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$659,745,000

Tobacco Settlement Financing Corporation
Tobacco Settlement Asset-Backed Refunding Bonds, Series 2013A

$199,270,000
Series 2013A Serial Bonds'
Maturity
Date Principal Interest
(May 15) Amount Rate Yield CUSIP'!

2016 $12,800,000 5.00% 1.21% 88880PBTO

2017 13,980,000 5.00 1.64 88880PBU7

2018 25,275,000 5.00 2.05 88880PBV5

2019 26,575,000 5.00 2.48 88880PBW3

2020 27,935,000 5.00 2.84 88880PBX1

2021 29,370,000 5.00 3.12 88880PBY9

2022 30,875,000 5.00 3.35 88880PBZ6

2023 32,460,000 5.00 3.58 88880PCA0

$378,550,000
Series 2013A Serial Bonds''"
Maturity First Optional
Date Principal Interest Redemption
(May 15) Amount Rate Yield Date (May 15) cusIp’
2024 $34,120,000 5.00% 1.79% 2015 88880PCBS
2025 35,870,000 5.00 2.54 2016 88880PCL6
2026 3,310,000 5.00 2.74 2016 88880PCC6
2026 34,400,000 5.00 3.24 2017 88880PCM4
2027 37,865,000 5.00 3.45 2017 88880PCD4
2028 37,925,000 5.50 3.80 2018 88880PCE2
2029 38,175,000 5.50 421 2019 88880PCF9
2030 38,535,000 5.50 4.55 2020 88880PCG7
2031 38,945,000 525 4.84 2021 88880PCHS5
2032 39,415,000 525 4.95 2022 88880PCJ1
2033 39,990,000 525 4.98 2022 88880PCKS
$81,925,000 5.25% Series 2013A Term Bonds''" due May 15, 2035, Price 100%,
First Optional Redemption Date May 15, 2023 at 100%, CUSIP'" 88880PCN2
TTH—Callable. Subject to mandatory clean-up redemption as set forth herein.

1  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 1Q. 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.

11 Priced at the stated yield to the applicable first optional redemption date at a redemption price of 100%. Subject to optional redemption and mandatory clean-up

redemption as set forth herein.
111 Subject to optional redemption, mandatory sinking fund redemption and mandatory clean-up redemption as set forth herein.
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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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¢ EERNTS

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.”

(02175 074 1512

Issuer

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.

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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Securities Offered.........cccccceeveeennn.

Security for the Bonds..........c.........

Covenants

Under authority of the Act and pursuant to the TSR Purchase Agreement,
the State has sold the Pledged TSRs to the Corporation.

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.

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.

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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Use of Proceeds ..o

Master Settlement Agreement

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.

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.

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 .........cccceevenenen. 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.........ccccceeereenee. 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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Litigation Regarding the MSA and

Related Statutes ........

Base MSA Payments

TOBACCO INDUSTRY,” “SUMMARY OF THE IHS GLOBAL
REPORT” and “APPENDIX C — IHS GLOBAL REPORT.”

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.”

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

(a) five initial payments, all of which have been paid (the “Imitial
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......

Louisiana Consent Decree

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.

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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Sale of Pledged TSRs...........

Liquidity Reserve Account ..

Supplemental Account..........

Flow of Funds to the Trustee

State has achieved State-Specific Finality (as defined herein) under the
MSA.

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.”

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.

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).

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....coooeeeeviiviiiiiinnnnns

Optional Redemption.........

Mandatory Clean-Up Call..

Mandatory Sinking Fund Redemption

Purchase of Series 2013 Bonds.......

Events of Default...............

Distributions and Priorities

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.

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.

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 20™ 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.

The Series 2013 Bonds are subject to mandatory sinking fund redemption as
described herein.

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.

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.

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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Refunding Bonds.........cccccvevvrennenen.

Continuing Disclosure
Agreement .........ceceeeveecieneenennennne.

Ratings.....cccoeveveeieeieecceeeeee,

Legal Considerations Relating to
Pledged Settlement
Payments........ccoccecevviniininicnennn.

Bondholders’ Risks.........ccceouveenene.

the caption “SECURITY AND SOURCES OF PAYMENT FOR THE
SERIES 2013 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.

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 15¢2-12(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.

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.

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.

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 ef 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



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



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:

6] 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;

(i1) 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;

(ii1) 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;

) 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;



(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:

(1) 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;

(i1) 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;

(i) 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 “—7Transfers
to Accounts” above, prior to May 15, 2016 will be paid, on the Distribution Date



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 “—7Transfers
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:

(1) failure to pay when due interest on any Bond;
(i1) 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.



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.

(i1) 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”).



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 First Optional
Date Principal Redemption

(May 15) Amount Date (May 15) CUSIP
2024 $34,120,000 2015 88880PCBS8
2025 35,870,000 2016 88880PCL6
2026 3,310,000 2016 88880PCCo6
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 88880PCHS
2032 39,415,000 2022 88880PCJ1
2033 39,990,000 2022 88880PCKS
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.



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

Redemption Date Principal

(May 15) Amount
2034 $40,675,000
2035" 41,250,000

" Stated maturity.
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.



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



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)  toissue 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 Not applicable
Representatives designee)
Kennedy, John N. (State Treasurer) Not applicable
McGimsey, Rick (Attorney General Not applicable
designee)
Nichols, Kristy H. (Governor designee) Not applicable
Peacock, Barrow (President of the Senate Not applicable
designee)
Rasberry, Wm. C “Bubba”, Jr. February 14, 2017
Sotile, Vincent “Beazy”, Jr. March 3, 2015
Talbot, Byron E. December 17,2013
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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

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 ! $ 659,745,000 $ 468,266,744 1,128,011,744

M Columns may not add to totals due to rounding.
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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

Net Revenues Liquidity
Operating Available for  Series 2013 Bonds Reserve Account Net Residual
Year Pledged TSRs o Expense Debt Service Debt Service Earnings Debt Service Revenues Coverage
2013 $ 21,595884 § - % 21595884 § 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) 56,963,054 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 @ $2,027,005,193  $ (7,634,195) $2,019,370,998  $1,128,011,744 $ (8,361,787) $1,119,649,957 $ 899,721,041

(D Pledged TSRs in 2013 include funds transferred to the Series 2013 Bonds Debt Service Account from the
Series 2001B Bonds Debt Service Account.

@ Columns may not add to totals due to rounding.
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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

Series 2013

Net Revenues Bonds Principal

Available for and Early Series 2013 Total Debt
Year Debt Service " Redemptions Bonds Interest Service
2013 $ 21,601,860 § - 8 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 ® § 973,212,647 $ 659,745,000 $ 229,946,844 $ 889,691,844

() 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.

@ Columns may not add to totals due to rounding.
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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%)"

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

Year Debt Service " 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 ”  $1,154,429,979 $ 659,745,000 $ 411,151,381  $1,070,896,381

tAssumes the Liquidity Reserve Account is used to pay debt service prior to the final maturity of the Series
2013 Bonds without a Payment Default.

() 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.

@ Columns may not add to totals due to rounding.
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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’

Principal / Breakeven Breakeven
Sinking Fund Consumption Revenue

Year Installment Decline Decline V¥

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

tAssumes 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.

() 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%.

@ The breakeven revenue decline is calculated from an assumed base revenue of $96,100,078 for 2013.
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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

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

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
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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 Motris) 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 (6™ 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 (“RICQO”), 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:

e cstablishes 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;

e 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;

e requires larger and more severe health warnings on cigarette packs and cartons;
e  bans the use of descriptors on tobacco products, such as “low tar” and “light”;
e requires the disclosure of ingredients and additives to consumers;

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

e allows the FDA to require the reduction of nicotine or any other compound in cigarettes;
e allows the FDA to mandate the use of reduced risk technologies in conventional cigarettes;

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

e 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 —FExcise
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
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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

37



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.
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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.

00O 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.
*ok 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:

e 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

e 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.
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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:

T 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 %% 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 %%, the NPM Adjustment will be calculated as follows:

NPM Adjustment = 50% +
[50% / (Base Aggregate Participating Manufacturer Market Share — 16%:%)]
x [market share loss — 16%:%]

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

The State’s 60% State TSRs
Payment Year Actual Receiptsl 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
20132 210,625,656 126,375,393

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;
(i1) 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-a-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:

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

e  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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e 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),

e 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

e  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:

e Handling litigation arising from or relating to the MSA;

e  Monitoring compliance with the MSA;

e  Monitoring the payment stream from the MSA;

e  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

57



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

e 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;

e 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

e 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-a-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 K7 & 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.
t 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%]

ok

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

67



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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Sale Year for
which NPM
Adjustment
was calculated

MSA Payment Year
for which NPM
Adjustment was
calculated

MSA Payment Year
by which deduction
for NPM

Adjustment may be
asserted by OPMs®®

Potential OPM
NPM Adjustment*

Potential SPM
NPM Adjustment*

Total*

OPM and SPM Maximum Potential NPM Adjustment Amounts

Sales Years 2003-2012 (Payment Years 2004-2013)"

2003 2004 2005 2006 2007 2008 2009 2010 2011
2004 2005 2006 2007 2008 2009 2010 2011 2012
2006 2007 2008 2009 2010 2011 2012 2013 2014
$1,061,158,548 $1,061,288,734 $702,715,077 $646,394,781 $702,104,158®  $821,644,318® $779,388,450°)  $779,818,190°  $663,895,464%
86.407.516 76.107,191 50.630.561 53.949.637 47,254,505 66,765,407 68,573,096 63,143,527% 50.767.997°
$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

2012

2013

2015

$715,833,950

53.091.8327

$768,925,782

) 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.

@ For SPMs the times vary and may be as short as one year after the sales year.
@ 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. RJ. 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 lowa 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 lowa 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 lowa for failing to comply with the escrow payment provisions of the lowa
Qualifying Statute. In August 2005, an Iowa state court enjoined lowa from “de-listing” Bekenton, permitting
Bekenton to continue selling cigarettes in lowa. 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, IR/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 011 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).

HAE 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 Shipments Percent Change From
December 31 (Billions of Cigarettes)" Prior Year
2012 286.5 2.3)%
2011 293.1 3.5
2010 303.7 (3.9)
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:

No. of Cigarettes % Change From No. of Cigarettes % Change From
(in billions) (with Prior Year (with (in billions) (with Prior Year (with
0.0325 0z. RYO 0.0325 0z. RYO 0.09 0z. RYO 0.09 0z. RYO
Sales Year conversion) conversion) conversion) 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 No. of Cigarettes Percent Change
Year (in billions) 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:

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

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

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

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

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

e 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
(i1) 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

91



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, lowa, 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. ANREF 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:

e  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;

e Jowa, 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;

e Hawaii, Maine, Michigan, Washington and Puerto Rico laws prohibit smoking in outdoor dining
and bar patios, lowa 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

e 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
ANREF, 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- TIC-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
So0.3d 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 So0.3d 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 Motris, 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 /n Re Tobacco II to the trial court for further activity. The class in In Re Tobacco 11
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”). THS 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

Consumption
(including
Roll-Your-Own Cigarettes

Year (billions) Year (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:

Annual U.S. Cigarette Consumption: Forecast
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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 THS 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. THS
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

Consumption

Year Ended (Billions of Percentage

December 31 Cigarettes) 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.
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Projection of Annual Payments to be Received by Trustee"

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 269,774,433914 228284,501,828  $8,139,000,000  $4,806,475,055 $(6,382,944,833)  $ (803,081,472)  $5,759.448,751 1.35321186%  $ 77937544 $ 5833116 $§ (8883,079) $ 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) 74575479
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 163,285,479,393 138,173,005418 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 6,434479 - 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

() MSA payment amounts are calculated based on the THS Global Forecast of Cigarette Consumption for the prior year.

@ 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%).
@ 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.
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Projection of Strategic Contribution Fund Payments and Total Payments to be Received by Trustee”

Strategic Contribution Fund Payme nts

Total Payme nts

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 Payme nt Adjus tme nt Adjus tment 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 228284,501,828  § 861,000,000 $ 508462345 § (675232277) $ 694,230,068 1.57675236%  § 10946289  § 719002 $ (759,940) $ 74887580 $ 10905352 $ 85792932
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 (443355) 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

(' MSA payment amounts are calculated based on the IHS Global Forecast of Cigarette Consumption for the prior year.
@ 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%).

@ 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.
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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 15¢2-12 (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;

©) 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;

) defeasances;
@) 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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APPENDIX A

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; (i) 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;

@) 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)

A-11



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;

© 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;

(©) 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.
) 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.

@) 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:

(1) (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;

(i1) 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:



(1) 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;

(ii1) 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
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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.



“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 “neotice in writing” means notice in writing which may be
delivered by hand or first class mail and also means facsimile transmission. (Section 1.02)
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APPENDIX B

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.



Cigarette Use in the United States

People have used tobacco products for centuries. Tobacco was first brought to Europe
from America in the late 15™ century and became America's major cash crop in the 17"
and 18" centuries'. 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 20" 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 categories’ 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 1981°. 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
2003* and 290 billion in 2012°. Cigarette consumption has now declined through three
decades, reversing four decades of increases from the 1940s.

Historical U.S. Cigarette Consumption: 1945-2012
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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

! Source: “Tobacco Timeline,” Gene Borio (1998).

* 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).

* Source: USDA-ERS. April 2005.

> Source: US Tobacco and Tax Bureau



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, 2012°. 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.

8 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.



U.S. Cigarette Consumption

Year Ended | Consumption | Percentage | Consumption Percentage
December (Billions of Change (Billions of Change
31, Cigarettes) Cigarettes with
roll-your-own
equivalents)

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.




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 2012”. 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") study® 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.

" THS Global Insight calculation based on industry shipments data.
¥ Source: CDC. Morbidity and Mortality Weekly Report. “Tobacco Use Among Adults — United States,
2011”. November, 2012.




The CDC, in November 2011, released the results of a study of quitting smoking’. 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 ofl(c)lecline has continued, though at a slower pace. By 2011, the prevalence was
18.1%.

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 8", 10", and 12" Graders

Grade 1991 2011 2012 ‘91-°12
(%) (%) (%) Change (%)
gt 14.3 6.1 4.9 -65.7%
10" 20.8 11.8 10.8 48.1%
120 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

1 Source: CDC. Morbidity and Mortality Weekly Report. “Tobacco Use Among Adults — United States,
2010”. September, 2011.




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."" 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 1" 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.'” 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."* Nevertheless it
concludes that price increases subsequent to the 1998 MSA explain almost all of the 12%
drop in youth smoking over that time.

" 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.

"2 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.

" 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 b1}; 0.26% and will reduce the level of smoking among current college students
by 0.62%.

Tauras et al. (2001) conducted a study that looked at the effects of price on teenage
smoking initiation.'> The authors used data from the Monitoring the Future study which
examines smoking habits, among other things, of 8", 10, and 12" 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.'®

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.

' 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.

" Tauras et al. “Effects of Price and Access Laws on Teenage Smoking Initiation: A National Longitudinal
Analysis”. University of Chicago Press. Copyright 2001.

1 Powell et al. “Peer Effects, Tobacco Control Policies, and Youth Smoking Behavior”. Impacteen.
February 2003.



One study, by Hu et al., examines the effects of nicotine replacement products on
cigarette consumption in the United States.'” 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.'® 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.'”

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

" Hu et al. “Cigarette consumption and sales of nicotine replacement products”. TC Online. Tobacco
Control. Summer 2000. http:\\tc.bmjjournals.com.

' Niaura, Raymond and Abrams, David B. “Smoking Cessation: Progress, Priorities, and Prospectus”.
Journal of Consulting and Clinical Psychology. June 2002.

' Roddy, Elin. "Bupropion and Other Non-nicotine Pharmacotherapies". British Medical Journal. 28
February 2004.



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 22" 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



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.’ 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.

2 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.



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



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.”’ However, a
few studies found cigarette consumption decreases as disposable income increases.”
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

! Ippolito, et al.; Fuji.
2 Wasserman, et al.; Townsend et al.



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, almost all adult smokers first use cigarettes by high
school, and very little first use occurs after age 20.* One study examines the effects of
youth smoking on future adult smoking.*® 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

3 Except for those such as Wasserman, et al. that studied the price elasticity for different age groups.
** Source: Surgeon General’s 1994 Report, “Preventing Tobacco Use Among Young People.”

2 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.



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.?

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
deca(217e. In 1993 only 13 municipalities prohibited all smoking in restaurants, and 6 in
bars.

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.”® 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.”” 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.

*7 Source: American Nonsmokers’ Rights Foundation. http://www.no-smoke.org. January 2013.

*¥ 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

2 Tauras, John A. "Smoke-Free Air Laws, Cigarette Prices, and Adult Cigarette Demand" Economic
Inquiry, April 2006.



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. lowa 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.



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.”’ 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.>’ A 2010 study concluded
however that young males who used smokeless tobacco products were more likely to be
concurrent smokers.’? Public health advocates in the U.S. emphasize that smokeless use

3% Foulds, Ramstrom, Burke, and Fagerstrom. "Effect of Smokeless Tobacco (Snus) on Smoking and Public
Health in Sweden". Tobacco Control. Vol. 12, 2003.

*! 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 General®® and the American Medical Association® (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”.
3 Source: Council on Scientific Affairs, “Reducing the Addictiveness of Cigarettes," Report to the AMA
House of Delegates, June 1998.



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.” 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:

3 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.



Forecast of Cigarette Consumption

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

Annual U.S. Cigarette Consumption: Forecast
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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 MSALI 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



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%.



Forecast U.S. Consumption of Cigarettes

Total Decline Rate Consumption Decline Rate
Consumption including
Roll-Your-
Own
(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%




Comparison With Prior Forecasts

In November 2001 IHS Global, then DRIsWEFA 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 THS 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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STER SETTLEMENT AGREEMENT
Thix Master Seitlement Agreement is made by the undersigned Senling Stte officials (on behalf of their respecrive
Settling States) und the undersigred Participating Manufacturers to settle and resolve with fnality all Released Claims
ugninst the Participnling Munufucturers und reluted emities ax set forth herein, This Agreement constililes she documentation
cffecting this settlement with respect to euch Settling State, and is intended to und shal) be binding wpen cach Setlling State
and euch Participating Manufacturer in sccordance with the lerms hereof.
L. RECITALS

WHEREAS. more than 40 States have commenced litigation asserting various claims for monetary, equitble an
injunctive veliel apainst vertain Wwhaceo product munulicturers und others ux defendants, and the States that huve not fled suit
can potenlixlly assert similar ¢laims;

WHEREAS, the Settling States that have commenced bitigation huve sought 10 obtain equitable relief und dumages
under state laws, including consumee protection and/or antitrast laws, in order to fusther the Sealling States’ policies
regarding public heatth, including palicies adopted 10 achicve a significan? reduetion in smoking by Youth;

WHEREAS, defendants huve denied each and every one of the Seiding Stutes” allegutions af unlawiel conduct ur
wrangdaing und have asserted u number of defenses o the Settling Stutes’ elaims, whivh defenses have heen contested hy the
Settling States;

WHEREAS, the Seitling Stutes anul the Participating Manutacturers are committed to reducing underage bacen use
by discouraging such use und by preventing Youth sccess to Tobaceo Produgts:

WHEREAS, the Participaling Manafucturers recoprtize the concern of the tobtieco growers conmunity thal it mity he
adversely affected by the potenttal reduction in tobaceo consumption rexulting from this setttement, seaftiem their
conumitinent 1o wirk coaperitively o address concerns about the ptentiu! udverse economic hnpact on such community, and
will. within 30 duys afler the MSA Execution Date, meet with the political lendership of Sttes wilh grower communities
address these economic concerns;

WHEREAS, the undersigned Settling State offictals believe thut entry into this Agreement and uniform consent
decrees with the iwhacco industey is secessury in order % Tarther the Setding Stutex! policies designed to reduve Yoush
smoking. 1 promote the public health and o secure monetary payments to the Settling Stutes; und

WHEREAS, the Seitling States and the Purticiputing Manufacturers wish o avoid the further expense, delay.
inconvenience, hurden and uncertainty of continued Eitigation (including appeats from uny verdicts), and, therefare, huve
agreed (o settle their respective lawsnits a0d poteatial claisns pursuant to terms which will achieve for the Seutling States and
their citizens sipnificant funding for the ud of public heulth, the implementation of important twbacco-reltad
public health measures, including the enforcement of the mandates and restrictions relaled v such measures, us well as
funding for » national Foundation dedicated to sigrificantly reducing the use of Tobacco Products by Youth,

NOW, THEREFORE, HE IT KNOWN THAT, in considerution of the implementation of tobacco-relatad heulth
measeres and the puyments to be mude by the Panticipating Manutacturers, the release and dischurge of atl chims by the
Settling States, und such other consideration as described herein, the suffiviency of which is hereby ucknowledged, the
Senling States and the Participatiop Manufucturers, acting by and through their suthorized sgeats, memorilize and upree ag
follows:

II. DEFINITIONS

() “Account” has the meaning given in the Escrow Agreement,

() “Adult™ meuns any person or person: who are nut Underage.

() "Adult-Only Facility” means  Gacility or resteicted rea {whether open-uir or enclosed) where the uperator
ensures ar has 4 reusonuhle bosis to believe (such as by cheeking idensifivation as reguired under state faw, or by checking the
Identification of any person uppeuring 10 he under the age of 27) that no Underage person is present. A fucility or rextricted
nrex need not be permunently resiricted o Adults in order to constitute an Adul-Only Facility, provided that the operator
ensures or hus a reusonable hasis to believe that no Underage person is present during the event ur time period in yuestion.

) “Affiliate™ means a person who direetly o¢ indirectly owns ar eontrals, i« owned or controlled by, or is under
cammon ownership or control with, anuther person, Salety for purpoxes of this definition, 1he terms “owns," “is owned™ und
“ownership” mear ownership of an equity interest, or the equivalent thersof, of 10 fetcent ur more, and the term “persan’™
meuns un inclividual, pactnership, committee, sssociation, compuration of any other organization or group of persons.

e * < n Ty +

{e] “Apreement” medans this Master Settlement Agreemem, Jogether with the exhibits hereto, as jt may he amended
pursuant to subsection X VI,

(6) “Allocable Share” means the percentuge set forth for the State in question ax tisted in Exhibil A hereto, wilthout
regurd to any subsequent alteration or moditication of such State's percentage shire agreed @ by ar ameng any States; or,

solely for the purpose of caleulating payments under subsection 1X4¢)(2) {und comesponding payments wader suhscetion

!
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IXI0)), the percentuge disclased fur the State in question puryant to subsection IX{e)(2H AT priog to fune 34, 14999, withoug
regard 1o any subsequent alteration or modification of sueh Stute’s percentuge shure ugresd (o by or among any States.

{g) “Allocated Payment” means & partivutar Settling Stute's Allocable Share of the sem af all of the payments to
he made by the Origtnal Pacticipating Macufsetueers in the Yeur in question pursuinl jo subseclions $X(eX1) and IX(6)2), us
such payments have been adjusted, reduced ané allocated pursuant 10 chivse “Firs” throogh the fizst senrence of eluuse
“Fifth™ ol subsection 1X4)), but before application of the ather offsets und sdjustnents described in clauses “Sixth® through
“Thirteenth” uf subsection §X{).

(h) “Bunkrupley” means, with respeel o any enlity, the commencenent of o case o uther proceeding (whether
voluntary or involuntary) seeking any of (1) liguidation, reorganization, rehabilitation, receivership, conservatorship, or ather
relief wilh respect to such entily or jts debis under any bankrumoy, insvivency or similar lnw now or hereafter in atfect;
(2) the appuintment of # trustee, receiver, lHyuidator, custodisn or similar official of such enuity o1 uny substential part of ity
business or property; (3) the consent of such entity to any of the relief described in (1) above or w the appainiment of any
ulfivial described tn {2) sbove in any such case or ather proceeding inveluntarity commenced agnnst such entity; or (4) the
entry of an order for retief as to such entity under the federal bankrupley laws us new or hereafter in effect, Provided.
huwever, that an invaluntary case or proveeding otherwise within the foregoing definition shalf nos be a “Bankrupley™ it il is
ur was dismissed within 60 duys of its commencement,

iy “Brund Name™ meuns a hrand oame (glone or in conjunclion with any other word), trademuck, luges, symbol,
ol selling message, recognizable patiern of veters, ur any other indick 0f producs idensificalion identicud or similar 1o, ur
identifiuble wilh. thuse esed for any domestic brasd of Fubuceo Preducts, Provided, however, that the Term “Brand Nume”
sttadl oot include the corporate nume of any Tobaceo Product Munufuctores that does nos after the MSA Execution Date sell
brund of Tubuces Products in the States that includes such corpurate asme.

G} “Brand Nume Sponsorship” means an sthietie, musks, artistic, or tther sovial or cultural event as o which
payment &5 made {or ather considerstion is provided) in exchange for use of a Brand Name or Names £1) us part of the rame
of the event or (2} to jdentify, advertise, or promole such event or an enteunt, participant or team in such event in any other
wiy. Sponsorship of w single nationud or mubti-stte series or tous (for exutnple. NASCAR (inciuding any number of
NASCAR races)), or if une or more events within o stngle paticaal or mubti-state series or lour, or of an entruns, parlicipant,
vr 1eam taking purt in events sunctioned by a single approving argunizition {e.g., NASCAR or CART), constitutes one Brand
Naise Spansorship, Sponsorship of un entrani, paticipant, or tewm by a Participating Munufacturer tsing a Drand Name or
Nitires in an event that is part of 3 seeies or tour that is sponsared by such Farticipating Manufucturer or that is pars of o series
ar our in which uny ane or more events wre sponsored by such Paricipating Manafacturer does not constilute « separale
Brand Nume Sponsorship. Spurstrship of an eatraat, participant, or leum by o Purticipating Manufaclurer using n Brand
Nume or Names in any event {or series af events) not sponsored by such Farticipating Muautucturer constitules a Brand
Name Spersorship. The term “Brand Name Sponsorship” shall not include un event in un Adult-Only Fueility,

(k) “Business Day" meuns o day which is not a Suturday ar Sunday or legul hisliday vsy which hanks are authoriped
o7 required b close in New York, New York,

) “Cortour™ meuns any druwing or other depiction of an ohjecl, person, animal, creature or any similir caricature
Lhat xalisties any of the following criteria:
(1) the use of comically exagparaeed feaures;
{2) the uuribution of human chaructesistics 10 animuls, plunts or other ohjects, vr the similar use of
anthrupomorphic fechniyue; or
(3) the atiribution of urasural or extrabuman ahilitics, such as Inperviousness o puin or injory, X-ray
vision, tunneling ut very high speeds or wramstormation.

The term “Cartaea” includes “Joe Camel,” but daes nat inclode any drawing or uther depiction that on July 1, 1998,
was in use in any State in any Participatinog Munelacturer's vorporste loge or in say Participating Manutacturer's Tohavco
Product puckaging.

(r} “Cigarelte” means any prodeet thal comuiss picoline, is intentied 1o be burned ar heated under ordinary
vonditions of use, and consisls of of contains (13 say roll of twhaceo wrapped in paper or in any substarce nol conlaining
tohucea) o (2) lobucen, in any form, that is functional in the product, which, because of jis appearance, the type ot hacce
used in ahe filler, ur its puckagirg and lubeling, is tikely to by affered ta, ar purchased by, conswmers as a cigazente; or (3) any
rull of tohacea weapped in uny substance containing tobucco which, beeause of jts uppeuarance, the type of lobacea used in the
filler, ur s packaging and tubeling, is likely to he oftared 0, ur purchased by, consumers as u cigarette described in tluuse
(1) of thix definitian,  The terin “Cigaretie” inctudes “rislbyour-vea™ (ie., sy whbaccy which, begattse of its appearange,
fype. packaging, of Jaheling is swituble for wse and likely to e otfered 1o, or purchused by, consumers as whacco fur making
cigarettes), Except us provided in subsections H{z) and H{mm), 0.0325 vunces vy “roll-your-own" 1ohaceo shall constitute
wne individuat “Cigurette,*

{n) “Clains™ means uny and all murner of ¢lvil (2., non-criminat)  cluims, demands, actions, suits, causes of’
uctiog, dumages (whenever incurred), fubililies ol sy pare including civi) penslties and punitive dhmnuges, us well us cosls,
expenses and ultorneys” fees (¢xcepl as to the Onginal Participating Manufacturers’ obligalions umiler section X V1), knuwn
ur usknown, suspecied or unsispected, wcerued of anacerued, whether Jepal, equitable, o statatosy,

2

{u) “Consent Decree” means a state-specific cansent decree as described in subsection XIRb)(1MB) of s
Apreement.

{p) “Couri” means the respective court in each Settling Stute to which this Agreement and the Consent Decree
are prasented for appraval andfor entry us to thut Sectting State.

{y) "Exerow™ has the meuning piven in the Excrow Agresment,

{r) “Escrow Agent™ meang the excrow apent under the Escrow Apreement.

() "Excrow Apreement” means un eserow agreement substantially in the form of Exhihit 8,

(6} “Federal Tubacco Legistutian Offset™ mezns the offset desciibed in section X.

(u} “Final Approval” mears the earlier of;

(1) the dute by whick Seate-Specific Finality in a sufficient umber of Setiling Stutes has vceurred; or
(2) June 30, 2000.
Far the prrpuses of this subsection (u), “State-Specific Finality in a sufficient aumber nf Setfing Stales™
meams that State-Specific Finality has occurred in both:
{A) anuomber of Settling States equal 10 41 leust 30% of the totel number of Seitling States; and
{B) Settling States having aggregate Aliicable Shares equal it least 80% of the ol agpregale
Allogable Shures ussigned 1o afl Sertling States.

Notwithstunding the foregoing, the Originad Participating Manufacturers may, by wnunimous writlen ugresment,
wiive any requirement for Final Approval see farth e subsections (A) ot (8) hereot,

(¥} “Feundation™ means the foundstion described in secsion V1.

(w) “Independens Auditor™ imeuns the tirm desceibed in subsection X1(b),

(x) “Inflation Adjustment” means an adjusiment in secordance with the formulas for inflation adjustments ser fosth
ir Exhihit C.

(y) “Litigating Releusing Parties Offver” meuny the offset described in subsection XIlb).

{z} “Murket Share” meuns a Tobaceo Producl Manulacturer's respective share (expressed ux a percentage) of she
ol number of individua! Cigareties sold in the filty United States, the District of Cotuinbio and Prero Rieo during the
upplicable calendar year, us measured by excise taxes collected by the tederal government and, in the case of sulex in Puerio
Rico, arbitrins de cigaddilos collected by the Puerto Rico txxing suthosity. ¥or purposes of the definition and Jeterminatinn of
“Market Share™ with respeet w caloutations under subsection IX{1), 5.09 ounces of “roll yaur twn” sebaceo shall constitule
one individunl Cigavette; for purposes of the definition and determination of "Markel Share™ with respest to all other
calculations, 0.0325 ounces of “roll your own™ tobaceo shull copstitute one individuad Cigaretie.

(aa) "MSA Execation Date™ means Novemher 23, 1998,

(BB) “NAAG" meuns the Nutionad Asseciation of Attorneys General, or its successor orgunizinion tha is directed
by the Atteneys Gieneral w perform cerfain functions under this Agreement,

{ee)  "Non-Participating Manufacturer” meass any Fobscco Prnduet Munufucturer that is not a Partieipuling
Munutacturet,

(dd) “Nen-Seiding States Reduction” means o reduction determined by multiplying the mnount 1o which such
reductivn applies by the upgregate Allocable Shares of thuse States that are not Settling Srates on 1he date 15 days betore
sueh payment is due,

(ez)  “Notive Pasties” means each Participating Manufuclurer, each Senting State, the Escrow Agent, the
Endependem Auditor and NAAG,

0 “NPM Adj " means the udj specitied in suhsection EX(d).

{gg) "NPM Adjustment Percentuge” means the percentope determined Pursuin to suhsection [X{d).

{hh) “Originut Participuting Manufscturers” meuns the following: Brown & Williamson Tobaces Corpuration,
Lorillurd Tokuceo Company, Philip Moeris bicomorated and R.J, Reynolds Tabucea Company, and the respective sacoessors
of euch of the fusegoing. Except us expressly provided in this Apreement, once an entity hecomes an Original Participaling
Munufucturer, suck entity shull permunently retuin the status of Origina Patticipating Manufaclurer.

(i) “Outdoor Advertising” meuns (1) hitlbowrds, (2) signs and plucards in arenas, staliums, shupping matls and
Vides Gume Arcades (whether any of the Foregeing are open air or enclosed) (but nol including any such sign or plocard
located in an Adult-Only Facilityd, wad (3) any uther sdvertisements placed (A} ovtdours, or {B) on the inside surlace of &
window facing aurward. vaidr\d. however, that the term “Oumdoot Advertising” does net mean () an advertisement on the
e of u Tobaees Product manufacturing Facility; (2) an individual adverlisement that does nol vccupy an ares lurger than
14 square feet (and thin neither is placed §n such proximity to any cther such adverdisement so as to create o single "musaic™-
lype advertisement larger than B4 square feet, nor functives solety us a segement of a larger advertising unit or series), und that
is placed (A) on the outside uf any retzil establishment that sefls Tobacco Products (nther than solely through @ vending
michine}, (B} vutsicde (but on the property af) amy such establishment, ur {C} on the inside surface of o window fucing
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oulward in any such establishment; (3) an advertisement inside o retadl establishment that xells Tohaceo Products (aather
than salely through a vending machine) that is not pluved on the inside surface of 4 window facing nutward; ar (4} an
oulckir adlvertisement at the site of un evenl (o be held st an Adult-Only Fucility that is placed at such sile during the
period the fucitity or enclosed area constilutes an Adult-Only Facifity, but in no event more thun 14 days befure the event,
and that does not advertize any Tobaces Product (other than by using a Brand Mume 13 identify the event).

(i§) “Participating Manufoctarer” means o Toebaveo Product Manubacturer thit is or becomes u signatory Iv this
Agreemenl, provided that (1)in the cose of o Tobacco Praduct Masufaciurer that is nol an Original Participating
Manutucturer, sich Tobaceo Praduct Munufacturer is bound by this Agreement und the Conzenl Decree (o, in any Senthing
Stute thut does not permit amendment of the Consent Décree, 3 consent decree containing termy idenlical o thase set forih in
the Consent Decree) in all Seitling Stutes in which this Agreemens and the Consent Decree binds Originat Purlicipating
Manutacturers (provided, however, that such Tobaceo Praduct Mamducturer peed enly hecome hoand hy the Consent Decree
in thuse Settling Sutes in which the Seitling State has filed 1 Released Cluim dgaind 1), and (2) in the cuxe of 4 Tobacen
Praduct Muanufucturer that signs this Agreement after the MSA Execution Dute, such Tobuceo Product Manufacturer, within
u reasunable peried of time after signing this Agreeanent, mukes uny paywenls (including interest thereon at the Prime Rate)
That il would huve been ubligated to make in the (ntervening period il it been o signatory as of the MSA Execution Date.
“Pasticipating Manufacturer” shall also include the suecessor of o Participaling Manufacturer, Bxcept as exprexsly provided
in this Agreement, onee an entity becomes o Partivipating Munutucturer such entity shall permunently retain the status of
Fartivipating Munufucturer. Eagh Participating Manufacturer shall regularly report its shipments of Cigareties in or 1u the
fifly Unired States, the District of Columbia and Puerlo Rico to Management Science Associates, Ine. {or a successar entity
ax sl torth in subsection (min)).  Solely tor purpotes of culculutions pursuant o subsection IX(4). u Tehacco Product
Manufacturer that is nut a signatury to this Agreement shell be deemed 1o be a “Participating Manufacturer” if the Original
Participating Manufacturers. unanimously consent in writing.

{kk) "Previously Scitled States Reduction™ ineans a redustion determined by mubiplying the amount ta which such
reduction applies by 12,4500000%, in the cuse of payments due in or prior ke 2007; 12.2273756'%, in the cuse of puyments
due atier 2007 hut hefore 2018; and 11.0666667'%, in the cuse of payments due in ur after 2018,

1) “Prime Rute™ shall meun the prime rte ax published from time o line by the Wall Street Fournal or, in the
event the Walt Sireet Journal is oo longer pubtished or o Jonger publishes such rule, un equivalent successor reference rate
detennined by the Independent Auditor,

(min} "Relative Market Share” means an Originaf Pasticipating Manufactures's respective share {expressed as o
percentage) of the towl numher of individeal Cigareties shipped in of to the fifty United States, the District of Columbia nad
Pugrto Rice by all the Original Paeticipating Maratacturers during the calendar year immediately preceding the year in which
the payment at issue is due (regordless of when such payment is made), as measured by the Original Participating
Munufuctuzers” reports of shipments af Cigarertes w Management Science Axsuciates, Inc. {or 1 successar emity acceptable
0 buth the Originul Purticipating Manutucterers and o majority of those Atrneys General who are hoth the Anamey
Genernl of a Scaling State und o memher of the NAAG executive committee at the time in yuestion). A Cigaretle »hipped by
mare than one Participating MunuBucturer shall he decmed to have been shipped silely by the first Participating Manufucturer
to do so. For purposes of the definilion and determination of “Relative Murket Share,” D.0Y aunces of “roll your vwn”
Iobacew shall constitute one individual Cigarette.

{rn) “"Released Claims" mesns:

([} for past conduct, ucts or omissivas (including any damages incurred in the future arising from such past
conduet, uets or aimissions), those Claims directly or indirectly bused on, arsing out of or in uny way related, in whole or in
part, 1o {A} the use, sale, distribution, munufucture, develupment, advertizing, markeling or health effecrs of, (B} the expasure
to, ur {C) rexearch, stalemnents, or warnings regarding, Tobaceo Products (inctuding, but nol limited 15, the Cluims asserted in
the actions identified in Exhibit D, or uny comparable Claims (hat wese, voulld be ar goueld have heen gsserted now or in the
future in those uctions or in any comparable action in tederal, state or tocal court brought by u Settling Stute or a Releasing
Party {whether or not such Settling State vr Releusing Party hus brought such a¢tinn}), except for claims no e in the
wctions ddentified in Exhibit D for oulstanding tabilizy under existing licensing (or similar) fee laws or existing tax laws (hut
not excepling claims for any tax liability of the Tobatcs-Reluted Organizations or of wny Released Purty with respeet 1o such
Tubaceo-Belated Orgunizations. which claims are covered by the release and coverants set forth in this Agrezmen);

(2) tor future conducl, acte or omissions, only thoxe monetary Claims directly or imlirectly hased on,
arising out of or in any way related 1o, in whale or in part, the vse of or exposure W Tobsceo Products manutactured in the
ordinary course of business, including withoct fimtation any future Cluims for seimbursemnent of health care costs ullepedly
assoviated with the use of or exposure o Tobacen Products,

(o) “Relensed Parties™ means al} Participating Manufuctusers, their past, present and future Aftiliales, and the
respective  divisions, officers, directors, employees, Tepresenatmtives, insurers, lenders, underwriters, Tabacen-Reluted
Organizations, trade assoviations, suppliers, agents, wudilors, adveriising agencies, public relalions enlities, atinrneys,
retuilers and distributors of any Paeticipating Manufactorer or ot any such Aflilisle (snd the predecessors
wlministrators, suceessors and assigns of each of the foregoingy. Provided, however, thal “Relensed Partics™ daes not ineluds
uny person or entity Gnclling, bul ot limited o, s0 Affiliate) that is jeelf o Non-Participating Manufuciurer sl any tdime
ufier the MSA fixecution Date, unless such peeson or entity becomes a Partic ating Manufscturer,

heirs, execulors,
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(pp) "Releasing Parlies™ meuas euch Setrling State and uny of iss past, present and future agents, vificia ucting
in their official capacities, legal representutives, spencies, departments, commissions and divisions; and ulso means, (o the
full extent of the power of the signatories hereta to release past, present and future chaims, the following: {1) any Settling
Stte’s subdivisiors (political or otherwise, including, but not limited 10, municipalitics, counties, parishes, villages,
unincomorated districts und hospital districis), public entities, public instrumentalities wnd public educational institutions; und
(2} persens ar entitiex acting in 4 parens patrive, sovereipn, qua i-sovereign, private altorney penecal, qui tum, luxpayer, or
uny sther capacity, whether or not any of them participate in this settlesment, {A) to the extent that any such person ur entity is
seeking reliet on behalf of or generally applicabic to the general public in such Settling State or 1he people of the State, as
wpposed wolely to private or individual relie for scparate and distinet injuries, or (B} to the extent that any such entity (as
oppoed o an individual) is seeking recovery of health-care expenses {other than premium ur capitation payments far the
beniefit of present or retired state employees) paid or reimbursed, directly or indirectly, by a Settling State,

(4yq) “Sentling State” means uny State thal signs this Agreement on or before the MSA Execution Date. Provided,
however, that the term “Setiling Stale” shall not include (13 the States of Missiusippi, Florida, Texas und Minnesata: and
(2) uny Stute us to which this Agreement has beer terminated,

{rr) “$tale” means any state of the Unitedd Staes, the District of Columbia, the Commonwealth of Puerhs Ricu,
Guam, the Virgin Islands, American Samaoa, und the Northers Marianas.

(35} “State-Specific Finality” means, witk respeet to the Settting State in guestion:

(1) thix Agreement und the Consent Deceee have been approved und entered hy the Courl as to all Originat
Partivipating Munufucturers, vr, in the event of an appeal fram or review of a decision af the Court 1o withhold its approval
und entry of this Agreement wad the Consent Decree, by the court hearing such appeal or conducting such review;

{2) entry by the Court has heen made of an orler dismissing with prejudice all claims against Released
Parties in the action as provided herein; and

{3) the time far appeul or to seek review of or nermission w appeal (“Appesl™) from the upproval and entry
ax deseribed in subsection (F) hereof und entry of such order described in subsection (2) hereof has expired; or, in the event of
an Appeal trom such approval and entry, the Appeal has been dismissed, ot the approval and entry described in (1) hereo!
and the arder described in subsection (2} hereot have been wffirmed in ail muterial respects by the court of last resan to which
such Appeal has heen tuken 4l such dismissal or affiemance has become no langer subject w further Appeat {including,
withvut limitation, review hy the United Stutes Supreme Count).

(1t “Suhsequent Participating Manufucturer” means o Tabaceo Product Manofaclurer (other than an Qriginal
Participating Manufacturer) that: (1) is a Participating Manufucturer, and (2) is a signatoey 1o his Apreement, regardiesy of
when sueh Tobaeco Product Munufacturer becume a signatory to this Agreement. “Subsequent Panticipating Manutactures”
shali alsu include the successors of a Subscyuent Participuting Mssutuciurer. Except as expressly provided in thic
Agreement, once an entity becomes 4 Subsequent Participating Manufacturer such ently shall permanently retaia the status
of Subsequent Panicipating Manufacworer, unless it ugrces 10 assume the obligations of an Original Parti¢ipating
Munufuvturer as provided in subsection XY1H{c).

{uu)  "Tobaceo Product Manufacturer” means un entity that after the MSA Execution Dme direetly (and not
excluzively through any Aftiliate):

(17 manufuctures Cignretles snywhere that such manwfacturer inlends 16 be ol in the States, including
Cigarertes intended to be sold in the States (hrough an importer {exvept where such importer & an Original Partivipating
Manutscaurer that will be responsible foe the payments under this Agresment with respect Lo such Cigareteex ax a resull of the
provisions of subsections [1{(mm) and thut pays the tanes specitied in subseciion I{z) on such Cigareties, wml provided that
the munufucizrer of such Cipareties daes not murket or advertise such Cigaretes in the States);

{2) is the first purchaser anywhere for resale in the Stutes of Cigarettes munufactared anywhere that the
manufacturer does not intend ko be 201d in the States; or
{3} becames o successor of un entity deseribed in subsection (1) or (2} abave.

The term “Tahueeo Produet Munufacturer” shull not inchude an Afiiliate of 5 Tohaeeo Product Manafacturer unless
sueh Alfiliate itselt talls within any of subsections (1} - (33 sbhuve,

{vv) "Tubaceo Produuts™ meuns Cigurettes and smokeless tebacen products.

(ww) “Tohuceo-Reluted Orgunizations™ meuns the Council for Tubaceo Research-U.S.A., Inc., The Tohuceo
Institute, [nc. ("T1"), undl the Center for Indoor Air Ressarch, Tne, ("CIAR™) und the suceessors, if any, of TL or CIAR,

(xx) “Transit Advertisements" means wdveriising on or within privite or public vehicles and all advertisemenls
placed at, on or within any bus stop, tuxi stand, trassportation waiting ures, tain station, airport or any simitir location.
Notwithseunding the foreguing, the term “Transit Advertisements™ does not isclude (1) any advertisement placed in. on or
outsicle the premises of any netail establishment thut sefls Tobacco Produets {other than solely through o vending machine)
(except it such individusl advertisement (A) occupies an arca farger Gian 14 square fest; (B) is plaved in such praximity 1
any other such advertisement so ux 10 create a single “mosaic"-type advertisement larger than 14 square feet; o (C) functions
sulely us w segment of o larger adverlising unit or serées); or (2) adverlising at the site of ar event 1o be held at un Aduli-Only
Facility that is placed az such xite dusing Ihe period the facitity or enclosed rea constitutes an Adult-Only Facilivy, bt in no
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evenl imore than 14 days befure the event, and that does aot advertise any Tobaceo Praduct (other than by using o Brand
Name to idenlify the event).

{yy) "Underage” mesns younger than the minimum age at which it is legat tn purchase or possess (whichever
minimum age is older) Cigarettes in 1he applicsble Settling Siute,

(z2) "Video Guine Arcade™ means an enlertzinment esteblishment primarily consisting of vilev ginnes {olber 1han
video games intended primarily for use by persums 18 years of age or oldes} andfor pinhull machines,

(o) “Volume Adjustment™ means an upward or downward adjustment in aceordance with the formula fur volume
adjustments sef forth in Exhibit E.

(hhh) “Yuuth” meuans uny person or persons wnder 18 years of age.

1L PERMANENT RELIEF

{a) Prohibition on_Youth Turgeting, Ne Paricipsting Manufaciurer imay take any uction, direetly or indirectly,
target Yuuth within uny Sedling State in the advertising, prnnation ur marketing of Tebuceo Praducts, ur take any action the
primary purpose of which is to initiate, maletain or increase the incidence of Yauth smoking wihin any Setling State.

{b) Bun op Vse of Cartoony. Beginning (RO duys ufter the MSA Execution Dale, no Parlicipaling Manufuciurer
amuy use ar cause 1 be used any Cantoar in the advertising, promating, packaging or labeling of Tobaceo Products.
(e} Limitation of Tobsceo Briml Nime Sponsorships,

(1} Prohibited Sponsorships, After the MSA Execution Dale, no Participating Munulacturer muy engage
in any Brand Name Sponsarship in any Suute comsisting of:
(A) coneerts; or
(B) cventx in which the intended audience ix comprized of a sigpificant percentage of Youth; or
(C) eventx in which any paid partizipants or contestants are Youth; or
(B2} any athlelic event hetween opposing teams in any fouthall, basketball, baxeball, soceer or
hockey lengue.

(2) Limited Sponsorships,

{A) No Participsting Munulactarer maty engage in muore than one Brand Name Sponsorship in the
States in any fwelve-month period (such period measured [rom the date of the initisl sponsored even),

(B} Provided, however, that

(i) nothing contsined in subsection (2)(AY ohove shall require a Participating
Manufucturer 1o breach or terminale any sponsorship contriet in existence ax of Aogust 1, 1998 (uniil the carlier of (x) the
current term of any existing contract, withoul regard to uny renewal ar option that may be exercised by such Participating
Manufaciurer or (y) three yeurs after the MSA Execution Dute); and

(ii) notwithstasding  subsection  {1)(A) ubove, Brown & Williamson Tobacco
Corporation may sponsor either the GPC coumry iusic lestival or the Kool jazz festival as its one annual Brand Name
Sponsorship permitted pursuani to subsection (2(A) us well as ore Brand Mume Sponsorship permitted pursuant 10
subsection (2} B)(i).

(3) Retited Sponsucship Resirictions. With respect to uny Brand Name Sponsorship permitted under this

subsection (c);

(A) advenixing of the Brand Name Spensership event shall not advertise any Tobaceo Prxluct
{other than by using the Brund Name to iddentify such Brand Name Sponsorhip event);

{B) no Pueticipating Manutucturer may refer w a Brand Name Spansorship event or to a celebrity
or gther person in such un event in its advertising of a Tobuceo Producs;

(C) nathing contuined in the provisions of subsection |1lc) of this Agreement shall apply 1

actions tken by any Parricipating Manufactorer in connection with a Brand Name Sponsurship pennitted pursuant 1o the
provisions of subsections (23(A) and (2)(B)(i): the Brund Nzme Sponsorship permitted by subsection (2XB)(ii) shall be
subject 10 the restrictions of subsection 1i(e) except that yuch restrictions xhall not prohibit use of the Brand Name 1o identify
the Brand Nume Sponsorship;
. (D) nothing contained ia the provisions of subsections HID and TG shall apply e apparel ur
other merchandise: (i) marketed, distributed, offered, sold, or licensed mt the site o w Brand Nume Sponsorship peemitted
pursuant to subsections (2)(A) nc (2)(BXi) by the person to which the relevant Participating Manufuscturer has provided
payment in exchange for the use of the relevant Brand Mume in the Brand Nume Sponsership or a third-party that does nuot
receive payment from the celevant Participating Manufactursr (or any Affitiute of such Parii sipating Munutacturer) in
conrection with the markeling, distribution, offer, sale or license of such apparel vr ather merchandise; or (i) vsed @ the site
uf s Brand Nume Sponsorship permitted pursusnt to subsection (2HA) or (B (during such event) tht are not distributed
(by sale or utherwise) o wny member of the geners! public; and

{E} nothing contained in the provisions of subscction TI{d) shull: (i) apply v the use of o Braml
Name an a vehicle used in o Brand Name Spussorship; or (i) apply to Quidosr Adverlising advertising the Brand Mume
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Spunsarship, 1o the extent thut such Quiduse Advestising is placed ut the site of o Brand Name Sponsorship ao more than
90 days hefare the start of the initial spensered event, is removed within 10 duys after the end of the last sponsored event,
and is rot prohibited hy subsection (3)(A) above,

{4) Qurporate Name Spoosorships.  Nothing in this subsection () shall prevent a4 Participaling
Manuficturer Eram sponsoring of cansing o be spomsored any athletie, musieal, artistic, or other social or culral evenr, or
any entrant, participant or tenm in such event (or series of events) in the nume of the vorporation which manufactures
Tobagie Praducts, provided that the corporate nume dues not include any Brand Nume of domestiv Tobaceo Products,

(5} Maming Rights Prohibition. No Participating Manofactlurer may enter inio any agréement for the
naming rights of any studivm or areny located within a Seitling State vsing @ Brand Name, and shull not otherwise cause a
stadium ar arena located within a Settling State to be numed with % Brand Name.

(6} Prohibition on Spossoring Teams sad Leagues. No Panticipating Munufacturer may enter inly any
agreement pursuant W which payment is made (or other consideration is provided) by such Participating Manutacturer to any
fuothull, busketball, buseball, saccer or huckey Jewgue (ur uny team involved in any such leagye) in exchange for use of o
Brand Name.

) F Euch Participating Manufucturer shail
discontinue Qutdoor Advertising and Transit Advertisements advertising ‘Tobseco Products within the Settling States as set
torth herein.

(1) Bemoval Except us otberwise previded in this section, euch Participuting Munulacturer shall remove
from within the Seuling States within 150 days ufter the MSA Execution Date atl of its (A} hillboards {to 1he extenl that such
killbourds constilute Quidoor Advertising) advertising Tohaceo Produets; (B) igns and placards (to the extent that such signs
and placards constitute Quidoor Advenising) advertising Tobaceo Produces in arenas, stadioms, shapping malls and Video
Game Arcades; und (C) Transit Advertisements udvertising Tobacco Products,

(2) jlivn o) w Quidoor Advertizing g ansit Adveniisemenis. No Participating Manufacturer
iy, after the M53A Excvation Date, pluce or cause to be plaved any new Qutdonr Advertising adverising Tobacen Produets
ar rew Trunsit Adventisements advertising Tabaceo Products within any Seltling State,

{3) Alterputive Adverpising, With respect to thnse bilthoards regwired 10 be removed under subsection (n
thal are Jeused (us oppused to awned) hy uny Parlicipating Manuefacturer, the Participating Manufacturer will allow the
Attorney Generul ol the Seitling State within which such billbosrds are locatad to substitute, #1 the Setiling State's aption,
ultemative udvertising intended 10 discourage the use of Tobueeo Products by Youth und their exposure 1o second-hand
smuke for the remuining term of tie applicable contruct (without regard 10 any renewsl or option term that may be exercised
by xuch Participating Manufucwrer), The Participating Manufacturer will bear the cost of the leuse through the end of such
remaining lerm. Any other costs assaciated with such alternative advestising will be borne by the Seltling State.

{4) Banog A ments {ahibiti i-Tohacen Advertising, Each Participmting Munufucturer agrees that
it will not eater into uny agreement that prokibits « thied party from selling, purchasing ot displaying adverlising discouraging
the use of Tobaceo Products or exposure to second-hand smoke. In the event and 1o the extent thut any Purticipaling
Manufucturer hus entered into un sgreement containing uny such prohisition, such Purticipating Manufucturer berees w
waive such prohibition in such agreement.

(5) Besignution of Contact Person. Hach Purticipating Munufaciurer that hus Outdosr Advertising or
Transit Advertisements sdvertising Tohaceo Products within a Settling State shall, within 10 duys atier the MSA Executivn
Dute, provide the Altorney General of such Settling $tute with the nume of 3 vontuct person v whom the Settling State may
direct inquiries during the time such Quidoor Advertising and Transit Advertisements ure being eliminated, and fram whom
the Setling Stite may oblain periodic reporzs us to the progress of (heir elimination,

(6)  Adule-Only Facilities, To the extert that any adverisement adverising Tobaceo Products located
within un Adult-Only Facility constitutes Outdoor Advertising or o ‘Transit Advestisement, this sohsection {e) shall not apply
1o such advertiscment, provided such ndvertisement is not visible to persons outside such Adult-Only Facitity,

(e} Prohibition on_Paymenis Related to Tobaceo Products and Media. No Participuting Munufucturer muy,
beginning 30 duys afier the MSA Execution Dute, muke, or cuuse to be made, any puyment or sther consideration ta any
other person or entity to use, display, muke reference to or use as 4 prop aay Tobaceo Praduet, Tobaceo Product package,
udvertisement for u Tobacco Product, or any other item bearing a4 Brund Nume in any mation piciure, television shaw,
theutrical production or other live performunce, Eive or recorded performnce of music, commerctu] (lm or viden, or videa
gome ("Media”™); provided, however, that the foregoing prohibiion shall not apply to (1) Media where the udience ur
viewers are within an Adult-Only Fueility {provided such Medis are not visible 10 persons outside such Adult-Caly Facility};
{23 Medin not intended for diseribution ar display to the public: or (3) instructional Media concerning non-canventional
cigorettes viewed unty by or provided only v mokers who are Adults,

(1) Ban.on Tohacen Beand Nure Merchyndise.  Beginning July 1, 1999, nu Partivipating Manufactucer may, within
any Settling State, murket, distribwie, offer, sell, license or cause to he marketed, distriboted, offered, #old or licensed
(inctuding, without limitativn, by catalogue or direcet mail), any apparel o other merchandise {other than Tobaceo Products,
items the sole function of which is 1o udverise Tobaccw Products, or writien o electronic publications) which hears a Brand
Nume. Provided, however, that nothing in this subsection shall (1} require uny Porticipaling Manufacturer s breach or
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terminate any licensing agreement or vther contract in existence as of June 20, 1997 (this exception shall nol apply heyomd
the current term of any existing contract, without regard 10 any renewal ur option term that may be exercised hy such
Farlicipaling Munutucturer); (2} prohibit the distribution 1o any Participating Munuticturer's employee wha is nol
Underage of any ilem described ubove Lhat is intended for the personal use of such un employee; (3) require any Participating
Manufacturer 1o retrieve, collkect or otherwise recover any ilem thut prior o the MSA Bxecution Date wus markete,
¢istributed, offered, sold, licensed, or coused 1o be marketed, distribuled, offered, sold or licensed by such Participating
Manufucturer; (4) apply te coupons or other items used by Aduliz swlely in conneclion with the purchuse ol Tobaceo
Preaducts; or (53 apply o appare!l or other merchundise used within an Adult-Only Facility that is not distribiuted {hy sale or
otherwise} to any imember of the general public.

(g) Ban on Yaouth Access After the MSA Execution Date, no Participaling Manufuciurer moy,
within uny Settling State, distribute or cause (o be distributed sny free sumplex of Tobaceo Produets excepl in an Adult-Only
Eacility. For purpases of this Agreement, a “free sample™ does not include o Tobacco Provuct thal is pravided tu an Adult in
conreclion with {1} the purchase, exchange or redemption for proot of purchase of any Tobucco Products (including, but not
limited to, v free offer in connection with the purchase of Tobaceo Products, such as o “two-for-one™ offer), or (2) the
conducting of consumer testing of evaleation of Tebaceo Products with persons who ceraty tat they ure Adulis.

th) Bae on Gifls aryy rsons Based on Preots of chgxe, Beginning one year afier the MSA Execution
Date, no Participating Mueufacturer may provide or cause to be provided 1 any person withoul sulficient proat’ that such
persef is an Adult uny itan in exchunge for the purchase of Tohaveo Products, o the furnishing of credits, proofs-of-
purchase, or coupons with respect to such o purchave. For purposes of the preveding sentence only, (1) u driver's license or
other government-issued identitication (or legible photocopy thereof), the validity af which is certitied hy the persun o
whem the item ix provided, shall by itself be degraed to be a sufficient form of praot of age; and (2}in the case of flems
provided (or to be redeemed) ul retaif estahlishments, u Panieipating Manufacturer shatl he entitled o rely vn venfication of
proof of age by the retuiler, where such retuiler is required to obtain verification under applicable tederal, stute or lucal law,

(i) Limitation on Third-Party Use of Brand Names. Afier the MSA Execution Date, no Participaling Manufucturer

may license or otherwise expressly authorize any thied parly te use ar advertise within any Setiling Slale any Brand Name in
annct prohibited by this Agreement if done by <ueh Participating Manufacturer bisetl, Eaeh Participating Monu fciurer
- within 1) days after the MSA fixecutive Date, designate o person {and provide written notice 1 NAAG of such
designation) 1o whom the Aneraey General of any Settling State snay provide writlen nutice af any such third-party activily
that would he prohibited by this Agrecanent il dese by such Purlicipoting Manufacturer itseld. Eullowing such writien notice,
the Participating Manutacturer will prompty take commercially reasonable steps againgt any such nun-de minimis third-party
uctivity,  Provided, however, that aothing in this subsection shal) require any Pasticipating ManuGaclurer to (1) hreach or
terminute any licensing agecement or other contract in existence as of July 1, 1998 (this exception shall not upply beyond the
currenl term af any existing vontrugt, without regard to uny renewal or option term that may be exercised by such
Partivipating Manufucturer); or (2) retrieve, collect or otherwise recover uny item that prinr 10 the MSA Execution Date was
marketed, distributed, offered, sald, licensed or caused 10 be marketed, disiributed, oftered, sold ur licensed by such
TParticipating Manutucturer,

() Ban on Nun-Tubaceo Brand Names. Mo Participating Manutacturer wmay, pUrsUant 1o uny agreement requising
the payment of meney or other valuable consideration, use or <ause t be wsed as 1 brand name of any Tobacco Product any
nationally recognized or nottanally established brand name or trade nume of any nen-lobaceo ilem or service ar any
utionally recognized or nationally estublished sports team, entersainment group ur individual velebrily. Provided, however,
that the preceding sentence shall not upply to @y Tobaceo Prosuct brand name in existence as of July 1, 1998, For the
purpuses of this subsection, the tern “ather valuable consideration” shall nut include un agreement hetween lwa entities whn
enter into such agreement far the sole purpose ul avuiding infringement claims,

igurettes. No Pactivipating Muanufacturer may, beginning 60 days afrer the
MSA Exccution Date and through and includirg December 31, 2001, manufuclure of ¢auxe 10 be munufuctured for sule in
any Sertling State any pack or other container of Cigarettes containing fewer than 20 Cigareties (ur, in the case of roll-your-
awi whaceo, any packuge of rall-your-own tohacco contxining less than 0.60 ounces of lieo). No Partiviputing
Manutictueer may, beginning | 50 days atter the MSA Execution Date and through and inchading Decernber 31, 200E, sell or
distribute in any Setiling State any pack o other container of Cigarettes containing fewer than 20 Cigarettes (or, in the case
af roll-yaur-own tobucco, any puckage of mil-your-own tohucuo conluining less thun 0.60 vunces uf tohucea), Ench
Participating Manulacturer fuether ageees that foliowing the MSA Execution Date it shall ot OppUsE, OT Cause 10 be nppused
{including through any third party or Atfiliute), the pussuge by any Senling State uf uny legixlutive propusal vr administrative
rule upplicuble t all Tobaceo Product Munufacturers and all retsilers of Tobacen Protduces prohibiting the manufuriure uny
sule of uny pack or other container of Cigaretles containing tfewer than 20 Cigarettes for, in the case of roll-your-awn
tabicea, uny package of roll-your-own tobaceo contuizting fess than 0.60 aunces of twhavea).

oasumption, Beginning 180 duys after the

promulgate or reaftiem corporate principles that express and explain ils commitment to comply wilh the
provistons af this Agrecment and the recluction of wse of Tobaeco Products by Youth, and clearly and regularly communivaic
tu ils employees and custoiners its comminment (e assist in the reducrion W Youth use of Tobaceo Producls;
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designate an executive level manager (and provide written notive ke NAAG of such designation) to
identity methods tu reduce Youth uccess w0, und the incidence of Youth consumpiion of, Tebuceo Products; and

encourage s employees Lo identify udditional methads to reduce Youth access ta, ard the invidence of
Youth consumplion of, Tobacea Products,

(m) Limitations an Labbying. Following State-Specific Finality in u Settling Stare:

(1) Mo Participating Munufacturer may cppose, or cause to be opposed (including through any third party
ur Affiliale), the passage by such Settling State {or any political subdivision thereof) of those stute or local legislative
propasuls ar udministrative rules described in Exhibit F hereto intended by their terms to reduce Youth uccess to, und the
incidence of Yauth consumpeion of, Tobacco Products, Provided, however, that the faregning dues ot prohibit any
Participating Manutaclarer from (A) challenging entarcement of, ot sving For decluratory or injunctive relief with respect ta,
uny such legislation or rele on any grounds; {B) continuing, atler State-Specific Finality in such Senling State, to appase ar
cause k1 be opposed, the passuge during the legislative session in witich State-Specific Finality in such Semling State occurs
of any specific state o local legislative proposals or sdministrative rules introduced prios to the time of State-Specific
Finality in such Seicling State; (C) opposiag, or causing to be opposed, any excise tax or income tax provision or user fee or
other payments relaling 1w Tobaceo Products or Tebueco Product Manutacturers; or (DY opposing, or cirusing 10 be opposed,
any state or locut legislative proposul or administrative rule that also includes measures other than thnse described in
Exhihit F,

(2} Hach Participuting Manufucturer shubl require all of is officers and employees engaped in lobbying
aetivities in such Setiling State ufter Stare-Specitic Finulity, contract lobhyists engaged in Jobbying activilies in such Settling
Srate after Slate-Specific Finality, und uny other third parties who engage in lobbying activities in such Settling Siate after
State-Specific Finality on behal! of such Participating Manufacturer (“lobbyist” und “lobbying activities” having the meuning
such lerms have uader the law of the Settling State in quetion} to cestify in writing to the Participuting Manufuctucer that
they:

(A) will not support or appose uny state, local or federat legistation, or seek or oppase any
governinentul action, on behalf of the Participating Munatacturer without the Panicipating Manufacturer's express
nuthurizatian {except where such advance express swthorizstion s not reasanably priucticable):

(B) ure nware of and will fully comply with this Agreement and afl laws and regulations
applicable fu their lobhying activilies, including, withmu timitation, those setwed 1o disclosure of Financial contribulions,
Pravided, however, that it the Settling State in question has in existence no laws or regulalions reluting to disclosure of
financial cantribotions segurding lobbying activities, then each Participuting Manugucturer shalt, upon Tequest ot the Attorney
Generzl of such Senling State, disclose to such Attorney General any payment 1o 4 lobbyist that the Participating
Munufacturer knows or hus reason 1o know will be used to influence legislative or administrative uctions of the state or ncal
government relating 1o Tahaceo Praducts or their use. Disclosures made pursuant 1o the preceding sentence shall be fited in
writing with the QTice of thie Attorney General on the first day of Bebruary and the: first duy of August of each yewr for any
and all payments mude during the six month period ending on the Last day of the preceding December und June, respectively,
wilh the following information: {1} the name, sdireess, telephone number und e-muil address (if any) of the recipient; {2) the
uenuunt of ezch payment; and (3) the aggregate amount of ot payments described in thix subsection (2)(B) to the recipient in
the calendar year; und

{C) huve reviewed and will fully abide by she Puticipating Manufacturers corporate principles
promulguied pursiant to this Agreement when acting on behalf of the Participating Manulacturer.

(3) Nao Participating Munufacturer may support or cause o be supporred (including through uny third party
or Affiliute) in Congress ar uny other forum fegistation or rules thal would preempt, override, abrogute or dimninish such
Seutling Stae’s rights or recoveries under this Agreement. Except s specitically provided in this Agreemant, nothing herein
shall be deemed 1o restrain any Settling State or Participating Manutucturer from advocating terms of way national seitlement
ar Laking any vther positions on issues relating to tobucca.

{n) Resirictios Proceeds. Afier the MSA Execution Dale, no Participating
Muanufucturer may suppont ur cause to be spported (inclading through any third party or Aftitiate} the diversion of any
praceeds of this sentlement to any progrum or vse that is selther tobacco-related nor health-related in connection with the
appraval af this Agreement or in uny subsequent legixlutive appropriation of seitlement proceeds.

(v} Dissolutjo, an 1 G, e Counej pbyceo Research-
Indoor Air Research, |ne,

{1} The Council for Tobaces Research-U.S.A., Ine. {"CTR™) (a nol-fuor-protit comoration farmed under the
laws af the State oF New York) shall, pursusnt 1o the plan of dissolution previausly negotialed and ogreed to between the
Attorney General of the Stite of New York und CTR, veirse all aperations snd ba dissolved in accordance with the luws of the
State of New York (and wilth the preservation of ] applicable privileges helt by any imember company of CTR),

(2) The Tohaceu lestitute, Inc. (“TI' (2 net-for-profit corporation fonned wnder the laws of the State of
New Yurk) shall, pursuant te a plun of dissolution to be negotiated by the Attomey General of the State of New York and she
Original Participating Munufacturers in sccordance with Exhibit G hereto, ceuse nll eperativns and be  dissolved in
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avcordanve with the luws of the Sute of New York atd under the suthority of the Attorney Ganeral of the Srare ol New
York (and wilh the preservation of all applicable privileges held by any member company of Tl).

(3} Within 45 days aller Final Approval, the Center for Induor Adr Research, Ine, ("CIAR™) shall cease
alt speratiens und be dissolved in o manner conxistent with upplicable law and with the preservation of all ap
privileges (including, without limitation, privileges held by uny member company of CIAR).

(4) The Participating Masufuceuzers skl direet the Tohuceo-Related Organizations ta preserve all records
that relale in any way to issues raised in smoking-reluted healsh ligation,

(3) The Participating Manufacturers may not reconstitute CTR or ils function in any form.

(6) The Participuting Manufacturers represent thal they have the authorily to and witl effectuate
subsections (1) through (5) hereof.

(1) Regulati 8

(1) A Participating Manufucturer may form or participste in new tobacto-relaled Inkle assuciations
(suhjecl to all applicable laws}, provided such associations apsee in weiting ot to aet in any tunner contracy to any provision
of this Agreement, Each Participuting Manufucturer sgrees that if any new 1ohucco-reluted trade associalion fils to so uyree,
such Partivipating Manutacturee wifl not participate in or support such association.

(2) Any tobacco-reluted trude assoctution that is furmed or controlled by ane or more of the Participating
Munufacturers after the MSA Execution Date shail adopt by-luws governing the associalion’s procedures und the activitics of
its memhers, board, empluyees, agents und other repres ves with respeet to the twhicco-related trade associalion. Such
by-laws shall inelude, among other things, provisieas th

{A) euch ofticer of the association shall be appainied by the board of 1he sssociation, shall be an
employee of such association, snd during such officer's term shall not be u director of or empluyed hy any member af the
association or by un Affilinte of any member of the association;

(B) legul counsel for the assoctation shull be independert, and meither counsel nor any me mber or
employee of counsel™s law firm shall serve as legai counsel o any member of the wssociation o 10 2 muatactorer of Tobacco
Products that is an Atfiliate of any member of the assoctution during the Bme that 3t is serving ax fegul counsel 0 the
assuciation; and

{C) minutes describing the substance of the meelings of the buard of directars of the associntion
shall be prepared and shall be inaintainell by the association for u period of at least live years Tollowing their prepasation.

(1) Without [mitation on whatever other rights 1o secess they may be pernilted hy law, lor a period of
seven years from the dute any new tobaceo-related trade sssociation is formed by any of the Participuting Manutaclurers after
the M3 A Lixecution Date the antitrust authorilies of any Setiling State may, fur the purpese af enforcing this Agreemenl,
upun reasonable cause to believe that a violatiun of this Agreement hus vecurred, and upon reasonable privr written notice
(bul in no event less thun 10 Business Days):

(A) hive aceess during regular uffice hours 1o inspect and copy all relevant non-privileged, non-
work-product books, records, meeting sgenda and minutes, and other documents (whether in hard copy fonm or stured
electranicully) of such nssociation insofur as they peraln o such believed vialution; und

(B) interview the axsocialion’s directors, officers and employees (who shall be entitled to have
coursel present) with respect 1o cefevant, non-privileged, non-work-product maters pertaining to such helieved vistation,

Documents and infermation provided to Sedtling Suse untitrust avthorities shall be kept confidential by und tmmonyg
such authorities, and shull be utilized only by the Settling States and only for the pumpaose of enforeing this Agrecment or the
crminal law.  The inspection and discovery righls provided to the Ssttling States pursuant to this subsection shall be
conrdinated so a5 10 avoid repetitive and excessive inspection and discavery.

() Prohibitio 5 . Nao Participating Manufacturer muy enter into any conlral,
combinution or conspiracy with any other Tobaceo Product Manufacturer that has the purpuse or etfect off {1 timiling
vompetition in the production or distribution of information about health hazasds or other consequences of the use of their
products; (2) Emiting or suppressing research inte smoking wnd health; or (3) limiting or suppressing resesrch into the
murketing or development of new products. Provided, however, that sothing in this subsection shall be deemed tu (1) requite
any Participating Munutacturer 1 produce, distribute or atherwise disclose any infarmation that i subject to uny privilege vr
protection; (2) preclude any Participating Manufecturer from entering into any joint defense or juint legal interest agresnen
or arrangement (whether or not in writing}, or from asserting any privitege pursvant therets; or {3) impuse any affinmutive
ohligation on any Participating Munutactucer te conduct any research,

(r} Prohibition un Materisl Miscepresentations.  No  Purticipating Manufuclurer may make any material
misrepresentation of fact regarding the health vonsequences of using any Tobaceo Product, including any whacco additives,
filters, paper ar other ingredients. Nothing in this subsection shalt limit the exercise of any First Amendment right or the
asserlion of any defenye or position in any judicial, legislative or regulnsory forum,

Y]

IV. PUBLIC ACCESS TO DOCUMENTS

) Alter the MSA Execution Date, the Original Participating Manufaciurers and the Tehaceo-Related
Organizations will support an application for the dissoluricn of uny protective urders entered in each Seuling Stlc’s
lawsuit identitied in Exhibit D with respect only to those documents, bdices and privilege logs that have been produced as of
the MSA Hxecution Date 1 zuch Sealing State antd (1) as to which defendants have made a0 claim, ur have withdruwa any
cluim, of atlorney-client privilege, attorney work-product protection, common {nterestfjoint defense privilege {eotlectively,
“privilege™), trade-secret protection, or conlidentiul or proprietury business information; and (2) that ace nat inappropriate for
public disclosure because of personal privacy interests or contractual rights of third parties that may not be abrogated by the
Original Participating Manufaciurers or the Tubscco-Reluted Organizations,

(b} Notwithstanding State-Specitic Finality, if any order, ruling or recommendation was issued prior to September
17, 1498 rejecting u claim of privilege or trude-seeret protection with respect to any decument o doeuments in o lawsuit
identified in Exhibit D, the Settling State in which xuch order, ruling ar recommendation was made may, no later than 45
duys after the occurrence of Staee-Specific Finality in such Settling Stute, seek public disclosure of such document or
ducuments by upplication 10 the court that issued such order, ruling or recommendation und the courl shall retain jurisdictivn
Far such purposes. The Giriginul Panicipating Mamufacturers and Tobacen-Related Organizations do not cersent to, und may
ubject to, appeal from or athecwise oppose any such spplication for diselosure, The Original Participating Manufacturers and
Tuobacco-Related Organizutions wilt not asvert Uit the settlement of such lawsslt hus divested the court of jurisdiction or thut
su¢h Settling State lacks standing ta seek publiv dixcfovsre on any applicable ground.

fc) The Originat Partivipating Munutacturers will muintin ot their expense their Internet docuinent websites
accessible through “TobaccoResoluioncom™ or ¢ similar website watil June 30, 2010.  The Originul Participating
Manufucturers will maintain the documents thul curmertly appear an their respective websites and will add additivnal
Jucuments to their websites as provided in this sectios V.

{d) Within 180 duys after the MSA Executiva Dute, each Originul Pasticipating Manfucturer and Tobacco-Reluted
Organizution will place an its website copies of the foltawing documents, except as provided in suhsections 1V(e) and [V(])
below:

(I} ult documents produced by such Original Participuting Maaufacturer or Tohacco-Related Organization
as of the MSA Execution Date in any action identified in Exhibit D or uny action identified in section 2 of Exhibit H that was
filed by an Altarney General, Amung thesc decements, each Original Pagticipating Munofacturer und Tabacoo-Related
Organization will give the highest priority t {A) the Jucuments that were listed by the Stwe of Washinglon us trial exhibirs
in the: State of Washinpton v. ricun Tobsego » No. §6-2-15056-8 SEA (Wush, Super. Ct., Counly of King): and
(B) the documents us to which such Origicut Participating Mamufavtuser ar Tobaceo-Relutled Organization wilhdrew any
cluim of privilepe ax a result of the re-examination of privilege claims pursuant to court order in State of Oklahoma v. Rl
Reynelds Tobacen Company, €1 al., CI-96-2499-L (Dist. Ct., Clevetund County):

{2) all documents thit con be identified ay having been produced by, and copies of transeripts of
depositions given by, such Originul Participuting Manutucturer or Tobaceo-Related Organization as of the MSA Execution
Dute in the litigation matters specified in section | of Exhibit H; and

{3) afl documents produced by suck Original Pusticipating Manufacturer or Tohaceo-Relued Organization
as of the MSA Execution Date and listed by the plaintitfs as trial exhibits in the litigation matters specified in section 2 of
Exhibit H,

(e) Unless vopies of such documents are wiready on its website, each Original Participating Manulacturer
und Tokucen-Related Orponization will pluce on its website copies of documents produced in any production of documents
thut tukes plice on or after the date 30 duys hefore the MSA Execstion Date in any federal or state court civil detion
eioeerning smoking und heulth. Copies of uny documents required to be placed on o website pursuant to this subsection will
he pluced un sich website within the luter of 45 days after the MSA Execution Date or within 45 days afler the production of
such documents in any Federal or state court action concerning smoking und heslth. This obligation will continue until June
30, 2010. In plucing stich newly produced documents on its website, each Origina} Purticipating Manufaclurer or Tohucco-
Related Ocganizution will identify, as part of its index to be treated purstant 1o subsection 1V(R), the uclivn in which i
produced such documents und the date on which such documents were added to its wehsite.

(I3 Nathing ia this section IV shall require any Origioal Participating Manufactures or Tohaveo-Related
Organization to place on its website or atherwise diseloxe documents thut: (1) it continues ta ciaim to he privileged, a irude
seeret, conlidential or proprietary business information, or that contain other information not appropriate for public disclosure
hecause of persunal privacy inferests or conteactoal rights of third parties; or (2) conlinue to be subjest 1o any protective
arder, sealing wrder or other ueder or ruling that prevents er limits a litigans from disclosing such documents.

(8} Oversized or multimedia records will not be required to be pluced on the Website, but each Origittal
Parlicipating Munutaciurers and Tobacco-Related Orgumizations will muke any such reconls available 1 the pubtic by

placing copies of them in the docement depository established jn The State of Minnesotu, et al. v, Philip Morris Incurpornied
elLal, C1-%4-8565 (County of Ramsey, District Court, 24 Judlial Cir),

it
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(h) Each Original Participating Mangtucturer wil) establish an index and other features o nnprove
searchable access t the document images on its webstie, as sel forth in Exhibit |

(i) Within 90 duys ufter the MSA Execution Date, the Original Pagticipaling Munufacturers will furnish
NAAG wilh a project plan for ¢ompleting the Original Participating Manufucturers' obBgations under subsection 1v(h)
with respect to dacumenis currently un their websites and documenls being placed on their websites pursuanr o
subsection [V(d). NAAG muy engage a computer consultant at the Original Panicipating Manuficturers” expense tr a
period not o exceed twis years and at 4 cost not 10 exeved $100.000. NAAG's computer consalzant may review such plan
and make recommendations consistent with this Agreement, In addition, within 120 days ulter the completion uf the Original
Paricipating Manufacturers” oblipations under subsection 1V(d), WAAG's computer consultant may make final
recemmenditions with respect to the websites consistenl wilth this Agreement.  In preparing these recammendalions,
NAAG"s eomnputer consullant may seek input from Settling $wie officials, public heallb organizations and other wsers of the
wehsites,

{j) The expenses incureed pursbant o subsection IV, and the expenses related to documents of the Tobuacen-
Relaled Orgunizations, will be xeverally shared among the Origina) Participating Manufacturers (ullocated among them
according to their Relative Market Shares).  All other expenses incurred under this section will be borne hy the Criginal
Participating Manufuclurer that incurs sikth expense.

\Z TOBACCO CONTROL AND UNDERAGE USE LAWS

Each Participuting Munutucturer agrees that following Stute-Specitic Finality in a Seuling State it will not initiate, or
enuse [0 b indtiated, a facial challenge uguinst the enforceability or constitulionality of such Seuting State’s (or such Settling
Stale’s. political subulivisions’) statutes, ordinances and adminisirative rules relaling to tohaceo control enaced prior 1
June 1, 1998 (other thar 4 statute, ardinance oe rale chellenged in any luwsuit listed in Exhibit M),

YL ESTABLISHMENT OF A NATIONAL FOUNDATION

(a] Foundation Purposes.  The Seubing States helieve that u compreensive. voordinated pragrany of public

education and study is important to fuether the remedial goals of this Agreement. Accurdingly, us part of the settement of

claimx deseribed herein, the payments specified in xubxections ¥Ich), Vlic), and EX{e) shall be muade 10 a charituble
fuundation, trust or similar organization (the “Foundation™) and/for 0 a program to be operaied within the Foundation (the
“Nativnal Publivc Lducation Fund”), The purposes of the Foundation will be to suppoert (1) the study of and programs 1o
reduce Youth Tobaces Product usage and Youth substance shuse in the Statex, and (2) the sty af and educational programs
ti prevent disenses assogiated with the use of Tobueen Products in the States.

() Baxe Foundation Paymeats. On March 31, 1994, und an March 31 of each subsequent yeur for a petiod uf nine
yeurs thereafter, each Originaf Panlicipating Magufacturer shall severslly pay its Relative Markel Share of $25.000.000 to
fund the Foundation. The payments Lo be made by euch of the Originul Participating Manufacturers pursuant lo this
sulsectiun (b) shull be subject 1o no adjustments, redustions, or offsess, and shll be paid © the Bscrow Agent {to be credited
to the Subsection VI(h) Account), who shall disburse such puyinents W the Foundatien only upin the nccurmence af Ste-
Specific Finality in al lewst one Sciiling State.

1egtion AVINERTY.

(1) Hach Original Paticipating Manafucturer shall severally pay its Relutive Market Share of the following
hase ainounts on the following dutes 10 the Escrow Agent for the henefis of the Foundation's National Public Education Fund
to be used fur the purposes and us described in subsections VE(I(1), Vig) and Vi) below; $250,(H0,000 an March 31,
1999; $300,000,000 on March 31, 2000; $30,000,000 on March 31, 2001; $300,000,000 en March 31, 2002 und
$300.400400 on March 31, 2003, a4 such amounts ure modified i scoatdunce with this suhsection (c}. The payment due an
March 31, 1999 pursuant to this subsection (¢X 1) i% to be eredited w the Subseclion VI(e) Account (First). The payments
due on o after March 31, 2000 pursuant to this subsection Vi(e)1) are 10 he crediled to the Subxection Yi{e) Account
(Subsequent),

(2} The payments to be made by the Griginal Purlicipating Manufacturers pursuunt o this subsection (c),
vther than the puyment due on Murch 31, 1999, shull he subject 1o the Inflation Attjuztinenl, the Volume Adjusinent aml the
offset for iniscaleuluted or disputed payments described i

(3) The payibent made pursunt to this subsection {c) on Murch 3F, 1999 shall be dishursad by the Escrow
Agent ter the Foundution only upon the oceurrence of Stufe-Specitle Finulity in al least one Senling Stute. Hach remaining
puyment pursuant ta this subsection (c) shall he disbursed by the Hscrow Agent fn the Foundation only when State-Specitic
Finality has accurred in Semling States having uggrepate Allocuble Shares equal 1o at least 80% of the tolul agpregate
Allucable Shares assigned to all States that weea Settling States us of the MSA Excevtion Date.

4) In addition to the payments made pursiiant w this subsection (), the National Public Educition Fund
will be funded {A) in necardunce with sihsection 14}, und (B) through manies contsihuted by other entities directly 16 the
Foundation 2nd designated for the National Public Education Fund {"National Public Education Fund Contriburivng™),

(5) The payments made by the Original Panicipating Munufacturers pursuant to thix subxection () andfor
subsection [X({e) and monies received from all Nation! Puhlie Education Fund Contributions will be deposited und invested
in aeeordance with Lhe laws of the state vl incorpoeration of the Foundation,
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(d) Creation and Organization of the Funndalivn. NAAG, through ity executive commiltee, will prowvide for the

ercation o the Foundation, The Foundation shafl be organized exclusively for ¢harituble, scientific, und educationag
purpases wilkin the meaning of internul Revenue Code vection 5014c)(3). The organizational documents of the
Foundation shall specifically incorpocate. the provision: of this Agreement reluting to the Foundation, und will provide for
payment of the Foundation's administrative sxpenses from the funds paid pursuant o subsection VI(b) ur ¥Yi(e), The
Foundativn shall he poverned by a board of dicectors, The board of directors shall be comprised of cleven directors. NAAG,
the National Goverpors' Associalion (“NGA™), and the Nutional Conlerence of Staie Legislwtures {“NCSL™) shall each select
Irom its membership two directors. These six directors shaH select the five additiona) directors. One of these five additional
directors shall huve expertise in public health issues. Four of these five additional direciors shall have expertise in medical,
child psychalogy, ar public health disciplines. The bourd of directors shall be nationally geographically diverse.

(¢) Foundutivn Affiliation. The Fowndation shall be Tormatly affiliated with an educational or medical insitution
selected by the buard of directors,

(f} Foundution Funetions. The tanctions of the Founrdution shall be:

(1) curryiag out a nurfonwide sustained advertising and eduvation program to (A) counter the us¢ by Youth

of Tobaceo Praducts, and (B) educaie consumers about the cawse and prevention of diseases associanted with the use of
Tobaceo Products;

(2) developing und disseminating madel udvertising and education programs to counter the use by Youth
of substances thut are unlawful for use ur purchase by Youth, whh an emphasis on reducing Youth smoking: monitoring und
lesting the effectiveness of such model programs; and, bused on the infurmation received from such memitoring and lesting,
continuing e develop and disseminale revised versions of sueh model programs, as appropriste;

(3) developing and di inuting moslel ym education programs und curriculum ideas ahour
smaking und substunce abuse in the K-12 schood system, including specific target programs for special at-risk populations:
moenitoring und testing the effectiveness of such model programs and ileus; and, based on the infucmation received fram such
munitoring und testing, ¢ontinving to develop und <disseminate revised versions of xuch model programs or idess, s
appropriate;

(4} developing and disseminating criteria for cifective cessution programs; moniloring und texting the
effectiveness of such criterin; and continuing to devetop und disseminute revised versions of such eriteria, us uppropriate;

(5} commissioning studies, funding rescurch, and publishing reports on factors thal intluence Youth
simiking and suhstance abuse and developing steategies tr address the conclusions of such studies and Tescarch;

(0) developing other innovative Youth smoking and sabstunce abuse prevention programs;

(7) providing tarpeted training und information for parenty;

{8) muintnjning a tihrary open to the public of Fuundation-funded studies, sepurt and other publications
relited ta the cause and prevention of Youth smoking and substance uhuse;

9} tucking and monitaring Youth smoking und svbstunce ubuse, with a fovus vn the reasons e uny
increases or failures to decrease Youth smoking und suhstance sbuse und what actions can be taken 1 reduce Youth smoking
and suhstance abuse;

{10) receiving, conteolling, and managing contributions from ather entities to further the purpuses
descrihed in this Agreement; und

(11} receiving, controlling, and manuging such funds peid by the Pasticipaling Manufacturers pursing o
subsections VI(h) and VI(c) above.,

(g) Eoundytivn Grant-Making. The Foundation is uuthorized 10 make grants from the Nationul Public Education
Fund to Sciling Stales and their paliicul subdivisions o camry ous sustained advertising and education programs to (1)
caunter the use by Youth of Tohacen Products, and (2% educste canswsmers about the cause afgl prevention of disensex
asseciuted with the use of Tobucco Products. In saking xuch grants, the Foundation shall consider whether the Setiling Sute
or palitical subdivision upplying for such prant:

(1) demonstrates the extent of the problem fegarding Yaulh sinoking in such Settling State or palitical
subsivision;

(2) either seeks the grant lo implement a model pragram developed by the Foundalion or prwvides the
Foundation with a specific plan for such applicant’s intended use of the grant monies, including demonsirming such
applicant™s ability to develop an ¢ffective advenisingleducation compaign and to ussess the elfccliveness of such
advertising/edueation campuign;

(33 has other fuads readily aviiluble to carry out a sustained advertising and education pragram to (A)
vounler the use hy Youth of Tobacco Products, snd (B} educate consusners shout the vause and prevention of diseases
asvoxciated with the use of Tobacco Products; und

4) is a Seitling Stute that hay not severed this section V1 from its setilement with the Purticipating
Munufucrurers pursuant to subsection YI() helow, or is a palitical subdivision in such a Seuling State,
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(h) Foundutinn Activities. The Founrdution shall nat enpage in, nor shall any of the Foundation's maney he ased
9 engage in. any politieu! activities or lobbyiag, including, but gt Himited to. suppon of o appusition o camtidates, halio
initlatives, referemcli or other similae sctivibes,  The Nalional Public Edueation Fund sholl he used oaly for public
educution and advertising regarding the addictiveness, huaith effects, and sociul costs reluted 1n the uve of tobaccn prenfucts
and shali nol be used for any personal attuck on, or vitification of, sny persen (whether by mame or business affiliotion),
winpuny, o povermentil agency, whether individuatly or collectively. The Foundation shall work 10 ensure that i
uvlivities are varried ot in u colngrally and npuistically upproprise manper. The Foundation's activities {including the
Nationat Pubjic Education Fuad) shadl be carried out selely within the States. The payments described in subsections YI(b}
and ¥1(e) above ure made @l the direction und on behislf of Setding States. By muking such paymenis in such manner, the
Partiviputing Manufacturers du nol undertuke und expressly disclaim any responsibility with respect o the creation,
operatian, liabililees, or fax status of the Foundation or the Natiotal Public Bdecation Fund,

(D) Suverance of this Section, If the Altorney General of 4 Settling State determines that such Sentliag State may not
lawlully enter into this section VE as 3 mattee of applicable stute law, such Altorney General may sever thix section VI frinmn
ix setliement with the Puriicipating Manufacturers by piviag written motice of such severunce lo euch Partivipating
Manubycturer and NAAG purstrant to xubscetion X VIH(K) hereof. 11 uny Setling State exercises its sight 1o sever this seclinn
VI, this section V1 shall not be consideresd a part of the specitic settlemeat between such Setiling Srate und the Partivipating
Munufucturers, and this section VI shall ool be enlorceabls by or in such Sewling State. The payment ubligation of
subxections VI(h) und VI{c} hereof shall apply regardless of u determination by vre or e Sétlling States 1o sever seclion
VU hereot, pravided, however, that if all Settling States sever section Y1 hereof, the payment ohligations of subsectians (b)
and (¢} hereaf shail be null and void. If the Atorney Gereral of « Seitfing State that severed 1his sectivn VI subsequenly
determines thit such Setling State way lawfully eater into this section V1 as 4 matter of appticuhle stae faw, such Atarney
Generul muy resvind such Setiling State's previous scverance of this section Vi by civing wrilten notice of such restission tn
each Partivipating Manulacturer and NAAG pursuant to subseetion XVIIK). IF uny Seltling State reseinds such severance,
this section VI shall be considered o part of the apecific scitlement hetween such Setlling Stale and the Paricipating
Munufurtuzers (inclnbing, for purpases of swhsection, (£3(433, and this section V1 shall be enforceabls by aed in suck Seltling
State,

il ENFOQRCEMENT

(a} furisdiction, Each Partieiputing Manufuctirer und each Settling Stute acknowledge vhm the Court: {1) has
jurisdivtion vver the suhject thatles of she oction identificd in Exhiti: B in such Seling State and over each Participating
Manatacturez; (2) shall retuin exclusive jusisdiction for the purpuses of implementing and enfurcing this Agreement and the
Consent Devree us 1o such Settling State; and (3) except as provided in sobsections 1X¢d), XHu) and XVH{d) and Exhibit 0,
shall be the anly court to which disputes under this Agreement or the Consent Decree are presenteel as to such Setiling Site.
Provided, however, that nutwithstanding the foregoing, e Escrow Court {us defined in the Excrow Agreemend) shall have
exciusive jurisdiction, #x provided in section 15 of the Escrow Agreemeat, over any suit, action or proceeding seeking to

- iaterprel o enforce any pravision of, or based on any right arising vul of, the Esvrow Apreemen.

{b) Esforcement of Consent Degree. Hxvept us expressly provided in the Consent Decree, uny Seltling State ar

Reteased Party may apply 10 the Coun 16 enfarce the terms of the Consent Deeree (or for 4 declaration construing any such
ferin) with respect o adleged violations within such Setiling State. A Sentling State may not xeek 1o eatoree the Consent
Decree of another Settling State: provided, hawever, that nothing contained hierein shali afface the ability of any Settling Staze
o (1} eoordinate sture enforcement actions or proveedings, ur (2} le o Join any amicus brief. dn the event shat the Court
determines that any Participating Manufacturee or Settling State kas violated the Consent Decree within such Setiling State,
the purty that initisled the pracesdings may request sny and all reliel avaitsble within such Setrling Stute pursuant 1o the
Cunsent Decrec.

(¢} Enfvrcement of this Agreement.

(1) Except oy provided in subsections 1X(d3, Xi{c), XVIlid) and Exhibiy O, any Seuling Sute or
Participating Manutucturer muy bring un action in the Courl to enforce the terms of this Agreament {or tor a declaration
canstruing any such term ¢ Declaratory Order™)) with respect o disputes, alfeped violatians or alieged Sreaches within such
Sestling Stae,

{2) Before wnitiating such proceedings, a pany shatl provide 30 duys® written nutive 1 1he Atlomey
General uf each Seniling State, to NAAG, und to each Participating Manufacturer of its intent to initiate proceedings pursuant
16 1his subsection. The 30-day notice peciod may be shortened in the event that the retevan Atlorney Genenul reasonahly
determines thul a compelling time-sensitive public heaith and safety convern requires more immediate activn.

(23} In the event thut the Court determines that sny Pasticipating Manufactures or Settling State hus violuted
or hreached this Agreement, the purty that initisted the proveedings may reyuest an arder restraining such violation ar breuch,
and/ur osdering cumpliance within sach Settling Stute (an "Enforcement Qrder™),

(4} IF an dssue arises ay to whether a Participating Manafaciurer hus Failed 1o comply with an Enforcement
Orer, the Atiorney General tor the Setsting Stute in question muy seck an order for intrprelation or for muonelary, ¢ivil
contempt or eriminal sunctions 1o enfore campliance with such Enforcement Order,

(5) I the Court finds that u good-Taith dispute existz s t the meaning aif the ternix of this Apgreemen or 4
Declaeatary Order, the Court any in its discretion delenning o eater 4 BPeclaratiry Order ruther than an Enforcement Qrder.

4

{6) Whenever possible, the panties shabl seek 16 resolve an alleped vinlation of this Apreement by
discassion purssanl to subseetion XVHIimM) of thix Agreement.  In addition, in leterminiag  whether 10 seek an
Enforvement Order, or in determining whether o seek an order for mRinetary, civil contempt or crimninal sanctions far any
clubmed viclalion of an Bnforcement Order, the Attorney General shall give gead-faith consideration 1o whether the
Purticipating Manufuctures that is claimed to huve violled this Agreement has takea upprapriate and rexsonable steps to
uuwse the clutimed vialution 3n be cured, untexs such party has boen gutlty of a pattern of vivlations of like nature.

(dy Right of Reyiew. AN arlers and other judicial daterminations made by any count in conneslion with this
Agreement or any Consent Devree shill be subject to all availuble uppelbue review, und nathing in thix Agreement or any
Cansent Decree shall be deemed W constitute u wajver of any right 1o any such review,

(e} Applivability. This Agreement und the Cansent Decree appty only to the Participating Manufacturers in theis
surporate capacity scling through their respective successars and assigns, direciors, officers, employees, agents, subsidiuries,
divisiuns, or other internat oeganizational units of any kind o any other cntities acting in concert o participation with them,
The remedies, penalties and sanctions that may be impnsed or ussessed In connection with & breach ur violation of this
Agreement or the Consent Decree {or any Declaratory Order or Exforcement Order issued in cosnesiion with this Agreement
ar the Consent Decree ) shaff anty upply 1o the Participating Manutscturers, wnd shall ant he imposed or assessed againgt uny
employee, wfticer or director of any Punticipating Manufactares, or against uny other person or enlily as o consequence of
such breach of violation, and the Court shatl have ne jurisdiction 1 do so,

() Loordination of Epforcement. The Atiorneys General of the Senling Stalex (through NAAG) shall menitor
potential conflicting intespretations by covns of ditferent States of this Agreement und the Consent Decrees. The Setthing
Statex shall use their beat efforts, in cooperation with the Participuting Manufacturers, to coordinate and resolve the effects of
such conflicting interpretatians as to matters that are nat exctusively local in Ratuse.

(g) Inspection and Discovery Rights. Withous limitation on whatever sther 1phts o uccess they mnay be permitted
by Tuw, following Stute-Specitic Finulity in u Settling State and for seven years thereafier, represemutives of the Aftomey
General of such Settling State muy, for the puspase of enforcing this Agreement and the Consent Decree, upon ressonahie
vaise to helieve that u violation of this Agreement or the Consent Decree has oecurred, and wpena reaxanuble prior writlen
notice (bet in no event less thun 10 Busitess Days): (1) huve acosss during reguiur oifice hours to inspect und copy all
relevant non-privileged, non-wark-product boeks, records, meeting agenda ond minutes, aned other documents (whether in
hard copy fonn of slored electroniczlly) of ench Punicipating Manufacturer insofar as they pertain to such belicved vialution;
andd (2} interview each Purticipaling Manufacturer's direcioes, officers and employees (who shall be entitled @ huve counsel
prexent) with respect to relevant, non-privileged, nan.work-product matters pertuining o sueh believed violalion, Ducuments
und information provided to representatives of the Attorney Genersl of such Settling Stute pursvant to this section VI shall
be keqt cantidential by the Settling Statex, and shali be utilized only by the Seitling States and caly for purposes of enfarcing
this Agrezment, the Conseat Decree und the criminal law, The inspection and discovery righis pruvided 1o such Senjing
Stule pursuant ta this subsection shall be coordinated through NAAG 5o us 1o aveid Tepetitive und excessive inspection and
discavery.

YL CERTAIN ONGOING RESPONSIBILITIES OF THE SETTLING STATES

1) Upon approval of the NAAG exccutive committee, NAAG will pravide coordinatior and Facilitation for the
implementaticn and enforcement of this Agreement on behalf of the Attorneys General of the Setling States, including the

following:

(1} NAAG wifi nsslst in coordinating the inspection and discovery activities referred 1o in svbseclions
IEH(N)(3) und VE(E) regarding compliuhce with this Agreement by the Purticiputing Manufaciurers and any new lohaceos
reluted 1rile assoxiutions.

(2} NAAG will convene ut feust twn meetings per year und onc majur autionul conférence every three
yeurs far the Adturneys General of the Settling States, the directors of the Foundution and three perinns designated by each
Participating Manufacturer, The purpose of the meetings snd conference is o evaluate the success of this Agreement und
coordinate efforts hy the Attorneys Generat und the Participuting Manulacturers 1o cantinue (o reduce Yonih smoking.

(3) NAAG will perindicully inform NGA, NCSL, the Nutional Assaciution of Cowmnties and the National
League of Cities of the rexulzs of the meetings and contaresees referred ta ia subsection £a)(2) above,

{4) NAAG will suppont wnd coordinute the effonts of the Astorneys Gezera! of the Senling Stules in
carrying out their responsibilities under this Agreement.

(5) NAAG will perform the other functions specified for it in his Agreement, including the Functions
specitied in section 1V,

(b) Upan approval by the NAAG executive committee to assume the responsibilities nutlined in subsection V1)
hereof, euch Originut Punicipating Manufacturer shall eavse o be paid, beginning on December 31, 199, and on Decemher
31 of each year thereufter ihrough and including Decenvher 31, 2007, its Relative Markel Share of SE30,000 per year Lo the
Esurpw Agent (to be credited o the Subsection VHI{b) Account), who shell dishurse xuch inonies 10 NAAG within 10
Husiness Days, ta fund the activities deseribed in subsection Vill().

() The Attorneys Genersd of the Settling Stales, acting through NAAG, shall establish o Fund {(“The Starey’
Antitrust/Consumer Protection Tohaveo Enforcement Fund”) in the form attached as Exhibit 1. which will be maintained by
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such Amorneys General to supplement the Setiling Stutes® {1) enfurcement und implemeatation of the terins of this
Agreement and the Consent Decrees, and (2) iovestigution and Iitigation of potential vinlativos ol liws with respect o
Tohiceo Products, us et forth in Exhibit . Bach Original Partigipating Manulacturer shall on March 31, 1999, severully
pay its Relative Market Share of $30,000,000 to the Escrow Agent { be credited to the Subsection VI1{¢) Account}, who
shall dishurse such munies @ NAAG upon the accurrence of Suse-Specitic Finality in at least one Settling State. Such funils
wifl bee uied in accortunce with the provisions of Exbibit ).

IX. PAYMENTS

() ALl Payments Inte Esgrow.  All payments made pursuant 1o this Agreement (except those payments made
pursuuns 1o section XVI} shull be made into escrow pursuant to the Escrow Agreemenl, and shall be credited 10 the
appropriute Account estublished pursuunt 10 the Excrow Agreement. Such puymeats shall be dishuorsed to the beneficiugies or
reterned 1o the Parlicipating Munutacturers asly us provided in section X1 and the Bscrow Agreement, No piayment
ubligation under this Agreement shall arise (1) waless and until the Escrow Court has approved and retained jurisdiction over
the Escrow Agreement or (2) if such approval is reversed {unless and unt) such reversal is itself reversed), The parties agree
Lo proceed as expeditiously a3 possible to resolve any issues thar prevent approval of the Escraw Agreement. [f any prymenl
(wther than the first initial payment under suhsectior IX(h)) ix delayed beguuse the Escrow Apgreement bas nol been approved,
such payinent shall be due and payable (lopether with interest at the Prime Rate} within 1 Business Days after approval of
the Lserow Apreement by the Escrow Conrt,

(b Lnitial Paymgply. On the second Business Dy after the Escrow Courl approves und retains Jurisdictian over the
Excrow Apreemens, cuch Qriginzl Participating Manufacturer shall severully puy to the Escrow Agent (ta he eredited to the
Subsection 1X(b} Account (First) its Murket Capiwlization Percentage (us set forth in Exhibit K) of the base amounl of
52,400,0004410. On Jupuary 10, 200, each Griginul Purticipsting Manufecturer shali severally pay to the Escrow Agent ils
Relutive Market Shure of the buse mmount of $2,472,000,000. On January (0, 2001, cach Originat Partivipating
Maunutucturer shuli severally pay o the Escrow Agent its Relmtive Market Share of the base amuount of 52,546,16,000. On
Junwary 10, 20K12, ench Original Participating Manufacturer shall sevesally pay ta the Eserow Agenl its Relative Market
Share uf the base anunt of $2,622, 544,800, On Janwary 10, 2003, each Original Partici iting Manuficturer shall severally
[y T the Excrow Agent ils Relitive Market Slare 68 the base amount of $2,700 221,144, The ity nients purswant to this
subsection (b) due on or afler Sunuuey 10, 2000 shull be credited % the Subsection 1X(b) Account {Subseyuent).  The
loregoing payments shall he moditied in accordunce with fhis subseclion (h). The payienls made by the Original
Participating Manufacturers pursuant to this subsection (b) tother than the fiest such payment) shall be subject 3 the Voluine
Adjostment, the Non-Setiling Stutes Redugtion and the offset for imisealewlaled or disputed puyments described in subsection
XI(ip. The first puyment due under this subsection ¢b) shall he subject to the Non-Setiling States Reduction, bul such
reduclion shall he determined us of the dute one duy before such puyment is due (ruther than the dute 15 duys befisre),

{¢) Annual Py s and Stratepic Contribution Pavments,

{1} On Aprit 13, 200 and on April |5 of euch year thereafter in pemeluaty, each Original Participaring
Manufuciurer shull severally pay to the Bserow Ageal {to be credited o the Subsection IX(e)(1) Account} ils Relative Marker
Share uf the buse amuunts specifiod below, us such payments are modified in sceerdance with this subseetion (ed 1)

Year Base Amount

2000 $4,500,000,008
200t 55,000,004,000
20462 $6.500,800,000
2003 56,500,060.000
2004 $8.,000,000,000
2005 $8,000,000,000
2006 S8,000,006,008
007 S8.000,0061.000
2008 $8,139,000,000
2009 $8,139.000,000
2010 $8,139.600,000
2014 38,119.000,000
2012 $8.13%,000,000
2013 $8,139.000,000
2014 SR 30000000
2015 S8, 179,000,000
2016 $8,139,000,000
Pt S8, 139,000,000

2018 and ¢avh year thereatier £Y.500.000,000

The paymeats made by the Original Participating Munufacturers pursuant o this subsectivn (c)(1} shall be subject
lhe Inllation Adjustment, the Voluine Adjustinent, the Previously Settled Stwes Reduction, the Mon-Sculing States
Reduction, the NPM Adjustment, the offser tor miscalculated or dixputed payments described in subseclion X1(i), the Federal

)

Tohacea Legislation Offset, the Litiguting Releasing Pantiss Offset, and the offsets for claims over described in
subsectiany X1M{a} 4} B) und Xel(a)(&).
(2) On April 15, 2008 und on April i5 of each year thereafter through 2017, euch Original Pamtivipating
Manufacturer shall severally pay 1o the Escrow Agent (to be credited to the Subsection [X(e)(2) Account) its Relatjve
Market Shure of the base amount of S861,000,000, us such payments are modified in accordance with this subsection (¢}2).
Fhe paymnents mude by the Original Purlicipating Maautacturers pursuznt to this subsection (¢)(2) shaft be subject to the
Intlation Adjustment, the Volume Adjusiment, the NPM Adjustmens, the offset for miscaleulated or dispuled payments
deseribed in suhsection XE(i), the Federal Tobaccn Legislation Gtfves, the Litigating Releasing Purties Dftset, und the offsets
for cluims aver described in subsections XIEu43B} and XI1{a)(8). Such payments shull also be subject to the Non-Setifing
Stares Reduction; provided, however, that for purposes of payments dus pusswsnt 10 this subsection (€M 2) (snd corresponding
payments hy Subsequent Participating Manufuctorers urder subsection 1X4)), the Non-Seitling States Reduction shall be
derived s fullows: (A) the payments mude by the Original Participating Manufacturers pussuant 1o this subsection (eX2)
shall be allocuted among the Settling States on a percentage busis 10 be determined hy the Seiding States pursuant to the
procedures sel forth in Exhibit U, and the reselting allocation percemages disclused 10 1he Escrow Ageny, the Indepemlent
Auditor and the Original Purticipating Munufacturers not later than June 30, 1999 and (B} the Nun-Seitling Stwtes Reduction
shall be hased on the sum ol the Allocable Shares so established Pussuant o subsection (¢X2)A)Y fur thase Shiles thal were
Seniling Sunex ax of e MSA Execution Date and as to which 1his Agreement bas lermvinated as of the dute 15 days belore
the payntent in question is due.
(4) Mon-Partivipating

syl al Pastic facturers. To protect the public health
gains uchieved by this Agreement, cerain payments wade purssant to this Agreement shall be subject 10 an NPM
Adjustment. Puyisents by the Original Participeting unrfucturers to which the NPM Adjustment applies shall be adjusted
ax provided helow:

(A) Subject 10 the provistons of subsections (d)(1)¢C), (D) and (AY)(2) below, esch Allocand
Paymenl shall e adjusted by swhiracting fron such Allocated Paymens the product of such Allocated Paynweni amount
muitiplied by the NPM Adjustinent Percentage. The "NPM Adjustiment Percentupe™ shull be culealated ss tollows:

(i) 1F the Market Share Loss for the year immediately preceding the yeur in which the
payment in question ix due is fess thun or equal to O (zero), then the NPM Adjustment Percentage shall equal zero,

(i) If the Market Share Loss for the year immediately preceding the year in which the
payment in questivn is due is greater than & (zer) and less than or equal to 16243 percentage puints, then the NPM
Adjustment Percentage shall be equal to the product of {x) such Murket Share Loss and (y) 3 (three).

(Lii) If the Market Shure Loss for the year immediately preceding the yeur in which the
payment in question is due is greater than 16 2/3 percentage points, thes she NPM Adjustment Percentage shall be equal o
the sam of (x) 50 percentage points and (y) the product of {7) the Variable Muliiplier and {2) the result af such Marke1 Share
Loss minus 16 2/3 percentage points,

(B) Definitionx;

(i) "Buse Apgregate Participating Munufyciurer Market Share” means the resull of (x)
the surm of the applicable Murket Shares (the upplicable Murket Share o be that for 1997) of all present und fermer Tubucco
Product Manufacturers thal were Partivipating Munufueturers during the entive cadendar year immediutely preceding the year
in which the puyment in question is due minus {y) 2 {twu) percentage points,

(i) “Actual Aggregate Participating Manufacturer Murket Share” meuns the sum of the
upplicable Market Shares of all prasent und foemer Tobaceo Product Manufucturers thar were Participating Manutacturers
during the entire colendae year immediately preceding the year in which the payment in guestion is due {the upplicuble
Market Share 1o he that for the calendar year immeditely preceding the yaar in which the payment in question s due).

(iil) "Market Share Loss™ meuns the result of (x) the Base Aggregate Participating
Manutscturer Market Share minus (y) the Actusl Aggregate Farticipating Manufaciurer Marker Share,

(iv) “Variuble Muttiplier” equals 50 pereentige points divided by the result of (x} the
Base Apgregate Participating Manufacturer Market Share minus (v} 16 2/3 parcentuge puinis.

{€) On or hefore February 2 of euch yewr following a year in which there was a Murket Share
Lass preater than zera, o nationally recognized firm of economic eomsultants (the “Firm™) shall deterinine whether the
disadvantages experienced as o result of the provisions of this Agresment were 3 significant fuctar contributing to the Market
Share Loss for the yeat in question. 1f the Firm determines that the disudvuntages experienced as u result of the provisions of
this Agreernent were a significunt factor contributing 1o the Market Share Loss for the year in question, the NPM Adjustment
deseribed in subsection 1X(d}1} shalt apply, If the Firm determines that the disadvantages experienced as a resull of the
prowvisions of this Agreement were not & significam Fictor contributing to the Murkel Share Luss for the year in question, the
NPM Adjustment described in subsection IXGI)(T} shalf not zpply. The Original Participating Manufucturers, the Setling
Stutes, and Lhe Aorneys Oeneral fur the Settling States shall couperate ko ensore that the detarmination described in thix
subsection (1)(C) is ttmely made. The Fiem shull he ble to (and the principals responsible for this assignmen? shall be
aceepluble to) both the Griginal Parlicipating Manufacturers and mujority of those Atlorneys Genera! who are both the
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Attsrney Genern) of a Settling Stute and o member of the NAAG executive cominitice 4t the time in question (sr in the
evenl no such firm or no such principals shail be scceplable to such parties, National Evonomic Resenrch Associates, Ing.,
or its successors by merger, acyuisition or otherwise ("NERA™}, scting through a principal or principals aceeptable w such
parties, if such a person can be identified and, if not, acting through a principal or principals identitied by NERA, or o
suceessor fitin selected by the CPR Institute for Dispute Resolution).  As soon as practicuble abier the MSA Execution e,
the Firm shall be juintly rewined by the Setiing States asd the Original fartivipating Manulactorers for the purpuse of
making the foregaing derermination, and the Finm shall provide writlen notice 1o each Senling State, v NAAG, to the
Independent Auditor and t each Participatieg Manzfaciurer of such determination.  The delermination of the Firm with
respect 1o this issve shall be conclusive and binding upon «li parties, and shall be final and non-appeatable. The reasonable
feex and expenses of the Firm shall be paid by the Origing] Participuting Manufactorers according to their Relative Markel
Shares,  Only the Participating Manufucturers and the Seiling States, and their respective counsel, shall be entitled ta
communicale with the Firm with respect to Lhe Firm's activities porsuant to this subsection (1)(C).

(D) No NPM Adjustment shalb be mule with respect 1o a payiment it the aggregule number af
Cigurettes shipped in or to the titty United Sttes, the District of Coluhia and Puerte Rice in the year immediately
preceding the year in which the puyment in question is due by those Participating Manufocturers that had become
Participating Manufacturers prior to {4 days ster the MSA Execution Date is greater than the agpregute number of Cigareites
shipped in or to the fifty United States, the District of Columbia, und Puerto Rico in 1997 by such Partivipating
Masubacturers (and any of their Atfiliates that made such shipments in 1997, us demaonsiraled hy certified mulited staterments
of such Affiliates’ shipments, and that do pot continge to make such shipments after the MSA Execution Duate becouse the
responsibility for such shipments has beea transterred W one of such Participating Munufacturers).  Measurements af
shipments for purpuses vl this subsection (D) skall be made in the manner prescribed in subsection [{mm); in the evenl that
such shipment dita is unuvailable for wny Paricipating Manufactarer for 1997, such Participuting Manufucturer’s shipiens
valume tur such year shall he measured in the munaee prescribed in sobsection Hi(z).

(2} Alloction anong ing Stutes of NP stment Jor Oritringl Particjpating Manplig s
{A) The NPM Adjustinent set focth in subsection Q01 shall apply to the Allocated Payments off
atl Seuting Stutes, except us set forth below.
(B) A Sertling Stute’s Allocated Puyment shall no1 be subject to an NPM Adjustment: (i) if such
Senling Stale continuously had o Qualifying Stutute {ux defined in subxection (2)(E} below} in tull furce und effect during the
entire calerlar yoar iminediately preceding the year in which the puyntent in guestion ix due, and diligently enfurced the
provisions of such staare during such entire cadendar year; or (i) i such Settling State enucted the Model Stattie (as detined
in subsection {2)(K) below} for the fira time during the calendar year immediately preceding the year in which the payment
in question 1s due, continuously had the Model Stsuste in (uli foree and ¢ffect during the last six months of such calendar
yeaz, and diligently enforced the provisions of such statute during the period in which it was in full force and e flect,

{C) The uggregate amount of the NPM Adjustmenis thut would have upplied to the Atkcuied
Payments of those Setlling Statex thut are net subject to an NPM Adjustmen? pursuamt to subsection (2)(B) shall be
reallocated amang all other Settling Stutes pro rula in proporton to their respecive Allocuble Shares (the upplicuble
Allocuble Shures being thuse listed in Exhibit A}, and such ather Setiling States’ Allocated Payments shall be further reduced
aceordingly.

(D) Thix subsection {2)(D) xhall apply if the amount of the NPM Adljustment applied pursuant to
subsection (2)(A) v any Seitling State plux the amuent of the NPM Adjustments reallocated o such Seitfing State pursuant ti
suhsegtion (2)(C) in any individaa! year would either (i} exveed such Settling State's Allocated Payinent in thal year, or (i) it
subsection {2)F) upplies 1o (he Seltling State in question, exveed 653% of such Sevling State’s Allocuted Paymen? in that
yeur. For each Setrling State that has an cxcess us described in the preceding sentence, the excess amount of NPM
Adjustment shall be further reallocated among sl other Settling States whase Allocated Paymenls are subject to an NPM
Adjustinent and that do not have such an excess, pro rala in prapostion to their texpective Allocable Shares, and such nther
Seltling States” Allocated Payments shait he further reduced secordingly. The provisions of this subsection (2)(D) shail he
repeatedhy applicd in uny individaal year untit either {i) the agpregate amount of NPM Adjostments has been fully realocated
or {ii) the full amount of the NPM Adjustments subject W reutlocation undes suhsection {2XC) or (2)(D) cannot be fully
reallocuted in uny individual year as described in those subsections because (x) the Allocated Payment in that year of each
Settling Stale thut is subject to un NFM Adjustment and to which subsection (2)(F) does not apply hat been reduced so zero,
and {y} the Altocated Payment in that yeur of each Settling Stute to which subsection (2)(F) applies hus heen reduced 16 35%
of such Allocated Payment,

(E) AQualifying Statute™ means a Sellling State’s stutwe, regulution, law andfor rule (applicable
everywhere the Settling State has authority to legistaie; that effectively and fully neulrslizes the vost disadvantages that the
Participating Manufacturers experience vis-U-vis Non-Participating Marufacturers within such Seitling Stte as a resull of the
provisions ol this Agreement. Each Participating Manofacturer and euch Sertling State agree that the made) stawie in the
furm set forth in Exhibit T (the “Muodel Staate™), if enzeted withour modifeation or addition {except tor particularized state
procedural or technical requiremenis) aed not in conjenction with asy other Jegislutive or regulatory proposal, shall constitute
a Qualifying Stutute. Each Paricipating Manufacturer agrees to support the enuctment of such Model Statute it such Model

Statute i introduced or praposed {i) without maditication or sddition {except for particularized procedural or technical
requirements), and {ii) not in conjunction with any other leghslative proposul,

(F) It Scitling State (i) enacts the Mode! Statute without uny wadification or addition (excepl
tar particulurized stute procedural or Llechnical requirements} and not in corjunction with any other legistative or regulatary
proposal, (i) uses its best efforts to keep the Model Starute in full force and elfeet by, amung other things, defending the
Maddel Stutute fully in any litigation braught in state or tederal cours within such Setling Stte (including litigating all
available uppeuls thut may affect the effectiveness of the Model Statute), und {i3i) otherwise complies wilh subsection (2)B),
bt u vourt of competent jurisdiction nevertheless invalidutes or renders unenforeeuble the Model Statute with respect ta such
Settling Stute, and but for such ruling the Seitling State would have been exempt from an NPM Adjustment under suhsection
{2)(B), then the NPM Adjustment {ineluding ezulineations parsuant @ subscotions (2)(C) und (2(D)) shall still apply o such
Setiling State’s Allncated Puymeats bur in uny individual year shall not exceed 63% of the amount of such Allocated
Payments,

(G) In the event a Settling State proposes amdfor enacts 9 staute, regulation, law andfor rele
(applicable everywhere the Settling State has suthority 1o legisiate) that is not the Model Sttuie and asseets thut such statute,
regulation, Jaw and/or rule is a Qualifying Stutute, the Firm shall he jointly retuined by the Settting Stutes und the Original
Participating Munutacturers for the purpose of determining whether or nat such statute, regutation, Jaw andfor rule constitules
& Qualifying Statute. The Firm shall make the foregoing determination wishin 90 duys of a wrilten sequest to il from the
relevant Settling State (copies of which request the Settfing State shall also provide to all Participuting Manufacturers und the
Independent Auditor), und the Firm shall promptly thercafier provide written notice of such determination to the relevant
Settling State, NAAG, all Participating Munufucturers and the Independent Auditor. The determination of the Firm with
rexpect 1o this issue shull be conclusive and binding upon ali purties, and shall be finul and non-appealable; provided,
however, (i) that such determination shall be of ao force und effect with respect to 4 proposed stwute, regulation, law andfor
rule that is thereatter enawied with any modificution or addition; and (i) that the Seatling Siate in which the Quulifying Statute
wis enacted nnd any Pareicipating Manufuclorer may at zay time request thut the Firm reconsider its determination as i this
issue in tight of suhsequent events {including, withu limitation, suhsequent judicial seview, interpretation, modification
andfor disapproval of a Seutling Stue’s Quulifying Stutute, and the manncr and/or the effect of enforcement of such
Qualifying Stwiwte). The Original Purticipating Munutucturers shalt severully pay their Relative Market Shares of the
reasonable fees and expenses of the Firm. Only the Participutiag Munufacturers and Seitling States, and their respective
counsel, shatl be entitled 10 communicute with the Firm with respect to the Firm's uetivities pursuant 10 this subsection
(IHG).

(H} Except us provided in subsection (2{F), in the ¢vent u Qualtifying Stutute is enucted within 4
Seitling State and 3y thereafter invalidaled or declared unenforcenhle by a court of competent jurisdiction, otherwise rendered
not in full farce and effect, or, upon reconsideration by the Firm pursuant to subsection (2)(G) determined not to constitute 3
Qualifying Stutute, then such Senling Stwe's Allocatcd Payments shall be folly suhject 1w an NPM Adjustment unless and
until the requirements af subsection (2)(B) have heen once wgain satisficd.

4 . . s

llocation uf 13 nal_Bu ating Manufacturers. The portion of the tanl
amount of the NPM Adjustment to which the Original Participating Manufacturers are entitled in uny year that can be upplied
in such year consistent with suhsection IX(d}2) (the “Availsble NPM Adjustment™) shafl be llocaied among them us
provided in this subsection 1X(d)(3).
(A)  The “Buse NPM Adjustment” shall be determined for cuch Originat Participuting
Murufacturer in such yeur us foltows;

{i) For those Original Participating Munstucturers whose Relative Market Sharex in the
year immediutely preceding the yeae In which the NPM Adjustment in question is applied exceed or are equal to their
respective 1997 Relative Macket Shares, the Base NPM Adjustment shalt equal 0 (zero),

{ii) For those Originul Participuting Manufacturers whose Relative Marker Shares in the
year innnediately preceding the yeur in which the NPM Adjustment in question is applied are less than iheir respective 1997
Relative Market Shares, the Base NPM Adjustment shall equal the resalt of (x) the ditference between such Original
Purticipating Manufacturer's Kelutive Market Shace in such praceding yeor and jts 1997 Redalive Market Share mubiplied by
bath'(y} the number of individual Cigareties (expressed in thousunds of units) shipped in or to the United States, 1he District
aof Columbia and Puerto Rico by ali the Original Participuting Manufacturers in such preceding year (determined in
dccordince with subsection [Iimm)) and {z) S20 per euch thousand usits of Cigarettes (as this number is adjusted pursuan ta
subsection EX(d)(3}C) helow), '

(ifi) For shase Original Participating Manutucturers whose Base NPM Adjustment, it
calotiluted pursuant fo subsection (i) ubove, would excesd $300 million (as this number is adjusted pursuant to subsection
1IX(AXINC) below), the Buse NPM Adjustment shall equat 3306 million (or such adjusted number, as provided in subscction
IX(dXI)C) below),

(B) The share of the Availuble NPM Adjustment esch Original Panicipating Manufacturer is
entitled 1o shall be calculated as follows:

{B) If the Available NPM Adjustment the Original PFarlicipaling Musufacturers are
enlitled lo in any year is less than or equal 1o the sum of the Huse NPM Adjustmerls of all Qriginal Participaling
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Munutuctuzers in such year, then xuch Availahle NPM Adjusiment shall be allocated among thuse Original Participating
Munutucturers whose Buse NPM Adjustment is nol equal to 0 {zera) pro reta in proportion to theic respeetive Base NIM
Adjustiments.

{ii} 1 the Availuble NPM Adjustiment the Qriginal Participating Manulacturess are
entitled tiv in uny year exceeds the sum of the Base NPM Adjustments of al} Original Passicipsting Mawufacturers in such
year, then (x} the difference between such Availuble NPM Adjustment and such sum of the Base NPM Adjustinents shall he
tllogated winong the Criginal Pertivipating Manufactirers pra rata in proportions to their Relative Market Shares {the
upplicable Relalive Market Shares to be those in 1he year immediately preceding such year), and (y) each Criginal
Participating Manufaclures's stiare of such Availuble NPM Adfustment shuil equal the sum of (/) its Base NPM Adjustment
for such year, and (2) the amount allocated to such Original Participating Manutacturer pursusn 1o clause ¢x),

({ii} It an Original Participuting Manufaciurer's share of the Availuble NEM Adjestment
caleulated pursoant ta suhsection EX(d)(IYBXDY or IX{AMBNBXID exceeds such Original Participating Manulacturer's
payment amaunt to which such NEM Adjustmen applies (as such payment amouns has been determined pursunt o step B
of clause “Seventh™ of suhsection EX(3)). then (7} such Original Participasing Manufucturer's share of the Availuble NPM
Adjustinent shall equal such puyment amount, and {2) such excess shalt be reallocated among the other Origina! Participating
Manulacturers pro raty in proportion to their Relative Market Shares,

(C) Acljustments:

() For caleulations made pursaant t this subsection 1X(EHY (il any) with nespect o
payments due in the year 2000, the aumber wsed in subsection IXED(AIN 2) studl be 820 and the numher used in
swhsection [XEDEIANG) shall be 5300 million. Buch yeur sherealiet, both these aumbers shail be adjusted upward or
denwnward by mulliptying each of them by the guotient produced by dividing () the average ravenue per Cigareile of all the
Originat Purticipating Manufucturers in the year immediately preceding such year, by (¥} the average revenue per Cigaretic
vl wil the Originul Pasticiputing Manufacturers in the year inmmediatety preceding such immediately preceding yeur,

{ii) Fur purposes of this subsection, the average revense per Cigarette of all the Originul
Partivipating Manufaciuress in any year shall equal (x) the aggregate revenues of afl the Originat Participating Manufaclurers
from sales of Cigareltes in the fifly United States, the Districr of Columbia and Puarto Rico ufler Federal excise taxes and
ufter payments pucsuant to this Agreement and the tobscen litigmion Seufemens Agreements with the Siates of Florida,
Mississippi, Minnesots und Texas (us such revenues are reported to the United States Securities und Exchunge Cormmission
("SEC™) for such year (cither indepeadently by the Original Partivipating Mansfucturer or as part of consoliied financial
starements reported o the SEC by an Affiliste of the Origina) Participating Munefacturers) or. in the case af an Qriginul
Participating Munafacturer that does got veport income to the SEC, ay reported in financial stasements prepared in accordanee
with United States generally necepled sccounting principles and avdized by a nutionally recognized accounting firm), divided
by (y) the aggrepate number of the individus? Cigarettes shipped in or to the United States, she District of Columbin and
Pueriey Rica by all the Original Participating Manufacturers in sech year (determined in accurdance with subsection [{mn)y.

(D) tn the eveat that in the year iminedintely preceding the yenr in which the NPM Adjusment in
yuestion is applied hoth {x) the Relutive Market Shate of Loritlurd Tobseeo Company (or of it successor) (“Loritlard") wax
less shas or equal to 20.00000K5%, and (y) the namber of individual Cigurettes shipped in ur 10 the United Statex, the District
wF Columbia und Puerto Rico by Lecillard (deterpnined in sccordance with subsection H{mm)) {for purposes of this
subsection (D, "Volume™) was less thun or squu! o 70 billion, Lorillatd™s and Phitip Morriz Ineorporated's {or its
siieeessor's) (“Philip Morris™) shares of the Avajluble NPM Adjustment caleulated pursuant to subsections (AL} above
shalf be fusther realtocuted between Locillard and Philip Morris us fotlows (this subsectiva (3K} shall net apply in the year
in which cither of the two conditions specificd in this sentence is pot satisfied):

(i) Notwithstanding subsections (A}(C) of this subsection {d)(3), but subject to further
adjustment pursuam to suhsedtions (D)(ii) and (D¥ik) below, Lorilard’s share of the Availuble NPM Adjustment shuft eiuad
izs Refutive Market Share of such Available NPM Adjustment (the applitable Relutive Market Share ta e Lhat in the year
immedintely preceding the year in whivh such NPM Adjustment is applied). The dotlur smount of the gifferance between the
share of the Aviilable NPM Adjustment Lorillard &s entitled to mirsuunt o the preceding sentence and the share of the
Avuilable NPM Adjustment it would be entitled 1o in the same yeur pursuait to subsections (X 3N A(C) shall be reallocated
lo Phitip Mossis and used to decrease o increase, as the cuse may be, Philip Momis's shure of the Available NEM
Adjustment in such yeur caleulated pursvane 1 subsections {4Y3)XA)-(C).

(ii) In the event thut in the year immediately preceding the year in which the NPM
Adjustment in question is applied either (x} Loriflard’s Relative Murket Share was grealer than 15.0000000% {bur did not
exceed 20.0000000%), of (¥} Lurillard’s Yohime was greater than 50 billion (but did nal exceed 74 billion). or both,
Lorillurd's share of the Availuble NI"M Adjustment calculated pursuunt 10 subsection (3D} shull be reduced by a
percentige equal to the greater of (/) 10.0000000% For euch percentage point (or fraction therent} af excess of such Relutive
Market Shure over 15.0000000% (f any), or (2) 2.5000000% tor each hillion {or fruoction thereod) of excess of such Volime
wver 50 bilfion (if any}. The dollar umuunt by which Lorillard"s shaze of the Availuble NPM Adjustiment is reduced in any
your pursuant 1o this subsection (D)) shall be restlocated 1o Philip Morris and uscd 1 increase Fisilip Mosris's share of the
Available NPM Adjustment ir such year,
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[n the event that in uny year a reallocation of the shares of the Available NPM Adjustment between Loritlurd
and Phitip Morris pursuant to his subsection {(d)(3KD) results in Philip Morris's share of the Availsble NPM Adjustment
in xuch year exceeding the greuter of (x) Philip Morris's Relutive Markes Share of such Availuble NPM Adjustment {the
applieable Relalive Market Shure 1 be that in the yeur immediately preceding such year}, or (¥) Philip Murtis's share of
the Avuilable NPM Adjustment in such yesr culoulated pursuant to subsections {(d)(3)(A)-(C}, Phitip Morris's share of the
Avuiluble NPM Adjustment in such year shall be reduced 1o squal the greater of (x) ar {y} sbove. In such instance, the dollar
umount by which Philip Marris's share of the Availsble NPM Adj is reduced 1 10 the preceding sentence shal)
be reallocated w Loriliard and wsed 1o increase Lorillaed's share of the Available NPM Adjustment in such yeur.

(iv) In the event thut cither Philip Morris or Lovitturd ix treated as o Non-Parsivipating
Munufucturer for purposes of this subsection IX(d)(3} parsuant to subsection XV II(w){2} A), this subsection (A1} shall no2
be upplied, and the Original Participating Manufagturers” shares of the Available NPM Adjustnent shall be determined
solety us described in subsections (3{AJ{C).
(4} NPM Adivstmens for Subseguent Panivipati unufacturers. Subject te the pravistuns of subsection
TX(1X3), u Suhsequent Parti¢ipatimg Manufacturer shall be entitfed 10 un NPM Adljustment wirh respect tn payments due from
such Subsequent Purticipating Murufucturer in any yeor dusing which an NPM Adjustment is applicable under subsection
[d)(1) ukvve to paymenes due from the Originat Partivipating Masubacturers. The amaunt of such NPM Adjustment shalt
equal the prinduct of {A) the NPM Adjustinent Percentage for such year multiplied by (B} the sum of the puyments due in the
yenr i question from such Subsequent Partiviputing  Munutaeturer that correspond 15 payivents due frem Originut
Purtiviputing Manulauturers pursuant to subxection 1X(c) {us such payment amuunts due from such Subsequent Participating
Manufucturer have been adjusted uad allocuted puesvant to clauses “First” through “Fitth™ of subsection [X(i}). The N¥M
Adjustment o puyments by each Subsequent Panticipating Manufac shali be aliocated wnd reallocated among the Settting
Stales in a manner consistent with subsection (¢(2) shave.,

(e} Supplemental Payments. Beginning on April 15, 2004, and on Aprit 15 of each yeur thercafier in perpetuity, in
the event that the sum of the Markel Shares of the Parlicipating Manufacturers that were Participating Munitfacturers during
the entire calendur year immediately preceding the yeur in which the payment in yuestion would he due (Ihe applicahle
Markel Share to be thot for the calesdar year i Shately preceding the year in which the puywment in question would be due}
equals or exeeeds 99.0500000%, ench Original Participating Manufucturer shal! severully pay to the Escrow Agent (o be
credited to lhe Subsection IX(e) Account) for the benelit of the Foundation its Relative Market Shure of the base amount af
300,000,000, as such payments ure modified in accordunce with this subsection (e). Buch puyments shull be usilized by the
Foundition 1 fund the nutional public education functions of the Foundation deseribed in subsection VI(f)(1}, in the manner
deseribedd in and subject 10 the pravisions of subsections VI(g) anc VI¢h). The payments ke by the Original Participuting
Manufacrurers pursuant to this subsection shalf be subject (o the Inflation Adjustment, the Yolume Adjustment, the Non-
Setiling States Reduction, and 1he offser for miscalculated nr disputed paxyments deseribed in subsection XI{i).

{f) Paymest Respensibitity. The puy obliguti of each Purticipating Munufscturer pursant to this
Agresment shall be the several responsibitity only of th Participating Maaufoctucer. The payment ohligations of o
Participating Manufuctarer shall aot be the obligation or responsibility of any Affitiate of such Participating Manufacturer.
The puyment obligations of u Participating Manufactarer shall not be the abligation or responsibitity af any other
Purticipating Manufucturer. Provided, however, that nu provision of this Agreement shall waive or excuse liubility under any
stile or feders] fraudulent conveyanee or fravdulent transfer Jaw. Any Participating Matufzcturer whose Market Share (o
Relutive Macket Share) in uny piven year equats zero shall have no payment abligations under this Agreemenl in the
succeeding year,

(8)  Corperate Structures.  Due do the particular comorate stractures of R.I. Reynolds Tobacco Company
("Reynulds”) and Brown & Wilkiamson Tobaeeo Comeration (“B&W") with respect to their nen-domesiic tohuceo
spesations, Reynolds and B&W shall be severally Huble for their respective shares of cach paymen( due pursdant fe this
Agreement up tt (and their liahitity hereunder strull not exceed) the full extent of their axsets vsed in wnd earnings derived
from, the manufucture andfor sule in the Statex «f Tohucco Prodocts intended for dumastic consumption, and no recourse
shatt bre hadt against any of their ather uxsels or earnings to satisty such abligmions.

) Accryul of Interest. Hxespt ud expressly provided otherwise in this Agresment, any payment due hereunder und
not paid when due (or payments requiring the accrual of interest under subsection XI(d)) shult acerue interest from and
including the date such pzyment is due uncit (but not including) the dure puid at the Prime Rute plus three percentage points,

i) Rayments by Subrequent Pupliciputing Manufaciurers.

(I} A Subsequent Participating Munufacturer shatl have paymeat ohligations under this Agreement only in
the event that its Macket Shure in any culendar year exceeds the greater of (£ its 1998 Market Share or 12) 125 pereent of its
1997 Murkes Shure {subject o the provisions of subsection (i}4)), In the year followiag any such culeadar year, such
Subrequent Pattivipating Munuficturer shall muke payments corresponding 1o those due in that same following year fram the
Originut Pasticipating Manufacturers pursuant w subsections Vi(e) (except Jor the puayment due on March 31, 1999,
IX{ci{d), 1X(e)2) and 1X(e). The amcants of such corresponding puyments by a Subsequens Participating Manufacierer are
in addition to the comesponding payments thut are due from the Originak Participating Manufactarers und shall be determinad
ax described in suhsections (2) and (3) below. Such payments by 4 Subseqguent Participating Munufacturer shalt (A) he doe
un the suine dates us the gorresponding payments are due from Original Partieipating Manufacturers; (B) be for the sume
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purpuse s such corresponding puyments; umd {C) be paid, allocuted und distributed in the same manner as such
curresponding payments,

(2) The base amourt due froan o Subsequent Purticipating Manutacturer on any given dale shall be
determined by multiplying (A) the correxponding base amount due on the same date from all of (he Origiaal Parlicipating
Manebiclurers (e such base amount is specitied in the comesponding subsection of this Agreement and is adjusted by the
Valume Adjustiment (except for the provisions of subsection (B)ii} of Exhibit E), bul beture such hase moust is sadified
by uny ather adjusiments, reductions or offsets) by (B the Huotient produoced by dividing (i) 1he result of (x) such Subsequent
Participating Manufuclurer's applicable Market Share {the applicable Market Share being that for the calendar year
immediately preceding the year in which the payment in question is due) minus (y) the greater of {1) its 1998 Market Share
or {2) 125 percent af it 1997 Market Share, by {i) the aggrepute Market Shares of the Original Purticipating Manufscturers
(the applicable Market Shutes Being those for the calendar year immediately preceding the yeur in which the payment in
question 15 due).

(3] Any paymenl due trom 4 Subsequent Participating Manulaclurer under suhsections (1) and (2) above
shall be subject (up 1o the full amount of sach payments o the Enflation Adjustiment, the Non-Settling Sues Reduclion, the
NEM Adjustment, the offser for miscoloulated or disputed payments desceibed in subsection XHi), the Federal Tobacco
Legistation. Offsel, the Litiguting Releasing  Parties  Offset and the offsels for cliims over described  in
subsections X1(a)(4XB) and X1aN8), t the ¢xieat that such adjusiments, reductions or offsers woukl apply to the
corresponding payment due from she Origina) Purticipating Manufaciurers, Provided, however, that all adfusiments und
offsels to which a Subsequent Participating Manufactuzer is entitled may only be upplied against payments by such
Suhsequent Panicipating Munutactuzer, If any, that are due within [2 months after the date on which The Subseguent
Participating Maaufacturer becomes entitled to such adjustment or makes the payment that entitles it 10 suct oftser, und shidl
it b earicd forward beyued thig time even if aot tully used,

{4) For purposes of this subsection (i), the 1997 {or 1998, as applicable) Markes Share (and 125 pereent
shereof) of those Subsequent Perlicipating Manufuciorers that either (A) hacame 4 signatory to this Agreemeni more than 60
days afler the MSA Execution Dute or (8) had no Murker Share in 1997 for 1998, ax apptivabie), shull equnt zero,

rder of Application of Allocations, Qftvets, Reductions and Adjustnents, The payments due under thisx
Agreement shul? e caleatuted ax wet forth betow. The “huse atnount” referred 0 in elsuse “First” betow shadt mean (1) in the
case ab payinents due from Origing Participating Manefscturers, the buse amount reterred s in dhe subsectinn extablishing
ihe payment abligation in question; and (2) {n the case of payiments due from a Subseyuent Purlicipating Manufutiurer, the
Base wmount referred 10 in subsection (132} For such Sohseguent Pasticipsiog Manuficiurer, in the event that o particulsr
adjustinent, redugtion ar offser reterred to in o clause beluw does vot apply 4 the puyment being cakeulated, the resull uf the
vlavse in question shall be deemed o be equal ko The result of the immediately preceding clause, (3 clause "First” is
taupplivable, the resule of clayse "First™ will be the base wmount of the paymenl in question prior o any vifsets, reductions ar
adjustiments,)

Eirst: the Inflision Adjostment shall be appiied to the base amount of the payment being culeulaled;

Sscgod: the Valume Adjustment {ather Thas the provisions of subsection (B)(ifi) of Exhihit B) shall hie applied o
the restelt of clause “Firse™;

hird: che reswdtof cluuse "Secand™ shali be reduced by the Previously Seteled Ssates Reduction;

Euurth: the result of clause “Third” shalt be reduced by the Nun-Seitting Stues Reducion;

Eifth: in the case of payments dus under subsections 1X(e)(1) snd IX(eX2), the resulis of clause “lourh” for ciwh
sweh guyment due in the ealendar year in question shafl be apportioned wmung the Settling States pro ruta in propertion to
their respective Allncuble Shares, and the resulling amouats for each particular Setling Stare shall then be added wyether to
torm such Setding State’s Allovated Payment. 1o the cuse of payments due under subsection [X(i) that cormespond 1o
puyments due under subsactions 1X{cj(l) or 1X(eX2), the results of clavse “Fourth™ for 2} such payments due frimn a
particutar Subsequent Pagticipsting Manulucturer in the calendar year in guestion shull be apparsioned among the Settling
States prov razu in propostion 1o their respective Allocable Shares, und the resulting amounls fur edch pasticular Settting State
shalf then be achled 1ogether. {In the case of all other puyments made pursuant o thix Agreesnent, this clause "Finh" is
inapplicable.});

Sizth: the NPM Adjustment shalf be applied 10 the results of clause “Fifth" pursuant to subsections IX(d)(F) and
(d¥2} (or, in the cuse of payments due from the Sub g Panicipating Manufy . pursuant to subsection 1X{d)}d4));

Seyenth: in the cuse of puyments due from the Original Participating ManuFacturers to which clause “Fifth” Cancl
theretvre clause “Sixth) does oot apply, the result of clavse “Fourth™ shafl be sllacated umang the Original Participating
Manutacturers sccording to their Relative Market Shures, In the case of puyments due from the Originad Partivipating
Munofucturers to which clause “Fikh™ upplies: (A} the ARucated Payments of all Settfing Stales determined purssiant 1o
clause “Fifth” (priar to reduction pursint to clutse "Sixth™) shal be udded together; (B) the resslting suin shull be ulocnted
arong the Origing) Participating Manufuctuters accorting 1o their Relative Market Shares and ststhsectiom (B )i of Exbibit
& hereto (if such subsection is applicable); (C) the Availubie NPM Adjastment (a3 determined parsuant w clause “Sixth")
shull he allucated among the Original Panieipattng Manulscturers puesuant o subsection [X(AX3); (D) the respective result
af sien (C) shove For exch Originai Partivipating Munufacturer shall be subtructed from the respective result of siep (B) ubave
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tar such Original Purticiputing Manefucturer; and {E) the resuiting payment amount due from each Original Panicipating
Manufacrurer shall then be allocated among the Setling States in proportion o the rexpective results af cluase “Sixth" for
cach Seltding Stale. The offsels described in clouses “Eighth” Brough “Twelfth” shail ther he applied sepurately against
cach Qriginal Participating Manufacturer's rexulting payment shares (on 1 Settling State by Setiling State husix) sceording

ta cach Original Parlicipating Manufacturer's separute entitfement w such offsets, it any, in the cutendar year ir question. {In
she ease of payinenls due from Subsequent Participating Manufacturers, this cluuse “Seventh® is mupplicable.)

Eighth: the offset for miscaleulated or disputed payments described in subsection X1 (and any eury-forwards
arizing from such offser} shall be applied to the results of cluuse “Seventh” {in the cuve of payments due From the Original
Parlicipating Manufucturers) or to the results of clavse “Sixth™ {in the case of payments due from Suhsequent Participating
Muanufacturers);

HNinth: the Federal Tobaceo Legistuion Offset {including uny varry-forwards arising from such affset) shell be
applied to the reselts of elawse “Bighth™;

Tenth: the Litigating Releusing Purties Otfser (jncluding any carry-forwasds aristng from such offset) shall be
applied 1o the zesults of eluuse “Minth™;

Eleventh: the offset for claims over pursuant to subsection XI{a){4)(8) {inchuding any varry-forwards srising from
sueh offses) shail be applied 1o the resulis of cluuse *“Tenth™;

Lwelfim the affset for claims aver pursint 1o subsection X1{a)(8) Gncluding uny curry-forwards artsing from xueh
offset) shuil be applied 10 the resuits of clause “Eleverth™ and

Thitteenth: o the case of payments to which clause “Filth™ applies, the Senling States’ allocuted shares of the
payments due from each Panicipating Manufacturer (us such shares hive been determined in step (E} of clause "Seventh” in
the case of payments from the Origingl Patticipating Manufictorers or in clavse “Sixth™ in the case of puyments from she
Subsequent Purticiputing Monufacturers, and have been reduced by clausex “Eighth” irough “Twelfth”) shall be added
together to state the uggregate payment obfigution of each Parlicipating Manufacturer with respect 1o the payments in
question. (0 the case of 2 payment 20 which clause “Fifth® does not apply, the aggregale payment obligution of cach
Purticipating Manufacturer with respeci to the puysent in guestion shalt be stuted by the results of ¢lause “Bighth.™)

X. EFFECT OF FEDERAL TOBACCO-RELATED LEGISLATION

() 1 federal tnhuceo-relured legidlation is enscted ufter the MSA Execotion Dute and on nr hefore Nevember 30,
2002, nnd §f such legislation provides for paymeni(s} hy uny Original Participating Manofacturer (whether by setticment
payment, tax or any ather meuns), alt or purt of which are actudly made availabie 10 4 Sestliag Stale (“Federul Funds™), cach
Original Participating Manufaciurer shalt receive a continuing doliar-For-doliar offset for uny and alt amounts that are paid by
such Qriginal Participating Munulucturer pursuant to such fegisiation and actually made avaituble 15 such Setiling State
{excepl us described in subsections (by and {¢) below).  Swck offset shall be upplied againsi the applicable Original
Participating Musufacturer's share (determined as described jn siep B oaf cdause "Seventh™ of subsection 1X{)) of such
Seuling State’s Allocmied Payment, up o the full amount of sueh Originl Participating Manufuclurer's share of such
Allocated Payment (us such share had been reduced by adjustment, if any, pursuant 1o the NPM Adjustment and has been
reduced by ffset, if uny, pursuant 1o the oftset for miscalculated or dispuied payments). Such offset shall be made gainst
soch Original Participating Mueufaceurer's share of the First Allocated Payment due ufter such Federal Funds ure firest
available for receipl hy such Settling State, In the event tha such offser would in any given yeur exceed such Original
Participaling Manufactirer's share of such Abovated Puyment: (1) the offset s which such Qriginul Purtecipuling
Manutucturer is entited uader this section in such year shalt be the full umount of sueh Origimal Parliciputing Manufucturer’s
shure ol such Allocured Puymeat, and {2) oll amounts not offset by reason of subsection (1) shall carry forward and be offset
in the folkrwing yeur(s) until all such emounts have been offset.

(b} The offset described jo subsection (a) shail apply only o that portion of Federal Funds, if any, that vre either
unrestricted as 1o their use, or restrivted 10 any form of health care or to any use rekated 1o tobaceo (including, but not lisiled
ta, tubacen education, cessation, contral or enforcement) (other than that portion of Federal Funds, if any, that is specifteatly
upplicable to tobacee prowers or communities dependent on the production of wbacee or Tobuceo Producty). Pruvided,
however, that the aftsct duscribed in subsection (a) shll net upply to thal portion of Federal Funds, Jf any, whose receipt by
sueh Setiting Slute is conditioned upoe or appropetutely atlocable to:

(1} the relinquishmens of rights or henetits under this Agreement {including the Consant Decree); or
(2} actiony or expenditures by such Sertling State, anlass:
(A) such Settling State chuoses to undertuke such action or expendilure;
{B) such actinas ur expendisres do not impose sipnificant constraims on public policy chuices; or
€C) such actions or expenditures are hoth: (i} related 10 health care or tobucen (including, but nat
limited ta, tobacee educution, cgssution, control or enfarcemend) and (5i) do not require such Seatling State 1o expend siute
matching funds in an amoun) that s significant in relation 1o the smount of the Federal Fods made available 1o such Settling
Stute.
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[} Subject to the provisions of subsection EX(N3), Svhsequent Pasticiputing Manutucturers shall be gatited 1o
the offset described in this section X to Uhe extert that they are required to puy Federal Funds that would give rise 10 an
offsel pnder subsections {a) und (b it paid by ap Original Participaling Manutfacturer,

(d) Nobing in 1his section X shal) (1) reduce the payments 10 be made te the Serling States under this
Aprecment vther thun those described in subsevtion IX{c) {or corresponding payments usder subsection 1X(i)) of s
Agreement: or (2) abter the Allocable Share used 10 determine euch Settling State’s shave of the payments described in
subsection 1X(e) (or corresponding payments under subsection 1X()) of this Agresment, Mothing in this section X 15
imendedl t or shall reduce the Lolul minounts payable by the Participating Manufuciurers 1o the Sellling Skates under this
Agrecment by an amaual greater than the amount of Federai Funds that the Sertling States could elect w seeeive,

XL CALCULATION AND DISBURSEMENT OF PAYMENTS

() Jpd itor 10 Maoke Al Caleyutazions,

(3} Beginning with puymenis due in the year 2000, an Independent Auditor shall caleulute and detecaioe
the amauant of all payments owed puesuant to this Agreement, the adjustinents, redductions and oflsets thereto (and afl
resulting carry-forwards, i any), the allocation of such puymenis, adjustiments, reductions, offsets and carry-forwards nnong
the Partivipating Manufacterers and minong the Settling States, znd shall perform w3 other caleufagions in connection with the
furegoing (including, buy not timited to, deteemiaizg Market Share, Relative Markel Share, Buse Aggrepate Participating
Manuficturer Market Shace aad Actual Agpregate Purtivipating Munufactuser Murket Share), The [ndependent Auditor shall
promptly eollect all jnlormation necessary to iuke such culewiations and determinmi Eaeh Padticipating Manufucturer
and euch Sertling State shall provide the Independent Auditar, as prampily as practicable, with information in its possession
or readily available tn it necessary for the lndependent Anditor to perform such calcukrions. The led penilent Auditer shall
ugree o maintain the conlidentiulity of ull such informaticn, except that the Independent Auditor may provide such
information 1o Participuting Manufaclurers and the Settling $tuies as set furth in zhis Apreement.  The Participating
Manufucturers and the Sextiing States agree to maiatain the confidentiality of such information,

(2) Paymeats due tram the Originat Participating Manufuclaress prior 5o Junuary 1, 2008 (other than Lhe
first puymen: due pursuant 1o subsection EX(h)) shull be based on the 1998 Relative Murkel Shares of the Criginal
Participating Munutacturers or, if the Origiasl Puticipuiing Manufacturers are uauble 1o agree on sseh Relative Markes
Shares, on their 1997 Relutive Market Shares specitiod in Exhibit .

(b)) Ldgnrity ef Lndepen iwr. The Indepcrdent Auditor shall he u major, nationally recogaized, cenilied
public secounting fiem fointty setected by agreement of the Origin! Participating Manufacturers and those Alrneys General
af the Settling States who are membess of the NAAG executive committee, whao xhall jointty relain the power 1o repice the
Independent Auditor and appaint its successor, Fifty percent of the costs and fees of the Independent Auditor (bt in 5o
event mare than $500,004 per annum), shali be paid by the Fund described in Exhibkit | hereto, and the balance of such custs
anut fees shall be paid by the Original Participating Manufucturers, attocated smong them sceording to their Relative Market
Share,  The agreement retaining the Independent Auditor shull provide that the Independent Avditer shall perforin the
fanetions specitied for it in1his Agreciment, and that it shatl do s iy the manner specified in this Agrevinent.

) Besolution of Disputes, Any dispute, contraversy or chaim arising out of or reluting Lo caleslations performed
by, ur any determinations made by, the Independent Auditor {including, withemt [imitation, any dispule converning the
operstion or application of ary of the adjustments, reductions, offsets, carry-Torwurds und allocativns described in subsection
1X4j) or suhsection X1(i} shall be submitted binding arbitration hefore u panet of three nentra) arbitratars, euch of whian
shall be o former Article B Federal judge. Buch of the two sides ta the dispute shall select one srbitrator. The 1wo arbitrators
s selevied shatl selset the third arbitrator, The arbitrasion <hail be governed by the Uniled Stules Faderai Arbitration Act.

(d) Generad Provisions s to Caleulation of Pyyments.

(1) Nat less than 90 days prior to the seheduled due date of any payment due pursuant ro this Agreement
[“Poyment Due Duate™}, the Independent Auditor shali deliver 1o euch ather Notice Party o demiled jtemization of ali
informution required by the Independent Auditor 10 compiete its calewlation of [A) the umounl due from each Partivipating
Munutictorer with respect to such payment, snd (8) the porsion of such amowsnt alloswbie {0 uch entity for whose benefit
such puyment s to be made. To the extent practicable, the Independent Auditor shall specify in such itemizaton which
Nutice Party is requested to prodece which jolormation. Bach Participating Manwfacturer snd each Settling State shalf vse ilx
hest ctforts to prampely xupply all of the requined information thut is within il pussessior or i readily nvuilahle 10 4t 10 the
Independent Auditor, und in uny event not bess thar 50 days prior to such Payment Due Date. Such best etforis abfigation
shall be contining in the cuse of information that comes withia the possession of, or kecemes readily avoilable w, any
Settling State or Parlicipating Munutacturer after the date 50 duys priar ¢ xuch Payment Due Dute,

(2} Nat less thun 40 duys prior to the Payment Due Date. the Independent Auditor shall deliver to ench
uther Nutive Party (A) detailed preliminary valculations (“Preliminary Calculations™ of the amount dee from each
Purtivipating Manufactarer zod of the amount stlocuble 1o cach entity for whose benefit such payment is 10 be made, showing
alt spplicuble offsets, ndjusiments, reductions apy carry-forwards aml sctting forth ull the informalion wn which the
brdlependent Auditor relied in preparing such Pretimisery Caleutations, nnd (BY a stalemem of uny infonnation sUll required
by the Independent Auditor lo vomplete its cateulutions,
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(3) Mot less thun 30 duys prior to the Payment Due Dute, any Purticipating Manuofacturer or any Sentling
Stnte that dizputex any aspect of the Pretiminury Calenkations (including, bt not timited 1o, disputing the methodology that
the Independent Auditor employed, or the infusmation on which the Independent Auditor telied, in preparing such
valeulations) shall aotify each ather Notice Pasty of such dispute, fncluding the reasoas und hosis therefur,

{(4) Not less than §5 duys petor to the Payment Due Dute, the Independens Auditor shall delives @ euch
ather Motice Party o detailed recaleutution (s "Finul Caleulation™) of the amoum due tram each Participating Manufacturer,
tire amuunt allocable to ewch entity for whorse henetis such pryment is 1o be mude, and the Aceount o which such payment js
tis be credited, explaining any changes from the Preliminary Caleulation. The Finul Culculation may inciude estimuates of
wmunnls in the circumsionces deseribed in subsection (d){5).

{5) The following pravisions shafl govem in the event that the information required by the badependent
Auditor 1o complete its calculations is not i its poxsession by the dute as of which the Independent Auditor is reyuired to
provide either a Peetiminary Calentation or « Fina! Cifculation,

(A} 10 the informution in question is not resdily availuble to any Settling State, uny Original
Participating Manufactarer or any Subsequent Participuting Manufucturer, the Independent Auditer shall employ an
assumption as to the missing information produeing the minimum amount that is likely to be due with respect ip the payinent
in question, and shall ser forth its assumptian as 1o the missing information in its Preliminary Culeulation or Final
Culculutien, whichever is at lssue,  Any Original Partivipating Manufuctarer, Subsequens Pagticipating Manufuciorer or
Setiting State may dispute any sach assemplion empleyed hy the ladependent Auditor in its Preliminary Caleulution in the
munner preseribed tn xubsectivn (d)(3) or any such assumption employed by the Independens Auditor in its Final Caleulation
in the munner prescribed in subsection (dH6). If the missing information becomes available to the Independen Auditar prier
W 1he Puyment Due Date, the Independent Auditor shuli prompily revise its Preliminary Calculation or Finad Caleulation
{whichever is applicable) wnd shall prompily provide the revised caleulation to ench Nuotice Party, showing the newly
available informution. It the missiag inf ion daes not b available to the Independeat Auditor prior 1o the Payment
Due Date, the mini amount calcutated by the Independent Auditor pursuant to thiv subsection (A) shalt be paid on the
Payment Due Dale, subject ta disputes pursuant to subsections {d)(6) and (d)B) and without prejudice 1o a boer final
desenmination of the coreect amount, 1f the missing information hecomes availuble 1o the Independeat Auditor after the
Paymeat Due Date, the Independent Auditor shali ¢alcutate the correet of the puyment in guestion and shall apply
uny averpuyment ar inderpayment as an offset or additional payment in the manner dexcribed in sohsactioe {i).

(B) If the informativon in yeestion is readily svailable to a Settling State, Original Participating
Manufacturer or Subseyguent Participating Munufacturer, but such Setthing State, Original Participuting Manufsclurer or
Subsequent Purticipating ManuEscturer does not sopply such information to the Indeperdent Auditor, the Independent
Auditor shull huse the culeulation in question on its best estimate of such informution, and shall show such exibmate in its
Preliminary Cateululinn or Final Calculution, whichever is spplicuble. Any Original Patticipating Manufucturer, Subseguent
Participating Manufactueer or Setiling Stafe (except the entity that withheld the informution) may dispule such esthnute
empioyed by the Independent Audiwr i ity Preliminaey Cateularion in the munner preseribed in suhsection (d)(3) or such
estimate cmpluyed by the Independent Auditor in its Final Calewtution in the manner preseritied in subsection ()6, 11 the
withheld information is not made vaifable to the Independent Anditor more than 30 days priext to the Payment Due Due, the
cstimute employed by the Independeat Auditor {as revised by the Indepeadent Auditor in light of any dispute filed pursvant
Lo the preceding sentenve} shalt govera the umounts 1o be paid or the Puyment Due Dute, subject w disputes pucsuant ta
subsection {(iH{6) and without prejudice to o kaer Bnal determination of the correct umount. n the event that tlie withheld
informution subseyuently becomes available, the tndependent Avditor shalf calenlute the correct amount asd shali upply any
wverpayment or underpuyment as un oftset or additional paynmnt in the manner deseribed in subsection (i)

(6) Mut Jess thur five duys prioc to the Puyment Duc Dwie, each Participating Manuficturer and each
Settling State shull deliver 1o each Notice Party 4 stmement indicating wheaher it dispulex the intependent Auditer’s Einal
Culculation and, it wn. the disputed and undisputed amownts and the basix for the dispute. Except w the extent a Participating
Munufuctarer ar 4 Serling State delivers o statement indicating the existence of a dispute by such dute, the amounts set forth
in the Independent Audiuns Final Culculation shatt be puid on the Payment Due Date. Provided, however, that [A) in the
event that the Independent Auditor revises its Finut Cateulation within five days of the Payment Due Date us provided in
subsection (S)(A) due to receipt of previously missing information, a Participating Manutacturer or Settling State may
dispule such revision purswant to the procedare set forth in this subsection (6) at sny time prior [0 the Payment Doe Date; und
(B) prior t the dule lour yeurs after the Payment Pue Dute, neither faiture to dispute a calulation made by the Independent
Auditor nor aciual apreement with uny caleulation or payment to the Escrow Agent or to another puyee shull waive uny
Purlicipating Manufacturer’s or Settling State's rights Lo dispule any payment (or fhe EIndependent Auditor's eafeulations with
respect to any payment} ufter the Payment Due Date. No Participating Manufacturer and no Settling State shall have a right
to raise any dispute with respect fo uny payment or caleulutios slter the date four years after such payment™s Payment Due
Date.

(7T} Buch Punticipating Manufacturer shaft be obligated to puy by the Payment Due Duse the undisputed
partinn of the il amount calendsted as due From it by the Independert Auditer's Final Caleulation. Vatlure to iy such
partion shatt render the Parficipating Manufacturer tiakte for tterest thereon us proviled in subsection 1X{h) of this
Agreemenl, in addition to any uther remeddy aviilubie under this Agreement,
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(%) As ti any dizpiied porlien of e total amount cateulifed 16 he dus pursuint 1o the Final Caleulation,
any Participating Manufacturer that hy the Payment Due Date pays such disputed partion iato the Disputed Payments
Account (as detined in the Excrow Apreement) shdl nat be liable lor interesi thereon even i the smount dispuled was in
tact properly due and owing. Any Participaing Muzutacturer that by the Payment Due Date dues not pay such disputed
portivn inte the THsputed Payments Accaunt shalt be Tiabte for interest as provited in subsection 1X(h) if the umotat dispuled
wa in fusl properly due and owing.

(%) On the same date that 5t makes any payment pursuant to this Agreement. eich Paricipating
Manufacturer shall deliver a notice %o each other Motice Party showing she amount of such puyment and the Account w
which such payment is w be credited.

(10} On the fiest Business Day afier the Payment Due Date, the Excrow Agent shall deliver 1o each ather
Notive Party o statement showiny the amounts cecuived by it from each Pusticipating Manufacturer and the Aceounls credited
with such amounts,

(e) General atment of Puyments, The Bscrow Agent vy dishurse ampounts from an Acveuat arly it permitied,
and only at such time &y permitted, by this Agrecinent 2l she Excrow Agreement. No amounss aiay be dishursed to 2
Settling State nther than funds credited to such Setiling State’s Stwe-Spevific Avcounl (ay definedd in the Escrow Agreeinent).
The hidependent Auditor, in delivering puyment instructivns o the Escrow Agenl, shall specily: the wnpunt o be paid; the
Aceount ur Accouats frem which such payment is to be dishursed; the puyet of such payment (which may he an Account);
and the Business Day on which such puyment is i he made by the Hserow Agent,  Except as expressly pravided in
subsection (£) helow, in po gvent msy any amount be dishursed From uny Accounl prioe Final Approval.

() Dixbursements i arpes Not Co sent on Final Funds may he dishursed from Accounls withou
regard ta the eecurrence of Final Approval in the totlowing circumytances und in the tolluwing manner:

(§) Payments of Federal ynd Stale Taxes. Federal, stne, toca? ar ather taxes imposed with respeet o the
amounts credited o the Accounts shull be puid from such amounts. The Tndependent Auditor shall prepare and fite wny tax
returns reguired 1o be filed with respect to the escrow, Al taxes required o be paid shall be allocated to and churged agiinst
Ihe Acvounts an i reasanable basis 1o be determined by the Lndepesslent Avditor, Upon receipt of written instructions from
the Independent Auditor, the Escrow Agent shall pay such taxes and charge such payments against the Aveount ur Accaunts
specilied in those instructions,

{2) Payients wand from Disputed Puyigends Acyopnt, The Independent Auditor shall instruct the Hscrow
Agent w eredil funds from an Account to the DRisputed Payments Account when & dizpute arises as o such funds, and shall
instruct the Escrow Agent to credit funds from the Drisputed Payments Avcoual o the uppropriate payce when such dispuie 34
resslved with tinafity. The Independent Auditor shull pravide the Notive Parties not less than 10 Business Days prior patice
before instructing the Escrow Agent o disbuese funds from the Gisputed Puymenss Account.

(3} Puyments 1o a State-Specific Avcount. Promptly foltowing the ovcurrence of State-Specitie Finality in
any Settling State, such Settling Stake und the Origiral Participating Masufaciurers shall notify the Independeat Auditor of
such vecurrenve, The Independent Auditor shal! promptly thereafter notily each Notice Party of such Stute-Specilic Finatiry
#nd of the portions of she amounis in the Subsection 1X¢h) Accoumt (First), Subsection 1X(b) Accoumt (Subsequent),
Subsection 1X{e)(!) Account and Subsection IX(e}M2Z) Aceount, rexpectively (ws such Accounts are defined in the Escrow
Agreemant), that are ut such time held in such Accounts Far the bemefit of sueh S=ttling State, and which are to be transferred
w the uppropriate Staze-Specitic Accouat tor such Setling State,  IF neither the Setlling State in yuestion nor any
Purticipating Manufacturer disputes such amounts or the acourrenie of such State-Specilic Finulity by notice defivened 10
euch other Nulive Party not later thar 10 Businexs Days after delivery by the Independent Auditor of 1he notice deseribed in
the preceding wenience, the ndependent Auditor shall prompily jnstruct the Escrow Agent 1o muke such tansler. It the
Seriling State in guestion or any Pucticipating Manufacturer disputes sugh amounts or the occurenee of such State-Specific
Finulity by notice delivered to ench other Native Party aot later than 1G Bosiness Days after delivery by the Independent
Autitor of the notice described in the second sentence of Whix subwection (0(3). the Independent Auditer shall promptly
instruct the Escrow Agent tu credit the amaunt dispeted {0 the Disputed Payments Acvaunt ured the undisputed portion 1o the
uppropriale $ime-Specific Account. Na amounts may be 1ransterred or crediled 10 4 State-Specific Avcount for the benefit of
any Stute us to which State-Specific Finality hus not tecueced or as to which 1his Agreement has terminated.

{4y P 4 [0 Parties other thag Particslar ettling

vl

(A) Promptly fullowisg the sccurrence of State-Specific Finalily in one Setiling State, such
Senting State und the Originul Pusticipating Manufscturers shal! notify the fndependent Auditor of such occumence. The
Independent Auditot shall promplly thereafter notify each Notice Party of the cceurrence of State-Specitic Finadity in ul least
one Settfing State and of the smounts held in the Subsection VI{B) Account, Subsection VI(¢) Account (First), und
Subsection VII{c) Avcarrnt (as sech Accounts ate detined in the Escrow Agreement), if uny. If neither any of the Setlling
States nor any ot the Panicipating Manufacturers disputes such amounts or disputes the cvcurrence of State-Specific Finatity
in vne Sewling Stase, by notice detivered o euch Motice Party not fater thun ten Business Days after delivery by the
Independent Auditor of the notice described in the preceding senience, the Islependent Auditor shall promptly instruct the
Escraw Agent 1o dishuzse the Jands hekd in such Accounts b the Eotndation ar to the Fund specitied in subsection VIT(e), as
appropriate. §F any Setcling State vr Purticipating Manufucturer disputes such amounts or e ocewrrence of such Stale-
Specific Finalily by notice delivered W each other Notice Party aol Jater than 10 Business Days afier detivery by the
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tndependent Auditor of Ihe nutice described in the second senlence o this subsection (4)(A), the Indepentent Auditor shall
promptly instruct the Escrow Agent to credit the amounts disputed to the Disputed Puyments Account and (o dishurse the
urlisputed portion to the Foundation of to the Fund specitied in subsection VI(c), us appropriale.

(8] The Independent Auditor shall inxtruct the Bscraw Ageni 10 dishurse funds on deposit in
the Subsection VUI(hY Account nnd Subsection 1X(e) Account {a sueh Accounts are defined in the Escrow Agreement) 1o
NAAG or to the Foundation, #x apprapriate, within 10 Susiness Days after the date on which such amounts were credited 1
such Accounts,

(C) Promptly Following the occurrence of State-Specific Finality in Settling Slutes haviag
uggregate Alovuble Shares equut fo ul least 80% of the total aggregute Allocable Shares assigned to all States thut were
Settling Stutes as af the M5A Execution Date, the Settling States sind the Originad Purticipating Manufaciurers shalt nutify
the Independem Auditor of such oceurrence. The tnilependent Auditur shalt promptly thereatter notity esch Notice Pasty at
the occurrence of such State-Specitie Finality und of the samounts held in the Subsection V() Accouns (Subsequurs) (ax suech
Account is defined in the Exceow Agreemeat), if any. if peither any of the Settling Stuex nor any ol the Purticipaling
Manufacturers disputes such amousts ar dispules the occurrence of such State-Specific Finulity, by notice delivered o ench
Notice Parly not later thun 10 Business Duys aftor delivery by the Independent Awditor of the notive described in the
preceding seatence, the Independent Auditor shat] promptly instruet the Escrow Agent to disburse the funds held in such
Acvount tu the Foendation, IF any Settfing State or Participating Manufecturet dispuses such amounty ar the nceurrence of
such State-Speciic Finudity by nolice gelivered to each other Notice Party aot Jater than 10 Business Duys utler delivery by
the Independent Auditor of the notice deseribed in the second sentence of this subsection (FHC), e fndependent Auditor
shall promptly instruct the Escrow Agent to credit the amounts disputed 0 the Disputad Payments Accosnt und to disbhurse
the undisputed prrsion 10 the Foundation.

(5) Treatment of Py £z Fol

{A) As_to umounts held for Settling Stutes. Prompily upon the termination of this Agrecment
with respect (u any Seuling State {(whether or not as part of the termination of this Agreement as to ail Seitling Siates) such
Slute vr any Panivipating Munafacturer shalt notity the Independent Auditor of such occumence, The Independent Audilor
shall promptly thereufler nulify ench Nofice Party of such termination and of the amounts hetd in (he Subsection 1X{b)
Account (First), the Subsection 1X(b} Account (Subseqacat), the Subsection JX(u)(T} Accounl, the Subsection IX(cXZ)
Account, and the State-Specific Accuuat for the benefit of such Settling State. If neither the State in question nor any
Participating Munufacturer disputes such amounts oe the occurance of such termination by notice delivered 1t euch vther
Natice Party not laser than 10 Business Days after delivery by the Independent Auditor of the notice dexcribed in the
preceding sentence, the Independent Auditor shull promptly instruct the Escrow Agent to trungdfer such smounts to the
Parlivipating Manufscturers {on the basis of their respective contributions of such funds), 1f the State in ywestion or any
Participating Manufacturer disy the held in the Aca i or the ocrurrence of such termination by wotice
delivered 10 each other Notice Party not uer than 10 Business Days after defivery by the Independent Audhor of the notice
described in the second sentence of this subsection (S)A), the Independent Auditar shal) promptly instruct the Eseraw Agent
W transter the amount disputed to the Disputed Payments Avcount and the undisputed portion 1 the Participating
Munubaturers (or the basix of their respective cuntributions of such fands),

(B} As 1o ymounts held for others, I this Agseement ix terminated with respect to all of the
Settling States, the Original Participating Manufac shall promptly notity the Independent Auditor of such occurence.

The Independent Auvditor shat] promptly thereufter notify each Natice Party of such termination and of the smounts held in
the Subsection VI(h) Account, the Subsection V1{c) Accouot {First), the Subsection ¥1I4(h) Account, she Subsection VIE{c)
Actount and the Subsection 1X(e) Account, [f neither any such State nor any Puwrticipating Munulacturer disputes such
amuunts or the seeurrence of such terminution by nutice delivered 1o each other Notiee Party not later than 14 Business Days
alter defivery by the Independent Auditor ol the ntice deseribed in the | ng the lodenendent Auditor shall
prompuly innct the Escrow Agent Lo ieansfer tueh amounls 1o the Partickputing Manufacturess {oa the hasis of their
respective contribulions of such funds). 1T any such State or any Purticipating Manufacturer disputes the amousts held in the
Acuounts or Ihe ocourrence of such lermination by notice deflivered 10 cuch ather Natice Party nat later thun 0 Husingss
Days after delivery by the Independent Auditor of the notice descritted in the second sentence of this subsection (S)(B), the
Independent Audilor shall prompty instruct the Escrow Agent o credit the amount disputed 10 the Disputed Paymenis
Account and transter the undisputed portion to the Participating Manw{scturers fon the basis of their respective contribution
of such funds).

{C) As 10 ul 5 in byectiol count {Subsequ If this Apreement is
terminated with respect to Senling States having aggrepute Allocable Shares equal to more thun 20% «f the lotal upgregule
Allocuble Shares assigned 1o those States that were Settling States us of the M3A Execution Date, the Original Participuling
Manufacturers shall prompily notify the Independeat Auditar of such occurrence, ‘The Independent Auditor shall promptly
therealter notify each Natice Party of such termination and of the amounts held in the Subseetion VI(e} Account
{Subseyuent) fus defined in the Escrow Agreemeat), !f neither any such Stase with respec to which this Agreement has
terminated nor any Participating Muasufacturer disputes such amounts ot the occurrenve of such rermination by nutice
delivered r each uther Notice Party not later than 1 Businexss Days afier delivery hy the Independent Auditor i the notice
descrihied in the preceding seotence, the Independent Apditor shall promptly instrucl the Escrow Ageat 10 trunster such
amounts to the Participating Manufacturers {on the basix of theis respective contributions of such Tunds), 1f asy such State or
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any Participating Manufaciurer disputes the amounts hetd in the Accownt o the vecurrence of such termination by natice
delivered (o 2uch ather Nuotice Pasty nol later than 0 Business Duys after delivery by the Independent Auditor of the
naliee described in the second sentence off tix subsection (S)C), the Independenmt Auditnr shull promptly instruct the
Escrow Apent o credit the mnount disputed o the Dispused Payrnents Account and transter the undispused portion to the
Participoting Manufacturers (on the husis of their respective contribugion of such funds).
(6} Derermination of amounts paid or held for the benefit of aseh R ite. For purposes
of subsections (FX3), (N(5)A) and (i)(2), the portion of a paymeni thut is made or hesd for the benelit of sxch individual
Seltling State shull ba deteemined: (A) in the cive of a payment credised to the Subsection 1X(h) Account (First) or the
Subseetion 1X(b) Account (Subsequent). by atlocating the results of cluuse “Bighth™ of subsection EX(j) umong those Setling
Stalex who were Settling States ul che time that the amount of such paymens was ealcilaied, pro ruts in propertinn to their
respeciive Allocuble Shares; el {B) in the case of 2 puyment credited to the Suhsection EX(e)(1) Account or the Subsection
IX[(e)2) Accaunt, by the resuits of cluwse “Fwelfth" of subsection 1X(3) tor esch individual Seiting Stute.  Provided,
however, that, sodely for purposes of subsection {3}, the Settling States muy by unanimuus agreement agree on u ditteren
irethed ot allocation of amounts held in 1he Accounts identified in this subsection (£)(6).
(g} Payments o ade Only After Final Aporoval, Prompily following the occurence of Final Approval, the
Setling States nnd the Original Participating Marutacturers shul? notify the Independent Auditor uf such vecurrence, The
independent Auditor shall proaapdy thereafter notify esch Notive Pusty of 1the nceurmence of Finat Approval and of the
amounts held in the Stale-Specitic Accounts. 1€ neither any of 1he Seting States nor any of the Martivipating Manufucturers
disputes such amounts, dispuies the uccurrence of Final Approval or ¢laiins that this Agreement has terminated as to any
Seitling Stale for whose benetit the Eunds ure held in & State-Specific Accoum, by notice delivered 1o euch Norice Purty ol
lurer than 10 Business Days after delivery by the Independent Auditor of such notice of Final Appraval, the Tndependent
Auditor shutl prompily instruct the Escrow Agent to disburse the funds hesd in the Swte-Speeific Accounts to (or os directed
by) the respective Settling States. I any Notice Puety disputes such amouats or the oceurrence of Final Approval, or claims
shut this Agreement has terminatest us to any Setifiog State for whuose benefH the tfunds are held fn Stute-Specific Accaunt,
by nolice delivered to cach wther Notive Pacty not later than 10 Business Days after delivery by the Independent Audilor of
sueh aotive of Finul Approval, the indepemfent Auditor shall promptly isstroct the Uscrow Apent w credit the amounts
dispued 1 the Dispuled Payments Acgount and o disburse ihe undisputed portion lu (or as directed hy) the respective
Seiding Sunes.
th) Applicability i Section XVI[ Pfaymengs. This section X1 shall ol be applicable 16 puyments mixle pursuant fo
seetion XVIE provided, however, that the Independent Auditor shall be responsible for calculating Relutive Market Shares in
conpection with sch payments, and the Indeperdent Auditar shall promptly provide the resubls of such caleulation to uny
Originat Participating Manvfacturer or Settling St that requests it du s,
(i) Miscadealuted or Disowed Puymenty.
{1} Urdlerpuymerits.
{A) I information becomes uvailable 1o the Independent Auditor not Jaler than four years alter a
Paymenl Due Dute, and such information shows that any Participeting Manatscturer was instructad 1o make an insutticient
payment on such dale (“originat payment™), the independent Auditor shall prompily determine the additiona payment owed
by such Participating Manufaciurer snd the allocalion of such additivnal paymen mmong the applicahle payses. The
Independent Auditor shult then reduge such additionud payment {up to the full amount ot such ackitional paymens) by any
adjustments ar affsets that were svaitahle o the Participating Manufacturer in yuestion against the original payment at the
time il was made {and have not since baen used) but which such Participuting Manufacturer was unable ta use againsl such
original payment becuuse such adjustments or (fEsers weee in excess of such original payment (provided shat any wdjustoments
or offsels used against such additional payment shall reducs on o doliur-for-dollar hus: any remaining carry-farward held by
such Pasticipating Munutacturer with vespect to such sdjasiment or offsel). The Independen Auditor shalf then add interest
1 the Prime Rate {calcutuied from the Payment Due Date i question) o the additionat payment {as reduced purstand v the
preceding sentenvel, except that where the additional payment ywed by a Participating Manufaclurer is the resull of an
underpiiyment by such Pacticipating Manuticturer caused by such Partivipating Munufacturer's withholding of information
as deseribed ia subzection (d)(5XB), the applicable interest rate shuli be that described in subsection [X{h). The ladependent
Auditor shall promptly give notice of the additional payment owed by ihe Participating Moaufucturer in question (us reduced
andlur increased us described ubove) w ull Notice Partics, shwrwing the new infurmation and a4 casceliions, Upon receipt of
sch potice, any Participating Manufaclurer or Setilizg State may dispute the Independent Auditors caleulutivns in the
muanner described ia subsection (dX3), and the Independent Auditor shali prompily natify each Notice Pasty of any
subsequent revisions 10 its cufeulations. Not more than 15 duys afwer receipt of sueh notice (or, it the Jadependent Auditor
revises iss cafculutiors, aut rmore than 15 duys after reveipt of the revisions), any Participaing Munufacturer and uny Setrting
Stute may dispute the ndependent Auditor’s euleubitions in the manner prexeribed in subsection {d){63. Failure to dispuie the
Independent Auditer's caloulutivas in this manrer shall consti ag with the Independent Auditor's caleulations,
stibyject ko the limitations ser forth in subsection (¢366), Eayment of the undisputed portion of un additionat paysnent shull be
mude o the Bxcrow Agent not more than 20 days ufter receipt of the notice described in this subsection (A} (or, if the
Independent Auditor revises is calculations, not more than 20 darys after receipt of the revisions). Failure to by such partion
shall render the Participating Maoutactarer diakle for interest thereon us provided in subsecion 1X(h), Payment of the
isputed portion shuli be governed by subsection (d)(R).
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(B3 To the extent a dispute a4 1o o peior payment is resolved with finality against a Participaring
Munufaeturer: (i) i the cuse where the disputed ameunt has been paid into the Disputed Payments Accounl pussuan o
subsectivn (U)(#), the Independent Auditor shall instruct the Eserow Ageat 1o Iransfer such amount 1o the applicable puyee
Accouni(s; (i) in the case where the dizputed umount has not been pakd inte the Disputed Payments Account and the
dispute was identified prior to the Fayment Due Date in yuestion by debivery of 4 slalement pursuant i subscction [d)(6)
identifying such dispule, the Independent Auditor shall cuteulate interest on the disputed amount from the Payment Dae Date
in yuestion (the applicable interest pie to be thut provided in subsection [X(h)) and the allocation of such amount aad inlerest
uitking the upplicuble payees, und shall provide notice of the umount owed (and the identity of the payvar aml payees) lo afl
Notice Partics; and {i6i) in all other cuses, the procedure described in subsection (i) shal apply, except that the applicable
interest zute shall ke the Prime Rate,

{2) Qvempayments.

(A) 1t a dispute a5 10 a prior payment is resolved with finality in favor of a Participating
Marulactorer where the dispured amount tas been paid into the Disputed Paymenls Account pursusnt o subseation (d)(8),
the Independent Avditor shall instrut the Escrow Agent to transfer xuch amoun! to such Participating Manufacturer,

(B} If informotion bevomes available 1o the Independent Auditor not Jater than four years ubter 4
Payment Due Date shawloy thut a Pactictpating Manufacturer made an overpayment on such date, or it 3 dispute as to u prinr
puyment is resolved with finality in favor of a Purticipating Manufaciurer where the disputed amount has heen paid but not
into the Disputed Payments Account, such Participating Manufuetarer shull be entitled to 2 continuing doltas-for-dullar offsel
as follows:

G} affsels under this subsection (B} shall be upplied only aguinst eligible payments to be
made by such Participating Manuticturer atier the entitiement to the offset arises. The eligible payments shall be: in the cose
of effsets urising from payments uider subsection §X(b} or 1X(¢) 1), subsequent payments under any of such subsections; in
the vase of oltsets urising from payments under subsection 1X(e)(2), subsequent payments under such subseetion or, if ne
subseguenl puyments are to be made under such suhsection, subsequent paymenix weder subsection UX(eI(1); in the case of
offvets urising From payments under subsection 1X(¢), subscguent puyments under such subsection or subsectinn IX(c); in the
case of offsets arising from payments under subsection Vie), subseq peyments vnder such subsectivr or, if no
subsequeat payments are (0 be made under such subssetian, subwequent puyments under uny of subyection IX(e)(1), [X{e)(2)
ar 1X{e); in the case of offsets arising from payments under subsection VIHh), subsequent payments under such subsection
or., i no subseguenl payments are to be made under such subsection, subseguent payments under either subsection IX(e)I)or
1X{e)2k In the case of oftsets arising from payments ander subsection Vi5He), subsequent payments under either subsectinn
1XAe)(1) or 1X(u)(2); und, in the case of offsets arising from payments under subsection 1X(i), subequent payments under
such subection (consistent with the provisions of this subxection (B)(i)).

i) in the case of offsets 10 be upplied uguinst payments under subsection [X(c), the
offset to be applied shull be appontioned smong the Sertiing States pro rate in propustion to their respective shares of such
pyments, us such respeelive shares are determined pursuant to step B of clause “Sevemh™ (in the case of puynents due from
the Original Participating ManuFacturers) or ¢lause “"Sixth” {in the cuse of payments due from the Subsequent Participuting
Manufsciurers) of subsection IX(j) {except where the offser rises from an wverpayment upplicable solely 1o a panticulur
Setiling Stute),

(iid) the tkad amount of the offuet w which o Participuting Munufacturer shall be entitled
shull be the full amount of the overpayment it made, together with intcrest cafeuiated from 1he time of the overpayment to the
Puyment Due Dave uf the first eligible payment against which the offiet may be upplied. The applicuble inlerest rate shall be
the Pricne Rate {excepl thul, where the overpuyiment s 1he result of & Seatling State's withholding of intormation as described
in subsection (d) 5)(B}. the upplicuble interest rute shail be that deseribed in subsevtion IX(h)).

(iv) an offset uader this subsection (B} shall be applied up to the Ml umouns of the
Participating Manufuctarer's share (in the vase of payments due from Original Purticipating Manutaciurers, delermined 4s
desctibed in the first sentence of clause "Seventh™ of subsection IX(j3 for, in the case of payments pursuant 16 subsection
1X(c), step D of such clause)) of the eligible payment in question, 2s such payment bas heen adjusted and reduced pursuant w
clauses “First” through “Sixth” af subsectson 1X()), t the extent each such clause is upplicable to the payment in question, In
Ihe event that the offsel w which o Pusticipating Munutucturer is ¢notitled under this subsection (B) would excesd sugh
Partivipating Masulucturer's share of the efigible payment apainst which it is being applied {or, in the vase where such offsel
arises from un vverpayinent applicable solely we s particutar Settling Sz, the portion of such payment that is made for the
hencfit of such Senling Szute), the offset shult he the full smount of such Punticiputing Masufacturers share of shch payment
and ol usnounts not offset shall carry forward aod be offset apainst subsequent eHgible puyments until all such amuewnis have
heen effxet.

() Payments Aftee Agplicable Condition, To the extent thus 4 payment is made after the ocevrrence of all
applicuble conditiuns for the disborsement of such puynrent to the payee(s) in question, the Independeat Auditos shull instruct
the Escrow Agent to dizhuese sich payment promptly followisg fis deposit.
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XH. SETTLING STATES? RELEASE, DISCHARGE AND COVENANT
{u) Releuse.
{1) Upon the ccewrence of Ste-Speeitic Finality i o Seuling State, xuph Sewling State shutl sbsoluicly
andd wnconditionuily retease and forever discharge alf Refeased Purties From )l Released Claims that the Releasing Parties
direcily, indirectly, derivatively or in any uther capucity ever had, sow have, or hersafier can, shall er wmay have,

{2) Notwithstunding the foregoing, this release and discharge shall nol appiy 10 avy defendant in a liwsait
seftles] pursuant to this Agreement (other than o Pastivipating Munbfactorer) unless and satil such detendant releases the
Refeusing Purties (und delivers tn the Atiorrey General of the applicable Sestling State u copy of such releuse) from any and
all Ctatans of such defandunt reluting o the prosecution of xuch Jawsuit,

(3} Ench Seitting State (for itsedf und for the Relensing Parties) fusther covenants und sgrees thit i1 {und the
Rejeaxing Parties) shall nol after the ocearrence of State-Specific Finulity sue or seek to extablish civil tiability apeinst any
Released Party bused, in whole or ir part, upon ary af the Released Cluims, und further ageees that suck covenant und
agreement shall be w compiete defease to sny xueh civil iction or proceeding,

{4) (A) Buch Settting Stute {for itsell znd for the Releasing Parlies) further agrees thi, iF a Released Claim
by o Releasing Puriy againsl any person or eatity that is not « Released Puety (2 "son-Releused Pary™) resslts in o in any
way gives rise o o elaimeaver don sny theary whiever other than o tlaim based on an expross weitten drleinnizy agreement)
by such pon-Released Party against ury Relaased Pacty (and such Released Party gives notice 1o the upplicable Seliling State
within 30 days of the service uf such claitm-over {or within 3} days abler the MSA Excvution Date, whichever is tater) and
prior 4o eptry into uny seitdement of such claim-over), the Releaging Pantyy i) shall rediede or credit against any judgiment or
setiement such Releasing Pyety may obtuln against such nna-Released Posty the full amount of any judgment or seilement
such nea-Reteused Pacty may ohtwin uguinst the Released Party on such claim-over; and (it} shall, as purt of uny settlement
wilh such non-Released Party, obtain from such non-Released Pany for the benetit of such Released Parly a sattshietian in
tull of such nun-Relessed Party’s indgment or seitbement against the Redeased Party.

(B} Hach Seuding Stnte Farther aprees that in the event thi the pravisions o8 subsection (4)A) du
ot ety clhminate any and all liability of any Origingl Parlicipating Masnficiurer (or of any persen or eality that is a
lteteused Party by virte of its rebution to any Originat Participating Mavafucturer) with respect to ciidims-over {on any theary
whitever other than a clabin based pn an express writlen indermmity agreeinent) by any non-Released Party 1o recaver in
whole ur i part any lishility (whether direct or indizegt, or whothes by way of seliement (1o the extend that such Released
Party has piven notice  the applicable Settfing Stute within 30 dayx ol the secvive of such vluim-over (o within 30 duys
after the MSA Execution Duace, whichever is Laters and prioe to enfry into any settlement of such claim-aver), judgment or
atherwise) of such non-Released Party to any Releasing Party arising out of any Releaved Claim, such Original Partivipating
Munufuciurer shall receive a condioving dullu-for-dolar offyer for uny amuunix paid by such Original Participating
Munudactueer (or by any pessan ar entty that is o Released Purty by virtue of its relalion 1o sech Original Pazticipating
Manufaciurer) on any such tisbility sgaiest such Orginal Pusticipating Munulucturer's share {determined us described in step
¥ oo clase “Seventh” af subsection 1X(j)) ot the applicable Settling Staie’s Allucated Payment, up to the tull umount of such
Original Pasticipating Manufadiurer’s share ¢f such Allocared Paymwent ach year, until all such mmousts paid on such
fighitity have heen uffset. In the event that the offsel under thix suhsection (4) with respect o o particular Seuling Stale
would in any piven year exceed such Original Participating Munufucterer’s shure of such Settding Stare's Allocated Paymeat
{ns sueh share hud beea ceduced by sdjustient, if sny, pursvant fo the NPM Adjustment, andt bas been resluced by oftsens, it
any. pursuant o the viise for miscalculwted or divputed paymnents, the Federal Tobaceo Legistation Otfser and the Litigating
Relemting Partics Ottxet): (i) the ottset to which such Originel Panicipating Manufucturer is entitled under this subseetion in
such year shall be the full smoone of such Original Participatiog Munufacturer™s share of such Alfocated Payment; aad (i) all
amouRts pot otfser by ceason of subsection (i} shall cayry forseard and be offset in the fodlowing year(s) antil a8l such amounts
Bave been wilyet,

{C) Buch Setrhing Stute furthar agrees that, subject 10 the provisions of section 1X(i1(3}, such
Subsequent Participating Munutecturer shali be entitled to the offsel deseribed in subsection (B) abave to the extent that it (ur
uny person or entity that is a Released Party by virlue of its relutionship with such Subsequent Partivipating Manufacturer)
Fs paiet an diabilily that would give fise to an offset under such swbsection if paid by an Originul Pacticipating Manufucturer,

{5) “This relense and covenaot shall pot operme 1o interfers with 4 Seuling State’s whility 1o enforce as
aguinyt any Participating Manufacturer the provisions of this Agreement, of wilh the Cowrt's alrility 1o enter the Consent
Decree of o haintain coatinsing jurisdiction 1o enforce such Consent Decree pursuang o tw teoms thereof,  Provided,
hawewver, thas neither subsection HI(ay or 1M of thix Agresment aor subsectivn V(A) or V{}) of the Consent Decree shatd
ereate i right W challenge the continuation, afler the MSA Execution Date, of any edvectixing costent, claim or slogan {other
thun use of o Cartoon) that was not vnlawtul prior o e MSA Execution Dute.

(6} The Settting States do nut purport to waive of release uny einims on behall of lndian Iribes.
(7} The Setiling Statex du at wakve or refesse any eriminal abitity bused on tederad, state o lscal law,
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(8} Notwithstanding the foregoing (and 1he definition of Reteased Parties), this relesse and covensnt
shafl nut apply to retailers, suppliees or disributors W the extent of any liabifity arising from the sale os distribulion of
Tobuceo Products of, or 1 supply of component parts of Tobaceo Priducts 1, any sor-Released Parsy,

(A} Each Settling State (for itself and for the Releaxing Parties) agrees that, if a ciaim by a

Releasing Party vpainst a setuiler, supplier or distributor that would be g Releused Claim but for the operation of the
preceding senlence results in or in any way gives rise v a claim-over (or ary theory whateves) by such retuiler, supplier o
disteibutor agaiast any Released Party {und such Relensed Party gives sotice (o the applisuble Senling State withisn 30 days of
the service of such claim-aver (0r within 30 duys afier the MSA Execution Dute, whichever ix Jmer) and prior 1o entry ino
uny seutement of such clubmeover), the Releasing Purty: (i} shatl reduge or credit aguinst uny judgment or settlement such
Releasiap Party may obiain against such retailer, suppiier or distributor the full smount of any judgment of seitlenenl such
retaiter, supplicr or distribuor may obtain sgainst the Relensed Party en such claim-over; and (i) shall, ax pan of any
setlement with such resailer, sapptier or distributor, abin from such retailer, supplier or distribter tor the benefil of such
Relemsed Partly o satisfction in full of sach retailer's, supplies’s of disteibutor’s judganent or seitfement against the Released
Party.

() Buch Seliling Stute further agrees that in the event that the provisions of subxection {8)(A)
ahove do not fully eliminale any and all lisbility of dny Original Patticipating Manufiscturer (or any person or enity that is »
Released Party by virtue of it: relstionship to an Original Participating Munafacturer) with respect o claims-over (on any
theory whatever} by xoy such retailer, supphier or disteibuior o recover in whole or in pust any lishility (whether direct or
jadirget, or whether by way of sertfement (to the extent thiat such Released Purty bas given rotice W be applicable Seitling
Swute within 3 days of the service of such eluim-over (or within 30 duys after the MSA Execcution Duse, whichever i luter)
and prioe to entey into any setilement of such claim-over), judgment or otherwise) of such cetailer, supphier or distribuior ta
uny Releasing Party arising out of any clutm that would be o Reteaxed Claim bt for the nperatinn of the first sentence of this
subsectina (&), such Criginal Participuting Manufuctorer shull receive o continuing doltar-for-dotlar atfset for any amouns
paid by such Originaf Participating Maaufacturer (or by any person or entity that is u Released Puny by virtue of jts refation
ta sveh Origingl Purticipating Manufuciarer} on any such liability agaiast such Originsl Parlicipating ManuRicteeer’s shire
(determined as described in step B ot clause “Sevemb™ of subsection [X4)) ut the applicable Seuling State™s Alloened
Payment, wp Lo the full amnauwat of such Original farticipating Manufacrurer's share of such Alfocaled Payment each year,
usstit it sieh mpounts paid on such Gabitity have been ofTset. Iy 1he ovent that the ofise? under thix subsevtion (B} with
respect to a purlicular Settling State would in any given year exceed such Qriginel Purticipating Munuficturer's share of sueh
Setiding Stute’s Allucated Paymient {wx such share had been reduced by adjustment, it uny, pursuant to the NPM Adjustment,
amé hug been reduced by otfsets, iF any, pursuant to 1he offset for miscaleulated or disputed payments, the Federed Tobucce
Legislativn Otfsed, the Litigating Releasing Partics Offset and the offset for cliims-uver under subsection XHa{4)¥B)): (5
the offset 1o which seeh Originud Partivipeting Manufseturer i entitied vader this subsection in such year shall be the full
emound of xuch Original Participating Monafocturer’s share of suck Aliocated Paymeny; and (it} all amounts got offset by
reasan of clouse (i) shull carry forward and be offset in the following yeur(s) unti] ull ssch smounts have been vffset,

{C) Each Settiing Stace further agrees that, subjec) 10 the provisions of subseetion IX((3), cxch
Subsequent Participating Monulucturer shall be entitled 10 the offset deseribied in cuhsection (B} above 10 the exvent shat # {oe
any person or enlity that s a Reteased Party by virtue of its relationship with such Suhsequent Purlicipsting Manufacturery
has puidt on tiability thar would give rise to an offset wnder such subsection if paid by an Origina Panicipating Manufacisrer,

(9} Notwithstanding any provision of lsw, stutatory or otherwise, which provides thal a genetud relesse
does not extend to eluims which the ereditor does not knaw or suspect to exist in its favor at the time of exesuting the retease,
which if kaown by it must have materially sffected its seltlement with the deblor, the releases set farth in this segtien X1
relense all Releused Cluims against the Roleased Parties, whether known or unknown, foreseen or unfureseen, suspected or
unsusp J, thut the Releasing Parties may have against the Released Parties, and the Releasing Parlics understand and
neknowledge the sipnificance and eonsequences of waiver of wny such provision and hereby assume full responsibility for
any infuriex, dumages ur ieses thut cthe Releasing Parties may incur.

(b} Relensed Chainv Aguinst Released Pories, If o Releusing Patty (or any person or entity enumerated in
suhisection 1{pp), without regard to the power of the Attorney General 10 releiase claims of such person or entity) nanctheless
altempts to muintain o Relessed Claim sguinst a Released Party, such Relessed Party shabl give weitten notice of such
potential claim 1o the Altorney Cienerad of the applicuble Settling Stare within M days of rectiving notice of such poteatial
cluim {ar within 30 days ufter the MSA Executinn Duate, whichever i later) {untess xteh potential claim ix being maintained
by such Settling State). The Redeased Party may offer the releuse nnid covenant as u complete defense. f it is desermined ut
any puint in sdch action that the releuse of such elim is unenforceable or invalid tor uny reason (ineluding, but not limile 2,
tack of authorizty ko release xuch claim), the following provisions shull apply;

(1} The Released Party shall take ull ordinary and reasonubiz meusures w defead rwe sction fully, The
Reteased Party may seltde or enter into a stipulated judgment with respect to the action at any fime in its sole discretion, hut in
such event the oftsel described tn subsection (h)(2) or (b)(3) below shall apply only if the Released Party abtadng the relevar
Ararney General's consemt te such setileinent or stipulited judgment, which vonsent shail not be unreasnnably withheld.
The Released Party shalt not be entitled to the ofTset dexcribed in subsection (1)(2) or (b)3) helow it such Reteuxed Parry
tuiled 1o tske oedinary und reasonable measures 10 delend the action folty,
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(2} The following previsions shall apply where the Released Party ix an Original Purliciputing
Manufacturer (or any person or entity that s 2 Released Party by virtue of iis relationsbip with an Original Participating
Manuliaeturer):

(A) In the event ol w settfement o7 stipulated judgment, the settlcment ar slipulated amonnt
shall pive rise to 4 continuing offset us such winousl is actually paid against the full amount of wuch Original Parlicipaling
Munutacturer's share {determined ax desceibed in step E of claose “Seventh” of subsection 1X(j)) of the upplicable Settling
State’s Allocuted Payment until such time as the seittement or stipulated umount is fully credited on a dollar-for-dullar basis.

(B} Judgiments {other than u detuult judgment) ugainst a Released Party in such an action shall,
upon payment of such judgineat, give rise to an iminediate and vontinuing nffset aguinst the full umaunt of such Original
Purticipating Munutactorer’s shace (decermined us deseribed in subsection (A)) of the applicable Setling Stale’s Allocated
Payment, until sech time ux the judgment is fully credited an a doflar-for-dollur basis.

{C) Euch Seliling State reserves the right 10 intervene in such an action (unless such aclion was
braught by the Scriling State) to the extent authorized by upplicable Jaw in onder tu protect the Seitling Stare’s interest under
this Agreement, Euch Participuting Manufaclurer agrees not to oppose sny suh intervention,

(D) In the event thut the offset under this suhsection (b)(2) with respeet 1o a panicular Setifing
State would in any given year exceed such Originul Participating Munufacturer’s share of such Senling State's Allocated
Payment (ag such share had been reduced by adjustment, if any, purssant to the NPM Adjustmean, cnd has been reduceil hy
oftsets, it aay, pursuant W the Federat Tohaceo Legislation Offser and the offser for miscalealated or disputed payments):
{i) the otfset to which such Original Participating Manufacturer is entitled under this subsection {2) in such year shall be the
il amount of such Original Participating Manufactares's shire of sach Allecated Puyientz and (i) all smaunrs not offset by
reason of cliuse (i) shall carry forwand and be offset in the following year(x} until all such amounts have been oftset.

(1) The follewing provisions shall apply where the Released Party ix  Subseguient Purlicipating
Manufacterer (or any person or entity that is a Released Panty by virtue of its relationship with a Subsequent Participuting
Manufacturer): Subject 1o the provisions of subsection 1X(i%33, each Subsequent Participating Manutucturer shall be entitled
1o the wifvet ax described in subsections (2)(A}-{C) above wgainst puyments it ptherwise would owe under section 1X(1) 1 1he
exient that it (or any person or entity thut is u Released Party hy virtse of its retationship with such Subsequent Panicipaling
Munufucturery has paid on a seitlement, stipulted judgment or Judgment thut would give rise to un offset under such
sulrsections if paid by an Original Puctivipating Manztucturer,

XHL CONSENT DECREES AND DISMISSAL OF CLAIMS

() Within 10 days afiee the MSA Execution Bute {or, a% v any Seiting State identiticd in the Additional States
provision of Exhibil D, concurrently with the Giling of its [uwsuit), esch Senling State und euch Parlicipuling Manufacturer
that is a party in any of the fawsuits identitied in Exhibit 1 shal) juintly move for u stay vl all proceedings in such Senling
State’s lawsuit with respect 1o the Parlicipaling Manufacturers und ull other Released Parlies (exvepluny proceeding seeking
public disclosure of documents pursuant to subxection [V(E)). Such stay o a Settting State’s lawsuit shall he dissolved upon
the eurlier of the cecurrence of Stute-Specitic Firuity or termination of this Agresment with respect to such Setiling State
pursuant ko subsection XVIIKu)(1).

{h) Not luter thun December 11, 1998 (ur, us o any Setding State ilentified in the Addilional States provisian of
Exhibit D, concurrently with the fiting of its lawsuil):

(1) each Setiling Stute thut is o party 1o o lawsuit identified in Exhibil D and each Parlicipaling

Manufacturer will:

(A) tender this Agrevment t the Court in such Setiting State for its approval: and

{B) tender to the Coun in such Settling State fur entey o consery decree canforming e the model
cansent deeree altached herern as Exhibit L (revisions or changes to vuch model consena decree shall be limited 10 the extent
required by stale procedural requirements to reflect aceurately the factuai setting of the case in question, bt shul) not include
uny substantive tevision to the duties or abligations of any Senling Ste or Panticipating Manufactarer, except by ugreement
uof ull Original Participating Manutacturers); and

{2) each Sewling State shall seek esiry of an order of dismissul of claims dism g with prejudice all
cliims againxt the Participating Manufacturers aod any other Refeased "arly in sueh Senling activn ilentiticil in
Exhibit D Provided, hawgver, that the Senling Stute is not reguired ks seek enlry of such an urder in such Setlling Staie's
sction against such v Releused Parly (vther than o Participaling Munufscaurer) unless and until such Released Party has
released the Releusing Purties (and delivered to the Attorney General of such Sentting Stute a copy of such release) fwhich
releuse shulk be etfective upon the oecurrence of State-Specific Finality in such Seiling State, und shull recite that in 1he
event this Agreenient is tesminated with respect to such Settling State pursuani to subsection XVII{u)(1) the Refeased Parly
uyeees that the vrder of dismissat shall be nuil and void and of ne effect) from any and al) Claims of such Released Party
reluting to the prosecution of such sction 1y provided in subsection XM{a)2).

1z

X1V,  PARTICIPATING MANUFACTURERS' DISMISSAL OF RELATED LAWSUITS

(1) Upin Stale-Specific Finality in s Settling State, each Pasticipating MunuBacturer will disiniss withow
prejutlice {und without costs wnd fees) the luwsuit(s) listed In Exhibit M peading in such Seitling Stale in which the
Purtictpaling Manufacturer is 2 plaintiff, Wilkin 10 days after the MSA Execution Date, esch Participating Manufacturer
and each Settling State that is » party in any of the lawswits Ssted in Bxhibit M sball Jeintly move for a stay of ull procecdings
in such lawsuit. Such stuy of u luwsuit against o Settling State shall be dissolved upon the carlier of the occurrence of State-
Specitic Finality in such Seutbing State o termination of this Agreemen: with sespect le such Setiling State pursuant 1o
subsection X VL)1),

{h) Upon Stute-Specitic Fimality in a Settling State, each Participating Manufactorer will release and discharge any
and all monetary Claims against such Setiting State und uny of such Settling State's officers, employees, apents,
administralors, representutives. afficiuls acting in theie official capacity, agencies, departments, commissions, divisions and
counsel relting to or in connection with the luwsuit(s} commenced by the Autorney General of such Settling State identified
in Exhibit D.

{€) Upon State-Specific Hinality in u Senling State, each Pasticipating Manufuciurer will release und discharge any
and ull monetary Claims agzinst all subdivisions {potitical or otherwise, including, but nol limited 10, mun palities,
counties, parishes, vitlages, unincorporated districts and hospital districts) of such Senling Stmte, and any of 1heir officers,
employees, apents, adminisirators, reprexentutives, officiulz acting in their officiat cupacity, apencies, depariments,
commissions, divizions and oansel arising vat of Chums that have been waived and releused with continuing fult force und
effect pursuant to section X1 of this Agrecment,

XV. VOLUNTARY ACT OF THE PARTIES

The Settling States und the Pacticipating Masutacturers scknowledge and agree thut this Agreement is voluntarily
entered inlo by ench Seuling Staie and each Perticipating Marufacturer as the result of urm's-lengih negutistions, and each
Seitling Slute and euch Pattivipating Manuf: wis represented by counsel in deciding 10 enser into this Agreement. Each
Participaling Munufacturer fusther acknowledges that it understands that certain provisions of this Agreement may require jt
to act or refrain from seling in u manner that could atherwise give tise o sate or federal constituticnal challenges and thut, by
velurturily consenting to this Ageeement, it (und the Tobacco-Rebated Orgasizations (or any teade assoctalions formed or
cantralled by any Purticipating Manufacturer)) waives for purposes of performance of this Agreemenl any and al? ¢cliims that
the provisians of this Agreement viotute the stute or federsl constitutions. Provided, however, thit nothing in the foregning
shall constitute » walver ax to the entry of any court order (or xny interpretation thereof) thal would operate to limit the
exercise of any canstitutional right except ko the extent of the restrictions, limitations or obligations expressly ugreed 10 in
this Agreement or the Consent Decree,

XVL. CONSTRUCTION

(1) No Setiling State vr Participating Manutuctrer shall be considered the drafier of 1his Apreement or any Cansent
Decree, vr any provision af cither, foe the purpose of any statite, caze law or rale of interpretation or constrection that would
or might cause any provision to he consireed against the deatter,

(k) Nothing in this Agreement shull be construed sx upproval by the Settling States of any Participating
Manufacturer's business organizations, operations, acls or pracrices, aod no Participating Munutucturer may make uny
representation to the contrary,

XVIL. RECOVERY OF COSTS AND ATTORNEYS' FEES

(a} The Originad Purticipating Manufucturers ugree that, with sespeet w ony Seitling Siate in which the Court hus
approved this Agreement und the Congent Decree, they shall severally reimburse the folluwing "Governmental Enlities™: (1)
the office of the Attorney General of such Senling State; (2) the office of the govemmental prosecuting authority for any
pulitical subdivision of such Settling State with  lawsuit pending against wny Panticipaling Maoufacturer a3 of July 1, 1998
{us identified in Exhibit NY that has releused such Setifing State und such Participating Manufaciuzer(s) from any and all
Released Claims (a "Litigating Politicsl Subdivision™); and (3) other appropriate agencies of such Senling Stale sndl such
Litigming Polificat Subdivision, fur reasonable costs and expenses incured in connection with the fitigation or resolution of
claims asserted by o nguinst the Participating Mongfucturers in the actions set forth in Exhibits D, M and N; provided that
such costs amd expenses are of the sume nuture os costs wnd expenses for which the Original Participating Maoutacturers
wouldl reimburse their own counsel ar agents (but nut inctuding vosts und expenses relating e lobhying activities).

(b The Origingl Purticipating Maoufacturers further agree severstly o pay the Governmental Entities in any
Seitling State in which Stute-Specific Finality has occurred an amount sufficient to compensate such Goveramental Entities
for lime reasonubly expended by sitorneys zod parslegals employed in such offices in connection with the livigation or
resolution of claims usserted againsl or by the Participuting Munufacturers in the actions identificd in Exhibits B, M and N
(hug net inchuding time relating tn lohbying sctivities), such smount 1o be caleulated base upon hourly rates equal 10 the
murket pe in such Settling State For private attorneys and parategals 0 equivalent experience and seniorily,

{c} Such Gavernmentul Entities seeking pityment pursuant to subsection (a) andfor () shall provide the Originat
Purticipating Manufacturers with an spproprisfely documented staternent of all costs, eapenses #nd attorney and puralegal
time far which payment is sought, and, solely with respect (o payments sought pursuanl to subsectivn ¢h), shall do so no
curlier than the dure ot which State-Specific Finality occurs in such Seitling Siate,  All umounts to be paid pursuant o
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suhseetions (u) und (h) shalt be subject to reasanabie verificution if requested by any Original Partivipating Munufuciurer;
pravidesd, however, thal nething contained in \his subsection (uf shull constilute, cause, or require the performance vt any
aet that would constitste any waiver {in whole or in part) of any sttorney-client privilege, work prodi protection er
commoen interestfjuint prosecutinn privitege.  Alt such amounts to be paid purseant 1o subseetions (a) and (b) shal) be
subjeet o an apgregare ap of S150 million for ull Settling Stutes, shubl be puid promptly following submiision of the
appropriate documentation {and the completien of any verification process), shull be puid separutely and spart from any vther
ampunts doe pursuant o this Agreement, und shail be paid wevernlty by each Qriginad Parlicipating Manufuciurer according
1o its Relative Market Share.  All umuanix o be paid pursuant to subseciion (b) shall be paid 10 such Governmental Enlitiex
in the prder in which Stte-Spevilic Finality has oecuered in such Setling States (subject 1o the S150 miltion aggregale cap).

() The Qriginal Pusticipating Munutacturers ogree that, upon the occurtesve of State-Specific Finality in « Setting
Stalg, they will <everally poy reasonable attorneys’ Fees to the private ouside coupsel, if any, retained hy such Settling Sioie
[und each Litigating Politicul Subdivision, it any, within such Settfing Sture} in connection with the respective actions
identified in Exhibits D, M and N ard whe sre designated in Exhibit 8 for each Senling State by the relevant Adlorney
General (undd For euch Litiguting Pofitical Subdivision. as luter cerlified in writing 1o the Originut Fanicipating Manufucturers
by the relevant povermnental prasecuting zuthority «f ¢ach Litigating Palitical Subdivision) us huving heen setained by and
having represented such Settling State (or such Litigatiog Politica Subdivision), in aceordanve with the terns described in
the Model Fee Puyment Apreement attached ax Exhibit O,

XVilL MISCELLANEQUS

() Etfect of Current or Futere Law. 11 any curcent or future law includes obiigations ar prohibitions applying
Tabucer Praguct Manutuctorers relused to any of che provisions of this Agreement, each Participating Masutaciurer shall
comply wilh Lhis Agreement unless compliznce with this Apreement would vialute such Juw.

(b) Lhnited Most-Favored Nation Pravision.

{13 If amy Participating Manufuctarer snters ingo any future setifemnent agreement of ather litigation

compurable 1o any of the actions ideatified in Exhibit D brought by a pon-forgign goveramental plaintift wiber than ihe
federal povernment (“Futore Settlement Aprecment™):

(A) hefore October | 2080, on vverali sermx more favorable 10 such povernmeatad plaiatitt than
(e overstl termx of Ihis Agreement (aficr due cesidengion of relevanl differeaces in poapulation or olbes uppropriate
factors), hen, wnless o magoricy ud the Sedtling Sristes detennines ths the overatl terms of the Futnee Settlesient Agreement
are ot mure Tevorihie han the ovecadd lerms of this Agreenomt, the sverall Serms of this Agreement will be revised so sl
the Sestling Stnes will ubtyin treattnene with respect b such Partivipating Manufaciarer at feaxt us refutively favorable as the
vveruil feems provided o any such governmental plaictitf; provided, however, that as 0 econumic terms this Agreemeni shall
not he revised hused on any such Future Seillement Aprsement if such Future Setllememt Agreement is ¢niered imo ailer
(i) the impaneting of the jury (o, in the event of a non-jury riyl, the commencement of trial) in such Jitigation or any severed
ar hifurcated purtion sherent; or {ii) any court order or judicial determination relsting w such liigation tha {x) graais
judpment (in whole or in part) against such Puricipating Manufacturer; or (y) grants injunctive or olher relief thm wliects the
ussels oF un-going business activities of such Participating Manulucturer in 4 manner other than us expressly provided for in
this Agreement: or

{B) on ar after October 1, 2000, on non-econumic terms snore favarahle to such governmental
plaintit! than the non-economic terms of this Apreement, und such Future Settlement Agreernent inciudes terms thi provide
tor the hirplenentation of tor-geonomic Whaceo-related public health measures ditterent frum thuse contained o this
Apreement, Lhen Lhis Agreement shall be revised with rexpect to such Participating Manwfacturer 1o include terms comparabke
v such son-ecanoiric ferms, uniess s majority of the Settling States efects apainst such revision.

(2) If uny Settling Stute rexvlves by settlement Claims against any Non-Participating Maaotacturer aftzr
the MSA Execulion Date compurable to any Releaved Claim, snd such resutution includes uverall rerng rhat ase ware
tuvorable to such Non-Participating Munufaciurer than the ferms of this Agreement (izcluding, without lmitation, dny terms
that selate to the marketing or distribution of Tobaceo Products and any term that provides for a lower seltiement cost on
per pack sold basis), then the overud] terms of this Agreement wifl be revised so that the Originul Participating Manufucturers
will ohtsin, with respect 1o thut Settling State, overall téens at Teast us rebatively favorable Making into scount, umang other
thiregs, all puyments freviously mude hy the Origiral Panicipating Musutscturers and the timing of any payments) as those
obtuined by such Mon-Participating Manufacturer pursuuant ta sueh resalution of Cluims, The foregoing shall include but not
be Jkmized: () to the treatment by any Settling State of & Future Affilinte, us that term ix defined in agreements beiween any
of the Serling Stares and Brooke Group Lid., Lipgett & Myers Inc, and/or Liggett Group, Ine. (“Liggen™), whether or ot
such Futre Affitigte jx merged with, o its operations combined with, Liggell or any Affiliate theraof; and (h) 10 any
upplication of the terms of any such ngreement (including sny terms swhsequently negotisied pursuunt o any such
apreement) 1 o brand of Cigarettes (or whaces-reluted ussets) as » result of the purchase by or sade to Liggett of such brund
wr assels or ux a ressll of any combination of ewnership umong Liggest and any entity thit manufactures Tobaceo Products,
Provided, however, that revision of this Agreement pursuant to this subsection (2) shalt rol be required by viriue ol the
subysequient cotry into this Agreement by a Tobuceo Product Marafacturer that has ot becume o Panicipating Manufacturer,
as of the MSA Execution Tate.  Natwithstanding the provisions of suhsection XVHI() the provisions of this subsection
XVHEDN2) may be waived by (and vnly by) unaaimous agreeinent of the Origina) Parsicipming Manufaclurers,
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(3) The partiex sgree thut iFany term of this Agreement is revised purswant o subseclion (h){] or (d)(2)
shove and the substaace af such teem betore it was revised was abso a term of the Consent Deeree, cxch adfecied Senling
Stute andd euch affected Parliciputing Manufuctarer shal] jointly pve the Count w amend the Consent Decree to conform
the terms of the Conseat Decree to the tevised terms of the Agresment,

{4) If at uny time any Schiling State agrees 10 relicve, in any respect, any Participating Musufacturer's
obligution to make the payments as provided in this Agreement, then, with respees 1o that Sestting State, the terms of this
Agreement shall be revised so that the other Participating Munufacturers receive terms as relativaty fuvarahle,

{v) Transter of Tobugeo Brgnds. No Original Participming Manufucturer may seil or otherwise transfer or permit
the sale or Lransfer of any of its Cigarette brands, Brand Names, Cigarette praduct formulas or Cigareite businesses {other
than g sule ar trunsfer of Cigarente brands or Srand Names to be sold, product formulas to be used, or Cigarelte businesses lo
be condueled, by the acquirer or trunsferee exclusively outside of the States) 1o any person or entily uniess such person ar
eority is an Original Purticipating Manudacturer or prior 1o the sale or acquisition agrees 1o assume lhe ubligations of an
Originad Participuting Manufacturer with respect tor such Cigareite brands, Brand Names, Cigarette product formulas or
businesses, No Pastivipating Manufactucer may seb! or otherwise transfes any of its Cigarette brands, Brand Names, Cigaretie
product formulus or Cigacette husinesses (other than a sale or transfer of Cigareite brands or Brand Names o be sold,
Cigurette product formaulas to he psed, or businesses to be conducted, by the arquirar or transferee exclusively vutside of the
Slates} ta any person or enlity ualess such persun or entity is or becones prioe lo the sule or acyuisition a Participiting
Munufacturer, [n the event of any such sale or trursfer of u Cigerette brand, Brand Name, Cigureite product formula or
Cigarette husiness by a Participating Manulucturer ks a person or entity that within 130 duys prior fo such sale of trapster was
a Mon-Pasticipating Manufaciurer, the Participaling Mansfactursr shall cenify to the Seufing Stanes that it hay deeriined
that sweh person or entity has the capubility to perform the obdigations under this Agreement. Such certification shall nat
survive heyond ene yeur foltowing the date of any such transter. Bach Qriginel Participating Munufucturer cenifies und
represents hat, exeept as provided in Exbibit R, it {or a wholly owned Affiliate} exciusively owns und Is in the Stutes
the Brund Names of those Cigarettes that it currently musufaciures for sule (or sells) in the States and that it hus the capocily
w0 enter il un effecrive agreement conceming the sale or transfer of such Brand Names pursuant to this subsection XVle).
Nathing in this Agreement is intended 10 create uny right for a State to oblain any Cigarette product formala that it would not
atherwise have vntler applicable luw.

{dy  Payments jn Settbemeat.  All paymests 5 be musde by the Panicipaling Masuficturers pursuant to this
Agreement are in setteanent ol all of the Setiding Statex” an2itvast, cunkamer protection, commos faw neghigence, stauory,
commun law and eguitable claims tor menetary, restitutionary, equitable and injunctive seliel aileged by the Settling States
wilh respect ta the year of payment or eurlier yeurs, except that ag part of any payment under this Agreement is made in
settlement of an actual or potential Jiability tor a fiae, penally (eivil or ¢riminal) of enhunced damages or s the cost of
tanpible of intangible usset or ather futune benetit,

(e) Mu Determinution or Admissior. This Agreement is not intended te be and shall not in any even! be construed
or deeimed Lo be, or represented or caused to be represented us, za admission or concession or evidence of (1) any Hability or
any wronpdaing whatsoever o the parl of any Released Pasty or that any Released Party has enguged inany of the sefivities
harred by this Agreement: o {2) personal jurisdiction over any person of entity other than the Panicipating Munufacturers,
Each Parivipating Manufaerarer specifically disclaims and demex any Hubllity or wrongdaing whatsoaver with respecs to the
clsims und alfepmions wsxerteit aguinst it by the Atorneys Generul of the Settlhing Sttes and the Litigating Politicat
Suhdivisions, Each Participuting Manufacturer hux entered imo this Agreement solely 1o uvoid the further expense,
inconvenience, burden and risk of litigation.

() Non-Admissibility. The seftletnent segitiations resultiag in this Agreement have been undertaken by the
Sertling States and 1he Participating Manutucturers in gond fuith and for sctttement purpasces only, wad no evidence of
negetintions o discissions dnderl ying rhis Agreement shall be offered or received in evidence in uny acticn or praceeding for
any purpose, Neither this Agreement nor uny pubtic discussioas, public stuements of public cormmeny whh respect to this
Agreement by any Settling State or Pacticipating Manufacsuser o its ageots shall be offered or received in evidence in any
actina or proceeding for any purpose other than in aa action or proceeding srising unider or retating to this Agreement.

{z) Representutions of Parties. Bach Seitfing State and euch Participating M. Terehy rep that thix
Apreeinent has been duly authoeized and, upon execution, will constitite a valid and birding contzactual vhligation,
catarceable in secordunce with its tezms, of cach of them, The signatories hereto on behalf of their respective Senling States
expressly represent and warrane thul they have the sutherity 1o settle and releuse ol Released Cloins of their respective
Seuling Stees and any of helr respective Sentding Sunes’ past, present and future agents, officials acting in aheir afficial
capocities, fega) ref ives, ugencies, dep 1 duxions wnd divisions, and thut such signacaries are aware of no
aulhiority to the conkrary. It is recognized that the Original Purticiputing Manufacturers are relying on the foregaing
representation and warranty in making the paymenis required by and in otherwise performing under this Agreement. The
Originat Participating Manufaciurers shall have the right to terminate this Agreement pursuant to subsection XVE) as to
any Sellling Staze as to which the furegoing representation and worranly is breached or not effectively given.

{h) Ohligations Several, Not Joint, All oblipations of the Panicipming Manufucturers pursusnt o this Ageeement
{including, but not limited to, 1l peymert obligations) ure intended to he, and shall remain, several and not joint.
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(i} Headinps, The headings of the sections and suhsections of this Agreeme'nl ure not binding and are for
relerence only and da pol fimit, expand or mherwise atfect the contents or meaning of this Agreement.

Amendment aml Wyiver. This Agreerment may be amended by 4 writlen instrument excouted by ul$
Partitipating Munufacturers affected by the amendment and by aff Sentfing Stutes affevied by the amendment, The {erins
of uny such umendenent shall not be enforceable in ary Settling State that is nor a signatory to such amendment, The waiver
af zay rights conferred hereunder shalt be effective enly if made by writien instrument executed hy the waiving arty or
parties. The waiver by any party of any breach of this Agreement shall not be deeined 10 be or construed as o wajver ul uny
ather breach, whether prior, subsequent or contemporaneous, mor shull such waiver he deemed to be or canstrued us 2 wiiver
by any olher party.

(k} Moficex. All notices or other comentrications t sny purty to this Agreement shall be in writing (including, but
ol tinited so, facsimile, telex, telecopy or simijur writing) and shath be given al the skiresses specified in Exhibit 1* {as it
muy be amended ta fefleet any additional Purticipating Manufacturer that becames o purly to this Agreemeal alier the MSA
Execution Date). Any Seitling State or Participating Munztucturer may change or add the name and addrexs of the persoas
designated to receive nolice on itx hehalf by natice given (effestive upan the giving of such aotice) as provided in ihis
sthwection,

() Ceoperstion, Each Settling Stwte amd each Participating Munutacturer agrées to use its hest efforts and to
couperale wilh ench uther 2o cuuse this Agreement and the Consent Decrees to become effective, to phiain alf neCessury
appravals, consents und anthorizatives, if ey, and o exeente 31 ducuments umd 20 ke such alher acrion ax may be
apprupriate in connection herewith. Cunsistent with the foregoing, each Settfing State andl each Participating Munu fucturer
agrees that it will not directly or indirectly wusist or ercourage any challenge 10 this Agreement or any Conrsent Decree hy any
wolher persun, amd will support the integrity unil enforvement of Lhe terms of this Agreement and the Consent Devrees. Huch
Settling Stue shall use its best efforts w cause Stute-Specitic Finafity 10 ovesr us t such Settling Srate.

() Dexignees to Discuss Within 14 days after the MSA Execution Date, each Setiling State's Altorney
General and euch Pacticipating Maaufacturer shall provide wiitien sotice of its designation of a senior representulive
distuss with she other signatories to this Aprecment any disputes andVor other issves that may arise with respect to this
Agreement. Luch Settling State’s Attorney General siul provide such notice of the name, sddress and lelephone number uf
the person it has so designated to each Punticipating Manufacturer snd 30 NAAG. Bach Participating Munufacterer shatl
provide such notice of the sume, uddress urd tetephone nember of the person | has so designated hy each Senling State’s
Attormey General, to NAAG and to eagh ather Paeticipating Manufacturet,

(n) Guvernipg Law. This Agreement (other than the Escrow Agreement) shall be governed by the laws of the
relevant Setiling Srate, without cegued to the conflict of law rutes of such Settling State, The Escrow Agreement shull be
governed by the luws of the State in which the Exerow Court is focated, without regard tn the conflict of law rules ot such
Staze.,

,
i

(o) Severubility,

(1} Sections VI, VI IX, X, X1, XiL XU XIV, XVI, XVIIh), &) (d}, (e), (0, (g} (b, (0, (p), (1), £5),
(u], {w, {z), (bh), (dd). and Exhibits A, B, und E hereof (“Nonsaverahle Provisions") are noy severable, except ra the extent
Ihat severance of section V1 bs permilted by Settlimg States pursuant 1 subsection VI(i) hercof. The remadning terms of this
Apreement are severahle, as set forth herein.

{2} Ity cours muterially muodifies, readers unenforceable, or linds t be untawlut uny of the Nonseveruhle
Provisivns, the NAAG executive commitlee shall select 4 tewm of Agtorneys General {ihe “Negotiuting Tean™ to attempt to
nepoliate an equivalent or comparable substitule term or other appropriate credit or adjustment (s "Substitute Term™) with the
Original Punticipaling Manutaciurees. 1o the event that the court refessad to in the preceding sentence is located in o Serling
State, the Negotiating Team shall iscluife the Attomey Generad of such Senling St The Qriginal Parlicipaling
Manufacturers shail have no obligation W ageee to any Substizute Term, I any Qriginal Participating Mannfuctorer does nol
agree o a Substitme Term, this Ageeement shalf be terminuted in all Seizling Stetex uffected by the coue's ruling, The
Negntiuting Team shall submit any proposed Substitats Term negotiated by the Negulisting Team and ugreed 16 hy ali of the
Origioul Participating Manufactueers to the Attorneys Geaeral of all of the aftecied Setthing Stares for their approval, If any
affected Setding Srute does not approve the prupased Substitute Term, this Agseement in such Setiting State shufl be
teeminated.

31 I a coust waterially modifies, renders uneaforveable, or finds 10 be wnlawful any term ol this
Agreeinent other than a Nonseverahle Pravision:

{A) The remaiaing teems of this Agreement shall remain in full force and effect,

(B) Euch Settling State whose rights o obligmions under this Agreement ace utfected by the
<aust’s decision in question (Lhe “Aftected Seltling Stwie™) und the Purtiviputing Manufacturers agree to negotiate in good
fuith & Substitute Ternt.  Any agreemnent on u Substitute Tetim reached helween the Purticipating Manufucterers and the
Affecicd Setiting State shall not modity or amend the tenns of thix Agreemant with segard Lo any olher Seltling St
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(C) 1 ihe Affected Settling State and the Participating Manufacturers are unable 10 upres on a
Substitute Tezm, then they will submil the issue 10 non-binding mediation. 1¥ meiation fils to produce agreement 1 o
Subwtitute Term, then that term shall be severed aad the remuinder of this Agreement shall temain in full force und effect,

- (4} 1T & court materially modifies, renders unenforcesbie, or finds tn be unlawfut uny purtion vf any
privision of this Agreement, the remaining poctiass of such provision shull be unenforcenble with sexpect to the affected
Setiling State unless 3 Substitute Tenn is arrived ab pursuant 1o subsection {0)(2) or (o} 3} hereof, whichever is applicable.

() Iniended Beneficiaries, Mo porlion of this Agreemen shal) provide any fights to, or he enfurceable by, any
pefsatt or enlity thal is not u Setcling State or a Released Puzty, No Setding State may asxign or otherwise canvey uny right 1o
enforee uny provision of this Agreement,

(qr Courterparts. This Agreement may be executed in counterparts, Facsimile ar phetocepied signateres shall be
considered as vatid signatures as of the dute sffixed, slthough the vriginal signature puges shall thereatier be uppended.

(r) Applicability. The obligations and duties of euch Participating Munufacturer set torth hereta are applicable only
to uctions raken {or omitled to he tsken) within the States. This subsection {r} shalt nat be construed us eatending 1he
lerritariul scope of any obligation or duty set forsh herein whose scope ks otherwise Simited by the terms hereof,

{3 Ereservation of Privilepe. Nothing contained in this Agreemen or any Consent Decree, and 6o act reguired 1o
bhe pertormed pursuant to this Ageeement or any Cansent Decres, is intended 1o constitute, cause or affect any waiver {in
whale or in past) uf any uttorney-cliear privilege, work produe) preection of common iglerestjoint defense privitege, and
each Senling Stte und euch Participating Magufacturer agrees that it shall not muke oy cause to be made in uny forum any
assertion ta the cantrury,

(1} Mon-Rejeuse. Excepl as otherwise specificuily provided in this Agreement, rathing in thix Agreement shail
limit, prejudice or otherwise interfere with the rights of say Settfing State or uny Pusticipating Manufacturer to pursee any
und alt rights und remedies it may have against any Non-Purticipating Manufacturer or other non-Released Purty,

(u) Termtgation.

(1) Unless atherwise agreed to by each of the Original Participating MansFacturers and the Settling Stute in
Yuestian, in the cvent that {A) State-Specific Finality in « Setthing State does not oceur in such Settling State on or before
December 31, 2001: or (B) this Agresment of the Cansent Decree has been disupproved by the Court {ar, in the event of an
appeal fram ar review of a decision of the Court to approve this Agreement and the Consent Decree, by the caurt hearing
such uppeal or conducting such eview), and the time ro Appeal from such disapproval has expired, of, in the event of an
Appeal from such disepproval, the Appeal has been dismissed or the disapproval hus been affirmed by the court of tust resort
to which such Appeai hus been taken and sueh dismissat ar dixapproval has become no longer subject ta further Appeat
(ircluding, without limitation, review by the United States Supreme Court}; or (C) this Agreement is terminated in Settling
State for whatever reasnn (inutuding, but rot limited 1o, purssant to subsection XVIt (o) of this Agreement), then thiz
Agreement and all of tls terms {except for the non-adnwssitility provisions hereof, which shall continue in full force snd
effect) shull be conceled and terminated with respect to such Settling Stare, urd it and aft orders issued by the courts in such
Settting State pursuani herete shatl become null and void and of na effect,

(2) 1IF this Agreement Is terminated with respect o o Settling State fr whatever reuson, then (A) the
applicable statate of Fmitution or any similur time requirement shall be kMled from the date such Seteling Stuie sipned this
Agreement unlit the Tater of the time permitted by applicable law or for one year from the date of such termination, with the
effect that the parties shall be in the sume position with respec? to the statute of Nmition ay they were ut the time such
Seitting Stute fited ire uction, and (B) the parties shall Joirtly move the Court for sn order reinstating the sctions and claims
disimissed pursuant so sections X1 und X1V hereof, with the effect thot the parties shall he in the sume position with respect
lo those actions and elaims a5 they were at the time the sction or elajm was stayed or dismissed.

{¥) Frecdom of Information Regquests. Upon the ovcurrenve of State-Specitic Finality in & Setling State, each
Purticipating Munulacturer will withdeaw in writing any aod all requests for information, administruive applicativns, and
praceedings brought or caused 10 be hrought by such Participating Manufacturer pursaant 10 such Settling State™s freedom of
information Juw relating 20 the subject matter of the lawsuits idertified in Exhibit D.

w) Buniruptcy. The following provisions shalt apply if o Participuting Manufacturer bosh enters Bankrupicy and
ut uny time thereatter is nut timely performing its financiat obligmions us reguired under this Agreemznt:

() la the event that both o number of Seitling States eyual tw ut leust 75% of the total number of Seltling
Statex and Scitting Stutes having uggrepate Allacahle Shures egual to ot feast 75% of the wial aggregate Allogable Shures
assigned o ull Settling States deem (by wrikten notive 1o the Purlicipating Manufucturers other than the bankrupt Puantivipating
Munufacturer} that the finurcial ebligativns of this Agreement huve been terininated wnd rendered nell and voill os 1o such
bunkeupt Participaling Munufaciurer (except ax provided in suhsection (A} helow) due 10 o malerial breach by such
Participating Munufcturer, whkreupon, with respect to ai Sertling Statex:

{A) aull agreements, all concessions, sl reductions of Releasing Parlies’ Claims, und all releases
und covenunts nat o sue, contained in this Agreement shalt be nulf and void os to such Participating Munufuclvrer, Provided,
huwever, thal (i} slb reductions of Releusing Pucties™ Cluims, nd ol refeuses and covenanls not to sue, contained in this
Agreement shill remain in full force and effect us oy atl persons or emtities {viher than the bankrupt Participuting
Manutictures itsetf o uny person or entity dhat, as a result of the Bankruptey, obtaing domestie tobageo assets af such
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Purtivipating Munufacturer (unless such person or entity is itself a Participating Masufacturer)) who (bul for the first
senteace of this subseetion (A)) would otherwise be Released Purties by virtue of their retationship with the hankrupt
Participating Manuficrurer; and (i) in the evenl u Seltling State usseris sny Released Claim against a bankrupt
Partivipating Manufucturer afier the teemination of this Agreement with respect to such Participating Manufacturer as
described in this subsection (1) and receives n judgment, seltlement or distribution arising from such Released Claim, then
the ameunt of uny payments such Setiling State hus previously reveived from such Participuting Manutacturer under this
Agreenent shall be upplied against the amount of any such judgment, seitlenent ur distribution (provided 1hat in na event
shull sueh Sentling State be required to refund uny puyments previously received from such Participuting Manufaclurer
pursuant 2o this Apreement);

{B) the Settling States shall have the right so assert any and all claims against such Participating
Manufacturer in the Bankrupiey or otherwise without regard to any [imits otherwise provided in this Arreement (suhject 10
any und all defenses against such claims);

(C) the Settling Stures may exercise ali rights provided under the federal Bankruptey Code {or
other applicable hankrupley law) with respect to their Claims aguinst such Participating Munufacturer, including the right to
initinte and esmplete polive and regulatory actions sguinst such Paerticipsting Manufacturer pursuunt to the exceptions 1o the
autemalic stay set farth in section 362(h) uf the Bankruptey Cude (provided, however, that such Participating Monutacturer
wiay conlest whether the Setiling State’s action constitutes a police and regulalory sctivn); and

(D) 1o the extent that any Settting State is pursuing u polive and repulatory uction against such
Participating Manufacturer as described in subsection (14C), such Purticipating Manufacturer shall not request or support »
request that the Bunkruptey court utilize the authority provided under section 103 of the Bankrupley Code 1o impuse
discretionary stay on the Seitling State's sction, The Purticipating Munutacturers further upree that they will nat request,
seek or suppart relief from the termx of this Agreement in any proweeding before any court of law (including the federul
hankruptey courts) or un sdministrative agency or through kegislative action, including {without Limitation) by way of joinder
in or cunsent to 0r uzguiesenes inany such pleading or instrumeat tled by another.

(2} Whether or not the Senling Sttes cxercise the option set furth in subsectivg {1} {and whether or nat
such option, it exercized, ix valid und enforceable):

(A) ln ghe event that the hunkrapt Participatiog Manufacturer is an Originat Parlicipating
Manudicturer, such Parliciputing Manufucturer shall continue 1o he trealed us un Origina Participuting Munufuciurer fur all
purposes uncler this Agreement except (i) such Participating Manufacturer shall he treated ax g Non-Parlici
Manufacturer (and not s un Originat Pacticipating Manufucturer or Pasticipating Manufacturer) for al] purposes wilh re:
sa subseglions IX(A)(T), 1X(d)X2) and IX@)(3) (including, but not limited 10, thal the Market Share of such Participating
Munufacturer shall not be included in Base Agpregate Purticipating Munufactorer Market Share or Aclual Aggrepale
Participating Munufacturer Market Share, and thut such Partizipating Manufactures’s volume shall not be included for any
purpose under subsection IX(d)0] (D) (i) sush Participating Manutuctueer’s Market Share shatl nor be included as that of o
Purticipating Munufacturer for the purnose of determining whether the trigger percentage specitied in subsection 1X(e} has
heen uchieved {provided thal such Participsting Manufacturer shall be treated s an Original Participuting Manufucturer for
all uther purposes with respect o such subsection); (i) for purposes of subsection (B)ii) of Bxhibit B, such Part ating
Manutucturer shall continue to be reated as an Originul Panticipating Manufacturer, bot its vperating income shall he
recalenlated by the Independent Auditor t reflect what such income would have been had such Participsiing Munufacrurer
madle the payments that would have heen due under this Agreement it for the Bankrapiey; {(iv) For purposes of suhsection
XV UI(e), such Participating Manufueturer shail not be treated as an Original Participating Manutacturer or ax a Purticiputing
Manufacturer to the extent that atier eatry into Bankruptey it becomes the acquiror or trunsferee of Cigarelte brands, Bran
Numes, Cigazetie product formulus or Cigaretts businesses of uny Participating Munufacrurer (provided that such
Parlicipating Manufaciurer shall continue to be trented ax an Original Panicipating  Munufacturer and Participating
Manutacturer for all other purposes under such subsection); und (v) ug to any action that by the express Jerms af this
Agreement requires the ununimous agreement af ull Original Participating Manufaciurers,

{8} In ihe cvont thut the bankrupt Purtivipating Munufacturer i a Subsequent Pasticipating
Munufacturee, such Participating Manatacturer shatl continue to be treated us a Subseguent Pasticipating Manutucturer for all
purposes under this Agreement excepn {0} such Parivipating Manufacturer shull be trested s a Mon-Participating
Manufactarer (and oot as 4 Subsequent Partiipating Manufac or Pusticipating Manufucicrer) for all purpuses with
respect 1o subsections 1X(d)1}. (d)2) and (4}(4) (including, but not limissd 10, thal the Market Share of such Participating
Munufucturer shall not be included in Huse Aggregate Participating Munufociorer Market Shore or Actuul Aggregure
Participating Manufucterer Market Share, und thut such Participating Manufuctirer's yolume shall so1 be included for uny
purpese under subsection 1X{)13(D)); (i) such Participating Manufucturer's Market Share shall not be included as that of a
Participuting Manufacturer for the purpose of determining whether the lrigper percentige specified in subsection 1%(c) has
been achieved (provided that such Purticipating Manufuacturer shal) be trested us a Suhxequent Partivipating Manufuciirer for
ull other purposes with respect 10 such subsection), und (iii) for purposes of subsection XVIH(), such Participating
Munufacturer shull not be treated us 2 Subsequent Participating Manuf or ax a Participating Muanufacturer to the extent
that after entry jnto Bankruptey it becomes the acquiror or transferee of Cigarette brands, Brond Mames, Cigarette product
furmulas or Cigarette businesses of any Participating Manufscturer {provided hat such Participating Minufuclurer shal)
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conlinue o be fremted a8 4 Subscquent Participating Manufuctarer and Patticipating Manufucturer for all other purpnses
under such subxection),

(C) Revision ot this Agreement pursuant fo subsectinn XVIIO)2) shall not ba required by
viriue of any resolution on un inveluntary busis in the Bankruptey of Claims uguinst the bunkrupl Paricipating
Manufacturer.

(x} Natice of Material Transfers. Each Purtivipating Manufucturer shull provide notice o each Settling Stute at least
20 days before consummating o sate, transter af titlke or other disposition, in one transaction or series of related transuctions.
of ussets huving a fuir market vulue equal to five percent or more (determined in svcordunte with United Stutes renerally
sgeepted uscounting principbes) of the consoliduted aisets of such Partiviputing Manufacturer.

{y) Entire Agreement. This Ag (together with any ag; expressly plated hereby and any ather
cantemporanesiss writlen agreements) embadies the entire agreement and understunding between and among the Sertling
States und the Partiviputing Munufactarers retating lo the subject matter hereof und supersedes (1) all prior agreements and
understandings relaling to such subject matter, whether written or oral, und {2) ull purpertedly contemporuneous ozl
agreeiments and snderstandings relating to such subject matter.

(2) Business Days. Any obligation hereunder that, under the terins of this Agreement, is 1o he performed on a day
that is nat 4 Business Day shull be performed an the first Business Day thereafter,

(ua} Subsequent Signutories, With respect to a Tobacco Product Manufacturer that signs this Apreement after the
MSA Execution Date, the timing of obligations under this Agreement {uther than payment obligations, which shall be
gaverned by subsection 1(jj3) shull be negotiated 10 provide for the institution of such obligations on a sehedule nut more
fuvorable 10 such subsequent signutary than thu applicable to the Original Participating Manufacturers,

(bb} Decimal Pluces. Any figure or percentuge referred W in this Agreement shall be carried to seven decimal
places.

(¢} Regulutory Authgrity. Mothing in section 1lf of this Agreement is intended to uffect the Jegislulive or
regulatory suthority of any lecal or State gavernment,

[dd) Sugcessars. In the event thut u Part ting Munufacturer ceuses selling a hrund of Tobuceo Products in the
States that such Parlicipaling Manufacturer owned in the States prior to July 1, 1998, and an Affiliate af such Pastivipating
Munufacturer thereafter and after the MSA Execution Dale intentionally sells such brand in the States, such Affiliate shall be
considered to he the suceessor of such Participating Manufacturer with respect ta such brand.  Performance by nay such
suceessor of the abfigations under this Agreement with respeet 1o the sules of such braml shall be subject o court-trdered
specitic performance.,

(ee) Expan Packaging. Each Purticipating Munufacturer shall place u visible indication on each puck of Cigareites
il manufuctures tor sale autside of the fifty United States and the District of Columhia that distinguishes such puck from
packs of Cigarettes il manutactures far sale in the fifty United States and the District of Coturhia,

(ft)y Actions Within i ales. To the extent that any provision of this Agreeinent
expressly prohibits, restricts, or requires uny action o be taken “within™ any Sertling State o the Settling States, the relevant
prohibitian, restrictian, or requirement applies within the geographic bounduries of the applivable Settling Stute or Seling
States, including, but not limited o, Indiun country or Indtiun srust land within such geogruphic boundaries.

(eg) Dutice to Affiliutes. Much Porticipating Manufucturer shull give notice of this Agreemenz 1o each of its
Aftiliates.

IN WITNESS WHEREOF, exch Settliag Stute and each Panticipating Manufacturer, throuph their fully
authorized representatives, huve ngreed t this Agreement.

[Signatures lntentionatly Omitted)
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STATE ALLOCATION PERCENTAGES

EXHIBIT A

Pereentne

15161 J0R%:
3414587
Anzana | ATIE8454,
Arkinzax 8200661,
California 12.7639554%:
Cotorado 1.37086 14%
Connectici b B565173%
Drelaware . 3F54695%
C.607 1 183%
000000005
2.4544575%.
0601 BESNE
(+.3632612%
Hlinuis 46542472
Inciana 2.039803 3%
Lawa 0.B626670%
0.8336T12%
1751 | 586%:
Louisiana 2.2553511%
M‘fli_ne 0.74693505%
Murylaed 2.2604570%.
hasxachusctis 4 .0I89790%.
Michipan 4.3519476%.
Minnesoti 0. .
M ixxe i 0.1 5.
Mixsunri 2.274601 1'%
Montany DA %
Nebruska (.5949833%.
Nevads 0.6094935 1%
New Hampahie 06639140
New Jersey 386695034,
New Merico 0.5963897%:
New York 12.762001 0%
Murtts Caroking 2,3322850%:
Nerth Cukala 0.36001.38%
Of_ﬁ_ﬂ 5.0375098%
Okluhonn 1.0361370%
Orepnn 1.1476582'%
Pennsylyunia 5 746R588%
Rhwxde Eslind (7189054,
South Carolivs L.1763519%
Suuih Dokotu G.I4B9458%,
Tewncasee 7 440E%45%
Texins GH000000 %
Utih U34ABAGUT,
0411 [R5 1%
1.044745 1 %
Washingion 2.0532582%
Wast Virgieia 088040044
Wiseonsin 2O7T2009M0%
Wﬂlm 0. 2483449%,
Americap Sapoi 0.0152170%.
N, Murizus Isbd. OB 0%,
Cizar £.02937 1%
LS. Viein Iskl 06171593,
Puivety Reco 1.£2127744%.
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EXHIBIT B
FORM OF ESCROW AGREEMENT
. 1998 by the undersigned State officials {on behalt
ting Manutucturers snld as escrow agenl

This Escruw Agrecment is entered into as of __
af their respeclive Settling Stares), the undersigned Partéei]
{the "Bscrow Agem™),

WITNESSETH:

WHEREAS, the Setiling States and the Partivipating Munufucturers have entered into a settlement agreement
entitled the “Muasler Settlernent Agrezment” (the “Agreement™); und

WHEREAS. the Agreement requiees the Seitling Stules sl the Parlicipating Manufacturers 10 enter into thix
Escrow Apresiment,

NOW, THEREFORE, the parties hereta agree ax follows:

SECTION E. Appoiniment of Escrow Agent,

The Sewting Siates and the Panticipating Manufacturers hereby appoint e I erve us
Escrow Agent under Lhis Agreement on the termy and conditions set forth herein, und the Escrow Agent, by its execution
herenf, hereby aceeps such appointment and agrees o perform the duties and vbligations of the Escrow Agent set farth
herein, The Sewling States aod the Participating Manulacturers agree that the Escrow Apent appoinied under the terms of
this Escrow Agrecment shall be the Excrow Agent as detined e, and for 211 purposes of, the Agreement.

SECTION 1. Definitions.

{a) Capitalized teems used in this Escrow Apgreement ant not otherwise defined herein shull have the meaning
given to such terms in the Agreement,

(b} “Bscrow Court™ means the court of the State of New York to which the Agreenent is presented for
appruval, or such ather courl us ugreed to by the Original Participating Manufatiurers and a majurity of thuse Altarneys
General who are buth the Attorney General of o Seitling State and 2 member of the NAAG exceutive commitiee ut the time in
question,

SECTION 3. Escrow and Acconrus,

{1) Al funds received by the Excrow Agent purstanl te the terms of the Agreement shall be held and dis
in accordance with the terms of this Escrow Agreement. Such funds and any earnings thereon shall constitute the *
and shill be held by the Escrow Agent separate and spurt from ull other funds and sccounis of the Excrow Agent, the Setiling
States und the Parlicipating Munafucturers.

[GH The Excrow Agent shall albocate the Excrow among the following separate aceounts (each un "Account”
and callectively the " Accounts”);

SUBSECTION VI(B} ACCOUNT

SUBSECTION VI(C) ACCOUNT (FIRST)
SUBSECTION VI(C) ACCOUNT (SUBSEQUENT)
SUBRSECTION VIII{B} ACCOUNT

SUBSECTION VIILT) ACCOUNT

SUBSECTION EX(B) ACCOUNT (FIRST)
SUnKECTION [X({BY ACCUUNT (SUBSEQUENT)
SUBSECTION IX(C}(1) ACCOUNT
SUBSECTION EX(CH2) ACCOUNT
SUBSECTION [X{E) ACCOUNT

DISPUTED PAYMENTS ACCOUNT

STATE-SPECIFIC ACCOUNTS WITH RESPECT TO EACH SETTLING STATE IN WHICH
STATE-SPECIFIC FINALITY OCCURS,

(¢} Al amountx eredited to un Account shafl be retained in such Account unsil disbursed therefrom in accordancs
with the pravisions of thix Estrow Agreement pursuant to (i) writtea instructions from the Independent Audilor; or
(iiy written instructions from atl of the following: all of the Original Porticiputing Manufacturers; ull of the Subsecquent
Panticiputing Manufacturers that contributed 1o such amourts in such Accownt; and all of the Setiling Stutes {collectively, the

serew Parfies”). In the event of a conllict, instruclions pursuant o ¢lause (1) shall govern uver instructions pursuung o
clause {i),

{d) On the first Business Day aflter the slate any paymesl is due under the Agrecinent, ihe Esvraw Agent shall
deliver w cach other Notice Purly @ writlen stalement shuwing the amount of such payment (or indiciting Bl no payiment
v nde, i1 snch i the case), the saurce ul such payment. he Aveotint or Aceounts o which sich paynwst hins heen
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credited, and Lhe payment instructions received by the Escrow Agent from ihe tmilependent Auditor with respeel tu such
payment.

(¢) The Eserow Agent shall comply with ali payinenst insteuctions received from the Independent Auditar unless
before F1:00 am. (New York City time) on the scheduled dute of paymen i1 receives writlen insiructions to the contrary
from all of the Excrow Parties, in which event it shall comply with such instructions,

(f) On e first Business Day after disbursing any funds from an Account, the Escrow Agent shall detiver to cacls
other Notice Party a written stuement showing the smount disbyrsed, the date of such dishursement and the payee of (he
disbursed funds,

SECTION 4, Fuilure of Escrow Agent 1o Receive Instructions.

In the event that the Escrow Apent fails to receive any written instruclions contemplaled hy this Bscrow Agresment,
the Escrow Agent shall be fully protevied in refraining from taking any action required under any section of this Escraw
Agreewent other than Section 5 uatil such weitten structions are received by the Escrirw Agent,

SECTION 5. tuvestment of Funds by Escrow Agent.

The Escrow Apert shall invest and reirvest sl omounts from time 1o fime credited to the Accounts in either ()
direct vhligutions of, or obligations the principal amd interest on which are wncunditionally guarantezd hy, the United Stutes
of America; (ii) repurchase ugreements fully colluteralized by secwrities described in clause (i) above; (ili) money market
uceounts maturing within 30 days of the ncquisition thereof und jssued by 4 bunk or rust company orgunized under the luws
of the United States of America or of any of the 50 Stutes thereof {a “United States Bank™) and having vomhined capitul,
surplus and undistributed profits in excess of $500,000,000; wr (iv) demiand deposits with any United States Bank having
comhined cupital. surplus and undistributed profits in excess of $3500,000,000. To the extent pruclicable, monies vredited to
uny Account shalt be invested in such a manner su as to be avaitable for use at the times when monies are expecied to be
disbursed by the Lscrow Agent und churget to such Accoun, Obligations purchased as an investment of manies eredited to
uny Account shall be deemed at all times to he u punt of awch Account and the income ur interest earned, profits realized or
loswes suffered with respect to such investments (including, withowt limitation. wny penalty for any liquidation of an
investment required to fund a dishursement to he churged to such Aceoum), shulk be credited or charged, ax the ease muy be,
10, sueh Aceount and shall he lor the benefit of, or be horne hy, the person or entity eatitled to payment from such Account.
I chrwpsing among the invesinent opsions descetbed T clauses 403 through (iv) above, the Eserow Ageat shall comply with
any inslzuctions received rom time 10 time from all of the Escrow Parties, In the ubsence of such instiructinns, the Esgrow
Axent shul! invest such sums in accordance with clause {i) ubove, With rexpect lo any amounts credited to o State-Specitic
Account, the Escrow Ageat shall invest and reinvest all amounts credited o such Acesunt in aecorlance with the Jaw of the
applicable Seitling State tor the extent such Luw ix incunxistent with this Sectivn 5.

SECTION 6. Substinae Form W Oualificd Settdement Fund.

Bach signalory 1o this Escrow Agrecraent shall provide the Escrow Ageat with o cormect taxpayer identitication
nurnher on u substitute Furm W-9 or it it does not have such o oumber, u stalement evidencing its siatus as un entily excpt
from huck-up withhalding, within 30 days of the date hereot ¢and, if it supplies o Form W-9, indicale therenn that it is nut
subject to backup withholding), The escrow established pursuuot w this Escrow Agreement is imended 1o be treated s o
Qualified Settfement Fuod for federal tax purposes pursuant te Treus, Reg. § 1.468B-1. The Exscrow Agent shall cennply with
all applicable rux filing, payment and reportiag requirements, including, without limilation, those imposed wnder Treas. Rey.
§ 1.4688, und if requested 10 do so shall joirt in the making of the relstion-buck election under such regulation,

SECTIONT. Duties and Liabitities of Esvrow Agent.

The Hseraw Agent shall have au duty or ebligation hereunder ather than 10 luke such specific setons us are reyuired
vl it from time 10 time under the provisions of this Hscrow Agreement, sad it shall incur no linhility hereunder or in
vennection herewith for anything whatsoever other than any Jiubility resulting from its own gross negligence or willful
misconduct.  The Escrow Agent shall not be bound in any way by any sgreement or conlract between the Pustivipating
Manufacturers und the Settling Stutes {whether vr not the Bscrow Agent has knowledge shereat) other thun thix Escrow
Agreement, and the only duties und rexponsibilities of the Escrow Agent shall he the dutics and obligations specifically set
forth in this Excrow Agreement.

SECTION 8. Indennificiction of Excrow Agent.

The Purticipating Manufacturers shall indemnity, hold hurmless and deferd the Escrow Agent from amd against any

-and &l losses, claims, lisbilities urel seasonable expenses, including the reasvnable fees of its counzel, which it may sufter or

inclt in connection wilh the performance of its duties and obligations under this Escrow Agreement, except for thuse losses,
cluims, lishilities and expenses rexulting solely and directly from its own gross neglipence or willful misconduet,

SECTION 5. Resignation of Escrow Agent,

The Excrow Agent jnay resign at any time by giving wriltén potice thereof 10 the sther parties bereta, bul such
resignation shall not hecome eftective until o successor Escraw Agent, selected by the Origingl Farticipating Manufuciurers
and the Setiling Statex, shall have been appoirted and shall bave aceepted such appoiniment in wriling, 1T an instrument of
aceeptiance by a suceessor Excrow Agent shull not huve been detivered 1o the resigning isernw Apcnt within 90 days afeer the
giving af such notice of resignation, the rexigning Excrow Agent inay, at the expense of the Parlicipating Manufaciurers (1o

.2

be shared aceording to their pro raty Market Shares}, petition the Excrow Cour for the appointment of a suecessor Excrow
Agenl,

SECTION 10. Escrow Agent Fees and Expenses.

The Participating Munofacturers shubl pay to the Escrow Apent its fees as set forth in Appendix A hereto as
umended from time 1o time by ugreement of the Criginal Participating Manofaciurers und the Escraw Apent, The
Farticipaling Munufuclurers shuil pay to the Excrow Agent its reasonabie fres and expenses, including ull reasonuble
expenses, charges, counsel fees, and other disbursemeats incurred by it or by itx @itorneys, agents aml employees in the
performance of ils duties und obligations under this Excrow Agreement, Such fees and expenses shuli be shared by the
Participating Manufuciurers according to their pro rata Market Shares.

SECTION 11. Norives,

All nolices, writlen instructions or other commugications o any pasty or other person hereunder shutl be given in the
sume manner as, shall be given to Lhe sume person uy, and shall be effective at the same time us provided in subsectiun
AVYIH(k) of the Agreement.

SECTION 12, Sereff; Reimbiersement,

The Escrow Agent ackniwledges that it shall not be emitled v se1 off zgainst any funds in, or puyable from, uny
Avcount tu sulisfy any liability of any Participating Manofucturer, Euch Participsting Manufacturer thut pays more than its
[re rata Market Share of any payment that is made by the Pavticipating Manufactorers to the Excrow Agent pursusnt to
Section 8, 9 or 10 hereof shult be entitled to reimbursement of such excess from the other Participating Manufuciurers
acenrding 1o their pre rutu Market Shares of such excess,

SECTION 13, fnrended Beneficiaries; Successors.

Nu persons or cntitics olher than the Settling Stutes, the Panivipating Manufactorers and the’ Eserow Agent are
intended beneficinries of this Escrow Agreement, und only the Sertling States, the Participating Manufacturers and (he
Escrow Agent shull be entitled to enforce the teems of this Escrow Agreement, Pursuinl to the Agreement, the Seitling Stites
huve designated NAAG and the Foundation as recipients of certain puyments; for ll purposes of this Escrow Agreement, the
Settling Stutes shull he the beneticisrics of such payments entitled to entorce puyment thereof. The provisians of this Bscrow
Apreemens shall be binding wpan and inure to ihe benefit of the pasties heredn and, in the cose of the Escrow Agent and
Purticipating Munufacturers, their respective successors.  Bach reterence herein iu the Escrow Agent or 10 a Participating
Munufucluser shall be conxirued as a reference Lo its successor, where applicable,

SECTION 4. Governing Luw,

This Escrow Agreeibent shadl be construed in accordance with and governad by the Jaws of the State in which the
Escraw Court is located, withoul regard 1 the contlices of law rules of such state.

SECTION |5. Surisdiction amd Venue,

The purties hereto irrevocably and vaconditionuily submit to the continuing exclusive jurisdiction of the Escrow
Court for purpuses of ury sull, actean or proceeding seeking ke interpret of enturce any provision of, or based tn any right
arising out of, this Exerow Agreement, and the parties herelo agres not ks commence any such suit, action or proceeding
excepl in the Hserow Courl. The partiex hereto hereby irrevocably and enconditionally waive any ohjection ta the taying of
venue af uny such siit, wction vr proceeding in the Escrow Court and hereby further irevauably wuive amil agree nat 16 plead
vr claim in the Escrow Court that any stch suit, scior or proceeding has been hrought in an inconvenient forum.

SECTION 16. Amendmenrs.

This Escrow Agreement iy he ameaded only by written instroment executed by alk of the parties hereto that would
be uffected by the nmeadment. The wuiver of sny rights conferred herennder shall be cffective only if made in o wrinen
instrument executed hy the waiving patty, The waiver by any party of uny breuch of this Apgreement shall not ha deemed 10
e or construed us a wuiver of any other breach, whether prior, subsequant of contemporancous, of this Escrow Apreement,
nor shadl such waiver be deemed to he of construed s a waiver by any other party,

SECTION 17. Counrerparts.

This Agreement may be signed in uny number of counterparts, each of which shall be an vrigingl, with the ssme
effect as it the signulures therets and herelo were upon (he same instroment, Delivery hy facsimile of a signed ciu Bl man
shall be deemed delivery for purposes of nckrowledging occeptance hereof; however, an originul executed Escrow
Agreement must promptly thereafter be delivered o cach party.

SECTION |8, Cupricny,

The captivns herein ure included for eonvenience of reference only and <hall be fgnored in the construction and
interpretation hereof,

SECTION 19, Conditions ro Effectiveness,

This Escrow Agreement shall beeoine etfective when euch party hereto shall have signed a counterpart hereal, The
parties hereto ugree ws e theie hest efforts to seek an order of the Excrow Counn approving, snd retining continuing
Jurisdicliun over, the Escrow Agreement as soar as possible, ind sgree that such order shall relute hack to, and be deemed
eflective us of, the date thix Excrow Agreement becaine effeciive,
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SECTION 20. Adidress for Payimenss,

Whenever funds are under the lerms of this Escrow Agreement required 1o be dishursed 1o a Serling Stare, a
Participuting Manutaciurer, NAAG or the Foundatien, the Escrow Agend shall disburse such lunds hy wire ransler wa the
aceount specified by such payee by writien notice delivered w all Notice Parties in accordance wilh Section 11 hersaf at lemst
ftve Business Duys prior to Lhe dute of payment. Whenever funds are under the terms of this Eserow Agreement required 1o
be disbursed Lo any other person or entily, the Escrow Agent shall dishurse such funds w such sccount ax shall have been
specitied in writing by the Independent Awditer Tor such payenent al feast Nive Business Days prior to the dute of puyiment.

SECTION 21. Reporting.

The Excraw Agent shall provide such information and reporting with respect 1o the escrow as the tndependent
Auditar may frnm thne i lime request.

IN WITNESS WREREOF, the paniies have executed this Escrow Agreement as of the duy and yeur fiesl
hereinabove writlen.

{Signuture Blocks)

B4

Appendix &
Schedule OFf Fees And Expenses
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EXHIBITC
FORMULA FOR SULATING
INFLATION ADJUSTMENTS
{1 Any amount that, in any given year, is to be adjusied for inflation pursuant to this Exhibic (the
“Base Amount™) shall be adjusted upwurd by adiding to such Baxe Amount the Intlaton Adjustmenl.
(2) The Inflation Adjustment shall be caleulated by muliiplying the Base Amount by the [nflation
Adjusiment Percentage applicabte in that year.

(%3] The fnflation Adjustiment Pereentage applicable 1 paymenis due in the year 2000 shall he equat 10
the greater of 3% or the CPL%. For exainple, if the Consumer Price Index for December 1999 (as released in Junuary 2000)
15 29 higher tan the Consuiner Price Indexs For Devenber 1998 fas released in Jimuary 19993, then the CPI% with respect to
a payient dug in 2000 would be 2%. The Isllation Adjustment Percenlage applicable in twe year 2000 would thus be 3%,

“h The Intlation Adjustment Percentage applicuble to puymenis due in uny year after 2000 shall be
culculated by applying each year the grester of 3% or the CPI% on the Inflation Adjusiment Percentage applicable wa
payments due in the prior year. Continuing the example in subsection {3) above, if the CPI% with respect o a puyment due
in 2001 is 6%, then the InAation Adjustment Percentage applicable in 2001 woukl be 918000005 Lan additional 6% applied
un the 3% Inflation Adjustimens Percentage applicaile in 2000}, and il the CM% with respect to @ payment dug in 2002 is
4%, ten the Inflation Adjustment Percentage applicable in 2002 would be 13.3472000'% (sn wlditona) 4% applied s the
Y 1800000% InNatan Adjustmend Percentage applicsble sn 2001).

5 “Consuner Price Index™ means the Conyumer Price Index foe All Urbun Consumers as published
by the Bureau of Labor Statistics of the U.S. Depariment of Lahor (or other similar measures agreed o by the Scutling Stales
and the Participating Munu facturers),

(6) The “CP1%" meuans the uctual totul percent chunge in e Consuiner Price [ndex during the
citlendar year immediately preceding the year in which the payment in question is due.

(7) Additional Exainples.

(A Culeutating the Inflativn Adjustment Percentages:
Percentage to be upplied on

the fnlktion Adjustment
Parcepiuge for the prior year

Uypothelical (i.e., the greater of 3% orthe  Intlation Adfustinent
Puyment Yeur CPI'e CPI%) Percentage
2000 24% 3.0% J.AU0UB00Ya
2001 1% 3.0% 6.0900000%
2002 15% 5% 9.8031500%
2003 35% 5% 13.6462603%
2004 4.0% 4.0% 18.1925107%
2005 22% 3.0% 21.7378740'%
2006 1.6% 0% 25.3900102%
(B) Applying the Intiativn Adjustinent;
Using the bypothetical Inflation Adjustment Percentages xet forth in seclion (7)(A):
. the subsectian 1X{e)(1)} haxe payment amount for 2002 of $6,500,000,000 us
adjusted for inflation would equal §7,137,204,750;
- the subsection 1X(¢)(1} base payment amount for 2004 of $8,000,000,000 ns

adjusted fur inflution would equal 59,455,368,856;

- the subzection 1X(c)(1) base payment wmount tor 2006 ol $8,000,000,000 as
adjusted for inflution would equut $315,031,200,816,

20,

21.

12,

EXHIRITD
I1ST OF LAWSUITS

Bineylock er el v, American Tobuceo Co. et al.,
Circuit Court, Montgomery Counly, No, CV-96-1508-PR
Srte of Alaska v. Philip Moreis, Ing., er ol., Superior Courz, First Judicial Disirict of Juneau, No. 1JU-97915 C1
{Aluska)
Arizona
State of Arizona v, American Tobacee Co., Ine. et al., Superior Court, Maricapa County, No. CV-96-14769 (Ariz.)
Srare of Arkansas v. The American Tobaeeo Co., Ine, ef gl., Chaneery Conrr, 6" Divixiun, Pulaski County, No, 1}
97-2082 (Ark.}
Praple of the State of Colifernia et wl, v, Philip Morris, Ine., et al., Superior Court, Sacramento County, Nu., 97-AS-
30
Cutorudy
State of Colorade et al., v. RJ. Reynolds Tobacee Co, et al., Distrivt Cowrl, City and Counly of Denver, Na,
97CV 3432 (Cola.)
Connecticut
Sweew of Connecrivar v, Phitipp Merris, vt gl., Superier Court, Judicial District of Waterbury No, X02 CV96-
01483145 {Conn.)

eorgis
State of Georgia et al. v. Philip Morvis, Ine., er al,, Ssperior Court, Fulton Cownty, No. CA B-61692 (Gu.)
Srare of Hawali v, Brown & Williotmson Tebacee Corp., ¢! af., Circwit Court, First Circuit, No, 97.0441401 (Haw,)
tdahn
Seaate af Ldecho v, Philip Merris, Ing,, er al., Foueth Fudicial District, Ads County, No. CYOC 97032390 (dahu)
Hlinoig
People of the Stte of [iinvis v. Philip Morris et af., Cireuit Caurt of Cook County, No, 96-L13146 ([I1L)
State of Indinre v. Philip Morris, Inc., er al., Marton County Superior Coust, No, 49D (07-9702-CT-000236 (Ind.)
LRVH]
State of towa v, R, Reynnlds Tobdeeo Comprny ef e, lows District Coun, Fifth Tudicial District, Polk County, No,
CL71048 (Tuwu)
State of Kunses v. RJ. Reynolds Tobaece Company, er al., Districe Coun of Shawnee Counly, Division 2, No. 96-
CV-919 (Kun,)
Isl .‘.'; H
Teyoiih v. The American Tobaceo Compiny, ef gf., 14th Judicial District Court, Culcasieu Purish, No., 96-1209 (La.)
Muing
Sty of Maine v, Philip Morris, Ine.. et al., Superior Court, Keanehee County, Ne, CV 97-134 (Me.)
Maryiend v. Philip Morriy Incorporared, er al., Baltimore City Circut Cour, No, 96-122017-CL2 1 4R (Mel.)
Conmmonwealth of Massachusetis v, Philip Morris Inc., ef al., Middlesex Superior Court, No, 95-7378 (Mass.)
Michigan
Keltey v, Philip Moreix Incorporated, et af., Ingham County Cirenit Court, 0% Judivial Circuit, Mo. 96-84281-CZ
{Mich.)
Sterte of Missouri v. Americon Tobaceo Co., tag, ef al, Chrowit Court, Tity of St Louis, No. 972-1265 {Mp )
Monluny
Stare of Moutana v, Philip Morris. Inc., et al., First Judicizl Coort, Lewls and Clark County, No, CDV 9700306-14
{Mont.)
Nehraskii
Stte of Nebraska v. RJ. Reynolds Tobavea Con, or el., Distries Court, Lancuster County, No. 573277 (Neb.}
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24,

25,

26,

21

28,

30.
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Nevada
Neveda v. Phitip Morris, Incorporated, er ok, Second fudicial Courl, Washae Couny, No, CV97-03279 (Nev.)
New Hampshire
New Hampshire v. R.d. Reynolds, Tobacce Co., e ol New Hampshire Superior Coust, Merrinack County, Nu, §7-
E-165(M.H.)
New Jorsey
Stare of New Jersey v, R4, Revaolds Tobacee Company, o7 ai., Superios Couss, Chancery Division, Middlesex
County, Na, C-254-96 (N.J,)
New Mesicy
Stitte of New Mexico, v. The American Tobaceo Co.. et af., Fiest Judicial District Court, County of Santa Fe, N, $F-
1235 ¢ (N.M.}

W urs, H
Swete of New York et el. v. Philip Morris, Iac., et al., Sapreme Coustt of the State of New Yurk, County of New Yark,
No, 40036197 {N.Y .}
Qhia
Sware of Ofricr v, Phitip Morris, tne,, ¢t al,, Court of Commoen Pleas, Franktin County, Mo, YICVHIIS 114 (Obio)
Stete of Oklahenne, et ol v. R Reynolils Tobacce Campany, et af,, District Court, Clevetand County, No. C1-96-
1499-L (Okia.)
Oregon
State of Oregon v. The Amerivan Tobaceo Ce., ef of.,, Cireuit Court, Multnomah County, Na. 9706-04457 (Or.)
Pennsylyani
Commenwenlth of Pennsylvania v, Philip Morris, fisc, et of.. Court af Comunon Pleas, Philadelphia County, Aprit
Term 1997, No. 2443
Puerto Ricg
Rassella, erol, v, Brown & Wiltiamson Tobacco Corporation, 01 of, U8, Districl Coun, Puerto Rico, No, 97-
1910IAL
Stare of Rhwde Istand v. Ameericun Tobacee Ce., of al., Rhode 1xlung Supecloe Court. Providenve, No, 973058 {R.1.)
Fouzh Corolinn
Srare of South Caroting v. Brown & Williemson Tebacen Carporation, ef al, Court of Commaon Pleas, Fitth Judicial
Cirguit, Richland County, Nu. 97-CP-40- 1686 (5.C)
South Dakots
Swne of South Dakotw, et al. v. Phitip Morris, Inc, ot al.. Circoit Courl, Hughes Conty, Sixzh Judiciat Chreait, No,
98-63 {5.10,)

itah

Swute of Uteh v. RJ. Reynolds Tobacca Company, ot af., U.8. District Court, Cestral Division, Ni. 96 CV QR20W
(Lituh)
Mermont
State of Vermont v. Philip Mosris, Ine,, of el Chittenden Superior Count, Chittenden County, No. 744-97 (V) and
S¥16-98 (Vi)
Washingtun
Statre of Washinglon v. American Tebacce Co, fnc., ¢ al., Swperios Court of Wishington, King Cuunty, No, Y6-2.
1 SO560BSLEA (Wash,)
West Virginiy
MoGraw, ef ul. v. The American Tobaceo Compuny, et ol., Kunawhs County Cireudt Courl, No. 94-1707 (W. Ya.)
Wisconsin
State of Wiscansin v Philip Morris ., et ai., Circait Court, Brunch 11, Dane County, Nn, 97-CV-128 (Wis.)
Additional States
For each Settling Stute sal listed above, the lawsuit or ather lega! action fited by the Anomey General ur Governor
of such Settfing State against Porricipaing Manufucturers in the Court in such Settting State prior to 39 days after
the MSA Execetion Date nsserting Released Claims.
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EXHIBITE
FORMUYLA FOR CALCULATING
YOLUME ADJUSTMENTS
Any amaunt that by Ihe terns of the Master Sestlement Agreement is 1o be adjusied pursuant to this Exbibil E {the
“Applicahle Hase Payimseat™) shall be adjusted in the following munner:

{A) En the event the uppregute number of Cigarettcs shipped in o to the fifty United States, the District of
Coluinbiu, and Puerlo Rieo by the Originul Pacticipating Manufucturess in the Applicsble Year (as defined bereinbelow) (the
“Acwul Yolushe™} is greater thur 475,656,000,000 Cigrreties (the “Base Yolume™), the Applicable Buse Payment shall be
nelitiplissd by the ratio of the Actual Volume o the Base Volume,

[4:1} En the event the Actual Volumc is less thun the Buse Volume,

i The Applicabte Buse Puyment szl be reduced by subtracting from it the amount equal to such
Applivahle Buse Payment mulriplied hoth by 0.98 und by the result of (1) 1{one) mines (ji) the rativ of the Actual Volume ta
the Base Volume,

ii. Solely for pusposes of valeulating volume adjustments 5o the paymens reyaired under suhsectinn
IX(e(H), tF a reductiun of the Buse Payment due undee suchs subsection resufts from the application of subparagraph {B)(i) of
this Exbibit E, but the Original Participating Manufauturers' spprezate aperating income from sales of Cigarenes for the
Anplicable Year in the fifty United States, the District of Columbia, and Puerto Rico {the "Actuul Cperating Facome™) is
greater thun 57,195,340,000 {the "Base Operating lacame™} {such Base Operating Income heing udjusted upward in
aveardunce with the formula for inflation adjvstments set frth in Exhibit & hereso beginning Decersher 33, 1996 ta be
applied far each year nfter F996) then the amoun: by which such Buse Payment is veduced by Lhe upplication of subsection
(BI(i) shall be reduced (but not below zero) hy the smouns cateulated by muhipiying (i) a percentage eqaal to the agpragate
Adtlocable Shures of the Seitling States in which State-Spevitic Finality has occurred by (i) 25% of such incresse in such
operating income. For parposes of this Exhibit E, “aperating income from sales of Cigareties™ shalt imean operating income.
from sales of Cigurettes in the titty United States, the District of Columbia, sl Puerto Rico: (u) before pondwill
umartizativn, frudemark winonization, resiruciuriag churges and restrocturing peluted charges, minority interest, net interest
EXpedise, don-uperaling incomne and expense, genersl tomurate expenses and income tuces; and (b excluding extranrdinary
items, cumulative effect of changes in method of accounting und discontinued operations -« aH as such income ix reported 1o
the United Stules Secarities anit Exchanpe Commission ("SEC™) for the Applicable Year (cither independenity hy the
Participuting Manufucturer or as purl of consoliduted Fnanvial st s re; d (0 the SEC by an Aftitiate of such
Participating Manutacturer) or, in the cuxe of an Original Pagtici ting Manufactarer thit doex not repert income to the SEC,
as reported in fnancial statements prepared in necordunce with 1.8, generally 2ccepted yecounting principles and audited by
a stionally recognized sccousting firm. For years subsequent 1o 1908, the determination of the Original Participating
Munufucturers' aggeegate operating tacume from sales of Cigareties shall not exclude any churges or expenses incurred or
accrued in conacction with this Apreement or any prior selfement of a tohuceo and health case und shatl otherwise be
derived using the same principles us were emplayed in deriving such Originul Pasticipating Manufaviwers' apgregale
operating income from salex of Cigarites in 1996,

fit. Any increase jo u Buse Payment pursuant to subsecsion (B)(i1) above shall be allovated among the
Original Participating Manufuciurers in the following maoner:

(1) only to those Original Participating Manufiucturers whose uperuting income from
salex of Cigarettes in the fiéty United States, the District of Columbia und Puento Rive for the year For which the Buse
Payment is being udjusted is greater thun theie respective operating inceme from such sales uf Cigarettes (including operaling
income from such seles of any of thetr Attiltates thut do not continue 10 huve such salos after the MSA Execution Dute) in
1996 (as increasest for inflation as provided in Exhibit C bereto beginning December 31, 1996 1 e applicd fur each year
after 1996); und

(2) amang the Originaf Purticipaling Munufaciarers deseribed in paragraph (1) ubove in
proportion w the ratio of (x} the incredse in the pperating income [rom sales of Cigareties fax described in paragraph (1)) of
the Qrigirai Participating Manufacturer in question, to (y) the aggrepate increase in the opersting income From sales of
Cigaretles {ax described in parageaph (1)) of those Original Participating Munufacturers described in parageaph (1) ubove,

{C) “Applicahle Yeur" means the calendar year immediately preceding the year in which the RYMent af issue
ix due, regardiess of when such payment is mude,
(D) For pucposes of this Exhibit, shipments shall be measured as provided in subsection mm).
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Limittions on Youlh nccess to vending machines.

Inclusion of cigars within the detinition of tbscco products.

Enhuancerment of enforcement ¢ forts to identify and prosecisie violatives of luws prohibiling retail sales to Youth.
Encouraging or suppuriing use of technology to increase effectiveness of age-of-purchase laws, such s, without
limitation, the use of programmable scunners, scanners {0 read slrivers’ licenses, or use ol other age/iD data banks.
Limitations on promotienal programs for nop-twhacea goods using inbacce producls as prizes or give-zways.
Enforcement of access restrictions through penatties on Youth for pessession or uxe.

Limisations en tobaceo product advertising in or on seheol faeilities, or wearing of 1ohacco Yogo merchandise in ar
an schaol property.

Limitations on non-tobaceo products which are desipgned 1 look like tohacca prowlucts, such as buhble guim cigars,
candy cigareties, ele.

e

EXHIBIT G
OBLIGATIONS OF THE TOBACCO INSTITUTE

UNDER THE MASTER SETTLEMENT AGREEMENT
{1) Upon court approval of a plan of dissolution The Tobecco Institute (“T1™) wall:

(1) Employees. Promptty notify uad arrange for the termination of the employment of all snployees;
provided, however, thut T1 may continue t engape any employee whi is {A) essential 10 the wind-down fusetion ag set Forth
in section (g) herein: {B) reasonably needed for the sole purpose of directing and supporting TI's defense of ongoing
tigation; vr {C) reasonsbly peeded tor the sole purpose of performing the Tobueeo Institute Testing Luboratary's (the
“TITL™) industry-wide cigarente testing pursuant to the Federal Trude Commission (the “FTC") method or any other testing
prescribed by state or Federal law as set forth in section (h) herein,

{2) Employee Benefits, Fund all employee benefit and pension programs; provided, huwever, thal unless
ERISA or uther federal or stute law prohihits it, such funding will be uwccomplished through periodic contributions by the
Originut Participating Manuguelurers, sccording to their Reiutive Market Shares, into o trust or a like mechunism, which trust
or like mechanizm will be estublished within 90 duys of court approval of the plan of dissolution.  An epinian letter will he
appended to the dissolution plan w certity thut the trust phin is not inconsistent with ERISA or employee benefit pension
COnlraces,

(3) Leases. Termimate all leusehotds at the earliest possible date puesvant 1 1he leases: provided, however,
that TL may retain vr leasc unew such space {or lease slher space) ay needed for its wind-down activities, for TITL esting ux
described herein, and for subseguent liligaton defetse activities. Iminediazely upon exeesion of 1his Agreement, T1 wilt
provide notice  each of its Jandlords of jts desire 10 terminate its lense with sueh Yanddord, and will request that the lundiord
take #ll steps 1o re-teage the premises at the eurliest possibie dute consistent with TI's performance of its obligations
hereunder, TI will vacare such teasehald premisex us soun s they are re-leased or on the Just day of wind-down, whichever
accurs first

(b Assets/Debts. Within 60 days after court approval of a plun of dissolution, T1 will pruvide ta the Attorney
General of Mew York and append 1o the dissolution plan a description of alt o ity assets, its debts, 1az claims against il
chaims of state and Federa] governments against i, ereditor cluims ageinst it, pending liggation in which it s a pasty and
natices a cluims against &,

(v} Duvuments. Subject to the privagy proections provided by New York Public Officers Law $§ 91-99, TI will
provide a capy of or atherwise muke ivailuble ta the Stute of New York all docuements in Its possession, excluding those that
Il continues to cluim 10 be suhgect to uny attorney-client privilege, attorney work product protectian, commen interest/joint
defense privilege or any other upplicohle privitege (coltectively, “privilege”) afier the re-exumination of privilege cluims
pursuart to court order in State of Okiahomg v. B Bevnolds Tobucco Company, et al., CJ-96-2499-L (Dist. Cr., Cleveland
Cuunly) {the "OKlahowma action™):

(1} TI will deliver tu the Attorney General of the State of New York o cupy of the privilege log served hy &l
in the Okluhoma action, Upen a written request by the Attorney General, T1 will deliver an updated version of its privilege
len, it any such updated version exists.

(2) The dizclosure of a0y doeument aF documents clwimed 1o be privileged will be governed by section 1V
of this Agreament,

(3) Al the conclusion of the document production and privilage lopging process, TI will provide a swarn
affidavit that all documents in its possession have been made availuble to the Attornzy Generad of New York except for
duocuments clubined Lo be privileged, and thut uny priviizge togs thut already exist have been mude available o the Atamey
General.

{d} Remaining Assets. On mutoal agreement between TE und the Atserney General of New Yark, a not-for-profit
healih or child welfure organization will be numed ax the bereliciary of any T1 assets thit remain after lawful ransters of
assets ind satisfaction of TI's employee benelit obligations and sy other debts, labilities or claims,

(e) Defense of Litigation. Parsuant 1o Section 1006 of the New York Not-for-Profit Corporations Law, T1 wilk have
the right to continue e defend its litigation inlerests with respect to any claims against it that are pending or thremened now
ar that are brought or threatened in the future, T1 will retain sele discretivn over all litigalion decisions, inciuding, without
limitlion, decisions with respect to asserting any privileges or defenses, having privileged communications und creating
privileged ducuments, Gling plendings. responding te discavery requests, making motions, filing affiduvits and briefs,
conducting parly and non-party discovery. retaining expert witnesses and consultants, preparing for and defending itself ot
triak, setiling any claims asserted against it, intervening or otherwise participating in Jitigation to protect interssts that §f
decms significunt 10 its delense, and otherwise directing or conducting its defense.  Pursuant to existing joint defense
agreements, T1 may continue o axist its current or former members in defense of any Jitigation brought or shreatened pains
them. L abso may ender inlo any new joint tefense agreenent or agreements that it deems significant to its delense of
pending or threatened claiins. Tl may continue 1o engage such employees os wiibly needed for the sole purpose of
directiag and supporting its defense of ungoing litigatien. Asx soor as T hus no litigation pending against i1, it will disselve
complelely and wilt cease all funetions consistent with the requirements of law,
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() Mo public sttemenl. Excep? us necessary in the vourse of Higstion defonse as set farth an section {c) abuve,
upea court approval of a plan of disselution, neither T1 nor any of its employees or agents acting in their official capacily
on bhehalf of TI will issue any stuements, press releases, o other public statement concerning tobacco.

(g) Wind-down. After court upprovat of a plun of dissolution, T1 will affectuste wind-down ot all activities (other
Uhan its defense of titigation as described in section (2] above} expatiziousiy, aml in no cvent later than 180 duys atier the dale
uf court approval ol the plan of dissolwion, T will previde maonthly stalus reperts to the Atlorney General uf New Yaork
regurding the progress of wind-dowa efforts and work remaining to be done with respect to such effarix,

{h) TITL. Nutwithstanding any other provision of this Exhibit G or the dissolution plan, T4 may perform TiTL
industry-wile cigarete testing purswaat to the FT'C method or ony other testing peescribed by stale ar Tederal taw ealil such
Tunction it trnsterred 1 another entity, which rransler wiil be sccupmplishied ax soor ay practicable bal i e eveal more e
180 duys afier court approval of the dissolution plan,

(i) Jurisdiction, After the filing of 4 Certificate of Dissolution, pursuunt to Section 1204 of the New York Moi-for-
Profit Corporation Law, the Supreme Court tor the Stute of New York will have conlinuing jurisdiction vver the swolution
of T und the winding-dowa of T1's activisies, inciuding any iigation-reluted activities deseribed in subsection () berein,

(4} No Delermingtion ar Admission. The dissolution of TL and uny proceedings taken hereyader are not intended to
be und shall not in any event be construed ax, deemed to be, or represented or caused lo be represented by uny Setlling State
as, un admission vy concession ot evidenve of uny liability or any wrongdoing whatseever un the purt of T1. any of its current
e farmer membess or anyane ucting an el hekadl. TI specificatly disclaims and denies any liabilily or wronpdaing
whatsuever wilh respect to the claims sl allegutions asserted against it by the Attorneys General ol the Setiling States.

(k) Cuur Approval. The Attorney General ol ihe State of New York and the Original Parliciputing Manufaciurers
witl prepare 3 juint plan of dissolutioa for schadission k) Lhe Suprene Court of the Stite of New York, all of the terms of
which witl be apreed en aad consenled 1o by (he Alleraey General und the Originad Participating Muaaufactusers consistent
with Ihis schedule. The Original Participating Manutuciarers ant their empluyees, as oflicers and directors of TI, will take
whatever steps ure necessary o execute all dovuments needed dr develop such o plan of dissolution and to subimis it i the
court for upproval. I any coun makes any materisd chunge to any term or provision of the plan of dissolulion agread upon
and consensed 1 by the Attorney General snd the Originat Participating Manufactorers, then:

() the Original Partivipating Manufacturers snay. at their election, nevertheless proveeil with the
dissetulion plun ax modified by the court or

(2) i the Original Purticipating dManulicturers elect pot o preceed with the covrl-modified dissulution
ptan, the Originul Partivipating Manulavturers wifl he released from any obligations or undertakings undes this Agreement or
Ihis schedule with respect to TE provided, however, thut the Original Participating Munofucturers will enguge in goud fuith
negntiutions with the Mew York Aitarney Generaf to agree upon the term of tesms uf Ihe dissolution plun that the coun may
hawe modified in as ¢ffors t ugree upon a dissotution plur thas iy be rexvhmitied Tor the courl's consileration.

SXHIBIT I
DOCUMENT PRODUCTION

Section .
() Philip Mori! anies, bno, etal, v,
FEOCLY4X00R16-00 (Cir, Ct., City of Richmand)
(b} Horley-Elyvidson v. Lotiltard Tobuceg Co,, Ne 03947 (S.O.M.Y.)
ic) Loritlard Tobygeo Co, v. {iarley-Duvidon, Mo, 93-6098 (E.D. Wis}

crican Broadeastin tal,, At Law No.

() Brows & Willizmson v, Jueobson and CBS, ac,, No. 82-648 {N.D. ll1.)

te} The FTC investigations of lohaceo industry advertising and promation as embadied i the fullowing ciles:
46 FTC 706
48 FTC B2
45 FTC 735

47 FTC 1393

18 ¥. Supp. 573

55 FTC 354

56 FTC 9%

M FTC 255

80 FTC 455
Investigation #RO2I064
Investipution #4323222

Euch Original Participating Muoufucturer and Tobucco-Releted Orgunization will conduut its awn ressonuble
inquisy 1 delermine what d nts or deposii ti L it any, it produced or provided in the ubeve-disled mutters.
Section 2.

(2) State of Washington v. American Tabacgs Cu,, et ., No. 96.2-15056-8 SEA (Wash. Super. C1., County of

King)

Na, 94-1429 (Chancery
C1., Juckson, Miss.)}

(¢) State uf Floridy v. American Tobaeco Co,, et al,, No. CL 95-1466 AH (Fla, Cir, Ct., 15 Judiciul Cic., Patm
Beach Ce.}

{d) Stute of Texay v, Americun Tobaceo Co., e al,, Nuo. 5-96CV9L {1.D. Tex.)
{¢] Minnesoty v. Philip Mocris et al., N, C-04.8565 (Mirn. DL Cu, County of Rumsey)
(f} Broin v, R.J, Reynulds, No. 91-49738 CA (22} (# 1th Judicial Ct., Dade Connty, Floridu)
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EXMIBIT I
NDEX ANP SEARCH FEATURES FOR D NT WENSITE
(1) Ench Original Participuting Manufacsurer und Tabacco-Reluted Orpanization will create and maintain on its
wehsite, at ils expease, un enbanced, scurchehle index, as described below, ustog Alta-Vista or funetionully comparable
snftware, tur all of the decuments currently on its website and all documents being plaged on its websize pursuant (0 section
$V of this Agreement.

(h) The seurchuble indives of documents on Lhese wehsites will include:
(13} all of the information contasined in she 4(h) indices praduced to the State Attormneys General {exeinding
tiekls specitic vnly 10 the Minnesota action other than “request number”);
(2) the fullowing ndditional fields of information (or their substantial equivalent) 10 the extent such
infurmution already exists in an electronic format that can be incorporated into such on index:

Document H

Dther Number

Primury Type

Persup Auending
Person Aushor

Person Copied
Organizating Awthur
Organizution Copied
Orpanization Astending
Physicul Attuchment |

Muster 1E)

Duocument Dale

Other Fype

Person Noted

Person Recipient
Person Mentioned
Dryunization Recipient
Organization Mentioned
Organization Noted
Physival Attachment 2

Characteristics File Name

Site Areu

Verbutim Title Q1d Brand
Primary Brand Mentioned Brand

Page Cawm

(¢} Bach Oripinal Participsing Manufacturer and Tebaceo-Reluted Orgasization will ndd, if not already uvailohle, »
vser-friendly document relrieval festure on the Website consisting of u “view oli pages” function with enhanced image
viewer capability that wilt enuble users ta choose 10 view and/or prind cither “all puges™ for a specific docement or “page-by-
poge",

(d) Each Originul Participating Manufacturer und Tobacco-Related Qrgunizations will pravide at its vwn expense to
NAAG a copy sef in electronic furm of its websile document images snd its sccompanying subsection LV{h) index in ASCH-
delimiled form for alt of the documents currently un its website and all of the documents described in subsection 1Y (d} of this
Agrzement, The Original Paricipating Munufacturers and Tobucen-Refused Organizalions will nol ebjeel 1o any subseguent
disiribution andfor reproduction of these copy sets.

EXHIBIT ]
TOBACCO ENFORCEMENT FUND PROTOCOL,
The Swles’ Antitrast/Consumer Protection Tobasee Enforcement Fund (“Fund™) ix established by the
Attorne ys Generat of the Settling Stistes, acting through NAAG, purseunt to section V11{c) of the Agreement. The fullowing
shutll bie the prioary ond mardatery protocol for the admdnistration of the Fund.
Section A
Fund Purpose

Section ]

The tonies to be paid pursaant to section VIH() of the Agreement shall be placed by NAAG in 2 new and separale
intercst bearing uceount, denominated the States’ Antitrust! Consuimer Protection Tehacee Enforcement Fund, which shall
nut then ur thereufter be commingled with aay other funds o accounts, However, nothing herein shalt prevent depusits inlo
he yeeount w0 long as moniex so deposited are then Tnwfully commitied for the puspose of the Fund s set forth herein.
Section 2

A commiltee of three Attorneys General {“Specinl Committee™) shutl be extablished tu detennine dishursements
from the nccaunt, using the process described bersin, The three shull be the Attorney General uf the State of Washington, the
Chair of NAAG™s antitrast committee, and the Chair of NAAG's oo T ion In the event that an
Attarney General shall bold either two ur three oF the above stated positions, thut Attorney Generat may serve vnly in a single
capueity, and shult be replaced in the remaining positions by first, the President of NAAG, next by the President-Elect of
NAAG and if necessary the Vive-President of MAAG,

Seqtion 3

The purpuse of the Fund is; (1) to enforee and implement the terms of the Agreement, in particulur, by partial
payment ot the monctary ¢osts of the Independent Auditor s o Yated by the Agreement; and (2) o provide monetasy
assistance 10 the various statex’ yttorneys general: (A to investigate and/or litigate suspected violations of the Agreement
and/or Consent Decree; (B} w investigate und/or litigate suspected vialatiens of state and/or federal antitrust ar consumer
protection laws with respect 1o the munufbcture, use, murketing und sales of tobucco producty; and (C) w enfone the
Qualifying Statute {“Qualifying Actions™. The Special Committee shull emtertuin requests oaly from Seiling Sues for
dishursement from the fund associated with a Qualifying Action ("Grant Application®),

Section I¥
Admirnistration Standords Relative to Grant Applications

Seciion 1

The Speviut Committee shall not entertains any Grant Applicstion to poy salaries or ardinury expenses of regular
empluyees of iy Attarney Generud's office.
Sectivn 2

The affirmative vote 6f two or iore of the members of the Special Commitiee shalk be reyuired w approve any
Grunt Application.

Section 3

The decision of the Special Committee shull be final and non-appealatie.
Section d

The Atterney General of the State of Washington shull be chair of the Speviad Commitiee and shall annually repert
to the Aftorneys General on the requests for funds from the Fund and the actions of the Special Commiltee wpon the requests.
Sectivn §

When a Grant Application to the Fund ix made by an Abomey General who is then a member of Lhe Speviat
Commitice, such member will be wmporsrily replaced on the Commitiee, but only for the determination of such Grunt
Application. The remaining members of the Special Committes shull designate an Attorney General to replace the Attomey
Generul so disqualified, in ordes 10 cansider the application,

Segtion &

The Fund shall be maintained in & federalty insured depository institution located in Washington, $.C. Funils may
be fnvested in federal government-hacked vehicles, The Fund shall he tegularly reported on NAAG tinancial szatements and
subject to wonual audh,

Sevtion 7

Withdruwals from unst checks drawn on the Fund witl require ac bease two of three suthorized signatures. The three
persons so autharized shall be the executive direcnt, the deputy director, and contraller of NAAG.
Seution §

The Special Commmitles shall ineet in person or telephonically os necessary 1o determine whether a grast is souphe
tur sxsistance with o Qualifying Action wnd whether und to what extent the Grant Applicalion is accepted. The chair of the
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Special Comminee shali desipruie Ihe tines tur such meetings, so that a response is made to the Grant Application s
expeditionsly us practicable,
Sectjon 9

The Special Committee may issue o gram from {he Fund orly when an Attorney Generul cerlifies that the monies
will be used in connection with o Qualifying Action, to wit: (A} o investigate aadfor liligste saspecied violations of the
Agreetnent and/or Consent Decree; (B) o investigate and/oc litigate suspected violations of stmte andfor fedesal angitrust ar
sonsumer protection laws witk respect to the manufsciure, use, murketing snd sales of ohiken products; and (C) 1o enforce
the Qualilying Stutule. The Attorney General subimitting such sppiication shatl further certify that the entire grant of monies
{rom the Fuad will be used to pay for such investigation andvor litigation, The Grant Applicalion shall describe the nature
and seope of the intended action wnd use of the funds which may be gramed,

Segtion 18

To the extent permitted by luw, esch Atterney Genersl whose Grant Application is fuvorably ucled upon shalf
promise L pay buck 1o the Furd all of the umounts received from the Furd in the event the state is successiul tn litightion or
settfement of u Gualifying Activn. in (he event that the monetary racovery, if uny, obtained s nol sufficient 1o pay back the
entire umount af the gram, the Attorney Genernd shalt pay back as much as ix parmitted by the recovery, In alt instances
where monies ure granted, the Anorney General{s) veceiving monies shall provide un uccounting 1o NAAG of all
dishursements received fram the Fund ao duter thun the 30w of June pext following such dishursement.

L1it)

In wchdition to the repayments to the Fund conlemplated in the preceding section, the Special Commistes muy depisit
in the Fund any other moniex lawlully comemitted for the precise purpase af the Fund as ket forih in section AQ) above. For
exumple, the Special Cominittee inuy al ity discretion accept for deposis i the Fund & foundation grant ar court-ordered
award for stute unlitrust andfor conxumet protection enforcement as Jang us the monies s deposited become parl of and
subject to the sume rules, purposes and limitafions of the Fuad.

Sectiop 12

The Special Committee shall he the xole and {inal arbiter of all Gram Applicaticas and of the amuuent awarded for
cuch such upplication, if any.
Sectio

The Spevia) Commitiee shall endeavor 1 maintaia the Fund for us long a term as ix consister with the purpase of
the Fund. The Special Commitice will limit the totd amount of grunts made 1o 3 single state s more than $500,000.00.
The Speciul Committee will not award u single grant in exeess of $200,000.00, unless the grant involves mare thas vne stie,
in which cuse,  siagle grant so made muy ot total more than SIS0B000. The Special Committce may, in its diseretion
and by unaninaus vese, devide W wabve these limiztions if iz determines tal special circumstances exist, Such devision,
hirwever, shail not be etfective undess rutitied by a two-thirds majority vore of the NAAG executive comumintes.

Section C
Grant Application Procedures

Seution 1

Thix Protocol shall he runsmitied W the Attomeys General within %0 days after the MSA Execution Dite, It ity
nat he smended ualess by recommendation of the NAAG executive commitice and snajurity vose of the Settling States,
NAAG will notity the Sentling States of any smendiveats promplly and witl transmit yearly lo the altorneys general o
stutermest of the Fund hafance and a sommury of deposits w and withdrawals from the Fund in the previous calendur or fiscul
yeur.
Scetivn 2

Cirunt Applications must be in writing and must be signed hry the Attorney Genaral subioitting the application.
Section 3

Grum Applications inust include the Entlowing:

(A} A description of the contemplaled/peading action, inchuding the scope of he alleged vinkation and the

area Gstatefregional/multi-state) likely to be affected by the suspecied offending cunduct,

{B) A smtement whether the uction ix actively wnl curremtly pursued by any cther Atlorzey Generil ar
uiher prosecuting suthority.

{C) A description af the pumposes for which the maonies sought will be used,
(D} The amount reguested,

(E} A directive as W how disbursements fram the Fund should he made, &.g., either directly ta u supplier of
services (LORSUILINES, eXperts, withesses, and the dike), to the Alterney General's office directly, vr in the vase of mulli-stale
action, to voe or imore Attoraeys General’s oftices designated uy u recipient of the monies,

(F) A statement that the spplicant Attorney(s) General will, to the extent permitted by fuw, puy bick to
the Fund ull, ar 3 miich as is possible, of the monies received, upon recetpt of any monetury recavery obtasined in the
contenplaled/pending Hitigation vr seitiement of the action.

(G) A certiticmion that no part of the grant monies will be used to pay the saluries or ordinary expenses of
any regular employee of the eftice of the applicuat(s) and that the gram wilt be used soledy to pay for the stated purpose.

(H} A certiticulion that an sceaunting wikl be providad to NAAG of al! monies received by the applicany(s)
by no tuter than the 30th of June next fallowing wny receipt of such monies.

Section 4
AL Grant Applications shail be xubmitled to the NAAG office w1 the following address: National Association af
Attorneys General, 750 Ist Street, NE, Suite §160, Washington [.C. 20002,
i
The Specisl Comtaitice will eadeavar toact upon sk complete and properly submitted Grant Applicasions within 30
duys of recespt of suid applivations.
Section ¥
Qther Disbursements from $he Fund
Seetion 1
To entorce and implement the werins of the Agreement, the Special Commitice shall direct dishursements from the
Fetd 1o somply with the purtial payment obligations set forth in section XY of 1he Agreement relalive 1o costs of e
Indepeniteat Auditer. A report of such dishursements thall be included in the sccounting given pursuant W section C1)
abrive,
Section E
Administrative Casts
Section ]
NAAG shall receive fram the Fuad on July 1, 1999 und on July 1 of each year thereufter aa administrulive fee of
S160,060 For its udministrative costs in performing its duties under the Protocol and this Agreement, The NAAG excoulive
commiltee may adjust the amount of the administrative fee in extraordinary circumstances,
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XHIBIT K
MARKET CAMTALIZATION PERCENTAGES

Philip Mormris Incorporated

Brown & Wiliimnsun Tobacco Corporation
Lerillard Tabacew Company

R.J, Reynoldx Tobaceo Company

Total

K-1

HR.OD0G000%
17 9000000%
T MO %
6 B000000%
LOD000000%

EXHIBIT L

MODEL CONSENT DECREE

IN THE [XXXXXX| COURT OF THE STATE OF [XXXXXX]
IN AND FOR THE COUNTY OF (XXXXX|

................................. x CAUSE NO. XXXXXX

STATE QF | XXX XX XXXXXX),

Pluintitt, CONSENT DECREE AND FINAL JUDGMENT

¥,
[XXXXXK XXXXX XXXX]. elal,
Defendants.

WHEREAS, Plaintiff, the Stte of [nume of Setiting State|, commenced this aclion on [date), {by und through its
Atterney General [numel], pursuant to [her/hisfits] common faw powers snd the provisions of {state and/ur federal Law]:

WHEREAS, the Stute of |nume of Seitling State} usserted various cluims for monetary, equitable und injunctive
relief on behall of the State of [name of Seuling State] against certuin obawen product manufacturers and other defendants;

WHEREAS, Defendants have conlested the claims in the Stase’s complyint Jand amended complaints, if any] and
denied Lhe State’s ullepations [and asserted atfinnutive deten,

WHEREAS, the parties desire w rexolve this uction in a manner which appropriatety addresses the State's public
heulth coneerns, while conserving the purties’ rescurces, a5 well as those of the Coun, which would othecwise be expended in
litigating a imatter of this imagnitude; and

WIIEREAS, the Court has made ne delermination of uny violathen of law, this Consent Decree and Final Judgment
heing entered prior to the takiag of any testimony urd without trial or finsl adjudication ol any issue of fuct or law,;

NOW, THEREFOQRE, [T IS HEREBY ORDEREB, ADJUDGED AND DECREED, AS FOLLOWS:

L JURISDICTION AND VENUE

This Court hus jurisdiction aver the suhject mateer of this action amd over such of the Participaling Musufacrurers,
Yenue is proper in this [county/district|.

1. DEFINITIONS

The definitions set farth in the Agreement (2 copy of which is attached herelo) uee incorperated herein by reference.

1L APPLICABILITY

A. This Consent Decree and Final Judgment upplies orly [ the Pastivipating Munufacturers in their eorporate
cupacity acting thraugh their respective xuccessars and assign, directors, officers, employees, agents, subsidiazies, divisions,
or other internal erganizationa) units of any kind or say nther entities acting in concert ar participation with them, The
remedies, penalties and sunctions thal may he imposed or nssesced in connection with 4 vialution of this Consent Dacras mnd
Final Judginent (or uny order lssied in connection herewith) shall anty apply to the Purticipating Marufacturers, and shall not
be impused or assessed against any emplayee, officer or dircctor of any Participating Manutaclures, or aguinst ny ather
persan or entily us u consequence of such violation, and there shall be no jusisdiction uneer this Consent Deeree and Final
Tudgment 1o do sa,

B. This Consent Decree and Final Judgment is not intended to and does not vest slanding in wny third party with
respect & the terms hereof. No portion of this Consent Decree and Finul Judgment shall provide uny righis t, ur be
enforceable by, any peesan or entily ather Lhan the State of [name of Sentling S$tate] or o Released Party, The Siale ot [nume
ol Settling State] may not ussign or otherwise convey uny right Lo enfores any provisien of thix Consent Devree und Fizul
Judygment.

IY. YOLUNTARY ACT OF THE PARTIES

The partics herelo expressly acknuwledge and ugree thut this Consent Decres und Final Judgment is volupzasily
eniered into as the result of ann’s-length negotiation, and all parties hereta were represented by counsel in deciding t enter
inzo this Consent Decree and Finat Judgment.

V. INJUNCTIVE AND OTHER EQUITARLE RELIEF

Each Participating Manulucturer is peninanently edjelned Trom:
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A. Taking any ection, directty o Jndirectly, 1w target Youth withiz the State of {nuine of Settling State) in the
udvertising, promoefion vr marketing of Tobaeer Products, or tking apy aciion ihe primary purpose of which is 1w inktize,
maintain ot ingrease the iscidence of Youth smoking within the Stute of {nume of Seutling S|,

B. After 18O duys afier the MSA Execubior Duie, using of causing to be used within the State of Jnume of Setling
State] uny Cartonn i the advertising, prosmting, packeging or lsbeling of Tobaceo Products.

C. After 30 duys after the MSA Execution Dale, making or causing to be mude any payisent o alher consideration
Loy uny uthep person or entity W wse, disptay, make reference o tr use us o prop within the Stare of [name of Seftling Stale]
uny Tobaceo Product, Tobucen Produet package, advertisement for a Tobaceo Product, ar any uther item beariag o Bramd
Name in uny Media: provided, however, that 1he foregoing prohibition sha)l nol apply to (1) Medin where the audience or
viewers are within on Adull-Only Facility (provided such Media are nol visible 1o persens oulside such Adult-Onty Fucilit};
{2) Media rot intended for distribution of display e the publie; (3} insiructional Medis concerning noa-conventionol
cigareties viewed aniy hy or provided only 16 smokers whe are Aduits and (4) actions taken by any Pagicipating
Manufuclurer in connection with o Brond Name Sponsorship permitted pursvant 1o subsections HHeX2ZHAY und
INiE)2)BI) of the Apreement, wnd wse of w Brand Mame to &benlify a Brand Name Spunsorship permitted hy subsection
[H{e)2)(B)Gi).

(3. Beginning July 1, 1999, markeling, distributing, offering, selfing, licensing or causing 1w be markeled,
distributed, nffzred, sold, or leensed (ineluding, without limitation, by catalogue or direct muil), within the Staze of lazme ol
Settling State], uny appured or vther jeschundise {other than Tobacco Products, ilems the xobe function of which ix 10
adverttse Tobuceo Products, or written or electronic pubtications) which beurs ¢ Brand Nume. Provided, hawever, that
nothing in this section shall (1) require any Participating Manufacturey o breuch of terminate any licensing ugreemeny or
vther contract jn eaistence as of June 20, 1997 (this exception shull not apply beyond the cument term of uny existing
cantract, without segusd t any renewal of option term that muy be txercised by such Participaling Munuluclurery; (2)
prohibit the distrittion do any Participating Maaefacturer's employee wha is not Underage of aay item deseribed uhove thag
is intended for the perscial wse of sach an employee; {3} require any Purticipating Manwfacturer 1o relsieve, coltect or
otherwise recover any itein that prior e e MSA Excuation Date was marketed, distribured, offenst, solit, licensed or ciused
t hie ke ted, distributed, vifered, sold or licersed by such Purtivipating Manufacturer; (4} apply ti coupans or ather i
wsed by Adults sodely in connection with the purchsse of Tobaceo Prinductss {5) apply to apparck or other merchandise used
within an Adult-Only Fucility thue 5 nat distributed (by sale or otherwise) W any messher of the general public; or {8) upply
1 appatel or other merchandise (3) marketed, disteibuied, oftered, sold. o Bcensed st the site of 2 Brand Name Sponsorship
permicted pursuant 10 subsection [1()2)(A) or HEeY2HBKRD af the Agreemenl by the person to which the relevaat
Parlicipating Manufucturer bus provided payment in ¢xchange for the use of the relevunt Byamd Name in the Brand Name
Sponsorship or o third-party Lhat does not receive payment Fram the relevant Pariiciputing Manufscturer (or any Affiliule of
such Purticipating Munufucturer) in connection with the murkesing, distsibution, olfer, sale or license of such apparcl or other
merchandise, or (b} wied ur the site of a Brand Name Sponsorship permincd pursuani to subsections EL{)(2A) or
HIe)HB XY of the Agreement (duting such eventd that are not distributed (hy sule o viherwise) 1o any inember of the
peneraf public,

E. After the MSA Exceution Dite, distributieg or causing ta be distribuied within the State of |nume af Setling
Stute] any free sumples of Tubacco Products eavept in un Aduft-Only Facility, Far purposes of this Comsent Decres und
Final Slgment, a “lree sample” dees not include u Tobaceo Product it is provided 1o an Agult in connectivn with ({3 the
purchase, exchange or redemption for proof f purchase of uny Tebaceo Products (including, but aat limited to, & free offer in
connectinn with the purchase of Tabacee Products, such as o “twa-for-one” olfer), ar (2} the conducting of consumer tesling
or evaluation of Tabucca Preducts with persons wha certify that they are Adudts,

s

F. Using or cousing to be used as o heand naie ol any Tobacen Producs pursuant @ any greement ceqiring the
payment of maney or uthes valuable considerating, any nativslly secognized ur nmionally established beand name or Irude
aame of wny non-lobacca item ar service or any nationatly recognized or nationally established APUFS f2an, enlerunment
group or individval celebrity.  Provided, however, that the preceding sentence shalt nel apply 16 any Tohacco Praduct brand
name in existence us of July 1, 1998, For the purposes of this provision, the term “other valuable consideralion”™ shall ot
include an agreement hetween Jwo entities wh enter intty such agreement for the sole purpose of avoiding infringement
claims,

G. After 60 duys afier the MSA Execution Brate und through und including Decewber 31, 2001, wanulacturing o
cauxing o be manufactured for sale within the State of [nume of Setling State)] any pack or other coalainer af Cigarettes
containing fewer thin 20 Cigarcties {or, in the case of roll-yobs-own tohacco, uny puckage of toll-your-own tohaceo
contuining Jess than 0.60 cunces of whaces); and, afler 150 days abier the MSA Execulion Date and throuph and including
Decewber 31, 2001, selling or disiributing within the Stute of {nume of Settling Sinte] any pack or other container of
Cigarettes contuining fewer thun 20 Cigarettes (or, in the case of rolkyour-own tobucco, any puckige of rall-your-swn
tohueeo contmining less than 0.60 ouncex of 10haceo),

H. Entering into any conteact, combinalion or conspiracy with any other Tobuceo Product Manutacturer Lhat has the
parpose or effect of; (1} imiting competition in the production or distribution of infarmation aboul hiealth hazards ar other
cansequences of the use of their pruducts; {2) limiting o suppressing research into smiking and health; or (3) limiting or
suppressing research ina the marketing or development of new prodects.  Pravided, however, Uist nushing in the preceding
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sentence shall be deemed to (1) require any Participating Manutatiurer 1o produee, distribute or otherwise disclose any
information that is sebject to uny privilege or prdection; (2} preclude any Participating Manufacturer From entering into
uny jaiat defense or juint legal inlerest agreement ar srvuspement (whether or rot in writingh, or from asserting any
privilege pursuant zherets; or (3) impuse say ffinnative obligation on any Purticipating Manufacturer o comlact any
reseurch,

1. Making any materisd misrepresentation of fact regarding the hexlth consequences of wsing any Tohaceo Product,
including any kbaceo additives, titers, paper or other ingredieats. Provided, however, that nothing in the preceding sentence
shall limit the exercise af uay First Amendiment right ur the asseriion of any defense or posfion in any judiciat. tegishive ve
reputaory fotum.

Y1, MISCELLANEOUS PROVISIONS

A. Jurisdiction of this case is retuined by the Court fur the purposes of implementing and enforcing the Agreement
und this Consent Brecree and Final Judgment und ensbling the continuing proceedings conemplaled kercin. Whenever
pussible, the Stute of {name ul Sertling Stute) snd the Purricipating Manufacturess shall seek 10 resolve any issue that muy
exist 43 1o compliance with this Consent Decree aad Final Judgment by discussion amoag the appropriate designees named
pursiant s subsection XVI(m) of the Agreement, The State of [name of Settling State] and/or any Partivipating
Manatacturer may apply 1o the Court al any time for festher orders and directions as may be necessary or appropriale for the
inspl fon wod enf of this Cansent Decree ond Final Judgment.  Provided, however, thal wilh regard 1o
subsections Y(A) aml V{J} of thix Conven1 Decree und Finat Judgtnen?, the Attorney Generul shall issue 4 ceuse and desist
demand to the Purticiputing Munufacturer that the Attarney Gereral believes is in violation of either of such seelions ol least
fen Business Days hefore the Attoney General applies to the Court fo an order to enforce such subsections, ualess the
Attorney Generub reasanably determines thiat cither o compelling time-sensitive public health and sofety concern requires
more immediate action or the Court has previously issoed un Eatarcement Order W the Participating Masufacturer in
question far the sume o 3 substantially similar sction or activity, For wiy chiimed viniation of this Consent Decree and Final
Judgment, in determining whetber t seck an arder for monetury, civil contempt ur crimingl sanctions foe any claimed
violation, the Attorney General shall give goud-faith consideration v whether: (1) the Participating Monufaelorer that is
clabmell  have committed the violilion hus tuken uppropriste and reasonuhle steps to cause the clubmed violatan w he
cured, unless that party has heen guslty ol a pattern of vintutions of ke puture; and (2) s tegitimate, good-frith dispule exists
%0 the meaning of the terms in question of thix Consent Decree and Final Judgment. The Court in any case in ifs discretiva
may delermine aot o enter an order for manetury, civil contempt or criminal senctions,

B. This Consent Decree und Final Iwdgmeat is not intended to be, and shall not in any event he construcd us, or
deetned [0 be. an admission or concession or evidence of (1) any tiability or any wrongduing whatsoever an the part of any
Released Party or thut any Released Purty hux eagaged in asy of the uctivities barred by this Consent Drecree and Final
Judgment; or €2) personud jurisdiction aver uny pesson or eolity ather than the Pariicipating Manufaclurers.  Euch
Participating Munubaclurer specifically disclaims and denies any HabHity v wrongdaing whatsuever with Tespect io lhe
laims und allegations wsserted againse it in this uction, and has stipulaled o the entry of this Consent Decree and Finl
Judginent solely 10 avaid the further expense, incunvenience, burden and risk of litigation,

C. Exeepl us expressly provided atherwise in the Agreement, this Consent Devree und Final Judgmenl shall ner be
munfiticid (by this Court, by any ether courl ur by sny other meuss) unless the party seeking madification demonstrates, by
chear and convincing evidence, that it will sulfer irreparable hurm from new und unforeseen conditions, Provided, huwever,
that the provisivas of sections I, V, Vi and V1T of this Consent Deczee and Fina) Judgment shatl in o event be subject ta
modification withaut the corsent of the State of [nume of Settling Stute] and all wifecied Pariicipaling Munutacturers, In the
event thal any ol the sections of this Consent Decree and Final Judgmens enwmerated in the preceding sertence are muodilied
by this Court, hy any wiher court ur by any ofher mewns without the consent of the State of [name of Setiling Stare} and uft
alfected Pagticipating Masufucturers, then this Consent Decree und Fingl Judgment shald he void wnd of nu further effect,
Chinges in the eronomic condizions of the parties shall not be grounds for modification. W is ietended thal the Participating
Manufacturers will comply with this Cansent Decree and Finad Judgment as originally entered, even if the Barticipating
Manutucturers” ubligations hereunder aee greater thun those imposed under current or future Law (untess compliance with this
Consent Decree und Final Julgment would violate such law). A chunge in faw thai resubts, directty or imlirgctly, in more
Luvorahte or beneficial trestment of any vae ar more of the Participating Menufacturers shall not support modificasion of tis
Cansent Decree und Final Tndgmert,

D. nany proveeding which resulls in o finding that « Participming Manofacturer viotated ihis Consent Decree und
Finat Judgment, the Pacticipating Manufacerer or Purticipating Manufucturers found 1o be in viclstion shall pay Lhe Stare's
wosts and siiorneys’ fees invurred by the State of {name of Setiling Siate] in such proceeding.

E. The remedies in 1his Consenl Decree and Final Judgment are cumutative and in addition (e any other remedies
the State of {pame of Sertling Stute] may have at faw or equity, including but mot Timited to its tights under the Agreement,
Nathing hercin shall be construed to prevent the State from bringing un action with respect to conduet nat released fucsudat
w the Agreement, even though that condiet may also violste 1his Consent Decree and Final Judgment, Nothing in this
Consent Decree and Final Judgment is intended ke create any dght for [name of Settling State] 1w vhtuin any Cigarerte
produit formuta that it would noz otherwise have undes applicable frw,
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Fo Noparty shall be considered the drafter of this Consent Decree snd Final Judginent for the purpase of any
stature, cuse Jaw or rule of inlerprelution or construction that would or iight cause any provision to be construed against
the drufier, MNothing in this Comsent Deceee and Final Judgment shali be construed as approval by the Siate of [numne of
Seuling State] of the Participating Manufaclurers’ business organizations, operutians, acts or practices, amd the Parlicipating
Munutacturers shall muke no representation t the costrary,

G, The settlesnent negotiations resufting in this Consent Decree and Finat Judgment have been undertaken in pood
fuith and for settlement purpases anly, and no evidence of negotiations or discussions underlying this Consent Decree and
Final Judgment shull he aftered ar received in evidente in any action or proceeding For uny purpose.  Meither this Consent
Decree aml Final Judgment nor uny public discussion, public statements or public comments with respect 10 this Consent
Decree wnd Final Judgment hy the Stute of {rame of Seitting State] or uny Participating Munufactarer or its apents shall be
offered o received in evidenue in any sction or proceeding for any purpose other than in an action or provecding arising
under or relating to this Consent Decree and Finsd Judgment,

H. Al obfigations of the Participating Munufacturers pursbont to this Consent Decree and Fina) Judgmen:
{inclling, but nal limited to, all puyment obligations} uee, and shall remain, several and not joint.

1. The pravisians of this Consent Decree and Final Judgment are upplicuble only w sctivns faken {or onkitted to be
liken) within the Statey. Provided, however, that the preceding sentence shall not he canstrued ux extending the lerritorial
seope of any provision of this Consent Decree and Final Jedgment whose scope is otherwise limited by the kerms thereat,

1. Nathing o subsection Y{A) or V{1} of this Consent Decrze shall ereate o right to chullenge the continuation, after
the MEA Execition Date, of any sbvertising contert, clabin or slogun {other than use of a Cartoor) that was not uakwtut
prior to the MSA Execation Duge,

K, It the Agreeinent lerminates in this State for any reason, then shis Consent Decree and Final Judgment shall be
wirid and at’ no further effect,

V. FINAL DEPOSITION

A, The Agreement, the settlenent set fosth therein, ang the establishment of the sserow provided [or therein are
hereby upproved in ull respests, und all cluims are hereby dismissed with prejudice as provided therein,

B, The Courl finds thut the person|s| sigring the Agreement have full and complete auihotity 10 enter inte the

binting and fully effective settlement of this action as set forth in the Agreement, The Court further finds that entering inta
Ihis selllement is in the hest interests of the State of {name of Settling Stute).

LET JUDGMENT BE ENTERED ACCORDINGLY

DATED thix duy of __ _. 1998,

4.

5.
Vermont
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EXHIBIT
MODFL ST, FEE PAYMENT AGRE| ENT
This STATE Fee Payment Agreement {the “STATE ¥ee Puyment Agreement™ is entered imo as of ________,
besween und among the Original Partivipating Manufacturers and STATE OQuiside Counsel (as defined herein),
provide for payment of alzarneys' fees purcuant 1o Seetion XVI1 of the Master Settlement Agreement (the “Agreement”).
WITNESSETH:

WHEREAS, the Sute af STATE und the Original Pusticiputing Manufucturers huve enlered into the Agreement th
setlle and resolve with finulity wlf Releaved Claims against the Releused Parlies, inctading the Original Parlicipating
Manubacturers, as set forth in the Agreement: ani

WHEREAS, Sectien XVI1 of the Agreement provides that the Original Purticipating Manufuctuzers shall pay
reusanuble utiorneys” fees o thuse private outside counsel identitied in Exhibit § o the Agreemen, pursuadl i the lerms
hereaf;

NOW, THEREFORE, BE IT KNOWN THAT., ir consideration of the muvul agreement of the State of STATE and
the Origtnal Purticipating Manufuctuzers to the terms of the Agreement and of the mutusl agreement of STATE Quiside
Counsel und the Original Participsting Monufacturers 10 the terms of this STATE Fee Payiment Agreement, and such ather
consideration described hevein, the Origina? Pactivipating Manefucturers and STATE Outside Counsel agree as foliows:

SECTION 1. Defiaitions,

All definitibns contained in the Agreement we incorporated by reference herein, exXcept as to derms speciticatly
defined herein,

() “Action” meuns the Jawsuit identified in Exhibit D, M or N to the Agreement that has heen brouphil by os against
the Stare of STATE |or Litigating Political Subdi visiong.

(b} “dltocoted Amounr” means the amount of ay Applicable Quurtesly Paymeal allocated to any Private Coensel
(including §TATE Outside Counsel) pursuant to section 17 hereof.

() "Alecable Liquidared Share” waguns, in the event that the sum of all Payable Liguidated Fees of Privale Couasel
us af uny date specified tn section § hereaf exceeds the Applicable Liquidation Amount for any payment deseribed therein, o
perventage share of the Applicuble Liguidation Amount equal to the proportion of (i) the amuunt of the Payuble Liquided
Fee of STATE Outside Couasel t (i) the sum of Payable Liguiduted Fgex of all Private Counsel.

&) “Applicable Liguidution Amouns™ meuns, for purposes of the puyments described in section § herent —

(i) for the payment described in subsection (a) thereot, $135 midlion;

(i} far the payment described in subsection (b} thereof, the difference beiween (A) 5250 million and (8)
the sum of uif amounts paid in swisfaction of all Payable Liguidaled Fees of Outside Counsel purseant 10 subsection (a)
thereal)

{iii) for the paymeat described in subseciion (¢) thereof, the difference hetween (A} $250 mitlion und (B)
The sum of all ameunts paid io <atizfaction of 21l Puyable Liguidated Foes of Outside Counsel pursuunt to subsedtions (a) and
(b} thereaf;

(iv) for the payiment described in subsection (d} thereof, the difference beiween {A) 5250 milfios and (B)
the s of ull amounts paid in sutisfuction of afl Payable Liguidated Fees of Quiside Counse pursusnt to subsections ). (h)
and (¢} thereof;

{v) lfor the payment deseribied in subsection {e) thereof, the difference between (A} $250 mitlion and {B)
Lhe sum of all wnovnis paid in satisfuction of all Payuble Liguidated Feex of Qutside Counsel pursusnl o subsectivns (), (b,
{¢) and (ut} thereats

{vi} for each of the first, second and third quarterly paymentx for any calendur year described in subsection
{f} thereaf, $62.5 miltwen; and

(vit) for euch of the fourth calendar quarierly puyments for any culendar year deseribed in subsection n
therenf, the diffrence between (A) $250 miltivn and (B the sumn of sl amosnts paid in satistuction of all Payable Liquiduted
Fees of Owtside Counsel with respect 10 the proveding vabendur quaners of the calendar yeur,

(e) “Applicarion” means a written apphiciion fur 1 Fee Award submitted to the Panel, os well ax alf supporling
maleriuts (which may include videa sevordings of interviews).

() “Approved Cost Sratement” means both (i) a Cost Statement that hus been accepted by the Original Participating
Manufucturers;, and (i§) in the event that 3 Cost Stalement submitted by STATE Outside Counsel is dispuled, the
determination by urbitration pursuant t subseetion (b of section 19 hereof a5 to the amourt of the seusonable vosts and
expenses of STATE Qurside Confnzel.

(2) “Cost Sttement™ meuns 4 signed and attested statement of rensonghle cosis and expeases of Qutside Counsel
for any uetien identified on Exhibit D, M or N w the Agreement thut has been hrought by o against o Scitling State or
Litigating Political Subdivision.
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th) “Designuted Represenrative™ meuns the person designated in writing, by each persor or enlity identified in
Exhibit § 10 the Agreement |by the Attorney General of the Stute of STATE or ux later cestitied in writing by the
povernmental prosecuting authority of the Litiguting Political Subdivision), tv sct us their agent in receiving puyments
from the Original Parlicipating Manutucturers for the benelit of STATE Quiside Counsel pursunnt w scetions 8, 16 and 19
hereuf, ax applicable.

(i) “Direcrer” means the Direcior of the Private Adjudication Center of the Duke University School of Law ar such
other persan or entity as may he chosen by agreement of the Origina) Participsting Manufacturers and the Committee
described in the second sentence of pueagruph (b){ii) of section 11 heseof,

() “Eligible Comngel” meany Private Counse! elipible 1o be allocated a parl of a Quarterly Fee Amount pursuant ta
sectian £ 7 hereof,

(kY “Federel Legisturion” means federal Tegislution that imposes an enforceable obligation on Participating
Defendants to pay utturneys’ fees with respect to Privaie Counsel,

{1} *“Fee Award” meuns any award of attorneys” feex by the Panel in connection with a Tubacco Case.

{m) "Liguideted Fee” means an attoraeys’ fee for Qutside Counsel for any action identified on Exhibit 1, M or N
the Agreemnent that has heen brought by or zgainst @ Settling State or Litigating Political Subdivision, in an amount agreed
upon by the Original Participating Manutocturers and suck Outside Counsel.

(a

{0) “Panel” meuns the three-member arbitration pane! described in section 11 hereof.

“Ourside Counsel” means all those Private Counsel identified in Exbibil 8 ta the Agreeinent,

=

{p} “Parry” means (i) STATE Qutside Counxel und (it} an Qriging! Porticipating Manufuclurer.

{q) “Payable Cost Statesment” means the unpuid amount of a Cost Stalement as to which all candilions precedent 1y
payment have heen satisfied.

(1) "Payable Ligwidated Fee™ imeans the unpaid amount of o Liguidated Fee nx i which all conditions precedent 1o
paymeni hiave been satisfied,

{8) “freviously Setded Statey” means the Stutes of Missi

ippi, Florida and Texax.

) “Private Counsel” means alt private counsel tor a)l plaimiffx in a Tobucco Case {including STATE Outside
Counsel).

(u} “Quarterly Fee Amonnr” means, for pueposes of the quarterly payments described in sections 16, §7 and 18
hereof —

(i) tor each ot the thest, second and (hird calendar quarters of any culenday year beginning with the first
calendar quarter of 1999 und ending with the third ¢zlendar guarter of 2008, $125 million;

(i) for euch fourth calendar quarter of sny calendar year beginning with the fourth calendar quurer of
1994 and ending wilh the fourth calendar quarter of 2003, the sum of (A) $125 million and (B) the difference, if any, between
() 5375 million and (2) the sum of alf umounts paid in satisfaction of all Fee Awards ol Private Counsel during such
culendar year, it any:

(iii) for each fourth calendar guarter of any calendar year beginning with te fourth culendar quarler of
2004 and cnding wilh the fourth calendar quarter of 2008, the sum of {A) 8125 million; (B) the difference between (1] 5375
willion: and {23 the sum of alt wnounts paid in smisfaction of wtl Fee Awards of Private Counsel during such calendar year, it
any; und (C) the dilference, it any, between (73 5250 miltion and {23 the product of (¢) .2 (twa tenths) and (&) the sum af all
amounts paid i satistaction of al? Liguidaled Fees of Qutside Counsel parswanl to scetion § hereof, if any;

{iv) for each of the first, second and third culendar quarters of any calendar year heginning with the first
calendar quarter of 2009, 5125 nillion; and

(v) fur each tourth calendar guarter of any calendar year beginning with the tourth calendur yuuarter of
209, the sum of (A) 5125 million and (#) the difleresce. i any, between (1) 3375 million and €2) the sum of ali amoeunls
paid in satistaction of all Fee Awards of Private Counsel during such calendar year, it any.

(v)  "Related Persons” meas each Ociginal Paticipsting Manutacturer's past, present und future Aflifintes,
divisions, ulficers, directors, esplayees, represemtatives, insurers, lenders, wnderwriters, Tubaccu-Related Organizations,
trade associations, suppliers, agents, awditors, advertising agencies, publi¢ telations entities, altorneys, retdilers and
distributors (and the predecessors, heirs, executors, administratars, successors und ussigns of each of the foregoing),

(w) “Srre of STATE” means the [applicable Settling Stte or the Litigating Political Subdivision], any of its pasl,
present and future agenls, officials acting in Lheir official capacities, legal representatives, apencies, departimenls,
commissions and subdivisions,

{x) “STATE Outside Counsel" menns all persons or entities identified in Exhibit § o the Agreement by the Atrarney
General of State of STATE for as luter eentified by the office of the government) preseculing authurily for the Litipaiing
Palitical Subdivision| as huving been retained by und having tepresented the STATE in connettion with the Avtion, ucting
collectively by unanimaous decision of all such persons or entities,
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(y) “Tebacco Cose” means any tobuacco und health cuse (other than 4 non-class action personal injuey case
brought directly by or an behalf of u single nutural person or the survivor af such person or for wrongful death, or any non-
class action cansolidation of two or more such cases}.

[z} “Unpaid Fee" means the unpaid portion of 1 Fee Award,

SECTION 2, Agreement to Puy Fees.

The Original Participating Manufaceurers will pay reasonable attorneys’ feex 10 STATE Ouiside Counsel for their
representition of the Slute of STATE in connection with the Action, s provided bherein and subject 1o the Code of
Professional Responsibility of the American Bar Association, Nothing herein shall be consirued to require 1he QOriginal
Participating Munulacturers (o pay any attomeys’ fees ather than (i) a Liquiduted Fee ar a Fee Award and (i) a Cost ©
Stutement, as provided herein, nor shali anything herein require the Original Paniciputing Manufacturers 16 pay any
Liyuidated Fee, Fee Award or Cost Stutemeat in connection with any Ktigation other than the Action, :

SECTION ), Exclusive Obligation of the Griginal Pardcipering Monifacturers.

The provisions set fosth herein constitue the entire obligation of the Osiginul Participating Munufacturers with
respect 10 payment of attorneys’ fees of STATE Owtside Counsel (including costs und expenses) in connection with the
Action and the exclusive meaas by which STATE Quizide Counsel or uny other person or entity may seek payment of fees
by the Originul Participating Manufucturers or Related Persons in conngction with the Action. The Original Particpuling
Munutueturers shall have no obligation pursuant to Section XV of the Agreement o pay allurneys” fees in connection with
the Action to any counset wther than STATE Qutside Counsel, and they shalt have no olher obligation w pay atlorneys’ foes
In ur otherwise to compensute STATE Outsicke Counsel, any other counsel of représentative of the State of STATE or she
State «f STATE itself with respect to attomeys® fees in conneclion with the Action.

SECTION 4, Release,

{u) Euch person or entity identitied in Exhibit § 1o the Agreement hy the Astorney General of the State of STATE
[or as cerilied hy the olfice of the governnenial proseciting suthority for the Litigating Pulitical Subdivision) herehy
irrevacuhly releases the Original Parlicipating Manufocturers und all Related Persons from any snd all clains tha such
person or entity ever had, now has or hereafler cun, shull or mey huve in any way relaled to the Action Gsncluding but nol
limited 10 any negotiations related to the setllement of the Action). Such release shall nol be construed us a release of any
person or entity us tw any of the abligstions wndertuken herein in connection with a breach thereuf.

(B} In the event that STATE Qutside Counsel und the Original Participating Manutacturers agree upon a Liguidated
Fee pursuunt fu section 7 heseol, it shall be a precondition e any puyment by the Original Participating Munufacturers to the
Desipnuted Representutive pursuant to section 8 hereof that each persan ar entity identified in Exhibit § 1o the Agreement by
the Atlorney General of the State of STATE [or as certified by the office of the governmental prosecuting authurity tor the
Litigating Political Subdivision] shull huve irrevocably released all entities sepresented by STATE Ouwlside Counsel in the
Autian, ax well as all persans acting by or on hehasf of such entities (including the Attorney Generul Lot the affice of the
governmental prosecuting authority] and each other person or entity identified on Exhibit S to the Agreement by the Altormey
General {or the office of the governmental prusecuting sethority]) from apy ard ub) claims that such person or entity ever had,
nuw has or hereufter can, shall or may have in any way related to the Action {including but not limited to aay negnrimions
related to the seitiement of the Actien). Such releuse shall not be construed #s a release of uny person vr enlity a5 to any uf
Ihe obligations undertaken herein in congection with a breuch thereof.

SECTION 5, No Effect on STATE Outside Counget's Fre Contract,

The rights und obligations, if any, of the respective parties 1o any conirack beaween the State of STATL: and STATE
Ourside Counsel shall be unaffected by this STATE Fee Puymenl Agreement excep {a} insofur a5 STATE Outside Counsel
grunt the relense described in subsection (b) of section 4 hereot; und (b) to the extent that STATE Quiside Counse] receive
any puyments in satistuction of o Fee Award pursiast t section 16 heread, any amounls o received shall be eredited, on o
detlar-for-dallar hasis, against any amount payable o STATE Outside Counsel by the Swie of STATE Jor the Litigating
Politicul Subdivision| under any such contract.

SECTION 6. Liguidated Fees.

{4) In the event thist the Original Panicipating Manutacturers und STATE Quixide Counsct agree upon the amount
of u Liguidated Fee, the Original Participating Munutucturers shall puy such Liquidated Fee, pursuand to the lerms hereaf,

{b) The Qriginal Participatiog Manutucturers’ payment of any Liguidated Fee pursuant to this STATE Fee Paywnent
Agreement shall be subject to (i} sutksfuction of the conditions precedent stated in sectivn 4 and paragraph {¢)(ii} of sectin 7
hereol; and (ii} the payment schedule und the annual and quarterly aggregate nativou) cups specified in sections 8 und 9
hereof, which shall upply 1 ull puyments made wilh respect to Liquidused Fees of all Qutside Counsel,

SeCTION 7. Negotintion of Liguidared Fees,

(4) 1F STATE OQutside Counse) seek 10 he paid a Liquidated Fee, the Designaled Representutive shall so nolily the
Origina) Participating Manufucwrees.  The Originsl Partivipaling Manufucturers may al any lime make an atfer vf 4
Liquidated Fee th the Designated Representative in an mnount set by the unenimous agreement, and at the sole discretion, of
the Original Participating Manutuclurers and, in any event. shall collectively muke such an offer 1o the Designuled
Representulive no more than 60 Business Days abler receipt of notice by the Designaled Represeatative that STATE Outsida
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Counsel seek to be paid a Liguidated Fee. The Criginal Participating Manutucturers shall nut be ubligated 1o make an
after of u Liguidsted Fee in uny pasticular anxnent. Within ten Business Duys after receiving such an offer, STATE
Outside Counsel shull either aceep: the viter, reject the offer or make o counterntfer.

{b) The nwional uggregate of all Liguidated Fees to be ugreed w by 1he Original Partivipating Manufucturers in
connetion with the settlernent of thase actions indicuted on Exhibits P, M and N v the Agreement shall nat exceed one
hillian two bundged fifty nillion dollars (51,250,060,000.

() Ifthe Original Participating Manufucturers and STATE Outside Cuunsel agree in writing upsn a Liguidared Fee!

(i} STATE Outside Counsel shall not be eligibie for o Fee Awanl;

(i) such Liquidated Fee shall rot become a Payahle Liquiduted Fee until such time as {A) State-Specific
Finality has oceurred in the Stte of STATE! (B) ewch person oF eatity identitied in Exhibil S to the Agreement by the
Attorney Generul of Lhe State of STATE [or us certified by the office of the govermmenial prosecuting awthority of the
Litigating Political Subdivision] has grantel the refease deseribed in subsection (b} of section 4 hereofs and (C) notige of the
events described in subparagraphs (A) and (B} of this puaragruph has besn provided s the Original Participating
Munufuctueers,

(iii) puyment of such Liguidated Fee pursuant o sections B and % hereot (ingether with payment of costs
and expenses pursuant to section 19 hereof), shull be STATE Outside Counsel’s tota! snd sele compensation by the Original
Farlicipaling Manutacturers in connection with the Action,

(d) If the Originab Participating Manefacturers and STATE Outside Counxeb du nuot agree in wriling upan a
Liguiduted Fee, STATE Outside Counsel inay subimail an Application to the Panel for w Fee Award to be paid as provided in
sections 16, 17 und 18 hereof.

SECTION 8. Payment of Liquidated Fee,

In the event that the Original Participating Musufucturers and STATE Outside Counsel ugree in wriling upon a
Ligeidated Fee, andt uniil such tine ax the Designated Represenintive his seceived payiments in full satisfaction af such
Liguidatedt Fee —

(2) On Februury 1, 1999, if the Liguidated Fee of STATE Outside Counsel becume u Payable Liquidated Fee before
Jaruary 15, 1999, euch Original Participating Manufacturer shall severally pay to the Designated Representutive is Relative
Maurket Share of the lesser of (i) the Puyuble Liguidated Fee of STATE Outside Couasel, (i4) 55 million or (i) in the event
that the susm el al)l Payuble Liquicated Bees of ut) Quiside Cuunsel as of Junuary 15, 1999 exceeds the Appliguble Liguidation
Amount, Lhe Allocable Liguidated Share of STATE Qutside Counsel,

(b) On August 1, 1999, if the Liquiduted Fee ol STATE Outside Counsel became # Payable Liguidated Fee vn or
after fanuary 15, 1999 and before July 15, 1999, each Qriginal Participating Munufactueer shall severally pay to the
Designated Represeattive its Relative Market Shure of the lesser of (i) the Puyuble Liguidated ee of STATE Outside
Cuunsel, (ii) 85 million or (iii) in the evenl that the sum of all Payable Liquidaied Fees of abl Outside Counsel that becuine
Payable Liquidated Fees on or after January [5. 1999 and before tuly 15, 1999 exceeds the Applicable Liguidation Amount,
the Allocuble Liguidated Share of STATE Qutside Counsel,

() On December 15, 1999, if the Liquidaled Fee of $TATE Outside Counsel hecame a Payshle Liquidated Fee an
or after July 15, 1999 und before Decenber |, 1999, each Original Purticipating Manufacturer shall severally pay 1o the
Dexignated Representative its Relative Murket Share of the lesser of {i) the Puyable Liquidaled Fee of STATE Outside
Counsel, {ii) $5 million or (i) in the gvent thal the sum of all Payable Liguidated Fees of ull Outside Counsel that beeame
Payahle Liquidated Fees an or afler July 15, 1999 und before Drcember 1, 1999 exceeds the Applicable Liyuidution Amuaunt,
Lhe Allocable Liquidated Share of STATE Quiside Counset,

{d) On December 15, 1999, if the Liquiduted Fee of STATE OQuuside Counsel becume a Payable Liguiduled Fee
hefore December 1, 1999, each Originul Purticipating Manufucturer shalt severully pay to the Designated Representative its
Relutive Murket Share of the Jesser of (i) the Payabie Liguidated Fec of STATE Outside Counsel, or (i) 55 million or (iit) in
the eveat that the sum of all Payable Liquidited Fees of ul) Outside Counsel that become Fayable Liquidated Fees hefore
Deucemnber 1, 1999 exceeds the Applicable Liguidation Amoum, the Allocable Liquidated Shure of STATE Qutside Counsel.

&) On December 15, 1999, if the Liguidated Fee of STATE Outside Counsel hecame o Payable Liguidated Fee
befure December 1, 1999, each Original Participating Manufucturer shall severally pay (o the Desipnuted Representative ils
Relative Market Share of the lesser of {i) the Payable Liguiduted Fee of STATE Ouwtside Counsel or (i) in the event thut the
sum of all Puyable Liquidated Fees of all Qutside Counsel that hecame Payable Liquidated Fees before December 1, 1999
exveeds the Applicuble Liquidation Amount, the Allocable Liguiduted Share of STATE Qutside Counsel.

(1) On the lust day of each calendur quacter, heginning with the first calendar quugter of 2000 and ending with the
fourih calendar quareer of 2003, if the Liguidated Fee of STATE Ouiside Counsel hecame u Payable Liguitdated Fee at laast
15 Business Duys prior to the last day of vach such calendur guarler, sach Original Participating Manufaciurer shall severally
pay (o the Designated Representative s Relutive Murker Share of the lesser of (i) the Puyable Liyvidated Fee of STATE
Quiside Caunsel or (i) in the event thut the sum of alt Payable Liguidated Fees of all Outside Counsel as of the dale 15
Business Days prior o the date of the payment in question exeeeds the Applicuble Liguidation Amount, 1he Allecable
Liquidated Share of STATE Quiside Counsel.
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SECTION 9. Limirasions on Payments of Liquidated Fees,

Notwithstanding any other provision hereof, all payments by the Origina! Panicipating Manufacturers with
respect to Ligeiduted Fees shull be subject to the following;

() Under no circumstances shall the Oviginal Participuting Manufucturess be required o muke any ayment that
would result in aggrepie nutional payments of Liguidated Fees:

(i) during 1999, wtaling more than SZ50 miltion;

(i} with respect to uny calendar quarter beginning with the first catendor quarter of 2000 und ending with
the fourth calendar quarter of 2003, totaling more thur $62.5 million, except to the extent that a payment with rexpect 10 any
prive culendar quarter of any vulendar year did not totut $62.5 million; or

(i) with respect o any calendur quarter atter the fourth calendar quarier of 2003, wialing more than zera,

(b) The Original Ponicipating Munufacturers” ubligations with respect o the Liquidaled Fee of STATE Cuiside
Counsel. it uny, shull be exclusively us provided in this STATE Fee Payment Agreemend, und notwithstanding any other
provision of faw, such Liquidated Fee shall nit be entered as or reduced fo a judgment sgainst the Original Participating
Manutuciurers or considered ws w bansis for requiring a bond ar imposing 4 fien ur uny vther encuinbrance,

SECTION 10, Fee Awareds.

() In the cvent that the Original Participating Marufscturers and STATE Qutside Counsel do ol agree in writing
upan u Liguidated Fee ax described in section T hereof, the Qriginal Participating Munufuctorees shall Py, pursuant ta the
terms hereol, the Fee Awanl awarded by the Panel to STATE Qutside Counsel,

(b) The Originul Participating Muoutscturers” payment of any Fee Award pursuant 1o this STATE Fee Payment
Agreement shall be subject 1o the payment schedute und the annuab and quasterly aggregate malional caps specitied in
sections 17 and 18 heread, which shall apply to:

(i) all payments of Fee Awards in connection with sn ugreement 1 pay fees as par of the senlement of any
Tohaceo Case an terms that provide for payment by the Original Pasticipating Manuf. % or ather defendants acting in
ugreement with the Original Panticipating Munufactusers {vollectively, “Purticiputing Defendamts™ of fees with respeet o any
Private Counsel, subject 1 un annuat cap on payment of sif such fees; and

(i) all puyments of attoracys' fees (other than fees for atioracys of Participating Defendents) pussvant to
Fee Awards fur activities in connection with uny Tobueeo Cose resolved by aperation of Federal Legistation.

SECTION 1 1. Composition of the Punel,

{u) The first and the xecund members of the Punel shall both be permaneni members of the Punel and, as such, wilt
participate in the determination of all Fee Awards. The third Panel member shall ot be a permanenl Punel memher, hup
insteud shall be u stute-specific member selected to determine Fee Awards on behalt of Private Counsel reluined in
cunnection with liigation within a single state. Accordingly, the third, state-specific member of the Panel for pumuses of
determining Fee Awards wilh respect to Litigation in the Stute of STATE shall not partitipale in any determination s to any
Fee Awurd with rexpect tw litigation in any other state {unless selected to participate in such delerminutions by such persons
us may be authorized o make such selections under ather sgreements),

[h) The inemhers of the Pane! shull be selected us follows:

{i) The first member shall be the naturad person selected by Purtieipating Defendunts.

(i} The second meimber shall be the person joindly selected by the agreement of Parsicipating Defendunes
and w majarity of the commitlee deseribed in the fee payment zgreements entered in connection with the seitlements of the
Tubacee Cases brought by the Previously Settled States. In the event thut the person so selecied is unuble or unwilling 1
conlinue t serve, a replacement for such member shill be selected by agreement of the Original Participating Manutacturers
end o mujorisy of the members of a committee composed of the following members: Jaseph F. Rice, Richand F. Scrugs,
Steven W. Berman, Waller Umplrey, une additionsd representative, 1o be selectad in the sole discrefion of NAAG, and twn
representalives of Private Counsel in Tohaceo Cuses, to be selected w the sole discretion of the Original Participating
Meunufaciurers.

(iii) The third, stale-specific member for purposes of determining Fee Awards with raspect (o litigatian in
the Stale of STATE xhall be'a nutural person selected by STATE Outside Counsel, who shalt nolify the Director and lhe
Original Participuting Manufacturers of the name of the persun selected,

SECTION Y2. Applicarion of STATE Outside Connsel,

(a) STATE Qutside Counsel shall make a collective Application for a single Fee Awurd, which shall be submitted
1 the Dircelor. Within five Business Duys after receipt of the Application by STATE Outside Counsel, the Director shall
serve the Application upon the Original Participating Manufucturers and the STATE.  The Original Participating
Mangtacturers shall submit all materials in response to the Applicition to the Director by the later of (i) 60 Business Days
after serviee of the Application upon the Original Participating Manutucturers by the Director, (i) Nve Business Days after
the date of State-Specitic ity in the State of STATE or ¢il} five Business Duys alfter the duze on which notice of the
name of the third, state-spec panel member described in puragraph (B)Gii} of sectivn 11 hereot has heen provided to the
Directar and the Original Participting Manefaciurers,
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(h) The Original Purticipating Manutuclurers may submit to the Direceor any wmaterials that they wish and,
nutwithstanding any restrictions or represenzations inade i any vther agreements, the Qriginal Participating Manufaciurers
studl de in oo way constrained from contesting the umoust of the Fee Award requested by STATE Quiside Counsel, The
Direewr, the Panel, the State of STATE, the Original Partivipating Manufacturers and STATH Owiside Counsel shatl
preserve the conlidentiality of uny witorney work-produet materials of other similar confidential information that may he
subimitted.

{c) The Director shall forward the Applicution of STATE Quiside Counsel, ns well as alj wrillen materials relating
w such Application thit have been submitted by the Original Parlicipating Manulucturers pursaant v subsection (b) of this
section, 1 she Pane! within five Business Days after the tuter uf (1) the exphration of the period for the Original Partivipating
Munutuclurees to subsnit such muteriuts or {ii) the exrdier of (A) the daie un which the Pane! issues o Fee Award with respeet
w any Application of other Private Counsel previvasly torwarded 1 the Punel by the Director or (B) 30 Business Drays alter
the furwarding (o the Punel of the Application of vther Private Counsel most recently forwarded 1o the Punel by the Direclor.
The Director shatt notity the Parties upon torwarding the Appfication (and sl written materiuls relating theretn) Lo Lhe Fanel.

(d) Inthe event that either Parly secks o hearing hefore the Punel, such Party muy submit a request 1o the Director in
wriling within five Business Duys after the forwarding of the Application af STATE Qutside Counsel to the Punei hy the
Director, and the Director sha$l promprly forward the request to the Panel. [f the Panel praats the request, it shall prompily
setu dute lor hearing, such dute to fall wirhin 30 Business Duys afler the date of the Panels receipt of the Application.

SECTICN 33, Panel Proceedingr,

Fhe proveedings of the Paned shalf be comdueted subject o the terms of this Agreement and of the Protucot of Panst
Procedures attuched as un Appendix hereto.

SEChon 14, Award of Fees 1o STATE Quisidde Counsel.

The members of the Panel will consider alf relevant information sehmitied ta them in reaching 2 decision as o Fee
Award that fairly provides for full reasonable compersution of STATE Outside Counsel, In cunsidesing the amount of the
Fee Award, the Panel shall not consider any Liquiduted Fee agreed te by any other Outside Counsel, any otfer of or
negtialions relating woany proposed liguidated fee for STATE Outside Counsel or uny Fee Award that already has beer or
yet muy be awarded in connection with any ather Tobiceo Case. The Punel shall pot be limited 1o an hourdy-rute vr ludpstar
aratysis in determining the amount of the Fee Award of STATE Cutside Counset, but shal} 2ke inle account the lotulity of
the circumslunces, The Punct’s decisions as t the Fee Awnrd of STATE Outside Counse) shall be in writing und shall repon
the amount of the fee awarded (with or without explanation or opirion, 5 the Punel’s discretion). The Punel shatl determine
the winount of the Fee Award to be paid 10 STATE Outside Counsel within tie fater of 30 calesdar duys wlter receiving the
Applicution fand all reluted materiulx) from the Director or 15 Business Days after the Just dute of any heving held pursuunt
to suhxection (d) of section 12 hereof. The Panel’s decision as 1o the Fee Award of STATE Oulside Counsel shall b linui,
hinding und non-uppealable.

SECTION 15. Costs uf Arbitration,

All costs und expenses of the arbitration proveedings hetd by the Panel, including costs, expenses and compensation
of she Dircelor 2nd of the Panel nembers (ndt ot includicg uny coxtx, expenses or compensation of counsel making
applicutiuns t 1he Panel), shall be borne by the Origindl Partivipating Manutuctusers in proportion 1o their Relative Mucket
Shares.

SECTION |6, Puymens of Fee Awarid of STATE Chutside Cenensel,

On or belure the tenth Business Day afler the fast duy of euch salendir yuazter hepinning with the sl catendar
yuarter of 1999, euch Original Participating Manttucturer shall severally iy 1o the Designuted Representutive its Relative
Murkel Share of the Alfocaled Amount for STATE Outside Counsel for the culendar yuarter with sespect @ which such
quarterly payment is being made (the “Applicable Quarter™),

SECTION 17, Allocred Amounts of Fee Awards.

The Alfucmted Amounm for each Private Counse] with respect to uny payment (v be made for any paticular
Applicuble Quacter shall be determingd ax follows:

(#) The Quarterly Fee Anount shull he allocated equally among each of the three munths of the Applicable Quurler,
The gmount Fur each such maih shall e wllocated wsnong thase Private Counsel rétained in consection with Tobaeeo Cises
setled hefore or during such month (each such Private Counset being un “Eligible Counse)” with respect to such monthly
amouat), each of which shall be atlocuted u portios of each such monthly amount up 1o (or, in the event that the sum of uil
Eligible Counsel's respective Unpuid Fees exceeds such monthly snount, in praportion 1} the wnount of such Eligible
Counsels Unpuaid Fees, The monthly smeunt for each month of the caleadar yuarter xhall he allocated among hose Eligible
Counsel having Unpuid Fees, withuut regurd to whether there way he Eligible Counsel thay have nut yet heen gruated or
denied u Fee Award us of the last day vf the Applicuble Quarter. The allocution of subsequent Quariesly Fee Amounis fur the
culendar yeur, it any, shall he adjusied, as necessuzy, 1o aceount for any Bligible Counsel that are gruated Fee Awards ina
subsequent quarter of such calendur year, xs provided in puragraph (b)(ii} of tis section,

{b) In the event that the amount for 4 given month is less thas the sum of the Unpaid Fees of all Bligible Counset:
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(0} In the cuse of the first quarterly aliocation for any culendar year, such munthly amount shall be
aliocuted winong ull BSgible Counsed for such maneh in propoertion to the zmounts of their respective Unpaid Fees,

(ii) in the case of 4 guarterly allocation ofter the first yuarterly allocation, the Quarterly Fee Amount
shatl be allocated among ealy tase Privale Couasel, if any, that were Eligibls Counsel with respect (o any inonthly winount
for any prios quarter of the calendar year but were not atlocated & proportionate shase of such monthly amount {either because
such Private Counsel's applications for Fee Awards were 3100 under consideration as of the Jast duy of the cutendur quarter
containing the nanth in question or tur any uther reason), ustid each such Bligible Counse) hnvs been allocated 1 Propurtivnate
share of alf such prior monthly payments for the celendar year {each such share of euch siwch Eligible Counsel heing a
"Payuble Proportionate Share™). tn e event thut the swm of aff Puyable Proportionale Shares exceeds the Quurterly Fee
Amount, the Quarterly Fee Amount shull be allucuted umang such Eligitle Counsel on 0 monthly busis in proportion to the
amuents of their respective Unpaid Fees (without regard to whether there muy be ather Eligible Counsel with respect fo such
greiur ewinthly amounts chut have not yet been granted or denied u Fee Award as of the lust day of the Applicable Quarter). In
the eveat that the sum of aft Payable Propurtionate Shares i fesx thon the Quasterly Feg Amount, the amount by which the
Quasterly Fee Amount exceeds the sum of alk such Payable Proportionate Shares shal) be sllocated among esch maath of the

. calendar quarter, each suck manzhly smount to be allocuted umong these Eligible Counse having Unpaid Fres in proportion

1o the minvunls of their respective Unpaid Fees (without regard ta whether there may be Bigible Counsel that have oot yet
been granted or denied a Fee Award us of the fast day of the Applicabie Quartes).

{t) Adjustiments pursuant lo subsectivn (B)(ii) of this section 17 shak be made segorately for each calendur year. Ma
amounts paid i any calendsr year shatl be subject 1o refund, nor shalt any paywment in any piven calendar vear nffeel the
aflocation of payments 10 be \made in uny subseyuent catendar year,

SECTION |8, Credits o and Limitations on Paysnent of Fer Awards.

Nocwithstanding any other pravision hereof, ali peyments by the Originol Participuting Musufucturers with respect
10 Fee Awards shall be subject 10 the fotlowing:

{a) Under no cireumstances shall the Originat Purticipating Manufacturers be reywired 1o make payments 1hat would
resill in uggregate national payments and credits by Participating Deleadents with respect w all Fee Awards of Private
Counsel:

(i} during any yeur heginning with 1999, wialing more than the sum of the Quarterly Fee Amounts [or
each ealendar guarter of the calendar year, excluding certuin payments with respect o uny Private Counsel for 1998 that are
paid in 1999; and

{ii} during uny calendar guarter beginning with the first calendar guarter of 1999, Lotaling wore than the
Quurterly Fee Amaunt for such quarter, excluding cerusin payments with respect 1o uny Private Counsel tor {998 that ure
puid in F999.

{b} The Original Partivipating Manufucturers’ obligations with respect 10 the Fee Awaed of STATE Outside
Counsel, if uny, shall be exclusively ax provided in this STATE Fee Payment Agreement, und notwithstunding any other
provision of law, such Pee Award shall st be entered us or redwoed 1o a Jjudgment ugsinst the Criginal Panicipating
Manufactueers or considered as a basis for requiring o bong or imposing » lien or uny other eneumbrince.

SECTION 9. Reimbursement of Qurside Counsel’s Costy.

() The Criginal Participuling Maeufascturers shall ceimburse STATE Qutxide Cuunsel For reusonable costs and
expenses incurred in connection with the Action, pravided that such costs und expenses are vf the same nature as costs und
expenses for which the Originul Participating Manufacturers ordinarily reimburse their own counsel or agents, Paymenl of
any Appeaved Cost Statement pursuant v this STATE Fee Puymen: Agreement shalf be subject [o (i) the condition prevedent
of upproval of the Agreement by the Court fur the Stale of STATE and Gi) the paymeant schedule and the agprepnte national
vups specitied in subsection (¢} of this section, which shall apply 1o 4] payments made with respect ta Cost Statements of il
Outside Counsel,

(b} In the event thul STATE Qutside Counsel seek tr be reimbursed for reyzonable costs und expenses incurred in
conneczion with the Action, the Desighuted Representative shall svbmit a Cast Stlement lo the Original Participaing
Munufscsurers. Wilhin 30 Business Duys afler receipt of #ny such Cost Statemend, the Original Participating ManaFuwlurers
shall gither accept the Tost Stutement or dispute the Cost Statemern, i which event the Cast Stutement shall he subjeet
tutl nudit by examiners t be appuinted by the Origin Panticipating ManuBacturers {ia their sole diserelion}. Any such nudil
will he completed within 120 Business Days after the «dute the Cuost Ststement i received by the Original Purticipating
Munulacturers. Upoa campletion of such audit, if the Originat Purtivipating Manufacturers and STATE Oulside Counsel
cannul agree ws (o the appropriate amount of STATE Outside Counsel's reasonuble costs and expenses, Lhe Cost Sttement
and the exxininer’s audit report shall be submitted fo the Director for arbitration before the Punel or, in the event that STATE
Ouiside Counsel and the Originul Panticipating Manufactorers have agreed wpon a Liquidated Fee pursuant to section 7
hereol, before & sepurate three-member panel of indepentent arbitrators, to e setected in @ manner o e agreed t by STATH
Ontside Counsel and the Original Participating Marufscturers, which shatl determine the smount of STATE Outside
Counsel’s reasonahle costs and expenses for the Action. In detennining such reasonuble costs and expenses, the members of
the arhitrativn panel shall be governad by the Protocol of Panel Procedures attached s tn Appendix hereto. The wimount uf
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STATE Qutside Counsel’s reasonable costs and expenses determined pursuunt to arbitsation as pravided in the preceding
senlenue shall be finat, binding and aon-appealable.

{t) Any Appruved Cost Statement of STATE Outside Counsel shall not hecome u Payable Cost Slulement uniil
approval of the Agrcement by the Court for the State of STATE. Within five Business Days after receipt of notification
thereot by the Designaled Representative, each Original Participating Manufuciucer shall severally pay to the Designated
Representative its Relative: Murked Share of the Payable Cost Statement of STATE Outside Counsed, subject 1o the following:

(i) All Payahle Cost Statements of Quiside Counsel shull be paid in the order in which such Payable Cost
Sutements hecune Payable Cast Statements.

(it} Under no circumstances shafl the Griginul Participating Manutucturers be required to make payments
that would result in uggeegate auwtionul pryments by Participsting Defendants of all Payable Cost Stulements of Privale
Caounsel i connection with ull ot the actiony ientificd in Exbibits D, M and N to the Agreement, tofaling more than §75
millicn for uny given year,

{iii) Any Payahle Cost Stutement of Qutside Counsel not puid during the year in which it becume a Payable
Coxst Statement as a result of paragraph (ii) of this subsection shall hecome payable in subsequem years, subject o parigruphs
(1) aml ¢ii), wntil paid in full.

{d) The Original Purticipating Maoutscturers' obligations with respect to reasunable costs und expenses incurred by
STATE Qutside Counsel in connecting with the Action shull he exclusively as provided in this STATE Fee Payment
Apreement, und notwithsiunding any ether provision of law, uny Approved Cost $lalement delermined pursuant 1o subsection
{h) vl this section (includiag any Approved Cost Stutement deiermined pursuunt to arbilration before the Panel ar the seporale
three-meanler panel of independent arhitrators described therein) shult not be entered us or reduved 10 a judgment agains! the
Originul Participating Munufactueers or eonsideced as 3 Dbusis for requiring a bond or imposing a lien ar uny wiher
incumbrance.

SECTION 20, Distribution of Paymenis among STATE Ouiside Counsel,

(a) All paymenls made to the Designated Represenfutive pussuunt o this STATE Fee Puyment Agreement shall he
fur the henefit of ¢uch person or entity ideatified in Exhibit § 10 the Agreement by the Atloroey General of the State of
STATE [or ax certilied by the govermmental proxeeating awthority of the Litiguting Politicul Suhdivision], each of which shall
weeeive from the Desipnzted Representative o percentupe of cach sueh payment in sccordunve with the fee sharing agrecment.
it any, among STATE Qutside Counsel (or any written amendment thereta),

(b} The Original Participuting Manufucturers shall have no obligation, responsibility or liability with respret te the
allugativn among thuse peesons or eatities ideatified in Exkibit § 1w e Agreement by the Allorney General of the State ol
STATE [or as certilied by the goveenmental peasecuting autharity of the Litigating Politicu] Subdivision), or with respect
any ¢laim of nisullocation, of any smousts paid t the Designated Representative pussuant to this STATE Fee Payment
Agreement.

SECTION 21, Culewlutiony of Amounrs.

All caleulztions thut may be required hereunder shull be performed by the Original Purticipating Manutacturers,
with actice of the results thereod to be given promptly 1o the Desigauted Representative. Any dispules us 1o the curreviness
of calelations made by the Originut Panicipating Munatzcmurers shulk be resobved pursuant 4o the procedires deseribed in
Section Xl(c} of the Agreement tor resolving disputes as to culeulations by the Independent Audilor,

SECTION 22, Puvment Responsibility.

(u) Euwch Originul Participating ManuFacturer shall be severally Jiuble for its share of all payments pursuanl to this
STATE Fee Payinent Agreement. Under no citcuristances shall any payment due hereumter or any purtion thereol become
the juint ohligation of the Originul Parcicipating Manufuctarers or the obligution of uny person other than the Originat
Participating Manutacturer trom which such payment Is originally due, nor shall any Original Participating Manutacturer he
required to pay & portion of any such payiment greater than its Relative Market Share,

(b) Due 1o the pasticular corporate structures of B, 1 Reynohly Toheeeo Compuny ("Reynolds™) and Brown &
Williamson Tobuceo Corporution (“Brown & Willismson™) with respect to their non-domestic wpbacea aperalions, Reynolds
and Brawn & Williamson shall each be severally lizble for its respective share of each payinent due pursiant 1o this STATE
Fee Payment Agreement up ta (and its liubiiily hereunder shatl not excead) the full extent of its assets used in, und earnings
und revenues derived from, is manufucture and sale in the United Statex of Tobucco Products intended for demestic
consumplion, and nu recourse shall be had against any of its other assels ar eurnings 1o satisty such ebligumions.

SECTION 23, Termination.

In the event that the Agreement is terminated with respect 1o the State of STATE pursuant t Section XVI1(u) of the
Agreement (or for any other reason) the Designated Representative and each person ur entity identified in Exhibit § to the
Agreeinent by the Attarney General of the State of STATE [or as vertified by the governmental prosecusing authogity of the
Litiguting Political Subdivision] shull immediately refund % the Origina Pasticipating Manufacturers all amounts received
under this STATE Fee Puymest Agreemeat,
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SeCTION 24, fntended Beneficiaries.

No provision hereol creates any rights o the purt of, or is enforoeable by, any person or entity 1hat is nol a Pasty
or a persan covered by either of Ihe releases descrbed in section 4 hereof, except thal sections 5 and 20 herenf cremte
rights un the part of, and shul] be entorceable by, the State of STATE. Nor shall any provision hereof bind any non-signatory
or determine, limit or prejudice the rights of any suck persen or entity.

SECTION 23, Representations of Parties.

The Purties hereta herehy represent that thix STATE Fee Puyment Agreement has been duly authurized and, upon
exesulion, will constitute o valid and hinding contrueraxd olligation, eaforceable in accordance with s terms, of each ot the
Parties hereto,

SECTION 26. Nu Admission,

This STATE Fee Puyment Agreement is not intended to be and shad! not in uny event be eonsirued ax, or deemed ta
be, an udmission or concession or evidence of uny Hability or wrongdaing whaisoever on the purt of any signatory hereta or
any person covered by either of Lhe relenses provided weler section 4 bereof. The Original Purticiputing Munufacturers
specifically disclaim and deay any lishility or wrongdeing whatsoever with respect to the cluims released under section 4
hereof und enter into this STATE Fee Payment Agreement for the sole purposes of memariulizing the Original Participating
Munubacturers” righs and ubligations with respect to piyment of attorneys” fees pursuant 1o the Agreeinent and avaiding the
lurther expense, inconvenience, burden and uncertrinty of ptential Rigation.

SECTION 27, Nem-necdmizsibifiry.

This STATE Fee Puyment Agreement having been undertaken by the Purlies hereto in god taith and for setilement
puepases anty, neitber this STATE Fee Payment Agreement nor uny evidence of negolistions relating hereto shull be offered
or received in evidence in any uclion or proceeding other ihan an action o proceeding arising under this STATE Fee
Payment Apreement.

SECTION 28. Amendument and Waiver.

This STATE Fee Payment Agrecenenl may be smended only by a written instrument executed by the Parties, The
waiver ¢f uny rights conterred heceunder shull be cffective only if made by written insirument exceuted by the waiving Parry.
The waiver hy any Party of any breach hereot’ shall nat be deemed 10 be ar construed ux a waivey of uny other breach,
whether priar, subsequent or contemporeneous, of this STATE Fee Puyment Agreemeni,

SECTION 29. Notices.

All natices o other communicions e any party hereto shall be in writing {including but not limited 1 1clex,
facsimile or similur writing) and xhaly be given to the notice purties listed on Schedule A bereto at the addresses therein
indicuted. Any Parly hereta muy chunge the name and address of the persun designated tv receive notice on behalf of sugh
Party by notice given as provided in this section inelwdking an vpdated fisl conformed to Schedule A hercto,

SECTION 0. Governing Law,

Thix STATE Fee Payment Agreement shull b govermed by the Tuws of the Stute of STATE withoul regard u the
conflict of law rules of such State.

SECTION 31. Consrruction,

None of the Parties hereta shall be considered to be the dratier heseol or of any provision hereaf for the purpose of
any slalule, cuse tiw or rule of inlerpretution or construction that would or might cause any provision W be constrced againsl
the drafier hereot.

SECTION 32, Captions,

The captions of the sections hereol are included for convenience of reference undy anid shall be ignored in the
construction and interpretation hereaf.

SECTION 33, Exvecution of STATE Fee Payment Agreement,

This STATE Fee Payiment Agreement may be execated in counterpuns, Fausimile or phutvcopied signaturex shall
be considered valid sipatures as of the dute heeof, although the vriginal signature pages shall thereutier be appended ta this
STATE Fee Puyment Agreemenl.

SECTION 3. Engire Agrecment of Purties.

This STATE Fee Puyment Agreement comsing an entire, complete and integrated statement of euch and every lerm
and provision agreed 1o by und smong the Parties with respect to payment of altorneys’ fees by the Original Participating
Manufacturers in connection with the Action and is not sebiect to uny condition or covenanl, express ar implied. aot provided
for herein,

IN WITMNESS WHEREOF, the Purlies hereto, through their fully authorized representalives, have ugreed ta this
STATE Fee Puyment Agreement us of this __th duy of s 1998,

[SIGNATURE BLOCK]

0y
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APPENDIX
o MODEL FEE PAYMENT AGREEMENT

EROTOCOL OF PANEL PROCEEDINGS

This Protocal of procedures hus been agreed ty between the respective parties 1o the STATE Fee Payment
Agreement, und shall govern the arbitrative proceedings provided for therein,

SECTION 1. Defiuitions.

All definitions contained in the STATE Fee Puyment Agreement are incororated by reference herein.

SECTION 2. Chairman.

The person selected to seeve as the permanent, neutral member of the Panel as described in paragraph (h)(it) of
section {1 of the STATH Fee Payment Agreement shult serve ux the Chutriman of the Panel.

SECTWON 1. Arbirrarion Purswant fo Agreement.

The members of the Punel shail detesmine thase matters commisied 1o the decision of the Panel under the STATE
Fee Payinert Agreement, which shail govern as te sl natters disvussed therein,

SECTION 4. ABA Codde of Ethics.

Euch of the members of the Panel shalt he gaverned by the Code of Ethics for Arbitrators in Commercial Bispures
prepused by e American Asbilration Association uod the American Bar Associalion (the "Code of Erhics™) in conclucting
the arbitration proceedings pursuant W the STATE Fee Payment Agreemens, subject to the terms of the STATE Fee Puyinent
Agreement unl this Pratocol. Each of the party-uppuinted members of the Prnel shull be governed by Canan V11 of the Code
of Ethics. No person muy engige in any ex purie comimunicelions with the permansnt, neutral member of the Panet selected
PUrsUARE e paragraph (b} of sectian P, in keeping with Canons 1, 1 asd 141 of the Code of Etbics.

SECTION 5. Advitional Rules and Procedures,

The Punel inay adopt such rules aad procedures as # deems necessary and apprupriate fur e discharge of its duties
urder the STATE Fee Puyment Agreement and thit Protocel, subject 1o the terms of the STATE Fee Payment Agrezment and
this Protowat,

SECTION 6. Majuriry Rule,

In the event that the menbers of the Panel are not unantimous in their views as 1o any multer to be delermined by
them pursuant to the STATE Fee Payment Agreement or this Prosocol, the deteninination shall be decided hy » vate of 2
majority vl the three members of the Punel.

SECTION . Applicotion for Fre Award and Other Mareriais.

{ar The Application of STATE Outside Counsel wnd any materiats subemitted 10 the Director relating therelo
{calleatively, “submissions™) shull he furwarded by the Director b each of the members of the Panel in 1he masner and on the
dates speeidied in the STATE Fee Payment Agreement,

L)) All materials submitied (o the Director by either Party (or any other person) shall be served upon slf Parces.
Alt subinissions required to be served on any Party shafl be deemed to have been served as of the date on which such
ukaleriuds furve heen sent by either (5) hand delivery of (i) Bwsimite and overnight coutier for priority nexi-disy detivery,

(3] Tor the extenl thal the Puge] butieves that infonnation aal subuitted 1o the Panet msay he relevans fur
purpases ot determining thove mallers commiteed to the decision of the Panet under the terms of the STATE Fee Payment
Agreement, the Punel shall request such iaformation from the Parties.

SECTION 8. Hearing.

Any hearing held pursuant to sectivn |2 of the STATE Fee Puyment Apreement shall nof wke place pther than in the
presence of ull three aembers of the Punel upon reice avd an apportunily for the respective representatives of the Pactics s
atlen,

SECTION 9, Misceltaneons,

@) Each membes of the Puned shall be compensated for hix services by the Originul Part wipating
Manufacturers an a basix 1o be ugreed o beiween such menber and the Originat Participating Manufuciurers,

) The members ot the Panel shull refer alt media tngsirics regarding the urbitution proceeding 1o 1he
respective Parties to the STATE Fee Payment Agreement und shail refrain from UNy COMIBERE us 1o the arbitration
proceedings wr be conducicd pursuant to the STATE Fee Payinent Agreemen during the pendency of such arbitration
proceedings, in keeping with Canan [V(B) 0f the Codle of Eihics.

EXHIBIT P
TICES

|Entertionaily Omitted}
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(1) 1996 Opersting Incone

Origingd Partivipating Manufacturer
Brown & Williumson Tobhaceo Corp.
Lorillasd Tobueco Ca,

Philip Morris Inc.

R.J. Reynolds Tobaceo Co.

Totul (Buse Operating Incame)

[2) 1997 vo

EXHIBIT O

1996 AND 1997 BATA

Operating [ncome
$801.640.000
$719,100,0400
$4,206,600,000
51,268.000,800
£7,195,340,000

Originul Pazticipating Manutacturer

Brawn & Wiltiwnsen Tohaeeo Corp.*
Lorillard Tobaceo Co,

Philip Morris Inc.

R.L Reyoolds Tobaceo Co.

Totul (Base Volume}

(3) 1997 voluine (as measured by excise taxes)
Original Paticipating Manutactueer

Brown & Willismson Tobaceo Comp.*
Larillard Tohaeen Ca.

Philip Morris B,

K.). Reynulds Tobaceo Co,

* The volume includes 2,847,595 pounds of “roll your own™ wbacee canverted into the nunber of Cigareltes using 0.0325

vunees per Cigaretle conversion factor.

Nomber of Cigaretles

F8.911,000,000
42,288,000,000
236,203,000,000
118,234 800,000
475:656.000,004%

Number uf Cigareties

78.758,000,000
42,315,008 (KK
236,326,000000
1 19.09%.000,000

Stule Express 555
Riviera

hilip Muorris Incorpyrated
Players
B&H
Betmont
Murk Ten
Viscount
Accord
L&M
Lark
Rothmun’s
BextBuy
Bronson
Fa&L
Geneo
GPA
Gricllock
Maoney
Mo Frills
Generals
Premium Buy
Shenundoah
Top Chaice

Larillurd Tobaceo Compuny,

Nune

eynuids Tubacen
Best Chaoice
Cardinai
Directr's Choice
Toacks
Rainbaw
Sewch Buy
Slim Price
Sinoker Friendly
Valu Time
Wurth

EXHIBI
EXCLUSION OF CERTAIN BRAND

MES
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EXHINITS
DESIGNATION OF OUTSIDE COUNSEL

{intentionally Oemirted )

8§

EXHIBITT
MODEL STATUTE
Section __. Findings and Puspose, '

() Cigarelle smoking presents serious public healih concerns 10 the State und to the citizeas of the State. The
Surgeon General hus determined that smoking causes lung cancer, heart disease and vther serious discases, and that thers are
bundreds of thousands of tobacco-related deuths in the United States such year. These diseases most often do n01 appear
urtlil many years afier the person in question heging sinoking,

(h) Cigarette smoking also presents serious financiu! eoncern for the State.  Ueder certin heulih-care AragCHI,
the Stide iy have u legal obligation 10 provide medival assistunce 10 elipihle persons for health conditioas assuciated with
vigarette smoking, and thise persons may huve & legal entitiement to receive such medical assistance.

{¢) Under these pragruns, the State pays millions of dollurs each year to provide medical assistance for these
perseans for health conditions usseciated with cigarette smoking,

{d} Tt is the policy of the State that financiol burdens imposed on the Stutc by cigarette smoking be borne hy whacca
product munofaciurers rather thun by the Stte W the extent thar such manufacturers either delermice te ester ins u
settlement with the Stats ur are found culpable by the courts.

{¢) On _« 1998, leading Uniled States wbuceo product manufacturers entered fato a setilement apreement,
entitlesl the “Master Setttement  Agreement,” with the Swte, The Moster Seitlement Agreement obligales these
manufacturers, in return for o releuse of pat, present and certwin fuiree claims against them s described therein, 1w pay
suhstantial surns 10 the State (tied in part o their volume of sules); to fund a nationad foundstion devoted 1o the interesixs of
public health; and tv make substuntial changex jn their advertiving and warketing pructices and cosperule cuiture, with the
intention of reducing anderage smoking.

(Fy It would be contrary 10 the policy of the Stute it tobuves product manufacturers who determine sl 1o enter inta
such a settlement cuuld use a resulting ost sdvantage ta derive Farge, short-lerm profits ia the years before liubilizy may arise
withuul ensuring that the State witl have an eventual svurce af recavery from them if they sr¢ proven to have sctell vulpubly.
It is thus in the interest of the State o require that such manufacturers establish a reserve fuad to guaranlee d source of
compensalion and to preveat such munufucturers from deriving large, shor-term profits and then becoming judgment-proat
betore lability may urise.

Section . Definitions.

(2} “Adjusted for inflution™ meuns increased in secordunce with the formula for inflation adjustinent xet forth in
Exhibil C to the Master Settlement Agrecinent,

{b) “Affilinte” means a pesson who direuUly or inditectly vwns or conttols, is owned or controlled by, or is under
canuman ownership or control with, another person. Solely for purposes of this definition, the terms "owns,” "is swned” ant
“ownership” meun ownership of an equity inseresi, or the equivalent thereof, of ten pesient or more, ard the werm “persan™
means an individual, parteership, committes, association, corporation or uny ather organization of group of persons,

(e} "Allocable share™ means Atlovable Share as that teren is defined in the Master Seillement Agraement.

W} “Clparete™ means any product that contains nicotine, is intended % be burned or heated under orinary
conditions of use, am conkists of or contains £1) uny roll of 1obacco wrupped in paper or in any substance rol containing
tatucen; or (2) thacco, in any form, 1hat is functional in the product, which, becatse o its appeurance, the type of tnbacea
used in the filler, or i85 packaging and Jabeling, is likely to be offered to, or puschuzed by, consuners bs s vigarelde; or {3) any
rull of tebaceo wrupped in any substunce containing tohaceo which, becaase of its appeursnce, the type of tehucco used in 1he
filler, or its packaging und taheling, ix likely 1 be offered 10, or purchased by, conswmers us u cigurette described in clause
(1) of this definition. The werm “cigaretie” inchides “roll-your-own™ (i e., any whacco which, because of its appearanve, Lype,
ing, of labeling i suituble for use i Jikely 1o be offered to, or purchased by, consumers as tobsceo For making
wigarettes). Far purposes of this definittor of “cigaretie,” 0.09 ounges of “rolb-your-vwn™ tobacew shull constingie pre
individual “cigarette,”

{¢) “Muster Settlement Agreement” means the sertlement agreement {snd reluted documests} entered into on
.+ 1998 by the State and leading United States inbageo product marufacturers,

(fy “Qruulified excrow tuad™ means un escrow arrangement with s federally or State chartered linnnciud inssituion
having no sitilislion with any tabuceo product munufaciurer and having assets of at least 51000000000 where such
arrangement requires that such finzncial instétutivn hold the escrowed Fynds’ principal for the henefit vf releasing parties und
prohibits the twhaeco product manufsciurer placing the Finds into escrow frosn using, accessing ar direcring the use of the
funds" principal except onsistent with sectivn ____(h)-{c) of this Act.

(£} “Released claims” meuns Released Claims us thut terne is defined ir the Master Seltlement Agregmeat,

(h) “Releasing partes

wreuns Releasing Parties us that terms is detined in the Muster Seitlement Agreemenl,

! [A State inay elect ti delete the “lindings and purposes™ section in s eplirety, Other chunges ar

substinutions with respect o the “findngs and purpises” section (exvept for pacticulasized slate procedusal or
technival reguirements) will mean thar the statule will no lenger conform to this maodel.|
T-1
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{i) "Tabaceo Produet Manutagiurer” means an entity that after the dute af enactment of shis Act directly (and nnt
exclusively throwgh uny aftiliste):

- (1) munulactures cigurettes anywhere that such manutucturer intends th be sold in the United Staes,
inclidling cigarettes intended to be soli in the Upited States through sn impusser (except where such importer is an original
purlicipaling manutactuzer Ges that teem is deftned ta the Master Seulement Agreement) that will be responsible for the
payments under the Muster Sexlement Agreement with respect 10 such vigareties us o result of 1he provisions of subsections
Hiwmy of the Muster Settlement Agreement und that pays the taxes specified in subsection 1(z) of the Musicr Setilement
Agreemners, and provided that the imenufucturer of such cigareties does oot market or advertise such chgarelles in the Uniled
States):

€2) s the first purchaser anywhere for resule in the United Stales of cigarettes manutuctured anywhere shat
the: manufacturer does rot intend 20 be sold in the United Staest or
(3} becomes u successar of an entily deseribed in perugraph (1) or (2). .

The term "Tohucea Produet Manutucteres™ shall not include an affitiste of o tobuvco product manufactures unfess
such atliliate Hself falls within any of (1} - (3) above,

(4} "Ugits 20ld” means the number of individua! cigareties sokd in the Stale by the applicable tobaceo produgt
waruticturer {(whethec directly ar through a distributor, retailer o similur intermediary or intermuliasies) during the year in
question, us neasured hy excise saxes colleeted by the Shale on packs {or “robl-your-own® whaces coslainers) bearing the
excise tax stamp of the State. The [l in rame of responsdble state agency| shall promulgate such regulations as are
necessary to aseertuin the wneunl of State excise tax paid on 1he cigorettes of such tobaveao produet manutalurer for each
year.

Section __, Requirements.

Any tobucco product manufacturer selling cigaretles to cossumers within the State (whether dirsctly or thraugh a
distributow, retailer or similar interinediary o intermediaries) after the date of enaciment of this Act shall do ane of the
{otlowing:

{a)  become a participating maoutaeturer (as that teem i deiss] 8 section iy of the Muasier Setslainent
Agreainent) und gencratty perfonn its tinancist obligarions wader the Master Settlement Agregment; or

(b) (1) place inte a quatified evcrow fund by April 15 of the year faltowing the year in question the fallerwisg
amounts (ax sych amounts are adjusted for inflation} -

19499: $.4094241 per unis yold afier the dute of enaciment of shis Act;?

2000 50104712 per unit sold afier the dute of enactment of shis Act;”

for gach of 2004 and 2002: $.0136125 per unit sold after the dale of enucinent of this Act;

for each uf 2003 through 2006 30167538 per unit sold after the dure of enactment of this Act;

for each of 2007 und euch year thereafter: §.G188482 per unis wold wfler the date of enactment of his Act.

{2) A wbucen product manutaciuser tha places Tunds intr escrow purkoant to parsgraph (1) shald receive

the inlerest or other appreciation vn such funds as eurned, Such tunds themselves shafl be released from escrow only under
the following circumstances -

{A) Lo puy & judginent or setleinent on any released chiim brought agains such tabacen
product manufuciurers by the State vr any releasing party located or residing in the Swte, Funds shall be releused from eseiow
wnder this subparugraph (i) in the order in which they were phiced inr escrow and {ii) only to the extent and at the sime
necessury K make payments required vider such judgiment or seulement;

{B) to the exient that o whaces product manutyctorer extablishes that the amount il was
required 1o place inte esurow in a purlicutas year was greater than the State’s allocable share of the sulal payments thal such
manufucturer wonrld have been required to muke in 1! year under the Master Senlement Agreement {as determined pursuant
to section IX(iM2) of the Master Seniement Agreement, and befors wny of the adjustments or bffscts deseribed in section
X3 of that Agreemens other than the Enflation Adjustment) hud {2 heen 4 participating manufaciurer, the excess shall be
releused from escrow and reverl buck to such tabaweo praduct manulucturer; or

{C) o Ihe exleat not released frow escrow under subparagraphs {A) ar (B), funds shail be
released from escrow and revert back 1o such lubuceo product manafuciurer Iwenty-five years wlter the date on which they
were placed inlo eserow,

[©)] Each tobuceo product manufacturer that elects 5o place funds inlo escrow pursuant o This
subsection shalt anavally cenify to the Attorney Genera) for other Stute official} that it is in complignce with this xubsection.
The Attorney General [or ather State official| muy bring o civil action on behatl of the Stale against uny obaces praduct

AL per unit rumbers subject th vesitication|
! {The phrase “after the date of enactinent of this Act” would need Lo he inciuded vrly in the catendur year in which the Act
is enacted. |

T2

manufacturer that fails 1o place inlo escrow the Funds required under this section. Any tobaces product manufacturer
Fails in any year to pluce inte exerow the funds required under this section shalf -

(A) be required within £3 days o place such funds is10 sscrow as shall bring it inta campliane
with this section. The court, upon u finding of a violztion of thix subsection, muy impose a civil penaity [t be paid 10 the
gesierad fund of the state] in an amosnt not W exceed § percent of the smerent improperly withhetd fronm escrow er day of the
vivlalion and in o totul ameunt gat 1 exceed 100 percent of the artginal amoun improperly withheld from escrow;

(B in the cuse of 4 Knowing vielation, be required within 15 days 1 place such funds into escrow
4s shall bring it inlo compliarce with this section. The court, epon u tinding of a knowing vioketion of Ihis subsection, may
impase u civil peaslty [to be paid o the generasl fund of the state] in un amount not to exceed 15 pereent of the amount
improperly withheld from escrow per day of the violation and in & fotd amount nod to exceed 300 pereent of Ihe original
arnaunt improperly withheld fram escrow: and

{C) in the case of u second knowing violatinn, be prohibited from selling ciguraztex o coasumers
within the Stle (whether directly or Ltheaugh o distributor, retailer or similur intereediary) for a period not to exceed 2 years.

Hach fuilure w0 pake an annual deposit reyquired under this section shall constjtute o separate violation.*

* {A Stase nay elect o incfude a reyuirement that the vivlator also pay the State’s costs and attorney s fees incurred

during i successful prosecution usder tis paragraph (31,1
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CXHIBIT
STRAYEGIC CONTRIBUTION FUND PROTOCO)

The puymens smade by the Parlicipating Marufzcturers pursiiant fo secbon 1X{c)(2) of the Agreement {"Strategic
Contribution Fund™) shal he allocated among the Setiling Stutes pursunnt 16 the process set forth in this Exhibit U,

Section

A punel commiltee of three farmer Atorneys Generzl or foriner Article 1 judges (“Allucation Comminee") shall he
estublished o defermine allovations of the Strateyic Contribation Fond, using the progess described herein. Two of the three
memhees of the Allocation Committee shall be setecied by the NAAG executive eommitice, Thuse 1wo members shull
chuase the third Alfocation Committee member. Fhe Attocition Comnmittee shall be geographically and polilically diverse,

Section 2

Within 80 days uller the MSA Excoution Date, cach Seuling State will submit an itemized request for funds from
the Strategic Contridutivn Fund, bused on he riteria set forth in Section 4 of this Exhibit U,

Section

The Alincation Commitice will determine the appropriate ulloestion for each Setlling State bused on the criteria sei
forth in Section 4 below. The Altocarion Cormmiltes shall make its detecmination based upon written documeatution,

Sectivn 4

The crijeria W be considersd by the Allocution Committer in its ubloustion decision include each Seltling State's
contribution o the trigation ur resolution of state tebuces higaton, inchuding, but not linkred 1o, Fitigation and/or seatiement
with wibaen prodect manutuctirers, including Liggett tnd Myers snd s sffiliated entities.

Section §

Within 45 days 2fier receiving the itemized requests for funds from the Setlling Stutes, the Allocution Commities
will prepure u preliminary decision ullocsting the Strategic Contribution Fund payments among the Seniling States who
submitted itemized requests for funds. All Allocation Committee decisians must be by majurity vole. Esch Sertling State
wilt have 30 days to suhmit comments on ar ohjections s the draft decision. The Allocation Commiltes will Jwsue o [inat
decision allocuting the Stralegie Contribution Furt payments within 45 days,

:tin

The decision of the Allocatior Committee shall be final and non-appealuble.

The expenses of the Allocation Committee, in an smount not (o excesd 100,000, will br paid from dishurscments
{ream the Subsection ¥1li(e) Account,
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Hon. Fern M. Smith (Ret.)

JAMS

Two Embarcadero Center, Suite 1500
San Francisco, CA 94111

Telephone: (415) 982-5267

Fax: (415) 982-5287

ARBITRATOR

ARBITRATION

In the 2003 NPM Adjustment
Proceedings

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 Territorics 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.

1. The Panel’s Jurisdiction

I 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).

Z; 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



Ansari v. Qwest Commc’'n Corp., 414 F.3d 1214, 1220-21 (10th 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’l 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 of the dispute. Uhnited 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 of the
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 (“DPA”) funds to be released. These are integral

provisions to the Settling Parties’ settlement of the 2003 NPM Adjustment dispute in this



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 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



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 of the 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.
IL

L 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 Term 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
Partics;' (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.

! These are Term Sheet §§ [, I, [IL.B.1, I1.B.34, ITII.C.1, IV.A, IV.H, IV.I, IV.J.3, IV.K, Appendix A and the SPM
addendum to the Term Sheet.



I1I. Directions To The Independent Auditor

1 The Independent Auditor is directed to implement the provisions of the 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 of both the NPM
Adjustment funds now in the DPA (principal and earnings) and the additional amounts to be paid
into the DPA under the first sentence of Paragraph S of Appendix A to the Term Sheet remains
in the DPA. 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 of the 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 § L.B of the Term Sheet and Paragraphs 4 and 6 of Appendix A to the Term Sheet, (¢) 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



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 DPA. 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
fund.s;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 §
of the Term Sheet;

(c)  applying a credit of [$815,937,317.90] to the Original Participating
Manufacturers® (“OPMs”) MSA payment due on April 15, 2013 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.

? [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 of NPM Adjustment funds in the DPA. 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 actual 2012 NPM Adjustment in
the upcoming weeks.]



(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
April 2013 and as to the SPMs” MSA payments due on April 15, 2013.

5. There are NPM Adjustment amounts that are not yet in the DPA 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 of these amounts will not be held in the DPA, except as provided in § IV.A of the 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 of these amounts into the DPA and will then
promptly order the release of those 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.



6. The Independent Auditor’s performance of the requirements of Paragraph 5 in
connection with the April 2013 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 of the 2010 NPM
Adjustment into the DPA, 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 DPA. 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.

V.

L. In light of the 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 Pancl’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) of the 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) of the 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



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 thc 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).” /n re Enron
Corp. Secs., Deriv. & ERISA Litig., 2008 U.S. Dist, Lexis 48516, at *20-21 (S.D. Tex. 2008); see
In re Masters Mates & Pilots Pens. PI. Litig., 957 F.2d 1020, 1028 (2d Cir. 1992); In re Jiffy
Lube Secs. Litig., 927 F.2d 155, 160-61 & n.3 (4™ Cir. 1991).

& 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,

10



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 ihat 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’ scttlement of the
diligent enforcement issue should be pro rata as well.

¥ Objections of Objecting States

I, 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 of DPA
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 of the 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 §

XVII().
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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.

5 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 (10th 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:

DPA. 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)(1)(B). *the Term 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 Y 5-6.
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The PMs’ limited DPA waiver for the Signatory States in no way prejudices the Non-
Signatory States, legally or otherwisc. 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 DPA absent the settlement, the PMs
will allow that State to recover the extra amount from the DPA and will themselves recover any
resulting unpaid share of the NPM Adjustment through an appropriate credit against the next
year’s annual payment.

Reallocation. T 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
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the underlying principle of judgment reduction that, because a settlement is not tantamount to an
admission of liability, 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 Seftlement and Award nor the Term Sheet
constitutes an amendment to the MSA that requires the consent of any Non-Signatory States

under MSA § XVIII(j). As athreshold 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 Panecl 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.
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&5 directed by section [T, paragraphs (2) and (30, of the Stipuated P artial Avward amounts tobe credited to SPM ™ April 15, 2013 paym ents

are’l

C ommonwealth Brands, Inc. B
Comparia Industrial de Tabacos M ante Paz, 5 A, 5
D avughters & Ryan, Inc. F
House of Priice 473 %
Tapan Tobaceolnternational T3 A Inc. F
Eing Maker Warketing, Inc. %
K retek International %
Lane Limited %
Ligmun-2, Ine. F
Feter Stokkebwe Tobaksfabrik A5 5
Premiet Mamafacturing, Ine. 3
F.T. Djanam F
Eeemtama Cl gatettenfabriken GmbH (Reemtama) F
Sarta Fe Matiral Tobacco O ompary, [ne. B
Sherman 1400 Broadway M.V .C |, Ine, 3
Top Tobacco, LE. 5
U3 Flue-Chared Tohacoo Growers, T %
V oo Eicken Crroup 5

16,317,216
156,667
57211
879,764
1,632,410
1,723,654
255,848
175,007
388 979
297,081
1,332,213
203,022
60
2,405,747
230,061
2,832.749
676,935
27 963

Some BP0 s do not have an MEA payment doe in 2013 sufficient to absorb the credit listed above. The Auditor shall permit any such 3P 1o
carry Porward ite credit to Aqrdl 15, 2013 payments for uee in fabare ywears, Alternatively, if such SPM and arey other P joiedly notify the
Independent Auditor that the credit to be applied in 2013 hag been transferred from the 3PN to the other PO (the “transferee PLTT), the Auditor
shall eredit the amownt otherwise due the 3PM with respect to its April 15, 2013 abowe to the transferee FI

1 Hote: The amountsin this Appendic assume that the 2012 NPL Adjustment is idertical to the 2011 NPM Adjustm ent and will need to
be tevised once the Independent Auditor caloulates the actaal 2012 NPL Adjustment. The mumbers in this Appendix remain sabjectio
wverificati on These mumbers would be subject to change if the identity of the Signatory States changes.






November 14, 2012

TERM SHEET

1L 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

C.

The basic methodology from the August 2010 MOU would be retained, with the
following adjustments:

1.

All amounts related to the 2010, 2011 and 2012 NPM Adjustments would
be added to the terms of the settlement.

The settlement value would be increased from 29.5% to a percentage
ranging from 37.5% to 46%. The applicable percentage within that range
depends on the aggregate Allocable Share of the signafory Settling States as
follows:

Agpgregate Allocable Share Settlement Value Percentage

80% or more 37.5%
75-79.9% 38.5%
70-74.9% 39.5%
65-69.9% 40.5%
60-64.9% 42.5%
55-59.9% 44.5%
50-54.9% 46%

Appendix A sets forth the reference date for determining the aggregate
Allocable Share and the increased settlement value applicable to States that
sign this Term Sheet after December 14, 2012 (or, in the case of States with
December hearing dates, after the start of their hearing).

The amount contributed to fund the Data Clearinghouse would be reduced
from $20,000,000 to $10,000,000.

The signatory Settling States would allocate the settlement amounts (either the
application of the credits to the PMs or the reccipt of amounts released from the
DPA, or both) among themselves so as to fully compensate those signatory Settling
States whose diligent enforeement for 2003 was uncontested for their share of the
2003 NPM Adjustment, plus interest.

These provisions would be irnplemented as provided in Appendix A.

II. TRANSITION

A.

There will be a two-year transition period covering sales years 2013-2014 during
which the revised NPM Adjustment will operate as follows.



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 ITI.B will
apply for those years, except for the final sentence of Section IILB.2.c and the tribal
tax clause of footnote 1.

In addition, for each of those years, the signatory PMs will receive the amounts
detailed in Section I1.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.

IMIl. NPM ADJUSTMENT FOR SUBSEQUENT YEARS

A.

The terms of the MOU would be abandoned and replaced with the adjustments
outlined herein.

SET-Paid NPM Sales’

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 term 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

' SET includes 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 lien 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 or amended
after the signature date of this document or state constitutional law
as it may impact or be applied in relation 1o 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,” 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 question post a bond in at
least the amount described in section 17(b) of the Appendix to the
MOU and that importers are jointly and severally liable for escrow
deposits due from an NPM with respeet 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% of the 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 thc 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

? Subject to any limitation arising from Rule 11 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.” 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 intercst described 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 millton 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 suprg, is reversed or otherwise
becomes no 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 be 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 I1.B.5 and IV.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:

? This paragraph applies only with respect to cigarettes of NPMs that existed in the U.S. market as of June 1, 2012 and
does not apply with respect to cigarettes of NPMs that entered the U.S. market after that date. In addition, this
paragraph does not apply where any NPM involved in the production, distribution 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 tribe with reservation land located in more than one State is
considered to have a reservation in, and to be eligible for release of escrow from, only the State in which the largest
portion of its reservation land is located.



a. The total NPM Adjustment liability (if any) of each signatory
Seitling State under the original formula for a year would be reduced
by a percentage. The percentage would equal the sum of (i) the
percentage represented by the fraction of the total SET-paid NPM
volume in the MSA States divided by nationwide FET-paid NPM
volurne for that year;* plus (ii) in the case of a signatory Settling
State that has, as of January 1 of the year at issue, executed
documentation 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 terms, 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.’

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 Enforcement standard 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

? 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 nupber of SET-paid NPM sales in that State in that year as determined through the
process described in Section II1.B.5. SET-paid NPM volume in a non-signatory Seitling 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 if that 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 volume will be as reported by that State under the Significant Factor
pracedures 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 OI.C.4 and IV.J.1 a8 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™ include arbitrios de cigarillos in Puerto Rico.

’ The final settlement agreement will include provisions addressing how the information for calculating the total
equity-fee-paid NPM sales in each such PSS will be cbrained. 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 agree 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 legislative proposal and does not contain any provision that
applies to the OPMs or their products or businesses; (ii) if the PSS amendment has becomie effective, the signatory
SPMs agree not to oppose 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 legislative proposal; and (iii) if a signatory PM supports the
enactmemn in FL or TX of an equity fee law that does not meet the requirements of clause (x) and such law is enacted,
the law will be deemed 0 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 Jaw will be decmed to meet the requirements
of clause (x) as to all signatory PMs).



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.®

3. Factors relevant to the Diligent Enforcement determination include, but are
not limited to: (i) whether the number of NPM sales in the State that were
SET-paid and addressed under Section I11.B was reduced by virtue of a
policy or agreement not to require/collect SET or enforce an SET stamping
requirement, or an indifference to SET collection or to enforcement of an
SET stamping 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 11L.B.

4. The signatory Settling States agree that diligent enforcement will be
determined as to them in a single arbitration each year. Fufure arbitrations
under this Term Sheet would be governed by the arbitration terms outlined
within the MOU, except to the extent necessary for a future merged
arbitration to proceed as described in Section 1V.J.1 below.

5. 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. Except as provided in Section J below,
the PMs will not withhold or pay into the DPA 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.

Most Favored Nations. The MFN clause provided within the MOU would be
retained.

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 of pipe tobacco being sold for use as RYO and
of cigarette rolling machines being located at retail establishments and clubs,

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.

¢ 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 cigarette 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 faw.

7 A finding referenced in (ii) will not increase the adjustment applicable to the State under Section IILB or the
reduction under Section HLC.1(2)(i).



E. Conditions of Settlement. The terms of this Term Sheet are conditioned upon: (1)
joinder by a critical mass of PMs 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 of PMs 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
December 14, 2012 and determine to proceed with the seftlement 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, ML, NE, NV, TN). If the settlement
proceeds, additional Settling States and PMs may join the settlement following
December 14, 2012 by signing this Term 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. Seitling States may join the settlernent 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 incorporating the terms of this Term
Sheet, as well as all other customary terms and conditions acceptable to the parties.
The documientation 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 of 2013 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 IL.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% or less.

L Profit Adjustment. The final settlement agreement will include appropriate
provisions ensuring that the OPMs will not be subject to a profit adjustment under

® This Section does not affect the calculation of the emount 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 recogmized in less than 10 years.

Relation with non-joining States. If there are Seitling 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 I11.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 II1.C will not commence until the 2015
diligent enforcement arbitration begins as to non-joining States. The
provisions of Section IIL.B will continue to apply on the schedule described
in that Section.

3. In the interim, the signatory Settling States and the PMs will split the
amounts at issue under I1I.C for 2015 and each subsequent year on a 50-50
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 I11.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. Afier 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 II1.C. as to the PMs in advance of the above
schedule if the volume of non-SET-paid NPM sales is less than 2 billion
cigarettes in each of any two years. Any early commencement under this
paragraph requires the unanimous approval of the signatory members of the
side seeking early commencement.

Cap of MSA payment. A signatory Secttling 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.

Taxes. If a signatory Settling State has a law, regulation, systematic policy,
compact or agreement with respect to taxes (applicability, amount, collection 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



will be relevant to the Diligent Enforcement determination.” 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 II1.C.1(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. 1f 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 legislalive proposal and contains no deviation of
substance from the model language referred to below, which: (i) permits 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 II1.B.2.c above, (iii} imposes the joint-
and-several liability requirement described in Section ITl.B.2.c above, (iv) modifies
the Escrow Statute in a manner consistent with Section I11.C.2-3 above with respect
to the subjects described in those Sections, and/or (v) permits & compact meeting
the conditions described in Section I11.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
XVII(b) of the MSA as to NPMs signing the MSA and becoming a Participating
Manufacturer without making back-payments for sales in prier 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) the NPM signs the MSA within [20 days of the execution of the final settlement
agreement; (ii) the NPM tums 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 watves any c¢laim of immunity from enforcement of its 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

? This does not include (i) taxes or stemping requirements that differ for reservation sales and non-reservation sales
provided that the taxes and stamping requirements applicable to reservation and non-reservation sales 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 purposes of identiffcation.



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 XVIII(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 exccution of the final settlement agreement a binding agreement executed by
all Settling States and the Foundation that NPMs that sign the MSA pursuant to this
provision without making full back-payments will not be considered Participating
Manufacturers for purposes of Section IX(e) of the MSA.'?

0. Release of Escrow, Exeept pursuant to the unanimous consent of the signatory
PMs, signatory Settling States will not release or refund 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 Alloeable Share Repeal. Any
release or refund of escrow deposited for subsequent years will be addressed as
provided in Section IIL.B for SET-paid NPM sales and as provided in Section III.C
and the Diligent Enforcement standard for non-SET-paid NPM sales.

1 Thig provision does not apply to any entity that had previously agreed to sign the MSA and to make any back-
payments. The PMs retain their rights under Section XVITI(h) of the M5 A 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’ full 2010-12 NPM Adjustments. Each signatory Settling
State’s Allocated Settlement Percentage equals the product of its Allocable Share
percentage and the applicable settlement value percentage under Paragraph 2.1

(A)  For Settling States that sign this Term Sheet by 6:00 P.M. PST on the initial
sign-on date and determine to proceed with the settlement on December 17, 2012,
the applicable setflement 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 Settlement Value Percentage

80% or more 37.5%
75-79.9% 38.5%
70-74.9% 39.5%
65-69.9% 40.5%
60-64.9% 42.5%
55-59.9% 44.5%
50-54.9% 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 Term 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.'?

(C)  The Reference Date is December 21, 2012. A Settling State that signs this

H References to a State’s “Allocable Share” percentage in this Term Sheet are to the percentage set forth for that State
a8 listed in Exhibit A of the MSA.

1 Approval by signatory PMSs 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 April 2013; and (ii) a [ __]% 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 April 15, 2013."

(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), vields 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 5%.) The percentage 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 Total OPM Amount 15 known), subject to change in the event
additional Settling States sign this Tetm Sheet or the final settlement agreement
after the Reference Date. With respect to each of the reductions to the MSA annual
payments due in April 2015-2017, 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 April 2015) 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."

(C)  The final settlement agreement will 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 April 15, 2013 as a result of increased State

3 Interest will only be paid on the portion of each reduction that exceeds 20% of the signatory Settling States’
apgregate Allocable Share of amounts previcusly withheld by an OPM and paid into the DPA pursuant to Paragraph
5.

* 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 OPMs 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,
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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 of 50% of the increased part of that Amount by first-available credit and
of the remaining 50% by reductien.

(D)  Each credit and reduction will be allocated among the OPMs as directed by
the OPMs.

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 Seftling State’s “Share™ means the percentage
vielded by dividing its Allocated Settlement Percentage by the aggregate Allocated
Settlement Percentages of all signatory Settling States."”

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 or 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 confinnation 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 and 6, instruct the Escrow Agent and the Independent
Auditor to release to the signatory Setiling States from the DPA an amount equal to
the total amounts attributed to such NPM Adjustments (plus the accurnulated
earnings thereon) multiplied by the aggregate Allocable Share percentage of the
signatory Settling States, less amounts allocated to the Data Clearinghouse per
Section LA.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.

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

' 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 QOPMs’ MSA annual payment due in April 2013. In that event, the overall
amounts of the respective credit and reductions under Paragraph 3 will not cbange, 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
April 2013 credit equal o its Share of the Total OPM Amount and is allocated none of the 2014-2017 reductions, and
(ii) each other signatory Settling State is allocated a lower portion of the April 2013 credit and a corresponding higher
portion of each of the 2014-2017 reductions as neceseary to fulfill the provisions of Paragraph 4. Unless the QPMs
agree otherwise, the election right will not be available if it would result in a profit adjustment under Section B(ii} of
Exhibit E of the MSA or if it i3 not possible to apply the preceding sentence because too many signatory Seftling
States have already soupght to make that election
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and solely among the signatory Seitling States as described in Paragraph 4; and (ii)
to allocate the amount released from the DP A under Paragraph 5 solely among the
signatory Settling States iti proportion to their respective Allocable Shares, except

for those amounts allocated to the Data Clearinghouse.

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 same relative releases (including amounts paid into the DPA attributed
to the 2010-11 NPM Adjustments) through an equivalent process.

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
Adjustment claims, and late-joiming 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 same manner as a late-joining SPM was to have been treated under
the August 2010 MOU. A PM or Settling State that signs this Tenm Sheet after the
initial sign-on date (for PMs, 6:00 P.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 eamings 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 (1) 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; (11} to allocate amounts paid or released by each SPM solely among the signatory Settling States; and
(i11) 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:
(1) the SPMreceiving its full amount under Paragraph 1 as a credit against its MSA annual payment under Section IX(c)(1) of the
MSA due in April 2013,

(i)  the SPMreceiving (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 April 2014-2017, plus interest on the amount of each reduction at the Prime Rate calculated from April 15, 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.



(i} the SPM receiving (a) 30% of its amount under Paragraph 1 as a credit against its MSA annual payment under Section
IX(e)(1) of the MSA due m April 2013, and (b) a | ]% reduction in the SPM’s MSA annual payment under Section IX(c)(1) of the
MSA due in each of April 2014-2016, plus interest on the amount of each reduction for the years 2014, 2015, and 2016 at the Prime
Rate calculated from April 15, 2013.

(iv) The option in subparagraph (iii) is available only if enough listed SPMs have selected options (1) or (i) above such that, in
combination with the amounts that would be credited in 2013 under subparagraph (1i1)(a), at least 50% of the aggregate amounts
due to all listed SFMs 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 (i1) and (i11) will be the percentage that, when applied to the listed SPM’s estimated MSA
annual payments due in April 2014-2017 (in the case of subparagraph (ii)) or April 2014-2016 (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 (1)) or 70% of the amount due the listed SPM under Paragraph 1 (in the case of subparagraph (1i1)). 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 April 2014, 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 April 2015) 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, vields 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

The reductions to be applied in 2014-2017 do not count in calculating the NPM Adjustment or toward the cap in Section I'V K (the final
settlement agreement will include provisions addressing how the SPMs will receive the funds at 1ssue 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



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 April 15, 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 1s 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 Farmers
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 [inal 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.



EXHIBIT A

Formula derivation:

OPM NPM Adjustments 2003-2009 § 5779679225
OPM Amount Specified in App. A, § 1 §  6,520,000,000
Percent by which OPM Amount Specified

m App. A, 1 exceeds 2003-2009

Adjustments 12.8090288%
112.8090288%
of NPM Adj
NPM Adj. 2003-09
SPM (to be verified) 2003-2009 (7 1 amount)
Commonwealth Brands. Inc. b 201,218.098 b 226,992,182
Compania Industrial de Tabacos Monte Paz,
SA $ 468,522 $ 528,536
Daughters & Ryan, Inc. 3 260,022 % 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 Tnternational .S A | Inc. $ 3,888,474 $ 4,386,550
King Maker Marketng, Inc. $ 7,257,720 & 8,187 364
Kretek International $ 1,158,476 $ 1,306,866
Lane Limited b 803,048 5 905,911
Liggett Group LL.C b 37.006,861 b 41,747,081
Lignum-2, Inc. $ 1,138,201 $ 1,283,994
Peter Stokkebye Tobaksfabrik A/S $ 1,229,041 3 1,386,469
Premier Manufacturing, Inc. % 4945073 $ 5,578,489
P.T. Djarum b 4,143,605 $ 4.674.360
Reemtsma Cigarettenfabriken GmbH
(Reemisma) $ 275 $ 311
Santa Fe Natural Tobacco Company, Inc, $ 19,446,985 $ 21,937,955
Sherman 1400 Broadway N.Y.C,, Inc. $ 885,232 $ 998.621
Top Tobacco, [L.P. $ 12,941,925 $ 14,599 660
Vector Tobacco Ine. $ 2,141,354 3 2.415.641
Von Eicken Group $ 118,127 $ 133,257
1.8, Flue Cured Tobacco Growers, Inc. b 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.
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MEMORANDUM OF UNDERSTANDING

The following is 2 Memorandum of Understanding (*MOU) containing the principal
terms of a comprehensive settlement of the NPM Adjustment dispute, incjuding resolution of the
2003-2009 NPM Adjusiments (the *Accrued Claims™) and revision of the NPM Adjustment for
subsequent vears. The MQU is binding on all signatories, provided that both the MQU and the
settlement are conditioncd on joinder by a critical mass of PMs, and by a critical mass of Settling
States as provided in Section IV.C 4 below.! The parties contemplate the prompt drafting and
execution of a comprehensive final settlement agreement that will incorporate the terms of this
MOU, as well as other customary terms and conditions acceptable 1o the parties,

L. ACCRUED CLAIMS AND 2010 NPM ADJUSTMENT

The 2003-2010 NPM Adjustments will be resolved with respect to ail Settling States that
join the Settlement (“Joining States”) as provided in Section 1V.C.4 on the following basis:

A. Refunds and Reduetions

The FMs that join the settlement (“PMs™) shall receive reductions of MSA payments as
follows:

I. The OPMs shall receive a total amount, in the form of reductions and retained
withheld payments as specified below, equal to (a) the aggregate Allocated Settiement
Percentage of all Joining States multiplied by $6.422 hillion; and (b} the aggregate Allocated
Settlement Percentage of all Joining States multiplied by the OPMs’ full 2010 NPM Adjustment
under the original formula. Each Joining State’s Allocated Settlement Percentage shall equal the
product of its Allacable Share percentage and {x) 29.5% in the case of Joining States that sign
this MOU by October 1, 2010, or (¥} 59% in the case of Joining States that sign this MO) after
October 1, 2010, but before execution of the final settlement agreement,

2. The amount under Paragraph 1 will be provided to the OPMs by their receiving a
credit against their MSA annual payment due in April 2011 in the total amount specified in
Paragraph 1 less the Joining States’ aggrepate Allocable Share percentage of the $419.8 million
withheld by R.J. Reynalds Tobacco Company with respect to the 2006 NPM Adjustment. The
Joining States waive and release any claim or right to their aggregate Allocable Share percentage
of the $419.8 million withheld by R.J. Reynolds Tobacco Company with respect 10 the 2006
INPM Adjustment.

3. Each OPM that paid amounts attributed 1o the 2003, 2004, 2006 or 2007 NPM
Adjustments into the Disputed Payments Account will, as of the date that the credit under
Paragraph 2 is actually received, instruct the Escrow Agent and the Independent Auditor to
release to the Joining States from that Account an amount equat to the total amounts attributed to
such NPM Adjustments (plus the accumulaled earnings thereon) multiplied by the aggregate

! This draft term sheet is being prepared by the PMs’ and the States” respective negotiating teams for

preseniation to their respective cliemts. It has not been approved by any PM or any Stae,
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Allocable Share percentage of all Joining States, less amounts allocated pursuant to Paragraph
4(c). The parties will cooperate in taking available steps to atlow the credit and release to oceur

as soon as possible following execution of the final settlement agreement, incliding in advance
of April 15, 2011,

4, The Joining States and OPMs will jointly instruct the Escrow Agent and
Independent Auditor:

{a) To recognize and apply the credits described in Paragraphs 1-2 and to
allocate the credits solely among the Joining States pro rata, in proportion io their
respective Allocated Settlement Percentages.

(b) To allocate the amount released from the Disputed Payments Account
under Paragraph 3 solely among the Joining States pro rata, in proportion to their
respective Allocable Shares.

{¢)  To allocate up to $20 million of the accumulated eamnings in the Disputed
Payments Account on funds to be released from that Account pursuant to Paragraph 3 to
a tax-exempt account to be identified by the Joining States to fund the Data
Clearinghouse as provided in Section [V.A.

3. The OPMs and Joining States will jointly seek a ruling from the Panel that the
Escrow Agent and Independent Auditor are to act in accordance with the instructions described
in Paragraph 4. Obtaining such a ruling is a ¢condition to the setdement.

6. There will be parallel provisions for SPMs that provide for each SPM that signs
this MOU by October 1, 2010 to receive the same (i.e., no greater) relative payment amounts,
and for each SPM that signs this MOU afler Ociober 1, 2010 to receive 5% of the same (i.e., no
greater) relative payment amounts, in each case subject to the same conditions.” There will also
be parallel provisions for SPMs to Paragraphs 4 and 5.

B. Release or Reduction in the Case of Certain SPMs
Nolwithstanding the foregoing, any SP'M thal has expressly waived or assigned to the

Settling States any claim 10 an NPM Adjustment for any year shall not be entitled to any release
or reduction related to that year pursuant lo Section A.

: These conditions include release of funds and eamings in the Disputed Payments Account corresponding to

Paragraph 3 and re-payment of withheld amounts on the 2003-2009 NPM Adjustments to the extent greater thar the
payment amount the SPM is to receive uader this MOU, in each case as of the later of the date the paymcent amount
corvesponding to Paragraph 2 is actually received by the SPM or the date of the final settlement agreement. Where a
PM is not current on its undisputed or adjudicated payment obligations under the MSA or any amendment (o the
MSA, any amounts to be received by it under this MOU will be applied to such unpaid obtigations and will not
otherwise be credited to that PM except to the extent such amounts exceed the Joining States’ aggregate Allocable
Share of such unpaid obligations.
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11. NPM ADJUSTMENT FOR SUBSEQUENT YEARS

The following revised NIPM Adjusiment will apply 1o the Joining States in licu of the
original NI'M Adjusiment.

A, Transition

1. There will be a two-year transiion period covering sales years 2011-2012 during
which the revised NPM Adjustment wil} operate as follows.

2, The revised adjustment for stamped NPM sales described in Section B will apply.

3. The revised adjustment for unstamped NPM sales described in Section C will not
apply unti] sales year 2013. Instead, the OPMs would receive for each of 2011 and 20]2:

(a) 153% of the NPM Adjustment under the original formula up to the amount

of the 2009 Market Share 1.oss multiplied by the aggregate Aliocable Share percentage of
all Joining States;

(b}  30% of any pan of the NPM Adjustment under the original formula
arising from NPM sales of 1 1o 100 million cigarettes above the 2009 Market Share Loss,
multiplied by the aggregate Aflocable Share pereentage of all Joining States;

¢y 40% of any part of the NPM Adjustment under the original formula
arising from NPM sales of 100 million to 200 million cigareties abave the 2009 Market

Share Loss, multiplied by the agprepate Allocable Share percentage of all Joining States;
and

(d) 50 % of any part of the NPM Adjustment under the original formula
ansing from NPM sales of more than 200 million cigarettes above the 2009 Market
Share Loss, multiplied by the aggrepate Allocable Share percentage of ali Joining States,

Each SPM that joins the settiement would receive proportional adjustments in proportion
to the size of its MSA payment for thal year,
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funding for the Data Clearinghouse shall be paid from the earnings or principai of the amount
allocated under Section [.A 4{c}, and the reasunuble costs will thereafter be paid 50% by the PMs
and 50% by the Joining States.

B. Arbitration

i Disputes specified in Sections 11.C.3{c), 11.C.{4)(b), 11.C.4(c) and 1IL.D> wili be
submitted to arbitration as described in those Sections. In addition, disputes arising from
calculations or determinations of the Data Clearinghouse that involve over $10 million or 10% of
the affected States’ Allocated Payments for that year, whichever is less, and disputes regarding
whether a representation described in this MOU was inaccurate will be submitted to binding
arbitration. The parties will cooperate in the prompt commencement and conduct of the
arbitrations, as set forth in Paragraph 3, and may agree to pursue mediation in licu of arbitration.
The foregoing is not intended to alter or arnend Section XI(c) of the MSA,

2. Any Joining State and any PM that is affected by the dispute may participate in
the arbitration concerning that dispute and in the selection of the panel as provided in Paragraph
3. The arbitration will be before a single panel to address both common and state-specific issues.
If a State has issues specific to that state, i1 ynay submit those 1o the panel for determination. The
panel shall decide all issues necessary to resolve the dispute and shall not lack jurisdiction or the
duty to do so because of the failure of a Joining State or PM to participate. Unless specified
otherwise by the arbitration panel, the rulings of the panel in binding arbitrations will be binding
on all parties to the settlement, whether or not they participated in the arbitration or in the
selection of the pancl. Unless specified otherwise by the arbitration panel, any additional
measures or reporting recommended by the panel in non-binding arbitrations under Section
11.C.3(c) will be treated as having been recommended to ali Joining States (in the case of
additional measures) and PMs (in the case of reporting), whether or not they participated in the
arbitration or in the selection of the panel.

3. The arbitration panel will be selected as follows. The participating PMs
(collectively) and the participating Joining States (collectively) will each select one neutral
arbitrator chosen from JAMS (unless the parties agree to a substitute) within 90 days of the
sending of the initial arbitration notice by a party under this Section. If the 90-day period expires
without a side having selected its arbitrator, JAMS {unless the parties agree 10 a substitute) will
choose the arbitrator for that side. Within 60 days of the selection of the two arbitrators, those
1wo arbitrators will choose the third neutral arbitrator, who shall be a retired Article 111 federal
judge. Once selected, the panel will establish a scheduling order either as agreed to by the
parties or if not agreed, as determined by the panel. That panel shall hear all disputes to be
submitted to arbitration under Paragraph 1 for the year in question.
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. 3. RYO. The settlement agreement will contain the provisions necessary to
implement the terms and intent of this MOU fully as to RYO. These provisions will include: (a)
provisions that make the provisions of Section I1.B applicable to SET (or equivalent tax) paid
RYO in the case of Joining States that do not require that RY O containers be stamped; (b) that,
for any Joining State that does not require that RYO containers be stamped, the mandatory
provisions of the model legislation include provisions sufficient to require NPMs to make escrow
deposits at the Escrow Statute rate on RYO sales in the State; and (c) provisions for non-binding
arbitration as described in Sectior: IV.B in the event that non-SET (or equivalent tax) paid NPM
RYQ sales exceed 4 million pounds in & year; in such an arbitration, the arbitrators would
identify any further measures that are not available under the model legislation that a Joining
State could reasonably take to prevent non-SET (or equivalent tax) paid NPM RYO sales in that

State and recommend their adoption, and any such recommended measures would be treated as
recommended measures under Section 11.C.3{c) and Section 11.C.4(b).
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A, (ffice. Each Joining State shall identity or estabhish an office, departinent or
other point of contact to which information regarding potential violations of the provisions of the
model legislation (or its functional equivalent), the Model Escrow Statute, Complementary
Legislation and Allocable Share Repeal, as enacted in each such Joining State, can be reported
by consumers, retailers, wholesalers, jobbers, manufacturers or others involved with the
manufacture, distribution or sale of cigarettes. Each Joining State shall report publicly, to the
extent permissible under any applicable confidentiality restrictions, the reports made and the
actions, if any, taken to address each such report.

14
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Appendix A -- Model Legislation

MANDATORY

Sec. {1]. Restrictions on Transactions in Unstamped Cigarettes.
(a) Cigarettes may be sold in, into or from the State only in packages.

(by  Except as provided in this Section, all packages of cigarettes sold in or
into the State shall bear a stamp permitted under Section [4] and ne person may sell,
transport or cause to be transported unstamped cigarettes in, into or from, or possess
unstamped cigarettes in, the State.

(c)  No person other than a stamping agent may affix a stamp listed in Section
[4] to any package. A stamping agent must affix the appropriate stamp under Section [4]
to the package containing any unstamped cigarettes it acquires prior to selling those
cigarettes in or into the State. Stamnping agents may sell cigarettes in or into the State,
may purchase cigarettes for re-sale in or into the State, and may affix a stamp listed in
Section [4] to a package only if (i) the manufacturer and brand family of the cigarettes are
listed on the state directory at the time of stamping and (ii) the stamping agent is the
manufacturer or importer of the cigareties or purchased the cigarettes directly from the
manufacturer or importer of the cigarettes.

{d) A manufacturer or importer may possess, transport or cause to be
transported unstamped cigareties that it manufactures or imports. A manufacturer or
importer may sell its unstamped cigarettes in or into the State to a stamping agent under
the following circumstances; (i} the manufacturer and brand family of the cigarettes are
at the time of sale listed on the state directory; or (ii) if the manufacturer and brand
family of the cigarettes are not at the time of sale listed on the state directory, only if (A)
the stamping agent is authorized to affix the stamp of or, where permitted under
subsection (&) pay the taxes imposed by, another State on whose directory the
manufacturer and brand family of the cigarettes are listed at the time of sale, (B) the
stamping agent would be permitted to re-sell the cigarettes from this State into that other
State under subsection (e) and (C) the stamping agent receiving the cigarettes holds a
directory license from [name of State agency] pursuant to Section [2(c}] and has given at
least 5§ days notice to [name of State agency] before the cigarettes are transferred.

(e) A manufacturer or importer may sell its cigarettes from this State into
another State only if the sale is to a person authorized by the law of the other State to
affix the stamp required by the other State prior to re-sale or the manufacturer or importer
first affixes the stamp required by the other State to the package containing the cigarettes.
Any other stamping agent may scll cigarcttes from this State into ancther State only if it
first affixes the stamp required by the other State to the package containing the cigarettes.
If the law of the other State permits the sale of the cigarettes to consumers in a package

not bearing a stamp, a manufacturer, importer or stamping agent may sell cigarettes into
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the other State without a stamp only if (i) it first pays any excise, use or similar tax
imposed on the cigarettes by the other State or (ii) in the case of sale by a manufacturer or
importer, the sale is to a person authorized by the law of the other State to pay such tax
and the manufacturer or importer reports the name and address of the recipient and the
quantity and brand of the cigarettes to the taxing authority of the other State by 15 days
following the end of the month in which the sale was made. Notwithstanding the above,
a person may noi sell cigarettes from this Siale lntw anviher State if the sale would vioiaie
the law of the other State, or affix the stamp required by the other State or pay the excise,
use or similar tax imposed by the other State if doing so would violate the law of the
other State.

3] A manufacturer or importer may sell unstamped cigarettes as permitted
under subsection (d) or (e} through its sales entity affiliate. If the manufacturer or
importer does so: (i} it may sell or otherwise transfer the unstamped cigarettes to its sales
entity affiliate in connection with the sale; (i1} the sales entity affiliate may sell, possess,
transport or cause to be transported the unstamped cigarettes in connection with the sale
to the same extent as the manufacturer or importer could under this Section if it were
making the sale directly; (iii) in the case of sales permitted under subsection (d), the
stamping agent will be deemed to have purchased the cigarettes directly from the
manufacturer or importer; and (iv) in the case of sales permitted under subsection (¢), the
sales entity affiliate may act for the manufacturer or importer in affixing the stamp
required by the other State or paying the taxes imposed by the other State prior to the
sale, in lieu of the manufacturer or importer doing so itself, to the same extent as the
manufacturer or importer could do so. A manufacturer or itnporter shall notify [name of
State agency] prior to beginning selling cigarettes through its sales entity affiliate under
this subsection. Such notification shall identify the sales entity affiliate, certify the facts
that the manufacturer or importer believes qualify it as a sales entity affiliate as defined in
this Act, and be updated promptly in the event of any changes.

(8) A stamping agent may possess unstamped cigarettes for sale in or into the
State provided that (i) it is permitted to purchase, sell and affix a stamp to the package
containing such cigareties under subsection (b) and (ii) it affixes the appropriate stamp
under Section [4] to the package containing such cigarettes within 15 days of receipt of
the cigarettes and prior to selling the cigarettes in or into the State. This requirement
shall not apply to a manufacturer, importer or sales entity affiliate that is a stamping agent
to the extent it is selling, transferring, transporting, causing to be transported or
possessing unstamped cigarettes as permitted under this Section.

(h)  Except as provided below, a stamping agent may possess unstamped
cigarettes for sale from this State into another State provided that (1) it affixes the stamp
required by the other State to the package containing the cigarettes, or if permitted under
subsection (g), pays any excise or similar tax imposed on the cigarettes by the other State,
within 15 days of receipt of the cigarettes and prior to selling the cigarettes in or into the
other State; and (ii) neither the sale nor the affixing of the stamp or payment of taxes
would violate the law of the other State. A stamping agent may not purchase or possess

DC. 2862858v3
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unstamped cigarettes in this State for sale into another State where the manufacturer and
brand family of the cigarettes are not at the time of sale listed on this State’s directory
unless it holds a directory license pursuant to Section 2(c). The requirements of this
subsection shall not apply to a manufacturer, importer or sales entity affiliate that is a
stamping agent to the extent it is selling, transferring, transporting, cansing to be
transported or possessing unstamped cigarettes as permitted under this Section.

€)) A stamping agent may iransfer, transport or cause to be transported
unstamped cigarettes that it owns and is permitted to possess under subsections (g) or (h)
from one of its facilities in this State to another of its facilities. If the facility to which the
cigarettes are transferred is located in this State or the cigarettes are to be re-sold in this
State, the applicable time period for affixing a stamp or payment of tax under those
subsections shall remain in effect and shall continue to run from the date of the stamping
agent’s original receipt of the cigarettes. If the facility to which the cigarettes are
transferred is located outside of this State, the stamping agent shall report the quantity
and brand of the cigarettes (o the [name of State agency] and the taxing authority of the
other State by 15 days following the end of the month in which the transfer was made.
Notwithstanding the above, a stamping agent may not transfer cigarettes frown this State
into another State if the transfer would violate the law of the other State.

1)) A common carrier or confract carrier may possess and transpf)rt
unstamped cigarettes in connection with a sale or other transfer permitted under
subsections (d)-(f} or (i), if the common carrier or contract carrier has in its possession
documents establishing that title to the unstamped cigarettes remains with the
manufacturer, importer or stamping agent or bills of lading or other shipping documents
establishing that it is delivering the cigarettes on behalf of a person authorized to sell or
transfer the vnstamped cigarettes under subsections (d}-(f) or (i} and, in each case, such
documents list the name and address of the person to whom the cigarettes are being
delivered. A public warehouse may possess unstamped cigarettes on behalfof a
manufacturer, importer or stamping agent if the public warehouse maintains records to
show receipt from a person avthorized to sell or transfer the unstamped cigarettes under
subsections {d)-(f), provided that in the case of a stamping agent this shall not extend the
15-day period for affixing of stamps or payment of taxes under subsections (g) or (h).

k) Manufacturers and importers and their contractors, agents, common
carriers Or COntract Carriers may possess, transport or cause to be transported unstamped
cigarettes in, into or from this State for use in connection with consumer testing permitted
under the law of the State in which the testing is to be done, provided that (i) such
cigarettes are not carrently commercially marketed in the United States, (ii) the
manufacturer pays applicable State excise taxes on such cigarettes by return; (iii) in the
case of a non-participating manufacturer, the non-participating manufacturer makes
escrow payments on such cigarettes under [cross-reference State’s escrow statute] and
Section [5], or, in the case of a participating manufacturer, such cigarettes are included in
its volume for purposes of the Master Settlemant Agrcement (as defined in [cross-
reference to complementary law]); (iv) the cigarettes are provided at no cost to the

1
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consumer testing participants; and (v) and the quantity of cigarettes so used by a
manufacturer or importer for consumer testing shall not exceed a reasonable quantity.

{1 A person shall not be subject to penalty under this Act for possession of up
to 600 cigarettes bearing the stamp of another State for consumption by that person or
that person’s family if the cigarettes are physically brought into the State by such person
or a member of that person’s fainily. [Note: Siaies muy reduce ihe number below 600.]

(m)  No person may sell cigareties or cigarette inputs to, or purchase cigarettes
from, any person in another State if the sale or purchase would violate the law of the
other State. :

Sec. [2]. Stamping Agent Licenses

(2) Any manufacturer, importer, sales entity affiliate, wholesaler or retailer
that engages in the business of selling cigarettes may apply to be licensed as a stamping
agent, in accordance with this Section [2]. A license shall be issued by [name of State
agency] to an applicant upon the applicant’s (i) meeting all requirements in [cross-
reference existing requirements for its particular license]; (ii) certifying on a form
prescribed by [name of State agency] that it will comply with the requirements in Section
[3]; (iii) consenting to the jurisdiction of the State to enforce the requirements of this Act,
and waiving any claim of sovereign immunity to the contrary; (iv) waiving any
confidentiality laws as necessary to permit the [name of State agency] to create and make
available the list described in subsection (b) and to share information reporied under this
Act and [cross-reference other State reporting requirements] with the taxing or law
enforcement authorities of other States or with [insert reference to Data Clearinghouse];
and (v) in the case of an applicant located outside of the State, designating an agent in the
State for service of process in connection with enforcement of this Act.

(b)  The [name of State agency] shall list on its website the names of all
persons licensed as stamping agents under this Section [2]). Manufacturers, importers and
sales entity affiliates shall be entitied to rely upon the list in selling cigarettes as provided
in Section [1].

(©) A manufacturer, importer, sales entity affiliate, wholesaler or retailer that
engages in the business of selling cigarettes that holds a valid stamping agent license
under subsection (a) may apply for a directory license aliowing it to purchase or possess
in the State cigarettes of a manufacturer or brand family not at the time of purchase listed
on the state directory for sale into another State where permitted under Section 1. A
directory license shall be issued by [name of State agency] to an applicant upon the
applicant’s (i) demonstrating that it holds a valid license under subsection (&), (ii)
providing a certification by an officer thereof on a form prescribed by [name of State
agency] that any cigarettes of a manufacturer or brand family not listed on the state
directory will be purchased or possessed solely for sale or transfer into another State as
permitted by Section 1; and (jil) waiving any confidentiality laws as necessary to permit
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the [name of State agency] to create and make available the list deseribed in; subsection
(e). The directory license shall remain in effect for a period of One year.

(d) No directory license may be issued to a person that acted mconmstently
with a certification it previously made under subsection {c).

{e)  The [name of State agency] shail list on its website the names of all
persons holding a directory license. Manufacturers, importers, sales entity affiliates and
stamiping agents shall be entitled to rely upon the list in selling cigarettes as provided in
Section [1].

See, {3). Licensed stamping agents; requirements,
Each stamping agent shall:
(@)  Comply with Section [1] with regard to affixing stamps;

()  Comply with Section [4] and [cross-reference applicable tax law
provisions] with regard to which stamp to affix; ‘

(<) Pay to the State all taxes applicable under [cross-reference applicable tax
law provisions] to cigarettes it sells or present documentation demonstrating that such
taxes were paid prior to the sale;

(dy  Provide complete and accurate reports as required under Sections 16], [6A]
and [8]; and '

{(e) Certify quarterly that it has complied with all requirements of this Act.
Sec. [4]. Required stamps.

[This section will need to be customized for each State depending upon its tax
policy. States will be permitted to include (i) a regular excise tax stamp, (ii) a tax-exempt
stamnp, (i1i) a tribal tax stamp or (iv) another type of stamp representing a specified level
of tax different from the regular excise tax; provided that, in the case of stamps within
(i), (iii) or (iv), the State sets forth specific requirements regarding the circumstances
when the stamps are permitted and those requirements are the same as to all
manufacturers’ cigarettes.]

Sec, {5]. Relatienship with escrow and complementary laws.

(2) The definition of “units sold” under Section [ ] of [cross-reference State’s
escrow statute] shall include all non-participating manufacturer cigarettes that are
required to be sold in 5 package bearing a stamp permitted under Section {4} or are
described in Section [1{k)).

A
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(b)  All escrow deposits under [cross-reference State’s escrow statute] shall be
made on a quarterly basis, no later than 30 days after the end of each calendar quarter in
which the sales are made. Each failure to make a full quarterly installment deposit shall
constitute a separate violation of [cross-reference State’s escrow statute].

) The [name of Staie agency] shall prompily review the amount deposited
by each non-participating manufacturer for each calendar quarter against the reports
received under Sections [6-8] and other information, and shall invoice each non-
participating manufacturer for which it concludes that an additional deposit was owed.

(d)  The [name of State agency] shall promptly remove from the state directory
any non-participating manufacturer and its brand families where that non-participating
manufacturer fails to make or have made on its behalf deposits equal to the full amount
owed for a quarter as of the date due under subsection (b). [Cross-reference existing state
complementary legislation regarding process protections.

() An importer shall be jointly and severally liable for escrow deposits due
from a non-participating manufacturer with respect to non-participating manufacturer
cigarettes that it imports.

§9) As a condition to being listed and having its brand families listed on the
state directory, 2 manufacturer must certify annually that it holds a valid permit under 26
U.S.C. § 5713 and provide a copy of such permit to [name of State agency];

(g)  The [name of State agency] shall promulgate rules and regulations
necessary to implement subsections (a)-(f).

Sec. [6]. Stamping Agent Reports,

Each stamping agent shall, within 15 days following the end of each month, file a
report on a form to be prescribed by the [name of State agency] and certify o the State
that the report is complete and accurate. The report shall contain, in addition to any
further information that the [name of State agency] may reasonably require to assist it in
enforcing this Act and [cross-reference State’s escrow statute, contraband law and tax
law], the following information:

(a) the total number of cigarettes acquired by the stamping agent during that
month for sale in or into the State or for sale from this State into another State, sold in or
into the State by the stamping agent during that month, and held in inventory in the State
or for sale into the State by the stamping agent as of [the last Friday of that month/the end
of the month], in each case identifying by name and number of cigarettes (i) the
manufacturers of those cigarettes and (ii) the brand families of those cigarettes; and
{Note: State may choose the inventory date.]
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(b}  the total number of stamps under Section {4] it affixed during that month,
and identifying (i) how many of cach type of stamp it affixed by number and total dollar
amount of tax paid, (i1) the total nurnber of cigarettes contained in the packages to which
it affixed each respective type of tax stamp and (iii) by name and number of cigarettes,
the manufacturers and brand families of the packages to which it affixed each respective
type of tax stamp.

() In the case of a stamping agent that is a manufacturer or importer, reports
under subsection (a) shall not include cigarettes it sold to a stamping agent as permitted
under Section [1{d)(1)] and that it separately reports pursuant to Secticn [7]. *In the case
of a stamping agent that is a retailer, reports under subsection (a) do not have to include
cigarettes contained in packages that bore a stamp permutied under Section [4] at the time
the stamping agent received them and that the stamping agent then sold at retail.

(d)  The [name of State agency] may share the information reported under this
section with the taxing or law enforcement authorities of this State or other States or with
[insert reference to Data Clearinghouse] as provided in {insert reference to settlement
agreement and relaied documents regarding Drata Clearinghouse].

Sec. [6A]. Reports of Cigarettes not on State Directory.

Any person that during a month acquired, purchased, sold, possessed, transferred,
transported or caused to be transported in or into this State cigarettes of a manufacturer or
brand family that were not on the State directory at the time shall, within 15 days
following the end of that month, file a report on a form to be prescribed by the [name of
State agency] and certify to the State that the report is complete and accurate. The report
shall contain, in addition to any further information that the [narme of State agency] may
reasonably require to assist it in enforcing this Act and {cross-reference State’s escrow
statute, contraband law and tax law], the following information:

(a) the total number of those cigareties, in each case identifying by name and
number of cigareties (i} the manufacturers of those cigarettes, (ii) the brand families of
those cigarettes, (iii} in the case of a sale or transfer, the name and address of the
recipient of those cigarettes, (iv) in the case of an acquisition or purchase, the name and
address of the seller or sender of those cigarettes, and (v) the other State(s) on whose
directory the manufacturer and brand family of those cigarettes were listed at the time
and whose stamps the person is authorized to affix, or where permitted under Section
[1(e)] whose taxes the person is authorized to pay; and

() in the case of acquisition, purchase or possession, the details of the
person’s subsequent sale or transfer of those cigarettes, identifying by name and number
of cigarettes (i) the brand families of those cigarettes, (ii) the date of the sale or transfer,
(1ii) the name and address of the recipient, (i) the number of stamps of each other State
that the person affixed to the packages containing those cigarettes during that monti, (iv)
the total number of cigarettes contained in the packages to which it affixed each
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respective other State’s stamp, (v) by name and number of cigarettes, the manufacturers
and brand families of the packages to which it affixed each respective other State’s stamp
and (vi) a certification that it reported each sale or transfer to the taxing authority of the
other State by 15 days following the end of the month in which the sale or transfer was
made and attaching a copy of all such reports. If the subsequent sale or transfer were
from this State into another State in packages not bearing a stamp of the other State, the
report shall aiso contain the information described in Section {B(b)(iii).] '

(9) Reports under this Section shall be in addition to reports under Sections 6,
7or8. :

{(d)  The [name of State agency] may share the information reported under this
section with the taxing or law enforcement authorities of this State or other States or with
[insert reference to Data Clearinghouse] as provided in [insert reference to settlement
agreement and related documents regarding Data Clearinghouse].

Sec. [7]. Manufacturer and Importer Reports.

(a) Each manufacturer and importer that sells cigarettes in or into the State
shall, within 15 days following the end of each month, file a report on a form to be
prescribed by the [name of State agency] and certify to the State that the report is
complete and accurate.

{(b)  The report shall contain the following information: the total number of
cigarettes sold by that manufacturer or importer in or into the State during that month,
and identifying by name and number of cigarettes (i) the manufacturers of those
cigarettes, (ii) the brand families of those cigarettes and (iii) the purchasers of those
cigarettes. A manufacturer’s or importer’s report shall include cigareties sold in or into
the State through its sales entity affiliate.

(©) The requirements of subsection (a) shall be satisfied and no further report
shall be required under this Section with respect to cigarettes if the manufacturer or
importer timely subrmits to [name of State agencey already receiving reports under 15
U.5.C. § 376] the report or reports required to be submitted by it with respect to those
cigarettes under 15 U.3.C. § 376 to [State agency] and certifies to the State that the
reports are complete and accurate.

(d)  Upon request by [name of State agency] a manufacturer or importer will
subject to this Scction will provide copies of similar reports that it filed in other States,

{¢)  Each manufacturer and importer thai sells cigarettes in or into the State
shall either: (i) submit its federal retumns, as defined below, to {name of State agency] by
60 days after the close of the quarter in which the returns were filed or (ii) submit to the
United States Treasury a request or consent under [nternal Revenue Code Section 6103(c)
authorizing the Alcohol and Tobacco Tax and Trade Bureau and, in the case of a foreign
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manufacturer or importer, the U.S. Customs Service to disclose the manufac:_turer’s or
importer’s federal returns, as defined below, to [name of State agency] as of 60 days after
the close of the quarter in which the returns were filed.

9] The [name of State agency] may share the information reported under this
section with the taxing or law enforcement authorities of this Staie or other States or with
{insert reference 1o Data Ciearinghouse] as provided in [insert reference to settlement
agreement and related documents regarding Data Clearinghouse].

Sec. [8]. Out of State Sales Reports.

(a) Any person that sells cigarettes from this State into another State shall,
within 15 days following the end of cach month, file a report on a form to be prescribed
by the [name of State agency] and certify to the State that the report is complete and
accurate.

(b)  The report shall contain the following information:

6] the total number of cigarettes sold from this State into another
State by the person during that month, identifying by name and number of
cigareties {A) the manufacturers of those cigareties, (B) the brand families of
those cigarettes and (C) the name and address of the each recipient of those
cigarettes; '

{(if)  the number of stamps of each other State the person affixed to the
packages containing those cigarettes during that month, the total number of
cigareties contained in the packages to which it affixed each respective other
State’s stamp and by name and number of cigarettes, the manufacturers and brand
families of the packages to which it affixed each respective other State’s stamp;
and

(iii)  if the person sold cigarettes during that month from this State into
another State in packages not bearing a stamp of the other State, (A) the total
number of cigarettes contained in such packages, identifying by name and number
of cigarettes, the manufacturers of those cigarettes, the brand families of those
cigarettes and the name and address of each recipient of those cigareftes; and (B)
the person’s basis for belief that such State permits the sale of the cigarettes to
consumers in a package not bearing a stamp, and the amount of excise, use or
similar tax imposed on the cigareties by paid by the person to such State on the
cigarettes, provided that manufacturers and importers need include the
information described in this clause (B) only as to cigarettes not sold'to a person
authorized by the law of the other State to affix the stamp required by the other
State or, where permitted under Section [1(e)], to a person authorized by the law

of the other State to pay the excise, use or similar tax imposed on the cigareites by
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the other State.

{c) In the case of a manufacturer or importer, the report shall include
cigarettes sold from this State into another State through its sales entity affiliate. A sales
entity affiliate shall file a separate report under this Section only to the exter@l that it sold
cigarettes from this State into another State not separately reported under this Section by

it offR1lafed — e o it s il
its affiliated manufacturer or poiter.

(d)  The report shall also attach reports filed under Sections 1(e) and 1(i) with
{name of State agency] or the taxing authority of another State. .

(e) The [name of State agency] may share the information reported under this
section with the taxing or law enforcement anthorities of this State or other States or with
[insert reference to Data Clearinghouse] as provided in [insert reference to settlement
agreement and related documents regarding Data Clearinghouse].

Sec. 19} Revocation of License and Removal from State Directory; penalties.

[Note: the penalties for violation of an Optional or Tribal provision are to be
included only where the State has enacied the carresponding Optional or Tribal
provision, ]

(a) The license of a stamping agent shail be subject to termination if it

(1) fails to provide a report required under Section [6], {6A] or{Blora
certification as provided in Section 3{e);

(i)  files an incomplete or inaccurate report or files an inaccurate
certification;

(1ii)  fails to pay taxes as provided in Section 3(¢) or dep051t ESCrow as
provided in Section 16;

(iv)  sells cigarettcs in or into the State in a package that béars a stamp
permitted under Section [4] that is not the correct stamp under [cross-reference
applicable tax law provisions)] and provides for a lower level of tax than the
correct stamp;

{v) sells unstamped cigarettes in, into or from the State or possesses
unstamped cigarettes in the State except as provided in Section [11;

(vi)  purchases, sells in or into the State, or affixes a tax stamp to a
package containing, cigarettes of a manufacturer or brand family that is not at the
time listed on the State directory, or possesses such cigareties more than [10-20]
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days after receiving notice that the manufacturer or brand family is not on the
State directory, except as expressly permitted under this Act; or

(vii)  purchases or sells cigarettes in violation of Sections [1, $(d) or 20].

{b)  Imthe case of a failure under subsection (a)(i)-(iv) that was not knowing or
intentional, the stamping agent shall be ent:tied to cure the tailure during the period set
forth in Section [10(a)]. The license of a stamping agent that fully cures the:failure
during that period shall not be terminated on account of that failure. [Note: A State may
use a different cure period or mechanism if not more favorable to the stamping agent. ]

(©) In the case of a knowing or intentional failure under subsection {2)(i)~(iv),
or of any violation described in subsection (a)(v)-(vi), the stamping agent shall for a first
violation be subject to a civil penalty of up to $1,000 and be guilty of a [Class IV]
misdemeanor and for a second or subsequent violation be subject to a civil penalty of up
to $5,000 per violation and be guilty of a {Class 1I] misdemeanor. In the case of
violations described in subsection {a)(iv)-(vi), each sale constitutes a separate offense.
{Note: criminal penalties are optional ]

(d) The [name of State agency] shall promptly remove any stamping agent
whose license is terminated from the list required by Section [4(b)] and shall publish a
notice of the termination on [State agency’s] website and send notice of the termination
to all stamping agents and to all persons listed on the state directory. Beginning 10 days
following the publication and sending of such notice, no person may sell cigarettes to, or
purchase cigarettes from, the stamping agent whose license has been terminated.

(e If a stamping agent whose license has been terminated is a manufacturer
of cigarettes, it and its brand families shall be removed from the State directory.

H A stamping agent whose license is terminated shall eligible for
reinstatement; ‘

1 90 days following the termination, in the ¢ase of a first failure
under subsection (2)(i)-(iv) that was not knowing or intentional;

{ii) 180 days following the termination, in the case of a se:cond failure
under subsection (a)(i)-(iv) that was not knowing or intentional;

(ii)  one vear following the termination, in the case of a third or
subsequent failure under subsection (a)(i)-(iv) that was not knowing or
intentional;

(iv)  one year following the termination, in the case of a first knowing
or intentionai failure under subsection (a)(i)-(iv) or violation aescrlbed in

subsection (a)(v)-(vii); and
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(v)  three years following the termination, in the case of a second of
subsequent knowing or intentional failure under subsection (a)(i)-(iv) cr viclation
described in subsection {a)(v)-(vii).

[Note: A State may use different reinstatement periods if not more favorable to
the stamping agent. |

(g) A manufacturer that fails to file a complete and accurate report required
under Section 7 or 8 shall be entitled to cure the failure during the period set forth in
Section [10(g)]. If the manufacturer fails to fully cure the failure during that period, it
and its brand families shall be removed from the State directory,

(h) A manufacturer that knowingly or intentionally sells cigarettes in violation
of Section [1, 9(d) or 20] and its brand families shall be removed from the State directory.

(i) A non-participating manufacturer whose total nationwide reported sales on
which federal excise tax [or, in the case of sales in Puerto Rico, arbitrios de cigarillos] is
paid exceed the sam of its nationwide reports under [cross-reference PACT Act] and any
intrastate sales reports by more than $ percent of its total sales or [1] million cigarettes,
whichever is less, shall be subject to removal from the State directory uniess it cures or
satisfactorily explains the discrepancy within the time period set forth in Section [10(g)].

G) Any person that is not a stamping agent or manufacturer that fails to filea
complete and accurate report required under Section 7 or 8 shall be entitled to cure the
failure during the period set forth in Section [10{j)]. If the person fails to fully cure the
failure during that period, it shall be subject to a civil penalty of up to $1,000 per
violation and shall be ineligible to hold any license of the State regarding ciparette sales
until the date specified by subsection (f) for violations of subsection (a)(i).

(k) A directory license shall be subject to termination if the licensee acts
inconsistently with its certification under Section [2(c)] or violates any provision of this
Act

6y Any person that knowingly or intentionally sells cigarettes in violation of
Section {1, 9(d) or 20], or that knowingly or intentionally sells cigarettes in or into the
State in a package that bears a stamp permitted under Section [4] that is not the correct
stamp under feross-reference applicable tax law provisions} and provides for a lower
level of tax than the correct stamp, shall for a first violation be subject to a civil penalty
of up to $1,000 and be guilty of a {Class IV] misdemeanor and for a second or subsequent
violation be subject to a civil penalty of up to $5,000 per violation and be guilty of a
[Class I] misdemeanor. Each sale constitutes a separate violation. /Note: criminal
penalties are optional.]
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Sec. [10]. Procedure.

[Note: States may use provisions of their existing administrative procedure act or
similar process laws or regulations so long as they are comparable to, and not
substantially more javorable to the stamping agent, manyfacturer or other person than,
the corresponding provision below. States may use provisions of their Complementary
Legislation instead of subsections (f)-(i) if those provisions are fully applicable to the
grounds for removal in this model legislation. The procedures jor violations of, or
termination or removal under, Optional or Tribal provision are to be included only
where the State has enacted the corresponding Optional or Tribal provision.]

(a) The [name of State agency] shall provide a notice of termination to any
stamping agent whose license it determines is subject to termination under Sections [9] or
[18]. The notice shall state the grounds for the termination and inform the stamping
agent that, except as provided in subsection (b), its license will be terminated 30 days
following the date of the notice.

(b) During the [30] days following the date of the notice, the stamping agent
may (i) in the case of a failure under Section {9(a)(i)-(iv)] that was not knowing or
intentional, fully cure the failure or (ii) submit documentation to the [name of State
agency] demonstrating that its deterrnination described in the notice was incorrect.
Unless the {name of State agency] determines that the stamping agent has satisfled either
(i} or (ii}, the license of such stamping agent shall be terminated 30 days following the
date of the notice. '

{c) A stamping agent whose license is terminated shall have an opportunity
for a hearing before [name of State agency] within 30 days following the licknse
termination. The [name of State agency] shall reverse the termination if it determines
that the stamping agent has demonstrated that its license was not subject to termination.

(d) A stamping agent that unsuccessfully challenges a license termination
either in a hearing under subsection (c) or in court shall pay the Siate’s reasonable costs
and attorney’s fees incurred in contesting the challenge, [Nore: This provision is
optional | : '

(e) If for any reason during the period from 30 days afier the date of the
notice until a final judgment, the termination is stayed or suspended, then the [name of
State agency] shall promptly reinstate that stamping agent to the list required by Section
[2(b}] duning the time of the stay or suspension, but shall note the fact of the stay on that
list and shali send notice of the stay to all persons described in Section [9(d)]. Any
person that sells cigarettes to, or purchases cigarettes from, that stamping agent after the
earlier of receiving notice of the stay of termination or 10 days after the fact:of the stay
was noted on the list under Section [2(b)], shall be jointly and severally liable for any
taxes applicabie to such cigarettes under [cross-reference applicable tax law provisions]
and for any escrow due on such cigarettes under [cross-reference State’s escrow statute)]
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during the period of the stay if the stay is subsequently lifted and the termination
reinstated. The periods of time for reinstatement under Section [9(f)] shall be tolled
during the period in which a stay of termination is in effect. '

H The [name of State agency] shall provide a notice of removal to any
manufacturer that it determines should be removed or have any of its brand families
removed from the State directory under Sections {97 or [18]. The notice shaii state the
grounds for the removal and inform the manufacturer that, except as provided in
subsection (g), it or its brand families will be removed from the State directory 30 days
following the date of the notice.

(®) During the 30 days following the date of the notice, the manufacturer may
{i) fully cure the failure or viclation or {ii) submit documentation to the [name of State
agency] demonstrating that its determination described in the notice was incorrect,
Unless the [name of State agency] determines that the manufacturer has satisfied either
(1) or {ii), it or its brand families wil! be removed from the Staie directory 30 days
following the date of the notice.

(h) A manufacturer that is removed or has any of its brand families removed
the State directory shall have an opportunity for a hearing before [name of State agency]
within 30 days following the removal. The [name of State agency] shall reinstate the
manufacturer and its brand families to the State directory if it determines that the
manufacturer has demonstrated that it and its brand families were not subject to removal
from the State directory. ‘

(i) A manufacturer that unsuccessfully challenges a removal eithier in a
hearing under subsection (h) or in court shall pay the State’s reasonable costs and
attorney’s fees incurred in contesting the challenge. [Note: This provision is optional. |

G) [Parallel provisions to (a)-(d) for importers or other persons subject to
penalty under Section 9(j).] :

(k) [Parallel provisions to {a)-{d) for directory licensces.]

0 Each person may provide a name and address to which notices under this
Section and Sections [91, [18] and [20(j)] are to be sent. Notice periods under this
Section run from the date of notice sent to such naine and address or, in the case of a
person that does not provide a name and address, the last known company address.

Sec, [11]. Contraband Product.

Any cigarettes or cigarette inputs sold, possessed, transported, causcd to be
transported or purchased in violation of this Act shall be deemed to be contraband and
shall be subject to seizure and forfeiture to the State. Any cigarettes or cigarette inputs
forfeited to the State under this Section shall be destroyed or used for law enforcement
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purposes and then destroyed. [Note: [fthe state has a general statutory provision on
contraband cigarettes, include the following: “dny cigarettes that are contraband under
this Section shall also be contraband within the meaning of [cross-reference general
state cigarette contraband statute]. ']

Sec. [12]. Roll Your Own Tobacco.

[This will need to be customized for each State depending on how it taxes RYO.
The provisions will need to be sufficient to provide for the application and transposition
of all provisions of this Act other than the stamping requirement to RY O, including the
requirement that NPMs make escrow payments on all RYO sales in the State. and, in the
case of States that tax RYO but do not require stamping of RYO containers, provisions
that transpose the provisions of this Actto RYO on which tax is due.]

Sec. [13]. Regulations.

The [name of State agency] may promulgate rules and regulations necessary and
proper to effect the purposes of or enforce this Act.

Sec. [14]. Severability.
The provisions of this Act shall be severable.
Sec. [15]. Definitions.

[Note: Definitions used only in Optional or Tribal provisions are mandatory only
where the State has enacted the corresponding Optional or Tribal provision.]

() “Brand family” has the meaning set forth in [cross-reference State
complementary legislation definition].

() “Cigarette” means a cigarette within the meaning set forth in 'Lcross’
reference State escrow statute definition] that is subject to federal excise tax." The term
*cigarette™ as used in this Act and [cross-reference State escrow statute definition] shall
follow the interpretation of the term “cigarette™ and “roll your owit™ used by the Alcohol
and Tobacco Tax and Trade Bureau.

() “Cigarette inputs” means any machinery or other component parts
typ:cally used in the manufacture of cigarettes, including, without limitation, tobacco
whether processed or unprocessed, cigarette papers and tubes, cigarette filters or any
component parts intended for use in the making of cigarette filters, and any machinery
typically used in the making of cigarettes.

! Note: this definition would need to be revised in Puerto Rico and the territories as FET is not due

on sales in those jurisdictions.

15
DC: 2862858v3



8/27/10
CONFIDENTIAL
SETTLEMENT DISCUSSIONS ONLY

() References to “days” refer to calendar days unless specified otherwise.

) “Federal retums” mean all federal excise tax returns and all rﬁonthly
operational reports on Alcohol and Tobacco Tax and Trade Bureau Form 5210.5, and all
adjustments, changes and amendments to the foregoing.

()  *Importer” means any person in the United States to whom non-tax-paid
ciparettes manufactured in a foreign country are shipped or consigned; any person who
removes cigarettes for sale or congsumption in the United States from a customs bonded
manufacturing warchouse; and any person who smuggles or otherwise unlawfully brings
cigarettes into the United States,

() “Indian tribe” means any Indian tribe, band, nation, Alaska Native village
or other organized group or community that is recognized as eligible for the special
programs and services provided by the United States to Indians because of their status as
Indians under the laws of the United States,

()  A“knowing or intentional” violation or failure is one where the person
knowingly or intentionally engaged in conduct without a good faith belief that the
conduct was consistent with the provision of this Act at issue. [Note: Srate may use an
existing definition of these terms if the definition is similar.|

() “Manufacturer” means a person that manufactures, fabricates, or
assembles cigarettes,

) “Non-participating manufacturer” means a manufacturer that is not a
participating manufacturer.

() *“Non-participating manufacturer cigarettes” means cigarettes (i) of a
brand family that is not included in the certification of a participating manufacturer under
[cross-reference State complementary legislation] or (ii) that are subject to the escrow
requirement under [cross-reference State escrow statute] because the participating
manufacturer in whose certification the brand family is included is not generally
performing its financial obligations under the Master Settlement Agreement:

()  “Package” means any pack or other container on which a stamp could be
applied consistent with and as required by this Act that contains one or more individual
cigarettes for sale. Nothing in this Act shall alter any other applicable requirement with
respect to the minimum number of cigarettes that may be contained in a pack or other
container of cigarettes. References to “package” do not include a container of multiple
packages. '

() “Participating manufaciure:” has the meaning set forth in [cross-reference
State complementary legislation].

16
DC: 2862858v3



8/27/18
CONFKFIDENTIAL
SETTLEMENT DISCUSSIONS ONLY

) “Person” means any natural person, trustee, company, partnership,
corporation or other legal entity, including any Indian tribe or instrumentality thereof or
any member of an Indian tribe.

Q) “Purchase¢” means any acquisition in any manner or by means for any
consideration. The term inciudes transportmg or receiving product in connection with a
purchase,

() “Qualified Tribal Lands” means any lands both (i} title to which is either
in trust by the United States for the benefit of any Indian tribe or individual or held by
any Indian tribe or individual subject to restriction by the United States agamsi alienation
and (i1} over which an Indian tribe exercises governmental power. :

{)  “Retailer” means a person that sells cigarettes for consumption or use by
the purchaser.

() “Sale” or “sell” means any transfer, exchange or barter in any manner or
by any means for any consideration. The term includes distributing or shipping product
in connection with a sale.

()  References o a sale “in” or “into” a State refer to the State of the
destination point of the product in the sale, without regard to where title was transferred.
References to a sale “from” a State refer to the sale of cigarettes that are located in that
State to the destination in question, without regard to where title was transferred.

() “Sales Entity Affiliate” means an entity that (1) sells cigarettes that it
acquires directly from a manufacturer or importer and (2) is affiliated with that
manufacturer or importer, Entities are affiliated with each other if one directly, or
indirectly through one or more intermediaries, controls or is conizolled by or is under
common control with the other. Unless provided otherwise, references to “manufacturer”
or “importer” include any sales entity affiliate of that manufacturer or importer.

) “Shortfall Amount” means the difference between (1) the full amount of
the deposit required {0 be made by a non-participating manufacturer for a calendar
quarter under Section [5(b)] and (2} the sum of (i) any amounts pre-collected by a
stamping agent and deposited into escrow for that calendar quarter on behalf of the non-
participating manufacturer under Section [16{c)], (ii) the amount deposited into escrow
by the non-participating manufacturer for that calendar quarter under Section [S(b}}, (iii)
any amounts deposited into escrow for that calendar quarter under Section [5(e)] by an
importer on such non-participating manufacturer’s cigarettes, and (iv) any amounts
collected by the State for that calendar quarter under the bond posted by the non-
participating manufacturer under Section [ 7]. The Shortfall Amount, if any, for a non-
participating manufacturer for a calendar quarter shall be caiculated by [State agency)
within 15 days following the date on which the State determines the amount it will collect
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on the bond posted by the non-participating manufacturer as provided in Section [17].
[Note: This definition concerns two optional provisions. If a State enacts one of these
provisions, but not the other, the definition will need to be modified ]

) “Stamping agent” means a manufacturer, importer or wholesz:ﬂer that holds
a valid license under Section [2] of this Act.

()  References to a “State” or this “State” includes all land that is within the
borders of the State, including all Qualified Tribal Lands and any other lands held by or
on behalf of an Indian tribe within that State’s borders. References to sales in, into or
from a State include any sales in, into or from Qualified Tribal Lands or any other lands
held by or on behalf of an Indian tribe within that State’s borders. References to
possession in a State include possession on Qualified Tribal Lands or any other lands
held by or on behalf of an Indian tribe within that State’s borders. Reference to another
“State™ or other “States™ include the District of Columbia, Puerto Rico and the territories
of the United States.

()  “State directory” or “directory” means the directory compiled by the
[name of State agency] under [cross-reference State complementary legislation] or, in the
case of references to another State’s directory, the directory compiled under the similar
law in that other State,

()  “Unstamped cigarettes” means any cigarettes that are not contained in a
package bearing a stamp permitted under Section [4].

()  “Wholesaler” means a person that purchases cigarettes for sale or resale
but does not include any person when and to the extent such person is acting as &
manufacturer, importer, or retailer.

OPTIONAL

Sec. [16]. Additional responsibility for eserow depaosits,

{(a) A stamping agent shall be responsible for escrow deposits required under
[cross-reference State’s escrow statute] and Section [3] in the event it receives notice
from [State agency] that there is a Shortfall Amount with respect to non-participating
manufacturer cigaretics stamped by it.

(b) The liability of a stamping agent for cscrow deposits shall be calculated as
follows: If there is a Shortfall Amount for a non-participating manufacturer for a
calendar quarter, each stamping agent that sold cigareties of that non-participating
manufacturer during the calendar quarter shall deposit into such escrow account as shail
be designated by the State an amount equal to the applicable Shortfall Amount multiplied
by a fraction, the numerator of which is the number of cigarettes of that non-participating
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manufacturer sold in or into the State by the stamping agent during that calendar quarter
and the denominator of which is the total number of cigarettes of that non-participating
manufacturer sold by all stamping agents in or into the State during that calendar quarter.
Provided, that any non-participating manufacturer cigarettes sold in or into the State by a
stamping agent during the calendar quarter on which the stamping agent collected and
deposited the required escrow deposit amount on or before the due date for deposits for
that quarter under Section [5(b)] shail be excluded from both the numerator and the
denominator of the fraction in the immediately preceding sentence. To the extent a
stamping agent makes payments with respect to a Shortfall Amount vnder this
subsection, such stamping agent shall have a claim against the non-participating
manufacturer for such amount.

(c) A stamping agent is authorized to require a non-participating manufacturer
to pre-pay the escrow deposit amount to the stamping agent, for deposit by the stamping
agent on behalf of the non-participating manufacturer into an escrow account designated
by the State, as a condition of the stamping apent’s agreement to purchase cigarettes of
that non-partficipating manufacturer.

Sec. [17]. Bond.

[Note: A State may also enact a bond requirement that is broader than the
Jfollowing if it wanis broader application of Section ILB.2(y) of the MOU.] .

(a) A non-participating manufacturer shall post a bond for the benefit of the
State if (i} its cigarettes were not sold in the State during any one of the four preceding
calendar quarters, (ii) it or any person affiliated with it failed to make a full and timely
escrow deposit due under [cross-reference State’s escrow statute] or Section [5] during
any of the five preceding calendar years, unless the failure was not knowing:or reckless
and was promptly cured upon notice, or (iii) it or any person affiliated with it, or any of
its brands or brands of a person affiliated with it, were removed from the state directory
of any State during any of the five preceding calendar years, unless the removal were
determined to have been erroneous or illegal. Entities are affiliated with each other if one
directly, or indirectly through one or more intermediaries, controls or is controlled by or
is under common control with the other.

(b) The bond shall be posted at least 10 days in advance of each calendar
quarter as a condition to the non-participating manufacturer and its brand families being
included in the state directory for that quarter. The amount of the bond shall be the
greater of (i) the greatest required escrow amount due from the non-participating

manufacturer or its predecessor for any of the 12 preceding calendar quarters or
(i) $25,000.

(c) If a non-participating manufacturer that posted a bond has failed to make
or have made on its behalf deposits equal to the full amount owed for a quarter within 15
days following the due date for the quarter under Section [5(b})], the State may exccute
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upon the bond i the amount equal to any remaining amount of the escrow due. Amounts
the State collects on a bond shall be deposited intp the State treasury and shall reduce the
amount of escrow due from that non-participating manufacturer in the dollar amount
collected. Escrow obligations above the amount collected on the bond remain due from
that non-participating manufacturer and, as provided in Sections [5(e)] and [16], from the
importers and stamping agents that sold its cigarettes during that calendar quarter.

{(d)  The [name of State agency] shall promulgate rules and regulatlons
necessary to implement subsections (a)-(c).

Sec. {18]. Reciprocity.

{(a)  The license of a stamping agent may be subject to termination if its similar
license is terminated in any other state based on acls or omissions that would, if done in
this State, be grounds for license termination under this Section, unless the stamping
agent demonstrates that its termination in the other State was effected without due
process. A stamping agent whose license is terminated under this subsection shall be
eligible for reinstaterment upon the earlier of the date specified by Section 9(f) for the act
or omission ir question or reinstaterent of its license by the other State.

(b) A manufacturer and its brand families may be removed from the State
directory if it is removed from the directory of another State based on acts or omissions
that would, if done in this State, be grounds for removal from the State directory under
this Section or [cross-reference State complementary legislation], unless the manufacturer
demonstrates that its removal from the other State’s directory was effected without due
process. A manufacturer that is removed from the State directory under this subsection
shall be eligible for reinstatement upon the earlier of the date on which it cures the
violation or is reinstated to the directory in the other State.

(c) The applicable procedures under Section 10 shall apply to ter‘ininations

and removals under this Section.

TRIBAL

Sec. [19]. Refunds of State Excise Taxes and Escrow Deposits.

(a) A person that paid taxes applicable under [cross-reference applicable tax
law provisions] on cigarettes sold in an exempt transaction shall be eligibie for a refund
of the taxes paid on those cigarettes. A person that deposited escrow due under [cross-
reference State’s escrow statute] on cigarettes sold in an exempt transaction shall be
eligible for a release of the eserow depoesited on those cigarsties.

()] Only the following cigarette sales are exempt transactions:
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(1) Cigarette sales on a federal installation in a transaction that is
exempt from state taxation under federal law.

(ity  Cigarette sales on an Indian tribe’s Qualified Tribal Lands by a
retail outlet or other entity owned and operated by that tribe or a tribal member for
official tribal use or to a consumer who is an adult enrolied member of that tribe
domiciied on that wribe’s Qualified Tribal Lands.

(¢)  Except as provided in subsection (f), the person seeking a refund of taxes
or release of escrow must submit an application to [mame of State agency] providing
documentation sufficient to demonstrate (i) that the cigarettes were sold in a package
bearing the correct stamp permitted under Section [4] and, as to refund of taxes, that the
stamp was one that required payment of tax, (ii) that the person paid the applicable taxes
or deposited the escrow in question, (iii) that the cigarettes were sold in an exempt
transaction, (iv) as to release of escrow, that the cigarettes were non-participating
manufacturer cigarettes, and (v) that the person has not obtained the refund or release on
the cigarettes previously. The documentation shall inciude, in addition to information
necessary to meet the requirements listed above aud any other information that the [name
of State agency] may reasonably require, documents showing the identity of the seller
and purchaser and the places of shipment and delivery of the cigarettes. The [name of
State agency] shall verify the accuracy and completeness of the required documentation
and information before granting the requested refund. '

{d}  If a mertorious refund claim under subsection (¢) is not paid within 60
days of submission of the required documentation, the refund shall include interest at the
prime rate from the date of submission of the required documentation.

(e) The total number of cigarettes found to be sold in exempt transactions
under subsection (b)(ii) in any year on an Indian tribe’s Qualified Tribal Lands shall not
exceed 14,600 cigarettes times the nimnber of enrolled adult members of that tribe
domiciled on its Qualified Tribal Lands during the preceding calendar year. The [name
of State agency] shall not permit (i) refunds of taxes paid on cigarettes claimed to be sold
in exempt transactions under subsection (b)(ii) on that tribe’s Qualified Tribal Lands in
excess of that total number; or (i) release of escrow deposited on a non-participating
manufacturer’s cigarettes claimed to be sold in exempt transactions under subsection
{b)(i1) on that tribe’s Qualified Tribal Lands in excess of that total number times the
market share percentage of that non-participating manufacturer on that tribe’s Qualified
Tribal Lands during that year.

H As to refunds of taxes, the [name of State agency] and an Indian tribe may
agree upon a refund formula to operate in lieu of application for refunds under subsection
(c). The aggregate refund provided to an Indian tribe under a formula for a year shall not
exceed the lesser of (i) the aggregate tax paid by entities owned and operated by that tribe
or member of that tribe on cigarettes sold in exempt transactions under subsection (b)(ii)
on that tribe’s Qualified Tribal Lands during that year or (i) the aggregate tax due under
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[cross-reference tax law provision applicable to tribal sales on Qualified Tribal Lands] on
the number of cigarettes that would be used during that year by enrolled adult members
of that tribe domiciled on that tribe’s Qualified Tribal Lands during the preceding
calendar year based on the national average smoking incidence for all adults and the
national average annual cigarettes used by an adult smoker, in each case as published
most recently by the Centers for Disease Control. Refunds of taxes under subsection {¢)
shall not be available for cigarettes sold in exempi transactions on the (uaiified Tribal
Lands of an Indian tribe that agrees upon a refund formula under this subsection.

(g)  Asto release of escrow, the [name of State agency] and an Indian tribe
may agree upon a refund formula to operate in lieu of application for releases under
subsection {c) if the formula meets the requirements of this subsection. The formula shall
assign to the tribe credits for release of escrow that the tribe may allocate among non-
participating manufacturcrs that sold cigarettes on that tribe’s Qualified Tribal Lands
during that year. The aggregate credits provided to an Indian tribe under a formula for a
year shall not exceed the agpregate escrow deposit due under [cross-reference State’s
escrow statute] on the number of non-participating manufacturer cigarettes represented
by the product of (i) the number of cigarettes that would be used during that year by
enrolled adult members of that tribe domiciled on that tribe’s Qualified Tribal Lands
during the prior calendar year based on the national average smoking incidence for all
adults and the national average annual cigarettes used by an adult smoker, in each case as
published most recently by the Centers for Disease Control, times (ii) the aggregate
natjonal market share percentage of non-participating manufacturers for the preceding
calendar year, as determined by the [independent auditor under the master settlement
agreement/Data Clearinghouse]. A non-participating manufacturer allocated a credit by
an Indian tribe under a formula shall be entitled 1o a release of escrow deposited by it or
on its behalf for cigarette sales in or into the State during that year in the amount of the
credit, provided that no non-participating manufacturer shall be entitled to a release in
excess of the total escrow deposited by it or on its behalf for cigarette sales in or into the
State during that year. Releases of escrow under subsection (c) shall not be available for
cigarettes sold in exempt transactions on the Qualified Tribal Lands of an Indlan tribe
that agrees upon a refund formula under this subsection.

(h) In order for an Indian tribe, entities owned and operated by that tribe or a
member of that tribe, or persons doing business with that tribe or such entities to be
eniitled to a refund of taxes or release of escrow under this Section for cigarettes sold on
that tribe’s Qualified Tribal Lands during a year, the tribe shall provide documentation to
the [name of State agency] by April 15 of that year sufficient to demonstrate the number
of enrolled adult members of that tribe domiciled on its Qualified Tribal Lands during the
preceding calendar year. The [name of State agency] shall verify the accuracy and
completeness of the required documentation and information before granting the refunds
or releases, For purposes of this subsection and subsections (e)-(g), a tribal member
domiciled on Qualified Tribal Lands for part of a year counts as a fraction reflecting the
portion of the year domiciled on those Lands. A formula under subsection (f) or (g) shall
incorporate and be subject to the provisions of this subsection.
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(i) Amounts the State collects on a bond under [cross-reference bond section]
shall not be subject to release under this Section. References in this section to escrow
deposited by a non-participating manufacturer or other person shall not 1nclude amounts
collected by the State on a bond. ;

) The [name of State agency] shall promuligate rules and regulations
necessary to implement this Section.

Sec. [20]. Effect of certain violations.

(a) The [name of State agency] shall list on its website any person that both (i)
claims not to be subject, or holds itself out as not subject, to enforcement of any provision
of this Act by reason of lack of jurisdiction of the State or sovereign immunity and (ii)
the [name of State agency] has a reasonable basis to believe has not fully complied with
any provision of this Act. The [name of State agency] shall promptly publish and
regularly update the list of such persons on its website. '

(b}  The [name of State agency] shall not include on the list any person
described in subsection (a) that submits an enforceable certification in accordance with
rules or regulations to be promulgated by [name of State agency] that such person will
not assert that it is not subject to enforcement of any provision of this Act based on an
asserted lack of State jurisdiction or claim of sovereign immunity.

{c)  Exceptas provided in subsection (d), it shall be unlawful for any person to
sel] cigarettes or cigarette inputs to, or purchase cigarettes from, any person that is on the
list described in subsection {a). A supplier of cigarette inputs may obtain advance
approval from [name of State agency] to sell inputs to a person on the list if the supplier
demonstrates that the input will not be used for the manufacturing of cigarettes.

{d)  Notwithstanding subsection (c¢), a person may sell cigarettes to, or
purchase cigarettes from, persons on the list if the manufacturer and brand of such
cigarettes is on the State directory and, prior to the sale or purchase, a stamping agent that
is not on the list affixed a tax stamp permitted under Section [4] to the package
containing such cigarettes.

() [t shall be unlawful for any person that is on the list described in
subsection (a} to sell, transport or cause to be transported cigarettes in or into this State
unless (i} the manufacturer and brand of such cigarettes is on the State directory and (if)
prior to the sale or transport, a stamping agent that is not on the list affixed a tax stamp
permitted under Section [4] to the package containing such cigarettes.

() The [name of State agency] shall provide a notice to any person that it
determines should be placed on the list described in subsection (a). The notice shall siaie
the grounds for the listing and inform the person that, except as provided in subsection
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(g), it will be placed on the lst 30 days following the date of the notice.

[Note: As to subsections (f)-(h), States may use provisions of their existing
administrative procedure act or similar process laws or regulations so long as they are
comparable to, and not substantially more favorable to the listed person than, the
corresponding provision in subsections (f)-(h).]

(g)  During the 30 days following the date of the notice, the person may (i)
submit the certification described in subsection (b) or (ii} submit documentation to the
[name of State agency} demonstrating that its determination described in the notice was
incorrect. Unless the [name of State agency] determines that the person has satisfied
either (i) or (ii), it shall be placed on the list 30 days following the date of the notice.

(h)y A person that is placed on the list shall have an opportunity for a hearing
before [name of State agency] within 30 days. The {name of State agency] shall remove
the person from the list if it determines that the person has demonstrated that its inclusion
on the list was not proper under this Section.

(6] A person that unsuccessfully challenges being placed on the list either in a
hearing under subsection (h) or in court shall pay the State’s reasonable costs and
attorney’s fees incurred in contesting the challenge. [Nore: This provision is optional. ]

)] If for any reason during the period from 30 days after the date of the
notice until a final judgment, a person’s placement on the list described in subsection (a)
is stayed or suspended, then the [name of State agency] shall promptly remove that
person from the list during the time of the stay or suspension, but shall note the fact of the
Stay on that list and shall send notice of the stay to all persons described in Section [9(d)].
Any person that sells cigarettes or cigarette inputs to, or purchases cigarettes from, that
person after the earlier of receiving notice of the stay of listing or 10 days after the fact of
the stay was noted on the list, shall be jointly and severally liable for any taxes applicable
to such cigarettes under [cross-reference applicable tax law provisions] and for any
gscrow due on such cigarettes under [cross-reference State’s escrow statute] during the
period of the stay if the stay is subsequently lifted and the placement on the list
reinstated. :

Sec. [21]. Compacts,
Neither the State nor any agency or department thercof shall enter into any future

agreement, compact or treaty with any [ndian tribe that is inconsistent with the provisions
of this Act.
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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 2013 A Bonds.

Very truly yours,
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