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THE UNDERWRITERS PARTICIPATING IN THIS OFFERING MAY ENGAGE IN TRANSACTIONS 
THAT STABILIZE OR MAINTAIN THE PRICE OF THE SECURITIES AT A LEVEL ABOVE THAT WHICH 
MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET, OR OTHERWISE AFFECT THE PRICE OF THE 
SECURITIES OFFERED HEREBY, INCLUDING OVER-ALLOTMENT AND STABILIZING 
TRANSACTIONS. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME. 

NO DEALER, BROKER, SALESPERSON OR OTHER PERSON IS AUTHORIZED BY THE 
CORPORATION, THE STATE, OR THE UNDERWRITERS IN CONNECTION WITH ANY OFFERING 
MADE HEREBY TO GIVE ANY INFORMATION OR MAKE ANY REPRESENTATION OTHER THAN 
AS CONTAINED HEREIN, AND, IF GIVEN OR MADE, SUCH INFORMATION OR 
REPRESENTATION MUST NOT BE RELIED UPON AS HAVING BEEN AUTHORIZED BY THE 
CORPORATION, THE STATE OR THE UNDERWRITERS. THIS OFFERING CIRCULAR DOES NOT 
CONSTITUTE AN OFFER TO SELL, OR A SOLICITATION OF AN OFFER TO BUY, NOR WILL 
THERE BE A SALE OF ANY OF THE SECURITIES OFFERED HEREBY BY ANY PERSON, IN ANY 
JURISDICTION IN WHICH IT IS UNLAWFUL FOR SUCH PERSON TO MAKE SUCH AN OFFER, 
SOLICITATION OR SALE. 

This Offering Circular contains information furnished by the Corporation, the State, IHS Global (defined 
herein) and other sources, all of which are believed to be reliable.  The information contained under the caption 
“SUMMARY OF THE IHS GLOBAL REPORT” and in “APPENDIX C – IHS GLOBAL REPORT” hereto has 
been included in reliance upon IHS Global as an expert in econometric forecasting.  Information concerning the 
domestic tobacco industry and participants therein has been obtained from certain publicly available information 
provided by certain participants and certain other sources (see “CERTAIN INFORMATION RELATING TO THE 
DOMESTIC TOBACCO INDUSTRY”).  The participants in such industry have not provided any information to the 
Corporation for use in connection with this offering.  In certain cases, tobacco industry information provided herein 
(such as market share data) may be derived from sources which are inconsistent or in conflict with each other.  The 
Corporation has not independently verified the information contained in “CERTAIN INFORMATION RELATING 
TO THE DOMESTIC TOBACCO INDUSTRY” herein and cannot and does not warrant the accuracy or 
completeness of this information. 

The information and expressions of opinion contained herein are subject to change without notice and 
neither the delivery of this Offering Circular nor any sale made hereunder will, under any circumstances, create any 
implication that there has been no change in the affairs of the Corporation or the matters covered by the report of 
IHS Global included as APPENDIX C to this Offering Circular since the date hereof or that the information 
contained herein is correct as of any date subsequent to the date hereof.  Such information and expressions of 
opinion are made for the purpose of providing information to prospective investors and are not to be used for any 
other purpose or relied on by any other party.  See “CONTINUING DISCLOSURE AGREEMENT.” 

This Offering Circular contains forecasts, projections and estimates that are based on current expectations 
or assumptions.  In light of the important factors that may materially affect the amount of Pledged TSRs (see 
“BONDHOLDERS’ RISKS” and “APPENDIX D – MASTER SETTLEMENT AGREEMENT”), the inclusion in 
this Offering Circular of such forecasts, projections and estimates should not be regarded as a representation by the 
Corporation, the State, IHS Global or the Underwriters that the results of such forecasts, projections and estimates 
will occur.  Such forecasts, projections and estimates are not intended as representations of fact or guarantees of 
results. 

References in this Offering Circular to the Act, the Indenture, the TSR Purchase Agreement, and the 
Continuing Disclosure Agreement do not purport to be complete.  Refer to the Act, the Indenture, the TSR Purchase 
Agreement, and the Continuing Disclosure Agreement for full and complete details of their provisions.  Copies of 
the Act, Indenture, the TSR Purchase Agreement, and the Continuing Disclosure Agreement are on file with the 
Corporation and the Trustee. 

The order and placement of material in this Offering Circular, including its appendices, are not to be 
deemed a determination of relevance, materiality or importance, and all materials in this Offering Circular, including 
its appendices, must be considered in their entirety. 
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If and when included in this Offering Circular, the words “expects,” “forecasts,” “projects,” “intends,” 
“anticipates,” “estimates,” “assumes” and analogous expressions are intended to identify forward-looking statements 
and any such statements inherently are subject to a variety of risks and uncertainties that could cause actual results to 
differ materially from those that have been projected.  Such risks and uncertainties include, among others, general 
economic and business conditions, changes in political, social and economic conditions, regulatory initiatives and 
compliance with governmental regulations, litigation and various other events, conditions and circumstances, many 
of which are beyond the control of the Corporation.  These forward-looking statements speak only as of the date of 
this Offering Circular.  The Corporation disclaims any obligation or undertaking to release publicly any updates or 
revisions to any forward-looking statement contained herein to reflect any changes in the Corporation’s expectations 
with regard thereto or any change in events, conditions or circumstances on which any such statement is based. 

THE SERIES 2013 BONDS HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE UNITED 
STATES SECURITIES AND EXCHANGE COMMISSION, ANY STATE SECURITIES COMMISSION OR 
ANY OTHER REGULATORY AUTHORITY, NOR HAVE ANY OF THE FOREGOING PASSED UPON THE 
ACCURACY OR ADEQUACY OF THIS OFFERING CIRCULAR.  ANY REPRESENTATION TO THE 
CONTRARY IS A CRIMINAL OFFENSE. 

The Underwriters have provided the following sentence for inclusion in this Offering Circular:  The 
Underwriters have reviewed the information in this Offering Circular in accordance with, and as part of, their 
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this 
transaction, but the Underwriters do not guarantee the accuracy or completeness of such information.   
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SUMMARY STATEMENT 

This Summary Statement is subject in all respects to more complete information contained in this Offering Circular 
and should not be considered a complete statement of the facts material to making an investment decision.  The 
offering of the Series 2013 Bonds to potential investors is made only by means of the entire Offering Circular.  
Terms used herein and not previously defined have the meanings ascribed to them in “APPENDIX A – SUMMARY 
OF THE INDENTURE ––Definitions and Interpretation.”  For locations of definitions of certain terms used herein, 
see the “Index of Defined Terms.” 

Overview ........................................  The Tobacco Settlement Financing Corporation (the “Corporation”) is 
issuing $659,745,000 aggregate principal amount of its Tobacco Settlement 
Asset–Backed Bonds, Series 2013A (the “Series 2013 Bonds”).  The 
Series 2013 Bonds are issued under the Indenture, dated as of July 1, 2013 
(the “Indenture”), between the Corporation and The Bank of New York 
Mellon Trust Company, N.A., as trustee (the “Trustee”).   

The Series 2013 Bonds are secured by Pledged TSRs received from the 
State of Louisiana (the “State”) pursuant to a Purchase and Sale 
Agreement, dated as of September 1, 2001, as amended and restated on the 
date of delivery of the Series 2013 Bonds (the “TSR Purchase 
Agreement”), between the State and the Corporation.  The “Pledged 
TSRs” consist of 60% of all amounts required to be paid to the State after 
the issuance of the Series 2013 Bonds, under the Master Settlement 
Agreement (the “MSA”, as described below) and the Consent Decree (as 
defined herein) relating to certain payments due to the State under the MSA, 
but do not include Unencumbered Revenues.  “Unencumbered Revenues” 
consist of all Tobacco Settlement Revenues (as defined below) due to the 
State for any period prior to January 1, 2013 (but excluding money 
deposited in the Debt Service Account pursuant to the Indenture for the 
payment of the redemption price of, and accrued interest on, the Refunded 
Bonds (as defined herein) to their redemption date).  The claim of the 
Corporation to the Pledged TSRs is on parity with the claim of the State to 
ownership of the remaining 40% of all amounts required to be paid to the 
State under the MSA after the issuance of the Series 2013 Bonds.  The 
State’s ownership of the remaining 40% and the Unencumbered Revenues 
are herein referred to as the “Unpledged Amounts.” 

The MSA was entered into by certain cigarette manufacturers, the State and 
the other Settling States (as defined below) on November 23, 1998 in the 
settlement of certain smoking-related litigation pursuant to which such 
cigarette manufacturers agreed to make certain payments to the Settling 
States (such payments as more fully described herein, the “Tobacco 
Settlement Revenues”). 

The Series 2013 Bonds will not be deemed to nor constitute a debt or 
obligation of the State or a pledge of the full faith or credit of the State.  
Neither the full faith and credit nor the taxing power nor any other assets or 
revenues of the State or any political subdivision thereof is or will be 
obligated or pledged to the payment of the principal of or interest on the 
Series 2013 Bonds. 

Issuer ..............................................  The Corporation is a special purpose, public corporate entity, and an 
instrumentality independent of the State, and has a legal existence separate 
and distinct from the State.  The Corporation was organized, and the 
Series 2013 Bonds are being issued, pursuant to the Tobacco Settlement 
Financing Corporation Act, codified at RS 39:99.1 et seq. (the “Act”).  
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Under authority of the Act and pursuant to the TSR Purchase Agreement, 
the State has sold the Pledged TSRs to the Corporation. 

Securities Offered ...........................  The Series 2013 Bonds are being issued pursuant to the Act and the 
Indenture.  It is expected that the Series 2013 Bonds will be delivered in 
book-entry form through the facilities of The Depository Trust Company, 
New York, New York (“DTC”), on or about July 10, 2013 (the “Closing 
Date”).  Beneficial owners of the Series 2013 Bonds will not receive 
physical delivery of bond certificates. 

Security for the Bonds ....................  The Series 2013 Bonds are secured by and payable from all of the 
Corporation’s right, title and interest in, to and under: (i) the TSR Purchase 
Agreement, the Pledged TSRs and the right to receive them in accordance 
with the terms of the TSR Purchase Agreement and the Indenture; (ii) the 
pledged accounts, all money, instruments, investment property, or other 
property credited to or on deposit in the Pledged Accounts, including the 
Liquidity Reserve Account, and all investment earnings on amounts on 
deposit in or credited to the Pledged Accounts (which, together with the 
Pledged TSRs, constitute “Collections”); and (iii) all present and future 
claims, demands, causes, and things in action in respect of any or all of the 
foregoing and all payments on or under and all proceeds of every kind and 
nature whatsoever in respect of any or all of the foregoing. 

Covenants .......................................  The State and the Corporation have made certain covenants for the benefit 
of the holders of the Series 2013 Bonds. Pursuant to the Indenture, the 
Corporation has, in the opinion of Co-Bond Counsel, validly included the 
pledge and agreement of the State not to alter, limit or impair the rights of 
the Corporation to fulfill the terms of the Indenture, or impair the rights and 
remedies of the Bondholders. The Corporation has covenanted not to impair 
the exclusion of interest on the Series 2013 Bonds from gross income for 
federal income tax purposes. In the TSR Purchase Agreement, the State has 
covenanted that (i) the State will take all actions as may be required by law 
and the MSA fully to preserve, maintain, defend, protect and confirm the 
interest of the Corporation in the Pledged TSRs and in the proceeds thereof 
in all material respects, and the State will not take any material action that 
will adversely affect the Corporation’s legal right to receive the Pledged 
TSRs; (ii) the State will promptly pay to the Trustee any Pledged TSRs 
received by the State; and (iii) without the prior written consent of the 
Corporation and the Trustee, the State will not take any action and will use 
its best reasonable efforts not to permit any action to be taken by others that 
(x) would release any person from any of such person’s covenants or 
obligations under the MSA or (y) would result in the amendment, 
hypothecation, subordination, termination or discharge of, or impair the 
validity or effectiveness of, the MSA or waive timely performance or 
observance under such document, in each case if the effect thereof would be 
materially adverse to the Bondholders.  In addition, the State has 
covenanted in the TSR Purchase Agreement not to amend the MSA in any 
manner that would materially impair the rights of Holders.  Any amendment 
to the MSA entered into by the State in good faith, and in the furtherance of 
the best interests of the State, will not be deemed to materially impair the 
rights of the Holders so long as (i) the State’s percentage allocations of total 
settlement payments due from the Participating Manufacturers under the 
MSA as of July 1, 2013 are not decreased, (ii) all Pledged TSRs continue to 
be paid to the Trustee in the manner and for the time period provided in the 
TSR Purchase Agreement and the Indenture and (iii) the State reasonably 
expects that such amendment will not materially and adversely affect the 
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receipt of payments required to be made under the MSA and that Pledged 
TSRs, after giving effect to such amendment, will be available in such 
amounts and at such times as are sufficient to pay the operating expenses of 
the Corporation and the principal of and interest on the Bonds as and when 
due.  Furthermore, the State has covenanted in the TSR Purchase 
Agreement that the State will diligently enforce the Qualifying Statute, as 
contemplated in Section IX(d)(2)(B) of the MSA, and in the NPM 
Adjustment Settlement Term Sheet (as long as the NPM Adjustment 
Settlement Term Sheet remains binding and enforceable), against all Non-
Participating Manufacturers selling tobacco products in the State that are 
not in compliance with the Qualifying Statute, in each case in the manner 
and to the extent deemed necessary in the sole judgment of, and consistent 
with the legal authority and discretion of the Attorney General of the State; 
provided, however, that the remedies available to the Corporation and the 
Bondholders for any breach of this pledge will be limited to injunctive 
relief.  See “APPENDIX A – SUMMARY OF THE INDENTURE” herein 
for a summary of the covenants made by the Corporation and “APPENDIX 
B – SUMMARY OF THE TSR PURCHASE AGREEMENT” for a 
summary of the covenants made by the State. 

Use of Proceeds ..............................  The proceeds of the Series 2013 Bonds, together with other available funds, 
will be applied by the Corporation to:  (i) refund all of its Outstanding 
Tobacco Settlement Asset–Backed Bonds, Series 2001B (Tax-Exempt), in 
the aggregate principal amount of $738,300,000 (the “Refunded Bonds”) 
(ii) fund the Liquidity Reserve Account in the amount of $57,369,112 and 
(iii) pay the costs of issuance incurred in connection with the issuance of the 
Series 2013 Bonds. 

Master Settlement Agreement ........  The MSA was entered into on November 23, 1998 among the attorneys 
general of 46 states (including the State), Puerto Rico, Guam, the U.S. 
Virgin Islands, the District of Columbia, American Samoa and the 
Commonwealth of the Northern Mariana Islands (collectively, the “Settling 
States”) and the then four largest United States tobacco manufacturers:  
Philip Morris Incorporated (now Philip Morris USA Inc., “Philip Morris”), 
R.J. Reynolds Tobacco Company (“Reynolds Tobacco”), Brown & 
Williamson Tobacco Corporation (“B&W”) and Lorillard Tobacco 
Company (“Lorillard”) (collectively, the “Original Participating 
Manufacturers” or “OPMs”). 

On January 5, 2004, Reynolds American Inc. (“Reynolds American”) was 
incorporated as a holding company to facilitate the combination of the U.S. 
assets, liabilities and operations of B&W with those of Reynolds Tobacco.  
References herein to the Original Participating Manufacturers or OPMs 
means, for the period prior to June 30, 2004, collectively, Philip Morris, 
Reynolds Tobacco, B&W and Lorillard and for the period on and after 
June 30, 2004, collectively, Philip Morris, Reynolds American and 
Lorillard.  As reported by the National Association of Attorneys General 
(“NAAG”), the OPMs accounted for approximately 84.52%* of the U.S. 

                                                           
* The aggregate market share information is based on information as reported by NAAG and may differ materially 
from the market share information as reported by the OPMs for purposes of their filings with the Securities and 
Exchange Commission.  See “SUMMARY OF PLEDGED TSRS METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS” and “CERTAIN INFORMATION RELATING TO THE DOMESTIC 
TOBACCO INDUSTRY.”  The aggregate market share information for 2012 from NAAG used in the Cash Flow 
Assumptions may differ materially in the future from the market share information used by the MSA Auditor (as 
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domestic cigarette market in 2012, based upon shipments (measuring roll-
your-own cigarettes at 0.0325 ounces per cigarette conversion rate). 

The MSA resolved cigarette smoking-related litigation between the Settling 
States and the OPMs and released the OPMs from past and present 
smoking-related claims by the Settling States, and provides for a continuing 
release of future smoking-related claims, in exchange for certain payments 
to be made to the Settling States (including Initial Payments, Annual 
Payments and Strategic Contribution Fund Payments, each as defined 
herein), and the imposition of certain tobacco advertising and marketing 
restrictions, among other things.  The Corporation is not a party to the 
MSA. 

The MSA is an industry-wide settlement of litigation between the Settling 
States and the Participating Manufacturers (as such term is defined below).  
The MSA permits tobacco companies other than the OPMs to become 
parties to the MSA.  Tobacco companies that become parties to the MSA 
after the OPMs are referred to herein as “Subsequent Participating 
Manufacturers” or “SPMs,” and the SPMs, together with the OPMs, are 
referred to herein as the “Participating Manufacturers” or “PMs”.  
Tobacco companies that do not become parties to the MSA are referred to 
herein as “Non-Participating Manufacturers” or “NPMs”.  See 
“SUMMARY OF THE MASTER SETTLEMENT AGREEMENT.”  As 
reported by NAAG, the OPMs together with the SPMs accounted for 
approximately 93.91%* of the U.S. domestic cigarette market in 2012, 
based upon shipments (measuring roll-your-own cigarettes at 0.0325 ounces 
per cigarette conversion rate). 

Industry Overview ..........................  The three OPMs – Philip Morris, Reynolds American and Lorillard – are 
the largest manufacturers of cigarettes in the United States (based on 2012 
domestic market share).  The market for cigarettes is highly competitive and 
is characterized by brand recognition.  See “CERTAIN INFORMATION 
RELATING TO THE DOMESTIC TOBACCO INDUSTRY,” 
“SUMMARY OF THE IHS GLOBAL REPORT” and “APPENDIX C – 
IHS GLOBAL REPORT.”  

Cigarette Volumes ..........................  Domestic cigarette consumption grew dramatically in the 20th century, 
reaching a peak of 640 billion cigarettes in 1981.  Consumption declined in 
the 1980s and 1990s, falling to less than 400 billion cigarettes in 2003 and, 
when measured by cigarette shipments, is estimated to have fallen to 
approximately 290 billion cigarettes (measuring roll-your-own cigarettes at 
0.0325 ounces per cigarette conversion rate) in 2012, as reported by NAAG.  
See “CERTAIN INFORMATION RELATING TO THE DOMESTIC 

                                                                                                                                                                                           
defined herein) in calculating the adjustments to Annual Payments and Strategic Contribution Fund Payment in 
future years.  See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT ––Adjustments to Payments.” 

 
* The aggregate market share information is based on information as reported by NAAG and may differ materially 
from the market share information as reported by the OPMs for purposes of their filings with the Securities and 
Exchange Commission.  See “SUMMARY OF PLEDGED TSRS METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS” and “CERTAIN INFORMATION RELATING TO THE DOMESTIC 
TOBACCO INDUSTRY.”  The aggregate market share information for 2012 from NAAG used in the Cash Flow 
Assumptions may differ materially in the future from the market share information used by the MSA Auditor (as 
defined herein) in calculating the adjustments to Annual Payments and Strategic Contribution Fund Payment in 
future years.  See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT ––Adjustments to Payments.” 
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TOBACCO INDUSTRY,” “SUMMARY OF THE IHS GLOBAL 
REPORT” and “APPENDIX C – IHS GLOBAL REPORT.” 

Litigation Regarding the MSA and 
Related Statutes ..............................  Numerous lawsuits have been filed challenging the MSA and related 

statutes.  The plaintiffs in such cases generally have sought, unsuccessfully, 
determinations that state statutes enacted pursuant to the MSA conflict with 
and are preempted by the federal antitrust laws, among other statutory and 
constitutional claims.  An ultimate determination in a future case that the 
MSA or a defendant state’s legislation enacted pursuant to the MSA is void 
or unenforceable (a) could have a materially adverse effect on the payments 
by PMs under the MSA and the amount and/or the timing of the Pledged 
TSRs available to the Corporation, and (b) could lead to a decrease in the 
market value and/or liquidity of the Series 2013 Bonds.  Such a 
determination could result in a complete loss of the Pledged TSRs.  See 
“BONDHOLDERS’ RISKS ––If Litigation Challenging the MSA, the 
Qualifying Statutes and Related Legislation Were Successful, Payments 
under the MSA Might be Suspended or Terminated,” “LEGAL 
CONSIDERATIONS RELATING TO PLEDGED TSRS” and 
“SUMMARY OF THE MASTER SETTLEMENT AGREEMENT ––
Litigation Challenging the MSA, the Qualifying Statutes and Related 
Legislation.” 

Base MSA Payments ......................  Under the MSA, the OPMs are required to pay to the Settling States: 

(a) five initial payments, all of which have been paid (the “Initial 
Payments”); 

(b) annual payments on each April 15, commencing April 15, 2000 and 
continuing in perpetuity (of which the 2000 through 2013 annual payments 
have already been paid) (the “Annual Payments”) in the following base 
amounts (subject to adjustment as described herein): 

Year Base Amount Year Base Amount 
2000 $4,500,000,000 2010 $8,139,000,000 
2001 5,000,000,000 2011 8,139,000,000 
2002 6,500,000,000 2012 8,139,000,000 
2003 6,500,000,000 2013 8,139,000,000 
2004 8,000,000,000 2014 8,139,000,000 
2005 8,000,000,000 2015 8,139,000,000 
2006 8,000,000,000 2016 8,139,000,000 
2007 8,000,000,000 2017 8,139,000,000 
2008 8,139,000,000 Thereafter 9,000,000,000 
2009 8,139,000,000   

    
(c) ten annual payments of $861 million (subject to adjustment as 
described herein) on each April 15, commencing April 15, 2008 and 
continuing through April 15, 2017 (of which the 2008 through 2013 
payments have already been paid) (the “Strategic Contribution Fund 
Payments”). 

Pursuant to the allocation percentages set forth in the MSA, the State is 
entitled to 2.2553531% of the total amount of Annual Payments.  In 
addition, pursuant to the procedures agreed to in the MSA, the State is 
entitled to receive 2.6279206% of the total amount of Strategic Contribution 
Fund Payments.   
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Adjustments to MSA Payments ......  Under the MSA, and as described herein, the base amounts of Annual 
Payments and Strategic Contribution Fund Payments are subject to 
numerous adjustments, some of which have occurred and may continue to 
occur and may be material, such as the NPM Adjustment (as defined 
herein), which operates in the event of losses in Market Share (as defined 
herein) by PMs to NPMs as a result of such PMs’ participation in the MSA.  
Pursuant to the provisions of the MSA, PMs have participated and are 
participating in proceedings that relate to the NPM Adjustment, which 
proceedings may result in downward adjustments to the amounts paid by 
the PMs to the Settling States and could have a material adverse effect on 
the amount and/or timing of Pledged TSRs available to the Corporation.  In 
addition to the NPM Adjustment, other adjustments include, among others, 
reductions for decreased domestic cigarette shipments and to account for 
those states that settle or have settled their claims against the PMs 
independently of the MSA, increases related to inflation in an amount of not 
less than 3% per year and offsets for disputed and/or miscalculated 
payments.  The application of adjustments has resulted in reduced Annual 
Payments and Strategic Contribution Fund Payments in all prior years.  See 
“BONDHOLDER’S RISKS ––Potential Payment Decreases Under the 
Terms of the MSA,” “SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT ––Adjustments to Payments” and “ ––Potential Payment 
Decreases Under the Terms of the MSA,” and “APPENDIX E – NPM 
ADJUSTMENT STIPULATED PARTIAL SETTLEMENT AND 
AWARD, SETTLEMENT TERM SHEET, AND MEMORANDUM OF 
UNDERSTANDING.” 

Under the MSA, each OPM is required to pay an allocable portion of each 
Annual Payment and Strategic Contribution Fund Payment based on its 
relative market share (as determined in accordance with the MSA, 
“Relative Market Share”) of the United States cigarette market during the 
preceding calendar year, subject to adjustments as described herein.  Each 
SPM has Annual Payment and Strategic Contribution Fund Payment 
obligations under the MSA (separate from the payment obligations of the 
OPMs) according to its market share (as determined in accordance with the 
MSA, “Market Share”).  However, any SPM that became a party to the 
MSA within 90 days after it became effective pays only if its Market Share 
exceeds the higher of its 1998 Market Share or 125% of its 1997 Market 
Share (such higher share, the “Base Share”). 

The payment obligations under the MSA follow tobacco product brands if 
they are transferred by any of the PMs.  Payments by the PMs are required 
to be made to Citibank, N.A., as the escrow agent appointed pursuant to the 
MSA (the “MSA Escrow Agent”), which is required, in turn, to remit an 
allocable share of such payments to the State.  Upon the sale of the Pledged 
TSRs, the State will direct the MSA Escrow Agent to remit the Pledged 
TSRs directly to the Trustee.  Such direction is irrevocable until after the 
Bonds have been repaid. See “SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT” herein. 

Louisiana Consent Decree ..............  The Consent Decree and Final Judgment (the “Consent Decree”) was 
entered in the case of “Richard P. Ieyoub, Attorney General ex rel. State of 
Louisiana v. Philip Morris, Incorporated, et al”, Number 98–6473 of the 
Fourteenth Judicial District Court for the Parish of Calcasieu of the State of 
Louisiana on December 11, 1998.  The Consent Decree became final on 
February 18, 1999, and is not subject to further appeal.  As a result, the 
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State has achieved State-Specific Finality (as defined herein) under the 
MSA. 

Sale of Pledged TSRs .....................  Pursuant to the TSR Purchase Agreement, the State has sold the Pledged 
TSRs to the Corporation.  The Corporation will assign and pledge the 
purchased Pledged TSRs to the Trustee. The claim of the Corporation to the 
Pledged TSRs purchased by the Corporation, and assigned and pledged to 
the Trustee, will be on a parity with the claim of the State to ownership of 
40% of all amounts required to be paid to the State under the MSA after the 
issuance of the Series 2013 Bonds.  The MSA Escrow Agent will pay the 
Pledged TSRs directly to the Trustee.  See “APPENDIX B – SUMMARY 
OF THE TSR PURCHASE AGREEMENT.” 

Liquidity Reserve Account  ............  On the Closing Date, a reserve account (the “Liquidity Reserve Account”) 
will be established and maintained by the Trustee and funded in an amount 
equal to $57,369,112 (the “Liquidity Reserve Requirement”).  The 
Corporation is required to maintain this balance in the Liquidity Reserve 
Account, to the extent of available funds. 

Amounts on deposit in the Liquidity Reserve Account will be available to 
pay principal of, and interest on, the Series 2013 Bonds to the extent 
Collections are insufficient for such purpose. Any amount remaining after 
such payments in excess of the Liquidity Reserve Requirement will be 
deposited in the Collections Account. Unless an Event of Default has 
occurred, amounts withdrawn from the Liquidity Reserve Account will be 
replenished from Collections.  

Supplemental Account ....................  An account (the “Supplemental Account”) will be established and held by 
the Trustee and funded from Pledged TSRs in excess of those required to 
make the deposits required by the Indenture as described in “SECURITY 
AND SOURCES OF PAYMENT FOR THE SERIES 2013 BONDS” (the 
“Surplus Pledged Revenues”).  Amounts deposited in the Supplemental 
Account prior to May 15, 2016 will be paid on the Distribution Date 
immediately succeeding such deposit to the registered owner of the 
Residual Certificate (the State) (provided that the aggregate amount of all 
payments made to the registered owner of the Residual Certificate will not 
exceed $83,492,210).  Amounts deposited in the Supplemental Account 
other than amounts paid or to be paid to the registered owner of the 
Residual Certificate as described above are required to be used to pay the 
optional redemption or purchase price of Bonds to be redeemed or 
purchased on the Distribution Date immediately succeeding such deposit as 
set forth under the caption “SECURITY AND SOURCES OF PAYMENT 
FOR THE SERIES 2013 BONDS ––Application of Revenues” (provided 
that between April 15 and the next Distribution Date in each year, no 
amounts in the Supplemental Account will be applied or set aside to pay the 
optional redemption or purchase price of Bonds unless there is held in the 
Collections Account, the Debt Service Account and the Partial Lump Sum 
Payment Account sufficient amounts to pay all interest, Principal Maturities 
and Sinking Fund Installments due on such Distribution Date). 

Flow of Funds to the Trustee ..........  The MSA Escrow Agent disburses the Pledged TSRs from the State of 
Louisiana – Specific Account under the MSA directly to the Trustee. 

The following diagram depicts the flow of the State’s allocable share of 
Tobacco Settlement Revenues. 
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Interest ............................................  Interest on the Outstanding principal of the Series 2013 Bonds will be 
payable on each November 15 and May 15, commencing November 15, 
2013.  Interest on the Series 2013 Bonds will be computed on the basis of a 
360-day year consisting of twelve 30-day months. 

Optional Redemption ......................  The Series 2013 Bonds maturing on or after May 15, 2024 which have not 
been previously purchased by the Corporation from moneys in the 
Supplemental Account are subject to optional redemption at any time on or 
after the dates set forth in “THE SERIES 2013 BONDS ––Redemption and 
Purchase Provisions ––Optional Redemption,” in whole or in part from any 
money in the Supplemental Account available therefor, or from the 
proceeds of refunding obligations of the Corporation, at the direction of the 
Corporation, which direction will specify the maturities of the Series 2013 
Bonds to be subject to such redemption (and by lot within a maturity and 
interest rate and CUSIP number), at a redemption price equal to 100% of 
the principal amount being redeemed, plus interest accrued to the date fixed 
for redemption, without premium. 

Mandatory Clean-Up Call...............  The Series 2013 Bonds other than Defeased Bonds are subject to mandatory 
redemption in whole, at a redemption price equal to 100% of the principal 
amount being redeemed plus interest accrued to the redemption date, from 
moneys withdrawn from the Pledged Accounts in the manner set forth in 
the next paragraph, on the Distribution Date specified therein. 

On the 20th day of the calendar month preceding each Distribution Date, the 
Trustee will compare (i) the liquidation value of the aggregate amount on 
deposit in the Pledged Accounts (other than amounts representing proceeds 
of refunding obligations, and amounts set aside for the payment of Bonds) 
to (ii) the principal amount of and accrued interest (if any) on Bonds that 
will remain Outstanding after the application of amounts described in the 
Indenture on such Distribution Date, and if the amount in clause (i) is 
greater than the amount described in clause (ii) as of such Distribution Date, 
then the Trustee will liquidate the investments in the Pledged Accounts and 
will withdraw from the Pledged Accounts an amount sufficient to, and will, 
retire the Bonds in full on such Distribution Date. 

Mandatory Sinking Fund Redemption The Series 2013 Bonds are subject to mandatory sinking fund redemption as 
described herein. 

 
Purchase of Series 2013 Bonds .......  The Corporation may cause the Trustee to purchase Series 2013 Bonds in 

the open market from any money in the Supplemental Account available 
therefor pursuant to the provisions of the Indenture as described under 
“Supplemental Account,” at any price not exceeding 100% of the principal 
amount of the Outstanding principal amount of such Series 2013 Bonds 
being purchased at such time, plus accrued interest thereon. 

 
Events of Default ............................  For a description of the Events of Default under the Indenture and the 

remedies available therefor, see “SECURITY AND SOURCES OF 
PAYMENT FOR THE SERIES 2013 BONDS ––Events of Default and 
Remedies Under the Indenture” and “APPENDIX A − SUMMARY OF 
THE INDENTURE ––Events of Default and Remedies Under the 
Indenture.”  In no event will principal of any Series 2013 Bond be declared 
due and payable in advance of its stated maturity. 

Distributions and Priorities .............  The Trustee will deposit all Pledged TSRs in the Collections Account and 
distribute them in accordance with the Indenture as described herein under 
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the caption “SECURITY AND SOURCES OF PAYMENT FOR THE 
SERIES 2013 BONDS.” 

Refunding Bonds ............................  The Indenture provides that additional series of bonds may be issued by the 
Corporation solely to refund in whole or in part any Outstanding Bonds, 
under the conditions set forth in the Indenture and as described herein.  
Additional refunding bonds would be issued on a parity with the 
Series 2013 Bonds and, in the case of a partial refunding, may only be 
issued if they equal or reduce aggregate debt service due in every Bond 
Year for all Outstanding Bonds.  See “THE SERIES 2013 BONDS ––
Refunding Bonds.”  The Series 2013 Bonds and any additional refunding 
bonds issued pursuant to the Indenture are herein referred to as “Bonds.”  
No other additional bonds may be issued under the Indenture. 

Continuing Disclosure 
Agreement ......................................  The Corporation has agreed to provide, or cause to be provided, to the 

Municipal Securities Rulemaking Board, through its Electronic Municipal 
Market Access system, pursuant to Rule 15c2-12(b)(5) adopted by the 
Securities and Exchange Commission (the “SEC”), certain annual financial 
information and operating data and, in a timely manner, notices of certain 
events.  See “CONTINUING DISCLOSURE AGREEMENT” herein. 

Ratings ............................................  It is a condition to the obligation of the Underwriters to purchase the Series 
2013 Bonds that, at the date of delivery thereof to the Underwriters, the 
Series 2013 Bonds maturing on May 15, 2016 through May 15, 2023 be 
assigned a rating of “A” by Standard & Poor’s Ratings Services (“S&P”), 
the Series 2013 Bonds maturing on May 15, 2024 through May 15, 2033 be 
assigned a rating of “A-” by S&P, the Series 2013 Bonds maturing on May 
15, 2035 be assigned a rating of “BBB+” by S&P, and the Series 2013 
Bonds be assigned a rating of “BBB+” by Fitch Ratings, Inc. (“Fitch” and 
with S&P, collectively, the “Rating Agencies”).  See “RATINGS” herein. 

Legal Considerations Relating to 
Pledged Settlement 
Payments.........................................  Reference is made to “LEGAL CONSIDERATIONS RELATING TO 

PLEDGED TSRS” for a description of certain legal issues relevant to 
receipt of payments under the MSA. 

Bondholders’ Risks.........................  Reference is made to “BONDHOLDERS’ RISKS” for a description of 
certain considerations relevant to an investment in the Series 2013 Bonds. 
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PLAN OF FINANCE 

The Tobacco Settlement Financing Corporation (the “Corporation”) is issuing its Tobacco Settlement 
Asset–Backed Refunding Bonds, Series 2013 (the “Series 2013 Bonds”) to currently refund all of its outstanding 
bonds, which consist of its Tobacco Settlement Asset–Backed Bonds, Series 2001B (Tax-Exempt) in the aggregate 
principal amount of $738,300,000 (the “Refunded Bonds”).  The Series 2013 Bonds are being issued under the 
Indenture, dated as of July 1, 2013 (the “Indenture”) between the Corporation and The Bank of New York Mellon 
Trust Company, N.A., as trustee (the “Trustee”).  The Corporation will apply a portion of the proceeds from the 
sale of the Series 2013 Bonds to establish an irrevocable escrow to refund the Refunded Bonds.  Such escrowed 
proceeds of the Series 2013 Bonds will be deposited with The Bank of New York Mellon Trust Company, N.A., as 
escrow deposit agent (the “Refunding Escrow Agent”) pursuant to an Escrow Deposit Agreement dated as of the 
date of delivery of the Series 2013 Bonds (the “Refunding Escrow Agreement”), by and between the Corporation 
and the Refunding Escrow Agent.  The amounts deposited under the Refunding Escrow Agreement will be held by 
the Refunding Escrow Agent and will be sufficient to pay the redemption price of and interest on the Refunded 
Bonds upon redemption thereof on or about July 18, 2013.  See also “VERIFICATION OF MATHEMATICAL 
COMPUTATIONS.” 

SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2013 BONDS 

Set forth below is a narrative description of certain contractual and statutory provisions relating to the 
sources of payments and security for the Series 2013 Bonds issued under the Indenture.  These provisions have been 
summarized and this description does not purport to be complete.  Reference should be made to the Act (as defined 
below), the Indenture and the TSR Purchase Agreement (as defined below) for a more complete description of such 
provisions.  Copies of the Act, the Indenture and the TSR Purchase Agreement are on file with the Corporation and 
the Trustee.  See also “APPENDIX B – SUMMARY OF THE TSR PURCHASE AGREEMENT” and “APPENDIX A 
– SUMMARY OF THE INDENTURE” for a more complete statement of the rights, duties and obligations of the 
parties thereto.  Terms used herein and not previously defined have the meanings ascribed to them in 
“APPENDIX A – SUMMARY OF THE INDENTURE ––Definitions and Interpretation.” 

Sale of Pledged TSRs; Pledge of Collateral 

Pursuant to the Tobacco Settlement Financing Corporation Act, codified at RS 39:99.1 et seq. (the “Act”) 
and a Purchase and Sale Agreement, dated as of September 1, 2001, as amended and restated on the date of delivery 
of the Series 2013 Bonds (the “TSR Purchase Agreement”), between the State of Louisiana (the “State”) and the 
Corporation, the State has sold to the Corporation the “Pledged TSRs”, consisting of 60% of all amounts required to 
be paid to the State after the issuance of the Series 2013 Bonds, under the Master Settlement Agreement (the 
“MSA” as described herein), including the State’s allocable share of (i) annual payments made by the PMs (as 
defined herein) under the MSA, which are required to be made annually on each April 15 continuing in perpetuity 
(the “Annual Payments”) and (ii) ten installments of payments to be made by the PMs under the MSA in equal 
amounts of $861 million (prior to adjustment) which are required to be made on April 15, 2008 and each April 15 
thereafter to and including April 15, 2017 (the “Strategic Contribution Fund Payments”) (the State’s allocated 
share of such amounts collectively, the “Tobacco Settlement Revenues” or “TSRs”).  Pledged TSRs do not include 
Unencumbered Revenues.  “Unencumbered Revenues” consist of all Tobacco Settlement Revenues due to the 
State for any period prior to January 1, 2013 (but excluding money deposited in the Debt Service Account pursuant 
to the Indenture for the payment of the redemption price of, and accrued interest on, the Refunded Bonds to their 
redemption date). 

Pursuant to the Act and the Indenture, the Series 2013 Bonds will be secured by the “Collateral” consisting 
of all of the Corporation’s rights, title, and interest in, to and under: (i) the TSR Purchase Agreement, the Pledged 
TSRs and the right to receive them in accordance with the terms of the TSR Purchase Agreement; (ii) the Pledged 
Accounts, all money, instruments, investment property, or other property credited to or on deposit in the Pledged 
Accounts (excluding Unencumbered Revenues), and all investment earnings on amounts on deposit in or credited to 
the Pledged Accounts (which, together with the Pledged TSRs, constitute “Collections”); and (iii) all present and 
future claims, demands, causes, and things in action in respect of any or all of the foregoing and all payments on or 
under and all proceeds of every kind and nature whatsoever in respect of any or all of the foregoing.  The 
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Series 2013 Bonds will not be deemed to nor constitute a debt or obligation of the State or a pledge of the full faith 
or credit of the State.  Neither the full faith and credit nor the taxing power nor any other assets or revenues of the 
State or any political subdivision thereof is or will be obligated or pledged to the payment of the principal of or 
interest on the Series 2013 Bonds.  

None of the proceeds of the Series 2013 Bonds or any earnings therefrom, unless deposited into one of the 
Pledged Accounts, will in any way be pledged to the payment of the Series 2013 Bonds. Such amounts will not be 
part of the Collateral.  The “Pledged Accounts” are the Collections Account, the Debt Service Account, the Partial 
Lump Sum Payment Account, the Liquidity Reserve Account, the Supplemental Account and all subaccounts 
contained in the named accounts. 

Limited Obligations 

The Corporation has no authority to and does not intend or purport to pledge the faith, credit, or taxing 
power of State or any of its political subdivisions in connection with the issuance of the Series 2013 Bonds and any 
additional refunding bonds issued pursuant to the Indenture (the “Bonds”).  The Bonds are payable only from the 
assets of the Corporation pledged under the Indenture.  In the event that the pledged assets have been exhausted, no 
amounts will thereafter be paid on the Bonds.  Investors in the Bonds must look solely to the Collateral and the 
terms of the Indenture for repayment of their investment.  The Series 2013 Bonds will not be deemed to nor 
constitute a debt or obligation of the State or a pledge of the full faith or credit of the State.  Neither the full faith and 
credit nor the taxing power nor any other assets or revenues of the State or any political subdivision thereof is or will 
be obligated or pledged to the payment of the principal of or interest on the Series 2013 Bonds.  The Corporation has 
no taxing power.  The Corporation’s only source of funds for payments on the Series 2013 Bonds is the Collateral.     

Parity Claims to Tobacco Settlement Revenues 

The claim of the Corporation to the Pledged TSRs is on a parity with the claim of the State to ownership of 
the remainder of all amounts required to be paid to the State under the MSA.  In the event that the Pledged TSRs and 
other amounts specified in the Indenture will not be at least equal to the amount of interest on the Series 2013 Bonds 
and principal of the Series 2013 Bonds due at the respective maturities thereof, the Corporation is not entitled to 
claim any share of the State’s retained ownership of Tobacco Settlement Revenues for the payment of any such 
amounts and neither the Corporation nor the State has any obligation, moral or otherwise, to provide such funds to 
make up such deficiency. 

Payment by MSA Escrow Agent to Trustee 

Upon sale by the State of the Pledged TSRs to the Corporation, the MSA Escrow Agent (as defined herein) 
will disburse the Pledged TSRs directly to the Trustee.  The disbursement of Pledged TSRs is required to be made to 
the Trustee by the MSA Escrow Agent ten business days after the MSA Escrow Agent receives the related Annual 
Payments and Strategic Contribution Fund Payments from the PMs. 

Application of Revenues 

The Trustee will promptly deposit all Collections received by the Trustee excluding investment earnings on 
amounts on deposit with the Trustee under the Indenture, in the Collections Account.  Collections include Lump 
Sum Payments, Partial Lump Sum Payments and Total Lump Sum Payments (as defined below).  All Collections 
that have been identified by an Officer’s Certificate as consisting of Partial Lump Sum Payments received by the 
Trustee will be promptly (and in any event, no later than the Business Day immediately preceding the next 
Distribution Date) transferred to the Partial Lump Sum Payment Account, in accordance with the instructions 
received by the Trustee pursuant to an Officer’s Certificate.  All Collections that have been identified by an 
Officer’s Certificate as consisting of Total Lump Sum Payments received by the Trustee will be promptly (and, in 
any event, no later than the Business Day immediately preceding the next Distribution Date) applied in the manner 
described under “—Distribution Date Transfers” below, in accordance with the instructions received by the Trustee 
pursuant to an Officer’s Certificate.  In addition, on the Business Day immediately preceding each Distribution Date, 
the Trustee will apply (i) all Collections consisting of investment earnings on amounts on deposit with the Trustee 



 

 3 

under the Indenture (excluding amounts in the Partial Lump Sum Payment Account) and (ii) all amounts determined 
to exist pursuant to the valuation procedure set forth under the Indenture, as set forth below.  Unencumbered 
Revenues will not be deposited into the Collections Account and will not be invested by the Corporation or the 
Trustee.  Any and all Unencumbered Revenues received by the Trustee or the Corporation will be paid to the 
registered owner of the Residual Certificate as soon as is practicable. 

“Lump Sum Payment” means 60% of any final payment from a Participating Manufacturer that results in, 
or is due to, a release of that Participating Manufacturer from all of its future payment obligations under the MSA.  
The term “Lump Sum Payment” does not include any payments that are Partial Lump Sum Payments. 

“Partial Lump Sum Payment” means 60% of any payment from a Participating Manufacturer that results 
in, or is due to, a release of that Participating Manufacturer from a portion, but not all, of its future payment 
obligations under the MSA. 

“Total Lump Sum Payment” means 60% of any final payment from all of the Participating Manufacturers 
that results in, or is due to, a release of all of the Participating Manufacturers from all of their future payment 
obligations under the MSA. 

Transfers to Accounts 

As soon as practicable, but no later than the earlier of (a) the fifth Business Day following each Deposit 
Date, or (b) the Distribution Date (or the Business Day preceding such Distribution Date if the Distribution Date is 
not a Business Day) following each Deposit Date, the Trustee will withdraw the funds on deposit in the Collections 
Account and transfer such amounts as follows: 

(i) to the Treasurer for credit to the Operating Account, an amount specified by the Officer’s 
Certificate most recently delivered or deemed delivered pursuant to the Indenture, in order to pay, 
(a) the Operating Expenses to the extent that the amount thereof does not exceed the Operating 
Cap and (b) the Tax Obligations; 

(ii) to the Debt Service Account, an amount sufficient to cause the amount therein to equal the sum of 
(a) interest on the Outstanding Series 2013 Bonds that will come due on the next succeeding 
Distribution Date plus (b) any such unpaid interest from prior Distribution Dates (including 
interest at the stated rate on such unpaid interest, to the extent legally permissible); provided that 
the amount to be deposited pursuant to this clause (ii) will be calculated assuming that principal on 
the Bonds will have been paid as described in clauses (ii), (iii) and (iv)(b) under “—Distribution 
Date Transfers” below; 

(iii) to the Debt Service Account, an amount sufficient to cause the amount therein to equal the amount 
specified in clause (ii) above plus the sum of (a) the Principal Maturities and Sinking Fund 
Installments, if any, due in or scheduled for the next succeeding May 15, plus (b) any such 
Principal Maturities or Sinking Fund Installments unpaid from prior Distribution Dates; provided 
that the amount of such Principal Maturities or Sinking Fund Installments will first be adjusted to 
account for redemptions, purchases or defeasances; 

(iv) to the Debt Service Account an amount sufficient to cause the amount therein to equal the amount 
specified in clauses (ii) and (iii) above plus the amount of interest on the Outstanding Bonds that 
will come due on the second succeeding Distribution Date; provided that the amount to be 
deposited pursuant to this clause (iv) will be calculated assuming that principal on the Bonds will 
have been paid as described in clauses (ii), (iii) and (iv)(b) under “—Distribution Date Transfers” 
below; 

(v) unless an Event of Default has occurred and is continuing, to the Liquidity Reserve Account an 
amount sufficient to cause the amount on deposit therein to equal the Liquidity Reserve 
Requirement; 
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(vi) to the Treasurer for credit to the Operating Contingency Account, an amount specified by the 
Officer’s Certificate most recently delivered or deemed delivered pursuant to the Indenture in 
order to pay, for the twelve-month period applicable to such Officer’s Certificate, the Operating 
Expenses in excess of the Operating Cap; and  

(vii) unless an Event of Default has occurred and is continuing, to the Supplemental Account all 
amounts remaining in the Collections Account. 

“Operating Expenses” means the reasonable operating expenses of the Corporation (including, without 
limitation, the cost of preparation of accounting and other reports, costs of maintenance of the ratings on the Bonds, 
insurance premiums, and costs of annual meetings or other required activities of the Corporation), fees and expenses 
incurred for professional consultants and fiduciaries (including, but not limited to, computation of the amount of Tax 
Obligations and related computations), the fees, expenses, and disbursements of the Trustee, including without 
limitation the fees and expenses of counsel and other professional advisors to the Trustee, payments in termination 
of any investment agreement relating to a Pledged Account, costs incurred in order to preserve the tax-exempt status 
of any Bonds, the costs related to the Corporation’s or the Trustee’s enforcement rights with respect to this Indenture 
or the Bonds, and all Operating Expenses so identified in the Indenture.  The term “Operating Expenses” does not 
include the Costs of Issuance. 

“Operating Cap” means, with respect to the period ending May 14, 2014, the amount of $250,000.  
Thereafter, for each Bond Year, the Operating Cap will be increased by the “Inflation Adjustment” as defined in the 
MSA.  For any period of less than a full twelve months during which Operating Expenses are incurred, the 
Operating Cap will equal a proportional share of the amount that would apply were such period a full twelve-month 
period. 

On the Business Day immediately preceding each Distribution Date, the Trustee will value the money and 
investments in the Liquidity Reserve Account according to the methods set forth in the Indenture, and any amounts 
in the Liquidity Reserve Account in excess of the Liquidity Reserve Requirement will be applied as provided above 
under “—Transfers to Accounts.” 

Distribution Date Transfers   

Unless an Event of Default has occurred and is continuing, on each Distribution Date, the Trustee will 
apply amounts in the various funds and accounts in the following order of priority: 

(i) from the Debt Service Account, the Partial Lump Sum Payment Account, the Liquidity Reserve 
Account and the Supplemental Account, in that order, to pay interest due on such Distribution 
Date; 

(ii) from the Debt Service Account, the Partial Lump Sum Payment Account, the Liquidity Reserve 
Account and the Supplemental Account, in that order, to pay each Principal Maturity and Sinking 
Fund Installment, if any, due on or scheduled for such Distribution Date, provided that the amount 
of such Principal Maturity or Sinking Fund Installment will first be adjusted to account for 
redemptions, purchases or defeasances as specified in the Indenture; 

(iii) from the Partial Lump Sum Payment Account to the Supplemental Account for the purchase or 
redemption of Series 2013 Bonds on such Distribution Date, but only as described in an Officer’s 
Certificate delivered by the Corporation and accompanied by evidence from each Rating Agency 
that no rating then in effect with respect to the Bonds will be withdrawn, reduced or suspended 
solely as a result of such application of amounts in the Partial Lump Sum Payment Account; and  

(iv) from the Supplemental Account in accordance with the following: 

(a) amounts deposited in the Supplemental Account, pursuant to clause (vii) under “—Transfers 
to Accounts” above, prior to May 15, 2016 will be paid, on the Distribution Date 
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immediately succeeding such deposit, to the registered owner of the Residual Certificate; 
provided, however, that the aggregate amount of all payments made to the registered owner 
of the Residual Certificate pursuant to this paragraph will not exceed $83,492,210; and 

(b) amounts deposited in the Supplemental Account, pursuant to clause (vii) under “—Transfers 
to Accounts” above, other than amounts paid or to be paid to the registered owner of the 
Residual Certificate pursuant to the preceding clause (a), will be used to pay the optional 
redemption or purchase price of Bonds to be redeemed or purchased in authorized 
denominations on the Distribution Date immediately succeeding such deposit; provided, 
however, that between April 15 and the next Distribution Date in each year, no amounts in 
the Supplemental Account will be applied or set aside to pay the optional redemption or 
purchase price of Bonds unless there is held in the Collections Account, the Debt Service 
Account and the Partial Lump Sum Payment Account sufficient amounts to pay all interest, 
Principal Maturities and Sinking Fund Installments due on such Distribution Date.   

After making all deposits and payments set forth above, and provided that there are no Outstanding Bonds, 
the Trustee will deliver any amounts remaining in a fund or account to the registered owner of the Residual 
Certificate. 

Upon the occurrence and continuance of any Event of Default, and on each succeeding Distribution Date 
the Trustee will apply all funds in the Debt Service Account, the Liquidity Reserve Account, the Partial Lump Sum 
Payment Account and the Supplemental Account to pay Pro Rata, first, the accrued interest (including interest at the 
stated rate on any unpaid interest, to the extent legally permissible) and, second, principal on all Bonds then 
Outstanding. 

Upon the receipt of a sum that has been identified by an Officer’s Certificate as a Total Lump Sum 
Payment, the Trustee will, after making provision for the amounts required to be deposited pursuant to clause (i) 
under “—Transfers to Accounts” above, use all remaining proceeds of such Total Lump Sum Payment to pay Pro 
Rata, first, the accrued interest (including interest at the stated rate on any unpaid interest, to the extent legally 
permissible) and, second, principal on all Bonds then Outstanding. 

Events of Default and Remedies Under the Indenture 

Each of the following constitutes an “Event of Default” under the Indenture: 

(i) failure to pay when due interest on any Bond; 

(ii) failure to pay when due any Principal Maturity or Sinking Fund Installment; 

(iii) failure of the Corporation to observe or perform any other covenant, condition, agreement, or 
provision contained in the Bonds, the Indenture, or the Corporation’s Tax Certificate, which 
breach is not remedied within 60 days after Written Notice, specifying such default and requiring 
the same to be remedied, has been given to the Corporation by the Trustee or by the Holders of at 
least 25% in principal amount of the Bonds then Outstanding.  In the case of a default specified in 
this clause (iii), if the default be such that it cannot be corrected within the said 60-day period, it 
will not constitute an Event of Default if corrective action is instituted by the Corporation within 
said 60-day period and diligently pursued until the default is corrected; and 

(iv) a material breach by the State of its covenants contained in the Indenture, which breach is not 
remedied within 60 days after Written Notice, specifying such default and requiring the same to be 
remedied, has been given to the Corporation and the State by the Trustee or by the Holders of at 
least 25% in principal amount of the Bonds then Outstanding.  In the case of a default specified in 
this clause (iv), if the default be such that it cannot be corrected within the said 60-day period, it 
will not constitute an Event of Default if corrective action is instituted by the State within said 60-
day period and diligently pursued until the default is corrected. 
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If an Event of Default occurs: 

(i) The Trustee may, and upon written request of the Holders of at least 25% in principal amount of 
the Bonds Outstanding will, in its own name by action or proceeding in accordance with law: (a) 
enforce all rights of the Bondholders under the Indenture and require the Corporation to carry out 
its agreements with the Bondholders; (b) sue upon such Bonds; (c) require the Corporation to 
account for the Collateral as if it were the trustee of an express trust for such Bondholders; and (d) 
enjoin any acts or things which may be unlawful or in violation of the rights of such Bondholders. 

(ii) The Trustee will, in addition to the other remedy provisions contained in the Indenture, have and 
possess all of the powers necessary or appropriate for the exercise of any functions incident to the 
general representation of Bondholders in the enforcement and protection of their rights under the 
Indenture. 

Upon the occurrence of an Event of Default, the Trustee will proceed for the benefit of the Bondholders in 
accordance with the written direction of a Majority in Interest of the Outstanding Bonds.  In addition, upon the 
occurrence of an Event of Default, the Bonds will be paid on a Pro Rata basis as described above under “Application 
of Revenues —Distribution Date Transfers.” 

Amendment of the MSA 

The State has covenanted not to amend the MSA in any manner that would materially impair the rights of 
Holders.  Any amendment to the MSA entered into by the State in good faith, and in the furtherance of the best 
interests of the State, will not be deemed to be materially adverse to the rights of the Bondholders so long as (i) the 
State’s percentage allocations of total settlement payments due from the Participating Manufacturers under the MSA 
as of July 1, 2013 are not decreased, (ii) all Pledged TSRs continue to be paid to the Trustee in the manner and for 
the time period provided in the TSR Purchase Agreement and the Indenture and (iii) the State reasonably expects 
that such amendment will not materially and adversely affect the receipt of payments required to be made under the 
MSA and that Pledged TSRs, after giving effect to such amendment, will be available in such amounts and at such 
times as are sufficient to pay the operating expenses of the Corporation and the principal of and interest on the 
Bonds as and when due. 

THE SERIES 2013 BONDS 

The following summary describes certain terms of the Series 2013 Bonds.  This summary does not purport 
to be complete and is subject to, and qualified in its entirety by reference to, the provisions of the Indenture and the 
Series 2013 Bonds.  Copies of the Indenture may be obtained upon written request to the Trustee.  Terms used 
herein and not previously defined have the meanings ascribed to them in “APPENDIX A – SUMMARY OF THE 
INDENTURE ––Definitions and Interpretation.” 

Description of the Series 2013 Bonds 

The Series 2013 Bonds will initially be represented by one or more bond certificates registered in the name 
of The Depository Trust Company or its nominee (“DTC”), New York, New York, acting as securities depository 
for the Series 2013 Bonds.  The Series 2013 Bonds will be available for purchase in denominations of $5,000 or any 
integral multiple thereof, in book-entry form only.  Except under the limited circumstances described herein, no 
Beneficial Owner of the Series 2013 Bonds will be entitled to receive a physical certificate representing its 
ownership interest in such Series 2013 Bonds.  See “BOOK-ENTRY ONLY SYSTEM” herein. 

The Series 2013 Bonds will be issued pursuant to the Act and the Indenture, will be dated as of the Closing 
Date and will mature at the times and in the aggregate principal amounts set forth on the inside front cover hereof.  
Interest on the Series 2013 Bonds will be payable on each Distribution Date, commencing on November 15, 2013 
(for which an amount has been set aside pursuant to the Indenture).  For each Distribution Date, payments that are to 
be made on the Series 2013 Bonds will be made to holders of the Series 2013 Bonds of record (the “Series 2013 
Bondholders”) as of the first day of each calendar month in which a Distribution Date occurs (the “Record Date”). 
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Interest will accrue from and including the Closing Date, or from and including the most recent 
Distribution Date on which interest has been paid to, but excluding, the subsequent Distribution Date.  Interest on 
the Series 2013 Bonds will be computed on the basis of a 360-day year consisting of twelve 30-day months. 

Redemption and Purchase Provisions 

 Optional Redemption  

 The Series 2013 Bonds maturing on or prior to May 15, 2023 are not subject to optional redemption. 

 The Series 2013 Bonds maturing on or after May 15, 2024 which have not been previously purchased by 
the Corporation from moneys in the Supplemental Account are subject to redemption at any time on or after the 
dates set forth in the table below, in each case in whole or in part from any money in the Supplemental Account 
available therefor, or from the proceeds of refunding obligations of the Corporation, at the direction of the 
Corporation, which direction will specify the maturities of the Series 2013 Bonds to be subject to such redemption 
(and by lot within a maturity and interest rate and CUSIP number), at a redemption price equal to 100% of the 
principal amount being redeemed, plus interest accrued to the date fixed for redemption, without premium. 

Maturity 
Date 

(May 15) 
 Principal 
Amount  

First Optional 
Redemption 

Date (May 15) CUSIP* 
2024 $34,120,000 2015 88880PCB8 
2025 35,870,000 2016 88880PCL6 
2026 3,310,000 2016 88880PCC6 
2026 34,400,000 2017 88880PCM4 
2027 37,865,000 2017 88880PCD4 
2028 37,925,000 2018 88880PCE2 
2029 38,175,000 2019 88880PCF9 
2030 38,535,000 2020 88880PCG7 
2031 38,945,000 2021 88880PCH5 
2032 39,415,000 2022 88880PCJ1 
2033 39,990,000 2022 88880PCK8 
2035 81,925,000 2023 88880PCN2 

 
 Commencing on the earlier of (i) the date by which the Corporation has transferred at least $83,492,210 
from the Supplemental Account to the holder of the Residual Certificate (the State) or (ii) May 15, 2016, the 
Indenture requires the Corporation to apply on each Distribution Date all moneys in the Supplemental Account 
(excluding any amount available on May 15, 2016 needed to meet the transfer amount in clause (i) above), towards 
the purchase by the Corporation or the exercise by the Corporation of its optional redemption rights with respect to 
the Series 2013 Bonds and to purchase Bonds or exercise those optional redemption rights in chronological order of 
maturity date and, within a maturity date, to purchase or redeem the Series 2013 Bonds with the earliest optional 
redemption date, until all such funds in the Supplemental Account on such Distribution Date (other than amounts 
less than an authorized denomination) are applied to the purchase or redemption of Series 2013 Bonds that are 
subject to optional redemption on such date. 

                                                           
*  CUSIP® is a registered trademark of the American Bankers Association.  CUSIP Global Services is managed on behalf of the American Bankers Association 

by S&P Capital IQ.  Copyright © 2013 CUSIP Global Services.  CUSIP numbers have been assigned by an independent company not affiliated with the 
Corporation and are included solely for the convenience of the registered owners of the applicable Series 2013 Bonds.  The Corporation and the Underwriters 
are not responsible for the selection or uses of these CUSIP numbers, and no representation is made as to their correctness by the Corporation or the 
Underwriters as included therein.  The CUSIP number for a specific maturity is subject to being changed after the issuance of the Series 2013 Bonds as a result 
of various subsequent actions including, but not limited to, a refunding in whole or in part or as a result of the procurement of secondary market portfolio 
insurance or other similar enhancement by investors that is applicable to all or a portion of certain maturities of the Series 2013 Bonds. 
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 Mandatory Clean-Up Call  

 The Series 2013 Bonds other than Defeased Bonds are subject to mandatory redemption in whole, at a 
redemption price equal to 100% of the principal amount being redeemed plus interest accrued to the redemption 
date, from moneys withdrawn from the Pledged Accounts in the manner set forth in the next paragraph on the 
Distribution Date specified therein. 

On the 20th day of the calendar month preceding each Distribution Date, the Trustee will compare (i) the 
liquidation value of the aggregate amount on deposit in the Pledged Accounts (other than amounts representing 
proceeds of refunding obligations, and amounts set aside for the payment of Bonds) to (ii) the principal amount of 
and accrued interest (if any) on Bonds that will remain Outstanding after the application of amounts described under 
“SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2013 BONDS —Application of Revenues — 
Distribution Date Transfers” on such Distribution Date, and if the amount in clause (i) is greater than the amount 
described in clause (ii) as of such Distribution Date, then the Trustee will liquidate the investments in the Pledged 
Accounts and will withdraw from the Pledged Accounts an amount sufficient to, and will, retire the Bonds in full on 
such Distribution Date. 

Mandatory Sinking Fund Redemption 

The Series 2013 Bonds maturing on May 15, 2035 will be redeemed in whole or in part prior to their stated 
maturity on any Distribution Date in accordance with the schedule of Sinking Fund Installments set forth below.  
Sinking Fund Installments will be applied to or credited against the principal amount of any Series 2013 Bonds 
subject to redemption therefrom that have been defeased, purchased or redeemed and not previously so applied or 
credited.  If less than all of the Series 2013 Bonds of any maturity and CUSIP number are to be redeemed pursuant 
to Sinking Fund Installments, the Holders of the Series 2013 Bonds of such maturity will be paid as described under 
“—Partial Redemptions” below.  Sinking Fund Installments will continue to apply to each Series 2013 Bond 
maturing on May 15, 2035 notwithstanding that such Bond may have become a Defeased Bond. 

SERIES 2013 TERM BONDS MATURING ON MAY 15, 2035 

 

 

 

 
Partial Redemptions   

If less than all of the Series 2013 Bonds are to be redeemed by optional redemption or Sinking Fund 
Installments as described above, the particular Series 2013 Bonds or portions thereof to be redeemed will be selected 
by the Trustee, by lot and in authorized denominations, in such manner as the Trustee deems fair and appropriate. 

 Purchase of Outstanding Series 2013 Bonds 

 The Corporation may cause the Trustee to purchase Series 2013 Bonds in the open market from any money 
in the Supplemental Account available therefor pursuant to clause (iv)(b) under “SECURITY AND SOURCES OF 
PAYMENT FOR THE SERIES 2013 BONDS —Applications of Revenues —Distribution Date Transfers” above,  
at any price not exceeding 100% of the principal amount of the Outstanding principal amount of such Series 2013 
Bonds being purchased at such time, plus accrued interest thereon. 

Redemption Date 
(May 15) 

Principal 
Amount 

2034          $40,675,000 
 2035† 41,250,000 

  
†  Stated maturity.  
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 Notice of Redemption 

 When a Bond is to be redeemed prior to its stated maturity date, the Trustee will give notice to the 
Bondholder thereof in the name of the Corporation, which notice will identify the Bond to be redeemed, state the 
date fixed for redemption, and state that such Bond will be redeemed at the designated office of the Trustee or a 
Paying Agent. The notice will further state that on such date there will become due and payable upon each Bond to 
be redeemed the redemption price thereof, together with interest accrued to the redemption date, and that money 
therefor having been deposited with the Trustee or Paying Agent, from and after such date, interest thereon will 
cease to accrue. The Trustee will give 20 days notice by mail, or otherwise transmit the redemption notice in 
accordance with any appropriate provisions of the Indenture, to the registered owners of any Bonds which are to be 
redeemed, at their addresses shown on the registration books of the Corporation. Such notice may be waived by any 
Bondholders holding Bonds to be redeemed.  Failure by a particular Bondholder to receive notice, or any defect in 
the notice to such Bondholder, will not affect the redemption of any other Bond.  Any notice of redemption given 
pursuant to the Indenture may be rescinded by Written Notice to the Trustee by the Corporation no later than one 
Business Day prior to the date specified for redemption.  The Trustee will give notice of such rescission as soon 
thereafter as practicable in the same manner and to the same persons, as notice of such redemption was given as 
described in the Indenture.  Any Bond for which notice of redemption has been rescinded will not be due and 
payable, and if applicable will be returned to the Bondholder. 

Refunding Bonds 

Additional Bonds, other than the Series 2013 Bonds, may be issued under the Indenture, but (1) only for the 
purpose of refunding, in whole or in part, the Outstanding Bonds, and (2) only if there is delivered to the Trustee in 
connection with each issuance of such refunding Bonds (i) in the case of a partial refunding of Outstanding Bonds, a 
certificate of an Authorized Officer stating and demonstrating that, as a result of the refunding, the annual debt 
service in aggregate for all Outstanding Bonds will be equal or reduced in each Bond Year following the issuance of 
the refunding Bonds, and (ii) an opinion of Counsel to the effect that the issuance of such refunding Bonds will not 
adversely affect the exclusion of interest on the Tax-Exempt Bonds from gross income for Federal income tax 
purposes. 

BOOK-ENTRY ONLY SYSTEM 

DTC, New York, New York, will act as securities depository for the Series 2013 Bonds.  The Series 2013 
Bonds will be issued as fully-registered securities registered in the name of Cede & Co. (DTC’s partnership 
nominee) or such other name as may be requested by an authorized representative of DTC.  One fully registered 
bond certificate will be issued for each CUSIP of each maturity of the Series 2013 Bonds, each in the aggregate 
principal amount of such maturity, and will be deposited with DTC. 

DTC, the world’s largest securities depository, is a limited-purpose trust company organized under the New 
York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a member of the 
Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code, 
and a “clearing agency” registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 
1934.  DTC holds and provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity issues, 
corporate and municipal debt issues, and money market instruments (from over 100 countries) that DTC’s 
participants (“Direct Participants”) deposit with DTC.  DTC also facilitates the post-trade settlement among Direct 
Participants of sales and other securities transactions in deposited securities, through electronic computerized 
book-entry transfers and pledges between Direct Participants’ accounts.  This eliminates the need for physical 
movement of securities certificates.  Direct Participants include both U.S. and non-U.S. securities brokers and 
dealers, banks, trust companies, clearing corporations, and certain other organizations.  DTC is a wholly-owned 
subsidiary of The Depository Trust & Clearing Corporation (“DTCC”).  DTCC is the holding company for DTC, 
National Securities Clearing Corporation and Fixed Income Clearing Corporation, all of which are registered 
clearing agencies.  DTCC is owned by the users of its regulated subsidiaries. Access to the DTC system is also 
available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and 
clearing corporations that clear through or maintain a custodial relationship with a Direct Participant, either directly 
or indirectly (“Indirect Participants”).  DTC has a Standard & Poor’s rating of AA+.  The DTC Rules applicable to 
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its Participants are on file with the Securities and Exchange Commission.  More information about DTC can be 
found at www.dtcc.com. 

Purchases of Series 2013 Bonds under the DTC system must be made by or through Direct Participants, 
which will receive a credit for the Series 2013 Bonds on DTC’s records.  The ownership interest of each actual 
purchaser of each Series 2013 Bond (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect 
Participants’ records.  Beneficial Owners will not receive written confirmation from DTC of their purchase.  
Beneficial Owners are, however, expected to receive written confirmations providing details of the transaction, as 
well as periodic statements of their holdings, from the Direct or Indirect Participant through which the Beneficial 
Owner entered into the transaction.  Transfers of ownership interests in the Series 2013 Bonds are to be 
accomplished by entries made on the books of Direct and Indirect Participants acting on behalf of Beneficial 
Owners.  Beneficial Owners will not receive certificates representing their ownership interests in the Series 2013 
Bonds, except in the event that use of the book-entry system for the Series 2013 Bonds is discontinued. 

To facilitate subsequent transfers, all Series 2013 Bonds deposited by Direct Participants with DTC are 
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an 
authorized representative of DTC.  The deposit of the Series 2013 Bonds with DTC and their registration in the 
name of Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership.  DTC has no 
knowledge of the actual Beneficial Owners of the Series 2013 Bonds; DTC’s records reflect only the identity of the 
Direct Participants to whose accounts such Series 2013 Bonds are credited, which may or may not be the Beneficial 
Owners.  The Direct and Indirect Participants will remain responsible for keeping account of their holdings on 
behalf of their customers. 

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to 
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by 
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.  
Beneficial Owners of the Series 2013 Bonds may wish to take certain steps to augment the transmission to them of 
notices of significant events with respect to the Series 2013 Bonds, such as redemptions, tenders, defaults, and 
proposed amendments to the bond documents.  For example, Beneficial Owners of the Series 2013 Bonds may wish 
to ascertain that the nominee holding the Series 2013 Bonds for their benefit has agreed to obtain and transmit 
notices to Beneficial Owners.  In the alternative, Beneficial Owners may wish to provide their names and addresses 
to the registrar and request that copies of notices be provided directly to them. 

Redemption notices will be sent to DTC. If less than all of the Series 2013 Bonds within a maturity are 
being redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such 
maturity to be redeemed. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the 
Series 2013 Bonds unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures.  Under its 
usual procedures, DTC mails an Omnibus Proxy to the Corporation as soon as possible after the record date.  The 
Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts 
Series 2013 Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy). 

Except as described below, neither DTC nor Cede & Co. will take any action to enforce covenants with 
respect to any security registered in the name of Cede & Co. Under its current procedures, on the written instructions 
of a Direct Participant, DTC will cause Cede & Co. to sign a demand to exercise Bondholder rights as record holder 
of the quantity of securities specified in the Direct Participant’s instructions, and not as record holder of all the 
securities of that issue registered in the name of Cede & Co. Also, in accordance with DTC’s current procedures, all 
factual representations to be made by Cede & Co. to the Corporation, the Trustee or any other party must be made to 
DTC and Cede & Co. by the Direct Participant in its instructions to DTC. 

For so long as the Series 2013 Bonds are issued in book-entry form through the facilities of DTC, any 
Beneficial Owner desiring to cause the Corporation or the Trustee to comply with any of its obligations with respect 
to the Series 2013 Bonds must make arrangements with the Direct Participant or Indirect Participant through whom 
such Beneficial Owner’s ownership interest in the Series 2013 Bonds is recorded in order for the Direct Participant 
in whose DTC account such ownership interest is recorded to make the instructions to DTC described above. 
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NONE OF THE CORPORATION, THE TRUSTEE OR ANY UNDERWRITER (OTHER THAN IN ITS 
CAPACITY, IF ANY, AS A DIRECT PARTICIPANT OR INDIRECT PARTICIPANT) WILL HAVE ANY 
OBLIGATION TO DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTS OR THE PERSONS FOR 
WHOM THEY ACT AS NOMINEES WITH RESPECT TO DTC’S PROCEDURES OR ANY PROCEDURES OR 
ARRANGEMENTS BETWEEN DIRECT PARTICIPANTS, INDIRECT PARTICIPANTS AND THE PERSONS 
FOR WHOM THEY ACT RELATING TO THE MAKING OF ANY DEMAND BY CEDE & CO. AS THE 
REGISTERED OWNER OF THE SERIES 2013 BONDS, THE ADHERENCE TO SUCH PROCEDURES OR 
ARRANGEMENTS OR THE EFFECTIVENESS OF ANY ACTION TAKEN PURSUANT TO SUCH 
PROCEDURES OR ARRANGEMENTS. 

Payments of principal of, premium, if any, and interest on the Series 2013 Bonds will be made to Cede & 
Co., or such other nominee as may be requested by an authorized representative of DTC. DTC’s practice is to credit 
Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from the 
Corporation or the Trustee, on payable date in accordance with their respective holdings shown on DTC’s records.  
Payments by Participants to Beneficial Owners will be governed by standing instructions and customary practices, 
as is the case with securities held for the accounts of customers in bearer form or registered in “street name,” and 
will be the responsibility of such Participant and not of DTC, its nominee, the Trustee or the Corporation, subject to 
any statutory or regulatory requirements as may be in effect from time to time.  Payments of principal of, premium, 
if any, and interest on the Series 2013 Bonds to Cede & Co. (or such other nominee as may be requested by an 
authorized representative of DTC) is the responsibility of the Corporation or the Trustee, disbursement of such 
payments to Direct Participants will be the responsibility of DTC, and disbursement of such payments to the 
Beneficial Owners will be the responsibility of Direct and Indirect Participants. 

So long as Cede & Co. is the registered owner of the Series 2013 Bonds, as nominee for DTC, references in 
this Offering Circular to Bondholders or registered owners of the Series 2013 Bonds (other than under the caption 
“TAX MATTERS” herein) will mean Cede & Co., as aforesaid, and will not mean the Beneficial Owners of the 
Series 2013 Bonds. 

As long as the book-entry system is used for the Series 2013 Bonds, the Trustee and the Corporation will 
give any notice required to be given to Bondholders only to DTC or its nominee.  Any failure of DTC to advise any 
Direct Participant, or of any Direct Participant to notify any Indirect Participant, or of any Direct Participant or 
Indirect Participant to notify any Beneficial Owner, of any such notice and its content or effect will not affect any 
action premised on such notice.  Conveyance of notices and other communications by DTC to Direct Participants, 
by Direct Participants to Indirect Participants and by Direct Participants and Indirect Participants to Beneficial 
Owners will be governed by arrangements among them, subject to any statutory or regulatory requirements as may 
be in effect from time to time. 

BENEFICIAL OWNERS SHOULD MAKE APPROPRIATE ARRANGEMENTS WITH THEIR 
BROKER OR DEALER TO RECEIVE NOTICES AND OTHER INFORMATION REGARDING THE SERIES 
2013 BONDS THAT MAY BE SO CONVEYED TO DIRECT PARTICIPANTS AND INDIRECT 
PARTICIPANTS. 

For every transfer and exchange of a beneficial ownership interest in the Series 2013 Bonds, the Beneficial 
Owner may be charged a sum sufficient to cover any tax, fee or other governmental charge, that may be imposed in 
relation thereto. 

DTC may discontinue providing its services as depository with respect to the Series 2013 Bonds at any 
time by giving reasonable notice to the Corporation or Trustee.  Under such circumstances, in the event that a 
successor depository is not obtained, such bond certificates are required to be printed and delivered. 

The Corporation may decide to discontinue use of the system of book-entry-only transfers through DTC (or 
a successor securities depository).  In that event, bond certificates will be printed and delivered to DTC. 

THE INFORMATION IN THIS SECTION CONCERNING DTC AND DTC’S BOOK-ENTRY SYSTEM 
HAS BEEN OBTAINED FROM SOURCES THAT THE CORPORATION BELIEVES TO BE RELIABLE, BUT 
THE CORPORATION TAKES NO RESPONSIBILITY FOR THE ACCURACY THEREOF. NEITHER THE 
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CORPORATION, THE STATE NOR THE TRUSTEE WILL HAVE ANY RESPONSIBILITY OR OBLIGATION 
TO DIRECT OR INDIRECT PARTICIPANTS, BENEFICIAL OWNERS OR OTHER NOMINEES OF SUCH 
BENEFICIAL OWNERS FOR (1) SENDING TRANSACTION STATEMENTS; (2) MAINTAINING, 
SUPERVISING OR REVIEWING, OR THE ACCURACY OF, ANY RECORDS MAINTAINED BY DTC OR 
ANY DIRECT OR INDIRECT  PARTICIPANT OR OTHER NOMINEES OF SUCH BENEFICIAL OWNERS; 
(3) PAYMENT OR THE TIMELINESS OF PAYMENT BY DTC TO ANY DIRECT OR INDIRECT 
PARTICIPANT, OR BY ANY DIRECT OR INDIRECT PARTICIPANT OR OTHER NOMINEES OF 
BENEFICIAL OWNERS TO ANY BENEFICIAL OWNER, OF ANY AMOUNT DUE IN RESPECT OF THE 
PRINCIPAL OF, PREMIUM, IF ANY, OR INTEREST ON THE SERIES 2013 BONDS; (4) DELIVERY OR 
TIMELY DELIVERY BY DTC TO ANY DIRECT OR INDIRECT PARTICIPANT, OR BY ANY DIRECT OR 
INDIRECT PARTICIPANT OR OTHER NOMINEES OF BENEFICIAL OWNERS TO ANY BENEFICIAL 
OWNERS, OF ANY NOTICE OR OTHER COMMUNICATION WHICH IS REQUIRED OR PERMITTED 
UNDER THE TERMS OF THE INDENTURE TO BE GIVEN TO OWNERS OF THE SERIES 2013 BONDS; (5) 
THE SELECTION OF THE BENEFICIAL OWNERS TO RECEIVE PAYMENT IN THE EVENT OF ANY 
PARTIAL REDEMPTION OF THE SERIES 2013 BONDS; OR (6) ANY ACTION TAKEN BY DTC OR ITS 
NOMINEE AS THE REGISTERED OWNER OF THE SERIES 2013 BONDS. 

None of the Corporation, the State, the Trustee or the Underwriters can give any assurance that DTC or 
Direct and Indirect Participants will distribute payments of principal of, premium, if any, or interest on the 
Series 2013 Bonds paid to DTC or its nominee, or send any notice, to the Beneficial Owners, or that they will do so 
in a timely manner or that DTC will act in the manner described in this Offering Circular. 
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THE CORPORATION 

The Corporation is a special purpose, public corporate entity, and an instrumentality independent of the 
State, created by the Act.  The Corporation is empowered to effectuate only the purposes set forth in the Act, which 
include, among other things: 

(1) to purchase the Pledged TSRs and receive, or authorize the Trustee to receive, the same; 

(2) to issue bonds as authorized by the Act and to refund any of such bonds; 

(3) to pay its operating expenses; 

(4) to determine the amounts of the residual interests, and to pay and transfer such residual interests to 
the State treasurer, semi-annually, in accordance with the Act; and 

(5) to do any and all other acts and things necessary, convenient, appropriate or incidental in carrying 
out the provisions of the Act. 

Pursuant to the Act, the Corporation is prohibited from filing and does not have the authority to file a 
voluntary petition under the federal bankruptcy code as it may, from time to time, be in effect until at least one (1) 
year and one (1) day after the Corporation no longer has any bonds outstanding. 

Pursuant to the Act, the Corporation is governed by a board (the “Board”), which consists of thirteen 
members as follows: (i) the Governor or his designee; (ii) the State Treasurer or his designee; (iii) the Attorney 
General or his designee; (iv) the President of the Senate or his designee; (v) the Speaker of the House of 
Representatives or his designee; and (vi) seven members appointed by the Governor from each of the seven 
congressional districts and one additional member appointed from the State at large.  The terms of the members of 
the Board described in (i) through (iv) above do not expire.  Governor appointees serve four-year terms.  The 
members of the Board will annually elect a chairperson and vice-chairperson, and, except for secretary-treasurer of 
the Board, such other officers as the members determine necessary.  The State Treasurer will serve as secretary-
treasurer of the Corporation and the Board.  Seven members of the Board will constitute a quorum for the 
transaction of all business of the Corporation.  

The members of the Board are listed below: 

Name Expiration of Term 

Adams, Byron A., Jr. February 5, 2017 
Broussard, Kendall Allen August 7, 2013 
Bruyninckx, Jodee February 14, 2017 
Carver, Christopher "Kim" February 14, 2017 
Files, Jack B. December 17, 2013 
Harrison, Joe (Speaker of the House of 

Representatives designee) 
Not applicable 

Kennedy, John N. (State Treasurer) Not applicable 
McGimsey, Rick (Attorney General 

designee) 
Not applicable 

Nichols, Kristy H. (Governor designee) Not applicable 
Peacock, Barrow (President of the Senate 
designee) 

Not applicable 

Rasberry, Wm. C “Bubba”, Jr. February 14, 2017 
Sotile, Vincent “Beazy”, Jr. March 3, 2015 
Talbot, Byron E. December 17, 2013 

  



 

 14 

ESTIMATED SOURCES AND USES OF FUNDS 

The expected sources and uses of funds of the Series 2013 Bonds, together with other available funds, are 
set forth below: 

Sources of Funds: 

Principal Amount of the Series 2013 Bonds $659,745,000 
Net Original Issue Premium 44,326,776 
Liquidity Reserve Account for Refunded Bonds 101,856,575 
Other Funds held under Prior Indenture          630,655 
  

Total Sources* $806,559,006 
 

Uses of Funds: 

Refunding Escrow $745,858,560 
Liquidity Reserve Account for Series 2013 Bonds 57,369,112 
Costs of Issuance** 3,331,334 
  

Total Uses* $806,559,006  
  

____________________ 
* Totals may not add due to rounding. 

** Includes legal fees, Underwriters’ Discount, IHS Global fees, verification agents’ fees, printing costs and 
certain other expenses related to the issuance of the Series 2013 Bonds. 
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TABLES OF PROJECTED PLEDGED TSRS AND DEBT SERVICE 

Each of the tables in this section should be read in conjunction with the information presented under the 
heading “SUMMARY OF PLEDGED TSRS METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” 
below. 

Provided below is the debt service for the Series 2013 Bonds to legal final maturity, which assumes that the 
Series 2013 Bonds are paid at maturity or Sinking Fund Installment date and that the Corporation does not exercise 
its right to redeem, purchase or defease the Series 2013 Bonds prior thereto. 

Series 2013 Bonds Debt Service 

 

 ____________________ 
  (1) Columns may not add to totals due to rounding. 

  

Series 2013 Bonds
Year Principal (5/15) Interest Debt Service

2013 -$                     11,826,775$    11,826,775$          
2014 -                       34,061,113      34,061,113            
2015 -                       34,061,113      34,061,113            
2016 12,800,000      33,741,113      46,541,113            
2017 13,980,000      33,071,613      47,051,613            
2018 25,275,000      32,090,238      57,365,238            
2019 26,575,000      30,793,988      57,368,988            
2020 27,935,000      29,431,238      57,366,238            
2021 29,370,000      27,998,613      57,368,613            
2022 30,875,000      26,492,488      57,367,488            
2023 32,460,000      24,909,113      57,369,113            
2024 34,120,000      23,244,613      57,364,613            
2025 35,870,000      21,494,863      57,364,863            
2026 37,710,000      19,655,363      57,365,363            
2027 37,865,000      17,765,988      55,630,988            
2028 37,925,000      15,776,425      53,701,425            
2029 38,175,000      13,683,675      51,858,675            
2030 38,535,000      11,574,150      50,109,150            
2031 38,945,000      9,492,131        48,437,131            
2032 39,415,000      7,435,181        46,850,181            
2033 39,990,000      5,350,800        45,340,800            
2034 40,675,000      3,233,344        43,908,344            
2035 41,250,000      1,082,813        42,332,813            

Total (1) 659,745,000$  468,266,744$  1,128,011,744$     
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The following table presents estimated debt service for the Series 2013 Bonds and the resulting projected 
debt service coverage ratios, assuming the Series 2013 Bonds bear interest at the rates described on the inside cover 
hereof, are not redeemed prior to maturity or Sinking Fund Installment date and that Pledged TSRs are received in 
accordance with the Cash Flow Assumptions (as defined herein).  See “SUMMARY OF PLEDGED TSRS 
METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” herein.  As used herein, “debt service 
coverage ratio” means, for any period, a fraction, expressed as a multiple, the numerator of which is the amount of 
Pledged TSRs received in such period (less Operating Expenses at the Operating Cap) and the denominator of which 
is net debt service which equals, for the Series 2013 Bonds, the sum of interest and principal required to be paid in 
such period less earnings on the Liquidity Reserve Account. 

Estimated Debt Service Coverage for Series 2013 Bonds 

 

____________________ 
(1) Pledged TSRs in 2013 include funds transferred to the Series 2013 Bonds Debt Service Account from the 
Series 2001B Bonds Debt Service Account. 
 
(2) Columns may not add to totals due to rounding. 

 

Net Revenues Liquidity
Operating Available for Series 2013 Bonds Reserve Account Net Residual

Year Pledged TSRs (1) Expense Debt Service Debt Service Earnings Debt Service Revenues Coverage

2013 21,595,884$      -$                     21,595,884$      11,826,775$      (5,976)$            11,820,799$      9,775,085$        1.83x
2014 85,792,932 (250,000) 85,542,932 34,061,113 (80,317) 33,980,796 51,562,136 2.52x
2015 85,437,369 (257,500) 85,179,869 34,061,113 (186,450) 33,874,663 51,305,207 2.51x
2016 87,371,248 (265,225) 87,106,023 46,541,113 (258,161) 46,282,951 40,823,072 1.88x
2017 87,473,997 (273,182) 87,200,816 47,051,613 (329,872) 46,721,740 40,479,075 1.87x
2018 92,164,256 (281,377) 91,882,879 57,365,238 (401,584) 56,963,654 34,919,225 1.61x
2019 91,696,801 (289,819) 91,406,983 57,368,988 (430,268) 56,938,719 34,468,264 1.61x
2020 91,301,313 (298,513) 91,002,800 57,366,238 (430,268) 56,935,969 34,066,831 1.60x
2021 91,033,072 (307,468) 90,725,604 57,368,613 (430,268) 56,938,344 33,787,260 1.59x
2022 90,840,865 (316,693) 90,524,172 57,367,488 (430,268) 56,937,219 33,586,953 1.59x
2023 90,778,507 (326,193) 90,452,314 57,369,113 (430,268) 56,938,844 33,513,470 1.59x
2024 90,831,719 (335,979) 90,495,740 57,364,613 (430,268) 56,934,344 33,561,396 1.59x
2025 91,008,730 (346,058) 90,662,671 57,364,863 (430,268) 56,934,594 33,728,077 1.59x
2026 91,283,216 (356,440) 90,926,776 57,365,363 (430,268) 56,935,094 33,991,682 1.60x
2027 91,624,545 (367,133) 91,257,412 55,630,988 (430,268) 55,200,719 36,056,693 1.65x
2028 92,006,824 (378,147) 91,628,677 53,701,425 (430,268) 53,271,157 38,357,520 1.72x
2029 92,396,878 (389,492) 92,007,386 51,858,675 (430,268) 51,428,407 40,578,980 1.79x
2030 92,779,846 (401,177) 92,378,670 50,109,150 (430,268) 49,678,882 42,699,788 1.86x
2031 93,162,891 (413,212) 92,749,679 48,437,131 (430,268) 48,006,863 44,742,817 1.93x
2032 93,553,804 (425,608) 93,128,196 46,850,181 (430,268) 46,419,913 46,708,283 2.01x
2033 93,952,141 (438,377) 93,513,765 45,340,800 (430,268) 44,910,532 48,603,233 2.08x
2034 94,294,112 (451,528) 93,842,584 43,908,344 (430,268) 43,478,075 50,364,509 2.16x
2035 94,624,238 (465,074) 94,159,165 42,332,813 (215,134) 42,117,678 52,041,486 2.24x

Total (2) 2,027,005,193$ (7,634,195)$     2,019,370,998$ 1,128,011,744$ (8,361,787)$     1,119,649,957$ 899,721,041$    
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The following table presents the projected debt service on the Series 2013 Bonds incorporating the 
expected early redemption of the Series 2013 Bonds.  Pledged TSRs are received in accordance with the Cash Flow 
Assumptions (see “SUMMARY OF PLEDGED TSRS METHODOLOGY AND BOND STRUCTURING 
ASSUMPTIONS” herein) and applied, subject to the payment priorities set forth in the Indenture including the 
application of Collections in accordance with the Supplemental Account (see “SECURITY AND SOURCES OF 
PAYMENT FOR THE SERIES 2013 BONDS” herein). 

Debt Service Schedule Incorporating Early Redemption of Series 2013 Bonds 

 

____________________ 
(1) Net revenues available for debt service include Pledged TSRs, less Operating Expenses, plus Liquidity 
Reserve Account earnings in excess of the Liquidity Reserve Requirement, plus unused Supplemental 
Account amounts at the end of the prior annual period.  For 2013, net revenues include funds transferred to 
the Series 2013 Bonds Debt Service Account from the Series 2001B Bonds Debt Service Account.  For 2023, 
net revenues include the release of the Liquidity Reserve Account. 
 
(2) Columns may not add to totals due to rounding. 

 
  

Series 2013
Net Revenues Bonds Principal
Available for and Early Series 2013 Total Debt

Year Debt Service (1) Redemptions Bonds Interest Service

2013 21,601,860$      -$                       11,826,775$      11,826,775$      
2014 85,623,249 -                         34,061,113        34,061,113        
2015 85,366,319 29,890,000        33,316,738        63,206,738        
2016 87,368,778 56,200,000        31,165,113        87,365,113        
2017 87,534,353 59,250,000        28,279,988        87,529,988        
2018 92,288,828 67,205,000        25,082,588        92,287,588        
2019 91,838,492 70,340,000        21,497,238        91,837,238        
2020 91,434,323 73,760,000        17,670,763        91,430,763        
2021 91,159,433 77,455,000        13,702,800        91,157,800        
2022 90,956,073 81,355,000        9,596,694          90,951,694        
2023 148,040,940 144,290,000      3,747,038          148,037,038      

Total (2) 973,212,647$    659,745,000$    229,946,844$    889,691,844$    
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The following table provides expected debt service for the Series 2013 Bonds calculated at constant annual 
“breakeven” consumption decline rates at which debt service on all Series 2013 Bonds would still be paid in full, 
respectively, assuming the consumption decline detailed below. 

Debt Service Schedule Based on Breakeven Consumption Decline Rate (-9.41%)† 
 

 

____________________ 
†Assumes the Liquidity Reserve Account is used to pay debt service prior to the final maturity of the Series 
2013 Bonds without a Payment Default. 
 
(1) Net revenues available for debt service include Pledged TSRs, less Operating Expenses, plus Liquidity 
Reserve Account earnings in excess of the Liquidity Reserve Requirement, plus unused Supplemental 
Account amounts at the end of the prior annual period.  For 2013, net revenues include funds transferred to 
the Series 2013 Bonds Debt Service Account from the Series 2001B Bonds Debt Service Account. 
 
(2) Columns may not add to totals due to rounding. 

 

Series 2013
Net Revenues Bonds Principal
Available for and Early Series 2013 Total Debt

Year Debt Service (1) Redemptions Bonds Interest Service

2013 21,601,860$      -$                       11,826,775$      11,826,775$      
2014 80,204,195 -                         34,061,113        34,061,113        
2015 74,637,796 13,330,000        33,730,738        47,060,738        
2016 71,746,227 39,330,000        32,414,988        71,744,988        
2017 67,408,766 36,895,000        30,510,363        67,405,363        
2018 68,515,466 39,920,000        28,590,738        68,510,738        
2019 64,359,369 37,705,000        26,650,113        64,355,113        
2020 60,464,519 35,645,000        24,816,363        60,461,363        
2021 56,841,561 33,760,000        23,081,238        56,841,238        
2022 53,471,482 32,030,000        21,436,488        53,466,488        
2023 52,278,863 32,460,000        19,818,863        52,278,863        
2024 45,495,571 27,160,000        18,333,738        45,493,738        
2025 44,737,543 27,805,000        16,932,138        44,737,138        
2026 42,231,279 26,755,000        15,473,238        42,228,238        
2027 39,910,772 25,885,000        14,025,638        39,910,638        
2028 37,754,662 25,130,000        12,622,725        37,752,725        
2029 35,762,245 24,500,000        11,257,900        35,757,900        
2030 33,919,211 23,965,000        9,953,350          33,918,350        
2031 32,209,551 23,500,000        8,705,944          32,205,944        
2032 39,296,981 32,055,000        7,241,981          39,296,981        
2033 45,340,800 39,990,000        5,350,800          45,340,800        
2034 43,908,344 40,675,000        3,233,344          43,908,344        
2035 42,332,916 41,250,000        1,082,813          42,332,813        

Total (2) 1,154,429,979$ 659,745,000$    411,151,381$    1,070,896,381$ 
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The following table sets forth the “breakeven” constant annual rate of consumption and revenue declines, 
respectively, at which each maturity of the Series 2013 Bonds would still be paid in full by maturity or, in the case 
of term bonds, earlier redemption from Sinking Fund Installments.  Funds available for debt service include Pledged 
TSRs, less Operating Expenses, plus Liquidity Reserve Account earnings in excess of the Liquidity Reserve 
Requirement, plus unused Supplemental Account amounts at the end of the prior annual period, and for 2013, funds 
transferred to the Series 2013 Bonds Debt Service Account from the Series 2001B Bonds Debt Service Account. 

Breakeven Consumption and Revenue Decline Rates By Maturity† 

 

____________________ 
†Assumes the Liquidity Reserve Account is used to pay debt service prior to the applicable final maturity of 
the Series 2013 Bonds without a Payment Default. 
 
(1) Breakeven decline figures for the term bond maturing in 2035 are calculated for each Sinking Fund 
Installment date.  For such term bond, the lowest breakeven decline for any Sinking Fund Installment occurs 
in 2035, and equals a consumption decline of -9.41% and a revenue decline of -6.16%. 
 
(2) The breakeven revenue decline is calculated from an assumed base revenue of $96,100,078 for 2013. 

 
  
  

Principal / Breakeven Breakeven
Sinking Fund Consumption Revenue

Year Installment Decline (1) Decline (1)(2)

2016 12,800,000$      -61.92% -56.59%
2017 13,980,000 -41.46% -36.77%
2018 25,275,000 -29.36% -25.31%
2019 26,575,000 -23.01% -19.35%
2020 27,935,000 -19.03% -15.56%
2021 29,370,000 -16.31% -12.98%
2022 30,875,000 -14.46% -11.20%
2023 32,460,000 -13.18% -9.93%
2024 34,120,000 -12.89% -9.76%
2025 35,870,000 -12.57% -9.33%
2026 37,710,000 -11.92% -8.69%
2027 37,865,000 -11.39% -8.16%
2028 37,925,000 -10.95% -7.73%
2029 38,175,000 -10.60% -7.38%
2030 38,535,000 -10.31% -7.08%
2031 38,945,000 -10.07% -6.84%
2032 39,415,000 -9.86% -6.63%
2033 39,990,000 -9.69% -6.45%
2034 40,675,000 -9.54% -6.30%
2035 41,250,000 -9.41% -6.16%

659,745,000$    
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 The following table sets forth the expected final redemption date at which each maturity of the Series 2013 
Bonds would be paid in full based on the following cigarette consumption decline projections: IHS Global Forecast 
base case (see “APPENDIX C – IHS GLOBAL REPORT”), -5% constant annual decline, -7% constant annual 
decline and -9.41% constant annual decline. The -9.41% constant annual decline represents the “breakeven” 
consumption decline rate at which debt service on all Series 2013 Bonds would still be paid in full. The table below 
further assumes the Series 2013 Bonds bear interest at the rates described on the inside cover hereof and that 
Pledged TSRs are received in accordance with the Cash Flow Assumptions set forth under the heading 
“SUMMARY OF PLEDGED TSRS METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS.” 
 

Projected Redemption and Principal Repayment Dates for Callable Series 2013 Bonds  
Under Various Consumption Decline Scenarios 

 

 
 

BONDHOLDERS’ RISKS 

Prospective investors should carefully consider the factors set forth below regarding an investment in the 
Series 2013 Bonds, as well as other information contained in this Offering Circular. 

The following discussion of the risks facing the domestic tobacco industry and potentially impacting the 
Pledged TSRs has been compiled from certain publicly available documents of the tobacco companies and their 
current or former parent companies, certain publicly available analyses of the tobacco industry and other public 
sources.  Certain of those companies file annual, quarterly and certain other reports with the Securities and 
Exchange Commission (the “SEC”).  Such reports are available on the SEC’s website (www.sec.gov) and upon 
request from the SEC’s Investor Information Service, 100 F Street, NE, Washington, D.C. 20549 (phone:  (800) 
SEC-0330 or (202) 551-5450; fax:  (202) 343-1028; e-mail:  publicinfo@sec.gov). 

The list of risks set forth herein is not a complete list of the risks associated with the Pledged TSRs nor 
does the order of presentation necessarily reflect the relative importance of the various and separate risks. 

Potential purchasers of the Series 2013 Bonds are advised to consider the following factors, among others, 
and to review the other information in this Offering Circular in evaluating the Series 2013 Bonds.  Any one or more 
of the risks discussed, and other risks, could lead to a decrease in the market value and/or the liquidity of the 
Series 2013 Bonds, or, in certain circumstances, in combination could lead to a complete loss of a Bondholder’s 
investment.  There can be no assurance that other risk factors will not become material in the future.  Further 

Assumed Consumption Decline /
Projected Final Redemption Date (May 15)

Maturity Callable Series Stated Optional IHS Global
Date 2013 Bonds Redemption Forecast Base Breakeven

(May 15) Principal Date (May 15) Case Decline -5% Decline -7% Decline -9.41% Decline

2024 34,120,000$    2015 2016 2016 2016 2016
2025 35,870,000 2016 2016 2017 2017 2018
2026 3,310,000 2016 2017 2017 2017 2018
2026 34,400,000 2017 2017 2018 2018 2024
2027 37,865,000 2017 2018 2019 2020 2025
2028 37,925,000 2018 2019 2020 2022 2026
2029 38,175,000 2019 2020 2021 2024 2028
2030 38,535,000 2020 2021 2022 2024 2030
2031 38,945,000 2021 2022 2023 2025 2031
2032 39,415,000 2022 2022 2024 2026 2032
2033 39,990,000 2022 2023 2024 2027 2033
2035 81,925,000 2023 2023 2025 2027 2035
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information regarding these risk factors can be found under “SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT” and “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY” 
below. 

Potential Payment Decreases Under the Terms of the MSA 

Adjustments to MSA Payments 

The MSA provides that the amounts payable by the PMs are subject to numerous adjustments, offsets and 
recalculations, some of which are material, including without limitation, the NPM Adjustment discussed below.  
Such adjustments, offsets and recalculations could significantly reduce the Pledged TSRs available to the 
Corporation.  Any such adjustments could trigger the Offset for Miscalculated or Disputed Payments (as defined 
herein) and lead to significant reductions in Pledged TSRs.  See “—Disputed MSA Payments and Potential for 
Significant Future Year Offsets to MSA Payments” below for a description of disputes concerning MSA payments 
and the calculation thereof, including a recent partial settlement that the State and certain other Settling States 
entered into regarding the NPM Adjustment (as defined herein).  For additional information regarding the MSA and 
the payment adjustments, see “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Adjustments to 
Payments.” 

Disputed MSA Payments and Potential for Significant Future Year Offsets to MSA Payments 

The Settling States and one or more of the PMs are disputing or have disputed the calculations of some 
Annual Payments and Strategic Contribution Fund Payments totaling over $8.5 billion for the sales years 2003 
through 2012 according to the National Association of Attorneys General (“NAAG”); including moneys withheld 
outright, deposited to the Disputed Payments Account or, as in the case of the largest OPM (Philip Morris) moneys 
actually paid by the PM to the states, but with the PM asserting a reservation of right to dispute such amount paid 
pursuant to the MSA.  This total includes amounts that the OPMs have indicated that they have filed dispute notices 
with respect to and significant additional amounts that may lead to claimed reductions in their MSA payments due in 
future years.  The “Original Participating Manufacturers” or “OPMs” as referred to herein are Philip Morris 
Incorporated (now Philip Morris USA Inc., “Philip Morris”), R.J. Reynolds Tobacco Company (“Reynolds 
Tobacco”), Brown & Williamson Tobacco Corporation (“B&W”) and Lorillard Tobacco Company (“Lorillard”). 

Disputes concerning payments and their calculations may be raised up to four years after the respective 
Payment Due Date (as defined in the MSA).  The resolution of disputed payments that arise in prior years may result 
in the application of offsets against subsequent Annual Payments and Strategic Contribution Fund Payments and 
such offsets may materially adversely affect the amount and timing of the payment of Pledged TSRs.  The future 
diversion of disputed payments to the Disputed Payments Account, the withholding of all or a portion of any 
disputed amounts, or the application of offsets against future payments could lead to a decrease in the amount and/or 
timing of Pledged TSRs.  Amounts held in the Disputed Payments Account could be released to those Settling States 
which, in the future, are found to have diligently enforced their Qualifying Statutes (as defined herein), or pursuant 
to a settlement of the disputes among the Settling States and the PMs, as was the case in April 2013 in connection 
with the partial settlement regarding the NPM Adjustment discussed below.  See “—NPM Adjustment” below.   

Any adjustments made in the form of a credit against future MSA payments could lead to material 
reductions in the Pledged TSRs available to pay principal and interest on the Series 2013 Bonds.  See “SUMMARY 
OF THE MASTER SETTLEMENT AGREEMENT —Adjustments to Payments —Offset for Miscalculated or 
Disputed Payments” and “—Potential Payment Decreases Under the Terms of the MSA —NPM Adjustment —
Application of the NPM Adjustment.” 

NPM Adjustment 

One of the adjustments under the MSA is the “NPM Adjustment,” which operates in certain 
circumstances to reduce the payments of the PMs under the MSA in the event of losses in market share by PMs 
(who are subject to the payment obligations and marketing restrictions of the MSA) to non-participating 
manufacturers (“NPMs”) (who are not subject to such obligations and restrictions), during a calendar year as a result 
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of such PMs’ participation in the MSA.  Three conditions must be met in order to trigger an NPM Adjustment for 
one or more Settling States:  (1) a market share loss for the applicable year must exist (as described herein); (2) a 
nationally recognized firm of economic consultants must determine that the disadvantages experienced as a result of 
the provisions of the MSA were a “significant factor” contributing to the market share loss for the year in question; 
and (3) the Settling States in question must be found to not have diligently enforced their Qualifying Statutes.  If the 
PMs make a claim for an NPM Adjustment for any particular year and the State is determined to be one of a few 
states (or the only state) not to have diligently enforced its Qualifying Statute in such year, the amount of the NPM 
Adjustment applied to the State in the year following such determination could be as great as the amount of Annual 
Payments and Strategic Contribution Fund Payments that could otherwise have been received by the State in such 
year.  No assurance can be made as to the magnitude of the effect of the NPM Adjustment on the amount and/or 
timing of Pledged TSRs available to the Corporation to pay debt service on the Series 2013 Bonds.   

Stipulated Partial Settlement and Award.  On December 17, 2012, terms of a settlement agreement (the 
“NPM Adjustment Settlement Term Sheet”) were agreed to by 19 jurisdictions (including the State), the OPMs 
and certain SPMs (as defined herein) regarding claims related to the 2003 through 2012 NPM Adjustments and the 
determination of future NPM Adjustments.  Three additional jurisdictions (Oklahoma, Connecticut and South 
Carolina) have joined the NPM Adjustment Settlement Term Sheet as of the date hereof.  On March 12, 2013, the 
panel arbitrating the 2003 NPM Adjustment claims issued a Stipulated Partial Settlement and Award (the “NPM 
Adjustment Stipulated Partial Settlement and Award”), in which it ruled that the NPM Adjustment Settlement 
Term Sheet was binding on the signatory jurisdictions (the “Term Sheet Signatories”) and directed 
PricewaterhouseCoopers LLP, the independent auditor under the MSA (the “MSA Auditor”), to implement the 
terms of the NPM Adjustment Settlement Term Sheet (including to release to the Term Sheet Signatories certain 
funds from the MSA’s Disputed Payments Account).  In April 2013, the MSA Auditor implemented the provisions 
of the NPM Adjustment Settlement Term Sheet relating to the distributions from the Disputed Payments Account to 
20 of the Term Sheet Signatories (Connecticut and South Carolina did not opt into the settlement until May 2013), 
including the State, and the credits to be allocated to the PMs in April 2013, and the State received its allocable 
share of the settlement in connection with the MSA payments made in April 2013.  The MSA Auditor had noted 
that, by implementing such distributions and credits with respect to the MSA payments due in April 2013, it was not 
committing to implement any provision of the NPM Adjustment Settlement Term Sheet other than those provisions 
relating to such distributions and credits with respect to the MSA payments that were due in April 2013.  Under the 
NPM Adjustment Settlement Term Sheet, OPMs have received certain reductions in April 2013 and will receive 
reductions to future MSA payments to reflect a percentage of the Term Sheet Signatories’ aggregate share of the 
OPMs’ 2003 through 2012 NPM Adjustment claims, and each of the Term Sheet Signatories has received its 
allocable share of over $4.7 billion from the Disputed Payments Account under the MSA in April 2013.  The NPM 
Adjustment Settlement Term Sheet also details the determination of NPM Adjustments for sales year 2013 onward.   

Non-signatory jurisdictions (the “Term Sheet Non-Signatories”) have objected to the NPM Adjustment 
Settlement Term Sheet and the jurisdiction of the arbitration panel and had attempted to instruct the MSA Auditor 
not to take any action to implement the NPM Adjustment Stipulated Partial Settlement and Award until proceedings 
initiated by the Term Sheet Non-Signatories in objection to the NPM Adjustment Stipulated Partial Settlement and 
Award have been concluded.  Two states, Colorado and Ohio, filed motions for preliminary injunctions against the 
implementation of the NPM Adjustment Stipulated Partial Settlement and Award in connection with the April 2013 
MSA payment; both such motions were denied.  As noted above, the MSA Auditor implemented the NPM 
Adjustment Stipulated Partial Settlement and Award as it related to the April 2013 MSA payments, over the 
objections of the Term Sheet Non-Signatories.  As of April 2013, motions were pending in eight Term Sheet Non-
Signatory states (Colorado, Connecticut, Maryland, Massachusetts, New York, Ohio, Pennsylvania and South 
Carolina) to vacate and/or modify the NPM Adjustment Stipulated Partial Settlement and Award.  As noted above, 
Connecticut and South Carolina subsequently became Term Sheet Signatories in May 2013.  No assurance can be 
given that other challenges to the NPM Adjustment Stipulated Partial Settlement and Award will not be commenced 
in other MSA courts.  For a discussion of the terms of the NPM Adjustment Settlement Term Sheet, the NPM 
Adjustment Stipulated Partial Settlement and Award and subsequent developments, see “SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT —Potential Payment Decreases Under the Terms of the MSA —NPM 
Adjustment —Recent Developments Regarding NPM Adjustment Settlement and Award” and “APPENDIX E - NPM 
ADJUSTMENT STIPULATED PARTIAL SETTLEMENT AND AWARD, SETTLEMENT TERM SHEET, AND 
MEMORANDUM OF UNDERSTANDING.”  No assurance can be given as to the impact or the magnitude of the 
effect of the NPM Adjustment Stipulated Partial Settlement and Award, as to whether or not the NPM Adjustment 
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Stipulated Partial Settlement and Award will be revised or reversed and any consequences thereto, or as to any final 
settlement or resolution of disputes concerning the NPM Adjustment Stipulated Partial Settlement and Award and 
the effect of such factors on the amount and/or timing of Pledged TSRs available to the Corporation to pay debt 
service on the Series 2013 Bonds. 

Rating Agency Action.  In January 2013, Moody’s placed 31 series of tobacco settlement revenue bonds 
under review as a result of the potential impact of the NPM Adjustment Settlement Term Sheet, stating that the 
provisions of the NPM Adjustment Settlement Term Sheet could reduce the cash flow of the Term Sheet Signatory 
states (such as the State) and indirectly affect the Term Sheet Non-Signatory states. 

If Litigation Challenging the MSA, the Qualifying Statutes and Related Legislation Were Successful, 
Payments under the MSA Might be Suspended or Terminated 

Certain parties, including smokers, smokers’ rights organizations, consumer groups, cigarette importers, 
cigarette distributors, cigarette manufacturers, Native American tribes, taxpayers, taxpayers’ groups and other 
parties have filed actions against some, and in certain cases all, of the signatories to the MSA, alleging, among other 
things, that the MSA and related legislation including the Settling States’ Qualifying Statutes, Allocable Share 
Release Amendments and Complementary Legislation (as each such term is defined herein), as well as other 
legislation such as “Contraband Statutes”, are void or unenforceable under certain provisions of law, such as the 
U.S. Constitution, state constitutions, federal antitrust laws, state consumer protection laws, bankruptcy laws, federal 
cigarette advertising and labeling law, and unfair competition laws and the North American Free Trade Agreement 
(“NAFTA”).  Certain of the lawsuits further sought, among other relief, an injunction against one or more of the 
Settling States from collecting any moneys under the MSA and barring the PMs from collecting cigarette price 
increases related to the MSA.  In addition, class action lawsuits have been filed in several federal and state courts 
alleging that under the federal Medicaid law, any amount of tobacco settlement funds that the Settling States receive 
in excess of what they paid through the Medicaid program to treat tobacco-related diseases should be paid directly to 
Medicaid recipients. 

All of the judgments rendered to date on the merits have rejected challenges to the MSA, Qualifying 
Statutes and Complementary Legislation presented in the cases.  In the most recent decision, VIBO Corporation, 
Inc. d/b/a/ General Tobacco v. Conway, et al., 669 F.3d 675 (6th Cir. 2012) (“VIBO”), a three-judge panel of the 
U.S. Court of Appeals for the Sixth Circuit (the “Sixth Circuit”) ruled on February 22, 2012 that the MSA does not 
amount to an unlawful conspiracy or anti-competitive behavior by the government and, accordingly, affirmed the 
district court’s order dismissing plaintiffs’ federal antitrust, federal constitutional and common law challenges to the 
enforceability of the MSA.  The time period for the plaintiffs to file a petition for certiorari to the U.S. Supreme 
Court expired.  In Grand River Enters. Six Nations, Ltd. v. King, 2012 WL 263100 (S.D.N.Y. 2012) (“Grand 
River”), the U.S. District Court for the Southern District of New York (the “Southern District”) on January 30, 
2012 denied the plaintiffs’ motion to amend the Southern District’s March 22, 2011 dismissal by summary judgment 
of plaintiffs’ claims that the MSA and related legislation violated Section 1 of the Sherman Antitrust Act of 1890 
(the “Sherman Act”) and the Commerce Clause of the U.S. Constitution.  Plaintiffs had appealed to the U.S. Court 
of Appeals for the Second Circuit (the “Second Circuit”) both the Southern District’s March 22, 2011 dismissal and 
January 30, 2012 denial, but on June 1, 2012 withdrew both appeals, which withdrawals were ordered by the Second 
Circuit on August 10, 2012.  In Freedom Holdings v. Cuomo, 624 F.3d 38 (2d Cir. 2010) (“Freedom Holdings”), 
the Second Circuit affirmed the judgment of the Southern District that New York State’s Qualifying Statute did not 
violate federal antitrust laws or the Commerce Clause of the U.S. Constitution.  The U.S. Supreme Court denied 
plaintiff’s petition for certiorari.  These cases are discussed more fully herein.  

The MSA and related state legislation may continue to be challenged in the future.  A determination by a 
court having jurisdiction over the State and the Corporation that the MSA or related State legislation is void or 
unenforceable could have a materially adverse effect on the payments by the PMs under the MSA and the amount 
and/or the timing of Pledged TSRs available to the Corporation.  See “SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT.”  For a description of the opinions of Hawkins Delafield & Wood LLP addressing 
such matters, see “LEGAL CONSIDERATIONS RELATING TO PLEDGED TSRS.” 
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Litigation Seeking Monetary Relief from Tobacco Industry Participants May Adversely Impact the Ability of 
the PMs to Continue to Make Payments Under the MSA 

The tobacco industry has been the target of litigation for many years.  Both individual and class action 
lawsuits have been brought by or on behalf of smokers alleging various theories of recovery including that smoking 
has been injurious to their health, by non-smokers alleging harm from environmental tobacco smoke (“ETS”), also 
known as “secondhand smoke”, and by the federal, state and local governments seeking recovery of expenditures 
relating to the adverse effects on the public health caused by smoking.  The MSA was the result of such litigation.  If 
additional litigation against the PMs is successful on a significant level, the ability of the PMs to continue to operate 
their businesses and make payments under the MSA may be adversely affected.  See “CERTAIN INFORMATION 
RELATING TO THE DOMESTIC TOBACCO INDUSTRY —Civil Litigation” and “SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT” for more information regarding the litigation described below. 

The tobacco companies are defendants in over 8,100 tobacco-related lawsuits, which are extremely costly 
to defend, could result in substantial judgments, liabilities and bonding difficulties, and may negatively impact 
their ability to continue to operate 

Numerous legal actions, proceedings and claims arising out of the sale, distribution, manufacture, 
development, advertising, marketing and claimed health effects of cigarettes are pending against the PMs and it is 
likely that similar claims will continue to be filed for the foreseeable future.  The claimants have sought recovery on 
a variety of legal theories, including, among others, negligence, fraud, misrepresentation, strict liability in tort, 
design defect, breach of warranty, enterprise liability (including claims asserted under the Racketeering Influenced 
and Corrupt Organizations Act (“RICO”), civil conspiracy, intentional infliction of harm, injunctive relief, 
indemnity, restitution, unjust enrichment, public nuisance, unfair trade practices, claims based on antitrust laws and 
state consumer protection acts, and claims based on failure to warn of the harmful or addictive nature of tobacco 
products.  Various forms of relief are sought, including compensatory and, where available, punitive damages in 
amounts ranging in some cases into the hundreds of millions or even billions of dollars.  Claimants in some of the 
cases have sought treble damages, statutory damages, disgorgement of rights, equitable and injunctive relief and 
medical monitoring, among other damages. 

It is possible that the outcome of these and similar cases, individually or in the aggregate, could result in 
bankruptcy or cessation of operations by one or more of the PMs.  It is also possible that the PMs may be unable to 
post a surety bond in an amount sufficient to stay execution of a judgment in jurisdictions that require such bond 
pending an appeal on the merits of the case.  Even if the PMs are successful in defending some or all of these 
actions, these types of cases are very expensive to defend.  A material increase in the number of pending claims 
could significantly increase defense costs and have an adverse effect on the results of operations and financial 
condition of the PMs.  Adverse decisions in litigation against the tobacco companies could have an adverse impact 
on the industry overall.   

Any of the foregoing results could potentially lower the volume of cigarette sales and thus the amounts of 
payments under the MSA.  See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO 
INDUSTRY—Civil Litigation.” 

The Florida Supreme Court’s ruling in Engle has resulted in additional litigation against cigarette 
manufacturers 

The case of Engle v. R.J. Reynolds Tobacco Co., et al. (Circuit Court, Dade County, Florida, filed May 5, 
1994) was certified in 1996 as a class action on behalf of Florida residents, and survivors of Florida residents, who 
were injured or died from medical conditions allegedly caused by addiction to smoking and a multi-phase trial 
resulted in verdicts in favor of the class.  During a three-phase trial, a Florida jury awarded compensatory damages 
to three individuals and approximately $145 billion in punitive damages to the certified class.  In 2006, the Florida 
Supreme Court issued a ruling that, among other things, vacated the punitive damages award and determined that the 
case could not proceed further as a class action.   

However, the Florida Supreme Court ruling in Engle permitted members of the Engle class to file 
individual claims, including claims for punitive damages.  The PMs are currently defendants in over 5,000 cases 
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(involving nearly 7,000 plaintiffs) pending in various state and federal courts in Florida that were filed by members 
of the Engle class (the “Engle Progeny Cases”).  The Florida Supreme Court held that these individual plaintiffs are 
entitled to rely on a number of the jury’s findings in favor of the plaintiffs in the first phase of the Engle trial.  
According to Lorillard, various intermediate state and federal Florida appellate courts have issued rulings that 
address the scope of the preclusive effect of the findings from the first phase of the Engle trial, including whether 
those findings relieve plaintiffs from the burden of proving certain legal elements of their claims, and these courts 
have come to differing conclusions, as further discussed herein.  Following review of one of those cases, the Florida 
Supreme Court ruled on March 14, 2013 that a tobacco manufacturer’s due process rights are not violated by relying 
upon the findings of the first phase of the Engle trial.  Philip Morris has indicated it plans to appeal to the U.S. 
Supreme Court, but as of the date hereof defendants have not yet filed a writ for certiorari.  In two other cases, the 
due process issue is on appeal in the United States Court of Appeals for the Eleventh Circuit.  It is not possible to 
predict the final outcomes of any of the Engle Progeny Cases, but such outcomes may adversely affect the 
operations of the defendants and thus payments under the MSA.  See “CERTAIN INFORMATION RELATING TO 
THE DOMESTIC TOBACCO INDUSTRY —Civil Litigation —Engle Progeny Cases.” 

A December 2008 decision by the U.S. Supreme Court could limit the ability of cigarette manufacturers 
to contend that certain claims asserted against them in product liability litigation are barred.  The Supreme 
Court’s decision also could encourage litigation involving cigarettes labeled as “lights” or “low tar” 

In December 2008, the U.S. Supreme Court in a purported “lights” class action, Good v. Altria Group, Inc., 
issued a decision that neither the Federal Cigarette Labeling and Advertising Act nor the Federal Trade 
Commission’s (“FTC”) regulation of cigarettes’ tar and nicotine disclosures preempts (or bars) some of plaintiffs’ 
claims.  The decision also more broadly addresses the scope of preemption based on the Federal Cigarette Labeling 
and Advertising Act, and could significantly limit cigarette manufacturers’ arguments that certain of plaintiffs’ other 
claims in smoking and health litigation, including claims based on the alleged concealment of information with 
respect to the hazards of smoking, are preempted.  In addition, the U.S. Supreme Court’s ruling could encourage 
litigation against cigarette manufacturers regarding the sale of cigarettes labeled as “lights” or “low tar”, and it may 
limit cigarette manufacturers’ ability to defend such claims with regard to the use of these descriptors prior to the 
Food and Drug Administration’s (“FDA”) ban thereof in June 2010.  According to Lorillard’s Form 10-Q filed with 
the SEC for the three-month period ended March 31, 2013, there are approximately 16 such “lights” class actions 
pending in various courts. 

In Price, et al v. Philip Morris Inc. (Circuit Court, Madison County, Illinois, filed February 10, 2000) the 
trial judge found in favor of the plaintiff class and awarded $7.1 billion in compensatory damages and $3 billion in 
punitive damages against Philip Morris.  In December 2005, the Illinois Supreme Court issued its judgment 
reversing the trial court’s judgment in favor of the plaintiffs and directing the trial court to dismiss the case.  In 
December 2006, the defendant’s motion to dismiss and for entry of final judgment was granted, and the case was 
dismissed with prejudice.  In December 2008, plaintiffs filed with the trial court a petition for relief from the final 
judgment and sought to vacate the 2005 Illinois Supreme Court judgment, contending that the U.S. Supreme Court’s 
December 2008 decision in Good demonstrated that the Illinois Supreme Court’s decision was “inaccurate.”  In 
February 2009, the trial court granted Philip Morris’s motion to dismiss plaintiffs’ petition.  In February 2011, the 
Illinois Appellate Court, Fifth Judicial District reversed the trial court’s dismissal of plaintiffs’ petition and 
remanded for further proceedings.  In February 2012, plaintiffs filed an amended petition, which Philip Morris 
opposed.  Subsequently, in responding to Philip Morris’s opposition to the amended petition, plaintiffs asked the 
trial court to reinstate the original judgment.  The trial court denied plaintiffs’ petition in December 2012.  On 
January 8, 2013, plaintiffs filed a notice of appeal with the Fifth Judicial District.  On January 16, 2013, Philip 
Morris filed a motion asking the Illinois Supreme Court to immediately exercise its jurisdiction over the appeal.  On 
February 15, 2013, the Illinois Supreme Court denied Philip Morris’s motion. 

The amount or range of losses that could result from unfavorable outcomes of pending litigation are 
unable to be meaningfully estimated 

Except for the impact of the State Settlement Agreements (defined below) on an annual basis when 
calculated, the PMs have stated that they have concluded that it is not probable that a loss has been incurred in any 
pending tobacco-related litigation against them and they are unable to estimate the possible loss or range of loss that 
could result from an unfavorable outcome in any pending tobacco-related litigation.  It is possible that their results 
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of operations, cash flows and financial positions could be adversely affected by an unfavorable outcome of certain 
pending or future litigation, potentially leading to cessation of operations or insolvency or bankruptcy of one or 
more PMs. 

The ultimate outcome of these and any other pending or future lawsuits is uncertain.  Verdicts of 
substantial magnitude that are enforceable as to one or more PMs, if they occur, could encourage commencement of 
additional litigation, or could negatively affect perceptions of potential triers of fact with respect to the tobacco 
industry, possibly to the detriment of pending litigation.  An unfavorable outcome or settlement or one or more 
adverse judgments could result in bankruptcy, insolvency or a decision by the affected PMs to substantially increase 
cigarette prices, thereby reducing cigarette consumption.  In addition, the financial condition of any or all of the PM 
defendants could be adversely affected by the ultimate outcome of pending litigation, including bonding and 
litigation costs or a verdict or verdicts awarding substantial compensatory or punitive damages.  Depending upon the 
magnitude of any such negative financial impact (and irrespective of whether the PM is thereby rendered insolvent), 
an adverse outcome in one or more of the lawsuits could substantially impair the affected PM’s ability to make 
payments under the MSA and could have an adverse effect on the amount and/or timing of Pledged TSRs available 
to the Corporation.  See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY 
—Civil Litigation” and “LEGAL CONSIDERATIONS RELATING TO PLEDGED TSRS.” 

The PMs have substantial payment obligations under litigation settlement agreements which, together 
with their other litigation liabilities, may adversely affect the ability of the PMs to continue operations in the 
future 

In 1998, the OPMs entered into the MSA with 46 states and various other governments and jurisdictions to 
settle asserted and unasserted health care cost recovery and other claims.  Certain U.S. tobacco product 
manufacturers had previously settled similar claims brought by Mississippi, Florida, Texas and Minnesota (the 
“Previously Settled State Settlements” and, together with the MSA, are referred to as the “State Settlement 
Agreements”). 

Under the State Settlement Agreements, the PMs are obligated to pay billions of dollars each year.  Annual 
payments under the State Settlement Agreements are required to be paid in perpetuity and are based, among other 
things, on domestic market share and unit volume of domestic shipments; with respect to the MSA, payments are 
based on data from the year preceding the year in which payment is due, and, with respect to the Previously Settled 
State Settlements, payments are based on data from the year in which payment is due.  If the volume of cigarette 
sales by the PMs were materially reduced, these payment obligations could adversely affect the financial condition 
of the PMs and potentially the ability of PMs to make payments under the MSA.  See “SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT.” 

Failures by PMs to make payments coupled with an inability on the part of the Settling States to enforce 
and collect defaulted payments under the MSA could adversely affect the Pledged TSRs actually received by the 
Corporation 

If a PM were to discontinue making payments under the MSA for any reason, the Pledged TSRs would be 
adversely affected.  Any attempts to enforce payments under the MSA from a PM in breach could be costly and time 
consuming as well as likely to include litigation.  For example, VIBO Corporation, Inc., d/b/a General Tobacco 
(“General Tobacco”) ceased production of cigarettes in 2010 and has defaulted upon certain of its MSA payments.  
General Tobacco has stated that it will be unable to make any back payments it owes under the MSA.  Two Settling 
States brought suit on behalf of all of the Settling States seeking full payment by General Tobacco of its MSA 
obligations.  The ability of the Settling States to enforce and collect such payments in instances such as this is 
limited by the ability of the defaulting PM to meet its obligations and may be costly.  Failure by other PMs to make 
payments coupled with an inability on the part of the Settling States to enforce and collect defaulted payments under 
the MSA could adversely affect the payments actually received by the Corporation. 
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The verdict returned in the federal government’s reimbursement case could adversely affect PMs’ 
cigarette sales and their profits therefrom and thus payments under the MSA 

In August 2006, a final judgment and remedial order was entered in United States of America v. Philip 
Morris USA, Inc., et al. (U.S. District Court, District of Columbia, filed September 22, 1999) (the “DOJ Case”) and 
in June 2010 the U.S. Supreme Court denied all petitions for review of the case.  The district court based its final 
judgment and remedial order on the government’s only remaining claims, which were based on the tobacco industry 
defendants’ alleged violations of RICO.  Although the verdict did not award monetary damages to the plaintiff U.S. 
government, the final judgment and remedial order imposed a number of requirements on the defendants.  Such 
requirements include, but are not limited to, corrective statements by defendants related to the health effects of 
smoking.  The remedial order placed certain prohibitions on the manner in which defendants market their cigarette 
products and enjoined any use of “lights” or similar product descriptors.  In March 2011, defendants filed a motion 
to vacate the court’s factual findings and remedial order on two grounds; that the Tobacco Control Act extinguished 
the court’s jurisdiction, or that the court should decline to move forward with an injunctive remedy in deference to 
the FDA’s authority.  On June 1, 2011, the trial court denied defendants’ motion.  The defendants appealed the trial 
court’s ruling to the U.S. Court of Appeals for the District of Columbia Circuit.  On July 27, 2012, the U.S. Court of 
Appeals for the District of Columbia Circuit affirmed the district court’s denial of the defendants’ motion to vacate.  
On November 27, 2012, the district court released its order on the required text of the corrective statements that the 
defendants must put on their websites and ordered the parties to enter mediation on a number of issues related to the 
implementation of the corrective statements remedy.  According to Reynolds American, the mediation was 
scheduled to conclude by March 1, 2013, but no further updates have been reported by the PMs.  Further 
proceedings are pending before the district court to determine whether the corrective statements will have to be 
displayed at retail points of sale.  On January 30, 2013, defendants appealed to the U.S. Court of Appeals for the 
District of Columbia Circuit the district court’s November 2012 order on the text of the corrective statements.  On 
January 30, 2013, defendants also filed a motion to hold the appeal in abeyance pending the completion of related 
proceedings in the district court regarding the implementation of the corrective statements, which motion the Court 
of Appeals granted in February 2013.  It is possible that the remedial order, including the prohibitions on the use of 
the descriptors relating to low tar cigarettes and the stark text required in the corrective statements, will negatively 
affect the PMs’ sales of and profits from cigarettes, as well as result in significant compliance costs.  See 
“CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—Civil Litigation.” 

Declines in Cigarette Consumption May Materially Adversely Affect Pledged TSRs available for the 
Series 2013 Bonds 

Cigarette consumption in the U.S. has declined significantly over the last several decades.  Continuing 
declines in cigarette consumption could adversely impact the amount and timing of the Pledged TSRs available to 
pay debt service on the Series 2013 Bonds.  The following factors, among others, may negatively impact cigarette 
consumption in the U.S. 

A deterioration in general economic conditions in the U.S. could lead to a decrease in cigarette 
consumption and adversely affect payments under the MSA 

The volume of cigarette sales in the U.S. is adversely affected by general economic downturns as smokers 
tend to reduce expenditures on cigarettes, especially premium brands, in times of economic hardship.  To the extent 
that such conditions are experienced over the life of the Series 2013 Bonds, payments under the MSA could be 
adversely affected.  In addition, consumers may become more price-sensitive, which may result in some consumers 
switching to lower priced, deep discount NPM brands or counterfeit brands.  Reductions in consumption could lead 
to reductions of payments under the MSA and could have an adverse effect on the amount and/or timing of Pledged 
TSRs available to the Corporation. 
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The regulation of tobacco products by the Food and Drug Administration may adversely affect overall 
consumption of cigarettes in the U.S. 

The Family Smoking Prevention and Tobacco Control Act (“FSPTCA”), signed by President Obama on 
June 22, 2009, granted the FDA broad authority over the manufacture, sale, marketing and packaging of tobacco 
products.  The legislation, among other things: 

• establishes a Tobacco Products Scientific Advisory Committee (“TPSAC”) to, among other 
things, evaluate the issues surrounding the use of menthol as a flavoring or ingredient in cigarettes within 
one year of the committee’s establishment; 

• grants the FDA the regulatory authority to consider and impose broad additional restrictions 
through a rule making process, including a ban on the use of menthol in cigarettes upon a finding that such 
a prohibition would be appropriate for the public health; 

• requires larger and more severe health warnings on cigarette packs and cartons; 

• bans the use of descriptors on tobacco products, such as “low tar” and “light”; 

• requires the disclosure of ingredients and additives to consumers; 

• requires pre-market approval by the FDA for claims made with respect to reduced risk or reduced 
exposure products; 

• allows the FDA to require the reduction of nicotine or any other compound in cigarettes; 

• allows the FDA to mandate the use of reduced risk technologies in conventional cigarettes; 

• allows the FDA to place more severe restrictions on the advertising, marketing and sales of 
cigarettes; and 

• permits inconsistent state regulation of the advertising or promotion of cigarettes and eliminates 
the existing federal preemption of such regulation.  

Since the passage of the FSPTCA, the FDA has taken additional actions, including, among others, 
prohibiting fruit, candy or clove flavored cigarettes (menthol is currently exempted from this ban), prohibiting 
misleading marketing terms (“Light,” “Low, and “Mild”) for tobacco products, and requiring warning labels for 
smokeless tobacco products. 

In August 2009, a group of tobacco manufacturers (including Reynolds Tobacco and Lorillard) and a 
tobacco retailer filed a complaint against the United States of America in the United States District Court for the 
Western District of Kentucky, Commonwealth Brands, Inc. v. U.S., in which they asserted that various provisions of 
the FSPTCA violate their free speech rights under the First Amendment, constitute an unlawful taking under the 
Fifth Amendment, and are an infringement on their Fifth Amendment due process rights.  In March 2012, the United 
States Court of Appeals for the Sixth Circuit affirmed the district court’s earlier decision upholding the FSPTCA’s 
restrictions on the marketing of modified-risk tobacco products, the FSPTCA’s bans on event sponsorship, branding 
non-tobacco merchandise, and free sampling, and the requirement that tobacco manufacturers reserve significant 
packaging space for textual health warnings. The Sixth Circuit further affirmed the district court’s grant of summary 
judgment to plaintiffs on the FSPTCA’s restriction of tobacco advertising to black and white text, as well as the 
district court’s decision to uphold the constitutionality of the color graphic and non-graphic warning label 
requirement.  On May 31, 2012, the Sixth Circuit denied the plaintiffs’ motion for rehearing en banc, and on 
October 30, 2012, the plaintiffs filed a petition for writ of certiorari with the U.S. Supreme Court.  The U.S. 
Supreme Court denied such petition on April 22, 2013.  See “CERTAIN INFORMATION RELATING TO THE 
DOMESTIC TOBACCO INDUSTRY —Regulatory Issues” for a discussion of this case. 
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On June 22, 2011, the FDA issued a final regulation for the imposition of larger, graphic health warnings 
on cigarette packaging and advertising, which was scheduled to take effect September 22, 2012 (but which the FDA 
is currently enjoined from enforcing, as described below).  On August 16, 2011, five tobacco companies (including 
Reynolds Tobacco and Lorillard) filed a lawsuit against the FDA in the U.S. District Court for the District of 
Columbia, R. J. Reynolds Tobacco Co. v. U.S. Food and Drug Administration, challenging the FDA’s final 
regulation specifying nine new graphic “warnings” pursuant to the FSPTCA and seeking a declaratory judgment that 
the final regulation violates the plaintiffs’ rights under the First Amendment to the U.S. Constitution and the 
Administrative Procedure Act (“APA”).  On February 29, 2012, the district court granted the plaintiffs’ motion for 
summary judgment and entered an order permanently enjoining the FDA, until 15 months following the issuance of 
new regulations that are substantively and procedurally valid and permissible under the U.S. Constitution and 
federal law, from enforcing against plaintiffs the new textual and graphic warnings required by the FSPTCA. On 
August 24, 2012, the Court of Appeals for the District of Columbia Circuit affirmed the district court’s decision 
invalidating the graphic warning rule.  On October 9, 2012, the FDA filed a motion for rehearing en banc with the 
Court of Appeals, and on December 5, 2012, the Court of Appeals denied the FDA’s petition for a rehearing en 
banc.  On March 19, 2013, the FDA announced that it would not file a petition for a writ of certiorari with the U.S. 
Supreme Court, but instead would undertake research to support a new rulemaking on different warning labels 
consistent with the FSPTCA.  The FDA has not provided a timeline for the revised labels.  See “CERTAIN 
INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY —Regulatory Issues” for a 
discussion of this case.  

The FDA has yet to issue guidance with respect to many provisions of the FSPTCA, which may result in 
less efficient operation by the PMs in the near term as they may be reluctant to increase production, research or 
development prior to final regulations from the FDA.  It is likely that regulations promulgated by the FSPTCA, 
including regulation of menthol short of an outright ban thereof, could result in a decrease in cigarette sales in the 
U.S., and an increase in costs to PMs, potentially resulting in a material adverse effect on the PMs’ financial 
condition, results of operations and cash flows.  Additionally, the ability of the PMs to gain efficient market 
clearance for new cigarette products or establish a new brand name could be affected by FDA rules and regulations.  
The negative impact of the foregoing factors could be to reduce consumption of cigarettes in the U.S. 

Concerns that mentholated cigarettes may pose greater health risks could result in further FDA 
regulation which could materially adversely affect the volume of cigarettes sold in the U.S. and thus payments 
under the MSA 

Some plaintiffs and constituencies, including public health agencies and non-governmental organizations, 
have claimed or expressed concerns that mentholated cigarettes may pose greater health risks than non-mentholated 
cigarettes, including concerns that mentholated cigarettes may make it easier to start smoking and harder to quit, and 
may seek restrictions or a ban on the production and sale of mentholated cigarettes.  Any ban or material limitation 
on the use of menthol in cigarettes could materially adversely affect the results of operations, cash flow and financial 
condition of the PMs, especially Lorillard, which is heavily dependent on sales of its Newport brand mentholated 
cigarettes.  According to Lorillard, mentholated cigarettes are reported to have comprised 31.1% of the U.S. 
domestic cigarette market in 2012 and 31.3% in the three months ended March 31, 2013.  The FSPTCA directs the 
TPSAC to evaluate issues surrounding the use of menthol as a flavoring or ingredient in cigarettes.  In addition, the 
legislation permits the FDA to ban menthol upon a finding that such a prohibition would be appropriate for the 
public health.  The TPSAC or its Menthol Report Subcommittee held meetings throughout 2010 and 2011 to 
consider the issues surrounding the use of menthol in cigarettes.  At the March 18, 2011 meeting, TPSAC presented 
its report and recommendations on menthol.  The report’s findings included that menthol likely increases 
experimentation and regular smoking, menthol likely increases the likelihood and degree of addiction for youth 
smokers, non-white menthol smokers (particularly African-Americans) are less likely to quit smoking and are less 
responsive to certain cessation medications, and consumers continue to believe that smoking menthol cigarettes is 
less harmful than smoking nonmenthol cigarettes as a result of the cigarette industry’s historical marketing.  
TPSAC’s overall recommendation to the FDA was that “removal of menthol cigarettes from the marketplace would 
benefit public health in the United States.”  The FDA submitted a draft report on its independent review of research 
related to the effects of menthol in cigarettes on public health, if any, to an external peer review panel in July 2011, 
adding that after peer review, the results and the preliminary scientific assessment would be available for public 
comment in the Federal Register.  At the July 21, 2011 meeting, TPSAC considered revisions to its report, and the 
voting members unanimously approved the final report for submission to the FDA with no change in its 
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recommendation.  On January 26, 2012, the FDA stated that its report had been submitted to the peer review panel 
and comments had been received from the panel on the report.  The FDA also indicated that its final report, 
including the peer review comments, will be released for public comment at a future date.  The FDA is not required 
to follow the TPSAC’s recommendations, and the FDA has not yet taken any action with respect to menthol use.  
There is no timeline or statutory requirement for the FDA to act on the TPSAC’s recommendations.  If the FDA 
determines that the regulation of menthol is warranted, the FDA could promulgate regulations that, among other 
things, could result in a ban on or a restriction on the use of menthol in cigarettes.  A ban or any material restriction 
on the use of menthol in cigarettes could adversely affect the overall sales volume of cigarettes by the PMs, thereby 
reducing payments under the MSA. 

Payments under the MSA are determined in part by the volume of cigarettes sold by PMs in the 
U.S. cigarette market, which is expected to continue to decline, negatively impacting such payments 

Payments under the MSA are determined in part by volumes of cigarettes sold by the PMs in the 
U.S. cigarette market.  Price increases, restrictions on advertising and promotions, funding of smoking prevention 
campaigns, increases in regulation and excise taxes, health concerns, a decline in the social acceptability of 
smoking, smoking bans in public places, increased pressure from anti-tobacco groups and other factors have reduced 
U.S. cigarette consumption.  U.S. cigarette consumption is expected to continue to decline for the reasons stated 
above and others such as a raising of the minimum age to possess or purchase tobacco products.  Reductions in 
consumption could lead to reductions of payments under the MSA and could have an adverse effect on the amount 
and/or timing of Pledged TSRs available to the Corporation. 

In the U.S., tobacco products are subject to substantial and increasing federal and state excise taxation, 
which has a negative effect on consumption.  On April 2, 2009, Congress increased the federal excise tax per pack 
of cigarettes to $1.01 per pack (an increase of $0.62), and significantly increased taxes on other tobacco products.  
The federal excise tax rate for snuff increased $0.925 per pound to $1.51 per pound.  The federal excise tax on small 
cigars, defined as those weighing three pounds or less per thousand, increased from $48.502 per thousand to $50.33 
per thousand.  According to the American Lung Association’s Tobacco Policy Project/State Legislated Actions on 
Tobacco Issues (“SLATI”), the current nationwide average state cigarette tax is $1.46 per pack.  In addition to 
federal and state excise taxes, certain city and county governments also impose substantial excise taxes on tobacco 
products sold.  According to Lorillard, for the three months ended March 31, 2013, combined state and local excise 
taxes ranged from $0.17 to $5.85 per pack.  According to Reynolds American, as of March 31, 2013 and December 
31, 2012, the weighted average state cigarette excise tax per pack, calculated on a 12-month rolling average basis, 
was approximately $1.28.  According to Philip Morris, between the end of 1998 (the year that the MSA was 
executed) and April 22, 2013, the weighted-average state and certain local cigarette excise taxes increased from 
$0.36 to $1.41 per pack, resulting in a total federal, state and local excise tax, on average in the U.S., of 
approximately $2.42.   

Legislation introduced by Senator Tom Harkin on January 22, 2013, the Healthy Lifestyles and Prevention 
America Act (or the HeLP America Act), would double the federal excise tax on cigarettes and roll-your-own 
tobacco and increase the taxes on smokeless tobacco products (making the excise taxes on smokeless tobacco 
products comparable to those on cigarettes).  Legislation introduced by Senator Richard Durbin on January 31, 
2013, the Tobacco Tax Equity Act, would similarly equalize federal excise tax rates on all tobacco products, 
including pipe tobacco, cigars and smokeless tobacco, so that the tax rates on such products would approximate 
those of cigarettes.  Similar bills have not been introduced in the U.S. House of Representatives.  On April 10, 2013, 
President Obama released a proposed budget which, if approved by the U.S. Congress, would increase the federal 
excise tax:  on a pack of cigarettes from $1.01 to $1.95; for snuff from $1.51 per pound to $2.93 per pound; and for 
chewing tobacco from $0.5033 per pound to $0.98 per pound.  All of the states, the District of Columbia, Puerto 
Rico, Guam and the Northern Mariana Islands currently impose cigarette taxes, which in 2012 ranged from $0.17 
per pack in Missouri to $4.35 per pack in New York.  Since January 1, 2002, 47 states, the District of Columbia and 
several U.S. territories have raised their cigarette taxes, many of them more than once.  See “CERTAIN 
INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY —Regulatory Issues —Excise 
Taxes” herein for a further description of state excise taxes on cigarettes. 

In addition to federal and state excise taxes, certain city and county governments also impose substantial 
excise taxes on tobacco products sold.  Increased excise taxes are likely to result in declines in overall sales volume 
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and shifts by consumers to less expensive brands, deep discount brands, counterfeit brands or pipe tobacco for roll-
your-own consumers.  Reductions in consumption will lead to reductions of payments under the MSA and could 
have a negative effect on the amount and/or timing of Pledged TSRs available to the Corporation. 

Increased restrictions on smoking in public places could adversely affect U.S. tobacco consumption and 
therefore amounts to be paid under the MSA 

In recent years, states and many local and municipal governments and agencies, as well as private 
businesses, have adopted legislation, regulations, insurance provisions or policies which prohibit, restrict, or 
discourage smoking generally, smoking in public buildings and facilities, stores, restaurants and bars, and smoking 
on airline flights and in the workplace.  Other similar laws and regulations are currently under consideration and 
may be enacted by state and local governments in the future.  Restrictions on smoking in public and other places 
may lead to a decrease in the number of people who smoke or a decrease in the number of cigarettes smoked or 
both.  Smoking bans have recently been extended by many state and local governments to outdoor public areas, such 
as beaches, parks and space outside restaurants, and others may do so in the future.  Increased restrictions on 
smoking in public and other places have caused a decrease, and may continue to cause a decrease, in the volume of 
cigarettes that would otherwise be sold in the U.S. absent such restrictions, which may have a material adverse effect 
on payments under the MSA.  See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO 
INDUSTRY —Regulatory Issues —State and Local Regulation.” 

U.S. tobacco companies are subject to significant limitations on advertising and marketing cigarettes 
that could negatively impact sales volumes 

Television and radio advertisements of tobacco products have been prohibited since 1971.  U.S. tobacco 
companies generally cannot use billboard advertising, cartoon characters, sponsorship of concerts, non-tobacco 
merchandise bearing brand names and various other advertising and marketing techniques.  In addition, the MSA 
prohibits the targeting of youth in advertising, promotion or marketing of tobacco products.  Accordingly, the 
tobacco companies have determined not to advertise cigarettes in magazines with large readership among people 
under the age of 18.  The FSPTCA grants authority over the regulation of tobacco products to the FDA.  Under the 
FSPTCA, the FDA has issued rules restricting access and marketing of cigarettes and smokeless tobacco products to 
youth, and has announced its plans to propose a new rule in the future for the imposition of larger, graphic health 
warnings on cigarette packaging and advertising, as discussed herein.  In addition, many states, cities and counties 
have enacted legislation or regulations further restricting tobacco advertising, marketing and sales promotions and 
others may do so in the future.  Additional restrictions may be imposed or agreed to in the future.  These limitations 
significantly impair the ability of tobacco product manufacturers to launch new premium brands.  Moreover, these 
limitations may make it difficult to maintain sales volumes of cigarettes in the U.S. 

“Electronic cigarettes”, which are not tobacco products but are battery powered devices that vaporize liquid 
nicotine which is then inhaled, are not subject to the advertising restrictions to which tobacco products are subject.  
Therefore, electronic cigarettes, which can be marketed more extensively than cigarettes and other tobacco products, 
could gain market share to the detriment of the domestic cigarette market.  See “CERTAIN INFORMATION 
RELATING TO THE DOMESTIC TOBACCO INDUSTRY —E-Cigarettes.” 

Several of the PMs and their competitors have developed alternative tobacco and cigarette products, 
sales of which would not result in payments under the MSA 

Certain of the major cigarette makers have developed and marketed alternative cigarette products.  For 
example, numerous manufacturers have developed and are marketing electronic cigarettes (e.g., Lorillard’s blu 
eCigs brand which do not constitute “cigarettes” within the meaning of the MSA because they do not contain or 
burn tobacco).  There are currently over 250 e-cigarette brands on the market.  On June 11, 2013, Altria announced 
that Nu Mark LLC plans to introduce an electronic cigarette under the “MarkTen” brand with distribution in Indiana 
starting in August 2013.  MarkTen is a disposable e-cigarette that can be reused with a separate battery recharging 
kit and additional cartridges in both tobacco and menthol flavors.  Altria stated that the MarkTen’s “Four Draw” 
technology is designed to give users a “more consistent experience” that closely resembles the draw of a traditional 
cigarette.  Lorillard has boosted distribution of its blu eCigs to more than 80,000 stores since acquiring the brand in 
2012.  On June 6, 2013, Reynolds American announced that it is launching a revamped version of its e-cigarette, 
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VUSE, in Colorado retail outlets starting July 1, 2013, with a plan to quickly expand sales nationwide.  Reynolds 
American stated during its announcement that it is targeting existing smokers with VUSE and expects some smokers 
to give up cigarettes in favor of VUSE.  In addition, it has been reported that increases in cigarette taxes have caused 
an increase in the sale of e-cigarettes.  No assurance can be given that regulation of e-cigarettes by the FDA will 
stop these trends.  Should such alternative cigarette products that do not involve burning tobacco gain a significant 
share of the domestic cigarette market, payments under the MSA, and thus amounts of Pledged TSRs available to 
the Corporation, may decrease, as payments under the MSA derive from the sale of products that involve the 
burning of tobacco.  See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO 
INDUSTRY—Smokeless Tobacco Products” and “—E-Cigarettes.” 

In addition, Philip Morris developed an alternative cigarette, called Accord, in which the tobacco is heated 
rather than burned.  Reynolds Tobacco has developed and is marketing dissolvable tobacco tablets, orbs, strips and 
sticks.  Sales of moist snuff products have increased recently.  Reynolds Tobacco and Philip Morris are both 
marketing their versions of “snus”, a smokeless, spitless tobacco product that originated in Sweden.  In May 2006, 
Reynolds Tobacco introduced Camel Snus.  Philip Morris manufactures Marlboro Snus and Marlboro Smokeless 
Tobacco Stick, and a subsidiary of Altria (Philip Morris’s parent company) manufactures Copenhagen and Skoal 
smokeless products.  In January 2012 Altria announced that it entered into an agreement with Okono, an affiliate of 
Fertin Pharma, a Danish maker of nicotine chewing gum, to develop non-combustible tobacco products.  In May 
2012, Altria announced that its subsidiary Nu Mark LLC introduced Verve nicotine discs, a mint-flavored, 
chewable, disposable tobacco product that contains tobacco-derived nicotine, and on June 11, 2013, Altria 
announced that it intends to expand its distribution of Verve discs from 60 stores to about 1,200 stores throughout 
Virginia in the second half of the year. 

Smoking cessation products may reduce cigarette sales volumes and adversely affect payments under the 
MSA 

Large pharmaceutical companies have developed and increasingly expanded their marketing of smoking 
cessation products.  Companies such as GlaxoSmithKline, Johnson & Johnson, Novartis and Pfizer are very well 
capitalized public companies that have entered this market and have the capability to fund significant investments in 
research and development and marketing of these products.  Smoking cessation products now can be obtained both 
in prescription and over-the-counter forms.  From Nicorette gum in 1984, to nicotine patches, nicotine inhalers and 
tablets, as well as other non-pharmaceutical smoking cessation products, this market has evolved into a $1 billion 
business in the U.S., according to some estimates.  Studies have shown that these programs are effective, and that 
excise taxes and smoking restrictions drive additional expenditures to the smoking cessation market.  In 2004, it was 
estimated that over 50% of all smokers had quit smoking, and it is likely that many of those former smokers were 
aided by smoking cessation products.  Results of a study by the Centers for Disease Control (“CDC”), released in 
November 2011 found that, in 2010, 52.4% of smokers had made a quit attempt in the past year and 6.2% had 
recently quit.  To the extent that these products, new products or products used in combination become more 
effective and more widely available, or that more smokers avail themselves of these products, sales volumes of 
cigarettes in the U.S. may decline, adversely affecting payments under the MSA.  See “CERTAIN INFORMATION 
RELATING TO THE DOMESTIC TOBACCO INDUSTRY —Smoking Cessation Products.” 

The U.S. cigarette industry is subject to significant law, regulation and other requirements that could 
materially adversely affect the businesses, results of operations or financial condition of tobacco product 
manufacturers 

The consumption of cigarettes in the U.S., and therefore the amounts payable under the MSA, could be 
materially adversely affected by new or future legal requirements imposed by legislative or regulatory initiatives, 
including but not limited to those relating to health care reform, climate change and environmental matters. 

The availability of counterfeit cigarettes could adversely affect payments by the PMs under the MSA 

Sales of counterfeit cigarettes in the U.S. could adversely impact sales by the PMs of the brands that are 
counterfeited and potentially damage the value and reputation of those brands.  Smokers who mistake counterfeit 
cigarettes for cigarettes of the PMs may attribute quality and taste deficiencies in the counterfeit product to the 
actual branded products brands and discontinue purchasing such brands.  Most significantly, the availability of 
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counterfeit cigarettes together with substantial increases in excise taxes and other potential price increases of 
branded products could result in increased demand for counterfeit products that could have an adverse effect on the 
sales volume of the PMs, resulting in lower payments under the MSA. 

A decline in the overall consumption of cigarettes could have an adverse effect on the payments by PMs 
under the MSA and the amount and/or timing of Pledged TSRs available to the Corporation.  See “CERTAIN 
INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY” for a further discussion of the 
foregoing factors and events. 

Other Risks Relating to the MSA and Related Statutes 

Severability 

Most of the major provisions of the MSA are not severable.  If a court materially modifies, renders 
unenforceable or finds unlawful any non-severable provision, the attorneys general of the Settling States and the 
OPMs are required by the MSA to attempt to negotiate substitute terms.  If, however, any OPM does not agree to the 
substitute terms, the MSA terminates in all Settling States affected by the court’s ruling.  See “SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT —Severability.” 

Amendments, Waivers and Termination 

As a settlement agreement between the PMs and the Settling States, the MSA is subject to amendment in 
accordance with its terms, and may be terminated upon consent of the parties thereto.  Parties to the MSA, including 
the State, may waive the performance provisions of the MSA.  The Corporation is not a party to the MSA; 
accordingly, the Corporation has no right to challenge any such amendment, waiver or termination.  While the 
economic interests of the State and the Bondholders will presumably be the same in many circumstances, no 
assurance can be given that such an amendment, waiver or termination of the MSA would not have a material 
adverse effect on the receipt of Pledged TSRs by the Corporation.  See “SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT —Amendments and Waivers.” 

The State has covenanted pursuant to the TSR Purchase Agreement that it will not amend the MSA in any 
manner that would materially impair the rights of Holders.  Pursuant to the Indenture and the TSR Purchase 
Agreement, any amendment to the MSA entered into by the State in good faith, and in the furtherance of the best 
interests of the State, would not be deemed to materially impair the rights of the Holders so long as (i) the State's 
percentage allocations of total settlement payments due from the Participating Manufacturers under the MSA as of 
July 1, 2013 are not decreased, (ii) all Pledged TSRs continue to be paid to the Trustee in the manner and for the 
time period provided in the TSR Purchase Agreement and the Indenture and (iii) the State reasonably expects that 
such amendment will not materially and adversely affect the receipt of payments required to be made under the 
MSA and that Pledged TSRs, after giving effect to such amendment, will be available in such amounts and at such 
times as are sufficient to pay the operating expenses of the Corporation and the principal of and interest on the 
Bonds as and when due.  The State could agree to certain amendments to the MSA without breaching these 
covenants, even if such amendments have the effect of reducing amounts available for Pledged TSRs.  Any such 
amendment to the MSA could nonetheless result in a downgrade, suspension or withdrawal by the Rating Agencies 
of their ratings on the Series 2013 Bonds without the State having breached such covenant.  These factors may 
adversely affect the market value, marketability and/or the liquidity of the Series 2013 Bonds.  See “APPENDIX B - 
SUMMARY OF THE TSR PURCHASE AGREEMENT —Covenants of the State.” 

Reliance on State Enforcement of the MSA and State Non-Impairment 

The State may not convey and has not conveyed to the Corporation or the Bondholders any right to enforce 
the terms of the MSA.  Pursuant to its terms, the MSA, as it relates to the State, can only be enforced by the State.  
In the TSR Purchase Agreement, the State has covenanted to enforce the Corporation’s rights to receive the Pledged 
TSRs to the full extent permitted by the MSA.  Failure by the State to enforce the MSA may have a material adverse 
effect on the receipt of Pledged TSRs by the Corporation.  In addition, in the TSR Purchase Agreement, the State 
has covenanted that (i) the State will take all actions as may be required by law and the MSA fully to preserve, 
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maintain, defend, protect and confirm the interest of the Corporation in the Pledged TSRs and in the proceeds 
thereof in all material respects, and the State will not take any material action that will adversely affect the 
Corporation’s legal right to receive the Pledged TSRs; (ii) the State will promptly pay to the Trustee any Pledged 
TSRs received by the State; and (iii) without the prior written consent of the Corporation and the Trustee, the State 
will not take any action and will use its best reasonable efforts not to permit any action to be taken by others that 
(x) would release any person from any of such person’s covenants or obligations under the MSA or (y) would result 
in the amendment, hypothecation, subordination, termination or discharge of, or impair the validity or effectiveness 
of, the MSA or waive timely performance or observance under such document, in each case if the effect thereof 
would be materially adverse to the Bondholders.  It is also possible that the State could attempt to claim some or all 
of the Pledged TSRs for itself or otherwise interfere with the security for the Bonds.  In that event, the Bondholders, 
the Trustee or the Corporation may assert claims based on contractual, fiduciary or constitutional rights, but no 
prediction can be made as to the disposition of such claims.  See “LEGAL CONSIDERATIONS RELATING TO 
PLEDGED TSRS.” 

Amendment to the State’s Qualifying Statute 

The MSA provides that if a state adopts a Model Statute (as defined herein) or a Qualifying Statute but then 
repeals it or amends it in such fashion that it is no longer a Qualifying Statute, then such state will no longer be 
entitled to any protection from the NPM Adjustment.  The State’s Attorney General assisted in preparing draft 
legislation to amend the State’s Qualifying Statute in order to enable the State to fully implement the NPM 
Adjustment Stipulated Partial Settlement and Award as it applies to the State.  The legislation passed both houses of 
the State legislature as of June 6, 2013 and was signed by the Governor of the State on June 11, 2013.  The lead 
counsel to the OPMs acknowledged in a letter dated June 12, 2013 that the enactment of the new law does not affect 
the status of the State’s Escrow Statute as a Qualifying Statute under the MSA.  While the State believes that the 
State’s Qualifying Statute as so amended will continue to constitute a Qualifying Statute, no assurance can be 
provided that a PM would not assert otherwise or a court or arbitrator would not determine otherwise.  Should it be 
determined that the amendments to the State’s Qualifying Statute cause it to no longer be a Qualifying Statute, then 
the State will no longer be entitled to any protection from the NPM Adjustment, and there could be substantial 
reductions in the amount of Pledged TSRs available to the Corporation to make payments on the Series 2013 Bonds.   

General Economic Conditions and Lack of Access to Favorable Financing May Materially Adversely Impact 
the Ability of the PMs to Continue to Operate, Leading to Reduced Sales of Volumes of Cigarettes and 
Payments under the MSA 

The ability of the PMs to continue their operations selling cigarettes in the U.S. generally is dependent on 
the health of the overall economy and the ability to access the capital markets on favorable terms.  To the extent that 
market conditions materially adversely impact their operations, the PMs may sell fewer cigarettes, potentially 
resulting in reduced payments under the MSA. 

Adverse changes in financial market conditions or the credit ratings of the PMs could result in lack of 
access to financing, losses, higher costs and decreased profitability for the PMs, potentially affecting the volume 
of cigarette sales 

Adverse changes in the liquidity in the financial markets could result in additional realized or unrealized 
losses associated with the value of the investments of the PMs, which would negatively impact the PMs 
consolidated results of operations, cash flows and financial position.  Changes in financial market conditions could 
negatively impact the PMs’ interest rate risk, foreign currency exchange rate risk and the return on corporate cash, 
thus increasing costs, lowering income and reducing profitability.  If these losses negatively affect the overall 
volume of cigarette sales, payments under the MSA may decrease. 

The outstanding notes issued by certain of the PMs are rated investment grade.  If their credit ratings fall 
below investment grade, certain debt securities may adjust interest payments upwards or require posting of 
additional collateral.  Additionally, if credit ratings fall below investment grade, the PMs affected may not be able to 
sell additional debt securities or borrow money in such amounts, at the times, at the lower interest rates or upon the 
more favorable terms and conditions that might be available if its debt was rated investment grade.  Furthermore, 
future debt security issuances or other borrowings may be subject to further negative terms, including limitations on 



 

 35 

indebtedness or similar restrictive covenants.  If these conditions negatively affect the overall volume of cigarette 
sales, payments under the MSA may decrease. 

Bankruptcy of a PM May Delay, Reduce, or Eliminate Payments of Pledged TSRs 

If one or more PMs were to become a debtor in a case under Title 11 of the United States Code (the 
“Bankruptcy Code”), there could be delays in or reductions or elimination of Pledged TSRs.   

In the event of the bankruptcy of a PM, unless approval of the bankruptcy court is obtained, the automatic 
stay provisions of the Bankruptcy Code could prevent any action by the State, the Corporation, the Trustee, the 
Bondholders, or the beneficial owners of the Series 2013 Bonds to collect any Pledged TSRs or any other amounts 
owing by the bankrupt PM.  In addition, even if the bankrupt PM wanted to continue paying the Pledged TSRs, it 
could be prohibited as a matter of law from making such payments.  In particular, if it were to be determined that the 
MSA was not an “executory contract” under the Bankruptcy Code, then the PM may be unable to make further 
payments of Pledged TSRs.  If the MSA is determined in a bankruptcy case to be an “executory contract” under the 
Bankruptcy Code, the bankrupt PM may be able to reject the MSA and stop making payments under it.   

Furthermore, payments previously made to the Bondholders or the beneficial owners of the Bonds could be 
avoided as preferential payments, so that the Bondholders and the beneficial owners of the Bonds would be required 
to return such payments to the bankrupt PM.  Also, the bankrupt PM may have the power to alter the terms of its 
payment obligations under the MSA without the consent, and even over the objection of the State, the Corporation, 
the Trustee, the Bondholders, or the beneficial owners of the Series 2013 Bonds.  Finally, while there are provisions 
of the MSA that purport to deal with the situation when a PM goes into bankruptcy (including provisions regarding 
the termination of that PM’s obligations) (see “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —
Termination of Agreement”), such provisions may be unenforceable.  NAAG actively monitors any bankruptcy-
related activity of the PMs with the goals of preventing the debtors from using bankruptcy law to avoid their MSA 
or state law payment obligations to the states and ensuring that states can continue to perform their regulatory duties 
despite the bankruptcy filing, but there can be no assurance that the actions of NAAG will be successful.  There may 
be other possible effects of a bankruptcy of a PM that could result in delays or reductions in or elimination of 
Pledged TSRs.  Regardless of any specific adverse determination in a PM bankruptcy proceeding, the fact of a PM 
bankruptcy proceeding could have an adverse effect on the timing of receipt, amount and value of the Pledged TSRs 
and thus could have an adverse effect on the liquidity and market value of the Series 2013 Bonds.  For a further 
discussion of certain bankruptcy issues, see “LEGAL CONSIDERATIONS RELATING TO PLEDGED TSRS —
Bankruptcy Considerations.” 

Rating Agency Actions With Respect to Unenhanced Tobacco Settlement Bonds 

In recent years rating agencies have revised their assumptions regarding their ratings of unenhanced 
tobacco settlement bonds on account of the continuing decline in MSA payments resulting from cigarette volume 
decline, withholdings by PMs of MSA payments and disputes relating to MSA payments.  S&P revised its 
assumptions for all tobacco settlement securitizations in October 2011 and then placed 86 classes from 23 tobacco 
settlement securitizations on CreditWatch Negative.  On January 27, 2012, S&P lowered its ratings on 87 classes 
from 22 tobacco settlement securitizations, among other actions.  In September 2011, Moody’s downgraded 60 
tranches from 13 tobacco settlement securitizations as a result of updated cash flow modeling assumptions.  In July 
2012, Fitch placed 150 tranches of tobacco settlement bonds on negative watch.  None of such recent rating actions 
affected the ratings of the Corporation’s Series 2001B Bonds, which were unenhanced.  The revised rating agency 
assumptions will apply to the Series 2013 Bonds, as they are also unenhanced.  

In January 2013, Moody’s placed 31 series of tobacco settlement revenue bonds under review as a result of 
the potential impact of the NPM Adjustment Settlement Term Sheet, stating that the provisions of the NPM 
Adjustment Settlement Term Sheet could reduce the cash flow of the Term Sheet Signatory states (such as the State) 
and indirectly affect the Term Sheet Non-Signatory states. 
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Series 2013 Bonds Secured Solely by the Pledged TSRs and Moneys in the Pledged Accounts 

Investors in the Series 2013 Bonds must look solely to the Pledged TSRs and moneys in the Pledged 
Accounts for the payment of interest and principal and premium, if any.  The Series 2013 Bonds do not constitute an 
indebtedness or an obligation of the State or any subdivision thereof, within the purview of any constitutional or 
statutory limitation or provision or a charge against the general credit or taxing powers, if any, of any of them.  No 
owner of any Series 2013 Bond has the right to compel the exercise of the taxing power of the State to pay any 
amounts owing on the Series 2013 Bonds.  The Corporation has no taxing power. 

Limited Resources of the Corporation 

The Series 2013 Bonds are payable only from the assets of the Corporation pledged under the Indenture.  In 
the event that such assets of the Corporation have been exhausted, no amounts will thereafter be available to be paid 
on the Series 2013 Bonds.  The Series 2013 Bonds are not legal or moral obligations of the State, and no recourse 
may be had with respect thereto for payment of amounts owing on the Series 2013 Bonds.  Investors in the 
Series 2013 Bonds must look solely to the assets of the Corporation pledged under the Indenture for the payment of 
interest and principal and premium, if any.  The Corporation’s only sources of funds for payments on the 
Series 2013 Bonds are the Pledged TSRs and the Pledged Accounts.  The proceeds of the Series 2013 Bonds (except 
for funds deposited in the Liquidity Reserve Account) will be applied to establish an irrevocable escrow to refund 
the Refunded Bonds, and will not be available to pay debt service on Series 2013 Bonds.  The Corporation has no 
taxing power and no assets are available to pay Series 2013 Bonds other than the assets acquired pursuant to the 
TSR Purchase Agreement, pledged under the Indenture.  No assets of the State are pledged to secure or will be 
available to pay debt service on the Series 2013 Bonds. 

Limited Remedies 

The Trustee is limited under the terms of the TSR Purchase Agreement to enforcing the terms of the 
agreement and to receiving the Pledged TSRs and applying them in accordance with the Indenture.  If an Event of 
Default occurs, the Trustee cannot sell its rights under the TSR Purchase Agreement.  The Corporation is not a party 
to the MSA and has not made any representation or warranty that the MSA is enforceable.  Remedies under the TSR 
Purchase Agreement do not include the repurchase by the State of the Pledged TSRs under any circumstances, 
including unenforceability of the MSA, the State’s Qualifying Statute or breach of any representation or warranty.  
The remedies of the Series 2013 Bondholders are no greater than those afforded to the Trustee.  

Limited Liquidity of the Bonds; Price Volatility 

There is currently a limited secondary market for securities such as the Series 2013 Bonds.  The 
Underwriters are under no obligation to make a secondary market.  There can be no assurance that a secondary 
market for the Series 2013 Bonds will develop, or if a secondary market does develop, that it will provide 
Bondholders with liquidity or that it will continue for the life of the Series 2013 Bonds.  Tobacco settlement revenue 
bonds generally have also exhibited greater price volatility than traditional municipal bonds.  Any purchaser of the 
Series 2013 Bonds must be prepared to hold such securities for an indefinite period of time or until redemption or 
final payment of such securities. 

Limited Nature of Ratings; Reduction, Suspension or Withdrawal of a Rating 

The Series 2013 Bonds will be assigned ratings by S&P and Fitch (collectively, the “Rating Agencies”).  
Any rating assigned to the Series 2013 Bonds by a Rating Agency will reflect such Rating Agency’s assessment of 
the likelihood of the payment of principal or and interest on the Series 2013 Bonds.  The rating of the Series 2013 
Bonds will not be a recommendation to purchase, hold or sell such Bonds and such rating will not address the 
marketability of such Bonds, any market price or suitability for a particular investor.  There is no assurance that any 
rating will remain for any given period of time or that any rating will not be lowered, suspended or withdrawn 
entirely by a Rating Agency if, in such Rating Agency’s judgment, circumstances so warrant based on factors 
prevailing at the time.  Any such reduction, suspension or withdrawal of a rating, if it were to occur, could adversely 
affect the availability of a market for, or the market price of, the Series 2013 Bonds. 
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LEGAL CONSIDERATIONS RELATING TO PLEDGED TSRS 

The following discussion summarizes some, but not all, of the possible legal issues that could affect the 
Series 2013 Bonds.  The discussion does not address every possible legal challenge that could result in a decision 
that would cause the Pledged TSRs to be reduced or eliminated.  References in the discussion to various opinions 
are incomplete summaries of such opinions and are qualified in their entirety by reference to the actual opinions. 

Bankruptcy Considerations 

General 

The enforceability of the rights and remedies of the State (and thus the Corporation, the Trustee and the 
Series 2013 Bondholders as collateral assignees) and of the obligations of a PM under the MSA are subject to the 
Bankruptcy Code and to other applicable insolvency, moratorium or similar laws relating to or affecting the 
enforcement of creditors’ rights generally.  Some of the risks associated with a bankruptcy of a PM are described 
below and include the risks of delay in or reduction of amount of the payment or of nonpayment under the MSA and 
the risk that the State (and, thus, the Corporation) may be stayed for an extended time from enforcing any rights 
under the MSA or with respect to the payments owed by the bankrupt PM or from commencing legal proceedings 
against the bankrupt PM.  As a result, if a PM becomes a debtor in a bankruptcy case and defaults in making 
payments required under the MSA, Pledged TSRs available to the Corporation to pay Bondholders may be reduced 
or eliminated.  Furthermore, certain payments previously made to Bondholders could be avoided as preferential 
payments, so that Bondholders would be required to return such payments to the bankrupt PM. 

Chapter 7 Bankruptcy 

If a PM becomes bankrupt and does not reorganize under Chapter 11, it may be liquidated under Chapter 7 
of the Bankruptcy Code, in which event its operations will cease and its assets will be sold. In such an event, there 
would likely be a significant reduction, or even elimination, of payments received from the PM that is in the 
Chapter 7 case.  To the extent that the volume of cigarettes sold by other PMs increased as a result of cessation of 
operations by the PM being liquidated under Chapter 7 of the Bankruptcy Code, the market share of such other PMs 
should increase. 

Chapter 11 Reorganization 

Should a PM become a debtor in a Chapter 11 reorganization bankruptcy case, the PM may not be 
authorized to make any payments owing under the MSA, or may be required to obtain bankruptcy court approval 
before making such payments.  Legal proceedings necessary to determine whether such PM’s obligations under the 
MSA can be paid during the pendency of the bankruptcy proceedings could be time-consuming and could result in 
delays in, or elimination of, payments by the bankrupt PM. 

Examples of other bankruptcy-related risks include: 

MSA as Executory Contract 

The treatment of the MSA under the Bankruptcy Code may be dependent upon whether the MSA is 
construed to be an executory contract (which is not defined by the Bankruptcy Code but generally is considered to 
be a contract in which material performance remains due to some extent from both parties).  Under the Bankruptcy 
Code, if the MSA is treated as an executory contract, a trustee in bankruptcy or a PM acting as a debtor-in-
possession would have the right to assume or reject the MSA.  However, there is no time period within which a 
trustee or PM in bankruptcy would be required to assume or reject the MSA.  Legal proceedings necessary to 
resolve the issue of whether the MSA is an executory contract under the Bankruptcy Code could be time consuming 
and could result in delays in, or elimination of, payments by the bankrupt PM. 

Hawkins Delafield & Wood LLP will render an opinion to the Corporation and the Rating Agencies, 
subject to all the facts, assumptions and qualifications stated therein (there being no precedent directly on point), that 
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in a case commenced under the Bankruptcy Code by or against an OPM, a court, exercising reasonable judgment 
after full consideration of all relevant factors in a properly presented and argued case, would (a) hold that the MSA 
is an executory contract pursuant Section 365 of the Bankruptcy Code and (b) approve a decision by an OPM to 
assume or reject the MSA as an executory contract.  

Assumption or Rejection of MSA 

Should a bankrupt PM determine to assume the MSA, it would have to cure all outstanding MSA payment 
defaults and provide “adequate assurance” that all future payments under the MSA will be paid in full.  “Adequate 
assurance” is not defined in the Bankruptcy Code and is determined by the bankruptcy court.  If the bankruptcy 
court rules that the PM cannot provide such adequate assurance, payments under the MSA may be delayed or 
eliminated.  

If a bankrupt PM determines to reject the MSA and a court approves such a decision, the State (and thus the 
Corporation, the Trustees and the Bondholders, as collateral assignees) may then have a prepetition unsecured, 
nonpriority claim for damages.  Rejection of an executory contract should be treated as a breach of the contract by 
the PM.  However, under the Bankruptcy Code, the State (and thus the Corporation, the Trustees and the 
Bondholders) nevertheless may be enjoined from commencing or continuing any action against the PM to enforce 
remedies under the MSA (including an action to collect payments due under the MSA).  In addition, because 
amounts owed by the PM under the MSA are not fixed, legal proceedings may be necessary to quantify the claims of 
the State (and thus the Corporation, the Trustee and the Bondholders) for damages as a result of the PM’s rejection 
of the MSA.  Such legal proceedings could be time consuming and could result in delays, reductions, or elimination 
of, payments by the bankrupt PM. 

Modification of MSA Obligations 

If the MSA is determined not to be an “executory contract”, the PM determines to reject the MSA or the 
PM is otherwise not authorized to make payments under the MSA, then a bankruptcy of the PM could result in long 
delays and possibly in large reductions in the amount of Pledged TSRs available to pay the Bondholders because, 
under the Bankruptcy Code, the obligations of the PM under the MSA could be modified or discharged in their 
entirety.  For example, the bankruptcy court may approve a plan of reorganization or liquidation of the PM that 
alters the timing or the amount of payments to be made by the PM under the MSA to the State (and, thus, to the 
Corporation, the Trustees and Bondholders).  

MSA and Qualifying Statute Enforceability 

Most of the major provisions of the MSA are not severable.  If a court materially modifies, renders 
unenforceable or finds unlawful any nonseverable provision, the attorneys general of the Settling States and the 
OPMs are required by the MSA to attempt to negotiate substitute terms.  However, if any OPM does not agree to the 
substitute terms, the MSA would terminate in all Settling States affected by the court’s ruling.  Even if substitute 
terms are agreed upon, payments under such terms may be less than payments under the MSA or otherwise could be 
made according to or subject to different terms and conditions that could reduce the amount available to pay the 
principal of and interest on the Series 2013 Bonds. 

Certain smokers, smokers’ rights organizations, consumer groups, cigarette wholesalers, cigarette 
manufacturers, cigarette importers, cigarette distributors, Native American tribes, taxpayers, taxpayers’ groups and 
other parties have filed lawsuits against some, and in certain cases all, of the signatories to the MSA, alleging, 
among other things, that the MSA, Qualifying Statutes and Complementary Legislation violate and are void or 
unenforceable under certain provisions of law, such as the U.S. Constitution, the federal antitrust laws, federal civil 
rights laws, state constitutions, state consumer protection laws, bankruptcy laws, federal cigarette advertising and 
labeling law and unfair competition laws.  Certain of the lawsuits have sought, among other relief, an injunction 
against one or more of the Settling States from collecting any moneys under the MSA and barring the PMs from 
collecting cigarette price increases related to the MSA or a determination that the MSA is void or unenforceable.  To 
date, all of the judgments on the merits have rejected the challenges presented in the cases.  In the most recent 
decision, VIBO, the Sixth Circuit ruled that the MSA does not amount to an unlawful conspiracy or anti-competitive 
behavior by the government and, accordingly, affirmed the district court’s order dismissing plaintiffs’ federal 
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antitrust, federal constitutional and common law challenges to the enforceability of the MSA.  The time period for 
the plaintiffs to file a petition for certiorari to the U.S. Supreme Court expired.  In Grand River, the U.S. district 
court for the Southern District of New York denied the plaintiffs’ motion to amend the Southern District’s dismissal 
by summary judgment of plaintiffs’ claims that the MSA and related legislation violated Section 1 of the Sherman 
Antitrust Act and the Commerce Clause of the U.S. Constitution.  Plaintiffs had appealed to the Second Circuit both 
the Southern District’s dismissal and denial, but subsequently withdrew both appeals.  In another decision, Freedom 
Holdings, the Second Circuit affirmed the district court’s judgment, after a bench trial, in favor of defendants on 
similar challenges to New York’s Qualifying Statute and Complementary Legislation, and the U.S. Supreme Court 
has denied the plaintiffs’ petition for certiorari.  These cases are discussed more fully herein.  A determination by a 
court in a future case that a nonseverable provision of the MSA is void or voidable would, in the absence of an 
agreement to a substitute term, result in the termination of the MSA in any Settling States affected by the court’s 
ruling.  Accordingly, in the event of an adverse court ruling, Bondholders could incur a complete loss of the Pledged 
TSRs.  See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Litigation Challenging the MSA, 
the Qualifying Statute and Related Legislation.” 

The Qualifying Statutes and related legislation, like the MSA, have been the subject of litigation in cases 
alleging that the Qualifying Statute and related legislation violate certain provisions of the U.S. Constitution or state 
constitutions or are preempted by federal antitrust laws.  The lawsuits have sought, among other relief, injunctions 
against the enforcement of the Qualifying Statute and related legislation. To date, such challenges have not been 
ultimately successful.  The Qualifying Statutes and related legislation may continue to be challenged in the future. 
Although a determination that the Qualifying Statute is unconstitutional would have no effect on the enforceability 
of the MSA, such a determination could have an adverse effect on payments to be made under the MSA if an NPM 
were to gain market share in the future and there occurred the requisite impact on the market share of the PMs under 
the MSA. See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Litigation Challenging the 
MSA, the Qualifying Statute and Related Legislation.” 

In rendering the opinion described below, Hawkins Delafield & Wood LLP considered the claims asserted 
in the federal actions as well as other federal and State constitutional and statutory claims described under the 
caption “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Litigation Challenging the MSA, the 
Qualifying Statutes and Related Legislation” that it believes are representative of the legal theories that an opponent 
of the MSA or the State’s Qualifying Statute would advance in an attempt to invalidate the MSA or the State’s 
Qualifying Statute.  Subject to the qualifications and assumptions set forth in such opinion, Hawkins Delafield & 
Wood LLP will render opinions to the Corporation and the Rating Agencies that, subject to certain qualifications 
and assumptions expressed therein, a court exercising reasonable judgment, after full consideration of all relevant 
factors in a properly presented and argued case applying existing legal rules, would hold that the MSA is a valid and 
enforceable agreement among the states and the tobacco companies that are party thereto and that the State’s 
Qualifying Statute is valid, enforceable and constitutional in all material respects and, as such, is enforceable against 
the NPMs.  This opinion as to the enforceability of the MSA, the State’s Qualifying Statute and the obligations of 
the aforementioned signatories is also subject to the effect of bankruptcy, insolvency, reorganization, receivership, 
moratorium and other similar laws affecting creditors’ rights or remedies and general principles of equity, regardless 
of whether such enforceability is considered in a proceeding in equity or at law, and the availability of any specific 
remedy. 

Limitations on Certain Opinions 

A court’s decision regarding the matters upon which a lawyer is opining would be based on such court’s 
own analysis and interpretation of the factual evidence before it and of applicable legal principles.  Thus, if a court 
reached a different result from that expressed in an opinion, such as that the MSA is void or voidable or that the 
Qualifying Statute is unenforceable, it would not necessarily constitute reversible error or be inconsistent with that 
opinion.  An opinion of counsel is not a prediction of what a particular court (including any appellate court) that 
reached the issue on the merits would hold, but, instead, is the opinion of such counsel as to the proper result to be 
reached by a court applying existing legal rules to the facts as properly found after appropriate briefing and 
argument and, in addition, is not a guarantee, warranty or representation, but rather reflects the informed 
professional judgment of such counsel as to specific questions of law.  Opinions of counsel are not binding on any 
court or party to a court proceeding.  The descriptions of the opinions set forth herein are summaries, do not purport 
to be complete, and are qualified in their entirety by the opinions themselves.  
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Enforcement of Rights to Pledged TSRs 

It is possible that the State could in the future attempt to claim some or all of the Pledged TSRs for itself, or 
otherwise interfere with the security for the Series 2013 Bonds.  In that event, the Bondholders, the Trustees or the 
Corporation could assert claims based on contractual or constitutional rights. 

Contractual Remedies 

Under State law, settlements are treated as contracts and may be enforced according to their terms.  The 
Consent Decree (as described in “SUMMARY STATEMENT —Louisiana Consent Decree” herein) coupled with 
the MSA is a court-approved settlement of lawsuits that establishes the State’s right to receive the Pledged TSRs.  
Pursuant to the Act and the TSR Purchase Agreement, the State has pledged to and agreed with the holders of the 
Series 2013 Bonds, among other things, not to limit or alter the rights of the Corporation to fulfill the terms of its 
agreements with the Bondholders nor in any way to impair the rights and remedies of such holders or the security 
for the Bonds.  Thus, if the State violates such pledge and agreement so as to impair the Corporation’s right to the 
Pledged TSRs, the Trustee, as assignee of the Corporation’s rights under the TSR Purchase Agreement, could seek 
to compel the State to honor such pledge and agreement.  In general, as interested parties, the Corporation on its own 
behalf, and the Trustee on behalf of the Bondholders, could also seek to enforce the State’s rights under the MSA, 
although, as third parties to the MSA, their rights to do so are uncertain.   

Based on the U.S. Supreme Court’s standard of review for Contract Clause challenges in Energy Reserves 
Group, Inc. v. Kansas Power Light Co., 459 U.S. 400 (1983), the State must justify the exercise of its inherent 
police power to safeguard the vital interests of its people before the State may alter contracts similar to the MSA or 
the financing arrangements in a manner that would substantially impair the rights of the Bondholders to be paid 
from the Pledged TSRs.  In those instances, however, where a state’s own contractual obligations involving 
financing will be substantially impaired, the U.S. Supreme Court applies a stricter standard of judgment to a state’s 
actions due to the risk that a state’s self-interest rather than any public necessity will be the motivation for its 
actions.  Indeed, in United States Trust Company of New York v. New Jersey, 431 U.S. 1 (1977), the U.S. Supreme 
Court noted that only once in an entire century had the U.S. Supreme Court upheld the alteration of a municipal 
bond contract.  Thus, in order to justify the enactment by the State of legislation that substantially impairs the 
contractual rights of the Bondholders to be paid from the Pledged TSRs, the State not only must demonstrate a 
significant and legitimate public purpose, such as the remedying of a broad and general social or economic problem, 
but must also demonstrate that its actions under such circumstances satisfy the U.S. Supreme Court’s strict standard 
of judgment employed in United States Trust Company and also that the impairment of the Bondholder’s rights are 
based upon reasonable conditions and are of a character appropriate to the public purpose justifying the legislation’s 
adoption. 

Constitutional Rights 

Bondholders may also have constitutional claims under the Due Process Clauses of the U.S. Constitution 
and State Constitution in the event the State attempts to claim some or all of the Pledged TSRs for itself, or 
otherwise interferes with the security for the Series 2013 Bonds. 

No Assurance as to the Outcome of Litigation 

With respect to all matters of litigation mentioned above that have been brought and may in the future be 
brought against the PMs, or involving the enforceability or constitutionality of the MSA and/or the State’s related 
legislation, Qualifying Statute or the enforcement of the right to the Pledged TSRs or otherwise filed in connection 
with the tobacco industry, the outcome of such litigation, in general, cannot be predicted with certainty and depends, 
among other things, on (i) the issues being appropriately presented and argued before the courts (including the 
applicable appellate courts) and (ii) the courts, having been presented with such issues, correctly applying applicable 
legal principles in reaching appropriate decisions regarding the merits.  In addition, the courts may, in their exercise 
of equitable jurisdiction, reach judgments based not upon the legal merits but upon a balancing of the equities 
among the parties.  Accordingly, no assurance can be given as to the outcome of any such litigation and any such 
adverse outcome could have a material and adverse impact on the amount of Pledged TSRs available to the 
Corporation to pay the principal of and interest on the Series 2013 Bonds. 



 

 41 

SUMMARY OF THE MASTER SETTLEMENT AGREEMENT 

The following is a brief summary of certain provisions of the MSA and related information.  This summary 
is not complete and is subject to, and qualified in its entirety by reference to, the MSA, as amended.  A copy of the 
MSA in its original form is attached hereto as APPENDIX D, but several amendments have been made to the MSA 
which are not included in APPENDIX D.  Except for those amendments pursuant to which certain tobacco 
companies became SPMs (as defined below), such amendments involve technical and administrative provisions not 
material to the summary below.  In addition, the following includes certain information related to litigation 
challenges to the MSA and disputes regarding the NPM Adjustment, both of which are referenced under 
“BONDHOLDERS’ RISKS” herein. 

General 

The MSA is an industry-wide settlement of litigation between the Settling States (including the State) and 
the OPMs and was entered into between the attorneys general of the Settling States and the OPMs on November 23, 
1998.  The MSA provides for other tobacco companies (the “SPMs”) to become parties to the MSA.  The three 
OPMs together with the 52 SPMs are referred to as the “PMs.”  The settlement represents the resolution of a large 
potential financial liability of the PMs for smoking-related injuries, the costs of which have been borne and will 
likely continue to be borne by states.  Pursuant to the MSA, the Settling States agreed to settle all their past, present 
and future smoking-related claims against the PMs in exchange for agreements and undertakings by the PMs 
concerning a number of issues.  These issues include, among others, making payments to the Settling States, abiding 
by more stringent advertising restrictions and funding educational programs, all in accordance with the terms and 
conditions set forth in the MSA.  Distributors of PMs’ products are also covered by the settlement of such claims to 
the same extent as the PMs. 

Parties to the MSA 

The Settling States are all of the states, territories and the District of Columbia, except for the four states 
(Florida, Minnesota, Mississippi and Texas) that separately settled with the OPMs prior to the adoption of the MSA 
(the “Previously Settled States”).  According to NAAG, as of November 5, 2012, the most recent posting by 
NAAG, 55 PMs were parties to the MSA.  The chart below identifies each of the PMs which was a party to the 
MSA as of November 5, 2012:  
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OPMs SPMs    
Lorillard Tobacco Company 
Philip Morris USA Inc. (formerly 

Philip Morris Incorporated) 
Reynolds American, Inc. (formerly 

R.J. Reynolds Tobacco Company 
and Brown & Williamson 
Tobacco Corporation) 

Bekenton, S.A.* 
Canary Islands Cigar Co. 
Caribbean-American Tobacco Corp. 

(CATCORP) 
The Chancellor Tobacco Company, 

UK Ltd. 
Commonwealth Brands, Inc. 
Daughters & Ryan, Inc. 
M/s. Dhanraj International∗ 
Eastern Company S.A.E. 
Ets L Lacroix Fils NV S.A. (Belgium) 
Farmer’s Tobacco Co. of Cynthiana, 

Inc. 
General Jack’s Incorporated 
General Tobacco (VIBO Corporation 

d/b/a General Tobacco)∗∗ 
House of Prince A/S 
Imperial Tobacco Limited/ITL (USA) 

Limited 
Imperial Tobacco Limited/ITL (UK) 
Imperial Tobacco Mullingar (Ireland) 
Imperial Tobacco Polska S.A. 

(Poland) 
Imperial Tobacco Production Ukraine 
Imperial Tobacco Sigara ve 

Tutunculuk Sanayi Ve Ticaret 
S.A. (Turkey) 

International Tobacco Group (Las 
Vegas), Inc. 

Japan Tobacco International USA, 
Inc. 

King Maker Marketing 
Konci G&D Management Group 

(USA) Inc. 
Kretek International 
Liberty Brands, LLC* 
Liggett Group, LLC 

Lignum-2, Inc. 
Mac Baren Tobacco Company A/S 
Monte Paz (Compania Industrial de 

Tabacos Monte Paz S.A.) 
NASCO Products Inc. 
OOO Tabaksfacrik Reemtsma Wolga 

(Russia) 
P.T. Djarum 
Pacific Stanford Manufacturing 

Corporation 
Peter Stokkebye Tobaksfabrik A/S 
Planta Tabak-manufaktur Gmbh & Co. 
Poschl Tabak GmbH & Co. KG 
Premier Manufacturing Incorporated 
Reemtsma Cigarettenfacbriken GmbH 

(Reemtsma) 
Santa Fe Natural Tobacco Company, 

Inc. 
Scandinavian Tobacco Group Lane 

Ltd.  
(formerly Lane Limited and 
Tobacco Exporters International 
(USA) Ltd.) 

Sherman’s 1400 Broadway N.Y.C. Inc. 
Societe National d’Exploitation 

Industrielle des Tabacs et 
Allumettes (SEITA) 

Tabacalera del Este, S.A.  (TABESA) 
Top Tobacco, LP 
U.S. Flue-Cured Tobacco Growers, Inc. 
Van Nelle Tabak Nederland B.V. 

(Netherlands) 
Vector Tobacco Inc. (formerly Vector 

Tobacco Inc. and Medallion 
Company, Inc.) 

Virginia Carolina Corporation, Inc.  
Von Eicken Group 
Wind River Tobacco Company, LLC 
VIP Tobacco USA, LTD. (formerly 

Winner Sales Company) 
ZNF International, LLC 

 

The MSA restricts PMs from transferring their tobacco product brands, cigarette product formulas and 
cigarette businesses (unless they are being transferred exclusively for use outside the United States) to any entity 
that is not a PM under the MSA, unless the transferee agrees to assume the obligations of the transferring PM under 
the MSA related to such brands, formulas or businesses.  The MSA expressly provides that the payment obligations 
of each PM are not the obligation or responsibility of any affiliate of such PM and, further, that the remedies, 
penalties or sanctions that may be imposed or assessed in connection with a breach or violation of the MSA will 
only apply to the PMs and not against any other person or entity.  Obligations of the SPMs, to the extent that they 
differ from the obligations of the OPMs, are described below under “—Subsequent Participating Manufacturers.” 

                                                           
* Has filed for bankruptcy relief.   
** Ceased production of cigarettes and other tobacco products. 
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Scope of Release 

Under the MSA, the PMs and the other Released Parties (defined below) are released from: 

• claims based on past conduct, acts or omissions (including any future damages arising therefrom) 
in any way relating to the use, sale, distribution, manufacture, development, advertising, 
marketing or health effects of, or exposure to, or research statements or warnings regarding, 
tobacco products; and 

• monetary claims based on future conduct, acts or omissions in any way relating to the use of or 
exposure to tobacco products manufactured in the ordinary course of business, including future 
claims for reimbursement of healthcare costs. 

The release is binding upon each Settling State and any of its past, present and future agents, and officers 
acting in their official capacities, legal representatives, agencies, departments, commissions and divisions.  The 
MSA is further stated to be binding on the following persons, to the full extent of the power of the signatories to the 
MSA to release past, present and future claims on their behalf: (i) any Settling State’s subdivisions (political or 
otherwise, including, but not limited to, municipalities, counties, parishes, villages, unincorporated districts and 
hospital districts), public entities, public instrumentalities and public educational institutions; and (ii) persons or 
entities acting in a parens patriae, sovereign, quasi-sovereign, private attorney general, qui tam, taxpayer, or any 
other capacity, whether or not any of them participate in the MSA (a) to the extent that any such person or entity is 
seeking relief on behalf of or generally applicable to the general public in such Settling State or the people of such 
Settling State, as opposed solely to private or individual relief for separate and distinct injuries, or (b) to the extent 
that any such entity (as opposed to an individual) is seeking recovery of healthcare expenses (other than premium or 
capitation payments for the benefit of present or retired state employees) paid or reimbursed, directly or indirectly, 
by a Settling State.  All such persons or entities are referred to collectively in the MSA as “Releasing Parties.” 

To the extent that the Attorney General of the State does not have the power or authority to bind any of the 
Releasing Parties in the State, the release of claims contemplated by the MSA may be ineffective as to the Releasing 
Parties and any amounts that become payable by the PMs on account of their claims, whether by way of settlement, 
stipulated judgment or litigated judgment, will trigger the Litigating Releasing Parties Offset.  See “—Adjustments 
to Payments” below. 

The release inures to the benefit of all PMs and their past, present and future affiliates, and the respective 
divisions, officers, directors, employees, representatives, insurers, lenders, underwriters, tobacco-related 
organizations, trade associations, suppliers, agents, auditors, advertising agencies, public relations entities, attorneys, 
retailers and distributors of any PM or any such affiliate (and the predecessors, heirs, executors, administrators, 
successors and assigns of each of the foregoing).  They are referred to in the MSA individually as a “Released 
Party” and collectively as the “Released Parties.”  However, the term “Released Parties” does not include any 
person or entity (including, but not limited to, an affiliate) that is an NPM at any time after the MSA execution date, 
unless such person or entity becomes a PM. 

Overview of Payments by the Participating Manufacturers; MSA Escrow Agent 

The MSA requires that the PMs make several types of payments, including Initial Payments (as defined 
below), Annual Payments and Strategic Contribution Fund Payments.*  See “—Initial Payments”, “—Annual 
Payments” and “—Strategic Contribution Fund Payments” below.  These payments (with the exception of the up 
front Initial Payment) are subject to various adjustments and offsets, some of which could be material.  See “—
Adjustments to Payments” and “− Subsequent Participating Manufacturers” below.  SPMs were not required to 

                                                           
*  Other payments that are required to be made by the PMs, such as payments of attorneys’ fees and payments 
to a national foundation established pursuant to the MSA, are not allocated to the Settling States and are not 
available to the Bondholders, and consequently are not discussed here. 



 

 44 

make Initial Payments.  Thus far, the OPMs have made all of the Initial Payments, and most of the PMs† have made 
the Annual Payments for 2000 through, and including, 2013 (subject to certain withholdings and payments into the 
Disputed Payments Account under the MSA described in “BONDHOLDERS’ RISKS —Potential Payment 
Decreases Under the Terms of the MSA”).  See “—Payments Made to Date” below.  Strategic Contribution Fund 
Payments began April 15, 2008 and will continue through April 15, 2017. 

Payments required to be made by the OPMs are calculated annually based on actual domestic shipments of 
cigarettes in the prior calendar year by reference to the OPMs’ domestic shipment of cigarettes in 1997, with 
consideration under certain circumstances for the profitability of each OPM.  Payments to be made by the SPMs are 
recalculated each year based on the Market Share (as defined below) of each individual SPM in relation to the 
Market Share of the OPMs.  For SPMs that became signatories to the MSA within 90 days of its execution, 
payments are recalculated each year based on the Market Share less the Base Share of such SPM in relation to the 
Market Share of the OPMs.  See “—Subsequent Participating Manufacturers” below.  Pursuant to an escrow 
agreement (the “MSA Escrow Agreement”) established in conjunction with the MSA, Annual Payments and 
Strategic Contribution Fund Payments are to be made to Citibank, N.A., as escrow agent (the “MSA Escrow 
Agent”), which in turn will disburse the funds to the Settling States. 

Beginning with the payments due in the year 2000, PricewaterhouseCoopers LLP, the independent auditor 
under the MSA (the “MSA Auditor”) has, among other things, calculated and determined the amount of all 
payments owed pursuant to the MSA, the adjustments, reductions and offsets thereto (and all resulting 
carry-forwards, if any) and the allocation of such payments, adjustments, reductions, offsets and carry-forwards 
among the PMs and among the Settling States.  This information is not publicly available and the MSA Auditor has 
agreed to maintain the confidentiality of all such information, except that the MSA Auditor may provide such 
information to PMs and the Settling States as set forth in the MSA. 

Initial Payments 

Five initial payments, all of which have been paid (the “Initial Payments”) were made only by the OPMs.  
In December 1998, the OPMs collectively made an up front Initial Payment of $2.40 billion.  The 2000 Initial 
Payment, which had a scheduled base amount of $2.47 billion, was paid in December 1999 in the approximate 
amount of $2.13 billion due to various adjustments.  The 2001 Initial Payment, which had a scheduled base amount 
of $2.55 billion, was paid in December 2000 in the approximate amount of $2.04 billion after taking into account 
various adjustments and an earlier overpayment.  The 2002 Initial Payment, which had a scheduled base amount of 
$2.62 billion, was paid in December 2001, in the approximate amount of $1.89 billion after taking into account 
various adjustments and a deposit made to the Disputed Payments Account.  Approximately $204 million, which 
was substantially all of the money previously deposited in the Disputed Payments Account for payment to the 
Settling States, was distributed to the Settling States with the Annual Payment due April 15, 2002.  The 2003 Initial 
Payment, which had a scheduled base amount of $2.7 billion, was paid in December 2002 and January 2003, in the 
approximate amount of $2.14 billion after taking into account various adjustments. 

Annual Payments 

The OPMs and the other PMs are required to make Annual Payments on each April 15 in perpetuity.  Most 
of the PMs made the first fourteen Annual Payments due April 15 in each of the years 2000 through 2013.  The 
scheduled base amounts of the Annual Payments and approximate amounts actually paid after application of 
adjustments discussed herein are set forth in the following table: 

                                                           
† VIBO Corporation, Inc., d/b/a General Tobacco, ceased production of cigarettes in 2010 and has defaulted upon 
certain of its MSA payments. General Tobacco has stated that it will be unable to make any back payments it owes 
under the MSA. 
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Annual Payments 

Year Base Amount Adjusted Payment** Year Base Amount Adjusted Payment** 

2000* $4,500,000,000 $3,500,000,000 2010* $8,139,000,000 $5,700,000,000 
2001* 5,000,000,000 4,100,000,000 2011* 8,139,000,000 5,400,000,000 
2002* 6,500,000,000 5,200,000,000 2012* 8,139,000,000 5,500,000,000 
2003* 6,500,000,000 5,100,000,000 2013* 8,139,000,000 6,700,000,000*** 
2004* 8,000,000,000 6,200,000,000 2014 8,139,000,000 - 
2005* 8,000,000,000 6,300,000,000 2015 8,139,000,000 - 
2006* 8,000,000,000 5,800,000,000 2016 8,139,000,000 - 
2007* 8,000,000,000 6,000,000,000 2017 8,139,000,000 - 
2008* 8,139,000,000 6,200,000,000 Thereafter 9,000,000,000 - 
2009* 8,139,000,000 6,300,000,000    

__________________ 
* The Annual Payments from 2000 through 2013 have been made.  Subsequent adjustments to Annual Payments for a given year may impact 

Annual Payments due in subsequent years. 
** Amounts are approximate. 
*** Includes adjustments resulting from the NPM Adjustment Settlement Term Sheet signed by the State. 
 

The respective portion of each base amount applicable to each OPM is calculated by multiplying the base 
amount by the OPM’s Relative Market Share (defined below) during the preceding calendar year.  The base annual 
payments in the above table will be increased by at least the minimum 3% Inflation Adjustment, adjusted by the 
Volume Adjustment, reduced by the Previously Settled States Reduction (each such term as defined below), and 
further adjusted by the other adjustments described below.  Each SPM has Annual Payment obligations under the 
MSA (separate from the payment obligations of the OPMs) according to its Market Share.  However, any SPM that 
became a party to the MSA within 90 days after it became effective pays only if its Market Share exceeds the higher 
of its 1998 Market Share or 125% of its 1997 Market Share (such higher share, the “Base Share”). 

“Relative Market Share” is defined as an OPM’s percentage share of the number of cigarettes shipped by 
all OPMs in or to the 50 states, the District of Columbia and Puerto Rico (defined hereafter as the “United States”), 
as measured by the OPM’s reports of shipments to Management Science Associates, Inc. (“MSAI”) (or any 
successor acceptable to all the OPMs and a majority of the attorneys general of the Settling States who are also 
members of the NAAG executive committee).  The term “cigarette” is defined in the MSA to mean any product that 
contains nicotine, is intended to be burned, contains tobacco and is likely to be offered to, or purchased by, 
consumers as a cigarette and includes “roll-your-own” tobacco. 

The base amounts shown in the table above are subject to the following adjustments applied in the 
following order: 

• the Inflation Adjustment, 
• the Volume Adjustment, 
• the Previously Settled States Reduction, 
• the Non-Settling States Reduction, 
• the NPM Adjustment, 
• the Offset for Miscalculated or Disputed Payments, 
• the Litigating Releasing Parties Offset, and 
• the Offset for Claims-Over. 

 
Application of these adjustments resulted in a material reduction of the Annual Payments due to the State 

from the scheduled base amounts for the years 2000 through 2013, as discussed below under the caption “—
Payments Made to Date.” 

Strategic Contribution Fund Payments 

The OPMs are also required to make Strategic Contribution Fund Payments on April 15 of each year from 
2008 through 2017.  The base amount of each Strategic Contribution Fund Payment is $861 million.  The respective 
portion of each base amount applicable to each OPM is calculated by multiplying the base amount by the OPM’s 
Relative Market Share during the preceding calendar year.  The SPMs will be required to make Strategic 
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Contribution Fund Payments if their market share increases above their respective Base Shares.  See “—Subsequent 
Participating Manufacturers.” 

The base amounts of the Strategic Contribution Fund Payments are subject to the following adjustments 
applied in the following order: 

• the Inflation Adjustment, 
• the Volume Adjustment, 
• the Non-Settling States Reduction, 
• the NPM Adjustment, 
• the Offset for Miscalculated or Disputed Payments, 
• the Litigating Releasing Parties Offset, and 
• the Offset for Claims-Over. 

 
Adjustments to Payments 

The base amounts of the Initial Payments were, and the Annual Payments and Strategic Contribution Fund 
Payments described above are, subject to certain adjustments to be applied sequentially and in accordance with 
formulas contained in the MSA. 

Inflation Adjustment 

The base amounts of the Annual Payments and Strategic Contribution Fund Payments are increased each 
year to account for inflation.  The increase in each year will be 3% or a percentage equal to the percentage increase 
in the Consumer Price Index (the “CPI”) (or such other similar measures as may be agreed to by the Settling States 
and the PMs) for the preceding year, whichever is greater (the “Inflation Adjustment”).  The inflation adjustment 
percentages are compounded annually on a cumulative basis beginning in 1999 and were first applied in 2000. 

Volume Adjustment 

Each of the Initial Payments was, and each of the Annual Payments and Strategic Contribution Fund 
Payments is, increased or decreased by an adjustment which accounts for fluctuations in the number of cigarettes 
shipped by the OPMs in or to the United States (the “Volume Adjustment”). 

If the aggregate number of cigarettes shipped in or to the United States by the OPMs in any given year (the 
“Actual Volume”) is greater than 475,656,000,000 cigarettes (the “Base Volume”), the base amount allocable to 
the OPMs is adjusted to equal the base amount (in the case of Annual Payments and Strategic Contribution Fund 
Payments, after application of the Inflation Adjustment) multiplied by a ratio, the numerator of which is the Actual 
Volume and the denominator of which is the Base Volume. 

If the Actual Volume in a given year is less than the Base Volume, the base amount due from the OPMs (in 
the case of Annual Payments and Strategic Contribution Fund Payments, after application of the Inflation 
Adjustment) is decreased by 98% of the percentage by which the Actual Volume is less than the Base Volume, 
multiplied by such base amount.  If, however, the aggregate operating income of the OPMs from sales of cigarettes 
in the United States during the year (the “Actual Operating Income”) is greater than $7,195,340,000, as adjusted 
for inflation in accordance with the Inflation Adjustment (the “Base Operating Income”), all or a portion of the 
volume reduction is added back (the “Income Adjustment”).  The amount by which the Actual Operating Income 
of the OPMs exceeds the Base Operating Income is multiplied by the percentage of the allocable shares under the 
MSA represented by Settling States in which State-Specific Finality (as defined below) has been reached and 
divided by four, then added to the payment due.  However, in no case will the amount added back due to the 
increase in operating income exceed the amount deducted due to the decrease in domestic volume.  Any add-back 
due to an increase in Actual Operating Income will be allocated among the OPMs on a pro rata basis in accordance 
with their respective increases in Actual Operating Income over 1997 Base Operating Income. 
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Previously Settled States Reduction 

The base amounts of the Annual Payments (as adjusted by the Inflation Adjustment and the Volume 
Adjustment, if any) are subject to a reduction reflecting the four states that had settled with the OPMs prior to the 
adoption of the MSA (Mississippi, Florida, Texas and Minnesota) (the “Previously Settled States Reduction”).  
The Previously Settled States Reduction reduces by 12.4500000% each applicable payment on or before 
December 31, 2007, by 12.2373756% each applicable payment between January 1, 2008 and December 31, 2017, 
and by 11.0666667% each applicable payment on or after January 1, 2018.  The SPMs are not entitled to any 
reduction pursuant to the Previously Settled States Reduction.  Initial Payments were not, and Strategic Contribution 
Fund Payments are not, subject to the Previously Settled States Reduction. 

Non-Settling States Reduction 

In the event that the MSA terminates as to any Settling State, the remaining Annual Payments and Strategic 
Contribution Fund Payments, if any, due from the PMs will be reduced to account for the absence of such state.  
This adjustment has no effect on the amounts to be collected by states which remain a party to the MSA, and the 
reduction is therefore not detailed. 

Non-Participating Manufacturers Adjustment 

The “NPM Adjustment” is based upon market share increases, measured by domestic sales of cigarettes 
by NPMs, and operates to reduce the payments of the PMs under the MSA in the event that the PMs incur losses in 
market share to NPMs during a calendar year as a result of the MSA.  The description that follows is a description of 
the NPM Adjustment as it exists under the terms of the MSA, but terms of the calculation and application of the 
NPM Adjustment have been modified for Term Sheet Signatories (including the State) under the NPM Adjustment 
Settlement Term Sheet, as described below under “—Potential Payment Decreases Under the Terms of the MSA —
Recent Developments Regarding NPM Adjustment Settlement and Award.”  See also “APPENDIX E - NPM 
ADJUSTMENT STIPULATED PARTIAL SETTLEMENT AND AWARD, SETTLEMENT TERM SHEET, AND 
MEMORANDUM OF UNDERSTANDING.” 

Under the MSA, three conditions must be met in order to trigger an NPM Adjustment:  (1) the aggregate 
market share of the PMs in any year must fall more than 2% below the aggregate market share held by those same 
PMs in 1997, (2) a nationally recognized firm of economic consultants must determine that the disadvantages 
experienced as a result of the provisions of the MSA were a significant factor contributing to the market share loss 
for the year in question, and (3) the Settling States in question must be proven to not have diligently enforced their 
Qualifying Statutes.  The NPM Adjustment is applied to the subsequent year’s Annual Payment and Strategic 
Contribution Fund Payment and the decrease in total funds available as a result of the NPM Adjustment is then 
allocated on a pro rata basis among those Settling States that have been found (i) to not diligently enforce their 
Qualifying Statutes, or (ii) to have enacted a Model Statute or a Qualifying Statute that is declared invalid or 
unenforceable by a court of competent jurisdiction.  The 1997 market share percentage for the PMs, less 2%, is 
defined in the MSA as the “Base Aggregate Participating Manufacturer Market Share.”  If the PMs’ actual 
aggregate market share is between 0% and 16 ⅔% less than the Base Aggregate Participating Manufacturer Market 
Share, the amounts paid by the PMs would be decreased by three times the percentage decrease in the PMs’ actual 
aggregate market share.  If, however, the aggregate market share loss from the Base Aggregate Participating 
Manufacturer Market Share is greater than 16 ⅔%, the NPM Adjustment will be calculated as follows: 

NPM Adjustment = 50% + 
[50% / (Base Aggregate Participating Manufacturer Market Share – 16⅔%)] 

x [market share loss – 16⅔%] 
 

Regardless of how the NPM Adjustment is calculated, it is always subtracted from, and may not exceed, 
the total Annual Payments and Strategic Contribution Fund Payments due from the PMs in any given year.  The 
NPM Adjustment for any given year for a specific state cannot exceed the amount of Annual Payments and Strategic 
Contribution Fund Payments due to such state.  The NPM Adjustment applies only to the Annual Payments and 
Strategic Contribution Fund Payments, and does not apply at all if the number of cigarettes shipped in or to the 
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United States in the year prior to the year in which the payment is due by all manufacturers that were PMs prior to 
December 7, 1998 exceeds the number of cigarettes shipped in or to the United States by all such PMs in 1997. 

The NPM Adjustment is also state-specific, in that a Settling State may avoid or mitigate the effects of an 
NPM Adjustment by enacting and diligently enforcing a Model Statute or a Qualifying Statute.  Any Settling State 
that adopts and diligently enforces a Model Statute or a Qualifying Statute is exempt from the NPM Adjustment.  
The State has adopted a Model Statute, which is a Qualifying Statute, and by letters dated September 17, 2001 and 
June 12, 2013, the OPMs confirmed that the State has in effect a Model Statute or a Qualifying Statute within the 
meaning of the MSA.  See “—MSA Provisions Relating to Model/Qualifying Statues —Louisiana Qualifying 
Statute” below.  The decrease in total funds available due to the NPM Adjustment is allocated on a pro rata basis 
among those Settling States that either (i) did not enact and diligently enforce a Model Statute or Qualifying Statute, 
or (ii) enacted a Model Statute or a Qualifying Statute that is declared invalid or unenforceable by a court of 
competent jurisdiction.  If a Settling State enacts and diligently enforces a Qualifying Statute that is a Model Statute 
but it is declared invalid or unenforceable by a court of competent jurisdiction, the NPM Adjustment for any given 
year will not exceed 65% of the amount of such state’s allocated payment for the subsequent year.  If a Qualifying 
Statute that is not a Model Statute is held invalid or unenforceable, however, such state is not entitled to any 
protection from the NPM Adjustment.  Moreover, if a state adopts a Model Statute or a Qualifying Statute but then 
repeals it or amends it in such fashion that it is no longer a Qualifying Statute, then such state will no longer be 
entitled to any protection from the NPM Adjustment.  At all times, a state’s protection from the NPM Adjustment is 
conditioned upon the diligent enforcement of its Model Statute or Qualifying Statute, as the case may be.  See 
“BONDHOLDERS’ RISKS —Potential Payment Decreases Under the Terms of the MSA” above and “—MSA 
Provisions Relating to Model/Qualifying Statutes” below.  See also “—‘Most Favored Nation’ Provisions” below.   

Offset for Miscalculated or Disputed Payments 

If the MSA Auditor receives notice of a miscalculation of an Initial Payment made by an OPM, an Annual 
Payment made by a PM within four years, or a Strategic Contribution Fund Payment made by a PM within four 
years, the MSA Auditor will recalculate the payment and make provisions for rectifying the error (the “Offset for 
Miscalculated or Disputed Payments”).  There are no time limits specified for recalculations although the MSA 
Auditor is required to determine amounts promptly.  Disputes as to determinations by the MSA Auditor may be 
submitted to binding arbitration governed by the Federal Arbitration Act.  In the event that mispayments have been 
made, they will be corrected through payments with interest (in the event of underpayments) or withholdings with 
interest (in the event of overpayments).  Interest will be at the prime rate, except where a party fails to pay 
undisputed amounts or fails to provide necessary information readily available to it, in which case a penalty rate of 
prime plus 3% applies.  If a PM disputes any required payment, it must determine whether any portion of the 
payment is undisputed and pay that amount for disbursement to the Settling States.  The disputed portion may be 
paid into the Disputed Payments Account pending resolution of the dispute, or may be withheld.  Failure to pay such 
disputed amounts into the Disputed Payments Account can result in liability for interest at the penalty rate if the 
disputed amount was in fact properly due and owing. See “BONDHOLDERS’ RISKS —Potential Payment 
Decreases Under the Terms of the MSA.” 

Litigating Releasing Parties Offset 

If any Releasing Party initiates litigation against a PM for any of the claims released in the MSA, the PM 
may be entitled to an offset against such PM’s payment obligation under the MSA (the “Litigating Releasing 
Parties Offset”).  A defendant PM may offset dollar-for-dollar any amount paid in settlement, stipulated judgment 
or litigated judgment against the amount to be collected by the applicable Settling State under the MSA only if the 
PM has taken all ordinary and reasonable measures to defend that action fully and only if any settlement or 
stipulated judgment was consented to by the state attorney general.  The Litigating Releasing Parties Offset is 
state-specific.  Any reduction in MSA payments as a result of the Litigating Releasing Parties Offset would apply 
only to the Settling State of the Releasing Party. 

Offset for Claims-Over 

If a Releasing Party pursues and collects on a released claim against an NPM or a retailer, supplier or 
distributor arising from the sale or distribution of tobacco products of any NPM or the supply of component parts of 
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tobacco products to any NPM (collectively, the “Non-Released Parties), and the Non-Released Party in turn 
successfully pursues a claim for contribution or indemnification against a Released Party (as defined herein), the 
Releasing Party must (i) reduce or credit against any judgment or settlement such Releasing Party obtains against the 
Non-Released Party the full amount of any judgment or settlement such Non-Released Party may obtain against the 
Released Party, and (ii) obtain from such Non-Released Party for the benefit of such Released Party a satisfaction in 
full of such Non-Released Party’s judgment or settlement against the Released Party.  In the event that such 
reduction or satisfaction in full does not fully relieve the Released Party of its duty to pay to the Non-Released Party, 
the PM is entitled to a dollar-for-dollar offset from its payment to the applicable Settling State (the “Offset for 
Claims-Over”).  For purposes of the Offset for Claims-Over, any person or entity that is enumerated in the 
definition of Releasing Party set forth above is treated as a Releasing Party without regard to whether the applicable 
attorney general had the power to release claims of such person or entity.  The Offset for Claims-Over is 
state-specific and would apply only to MSA payments owed to the Settling State of the Releasing Party. 

Subsequent Participating Manufacturers 

SPMs are obligated to make Annual Payments and Strategic Contribution Fund Payments which are made 
at the same times as the Annual Payments and Strategic Contribution Fund Payments to be made by OPMs.  Annual 
Payments and Strategic Contribution Fund Payments for SPMs are calculated differently, however, from Annual 
Payments and Strategic Contribution Fund Payments for OPMs.  Each SPM’s payment obligation is determined 
according to its market share if, and only if, its “Market Share” (defined in the MSA to mean a manufacturer’s 
share, expressed as a percentage, of the total number of cigarettes sold in the United States in a given year, as 
measured by excise taxes (or similar taxes, in the case of Puerto Rico)), for the year preceding the payment exceeds 
its Base Share.  If an SPM executes the MSA after February 22, 1999 (i.e., 90 days after the effective date of the 
MSA), its Base Share is deemed to be zero.  Fourteen of the current 52 SPMs signed the MSA on or before the 
February 22, 1999 deadline. 

For each Annual Payment and Strategic Contribution Fund Payment, each SPM is required to pay an 
amount equal to the base amount of the Annual Payment and the Strategic Contribution Fund Payment owed by the 
OPMs, collectively, adjusted for the Volume Adjustment described above but prior to any other adjustments, 
reductions or offsets, multiplied by (i) the difference between that SPM’s Market Share for the preceding year and 
its Base Share, divided by (ii) the aggregate Market Share of the OPMs for the preceding year.  Other than the 
application of the Volume Adjustment, payments by the SPMs are also subject to the same adjustments (including 
the Inflation Adjustment), reductions and offsets as are the payments made by the OPMs, with the exception of the 
Previously Settled States Reduction. 

Because the Annual Payments and Strategic Contribution Fund Payments to be made by the SPMs are 
calculated in a manner different from the calculations for Annual Payments and Strategic Contribution Fund 
Payments to be made by the OPMs, a change in market share between the OPMs and the SPMs could cause the 
amount of Annual Payments and Strategic Contribution Fund Payments required to be made by the PMs in the 
aggregate to be greater or less than the amount that would be payable if their market share remained the same.  In 
certain circumstances, an increase in the market share of the SPMs could increase the aggregate amount of Annual 
Payments and Strategic Contribution Fund Payments because the Annual Payments and Strategic Contribution Fund 
Payments to be made by the SPMs are not adjusted for the Previously Settled States Reduction.  However, in other 
circumstances, an increase in the market share of the SPMs could decrease the aggregate amount of Annual 
Payments and Strategic Contribution Fund Payments because the SPMs are not required to make any Annual 
Payments or Strategic Contribution Fund Payments unless their market share increases above their Base Share, or 
because of the manner in which the Inflation Adjustment is applied to each SPM’s payments. 

Payments Made to Date 

As required, the OPMs have made all of the Initial Payments, most PMs have made Annual Payments since 
2000 and Strategic Contribution Fund Payments since 2008, and the MSA Escrow Agent has disbursed to the State 
its allocable portions thereof and certain other amounts under the MSA totaling approximately $2.185 billion to 
date, according to NAAG as of April 24, 2013.  Under the MSA, the computation of Initial Payments, Annual 
Payments and Strategic Contribution Fund Payments by the MSA Auditor is confidential and may not be used for 
purposes other than those stated in the MSA.  
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Payments Made to Date 

Payment Year 

 
The State’s 

Actual Receipts1 
60% State TSRs 

Sold to the Corporation 
   

1999 $104,189,880 $         - 
2000   129,755,835                            - 
2001   136,986,551                            - 
2002   156,228,531 93,737,118 
2003   130,737,533 78,442,520 
2004   141,771,637 85,062,982 
2005   143,779,093 86,267,456 
2006   131,547,671 78,928,602 
2007   136,903,585 82,142,151 
2008   160,626,243 96,375,746 
2009   175,503,258 105,301,955 
2010   146,822,830 88,093,698 
2011   138,518,654 83,111,193 
2012   141,240,460 84,744,276 

  2013 2   210,625,656 126,375,393 
_________________ 
1 As reported by NAAG. Includes the 40% of Tobacco Settlement Revenues allocable to the State that was not sold to the 

Corporation. 
2 Reflects the April 2013 distribution to the State based on implementation of the NPM Adjustment Settlement Term Sheet. 

 

The terms of the MSA relating to such payments and various adjustments thereto are described above under 
the captions “―Initial Payments”, “―Annual Payments”, “―Strategic Contribution Fund Payments” and 
“―Adjustment to Payments.”  One or more of the PMs are disputing or have disputed the calculations of some of 
the Initial Payments for the years 2000 through 2003, and some Annual Payments for the years 2000 through 2013.  
In addition, subsequent revisions in the information delivered to the MSA Auditor (on which the MSA Auditor’s 
calculations of the Initial Payments and Annual Payments are based) have in the past and may in the future result in 
a recalculation of the payments shown above. Such revisions may also result in routine recalculation of future 
payments.  No assurance can be given as to the magnitude of any such recalculation and such recalculation could 
trigger the Offset for Miscalculated or Disputed Payments. 

“Most Favored Nation” Provisions 

In the event that any non-foreign governmental entity other than the federal government should reach a 
settlement of released claims with PMs that provides more favorable terms to the governmental entity than does the 
MSA to the Settling States, the terms of the MSA will be modified to match those of the more favorable settlement.  
Only the non-economic terms may be considered for comparison. 

In the event that any Settling State should reach a settlement of released claims with NPMs that provides 
more favorable terms to the NPMs than the MSA does to the PMs, or relieves in any respect the obligation of any 
PM to make payments under the MSA, the terms of the MSA will be deemed modified to match the NPM settlement 
or such payment terms, but only with respect to the particular Settling State. In no event will the adjustments 
discussed in this paragraph modify the MSA with regard to other Settling States.  See “BONDHOLDERS’ RISKS 
―Potential Payment Decreases Under the Terms of the MSA.” 

State-Specific Finality and Final Approval 

The MSA provides that payments could not be disbursed to the individual Settling States until the 
occurrence of each of two events:  State-Specific Finality and Final Approval. 

“State-Specific Finality” means, with respect to an individual Settling State, that (i) such state has settled 
its pending or potential litigation against the tobacco companies with a consent decree, which decree has been 
approved and entered by a court within the Settling State and (ii) the time for all appeals against the consent decree 
has expired.  All Settling States have achieved State-Specific Finality. 
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“Final Approval” marks the approval of the MSA by the Settling States and means the earlier of (i) the 
date on which at least 80% of the Settling States, both in terms of number and dollar volume entitlement to the 
proceeds of the MSA, have reached State-Specific Finality, or (ii) June 30, 2000.  Final Approval was achieved on 
November 12, 1999. 

Disbursement of Funds from Escrow 

The MSA Auditor makes all calculations necessary to determine the amounts to be paid by each PM, as 
well as the amounts to be disbursed to each of the Settling States.  Not less than 40 days prior to the date on which 
any payment is due, the MSA Auditor must provide copies of the disbursement calculations to all parties to the 
MSA, who must within 30 days prior to the date on which such payment is due advise the other parties if it 
questions or challenges the calculations.  The final calculation is due from the MSA Auditor not less than 15 days 
prior to the payment due date.  The calculation is subject to further adjustments if previously missing information is 
received.  In the event of a challenge to the calculations, the non-challenged part of a payment will be processed in 
the normal course.  Challenges will be submitted to binding arbitration.  The information provided by the MSA 
Auditor to the State with respect to calculations of amounts to be paid by PMs is confidential under the terms of the 
MSA and may not be disclosed to the Corporation or the Bondholders. 

Disbursement of the funds by the MSA Escrow Agent from the escrow accounts will occur within ten 
business days of receipt of the particular funds.  The MSA Escrow Agent will disburse the funds due to, or as 
directed by, each Settling State in accordance with instructions received from that state. 

Advertising and Marketing Restrictions; Educational Programs 

The MSA prohibits the PMs from certain advertising, marketing and other activities that may promote the 
sale of cigarettes and smokeless tobacco products (“Tobacco Products”).  Under the MSA, the PMs are generally 
prohibited from targeting persons under 18 years of age within the Settling States in the advertising, promotion or 
marketing of Tobacco Products and from taking any action to initiate, maintain or increase smoking by underage 
persons within the Settling States.  Specifically, the PMs may not:  (i) use any cartoon characters in advertising, 
promoting, packaging or labeling Tobacco Products; (ii) distribute any free samples of Tobacco Products except in a 
restricted facility where the operator thereof is able to ensure that no underage persons are present; or (iii) provide to 
any underage person any item in exchange for the purchase of Tobacco Products or for the furnishing of 
proofs-of-purchase coupons.  The PMs are also prohibited from placing any new outdoor and transit advertising, and 
are committed to remove any existing outdoor and transit advertising for Tobacco Products in the Settling States.  
Other examples of prohibited activities include, subject to limited exceptions:  (i) the sponsorship of any athletic, 
musical, artistic or other social or cultural event in exchange for the use of tobacco brand names as part of the event; 
(ii) the making of payments to anyone to use, display, make reference to or use as a prop any Tobacco Product or 
item bearing a tobacco brand name in any motion picture, television show, theatrical production, music 
performance, commercial film or video game; and (iii) the sale or distribution in the Settling States of any 
non-tobacco items containing tobacco brand names or selling messages. 

In addition, the OPMs have agreed under the MSA to provide funding for the organization and operation of 
a charitable foundation (the “Foundation”) and educational programs to be operated within the Foundation.  The 
main purpose of the Foundation will be to support programs to reduce the use of Tobacco Products by underage 
persons and to prevent diseases associated with the use of Tobacco Products.  Each OPM may be required to pay its 
Relative Market Share of $300,000,000 on April 15 of each year on and after 2004 (as adjusted by the Inflation 
Adjustment, the Volume Adjustment and the Offset for Miscalculated or Disputed Payments) in perpetuity if, during 
the year preceding the year when payment is due, the sum of the Market Shares of the OPMs equals or exceeds 
99.05%.  The Foundation may also be funded by contributions made by other entities. 

Remedies upon the Failure of a PM to Make a Payment 

Each PM is obligated to pay when due the undisputed portions of the total amount calculated as due from it 
by the MSA Auditor’s final calculation.  Failure to pay such portion will render the PM liable for interest thereon 
from the date such payment is due to (but not including) the date paid at the prime rate published from time to time 
by The Wall Street Journal or, in the event The Wall Street Journal is no longer published or no longer publishes 
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such rate, an equivalent successor reference to rate determined by the MSA Auditor, plus three percentage points.  In 
addition, any Settling State may bring an action in court to enforce the terms of the MSA.  Before initiating such 
proceeding, the Settling State is required to provide thirty (30) days’ written notice to the attorney general of each 
Settling State, to NAAG and to each PM of its intent to initiate proceedings. 

Termination of Agreement 

The MSA is terminated as to a Settling State if (i) the MSA or consent decree in that jurisdiction is 
disapproved by a court and the time for an appeal has expired, the appeal is dismissed or the disapproval is affirmed, 
or (ii) the representations and warranties of the attorney general of that jurisdiction relating to the ability to release 
claims are breached or not effectively given.  In addition, in the event that a PM enters bankruptcy and fails to 
perform its financial obligations under the MSA, the Settling States, by vote of at least 75% of the Settling States, 
both in terms of number and of entitlement to the proceeds of the MSA, may terminate certain financial obligations 
of that particular manufacturer under the MSA. 

The MSA provides that if it is terminated, then the statute of limitations with respect to released claims will 
be tolled from the date the Settling State signed the MSA until the later of the time permitted by applicable law or 
one year from the date of termination and the parties will jointly move for the reinstatement of the claims and 
actions dismissed pursuant to the MSA.  The parties will return to the positions they were in prior to the execution of 
the MSA. 

Severability 

By its terms, most of the major provisions of the MSA are not severable from its other terms.  If a court 
materially modifies, renders unenforceable or finds unlawful any non-severable provision, the attorneys general of 
the Settling States and the OPMs are to attempt to negotiate substitute terms.  If any OPM does not agree to the 
substitute terms, the MSA terminates in all Settling States affected by the court’s ruling. 

Amendments and Waivers 

The MSA may be amended by all PMs and Settling States affected by the amendment.  The terms of any 
amendment will not be enforceable against any Settling State which is not a party to the amendment.  Any waiver 
will be effective only against the parties to such waiver and only with respect to the breach specifically waived. 

MSA Provisions Relating to Model/Qualifying Statutes 

General 

The MSA sets forth the schedule and calculation of payments to be made by OPMs to the Settling States.  
As described above, the Annual Payments and Strategic Contribution Fund Payments are subject to, among other 
adjustments and reductions, the NPM Adjustment, which may reduce the amount of money that a Settling State 
receives pursuant to the MSA.  The NPM Adjustment will reduce payments of a PM if such PM experiences certain 
losses of market share in the United States as a result of participation in the MSA. 

Settling States may eliminate or mitigate the effect of the NPM Adjustment by taking certain actions, 
including the adoption and diligent enforcement of a statute, law, regulation or rule (a “Qualifying Statute” or 
“Escrow Statute”) which eliminates the cost disadvantages that PMs experience in relation to NPMs as a result of 
the provisions of the MSA.  “Qualifying Statute”, as defined in Section IX(d)(2)(E) of the MSA, means a statute, 
regulation, law, and/or rule adopted by a Settling State that “effectively and fully neutralizes the cost disadvantages 
that PMs experience vis-à-vis NPMs within such Settling State as a result of the provisions of the MSA.”  Exhibit T 
to the MSA sets forth a model form of Qualifying Statute (the “Model Statute”) that will qualify as a Qualifying 
Statute so long as the statute is enacted without modification or addition (except for particularized state procedural 
or technical requirements) and is not enacted in conjunction with any other legislative or regulatory proposal.  The 
MSA also provides a procedure by which a Settling State may enact a statute that is not a Model Statute and receive 
a determination from a nationally recognized firm of economic consultants that such statute is a Qualifying Statute.  
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See “BONDHOLDERS’ RISKS ― Potential Payment Decreases under the Terms of the MSA” and 
“BONDHOLDERS’ RISKS ― If Litigation Challenging the MSA, the Qualifying Statutes and Related Legislation 
Were Successful, Payments under the MSA Might be Suspended or Terminated.” 

If a Settling State continuously has a Qualifying Statute in full force and effect and diligently enforces the 
provisions of such statute, the MSA states that the payments allocated to such Settling State will not be subject to a 
reduction due to the NPM Adjustment.  Furthermore, the MSA dictates that the aggregate amount of the NPM 
Adjustment is to be allocated, in a pro rata manner, among all Settling States that do not adopt and diligently enforce 
a Qualifying Statute.  In addition, if the NPM Adjustment allocated to a particular Settling State exceeds its 
allocated payment that excess is to be reallocated equally among the remaining Settling States that have not adopted 
and diligently enforced a Qualifying Statute.  Thus, Settling States that do not adopt and diligently enforce a 
Qualifying Statute will receive reduced allocated payments if an NPM Adjustment is in effect.  The MSA provides 
an economic incentive for most states to adopt and diligently enforce a Qualifying Statute.  The State has enacted a 
Model Statute, which is a Qualifying Statute. 

The MSA provides that if a Settling State enacts a Qualifying Statute that is a Model Statute and uses its 
best efforts to keep a Model Statute in effect, but a court invalidates the statute, then, although that state remains 
subject to the NPM Adjustment, the NPM Adjustment is limited to no more, on a yearly basis, than 65% of the 
amount of such state’s allocated payment (including reallocations described above).  The determination from a 
nationally recognized firm of economic consultants that a statute constitutes a Qualifying Statute is subject to 
reconsideration in certain circumstances and such statute may later be deemed not to constitute a Qualifying Statute.  
In the event that a Qualifying Statute that is not a Model Statute is invalidated or declared unenforceable by a court, 
or, upon reconsideration by a nationally recognized firm of economic consultants, is determined not to be a 
Qualifying Statute, the Settling State that adopted such statute will become fully subject to the NPM Adjustment.  
Moreover, if a state adopts a Model Statute or a Qualifying Statute but then repeals it or amends it in such fashion 
that it is no longer a Qualifying Statute, then such state will no longer be entitled to any protection from the NPM 
Adjustment.  At all times, a state’s protection from the NPM Adjustment is conditioned upon the diligent 
enforcement of its Model Statute or Qualifying Statute, as the case may be. 

Summary of the Model Statute 

One of the objectives of the MSA (as set forth in the Findings and Purpose section of the Model Statute) is 
to shift the financial burdens of cigarette smoking from the Settling States to the tobacco product manufacturers.  
The Model Statute provides that any tobacco manufacturer who does not join the MSA would be subject to the 
provisions of the Model Statute because, as provided under the MSA, 

[i]t would be contrary to the policy of the state if tobacco product manufacturers who 
determine not to enter into such a settlement could use a resulting cost advantage to 
derive large, short-term profits in the years before liability may arise without ensuring 
that the state will have an eventual source of recovery from them if they are proven to 
have acted culpably.  It is thus in the interest of the state to require that such 
manufacturers establish a reserve fund to guarantee a source of compensation and to 
prevent such manufacturers from deriving large, short-term profits and then becoming 
judgment-proof before liability may arise. 

Accordingly, pursuant to the Model Statute, a tobacco manufacturer that is an NPM under the MSA must 
deposit an amount for each cigarette that constitutes a “unit sold” into an escrow account (which amount increases 
on a yearly basis, as set forth in the Model Statute). 

The amounts deposited into the escrow accounts by the NPMs may only be used in limited circumstances.  
Although the NPM receives the interest or other appreciation on such funds, the principal may only be released (i) to 
pay a judgment or settlement on any claim of the type that would have been released by the MSA brought against 
such NPM by the applicable Settling State or any Releasing Party located within such state; (ii) with respect to 
Settling States that have enacted and have in effect Allocable Share Release Amendments (described below in the 
next paragraph), to the extent that the NPM establishes that the amount it was required to deposit into the escrow 
account was greater than the total payments that such NPM would have been required to make if it had been a PM 
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under the MSA (as determined before certain adjustments or offsets) or, with respect to Settling States that do not 
have in effect such Allocable Share Release Amendments, to the extent that the NPM establishes that the amount it 
was required to deposit into the escrow account was greater than such state’s allocable share of the total payments 
that such NPM would have been required to make if it had been a PM under the MSA (as determined before certain 
adjustments or offsets); or (iii) 25 years after the date that the funds were placed into escrow (less any amounts paid 
out pursuant to (i) or (ii)). 

In recent years legislation has been enacted in all of the Settling States, including the State, except 
Missouri, to amend the Qualifying or Model Statutes in those states by eliminating the reference to the allocable 
share and limiting the possible release an NPM may obtain under a Model Statute to the excess above the total 
payment that the NPM would have paid for its cigarettes had it been a PM (each an “Allocable Share Release 
Amendment”).  NAAG has endorsed these legislative efforts.  A majority of the PMs, including all OPMs, have 
indicated their agreement in writing that in the event a Settling State enacts legislation substantially in the form of 
the model Allocable Share Release Amendment, such Settling State’s previously enacted Model Statute or 
Qualifying Statute will continue to constitute a Model Statute or a Qualifying Statute within the meaning of the 
MSA. 

If the NPM fails to place funds into escrow as required, the attorney general of the applicable Settling State 
may bring a civil action on behalf of the state against the NPM.  If a court finds that an NPM violated the statute, it 
may impose civil penalties in the following amounts:  (i) an amount not to exceed 5% of the amount improperly 
withheld from escrow per day of the violation and in an amount not to exceed 100% of the original amount 
improperly withheld from escrow; (ii) in the event of a knowing violation, an amount not to exceed 15% of the 
amount improperly withheld from escrow per day of the violation and in an amount not to exceed 300% of the 
original amount improperly withheld from escrow; and (iii) in the event of a second knowing violation, the court 
may prohibit the NPM from selling cigarettes to consumers within such state (whether directly or through a 
distributor, retailer or similar intermediary) for a period not to exceed two years.  NPMs include foreign tobacco 
manufacturers that intend to sell cigarettes in the United States that do not themselves engage in an activity in the 
United States but may not include the wholesalers of such cigarettes.  However, enforcement of a Model Statute 
against such foreign manufacturers that do not do business in the United States may be difficult.  See 
“BONDHOLDERS’ RISKS —Litigation Challenging the MSA, the Qualifying Statutes and Related Legislation.” 

Louisiana Qualifying Statute 

The Qualifying Statute adopted by the State, in the form of a Model Statute attached to the MSA as Exhibit 
T with certain modifications approved by the OPMs, is codified at Louisiana Revised Statutes 13:5061 through 
13:5063 and became effective on July 1, 1999.  By letters dated September 17, 2001 and June 12, 2013, the OPMs 
confirmed that the State has in effect a Model Statute or a Qualifying Statute within the meaning of the MSA.  See 
“SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Litigation Challenging the MSA, the 
Qualifying Statutes and Related Legislation.” 

In 2000, the State enacted an Allocable Share Release Amendment to amend its Qualifying Statute.  The 
amendment changed the release calculation from being based on the State’s allocable share of the payments the 
NPM would have made if it were a signatory to the MSA to being based on the payments that the NPM would have 
made as a signatory to the MSA on account of units sold in the State by the NPM.  “Units sold” is defined in the 
State’s Qualifying Statute as the number of individual cigarettes sold in the State by the applicable tobacco product 
manufacturer, whether directly or through a distributor, retailer or similar intermediary or intermediaries, during the 
year in question, as measured by excise taxes collected by the State on packs, or “roll-your-own” tobacco containers, 
bearing the excise tax stamp of the State.  A majority of the PMs, including all three OPMs, had indicated in writing 
that in the event a Settling State enacted legislation substantially in the form of the model Allocable Share Release 
Amendment, the Settling State’s previously enacted Qualifying Statute would continue to constitute a Model Statute 
and a Qualifying Statute within the meaning of the MSA.  The State’s Allocable Share Release Amendment is in the 
form of the model Allocable Share Release Amendment. 

Pursuant to R.S. 13:5063 of the State’s Qualifying Statute, each tobacco product manufacturer that elects to 
place funds into escrow pursuant to the State’s Qualifying Statute will annually certify to the Attorney General of 
the State that it is in compliance with the State’s Qualifying Statute.  The Attorney General of the State may bring a 
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civil action on behalf of the State against any tobacco product manufacturer that fails to place into escrow the funds 
required under the State’s Qualifying Statute.  Any tobacco product manufacturer that fails in any year to place into 
escrow the funds required under the State’s Qualifying Statute will: (a) be required within fifteen days to place such 
funds into escrow as will bring it into compliance and the court, upon a finding of a violation of the State’s 
Qualifying Statute, may impose a civil penalty in an amount not to exceed 5% of the amount improperly withheld 
from escrow per day of the violation and in a total amount not to exceed 100% of the original amount improperly 
withheld from escrow; (b) in the case of a knowing violation, be required within fifteen days to place such funds into 
escrow as will bring it into compliance with the State’s Qualifying Statute; the court, upon a finding of a knowing 
violation of the State’s Qualifying Statute, may impose a civil penalty in an amount not to exceed 15% of the 
amount improperly withheld from escrow per day of the violation and in a total amount not to exceed 300% of the 
original amount improperly withheld from escrow; and (c) in the case of a second knowing violation, be prohibited 
from selling cigarettes to consumers within the State whether directly or through a distributor, retailer, or similar 
intermediary for a period not to exceed two years.  Each failure to make an annual deposit required under the State’s 
Qualifying Statute constitutes a separate violation. 

The State’s Attorney General assisted in drafting legislation to amend the State’s Qualifying Statute in 
order to enable the State to fully implement the NPM Adjustment Stipulated Partial Settlement and Award as it 
applies to the State.  The legislation passed both houses of the State legislature as of June 6, 2013 and was signed by 
the Governor of the State on June 11, 2013.  The lead counsel to the OPMs acknowledged in a letter dated June 12, 
2013 that the enactment of the new law does not affect the status of the State’s Escrow Statute as a Qualifying 
Statute under the MSA.  While the State believes that the State’s Qualifying Statute as so amended will continue to 
constitute a Qualifying Statute, no assurance can be provided that a PM would not assert otherwise or a court or 
arbitrator would not determine otherwise.  Should it be determined that the amendments to the State’s Qualifying 
Statute cause it to no longer be a Qualifying Statute, then the State will no longer be entitled to any protection from 
the NPM Adjustment, and there could be substantial reductions in the amount of Pledged TSRs available to the 
Corporation to make payments on the Bonds.  See “BONDHOLDERS’ RISKS —Other Risks Relating to the MSA 
and Related Statutes —Amendment to the State’s Qualifying Statute” and “LEGAL CONSIDERATIONS 
RELATING TO PLEDGED TSRs —MSA and Qualifying Statute Enforceability.” 

The State has covenanted in the TSR Purchase Agreement that the State will diligently enforce the 
Qualifying Statute, as contemplated in Section IX(d)(2)(B) of the MSA, and in the NPM Adjustment Settlement 
Term Sheet (as long as the NPM Adjustment Settlement Term Sheet remains binding and enforceable), against all 
Non-Participating Manufacturers selling tobacco products in the State that are not in compliance with the Qualifying 
Statute, in each case in the manner and to the extent deemed necessary in the sole judgment of, and consistent with 
the legal authority and discretion of the Attorney General of the State; provided, however, that the remedies 
available to the Corporation and the Bondholders for any breach of this pledge will be limited to injunctive relief.   

Louisiana Complementary Legislation 

Pursuant to the provisions of the Louisiana Revised Statutes 13:5071 through 13:5077 (the “State’s 
Complementary Legislation”), every tobacco product manufacturer whose cigarettes are sold in the State, whether 
directly or through a distributor, retailer, or similar intermediary or intermediaries, will execute and deliver on a 
form prescribed by the Attorney General of the State a certification to the Secretary of the State’s Department of 
Revenue (the “DOR”) and Attorney General of the State, no later than April 30 of each year, certifying under 
penalty of perjury that, as of the date of such certification, such tobacco product manufacturer either: is a 
participating manufacturer; or is in full compliance with the State’s Qualifying Statute, including all installment 
payments required by the State’s Complementary Legislation. A participating manufacturer will include in its 
certification a list of its brand families.  The participating manufacturer will update such list 30 calendar days prior 
to any addition to or modification of its brand families by executing and delivering a supplemental certification to 
the Attorney General of the State and the Secretary of the DOR.  A nonparticipating manufacturer will include in its 
certification: (i) a list of all of its current and past brand families and the number of units sold for each brand family 
that were sold in the State during the preceding calendar year; (ii) a list of all of its current and past brand families 
that have been sold in the State at any time during the current calendar year; (iii) indicating, by an asterisk, any 
brand family sold in the State during the preceding calendar year that is no longer being sold in the State as of the 
date of such certification; (iv) identifying by name and address any other manufacturer of such brand families in the 
preceding or current calendar year; and (v) any other information required by the State’s Complementary 
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Legislation.  The nonparticipating manufacturer will update such list thirty calendar days prior to any addition to or 
modification of its brand families by executing and delivering a supplemental certification to the Attorney General 
of the State and the Secretary of the DOR.  In the case of a nonparticipating manufacturer, the State’s 
Complementary Legislation requires further certifications as to, among other details, establishment and maintenance 
of a qualified escrow fund.  Furthermore, the State’s Complementary Legislation provides that not later than twenty 
calendar days after the end of each calendar month, and more frequently if so directed by the Secretary of the DOR 
or the Attorney General of the State, each stamping agent will submit such information as the Secretary of the DOR 
and Attorney General of the State require to facilitate compliance with the State’s Complementary Legislation, 
including but not limited to a list by brand family of the total number of cigarettes, or, in the case of roll your own, 
the equivalent stick count, that they purchased from tobacco product manufacturers during the previous calendar 
month or otherwise paid the tax due for such cigarettes.   

In addition, the State’s Complementary Legislation requires that the Attorney General of the State develop 
and make available for public inspection or publish on its website a directory listing all tobacco product 
manufacturers that have provided current and accurate certifications conforming to the requirements described in the 
immediately preceding paragraph and all brand families, including country of origin, that are listed in such 
certifications (the directory), except as specified in the State’s Complementary Legislation.  No person may sell, 
offer, or possess for sale, in the State, or import for personal consumption in the State, cigarettes of a tobacco 
product manufacturer or brand family not included in the directory.  Any cigarettes that have been sold, offered for 
sale, or possessed for sale, in the State, or imported for personal consumption in the State, in violation of the State’s 
Complementary Legislation will be deemed contraband and subject to seizure and forfeiture. 

All of the OPMs and other PMs have provided written assurances that the Settling States have no duty to 
enact Complementary Legislation, that the failure to enact such legislation will not be used in determining whether a 
Settling State has diligently enforced its Qualifying Statute pursuant to the terms of the MSA, and that diligent 
enforcement obligations under the MSA will not apply to the Complementary Legislation.  In addition, the written 
assurances contain an agreement that the Complementary Legislation will not constitute an amendment to a Settling 
State’s Qualifying Statute.  However, a determination that a Settling State’s Complementary Legislation is invalid 
may make enforcement of its Qualifying Statute more difficult, which could lead to an increase in the market share 
of NPMs, resulting in a reduction of Annual Payments and Strategic Contribution Fund Payments under the MSA.  
The Qualifying Statutes and related Complementary Legislation in many Settling States have been challenged on 
various constitutional grounds, including claims based on preemption by federal antitrust laws.  See “—Litigation 
Challenging the MSA, the Qualifying Statutes and Related Legislation” and “—MSA Provisions Relating to 
Model/Qualifying Statutes.” 

Statutory Enforcement Framework and Enforcement Agencies for Louisiana  

State Statutory Enforcement Provisions 

The State’s statutory framework for enforcing laws relating to the manufacture, distribution, sale, 
possession and taxation of cigarettes within the State includes, but is not limited to the State’s Qualifying Statute and 
the State’s Complementary Legislation, known as the Tobacco Master Settlement Complementary Procedures Act 
(as amended, including the Allocable Share Release Amendment to the Qualifying Statute previously described 
herein), as well as the following: 

• The Louisiana Tobacco Tax Act (including cigarette stamping requirements and cigarette and roll-
your-own tobacco tax rates), 

• Cigarette Fire Safety and Firefighter Protection Act of 2007 (effective August 31, 2009) (requiring 
“self-extinguishing” cigarettes, and written certifications filed with the Louisiana State Fire 
Marshall, and Fire Standards Compliant markings on cigarettes that have been certified), 

• Louisiana Smokefree Air Act of 2006 (prohibiting smoking in certain indoor workplaces, public 
places, restaurants and places of employment), 
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• Prevention of Youth Access to Tobacco Law of 1991 (prohibiting sale or distribution of tobacco 
products to persons under the age of 18 and the purchase of tobacco products by such minors),  

• Chapter 7 of Title 26 of the Louisiana Revised Statutes (authorizing permits for sales of tobacco 
products), Chapter 8 of Title 47 of the Louisiana Revised Statues (imposing tobacco tax and 
stamping requirements), and Chapter 31 of Part VII of Title 55 of the Louisiana Administrative 
Code (regulating permits and licensing for sales of tobacco products); and 

• Various implementing regulations promulgated by the Louisiana Office of the Attorney General 
and the State’s Department of Revenue (“DOR”). 

Federal Laws 

In addition to state laws, rules and regulations, state enforcement agencies have certain shared enforcement 
powers under various federal laws relating to tobacco control, including the Jenkins Act (regulating and restricting 
the mail order and internet sales of tobacco and other controlled products), the FSPTCA and the Prevent All 
Cigarette Trafficking (“PACT”) Act of 2010. 

This statutory enforcement framework is administered and enforced by the Tobacco Settlement 
Enforcement Unit in the State’s Office of the Attorney General, the Louisiana Office of Alcohol and Tobacco 
Control in the DOR, the DOR and the Louisiana State Fire Marshal. 

Louisiana Office of the Attorney General, Tobacco Settlement Enforcement Unit 

The Tobacco Settlement Enforcement Unit within the Office of the Attorney General was created to 
enforce the provisions of the MSA. The unit works closely with NAAG and attorney general offices from other 
states.  The Tobacco Settlement Enforcement Unit’s duties include:  

• Handling litigation arising from or relating to the MSA;  

• Monitoring compliance with the MSA;  

• Monitoring the payment stream from the MSA;  

• Monitoring and enforcing the statutory compliance of NPMs.  

The Louisiana Office of the Attorney General maintains the State of Louisiana Directory of Participating 
Manufacturers (including brand-specific information) and the State’s Directory of Compliant NPMs, and receives 
the annual and quarterly compliance certifications from PMs and NPMs. Tobacco product manufacturers report 
directly to the State’s Attorney General and senior officers or directors of the manufacturers must file quarterly 
certifications of compliance with the State Attorney General’s Tobacco Settlement Enforcement Unit; reporting 
under the penalties of perjury both the units of cigarettes sold and the payment of the amount calculated to be 
required and deposited into a qualified escrow fund.  Cigarette and roll-your-own brands and manufacturers that are 
not listed on either the State of Louisiana Directory of Participating Manufacturers or the State’s Directory of 
Compliant NPMs, and that do not bear State cigarette tax stamps, may not be sold in the State.  Both directories are 
published on the Attorney General of Louisiana’s website at www.ag.la.us under divisions/programs/tobacco. 
Additionally, the Tobacco Settlement Enforcement Unit serves the public by offering educational presentations on 
the MSA and other tobacco-related issues. 

The State Attorney General has brought enforcement actions and has been responsible since inception for 
pursuing non-compliant NPMs. The State believes that all NPMs listed on the State’s Directory of Compliant NPMs 
currently are in compliance with their NPM escrow obligations under the State’s Qualifying Statute.  For each of the 
past five calendar years 2008 through 2012, the State believes that its enforcement of NPM escrow collections on 
State excise tax stamped NPM units sold in the State has exceeded the 96% “safe harbor” threshold set forth in the 
NPM Partial Settlement and Award Term Sheet that will apply for sales year 2013 and later years for a State to 
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avoid an NPM Adjustment with respect to the State Excise Tax paid portion of the NPM Adjustment Term Sheet 
provisions relating to future calculations of the NPM Adjustment applicable to Term Sheet Signatories such as the 
State.  See “Potential Payment Decreases Under the Terms of the MSA —NPM Adjustment —Recent Developments 
Regarding NPM Adjustment Settlement and Award” and APPENDIX E for the full text of the Term Sheet.   

The State Attorney General also has taken action against PMs who have not complied with their MSA 
payment obligations or to remedy violations of other provisions of the MSA. In 2006, the State joined with other 
Settling States in reaching a settlement with a PM (House of Prince) for selling cigarettes in the State and other 
states without making MSA payments and obtained a $55.4 million settlement.  After working with other states for 
several years, in 2010, the Attorney General of Louisiana de-listed another PM (Vibo d/b/a General Tobacco) from 
the State’s Directory of Participating Manufacturers for non-payment of its MSA payments.  Two other states have 
filed suit seeking full payment by General Tobacco of its MSA payment obligations. Such actions will benefit all 
Settling States, including the State, if payments are ordered and made. The State Attorney General also has 
participated actively in various multi-state initiatives against certain OPMs to enforce the advertising and promotion 
restrictions in the MSA.  

Louisiana Department of Revenue, Office of Alcohol and Tobacco Control (“ATC”) 

The ATC controls the sale of tobacco products in the State through the issuance of wholesale dealer, retail 
dealer, tobacconist and vending machine operator permits for the sale or distribution of any tobacco products 
anywhere in the State. The Enforcement Division of the ATC covers the entire State and proactively enforces all 
alcohol and tobacco laws as well as criminal laws. ATC Enforcement Agents are responsible for ensuring the lawful 
compliance of the approximately 17,000 alcohol and 9,500 tobacco outlets situated in the State. ATC has arranged 
the State into 4 regions, and developed districts within each particular region.  The ATC conducts compliance 
checks consisting of unannounced visits to establishments by two undercover agents and a trained, underaged 
operative.  The operative will enter the establishment and attempt an illegal purchase to determine compliance with 
alcohol and tobacco laws.  ATC strives to maintain a visible presence at retailers through routine inspections and 
investigations.  During routine inspections, agents present themselves in uniform to complete a checklist of 
qualifications of the licensed establishment. Investigations are done undercover in attempts to observe instances of 
illegal sales to underage youth and other violations of the alcohol and tobacco control law. 

ATC Actions Seeking Penalties, Seizure and Forfeiture of Contraband Cigarettes 

The ATC coordinates with the U.S. Bureau of Alcohol Tobacco and Firearms in investigating and seizing 
unstamped cigarettes and referring the results of its investigations to the Office of the Louisiana Attorney General 
for forfeiture proceedings. The ATC may revoke or suspend the license of any distributor that violates these laws, 
and any cigarettes that have been sold, offered for sale or possessed for sale in the State or imported for personal 
consumption in the State in violation of the law described in the preceding sentence are deemed “contraband” and 
subject to seizure and forfeiture. 

Louisiana Department of Revenue 

The Secretary of the DOR is responsible for working with the Attorney General of Louisiana to enforce the 
MSA, the State’s Qualifying Statute and the State’s Complementary Legislation and for enforcing the State’s own 
tobacco products excise tax and stamping regulations for cigarettes, roll-your-own tobacco and other tobacco 
products.  Cigarette distributor licensees must file with the DOR a monthly report of sales of NPM brands and such 
sales must bear State cigarette tax stamps, and distributors that are licensed to pay the tobacco products tax must file 
monthly reports for sales of NPM roll-your-own tobacco.   

The DOR is responsible for registering all cigarette distributors, tracking cigarette shipments in and out of 
the State and enforcing State and federal laws restricting and taxing internet sales, among other duties. Since the 
State sales tax applies to “sales and use”, sales via the internet are subject to the State cigarette excise tax. DOR 
keeps track of all shipments of cigarettes in and out of the State, compares those records to the cigarette sales 
records of licensed distributors and maintains a computer matching program to identify data exceptions that may 
warrant further investigation. 
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The State also shares data with the U.S. Treasury’s Alcohol and Tobacco Tax Bureau and with other state 
revenue departments and has used the provisions of the federal Jenkins Act, and has begun using the provisions of 
the PACT Act of 2010, to enforce its laws relating to internet sales and taxation of cigarettes and other tobacco 
products. 

Limited Internet Sales 

Prior to enactment of the PACT Act in 2010, New York, on behalf of all states, including the State, entered 
into voluntary compliance agreements with several major national package delivery firms, including FedEx, UPS 
and DHL, prohibiting the private package delivery to consumers of cigarettes into the State and in other states 
nationwide. The PACT Act of 2010 broadens this prohibition to include a prohibition of the delivery of cigarettes by 
U.S. Mail except to licensed distributors. 

Nation or Tribal Reservation Cigarette Sales 

Under federal case law, Native American nations and tribes are exempt from a state’s taxes on cigarettes 
that they purchase on their own reservation for their own personal consumption.  But the State has authority to tax 
“[o]n reservation cigarette sales to persons other than reservation Indians.”  Dep’t of Taxation & Finance of N.Y. v. 
Milhelm Attea & Bros., 512 U.S. 61, 64 (1994).  According to the State, there are no tribal manufacturers of 
cigarettes located in the State, although some in-State tribes engage in distribution and sale of cigarettes and other 
tobacco products.  Under State law, the State’s excise tax stamping requirements do not contain an exemption from 
the State cigarette excise tax stamping and tax payment requirements for tribal sales or distribution of cigarettes 
within the State, but a credit for taxes paid may be obtained subsequently upon documentation of a sale to or for use 
by tribal members.  Given the current level of the State cigarette excise tax ($0.36 per pack), the State does not 
believe it has experienced significant sales of unstamped, untaxed “contraband” cigarettes within the State.   

Legislation to Further Supplement Tobacco Law Enforcement  

In connection with its participation in the NPM Adjustment Partial Settlement and Award, including its 
resolution of the 2003-2012 NPM Adjustment disputes, the State Attorney General assisted in the preparation and 
filing in the State legislature of legislation supplementing the State’s existing tobacco enforcement powers and 
procedures.  As of June 6, 2013, the law had passed both houses of the State legislature and was signed by the 
Governor of the State on June 11, 2013.  The law supplements the existing authority of the State Attorney General, 
Secretary of DOR and Commissioner of ATC relative to the timely and full collection of tobacco excise taxes and 
NPM escrow amounts due and the reporting and collection duties of both PM and NPM tobacco manufacturers, 
distributors, importers and tax stamping agencies for both State excise taxes and NPM escrow deposit payments. 

Among other enhanced enforcement provisions, the legislation imposes: 

• Expanded requirements for NPM’s to do business in the State; 

• New requirements for importers of NPM cigarettes, including imposition of joint and several 
liability on importers for the full and timely payment of NPM escrow deposits; 

• Authorization for interstate law enforcement reciprocity for the State’s Complementary 
Legislation enforcement, thereby providing the State the power to delist from the State’s cigarette 
manufacturer list and brand directory any entities that have been delisted by law enforcement 
agencies in other Settling States from those other states’ directories if the act or omission 
committed would have been grounds for removal in the State; and 

• Enhanced law enforcement information sharing authority whereby the Secretary of DOR will be 
authorized to share reports containing tobacco industry-related taxpayer information of tobacco 
manufacturers and importers with the State Attorney General and with other federal, state and 
local agencies for the purpose of enforcing tobacco laws. 
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 The lead counsel to the OPMs acknowledged in a letter dated June 12, 2013 that the enactment of the new 
law does not affect the status of the State’s Escrow Statute as a Qualifying Statute under the MSA.  The diligent 
enforcement of the State’s Qualifying Statute, as amended by the new law, entitles the State to protection from 
future NPM Adjustments to the same extent such protection is afforded to the State under its prior Qualifying 
Statute. 

Litigation Challenging the MSA, the Qualifying Statutes and Related Legislation 

General Overview 

Certain smokers, smokers’ rights organizations, consumer groups, cigarette importers, cigarette 
distributors, cigarette manufacturers, Native American tribes, taxpayers, taxpayers’ groups and other parties have 
filed actions against some, and in certain cases all, of the signatories to the MSA alleging, among other things, that 
the MSA and Settling States’ Qualifying Statutes and Complementary Legislation are void or unenforceable under 
certain provisions of law, such as the U.S. Constitution, state constitutions, federal antitrust laws, state consumer 
protection laws, bankruptcy laws, federal cigarette advertising and labeling law, and unfair competition laws as 
described below in this subsection.  Certain of the lawsuits have further sought, among other relief, an injunction 
against one or more of the Settling States from collecting any moneys under the MSA and barring the PMs from 
collecting cigarette price increases related to the MSA.  In addition, class action lawsuits have been filed in several 
federal and state courts alleging that under the federal Medicaid law, any amount of tobacco settlement funds that 
the Settling States receive in excess of what they paid through the Medicaid program to treat tobacco related 
diseases should be paid directly to Medicaid recipients. 

Qualifying Statute and Related Legislation 

Under the MSA’s NPM Adjustment, downward adjustments may be made to the Annual Payments and 
Strategic Contribution Fund Payments payable by a PM if the PM experiences a loss of market share in the United 
States to NPMs as a result of the PM’s participation in the MSA.  See “SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT —Adjustments to Payments —NPM Adjustment”, “—MSA Provisions Relating to 
Model/Qualifying Statutes” and “—Potential Payment Decreases Under the Terms of the MSA.”  A Settling State 
may avoid the effect of this adjustment by adopting and diligently enforcing a Qualifying Statute.  The State has 
adopted a Model Statute, which is a Qualifying Statute under the MSA.  See “—MSA Provisions Relating to 
Model/Qualifying Statutes —Louisiana Qualifying Statute” above.  The Model Statute, in its original form, required 
an NPM to make escrow deposits approximately in the amount that the NPM would have had to pay to all of the 
states had it been a PM and further authorized the NPM to obtain from the applicable Settling State the release of the 
amount by which the escrow deposit in that state exceeded that state’s allocable share of the total payments that the 
NPM would have made as a PM.  Allocable Share Release Amendments have been enacted in the State and all other 
Settling States except Missouri, amending the Qualifying Statutes in those states by eliminating the reference to the 
allocable share and limiting the possible release an NPM may obtain under the statute to the excess above the total 
payment that the NPM would have paid had it been a PM.   

In addition, at least 45 Settling States (including the State) have passed legislation (often termed 
“Complementary Legislation”) to further ensure that NPMs are making escrow payments required by the states’ 
respective Qualifying Statutes, as well as other legislation to assist in the regulation of tobacco sales.  Pursuant to the 
State’s Complementary Legislation, every tobacco product manufacturer whose cigarettes are sold in the State, 
whether directly or through a distributor, retailer, or similar intermediary or intermediaries, is required to certify 
annually to the Attorney General of the State that it is either a PM or an NPM in full compliance with the State’s 
Qualifying Statute.  See “—MSA Provisions Relating to Model/Qualifying Statutes —Louisiana Complementary 
Legislation” above.   

The Qualifying Statutes and related legislation (including those of the State), like the MSA, have also been 
the subject of litigation in cases alleging that the Qualifying Statutes and related legislation violate certain provisions 
of the U.S. Constitution and/or state constitutions and are preempted by federal antitrust laws.  The lawsuits have 
sought, among other relief, injunctions against the enforcement of the Qualifying Statutes and the related legislation.  
To date, such challenges have not been ultimately successful.  The Qualifying Statutes and related legislation may 
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also continue to be challenged in the future.  Challenges to the Qualifying Statutes and related legislation are 
described below under “—Litigation.” 

A determination that a Qualifying Statute is unconstitutional would have no effect on the enforceability of 
the MSA itself; such a determination could, however, have an adverse effect on payments to be made under the 
MSA if one or more NPMs were to gain market share.  See “SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT —Adjustments to Payments —NPM Adjustment”, “—MSA Provisions Relating to 
Model/Qualifying Statutes” and “LEGAL CONSIDERATIONS RELATING TO PLEDGED TSRS.” 

A determination that an Allocable Share Release Amendment is unenforceable would not constitute a 
breach of the MSA but could permit NPMs to exploit differences among states, and thereby potentially increase 
their market share at the expense of the PMs.  See “SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT —MSA Provisions Relating to Model/Qualifying Statutes.” 

A determination that the State’s Complementary Legislation is unenforceable would not constitute a breach 
of the MSA or affect the enforceability of the State’s Qualifying Statute; such a determination could, however, make 
enforcement of the State’s Qualifying Statute against NPMs more difficult for the State.  See “SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT —MSA Provisions Relating to Model/Qualifying Statutes.” 

Litigation 

All of the judgments rendered to date on the merits have rejected the challenges to the MSA and Settling 
States’ Qualifying Statutes and Complementary Legislation presented in the cases.  In VIBO, a tobacco manufacturer 
who became a party to the MSA in 2004 (General Tobacco)* sued the attorneys general of the Settling States, the 
OPMs, and other SPMs in the U.S. District Court for Western Kentucky in 2008.  It alleged that the MSA and the 
refusal of the PMs to waive the PMs’ most favored nation rights and the Settling States’ refusal to settle with the 
plaintiff on terms that the plaintiff preferred violated the federal antitrust laws and the Equal Protection, Commerce, 
Due Process, and Compact Clauses of the U.S. Constitution, and that the settling governmental entities fraudulently 
induced it to enter into the MSA.  The plaintiff alleged that MSA participants, such as itself, that were not in 
existence when the MSA was executed in 1998 but subsequently became participants, were unlawfully required to 
pay significantly more sums to the states than companies that joined the MSA within 90 days after its execution.  In 
2009, the district court granted motions to dismiss on all claims.  First, the district court held that the PMs’ 
involvement in the creation of the MSA, and their assertion of influence on the Settling States by refusing to give up 
any most favored nation protections that they held under the MSA (and thus deterring the Settling States from 
providing the plaintiff the settlement terms that the plaintiff desired) was protected from antitrust liability by the 
Noerr-Pennington (“NP”) doctrine.  The judicially created NP doctrine protects from antitrust liability persons or 
entities who petition or lobby the federal or state government to take actions that may impose restraints on trade.  
Second, the district court held that the attorneys general’s involvement in and enforcement of the MSA, and their 
refusal to grant the plaintiff certain settlement terms, were sovereign acts of the states and immune from antitrust 
attack under the state action exemption.  Third, the district court ruled that plaintiff had waived all of its federal 
constitutional challenges based on the Equal Protection, Due Process, and Commerce Clauses when it became a 
party to the MSA because the MSA provides in Section XV that all parties agree to waive “for the purposes of 
performance of the [MSA] any and all claims that the provisions of [the MSA] violate the state or federal 
constitutions.”  The district court further held that plaintiffs’ Compact Clause claim should be dismissed because the 
MSA does not enhance state power to the detriment of the federal government power.  Plaintiff appealed the 
dismissal of its claims to the U.S. Court of Appeals for the Sixth Circuit.  On February 22, 2012, a three judge panel 
of the U.S. Court of Appeals for the Sixth Circuit ruled that the MSA does not amount to an unlawful conspiracy or 
anti-competitive behavior by the government and, accordingly, affirmed the district court’s order and dismissed 
plaintiffs’ appeal in this case.  The time period for the plaintiffs to file a petition for certiorari to the U.S. Supreme 
Court expired. 

In Grand River, certain cigarette manufacturers and distributors who were NPMs brought suit in 2002 
against 31 states, including the State, and their attorneys generals, alleging, among other things, that the Escrow 
Statutes contravened the Commerce Clause of the U.S. Constitution, the Sherman Act, and in the case of plaintiff 
                                                           
* General Tobacco ceased production of cigarettes and other tobacco products in 2010.   
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Grand River, the Constitution’s Indian Commerce Clause.  The district court had dismissed all claims against the 
states other than New York for lack of personal jurisdiction, and dismissed all claims except the antitrust claim 
against New York.  On interlocutory appeal, the Second Circuit reversed the district court’s dismissal against the 
non-New York defendants, reversed the dismissal of the dormant Commerce Clause claim, and affirmed the 
dismissal of the plaintiffs’ other constitutional claims.  As to the Commerce Clause claim, the Second Circuit held 
that the plaintiffs “stated a possible claim that the practical effect of the challenged statutes and the MSA is to 
control prices outside of the enacting states by tying both the SPM settlement and NPM escrow payments to national 
market share, which in turn affects interstate pricing decisions.” On remand, the Southern District on March 22, 
2011 granted summary judgment to the defendants on all of plaintiffs’ Sherman Act and Commerce Clause claims.  
Plaintiffs appealed to the Second Circuit and petitioned the Southern District to amend its dismissal of plaintiffs’ 
Sherman Act and Commerce Clause claims.  On January 30, 2012 the Southern District denied the plaintiffs’ motion 
to amend the Southern District’s March 22, 2011 dismissal by summary judgment of plaintiffs’ claims that the MSA 
and related legislation violated the Sherman Act and the Commerce Clause.  Plaintiffs then appealed this denial to 
the Second Circuit.  On June 1, 2012 plaintiffs withdrew both appeals before the Second Circuit, which withdrawals 
were ordered by the Second Circuit on August 10, 2012.  The case is now closed before the Second Circuit. 

In Freedom Holdings, two cigarette importers who were NPMs sought in 2002 to enjoin the enforcement of 
New York’s Qualifying Statute and Contraband Statute, claiming that the MSA and the legislation violated Section 
1 of the Sherman Act, and the Commerce Clause of the U.S. Constitution.  The Southern District dismissed the 
plaintiffs’ complaint for failure to state a claim.  On appeal, a three judge panel of the Second Circuit reversed the 
district court’s dismissal.  The Court held that, accepting the allegations of the complaint as true, the complaint 
alleged an “express market-sharing agreement among private tobacco manufacturers”, and that the MSA, Escrow 
Statutes, and complementary legislation allowed the originally settling defendants to “set supracompetitive prices 
that effectively cause other manufacturers either to charge similar prices or to cease selling.”  The Court additionally 
held that, at the pleading stage, the defendants had not established that the legislation was protected by the state 
action exemption articulated under Parker v. Brown (“Parker”) and its progeny, or as protected petitioning of 
government under the NP doctrine.  The Court upheld the dismissal of the plaintiffs’ Commerce Clause claim—
although reserving the dormant Commerce Clause issue that plaintiffs had not asserted—and permitted the plaintiffs 
to amend to add allegations in their Fourteenth Amendment Equal Protection claim.  The Second Circuit issued a 
subsequent opinion denying a motion for rehearing.  The plaintiffs thereafter amended their complaint and brought a 
motion for a preliminary injunction against New York’s Qualifying Statute and Contraband Statute.  The district 
court granted an injunction against the Allocable Share Release Amendment, but otherwise denied the motion.  The 
plaintiffs appealed and the Second Circuit affirmed the district court’s denial of the broader preliminary injunction 
on the ground that plaintiffs had not established irreparable injury.  After remand from the Second Circuit, the 
district court in Freedom Holdings conducted an evidentiary hearing and bench trial, and issued judgment for 
defendants on all of the plaintiffs’ claims.  The court held that the MSA and its implementing legislation were not 
illegal per se and not pre-empted by the Sherman Act, that even if it were necessary to reach the issue of state action 
exemption, that it shielded the defendants’ conduct, and that the MSA and the legislation did not contravene the 
dormant Commerce Clause.  On October 18, 2010, the Second Circuit affirmed the dismissal of the plaintiffs’ 
claims.  The U.S. Supreme Court has denied plaintiffs’ petition for a writ of certiorari. 

In S&M Brands v. Caldwell, certain NPMs and cigarette distributors brought an action in a federal district 
court in Louisiana in 2005 seeking, among other relief:  (1) a declaration that the MSA and Louisiana’s Qualifying 
Statute and Complementary Legislation are invalid as violations of the U.S. Constitution and the Federal Cigarette 
Labeling and Advertising Act; and (2) an injunction barring the enforcement of the MSA and Louisiana’s 
Qualifying Statute and Complementary Legislation.  Following the state defendant’s motion to dismiss the 
complaint for lack of jurisdiction, the U.S. District Court for the Western District of Louisiana (the “Western 
District”) allowed the case to proceed on claims that the MSA and Louisiana’s Complementary Legislation are 
violations of the federal antitrust laws and of the Compact Clause, Commerce Clause, Due Process Clause and First 
Amendment of the U.S. Constitution, and the Federal Cigarette Labeling and Advertising Act, and dismissed the 
claims that alleged violation of the Tenth Amendment of the U.S. Constitution.  In September 2009, the Western 
District granted defendant’s motion for summary judgment and dismissed with prejudice all claims by the plaintiffs.  
In August 2010, the Fifth Circuit affirmed the Western District’s order granting summary judgment for the 
defendants.  The Fifth Circuit held that the district court correctly concluded that the MSA did not violate the 
Compact Clause because the MSA only increases states’ power vis-à-vis the PMs and does not result in an 
accompanying decrease of the power of the federal government.  The Fifth Circuit also ruled that the Escrow Statute 
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did not violate the federal antitrust laws for the reasons set forth in its prior decision in Xcaliber Int’l Ltd. v. 
Caldwell, and held that the MSA did not violate federal antitrust laws after adopting the rationales of the Sixth 
Circuit and other circuits that previously considered the issue.  In addition, the Fifth Circuit affirmed the dismissal of 
plaintiffs’ Commerce Clause and Due Process Clause claims because plaintiffs had failed to show that the Louisiana 
Escrow Statute and the MSA had the effect of increasing cigarette prices outside of Louisiana.  With respect to 
plaintiffs’ First Amendment challenge to the MSA and the Escrow Statute, the Fifth Circuit found that the only 
statute applicable to plaintiffs as NPMs was the Escrow Statute, which the court determined did not compel or 
abridge plaintiffs’ speech.  Similarly, the Fifth Circuit found that the MSA and Escrow Statute did not violate the 
Federal Cigarette Labeling and Advertising Act because plaintiffs are not compelled to join the MSA and the 
Escrow Statute does not have any connection with cigarette packaging, advertising, or promotion.  The U.S. 
Supreme Court denied plaintiffs’ petition for writ of certiorari.     

In the other decisions upholding the MSA or accompanying legislation, the decisions were rendered either 
on motions to dismiss or motions for summary judgment.  Courts rendering those decisions include the U.S. Courts 
of Appeals for the Tenth Circuit in KT & G Corp. v. Edmondson, and Hise v. Philip Morris Inc.; the Eighth Circuit 
in Grand River Enterprises v. Beebe; the Third Circuit in Mariana v. Fisher, and A.D. Bedell Wholesale Co. v. 
Philip Morris Inc; the Fourth Circuit in Star Sci., Inc. v. Beales; the Sixth Circuit in S&M Brands v. Cooper, S&M 
Brands, Inc. v. Summers and Tritent Inter’l Corp. v. Commonwealth of Kentucky; the Ninth Circuit, in Sanders v. 
Brown; and multiple lower courts.   

In January 2011, an international arbitration tribunal rejected claims brought against the United States 
challenging MSA-related legislation in various states under NAFTA. 

Among several U.S. Courts of Appeals and other lower courts that have rejected challenges to the MSA 
and related statutes, there have been conflicting interpretations of federal antitrust law immunity doctrines.  The 
existence of a conflict as to the rulings of different federal courts on these and other related issues, especially 
between Circuit Courts of Appeals, is one factor that the U.S. Supreme Court may take into account when deciding 
whether to exercise its discretion in agreeing to hear an appeal.  Any final decision by the U.S. Supreme Court on 
the substantive merits of a case challenging the validity or enforceability of the MSA or related legislation would be 
binding everywhere in the United States, including in the State. 

The MSA and related state legislation may be challenged in the future.  A determination by a court having 
jurisdiction over the State and the Corporation that the MSA or related State legislation is void or unenforceable 
could have a materially adverse effect on the payments by the PMs under the MSA and the amount and/or the timing 
of Pledged TSRs available to the Corporation and could ultimately result in the complete cessation of the Pledged 
TSRs available to the Corporation.  A determination by any court that the MSA or State legislation enacted pursuant 
to the MSA is void or unenforceable could also lead to a decrease in the market value and/or liquidity of the 
Series 2013 Bonds.  See “LEGAL CONSIDERATIONS RELATING TO PLEDGED TSRS” for a further 
discussion of these matters as well as a description of the opinions of Hawkins Delafield & Wood LLP, addressing 
such matters. 

Potential Payment Decreases Under the Terms of the MSA 

Adjustments to MSA Payments 

The MSA provides that the amounts payable by the PMs are subject to numerous adjustments, offsets and 
recalculations, some of which are material.  For additional information regarding the MSA and the payment 
adjustments, see “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Adjustments to Payments.”  
Such adjustments, offsets and recalculations could reduce the Pledged TSRs available to the Corporation below the 
respective amounts required to pay the Series 2013 Bonds and could lead to a decrease in the market value and/or 
the liquidity of the Series 2013 Bonds.  See “—NPM Adjustment —Recent Developments Regarding NPM 
Adjustments Settlement and Award” below for a discussion of a recent settlement entered into by 22 jurisdictions, 
including the State, and the OPMs and certain SPMs regarding disputes with respect to the NPM Adjustment.   

The assumptions used to project debt service coverage ratios are based on the premise that certain 
adjustments will occur, including adjustments pursuant to the State’s participation in the NPM Adjustment 
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Stipulated Partial Settlement and Award, as set forth under “SUMMARY OF PLEDGED TSRS METHODOLOGY 
AND BOND STRUCTURING ASSUMPTIONS.”  Actual adjustments could be materially different from what has 
been assumed and described herein.   

Growth of NPM Market Share and Other Factors 

Should a decline in consumption occur, but be accompanied by a material increase in the relative aggregate 
market share of the NPMs, shipments by PMs would decline at a rate greater than the decline in consumption.  This 
would result in greater reductions of Annual Payments and Strategic Contribution Fund Payments by the PMs due to 
application of the Volume Adjustment, even for Settling States (including the State) that have adopted enforceable 
Qualifying Statutes and are diligently enforcing such statutes and are thus exempt from the NPM Adjustment.  One 
SPM has introduced a cigarette with reportedly no nicotine.  If consumers used this product to quit smoking, it could 
reduce the size of the cigarette market.  The capital costs required to establish a profitable cigarette manufacturing 
facility are relatively low, and new cigarette manufacturers, whether SPMs or NPMs, are less likely than OPMs to 
be subject to frequent litigation. 

The Model Statute in its original form had required each NPM to make escrow deposits approximately in 
the amount that the NPM would have had to pay had it been a PM, but entitled the NPM to a release, from each 
Settling State in which the NPM had made an escrow deposit, of the amount by which the escrow deposit exceeds 
that Settling State’s allocable share of the total payments that the NPM would have been required to make had it 
been a PM.  The State and all the other Settling States except Missouri have enacted Allocable Share Release 
Amendments that amend this provision in their Model/Qualifying Statutes, by eliminating the reference to the 
allocable share and limiting the possible release an NPM may obtain to the excess above the total payment that the 
NPM would have paid had it been a PM.  NPMs have unsuccessfully challenged Allocable Share Release 
Amendments in several states, and it is possible that NPMs will challenge similar legislation in other states.  See “—
Litigation Challenging the MSA, the Qualifying Statutes and Related Legislation.”  To the extent that either:  (1) 
other jurisdictions do not enforce Allocable Share Release Amendments (or, in the case of Missouri, which did not 
enact an Allocable Share Release Amendment, to the extent that such state continues not to enact an Allocable Share 
Release Amendment); or (2) a jurisdiction’s Allocable Share Release Amendment is invalidated, NPMs could 
concentrate sales in such jurisdiction to take advantage by limiting the amount of its escrow payment obligations to 
only a fraction of the payment it would have been required to make had it been a PM.  Because the price of 
cigarettes affects consumption, NPM cost advantage is one of the factors that has resulted and could continue to 
result in increases in market share for the NPMs. 

A significant loss of market share by PMs to NPMs could have a material adverse effect on the payments 
by PMs under the MSA and on the amount and/or timing of Pledged TSRs available to the Corporation.  

NPM Adjustment 

The following discussion describes how the NPM Adjustment works under the MSA.  See “—Recent 
Developments Regarding NPM Adjustment Settlement and Award” below for a discussion of a recent settlement 
entered into by 22 jurisdictions, including the State, the OPMs and certain of the SPMs, and the calculation and 
application of the NPM Adjustment under such settlement. 

Description of the NPM Adjustment.  The NPM Adjustment, measured by domestic sales of cigarettes by 
NPMs, operates in certain circumstances to reduce the payments of the PMs under the MSA in the event of losses in 
market share to NPMs during a calendar year as a result of the MSA.  Three conditions must be met in order to 
trigger an NPM Adjustment for one or more Settling States:  (1) a Market Share Loss (as defined in the MSA) for 
the applicable year must exist, which means that the aggregate market share of the PMs in any year must fall more 
than 2% below the aggregate market share held by those same PMs in 1997 (a condition that has existed for every 
year since 2000); (2) a nationally recognized firm of economic consultants must determine that the disadvantages 
experienced as a result of the provisions of the MSA were a significant factor contributing to the market share loss 
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for the year in question; and (3) the Settling States in question must be found to not have diligently enforced their 
Qualifying Statutes.*  

Application of the NPM Adjustment.  The entire NPM Adjustment is ultimately applied to a subsequent 
year’s Annual Payment and Strategic Contribution Fund Payment due to those Settling States:  (1) that have been 
found to have not diligently enforced their Qualifying Statutes throughout the year; or (2) that have enacted a Model 
Statute or a Qualifying Statute that is declared invalid or unenforceable by a court of competent jurisdiction.  The 
1997 market share percentage for the PMs, less 2%, is defined in the MSA as the Base Aggregate Participating 
Manufacturer Market Share.  If the PMs’ actual aggregate market share is between 0% and 16 2/3% less than the 
Base Aggregate Participating Manufacturer Market Share, the amounts paid by the PMs would be decreased by 
three times the percentage decrease in the PMs’ actual aggregate market share.  If, however, the PMs’ market share 
loss is greater than 16 2/3%, then the NPM Adjustment will equal 50% plus an amount determined by formula as set 
forth in the footnote below.†  

The MSA further provides that in no event will the amount of an NPM Adjustment applied to any Settling 
State in any given year exceed the amount of Annual Payments and Strategic Contribution Fund Payments to be 
received by such Settling State in such year. 

Regardless of how the NPM Adjustment is calculated, it is always subtracted from the total Annual 
Payments and Strategic Contribution Fund Payments due from the PMs and then ultimately allocated on a Pro Rata 
(as defined in the MSA) basis only among those Settling States:  (1) that have been proven to have not diligently 
enforced their Qualifying Statute; or (2) that have enacted a Model Statute or a Qualifying Statute that is declared 
invalid or unenforceable by a court of competent jurisdiction.**  However, the practical effect of a decision by a PM 
to claim an NPM Adjustment for a given year and pay its portion of the amount of such claimed NPM Adjustment 
into the Disputed Payments Account, or withhold payment of such amount, would be to reduce the payments to all 
Settling States on a pro rata basis until a resolution is reached regarding the diligent enforcement dispute for all 
Settling States for such year, or until a settlement is reached for some or all such disputes for such year.  If the PMs 
make a claim for an NPM Adjustment for any particular year and the State is determined to be one of a few states 
(or the only state) not to have diligently enforced its Model Statute or Qualifying Statute in such year, the amount of 
the NPM Adjustment applied to the State in the year following such determination could be as great as the amount 
of Annual Payments and Strategic Contribution Fund Payments that could otherwise have been received by the State 
in such year, and could have a material adverse effect on the amount and/or timing of Pledged TSRs available to the 
Corporation.   

As previously noted, any Settling State that adopts, maintains and diligently enforces its Qualifying Statute 
is exempt from the NPM Adjustment.  The “diligent enforcement” exemption afforded a Settling State is based on 
actual enforcement efforts for the calendar year preceding each Annual Payment.  A final resolution of “diligent 
enforcement” for a sales year does not preclude a PM from disputing “diligent enforcement” in a subsequent year.  
If the other preconditions to an NPM Adjustment exist for a given year, an NPM Adjustment would apply, absent 
the protection of the Settling State “diligently enforcing” its Qualifying Statute.  The State has enacted a Model 
Statute, which is a Qualifying Statute.  No provision of the MSA, however, attempts to define what activities, if 
undertaken by a Settling State, would constitute diligent enforcement. 

                                                           
*  The NPM Adjustment does not apply at all if the number of cigarettes shipped in or to the United States in 
the year prior to the year in which the payment is due by all manufacturers that were PMs prior to December 7, 1998 
exceeds the number of cigarettes shipped in or to the United States by all such PMs in 1997. 
†  If the aggregate market share loss from the Base Aggregate Participating Manufacturer Market Share is 
greater than 16 2/3%, the NPM Adjustment will be calculated as follows: 

NPM Adjustment = 50% + 
[50% / (Base Aggregate Participating Manufacturer Market Share – 16 2/3%)] 

x [market share loss – 16 2/3%] 
**  If a court of competent jurisdiction declares a Settling State’s Qualifying Statute to be invalid or 
unenforceable, then the NPM Adjustment for such state is limited to no more, on a yearly basis, than 65% of the 
amount of such state’s allocated payment. 
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The State’s Attorney General’s office maintains that the State has been and is diligently enforcing its 
Qualifying Statute.  Furthermore, the MSA does not explicitly state which party bears the burden of proving or 
disproving whether a Settling State has diligently enforced its Qualifying Statute, or whether any diligent 
enforcement dispute would be resolved in state courts or through arbitration.  However, regarding the 2003 NPM 
Adjustment dispute, the State’s MSA court has determined that the 2003 NPM Adjustment dispute was to be 
determined by a panel of arbitrators, and such panel of arbitrators has determined that, when contested, a state bears 
the burden of proving its diligence.  The State subsequently resolved its 2003 NPM Adjustment dispute, together 
with its 2004 to 2012 NPM Adjustment disputes, when it participated in the NPM Adjustment Settlement Term 
Sheet. 

The MSA provides that arbitration, if required by the MSA, will be governed by the United States Federal 
Arbitration Act.  The decision of an arbitration panel under the Federal Arbitration Act may only be overturned 
under limited circumstances, including a showing of a manifest disregard of the law by the panel.  Regardless of the 
forum in which a diligent enforcement dispute is heard, no assurance can be given as to how long it will take to 
resolve such a dispute with finality. 

The Collection Methodology and Assumptions and debt service coverage tables for the Series 2013 Bonds 
do not include any NPM Adjustments (other than certain 2014 to 2017 PM credit amounts and transition year 
adjustment amounts projected pursuant to the NPM Adjustment Stipulated Partial Settlement and Award) or 
withholdings or Disputed Payments Account deposits relating to PM claims of entitlement to NPM Adjustments, 
based on the fact that the State participated in the NPM Adjustment Stipulated Partial Settlement and Award and on 
the assumptions that the State has and will diligently enforce its Qualifying Statute and that such Qualifying Statute 
is not held to be unenforceable.  If the assumptions are not realized and future NPM Adjustments, withholdings or 
Disputed Payments are taken against MSA payments to the State, it could have a material adverse effect on the 
payments by PMs under the MSA, and could have a material adverse effect on the amount and/or timing of Pledged 
TSRs available to the Corporation.  See “SUMMARY OF PLEDGED TSRS METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS.” 

Settlement of 1999 through 2002 NPM Adjustment Claims.  In June 2003, the OPMs, certain SPMs and the 
Settling States settled all NPM Adjustment claims for the payment years 1999 through 2002, subject, however, 
under limited circumstances, to the reinstatement of a PM’s right to an NPM Adjustment for the payment years 2001 
and 2002.  In connection therewith, such PMs and the Settling States agreed prospectively that PMs claiming an 
NPM Adjustment for any year will not make such a deposit into the Disputed Payments Account or withhold 
payment with respect thereto unless and until the selected economic consultants determine that the disadvantages of 
the MSA were a significant factor contributing to the market share loss giving rise to the alleged NPM Adjustment.  
If the selected economic consultants make such a “significant factor” determination regarding a year for which one 
or more PMs have claimed an NPM Adjustment, such PMs may, in fact, either make a deposit into the Disputed 
Payments Account or withhold payment reflecting the claimed NPM Adjustment.  As discussed below under “2003 
through 2012 NPM Adjustment Claims,” the Settling States have since agreed that no “significant factor” 
determination will be necessary for certain years.  See “SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT —Adjustments to Payments.” 

2003 through 2012 NPM Adjustment Claims.  Pursuant to the provisions of the MSA, domestic tobacco 
product manufacturers are participating in proceedings regarding the 2003 NPM Adjustment; in addition, PMs have 
disputed payments attributable to sales years 2003 through 2012 (payment years 2004 through 2013).  These 
adjustments could lead to offsets against the Settlement Payments paid in future years.  According to NAAG, one or 
more of the PMs are disputing or have disputed the calculations of some Annual Payments and Strategic 
Contribution Fund Payments totaling over $8.5 billion for the sales years 2003 through 2012 (payment years 2006 
through 2015 for the OPMs and payment years 2004 through 2013 for the SPMs) as part of the NPM Adjustment.  A 
discussion of the State’s settlement of claims regarding the 2003 through 2012 NPM Adjustments appears below 
under “—Recent Developments Regarding NPM Adjustment Settlement and Award.” 

As part of the NPM Adjustment proceedings, an independent economic consulting firm jointly selected by 
the MSA parties or otherwise selected pursuant to the MSA’s provisions is required to determine whether the 
disadvantages of the MSA were a “significant factor” contributing to the Participating Manufacturers’ collective loss 
of market share for the year in question. If the firm determines that the disadvantages of the MSA were such a 
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“significant factor,” each Settling State may avoid a downward adjustment to its share of the PMs’ annual payments 
for that year by establishing that it diligently enforced its Qualifying Statute during the entirety of that year. Any 
potential downward adjustment would then be reallocated to any states that do not establish such diligent 
enforcement.  According to the Form 10-Q of Altria (Philip Morris’s parent company) filed with the SEC for the 
three-month period ended March 31, 2013, Philip Morris (the largest PM) believes that the MSA’s arbitration clause 
requires a state to submit its claim to have diligently enforced a qualifying escrow statute to binding arbitration 
before a panel of three former federal judges in the manner provided for in the MSA. A number of states have taken 
the position that this claim should be decided in state court on a state-by-state basis.  According to Reynolds 
American, as of March 31, 2013, 47 of the 48 courts that had addressed the question whether the dispute concerning 
the 2003 NPM Adjustment (discussed below) is arbitrable had ruled that arbitration is required under the MSA, and 
the orders compelling arbitration in these states are now final and/or non-appealable. 

An independent economic consulting firm, jointly selected by the MSA parties, determined that the 
disadvantages of the MSA were a significant factor contributing to the PMs’ collective loss of market share for each 
of the sales years 2003 − 2005. A different independent economic consulting firm, jointly selected by the MSA 
parties, determined that the disadvantages of the MSA were a significant factor contributing to the PMs’ collective 
loss of market share for the sales year 2006.  Following the firm’s determination for 2006, the OPMs and the 
Settling States agreed that the Settling States would not contest that the disadvantages of the MSA were a significant 
factor contributing to the PMs’ collective loss of market share for the sales years 2007, 2008 and 2009. Accordingly, 
the OPMs and the Settling States have agreed that no “significant factor” determination by an independent economic 
consulting firm will be necessary with respect to the PMs’ collective loss of market share for the sales years 2007, 
2008 and 2009 (the “significant factor agreement”). This agreement became effective for sales years 2007, 2008 and 
2009 on February 1, 2010, 2011 and 2012, respectively.  The OPMs and the Settling States have agreed to extend 
the significant factor agreement to apply to the PMs’ collective loss of market share for sales years 2010 and 2011, 
as well as to any collective loss of market share that the PMs experience for sales year 2012.  This agreement 
became effective for sales year 2010 on February 1, 2013 and will become effective for sales year 2011 on 
February 1, 2014. If the MSA Auditor determines that the PMs collectively lost market share for sales year 2012, 
this agreement will become effective for sales year 2012 on February 1, 2015. 

Following the “significant factor” determination with respect to 2003, 38 Settling States filed declaratory 
judgment actions in state courts seeking a declaration that it diligently enforced its Qualifying Statute during 2003. 
The OPMs and SPMs responded to these actions by filing motions to compel arbitration in accordance with the 
terms of the MSA, including filing motions to compel arbitration in 11 states and territories that did not file 
declaratory judgment actions. Courts in all but one of the 46 MSA states and the District of Columbia and Puerto 
Rico have ruled that the question of whether a state diligently enforced its Qualifying Statute during 2003 is subject 
to arbitration.  Several of these rulings may be subject to further review, according to Altria’s Form 10-Q filed with 
the SEC for the period ending March 31, 2013.  The Montana state courts have ruled that the diligent enforcement 
claims of that state may be litigated in state court, rather than in arbitration.  In June 2012, following the denial of 
the OPMs’ petition to the U.S. Supreme Court for a writ of certiorari, the PMs and Montana entered into a consent 
decree pursuant to which Montana will not be subject to the 2003 NPM Adjustment. 

The OPMs and approximately 25 other PMs have entered into an agreement regarding arbitration with 45 
states and territories, including the State, concerning the 2003 NPM Adjustment.  The agreement further provides 
for a partial liability reduction for the 2003 NPM Adjustment for states that entered into the agreement by January 
30, 2009 and are determined in the arbitration not to have diligently enforced a Qualifying Statute during 2003. 
Based on the number of states that entered into the agreement by January 30, 2009 (45), the partial liability 
reduction for those states is 20%.  The partial liability reduction would reduce the amount of the 2003 NPM 
Adjustment by up to a corresponding percentage.  The selection of the arbitration panel for the 2003 NPM 
Adjustment was completed in July 2010, and the arbitration is currently ongoing.  Following the completion of 
discovery, the PMs determined to continue to contest the 2003 diligent enforcement claims of 33 states (including 
the State), the District of Columbia and Puerto Rico and to no longer contest such claims by 12 states (excluding the 
State) and four U.S. territories (the “non-contested states”). As a result, the non-contested states (excluding the 
State) will not be subject to the 2003 NPM Adjustment, and their share of any such NPM Adjustment, along with 
the shares of any states found by the arbitration panel to have diligently enforced during 2003, will be reallocated in 
accordance with the MSA to those states, if any, found by the panel not to have diligently enforced during 2003.  A 
common issues hearing was held in April 2012 and state specific evidentiary hearings began in May 2012 and were 
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completed in May 2013.  In a press release dated March 14, 2013, Reynolds American stated that decisions as to 
states that have not signed on to the NPM Adjustment Settlement Term Sheet (discussed below) are expected from 
the arbitration panel by the end of 2013.  Proceedings to determine state diligent enforcement claims for the years 
2004 through 2011 have not yet been scheduled.   

Once a significant factor determination in favor of the PMs for a particular year has been made by an 
economic consulting firm, or the states’ agreement not to contest significant factor for a particular year has become 
effective, a PM has the right under the MSA to pay the disputed amount of the NPM Adjustment for that year into 
the MSA’s Disputed Payments Account or withhold it altogether.   

Altria, Philip Morris’s parent company, has indicated in its Form 10-Q filed with the SEC for the three-
month period ended March 31, 2013 that Philip Morris’s approximate share of disputed NPM Adjustments for sales 
years 2003 to 2012 is $2.261 billion (plus an asserted claim for interest on such moneys at the prime rate, but not 
reflecting the partial liability reduction for the 2003 NPM Adjustment pursuant to the agreement regarding 
arbitration or the NPM Adjustment Settlement Term Sheet described below).  Philip Morris further reports that it 
has made its full MSA payment due in each year from 2006 to 2010 to the Settling States (subject to a right to 
recoup the NPM Adjustment amount in the form of a credit against future MSA payments), even though it had the 
right to deduct the disputed amounts of the 2003 - 2007 NPM Adjustments, as described above, from such MSA 
payments.  Philip Morris paid its share of the amount of the disputed 2008, 2009 and 2010 NPM Adjustments into 
the Disputed Payments Account in connection with its MSA payments due in 2011, 2012 and 2013, respectively.   

Philip Morris has further indicated that it will deposit the Term Sheet Signatories’ allocable share of the 
2011 - 2012 NPM Adjustments into the Disputed Payments Account in connection with its April 2014 - 2015 MSA 
payments and then, following such deposit, authorize the release of such share to the Term Sheet Signatories. 

Reynolds American, Reynolds Tobacco’s parent company, has reported in its Form 10-Q filed with the 
SEC for the three-month period ended March 31, 2013 that Reynolds Tobacco has disputed a total of approximately 
$4.7 billion for the payment years 2003 through 2012 in connection with the NPM Adjustment.  Reynolds Tobacco 
reports that it placed its share of the 2004 NPM Adjustment and 2005 NPM Adjustment (net of certain slight 
adjustments to reflect revised MSA Auditor calculations) into the Disputed Payments Account in connection with its 
MSA payments due in 2007 and 2008, respectively. In April 2009, Reynolds Tobacco retained approximately 
$406.5 million of its 2009 MSA payment to reflect its share of the 2006 NPM Adjustment as calculated by the MSA 
Auditor. Based on revised calculations by the MSA Auditor, in April 2010, Reynolds Tobacco withheld an 
additional amount, bringing the total amount withheld with respect to the 2006 NPM Adjustment to approximately 
$420 million.  Again based on revised calculations by the MSA Auditor, in April 2011, Reynolds Tobacco paid 
approximately $1 million extra to account for a downward adjustment in its share of the 2006 NPM Adjustment. In 
connection with its MSA payments due in April 2010, 2011 and 2012, Reynolds Tobacco placed its share of the 
2007 NPM Adjustment, 2008 NPM Adjustment and 2009 NPM Adjustment, respectively, into the Disputed 
Payments Account (with the last two of such payments being reduced to adjust for a downward revision by the MSA 
Auditor to Reynolds Tobacco’s share of the 2007 NPM Adjustment and 2008 NPM Adjustment).  In connection 
with its MSA payment due in April 2013, Reynolds Tobacco placed its share of the 2010 NPM Adjustment (net of 
certain small adjustments to reflect revised independent auditor calculations of Reynolds Tobacco’s share of the 
2008 and 2009 NPM Adjustments) into the Disputed Payments Account.  Reynolds Tobacco’s 2013 payment into 
the Disputed Payments Account was reduced by approximately $1.2 million to adjust for a downward revision by 
the MSA Auditor to its share of the 2008 NPM Adjustment, and by approximately $319,000 to adjust for a 
downward revision to its share of the 2009 NPM Adjustment.  In addition, Reynolds Tobacco placed approximately 
$419 million into the Disputed Payments Account in April 2013 to reflect its share of the 2006 NPM Adjustment 
that it previously retained. 

In addition to the NPM Adjustment claims described above, Reynolds Tobacco has reported that it has filed 
dispute notices with respect to its 2011 and 2012 Annual Payments relating to the NPM Adjustments potentially 
applicable to those years.  The amount at issue for those two years is approximately $841 million. 

As a participant in the NPM Adjustment Stipulated Partial Settlement and Award, the State received its 
allocable share of moneys released from the Disputed Payment Account in April 2013. 
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The approximate maximum principal amounts of the PMs’ aggregate share of the disputed NPM 
Adjustment for the sales years 2003 through 2012 (payment years 2004 through 2013), as reported by NAAG, and 
without regard to the effects of the NPM Adjustment Term Sheet, are as follows: 

(Remainder of Page Intentionally Left Blank) 
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OPM and SPM Maximum Potential NPM Adjustment Amounts 
Sales Years 2003-2012 (Payment Years 2004-2013)(1) 

Sale Year for  
which NPM  
Adjustment  
was calculated  

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 

MSA Payment Year  
for which NPM 
Adjustment was 
calculated 

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

MSA Payment Year  
by which deduction  
for NPM 
Adjustment may be 
asserted by OPMs(2) 

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Potential OPM  
NPM Adjustment* $1,061,158,548 $1,061,288,734 $702,715,077 $646,394,781 $702,104,158(3) $821,644,318(3) $779,388,450(3) $779,818,190(3) $663,895,464(3) $715,833,950(3) 

Potential SPM  
NPM Adjustment*        86,407,516        76,107,191     50,630,561     53,949,637      47,254,505(3)      66,765,407(3)    68,573,096(3)      63,143,527(3)      50,767,997(3)      53,091,832(3) 

Total* $1,147,566,065 $1,137,395,925 $753,345,638 $700,344,418 $749,358,662 $888,409,725 $847,961,547 $842,961,718 $714,663,460 $768,925,782 

__________________ 
(1) Payments are subject to adjustments from disputes for up to four years following the payment due date under the MSA under the Offset for Miscalculated or Disputed Payment 
provisions. 
(2) For SPMs the times vary and may be as short as one year after the sales year.  
(3) Includes MSA Annual Payment and Strategic Contribution Fund Payment. 
* Rounded. 
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The foregoing amounts may be recalculated by the MSA Auditor if it receives information that is different 
from or in addition to the information on which it based these calculations, including, among other things, if it 
receives revised sales volumes from any PM.  Disputes among the manufacturers could also reduce the foregoing 
amounts.  The availability and the precise amount of any NPM Adjustment for sales years 2003 to 2012 obtained 
through the above-described proceedings (as opposed to the NPM Adjustment Settlement Term Sheet discussed 
below) will not be finally determined until later in 2013 or thereafter, according to Altria in its Form 10-Q filed with 
the SEC for the three-month period ended March 31, 2013. 

Philip Morris has reported its expectation of receiving, outside of the ambit of the NPM Adjustment 
Settlement Term Sheet, its share of any adjustments for 2003 - 2007 in the form of a credit against future MSA 
payments and its share of any adjustment for 2008 - 2010 in the form of a withdrawal from the Disputed Payments 
Account.  Any adjustments made in the form of a credit against future MSA payments could lead to material 
reductions in the Pledged TSRs.  However, Altria, Philip Morris’s parent company, noted in its Form 10-Q filed 
with the SEC for the three-month period ended March 31, 2013 that there is no certainty that the PMs would 
ultimately receive any adjustment from the Term Sheet Non-Signatories (as defined below) as a result of the above-
described NPM Adjustment proceedings.   

Altria has further stated in its Form 10-Q filed with the SEC for the three-month period ended March 31, 
2013 that except with respect to the Term Sheet Signatories (including the State) to the extent that the NPM 
Adjustment Settlement Term Sheet (described below) continues to proceed and except with respect to the non-
contested states in regard to the 2003 NPM Adjustment (which does not include the State), Philip Morris intends to 
pursue vigorously the disputed NPM Adjustments for sales years 2003 – 2012 against the non-signatory states 
through the arbitration proceedings described above.  Decisions in the arbitration proceeding are expected by the end 
of June 2013, according to Reynolds American. 

Recent Developments Regarding NPM Adjustment Settlement and Award.  On December 17, 2012, terms 
of a settlement agreement (the “NPM Adjustment Settlement Term Sheet”) were agreed to by 19 jurisdictions, the 
OPMs and certain SPMs regarding claims related to the 2003 through 2012 NPM Adjustments and the 
determination of future NPM Adjustments.  The 19 jurisdictions that signed the NPM Adjustment Settlement Term 
Sheet on December 17, 2012 are Alabama, Arizona, Arkansas, California, the District of Columbia, Georgia, 
Kansas, Louisiana, Michigan, Nebraska, Nevada, New Hampshire, New Jersey, North Carolina, Puerto Rico, 
Tennessee, Virginia, West Virginia and Wyoming.  On April 12, 2013, Oklahoma joined the NPM Adjustment 
Settlement Term Sheet and on May 24, 2013, Connecticut and South Carolina joined the NPM Adjustment 
Settlement Term Sheet, bringing the total number of jurisdictions that have joined the settlement to 22, representing 
approximately 46% Allocable Share.  Such jurisdictions that joined the NPM Adjustment Settlement Term Sheet are 
collectively referred to herein as the “Term Sheet Signatories,” which term, where appropriate, includes any 
additional jurisdictions that subsequently sign the NPM Adjustment Settlement Term Sheet.  Additional jurisdictions 
were permitted to join the settlement up to the end date of the last individual state-specific diligent enforcement 
hearings (the last diligent enforcement hearing for the jurisdictions that did not sign on to the NPM Adjustment 
Settlement Term Sheet occurred in May 2013).  After such time, additional jurisdictions may join the settlement 
only if the signatory PMs, in their sole discretion, agree. 

The NPM Adjustment Settlement Term Sheet provides that it is subject to approval by the 3-judge panel 
currently arbitrating the 2003 NPM Adjustment claims.  In January 2013 the arbitration panel held an initial status 
conference on the NPM Adjustment Settlement Term Sheet; on March 7-8, 2013 the arbitration panel received 
briefing on the objections to the settlement by the Term Sheet Non-Signatories (including the objections that the 
arbitration panel lacks jurisdiction over the NPM Adjustment Settlement Term Sheet and that the NPM Adjustment 
Settlement Term Sheet constitutes an amendment to the MSA requiring the approval of all Settling States, including 
the Term Sheet Non-Signatories) and heard argument on the matter; and on March 12, 2013 the arbitration panel 
issued its Stipulated Partial Settlement and Award (the “NPM Adjustment Stipulated Partial Settlement and 
Award”).  As described below, the NPM Adjustment Stipulated Partial Settlement and Award was implemented by 
the MSA Auditor as it relates to the April 2013 MSA payment, in particular, effecting certain reductions to the April 
2013 MSA payment due by the PMs and releasing certain funds from the Disputed Payments Account to the Term 
Sheet Signatories at that time (the original 19 jurisdictions plus Oklahoma), as specified below.  The MSA Auditor 
issued revised payment calculations reflecting the financial impact of Oklahoma’s decision to join the settlement 
before the April 2013 MSA payment.  The MSA Auditor has stated that, by implementing such reductions to the PM 
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payments and releases from the Disputed Payments Account to the Term Sheet Signatories with respect to the MSA 
payments due in April 2013, it was not committing to implement any provision of the NPM Adjustment Settlement 
Term Sheet other than those provisions relating to such distributions and credits with respect to the MSA payments 
due in April 2013. 

In the NPM Adjustment Stipulated Partial Settlement and Award, the arbitration panel, as a threshold 
matter, ruled that it has jurisdiction (i) to enter the NPM Adjustment Stipulated Partial Settlement and Award, (ii) to 
rule on the objections of the Term Sheet Non-Signatories, (iii) to determine how the 2003 NPM Adjustment 
Settlement will be allocated among the Term Sheet Non-Signatories in light of the settlement and (iv) to incorporate 
and direct the MSA Auditor to implement the provisions of the NPM Adjustment Settlement Term Sheet, including 
as they pertain to years beyond 2003.  The arbitration panel noted that it was neither “approving” the NPM 
Adjustment Settlement Term Sheet nor assessing the merits of any NPM Adjustment dispute, but rendering the 
NPM Adjustment Settlement Term Sheet binding on the Term Sheet Signatories and directing the MSA Auditor to 
implement the settlement provisions contained therein. 

In the NPM Adjustment Stipulated Partial Settlement and Award, the arbitration panel specifically directed 
the MSA Auditor (i) to release approximately $1.76 billion (plus accumulated earnings thereon) from the Disputed 
Payments Account to the Term Sheet Signatories, allocating such released amount among the Term Sheet 
Signatories as they direct in connection with the April 15, 2013 MSA payment and (ii) to apply a credit in the 
aggregate amount of approximately $816 million to the OPMs’ MSA payment due April 15, 2013, allocating such 
credit among the OPMs as they direct.  In accordance with NPM Adjustment Settlement Term Sheet provisions, the 
2013 MSA credit represents 50% of the OPMs’ credits with the remaining credits applied 12.5% against each of the 
April 15, 2014 through 2017 MSA payments.  Under the NPM Adjustment Settlement Term Sheet, parallel 
provisions exist for SPMs, which stipulated a credit of approximately $31 million to the SPMs’ April 2013 MSA 
payment. 

In addition, while not ruling on years subsequent to the 2003 NPM Adjustment, the arbitration panel ruled 
that the reduction of the 2003 NPM Adjustment, in light of the NPM Adjustment Stipulated Partial Settlement and 
Award (for purposes of allocating the 2003 NPM Adjustment to the Term Sheet Non-Signatories), will be on a pro 
rata basis:  the dollar amount of the 2003 NPM Adjustment will be reduced by a percentage equal to the aggregate 
allocable share of the Term Sheet Signatories.  In addition, the arbitration panel directed the MSA Auditor to treat 
the Term Sheet Signatories as not being subject to the 2003 NPM Adjustment, resulting in a reallocation of the Term 
Sheet Signatories’ share of the 2003 NPM Adjustment among those Term Sheet Non-Signatories that are found not 
to have diligently enforced their Qualifying Statutes during 2003.  This framework creates an incentive for Term 
Sheet Non-Signatories to contest the diligent enforcement of Term Sheet Signatories for years 2004 onward.  The 
arbitration panel concluded that the NPM Adjustment Settlement Term Sheet and the NPM Adjustment Stipulated 
Partial Settlement and Award do not legally prejudice or adversely affect the Term Sheet Non-Signatories, but that, 
should a Term Sheet Non-Signatory found by the arbitration panel to be non-diligent have a good faith belief that 
the pro rata reduction method did not adequately compensate it for a Term Sheet Signatory’s removal from the 
reallocation pool, its relief, if any, is by appeal to its individual MSA state court.  The arbitration panel further 
concluded that neither the NPM Adjustment Stipulated Partial Settlement and Award nor the NPM Adjustment 
Settlement Term Sheet constitutes an amendment to the MSA that would require the consent of any Term Sheet 
Non-Signatory.  Connecticut and South Carolina joined the settlement as Term Sheet Signatories on May 24, 2013, 
bringing the aggregate allocable share of the Term Sheet Signatories to approximately 46%. 

Pursuant to the NPM Adjustment Settlement Term Sheet, including as implemented in April 2013 
following the NPM Adjustment Stipulated Partial Settlement and Award, the OPMs and certain SPMs have received 
certain reductions in 2013 and will receive reductions to future MSA payments to reflect a percentage of the Term 
Sheet Signatories’ aggregate share of the OPMs’ and SPMs’ aggregate 2003 through 2012 NPM Adjustment claims.  
The amount of such percentages is dependent on the number of jurisdictions that eventually join the final settlement.  
According to a Form 10-Q filed with the SEC by Altria (the parent company of Philip Morris) in March 2013, the 
OPMs have agreed that, subject to certain conditions, Philip Morris will receive approximately 28% of the 
reductions, Reynolds Tobacco will receive approximately 60% of the reductions, and Lorillard will receive 
approximately 12% of the reductions.  In its Form 10-Q filed with the SEC for the three-month period ended March 
2013, Philip Morris reported that, based on the Term Sheet Signatories as of April 15, 2013, Philip Morris received 
all of its reduction under the NPM Adjustment Settlement Term Sheet through a credit of approximately $483 
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million against its MSA payment made in April 2013.  In its Form 10-Q filed with the SEC for the three-month 
period ended March 31, 2013, Reynolds Tobacco reported that, based on the jurisdictions bound by the NPM 
Adjustment Settlement Term Sheet, Reynolds Tobacco will receive approximately $1 billion as credits with respect 
to their NPM Adjustment claims for the period from 2003 through 2012, to be applied against annual payments 
under the MSA over a five-year period, commencing with the MSA payment due in April 2013.  In its Form 10-Q 
for the three-month period ended March 31, 2013, Lorillard reported that it expects to receive credits over five years 
of at least $205 million on its outstanding claims, with $164 million having occurred in April 2013 and the 
remainder occurring over the following four years.   

In addition, as part of the NPM Adjustment Settlement Term Sheet, in April 2013, the 20 Term Sheet 
Signatories that had signed the Term Sheet by that time received their aggregate Allocable Share of over $4.7 billion 
from the Disputed Payments Account under the MSA in April 2013.   

The Term Sheet Signatories allocated the settlement amount for the 2003 NPM Adjustment among 
themselves (through the application of the credits to PMs or the receipt by the Term Sheet Signatories of amounts 
released from the Disputed Payments Account, or both) so as to fully compensate those Term Sheet Signatories 
whose diligent enforcement for 2003 was non-contested. 

The NPM Adjustment Settlement Term Sheet also sets forth the terms by which NPM Adjustments for 
2013 onward will be determined.  For the two-year transition period of sales years 2013-2014, the revised 
adjustment for SET-Paid NPM Sales, as described in the next succeeding paragraph, will apply (with certain 
exceptions).  The revised adjustment for Non-SET-Paid NPM Sales, described in the second next succeeding 
paragraph, will not apply during this transition period.  In addition, for each of those years, signatory PM payments 
will be adjusted based on a comparison of the Market Share Losses (as defined in the MSA) in 2013 or 2014 to the 
2011 Market Share Loss.  If the Market Share Loss is below the 2011 level, the adjustment is 25%, using the 
original NPM Adjustment formula.  For Market Share Loss above the 2011 level, the adjustment is indexed upwards 
based on the number of cigarettes above the 2011 Market Share Loss starting at 30% and increasing to 50%. 

Beginning in 2013, there will be a state-specific adjustment that applies to sales of SET-paid NPM 
cigarettes (“SET-Paid NPM Sales”).  “SET” consists of state cigarette excise tax or other state tax on the 
distribution or sale of cigarettes (other than a state or local sales tax that is applicable to consumer products 
generally and is not in lieu of an excise tax) and, after 2014, any excise or other tax imposed by a state or federally 
recognized tribe on the distribution or sale of cigarettes.  For SET-Paid NPM Sales of “non-compliant NPM 
cigarettes” (defined in the NPM Adjustment Settlement Term Sheet, with certain exceptions, as any cigarette sale 
for which escrow is not deposited, either by payment by the NPM or by collection upon a bond), the adjustment of 
PM payments due from signatory PMs will be three times the per-cigarette escrow deposit rate contained in the 
Model Statute for the year of the sale, including the inflation adjustment in the statute.  There will be a proportional 
adjustment for each signatory SPM in proportion to the size of its MSA payment for that year.  A Term Sheet 
Signatory will not be subject to this revised adjustment if (i) escrow was deposited on 96% of all NPM cigarettes 
sold in the Term Sheet Signatory jurisdiction during that year on which SET was paid, or (ii) the number of SET-
paid NPM cigarettes sold in the Term Sheet Signatory jurisdiction during that year on which escrow was not 
deposited did not exceed 2 million cigarettes.   

A data clearinghouse that will be established (the “Data Clearinghouse”) will calculate the total FET-paid 
NPM volume in the Settling States and nationwide.  “FET” means the federal excise tax.  Beginning in 2015, for 
non-SET-Paid NPM Sales (“Non-SET-Paid NPM Sales”), the total NPM Adjustment liability, if any, of each Term 
Sheet Signatory for a year would be reduced by a percentage equal to the percentage represented by the fraction of 
the total SET-paid NPM volume in the Settling States divided by nationwide FET-paid NPM volume for that year.   

In addition, the NPM Adjustment Settlement Term Sheet provides that, except in certain cases (primarily, if 
the dispute was noticed for arbitration by the PM over one year prior to the payment date and the arbitration has not 
begun despite good faith efforts by the PM), the PMs will not withhold payments or pay into the Disputed Payments 
Account based on a dispute arising out of the revised NPM Adjustment as set forth in the NPM Adjustment 
Settlement Term Sheet.   
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No assurance can be given as to the impact or the magnitude of the effect of the NPM Adjustment 
Stipulated Partial Settlement and Award, as to whether or not the NPM Adjustment Stipulated Partial Settlement and 
Award will be revised or reversed and any consequences thereto, or as to any final settlement or resolution of 
disputes concerning the NPM Adjustment Stipulated Partial Settlement and Award and the effect of such factors on 
the amount and/or timing of Pledged TSRs available to the Corporation to pay debt service on the Series 2013 
Bonds. 

In January 2013, Moody’s placed 31 series of tobacco settlement revenue bonds under review as a result of 
the potential impact of the NPM Adjustment Settlement Term Sheet, stating that the provisions of the NPM 
Adjustment Settlement Term Sheet could reduce the cash flow of the Term Sheet Signatory states (such as the State) 
and indirectly affect the Term Sheet Non-Signatory states. 

See “APPENDIX E - NPM ADJUSTMENT STIPULATED PARTIAL SETTLEMENT AND AWARD, 
SETTLEMENT TERM SHEET, AND MEMORANDUM OF UNDERSTANDING” for copies of the NPM 
Adjustment Stipulated Partial Settlement and Award and the NPM Adjustment Settlement Term Sheet as well as the 
August 2010 Memorandum of Understanding (or MOU).  

For those jurisdictions that do not join the settlement (the “Term Sheet Non-Signatories”), the current 
arbitration process will continue.  Decisions in the arbitration proceeding were expected by the end of June 2013, 
according to Reynolds American.  The OPMs have reported that they continue to reserve all rights regarding the 
NPM Adjustment with respect to the Term Sheet Non-Signatories and pursue vigorously the disputed NPM 
Adjustments for sales years 2003-2012 against the Term Sheet Non-Signatories. 

The State’s Attorney General assisted in drafting legislation to amend the State’s Qualifying Statute in 
order to enable the State to fully implement the NPM Adjustment Stipulated Partial Settlement and Award as it 
applies to the State.  The legislation passed both houses of the State legislature as of June 6, 2013 and was signed by 
the Governor of the State on June 11, 2013.  The lead counsel to the OPMs acknowledged in a letter dated June 12, 
2013 that the enactment of the new law does not affect the status of the State’s Escrow Statute as a Qualifying 
Statute under the MSA.  While the State believes that the State’s Qualifying Statute as so amended will continue to 
constitute a Qualifying Statute, no assurance can be provided that a PM would not assert otherwise or a court or 
arbitrator would not determine otherwise.  Should it be determined that the amendments to the State’s Qualifying 
Statute cause it to no longer be a Qualifying Statute, then the State will no longer be entitled to any protection from 
the NPM Adjustment, and there could be substantial reductions in the amount of Pledged TSRs available to the 
Corporation to make payments on the Bonds.  See “BONDHOLDERS’ RISKS —Other Risks Relating to the MSA 
and Related Statutes —Amendment to the State’s Qualifying Statute” and “LEGAL CONSIDERATIONS 
RELATING TO PLEDGED TSRs —MSA and Qualifying Statute Enforceability.” 

Disputes Concerning the NPM Adjustment Settlement Term Sheet and Stipulated Partial Settlement and 
Award 

Several states have disputed the NPM Adjustment Settlement Term Sheet and Stipulated Partial Settlement 
and Award. 

On March 13, 2013, the Office of the Attorney General of the State of Illinois sent a letter, on behalf of 
itself and 23 other Term Sheet Non-Signatories (to which letter several additional Term Sheet Non-Signatories later 
joined), to the MSA Auditor, affirming their position that the arbitration panel lacked jurisdiction and that the NPM 
Adjustment Stipulated Partial Settlement and Award was inconsistent with the terms of the MSA, and informing the 
MSA Auditor that they object to and will contest any action by the MSA Auditor to release funds from the Disputed 
Payments Account or to reallocate the 2003 NPM Adjustment under the terms of the NPM Adjustment Stipulated 
Partial Settlement and Award.   

By April 2013, motions were pending in eight Term Sheet Non-Signatory states including Colorado (State 
v. R.J. Reynolds Tobacco Co., Case No 1997CV3432), Connecticut (State v. Philip Morris Inc., UWY-CV-96-
0148414-S), Maryland (State v. Philip Morris Inc., Case No. 24C96122017), Massachusetts (Commonwealth of 
Massachusetts v. Philip Morris, No. 95-7378), New York (State v. Philip Morris, 400361/1997), Ohio (State v. R.J. 
Reynolds Tobacco Co., Case No. 97CVH-05-5114), Pennsylvania (Commonwealth of Pennsylvania v. Philip 
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Morris, Inc., No. 2443), and South Carolina (State v. Brown & Williamson Tobacco Corp., 97CP4001686) to vacate 
and/or modify the NPM Adjustment Stipulated Partial Settlement and Award.  Connecticut and South Carolina 
subsequently joined the NPM Adjustment Settlement and became Term Sheet Signatories in May 2013.  In addition, 
two states, Colorado (State v. R.J. Reynolds Tobacco Co., Case No 1997CV3432) and Ohio (State v. R.J. Reynolds 
Tobacco Co., Case No. 97CVH-05-5114) filed for preliminary injunctions.  These motions for preliminary 
injunctions against the implementation of the NPM Adjustment Stipulated Partial Settlement and Award in 
connection with the April 2013 MSA payment were denied, and the MSA Auditor carried out such implementation 
over the objections of the Term Sheet Non-Signatories.  The outcomes of the pending claims filed by the Term 
Sheet Non-Signatories cannot be predicted.  No assurance can be given that other challenges to the NPM 
Adjustment Stipulated Partial Settlement and Award will not be commenced in other MSA courts. 

Disputed or Recalculated Payments and Other Disputes under the Terms of the MSA 

Disputes concerning Annual Payments and Strategic Contribution Fund Payments and their calculations 
may be raised up to four years after the respective Payment Due Date (as defined in the MSA).  The resolution of 
disputed payments may result in the application of an offset against subsequent Annual Payments or Strategic 
Contribution Fund Payments.  The diversion of disputed payments to the Disputed Payments Account, the 
withholding of all or a portion of any disputed amounts or the application of offsets against future payments could 
also have a material adverse effect on the amount and/or timing of Pledged TSRs available to the Corporation.  
Furthermore, miscalculations or recalculations by the MSA Auditor or disputed calculations by any of the parties to 
the MSA, such as those described above under “—NPM Adjustment”, have resulted and could in the future result in 
offsets to, or delays in disbursements of, payments to the Settling States pending resolution of the disputed item in 
accordance with the provisions of the MSA.  Amounts held in the Disputed Payments Account could be released to 
those Settling States which, in the future, are found to have diligently enforced their Qualifying Statutes, or pursuant 
to a settlement of the disputes among the Settling States and the PMs.  The models used in the Collection 
Methodology and Assumptions and debt service coverage tables for the Bonds do not factor in an offset for 
miscalculated or disputed payments or any release of funds currently held in the Disputed Payments Account other 
than pursuant to the NPM Adjustment Stipulated Partial Settlement and Award.  See “SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT —Adjustments to Payments —Offset for Miscalculated or Disputed 
Payments,” “—Potential Payment Decreases Under the Terms of the MSA —NPM Adjustment —Application of the 
NPM Adjustment” and “SUMMARY OF PLEDGED TSRS METHODOLOGY AND BOND ASSUMPTIONS.” 

California, Kentucky and Iowa have had disputes and have filed suit against Bekenton USA, Inc. 
(“Bekenton”), to among other things, compel Bekenton to comply with its full payment obligations under the MSA.  
In June 2005, the State of California filed an application in San Diego County Superior Court seeking an 
enforcement order against Bekenton.  Bekenton was allowed by the court to file a suit that argued, among other 
things, that the State of California breached the “Most Favored Nation” (“MFN”) provisions of the MSA by 
allowing three other SPMs to join the MSA under more favorable terms, and that it was entitled to similar relief 
under another clause of the MSA (the “Relief Clause”), which requires that if any PM is relieved of a payment 
obligation, such relief becomes applicable to all of the PMs.  In a November 2005 tentative ruling (which 
subsequently became a final order on March 15, 2006), the court denied Bekenton’s MFN claim and its motion to 
file suit under the Relief Clause.  In 2005, Bekenton also filed for bankruptcy relief.  In the Kentucky case, 
Bekenton failed to make its full MSA payment of approximately $7.7 million in April 2005, and, instead, paid only 
$198,000, less than 3% of the total payment due.  The Commonwealth of Kentucky commenced an action against 
Bekenton in which Bekenton claimed that under the Relief Clause it was entitled to reduce its payment.  In 
April 2006, the court dismissed Bekenton’s claim for a reduction, holding that the Relief Clause was not applicable 
since the agreement with another PM did not relieve the PM of any payment obligations.  In the Iowa case, the State 
of Iowa sought to de-list Bekenton as a PM for failing to comply with the MSA payment provisions and to prohibit 
Bekenton from doing business in Iowa for failing to comply with the escrow payment provisions of the Iowa 
Qualifying Statute.  In August 2005, an Iowa state court enjoined Iowa from “de-listing” Bekenton, permitting 
Bekenton to continue selling cigarettes in Iowa.  The court found that the MSA itself provides procedures for the 
resolution of disputes regarding MSA payments and that such procedures should be followed in this case.   

For a discussion of litigation presenting challenges to the MSA and Settling States’ Qualifying Statutes and 
Complementary Legislation, see “—Litigation Challenging the MSA, the Qualifying Statutes and Related 
Legislation” above. 
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Other Disputes Related to MSA Payments 

Certain PMs were in dispute regarding (i) whether a “roll-your-own”  tobacco conversion of 0.0325 ounces 
for one individual cigarette should be used for purposes of calculating the downward Volume Adjustments to the 
MSA payments (as is currently the case), or, rather, a 0.09 ounce conversion; and (ii) whether the total domestic 
cigarette market and certain other calculations related to the PMs’ MSA payments should be determined based on 
the “net” number of cigarettes on which federal excise tax is paid (as is currently the case), or, rather, the “adjusted 
gross” number of cigarettes.    

In the “roll-your-own” dispute, the PMs contended that the 0.09 ounce conversion should be used, whereas 
the Settling States contended that the 0.0325 ounce conversion is required under the MSA.  Altria, Philip Morris’s 
parent company, had reported in its SEC filings that it believes that, for the years 2004-2012, the use of the 0.0325 
ounce conversion method resulted in excess MSA payments by Philip Morris in those years of approximately $92 
million in the aggregate.  In the “net vs. gross” dispute, PMs contended that the MSA requires calculations based on 
a gross approach, while the Settling States contend that a net approach is required by the MSA.   

Forty-three jurisdictions (including the State) entered into arbitration involving these two disputes.  In an 
award dated January 21, 2013, the panel of arbitrators held that (i) the MSA Auditor is to use the market share for 
Liggett Group LLC (an SPM) on a net basis, but increase that calculation by a specified factor to avoid unfairness 
given the gross basis used for Liggett Group LLC in the MSA Auditor’s March 30, 2000 calculation, and (ii) the 
MSA Auditor is to use the 0.0325 ounce conversion method for purposes of roll-your-own tobacco.  Altria reported 
in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2013 that it is unclear precisely 
which past and future MSA payments may be affected by this ruling. 

CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY 

The following description of the domestic tobacco industry has been compiled from certain publicly 
available documents of the tobacco companies and their current or former parent companies, certain publicly 
available analyses of the tobacco industry and other public sources.  Certain of those companies file annual, 
quarterly and certain other reports with the SEC.  Such reports are available on the SEC’s website (www.sec.gov) 
and upon request from the SEC’s Investor Information Service, 100 F Street, NE, Washington, D.C. 20549 (phone:  
(800) SEC-0330 or (202) 551-5450; fax:  (202) 343-1028; e-mail:  publicinfo@sec.gov).  The following information 
does not, nor is it intended to, provide a comprehensive description of the domestic tobacco industry, the business, 
legal and regulatory environment of the participants therein, or the financial performance or capability of such 
participants.  Although the Corporation has no independent knowledge of any facts indicating that the following 
information is inaccurate in any material respect, the Corporation has not independently verified this information 
and cannot and does not warrant the accuracy or completeness of this information. To the extent that reports 
submitted to the MSA Auditor by the PMs pursuant to the requirements of the MSA provide information that is 
pertinent to the following discussion, including market share information, the Louisiana Attorney General has not 
consented to the release of such information pursuant to the confidentiality provisions of the MSA.  Prospective 
investors in the Series 2013 Bonds should conduct their own independent investigations of the domestic tobacco 
industry to determine if an investment in the Series 2013 Bonds is consistent with their investment objectives. 

MSA payments are computed based in part on cigarette shipments in or to the 50 states of the United 
States, the District of Columbia and Puerto Rico.  The quantities of cigarettes shipped and cigarettes consumed 
within the 50 states of the United States, the District of Columbia and Puerto Rico may not match at any given point 
in time as a result of various factors, such as inventory adjustments, but are substantially the same when compared 
over a period of time. 

Retail market share information, based upon shipments or sales as reported by the OPMs for purposes of 
their filings with the SEC, may be different from Relative Market Share for purposes of the MSA and the respective 
obligations of the PMs to contribute to Annual Payments and Strategic Contribution Fund Payments.  The Relative 
Market Share information reported is confidential under the MSA, except to the extent reported by NAAG.  See 
“SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Overview of Payments by the Participating 
Manufacturers; MSA Escrow Agent”, “—Annual Payments” and “—Strategic Contribution Fund Payments.”  
Additionally, aggregate market share information, based upon shipments as reported by Lorillard, Inc. (the parent 
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company of Lorillard), Reynolds American Inc. (the parent company of Reynolds Tobacco) and the Altria Group, 
Inc. (the parent company of Philip Morris) and reflected in the chart below entitled “Manufacturers’ Domestic 
market share of Cigarettes” is different from that utilized in the bond structuring assumptions.  See “SUMMARY 
OF PLEDGED TSR METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS.” 

Industry Overview 

As reported by NAAG, based upon OPM shipments reported to MSAI, the OPMs accounted for 
approximately 84.81% of the U.S. domestic cigarette market in sales year 2012 measuring roll-your-own cigarettes 
at 0.09 ounces per cigarette conversion rate and approximately 84.52% measuring roll-your-own cigarettes at 0.0325 
ounces per cigarette conversion rate.  However, according to publicly available documents of the OPMs, at March 
31, 2013, the OPMs collectively accounted for approximately 91.5% of the domestic cigarette retail industry (with 
Philip Morris and Reynolds Tobacco measuring by sales, and Lorillard measuring by shipments).  The market for 
cigarettes in the U.S. divides generally into premium and discount sales.  As reported by Lorillard, at March 31, 
2013, the discount segment of the domestic tobacco industry represented approximately 26.6% of domestic tobacco 
sales. 

Philip Morris USA Inc. (“Philip Morris”), a wholly-owned subsidiary of Altria Group, Inc. (“Altria”), is 
the largest tobacco company in the U.S.  Prior to a name change on January 27, 2003, Altria was named Philip 
Morris Companies Inc.  In its Form 10-K filed with the SEC for the calendar year 2012, Altria reported that Philip 
Morris’s domestic cigarette market share for calendar year 2012 was 49.8% (based on retail sales) which represents 
an increase of 0.8 share points from its reported domestic market share (based on retail sales) of 49.0% for calendar 
year 2011.  In its Form 10-Q filed with the SEC for the three-month period ended March 31, 2013, Altria reported 
that Philip Morris’s domestic cigarette market share in the three months ended March 31, 2013 was 50.5% (before 
restatement to adjust for new tracking services), which represents an increase of 0.5 share points from its reported 
domestic market share of 50.0% in the three months ended March 31, 2012.  Philip Morris’s major premium brands 
are Marlboro, Virginia Slims and Parliament (with Marlboro representing approximately 86% of Philip Morris’s 
domestic cigarette shipment volume during the three months ended March 31, 2013, according to Altria’s Form 10-
Q filed with the SEC for the three-month period ended March 31, 2013).  Marlboro is the largest selling cigarette 
brand in the U.S., with approximately 43.6% of the U.S. domestic retail share at March 31, 2013, up from 43.4% at 
March 31, 2012, according to Altria’s Form 10-Q filed with the SEC for the three-month period ended March 31, 
2013, and has been the world’s largest-selling cigarette brand since 1972.  Philip Morris’s principal discount brands 
are Basic and L&M.  In 2009, Altria acquired UST LLC, whose subsidiary, U.S. Smokeless Tobacco LLC (“UST”), 
is the largest producer of smokeless tobacco in the U.S.  Effective in the first quarter of 2013, Philip Morris’s market 
share results for cigarettes are based on a new tracking service, IRI/Management Science Associate Inc., which 
measures retail share in stores representing trade classes selling a significant majority of the volume of the product 
being measured.  For other trade classes selling cigarettes, retail share is based on shipments from wholesalers to 
retailers reported through the Store Tracking Analytical Reporting System.  According to Altria, retail market share 
results reported using the new services cannot be meaningfully compared to retail market shares previously reported 
by Altria’s tobacco companies under the previous services.  Altria has restated its retail share results for 2012 to 
reflect these new services.  In its Form 10-Q filed with the SEC for the three-month period ended March 31, 2013, 
Altria reported that Philip Morris’s restated domestic cigarette market share for calendar year 2012 was 50.3%.   

Reynolds American Inc. (“Reynolds American”) is the second largest tobacco company in the U.S.  
Reynolds American became the parent company of R.J. Reynolds Tobacco Company (“Reynolds Tobacco”) on 
July 30, 2004, following a transaction that combined Reynolds Tobacco and the U.S. operations of Brown & 
Williamson Tobacco Corporation (“B&W”), previously the third largest tobacco company in the U.S., under the 
Reynolds Tobacco name.  In connection with this merger, Reynolds American assumed all pre-merger liabilities, 
costs and expenses of B&W, including those related to the MSA and related agreements and with respect to pre-
merger litigation of B&W.  Reynolds American is also the parent company of American Snuff Co., owner of 
smokeless tobacco brands, and Santa Fe Natural Tobacco Company, Inc., both of which are SPMs.   

In its Form 10-K filed with the SEC for the calendar year 2012, Reynolds American reported that Reynolds 
Tobacco’s domestic retail cigarette market share at December 31, 2012 was 26.5% (measured by sales volume), 
which represents an approximately 4% decrease from the 27.6% market share at December 31, 2011.  In its Form 
10-Q filed with the SEC for the three-month period ended March 31, 2013, Reynolds American reported that 
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Reynolds Tobacco’s domestic retail market share in the three months ended March 31, 2013 was 26.1%, which 
represents a decrease from its reported domestic retail market share of 26.7% in the three months ended March 31, 
2012.  Reynolds Tobacco’s major premium brands are Camel, Kool, Winston and Salem.  Its discount brands 
include Doral and Pall Mall.  Reynolds Tobacco’s market share information is based on data from the IRI/Capstone 
Total Retail Panel (“IRI/Capstone”), which was designed to measure market share in retail stores selling cigarettes, 
but was not designed to capture internet, direct mail and some illicitly tax-advantaged outlets. 

Lorillard, Inc., formerly a wholly-owned subsidiary of Loews Corporation prior to June 2008, is the parent 
company of Lorillard Tobacco Company (“Lorillard”), the third largest tobacco company in the U.S.  In its Form 
10-K filed with the SEC for the calendar year 2012, Lorillard, Inc. reported that its domestic retail cigarette market 
share in 2012 was 14.4% (measured by wholesale shipment volume), which represents an increase of 0.3 share 
points from calendar year 2011.  In its Form 10-Q filed with the SEC for the three-month period ended March 31, 
2013, Lorillard, Inc. reported that its domestic cigarette market share for the three months ended March 31, 2013 
was 14.9% (measured by wholesale shipment volume), an increase of 0.4 share points from its reported domestic 
market share of 14.5% for the three months ended March 31, 2012.  Lorillard’s principal brands are Newport, Kent, 
True, Maverick and Old Gold.  Its largest selling brand is Newport, which accounted for approximately 88.2% of 
Lorillard’s cigarette segment net sales for the three months ended March 31, 2013, an increase from 87.9% of 
Lorillard’s cigarette segment net sales for the three months ended March 31, 2012.  On November 1, 2010, Lorillard 
began shipping its new non-menthol varieties of Newport, called Newport Non-Menthol Box and Newport Non-
Menthol Box 100s.  Market share data reported by Lorillard is based on Lorillard’s proprietary retail shipment data 
“EXCEL,” which reflects shipments from wholesalers to retailers. 

Based on the domestic retail market shares discussed above, the remaining share of the U.S. retail cigarette 
market for the three-month period ended March 31, 2013 calendar year 2012 was held by a number of other 
domestic and foreign cigarette manufacturers, including Liggett Group, LLC (“Liggett”) (the operating successor to 
the Liggett & Myers Tobacco Company) and Vector Tobacco Inc. (“Vector Tobacco”), each wholly-owned 
subsidiaries of Vector Group Ltd. (“Vector Group Ltd.”), and Commonwealth Brands, Inc. (“CBI”), a wholly-
owned subsidiary of Imperial Tobacco Group PLC (“Imperial Tobacco”), which markets deep discount brands.  
Liggett, Vector Tobacco and CBI are SPMs under the MSA.   

Imperial Tobacco is listed on the London Stock Exchange and does not file quarterly or annual reports with 
the SEC.  However, Imperial Tobacco reported in its half year results for the six months ended March 31, 2013 that 
it held a 3.3% market share of the U.S. cigarette market, a decrease from its 3.5% market share of the U.S. cigarette 
market in the six months ended March 31, 2012.  CBI’s brands include USA Gold, Sonoma and Fortuna.   

In its Form 10-Q filed with the SEC for the three-month period ended March 31, 2013, Vector Group Ltd. 
reported that Liggett’s domestic market share in calendar year 2012 was 3.5%, measured by shipment volume 
(which percentage Vector Group Ltd. also reports as that represented by Liggett’s and Vector Tobacco’s combined 
domestic market share).  Such market share represents a decrease from the 2011 domestic market share of 3.8%.  
Vector Group Ltd. reports in its SEC filings that Liggett is required to make payments under the MSA only to the 
extent of the incremental market share above a base market share of approximately 1.65% of the U.S. cigarette 
market, and that Vector Tobacco is required to make payments under the MSA only to the extent of the incremental 
market share above a base market share of approximately 0.28% of the U.S. cigarette market.  All of Liggett’s unit 
sales volume for the calendar year 2012 (and all years since 2004) and for the first three months of 2013 were in the 
discount segment.  Its brands include Liggett Select, Grand Prix, Eve, Pyramid, Eagle 20’s (relaunched as a deep 
discount brand in January 2013) and USA.  Vector Tobacco is focused on developing reduced risk cigarette 
products.  Vector Tobacco announced that it has introduced three varieties of a low nicotine cigarette in eight states, 
one of which is reported to be virtually nicotine free, under the brand name QUEST.  However, Vector Tobacco has 
postponed the national launch of QUEST indefinitely.  In February 2008, Liggett announced that it would begin 
selling “snus”, a smokeless tobacco product, under its Grand Prix brand, but its presence in this market appears to be 
limited, as there is no mention of it in Vector Group Ltd.’s recent SEC filings.  

Industry Market Share 

The following table sets forth the approximate comparative positions of the leading producers of cigarettes 
in the U.S. tobacco industry, each of which is an OPM under the MSA.  Individual and total domestic OPM market 
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shares presented below are derived from the publicly available documents of the OPMs and, as a result of varying 
methodologies used by the OPMs to calculate market share, may not be comparable and may be inaccurate when 
combined as presented. 

Manufacturers’ Domestic Market Share of Cigarettes* 

  Calendar Year 
      
Manufacturer  2009 2010 2011 2012 
      
Philip Morris  49.9% 49.8% 49.0% 49.8% 
Reynolds Tobacco  28.3 28.1 27.6 26.5 
Lorillard**  11.8 12.9 14.1 14.4 
Other***  10.0 9.2 9.3 9.3 

__________________ 
* Aggregate market share as reported above is different from that utilized in the Collection Methodology and Assumptions. 
** Lorillard utilizes MSAI market share data in its SEC reports.  MSAI divides the cigarette market into two price segments, the 
premium price segment and the discount or reduced price segment.  MSAI’s information relating to unit sales volume and market share of certain 
of the smaller, primarily deep discount, cigarette manufacturers is based on estimates derived by MSAI.  Lorillard management has indicated that 
it believes that volume and market share information for the deep discount manufacturers may be understated (and, correspondingly, volume and 
market share information for the larger manufacturers may be overstated). 
*** The market share, other than the OPMs, has been determined by subtracting the total market share percentages of the OPMs as 
reported in their publicly available documents from 100%.  Results may not be accurate and may not total 100% due to rounding and the differing 
sources and methodologies utilized to calculate market share. 

Cigarette Shipment Trends 

The following table sets forth the industry’s approximate cigarette shipments in the U.S. for the six years 
ended December 31, 2012.  The MSA payments are calculated in part on shipments by the OPMs in or to the U.S. 
rather than consumption. 

Years Ended 
December 31 

Shipments 
(Billions of Cigarettes)* 

Percent Change From 
Prior Year 

   

2012 286.5 (2.3)% 

2011 293.1 (3.5) 

2010 303.7 (3.8) 

2009 315.7 (8.6) 

2008 345.3 (3.3) 

2007 357.2 (5.0) 
________________ 
* As reported in SEC filings of Lorillard and Reynolds Tobacco, based on MSAI data. 

The information in the foregoing table, which has been obtained from publicly available documents but has 
not been independently verified, may differ materially from the amounts used by the MSA Auditor for calculating 
Annual Payments and Strategic Contribution Fund Payments under the MSA. 
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According to data from NAAG, overall shipments dropped approximately 2.0% to 290.102 billion 
cigarettes in sales year 2012 from 295.956 billion cigarettes in sales year 2011 measuring roll-your-own tobacco 
sales at 0.0325 ounces per cigarette conversion rate (or approximately 1.9% to 288.670 billion cigarettes in sales 
year 2012 from 294.281 billion cigarettes in sales year 2011 measuring roll-your-own tobacco sales at 0.09 ounces 
per cigarette conversion rate).  According to NAAG data, domestic U.S. cigarette consumption over the past 10 sales 
years was approximately as follows: 

Sales Year 

No. of Cigarettes  
(in billions) (with 
0.0325 oz. RYO 

conversion) 

% Change From 
Prior Year (with 
0.0325 oz. RYO 

conversion) 

No. of Cigarettes  
(in billions) (with 

0.09 oz. RYO 
conversion) 

% Change From 
Prior Year (with 

0.09 oz. RYO 
conversion) 

     
2012 290.102 (1.98)% 288.670 (1.91)% 

2011 295.956 (2.67) 294.281 (2.55) 

2010 304.079 (6.45) 301.989 (5.92) 

2009 325.043 (9.14) 320.997 (8.47) 

2008 357.738 (3.79) 350.711 (4.14) 

2007 371.833 (4.96) 365.875 (5.14) 

2006 391.256   0.26 385.711 0.25 

2005 390.250 (3.51) 384.766 (3.86) 

2004 404.439 0.09 400.224 0.07 

2003 404.071 (3.30) 399.934 (3.44) 
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According to data from the Department of Treasury, Alcohol and Tobacco Tax and Trade Bureau (the 
“TTB”), the overall quantity of cigarettes shipped domestically (not including a conversion for roll-your-own 
tobacco) dropped approximately 1.91% to 287.187 billion cigarettes in 2012 from 292.769 billion cigarettes in 2011.  
According to the TTB, the quantity of cigarettes shipped domestically for the past 10 calendar years was 
approximately as follows: 

Calendar 
Year 

No. of Cigarettes 
(in billions) 

Percent Change 
From Prior Year 

   
2012 287.187    (1.91)% 

2011 292.769 (2.57) 

2010 300.489 (5.52) 

2009 318.029 (8.20) 

2008 346.419 (4.22) 

2007 361.665 (5.01) 

2006 380.726 (0.10) 

2005 381.107 (4.31) 

2004 398.285 (0.37) 

2003 399.768 (3.92) 

   

According to data from MSAI, the overall quantity of cigarettes shipped domestically (not including a 
conversion for roll-your-own tobacco) dropped approximately 6.2% to 62.7 billion cigarettes in the three months 
ended March 31, 2013 from 66.8 billion cigarettes in the three months ended March 31, 2012. 

Physical Plant, Distribution, Competition and Raw Materials 

The production facilities of the OPMs tend to be highly concentrated.  For instance, all of the cigarette 
production of Lorillard comes from a single facility in North Carolina.  The other OPMs also have limited 
production facilities and have announced plans to continue to consolidate their production facilities.  Material 
damage to these facilities could materially impact overall cigarette production.  A prolonged interruption in the 
manufacturing operations of the cigarette manufacturers could have a material adverse effect on the ability of the 
cigarette manufacturers to effectively operate their respective businesses. 

Cigarette manufacturers sell tobacco products to wholesalers (including distributors), large retail 
organizations, including chain stores, and the armed services.  They and their affiliates and licensees also market 
cigarettes and other tobacco products worldwide, directly or through export sales organizations and other entities 
with which they have contractual arrangements. 

The domestic market for cigarettes is highly competitive.  Competition is primarily based on a brand’s 
price, including the level of discounting and other promotional activities, positioning, consumer loyalty, retail 
display, quality and taste.  Promotional activities include, in certain instances, allowances, the distribution of 
incentive items, price reductions and other discounts.  Considerable marketing support, merchandising display and 
competitive pricing are generally necessary to maintain or improve a brand’s market position.  Increased selling 
prices and taxes on cigarettes have resulted in additional price sensitivity of cigarettes at the consumer level and in a 
proliferation of discounts and of brands in the discount segment of the market.  Generally, sales of cigarettes in the 
discount segment are not as profitable as those in the premium segment.   

The tobacco products of the cigarette manufacturers and their affiliates and licensees are advertised and 
promoted through various media, although television and radio advertising of cigarettes is prohibited in the U.S.  
The domestic tobacco manufacturers have agreed to additional marketing restrictions in the U.S. as part of the MSA 
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and other settlement agreements.  They are still permitted, however, to conduct advertising campaigns in magazines, 
at retail cigarette locations, in direct mail campaigns targeted at adult smokers, and in other adult media. 

Smokeless Tobacco Products 

Smokeless tobacco products have been available for centuries.  Chewing tobacco and snuff are the most 
significant components of this market segment.  Snuff is a ground or powdered form of tobacco that is placed under 
the lip to dissolve.  It delivers nicotine effectively to the body.  Moist snuff is both smoke-free and potentially spit-
free.  As cigarette consumption expanded in the last century, the use of smokeless products declined.  Recently, 
however, the industry has expanded its smokeless tobacco products in response to the general decline in cigarette 
consumption, the proliferation of smoking bans and the perception that smokeless use is a less harmful mode of 
tobacco and nicotine usage than cigarettes.  Snuff, for example, is now being marketed to adult cigarette smokers as 
an alternative to cigarettes.  UST, the largest producer of moist smokeless tobacco (and a subsidiary of Altria, Philip 
Morris’s parent company), which manufactures Copenhagen and Skoal smokeless products, among others, is 
explicitly targeting adult smoker conversion in its growth strategy.  In 2006, the three largest U.S. cigarette 
manufacturers entered the market of smokeless tobacco products.  Philip Morris introduced a snuff product, Taboka.  
Reynolds American acquired Conwood Company, L.P., the nation’s second largest smokeless-tobacco 
manufacturer, and introduced Camel Snus, a snuff product.  Lorillard entered into an agreement with Swedish Match 
North America to develop smokeless products in the United States, which has since been discontinued.  In addition, 
Lorillard announced in 2010 that it intends to enter certain test markets with a traditional moist snuff product to 
assess opportunities to broaden its product offerings, but it makes no mention of such in its recent SEC filings. 
Product development has continued, however, with the introduction by Philip Morris of Marlboro snus (a smokeless, 
spitless tobacco product that originated in Sweden) and snuff products.  In October 2007, Altria announced that it 
would accelerate the development of snuff and less-harmful cigarettes to counter a decline in smoking.  In January 
2012, Altria announced that it entered into an agreement with Okono, an affiliate of Fertin Pharma, a Danish maker 
of nicotine chewing gum, to develop non-combustible tobacco products.  In May 2012, Altria announced that its 
subsidiary Nu Mark LLC introduced Verve nicotine discs, a mint-flavored, chewable, disposable tobacco product 
that contains tobacco-derived nicotine, and on June 11, 2013, Altria announced that it intends to expand distribution 
of its Verve discs from 60 stores to about 1,200 stores throughout Virginia in the second half of the year.  Liggett, in 
2008, announced it would introduce Grand Prix snus, which has yet to be marketed based on a review of Vector 
Group Ltd.’s recent SEC filings.   

Advocates of the use of snuff as part of a tobacco harm reduction strategy point to Sweden, where use of 
“snus”, a moist snuff manufactured by Swedish Match, has increased sharply since 1970, and where cigarette 
smoking incidence among males has declined to levels well below that of other countries.  A review of the literature 
on the Swedish experience concludes that snus, relative to cigarettes, delivers lower concentrations of some harmful 
chemicals, and does not appear to cause cancer or respiratory diseases.  They conclude that snus use appears to have 
contributed to the unusually low rates of smoking among Swedish men.  The Sweden experience is unique, even 
with respect to its Northern European neighbors.  It is not clear whether it could be replicated elsewhere.  A May 
2008 study using data from the 2000 National Health Interview Survey reports that U.S. men who used smokeless 
tobacco as a smoking cessation method achieved significantly higher quit rates than those who used other cessation 
aids.  Public health advocates in the U.S. emphasize that smokeless use results in both nicotine dependence and 
increased risks of oral cancer among other health concerns.  Snuff use is also often criticized as a gateway to 
cigarette use. 

In 2008, Fuisz Technologies formed a new firm, Fuisz Tobacco, to commercialize a film-based smokeless 
tobacco product.  No developments have been reported on this product.  The thin film strip would be spitless and 
would dissolve entirely in the cheek.  Reynolds American has developed and is marketing Camel Sticks, a twisted, 
dissolvable stick made of tobacco, Camel Orbs, dissolvable tobacco tablets, and Camel Strips, dissolvable tobacco 
strips, each of which may be produced as flavored items.   

As a result of these efforts, smokeless tobacco products have been increasing market share of tobacco 
products overall at the expense of the market share captured by cigarettes.  According to Reynolds Tobacco’s parent 
company, Reynolds American, as reported in its Form 10-Q filed with the SEC for the three-month period ended 
March 31, 2013, U.S. moist snuff retail volumes grew approximately 5% in 2013, and in its Form 10-K filed with 
the SEC for the calendar year 2012, Reynolds American reported that U.S. moist snuff retail volumes grew 
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approximately 5% in 2012 and 4% in 2011.  Reynolds American reports that moist snuff’s growth is partially 
attributable to cigarette smokers switching from cigarettes to smokeless tobacco products or using both.  According 
to Altria’s Form 10-Q filed with the SEC for the three-month period ended March 31, 2013, smokeless tobacco 
products accounted for approximately 7.28% of Altria’s tobacco product net revenues for the three months ended 
March 31, 2013, compared with approximately 6.93% for the three months ended March 31, 2012.   

E-Cigarettes 

Numerous manufacturers have developed and are marketing “electronic cigarettes” (or “e-cigarettes”), 
which, while not tobacco products, are battery powered devices that vaporize liquid nicotine, which is then inhaled 
by the consumer.  There are currently over 250 e-cigarette brands on the market.  Because electronic cigarettes are 
not tobacco products, they are not subject to the advertising restrictions to which tobacco products are subject.  
Furthermore, electronic cigarettes are generally not subject to federal, state or local excise taxes; however, according 
to Lorillard, Inc. in its Form 10-K filed with the SEC for the calendar year 2012, one state has imposed an excise tax 
on electronic cigarettes and certain other jurisdictions are considering imposing excise taxes and other restrictions on 
electronic cigarettes.  For example, a bill passed by the Oklahoma Senate in March 2013 would ban sales of 
electronic cigarettes to people under age 18 and would impose a five cent tax on electronic cigarettes (while limiting 
the maximum tax on electronic cigarettes to 10% of the tax levied on a pack of cigarettes).  The Oklahoma House of 
Representatives has not yet voted on the bill.   

Lorillard’s parent company has reported in its SEC filings that on April 24, 2012, it acquired, through its 
subsidiaries, blu eCigs and other assets used in the manufacture, distribution, development, research, marketing, 
advertising and sale of electronic cigarettes.  The acquisition provides Lorillard, Inc. with the blu eCigs brand and an 
e-cigarette product line. Lorillard, Inc. reported in its Form 10-K filed with the SEC for the calendar year 2012 that 
it sells the blu eCigs electronic cigarettes to distributors as well as directly to consumers over the internet.  It has 
been reported that Lorillard has boosted distribution of its blu eCigs to more than 80,000 stores since acquiring the 
brand in 2012.  Reynolds American reported in October 2012 that it introduced an electronic cigarette, VUSE, in 
limited distribution.  On June 6, 2013, Reynolds American announced that it is launching a revamped version of 
VUSE in Colorado retail outlets starting July 1, 2013, with a plan to quickly expand sales nationwide, including 
television ads for VUSE starting in August 2013.  Reynolds American stated during its announcement that it is 
targeting existing smokers with VUSE and expects some smokers to give up cigarettes in favor of VUSE.  On June 
11, 2013, Philip Morris’ parent company, Altria, announced that its subsidiary, Nu Mark LLC, plans to introduce an 
electronic cigarette under the “MarkTen” brand with limited distribution in Indiana starting in August 2013.  
MarkTen is a disposable e-cigarette that can be reused with a separate battery recharging kit and additional 
cartridges in both tobacco and menthol flavors.  Altria stated that the MarkTen’s “Four Draw” technology is 
designed to give users a “more consistent experience” that closely resembles the draw of a traditional cigarette.  The 
NJOY, Vapor, Logic and blu eCigs electronic cigarette brands have recently been marketed and advertised 
extensively across the U.S.  Lorillard reported in its Form 10-K filed with the SEC for the calendar year 2012 that 
the predominant forms of advertising and promotion in the electronic cigarette industry are television, print and 
web-based advertising, and sampling events.  During 2012, the FDA indicated that it intends to regulate electronic 
cigarettes under the FSPTCA, see “—Regulatory Issues” below.  According to news reports, sales of e-cigarettes in 
2012 have been estimated to be $300 million, which was double the amount during the prior two years, and are 
projected to reach $1 billion in 2013.  The CDC in February 2013 reported results of a survey that indicated that 
6.2% of the adult population, and 12% of smokers, had tried e-cigarettes at some time, which results were 
approximately double the estimates in 2010.  In addition, it has been reported that increases in cigarette taxes have 
caused an increase in the sale of e-cigarettes.  No assurance can be given that regulation of e-cigarettes by the FDA 
will stop their growth trend.  Growth in the electronic cigarette market may have an adverse effect on the tobacco-
cigarette market. 

Smoking Cessation Products 

A variety of smoking cessation products and services have developed to assist individuals to quit smoking.  
While some studies have shown that smokers who use a smoking cessation product to help them quit smoking are 
more likely to relapse, other studies have shown that these products and programs are effective, and that excise taxes 
and smoking restrictions and related tobacco regulation drive additional expenditures to the smoking cessation 
market.  The smoking cessation industry is broadly divided into two segments, counseling services (e.g., individual, 
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group, or telephone), and pharmacological treatments (both prescription and over-the-counter).  Several large 
pharmaceutical companies, including GlaxoSmithKline, Johnson & Johnson, Novartis and Pfizer are significant 
participants in the smoking cessation market.  The FDA has approved a variety of smoking cessation products and 
these products include prescription medicine, such as Nicotrol, Chantix, and Zyban, as well as over-the-counter 
products such as skin patches, lozenges and chewing gum.  Electronic cigarettes and snus are viewed by some as 
alternatives to smoking that may lead to cigarette smoking cessation.  Alternative therapies, such as psychotherapy 
and hypnosis, are also in use and available to individuals.  The smoking cessation industry is a competitive market 
and new products, including sublingual wafers and bottled water containing nicotine, have been introduced in the 
last few years. 

Private health insurance carriers are increasing premiums on smokers, which often are passed on by the 
employer to the smoker-employee.  Certain of these and other health insurance policies, including Medicaid and 
Medicare, cover various forms of smoking cessation treatments, making smoking cessation treatments more 
affordable for covered smokers.  Results of a study by the CDC, released in November 2011, found that in 2010 
68.8% of smokers wanted to stop smoking, 52.4% had made a quit attempt in the past year, 6.2% had recently quit, 
48.3% had been advised by a health professional to quit, and 31.7% had used counseling and/or medications when 
they tried to quit. 

Gray Market 

A price differential exists between cigarettes manufactured for sale abroad and cigarettes manufactured for 
U.S. sale.  Such differential increases as excise taxes are increased.  Consequently, a domestic gray market has 
developed in cigarettes manufactured for sale abroad, but instead are diverted for domestic sales that compete with 
cigarettes manufactured for domestic sale.  The U.S. federal government and all states, except Massachusetts, have 
enacted legislation prohibiting the sale and distribution of gray market cigarettes.  In addition, Reynolds American 
has reported that it has taken legal action against certain distributors and retailers who engage in such practices. 

Regulatory Issues 

Regulatory Restrictions and Legislative Initiatives 

The tobacco industry is subject to a wide range of laws and regulations regarding the marketing, sale, 
taxation and use of tobacco products imposed by local, state, federal and foreign governments.  Various state 
governments have adopted or are considering, among other things, legislation and regulations that would increase 
their excise taxes on cigarettes, restrict displays and advertising of tobacco products, establish ignition propensity 
standards for cigarettes, raise the minimum age to possess or purchase tobacco products (including New York City, 
New York State and New Jersey proposals to raise the minimum age from 18 to 21), ban the sale of “flavored” 
cigarette brands, require the disclosure of ingredients used in the manufacture of tobacco products, impose 
restrictions on smoking in public and private areas, restrict the sale of tobacco products directly to consumers or 
other unlicensed recipients, including over the internet, and charge state employees who smoke higher health 
insurance premiums than non-smoking state employees.  Several states charge higher health insurance premiums to 
state employee smokers than non-smokers, and a number of states have implemented legislation that allows 
employers to provide incentives to employees who do not smoke.  Several large corporations are now charging 
smokers higher premiums.  Most recently, in January 2013, a state congressman from Oregon proposed legislation 
that would make cigarettes a Schedule III controlled substance in Oregon and therefore illegal to possess or 
distribute without a doctor’s prescription.   

Federal Regulation 

In 1964, the Report of the Advisory Committee to the Surgeon General of the U.S. Public Health Service 
concluded that cigarette smoking was a health hazard of sufficient importance to warrant appropriate remedial 
action.  Since this initial report in 1964, the Secretary of Health, Education and Welfare (now the Secretary of 
Health and Human Services) and the Surgeon General have issued a number of other reports that find the nicotine in 
cigarettes addictive and that link cigarette smoking and exposure to cigarette smoke with certain health hazards, 
including various types of cancer, coronary heart disease and chronic obstructive lung disease.  These reports have 
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recommended various governmental measures to reduce the incidence of smoking.  Most recently, in March 2012, 
the Surgeon General released a report on preventing tobacco use among youth and young adults.   

During the past four decades, various laws affecting the cigarette industry have been enacted.  Since 1966, 
federal law has required a warning statement on cigarette packaging.  Since 1971, television and radio advertising of 
cigarettes has been prohibited in the U.S.  Cigarette advertising in other media in the U.S. is required to include 
information with respect to the “tar” and nicotine yield of cigarettes, as well as a warning statement.  In 1984, 
Congress enacted the Comprehensive Smoking Education Act.  Among other things, the Smoking Education Act 
established an interagency committee on smoking and health that is charged with carrying out a program to inform 
the public of any dangers to human health presented by cigarette smoking; required a series of four health warnings 
to be printed on cigarette packages and advertising on a rotating basis; increased type size and area of the warning 
required in cigarette advertisements; and required that cigarette manufacturers provide annually, on a confidential 
basis, a list of ingredients added to tobacco in the manufacture of cigarettes to the Secretary of Health and Human 
Services. 

In 1992, the federal Alcohol, Drug Abuse and Mental Health Act was signed into law.  This act required 
states to adopt a minimum age of 18 for purchases of tobacco products and to establish a system to monitor, report 
and reduce the illegal sale of tobacco products to minors in order to continue receiving federal funding for mental 
health and drug abuse programs.  Federal law prohibits smoking in scheduled passenger aircraft, and the U.S. 
Interstate Commerce Commission has banned smoking on buses transporting passengers interstate.  Certain 
common carriers have imposed additional restrictions on passenger smoking.  On March 31, 2010, President Obama 
signed into law the PACT Act.  This legislation, among other things, restricts the sale of tobacco products directly to 
consumers or unlicensed recipients, including over the internet, through expanded reporting requirements, 
requirements for delivery and sales, and penalties.  On November 4, 2011 a bill, the Smoke-Free Federal Buildings 
Act, was introduced in the U.S. House of Representatives to ban smoking in and 25 feet around all facilities owned 
or leased by the federal government, but was never enacted.  A similar bill may be introduced in the future.   

FSPTCA 

The Family Smoking Prevention and Tobacco Control Act (“FSPTCA”) grants the FDA authority to 
regulate tobacco products.  Among other provisions, the FSPTCA: 

• establishes a Tobacco Products Scientific Advisory Committee (“TPSAC”) to, among 
other things, evaluate the issues surrounding the use of menthol as a flavoring or ingredient in cigarettes 
within one year of such committee’s establishment; 

• grants the FDA the regulatory authority to consider and impose broad additional 
restrictions through a rule making process, including a ban on the use of menthol in cigarettes upon a 
finding that such a prohibition would be appropriate for the public health; 

• requires larger and more severe health warnings on cigarette packs and cartons; 

• bans the use of descriptors on tobacco products, such as “low tar” and “light”; 

• requires the disclosure of ingredients and additives to consumers; 

• requires pre-market approval by the FDA for claims made with respect to reduced risk or 
reduced exposure products; 

• allows the FDA to require the reduction of nicotine or any other compound in cigarettes; 

• allows the FDA to mandate the use of reduced risk technologies in conventional 
cigarettes; and 
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• allows the FDA to subject tobacco products that are modified or first introduced into the 
market after March 22, 2011 to application and premarket review and authorization requirements (the “new 
product application process”) if the FDA does not find them to be “substantially equivalent” to products 
commercially marketed as of February 15, 2007, and to deny any such new product application thus 
preventing the distribution and sale of any product affected by such denial. 

Since the passage of the FSPTCA, the FDA has taken the following actions: 

• established the collection of user fees from the tobacco industry; 

• created and staffed the TPSAC; 

• selected the Director of the Center for Tobacco Products; 

• announced and began enforcing a ban on fruit, candy or clove flavored cigarettes 
(menthol is currently exempted from this ban); 

• issued guidance on registration and product listing; 

• issued final rules restricting access and marketing of cigarettes and smokeless tobacco 
products to youth; 

• issued a prohibition on misleading marketing terms (“Light,” “Low, and “Mild”) for 
tobacco products; and 

• required warning labels for smokeless tobacco products. 

Pursuant to requirements of the FSPTCA, the FDA issued a proposed rule in November 2010 to modify the 
required warnings that appear on cigarette packages and in cigarette advertisements.  The new required warnings 
consist of nine new textual warning statements accompanied by color pictures depicting the negative health 
consequences of smoking.  The warnings would appear on the upper portion of the front and rear panels of each 
cigarette package and comprise at least the top 50% of these panels, and would also appear in each cigarette 
advertisement and occupy at least 20% of the advertisement.  The FDA took public comments on the proposed rule 
through January 2011, and in June 2011, the FDA unveiled nine new graphic health warnings that were required to 
appear on cigarette packages and advertisements no later than September 2012.  As discussed below under 
“FSPTCA Litigation,” five tobacco companies in August 2011 filed a complaint against the FDA in the U.S. District 
Court for the District of Columbia challenging the FDA’s rule requiring new textual and graphic warning labels on 
cigarette packaging and advertisements.  The FDA is currently enjoined from enforcing the rule.   

In July 2010, the TPSAC conducted hearings on the impact of dissolvable tobacco products and the use of 
menthol in cigarettes on public health.  A report on these hearings was submitted to the FDA in 2011 and remains 
subject to continuing TPSAC hearings.  Written comments regarding dissolvable tobacco products were submitted 
to the TPSAC ahead of its January 2012 meeting, at which the TPSAC continued its discussions of issues related to 
the nature and impact of dissolvable tobacco products on public health. The TPSAC’s final report released to the 
FDA in March 2012 found that dissolvable tobacco products would reduce health risks compared to smoking 
cigarettes, but also have the potential to increase the number of tobacco users. The TPSAC could not reach any 
overall judgment as to whether or not the consequence of dissolvable tobacco products would be an increase or 
decrease in the number of people who successfully quit smoking.  The FDA will consider the report and 
recommendations and determine what future action, if any, is warranted with respect to dissolvable tobacco 
products. There is no timeline or statutory requirement for the FDA to act on the TPSAC’s recommendations. 

The TPSAC or its Menthol Report Subcommittee held meetings throughout 2010 and 2011 to consider the 
issues surrounding the use of menthol in cigarettes.  At its March 18, 2011 meeting, TPSAC presented its report and 
recommendations on menthol.  The report’s findings included that menthol likely increases experimentation and 
regular smoking, menthol likely increases the likelihood and degree of addiction for youth smokers, non-white 
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menthol smokers (particularly African-Americans) are less likely to quit smoking and are less responsive to certain 
cessation medications, and consumers continue to believe that smoking menthol cigarettes is less harmful than 
smoking nonmenthol cigarettes as a result of the cigarette industry’s historical marketing.  TPSAC’s overall 
recommendation to the FDA was that “removal of menthol cigarettes from the marketplace would benefit public 
health in the United States.”  The FDA submitted a draft report on its independent review of research related to the 
effects of menthol in cigarettes on public health, if any, to an external peer review panel in July 2011.  The FDA 
stated that, after peer review, the results and the preliminary scientific assessment will be available for public 
comment in the Federal Register. At the July 21, 2011 meeting, TPSAC considered revisions to its report, and the 
voting members unanimously approved the final report for submission to the FDA with no change in its 
recommendation.  On January 26, 2012, the FDA provided a second progress report on its review of the science 
related to menthol cigarettes. In its January 2012 update, the FDA stated that the “FDA submitted its report to 
external scientists for peer review, and the agency is revising its report based on their feedback.” The FDA stated its 
intent to make the final report, along with the peer review scientists’ feedback and the FDA’s response to the 
feedback, available for public comment in the Federal Register. The FDA did not provide a date for releasing the 
final report. The FDA also indicated that it would consider any public comments to the final report, which “may 
provide additional evidence or emerging data.” Based on those comments, together with the TPSAC report, the 
industry’s perspective report and prior public comments, the FDA stated that it will consider the collective evidence 
and “possible actions related to the public health impact of menthol in cigarettes.”  The FDA is not required to 
follow the TPSAC’s recommendations, and the FDA has not yet taken any action with respect to menthol use.  Any 
ban or material limitation on the use of menthol in cigarettes could materially adversely affect the results of 
operations, cash flow and financial condition of the PMs, especially Lorillard, which is heavily dependent on sales 
of its Newport brand mentholated cigarettes.  According to Lorillard, mentholated cigarettes are reported to have 
comprised 31.3% and 31.1% of the U.S. cigarette market for the three-month periods ended March 31, 2013 and 
2012, respectively. 

In January 2011, the FDA issued guidance concerning reports that manufacturers must submit for certain 
FDA-regulated tobacco products that the manufacturer modified or introduced for the first time into the market after 
February 15, 2007. These reports must be reviewed by the FDA to determine if such tobacco products are 
“substantially equivalent” to products commercially available as of February 15, 2007.  In general, in order to 
continue marketing these products sold before March 22, 2011, manufacturers of FDA-regulated tobacco products 
were required to send to the FDA a report demonstrating substantial equivalence by March 22, 2011.  If the FDA 
ultimately makes such a determination, it could require the removal of such products or subject them to the new 
product application process and, if any such applications are denied, prevent the continued distribution and sale of 
such products. Manufacturers intending to introduce new products and certain modified products into the market 
after March 22, 2011 must submit a report to the FDA and obtain a “substantial equivalence order” from the FDA 
before introducing the products into the market. If the FDA declines to issue a so-called “substantial equivalence 
order” for a product or if the manufacturer itself determines that the product does not meet the substantial 
equivalence requirements, the product would need to undergo the new product application process.  On June 25, 
2013, the FDA announced for the first time that it had approved two new tobacco products, both of them Newport 
cigarettes made by Lorillard.  The FDA also rejected four applications on such date. 

On March 30, 2012, the FDA issued draft guidance on: (i) the reporting of harmful and potentially harmful 
constituents in tobacco products and tobacco smoke pursuant to the FSPTCA, and (ii) preparing and submitting 
applications for modified risk tobacco products pursuant to the FSPTCA. 

According to Lorillard, during 2012, the FDA indicated that it intends to regulate electronic cigarettes 
under the FSPTCA through the issuance of deeming regulations that would include electronic cigarettes under the 
definition of a “tobacco product” under the FSPTCA subject to the FDA’s jurisdiction.  Lorillard reports that the 
FDA has not yet taken such action. 

On a going-forward basis, various provisions under the FSPTCA and regulations to be issued thereunder 
will become effective and will: 

• require manufacturers to test ingredients and constituents identified by the FDA and disclose this 
information to the public; 
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• prohibit use of tobacco containing a pesticide chemical residue at a level greater than allowed 
under Federal law; 

• establish “good manufacturing practices” to be followed at tobacco manufacturing facilities; 

• authorize the FDA to place more severe restrictions on the advertising, marketing and sale of 
tobacco products; 

• permit inconsistent state regulation of labeling and advertising and eliminate the existing federal 
preemption of such regulation; 

• authorize the FDA to require the reduction of nicotine (though not to zero) and the reduction or 
elimination of other constituents; and 

• grant the FDA the regulatory authority to impose broad additional restrictions. 

The FDA reported in November 2011 that it issued approximately 1,200 warning letters to retailers in 15 
states for violating Federal tobacco regulations since the FDA’s Center for Tobacco Products began conducting 
retail inspections under the FSPTCA. Most of the letters were issued for selling tobacco products to minors. The 
FDA also reported that it had contracted with 37 states and the District of Columbia to conduct compliance checks 
in at least 20% of the stores in each state to ensure that the retailers are acting in compliance with the FDA’s 
regulations concerning the sale of tobacco products. 

FSPTCA Litigation 

In August 2009, a group of tobacco manufacturers (including Reynolds Tobacco and Lorillard) and a 
tobacco retailer filed a complaint against the United States of America in the United States District Court for the 
Western District of Kentucky, Commonwealth Brands, Inc. v. U.S., 678 F.Supp.2d 512, in which they asserted that 
various provisions of the FSPTCA violate their free speech rights under the First Amendment, constitute an 
unlawful taking under the Fifth Amendment, and are an infringement on their Fifth Amendment due process rights.  
Plaintiffs sought a preliminary injunction and a judgment declaring the challenged provisions unconstitutional.  Both 
plaintiffs and the government filed motions for summary judgment and on November 5, 2009, the district court 
denied certain plaintiffs’ motion for preliminary injunction as to the modified risk tobacco products provision of the 
FSPTCA and in January 2010 granted partial summary judgment to plaintiffs on their claims that the ban on color 
and graphics in advertising and the ban on statements implying that tobacco products are safer due to FDA 
regulation violated their First Amendment speech rights. The district court granted partial summary judgment to the 
government on all other claims. Both parties appealed from the district court’s order and on March 19, 2012, the 
United States Court of Appeals for the Sixth Circuit affirmed the district court’s decision upholding the FSPTCA’s 
restrictions on the marketing of modified-risk tobacco products, the FSPTCA’s bans on event sponsorship, branding 
non-tobacco merchandise, and free sampling, and the requirement that tobacco manufacturers reserve significant 
packaging space for textual health warnings.  The Sixth Circuit further affirmed the district court’s grant of 
summary judgment to plaintiffs on the FSPTCA’s restriction of tobacco advertising to black and white text, as well 
as the district court's decision to uphold the constitutionality of the color graphic and non-graphic warning label 
requirement. The Sixth Circuit reversed the district court’s determination that the FSPTCA’s restriction on 
statements regarding the relative safety of tobacco products based on FDA regulation is unconstitutional and its 
determination that the FSPTCA’s ban on tobacco continuity programs is permissible under the First Amendment.  
On May 31, 2012, the Sixth Circuit denied the plaintiffs’ motion for rehearing en banc.  On October 30, 2012, the 
plaintiffs filed a petition for writ of certiorari with the U.S. Supreme Court.  The government declined to seek a 
petition for certiorari to the U.S. Supreme Court.  The government did not appeal the part of the Court of Appeals 
ruling striking the FSPTCA’s restriction of tobacco advertising to black and white text.  On April 22, 2013, the U.S. 
Supreme Court denied plaintiffs’ petition for certiorari.   

In February 2011, Lorillard, along with Reynolds Tobacco, filed a lawsuit in the U.S. District Court for the 
District of Columbia, Lorillard, Inc. v. U.S. Food and Drug Administration, against the FDA challenging the 
composition of the TPSAC because of the FDA’s appointment of certain voting members with significant financial 
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conflicts of interest.  Lorillard believes these members are financially biased because they regularly testify as expert 
witnesses against tobacco-product manufacturers, and because they are paid consultants for pharmaceutical 
companies that develop and market smoking-cessation products.  The suit similarly challenges the presence of 
certain conflicted individuals on the Constituents Subcommittee of the TPSAC. The complaint sought a judgment (i) 
declaring that, among other things, the appointment of the conflicted individuals to the TPSAC (and its Constituents 
Subcommittee) was arbitrary, capricious, an abuse of discretion, and otherwise not in compliance with the law 
because it prevented the TPSAC from preparing a report that was unbiased and untainted by conflicts of interest, and 
(ii) enjoining the FDA from, among other things, relying on the TPSAC’s report.  The FDA filed a motion to 
dismiss this action, and on August 1, 2012, the court denied the FDA’s motion to dismiss.  The FDA filed its answer 
to the amended complaint on October 12, 2012, and the case will proceed before the U.S. District Court for the 
District of Columbia.  On April 25, 2013, the court granted plaintiffs’ unopposed motion for leave to file the third 
amended complaint, and plaintiffs filed same.  The FDA filed its answer to plaintiffs’ third amended complaint on 
May 9, 2013.  On June 21, 2013, the FDA filed a motion for summary judgment against Lorillard and the response 
is due in July.  

On August 16, 2011, five tobacco companies (including OPMs Reynolds Tobacco and Lorillard as well as 
Commonwealth Brands, Inc., Liggett Group LLC, and Santa Fe Natural Tobacco Company, Inc.) filed a complaint 
against the FDA in the U.S. District Court for the District of Columbia, R.J. Reynolds Tobacco Co. v. U.S. Food and 
Drug Administration, challenging the FDA’s rule requiring new textual and graphic warning labels on cigarette 
packaging and advertisements. The tobacco companies sought a declaratory judgment that the FDA’s final rule 
violates the First Amendment and the Administrative Procedure Act (the “APA”), and declarative and injunctive 
relief that the new textual and graphic warnings will not become effective until 15 months after FDA issues 
regulations “that are permissible under the U.S. Constitution and federal laws.” The plaintiffs allege that the FDA’s 
final rule regarding textual and graphic warnings requires them “to become a mouthpiece for the Government’s 
emotionally-charged anti-smoking message.” The plaintiffs also contend that the FDA’s warnings are unjustified 
and unduly burdensome, as they do not further any compelling governmental purpose and are “unlikely to have any 
material impact on consumer understanding of smoking risks, consumer intentions regarding smoking, or actual 
consumer smoking decisions.” The FDA’s final rule, according to the plaintiffs, “violates the First Amendment 
under any standard of review.” In addition, the plaintiffs argue that the FDA acted arbitrarily and capriciously “by 
attempting to justify the Rule...on grounds that were illogical, contradictory, and without support in the regulatory 
record, and by employing different standards of analysis to comments supporting the rule than to comments 
opposing the rule.” As a result, the plaintiffs allege that the FDA’s final rule “contravenes core requirements” of the 
APA. Furthermore, the plaintiffs assert that the FDA has not issued a legally valid rule and, therefore, the 15-month 
effective date for the new textual and graphic warnings cannot come into effect until the FDA complies accordingly.  
On September 9, 2011, the FDA asked the court to reject the plaintiffs’ request for a preliminary injunction against 
the labeling regulation.  On November 7, 2011, the U.S. District Court granted the plaintiffs’ request to postpone the 
September 22, 2012 deadline for the regulations to take effect while the court reviews the rule’s constitutionality.  
The FDA appealed the ruling. In December 2011, 24 state attorneys general filed a friend of the court brief with the 
U.S. Court of Appeals in support of the FDA’s challenge of the ruling. Plaintiffs also moved in the district court for 
summary judgment in their favor. The FDA opposed plaintiffs’ motion and has cross moved for summary judgment 
in its favor. The district court granted a motion to expedite consideration of the cross summary judgment motions. 
Oral argument on those motions was held on February 1, 2012, at which the U.S. District Court stated that the 
government had failed to show how graphic images met legal precedents requiring federally-imposed labeling to be 
factual and uncontroversial, and said the federal rule that requires such warnings may violate the free speech rights 
of tobacco companies. On February 29, 2012, the district court granted the plaintiffs’ motion for summary judgment 
and entered an order permanently enjoining the FDA, until 15 months following the issuance of new regulations 
implementing Section 201(a) of the FSPTCA that are substantively and procedurally valid and permissible under the 
U.S. Constitution and federal law, from enforcing against plaintiffs the new textual and graphic warnings required 
by Section 201(a) of the FSPTCA. The district court ruled that the mandatory graphic warnings violated the First 
Amendment by unconstitutionally compelling speech, and that the FDA had failed to carry both its burden of 
demonstrating a compelling interest for its rule requiring the textual and graphic warning labels and its burden of 
demonstrating that the rule is narrowly tailored to achieve a constitutionally permissible form of compelled 
commercial speech.  The FDA filed an appeal with the U.S. Court of Appeals for the District of Columbia Circuit on 
March 4, 2012, and moved the appellate court to consolidate this appeal with the FDA’s appeal of the preliminary 
injunction decision.  The Court of Appeals granted the FDA’s motion and heard argument on both appeals on April 
10, 2012.  On August 24, 2012, the Court of Appeals affirmed the district court’s decision invalidating the graphic 
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warning rule.  On October 9, 2012, the FDA filed a motion for rehearing en banc with the Court of Appeals, and on 
December 5, 2012, the Court of Appeals denied the FDA’s petition for a rehearing en banc.  The FDA, on December 
5, 2012, issued a notice announcing its intention to collect information from consumers to determine the 
effectiveness of graphic warning labels, in apparent response to the Court of Appeal’s August 2012 affirmation of 
the invalidation of the graphic warning rule, in which it cited the absence of evidence that the chosen labels 
furthered FDA’s stated goal of encouraging cessation and discouraging initiation of smoking.  On March 19, 2013, 
the FDA announced that it would not file a petition for a writ of certiorari with the U.S. Supreme Court, but instead 
would undertake research to support a new rulemaking on different warning labels consistent with the FSPTCA.  
The FDA has not provided a timeline for the revised labels.   

Other Federal Regulation 

In October 2011, the FDA and the National Institutes of Health (the “NIH”) announced a joint national 
study called the “Tobacco Control Act National Longitudinal Study of Tobacco Users” to monitor and assess the 
behavioral and health impacts of new government tobacco regulations by following 40,000 users of tobacco 
products and those who are 12 and over who are at risk of using tobacco products. The study is being coordinated by 
researchers at the NIH’s National Institute on Drug Abuse and the FDA’s Center for Tobacco Products. According 
to the NIH, data is expected to be collected between 2013 and 2016.  The results of the study will be used to guide 
the FDA in targeting effective actions to reduce the effects of smoking on public health.   

In November 2011, the FDA issued two requests for proposals for an integrated anti-smoking campaign 
that targets teenagers, with a combined budget of up to $600 million over five years. The first request for proposal 
related to an up to $390 million campaign to prevent tobacco use among teenagers thirteen to seventeen years old. 
After a year-long review, the FDA in September 2012 selected six agencies to support this anti-smoking educational 
effort.  The FDA’s new campaign will strive to inform teens about the benefits of a tobacco-free lifestyle via 
science-based messages.  The second request for proposals was a solicitation for agencies that qualify as small 
businesses relating to a $210 million campaign to reduce tobacco use among a “minority youth” audience of 
intermittent smokers in the same age range.  The FDA has not announced any developments regarding this 
campaign.   

In March 2012, the CDC announced a 12-week graphic advertising campaign intended to shock smokers 
into quitting with stories of people damaged by tobacco products. It has been reported that the $54 million campaign 
is the largest and starkest anti-smoking push by the CDC and its first national advertising effort.  The campaign’s 
goal was to convince 500,000 people to try quitting smoking and 50,000 to quit long-term.  The CDC reported in 
August 2012 that its graphic ad campaign has been successful and that the CDC is planning more ads for 2013.  The 
CDC’s fiscal year 2013 budget request of $197,117,000 includes an increase of $6.040 million from the prior fiscal 
year for tobacco prevention and control. The CDC plans to use this increase in resources to expand the reach of a 
national tobacco education campaign and its tobacco cessation quitline capacity support.   

In November 2008, the FTC rescinded guidance it issued in 1966 which provided that tobacco 
manufacturers were allowed to make factual public statements concerning the tar, nicotine and carbon monoxide 
yields of their cigarettes without violating the Federal Trade Commission Act if they were based on the 
“Cambridge Filter Method.”  The Cambridge Filter Method is a machine-based test that “smokes” cigarettes 
according to a standard protocol and measures tar, nicotine and carbon monoxide yields.  The FTC has determined 
that machine-based yields determined by the Cambridge Filter Method are relatively poor indicators of actual tar, 
nicotine and carbon monoxide exposure and may be misleading to individual consumers who rely on such 
information as indicators of the amount of tar, nicotine and carbon monoxide they will actually receive from 
smoking a particular cigarette and therefore do not provide a good basis for comparison among cigarettes.  
According to the FTC, this is primarily due to “smoker compensation,” which is the tendency of smokers of lower 
nicotine rated cigarettes to alter their smoking behavior in order to obtain higher doses of nicotine.  Now that the 
FTC has withdrawn its guidance, tobacco manufacturers may no longer make public statements that state or imply 
that the FTC has endorsed or approved the Cambridge Filter Method or other machine-based testing methods in 
determining the tar, nicotine and carbon monoxide yields of their cigarettes.  Factual statements concerning cigarette 
yields are allowed by the FTC if they are truthful, non-misleading and adequately substantiated, which is the same 
basis on which the FTC evaluates other advertising or marketing claims that are subject to the FTC’s jurisdiction.  It 
is possible that the FTC’s rescission of its guidance regarding the Cambridge Filter Method could be cited as support 
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for allegations by plaintiffs in pending or future litigation, or could encourage additional litigation against cigarette 
manufacturers. 

Tobacco Quota Payments 

A federal law enacted in October 2004 repealed the federal supply management program for tobacco 
growers and compensated tobacco quota holders and growers with payments to be funded by an assessment on 
tobacco manufacturers and importers.  Cigarette manufacturers and importers are responsible for paying 91.6% of a 
$10.14 billion payment to tobacco quota holders and growers over a ten-year period that will expire in 2014.  The 
law provides that payments will be based on shipments for domestic consumption. 

Excise Taxes 

Cigarettes are subject to substantial excise taxes in the U.S.  On February 4, 2009, President Obama signed 
into law, effective April 1, 2009, an increase of $0.62 in the excise tax per pack of cigarettes, bringing the total 
federal excise tax to $1.01 per pack, and significant tax increases on other tobacco products.  The federal excise tax 
rate for snuff increased $0.925 per pound to $1.51 per pound.  The federal excise tax on small cigars, defined as 
those weighing three pounds or less per thousand, increased $48.502 per thousand to $50.33 per thousand.  In 
addition, the federal excise tax rate for roll-your-own tobacco increased from $1.097 per pound to $24.78 per pound.  
It is likely that these federal excise tax increases have had, and will continue to have, a significant and adverse 
impact on cigarette sales volume.  Press reports have noted that many consumers who previously purchased roll-
your-own tobacco began using pipe tobacco to roll their own cigarettes in order to avoid the new excise tax, as pipe 
tobacco excise taxes were unaffected, and using new, mechanized rolling machines to process cigarettes in bulk.  
Press reports have also noted that increased excise taxes have led to an increase in cigarette smuggling.  According 
to Reynolds American, as a result of the tax disparity between cigarettes and loose tobacco created by the 2009 
federal excise tax increase, the number of retailers selling loose tobacco and operating roll-your-own machines, 
allowing consumers to convert the loose tobacco into finished cigarettes, greatly increased.  On July 6, 2012, 
President Obama signed into law a provision classifying retailers that operate roll-your-own machines as cigarette 
manufacturers, thus requiring those retailers to pay the same tax rate as other cigarette manufacturers.   

Legislation introduced by Senator Tom Harkin on January 22, 2013, the Healthy Lifestyles and Prevention 
America Act (or the HeLP America Act), would, among other things, increase the Federal excise tax on cigarettes 
from $1.01 to $2.01 per pack, on roll-your-own tobacco from $24.78 to $49.55 per pound, on snuff from $1.51 to 
$26.79 per pound and on chewing tobacco from approximately $0.50 to $10.72 per pound, and set the Federal excise 
taxes on smokeless tobacco sold in discrete single-use units at $100.50 per 1,000 units (which would make the 
excise taxes on smokeless tobacco products comparable to those on cigarettes).  Legislation introduced by Senator 
Richard Durbin on January 31, 2013, the Tobacco Tax Equity Act, would similarly equalize Federal excise tax rates 
on all tobacco products, including pipe tobacco, cigars and smokeless tobacco, so that the tax rates on such products 
would approximate those of cigarettes.  Similar bills have not been introduced in the U.S. House of Representatives.  
On April 10, 2013, President Obama released a proposed budget which, if approved by the U.S. Congress, would 
increase the federal excise tax:  on a pack of cigarettes from $1.01 to $1.95; for snuff from $1.51 per pound to $2.93 
per pound; and for chewing tobacco from $0.5033 per pound to $0.98 per pound. 

All of the states, the District of Columbia, Puerto Rico, Guam and the Northern Mariana Islands currently 
impose cigarette taxes, which in 2012 ranged from $0.17 per pack in Missouri to $4.35 per pack in New York.  
Since January 1, 2002, 47 states, the District of Columbia and several U.S. territories have raised their cigarette 
taxes, many of them more than once.  According to a report by the American Lung Association, in 2009, 14 states 
turned to cigarette taxes to increase revenue in response to record state deficits.  As reported by Reynolds American 
and the American Lung Association’s Tobacco Policy Project/State Legislated Actions on Tobacco Issues 
(“SLATI”), six states passed cigarette excise tax increases during 2010, two states (Connecticut and Vermont) 
passed cigarette excise tax increases during 2011, and in 2012, Illinois and Rhode Island enacted legislation to 
increase their cigarette excise taxes.  According to the IHS Global Report, in 2013 Minnesota passed legislation to 
increase its cigarette excise tax and on June 25, 2013, Massachusetts House and Senate negotiators announced 
agreement on a bill which would raise the excise tax by $1.00 per pack.  The legislatures in Florida, Maryland, New 
Hampshire, Oregon and Rhode Island were considering cigarette excise tax increases in 2013.  According to SLATI, 
the current nationwide average state cigarette tax is $1.46 per pack.  Lorillard reports that for the three months ended 
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March 31, 2013, combined state and local excise taxes ranged from $0.17 to $5.85 per pack.  According to Reynolds 
American, as of March 31, 2013 and December 31, 2012, the weighted average state cigarette excise tax per pack, 
calculated on a 12-month rolling average basis, was approximately $1.28.  Philip Morris reports that between the 
end of 1998 (the year in which the MSA was executed) and April 22, 2013, the weighted-average state and certain 
local cigarette excise taxes increased from $0.36 to $1.41 per pack.  It is expected that states will continue to raise 
excise taxes on cigarettes in 2013 and future years.  Forty-nine states and the District of Columbia also subject 
smokeless tobacco to excise taxes, and the Commonwealth of Pennsylvania, the singular exception, may consider 
such a tax during its 2013 legislative session, according to Reynolds American. 

In 2004, Michigan imposed an equity assessment on NPMs selling cigarettes in the state.  The purpose of 
the equity assessment is to fund enforcement and administration of Michigan’s Qualifying Statute and 
Complementary Legislation.  The assessment is required to be prepaid by March 1 of each year for all cigarettes that 
are anticipated to be sold in Michigan in the current calendar year.  For each NPM, the prepayment amount is equal 
to the greater of (i) $10,000 or (2) the number of cigarettes that the Department of Treasury reasonably determines 
that the NPM will sell in Michigan in the current calendar year multiplied by 17.5 mills.  According to Reynolds 
American’s SEC filings, Alaska, Minnesota, Mississippi and Utah also impose equity assessments on tobacco 
manufacturers not participating in the MSA.  For example, an extra $0.35 and $0.25, respectively, is added to each 
pack of cigarettes sold by an NPM in Utah and Alaska, in addition to other applicable taxes on tobacco.  See 
“BONDHOLDERS’ RISKS —Potential Payment Decreases Under the Terms of the MSA.” 

At least one state, Minnesota (a Previously Settled State), currently imposes a $0.75 “health impact fee” on 
tobacco manufacturers for each pack of cigarettes sold.  The purpose of this fee is to recover Minnesota’s health 
costs related to or caused by tobacco use.  The imposition of this fee was contested by Philip Morris and upheld by 
the Minnesota Supreme Court as not in violation of Minnesota’s settlement with the tobacco companies.  On 
February 20, 2007, the U.S. Supreme Court denied Philip Morris’ petition for writ of certiorari.   

The state legislature in Texas (a Previously Settled State) approved a bill to apply cigarette taxes ($0.55 per 
pack) for future health costs to all tobacco manufacturers, not just the OPMs.  The bill has been sent to the Governor 
of Texas for signature. 

These tax increases and other legislative or regulatory measures could severely increase the cost of 
cigarettes, limit or prohibit the sale of cigarettes, make cigarettes less appealing to smokers or reduce the addictive 
qualities of cigarettes. 

State and Local Regulation 

Legislation imposing various restrictions on public smoking has been enacted in all of the states and many 
local jurisdictions.  A number of states have enacted legislation designating a portion of increased cigarette excise 
taxes to fund either anti-smoking programs, healthcare programs or cancer research.  In addition, educational and 
research programs addressing healthcare issues related to smoking are being funded from industry payments made 
or to be made under the MSA. 

The FSPTCA substantially expanded federal tobacco regulation, but state regulation of tobacco is not 
necessarily preempted by federal law in this instance.  Importantly, the FSPTCA specifically allows states and 
localities to impose restrictions on the time, place and manner, but not content, of advertising and promotion of 
tobacco products.  The FSPTCA also eliminated the prior federal preemption of state regulation that, in certain 
circumstances, had been upheld by the U.S. Supreme Court. 

In addition to the FSPTCA disclosure requirements and marketing and labeling restrictions, several states 
have enacted or proposed legislation or regulations that would require cigarette manufacturers to disclose the 
ingredients used in the manufacture of cigarettes to state health authorities.  According to SLATI, as of March 1, 
2013, six states require tobacco product disclosure information:  Massachusetts and Texas require tobacco 
manufacturers to disclose any added constituent of tobacco products other than tobacco, water and reconstituted 
tobacco sheet made wholly from tobacco; Massachusetts, Texas and Utah require disclosure of the nicotine yield for 
each brand of cigarettes; Minnesota and Utah require tobacco manufacturers to disclose the presence of ammonia, 
any compound of ammonia, arsenic, cadmium, formaldehyde or lead in their unburned or burned states; New 
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Hampshire requires its state Department of Health and Human Services to obtain from the Massachusetts 
Department of Public Health a list of additives for each brand of tobacco products sold; and Connecticut required its 
Commissioner of Public Health to issue regulations concerning how the commissioner will obtain nicotine yield 
ratings for each brand of tobacco product.   

In 2003, New York was the first state to pass legislation requiring the introduction of cigarettes with a 
lower likelihood of starting a fire.  Cigarette manufacturers responded by designing cigarettes that would extinguish 
quicker when left unattended.  Since then, according to SLATI, fire-safety standards for cigarettes identical to those 
of New York are in effect in all 50 states and the District of Columbia.   

According to the American Nonsmokers’ Rights Foundation (“ANRF”), as of April 5, 2013, 26 states and 
territories have laws that require 100% smoke-free non-hospitality workplaces and restaurants and bars:  Arizona, 
Delaware, the District of Columbia, Hawaii, Illinois, Iowa, Kansas, Maine, Maryland, Massachusetts, Michigan, 
Minnesota, Montana, Nebraska, New Jersey, New York, North Dakota, Ohio, Oregon, Puerto Rico, Rhode Island, 
South Dakota, the U.S. Virgin Islands, Utah, Vermont, Washington and Wisconsin.  According to ANRF, as of 
April 5, 2013, only 15 states and territories do not have laws that require either 100% smoke-free non-hospitality 
workplaces or restaurants or bars (being Alabama, Alaska, Arkansas, Georgia, Guam, Kentucky, Mississippi, 
Missouri, Oklahoma, South Carolina, Tennessee, Texas, Virginia, West Virginia and Wyoming).  Restrictions in 
Arizona, Hawaii, Illinois, New Mexico, North Dakota, Oregon and Washington are stronger than those in other 
states as they include a ban on outdoor smoking within at least 10 feet of the entrances of restaurants and other 
public places.  ANRF also tracks clean indoor air ordinances by local governments throughout the U.S.  As of April 
5, 2013, there were 1,050 municipalities with local laws that require 100% smoke-free non-hospitality workplaces or 
restaurants or bars.  Most states without a statewide smoking ban have some local municipalities that have enacted 
smoking regulations.  It is expected that these restrictions will continue to proliferate. 

Smoking bans have also extended outdoors.  According to ANRF, as of April 5, 2013:  

• Puerto Rico prohibits smoking on beaches, Maine prohibits smoking on beaches in its state parks, 
and 160 municipalities specified that all city beaches and/or specifically named city beaches are 
smokefree; 

• Iowa, New York, Wisconsin, Guam and the U.S. Virgin Islands prohibit smoking in outdoor 
public transit waiting areas, and there are 277 municipalities with smokefree outdoor public transit 
waiting area laws; 

• Hawaii, Maine, Michigan, Washington and Puerto Rico laws prohibit smoking in outdoor dining 
and bar patios, Iowa prohibits smoking in outdoor dining areas, and 249 municipalities have 
enacted laws for 100% smokefree outdoor dining, while 104 municipalities have enacted laws 
both for 100% smokefree outdoor dining and bar patios; and 

• Oklahoma and Puerto Rico prohibit smoking in all parks, and 801 municipalities specified that all 
city parks and/or specifically named city parks are smokefree. 

Smoking bans have also been enacted for smaller governmental and private entities.  According to the 
ANRF, as of April 5, 2013, there are at least 1,159 100% smokefree university and college campuses with no 
exemptions, including dormitory housing, and of these, 783 have a 100% tobacco-free policy.  In January 2012, the 
president of the University of California system requested the entire University of California system to become 
smoke-free by 2014.  ANRF reports that, as of April 5, 2013, complete smoking bans, indoor and outdoor, have also 
been implemented on the campuses of four national and at least 3,696 local and/or state health providers.  In 
addition, ANRF reports that all federal correctional facilities are completely smoke-free (indoor and outdoor), as 
well as those in 21 states plus Puerto Rico.  Twenty-eight other states allow smoking in correctional facilities but 
only in outdoors areas.  Finally, ANRF reports that as of April 5, 2013, four states have laws requiring that all hotel 
and motel rooms be 100% smokefree, as do 71 municipalities.   
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According to the IHS Global Report, in March 2013, California Assembly Bill 746 was introduced, which 
would prohibit smoking in, and within 20 feet of entrances of, condominiums, duplexes and apartment units 
throughout California.  A similar bill has also been introduced in Massachusetts and in New York, the Governor 
recently announced that expanded outdoor smoke-free areas will be in effect within state parks and historic sites for 
the 2013 peak summer season. 

In June 2006, the Office of the Surgeon General released a report, “The Health Consequences of 
Involuntary Exposure to Tobacco Smoke.”  It is a comprehensive review of health effects of involuntary exposure to 
tobacco smoke.  It concludes definitively that secondhand smoke causes disease and adverse respiratory effects. It 
also concludes that policies creating completely smoke-free environments are the most economical and efficient 
approaches to providing protection to non-smokers.  On September 18, 2007, the Office of the Surgeon General 
released the report, “Children and Secondhand Smoke Exposure”, which concludes that many children are exposed 
to secondhand smoke in the home and that establishing a completely smoke-free home is the only way to eliminate 
secondhand smoke exposure in that setting.  The Surgeon General also addressed the health risks of second-hand 
smoke in its 2010 report entitled “How Tobacco Smoke Can Cause Disease: The Biology and Behavioral Basis for 
Smoking-Attributable Disease.”  These reports are expected to strengthen arguments in favor of further smoking 
restrictions across the country.  Further, the California Environmental Protection Agency Air Resources Board 
declared environmental tobacco smoke to be a toxic air contaminant in 2006. 

Voluntary Private Sector Regulation 

In recent years, many employers have initiated programs restricting or eliminating smoking in the 
workplace and providing incentives to employees who do not smoke, including charging higher health insurance 
premiums to employees who smoke, and many common carriers have imposed restrictions on passenger smoking 
more stringent than those required by governmental regulations.  Similarly, many restaurants, hotels and other 
public facilities have imposed smoking restrictions or prohibitions more stringent than those required by 
governmental regulations, including outright bans. 

International Agreements 

On March 1, 2003, the member nations of the World Health Organization concluded four years of 
negotiations on an international treaty, the Framework Convention on Tobacco Control (the “FCTC”), aimed at 
imposing greater legal liability on tobacco manufacturers, banning advertisements of tobacco products (especially to 
youths), raising taxes and requiring safety labeling and comprehensive listing of ingredients on packaging, among 
other things.  The FCTC entered into force on February 27, 2005 for the first forty countries, including the U.S., that 
had ratified the treaty prior to November 30, 2004 (there is no deadline for ratification).  According to the World 
Health Organization, as of December 2012, 176 countries were party to the FCTC.  In November 2012, parties to the 
FCTC adopted the Protocol to Eliminate Illicit Trade in Tobacco Products, which opened for signature in January 
2013.    

Civil Litigation 

Overview 

Legal proceedings or claims covering a wide range of matters are pending or threatened in various United 
States and foreign jurisdictions against the tobacco industry.  Several types of claims are raised in these proceedings 
including, but not limited to, claims for product liability, consumer protection, antitrust, and reimbursement.  
Litigation is subject to many uncertainties and it is possible that there could be material adverse developments in 
pending or future cases.  Damages claimed in some tobacco-related and other litigation are or can be significant and, 
in certain cases, range in the billions of dollars.  It can be expected that at any time and from time to time there will 
be developments in the litigation presently pending and filing of new litigation that could materially adversely affect 
the business of the PMs and the market for or prices of securities such as the Series 2013 Bonds payable from 
tobacco settlement payments made under the MSA.  Lorillard’s parent company reported in its Form 10-Q filed with 
the SEC for the quarterly period ended March 31, 2013 that, as of April 22, 2013, 8,140 product liability cases are 
pending against cigarette manufacturers in the United States.  Many of these cases are “Engle Progeny Cases”, 
described below (although many arose from one Florida federal court in 2009 severing the claims of approximately 
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4,400 Engle Progeny plaintiffs).  Reynolds American reports in its Form 10-Q filed with the SEC for the quarterly 
period ending March 31, 2013 that 5,690 Engle Progeny cases are pending against Reynolds Tobacco or its affiliates 
or indemnitees as of March 31, 2013, and Lorillard, Inc. reports in its Form 10-Q filed with the SEC for the 
quarterly period ended March 31, 2013 that 4,531 Engle Progeny cases are pending against Lorillard or Lorillard, 
Inc. as of April 22, 2013.   

Altria, Philip Morris’s parent company, reported in its Form 10-Q filed with the SEC for the quarterly 
period ended March 31, 2013, that after exhausting all appeals in cases resulting in adverse verdicts associated with 
tobacco-related litigation, Philip Morris has paid in the aggregate judgments (and related costs and fees) totaling 
approximately $245 million and interest totaling approximately $139 million as of April 22, 2013.  In its Form 10-K 
filed with the SEC for the calendar year 2012, Altria further reported that it recorded pre-tax charges related to 
certain tobacco and health judgments in the amounts of $4 million, $98 million and $16 million (excluding accrued 
interest of $1 million, $64 million and $5 million), for the calendar years 2012, 2011 and 2010, respectively.  
Reynolds American reported in its Form 10-K filed with the SEC for the calendar year 2012 that for calendar years 
2010, 2011 and 2012, it had paid approximately $118 million related to unfavorable smoking and health litigation 
judgments. 

Plaintiffs assert a broad range of legal theories in these cases, including, among others, theories of 
negligence, fraud, misrepresentation, strict liability in tort, design defect, breach of warranty, enterprise liability 
(including claims asserted under RICO), civil conspiracy, intentional infliction of harm, injunctive relief, indemnity, 
restitution, unjust enrichment, public nuisance, unfair trade practices, claims based on antitrust laws and state 
consumer protection acts, and claims based on failure to warn of the harmful or addictive nature of tobacco 
products. 

The MSA does not release the PMs from liability in individual plaintiffs’ cases or in class action lawsuits.  
Plaintiffs in most of the cases seek unspecified amounts of compensatory damages and punitive damages that may 
range into the billions of dollars.  Plaintiffs in some of the cases have sought treble damages, statutory damages, 
disgorgement of profits, equitable and injunctive relief, and medical monitoring, among other damages. 

The list below specifies categories of tobacco-related cases pending against the tobacco industry.  A 
summary description of each type of case follows the list. 

Type of Case 
 

Conventional Product Liability Cases 
Engle Progeny Cases 
West Virginia Cases 

Flight Attendant Cases 
Class Action Cases 

Reimbursement Cases 
Tobacco-Related Antitrust Cases 

 
“Conventional Product Liability Cases” are brought by individuals who allege cancer or other health 

effects caused by smoking cigarettes, by using smokeless tobacco products, by addiction to tobacco, or by exposure 
to environmental tobacco smoke. 

“Engle Progeny Cases” are brought by individuals who purport to be members of the decertified Engle 
class.  These cases are pending in a number of Florida courts.  The time period for filing Engle Progeny Cases 
expired in January 2008 and no additional cases may be filed.  Some of the Engle Progeny cases were filed on 
behalf of multiple class members.  Some of the courts hearing the cases filed by multiple class members severed 
these suits into separate individual cases.  It is possible the remaining suits filed by multiple class members may also 
be severed into separate individual cases. 

In a 1999 administrative order, the West Virginia Supreme Court of Appeals transferred to a single West 
Virginia court a group of cases brought by individuals who allege cancer or other health effects caused by smoking 
cigarettes, smoking cigars, or using smokeless tobacco products (the “West Virginia Cases”).  The plaintiffs’ 
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claims alleging injury from smoking cigarettes were consolidated for trial.  On May 15, 2013, a jury returned a 
verdict for tobacco company defendants with the sole exception of a defective design claim regarding cigarette 
filters.  The plaintiffs’ claims alleging injury from the use of other tobacco products have been severed from the 
consolidated cigarette claims and have not been consolidated for trial.  The time for filing a case that could be 
consolidated for trial with the West Virginia Cases expired in 2000. 

“Flight Attendant Cases” are brought by non-smoking flight attendants alleging injury from exposure to 
environmental smoke in the cabins of aircraft.  Plaintiffs in these cases may not seek punitive damages for injuries 
that arose prior to January 15, 1997.  The time for filing Flight Attendant Cases expired in 2000 and no additional 
cases in this category may be filed. 

“Class Action Cases” are purported to be brought on behalf of large numbers of individuals for damages 
allegedly caused by smoking, including “lights” Class Action Cases and Class Action Cases that seek court-
supervised medical monitoring programs. 

“Reimbursement Cases” are brought by or on behalf of entities seeking equitable relief and 
reimbursement of expenses incurred in providing health care to individuals who allegedly were injured by smoking.  
Plaintiffs in these cases have included the U.S. federal government, U.S. state and local governments, foreign 
governmental entities, hospitals or hospital districts, American Indian tribes, labor unions, private companies and 
private citizens.  Included in this category is the suit filed by the federal government, United States of America v. 
Philip Morris USA, Inc., et al. (the “DOJ Case”), that sought to recover profits earned by the defendants and other 
equitable relief.   

In 2000 and 2001, a number of cases were brought against cigarette manufacturers alleging that defendants 
conspired to set the price of cigarettes in violation of federal and state antitrust and unfair business practices statutes 
(“Tobacco-Related Antitrust Cases”).  Plaintiffs sought class certification on behalf of persons who purchased 
cigarettes directly or indirectly from one or more of the defendant cigarette manufacturers. 

Conventional Product Liability Cases 

According to Lorillard, since January 1, 2010, verdicts have been returned in nine Conventional Product 
Liability Cases against cigarette manufacturers.  In one such case, Evans v. Lorillard Tobacco Co., (Superior Court, 
Suffolk County, Massachusetts), the jury awarded in December 2010 $50 million in compensatory damages to the 
estate of a deceased smoker, $21 million in damages to the deceased smoker’s son, and $81 million in punitive 
damages. In September 2011, the court granted in part Lorillard’s motion to reduce the jury’s damages awards and 
reduced the verdicts to the deceased smoker to $25 million and to the deceased smoker’s son to $10 million. The 
court did not reduce the punitive damages verdict, and it denied the other motions Lorillard filed following trial that 
contested the jury’s verdict. In September 2011, the court also issued an order that addressed the single claim that 
was not submitted to the jury. While the court made certain findings that were favorable to the plaintiffs, it did not 
award additional damages to the plaintiffs on this final claim. The court has denied the various motions filed by 
Lorillard following the entry of the order on the claim that was not submitted to the jury. In September 2011, the 
court entered a judgment that reflected the jury’s damages awards and the court’s reductions following trial. The 
judgment awarded plaintiffs interest on each of the three damages awards at the rate of 12% per year from the date 
the case was filed in 2004. Interest on the three awards will continue to accrue until either the judgment is paid or is 
vacated on appeal. In November 2011, the court granted in part plaintiffs’ counsel’s application for attorneys’ fees 
and costs and has awarded approximately $2.4 million in fees and approximately $225,000 in costs. Lorillard has 
noticed an appeal from the final judgment to the Massachusetts Appeals Court. In March 2012, plaintiffs’ 
application for direct appellate review was granted, transferring the appeal to the Massachusetts Supreme Judicial 
Court. On June 11, 2013, the Massachusetts Supreme Judicial Court allowed the $35 million in compensatory 
damages but vacated the punitive damages of $81 million, and ordered a new trial on that part of the case.   

According to Lorillard, juries found in favor of the plaintiffs and awarded compensatory damages in three 
of the other eight Conventional Product Liability Case trial verdicts rendered since January 1, 2010.  In one of these 
three trials, the jury also awarded $4.0 million in punitive damages.   
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Defendants appealed the verdicts in two of the eight trials, and those appeals remain pending.  In one case, 
according to Lorillard, the plaintiff was awarded $25 million in punitive damages in a retrial ordered by an appellate 
court in which the jury was permitted to consider only the amount of punitive damages to award.  Defendants have 
appealed that verdict.  In the other case, Schwarz v. Philip Morris Inc., (Circuit Court, Multnomah County, Oregon), 
the jury awarded $168,500 in compensatory damages and $150 million in punitive damages in March 2002 to 
plaintiffs.  In May 2002, the trial court reduced the punitive damages award to $100 million. In May 2006, the 
Oregon Court of Appeals affirmed the compensatory damages verdict, vacated the award of punitive damages and 
remanded the case to the trial court for a new trial limited to the determination of the amount of punitive damages, if 
any.  In June 2006, the plaintiff petitioned the Oregon Supreme Court to review the portion of the court of appeals’ 
decision reversing and remanding the case for a new trial on punitive damages. In June 2010, the Oregon Supreme 
Court affirmed the court of appeals’ decision and remanded the case to the trial court for a new trial limited to the 
question of punitive damages. In February 2012, the jury awarded plaintiffs $25 million in punitive damages. In 
March 2012, Philip Morris filed motions to set aside the verdict, for a new trial or, in the alternative, for a remittitur. 
The trial court denied these motions in May 2012, and on September 4, 2012, Philip Morris filed a notice of appeal 
from the trial court’s judgment with the Oregon Court of Appeals.  In its Form 10-Q filed with the SEC for the 
quarterly period ended March 31, 2013, Altria, Philip Morris’s parent company, reported no developments in this 
case. 

Juries found in favor of the defendants in the four other Conventional Product Liability Cases.  Two of 
these four cases have concluded because the plaintiffs did not pursue appeals.  The plaintiff in the third case noticed 
an appeal, and in February 2013 the appellate Court affirmed the verdict.  In the fourth case, Hunter v. Philip Morris 
USA, the court granted in December 2012 a post trial motion for a new trial filed by the plaintiff, but withdrew the 
order at Philip Morris’s motion for reconsideration.  The plaintiff filed a petition for review of this decision with the 
Alaska Supreme Court, which was denied. 

In rulings addressing cases tried in earlier years, some appellate courts have reversed verdicts returned in 
favor of the plaintiffs while other judgments that awarded damages to smokers have been affirmed on appeal. 
Manufacturers have exhausted their appeals and have been required to pay damages to plaintiffs in 13 individual 
cases since 2001. Punitive damages were paid to the smokers in 6 of these cases. Lorillard reports that some 
Conventional Product Liability Cases are scheduled for trial in 2013. 

Engle Progeny Cases 

The case of Engle v. R.J. Reynolds Tobacco Co., et al. (Circuit Court, Dade County, Florida, filed May 5, 
1994) was certified in 1996 as a class action on behalf of Florida residents, and survivors of Florida residents, who 
were injured or died from medical conditions allegedly caused by addiction to smoking, and a multi-phase trial 
resulted in verdicts in favor of the class.  During the three-phase trial, a Florida jury awarded compensatory damages 
to three individuals and approximately $145 billion in punitive damages to the certified class. In Engle v. Liggett 
Group, Inc., 945 So.2d 1246 (Fla. 2006), the Florida Supreme Court vacated the punitive damages award, 
determined that the case could not proceed further as a class action and ordered decertification of the class. The 
Florida Supreme Court also reinstated the compensatory damages awards to two of the three individuals whose 
claims were heard during the first phase of the Engle trial. These two awards totaled approximately $7 million, and 
according to Lorillard both verdicts were paid in February 2008. 

The Florida Supreme Court’s 2006 ruling also permitted Engle class members to file individual actions, 
including claims for punitive damages. The court further held that these individuals are entitled to rely on a number 
of the jury’s findings in favor of the plaintiffs in the first phase of the Engle trial. These findings included that 
smoking cigarettes causes a number of diseases; that cigarettes are addictive or dependence-producing; and that the 
defendants were negligent, breached express and implied warranties, placed cigarettes on the market that were 
defective and unreasonably dangerous, and concealed or conspired to conceal the risks of smoking. The time period 
for filing Engle Progeny Cases expired in January 2008 and no additional cases may be filed. In 2009, the Florida 
Supreme Court rejected a petition that sought to extend the time for purported class members to file an additional 
lawsuit. 

Engle Progeny Cases are pending in various Florida state and federal courts.  Some of the Engle Progeny 
Cases were filed on behalf of multiple plaintiffs. Various courts have entered orders severing the cases filed by 
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multiple plaintiffs into separate actions. In 2009, one Florida federal court entered orders that severed the claims of 
approximately 4,400 Engle Progeny plaintiffs, initially asserted in a small number of multi-plaintiff actions, into 
separate lawsuits. In some cases, spouses or children of alleged former class members have also brought derivative 
claims.  In 2011, approximately 500 cases that were among the 4,400 cases severed into separate lawsuits in 2009, 
filed by family members of alleged former class members, were combined with the cases filed by the smoker from 
which the family members’ claims purportedly derived. In August 2012, the United States District Court for the 
Middle District of Florida ordered the parties to submit approximately 600 Engle Progeny Cases (In re: Engle 
Progeny Cases Case No. 3:09-CV-10000- TJC-JBT) to mediation.  These cases were scheduled to be mediated in 
groups starting in November 2012 through May 2013.  According to Lorillard, the first group of mediations has 
concluded.  On January 30, 2013, the court issued an order changing the mediation process.  Instead of conducting 
individual plaintiff mediations, the court ordered the parties to participate in a mediation process for the federal 
Engle Progeny Cases globally.  Defendants filed a motion for reconsideration of this mediation order.  On March 4, 
2013, the Court entered a new order which provides that: (1) plaintiffs will participate in a confidential mediation 
session without the defendants by March 15, 2013; (2) defendants will participate along with a high-level corporate 
officer from each defendant in a confidential mediation session without the plaintiffs by April 15, 2013; and (3) each 
side will disclose to the mediators a confidential offer for global resolution of the federal Engle Progeny Cases.  
Plaintiffs met with mediators on March 1, 2013.  Defendants met with mediators on April 9, 2013.  The cases were 
not resolved and are ongoing. 

 On December 14, 2012, plaintiffs’ counsel filed a motion to remand the majority of the federal Engle 
Progeny Cases to state court.  On January 25, 2013, the United States District Court for the Middle District of 
Florida denied the motion.  Plaintiffs petitioned the United States Court of Appeals for the Eleventh Circuit for 
permission to appeal the district court’s order denying the motion to remand.  On April 2, 2013, the United States 
Court of Appeals for the Eleventh Circuit granted the petition for permission to appeal and simultaneously affirmed 
the District Court’s order denying remand. 

Lorillard reports that since January 2010 and through April 22, 2013, the United States District Court for 
the Middle District of Florida has dismissed a total of approximately 2,730 cases. In some instances, the plaintiffs 
whose cases were dismissed also were pursuing cases pending in other courts. In other instances, the attorneys who 
represented the plaintiffs asked the court to enter dismissal orders because they were no longer able to contact their 
clients. In September 2012, the court dismissed approximately 589 cases for failure to comply with court deadlines 
and granted a motion that dismissed 211 additional cases for a variety of reasons. In November 2012, the court 
granted a motion by defendants and dismissed an additional 36 cases as barred by the statute of limitations.  In 
January 2013, the court in 4432 Individual Tobacco Plaintiffs v. Various Tobacco Companies dismissed hundreds of 
cases in which the plaintiffs were deceased at the time their personal injury lawsuits were filed.  Plaintiffs appealed 
these dismissals to the United States Court of Appeal for the Eleventh Circuit.  The Circuit Court subsequently 
dismissed plaintiffs’ appeal.  Other courts, including state courts, have entered orders dismissing additional cases.   

Reynolds American reports in its Form 10-Q filed with the SEC for the quarterly period ending March 31, 
2013 that as of March 31, 2013, 2,396 Engle Progeny Cases were pending in federal court and 3,294 cases were 
pending in state court, together including approximately 6,868 plaintiffs.   

Various intermediate state and federal Florida appellate courts have issued rulings that address the scope of 
the preclusive effect of the findings from the first phase of the Engle trial, including whether those findings relieve 
plaintiffs from the burden of proving certain legal elements of their claims.  In July 2010, the United States Court of 
Appeals for the Eleventh Circuit in Brown v. R. J. Reynolds Tobacco Co., 611 F.3d 1324 (2010) (“Bernice Brown”), 
vacated the decision of the trial court, finding that it was premature to address the extent of any preclusive effect of 
the findings of the first phase of the Engle trial until the scope of the factual issues decided in first phase of the 
Engle trial was determined by the trial court.  In two other cases, Duke v. R.J. Reynolds Tobacco Co. and Walker v. 
R.J. Reynolds Tobacco Co., the due process issue is on appeal in the United States Court of Appeals for the Eleventh 
Circuit.  On May 8, 2012, a group of plaintiffs firms submitted an amicus brief in both cases contending that finding 
for the tobacco companies, and undoing the over 100 verdicts decided under the Florida Supreme Court’s 2006 
decision, would be unfair to their clients.  Oral argument has been scheduled for September 16, 2013.  

In December 2010, the Florida First District Court of Appeal in R.J. Reynolds Tobacco Co. v. Martin, 53 
So.3d 1060 (2010) refused to adopt the Eleventh Circuit’s ruling in Brown, finding that the trial court correctly 
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construed the Florida Supreme Court’s 2006 Engle decision and had properly instructed the jury on the preclusive 
effect of certain of the Engle jury’s findings.  In September 2011, the Florida Fourth District Court of Appeal in R.J. 
Reynolds Tobacco Co. v. Brown, 70 So.3d 707 (2011) (“Jimmie Lee Brown”) had a different interpretation of the 
effect of the 2006 Engle decision on plaintiff’s claims than both the Bernice Brown and Martin courts, holding that 
while the conduct elements of strict liability and negligence claims were preclusively established, the remaining 
elements of the underlying claims must be proven in the second phase of trial.  In May 2013, however, the Florida 
Supreme Court accepted discretionary jurisdiction in Jimmie Lee Brown and the appeal is currently pending.  In 
December 2011, the U.S. District Court for the Middle District of Florida, in Waggoner v. R.J. Reynolds Tobacco 
Co., 835 F.Supp.2d 1244 (2011), held that the first phase of the Engle trial may be given the preclusive effect 
afforded them by the 2006 Florida Supreme Court decision, as well as the Martin and Jimmie Lee Brown decisions 
without violating the Due Process Clause.  In Philip Morris v. Douglas (No. 12-617), the Florida Supreme Court 
ruled on March 14, 2013 that a tobacco manufacturer’s due process rights are not violated by relying upon the 
findings of the first phase of the Engle trial.  In order to prevail on either strict liability or negligence claims, the 
Court found that an Engle plaintiff must establish (1) membership in the Engle class; (2) that addiction to smoking 
the Engle defendants’ cigarettes containing nicotine was a legal cause of the injuries the plaintiff alleged; and (3) 
damages.  A deadline for defendants to file a petition for review of the Florida Supreme Court’s decision in Douglas 
with the U.S. Supreme Court is pending until August 2013.  An Altria press release dated March 14, 2013 stated that 
Philip Morris plans to seek further review of the Douglas case, but as of the date hereof the defendants have not yet 
filed a petition with the U.S. Supreme Court for a writ of certiorari.   

Various courts, including appellate courts, have issued rulings that have addressed the conduct of the cases 
prior to trial. One intermediate state appellate court ruled in 2011 that plaintiffs are permitted to assert a claim 
against a cigarette manufacturer even if the smoker did not smoke a brand sold by that manufacturer. Defendants’ 
petition for review of this decision by the Florida Supreme Court was denied in August 2012. In March 2012, 
another intermediate state appellate court agreed with the 2011 ruling and reversed dismissals in a group of cases. 
Defendants in these cases are also seeking review by the Florida Supreme Court. The Florida Supreme Court had 
announced that it would defer decision on whether to accept review of these cases until it decided whether to review 
the 2011 decision. Lorillard reports that as of April 22, 2013, the Florida Supreme Court had not announced whether 
it would grant review of these cases. These rulings may limit the ability of the defendants to be dismissed from cases 
in which smokers did not use a cigarette manufactured by such defendant.  In October 2012, the Florida First 
District Court of Appeal in Soffer v. R.J. Reynolds Tobacco Co. affirmed the judgment awarding damages in one 
case, however the appeals court certified to the Florida Supreme Court the question of whether Engle class members 
may pursue an award of punitive damages based on claims of negligence or strict liability.  On June 3, 2013, the 
parties filed responses to the court’s order to show cause why the court’s decision in Philip Morris USA, Inc. v. 
Douglas was not controlling and the court should not decline jurisdiction. 

According to Lorillard, tobacco manufacturing defendants face various other legal issues in connection 
with the Engle Progeny Cases that could materially affect the outcome of the Engle Progeny Cases.  These legal 
issues include, but are not limited to, the application of the statute of limitations and statute of repose, the 
constitutionality of a cap on the amount of a bond necessary to obtain an automatic stay of a post-trial judgment, and 
whether a plaintiff’s representative may continue an existing lawsuit or file a new lawsuit after the original plaintiff 
has died.  Lorillard reports that various intermediate Florida appellate courts and Florida federal courts have issued 
rulings on these issues.   

Lorillard reports that as of April 22, 2013, verdicts had been returned in ten Engle Progeny Cases in which 
Lorillard was a defendant and 77 Engle Progeny Cases in which neither Lorillard nor Lorillard Inc. was a defendant 
at trial.  Of the ten Engle Progeny Cases in which Lorillard was a defendant, juries awarded compensatory damages 
to the plaintiffs in eight of these cases (and in four of these seven cases, juries also awarded punitive damages), and 
in another case, the court entered an order that awarded plaintiff compensatory damages.  According to Lorillard, of 
the 77 Engle Progeny Cases in which neither Lorillard nor Lorillard Inc. was a defendant at trial, juries awarded 
compensatory damages and punitive damages in 26 of the trials; the 26 punitive damages awards have totaled 
approximately $675 million and have ranged from $20,000 to $244 million.  In 23 of the trials, juries’ awards were 
limited to compensatory damages.  In the 28 remaining trials, juries found in favor of the defendants.  Post-trial 
motions challenging the verdicts in some cases and appeals from final judgments in some cases are pending before 
various Florida circuit and intermediate appellate courts.  Lorillard reports in its Form 10-Q filed with the SEC for 
the quarterly period ended March 31, 2013 that as of April 22, 2013, one verdict in favor of the defendants and two 
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verdicts in favor of the plaintiff have been reversed on appeal and returned to the trial court for a new trial on all 
issues, and in six cases, the appellate courts have ruled that the issue of damages awarded must be revisited by the 
trial court.  Motions for rehearing of these appellate court rulings are pending in some cases.  According to Altria, as 
of April 22, 2013, 37 Engle Progeny Cases involving Philip Morris have resulted in verdicts since the Florida 
Supreme Court’s Engle decision, 19 of which were returned in favor of plaintiffs and 18 of which were returned in 
favor of Philip Morris. 

In one of the Engle Progeny Cases in which all 3 OPMs are defendants, Calloway v. R.J. Reynolds Tobacco 
Company, et al. (Circuit Court, Seventeenth Judicial Circuit, Broward County, Florida), the jury awarded plaintiff 
and a daughter of the decedent a total of $20,500,000 in compensatory damages. The jury apportioned 20.5% of the 
fault for the smoker’s injuries to the smoker, 27% to R.J. Reynolds, 25% to Philip Morris, 18% to Lorillard, and 
9.5% to Liggett. The jury awarded a total punitive damages award from the defendants of $54,850,000. In August 
2012, the court granted a post-trial motion by the defendants and lowered the compensatory damages award to 
$16,100,000. The court also ruled that the jury’s finding on the plaintiff’s percentage of comparative fault would not 
be applied to reduce the compensatory damage award because the jury found in favor of the plaintiff on her claims 
alleging intentional conduct. In August 2012, the court entered final judgment against defendants in the amount of 
$16,100,000 in compensatory damages and $54,850,000 in punitive damages, plus the statutory rate of interest, 
which is currently 4.75%. In September 2012, the defendants filed a notice of appeal to the Florida Fourth District 
Court of Appeal, and Reynolds Tobacco posted a supersedeas bond in the amount of $1.5 million. The plaintiff filed 
a notice of cross-appeal.  Briefing with the Florida Fourth District Court of Appeal was underway as of the date 
hereof and a request for oral argument was filed on June 28, 2013. 

In another Engle Progeny case, Naugle v. Philip Morris, a jury returned a verdict in November 2009 in 
favor of the plaintiff and against Philip Morris.  The jury awarded approximately $56.6 million in compensatory 
damages and $244 million in punitive damages, allocating 90% of the fault to Philip Morris. In August 2010, the 
trial court entered an amended final judgment of approximately $12.3 million in compensatory damages and 
approximately $24.5 million in punitive damages.  In June 2012, the Fourth District Court of Appeal affirmed the 
amended final judgment, and in July 2012, Philip Morris filed a motion for rehearing.  On December 12, 2012, the 
Fourth District Court of Appeal withdrew its prior decision, reversed the verdict as to compensatory and punitive 
damages and returned the case to the trial court for a new trial on the question of damages.  On December 26, 2012, 
the plaintiff filed a motion for rehearing en banc or for certification to the Florida Supreme Court, which was denied 
on January 25, 2013.  The jurisdiction of the Florida Supreme Court was invoked through the filing of a Notice to 
Invoke Discretionary Jurisdiction in February 2013.  On June 3, 2013, the parties filed responses to the court’s order 
to show cause why the court’s decision in Philip Morris USA, Inc. v. Douglas was not controlling and the court 
should not decline jurisdiction. 

Reynolds Tobacco reports that as of March 31, 2012, outstanding jury verdicts in favor of the Engle 
Progeny plaintiffs in Engle Progeny Cases had been entered against Reynolds Tobacco in the aggregate amount of 
$91,466,000 in compensatory damages (as adjusted) and in the aggregate amount of $178,180,000 in punitive 
damages, for a total of $269,646,000.  Reynolds Tobacco reports that all of such verdicts are at various stages in the 
appellate process. 

Various Engle Progeny Cases are discussed in detail in the SEC filings of the parent companies of 
Lorillard, Philip Morris and Reynolds Tobacco. 

In June 2009, Florida amended the security requirements for a stay of execution of any judgment during the 
pendency of appeal in Engle Progeny Cases. The amended statute provides for the amount of security for individual 
Engle Progeny Cases to vary within prescribed limits based on the number of adverse judgments that are pending on 
appeal at a given time. The required security decreases as the number of appeals increases to ensure that the total 
security posted or deposited does not exceed $200 million in the aggregate. This amended statute applies to all 
judgments entered on or after June 16, 2009. The plaintiffs in some of the cases have challenged the constitutionality 
of the amended statute. Lorillard reports that as of April 22, 2013, none of these motions had been granted and 
courts either denied these challenges or rulings have not been issued.  

A number of Engle Progeny Cases have been placed on courts’ 2013/2014 trial calendars; according to 
Reynolds American, there are 60 set for trial through March 31, 2014.  Altria reported in its Form 10-Q filed with 
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the SEC for the Quarter ending in March 31, 2013 that as of April 22, 2013, 24 Engle Progeny Cases against Philip 
Morris were scheduled for trial through the end of 2013.  Altria also reported that as of April 22, 2013, three Engle 
Progeny cases were in trial.  Trial schedules are subject to change.  It is not possible to predict whether some courts 
will implement procedures that consolidate multiple Engle Progeny Cases for trial.   

West Virginia Cases 

In September 2000, there were approximately 1,250 West Virginia Cases.  Plaintiffs in most of the cases 
alleged injuries from smoking cigarettes, and the claims alleging injury from smoking cigarettes have been 
consolidated for a multi-phase trial.  Approximately 645 West Virginia Cases have been dismissed in their entirety; 
however, some or all of the dismissals could be contested in subsequent appeals. 

The West Virginia Cases pending were brought in a single West Virginia court by individuals who allege 
cancer or other health effects caused by smoking cigarettes, smoking cigars, or using smokeless tobacco products.  
More than 700 West Virginia Cases were consolidated for a multiphase trial, which began April 22, 2013 and 
concluded May 13, 2013.  The order that consolidated the cases for trial, among other things, also limited the 
consolidation to those cases that were filed by September 2000.  No additional West Virginia Cases may be 
consolidated for trial with this group.  On May 15, 2013, the jury returned a verdict finding for the defendant 
tobacco companies on claims of failure to warn, negligence and fraudulent concealment but for the plaintiff smokers 
on the claim that manufacturers are liable for the defective design of ventilated filter cigarettes.  No punitive 
damages were awarded. 

The court has severed from the West Virginia Cases those claims alleging injury from the use of tobacco 
products other than cigarettes, including smokeless tobacco and cigars (the “Severed West Virginia Claims”).  The 
Severed West Virginia Claims involve 30 plaintiffs.  Twenty-eight of these plaintiffs have asserted both claims 
alleging that their injuries were caused by smoking cigarettes as well as claims alleging that their injuries were 
caused by using other tobacco products.  The former claims will be considered during the consolidated trial of the 
West Virginia Cases, while the latter claims are among the Severed West Virginia Claims.  Two plaintiffs have 
asserted only claims alleging that injuries were caused by using tobacco products other than cigarettes, and no part 
of their cases will be considered in the consolidated trial of the West Virginia Cases.  According to Lorillard, as of 
April 22, 2013, no cases were scheduled for trial; however, trial dates are subject to change. 

Flight Attendant Cases 

Four cigarette manufacturers are the defendants in the pending Flight Attendant Cases.  These suits were 
filed as a result of a settlement agreement by the parties in Broin v. Philip Morris Companies, Inc., et al. (Circuit 
Court, Miami-Dade County, Florida, filed October 31, 1991), a class action brought on behalf of flight attendants 
claiming injury as a result of exposure to environmental tobacco smoke.  The settlement agreement, among other 
things, permitted the plaintiff class members to file these individual suits.  These individuals may not seek punitive 
damages for injuries that arose prior to January 15, 1997.  The period for filing Flight Attendant Cases expired in 
2000 and no additional cases in this category may be filed. 

The judges who have presided over the cases that have been tried have relied upon an order entered in 
October 2000 by the Circuit Court of Miami-Dade County, Florida.  The October 2000 order has been construed by 
these judges as holding that the flight attendants are not required to prove the substantive liability elements of their 
claims for negligence, strict liability and breach of implied warranty in order to recover damages.  The court further 
ruled that the trials of these suits are to address whether the plaintiffs’ alleged injuries were caused by their exposure 
to environmental tobacco smoke and, if so, the amount of damages to be awarded. 

Defendants have prevailed in seven of the eight cases in which verdicts have been returned.  In one of the 
seven cases in which a defense verdict was returned, the court granted plaintiff’s motion for a new trial and, 
following appeal, the case has been returned to the trial court for a new trial.  The six remaining cases in which 
defense verdicts were returned are concluded.  In the single trial decided for the plaintiff, French v. Philip Morris 
Incorporated, et al., the jury awarded $5.5 million in damages.  The court, however, reduced this award to $500,000.  
This verdict, as reduced by the trial court, was affirmed on appeal and the defendants have paid the award.  
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According to Lorillard, as of April 22, 2013, none of the Flight Attendant Cases were scheduled for trial; however, 
trial dates are subject to change. 

Class Action Cases 

In most of the class action cases, plaintiffs seek class certification on behalf of groups of cigarette smokers, 
or the estates of deceased cigarette smokers, who reside in the state in which the case is filed.  According to 
Lorillard, cigarette manufacturers have defeated motions for class certification in a number of cases.  Motions for 
class certification have also been ruled upon in some of the “lights” cases or in other types of class actions.  In some 
of these cases, courts have denied class certification to the plaintiffs, while classes have been certified in other 
matters. 

The Scott Case.  In one of the class actions, Scott v. The American Tobacco Company, et al. (District Court, 
Orleans Parish, Louisiana, filed May 24, 1996), a class was certified on behalf of certain cigarette smokers resident 
in the State of Louisiana who desired to participate in medical monitoring or smoking cessation programs and who 
began smoking prior to September 1, 1988, or who began smoking prior to May 24, 1996 and alleged that 
defendants undermined compliance with the warnings on cigarette packages.  In Scott, trial was heard in two phases 
and at the conclusion of the first phase in July 2003, the jury rejected medical monitoring, the primary relief 
requested by plaintiffs, and returned sufficient findings in favor of the class to proceed to a Phase II trial on 
plaintiffs’ request for a statewide smoking cessation program.  Phase II of the trial, which concluded in May 2004, 
resulted in an award of $591 million to fund cessation programs for Louisiana smokers.  In February 2007, the 
Louisiana Court of Appeal reduced the amount of the award by approximately $312 million; struck an award of 
prejudgment interest, which totaled approximately $444 million as of December 31, 2006; and limited class 
membership to individuals who began smoking by September 1, 1988, and whose claims accrued by September 1, 
1988.  The case was returned to the trial court, which subsequently entered an amended final judgment that ordered 
the defendants to pay approximately $264 million to fund a ten year, court-supervised smoking cessation program 
for the members of the certified class.  The Louisiana Court of Appeal, Fourth Circuit, issued a decision in 
April 2010 that modified the trial court’s 2008 amended final judgment, reducing the judgment amount to 
approximately $242 million to fund the court-supervised smoking cessation program.  Both the Louisiana Supreme 
Court and the U.S. Supreme Court declined to review the case. In August 2011, following the exhaustion of all 
appeals, the defendants paid a total of approximately $280 million to satisfy the final judgment and the interest that 
was due. In May 2012, the parties reached a settlement on the amount of fees and costs to be awarded to plaintiffs’ 
counsel. Plaintiffs agreed that any recovery of fees and costs would come from the court-supervised fund, not the 
defendants, and indicated they would seek approximately $114 million from the fund. In exchange, defendants 
agreed to waive 50% of their right to a refund of any unspent money in the fund after the 10-year program is 
completed. The agreement is not contingent on the trial court’s granting plaintiffs’ request for additional costs and 
fees.  In December 2012, the court ratified and approved the agreement.   

With regard to other medical monitoring class action suits, evolving medical standards and practices could 
have an impact on the defense of medical monitoring claims. For example, the first publication of the findings of the 
National Cancer Institute’s National Lung Screening Trial in June 2011 reported a 20% reduction in lung cancer 
deaths among certain long-term smokers receiving Low Dose CT Scanning for lung cancer. Since then, various 
public health organizations have begun to develop new lung cancer screening guidelines. Also, a number of 
hospitals have advertised the availability of screening programs. Other studies in this area are ongoing. 

Other Class Action Cases.  In another Class Action Case, In Re Tobacco II Cases (Superior Court, San 
Diego County, California, JCCP 4042), the California Supreme Court in 2009 vacated an order that had previously 
decertified a class and returned In Re Tobacco II to the trial court for further activity.  The class in In Re Tobacco II 
is composed of residents of California who smoked at least one of defendants’ cigarettes between June 10, 1993 and 
April 23, 2001 and who were exposed to defendants’ marketing and advertising activities in California. The trial 
court has permitted plaintiffs to assert claims based on the alleged misrepresentation, concealment and fraudulent 
marketing of “light” or “ultra-light” cigarettes.  In May 2012, the court issued rulings that decertified the class on 
false statements concerning additives, nicotine manipulation and conspiracy to mislead concerning health risks of 
smoking. However, the court found that the class action could proceed as to the “light” claims, but that only one of 
the currently named plaintiffs was suitable to represent the class.  In September 2012, the court entered an order that 
dismissed Lorillard, Reynolds Tobacco and all other defendants except Philip Morris from this case.  On October 
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18, 2012, the Court of Appeal denied the defendants’ petition to issue a writ of mandate.  Trial began April 15, 2013 
and is expected to continue through the end of July 2013.     

“Lights” Class Action Cases.  According to Lorillard, there are approximately 16 Class Action Cases in 
which plaintiffs’ claims are based on the allegedly fraudulent marketing of “light” or “ultra-light” cigarettes.  
Classes have been certified in some of these cases.  In one of the “lights” Class Action Cases, Good v. Altria Group, 
Inc., et al., the U.S. Supreme Court ruled in December 2008 that neither the Federal Cigarette Labeling and 
Advertising Act nor the Federal Trade Commission’s regulation of cigarettes’ tar and nicotine disclosures preempts 
(or bars) certain of plaintiffs’ claims.  Although the Court rejected the argument that the Federal Trade 
Commission’s actions were so extensive with respect to the descriptors that the state law claims were barred as a 
matter of federal law, the Court’s decision was limited: it did not address the ultimate merits of plaintiffs’ claim, the 
viability of the action as a class action, or other state law issues. The case was returned to the federal court in Maine 
and consolidated with other federal cases in a multidistrict litigation proceeding, discussed below. In June 2011, the 
plaintiffs voluntarily dismissed the case without prejudice after the district court denied plaintiffs’ motion for class 
certification, concluding the litigation.   

Since the December 2008 U.S. Supreme Court decision in Good, and through April 22, 2013, according to 
Philip Morris, 26 purported “Lights” class actions were served upon Philip Morris and, in certain cases, Altria.  
These cases were filed in 15 states, the U.S.  Virgin Islands and the District of Columbia.  All of these cases either 
were filed in federal court or were removed to federal court by Philip Morris and were transferred and consolidated 
by the Judicial Panel on Multidistrict Litigation (“JPMDL”) before the United States District Court for the District 
of Maine for pretrial proceedings.  In November 2010, the district court denied plaintiffs’ motion for class 
certification in four cases, covering the jurisdictions of California, the District of Columbia, Illinois and Maine.  
These jurisdictions were selected by the parties as sample cases, with two selected by plaintiffs and two selected by 
defendants.  Plaintiffs sought appellate review of this decision but, in February 2011, the United States Court of 
Appeals for the First Circuit denied plaintiffs’ petition for leave to appeal.  Later that year, plaintiffs in 13 cases 
voluntarily dismissed without prejudice their cases.  In April 2012, the JPMDL remanded the remaining four cases 
back to the federal district courts in which the suits originated.  In one of those cases, Phillips v. Altria Group. Inc., 
which is now pending in the United States District Court for the Northern District of Ohio, defendants filed in June 
2012 a motion for partial judgment on the pleadings on plaintiffs’ class action consumer sales practices claims and a 
motion for judgment on the pleadings on plaintiffs’ state deceptive trade practices claims.  On March 21, 2013, the 
Court granted defendants’ motions and accordingly dismissed plaintiffs’ class action consumer sales practices and 
deceptive trade practices claims with prejudice.  On April 18, 2013, defendants filed a motion for judgment on the 
pleadings on the class component of plaintiffs’ common law fraud and unjust enrichment claims.  A hearing on 
plaintiff’s motion for class certification is currently set for October 2013.   

According to Philip Morris, as of April 22, 2013, in addition to the district court for the District of Maine 
proceeding, 16 courts have refused to certify class actions, dismissed class action allegations, reversed prior class 
certification decisions or have entered judgment in favor of Philip Morris. 

On June 19, 2013, the Oregon Court of Appeals in Pearson et al. v. Philip Morris Inc. et al. reversed a 
Multnomah County Circuit judge's October 2005 decision that had granted summary judgment to Philip Morris 
USA and dismissed a lawsuit filed against Philip Morris USA in 2002 by two Marlboro Lights smokers.  In that case 
the Court of Appeals ruled that plaintiffs’ claims were not preempted by federal law as the circuit court had 
concluded and were not subject to dismissal on that basis. The Court of Appeals also ruled that the circuit court had 
erred in not allowing the case to proceed as a class-action suit on behalf of an alleged 100,000 Oregon smokers.  In 
this suit which has been remanded to the circuit court for further proceedings, plaintiffs allege, among other things, 
that Philip Morris USA violated the Oregon Unlawful Trade Practices Act by misrepresenting the tar and nicotine 
characteristics of Marlboro Lights and that, as result of such misrepresentations, plaintiffs had suffered economic 
losses.  Philip Morris USA has not yet indicated whether it will appeal this ruling to the Oregon Supreme Court. 

The Price Case.  In Price, et al v. Philip Morris Inc. (Circuit Court, Madison County, Illinois, filed 
February 10, 2000) the trial judge found in favor of the plaintiff class and awarded $7.1 billion in compensatory 
damages and $3 billion in punitive damages against Philip Morris.  In December 2005, the Illinois Supreme Court 
issued its judgment reversing the trial court’s judgment in favor of the plaintiffs and directing the trial court to 
dismiss the case.  In December 2006, the defendant’s motion to dismiss and for entry of final judgment was granted, 
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and the case was dismissed with prejudice.  In December 2008, plaintiffs filed with the trial court a petition for relief 
from the final judgment and sought to vacate the 2005 Illinois Supreme Court judgment, contending that the U.S. 
Supreme Court’s December 2008 decision in Good demonstrated that the Illinois Supreme Court’s decision was 
“inaccurate.”  In February 2009, the trial court granted Philip Morris’s motion to dismiss plaintiffs’ petition.  In 
March 2009, the plaintiffs filed a notice of appeal with the Illinois Appellate Court, Fifth Judicial District.  In 
February 2011, the Illinois Appellate Court, Fifth Judicial District reversed the trial court’s dismissal of plaintiffs’ 
petition and remanded for further proceedings, and on September 28, 2011, the Illinois Supreme Court denied Philip 
Morris’ petition for leave to appeal that ruling.  As a result, the case returned to the trial court for proceedings on 
whether the court should grant the plaintiffs’ petition to reopen the prior judgment.  In February 2012, plaintiffs filed 
an amended petition, which Philip Morris opposed.  Subsequently, in responding to Philip Morris’s opposition to the 
amended petition, plaintiffs asked the trial court to reinstate the original judgment.  On December 12, 2012, the trial 
court denied the plaintiffs’ request to reopen the prior judgment, and the plaintiffs filed a notice of appeal to the 
Fifth District Appellate Court on January 8, 2013.  On January 23, 2013 Philip Morris filed a motion requesting that 
the Illinois State Supreme Court directly hear plaintiffs’ appeal.  On February 15, 2013, the Illinois State Supreme 
Court denied Philip Morris’ motion for direct appeal.  It cannot be predicted if or when the Fifth District Appellate 
Court will hear plaintiffs’ appeal over the trial court’s December 12, 2012 ruling. 

In another case, Larsen v. Philip Morris Inc. (formerly Craft v. Philip Morris Inc.), a Missouri Court of 
Appeals in August 2005 affirmed a class certification order for current and former smokers of Marlboro Lights.  
(The class period is 1995 through 2003.)  In June 2011, Philip Morris filed various summary judgment motions 
challenging the plaintiffs’ claims.  In August 2011, the trial court granted Philip Morris’s motion for partial 
summary judgment, ruling that plaintiffs could not present a damages claim based on allegations that Marlboro 
Lights are more dangerous than Marlboro Reds, and denied Philip Morris’s remaining summary judgment motions.  
Trial began in September 2011, and in October 2011 the trial court declared a mistrial after the jury failed to reach a 
verdict.  The court has continued the new trial through January 2014, with an exact date to be determined.   

Medical Monitoring Case.  In early 2013, the U.S. District Court for Massachusetts in Donovan v. Philip 
Morris finalized the certified class and approved the notice plan for certain Massachusetts plaintiffs potentially 
affected by smoking Marlboro cigarettes.  Plaintiffs seek compensation for medical monitoring of incipient and not 
yet detected or diagnosed cancers.  In September 2010, the First Circuit U.S. Court of Appeals denied defendant 
Philip Morris’s petition for interlocutory review of class certification.  As of July 2013, the parties are in the process 
of satisfying the class action notice requirements and identifying potential class members. 

Reimbursement Cases 

Reimbursement Cases are brought by or on behalf of entities seeking equitable relief and reimbursement of 
expenses incurred in providing health care to individuals who allegedly were injured by smoking.  Plaintiffs in these 
cases have included the U.S. federal government, U.S. state and local governments, foreign governmental entities, 
hospitals or hospital districts, American Indian tribes, labor unions, private companies and private citizens.   

The DOJ Case.  In August 2006, the U.S. District Court for the District of Columbia issued its final 
judgment and remedial order in the federal government’s reimbursement suit, United States of America v. Philip 
Morris, which final judgment and remedial order concluded a bench trial that began in September 2004.  The court 
determined in its final judgment and remedial order that the defendants violated certain provisions of the RICO 
statute, that there was a likelihood of present and future RICO violations, and that equitable relief was warranted.  
The government was not awarded monetary damages.  The equitable relief included permanent injunctions that 
prohibit the defendants from engaging in any act of racketeering, as defined under RICO; from making any material 
false or deceptive statements concerning cigarettes; from making any express or implied statement about health on 
cigarette packaging or promotional materials (these prohibitions include a ban on using such descriptors as “low 
tar,” “light,” “ultra-light,” “mild” or “natural”); from making any statements that “low tar,” “light,” “ultra-light,” 
“mild” or “natural” or low-nicotine cigarettes may result in a reduced risk of disease; and from participating in the 
management or control of certain entities or their successors.  The final judgment and remedial order also requires 
the defendants to make corrective statements on their websites, in certain media, in point-of-sale advertisements, and 
on cigarette package “inserts” (as described below).  The final judgment and remedial order also requires defendants 
to make disclosures of disaggregated marketing data to the government, and to make document disclosures on a 
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website and in a physical depository, and also prohibits each defendant that manufactures cigarettes from selling any 
of its cigarette brands or certain elements of its business unless certain conditions are met. 

Following trial, the final judgment and remedial order was stayed because the defendants, the government 
and several intervenors noticed appeals to the Circuit Court of Appeals for the District of Columbia.  In May 2009, a 
three judge panel upheld substantially all of the District Court’s final judgment and remedial order.  In September 
2009, the Court of Appeals denied defendants’ rehearing petitions as well as their motion to vacate those statements 
in the appellate ruling that address defendants’ marketing of “low tar” or “lights” cigarettes, to vacate those parts of 
the trial court’s judgment on that issue, and to remand the case with instructions to deny as moot the government’s 
allegations and requested relief regarding “lights” cigarettes.  In June 2010, the U.S. Supreme Court denied all of the 
petitions for review of the case.  The case was returned to the trial court for implementation of the Court of Appeals’ 
directions in its 2009 ruling and for entry of an amended final judgment.  In March 2011, defendants filed a motion 
to vacate the court’s factual findings and remedial order on alternative grounds, and on June 1, 2011, the trial court 
denied defendants’ motion.  Defendants filed a notice of appeal, and in July 2012 the appellate court affirmed the 
District Court’s ruling, permitting the case to proceed.  In response to the government’s motion requesting 
clarification, the trial court held in April 2011 that the defendants must provide a broad range of data for the ten-year 
period beginning July 29, 2010, and that the Department of Justice may share that data with other governmental 
agencies, subject to the confidentiality requirements previously imposed by the trial court. The defendants noticed 
an appeal from this order to the U.S. Court of Appeals for the District of Columbia Circuit.  In July 2012, the 
appellate court dismissed the appeal for lack of jurisdiction, and the defendants have not sought further review of 
that decision.   

On November 27, 2012 the U.S. District Court for the District of Columbia issued an order specifying the 
text of the corrective statements that the defendants must make on their websites.  The court ordered that the 
corrective statements include statements to the effect that a federal court has ruled that the tobacco companies 
deliberately deceived the American public about the health effects of smoking and secondhand smoke and the 
addictiveness of smoking and nicotine, and deliberately deceived the American public by falsely selling and 
advertising low tar and light cigarettes as less harmful than regular cigarettes and by designing cigarettes to enhance 
the delivery of nicotine.  In addition, the court ordered that the corrective statements contain statements including, 
among other things, that smoking kills on average 1,200 Americans every day, results in various detrimental health 
conditions and is highly addictive, that low tar and light cigarettes are not less harmful than regular cigarettes and 
cause some of the same detrimental health conditions that regular cigarettes cause, that tobacco companies 
intentionally designed cigarettes to make them more addictive, and that secondhand smoke causes lung cancer and 
coronary heart disease in adults who do not smoke.  The court further ordered that the parties are to engage in 
discussions with the court, to conclude by March 1, 2013, regarding implementation of the corrective statements.  
The PMs have not reported any updates as to such discussions in their SEC filings.  According to Reynolds 
American, proceedings are pending before the district court to determine whether the corrective statements will have 
to be displayed at retail points of sale.  On January 30, 2013, defendants appealed to the U.S. Court of Appeals for 
the District of Columbia Circuit the district court’s November 2012 order on the text of the corrective statements.  
On January 30, 2013, defendants also filed a motion to hold the appeal in abeyance pending the completion of 
related proceedings in the district court regarding the implementation of the corrective statements, which motion the 
Court of Appeals granted in February 2013.  Reynolds American has stated in its Form 10-Q filed with the SEC on 
April 23, 2013 that if the corrective statements remedy is implemented, an adverse effect on tobacco product sales 
could result. 

Tobacco-Related Antitrust Cases 

Indirect Purchaser Suits.  Approximately 30 antitrust suits were filed in 2000 and 2001 on behalf of 
putative classes of consumers in various state courts against cigarette manufacturers.  The suits all alleged that the 
defendants entered into agreements to fix the wholesale prices of cigarettes in violation of state antitrust laws which 
permit indirect purchasers, such as retailers and consumers, to sue under price fixing or consumer fraud statutes.  
More than 20 states permit such suits.  Four indirect purchaser suits, in New York, Florida, New Mexico and 
Michigan, thereafter were dismissed by courts in those states.  The actions in all other states, except for Kansas, 
were either voluntarily dismissed or dismissed by the courts. 
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In the Kansas case, Smith v. Philip Morris Cos., Inc., the District Court of Seward County, Kansas certified 
a class of Kansas indirect purchasers in 2002.  In July 2006, the court issued an order confirming that fact discovery 
was closed, with the exception of privilege issues that the court determined, based on a court special master’s report, 
justified further fact discovery.  In October 2007, the court denied all of the defendants’ privilege claims, and the 
Kansas Supreme Court thereafter denied a petition seeking to overturn that ruling.  On March 23, 2012, the District 
Court of Seward County granted the defendants’ motions for summary judgment dismissing the Kansas suit. 
Plaintiff’s motion for reconsideration was denied. On July 18, 2012, plaintiff filed a notice of appeal to the Court of 
Appeals for the State of Kansas, and in August 2012 the defendants cross-appealed the trial court’s class 
certification decision. 

For a discussion of VIBO and other litigation involving claims of antitrust violations, see “SUMMARY OF 
THE MASTER SETTLEMENT AGREEMENT —Litigation Challenging the MSA, the Qualifying Statutes and 
Related Legislation” herein. 

Other Litigation 

By way of example only, and not as an exclusive or complete list, the following are additional types of 
tobacco-related litigation which the tobacco industry is also the target of:  (a) asbestos contribution cases, where 
asbestos manufacturers and related parties seek contribution or reimbursement where asbestos claims were allegedly 
caused in whole or in part by cigarette smoking, (b) patent infringement claims, (c) “ignition propensity cases” 
where wrongful death actions contend fires caused by cigarettes led to other individuals’ deaths, (d) “filter cases” 
which mostly have been filed against Lorillard for alleged exposure to asbestos fibers there were incorporated into 
filter material used in one brand of cigarettes manufactured by Lorillard over 50 years ago, (e) claims related to 
smokeless tobacco products, (f) ERISA claims, and (g) employment litigation claims. 

Defenses 

The PMs believe that they have valid defenses to the cases pending against them as well as valid bases for 
appeal should any adverse verdicts be returned against them.  While PMs have indicated their intent to defend 
vigorously all tobacco products liability litigation, it is not possible to predict the outcome of any litigation.  
Litigation is subject to many uncertainties.  Plaintiffs have prevailed in several cases, as noted herein, and it is 
possible that one or more of the pending actions could be decided unfavorably as to the PMs or the other defendants.  
According to Altria’s Form 10-Q filed with the SEC for the quarterly period ended March 31, 2013, as of April 22, 
2013, 24 Engle Progeny Cases against Philip Morris were scheduled for trial through the end of 2013 and 5 non-
Engle Progeny Cases against Philip Morris were scheduled for trial through the end of 2013.  The PMs may enter 
into discussions in an attempt to settle particular cases if the PMs believe it is appropriate to do so.   

Some plaintiffs have been awarded damages from cigarette manufacturers at trial.  While some of these 
awards have been overturned or reduced, other damages awards have been paid after the manufacturers have 
exhausted their appeals.  These awards and other litigation activities against cigarette manufacturers and health 
issues related to tobacco products also continue to receive media attention.  It is possible, for example, that the 2006 
verdict in United States of America v. Philip Morris, which made many adverse findings regarding the conduct of 
the defendants, could form the basis of allegations by other plaintiffs or additional judicial findings against cigarette 
manufacturers.  In addition, the U.S. Supreme Court ruling in Good v. Altria could result in further “lights” 
litigation.  Any such developments could have material adverse effects on the ability of the PMs to prevail in 
smoking and health litigation and could influence the filing of new suits against the PMs. 

The foregoing discussion of civil litigation against the tobacco industry is not exhaustive and is not based 
upon the examination or analysis by the Corporation of the court records of the cases mentioned or of any other 
court records.  It is based on SEC filings by the OPMs and on other publicly available information published by the 
OPMs or others.  Prospective purchasers of the Series 2013 Bonds are referred to the reports filed with the SEC by 
the OPMs and applicable court records for additional descriptions thereof. 

Litigation is subject to many uncertainties.  In its SEC filings, Reynolds American has stated that the 
possibility of material losses related to tobacco litigation is more than remote, but that generally, it is not possible to 
predict the outcome of the litigation or reasonably estimate the amount or range of any possible loss.  This OPM has 
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disclosed that notwithstanding the quality of defenses available to it and its affiliates in tobacco-related litigation 
matters, it is possible that its consolidated results of operations, cash flows or financial position could be materially 
adversely affected by the ultimate outcome of certain pending or future litigation matters or difficulties in obtaining 
the bonds required to stay execution of judgments on appeal.  It can be expected that at any time and from time to 
time there will be developments in the litigation presently pending and filing of new litigation that could materially 
adversely affect the business of the PMs and the market for or prices of securities such as the Series 2013 Bonds 
payable from tobacco settlement payments made under the MSA. 

SUMMARY OF THE IHS GLOBAL REPORT 

The following is a brief summary of the IHS Global Report, a copy of which is attached hereto as 
APPENDIX C.  This summary does not purport to be complete and the IHS Global Report should be read in its 
entirety for an understanding of the assumptions on which it is based and the conclusions it reaches.  The IHS 
Global Report forecasts future United States domestic cigarette consumption.  The MSA payments are based in part 
on cigarettes shipped in and to the United States.  Cigarette shipments and cigarette consumption may not match as 
a result of various factors such as inventory adjustments, but are substantially the same when compared over a 
period of time. 

General 

IHS Global Inc. (“IHS Global”), formerly known as DRI•WEFA, Inc., has prepared a report dated July 2, 
2013 on the consumption of cigarettes in the United States from 2013 through 2039 entitled, “A Forecast of U.S. 
Cigarette Consumption (2013-2039) for the Tobacco Settlement Financing Corporation” (the “IHS Global 
Report”).  IHS Global is an internationally recognized econometric and consulting firm of over 325 economists in 
more than 30 countries.  IHS Global is a privately held company, which is a provider of financial, economic and 
market research information. 

IHS Global has developed a cigarette consumption model based on historical United States data between 
1965 and 2039.  IHS Global constructed this cigarette consumption model after considering the impact of 
demographics, cigarette prices, disposable income, employment and unemployment, industry advertising 
expenditures, the future effect of the incidence of smoking among underage youth and qualitative variables that 
captured the impact of anti-smoking regulations, legislation, and health warnings.  After determining which 
variables were effective in building this cigarette consumption model (real cigarette prices, real per capita disposable 
personal income, the impact of workplace smoking restrictions first instituted widely in the 1980s, the stricter 
restrictions on smoking in public places instituted over the last decade, and the trend over time in individual 
behavior and preferences), IHS Global employed standard multivariate regression analysis to determine the nature of 
the economic relationship between these variables and adult per capita cigarette consumption in the United States.  
The multivariate regression analysis showed:  (i) long run price elasticity of demand of -0.33; (ii) income elasticity 
of demand of 0.27; and (iii) a trend decline in adult per capita cigarette consumption of 2.4% per year holding other 
recognized significant factors constant. 

IHS Global’s model, coupled with its long term forecast of the United States economy, was then used to 
project total United States cigarette consumption from 2013 through 2039 (the “IHS Global Forecast”).  The IHS 
Global Forecast indicates that the total United States cigarette consumption in 2039 will be 126 billion cigarettes 
(approximately 6 billion packs), or 127 billion including roll-your-own tobacco equivalents, a 56% decline from the 
2012 level.  Coincident with a large number of state excise tax increases, the rate of decline accelerated in 2002-
2003 to an annual rate of 3.0%.  The decline moderated for the next four years, through 2007, averaging 2.3%.  The 
rate of decline accelerated dramatically beginning in 2008, with a 3.8% decline for that year, 9.1% in 2009, and 
6.4% in 2010 before finally decelerating to 2.7% in 2011 and 2.0% in 2012.  From 2012 through 2022 the average 
annual rate of decline is projected to be 3.02%.  Total consumption of cigarettes (and roll-your-own equivalents) in 
the United States is projected to fall from 290 billion in 2012 to 279 billion in 2013, 270 billion in 2014, and to 127 
billion by 2039, as set forth in the following table.  The IHS Global Report states that IHS Global believes the 
assumptions on which the IHS Global Forecast is based are reasonable.  
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IHS Global Forecast of Cigarette Consumption 

Year 

Consumption 
(including 

Roll-Your-Own 
(billions)  Year 

Cigarettes 
(billions) 

2009 325.0  2025 187.0 
2010 304.1  2026 182.0 
2011 296.0  2027 177.1 
2012 290.1  2028 172.4 
2013 279.3  2029 167.8 
2014 269.8  2030 163.3 
2015 260.5  2031 158.9 
2016 251.4  2032 154.6 
2017 242.4  2033 150.4 
2018 233.8  2034 146.2 
2019 225.6  2035 142.2 
2020 218.0  2036 138.2 
2021 210.9  2037 134.3 
2022 204.2  2038 130.5 
2023 198.1  2039 126.7 
2024 192.4    

     
     

The graph below illustrates total actual and projected cigarette consumption in the United States: 

 

Comparison with Prior IHS Global Forecasts 

In November 2001, IHS Global presented a similar study, “A Forecast of U.S. Cigarette Consumption 
(2000-2039) for the Tobacco Settlement Financing Corporation.”  The current forecast differs from IHS Global’s 
forecast in 2001.  In the 2001 study, IHS Global projected consumption in 2039 of 215 billion cigarettes, reflecting 
an average decline rate of 1.75%.  The current forecast projects an average decline rate of 3.02% through 2039 to an 
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annual consumption level of 126 billion cigarettes.  Through 2006, the 2001 study accurately projected consumption 
declines, but the sharp acceleration in the decline rate thereafter resulted in substantial forecast error.  The current 
forecast was developed with consideration of the large federal tax increase in 2009 and of the negative effects of the 
proliferation on smoking ban legislation across the United States. 

There was a confluence of factors which led to the dramatically reduced consumption through 2009, which 
was unanticipated in IHS Global projections in 2001.  First, indoor smoking bans spread rapidly across the country 
in the latter half of the decade, and their impact on smoking and cigarette consumption proved to be larger than 
anticipated in 2001.  IHS Global now estimates that their impact on decreased smoking and cigarette consumption 
was approximately 6 billion cigarettes in 2009.  Second, the latter months of 2008 saw a very deep recession.  IHS 
Global’s model projects that, given the lower realized levels of household income in 2009, consumption was 
negatively impacted by about 8 billion sticks.  Third, the increase in the federal excise tax to $1.01 per pack, 
effective April 1, 2009, decreased cigarette demand by about 10 billion in 2009 according to IHS Global’s model of 
price elasticity.  Fourth, the acceleration of state excise tax increases, prompted by the recession, similarly reduced 
consumption by a further 4 billion. 

Over the longer term, IHS Global’s model now includes new estimates of the negative impact of indoor 
smoking bans, which IHS Global anticipates will ultimately be enacted in all states.  For instance, in 2011, 
legislation to establish indoor bans in Texas and Louisiana made significant advances before being defeated.  IHS 
Global also assumes that more stringent restrictions on smoking will continue to be enacted, including their gradual 
extension to outdoor public places, as well as to private indoor residential spaces such as multi-family housing. 

Historical Cigarette Consumption 

The USDA, which has compiled data on cigarette consumption since 1900, reports that consumption 
(which is defined as taxable United States consumer sales, plus shipments to overseas armed forces, ship stores, 
Puerto Rico and other United States possessions, and small tax-exempt categories, as reported by the Bureau of 
Alcohol, Tobacco, Firearms, and Explosives) grew from 2.5 billion in 1900 to a peak of 640 billion in 1981.  
Consumption declined in the 1980’s and 1990’s, and 2000s, reaching a level of 465 billion cigarettes in 1998, and 
decreasing to less than 400 billion cigarettes in 2003 and 290 billion in 2012. 

The following table sets forth United States domestic cigarette consumption for the fifteen years ended 
December 31, 2012.  The data in this table vary from statistics on cigarette shipments in the United States.  While 
the IHS Global Report is based on consumption, payments made under the MSA are computed based in part on 
shipments in or to the 50 states of the United States, the District of Columbia and Puerto Rico.  The quantities of 
cigarettes shipped and cigarettes consumed may not match at any given point in time as a result of various factors 
such as inventory adjustments, but are substantially the same when compared over a period of time. 
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U.S. Cigarette Consumption 

Year Ended 
December 31 

Consumption 
(Billions of 
Cigarettes) 

Percentage 
Change 

2012 290* -1.87% 
2011 293 -2.48    
2010 301 -5.62    
2009 319 -8.08    
2008 348 -4.35    
2007 368 -2.28    
2006 377 -1.93    
2005 384 -2.69    
2004 395 -1.28    
2003 400 -3.66    
2002 415 -2.35    
2001 425 -1.16    
2000 430 -1.15    
1999 435 -6.45    
1998 465 -3.13    

   
   
   

_____________________ 
*288 with roll-your-own equivalents 

Factors Affecting Cigarette Consumption 

Most empirical studies have found a common set of variables that are relevant in building a model of 
cigarette demand.  These conventional analyses usually evaluate one or more of the following factors:  (i) general 
population growth, (ii) price increases, (iii) changes in disposable income, (iv) youth consumption, (v) trend over 
time, (vi) workplace smoking bans, (vii) smoking bans in public places, (viii) nicotine dependence, and (ix) health 
warnings.  While some of these factors were not found to have a measurable impact on changes in demand for 
cigarettes, all of these factors are thought to affect smoking in some manner and to affect current levels of 
consumption.  Since 1964 there has been a significant decline in United States adult per capita cigarette 
consumption.  The 1964 Surgeon General’s health warning and numerous subsequent health warnings, together with 
the increased health awareness of the population over the past 30 years, may have contributed to decreases in 
cigarette consumption levels.  If, as assumed by IHS Global, the awareness of the adult population continues to 
change in this way, overall consumption of cigarettes will decline gradually over time.  IHS Global’s analysis 
includes a time trend variable in order to capture the impact of these changing health trends and the effects of other 
such variables which are difficult to quantify. 

SUMMARY OF PLEDGED TSRS METHODOLOGY 
AND BOND STRUCTURING ASSUMPTIONS 

Introduction 

The following discussion describes the methodology and assumptions used to calculate projections of the 
amount of Pledged TSRs to be received by the Corporation (the “Cash Flow Assumptions”), as well as the 
methodology and assumptions used to structure the schedule of principal and optional redemption dates for the 
Series 2013 Bonds (the “Structuring Assumptions”).   

No assurance can be given that actual cigarette consumption in the United States during the term of the 
Series 2013 Bonds will be as assumed, or that the other assumptions underlying the Cash Flow Assumptions, 
including the market share of the PMs, will be consistent with future events.  If actual events deviate from one or 
more of the assumptions underlying the Cash Flow Assumptions, the amount of Pledged TSRs available to the 
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Corporation to pay the principal of and interest on the Series 2013 Bonds could be adversely affected.  See 
“BONDHOLDERS’ RISKS” herein. 

Cash Flow Assumptions 

In projecting the amount of Pledged TSRs to be received by the Corporation, the forecast of cigarette 
consumption in the United States developed by IHS Global as described in the IHS Global Report is applied to 
calculate Annual Payments and Strategic Contribution Fund Payments to be made by the PMs pursuant to the MSA. 
The calculation of payments required to be made was performed in accordance with the terms of the MSA; however, 
as described below, certain assumptions were made with respect to consumption of cigarettes in the United States 
and the applicability of certain adjustments and offsets to such payments set forth in the MSA.  It was assumed that 
the PMs make all payments required to be made by them pursuant to the MSA, that the market share of the OPMs 
remains constant throughout the forecast period at 84.62051%, based on sales year 2012 OPM cigarette shipments 
of 245,486,000,000 divided by total net market cigarette shipments of 290,102,238,941 as reported by NAAG (each 
measuring roll-your-own shipments at 0.0325 ounces per cigarette conversion rate), and the market share of the 
SPMs remains constant at 9.11%, based on the NAAG reported market share for SPMs in sales year 2012 
(measuring roll-your-own shipments at 0.09 ounces per cigarette conversion rate).†  It was further assumed that each 
company that is currently a PM remains such throughout the term of the Series 2013 Bonds. 

In applying the consumption forecast from the IHS Global Report, it was assumed that United States 
consumption, which was forecasted by IHS Global, was equal to the number of cigarettes shipped in and to the 
United States, the District of Columbia and Puerto Rico, which is the number that is applied to determine the 
Volume Adjustment.  The IHS Global Report states that the quantities of cigarettes shipped and cigarettes consumed 
may not match at any given point in time as a result of various factors such as inventory adjustments, but are 
substantially the same when compared over a period of time.  IHS Global’s forecast for United States cigarette 
consumption is set forth herein under “SUMMARY OF THE IHS GLOBAL REPORT.”  See APPENDIX C for a 
copy of IHS Global Report.  

Annual Payments and Strategic Contribution Fund Payments 

In accordance with the Cash Flow Assumptions, the amount of Annual Payments and Strategic 
Contribution Fund Payments to be made by the PMs was calculated by applying the adjustments applicable to the 
Annual Payments and Strategic Contribution Fund in the order, and in the amounts, set out in the MSA, as follows: 

Inflation Adjustment 

First, the Inflation Adjustment was applied to the schedule of base amounts for the Annual Payments and 
Strategic Contribution Fund Payments set forth in the MSA.  The inflation rate is compounded annually at the 
greater of 3.0% or the percentage increase in the actual Consumer Price Index for All Urban Consumers (the “CPI”) 
in the prior year as published by the Bureau of Labor Statistics (released each January).  The calculations of Annual 
Payments and Strategic Contribution Fund Payments assume the minimum Inflation Adjustment provided in the 
MSA of 3.0% in every year except for calendar years 2000, 2004, 2005 and 2007, where actual CPI results of 
3.387%, 3.256%, 3.416% and 4.081% respectively, were used.  Thereafter, the Inflation Adjustment was assumed to 
be the minimum provided in the MSA, at a rate of 3.0% per year, compounded annually, for the rest of the collection 
forecast period. 

Volume Adjustment 

Next, the annual amounts calculated for each year after application of the Inflation Adjustment were 
adjusted for the Volume Adjustment by applying the forecast contained in the IHS Global Report for United States 

                                                           
† The aggregate market share information utilized in the Cash Flow Assumptions may differ materially from the 

market share information utilized by the MSA Auditor in calculating adjustments to Annual Payments and 
Strategic Contribution Fund Payments.  See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT 
—Adjustments to Payments.” 
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cigarette consumption to the OPM shipments as reported to MSAI.  No add back or benefit was assumed from any 
Income Adjustment.  See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Adjustments to 
Payments —Volume Adjustment” for a description of the formula used to calculate the Volume Adjustment. 

Previously Settled States Reduction 

Next, with respect to the Annual Payments only, amounts calculated for each year after application of the 
Inflation Adjustment and the Volume Adjustment were reduced by the Previously Settled States Reduction which 
applies only to the payments owed by the OPMs.  The Previously Settled States Reduction is as follows for each 
year of the following period: 

  
2013 through 2017 12.2373756% 
2018 and after 11.0666667% 
  

Non-Settling States Reduction 

The Non-Settling States Reduction was not applied to the Annual Payments and Strategic Contribution 
Fund Payments because such reduction has no effect on the amount of payments to be received by states that remain 
parties to the MSA.  Thus, the Cash Flow Assumptions include an assumption that the State will remain a party to 
the MSA. 

NPM Adjustment 

The Cash Flow Assumptions include an assumption that the State has diligently enforced and will 
diligently enforce a Qualifying Statute that is not held to be unenforceable.  Therefore, the Cash Flow Assumptions 
assume that the NPM Adjustment does not apply to the Annual Payments and Strategic Contribution Fund Payments 
as it relates to the MSA.  For a discussion of the State’s Qualifying Statute, see “SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT —MSA Provisions Relating to Model/Qualifying Statutes.” The Cash Flow 
Assumptions include adjustments related to the NPM Adjustment Settlement Term Sheet and the NPM Adjustment 
Stipulated Partial Settlement and Award as discussed below under “Adjustments to Payments Under the NPM 
Adjustment Settlement Term Sheet —NPM Adjustments Related to Term Sheet.” 

Offset for Miscalculated or Disputed Payments 

The Cash Flow Assumptions include an assumption that there will be no adjustments to the Annual 
Payments and Strategic Contribution Fund Payments due to miscalculated or disputed payments. 

Litigating Releasing Parties Offset 

The Cash Flow Assumptions include an assumption that the Litigating Releasing Parties Offset will have 
no effect on payments. 

Offset for Claims-Over 

The Cash Flow Assumptions include an assumption that the Offset for Claims-Over will not apply. 

Subsequent Participating Manufacturers 

The Cash Flow Assumptions assume that the Market Share (as defined in the MSA) of the SPMs remains 
constant at 9.11% (measuring roll your own cigarettes at 0.09 ounces per cigarette conversion rate).  Because the 
9.11% Market Share exceeds the greater of (i) the SPM’s 1998 Market Share or (ii) 125% of its 1997 Market Share, 
the SPMs are assumed to make Annual Payments and Strategic Contribution Fund Payments in each year.  For 
purposes of calculating amounts owed by the SPMs under Section IX(i) of the MSA, relative market share  is equal 
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to (y) the SPM Market Share (9.11%) less the Base Share (3.53929%) divided by (z) the aggregate Market Share of 
the OPMs at 84.81% (measuring roll your own cigarettes at 0.09 ounces per cigarette conversion rate). 

State’s Share of Annual Payments 

The amount of Annual Payments, after application of the Inflation Adjustment, the Volume Adjustment 
and the Previously Settled States Reduction for each year was multiplied by the State’s allocation percentage set 
forth in the MSA (2.2553531%) in order to determine the amount of Annual Payments to be made by the PMs in 
each year to be allocated to the State.  Pledged TSRs include 60% of the State’s Annual Payments. 

State’s Share of Strategic Contribution Fund Payments 

The amount of Strategic Contribution Fund Payments, after application of the Inflation Adjustment and the 
Volume Adjustment for each year was multiplied by the State’s percentage agreed to in the MSA (2.6279206%) in 
order to determine the amount of Strategic Contribution Fund Payments to be made by the PMs in each year to be 
allocated to the State.  Pledged TSRs include 60% of the State’s Strategic Contribution Fund Payments. 

Adjustments to Payments Under the NPM Adjustment Settlement Term Sheet 

In April 2013, the MSA Auditor implemented the provisions of the NPM Adjustment Settlement Term 
Sheet relating to the distributions of the Disputed Payments Account to the Term Sheet Signatories, including the 
State, and the credits to be allocated to the PMs.  As a result, the State received its allocable share of the settlement 
in connection with its MSA payments made in April 2013.  The MSA Auditor noted that, by implementing such 
distributions and credits with respect to the MSA payments due in April 2013, it was not committing to implement 
any provision of the NPM Adjustment Settlement Term Sheet other than those provisions relating to such 
distributions and credits with respect to the MSA payments due in April 2013.  For a discussion of the terms of 
NPM Adjustment Settlement Term Sheet, the NPM Adjustment Stipulated Partial Settlement and Award and 
subsequent developments, see “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Potential 
Payment Decreases Under the Terms of the MSA —NPM Adjustment —Recent Developments Regarding NPM 
Adjustment Settlement and Award.”  No assurance can be given as to the impact of the final settlement or resolution 
of disputes on the amount and/or timing of Pledged TSRs available to the Corporation to pay debt service on the 
Series 2013 Bonds. 

Release of Amounts in the Disputed Payments Account and Credits to the PMs in April 2013 

According to the State, under the NPM Adjustment Stipulated Partial Settlement and Award orders, the 
MSA Auditor released $69,458,175, which comprised the State’s allocable share of certain amounts plus 
accumulated earnings thereon from the Disputed Payments Account ($117,986,526) less April 2013 credits owed 
the PMs ($48,528,351).  The Corporation redeemed $84.8 million of the Corporation’s Tobacco Settlement Asset-
Backed Bonds, Series 2001B on May 15, 2013 as a result of its April 2013 MSA payment. 

Adjustment to MSA Payments for Future PM Credits 

The NPM Adjustment Stipulated Partial Settlement and Award orders the MSA Auditor to apply credits to 
the PMs’ MSA payments due in April 2013 through and including April 2017 (the “PM Credit”).  PM Credits 
beyond April 2013 are subject to verification and calculation by the MSA Auditor.   The Cash Flow Assumptions 
assume that adjustments for Term Sheet Signatories that were added after the April 2013 MSA payments are not 
included in the calculations.  PM Credits applied against the State’s MSA payments are projected based on 
publically available MSA Auditor information which indicates that the aggregate Settling State’s PM Credit for 
April 2013 was $882,551,879, consisting of $841,376,242 attributable to Annual Payments and $41,175,637  
attributable to Strategic Contribution Fund Payments.  Allocating the 2013 credits based on the relationships 
provided in the NPM Adjustment Stipulated Partial Settlement and Award, the 2013 Annual Payment credits are 
estimated to consist of $810,672,421 OPM credits and $30,703,822 SPM credits and the 2013 Strategic Contribution 
Fund Payments are estimated to consist of $39,673,040 OPM credits and $1,502,597 SPM credits. The State’s share 
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of the 2013 PM Credit ($48,528,351) is assumed to represent 50% of the credits due the OPMs and approximately 
40% of the credits due the SPMs.  

The balance of the State’s PM Credit ($47,995,901 consisting of approximately $45,443,337 of OPM 
credits and $2,552,564 of SPM credits) is assumed to be credited in equal installments against the OPMs’ MSA 
payments due in April 2014 through and including April 2017 and the SPM payments due in April 2014 through 
April 2016 (collectively, the “2014-2017 PM Credits”).  No interest will be paid on the 2014-2017 PM Credits.  
The portions of the State’s MSA payments in 2014 through and including 2016 constituting Pledged TSRs are 
projected to be reduced in 2014 through and including 2016 by $6,850,090 and in 2017 by $6,373,146 attributable to 
Annual Payments and in 2014 through 2016 $476,923 and in 2017 $443,355 attributable to Strategic Contribution 
Fund Payments. 

NPM Adjustments Related to Term Sheet 

The NPM Adjustment Stipulated Partial Settlement and Award also directs the MSA Auditor to implement 
certain provisions of the NPM Adjustment Settlement Term Sheet as they relate to future years’ NPM Adjustments, 
including the method by which NPM Adjustments are determined. With respect to the NPM Adjustment provisions 
set forth in Section III.B of the NPM Adjustment Settlement Term Sheet, the projections assume that the State will 
comply with the safe harbor provision of Section III.B.3 in sales year 2013 and thereafter and, therefore, that no 
related NPM Adjustments will apply to the State’s Annual Payments and Strategic Contribution Fund Payments 
throughout the period forecasted in the IHS Global Report. With respect to the NPM Adjustment provisions set forth 
in Section III.C of the NPM Adjustment Settlement Term Sheet, the projections assume that the State will diligently 
enforce a Qualifying Statute that is not held to be unenforceable.  Therefore, the NPM Adjustment set forth in 
Section III.C of the NPM Adjustment Settlement Term Sheet is assumed not to apply to Annual Payments and 
Strategic Contribution Fund Payments throughout the period forecasted in the IHS Global Report. With respect to 
the transition NPM Adjustment for sales years 2013 and 2014 set forth in Section II of the NPM Adjustment 
Settlement Term Sheet, the State’s Annual Payments and Strategic Contribution Fund Payments due in April 2014 
and April 2015 each are assumed to be reduced by an amount equal to 25% of the NPM Adjustment for sales year 
2011. The portions of the State’s April 2014 and April 2015 MSA payments constituting Pledged TSRs are each 
therefore projected to be reduced by $2,032,989 attributable to Annual Payments and by $283,016 attributable to 
Strategic Contribution Fund Payments. See “APPENDIX E - NPM ADJUSTMENT STIPULATED PARTIAL 
SETTLEMENT AND AWARD, SETTLEMENT TERM SHEET, AND MEMORANDUM OF 
UNDERSTANDING.” 

Interest Earnings 

The Cash Flow Assumptions assume that the Trustee will receive ten days after April 15 its respective 
entitlement of the Annual Payments owed by the PMs in 2014 and each year thereafter.  It is further assumed the 
Trustee will receive ten days after April 15 its respective entitlement of the Strategic Contribution Fund Payments 
owed by the PMs in the years 2014 through 2017.  Earnings are assumed at 0% per annum on the Annual Payments 
and Strategic Contribution Fund Payments from the date of receipt by the Trustee until the applicable Distribution 
Date.  No interest earnings have been assumed on the Annual Payments and Strategic Contribution Fund Payments 
prior to the time they are received by the Trustee. 

Moneys deposited in the Liquidity Reserve Account are assumed to be invested at rates increasing from 
0.03% per annum for the first year to 0.75% per annum in the sixth year. 
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Structuring Assumptions 

Liquidity Reserve Account 

The Liquidity Reserve Requirement was established for the Series 2013 Bonds at $57,369,112.  It has been 
assumed that no surety, guaranty or similar agreement will be deposited in lieu of cash in the Liquidity Reserve 
Account. 

Operating Expense Assumptions 

Operating expenses of the Corporation have been assumed at the Operating Cap of $250,000 in 2014 
inflated at 3.00% per year thereafter.  No arbitrage rebate expense was assumed. 

Issuance Date 

The Series 2013 Bonds were assumed to be issued on July 10, 2013. 

Interest Rates and Computation of Interest 

The Bonds were assumed to bear interest at the rates set forth on the inside front cover hereof.  
Computations of interest were assumed to be made on the basis of a 360-day year consisting of twelve 30-day 
months for the Series 2012 Bonds. 

Miscellaneous 

The Cash Flow Assumptions assume that no Event of Default occurs, that no Lump Sum Payment or 
Partial Lump Sum Payment is received, that no refunding bonds are issued and that there is no Optional Clean-up 
Call exercised by the Corporation from balances in the Liquidity Reserve Account.  It is further assumed that all 
Distribution Dates occur on the fifteenth day of each May and November, whether or not such date is a Business 
Day. 

Projection of Payments to be Received by the Trustee  

The following tables present (i) the projections of Annual Payments, Strategic Contribution Fund Payments 
and total payments to be received by the Corporation in each year through 2035, calculated in accordance with the 
Cash Flow Assumptions and using the forecast contained within the IHS Global Report, and adjusted pursuant to the 
NPM Adjustment Settlement Term Sheet.  For a discussion of the NPM Adjustment Stipulated Partial Settlement 
and Award, see “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Potential Payment Decreases 
Under the Terms of the MSA —NPM Adjustment —Recent Developments Regarding NPM Adjustment Settlement 
and Award.” The forecast contained within the IHS Global Report for United States cigarette consumption is set 
forth herein under “SUMMARY OF THE IHS GLOBAL REPORT” and in “APPENDIX C - IHS GLOBAL 
REPORT” attached hereto. See APPENDIX C hereto for a discussion of the assumptions underlying the projections 
of cigarette consumption contained in the IHS Global Report. 

 



 

116 

Projection of Annual Payments to be Received by Trustee(1) 

 

 

(1) MSA payment amounts are calculated based on the IHS Global Forecast of Cigarette Consumption for the prior year. 
(2) Pledged TSR allocation is equal to the product of:  (i) the State’s allocation of the Annual Payment (2.2553531%) and (ii) the Corporation’s share of the State’s allocation (60.0%). 
(3) For a discussion of the credits owed the Participating Manufacturers under the NPM Adjustment Stipulated Partial Settlement and Award, see  
“—Adjustments to Payments Under the NPM Adjustment Settlement Term Sheet” above. 

IHS Global Total Adjusted
Forecast of Previously Annual Total Annual
Cigarette Estimated OPM Base Annual Inflation Volume Settled States Payments Pledged TSR OPM Annual SPM Annual Credits Owed Payments to

Year Consumption Consumption Payment Adjustment Adjustment Reduction By OPMs Allocation(2) Payments Payments PMs(3) Trustee

2013 279,295,119,986 236,340,954,937 
2014 269,774,433,914 228,284,501,828 8,139,000,000$ 4,806,475,055$ (6,382,944,833)$  (803,081,472)$  5,759,448,751$ 1.35321186% 77,937,544$     5,833,116$       (8,883,079)$      74,887,580$     
2015 260,485,395,316 220,424,069,992 8,139,000,000   5,194,839,649   (6,795,759,230)   (800,089,458)    5,737,990,961   1.35321186% 77,647,174       5,811,384         (8,883,079)        74,575,479       
2016 251,427,399,649 212,759,147,863 8,139,000,000   5,594,855,221   (7,222,051,245)   (796,873,911)    5,714,930,065   1.35321186% 77,335,111       5,788,028         (6,850,090)        76,273,049       
2017 242,414,080,963 205,132,031,623 8,139,000,000   6,006,870,935   (7,662,106,313)   (793,442,630)    5,690,321,991   1.35321186% 77,002,112       5,763,105         (6,373,146)        76,392,071       
2018 233,769,158,815 197,816,654,412 9,000,000,000   7,111,589,400   (8,980,018,499)   (789,227,182)    6,342,343,719   1.35321186% 85,825,347       6,338,909         -                     92,164,256       
2019 225,599,306,356 190,903,283,595 9,000,000,000   7,594,937,100   (9,499,537,344)   (785,224,242)    6,310,175,514   1.35321186% 85,390,043       6,306,758         -                     91,696,801       
2020 218,018,103,255 184,488,030,866 9,000,000,000   8,092,785,600   (10,027,988,269)  (781,837,574)    6,282,959,758   1.35321186% 85,021,757       6,279,557         -                     91,301,313       
2021 210,863,510,392 178,433,777,897 9,000,000,000   8,605,569,600   (10,561,528,472)  (779,540,554)    6,264,500,574   1.35321186% 84,771,965       6,261,108         -                     91,033,072       
2022 204,239,555,591 172,828,553,563 9,000,000,000   9,133,736,400   (11,104,568,090)  (777,894,629)    6,251,273,682   1.35321186% 84,592,977       6,247,888         -                     90,840,865       
2023 198,079,466,308 167,615,854,595 9,000,000,000   9,677,748,600   (11,653,405,435)  (777,360,646)    6,246,982,519   1.35321186% 84,534,908       6,243,599         -                     90,778,507       
2024 192,372,515,647 162,786,603,840 9,000,000,000   10,238,081,400 (12,209,620,743)  (777,816,315)    6,250,644,342   1.35321186% 84,584,461       6,247,259         -                     90,831,719       
2025 187,032,210,914 158,267,610,740 9,000,000,000   10,815,223,500 (12,773,065,978)  (779,332,101)    6,262,825,420   1.35321186% 84,749,296       6,259,433         -                     91,008,730       
2026 181,971,178,180 153,984,939,029 9,000,000,000   11,409,679,800 (13,346,282,795)  (781,682,604)    6,281,714,401   1.35321186% 85,004,904       6,278,312         -                     91,283,216       
2027 177,120,507,606 149,880,276,851 9,000,000,000   12,021,970,500 (13,932,161,821)  (784,605,496)    6,305,203,182   1.35321186% 85,322,757       6,301,788         -                     91,624,545       
2028 172,403,769,044 145,888,948,624 9,000,000,000   12,652,629,300 (14,533,240,302)  (787,879,052)    6,331,509,947   1.35321186% 85,678,744       6,328,081         -                     92,006,824       
2029 167,788,108,886 141,983,153,458 9,000,000,000   13,302,207,900 (15,152,636,930)  (791,219,190)    6,358,351,780   1.35321186% 86,041,970       6,354,908         -                     92,396,878       
2030 163,285,479,393 138,173,005,418 9,000,000,000   13,971,274,200 (15,792,069,567)  (794,498,648)    6,384,705,985   1.35321186% 86,398,599       6,381,248         -                     92,779,846       
2031 158,907,396,419 134,468,249,278 9,000,000,000   14,660,412,300 (16,451,568,066)  (797,778,764)    6,411,065,469   1.35321186% 86,755,298       6,407,593         -                     93,162,891       
2032 154,649,219,927 130,864,958,613 9,000,000,000   15,370,224,300 (17,131,131,686)  (801,126,252)    6,437,966,362   1.35321186% 87,119,324       6,434,479         -                     93,553,804       
2033 150,397,793,343 127,267,379,755 9,000,000,000   16,101,331,200 (17,831,415,649)  (804,537,323)    6,465,378,227   1.35321186% 87,490,265       6,461,876         -                     93,952,141       
2034 146,233,357,770 123,743,413,135 9,000,000,000   16,854,371,100 (18,557,994,225)  (807,465,710)    6,488,911,165   1.35321186% 87,808,715       6,485,397         -                     94,294,112       
2035 142,173,589,578 120,308,016,587 9,000,000,000   17,630,001,900 (19,308,080,209)  (810,292,670)    6,511,629,022   1.35321186% 88,116,136       6,508,102         -                     94,624,238       
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Projection of Strategic Contribution Fund Payments and Total Payments to be Received by Trustee(1) 

 

(1) MSA payment amounts are calculated based on the IHS Global Forecast of Cigarette Consumption for the prior year. 
(2) Pledged TSR allocation is equal to the product of:  (i) the State’s allocation of the Annual Payment (2.6279206%) and (ii) the Corporation’s share of the State’s allocation (60.0%). 
(3) For a discussion of the credits owed the Participating Manufacturers under the NPM Adjustment Stipulated Partial Settlement and Award, see  
“—Adjustments to Payments Under the NPM Adjustment Settlement Term Sheet” above. 

 

Strategic Contribution Fund Payments Total Payments

Total Adjusted
IHS Global Strategic Total Strategic
Forecast of Base Strategic Contribution OPM Strategic SPM Strategic Total Annual Contribution Total
Cigarette Estimated OPM Contribution Inflation Volume Fund Payments Pledged TSR Contribution Contribution Credits Owed Payments to Fund Payments Payments to

Year Consumption Consumption Fund Payment Adjustment Adjustment by OPMs Allocation(2) Fund Payments Fund Payments PMs(3) Trustee to Trustee Trustee

2013 279,295,119,986 236,340,954,937 
2014 269,774,433,914 228,284,501,828 861,000,000$    508,462,345$    (675,232,277)$    694,230,068$    1.57675236% 10,946,289$     719,002$          (759,940)$        74,887,580$     10,905,352$     85,792,932$     
2015 260,485,395,316 220,424,069,992 861,000,000     549,546,251     (718,902,654)      691,643,598     1.57675236% 10,905,507       716,324           (759,940)          74,575,479       10,861,891       85,437,369       
2016 251,427,399,649 212,759,147,863 861,000,000     591,862,679     (763,998,786)      688,863,893     1.57675236% 10,861,678       713,445           (476,923)          76,273,049       11,098,199       87,371,248       
2017 242,414,080,963 205,132,031,623 861,000,000     635,448,566     (810,550,871)      685,897,695     1.57675236% 10,814,908       710,373           (443,355)          76,392,071       11,081,926       87,473,997       
2018 233,769,158,815 197,816,654,412 -                     -                     -                       -                     1.57675236% -                     -                     -                     92,164,256       -                     92,164,256       
2019 225,599,306,356 190,903,283,595 -                     -                     -                       -                     1.57675236% -                     -                     -                     91,696,801       -                     91,696,801       
2020 218,018,103,255 184,488,030,866 -                     -                     -                       -                     1.57675236% -                     -                     -                     91,301,313       -                     91,301,313       
2021 210,863,510,392 178,433,777,897 -                     -                     -                       -                     1.57675236% -                     -                     -                     91,033,072       -                     91,033,072       
2022 204,239,555,591 172,828,553,563 -                     -                     -                       -                     1.57675236% -                     -                     -                     90,840,865       -                     90,840,865       
2023 198,079,466,308 167,615,854,595 -                     -                     -                       -                     1.57675236% -                     -                     -                     90,778,507       -                     90,778,507       
2024 192,372,515,647 162,786,603,840 -                     -                     -                       -                     1.57675236% -                     -                     -                     90,831,719       -                     90,831,719       
2025 187,032,210,914 158,267,610,740 -                     -                     -                       -                     1.57675236% -                     -                     -                     91,008,730       -                     91,008,730       
2026 181,971,178,180 153,984,939,029 -                     -                     -                       -                     1.57675236% -                     -                     -                     91,283,216       -                     91,283,216       
2027 177,120,507,606 149,880,276,851 -                     -                     -                       -                     1.57675236% -                     -                     -                     91,624,545       -                     91,624,545       
2028 172,403,769,044 145,888,948,624 -                     -                     -                       -                     1.57675236% -                     -                     -                     92,006,824       -                     92,006,824       
2029 167,788,108,886 141,983,153,458 -                     -                     -                       -                     1.57675236% -                     -                     -                     92,396,878       -                     92,396,878       
2030 163,285,479,393 138,173,005,418 -                     -                     -                       -                     1.57675236% -                     -                     -                     92,779,846       -                     92,779,846       
2031 158,907,396,419 134,468,249,278 -                     -                     -                       -                     1.57675236% -                     -                     -                     93,162,891       -                     93,162,891       
2032 154,649,219,927 130,864,958,613 -                     -                     -                       -                     1.57675236% -                     -                     -                     93,553,804       -                     93,553,804       
2033 150,397,793,343 127,267,379,755 -                     -                     -                       -                     1.57675236% -                     -                     -                     93,952,141       -                     93,952,141       
2034 146,233,357,770 123,743,413,135 -                     -                     -                       -                     1.57675236% -                     -                     -                     94,294,112       -                     94,294,112       
2035 142,173,589,578 120,308,016,587 -                     -                     -                       -                     1.57675236% -                     -                     -                     94,624,238       -                     94,624,238       
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No assurance can be given that actual cigarette consumption in the United States during the term of the 
Series 2013 Bonds will be as assumed, or that the other assumptions underlying the Cash Flow Assumptions and 
Structuring Assumptions, including that certain adjustments and offsets will not apply to payments due under the 
MSA, will be consistent with future events.  If actual events deviate from one or more of the assumptions 
underlying the Cash Flow Assumptions or Structuring Assumptions, the amount of Pledged TSRs available to the 
Corporation to pay the principal of and interest on the Series 2013 Bonds could be adversely affected.  See 
“BONDHOLDERS’ RISKS” herein. 

CONTINUING DISCLOSURE AGREEMENT 

General 

Rule 15c2-12 (the “Rule”) of the SEC promulgated under the Securities Exchange Act of 1934, as 
amended (the “1934 Act”) requires the Underwriters to determine, as a condition to purchasing the Series 2013 
Bonds, that the Corporation will enter into an undertaking with respect to the Series 2013 Bonds (the 
“Undertaking”) with the Trustee pursuant to which the Corporation will covenant for the sole benefit of the Holders 
of the Series 2013 Bonds to provide the Annual Information and notices of Listed Events, as specified in the 
Undertaking, to the Municipal Securities Rulemaking Board (the “MSRB”), through its Electronic Municipal 
Market Access System (“EMMA”). 

The Corporation has made filings of the Annual Information required pursuant to its existing continuing 
disclosure agreements for the past five years.  However, none of the filings were made on a timely basis and 
operating data was not included in the Annual Information in certain years. 

The Corporation intends to comply fully with the Undertaking for the benefit of the owners of the Series 
2013 Bonds.  The Corporation will agree in the Undertaking and in the contract of purchase relating to the Series 
2013 Bonds to include in its agreement with The Bank of New York Mellon Trust Company, N.A., as dissemination 
agent (the “Dissemination Agent”), a requirement that the Dissemination Agent will file the Annual Information 
through EMMA. 

“Annual Information” will mean (A) the audited financial statements, if any, of the Corporation, prepared 
in accordance with generally accepted accounting principles in effect from time to time  (“GAAP”), (B) financial 
information or operating data reflecting actual results to date of the type included in this Offering Circular under 
“TABLES OF PROJECTED PLEDGED TSRS AND DEBT SERVICE”; together with (C) any additional 
information pursuant to a supplement to the Undertaking. 

“Listed Event” will mean any of the following with respect to the Series 2013 Bonds: 

(A) principal and interest payment delinquencies; 

(B) non-payment related defaults, if material; 

(C) unscheduled draws on debt service reserves reflecting financial difficulties; 

(D) unscheduled draws on credit enhancements reflecting financial difficulties; 

(E) substitution of credit or liquidity providers, or their failure to perform; 

(F) adverse tax opinions, the issuance by the Internal Revenue Service of proposed or final 
determinations of taxability, Notices of Proposed Issue (IRS Form 5701 TEB) or other 
material notices or determinations with respect to the tax status of the Series 2013 Bonds, 
or other material events affecting the tax status of theSeries 2013 Bonds; 

(G) modifications to rights of holders of the Series 2013 Bonds, if material; 
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(H) calls of the Series 2013 Bonds by the Corporation, if material, and tender offers of the 
Series 2013 Bonds; 

(I) defeasances; 

(J) release, substitution, or sale of property securing repayment of the Series 2013 Bonds, if 
material; 

(K) rating changes; 

(L) bankruptcy, insolvency, receivership or similar event of the Corporation (for the purposes 
this event, the event is considered to occur when any of the following occur: the 
appointment of a receiver, fiscal agent or similar officer for an obligated person in a 
proceeding under the U.S. Bankruptcy Code or in any other proceeding under state or 
federal law in which a court or governmental authority has assumed jurisdiction over 
substantially all of the assets or business of the obligated person, or if such jurisdiction 
has been assumed by leaving the existing governing body and officials or officers in 
possession but subject to the supervision and orders of a court or governmental authority, 
or the entry of an order confirming a plan of reorganization, arrangement or liquidation 
by a court or governmental authority having supervision or jurisdiction over substantially 
all of the assets or business of the obligated person); 

(M) the consummation of a merger, consolidation, or acquisition involving the Corporation or 
the sale of all or substantially all of the assets of the Corporation, other than in the 
ordinary course of business, the entry into a definitive agreement to undertake such an 
action or the termination of a definitive agreement relating to any such actions, other than 
pursuant to its terms, if material; and 

(N) appointment of a successor or additional trustee or the change of name of a trustee, if 
material. 

“MSRB” will mean the Municipal Securities Rulemaking Board established pursuant to Section 15B(b)(1) 
of the Securities Exchange Act of 1934, as amended and any successor thereto or to the function of the MSRB 
contemplated by the Undertaking. 

“Subject Bonds” will mean the Series 2013 Bonds and any Bonds issued in the future under the Indenture 
and made expressly applicable to the Undertaking.  

Undertaking 

Obligations of the Corporation 

The Corporation will provide, (a) by no later than 210 days after the end of each fiscal year, the Annual 
Information with respect to such fiscal year to the MSRB, and copies of such Annual Information to the Trustee and 
(b) prompt notice of any change in its fiscal year and, in a timely manner, notice of any failure by it to provide the 
Annual Information to the MSRB.  In addition, the Corporation will provide to the MSRB, in a timely manner not in 
excess of ten business days after the occurrence of the event, notice of any of the Listed Events with respect to any 
outstanding Subject Bonds. 

The Corporation will, for each Distribution Date, cause to be provided to the MSRB information as to the 
aggregate principal amount that has been applied to the defeasance or purchase of the Series 2013 Bonds pursuant to 
the Indenture during the period ending on such Distribution Date and commencing on the day after the preceding 
Distribution Date. 
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Enforcement 

The obligation of the Corporation to comply with the provisions of the Undertaking is enforceable (i) in the 
case of enforcement of obligations to provide financial statements, financial information, operating data and notices, 
by any Beneficial Owner of the applicable Series of the outstanding Subject Bonds, or by the Trustee on behalf of 
the Holders of the applicable Series of the outstanding Subject Bonds, or (ii), in the case of challenges to the 
adequacy of the financial statements, financial information and operating data so provided, by the Trustee on behalf 
of the Holders of the applicable Series of the outstanding Subject Bonds or by any Beneficial Owner thereof.  A 
Beneficial Owner may not take any enforcement action pursuant to clause (ii) without the consent of the respective 
Holders of not less than 25% in aggregate principal amount of the applicable Series of the Subject Bonds at the time 
outstanding.  The Trustee will not be required to take any enforcement action except at the direction of the 
respective Holders of not less than 25% in aggregate principal amount of the applicable Series of the Subject Bonds, 
at the time outstanding who will have provided the Trustee with adequate security and indemnity. 

The Beneficial Owners’, the Holders’, and the Trustee’s right to enforce the provisions of the Undertaking 
is limited to a right, by action in mandamus or for specific performance, to compel performance of the Corporation’s 
obligations under the Undertaking.  Any failure by the Corporation or the Trustee to perform in accordance with the 
terms of the Undertaking will not constitute a default or any Event of Default under the Indenture, and the rights and 
remedies provided by the Indenture upon the occurrence of a default or an Event of Default will not apply to any 
such failure. 

Amendments 

The Undertaking may be amended, by written agreement of the parties, and any provision thereof may be 
waived, without the consent of the Holders or Beneficial Owners of the Subject Bonds, except to the extent required 
by clause 4(ii) below, if all of the following conditions are satisfied:  (1) such amendment or waiver is made in 
connection with a change in circumstances that arises from a change in legal (including regulatory) requirements, a 
change in law (including rules or regulations) or in interpretations thereof, or a change in the identity, nature or 
status of the Corporation or the type of business conducted thereby, (2) the Undertaking as so amended or waived 
would have complied with the requirements of the Rule as of the date of each primary offering of the Subject Bonds 
affected by such amendment or waiver, after taking into account any amendments or interpretations of the Rule, as 
well as any change in circumstances, (3) the Corporation will have delivered to the Trustee an opinion of bond 
counsel, addressed to the Corporation and the Trustee, to the same effect as set forth in clause (2) above, (4) either 
(i) a party unaffiliated with the Corporation (such as the Trustee or bond counsel), acceptable to the Corporation and 
the Trustee, has determined that the amendment or waiver does not materially impair the interests of the Beneficial 
Owners, or (ii) the Holders consent to the amendment or waiver of the Undertaking pursuant to the same procedures 
as are required for amendments to the Indenture, as applicable, with consent of Holders, and (5) the Corporation will 
have delivered copies of such amendment or waiver to the MSRB. 

In addition, the Corporation and the Trustee may amend the Undertaking, and any provision thereof may be 
waived, if the Trustee will have received an opinion of bond counsel, addressed to the Corporation and the Trustee, 
to the effect that the adoption and the terms of such amendment or waiver would not, in and of themselves, cause the 
undertakings herein to violate the Rule, taking into account any subsequent change in or official interpretation of the 
Rule. 

Termination 

The Corporation’s and the Trustee’s obligations under the Undertaking will terminate upon the legal 
defeasance pursuant to the Indenture, prior redemption, or payment in full of all of the applicable Series of the 
Subject Bonds.  The Corporation will give notice of any such termination to the MSRB. 

The Undertaking, or any provision thereof, will be null and void to the extent set forth in the opinion of 
bond counsel described in clause (1) in the event that the Corporation (1) delivers to the Trustee an opinion of bond 
counsel, addressed to the Corporation and the Trustee, to the effect that those portions of the Rule which require the 
provisions of the Undertaking, or any of such provisions, do not or no longer apply to any or all of the Subject 
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Bonds, whether because such portions of the Rule are invalid, have been repealed, or otherwise, as will be specified 
in such opinion, and (2) delivers notice to such effect to the MSRB. 

LITIGATION 

There is no litigation pending or threatened in any court (either in State or federal court) to restrain or 
enjoin the issuance or delivery of the Series 2013 Bonds or questioning the creation, organization or existence of the 
Corporation, the validity or enforceability of the Act, the TSR Purchase Agreement, the Indenture, the sale of the 
Pledged TSRs by the State to the Corporation, the proceedings for the authorization, execution, authentication and 
delivery of the Series 2013 Bonds or the validity of the Series 2013 Bonds.  For a discussion of other legal matters, 
including certain pending litigation involving the MSA and the PMs, see “BONDHOLDERS’ RISKS,” “LEGAL 
CONSIDERATIONS RELATING TO PLEDGED TSRS” and “CERTAIN INFORMATION RELATING TO THE 
DOMESTIC TOBACCO INDUSTRY.” 

TAX MATTERS 

Opinions of Co-Bond Counsel 

In the opinions of Co-Bond Counsel to the Corporation, under existing statutes and court decisions and 
assuming continuing compliance with certain tax covenants described herein (i) interest on the Series 2013 Bonds is 
excluded from gross income for Federal income tax purposes pursuant to Section 103 of the Internal Revenue Code 
of 1986, as amended (the “Code”), and (ii) interest on the Series 2013 Bonds is not treated as a preference item in 
calculating the alternative minimum tax imposed on individuals and corporations under the Code; such interest, 
however, is included in the adjusted current earnings of certain corporations for purposes of calculating the 
alternative minimum tax imposed on such corporations. 

In rendering their opinions, Co-Bond Counsel have relied on certain representations, certifications of fact, 
and statements of reasonable expectations made by the Corporation and the State in connection with the Series 2013 
Bonds, and Co-Bond Counsel have assumed compliance by the Corporation and the State with certain ongoing 
covenants to comply with applicable requirements of the Code to assure the exclusion of interest on the Series 2013 
Bonds from gross income under Section 103 of the Code. 

In addition, in the opinions of Co-Bond Counsel, under existing statutes, interest on the Series 2013 Bonds 
is exempt from personal income taxes imposed by the State of Louisiana or any political subdivisions thereof. 

Co-Bond Counsel express no opinion regarding any other Federal or state tax consequences with respect to 
the Series 2013 Bonds.  Co-Bond Counsel render their opinions under existing statutes and court decisions as of the 
issue date, and assume no obligation to update, revise or supplement their opinions to reflect any action hereafter 
taken or not taken, or any facts or circumstances that may hereafter come to their attention, or changes in law or in 
interpretations thereof that may hereafter occur, or for any other reason.  Co-Bond Counsel express no opinion on 
the effect of any action hereafter taken or not taken in reliance upon an opinion of other counsel on the exclusion 
from gross income for Federal income tax purposes of interest on the Series 2013 Bonds, or under state and local tax 
law. 

Certain Ongoing Federal Tax Requirements and Covenants 

The Code establishes certain ongoing requirements that must be met subsequent to the issuance and 
delivery of the Series 2013 Bonds in order that interest on the Series 2013 Bonds be and remain excluded from gross 
income under Section 103 of the Code.  These requirements include, but are not limited to, requirements relating to 
use and expenditure of gross proceeds of the Series 2013 Bonds, yield and other restrictions on investments of gross 
proceeds, and the arbitrage rebate requirement that certain excess earnings on gross proceeds be rebated to the 
Federal government.  Noncompliance with such requirements may cause interest on the Series 2013 Bonds to be 
included in gross income for Federal income tax purposes retroactive to their issue date, irrespective of the date on 
which such noncompliance occurs or is discovered.  The Corporation has covenanted in the Indenture, and the State 
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has covenanted in the TSR Purchase Agreement, to comply with certain applicable requirements of the Code to 
assure the exclusion of interest on the Series 2013 Bonds from gross income under Section 103 of the Code. 

Certain Collateral Federal Tax Consequences 

The following is a brief discussion of certain collateral Federal income tax matters with respect to the 
Series 2013 Bonds.  It does not purport to address all aspects of Federal taxation that may be relevant to a particular 
owner of a Series 2013 Bond.  Prospective investors, particularly those who may be subject to special rules, are 
advised to consult their own tax advisors regarding the Federal tax consequences of owning and disposing of the 
Series 2013 Bonds. 

Prospective owners of the Series 2013 Bonds should be aware that the ownership of such obligations may 
result in collateral Federal income tax consequences to various categories of persons, such as corporations 
(including S Corporations and foreign corporations), financial institutions, property and casualty and life insurance 
companies, individual recipients of Social Security and Railroad Retirement benefits, individuals otherwise eligible 
for the earned income tax credit, and taxpayers deemed to have incurred or continued indebtedness to purchase or 
carry obligations the interest on which is not included in gross income for Federal income tax purposes.  Interest on 
the Series 2013 Bonds may be taken into account in determining the tax liability of foreign corporations subject to 
the branch profits tax imposed by Section 884 of the Code. 

Original Issue Discount 

Original issue discount (“OID”) is the excess of the sum of all amounts payable at the stated maturity of a 
Series 2013 Bond (excluding certain “qualified stated interest” that is unconditionally payable at least annually at 
prescribed rates) over the issue price of that maturity.  In general, the “issue price” of a maturity means the first price 
at which a substantial amount of the Series 2013 Bonds of that maturity was sold (excluding sales to bond houses, 
brokers, or similar persons acting in the capacity as underwriters, placement agents, or wholesalers).  In general, the 
issue price for each maturity of Series 2013 Bonds is expected to be the initial public offering price set forth on the 
inside front cover page of this Offering Circular.  Co-Bond Counsel further are of the opinion that, for any 
Series 2013 Bonds having OID (a “Discount Bond”), OID that has accrued and is properly allocable to the owners 
of the Discount Bonds under Section 1288 of the Code is excludable from gross income for Federal income tax 
purposes to the same extent as other interest on the Series 2013 Bonds. 

In general, under Section 1288 of the Code, OID on a Discount Bond accrues under a constant yield 
method, based on periodic compounding of interest over prescribed accrual periods using a compounding rate 
determined by reference to the yield on that Discount Bond.  An owner’s adjusted basis in a Discount Bond is 
increased by accrued OID for purposes of determining gain or loss on sale, exchange, or other disposition of such 
Bond.  Accrued OID may be taken into account as an increase in the amount of tax-exempt income received or 
deemed to have been received for purposes of determining various other tax consequences of owning a Discount 
Bond even though there will not be a corresponding cash payment. 

Owners of Discount Bonds should consult their own tax advisors with respect to the treatment of original 
issue discount for Federal income tax purposes, including various special rules relating thereto, and the state and 
local tax consequences of acquiring, holding, and disposing of Discount Bonds. 

Bond Premium 

In general, if an owner acquires a Series 2013 Bond for a purchase price (excluding accrued interest) or 
otherwise at a tax basis that reflects a premium over the sum of all amounts payable on the Series 2013 Bond after 
the acquisition date (excluding certain “qualified stated interest” that is unconditionally payable at least annually at 
prescribed rates), that premium constitutes “bond premium” on that Series 2013 Bond (a “Premium Bond”).  In 
general, under Section 171 of the Code, an owner of a Premium Bond must amortize the bond premium over the 
remaining term of the Premium Bond, based on the owner’s yield over the remaining term of the Premium Bond, 
determined based on constant yield principles (in certain cases involving a Premium Bond callable prior to its stated 
maturity date, the amortization period and yield may be required to be determined on the basis of an earlier call date 
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that results in the lowest yield on such bond).  An owner of a Premium Bond must amortize the bond premium by 
offsetting the qualified stated interest allocable to each interest accrual period under the owner’s regular method of 
accounting against the bond premium allocable to that period.  In the case of a tax-exempt Premium Bond, if the 
bond premium allocable to an accrual period exceeds the qualified stated interest allocable to that accrual period, the 
excess is a nondeductible loss.  Under certain circumstances, the owner of a Premium Bond may realize a taxable 
gain upon disposition of the Premium Bond even though it is sold or redeemed for an amount less than or equal to 
the owner’s original acquisition cost.  Owners of any Premium Bonds should consult their own tax advisors 
regarding the treatment of bond premium for Federal income tax purposes, including various special rules relating 
thereto, and state and local tax consequences, in connection with the acquisition, ownership, amortization of bond 
premium on, sale, exchange, or other disposition of Premium Bonds. 

Information Reporting and Backup Withholding 

Information reporting requirements apply to interest paid on tax-exempt obligations, including the 
Series 2013 Bonds.  In general, such requirements are satisfied if the interest recipient completes, and provides the 
payor with, a Form W-9, “Request for Taxpayer Identification Number and Certification,” or if the recipient is one 
of a limited class of exempt recipients.  A recipient not otherwise exempt from information reporting who fails to 
satisfy the information reporting requirements will be subject to “backup withholding,” which means that the payor 
is required to deduct and withhold a tax from the interest payment, calculated in the manner set forth in the Code.  
For the foregoing purpose, a “payor” generally refers to the person or entity from whom a recipient receives its 
payments of interest or who collects such payments on behalf of the recipient.   

If an owner purchasing a Series 2013 Bond through a brokerage account has executed a Form W-9 in 
connection with the establishment of such account, as generally can be expected, no backup withholding should 
occur.  In any event, backup withholding does not affect the excludability of the interest on the Series 2013 Bonds 
from gross income for Federal income tax purposes.  Any amounts withheld pursuant to backup withholding would 
be allowed as a refund or a credit against the owner’s Federal income tax once the required information is furnished 
to the Internal Revenue Service.  

Miscellaneous 

Tax legislation, administrative actions taken by tax authorities, or court decisions, whether at the Federal or 
state level, may adversely affect the tax-exempt status of interest on the Series 2013 Bonds under Federal or state 
law or otherwise prevent beneficial owners of the Series 2013 Bonds from realizing the full current benefit of the tax 
status of such interest.  In addition, such legislation or actions (whether currently proposed, proposed in the future, 
or enacted) and such decisions could affect the market price or marketability of the Series 2013 Bonds.  For 
example, the Fiscal Year 2014 Budget proposed on April 10, 2013 by the Obama Administration recommends a 
28% limitation on itemized deductions and “tax preferences,” including “tax-exempt interest.”  The net effect of 
such proposal, if enacted into law, would be that an owner of a Series 2013 Bond with a marginal tax rate in excess 
of 28% would pay some amount of federal income tax with respect to the interest on such Series 2013 Bond. 

Prospective purchasers of the Series 2013 Bonds should consult their own tax advisors regarding the 
foregoing matters. 

STATE NOT LIABLE ON THE SERIES 2013 BONDS 

THE SERIES 2013 BONDS WILL NOT BE DEEMED TO NOR CONSTITUTE A DEBT OR 
OBLIGATION OF THE STATE OR A PLEDGE OF THE FULL FAITH OR CREDIT OF THE STATE.  
NEITHER THE FULL FAITH AND CREDIT NOR THE TAXING POWER NOR ANY OTHER ASSETS OR 
REVENUES OF THE STATE OR ANY POLITICAL SUBDIVISION THEREOF IS OR WILL BE OBLIGATED 
OR PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON THE SERIES 2013 BONDS.  
THE CORPORATION HAS NO TAXING POWER.   
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RATINGS 

It is a condition to the obligation of the Underwriters to purchase the Series 2013 Bonds that, at the date of 
delivery thereof to the Underwriters, the Series 2013 Bonds maturing on May 15, 2016 through May  15, 2023 be 
assigned a rating of “A” by S&P, the Series 2013 Bonds maturing on May 15, 2024 through May 15, 2033 be 
assigned a rating of “A-” by S&P, the Series 2013 Bonds maturing on May 15, 2035 be assigned a rating of “BBB+” 
by S&P, and the Series 2013 Bonds be assigned a rating of “BBB+” by Fitch.   

A credit rating is not a recommendation to buy, sell or hold securities, and such ratings may be subject to 
revision or withdrawal at any time.  Such ratings reflect only the view of such Rating Agencies, and an explanation 
of the significance of such ratings may be obtained from the Rating Agency furnishing the same.  There is no 
assurance that any initial rating assigned to the Series 2013 Bonds will continue for any given period of time or that 
such rating will not be revised downward, suspended or withdrawn entirely by the Rating Agencies.  Any such 
downward revision, suspension or withdrawal of a rating may have an adverse effect on the availability of a market 
for or the market price of the Series 2013 Bonds.  Except as may be required by the Undertaking described above 
under the heading “CONTINUING DISCLOSURE AGREEMENT,” the Corporation undertakes no responsibility 
either to bring to the attention of the owners of the Series 2013 Bonds any proposed change in or withdrawal of such 
rating or to oppose any such revision or withdrawal. 

VERIFICATION OF MATHEMATICAL COMPUTATIONS 

Upon delivery of the Series 2013 Bonds, the arithmetical accuracy of certain computations included in the 
schedules provided by the Underwriters on behalf of the Corporation relating to the:  (i) adequacy of cash to be held 
pursuant to the Refunding Escrow Agreement; (ii) forecasted payments of principal and interest with respect to the 
Refunded Bonds on and prior to their maturities and/or redemption dates; and (iii) yields with respect to the 
Series 2013 Bonds, will be verified by Causey Demgen & Moore P.C., independent certified public accountants (the 
“Verification Agent”).  Such verification will be based solely upon information and assumptions supplied to the 
Verification Agent by the Underwriters.  The Verification Agent has not made a study or evaluation of the 
information and assumptions on which such computations are based and, accordingly, has not expressed an opinion 
on the data used, the reasonableness of the assumptions or the achievability of the forecasted outcome. 

UNDERWRITING 

The Underwriters listed on the cover page of this Offering Circular (the “Underwriters”) have agreed, 
subject to certain conditions, to purchase the Series 2013 Bonds from the Corporation for a purchase price of 
$702,822,878.66 (representing the principal amount of the Series 2013 Bonds, plus net original issue premium of 
$44,326,776.55 and less an underwriting discount of $1,248,897.89).  The Underwriters will be obligated to 
purchase all Series 2013 Bonds if any such Series 2013 Bonds are purchased. 

The Series 2013 Bonds may be offered and sold to certain dealers (including dealers depositing the 
Series 2013 Bonds into investment trusts) and institutional purchasers at prices lower than such public offering 
prices, and such public offering prices may be changed, from time to time, by the Underwriters. 

Citigroup Global Markets Inc. is an affiliate of Citibank, N.A. which is acting as MSA Escrow Agent under 
the MSA. The firm and its affiliates also serve as an investment advisor to the MSA Escrow Agent. 

The Underwriters have provided the statements below in this section of the Offering Circular: 

Citigroup Inc., the parent company of Citigroup Global Markets Inc., an underwriter of the Series 2013 
Bonds, and Morgan Stanley have entered into a retail brokerage joint venture.  As part of the joint venture Citigroup 
Global Markets Inc. will distribute municipal securities to retail investors through the financial advisor network of a 
new broker-dealer, Morgan Stanley Smith Barney LLC.  This distribution arrangement became effective on June 1, 
2009.  As part of this arrangement, Citigroup Global Markets Inc. will compensate Morgan Stanley Smith Barney 
LLC for its selling efforts in connection with their respective allocations of Series 2013 Bonds. 
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Loop Capital Markets LLC (“LCM”), one of the Underwriters of the Series 2013 Bonds, has entered into 
distribution agreements (each a “Distribution Agreement”) with each of UBS Financial Services Inc. (“UBSFS”) 
and Deutsche Bank Securities Inc. (“DBS”) for the retail distribution of certain securities offerings at the original 
issue prices.  Pursuant to each Distribution Agreement (if applicable to this transaction), each of UBSFS and DBS 
will purchase Series 2013 Bonds from LCM at the original issue prices less a negotiated portion of the selling 
concession applicable to any Series 2013 Bonds that such firm sells. 

The Williams Capital Group, L.P. (“Williams Capital”), an underwriter of the Series 2013 Bonds, has 
entered into a negotiated dealer agreement (“Dealer Agreement”) with TD Ameritrade (“TDA”) for the retail 
distribution of certain securities offerings at the original issue prices.  Pursuant to the Dealer Agreement (if 
applicable to this transaction), TDA may purchase Series 2013 Bonds from Williams Capital at the original issue 
price less a negotiated portion of the selling concession applicable to any Series 2013 Bonds that such firm sells. 

The Underwriters and their respective affiliates are full service financial institutions engaged in various 
activities, which may include securities trading, commercial and investment banking, financial advisory, investment 
management, principal investment, hedging, financing and brokerage activities.  Certain of the Underwriters and 
their respective affiliates have, from time to time, performed, and may in the future, perform various investment 
banking services for the Corporation, for which they received or will receive customary fees and expenses. 

In the ordinary course of their various business activities, the Underwriters and their respective affiliates 
may make or hold a broad array of investments and activity trade debt and equity securities (or related derivative 
securities) and financial instruments (which may include bank loans and/or credit default swaps) for their own 
account and for the accounts of their customers and may be at any time hold long and short positions in such 
securities and instruments.  Such investment and securities activities may involve the Series 2013 Bonds.  

LEGAL MATTERS 

Hawkins Delafield & Wood LLP, New York, New York, and Foley & Judell, L.L.P., Baton Rouge, 
Louisiana as Co-Bond Counsel to the Corporation, will render the opinions with respect to the validity of the 
Series 2013 Bonds in substantially the form set forth in APPENDIX F hereto. 

The State Attorney General will deliver an opinion that the Act has been duly enacted by the State and is in 
full force and effect and will pass upon certain legal matters for the Corporation. 

Certain legal matters will be passed upon for the Underwriters by Orrick, Herrington & Sutcliffe LLP, New 
York, and Breazeale, Sachse & Wilson L.L.P., Baton Rouge, Louisiana, as Underwriters’ Counsel. 

OTHER PARTIES 

Financial Advisor 

Public Resources Advisory Group (the “Financial Advisor”), has been retained to act as financial advisor 
for the Corporation in connection with the issuance of the Series 2013 Bonds. 

The following sentence has been provided by the Financial Advisor.  Although the Financial Advisor has 
assisted in the preparation of this Offering Circular, the Financial Advisor is not obligated to undertake, and has not 
undertaken to make, an independent verification or to assume responsibility for the accuracy, completeness or 
fairness of the information contained in this Offering Circular. 
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IHS Global 

IHS Global has been retained by the Corporation as an independent econometric expert.  The IHS Global 
Report attached as APPENDIX C hereto is included herein in reliance on IHS Global as experts in such matters.  
IHS Global’s fees for acting as the Corporation’s independent econometric consultant are not contingent upon the 
issuance of the Series 2013 Bonds.  The IHS Global Report should be read in its entirety. 

 

TOBACCO SETTLEMENT FINANCING CORPORATION 

By: /s/ Kristy H. Nichols 
 Authorized Representative 

July 2, 2013 
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SUMMARY OF THE INDENTURE

The following summary describes certain terms of the Indenture pursuant to which the Series 2013 Bonds 
will be issued. This summary does not purport to be complete and is subject and qualified in its entirety by reference 
to the provisions of the Indenture and the Series 2013 Bonds. Copies of the Indenture may be obtained upon written 
request to the Trustee. See “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2013 BONDS” in the 
body of this Offering Circular for further descriptions of certain terms and provisions of the Series 2013 Bonds.

No Liability on Series 2013 Bonds

Neither the Corporation, the Board, the members of the Board, its staff, the State nor any other person or 
persons executing the Series 2013 Bonds or other obligations of the Corporation shall be liable personally thereon or 
be subject to any personal liability or accountability solely by reason of the issuance thereof.

The Corporation has no authority to and does not intend or purport to pledge the faith, credit, or taxing 
power of the State or any of its political subdivisions in connection with the issuance of the Series 2013 Bonds. The 
Series 2013 Bonds are special obligations of the Corporation, are secured solely by and payable solely from the 
Collateral, and shall not be deemed to nor constitute a debt or obligation of the State or any political subdivision 
thereof or a pledge of the full faith or credit of the State or any political subdivision thereof.  The Corporation has no 
taxing power.  Each Series 2013 Bond must recite that neither the full faith and credit nor the taxing power nor any 
other asset or revenues of the State or any political subdivision thereof is or shall be obligated or pledged to the 
payment of the principal of or interest on the Series 2013 Bonds. (Section 1.03)

Security Interest and Pledge

In order to secure payment of the Series 2013 Bonds and the Residual Certificate, the Corporation will 
pledge to the Trustee, and grant to the Trustee a first priority security interest in, all of the Corporation’s right, title, 
and interest, whether now owned or thereafter acquired, in, to, and under: (a) the TSR Purchase Agreement, the 
Tobacco Assets and the right to receive them in accordance with the TSR Purchase Agreement; (b) the Pledged 
Accounts, all money, instruments, investment property, or other property credited to or on deposit in the Pledged 
Accounts, and all investment earnings on amounts on deposit in or credited to the Pledged Accounts (which, 
together with the Pledged TSRs, constitute Collections); and (c) all present and future claims, demands, causes, and 
things in action in respect of any or all of the foregoing and all payments on or under and all proceeds of every kind 
and nature whatsoever in respect of any or all of the foregoing, including all proceeds of the conversion, voluntary 
or involuntary, into cash or other liquid property, all cash proceeds, accounts, general intangibles, notes, drafts, 
acceptances, chattel paper, checks, deposit accounts, insurance proceeds, condemnation awards, rights to payment of 
any and every kind, and other forms of obligations and receivables, instruments, and other property that at any time 
constitute all or part of or are included in the proceeds of any of the foregoing.

The property described in the preceding sentence is referred to under the Indenture as the 
“Collateral.”Except as specifically provided in the Indenture, the pledge and security interest described in clause (a) 
above shall be subject to and shall not include the rights of the Corporation under the TSR Purchase Agreement 
pursuant to provisions for the Corporation’s consent, notices to the Corporation, indemnities for the Corporation’s 
benefit and any right or power reserved to the Corporation by law or by the terms of the TSR Purchase Agreement, 
nor shall the same preclude the Corporation’s enforcement of its reserved rights under the TSR Purchase Agreement. 
The Corporation covenants and agrees in the Indenture that it will implement, protect and defend the security 
interest and pledge described in this paragraph by all appropriate action for the benefit of the Bondholders and the 
owner of the Residual Certificate; provided, however, that the pledge of and security interest in Unencumbered 
Revenues described in this paragraph is made for the sole and exclusive benefit of the owner of the Residual 
Certificate.

None of the proceeds of the Series 2013 Bonds or any earnings therefrom, unless deposited into one of the 
Pledged Accounts, will in any way be pledged to the payment of the Series 2013 Bonds. Such amounts will not be 
part of the Collateral. (Section 2.01).
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Defeasance

When (a) there is held by or for the account of the Trustee Defeasance Collateral in such principal amounts, 
bearing interest at such fixed rates and with such maturities, including any applicable redemption premiums, as will 
provide sufficient funds to pay, or to redeem in accordance with the terms of the Indenture, all obligations to
Bondholders in whole (to be verified by a nationally recognized firm of independent verification agents), (b) any 
required notice of redemption will have been duly given in accordance with the Indenture or irrevocable instructions 
to give notice will have been given to the Trustee, and (c) all the rights of the Fiduciaries under the Indenture have 
been provided for, then upon Written Notice from the Corporation to the Trustee, such Bondholders will cease to be 
entitled to any benefit or security under the Indenture except the right to receive payment of the funds so held and 
other rights which by their nature cannot be satisfied prior to or simultaneously with termination of the lien under 
the Indenture, whether in whole or in part, the security interests created by the Indenture (except in such funds and 
investments) will terminate, and the Corporation and the Trustee will execute and deliver such instruments as may 
be necessary to discharge the Trustee’s lien and security interests created under the Indenture and to make the 
Pledged TSRs and other Collateral payable to the order of the Corporation. Upon such defeasance, the funds and 
investments required to pay or redeem the Series 2013 Bonds will be irrevocably set aside for that purpose, subject, 
however, to the terms of the Indenture regarding unclaimed money, and money held for defeasance will be invested 
only as provided in the Indenture and applied by the Trustee and other Paying Agents, if any, to the retirement of the 
Series 2013 Bonds. Any funds or property held by the Trustee and not required for payment or redemption of the 
Series 2013 Bonds will be distributed to the order of the Corporation. (Section 2.02)

Additional Bonds of the Corporation

Additional Bonds, other than the Series 2013 Bonds, may be issued under the Indenture, but only for the 
purpose of refunding, in whole or in part, the Outstanding Bonds under certain circumstances.  (Section 3.01) See 
“THE SERIES 2013 BONDS – Refunding Bonds” in the body of this Offering Circular.

Establishment of Accounts

Accounts held by the Trustee. The Trustee will establish and maintain the following segregated trust 
accounts in the Corporation’s name:

(1) the Collections Account;

(2) the Debt Service Account;

(3) the Partial Lump Sum Payment Account;

(4) the Liquidity Reserve Account;

(5) the Supplemental Account;

(6) the Costs of Issuance Account; and

(7) the Rebate Account.

Accounts held by the Treasurer. The Treasurer will establish and maintain the following segregated 
accounts in the Corporation’s name:

(1) the Operating Account; and

(2) the Operating Contingency Account. (Section 5.01)
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Redemption or Purchase of the Series 2013 Bonds

Generally. When Series 2013 Bonds are called for redemption, principal, redemption premium, if any, and 
the accrued interest thereon will become due on the redemption date. With respect to any optional redemptions 
pursuant to the Indenture, the Corporation will deposit with the Trustee on or prior to the redemption date a 
sufficient sum to pay principal of, redemption premium, if any, and accrued interest on, the Series 2013 Bonds to be 
redeemed on such redemption date.

Notice of Redemption. When a Series 2013 Bond is to be redeemed prior to its stated maturity date, the 
Trustee will give notice to the Bondholder thereof in the name of the Corporation, which notice will identify the 
Series 2013 Bond to be redeemed, state the date fixed for redemption, and state that such Series 2013 Bond will be 
redeemed at the designated office of the Trustee or a Paying Agent. The notice will further state that on such date 
there will become due and payable upon each Series 2013 Bond to be redeemed the redemption price thereof, 
together with interest accrued to the redemption date, and that money therefor having been deposited with the 
Trustee or Paying Agent, from and after such date, interest thereon will cease to accrue. The Trustee will give 20 
days’ notice by mail, or otherwise transmit the redemption notice in accordance with any appropriate provisions 
under the Indenture, to the registered owners of any Series 2013 Bonds which are to be redeemed, at their addresses 
shown on the registration books of the Corporation. Such notice may be waived by any Bondholders holding Series 
2013 Bonds to be redeemed. Failure by a particular Bondholder to receive notice, or any defect in the notice to such 
Bondholder, will not affect the redemption of any other Series 2013 Bond. Any notice of redemption given pursuant 
to the Indenture may be rescinded by Written Notice to the Trustee by the Corporation no later than one Business 
Day prior to the date specified for redemption. The Trustee will give notice of such rescission as soon thereafter as 
practicable in the same manner and to the same persons, as notice of such redemption was given as described above. 
Any Series 2013 Bond for which notice of redemption has been rescinded shall not be due and payable, and if 
applicable shall be returned to the Bondholder.  (Section 5.04)

Purchase of Bonds

The Corporation may cause the Trustee to purchase Series 2013 Bonds in the open market from any money 
in the Supplemental Account available therefor as provided in the Indenture, at a price not exceeding 100% of the 
principal amount of the Outstanding principal amount of such Series 2013 Bonds being purchased at such time, plus 
accrued interest thereon.  (Section 5.04)

Investments

Generally. Pending its use under the Indenture, money in the Accounts held by the Trustee may be invested 
by the Trustee in Eligible Investments maturing or redeemable at the option of the holder at or before the time when 
such money is expected to be needed and will be so invested as directed in an Officer’s Certificate of the 
Corporation if there is not then an Event of Default actually known to an Authorized Officer of the Trustee. Eligible 
Investments will mature or be redeemable at the option of the Corporation on or before the Business Day 
immediately preceding each next succeeding Distribution Date, except to the extent that other Eligible Investments 
timely mature or are so redeemable in an amount sufficient to make payments in respect of interest, Principal 
Maturities and Sinking Find Installments pursuant to the terms of the Indenture on each such next succeeding 
Distribution Date. Investments will be held by the Trustee in the respective Accounts and will be sold or redeemed 
to the extent necessary to make payments or transfers from each Account.  The Trustee will not be liable for any 
losses on investments made at the direction of the Corporation, except to the extent that it is the issuer of such 
investment in its personal capacity.  Unless and until the Trustee receives investment instructions from the 
Corporation, the Trustee shall not be responsible or liable for keeping the moneys held by it under the Indenture 
fully invested in Eligible Investments. The Trustee shall be entitled to deduct any automated cash management fee 
from the amounts invested under the Indenture.

Valuation. In computing the amount in any Account, the value of Eligible Investments will be calculated as 
follows:

(1) as to investments the bid and asked prices of which are published on a regular basis in a 
recognized pricing service subscribed to by the Trustee, or The Wall Street Journal (or, if not there, then in 
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The New York Times), the average of the bid and asked prices for such investments so published on or 
most recently prior to such time of determination; 

(2) as to investments the bid and asked prices of which are not published on a regular basis in 
a recognized pricing service subscribed to by the Trustee, or The Wall Street Journal or The New York 
Times, the average bid price at such time of determination for such investments by any two nationally 
recognized government securities dealers (selected by the Trustee in its absolute discretion) at the time
making a market in such investments or the bid price published by a nationally recognized pricing service;

(3) as to certificates of deposit, commercial or finance company paper and bankers 
acceptances, the face or principal amount thereof, plus accrued interest; and

(4) as to any investment not specified above, the value thereof established by prior agreement 
between the Corporation and the Trustee (with Written Notice to each Rating Agency).

The Trustee may hold undivided interests in Eligible Investments for more than one Account (for which 
they are eligible, but not including the Rebate Account) and may make interfund transfers in kind. In respect of 
Defeasance Collateral held for Defeased Bonds, the provisions above will be effective only to the extent it is 
consistent with other applicable provisions of the Indenture or any separate escrow agreement. (Section 5.05)

Contract; Obligations to Bondholders; Representations of the Corporation

In consideration of the purchase and acceptance of any or all of the Series 2013 Bonds by those who will 
hold the same from time to time, the provisions of the Indenture will be a part of the contract of the Corporation with 
the Bondholders. The pledge and grant of a security interest made in the Indenture and the covenants set forth under 
the Indenture to be performed by the Corporation will be for the equal benefit, protection, and security of the 
Bondholders. All of the Series 2013 Bonds will be of equal rank without preference, priority, or distinction of any 
thereof over any other except as expressly provided pursuant to the Indenture.

The Corporation covenants to pay when due all sums payable on the Series 2013 Bonds, but only from the 
Collateral and subject to the limitations set forth in the Indenture. The obligation of the Corporation to pay principal, 
interest, and redemption premium, if any, to the Bondholders will be absolute and unconditional, will be binding and 
enforceable in all circumstances whatsoever, and will not be subject to setoff, recoupment, or counterclaim.

The Corporation represents and warrants that (i) it is duly authorized under the Constitution and laws of the 
State to issue the Series 2013 Bonds, and to execute, deliver, and perform the terms of the Indenture; (ii) all action 
on its part required for or relating to the issuance of the Series 2013 Bonds and the execution and delivery of the 
Indenture has been duly taken; (iii) the Series 2013 Bonds, upon the issuance and authentication thereof, and the 
Indenture, upon the execution and delivery thereof, will be valid, binding  and enforceable obligations of the 
Corporation in accordance with their terms; (iv) it has not conveyed, assigned, pledged, granted a security interest 
in, or otherwise disposed of the Collateral; and (v) the execution, delivery, and performance of the Indenture and the 
issuance of the Series 2013 Bonds are not in contravention of law or any agreement, instrument, indenture, or other 
undertaking to which it is a party or by which it is bound and no other approval, consent, or notice from any 
governmental agency is required on the part of the Corporation in connection with the issuance of the Series 2013 
Bonds.

The State has pledged to and agreed with the Corporation, and the Corporation pledges to and agrees with 
the Holders of the Series 2013 Bonds on behalf of the State, that the State will (i) irrevocably direct the escrow agent 
and independent auditor under the MSA to transfer all Pledged TSRs directly to the Trustee, (ii) enforce the 
Corporation’s rights to receive the Pledged TSRs to the full extent permitted by the terms of the MSA, (iii) not 
amend the MSA in any manner that would materially impair the rights of the Bondholders, (iv) not limit or alter the 
rights of the Corporation to fulfill the terms of its agreements with such Bondholders, and (v) not in any way impair 
the rights and remedies of such Bondholders or the security for the Series 2013 Bonds until the Bonds, together with 
interest thereon and all costs and expenses in connection with any action or proceeding by or on behalf of such 
Bondholders, are fully paid and discharged.  
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The State has pledged to and agreed with the Corporation, and the Corporation is authorized to include 
such covenant and agreement in the Indenture for the benefit of the Holders of the Bonds, that (i)  the State shall 
take all actions as may be required by law fully to preserve, maintain, defend, protect and confirm the interest of the 
Corporation in the Pledged TSRs and in the proceeds thereof and the State will not take any action that will 
adversely affect the Corporation’s legal right to receive the Pledged TSRs; (ii) the State will promptly pay to the 
Trustee any Pledged TSRs received by the State; (iii) without the prior written consent of the Corporation and the 
Trustee, the State will not take any action and will use its best reasonable efforts not to permit any action to be taken 
by others that (x) would release any Person from any of such Person’s covenants or obligations under the MSA or 
(y) would result in the amendment, hypothecation, subordination, termination or discharge of, or impair the validity 
or effectiveness of, the MSA or waive timely performance or observance under such document, in each case if the 
effect thereof would be materially adverse to the Bondholders; provided, however, that if a Rating Confirmation is 
received relating to such proposed action then such proposed action will be deemed not to be materially adverse to 
the Bondholders.

In accordance with the Act, notwithstanding any prior termination of the Indenture, prior to the date which 
is one year and one day after the termination of the Indenture, the Corporation is prohibited from filing and shall 
have no authority to file a voluntary petition under the federal bankruptcy code as it may, from time to time, be in 
effect, and neither any public official nor any organization, entity or other person shall authorize the Corporation to 
be or to become a debtor under the federal bankruptcy code during such period.  In accordance with the Act, this 
contractual obligation shall not subsequently be modified by State law during the period of the contractual 
obligation, and the State covenants, and the Corporation is authorized by the State to include this covenant in the 
Indenture for the benefit of the Bondholders, that the State shall not limit or alter the denial of authority under this 
subsection during the period referred to in the preceding sentence hereof.

For purposes of the fourth and fifth paragraphs of this section, any amendment to the MSA entered into by
the State in good faith, and in the furtherance of the best interests of the State, shall not be deemed to materially 
impair the rights of the Holders so long as (i) the State’s percentage allocations of total settlement payments due 
from the Participating Manufacturers under the MSA as of July 1, 2013 are not decreased, (ii) all Pledged TSRs 
continue to be paid to the Trustee in the manner and for the time period provided in the TSR Purchase Agreement 
and the Indenture and (iii) the State reasonably expects that such amendment will not materially and adversely affect 
the receipt of payments required to be made under the MSA and that Pledged TSRs, after giving effect to such 
amendment, will be available in such amounts and at such times as are sufficient to pay the operating expenses of 
the Corporation and the principal of and interest on the Bonds as and when due.  (Section 6.01)

Tax Covenants

The Corporation will at all times do and perform all acts and things permitted by law and the Indenture 
which are necessary or desirable in order to assure that interest paid on the Series 2013 Bonds will be excluded from 
gross income for federal income tax purposes and will take no action that would result in such interest not being 
excluded from gross income for federal income tax purposes. Without limiting the generality of the foregoing, the 
Corporation agrees that it will comply with the provisions of the Corporation’s Tax Certificate. This covenant will 
survive defeasance or redemption of the Series 2013 Bonds. (Section 6.03)

Accounts and Reports

The Corporation will (1) cause to be kept books of account in which complete and accurate entries will be 
made of its transactions relating to all funds and accounts under the Indenture, which books will at all reasonable 
times be subject to the inspection of the Trustee and the Holders of an aggregate of not less than 25% in principal 
amount of Series 2013 Bonds then Outstanding or their representatives duly authorized in writing; and (2) annually, 
within 210 days after the close of each Fiscal Year, deliver to the Trustee and each Rating Agency, a copy of its 
financial statements for such Fiscal Year, as audited by an independent certified public accountant or accountants. 
The Corporation will further report to the Rating Agencies, on an annual basis, whether any litigation is then 
pending against the State or the Corporation seeking to invalidate or overturn the MSA, the Act or the proceedings 
pursuant to which the Series 2013 Bonds are issued. (Section 6.04)
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Ratings

The Corporation will pay as an operating expense such reasonable fees and provide such available 
information as may be necessary to obtain and keep in effect ratings on all the Series 2013 Bonds from each Rating 
Agency, and in any event at least one nationally recognized securities rating service. (Section 6.06)

Affirmative Covenants

Maintenance of Existence. The Corporation will keep in full effect its existence, rights, and powers as a 
special purpose, public corporate entity, and an instrumentality independent of the State.

Protection of Collateral. The Corporation will from time to time execute and deliver all documents and 
instruments, and will take such other action, as is necessary or advisable to maintain or preserve the lien and security 
interest (and the priority thereof) of the Indenture; to perfect or protect the validity of any grant made or to be made 
by the Indenture; to preserve and defend title to the Collateral and the rights of the Trustee, on behalf of the 
Bondholders, in the Collateral against the claims of all Persons and parties, including the challenge by any party to 
the validity or enforceability of the Indenture; to pay any and all taxes levied or assessed upon all or any part of the 
Collateral; or to carry out more effectively the purposes of the Indenture.

Performance of Obligations. The Corporation will diligently pursue any and all actions to enforce its rights 
in the Collateral and under each instrument or agreement included therein, and will not take any action and will use 
its best efforts not to permit any action to be taken by others that would release any Person from any of such 
Person’s covenants or obligations under any such instrument or agreement or that would result in the amendment, 
hypothecation, subordination, termination, or discharge of, or impair the validity or effectiveness of, any such 
instrument or agreement. 

Notice of Events of Default. The Corporation will give the Trustee and Rating Agencies prompt Written 
Notice of each Event of Default that is known to the Corporation.

Amendments to MSA. The Corporation will not approve any amendment to the MSA (to the extent the 
approval of the Corporation is required pursuant to the MSA, if at all) without first procuring the Written Consent of 
the Trustee, who shall promptly deliver such Written Consent upon determining that the proposed amendment is not 
materially adverse to Bondholders.  See “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2013 
BONDS – Amendment of the MSA” in the body of this Offering Circular.

Other. The Corporation will:

(1) conduct its own business in its own name and not in the name of any other Person;

(2) observe all formalities as a distinct entity, and take all actions to maintain its existence as 
a special purpose, public corporate entity and an instrumentality independent of the State;

(3) operate its business and activities such that it does not engage in any business or activity 
of any kind, or enter into any transaction or indenture, mortgage, instrument, agreement, contract, lease, or 
other undertaking, other than the transactions contemplated and authorized by the Indenture, and does not 
create, incur, guarantee, assume, or suffer to exist any indebtedness or other liabilities, whether direct or 
contingent, other than (a) as a result of the endorsement of negotiable instruments for deposit or collection 
or similar transactions in the ordinary course of business, (b) the incurrence of obligations under the 
Indenture, and (c) the incurrence of operating expenses in the ordinary course of business of the type 
otherwise contemplated by the Indenture;

(4) maintain its books and records separate from those of any other Person and maintain its 
assets readily identifiable as its own assets rather than assets of any other Person; 
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(5) to the extent permitted under the laws of the State, prepare financial statements separate 
from those of any other Person; and 

(6) maintain bank accounts or other depository accounts to which the Corporation alone is 
the account party, and from which only the Corporation has the power to make withdrawals. (Section 6.07)

Negative Covenants

Sale of Assets. Except as expressly permitted by the Indenture, the Corporation will not sell, transfer, 
exchange, or otherwise dispose of any of its properties or assets that are part of the Collateral and are subject to the 
lien of the Indenture.

Termination. The Corporation will not terminate its existence or engage in any action that would result in 
the termination of the Corporation.

Limitation of Liens. The Corporation will not (1) permit the validity or effectiveness of the Indenture to be 
impaired, or permit the lien of the Indenture to be amended, hypothecated, subordinated, terminated, or discharged, 
or permit any Person to be released from any covenants or obligations with respect to the Series 2013 Bonds under 
the Indenture except as may be expressly permitted thereby, (2) permit any lien, charge, excise, claim, security 
interest, mortgage, or other encumbrance (other than the lien of the Indenture) to be created on or extend to or 
otherwise arise upon or burden the Collateral or any part thereof or any interest therein or the proceeds thereof or (3) 
permit the lien of the Indenture not to constitute a valid first priority security interest in the Collateral.

Payments Restricted. The Corporation will not, directly or indirectly, make or direct the Trustee to make 
distributions from the Collections Account except in accordance with the Indenture. (Section 6.08) 

Amendments to TSR Purchase Agreement

The TSR Purchase Agreement may be amended by agreement of the State and the Corporation, with the 
consent of the Trustee but without the consent of any of the Holders of the Bonds, (a) to cure any ambiguity, (b) to 
correct or supplement any provisions in the TSR Purchase Agreement, (c) to correct or amplify the description of the 
Pledged TSRs, (d) to add additional covenants for the benefit of the Corporation, or (e) for the purpose of adding 
any provisions to or changing in any manner or eliminating any of the provisions in the TSR Purchase Agreement 
that shall not, as evidenced by a Rating Confirmation delivered to the Trustee, adversely affect in any material 
respect the Bonds.

Except as otherwise provided in the preceding paragraph, the TSR Purchase Agreement may also be 
amended from time to time by the State and the Corporation with the consent of the Majority in Interest for the 
purpose of adding any provisions to or changing in any manner or eliminating any of the provisions thereof or of 
modifying in any manner the rights of the Holders of the Bonds if accompanied by a Rating Confirmation delivered 
to the Trustee, but no such amendment, unless consented to by the Holders of all of the Outstanding Bonds, shall 
reduce the percentage of the Outstanding amount of the Bonds contained in the definition of “Majority in Interest”, 
the holders of which are required to consent to any such amendment.

It shall not be necessary for the consent of Bondholders pursuant to this section to approve the particular 
form of any proposed amendment or consent, but it shall be sufficient if such consent shall approve the substance 
thereof.

Prior to the execution of any amendment to the TSR Purchase Agreement, the Trustee shall be entitled to 
receive and rely upon an opinion of Counsel stating that the execution of such amendment is authorized or permitted 
by the TSR Purchase Agreement and the Indenture.  Without the prior written consent of the Trustee, no 
amendment, supplement or other modification of the TSR Purchase Agreement shall be entered into or be effective
if such amendment, supplement or modification affects the Trustee’s own rights, duties or immunities under the 
TSR Purchase Agreement or otherwise. (Section 6.09)
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Prior Notice

The Corporation will give the Trustee and each Rating Agency 15 days’ prior Written Notice of any 
amendment to the Indenture or, within a reasonable time prior thereto, defeasance or redemption of Series 2013 
Bonds. (Section 6.10) 

Trustee’s Organization, Authorization, Capacity, and Responsibility

The Trustee represents and warrants in the Indenture that it is duly organized and validly existing under the 
laws of the jurisdiction of its organization, having the authority to engage in the trust business within the State, 
including the capacity to exercise the powers and duties of the Trustee under the Indenture, and that by proper 
corporate action it has duly authorized the execution and delivery of the Indenture.

The duties and responsibilities of the Trustee will be as provided by law and, prior to the occurrence of and 
after the cure or waiver of any Event of Default, as set forth in the Indenture. Notwithstanding the foregoing, no 
provision of the Indenture will require the Trustee to expend or risk its own funds or otherwise incur any financial 
liability in the performance of any of its duties under the Indenture, or in the exercise of any of its rights or powers, 
unless it receives indemnity satisfactory to it against any loss, liability, or expense; provided, that the Trustee will 
make the payments and distributions from funds held and available in the Accounts required by the Indenture 
without requiring that any indemnity be provided to it. Whether or not therein expressly so provided, every 
provision of the Indenture relating to the conduct or affecting the liability of or affording protection to the Trustee 
will be subject to the provisions of the Indenture.

As Trustee under the Indenture:

(1) the Trustee may conclusively rely and will be fully protected in acting or refraining from 
acting upon any Officer’s Certificate, opinion of Counsel (or both), resolution, certificate, statement, 
instrument, opinion, report, notice, request, direction, consent, order, bond, debenture, note, other evidence 
of indebtedness, or other paper or document believed by it to be genuine and to have been signed or 
presented by the proper person or persons. The Trustee need not investigate any fact or matter stated in the 
document, but the Trustee, in its discretion, may make such further inquiry or investigation into such facts 
or matters as it may see fit;

(2) before the Trustee acts or refrains from acting, it may require an Officer’s Certificate 
and/or an opinion of Counsel. The Trustee will not be liable for any action it takes or omits to take in good 
faith in reliance on such certificate or opinion. Whenever in the administration of the trusts of the Indenture 
the Trustee will deem it necessary or desirable that a matter be proved or established prior to taking or 
suffering or omitting to take any action under the Indenture, such matter (unless other evidence in respect 
thereof be specifically prescribed) may, in the absence of negligence or bad faith on the part of the Trustee, 
be deemed to be conclusively proved and established by an Officer’s Certificate delivered to the Trustee, 
and such certificate, in the absence of negligence or bad faith on the part of the Trustee, will be full warrant 
to the Trustee for any action taken, suffered or omitted to be taken by it under the provisions of the 
Indenture upon the faith thereof;

(3) any request, direction, order, or demand of the Corporation mentioned under the 
Indenture will be sufficiently evidenced by an Officer’s Certificate (unless other evidence in respect thereof 
be specifically prescribed); and any Corporation resolution may be evidenced to the Trustee by a copy 
thereof certified by the secretary or an assistant secretary of the Corporation;

(4) prior to the occurrence of an Event of Default under the Indenture and after the curing or 
waiving of all Events of Default, the Trustee will not be bound to make any investigation into the facts or 
matters stated in any resolution, certificate, Officer’s Certificate, opinion of Counsel, resolution, statement, 
instrument, opinion, report, notice, request, consent, order, approval, appraisal, bond, debenture, note, 
coupon, security, or other paper or document unless requested in writing so to do by a Majority in Interest 
of the Series 2013 Bonds affected and then Outstanding, and if the payment within a reasonable time to the 
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Trustee of the costs, expenses, or liabilities likely to be incurred by it in the making of such investigation is, 
in the opinion of the Trustee, not reasonably assured to the Trustee by the security afforded to it by the 
terms of the Indenture, the Trustee may require indemnity satisfactory to it against such expenses or 
liabilities as a condition to proceeding;

(5) after the occurrence and during the continuance of an Event of Default the Trustee will 
use the same degree of care and skill in the exercise of the rights and powers vested in it by the Indenture as 
a prudent corporate trustee would exercise or use under a trust indenture; and

(6) The Trustee agrees in the Indenture to accept and act upon instructions or directions from 
the Corporation pursuant to the Indenture sent by unsecured e-mail, facsimile transmission or other similar 
unsecured electronic methods; provided, however, that (i) the Corporation, subsequent to such transmission 
of written instructions, shall provide the originally executed instructions or directions to the Trustee in a 
timely manner, (ii) such originally executed instructions or directions shall be signed by a person as may be 
designated and authorized to sign for the Corporation or in the name of the Corporation, by an authorized 
representative of the Corporation, and (iii) the Corporation shall provide to the Trustee an incumbency 
certificate listing such designated persons, which incumbency certificate shall be amended whenever a 
person is to be added or deleted from the listing.  If the Corporation elects to give the Trustee e-mail or 
facsimile instructions (or instructions by a similar electronic method) and the Trustee in its discretion elects 
to act upon such instructions, the Trustee’s understanding of such instructions shall be deemed controlling.  
The Trustee shall not be liable for any losses, costs or expenses arising directly or indirectly from the 
Trustee’s reliance upon and compliance with such instructions, except for losses, costs or expenses arising 
directly or indirectly from the Trustee’s own negligence or willful misconduct. (Section 8.01)

Rights and Duties of the Fiduciaries

All money and investments received by the Fiduciaries under the Indenture will be held in trust, in a 
segregated trust account in the trust department of such Fiduciary, not commingled with any other funds except as 
permitted by applicable law, and applied solely pursuant to the provisions of the Indenture. 

The Fiduciaries will keep proper accounts of their transactions under the Indenture (separate from its other 
accounts as provided by applicable law), which will be open to inspection on reasonable notice by the Corporation 
and its representatives duly authorized in writing.

The Fiduciaries will not be required to monitor the financial condition of the Corporation and, unless 
otherwise expressly provided, will not have any responsibility with respect to reports, notices, certificates, or other 
documents filed with them under the Indenture, except to make them available for inspection by the Bondholders.

Each Fiduciary will be entitled to the advice of counsel (who may be counsel for any party) and will not be 
liable for any action taken in good faith in reliance on such advice. Each Fiduciary may rely conclusively on any 
notice, certificate, or other document furnished to it under the Indenture and reasonably believed by it to be genuine. 
A Fiduciary will not be liable for any action taken or omitted to be taken by it in good faith and reasonably believed 
by it to be within the discretion or power conferred upon it, or taken by it pursuant to any direction or instruction by 
which it is governed under the Indenture or omitted to be taken by it by reason of the lack of direction or instruction 
required for such action, or be responsible for the consequences of any error of judgment reasonably made by it. 
When any payment or consent or other action by a Fiduciary is called for by the Indenture, the Fiduciary may defer 
such action pending receipt of such evidence, if any, as it may reasonably require in support thereof; except that the 
Trustee will make the payments and distributions required by the Indenture from funds available in the Accounts 
without requiring that any further evidence be provided to it. A permissive right or power to act will not be 
construed as a requirement to act.

The Fiduciaries will in no event be liable for the application or misapplication of funds, or for other acts or 
failures to act, by any person, firm, or corporation except by their respective directors, officers, agents, and 
employees. No recourse will be had for any claim based on the Indenture or the Series 2013 Bonds against any 
director, officer, agent, or employee of any Fiduciary unless such claim is based upon the bad faith, negligence, 
willful misconduct, fraud or deceit of such person.  The Fiduciaries may assume that any Eligible Investment listed 
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in the definition of such term and directed for investment therein by the Corporation is permitted for the Corporation 
under the laws of the State of Louisiana.

Nothing in the Indenture will obligate any Fiduciary to pay any debt or meet any financial obligations to 
any Person in relation to the Series 2013 Bonds except from money received for such purposes under the provisions 
of the Indenture or from the exercise of the Trustee’s rights under the Indenture.

The Fiduciaries may be or become the owner of or trade in the Series 2013 Bonds and may transact 
business with the Corporation and the State with the same rights as if they were not the Fiduciaries.  The Trustee 
may act as an underwriter of the Series 2013 Bonds.

The Fiduciaries will not be required to furnish any bond or surety.

Nothing under the Indenture will relieve any Fiduciary of responsibility for its negligence, bad faith or 
willful misconduct. (Section 8.02)

Resignation or Removal of the Trustee

The Trustee may resign on not less than 30 days Written Notice to the Corporation, the Bondholders, and 
the Rating Agencies. The Trustee will promptly certify to the Corporation that it has given Written Notice to all 
Bondholders and such certificate will be conclusive evidence that such notice was given as required by the 
Indenture. The Trustee shall be removed by the Corporation if it (or its parent if the Trustee has no rating) is rated 
below investment grade by the Rating Agencies and each successor Trustee will have an investment grade rating 
from the Rating Agencies. The Trustee may be removed by Written Notice from the Corporation (if not in default) 
or a Majority in Interest of the Outstanding Series 2013 Bonds to the Trustee, the Rating Agencies and the 
Corporation. Such resignation or removal will not take effect until a successor has been appointed and has accepted
the duties of Trustee. (Section 8.04)

Successor Fiduciaries

Any corporation or association which succeeds to the related corporate trust business of a Fiduciary as a 
whole or substantially as a whole, whether by sale, merger, consolidation, or otherwise, will thereby become vested 
with all the property, rights, powers, and duties thereof under the Indenture, without any further act or conveyance.

In case a Fiduciary resigns or is removed or becomes incapable of acting, or becomes bankrupt or 
insolvent, or if a receiver, liquidator, or conservator of a Fiduciary or of its property is appointed, or if a public 
officer takes charge or control of a Fiduciary, or of its property or affairs, then such Fiduciary will with due care 
terminate its activities under the Indenture and a successor may, or in the case of the Trustee will, be appointed by 
the Corporation. The Corporation will notify the Bondholders and the Rating Agencies of the appointment of a 
successor Trustee in writing within 20 days from the appointment. The Corporation will promptly certify to the 
successor Trustee that it has given such notice to all Bondholders and such certificate will be conclusive evidence 
that such notice was given as required under the Indenture. If no appointment of a successor Trustee is made within 
45 days after the giving of Written Notice in accordance with the provisions relating to the resignation or removal of 
the Trustee under the Indenture or after the occurrence of any other event requiring or authorizing such appointment, 
the outgoing Trustee or any Bondholder may apply to any court of competent jurisdiction for the appointment of 
such a successor, and such court may thereupon, after such notice, if any, as such court may deem proper, appoint 
such successor. Any successor Trustee appointed as described in this paragraph will be a bank or trust company 
eligible under the laws of the State and will have a capital and surplus of not less than $50,000,000. Any such 
successor Trustee will notify the Corporation of its acceptance of the appointment and, upon giving such notice, will 
become Trustee, vested with all the property, rights, powers, and duties of the Trustee under the Indenture, without 
any further act or conveyance. Such successor Trustee will execute, deliver, record, and file such instruments as are 
required to confirm or perfect its succession under the Indenture and any predecessor Trustee will from time to time 
execute, deliver, record, and file such instruments as the incumbent Trustee may reasonably require to confirm or 
perfect any succession under the Indenture. (Section 8.05)
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Compensation and Expenses of the Fiduciaries

The Fiduciaries shall be entitled to payment and/or reimbursement for reasonable fees and costs, including 
without limitation the fees and expenses of their counsel and other professional advisors, and for their services 
(including as registrar and authenticating agent) and all advances and other expenses reasonably and necessarily 
made or incurred by them in connection with such services.  Upon an Event of Default, but only upon such an Event 
of Default, the Fiduciaries shall have a right of payment prior to payment on account of principal of, premium, if 
any, or interest on any Series 2013 Bond for the foregoing fees, costs, expenses and advances; provided, however, 
that in no event shall the Fiduciaries have any such prior right of payment or claim against any moneys or 
obligations deposited with or paid to the Fiduciaries for the redemption or payment of Bonds which are deemed to 
have been paid with respect to the defeasance of any Series 2013 Bonds as described under the Indenture. (Section 
8.08).

Indemnification

To the extent permitted by law, the Corporation agrees to indemnify, defend, protect and hold harmless the 
Fiduciaries from and against any and all costs, claims, liabilities, losses, damages or expenses whatsoever (including 
without limitation reasonable fees, costs and expenses of counsel, accountants or other experts), which the 
Fiduciaries may suffer or incur as a result of, or arising out of, their agreeing to act as Fiduciaries under the 
Indenture or arising from the performance of their duties as Fiduciaries, unless such costs, claims, liabilities, losses, 
damages or expenses shall have been finally adjudicated to have resulted from such Fiduciary’s own negligence or 
bad faith.  The Corporation agrees to pay any amounts due under the Indenture within 60 days of a written demand 
therefor by the Fiduciaries.  The Corporation agrees that its obligations under the Indenture relating to compensation 
and expenses of the Fiduciaries and indemnification shall survive the termination of the Indenture and the 
resignation or removal of the Fiduciaries. (Section 8.09)

Action by Bondholders

Any request, authorization, direction, notice, consent, waiver, or other action provided by the Indenture to 
be given or taken by Bondholders may be contained in and evidenced by one or more writings of substantially the 
same tenor signed by the requisite number of Bondholders or their attorneys duly appointed in writing. Proof of the 
execution of any such instrument, or of an instrument appointing any such attorney, will be sufficient for any 
purpose of the Indenture (except as otherwise therein expressly provided) if made in the following manner, but the
Corporation or the Trustee may nevertheless in its discretion require further or other proof in cases where it deems 
the same desirable. The fact and date of the execution by any Bondholder or its attorney of such instrument may be 
proved by the certificate or signature guarantee by a guarantor institution participating in a guarantee program 
acceptable to the Trustee, or of any notary public or other officer authorized to take acknowledgements of deeds to 
be recorded in the jurisdiction in which such notary public or other officer purports to act, that the person signing 
such request or other instrument acknowledged to such notary public or other officer the execution thereof, or by an 
affidavit of a witness of such execution, duly sworn to before such notary public or other officer. The authority of 
the person or persons executing any such instrument on behalf of a corporate Bondholder may be established 
without further proof if such instrument is signed by a person purporting to be the president or a vice president of 
such corporation with a corporate seal affixed and attested by a person purporting to be its clerk or secretary or an 
assistant clerk or secretary. Any action of the Bondholder will be irrevocable and bind all future record and 
beneficial owners thereof. (Section 9.01)

Registered Owners

The enumeration of certain provisions of the Indenture applicable to DTC as Holder of immobilized Series 
2013 Bonds will not be construed in limitation of the rights of the Corporation and each Fiduciary to rely upon the 
registration books in all circumstances and to treat the registered owners of Series 2013 Bonds as the owners thereof 
for all purposes not otherwise specifically provided for by law or in the Indenture. Notwithstanding any other 
provisions of the Indenture, any payment to the registered owner of a Series 2013 Bond will satisfy the 
Corporation’s and the Trustee’s respective obligations thereon to the extent of such payment. (Section 9.02)
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Events of Default

“Event of Default” in the Indenture means any one of the events set forth below:

(A) failure to pay when due interest on any Bond;

(B) failure to pay when due any Principal Maturity or Sinking Fund Installment;

(C) failure of the Corporation to observe or perform any other covenant, condition, agreement, or 
provision contained in the Bonds, in the Indenture, or in the Corporation’s Tax Certificate, which breach is not 
remedied within 60 days after Written Notice, specifying such default and requiring the same to be remedied, shall 
have been given to the Corporation by the Trustee or by the Holders of at least 25% in principal amount of the 
Bonds then Outstanding. In the case of a default specified in this subparagraph, if the default be such that it cannot 
be corrected within the said 60-day period, it will not constitute an Event of Default if corrective action is instituted 
by the Corporation within said 60-day period and diligently pursued until the default is corrected; and

(D) a material breach by the State of its covenants contained in the Indenture, which breach is not 
remedied within 60 days after Written Notice, specifying such default and requiring the same to be remedied, will 
have been given to the Corporation and the State by the Trustee or by the Holders of at least 25% in principal 
amount of the Bonds then Outstanding. In the case of a default specified in this subparagraph, if the default be such 
that it cannot be corrected within the said 60-day period, it will not constitute an Event of Default if corrective action 
is instituted by the State within said 60-day period and diligently pursued until the default is corrected. (Section 
10.01)

Remedies

Remedies of the Trustee. If an Event of Default occurs:

(1) The Trustee may, and upon written request of the Holders of at least 25% in principal 
amount of the Bonds Outstanding will, in its own name by action or proceeding in accordance with law:

(a) enforce all rights of the Bondholders under the Indenture and require the 
Corporation to carry out its agreements with the Bondholders;

(b) sue upon such Bonds;

(c) require the Corporation to account for the Collateral as if it were the trustee of 
an express trust for such Bondholders; and

(d) enjoin any acts or things which may be unlawful or in violation of the rights of 
such Bondholders.

(2) The Trustee will, in addition to the other provisions of this section, have and possess all 
of the powers necessary or appropriate for the exercise of any functions incident to the general 
representation of Bondholders in the enforcement and protection of their rights under the Indenture.

(3) Upon an Event of Default under (A) or (B) under the heading “Events of Default” above, 
or a failure to make any other payment required under the Indenture (although such failure will not be 
deemed an Event of Default) within 7 days after the same becomes due and payable, the Trustee will give 
Written Notice thereof to the Corporation. The Trustee will give notice under (C) or (D) under the heading 
“Events of Default” above when instructed to do so by the written direction of the Holders of at least 25% 
in principal amount of the Outstanding Bonds. Upon the occurrence of an Event of Default, the Trustee will 
proceed under the provisions of the Indenture for the benefit of the Bondholders in accordance with the 
written direction of a Majority in Interest of the Outstanding Bonds. The Trustee will not be required to 
take any remedial action (other than the giving of notice) unless reasonable indemnity is furnished for any 
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expense or liability to be incurred therein. Upon receipt of Written Notice, direction, and indemnity, and 
after making such investigation, if any, as it deems appropriate to verify the occurrence of any Event of 
Default of which it is notified as aforesaid, the Trustee will promptly pursue the remedies provided by the 
Indenture as so directed.

(4) Upon the occurrence of an Event of Default, the Bonds will be paid on a Pro Rata basis 
as described in the Indenture.

Individual Remedies. No one or more Bondholders will by its or their action affect, disturb, or prejudice the 
pledge created by the Indenture, or enforce any right under the Indenture, except in the manner therein provided, and 
all proceedings at law or in equity to enforce any provision of the Indenture will be instituted, had, and maintained 
in the manner provided therein and for the equal benefit of all Bondholders of the same class, but nothing in the 
Indenture will affect or impair the right of any Bondholder to enforce payment of the principal of, premium, if any, 
or interest thereon at and after the same comes due pursuant to the Indenture, or the obligation of the Corporation to 
pay such principal, premium, if any, and interest on each of the Series 2013 Bonds to the respective Bondholders 
thereof at the time, place, from the source, and in the manner expressed under the Indenture and in the  Bonds.

Venue. The venue of every action, suit, or special proceeding against the Corporation will be laid in 
Nineteenth Judicial District Court for the State of Louisiana.

Waiver. If the Trustee determines that any default has been cured before becoming an Event of Default and 
before the entry of any final judgment or decree with respect to it, the Trustee may waive the default and its 
consequences, by Written Notice to the Corporation, and will do so upon written instruction of the Holders of at 
least 25% in principal amount of the Outstanding Bonds. (Section 10.02)

Supplements and Amendments to the Indenture

(A) The Indenture may be:

(1) supplemented by delivery to the Trustee of an instrument certified by an Authorized 
Officer of the Corporation to (a) provide for earlier or greater deposits into the Debt Service Account, (b) 
subject any property to the lien under the Indenture, (c) add to the covenants and agreements of the 
Corporation or surrender or limit any right or power of the Corporation, (d) clarify matters with respect to 
refunding Bonds, (e) identify particular Series 2013 Bonds for purposes not inconsistent with the Indenture, 
including credit or liquidity support, remarketing, serialization, and defeasance, (f) cure any ambiguity or 
defect, or (g) protect the exclusion of interest on the Tax-Exempt Bonds from gross income for federal 
income tax purposes, or the exemption from registration of the Series 2013 Bonds under the Securities Act 
of 1933, as amended, or of the Indenture under the Trust Indenture Act of 1939, as amended, and any other 
things relative to such Series 2013 Bonds that are not materially adverse to the Holders of Outstanding 
Series 2013 Bonds; or

(2) amended in writing by the Corporation and the Trustee, (a) to add provisions that are not 
adverse to the Bondholders, (b) to adopt amendments that do not take effect unless and until such 
amendment is consented to by such Bondholders in accordance with the further provisions under the 
Indenture, or (c) pursuant to the following paragraph (B). 

(B) Except as provided in the foregoing paragraph (A), the Indenture may be amended:

(1) only with Written Notice to the Rating Agencies and the written consent of a Majority in 
Interest of the Series 2013 Bonds (acting as separate classes) to be Outstanding at the effective date thereof 
and affected thereby; but

(2) only with the unanimous written consent of the affected Bondholders for any of the 
following purposes: (a) to extend the maturity of any Series 2013 Bond, (b) to reduce the principal amount, 
applicable premium, or interest rate of any Series 2013 Bond, (c) to make any Series 2013 Bond 
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redeemable other than in accordance with its terms, (d) to create a preference or priority of any Series 2013 
Bond over any other Series 2013 Bond of the same class or (e) to reduce the percentage of the Series 2013 
Bonds required to be represented by the Bondholders giving their consent to any amendment.

Any amendment of the Indenture will be accompanied by an opinion of Counsel to the effect that the 
amendment is permitted by law and does not adversely affect the exclusion of interest on the Tax-Exempt Bonds 
from gross income for federal income tax purposes.

When the Corporation determines that the requisite number of consents have been obtained for an 
amendment to the Indenture, it will file a certificate to that effect in its records and give notice to the Trustee and the 
Bondholders. The Trustee will promptly certify to the Corporation that it has given such notice to all Bondholders 
and such certificate will be conclusive evidence that such notice was given in the manner required by the Indenture. 
It will not be necessary for the consent of Bondholders pursuant to the amendment provisions of the Indenture to 
approve the particular form of any proposed amendment, but it will be sufficient if such consent will approve the 
substance thereof. (Section 11.01)

Definitions and Interpretation

In addition to terms defined elsewhere in the Indenture, the following words and terms as used in the 
Indenture have the following meanings unless the context or use clearly indicates another or different meaning or 
intent:

“Accounts” means the accounts established under the provisions of the Indenture.

“Authorized Officer” means, (i) in the case of the Corporation, the Chairperson of the Board, the Vice-
Chairperson, the Secretary-Treasurer of the Corporation, and any other person authorized to act under the Indenture 
by appropriate Written Notice to the Trustee, and (ii) in the case of the Trustee, any officer assigned to the Corporate 
Trust Office, including any managing director, vice president, assistant vice president, assistant treasurer, assistant 
secretary or any other employee of the Trustee customarily performing functions similar to those performed by any 
of the above designated officers and having direct responsibility for the administration of the Indenture, and also, 
with respect to a particular matter, any other employee, to whom such matter is referred because of such officer’s 
knowledge of and familiarity with the particular subject.

“Bond Year” means, for so long as Bonds are Outstanding, the twelve-month period ending each May 14.

“Bondholders,” “Holders” and similar terms mean the registered owners of the Bonds from time to time 
as shown on the books of the Trustee.  Unless and until Bonds have been issued to Bondholders other than DTC, all 
references to “Bondholders” or “Holders” of the Bonds are qualified by reference to the Indenture.

“Business Day” means any day other than a Saturday, a Sunday, a day on which banking institutions in 
New York, New York, Baton Rouge, Louisiana, or the city in which the Corporate Trust Office is located are 
required or authorized by law to be closed; a day on which the New York Stock Exchange is closed; or a day on 
which the payment system of the Federal Reserve System is not operational.

“Code” means the Internal Revenue Code of 1986, as amended.

“Collections Account” means the Account held by the Trustee pursuant to the Indenture.

“Corporate Trust Office” means the office of the Trustee at which the corporate trust business of the 
Trustee will, at any particular time, be principally administered, which office is, at the date of the Indenture, located 
at 301 Main Street, Suite 1510, Baton Rouge, Louisiana 70801.

Corporation’s Tax Certificate” means the Issuer Tax Certificate executed by the Corporation at the time 
of issuance of the Series 2013 Bonds, as originally executed and as it may be amended and supplemented from time 
to time in accordance with the terms thereof. 
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“Costs of Issuance” means any item of expense directly or indirectly payable or reimbursable by the 
Corporation and related to the authorization, sale, or issuance of Bonds, including, but not limited to, underwriting 
fees, auditors’ or accountants’ fees, financial advisors’ fees, printing costs, costs of reproducing documents, filing 
and recording fees, fees and expenses of fiduciaries, including the Trustee, legal fees and charges, professional 
consultants’ fees, costs of credit ratings, fees and charges for execution, transportation, or safekeeping of Bonds, 
governmental charges, initial charges to acquire liability insurance and other costs, charges, and fees in connection 
with the foregoing.  The term “Costs of Issuance” shall also include the amount shown on the initial Officer’s 
Certificate delivered on the Closing Date pursuant to the Indenture.

“Counsel” means Hawkins, Delafield & Wood LLP; Foley & Judell, L.L.P.; or other nationally recognized 
bond counsel or such other counsel as may be selected by the Corporation for a specific purpose under the 
Indenture.

“Debt Service Account” means the Account designated as such and held by the Trustee pursuant to the 
Indenture.

“Defeasance Collateral” means money and the following, provided such investments are legal under the 
laws of the State:

(i) (a) non-callable direct obligations of the United States of America, and (b) non-callable 
and non-prepayable direct obligations of agencies and instrumentalities of the United States, the timely 
payment of principal of and interest on which are fully and unconditionally guaranteed by the United States 
of America and which are entitled to the full faith and credit of the United States (including any securities 
described in (a) or (b) issued or held in book-entry form on the books of the United States Department of 
the Treasury;

(ii) non-callable obligations at the time of purchase (but only to the extent that the full faith 
and credit of the United States of America are pledged to the timely payment thereof);

(iii) certificates evidencing ownership of the right to the payment of the principal of and 
interest on obligations described in clause (ii), provided, that such obligations are held in the custody of a 
bank or trust company satisfactory to the Trustee in a segregated trust account in the trust department 
separate from the general assets of such custodian; and

(iv) bonds or other obligations of any state of the United States of America or of any agency, 
instrumentality, or local governmental unit of any such state which at the time of purchase are rated by each 
Rating Agency then rating such bonds in one of its two highest long-term rating categories, (y) which are 
not callable at the option of the obligor or otherwise prior to maturity or as to which irrevocable notice has 
been given by the obligor to call such bonds or obligations on the date specified in the notice, and (z) 
timely payment of which is fully secured by a fund consisting only of cash or obligations of the character 
described in clause (i), (ii) or (iii) which fund may be applied only to the payment when due of such bonds 
or other obligations.

“Defeased Bonds” means Series 2013 Bonds that remain in the hands of their Holders but are no longer 
deemed Outstanding because they have been defeased in accordance with the provisions of the Indenture.

“Deposit Date” means the date of actual receipt by the Trustee of any Pledged TSRs, provided that any 
payment received by the Trustee prior to January 1 of the year in which such payment was due will be deemed to 
have been received on January 1 of the year in which such payment was due.

“Distribution Date” means each May 15 and November 15, commencing on November 15, 2013.

“Eligible Investments” means, with respect only to the Pledged Accounts, and provided that such 
investments are then permitted for the Corporation under the laws of the State of Louisiana:
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(i) Defeasance Collateral;

(ii) direct obligations of, or obligations guaranteed as to timely payment of principal and 
interest by a federal government agency that has a credit rating of “AA” or higher (or its equivalent) by 
each Rating Agency;

(iii) demand and time deposits in or certificates of deposit of, or bankers’ acceptances issued 
by, any bank or trust company, savings and loan association, or savings bank, payable on demand or on a 
specified date no more than three months after the date of issuance thereof, if such deposits or instruments 
are rated “A-1+” by S&P and “F1” by Fitch; 

(iv) certificates, notes, warrants, bonds, obligations, or other evidences of indebtedness of a 
state or a political subdivision thereof rated by each Rating Agency rating such bonds in one of its two 
highest rating categories without regard to plus or minus; 

(v) prime commercial or finance company paper (including both non-interest-bearing 
discount obligations and interest bearing obligations payable on demand or on a specified date not more 
than 270 days after the date of issuance thereof) that is rated “A-1+” by S&P and “F1” by Fitch;

(vi) repurchase obligations with respect to any security described in clauses (i), (ii) or (iii) 
above entered into with a primary dealer, depository institution, or trust company (acting as principal) rated 
“A-1+” by S&P and “F1” by Fitch (if payable on demand or on a specified date no more than three months 
after the date of issuance thereof), or rated by each Rating Agency rating the Bonds in one of its two 
highest long-term rating categories, or collateralized by securities described in clauses (i), (ii) or (iii) above 
with any registered broker/dealer or with any domestic commercial bank whose long-term debt obligations 
are rated at least “BBB” by each Rating Agency; provided, that (1) a specific written agreement governs 
the transaction, (2) the securities are held, free and clear of any lien, by the Trustee or an independent third 
party acting solely as agent for the Trustee, and such third party is (a) a Federal Reserve Bank, or (b) a 
member of the Federal Deposit Insurance Corporation that has combined surplus and undivided profits of 
not less than $25 million, and the Trustee will have received written confirmation from such third party that 
it holds such securities, free and clear of any lien, as agent for the Trustee, (3) the agreement has a term of 
thirty days or less, or the Trustee will value the collateral securities no less frequently than monthly and 
will liquidate the collateral securities if any deficiency in the required collateral percentage is not restored 
within five Business Days of such valuation, and (4) the fair market value of the collateral securities in 
relation to the amount of the obligation, including principal and interest, is equal to at least 102% or, if 
greater, the amount then required by S&P in order that the ratings then assigned by S&P to the Series 2013 
Bonds will not be lowered or suspended;

(vii) securities bearing interest or sold at a discount (payable on demand or on a specified date 
no more than three months after the date of issuance thereof) that are issued by any corporation 
incorporated under the laws of the United States of America or any state thereof and rated “A-1+” by S&P, 
and “F1” by Fitch at the time of such investment or contractual commitment providing for such investment; 
provided, that securities issued by any such corporation will not be Eligible Investments to the extent that 
investment therein would cause the then outstanding principal amount of securities issued by such 
corporation that are then held to exceed 20% of the aggregate principal amount of all Eligible Investments 
then held;

(viii) units of taxable money market funds which funds are regulated investment companies 
and seek to maintain a constant net asset value per share and have been rated by each Rating Agency rating 
the Bonds in one of its two highest rating categories without regard to plus or minus, including if so rated 
any such fund which the Trustee or an affiliate of the Trustee serves as an investment advisor, 
administrator, shareholder, servicing agent and/or custodian or sub-custodian, notwithstanding that (x) the 
Trustee or an affiliate of the Trustee charges and collects fees and expenses (not exceeding current income) 
from such funds for services rendered, (y) the Trustee charges and collects fees and expenses for services 
rendered pursuant to the Indenture, and (z) services performed for such funds and pursuant to the Indenture 
may converge at any time (the Corporation specifically authorizes the Trustee or an affiliate of the Trustee 



A-17

to charge and collect all fees and expenses from such funds for services rendered to such funds, in addition 
to any fees and expenses the Trustee may charge and collect for services rendered pursuant to the 
Indenture);

(ix) investment agreements or guaranteed investment contracts rated, or with any financial 
institution or corporation whose senior long-term debt obligations are rated, or guaranteed by a financial 
institution whose senior long-term debt obligations are rated, at the time such agreement or contract is 
entered into, by each Rating Agency rating such agreements, contracts or obligations, as the case may be, in 
one of its two highest rating categories without regard to plus or minus, if the Corporation has an option to 
terminate such agreement in the event that such rating is downgraded below the rating on the Series 2013 
Bonds, or if not so rated, then collateralized by securities described in clauses (i), (ii) or (iii) above with any 
registered broker/dealer or with any domestic commercial bank whose long-term debt obligations are rated 
“investment grade” by each Rating Agency; provided, that (1) a specific written agreement governs the 
transaction, (2) the securities are held, free and clear of any lien, by the Trustee or an independent third 
party acting solely as agent for the Trustee, and such third party is (a) a Federal Reserve Bank, or (b) a 
member of the Federal Deposit Insurance Corporation that has combined surplus and undivided profits of 
not less than $25 million, and the Trustee will have received written confirmation from such third party that 
it holds such securities, free and clear of any lien, as agent for the Trustee, (3) the agreement has a term of 
thirty days or less, or the Trustee will value the collateral securities no less frequently than monthly and 
will liquidate the collateral securities if any deficiency in the required collateral percentage is not restored 
within five Business Days of such valuation, and (4) the fair market value of the collateral securities in 
relation to the amount of the obligation, including principal and interest, is equal to at least 102% or, if 
greater, the amount then required by S&P in order that the ratings then assigned by S&P to the Series 2013 
Bonds will not be lowered or suspended; 

(x) solely for investment of money in the Supplemental Account, Non-AMT Tax-Exempt 
Obligations; and

(xi) Any other obligations conforming to the laws of the State of Louisiana, so long as such 
obligations are rated in the two highest rating categories (without regard to plus or minus) of each Rating 
Agency or, if not rated by all Rating Agencies, so rated by one Rating Agency and in the equivalent 
category by another nationally recognized securities rating service;

provided, that no Eligible Investment may (a) except for Defeasance Collateral, evidence the right to receive only 
interest with respect to the obligations underlying such instrument, or (b) be purchased at a price greater than par if 
such instrument may be prepaid or called at a price less than its purchase price prior to its stated maturity. Any 
references to Fitch in this definition will apply only if and to the extent that the obligations described are then rated 
by Fitch.  Any references to S&P in this definition shall apply only if and to the extent that the obligations described 
are then rated by S&P.

“Event of Default” under the Indenture means any one of the events set forth above under the heading 
“Events of Default.”

“Fiduciary” or "Fiduciaries" means the Trustee and each Paying Agent.

“Fiscal Year” means the 12-month period commencing each July 1 and ending each June 30, or such other 
12-month period as the Board may determine from time to time to be the Corporation’s fiscal year.  In the event the 
Board changes the Corporation’s Fiscal Year, the Corporation shall deliver an Officer’s Certificate to the Trustee 
stating such change.

“Liquidity Reserve Account” means the Account held by the Trustee pursuant to the Indenture.

“Majority in Interest” means the Holders of a majority of the Outstanding Series 2013 Bonds eligible to 
act on a matter, measured by face value at maturity.
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“Non-AMT Tax-Exempt Obligation” means a debt obligation the interest on which (i) is excludible from 
gross income for federal income tax purposes pursuant to Section 103 of the Code, (ii) is not a preference item for 
purposes of computing alternative minimum tax by reason of Section 57(a)(5) of the Code and (iii) is rated at least 
“A-1” or “A” by S&P.

“Officer’s Certificate” means a certificate signed by an Authorized Officer of the Corporation or, if so 
specified, of the Trustee.

“Operating Account” means the Account held by the Treasurer pursuant to the Indenture.

“Operating Contingency Account” means the Account held by the Treasurer pursuant to the Indenture.

“Outstanding” when used as of any particular time with respect to any Bonds, means all Bonds issued 
under the Indenture, excluding: (i) Bonds that have been exchanged or replaced, or delivered to the Trustee for 
cancellation and credit against a principal payment; (ii) Bonds that have been paid; (iii) Bonds that have become due 
and for the payment of which money has been duly provided; (iv) Defeased Bonds; and (v) for purposes of any 
consent or other action to be taken by the Holders of a Majority in Interest or specified percentage of Bonds under 
the Indenture, Bonds held by or for the account of the Corporation, or any Person controlling, controlled by, or 
under common control with the Corporation. For the purposes of this definition, “control,” when used with respect 
to any specified Person, means the power to direct the management and policies of such Person, directly or 
indirectly, whether through the ownership of voting securities, by contract or otherwise, and the terms “controlling” 
and “controlled” have meanings correlative to the foregoing.

“Partial Lump Sum Payment Account” means the Account held by the Trustee pursuant to the Indenture.

“Paying Agent” means each Paying Agent designated from time to time pursuant to the Indenture.

“Person” means any individual, corporation, estate, partnership, joint venture, association, joint stock 
company, limited liability company, trust, unincorporated organization, government or any agency or political 
subdivision thereof, or any other entity of any type.

“Pledged Accounts” means the Collections Account, the Debt Service Account, the Partial Lump Sum 
Payment Account, the Liquidity Reserve Account, and the Supplemental Account.  The term “Pledged Accounts” 
shall also include all subaccounts contained in the named accounts.

“Principal Maturity” means the principal payment required to be made upon the final maturity of any 
Bond, as such schedule is set forth in the Indenture.

“Pro Rata” means, for an allocation of available amounts to any payment of interest or principal to be 
made under the Indenture, the application of a fraction to such available amounts (a) the numerator of which is equal 
to the amount due to the respective Bondholders to whom such payment is owing, and (b) the denominator of which 
is equal to the total amount due to all Bondholders to whom such payment is owing.

“Rating Agency” means each nationally recognized securities rating service that has, at the request of the 
Corporation, a rating then in effect for the Bonds.  At the date of the Indenture and until the Trustee is notified 
otherwise, “Rating Agency” means Fitch and S&P.

“Rebate Account” means the Account designated as such, established and maintained by the Trustee 
pursuant to the Indenture.

“Rebate Requirement” shall have the meaning ascribed thereto in the Issuer Tax Certificate.

“Residual Certificate” means that residual certificate issued, authenticated and delivered pursuant to the 
Indenture and substantially in the form attached as Appendix A to the TSR Purchase Agreement.
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“Sinking Fund Installment” means each respective term bond principal payment scheduled to be made, 
prior to stated maturity, from Collections pursuant to the Indenture, as such schedule is set forth in the Indenture.

“Supplemental Account” means the Account held by the Trustee pursuant to the Indenture.

“Supplemental Indenture” means a supplement to the Indenture executed and delivered in accordance 
with the terms of the Indenture.

“Tax Obligations” means the Rebate Requirement and any penalties, fines, or other payments required to 
be made to the United States of America under the arbitrage or rebate provisions of the Code.

“Tax-Exempt Bonds” means the Series 2013A Bonds and any other bonds issued by the Corporation the 
interest on which is intended to be excluded from gross income of the owner thereof for federal income tax 
purposes, as stated in the Indenture or in a Supplemental Indenture.

“Tobacco Assets” means the right, title and interest to sixty percent (60%) of the "state allocation" as 
defined in the Act, from and after November 7, 2001.

“Treasurer” means the Secretary-Treasurer of the Corporation, as such officer is designated in the by-laws 
of the Corporation.

“Written Notice,” “written notice” or “notice in writing” means notice in writing which may be 
delivered by hand or first class mail and also means facsimile transmission. (Section 1.02)



[THIS PAGE INTENTIONALLY LEFT BLANK] 



APPENDIX B

B-1

SUMMARY OF THE TSR PURCHASE AGREEMENT

The following summary describes certain terms of the TSR Purchase Agreement.  This summary does not 
purport to be complete and is subject to, and qualified in its entirety by reference to the provisions of the TSR 
Purchase Agreement.  Copies of the TSR Purchase Agreement may be obtained upon written request to the Trustee.

Conveyance of Tobacco Assets

(a) Pursuant to the TSR Purchase Agreement, the State has sold and conveyed to the Corporation, 
without recourse (subject to certain continuing obligations therein), all right, title and interest of the State on the 
Closing Date in and to the Tobacco Assets.  As consideration for such sale and conveyance of the Tobacco Assets 
by the State to the Corporation, the Corporation promises to sell, transfer, assign, set over and otherwise convey to 
the State, without recourse, on the Closing Date, the net proceeds (after Financing Costs and capitalized operating 
expenses of the Corporation) of the Bonds issued on the Closing Date and the Residual Certificate in accordance 
with and subject to the terms and conditions of the Indenture.

(b) The right of the Corporation to receive payments as Tobacco Assets as described in paragraph (a) 
above is on a parity with and is not inferior or superior to the right of the State to receive other payments under the 
MSA not conveyed by the State under the TSR Purchase Agreement.  The intent of the TSR Purchase Agreement is 
that each payment under the MSA shall be paid sixty percent (60%) to the Corporation as Tobacco Assets, and forty 
percent (40%) to the State or its assigns.  If payments under the MSA at any time are less than required to be paid 
under the terms of the MSA, neither the Corporation, nor the Trustee on behalf of holders of the Bonds, shall have 
any right to make a claim against the State’s taxing power nor any other asset or revenues of the State to make up all 
or any portion of such deficiency (including, without limitation, any claim that more than sixty percent (60%) of any 
such MSA payment be designated as Tobacco Assets under the TSR Purchase Agreement). (Section 2.01.)

Representations of State

The State makes the following representations on which the Corporation is deemed to have relied in 
acquiring the Tobacco Assets.  The representations are made as of the date of the TSR Purchase Agreement and as 
of the Closing Date, and survive the sale of the Tobacco Assets to the Corporation and the pledge thereof to the 
Trustee pursuant to the Indenture.

Power and Authority.  The State Bond Commission is duly authorized by the State through the Act to sell 
the Tobacco Assets on behalf of the State (which has been approved by the Joint Legislative Committee on the 
Budget) and has full power and authority to execute and deliver the TSR Purchase Agreement and carry out its 
terms.

Binding Obligation.  The TSR Purchase Agreement has been duly executed and delivered by the State and, 
assuming the due authorization, execution and delivery of the TSR Purchase Agreement by the Corporation, 
constitutes a legal, valid and binding obligation of the State enforceable in accordance with its terms.

No Consents.  No consent, approval, authorization, order, registration or qualification of or with any court 
or governmental agency or body is required for the consummation of the transactions contemplated by the TSR 
Purchase Agreement, except for those which have been obtained, including the approval of the Joint Legislative 
Committee on the Budget, and are in full force and effect.

No Violation.  The consummation of the transactions contemplated by the Transaction Documents and the 
fulfillment of the terms thereof do not, to the State’s knowledge, in any material way conflict with, result in any 
material breach by the State of any of the material terms and provisions of, or constitute (with or without notice or 
lapse of time) a material default by the State under any indenture, agreement or other instrument to which the State 
is a party or by which it shall be bound; nor violate any law or, to the State’s knowledge, any order, rule or 
regulation applicable to the State of any court or of any federal or state regulatory body, administrative agency or 
other governmental instrumentality having jurisdiction over the State or its property.
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No Proceedings.  To the State’s knowledge, except as disclosed in the Corporation’s Offering Circulars 
regarding the Series 2001 Bonds and the Series 2013 Bonds, there are no proceedings or investigations pending 
against the State, before any court, regulatory body, administrative agency or other governmental instrumentality 
having jurisdiction over the State: (i) asserting the invalidity of any of the Transaction Documents, the Series 2001 
Bonds or the Series 2013 Bonds, (ii) seeking to prevent the issuance of the Series 2001 Bonds or the Series 2013 
Bonds or the consummation of any of the transactions contemplated by any of the Transaction Documents, or (iii) 
seeking any determination or ruling that would materially and adversely affect the validity or enforceability of any 
of the Transaction Documents, the Series 2001 Bonds, the Series 2013 Bonds, the MSA or the Consent Decree.

Title to Tobacco Assets.  The State is the sole owner of the Tobacco Assets to be sold to the Corporation 
under the TSR Purchase Agreement.  On and after the Closing Date, (i) the State shall have no right, title or interest 
in or to the Tobacco Assets, and (ii) the Tobacco Assets shall be property of the Corporation, and not of the State, 
and shall be owned, received, held and disbursed by the Corporation or the Trustee and not by the State or the State 
Treasury.

Absence of Liens on Tobacco Assets.  The State is selling the Tobacco Assets free and clear of any and all 
State Liens, pledges, charges, security interests or any other statutory impediments to transfer of any nature 
encumbering the Tobacco Assets.

Assignment to Bondholders.  The State acknowledges that the Corporation will assign to the Trustee for the 
benefit of the Bondholders all of its rights and remedies with respect to the breach of any obligations, 
representations and warranties of the State under the TSR Purchase Agreement.   (Section 3.01)

Limitation on Liability

The State and any officer or employee or agent of the State may rely in good faith on the advice of counsel 
or on any document of any kind, prima facie properly executed and submitted by any person respecting any matters 
arising under the provisions of the TSR Purchase Agreement.  Neither the State nor any of the officers or employees 
or agents of the State shall be under any liability to the Corporation, except as provided under the TSR Purchase 
Agreement, for any action taken or for refraining from the taking of any action pursuant to the TSR Purchase 
Agreement or for errors in judgment; but this sentence shall not protect the State or any such person against any 
liability that would otherwise be imposed by reason of willful misfeasance, bad faith or negligence in the 
performance of duties or by reason of reckless disregard of obligations and duties under the TSR Purchase 
Agreement. (Section 3.02)

Covenants of the State

Pursuant to the Act, the State covenants and agrees with the Corporation, and the Corporation is authorized 
to include such covenant and agreement in the Indenture for the benefit of the Bondholders, that the State will (i) 
irrevocably direct the Escrow Agent and Independent Auditor (as such terms are defined in the MSA) to transfer all 
Tobacco Assets directly to the Trustee, (ii) enforce the Corporation’s rights to receive the Tobacco Assets to the full 
extent permitted by the MSA, (iii) not amend the MSA in any manner that would materially impair the rights of the 
Bondholders, (iv) not limit or alter the rights of the Corporation to fulfill the terms of its agreements with the 
Bondholders, and (v) not in any way impair the rights and remedies of the Bondholders or the security for the Bonds 
until the Bonds, together with the interest thereon and all costs and expenses in connection with any action or 
proceeding by or on behalf of the Bondholders, are fully paid and discharged.

The State covenants and agrees with the Corporation, and the Corporation is authorized to include such 
covenant and agreement in the Indenture for the benefit of the Bondholders, that (i) the State shall take all actions as 
may be required by law and the MSA fully to preserve, maintain, defend, protect and confirm the interest of the 
Corporation in the Tobacco Assets and in the proceeds thereof in all material respects, and the State will not take 
any material action that will adversely affect the Corporation’s legal right to receive the Tobacco Assets; (ii) the 
State will promptly pay to the Trustee any Tobacco Assets received by the State; and (iii) without the prior written 
consent of the Corporation and the Trustee, the State will not take any action and will use its best reasonable efforts 
not to permit any action to be taken by others that (x) would release any person from any of such person’s covenants 
or obligations under the MSA or (y) would result in the amendment, hypothecation, subordination, termination or 
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discharge of, or impair the validity or effectiveness of, the MSA or waive timely performance or observance under 
such document, in each case if the effect thereof would be materially adverse to the Bondholders; provided, 
however, that if a Rating Confirmation is received relating to such proposed action then such proposed action will be 
deemed not to be materially adverse to the Bondholders.

In accordance with the Act, prior to the date which is one year and one day after which the Corporation no 
longer has any Bonds Outstanding, the Corporation is prohibited from filing and shall have no authority to file a 
voluntary petition under the Federal Bankruptcy Code as it may, from time to time, be in effect, and neither any 
public official nor any organization, entity or other person shall authorize the Corporation to be or to become a 
debtor under the Federal Bankruptcy Code during such period. In accordance with the Act, this contractual 
obligation shall not subsequently be modified by State law during the period of this contractual obligation, and the 
State covenants with the Corporation, and the Corporation is authorized to include such covenant and agreement in 
the Indenture for the benefit of the Bondholders, that the State shall not limit or alter the denial of authority under 
this subsection during the period referred to in the preceding sentence.  

The State covenants and agrees with the Corporation that the State will diligently enforce the Qualifying 
Statute, as contemplated in Section IX(d)(2)(B) of the MSA, and in the NPM Adjustment Settlement Term Sheet (as 
long as the NPM Adjustment Settlement Term Sheet remains binding and enforceable), against all Non-Participating 
Manufacturers selling tobacco products in the State that are not in compliance with the Qualifying Statute, in each 
case in the manner and to the extent deemed necessary in the sole judgment of, and consistent with the legal 
authority and discretion of the Attorney General of the State; provided, however, that the remedies available to the 
Corporation and the Bondholders for any breach of this pledge shall be limited to injunctive relief.

For purposes of the first two paragraphs of the section, any amendment to the MSA entered into by the 
State in good faith, and in the furtherance of the best interests of the State, shall not be deemed to materially impair 
the rights of the Bondholders so long as (i) the State’s percentage allocations of total settlement payments due from 
the Participating Manufacturers under the MSA as of July 1, 2013 are not decreased, (ii) all Tobacco Assets 
continue to be paid to the Trustee in the manner and for the time period provided in this Agreement and the 
Indenture, and (iii) the State reasonably expects that such amendment will not materially and adversely affect the 
receipt of payments required to be made under the MSA and that payments as Tobacco Assets, after giving effect to 
such amendment, will be available in such amounts and at such times as are sufficient to pay the operating expenses 
of the Corporation and the principal of and interest on the Bonds as and when due.  (Section 4.01)

Further Actions

Upon request of the Corporation or the Trustee, the State will execute and deliver such further instruments 
and do such further acts as the parties reasonably agree are reasonably necessary or proper to carry out more 
effectively the purposes of the TSR Purchase Agreement.  The State shall exercise each and every right and remedy 
under the MSA (except as restricted by the terms of the MSA). (Section 4.02)

The Corporation shall, as soon as practicable, pay to the State any amounts due to the State received by the 
Corporation in error. (Section 5.01)

Tax Covenant

The State shall at all times do and perform all acts and things permitted by law and necessary or desirable 
to assure that interest paid by the Corporation on the Tax-Exempt Bonds shall be excludable from gross income for 
federal income tax purposes pursuant to Section 103(a) of the Internal Revenue Code of 1986, as amended (the “Tax 
Code”).  The State will not directly or indirectly use or permit the use of any of the proceeds of the Bonds that 
would cause the Tax-Exempt Bonds to be “private activity bonds” within the meaning of Section 141(a) of the Tax 
Code or would cause interest on the Tax-Exempt Bonds to not be excludable from gross income for federal income 
tax purposes pursuant to Section 103(a) of the Tax Code.  The State agrees that no gross proceeds (as such term is 
defined in Section 1.148 1 of the Treasury Regulations promulgated under Section 148 of the Tax Code, as such 
Treasury Regulations and the Tax Code may be amended from time to time) of the Tax-Exempt Bonds shall at any 
time be used directly or indirectly to acquire securities or obligations the acquisition or holding of which would 
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cause any Tax-Exempt Bond to be an “arbitrage bond” as defined in the Tax Code and any applicable Treasury 
Regulations promulgated thereunder.  (Section 4.03) 

Amendment

After the Closing Date, the TSR Purchase Agreement may be amended by agreement of the State and the 
Corporation with the consent of the Trustee but without the consent of any of the Bondholders: (a) to cure any 
ambiguity, (b) to correct or supplement any provisions in the TSR Purchase Agreement, (c) to correct or amplify the 
description of the Pledged TSRs, (d) to add additional covenants for the benefit of the Corporation, or (e) for the 
purpose of adding any provisions to or changing in any manner or eliminating any of the provisions in the TSR 
Purchase Agreement that shall not, as evidenced by a Rating Confirmation delivered to the Trustee, adversely affect 
in any material respect the Bonds.  Further, with the consent of the Trustee following delivery to the Trustee of a 
Rating Confirmation, the TSR Purchase Agreement may be amended from time to time by the State and the 
Corporation: for the purpose of adding any provisions to or changing in any manner or eliminating any of the 
provisions of the TSR Purchase Agreement or of modifying in any manner the rights of the Bondholders; but no 
such amendment shall reduce the aforesaid portion of the outstanding amount of the Series 2013 Bonds, the holders 
of which are required to consent to any such amendment, without the consent of all Bondholders.  (Section 6.01) 

Assignment by the Corporation

The State acknowledges and consents to any pledge, assignment and grant of a security interest by the 
Corporation to the Trustee pursuant to the Indenture for the benefit of the Bondholders of any or all right, title and 
interest of the Corporation in, to and under the Tobacco Assets or the assignment of any or all of the Corporation’s 
rights and obligations under the TSR Purchase Agreement to the Trustee (Section 6.09)

Definitions

In addition to terms defined elsewhere herein, the following terms have the following meanings in this 
summary, unless the context otherwise requires:

“Financing Costs” means (i) all costs, fees, and expenses incurred by the Corporation in connection with 
the issuance of the Series 2001 Bonds, (ii) all proceeds of the Series 2001 Bonds deposited in any debt service 
reserve fund to secure the Series 2001 Bonds, and (iii) the cost of any credit or liquidity enhancement for the Series 
2001 Bonds.

“NPM Adjustment Settlement Term Sheet” means the Term Sheet, dated November 14, 2012 (including 
all appendices, addenda and exhibits thereto), constituting Exhibit A to the Stipulated Partial Settlement and Award, 
dated March 12, 2013, in the arbitration styled In the 2003 NPM Adjustment Proceedings, JAMS Ref No. 
1100053390.

“Opinion of Counsel” means one or more written opinions of counsel, who may be an employee of or 
counsel to the State, which counsel shall be acceptable to the Trustee.

“Qualifying Statute” means, collectively, (i) House Bill No. 641, Act No. 221, which became effective on 
June 11, 2013 (“HB 641”), and (ii) Louisiana Revised Statutes 13:5061 through 13:5063, which became effective on 
July 1, 1999, as amended by HB 641.

“Rating Confirmation” means written confirmation from each national rating agency then having a rating 
assigned to the Series 2013 Bonds at the request of the Corporation to the effect that the then-current rating assigned 
by such rating agency to the Series 2013 Bonds without regard to any bond insurance or any other form of credit 
enhancement will not be adversely affected by the proposed action for which a Rating Confirmation is sought.

“Responsible Officer” means, (i) with respect to the State, the State Treasurer, the Commissioner of 
Administration or any other official of the State customarily performing functions similar to those performed by any 
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of the above designated officials, and also with respect to a particular matter, any other official to whom such matter 
is referred because of such official’s knowledge of and familiarity with the particular subject.

“State Lien” means a security interest, lien, charge, pledge, equity or encumbrance of any kind, attaching 
to the interests of the State in and to the Pledged TSRs, whether or not as a result of any act or omission of the State.

“Tobacco Assets” means the right, title and interest to sixty percent (60%) of the “state allocation” as 
defined in the Act, from and after the Closing Date.

“Transaction Documents” means the TSR Purchase Agreement and the Indenture.  (Section 1.01)
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Executive Summary 

IHS Global Insight has developed a cigarette consumption model based on historical U.S. 
data between 1965 and 2039. This econometric model, coupled with our long term 
forecast of the U.S. economy, has been used to project total U.S. cigarette consumption 
from 2013 through 2039. Our forecast indicates that total consumption in 2039 will be 
126 billion cigarettes (or 127 billion including roll-your-own tobacco equivalents), a 56% 
decline from the 2012 level.  From 2012 through 2039 the average annual rate of decline 
is projected to be 3.0%. 

Our model was constructed based on widely accepted economic principles and IHS 
Global Insight’s considerable experience in building econometric forecasting models. A 
review of the economic research literature indicates that our model is consistent with the 
prevalent consensus among economists concerning cigarette demand. We considered the 
impact of demographics, cigarette prices, disposable income, employment and 
unemployment, industry advertising expenditures, the future effect of the incidence of 
smoking amongst underage youth, and qualitative variables that captured the impact of 
anti-smoking regulations, legislation, and health warnings. After extensive analysis, we 
found the following variables to be effective in building an empirical model of adult per 
capita cigarette consumption: real cigarette prices, real per capita disposable personal 
income, the impact of workplace smoking restrictions first instituted widely in the 1980s, 
the stricter restrictions on smoking in public places instituted over the last decade, and the 
trend over time in individual behavior and preferences. This forecast is based on 
reasonable assumptions regarding the future paths of these factors. 

Disclaimer

The forecasts included in this report, including, but not limited to, those regarding 
future cigarette consumption, are estimates, which have been prepared on the basis 
of certain assumptions and hypotheses. No representation or warranty of any kind 
is or can be made with respect to the accuracy or completeness of, and no 
representation or warranty should be inferred from, these forecasts. The cigarette 
consumption forecast contained in this report is based upon assumptions as to 
future events and, accordingly, is subject to varying degrees of uncertainty. Some 
assumptions inevitably will not materialize and, additionally, unanticipated events 
and circumstances may occur. Therefore, for example, actual cigarette consumption
inevitably will vary from the forecasts included in this report and the variations 
may be material and adverse.
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Cigarette Use in the United States

People have used tobacco products for centuries. Tobacco was first brought to Europe 
from America in the late 15th century and became America's major cash crop in the 17th 

and 18th centuries1. Prior to 1900, tobacco was most frequently used in pipes, cigars, and 
snuff. With the widespread production of manufactured cigarettes (as opposed to hand-
rolled cigarettes) in the United States in the early 20th century, cigarette consumption 
expanded dramatically. Consumption is defined as taxable U.S. consumer sales, plus 
shipments to overseas armed forces, ship stores, Puerto Rico, and other U.S. possessions, 
and small tax-exempt categories2 as reported by the Bureau of Alcohol, Tobacco, 
Firearms, and Explosives. The USDA, which has compiled data on cigarette consumption 
since 1900, reports that consumption grew from 2.5 billion cigarettes in 1900 to a peak of 
640 billion in 19813. Consumption declined in the 1980s, 1990s, and 2000s, reaching a 
level of 465 billion cigarettes in 1998 and decreased to less than 400 billion cigarettes in 
20034 and 290 billion in 20125. Cigarette consumption has now declined through three 
decades, reversing four decades of increases from the 1940s.

While the historical trend in consumption prior to 1981 was increasing, there was a 
decline in cigarette consumption of 9.8% during the Great Depression between 1931 and
1932. Notwithstanding, this steep decline, consumption rapidly increased after 1932, 
exceeding previous levels by 1934. Following the release of the Surgeon General's 

                  
1 Source: “Tobacco Timeline,” Gene Borio (1998).
2 Bureau of Alcohol, Tobacco, Firearms, and Explosives reports as categories such as transfer to export  
warehouses, use of the U.S., and personal consumption/experimental.
3 Source: “Tobacco Situation and Outlook”, U.S. Department of Agriculture-Economic Research Service, 
September 1999 (USDA-ERS).
4 Source: USDA-ERS. April 2005.  
5 Source: US Tobacco and Tax Bureau
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Report in 1964, cigarette consumption continued to increase at an average annual rate of
1.2% between 1965 and 1981. Between 1981 and 1990, however, U.S. cigarette 
consumption declined at an average annual rate of 2.2%. From 1990 to 1998, the average 
annual rate of decline in cigarette consumption was 1.5%; but for 1998 the decline 
increased to 3.1% and increased further to 6.5% for 1999. These declines are correlated 
with large price increases in 1998 and 1999 following the Master Settlement Agreement 
(“MSA”) and previously settled state agreements. In 2000 and 2001, the rate of decline 
moderated, to 1.2%. In the early part of the decade, coincident with a large number of 
state excise tax increases, the rate of decline accelerated in 2002-2003 to an annual rate of 
3.0%. The decline moderated for the next four years, through 2007, averaging 2.3%. 

The rate of decline accelerated dramatically beginning in 2008, with a 3.8% decline in the 
number of cigarettes (including roll-your-own equivalents to cigarettes as defined by the 
MSA at 0.0325 ounces of loose tobacco per cigarette) for that year, 9.1% in 2009, and 
6.4% in 2010 before finally decelerating to 2.7% in 2011 and 2.0% in 2012.

The following table sets forth United States domestic cigarette consumption, with and 
without roll-your-own equivalents, for the fifteen years ended December 31, 20126. The 
data in this table vary from statistics on cigarette shipments in the United States. While 
this Report is based on consumption, payments made under the MSA dated November 
23, 1998 between certain cigarette manufacturers and certain settling states are computed 
based in part on shipments in or to the fifty United States, the District of Columbia and 
Puerto Rico. The quantities of cigarettes shipped and cigarettes consumed may not match 
at any given point in time as a result of various factors such as inventory adjustments, but 
are substantially the same when compared over a period of time. 

                                                          
6 Source: USDA-ERS; 2004, 2005, 2006, estimates by IHS Global Insight. USDA estimates for 2004, 
2005, and 2006 diverge significantly from estimates based on independent data from the industry and from 
the US Tobacco and Tax Bureau.  In 2004, the manufacturers report domestic shipments of 394.5 billion, 
and the TTB reports a total of 397.7 billion. These contrast with a USDA estimate of 388 billion. In 2005, 
the manufacturers report 381.7 billion, TTB reports 381.1 billion, and USDA 376 billion. In 2006, the 
manufacturers report 372.5 billion, TTB reports 380.9 billion, and USDA 372 billion. The USDA has 
discontinued this service, publishing its final report on October 24, 2007. For 2007 TTB reports 361.6 
billion, while the manufacturers report 357.2 billion.



C - 5

U.S. Cigarette Consumption
Year Ended 
December 

31,

Consumption    
(Billions of 
Cigarettes)

Percentage 
Change

Consumption    
(Billions of 

Cigarettes with 
roll-your-own 
equivalents)

Percentage 
Change

2012 290 -1.87 288 -1.98
2011 293 -2.48 296 -2.67
2010 301 -5.62 304 -6.45
2009 319 -8.08 325 -9.14
2008 348 -4.35 358 -3.79
2007 368 -2.28 372 -4.97
2006 377 -1.93 391 0.26
2005 384 -2.69 390 -3.51
2004 395 -1.28 404 0.09
2003 400 -3.66 404 -3.30
2002 415 -2.35 418 -2.68
2001 425 -1.16 429 -1.51
2000 430 -1.15 436 -1.30
1999 435 -6.45 442
1998 465 -3.13

There was a confluence of factors which led to the dramatically reduced consumption 
through 2009. First, indoor smoking bans spread rapidly across the country in the latter 
half of the decade. We now estimate that their impact on decreased smoking and cigarette 
consumption was approximately 6 billion sticks in 2009. Second, the latter months of 
2008 saw a very deep recession. Our model projects that, given the lower realized levels 
of household income in 2009, consumption was negatively impacted by about 8 billion 
sticks. Third, the increase in the federal excise tax to $1.01 per pack, effective April 1, 
2009 decreased cigarette demand by about 10 billion in 2009 according to our model of 
price elasticity. Fourth, the acceleration, prompted by the recession, of state excise tax 
increases similarly reduced consumption by a further 4 billion. 
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The U.S. Cigarette Industry

The domestic cigarette market is an oligopoly in which, according the National 
Association of Attorneys General, the three leading manufacturers accounted for 84.5% 
of U.S. shipments in 2012, 84.5% in 2011, and 83.6% in 2010. These top companies are 
Philip Morris USA, Reynolds American Inc. (following the merger of RJ Reynolds and 
Brown & Williamson in 2004), and Lorillard. These companies commanded 46.92%, 
23.9%, and 13.9%, respectively of the domestic market in 20127. The market share of the 
leading manufacturers has declined from over 96% in 1998 due to inroads by smaller 
manufacturers and importers following the MSA and other state settlement agreements. 

The United States government has raised revenue through tobacco taxes since the Civil 
War. Although the federal excise taxes have risen through the years, excise taxes as a 
percentage of total federal revenue had fallen from 3.4% in 1950 to approximately 0.4% 
prior to the 2009 federal excise tax increase. In fiscal year 2012, the federal government 
received $15.7 billion in excise tax revenue from tobacco sales. In addition, state  
governments also raised significant revenues, $15.0 billion in 2011 from excise taxes. 
Cigarettes constitute the majority of these sales, which also include cigars and other 
tobacco products. 

Survey of the Economic Literature on Smoking

Many organizations have conducted studies on U.S. cigarette consumption. These studies 
have utilized a variety of methods to estimate levels of smoking, including interviews 
and/or written questionnaires. Although these studies have tended to produce varying 
estimates of consumption levels due to a number of factors—including different survey 
methods and different definitions of smoking—taken together such studies provide a 
general approximation of consumption levels and trends. Set forth below is a brief 
summary of some of the more recent studies on cigarette consumption levels. 

Incidence of Smoking

Approximately 43.8 million American adults were current smokers in 2011, representing 
approximately 19.0% of the population age 18 and older, a decline from 19.3% in 2010, 
according to a Centers for Disease Control and Prevention ("CDC") study8 released in 
2012. This survey defines "current smokers" as those persons who have smoked at least 
100 cigarettes in their lifetime and who smoked every day or some days at the time of the 
survey. Although the percentage of adults who smoke (incidence) declined from 42.4% in 
1965 to 25.5% in 1990 and 24.1% in 1998, the incidence rate has declined relatively 
slowly through the following decade. The decline had accelerated between 2002, when 
the incidence rate was 22.5%, to 2004, when the incidence rate dropped to 20.9%, though 
it remained as high as 20.6% in 2009.

                                                          
7 IHS Global Insight calculation based on industry shipments data.
8 Source: CDC. Morbidity and Mortality Weekly Report.  “Tobacco Use Among Adults – United States, 
2011”. November, 2012.
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The CDC, in November 2011, released the results of a study of quitting smoking9. It 
found that, in 2010, 68.8% of smokers wanted to stop smoking, 52.4% had made a quit 
attempt in the past year, 6.2% had recently quit, 48.3% had been advised by a health 
professional to quit, and 31.7% had used counseling and/or medications when they tried 
to quit.     

A recent trend, likely influenced by extensive indoor smoking bans in the U.S., is 
growing numbers of "light smokers", those who smoke just a few cigarettes per day. Thus 
the decline in the overall prevalence of smoking has slowed while the rate of decline of 
the volume of cigarettes consumed has accelerated.     

Youth Smoking

Certain studies have focused in whole or in part on youth cigarette consumption. Surveys 
of youth typically define a "current smoker" as a person who has smoked a cigarette on 
one or more of the 30 days preceding the survey. The CDC's Youth Risk Behavior 
Survey ("YRBS") estimated that from 1991 to 1999 incidence among high school 
students (grades 9 through 12) rose from 27.5% to 34.8%, representing an increase of 
26.5%. By 2003, incidence had fallen to 21.9%, a decline of 37.1% over four years. The 
rate of decline has continued, though at a slower pace. By 2011, the prevalence was 
18.1%.10

According to the Monitoring the Future Study, a school-based study of cigarette 
consumption and drug use conducted by the Institute for Social Research at the 
University of Michigan, smoking incidence over the prior 30 days among twelfth graders 
was lower in 2012 than in 2011, continuing trends that began in 1996. Smoking incidence 
in all grades is well below where it was in 1991, having fallen below that mark in 2001 
for eighth graders and in 2002 for tenth and twelfth graders. 

Prevalence of Cigarette Use Among 8th, 10th, and 12th Graders
Grade 1991

(%)
2011
(%)

2012
(%)

‘91-’12
Change (%)

8th 14.3 6.1 4.9 -65.7%
10th 20.8 11.8 10.8 -48.1%
12th 28.3 18.7 17.1 -39.6%

The 2011 National Survey on Drug Use and Health (formerly called National Household 
Survey on Drug Abuse) conducted by the Substance Abuse and Mental Health Services 
Administration of the United States Department of Health and Human Services 
("SAMHSA") estimated that approximately 68.2 million Americans age 12 and older 
were current cigarette smokers (defined by this survey to mean they had smoked 
cigarettes at least once during the 30 days prior to the interview). The survey found that 
                                                          
10 Source: CDC. Morbidity and Mortality Weekly Report.  “Tobacco Use Among Adults – United States, 
2010”. September, 2011.

.
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an estimated 7.8% of youths age 12 to 17 were current cigarette smokers in 2011, down 
from 8.4% in 2010 and 13.0% in 2002. The National Youth Tobacco Survey of the CDC 
found that 5.2% of middle school students were smokers in 2009, a prevalence 
unchanged from 2006. 
.
These surveys all indicate that youth smoking, which had increased during the 1990s 
following two decades of decline, is again decreasing. In most of the nation the minimum 
legal age to purchase cigarettes is 18. In 2013 New York City is considering an increase 
in that age to 21. A similar proposal was subsequently introduced in the New York State 
and New Jersey legislatures. Four states Alabama, Alaska, New Jersey, and Utah, and 
three New York counties currently set the minimum age at 19.

Price Elasticity of Cigarette Demand

The price elasticity of demand reflects the impact of changes in price on the demand for a 
product. Cigarette price elasticities from recent conventional research studies have 
generally fallen between an interval of -0.3 to -0.5 (In other words, as the price of 
cigarettes increases by 1.0% the quantity demanded decreases by 0.3% to 0.5%). A few 
researchers have estimated price elasticity as high as -1.23. Research focused on youth 
smoking has found price elasticity levels of up to -1.41.

Two studies published by the National Bureau of Economic Research examine the price 
elasticity of youth smoking.  In their study on youth smoking in the United States, Gruber 
and Zinman estimate an elasticity of smoking participation (defined as smoking any 
cigarettes in the past 30 days) of –0.67 for high school seniors in the period 1991 to 
1997.11 That is, a 1% increase in cigarette prices would result in a decrease of 0.67% in 
the number of those seniors who smoked.  The study’s findings state that the drop in 
cigarette prices in the early 1990’s can explain 26% of the upward trend in youth 
smoking during the same period.  The study also found that price has little effect on the 
smoking habits of younger teens (8th grade through 11th grade), but that youth access 
restrictions have a significant impact on limiting the extent to which younger teens 
smoke.  Tauras and Chaloupka also found an inverse relationship between price and 
cigarette consumption among high school seniors.12 The price elasticity of cessation for 
males averaged 1.12 and for females averaged 1.19 in this study.  These estimates imply 
that a 1% increase in the real price of cigarettes will result in an increase in the 
probability of smoking cessation for high school senior males and females of 1.12% and 
1.19%, respectively. A study utilizing more recent data, from 1975 to 2003, by 
Grossman, estimated an elasticity of smoking participation of just -0.12.13 Nevertheless it 
concludes that price increases subsequent to the 1998 MSA explain almost all of the 12% 
drop in youth smoking over that time.
                                                          
11 Source: Gruber, Jonathon and Zinman, Jonathon.  “Youth Smoking in the U.S.:Evidence and 
Implications”.  Working Paper No. W7780. National Bureau of Economic Research. 2000.
12 Source: Tauras, John A. and Chaloupka, Frank, J..  “Determinants of Smoking Cessation: An Analysis of 
Young Adult Men and Women”. Working Paper No. W7262. National Bureau of Economic Research. 
1999. 
13 Michael Grossman. "Individual Behaviors and Substance Use: The Role of Price". Working Paper No. 
W10948. National Bureau of Economic Research. December 2004.
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In another study, Czart et al. (2001) looked at several factors which they felt could 
influence smoking among college students. These factors included price, school policies 
regarding tobacco use on campus, parental education levels, student income, student 
marital status, sorority/fraternity membership, and state policies regarding smoking. The 
authors considered two ways in which smoking behavior could be affected: (1) smoking 
participation; and (2) the amount of cigarettes consumed per smoker. The results of the 
study suggest that, (1) the average estimated price elasticity of smoking participation is   
–0.26, and (2), the average conditional demand elasticity is –0.62. These results indicate
that a 1% increase in cigarette prices, will reduce smoking participation among college 
students by 0.26% and will reduce the level of smoking among current college students 
by 0.62%.14

Tauras et al. (2001) conducted a study that looked at the effects of price on teenage 
smoking initiation.15 The authors used data from the Monitoring the Future study which 
examines smoking habits, among other things, of 8th, 10th, and 12th graders. They defined 
smoking initiation in three different ways: smoking any cigarettes in the last 30 days, 
smoking at least one to five cigarettes per day on average, or smoking at least one-half 
pack per day on average. The results suggest that the estimated price elasticities of 
initiation are –0.27 for any smoking, -0.81 for smoking at least one to five cigarettes, and 
–0.96 for smoking at least one-half pack of cigarettes. These results above indicate that a 
10% increase in the price of cigarettes will decrease the probability of smoking initiation 
between approximately 3% and 10% depending on how initiation is defined. In a related 
study, Powell et al. (2003) estimated a price elasticity of youth smoking participation of  
–0.46, implying that a 1% increase in price leads to a 0.46% reduction in smoking 
participation.16

In conclusion, economic research suggests the demand for cigarettes is price inelastic, 
with an elasticity generally found to be between –0.3 and -0.5.  

Nicotine Replacement Products

Nicotine replacement products, such as Nicorette Gum and Nicoderm patches, are used to 
aid those who are attempting to quit smoking.  Before 1996, these products were only 
available with a doctor’s prescription. Currently, they are available as over-the-counter 
products. Many researchers now recommend that those trying to quit smoking use a 
variety of these methods in combination.

                                                          
14 Czart et al. “The impact of prices and control policies on cigarette smoking among college students”. 
Contemporary Economic Policy. Western Economic Association. Copyright April 2001.
15 Tauras et al. “Effects of Price and Access Laws on Teenage Smoking Initiation: A National Longitudinal 
Analysis”. University of Chicago Press. Copyright 2001.
16  Powell et al. “Peer Effects, Tobacco Control Policies, and Youth Smoking Behavior”. Impacteen. 
February 2003.
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One study, by Hu et al., examines the effects of nicotine replacement products on 
cigarette consumption in the United States.17 One of the results of the study found that, “a 
0.076% reduction in cigarette consumption is associated with the availability of nicotine 
patches after 1992.” In 2002, the Food and Drug Administration ("FDA") approved the 
Commit lozenge for over-the-counter sale. This product is similar to the gum and patch 
nicotine replacement products. It is unclear whether it offers a significant advantage over 
those other products.18 NicoBloc, a liquid applied to cigarettes which blocks tar and 
nicotine from being inhaled, is another cessation product on the market since 2003. 
Zyban is a non-nicotine drug that has been available since 2000. It has been shown to be 
effective when combined with intensive behavioral support.19  

In 2006, the FDA approved varenicline, a Pfizer product marketed as Chantix, for use as 
a prescription medicine. It is intended to satisfy nicotine cravings without being 
pleasurable or addictive. The drug binds to the same brain receptor as nicotine. Tests 
indicate that it is more effective as a cessation aid than Zyban. Pfizer introduced Chantix 
with a novel marketing program, GETQUIT, an integrated consumer support system 
which emphasizes personalized treatment advice with regular phone and e-mail contact. 
The drug debuted with strong sales in 2007, but suffered a reversal the following year due 
to safety concerns. It has since seen increased sales and marketing success. Free & Clear, 
a provider of tobacco treatment services, reported in June 2008, that Chantix has 
achieved higher average quit rates than Zyban, patches, gum, and lozenges. Though 
Pfizer reported additional positive results in 2009, the FDA required that Pfizer update 
the Chantix label with the most restrictive, "Black Box", safety labeling describing the 
risks. But the FDA does conclude: "The Agency continues to believe that the drug's 
benefits outweigh the risks and the current warnings in the Chantix label are appropriate." 
These warnings include changes in behavior, hostility, agitation, depressed mood, and 
suicidal thoughts or actions, as well as serious skin reactions and heart and blood vessel 
problems. Nevertheless the FDA said on October 24, 2011 that it will continue to 
evaluate the risk of mood changes and other psychiatric events associated with its use. In 
March 2013, researchers at the University of Texas M.D. Anderson Cancer Center 
reported a better quitting experience with varenicline than other treatments. In September 
2011, the New England Journal of Medicine reported positive smoking cessation efficacy 
and safety tests for Cytisine, an inexpensive compound long sold in Eastern Europe as 
Tabex, as a cessation aid.    

Several new drugs may also appear on the market in the near future. In 2005, Cytos 
Biotechnology AG announced the successful completion of Phase II testing of a virus-
based vaccine, genetically engineered to attract an immune system response against 
nicotine and its effects. In 2007 the company entered into a partnership with Novartis to 
commercialize the drug, NIC002, but a subsequent Phase II trial was unsuccessful. 
Novartis though has continued study and commenced a new Phase II trial in November 
                                                          
17 Hu et al. “Cigarette consumption and sales of nicotine replacement products”. TC Online. Tobacco 
Control. Summer 2000. http:\\tc.bmjjournals.com.
18 Niaura, Raymond and Abrams, David B. “Smoking Cessation: Progress, Priorities, and Prospectus”. 
Journal of Consulting and Clinical Psychology. June 2002.  
19 Roddy, Elin. "Bupropion and Other Non-nicotine Pharmacotherapies". British Medical Journal. 28 
February 2004.
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2011. Nabi Biopharmaceuticals had successfully completed its Phase IIB clinical trials 
for NicVAX, a vaccine to prevent and treat nicotine addiction by triggering antibodies 
that bind with Nicotine molecules; but after Fast Track Designation from the FDA, the 
drug failed its initial Phase III trials in 2009. In September 2011 the second Phase III trial 
failed as well. The Xenova Group is set to begin Phase II testing of its similar vaccine, 
Ta-Nic. Positive results were reported in July 2006 by Somaxon Pharmaceuticals from a 
pilot Phase II study of Nalmefene. Nalmefene has been used for over 10 years for the 
reversal of opioid drug effects. The company is seeking to develop it as a treatment for 
impulse control disorders. In 2008, Evotec AG announced it would launch a Phase II 
study of EVT 302, a drug intended to ease smoker's cravings and nicotine withdrawal 
symptoms after cigarette deprivation. In 2011 the FDA cleared an Investigational New 
Drug Application to conduct a Phase II-B trial of X-22, a smoking cessation kit of very 
low nicotine cigarettes made by the 22nd Century Group. In 2012, a team from Weill 
Cornell Medical College reported the development of an anti-nicotine vaccine using a 
genetically engineered virus. The vaccine was successful in test with mice, though it will 
take several years before it can be tested in humans. It is expected that products such as 
these and others will continue to be developed and that their introduction and use will 
contribute to the trend decline in smoking. Our forecast includes a strong negative trend 
in smoking rates which incorporates the influence of these factors.  

Further aiding sales of these products is the decision by 45 state Medicaid programs to 
offer cessation benefits to Medicaid beneficiaries. And at least ten states (California, 
Colorado, Maryland, New Jersey, New Mexico, New York, North Dakota, Oregon, 
Rhode Island, and Vermont) have established minimum standards for private insurance 
coverage of cessation products and services. Most recently, in October 2010, Medicare 
coverage was expanded to provide cessation counseling to seniors without tobacco-
related disease.

Electronic Cigarettes

Electronic cigarettes have also gained in popularity in recent years. NJOY, Vapor, Logic, 
and Blu, are marketing and advertising extensively across the US. Sales in 2012 have 
been estimated to be as much as $500 million, and increasing rapidly. The CDC in 
February 2013 reported survey results that indicate 6.2% of the adult population, and 
21% of smokers, had tried e-cigarettes at some time. These were roughly double 
estimates in 2010. Lorillard acquired Blu Ecigs in 2012, Reynolds has tested an e-
cigarette, Vuse, and Altria announced in 2013 that it would introduce a product later in 
the year.

They are, on one hand, alternatives to cigarettes as smokers cope with indoor bans, but 
also cessation devices whose nicotine content can be controlled. In 2010 the U.S. Court 
of Appeals for the District of Columbia Circuit ruled that the FDA could not regulate 
electronic cigarettes as a drug, rather it must regulate them as tobacco products. It is 
unclear what actions the FDA may take towards electronic cigarettes in the future. Their 
role though in smoking, and smoking cessation, is ambiguous. On the one hand they can 
be used as a cessation device weaning a smoker away from cigarettes. In this case, as a 
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substitute for cigarettes, they result in lower cigarette consumption. On the other hand, 
they can, in the presence of indoor smoking bans, allow smokers to maintain a nicotine 
habit or addiction, offsetting some of the ban's effectiveness in reducing smoking and 
consumption of cigarettes. In this case electronic cigarettes are complements to 
cigarettes. Indoor smoking restrictions have reduced the consumption of cigarettes and 
created a demand for electronic cigarettes. But electronic cigarettes themselves do not 
further reduce consumption except to the extent that they are substitutes for cigarette 
usage. Nevertheless, a 2013 study in the United Kingdom found that 76% of e-cigarette 
users said they started using their devices to replace cigarettes entirely. And results of a 
trial in Italy, published by the journal Plos One in June 2013, found that 8.7% of 
electronic cigarette users stopped smoking cigarettes. Researchers have reported several 
safety concerns with the products, including concerns on the variability in delivered 
nicotine content. The U.S. Department of Transportation is proposing a ban on electronic 
cigarettes on all flights to and from the U.S., a prohibition already enacted by Amtrak on 
its trains. And Ohio County, WV is one of a number of counties which are discussing 
banning e-cigarette use in indoor public places.

Workplace Restrictions 

In their 1996 study on the effect of workplace smoking bans on cigarette consumption, 
Evans, Farrelly, and Montgomery found that between 1986 and 1993 smoking 
participation rates among workers fell 2.6% more than non-workers.20 Their results 
suggest that workplace smoking bans reduce smoking prevalence by five percentage 
points and reduce consumption by smokers nearly 10%. The authors also found a positive 
correlation between hours worked and the impact on smokers in workplaces that have 
smoking bans. The more hours per day a smoker spent working in a smoking restricted 
environment, the greater the decline in the quantity of cigarettes that smoker consumed.

Factors Affecting Cigarette Consumption

Most empirical studies have found a common set of variables that are relevant in building 
a model of cigarette demand. These conventional analyses usually evaluate one or more 
of the following factors: (i) general population growth, (ii) price increases, (iii) changes 
in disposable income, (iv) youth consumption, (v) trend over time, (vi) workplace 
smoking bans, (vii) smoking bans in public places, (viii) nicotine dependence and (ix) 
health warnings. While some of these factors were not found to have a measurable impact 
on changes in demand for cigarettes, all of these factors are thought to affect smoking in 
some manner and to be incorporated into current levels of consumption. 

                                                          
20 Source: Evans, William N.; Farrelly, Matthew C.; and Montgomery, Edward.  “Do Workplace Smoking
Bans Reduce Smoking?”.  Working Paper No. W5567, National Bureau of Economic Research, 1996.
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Price Elasticity of Demand. Cigarette price elasticities from recent conventional research 
studies have generally fallen between an interval of -0.3 to -0.5. Based on Global 
Insight’s multivariate regression analysis using U.S. data from 1965 to 2012, the long-run 
price elasticity of consumption for the entire population is -0.33; a 1.0% increase in the 
price of cigarettes decreases consumption by 0.33%. 

In 1998, the average price of a pack of cigarettes in the U.S. in nominal terms was $2.20. 
This increased to $2.88 per pack in 1999, representing a nominal growth in the price of 
cigarettes of 30.9% from 1998. During 1999, consumption declined by 6.45%. This was 
primarily due to a $0.45 per pack increase in November 1998 which was intended to 
offset the costs of the MSA and agreements with previously settled states. 

Over the next several years the cigarette manufacturers continued to increase wholesale 
prices, and state excise taxes rose dramatically across the nation. By 2008 the weighted 
average state excise tax was $1.23 per pack and cigarette prices averaged $5 per pack. 

The 2008-2009 recession and its stress on state budget revenues prompted acceleration in 
excise tax increases, as sixteen states increased taxes, resulting in an average tax of $1.34 
at the end of 2009.  In 2010, Hawaii, New Mexico, New York, South Carolina, Utah, and 
Washington, raised taxes. In 2011, excise tax increases went into effect in Connecticut, 
again in Hawaii, and in Vermont. In 2012, Illinois, by $1.00 per pack, and Rhode Island, 
by $0.04 per pack, raised cigarette excise taxes. The average state tax rate is currently 
$1.48. In March 2013, Cook County, Illinois increased its cigarette excise tax by $1.00 
per pack, to push city, county, and state taxes in Chicago to $6.67 per pack. And this 
year, in May, legislation was passed in Minnesota to increase its excise tax by $1.60 per 
pack. In Massachusetts on June 25, House and Senate negotiators announced agreement 
on a bill which would raise the state excise tax by $1.00 per pack. Also in 2013 the 
legislatures in Florida, Maryland, New Hampshire, Oregon, and Rhode Island are 
considering tax increases. A group in California is backing a 2014 ballot initiative to add 
$1.00 per pack to the state excise tax. A similar ballot initiative was unsuccessful at the 
polls in 2012. Nevertheless, in May 2013, two California Senate committees have 
recommended a bill to raise the state excise by $2.00 per pack.

The federal excise tax had remained constant, at $0.39 per pack, from 2002 until 2009. 
But the U.S. Congress adopted legislation which raised the tax by $0.62, to $1.01, 
effective April 1, 2009. As a result the total state and federal excise tax now equals $2.47 
on average in the U.S. In 2011 a U.S. senate bill was sponsored by 14 Democrats and 
would have raised the excise tax to $2.01 per pack, but it was not successful. On January 
22, 2013 Senator Tom Harkin introduced legislation, the Healthy Lifestyles and 
Prevention America Act, which double the Federal excise tax on cigarettes and roll-your-
own tobacco and increase the tax on smokeless tobacco products. This year President 
Obama's 2013 federal budget proposal included an increase in the Federal Excise Tax to 
$1.95 per pack. 

Purchases of roll-your-own cigarette tobacco were discouraged by 2009 legislation, as its 
excise tax was raised substantially. But the excise tax changes also had the effect of 
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encouraging the use of pipe tobacco, combined with the availability of roll-your-own 
machines to circumvent the higher excise taxes.  Legislation introduced by Senator 
Richard Durbin on January 31, 2013, the Tobacco Tax Equity Act, would similarly 
equalize Federal excise tax rates on all tobacco products.    

During much of the period following the MSA, the major manufacturers refrained from 
wholesale price increases, and also actively pursued extensive promotional and dealer 
and retailer discounting programs which served to hold down retail prices. They did this 
in part due to the state tax increases, but primarily to maintain their market share from its 
erosion by a deep discount segment which grew rapidly following the MSA. The major 
manufacturers were finally successful in stemming the increase in the deep discount 
market share, which stabilized in 2004. The major manufacturers have raised prices or 
reduced discounts and promotions in each year since 2004. The average price, including 
excise taxes in March 2013 was $7.09 per pack. 
. 
Over the longer term our forecast expects price increases to continue to exceed the 
general rate of inflation due to increases in the manufacturers' prices as well as further 
increases in excise taxes.  In December 2012 R.J. Reynolds and Philip Morris USA 
announced list price increases of 6 cents per pack. This followed June increases of 6 cents 
as well. At that time Lorillard raised its price by 8 cents per pack. 

Premium brands are typically $0.50 to $1.00 more expensive per pack than discount 
brands, allowing a margin for consumers to switch to less costly discount brands in the 
event of price increases. The increasing availability of cigarette outlets on Indian 
reservations, where some sales are typically exempt from taxes, provides another 
opportunity for consumers to reduce the cost of smoking. Similarly, Internet sales of 
cigarettes grew rapidly, though credit card companies and shippers including the U.S. 
Postal Service have now put significant restrictions on shipping of cigarettes, and the 
federal government has enacted the Prevent All Cigarette Trafficking ("PACT") Act 
which requires the collection of all applicable taxes on Internet and mail-order cigarette 
shipments. Under the MSA volume adjustments to payments are based on the quantity 
(and not the price or type) of cigarettes shipped. The availability of lower price 
alternatives lessens the negative impact of price increases on cigarette volume, but it may 
negatively impact MSA receipts.

Changes in Disposable Income. Analyses from many conventional models also include 
the effect of real personal disposable income. Most studies have found cigarette 
consumption in the United States increases as disposable income increases.21 However, a 
few studies found cigarette consumption decreases as disposable income increases.22

Based on our multivariate regression analysis the income elasticity of consumption is 
0.27; a 1.0% increase in real disposable income per capita increases per capita cigarette 
consumption by 0.27%. In normal periods of economic growth this factor contributes a 
positive impact to cigarette demand, offsetting some of the negative impacts previously 

                                                          
21 Ippolito, et al.; Fuji.
22 Wasserman, et al.; Townsend et al.
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discussed. However, with the recession of 2008-2009 this factor also impacted cigarette 
demand and consumption in a negative way. 

Youth Consumption. The number of teenagers who smoke is another likely determinant 
of future adult consumption. While this variable has been largely ignored in empirical 
studies of cigarette consumption,23 almost all adult smokers first use cigarettes by high 
school, and very little first use occurs after age 20.24 One study examines the effects of 
youth smoking on future adult smoking.25 The study found that between 25% and 50% of 
any increase or decrease in youth smoking would persist into adulthood. According to the 
study, several factors may alter future correlation between youth and adult smoking: there 
are better means for quitting smoking than in the past, and there are more workplace bans 
in effect that those who are currently in their teen years will face as they age.

We have compiled U.S. data from the CDC that measures the incidence of smoking in the 
12-17 age group as the percentage of the population in this category that first become 
daily smokers. This percentage, after falling since the early 1970s, began to increase in 
1990 and increased through the decade. We assume that this recent trend peaked in the 
late 1990s and youth smoking has resumed its longer term decline. 

In 2012, the Surgeon General issued a report, "Preventing Tobacco Use among Youth 
and Young Adults". Among its major conclusions were, 1) that prevention efforts must 
focus on both adolescents and young adults, 2) that advertising and promotional activities 
by tobacco companies have been shown to cause the onset and continuation of smoking 
among youth, 3) that after years of steady progress, declines in tobacco use by the young 
have slowed, and 4) that coordinated, multi-component interventions that combine mass 
media campaigns, price increases, school-based programs, and community wide smoke-
free policies and norms are effective in reducing tobacco use. Also in 2012 the CDC 
produced a mass-media advertising campaign featuring graphic descriptions of the 
adverse health effects of smoking. In August 2012 the CDC declared the campaign a 
major success, as the agency concluded that the ads helped to double the amount of calls 
to their telephone quit line. A new CDC campaign, with graphic adverse health images  
began in March 2013. 

Trend Over Time. Since 1964 there has been a significant decline in adult per capita 
cigarette consumption. The Surgeon General’s health warning (1964) and numerous 
subsequent health warnings, together with the increased health awareness of the 
population over the past thirty years, may have contributed to decreases in cigarette 
consumption levels. If, as we assume, the awareness of the adult population continues to 
change in this way, overall consumption of cigarettes will decline gradually over time. 
Our analysis includes a time trend variable in order to capture the impact of these 

                                                          
23 Except for those such as Wasserman, et al. that studied the price elasticity for different age groups.
24 Source: Surgeon General’s 1994 Report, “Preventing Tobacco Use Among Young People.”
25 Source: Gruber, Jonathon and Zinman, Jonathon.  “Youth Smoking in the U.S.:Evidence and 
Implications”.  Working Paper No. W7780, National Bureau of Economic Research, 2000.
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changing health trends and the effects of other such variables, which are difficult to 
quantify.

Health Warnings. Categorical variables also have been used to capture the effect of 
different time periods on cigarette consumption. For example, some researchers have 
identified the United States Surgeon General's Report in 1964 and subsequent mandatory 
health warnings on cigarette packages as turning points in public attitudes and knowledge 
of the health effects of smoking. The Cigarette Labeling and Advertising Act of 1965 
required a health warning to be placed on all cigarette packages sold in the United States 
beginning January 1, 1966. The Public Health Smoking Act of 1969 required all cigarette 
packages sold in the United States to carry an updated version of the warning, stating that 
it was a Surgeon General’s warning, beginning November 1, 1970.  The Comprehensive 
Smoking Education Act of 1984 led to even more specific health warnings on cigarette 
packages.  The Family Smoking Prevention and Tobacco Control Act ("FSPTCA") 
requires that cigarette packages have larger and more visible graphic health warnings. 
Regulations that were to go into effect in September 2012 mandated that a series of nine 
graphic health warnings must appear on the upper portion of the front and rear panels of 
each cigarette package and comprise at least the top 50 percent of these panels. Five 
manufacturers challenged the implementation of these new warnings on First 
Amendment grounds, and on November 7, 2011 a federal judge issued a preliminary 
injunction blocking the FDA requirement. The judge ruled that the labels were not 
factual, but rather, "…calculated to provoke the viewer to quit…." In 2012 a federal
judge in Washington blocked the new requirement, while an appeals court in Ohios ruled 
to uphold parts of the Act. In March 2013 the Attorney General decided not to ask the 
U.S. Supreme Court to review the case. Instead the FDA announced on March 19 that it 
would undertake research to support new rulemaking. On April 22 the Supreme Court 
upheld the provisions of the 2009 law, allowing the FDA to develop and implement new 
graphic warning labels,

At least six states, Alabama, Georgia, Idaho, Kentucky, South Carolina, and West 
Virginia, charge higher health insurance premiums to state employee smokers than non-
smokers, and a number of states have implemented legislation that allows employers to 
provide incentives to employees who do not smoke. Several large corporations, including 
Meijer Inc., Gannett Co., American Financial Group Inc., Bank One, JP Morgan Chase, 
PepsiCo Inc., Northwest Airlines, Safeway, Tribune Co., and Whirlpool, are now 
charging smokers higher premiums. 

Smoking Bans in Public Places. Beginning in the 1970s numerous states have passed 
laws banning smoking in public places as well as private workplaces. In September 2003 
Alabama joined the other 49 states and the District of Columbia in requiring smoke-free 
indoor air to some degree or in some public places.26

The most comprehensive bans, extending to restaurants and bars, have been enacted since 
1998 in 39 states and a number of large cities. Restrictions to all workplaces, restaurants, 

                                                          
26 Source: American Lung Association. “State Legislated Actions on Tobacco Issues”. 2002.
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and bars cover 47.9% of the U.S.  In 2012 North Dakota became the most recent state to 
adopt these bans in public places. In 2013 Kentucky is considering a similar ban.  

The American Nonsmokers’ Rights Foundation documents clean indoor air ordinances by 
local governments throughout the U.S. As of April 5, 2013, there were 3,876
municipalities with indoor smoking restrictions. Of these, 832 local governments required 
non-hospitality workplaces to be 100% smoke-free while 866 governments required 
100% smoke-free conditions in restaurants, and 731 required the same for bars. The 
number of such ordinances has grown rapidly in the past two decades. The ordinances 
completely restricting smoking in restaurants and bars have generally appeared in the past 
decade. In 1993 only 13 municipalities prohibited all smoking in restaurants, and 6 in 
bars.27

Based on the regression analysis using data from 1965 to 2012, the restrictions on 
workplace smoking that proliferated in the 1980s appear to have an independent effect on 
per capita cigarette consumption. We estimate that the restrictions instituted beginning in 
the late 1970s have reduced smoking by about 2%. However, the timing of the 
restrictions within and across states makes such statistical identification difficult. Bauer, 
et al. estimate that U.S. workers in smoke-free workplaces from 1993 to 2001 decreased 
their average daily consumption by 2.6 cigarettes.28 Research in Canada, by the Ontario 
Tobacco Research Unit, concludes that consumption drops in workplaces where smoking 
is banned, by almost five cigarettes per person per day. Tauras, in a study based on a 
large survey of smokers, found that the more restrictive smoke-free air laws decrease 
average smoking, but have little influence on prevalence.29 The study predicts that 
moving from no smoking restrictions at all to the most restrictive bans reduces average 
smoking from 5% to 8%. 

The extension of the indoor bans to restaurants and bars in the last decade began largely 
in the Northeast and did not appear, in our econometric analysis, to have a significant 
independent impact on smoking there. However, with data available from later in the 
decade across a wider geography, econometric analysis reveals that the bans did have a 
significant impact and we have added a variable quantifying the effect in our 
consumption model.  

The first extensive outdoor smoking restrictions were instituted in March 2006 in 
Calabasas, California. The cities of Los Angeles and Oakland, Contra Costa County, and 
the California municipalities of Belmont, Beverly Hills, Campbell, Concord, Dublin, El 
Cajon, Emeryville, Hayward, Loma Linda, Santa Cruz, and Santa Monica have also 
established extensive outdoor restrictions, as have Davis County and the City of Murray 
in Utah. In 2011 the New York City Council approved a bill to ban smoking in all city 
parks, beaches and pedestrian plazas. That ban went into effect on May 23, 2011.

                                                          
27 Source: American Nonsmokers’ Rights Foundation. http://www.no-smoke.org. January  2013.
28 Bauer, Hyland, Li, Steger, and Cummings. "A Longitudinal Assessment of the Impact of Smoke-Free 
Worksite Policies on Tobacco Use". American Journal of Public Health. June 2005
29 Tauras, John A. "Smoke-Free Air Laws, Cigarette Prices, and Adult Cigarette Demand" Economic 
Inquiry, April 2006. 
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Additional restrictions are being placed in residential units as well. First, many hotels, 
including the Marriott, Sheraton, and Westin chains have adopted completely smoke-free 
room standards. And multi-family residential buildings have been increasingly subject to 
restrictions, beginning in 2008 in the California cities of Belmont and Calabasas, which 
have approved ordinances which restrict smoking anywhere in the city except for single-
family detached homes. Alameda, Oakland, Pasadena, Santa Monica, and Thousand Oaks 
are among seven other California cities with such extensive bans. In September 2011 
Sonoma County imposed a similar ban, effective June 2012. In August 2011 the 
California Legislature passed legislation enabling landlords to ban smoking in residential 
rental units.  In June 2012, the Towbes Group of Santa Barbara became the largest 
apartment portfolio, with 2,000 units, to impose a smoking ban. In April 2013 California 
Assembly Bill 746 was defeated; it would have prohibited smoking in, and within 20 feet 
of entrances of, condominiums, duplexes, and apartment units throughout the state. A 
similar bill has also been introduced in Massachusetts. 

New York City's first non-smoking apartment building opened in late 2009. Many 
landlords and condominium associations in California, and in New York City, have also 
established smoke-free apartment policies. Most recently Related Companies, which 
manages 40,000 rental units, announced a ban on smoking for all new tenants. In July 
2011 the San Antonio Housing Authority announced a ban, effective in January 2012, on 
smoking in its 6,175 rental units. Similar bans went into effect in 2012 for public housing 
in Boston and Minneapolis.

In 2007, San Diego City and Los Angeles, Santa Cruz and San Mateo Counties banned 
smoking at beaches and parks, joining over 30 other Southern California cities in 
prohibiting smoking on the beach. They are now among 143 municipalities which have 
banned smoking on beaches, and 707 who have banned smoking in municipal parks.   

New Jersey has prohibited smoking in college dormitories since 2005. At least 750
colleges nationwide now prohibit smoking everywhere on campus. In 2013 the California 
state system will ban tobacco use, joining Arkansas and Oklahoma with no-smoking 
restrictions at public colleges and universities. Iowa prohibits smoking at all colleges and 
universities. Twenty-one states have banned smoking, indoors and outdoors, at state 
prisons. Arkansas, California, Louisiana, Maine, Puerto Rico, Texas, and Rockland 
County, NY now prohibit smoking in a car where there are children present, and similar 
legislation has been proposed in Maryland, New York, Oregon, Utah, Virginia, and other 
states.  

In June 2006, the Office of The Surgeon General released a report, "The Health 
Consequences of Involuntary Exposure to Tobacco Smoke". It is a comprehensive review 
of health effects of involuntary exposure to tobacco smoke. It concludes definitively that 
secondhand smoke causes disease and adverse respiratory effects. It also concludes that 
policies creating completely smoke-free environments are the most economical and 
efficient approaches to providing protection to non-smokers. We expect that the report 
will strengthen arguments in favor of further smoking restrictions across the country. 
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Further ammunition for activists for smoke-free environments was provided by the 
California Environmental Protection Agency Air Resources Board, which in 2006 
declared environmental tobacco smoke to be a toxic air contaminant.

Smokeless Tobacco Products. Smokeless tobacco products have been available for 
centuries. As cigarette consumption expanded in the last century, the use of smokeless 
products declined. Chewing tobacco and snuff are the most significant components. Snuff 
is a ground or powdered form of tobacco that is placed under the lip to dissolve. It 
delivers nicotine effectively to the body. Moist snuff is both smoke-free and potentially 
spit-free. Chewing tobacco and dry snuff consumption had been declining in the U.S. into 
this century, but moist snuff consumption has increased at an annual rate of more than 
5% since 2002. Snuff is now being marketed to adult cigarette smokers as an alternative 
to cigarettes. UST (purchased by Altria in 2009), was the largest producer of moist 
smokeless tobacco, and explicitly targeted adult smoker conversion in its growth strategy 
over the last decade. The leading cigarette manufacturers soon themselves added 
smokeless products, responding to both the proliferation of indoor smoking bans and to a 
perception that smokeless use is a less harmful mode of tobacco and nicotine usage than 
cigarettes. Philip Morris USA now markets Marlboro Snus which has experienced sales 
growth of over 6% annually into 2012, and Reynolds American has enjoyed similar gains 
with one of its smokeless products, Camel Snus. 

In 2011, according to SAMHSA's National Survey on Drug Use & Health, 3.2% of adults 
used smokeless tobacco products. And young adults were twice as likely to use 
smokeless products. A Massachusetts survey in 2011 found that 29% of male smokers 
aged 18-24 in snus test markets had tried snus products. 

Advocates of the use of snuff as part of a harm reduction strategy point to Sweden, where 
"snus", a moist snuff manufactured by Swedish Match, use has increased sharply since 
1970, and where cigarette smoking incidence among males has declined to levels well 
below that of other countries. A review of the literature on the Swedish experience 
concludes that snus, relative to cigarettes, delivers lower concentrations of some harmful 
chemicals, and does not appear to cause cancer or respiratory diseases. They conclude 
that snus use appears to have contributed to the unusually low rates of smoking among 
Swedish men.30 The Sweden experience is unique, even with respect to its Northern 
European neighbors. It is not clear whether it could be replicated elsewhere. A May 2008 
study using data from the 2000 National Health Interview Survey reports that U.S. men 
who used smokeless tobacco as a smoking cessation method achieved significantly 
higher quit rates than those who used other cessation aids.31 A 2010 study concluded 
however that young males who used smokeless tobacco products were more likely to be 
concurrent smokers.32 Public health advocates in the U.S. emphasize that smokeless use 

                                                          
30 Foulds, Ramstrom, Burke, and Fagerstrom. "Effect of Smokeless Tobacco (Snus) on Smoking and Public 
Health in Sweden". Tobacco Control. Vol. 12, 2003.
31 Rodu and Phillips, "Switching to Smokeless Tobacco as a Smoking Cessation Method: Evidence form 
the 2000 National Health Interview Survey". Harm Reduction Journal. 23 May 2008.
32 Tomar, Alpert, and Connolly, "Patterns of Dual Use of Cigarettes and Smokeless Tobacco among US 
Males: Findings from National Surveys". Tobacco Control. 11 December 2009.  
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results in both nicotine dependence and increased risks of oral cancer among other health 
concerns. Snuff use is also often criticized as a gateway to cigarette use.  

Nicotine Dependence. Nicotine is widely believed to be an addictive substance. The 
Surgeon General33 and the American Medical Association34 (AMA) both conclude that 
nicotine is an addictive drug that produces dependence. The American Psychiatric 
Association has determined that cigarette smoking causes nicotine dependence in 
smokers and nicotine withdrawal in those who stop smoking. The American Medical 
Association Council on Scientific Affairs found that one-third to one-half of all people 
who experiment with smoking become smokers.

Regulation. Since June 22, 2009 when President Obama signed the FSPTCA, the FDA 
has had broad authority over the sale, distribution, and advertising of tobacco products. 
Such legislation significantly restricts tobacco marketing and sales to youth, requires the 
disclosure of cigarette ingredients, bigger and bolder health warnings, and bans labels 
thought to be deceptive, such as "light", and "low-tar" from cigarettes. In New York City 
Mayor Bloomberg has proposed the prohibition of cigarette displays in retail outlets.

A significant issue before the FDA is the role of menthol cigarettes. It has been argued 
that menthol flavoring serves as an inducement to youth smoking and that its prevalence 
is especially high among minority groups, raising a call for a ban on its manufacture and 
sale. The FDA has established a working group to study the issue. Menthol cigarette sales 
represent almost 30% of total cigarette sales. In September 2012 the American Journal of 
Public Health published the first peer-reviewed data on menthol smokers. It reported the 
results of a national survey of those smokers showing that nearly 40% of menthol 
smokers say they would quit smoking if menthol cigarettes were no longer available. 
While an outright ban would no doubt prompt a significant number of these smokers to 
switch to other brands, any significant amount of quitting as a result would have a large 
negative effect on total consumption and sales. This survey suggests that the effect might 
be as large as a 12% reduction in cigarette consumption.   

In 2011 the FDA's Tobacco Products Scientific Advisory Committee ("TPSAC") 
determined that menthol use is most prevalent among younger smokers, and among 
African Americans. It concludes that the availability of menthol cigarettes more likely 
than not: 1.) increases experimentation and regular smoking, 2.) increases the likelihood 
and degree of addiction in youth smokers and, 3.) results in lower likelihood of smoking 
cessation success in African Americans. TPSAC continues to study the issue in 2013. 
The FDA submitted a draft report of its independent review of research related to the 
effects of menthol in cigarettes on public health, if any, to an external peer review panel 
in July 2011, adding that after peer review, the results and the preliminary scientific 
assessment will be available for public comment in the Federal Register. In addition
                                                          
33 Source: Surgeon General’s 1988 Report, “The Health Consequences of Smoking – Nicotine Addiction”.
34 Source: Council on Scientific Affairs, “Reducing the Addictiveness of Cigarettes," Report to the AMA 
House of Delegates, June 1998.
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TPSAC has initiated discussions on the nature and impact of dissolvable tobacco 
products on public health.
    
Whether FDA regulation will result in a significantly faster rate of decline of smoking in 
the U.S. cannot be determined at this time. But it clearly does have that potential if 
regulators take an aggressive and effective approach towards that goal. One of the most 
profound actions it is empowered to take is to mandate the reduction of nicotine levels in 
cigarettes. It will surely study the issue, perhaps opting to phase out nicotine, the 
addictive factor in cigarettes over some time period. The smaller manufacturers believe, 
on the other hand, that FDA regulation will strengthen the role of the major producers, as 
it raises costs of compliance and narrows price gaps of discount cigarettes. In October 
2011, the FDA and the U.S. National Institutes of Health announced a national study of 
the effects of new tobacco regulation on smokers. The study will examine, by following 
more than 40,000 smokers, susceptibility to tobacco use, use patterns, resulting health 
problems, and will evaluate how regulations affect tobacco-related attitudes and 
behaviors.  In January 2013 a state legislator in Oregon took an unprecedented step in 
cigarette regulation by introducing a bill which would make nicotine a controlled 
substance, requiring a doctor's prescription.  

Research has indicated, and our model incorporates, a negative impact on cigarette 
consumption due to tobacco tax increases, and a negative trend decline in levels of 
smoking since the Surgeon General’s 1964 warning, subsequent anti-smoking initiatives, 
and regulations which restrict smoking. Our model and forecast acknowledges the 
efficacy of these activities in reducing smoking and assumes that the effectiveness of 
such anti-smoking efforts will continue. For instance, in 2001, Canada required cigarette 
labels to include large graphic depictions of adverse health consequences of smoking. 
Recent research suggests that these warnings have some effectiveness, as one-fifth of the 
participants in a survey reported smoking less as a result of the labels.35 More recent 
survey research has found that smokers were more likely to say they wanted to quit after 
having seen such graphic images.  As the prevalence of smoking declines, it is likely that 
the achievement of further declines will require either a greater level of spending, or 
more effective programs. This is the common economic principle of diminishing returns. 

An Empirical Model of Cigarette Consumption

An econometric model is a set of mathematical equations which statistically best 
describes the available historical data. It can be applied, with assumptions on the 
projected path of independent explanatory variables, to predict the future path of the 
dependent variable being studied, in this case adult per capita cigarette consumption.  
After extensive analysis of available data measuring all of the above-mentioned factors 
which influence smoking, we found the following variables to be effective in building an 
empirical model of adult per capita cigarette consumption for the United States:

                                                          
35 Hammond, Fong, McDonald, Brown, and Cameron. "Graphic Canadian Warning Labels and Adverse 
Outcomes: Evidence from Canadian Smokers". American Journal of Public Health. August 2004.
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1) the real price of cigarettes 
2) the level of real disposable income per capita
3) the impact of  restrictions on smoking in public places
4) the trend over time in individual behavior and preferences

We used the tools of standard multivariate regression analysis to determine the nature of 
the economic relationship between these variables and adult per capita cigarette 
consumption in the U.S. Then, using that relationship, along with IHS Global Insight’s 
standard population growth forecast, we projected actual cigarette consumption (in 
billions of cigarettes) out to 2039. It should also be noted that since our entire dataset 
incorporates the effect of the Surgeon General’s health warning (1964), the impact of that 
variable too is accounted for in the forecast. Similarly the effect of nicotine dependence is 
incorporated into our entire dataset and influences the trend decline.

Using U.S. data from 1965 through 2012 on the variables described above, we developed 
the following regression equation. 

log (per capita consumption) = 54.1

- 0.024 * trend

- 0.223 * log (cigarette price)

- 0.104 * log (cigarette price last year)
       

+ 0.274 * log (per capita disposable income)

- 0.001 * percentage of U.S. with strong indoor smoking ban

- 0.002 * percentage of U.S. with strong indoor smoking ban last year.

      
This model has an R-square in excess of 0.99, meaning that it explains more than 99 
percent of the variation in U.S. adult per capita cigarette consumption over the 1965 to 
2012 period. In terms of explanatory power this indicates a very strong model with a high 
level of statistical significance. 

According to the regression equation specified above, cigarette consumption per capita 
(CPC) displays a trend decline of 2.4% per year. The trend reflects the impact of a 
systematic change in the underlying data that is not explained by the included 
explanatory variables.  In the case of cigarette consumption, the systematic change is in 
public attitudes toward smoking. The trend may also reflect the cumulative impact of 
health warnings, advertising restrictions, and other variables which are statistically 
insignificant when viewed in isolation. This trend, primarily due to an increase in the 
health-conscious proportion of the population averse to smoking, would by itself account 
for 90.3% of the variation in consumption. This coefficient is estimated such that a 
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statistical confidence interval of 95% for its value is from 0.0195 to 0.0269 (1.95% to 
2.69%). This implies that there is a probability of 5% that the trend rate of decline is 
outside this range. 

Forecast Assumptions 

Our forecast is based on assumptions regarding the future path of the explanatory 
variables in the regression equation. Projections of U.S. population and real per capita 
personal disposable income are standard IHS Global Insight forecasts. Annual population
growth is projected to average 0.7%, and real per capita personal disposable income is 
projected to increase over the long term at just over 2.1% per year. 

The projection of the real price of cigarettes is based upon its past behavior with an 
adjustment for the shock to prices due to the MSA and other state settlement agreements 
and subsequent excise tax increases. Cigarette prices increased dramatically in November 
1998, as manufacturers raised prices by $0.45 per pack. Subsequent increases by the 
manufacturers and numerous federal and state hikes in excise taxes brought prices to an 
average of $3.84 per pack in 2004, to $4.04 in 2005, to $4.18 in 2006, $4.47 in 2007, 
$4.75 in 2008, and to $5.99 in 2009, $6.62 in 2010, $6.85 in 2011, and $7.00 in 2012, 
following federal and state tax increases. Our forecast assumptions have incorporated 
price increases in excess of general inflation to offset excise and other taxes. Relative to 
other goods, cigarette prices will rise by an average of 1.9% per year over the long term. 
The average real increase over the 30 years ending 1998 was 1.48% per year.

President Obama's 2013 federal budget proposal included an increase in the Federal 
Excise Tax to $1.95 per pack. Our model predicts that, if enacted, the tax increase would 
reduce cigarette consumption by an additional 4.6%, resulting in a total decline of 
approximately 8% in the first year after enactment.  

In addition, we assume that the prevalence of indoor and outdoor restrictions on smoking 
will continue to increase. It is assumed that by 2020 100% of states and municipalities 
will completely restrict smoking in workplaces, restaurants and bars. At the same time, 
outdoor and residential restrictions will proliferate over this, and the following decades. 
These bans are assumed to be as effective in reducing smoking as the indoor bans. 
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Forecast of Cigarette Consumption

The graph below illustrates total actual and projected cigarette consumption in the United 
States. 

In addition to the expected trend decline in cigarette consumption, the sharp upward 
shock to cigarette prices in late 1998 and 1999 contributed to a 6.5% reduction in 
consumption in 1999. The rate of decline moderated considerably in the following years, 
averaging 2.1% from 1999 to 2007, before accelerating sharply in 2008. 

The economic downturn in the US in 2008 turned into the deepest since the 1930s, with 
sharply negative effects on household disposable income. At the same time a rapid 
increase in gasoline and energy prices significantly reduced the discretionary spending of 
consumers. In addition, cigarette price increases continued, the federal excise tax was 
raised dramatically, and indoor smoking bans continued to proliferate. Consumption fell 
by over 4% in 2008 and by over 8% in 2009. Cigarette shipment declines moderated from 
2010 to 2012, when the rate of decline was slightly less than 2%. (Roll-your-own tobacco 
had represented as much as 3% of tobacco volume under the MSA, but has declined in 
volume by over 70% since 2008, after federal excise taxes were substantially increased.) 

In 2013, shipments reported by MSAI for the first quarter were 6.2% lower than a year 
ago. This decline was exaggerated by the existence of one fewer shipping day (two fewer 
for some manufacturers due to the Easter holiday), but also likely influenced by a
slowdown in economic activity and higher gasoline prices. For the year we project a 
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consumption decline of 3.7%, largely due to a reduction in IHS' per capita disposable 
income growth forecast to 1.0%.     

Over the longer term our model includes estimates of the negative impact of indoor 
smoking bans, which we anticipate will ultimately be enacted in all states. For instance, 
in 2011 legislation to establish indoor bans in Texas and Louisiana made significant 
advances before being defeated. We also assume that stringent restrictions on smoking 
will continue to be enacted, including their gradual extension to outdoor public places, as 
well as to private indoor residential spaces such as in multi-family housing. 

From 2012 through 2039 the average annual rate of decline is projected to be 3.02%. 
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Forecast U.S. Consumption of Cigarettes 

Total 
Consumption

Decline Rate Consumption 
including

Roll-Your-
Own

Decline Rate

(billions) (%) (billions) (%)

2009 318.7 -9.1% 325.0 -8.1%
2010 300.8 -6.4% 304.1 -5.6%
2011 293.3 -2.7% 296.0 -2.5%
2012 287.9 -2.0% 290.1 -1.9%

FORECAST
2013 277.1 -3.7% 279.3 -3.7%
2014 267.7 -3.4% 269.8 -3.4%
2015 258.5 -3.4% 260.5 -3.4%
2016 249.5 -3.5% 251.4 -3.5%
2017 240.5 -3.6% 242.4 -3.6%
2018 232.0 -3.6% 233.8 -3.6%
2019 223.9 -3.5% 225.6 -3.5%
2020 216.3 -3.4% 218.0 -3.4%
2021 209.2 -3.3% 210.9 -3.3%
2022 202.7 -3.1% 204.2 -3.1%
2023 196.5 -3.0% 198.1 -3.0%
2024 190.9 -2.9% 192.4 -2.9%
2025 185.6 -2.8% 187.0 -2.8%
2026 180.6 -2.7% 182.0 -2.7%
2027 175.8 -2.7% 177.1 -2.7%
2028 171.1 -2.7% 172.4 -2.7%
2029 166.5 -2.7% 167.8 -2.7%
2030 162.0 -2.7% 163.3 -2.7%
2031 157.7 -2.7% 158.9 -2.7%
2032 153.5 -2.7% 154.6 -2.7%
2033 149.2 -2.7% 150.4 -2.7%
2034 145.1 -2.8% 146.2 -2.8%
2035 141.1 -2.8% 142.2 -2.8%
2036 137.1 -2.8% 138.2 -2.8%
2037 133.3 -2.8% 134.3 -2.8%
2038 129.5 -2.8% 130.5 -2.8%
2039 125.7 -2.9% 126.7 -2.9%
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Comparison With Prior Forecasts

In November 2001 IHS Global, then DRI∀∀WEFA presented a similar study, “A Forecast of 
U.S. Cigarette Consumption (2000-2039) for the Tobacco Settlement Financing
Corporation.” That report projected consumption in 2039 of 214.89 billion cigarettes, 
reflecting an average decline rate of 1.75%. The current forecast projects an average 
decline rate of 3.02% through 2039, to an annual consumption level of 125.7 billion 
sticks. Through 2006 the 2005 study accurately projected consumption declines, but the 
sharp acceleration in the decline rate thereafter resulted in a substantial forecast error. 
The new forecast was developed with consideration of the large federal tax increase on 
2009 and of the negative effects of the proliferation on smoking ban legislation across the 
US. 

This forecast also differs slightly from IHS Global forecasts of cigarette consumption 
earlier on 2013. The revised forecast reflects the official determination of 2012 
shipments, as well as a weaker near term economic outlook and forecast for disposable 
income.      
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MASTER SETTLEMENT AGREEMENT 

This Muskr Settlement Agreement is made hy the undersigned Settling State officials (un behalf of their respective 
Settling Slales) and the undersigned Participating Manufacturers to settle and resolve with tinality all Released Claims 
against the Participating Manufacturers and related entities as set forth herein. This Agreement constitutes the documentation 
effecting this settlement with respect to each Settling Stale. dnd is intended to and shall be binding upon each Settling Slate 
and each Participating Manufacturer in accordance with the terms hereof. 

/. RECITALS 

WHEREAS, more than 40 States have commenced litigation asserting various claims for monetary, equitable and 
injunctive relief' against certain tobacco product manufucturers and others as defendants, and the States that have ntH tiled suit 
can potentially assert similar claims: 

WHEREAS, the Settling States that have commenced litigation have sought to obtain equitable relief and damages 
under state laws, including consumer protection and/or antitrust laws, in order to further the Settling States' policies 
regurding public health, including policies adopted to achieve a signiticant reduction in smoking by Youth; 

WHEREAS, defendants have denied each and everyone of the Settling States' allegations of unlawful conduct or 
wrongdoing and have asserted a numhe'r of defenses to the Settling States' claims, which defenses have been contested by the 
Settling States; 

WHEREAS, the SeUling States and the Participating Manufacturers are committed to reducing underage tobacco use 
by discouraging such use and by preventing Youth access to Tohacco Products; 

WIIEREAS, the Participating Manufacturers recognize the concern ()f the tohucco grower community that it m:ly he 
adversely utTected by the potential reduction in tubacco consumption resulting from this setllement, reaf'lirm their 
commitment 10 work cooperatively to address concerns about the potential adverse economic impuct on such community. and 
will. within 30 days after the MSA E",ecution Date, meet with the political leadership of States with grower communities In 
uddress these economic concerns; 

WHEREAS. the undersigned Settling State officials helieve that entry into this Agreement and uniform consent 
decrees with the tohacco industry is necessary in order to further the Settling States' policies designed to reduce Youth 
smoking, to promote the public health and to secure monetary payments to the Settling States; and 

WHEREAS, the Settling States and the Participating Manufacturers wish to avoid the further e"'pense, delay, 
inconvenience, hurden and uncertainty of continued litigation (including appeals from any verdicts), and, therefore, have 
agreed to settle their respective lawsuits and potential claims pUniuant to terms which will achieve for the Settling Stales nnd 
their citizens signiticant funding for the advancement of public health, the implementation of important tobacco·related 
puhlic health measures, including the enforcement of the mandates and restrictions related to such measures, as well as 
funding for II national Poundation dedicated to signiticantly reducing the use of Tobacco Products by Youth; 

NOW, THEREfORE, BE IT KNOWN THAT, in consideration of the implementation of tobacco-related heuhh 
measures and the payments to be made by the Participating Manufacturers, the release and dischurge of all cluims by the 
Settling States, and such other consideration as described herein, the sufticiency of which is herehy acknowledged, the 
Settling Stales and the Purticipaling Manufacturers, acting by and through their authorized agenls, memorialize und agree as 
follows: 

II. DEFINITIONS 

(a) "Account" has the meaning given in the Escrow Agreement. 

(b) "Adult" means ony person or persons who are not Underage. 

(c) "Adult-Only Pucility" means a facility or restricted area (whether open·air or enclosed) where the uperator 
ensures or has a reasonable basis to helieve (such as hy checking identitication as required under state law, or hy checking the 
identification of any person appearing to be under the age of 27) that no Underage person is present. A facility or restricted 
area need not be pennanently restricted to Adults in order to constitute an Adult·Only facility, provided that the operator 
ensures or has a reasonable basis to believe that no Underage person is present during the event or time period in question. 

(d) "Affiliate" means a person who directly or indirectly owns or controls, is owned or controlled by, or is under 
common ownership or control with, another person. Solely fUr purposes of this definition, the terms "owns," "is owned" und 
"ownership" mean ownership of an equity interest, or the equivalent thereof, of 10 percent ur more, and the term "person" 
means an individual, partnership, committee. association, corporation or any other organization or group of persons. 

(e) "Agreement" mean~ this Master Settlement Agreement, together with the e",hibits hereto, as it may be umended 
pursuant to subsection XVIJI(j). 

(f) "Allocahle Share" means the percentage set forth for the State in question as listed in E",hihit A heretn, without 
regurd to uny suhsequent alteration or modification of such State's percentuge shure agreed to by or among any States; or, 
solely for the purpose of calculating payments under subsection IX(c)(2) (and corresponding payments under suhsection 
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IX(i», the percentage disclosed for the Stale in question pursuant to suhsection IX(c)(2)(A) prior to June 30, 1999, without 
regard tn any subsequent alteration or modification of such Slate's percentage share agreed 10 hy or among any States. 

(g) "Allocated Payment" means a particular Seuling State's AJlocable Share of the sum of all of the payments to 
he made hy the Original Participating Manufacturers in the year in question pursuant to :mbsections IX(c)(1) and IX(c)(2), liS 

such payments have neen adjusted, redut.:cd <lnd allocated pursuunt 10 cl'lUse "Pirst" through the first sentence uf clause 
"Fifth" I)f subsection lX(j), but before applic;:ttion of the other offsets and adjustments described in clauses "Sixth" through 
"Thirteenth" of subsection IX(j). 

(h) "Bankruptcy" means, with respect to any entity. the commencement of a case or other proceeding (whether 
voluntary or involuntary) seeking any of (I) liquidation. reorganization, rehahilitation. rccei ..... er~hip, conservatorship. or other 
relief with respect to such entity or its debts under any bankruptcy, insolvency Of similar law now or ht!reafter in effect; 
(2) the appointment of u trustee. recei ..... er. liquidator, custodian or similar official of such entity Of any substantial part of its 
business or property: (3) the consent of such entity to any of the relief descrihed in (l) above or to the appointment or any 
ufticiill described in (2) above in any such case or other proceeding involuntarily commenced at;:1inst such entity; or (4) Ihe 
entry of an on.!er for relief as to such entity under the federal bankruptcy laws as now or hereafter in effect. Provided, 
howev!!r, that an involuntary case or proceeding otherwise within the foregoing definition shall not be a "Bankruptcy" if it is 
ur was dismissed wilhin 60 days of its commencement. 

0) "Hrand Name" means u hrand name (alone or in conjunctiun with any other word). tradel1lark, logo. symhol, 
multo, seiling message, recugnizable pattern of colnrs, or any other indicia of pn>ducl identification identical or simih1T tn, ur 
identifiable with. those used for any domestic hrand of Tobacco Products. Provided, however, that the term "Brand Name" 
shall nut include the corporate name of "ny Tohacco Product Manufacturer that dues nut after the MSA Execution Date sell a 
bnlOd nfTohw.:cn Prnduct~ in the ShHe~ that includes such corpomle name. 

(j) "Brand Name Sponsorship" me:ms an athletic, musk-uf, artistic, or uther social ur culluml event :IS to which 
payment is made (or other consideration is provided) in exchange for use uf a Brand Name or Names (I) as part of the name 
of the event or (2) to identify. advertise. or promote :mch even[ or an entrant, participant or team in such event in any other 
way. Sponsorship of a single national or multj·state series or tour (for example, NASCAR (including any numher of 
NASCAR races». or ()f one or more events within a single national or multi·state series ur tour, or of an eotmnt, participant. 
or team taking part in events sanctiuned hy a single approving organization (e.g., NASCAR or CART), constitutes one Brand 
Name Sponsorship. Sponsorship of an entrant, participant. or team hy a Particip.tling Manufacturer using a Brand Namt! or 
N<tmes in an event that is part of a series ur tour lh,u is sponsured hy such Participating Manufacturer or that is part of a series 
tIT tour in which anyone or more events are sponsored by such Participating Manuf<lcturer does nO( cunstitute a st!parate 
Brand Name Sponsorship. Spunsorship of an entrant, participant, or team by a Participating ManufaclUrer using a Brand 
Name or Names in any event (or series of events) nol sponsored by such Participating Manufacturer constitutes a Brand 
Name Sponsorship, The term "Brand Name Sponsurship" shall not include an event in an Adult-Only facility. 

(k) "Business Day" means a day which is not a Smurday or Sunday or legal holiday un which banks are authorized 
or re'tuirel.l to cloSt! in New York, New York. 

(I) "Cartoon" means any drawing or other depiction of un object, person, animal, creature or any similar caricuture 
thut satisfies any of the following criteria: 

(I) the use of' comically exaggerated features; 

(2) the aHributiun uf human chamcleristics IU llOimals, plants or other ohjects, or the simi!:lr use of 
anthropomorphic technique; or 

(3) the attribution of unnatural or extrahuman ahilities, such as imperviuusness to pain or injury, X-ray 
vision, tunneling at very high speeds or transt(mnation. 

The term "Cartoon" includes "Joe Camel," but does not include any drawing or other depiction that on July I. 1998, 
was in use in any State in any Participating Manufacturer's corporate logo or in any Participating Manufacturer's Tuhacco 
Pf()duct pl.lckaging. 

(m) "Cigarette" means any pruduct thai cl>ntains nicoline. is intended to I'll! hurned or heated under urdinary 
conditions of use, and consists of or cuntains (1) any roll of tobacco wrapped in paper or in any suhstance not contuining 
tobacco; or (2) tobacco, in any form. that i~ functional in the prnduet, which, hecause of its appearance, the type uf tobacco 
used in the nIler, or its packaging and I<lbeling, is likely to be offered to. or purchused by, consumers as a dgarelle; or (3) any 
roll of tobacco wrapped in any substance containing tobacco which, because of its appel.lrance, the type of tobacco used in the 
filler, or its packaging and laheling, is likely to be offered to, or purchased by, consumers as a cigareue described in clause 
(I) of this definition, The teno "Cigareltc" includes "roll-yuur-uwn" (i.e .• any tohacco which, hecause of its appearance, 
type, packuging, or laheling is suitable for use and likely tn be utTered to, tlr purch:tsed hy. consumers as tohacco fur making 
cigareues). Except as provided in suhsections lJ(z) and lI(mm), 0.0325 ounces of uroll-your.uwn" rohacco shall constitute 
one individual "Cigarette." 

(n) "Claims" means any and all manner of civil (i.e., non·criminal): claims, demands, actions, suils. causes uf 
actiun, dumages (whenever incurred). liabilities of any nalure including civil penalties and punitive damages, as well as costs, 
expenses and attorneys' fees (except OJS to the Original Participating Manufacturers' obligalions under section XVII). known 
or unknown, su:>rccted ur unsuspected, accrued or unaccrued, whethe·r legal, equitahle, or stalut<lry. 

(0) "Consent Decree" means a slate~specitic consent decree as described in subsection XIIl(b)(I)(B) of this 
Agreement. 

(p) "Cour(" means the respective coun in each Settling Stale to which this Agreement and the Consent Decree 
are presented for approval and/or entry as to that Settling State. 

(t.J) "Escrow" has the meaning given in the escrow Agreement. 

(r) "Escrow Agent'" me.lOs the escrow agent under the Escrow Agreement. 

(s) "Escrow Agreement" means an escrow agreement substantially in the form of Exhihit B. 

(t) "f-ederal Tobacco Legislation Offset" means the offset described in section X. 

(u) "Final Approva'" means the earlier of: 

(I) the date by which Slale·Specific Finality in a sufficient number of Settling States has occurred; or 

(2) June 30, 2000. 

Fur the purposes of this suhsection (u), "State·Specific Finality in a sufficient number of Settling States" 
mean~ that State~Specific Finality has occurred in bUlh: 

(A) a number of Settling States equal to at least 80% of the total numher of Settling Stales; and 

(8) Settling States having aggregate Atlocahle Shares etlual to at leuM 80% of the tot:,1 aggregate 
Allocable Shares assigned to all Senling States. 

Notwithstanding the foregoing, the Original Participating Manufacturers may, hy unanimous written agreement, 
waive any requirement for final Approval set forth in subsections (A) or (B) hereof. 

(v) "Foundation" means the foundation descrihe<.l in sectinn VI. 
(w) "Independent Auditor" means the firm descrihed in suhsection XI(h). 

(x) "Inflation Adjustment" means an adjustment in I.Iccordance with the formulas for inflation adjustments set forth 
in Exhihil C. 

(y) "Litigating Releasing Parties Offset" means the offset described in subsection XII(b). 

(z) "Market Share" means a Tobacco Product Manufacturer's respective share (expressed as a percentage) of the 
total numher uf individual Cigarettes sold in the tifty United Slates, the District of Columbia and Puerto Rico during the 
applicable calendar year, as measured by exch;e laxes collected hy the federal guvernment and, in the case of sales in Puertu 
Rico. arhitriol" de cigarillos collected by the Puerto Rico taxing :lUthority. for purposes of the definition and determination of 
"Market Share" with respect to calculations under subsection IX(i), 0.09 ounces of "roll your own" tobacco shall constitute 
one individuul Ci~arette~ for purpolie5 of the definition and determination of "Market Share" with respect to all other 
calculations, 0.0325 ounces of "roll your own" tobacco shall constitute one individual Cigarette. 

(all) HMSA Execution Date" means November 23, 1998. 

(hb) uNAAG" means the National Association of Attorneys General, or its succes~or organization that is directed 
by the Attorneys General to perform cenain functions under this Agreement. 

(ee) "Ntln~Participuting Manufacturer" mean~ any Tobacco Product Manufacturer that is not a Participating 
Manufacturer. 

(dd) "Non-Settling States Reductinn" means a reduction determined by multiplying the amount to which such 
reduction applies by the aggregate Allocable Shares of those Stales that are not Settling States un the date I S days before 
such payment is due. 

(ee) "Notice Panies" means euch Participating Manufacturer, each Seuling State, the Escrow Agent, the 
Independent Auditor and NAAG. 

(ft) "NPM Adjustment" means the adjustment specified in subsection IX(d). 

(gg) "NPM Adjustment Percentage" means the percentuge determined pursuanllo subsectiun IX(d). 

(hh) "Original Participating Manufactur~rs" means the following: Brown & Williamson Tobacco Corporation, 
Lorittard Tobacco Cmnpuny, Philip Morris Incorporated and R.I. Reynolds Tobacco Company. and the respective successors 
of each of the tt.lregoing. Except as expressly pnwided in this Agreement, once an entity becomes an Original Participating 
Manufacturer, such entity shall permanently retain the status of Original Participating Manufacturer. 

(ii) "Outdoor Advertising" means (I) hillhoards, (2) signs and placards in arenas, stadiums. shopping malls und 
Videu Game Arcades (whether any of the foregoing are open air or enclosed) (hut not including any ~uch sign or placard 
located in itn Adult·Only Pdcility). and (3) any other advertisements placed (A) outdoorl", ur (8) on the inside surface of a 
window facing outward. Pnwidl)d. however. that the term "Outdoor Advertising" does nut mean (I) an advertisement on the 
outside of a Tohacco Pmduc( manufacturing facility; (2) an individual advertisement that does not occupy an area larger than 
14 square feet (and that neither is pluced in such proximity to any other such advertisement so as to create a single "mosaic"· 
type advertisement larger thtln 14 square feet, nur functions solely tl~ a segment of a larger advertising unit or series), and that 
is placed (A) on the outside of any retail establishment thut sells Tobacco Products (other than solely through a vending 
machine), (B) outside (hut on the property ot) any such estahlishment, or (C) un the inside surface of n winduw facing 
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uutward in any such establishment; (3) an advertisement inside a retail estahlishment that sells Tobacco ProdUl:ts (other 
than solely through a vending machine) that is not placed on the inside surface of a window facing ()utward~ or (4) an 
outdoor advertisement at the site of an event to be held at an Adult·Only facility thal is placed at such site during the 
period the facility or enclosed area constitutes an Adult·Only Pacility, but in no event more than 14 days before the event, 
lind that does not advertise any Tobacco Product (other than by using a Brand Name to identify the event). 

OJ) "Participating M~lOufacturer" means a Tobacco Product Manufacturer that is or becomes a signatory to this 
Agreement, provided that (I) in the case of a Tobacco Product Manufacturer that is not an Original Parlicipating 
Manufacturer. sUl:h Tobal:co Product Manufacturer is bound by this Agreement and the Consent Decree (or, in any Settling 
State that does not permit amendment of the Consent Decree, a consent decree containing terms identical to those set forth in 
the Consent Decree) in all Settling States in which this Agreement and the Consent Decree binds Original Participating 
Manufacturers (provided, however, that such Tobacco Product Manufacturer need only become bound by the Consent Decree 
in those Settling Slates in which the Settling State has filed a Released Claim against it), and (2) in the case of a Tobacco 
Product Manufacturer that signs this Agreement after the MSA Execution Date, such Tuhacco Product Manuf:.lcturer, within 
a reasonahle period of time after signing this Agreement, makes any payments (induding interest thereon at the Prime Rute) 
that it would have heen uhligated tn make in the intervening period had it heen a signatory liS of' the MSA Execution Date. 
"Participating Manufacturer" shall also include the successor of a Participating Manufacturer. Except as expressly provided 
in this Agreement, once an entity becomes a Participating Manufacturer such entity shall permanently retain the status of 
Participating Manufacturer. Each Participating Manufacturer shall regularly report its shipments of' Cigarettes in or to the 
fifty United Stlltes, the District of Columbia and Puerto Rico to Management Science Associates, Inc. (or a successor entity 
as set forth in subsection (mm». Solely for purpo~es of calculations pursuant In suhsection IX(d), a Tohacco ProdUl:t 
Manufacturer that is nnt II signatury tn this Agreement shall he deemed to he a "Particip.lling Manufacturer" if the Original 
Participating Manufacturers unanimnusly consent in writing. 

(kk) "PreviouslY Settled States Reduction" means a reduction determined hy multiplying the amount to which such 
reduction applies hy 12.4500000%, in the case of payments due in or prior to 2007; 12.2373756%, in the case of payments 
due after 2007 hut he fore 2018; and 11.0666667%, in the case uf payments due in or after 2018. 

(II) "Prime Rate" shall mean the prime mte as published from time tn lime hy the Wall Street Juurnal or, in the 
event the Wull Street Journal is nu longer puhlished or nn lunger puhlishes such mle, an equivalent successor reference mte 
determined by the Independent AmJiwr. 

(mm) "Relative Markel Share" means :m Original Particip"ling M:muf:lclUrer's respective share (expressed liS :1 

percent,lge) of the tntal numher uf individual Cigarettes shipped in or to the tifty United States. the District of Culumbia and 
Puerto Rico by all the Original Participating Manufacturers during the calendar year immediately preceding the year in which 
the payment at issue is due (regardless of when such payment is made), as measured by the Original Participating 
Manut~lcturers' reports of shipments of Cigarettes to Management Science Assucintes, Inc. (or a !iuccessur entity acceptable 
to both the Original Participating Manufacturers and a majority of those Attorneys General who are buth the Anorney 
General of a Settling State and a member of Ihe NAAG executive committee at the time in question). A Cigarette shipped by 
more than nne Participating Manufacturer shall be deemed to have been shipped sulely by the first Participating Manufacturer 
10 do so. Por purposes of the definition and determination of "Relative Market Share," 0.09 uunces of "rull your own" 
tobacco shall constitute one individual Cigarette. 

(nn) "Released Claims" means: 

(I) for past conduct, acts or omissions (including any damages incurred in the future arising from such P:lst 
conduct, acts or omissions), those Claims directly or indirectly based un, arising out of or in any way related, in whole or in 
part. to (A) the use, sale, distribution, manufacture, development, advertising, marketins or heliith effects uf, (B) the exposure 
tn, or (C) research, statements, or warnings regarding, Tohacco PnxJucts (including, but not limited to, the Claims asserted in 
the actions identitied in Exhibit D, or any comparahle Claims that were. could be or could have heen asserted now or in the 
future in those actions or in any comparable action in federal, state or local court brought by a Settling State or a Releasing 
Party (whether or not such Settling State or Releasing Party has brought such act inn», except fur claims nnt asserted in the 
actions identified in Exhihit D for outstanding liability under existing licensing (or similar) fee laws or existing tax laws (but 
not excepting claims for any tax liability of the Tobacco·Related Organizations or of any Released Party with respeclto such 
Tobacco-Related Organizations, which claims are covered by the release and covenants set forth in this Agreement); 

(2) for future cunduct, acts ur omissions, only those monetary Claims directly or indirectly based un, 
arising out of or in any way related to, in whole or in part, the use of or expusure to Tobacco Products manufactured in the 
{)fdimlry course of business, including without limitation any future Claims fur reimbursement or health care costs allegedly 
associated with the use of or exposure to Tobacco Pruducts. 

(00) "Released Parties" means all Participating Manufacturers, their past, present and future Af'tiliates. and the 
respective divisions, officers, directors, employees, representlltives, insurers, lenders. underwriters, Tubacco·Rchlted 
Orsanizations, trade associations, suppliers, agents, auditors, atlverthing agencies. public relations entities, attorneys. 
retailers and distributors of any Participating Manufacturer or uf any such Affiliate (and the predecessors, heirs, executurs, 
administraturs, successors and assigns of each of the foregoing). Provided. however, that "Released Parties" does nut include 
any person or entity (including. but not limited to, an Affiliate) that is itself a Non·Participating Manufacturer at lmy time 
uftcr the MSA Execution Dme, unless such persun ur entity hecomes a Participating Manufacturer. 
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(pp) "Releasing Parties" means each Settling State and any of its past, present and future agents, officials acting 
in their orricial capacities, legal representatives, agencies, departments, commissions and divisions~ and also means, 10 the 
full extent of the power of the signatories hereto to release past, present and future claims, the t()lIowing: (I) any Settling 
State's subdivisions (political or otherwise, including, but not limited to, municipalities, counties, parishes, villages, 
unincorporated districts and hospital districts), public entities, public instrumentalities and public educational institutions; and 
(2) persons or entities acting in a parens patriae, sovereign, quasi·sovereign, private attorney general, qui tam, taxpayer, or 
any other capacity, whether or not any of them participate in this settlement, (A) to the extent that any such person ur entity is 
seeking relief on behalf of or generally applicahle to the general puhlic in such Settling State or the people of the State, as 
opposed solely to private or individual relief for separate and distinct injuries. or (B) to the extent that any such entity (as 
opposed to an individual) is seeking recovery of health·care expenses (other than premium or capitation payments for the 
benefit of present or retired state employees) paid or reimbursed. directly or indirectly, hy a Settling State. 

(qq) "Settling State" means any State that signs this Agreement on or before the MSA Execution Date. Provided, 
however, that the term "Settling State" shall nnt include (I) the States of Mississippi. florida, Texas and Minnesota: and 
(2) any State as to which (his Agreement has been terminated. 

(rr) "State" means any state of the United States, the District of Columhia, the Commonwealth of Puerto Rico, 
Guam, the Virgin Islands, American Samoa, and the Northern Marianas. 

(ss) "State·Specitic finality" means, with respect to the Settling State in question: 

(I) this Agreement and the Consent Decree have been upproved and entered by the Court as 10 all Original 
Participatins Manufacturers. or, in the event of an uppeal from or review of a decision of the Court to withhold its approval 
and entry of this Agreement and the Consent Decree, by the court hearing such appeal or conducting such review; 

(2) entry by the Court has been made of an order dismissing with prejudice all claims against Released 
Parties in the action as provided herein; and 

(3) the time for appeal or to seek review of or permission to appeal ("Appeal") from the approval and entry 
as described in subsection (I) hereof and entry of such order descrihed in subsection (2) hereof has expired; or, in the event of 
an Appeal from such approval and entry, the Appeal has heen dismissed, ur the approval and entry descrihed in (I) hereof 
and the order described in subsection (2) hereof have been affirmed in all material respects hy the court of last resort to which 
such Appeal has been taken and such dismissal or affirmance has become no longer suhject to further Appeal (including, 
without limitation, review by the United States Supreme Court). 

(tt) "Suhsequent Participating Manufacturer" means a Tt>bacco PnxJuct Manufacturer (other than an Original 
Participating Manufacturer) that: (I) is a Participating Manufacturer, and (2) is a signatory 10 this Agreement, regardless of 
when such Tobacco Product Manufacturer became a signatory to this Agreement. "Subsequent Participating Manufacturer" 
shall also include the successors of a Subsequent Participating Manufacturer. Except as expressly provided in this 
Agreement, once an entity becomes a Subsequent Participating Manufacturer such entity shall permnnently retain the status 
uf Subsequent Participating ManufaclUrer, unless it agrees to assume the obligations of' an Original Partifipating 
Manufal:turer <IS provided in sub~ectiun XVIJI(c). 

(uu) ''Tobacco Product Manufacturer" means an entity that after the MSA Execution Date directly (and nut 
exclusively through /.my Affiliate): 

(I) manufactures Cigarettes anywhere that such manufacturer intends to he sold in the States, including 
Cigarettes intended to be sold in the States through an importer (except where such importer is an Original Participating 
ManufaclUrer that will be respunsible for the payments under this Agreement with respect to such Cigarettes as a result of the 
provisions of' subsections I1(mm) lind that pays the taxes specitied in subsection lI(z) on such Cigarettes, and provided that 
the manufacturer of such Cigarettes does not market or advertise such Cigarettes in the States); 

(2) is the fitst purchaser anywhere for resale in the States of Cigarettes manufactured anywhere thlll the 
manufacturer does not intend to be sold in the States; or 

(3) becomes a successor of' un entity described in subsection (I) or (2) above. 

The term "Tohacco Product Manufacturer" shall not include an Affiliate of a Tobacl:o Product Manufacturer unless 
such Affiliate itself falls within any of subsections (I) - (3) above. 

(vv) ''Tobacco Products" means Cigarettes and smokeless tobacco products. 

(ww) ''Tubacco-Related Organizations" means the Council for Tobacco Research-U.S.A., Inc., The Tobacco 
Institute,lnc. (''TI''), and the Center for Indoor Air Research,lnc. ("CIAR") and the successors, if any, of TI or CIAR. 

(xx) "Transit Advertisements" means advertising on or within private or puhlic vehicles and all advertisements 
placed at, on or within any bus stop, taxi stand, transportation waiting area. train station, airport or any similar location. 
Notwithst<lnding the t()reguing, the term "Transit Advertisements" d()Cs not include (I) any advertisement placed in, un or 
outside the premises of llny retail establishment that sells Tobacco Products (other than solely through a vending machine) 
(except if such individual advertisement (A) occupies an area larger than 14 square feet; (B) is placed in such proximity to 
any other such advertisement so as to create a single "mosaic"·type advertisement larger than 14 square feet; or (C) functions 
solely as a segment of a larger advertising unit or series); or (2) advertising at the site of' an event to he held at an Adult·Only 
racility that is placed at such site during the period the facility or enclused area constitutes an Adult·Only Pacility, hut in no 
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event more than 14 days hefore the event, and that does nut advertise any Tuhal.:co Product (other than by using :1 Brund 
Name 10 identify the event). 

(yy) "Underage" means younger than the minimum age at whil.:h it is legal tn purchase or possess (whil:hever 
minimulll age is older) Cigaretles in the upplicuble Settling State. 

(zz) "Video Game Arcade" means an entertainment establishment primarily consisting of' video games (other than 
video games intended primarily for use by persnM 18 yeurs of age or older) andlor pinball machines. 

(aua) "Volume Adjustment" means an upward or downward adjustment in acconlance with the formula for volume 
adjustments set forth in Exhibit E. 

(l1bh) "Youth" means any person or persons under 18 years of age. 

III. PERMANENT RELIEF 
(a) Prohibition on Youth Tl.If1:eling. No Participating Manufal.:turer may take any actinn, directly or indirel.:tly. to 

target Yuuth within any Selliing State in the advertising, promotion or marketing of Tubal.:c(} Products, or take any al.:tion the 
primary purpose of which is to initiate, maintain or increase the incidence ()f Youth smoking within any Settling State. 

(b) Ban on Use of Cartoons. Beginning 180 days after the MSA Exel.:ution Date. no Participating Manufacturer 
may use ur cause to be used any Cartoon in the advertising. promoting. packaging or labeling of Tohaccn Products. 

(c) Limitation ofTobacc() Brand Name Sponsorships. 

(I) Prohibited Sponsorships. After the MSA Execution Date, no Participating Manufacturer may engage 
in any Brand Name Sponsorship in any Stale consisting of: 

(A) cunct::rts; or 

huckey league. 

(B) eVt::nts in which the intendt::d audience is comprised of a signilicant percentage of Youth; or 

(C) events in which any paid participants or contestants are Youth; or 

(D) any athletic event between opposing teams in any f'n()th~III, basketball. hasehall, sOl.:cer or 

(2) Limited Spon~()rships. 

(A) No Purticipating MiinufaclUrer lOuy engage in more than one Bnllld Nmne Sponsorship in the 
Stales in any twc-lve·llu)nth peri()d (such pcritHI measured fnull the dute of the initiul sptmst)red event). 

(B) Provided, however. that 

(i) nothing contained in subsection (2)(A) above shall require a Participating 
Manufi.lcturer to breach or terminate any sponsurship contract in existence as of' August I, 1998 (until the earlier of (x) the 
current term of any existing contract. without regard to any renewal or option that may be exercised by such Participating 
Manufacturer or (y) three years after the MSA Execution Date); and 

(ii) notwithstanding subsection (I)(A) ahuve, Brown & Williamson Tubacl.:o 
Corporation may sponsor either the apc country music festival or the Kool jazz festival as its one annual Brand Name 
Sponsorship permitted pursuant to suhsel.:tion (2)(A) as well as one Brand Name Sponsorship permitted pursuant to 
subsection (2)(B)(i). 

(3) Rel:'lfed Sponsorship Restrictions. With respect to any Brand Name Sponsorship permitted under this 
subsection (c): 

(A) advertising of the Brand Name Sponsorship event shall not advertise any Tobacco Product 
(other than by using the Brand Name to identify such Brand Name Sponsorship event); 

(B) no Participating Manufacturer may reter to a Brand Name Sponsorship event or to a celebrity 
or other person in such an event in its advertising of a Tobacco Product; 

(C) nothing contained in the provisions of subsection lIJ(e) of this Agreement shall apply In 

actions taken by any Participating Manufacturer in conneclilm with a Brand Name Sponsorship permitted pursuant tn the 
provisions of subsections (2)(A) and (2)(B)0); the Brand Name Sponsorship penniued by subsection (2)(B)(ii) shall he 
subj~ct to the restrictions of subsection III(e) except that such restrictions shall not prohibit use of the Brand Name to identify 
the Brand Name Sponsorship: 

(D) nothing contained in the provisions of subsections 111(0 and 1II(i) shall apply to apparel or 
other merchandise: (i) marketed, distributed, offered. sold, or licensed at the site of a Brand Name Sponsorship permitted 
pursuant to subsections (2)(A) or (2)(B)(i) hy the person to which the relevant Participating Manufacturer has provided 
payment in exchange for the use of the relevant Brand Name in the Brand Name Sponsorship or a third·party that does not 
receive payment from the relevant Participating Manufacturer (or any Affiliate of such Participating Manufacturer) in 
connection \vith the murketing, distribution. utTer, sale or license of such apparel or other merchandise~ or (ii) used at the sile 
ura Brand Name Sponsorship permitted pursuant to subsection (2)(A) or (2)(8)(i) (during sUl.:h event) that are not distributed 
(hy sale'or otherwise) to any memher of the general public; and 

(E) nothing contained in the pmvisiuns of suhsectiun lII(d) shall: (i) upply to the usc of a Brund 
Name un a vehicle used in a Br.and Nume Sp()nsurship~ or (ii) ~Ipply tu Outduor Advertising advertising the Brand Name 
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Sponsorship, to the extent that such Outdoor Advertising is placed at the site of' a Brand Name Sponsorship no more than 
90 days hefore the start of the initial sponsored event. is removed within 10 days after the end of the last spunsored event, 
and is nol prohibited hy suhsection (3)(A) ahove. 

(4) Corporate Name Sponsorships. Nothing in this subsection (c) shall prevent a Participating 
Manufacturt::r from sponsoring or causing to be sponsored any athletic. musical. artistic. or other social or cultural event, ur 
any entrant. participant or team in such event (or series of events) in the name of the corporation which manufactures 
Tnbal.:co Products, provided that the corporate name does not include any Brand Name of domestic Tohacco Products. 

(5) Naming Rights Prohihjtion. No Participating Manufacturer may enter into any agreement for the 
naming rights of any stadium or arena located within a Settling State using a Brand Name, and shall not otherwise cause a 
stadium or arena located within a Senling State to he named with a Br.and Name. 

(6) Prohihition on Sponsoring Teams und Leagues. No Purticipating Manufacturer may enter into any 
~Igreement pursuant to which payment is made (or other consideration is provided) by such Participating Manufacturer to any 
t~){)thall, hasketball, baseball, soccer or hockey league (or any team involved in any such league) in exchange f~)r use of a 
Brand Name. 

(d) Elimination of Outdoor Advertising and Transit Advertisements. Each Participating Manufacturer shall 
discontinue Outdoor Advertising and Transit Advertisements advertising Tobacco Products within the Settling States as set 
forth herein. 

(I) Removal. Except as otherwise pmvided in this section, each Participating Manufacturer shall remove 
from within the Settling States within 150 days after the MSA Execution Date all of its (A) billboards (to the exlent that such 
billboards constitute Outdoor Advertising) advertising Tohacco Pmducls; (8) signs and placards (to the extent that such signs 
and placards constitute Outdoor Advertising) advertising Tohacco Products in arenas, stadiums. shopping malls and Video 
Game Arcades~ and (e) Transit Advertisements adverthiing Tubacco Products. 

(2) Prohihition on New Outdoor Advertising and Transit Adyeojsements. No Participating Manufacturer 
may, after the MSA Execution Date, place or cause to he placed any new Outdoor Advertising advertising Toh:al.:co Products 
or new Transit Advertisements advertising Tobacco Products within any Seuling State. 

(3) Alternative Advertising. With respect to those billhoards required to he removed under subsection (I) 
that are leased (as opposed 10 owned) hy any Participating Manufacturer, the Participating Manufacturer will :allow the 
Attorney General of the Settling State within which such hillhoards are located to suhstitute. at the Settling State's option, 
alternative advertising intended to discourage the use of Tobacco i>mdul.:ls by Youth and their exposure to second· hand 
smoke for the remaining term of the applicable I.:ontract (without regard to any renewal or option term that may be exerch-ed 
hy such Participating Manufacturer). The Participating Manufacturer will bear the cost of the lease through the end of such 
remaining term. Any other costs associated with such alternative advertising will be borne by the Settling State. 

(4) Bun on Agreements Inhihiting Anti·Tnhacco Advertising. Each Participilling Manufacturer agrees thilt 
it will nut enter into any agreement that prohihits a third party from selling, purchasing or displaying advertising discouraging 
the use of Tobacco Products or exposure to second-hand smoke. In the event and to the extent that any Participating 
Manufacturer has entered into an agreement containing any such prohibition, such Participating Manufacturer agrees to 
waive such prohibition in such agreement. 

(5) Designation of Contact Person. Each Purticipating Manufacturer that has Outdoor Advertising or 
Transit Advertisements advertising Tobacco Products within a Settling State shall. within 10 days after the MSA Execution 
Date, pruvide the Attorney General of such Settling State with the name of a contact person to whom the Settling State may 
direct inquiries during the time such Outdoor Advertising und Transit Advertisements are being eliminated. and from whom 
the Settling State may obtain periodic reports as to the progress of their elimination. 

(6) Adult-Only facilities. To the extent that any advertisement advertising Tobacco Products located 
within an Adult·Only facility constitutes Outdoor Advertising or a Transit Advertisement, this subsection (d) shall nol apply 
to such advertisement, provided such advertisement is not visible to persons outside such Adult-Only facility. 

(e) Prohibition nn Payments Related 10 Tobacco Products and Media. No Participating Manufacturer may. 
beginning 30 days after the MSA Execution Date, make, or cause to be made, any payment or other consideration to any 
othar person or entity to use, display, make reference to or use as a prop any Tobacco Product. Tobal.:co Product pilckage, 
advertisement for a Tobacco Product, or any other item bearing a Brand Name in any motion picture, television show, 
theatrical produl.:tion or other live performance, live or recorded performance of musk, commercial film or videu, or video 
game ("Media"); provided, however, that the foregoing prohibition shall not apply to (I) Media where the !&udience or 
viewers are within an Adult·Only Facility (provided such Media are not visible to persons outside such Adult·Only Facility); 
(2) Media not inlended for distribution or displuy to the public; or (3) instructional Media concerning non-conventional 
cigarettes viewed only by or provided only 10 smokers who are Adults. 

(t) Ban on Tohacco Brand Name Merchandjse. Beginning July I, 1999. no Panicipating Manufacturer may. within 
any Settling State, markel, distribute. offer, sell, license or cause to be marketed. distributed. offered. sold or licensed 
(including. without limitation. by catalogue or direct maiO, any apparel or other merchandise (other than Toh:lcco Products, 
items the sole function of whkh is 10 advertise Tobacco Products, ur written or electronic puhlications) which heilrs a Brand 
N~me. Provided, however, that nuthing in this suhsectiun shall (I) require any Participating Manufacturer 10 breach or 
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terminale any licensing agreement or other cuntract in existem:e as uf June 20, 1997 (this exceptiun shall not apply heyonll 
the current term of any existing contract, without regard to any renewal ur option term that may be exercisell by such 
Participating Manufacturer); (2) prohibit the lIistribution to any Panicipating Manufacturer's employee who is not 
Unllerage of any item lIescribell above that is intenllell for the personal use of such an employee; (3) require any Participating 
Manufacturer 10 retrieve, collect or otherwise recover any item that prior to the MSA Execution Date was marketell, 
lIistributell, offerell. solll, licensed, or causell to he marketed, lIistributed, offerell. :mlll ur licen:-:.ell by such Participating 
Manufacturer; (4) apply to coupons or other items used by Allults solely in connectiun with the purchase of Tubacco 
PnxJucts; or (5) apply to apparel or other merchanllise used within an Allult-Only racility that is notllistrihutell (by sale or 
otherwise) to any member of the general pUblic. 

(g) Ban on Youth Access to Pree Samples. After the MSA Execution Date, no Participating Manut~lcturer may, 
within any Settling State, distribute or cause 10 be lIistributell any free samples of Tobacco Prollucts except in an Adult-Only 
racility. for purposes of this Agreement, a "free sample" does not inclulle a Tobacco Product that is provillell to an Allult in 
connection with (I) the purchase. exchange or rellemption for proof of purchase of any Tohacco Prollucts (inclulling. but not 
limited to. a free offer in connection with the purchase of Tobacco Prollucts, such as a ",wo·f"or·one" offer). or (2) the 
conllucting of consumer testing or evaluation ufTobaccn Prollucts with persons who certify that they are Allults. 

(h) Ban on Gifts to Underage Persons Based on Proofs of Purchase. Beginning one year after the MSA Execution 
Date, no Participating Manufacturer may pmvide or cause to be provillell to any person without sufficient proof thlll such 
person is lin Adult any item in exchange for the purchase of Tobacco Prollucts. or the furnishing uf crellits, proufs-of. 
purchase, or coupons with respect to such a purchase. ror purposes of the precelling sentence only, (I) a driver's license or 
other government·issuell illentitication (or legible photocopy thereot), the valillity of which is certified by the person to 
whom the item is providell, shall by itself be deemed to be a sufficient form of prouf of age; anll (2) in the case of items 
provilled (or to be redeemed) at retail establishments, a Participating Manufacturer shall be entitled to rely on verification of 
proof of age by the retailer, where such retailer is required to obtain veritication unller applicable tederal, state or local law. 

(0 Limitation on Thirll·Party Use of Branll Names. After the MSA Execution Date. no Participating Manufacturer 
may license or otherwise expressly authorize any third party to use or allvertise within any Settling State any Branll Name in 
:1 manner prohihited by this Agreement if don~ by such P:lrticip:lting M,,"ut"l.Iclur~r itself. Each l'i1rtkipating ManufaclUrcr 
shall. within 10 days :Ifr~r the MSA Executiun Dale. designate ;( Ilcrson (:lI1d provide writlcn nolicc to NAAG of stich 
lIcsignlllion) tu wIman the Attorncy Ocncnll of any SeUling State lIlay providc wrilten not icc (If any such thirll·party activity 
thoU wuuld be prohihitell by this Agreement if lIone by such Participnling M,lnufacturcr itself. Folh)wing such written notice. 
the Particip"ting Manuf.lcturer will promptly take cummercially reasunahle steps against any such non-lie minimis third-party 
activity. Provilled. however, that nothing in this subsecti()n shall require any Participating Manufacturer to (I) breach or 
terminate any licensing agreement or other contract in existence as of July I, 1998 (this exception shall not apply beynnll the 
current term of any existing contract, without regarll to any renewal or option term that may be exercised by such 
Participating Manufacturer): or (2) retrieve. collect or otherwise recuver any item that prior to the MSA Execution Date was 
marketell, distributell. offered. sold, licensell or cuused to be marketell, distrihutell, offerell. !-iold or licensell hy such 
Participating Manufacturer. 

(j) Ban nn Non·Tobacco Brand Names. No Participating Manufacturer may, pursuant to any agreement requiring 
the payment of money or other valuable consideration. use or CaUse to be usell as a branll n"me of any Tobacco Prolluct any 
nationally recognizell or nationally established branll name or tralle name of any non-tobacco item ur service {Jr any 
nationally recognized or nationally established sports team, entertainment group or inllivillual celebrity. Provilled, however. 
that the preceding sentence shall not apply to any Tobacco Product bmnll name in existence as of July I, 1998. Fur the 
purposes of this suhsection, the term "other valuable consilleration" shall not inc1ulle an agreement hetween two entilies who 
enter into ~uch <Igreernent for the :-:.ole purpose of avoiding infringement claim:-:.. 

(k) Minimum Pack Size of Twenty Cigarettes. No Participating Manufacturer may, beginning 60 lIays after the 
MSA Execution Date and through anll including Decemher 31, 200 I, manufacture or cause tu be manufacturell for sale in 
<Iny Settling State any pack or other container of Cigarettes containing fewer than 20 Cigarettes (nr. in the case of roll-your­
own tobacco, any package of roll·)'our-own tobacco containing less than 0.60 ounces uf tobacco). No Participating 
Manufacturer may, beginning 150 lIays after the MSA Execution Date anll through anll inclulling December 31, 2001, sell or 
lIistribute in any Settling State any pack or other container of Cigarettes containing fewer than 20 Cigarettes (or, in the case 
of roll·your-own tobacco, any package of roll· your-own tobacco containing less than 0.60 ounces of tobacco). Each 
Participating Manufacturer further agree!-i Ihat following the MSA Execution Date it shall nnt oppose, ()f cause to be npposell 
(including through any thirll party or Affiliate), the passage hy any Settling State of any legislative proposal or administrative 
rule applicable to all Tohacco Product Manufacturer5 and all retailers of Tobaccu Prolluct5 prohihiting the manufacture unll 
sale of any pack or other container of Cigarettes containing fewer than 20 Cigarettes (ot, in the case of roll·ynur-own 
tohacco, any package of roll·your-nwn wbacco containing less than 0.60 ounces of tohaccu). 

(I) Cnmofllte Culture Commillnents Related to Youth Access nnd Consumption. Beginning 180 days lifter the 
MSA Execution D;lte each Particip:lling Manuf:lcturer shall: 

promulg:lle or reaffirm corporate principles thai express anll explain its commitment to comply wilh the 
provisions uf this Agreement and the reductiun of use ufTuhaccn Pruducts by Yuuth. anll clearly anll regularly cUlIlmunicate 
tu its empluyees anll customers its commitment to assist in the relluction of Youth use of Tobilcco Products; 

designate an executive level manager (and pruville written notice to NAAG of such lIesignation) to 
identify metholls to relluce Youth aCcess to. anll the incidence of Youth consumption of, Tobacco Products; anll 

encourage its employees to identify additional methods to reduce Youth access to, and the incillence of 
Yuuth consumption of, Tobacco Prollucts. 

(m) Limitations on Lobhying. following Slate·Specific Finality in a Settling State: 

(I) No Participating Manufacturer may oppose, or cause to be opposed (indulling through any third party 
or Affiliate), the passage by such Settling State (or any political subllivision thereof) of those state or local legislative 
proposals or allministrative rules lIescribed in Exhibit r hereto intended by their terms 10 relluce Youth access to, and the 
incidence of Yuuth consumption of, Tobacco Products. Providell, however. that the foregoing lIoes not prohibit any 
Participating Manufacturer from (A) challenging enforcement of, or suing for declaratory or injunctive relief with respect to, 
any such legislation or rule on :my grounds; (B) continuing, after State·Specitic finality in such Settling State, to oppose or 
cause to be opposed, the passage lIuring the legislative session in which Stale·Specific Finality in such Settling State occurs 
of any specific state or local legislative proposals or administrative rules introducell prior to the time of State-Specific 
finality in such Settling State; (C) oppusing, or causing to be opposell, any excise taX or income tax provision or user fee or 
other payments relating to Tobacco Prollucts or Tobacco Prolluct Manufacturers; or (D) opposing, or causing to he opposell. 
any state or local legislative proposal or administrative rule that also includes measures other than those lIescrihell in 
Exhihit P. 

(2) Each Participating Manufacturer shall require all of its officers anll employees engagell in lobbying 
activities in such Settling State after Stare-SpecifiC finality. contract lobbyists engagell in lobbying activities in such Settling 
State after State-Specitic Finality, llnll any other thirll panies who engage in lobbying activities in such Settling State after 
State·Specific finality on behalf of such Participating Manufacturer ("Iobbyisl" and "lobbying activities" having the meaning 
such terms have unller the law of the Settling State in question) to certify in writing to the Participating Manufacturer that 
they: 

(A) will not support or oppose any state. local or federal legislation. or seek or oppose any 
governmental action, on hehnlf of the Participating M,tnut"acturer without the Purticip;lting M,lOuf:lclUrer's express 
authurization (except where such advance express authurizatinn is nnt reasonably pmcticahle); 

(B) are aware of anll will fully c{)mply with this Agreement anll nil laws :lOlI regulations 
applicable to their lobbying activities, inclulling. without limitation, those related to disclosure of financial contrihutions. 
Provilled, however, that if the Settling State in question has in existence no laws or regulations relating 10 disclosure of 
financial contributions regarlling lohbying activities. Ihen each Participating Manufacturer shall, upon request of the Attorney 
General of such Settling State. disclose to such Attorney General any payment to a lobbyist that the Panicipating 
Manufacturer knows or has reason to know will be used to intluence legislative or administrative action!> of the slate or local 
government relating to Tohacco Products or their use. Disclosures made pursuant to the precelling sentence shall be tilell in 
writing with the Drtiee of the Attorney General on the first day of February and the first day of August of each year for any 
anll all payments malle during the six munth period ending on the last day of the preceding December and June, respectively. 
with the following information: (I) the name, allllress. lelephone number and e·mail address (if any) of the recipient; (2) the 
amount of each paymenl; and (3) the aggregate amount of all payments described in this subsection (2)(B) to the recipient in 
the calenllar year; and 

(e) have reviewed and will full)' ahide by the Participating Manufacturer's corporate principles 
promulgated pursuant to this Agreement when acting on behalf of Ihe Participating Manufacturer. 

(3) No Participuting Manufacturer may suppon or cause to he supportell (inclulling through any third party 
or Affiliate) in Congress or any other forum legishltion or rule~ that woulll preempt. uverride, abrogate or lIimini5h such 
Settling State's rights ur recoveries under this Agreement. Except as specitically provided in this Agreement, nothing herein 
shall be lIeemed to restrain any Settling State or Participating Manufacturer from advocating terms of any national settlement 
or taking any other positions on issues relating to tobacco. 

(11) Restriction on Advocacy Concerning Settlement Proceeds. After the MSA Execution Date, no Participating 
Manufacturer may support or cause to be supported (including through any third party or Affiliate) the diversion of any 
proceeds of this settlement to any program or use that is neither tobacco·related nor health-related in connection with the 
approval of this Agreement or in any SUbsequent legislative appropriation of settlement proceells. 

(0) Dissolution of The Tubacco Institute Inc the Council for Tobacco Research·U S A Inc anll the Cenler for 
rnlloor Air Research Inc 

(I) The Council f'orTohacco Research-U.S.A., Inc. ("CTR") (a not-for·protit corporation formell unller the 
laws of Ihe State of New York) shall, pursuant to the plan of dissolution previously negotiated and agreell to between the 
Attorney General uf the State of ~ew York anll CTR. cease all operations and be lIissolved in accurllance with the laws of the 
St,lIe uf New York (lind with the preservatiun of all appJicilble privileges held hy IIny member cmnp<lny of CTR). 

(2) The Tohacco Institute, Inc. (''TI'') (a nnt·fur·profit corporation funnell unller the laws of the Slate of· 
New York) shull, pursuant to a plan of dissolution to he negotiated by the Attorney General of the SUite of New York anll the 
Original Participating Manufacturers in acconlance with Exhibit G hereto, cease ull operations anll be lIi5solved in 
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accnrd:lnce with the laws of the State of New York and under the authority of the Attorney General of the Siale or New 
York (and with the preservation of all applic:able privileges held by any member company of TI). 

(3) Within 45 days after rinal Approval. the Center for Indonr Air Research. Inc. ("CIAR") shall cease 
all operations and he dissolved in a manner consistent with applicahle law and with the preservation of all npplicahle 
privileges (including, without limitation, privileges held hy any member company of CIAR). 

(4) The Participating Munuf<lcturers shall direct the Tobacco-Related Organizations to preserve nil records 
that relate in any way to issues raised in smoking-relaled health litigation. 

(5) The Participating Manufadurers may not reconstitute CTR or its function in any form. 

(6) The Participating Manufacturers represent thnt they have the nuthority to und will eftectuule 
suhse<.:tions (I) through (5) hereof. 

(p) Regulation and Oversight of New Tohacco-Related Trade Associatiuns. 

(I) A P<lrticipating Manufacturer may form or participate in new tuhncco-related Irnde associations 
(subject to all npplicnble laws), provided su<.:h associations agree in writing not tu act in any manner <.:ontrary to .my provision 
of this Agreement. Each Participating Manufacturer agrees th<lt if any new tohac<.:o-related trade associati()O fnils to so agree, 
such Participating Manufacturer will not pnrticipate in or support such association. 

(2) Any tobac<.:o-reluted trade association that is formed or controlled hy one or more of the Participating 
Manufacturers after the MSA Execution Date shall adopt by-laws governing the association's procedures and the adivities of 
its members, hoard, employees, agents and other representntives with respect to the tobacco-related trade association. Such 
hy-Iaws shall include, among other things. provisions thut: 

(A) each officer of the associntion shnll be appointed hy the buard of the association. shall be an 
employee of such association, and during such officer's term shall not be a director of or employed hy any member of the 
assodation or by an Affiliate of any memher of the association; 

(B) legal counsel for the association shall he independent, and neither counsel nor any member or 
employee of counsel's,law tirm shall serve as legnl counsel 10 any member of the association or to a manufacturer of Tuhacco 
Products that is an Affiliate of any memher of the association during the time that it is serving as legal counsel to the 
nssociation; and 

(C) minutes describing the suhstance of the meetings of the bu:trd of directors of the association 
shall be prepared and shall he m:tintained by the association fur a period of at least five yenrs following their preparutiol1. 

(3) Without limitation on whatever uther rights to access they may be permitted hy law, fur :I period of 
seven years from the date any neW tubacco-rel:tted trade assucintion is formed hy any of the Participating Manufacturers nner 
the MSA Execution Date the antitrust authorities of any Settling State may, for the purpuse of enfordng this Agreement, 
upon reasonable cause to believe thnt a violation of this Agreement has occurred, and upon reasonable prior written notice 
(hut in no event less than 10 Business Dnys): 

(A) have access during regular oftice huurs to inspect and copy all relevant nnn-privileged, non­
work-product books, records, meeting agenda and minutes, and other documents (whether in hurd copy form (If stored 
electronically) of such association insofar as they pertain to such believed violation; and 

(B) interview the association's directors, officers and employees (who shall be entitled to have 
counsel present) with respect to relevant, non-privileged, nun-work-product mailers pertaining to such helieved violation. 

Documents and information provided to Settling State antitrust authorities shall he kept <.:tmfidential by nnd :unung 
such authorities, and shall be utilized only by the Settling States and only for the purpuse of enfurdng this Agreement or the 
criminal law. The inspection and discovery righN provided to the Settling Stntes pursuant to this subsection sh:tll he 
coordinated so as to avoid repetitive and excessive inspection and discovery. 

(q) Prohihition on Agreements tn Suppress Research. No Participating Manufacturer may enter into nny <':Olltr;.Ict, 
combinatiun or conspiracy with any other Tobacco Product Manufacturer that has the purpose or effe<.:t uf: (I) limiting 
competition in the production or distribution of information about health hazards or other consequences of the use of their 
products; (2) limiting or suppressing research into smoking and health; or (3) limiting or suppressing resenrch into the 
mnrketing or development of new products. Provided, however, that nothing in this subsection shall be deemed tn (I) require 
any Partidpating Manufacturer 10 produce, distribute or otherwise disclose :tny information that is subject 10 any privilege ur 
protection; (2) preclude any Participating Manufacturer from entering into any joint defense or joint leg:tl interest agreement 
or arrangement (whether or not in writing), or from asserting any privilege pursuant thereto; ur (3) impose any affirmative 
obligation on any Parlicipating Manufacturer 10 condUct any research. 

(r) Prohibition on Material Misrepresentations. No Participating Manufacturer may make any material 
misrepresentation of fact regarding the health consequen<.:es of using any Tohacco Product, including any toh:tcc(} :additives, 
tilters, p:tper ur other ingredients. Nothing in this suhsection shall limit the exer<.:ise of any t-"irst Amendment right or the 
assertion of any defense or position in any judicial, legislative or regulatory forum. 
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IV. PUIII.IC ACCESS TO DOCUMENTS 
(iI) After the MSA Execution Dale, the Original Participating Manufacturers and the Tuha<.:cu-ReI:lted 

Organizations will support an application for the dissolution of any protective orders entered in each Settling StOlle's 
lawsuit identitied in Exhibit D with respect only to those documents, indices nnd privilege logs that have been produced as of 
the MSA Execution Dnte 10 such Settling State and (I) as to which defendants have made no claim, or have withdrawn any 
claim, of attorney-client privilege, attorney work-product protection. common interest/joint defense privilege (collectively, 
"privilege"), trade-secret protection, or contidential or proprietary business information; and (2) that are not innppropriate for 
puhlic disclosure because of personal privacy interests or contractual rights of third parties that may not be ahrogated by the 
Originnl Participating Manufacturers or the Tobacco-Related Organizations. 

(b) Notwithstanding State-Specific Finality, if any order, ruling or recommendntion was issued prior to September 
17, 1998 rejecting a claim of privilege or tmde-secret protection with respect to any document or documents in a lawsuit 
identitied in Exhihit D. the Settling State in which such order, ruling or recommendation was made may, no later than 45 
days after the occurrence of State-Specitic finality in such Settling State, seek puhlic disclosure of such document or 
documents by application to the court that issued such order, ruling or re<.:ommendation and the court shall relain jurisdiction 
for such purposes. The Original Participating Manufacrurers and Tobacco-Related Organizations do not consent to, and may 
ohject to, appenl from or otherwise oppose any such application for disclosure. The Originnl Participating Manufacturers and 
Tobacco-Related Organizations will not assert that the senlernent of such lawsuit has divested the court of jurisdiction or that 
such Settling State lacks standing to seek public disclosure on any applicable ground. 

(c) The Original Purticipating Manufacturers will maintain at their expense their Internet document websites 
accessible through "Tohuc<.:oResolution.cnm" or a similar website until June 30, 2010. The Original Participuting 
Manufacturers will maintain the documents that currently appear on their respective wehsites and will add additional 
documents to their websites as provided in this section IV. 

(d) Within 180 days after the MSA Execution Date, each Original Participating Manufacturer and Tobacco-Related 
Organization will place on its website copies of the following documents, except as provided in subsections IV(e) and IV(t) 
below: 

(I) all documents produced by such Original Partidpating Manufacturer or Tohacco~Related Organization 
:ts of the MSA Execution Date in any lIction identified in Exhibit D or any action identified in section 2 of Exhibit H that was 
filed by an Anorney General. Among these documents, each Original Participating Manufacturer and Tobacco-Related 
Organization will give the highest priurity to (A) the documents that were listed by the State of Washington as trial exhibits 
in the Stolte of Washington v. American Tohacco Cn. et al , No. 96-2-15056-8 SEA (Wash. Super. Ct., County of King); :tnd 
(B) the documents as to which such Original Participating Manufaclurer or Tobacco-Related Organization withdrew any 
claim of privilege as a result of the re-examination of privilege claims pursuant to court order in State of Oklahoma v. B.L 
Reynolds Tobacco Company. el al.. CJ·96·2499·L (Disl. CI., Cleveland Counly); 

(2) all documents that can be identified as having been produced by, and <.:opies of transcripts of 
depositions given hy, such Original Participating Manufacturer ur Tobncco-Related Organization as of the MSA Execution 
Date in the litigation matters specified in section I of Exhibit H; and 

(3) all documents produced by such Origin:tl Participating Manufacturer or Tobacco-Related Organization 
as of the MSA Execution Date and listed by the plaintiffs as trial exhibits in the litigation matters specified in section 2 of 
Exhihil H. 

(e) Unless copies of such documents are already on its wehsite, each Original Participating Manufacturer 
and Tobacco-Related Organization will place on its website copies of documents produced in any production of documents 
that takes place on ur after the date 30 days before the MSA Execution Date in any federal or state court civil «ction 
concerning smoking and he:tlth. Copies of any documents required to be placed on a website pursuant to Ihis subsection will 
he placed un such website within the later of 45 days after the MSA Execution Date or within 45 days after the production of 
such documents in any federal or state court action concerning smoking and health. This obligation will continue until June 
30, 20 I O. In placing such newly produced documents on its website, each Original Participllting Manufacturer or Tobncco~ 
Related Organization will identify, as part of its index to be created pursuant to subsection IV(h), the action in which it 
produced such documents and the date on which such documents were added to its website. 

(0 Nothing in this section IV shall require any Original Participating Manufacturer or Tobacco-Related 
Organization to place on its website or otherwise disclose documents that: (I) it continues to claim to be privileged, a trade 
secret, confidential or proprietary business information, or that contain other information not appropriate for public disdosure 
because of personal privacy interesls or contractual rights of third parties; or (2) continue to be subject to any protective 
order, sealing order or other order or ruling Ihat prevents or limits a litigant from disclosing such documents. 

(g) Oversized or multimedia records will not be required to he placed on the Website, hut each Original 
Participating Manufacturers and Tobacco-Related Organizations will make any such records available to the public by 
placing copies of them in the document depository established in The State of Minnesotn. et al. v. Philip Morrjs Incornnflllcd 
~,CI-94-8565 (Cuunty uf Ramsey, District Court. 2d Judicial Cir.). 

II 

D
-8



(h) Each Original Parti<.:ipating Manut'adurer will establish 'In index and other features to Improve 
sean.:hahle access to the document images on its website, as set forth in Exhihit I. 

(i) Within 90 days afler the MSA Execution Date, the Original Participuting Munufacturers will furnish 
NAAG with a project plan for completing the Original Participating Manufucturers' obligations under subsection {V(h) 
with respect to documents currently un their websites and documents being placed on their wehsites pursuant to 
suhsection IV(d). NAAG may engage a computer consultant at the Original Participating M~lI1ufacturers' expense for ~, 

period nnt 10 exceed two years and at a cost not to exceed S)oO,OOO. NAAG's computer consultant may review such plan 
and make recommendations consistent with this Agreement. In addition, within 120 days after the completion of the Original 
Participating Manufacturers' obligations under subsection IV(d), NAAG's computer consultant may m:Jke tinal 
recommendations with respect to the websites consistent with this Agreement. In preparing these recommendations, 
NAAO's computer consultant may seek input from Settling State officials, public health urganizations and uther users of the 
websites. 

(j) The expenses incurred pursuant to subsection IV(i), and the expenses related to documents of the Tubacco­
Related Organizatiuns, will be severally shared among the Original Participating Manufacturers (allucated among them 
according to their Relative Market Shares). All other expenses incurred under this section will he horne by the Original 
Participating Manufacturer that incurs such expense. 

V. T08ACCO CONTROL AND UNDERAGE USE LA WS 

Each Participating Manufacturer agrees that following StatewSpecific finality in a Settling Stute it will not initiate, or 
cuuse to be initiated, a facial challenge against the enforceability or constitutionality uf such Settling State's (or such Settling 
State's political sUhdivisions') statutes, ordinances and administrative rules relating to tobacco cnntrul enacted prior to 
June I, 1998 (other than a statute, ordinance or rule challenged in any lawsuit listed in Exhihit M). 

VI. ESTAIILlSHMENTOF A NATIONAL FOUNDATION 

(a) fuund:uion Pumoses. The Settling States helieve that u comprehensive, cnordinated program of public 
education and study is important to further the remedial goals uf this Agreement. Accordingly, as part of the settlement of 
claims descrihed herein, the payments specified in suhsections Vl(h), Vl(c), and IX(e) shall he made to a charitahle 
fuundation, trust or similar organization (the "found<ltion") and/or to a program to be operated within the fuundation (the 
"National Puhlic Education fund"). The purposes of the Foundation will he to support (I) the study uf and programs to 
reduce Youth Tuhacco Product usage and Yuuth substance ahuse in the States, and (2) the study of and educational programs 
to prevent diseases associated with the use of Tobaccu Products in the States. 

(b) Base Foundation Payments. On March 31, 1999, and un March 31 of each suhsequent year for a period of nine 
years thereafter, each Original Participating Manufacturer shall severally pay its Relative Market Shure of $25,000,000 10 

fund the Fuundution. The payments to he made hy each of the Original Participating Manufacturers pursuant to this 
subsection (h) shall he suhject 10 no adjustments, reductions, ur uffsets, and shall he paid to the Escrow Agent (to he credited 
to the Suhsection Vl(h) Account), who shall disburse such payments to the fuundation only upon the occurrence of State­
Specific Hnality in at least one Settling State. 

(c) National Puhlic Educ;uion fund Pilyments. 

(I) EOIch Original Participating Manufacturer shall severally pay its Relative Market Share of the folluwing 
base amounts on the follOWing dates to the Escrow Agent for the benefit of the foundation's National Public Education Fund 
to be used for the purposes and as described in subsections VI(t)(I). VI(g) and VI(h) below: 5250.000.000 on March 31. 
1999; 5300.000.000 on March 31. 2000; $300.000.000 on March 31. 2001; 5300.000.000 on March 31. 2002; and 
$300,000,000 on March 31. 2003, as such amounts are modified in accordance with this subsection (c). The payment due on 
MOIrch 31, 1999 pursuant to this subsection (c)(I) is to be credited to the Subsection VI(c) Account (first). The payments 
due on or after March 31, 2000 pursuant to this subsection VI(c)( I) are to he credited to the Subsection Vl(c) Account 
(Subsequent). 

(2) The payments to he made by the Original Participating Manufacturers pursuant to this subsection (c). 
other than the payment due on March 31. 1999, shall be SUbject to the Innation Adjustment, the Volume Adjustment and the 
offset for miscalculuted ur dispured payments descrihed in subsection XI(i). 

(3) The puymenf made pursunnf to this subsection (c) on March JI, 1999 shall be dishursed hy the Escrow 
Agent 10 the roundation only upon the occurrence of StatewSpecilic Finality in at least une Settling State. Each remaining 
puyment pursuant to this subsection (c) shall be disbursed by the Escrow Agent to the Foundation only when State-Specitic 
Finality has occurred in Settling States having aggregate Allocable Shares equul to at least 80% of the total uggregate 
Allocable Shares assigned to all States that were Settling States as of the MSA Execution Date. 

(4) In addition to the payments made pursuant to this subsection (c), the National Public Education fund 
will be funded (A) in accordance with subsection IX(e), and (B) through monies contributed by other entities directly to the 
foundation and designuted for the National Puhlk Education Pund ("National Public Education fund Contributions"). 

(5) The payments made by the Original Participating Manufacturers pursuant to this subsection (c) and/or 
subsection (XCe) and monies received from all National Puhlic Education Pund Contributions will be deposited and invested 
in accordance with the laws of the state of incorporation of the Fuundation. 
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Cd) Creation and Organization of the foundation. NAAG, through its executive comminee, will provide for the 
creation uf the Foundation, The foundation shall be organized exclusively for charitable, scientific. and educational 
purposes within the meaning of Internal Revenue Code section 501(c)(3). The organizational documents of the 
foundation shall specifically incorporate the provisions of this Agreement relating to the foundation, and will provide for 
payment of the Foundation's administrative expenses from the funds paid pursuant to suhsection VJ(b) ur Vl(c). The 
Foundation shall be governed hy a hoard of directors. The hoard of directors ~hall he compri~ed of eleven directors. NAAG. 
the National Governors' Association ("NGA"). and the National Conference of State Legislatures ("NCSL") shall each select 
from its memhership two directors. These six directors shall select the five additional directors. One of these five additional 
directors shull have expertise in public health issues. Four of these tive additional directors shall have expertise in medical, 
child psychology, or puhlic health disciplines. The board of directors shall be nationally geographically diverse. 

(e) foundution Affiliation. The foundation shall be formally affiliated with an educational or medical institution 
selected by the board of directors. 

(0 Foundation Functions. The functions of the Foundation shall be: 

(I) carrying out a nationwide sustained advertising and education program to (A) counter the use hy Youth 
of Tobacco Products. and (B) educate consumers about the cause and prevention of diseases associated with the use of 
Tobacco Products; 

(2) developing and disseminating model advertising and education progmms to counter the use by Youth 
of substances thut are unlawful for use 'or purchase by Youth. with an emphasis on reducing Youth smoking; monitoring and 
testing the effectiveness of such model programs; and, based on the information received from such monitoring and testing, 
continuing to develop and disseminate revised versions of such model programs, as appropriate; 

(3) developing tlOd disseminating model classroom education programs and curriculum ideas ahout 
smoking und substance abuse in the Kwl2 school system, including specific target programs for special atwrisk popUlations; 
monitoring and testing the effectiveness of such model programs and ideas; and, based on the information received from such 
monitoring and testing. continuing to develop and disseminate revised versions of such model programs or ideas, as 
appropriate; 

(4) developing and disseminating criteria for effective cessation programs; monitoring and testing the 
effectiveness of such criteria; and continuing to develop and disseminate revised versions of such criteria, us appropriate; 

(5) commissioning studies, funding research, and publishing reports on factors that influence Youth 
smoking and suhstunce abuse and developing strategies to address the conclusions of such studies and research; 

(6) developing other innovutive Youth smoking and substance abuse prevention programs; 

(7) providing targeted training and informution for parents; 

(8) maintaining a lihrary open to the public of Foundation·funded studies, reports and other publications 
related to the cause and prevention of' Youth smoking and substance abuse; 

(9) tracking and monitoring Yuuth smoking and substance abuse, with a focus on the reasons for any 
increases or failures to decrease Youth smoking and substance abuse and what actions can be taken to reduce Youth smoking 
and suhstance abuse; 

(10) receiving, controlling, and managing contributions from uther entities to further the purposes 
described in this Agreement; and 

(II) receiving, controlling, and managing such funds paid by the Participating Manufacturers pursuant to 
subsections VI(b) and VI(c) above. 

(g) Foundation GrantwMaking. The Foundation is authorized to make grants from the National Puhlic Education 
Fund to Settling States and their political subdivisions to carry out sustained advertising and education programs to (I) 
counter the use by Youth of Tobacco Products, and (2) educate consumers about the cause and prevention of diseases 
associated with the use of Tobacco Products. In making such grants, the Foundation shall consider whether the Settling State 
or political suhdivision applying for such grant: 

(I) demonstrates the extent of the problem regarding Youth smnking in such Settling State or pulitical 
subdivision; 

(2) either seeks the grant to implement a model program developed by the foundation or provides the 
Foundation with a specific plan for such applicant's intended use of the grant monies, including demonstrating such 
applicant's ability to develop an effective advertising/educatiun campaign and to assess the effectiveness of such 
advertising/education campaign; 

(3) has other funds readily available to carry out a sustained advertising and education program to (A) 
counter the use by Youth of' Ti)bacco Products. and (8) educate consumers about the cause and prevention of diseuses 
associated with the use of Tobacco Products; and 

(4) is a Selliing State thut has nol severed this section VI from its settlement with the Participating 
Manufacturers pursuant to subsection Vl(i) below, or is a pulitical subdivision in such a Sellling State. 
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(h) (-'"undatinn Acliviries. The Fuundation shall nut engage in, nor shall uny of the Foundation's money he used 
to engage in. any politic:'ll activities or luhhying. including, hUI nnl limited tn. suppOri of or urrn!iition In candidates. hallnt 
initiatives. referenda or other simih" activities. The N:'ltinn:11 Pohlic Education Fund shall he used (lnly for puhlic 
educatiun and udvcrlislRg regarding the addictiveness, health effects, and social custs related tn the use of" tuhilCCU products 
and shall not he used for any personal auack on, ur viliticatiun of, any person (whether by name or husiness aftiliati(m), 
company, or governmental agency, whether individually or cullectively. The Foundation shall work In ensure that its 
activities are carried out in a culturally nnd linguistically appropriate manner. The Foundation'!i activities (includin£ the 
National Puhlic Education Fund) shall be carrietl out solely within the States. The payments descrihed in subsections Vl(h) 
and Vl(c) above ure made at the direction and on behalf of Settling Stales. By making such payments in such manner, the 
Participating Manufacturers do not undertake and expres!ily disclaim any responsihility with respect to the creation, 
operation,lil.loilitles, or tax status of the foundation or the National Public Education Pund. 

(i) Severance of this Section. If the Attorney General of a Seuling St'lte determines Ih:.ll such Settling State may not 
lawfully enter into this !iection VI as a matter of applicable state law, such Attorney General may sever this section VI from 
ils settlement with the Participating Manufacturers by giving written notice of such severance to each Participating 
Manufacturer and NAAG pursuant to suhsection XVIIf(k) hereof. Ifany Settling State exercises its right 10 sever thi!i section 
VI, this section VI shall nul be comidered a part of the !ipecific settlement between such Settling State and the Participating 
M.tnufacturers. and this section VI shall not be enf{)rceable by or in such Sen ling State. The payment obligation uf 
subsections Vl(b) and Vl(c) hereof shall apply regardless uf a determination by one or more Settling States to sever !ieclion 
VI hereof: provided. however, thai if all Settling States sever section VI hereof, the payment ohligation!i uf subsections (b) 
and (c) hereuf shall be null and void. If the Attorney General of a Settling State that severed this section VI sub~equently 
determines that such Settling State may lawfully enter into this section VI as a matter of applicahle slate law, such Atturney 
General may rescind such Settling State's previous severance of this section VJ by giving written notice of such re!icission to 

each Participating Manufacturer and NAAG pur!iuant to subsection XVlIl(k). If any Settling State rescinds such severance, 
this section VI shall be considered a part of the specific seulement hetween such Settling Stale and the Participating 
M:mufacturer!i (including for purposes of !iuhsection (g)(4)), and lhi!i secliun Vl shull be enfnrceahle by and in such Settling 
Stolte. 

VII. ENI'OItCEMENT 

(a) Jurisdiction. Each Participating Manufacturer and each Settling Slate acknowledge thai the Court: (1) has 
jurisdiction over the suhject matter of the action identified in Exhibit 0 in such Settling Siale and over each Participating 
Manufacturer; (2) shall retain exclusive jurisdictiun for the purposes uf implementing nnd enforcing this Agreement and the 
Cunsenl DC1.:ree as 10 such Seuling Stale~ and (3) except as provided in suhsectiun'li IX(d). XJ(c) and XVIf(d) ami Exhibit 0, 
shull be the only court to which di~pules under this Agreement or the Consent Decree are presented as to such Seuling State. 
Provided, however, that notwithshtnding the foregoing, the Escrow Court (as detined in the Escrow Agreement) shall have 
exclusive jurisdiction, as provided in section 15 of the Escrow Agreement, over any suit, action or proceeding seeking to 
interpret or enf(lrCe any provision of, or based on any right arising out of. the Escrow Agreement. 

(h) Enforcement of Consent Decree. Except us expressly provided in the Con~ent Decree, any Settling State or 
Releu!Oed Party may apply to the Court to enforce the terms of the Consent Decree (or for a declaration construing any such 
term) with respect to alleged violations within such Settling State. A Settling Stale may not seek to enforce the Consent 
Decree of another Sellling State; provided, however, that nothing contained herein shall affect the ahility of any SeUling Stale 
(0 (I) coordinate state enforcement actions {lr proceedings, or (2) file or join any amicu!i hrief. In the event that the Court 
determines that any Participating Manufacturer (lr Settling State has violated the Con!ienl Decree within !iuch Settling State, 
the party that initiated the proceedings may request any and all relief available within such Settling State punmant to the 
Consent Decree. 

(c) Enforcement of this Agreement 

(I) Excepl as provided in suhseclions IX(d). XI(c). XVII(d) and Exhibil O. any Selliing Slale or 
Participating Manufacturer may bring an action in the Court ttl enforce the terms uf thi!i Agreement (or for a deciantti(m 
cun!itruing any such term ("Declanuory Order"» with respect to disputes, alleged violatiuns or alleged breaches within sUl:h 
Settling Stale. 

(2) Before initiating such proceedings, a party shall provide 30 days' written notice to the Attorney 
General of each Settling State, to NAAG, and to each Participating Manufacturer of its intent to initiate proceedinp pursuant 
to Ihi~ subseclipn. The 30-<.lay notice period may be ~hortened in the event that the relevant Attorney General reasonably 
determines that a compelling time·sensitive public health and safety concern requires more immediate action. 

(3) In the event that the Court determines that any Participating Manufacturer or Settling State has violated 
or breached this Agreement. the party that initiated the proceedings may request an order restraining such violation or breach, 
and/or ordering compliance within such Settling State (an "Enforcement Order"). 

(4) If an i!isue arises as to whether a Participating Manufacturer has failed 10 comply with an Enforcement 
Order, the Attorney General for the Sellling State in que!ition may seek an order fur interpretation or fur munetary, civil 
contempt or criminal sanctions to enforce c{)mpliance with such Enforcement Order. 

(5) If the Court finds (hat a guod-faith di!ipute exists;as tu the meaning of the terlns uf this Agreement or a 
Declar:ltory Order, the Cuurt may in its discrclion determine In enler a UecJamtury Order ntther than an Enfurcement Order. 
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(6) Whenever possihle. the parties shall seek to resolve un aJleged violation of this Agreement hy 
dist:ussion pursuant to subsection X VIJI(m) ()f this Agreement. In additiun, in determining whether tn seek an 
Enfurcement Order. ur in determining whether to Neek an urder fur monetary, civil cuntempt or criminul sanctions fur <loy 
cl"imed violation of lIn Enforcement Order, the Anorney General shall give good-faith consideration tn whether the 
Participating Manufacturer that is claimed 10 have violated this Agreement has taken appropriate und reasonable steps to 
cause the claimed violation to he: cured. unless such party has been guilty of a pattern of' violations of like nature. 

(d) Right of Review. All orders and other judicial determinations made by any court in connection with this 
Agreement or any C(IOl'ent Decree shall be subject to all available appellate review. and nothing in this Agreement or any 
Consent Decree shall be deemed to constitute a waiver of any right tc> any such review. 

(e) Applicllhility. ThiN Agreement and the Consent Decree apply only to the Participating Manufacturers in their 
corpumte capacity acting thnmgh their respective successor!i and assigns, directors, unicer!i, employees, agents, suhsidiaries\ 
divisions, or other internal organizational units of any kind or any other entities acting in cuncert or participation with them. 
The remedies, penalties and sanctiuns that may be impo!ied or assessed in connection with a breach or violation of this 
Agreement or the Consent Decree (or any Decl.mltory Order or Enforcement Order i~sued in connection with this Agreement 
or the Consent Decree) shall only apply to the Pllrlicipating Manufacturers, and shall not be imposed or assessed against any 
employee, officer or director of any Participating Manufacturer, or against any other person or entity a!i u cunsequence uf 
such breach or viulation, and the Court shall have no juri!idiction to do so. 

(0 Cuurdinalion of Enforcement. The Attorneys General of the Seuling States (lhmugh NAAG) shall monitor 
potential conflicting interpretations by courts of differenl States of this Agreement and the Consent Decrees. The Settling 
States shall u~e their helOt efforts, in cooperation with the Participating Manufacturers, to coordinate and resolve the effects of 
such conflicting interpretations as to maUers that are not exclusively local in nature. 

(g) Inspection and Discovery Rights. Without limitation on whatever other rights to access they may he permitted 
hy law, following State-Specific Finality in a Settling State and for seven years thereafter. representatives of the Attorney 
General of such Settling State may, for the purpose of enforcing this Agreement and the Consent Decree, upon reasonable 
cause 10 believe that a violatiun of this Agreement ur the Cunsent Decree has occurretl. and upun rea!i{)fiahle prior wriuen 
nuliCt~ (but in nu event less than 10 Bu,dness Days): (I) have access during regular office hours In inspect and cupy all 
relevant non-privileged, non-work-product books, records, meeting agenda and minutes, and other documents (Whether in 
hard copy f{um or stored electronically) of each Participating Manufacturer insofar U!i they pertain to such believed violation; 
and (2) interview each Participating Manufacturer's directors, officers and employees (who shall be entitled to have counsel 
pre~ent) with respect to relevant, non-privileged. non-work-product matters pertaining 10 !iuch believed violation. Documents 
and information provided to repre!ientatives of the Attorney General of such Settling State pursuant to this section VII shall 
be kept contidential by the Sett1ing States, and shall be utilized only by the Settling States and only for purposes of enforcing 
this Agreement. the Con!ie"t Decree and the criminal law. The in~pection and discovery rights provided to such Settling 
Siale pursuant to this sub!iection shall be coordinated through NAAG !iO as to avoid repetitive and excessive inspection and 
di!ictlVery. 

VIII. CERTAIN ONGOING RESPONSIBILITIES OF THE SETTLING STA TES 

(a) Upon approval of the NAAO e~ecutive comminee, NAAO will provide coordination and facilitation for the 
implementation and enforcement of this Agreement on behalf of the Attorneys General of the Settling States, including the 
following: 

(I) NAAO will assist in coordinating the inspection and discovery activities referred to in suhsections 
lII(p)(3) and VII(g) regarding compliance with this Agreement by the Participating Manufacturer!i and any new tohacco­
rel~ned trade associations. 

(2) NAAG will cunvene at lell!i! two meetings per year and nne major natiunal conference every three 
years fur thl! Attorneys General of the Settling Siales, the directors uf the .... oundation and three persons designated hy each 
Participating Manufacturer. The purpose of the meetings and conference is to evaluate the success of (his Agreement and 
coordinate efforts hy the AUorneys General and the Participating Manufacturers to continue to reduce Y (luth smoking. 

(3) NAAG will periutlicully inform NGA, NeSL, the Nutional A!i!iociation of Cuunties and the National 
League of Cities of the results of the meetings and conferences referred to in subsection (a)(2) above. 

(4) NAAG will support and coordinate the efforts of the Attorneys General of the Seuling States in 
carrying out their responsibilities under thh Agreement. 

(5) NAAG will pert{lrm the other functions Npecified for it in this Agreement, including the function!i 
specified in !iection IV. 

(b) Upon approval by the NAAG executive committee to assume the respon~ibilities outlined in subsection VIJf(a) 
hereof. each Original Participating Manufacturer :;hall cause 10 be paid, beginning on Decemher 31. 1998, and on Decemher 
31 of each year Ihereafter through and including December 31. 2007. ils Relalive Markel Share of S 150.000 per year 10 Ihe 
E!icrow Agent (to be credited to the Subsection VIfI(b) Account), who shall disburse such monies to NAAG within 10 
Business Days, to fund the activities described in ~ubJ\ection VIII(a). 

(c) The Attorneys General of the Selliing States, acting through NAAO. shall estahlish it fund ("The States' 
Antitru!itlCnnsumer Protection Tohacco Enfmcement Fund") in the form auached as E~hihil J, which will he maintuined hy 
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such Attorneys General to supplement the Settling States' (I) enforcement and implementation uf the terms of this 
Agreement and the Consent Decrees, and (2) investigation and litigation of potential violations of laws with respect to 
Tohacco Products, as set forth in Exhibit J. Each Original Participating Manufacturer shall on March 31,1999, severally 
pay its Relative Market Share of $50.000,000 to the Escrow Agent (In be credited to the Subsection Vlll(c) Account), who 
shall dishurse such monies to NAAG upon the occurrence of State-Specific finality in at least one Settling State. Such funds 
will be u:\ed in accordance with the provisiuns of Exhihit J. 

IX_ PAYMENTS 

(a) All Puyments Into Escrow. All payments made pursuant to this Agreement (except those payments made 
pursuant to section XVII) shall be made into escrow pursuant 10 the Escrow Agreement, and shall be credited to the 
appropriate Account established pursuant to the Escrow Agreement. Such payments shall be disbursed to the beneficiaries or 
returned In the Participating Manufacturers only as provided in section XI and the Escrow Agreement. No payment 
ohligation under this Agreement shall arise (I) unles~ and until the Escrow Court has approved and retained jurisdiction uver 
the Escrow Agreement or (2) if such approval is reversed (unless and until such reversul is itself reversed). The parties agree 
to proceed as expeditiously as possihle tn resolve any issues that prevent appmval of the Escrow Agreement. If any puyment 
(other than the first initinl payment under subsection IX(b» is delayed because the Escrow Agreement has not been approved. 
such payment shall he due and payuble (together with interest at the Prime Rate) within 10 Business D~lys after approval of 
Ih~ Escrow Agrecmcnl hy the Escrow Court. 

(b) Initi;d Payments. On the sccond Husiness Day after the Escrow Court approves and retains jurisdiction uver the 
Escrow Agreement, each Original Participating Manufacturer shall severally pay to the Escrow Agent (to be credited to the 
Subsection IX(b) Account (first» its Market Capitalization Percentage (as set forth in Exhibit K) of the base amount of 
S2,400.000,OOO. On January 10, 2000, each Original Participilting Manufacturer shall severally pay tn the Escrow Agent its 
Relative Market Share of the base amount of $2,472.000,000. On January 10, 2001, each Original Participating 
Manufacturer shall severally pay to the Escrow Agent its Relative Market Share of the base amount of 52,546, 160,000. On 
January 10, 2002, each Origimll P:trticip:lting Manufacturer shall severally p:.ty to the Escrow Agent its Relative M:lrket 
SIt:lrc of Ihe hase :tlHnunl uf S2,622,544.HO(). On J:lIlulIry JO, 20U], e:lch Origin:1f P;lrticipatinJ; Manufacturer shall sevcrally 
pay to Ihe ESCTllw Agel1l its Rd:ativc M:trkct Sharc uf Ih~ hotse amount of 52,701,221,144. The pilymcnls pursuanllU this 
suhsection (b) due un or after January 10, 2000 shall be credited to the Subsection IX(h) Account (Suhsequent). The 
foregoing payments shall be modified in accordance with this subsection (h). The payments made by the Original 
Participuting Manufacturers pursuant to this sub~ecti(}n (b) (other than the first such payment) shall be subject to the Volume 
Adjustment, the Non-Settling States Reduction and the offset for miscalculated or disputed payments described in subsection 
Xl(i). The first payment due under this subsection (b) shall be subject to the Non-Settling States Reduction, but such 
reduction shall be determined as of the date one day before such payment is due (rather than the date 15 day!" before). 

(e) Annual Payments and Strategic Contribution P:tyment*. 

(I) On April 15,2000 and on April 15 of each year thereufter in pell1etuity. each Original Participating 
Manufacturer shall severally pay to the Escrow Agent (to be credited to the Subsection IX(c)( I) Account) its Relative Market 
Share uflhe base amounts specified below, as such payments are modified in accordance with this subsection (c)(I): 

Year Base Amount 
2000 $4,500,000,000 
2001 $5,000,000,000 
2002 S6,500,OOO,OOO 
2003 56,500,000,000 
2004 58,000,000,000 
2005 58,000,000,000 
2006 S8,OOO,OOO,OOO 
2007 S8,OOO,OOO.000 
2008 58,139,000,000 
2009 58,139,000,000 
20 I 0 58,139,000,000 
2011 58,139,000,000 
2012 $8,139,000,000 
2013 58,139,000,000 
2014 5S,I39,OOO,tXJO 
2015 SS,I39,OOO,OOO 
2016 S8,I39,OOO,OOO 
2017 SS,1J9,OOO,tXX) 
2018 and each ye"r .hcre"ner 59,000,000,000 

The payments made hy the Original Participating Manufacturers pursuant to this subsectiun (c)(l) shall be subjeclto 
the Inflation Adjustment, the Volume Adjustment, the Previously Settled States Reduction, the Non-Settling States 
Reduction, the NPM Adjustment, the offset for miscalculated or disputed payments descrihed in suhsection XI(i), the federal 
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Tohacco Legislation Offset. the Litignting Releasing Pnrties Offset, and the offsets for claims over described in 
sub«c.ions XII(a)(4)(B) and XII(a)(S), 

(2) On April 15, 2008 and on April 15 of eacb year .hereafler .hrou£h 2017, each Ori£inal Par.icipa.in£ 
Manufacturer shall severally pay to the Escrow Agent (to be credited to the Subsection IX(c)(2) Account) its Relative 
Market Share uf the base amount of $861,000.000. as such payments are modified in accordance with this subsection (c)(2). 
The payments made by the Original Participating Manufacturers pursuant to this suhsection (c)(2) shall be subject to the 
Inflation Adjustment, the Volume Adjustment, the NPM Adjustment, the offset for miscalculated or disputed payments 
described in subsection XI(i), the Pederal Tobacco Legislation Offset, the Litigating Releasing Purties Offset, and the offsets 
for claims over described in subsec.ions XII(a)(4)(B) and XII(a)(S), Such paymen.s shall also be ,ubjec' '0 .he Non-Seuling 
States Reduction; provided, however, that for purposes of payments due pursuant to this subsection (c)(2) (and corresponding 
payments hy Subsequent Participating Manufacturers under subsection IX(i», the Nun-Settling States Reduction shall be 
derived as follows: (A) the payments made by the Original Participating Manufacturers pursuant to this subsection (c)(2) 
shall be allocated among the Settling Slates on a pen:entage basis 10 he determined by the Settling States pursuant tn the 
procedures set forth in Exhibit U, and the resulting allocation percentages disclosed to the Escrow Agent, the Independent 
Auditor and the Origim.ll Participating Manufacturers not later than June 30, 1999; and (B) the NunMSetlling States Reduction 
shall he hased on the sum of the Allucahle Shares so established pursuant to subseclinn (c)(2)(A) for those Stmes that were 
Seflling Slates liS of the MSA Execution D:lle "nd as Itl which this Agreement hus terminuled us of the dule 1.5 dilY~ hefore 
the: payment in question is due. 

(d) Non-Participating Manufacturer Adjustment. 

(I) Calculation of NPM Adjustment for Original Participuting Manufacturers. To protect the public health 
gains achieved by this Agreement, certain payments made pursuant to this Agreement shall be subject to an NPM 
Adjustment. Payments by the Original Participating Manufacturers to which the NPM Adjustment applies sh:11I be adjusted 
as provided below: 

(A) Subjec •• o .he pmvisions of subsec.ions (d)( I )(C), (d)( I )(D) and (d)(2) below. each Allocaled 
Payment shull he udjuslcd hy suhtTilcting fmm such Allocaled Puyment the pro(luct nf such Allocatcd P:lymcnt nl11OUl1t 
multiplied by the NPM Adjustment Percentage. The "NPM Adjustment Percentage" shall he calculated as fullows: 

(i) If the Market Share Loss for the year immediately preceding the year in which the 
payment in question is due is less than or equal to 0 (zero). then the NPM Adjustment Percentage shall equal zero. 

(ii) If the Market Share Loss for the year immediately preceding the year in which the 
payment in question is due is greater than 0 (zem) and less than or equal to 162/3 percentage points, then the NPM 
Adjustment Percentage shall be equal to the product of (x) such Market Share Loss and (y) 3 (three). 

(iii) If the Market Share Loss for the year immediately preceding the year in which the 
payment in question is due is greater than 16213 percentage points, then the NPM Adjustment Percentage shull he equallo 
the sum of (x) 50 percentage points and (y) the product of (I) the Variable Multiplier and (2) the result of such Market Share 
Loss minus 16213 percentage point~. 

(B) Definitions: 

(i) "Base Aggregate Participating Manufacturer Market Share" means the result of (x) 
the sum of the applicahle Market Share~ (the applicable Murket Share to be that fur 1997) of all present and former Tohacco 
Pnxluct Manufacturers that were Participating Manufacturers during the entire calendar year immediately preceding the year 
in which the payment in question is due minus (y) 2 (Iwo) percentage points. 

(ii) "Actual Aggregate Participating Manufacturer Market Share" means the sum of the 
applicable Market Shares of all present and former Tobacco Product Manufacturers that were Participilling Manufacturers 
during the entire calendar year immediately preceding the year in which the payment in question is due (the upplicahle 
Market Share to be that for the calendar year immediately preceding the year in which the payment in question is due). 

(iii) "Market Share Loss" means the result of (x) the Base Aggregate Participating 
Manufacturer Market Share minus (y) the Actual Aggregate Participating Manufacturer Market Share. 

(iv) "Variable Multiplier" equals 50 percentage points divided by the result of (x) the 
Base Aggregate Parth.:ipaling Manufacturer Market Share minus (y) 16 2/3 percentage points. 

(e) On or before february 2 of each year following a year in which there was a Market Share 
Loss greater than zero, a natiunally recognized firm of economic consultants (the "Pirm") shall determine whether the 
disadvantages experienced as a result uf the provisions of this Agreement were a significant factor contributing to the Market 
Share Loss for the year in question. If the Pirm determines that the disadvuntages experienced as a result of the provisions of 
this Agreement were a significant factor contributing to the Market Share Loss for the year in question, the NPM Adjustment 
descrihed in subsection IX(d)(I) shall apply. If the Firm determines that the disadvanlilges experienced as a result of the 
provisions of this Agreement were not a significant faclor contributing tn the Market Share Loss fur the year in question, the 
NPM Adjustment described in subsection IX(d)(I) shull not apply. The Original Participating Manufacturers, the Settling 
States, and the Attorneys General for the Settling States shall cooperate to ensure that the determination described in this 
subsection (I )(C) is timely made. The Pirm shall be accephtble to (and the principals responsible for this assignment shall be 
acceptable to) both the Original Participating Manufacturers and 11 majority of those Attorneys General who are both the 
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Attorney General of' a Settling State and a member of the NAAO executive committee at the time in question (or in the 
event no such finn or no such principals shall be acceptable to such parties, National Economic Research Associates, 1m:., 
or its successors by merger. acquisition or otherwise ("NERA "), acting through a principal or principals acceptable to such 
parties, if such a person can be identified and. if not, acting through a principal or principals identified hy NERA. or a 
successor linn selected hy the CPR Institute for Dispute Resolution). As soon as practicahle after the MSA Execution Date. 
the firm shull be jointly retained by the Seuling States and the Original Participating Manufacturers fur the purpose of 
making the foregoing determination, and the Pirm shall provide written notice to each Settling State, to NAAG, to the 
Independent Auditor and to each Participating Manufacturer of such determination. The determination of the firm with 
respect 10 this issue shall be conclusive and binding upon all parties, and shall be tinal and non-appealahle. The reasonahle 
fees and expenses of the Pirm shall be paid hy the Original Participating Manufacturers according to their Relative Market 
Shares. Only the Participating Manufacturers and the Settling States, and their respective counsel, shall he entitled to 
communicate with the Pirm with respect 10 the firm's activities pursuant to this subsection (I)(C). 

(D) No NPM Adjustment shall be made with respect to a payment if the aggregate number of 
Cigarettes shipped in or to the tifty United States, the District of Columbia and Puerto Rico in the year immediately 
preceding the year in which the payment in question is due by those Participating Manufacturers that had become 
Pllrticipating Manufacturers prior to 14 days after the MSA Execution Date is greater than the aggregate number of Cigarettes 
shipped in or to the fifty United State~, the District of Columhia, and Puerto Rico in 1997 by such Participating 
Manufacturers (and any of their Aftiliates that made such shipments in 1997, as demonstrated hy certitied audited statements 
of such Aftiliates' shipments, and that do not continue to make such ~hipments after the MSA Execution Date because the 
responsibility fur such shipments has been transferred to one of such Participating Manufacturers). Measurements of 
shipments fur purposes of this subsection (D) shall be made in the manner prescrihed in subsection J1(mm); in the event that 
such shipment data is unavailahle fur any Participating Manufacturer for 1997. such Participating Manufacturer's shipment 
volume fur such year shall he measured in the manner prescrihed in suhsectiun Il(z). 

(2) Alloc.lli(," :unon!! Settling SI111es t)l' NPM Adjustment for Original P;:lrticivutjng Manufacturers. 

(A) The NPM Adjustment set fnrth in suhsection (d)( I) shall apply to the Allocated Payments of 
all Settling States, except as set fnrth below. 

(8) A Settling Slate's Allocated Payment shall not be subjeci to an NPM Adjustment: (i) if such 
Settling State continuously had a Qualifying Slut ute (as defined in sub!Oection (2)(E) below) in full force and effect during the 
entire c:llendar yenr immediately preceding the year in which the payment in question is due. and diligently enforced the 
provisions of such statute during such entire calendar year; ur (ii) if such Settling State enacted the Model Statute (as detined 
in suhsection (2)(E) below) for the tirst time during the calendar year immediately preceding the year in which the payment 
in question is due, continuously had the Model Statute in full force and effect during the last six months of such calendar 
year, and diligently enforced the provisions of such statute during the period in which it was in full force and effect 

(C) The aggregate amount of the NPM Adjustments that would have applied to the Allocated 
Payments of those Settling States that are not suhject to an NPM Adjustment pursuant to suhsection (2)(B) shull he 
reallocated among all other Settling States pro rata in proportion to their respective Allocable Shares (the applic<lble 
Allocahle Shares being those listed in Exhibit A), and such other Settling States' Allocated Payments shall be further reduced 
accordingly. 

(D) This subsection (2)(0) shall apply if' the amount of Ihe NPM Adju~tmenl applied pursuant to 
suhsection (2}(A) to any Settling State plus the amount of' the NPM Adjustments reall.)cated to such Settling State pursuant h. 
suhsection (2)(C) in any individual year would either (i) exceed such Settling State's Allocated Payment in that year, ur (ii) if 
subsectiun (2)(f) applies to the Settling State in question, exceed 65% of such Settling Stute's Allocated Payment in thut 
year. for each Seuling Stale that has an excess as described in the preceding sentence. the excess amount of NPM 
Adjustment shall be further reallocated among all other Settling States whose Allocated Payments are subject to an NPM 
Adjustment and that do not have such an excess, pro rata in proportion to their respective Allocable Shares, and such other 
Settling States' Allocnted Payments shall be further reduced accordingly. The provisions of this subsection (2)(0) shall he 
repeatedly applied in any individual year until either (i) the aggregate amount of NPM Adjustments has been fully reallocated 
or (ii) the full amount of' the NPM Adjustments subject to reallocation under subsection (2)(C) or (2)(0) cannot he fully 
reallocated in any individual year as described in those suhsections because (x) the Allocated Payment in thaI year of each 
Settling State thaI is subject to an NPM Adjustment and to which subsection (2)(P) does not apply has been reduced to zero. 
and (y) the Allocated Payment in that year of each Settling Stale to which subsection (2)(f) applies has heen reduced to 35% 
of such Allocated Payment. 

(E) A "Qualifying Statute" means a Settling State's statute, regulation, law and/or rule (applicahle 
everywhere the Settling State has authority to legislate) that effectively and fully neutralizes the cost disadvantages that the 
Participating, Manufacturers experience vis-u*vis Non-Participating Manufacturers within such Settling State as a result of the 
provisions of this Agreement. Each Participating Manufacturer and each Settling State agree that the model statute in the 
form set f()r1h in Exhihit T (the "Mudel Statute"), if enacted without moditication or addition (except fur particularized state 
pnlcedural or technical requirements) and not in conjunction with any other legislative or regulatory proposal, shall constitute 
a Qualifying Statute. Each Participating Manufacturer agrees to support the enactment of such Mudel Statute if such Model 
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Statute is introduced or proposed (i) without moditication or addition (except for particularized procedural or technical 
requirements), and (ii) not in conjunction with any other legislative proposal. 

(f) If a Settling State (i) enacts che Model Statute without any moditication or addition (except 
for pnTlicularized state procedural Of technical requirements) and not in conjunction with any other legislative or regulatory 
proposal. (ii) uses its hest efforts 10 keep the Model Statute in full force ami effect hy. among other things. defending the 
Model Statute fully in any litigation brought in slale Of federal court within such Seuli"g Slale (including litigating all 
available appeals that may affect the effectiveness of the Model Statute), and (iii) otherwise complies with subsection (2)(B), 
but a court of competent jurisdiction nevertheless invalidates or renders unenforceable the Model Statute with respect to such 
Settling State, and but for such ruling the Settling State would have been exempt from an NPM Adjustment under subsection 
(2)(B). Ihen Ihe NPM Adjuslmenl (including reallocalions pursuanllo suhseclions (2)(C) and (2)(D» shall slill apply 10 such 
Settling State's Allocated Payments hut in any individual year shall not exceed 65% of the amount of such Allocated 
Payments. 

(0) In the event 11 Settling State proposes and/or enacls a statute, regulation, law and/or rule 
(applicable everywhere the Settling State has authority to legislate) that is not the Model Statute and asserts that such statute, 
regulation, law and/or rule is a Qualifying Statute, the Pirm shall be jointly retained by the Settling States and the Original 
Participating Manufacturers for the purpose of determining whether or not such statute, regulation, law and/or rule constitutes 
a Qualifying Statute. The Firm shall make the foregoing determination within 90 days of a written request to it from the 
relevant Settling State (copies of which request the Settling State shall also provide to all Participating Manufacturers and the 
Independent Auditor), lind the Firm shall promptly thereafter provide written notice of such determination to the relevant 
Settling State, NAAO, all Participating Manufacturers and the Independent Auditor. The determination of the Firm with 
respect to this issue shall be conclusive and binding upon all parties, and shall be tinal and non-appealable; provided, 
however, (i) thai such determination shall he of no force and effeci with respect to a proposed statute, regulation, law and/or 
rule that is thereafter enacted with any modification or addition: and (ii) that the Settling State in which the Qualifying Statute 
was enacted and any Participating Manufacturer may at any time request that the Firm reconsider its determination as to this 
issue in light uf' suhsequent events (including, wilhuul limitation, suhsequenl judicial review, interpret.uion, modification 
and/or disapproval of a Settling State's Qualifying Statute, and the manner and/or the effect of enforcement of such 
Qualifying Statute). The Original Participating Manufacturers shall severally pay their Relative Market Shares of the 
reasonable fees and expenses of the Pirm. Only the Participating Manufacturers and Settling States, and their respective 
counsel. shall be entitled to communicate with the Firm with respect to the Firm's activities pursuant to this subsection 
(2)(0). 

(H) Except as provided in subsection (2)(P). in the event a Qualifying Statute is enacted within a 
Settling State and is thereafter invalidated or declared unenforceable by a court of competent jurisdiction, otherwise rendered 
not in full force and eftecl, nr, upon reconsideration by the firm pursuant to subsection (2)(0) determined not to constitute a 
Qualifying Statute, then such Sellling Slale's Allocated Paymenh shall be fully subject to an NPM Adjustment unless and 
until the requirements of suhsection (2)(B) have been once again satisfied. 

(3) Allocation of NPM Adjustment ilmnng Original Particioating Manufacturers. The portion of the total 
amount of the NPM Adjustment to which the Original Participating Manufacturers are entitled in any year that can be applied 
in such year consistent with subsection IX(d)(2) (the "Available NPM Adjustment") shall be allocated among them as 
provided in this subsection IX(d)(3). 

(A) The "Base NPM Adjustment" shall be determined for each Original Participating 
Manufacturer in such yeur us follows: 

(i) Por those Original Participating Manufacturers whose Relative Market Shares in the 
year immediately preceding the year in which the NPM Adjustment in question is applied exceed or are equal to their 
respective 1997 Relative Market Shares, the Base NPM Adjustment shall equal 0 (zero). 

(ii) For those Original Participating Manufacturers whose Relative Market Shares in the 
year immediately preceding the year in which the NPM Adjustment in question is applied are less than their respective 1997 
Relative Market Shares, the Base NPM Adjustment shall equal the result of (x) the difference between such Original 
Participating Manufacturer's Relative Markel Share in such preceding year and its 1997 Relative Market Share multiplied by 
both'(y) the number of individual Cigareues (expressed in thousands of units) shipped in or to the United States. the District 
of Columbia and Puerto Rico by all the Original Participating Manufacturers in such preceding year (determined in 
accordance with subsection lI(mm» and (z) S20 per each thousand units of Cigarettes (as this number is adjusted pursuant to 
subseclion IX(d)(3)(C) helow). • 

(iii) For chose Original Participating Manufacturers whose Base NPM Adjustment, if 
calculated pursuant to subsection (ii) above, would exceed S300 million (as Ihis number is adjusted pursuant to subsection 
IX(d)(3)(C) below), the Base NPM Adjustment shall equal 5300 million (or such adjusted numher, as provided in subsection 
IX(d)(3)(C) below). 

(B) The share of the Available NPM Adjustment each Original Participating Manufacturer is 
entitled to shall be calculated as follows: 

(i) If the Available NPM Adjustment the Original Participating Manufacturers are 
entitled to in· any year is less than or equal to the sum of the Base NPM Adjustments of all Original Participating 
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Manutiu:lurer:.; in such year, then such Available NPM Adjustment shall he alloc<tled <trnong those Original Participating 
Manufacturer:.; whose Buse NPM Adjustment is not equull0 0 (zero) pro rata in proportion to their respective Base NPM 
Adjustments. 

Oi) If the AvaiJable NPM Adjustment the Original Panicipaling Manufacturers >Ire 
entitled to in any ye<tr exceeds the sum of the Base NPM Adjustments of all Original Participating Manufacturers in such 
year, then (x) the difference between such Available NPM Adjustment and such sum of the Base NPM Adjustments shall he 
allocated among the Original Participating Manufacturers pro rata in proportion to their Relative Market Shares (the 
applicable Relative Market Shares to be those in the year immediately preceding such year), and (y) euch Original 
Participating Manufacturer's share of such Available NPM Adjustment shall equal the sum of (I) its Base NPM Adjustment 
for such year, and (2) the amount allocated to such Original Participating Manufacturer pursuant to clause (x). 

(iii) If an Original Participating Manufacturer's share oflhe Available NPM Adjustment 
calculated pursuant to suhsecti"n IX(d)(3)(B)(i) or IX(d)(3)(B)(ii) exceeds such Original Participating Manufacturer's 
payment amount to which such NPM Adju.I\lment applies (as such payment amount has been determined pursuant to step B 
of clause "Seventh" of subsection IXO». then (/) such Original Participating Manufacturer's shure of the Available NPM 
Adjustment shall equal such payment amount, and (2) such excess shall be reallocated among the other Original Participating 
Manufucturers pm rata in prornrtion to their Relative Markel Shares. 

(C) Adju~tments: 

(i) Fur calculations made pursuant 10 Ihis suhset:liun IX(d){]) (if IIny) with n:spl!cl tu 
payments due in Ihe year 2000, the numher used in subsectiun IX(d)(3)(A)(ii)(1.) shall he 520 and the number used in 
subset:tiun lX(d)(3)(A)(iii) shall be S300 million. Eat:h year thereafter, hoth the!'e numhers shall be adjusted upward or 
downward by multiplying each of them by the quutient produced by dividing (x) the average revenue per Cigaretle of all the 
Original Participating Manufacturers in {he year immediately preceding ~uch year, by (y) the average revenue per Cigarette 
uf all the Original Participating Manufacturers in the year immediately preceding such immediately preceding year. 

(ii) Por purposes of this suhsection, the average revenue per Cigarette of all the Origini.ll 
Purticipating Manufacturers in uny yeilr shall equal (x) the aggregate revenues 1)1' all the Original Participating Manufacturers 
fmm sales of Cigarettes in the lifty Uniled Swtes, the District of Culumbia and Puertu Rico after Federal excise taxes and 
after payments punmant to lhi,. Agreement ami the tobacco litigation Settlement AgreementlO with the StatelO of flurida, 
Mississippi, Minnesota and Texas (as such revenues are reported 10 the United States Set:urities and Exchange Commission 
("SEC") for such year (either independently hy the Original Participating Manufat:turer or as part of t:oO)Oolidaled tinandal 
statements repurted to the SEC by an Affiliate of the Original Participating Manufacturers) or, in the case of an Original 
Participating Manut'at:turer that does not report income 10 the SEC, as reported in fin:.mdal statements prepared in at:curdance 
with United States generlllly accepted at:counting princirles and audited by a nationally recugnized accounting firm), divided 
by (y) the aggregate number of the individual Cigarettes shipped in or to the United States, the District of Columbia and 
Puerto Rico by .. lithe Original Participating Manufacturen in such year (determined in accordance with subsectitm lI(mm». 

(D) In the event that in the year immediately preceding the year in whkh the NPM Adjustment in 
question is applied both (x) the Relative Market Share of Lorillard Tobacco Company (or of its successor) ("Lori liard") was 
less than or equal tn 20.0000000%, and (y) the number of individual CigareUes shipped in or to the United States, the District 
of Columbia and Puerto Rico by Loriltard (determined in uccordance with subsection lJ(mm» (for purposes of this 
subsection (D), "Volume") was less than or equal to 70 billion, Lorillard's and Philip Morris Incorporated's (or its 
successor's) ("Philip Morris") shares of the Available NPM Adjustment calculated purlOuant to subsections (3)(A)·(C) above 
shall be further reallocated between Lorillard and Philip Morris as follows (this subsection (3)(0) shall not apply in the year 
in which either of the two conditions specitied in this sentence is not satisfied): 

(0 Notwithstanding subsections (A)·(C) of' thi~ subsection (d)(3), but sUhjet:t to further 
adjustment pursuant 10 suhsectiuns (D)(ii) and (D)(iii) below, Ltlrillard's share of the Available NPM Adjustment shall equal 
its Relative Market Share of such Available NI'M Adjustment (the applicahle Relative Market Share to be that in the year 
immediately preceding the year in which such NPM Adjustment is applied). The dollar amount of the difference between the 
share of the Available NPM Adjustment Lorillard is entitled to pursuant 10 the preceding Sentence and Ihe share of the 
Available NPM Adjustment it would be entitled to in the same year pursuant to subsections (d)(3)(A)·(C) shall be reallocated 
to Philip Morris and used to decrease or increase, as the case may be, Philip Morris's share of the Available NPM 
Adjustment in such year calculated pursuant to subsections (d)(3)(A)·(C). 

(ii) In the event that in the year immediately preceding the year in which the NPM 
Adjustment in question is applied either (x) Lorillard's Relative Market Share was greater than J5.00000oo% (but did not 
exceed 20.0000000%), or (y) Lorillard's Volume \\IllS greater than 50 hi Ilion (but did not exceed 70 billion), or both, 
Lorill."", share ot' the Availahle NPM Adju"ment calculated pursuant to suhsection (d)(J)(D)(i) shall be reduced by a 
percentage equal 10 the greater of (I) 10.0000000% for each percentage point (or fraction thereof) of excess of such Relative 
Market Share over 15.0000000% (it' any), or (2) 2.5000000% t(}r each billion (or fraction thereot) of excess of such Volume 
over 50 billion (if any). The dollar amount hy which Lorillard's share of the Available NPM Adjustment is reduced in any 
year pursuant to this subsection (O)Oi) shall be reallocated to Philip Morris and used to increllse Philip Murris's share of the 
Available NPM Adjustment in such yetlr. 
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In the t!vent that in any yt!ar a reallocation of the shares of the Available NPM Adjustment between Lorillard 
and Philip Morris pursuant to this subsection (d)(3)(D) results in Philip Morris's share of the Availahle NPM Adjustment 
in such year exceeding the greater of (x) Philip Morris's Relative Market Share of such Available NPM Adjustment (the 
applicable Relative Market Share to be that in the year immediately preceding such year), or (y) Philip Morris's share of 
the Available NPM Adjustment in such year calculated pursuant to subsections (d)(3)(A}·(C), Philip Morris's share of the 
Available NPM Adjustment in such year shall he reduced to equal the greater of (x) or (y) above. In such instance, the dollar 
amount by whkh Philip Morris's share of the Available NPM Adjustment is reduced pursuant to the preceding sentence shall 
be reallocated to Lorillard and used to increase Lorillard's share of the Available NPM Adjustment in sut:h year. 

(iv) In the event that either Philip Morris or Loritlard is treated as a Non·Participating 
Manufacturer for purposes ofthis subsection IX(d)(3) pursuant to subsection XVIII(w)(2)(A), this subsection (3)(D) shall not 
be applied, and the Original Participating Manufacturers' shares of the Available NPM Adjustment shall be determined 
solely as descrihed in suhsectio"s (3)(A)-(C). 

(4) NPM Adjustment for Subsequent Participating Manufacturers. Subject to the provisions of subsection 
IX(i)(3), a Subsequent Participating Manufacturer shall be entitled to an NPM Adjustment with respect to payments dUe from 
such Subsequent Participating Manufacturer in any year during which an NPM Adjustment is applicable under subsection 
(d)( l) above to payments due from the Original Participating Manufacturers. The amount of such NPM Adjustment shall 
equal the product til' (A) the NPM Adjustment Percentage for such year multiplied by (8) the sum of the payments due in the 
year in question fenm such Suhsequent P~lrticipating Manufacturer that correspond to payments due from Original 
Participating Manun,cturers pursuant to subsection IX (c) (us such payment amounts due from such Subsequent Participating 
Manufacturer have been adjusted and allocated pursuant to clauses "First" through "fiflh" of subsection IXG}). The NPM 
Adjustment to payments by each Subsequent Participating Manufacturer shall be allocated and reallocated among the Settling 
States in a manner consistent with subsection (d)(2) above. 

(e) Suonlemental Payments. Beginning an April IS, 2004, and on April IS of each year theretlfter in perpetuity, in 
the event that the sum of the Markel Shares of the Purlicipating Manufacturers that were Participating Manufacturers during 
the entire t:alendar year immediately preceding the year in which the paymenl in question wuuld be due (the applicahle 
Market Share to be that t'ur the calendar year immediately preceding the year in which the payment in question would he due) 
equals or exceeds 99.0500000%, each Original Participating Manufacturer shall severally pay to the Est:row Agent (to be 
credited tll the Subsection IX(e) Account) for the benefit of the Foundation its Relative Market Share of the base amount of 
$]00,000,000, as such payments arc moditied in accordance wirh this subsection (e). Such payments shall be utilized by the 
foundation to fund the national public education functions of the foundation described in subsection VJ(t)(I), in the manner 
described in and subject to the provisions of subsectionlO VJ(g) and VI(h). The payments made by the Original Participating 
Manufacturers pursuant to this subsection shall he subject to the Intlation Adjustment, the Volume Adjustment, the Non· 
Settling States Reduction, and the offsel for miscalculated or disputed payments described in subsection XI(i). 

(t) Payment Responsibility. The payment obligations of each Particirating Manufacturer pursuant to this 
Agreement shall be the several responsibility only of that Participating Manufacturer. The payment obligations of a 
Participating Manufacturer shaH not be the obligation or responsibility of any Affiliate of such Participating Manufat:turer. 
The payment obligations of a Participating Manufacturer shall not be the obligation or responsibility of any other 
Participating Manufllcturer. Provided, however, that no pnwision of this Agreement shall waive or excuse liability under any 
state or federal fraudulent conveyance or fraudulent transfer law. Any Participating MlinufaclUrer whose Market Share (or 
Relative Market Share) in any given year equals zero shall have no payment obligations under this Agreement in the 
sut:ceeding year. 

(g) Cornorate Structures. Due to the particular corpnr-dte structures of RJ. Reynolds Tobacco Company 
("Reynolds") and Brown & Williamson Tobacco Corporation ("B&W") with respect to their non·domestic tobacco 
operations, ReynoldS and B&W shall be severally liable for their respective shares of each payment due pursuant to this 
Agreement up to (and their liahility hereunder shall not exceed) the full extent of their assets used in and earninglO derived 
from, the manufacture and/or sale in the States of TobLlcco Products intended for domestic consumption. and no recourse 
shaH be had against any of' their other assets or earnings to satisfy such obligations. 

(h) Accrual of Interest. Except as expressly provided otherwise in this Agreement, nny payment due hereunder and 
not paid when due (or payments requiring the accrual of interest under subsection XI(d» shall accrue interest from and 
including the date such payment is due until (but not including) the date paid at the Prime Rate plus three percentage points. 

0) Payments hy Subsequent Participating Manufacturers. 

(I) A Subsequent Participating Manufacturer shall have payment obligarions under this Agreement only in 
the event that its Market Share in any calendar year exceeds the greater of (I) its 1998 Market Share or (2) 125 percent of its 
1997 Market Share (subject 10 the provisions of subsection (i){4). In the year following any xuch calendar year, such 
Subsequent Particirating Manufdcturer shall make payments corresponding 10 those due in that same following year from the 
Original PartiCipating Manufacturers pursuant to subsections VJ(c) (except for the payment due nn March 31, 1999), 
IX(c)( I), JX(c)(2) und IX(e). The amounts of such corresponding payments by a Subsequent Participating Manut'at:lurer are 
in addition to the corresponding paymenl$ that are due from the Original Participating Manufacturers and shall he determined 
as described in subsections (2) and (3) helow. Such payments by a Subsequent Participating Manufacturer shall (A) be due 
un the same dates as the corresponding paymen1s are due from Original Participating Manufacturers; (B) be fur the same 
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purpose as such (;orresponding payments; and (C) he paid, allocated and distributed in the same manner as such 
corresponding payments. 

(2) The base am(}unt uue from a Subsequent Participating Manufacturer on any given dale shall be 
ddermined by multiplying (A) the c()rrespnnding hase amount due un the same date fwm all uf the Original Participating 
Manufacturers (<IS su(;h base amount is specified in {he corresponding suhsection of this Agreemen1 and is adjusted hy the 
V()lume Adjustment (except for the provisions of subsection (B)Oi) of Exhibit H), but befure such base amount is modi tied 
by any other adjustments, reductions or offsets) by (8) the t.Juotienl produced by dividing (i) the result of (x) such Suhsequent 
Participating Manufacturer's applicable Market Share (the applicable Market Share being that for the (;alenuar year 
immediately preceding the year in which the payment in que~lion is due) minus (y) the greater of (I) its 1998 Market Share 
or (2) 125 percent of ib 1997 Market Share, by (ii) the aggregate Market Shares of the Original Participating Manufacturers 
(the applicahle Market Shares being those for the calendar year immediately preceding the year in which Ihe payment in 
question is due). 

(3) Any payment due from a Subsequent Participating Manufa(;IUrer under subsections (I) and (2) uhove 
shall be subject (up 10 the full amount of such payment) to the Inflation Adjustment, the Nnn·Senling States Reduction. the 
NPM Adjustment, the offset for miscalculated or disputed payments described in subsection XI(i), the Federal Tobacco 
Legislation Ofl'~et, the Litigating Releasing Parties on: .. et and the offsets for claims over described in 
subsections XII(a)(4)(B) and XJJ(a)(8), to the extent that such adjustments, reductions or offsets would apply to the 
corresponding payment due from the Original Participating Manufacturers. Provided, however, that all adjustments and 
offsets to which a Subsequent Participating Manufacturer is entitled may only he applied aguinst payments by such 
Suhsequent Participating Manufacturer, if any, that are due within 12 months atier the date on which the Subsequent 
Participating Manufacturer becomes entitled to such adjustment or makes the payment that enthles it to such offset, and shall 
not be carried forward beyund Ih:'lt time even if not fully used. 

(4) for purposes of this subsection (i). the 1997 (ur 1998, as applicable) Market Share (and 125 percent 
thereuf) uf those Suhsequent Panicipating Mlltlufacturers that either (A) became a signatory to this Agreement more than 60 
days after the MSA Execution Date ur (B) hitd nu Market Share in 1997 (ur 1998, as applicable), shalt equal zero. 

(j) Order of 'Armlicatinn uf Allocations. Offsets Reductions .lOd Adjustments. The payments due under this 
Agreement shall he calculated as set forth below. The "base amount" referred to in clause "first" hclow shall mean (I) in the 
case lit' payments due from Original Participating Manufacturers, the base amount referred to in the subsection establishing 
the puyment ohligathm in questiun; and (2) in the case of payments due from a Suhsc{luent Participating Manufacturer, the 
hase amuunt referred In in sub~ctinn 0)(2) for ~uch Suhsequent P .. rtidputing Mnnuf:acturcr. In the (:vent thai a particular 
adjustment, reductiun or offset reterrc:d tu in u clause helow does not apply tn the payment being c:alcuh.tted, the result of the 
clause in question shall be deemed tu be equal to the result of the immediately preceding clause. (If clause "First" is 
inapplicable, the result of clause "First" will be the base. amount of the payment in question prior to any offsets. reductions ur 
adjustment. ... ) 

W: the Inllation Adjustment shall be applied to the hase amount of the payment heing c1.llculaled~ 

~: the Volume Adjustment (other Ihan the provisions of subsection (B)(iii) of Exhibit E) shall be applied tu 
the result of clause "rirst"; 

I.hlr!!: the result of clause "Second" shall be reduced by the Previously Sell led Slales Reduction; 

Fourth: the result uf clause ''Third'' shall he rcdm:ed hy the Nnn·SeUling Siales Keduction; 

Eilih: in the ca~e uf payments due under subsections IX(c)( I) and IX(c)(2), the results or clause "Fourth" for each 
such payment due in the calendar year in question shall be apportiuned amung the Settling States pro rata in proportiun to 
their respective Allocable Shares, and the resulting amounts for each particular Settling Stale shall then be <ldded together tu 
form such Settling State's Allocated Payment. In the case of payments due under ~ubsection IX(i) that correspond to 
payments due under subsections lX(c)( I) or IX(c)(2), the results of clause "Fourth" for ull such payments due from a 
particular Subsequent Panicipating Manufacturer in the calendur year in questiun shall he apportioned among the Settling 
State~ pro ratll in proportion to their respective Allocable Shares. and the resulting amounts for each particular Settling State 
shall then he: auded together. (In the case of all mher payments made pursulInl tn this Agreemenl, this clause "Fiflh" is 
inapplicahle.); 

.s.w.h: the NPM Adjustment shall be applied 10 the results of clause "rifth" pursulint to !Oubsections IX(d)(J) and 
(d)(2) (or, in the case of payments due from the Subsequent Participating Manufacturers. pursuant to subsection lX(d)(4»; 

~: in the case of payments due from the Original Participating Manufacturers to which clause "Fifth" (and 
therefore duuse "Sixth") does not apply. the result of clause "Pourth" shall be allocated among the Original Participating 
Manufacturers according to their Relative Market Shares. In the clise of puyments due fmm the Original Participating 
Manufacturers to which clause "fifth" applies: (A) the Allocated Payments of all Senling Stales determined pursuant to 
clause "Fifth" (prior to reduction Jlursuant to clause "Sixth") shall be added together; (8) the resulting sum shall be allocaled 
among the Original Participating Manufacturers according to their Relative Market Shares and subsection (B)(iii) of Exhibit 
E hereto (if' such subsection is applicable); (C) the Available NPM Adjustment (as determined pur!'iuant to clause "Sixlh:') 
shall be allocated among the Original Participating Manufacturers pursuant to subsection IX(d)(3); (0) the respec.:live result 
of step (C) above for each Original Participating Manufacturer shall be subtracted from the respective result of step (B) above 
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for such Original Participating Manufacturer; and (c) the resulting payment amount due from each Original Participating 
Manufacturer shall then be allocated among the Settling States in proportion to the respective results of clause "Sixth" for 
each Settling Siale. The offsets described in clauses "Eighth" through uTwelflh" shall then be applied separately against 
each Original Participating Manufacturer's resuhing payment shures (on a Settling State by Settling State hasis) according 
to eal:h Origin'll Partidpating Manufacturer's separale entitlement 10 such offsets, if any, in the calendar year in question. (In 
Ihe case of payments due from Suhsequent Participating Manufacturers. this clause "Seventh" is inapplicable.) 

Eighth: the offset for miscalculated or disputed payment~ described in subsection XW) (and any carry-forwards 
arising from such offset) shall be applied to the results of clause "Seventh" (in the case of payments due from the Original 
Participating Manufacturers) or to the results of clause "Sixlh" (in the case ot' payments due from Subsequent Participating 
Manufacturers)~ 

lS.in!h: the Federal Tohacco Legislation Offset (including any carry-forwards arising from such offset) shall be 
applied to the results of clause "Eighth"; 

Thn!h: the Litigaring Releasing Parties Offset (including any carry-forwards arising from such offset) shall be 
applied to the results of' clause "Ninth"; 

Eleventh: the offset for claims over pursuant to 'Suh'Section XfJ(a)(4)(8) (including any carry-forwards arising from 
such offset) shall he applied to the results of clause ''Tenth''; 

Twelfth: the otfset for claims over pursuant to subsection XII(a)(8) (including any carry-forwardS arising from such 
offset) shall be applied It) the results of clause "Eleventh"; and 

~: in the case of payments to which clause "Fifth" applies, the SettJing Silites' allocated shares of the 
payments due from each Participating Manufacturer (as such shares have been determined in step (E) of dause "Seventh" in 
the case of payments from the Original Participating Manufacturers or in clause "Sixth" in the case of payments from the 
Subsequent Participating Manufacturers, and have been reduced by clauses "Eighth" through "Twelfth") shall be added 
together to state the aggregate payment obligation of each Parricipating Manufacturer with respect to the payments in 
question. (In the case of a payment to which clause "fifth" does not apply, the aggregate payment obligation of each 
Partkiputing Manufacturer with respect to the payment in question shall be stated by the re!Ouits of clause "Eighth.") 

X. EFFECT OF FEDERAL TOBACCO-RELATED LEGISLATION 
(a) If federal tobacco-related legislation is enacted after the MSA Execution Dale and on or before November 30, 

2002, and if such legislation provides for payment(s) by any Original Participating Manufacturer (whether by settlemenl 
payment, tax or any other mean,,), all or part of which ar~ .actually made 3vailable 10 a Settling State C"fede:ral Funds"), each 
Original Participating Manufacturer shall receive a continUing dollar-fur-dollar offset fur any and all amounts that are paid by 
such Original Participating Manufacturer pursuant to such legislation and actually made available to such Settling State 
(except as described in !Oubsections (b) and (e) below). Such offset shall be applied against the applicable Original 
Participating Manufacturer's share (determined as described in step E of clause "Seventh" of subsection IX(j» of such 
Settling State's Allocated Payment, up to the full amount of such Original Participating Manufacturer's share of such 
Allocated Payment (as such share had been reduced by adjustment, if any. pur:;uant to the NPM Adjustment and has been 
reduced by offset, if any, pursuant to the offset for miscalculated or disputed payments). Such offset shan be made against 
~uch Original Parliciputing Manufacturer's share of the tin;t Allocated Payment due after such federal funds are lirst 
uvailahle fur receirt hy such Settling State. In the event th.u such oft: .. et would in any given year exceed such Original 
Participating Manufacturer's share of such Allocated Payment: (I) the offset to which such Original Panicipaling 
Manufacturer is entitled under this section in such year shall be the full umount of such Original Purticipating Mi.mufucturer's 
share of such Allocated Payment, and (2) all amounts not oft~et by reason of subsection (I) shall carry forward and be offset 
in the following year(s) until all such amounts have been offset. 

(b) The off,et described in subsection (0) shall apply only to that portion of Federal Funds. if any. that are either 
unrestricted as to their use, or restricted to any form of health care or to any use related to tobacco (including, but not limiled 
to, tobacco educution, cel'sation. control or enforcement) (other than that porlion of Pederal funds, if any, that is speciticully 
applicuhle to tobacco growers ur communities dependent on the production of tobacco or Tobacco Prnducts). Provided, 
however, that the offset described in subsection (a) shall not apply to that portion of Federal runds. if any, whose receipt by 
such Senling State is conditioned upon or appropriately allocable to: 

(I) the relinquishment of rights or benefits under this Agreement (including the Consent Dec.:ree); or 

(2) actions or expenditures by such Settling State, unless: 

(A) such Settling State chooses to undenuke such action or expenditure; 

(8) such actions or expenditures do not impose significant constraints on public policy choices; or 

(C) such aclions or expenditures are both: (i) related to health care or tohacco (including. but n(lt 
limited to. tobacco education, cessation, control or enforcement) and (ii) do not require such Settling State to expend !Otate 
matching funds in an amount that is significant in relation (0 the amount of the Federal Funds made availahle to such Settling 
State. 
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(c) Subject tn the provisions of subsection IX(i)(3). Suhsequent Participating Manufacturers shall be entitled t(l 

the offset descrihed in this section X to the extent thdl Ihey are required to pay Feueral Funds that would give rise 10 un 
uffset under subsedions (a) and (b) jf paid by an Original Participnting Munufacturer. 

(d) Nothing in this section X shall (I) reduce the payments to be made to (he Settling Stales unuer this 
Agreement uther than those described in subsection IX(c) (ur corresponding payments unuer subsection IX(i» uf this 
Agreement; or (2) aller the Allocable Share used to determine each Settling Stale's share of the payments described in 
subsc!ction IX(c) (or corresponding payments under subsection IX(i» of this Agreement. Nothing in this sectinn X IS 

intended tu or shall reduce the total amounts payable by the Participating Manufacturers to the Settling States under this 
Agreement hy an amount greater than the amount of federal funds that the Settling Stales could elel:t w receive. 

Xl. CALCULATION AND DISBURSEMENT OF PAYMENTS 

(a) Indenendent Auditor to Make AI! Calculations. 

(I) Beginning with payments due in the year 2000, an Independent Auditor sh'llI calculate and determine 
the amount of .ill payments owed pursuant to this Agreement, the adjustments. reductions and offsets theretn (:md all 
resulting carry-forwards, if any), the allocation of' such payments, adjustments. reductions, offsets and carry-forwards among 
the Participating Manufacturers and among the Settling States, ami shall perform all other calculations in connection with the 
foregoing (including, but not limited to. determining Market Share, Relative Markel Share. Base Aggregate Participating 
Manufacturer Market Share and Actual Aggregate Participating Manufacturer Market Sh"re). The Independent Auditor shull 
promplly collect all information necessary lO make such calculations and detenninations. Each Participating Manufacturer 
and each Seuling State shall pruvide the Independent Auditor, as pmmptly as practicable. with infurmation in its possession 
ur rendily avail;:tble to it necessary for the Independent Auditor to perfonn such calculations. The Independent AudilOr shall 
agree to maintain the confidentiality of all such information, except that the Independent Auditor may provide such 
information to Participating Manufacturer:> and the Settling States as set forth in this Agreement. The Participating 
Manufacturers and the Seuling States agree to maintain the contidentiality of such infurm'ltion. 

(2) Payments due from the Original Participating Manufacturers prior to January I. 2000 (other than the 
tirst payment due pursuant to subsection IX(h» shall he bused on the 1998 Relative Market Shares of the Original 
Partidpating Manufacturers or. if the Originul Participating Manu(llclUrers are unahle to tlgree on such Relative Markel 
Sh~'res. on their 1997 Relative Market Shares specilied in Exhihit Q. 

(h) Idenlily of Indeoendent Auditor. The Independent Auditor shall be a majur. nationally recognized. certitied 
puhlic accounting finn jointly seleded by agreement ufthe Original Participating Manufacturers and thuse Altorneys General 
of the Settling. States who are members of the NAAG executive commiltee, who shall jointly retain the power 10 replace the 
Independent Auditor and appoint its successor. Fifty percent of the costs and fees of the Independent Auditor (but in no 
event more than 5500,000 per annum), shall be paid by the fund described in Exhibit J heretn. and the balance {If such custs 
and fees shall be paid by the Original Participating Manufacturers, allocated among them according to their Relative Market 
Share~. The agreement retaining the fndepenlienl Auditor shall pmvide that the Independent Auditor shall perform the 
runetinns specified for it in this Agreement. and thut h shall do loU in the manner specitied in this Agre!eme!nt. 

(c) Resolution of Disputes. Any dispute, cuntroversy or claim arising out of or rdating ttl cakulatinns performed 
by, or any determinatinn~ made by, the Independent Auditor (including. without limitation, any dispute concerning the 
operation or application <If any of the adjustments, reductions, oft:'iets, carry-furwards and allocations descrihed in subsection 
IX(j) ur subsectiun XI(i» sh:11I he suhmitted to binding 4Ifhilralinn before a panel of three neutral arhitrators, each of' whom 
shall he II funner Article III federal judge. Each uf' the two sides to the dispute shall select one arbitrator. The twu :Irbitrators 
so selected shall seleclthe third arbitrator. The arhitraliun shall be governed by the United Slates rederul Arhitratiun Act. 

(d) General Provisions as to Calculation of Payments. 

(I) Not less than 90 days prior to the scheduled due date of any payment due pursuant to this Agreement 
("Payment Due Date"). the Independent Auditor shall deliver to each other Notice Party a detailed itemization of' all 
information required by the Independent Auditor to complete its calculation of (A) the amount due from each Participating 
M;lOufaclUrer with respect to such payment, and (8) the purtion of such amount allocahle to each entity for whose benefit 
such payment is to be made. To the extent practicable. the Independent Auditor shall specify in such itemization which 
Notice Party is requested to produce which information. Each Participating Manufacturer and each Settling State shall use its 
best efforts to promptly supply all of the required information th:d is within its pos~ession or is readily available to it tn the 
Independent Auditor. and in any event not less than 50 days prior to such Payment Due Date. Such best etlorts obligulion 
shall be continuing in the case of information that comes within the possession of, or becomes readily available to, any 
Settling State or Participating Manufacturer after the date 50 days prior to such Payment Due Date. 

(2) Not less than 40 days prior to the Payment Due Date. the Independent Auditor shall deliver to each 
other Notice Party (A) detailed preliminary calculations ("Preliminary Calculations") of the amount due from each 
Participating Manufacrurer and of the amount allocable to each entity for whose benetit such payment is to be made, showing 
all applicable offsets, adjustments, reductions and carry·n)rwarcls and setting thnh all the information un which the 
IntJeptntJeor Auditur relied in prepl.lr'ang !\uch Pre.iiminllry Calculatiuns, and (B) a stalement uf any inrormation still required 
hy Ihe Independent Auditor 10 complete its c:llcula,i(ms. 
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(3) Nut less than 30 days prior to the Payment Due Dale, any Partkipating Manufacturer or any Settling 
State that disputes any aspect of the Preliminary Calculations (including. but not limited to, disputing the methodology that 
the Indepemlenl Auditor empluyed, or the information on which the Independent Auditor relied. in preparing such 
calculations) shall notify each other Notice Party of such dispute, including the reasons and hasis therefor. 

(4) Not less than 15 days prior to the Payment Due Date. the Independent Auditor shall deliver to each 
olher Notice Party a detailed recalculation (a "Final Calculation") of the amount due from each Participating Manufllcturer, 
the amount allocable to e~lch entity fur whose benetit such payment is 10 be made. and the Account to which such p"yment is 
tn he credited, explaining any changes from the Preliminary Calculation. The final Calculation may include estimates of 
amounts in the circumstances described in subsection (d)(5). 

(5) The following provisions shall govern in the event that the inf()rmation required oy the Independent 
Auditor w complete its calculations is nol in its possession by the dale as of which the Independent Auditor is required to 
provide either a Preliminary Calculation or a Final Calculation. 

(A) If the information in question is not readily uvuilable to any Settling Shlte. any Originul 
Participating Manufacturer or any Subsequent Participating ManUfacturer, the Independent Auditor shall employ an 
assumption as to the missing information producing the minimum amount that is likely to be due with respect to the payment 
in question. and shall set forth its assumption us to the missing information in its Preliminary Calculation or final 
Calculation, whichever is at issue. Any Original Participating Manufacturer, Subsequent Participating Manufacturer or 
Settling Stale may dispute any such as~umpti()n employed by the Independent Auditor in its Preliminary Calculation in the 
manner prescrihed in subsection (d)(3) or any such assumption employed by the Independent Auditor in its final Calculation 
in the manner prescrihed in subsection (d)(6). If the missing information becomes available to the Independent Auditur prior 
to the Payment Due Date. the Independent Auditor shall promptly revise its Preliminary Calculation or Final Calculation 
(whichever i:> applicable) and shall promptly provide the revised calculation to each Notice Party, showing the newly 
available information. If the missing information does not become available to the Independent Auditor prior to the Payment 
Due Date. the minimum amount calculated by the Independent Auditor pursuant to this subsection (A) shall be paid on the 
Payment Due Dale. subject to disputes pursuant to subsections (d)(6) and (d)(8) and without prejudice to a later final 
determination of the correct amount. If the missing information becomes available to the 'ndependent Auditor after the 
Payment Due Date. the Independent Auditor shall calculate the correct amount of the payment in question and shall apply 
lIny overpayment (lr underpayment as un offset or additional payment in the manner described in suhsection (i). 

(B) If the information in question is reudily uvuilable to u Settling State. Original Participating 
Manufacturer or Subsequent Participating Manufacturer. but such Settling State, Original Participating Manufacturer or 
Subsequent Participating Manufacturer does not supply such information to the Independent Auditor. the Independent 
Auditor shall hase the calculation in question on its best estimate of such information. and shall show such estimate in its 
Preliminary Calculation or Final Calculation, whichever is applicable. Any Original Participating Manufacturer. SUbsequent 
Participating Manufacrurer or Settling Stale (except the entity that withheld the information) may dispute such e!"timale 
employed hy the Independent Auditor in its Preliminary Calculation in the munner prescrihed in suhsection (d)(J) m such 
estimate employed by the Independent Auditor in its Final Calculation in the manner prescribed in suhsection (d){6). If the 
withheld information is not mllde available to the Independent Auditor more than 30 days prior to the Payment Due Date. the 
estimate employed by the Independent Auditor (us revised by the Independent Auditor in light of any dispute filed pursuant 
to the preceding sentence) shull govern the amnunts to be paid on the Payment Due Date, suhject to disputes pursuant tu 
subsection (d)(6) and without prejud.ice to a later tinal determination of the correct amount. In the event that the withheld 
information suhsequently becomes availahle, the Independent Auditor shall calculate the correct amount and shall apply any 
overpayment or underpayment as un offset or additional payment in the manner described in subsection (i). 

(6) Not less than five days prior to the Payment Due Date. each Participating Manufacturer and each 
Settling State shall deliver to each Notice Party a shllement indicating whether it disputes the Independent Auditor's Final 
Calculation and, if so, the disputed and undisputed amounts and the basis for the dispute. Except to the extent a Participating 
Manufacturer or a Settling State delivers a statement indicating the existence of a dispute by such date, the amounts set fonh 
in the Independent Auditor's Final Calculation shall be paid on (he Paymenl Due Date. Provided, however, that (A) in the 
event that the Independent Auditor revises its Final Calculation within five days of the Payment Due Date as provided in 
subsection (5)(A) due to receipt of previously missing infonnation. a Participating Manufacturer or Settling State may 
dispute such revision pursuant to the procedure set forth in this suhsection (6) at any time prior to the Payment Due Date; and 
(8) prior to the date four years after Ihe Payment Due Date, neither failure to dispute a calculation made by the Independent 
Auditor nor actual agreement with any calculation or payment to the Escrow Agent or to another payee shall waive any 
Participating Manufacturer's or Settling Stale's rights to dispute any payment (or the Independent Auditor's calculations with 
respect to uny payment) after the Payment Due Dade. No Participating Manufacturer and no Settling State shall have a right 
to raise any dispute with resJlect to any payment or calculatiun after the date four years after such payment's Payment Due 
Dale. 

(7) Each Participaling Manufacturer shall be obligated to pay by the Payment Due Date the undisputed 
purtinn of the total amuunt calculated as due from it fly the Independent Auditor's final Calcuhttiun. failure In pay such 
portion shill! render the Pl.Irticipnting: Manufacturer linhle for interest thereon us provided in suhsection IX(h) vI' this 
Agreement, in 'Iltditi(m tn ""y (uher remedy IIvl.lih,hle under this Agreement. 
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(8) A~ 10 ,IllY disputed portion of the ttllal :tmnunt cakulafcd to he due pursuanlln the Filml Ctkul:llion, 
any Participating M:lOufaclurer thaI hy the P"ymenl Due Date pays such disputed portion iotn the Disputed Payments 
Ar.:r.:ounl (as delined in the Escrow Agreement) shall nut he liable fur interest thereon even if the umuunt disputed was in 
far.:t properly due and owing. Any P.,rtidpating Manufacturer that by the Payment Due Date dnes not pay such disputed 
portion into the Disputed Payments Account shall he Iiahle for interest as provided in subsection IX(h) if the amount disputed 
was in fuet properly due anti owing. 

(9) On the same date that it makes any payment pursuant tu this Agreement, each Particip:ating 
Manufacturer shall deliver a notice 10 each other Nmice Party shuwing the alnnunt of such payment and the Account 10 

which sm:h payment is to he credited. 

(10) On the tirst Business Day after the Payment Due Date, the Escrow Agent shall deliver III each uther 
Notice Party a statement showing the amounts received by it from each Participating Manufl.lcturer and the Accounts credited 
with such .. mounts. 

(e) Generul Treatment of Payments. The Escrow Agent may disburse alnounts from an Accuunt unly if permitted, 
and only at such time as permitted, hy this Agreement and the Escrow Agreement. No amounts muy be dishursed to a 
Settling State other than funds credited to such Settling State's Sta(e~Specitic Acc()unt (as defined in the Escrow Agreement). 
The Independent Auditor, in delivering payment instructions to the Escrow Agent, shan specify: the amount to he paid; the 
Account or Acc(mnts from which such payment is tu be dishursed: the payee of such payment (which may he an Account); 
and the Business Day on which such payment is to be made by the Escrow Agent. Ex~ept as expressly provided in 
subsection (0 below. in no event may "ny amount he disbursed from any Account prim to Final Approval. 

(t) Disbursements and Ch;w:es Nut Contingent un Pim,1 Approval. Funds may he disbursed trom Accounts without 
regard to the uccurrence uf Final Approval in the following circumstances and in the fuUuwing manner: 

(1) Payments of federal and State Thxes. federal. state. local or other taxes imposed with re .... pect to the 
amounts credited tll the Accounts shall be paid from such amounts. The Independent Auditor shall prepare and file any lax 
returns required to be tiled with respect to the escrow. All taxes required 10 be paid shall be allocated tu and charged agllinst 
the Accounts on a reasonable basis 1O be determined by the Independent Auditor. Upon receipt of written instructions from 
the Independent Auditor, the Escrow Agent shall p:,'y such tuxes and charge such payments against 'hI.': Account ur Accuunts 
spccilicd in those instrucliuns. 

(2) Payments In :mtll'mm Disputed Puyments Account. The Independent Auditor shall instruct the Escrow 
Agent to credit funds from an Accuunt to the Disputed Payments Accuum when a dispute arises as 10 such funds. and shall 
instruct the Escrow Agent to credit funds from the Disputed Payments Account to the appropriate payee when such dispute is 
resolved with finality. The Independent Auditor shall provide the Notice Parties nut less than 10 Business Days prior notice 
before instructing the Escrow Agent to disburse funds from the Disputed Payments Account. 

(3) Payments to a State~Specitic Account. Promptly following the occurrence of State-Specific Fimllity in 
any Settling State, SUL:h Settling State and the Original Participating Manufacturers loOhali notify the Independent Auditor of 
such OL:currence. The Independent Auditor shall promptly thereafter notify each Notice Party of such State~Specific Finality 
and of the portions of the amounts in the Subsection IX(b) Account (first). Subsection IX(b) Account (Subsequent), 
Suhsection IX(c)(1) Account and Sub~ection IX(c)(2) Account, respectively (a~ such Accounts are defmed in the Escrow 
Agreement), that are at ~uch time held in such Accounts for the benefit of such Settling State, and which are to be transferred 
to the appropriate State~Sredlic AL'Count t()r such Settling Stale. If neither the Settling State in question nor any 
Participating Manufacturer disputes such amounts or the occurrence of such State-Specitic Pin:llity by notice delivered to 
each other Notice Party not later than 10 Business Days after delivery by the Independent Auditor of the nutice descrihed in 
the preceding sentence, the Independent Auditor shall promptly instruct the Escrow Agent to make such transfer. If the 
Settling State in question or any Participating Manufacturer disputes such amounts or the occurrence of such State-Specific 
rinality by notice delivered to eaL'h other Notice Party nut later than 10 BusinesloO Days aHer tle1ivery by the Independent 
Auditor uf the nut ice described in the second sentence of Ihis suhsection (1)(3). the Independent Auditor shall promptly 
instrucllhe Escrow Agent to credit the amount disputed lU the Disputed Payments Accuunt and the undisputed purtion to the 
appropriate State-Specific Account. No amounts may be transferred or credited to a State~Specitic Account for the benefit of 
any State as to which State·Specitic finality has not occurred or as tu which this Agreement has terminated. 

(4) Payments to Purties other than Particular SeUling States. 

(A) Promptly following the occurrence of State-Specific finality in one Settling State, such 
Settling State and the Original Participating Manufacturers shall notify the Independent Auditor of such occurrence. The 
Independent Auditor shall promptly thereafter notify each Notice Party of the occurrence of State~Srecific finality in at least 
one Settling State and of the amounts held in the Subsection Vl(b) Account, Subsection Vl(c) Account (Pif.'~t), and 
Subsection VIJI(c) Account (as such Accounts are detined in the Escrow Agreement). if any. If neither any of the Settling 
States nor any of the Participating Manufacturers disputes such amounts or disputes the occurrence of State~Specitic finality 
in one Settling State, by notice delivered to each Notice Purty not later than ten Business Days alier delivery by the 
Independent Auditur of the notice described in the preceding sentence, the Independent Auditor shall promptly instruct the 
Escrow Agent to dishur~e the funds held in ~uch Accuunts to the Foundation or to the Pund specified in suh .... ec.:tion VIII(c), as 
apJ'lropriate. If ,Iny Settling St:lte or Participating Manufacturer disputes such amounts or the occurrence of such Stme­
Specific finality hy notice delivered (0 each uther Notice Purty nul later than 10 Business D<lys after delivery hy the 
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Independent Auditor of the nut ice descrihed in the second sentence tlf this subsection (4)(A). the Independent Auditur shall 
promptly instruct the Escrow Agent to credit the amounts disputed to the Disputed Payments Account and tn dishurse the 
undisputed portion to the foundation or to the Pund specitied in subsection VlIl(c), as appropriate. 

(8) The Independent Auditor shall instruct the Escrow Agent to disburse funds on deposit in 
the Suhsection VlIl(b) Account and Subsection IX(e) Account (as such Accounts are defined in the Escrow Agreement) to 
NAAG or to the foundation, as appropriate, within 10 Business Days after the date on which such amounts were credited to 
such ACl:ounts. 

(C) Promptly following the occurrence of State·SJlCcitic Hnality in Settling Slates having 
aggregate Allocahle Shares equal '0 at lealoOt 80% of the total aggregate Allocable Shares assigned to all States that were 
Settling States as uf the MSA Execution Date. the Settling States and the Original Participating Manufacturers shall nutify 
the Independent Auditor of such occurrence. The Independent Auditor shall promptly thereafter notify each Notice Party of 
the occurrence of such State-Specific finulity and of the amounts held in the Subsection V1(c) Account (Subsequent) (as such 
Account i." detined in the E."crnw Agreement). if any. If neither any of the Settling State~ nor any of the Participating 
Manufacturers disputes such amounts or disputes the occurrence of such State~Specitic finality, by notice delivered to each 
Notice Party not later than 10 Business Days after delivery by the Independent Auditor of the notice described in the 
preceding sentence, the Independent Auditor shall promptly instruct the Escrow Agent to disburse the funds held in such 
Account to the fuundation. If any Settling Stale or Participating Manufacturer disputes such amounts or the occurrence of 
such State~Specitic finality by notice delivered I{) each other Notice Party not later than 10 BusineloOs Days after delivery by 
the Independent Auditor of the notice descrihed in the second sentence of this subsection (4)(C). the Independent Auditor 
shalt promptly instruct the Escrow Agent to credit the amounts disputed to the Disputed Payments Account and to disburse 
the undisputed portion 10 the Foundation. 

(5) Treatment of Payments following Termination. 

(A) As to amounts held for Settling States. Promptly upon the termination of this Agreement 
with respect to any Settling Stale (whether or not as part of the termination of this Agreement as to all Settling States) such 
State or any Participating Manufacturer shall notify the Independent Auditor uf such occurrence. The Independent Auditor 
shall promptly there:lt'ter notify each Nutice Pany of such tennination and of the amounts hl!ld in the Subsection IX(b) 
Account (first), the Suhsection IX(h) Account (Subsequent), the Suhsection IX(c)(I) Account, the Subsection IX(c)(2) 
Account. and the State-Specific Account for the benefit of such Settling State. If neither the State in question nor uny 
Participating Manufacturer disputes such amounts or the occurrence of such termination by notice delivered to each other 
Notice Party not later than 10 Business Days afler delivery by the Independent Auditor of the notice described in the 
preceding sentence, the Independent Auditor shall promptly instruct the Escrow Agent to transfer such amounts to the 
Participating Manufacturers (on the basis of their respective contributions of such funds). If the State in question or any 
Participating Manuf:.tcturer disputes the amounts held in the Accounts or the occurrence of such termination by notice 
delivered to each other Notice Pany not laler than 10 Business Days afler delivery by the Independent Auditor of the notice 
described in the second sentence of this subsection (S)(A), the Independent Auditor shall pmmptly instruct the Escrow Agent 
to transfer the amount disputed to the Disputed Payments Account and the undisputed portion to the Participating 
Manufacturers (on the basis of their respective contributions of such funds). 

(B) As to jJmoun1:s held for others. If this Agreement is terminated with respect to all of the 
Seuling States, the Original Participating Manufacturers shall promptly notify the Independent Auditor toll' such occurrence. 
The Independent Auditor shall promptly thereafter notify each Notice Party of such termination and of the amounts held in 
the Suhsectiun VI(b) Accuunt, the Subsection VI(e) Account (I'irst), the Subsection VIII(b) Account, tbe Subsection VIII(c) 
Account and the SUbsection IX(e) Account. If neither any such State nor any Participating Manufacturer disputes such 
amounts or the occurrence of' such termination by notice delivered to each other Notice Party not later than 10 Business Days 
after delivery by the Independent Auditor of the notice described in the preceding sentence. the Independent Auditor shall 
promptly instruct the Escrow Agent to transfer such amounts to the Participating Manufacturers (on the basis of their 
respective contributions of such funds). If any such State or any Participating Manufacturer disputes the amounts held in the 
Accounts or the occurrence of such termination by notice delivered to each other Notice Party not later than 10 Business 
Days after delivery by the Independent Auditor of the notice described in the second sentence of this subsection (5)(B), the 
Independent Auditor shall promptly instruct the Escrow Agent to credit the amount disputed to the Disputed Payments 
Account and transfer the undisputed portion to the Participating Manufacturers (on the basis of their respective contribution 
of such fund,), 

(C) As to amounts held in the Subsection VUc) Account (Suhsequent). If this Agreement is 
terminated with respect to Settling States having aggregate Allocable Shares equal to more than 20% of the total aggregate 
Allocable Shares aloOsigned to those States that were Settling States as of the MSA Execution Date. the Original Participating 
Manufacturers shall promptly notify the Independent Auditor of such occurrence. The Independent Auditor shall promptly 
thereafter notify each Notice Party of such terminjJtion and of the amounts held in the Subsection Vl(c) Account 
(Subsequent) (as detined in the cscmw Agreement). If neither any such State with respect to which this Agreement has 
terminated nor any PartiCipating Manufacturer disJ'lutes such amounts or the occurrence of' such termination by notice 
delivered ru each other Notice Party not later than 10 Business Days atter delivery by the Independent Auditor of Ihl! nut ice 
desc..:rihed in the preceding sentence, the Independent Auditur shall promptly instruct the Escruw Agent to transfer such 
amounts to the Participating Manufacturers (on the basis uf their respective cnntrihutions (If such funds). If any such State or 
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any Participating Manufacturer dispUles the amounts held in the Account or the occurrence or such termination hy nnti(.:\! 
d~livered to I:!uch other Nutice Party not later than 10 Business Days after delivery by the Independent Audilor of the 
n(llke described in the second sentence of this subsection (S)(C), the Independent Audiwr shall promptly instruct the 
Escrow Agent to credit the amount disputed to the Disputed Payments Account and transter the undispuled portion 10 the 
Purtidputing Munufacturers (on the hasis of their respeclive contribution of such funds). 

(6) Determination of amounts naid or held for the benefit of each individual Settling State. for purposes 
of subsections (0(3), (t)(5)(A) and (i)(2), lhe portion of a payment that is m:.lde or held tbr the benetit of e:.lch individual 
Settling State shall be determined: (A) in the case of a payment credited to the Suhsection IX(h) Account Wirst) ()( the 
Suhsel.:tion IX(b) Account (Sub~equent), hy allocating the results of clause "Eighth" uf'subset:tion IXU) among those Settling 
Stales who were Settling States at the time that the amount of xuch payment was calculated, pro rata in proportion to their 
respective Allocable Shares; and (B) in the case of a payment credited to the Subsection JX(c)(l) Account or the Subsection 
IX(c)(2) A(.:c(lunt, by the results of clause "Twelfth" of ~uhseclion IX(j) for each individual Settling State. Provided, 
huwever, that. solely for purposes of subsection (t)(3), the Settling States may by unanimous agreement agree on a different 
method of allocation of amounts held in the Accounts identitied in this suh-:;ection (t)(6). 

(g) puyments to be Made Only After Final Annrovul. Promptly following the occurrence of final Approval, the 
Settling St:.ltes and the Original Participating Manufacturers shall notify the Independent Auditor uf such occurrence. The 
Indepc;:ndent Auditor shall promptly thereafter notify each Notke Party of the occurrence of final Approval and of the 
:.IInnunts held in the State-Specific Acc()unt~. If neither any of the Settling States nor any of the Participating Manufacturers 
disputes such :.IlllOunts, disputes the occurrence of final Approval or claims that this Agreement has terminated <IS (0 any 
Settling State for whose benetit the funds are held in a State-Specific Account, by notice delivered tn c:.Ich Notice Party not 
larer than 10 Business Days after delivery hy the Independent AudilUr of l\uch notice of final Approv:.II, the Independent 
Auditor shall promptly instruct the Escrow Agent to disburse the f'untJs held in the State-Specitic Accounts to (or as directed 
hy) the respective Settling St:.ltes. If uny Notice Party disputes such amounts or the occurrence uf Final Approval. or claims 
that this Agreement has terminated as to :.Iny Settling Stale for whose henefit the funds are held in a ShHe-Specitic Accuunt, 
hy nOlice delivered to each olha Notice Party not later than 10 Business Days arter delivery hy the Independellt Auditor of 
such notice of Final Approval. the Independent Auditor shall promptly instruct the Escrow Agent 10 credit the amoun!...; 
disputed to the Disputed Payments Ac\,:uunt and to disburse the undisputed purtion tu (or as directed by) the respective 
Seuling States. 

(h) Annlic:tbility tn Section XVII Payments. This section XI shall nut be applicable to payments m:lde pursuant w 
sectiun XVII; provided, however. that the Independent Auditor shall be responsible for calculating Relative Market Sh<lres in 
connection with such paymenh. and the Indepemlenl Audiror shall promptly provide the results of such caiculatiun to any 
Original Participating Munufacturer or Settling Slale that requests it do so. 

(i) Miscalculated or Disputed Payments. 

(1) Undernaymenls. 

(A) If information hecumes available to the Independent Audilor nol l:.Iter than four years after a 
Payment Due Date, and such information shows that any Participating Manufacturer was instructed to make an insufficient 
payment on such dale ("original payment"), the Independent Auditor shall promptly determine the additional payment owed 
by such Participating Manufacturer and thl:! allocatiun of such :.Idditional payment among the applicable payees. The 
Independent Auditor shall then reduce such additional payment (up to the full amount of such addilional payment) hy any 
adjustments or offsets that were available to the Particip:.lting Manufacturer in question against the original payment al the 
time it was made (and have not since heen used) bUi which such Participating Manufacturer was unahle to use against such 
original payment hecause such :.Idjustments or offsets were in excess of such original payment (provided that any adjustments 
or uffset~ used :.Ig:linst such additional payment shall reduce nn a dullar~for-dollar basis any remaining carry·forw<lrd held by 
such Participating M.mufacturer with respect to such adjustment or offset). The Independent Auditor shall then add interest 
at the Prime Rate (cakul:.lted from the Payment Due Dale in question) to the additional payment (as reduced pursuant to the 
preceding sentence), except that where the additional payment owed by a Participating M:.Inuf:.lcturer is the result of an 
underpayment by such Participming Manufacturer caused by such Participating Manufacturer's withholding of information 
as described in subsection (d)(5)(8). the applicable interest rate shall be that described in subsection IX(h). The Independent 
Auditor shaH promptly give notice of the additional payment owed by the Particip:.lting Manufacturer in question (as reduced 
a"(Vur increased as described ahove) ttl all Nutice Parties, showing the new infurmation :.Ind all cakulntinns. Upon receipt of 
such notice, nny Participating Manufacturer nr Settling Stare m:.y dispute the Independent Auditor's calculations in the 
lUanner descrihed in suhsecrion (d)(3), and the Independent Auditor shall promptly notify each Notice Parry of any 
subsequent revisions 10 its calculations. Not more than IS days after receipt of such notice (or, if the Independent Audilor 
revises its calculations, not more than 15 days after receipt of the revisions). any Participating Manufacturer and any Settling 
State may dispute the Independent Auditor's calculations in the manner prescribed in subsection (d)(6). Pailure lo dispute the 
Independent Auditor's calculations in this manner shull constitute ugreemenl with the Independent Auditor's c;.llculations, 
subject to the limitations set forth in subsection (d)(6). P:.Iymenl of the undisputed portion of :.In additional payment shall be 
made to the Escrow Agent not more {han 20 days after receipt of the notice described in thh subsection (A) (or, if the 
Independent Auditor revises its cait:ulations, not mure than 20 days after receipt of the revisions). failure 10 POlY such portion 
shall render the P:.Irlicipating Manufacturer liable for interest thereon as provided in suhseclion IX(h). Payment of the 
disputed portion shall he governed by subsection (d)(8). 
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(B) To the extent a dispute as to a prior p:.lyment is resolved with finality against a Participating 
Manufacrurer: (i) in the case where the disputed amount has been paid into the Disputed Payments Accounl pursuant to 
subsection (d)(8), the Independent Auditor shall instruct the Escrow Agent to transfer such amount to the applicable payee 
Account(s); (ii) in the case where the disputed amount has not been paid into the Disputed Payments Account and the 
dispute was identified prior to the Payment Due Date in question by delivery of a statement pursuant to subsection (d)(6) 
identifying such dispute, the Independent Auditor shall calculate interest on the disputed amount from the Payment Due Date 
in question (the applic:.lble interest rale to be that provided in subsection IX(h» and the ulloc:.llion of such amount and interest 
among the applicable payees. and shall provide notice of the amount owed (and the identity of the payor and payees) to all 
Notice Parties; and (iii) in all other ca~es. the procedure described in subsection (ii) shull :.Ipply. except that the applic:.Ible 
interest rale shall oe the Prime Rate. 

(2) Ovemayments. 

(A) It' a dispute as to a prior payment is resolved with finality in f:.lvor of a Participuting 
Manufacturer where the disputed amount has been paid into the Disputed Payments Account pursuant to subsection (d)(8), 
the Independent Auditor !Iohull in!lotruct the Escrow Agent to transfer such amount to such Participating Manufacturer. 

(8) If information becomes aV:.Iilable 10 the Independent Auditor not later than four years after a 
Payment Due Date showing that a Participating Manufacturer made an overpayment on such dare, or if' :.I dispute as 10 a prior 
payment is resolved with tinality in favor of a Participating Manuf:.lcturer where the disputed amount has been paid but not 
into the Disputed I'uyments Account, such Participating Manufacturer shall be entitled to a continuing doll:.lr-for~dollar offset 
as follows: 

(i) offsets under this Nubsection (B) shall be applied only against eligible payments to be 
made by such Participating Manuf:.lclUrer after the entitlement to the offset arises. The eligible payments shall be: in the c:.lse 
of offsets arising from payments under subsection IX(b) or IX(c)(I), subsequent payments under any of such subsections; in 
the case of otl'sets arising from payments under subsection IX(c)(2), subsequent payments under such subsection or. if no 
suhsequent payments are to be made under such subsec1inn. subsequent payments under subsection IX(c)( I)~ in the case of 
uffsels arising from payments under suhsection IX(e), xubsequent payments under such suhsectiun or subsection IX(c); in the 
case of offsetx arising from payments under subsection Vl(e), subsequent payments under such subsection or. if no 
subsequent payments are to he made under such subsection, subsequent payments under any of subsection IX(c)( I), IX(c)(2) 
or IX(e); in the case of offsets arising from payments under subsection VIIJ(b), subsequent payments under such subsection 
or. if no suhsequent payments are to he made under such subsection, subsequent payments under either subsection IX(c)( J) or 
IX(c)(2); in the case of offsets arising from payments under subsection VIJI(c), subsequent payments under either suhsection 
IX(c)(l) or lX(c)(2); and, in the case of offsets arising from payments under subsection IX(i), subsequent payments under 
such subsection (consistent with the provisions of this subsection (8)(i». 

(ii) in the case of om~ets to be applied against payments under subsection lX(c), the 
offset to be applied shall be apportioned among the Settling States pro rata in proportion to their respective shares o.f such 
payments. as xuch re~pective shares are determined rursuant tn step E of clause "Seventh" (in the cuse of payments due frum 
the Original P:.Irticipaling Manufacturers) or clause "Sixth" (in the case of payments due from the Subsequent Participating 
Manufacturers) of subsection IX(j) (except where the offset arises from an overpayment :.Ipplicahle solely to a particular 
Settling State), 

(iii) the total amount of the offset to which a Participating Manufacturer shall be entitled 
shall be the full amount of the overpayment it made. together with interest calculated from the time of the overpayment to the 
P:.Iyment Due Date of the first eligible payment against which the offset may be applied. The applicable interest rate shall be 
the Prime R:.Ite (except that, where the overpayment is the result of a Settling State's withholding of information as described 
in subsection (d)(5)(8). the :.Iprlicable interest rate shall be that described in subsection IX(h». 

(iv) an of'fl\et under this l\ubl\ection (8) shall be applied up to lhe full amount of the 
Participating Manufacturer's share (in the case of payments due from Original Participating Manufacturers, determined :.Is 
described in the tirst sentence of clause "Seventh" of subsection (X(j) (or, in the case of payments pursuant to subsection 
IX (c), step D of such clause» of the eligible payment in question. as such payment has been adjusted and reduced pursuant to 
clauses "first" through "Sixth" of subsectlon IX(j). to the extent each such clause is applicable to the payment in question. In 
the event that the nffsel to which a Participating Manufacturer is entitled under this subsectiun (8) would exceed such 
Participating Manufucturer's share of the eligihle payment against which it is being applied (or. in the ca~e where such uffsel 
arises frum :.In overpayment applicable solely 10 a particular Settling Stale, the porlion of such payment that is m:.lde for the 
henetit of such Seliling State), the offset shalt he the full amount of' such Participuting Manufacturer's share of such p:.lyment 
and all amounts not offset ~hall carry forward :.Ind be om~et lIgain~t suhsequent eligible payments until all such amounts have 
been offset. 

(j) Payments After Arfnlicable Condition. To the extent that a payment is made after the occurrence of all 
applicable conditions for the disbursement of such paymenl to the puyee(s) in question. the Independent Auditor shall instruct 
the Escrow Agent to disburse such payment promptly following its deposit. 
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XII. SETTLING STATES' I(ELEASE, DlSCHARGE AND COVENANT 

(01) Release. 

(I) Upon the occurrence of State-Specific Finality in a SeHling Stale, such Settling State shall ab:iolutely 
and unconditionally release and nlrever discharge all Released Parties from all Rele:J.sed Claims that the Rete<.\~ing Parties 
directly. indirectly, derivatively or in any olher capacity ever had. now have, or hereafter can. shaH or may have. 

(2) Notwithstanding the tort~g()ins, this release and discharge shall nut apply 10 any defendant in a lawsuit 
serried pursuant to this Agreement (other than" Participating Manuf.acturer) unless and until such defendant releases the 
Releasing Parties (and delivers to the Attorney General of the applicable Settling State a copy of such release) from any and 
all Claims of such defendant relating to the prosecution uf such lawsuit. 

(3) Each Settling Slate (for itself and for (he Releasing Parties) further covemtnls and agrees that it (and the 
Releasing Parties) shaH not after the occurrence of State-Specific Finality sue or seek lO eS1<lblish civil liability against any 
Released Party based, in whole or in part, upon any of the Released Claims. and further agrees thut stich covenant and 
agreement shall he a complete defense to any such civil action or proceeding, 

(4) (A) Each SeUling State (fur itself and for the Releasing Parties) further agrees thai, if a Released Claim 
hy a Releasing Party agtlinsl any pen_on or entity that is not a Released Party (a "nnn-Relea~ed Parly") results in or in any 
way gives rise 10 a claim·uver (un any themy wlmtever other th;m ., d.lim naSl!t' nn an express wriftcn indemnity ugreemcnt) 
hy such non-Keleas('d Party aguinst any Relt!ased Party (ami such Released Party gives notkc to the upplicahJe Settling State 
within 30 days of the service ()f such claim·over (or within 30 days "Her the MSA Execution Date, whichever is later) and 
priur to entry into any settlement of such claim·over), lhe Releasing Party: 0) shaU reduce or credit again!'t :.my judgment or 
settlement such Releasing Party may obtain again~t such non-Released Party the full amount of any judgment or settlement 
such non-Released Party may obt"in against the Released Party 00 such claim-over; and (ii) shall, a~ part of any setllemenl 
with such non-Released Party. obtain from such non-Released Puny for the henetil of such ReJeused Party a satisfaction in 
full of such non-Released Party's jUdgment or settlement against the Releu!(ed Purty. 

(H) E:lch Sell ling SllIle further lI~rCCl\ ttwt in the event Ih:lllh~ 11THvisinns HI' suhscclinn (4)(A) do 
1m1 funy dimin:llc lilly :lI1d 4111 li<lhility of' {lny Origiu,,' P:lrliciptlting M,Uluf"cturcr (nr or lilly pcr;';UJJ ur entity Ihat is .~ 

Released Party by virtue of its relation In uny Original Partidrating MLlnuflicturer) with respect to chtim!-HlVer (on any theory 
whatever other than u claim bused nn an express written indemnity agreement) hy any non~Relea.~ed P:lrty to recover in 
whole or in part ltny liahility (whether direct ur indirect, or whether by way of settlement (10 the extent that such Released 
Party has given notice 10 the applicable Settling State within 30 days of the service of such daim·uver (or within 30 days 
after the MSA Execution Date, whichever is later) and prior to entry into any settlement of such c!uim-over), judgment (If 
otherwise) of such non~Released Party to an)' ReJea.'l:ing Party arising out of any Released Claim. such Original Participating 
Manufitcturer shall receive a continuing dulfar~fur·tll1l1ar offset for any amounts paid by such Original Participating 
Manufacturer (or hy any person or entity that is 11 Relea~ed Party by virtue of its relatiun to such Original Participating 
Manuf'al:lUrer) on any such liability ugain!>t such Original Participating Manufacturer';i share (determined as described in step 
E of (:kwse "Seventh" of subsection 1XU» of the applicable Senling State's Allocated Payment, up to Ihe full amount of' such 
Original Paftil:ipaling Manuf:tcturer's share (If such AUoca(eu P"ymeol each year. until all such llmounts (laid on such 
ii<thility have been offset. In (he event that the nffset under this suhsection (4) with respect tu a particular Settling State 
would in any given year exceed such Original Participating Manufacturer'~ share of such Settling State's Allocaled Payment 
(as such share had been reduced by adjustment, if any, pur~uant to the NPM Adjuslment. and has been reduced by offsets, if 
any. pursuant to the otl'set for miscalcul<Jled ()f disputed payments, the Federal Tobl.lcco Legislation Offset and the Litigating 
Releasing Parties Offset): (i) the offset to which such Original Participating Manufacturer is entitled under this suhsection in 
such year shall he the full amount of such Original Participating Manufacturer·s. share of such Allocated Payment; and (ii) all 
amounts nor ufl'set by reason ofsuhsection (I) shall carry forward and be offset in the follOWing yeur(s) until alt such amounts 
have been offset. 

(C) Each Settling Stale further agrees that, subject to the provisinns of section IX(i)(3), each 
Suhsequent Participating Manufacturer shaH be entitled to the offset described in subsection (8) above to the extent th:lt it (or 
any person or entity that is a Released Party by virtue of its relationship with such Subsequent Participating Manufacturer) 
has pilid on liability that would give rise to an offset under such subsection if paid by an Original Participating Manufacturer. 

(5) This release and covenant shall not operale ro interfere with a Settling State's ItbililY tn enforce as 
against any Participuting Manufacturer the provisions of this Agreement, or with the Court's ability to enter the Consent 
Decree or 10 maintain continuing jurisdiction to enforce such Consent Decree pursuant tu tne terms. thereof. Provided, 
however, that neither subsecrion III(a) or IJI(r) of this Agreement nor subsection VeAl or VO) of the Cunsent Dl!cree shall 
create a right to challenge the continuation, OItier the MSA Execution Date~ of any adverth;ing C~Jnlent. claim or slogan (other 
than use of a.Cartoon) that WaS nOl unJawful prior to the MSA Execution Date. 

(6) The Settling States do nut (lurport to waive or release any claim.~ on behalf of Indian tribes. 

(7) The Settling States do not waive nr refease any criminal Jiahilhy hased un federal, slate or Incallaw. 
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(8) Notwithstanding the foregoing (and the ddinition of Released Parties). thi~ reic"se and covenant 
shall nlll apply to retailers. suppliers or distrihutors to the e~tent of any liability arising from the sale ur distribution of 
Tobacco Products of, or the supply of compunent parts of Tobal:co Products to, any non-Released Party. 

(A) Each Settling State (for itself and for the Releasing Parties) agrees thaI. if a claim by a 
Releusing Party 3g3inst a retailer. suppHer or distributor that would be a Released Claim but for the operation uf the 
preceding sentence results in or in any way gives rise to a claim~over (on any theory whatever) by such ret<Jiler, supplier or 
distrihutor against <Jny Released Party (and l\uch Releused Party gives notice to the applicable Settling Stare within 3D days of 
the service of such claim-over ({lr within 30 days after the MSA Execution Dare. whichever is later) and prior to entry inro 
any settlement of such ct"im-over). the Releasing Party: (i) shall reduce or credit against any judgment Of settlement such 
Releasing Party may obtain against such retailer. supplier or distributor the full amount of any judgment or settle1ll~nt such 
retailer, supplier or distributor may obtain against the Released Patty on such claim-over; and (ii) shalt. as part of any 
~ettle(l\ent with such retailer. supplier or distributor, obtain from such retailer. supplier or distributor for the benefit of such 
Released Party a satisfaction in full of such reutHer'S, supplier's or distributor's jUdgment or seuJement against the Released 
Party. 

(8) Each Settling Slate further agrees that in the event thai the provhions of suhsection (8)(A) 
abuve do nof fully elimina1e any nnd alJ liahility of tiny Original Participating Manufacturer (or any person or entity thilt is a 
Released Party by virtue of its relationship to OIn Original Participating Manufacturer) with respect to claims-uver (on any 
Ihenry wh:ucver) hy uny such retailer, :mrpHer "t" dhadhutof to recover in whoJe or in part any Iil.lhiHty (whether direci or 
indirect. or whether by way of senlement (to the ex.tent thut such Released Party has given notice to the upplicahle Settling 
Stute within 30 days of the service of such claim~over (or within 30 days after the MSA Execution Date, whichever is later} 
and prior to corry into any settlement of such claim-over). judgment or otherwise) of such retailer, supplier or distributor (0 

any Releasing Party arising out of any claim thut would be a Released Claim but for the operation of the first ~entence of this 
subsection (8). such Original Participating Manufacturer shull receive a continuing doltar-f\'r~doHar offset fur any UInOUnls 

paid by such Original Participating Manufacturer (or by any person or entity that is H Released Pan), by virtue of its relation 
to such Original Partidputing Manufacturer) nn any such liability against such Original P1Irlicipating Manufucturer's share 
(determined :lS descrihed in step H uf clause "SeYenth" of suhsecliun IX(j») t,r Ihe uf'plicuhle Settling St:Ue's Allncatcd 
P4Iymcm, up to the full :.unuunt of such Original Pal1icip"ting Manufacturer's shure uf such Allocated Payment em.:h year. 
until all loiuch amounts paid on such liahility have been otTset. In the event that the offset under this subsection (8) with 
respect to a particular Settling State would in any given year exceed such Original Participluing Manufacturer's share of such 
Seuling State's Allocated Payment (as such share had been reduced by adjustment. if any. pursuant to the NPM Adjustment, 
und has been reduced by oft'!\ets, if any, purSullnt 10 the offset fur miscalculated or dispuled payments. the federal Tobacco 
Legislatitm Offset. the Litigating Releusing Parties Offset and the offset for claims-over under subsection XIJ(a)(4)(B»: (i) 
the uffset to which such Original Participating Manufacturer is entitled under this subsection in such year shall be the full 
amount of such Original Participating Manufacturer's share of such Allocated Payment; and (ii) all amounts not offset by 
reason of clause (i) sha1ll:arry forward and be offset in the following year(s) until all such amounts have been off.'Iet. 

(C) each Settling Scate further agrees that, subject '0 the provisions of subsection (X(i)(3), each 
SUhsequent P<Jrlicipating Manufacturer shall be enthled 10 the offset described in subsection (8) above to the e~tent that it (or 
any person ur entity rhat is 11 Released Party by virtue of its relationship with such Subsequent Participating Manufucturer) 
ntis paid on Habifily that would give rise to ao offset under such subsection if paid by an Original Participating Manufacturer. 

(9) Notwithstanding any provisiun of hlw. statutory or otherwise, which provides that a general release 
does not extend to claims which the creditor does not know or suspect to exist in its favor at the lime of executing the releuse, 
which if known by it must have materially affected its settlement with the debtor, the releases set forth in this section XU 
release all Released Claims against the Relea~d Parties, whether known or unknown, foreseen or unforeseen, suspected or 
unsuspected. that (he Releasing Parties may have against the Released Parties, and the Releasing Partie~ understand and 
acknowledge the significance and consequence~ of waiver of any such prOVision and hereby assume fun responsibility for 
any injuries, damages ur lu!;se~ thut the Releasing Parties may incur. 

(b) Released Claims Against Released Parties. If u Releasing Party (or any person or entity enumerated in 
subsection lI(pp), without regard to the power of the Attomey Oeneral to release claims of :luch person or entity) nonetheless 
atte,!,pts to maintain a Released Claim against It Released Party, such Released Party shall give written notice of such 
potential claim to the Attorney General or the applicable Settling State within 30 days of receiving notice of such potential 
claim (or within 30 days after the MSA Execution Date, whichever is later) (unless such potential claim is being maintained 
by such Settling State). The Released Party may uffer the release nnd covenant as a complete defense. If it is determined at 
any point in such action that the release of such l:Iaim is unenforceable or invalid for any reason (lneluding, but not limiled to, 
Jack of authority to release such claim), the follOWing provisiuns shall apply: 

(I) The Released Party shall take "" ordinary and reasonable measures to defend (he action fully. The 
Released Party may settle or enter into a stipulated judgment with respect to the action at any time in its sule discretion, hut in 
such eVent the offset descrihed in subsection (b)(2) ur (b)(3) below shall apply only if Ihe Released Party uhtains the relevant 
Auorney Gener<tl's cuosent to such setlieml!nt or stipulated judgment. which consent shall not be unreasnnaoly withheld. 
The Released Party shall not be entitled to the offset described in subsection (b)(2) or (b)(J) below if such Released Party 
failed to take ordinary and reasonable measures to defend the action fully . 
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(2) The fullnwint; provisions shall apply where the Relel1sed P:lrty is an Original Participating 
Manufacturer (or Jny person or entity that IS a Released P"rty hy virtu!! t)f its relationship with ;In Origin;1I Participating 
Munufacturcr): 

(A) In the event of a settlement ur stipulated judgment. the settlement or stipulated amount 
shall give rise to a continuing offset as such umount is actually paid against the full amount of such Original Participating 
Manufacturer's share (determined as described in step E of clause "Seventh" of' subsectiun IX(j» of the applicable Settling 
State's AlIl)cated Payment until such time as the settlement or stipulated amount is fully credited nn a dollar-for-dollar basis. 

(B) Judgments (other than a default judgment) against a Released Party in such an action shall, 
upnn payment of such judgment, give rise to an immediate and continuing offset against the full amount of such Original 
Participating Manufacturer's share (determined as described in subsection (A» of the applicable Settling State's Allocated 
Payment, until such time as the judgment is fully credited on a dullar·for·dullar basis. 

(C) Each Seuling State reserves the right to intervene in such an action (unless such action was 
brought by the Settling State) to the extent authorized by applicable law in order to protect the Settling State's interest under 
this Agreement. Each Participating Manufacturer agrees not to oppose any such intervention. 

(D) In the event thai the offset under this subsection (b)(2) with respect to a particular Settling 
State would in any given year exceed such Original Participating Manufacturer's share of such Selliing State's Allocated 
Payment (as such sh:lre had been reduced by adjustment, if any, pursuant In the NPM Adjustment. and has been reduced hy 
Hffsets, if any, pursuant to the federal Tobacco Legislation Offset and the offset for miscalculated ur disputed payments): 
(i) the offset to which such Original Participating Manufacturer is enlitled under this subsection (2) in such year shall be the 
full amount of such Original Participatint; Manufacturer's share of such Allocated Payment; and (ij):l1l amounts not offset by 
reason l~f clause (i) shall carry forward and be offset in the following year(s) until all such amounts have been offset. 

(3) The following pmvisions shall apply where the Released Party is a Subsequent Participating 
Manufacturer (or any person or entity that is a Released Party by virtue of its relationship with a Subsequent Participating 
Manufacturer): Subject to the provisions of subsection IX(i)(3), each Subsequent Participating M:II1ufacturer shall be entitled 
to the offset as. described in subsections (2)(A)-(C) above against payments it otherwise would owe under section IX(i) tn the 
extent thut it (or any person or entity that is a Released Party hy virtue of its relationship with such Subsequent Participating 
Manufucturer) has paid on a settlement, stipulated judgment or judgment that would give rise to an offset under such 
subsections if puid by an Original Participating Manufacturer. 

XIII. CONSENT DECREES AND DISMISSAL OF CLAIMS 

(a) Within 10 days aner the MSA Execution Dale (ur, as tn any Settling Stilte identilied in the Additional States 
provision of Exhibit D, l,;oncurrently with the filing of its lawsuit), each Settling State and each Participating Manufacturer 
thill is a party in any of the lawsuits identified in Exhihit D shall juintly move for a slay of <III proceedings in such Settling 
State's lawsuit with respect to the Participating Manufacturers and all other Released Parties (except any proceeding seeking 
puhlic disclusure uf documents pursuant to subsection IV(b». Such stay of' a Settling State's lawsuit shall be dissolved upon 
the eurlier of the occurrence of State.Specitic finality or termination of this Agreement with respect to such Settling State 
pUrSU,lnl to subsection XVIII(u)( I). 

(h) Not later than December II, 1998 (nr, as 10 any Settling State identified in the Additional States provision (If 
Exhibit D. cuncurrently with the filing of its lawsuit); 

(I) each Settling Slate that is a party 10 a luwsuit identified in Exhihit D ",nd e.lch Parlicip<&ting 
Manufacturer will: 

(A) tender this Agreement tn the Cuurt in such Seltling Stiltl! tt)f its approval; and 

(B) tender to the Court in such Settling State fur entry it cunsent decree conforming to the model 
consent decree attached hereto as Exhibit L (revisiuns or changes to such model consent decree shall be limited to the extent 
required by state procedural requirements to reflect accurately the factual setting of the case in question, but shall not include 
any substantive revision to the duties or obligations of any Settling State or Participating Manufacturer. except by agreement 
of all Original Participating Manufacturers); and 

(2) each Settling Stute shall seek entry uf an onler uf dismiss:11 of claims dismissing with prejudice all 
cluims ",gainst the P:lrticipliling Manul':lcturers and any other Released P:lrty in such Settling Stale's IIclinn identilied in 
Exhihit D. Pmvidcd, however, thut the Senling State is not required to seek entry nf such an urda in such Sell ling Slate's 
uction against such a Released Party (other than a Participating Manufacturer) unless and until such Released Party has 
released lhe Releasing Parties (and delivered to the Attorney General of such Settling State a copy of such release) (which 
release shall be effective upon the occurrence of State·Specitic finality in such Settling Slate, and shall recite that in the 
event this Agreement is terminated with respect 10 such Settling Siale pursuant to subsection XVJJI(u)(I) the Released Party 
agrees that the order of dismissal shall be null and void and of no effect) from any and all Claims of such Released Party 
relating to the prosecution of such act inn as provided in subsection XII(a)(2). 
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XIV. I'ARTICII'ATING MANUFACTURERS' DISMISSAL OF RELATED LAWSUITS 

(a) Upon State·Specific Finality in a SeWing State, e:lch Participating Manufacturer will dismiss without 
prejudice (and withuut cnsts and fees) the lawsuil(s) listed in Exhibit M pending in such Settling State in which the 
Participating Manuf<lcturer is a plaintiff. Within 10 days after the MSA Execution Date, each Participating Manufacturer 
and each Settling State that is a party in any of the lawsuits listed in Exhibit M shall jointly move for a slay of all proceedings 
in such lawsuit. Such stay of a lawsuit against a Settling State shall be dissolved upon the earlier uf the occurrence of State· 
Specific Finality in such Settling State or termination of this Agreement with respect to such Settling State pursuant to 
,ub,ectio" XVIII(u)(I). 

(h) Upon State·Specific finality in a Sell ling State, each Participating Manufacturer will release and discharge any 
and all mnnetury CI:tims against such Selliing State and any of such Settling State's officers, employees, agents, 
administrators, representatives, officials acting in their official capacity, agencies, departments, commissions, divisions and 
counsel relating to or in connection with the lawsuit(s) commenced by the Attorney Genenll of such Settling State identified 
in Exhibit D. 

(c) Upon State·Specific finality in a Setlling State, each Participating Manufacturer will release and discharge any 
and all monetary Claims against all subdivisions (political or otherwise, including, but not limited to, municipalities, 
counties, parishes, villages, unincorporated districts and hospital districts) of such Settling State, and any of their officers, 
employees, agents, administrators. representatives, onicials acting in their official capacity, agendes, departments, 
commis.sions, divisions and counsel arising out of' Claims that have been waived and released with continuing full force and 
effect pursuant tn section XII of' this Agreement. 

XV. VOLUNTARY ACT OF THE I'ARTIES 

The Settling States and the Participating Manutdcturers acknowledge and agree that this Agreement is voluntarily 
entered into by each Settling State and each Participating Manufacturer as the result of arm's·length negotiations, and each 
Settling State and each Participating Manufacturer was represented by counsel in deciding to enter into this Agreement. Each 
Participating Manufacturer further acknowledges th:u it understands that certain provisions of this Agreement may require it 
to act or refrain from acting in a mllnner th:n cuuld otherwise give rise to state or federal constitutional challenges and that, by 
voluntarily consenting to thi~ Agreement, it (and the Tohacc()~Related Organizations (or any trade associations formed or 
controlled by any Participating Manufacturer» waives for pury.oses of performance of this Agreement any and all claims that 
the provisions of' this Agreement violate the state or federal constitutions. Provided, however, that nothing in the f(.lregoing 
shall constitute a waiver as to the entry of any court order (or any interpretation thereof) that would operate to limit the 
exercise of any constitutional right except to the extent of the restrictions, limitations or obligations expressly agreed to in 
this Agreement or the Consent Decree. 

XVI. CONSTRUCTION 
(:'1) No Settling State or Purticipating Manufacturer shall be considered the drafler of' this Agreement or any Consent 

Decree, or any provision of' either, for the purpose of any statute. case law or rule of interpretation or construction that would 
or might cause any provision to be construed against the drafter. 

(b) Nothing in this Agreement shall he construed as approval hy the Settling States of any Participating 
Manufacturer's husiness organizatiuns, uperatinns. acls or practices, and no Participating Manufacturer may make any 
representation to the contrary. 

XVII. RECOVERY OF COSTS AND ATTORNEYS' FEES 

(a) The Original Participating Manufacturers agree that, with respect to any Settling State in which the Court has 
upproved this Agreement and the Consent Decree, they shull severally reimburse the following "Governmental Entities": (I) 
the office of the Attorney Generdl of' such Settling State~ (2) the office of the governmental prosecuting authority for any 
political subdivisiun of such Settling State with u lawsuit pending against any Participating Manufacturer as of July I. 1998 
(as identified in Exhibit N) that has released such Settling State and such Participating Manufacturer(s) from any and all 
Released Claims (a "Litigating Political Subdivision"); and (3) other appropriate agencies of such Settling State and such 
Litigating' Political Subdivision, for reasonahle cosls and expenses incurred in connection with the litigation or resulution of 
claims asserted by or against the Participating Manufacturers in the actions set forth in Exhibits D, M and N: provided that 
such custs and expenses ure ul' the same nature us cusls und expenses for which the Originlll P:lrlicipnting Mnnul'acturers 
would reimhurse their own counselor ugents (but not including costs and expenses relating 10 lobbying activities). 

(b) The Original Participating Manufacturers further agree severally to pay the Governmental Entities in any 
Settling State in which State-Specitic Finality has occurred an amount sufficient to compensate such Governmental Entities 
for time reasonably expended by uttorneys and paralegals employed in such offices in connection with the litigation or 
resolution of claims asserted against or by the Participating Manufacturers in the actions identified in Exhibits D, M and N 
(hut not inclUding lime relating ~) lobhying activities), such amount 10 be calculated hased upon hourly rates equal to the 
market rate in such Settling State for private attorneys and paralegals of equivalent experience and seniority. 

(c) Such Governmental Entities seeking payment pursuant to subsection (a) andlor (b) shall provide the Originai 
Participating Manufacturers with an appropriately documented statement of all costs, expenses and attorney and paralegal 
time for which payment is sought, and, solely with respect to payments sought pursuant to subsection (b), shall do sO no 
earlier than the date on which State·Specific Finality occurs in such Settling State. All amounts 10 be paid pursuant to 
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suhsections (a) anti (h) shall he suhject to reasnn:lble verificatiun if requested hy any Origin:.11 Pnrliciputing Manufacturer; 
provided. however. that nothing contained in this subsection (c) shalt consrilUte. c:msc. Uf require [he pcrformum:e of :IIlY 
act that would consliwle any waiver (in whule or in parl) of any auorney·client privilege. work proc.lud protectiun (lr 
cummon interest/juint prosecution privilege. All such amounts to be paid pursuant to subsections (a) and (b) shall he 
subject to an aggregate cap of S 150 million for leU Seuling States. shall be paid promptly following :>ubmission of lhe 
appropriate documentation (and the completion of any verification process). shall he paid sepantlely and apart from any other 
<lml>unts due pursuant to this Agreement. and shalt he paid severally by each Original Participating Manufacturer according 
tn its Relative Market Shure. All amounts to be paid pursuant 10 suhsection (b) sh,,11 be paid to such Guvernment;11 Entities 
in the order in which State·Specinc finality has occurred in such Settling St • .Iles (subject to the S 150 million aggregute cap), 

(d) The Original Participating Manufacturers agree that. upon the occurrence of State-Specific finality in a Settling 
Stille, Ihey will severally pay re<lsonahle attorneys' fees to the private outside counsel, if any, retained by su\:h Settling State 
(and each Litigating Politicul Subdivision, if any. within such Settling State) in connection with the respective actions 
identitied in Exhibits D. M and N and who are designated in Exhibit S for each Settling Shue by the relev<lnt Anorney 
General (and for each Litigating Political Subdivision. as later certified in writing to the Original Participating Manufacturers 
hy the relevant governmental prosecuting authority of' each Litigating Political Subdivision) as having been retained hy and 
having represented such Settling State (or such Litigating Political Subdivision), in accordance with the terms descrihed in 
the Model Pee Payment Agreement attached as Exhibit O. 

XVIII. MISCELLANEOUS 
(a) Effect of Current or ruture Law. It' any current or future law includes nhlig:ltions or pmhihitions :applying In 

Tuhacco Product M:mufaclUrers relaled tl) any of the pruvisions of this Agreement, each Participating ManufaClUrl!f shall 
comply with this Agreement unless compliance with this Agreement would viulate such law. 

(b) Limited Most·Pavured Nation Provision. 

(1) If any Participating Manufacturer enters into any future settlement agreement of other litigatiun 
comparable to any of the actions identified in Exhibit D brought by a non·foreign governmental plaintiff other than the 
federal government ("Puture Settlement Agreement"): 

. (A) hd()re Octoher If 200n. nn ovenlll tenns more favowhk to SUdl governmental phtinti!,f than 
the (Iverall t~rms (If this Agreement (after due consjdcnlliol1 of' relevant llifferences in PUllul:ltion or other :tpprupriale 
factors), then. unless H IIwjurilY (If the Sc-lIlin~ St:IICS determines that the nvenal! terms Ill' the Future SeUleltlenl A~reement 
lIrc l1ul mure f"vllrahlc Ihan the Iwcrnll terms of this Agreement. the ovefi,1I terms lIf Ihis AgrcclUc-nt will h~ revised ~m th:\1 

Iht!' Seliling Siaies will nhlain trc:armcnt with respect to such Participating Manufacturer at least as relatively favorahle as the 
overall terms provided UJ any such governmental plaintiff; provided, however. that as to economic terms this Agreement shall 
not be revised based on any such future Seulement Agreement if such future Senlement Agreement is entered inlo after: 
(i) the impaneling of the jury (or. in the event of' a non·jury triltl. the commencement of trial) in such litigation or any severed 
or hifurcated portiun thereof; or (ii) any court order or judicial detennination relating to such litigation that (x) grants 
judgment (in whole or in part) against such Participating Manufacturer; or (y) grants injunctive or other relief that affects the 
assets or nn~going business activities of such Participating Manufacturer in a manner uther than as expressly provided for in 
this Agreement; or 

(8) on or after October 1, 2000, on non·economic terms more favorable to such governmental 
plaintiff than the non·economic terms of this Agreement, and such future Settlement Agreement includes terms that provide 
for the implementation of non·economic Hlbacco·related public health measures difterent from thuse contained in this 
Agreement. then this Agreement shall be revised with respect to !>uch Participating Manufacturer 10 include terms comparable 
to such non·economic terms. unless a majority of the Settling States elects against such revision. 

(2) If any Settling State resolves by settlement Claims .. gainst any Non·Participating Manufacturer after 
the MSA Execution Dale comparable to any Released Claim~ and such resolution includes overall terms that are mure 
favorable to such Non·Participating Manufacturer than the terms of this Agreement (including. without limitation, any terms 
that relate to the marketing or distribution of Tobacco Products and any term that provides for a lower settlement cost on a 
per pack sold basis). then the overall terms of this Agreement will be revised so that the Original Participating Manufacturers 
will obtain. with respect to that Settling State. overall terms at least as relatively favorable (taking into account. among other 
things, all payments previously made by the Original Participating Manufacturers and the timing of any payments) as those 
obtained by such Non·Participating Manufacturer pursuant to such rel\olution of Claims. The foregoing shall include but not 
be limited: (a) to the treatment by any Settling State of a future Affiliate, as that term is detined in agreements between any 
of the Settling States and Brooke Group Ltd .• LiggeU & Myers Inc. and/or Liggett Gwup, Inc. ("Liggett"), whether or not 
such future Aftili<Jte is merged with. or its operations combined with, Liggen or any Affiliate thereof; and (b) to any 
application of the terms of any such agreement (including any terms subsequently negotiated pursuant 10 any such 
agreement) to a brand of Cigarettes (or tobacco·related assets) as a result of the purchase by or sale to Liggett of such brand 
or assets or as a resuh of any comhination of ownership among Liggett and any entity that manufactures Tobacco Products. 
Provided, however. that revision of this Agreement pursuant to this subsection (2) shall not he required by virtue uf the 
subsequent entry into this Agreement by a Tobacco Product Manufacturer th.lt has not become a Participating Manufacturer. 
as of the MSA Execution Date. Nutwithstanding the provisions of subsection XVIJlO). the provisions of this suhsection 
XVlIl(h)(2) may he waived by (ant! only hy) unanimous agreemenr of the Original Particip<lting Manufacturers. 
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(3) The parties agree that if any term of this Agreement i~ revised pursuant to suhseclion (h)(I) (Ir (h)(2) 
above and the suhst~,"ce of l\uch term hefore it was revised was also a term of the Consent Decree. each affected Settling 
State and each affected Participating Manufacturer shall jointly move the Court to amend the Consent Decree to conform 
the terms of the Consent Decree to the revised terms of the Agreement. 

(4) If at any time any SeUling State agrees to relieve. in uny respect. any Participating Manufacturer's 
obligation to make the f'uyments as provided in this Agreement, then, with respect to that Settling State, the terms of this 
Agreement shall he revised so that the other Participating Manufacturers receive terms as relatively favorahle. 

(e) Tntnsfer of Tohacco Brunds. No Original Participating Manufacturer may :-:ell or otherwise transfer or permit 
the sale or transfer uf any of it .. Cigarette bmnds, Brand Names. Cigarette product formulas or Cigarette businesses (other 
than a sale or transfer of Cigarette brands or Brand Names to be sold. product formulas to he used, or Cigarette businesses to 
be conducted. by the acquiror or transferee ex.clusively outside of the States) to any person or entity unless such person or 
entity is an Original Participating Manufacturer or prior to the sale or acquisition agrees to assume the obligations of an 
Original Participating Manufacturer with respect to such Cigarette brands. Brand Names. Cigarette product formulas or 
businesses. No Participating Manufacturer may sell or otherwise transfer any of its Cigarette hrands, Brand Names, Cigarette 
product formulas or Cigarette businesses (other than a sale or transfer of Cigarette brands or Brand Names to be sold. 
Cigarette product formulas to be used, or husinesses to be conducted. by the acquiror or tran~feree ex.clusively outside of the 
States) to any persun or entity unless such rerson or entity is or becomes prior to the sale or acquisition a Participating 
Manufacturer. In the event of an)' such sale or trunsfer of u Cigarette brand. Brand Name. Cigarette product furmula or 
Cigarette business by a Participating Manufacturer to a person or entit), that within 180 days prior 10 such sale or trunsfer was 
a Non·Particil'ating Manufacturer. the Participating Manufacturer shall certify to the Settling States that it h.ls determined 
that such person or entity has the capability to perform the obligations under this Agreement. Such certification shalt not 
survive heyond une year t'olluwing the dale of any such transfer. Each Original Participating Manufacturer certifies and 
represents that, except as provided in Ex.hibit R, it (or a wholly owned Affiliate) exclusively owns und controls in the States 
the Brand Names of those Cigarettes that it currently manufactures fur sale (or sells) in the States and that it has the capacity 
to enter into an effective agreement concerning the sale or transfer of such Brand Names pursuanl to this subsection XVIII(c). 
Nothing in this Agreement is intended to create any right for a Srute 10 obtain any Cigareue product furmula Ih.,l it would not 
otherwise have under applicahle law . 

(tI) Payments in SC!ltlclI1ent. All payments 10 he mude hy the I'arlicipating Manufllcturers pursu:tnl tn this 
Agreemcnt lire in settlement of all HI" the Seltling St:ttes' ~lOtitrust. cunsumer prutectitlh. conutmn I"w negligence. shltutury, 
common law and eqUitable cla.ims for lOonetary. restitutiunary. equitable and injunctive relief alleged by the Settling Stules 
with respect to the yeler (If payment or earlier years, except that no part ot' any payment under this Agreement is made in 
settlement of an actual or potential liability for a tine. penalty (civll or crim\nal) or enhanced damages or is the cost of a 
tangible or intangible asset or other future benefit. 

(e) No Detennination or Admb.sion. This Agreement is not intended to be and shall not in any event he construed 
or deemed to be. or represented or caused to be represented as. an admission or concession or evidence of (I) any liability or 
any wrongdoing whatsoever on the part of any Released Party or lhut any Re!ea!\ed Party has engaged in any of the activitie!\ 
barred by this Agreement; or (2) personal jurisdiction over any person or entity other than the Participating Manufacrurers. 
Each Participating Manufacturer srecitically disclaims and denies any liability or wrongdoing whatsoever with respect to the 
claims and allegilthms asserted against it by the Attorneys General of the Settling Srates and the Litigating Political 
Subdivisions. Each Participating Manufacturer has entl!:red into this Agreement solely to avoid the further expense. 
inconvenience. burden and risk of litigation. 

(f) Non·Admissibility. The settlement negotiations resulting in this Agreement have been undertaken by the 
Settling States and the Participating Manufacturers in good faith and for settlement purposes only. ant! no evidence uf 
negotiations or discussions underlying this Agreement shall be otfered or received in evidence in any actinn or proceeding for 
any purpose. Neither this Agreement nor any public discussions, public statements or public comments with respect to this 
Agreement by any Settling State or Participating Manufacturer or its agents shall be offered or received in evidence in any 
act inn or pr<lceeding tor any purpose other than in an tlction or proceeding arising under or relating to this Agreement. 

(g) Renresentations of Parties. Each Settling Stale and each Participating Manufacturer herehy represeQts that this 
Agreement has been duly authorized and. upon execution, will constitute a valid and binding contractual obligation. 
enforceable in accordance with its terms, of each of them. The signatories hereto on behalf of their respective Settling States 
expressly represent and warrant that they have the authority to settle and release all Released Claims of their respeclive 
Settling States and any of their respective Settling Slates' past, present and future agents, officials acting in their official 
capacities, legal representatives, agencies, department:;;. commissions and divisions, and that such signatories are aware of no 
authority to the contrary. It is recognized that the Original Participating Manufacturers are relying on the foregoing 
representation and warmnry in making the payments required by and in otherwise performing under this Agreement. The 
Original Participating Manufacturers shall have the right to terminate this Agreement pursuant to subsection XVIII(u) as to 
any SenJing State as to which [he t(uegoing representation and warranty is breached or not effectively given. 

(h) Obljgations Several Not Joint. All obligations of the Participating Manufacturers pursuant to Ihis Agreement 
(including. hut not limited to. all payment obligations) are intended to be. and shall remain. several and not joint. 
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(i) Jieadings. The headings of rhe sect inns and suhsections of Ihis Agreement ure not hinding and ;Ire for 
reference only nod do not limit. expand or otherwise affect the contents or meaning of this Agreement. 

(j) Amendment and Waiver. This Agreement may be amended by a written instrument executed by all 
Participating Manufacturers affected by the amendment and by all Seuling States affected by the amendment. The terms 
of any such amendment shall not be enforceahle in any Seuling State that is nor a signatory to such amendment. The wniver 
of any rights conferred hereunder shall be effective only if made by wriuen in!'trument executed by the waiving party or 
parties, The waiver by any parlY of any breach of this Agreement shall not be deemed to be or construed as a waiver of any 
other breach. whether prior. subsequent or contemporaneous. nor shall such waiver he deemed to be or construed as a wltiver 
by any other party, 

(k) Notices. All notices or other communications to any pluty to this Agreement shall he in writing (including. but 
not limited to, facsimile. telex. telecopy or similar writing) and Shllll be given at the .. ddresses specified in Exhibit P (as it 
may be amended to reflect any additional Participating Manufacturer that becomes a parry to this Agreement after the MSA 
Execution Date). Any Settling Slate or Participating Manufacturer may change or add the name and address of the pers()ns 
designated to receive notice on its hehalf hy notke given (effective upon the giving of such notice) as pruvided in this 
suhsection. 

(I) Cooperatinn. Each Settling Stale and each Participating Manufacturer agrees to use hs best efforts and to 
cooper<lte with each other to cause this Agreement and the Consent Decrees to become effective, w obtain all necessary 
uJ'lJlJ'ovals, consents and authurizations. if any. and tu execute all documents and to take such uther action as may he 
appropriate in connectiun herewith. Consistent with the foregoing, each Settling State and each Parlicipating Manufacturer 
agrees that it will not directly or indirectly assist or encourage any challenge to this Agreemenr or any Consent Decree by any 
other person, and will support the integrity and enforcement (If the terms of this Agreement and the Cunsent Decrees. Each 
Settling State shall use its hest efforts (0 cause State-Specific finality to occur us to such Settling Slate. 

(m) Designees to Djscuss Qisputes. Within 14 days after the MSA Execution Date, each Settling State's Attorney 
General and each Participating Manufacturer shall provide written notice of its designation of' a senior representative to 

discuss with the other signatoriel\ to this Agreement any disputes and/or other issues that may arise with respect to this 
Agreement. Each Sertling Stale'!' Attorney General shall provide such notice of the name. address and telephone number of 
the person it has so designated to each Participating Manufacturer and to NAAG. Each Participating Manufacturer shall 
rrovide such notice of the name, address and telephone numher of the person it has so designated to each Settling State's 
Attorney General, to NAAG and tn each other Participating Manufacturer. 

Cn) Governjng Law. This Agreement (other than the Escrow Agreement) shall be governed by the laws of the 
relevant Settling State, without regard to the cunflict of law rules of such Settling State, The Escrow Agreement shall be 
governed by the laws of the State in whkh the Escrow Court is located, without regard to the conflict of law rules of such 
State. 

Co) Severability. 

(I) Seclion, VI, VII, IX, X, XI, XII, Xlii, XIV, XVI, XVlII(b), (e), (d), (e), (t), (g), (h), (0), (p), (r), (,), 
(u). (w). (z). (hb), (dd). and Exhibits A, B. and E hereof' ("Nonseverable Provisions") are not severable, except to the extent 
that severance of section VI is permitted by Settling States pursuant to subseclion VI(i) hereof. The remaining terms of this 
Agreement are sevef'Jhle, as set forth herein. 

(2) If a court materially modities. renders unenforceable, or finds to be unlawful any of the Nonseverable 
ProVisions. the NAAG executive committee shall select a team of' Attorneys General (the "Negotiating Team") to attempt to 
negotiate an equivalent or comparable substitute term or other appropriate "redir or adjustment (a "Substitute Term") with the 
Origin a' Participating Manufacturers. In the event that the court referred to in the preceding sentence is I(')cated in a Selrling 
State. the Negotiating Team shull include the Attorney Genentl of such Selliing State. The Original Partieip<lting 
Manuf'm.:lurers shall have no obligation tn agree to any Substitute Tenn. If any Original Participating Manufacturer does nul 
agree to a Suhstitute Tenn. this Agreement shall he terminated in all Senling Stales affected by the court's ruling, The 
Negotiating Team shall submit any propused Suhstitute Term negotiated by the Negotiating Team and agreed to by all of the 
Original PartiCipating Manufacturers to the Attorneys General of all of the afl'ected Settling States for their approval. If any 
affected Settling State does not approve the proposed Suhstitute Term, this Agreement in such Settling State shall be 
terminated. 

(3) If a court materially mudifies. renders unenforceable. or finds (0 be unlawful ~tny term of this 
Agreement uther than u Nonseverable Provision: 

(A) The remaining terms of this Agreement shall remain in full force and effect 

(BJ Each Settling State whose rights or obligations under this Agreement are affected by the 
court's decision in question (the "Affected Settling State") and the P.articipating Manufacturers agree 10 negotiate in good 
faith U SubstilUle Term. Any agreement on a Sunstitule Term reached between the Parlicip:lting Manuf:lcturers ,lIld the 
Aff\!cted Selliing Stille shall not modify or amend the terms of this Agreement with regard to any other Settling State. 
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CC) If the Affected Settling Stale and the Participating Manufacturers are un:Jhle to lIgree on a 
Suhstitute Term. then they will submit the issue 10 non-binding mediation. It' mediation fails to produce agreement to a 
Substitute Term, then that term shall be severed and the remainder of this Agreement shall remain in full force and effect. 

. (4) If II court materially modifies, renders unenforceable, or finds to be unlawful any portion of any 
provision of this Agreement. the remaining portions of such provision shall be unenforceable with respect to the affected 
Settling Stale unless a Substitute Tenn is arrived at pursuant to subsection (0)(2) or (0)(3) hereof. whichever is applicable. 

(p) Intended Beneficiaries. No portion of Ihis Agreement shall provide any rights to, or be enforceable by. any 
person or entity that is not a Settling State or a Released Party, No Settling State may assign or otherwise convey any right to 
enforce any provision of this Agreement. 

(q) Counterparts. This Agreement may be executed in counterparts. Facsimile or phofOcopied signatures shall he 
considered as valid signatures as of the date affixed, ulthough the original signature pages shall thereafter he appended. 

(r) Apolicahility. The obligations and duties of each Participating Manufacturer set forth herein are applicahle only 
to actions taken (or omiued to be taken) within the States. This subsection (rJ shall not be construed as extending the 
territorilil scope of any obligation or duty set forth herein whose scope is otherwise limited by the terms hereof. 

(s) Preservatjon of Privilege. Nothing contained in thi:; Agreement or any Consent Decree, and no act required to 
be performed pursuant to this Agreement or any Consent Decree. is intended 10 constitute, cause or effect any waiver (in 
whole or in part) of any attorney-client privilege, work product protection or common interest/joint defense privilege, and 
each Settling SIdle and each Participating Manufacturer ugrees that it shall not make or cause to be made in any forum any 
a~sertion to the contr.sry. 

(t) Non~Re!ease. Except as otherwise specifically provided in this Agreement, nothing in this Agreement shall 
limit. prejudice or otherwi!'e interfere with the rights of any Settling State or any Participating Manufacturer to pursue any 
and all rights and remedies it may have against any Non·Participating Manufacturer or other non-Released Party. 

(u) Tennination. 

(I) Unless otherwise agreed (0 by each of the Original Participating Manufacturers and the Settling State in 
question. in the event that (A) State-Specific finality in a Settling State does not occur in such Settling State on or before 
December 31. 2001; or (8) thi!' Agreement or the Consent Decree has been disapproved by the Court (or, in the event of an 
appeal from or review of a decision of the Court to approve this Agreement and the Consent Decree, by the court hearing 
such appeal or conducting such review). and the time 10 Appeal from such disapproval has expired. or, in the event of an 
Appeal from such disapproval. the Appeal has been dismissed or the disapproval hus been aftirmed by the court of last resort 
to which such Appeal has been caken and such dismissal or disapproval has become no longer subject to further Appeal 
(including. without limitation, review by the United States Supreme Court); or (C) this Agreement is terminated in a Settling 
State for whatever reaS(ln (including. but not limited to, pursuant to subsection XVIIl(o) of this Agreement). then chis 
Agreement and all of its terms (except for the non-admissibility provisions hereof. which shall continue in full force and 
effect) shall he canceled and terminated with respect to such Settling State~ and it and all orders issued by the courts in such 
Settling State pursuant hereto sh~1I become null and void and of no effect 

(2) If this Agreement is terminated with respect to a Settling State fi)r whatever reason. then (A) the 
applicable statute of limitation or any similar time requirement !'hall be lOlled from the date such Settling State signed this 
Agreement until the later of the time permitted by applicable Jawor for one year from the date of such termination. with the 
effect thllt the parties sha.1I be in the same position with respect to the stature of limitation as they were at the time such 
Settling State tiled its action. and (8) the parties shall jointly move the Court for an order reinstating the actions and claims 
dismissed pursuant to sections XIII and XIV hereof, with the effect that the partie!> shall be in the same position with respect 
to those uClions and claims as they were at the time the action or claim was stayed or dismissed, 

(v) f'reedum of Infnrm:ltiun Reuuests. Upon the occurrence of State-Spedfic finality in a Settling St~lte. ea<.:h 
Participating Manufacturer will withdraw in writing any and all re'luests for infhrmation. administrative applicatiuns. and 
prm:eedings brought or caused to be brought by such Participating Manufacturer pursuant to such Settling State's freedum of 
information law relating to the subject matter of the lawsuits identified in Exhibit D. 

(w) ~. The following provisions shaH apply if a Participating Manufacturer both enters Bankruptcy and 
at any time thereafter is not timely performing its financial obligations as required under this Agreement: 

(I) In the event that both a number of Settling States equal to at least 75% of the total number of Settling 
States and Settling States having aggregate Allocahle Shures equal to at least 75% of the total aggregate Allucahle Shares 
assigned to all Settling States deem (by written notice In the Participating Manufacturers other than the hank.rupt Participating 
Manufacturer) that the financial obligations of this Agreement have been terminated and rendered null and void as to such 
bankrupt Participating Manufacturer (except as pmvided in subsection CA) below) due to a material breach hy such 
Participating Manufacturer, whbreupon, with respect to all Settling States: 

(A) all agreements, all concessions, all reductions of Releusing Parties' Claims. and all releases 
and covenants not to sue. contained in this Agreement shall be null and void as to such Participating Manufacturer. Provided, 
however. thai (i) all reduclions of Releasing Parties' Claims. and all releases and covenants not ro sue. contained in this 
Agreement shall remain in full force and effect as 10 all pers<lns or entities (other th,m the hankrupt Participating 
Manuf:lclurer itself or any person nr enlity (h.u. <IS a rcsull of the B:lOkruptcy. ubf/lins domestic tnhaccn llssels of such 
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Participating Manufacturer (unless such person or entity is itself a Participating Manufacturer» who (but for the first 
sentence uf this subsection (A» would otherwise be Released Parties by virtue of their relationship with the hankrupt 
Participating Manufacturer; and (ii) in the event a Senling Slate asserts any Released Claim ugainst a bankrupt 
Participating Manufacturer after the terminatiun of this Agreement with respect to such Participating Manufacturer as 
described in this subsection (I) and receives a judgment, settlement or distribution arising from such Released Claim, then 
the amount of any payments such Setlling State has previously received from such Participating Manufacturer under this 
Agreement shall he applied against the amount of any such judgment, seUlement or distribution (provided that in no eVent 
shall such Settling State be required to refund any payments previously received from such Participating Manufacturer 
pursuant to this Agreement); 

(8) the Settling States shall have the right to assert any and all claims against such Participating 
Manufacturer in the Bankruptcy or otherwise without regard to any limits otherwise provided in this Agreement (suhject to 
any and all defenses against such claims); 

(C) the Settling States may exercise all rights provided under the federul Bankruptcy Code (or 
other "pplicable hunkruptcy law) with respect to their Claims against such Participating Manufacturer, including the right to 
initi.lIe und complete police und regulatory uctions agllinst such Participating Manufacturer pursuant to the exceptions to th~ 
automatic stay set forth in section 362(h) of' the Bankruptcy Code (provided, however, that such Participating MunufaclUrcr 
muy contest whether the Settling State's action constitutes a police and regulatory action); und 

(D) to the extent that any Settling State is pursuing a police and regulatory action against such 
Participating Manufacturer a!\ described in subsection (1 )(C), such Participating Manufacturer shall not request or support II 

request that the Bankruptcy court utilize the authority provided under section 105 of the Bankruptcy Code to impose a 
discretionary stay on the Settling State's action. The Participating Manufacturers further agree that th~y will not request, 
seek or sUPI')ort relief from the terms of this Agreement in any proceeding hefore any court of law (including the federal 
hankruptcy courts) or an administrative agency or through legislative action, including (without limitation) by way of joinder 
in or consent to or acquiescence in any such pleading or instrument tiled by another. 

(2) Whether or not the Settling States exercise the option set forth in subsectiun (I) (and whether or not 
such option, if exercised, is valid and enforceable): 

(A) In the event that Ihe hankrupt Participating M:lOufacrurer is an Original Participating 
Manuf'actu~r, such Participating Munufacturer shall continue to he trealetl as lin Original Participating Manufl.lcturer fur all 
purposes undl!r this Agreement exc~pt 0) such Pllrlicipating Manufacturer shall he treated us a Non-Participating 
Manufacturer (and not as an Original Participating Manufacturer or Participating Manufacturer) fur all purposes with respect 
to suhsections IX(d)( I), IX(d){2) ami IX(d)(3) (including, hut not limited 10, that the Market Share of such Participating 
Manufacturer shall not be included in Base Aggregate Participating Manufacturer Market Share or Actual Aggregate 
Purticipating Manufacturer Market Share, and that such Participating Manufacturer's volume shall not he included for any 
purpose under subsection IX(d)(I)(D»: (ii) such Participating Manufacturer's Market Share shall not be included as that of u 
Participnting Manufacturer for the purpose of determining whether the crigger percentage specified in subsection IX(e) has 
heen achieved (provided that such Participating MtlRufacturer shall be treated as an Original Participating Manufacturer for 
all other purposes with respect to such subsection); (iii) for purposes of subsection (B)(W) of Exhibit E, such Participating 
M;lOufacturer shall cuntinue to be treated as an Origihal Participating Manufacturer, hut its operuting income shall be 
recalculated by the Independent Auditor to renect what such income would have heen had such Participating Manufacturer 
made the payments that would have heen due under this Agreement but for Ihe Bankruptcy: (iv) for purposes of subsection 
XVJJI(c), such Participating Manufacturer shall not be treated as an Original Participating Manufacturer or as a Participating 
Munut'acturer to the extent that after entry into Bankruptcy it hecomes the acquiror or transferee of Cigarette brands, Brand 
Names, Cigareue product formulas or Cigarette businesses of any Participating Manufacturer (provided that such 
Participating Manufacturer shall continue to be treated as an Original Participating Manufacturer and Participating 
Manufacturer for all other purposes under such subsection); and (v) as to any action that by the express terms of this 
Agreement requires the unanimous agreement of all Original Participating Manufacturers. 

(B) In the event that the bankrupt Participating Manufacturer is a Suhsequent Participating 
Manufacturer, such Participating Manufacturer shall continue to be treated as a Subsequent Participating Manufacturer for ull 
purposes under this Agreement except 0) such Participating Manufacturer shall he treated as a Non-Participating 
Manufacturer (and not as a Suhsequent Participating Manufacturer or Participating Manufacturer) for all purposes with 
respect tu suhsections IX(d)( I), (d)(2) and (d)(4) (including, but nut limited tn, that che Market Share of such Participating 
Manufacturer shall nut be included in Base Aggregate Participating Manufacturer Market Share or Actual Aggregate 
Participuting Manufacturer Market Share, and that such Participating Manufacturer's volume shall not be included for any 
purpose under subsection IX(d)(I){D»; (ii) such Participating Manufacturer's Market Share shall not be included as that of' a 
Participating Manufacturer for the purpose of determining whether the trigger percentage specitied in subsection IX(e) has 
been achieved (provided that su(;h Participating Manufacturer shall be treated as a Subsequent Participuting Manufacturer for 
all other purposes with respect to such subsection): and (iii) for purposes of subsection XVIJI(c), such Participating 
Manufacturer shall not be treated as a Subsequent Participating Manufacturer or as a Participating Manufacturer to the extent 
thaI after entry into Bankruptcy it hecomes the acquiror or transferee uf Cigarette hrands, Brand Names, Cigarette product 
fnrmul:ls ur Cig:In!Ue husinesses of any Participating Mnnufacturer (pruvided that such Participating Manufacturer shall 
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continue to be treated as a Subsequent Participating Manufacturer and Participuting Munufacturer for all nther purposes 
under !'ouch subsection). 

(C) Revision of this Agreement pursuant to subsection XVJII(h)(2) shall not he required by 
virtue of uny resolution on an involuntary basis in the Bankruptcy of Claims against the bankrupt Participating 
Munufacturer. 

(x) Notice of Material Transfers. Each Participating Manufacturer shall provide notice to each Settling State at least 
20 days before consummating a sale, transfer of title or other disposition, in one transaction or series of related transactions, 
of assets having u fair market value equal to tive percent or more (determined in accordance with United Slates genernlly 
accepted ac(;(}unting principles) of the consolidated assets of such Participating Manufacturer. 

(y) Entire Agreement. This Agreement (together with any agreements expressly contemplated hereby and any other 
contemporaneous written agreements) embodies the entire agreement and understanding between and among the Settling 
States and the Participating Manufacturers relating to the suhject matter hereof and supersedes (I) all prior agreements and 
understandings relating to such suhject matter, whether written or oral, and (2) all purportedly contemporaneous oral 
agreements and understandings relating to such suhject matter. 

(z) Business Days. Any ohligation hereunder that, under the terms of this Agreement; is tn he performed on a day 
that is not a Business Day shall he performed on the tirst Business Day thereafter. 

(aa) Subsequent Signatories. With respect to a Tobacco Product Manufacturer that signs this Agreement after the 
MSA Execution Date, the timing of obligations under thh Agreement (other than payment ohligations, which !'ohall be 
governed by subsection 1I(jj» shall be negotiated 10 provide for the institution of such obligations on a schedule not more 
favorable to such subsequent signatory than that applicable 10 the Original Participating Manufacturers. 

(bb) Decimal Places. Any figure or percentage referred to in this Agreement shall be carried to seven decimul 
places. 

(cc) Re!!ulatory Authority. Nothing in section III of this Agreement is intended to aflect the legi:ilative or 
regulatory authority of any local or State government. 

(dd) Successors. In the event that u Participating Manufacturer ceases selling a hrand of Tobacco Products in the 
States that such Participuting Manufacturer owned in the States prior to July I, 1998, and an Aftiliate of such Participating 
Manufacturer thereuf'ter and after the MSA Execucion Date intentionally sells such hmnd in lhe Stales, such Affiliate shull he 
considered to he the successor of such Participuting Manufacturer with respect 10 such hmnd. Performance hy any such 
successur of the obligations under this Agreement with respect to the sales of such brand shall he sUhject to court-urtlered 
specitic performance. 

(ee) Export Packaging. Each Participating Manufacturer shall place a visible indication on each pack of Cigurettes 
it manufactures for sale outside of the fifty United States and the District of Columbia that distinguishes such pack from 
packs of Cigarettes it manufactures for sale in the fifty United States and the District of Columbia. 

(ft) Actions Withjn Geogmohic Boundaries of Settling States. To the extent that any provision of this Agreement 
expressly prohibits, restricts, or requires any a(;tion tn be taken "within" any Settling State or the Settling Stutes, the relevant 
prohibition, restriction, or requirement applies within the geographic boundaries of the applicable Settling Slate or Settling 
Stales, including, but not limited to, Indian country or Indian trust land within such geographic boundaries. 

(gg) Notice to Aftiliutes. Each Participating Manufacturer shall give notice of this Agreement to each of its 
Affiliates. 

IN WITNESS WHEREOF, each Senling State and each Participating Manufacturer, through their fully 
authorized representatives, have agreed to this Agreement. 

(Signatures Intentionally Omitted I 
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EXHIBIT A 
STATE ALLOCATION PERCENTAGES 

Slate Pen:.:nl .. 't: 

Alahanla 1.6161308% 

Alaska 0.3414181'.*. 

Anzona 1.473884.~% 

Arkllnsas 0.8280661% 

California 12.7639554'Jf, 
Culorado 1.3708614% 

Connectit:ut 1.8565~73% 

Ddaware 0.3954695% 

D.C. 0.6071183% 

Florida 0.0000000% 

Gem·in 2.4544575% 
Hawaii 0.60 18650~. 

Idaho 0.3632632% 

lliinuis 4.6542472% 

Indiana 2.0398033% 

Iowa 0.8696670% 

Kunsm. 0.8336712% 

Kenlm:ky 1.7611586% 
Louisiana 2.2553531% 

Maine 0.7693505% 

Maryl.IIIlJ 2.2604570'Jf. 
MlIssachu.~ells 4.0389790'Jf; 

Michi 'an 4.3519476% 
MinnesnlU O.OOOOOOQfJ'-
Missl!«sippi 0.0000000'*. 
Mis~uuri 2.2746011% 

Munlana 0.4247591% 

Ndm.lska 0.5949833% 
Nevada 0.6099351 'Jf, 
New Hamp.~hin: 0.6659~40% 

New JersC'y 3.8669963'*. 
New Mexico 0.5963897% 
New York 12.7620310% 
North Carulina 2.3322850% 
North Dakota 0.3660138% 
Ohio 5.0375098% 
Oklilhoma 1.0361370% 

Ore'on 1.1476582% 
Penllsylvuniu 5.7468588% 
Rhude: lsi ant.! 0.1189054% 

Stlllih Cctrtllinil 1.176)519% 
Suulh Dakota 0.3489458% 
Te:nncsse:c 2.4408945% 

Te:xas O.OOOCIOOO% 
Ulah 0.4448R69',*, 
Vttrmunt 0.4111851% 
Vir·inia 2.0441451% 

Wctshin'lon 2.0532582% 
We:sIVir·inia 0.8864604% 
Wisenn.~jn 2.0720390')1. 

W'y£,min' 0.2483449% 

American Samoa 0.0152170'*. 
N. Mariana IsltJ. 0.0084376'''. 
GUalll 0.0219)71% 

U.S. Vir 'in b.ld. O.HIn593'~. 

l'ucrlU IHen 1.1212774'*. 

Tllial IOO.f)(II)(InnO'~ 
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EXHIBITB 
FORM OF ESCROW AGREEMENT 

This Escruw Agreement is entered into as of , 1998 hy the undersigned State ofticials (on hehalf 
of their respective Settling States), the undersigned Participating Manufacturers and as escrow agenl 
(Ihe "Escrow Agenf'). 

WITNESSETH: 

WHEREAS, the Selliing States and the Participating Manufacturers have entered into a settlement agreement 
entitled the "Master Settlement Agreement" (the "Agreemenf'); and 

WHEREAS. the Agreement requires the Selfling States and the Participating Manufacturers to enter into this 
Escrow Agreement. 

NOW, THEREFORE, Ihe parlies herelo agree as follows: 

SECTION I. AppoilJlmeru of Esaow AgelJl. 

The Settling States and the Participating Manufacturers hereby appoint to serve as 
Escrow Agent under this Agreement on the terms and conditions set forth herein, and the Escrow Agent, by its execution 
hereof. herehy accepts such appointment and agrees to perform the duties and obligations of the Escrow Agent set forth 
herein. The Settling States and Ihe Participating Manufacturers agree that the Escrow Agent appointed under the terms of 
this Escrow Agreement shall be the Escrow Agent as defined in, and for all purposes of, the Agreement. 

SECTION 2. Defillitiolls. 

(a) Capitalized terms used in this Escrow Agreement and not otherwise detined herein shall have the meaning 
given In such terms in the Agreement. 

(b) "Escrow Court" means the court of the State of New York to which the Agreement is presented for 
approval, or such other court as agreed to by (he Original Participating Manufacturers and a majority of Ihose Attorneys 
General who are both the Attorney General of 11 Seuling State and u member of the NAAG executive committee at the time in 
question. 

SECTION 3, £j'crow emel AuowJls. 

(a) All funds received by the Escrow Agent pursuant to the terms of the Agreement shall be held and disbursed 
in accordance with the terms of' this Escrow Agreement. Such funds and any earnings thereon shall constitute the "Escrow" 
and shall be held hy the Escrow Agent separate and apart from all other funds and accounts of the Escrow Agent, the Settling 
Slates and the Participating Manufacturers. 

(h) The Escrow Agent shall allocate the Escrow among the following separate accounts (each an "Account" 
and colleclively the "Accounts"); 

SUBSECTION VI(B) ACCOUNT 

SUBSECTION Vl(c) ACCOUNT (FIRST) 

SUBSECTION VI(C) ACCOUNT (SUBSEQUENT) 

SUBSECTION VIII(B) ACCOUNT 

SUBSECTION VJII(C) ACCOUNT 

SUBSECTION IX(B) ACCOUNT (l'IRST) 

SUBSECTION IX(B) ACCOUNT (SUBSEQUENT) 

SUBSECTION IX(C)( I) ACCOUNT 

SUBSECTION IX(c)(2) ACCOUNT 

SUBSECTION IX(E) ACCOUNT 

DISPUTED PAYMENTS ACCOUNT 

STATE-SPECIFIC ACCOUNTS WITH RESPECT TO EACH SETTLING STATE IN WHICH 

STATE-SPECIFIC FINALITY OCCURS. 

(c) All amounts credited to an Account shall be retained in such Account until dishursed therefrum in accordance 
with the provisions of this Escrow Agreement pursuant to (i) written instructions from the Independent Audilor; or 
(ii) written instructions from all of the following: all of the Original Participating Manufacturers; all of the Suhsequent 
Participating Manufacturers that contributed to such amounts in such Account; and all of the Settling States (collectively, the 
"Escrow Parties"). In the event.of a conflict, instructions pursuant to clause (ii) shall govern over instructions pursuunt In 
clause (i). 

(tI) On the first Business Day after the d:lte any payment is due under the Agreement, Ihe Escruw Agent shall 
deliver In each other Nolice Puny a wrillen slutemenl slmwin~ the lIIn!)unt of such pilymenl (or indicating Ihlll no pnymcllt 
WIIS IIIl1dl', if stich is th!! CIIS!!), Ihe sllurce "I' such (laYlllent. the Accllunt or Accounts Itl which sllch pllymcnt has hl'cn 
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credited, and th~ payment instructions received hy the Escrow Agent from the Independent Auditor with respect to such 
payment. 

(e) The Escrow Agent shall comply with all payment instructions received from the Independent Auditor unkss 
hefore 11:00 a.m. (New York City time) on the scheduled date uf payment it receives written instrm:tions to the contrary 
from all of the Escrow Parties, in which event it shall comply with such instructions. 

(t) On the tirst Business Day after dishursing any funds from an Account, the Escrow Agent shall deliver to each 
other Notke Party a wrilten statement showing the amount dishursed, the date of such dishursement and the payee of the 
dishursed funds. 

SECTION 4. Failllrt, (~f Escrow Agt'1II1O Recf!iv(' InstruetimlS. 

In the event that the Escrow Agent fails to receive any written instructions contemplated hy this Escrow Agreement, 
the Esauw Agent shall be fully prutecled in rdraining frum taking any act inn required under :.my sect inn uf this Escrow 
Agreement other than Section 5 until such written instructions are received by the Escruw Agent 

SECTION 5. J"vestml'1II of Funds by Escrow Age",. 

The Escrow Agent shall invest and reinvest all amounts from time to time credited to the Accounts in either (i) 
direct obligations of, or ohligations the principal and interest on which are unconditionally guaranteed by, the United Stutes 
of America: (ii) repurchase agreements fully collateralized by securities descrihed in clause (i) above; (iii) money market 
accounts maturing within 30 days of the acquisition thereof and issued by a bank or trust company organized under the laws 
of the United States of America or of any of the 50 States thereof (a "United States Bank") and having combined capital, 
surplus and undistributed profits in excess of S5oo,OOO,OOO; or (iv) demand deposits with any United States Bank having 
cumhined capital, surplus and undistrihuted profits in excess of 5500,000.000. To the extent pructicable, monies credited to 
any Account Shill! be invested in such a m"nner so as to he availrlhle for use at the limes when monies are expected to he 
dishursed hy the Escrow Agent and charged to such Account. Ohligatiuns purchased as an investment of monies credited to 

any Account shall be deemed at all times to be II part of such Account and the income or interest earned, profits realized or 
losses suffered with respect to such investments (including, without limitation, any penalty fur any liquidation of an 
investment required to fund a disbursement to he charged to such Account), shall he credited or charged, as the case may he, 
to, such Account and shall he fur the benefit of, or be hurne hy, the persun ur entity entitled to payment from such Account. 
In chousing IImong the investment uptions descrihed in clauses (i) through (iv) olhove, the Escrow Agent shall cum ply with 
any instructiuns received from time to time frutn all uf' Ihe Escrow Parties. In the ahsence of' such instructions, the Escrow 
Agent !<Ohall invest such sums in accordance with clause (i) above. With respect tu any amounts credited to a Stnte·Specific 
Account, the ES(;foW Agent shall invest and reinvest nil amounts credited to su..:h Account in nccurdance with the law of the 
upplkilhle Settling Stilte to the extent such law is incunsistent with this Sect inn 5. 

SECTION 6. SUbXf;IIIIf' Form W-Y; Qu"IUit'(1 S""h'U",", Fum/. 

Each signatory to this Escrow Agreement shall provide the Escrow Agent with a correct taxpayer identitkution 
numher on a substitute Form W·9 or if it dues not have such a number, a statement evidencing it!" status as an entity exempt 
from hack·up withholding, within 30 days of the date hereof (and, if it ~upplies a form W-9, indicate thereon that it is not 
suhject to hackup withholding). The escrnw estahlished pursuant tn this Escrow Agreement is intended to he treated as a 
Qualified Settlement Pund tt)r tederal tax purposes pursuant tu Treas. Reg. § 1.4681H. The Escrow Agent shall comply with 
all applicable tax tiling, payment and reporting requirements, including, wilhuur limitation, those imposed under Treas. Reg. 
§ 1.4688, and if requested to do so shall join in the making of the relation-back election under such regulation. 

SECTION 7. D,,,ies ClIUI Ullbili,ies of Esaow Agent. 

The Escrow Agent shall have no duty or obligation hereunder other than to take such specific actions as are required 
of it from time to time under the provisions of this Escrow Agreement, and it shall incur no liahility hereunder ur in 
connection herewith for anything whatsoever other than any liability resulting from its own gross negligence or willful 
misconduct The Escrow Agent shall not be bound in any way by any agreement or contract between the Participating 
Manufacturers and the Settling States (whether or not the Escrow Agent has knowledge thereot) other than this Escrow 
Agreement, and the only duties and responsibilities of' the Escrow Agent shall he the duties and obligations specifically set 
forth in this Escrow Agreement. 

SECTION 8. bulem"ijiclIIiOll of En'row Agt'llf. 

The Participating Manufacturers shall indemnify, hold harmless and defend the Escrow Agent from and against any 
·and alilusses, c1"ims, liabilities and reasonable expenses, including the reasonable fees uf its counsel, which it may suffer or 
incur in connection with the performance of its duties and obligations under this Escrow Agreement, except for those losses, 
claims, liahilities and expenses resulting solely and directly from its own gross negligence or willful misconduct. 

SECTION 9. Rl'siglwtiml of En'row ANew. 

The Escrow Agent may resign al any time by giving written notice thereof' tn the other parties hereto, hut SUL:h 
resignation sh,llI nut become effective until a successor Escrow Agent, selected by the Original Participating Manufacturers 
and the: Settling States, shall h"ve heen appointed and shall have accepted such appointment in writing. If an instrument 01" 
lIcceptance hy a SUl:cessor Escrow Agent shall nol have been delivered tn the resigning Escfl)w Agent within 90 days lifter the 
giving of such notice of resignation, the resigning Escrnw Agent lOllY, at the expense uf the Ptlnicipating Manufacturers <to 
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he shared m:cording to their pro rata Market Shares), petition the Escrow Court for the appointment of a successor Escrow 
Agent. 

SECTION 10. Escrow Agellf FUj'lIlUl ExptllSl!j·. 

The Participating Manufacturers shall pay to the Escrow Agent its fees as set forth in Appendix A hereto as 
amended from time to time by agreement of the Original Participating Manufacturers and the Escrow Agent. The 
Participating Manufacturers shall pay to the Escrow Agent its reasonable fees and expenses, including all reasonable 
expenses, charges, counsel fees, and other disbursements incurred by it or by its attorneys, agents and employees in the 
performance of its duties and obligations under Ihis Escrow Agreement. Such fees and expenses shall be shared by the 
Participating Manufacturers according to Iheir pro rata Markel Shares. 

SECTION II. NOli",s. 

All notices, written instructions or other communications to any party or other person hereunder shall be given in the 
same manner as, shall be given to the same person as, and shall be effective at the same time as provided in subsection 
XVlIl(k) of the Agreement. 

SECTION 12. Setoff; Reimbursemellf, 

The Escrow Agent acknowledges that it shall not be entitled to set off againsl any funds in, or payable from, any 
Account to satisfy ony liability of any Participating Manufacturer. Each Participating Manufacturer that pays more than its 
pro rata Market Share of any payment that is made by the Participating Manufacturers to the Escrow Agent pursuant to 

Section 8, 9 or 10 hereof shall be entitled to reimbursement of such excess from the other Participating Manufacturers 
according to their pro rata Market Shares of such excess. 

SECTION 13. J",e"ded Beneficiaries,· Sut'Cessors. 

No persons ur entities other than the Settling States, the Participating Manufacturers and the" Escrow Agent are 
intended beneticiaries of this Escrow Agreement, and only the Settling States, the Participating Manufacturers and the 
Escrow Agent shall be entitled to enforce the terms of this Escrow Agreement. Pursuant to the Agreement, the Seltling States 
have designated N AAG and the foundation as recipients of certain payments; for all purposes of this Escrow Agreement, the 
Settling States shOll I he the beneficiaries of such payments entitled to enforce payment thereof. The provisions of this Escrow 
Agreement shall he binding upon and inure tu the benefit of the parties herelo and, in the case of the Escrow Agent and 
Participating Munufacturers, their respective successors. Each reference herein to the Escrow Agent or tn a Participating 
Manufacturer shall be construed as a reference 10 its successor, where applicable. 

SECTION 14. Gove"';"g lA.IW. 

This ESl:fOW Agreement shall he cunstrued in accordllnce with and governed hy the I:lws of the Stale in which the 
ESl:fOW Court is localed, withuut regard to the contlil:ts ut' law rules uf such stale. 

SECTION 15. )"risdkliolJ Will Vemllf". 

The parties hereIn irrevocably and unconditionally suhmit to the continuing exclusive jurisdiction of the Escrow 
Court fur purposes uf any suit, act inn (lr proceeding seeking to interpret ur enfurce any provisiun of, or hased un any right 
arising out of. this Escrow Agreement, and the parties hereto agree not to commence any such suit, actinn or proceeding 
except in the Escrow Court. The parties hereto hereby irrevocably and unconditionally waive any ohjection to the laying of 
venue of any such suit, action or proceeding in the Escrow Court and hereby further irrevocably waive and agree not to plead 
or claim in the Escrow Court that any such suit, action or proceeding has been brought in an inconvenient forum. 

SECTION 16. AmelUlml''''s. 

This Escrow Agreement may be amended only by written instrument executed by all of the parties hereto that would 
be uffected by the amendment. The waiver of any rights conferred hereunder shall be effective only if made in a written 
instrument executed by the waiving party, The waiver by any party of any breach of this Agreement shall not be deemed to 
be or construed as a waiver of any other breach, whether prior, subsequent or contemporaneous, of this Escrow Agreement, 
nor shall such waiver be deemed to be or construed as a waiver by any other party. 

SECTION 17. C{JIlIltt'rp(lrts. 

This Agreement may be signed in any number of counterparts, each of which shall he ,10 uriginnl, with the same 
efrect as if the signlltures theretn and hereto were upon the same instrument. Delivery by facsimile of a signed counterpart 
shall be deemed delivery for purposes of ucknowledging acceptance hereof; however, an original executed Escrow 
Agreement must promptly thereafter be delivered to each party. 

SECTION 18. C"pliolls. 

The captions herein are included for convenience of reference only and shall be ignored in the cnnstruction and 
interpretation hereof. 

SECTION 19. COllditiolls to Effe(·,;v('uen. 

This Escrow Agreement shall hecume effective when each purty hereto shall have signed II counterpllrt hereof. The 
parties bereto agree tn use their hest effurts to seek un order of the Escrow Court upproving, and retaining continuing 
jurisdictiun uVer, the Escrow Agreement as soun as pussihle, and agree that such order shall relate hilCk 10, and he deemed 
effective as nt', the d"te this Escrow Agreement hecame effective. 
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SECTION 20. Address for P"ymellfs. 

Whenever funds are under the terms of this Escrow Agreement required to he dishursed tll l.I Settling SI.lle. II 

Participl.lling Manufacturer. NAAG or the Foundatiun. the Escrow Agent shall disburse such funds by wire trunsfer 10 Lhe 
UCCllunt specified by sw.:h payee by written notice delivered to all Notice Parties in accordance with Section II hereof at least 
live Business Days prior to the date of payment. Whenever funds are under the terms of this Escrow Agreement required to 
he disbursed to any other person or entity. the Escrow Agent shall disbur ... e 1<iuch funds to such account as shall huve been 
specified in writing by the Independent Auditor for such payment at least tive Business Days prior ttl the dale of payment. 

SECTION 21. Reportillg. 

The Escrow Agent shall provide such information and rcporling with respect to the escrow .. IS the Independent 
Auditor may from time to time request. 

IN WITNESS WliEREOP, the parties have executed this Escrow Agreement as of the day and year first 
hereinahove written. 

ISignature Blocks) 

1l·4 

ApDendlx A 

Schedule or Fees And Expenses 
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EXHI8ITC 
FORMULA FOR CALCULATING 

INFLATION ADJUSTMENTS 

(I) Any umount thaI, in any ~iven year. is to he adjusted for inflation pursuant 10 this Exhihit (the 

"Base Amount") shall he adjusted upward by adding 10 such Base Amount the Inflatiun Adjustment 

(2) The Inflation Adjustment shall be calculated hy multiplying the Base Amount hy the ("Ilation 

Adjustment Percentage applicahle in that year. 

(3) The Inflation Adjustment Percentage applicuhle to payments due in the year 2000 shall he c4ualto 
the greater of 3% or the CPl%. Por example, if the Consumer Prit:e Indc;{ for Decemher 1999 (as released in J;muary 2000) 
is 2% higher than the Consumer Price Index fur DCl:cmher 1998 (as released in Januury 1999),lhcn the CPI% with reSpel:l In 
a payment due in 2000 would he 2%. The Inflation Adjustment Pl!n:entage applicahle in the year 2000 would thus he 3%. 

(4) The Inflation Adjustment Percentage lIpplicahle to payments due in any year after 2000 shall be 
calculated hy applying each year the greater of Yfo or the CPI% un the Inflation Adjustment Percentage applicahle to 
payments due in the prior year. Continuing the example in suhsel:tion (3) ahove, if the CPI% with respccttn a payment due 
in 2001 is 6%, then the Inflation Adjustment Percenluge urplkuhle in 2001 would he 9. I 80000Ql.?'o (;.Ill additional 6% applied 
on Ihe 3'7(1 Infl:llioll Adjustment Percentagl! applicable in 20(0). and if the CPI'*I with respect to :I payment due in 2002 is 
4'n:, then the Infl:lIioll Adjustment Percentage "pplic<lhle in 2002 woulfJ he 13.5472000'?v (an uddilillnal 4'~, applkd on the 
lJ. I 800000% InflatIOn Adjustment Percentage applic<lhh: in 2(01). 

(5) "Consumer Price Index" means the Consumer Price Index for All Urban Consumers as published 
hy the Bureau of Labor St.ltistics of the U.S. Department of Luhor (or other similar me:lsures ugreed to hy the Settling States 
and the Purticipating MunufaclUrers). 

(6) The "CPI%" means the aClUallolal percent change in the Consumer Price Index during the 

calendar yenr immediately preceding the year in which the payment in question is duc. 

(7) Additional Examnles. 

. (A) Calculating the Inflation Adjustment Percentages: 

Payment Year 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

(B) 

Percentage to he applied on 
the InflOllion Adjustment 
Percentu!:e fur the prim yeur 

Ilyp()(hetical (i.e .• the greater uf' J% ur the 
CPI% CPI%) 

2.4% 3.0% 

2.1% 3.0% 

3.5% 3.5% 

3.5% 3.5% 

4.0% 4.0% 

2.2% 3.0% 

1.6% 3.0% 

Applying the Inflation Adjustment: 

Intlation Adjustment 
Percentage 

3.0000000% 

6.0900000% 

9.S03 I 500% 

13.6462603% 

18.1921107% 

21.7378740% 

25.3900102% 

Using the hypothetical Innation Adjustment Percentages set forth in section (7)(A); 

the subsection IX(c)(I) base payment amount for 2002 of $6.500,000,000 as 
adjusted fur int1ation wuuld equal S7.137,204,750; 

the suhsection lX(c)( I) base payment amount for 2004 of $8,000,000.000 us 
adjusted fur intlutiun would equal $9,455,368,856; 

the subsection IX(c)( I) base puyment amuunt for 2006 of' S8,0(}(},000.000 as 
adjusted fur int1ation would equal S 1 0,031,200,816. 

C·I 

I. 

2, 

3, 

4, 

5, 

(" 

7, 

8, 

9. 

10, 

II. 

12. 

13, 

14, 

15, 

16. 

17, 

18. 

19, 

Alabama 

EXHIBITD 
LIST OF LA WSUITS 

Blaylock t'l (tl. v. Amain", TobCl(,(,o Co. et (1/., 
Circuit Cuurt, Montgomery County. Nu. CV·96·1508·PR 

Alasktl 
S'Clft: of Alaska v. Philip Morris, /IIC.. I!t C11., Superiur Court, Pirst Judicial District of Juneuu, No. IJU·97915 CI 
(Alaska) 

Arizona 
Sf{j((' ofAri:.tnw ~'. Amt.'rkml TobClcc:u Co., !tIC., ('1 ctl., Superior Court, Markup'l County, No. CV ·96·14769 (Ariz.) 

Ark:msas 
Sfclfe c~f ArkallsClS v. The Amain", Tobacco Co., 111(,., t'l al .• Chancery Cuurt, 6·h Division, Pulaski County, Nu. IJ 
97·29S2 (Ark,) 

California 
P('ople l~"'ht' StClI£' l~rC"IU(mli" t't {II. v. Phili" Morris. /IIC .. III al .• Superior Cuurt. Sacramento County. Nu. 97-AS· 
30)01 

C()h.rmh) 

Slale (~f Colorado t:t al., v. R.J. R('.wwldl' Tab{l{"('o Co., et al .. District Cuurt, City and County of Denver. No. 
97CY3432 (Colo,) 

Connecticut 
Surte ofCOIUlt'ctiwt v. Philip Morris, t:l al., Superior Court, Judicial District of W.lterbury No. X02 CV96-
0148414S (Conn,) 

~ 
Surte ojGeorxia el(ll. v. Phili" Morril', IIIC., et al.. Superior Court, Fulton County. No. CA E·61692 (Ga.) 

Hawaij 
SWte of Hmvaii v. Brown & Willimn:um Tub(I('Co Corp .• e' al .• Circuit Court, Pirst Circuit, No. 97·0441-01 (Haw.) 

Idahu 
Statt' oj Idaho v. Philip Marris. /"" .. (I al., rnurth Judicial District, Ada County, Nu. CVOC 9703239D (ldahu) 

Illinois 
People ojlhe S((I((' ojlllinois v. Philip Murri.}· el (1/., Circuit Court of Cook County, No. 96·L13146 (III.) 

Indiana 
Stale (~f IlIdhUla v. Philip Murris. /11(' •• III al .• Marion County Superior Court. No. 49D ()7·9702·CT·000236 (Ind.) 

Iowa 
SUIte of Iowa v. R.J. R('Yllo/ds Tobacco CampclIIY el ClI .• Iowa District Court, Fifth Judidul District, Polk County. No. 
CL71048 (Iowa) 

Kans!!s 
StClff! of Kanslls v. R.J. ReYllolds Tobacco Camp,,,,),, el C11., District Court of Shawnee County, Division 2. No. 96· 
CY·919 (Kan.) 

Louisiunil 

Ie,'/oub v. Tht' AmericclII Tobacco COmp(IIIY, el (II., 14th Judicial District Court, Ca1casieu Parish, Nu. 96·1209 (La.) 

Maine 
SllIte (~f Maille v. Philip Morris, /"c., et al .• Superiur Court, Kennebec County, No. CV 97-134 (Me.) 

Maryland 
Mary/a"d v. Philip Morris Illcorporated, el (II., Baltimore City Circuit Court, No. 96· I 220 17·CL211487 (Md.) 

Massachusetts 
Commomve(lllh of MClSsClduuem' v. Philip Morris /IIC •• el ClI., Middlesex Superior Court, No. 95-7378 (Mass.) 

Michigan 
Kelley v. Philip Morris Illcorpomtecl, et ClI., Ingham County Circuit Court, 30lt! Judicial Circuit, No. 96·84281·CZ 
(Mich,) 

20. Missouri 
S/(Ile ofMin'ouri v. Americ(1II Tob(lcco Co., I",'. el al .• Circuit Courl, City of Sf. Luuis, Nu. 972-1465 (Mo.) 

21. Montana 

SllIte of Mcmtcuw v. Philip Morri.}·, 11t('., el (II .• First Judicial Court, Lewis and Clark County, No. CDV 9700306·14 
(Mont.) 

22. Nehraska 
Srale (~f N('braska v. R.J. Reynolds Tolweco Co., ('t (II., District Court, Lancaster County. No. 573277 (Nch.) 
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2J. 

24. 

25. 

26. 

27. 

28. 

29. 

30. 

JI. 

J2. 

>3. 

34. 

35. 

J6. 

J7. 

J8. 

39. 

40. 

Nevada 
Nev(u/a v. Philip Morris. /1I('I,rpcJrClted, (" at .• Second judicial Court, Wll~h()e Cnunly. Nu, CV97¥03279 (Nev.) 

New I fal11Qshire 
New HClII1{Jshire v. R.J. Reynolds. Tobacco Co .• el Cll., New 11ampshire Superior Cuurt, Merrimack County. No.9?­
E·165 (N.H.) 

New Jersey 
SImI' II New jase)' v. R.J. Reynold,}' Tobm'Co Comf1im)', ('f ClI .. Superior Court, Chancery Division, Middlesex 
County, No. C·254-96 (N.J.) 

New Mexico 
SWle oj New Mexico, v. The Amerlt'all Tobacco Co., el ClI., first Judicial District Court, County of Santa Fe, No. SF-
1235 c (N.M.) 

New york State 
Slate (~f New York el til. v. Philip Morris. Ille, ef al .• Supreme Court of the Slate of New York. County of New York, 
No. 400J6 I 197 (N.Y.) 

QhiQ 
Stare a/Ohio v. Philip Morris. {II(',. er lIl .. C(lurt ot' Common Pleas. franklin County, No, 97CVH055 I 14 (Ohio) 

Okl"hnma 
SimI! {~rOkl{llum1Cl. et Cll, v. R.J, ReYlwltls Tobtf(,("(} Comp,m),. el Cll" District Court, Clevehmd Cuunty, No. CJ-96-
1499·L (Okla.) 

Oregon 
State {~fOrel:otl v. The American Tobacco Co., el nl., Circuit Court. Multnomah County, No, 9706-04457 (Or.) 

Pennsylvania 
Com"wllwetllrlr (~r Pefllu:l'iVellliu v. Pltilip Morris, (m· .• el til., Cuurt of Cummon Pleas, Philadelphia County, April 
Term 1997. Nt). 2443 

~ 
Rossello. et cd. v. Bmwn &. WilticmlSmJ TobClcl'o Corpomtion. etul •• U.S. Disrrict Court, Puerto Rko, No. 97-
1910JAP 

Rhode Islj!nd 
Sltllc' orR/un/1!' Is/und v. Amain", Tobm'co Co .. C" al .• Rhm)c Island Superior Court. Providence, Nu. 97·3058 (R.I.) 

South C~lrolipjJ 
SImI!' (~f SOlllll Ce"olinCJ v. Brown & Willimnson Tobm:co Cor/)orcltiIJlJ. el til., Court of Common Pleas, fifth Judidal 
Circuit, Richland Cuunly. Nil. 97·CP·40·1686 (S.C.) 

South Dakota 
SWIt! o[Solll1l D(lkofCI, I!t til. v. Phili,) Morri.l', 111('., C" al .• Circuit Cuurl, Hushes County, Sixth Judicial Circuit, No. 
98·65 (S.D.) 

.l.l.!i!l! 
Slellf! of Ulah v. R.l. Reynolds Tub(l{'('o Cumpml)" et Cll .• U.S. District Court, Central Division, No, 96 CV 0829W 
(Ulah) 

Vermont 
SImI! 0/ Vaf11eml v. Philip Morris. 1m' .. (I (II., Chittenden Superior Coun, Chittenden County, No. 744·97 (Vr.) and 
5816·98 (Vt.) 

Washington 
SIct1i' cl Wm'hillKlOfI v. Aweric'elll TobClCl'O Cu. Inc .• et ClI .• Superior Cuurt of Washington. King County, Nu. 96·2· 
1505608SEA (Wash.) 

West Virginia 
McGrcrw. elal. v. The Americcm Tob«(('('(J Company. t'I Cli., Kanawha County Circuit Court, No, 94·1707 (W. Va.) 

Wjsconsin 
Srale 0/ Wisconsin v. Philip Morris I"c., (( (II .. Circuit Court, Branch II, Dane Cuunty, No. 97·CV -328 (Wis.) 

Additional States 

For each Settling State nol listed above, the lawsuit or other legal action tiled by the Attorney General or Governor 
of such Settling State against Pcrrlil.·iplIIing Manufacturers in the Court in such Senling State prior to 30 days after 
the MSA Execution Date asserting Released Claims. 

0-2 

EXHlBJTE 
FORMULA FOR CALCULATING 

VOLUME ADJUSTMENTS 

Any amount that by the terms of the Master Seulement Agreement is to he adjusted pursuant to this Exhibit E (the 
"Applicable Base Payment") shall be adjusted in the following manner: 

(A) In the event the aggregate number of Cigarettes shipped in or to the fifty United Slates, the District of 
Columbia, and puerto Rico hy the Original P"rticipating Manufacturers in the Applicable Year (as detined hereinbelow) (the 
"Actual Volume") is greater than 415,656,000,000 Cigarettes (the "Base Volume"). the ApplicubJe Base Payment 1\:hull be 
Inultiplied by the ratio of the Actual Volume to the Base Volume. 

(B) In Ihe event the AClual Volume isle" than Ihe Base Volume. 

i. The Applic3hle Base Payment ~hall be reduced by subtracting from it the ~Imoun( equal to such 
Applicable Base Payment multiplied blllh by 0.98 and by Ihe resuit of (i) i(one) minus (ii) Ihe ralio of the Actual Volume to 
the Base Volume. 

ii. Solely for purpo1\:es of calculating volume adjustments to the payment1\: required under subsection 
IX(c)(I), if a reduction of the Base Payment due under such subsection results from the application of subparagraph (B)(i) of 
this Exhibit E, but the Original Participating Manufacturers' aggregate operating income from sales of Cigaretles for the 
Applicable Year in the fifty United States, the District ufColumhia, and Puerto Rico (the "Actual Operating Income") is 
greater than S7,I95,340,OOO (the "Base Operating Income") (such aase Operating Income heing adjusted upward in 
accordance with the formula for inflation adju!\tments )\oet forth in Exhibit C hereto beginning December 31, 1996 to be 
applied for euch year after 1996) then the amount by which such Ba1\:e Payment is reduced by the application of subsection 
(B)(i) shall be reduced (but nol below zero) by the amounl calculaled by multiplying (i). percentage equal to Ihe aggregate 
Allocable Shares of the Sell ling States in which Slale·Specitic Pinality has occurred by (ii) 25% of such increase in such 
operating income. For purposes of this Exhibit E. "operating income from sales of Cigarettes" shall mean operating ,ncome 
from silles of Cigtlrettes in the fifty United Stales. the District of Columbia. and Puertu Rico: (a) before goodwill 
umortizalion, trademark amortization, restructuring charges and restructuring related charges. minority interest, net interest 
expense, non·operating income and expense, general corpor.l.le expenses and income taxes; and (h) excluding extraordinary 
items, cumulative effect of change~ in method of accounting and discontinued operations -- all as such income is reported to 
the United Stales Securities and Exchunge Commission ('ISEC") for the Applicahle Year (either independenlly by the 
Participating Manufacturer or as ptlrt of consolidated tinancial sttttements reported to the SEC by :1n Affiliate of such 
I'urticipating Manufacturer) ur, in the case uf an Original Participating Manufacturer th.1l does not report income to the SEC, 
as reported in financial stutements prepared in accordance with U.S. generally accepted accounting principles and audited by 
a nationally recognized accounting firm. for years subsequent 10 J 998, the determination of the Original Participating 
Manufacturers' aggregate opemting income from sales of Cigarettes shall not exclude uny charges Of expenses incurred or 
accrued in connection with this Agreement or any prior settlement of a tobacco and health case and shall otherwise be 
derived using the same principles as were employed in deriving such Original Participating Manufacturers' aggregate 
operating income from sales of Cigarettes in 1996. 

ttl. Any increase in a Base Payment pursuant to suhseclion (B)(ii) abuve shall be allocated among Ihe 
Original Participating ManufaL'turers in the following munner: 

(I) only to those Original Participating Manufllcturers whose operating income from 
sales of Cigarettes in the tifty United Slates, the District of Columbia and Puerto Rico for the year for which the Base 
Payment is being adjusted is greater than their respective operating income from such sales ofCigarenes (including operating 
income from such sates of any of their Affiliates thut du not continue to have such sales after the MSA Execution Date) in 
1996 (as increased for inflation as provided in Exhibil C hereto beginning Decemher 31. 1996 In he applied fur e~lch year 
after 1996); and 

(2) among the Original Participating Manufacturers described in paragraph (1) llbove in 
proportion to the ratio of (x) the increase in the operating income from sales of Cigllrettes (as described in paragraph (l» of 
the Original Participating Manufacturer in question, 10 (y) the aggregate increOise in the operating income from sales of 
Cigarettes (as described in paragraph (I» of those Original Participating Manufacturers described in paragraph (I) uhove. 

(C) "Applicable Yedr" means the calendar year immediately preceding the year in which the payment at issue 
is due, regardless of when such payment is made. 

(D) ror purposes of this Exhibit, shipments shall be measured as provided in suhseclion lI(mm). 
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I. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

EXHIIIITF 
POTENTIAL LEGISLATION NOT TO liE OPPOSED 

Limitations on Youth access to vending machines. 

Im:lusinn of cigars within the definition of tobac{.;o products. 

Enhancement of enforcement efforts to identify and prose{.;ute violations of laws prohihiting retail sales to Youth. 

Enc()ura£ing or supporting use of technology to increase effectiveness of age-of-purchase laws, such as, without 
limitation, the use of programmable scanners, scanners to read drivers' licenses. or use of other age/ID dnta banks. 

Limitations on promotional programs for non-tobac{.;o goods using tobacco products as prizes or give-aways. 

Enforcement of access restrictions through penalties on Yuuth for possession or use. 

Limitations on tohacco product advertising in or on school facilities, or we:'lring uf tohacco logo merchandise in or 
on school property. 

Limitations on nnn-tobacco products which are designed to look like tohucco products, such as huhhle gum cigars. 
candy cigarettes. etc. 

1'-1 

EXHIIIITG 
OIlLlGA TIONS OF THE TOIIACCO INSTITUTE 

UNDER THE MASTER SETTLEMENT AGREEMENT 

(a) Upnn court approval of a plan of dissolution The Tobacco Institute (UTI") will: 

(I) Empluyees. Promptly notify und arrange for the termination of the employment of all employees; 
provided, huwever, that Tl may continue to engage nny employee who is (A) essential to the wind-down function us set forth 
in section (g) herein; (8) reasonably needed for the sole purpose of directing and supporting Tl's defense of ongoing 
litigatiun; ur (e) reasonably needed for the sole purpose of performing the Tobacco Institute Testing Lahoratory's (the 
"TITL") industry-wide cigarette testing pursuant to the rederal Trade Cummission (the .... iC .. ) method or any other testing 
prescribed by slate or federal law as set forth in section (h) herein. 

(2) Emnloyee Benefits. fund ull employee benetit and pension programs; provided, however, that unless 
ERISA or other federal or state law prohihits it, such funding will he accomplished through periodic contributions by the 
Original Participating Manufacturers, according to their Relative Market Shares, into a trust or a like mechanism, which trust 
or like mechanism will be established within 90 days of court approval of the plan of dissolution. An opinion letter will be 
appended to the dissolution plan to certify that the trust plan is not inconsistent with ERISA or employee benetit pension 
cuntracts. 

(3) Leases. Terminate all leaseholds at the earliest possible date pursuant to the leases; provided, however, 
that TI may retain or lease anew such space (or lease other space) as needed for its wind-down a{.;tivities, for TITL testing as 
described herein, and for subsequent litigation defense activities. Immediately upon execution of this Agreement, TI will 
provide notke tn each of its landlords of its desire to terminate its lease with such landlord, and will request that the landlord 
take all steps to re-lease the premises at the earliest possible date consistent with Tl's performan{.;e of its obligations 
hereunder. TI will vacate such leasehold premises as soon as they are re-Ieased or on the last day of wind-down, whichever 
occurs first. 

(h) Assets/Dehts. Within 60 days after cuurt approval of a plan of dissolution, TI will provide to the Attorney 
General of New York nnd append In the dissolution plan a description of all of its assets, its debts, tax claims against it. 
claims of stale and federal governments against it, credirur daims against it, pending litigation in which it is a party and 
notices of daims against it. 

(c) ~. Subject to the privacy protections provided by New York Public Ollicers Law *§ 91-99, TI will 
provide a copy of or otherwise make available to the Stale of New York all documents in its possession, exduding those that 
TI continues to clnim to be subject to any attorney-client privilege, attorney work produci protection, common interest/joint 
defense privilege or any other applicable privilege (collectively, "privilege") atier the re-examination of privilege daims 
pursuant to court order in Stute of Oklahoma v. R J. Reynolds Tobacco Comnany et al , CJ-96-2499-L (Dist. Ct., Cleveland 
County) (the "Oklahoma action"): 

(I) TI will deliver to the Attorney General of the State of New York a copy of the privilege log served by it 
in the Oklahoma actinn. Upon a written request by Ihe Attorney General, TI will deliver an updated version of its privilege 
log, if any such updated versinn exists. 

(2) The disclosure of any document or documents claimed to be privileged will he governed by section IV 
of this Agreement. 

(3) At the conclusion of the document production and privilege logging process, TI will provide a sworn 
aftidavit that all documents in its possession have been made available to the Attorney General of New York except for 
documents claimed to be privileged, and that any privilege logs that already exist have heen made available to the Attorney 
General. 

(d) Remaining Assets. On mutual agreement between TI and the Attorney General of New York, a nut·for-protit 
health or child welfare organization will be named as the beneficiary of any TI assets that remain after lawful transfers of 
assets and satisfaction ofTl's employee benefit obligations and any other debts, liabilities or claims. 

(e) Defense of Litigation. Pursuant to Section 1006 of the New York Not-for-Protit Corporations Law, TI will have 
the right to {.;ontinue to defend its litigation interests with respect to any claims against it that are pending or threatened now 
or that are brought or threatened in the future. TI will retain sole discretion over all litigation decisions, including, without 
limitation, decisions with respect to asserting any privileges or defenses, having privileged {.;ommunicatinns and creating 
privileged documents, tiling pleadings. responding to discovery reque'\ts, making motions, tiling aftidavits and briefs, 
{';lmducting party and non-party discovery, retaining ex.pert witnesses and consultants, preparing for and defending itself nt 
trial, settling any claims asserted against it, intervening or otherwise partidpating in litigation to protect interests that it 
deems significant to its defense, and otherwise directing or conducting its defense. Pursuant tn existing joint defense 
agreements, TI may continue to <¥,sist its current or former members in defense of any litigation brought or threulened against 
them. TI also may enter intn :my new joint defense agreement ur ugreements that it deems signiticunt 10 its dclcnse of 
pending ur thre:ltel1ed claims. TI mOlY continue tn engage such employees as reasunahly needed for the sllie purpose ot" 
directing and supporting its defense of ongoing litigation. As suon as TI has no litigation pending against it. it will dissolve 
completely and will cease all fun{.;tions consistent with the requirements of law. 
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(0 No puhlic statemenl. Except as nec('ssary in the course of litigatiun defense as set forth In section (e) ahovc, 
upon court approval of a plan of dissolution. neither Tl nor any of its employees or agents acting in their offici:11 capacily 
on heh"lf nfTI will issue any statements. press releases, ur other public statement concerning tnb:u.:cn. 

(g) Wind-down. After court approvul of a plan of dissolution. Tl will effectuate wind-down of all activities (other 
thun its uefense of litigation as described in section (e) above) expeditiously, and in no event later than 180 days after the dale 
of cOUrt :Ipproval of the plan of dissolution. TI will provide monthly status report!' tu the Attorney Genenli of New York 
regarding the progress of wind-down efforts and work remaining to be done with respect to such efforts. 

(h) ~. Notwithstanding any other pruvi. ... iun uf this Exhihit G or the dissolution plan, TJ may perform TITL 
industry-wide cigarette te~aing pursuant tu the I-TC method ()f any nther testing prescrihed hy stille or federal law until such 
funclion is tmnsfcrrcd tn anotht!r enlil)" whil:h transfer will he accomplished itS suon liS prac.:tit::lhle hut 111 no event more than 
180 days after cnurt approval uf the db .. s()lutiun plan. 

(i) Jurisdiction. After the tiling of a Certificate of Dissolution. pursuant to Section 1004 of the New York Not-for­
Protit Corporation Law, the Supreme Court fur the State of New York will have continuing jurisdiction uver the dissolutiun 
ofTI and the wlOding-duwn ufTrs activities. including any litigation-related activities descrihed in suhsection (e) herein. 

(j) No Determination or Admission. The dissolution of TI and any proceedings taken haeunder ;:\re not intended tn 
he and shall not in any event be construed as, deemed to be, ur represented or caused to he represented by any Settling State 
as, an admission or concession or evidence of any liability or any wrongdoing whatsoever nn the part of TI, any of its current 
or former memhers or anyone acting on their hehalf. TI specifically disclaims and denies any liahilily or wrongdoing 
wh1lt~oever with respect to the claim!' ano allegatiuns asserted against it by the Attorney.,\ General of the Settling States. 

(k) Court Annroval. The Attorney General of the State of New York and the Original Participating Manufuclurers 
will prepare a joint plan uf dissolution for suhmission tu the Supreme Court or the State of New York, all of the (erm~ of 
which will he agreed on and consented to by the Attorney General and the Original Participating Manufacturers consistent 
with this schedule. The Original Participating Manufacturers and their employees, as oftieers and directors of Tl, will take 
whatever ~teps arc necessary tt) execute all dm::uments needed to develop such a rlan of dissolution and tu submit it tn the 
court fur approval. If any court makes any material change to any term or provision (J1' the plan uf dissolution agreed upon 
and consented tn by the Attorney General and the Original Panicipating Manufacturers, then: 

(I) the Original Participating Manufacturers may, at their election. nevertheless proceed with the 
dissolution phlO as modi tied by the court; oc 

(2) if the Original Participating Manufacturers elect not to proceed with the cuurt-modified dissolution 
pl.tn, the Original P<trticipating M.tnufaClUrers will he released from any obligations or undertakings under this Agreement oc 
this .schedule with respect to Tl; proVided. however, that the Original Participating Manufacturers will engage in good fllilh 
negotiations with the New York Attorney General 10 agree upon the term or terms of the dissolution plan that the court may 
have modified in an effort to agree upon a dissolution fllan that may be resubmitred tor the court's considemtion. 
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EXIIIIlIT II 
DOCUMENT PRODUCTION 

Section l. 
(3) Philip Morrjs Companies Inc et al • v. American Broudcasting Companjes Inc. et ul , At Law No. 

760CL94XOO816-00 (Cir. CI .. Cily of Richmond) 

(b) Harley-Davidson v. Lorillard Tobacco Co. No. 93-947 (S.D.N.Y.) 

(c) Lnrillard Tnb"cco Co v. Harley-DaVidson, No. 93-6098 (E.D. Wis.) 

(d) Brown & Wjlljam,on v. Jacob"," und CBS Inc. No. 82-648 (N.D. III.) 

(e) The l-TC investigations of tobacco industry adverthdng and pmmotion as emhodied in the following cites: 

46 vrc 706 

48 HC 82 

461-TC 735 

47 HC 1393 

108 P. Supp. 573 

551-TC 354 

561-TC 96 

79 I-TC 255 

80 HC 455 

Investigation #8023069 

Investigation #8323222 

Each Original Participating Manufacturer and Tobacco-Related Organization will conduci its own reasonable 
inquiry to determine: what documents or deposition testimnny. if any, it produced or provided in the above-listed matlers. 

Section 2. 

(a) St<.tte of Washington v. American Tohacctl Co. et a!., No. 96-2-15056-8 SEA (Wash. Super. Ct., County of 
King) 

(b) In re Mike Moore Attorney Generul ex reI. State of Mississinnj Tobacco titi,lation No. 94-1429 (Chancery 
Ct.. Jackson, Miss.) 

(e) Slale of florida v. American Tobacco Co el ul , No. CL 95-1466 AH (Flu. Cir. Ct., IS" Judicial Cir., Palm 
Beach Co.) 

(d) Slale ofTexu, v. American Tobucco Co" el ul., No. 5-96CV-91 (Il.D. Tex.) 

(e) ~ v. Philio Morrj, el al ,No. C-94-8565 (Minn. Disl. Ct., Counly or Rum.ey) 

(I) !!r!!in v. R.J ReynOlds. No. 91-49738 CA (22) (11th Judicial Ct., Dade Counly, floridu) 
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EXHIBIT I 
INDEX AND SEARCH FEATURES FOR DOCUMENT WEIISITE 

(a) Each OriginaJ Participating Manufacturer and Tobacco·Related Organization will cre~lte and maintain on its 
webllite. at its expense. an enhanced, searchable: index. as descrihed below, using Alta-Vista or functionally comparable 
software. fur all of the documents currently on its website and all documents heing placed on its wehsite pursuant to section 
IV of this Agreement. 

(b) The searchable indices of documents on these wehsites will include: 

(I) all of the information contained in the 4(1-1) indices produced tu the State Attorneys General (excluding 
tield~ specific only to the Minnesota action other than "request numher"); 

(2) the following additional tields of information (or their substantial equivalent) to the extent such 
information already exists in an electronic format that can be incorporated into such an index: 

Document ID Maseer 10 

Other Number 

Pri mary Type 

Person Attending 

Person Author 

Person Copied 

Organization Authur 

Organizatiun Cupied 

Organizarinn Attending 

Physical Attachment! 

Char.t.cteristics 

Site 

Verbatim Title 

Prhmlry Brand 

Page Cuunt 

Document Date 

Other Type 

Person Nutetl 

Person Recipient 

Person Mentioned 

Organization Recipient 

Organization Mentiuned 

Organization Noted 

Physical Attachment 2 

File Name 

Area 

Old llrand 

Menriuned Brand 

(c) Each Original Participating Manufacturer and Tobacc(l~Related Organization will add. if not already availahle, a 
user-friendly document retrieval feature on the Website consisting of a "view all pages" function with enhanced image 
viewer capability that will enable users to choose to view antl/ur print either "all pages" ttlr a specific document or "page·by­
page". 

(d) Each Original Participating Manufacturer and Tobacco-Related Organizations will provide at its own expense to 
NAAG a copy set in electronic form ufits website document images and its accompanying subsection IV(h) index. in ASCII­
tlelimited form for all of the documents currently on its website and all of the documents described in subsectiun IY(d) of this 
Agreement. The Original Participating Manufacturers and Tobacco-Related Organizatiuns will not object 10 any suhsetluent 
distribution and/or reproductiun of the~e copy sets. 
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EXHIBIT! 
TOBACCO ENFORCEMENT FUND PROTOCOL 

The States' AnthrustlConsumer Protection Tobacco Enforcement rund ("Fund") is establh;hed by the 
Attorneys General of the Settling States. acting through NAAG. pursuant to section Vlll(c) of the Agreement. The following 
shall he the primary and mandatory protocol fur the administration of the Pund. 

Section I 

Section A 
Fund Purpose 

The monies to be paid pursuant to section VIII(c) of the Agreement shull be placed by NAAG in a new and separate 
interest bearing account, denominated the State~' Antitrustl Consumer Protection Tobacco Enforcement fund. which shat! 
not then or thereafkr be commingled with any other funds or accounts. However, nothing herein shall prevent deposits into 
the account so long as monies so deposited are then lawfully committed for the purpose uf the fund as set furth herein. 

~ 
A committee of three Attorneys Generul ("Special Committee") shall be established to determine dishursements 

from the account, using the process described herein. The three shall be the Attorney General of the State of Washington, the 
Chair of NAAO's antitrust committee, and the Chair of NAAO's consumer protection committee. In the event that an 
AUorney General shall hold either two or three of the above stated positions, that Attorney General may serve only in a single 
capacity, ami shall be replaced in the remaining positions by first. the President of NAAG, next by the President~Elect of 
NAAG and if necessary the Vice-Presidenl of NAAG. 

Section J 

The purpose of the fund is: (I) 10 enforce and implement the terms of the Agreement, in particular, hy partial 
payment of the monetary costs of the Independent Auditor 1)); contemplated by the Agreement; and (2) to provide monetary 
assistance to the various states' attorneys general: (A) to investigate andlor litigate suspected violations of the Agreement 
and/or Consent Decree; (B) to investigate andlor litigate su ... pected violations of state andlor federal antitrust or consumer 
protection laws with respect 10 the manufacture, use, marketing and sales of tobacco products; and (e) to enforce the 
Qualifying Statute ("Qualifying Actions"). The Special Commiuee shaH entertain requests only from Settling States for 
disbursement from the fund associated with a Qualifying Action ("Grant Application"). 

Se<:tion B 
Administration Standards Relative to Grant Applications 

Section I 

The Special Committee shall not entertain any Grant Application to pay salaries or ordinary expenses of regular 
employees of any Attorney General's office. 

Section 2 

The affirmative vote of two or more of the members of the Special Committee shall he required tn approve any 
Grant Application. 

Section 3 

The decision of the Special Committee shall he final and non-appealable. 

~ 
The Attorney General of the State of Wa~hingt()n shall be chair of the Special Committee and shall annually report 

to the Auorneys General on the requests for funds from the Fund and the actions of the Special Committee upon the request:-;. 

Section 5 

When a Grant Application to the Pund is made by an Attorney General who is then a member of the Special 
Commiuee, such member will be temporarily replaced on the Commit1ee, but only for the determination of such Grant 
Application. The remaining members of the Special Committee shall designate an Attorney General to replace the Attorney 
General so disqualified. in order to consider the application. 

~ 
The Fund shall be maintained in a fedcmlly insured depository institution located in Wa~hington, D.C. Funds may 

be invested in federal government-backed vehicles. The Pund shall be regularly reported on NAAG financial statements and 
subject to annual audit. 

Section 7 

Withdrawals from and checks drawn on the Pund will require at leust two of three authorized signatures. The three 
persons so authorized shall he the executive director. the deputy director, and controller of NAAG. 

Sectinn 8 

The Special Commiucc ... haH meel in persun or tclephnnicnlly a. .. nece.<t .. ,IfY tn determine whether II gmnt is ."uught 
fur it.ssistance with a Qualifying Action and whether nnd t(l wh"t extent the Grant Application is 'Iccepted, The chair of the 
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Special Committee shall designate the times fur such meetings, so that a response is made tu the Grunt Application us 
ex.peditiously as practicahle. 

~ 
The Special Committee may issue a grant from the Fund only when an Attorney General cerrities that the monies 

will be used in connection with a Qualifying Action. to wit: (A) to investigate and/or litigate suspected violations of the 
Agreement and/or Consenl Decree; (8) to investigate and/of litigate suspecfed violations of state and/or federal antitrust or 
consumer protection laws with respect to the manufacture, use. marketing and sales of tobaccu products; and (C) [(J enforce 
the Qualifying Statute. The Attorney General submitting such application shall further certify that the entire grant of monies 
from the fund will be used to pay for such investigation and/or litigation. The Grant Application sh:.ill describe the nature 
and scope of the intended action and use of the funds which may be grunted. 

~ 
Tn the extent permitted hy law, each Atturney General whuse Grant Applicatiun is f"vorably "cled upon sh'llI 

promise to pay hack 10 the Pund all of the amounts received from (he fund in the event the stale is successful in litigation or 
settlement of a Qualifying Action. In the event that the monetary recovery, if imy. obtained is not sufficient to pay hack the 
eOlire amount of the grant. the AUorney General shall pay back as much as is permitted by the recovery. In aU instances 
where monies are granted. the Anorney General(s) receiving monies shall provide an accounting to NAAG of all 
disbursements received from the fund "(llater than the 30th of June next fulluwing such dishursement. 

~ 
In addition to the repayments tn the rund contemplated in the preceding section. the Special Committee: may depus'u 

in the fund any other monies lawfully cummitted for the precise purpuse of the Pund I.I.S set forth in section A(3) abuve. fur 
example. the Special Committee may at its discretion accept for deposit in the Fund a foundation grant or courH)rdcred 
award for state antitrust and/or consumer protection enforcement as long as the monies so deposited become part of and 
subject to the same rules, purposes and limitations of the Fund. 

~ 
The Special Committee shall he the sole and final arbiter of all Grant Applications and of the amount iJwilf<led for 

each such application. if any. 

~ 
The Special Committee shall endeavor to maintain the Fund for as long a term as is consistent with the purpose of 

the Fund. The Special Committee will limit the total amuunt of grants made to a ~ingle slate to no mure than 5500,000.00. 
The Special Committee will not award a single grant in excess of $200.000.00, unless the grant involves more than one state, 
in which case. a single grant so made may not tutal mure than S300,OOO.00. The Special Cummiuee mOlY. in its discretiun 
and hy unanimous vote, decide tu waive: these limitations if it detl!rmine:s that special circumstances exist. Such decisiun, 
however. shill! nut be etTe:ctive unless ralifie:d by a twtHhirds majority vole of the NAAG executive t:UI~miUee. 

Seclion C 
Grant Application Procedures 

Section I 

This Protocol shull be transmitted to the Attorneys Geneml within 90 days after the MSA Ex:ccutiun DUlc. It may 
not be .. mended unless by recommendation of the NAAG executive committee and majority vote of the Seuling States. 
NAAG will notify the Senling States of any amendments promptly and will transmit yearly to the attorneys general a 
st .. tement of the Fund halance and a summary of deposits to and withdr .. wals from the rund in the previous calendar or fiscal 
year. 

lliili!n.l 
Grant Applications must be in writing and must be signed hy the Attorney Generul submitting the application. 

Section 3 

Gr.mt Applications must include the following: 

(A) A description of the contemplated/pending action. including the scupe of the alleged viui:ltiun and the 
area (statc/regionalhnulti·stllte) likely tu he affected hy (he suspet:tcd offending conduct. 

(1:3) A statement whether the action is actively and currently pursued by any other Allorney General (If 

eIther prosecuting authority. 

(C) A description nf the purposes for which the monies sought will he used. 

(0) The amount requested. 

(E) A directive as to how disbursements from the rund should he made. e.g .• either directly to a suprti~r (If 
services (consultants, experts. witnesses. and the like). tu the Attorney General's office directly. or in the case of multi·stOlle 
action. 10 one or more Attorneys General's offices designated as a recipient of the monies. 

J-2 

(F) A statement that rhe applicant AUurney(s) General will. to the ex.tent permitted by law, pay back to 
the rund all. or as much as ix possible. of the monies received. upon receipt of any monetary recovery ohtained in the 
contemplated/pending litigation or seHlement uf the action. 

(G) A certification that no part of the grant monies will be used to pay the salaries or ordinary expenses of 
any regular employee of the office of the applicant(s) and that the grant will be used solely to pay for the stated purpose. 

(H) A certification that an accounting will be provided to NAAG of all monies received by the applicant(s) 
by no later than the 30th of June next following any receipt of such monies. 

Section 4 

All Grant Applications shall he submined (0 the NAAG office at the following address: National Association of 
Attorneys General. 750 1st Street. NE. Suite 1100. Washington D.C. 20002. 

Sect inn 5 

The Special Committee will endeavor to act upon all complete and properly submitted Grant Applications within 30 
day~ of receipt of said applic.Hinns. 

Seclion 0 
Other Disbursements rrom the Fund 

~ 
To entt)rce und implement the terms of the Agreement, the Special Committee shall direct disbursements from the 

Fund 10 comply with the partial payment obligations set forth in section XI of the Agreement relulive to costs of the 
Independent Auditor. A report of such disbursements shall be included in the accounting given pursuant to section C(I) 
above. 

Sectinn ! 

Section E 

Administrative Costs 

NAAG shall receive from the Fund on July I. 1999 and on July 1 of each year thereafter an administrative fee of 
S 100.000 for its admini!'trative costs in performing its duties under the Protocol and this Agreement. The NAAG executive 
committee may adjust the amount of the administrative fee in extraordinary circumstances. 
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EXHIBIT K 
MARKET CAPITALIZA TION PERCENTAGES 

Philip Morris Incorporated 

Brown & Willium$un Tobacco Curporali(m 

Lurillard Tubaccu Company 

RJ. Reynolds Tubaccu Company 

Total 

K-I 

68.0000000% 

17.9000000% 

7.3000000% 

6.8000000% 

10n (XMXnHUl% 

EXHIBIIL 
MODEL CONSENT DECREE 

IN THE IXXXXXXI COURTOFTHE STATE OF IXXXXXXI 
IN AND FOR THE COUNTY OF IXXXXXI 

•• - - - - - - - _. - - - - - - - - - - - - - - - - - - - - - - x 

STATE OF IXXXXXXXXXXXI, 

Plaintiff, 
v. 

IXXXXXX XXXXX XXXXI. el al" 
Defendants. 

- - - - - - - - - - - - - - - - - _. - - - - - - - - - - - - - - x 

CAUSE NO. XXXXXX 

CONSENT DECREE AND FINAL JUDGMENT 

WHEREAS, Phlintiff. the State of' lname uf Settling State). commenced this action un (dale). (by and through its 
Allt)rney General (namell. pursuant to (her/his/its) common law powers and the provisions of (state and/ur federallawJ; 

WHEREAS. the Slate of Iname of Senling State) asserted various claims for monetary, equitahle and injunctive 
relief un behalf of the Stale of Iname of Settling Slate) against certain tobacco product manufacturers and other defendants; 

WHEREAS, Defendants have contested the claims in the Slate's complaint land amended complaints, jf any) and 
denied the State's allegations (and asserted affirmative defenses): 

WHEREAS, the parties desire to resolve this action in a manner which appropriately addresses the State's public 
health concerns, while conserving the parties' resources, as well as those of the Court, which would otherwise be expended in 
litigating a matter of this magnitude: nnd 

WHEREAS, the Court has made no determination of any violation of law, this Consent Decree and rinal Judgment 
being entered prior to the taking of any testimony and without trial or tinal adjudication of any issue of fact or law; 

NOW, THEREFORE, IT IS HEREBY ORDERED, ADJUDGED AND DECREED, AS FOLLOWS: 

I. JURISDICTION AND VENUE 

This Court has jurisdiction over the suhject mailer of this action and over each of the Partil.ipating Manuf:lcturers. 
Venue is proper in this (county/district). 

II. DEFINITIONS 

The ddinitiuns set forth in the Agreement (a copy of' which is attached hereto) are incorporated herein hy referenl.:e. 

III. APPLICABILITY 

A. This Consent Decree and Pinal Judgment applies only to the Participating Mlinufal.:turers in their corporate 
I.:apacity al.:ting through their respective successors and assigns, directors, ofticers. employees, agents, subsidiaries, divisions, 
or other internal organizational units of any kind or any other entities acting in concert or participation with them. The 
remedies, penalties and sanctions that may he impused or assessed in connection with a violation of this Consent Decree and 
Pinal Judgment (or any order issued in cunnection herewith) shall only apply to the Participating Manufacturers. and shall not 
he imposed or assessed against any employee, onicer or director of any Participating Manufacturer, or against any other 
person or entity as a consequeO/.;e of such violation, and there shall be no jurisdiction under this Consent Decree and rioul 
Judgment to do so. 

B. This Consent Decree and Pinal Judgment is not intended to and does not vest standing in any third party with 
respect to the terms hereof. No portion of this Consent Decree and final Judgment shall penville any rights to, or he 
enforceable by, any person or entity other than the State of [name of Settling State) or a Released Party. The State uf (mime 
of Settling State) may not assign or otherwise convey any right tu enforce any provision of this Consent Decree and Pinal 
Judgment. 

IV. VOLUNTARY ACT OF THE PARTIES 

The parties hereto expressly acknowledge and agree that this Consent Decree and Pinal Judgment is voluntarily 
entered into as the result of arm'!.;-Iength negotiation, and all parties hereto were represented hy counsel in deciding to enter 
into this Consent Decree and Pinal Judgment 

V. INJUNCTIVE ANIJ OTIIER EQUITAIILE RELIEF 

E~lch Partidp;lling Munufaclun:r is perm,U1cntly enjuined from: 
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A. Taking any action. directly or indirectly, 10 target Youth within the State of {name ()f Settling State) in the 
udvertising, promulion or marketing of Tobacco Prnducts. or taking any action the primary purpose of whil:h is 10 initii.lle, 
1Ili.linlain or increase the inddence of Vouch smoking within the State uf (name of Selliing StateJ. 

H. After 180 days after the MSA Execution Dnte. using nr cau~ing to be used within the State of Imune of Settling 
Stat~l :my Cartuon in the advertising. pmmuting. packaging or labeling of Tohaccu Pmducts. 

C, After 30 days after the MSA Execution Date. making or causing w be made any paymenr or other consideration 
to any uther person or entity to use, display, make reference to or use as a prop within the SCate of (name of Settling State) 
any Tohaccu Prnduct, Tobacco Pmduct pack<lge. advertisement fur a Tobacco Product, or any other item bearing a Bmnll 
Name in any Media; provided. however. that the foreguing pwhihition shall nul apply to (I) Media where the audience or 
viewers are within an Adult-Only facility (providetl such Media are not visible In persons outside such Adult-Only facility); 
(2) Media nut intended for distrihution or display 10 the public; (3) instructiunal Media cuncerning non-conventional 
cigi.lrettes viewed only by or provided only to smokers who are Adults; and (4) actions taken hy any Participating 
Manufacturer in connection with a Brand Name Sponsorship permitted pursuant to suhsections IIl(c)(2)(A) and 
lJI(c)(2)(B)(i) of the Agreement. and use of a Brand Name to identify a Brand Name Sponsorship permitted hy suhsection 
III(c)(2)(8)(ii). 

D. Beginning July I. 1999. marketing, distributing, offering. selling, licensing or causing to he marketed, 
distributed, offered, suld. or licensed (including. without limitation. by catalogue ur direct mail), within the State of Innme uf 
Seuling State). any apparel or other merchantlise (other than Tubacco Pmducts. ilems the sule functiun of which is to 
advertise Tobacco Products, or wrinen or electronic publications) which bears a Brand Name. Provided, however, that 
nothing in this section shall (1) require any Participating Manufacturer to breach or terminate any licensing agreement or 
other contract in existence as of June 20, 1997 (this exception shall not apply beyund the current term of any el(.isting 
contract, without regard to any renewal or option term that may be exercised by such Participating Manufacturer); (2) 
prohibit the distribution 10 any Participating Manufaclurer'~ employee who is not Underage of any item described "bove that 
is intended for the personal use of such an employee; (3) require any Participating Manufacturer 10 retrieve. cullect or 
otherwise recuver any item Ihat prior tn thl! MSA Execution Dale was marketed. distrihuted, offered, suld.licensed or caused 
lu he mnrkeh:d. distrihuted, utTered. sold or licensed hy such P:trticipaling M:muf:,cturcr; (4) "pply tn cuupnns m nlher items 
used hy Allults s()lcly in connectinn with Ihe purchase of Tnbacc(} Products; (5) apply tn apparel ur uther merchandise used 
within an Adult-Only Facility that is not distributed (by sale or utherwil'e) to any memher (If the general puhlic; ur (6) apply 
to apparel nr other merchandise (a) marketed. distributed, offered, sold, or licensed at the site of a Brand Name Sponsorship 
permitted pursuant to subsection Jll(c)(2)(A) or llJ(c)(2)(B)(i) uf the Agreement by the person to which the relevant 
Partidpating Manufacturer has provided payment in exchange for the use of the relevant Brand Name in the Brand Name 
Spunsorship or a third-party that does not receive payment from the relevant Participating Manufacturer (or any Affiliate uf 
such Participating Manufacturer) in connection with the marketing, distrihution, offer. sale or licen$e of such apparel or other 
merchandise. or (h) used at the site of a Bnmd Name Sp()n~()r!Ohip permiued pursuant to suhsectiom IIl(c)(2)(A) or 
llI(c)(2)(H)(i) of the Agreement (during such event) that are not distributed (by sale or otherwise) 10 any member of the 
general public. 

E, After the MSA Execution Date, distributing or causing tn be distributed within the Stnte of Iname of Settlint! 
StateJ any free samples of Tohacco Products except in an Adult-Only Facility. For purposes of this Consent Decree and 
finotl Judgment, a "free sample" dnes not include a Tobacco PmdUcllhat is pruvided to un Adult in connection with (I) the 
purchase, exchange \lr redemptiun t{)r prouf of purchase of any Tubac<.:n Products (including, but not limited to, a free offer in 
connection with the purchase of Toh:lcco Products, such as a "two-fur-nne" offer), or (2) the conducting of cunsumer testing 
or evaluation ufT(lhacco Products with persons whu certify that lhe.y are Adults. 

F. Using or causing 10 ht:: used liS a hrund nnme of any Tobacco Product pursuant tn nny agreement requiring the 
payment (If mnney or other valuahle consideralion. any nali(H\'llIy ft!cognized ur naliumilly est"hlished hrano nume or trade 
name of any non·tohaccu item or service or any nationally recognized ur nationally established sports lemn. entertainment 
group or individual celebrity, Provided, however. that the preceding sentence shall nol apply to any Tohacco Product hrand 
name in existence as of July 1. 1998, ror the purposes of this provision, the term "other valuable consideration" shall not 
include an agreement hetween two entities whu enter into such agreement for the sole purpose of avuiding infringement 
claims. 

G. Afrer 60 days after the MSA Exe4.:utiun Date and through and including December 3 t, 2001, m:mufat.:luring or 
causing to be manufactured for sale within the State of Iname of SeUling Stale) any pack or other container of Cigarettes 
containing fewer than 20 Cigarettes (or, in the case of roll-your-own tohacco, any package of roll-your-own tobucco 
containing le:oos than 0.60 ounces uf tobacco); and. after 150 days afrer the MSA Execution Date and through and including 
December 31. 2001. selling or distributing within the State of (name of Settling Statel any pack or other container uf 
Cigarette~ containing fewer than 20 Cigarettes (or, in the case uf roll-your-own tobacco, any package of roll-yuur-own 
tobacco containing less than 0.60 ounces of tobacco). 

H. Entering into any contract, comhination or conspiracy with any other Tobacco Product Manufacturer that has the 
purpose or effect of': (I) limiting competitIOn in the production or distribution uf information ahout health hltzards or other 
con~equence~ of the u!\e of their product!\', (2) limiting or suppressing research intn smoking .tntl health; or (3) limiting or 
suprr~ssing research intn the marketing or development of new pruducts. Provided. however, that nothing in the preceding 
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sentence shall be deemed to (1) require any Participating Manufacturer to produce. distribute or otherwise disclose any 
information that is suhject tn any privilege or protection; (2) preclude any Participating Manufacturer from entering into 
any joint defense ur joint legal interest agreement ()f arrangement (whether or not in writing), or from asserting any 
privilege pursuant thereto: ur (3) impose any affirmative ,)bligatinn (In any Participating Manufacturer w condUct any 
research. 

I. Making any material misrepresentation uf fact regarding the health consequences of using any Tohacco Product, 
including any it)bacco additives, tilrers, paper or other ingredients. Provided, however. that nothing in the preceding sentence 
shall limit the exercise of ,my First Amendmen( right or the assertion uf any defense or positinn in any judicial. legislative or 
regulatory forum. 

VI. MISCEL.L.ANEOUS PROVISIONS 

A. Jurisdiction of this case is retained by the Court for Ihe purposes of implementing and enforcing the Agreement 
and this Consent Decree and Pinal Judgment and enabling the continuing proceedings contemplated herein. Whenever 
possible, the Stale of (name of Settling StateJ and the Participating Manufacturers shall seek to resolve any issue that may 
exist as tu compliance with this Consent Decree and finalludgmenl by discussion among the appropriate designees named 
pursuant to subsection XVHI(m) of the Agreement. The Stale of Iname of Settling State] anc.llor any Participating 
Manufacturer may apply Co the Court at any lime for further orders and directions as may be necessary or appropriate for the 
implementation and enforcement of this Consent Decree and Final Judgment. Provided, however, that with regard tn 
suhsections V(A) and V(I) of this Omsent Decree and final Judgment, the Attorney General shull issue a cease und desist 
demand to the Participating Manufacturer that the Attorney General believe:. i:. in violation of either of such sections at least 
ten Business Days before the Attorney General applies to the Court for an order to enforce such subsections, unless the 
Attorney Gener..tI rea$onably determines thal either 11 compelling time-~enl\.itive public health and safety cuncern requires 
more immediate action or the Court has previously issued an Enforcement Order to the Participating Manufacturer in 
question for the same or a substantially similar action or activity. For any claimed violation of this Consent Decree and Pinal 
Judgment, in determining whether to seek an order for monetary. civil contempt or criminal sanctions for any claimed 
viulation, the Anurney General shall give gond-failh cunsideration to whether: (f) the Participating ManufaclUrer Ihllt is 
claimetl to hltve cummined the violation hns t .. ken appruprhue und reasonahle steps to cause Ihe claimed viulatiun tu he 
cured. unless that party has heen guilty of a pattern of viulati\ms of' like nalure; and (2) a legitimate. good·faith tlispule exists 
as h) the meaning of the terms in question of this Consent Decree and Pinal Judgment. The Court in any case in its discretion 
may determine not to enter an order fur monetary. civil contempt or criminal sanctions. 

B. This Consent Decree and final Judgment is not intended to be, and shall nol in any event be construed as, or 
deemed to he, an udmission or concession or evidence of (I) any liability or any wrongdoing whatsoever on the part of any 
Released Party or that any Released Party has engaged in any of the activities barred by this Consent Decree and final 
Judgment; or (2) personal jurisdictiun over any person or entity other than the Participating Manufacturers. Each 
Participating Manufacturer specifically disclaim~ and denie~ any liability or wmngdoing whatsoever with respect to the 
claims and aile gut ions asserted against it in this action, and has stipulated 10 the entry of this Consent Decree and final 
Judgment solely to avoid the further expense, inconvenience. burden and risk of litigation. 

C. Except as expressly provided otherwise in the Agreement, this Consent Decree and Final Judgment shall not he 
modified (by this Court. by any other court or hy any other means) unless the party seeking modification demonstrates, by 
clear and convincing evidence. that it will sutTer irreparable harm from new and unforeseen conditions. Provided. however. 
that the provisiuns of sections III, V, VI and VII of this Consent Decree dnd Pinalludgment shall in no event he subject to 
modification without the consent of the State of (name of Settling State) and all affected Participating Manufacturers. In the 
event that any of the l>Cctil)n~ of this Consent Decree and final Judgment enumerated in the preceding sentem:e are mndHied 
hy this Court. hy any other court or hy any other mean~ withuut the consent of the State (If fname uf Sellling Stal~1 and all 
affe<.:ted Partkipating Manulacturers, then this Consenl Decree and Final Judgment shllll be vuid und uf on further effect. 
Changes in the econumic conditions of the parties shall nut be grounds for modification. It is intentled thut the Participating 
Manufacturers will comply with this Consent Decree and Final Judgment as originally entered, even if the Participating 
Manufacturers' obligations hereunder are greater Ihan those imposed under current or future law (unless compliance with this 
Consent Decree and Final Judgment would violate such law). A change in law that results. directly or indirectly. in more 
favorahle or beneficial treatment of anyone or more of the Parlicipating Manufacturers shall not support modification of this 
Consent Dc<.:ree and Final Judgment. 

D. In any proceeding which results in a finding that a Participating Manufacturer violated this Consent Decree and 
final Judgment. the Participating Manufacturer or Participating Manufacturers found (0 be in violntion shall pay the State's 
(osts and attorneys' fees incurred by the State oflname of Settling StateJ in such proceeding. 

E. The remedies in this Consent Decree and Pinal Judgment ure cumulative and in addition to any uther remedies 
the State of Iname of Settling St"teJ may have at law or equity, including but not limited to its rights under the Agreement. 
Nothing herein shall he construed to prevent the State fnlm bringing an a(tion with respect to conduct not released pursuant 
to the Agreement, even though that conduct may also violate this Consent Decree and Final Judgment. Nothing in this 
Consent Decree and final Judgment is intended to create any right for (name of' Settling State) to ohtuin any Cigilrctte 
product formula that it would not otherwise have under applicable law. 
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P. No party shall be considered the drafter of this Consent Decree and Pinal Judgment for the purpose of any 
statute, case law or rule of interprelatiun or construction that would or might cause any provision to be construed again~.;t 
the drafter. Nothing in this Consent Decree and Final Judgment !oihall be construed a~ approval by the Slate of (name of 
Seuling State I of the Purticipating Manufacturers' business organizutions, orerations. acts ur practices, and the Participating 
Manut~";turers shall make no representation tn the contrary. 

O. The settlement negotiations resulting in this Consent Decree and Final Judgment have been undertaken in good 
faith and thr settlement purposes only, and no evidence of negotiatiuns ur discussions underlying this Cunsent Decree and 
Final Judgment shall be uffered or received in evidence in any actiun or proceeding for any purpose. Neither this Consent 
Decree and Final Judgment nor any public discussions, public statements or public comments with respect to this Consent 
Decree and Pinal ludgment by the State of {name of Settling State) or any Participating Manufacturer or its agents shall be 
offered or received in evidence in any action or proceeding for any purpose other than in an acrion or proceeding ilrising 
under or relating to this Consent Decree and Final Judgment. 

H. All obligations of the Participating Manufacturers pursuanl to this Consent Decree and Final Judgment 
(including, but not limited to. all payment obligatio",,) are, and shall remain, "everal and not joint. 

J. The provisions of this Consent Decree and Pinal Judgment are applicable only to actions taken (or omitted to he 
taken) within the States. Provided, however. that the preceding sentence shall not be construed as extending the territorial 
scope of uny provision of this Consent Decree and Final Judgment whose scope is otherwise limited hy the terms thereof. 

J. Nothing in subsection V(A) or V(J) of this Consent Decree shall create a right to challenge the continuatiun. after 
the MSA Execution Date. of any advertising content, claim ur ~I()gan (other than U~e of a Carloon) that w,,~ not unlawful 
prior to the MSA Execution Date. 

K. If the Agreement terminates in this State for any re"son. then this Consent Decree and Pinal Judgment shull be 
void and of nn further effect. 

VII. FINAL ntSI'OSITION 

A. The Agreement, the settlement set forth therein. and the estahlishment of the eSt'-row pnwided fur therein are 
herebyappruved in all respects. and all claims are hereby dismissed with prejudice as provided therein. 

H. The Court finds that the person'sJ signing the Agreement have full and cumplete uuthority to enter into the 
hinding and fuJly effective settlement of this action as set forth in the Agreement. The Court further finds thai entering into 
this settlement is in the best interests of the State of Iname uf Settling StateJ. 

LET JUDGMENT BE ENTERED ACCORDINGLY 

DA TED this __ day of _____ • 1998. 
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EXHIBITM 
LIST OF PARTICIPATING MANUFACTURERS' LAWSUITS 

AGAINST THESETTklNG STATES 

1. Philip Murris Inc el 011 v Margery Bronster Anorney Genera! of the Slate of Hawaii In Her Official Canacity, 
Civ. No. 96~OO722HG. United States District Court for the District of Hawaii 

2. Philip Morrh inc et al v Bruce Botelho Attorney Ceneral of the Stafe of Alaska In His Oftichd Capaciry. Civ. 
No. A97-0003CV. United States District Court for the District of Alaska 

3. Philip Morrjs Inc et al v Scott Harshbarger Attorney General of the Commonwealth of Mnssachusetts In His 
Onicial Capacity, Civ. No. 95-1 2574-GAO, United States District Court for the District of Massachusetts 

4. PhjliQ Morris Inc et "' v Richard Blumenthal Attorney General of the State of Connecticut In Hjs Ofticia! 
~. Civ. No. 396CVO 1221 (PCD). United States District Court 1(" the District of Connecticut 

5. Philin Morris. et al. v. William. H. Sorrel! et ai, No. 1:98~ev~132, United States District Court for the District of 
Vermont 
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EXHIIIITN 
LITIGATING POLITICAL SUIIDIVISIONS 

I. City of New York et",1 v The Tuhul:cn Institute Inc sf ;.!I., Supreme Court of the Stale of New York. County of 
New York, Index No. 406225196 

2. County of Erie v The Tobacco Institute Inc et al . Supreme Court of the State of New Yurko County of Erie. Index 
No. I 1997/359 

3. County uf Los Angeles v RJ Reynolds Tobacco Co et at. San Diego Superior Cuurl, No. 707651 

4. The People v Phil in Morris Inc et a!.. San Francisco Superinr Court, No. 980864 

5, County of Cook v. Philin Morris Inc. et al.. Circuit Court of Cuok COUnlY. III., Nu. 97-L-4550 
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EXHIIIITO 
MODEL STATE FEE PA YMENT AGREEMENT 

This STATE I'ee Payment Agreement (the "STATE I'ee Payment Agreement") is entered into as of ____ , 
__ hetween and among the Original Participating Manufacturers and STATE Outside Counsel (as defined herein), (0 

provide for payment of' aUorneys' fees punmant 10 Section XVII of the Master Settlement Agreement (the "Agreement"). 

WITNESSETH: 

WHEREAS. the State uf STATE and the Original Participating Manufacturers have entered into the Agreement to 

settle aruJ resolve with finality all Released Claim~ against the Released Purries. including the Original Participating 
Manufacturers. as set forth in the Agreement; and 

WHEREAS. Section XVII of the Agreement provides that the Original Participating Manufacturers shall puy 
reasonahle auurneys' fees 10 lhose private outside cnunsel identified in Exhibit S to the Agreement. pursuant to the terms 
hereuf; 

NOW, THEREfORE, BE IT KNOWN THAT, in consideration ufthe mutual agreement of the State of STATE and 
the Original Participuting Manufacturers (0 the terms of the Agreement and of the mutual agreement of STATE Outside 
Counsel and the Original Participating Manufacturers to the terms of this STATE Fee Payment Agreement. and such other 
consideration described herein. the Original Participating Manufacturers and STATE Outside Counsel agree as follows: 

SECTION I. Dejinitions, 

All definitions contained in the Agreement are incorporated by reference herein. except as to terms specifically 
defined herein. 

(n) "Aclion" means the lawsuit identified in Exhibit D, M or N to the Agreement that has been brought by or against 
the State of STATE (or Litigating Political SubdivisionJ. 

(b) "Allocall!(/ AmOlmt" mellns the amount of any Applicable Quarterly Payment allocated to any Private Counsel 
(including ST ATE Outside Counsel) pursuant to section 17 hereof. 

(c) "Allu('(lb/e Liqllit/Clled Shure" means. in the event that the sum of all Payable Liquidated Fees of Private Counsel 
as of any date specified in section 8 hereof exceeds the Applicable Liquidation Amount for any payment described therein. a 
percentage share of the Applicable Liquidation Amount equal to the proportion of (i) the amount of the Payable Liquidated 
fee of STATE. Outside Counsel (U (ii) the sum (If Payable Liquidated Fee~ of ull Private Coun~el. 

(d) "Applicable LiquidClt;ofl Amoullt" means. for purposes of the payments described in section 8 herenf­

(i) for the payment described in subsection (a) thereof. $125 million~ 

(ii) for the payment described in subsection (b) thereof, the difference between (A) 5250 million and (B) 
the sum uf all amounts paid in sutisfaction of aU Payable Liquidated Pees of Outside Counsel pursuant to subsection (a) 
thereof; 

(iii) for the payment descrihed in subsection (c) thereof. the difference between (A) S250 million and (8) 
the sum of alll.llnnunts paid in satisfaction of all Payable liquidated Pees of Outside Counsel pursuant to subsections (a) and 
(h) thereof: 

(iv) for the payment described in .ubsection (d) thereof, the difference between (A) S250 million and (B) 
the sum of all amounts paid in satisfaction of all Payuble liquidated Fees ufOulside Counsel pursullnt to subsections (a), (h) 
and (c) thereof; 

(v) for the payment de<crihed in suhsection (e) thereof, the difference between (A) 5250 million and (8) 
the sum of all amounts paid in :oatist~lctinn of all Payable Liquidated l-"ees of Outside Counsel pursuant 10 suhsections (a). (b). 
(c) and (d) thereof; 

(vi) for each of the first. second and third quarterly payments fur any calendar year descrihed in suhsectiun 
(t) thereof, 562.5 million; and 

(vii) for each of the fourth calendar quarterly payments for any calendar year described in subsection (t) 
thereof. the difference between (A) 5250 million and (B) the sum of all amounts raid in satisfaction of all Payable Liquidated 
fees ~.lf Outside Counsel with respect to the preceding calendar quarters of the calendar year. 

(e) "ApplicCll;O"" means a written upplication for a Pee Award submitted to the Panel. as well as all supporting 
materials (which may include video recordings ofinterviews). 

(0 "Approvl!(/ COl'I SUllemelll" means both (i) u Cost Statement that has been accepted hy the Original Participating 
Manufacturers; and (ii) in the event (hllt a Cost Statement submitted by STATE Outside Counsel is disputed. the 
tie termination by arhilnHion pursuant to subsection (h) of section 19 hereof as to the amount of the reasonable costs and 
expenses of STATE OU()l.ide CoU'nsel. 

(g) "Cost SWfel111'II1" means a :oigned and attested statement of reasonahle costs and expenses of Outside Counsel 
fur any "clion identitied on Exhihit 0, MorN to the Agreement that has been hrought hy nr against a SCllling Stale ur 
Liligliling Pulitical Subdivisiun. 
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(h) "DesiXlwted Represelllative" means the person designated in writing, by each person or entity identified in 
Exhibit S to the Agreement I by the Attorney General of the State of STATE or as later certitied in writing by the 
governmental prosecuting authority of the Litigating Political SubdivisionJ, to act as their agent in receiving payments 
from the Original Participating Manufacturers for the benetit of STATE Outside Counsel pursuant to sections 8, 16 and 19 
hereof. as applicable. 

(i) "Director" means the Director of the Private Adjudication Center of the Duke University Schoul uf Law or such 
other person or entity as may be chosen by agreement of the Original Participating Manufacturers and the Committee 
described in t~e second sentence of paragraph (b)(ii) of section II hereof. 

(j) "EIiKible COUluef' means Private Counsel eligible to be allocated a part of a Quarterly fee Amount pursuant to 
section 17 hereuf. 

(k) "Flll/em/ LeKisiltlioll" means federal leg is lati un that imposes an enforceahle obligation on Participatir'lg 
Defendants to pay attorneys' fees with respect to Private Counsel. 

(I) "Fee AwCI"f' means any award of attorneys' fees by the Panel in connection with a Tobacco Case. 

(m) "Uquidcued Fee" means an attorneys' fee for Outside Counsel fur any action identified on Exhibit D. MorN to 
the Agreement that has been brought by or against a Settling State or Litigating Political Subdivision. in an amount agreed 
upon by the Original Participating Manufacturers and such Outside Counsel. 

(n) "Ollw'de CUlllisef' means all those Private Cuunsel identitied in Exhibit S to the Agreement. 

(0) "Pemef' means the three·member arbitration panel described in section II hereof. 

(p) "Puny" means (0 STATE Outside Cuunsel and (ii) an Original Participating Manufacturer. 

(q) "Payable Cust Swtf!me"," means the unpaid amount uf a Cost Statement as to which all conditions precedent to 
payment have heen satisfied. 

(r) "Pa),ubh' LiquidCl/('d Ft"," means the unpuid umount of a Liquidated Fce :IS to which .111 conditions precedent In 

payment huve been slllislied. 

(s) "l'n'v;cJIIsly Sellle(i SWf('s" means the States of Mississippi, Florida and Texas. 

(t) "Privme Cowuef' means all private counsel for all plaintiff:" in a Tobacco Case (including STATE Outside 
Counsel). 

(u) "Quarterly Fl'/! AmouIII" means. for purposes uf the quarterly payments descrihed in sections 16. 17 and 18 
hereuf-

(i) for each of the first, second and third calendar quarters of any calendar year beginning with the first 
calendar quarter (If 1999 and ending with the third calendar quarter of 2008, $125 million; 

(ii) for each fourth calendar quarter of any calendar year beginning with the fourth calendar quarter of 
1999 and ending with the fourth calendar quarter of 2003, the sum of (A) $125 million and (B) the difference, if any. between 
(I) S375 million and (2) the sum of all amounts paid in satisfaction of all Fee Awards of Private Counsel during such 
calendar year. if any; 

(iii) for each fourth calendar quarter uf any calendar year beginning with the fourth calendar quarter of 
2004 and ending wiih the fourth calendar quarter of 2008, the sum of (A) 5125 million; (B) the difference between (I) $375 
million~ and (2) the sum of all amounts paid in satisfaction of all t:ee Awards of Private Counsel during such calendar year, if 
any; and (C) the difference, if any. between (I) $250 million and (2) the product of (Il) .2 (two tenths) and (b) the sum of all 
amuunts paid in satisfaction of all Liquidated fees of Outside Counsel pursuant to section 8 hereof, if any; 

(iv) for each of the first, second nnd third calendar quarters of any calendar year heginning with the tirst 
calendar quarter uf2oo9. $125 milliun; and 

(v) for each fourth calendar quarter of any calendar year beginning with the fourth calendar quarter of 
2009, the sum of (A) $125 million and (8) the difference. if any, between (/) $375 million and (2) the sum of all amounts 
paid in satisfaction of all fee Awards of Private Counsel during such calendar year, if any. 

(v) "Relllleel Persons" means each Original Participating Manufacturer's past, present and future Affiliates. 
divisions. ufticers, directors, employees, representatives. insurers. lenders. underwriters, Tohacco·Related Organizations. 
trade associations, suppliers, agents. auditors. advertising agencies, public relations entities. attorneys, retailers and 
distributors (and the predecessors, heirs. executors. administrators. successors and assigns of each of the foreguing). 

(w) "State of STATE' means the lapplicable Settling State or the Litigating Political Subdivision}. any of its past. 
present and future agents, officials acting in their official capacities. legal representatives. agencies. departments. 
commissions and subdivisions. 

(x) "STATE DlIIside CmU/sef' means all persons or entities identified in Exhibit S to the Agreement by the Attorney 
General of State of STATE lor as later certified by the uftke uf the governmental prosecuting authurity for the Litigating 
Pulitical Subdivision} as having been retained hy and having represented the STATE in connection with the Action. acting 
collectively by unanimous decision of all such persons or entities. 
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(y) "Tobacco Cau" means any tobacco and health case (other than a non·class action personal injury case 
brought directly by or on behalf of a single natural person or the survivor of such person or for wrongful death. or any non· 
class action consolidation of two or more such cases). 

(z) "Unpelid Fee" means the unpaid portion ofa fee Award. 

SECI'ON 2. AKreemelllto PtlY Fees. 

The Original Participating Manufacturers will pay reasonable attorneys' fees to STATE Outside Counsel fur their 
representation of the State of STATE in connection with the Action, as provided herein and subject to the Code of 
Professional Respcmsibility of the American Bar Association. Nothing herein shall be construed to require the Original 
Participating Manufacturers to pay any attorneys' fees other than (i) a Liquidated Pee or a Pee Award and (ii) a Cost' 
Statement, as provided herein, nor shall anything herein require the Original Participating Manufacturers to pay any 
Liquidated Fee, Pee Award or Cost Statement in connection with any litigation other than the Action. ' 

SECTtON 3. Exdusive ObliKcltiolJ of the Origin,,1 PClfticipllfiliK MllIwjclcturers. 

The provisions set forth herein constitute the entire obligation of the Original Participating Manufacturers with 
respect to payment of attorneys' fees uf STATE Outside Counsel (including costs and expenses) in connection with the 
Action and the exclusive means by which STATE Outside Counsel or any other person or entity may seek payment of fees 
by the Original Participating Manufacturers or Related Persons in connection with the Action. The Original Participating 
Manufacturers shall have no obligation pursuant to Section XVII of the Agreement to pay attorneys' fees in connectiun with 
the Action to any cuunsel other than STATE Outside Counsel, and they shall have no other obligation to pay attorneys' fees 
to or otherwise to compensate STATE Outside Counsel. any other counselor representative of the State of STATE or the 
State of STATE itself with respect to attorneys' fees in connection with the Action. 

SEt-lION 4. Relellse. 

(a) Euch person or entity identified in Exhibit S to the Agreement by the Attorney General of the Stale of STATE 
lor as certified by the uffice of the guvernmental prosecuting authority for the Litigating Political Suhdivi~i()nJ herehy 
irrevtlcllhly reic<lses the Originnl Participating ManufaclUrers and all Related Persons frum any and all cI"ims thut such 
person ur entity ever had, now has ur hereafter can, shall or may have in any way related to the Action (including hut not 
limited to any negotiations related to the settlement of the Action). Such release shall not be construed as a release of any 
person or entity as to any of the obligations undertaken herein in connection with a breach thereof. 

(h) In the event that STATE Outside Counsel and the Original Participating Manufacturers agree upon a Liquidated 
fee pursuant to section 7 hereof, it shall be a precondition to any payment by the Original Participating Manufacturers to the 
Designated Representative pursuant to section 8 hereof that each person or entity identitied in Exhibit S to the Agreement by 
the Attorney General of the State of STATE lor as certified by the office of the governmental prosecuting authority for the 
Litigating Political SubdivisionJ shall have irrevocably released all entities represented by STATE Outside Counsel in the 
Action, as well as all persons acting by or un behalf of such entities (including the Attorney General lor the office of the 
governmental prosecuting authority) and each other person or entity identified on Exhibit S to the Agreement by the Attorney 
General lor the office of the governmental pwsecuting authorityJ) from any and all claims that such person or entity ever had, 
now has or hereafter can, shall or may have in any way related to the Action (including but not limited In any negotiations 
related to the settlement of the Actinn). Such release shall not he construed as a release of any persnn or entity as to any of 
the obligations undertaken herein in connection with a breach thereof. 

SECfION 5. No Effe('t (JII STATE Ollfside ClIlmsel's Fee COll/mct. 

The rights and obligations. if any. of the respective parties to any contract between the State of STATE and STATE 
Outside Counsel shall be unaffected by this STATE Pee Payment Agreement except (a) insofar as STATE Outside Counsel 
grant the release descrihed in subsection (b) of section 4 hereof; and (b) to the extent that STATE Outside Counsel receive 
any payments in satb:factinn of a fee Award pursuant 10 section 16 hereof, any amounts so received shall he credited. on a 
dollar·for·dollar basis. against any amount payable 10 STATE Outside Counsel by the State of STATE lor the Litigating 
Political SubdivisionJ under any such contract. 

SECfION 6. Liquidated Fees. 

(a) In the event that the Original Participating Manufacturers and STATE Outside Counsel agree upon the amount 
of a Liquidated fee. the Original Participating Manufacturers shall pay such Liquidated fee, pursuant to the terms hereof. 

(b) The Original Participating Manufacturers' payment of any Liquidated fee pursuant to this STATE fee Payment 
Agreement shall be subject to (i) satisfaction of the conditions precedent stated in section 4 and paragraph (c)(ii) of section 7 
hereof; and (ii) the payment schedule and the annual and quarterly aggregate national caps specified in sectiuns 8 and 9 
hereof. which shall apply to all payments made with respect 10 Liquidated Pees of all Outside Counsel. 

SECfION 7. NeKoti(lf;oll,of Liqllidated Fees. 

(a) If STATE Outside Counsel seek to be paid a Liquidated fee. the Designated Representative shall sn notify the 
Original Participating Manufacturers. The Original Participating Manufacturers may at any time make an offer of a 
Liquidated fee to the Designated Representative in an amount set by the unanimous agreement. and at the sole discretiun, of 
the Original Participating Manufacturers and, in any event. shall collectively make such an uffer tn the Designated 
Representative no more than 60 Business Days after receipt of notice by the Designated Representative that STATE Outside 
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Counsel seek to be paid a Liquidated ree. The Original Participating Manufacturers shall not be obligated to make an 
offer uf a Liquidated ree in any particular amount. Within len Business Days after receiving such an offer. STATE 
Ou.tside Counsel shall either accept the otfer, rejeci the offer or make a counteroffer. 

(b) The national aggregate of all Liquidated rees to be agreed to by the Original Participating Manufacturers in 
connection with the settlement of those actions indicated on Exhibit~ D, M and N to the Agreement shall not exceed one 
hilliun twu hundred fitly milliun dullars ($ 1,250,000,000), 

(c) If the Original Participating Manufacturers and STATE Outside Cuunsel agree in writing upon a Liquidated ree: 

(i) STATE Outside Counsel shall nul he eligihle for a Pee Award; 

(ii) such Liquidated ree shall nUl become a Payable Liquidated Pee until such time as (A) State-Specific 
Finality has occurred in the State of STATE; (B) each persnn or entity identitied in Exhibit S 10 the Agreement by the 
Attorney General of the State of STATE lor as certified by the unice of the governmental prosecuting authority of the 
Litigating Political Suhdivisionl has granted the release described in subsection (b) uf section 4 hereof; and (C) notitre of the 
events described in sUbparagraphs (A) and (B) of this paragraph has heen provided to the Original Participating 
Manufacturers. 

(iii) payment of suc.:h Liquidated Fee pursuant tu sections K and 9 hereof (together with payment of costs 
and expenses pursuant to section 19 hereot), shall be STATE Outside Counsel's tolal and sole cumpensation by the Original 
Participating Manufacturers in c.:onnectiun with the Action. 

(d) If the Original Participating Manufacturers and STATE Outside Counsel do nul agree in writing upon a 
Liquidated Fee, STATE Outside Cuunsel may suhmit an Application to the Panel for a ree Award to be p.lid as provided in 
sec.:tinns 16. 17 and 18 hereof'. 

SECTION K. PUy"U'1If (~r Lii/llil/(lIl'd Ft'('. 

In Ihe event that the Original Participating Manufacturers lind STATE Outside Cuunsel agree in writing upon a 
Liquidated Pee. and until such time as the Designated Representative has received payments in full satisfaction of such 
Liquidated Fee-

(a) On February I, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payahle Liquidated Fee befure 
January 15. 1999. each Origindl Participating Manufacturer shall severally pay to the Designated Representative its Relative 
Market Share of the lesser of (i) the Payahle Liquidated ree of STATE Outside Counsel. (ii) 55 million or (iii) in the event 
Ihal the sum uf all Payahle Liquid:tted Pees uf all Outside Counsel as uf January 15. 1999 exceeds the Applicahle Liquidution 
Amuunt, the Allocahle Liquidated Share of STATE Outside Counsel. 

(b) On August I, 1999, if the Liquidated ree of STATE Outside Counsel became a Payable Liquidated Fee un ur 
after January IS, 1999 and before July IS, 1999, each Original Participating Manufacturer shall severally pay to the 
Designated Representative its Relative Market Share of the lesser of (i) the Payable Liquidated ree of STATE Outside 
Counsel. (ii) S5 million or (iii) in the event that the sum of all Payahle Liquidated rees of all Outside Counsel that became 
Payahle Liquidated Fees on or after January 15. 1999 and before July 15. 1999 exceeds the Applicable Liquidation Amuunt. 
the Allocable Liquidated Share of STATE Outside Counsel. 

(c) On December IS, 1999. jf the Liquidated Fee of STATE Outside Counsel became a Payable Liquidated ree on 
Of after July 15. 1999 and before Decemher I, 1999. each Original Participating Manufacturer shall severally pay to the 
Designated Representative its Relative Market Share uf the lesser of (i) the Payahle Liquidated Fee uf STATE Outside 
Cuunsel. (ii) S5 million or (iii) in Ibe event that lhe sum of all Payable Liquidated rees of' all Outside Counsel that became 
Payable Liquidated Pees un or after July IS, 1999 and hef()rc Dec.:emher I, 1999 exceeds the Applicable Liquidation Anu1unt. 
the Allocable Liquidated Share of STATE Outside Counsd. 

(d) On December 15. 1999. if the Liquidated ree of STATE Outside Counsel became a Payable Liquidated ree 
before December I. 1999, each Original Participating Manufacturer shall severally pay to the Designated Representative its 
Relative Market Share of the lesser of (i) the Payable Liquidated ree of STATE Outside Counsel. or (ii) 55 million (If (iii) in 
the event that the sum of all Payable Liquidated Pees of all Outside Counsel that hecmne Payable Liquidated rees before 
December 1. 1999 exceeds the Applicable Liquidation Amuunt, the Allucable Liquidated Share of STATE Outside Cuunsel. 

(e) On December 15. 1999. if the Liquidated Pee of STATE Outside Counsel hecame a Payable Liquidated ree 
before December I. 1999. each Original Participating Manufacturer shall severally pay to the Designated Representative its 
Relative Market Share of the lesser of (i) the Payable Liquidated ree of STATE Outside Counselor (ii) in the event that the 
sum of all Payable Liquidated Fees of all Outside Counsel that hecame Payable Liquidated Fees before December I, 1999 
exceeds the Applicable Liquidation Amount, the Allocable Liquidated Share of STATE Outside Counsel. 

(t) On the last day of eilch calendar quarter. heginning with the tirst calendar quarter of 2000 and ending with the 
fourth calendar quarter of 2003, if the Liquidated ree (If STATE Outside Counsel became a Payable Liquidated Fee at least 
15 Business Days prior tn the last day of each such calendar quarter. each Original Participating Manufacturer shall sevemlly 
pay to the Designated Representative its Relative Market Share of the lesser of (i) the Payable Liquidated ree of STATE 
Outside Counselor (ii) in the event that the sum of all Payahle Liquidated Fees of all Outside Counsel as of the date 15 
Business Days prior to the dilte of the payment in question exceeds the Applicuhle Liquidation Amount. the Allocable 
Liquidated Shure ur STATE Outside Cuunsel. 
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SECTtON 9. LimitCllicms 011 PClymellls of Liqlliclmed Fees. 

Nutwithstanding any other provision hereuf, all payments by the Original Participating Manufacturers with 
respect to Liquidated Fees shall he ~ubject to the following: 

(a) Under no circumstances shall the Original Participating Manufacturers be required to make any payment thllt 
would result in aggregate national payments of Liquidated fees: 

(i) during 1999, totaling more than 5250 million; 

(ii) with respect In any calendar quarter beginning with the first calendar quarter of 2000 and ending with 
the (ourth calendar quarter of 2003. totaling more than 562.5 million, except to the extent that a payment with respect to any 
prior calendar quarter of any calendar year did nol tolal 562.5 million; or 

(iii) with respect tn any calendar quarter after the fourth calendar quarter of 2003, totaling more than zero. 

(h) The Original Participating Manufacturers' obligations with respect In the Liquidated Fee of STATE Outside 
Counsel. if any. shall be exclusively as provided in this STATE Fee Payment Agreement. and notwithstanding any other 
provision of law, such Liquidated ree shall nol be entered as or reduced to a judgment against the Original Participating 
Manufacturers or considered as a has is for requiring a hund ur impusing a lien or any uther encumhrance. 

SECTtON 10. Fee Awards. 

(a) In the event that the Original Participating Manufacturers and STATE Outside Counsel do nut agree in writing 
upon a Liquidated fee a~ described in section 7 hereof, the Original Participating Manufacturers shall pay, pursuant to the 
terms hereof. the Fee Award awarded by the Panel tn STATE Outside Counsel. 

(b) The Original Participating Manufacturers' payment of any Fee Award pursuant to this STATE ree Payment 
Agreement shall he subject to the payment schedule and the annual and quarterly aggregate national caps specified in 
sectiuns 17 and I K hereof, which shall apply to: 

(i) all payments uf Fee Awtlrds in connection with an agreement to pay fees as part of the settlement of any 
Tobacco Case on tenns that provide for payment by the Original Participating Manufacturers or other defendants acting in 
agreement with Ihe Original Participating Manufacturers (collectively. "Participating Deti:mdanls") of fees with respecl to any 
Private Counsel. suhject to un annual cap on payment of all such fees; and 

(ii) all payments of attorneys' fees (other than fees tf.)r dUorneys of Parlicipating Defendants) pursuant to 
Fce AWl.lrds f(,r activities in connection with any Tohacco Case resolved hy operation of Pederal Legisll.ltion. 

SECTION II. Compositioll (if,IIt' PClllei. 

(a) The first and the second members of the Panel shall both be permanent members of the Panel and. as such. will 
participate in the determination of all Fee Awards. The Ihird Panel member shall nol be a pennanent Panel member, hut 
instead shall be a state-~pecitk member selected to determine Pee Awards on behalf of Private Counsel retained in 
connectiun with litigation within a single state. Accordingly, the third, state-specific member of the Panel f'()r purposes of 
determining fee Awards with re!\pecl to Iitigalion in the Stare of STATE shall not participate in any determination as to any 
ree Award with respect 10 litigation in any other state (unless selected to participate in such determinations by such persons 
as may be authorized to make such selections under other agreements). 

(h) The memhers of' the Panel shall he selected as follows: 

(i) The tirst memher shall he the natural person selected by Participating Defendants. 

(ii) The second member shall he the person juintly selected by the agreement of Participating Defendants 
and a majority of the committee described in the fee paymenr agreements entered in connection with the settlements of the 
Tobaccu Cases brought by the Previously Sellied States. In the event that the person so selected is unahle or unwilling to 
continue to serve, a replacemcnt t'()r such member shall be selected by agreemenr of the Original Participating Manufacturers 
and a majority of the members of' a committee composed of the following members: Joseph F. Rice. Richard f. Scruggs. 
Steven W. Berman, Walter Umphrey. one additional representative, to be selected in the sole discretion of NAAG, and two 
representatives of Private Cuunsel in Tobacco Cases, to be selected at the sole discretiun of the Original Purticipating 
Ml.Inuf'acturers. 

(iii) The third, state-specific memher for purposes of determining ree Awards with respect to litigation in 
the State of STATE shall be'a natural person selected by STATE Outside Counsel. who shall notify the Director and the 
Original Participating Manufacturers of the name of Ihe person selected. 

SECfION 12. ApplkClfioti o.fSTATE Ollt~'idt" Couusel. 

(a) STATE Outside Cuunsel shall make a collective Application for a single ree Award, which shall be suhmitted 
to the Director. Within five Business Days after receipt of the Application by STATE Outside Counsel, the Director shall 
serve the Applicution upon tht! Original Participating Manufacturers and the STATE. The Original Participating 
Milnufacturers shall submit all materials in response to the Application 10 the Director by the later of (i) 60 Business Days 
after servicc of the Application upon the Original Participating Manufacturers by the Director, (ii) tive Business Days after 
the date of State·Specitic rim.lilY in the State of STATE or (iii) tive Business Days after the date on which notice of the 
name of the third. stah:-specitic panel memher descrihed in paragraph (h)(iii) of section II hereof has heen provided tn the 
Director and the Original Participating Manufacturers. 
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(h) The Original Participating Manufacturers may submit to the Director any materials that they wish and. 
notwithstanding any restrictions or representations maue in any other agreements, the Original Participating Manufaerurers 
shall be in no way constrained from contesting the amount of the ree Award requested by STATE Outside Counsel. The 
Director, the Panel. the State of STATE, the Original Participating Manufacturers and STATE Outside Counsel shall 
preserve the confidentiality of any aHorney work-product materials or other similar confidential information that may he 
suhmitted. 

(c) The Director shall forward the Application of STATE Outside Counsel, as well as all wrillen materials relating 
to sut:h Applkarion thaI have been suhmitted hy the Origin.d P;:Irticipating MUl1ufacturl!rs pursuant h. suhsectiun (b) ut'this 
sectiun, tn the Panel within five Business Days aftl!r the later uf (i) the expiratinn uf the periotl fur (he Original Participnling 
Manufacturers tu submit such materials ur (ii) the earlier of (A) the date nn which (he Panel issues a ree Award with respe-ct 
to any Applicathm of other Private Cuunsel previuusly forwarded to the Panel hy the Director or (B) 30 Business Days after 
the forwarding to the Panel of the Application uf other Private Counsel most recently forwarded to the Panel hy the Director. 
The Director shall notify the Parties upon furwarding the Application (anu all written materials relating thereto) to the Panel. 

(d) In the event that either Party seeks a hearing before the Panel, such Party may submit a re4uesl tn Ihe Director in 
writing within five Business Days after the forwartling uf the Application of STATE Outside Counsel to the Panel by the 
Director, and the Director shall promptly forward the request to the Panel. If the Panel grants the request, it shall promptly 
set a dale ror hearing. such date to fall within 30 Business Days after the date of the Plmel's receipt of the Applil!atinn. 

SECTION 13. Pallel Proc:t'edillg~" 

The proceedings of the Panel shall be conducted suhject tn the terml( of this Agreement and (If the Protocol of Panel 
Procedurel( auached as an Appendix hereto. 

SECftON 14. Awtlrd ofFas to STATE Ows;tle Counsel. 

The memhl!rs of the PaneJ will consider all relevant information suhmitted to them in reaching a decision as to a ree 
Award that fairlY provides for full reasonable compen:oation of STATE Outside Counsel. In considering the amount of the 
Fee Award, the Panel shall not consider any Liquiduted fee agreed to by any other Outside Counsel. any otTer of or 
negotiations relating tn any proposed liquidated fee for STATE Outside Counselor any Pee Award that already hItS heen or 
yet may he awarded in connection with any other Tubacco Case. The Panel shall not be limited to an huurly~rate ()f ludestar 
analysis in determining the amount of the fee Award of STATE Outl(ide Counsel, but shall take into ucenunt the totality of 
the cirCUmstances. The Panel's decisions as to the Fee Award of STATE Outside Counsel shall be in writing and shall repurt 
the amuunt of the fee awarded (with or without explanation or opinion, at the Panel's discretion). The Panel shall determinl! 
the amount of the Pee Award to be paid to STATE Outside Counsel within the later 01')0 calendar days after receiving the 
Application (and all related materhtls) from the Director or 15 Business Days after the last date of any hearing held pursuant 
ro subsection (d) of section 12 hereof. Thl! Panel's decisiun as to the Fee Award of STATE Outside Counsel shall he final. 
hinding and nnn·appealable. 

SEerlON 15. Costs 0/ Arbitration. 

All costs and expenses of the arbitration proceedings held by the Panel, including costs. expensl!s and compensation 
of the Director and of the Panel members (but not including any costs, expenses or compensation uf counsel making 
applications to the Panel). shall he horne by the Original Participating Manufacturers in rroportion to their Relutive Market 
Shares. 

SEt.'TION 16. P"ymellt uf Ft,t! Aw(ml (~lSTATE Out:iille COIIl/sei. 

On or before the tenth Businl!ss Day after the last tlay of each calendar quartl!r beginning with the tirst calendur 
quarter of 1999, I!ach Original Participating Manufacturer shall severally pay to the Designated Representative its Relative 
Market Shure of the Allocated Amount fur STATE Outside Counsel for the calentlar quarter with respect tu which such 
quarterly payment is being made (the "Applicable Quarter"). 

SECTION 17. AJlocat(tl AmoJlIIIS of Fee AW(lrc/s. 

The Alloc:Ued Amount for each Private C{)Unl(el with re)i:pect to any payment to be made for any parlicular 
Applicable Quarter shall be determined as follows: 

(a) The Quarterly Fee Amuunt shall he allocated equally among each (If the three months of the Applicahle Quarter. 
The mnuunt for e.ach !'Iuch lOumh ShIll! he aUnc .. led amung those Private Counsel retained in cunnection with Tnhilccu C;:aSI!S 
settled hefure or during such month (each such Private Counsel being un "Eligible Cuunsel" wilh rl!speci to such monthly 
amount). each of which shall be allocated a portion of each such monthly amount up to (or. in the event that the surn of all 
Eligihle Counsel's respective Unpaid Pees exceeds such monthly amounl, in proportion to) the amount of such Eligihle 
Counsel's Unpaid fees. The monthly amount for each month of the calendar quarter !tihall he allocated among those Eligihle 
Counsel having Unpaid Pees. without regard to whether there may be Eligible Counsel Ihut have nut yet been gnmted or 
denied a Pee Award as of the last day of the Applicahle Quarter. The allocation of subsequent Quarterly ree Amounts for the 
calendar year. if any. shall be adjusted, as necessary, to accuunt for any Eligible Coun~el that are granted Fee Awards in a 
subsequent '-luaner of such calendar year, as provided in paragraph (b)(ii) of this section. 

(b) In the event that the amount for a given month i~ less than the sum uf the Unpaid Fees of all Eligible Counsel: 
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(i) in the case of the first quarterly allocation for any calendar year, such munthly amount shall be 
allocated among all Eligible Cuunsel for such month in proportion to the amounts of their respective Unpaid reel(. 

(ij) in the case of a quarterly allocation ancr the tirst quarterly allocation, the Quarterly ree Amount 
shall he allocated among unly those Private Counsel. if any, that were Eligible Counsel with respect to any monthly amount 
for any prior '-luarter of the calendar yellr but were not allocated a proportionate share of !;uch monthly amount (either because 
such Private Counsel's applicationl( for fee Award~ were ~liII under consideration as of the last day of the calendar quarter 
containing the month in question or for any other reason). until each such Eligible Counsel has been allm;ated ~I proportiunate 
share uf <III such prior munthly payments for the calendar year (each such share (If each such Eligihle Cuunsel heing a 
"Payable Prupnrtionah! Shure"). In the eVl!nt that the )i:um of ",II Payable Proportionate Shares excl!etls the Quarterly ree 
Amount, the QUl1rterly fee Amount shall be allocated among such Eligible Counsel on 11 munthly basis in proportion to the 
amounts of their respective Unpaid rees (without regard to whether there may be other Eligible Counsel with respect 10 such 
prior munthly amounts that have not yet been granted or denied a ree Award as of the last day of the Applicable Quarter). In 
the event that the sum of aU Payable Proportionate Shares is lel(s than the Quarterly Fee Amount, the amuunt by which the 
Quarterly Fee Amuunt exceeds the sum of all such Payable Proponionale Shares shall be allocated among each munth of' the 

. calendar quarter, each such monthly amount to be allocated among those Eligible Counsel having Unpaid Fees in proportion 
to the amounts of their respective Unpaid Pees (without regard to whether there may be Eligible Counsel that have not yet 
been granted or denied a Fee Award a'S of the last day of the Applicable Quarter). 

(c) Adjustments pursuant to subsection (b)(ii) of this section 17 shall be made separately for each calendar year. No 
amuunts paid in any calendar year shall be subject to refund. nor shall any payment in any given culendar year affect the 
aliocation ()f payments to be made in any subsequent calendar year. 

SECTION 18. ernUIS {(I mItt Limifllliulls (III PClymellf of Fee Awanls. 

Notwithstanding any other pmvision hereof, all payments by the Original Participating Manufacturers with respect 
to Fee Awards shall be subject to the following: 

(a) Under no circumstances shall the Original Participating Manufacturers be required 10 make payments that would 
result in aggregate national payments und credits by Participating Defendants with respect to all fee Awards of Private 
Counsel: 

(i) during any year beginning with 1999. totaling more than the sum of the Quarterly ree Amounts for 
euch calendar quarter of the calendar year, excluding certain payments with respect to any Private Counsel for 1998 that are 
paid in 1999: and 

(ii) during any calendar quarter beginning with the first calendar quarter of 1999, totaling more than the 
Quarterly Fee Amount for such quarter. excluding certain puyments with respect to any Private Counsel for 1998 that are 
paid in 1999. 

(b) The Original Participating Manufacturers.' obligations with respect to the Pee Award of STATE Outside 
Counsel, if any, sh:.tI1 be exclusively as provided in this STATE Pee Payment Agreement, and notwithstanding any other 
provision of law. such fee Award shall not be entered OIl' or reduced to a jutlgment against the Original Participating 
Manufacturers or considered as a basis for requiring a bond or imposing a lien or any other encumbrance. 

SECTION 19. Reimbllrl·t!metll (~rOutsjcl(! Counsel's Costs. 

(a) The Original Participating Manufucturers shall reimhurse STATE Outside Counsel for reasonahle costs and 
expenses incurred in connection with the Actinn. provided that such costs and expenses are of the saml! nature as costs and 
expenses for which the Original Participating Manufacturers ordinarily reimburse their own counselor agents. Payment of 
any Approved Cost Statement pursuant to this STATE Pee Payment Agreement shall be subject to 0) the condition precedent 
of approval of the Agreement by the Court for the State of STATE and (ii) the payment schedule and the aggregate national 
caps specitied in suhsection (c) of this section, which shall apply to all payments made with respect to Cost Statements of all 
Outside Counsel. 

(b) In the event that STATE Outside Ctlunsel seek to be reimbursed for reasonable costs and expenses incurred in 
connection with the Action, the Designated Representative shall submit a Cost Statement to the Original Participating 
Manufacturers. Within 30 Business Days after receipt of any such Cost Statement, the Original Participating Manufacturers 
shall either accept the Cost Statement ur dispute the Cost Statement, in which event the Cost Statement shall be subject to a 
fullu.udit hy examiners hi be appointed by the Original Purticipating Manufacturers (in their ~ule di~cretion). Any ~uch .. udit 
will be completed within 120 Business Days ailer the date the Cost Statement is received hy the Original Participating 
Manufacturers. Upon completion of such audit, if the Original Participating Manufacturers and STATE Outside Cuunsel 
cannot agree us to the appropriate amount of STATE Outside Counsel's reasonable costs and expenses, the Cnst Statement 
and the examiner's audit report shall be submitted to the Director for arbitration before the Panel or, in the event that STATE 
Outside Cuunsel and the Originul Purticipating Manufacturers have agreed upon a Liquidated Fee pursuant In section 7 
hereof, before a separate three-member panel of' independent arbitrators. to be selected in a manner to be agreed tu by STATE 
Outside Counsel and the Original POirticipating Manufacturers, which shall determine the amount of STATE Outside 
Counsel's reasonable costs and expenses for the Action. In determining such reasonable CO!\IS and expensel(. the members (}f 
the arbitration panel shall be governed by the Protocul of Panel Procedures uttached as an Appendi:< hereto. The amount of 
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STATE Outside Counsel's reasonable costs and expenses determined pursuant to arbitration as provided in the preceding 
sentence shall he tinal, binding and non-appealable. 

(c) Any Approved Cost Statement of STATE Outside Cuunsel shall not become a Payable Cnst Statement until 
approval of the Agreement by the Court t{)r the State of STATE. Within tive Business Days after receipt of notification 
thereof by the Designated Representative, each Original Participating Manufacturer shall severally pay to the Designated 
Representative its Relative Market Share of the Payable Cost Statement of STATE Outside Counsel, suhject tu the following: 

(i) All Payable Cost Statements of' Outside Counsel shall be paid in the order in which such Payable Cost 
Statements became Payahle Cma Statements. 

(ii) Under no circumstances shall the Original Participating Manufacturers he re'luired to make payments 
that would result in aggregate national payments by Participating Detendants uf all Puyahle Cost Statements uf Private 
Counsel in connection with all of the actions identified in Exhibits D, M and N to the Agreement, totaling more than $75 
million thr any given year. 

(iii) Any Payable Cost Statement of Outside Counsel not paid during the year in which it became a Paynhle 
Cost Statement as a result of puragraph (ii) of this subsection shall become payable in subsequent years. subject tu paragraphs 
(i) and (ii), un,il paid in full. 

(d) The Original Participating Manufacturers' obligations with respect to reasonable costs ami expenses inculTed hy 
STATE Outside Cuunsel in connection with the Action shall be exclusively as provided in this STATE fee Payment 
Agreement. and nutwithstanding any other provision of law, any Approved Cost Statement determined pursuant to subsection 
(b) ufthis section (including any Appruved Cost Statt!menl determined pursuant to arbitration hefore the Pand or the separate 
three~memher panel of independent arbitrators described therein) shall not be entered as or reduced to a judgment against the 
Original Participating Manufacturers or considered as a basis for re'luiring a bond Of imposing a lien or any other 
incumbrance. 

SECTION 20. Dil'rrjbll/;oll oj' PClym~IItS ,IIIWII/: STATE Oil/side CUUIISe/. 

(a) All payments made tn the Designated Representative pursuant to this STATE Pee Payment Agreement shall be 
for the benefit of each person or entity identitied in Exhibit S tn the Agreement by the AUorney General of the State of 
STATE lor as certilied by the governmental prosecuting authority uf the Litigating Political Subdivisionl. each of which shall 
receive from the Designuted Representative a percentage of each such payment in accordance with the fee sharing agreement. 
if any, among STATE Outside Counsel (or any written amendment thereto). 

(b) The Original Participating Manufacturers shall have no obligation. responsibility or liubility with respect to the 
allucatiun among those persons or entities identified in Exhihit S to the Agreement hy the Attorney General of the State of 
STATE lor as certilied hy the guvernmental prusecuting authority of the Litiguting Political Suhdivisionl. or with respect tn 
any claim of misallocatiun. of any amuunts paid to the Designated Representative pursuant to this STATE Fee Payment 
Agreement. 

SECTION 21. ClIiculmiolU' olAmulllIIs. 

All calculations thut may be required hereunder shall he performed by the Original Participating Manufacturers, 
with notice of the results thereof to be given promptly to the Designated Representative. Any disputes as to the correctness 
of calculations made by the Original Participating Manufacturers shall be resolved pursuant to the procedures described in 
Section Xl(c) of the Agreement for re~tllving dilOputelO as to calculationlO by the Independent Auditor. 

SE<"I'ON 22. P"YI1lI!tlf RespOIuibilily. 

(a) Each Original Purticipating Manufacturer shall he severally liahle for its share of ull payments pursuant to this 
STATE Pee Payment Agreement. Under no circumstunces shall any payment due hereunder ur any portion thereof hecume 
the joint obligation of the Original Participating Manufacturers or the obligation of any person other than the Original 
Participating Munufacturer from which such payment is originally due, nor shall any Original Participating Manufacturer he 
required to pay a purtion of any such payment greater than its Relative Market Share. 

(b) Due to the particular corporate structures of R. J. Reynolds Tohacco Cump:IOY ("Reynolds") and Brown & 
Willialmon Tobacco Corporation ("Brown & Williamson") with relOpect to their non-dumestic t()hacco operations. Reynolds 
and Brown & Williamsun shall each be severally liable fur its respective share of' each payment due pursuant to this STATE 
Fee Payment Agreement up to (and its liability hereunder shall not exceed) the full extent of its assets used in. and earnings 
and revenues derived from. its manufacture and sale in the United States of Tobacco Products intended for domestic 
consumption, and nu recuurse shall be had against any of its other assets or earnings to satisfy such obligations. 

SECTION 23, Termillation. 

In the event that the Agreement is terminated with respect to the State of STATE pursuant to Section XVIII(u) of the 
Agreement (or for any other reason) the Designuted Representative and each person or entity identitied in Exhibit S to the 
Agreement by the Attorney General of the State of STATE lor UlO certified by the governmental prolOecuting authority of the 
Litigating Political Subdivision} shall immediately refund to the Original Participating Manufacturers all amounts received 
under this STATE Pee Payment Agreement. 
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SECTION 24. Illtellc/ed Benejichlries. 

No provision hereof creates any rights on the part of. or is enforceable by. any person or entity that is not a Party 
or a person covered hy either of the releases described in section 4 hereot: except that sections Sand 20 hereuf create 
rights on the part nf, and shall be enthrceable by, the State of STATE. Nor shall any provision hereof bind any nun-signatory 
or determine. limit ur prejudice the rights of any such person or enlity. 

SECTION 25. R~pr~l'elll"/io"s of P"nies. 

The Parties heretn herehy represent that this STAT!:! Fee Payment Agreement has been duly authorized and, upon 
execution. will constitute a valid and binding contractual obligation, enforceable in accordance with its terms, of e<lch of the 
Parties hereto. 

SE<"IION 26. No Admissioll. 

This STATE Fee Payment Agreement is not intended to be and shall not in any event be construed as. or deemed to 
he, an admission or cuncession or evidence of any liability or wrongdoing whatsoever on the part of any signatory heretn or 
any person covered by either of the releases provided under section 4 hereof. The Original Participating Manufacturers 
specitically disclaim and deny any liability or wrongdoing whatsoever with respect to the claims released under section 4 
hereof and enter into this STATE Pce Payment Agreement for the sole purposes of memorializing the Original Participating 
Manufacturers' rights and obliglliions with respect 10 payment of attorneys' fees pursuant to the Agreement and avoiding the 
further expense. inc()flvenience. burden and uncertuinty of potentiallitigalion. 

SECTtoN 27. Ncm-lIClmil'sibili,y. 

This STATE Pee Puyment Agreement having been undertaken by the Parties hereto in good faith and for seHlement 
purposes only. neither this STATE Pee Payment Agreement nor any evidence of negotiations relating hereto shall be offered 
or received in evidence in any action or proceeding other than an action or proceeding arising under this STATE Fee 
Payment Agreement. 

SECfION 28. Amemlment (111(1 Waiver. 

This STATE Fee Puyment Agreement may be amended only by a wrinen instrument executed by the Parties. The 
waiver of any rights conferred hereunder shull be effective unly if made by written instrument executed by the waiving Party. 
The waiver by any Party of any hreach hereof shall nnt be deemed to be or construed as a waiver of any other hreach, 
whether prior, subsequent or contemporaneous, of this STATE Pee Payment Agreement 

SE<"ItON 29. Nutices. 

All nntices or uther communication~ to any purty heretu shall he in writing (including but not limited to telex. 
facsimile or similar writing) and shall be given to the notice purties listed on Schedule A heretu at the addresses therein 
indicated. Any Party hereto may change the name and address of the person designated tn receive notice nn hehalf of :mch 
Party by notice given as pf(lVided in this section inclUding an updated list conformed 10 Schedule A hereto. 

SECfION 30. Govemiug unv. 

This STATE Fee Payment Agreement shall be governed by the laws of the State of STATE without regard 10 the 
contlict of law rule!O of such State. 

SECTION 31. CUIISInU:t;Oll. 

Nune of the Parties hereto shull be considered tn be the drafter hereof or of any provision hereof fur the purpose of 
any statute, case hlw or rule uf interpretation or construction that would or might cause any provision to he construed "gainsl 
the drafter hereof. 

SEl-iION 32. Captiolls. 

The captiuns of the sectiuns hereof are included for convenience of reference only nnd shall be ignored in the 
construction and interpretation herenf. 

SECTION 33. E.'(('('wioll c~f STATE F('e PClymelll Agrl'emelll. 

This STATE Fee Payment Agreement muy he executed in counterparts. facsimile or phutocupied signatures shall 
be considered valid signatures as uf the date hereof. although the original signature pages shall thereafter be appended to this 
STATE Pee Payment Agreement. 

SECfION 34. Elllire Agreemelll oj' PClrlies. 

This STATE Pee Payment Agreement contains an entire, complete and integrated statement uf each and every term 
and provision agreed to by and among the Parties with respect to payment of atturneys' fees by the Original Participating 
Manufacturers in connection with the Action and is not subject to any condition or covenant, express or implied. not provided 
for herein. 

IN WITNESS WHEREOF. the Parties hereto, through their fully authorized reprelOentatives. have agreed to this 
STATE Fee Payment Agreement as of this _th day of ___ • 1998. 

(SIGNATURE BLOCK( 
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APPENDIX 
to MODEL PEE PA YMENT AGREEMENT 

PROTOCOL Of PANEL PROCEEDINGS 
This Protocol of procedures has been agreed (0 between the respective parties to the STATE ree Payment 

Agreement. and shall govern the arbitration proceedings provided for therein. 

SECTION I. Defillilio/U" 

AU detinitions contained in the STATE ree Payment Agreement are incorporated hy reterence herein. 

SECTION 2. ChCl;rmcm. 

The person selected to serve as the permanent, neutral member of the Panel as described in paragntph (h)(ii) of 
section 11 uf the ST ATE Fee Payment Agreement shall serve as the Chairman of the Panel. 

SECTION 3. Arbitration Pursucml to Agrt'emt'fIt, 

The members of the Panel shall determine thl,se malters committed to the decision of the Panel under the STATE 
Fee Payment Agreement. which shall guv!!r" as to all mailers discussed rh!!rein. 

SECilON 4. ABA Code of Ethics. 

Each of the members of the Panel shall be guverned by the Cude of Ethks for Arbitrcaors ;11 Cmllmerc:i"l DjsplCt~s 
prepared by the American Arbitration Association and the American Bar Association (the "emit! of Ethics") in conducting 
the arbitration pnlceedings pursuant to the STATE ree Payment Agreement. subject to the terms of the STATE Fee Payment 
Agreement and this Protocol. Each of the party-appointed members of the Panel shalt be governed by Canon VII of the Code 
0/ Ethics. No person may engage in any eX P"rtt! communications with the permanent. neutral member of the Panel selected 
pursuant 10 paragraph (b)(ii) of sectinn II. in keeping with Canons I, II and III of the COelL' of Ethit's. 

SEt.'TION 5. Atldi,jOlwl Rllit!s mul Prmw/"res. 

The Panel may adopt such rules and procedures as it deems necessary and appmpriate fur the discharge of its duties 
under the STATE fee Payment Agreement and this Prutucol. subject to the tenns of the STATE fee Payment Agreement and 
this Protocol. 

SECTION 6. Majority Ruh'. 

In the event thatlhe memoers of the Panel are not ununimous in their views as to any matlcr to be determined hy 
them pursuant to the STATE Fee Payment Agreement or this Protocul, the determination shall be decided by a vote of' a 
majority of the three members of the Panel. 

SECTION 7. ApfJlicmitmfiJr Ft:e AW(lrcl (Iml Olher Mcu('ri(lls. 

(a) The Applicatiun uf STATE Outside Cuunsel and any materials submitted tu the Director rdating thereto 
(collectively. "submissions") shall be ttlrwarded by the Director tu each ufthe members uf the Panel in lhe manner and on the 
dales specified in the STATE ree Payment Agreement. 

(0) All materials submitted to the Director by either Party (or any other persun) shall be served upon .\11 Parties. 
All submissions required to be served on any Party shall bl! deemed to have heen served as of the date on which such 
m.lleri:11li have neen sent fly either (i) hand delivay (lr (ii) rOicsimiit! and uvernight cuurier for priority nexl.d;,y delivery. 

(c) To Ihe extentlhat the PiJncl hclievcs that infufmation nul suhll1itlcd tn (he Panclm:,y he relcvillli fi)r 
purposes uf determining those maUers committed to the decisiun uf the Panel under the tertlls of the STATE Fee Payment 
Agreement, the Panel shall request such inthrmut;on from the Parties. 

SECfION 8. Hl'ar;llg. 

Any hearing held pursUi.lOt to section 12 of the STATE i-='ee Payment Agreement shall not take place other than in the 
presence of ,,!I three members of the P.mel upon notice and an opportunity for the respective rcpresentatiws of the Parties 10 

.mend. 

SEtTION 9. MI~H·('llatf(·m4s. 

(a) Each member of the Panel shall be compensated for his services by the Original Purtidpaling 
Manufacturers on a basis to be agreed to hetween such member and the Original Participating Manufacturers. 

(b) The memhers of the POInd shall retcr all media inquiries regurding the arbitration proceeding to the 
respective Parties to the STATE Fee Payment Agreement and shall refrain from any commenl as 10 thl! urhitralilln 
proceedings to be conducted pursuant to the STATE ree Puyment Agreement during the pelldency of such urhitration 
proceedings. in keeping with Canon IV{B) of the Cod~ (if Ethics. 

0-10 
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(1) 1996 Gremlin!! Income 

Original Participating Mlinufacturer 

Brown & Williamson Tobacco Corp. 

Lurillard Tohacco Cu. 

Philip Morris Inc. 

RJ. Reynullls Tubacco Co. 

Tutal (Base Operating Income) 

EXHIlIITO 
1996 AND 1997 DATA 

Operating Income 

5801,640,000 

$719,100,000 

54,206,600,000 

S 1 ,468,000,000 

57,195,340,000 

(2) 1997 volume (as measured by shipments ufCi!!arettes) 

Original Participating Manufacturer 

Brown & Williamson Tohacco Corp.* 

Lorillard Tobacco Co. 

Philip Morris Inc. 

RJ. Reynolds Tuhacco Co. 

Total (Base Volume) 

(3) 1997 volume (us measured by excise laxes) 

Original Participating Manufacturer 

Brown & Williamson Tuhacco Corp.* 

Lorill:lrd Tuhacco Co. 

Philip Morris Inc. 

BJ. Reynolds Tobacco Cu. 

Number of CigareUes 

78,911,000,000 

42,288,000,000 

236,203,000,000 

118,254,000,000 

475,656,000,000 

Number of Cigarettes 

78,758,000,000 

42,315,(XX),(XX) 

236,326,000,000 

119,099,000,000 

• The vulume includes 2,847,595 pounds ul' "mil your own" tohaccu converted into the numher of Cigarettes using 0.0325 
(lunces per Cigarette conversion fadm. 

Q-I 

EXHIBIT R 
EXCLUSION OF CERTAIN BRAND NAMES 

Brown & Williamson Tohucco Cnmoration 

GPC 

State Express 555 

Riviera 

Philip Morris Incorporated 

Players 

II&H 

Belmont 

Mark Ten 

Viscount 

Accord 

L&M 

Lark 

Ruthman's 

Best Buy 

Bronsun 

~&L 

Genco 

GPA 

Gridlock 

Money 

No Frills 

Generals 

Premium Buy 

Shenandoah 

Top Choice 

Lmillurd Tohacco Company 

None 

R J Reynolds TohHccn Comnany 

Best Choice 

Cardinal 

Director's Chuice 

Jacks 

Rainhow 

Scotch Buy 

Slim Price 

Smuker Friendly 

Valu Time 

Worth 
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EXHIIIIT S 
DESIGNA TION OF OUTSIDE COUNSEL 

(lntentinnally Omitted) 

S-I 

Section findings and Purpose. I 

EXHIBITT 
MODEL STATUTE 

(a) Cigarette smoking presents serious public health concerns to the State and to the citizens of the State. The 
Surgeon General has determined that smoking causes lung cuncer, heart disease and other serious diseases, ami th.d there are 
hundred~ of thousands of tobacco·related deaths in the United States each yellf. These dise'dl>CS most often do not appear 
unlil many years after the person in questin" begins smoking. 

(h) Cig:lrcl1e smoking UISH presents seriuus linunciotl concerns 1(lf the State. Under cerlain hCOIllh-curc rrugnuns., 
the Slllle nmy lUlvc a legal ubligation HI pmvide 111t:dical assistance 10 eligible persuns fur heOlhh conditiuns Ilssnci:tlcd Wilh 
cigarette smoking. and those persons may have a legal entirlement to receive such medical ussislunce. 

(c) Under these programs. the Stute pays millions of dollars each year to provide medical assistance fur these 
persons for health conditions ussociated with cigarette smoking. 

(d) It is the policy of the Slate that tinancial burdens imposed un the State by cigarette smoking be borne by tohacco 
product manufacturers rather than by the State to the extent that such manufacturers either determine to enter into a 
sCHlernent with the State ur are found culpable by the courts. 

(e) On ___ • 1998, leading United Slates tobacco product manufacturers entered into a settlement agreement, 
entitled the "Master Settlement Agreement," with the State. The Master Settlement Agreement ohligates these 
manufacturers, in return for a release of past, present and certain future claims against them as described therein, to pay 
substantial sums to the State (tied in part to their volume of sales): to fund a national foundation devoted to the interests (If 
public health; and to make substantial changes in their advertising and marketing practices and corporate culture, with the 
intention of reducing underage smoking. 

(f) It would be contrary to the policy of the Slate if tobacco pn1duci manufacturers who determine not to enter inlu 
such a settlement could use a resulting cost advantage to derive large, short~term profits in the years before liability may arise 
without ensuring that the Stale will have an eventual source of recovery from them if they are proven to have acted culpably. 
It is thus in the interest of the State to require that such manufacturers establish a reserve fund to guaranlee a source of 
compensulion and to prevent such manufacturers from deriving large. short-term profits and then becuming judgment-proof 
hefnre liahility may arise. 

Section . Detinuiuns. 

(a) "Adjusted fur intlation" means increased in accordance with the formula for intlation adjustment set t<lrlh in 
Exhibit C to the Master Settlement Agreement. 

(0) "Affiliate" means a person whn directly or indirectly owns ur contmls. is owned or cuntrolled hy, or is under 
common uwntrship or control with, another per~on. Solely for purposes of this detinitiun, the terms "uwns," "is owned" and 
"ownership" meUR uwnership uf an equity interest, or the equivalent thereof, of ten percent or more, and the term "person" 
means an individual. purtnership, committee. association, corporation or any other organization m group of persons. 

(c) "Allocable share" means Allocable Share a~ that term is detined in the Master Senlement Agreement. 

(d) "Cigareue" means any product that contains nicotine. is intended to be hurned or heated under ordinary 
conditivns of use, and consists of or contains (J) any roll of tobacco wrapped in paper or in any substance nol containing 
tohacco~ or (2) tnhucco. in ilny form. that i~ functional in the product, which. becau!'.e of its appeamnce, the type of tubacco 
used in the filler, m its packaging and laheling, is likely to he offered to, or purchased by, cunsumers as u cigaretle; or (3) any 
roll of tohacco wrapped in any substance containing tobacco which. because of its appearance, the type of tobacco used in the 
filler. or its packaging and laheling. is likely to be offered to, or purchased by. consumers as a cigarette described in clause 
(I) of this definition. The term "cigarette" includes "r()lI·your~own" (Le., any tobacco which, becduse of its appearance, type, 
packaging. ur labeling is suitable for use and likely to be offered to, ur purchased by, cunsumers as tobacco t()r making 
cigarettes). For purposes of this definition of "cigarette." 0.09 ounces of "roll-your-own" tobacco shall cuostitute one 
individual "cigarette." 

(e) "Master Settlement Agreement" means the settlement agreement (and related documents) entered into on 
___ , 1998 by the State and le •• ding United States tobacco product manufacturers. 

(f) "Qualitied escrow fund" means an escrow arrangement with a fedemlly or State chartered fimmcial inSiituriun 
having nu affiliation with any tubacco product manufacturer and having a!'.sets of at least 51,000,000,000 where such 
arrangement requires that such financial institution hold the escrowed funds' principal for the benefit of releasing parties and 
prohibits the tobacco product manufacturer placing the funds into escrow from using. accessing Of uirecting the U)iC of the 
funds' principal except as c,msistenl with section _(h)-(c) of this Act. 

(g) "Released claims" .,eans Released Claims as that term is defined in the Master Serueme"t Agreement. 

(h) "Releasing p~rties" means Releasing Parties as that tenn is defined in the Master Senlement Agreement. 

IA State mllY elect to delete the "findings and purposes" sect inn in its entirety. Other chun£,es or 
suhslitulions with respect 10 the "findings OInd purposes" section (except for p;'lrticul:lrized statl! proceduralnr 
technical requirements) will mean that the slatute will no lungerconfurm tn this mudeLI 
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(i) "Tobacco Product Manufacturer" means an entity that after the date uf enactment of this Act directly (and nol 
exclusively through any aftiliate): 

(I) manufactures cigarettes anywhere that such manufacturer intends to be sold in the United States, 
including cigarettes intended to be sold in the United States through an importer (except where such importer is an original 
participating manufacturer (as that term is detined in the Master Settlement Agreement) that will be responsihle fur the 
payments under the Master Seulement Agreement with respect 10 sut.:h cigarettes as a resuh of the provisions of suhsections 
Il(mm) uf the Master Settlement Agreemenl and that pays the taxes specitied in suhsection lI(z) of the Master Settlement 
Agreement, and provided that the manufacturer of such cigarettes does not market or advertise such cigarettes in the United 
States); 

(2) is the first purchaser anywhere for resale in the United States of cigarettes manufactured anywhere that 
the manufacturer does nol intend to be sold in the United States: ur 

(3) becomes a successor of an entity described in paragraph (I) or (2). 

The term "Tobacco Product Manufacturer" shall not include an affiliate of a tobacco product manufacturer unless 
such affiliate itself tails within any of (I) - (3) above. 

(j) "Units sold" means the numher of individual cigarettes sold in the State hy the applicable tobacco product 
manufacturer (whether directly or through a distrihutor, retailer or similar intermediary or intermediaries) during the year in 
question. as measured hy excise laxes. cdllected hy the Slate on p:lcks (or "roll-your-own" tuhact.:o containers) bearing the 
excise tax stamp of the State. The ttill in name of responsible state agencYJ shall promulgate such regulations as are 
net.:essary to ascertain the amount of State excise tax paid on the cigareues of such tobacco product manufacturer for each 
year. 

Section _" Requirements. 
Any tubacco product manufacturer selling cigarettes 10 consumers. within the Slate (whether directly or through a 

distrihutor. retailer or similar intermediary or intermediaries) after the dale of enactment of Ihh~ Act shall do one of the 
fulluwing: 

(.1) hCL:uITIC u parlicipating manu'i'L:tur~r (OIS Ihat lerm is delint:d in sCL:tiun lI(jj) of the M:tstcr Sclllclllcnt 
Agn:ement) and generally perfurm its financial obligations under the Master Seulement Agreement; ur 

(b) (I) place into a quulitied escrow fund by April 15 of the year folluwing the year in question the following 
amounts (as such amounts are adjusted t{)r inflation)·· 

J 999: S.0094241 per unil suJd after the date of enactment of this At.:t;2 

2000: $.0104712 per unit sold after the date of enactment of this Act;" 

for each uf 2001 and 2002: $.0))6125 per unit suld aftcr the dale of enactment ufthis Act; 

fur each uf 2003 through 2006: S.O I 67.539 per unit suld after the date of enactment uf" this Act; 

fur each of 2007 and each year thereafter: S.0188482 per unit sold aCler the date of enactment (If (his Act. 

(2) A tobacco produci manufacturer (hut places funds intu escrow pursuant to paragraph (I) shall receive 
the interest or other appreciation on such funds as earned. Such funds themselves sh"JI be released from escrow only under 
the following circumstances --

(A) to pay a judgment or settlement on any released ell.jm brought ag:'linsl such tunaccn 
pruduci manufacturer by the Shlle or any releasing party located or residing in the State. runds shall he released I"rom escrow 
under this subparagraph (i) in the urder in which they were placed into escrow and (ii) (mly to the extent and at the time 
net:cssary to make payments required under suchjudglTIent or settlement; 

(8) to the extent that a tubacco product manufacturer estahlishes that the amount it was 
required to place inru escrow in a particular year was greater than the State's allocahle share uf the lOtal payments thut such 
manufacturer would ho.\Ve been required to make in thai year under the Master Settlement Agreement (as determined pursuant 
to section JX(i){2) of the Master Settlement Agreement, and before any of the adjustments or offsets described in section 
IX(i)(3) of that Agreemenr other th~m the Inflation Adjustment) had it heen a participating manufacturer, the excess shull he 
released from escrOW and revert back to such tobaccu product manufacturer; or 

(C) to the extent not released fmm escrow under subparagraphs (A) or (ll). funds shnll be 
released from escrow and revert back to such tohacco product manufacturer twenty-live years ana the dale on which they 
were placed inlo escrow. 

(3) Each tobacco product manufacturer thai elects to place funds into escrow pursuant to this 
subsection shall annually cenify to the Attorney General lor other State ofticiall that it is in compliant:e with this subsection. 
The Attorney General (or other State uflicialj may bring a civil action on behalf uf the State against any tobacco product 

1 (All per unit numbers subject to verificationJ 
,1 IThe phrase "atler the date of enactment of this Acr" would need to he included only in Ihe calendar yeur in which the Act 
is enucted.! 
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manufacturer that fails to pluce into escrow the funds required under this section. Any tobacco product manufacturer that 
fails in uny year tn place intu escrow the funds required under this section shall .-

(A) be required within 15 days to place such funds inro escrow as shall hring it inw compliant.:e 
whh this section. The court, upon a finding (If a violation of this subsection, may impose a civil penalty {to be paid to the 
general fund of the stateJ in an amount not (0 exceed S percent of the amount improperly withheld from escrow per day of the 
violation and in a lutal amount nut to exceed 100 percent of the original amount improperly withheld from escr()W~ 

(8) in the case ura knowing violation. be required within 15 days tn place such funds into escrow 
as shall bring it into compliance with this sectitln. The court. upon a finding of a knowing violation of this suhsection. may 
impose a civil penalty Ito be paid to the general fund of the stateJ in an amount not to exceed J5 percent of the amount 
improperly withheld from escrow per day of the violation and in a total amount not to exceed 300 percent of the original 
amount improperly withheld from escrow; and 

(C) in the case of a second knowing violation. be prohibited from selling cigareHes to consumer~ 
within the Stale (whether directly or through a distributor. retailer or similar intermediary) for a period nnt to exceed 2 years. 

Each failure to make an annual deposit required under this section shall constitute a separate violation.4 

jA Stale may elect to include a requirement thai the viulator also pay the State's costs and attorney's fees incurred 
during a suct:essful prosecution unda this paragraph (3).j 
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EXHI8ITU 
STRATEGIC CONTRI8UTION FUND PROTOCOl, 

The payments made by the Participating Manufacturers pursuant to section JX(c)(2) of the Agreement ("Strategic 
Cuntributiun rund") shall he allncated among the Settling States pursuant tu the process set forth in this Exhihit U. 

Section! 

A panel cummittee of three former Attorneys General or former Article III judges ("Allucation Committee") shall he 
established to determine allocations of the Strategic Contribution fund, u!<iing (he prucess described herein. Two of the three 
members of the Allocation Committee shall be selected by the NAAG executive committee. Those two members sh'llI 
choose the third Allucation Committee member. The Allocatiun Committee shall he ge(lgraphically and politically div~rse. 

Section 2 

Within 60 days after the MSA Ex.ecution Date, each Settling State will submit an itemizeu request fur funds from 
the Strategic Contribution rund, hased on the crheria set forth in Section 4 of this I:hhibit U. 

SWilln.l 
The Allucation Committee will determine the appropriate allocation (or each Settling State based on the criteria set 

forth in Section 4 below. The Allocation Cummittee shall make its determination based upon written docurnenhtlion. 

Section 4 

The crileria to be considered by the Allocation Committee in its allocation decision include each Settling State's 
contributiun to the litigation or resolution of state tobacco litigation, including. but not limited to, litig .. tion and/or seulement 
with tobacco product manufacturers, including Liggeu and Myers and its uftiliated entities. 

Section 5 

Within 45 days after receiving the itemized requests for funds from the Settling Stares, the Allocation Committee 
will prepare a preliminary decision allocating the Strattgic Contribution Pund payments among the Sell ling Slates who 
suhmitted itemized re({UclOts for funds. AU Allocation Committee decisions must be by majority Vole. Each Settling Stale 
will have )0 days to suhmit comments on or objections to the drafc decisiun. The Allocation Committee will issue u tinal 
decision allocating the Strategic Contrihulion Pund payments within 45 days. 

~ 
The uecisinn uf the Allocation Cummittee shall be final and non-appealable. 

Section 7 

The expenses of the Allucution Committee, in an amount not to exceed SIOO,OOO, will he paid from disbursements 
from the Subsection VIIl(c) Account. 
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Ron. Fern M. Smith (Ret.) 
JAMS 
Two Embarcadero Center, Suite 1500 
San Francisco, CA 94111 
Telephone: ( 415) 982-5267 
Fax: (415) 982-5287 
ARBITRATOR 

In the 2003 NPM Adjustment 
Proceedings 

ARBITRATION 

The signatory Participating Manufacturers ("PMs") and 19 of the States and Territories 

that are parties to this Arbitration have agreed to a Term Sheet to settle their dispute concerning 

the 2003 NPM Adjustment. The Term Sheet is attached as Exhibit A to this Stipulated Partial 

Settlement and Award, including an addendum reflecting the parallel provisions that the Term 

Sheet requires for Subsequent Participating Manufacturers ("SPMs"). 

The States and Territories that have signed the Term Sheet are Alabama, Arizona, 

Arkansas, California, Georgia, Kansas, Louisiana, Michigan, Nebraska, Nevada, New 

Hampshire, New Jersey, North Carolina, Tennessee, Virginia, West Virginia, Wyoming, the 

District of Columbia and Puerto Rico. This Stipulated Partial Settlement and Award refers to 

these States and Territories as "Signatory States" and to the PMs and the Signatory States 

collectively as the "Settling Parties." 

32 of the States and Territories that are parties to this Arbitration have not signed the 

Term Sheet, and 27 of them have objected to the Term Sheet on a number of grounds. This 
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Stipulated Partial Settlement and Award refers to the Settling States that have not signed the 

Term Sheet as Non-Signatory States and to the 27 States that have objected as Objecting States. 

The Panel heard initial presentations from the Settling Parties and the Objecting States 

regarding the Term Sheet and the objections at a two-day status conference on January 22-23, 

2013. At that conference, the Panel made clear that it would neither "approve" the Term Sheet 

nor mediate a settlement, but that it would consider entering a stipulated partial award. The 

Settling Parties then jointly submitted a proposed stipulated partial award to whose entry they 

agreed. The Panel has reviewed that proposed award, has reviewed extensive briefs and 

supporting materials filed by the Settling Parties and the Objecting States, and has heard 

argument on the issues at a hearing on March 7-8, 2013. The Panel now awards as follows. 

I. The Panel's Jurisdiction 

1. The Panel has jurisdiction to enter this Stipulated Partial Settlement and Award 

and to rule on the objections as part of its jurisdiction over the 2003 NPM Adjustment dispute. 

As the Panel has previously explained, its jurisdiction under Section XI( c) of the MSA and the 

court orders compelling arbitration includes "all issues 'related to"' the 2003 NPM Adjustment 

dispute, including, but not limited to, whether or not the States diligently enforced their 

Qualifying Statutes for the year 2003. Order Re: Jurisdictional Objections, at 7, 13 (Lexis ID 

#34056745). 

2. The MSA provides that this arbitration is "governed by the Federal 

Arbitration Act.'~ MSA §XI( c). Once a dispute is committed to arbitration under the FAA, "the 

arbitrators normally have the authority to decide all matters necessary to dispose of the claim." 

Ross Brothers Constr. Co. v. International Steel Servs., 283 F.3d 867, 875 (7th Cir. 2002); see 
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Ansari v. Qwest Commc 'n Corp., 414 F.3d 1214, 1220-21 (lOth Cir. 2005); Shaw's 

Supermarkets, Inc. v. United Food & Commercial Workers, 321 F.3d 251,254 (1st Cir. 2003). 

3. This includes authority to interpret and apply the parties' contract, to resolve any 

"issues relating to the substance of the dispute," and to decide "procedural questions ancillary to 

the substantive one." United Paperworkers Int'l. Union v. Misco, Inc., 484 U.S. 29, 38 (1987); 

Shaw's Supermarkets, 321 F.3d at 254; Nat'[ Cas. Co. v. First State Ins. Grp., 430 F.3d 492, 

499-500 (1st Cir. 2005). It also includes authority to determine the existence or effect of a 

settlement ofthe dispute. United Steel Workers Int'l Union v. TriMas Corp., 531 F.3d 531, 539 

(7th Cir. 2008). 

4. The Panel has jurisdiction to rule on the issues raised concerning the MSA 

reallocation provisions and to determine how the 2003 NPM Adjustment will be allocated among 

the Non-Signatory States in light of the settlement. These are issues that are a central part ofthe 

2003 NPM Adjustment dispute before the Panel and that involve interpretation of the MSA. The 

Panel has previously resolved issues concerning the reallocation provisions in the related context 

of"no contest" determinations, and no party disputed that the Panel had jurisdiction to do so. 

Order Re: PMs' Motion For Clarification on No-Contest Issue, at 18 (Lexis ID #38479237) 

("No-Contest Order"). The Panel's jurisdiction to interpret and determine the operation of the 

reallocation provisions is no less where a State is no longer contested because of a settlement. 

5. The Panel also has jurisdiction to incorporate and direct the Independent Auditor 

to implement those provisions of the settlement that govern the amount and mechanism of 

monetary payments as among the Settling Parties, specifically the amounts to be received by the 

PMs and the Disputed Payments Account ("DP A") funds to be released. These are integral 

provisions to the Settling Parties' settlement of the 2003 NPM Adjustment dispute in this 
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Arbitration. As these provisions would need to be applied and administered by the Independent 

Auditor, as the Objecting States object that the Independent Auditor may not implement them, 

and as the Panel has jurisdiction under Section XI( c) of the MSA to give direction to the 

Independent Auditor, it falls within the Panel's authority to rule on the objections and to provide 

appropriate direction to the Independent Auditor so that the Settling Parties will know whether 

their settlement will be given effect. 

6. That the direction to the Independent Auditor includes implementation of the 

referenced settlement provisions as they pertain to years beyond 2003 does not necessarily take 

the Panel beyond its jurisdiction. Parties frequently enter into settlements that cover more than 

the claim they are litigating or arbitrating at the moment. Tribunals have jurisdiction to issue 

orders approving or giving effect to such broader settlements even where they would lack 

jurisdiction to adjudicate the additional claims being resolved. Abramson v. Pennwood Inv. 

Corp., 392 F.2d 759, 762 (2d Cir. 1968); F.M. v. Palm Beach County, 912 F. Supp. 514, 515 

(S.D. Fla. 1995), aff'd, 84 F.3d 438 (11th Cir. 1996) (summary order). Such jurisdiction exists 

even in the class-action context, where courts are asked not only to formally "approve" the 

settlement but also to render it binding on absent class members. Nottingham Partners v. Trans­

Lux Corp., 925 F.2d 29, 34 (1st Cir. 1991); In re Corrugated Container Antitrust Litig., 643 F.2d 

195,221 

7. 

Cir. 

Here, moreover, the Panel is not ''approving" the Term Sheet, much less 

rendering it binding on absent class members. It is just giving effect to the Settling Parties' 

agreed settlement payments as among themselves, by directing the Independent Auditor to 

implement the settlement provisions at issue. In doing so, the Panel is not assessing the merits of 

any NPM Adjustment dispute, including particularly questions of diligence or non-diligence for 
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any years other than 2003. Instead, the Objecting States' objections to these settlement 

provisions are based on legal arguments regarding MSA interpretive issues that are the same as 

to 2003 as to subsequent years. 

8. Finally, even if there any were question about the Panel's jurisdiction to give that 

direction as to post-2003 years, the Settling Parties can agree to give the Panel jurisdiction to do 

so, as long as the Panel concludes (as it has) that the direction to the Independent Auditor does 

not adversely affect the legal rights ofthe Non-Signatory States. The Settling Parties have 

informed the Panel that they confer the Panel with the jurisdiction necessary to enter this 

Stipulated Partial Settlement and Award and agree to the Panel's exercising such jurisdiction. 

II. 

1. This Stipulated Partial Settlement and Award among the PMs and Signatory 

States resolves with finality the Settling Parties' dispute concerning the 2003 NPM Adjustment 

and certain subsequent years as to limited issues and provides direction to the Independent 

Auditor concerning releases from the DPA and amounts to be received by the PMs pursuant to 

the settlement. 

2. This Stipulated Partial Settlement and Award is limited to: (a) incorporating the 

provisions of the Tenn Sheet that govern the amount and mechanism of monetary payments 

(amounts to be received by the PMs and the DPA funds to be released) as among the Settling 

Parties; 1 (b) directing the Independent Auditor to implement those provisions; (c) ruling how the 

2003 NPM Adjustment will be allocated in light of the settlement among the Non-Signatory 

States that did not diligently enforce a Qualifying Statute during 2003; and (d) ruling on the 

objections raised by the Objecting States. 

1 These are Term Sheet§§ I, II, III.B.l, III.B.3-4, III.C.l, IV.A, IV.H, IV.I, IV.J.3, IV.K, Appendix A and the SPM 
addendum to the Term Sheet. 
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III. Directions To The Indeoendent Auditor 

1. The Independent Auditor is directed to implement the provisions ofthe Term 

Sheet incorporated in Section II above. 

2. In implementing those provisions, the Independent Auditor will order the release 

of funds from the DPA as described in the Term Sheet and specified below, and allocate the 

released funds as described in the Term Sheet and specified below. In so doing, the Independent 

Auditor will ensure that the Non-Signatory Allocable Share ofboth the NPM 

Adjustment funds now in the DPA (principal and earnings) and the additional amounts to be paid 

into the DP A under the first sentence of Paragraph 5 of Appendix A to the Term Sheet remains 

in the DP A. The Independent Auditor will also apply the amounts to be received by the PMs as 

described in the Term Sheet and specified below. In so doing, the Independent Auditor will 

ensure that no part of those amounts are allocated to the Non-Signatory States. 

3. The Independent Auditor will, in performing the duties under Paragraphs 1-2 

above, (a) order the release of the funds in the DPA as provided by Paragraphs 5-7 of Appendix 

A to the Term Sheet, (b) allocate those released DPA funds solely among the Signatory States in 

the manner provided by Paragraph 6 of Appendix A to the Term Sheet and as they direct, (c) 

apply the amounts the PMs are to receive under§ I ofthe Term Sheet and Paragraphs 1-3 and 7-

8 of Appendix A to the Term Sheet and allocate those amounts among the PMs as they direct, (d) 

allocate those amounts solely among the Signatory States as they direct in the manner provided 

by§ I.B of the Term Sheet and Paragraphs 4 and 6 of Appendix A to the Term Sheet, (e) apply 

the amounts the PMs are to receive under§§ II, III.B and III.C of the Term Sheet, allocate those 

amounts among the PMs as they direct, and allocate those amounts solely among the Signatory 

States in the manner provided by those provisions, and (f) make all calculations and 
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determinations required of it under the provisions of the Term Sheet incorporated in Section II of 

this Stipulated Partial Settlement and Award. These directions apply as to the parallel provisions 

for SPMs in the SPM addendum to the Term Sheet. 

4. Based on the current Signatory States, the Independent Auditor's performance of 

the above requirements in connection with the April 2013 MSA payment will include: 

(a) ordering that [$1,760,176,204.21] NPM Adjustment funds (plus the 

accumulated earnings thereon) be released from the DPA and that [$2,483,161,178.12] NPM 

Adjustment funds (plus the accumulated earnings thereon) remain in the DP A. These 

amounts are based upon payment into the DPA of the amounts required to be paid under the first 

sentence of Paragraph 5 of Appendix A to the Term Sheet and are subject to each Signatory 

State's right under Paragraph 5 of Appendix A to the Term Sheet to defer the release of its DPA 

funds· 2 

' 

(b) allocating the amount released solely among the Signatory States as they 

except for $10 million that will be allocated to the Data Clearinghouse as provided by § 

ofthe Term Sheet; 

(c) applying a credit of[$815,937,317.90] to the Original Participating 

Manufacturers' ("OPMs") MSA payment due on April 15, 20133 and allocating that credit 

among the OPMs as they direct; and 

(d) allocating that credit solely among the Signatory States as they direct in 

the manner provided by Paragraph 4 of the Appendix A to the Term Sheet. 

2 [The numbers in this Paragraph 4 and Paragraph 6 below are subject to verification by the parties and Independent 
Auditor as being consistent with the provisions of Paragraphs 2-3, as the Independent Auditor has broader access to 
the relevant data, including the precise amount ofNPM Adjustment funds in the DP A. The numbers are also subject 
to change if additional parties join the settlement.] 
3 Parallel credits for the SPMs are included in the SPM Appendix attached hereto. [Note: The amounts in 
Paragraph 4( c) and the SPM Appendix assume that the 2012 NPM Adjustment is identical to the 2011 NPM 
Adjustment and will need to be revised once the Independent Auditor calculates the actual2012 NPM Adjustment in 
the upcoming weeks.] 
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(e) These instructions would be subject to change if additional States join the 

settlement. The Independent Auditor will act in accordance with Paragraphs 2-3 and the 

provisions of the Term Sheet referenced in Section II of this Stipulated Partial Settlement and 

Award in implementing the Stipulated Partial Settlement and Award as to MSA payments after 

April2013 and as to the SPMs' MSA payments due on April15, 2013. 

5. There are NPM Adjustment amounts that are not yet in the DP A because the 

PMs' right to pay them into the DPA has not yet accrued: for example, the 2010-2012 NPM 

Adjustments for the OPMs, the 2012 NPM Adjustment for SPMs, and the NPM Adjustments for 

subsequent years for all PMs. The Term Sheet provides that the Signatory States' Allocable 

Shares ofthese amounts will not be held in the DPA, except as provided in§ IV.A ofthe Term 

Sheet with respect to NPM Adjustments for 2015 and subsequent years. Unless the second 

exception in§ IV.A of the Term Sheet applies, the Independent Auditor will instruct the PMs to 

deposit the Signatory States' Allocable Shares ofthese amounts into the DPA and will then 

promptly order the release ofthose Shares allocated as follows: (a) with respect to the 2010-14 

NPM Adjustments, in the manner provided by Paragraph 6(ii) of Appendix A to the Term Sheet 

or as the Signatory States direct; and (b) with respect to the NPM Adjustments for 2015 and 

subsequent years, among the Signatory States and PMs in the manner provided by§§ IV.A and 

IV.J.3 of the Term Sheet, and (in the case of funds released to the Signatory States) as the 

Signatory States direct and (in the case of funds released to the PMs) as the PMs direct. If a PM 

also pays the Non-Signatory States' Allocable Shares of its portion of an NPM Adjustment 

covered by this Paragraph into the DPA, the Independent Auditor will ensure that only the 

Signatory States' aggregate Allocable Share of the amount deposited is released and that the 

Non-Signatory States' aggregate Allocable Share of the amount deposited remains in the DPA. 
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6. The Independent Auditor's performance of the requirements ofParagraph 5 in 

connection with the April2013 MSA payment will include: (a) instructing the OPMs to deposit 

into the DPA the Signatory States' Allocable Shares of the 2010 NPM Adjustment for the OPMs, 

which based on the current Signatory States equals [$322,970,319.02]; (b) promptly ordering the 

release of that amount allocated among the Signatory States in the manner provided by 

Paragraph 6(ii) of Appendix A to the Term Sheet or as the Signatory States direct; and (c) if an 

OPM also pays the Non-Signatory States' Allocable Shares of its portion ofthe 2010 NPM 

Adjustment into the DP A, ensuring that only the Signatory States' aggregate Allocable Share of 

the amount deposited is released and that the Non-Signatory States' aggregate Allocable Share of 

the amount deposited remains in the DP A. These instructions would be subject to change if 

additional States join the settlement. The Independent Auditor will act in accordance with 

Paragraph 5 as to the SPMs in connection with the April 2013 MSA payment. 

IV. 

1. In light ofthe settlement, the 2003 NPM Adjustment will be allocated among the 

Non-Signatory States as follows. The dollar amount of the 2003 NPM Adjustment will be 

reduced by a percentage equal to the aggregate Allocable Shares of the Signatory States as of the 

date of the Panel's Final Award (as of the date of this Stipulated Partial Settlement and Award, 

that percentage is 41.9964405%). The Independent Auditor will treat the Signatory States as not 

subject to the 2003 NPM Adjustment for purposes of Section IX(d)(2)(B)-(C) ofthe MSA. The 

Signatory States' shares of the 2003 NPM Adjustment, as that Adjustment amount is reduced as 

provided above, will be governed by the reallocation provisions of Sections IX(d)(2) and 

IX(d)(4) ofthe MSA, and will thus be reallocated among all Non-Signatory States that did not 

diligently enforce a Qualifying Statute during 2003 as provided in those provisions. The 
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maximum portion of the 2003 NPM Adjustment that can be applied to a Non-Signatory State 

remains as provided by Section IX(d)(2)(D) of the MSA. 

2. This judgment reduction is appropriate and adequate under the MSA and 

governing law. Where multiple parties have a potential shared contractual obligation and some 

of them settle and some do not, the non-settling parties cannot necessarily block the settlement, 

but may be entitled to a judgment reduction. The ''three standard methods for reducing judgment 

against non-settling defendants after a partial settlement" are '"pro rata (court divides the amount 

of the total judgment by the number of settling and non-settling defendants, regardless of each 

defendant's culpability), proportionate fault (after a partial settlement and trial of the nonsettling 

defendants, the jury determines the relative culpability of all the defendants and the non-settling 

defendant pays a commensurate percentage of the total judgment), and pro tanto (the court 

reduces the non-settling defendant's liability for the judgment against him by the amount 

previously paid by the settling defendants, without regard to proportionate fault)." In re Enron 

Corp. Sees., Deriv. & ERISA Litig., 2008 U.S. Dist. Lexis 48516, at *20-21 (S.D. Tex. 2008); see 

In re Masters Mates & Pilots Pens. Pl. Litig., 957 F.2d 1020, 1028 (2d Cir. 1992); In re Jiffy 

Lube Sees. Litig., 927 F.2d 155, 160-61 & n.3 (4th Cir. 1991). 

3. Where non-settling defendants are given the protection of the applicable 

judgment-reduction method required under the contract and law, they are not prejudiced by the 

partial settlement. See, e.g., Enron, 2008 U.S. Dist. Lexis 48516, at *60-61; Eichenholtz v. 

Brennan, 52 F.3d 478, 486-87 (3d Cir. 1996). 

4. Under Paragraph 1, the Non-Signatory States receive the pro rata reduction, 

under which the dollar amount of the 2003 NPM Adjustment will be reduced by a percentage 

equal to the aggregate Allocable Shares of the Signatory Construing the parties' contract, 
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the Panel concludes that the MSA reallocation provisions indicate that the pro rata method is 

appropriate. These provisions use the specific term "pro rata," stating that the shares of diligent 

States are to be "reallocated among all other Settling States pro rata in proportion to their 

respective Allocable Shares." MSA § IX(d)(2)(C) (emphasis added); see also MSA § 

IX(d)(2)(D) ("pro rata in proportion to their respective Allocable Shares"). More fundamentally, 

the MSA also provides i:hat the reallocation is not done on a relative fault basis. The amount of a 

diligent State's share that is reallocated is its pro rata share of the whole, not an amount derived 

from its particular fault level Likewise, the amount of reallocated share that a non-diligent State 

receives is derived from its pro rata share of the liable not its fault level. If the 

reallocation of diligent States • shares is done on a pro rata basis in this way, the Panel reads the 

MSA as likewise meaning that a judgment reduction arising from some States' settlement of the 

diligent enforcement issue should be pro rata as well. 

V. Objections of Objecting States 

1. The Objecting States contend that the Term Sheet violates their rights under the 

MSA. While no party has claimed that the Term Sheet is not a good faith settlement, the 

Objecting States object to a number of its provisions, including the provisions for release ofDPA 

funds and its lack of terms addressing how the reallocation provisions of the MSA (§§ IX(d)(2) 

and IX(d)(4)) would apply to the Signatory States' Allocable Shares ofthe NPM Adjustment. 

The Objecting States claim the Term Sheet's DPA provisions and its potential effect on the 

reallocation provisions adversely affect them. They also claim that these and other Term Sheet 

provisions constitute an amendment to the MSA that would require their consent under MSA § 

XVIII(j). 
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2. After reviewing the Objecting States' arguments and submissions, the Panel 

concludes that the objections are not grounds that bar entry of the Stipulated Partial Settlement 

and Award or that otherwise bar the Settling Parties from proceeding with the settlement 

pursuant to the Term Sheet. 

3. The "general rule ... is that a non-settling party does not have standing to object 

to a settlement between other parties." Jamie S. v. Milwaukee Pub. Schs., 668 F.3d 481, 501 (7th 

Cir. 2012). Non-settling parties have standing only if they allege the settlement creates "plain 

legal prejudice" to their rights. That standard is satisfied, for example, where the non-settling 

parties allege that the settlement strips them of a legal claim or cause of action. Importantly, 

however, that standard is not satisfied where the non-settling parties instead allege merely that 

the settlement denies them special benefits or imposes practical disadvantages on them. See, 

e.g., id.; In re Integra Realty Resources, Inc., 262 F.3d 1089, 1102-03 (lOth Cir. 2001); In re 

Vitamins Antitrust Class Actions, 215 F.3d 26,28-31 (D.C. Cir. 2000); Agretti v. ANR Freight 

Sys., Inc., 982 F.2d 242, 246-48 

4. The Panel concludes that the Stipulated Partial Settlement and Award and the 

Term Sheet do not legally prejudice or adversely affect the Non-Signatory States. The Panel 

reasons as follows: 

DP A. It is undisputed that, under the MSA, the PMs have the right of first recovery for 

NPM Adjustment funds in the DPA. See Order re: Transfers From DPA, at 2 (Lexis ID 

#37754064); see also MSA §§ XI(f)(2), XI(i)(l)(B). ·the Tenn Sheet, the PMs have 

waived that right for the Signatory States, allowing the Signatory States to recover their 

Allocable Share of those DPA funds. See Term Sheet Appendix mf 5-6. 
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The PMs' limited DP A waiver for the Signatory States in no way prejudices the Non­

Signatory States, legally or otherwise. The Non-Signatory States have no entitlement to the 

favorable treatment that the PMs have afforded the Signatory States as part of the consideration 

for settling their dispute. Nor will that favorable treatment harm the Non-Signatory States. They 

have failed to demonstrate any reasonable likelihood that they will recover less from the DPA 

than they would have recovered absent the settlement. Moreover, the PMs have expressly 

committed that, if any Non-Signatory State ever later demonstrates that it is at risk of recovering 

less from the DPA than it would have recovered from the DP A absent the settlement, the PMs 

will allow that State to recover the extra amount from the DP A and will themselves recover any 

resulting unpaid share of the NPM Adjustment through an appropriate credit against the next 

year's annual payment. 

Reallocation. Tl operation of the MSA reallocation provisions with respect to the 2003 

NPM Adjustment will be as provided in Section IV. As described in Section IV, this provides 

the Non-Signatory States with appropriate and adequate protection under the MSA and the law 

from potential prejudice arising from the settlement's removal of the Signatory States from 

further contribution towards the 2003 NPM Adjustment. 

The Panel does not agree with the Objecting States' contention that all Signatory States 

must be treated as non-diligent for purposes of the 2003 NPM Adjustment. There is no basis in 

the facts to assume that every Signatory State was non-diligent in 2003. Moreover, the 

Objecting States' position does not reflect any of the three standard methods of judgment 

reduction. Such an assumption would produce a considerably larger reduction in the Non­

Signatory States' potential obligations than any of the standard methods. It is also contrary to 

13 



the underlying principle of judgment reduction that, because a settlement is not tantamount to an 

admission ofliability, settling defendants are not regarded as necessarily culpable or liable. 

The Objecting States argue that the MSA reallocation provisions must be wholly 

inapplicable to a State's share unless there is an actual determination that the State was diligent. 

They claim that any approach by which any State's share is otherwise subject to reallocation is 

an "amendment" to the MSA requiring their consent. But the MSA does not directly speak as to 

the process to be used when some States settle diligent enforcement and some do not. It is thus 

within the Panel's jurisdiction to interpret the contract in light of governing law to determine 

what the appropriate process and judgment reduction is where there is a partial settlement of 

diligent enforcement involving fewer than all of the States. United Paperworkers, 484 U.S. at 

38. There is thus no "amendment" to the MSA in the Panel doing so. Should any Objecting 

State, found by the Panel to be non-diligent, have a good faith belief that the pro rata deduction 

does not adequately compensate them for a Signatory State's removal from the re-allocation 

pool, their relief, if any, is by appeal to their individual MSA court. The cut-off date for inter­

state suits set forth in the Panel's "no contest" order, is not applicable to such procedure. 

Other objections. None of the Term Sheet's provisions imposes new legal obligations on the 

Non-Signatory States or deprives those States of existing legal rights. Thus, to the extent that the 

Objecting States object to the Term Sheet in other respects than those discussed above, the Panel 

hereby concludes that the Objecting States have not suffered "plain legal prejudice" from and are 

not adversely affected by the Term Sheet. 

6. Neither this Stipulated Partial Settlement and Award nor the Term Sheet 

constitutes an amendment to the MSA that requires the consent of any Non-Signatory States 

under MSA § XVIIIG). As a threshold matter, the Term Sheet is not an "amendment" of the 
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MSA at all. Rather, it is a settlement of disputes that have arisen under the MSA as written, 

which does not address the procedures to be used should partial settlements take place. In any 

event, even if an amendment were involved, the MSA provides that it only must be signed by 

"all Participating Manufacturers affected by the amendment and by all Settling States affected by 

the amendment." MSA § XVIII(j). The Panel construes the term "affected by" to mean 

"materially prejudiced by." For the reasons discussed above, none of the Term Sheet's 

provisions "affect" the Non-Signatory States within the meaning of the contract. The only States 

bound by any terms in the Term Sheet are the Signatory States, i.e. the ones that have signed it, 

including, but not limited to, definitional changes regarding ''Units Sold" or other terms in the 

MSA. 

II 

II 

II 

II 

II 

II 

II 

II 

II 

II 

II 

II 

II 
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VI. Conclusion 

This Stipulated Partial Settlement and Award is entered on the Panel's understanding 

based on the representation of the Settling Parties that: (a) the second sentence of§ IV.F of the 

Term Sheet regarding Panel oversight of the documentation process is not operative and (b) this 

Stipulated Partial Settlement and Award satisfies the condition in§ IV.E.2 of the Term Sheet 

regarding a Panel order as to the Term Sheet, such that the Tam Sheet is ft6W eiftffiag ea all 

signatories. 
4 

SO ORDERED. 

Dated: March 12, 2013 

s/William. G. Bassler 
------------
The Honorable William G. Bassler 
Arbitrator 

Chairperson 

_____ s/Abner J. Mikva'------­
The Honorable Abner J. Mikva 
Arbitrator 

4 
As of this date, Lhe Participating Manufacturers that are signatories to the Term Sheet are: Philip Morris USA Inc., 

R.J. Reynolds Tobacco Co., Lorillard Tobacco Co., Commonwealth Brands, Inc., Campania Industrial de Tabacos 

Monte Paz, S.A., Daughters & Ryan, Inc., Ets L Lacroix Fils S.A. (Belgium), Farmer's Tobacco Co. of Cynthiana, 

Inc., House of Prince NS, Imperial Tobacco Limited/ITL (UK), Imperial Tobacco Mullingar (Ireland), Imperial 

Tobacco Polska S.A. (Poland), Imperial Tobacco Production Ukraine, Imperial Tobacco Sigara ve Tutunculuk 

Sanayi Ve Ticaret S.A. (Turkey), Japan Tobacco International U.S.A., Inc., King Maker Marketing, Inc., Kretek 

International, Liggett Group LLC, Lignum-2, Inc., 000 Tabaksfacrik Reemtsma Wolga (Russia), Peter Stokkebye 

Tobaksfabn'k A/S, Premier Manufacturing, Inc., P.T. Djarum, Reemtsma Cigarettenfacbriken GmbH {Reemtsma), 

Santa Fe Natural Tobacco Company, Inc., Scandinavian Tobacco Group Lane Ud (formerly Lane Limited), 

Shennan 1400 BroadwayN.Y.C., Inc., Societe National d'Exploitation Industrielle des Tabacs etAllurnettes 

(SEIT A), Top Tobacco, L.P., Van Nelle Tabak Nederland B.V. (Netherlands), Vector Tobacco lnc., Von Eicken 

Group. 
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SPM APPENDIX 

As directed by section Ill, paragraphs (2) and (3), of the StipulatedP artial Award, amounts to be credi red to SPMs' April 15, 2013 payments 
are: 1 

Commonwealth Brands, Inc. 
Companiaindustrial de Tabacos Monte Paz, S.A. 
Daughrers & Ryan, Inc. 
House of Prince AIS 
Japan Tobacco International U.S.A., Inc. 
King Maker Marketing Inc. 
Kretek Inrernational 
Lane Limired. 
Ligmun-2, Inc. 
P erer Stokkebye T obaksfabrik AIS 
Premier Manl.t'a.cturing. Inc. 
P.T. Djarum 
Reemtsma Ci garettenfabriken GmbH (Reemtsma) 
Santa FeN atural Tobacco Company, Inc. 
Shennan 1400 BroadwayN.Y.C., Inc. 
Top Tobacco, L.P. 
U.S. Flue-Cured Tobacco Growers, Inc. 
V onEickenGroup 

$ 16,817,216 
$ 156,667 
$ 57,811 
$ 979,764 
$ 1,632,410 
$ 1,723,694 
$ 255,848 
$ 175,007 
$ 388,979 
$ 297,081 
$ 1,332,213 
$ 893,022 
$ 60 
$ 2,405,747 
$ 250,061 
$ 2,832,749 
$ 676,935 
$ 27,963 

Some SPMs do not have an MSA payment due in2013 sufficient to absorb the creditlisred above. The Auditor shall penn it any suchSPM to 
carry forward its credit to April 15, 2013 payments for use in future years. Alternatively, if such SPM and any other PM joil:llly notify the 
Independent Auditor that the credit to be applied in 2013 has been transferred from the SPM to the other PM (the "transferee PM''), the Auditor 
shall credit the amount otherwise due the SPM with respect to its April 15, 2013 above to the transferee PM. 

N ore: The amounts in this Appendix assume that the 2012 NPM Adjustment is identical to the 2011 NPM A<!jusbn ent and will need to 
be revised once the Independent Auditor calculares the actua120 12 N PM Adjustment The numbers in this Appendix remain subject to 
verification These numbers would be subject to change if the identity of the Signatory Stares changes. 
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November 14, 2012 

TERM SHEET 

I. ACCRUED CLAIMS FOR 2003 TO 2011 AND 2012 NPM ADJUSTMENT 

Accrued claims relating to the NPM Adjustment disputes for 2003 to 2011 and the 2012 NPM 
Adjustment would be handled as follows: 

A. The basic methodology from the August 2010 MOU would be retained, with the 
following adjustments: 

1. All amounts related to the 2010,2011 and2012 NPM Adjustments would 
be added to the tenns of the settlement. 

2. The settlement value would be increased from 29.5% to a percentage 
ranging from 3 7.5% to 46%. The applicable percentage within that range 
depends on the aggregate Allocable·Share of the signatory Settling States as 
follows: 

Aggregate Allocable Share 

80% ortnore 
75-79.90/o 
70-74.9% 
65-69.9% 
60-64.9% 
55-59.9% 
50-54.90/o 

Settlement Value Percentage 

37.5% 
38.5% 
39.5% 
40.5% 
42.5% 
44.5% 
46% 

Appendix A sets forth the reference date for detennining the aggregate 
Allocable Share and the increased settlement value applicable to States that 
sign this Term Sheet after December 14,2012 (or, in the ca8e.ofStates with 
December hearing dates, after the start of their hearing). 

3. The amount contributed to fund the Data Clearinghouse would be reduced 
from $20,000,000 to $10,000,000. 

B. The signatory Settling States would allocate the settlement amounts (either the 
application of the credits to the PMs or the receipt of amounts released from the 
DP A, or both) among themselves so as to fully compensate those signatory Settling 
States whose diligent enforcement for 2003 was uncontested for their share of the 
2003 NPM Adjustment, plus intereSt. 

C. These provisions would be implemented as provided in Appendix A. 

II. TRANSITION 

A. There will be a two-year transition period covering sales years 2013-2014 during 
which the r~vised NPM Adjustment will operate as follows. 



B. The revised adjustment for non-SET-paid sales under Section III.C will not apply 
for those years. The revised adjustment for SET -paid sales under Section III.B will 
apply for those year~ except for the final sentence of Section III.B.2.c and the tribal 
tax clause of footnote 1. 

C. In addition, for each of those years, the signatory PMs will receive the amounts 
detailed in Section ll.A.3 of the MOU, except that the percentage in (a) of that 
Section will be 25% and the Market Share Loss referred to in (a)-( d) of that Section 
will be the 2011 Market Share Loss. 

III. NPM ADJUSTMENT FOR SUBSEQUENT YEARS 

A. The terms of the MOU would be abandoned and replaced with the adjustments 
outlined herein. 

B. SET-Paid NPM Sales1 

1. Adjustment. Each year, an adjustment will be applied to a signatory Settling 
State's share of the OPMs' MSA Payment equal to the adjustment amount 
for each non-compliant NPM cigarette on which SET is paid in the state. 
The adjUstment amount will be three times the per-cigarette escrow deposit 
rate in the Model Escrow Statute for the year of the sale, including the 
inflation adjustment in the statute. There will be a proportional adjustment 
for each signatory SPM in proportion to the size of its MSA payment for 
that year. 

2. Meaning of non-compliant NPM cigarettes~ Non--compliant NPM cigarettes 
are SET -paid NPM cigarettes as to which escrow was (i) not deposited at 
the Escrow Statute rate or (ii) released or refunded except as provided in the 
Escrow Statute as amended by Allocable Share Repeal. The tertn non­
compliant NPM cigarettes does not include: 

a. cigarettes on which the escrow was deposited at the statutory rate by 
either: (i) the NPM or any other entity liable for such payments 
under the laws of the individual signatory Settling State, or (ii) a 
person or entity in the distribution chain on behalf of such NPM or 
other entity liable for such payments under such laws, so long as 
such state did not release or refund any part of the deposit, unless 
released pursuant to the terms of the Escrow Statute, as amended by 
Allocable Share Repeal; 

b. Cigarettes on which a signatory Settling State recovered at the 
statutory rate on an escrow bond posted pursuant to the laws of that 

1 SET includes state cigarette excise tax or other state tax on. the distribution or sale of cigarettes (other than a state or 
local silles tax that is applicable to consumer products generally a.ild is not in lieu of an excise tax), and, for NPM 
cigarettes sold after 2014, an excise or other tax imposed by a state- or federally-recognized tribe on the distribution or 
sale of cigarettes. Except if otherwise indicated, references to ''NPM sales," ''NPM cigarettes" and ''NPM volume" in 
this Term Sheet refer to NPM Cigarettes, with the term "Cigarette" having the meaning given in the MSA. 
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state, so long as such state did not release or refund any part of the 
deposit so recovered, unless released pursuant to the terms of the 
Escrow Statute~ as amended by Allocable Share Repeal; 

c. cigarettes as to which the state is barred from requiring escrow 
deposits from all entities liable for such payments under its 
individual state law, and from recovery on a remaining escrow bond, 
by an automatic stay or subsequent order in a federal bankruptcy 
proceeding or by order of a court of competent jurisdiction that 
requiring escrow deposits is barred by federal Or state constitutional 
law (other than state constitutional provisions added Cit atnended 
after the signature date of this document or state constitutional law 
as it may impact or be applied in relation to sovereign immunity or 
other Native American issues) or federal statutory or common law, 
so long as: (i) the state opposes and appeals the stay or order,2 and 
(ii) the NPM and brand at issue were properly on the state's 
approved-for-sale directory, either in accordance with the terms of 
Complementary Legislation or pursuant to the order of a court of 
competent jurisdiction barring removal of the NPM or brand from 
that directory, within 30 days prior to the time of sale. This 
paragraph only applies to signatory Settling States that have 
requirements in effect that the NPM in ques:tion post a bond in at 
least the amount described in section 17(b) ofthe Appendix to the 
MOU and that importers are jointly and severally' liable for escrow 
deposits due from an NPM with respect to NPM cigarettes that they 
import; or 

d. SET -paid NPM cigarettes sold after 2014 in a signatory Settling 
State on which escrow was timely deposited in an amount equal to 
or greater than the Escrow Statute rate, but as to which the State 
releases a portion of such amount not to exceed 50% ofthe Escrow 
Statute rate pursuant to a tribal compact to a federally recognized 
tribe (or tribe that was recognized by that State as of January 1, 
2012) with a reservation in that State where each of the following is 
true: (i) the release occurs no earlier than one year after the deposit 
is made, (ii) the cigarettes on which the escrow is released were sold 
in retail transactions to consumers on that tribe's reservation, (iii) 
the money released is provided to the tribe itself and used solely for 
public safety on such tribe's reservation and/or social services for 
tribal members (e.g., health care, education) and not for any function 
that could directly or indirectly promote or reduce the costs of 
cigarette production, :marketing or sales, (iv) the :money released is 
not used in any way for the benefit of an NPM or to facilitate NPM 
sales, (v) the compact makes the requirements of Section IV.L 
applicable to the tribe, and the tribe is in conformity with such 

2 Subject to any limitation arising from Rule I 1 or similar state ethical rules. 
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requirements, and (vi) the State has amended its Escrow Statute to 
remove the NPM•s right to reversion and interest as to (but only as 
to) the escrow to be released in conformity with the above 
requirements. 3 Provided, however, that (i) a signatory Settling State 
may not release more than $1 million in escrow as described in this 
paragraph in any year to all tribes collectively; and (ii) in the event a 
court strikes down a signatory Settling State's removal of the 
NPMs' right to reversion and interest descn"bed in (vi) above, such 
State may pay to tribes the amounts authorized under the remainder 
of this paragraph out of its general fund (subject to all other 
conditions and limits set forth above). A State that releases escrow 
as described in this paragraph has the responsibility of ensuring that 
(i)-(vi) and the terms of the preceding sentence are met. 

3. Safe Harbor. No adjustments under this section will be applied to a 
signatory Settling State for any year in which the state demonstrated (a) that 
escrow was deposited on at least 96% of all NPM cigarettes sold in the state 
during that year on which SET was paid in the state, or (b) that the number 
of SET -paid NPM cigarettes sold in the state during that year on which 
escrow was not deposited did not exceed 2 million cigarettes. 

4. Timing. The adjustment amount with respect to a signatory Settling State 
will be applied to that state's share of the signatory PMs' next annual MSA 
Payment. If a stay or order, as referenced supra, is reversed or otherwise 
becomes Ii.o longer operative and escrow is not then deposited on the 
cigarettes at issue, the adjustment on those cigarettes will be applied to that 
state's share of the signatory PMs' next annual MSA Payment unless a 
further stay or order is entered. Adjustment amounts applied to a state's 
share will he subject to appropriate repayments by the signatory PMs if 
escrow is deposited on the cigarettes at issue after application of the 
adjustment 

5. Process. The process will be as specified in Sections II.B.5 and N.B of the 
MOU. The final Settlement agreement will include provisions as to 
communication of information to the Data Clearinghouse. 

C. Non-SET-Paid NPM Sales 

1. Non-SET -Paid NPM Sales would be handled as to the signatory Settling 
States per the terms of the MSA, with the following adjustments: 

3 This paragraph applies only with respect to cigarettes ofNPMs that existed in the U.S. market as of June 1, 2012 and 
does not apply with respect to cigarettes ofNPMs that entered the U.S. market after that date. In addition, thiS 
paragraph does not apply where any NPM involved in the production, disln"bution or sale of the cigarettes at issue is 
one (or an affiliate or successor of one) affiliated with the tribe (or any members of the tribe) to which the escrow 
would be released. For purposes of this paragraph, a tn"be with reservation land located in more than one State is 
considered to have a reservation in, and to be eligt"ble for release of escrow from, only the State in which the largest 
portion ofits reservation land is located. 
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a. The total NPM Adjustment liability (if any) of each signatory 
Settling State under the original formula for a year would be reduced 
by a percentage. The percentage would equal the sum of (i) the 
percentage reptesented by the fraction of the total SET -paid NPM 
volume in the MSA States divided by nationwide FET -paid NPM 
volume for that year;4 plus (ii) in the case of a signatory Settling 
State that has, as of January I of the year at issue, executed 
doctlinentation approving the PSS amendment, the percentage 
represented by the fraction of(x) the total equity-fee-paid NPM 
sales in those PSS that had in effect for the entire year at issue an 
NPM equity fee law that, by its tenns; imposed a per-pack fee equal 
to or greater than 90% of the escrow rate for sales made that year 
under the Escrow Statute on all cigarette sales in such state that it 
has the authority under federal law to tax, divided by (y) nationwide 
FET-paid NPM volume.5 

b. The liability reduction under paragraph (a) would be effectuated by 
each signatory Settling State that is found non-diligent and allocated 
a share of the NPM Adjustment amount receiving a reimbursement 
by the signatory PMs through the methodology detailed in 
Paragraph 3(a) of the Agreement Regarding Arbitration. 

2. The Diligent Enforcementstandard applies to all FET-paid NPM sales that 
the State reasonably could have known about and on which such State has 
the authority under federal law to tax or collect escrow, including (i) all 

4 The total SET -paid NPM volume in the MSA States will be calculated as follows. SET -paid NPM volume in a 
signatory Settling State will be the nwnber of SET -paid NPM sales in that State in that year a..<1 determined through the 
process described in Section ill.B.5. SET~paid NPM volume in a non-signatory Settling State will be NPM sales in 
that State in that year on which the State's cigarette excise tax was paid (or on which another state tax on the 
distribution or sale of cigarettes or an excise or other tax imposed by a tribe was paid ifthat State in that year treated 
NPM sales on which such tax was paid as fully subject to the escrow requirement under that State's Escrow Statute). 
For a non-signatory Settling State, such vohnne will be as reported by that State under the Significant Factor 
procedmes agreement (or other agreement among the parties as to the Significant Factor issue for that year), provided 
that any signatory PM or signatory Settling State may challenge that reported volume in the arbitration referenced in 
Sections ill.C.4 and IV .J.l as an inaccurate measure of the volume described in the preceding sentence. In the event 
of such a challenge., the arbitration panel's determination of the volume will be final and binding on all signatory PMs 
and signatory Settling States; References to ''FET" indude arbitrios de cigarillos in Puerto Rico. 
5 The final settlement agxeement will include provisions addressing how the information for calculating the total 
equity-fee-paid NPM sales in each such PSS will be obtained. The current fee laws in MS and MN will be deemed to 
meet the requirements of clause (x) even though they otherwise would not so long as the per pack amount in effect 
under them remains at least as large as it is now. The signatory PMs further agtee to the following: (i) the signatory 
OPMs agree to support the enactment in FL and TX of legislation meeting the requirements of clause (x) provided that 
such legislation is not in conjunction with any other iegislative proposal and does not contain any provision that 
applies to the OPMs or their products or businesses; (ii) if the PSS amendment has become effective, the signatory 
SPMs agree not to oppose the enactment in FL and TX oflegislation meeting the requirements of clause (x) provided 
that such legislation is not in conjunction with any other legislative proposal; and (iii) if a signatory PM supports the 
enactment in fL orTX of an equity fee law that does not meet the requirements of clause (x) and such law is enacted, 
the law will be deemed to meet the requirements of clause (x) as to that signatory PM (and, if enactment of the law 
was supported by signatory PMs with more than 60% Market Share, the law will be deemed to meet the requirements 
of clause {x) as to all signatory PMs). 
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such sales made via the Internet, (ii) all such tribal sales or sales on tribal 
lands, and (iii) all such sales that may otherwise constitute contraband. 6 

3. Factors relevant to the Diligent Enforcement determination include, but are 
not limited to: (i) whether the number ofNPM sales in the State that were 
SET -paid and addressed under Section IILB was reduced by virtue of a 
policy or agreement not to require/collect SET or enforce an SET stamping 
requiremen~ or an indifference to SET collection or to enforcement of an 
SET statttping requirement; and/or (ii) whether the actual number of SET­
paid NPM sales in the State during that year was significantly greater than 
the number of such sales addressed under Section III.B. 7 

4. The signatory Settling States agree that diligent enforcement will be 
determined as to them in a single arbitration each year. Future arbitrations 
under this Term Sheet would be governed by the arbitration terms outlined 
within the MOU, except to the ex:tent necessary for a :future merged 
arbitration to proceed as described in Section IV.J.l below. 

S. The signatory Settling States and the PMs will continue to discuss in good 
faith on an ongoing basis whether there are other actions that they can 
reasonably take to prevent non-SET -paid NPM sales. 

IV. OTHER TERMS 

A. Withholding/Disputed Payment Accounts. Ex:cept as provided in Section J below, 
the PMs will not withhold or pay into the DP A based on a diSpUte arising out of the 
revised NPM Adjustment, except if the dispute was noticed for arbitration by the 
PM over one year prior to the payment date and the arbitration has not begun 
despite good faith efforts by the PM. 

B. Most Favored Nations. The MFN clause provided within the MOU would be 
retained. 

C. RYO. Those terms relating to RYO in the MOU as to applying the SET-paid sales 
provision to RYO would be retained (i.e., it applies if tax other than SET is paid, 
and whether or not the state law requires that the containers be stamped). The 
signatory Settling States and the signatory PMs will continue to discuss in good 
faith on an ongoing basis the issues ofpipe tobacco being sold for use as R YO and 
of cigatette rolling machines being located at retail establishments and clubs. 

D. Office. Those terms of the MOU designating an office within each signatory 
Settling State as a point-of-contact on tobacco-related matters would be retained. 

6 The following are exempt from the Diligent Enforcement standard: (i) NPM cigarette sales on a federal inStallation 
in a transaction that is exempt from state taxation under federal law, and (ii) NPM eig~ sales on a tribe's 
reservation by an entity owned and operated by that tribe or member of that tribe. to a consumer who is an adult 
member of that tribe in a transaction that is exempt from state taxation under federal law. 
7 A finding referenced in {ti) will not increase the adjushnent applicable to the State under Section Ill.B or the 
reduction under Section lli.C.l(a)(i). 
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E. Conditions of Settlement. The terms of this Term Sheet are conditioned upon: (1) 
joinder by a critical mass ofPMs and a critical mass of Settling States by December 
14, 2012; and (2) approval of this Term Sheet's terms by the Arbitration Panel. On 
December 17, 2012, each party that has signed this Term Sheet will determine, in 
each party's sole discretion, whether a critical mass ofPMs and Settling States 
have joined such that it will proceed with the settlement, provided that the 
signatory PMs agree that a critical mass of Settling States will have joined if the 
aggregate Allocable Share of the Settling States that sign this Term Sheet by 
Decetil.ber 14, 2012 and determine to proceed with the settlement on December 17, 
2012 is 50% or more and such States include the States that participated directly in 
the drafting of this Term Sheet (AZ, AR, CA, MI, NE, NV, TN). If the settlement 
proceeds, additional Settling States and PMs may join the settlement following 
December 14, 2012 by signing this Tertii Sheet or the final settlement agreement up 
to the end date of the last individual State diligent enforcement hearing in the 2003 
Arbitration, although they will have different payment obligations or payment 
rights as detailed, in Appendix A. Settling States may join the settlement after the 
end date of the last individual State diligent enforcement hearing in the 2003 
Arbitration if the signatory PMs, in their sole discretion, agree. PMs may join the 
settlement after the end date of the last individual State diligent enforcement 
hearing in the 2003 Arbitration if the signatory Settling States, in their sole 
discretion, agree. 

F. Settlement Agreement. The parties will cooperate in the drafting and execution of a 
comprehensive final settlement agreement incorpomting the terms of this Term 
Sheet, as well as all other customary terms and conditions acceptable to the parties. 
The docwnentation process will be subject to the oversight of the Arbitration Panel. 
Pending the execution of the final settlement agreement, this Term Sheet is binding 
on all signatories provided the conditions of Section IV .E are met. 

G. Necessary legislation. All signatory Settling States must have the Escrow Statute, 
Complementary Legislation and Allocable Share Repeal in full force and effect A 
signatory Settling State that does not currently have Allocable Share Repeal in full 
force and effect will have until the end of2013 to put it into full force and effect. If 
it does not do so, starting with NPM cigarettes sold in 2014, NPM cigarettes on 
which that State releases escrow that would not be released under Allocable Share 
Repeal will be treated as non-compliant NPM cigarettes under Section II.B. 

H. Significant Factor. The signatory Settling States agree that the significant factor 
condition to the NPM AdjuStment is no longer operative as to them. Beginning for 
2022, no NPM Adjustment will be applicable to the signatory Settling States for 
any year in which NPM Market Share is 3% orless.8 

I. Profit Adjustment. The final settlement agreement will include appropriate 
provisions ensuring that the OPMs will not be subject to a profit adjustment under 

8 This Section does not affect the calculation of the amount of the NPM Adjustment under the MSA or this Term 
Sheet applicable to the signatory Settling States for any year in which NPM Market Share is greater than 3%. 
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Section B(ii) of Exhibit E arising from payments under Sections I-II being 
concentrated.or recognized in less than 10 years. 

J. Relation with non-joining States. If there are Settling States that are not signatory 
Settling States and the parties agree to proceed with the settlement: 

1. The parties will cooperate in merging the arbitration under Section TII.C.4 
for a year with the diligent enforcement arbitration under Section XI( c) of 
the MSA as to non,. joining States for that year. 

2. The 2015 arbitration under Section lii.C will not commence until the 2015 
diligent enforcement arbitration begins as to non-joining States. The 
provisions of Section III.B will continue to apply on the schedule descn'bed 
in that Section. 

3. In the interim, the signatory Settling States and the PMs will split the 
amounts at issue under III.C for 2015 and each subsequent year on a 50-SO 
basis, subject to repayment without interest by the PMs or credit without 
interest by the signatory Settling States after the arbitration for that year 
concludes. No more than 1 year would be subject to repayment or credit in 
any one year. 

4. Notwithstanding the above, the PMs would have the right to commence the 
2015 arbitration under Section III.C as to the signatory Settling States in 
advance of the above schedule if the volume of non-SET -paid NPM sales 
exceeds 9 billion cigarettes in each of any two years. After the first such 
year, the PMs and signatory Settling States would discuss measures that 
could be taken to avoid such sales. Notwithstanding the above, the 
signatory Settling States would have the right to commence the 2015 
arbitration under Section Ill. C. as to the PMs in advance of the above 
schedule if the volume ofnon-SET -paid NPM sales is less than 2 billion 
cigarettes in each of anytwo years. Any early commencement under this 
paragraph requires the unanimous approval of the signatory members of the 
side seeking early commencement. 

K. Cap of MSA payment. A signatory Settling State may not be subject to a total NPM 
Adjustment under this Term Sheet for a year in excess of its total MSA payment for 
that year. 

L. Taxes. If a signatory Settling State has a law. regulation, systematic policy, 
compact or agreement with respect to taxes (applicability, amouilt, eollection Or 
refund) or stamping that is different for any NPM cigarettes than any PM cigarettes 
or a law, regulation, systematic policy, compact or agreement with respect to 
stamping that does not set forth specific requirements regarding when and what 
stamps are required, the law, regulation, systematic policy, compact or agreement 
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will be relevant to the Diligent Enforcement determination. 9 In addition, if the 
difference between NPM and PM cigarettes with respect to taxes or stamping is 
material, the reduction in liability described in Section III.C.l(a)(i) will not be 
applied with respect to that State (if found non-exempt from the NPM Adjustment) 
for a year in which the difference is in effect. 

M. Additional Legislation. If requested by a signatory Settling State, the PMs will 
support the enactment Of legislation, provided that such legislation is not in 
conjunction with any other legislative proposal and contains no deviation of 
substance from the model language referred to below, which: (i) pennits the 
release of taxpayer-confidential information to the Data Clearinghouse for the 
purpose of fulfilling its responsibilities under the settlement; (ii) imposes the 
bonding requirement described in Section III.B.2.c above, (iii) imposes the joint­
and-severalliability requirement described in Section IILB.2.c above, (iv) modifies 
the Escrow Statute in a manner consistent with Section III.C.2-3 above with respect 
to the subjects described in those Sections, and/or (v) permits a compact meeting 
the conditions described in Section III.B.2.d above and modifies the Escrow Statute 
in the manner described in Section III.B.2.d(vi) above. the final settlement 
agreement will include model language for the above modifications. (including 
appropriate severability language) that signatory Settling States may choose, at 
their option, to use, and the PMs agree that the model language (or language 
containing no material deviation of substance from it) will not affect the status of a 
signatory Settling State's Escrow Statute as a Qualifying or Model Statute or any 
prior agreement to that effect. In addition, if requested by a signatory Settling 
State, the PMs will not oppose the Model Legislation set forth in Appendix A to the 
MOU. The signatory Settling States and the signatory PMs will continue to discuss 
in good faith on an ongoing basis support for other appropriate legislative 
enactments that would enhance enforcement of and/or improve compliance with the 
escrow requirement and for legislation prohibiting or limiting the sale of cigarettes 
to any consumer who is not in the physical presence of the seller at the time of sale. 

N. Potential New Participating Manufacturers. Subject to the condition specified in 
the last sentence of this section, the PMs agree to waive rights under Section 
XVIII(b) of the MSA as to NPMs signing the MSA and becoming a Participating 
Manufacturer without making back-payments for sales in prior years that would 
otherwise be required under Section II(jj) of the MSA and/or without making full 
escrow deposits on such prior sales, provided that the following conditions are met: 
(i) theNPM signs the MSA within 120 days of the execution of the final settlement 
agreement; (ii) the NPM turns over the full amount on deposit in its existing escrow 
accounts to the Settling States; (iii) all other MSA terms are applicable to the NPM 
and the NPM waives any claim of immunity from enforcement ofits MSA 
obligations; (iv) the NPM agrees to the other customary terms and conditions, apart 
from back-payments and escrow deposits, that the States have required for new 

9 This does not include (i) taxes or stamping requirements that differ for reservation sales and non"reservation sales 
provi~dthat the taxes and stamping requirements f!.pplicable to reservation and non-reserv~J.tionsales respectively are 
the same for both PM and NPM sales, or (ii) requirements that NPM cigarettes bear a stamp of a different color .solely 
for pwposes of identificatiQn. 
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Participating Manufacturers (including quarterly payments and de-listing); and (v) 
the NPM agrees that substantial non-compliance with its MSA obligations during 
the first five years after joining the MSA in the absence of a good-faith dispute 
would trigger the back-payment obligations that would otherwise have been 
required of it. The PMs do not waive rights under Section XVIll(b) of the MSA as 
to a new Participating Manufacturer's performance of its MSA obligations going 
forward. This section is conditioned upon the delivery to the PMs within 60 days 
of the execution of the final settlement agreement a binding agreement executed by 
all Settling States and the Foundation that NPMs that sign the MSA pursuantto this 
provision without making full back-payments will not be considered Participating 
Manufacturers for purposes of Section IX( e) of the MSA. 10 

0. Release of Escrow. Except pursuant to the unanimous consent of the signatory 
PMs, signatory Settling States will not release or refimd escrow deposited for the 
resolved years 1999-2012 or transition years 2013-2014 except to a State or as 
provided in the Escrow Statute as amended by Allocable Share Repeal. Any 
release or refi.md of escrow deposited for subsequent years will be addressed as 
provided in Section lli.B for SET -paid NPM sales and as provided in Section Ill.C 
and the Diligent Enforcement standard for non-SET -paid NPM sales. 

10 This provision does not apply to any entity that had previously agreed to sign the MSA and to make any back­
payinents. The PMs retain their rights wider SectionXVIII(b) of the MSA as to any such entity. 
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APPENDIX A: 

1. The OPMs receive a total amount equal to (a) the aggregate Allocated Settlement 
Percentage of the signatory Settling States multiplied by $6.52 billion; and (b) the 
aggregate Allocated Settlement Percentage of the signatory Settling States 
multiplied by the OPMs' full2010-12 NPM Adjustments. Each signatory Settling 
State's Allocated Settlement Percentage equals the product of its Allocable Share 
percentage and the applicable settlement value percentage imder Paragraph 2. 11 

2. (A) For Settling States that sign this Term Sheet by 6:00P.M. PST on the initial 
sign-on date and determine to proceed with the settlement on December 17, 2012, 
the applicable settlement value percentage is that reflected in the grid below, with 
the aggregate Allocable Share being the aggregate Allocable Share of the Settling 
States that sign this Term Sheet by the Reference Date and proceed with the 
settlement: 

Aggregate Allocable Share 

800/o or more 
75-79.9% 
70-74.9% 
65-69.9% 
60-64.9% 
55-59.9% 
50-54.9% 

Settlement Value Percentage 

37.5% 
38.5% 
39.5% 
40.5% 
42.5% 
44.5% 
46% 

Except as provided below, the initial sign-on date is December 14,2012. For 
Settling States whose individual State diligent enforcement hearing in the 2003 
Arbitration is scheduled to begin in December 2012 (WA, AZ and CO), the initial 
sign-on date is the day preceding the beginning of its hearing unless the beginning 
of its hearing is deferred until after December 14, 2012. At the present time, WA 
and AZ have agreed to such deferral, and their initial sign-on date will be 
December 14,2012 so long as the Panel approves the deferral. 

(B) For Settling States that sign this Term Sheet (or, in the case of Settling 
States that do not sign this Tenn Sheet, the final settlement agreement) after the 
initial sign-on date, the applicable settlement value percentage is 59%. The 
signatory PMs, in their sole discretion, may waive all or part of the increase above 
the applicable settlement value percentage under subparagraph (A) as to such a 
State without triggering the MFN clause in this Term Sheet and without any 
obligation to provide a similar waiver to any other State.12 

(C) The Reference Date is December 21, 2012. A Settling State that signs this 

11 References to a State's "Allocable Share" percentage in this Term Sheet are to the percentage set forth for that State 
as listed in Exhibit A of the MSA. 
12 Approva1 by signatory PMs representing at least 85% Market Share in 2011 will be sufficient for this waiver and 
will bind the remaining signatory PMs. 
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Term Sheet after the initial sign-on date but by the Reference Date will be counted 
as part of the aggregate Allocable Share under subparagraph (A) whether or not the 
signatory PMs waived the increased percentage applicable to such State under 
subparagraph (B). 

3. (A) The amount under Paragraph 1 will be provided by the OPMs receiving 
credits reflecting the total amount specified in Paragraph 1 (the "Total OPM 
Amount"). Subject to Section IV .I, the credits will be applied as follows: (i) 50% 
of the Total OPM Amount as a credit against the OPMs' MSA annual payment due 
in Apri12013; and (ii) aU% reduction in the OPMs' MSA annual payment under 
Section IX( c )(1) of the MSA due in each of April 2014-2017, plus interest on the 
amount of each reduction (except as provided in the accompanying footnote) at the 
Prime Rate calculated from April15, 2013.13 

(B) The amount of the percentage in subparagraph (A)(ii) will be the percentage 
that, when applied to the OPMs' estimated MSA annual payments due in April 
2014-2017 (the estimate being after the Inflation Adjustment, Volume Adjustment 
and Previously Settled States Reduction, but before the remaining adjustments, 
reductions and offsets under the MSA), yields a total reduction equal to 50% of the 
Total OPM Amount. (For example, if 50% of the Total OPM Amount were $1 
billion and the OPMs' estimated MSA annual payments for 2014-2017 (as adjusted 
as specified above) were $5 billion per year, the percentage in subparagraph (A)(ii) 
would be 5o/o.) The percentage will be filled in with respect to the MSA annual 
payment due in Apri12014 pursuant to these specifications as of the Reference 
Date (once the Total OPM Amount is known), subject to change in the event 
additional Settling States sign this Term Sheet or the final settlement agreement 
after the Reference Date. With respect to each of the reductions to the MSA annual 
payments due in April2015-2017, the percentage will berecalculated annually on 
October 15 of the year prior to the year the payinent is due (for example, on 
October 15,2014 for the MSA annual payment due in April2015) to reflect the 
percentage that, when applied to an estimate of the OPMs' next annual payment 
based upon inflation and volume in the first 9 months of the year prior to the year 
the payment is due, yields a reduction equal to 12.5% of the Total OPM Amount.14 

(C) The final settlement agreement wtll include provisions that will apply in the 
event the Total OPM Amount increases after the Auditor's Final Calculation of the 
MSA annual payment due on April15, 2013 as a result of increased State 

13 Interest will only be. paid on the portion of each reduction that exceeds 20% of the signatory Settling States' 
aggn;gate Allocable Share of amounts previously withheld by an OPM and paid into the DPA pursuant to Paragraph 
5. 
14 The reductions to be applied in 2014-2017do not co1Ult in calculating the NPM Adjustment or toward the cap in 
Section IV.K (the finalsettlement agreement will include provisions addressing how the OpMs will receive the funds 
at issue if such a State doe.s not have a sufficient MSA payment remaining in any such y~ to apply the reductions 
due that year). In addition. the final settlement agreement will include provisions ~ganlingtheacctual of the 
reductions. 
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participation after that date and that specify how the increased part of that Amount 
will be provided to the OPMs. Unless the parties agree otherwise, those provisions 
will be consistent with the principles of this Appendix, including providing for 
payment of500A, of the increased part of that Amount by first-available credit and 
of the remaining 50% by reduction. 

(D) Each credit and reduction will be allocated among the OPMs as directed by 
theOPMs. 

4. The credit and reductions under Paragraph 3 will be allocated solely among the 
signatory Settling States and will not be allocated to the Allocated Payment of any 
non-signatOry Settling State. Except as provided in Section I.B or as may be 
agreed upon by the parties in the final settlement agreement, the credit and each of 
the reductions will be allocated among the signatory Settling States in proportion to 
their respective Shares. A signatory Settling State's "Share" means the percentage 
yielded by dividing its Allocated Settlemei:J.t Percentage by the aggregate Allocated 
Settlement Percentages of all signatory Settling States.15 

5. Any OPM that withheld amounts with respect to an NPM Adjustment will pay that 
amount into the DPA by seven days after approval of this Term Sheet's terms by 
the Arbitration Panel. Each OPM that paid amounts attributed to the 2003, 2004, 
2006, 2007, 2008 at 2009 NPM Adjustments into the DPA (inCluding previously 
withheld amounts paid into the DPA pursuant to the preceding sentence) will, as of 
the date it receives confirmation from the Independent Auditor that it will apply all 
of the credits and reductions described in Paragraphs 1-3 and allocate them as 
described in Paragraphs 4 artd 6, instruct the Escrow Agent and the Independent 
Auditor to release to the signatory Settling States from the DPA an amount equal to 
the total amounts attributed to such NPM Adjustments (plus the accumulated 
earnings thereon) multiplied by the aggregate Allocable Share percentage of the 
signatory Settling States, less amounts allocated to the Data Clearinghouse per 
Section I.A.3 above. Individual signatory Settling States may choose to have their 
DPA releases spread over 2013-2017. This would not affect any credits, 
adjustments or other calculations. 

6. The signatory Settling States and OPMs will jointly instruct the Escrow Agent and 
Independent Auditor: (i) to apply all of the credits and reductions described in 
Paragraphs 1-3, and to allocate them among the OPMs as described in Paragraph 3 

15 Subject to the limits specified below, a signatory Settling State that signs this Term Sheet by the Reference Date 
may elect, by notice to the parties no later than the Reference Date, for its Share of the Total OPM Amount to be 
applied entirely as a credit against the OPMs' MSA annual payment due in Apri12013. In that event, the overall 
amounts of the respective credit and reductions under Paragraph 3 will not change, but the credit and reductions will 
be allocated among the signatory Settling States differently so that (i) each electing State is allocated a portion of the 
April2013 credit equal to its Share of the Total OPM Amount and is allocated none of the 2014-2017 reductions, and 
(ii) each other signatory Settling State is ;:Ulocated a lower portion of the April20 13 credit and a corresponding higher 
portion of each of the 2014-2017 reductions as necessary to fulfill the provisions of Paragraph 4. Unless the OPMs 
agree otherwise, the election right will not be available if it would result in a profit adjustment under Section B(ii) of 
Exhibit E ofthe MSA or if it is not possible to apply the preceding sentence because too many signatory Settling 
States have already sought to make that election. 
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and solely among the signatory Settling States as described in Paragraph 4; and (ii) 
to allocate the amount released from the DPA under Paragraph 5 solely among the 
signatory Settling States in proportion to their respective Allocable Shares, except 
for those amounts allocated to the Data Clearinghouse. 

7. There will be parallel provisions for SPMs so that each signatory SPM receives the 
same (i.e., no greater) relative payment amounts on the same general timetable and 
makes the sa:rile relative releases (including amounts paid into the DPA attributed 
to the 2010-11 NPM Adjustments) through an equivalent process. 

8. The remaining methodology in the August 2010 MOU would be retained, including 
as to SPMs that withheld funds (including in excess of their total payment amounts 
under this Term Sheet), SPMs that are not current on their undisputed or 
adjudicated MSA payment amounts or that expressly waived or assigned 
Adjustnient claims, and late;joining Settling States or PMs. Late-joining Settling 
States would be eligible to join subject to the provisions of Section IV.E, but their 
payment amount would be as provided in Paragraph 2. Any late-joining OPM will 
be treated in the si.une manner as a late-joining SPM was to have been treated under 
the August 2010 MOU. A PM or Settling State that signs this Term Sheet after the 
initial sign-on date (for PMs, 6:00P.M. PST on December 14, 2012; for States, as 
provided in Paragraph 2) will be considered late-joining, provided that, in the case 
of a late-joining Settling State, the signatory PMs may waive all or part of the 
'increased payment from that State as provided in Paragraph 2. 
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SPM ADDENDUM 

The following reflects the parties' agreement as to the parallel provisions under Paragraph 7 of Appendix A with respect to the individual 
SPMs listed in Exhibit A hereto. 1 

1. Each listed SPM will receive a total amount equal to (a) the aggregate Allocated Settlement Percentage of the signatory Settling 
States multiplied by the amount listed for that SPM in the attached Exhibit A; and (b) the aggregate Allocated Settlement Percentage of the 
signatory Settling States multiplied by that SPM' s full 2010-12 NPM Adjustments. 

2. Each listed SPM that paid amounts attributed to any of the 2003, 2004 or 2006-2011 NPM Adjustments into the DPA, will, as of the 
date it receives confirmation from the Independent Auditor that it will apply all of the credits, payments, and reductions described in Paragraph 
4 below (or in the case of Liggett and Vector, Paragraph 5 below) and allocate them consistent with Paragraphs 4 and 6 of Appendix A and 
Paragraph 3 below, instruct the Escrow Agent and the Independent Auditor to release to the signatory Settling States from the DPA an amount 
equal to the total amounts attributed to such NPM Adjustments (plus the accumulated earnings thereon) multiplied by the aggregate Allocable 
Share percentage of the signatory Settling States. 

3. The parallel provisions to Paragraphs 4 and 6 of Appendix A will include provisions for instructions to the Escrow Agent and 
Independent Auditor (i) to apply all of the credits, payments, and reductions described in Paragraphs 4 and 5 below and to allocate them solely 
among the signatory Settling States; (ii) to allocate amounts paid or released by each SPM solely among the signatory Settling States; and 
(iii) to recognize and apply the provisions regarding carryforward and transfer of credits described in footnote 2 below. 

4. The amount under Paragraph 1 will be provided by each listed SPM (except for Liggett and Vector) receiving credits reflecting the 
total amount specified for that SPM in Paragraph 1 in one of the following three ways: 

(i) the SPM receiving its full amount under Paragraph 1 as a credit against its MSA annual payment under Section IX( c)(l) of the 
MSA due in April2013; 

(ii) the SPM receiving (a) 50% of its amount under Paragraph 1 as a credit against its MSA annual payment under Section 
IX(c)(1) of the MSA due in April 2013; and (b) a[_]% reduction in its MSA annual payment under Section IX(c)(1) of the MSA 
due in each of April2014-2017, plus interest on the amount of each reduction at the Prime Rate calculated from April15, 2013; or 

1 The definitions in the Term Sheet and Appendix A apply to this Addendum. References to Appendix A are to Appendix A to the Term 
Sheet. 



(iii) the SPM receiving (a) 30% of its amount under Paragraph 1 as a credit against its MSA annual payment under Section 
IX(c)(l) of the MSA due in April2013, and (b) a[_]% reduction in the SPM's MSA annual payment under Section IX(c)(l) of the 
MSA due in each of April2014-2016, plus interest on the amount of each reduction for the years 2014, 2015, and 2016 at the Prime 
Rate calculated from Aprill5, 2013. 

(iv) The option in subparagraph (iii) is available only if enough listed SPMs have selected options (i) or (ii) above such that, in 
combination with the amounts that would be credited in 2013 under subparagraph (iii)( a), at least 50% of the aggregate amounts 
due to all listed SPMs under Paragraph 1 are credited in 2013. For purposes of this calculation, the amounts for Liggett and Vector 
under Paragraph 1 will be deemed credited in 2013, although those amounts will be conferred as provided in Paragraph 5 below. 

(v) The percentages in subparagraphs (ii) and (iii) will be the percentage that, when applied to the listed SPM's estimated MSA 
annual payments due in April2014-2017 (in the case of subparagraph (ii)) or April2014-2016 (in the case of subparagraph (iii)), in 
each case with the estimate being after the Inflation Adjustment and Volume Adjustment but before the remaining adjustments, 
reductions and offsets under the MSA, yields a total reduction equal to 50% of the amount due the listed SPM under Paragraph 1 (in 
the case of subparagraph (ii)) or 70% of the amount due the listed SPM under Paragraph 1 (in the case of subparagraph (iii)). The 
percentages will be filled in with respect to the MSA annual payment due in April 2014 pursuant to these specifications as of the 
Reference Date (once the amount due the listed SPM under Paragraph 1 is known), subject to change in the event additional Settling 
States sign this Term Sheet or the final settlement agreement after the Reference Date. With respect to each of the reductions to the 
MSA annual payments due after April2014, the percentage will be recalculated annually on October 15 of the year prior to the year 
the payment is due (for example, on October 15, 2014 for the MSA annual payment due in April2015) to reflect the percentage 
that, when applied to an estimate of the listed SPM's next annual payment based upon inflation and volume in the first 9 months of 
the year prior to the year the payment is due, yields a reduction equal to 12.5% of the amount due the listed SPM under Paragraph 1 
(in the case of subparagraph (ii)) or 23.3333333% of the amount due the listed SPM under Paragraph 1 (in the case of subparagraph 
(iii)). 2 

z The reductions to be applied in 2014-2017 do not count in calculating the NPM Adjustment or toward the cap in Section IV.K (the final 
settlement agreement will include provisions addressing how the SPMs will receive the funds at issue if such a State does not have a 
sufficient MSA payment remaining in any such year to apply the reductions due that year). In addition, the final settlement agreement will 
include provisions regarding the accrual of the reductions. A listed SPM that has no MSA payment obligation in 2013 against which the 
credit under Paragraph 4 due in 2013 may be applied, or whose MSA payment obligation for 2013 is less than the amount of the credit to 
which it is entitled that year under Paragraph 4 may, if it chooses, carry the unused portion of the credit forward and apply it in future years 
or may transfer the unused portion of the credit to another PM that may apply such credit against its own payment. An 

2 



5. With respect to Liggett and Vector, which withheld certain funds, the amount under Paragraph 1 will be handled pursuant to this 
Paragraph. Liggett and Vector will receive no credit against their MSA payments and instead will receive the benefit of the settlement and 
address previously withheld amounts for the 2004-2010 adjustments as follows. No later than April15, 2013, each of those companies will pay 
to the signatory Settling States the excess of (a) $44,098,572 (for Liggett) or $2,624,625 (for Vector) multiplied by the aggregate Allocable 
Share percentage of the signatory Settling States; over (b) the amount to which that company is entitled under Paragraph 1; plus 
(c) 12.8090288% of $27,185,288 (for Liggett) or $1,834,639 (for Vector) multiplied by the aggregate Allocable Share percentage of the 
signatory Settling States. Following these payments, the amount Liggett and Vector have withheld with respect to NPM Adjustments shall be 
reduced by $44,098,572 (for Liggett) and $2,624,625 (for Vector) multiplied by the aggregate Allocable Share percentage of the signatory 
Settling States, plus the amount of all accrued interest on those amounts, reflecting the settlement between Liggett and Vector and the 
Signatory States with respect to those States' Allocable Share of the NPM Adjustment claims. With respect to the 2003, 2007 (for Vector), 
2011, and 2012 NPM Adjustments, Liggett and Vector will be governed by Paragraph 2. 

6. With respect to Farmers Tobacco Company of Cynthiana, Inc., which withheld certain funds, the amount under Paragraph 1 will be 
handled pursuant to this Paragraph. Farmers Tobacco will receive no credit against its MSA payments and instead will receive the benefit of 
the settlement and address previously withheld amounts for the 2003-2009 adjustments as follows. No later than April 15, 2013, Farmers 
Tobacco will pay to the signatory Settling States the excess of (a) $20,028,552 multiplied by the aggregate Allocable Share percentage of the 
signatory Settling States; over (b) the amount to which Farmers Tobacco is entitled under Paragraph 1. Following these payments, the amount 
Farmers Tobacco has withheld with respect to NPM Adjustments shall be reduced by $20,028,552 multiplied by the aggregate Allocable Share 
percentage of the signatory Settling States, plus the amount of all accrued interest on those amounts, reflecting the settlement between Farmers 
Tobacco and the Signatory States with respect to those States' Allocable Share of the NPM Adjustment claims. (The amount for Fanners 
Tobacco in Exhibit A referenced in Paragraph 1(a) is not multiplied by 112.8090288%.) 1 

SPM that is not current on its undisputed or adjudicated payment obligations under the MSA or any amendment to the MSA, or that has been 
delisted by any State as of August 31, 2012 for failure to generally perform its MSA financial obligations when due, shall (in addition to 
treatment specified under the term sheet and Appendix A) not be entitled to carry the unused portion of the credit forward or transfer it to 
another PM, and any amounts to be received by such an SPM under the Term Sheet, and any amounts transferred to it under this footnote, will 
be applied to its unpaid obligations and will not otherwise be credited to that SPM except to the extent such amounts exceed the signatory 
Settling States' aggregate Allocable Share of such unpaid obligations. 
1 The numbers in Exhibit A and Paragraphs 5 and 6 remain subject to verification. 



7. The final settlement agreement will include provisions that will apply in the event the amounts due the SPMs under Paragraph 1 
increase after the Auditor's Final Calculation of the MSA annual payment due on April 15, 2013 as a result of increased State participation 
after that date and that specify how the increased part of that Amount will be provided to each SPM. Unless the parties agree otherwise, those 
provisions will be consistent with the principles of this Addendum. Also, this Addendum may be supplemented to address additional SPMs 
joining the Term Sheet. 
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EXIllBIT A 

Formula derivation: 
OPM NPM Adjustments 2003-2009 $ 5' 779' 679,225 
OPM Amount Specified in App. A, 'l]1 $ 6,520,000,000 
Percent by which OPM Amount Specified 
in App. A, 'l]1 exceeds 2003-2009 
Adjustments 12.8090288% 

112.8090288% 
ofNPMAdj 

NPMAdj. 2003-09 
SPM (to be verified) 2003-2009 (~ 1 amount) 

Commonwealth Brands, Inc. $ 201,218,098 $ 226,992,182 
Campania Industrial de Tabacos Monte Paz, 
SA $ 468,522 $ 528,536 
Daughters & Ryan, Inc. $ 269,022 $ 303,481 
Farmers Tobacco of Cynthiana $ 20,028,552 $ 20,028,552 
House of Prince A/S $ 4,495,813 $ 5,071,683 
Japan Tobacco International U.S.A , Inc. $ 3,888,474 $ 4,386,550 
King Maker Marketing, Inc. $ 7,257,720 $ 8,187,364 
Kretek International $ 1,158,476 $ 1,306,866 
Lane Limited $ 803,048 $ 905,911 
Liggett Group LLC $ 37,006,861 $ 41,747,081 
Lignum-2, Inc. $ 1,138,201 $ 1,283,994 
Peter Stokkebye Tobaksfabrik A/S $ 1,229,041 $ 1,386,469 
Premier Manufacturing, Inc. $ 4,945,073 $ 5,578,489 
PT. Djarum $ 4,143,605 $ 4,674,360 
Reemtsma Cigarettenfabriken GmbH 
(Reemtsma) $ 275 $ 311 
Santa Fe Natural Tobacco Company, Inc. $ 19,446,985 $ 21,937,955 
Sherman 1400 Broadway NY. C., Inc. $ 885,232 $ 998,621 
Top Tobacco, L.P. $ 12,941,925 $ 14,599,660 
Vector Tobacco Inc. $ 2,141,354 $ 2,415,641 
Von Eicken Group $ 118,127 $ 133,257 
U.S. Flue Cured Tobacco Growers, Inc. $ 1,751 ,910 $ 1,976,312 

Total $ 325,336,312 $ 364,443,024 



MEMORANDUM OF UNDERSTANDING 

The following pages consist of selected information from the August 2010 Memorandum of 
Understanding referenced in the NPM Adjustment Settlement Term Sheet and that counsel to the State 
has authorized be published in this Appendix in connection with this Offering Circular.































































APPENDIX F 

PROPOSED FORM OF APPROVING OPINIONS OF CO-BOND COUNSEL 

 

July 10, 2013 

Tobacco Settlement Financing Corporation 
Baton Rouge, Louisiana 
 

Ladies and Gentlemen: 

We have acted as Co-Bond Counsel to the Tobacco Settlement Financing Corporation (the “Corporation”) 
in connection with the issuance by the Corporation of $659,745,000 principal amount of its Tobacco Settlement 
Asset-Backed Refunding Bonds, Series 2013A (the “Series 2013A Bonds”). The Corporation is a special purpose 
public corporate entity, and an instrumentality independent of the State of Louisiana (the “State”), created by and 
existing under Louisiana Revised Statutes 39:99.1 et seq. (the “Act”).  The Series 2013A are authorized and issued 
pursuant to the Act and resolutions of the Corporation adopted February 18, 2013 and June 11, 2013, and are issued 
pursuant to the Indenture authorized by said resolution by and between the Corporation and The Bank of New York 
Mellon Trust Company, N.A., as trustee (the “Trustee”), dated as of July 1, 2013 (the “Indenture”).  Capitalized 
terms used herein and not defined herein are used as defined in the Indenture. 

In such examinations, we have assumed the genuineness of all signatures, the authenticity of all documents 
submitted to us as originals and the conformity with originals of all documents submitted to us as copies thereof. 

In rendering our opinion, we have relied, to the extent we deemed such reliance proper, on certain 
representations, certifications of fact, and statements of reasonable expectation made by the Corporation and the 
State in connection with the Series 2013 Bonds, and certain opinions provided to us, and we have assumed 
compliance by the Corporation and the State with certain ongoing covenants to comply with applicable requirements 
of the Internal Revenue Code of 1986, as amended (the “Code”) to assure the exclusion of interest on the Series 
2013A Bonds from gross income under Section 103 of the Code. We have assumed the due authorization, execution 
and delivery of the Indenture by the Trustee and of the Purchase and Sale Agreement between the State and the 
Issuer, dated as of September 1, 2001, as amended and restated on July 10, 2013 (the “Sale Agreement”). We have 
also assumed the enforceability of the Sale Agreement against the State and the enforceability of the Indenture 
against the Trustee, each in accordance with its respective terms. 

Subject to the foregoing, we are of the opinion that: 

1. The Act is constitutional under both the Constitution of the State of Louisiana of 1974 and the 
U.S. Constitution. The Corporation is duly organized and existing under the laws of the State as a special purpose 
public corporate entity, and an instrumentality independent of the State, with the right and lawful authority and 
power to enter into the Indenture and the Sale Agreement, to perform the duties and obligations of the Corporation 
under the Indenture and the Sale Agreement, and to issue the Series 2013A Bonds. 

2. The claim of the Trustee (as assignee and pledgee of the Corporation) upon sixty percent (60%) of 
the “state allocation” defined in the Act, as Pledged TSRs and Unencumbered Revenues, is valid and enforceable 
and on a parity with the claim of the State to forty percent (40%) of said “state allocation.” 

3. Each of the Sale Agreement and the Indenture has been duly and lawfully authorized, executed 
and delivered by the Corporation, is in full force and effect and is the legal, valid and binding agreement of the 
Corporation, enforceable in accordance with its terms except as such enforceability may be limited by bankruptcy, 
insolvency and other laws affecting creditors’ rights or remedies heretofore or hereafter enacted and is subject to 
general principles of equity (regardless of whether such enforceability is considered in a proceeding in equity or at 
law). 
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4. The Indenture creates the valid pledge of, and first-priority security interest in, the Collateral 
(including, without limitation, the Pledged TSRs) that it purports to create. Pursuant to the Act, the lien of such 
pledge and security interest is valid and binding as against all parties asserting or having claims of any kind in tort, 
contract or otherwise against the Corporation, irrespective of whether such parties have notice thereof. 

5. The Series 2013A Bonds have been duly and validly authorized and issued by the Corporation in 
accordance with provisions of the Indenture and are valid and binding special revenue obligations of the 
Corporation, payable solely and only out of the Collateral pledged by the Corporation under the Indenture in Section 
2.01 thereof. 

6. Under existing statutes and court decisions, (i) interest on the Series 2013A Bonds is excluded 
from the gross income of the owners for Federal income tax purposes pursuant to Section 103 of the Code, and (ii) 
interest on the Series 2013A Bonds is not treated as a preference item in calculating the alternative minimum tax 
imposed on individuals and corporations under the Code; such interest, however, is included in the adjusted current 
earnings of certain corporations for purposes of computing the alternative minimum tax imposed on such 
corporations. 

7. Under existing statutes, the Series 2013A Bonds, their transfer and the income therefrom, 
including any profit made on the sale thereof, shall at all times be free and exempt from taxation by the State and by 
any other political subdivision of the State. 

We express no opinion regarding any other tax consequences with respect to the Series 2013A Bonds.  We 
render our opinions under existing statutes and court decisions as of the issue date, and we assume no obligation to 
update our opinions after the issue date to reflect any future action, fact or circumstance, or change in law or 
interpretation, or otherwise.  Except to the extent of our concurrence therewith, we express no opinion on the effect 
of any action taken or not taken after the date of our opinion in reliance on an opinion of other counsel on the 
exclusion from gross income for Federal income tax purposes of the interest on the Series 2013A Bonds. 

Very truly yours, 
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