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Maturity Date 
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Principal 
Amount 
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Rate 

 
 

Yield 

 
 

CUSIP† 

2017 $350,000 4% 1.16% 162564AU2 
2018 350,000 4% 1.51% 162564AV0 
2019 400,000 5% 1.87% 162564AW8 
2020 450,000 5% 2.15% 162564AX6 

 

$33,215,000 Turbo Term Bonds 

$2,700,000 3 ⅛% Series 2014 Turbo Term Bonds due June 1, 2022; Price: 100%; CUSIP† 162564AY4; 
First Optional Redemption Date: June 1, 2015 

Expected Final Turbo Redemption Payment Date: June 1, 2019** 
Projected Average Life: 2.573 years* 

$4,470,000 5% Series 2014 Turbo Term Bonds due June 1, 2029; Yield: 3.50%*; CUSIP† 162564AZ1; 
First Optional Redemption Date: June 1, 2019 

Expected Final Turbo Redemption Payment Date: June 1, 2024** 
Projected Average Life: 7.503 years** 

$5,650,000 5% Series 2014 Turbo Term Bonds due June 1, 2034; Yield: 4.25%*; CUSIP† 162564BC1; 
First Optional Redemption Date: June 1, 2024 

Expected Final Turbo Redemption Payment Date: June 1, 2028** 
Projected Average Life: 11.578 years** 

$6,390,000 4 ¾% Series 2014 Turbo Term Bonds due June 1, 2039; Yield: 5.00%; CUSIP† 162564BA5; 
First Optional Redemption Date: June 1, 2024 

Expected Final Turbo Redemption Payment Date: June 1, 2032** 
Projected Average Life: 15.483 years** 

$14,005,000 5% Series 2014 Turbo Term Bonds due June 1, 2048; Yield: 5.25%; CUSIP† 162564BB3; 
First Optional Redemption Date: June 1, 2024 

Expected Final Turbo Redemption Payment Date: June 1, 2037** 
Projected Average Life: 20.535 years** 

                                                      
 

* Priced at the stated yield to the first optional redemption date for each respective maturity at a redemption price of 100%. See “THE 
SERIES 2014 SENIOR BONDS — Redemption Provisions” herein. 

** Assumes Turbo Redemptions from Turbo Account and TSRs reflecting IHS Global Consumption Forecast base case. 
† Copyright, American Bankers Association.  CUSIP data herein are provided by Standard & Poor’s CUSIP Service Bureau, a division of 

McGraw-Hill Financial, Inc. The CUSIP numbers listed above are being provided solely for the convenience of Bondholders only at the 
time of issuance of the Series 2014 Senior Bonds.  Neither the Corporation nor the Underwriter makes any representation with respect to 
such numbers or undertakes any responsibility for their accuracy now or at any time in the future.  The CUSIP number for a specific 
maturity is subject to being changed after the issuance of the Series 2014 Senior Bonds as a result of various subsequent actions including, 
but not limited to, a refunding in whole or in part of such maturity 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 2014 Senior Bonds. 
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Certain persons 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 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 County or the 
Underwriter.  This Offering Circular does not constitute an offer to sell or a solicitation of an offer to buy 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 
or solicitation. 

There is currently a limited secondary market for securities such as the Series 2014 Senior Bonds payable from 
tobacco settlement payments made under the MSA.  There can be no assurance that a secondary market for the Series 
2014 Senior Bonds will develop, or if one develops, that it will provide Bondholders with liquidity or that it will continue 
for the life of the Series 2014 Senior Bonds. 

This Offering Circular has been prepared by the Corporation and contains information furnished by IHS Global and 
other sources, all of which the Corporation believes to be reliable.  The information concerning the 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 the tobacco industry have not provided any information to the Corporation for use in connection with this 
offering.  In certain cases, tobacco industry information set forth herein (such as market share data) may be derived from 
inconsistent sources.  The Corporation has no independent knowledge of any facts indicating that the information contained 
under the caption “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY” is inaccurate in 
any material respect, but has not independently verified this information and cannot and does not warrant the accuracy or 
completeness of this information.  The information contained under the caption “IHS GLOBAL REPORT” and in the IHS 
Global Report attached as Appendix D to this Offering Circular has been included in reliance upon IHS Global as an expert in 
econometric forecasting, and has not been independently verified for accuracy or for appropriateness of assumptions, although 
the Corporation has no independent knowledge that the information is inaccurate. 

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 shall, under any circumstances, create any implication that there 
has been no change in the affairs of the Corporation or the matters covered by the IHS Global Report attached as Appendix D, 
or under the caption “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY” in 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 included herein 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 person. 

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 TSRs (see “RISK FACTORS,” 
“LEGAL CONSIDERATIONS” and “SUMMARY OF THE 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 County, IHS Global or the Underwriter that 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 Indenture, the Purchase and Sale Agreement and the Continuing Disclosure 
Undertaking do not purport to be complete. Refer to the Indenture, the Purchase and Sale Agreement and the Continuing 
Disclosure Undertaking for full and complete details of their provisions.  Copies of the Indenture, the Purchase and Sale 
Agreement and the Continuing Disclosure Undertaking 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. 

If and when included in this Offering Circular, the words “expects,” “forecasts,” “projects,” “intends,” “anticipates,” 
“estimates” and “assumes” and analogous expressions are intended to identify forward-looking statements.  Any such forward-
looking 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 
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governmental regulations, litigation and various other events, conditions and circumstances, all 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 Underwriter has provided the following sentence for inclusion in this Offering Circular:  The Underwriter has 
reviewed the information in this Offering Circular in accordance with, and as part of, its responsibilities to investors under the 
federal securities laws as applied to the facts and circumstances of this transaction, but the Underwriter does not guarantee the 
accuracy or completeness of such information. 

The proposed securities transactions described herein will be made on the basis of exemptions from 
registration provided in the Securities Act of 1933, as amended. 

The Series 2014 Senior 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 has any of the foregoing 
passed upon the accuracy or adequacy of this Offering Circular.  Any representation to the contrary is a criminal 
offense. 
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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 2014 Senior 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 E — “DEFINITIONS AND SUMMARIES OF THE TRANSACTION DOCUMENTS – 
Definitions.”  For locations of definitions of certain terms used herein, see the “Index of Defined Terms.” 

Overview .................................... The Chautauqua Tobacco Asset Securitization Corporation (the 
“Corporation”) is issuing $34,765,000 aggregate principal amount of its 
Tobacco Settlement Asset-Backed Bonds, Series 2014 (the “Series 2014 
Senior Bonds”). 

The Series 2014 Senior Bonds are to be issued by the Corporation 
pursuant to an Indenture between the Corporation and Manufacturers and 
Traders Trust Company, as trustee (the “Trustee”), dated as of 
September 1, 2000 (the “Original Indenture”), as amended as of 
November 1, 2005, and as further amended as of October 9, 2014, and 
the Series 2014 Supplement between the Corporation and the Trustee, 
dated as of October 9, 2014 (as so amended and supplemented, the 
“Indenture”).  The Series 2014 Senior Bonds are also being issued in 
accordance with a certain Consent and Waiver and related Purchase 
Agreement, Consent and Release, each dated as of October 8, 2014 
(collectively, the “Consent and Waiver”), which evidence the 
agreement of the Corporation, the holders of all of the outstanding 
NYCTT V Bonds (as defined below) and Manufacturers and Traders 
Trust Company, in its capacities as Trustee and the trustee for the 
NYCTT V Bonds, to the issuance of the Series 2014 Senior Bonds and 
the use of the proceeds thereof in the manner described herein 
notwithstanding any restrictions to the contrary contained in the Series 
2005 Supplemental Indenture (as defined below).   

The Series 2014 Senior Bonds are being issued to (i) currently refund all 
of the Corporation’s Tobacco Settlement Revenue Bonds, Series 2000 
(the “Series 2000 Bonds”), currently outstanding in the aggregate 
principal amount of $27,545,000, (ii) acquire by negotiated purchase all 
of the $5,617,4401 initial principal amount of outstanding New York 
Counties Tobacco Trust V Tobacco Settlement Pass-Through Bonds, 
Series 2005 S4B attributable to the Corporation (collectively, the 
“NYCTT V/CTASC S4B Bonds”), for the purpose of cancellation, (iii) 
cancel the related bond RS4B-1 of the Corporation’s Series 2005 
Subordinate Bonds (as defined below), (iv) fund a payment to the owner 
of the Residual Certificate (as defined herein) in an amount not to exceed 
$600,000 in order to provide the County with funds for capital purposes, 
and (v) pay the costs of issuance of the Series 2014 Senior Bonds.   

                                                      
1 Issued as capital appreciation bonds, and will be acquired at a price representing a negotiated percentage of the accreted value 
as of the Closing Date (as defined herein). 
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The Series 2014 Senior Bonds, together with any additional bonds issued 
under the Indenture on a parity therewith, are collectively referred to 
herein as the “Senior Bonds.”  After issuance of the Series 2014 Senior 
Bonds and concurrent defeasance of the Series 2000 Bonds, the only 
Senior Bonds outstanding will be the Series 2014 Senior Bonds. The 
Senior Bonds and any subordinate obligations issued under the Indenture 
(“Subordinate Bonds”) are collectively referred to herein as the 
“Bonds.”   

In 2005 the Corporation issued its Tobacco Settlement Asset-Backed 
Bonds, Series 2005 S2 (Subordinate Turbo CABs), Series 2005 S3 
(Subordinate Turbo CABs), and Series 2005 S4B (Subordinate Turbo 
CABs) (collectively, the “Series 2005 Subordinate Bonds”) pursuant to 
the Indenture and the Series 2005 Supplemental Bond Indenture, dated as 
of November 1, 2005, as amended, by and between the Corporation and 
the Trustee (the “Series 2005 Supplemental Indenture”).  The Series 
2005 Subordinate Bonds were issued to secure a like amount of New 
York Counties Tobacco Trust V’s Tobacco Settlement Pass-Through 
Bonds, Series 2005 (the “NYCTT V Bonds”) (which include the 
NYCTT V/CTASC S4B Bonds).  The Series 2005 Subordinate Bonds 
are Subordinate Bonds under the Indenture and, as such, are subordinated 
in right of payment to principal, premium, if any, and interest payments 
on the Series 2014 Senior Bonds.  As a result of the Consent and Waiver 
and the turbo structure of the Series 2014 Senior Bonds, for so long as 
any Series 2014 Senior Bonds are Outstanding, no Revenues will be 
applied to the payment of debt service on the Series 2005 Subordinate 
Bonds or to a payment under the Residual Certificate (as defined herein). 
There are no Subordinate Bonds of the Corporation outstanding other 
than the Series 2005 Subordinate Bonds.   

The Series 2000 Bonds were issued by the Corporation to finance the 
Corporation’s purchase of the “Tobacco Assets” from Chautauqua 
County, New York (the “County”), which consist of all right, title and 
interest of the County under the MSA and Consent Decree (each such 
term as defined below) following such purchase, pursuant to the 
Purchase and Sale Agreement, dated as of September 1, 2000 (the 
“Purchase and Sale Agreement”), between the County and the 
Corporation.   

The Master Settlement Agreement (the “MSA”) was entered into by 
participating cigarette manufacturers, 46 states (including the State) and 
six other U.S. jurisdictions in November 1998 to settle certain smoking-
related litigation.  The Consent Decree and Final Judgment, entered in 
New York State Supreme Court for New York County in December 
1998 (the “Consent Decree”), allocates to the County 0.308% of the 
State of New York’s (the “State”) share of the Initial Payments and 
Annual Payments (as such terms are defined below) required to be made 
by the PMs (as defined below) under the MSA, as described further 
below.  The Initial Payments (all of which have been paid) and Annual 
Payments payable to the Corporation pursuant to the MSA, Consent 
Decree and Purchase and Sale Agreement are referred to herein as the 
“TSRs”. 
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The Series 2014 Senior Bonds are special limited obligations of the 
Corporation payable from the TSRs and other Revenues.  The Series 
2014 Senior Bonds shall not be a debt of the County or the State nor 
shall the County or the State be liable thereon. The Corporation 
shall not have the power to pledge the credit, the revenues or the 
taxing power of the County or the State, and none of the credit, the 
revenues or the taxing power of the County or the State shall be, or 
shall be deemed to be, pledged to the payment of any of the Series 
2014 Senior Bonds.  The Corporation has no taxing power. 

The Corporation ......................... The Corporation is a special purpose, bankruptcy-remote local 
development corporation organized by the County and incorporated 
under the provisions of Section 1411 of the New York State Not-For-
Profit Corporation Law (the “Act”).  The Corporation is an 
instrumentality of, but separate and apart from, the County.  The 
Corporation has no taxing power.   

Sale of Tobacco Assets .............. Pursuant to the Purchase and Sale Agreement, the County sold the 
Tobacco Assets to the Corporation.  The Corporation has assigned and 
pledged all of its rights and interest in the Tobacco Assets, which 
constitute the TSRs, to the Trustee pursuant to the Indenture.  Pursuant to 
the Purchase and Sale Agreement, the County has directed the State to 
instruct the MSA Escrow Agent to pay the TSRs directly to the Trustee.  
Such direction is irrevocable until the Bonds have been repaid.  See 
Appendix E — “DEFINITIONS AND SUMMARIES OF THE 
TRANSACTION DOCUMENTS – The Purchase and Sale Agreement.”   

Securities Offered ...................... The Series 2014 Senior Bonds will be issued pursuant to the Indenture.  
It is expected that the Series 2014 Senior Bonds will be delivered in 
book-entry form on or about November 6, 2014 (the “Closing Date”) 
through the facilities of The Depository Trust Company, New York, New 
York (“DTC”).  Individual purchases of beneficial ownership interests 
may be made in the principal amount of $5,000 or any integral multiple 
thereof.  Beneficial Owners of the Series 2014 Senior Bonds will not 
receive physical delivery of bond certificates.  See “THE SERIES 2014 
SENIOR BONDS — Book-Entry Only System.” 

Security for the Bonds ............... The Bonds, including the Series 2014 Senior Bonds, are limited 
obligations of the Corporation secured by and payable solely from (a) the 
TSRs, Lump Sum Payments (as defined herein) and all aid, rents, fees, 
charges, payments, investment earnings and other income and receipts 
(including bond proceeds other than refunding bond proceeds but only to 
the extent deposited in an Account) paid to the Corporation or the 
Trustee for the account of the Corporation or the Bondholders (the 
“Revenues”) (Revenues deposited in the Collection Account or the Debt 
Service Account are referred to herein as “Collections”), (b) all rights to 
receive the Revenues and the proceeds of such rights, (c) all Accounts 
and assets thereof, including money, contract rights, general intangibles 
or other personal property, held by the Trustee under the Indenture, (d) 
subject to the following sentence, all rights and interest of the 
Corporation under the Purchase and Sale Agreement, including the 
representations, warranties and covenants of the County therein, the 
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Tobacco Assets and payments in respect of Tobacco Assets and (e) any 
and all other property of every kind and nature from time to time, by 
delivery or by writing of any kind, conveyed, pledged, assigned or 
transferred as and for additional security under the Indenture 
(collectively, the “Trust Estate”).  The assignment and pledge of the 
Trust Estate under the Indenture does not include: (i) the rights of the 
Corporation pursuant to provisions for consent or other action by the 
Corporation, notice to the Corporation, indemnity or the filing of 
documents with the Corporation, or otherwise for its benefit and not for 
that of the Bondholders, (ii) any right or power reserved to the 
Corporation pursuant to the Act or other law or (iii) the provisions of the 
Purchase and Sale Agreement limiting the County’s use of the purchase 
price of the Series 2000 Bonds; in addition, the assignment and pledge 
under the Indenture does not preclude the Corporation’s enforcement of 
its rights under and pursuant to the Purchase and Sale Agreement for the 
benefit of the Bondholders and the owner of the Residual Certificate as 
provided in the Indenture. 

Debt Service  
Reserve Account ........................ One of the accounts held under the Indenture is the “Debt Service 

Reserve Account”.  For the Series 2014 Senior Bonds, the Corporation 
is required to maintain a balance in the Debt Service Reserve Account, to 
the extent of available Collections, equal to $2,224,462.501 (the “Debt 
Service Reserve Requirement”).  Amounts on deposit in the Debt 
Service Reserve Account will be available to pay principal and interest 
on the Series 2014 Senior Bonds and Extraordinary Payments (as defined 
herein), to the extent Collections are insufficient for such purposes. As 
described herein, subject to the provisions of the Indenture regarding 
application of Collections, amounts in the Debt Service Reserve Account 
in excess of the Debt Service Reserve Requirement will be transferred to 
the Collection Account. Other than amounts in excess of the Debt 
Service Reserve Requirement and other than after the occurrence of an 
Event of Default, amounts withdrawn from the Debt Service Reserve 
Account will be replenished from Collections as described herein.     

The Debt Service Reserve Account will be fully funded on the date of 
issuance of the Series 2014 Senior Bonds.  

Covenants ................................... The Corporation and the County have made certain covenants for the 
benefit of the Bondholders.  The Corporation has covenanted in the 
Indenture that it shall not take any action or inaction, or fail to take any 
action, or permit any action to be taken on its behalf or cause or permit 
any circumstances within its control to arise or continue, if any such 
action or inaction would adversely affect the exclusion from gross 
income for federal income tax purposes of the interest on the Bonds 
under Section 103 of the Internal Revenue Code of 1986, as amended 

                                                      
1 The Debt Service Reserve Requirement equals hypothetical maximum annual debt service on the Series 2014 Senior Bonds 

assuming principal amortization reflecting Turbo Term Bond Structuring Amounts.  See “BOND STRUCTURING 
METHODOLOGY AND PROJECTED PERFORMANCES — Principal Amortization Assuming Turbo Bond Structuring 
Amounts – Table 1”. 
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(the “Code”).  The County has covenanted in the Purchase and Sale 
Agreement to, among other things, take all actions as may be required by 
law fully to preserve, maintain, defend, protect and confirm the interest 
of the Corporation and the interests of the Trustee on behalf of the 
Bondholders in the Tobacco Assets and the proceeds thereof; not take 
any action that will adversely affect the Corporation’s ability to receive 
payments made under the MSA and the Consent Decree; not limit or 
alter the rights of the Corporation to fulfill the terms of its agreements 
with Bondholders or in any way impair the rights and remedies of the 
Bondholders or the security for Bonds until the Bonds, together with the 
interest due thereon or payable in respect thereof and all costs and 
expenses in connection with any action or proceeding by or on behalf of 
such Bondholders, are fully met and discharged; and not take any action, 
and use its best reasonable efforts not to permit any action to be taken by 
others, that would release any person from or result in a modification of 
any of such person’s covenants or obligations under the Consent Decree 
and the MSA or that would result in the amendment, hypothecation, 
subordination, termination or discharge of, or impair the validity or 
effectiveness of, the Consent Decree or the MSA or otherwise materially 
adversely affect the interests of the Corporation therein, nor, without the 
prior written consent of the Corporation and the Trustee on behalf of the 
Bondholders, amend, modify, terminate, waive or surrender, or agree to 
any amendment, modification, termination, waiver or surrender of, the 
terms of the Consent Decree, the MSA or the Purchase and Sale 
Agreement, or waive timely performance or observance under such 
documents, in each case if the effect thereof would be materially adverse 
to the Corporation or the Bondholders.  The Corporation has assigned the 
covenants of the County to the Trustee for the benefit of the 
Bondholders.  See Appendix E — “DEFINITIONS AND SUMMARIES 
OF THE TRANSACTION DOCUMENTS – The Indenture” for a 
summary of the covenants made by the Corporation and “ –  The 
Purchase and Sale Agreement” for a summary of the covenants made by 
the County. 

Master Settlement Agreement .... The MSA was entered into on November 23, 1998, among the attorneys 
general of 46 states (including the State), the District of Columbia, the 
Commonwealth of Puerto Rico, Guam, the U.S. Virgin Islands, 
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 
(“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, 
which occurred on June 30, 2004.  References herein to the “Original 
Participating Manufacturers” or “OPMs” mean, 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.  On July 15, 2014 
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Reynolds American and Lorillard, Inc. (the parent company of Lorillard) 
entered into an agreement for a merger, which such companies expect to 
occur in the first half of 2015.  See “CERTAIN INFORMATION 
RELATING TO THE DOMESTIC TOBACCO INDUSTRY — Industry 
Overview” herein. 

The MSA resolved cigarette smoking-related litigation among the 
Settling States and the OPMs, 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.  The MSA also 
provides for the imposition of certain tobacco advertising and marketing 
restrictions, among other things.  Neither the County nor the Corporation 
is a party to the MSA. 

The MSA is an industry-wide settlement of litigation between the 
Settling States and the Participating Manufacturers (as defined below).  
The MSA provides for 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.” 

“Final Approval” of the MSA occurred on November 12, 1999, when 
80% of the Settling States by number and dollar volume achieved State-
Specific Finality. 

New York Consent Decree ........ Under the MSA, the State is entitled to 12.7620310% of the Initial 
Payments and Annual Payments (as defined below) made by PMs under 
the MSA.  The Consent Decree allocates 0.308% of the State’s share of 
the Initial Payments and Annual Payments to the County, and the 
remainder among the State, The City of New York (the “City”), and all 
other counties within the State.  The County sold all of its right, title and 
interest under the MSA and the Consent Decree to the Corporation 
pursuant to the Purchase and Sale Agreement. As a result, the 
Corporation is entitled to receive approximately 0.039307055% of Initial 
Payments (all of which have been made) and Annual Payments made by 
the PMs under the MSA following the date of the Purchase and Sale 
Agreement.  The monies to which the County is entitled are paid directly 
by the MSA Escrow Agent (as defined herein) to the Trustee and do not 
pass through the County. 

Under the Consent Decree, the State is entitled to receive Strategic 
Contribution Payments (as defined below).  The County does not have an 
interest in the Strategic Contribution Payments; accordingly, such 
payments are not part of the TSRs pledged to the Corporation and are not 
discussed in detail herein.  
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The Consent Decree became final on August 17, 1999 and is not subject 
to further appeal. As a result, the State has achieved State-Specific 
Finality (as defined herein) under the MSA. See “NEW YORK 
CONSENT DECREE” herein for a summary of the Consent Decree and 
Appendix B attached hereto for a copy of the Consent Decree.   

MSA Payments .......................... Under the MSA, the OPMs are required to pay to the Settling States (1) 
five initial payments, all of which have been paid (the “Initial 
Payments”); (2) annual payments required to be made on each April 15, 
commencing April 15, 2000 and continuing in perpetuity (of which the 
April 15, 2000 through April 15, 2014 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  

  
and (3) ten annual payments of $861 million each (subject to adjustment 
as described herein) required to be made on each April 15, commencing 
April 15, 2008 and continuing through April 15, 2017, of which the April 
15, 2008 through April 15, 2014 payments have already been paid (the 
“Strategic Contribution Payments”).  Strategic Contribution Payments 
are not allocated to the County under the Consent Decree and therefore 
are not available to the Corporation and are not included in the TSRs. 

Under the MSA, each OPM is required to pay an allocable portion of 
each Annual Payment based on its relative market share (as determined 
in accordance with the MSA, “Relative Market Share”) of cigarettes 
shipped in the United States by the OPMs during the preceding calendar 
year.  Each SPM has Annual 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”). 

As reported by the National Association of Attorneys General 
(“NAAG”), based upon OPM shipments reported to Management 
Science Associates, Inc., an independent third-party database 
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management organization that collects wholesale shipment data 
(“MSAI”), the OPMs accounted for approximately 85.20%1 of the U.S. 
domestic cigarette market in payment year 2014 (sales year 2013), based 
upon shipments and measuring roll-your-own cigarettes at 0.09 ounces 
per cigarette conversion rate, or approximately 84.95% measuring roll-
your-own cigarettes at 0.0325 ounces per cigarette conversion rate. 

Also as reported by NAAG, based upon shipments reported to MSAI, the 
SPMs accounted for approximately 8.43% of the U.S. domestic cigarette 
market in payment year 2014 (sales year 2013), based upon shipments 
and measuring roll-your-own cigarettes at 0.09 ounces per cigarette 
conversion rate, or approximately 8.70% measuring roll-your-own 
cigarettes at 0.0325 ounces per cigarette conversion rate. 

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 MSA 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 
parties entitled thereto.   

Payments under the MSA are subject to various adjustments, offsets and 
recalculations, including the NPM Adjustment, as described herein.  On 
September 11, 2013, a panel arbitrating the 2003 NPM Adjustment 
claims determined that the State is not subject to the 2003 NPM 
Adjustment because the State diligently enforced its Qualifying Statute 
(defined herein) in 2003.  No assurance can be given as to whether the 
State will be subject to NPM Adjustments for sales years subsequent to 
2003. 

See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT.” 

Industry Overview ..................... The three OPMs – Philip Morris, Reynolds American and Lorillard – are 
the largest manufacturers of cigarettes in the United States (based on 
2013 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.” 

Cigarette Consumption .............. As described in the IHS Global Report (as defined below), domestic 
cigarette consumption grew dramatically in the 20th century, reaching a 
peak of 640 billion cigarettes in 1981.  Consumption declined in the 
1980s, 1990s and 2000s, falling to 400 billion cigarettes in 2003 and 274 
billion cigarettes in 2013.  See “IHS GLOBAL CONSUMPTION 

                                                      
1 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 “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY.”  The aggregate market share 
information for 2013 from NAAG used in the Revenue Projection Assumptions may differ materially in the future from the 
market share information used by the MSA Auditor in calculating the adjustments to Annual Payments in future years.  See 
“SUMMARY OF REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS” and “SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT — Adjustments to Payments.” 
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REPORT” and Appendix D — “IHS GLOBAL REPORT” attached 
hereto. 

IHS Global Report ..................... IHS Global Inc. (“IHS Global”), formerly known as DRI•WEFA, Inc., 
has prepared a report dated October 29, 2014 on the consumption of 
cigarettes in the United States from 2014 through 2048 entitled, “A 
Forecast of U.S. Cigarette Consumption (2014-2048) for the Chautauqua 
Tobacco Asset Securitization Corporation” (the “IHS Global Report”).  
IHS Global is an internationally recognized econometric and consulting 
firm of over 300 economists and is a part of IHS Inc., a global 
information company with over 1,000 researchers, analysts, and 
economists in more than 30 countries. 

IHS Global has developed a cigarette consumption model based on 
historical United States data between 1965 and 2013.  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 empirical model of adult per 
capita cigarette consumption in the U.S. (real cigarette prices, real per 
capita disposable personal income, the impact of 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 
resulted in IHS Global’s projection of the average annual rate of decline 
in U.S. cigarette consumption from 2013 through 2048 to be 3.0% and of 
total consumption in 2048 to be 95.4 billion cigarettes (a 65% decline 
from the 2013 level).  The projections and forecasts regarding future 
cigarette consumption included in the IHS Global Report 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 projections and forecasts. See 
“IHS GLOBAL CONSUMPTION REPORT” herein and Appendix D — 
“IHS GLOBAL REPORT” attached hereto.  See also “SUMMARY OF 
REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS.” 

Flow of Funds ............................ Pursuant to the Purchase and Sale Agreement, the County has directed 
the State to instruct the MSA Escrow Agent to disburse the amounts 
constituting the TSRs from the New York State-Specific Account 
directly to the Trustee.  Promptly (and in no event later than two 
Business Days) after receipt, the Trustee will deposit all such amounts in 
an account established and maintained by the Trustee under the Indenture 
(the “Collection Account”).  As soon as possible, but in any event not 
later than the earlier of (a) the Payment Date following each deposit of 
Revenues to the Collection Account, or (b) five Business Days following 
each such deposit, the Trustee will withdraw Collections on deposit in 
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the Collection Account (to the extent such Collections are in excess of 
amounts required to pay the Trustee fees and expenses for the current 
Fiscal Year) and transfer such amounts to the parties and Accounts and 
in the order of priority set forth in the Indenture, as described herein.  On 
each Payment Date, the Trustee will apply amounts in such Accounts in 
the order of priority set forth in the Indenture.  Transfers and applications 
of amounts following the occurrence and during the continuance of an 
Event of Default are as specified in the Indenture, as described herein.   

As a result of the Consent and Waiver and the turbo structure of the 
Series 2014 Turbo Term Bonds, for so long as any Series 2014 Senior 
Bonds are Outstanding, no Revenues will be applied to the payment of 
debt service on the Series 2005 Subordinate Bonds or to a payment under 
the Residual Certificate.   

See “SECURITY — Application of Revenues” herein.  The following 
diagram depicts the flow of TSRs in accordance with the MSA, the 
Consent Decree and the Indenture (following the redemption of the 
Series 2000 Bonds).   

 

(Remainder of Page Intentionally Left Blank) 
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Additional Bonds ....................... Under the Original Indenture additional bonds may be issued as Senior 
Bonds on a parity with the Series 2014 Senior Bonds provided that (a) a 
Rating Confirmation is obtained with respect to Outstanding Senior 
Bonds, (b) the Debt Service Reserve Fund is funded at the Debt Service 
Reserve Requirement taking into account the additional bonds, and (c) at 
the time of the issuance of the additional bonds, no Event of Default has 
occurred and is continuing.  The Original Indenture does not restrict the 
issuance of Subordinate Bonds.  

However, for so long as there are any Series 2005 Subordinate Bonds 
Outstanding, the Series 2005 Supplemental Indenture limits the 
Corporation’s ability to issue additional bonds under the Original 
Indenture.  In the absence of a waiver similar to the Consent and Waiver 
obtained with respect to the issuance of the Series 2014 Senior Bonds, 
the Corporation may issue additional bonds under the Indenture only 
upon satisfaction of the following conditions:  (i) a Rating Confirmation 
is obtained with respect to any rated NYCTT V Bonds corresponding to 
the Outstanding Series 2005 Subordinate Bonds; and (ii) the additional 
bonds are issued (A) as bonds subordinate to all of the Series 2005 
Subordinate Bonds and Senior Bonds then Outstanding, or (B) to refund 
some or all of the Senior Bonds (upon the terms and conditions set forth 
in the Indenture) or Series 2005 Subordinate Bonds Outstanding, where 
(1) the debt service on the proposed refunding Bonds will be less than or 
equal to the debt service on the refunded Bonds in all years in which 
refunded Bonds debt service is payable, and (2) after such additional 
bonds are issued, the weighted average life of each series of Series 2005 
Subordinate Bonds remaining Outstanding, after giving effect to the 
issuance of such additional bonds, is not greater than the weighted 
average life of such series projected at the time such series was issued 
(adjusted to reflect the passage of time), plus 0.5 years. 

See “THE SERIES 2014 SENIOR BONDS — Additional Bonds” and 
Appendix E — “DEFINITIONS AND SUMMARIES OF THE 
TRANSACTION DOCUMENTS.”   

Authorization of 
Series 2014 Senior Bonds .......... The Series 2014 Senior Bonds are being issued pursuant to the Original 

Indenture and in accordance with the Consent and Waiver.  The Consent 
and Waiver are applicable only to the issuance of the Series 2014 Senior 
Bonds.  See “— Overview” above. 

Events of Default ....................... For a description of the Events of Default under the Indenture and the 
remedies available therefor, see “THE SERIES 2014 SENIOR BONDS 
— Events of Default and Remedies.” 

Interest on the 
Series 2014 Senior Bonds .......... Interest on the outstanding principal amount of the Series 2014 Senior 

Bonds will be payable on each Payment Date, commencing June 1, 2015.  
Interest will be computed on the basis of a 360-day year consisting of 
twelve 30-day months.  Failure to pay the full amount of interest on the 
Series 2014 Senior Bonds when due is an Event of Default under the 
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Indenture.  See “SECURITY — Application of Revenues” and “THE 
SERIES 2014 SENIOR BONDS — Events of Default and Remedies.” 

Optional Redemption ................. The Series 2014 Serial Bonds described on the inside cover of this 
Offering Circular (the “Series 2014 Serial Bonds”) are not subject to 
optional redemption. 

The Series 2014 Turbo Term Bonds described on the inside cover of this 
Offering Circular (the “Series 2014 Turbo Term Bonds”) are subject to 
redemption in whole or in part, on any date on or after the respective first 
optional redemption date set forth in the table below, at the option of the 
Corporation at a redemption price equal to 100% of the principal amount 
being redeemed, plus interest accrued to the date fixed for redemption, 
without premium. 

Maturity Date  
(June 1) 

First Optional 
Redemption Date 

(June 1) 
2022 2015 
2029 2019 
2034 2024 
2039 2024 
2048 2024 

 
Turbo Redemption ..................... The Series 2014 Turbo Term Bonds that are then subject to optional 

redemption shall be subject to required redemption in chronological 
order of maturities in whole or in part, on any Payment Date to the extent 
of moneys on deposit in the Turbo Account at a redemption price equal 
to 100% of the principal amount being redeemed, plus interest accrued to 
the date fixed for redemption, without premium.  See “THE SERIES 
2014 SENIOR BONDS — Redemption Provisions – Required Optional 
Redemption”. 

Tax Matters ................................ In the opinion of Harris Beach PLLC, Bond Counsel to the Corporation 
(“Bond Counsel”), based on existing statutes, regulations, administrative 
rulings and court decisions, and assuming compliance with the tax 
covenants described herein, interest on the Series 2014 Senior Bonds is 
excluded from gross income for federal income tax purposes under 
Section 103 of the Code.  Furthermore, Bond Counsel is of the opinion 
that interest on the Series 2014 Senior Bonds is not an “item of tax 
preference” for purposes of the federal alternative minimum tax imposed 
on individuals and corporations.  Interest on the Series 2014 Senior 
Bonds is, however, included in the computation of “adjusted current 
earnings” for purposes of calculating the federal alternative minimum tax 
imposed on certain corporations.  Bond Counsel is further of the opinion 
that, based on existing law, for so long as interest on the Series 2014 
Senior Bonds is and remains excluded from gross income for federal 
income tax purposes, interest on the Series 2014 Senior Bonds is exempt 
from personal income taxes imposed by the State and any political 
subdivision thereof.  See “TAX MATTERS” herein regarding certain 
other tax considerations.   
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Continuing Disclosure 
Undertaking................................ The Corporation has agreed to provide, or cause to be provided, to the 

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

Ratings ....................................... Fitch Ratings (“Fitch” or the “Rating Agency”), is expected to assign 
ratings to the Series 2014 Senior Bonds. 

Such ratings reflect only the views of Fitch, and explanations of the 
significance of such ratings may be obtained only from Fitch.  The 
Corporation makes no representation as to the appropriateness of the 
ratings.  The ratings for the Series 2014 Senior Bonds address the 
payment of principal of and interest on the Series 2014 Senior Bonds 
when due.  A credit rating is not a recommendation to buy, sell or hold 
securities, and such ratings may be subject to downward revision or 
withdrawal at any time.  Any such downward revision or withdrawal of 
such ratings may have an adverse effect on the market price or 
marketability of the Series 2014 Senior Bonds.  See “RATINGS.” 

Legal Considerations ................. See “LEGAL CONSIDERATIONS” for a description of certain legal 
issues relevant to an investment in the Series 2014 Senior Bonds. 

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

statutes.  The plaintiffs in such cases generally 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 the PMs under the MSA and the amount 
and/or timing of the TSRs available to the Corporation, and (b) could 
lead to a decrease in the market value and or liquidity of the Series 2014 
Senior Bonds.  Such a determination could result in a complete loss of 
the TSRs.  See “RISK FACTORS,” “LEGAL CONSIDERATIONS” and 
“LITIGATION CHALLENGING THE MSA, THE QUALIFYING 
STATUTES AND RELATED LEGISLATION” herein. 

Bondholders’ Risks .................... See “RISK FACTORS” for a description of certain considerations 
relevant to an investment in the Series 2014 Senior Bonds.



 

 

INTRODUCTORY STATEMENT 

This Offering Circular sets forth information concerning the issuance by the Chautauqua Tobacco 
Asset Securitization Corporation (the “Corporation”) of $34,765,000 aggregate principal amount of its 
Tobacco Settlement Asset-Backed Bonds, Series 2014 (the “Series 2014 Senior Bonds”).  The Series 
2014 Senior Bonds are being issued pursuant to an Indenture between the Corporation and Manufacturers 
and Traders Trust Company, as trustee (the “Trustee”), dated as of September 1, 2000 (the “Original 
Indenture”), as amended as of November 1, 2005, and as further amended as of October 9, 2014, and the 
Series 2014 Supplement between the Corporation and the Trustee, dated as of October 9, 2014 (as so 
amended and supplemented, the “Indenture”).  The Series 2014 Senior Bonds are also being issued in 
accordance with a certain Consent and Waiver and related Purchase Agreement, Consent and Release, 
each dated as of October 8, 2014 (collectively, the “Consent and Waiver”), which evidence the 
agreement of the Corporation, the holders of all of the outstanding NYCTT V Bonds (as defined below) 
and Manufacturers and Traders Trust Company, in its capacities as Trustee and the trustee for the 
NYCTT V Bonds, to the issuance of the Series 2014 Senior Bonds and the use of the proceeds thereof in 
the manner described herein notwithstanding any restrictions to the contrary contained in the Series 2005 
Supplemental Indenture (as defined below). 

Terms used herein and not previously defined have the meanings ascribed to them in Appendix E 
— “DEFINITIONS AND SUMMARIES OF THE TRANSACTION DOCUMENTS – Definitions”. 

The Corporation is a special purpose, bankruptcy-remote local development corporation 
organized by the County of Chautauqua, New York (the “County”) and incorporated under the provisions 
of Section 1411 of the Not-For-Profit Corporation Law (the “Act”) of the State of New York (the 
“State”).  The Corporation is an instrumentality of, but separate and apart from, the County.  The 
Corporation is a non-stock, membership corporation, the sole member of which is the County Executive 
of the County, ex officio. The Corporation is governed by a board of directors, one director of which shall 
be independent with respect to the County.  For additional information regarding the organization of the 
Corporation, see “THE CORPORATION.” 

The Corporation previously purchased from the County, pursuant to the Purchase and Sale 
Agreement, dated as of September 1, 2000 (the “Purchase and Sale Agreement”), by and between the 
County and the Corporation, all right, title and interest of the County under the MSA and Consent Decree 
following such purchase (the “Tobacco Assets”).  The Master Settlement Agreement (the “MSA”) was 
entered into by participating tobacco product manufacturers (the “PMs”), 46 states (including the State) 
and six other U.S. jurisdictions (collectively, the “Settling States”) on November 23, 1998 to settle 
certain smoking-related litigation.  The MSA released the PMs from past and present smoking-related 
claims and provides for a continuing release of future smoking-related claims in exchange for payments 
to be made to the Settling States, as well as, among other things, certain tobacco advertising and 
marketing restrictions.  The Consent Decree and Final Judgment, entered in New York State Supreme 
Court for New York County in December 1998 (the “Consent Decree”), allocates to the County 0.308% 
of the State’s 12.7620310% share of the Initial Payments (all of which have been made) and Annual 
Payments (as such terms are defined herein) required to be made by PMs under the MSA, as described 
further herein.  The Consent Decree is attached hereto as Appendix B.  The Annual Payments hereafter 
payable to the Corporation pursuant to the MSA, Consent Decree and Purchase and Sale Agreement are 
referred to herein as the “TSRs”, which the Corporation has pledged under the Indenture as security for 
the Series 2014 Senior Bonds, bonds issued under the Indenture on a parity therewith (together with the 
Series 2014 Senior Bonds, the “Senior Bonds”) and any subordinate obligations issued under the 
Indenture (“Subordinate Bonds” and, together with the Senior Bonds, the “Bonds”).   

In 2005 the Corporation issued its Tobacco Settlement Asset-Backed Bonds, Series 2005 S2 
(Subordinate Turbo CABs), Series 2005 S3 (Subordinate Turbo CABs) and Series 2005 S4B 
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(Subordinate Turbo CABs) (collectively, the “Series 2005 Subordinate Bonds”), pursuant to the 
Indenture and the Series 2005 Supplemental Bond Indenture, dated as of November 1, 2005, as amended, 
by and between the Corporation and the Trustee (the “Series 2005 Supplemental Indenture”).  The 
Series 2005 Subordinate Bonds were issued to secure a like amount of New York Counties Tobacco Trust 
V’s (“NYCTT”) Tobacco Settlement Pass-Through Bonds, Series 2005 (the “NYCTT V Bonds”) (which 
include the NYCTT V/CTASC S4B Bonds, as described below).  The Series 2005 Subordinate Bonds are 
Subordinate Bonds and, as such, are subordinated in right of payment to principal, premium, if any, and 
interest payments on the Series 2014 Senior Bonds.  As a result of the Consent and Waiver and the turbo 
structure of the Series 2014 Turbo Term Bonds, for so long as any Series 2014 Senior Bonds are 
Outstanding, no Revenues will be applied to the payment of debt service on the Series 2005 Subordinate 
Bonds or to a payment under the Residual Certificate (as defined herein).  See “SECURITY” herein. 

The TSRs are subject to numerous adjustments, offsets and recalculations, some of which are 
material, including the NPM Adjustment discussed herein.  On September 11, 2013, a panel arbitrating 
the 2003 NPM Adjustment claims determined that the State is not subject to the 2003 NPM Adjustment 
because the State diligently enforced its Qualifying Statute (defined herein) in 2003.  No assurance can be 
given as to whether the State will be subject to NPM Adjustments for sales years subsequent to 2003.  See 
“RISK FACTORS — Potential Payment Decreases Under the Terms of the MSA – NPM Adjustment” 
and “POTENTIAL PAYMENT DECREASES UNDER THE TERMS OF THE MSA — NPM 
Adjustment – Application of NPM Adjustment” and “ – 2003 NPM Adjustment; Arbitration Results.”  A 
copy of the Arbitration Final Award Re: State of New York in the 2003 NPM Adjustment Proceedings is 
attached hereto as Appendix C. 

The proceeds of the Series 2014 Senior Bonds will be applied, together with other available funds 
of the Corporation, to (i) currently refund all of the Corporation’s Tobacco Settlement Revenue Bonds, 
Series 2000 (the “Series 2000 Bonds”), currently outstanding in the aggregate principal amount of 
$27,545,000, which were issued to finance the Corporation’s purchase of the TSRs from the County, (ii) 
acquire by negotiated purchase all of the $5,617,4401 initial principal amount of outstanding New York 
Counties Tobacco Trust V Tobacco Settlement Pass-Through Bonds, Series 2005 S4B attributable to the 
Corporation (collectively, the “NYCTT V/CTASC S4B Bonds”) for the purpose of cancellation, (iii) 
cancel the related bond RS4B-1 of the Corporation’s Series 2005 Subordinate Bonds, (iv) fund a payment 
to the owner of the Residual Certificate (as defined herein) in an amount not to exceed $600,000 in order 
to provide the County with funds for capital purposes, and (v) pay the costs of issuance of the Series 2014 
Senior Bonds. 

After issuance of the Series 2014 Senior Bonds and concurrent defeasance of the Series 2000 
Bonds, the only Senior Bonds outstanding will be the Series 2014 Senior Bonds.  There are no 
Subordinate Bonds of the Corporation outstanding other than the Series 2005 Subordinate Bonds. 

Interest on the outstanding principal amount of the Series 2014 Senior Bonds will be payable on 
each June 1 and December 1 (each, a “Payment Date”), commencing June 1, 2015.  Principal of the 
Series 2014 Senior Bonds is payable as described under “THE SERIES 2014 SENIOR BONDS.”  Failure 
to pay principal of and interest on the Series 2014 Senior Bonds when due will constitute an Event of 
Default under the Indenture. 

Certain methodologies and assumptions were utilized to establish the amounts and Maturity Dates 
of the Series 2014 Senior Bonds, as described under “BOND STRUCTURING METHODOLOGY AND 
                                                      
1 Issued as capital appreciation bonds, and will be acquired at a price representing a negotiated percentage of the accreted value 
as of the Closing Date. 
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PROJECTED PERFORMANCE” and “SUMMARY OF REVENUE PROJECTION AND CASH FLOW 
ASSUMPTIONS.” The amount and timing of payments on the Series 2014 Senior Bonds may be affected 
by various factors. See “RISK FACTORS” herein. 

SECURITY 

Sale of TSRs; Pledge of Trust Estate 

Pursuant to the Act and the Purchase and Sale Agreement, the County sold to the Corporation the 
Tobacco Assets, which are all right, title and interest of the County under the MSA and Consent Decree 
following such sale.  See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT — Payments 
Made to Date” for information with respect to Initial Payments and Annual Payments required to be paid 
under the MSA and the County’s share thereof under the Consent Decree that have been received by the 
County prior to the sale of the Tobacco Assets to the Corporation and by the Corporation thereafter. 

Pursuant to the Indenture, the Bonds, including the Series 2014 Senior Bonds, will be secured by 
the “Trust Estate,” consisting of (a) the “Revenues”, which consist of the TSRs, Lump Sum Payments 
(as defined below) and all aid, rents, fees, charges, payments, investment earnings and other income and 
receipts (including bond proceeds other than refunding bond proceeds but only to the extent deposited in 
an Account) paid to the Corporation or the Trustee for the account of the Corporation or the Bondholders 
(and, to the extent specified in the Indenture, the owner of the Residual Certificate; collectively with the 
Bondholders, the “Beneficiaries”), (b) all rights to receive the Revenues and the proceeds of such rights, 
(c) all Accounts and assets thereof, including money, contract rights, general intangibles or other personal 
property, held by the Trustee under the Indenture, (d) subject to the following sentence, all rights and 
interest of the Corporation under the Purchase and Sale Agreement, including the representations, 
warranties and covenants of the County in the Purchase and Sale Agreement, the Tobacco Assets and 
payments in respect of Tobacco Assets and (e) any and all other property of every kind and nature from 
time to time, by delivery or by writing of any kind, conveyed, pledged, assigned or transferred as and for 
additional security under the Indenture.  Revenues deposited in the Collection Account are referred to 
herein as “Collections”.  Except as specifically provided in the Indenture, the assignment and pledge of 
the Trust Estate to the Trustee as security for the Bonds does not include: (i) the rights of the Corporation 
pursuant to provisions for consent or other action by the Corporation, notice to the Corporation, 
indemnity or the filing of documents with the Corporation, or otherwise for its benefit and not for that of 
the Beneficiaries, (ii) any right or power reserved to the Corporation pursuant to the Act or other law or 
(iii) the provisions of the Purchase and Sale Agreement limiting the County’s use of the purchase price of 
the Series 2000 Bonds; in addition, such assignment and pledge under the Indenture does not preclude the 
Corporation’s enforcement of its rights under and pursuant to the Purchase and Sale Agreement for the 
benefit of the Beneficiaries as provided in the Indenture.  Pursuant to the Indenture, the Trust Estate is 
pledged and a security interest is therein granted to secure the payment of Bonds, all with the respective 
priorities specified in the Indenture, as summarized below. The lien of such pledge and the obligation to 
perform the contractual provisions made in the Indenture have priority over any or all other obligations 
and liabilities of the Corporation secured by the Revenues.  

As used herein, “Lump Sum Payment” means a Partial Lump Sum Payment and/or a Total 
Lump Sum Payment, and “Partial Lump Sum Payment” means a payment from a PM that results in, or 
is due to, a release of such PM from all or a portion of its future payment obligations under the MSA 
other than as part of a Total Lump Sum Payment, and “Total Lump Sum Payment” means a final 
payment from all of the PMs that results in, or is due to, a release of all of the PMs from all of their future 
payment obligations under the MSA.  

One of the Accounts held under the Indenture and pledged as security for the Series 2014 Senior 
Bonds is the Debt Service Reserve Account.  The Corporation is required to maintain a balance in the 



 

4 

Debt Service Reserve Account for the Series 2014 Senior Bonds, to the extent of available Collections, 
equal to $2,224,462.50 (the “Debt Service Reserve Requirement”). The Debt Service Reserve Account 
will be fully funded as of the Closing Date. 

The Series 2005 Subordinate Bonds are Subordinate Bonds and, as such, are subordinated in right 
of payment to principal, premium, if any, and interest payments on the Series 2014 Senior Bonds.  
Pursuant to the Indenture and in accordance with the Consent and Waiver, for so long as any Series 2014 
Senior Bonds are Outstanding, no Revenues will be applied to the payment of debt service on the Series 
2005 Subordinate Bonds or to a payment under the Residual Certificate (as defined herein). 

The Series 2014 Senior Bonds are special limited obligations of the Corporation payable 
from the TSRs and other Revenues.  The Series 2014 Senior Bonds shall not be a debt of the County 
or the State nor shall the County or the State be liable thereon.  The Corporation shall not have the 
power to pledge the credit, the revenues or the taxing power of the County or the State, and none of 
the credit, the revenues or the taxing power of the County or the State shall be, or shall be deemed 
to be, pledged to the payment of any of the Series 2014 Senior Bonds.  The Corporation has no 
taxing power. 

Payment by MSA Escrow Agent to Trustee 

Upon the sale by the County of the TSRs to the Corporation, the County directed the State to 
instruct the MSA Escrow Agent to disburse the TSRs directly to the Trustee.  Under the MSA, the 
disbursement of 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 from the PMs. 

Funds and Accounts 

In accordance with the Indenture, the following funds and accounts will be established and held 
by the Trustee for the benefit of the holders of the Series 2014 Senior Bonds.  All money on deposit in the 
following accounts will be invested in Eligible Investments (as defined in the Indenture).  See Appendix 
E — “DEFINITIONS AND SUMMARIES OF TRANSACTION DOCUMENTS.” 

Bond Fund 

The “Bond Fund” includes the Collection Account, Debt Service Account, the Debt Service 
Reserve Account, the Turbo Account, the Extraordinary Redemption Account , the Lump Sum 
Redemption Account and the Operating Expense Reserve Account (collectively, the “Accounts”). 

Collection Account 

Under the Indenture, the Trustee is required to deposit all TSRs and Lump Sum Payments 
received into the “Collection Account.”  Funds on deposit in the Collection Account, which are then to 
be transferred to various Accounts and applied for the purposes described below. 

Debt Service Account 

The Trustee is required to deposit into the “Debt Service Account” amounts transferred from the 
Collection Account (and from other Accounts as described below under “ — Application of Revenues –
Payment Date Transfers”) in respect of interest on and principal of the Series 2014 Senior Bonds.  The 
Trustee will make payments on the Series 2014 Senior Bonds from the Debt Service Account in 
accordance with the priority of payments as described below under “ — Application of Revenues –
Payment Date Transfers”. 
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Debt Service Reserve Account 

Upon the Closing Date, the Debt Service Reserve Account will be funded at Debt Service 
Reserve Requirement of $2,224,462.501, which amount is required to be maintained for so long as any 
Series 2014 Senior Bonds remain Outstanding.  Amounts in the Debt Service Reserve Account will not be 
available to redeem Series 2014 Senior Bonds, other than Extraordinary Redemptions and redemptions as 
part of a Mandatory Clean-up Call (as defined herein).  Unless an Event of Default has occurred and is 
continuing, amounts withdrawn from the Debt Service Reserve Account will be replenished from 
Revenues as described herein.  On any Payment Date, unless an Event of Default has occurred and is 
continuing, any amount remaining in the Debt Service Reserve Account in excess of the Debt Service 
Reserve Requirement will be transferred to the Collection Account and applied in accordance with the 
Indenture. 

Turbo Account 

The Trustee is required to deposit into the “Turbo Account” all “Surplus Revenues,” which 
consist of all Revenues (other than Lump Sum Payments) that are in excess of Indenture requirements for, 
among other things, (i) the annual funding of Operating Expenses up to the Operating Cap, (ii) required 
deposits to the Debt Service Account and (iii) replenishment of the Debt Service Reserve Account and the 
Operating Expense Reserve Account.  The Trustee will apply funds in the Turbo Account to make 
required Turbo Redemptions of the Series 2014 Turbo Term Bonds or to make open market purchase of 
Series 2014 Turbo Term Bonds as described below under “ — Application of Revenues – Payment Date 
Transfers”. 

Extraordinary Redemption Account 

 If an Event of Default occurs and is continuing, the Trustee is required to make deposits to the 
“Extraordinary Redemption Account” as described below in “ — Application of Revenues” and will 
apply amounts in the Extraordinary Redemption Account to make Extraordinary Redemptions (as defined 
below). 

Lump Sum Redemption Account 

Upon receipt of any Lump Sum Payment, the Trustee is required to deposit the Lump Sum 
Payment to the Collection Account and then transfer the Lump Sum Payment to, first, the Debt Service 
Account to the extent required to the cause the amount on deposit therein to equal the sum or all interest 
and principal due on the next succeeding Payment Date and interest due on the second succeeding 
Payment Date, and, second, to the Lump Sum Redemption Account (the “Lump Sum Redemption 
Account”) for application to the Lump Sum Redemption of Series 2014 Senior Bonds as described below 
under “THE SERIES 2014 SENIOR BONDS — Redemption Provisions – Lump Sum Redemptions.”  

Operating Expense Reserve Account 

On the Closing Date, the Corporation is required to deposit $120,000 (the “Operating Expense 
Reserve Requirement”) of funds currently on hand to the Operating Expense Reserve Account (the 
“Operating Expense Reserve Account”).  The amount on deposit in the Operating Expense Reserve 
Account shall be available to the Corporation to pay Operating Expenses in any Year (as defined below) 
                                                      
1 The Debt Service Reserve Requirement equals hypothetical maximum annual debt service on the Series 2014 Senior Bonds 

assuming principal amortization reflecting Turbo Term Bond Structuring Amounts.  See “BOND STRUCTURING 
METHODOLOGY AND PROJECTED PERFORMANCES — Principal Amortization Assuming Turbo Bond Structuring 
Amounts – Table 1”. 
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in excess of the Operating Cap for that Year.  Unless an Event of Default has occurred and is continuing, 
amounts withdrawn from the Operating Expense Reserve Account may be replenished from Revenues up 
to a maximum of replenishment of $120,000 per year. On any Payment Date, unless an Event of Default 
has occurred and is continuing, any amount remaining in the Operating Expense Reserve Account in 
excess of the Operating Expense Reserve Requirement will be transferred to the Collection Account and 
applied in accordance with the Indenture. 

Application of Revenues 

Transfers to Accounts 

Any TSRs and Lump Sum Payments received by the Corporation shall be deposited promptly 
(and in no event later than two Business Days after receipt) in the Collection Account.   

As soon as possible, but in any event not later than the earlier of (a) the Payment Date following 
each deposit of Revenues to the Collection Account and (b) five Business Days following each such 
deposit, the Trustee will withdraw all amounts on deposit in the Collection Account (to the extent such 
amounts are in excess of amounts required to pay the Trustee fees and expenses for the current Fiscal 
Year [as defined below]) and transfer such amounts to the parties and accounts identified below (after 
credit for any such amounts previously transferred to an account for such purpose) in the following order 
of priority until each is satisfied (each such date of transfer constituting a “Deposit Date”): 

(1) to the Corporation an amount equal to the Operating Cap for the “Year” (as 
defined below) that begins in the calendar year (less fees and expenses of the Trustee for such 
Year) as specified by an Officer’s Certificate; 

(2) to the Debt Service Account an amount sufficient to cause the amount therein to 
equal (i) interest at the Bond Rate (as defined below) on overdue interest on Senior Bonds (to the 
extent permitted by applicable law) from all prior Payment Dates, if any, (ii) overdue interest on 
Senior Bonds, if any, remaining unpaid from all prior Payment Dates and (iii) taking into account 
any scheduled redemption or other known redemption and resulting reduction of Principal, 
interest on Senior Bonds payable on the next succeeding Payment Date (or on the date of such 
deposit if such date is a Payment Date) equal the sum of interest on Senior Bonds due on the next 
succeeding Payment Date (or on the date of such deposit if such date is a Payment Date); 

(3) unless an Event of Default has occurred and is continuing, to the Debt Service 
Account an amount sufficient to cause the amount therein to equal (i) the amount specified in 
clause (2) above plus (ii) the amount of any maturing principal of Senior Bonds due on the 
immediately following Payment Date (or on the date of such deposit if such date is a Payment 
Date); 

(4) unless an Event of Default has occurred and is continuing, to the Debt Service 
Account an amount sufficient to cause the amount therein to equal (i) the amounts specified in 
clauses (2) and (3) above plus (ii) taking into account any scheduled redemption or other known 
redemption and resulting reduction of Principal, interest due on Senior Bonds on the second 
succeeding Payment Date (or on the next ensuing Payment Date if the date of such deposit is a 
Payment Date); 

(5) unless an Event of Default has occurred and is continuing, to the Debt Service 
Reserve Account the amount, if any, required to restore the amount on deposit therein to the Debt 
Service Reserve Requirement; 
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(6) unless an Event of Default has occurred and is continuing, to the Operating 
Expense Reserve Account, the amount (not to exceed $120,000 in any Year) required to replenish 
that Account to the level of the Operating Expense Reserve Requirement; 

(7) to the Lump Sum Redemption Account, the amount of any Lump Sum Payment 
received less any portion thereof required to fund the deposits described in clauses (2), (3) and (4) 
above;  

(8) if an Event of Default has occurred and is continuing, to the Extraordinary 
Redemption Account all amounts remaining; and 

(9) unless an Event of Default has occurred and is continuing, to the Turbo Account 
if so established pursuant to a Series Supplement executed in connection with the issuance of a 
Series of Senior Bonds, all amounts remaining in the Collection Account. 

Investment earnings on the Funds and Accounts shall be deposited in the Collection Account on 
each June 1 or next succeeding Business Day and each December 1 or next succeeding Business Day and 
applied in accordance with the requirements set forth above, prior to the application of TSRs to such 
amounts, which investment earnings will only be available to fund such requirements in respect of the 
current Year. 

As used herein, (a) “Fiscal Year” means the 12-month period ending each December 31, (b) 
“Bond Rate” means, as to any Bond, the rate at which interest accrues in respect to such Bonds, and (3) 
“Year” means the 12-month period ending each May 31. 

Payment Date Transfers 

On each Payment Date, the Trustee will apply amounts in the various Fund and Accounts in the 
following order of priority: 

(1) from the Collection Account, to the Trustee to pay the Trustee fees and expenses 
pursuant to the Indenture; 

(2) from the Debt Service Account, the Turbo Account, the Lump Sum Redemption 
Account, Debt Service Reserve Account and the Operating Expense Reserve Account, in that 
order, to pay in order of due date and Pro Rata among all Senior Bonds, (i) interest at the Bond 
Rate on overdue interest on Bonds (to the extent permitted by applicable law), if any, (ii) overdue 
interest on Senior Bonds, if any from all prior Payment Dates and (iii) interest then due on the 
unpaid principal of Senior Bonds; 

(3) unless an Event of Default has occurred and is continuing, from the Debt Service 
Account, the Turbo Account, the Lump Sum Redemption Account, the Debt Service Reserve 
Account and the Operating Expense Reserve Account, in that order, to pay the amount of any 
maturing principal on the Senior Bonds then due; 

(4) unless an Event of Default has occurred and is continuing, from the Debt Service 
Reserve Account, any amount remaining in excess of the Debt Service Reserve Requirement, to 
the Collection Account; 

(5) unless an Event of Default has occurred and is continuing, from the Operating 
Expense Reserve Account to the Corporation, any amount required to pay Operating Expenses in 
excess of the Operating Cap, as adjusted, as specified by an Officer's Certificate; 
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(6) from the Lump Sum Redemption Account, any amount remaining therein on 
such date to (A) the redemption of Senior Bonds in chronological order of Maturity Dates on 
account of a Partial Lump Sum Payment, or (B) the redemption of Senior Bonds on a Pro Rata 
basis on account of a Total Lump Sum Payment, as applicable; 

(7) if an Event of Default has occurred and is continuing, from the Extraordinary 
Redemption Account, the Turbo Account, the Debt Service Reserve Account and the Operating 
Expense Reserve Account, in that order, to fund Extraordinary Redemptions in accordance with 
the Indenture; 

(8) from the Turbo Account, for the purchase or redemption of Senior Bonds in 
accordance with the terms of an applicable Series Supplement.  The Series Supplement with 
respect to the Series 2014 Senior Bonds provides that amounts deposited in the Turbo Account 
shall be applied or set aside by the Trustee, in the following order of priority, not later than the 
Payment Date, as applicable, following such deposit: 

(i)  first, to the Turbo Redemption in chronological order of Maturity Date of 
Series 2014 Turbo Term Bonds subject to optional redemption on such Payment Date, 
unless, not fewer than 35 days prior to such Payment Date, the Corporation directs the 
Trustee to effect the open market purchase of any of such Bonds at the price described in 
“THE SERIES 2014 SENIOR BONDS – Payments of Principal and Interest – Open 
Market Purchases of Series 2014 Turbo Term Bonds” on or before such Payment Date, in 
which case, the amounts on deposit in the Turbo Account required to effect such 
purchase shall be so applied and any balance applied to such Turbo Redemptions;  

(ii) second, if there are no Series 2014 Turbo Term Bonds subject to optional 
redemption on the Payment Date, and if the Corporation directs the Trustee to effect the 
open market purchase of Series 2014 Turbo Term Bonds at the price, including premium, 
described in “THE SERIES 2014 SENIOR BONDS – Payments of Principal and Interest 
– Open Market Purchases of Series 2014 Turbo Term Bonds”, to effect such purchase of 
Series 2014 Turbo Term Bonds in chronological order of Maturity Dates; and 

(iii) third, to the extent not applied under (i) or (ii) above, to remain in the Turbo 
Account for the future redemption or purchase of Series 2014 Turbo Term Bonds;  

(9) once there are no Senior Bonds Outstanding and in accordance with the Consent 
and Waiver, after payment of amounts due pursuant to clause (1) through (8) above and giving 
effect to the reservation of any amounts deposited in the Debt Service Account for any payments 
to be made on Payment Dates that have not yet occurred, from the Collection Account and the 
Debt Service Account, all amounts therein to the Series 2005 Collection Account established 
pursuant to the 2005 Supplemental Indenture; and 

(10) after payment of amounts due pursuant to clause (1) through (9) above and 
giving effect to the reservation of any amounts deposited in the Debt Service Account for any 
payments to be made on Payment Dates that have not yet occurred, from the Collection Account 
and the Debt Service Account, any amounts remaining to the owner of the Residual Certificate. 

See Appendix E — “DEFINITIONS AND SUMMARIES OF THE TRANSACTION 
DOCUMENTS.”   
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THE SERIES 2014 SENIOR BONDS 

The following summary describes certain terms of the Series 2014 Senior 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 2014 Senior Bonds.  Copies of the Indenture may be obtained 
upon written request to the Trustee. 

The Series 2014 Senior Bonds will initially be represented by one or more bond certificates 
registered in the name of The Depository Trust Company, New York, New York (“DTC”) or its nominee.  
DTC will act as securities depository for the Series 2014 Senior Bonds.  The Series 2014 Senior 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 (as defined 
herein) of the Series 2014 Senior Bonds will be entitled to receive a physical certificate representing its 
ownership interest in such Series 2014 Senior Bonds.  See “THE SERIES 2014 SENIOR BONDS — 
Book-Entry Only System.” 

Payments of Principal and Interest 

Interest 

Interest on the outstanding principal balance of the Series 2014 Senior Bonds will be payable on 
each Payment Date.  Interest will accrue from and including the Closing Date.  Interest on the Series 2014 
Senior Bonds will be computed on the basis of a 360-day year comprised of twelve 30-day months.  
Failure to pay the full amount of interest payable on any Payment Date is an Event of Default under the 
Indenture.  The Debt Service Reserve Account, and, to the extent of any amounts on deposit therein, the 
Turbo Account and the Operating Expense Reserve Account, are all available to pay the interest on Series 
2014 Senior Bonds when due. 

Principal 

The Series 2014 Senior Bonds are issued as Series 2014 Serial bonds and Series 2014 Turbo 
Term Bonds.  Series 2014 Turbo Term Bonds are subject to optional redemption and Turbo Redemption 
prior to maturity to the extent of available Revenues as described below.  Failure to pay the full amount of 
the maturing principal due on any Payment Date is an Event of Default under the Indenture. The Debt 
Service Reserve Account, and, to the extent of any amounts on deposit therein, the Turbo Account and the 
Operating Expense Reserve Account, are all available to pay the maturing principal on all Series 2014 
Senior Bonds when due. 

Record Date 

For each Payment Date, payments will be made to Bondholders of record as of the close of 
business on the Record Date immediately preceding such Payment Date.  “Record Date” means the 15th 
day of the calendar month preceding a Payment Date, or such other date as may be specified by the 
Indenture or an Officer’s Certificate (and the Corporation or the Trustee may in its discretion establish 
special record dates for the determination of the Holders of Series 2014 Senior Bonds for various 
purposes of the Indenture, including giving consent or direction to the Trustee).  “Business Day” means 
any day other than (i) a Saturday or a Sunday or (ii) a day on which banking institutions in New York, 
New York, are required or authorized by law to be closed.   
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Payments Upon Default 

If on any Payment Date there are insufficient funds available under the Indenture to pay all 
interest and maturing principal then due on the Series 2014 Senior Bonds, or another Event of Default has 
occurred and is continuing, all available amounts deposited in the Debt Service Account, the Turbo 
Account, the Extraordinary Redemption Account, the Debt Service Reserve Account and the Operating 
Expense Reserve Account will be applied, in the following order: (a) to pay interest on overdue interest 
on Series 2014 Senior Bonds, Pro Rata; (b) to pay overdue interest on Series 2014 Senior Bonds, Pro 
Rata; (c) to pay accrued current interest on Series 2014 Senior Bonds, Pro Rata; and (d) to provide for the 
Extraordinary Redemption of all Outstanding Series 2014 Senior Bonds, Pro Rata and without regard to 
Authorized Denominations.  See “SECURITY — Application of Revenues – Payment Date Transfers” 
and Appendix E — “DEFINITIONS AND SUMMARIES OF THE TRANSACTION DOCUMENTS.” 

Redemption Provisions 

Optional Redemption 

The Series 2014 Serial Bonds are not subject to optional redemption. 

The Series 2014 Turbo Term Bonds are subject to redemption in whole or in part, on any date on 
or after the first optional redemption date set forth in the table below, at the option of the Corporation, at a 
redemption price equal to 100% of the principal amount being redeemed, plus interest accrued to the date 
fixed for redemption, without premium. 

Turbo Term Bond 
Maturity Date  

(June 1) 

First Optional 
Redemption Date  

(June 1) 
2022 2015 
2029 2019 
2034 2024 
2039 2024 
2048 2024 

Turbo Redemption 

The Series 2014 Turbo Term Bonds that are then subject to optional redemption shall be subject 
to required redemption in chronological order of Maturity Dates, in whole or in part, on any Payment 
Date, to the extent of moneys on deposit in the Turbo Account, at a redemption price equal to 100% 
percent of the principal amount being redeemed, plus interest accrued to the date fixed for redemption, 
without premium, as more fully described above in clause (8)(i) under “SECURITY — Application of 
Revenues – Payment Date Transfers”.  

Lump Sum Redemption 

The Series 2014 Senior Bonds are subject to redemption from amounts on deposit in the Lump 
Sum Redemption Account on any date in whole or in part at a redemption price equal to 100% of the 
principal amount being redeemed, plus interest accrued to the date fixed for redemption, without premium 
and (a)  in chronological order of Maturity Dates if the redemption is from amounts representing a  Partial 
Lump Sum Payment, and (b) on a Pro Rata basis if the redemption is from amounts representing a Total 
Lump Sum Payment.   
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Open Market Purchases of the Series 2014 Turbo Term Bonds 

In any given year, the Corporation may direct the Trustee to purchase Outstanding Series 2014 
Turbo Term Bonds in the open market from moneys in the Turbo Account (as described under 
“SECURITY — Application of Revenues – Payment Date Transfers”), provided that (A) the purchase 
price of any such Outstanding Series 2014 Turbo Term Bonds being so purchased as described in clause 
(6)(i) under “SECURITY — Application of Revenues – Payment Date Transfers” shall not exceed 100% 
of the principal amount thereof, plus accrued interest thereon, and (B) the purchase price of any such 
Outstanding Series 2014 Turbo Term Bonds being so purchased as described in clause (5)(ii) under 
“SECURITY — Application of Revenues – Payment Date Transfers” shall not exceed the sum of 100% 
of the principal amount thereof, plus a premium not greater than the interest rate payable on such Series 
2014 Senior Bonds being so purchased multiplied by a fraction (x) the numerator of which is the number 
of days from the purchase date thereof to the next date on which such Series 2014 Turbo Term Bonds are 
subject to optional redemption, and (y) the denominator of which is 360, plus accrued interest thereon, 
provided that such purchase price, including accrued interest, is no greater than the cost of purchasing a 
portfolio of securities on such purchase date consisting exclusively of investments described in clauses 
(i) and (ii) of the definition of Defeasance Collateral (as defined in Appendix E hereto) sufficient to 
defease and redeem such Series 2014 Turbo Term Bonds as of their first optional redemption date as set 
forth in an Officer’s Certificate, which Officer’s Certificate may rely on a report of a nationally 
recognized financial advisory firm or a firm of nationally recognized defeasance escrow verification 
agents.   

Mandatory Clean-Up Call 

On each Deposit Date, after making the transfer of Revenues from the Collection Account 
required to be made by the Indenture on such date, the Trustee shall compare (i) the amount on deposit in 
the Debt Service Reserve Account to (ii) the principal amount of the Series 2014 Senior Bonds that will 
remain Outstanding after the required application of amounts in the Bond Fund on the next Payment Date 
and, if the amount in clause (i) is equal to or greater than the amount in clause (ii), the Trustee shall 
withdraw from the Debt Service Reserve Account an amount sufficient to redeem such Series 2014 
Senior Bonds in full on such Payment Date.  In such event, the Series 2014 Senior Bonds will be subject 
to mandatory redemption in whole, at a redemption price equal to 100% of the principal amount thereof, 
plus interest accrued thereon to the date fixed for redemption, from moneys so withdrawn from the Debt 
Service Reserve Account. 

Extraordinary Redemption 

If an Event of Default has occurred and is continuing, on each ensuing Payment Date until they 
have been fully retired, the Senior Bonds shall be redeemed, in whole or in part, to the extent of and from 
all available funds in the Extraordinary Redemption Account, the Debt Service Reserve Account and the 
Operating Expense Reserve Account, in that order and pursuant to the priority of payments described 
above under “SECURITY — Application of Revenues – Payment Date Transfers”.  Senior Bonds to be 
so redeemed shall be redeemed without regard to any Authorized Denomination limitation Pro Rata from 
among Series of Senior Bonds Outstanding, Pro Rata among Senior Bonds having different Maturity 
Dates within a Series of Senior Bonds, at a redemption price equal to the principal amount being 
redeemed, plus accrued interest, if any, to the date of payment.  Only after there are no Senior Bonds 
Outstanding shall any Series 2005 Bonds or any other bonds issued on a parity therewith be subject to 
Extraordinary Redemption. 
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Selection of Series 2014 Senior Bonds to be Redeemed 

If less than all the Outstanding Series 2014 Senior Bonds of a particular Maturity Date and 
CUSIP number are to be redeemed (other than Pro Rata Extraordinary Redemption and Pro Rata Lump 
Sum Redemption as from a Total Lump Sum Payment), the particular Series 2014 Senior Bonds of the 
Maturity Date and CUSIP number to be redeemed will be selected by the Trustee by such method as it 
deems fair and appropriate, and the Trustee may provide for the selection for redemption of portions (in 
authorized denominations) of the principal of a Series 2014 Senior Bond of a denomination larger than 
the minimum authorized denomination.   

Notice of Redemption 

When a Series 2014 Senior Bond is to be redeemed prior to its stated Maturity Date, the Trustee 
will give notice to the Holder thereof in the name of the Corporation, which notice will identify the Series 
2014 Senior Bond to be redeemed, state the date fixed for redemption, and state that such Bond will be 
redeemed at the Corporate Trust 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 2014 Senior Bond to be redeemed 
the redemption price thereof, together with interest accrued to the date fixed for redemption, and that 
money therefor having been deposited with the Trustee or Paying Agent, from and after such date, interest 
on Series 2014 Senior Bonds to be redeemed will cease to accrue. 

The Trustee is required to give at least 30 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 2014 Senior Bonds that are to be redeemed, at their addresses shown on the 
registration books of the Corporation.  Such notice may be waived by any Holders of Bonds to be 
redeemed.  Failure by a particular Holder to receive notice, or any defect in the notice of such Holder, will 
not affect the redemption of any other Series 2014 Senior 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 five days 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. 

Additional Bonds 

Under the Original Indenture additional bonds may be issued as Senior Bonds on a parity with the 
Series 2014 Senior Bonds provided that (a) a Rating Confirmation is obtained with respect to Outstanding 
Senior Bonds, (b) the Debt Service Reserve Fund is funded at the Debt Service Reserve Requirement 
taking into account the additional bonds, and (c) at the time of the issuance of the additional bonds, no 
Event of Default has occurred and is continuing.  The Original Indenture does not restrict the issuance of 
Subordinate Bonds.  

However, for so long as there are any Series 2005 Subordinate Bonds Outstanding, the Series 
2005 Supplemental Indenture limits the Corporation’s ability to issue additional bonds under the Original 
Indenture.  In the absence of a waiver similar to the Consent and Waiver obtained with respect to the 
issuance of the Series 2014 Senior Bonds, the Corporation may issue additional bonds in addition to the 
Series 2014 Senior Bonds may be issued under the Indenture only upon satisfaction of the following 
conditions: (i) a Rating Confirmation is obtained with respect to any rated NYCTT V Bonds 
corresponding to the Outstanding Series 2005 Subordinate Bonds; and (ii)  the additional bonds are issued 
(A) as bonds subordinate to all of the Series 2005 Subordinate Bonds and Senior Bonds then Outstanding, 
or (B) to refund some or all of the Senior Bonds (upon the terms and conditions set forth in the Indenture) 
or Series 2005 Subordinate Bonds Outstanding, where (1) the debt service on the proposed refunding 
Bonds will be less than or equal to the debt service on the refunded Bonds in all years in which refunded 
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Bonds debt service is payable, and (2) after such additional bonds are issued, the weighted average life of 
each series of Series 2005 Subordinate Bonds remaining Outstanding, after giving effect to the issuance 
of such additional bonds, is not greater than the weighted average life of such series projected at the time 
such series was issued (adjusted to reflect the passage of time), plus 0.5 years. 

See Appendix E — “DEFINITIONS AND SUMMARIES OF THE TRANSACTION 
DOCUMENTS.”   

Authorization of Series 2014 Senior Bonds 

The Series 2014 Senior Bonds are being issued pursuant to the Original Indenture and in 
accordance with the Consent and Waiver”), which evidence the agreement of the Corporation, the holders 
of all of the outstanding NYCTT V Bonds and Manufacturers and Traders Trust Company, in its 
capacities as Trustee and the trustee for the NYCTT V Bonds, to the issuance of the Series 2014 Senior 
Bonds and the use of the proceeds thereof in the manner described herein notwithstanding any restrictions 
to the contrary contained in the Series 2005 Supplemental Indenture.  The Consent and Waiver are 
applicable only to the issuance of the Series 2014 Senior Bonds.   

Events of Default and Remedies 

Events of Default 

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

(a) failure to pay interest on any Senior Bonds when due or the failure to pay any 
Required Principal Payments when due; 

(b) failure of the Corporation to observe or perform any other provision of the 
Indenture which is not remedied within 30 days after written notice thereof is given to the 
Corporation by the Trustee which the Trustee may give in its discretion and shall give at the 
direction of the Holders of at least 25% of the aggregate principal amount of the Senior Bonds 
Outstanding; 

(c) bankruptcy, reorganization, arrangement or insolvency proceedings, or other 
proceedings for relief under any bankruptcy or similar law or laws for the relief of debtors, are 
instituted by or against the Corporation and, if instituted against the Corporation, are not 
dismissed within 60 days after such institution; 

(d) the County fails to observe or perform its covenants set forth in the Purchase and 
Sale Agreement, which failure is not remedied within 30 days after written notice thereof is given 
to the Corporation and the County by the Trustee, which the Trustee may give in its discretion 
and shall be given at the direction of the Holders of at least 25% of the aggregate principal 
amount of the Senior Bonds Outstanding; 

(e) the County fails to pay promptly to the Corporation or the Trustee any Tobacco 
Settlement Revenues received by it; or 

(f) the State of New York consents to or acquiesces in an amendment or 
modification of the MSA, or the Consent Decree is amended or modified, in each case, so as 
materially to reduce the amount of Tobacco Settlement Revenues payable to the State under the 
MSA or to the County under the Consent Decree or to delay any date of payment thereof.   
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Remedies 

If an Event of Default occurs and is continuing the Trustee may, and upon written request of the 
Holders of 25% of the aggregate principal amount of the Senior Bonds Outstanding shall, in its own 
name: 

(i) enforce all rights of the Holders and require the Corporation or, to the extent 
permitted by law, the County to carry out its agreements with the Holders and to perform its 
duties under the Purchase and Sale Agreement; 

(ii) sue upon such Senior Bonds; 

(iii) require the Corporation to account as if it were the trustee of an express trust for 
the Holders of such Senior Bonds; and 

(iv) enjoin any acts or things which may be unlawful or in violation of the rights of 
the Holders of such Senior Bonds. 

The Trustee shall, in addition to the other remedies described herein, have and possess all of the 
powers necessary or appropriate for the exercise of any functions incident to the general representation of 
Holders in the enforcement and protection of their rights. 

Upon an Event of Default, or upon a failure of the Corporation actually known to an Authorized 
Officer of the Trustee to make any payment required of it hereby within seven days after the same 
becomes due and payable, the Trustee shall give written notice thereof to the Corporation. The Trustee 
shall proceed to enforce remedies for the benefit of the Holders in accordance with the written direction 
of a Majority in Interest of the Outstanding Bonds. The Trustee shall not be required to take any remedial 
action (other than the giving of notice) unless indemnity satisfactory to the Trustee is furnished for any 
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 
which it is notified as aforesaid, the Trustee shall promptly pursue the remedies provided by this 
Indenture or any such remedies (not contrary to any such direction) as it deems appropriate for the 
protection of the Holders, and shall act for the protection of the Holders with the same promptness and 
prudence as would be expected of a prudent person in the conduct of such person’s own affairs. 

The Indenture provides that notwithstanding any of the remedies available upon the occurrence of 
an event of default or any other provision of the Indenture, neither the Trustee nor any Bondholder shall 
declare or have any right to declare any Senior Bonds due and payable in advance of their stated 
maturities other than by calls for redemption of Senior Bonds by the Trustee which are otherwise 
permitted hereunder. 

Book-Entry Only System 

DTC will act as securities depository for the Series 2014 Senior Bonds. The Series 2014 Senior 
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 maturity of the Series 2014 Senior Bonds, 
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 
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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 2014 Senior Bonds under the DTC system must be made by or through Direct 
Participants, which will receive a credit for the Series 2014 Senior Bonds on DTC’s records.  The 
ownership interest of each actual purchaser of each Series 2014 Senior 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 2014 Senior 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 Series 2014 Senior Bonds, 
except in the event that use of the book-entry system for the Series 2014 Senior Bonds is discontinued. 

To facilitate subsequent transfers, all Series 2014 Senior 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 Series 2014 Senior 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 
2014 Senior Bonds; DTC’s records reflect only the identity of the Direct Participants to whose accounts 
such Series 2014 Senior 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 Series 2014 Senior Bonds may 
wish to take certain steps to augment the transmission to them of notices of significant events with respect 
to the Series 2014 Senior Bonds, such as redemptions, tenders, defaults, and proposed amendments to the 
Series 2014 Senior Bond documents.  For example, Beneficial Owners of the Series 2014 Senior Bonds 
may wish to ascertain that the nominee holding the Series 2014 Senior 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. 
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Redemption notices will be sent to DTC.  If less than all of the Series 2014 Senior 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 2014 Senior 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 2014 Senior Bonds are credited on the record date 
(identified in a listing attached to the Omnibus Proxy). 

Redemption proceeds and principal and interest payments on the Series 2014 Senior 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, the Trustee or the Corporation, subject to any statutory or regulatory 
requirements as may be in effect from time to time.  Payment of redemption proceeds and principal and 
interest payments 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. 

DTC may discontinue providing its services as depository with respect to the Series 2014 Senior 
Bonds at any time by giving reasonable notice to the Corporation or the Trustee.  Under such 
circumstances, in the event that a successor depository is not obtained, 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 above information 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. 

In accordance with the Indenture, unless and until Bonds have been issued to Holders other than 
DTC, the Corporation and each Fiduciary (being the Trustee, any representative of the Holders of Bonds 
appointed by Series Supplement, and each Paying Agent), except to the extent specifically provided in 
Ancillary Contracts, will be entitled to deal with DTC for all purposes of the Indenture (including the 
payment of principal of and interest on such Bonds and the giving of notices, instructions or directions 
under the Indenture) as the sole Holder of such Bonds, and the rights of Beneficial Owners will be 
exercised only through DTC. 

If (1) the Corporation advises the Trustee in writing that DTC is no longer willing or able to 
properly discharge its responsibilities with respect to the Bonds or a Series of Bonds or other portion 
thereof, and the Corporation is unable to locate a qualified successor Securities Depository, (2) the 
Corporation at its option advises the Trustee in writing that it elects to terminate the book-entry system 
through DTC or (3) after the occurrence of any Event of Default, Beneficial Owners representing a 
Majority in Interest of the Bonds held by DTC advise the Trustee in writing that the continuation of a 
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book-entry system through DTC is no longer in the best interests of the Beneficial Owners, then the 
Trustee will instruct DTC to notify its participants of the occurrence of any such event and of the 
availability of Bonds to registered owners requesting the same. Upon surrender to the Trustee of the 
typewritten Bonds by DTC, accompanied by registration instructions, the Corporation will execute and 
provide to the Trustee, and the Trustee will authenticate, Bonds in accordance with the instructions of 
DTC.  None of the Corporation, the County or the Trustee shall be liable for any delay in delivery of such 
instructions and may conclusively rely on, and shall be fully protected in relying on, such instructions. 

As noted above, Beneficial Owners should make appropriate arrangements with their 
broker or dealer to receive notices (including notices of redemption) and other information 
regarding the Series 2014 Senior Bonds that may be so conveyed to Direct Participants and Indirect 
Participants. 

None of the Corporation, the Trustee or the Underwriter can give any assurance that DTC 
or Direct or Indirect Participants will distribute payments of interest, premium, if any, Principal, 
Sinking Fund Payments or other redemptions with respect to the Series 2014 Senior Bonds paid to 
DTC or its nominee, or send any redemption or other notices, to the Beneficial Owners, or that they 
will do so in a timely manner or that DTC or Direct or Indirect Participants will act in the manner 
described in this Offering Circular. 

So long as Cede & Co. is the registered owner of the Series 2014 Senior Bonds, as nominee for 
DTC, references in this Offering Circular to Bondholders or registered owners of the Series 2014 Senior 
Bonds (other than under “TAX MATTERS” and “CONTINUING DISCLOSURE UNDERTAKING” 
below) will mean Cede & Co., as aforesaid, and will not mean the Beneficial Owners of the Series 2014 
Senior Bonds. 

THE CORPORATION 

The Corporation is a local development corporation incorporated under the provisions of Section 
1411 of the New York State Not-for-Profit Corporation Law.  The Corporation is a non-stock, 
membership corporation governed by a board initially consisting of three directors, two members of 
which shall serve ex-officio – they being the County Executive of the County and the Director of Finance 
of the County – and a third member who shall be an Independent Director.  The sole member of the 
Corporation, the County Executive, may appoint up to two other directors, at least one of which must be 
an employee of the County or an elected member of the County Legislature.  The certificate of 
incorporation of the Corporation contains certain limitations of purpose and corporate separateness 
provisions.  Such provisions include a requirement that the affirmative vote of the Independent Director 
be received for, among other things, the filing of any bankruptcy petition by the Corporation.  See 
“LEGAL CONSIDERATIONS”.  The Corporation was organized for the special purpose of securitizing 
the TSRs. 

THE RESIDUAL CERTIFICATE AND THE RESIDUAL TRUST 

The “Residual Certificate” is a security under the Indenture that is payable out of the Trust 
Estate after all other priorities of payments have been made pursuant to the application of amounts held in 
the various Accounts under the Indenture as described in “SECURITY — Application of Revenues – 
Payment Date Transfers” above.  The Residual Certificate represents the entitlement to receive all 
amounts required to be distributed pursuant to the Indenture in respect of the Residual Certificate, 
including the net proceeds of Bond issues (other than net proceeds applied to the refunding of 
Outstanding Bonds).  Payments on the Residual Certificate from Collections are subordinate to, among 
other things, payments on the Series 2014 Senior Bonds and the Series 2005 Subordinate Bonds.   
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The owner of the Residual Certificate is Chautauqua County Residual Trust (the “Residual 
Trust”).  The Residual Trust was organized as a Delaware business trust and is administered by 
Wilmington Trust Company, as trustee.  The sole beneficiary of the Residual Trust is the County.   

Delaware law expressly provides that no creditor of the beneficial owner of a Delaware business 
trust shall have any right to obtain possession of, or otherwise exercise legal or equitable remedies with 
respect to, the property of such business trust.  The organizational and operative documents of the 
Residual Trust provide for the distribution to the County as beneficial owner of the Residual Trust of cash 
available to the Residual Trust from payments made on the Residual Certificate after payment of the 
expenses of the Residual Trust.   
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ESTIMATED SOURCES AND USES OF FUNDS 

The Corporation will apply the proceeds of the Series 2014 Senior Bonds, together with certain 
amounts available under the Indenture, to (i) currently refund all of the Series 2000 Bonds, (ii) acquire by 
negotiated purchase all of the NYCTT V/CTASC S4B Bonds for the purpose of cancellation, (iii) cancel 
the related bond RS4B-1 of the Corporation’s Series 2005 Subordinate Bonds, (iv) fund a payment to the 
owner of the Residual Certificate in an amount not to exceed $600,000 in order to provide the County 
with funds for capital purposes, and (v) pay the costs of issuance of the Series 2014 Senior Bonds.  The 
expected application of such amounts is set forth below.   

Sources of Funds: 

Principal Amount of the Series 2014 Senior Bonds $ 34,765,000.00  
Funds Available under the Indenture  

Existing Debt Service Reserve Account Balance 2,470,150.61 
Existing Debt Service Account Balance 922,206.48 
Existing Collection Account 3,184.51 

Corporation Funds on Hand 220,000.00 
Net Original Issue Premium  12,500.50 

Total Sources $ 38,393,042.10 

Uses of Funds: 

Refunding Escrow for the Series 2000 Bonds $ 28,364,738.89  
Acquisition of NYCTT V/CTASC S4B Bonds  5,854,965.48 
Deposit to the Debt Service Reserve Account 2,224,462.50 
Deposit to Operating Expense Reserve Account 120,000.00 
Distribution to the Residual Certificate Holder 600,000.00 
Costs of Issuance(1)  1,228,875.23 

Total Uses $ 38,393,042.10 

_____________________ 
(1)  Includes underwriter’s discount, legal fees, IHS Global’s fees, verification agents’ fees, printing costs, rating 

fees, certain other expenses related to the issuance of the Series 2014 Senior Bonds, and the rounding amount. 
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BOND STRUCTURING METHODOLOGY AND PROJECTED PERFORMANCE 

The structuring of the Series 2014 Senior Bonds was developed to meet two objectives: (i) 
produce cash flow stress test performance necessary for the Corporation to achieve the targeted credit 
ratings; and (ii) achieve targeted debt service coverage ratios.  To achieve these objectives the principal 
amounts and maturity dates of the Series 2014 Serial Bonds and hypothetical annual levels of principal 
payments with respect to the Series 2014 Turbo Term Bonds (referred to herein as “Turbo Term Bond 
Structuring Amounts”) were developed.  The actual levels of principal payments on the Series 2014 
Turbo Term Bonds (factoring in projected Turbo Redemptions from the Turbo Account) is expected to 
achieve shorter average lives for the Series 2014 Turbo Term Bonds than would result from the schedule 
of Turbo Term Bond Structuring Amounts.  See “SECURITY — Application of Revenues – Distribution 
Date Transfers” and “THE SERIES 2014 SENIOR BONDS — Redemption Provisions –Required 
Optional Redemption.” 

Principal Amortization Assuming Turbo Term Bond Structuring Amounts 

The principal amortization schedule for the Serial Bond principal payments plus hypothetical 
Turbo Term Bond Structuring Amounts are shown in Table 1 — Projected Debt Service Assuming 
Term Bond Structuring Amounts. The Series 2014 Senior Bonds were structured to be repaid by 2048 
and to achieve Structuring Amounts Debt Service Coverage Ratios and stress test performance necessary 
for the Corporation to achieve targeted credit ratings, taking into account the amount of Revenues 
projected under the Revenue Projection Assumptions and the Cash Flow Assumptions.  See 
“SUMMARY OF REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS”.   

As used herein, “Structuring Amounts Debt Service Coverage Ratio” means, for any period, a 
fraction, expressed as a multiple, the numerator of which is the amount of Net Revenues projected to be 
received in such period and the denominator of which is the sum of interest on the Series 2014 Senior 
Bonds, maturing principal of Serial Bonds and the Turbo Term Bond Structuring Amounts.   

  The estimated Structuring Amounts Debt Service Coverage Ratios shown in Table 1 — 
Projected Debt Service Assuming Turbo Term Bond Structuring Amounts – assume that Revenues 
are received in accordance with the Revenue Projection Assumptions and applied in accordance with the 
Cash Flow Assumptions, except principal payments on the Series 2014 Turbo Term Bonds are made in 
accordance with the Turbo Term Bond Structuring Amounts.   

 

(Remainder of Page Intentionally Left Blank) 
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Table 1 
Projected Hypothetical Debt Service Assuming Turbo Term Bond Structuring Amounts 

(with Series 2014 Turbo Term Bond Maturity Amounts in Italics) 

 

 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
_______________ 

(1) See “SUMMARY OF REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS – Table 7 – Projection of Revenues and Net Revenues.  Does not include release of funds from Debt Service Reserve Account.
 (2) Represents the principal amounts required to be paid in order to avoid an Event of Default. 

(3) The Turbo Term Bond Structuring Amounts were used to size the Series 2014 Turbo Term Bonds but are not actual terms of the Series 2014 Senior Bonds. 
(4) Total of Serial Bond maturities and Turbo Term Bond Structuring Amounts (and, separately, the total of the principal amounts payable on the Series 2014 Turbo Term Bonds). 
(5) Total Debt Service includes interest, Serial Bond maturities and Turbo Term Bond Structuring Amounts for the Series 2014 Turbo Term Bonds.  
(6) Columns may not add to totals due to rounding. 

Period Ending 
December 31

Projected Net 
Revenues 

Available for
Debt Service (1) Serial Bonds (2)

2022 Turbo Term 
Bond Structuring 

Amounts (3)

2029 Turbo Term 
Bond Structuring 

Amounts (3)

2034 Turbo Term 
Bond Structuring 

Amounts (3)

2039 Turbo Term 
Bond Structuring 

Amounts (3)

2048 Turbo Term 
Bond Structuring 

Amounts (3)

Total of Serial 
Bond Principal 

and Turbo Term 
Bond Structuring 

Amounts (4)
Total Debt 
Service (5)

Hypothetical 
Coverage Based 
on Term Bond 

Structuring 
Amounts                                                                                                                                                                                                                                                                                                                                                                    

2015 $2,306,189 $     270,000 $270,000 $2,046,032 1.13x
2016 2,299,754 375,000 375,000 2,025,353 1.14x
2017 2,291,042 $350,000 15,000 365,000 2,002,259 1.14x
2018 2,562,037 350,000 255,000 605,000 2,224,041 1.15x
2019 2,550,096 400,000 230,000 630,000 2,224,463 1.15x
2020 2,539,012 450,000 190,000 640,000 2,206,650 1.15x
2021 2,529,203 675,000 675,000 2,216,884 1.14x
2022 2,521,539 690,000 $      5,000 695,000 2,215,431 1.14x

2022 Turbo Term Bond (2) $2,700,000
2023 2,517,568 700,000 700,000 2,192,025 1.15x
2024 2,516,877 735,000 735,000 2,191,150 1.15x
2025 2,519,703 755,000 755,000 2,173,900 1.16x
2026 2,525,287 800,000 800,000 2,180,025 1.16x
2027 2,532,747 845,000 845,000 2,183,900 1.16x
2028 2,541,339 630,000 $    270,000 900,000 2,195,275 1.16x
2029 2,550,106 940,000 940,000 2,189,275 1.16x

2029 Turbo Term Bond (2) $4,470,000
2030 2,558,620 950,000 950,000 2,152,025 1.19x
2031 2,567,087 980,000 980,000 2,133,775 1.20x
2032 2,575,729 1,020,000 1,020,000 2,123,775 1.21x
2033 2,584,532 1,080,000 1,080,000 2,131,275 1.21x
2034 2,591,661 410,000 $    730,000 1,140,000 2,136,688 1.21x

2034 Turbo Term Bond (2) $5,650,000
2035 2,598,395 1,160,000 1,160,000 2,101,550 1.24x
2036 2,605,064 1,225,000 1,225,000 2,109,906 1.23x
2037 2,611,193 1,290,000 1,290,000 2,115,175 1.23x
2038 2,617,007 1,355,000 1,355,000 2,117,356 1.24x
2039 2,622,524 630,000 $     795,000 1,425,000 2,120,338 1.24x

2039 Turbo Term Bond (2) $6,390,000
2040 2,626,697 1,185,000 1,185,000 1,815,875 1.45x
2041 2,630,391 1,250,000 1,250,000 1,820,000 1.45x
2042 2,634,808 1,310,000 1,310,000 1,816,000 1.45x
2043 2,638,357 1,385,000 1,385,000 1,823,625 1.45x
2044 2,641,301 1,460,000 1,460,000 1,827,500 1.45x
2045 2,643,849 1,530,000 1,530,000 1,822,750 1.45x
2046 2,646,035 1,610,000 1,610,000 1,824,250 1.45x
2047 2,648,257 1,700,000 1,700,000 1,831,500 1.45x
2048 2,641,729 1,780,000 1,780,000 1,824,500 1.45x

2048 Turbo Term Bond (2) $14,005,000                                                                                                                                                                                                                                                                                                                                                                    
Total (6) $86,985,735 $1,550,000 $2,700,000 $4,470,000 $5,650,000 $6,390,000 $14,005,000 $34,765,000 $70,114,526
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Principal Amortization Assuming Turbo Redemption from Turbo Account 

The maturing principal of the Serial Bonds and the Turbo Redemption of Series 2014 Turbo 
Term Bonds are projected to repay all Series 2014 Senior Bonds by 2037.  Set forth below in Table 2 — 
Projected Debt Service Assuming Turbo Redemption from Turbo Account – is a schedule showing 
the projected debt service on the Series 2014 Senior Bonds assuming payment of the Serial Bonds on 
their maturity dates and Series 2014 Turbo Term Bonds by Turbo Redemption from the Turbo Account, 
assuming that Revenues are received in accordance with the Revenue Projection Assumptions and applied 
in accordance with the Cash Flow Assumptions. 

The ratings on the Series 2014 Senior Bonds are based upon an assessment of the ability of 
the Corporation to pay the Series 2014 Senior Bonds at their respective Maturity Dates.  The 
ratings of the Series 2014 Turbo Term Bonds are not based on the Turbo Term Bond Structuring 
Amounts payment schedule.  Turbo Term Bond Structuring Amounts were calculated solely for 
sizing Series 2014 Turbo Term Bonds and the Debt Service Reserve Requirement and are not terms 
of the Series 2014 Senior Bonds. 

 
 

(Remainder of Page Intentionally Left Blank) 
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Table 2 
Projected Debt Service Assuming Turbo Redemptions from Turbo Account 

 

 
________________ 

(1) See “SUMMARY OF REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS – Table 7 – Projection of Revenues and Net Revenues.  Includes release in 2037 of funds from Debt Service Reserve 
Account and the Operating Expense Reserve Account. 

(2) Turbo Redemptions are mandatory payments to the extent of amounts available in the Turbo Account to make a payment.  Failure to make a Turbo Redemption in the absence of available amounts in the Turbo 
Account does not constitute an Event of Default.  

(3) Total of Serial Bond maturities and Projected Turbo Redemptions of Series 2014 Term Bonds. 
(4) Total Debt Service includes interest, Series 2014 Serial Bond maturities and Projected Turbo Redemptions for the Series 2014 Turbo Term Bonds. 
(5) “Turbo Redemption Debt Service Coverage Ratio” means, for any period, a fraction, expressed as a multiple, the numerator of which is the amount of Net Revenues projected to be received in such period and 

the denominator of which is the sum of interest on the Series 2014 Senior Bonds, maturing principal of Serial Bonds and the Projected Turbo Redemption amounts. 
(6) Columns may not add to totals due to rounding 

Period Ending 
December 31

Projected Net 
Revenues 

Available for
Debt Service (1) Serial Bonds

Projected Turbo 
Redemption
2022 Turbo 

Term Bond (2)

Projected Turbo 
Redemption
 2029 Turbo 

Term Bond (2)

Projected Turbo 
Redemption
 2034 Turbo 

Term Bond (2)

Projected Turbo 
Redemption
 2039 Turbo 

Term Bond (2)

Projected Turbo 
Redemption
 2048 Turbo 

Term Bond (2)

Total Series 
2014 Bond 
Principal 

Payments (3)

Total Series 
2014 Bond 
Interest 

Payments
Total Debt 
Service (4)

Turbo 
Redemption Debt 
Service Coverage 

Ratio (5)                                                                                                                                                                                                                                                                                                                                                                  
2015 $2,306,189 $530,000 $     530,000 $1,771,969 $2,301,969 1.00x
2016 2,299,754 665,000 665,000 1,637,697 2,302,697 1.00x
2017 2,291,042 $350,000 325,000 675,000 1,615,228 2,290,228 1.00x
2018 2,562,037 350,000 625,000 975,000 1,586,384 2,561,384 1.00x
2019 2,550,096 400,000 555,000 $       45,000 1,000,000 1,549,822 2,549,822 1.00x
2020 2,539,012 450,000 585,000 1,035,000 1,504,150 2,539,150 1.00x
2021 2,529,203 1,080,000 1,080,000 1,451,275 2,531,275 1.00x
2022 2,521,539 1,125,000 1,125,000 1,396,150 2,521,150 1.00x
2023 2,517,568 1,180,000 1,180,000 1,338,525 2,518,525 1.00x
2024 2,516,877 455,000 $   780,000 1,235,000 1,278,150 2,513,150 1.00x
2025 2,519,703 1,305,000 1,305,000 1,214,650 2,519,650 1.00x
2026 2,525,287 1,380,000 1,380,000 1,147,525 2,527,525 1.00x
2027 2,532,747 1,455,000 1,455,000 1,076,650 2,531,650 1.00x
2028 2,541,339 730,000 $   810,000 1,540,000 1,002,788 2,542,788 1.00x
2029 2,550,106 1,620,000 1,620,000 926,825 2,546,825 1.00x
2030 2,558,620 1,715,000 1,715,000 847,619 2,562,619 1.00x
2031 2,567,087 1,800,000 1,800,000 764,138 2,564,138 1.00x
2032 2,575,729 445,000 $1,460,000 1,905,000 674,319 2,579,319 1.00x
2033 2,584,532 2,005,000 2,005,000 577,125 2,582,125 1.00x
2034 2,591,661 2,120,000 2,120,000 474,000 2,594,000 1.00x
2035 2,598,395 2,230,000 2,230,000 365,250 2,595,250 1.00x
2036 2,605,064 2,355,000 2,355,000 250,625 2,605,625 1.00x
2037 4,946,864 3,835,000 3,835,000 95,875 3,930,875 1.26x

                                                                                                                                                                                                                                                                                                                                                                  
Total (6) $60,330,450 $1,550,000 $2,700,000 $4,470,000 $5,650,000 $6,390,000 $14,005,000 $34,765,000 $24,546,738 $59,311,738
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Table 3 provides expected debt service for the Series 2014 Senior Bonds calculated at the highest 
constant annual “breakeven” consumption decline rate at which debt service on all Series 2014 Senior 
Bonds would be paid in full as due. 

Table 3 
Debt Service Schedule Based on Breakeven Consumption Decline Rate (-4.61%) 

 

 
_______________ 

 (1) Net Revenues as described in “SUMMARY OF REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS”, 
but adjusted to reflect an annual 4.61% cigarette consumption decline rate in the calculation of TSRs. Assumes the 
Debt Service Reserve Account and Operating Expense Reserve Account, both assumed to be fully funded, are used to 
pay debt service on or prior to the final maturity of the Series 2014 Senior Bonds without a payment default. 

(2) Columns may not add to totals due to rounding. 

Period Ending 
December 31

Net Revenues with 
4.61% 

Consumption 
Decline Rate (1)

Series 2014 
Principal 
Payments

Series 2014 
Interest Payments

Series 2014 Total 
Debt Service                                                                                                                                                                  

2015 $2,265,687 $490,000 $1,772,594 $2,262,594
2016 2,232,292 595,000 1,640,041 2,235,041
2017 2,198,045 575,000 1,620,228 2,195,228
2018 2,432,822 840,000 1,595,056 2,435,056
2019 2,395,926 830,000 1,563,681 2,393,681
2020 2,358,659 830,000 1,529,775 2,359,775
2021 2,319,840 825,000 1,492,806 2,317,806
2022 2,281,801 830,000 1,452,275 2,282,275
2023 2,244,534 835,000 1,410,650 2,245,650
2024 2,208,029 840,000 1,368,775 2,208,775
2025 2,172,277 845,000 1,326,650 2,171,650
2026 2,137,269 855,000 1,284,150 2,139,150
2027 2,102,996 860,000 1,241,275 2,101,275
2028 2,069,450 870,000 1,198,025 2,068,025
2029 2,036,623 885,000 1,154,150 2,039,150
2030 2,004,508 895,000 1,109,650 2,004,650
2031 1,973,096 905,000 1,064,650 1,969,650
2032 1,942,382 925,000 1,019,100 1,944,100
2033 1,912,357 940,000 973,850 1,913,850
2034 1,883,016 955,000 928,844 1,883,844
2035 1,854,352 970,000 883,125 1,853,125
2036 1,826,360 990,000 836,575 1,826,575
2037 1,799,034 1,010,000 789,075 1,799,075
2038 1,772,369 1,030,000 740,625 1,770,625
2039 1,746,359 1,055,000 690,206 1,745,206
2040 1,721,000 1,085,000 637,125 1,722,125
2041 1,696,287 1,115,000 582,125 1,697,125
2042 1,672,217 1,145,000 525,625 1,670,625
2043 1,648,786 1,185,000 467,375 1,652,375
2044 1,625,990 1,215,000 407,375 1,622,375
2045 1,603,827 1,260,000 345,500 1,605,500
2046 1,582,293 1,300,000 281,500 1,581,500
2047 1,561,385 1,345,000 215,375 1,560,375
2048 3,876,774 3,635,000 90,875 3,725,875

Total (2) $69,158,642 $34,765,000 $34,238,707 $69,003,707
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Table 4 sets forth the “breakeven” constant annual decline rates of cigarette consumption and 
Revenues, respectively, at which each maturity of the Series 2014 Senior Bonds would still be paid in full 
by maturity, including in the case of Series 2014 Turbo Term Bonds, earlier Turbo Redemptions.  The 
calculations underlying Table 4 assume the availability of Net Revenues as described in “SUMMARY 
OF REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS,” but adjusted for the consumption 
decline rates in the calculation of TSRs. 

Table 4 
Breakeven Consumption and Revenue Decline Rates By Maturity(1) 

Maturity Par Amount 

Breakeven 
Consumption 

Decline 

Breakeven 
Revenue 
Decline(2) 

Serial Bonds  $350,000 -47.76%  -43.96% 
6/1/2017 350,000 -31.34%  -28.02% 
6/1/2018 400,000 -22.82%  -19.51% 
6/1/2019 450,000 -17.67%  -14.39% 
6/1/2020     

Turbo Term Bonds 
6/1/2022  $2,700,000 -10.35%  -7.41% 
6/1/2029 4,470,000 -6.50%  -3.48% 
6/1/2034 5,650,000 -5.40%  -2.37% 
6/1/2039 6,390,000 -4.94%  -1.89% 
6/1/2048 14,005,000 -4.61%  -1.53% 

Total $34,765,000 

________________ 

 (1)  Assumes the Debt Service Reserve Account and Operating Expense Reserve Account is 
used to pay debt service on or prior to the final maturity of the Series 2014 Senior Bonds 
without a payment default. 

(2) Assumes base revenues of $2,443,859.34 for 2014. As the Corporation is not entitled to 
receive any Strategic Contribution Payments, Revenues have been adjusted from year 
2017 to 2018 to account for the increase in Annual Payment growth from $8,139,000,000 
to $9,000,000,000 based on unadjusted national numbers. 
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Table 5 sets forth the expected final redemption date at which each maturity of the Series 2014 
Turbo Term Bonds would be paid in full based on the following cigarette consumption decline 
projections:  

IHS Global Consumption Forecast base case (see Appendix D — “IHS GLOBAL 
REPORT”),  

-3.50% constant annual decline,  

-4.00% constant annual decline, and  

-4.61% constant annual decline.  

The -4.61% constant annual decline represents the “breakeven” consumption decline rate 
at which debt service on all Series 2014 Senior Bonds would still be paid in full.  

Table 5 further assumes the Series 2014 Turbo Term Bonds bear interest at the rates described on 
the inside cover hereof and that TSRs are received in accordance with the Cash Flow Assumptions set 
forth under the heading “SUMMARY OF REVENUE PROJECTION AND CASH FLOW 
ASSUMPTIONS.” 

Table 5 
Projected Principal Repayment Dates for Series 2014 Turbo Term Bonds 

Under Various Consumption Decline Scenarios(1)  
 

 

_______________ 
(1) Assumes the Debt Service Reserve Account and Operating Expense Reserve Account is used to pay debt service on or prior to the final maturity of the 

Series 2014 Senior Bonds without a payment default. 

 
 
 
 

(Remainder of Page Intentionally Left Blank) 

Maturity

Turbo Term 
Bond Par 
Amount

Stated Optional 
Redemption 

Date

IHS Global 
Forecast Base 

Case -3.50% Decline -4.00% Decline
Breakeven 

-4.61% Decline

6/1/2022 2,700,000 6/1/2015 6/1/2019 6/1/2020 6/1/2020 6/1/2021
6/1/2029 4,470,000 6/1/2019 6/1/2024 6/1/2024 6/1/2025 6/1/2026
6/1/2034 5,650,000 6/1/2024 6/1/2028 6/1/2028 6/1/2030 6/1/2032
6/1/2039 6,390,000 6/1/2024 6/1/2032 6/1/2033 6/1/2035 6/1/2039
6/1/2048 14,005,000 6/1/2024 6/1/2037 6/1/2039 6/1/2042 6/1/2048
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RISK FACTORS 

Prospective investors should carefully consider the factors set forth below regarding an 
investment in the Series 2014 Senior Bonds, as well as other information contained in this Offering 
Circular.   

The discussion of the risks facing the domestic tobacco industry and potentially impacting the 
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 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 Revenues, 
nor does the order of presentation necessarily reflect the relative importance of the various and separate 
risks.  See also Appendix D — “IHS GLOBAL REPORT” and “CERTAIN INFORMATION 
RELATING TO THE DOMESTIC TOBACCO INDUSTRY”. 

Potential purchasers of the Series 2014 Senior Bonds are advised to consider the following 
factors, among others, and to review the other information in this Offering Circular in evaluating the 
Series 2014 Senior 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 2014 Senior Bonds, a downward revision or 
withdrawal of ratings on the Series 2014 Senior 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 information regarding these risk factors can be found 
under “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT” and “CERTAIN 
INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY”. 

Series 2014 Senior Bonds Secured Solely by the Revenues and Moneys in the Accounts 

Investors in the Series 2014 Senior Bonds must look solely to the Revenues for repayment of 
their investment.  The Series 2014 Senior Bonds are not a debt or liability of the County or the State 
and neither the County nor the State shall be liable thereon, nor shall the Series 2014 Senior Bonds 
be payable out of any funds other than those of the Corporation pledged therefor. The Corporation 
does not have the power to pledge the credit, the revenues or the taxing power of the County or the 
State; and the credit, revenues and taxing power of the County or the State shall not and shall not 
be deemed to be, pledged.  The Corporation has no taxing power. 

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.  Such adjustments, offsets and recalculations could significantly reduce the Revenues 
available to the Corporation.   Any such adjustments could trigger the Offset for Miscalculated or 
Disputed Payments and lead to significant reductions in Revenues.  For additional information regarding 
the MSA and the payment adjustments, see “– Disputed MSA Payments and Potential for Significant 
Future Year Offsets to MSA Payments” below and “SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT — Adjustments to Payments”. 
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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 Payments1 totaling over $8.3 billion for the sales years 
2004 through 2013 according to NAAG2, including payments due, moneys withheld outright, moneys 
deposited to the Disputed Payments Account or, as in the case of the largest OPM (Philip Morris) moneys 
actually paid by the OPM to the states, but with the OPM asserting a reservation of right to dispute such 
amount paid pursuant to the MSA.  This total includes amounts with respect to which the PMs have stated 
they have filed dispute notices and significant additional amounts that the PMs have indicated may lead to 
claimed reductions in their MSA payments due in future years. 

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 such offsets 
may materially adversely affect the amount and timing of the payment of 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 adversely affect the amount and/or 
timing of TSRs.  Amounts held in the Disputed Payments Account with respect to a sales year could be 
released to the PMs if any Settling State is found to have not diligently enforced its Qualifying Statute 
during such sales year, or could be released to those Settling States which are found to have diligently 
enforced their respective Qualifying Statutes during such sales year.   

The State received as part of the April 2014 MSA payment formerly disputed amounts 
attributable to the 2003 NPM adjustment and the County received its 0.308% allocation in accordance 
with the Consent Decree.  The payment of the formerly disputed amounts was attributable to the decision 
by a panel of three former federal judges arbitrating the 2003 NPM Adjustment claims (the “Arbitration 
Panel”) that the State diligently enforced its Qualifying Statute in 2003.   

No assurance can be given as to the future payment of amounts recovered with respect to the 
NPM Adjustment for sales years subsequent to 2003.  Amounts held in the Disputed Payments Account 
could also be released pursuant to a settlement of the disputes among the Settling States and the PMs, as 
was the case in April 2013 and April 2014 in connection with the partial settlement (which the State did 
not join) regarding the NPM Adjustment, as discussed below.  See “ – NPM Adjustment” below.  
Amounts released from the Disputed Payments Account to the County are TSRs and could be used to 
optionally redeem, purchase, pay or defease Series 2014 Senior Bonds pursuant to the Indenture.  See 
“SECURITY — Application of Revenues – Distribution Date Transfers” above.   

The Revenue Projection Assumptions described in “SUMMARY OF REVENUE PROJECTION 
AND CASH FLOW ASSUMPTIONS” below do not factor in an offset for miscalculated or disputed 
payments or any release of funds currently held in the Disputed Payments Account to the State.  Any 
adjustments made in the form of a credit against future MSA payments could lead to material reductions 
in the Revenues available to pay principal and interest on the Series 2014 Senior 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”. 

                                                      
1  The TSRs include only Annual Payments and do not include any Strategic Contribution Payments. 
2  $9.4 billion including sales year 2003. 
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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 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 County in the year following such determination could be as great as the 
amount of Annual Payments that could otherwise have been received by the County 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 TSRs available to the Corporation to pay debt service on the Series 2014 Senior Bonds.  The 
Revenue Projection Assumptions described in “SUMMARY OF REVENUE PROJECTION AND CASH 
FLOW ASSUMPTIONS” below for the Series 2014 Senior Bonds do not include any NPM Adjustments, 
based on the assumptions that the State has diligently enforced and will diligently enforce its Qualifying 
Statute and that such Qualifying Statute is not held to be unenforceable.  No assurance can be given as to 
whether the State will be subject to NPM Adjustments for sales years subsequent to 2003. 

Results of 2003 NPM Adjustment Arbitration; Future NPM Adjustment Arbitrations.  The PMs 
have disputed MSA payments in sales years 2003 through 2013 on the basis that certain Settling States, 
including the State, did not diligently enforce their respective Qualifying Statutes in each of those years.  
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 other states (which do not include the State) and four U.S. territories (the 
“non-contested states”).  After some Settling States settled their disputes with the PMs in March 2013, 
the State was one of 15 contested states that continued in arbitration proceedings with the PMs regarding 
the 2003 NPM Adjustment.   The Arbitration Panel released its decision on September 11, 2013.  The 
Arbitration Panel unanimously determined that the State (along with 8 other states) diligently enforced its 
Qualifying Statute during sales year 2003 and therefore is not subject to the NPM Adjustment for 2003 
pursuant to the MSA.  The 2003 NPM Adjustment was allocated among those six states (which did not 
include the State), comprising an aggregate allocable share of 14.6792685%, that were determined by the 
Arbitration Panel to have failed to diligently enforce their respective Qualifying Statutes during sales year 
2003.  Kentucky and Iowa, two of the six states that were held to be non-diligent for 2003 subsequently 
joined the NPM Adjustment Settlement Term Sheet in June 2014, as discussed below.  According to 
Lorillard, Inc. in its Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014, 
the OPMs are entitled to receive $458 million plus interest and earnings as a result of the Arbitration 
Panel’s ruling.   

All six of the states that were determined by the Arbitration Panel’s final awards not to have 
diligently enforced their Qualifying Statutes in 2003 filed motions to vacate such final awards with 
respect to those states.  In April 2014, the MSA court in Pennsylvania upheld the Arbitration Panel’s non-
diligence finding for Pennsylvania, but also ruled that the states that signed the NPM Adjustment 
Settlement Term Sheet (discussed below) and had been contested in the 2003 NPM Adjustment 
arbitration would be deemed non-diligent for purposes of calculating Pennsylvania’s share of the 2003 
NPM Adjustment, resulting in a partial reduction of Pennsylvania’s share of the 2003 NPM Adjustment 
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allocation.  In May 2014, the Missouri MSA court (in a decision similar to the Pennsylvania court) upheld 
the Arbitration Panel’s non-diligence finding for Missouri but ruled that Missouri’s share of the 2003 
NPM Adjustment must be reduced because the states that signed the NPM Adjustment Settlement Term 
Sheet and had been contested in the 2003 NPM Adjustment arbitration should be deemed non-diligent for 
purposes of calculating Missouri’s share of the 2003 NPM Adjustment.  On June 10, 2014, Kentucky 
joined the NPM Adjustment Settlement Term Sheet, and on June 26, 2014, Indiana joined the NPM 
Adjustment Settlement Term Sheet, each on modified terms, as discussed herein.  According to Altria in 
its Form 10-Q filed with the SEC for the six-month period ended June 30, 2014, in connection with these 
settlements, Kentucky and Indiana are in the process of staying their motions to vacate or modify the 
Arbitration Panel’s NPM Adjustment Stipulated Partial Settlement and Award and the Arbitration Panel’s 
rulings as to their diligence, while the other four non-diligent states continue to pursue their motions. 

The April 2014 MSA payment, as calculated by the MSA Auditor (defined below), accounted for 
the Arbitration Panel’s findings with respect to the 2003 NPM Adjustment, as modified by the 
Pennsylvania court’s ruling, and implemented the 2003 NPM Adjustment through the non-diligent states 
receiving reductions in MSA payments and the OPMs and diligent states (including non-contested states) 
receiving amounts due to them through payments from the Disputed Payments Account and/or 
adjustments associated with future payments.  According to Reynolds American’s Form 10-Q filed with 
the SEC for the nine-month period ended September 30, 2014, until such time as the various remaining 
state motions challenging the rulings of the Arbitration Panel have been resolved, including any necessary 
appeals, uncertainty exists as to the timing, process and amount of ultimate recovery with respect to the 
remaining share of the 2003 NPM Adjustment claim.  The Missouri Attorney General instructed the MSA 
Auditor to recalculate Missouri’s 2003 NPM Adjustment liability and issue a special payment to Missouri 
in light of the Missouri MSA court’s decision, and according to Lorillard, Inc.’s Form 10-Q filed with the 
SEC for the nine-month period ended September 30, 2014, on June 23, 2014 the MSA Auditor issued 
revised final calculations for the April 2014 MSA payments that implement the Missouri ruling.  Altria 
stated in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2014 that if Philip 
Morris is not successful in its appeal of the Missouri court’s ruling modifying the NPM Adjustment 
Stipulated Partial Settlement and Award, it will be required to return to Missouri approximately $12 
million (subject to confirmation by the MSA Auditor) of the $116 million credit that Philip Morris 
received against its April 2014 MSA payment in respect of the 2003 NPM Adjustment, plus applicable 
interest on that amount.  According to Altria’s Form 10-Q filed with the SEC for the six-month period 
ended June 30, 2014, Philip Morris has also appealed the Pennsylvania court’s ruling to modify the NPM 
Adjustment Stipulated Partial Settlement and Award.  It is expected that Indiana and Kentucky will also 
receive additional payments in 2014 with respect to the 2003 NPM Adjustment and that the PMs will 
receive an additional share of their remaining 2003 NPM Adjustment claims pursuant to agreements by 
which Kentucky and Indiana joined the NPM Adjustment Settlement Term Sheet.   

Proceedings to determine state diligent enforcement claims for sales years 2004 through 2013 
have not yet been scheduled.  Reynolds American has reported in its Form 10-Q filed with the SEC for 
the nine-month period ended September 30, 2014 that preliminary discussions are underway with the 
Term Sheet Non-Signatories (as defined below) to initiate arbitration proceedings with respect to the 2004 
NPM Adjustment.   

The decision that the State diligently enforced its Qualifying Statute during sales year 2003 has 
no value as a precedent decision in any other arbitration proceeding and the existence of the decision does 
not enhance the strength of the State’s position in future arbitrations to determine whether the State 
diligently enforced its Qualifying Statute in subsequent sales years.  A future determination that the State 
failed to diligently enforce its Qualifying Statute could result in a complete loss or substantial reduction in 
the amount of future TSRs up to the amount of the TSRs for such future sales year or years, plus interest 
due on all or a portion of such amount, if any.  For a more complete description of the 2003 NPM 
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Adjustment arbitration and the 2004 through 2013 NPM Adjustment claims, see “POTENTIAL 
PAYMENT DECREASES UNDER THE TERMS OF THE MSA — NPM Adjustment – 2003 through 
2013 NPM Adjustment Claims Generally,” “ – 2003 NPM Adjustment; Arbitration Results” and “ –
 Ongoing 2004 through 2013 NPM Adjustment Claims”.   A copy of the Arbitration Final Award Re: 
State of New York in the 2003 NPM Adjustment Proceedings is attached hereto as Appendix C. 

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 (which 
did not include the State), the OPMs and certain SPMs regarding claims related to the 2003 through 2012 
NPM Adjustments and the determination of future NPM Adjustments.  Five additional jurisdictions 
(Oklahoma, Connecticut, South Carolina, Indiana and Kentucky) have joined the NPM Adjustment 
Settlement Term Sheet as of the date hereof.  On March 12, 2013, the Arbitration Panel 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 connection with the April 2013 MSA Payment, 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, and Indiana and Kentucky did not opt into 
the settlement until June 2014) and the credits to be allocated to the PMs 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 
received certain reductions in April 2013 and will receive reductions to subsequent 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 connection with the April 2013 MSA 
Payment.  The NPM Adjustment Settlement Term Sheet also details the determination of NPM 
Adjustments for 2013 onward for the Term Sheet Signatories.  The April 2014 MSA payment also 
reflected the terms of the NPM Adjustment Settlement Term Sheet, as discussed herein. 

Non-signatory jurisdictions, including the State (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 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 and April 2014 MSA 
payments (over the objections of the Term Sheet Non-Signatories with respect to the April 2013 MSA 
payment).  In total, fourteen Term Sheet Non-Signatories filed motions to vacate and/or modify the NPM 
Adjustment Stipulated Partial Settlement and Award.  According to Lorillard, Inc.’s Form 10-Q filed with 
the SEC for the nine-month period ended September 30, 2014, as of October 20, 2014 nine of these 
motions were still pending, as discussed herein, with two states withdrawing their opposition and two 
states later joining the NPM Adjustment Settlement Term Sheet.  In addition, according to Altria in its 
Form 10-Q filed with the SEC for the six-month period ended June 30, 2014, Kentucky and Indiana (both 
of whom joined the NPM Adjustment Settlement Term Sheet in June 2014) are in the process of staying 
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their motions to vacate or modify the NPM Adjustment Stipulated Partial Settlement and Award.  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 “POTENTIAL PAYMENT DECREASES UNDER THE TERMS OF THE 
MSA — NPM Adjustment –NPM Adjustment Settlement and Award.”  No assurance can be given as to 
the impact or the magnitude of the effect of the NPM Adjustment Stipulated Partial Settlement and Award 
on Term Sheet Non-Signatories such as the State, 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 TSRs available to the Corporation to 
pay debt service on the Series 2014 Senior Bonds.  

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 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.  Certain of the lawsuits further sought, among other relief, an injunction against one or 
more of the Settling States from collecting any moneys under the MSA and barring the PMs from 
collecting cigarette price increases related to the MSA.  In addition, class action lawsuits have been filed 
in several federal and state courts alleging that under the federal Medicaid law, any amount of tobacco 
settlement funds that the Settling States receive in excess of what they paid through the Medicaid program 
to treat tobacco related diseases should be paid directly to Medicaid recipients. 

All of the judgments rendered to date on the merits have rejected challenges to the MSA, 
Qualifying Statutes and Complementary Legislation presented in the cases.  In the most recent decision, 
VIBO Corporation, Inc. d/b/a/ General Tobacco v. Conway, et al., 669 F.3d 675 (6th Cir.  2012) 
(“VIBO”), a three-judge panel of the U.S. Court of Appeals for the Sixth Circuit (the “Sixth Circuit”) 
ruled on February 22, 2012 that the MSA does not amount to an unlawful conspiracy or anti-competitive 
behavior by the government and, accordingly, affirmed the district court’s order dismissing plaintiffs’ 
federal antitrust, federal constitutional and common law challenges to the enforceability of the MSA.  The 
time period for the plaintiffs to file a petition for certiorari to the U.S. Supreme Court expired.  In Grand 
River Enters.  Six Nations, Ltd.  v. King, 2012 WL 263100 (S.D.N.Y.  2012) (“Grand River”), the U.S. 
District Court for the Southern District of New York (the “Southern District“) on January 30, 2012 
denied the plaintiffs’ motion to amend the Southern District’s March 22, 2011 dismissal by summary 
judgment of plaintiffs’ claims that the MSA and related legislation violated Section 1 of the Sherman 
Antitrust Act of 1890 (the “Sherman Act“) and the Commerce Clause of the Constitution of the United 
States.  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 approved by order of the Second Circuit on 
August 10, 2012 rendering the case final before the Second Circuit.  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 
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cases are discussed more fully herein under “LITIGATION CHALLENGING THE MSA, THE 
QUALIFYING STATUTE AND RELATED LEGISLATION”.   

The MSA and related state legislation may continue to be challenged in the future.  A 
determination by a court having jurisdiction over the State, the County 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 TSRs available to the 
Corporation.  See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT”.  For a description 
of the opinions of Harris Beach PLLC, Bond Counsel to the Corporation, addressing such matters, see 
“LEGAL CONSIDERATIONS”. 

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 7,400 tobacco-related lawsuits (according to 
Lorillard), 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 Racketeer Influenced and Corrupt Organizations Act (“RICO”)), civil 
conspiracy, intentional infliction of harm, injunctive relief, indemnity, restitution, unjust enrichment, 
public nuisance, unfair trade practices, claims based on antitrust laws and state consumer protection acts, 
and claims based on failure to warn of the harmful or addictive nature of tobacco products.  Various 
forms of relief are sought, including compensatory and, where available, punitive damages in amounts 
ranging in some cases into the hundreds of millions or even billions of dollars.  Claimants in some of the 
cases have sought treble damages, statutory damages, disgorgement of rights, equitable and injunctive 
relief and medical monitoring, among other damages. 

It is possible that the outcome of these and similar cases, individually or in the aggregate, could 
result in bankruptcy or cessation of operations by one or more of the PMs.  It is also possible that the PMs 
may be unable to post a surety bond in an amount sufficient to stay execution of a judgment in 
jurisdictions that require such bond pending an appeal on the merits of the case.  Even if the PMs are 
successful in defending some or all of these actions, these types of cases are very expensive to defend.  A 
material increase in the number of pending claims could significantly increase defense costs and have an 
adverse effect on the results of operations and financial condition of the PMs.  Adverse decisions in 
litigation against the tobacco companies could have an adverse impact on the industry overall.   
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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 
4,800 cases (involving over 5,900 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 (“Phase 1” ) 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.  On August 9, 2013, Philip Morris, 
Reynolds American and Liggett Group filed a petition for writ of certiorari with the U.S. Supreme Court 
with respect to that ruling which was denied on October 7, 2013.  In two other cases, the United States 
Court of Appeals for the Eleventh Circuit ruled that a tobacco manufacturer’s due process rights are not 
violated by relying upon the findings of the first phase of the Engle trial.  After Reynolds American 
moved for rehearing, and on October 31, 2013 the Eleventh Circuit vacated its opinion and issued a new 
opinion that again concluded that the use of Phase 1 Engle findings do not violate a tobacco 
manufacturer’s due process rights.  On November 7, 2013, the Eleventh Circuit denied defendant’s 
petition for rehearing, and on January 6, 2014 the Eleventh Circuit denied the defendant’s second petition 
seeking review of the October 31, 2013 opinion.  On March 28, 2014 the defendant filed a petition with 
the U.S. Supreme Court seeking to answer the question of whether the phase I Engle findings can be 
applied to establish certain elements of plaintiffs’ claims.  On June 9, 2014, the U.S. Supreme Court 
denied this petition for writ of certiorari.  It is not possible to predict the final outcomes of any of the 
Engle Progeny Case litigation, 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 – Overview - Engle Progeny Cases”. 

A December 2008 decision by the United States 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” and medical monitoring cause of action 

In December 2008, the United States 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 
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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 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 FDA’s 
ban thereof in June 2010. According to Lorillard Inc.’s Form 10-Q filed with the SEC for the nine-month 
period ended September 30, 2014, there are approximately 16 such “lights” class actions and one class 
action cases that seek court-supervised medical monitoring programs pending in various courts.  On April 
29, 2014, the Illinois Appellate Court, Fifth Judicial District, in an appeal of the "lights" class action case 
Price, et al. v. Philip Morris, Inc., based on the Good decision, reinstated a $10.1 billion 2003 verdict 
against Philip Morris.  Philip Morris’s petition for leave to appeal to the Illinois Supreme Court was 
allowed on September 24, 2014. The verdict has been staved pending appeal. See “CERTAIN 
INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY — Civil Litigation – 
Class Action Cases.” 

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 (i) their management has concluded that it is not probable that a 
loss has been incurred in any material pending litigation against them, (ii) their management is unable to 
estimate the possible loss or range of loss that could result from an unfavorable outcome of any material 
pending litigation due to the many variables, uncertainties and complexities, and (iii) accordingly, their 
management has not provided any amounts in their consolidated financial statements for possible losses 
related to material pending litigation.  It is possible that their results 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 TSRs 
available to the Corporation.  See “CERTAIN INFORMATION RELATING TO THE DOMESTIC 
TOBACCO INDUSTRY — Civil Litigation” and “LEGAL CONSIDERATIONS”. 
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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 TSRs actually 
received by the Corporation 

If a PM were to discontinue making payments under the MSA for any reason, the 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. 

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.  The final judgment and remedial order has not yet been 
fully implemented.  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 
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the court should decline to move forward with an injunctive remedy in deference to the FDA’s (defined 
below) 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 engage in negotiations with the special master on a number of issues related to the 
implementation of the corrective statements remedy.  In January 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, claiming a violation of free speech rights, and 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.  On January 10, 2014, the U.S. government and the defendant tobacco companies issued a joint 
status report confirming that the parties reached an agreement following the negotiations regarding 
implementation of the corrective statements.  For specified time periods following the date when all 
appeals are exhausted, corrective statements would be disseminated in newspapers (print and online), on 
television, on the tobacco companies’ websites, and on “onserts” affixed to cigarette packs.  On June 2, 
2014, the U.S. District Court for the District of Columbia approved the Joint Motion for Consent Order 
Implementing the Corrective Statements Remedy Under Order #1015 and Order #34-Remand, which 
motion was filed and agreed to on April 22, 2014 by the Department of Justice, Altria, Philip Morris, 
Reynolds Tobacco and Lorillard. The Consent Order approved by the U.S. District Court modifies 
various provisions of Order #1015 and provides that the parties thereto do not waive or abandon any 
appeal, appellate rights or argument and that the defendants reserve the right to challenge on appeal the 
content of the Court-ordered corrective statements and the requirement that the Court-ordered corrective 
statements appear in the multiple media referenced in the Court’s Remedial Order and in the Consent 
Order.  The Consent Order did not resolve outstanding issues as to corrective statements in retail point-of-
sale displays.  The Consent Order further provides that defendants will not challenge on appeal the 
specific implementation executions in the Consent Order, that plaintiffs will not invoke defendants’ 
agreement to the specific implementation executions in response to defendants’ appellate challenge to the 
Court-ordered corrective statements, and that should the language of the corrective statements be changed 
as a result of further litigation, the parties reserve the right to seek different requirements than those in the 
Consent Order.  In addition, the Consent Order stays implementation until the exhaustion of the 
defendants’ appeal challenging the constitutionality of the corrective statements.  On June 25, 2014, the 
defendants filed a notice of appeal of the Consent Order solely for the purpose of perfecting the U.S. 
Court of Appeals’ jurisdiction over the pending appeal relating to the content of the corrective statements 
and, also moved to consolidate this appeal with the appeal filed in January 2013.  The District Court has 
not yet entered an amended final judgment addressing all of the directions from the Court of Appeals.  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. 

Declines in Cigarette Consumption May Materially Adversely Affect Revenues available for the 
Series 2014 Senior Bonds. 

Cigarette consumption in the U.S. has declined significantly over the last several decades.  
According to a preliminary report issued by the Centers for Disease Control (“CDC”) in December 2013, 
the smoking rate for adults in the United States fell to 17.4% for January to June 2013, after hovering at 
approximately 20% to 21% for more than seven years, approximately 19% in 2010 and 2011 and 
approximately 18% in 2012.  Results of the National Risk Behavior Survey released by the CDC in June 
2014 found that the number of high school students who had smoked a cigarette in the previous month 
had dropped to 15.7% in 2013 from 18.1% in 2011, 21.9% in 2003 and 36.4% in 1997.  According to 
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Reynolds American in its Form 10-K filed with the SEC for calendar year 2013, total industry domestic 
cigarette shipment volume declined to 273.3 billion cigarettes as of December 31, 2013 (as compared to 
shipments of approximately 400 billion in 2003, according to the IHS Global Report).  See “CERTAIN 
INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY— Cigarette Shipment 
Trends”. 

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 2014 Senior 
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 TSRs available to the Corporation. 

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 Food and Drug Administration (“FDA”) broad authority over the 
manufacture, sale, marketing and packaging of tobacco products.  The legislation, among other things: 

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

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

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

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

• requires the disclosure of ingredients and additives to consumers; 

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

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

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

• allows the FDA to place more severe restrictions on the advertising, marketing and sales 
of cigarettes; and 
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• 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, rejecting 
applications for the introduction of new tobacco products into the market and requiring warning labels for 
smokeless tobacco products. 

In August 2009, a group of tobacco manufacturers (including R.J. Reynolds 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. 

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 United States 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.  It is likely 
that future regulations promulgated by the FSPTCA, including regulation of menthol short of an outright 
ban thereof, as discussed below, could result in a decrease in cigarette sales in the U.S., and an increase in 
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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., thereby 
reducing payments under the MSA which could have an adverse effect on the amount and/or timing of 
TSRs available to the Corporation to pay debt service on the Series 2014 Senior Bonds. 

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 increase the incidence of smoking among youth.  Such plaintiffs 
and constituencies may seek restrictions or a ban on the production and sale of mentholated cigarettes.  
On November 8, 2013, twenty-seven states (including the State) sent a letter to the FDA in support of a 
ban on menthol flavored 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.  It 
is expected that Reynolds American will purchase the Newport brand from Lorillard in the first half of 
2015.  According to Lorillard, mentholated cigarettes are reported to have comprised 31.4% and 31.1% of 
the U.S. domestic cigarette market in the calendar years 2013 and 2012, respectively, and 31.7% and 
31.3% in the first nine months of 2014 and 2013, respectively.   

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 the 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 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.  On July 23, 2013, the FDA released its Independent 
Preliminary Scientific Evaluation of the Public Health Effects of Menthol Versus Non-menthol Cigarettes 
(the “Preliminary Evaluation”) and peer comments for 60 days of public comment (such public 
comment period was subsequently extended for an additional 60 days to November 22, 2013), and issued 
an Advance Notice of Proposed Rulemaking seeking additional information to help the FDA make 
informed decisions about menthol in cigarettes.  The Preliminary Evaluation found that although there is 
little evidence to suggest menthol cigarettes are more toxic than regular cigarettes, the mint flavor of 
menthol masks the harshness of tobacco, which makes it easier to become addicted and harder to quit, and 
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increases the incidents of smoking among youth.  The FDA concluded that menthol cigarettes likely pose 
a public health risk above that seen with non-menthol cigarettes.  During the public comment period, the 
FDA will consider all comments, data and research submitted to determine what regulatory action, if any, 
with respect to menthol cigarettes is appropriate, including the establishment of product standards.  In the 
meantime it will conduct and support research on the differences between menthol and non-menthol 
cigarettes as they relate to menthol’s likely impact on smoking cessation.  On July 21, 2014, the U.S. 
District Court for the District of Columbia ruled in favor of Lorillard and R.J. Reynolds Tobacco Co., in a 
case that challenged the TPSAC’s report, finding that three of the panel’s members had conflicts of 
interest that biased them against the tobacco industry and that “the FDA’s appointment of those members 
was arbitrary and capricious, in violation of the APA, and fatally tainted the composition of the TPSAC 
and its work product, including the Menthol Report.” The court ordered the FDA to reconstitute the 
committee so that it complies with the applicable ethics laws and barred the FDA from using the 
committee’s findings, which it found to be, “at a minimum suspect, and at worst untrustworthy.” The 
FDA appealed the district court’s decision to the U.S. Court of Appeals for the District of Columbia in 
September 2014.   

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. 

The volume of cigarettes sold by PMs in the U.S. cigarette market is expected to continue to 
decline as a result of increases in cigarette excise taxes 

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 by $48.502 per thousand to $50.33 per thousand.  All of the states, the District of 
Columbia, Puerto Rico, Guam and the Northern Mariana Islands currently impose cigarette taxes, which 
in 2013 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.  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, Inc. in its Form 
10-Q filed with the SEC for the nine-month period ended September 30, 2014, combined state and local 
excise taxes ranged from $0.17 to $5.85 per pack in the calendar year 2013.  According to Reynolds 
American in its Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014, as of 
September 30, 2014 the weighted average state cigarette excise tax per pack, calculated on a 12-month 
rolling average basis, was approximately $1.29, compared with the 12-month rolling average of $1.30 as 
of December 31, 2013.  According to Philip Morris, between the end of 1998 (the year that the MSA was 
executed) and July 18, 2014, the weighted-average state and certain local cigarette excise taxes increased 
from $0.36 to $1.48 per pack.  Altria has reported that during 2013, Massachusetts, Minnesota, Oregon 
and Puerto Rico had enacted legislation to increase their cigarette taxes, and Altria further reported in its 
Form 10-Q filed with the SEC for the six-month period ended June 30, 2014 that as of July 18, 2014, 
Vermont is the only state to have enacted a cigarette excise tax increase in 2014.   

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 
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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.  President Obama’s 2015 federal budget proposal, released in early 
March 2014, includes a proposed increase in the federal excise tax on a pack of cigarettes to $1.95 per 
pack (and proposed proportionate increases in all other tobacco product tax rates).  See “CERTAIN 
INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY— Regulatory Issues – 
Excise Taxes” herein for a further description of state excise taxes on cigarettes. 

Increased excise taxes are likely to result in declines in overall sales volume 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 TSRs available to the Corporation. 

The volume of cigarettes sold by PMs in the U.S. cigarette market is expected to continue to 
decline because of efforts to raise the minimum age for purchase and possession of cigarettes 

U.S. cigarette consumption is expected to continue to decline due to legislative efforts to raise the 
minimum age to possess or purchase tobacco products.  On October 30, 2013, the New York City Council 
voted to ban the sale of both cigarettes and e-cigarettes to anyone under 21 years old; the Mayor of New 
York City signed the bill on November 19, 2013.  The minimum age to purchase tobacco products rose to 
21 in Hawaii County, Hawaii on July 1, 2014, and will rise to 21 in Suffolk County, New York, on 
January 1, 2015.  Similar proposals to raise the smoking age have also been introduced in the Colorado, 
Missouri, New York State, New Jersey, Utah and Vermont legislatures, and in the Council of the District 
of Columbia.  Four states, Alabama, Alaska, New Jersey, and Utah, and three New York counties 
currently set the minimum age at 19.  Declines in consumption could lead to reductions of payments 
under the MSA and could have an adverse effect on the amount and/or timing of TSRs available to the 
Corporation to pay debt service on the Series 2014 Senior Bonds. 

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, federal, state 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.” 

Several of the PMs and their competitors have developed alternative tobacco and cigarette 
products, including electronic cigarettes, sales of which do not result in payments under the MSA 
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Certain of the major cigarette makers have developed (or acquired) and marketed alternative 
cigarette products.  For example, numerous manufacturers have developed and are marketing “electronic 
cigarettes” or “e-cigarettes,” which are not tobacco products but are battery powered devices that vaporize 
liquid nicotine which is then inhaled.  E-cigarettes 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, and more than 7,000 available flavors of e-cigarettes, with, by one estimate, the number of flavors 
increasing every month.  Lorillard, Inc. acquired the blu eCig brand in April 2012, and reported in its 
Form 10-Q filed with the SEC for the three-month period ended March 31, 2014 that the blu eCigs brand 
was carried in approximately 149,000 retail outlets as of March 31, 2014.  The blu eCigs brand makes up 
approximately 30% of the U.S. market in e-cigarettes, according to Lorillard, Inc.’s Form 10-Q filed with 
the SEC for the nine-month period ended September 30, 2014.  The blu eCigs brand is expected to be sold 
to Imperial Tobacco Group PLC as part of the proposed merger of Reynolds American and Lorillard, Inc.  
Altria’s Nu Mark LLC introduced an electronic cigarette under the “MarkTen” brand with distribution in 
Indiana and Arizona in 2013, and Altria reported in its Form 10-Q filed with the SEC for the six-month 
period ended June 30, 2014 that it began the national expansion of MarkTen products in June 2014.  
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 has 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.  On April 1, 2014 Altria, through its Nu Mark subsidiary, acquired the e-
vapor business of Green Smoke, Inc., an e-cigarette maker that sells both disposable and reusable 
products.  Reynolds American launched a revamped version of its e-cigarette, VUSE, in Colorado retail 
outlets in July 2013 and expanded distribution into Utah in the first quarter of 2014.  Reynolds American 
reported in its Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014 that 
the initial phase of the national expansion of VUSE began in June 2014, the next wave of distribution is 
scheduled for the third quarter of 2014, and expansion is expected to continue in phases through March 
2015, when VUSE will be available in most retail outlets.  Reynolds American has stated that it intends to 
remain focused on VUSE’s growth and expansion nationwide and that it is targeting existing smokers 
with VUSE and expects some smokers to give up traditional cigarettes in favor of VUSE.   

The fastest growth in e-cigarettes comes from devices called “vaporizers”, which are larger, 
customizable devices.  They have larger batteries and cartridges, hold more liquid, produce larger vapor 
clouds and last longer.  They allow users to mix and match hardware and refill cartridges with liquid 
bought in bulk, so that they are cheaper than e-cigarettes.  None of the OPMs have launched their own 
vaporizer product.  It has been estimated that sales of vaporizers are growing twice as fast as traditional e-
cigarettes.  Vaporizers (as well as e-cigarettes) come in a wide variety of flavors.   

On April 24, 2014, the FDA amended proposed rules that would extend its regulatory authority to 
electronic cigarettes and certain other tobacco products under the FSPTCA.  The proposed rules would 
require that electronic cigarette manufacturers (i) register with the FDA and report electronic cigarette 
product and ingredient listings; (ii) market new electronic cigarette products only after FDA review; (iii) 
only make direct and implied claims of reduced risk if the FDA confirms that scientific evidence supports 
the claim and that marketing the electronic cigarette product will benefit public health as a whole; (iv) not 
distribute free samples; (v) implement minimum age and identification restrictions to prevent sales to 
individuals under age 18; (vi) include a health warning; and (vii) not sell electronic cigarettes in vending 
machines, unless in a facility that never admits youth.  Notably, the proposed rules do not restrict flavored 
products, online sales or advertising.  It has been reported that the White House’s Office of Management 
and Budget, which analyzes the potential economic consequences of proposed regulations, modified 
language in the proposed rules that would have permitted the FDA to prevent online sales of e-cigarettes, 
and deleted or modified language regarding FDA concerns about the safety of e-cigarettes, including 
manufacturing quality.  The proposed regulation is subject to a 75-day public comment period, which was 
extended an additional 30 days and closed on August 8, 2014, following which the FDA will finalize the 
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proposed regulation.  It is not known how long this regulatory process to finalize and implement the rules 
may take.  No assurance can be given that any regulation of e-cigarettes by the FDA will stop the trend of 
increased sales of e-cigarettes. 

The CDC in February 2013 reported results of a survey that indicated that in 2011 approximately 
6.2% of the adult population, and 21% of smokers, had tried e-cigarettes at some time, which results were 
approximately double the estimates in 2010.  A report released by the CDC and the FDA in September 
2013 showed a doubling, to 10%, of the number of high school students who have tried e-cigarettes.  
Altria has reported in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2014 that 
Nu Mark estimates that total consumer expenditures for e-vapor products were approximately $1 billion 
in the United States in 2013 and believes that expenditures on these products continue to grow in 2014.  
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 will be more than $2 billion in 2014.  Certain 
reports have predicted that sales of e-cigarettes could outpace traditional cigarettes before 2050.  It has 
also been reported that e-cigarettes will capture more than half the smoking market within a decade. 

Numerous jurisdictions have banned the use of electronic cigarettes where traditional cigarettes 
are banned.  For example, three U.S. states (North Dakota, New Jersey and Utah) and 226 municipalities 
have banned the use of e-cigarettes in smoke-free venues (according to the American Nonsmokers’ Rights 
Foundation (“ANRF”) as of October 1, 2014).  On December 19, 2013 the New York City Council 
approved legislation that prohibits the use of electronic cigarettes in indoor public places and in places of 
employment (where smoking of traditional cigarettes is already prohibited).  Chicago, Los Angeles, San 
Francisco and Philadelphia passed similar legislation in 2014.   

On February 12, 2014, Senator Tom Harkin and Representatives Henry Waxman and Peter 
Welch sent a letter to the Attorneys General of three states urging them to classify electronic cigarettes as 
cigarettes under the MSA in order to prevent e-cigarette companies from targeting youth and getting them 
addicted to their products.  Such classification could mitigate potential decreases in payments under the 
MSA due to declining consumption of traditional cigarettes if electronic cigarettes gain market share over 
traditional cigarettes.  There can be no assurance that such classification will occur, and the nature and 
timing of any future amendments to the MSA, or interpretations under the MSA, cannot be predicted.  In 
addition, on February 26, 2014, Senators Barbara Boxer, Dick Durbin, Tom Harkin, Richard Blumenthal 
and Edward Markey introduced legislation that would permit the FTC to determine what constitutes 
marketing e-cigarettes to children, and would allow the FTC to work with state attorneys general to 
enforce a ban on such marketing.  There can be no assurance that such legislation will be enacted.  See 
“CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY”. 

Cigarette manufacturers also market other types of alternative products that do not fall under the 
scope of the MSA.  Philip Morris developed an alternative cigarette, called Accord, in which the tobacco 
is heated rather than burned.  In addition, Altria reported in its Form 10-K filed with the SEC for calendar 
year 2013 that in December 2013 it entered into an agreement with Philip Morris International Inc. 
providing for an exclusive license to Altria subsidiaries to sell two of Philip Morris International Inc.’s 
heated tobacco product technologies in the United States.  Furthermore, Philip Morris has developed a 
hybrid of a cigarette and an e-cigarette it refers to as a “potentially reduced-risk product”, which Philip 
Morris hopes to get approved for sale in test markets before the end of 2014.  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 manufactures Copenhagen and Skoal smokeless products.  In 
January 2012 Altria announced that it entered into an agreement with Okono, an affiliate of Fertin 
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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 in June 2013, 
Altria announced that it intended to expand its distribution of Verve discs from 60 stores to about 1,200 
stores throughout Virginia in the second half of 2013.  On June 10, 2014, Swedish Match submitted an 
application to the FDA to approve its snus products as “modified risk.”  Swedish Match is proposing to 
say that the product is addictive but is “substantially less risky than smoking” and would like permission 
to remove one of the required health warnings from its packages.  The FDA has one year to evaluate the 
application.  A report by the CDC dated June 6, 2014 found that smokeless tobacco use among U.S. 
workers has remained relatively steady since 2005, with 2.7% of U.S. workers using smokeless tobacco 
products in 2005 and 3.0% of U.S. workers using smokeless tobacco products in 2010, while cigarette use 
has declined since 2005.   

It has also been reported that increases in cigarette taxes have caused an increase in the sale of e-
cigarettes and other alternatives to cigarettes.  While such alternative cigarette products continue to be 
deemed not to constitute “cigarettes” under the MSA and gain market share of the domestic cigarette 
market to the detriment of traditional cigarettes, payments under the MSA and thus amounts of TSRs 
available to the Corporation may decrease.  See “CERTAIN INFORMATION RELATING TO THE 
DOMESTIC TOBACCO INDUSTRY — Smokeless Tobacco Products” and “ — E-Cigarettes.” 

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

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 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 volume of cigarettes in the 
U.S. 

Electronic cigarettes are not currently subject to the advertising restrictions to which tobacco 
products are subject, and the FDA did not include advertising restrictions in its proposed regulations.  
Therefore, electronic cigarettes, which can currently be marketed more extensively than traditional 
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.” 

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 
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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 CDC released in November 2011 found that, in 
2010, 52.4% of smokers had attempted to quit and 6.2% had recently quit.  In January 2014 the CDC 
released further results indicating that quit rates had increased to 52.9% for attempts made in the past 
year.  To the extent that existing smoking cessation products, new products or products used in 
combination become more effective and more widely available, or that more smokers use 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 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 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 
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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 TSRs by the 
Corporation.  See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT —Amendments and 
Waivers”. 

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

The State may not and has not conveyed to the County, 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.  Although the State is entitled under the Decree to a substantial portion of the 
State’s allocable share of each Annual Payment under the MSA, no assurance can be given that the State 
will enforce any particular provision of the MSA.  Failure to do so may have a material adverse effect on 
the Bondholders.  Moreover, the Decree provides that the County is a member of a class certified for 
settlement, and that the County may enforce its payment rights thereunder, but only against the City of 
New York, the other counties of New York and the State.  Only the State may enforce the payment 
provisions of the Decree against the PMs.  In the Purchase and Sale Agreement, the County covenants 
that it will take all action as may be required by law fully to preserve, maintain, defend, protect and 
confirm the interest of the Corporation in the TSRs and in the proceeds thereof. 

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. 
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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 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 Revenues 

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 TSRs, and the 
Bondholders and the beneficial owners of the Series 2014 Senior Bonds could incur losses on their 
investments.   

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 2014 Senior Bonds to collect any 
TSRs or any other amounts owing by the bankrupt PM.  In addition, even if the bankrupt PM wanted to 
continue paying the 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 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 Series 2014 Senior 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 2014 Senior 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 MSA”), such provisions may be unenforceable.  There may be other 
possible effects of a bankruptcy of a PM that could result in delays or reductions in or elimination of 
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 
TSRs and thus could have an adverse effect on the liquidity and market value of the Series 2014 Senior 
Bonds.  For a further discussion of certain bankruptcy issues, see “LEGAL CONSIDERATIONS”. 

Recharacterization of Transfer of TSRs Could Void Transfer 

As a matter of State law, the County does not have the authority to borrow money secured by the 
TSRs. Thus, if the transfer from the County to the Corporation is not a sale of the TSRs, but is instead 
determined to be a borrowing by the County secured by the TSRs, the transfer of the TSRs to the 
Corporation may be void. The County and the Corporation took steps to structure the transfer of the TSRs 
to the Corporation in 2000 as an absolute sale and not as the grant of a security interest in the TSRs to 
secure a borrowing by the County. Nonetheless, no assurance can be given that a court would not find that 
the transfer of the TSRs to the Corporation is a secured borrowing. Because the Corporation does not 



 

49 

have any other material funds with which to make payments on the Series 2014 Senior Bonds, if there 
were such a finding, the Bondholders and the beneficial owners of the Series 2014 Senior Bonds could 
suffer a loss of their entire investment. 

Bankruptcy of the County 

Because the County is a governmental entity, it cannot be the subject of an involuntary 
bankruptcy case under the Bankruptcy Code. If the County can become a debtor at all, it can become a 
debtor only in a voluntary case. 

The County and the Corporation took steps to structure the transfer of the TSRs to the 
Corporation in 2000 as an absolute sale and not as a grant of a security interest in the TSRs to secure a 
borrowing by the County. If the County were to become a debtor in a bankruptcy case, and a party in 
interest (including the County itself) were to take the position that the transfer of the TSRs to the 
Corporation should be recharacterized as the grant of a security interest in the TSRs, delays in payments 
on the Series 2014 Senior Bonds could result. If a court were to adopt such position, then delays or 
reductions in payments on, or other losses with respect to, the Series 2014 Senior Bonds could result. 
Losses could be even more severe because, under State law, the County does not have the authority to 
borrow money secured by the TSRs, and thus, if the transfer from the County to the Corporation is 
recharacterized as a borrowing, the transfer of the TSRs to the Corporation may be void. Because the 
Corporation does not have any other material funds with which to make payments on the Series 2014 
Senior Bonds, the Bondholders and beneficial owners of the Series 2014 Senior Bonds could suffer a loss 
of their entire investment in such circumstances. See “ — Recharacterization of Transfer of TSRs Could 
Void Transfer.” 

The County and the Corporation have each taken steps to minimize the risk that in the event the 
County were to become the debtor in a bankruptcy case, a court would order that the assets and liabilities 
of the Corporation be substantively consolidated with those of the County. The Corporation is a separate, 
special purpose not-for-profit corporation. If a party in interest (including the County itself) were to take 
the position that the assets and liabilities of the Corporation should be substantively consolidated with 
those of the County, delays in payments on the Series 2014 Senior Bonds could result. If a court were to 
adopt such position, then delays or reductions in payments on, or other losses with respect to, the Series 
2014 Senior Bonds could result. 

Actions could be taken in a bankruptcy of the County that would adversely affect the exclusion of 
interest on the Series 2014 Senior Bonds from gross income for federal income tax purposes. There may 
be other possible effects of a bankruptcy of the County that could result in delays or reductions in 
payments on, or other losses with respect to, the Series 2014 Senior Bonds. 

Regardless of any specific adverse determinations in a County bankruptcy proceeding, the fact of 
a County bankruptcy proceeding could have an adverse effect on the liquidity and value of the Series 
2014 Senior Bonds. For a further discussion of certain bankruptcy issues and a description of certain legal 
opinions to be delivered by Bond Counsel with respect to County bankruptcy matters, see “LEGAL 
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 
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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. 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 joining states and indirectly affect the non-joining states such as the State. In February 2014, 
Moody’s upgraded the ratings of 55 tranches, downgraded the ratings of 7 tranches, confirmed the ratings 
of 73 tranches that were placed on review with direction uncertain in January 2013, and affirmed the 
ratings of 3 tranches, stating that it updated its cash flow modeling assumptions related to the NPM 
Adjustment Settlement Term Sheet and that it made two assumption changes for all states, including the 
non-joining states (including the State): (i) that the tobacco companies will continue making NPM 
Adjustments for the entire duration of the transactions, and (ii) that the states will recover the NPM 
Adjustments 8 to 12 years later. 

Limited Resources of the Corporation 

The Series 2014 Senior Bonds are payable only from the assets of the Corporation pledged 
therefor, including TSRs 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 2014 Senior Bonds.  
The Series 2014 Senior Bonds are not legal or moral obligations of the County or the State, and no 
recourse may be had with respect thereto for payment of amounts owing on the Series 2014 Senior Bonds.  
Investors in the Series 2014 Senior Bonds must look solely to the assets of the Corporation pledged under 
the Indenture for repayment of their investment.  The Corporation’s only sources of funds for payments 
on the Series 2014 Senior Bonds is the Trust Estate.  The proceeds of the Series 2014 Senior Bonds will 
be applied to establish an irrevocable escrow to refund the Refunded Bonds, to pay costs of issuance 
related to the Series 2014 Senior Bonds and to make a distribution to the owner of the Residual 
Certificate, and no portion of such proceeds will be available to pay debt service on Series 2014 Senior 
Bonds.  The Corporation has no taxing power and no assets are available to pay Series 2014 Senior Bonds 
other than the assets acquired pursuant to the Purchase and Sale Agreement and pledged under the 
Indenture. 

Limited Remedies 

The Trustee is limited under the terms of the Indenture to enforcing the terms of the agreement 
and to receiving the TSRs and applying them in accordance with the Indenture.  If an Event of Default 
occurs, the Trustee cannot sell its rights under the Purchase and Sale 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 Indenture as relate to the Purchase and Sale Agreement do not include the repurchase 
by the County of the TSRs under any circumstances, including unenforceability of the MSA, the Model 
Statute or breach of any representation or warranty.  The remedies of the Series 2014 Bondholders are no 
greater than those afforded to the Trustee. 

Limited Liquidity of the Series 2014 Senior Bonds; Price Volatility 

The Underwriter is under no obligation to make a secondary market.  There can be no assurance 
that a secondary market for the Series 2014 Senior 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 
2014 Senior Bonds.  Tobacco settlement revenue bonds generally have also exhibited greater price 
volatility than traditional municipal bonds.  Any purchaser of the Series 2014 Senior Bonds must be 
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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 2014 Senior Bonds will be assigned ratings by Fitch Ratings (the “Rating Agency”).  
Any rating assigned to the Series 2014 Senior Bonds by the Rating Agency will reflect the Rating 
Agency’s assessment of the likelihood of the payment of principal or and interest on the Series 2014 
Senior Bonds.  The rating of the Series 2014 Senior 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 the Rating 
Agency if, in the 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 2014 Senior Bonds. 

LEGAL CONSIDERATIONS 

The following discussion summarizes some, but not all, of the possible legal issues that could 
affect the Series 2014 Senior Bonds. The discussion does not address every possible legal challenge that 
could result in a decision that would cause the 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 of a PM May Delay or Reduce Payments 

The enforceability of the rights and remedies of the State (and thus the Series 2014 Bondholders) 
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. 

In the bankruptcy of a PM, the automatic stay provisions of the Bankruptcy Code could prevent 
(unless approval of the bankruptcy court was obtained) any action by the State, the Corporation, the 
Trustee, the Bondholders or the beneficial owners of the Series 2014 Senior Bonds to collect any TSRs or 
any other amounts owing by the bankrupt PM. In addition, even if the bankrupt PM wanted to continue 
paying 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 TSRs. Bond Counsel will render an opinion to the 
Rating Agency that, subject to all the assumptions, qualifications, and limitations set forth therein, if a 
PM were to become the debtor in a case under the Bankruptcy Code and the matter were properly briefed 
and presented to a federal court with jurisdiction over such bankruptcy case, the court, exercising 
reasonable judgment after full consideration of all relevant factors, would hold that the MSA is an 
“executory contract” under Section 365 of the Bankruptcy Code. Certain of the assumptions contained in 
this opinion will be assumptions that certain facts or circumstances will exist or occur, but Bond Counsel 
can provide no assurance that such facts or circumstances will exist or occur as assumed in the opinion. 
This opinion will be based on an analysis of existing federal laws and court decisions, and will cover 
certain matters not directly addressed by such authorities. There are no court decisions directly on point, 
there are court decisions that could be viewed as contrary to the conclusions expressed in the opinion, and 
the matter is not free from doubt. Accordingly, no assurance can be given that a particular court would not 
hold that the MSA is not an executory contract, thus resulting in delays or reductions in payments on, or 
other losses with respect to, the Series 2014 Senior Bonds. 



 

52 

If the MSA is an “executory contract” under the Bankruptcy Code, the bankrupt PM may be able 
to repudiate the MSA and stop making payments under it, thus resulting in delays or reductions in 
payments on, or other losses with respect to, the Series 2014 Senior Bonds. 

Furthermore, payments previously made to the Bondholders or the beneficial owners of the Series 
2014 Senior Bonds could be avoided as preferential payments, so that the Bondholders and the beneficial 
owners 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, and the Bondholders and beneficial owners of the 
Series 2014 Senior 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 
MSA”), such provisions may be unenforceable. There may be other possible effects of a bankruptcy of a 
PM that could result in delays or reductions in payments on, or other losses with respect to, the Series 
2014 Senior Bonds. Regardless of any specific adverse determinations in a PM bankruptcy proceeding, 
the fact of a PM bankruptcy proceeding could have an adverse effect on the amount, timing of receipt, 
and value of the TSRs and thus could have an adverse effect on the liquidity and value of the Series 2014 
Senior Bonds. 

Recharacterization of Transfer of TSRs Could Void Transfer 

As a matter of State law, the County does not have the authority to borrow money secured by the 
TSRs. Thus, if the transfer from the County to the Corporation is not a sale of the TSRs, but is instead 
determined to be a borrowing by the County secured by the TSRs, the transfer of the TSRs to the 
Corporation may be void. The County and the Corporation took steps to structure the transfer of the TSRs 
to the Corporation in 2000 as an absolute sale and not as the grant of a security interest in the TSRs to 
secure a borrowing by the County. Nonetheless, no assurance can be given that a court would not find that 
the transfer of the TSRs to the Corporation is a secured borrowing. Because the Corporation does not 
have any other material funds with which to make payments on the Series 2014 Senior Bonds, if there 
were such a finding, the Bondholders and the beneficial owners of the Series 2014 Senior Bonds could 
suffer a loss of their entire investment. 

Bankruptcy of the County 

Because the County is a governmental entity, it cannot be the subject of an involuntary 
bankruptcy case under the Bankruptcy Code. If the County can become a debtor at all, it can become a 
debtor only in a voluntary case. 

The County and the Corporation took steps to structure the transfer of the TSRs to the 
Corporation in 2000 as an absolute sale and not as a grant of a security interest in the TSRs to secure a 
borrowing by the County. If the County were to become a debtor in a bankruptcy case, and a party in 
interest (including the County itself) were to take the position that the transfer of the TSRs to the 
Corporation should be recharacterized as the grant of a security interest in the TSRs, delays in payments 
on the Bonds could result. If a court were to adopt such position, then delays or reductions in payments 
on, or other losses with respect to, the Series 2014 Senior Bonds could result. Losses could be even more 
severe because, under State law, the County does not have the authority to borrow money secured by the 
TSRs, and thus, if the transfer from the County to the Corporation is recharacterized as a borrowing, the 
transfer of the TSRs to the Corporation may be void. Because the Corporation does not have any other 
material funds with which to make payments on the Series 2014 Senior Bonds, the Bondholders and 
beneficial owners of the Series 2014 Senior Bonds could suffer a loss of their entire investment in such 
circumstances. See “ — Recharacterization of Transfer of TSRs Could Void Transfer.” 
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Bond Counsel will render an opinion to the Rating Agency that, subject to all the assumptions, 
qualifications, and limitations set forth therein, if the County were to become the debtor in a case under 
the Bankruptcy Code, and the matter were properly briefed and presented to a federal court with 
jurisdiction over such bankruptcy case, the court, exercising reasonable judgment after full consideration 
of all relevant factors, would hold that a transfer of the right to be paid the TSRs by the County to the 
Corporation in the form and manner set forth in the Purchase and Sale Agreement would constitute an 
absolute sale of the right to be paid the TSRs, rather than a borrowing by the County secured by the right 
to be paid the TSRs, so that the right to be paid the TSRs would not be property of the estate of County 
under Section 902(1) of the Bankruptcy Code. Certain of the assumptions contained in this opinion will 
be assumptions that certain facts or circumstances will exist or occur, and Bond Counsel can provide no 
assurance that such facts or circumstances will exist or occur as assumed in the opinion. This opinion will 
be based on an analysis of existing federal laws and court decisions, and will cover certain matters not 
directly addressed by such authorities. There are no court decisions directly on point, there are court 
decisions that could be viewed as contrary to the conclusions expressed in the opinion, and the matter is 
not free from doubt. Accordingly, no assurance can be given that a court would not hold that the transfer 
of the right to be paid the TSRs to the Corporation should be recharacterized as the grant of a security 
interest in the right to be paid the TSRs, thus resulting in delays or reductions in payments on, or other 
losses with respect to, the Series 2014 Senior Bonds. 

The County and the Corporation have each taken steps to minimize the risk that in the event the 
County were to become the debtor in a bankruptcy case, a court would order that the assets and liabilities 
of the Corporation be substantively consolidated with those of the County. The Corporation is a separate, 
special purpose not-for-profit corporation. If a party in interest (including the County itself) were to take 
the position that the assets and liabilities of the Corporation should be substantively consolidated with 
those of the County, delays in payments on the Series 2014 Senior Bonds could result. If a court were to 
adopt such position, then delays or reductions in payments on, or other losses with respect to, the Series 
2014 Senior Bonds could result. 

Bond Counsel will render an opinion to the Rating Agency that, subject to all the assumptions, 
qualifications, and limitations set forth therein, if the County were to become the debtor in a case under 
the Bankruptcy Code, and the matter were properly briefed and presented to a federal court with 
jurisdiction over such bankruptcy case, the court, exercising reasonable judgment after full consideration 
of all relevant factors, would not order, over the objection of the parties to the transactions contemplated 
by the transaction documents, the substantive consolidation of the assets and liabilities of the Corporation 
with those of the County. Certain of the assumptions contained in this opinion will be assumptions that 
certain facts or circumstances will exist or occur, and Bond Counsel can provide no assurance that such 
facts or circumstances will exist or occur as assumed in the opinion. This opinion will be based on an 
analysis of existing federal laws and court decisions, and will cover certain matters not directly addressed 
by such authorities. There are no court decisions directly on point, there are court decisions that could be 
viewed as contrary to the conclusions expressed in the opinion, and the matter is not free from doubt. 
Accordingly, no assurance can be given that if the County were to become a debtor in a bankruptcy case, 
a court would not order that the assets and liabilities of the Corporation be consolidated with those of the 
County, thus resulting in delays or reductions in payments on, or other losses with respect to the Series 
2014 Senior Bonds. 

Actions could be taken in a bankruptcy of the County that would adversely affect the exclusion of 
interest on the Series 2014 Senior Bonds from gross income for federal income tax purposes. There may 
be other possible effects of a bankruptcy of the County that could result in delays or reductions in 
payments on, or other losses with respect to, the Series 2014 Senior Bonds. 
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Regardless of any specific adverse determinations in a County bankruptcy proceeding, the fact of 
a County bankruptcy proceeding could have an adverse effect on the liquidity and value of the Series 
2014 Senior Bonds. 

 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 2014 
Senior 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 United States 
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 2012 VIBO 
decision, 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 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 in 2012 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 Constitution of the United States.  Plaintiffs had appealed to the Second Circuit both the 
Southern District’s dismissal and denial, but subsequently withdrew both appeals.  In a 2012 decision, 
Freedom Holdings, the Second Circuit affirmed the district court’s judgment, after a bench trial, in favor 
of defendants on similar challenges to the 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 Settlement Payments.  See “LITIGATION 
CHALLENGING THE MSA, THE QUALIFYING STATUTE AND RELATED LEGISLATION”. 

The Qualifying Statutes and related legislation, 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 United States 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 Statutes 
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 a Qualifying Statute is unconstitutional would have no effect on the enforceability of the MSA, such 
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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 “LITIGATION CHALLENGING THE MSA, THE QUALIFYING STATUTE 
AND RELATED LEGISLATION”. 

In rendering the opinion described below, Harris Beach PLLC considered the claims asserted in 
the federal actions as well as other federal and State constitutional and statutory claims described under 
the caption “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, Harris 
Beach PLLC will render opinions to the Corporation and the Rating Agency 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.  

Enforcement of Rights to TSRs 

It is possible that the State could in the future attempt to claim some or all of the TSRs, including 
the TSRs, for itself, or otherwise interfere with the security for the Series 2014 Senior Bonds.  In that 
event, the Bondholders, the Trustee, the Corporation or the County could assert claims based on 
contractual or constitutional rights. 

Contractual Remedies.  Under New York law, settlements are treated as contracts and may be 
enforced according to their terms.  The Consent Decree is a court-approved settlement of lawsuits that 
establishes the County’s right to receive the TSRs and to bring suit against the State to enforce its right to 
receive the TSRs.  The Purchase and Sale Agreement obligates the County to take all necessary action to 
protect the Corporation’s interest in the TSRs.  Thus, if the State violates the provisions of the Consent 
Decree so as to impair the County’s right to the TSRs, the Trustee, as assignee of the Corporation’s rights 
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under the Purchase and Sale Agreement, could seek to compel the County to enforce its payment rights 
under the Consent Decree.  As interested parties, the Corporation on its own behalf and the Trustee on 
behalf of the Bondholders could also seek to enforce the County’s rights under the Consent Decree, 
although, as third parties to the Consent Decree, their rights to do so are uncertain. 

Fiduciary Relationship Remedies.  As the lead New York plaintiff in the class action lawsuit 
underlying the Consent Decree, the State stands in a relationship of faith and trust with the other class 
members, including the County.  Among other fiduciary obligations, the State as the lead plaintiff bears a 
duty to protect faithfully the settlement interest of the other class members.  Consequently, action by the 
State, either unilaterally or by agreement with the OPMs, to amend the Consent Decree, or otherwise 
impair the County’s rights to the TSRs without its consent, could constitute a breach of the State’s 
fiduciary duties. 

Constitutional Claims.  Although the State has not contracted directly with the Bondholders, it 
has entered into the Consent Decree allocating its share of the benefits of the MSA among itself, its 
counties (including the County) and New York City.  The TSRs and money derived therefrom are the sole 
source of payment for the Series 2014 Senior Bonds. 

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 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 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 United States Constitution and State Constitution in the event the State attempts to claim 
some or all of the TSRs for itself, or otherwise interferes with the security for the Series 2014 Senior 
Bonds. 

No Assurance as to the Outcome of Litigation or Arbitration Proceedings 

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 TSRs or otherwise 
filed in connection with the tobacco industry or involving arbitration with respect to the NPM 
Adjustment, the outcome of such litigation or arbitration proceedings, 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 arbitration panels and (ii) the courts or 
panels, having been presented with such issues, correctly applying applicable legal principles in reaching 
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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 or arbitration 
and any such adverse outcome could have a material and adverse impact on the amount of TSRs available 
to the Corporation to pay the principal of and interest on the Series 2014 Senior Bonds. 

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 A, but several 
amendments have been made to the MSA which are not included in Appendix A.  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.   

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 June 28, 2013, the 
most current reference date cited 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 June 28, 2013 (the most current reference date cited 
by NAAG):  

 

(Remainder of Page Intentionally Left Blank) 
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OPMs SPMs    
Lorillard Tobacco Company 
Philip Morris USA Inc. (formerly 

Philip Morris Incorporated) 
R.J. Reynolds Tobacco Company   

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

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

(CATCORP) 
The Chancellor Tobacco Company, 

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

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

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

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

(Poland) 
Imperial Tobacco Production Ukraine 
Imperial Tobacco Sigara ve 

Tutunculuk Sanayi Ve Ticaret 
S.A.  (Turkey) 

International Tobacco Group (Las 
Vegas), Inc. 

Japan Tobacco International USA, 
Inc. 

King Maker Marketing 
Konci G&D Management Group 

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

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

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

(Russia) 
P.T.  Djarum 
Pacific Stanford Manufacturing 

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

(Reemtsma) 
Santa Fe Natural Tobacco Company, 

Inc. 
Scandinavian Tobacco Group Lane Ltd. 

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

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

Industrielle des Tabacs et 
Allumettes (SEITA) 

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

(Netherlands) 
Vector Tobacco Inc.  (formerly Vector 

Tobacco Inc.  and Medallion 
Company, Inc.) 

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

Winner Sales Company) 
ZNF International, LLC 

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

                                                      
* Has filed for bankruptcy relief.   

** Ceased production of cigarettes and other tobacco products. 
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Scope of Release 

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

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

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

This 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 a Settling State does not have the power or authority to 
bind any of the Releasing Parties in such 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. 
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Overview of Payments by the Participating Manufacturers; MSA Escrow Agent 

The MSA requires that the PMs make several types of payments, including Initial Payments, 
Annual Payments and Strategic Contribution Payments.1  See “ — Initial Payments”, “— Annual 
Payments” and “— Strategic Contribution Payments” below.  These payments (with the exception of the 
upfront 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 make Initial Payments.  The OPMs have made all of the Initial Payments.  Thus far, most 
of the PMs2 have made the Annual Payments for 2000 through, and including, 2014 (subject to certain 
withholdings and payments into the Disputed Payments Account under the MSA described in “RISK 
FACTORS — Potential Payment Decreases Under the Terms of the MSA”).  See “ — Payments Made to 
Date” below.  Strategic Contribution Payments began April 15, 2008 and will continue through April 15, 
2017.3 

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 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 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.  The State has covenanted to irrevocably direct the MSA Escrow Agent and 
the MSA Auditor (as defined below) to transfer all Revenues directly to the Trustee. 

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 

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 
                                                      
1  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 herein. 

2  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. 

3  As all Initial Payments have been made, and no portion of the Strategic Contribution Payments flow to the County, only 
Annual Payments constitute TSRs. 
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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.  No Initial Payments were due after the 2003 Initial Payment. 

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 fifteen Annual Payments due April 15 in each of the years 
2000 through 2014. The scheduled base amounts of Annual Payments and the approximate amounts 
actually paid after application of adjustments discussed herein are set forth in the following table: 

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 Not Reported 
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 2014 have been made.  Subsequent adjustments to Annual Payments for a given 

year may impact Annual Payments due in subsequent years. 

** Amounts are approximated. 

*** Includes adjustments resulting from the NPM Adjustment Settlement Term Sheet. 

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, 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 
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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 2014, as discussed below under the 
caption “— Payments Made to Date”. 

Strategic Contribution Payments1 

The OPMs are also required to make Strategic Contribution Payments on April 15 of each year 
from 2008 through 2017.  The base amount of each Strategic Contribution 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 Contribution Payments if their market share increases above their respective 
Base Shares.  See “— Subsequent Participating Manufacturers” below. 

The base amounts of the Strategic Contribution 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. 

Application of these adjustments resulted in a material reduction of the Strategic Contribution 
Payments due to the State from the scheduled base amounts for the years 2008 through 2013. 

                                                      
1  The TSRs include only Annual Payments and do not include any Strategic Contribution Payments. 
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Adjustments to Payments 

The base amounts of the Initial Payments were, and the Annual Payments and Strategic 
Contribution 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 
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 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 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 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 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. 

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 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 Payments, if any, due from the PMs shall be 
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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.  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 Model Statutes.  The “NPM 
Adjustment” is applied to the subsequent year’s Annual Payment and Strategic Contribution 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 the Model Statute or a Qualifying Statute that is declared invalid or 
unenforceable by a court of competent jurisdiction.  The 1997 market share percentage for the PMs, less 
2%, is defined in the MSA as the “Base Aggregate Participating Manufacturer Market Share”.  If the 
PMs’ actual aggregate market share is between 0% and 16 ⅔% less than the Base Aggregate Participating 
Manufacturer Market Share, the amounts paid by the PMs would be decreased by three times the 
percentage decrease in the PMs’ actual aggregate market share.  If, however, the aggregate market share 
loss from the Base Aggregate Participating Manufacturer Market Share is greater than 16 ⅔%, the NPM 
Adjustment will be calculated as follows: 

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

x [market share loss – 16⅔%] 
 

Regardless of how the NPM Adjustment is calculated, it is always subtracted from, and may not 
exceed, the total Annual Payments and Strategic Contribution 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 Payments due to such state.  The NPM Adjustment applies only to 
the Annual Payments and Strategic Contribution Payments, and 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. 

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 the Model Statute or a Qualifying 
Statute.  Any Settling State that adopts and diligently enforces the Model Statute or a Qualifying Statute 
is exempt from the NPM Adjustment.  The State has adopted the Model Statute.  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 the Model Statute or Qualifying Statute, or (ii) enacted 
the 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 the 
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 the 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 the 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 
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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 “RISK FACTORS — 
Potential Payment Decreases Under the Terms of the MSA” and “— MSA Provisions Relating to 
Model/Qualifying Statutes” below.  See also “— ‘Most Favored Nation’ Provisions” below and 
“POTENTIAL PAYMENT DECREASES UNDER THE TERMS OF THE MSA”.  For a discussion of 
recent developments regarding disputes with respect to the NPM Adjustment, including arbitration 
decisions regarding the 2003 NPM Adjustment and the NPM Adjustment Stipulated Partial Settlement 
and Award, and objections thereto, see “POTENTIAL PAYMENT DECREASES UNDER THE TERMS 
OF THE MSA — NPM Adjustment – 2003 NPM Adjustment Claims; Arbitration Results” and “ –  NPM 
Adjustment Settlement and Award”. 

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 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 “RISK FACTORS — 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 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 
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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 Payments which are 
made at the same times as the Annual Payments and Strategic Contribution Payments to be made by 
OPMs.  Annual Payments and Strategic Contribution Payments for SPMs are calculated differently, 
however, from Annual Payments and Strategic Contribution 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 Payment, each SPM is required to pay an 
amount equal to the base amount of the Annual Payment and the Strategic Contribution 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 Payments to be made by the SPMs are 
calculated in a manner different from the calculations for Annual Payments and Strategic Contribution 
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 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 Payments because the Annual 
Payments and Strategic Contribution 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 Payments 
because the SPMs are not required to make any Annual Payments or Strategic Contribution 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 and most PMs have made Annual 
Payments since 2000 and Strategic Contribution 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 $12.39 billion to date (which includes amounts allocated to the State, The City of New 
York and all other counties in the State, including the County), according to NAAG as of June 24, 2014.1  

                                                      
1  Under the MSA, the computation of Initial Payments, Annual Payments and Strategic Contribution Payments by the MSA 
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The MSA Escrow Agent has disbursed to the County prior to the County’s sale of the TSRs to the 
Corporation under the Purchase and Sale Agreement and to the Corporation thereafter their respective 
allocable portions of Initial Payments and Annual Payments under the MSA totaling $37,271,272.  
Amounts received prior to the Delivery Date of the Series 2014 Senior Bonds are not pledged to payment 
of the Series 2014 Senior Bonds.   

The following table sets forth the County’s and, after sale of the TSRs to the Corporation, the 
Corporation’s allocable share of unadjusted Initial and Annual Payments due pursuant to the MSA and 
the Consent Decree, and the County’s and the Corporation’s actual TSR receipts in the years indicated, 
which may reflect adjustments attributable to prior years payments:  

Payment Type and Date 

Unadjusted 
Allocable Share of 
MSA Base Amount 

Actual TSR 
Receipts* Recipient 

Upfront Initial Payment $   943,369 $   970,572 County 
Initial Payment January 10, 2000  $   971,670 $   845,353 County 
Annual Payment April 15, 2000  $1,768,817 $1,341,376 County 
Initial Payment January 10, 2001  $1,000,821 $   761,237 Corporation 
Annual Payment April 15, 2001  $1,965,353 $1,596,211 Corporation 
Initial Payment January 10, 2002  $1,030,845 $   786,395 Corporation 
Annual Payment April 15, 2002  $2,554,959 $2,157,546 Corporation 
Initial Payment January 10, 2003  $1,061,770 $   840,733 Corporation 
Annual Payment April 15, 2003  $2,554,959 $2,073,441 Corporation 
Annual Payment April 15, 2004  $3,144,564 $2,470,959 Corporation 
Annual Payment April 15, 2005  $3,144,564 $2,505,831 Corporation 
Annual Payment April 15, 2006  $3,144,564 $2,292,657 Corporation 
Annual Payment April 15, 2007  $3,144,564 $2,386,002 Corporation 
Annual Payment April 15, 2008  $3,199,201 $2,436,016 Corporation 
Annual Payment April 15, 2009  $3,199,201 $2,686,335 Corporation 
Annual Payment April 15, 2010  $3,199,201 $2,235,571 Corporation 
Annual Payment April 15, 2011  $3,199,201 $2,119,505 Corporation 
Annual Payment April 15, 2012  $3,199,201 $2,161,508 Corporation 
Annual Payment April 15, 2013  $3,199,201 $2,160,165 Corporation 
Annual Payment April 15, 2014 $3,199,201 $2,443,859 Corporation 

_________________ 
* As reported by the County and the Corporation, amounts reflect the County’s and the Corporation’s reported actual receipts 

after applicable adjustments, including disputed amounts withheld.  Any subsequent recalculation of an earlier payment 
period’s payment amount is reflected in the period that it impacted the County’s or the Corporation’s receipts. 

 

                                                                                                                                                                           
Auditor is confidential and may not be used for purposes other than those stated in the MSA. 



 

68 

The terms of the MSA relating to such payments and various adjustments thereto are described 
above under the captions “— Initial Payments”, “— Annual Payments and “— Adjustment to Payments”.  
One or more of the PMs are disputing or have disputed the calculations of some of the Annual Payments 
for the years 2000 through 2014 and Strategic Contribution Payments in years 2008 through 2013, as 
described further herein.  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 “RISK FACTORS — 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. 

“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 shall be processed in the normal course.  Challenges 
will be submitted to binding arbitration.  The information provided by the MSA Auditor to the State with 
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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 shall occur 
within ten business days of receipt of the particular funds.  The MSA Escrow Agent will disburse the 
funds due to, or as directed by, each Settling State in accordance with instructions received from that 
state. 

Advertising and Marketing Restrictions; Educational Programs 

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

In addition, the OPMs have agreed under the MSA to provide funding for the organization and 
operation of a charitable foundation (the “Foundation”) and educational programs to be operated within 
the Foundation.  The main purpose of the Foundation will be to support programs to reduce the use of 
Tobacco Products by underage persons and to prevent diseases associated with the use of Tobacco 
Products.  Each OPM may be required to pay its Relative Market Share of $300,000,000 on April 15 of 
each year on and after 2004 (as may be adjusted) 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 shall 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 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. 



 

70 

Termination of MSA 

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, although this provision may not be enforceable.  See “LEGAL CONSIDERATIONS — 
Bankruptcy of a PM May Delay or Reduce Payments”. 

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 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 in a particular year as 
a result of participation in the MSA and any of the Settling States fail to prove that they have diligently 
enforced their Qualifying Statutes in such year. 

Settling States may eliminate or mitigate the effect of the NPM Adjustment by taking certain 
actions, including the adoption and diligent enforcement of a statute, law, regulation or rule (a 
“Qualifying Statute” or “Escrow Statute”) which eliminates the cost disadvantages that PMs experience 
in relation to NPMs as a result of the provisions of the MSA.  “Qualifying Statute”, as defined in 
Section IX(d)(2)(E) of the MSA, means a statute, regulation, law, and/or rule adopted by a Settling State 
that “effectively and fully neutralizes the cost disadvantages that PMs experience vis-à-vis NPMs within 
such Settling State as a result of the provisions of the MSA”.  Exhibit T to the MSA sets forth a model 
form of Qualifying Statute (a “Model Statute”) that will qualify as a Qualifying Statute so long as the 
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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 the Model Statute 
and receive a determination from a nationally recognized firm of economic consultants that such statute is 
a Qualifying Statute.  See “RISK FACTORS — Potential Payment Decreases under the Terms of the 
MSA” and “RISK FACTORS — 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 the 
Model Statute, which is a Qualifying Statute. 

The MSA provides that if a Settling State enacts a Qualifying Statute that is the Model Statute 
and uses its best efforts to keep the 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 the 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 the 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. 
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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).  “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, or on unstamped “roll-your-
own” tobacco containers.   

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 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 the 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 the 
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 the Model 
Statute against such foreign manufacturers that do not do business in the United States may be difficult.  
See “RISK FACTORS — If Litigation Challenging the MSA, the Qualifying Statutes and Related 
Legislation Were Successful, Payments under the MSA Might be Suspended or Terminated”. 
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STATE LAWS RELATED TO MSA 

Both houses of the New York State Legislature passed a Qualifying Statute, codified as 
Article 13-G of the Public Health Law, which was signed by the Governor on September 28, 1999 and 
became effective 60 days after such date.  By letter dated August 4, 1999, as affected by a letter dated 
September 27, 1999, counsel to the OPMs confirmed that the OPMs will not dispute that the State 
Qualifying Statute constitutes a Model Statute under the MSA. 

In October 2003, the State enacted an Allocable Share Release Amendment to amend 
Article 13-G (thereby amending the State’s Qualifying Statute) by eliminating the provision authorizing 
an NPM to obtain the release of the amount by which its annual escrow deposit exceeds 12.7620310% of 
the total payments that the NPM would have made as a PM for that year.  Under the State’s Allocable 
Share Release Amendment, an NPM is entitled to the release of its escrow deposit only to the extent that 
it exceeded the total amount that the NPM would have paid as a PM.  See “SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT — MSA Provisions Relating to Model/Qualifying Statutes – 
Summary of the Model Statute”.  

Pursuant to the provisions of Sections 480-b, 481(1)(c) and 1846(a-1) of the State Tax Law 
(collectively, the State’s “Complementary Legislation”), tobacco product manufacturers whose 
cigarettes are sold in the State are required to annually certify that either (i) they are PMs that have 
complied with requirements of the MSA or (ii) they have complied with the Public Health Law 
requirement to deposit money in a qualified escrow fund.  No cigarette tax stamps may be affixed to the 
cigarettes of any tobacco product manufacturers that do not make such certification.  In addition to any 
other penalties that may be imposed by law, a civil penalty can be imposed on any tobacco product 
manufacturer who files a false certification or any cigarette tax agent who affixes a cigarette tax stamp in 
violation of the State’s Complementary Legislation, and such cigarettes can be seized and are subject to 
forfeiture.   

STATE STATUTORY ENFORCEMENT FRAMEWORK AND ENFORCEMENT AGENCIES  

State Statutory Enforcement Framework and Enforcement Agencies for New York 

The following information under this subheading “State Statutory Enforcement Framework and 
Enforcement Agencies for New York” appeared in the Official Statement, dated December 5, 2013, of the 
Tobacco Settlement Financing Corporation, a public benefit corporation of the State established as a 
subsidiary of the State of New York Municipal Bond Bank Agency.  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.  Further, neither the State nor the Tobacco 
Settlement Financing Corporation is making any representation that such information is accurate or 
complete in connection with the Corporation’s issuance and sale of the Series 2014 Senior Bonds.  The 
Series 2014 Senior Bonds are not a debt of the State or the Tobacco Settlement Financing Corporation.   

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 of 
New York includes the New York Qualifying Statute and Complementary Legislation (as amended, 
including the Allocable Share Release Amendments previously described herein), N.Y. Pub. Health Law 
§§ 1399-nn–1399-pp, as well as: 

• Imposition of Cigarette Excise and Use Taxes (including New York cigarette tax 
stamping requirements and tax rates), N.Y. Tax Law §§ 471, 471-a; 
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• Imposition of Tobacco Products Excise and Use Taxes (including tobacco products such 
as cigars, roll-your-own, other smoking tobacco, snuff and pipe tobacco), N.Y. Tax Law 
§§ 471-b, 471-c; 

• Public Health Laws regulating the Sales of Tobacco Products, N.Y. Pub. Health Law §§ 
1399-cc (prohibiting sale of tobacco products, rolling papers, and other accessories to 
minors), 1399-dd (prohibiting sale of tobacco products and herbal cigarettes in vending 
machines), 1399-ll (prohibiting sale of bidis), 1399-mm (prohibiting sale of gutka); 

• Public Health Law banning the retail shipment of cigarettes to New York State residents, 
N.Y. Pub. Health Law § 1399-ll; 

• Fire Safe Cigarettes (requiring self-extinguishing cigarettes), N.Y. Exec. Law § 156-c; and 

• Various implementing regulations promulgated by the Office of the New York Attorney 
General and the New York State Department of Taxation and Finance.   

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), as amended by the Prevent All Cigarette Trafficking (“PACT”) Act of 2010, and the Family 
Smoking Prevention and Tobacco Control Act of 2009 (“FSPTCA”) (amending the FDA’s Food, Drug 
and Cosmetics Act).   

This statutory enforcement framework is administered and enforced by the Office of the New 
York Attorney General’s Tobacco Compliance Bureau and by the New York State Department of 
Taxation and Finance’s office, including its Transaction Desk Audit Bureau - Cigarette Tax Unit and its 
Criminal Investigations Division (“CID”), among other agencies and divisions.   

Attorney General Tobacco Compliance Bureau.  The Tobacco Compliance Bureau of the Office 
of the New York Attorney General (the “Bureau”) is responsible for enforcing the MSA, maintaining 
files of compliant NPMs by manufacturer and brand-name, and for receiving and approving the annual 
compliance certifications from PMs and NPMs.  Senior officers or directors of the tobacco products 
manufacturers must file with the Bureau, under penalty of perjury, annual certifications of compliance.  
New York State licensed cigarette stamping agents must file with the State Department of Taxation and 
Finance a monthly report of all sales of cigarettes, including the NPM brands, and such sales must bear 
New York cigarette tax stamps.  Tobacco products distributors that are appointed to pay the tobacco 
products tax must file monthly reports for sales of roll-your-own.  Cigarette and roll-your-own brands and 
manufacturers that are not properly certified and, in the case of cigarettes, do not bear New York cigarette 
tax stamps, may not be sold in New York.  The State’s Qualifying Statute provides an automatic statutory 
enforcement mechanism that complements the Model Statute and which allows the State to immediately 
ban the stamping and selling of cigarettes from non-compliant NPMs without the delay of waiting for two 
known violations and then obtaining a judgment.  Consequently, litigation is not necessary to enforce 
NPM escrow compliance. 

The Bureau and its predecessor units have been responsible since inception for pursuing non-
compliant NPMs.  The Qualifying Statute requires that an NPM deposit funds into an escrow account for 
the benefit of New York for all “units sold” in the State during the preceding year.  As noted above, a 
“unit sold” is defined as a cigarette upon which State excise tax has been paid and which bears the State’s 
excise tax stamp.   
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The Bureau 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 Bureau 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, including 
$6,486,510.53 for the State of New York.  Two states have filed suit seeking full payment by General 
Tobacco (VIBO Corp. d/b/a General Tobacco) of its MSA payment obligations.  Such actions will benefit 
all Settling States, including the State, if payments are ordered and made.  General Tobacco is no longer 
certified to sell cigarettes in the State.  The Bureau also has participated actively in various multi-state 
initiatives against certain OPMs to enforce the advertising and promotion restrictions in the MSA.   

Department of Taxation and Finance Enforcement Actions.  The New York State Department of 
Taxation and Finance, Criminal Investigations Division coordinates with the U.S. Bureau of Alcohol 
Tobacco and Firearms in investigating and seizing unstamped cigarettes.  The New York State 
Department of Taxation and Finance may revoke or suspend the license of any New York State licensed 
cigarette stamping agent and the appointment of any tobacco products distributor that violates Articles 20, 
20-A and 37 of the Tax Law in regards to any cigarettes and roll-your-own tobacco that have been sold, 
offered for sale or possessed for sale in the State or imported into the State. 

Department of Taxation and Finance Transaction Desk Audit Bureau Actions.  The New York 
State Department of Taxation and Finance’s Transaction Desk Audit Bureau - Cigarette Tax and 
Registration and Bond Units are responsible for licensing all New York State cigarette stamping agents 
and appointing all tobacco product distributors, receiving returns filed by agents and distributors of 
purchases of cigarette and roll-your-own shipments from inside and outside of the State of New York, and 
enforcing state and federal laws, among other duties.  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. 

Internet Sales Prohibition.  New York State Public Health Law prohibits the sale of cigarettes 
over the Internet to New York State consumers.  In February 2011, the Bureau filed suits against six 
Internet sites for violating New York Public Health Law § 1399-ll.  Prior to enactment of the PACT Act 
in 2010, New York, on behalf of all states, including itself, 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 New York and in other states nationwide.  The 
PACT Act broadens this prohibition to include a prohibition of the delivery of cigarettes by U.S. Mail 
except to licensed distributors.  Because New York State law prohibits internet sales to New York State 
consumers, Jenkins Act reports are not relevant to internet enforcement in New York. 

Nation or Tribal Reservation Cigarette Sales.  Under federal case law, Indian nations and tribes 
are exempt from the 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).  For a number of years, the State sought, unsuccessfully, to tax Indian cigarette sales to non-
tribal members.  In 2010, the New York State Legislature amended the Tax Law to facilitate the 
collection of the cigarette excise tax required under New York Tax Law§ 471(1) as to sales of cigarettes 
to non-Indians and non-nation or tribal members on reservations.  With limited exceptions, the 2010 
amendments require stamping agents to prepay the tax and affix tax stamps on all cigarette packs sold in 
New York, including those intended for resale to qualified Indians on the reservation.   

Several Indian tribes and nations challenged these amendments and corresponding regulations.  In 
May 2011, the Court of Appeals for the Second Circuit affirmed the denial of the preliminary injunction 
by the District Court for the Western District of New York as to four Indian nations and tribes and 
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vacated the injunction issued by the District Court for the Northern District of New York as to the 
remaining challenging Indian nation.  Oneida Nation of New York v. Cuomo, 645 F.3d 154 (2nd Cir. 
2011).  In State court, the Seneca Nation was granted a temporary restraining order (a “TRO”) in 
Supreme Court, Erie County, in its challenge to the promulgation of the permanent regulations under the 
State Administrative Procedures Act (“SAPA”), pending the outcome of the motion and cross-motions 
for summary judgment.  On June 8, 2011, State Supreme Court, Erie County denied the Seneca Nation’s 
motion for summary judgment, granted the State’s summary judgment motion and lifted the TRO.  
Seneca Nation of Indians v. New York State Dept. of Taxation and Finance, 91 Misc.3d 1242 (A) (N.Y. 
Sup. June 8, 2011).  On June 9, 2011, the Appellate Division, Fourth Department issued a TRO enjoining 
enforcement of the 2010 amendments until a decision on the Seneca Nation’s motion for a preliminary 
injunction pending appeal of the Supreme Court’s June 8th Order.  On June 10, 2011, the TRO was 
extended to enjoin enforcement against any Indian nation or tribe in the State.  On June 21, 2011, the 
Appellate Division vacated the TRO.  On September 20, 2011, the New York Court of Appeals denied 
motion for leave to appeal and the motion for a stay.  On November 18, 2011, the State Supreme Court, 
Erie County, modified its judgment to note that the State had complied with necessary legislation and 
affirmed judgment so modified.  On February 21, 2012, the Court of Appeals of New York denied motion 
for leave to appeal. 

On June 21, 2011, the New York State Department of Taxation and Finance began implementing 
the Indian tax exemption coupon and prior approval systems.  Wholesale dealers (including agents) are 
required to collect the cigarette excise tax and prepaid sales tax on all cigarettes sold for resale on an 
Indian reservation to non-Indians and non-members of such Indian nation or tribe.  All packs of cigarettes 
sold by wholesale dealers to Indian nations and tribes and reservation cigarette sellers are required to have 
State tax stamps affixed to them. Wholesale dealers may sell stamped packs of cigarettes to Indian nations 
and tribes and reservation cigarette sellers exempt from tax to the extent Indian tax exemption coupons 
are provided or to the extent prior approval is received from the Tax Department.  These systems continue 
to be available. 

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. 

Litigation Regarding Qualifying Statute and Related Legislation Generally 

Under the MSA’s NPM Adjustment, downward adjustments may be made to the Annual 
Payments and Strategic Contribution Payments payable by a PM if the PM experiences a loss of market 



 

77 

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 – Non-Participating 
Manufacturer Adjustment” and “– MSA Provisions Relating to Model/Qualifying Statutes” and “RISK 
FACTORS — 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, as hereinafter 
described.  The State has adopted the Model Statute, which is a Qualifying Statute under the MSA.  See 
“SUMMARY OF THE MASTER SETTLEMENT AGREEMENT — MSA Provisions Relating to 
Model/Qualifying Statutes” and “STATE LAWS RELATED TO MSA”.  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 that it is either a PM that has 
made all payments calculated by the MSA Auditor to be due under the MSA (except to the extent the PM 
is disputing any of the payments), or an NPM in full compliance with the State’s Qualifying Statute.  See 
“STATE LAWS RELATED TO MSA”.      

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 also continue to be challenged in the 
future.  Challenges to the Qualifying Statutes and related legislation are described under “ – Litigation 
Status” below. 

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 “LEGAL 
CONSIDERATIONS,” “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT — 
Adjustments to Payments – Non-Participating Manufacturers Adjustment”, “SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT — MSA Provisions Relating to Model/Qualifying Statutes” 
and “POTENTIAL PAYMENT DECREASES UNDER THE TERMS OF THE MSA”. 

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 
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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 Status 

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)1 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 that 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 general, 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 Grand River, the Constitution’s Indian Commerce Clause.  The district court had 
dismissed all claims against the states other than the State for lack of personal jurisdiction, and dismissed 
all claims except the antitrust claim against the State.  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 “state a possible claim that 
the practical effect of the challenged statutes and the MSA is to control prices outside of the enacting 
                                                      
1 General Tobacco ceased production of cigarettes and other tobacco products in 2010.   
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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 approved by order of 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 the State’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 
the State’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 
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August 2010, the Fifth Circuit affirmed the Western District’s order granting summary judgment for the 
defendants.  The Fifth Circuit held that the district court correctly concluded that the MSA did not violate 
the Compact Clause because the MSA only increases states’ power vis-à-vis the PMs and does not result 
in an accompanying decrease of the power of the federal government.  The Fifth Circuit also ruled that 
the Escrow Statute did not violate the federal antitrust laws for the reasons set forth in its prior decision in 
Xcaliber Int’l Ltd.  v. Caldwell, and held that the MSA did not violate federal antitrust laws after adopting 
the rationales of the Sixth Circuit and other circuits that previously considered the issue.  In addition, the 
Fifth Circuit affirmed the dismissal of plaintiffs’ Commerce Clause and Due Process Clause claims 
because plaintiffs had failed to show that the Louisiana Escrow Statute and the MSA had the effect of 
increasing cigarette prices outside of Louisiana.  With respect to plaintiffs’ First Amendment challenge to 
the MSA and the Escrow Statute, the Fifth Circuit found that the only statute applicable to plaintiffs as 
NPMs was the Escrow Statute, which the court determined did not compel or abridge plaintiffs’ speech.  
Similarly, the Fifth Circuit found that the MSA and Escrow Statute did not violate the Federal Cigarette 
Labeling and Advertising Act because plaintiffs are not compelled to join the MSA and the Escrow 
Statute does not have any connection with cigarette packaging, advertising, or promotion.  The U.S. 
Supreme Court denied plaintiffs’ petition for writ of certiorari.   

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

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

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

The MSA and related state legislation may be challenged in the future.  A determination by a 
court having jurisdiction over the State and the Corporation that the MSA or related State legislation is 
void or unenforceable could have a materially adverse effect on the payments by the PMs under the MSA 
and the amount and/or the timing of TSRs available to the Corporation and could ultimately result in the 
complete cessation of the 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 2014 Senior Bonds.  See “LEGAL CONSIDERATIONS” 
for a further discussion of these matters as well as a description of the opinions of Harris Beach PLLC, 
Bond Counsel to the Corporation, addressing such matters. 
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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 Revenues 
available to the Corporation below the respective amounts required to pay the Series 2014 Senior Bonds 
and could lead to a decrease in the market value and/or the liquidity of the Series 2014 Senior Bonds.     

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 
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.  In addition, tobacco product manufacturers have introduced alternative cigarette products, 
including e-cigarettes, which do not constitute “cigarettes” under the MSA.  If consumers use these 
products in lieu of traditional cigarettes or 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, but 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 TSRs available to the Corporation.   
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NPM Adjustment 

For a description of the NPM Adjustment, see “SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT — Adjustments to Payments – Non-Participating Manufacturers Adjustment”.   See “ –
2003 Adjustment Claims; Arbitration Results” below for a discussion of arbitration proceedings with 
respect to the 2003 NPM Adjustment and the recent determination of the Arbitration Panel with respect to 
the State’s diligent enforcement of its Qualifying Statute in 2003, and see “ – NPM Adjustment Settlement 
and Award” below for a discussion of a recent settlement entered into by 24 jurisdictions, not including 
the State, the OPMs and certain of the SPMs, and the calculation and application of the NPM Adjustment 
under such settlement. 

Application of a NPM Adjustment.  A NPM Adjustment is always subtracted from the total 
Annual Payments and Strategic Contribution 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 the Model Statute or a 
Qualifying Statute that is declared invalid or unenforceable by a court of competent jurisdiction.1  
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.2  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 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 TSRs available to the Corporation.   

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 the 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.  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 
                                                      
1  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. 

2  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 that the disadvantages of the MSA were a significant factor contributing to the 
PMs’ collective loss of market share in 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.  
See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT — Adjustments to Payments – Non-Participating 
Manufacturers Adjustment. 
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determined that, when contested, a state bears the burden of proving its diligence.  As discussed further 
below, New York was a contested state in the 2003 NPM Adjustment arbitration and the Arbitration 
Panel (as defined below) unanimously determined that the State diligently enforced its Qualifying Statute 
during sales year 2003.  The decision that the State diligently enforced its Qualifying Statute during sales 
year 2003 has no value as a precedent decision in any other arbitration proceeding and the existence of the 
decision does not enhance the strength of the State’s position in future arbitrations to determine whether 
the State diligently enforced its Qualifying Statute in subsequent sales years.  Any determination that the 
State failed to diligently enforce its Qualifying Statute could result in a complete loss or substantial 
reduction in the amount of the future TSRs up to the amount of the TSRs for sales years 2004 through 
2013 or thereafter, plus interest, if any.  

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 forecasts presented in the ‘SUMMARY OF REVENUE PROJECTION AND CASH FLOW 
ASSUMPTIONS — Projection of TSRs to be Received by the Trustee” for the Series 2014 Senior Bonds 
do not include any NPM Adjustments or withholdings or Disputed Payments Account deposits relating to 
PM claims of entitlement to NPM Adjustments, based 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 TSRs available 
to the Corporation.  See “SUMMARY OF REVENUE PROJECTION AND CASH FLOW 
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 “Ongoing 2004 through 2013 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 2013 NPM Adjustment Claims Generally.  According to NAAG, one or more of 
the PMs are disputing or have disputed the calculations of some Annual Payments and Strategic 
Contribution Payments, totaling over $9.4 billion, for the sales years 2003 through 2013 as part of the 
NPM Adjustment.  Pursuant to the provisions of the MSA, domestic tobacco product manufacturers have 
participated in proceedings regarding the 2003 NPM Adjustment, results of which were released on 
September 11, 2013, as discussed below.  In addition, PMs have disputed payments attributable to sales 
years 2004 through 2013, which could lead to offsets against the TSRs paid in future years.  A discussion 
of the arbitration and the decisions of the Arbitration Panel with respect to the 2003 NPM Adjustment 
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appears below under “ – 2003 NPM Adjustment Claims; Arbitration Results” and a discussion of certain 
states’ settlement of claims regarding the 2003 through 2012 NPM Adjustments (which the State did not 
join) appears below under “ – NPM Adjustment Settlement and Award.” 

2003 NPM Adjustment Claims; Arbitration Results.  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 2003.  Following the “significant 
factor” determination with respect to 2003, each of 38 Settling States filed a declaratory judgment action 
in state court seeking a declaration that such Settling State 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 motions to compel arbitration in 11 states and territories 
that did not file declaratory judgment actions.  According to Reynolds American’s Form 10-Q filed with 
the SEC for the nine-month period ended September 30, 2014, 47 of the 48 courts that had addressed the 
question whether the dispute concerning the 2003 NPM Adjustment is arbitrable had ruled that arbitration 
is required under the MSA.  The Montana Supreme Court ruled that Montana did not agree to arbitrate the 
question of whether it diligently enforced a Qualifying Statute and that diligent enforcement claims of 
that state must be litigated in state court, rather than in arbitration. Subsequently, in June 2012, Montana 
and the PMs reached an agreement whereby the PMs agreed not to contest Montana’s claim that it 
diligently enforced the Qualifying Statute during 2003 and therefore Montana would 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 
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%.  This partial liability reduction would 
be effectuated by the PMs jointly reimbursing such states 20% of their respective amounts of the NPM 
Adjustment.  The selection of a three-judge panel arbitrating the 2003 NPM Adjustment claims (the 
“Arbitration Panel”) was completed in July 2010.   

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 and four U.S. territories (the “non-contested states”).  
Eighteen of these contested states, the District of Columbia and Puerto Rico, as well as two non-contested 
states, subsequently entered into the NPM Adjustment Settlement Term Sheet with the OPMs and certain 
of the SPMs as discussed below, leaving 15 states contested in the arbitration proceedings.  As a result, 
Montana and the non-contested states that did not enter into the NPM Adjustment Settlement Term Sheet 
(which do not include the State) are not subject to the 2003 NPM Adjustment, and their share of any such 
NPM Adjustment, along with the shares of those states found by the Arbitration Panel to have diligently 
enforced their respective Qualifying Statutes during sales year 2003 (which include the State), will be 
reallocated in accordance with the MSA to those states found by the Arbitration Panel to have not 
diligently enforced their respective Qualifying Statutes during 2003.   

A common issues hearing was held in April 2012 and state-specific evidentiary hearings began in 
May 2012 and were completed in May 2013.  On September 11, 2013, the Arbitration Panel released its 
decisions with respect to each of the fifteen contested states that were Term Sheet Non-Signatories 
(defined below), including the State.  The Arbitration Panel determined that nine states (including the 
State) diligently enforced their respective Qualifying Statutes during 2003, and six states (Indiana, 
Kentucky, Maryland, Missouri, New Mexico and Pennsylvania, which have an aggregate allocable share 
of 14.6792685%) did not diligently enforce their respective Qualifying Statutes during 2003.  As a result, 
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the nine states, including the State, that were determined to have diligently enforced their respective 
Qualifying Statutes, as well as the jurisdictions that were either not contested or were not subject to the 
arbitration proceedings, were not to be subject to the 2003 NPM Adjustment, and their share of the 2003 
NPM Adjustment was to be reallocated in accordance with the MSA to the six states found by the 
Arbitration Panel to have not diligently enforced their respective Qualifying Statutes during 2003.  
Indiana and Kentucky, two of the six states that were held to be non-diligent for 2003, subsequently 
joined the NPM Adjustment Settlement Term Sheet in June 2014, as discussed herein. According to 
Lorillard, Inc. in its Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014, 
the OPMs are entitled to receive $458 million plus interest and earnings as a result of the Arbitration 
Panel’s ruling.   

All six of the states that were determined by the Arbitration Panel’s final awards not to have 
diligently enforced their Qualifying Statutes in 2003 filed motions in their state courts to vacate such final 
awards with respect to those states.  On April 10, 2014, the MSA court in Pennsylvania denied 
Pennsylvania’s motion to vacate the Arbitration Panel’s award that found that Pennsylvania had not 
diligently enforced its Qualifying Statute during 2003, thereby upholding the Arbitration Panel’s non-
diligence finding for Pennsylvania.  However, the court granted Pennsylvania’s motion to modify, with 
respect to Pennsylvania, that portion of the Arbitration Panel’s NPM Adjustment Stipulated Partial 
Settlement and Award (discussed below) that specified the reduction method for the 2003 NPM 
Adjustment, and ruled that the states that signed the NPM Adjustment Term Sheet (discussed below) and 
had been contested in the 2003 NPM Adjustment arbitration would be deemed non-diligent for purposes 
of calculating Pennsylvania’s share of the 2003 NPM Adjustment, resulting in a partial reduction of 
Pennsylvania’s share of the 2003 NPM Adjustment allocation.  As a result, the credits that the PMs 
received against their April 2014 MSA payment in respect of the 2003 NPM Adjustment were reduced.  
The OPMs appealed this ruling on May 7, 2014.  On May 2, 2014, the Missouri state court issued a 
similar ruling, holding that Missouri’s penalty had been wrongly enhanced by redistributing the share of 
the penalty that otherwise would have been paid by the Term Sheet Signatories.  On June 3, 2014, 
Missouri appealed the court’s decision in which the court upheld the non-diligence finding, challenging 
the fairness of the hearings and seeking a ruling that Missouri’s future arbitration hearings be held in a 
separate venue.  The OPMs have appealed the Missouri court’s ruling to modify the Arbitration Panel’s 
NPM Adjustment Stipulated Partial Settlement and Award, and if they are unsuccessful they will be 
required to return to Missouri a portion of the credits received against their April 2014 MSA payments in 
respect of the 2003 NPM Adjustment, plus applicable interest.  Altria stated in its Form 10-Q filed with 
the SEC for the six-month period ended June 30, 2014 that if Philip Morris is not successful in its appeal 
of the Missouri court’s ruling modifying the NPM Adjustment Stipulated Partial Settlement and Award, it 
will be required to return to Missouri approximately $12 million (subject to confirmation by the MSA 
Auditor) of the $116 million credit that Philip Morris received against its April 2014 MSA payment in 
respect of the 2003 NPM Adjustment, plus applicable interest on that amount.  On April 11, 2014, a 
Kentucky state court denied Kentucky’s motion for an order staying and enjoining (a) the Arbitration 
Panel’s NPM Adjustment Stipulated Partial Settlement and Award with respect to the judgment reduction 
method applicable to Kentucky for the 2003 NPM Adjustment and (b) the Arbitration Panel’s award that 
Kentucky did not diligently enforce its Qualifying Statute during 2003.  On June 10, 2014, Kentucky 
joined the NPM Adjustment Settlement Term Sheet, and on June 26, 2014 Indiana joined the NPM 
Adjustment Settlement Term Sheet, each on different and less advantageous financial terms than those 
obtained by previous Term Sheet Signatories, as discussed below.  According to Altria in its Form 10-Q 
filed with the SEC for the six-month period ended June 30, 2014, in connection with these settlements, 
Kentucky and Indiana are in the process of staying their motions to vacate or modify the Arbitration 
Panel’s NPM Adjustment Stipulated Partial Settlement and Award and the Arbitration Panel’s rulings as 
to their diligence, while the other four non-diligent states continue to pursue their motions. 
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According to Lorillard, Inc. in its Form 10-Q filed with the SEC for the three-month period ended 
March 31, 2014, the MSA Auditor (defined below) issued final calculations on March 31, 2014 for the 
April 2014 MSA payment that implement the 2003 NPM Adjustment through the non-diligent states 
receiving reductions in future MSA payments they receive and the OPMs and diligent states receiving 
amounts due to them through payments from the Disputed Payments Account and/or adjustments 
associated with future payments, and on April 14, 2014 the MSA Auditor issued revised final calculations 
for the April 2014 MSA payments that implement the Pennsylvania court’s ruling.  The April 2014 MSA 
payment as it relates to the states and the PMs accounted for the Arbitration Panel’s findings with respect 
to the 2003 NPM Adjustment, as modified by the Pennsylvania court’s ruling, through adjustments to the 
MSA payment amounts and a release from the Disputed Payments Account, but according to Reynolds 
American’s Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014, until 
such time as the various remaining state motions challenging the rulings of the Arbitration Panel have 
been resolved, uncertainty exists as to the timing, process and amount of ultimate recovery with respect to 
the remaining share of the 2003 NPM Adjustment claim.  On May 2, 2014, Missouri sent a letter to the 
MSA Auditor instructing the MSA Auditor to recalculate Missouri’s 2003 NPM Adjustment liability and 
issue a special payment to Missouri in light of the Missouri MSA court’s decision.  On June 23, 2014 the 
MSA Auditor issued revised final calculations for the April 2014 MSA payments that implement the 
Missouri ruling, according to Lorillard, Inc. in its Form 10-Q filed with the SEC for the nine-month 
period ended September 30, 2014. 

The Arbitration Panel’s decision relating to the State defined diligent enforcement as “an ongoing 
and intentional consideration of the requirements of a Settling State’s Qualifying Statute, and a significant 
attempt by the Settling State to meet those requirements, taking into account a Settling State’s competing 
laws and policies that may conflict with its MSA contractual obligations”.  The Arbitration Panel 
considered various factors in deciding whether or not a state met the diligent enforcement standard, 
including, in no particular order, (i) such state’s collection rate of amounts to be deposited by NPMs into 
escrow accounts, (ii) the number of lawsuits against manufacturers brought by such state, (iii) how the 
state gathered reliable data, (iv) resources allocated to enforcement, (v) prevention of non-compliant 
NPMs from future sales, (vi) legislation enacted by the state, (vii) actions short of legislation taken by the 
state, and (viii) efforts made to be aware of NAAG and other states’ enforcement efforts.  The Arbitration 
Panel stated that such factors were not necessarily given equal weight, but were considered as a whole.  
Where certain terms defined in the Model Statute were disputed, the Arbitration Panel relied on the plain 
meaning of the defined terms and did not penalize states for a rational interpretation of the terms in 
enforcing their Qualifying Statutes.  The Arbitration Panel did not penalize states that provided rational 
reasons for implementing policies and legislation with respect to enforcement of their Qualifying Statutes, 
finding that a good faith effort to address an issue where there is no evidence of intentional escrow 
evasion was an indication of diligent enforcement.  The Arbitration Panel also stated that although the 
Settling States are required under the MSA to diligently enforce their Qualifying Statutes, the Settling 
States are not required “to elevate those obligations above other statutory or rational policy 
considerations”.  A copy of the Arbitration Final Award Re: State of New York in the 2003 NPM 
Adjustment Proceedings is attached hereto as Appendix C. 

Ongoing 2004 Through 2013 NPM Adjustment Claims.  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 sales years 2004 and 2005 
(as well as 2003, as discussed above).  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 – 2012 (the “significant factor agreement”).  This agreement became 
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effective for sales years 2007, 2008, 2009, 2010 and 2011 on February 1, 2010, 2011, 2012, 2013 and 
2014 respectively, and will become effective for sales year 2012 on February 1, 2015.  According to 
Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 2014, a significant factor 
proceeding for 2013 cannot be commenced until April 2015.   

According to Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 
2014, Philip Morris believes that the MSA requires state claims of diligent enforcement for 2004 - 2013 
to be determined in a national arbitration, although a number of Term Sheet Non-Signatories, which did 
not join the NPM Adjustment Settlement Term Sheet described below, have filed motions in their state 
MSA courts contending, or have reserved rights to contend, that such claims for those years are to be 
determined either in separate arbitrations for each state or in state court on a state-by-state basis.  
Proceedings with respect to diligent enforcement claims for the sales years 2004 through 2013 have not 
yet been scheduled, but Reynolds American reported in its Form 10-Q filed with the SEC for the nine-
month period ended September 30, 2014 that preliminary discussions are underway with the Term Sheet 
Non-Signatories to initiate arbitration proceedings with respect to the 2004 NPM Adjustment.  Altria has 
reported in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2014 that no 
assurance can be given as to if and when proceedings for 2004-2013 will be scheduled or the precise form 
those proceedings will take.  In addition, according to Altria’s Form 10-Q filed with the SEC for the six-
month period ended June 30, 2014, the amounts of the NPM Adjustments for 2004-2013 that have been 
calculated by the MSA Auditor will be reduced in light of the NPM Adjustment Settlement Term Sheet 
described below to determine the maximum amount of such adjustments potentially available from the 
Term Sheet Non-Signatories (the NPM Adjustment Stipulated Partial Settlement and Award did not 
specify the reduction method applicable to the 2004-2013 NPM Adjustment claims); the amounts of the 
NPM Adjustments for 2004 through 2013 that have been calculated by the MSA Auditor 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 its calculations, including, among other things, if it receives revised sales 
volumes from any PM; disputes among the manufacturers could also affect the amounts; and the 
availability and amount of any NPM Adjustment for 2004 - 2013 obtained through arbitration 
proceedings against the Term Sheet Non-Signatories (as opposed to the NPM Adjustment Settlement 
Term Sheet described below) will not be finally determined in the near term.  Altria has further stated in 
its Form 10-Q filed with the SEC for the six-month period ended June 30, 2014 that it continues to 
reserve all rights regarding the NPM Adjustments with respect to the Term Sheet Non-Signatories and 
intends to continue to pursue vigorously the disputed NPM Adjustments for sales years 2004 - 2013 
against the Term Sheet Non-Signatories.  It is possible that Term Sheet Non-Signatories (such as the 
State) could enter into settlements with regard to the NPM Adjustments for sales years 2004 and beyond.   

The approximate maximum principal amounts of the PMs’ aggregate share of the disputed NPM 
Adjustment for the sales years 2003 through 2013 (payment years 2004 through 2014), as reported by 
NAAG, and without regard to the effects of the NPM Adjustment Settlement Term Sheet and the 
Stipulated Partial Settlement and Award, are as follows: 
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OPM and SPM Maximum Potential NPM Adjustment Amounts 

Sales Years 2003-2013 (Payment Years 2004-2014) 

Sale Year for which NPM 
Adjustment was calculated  

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

MSA Payment Year for which 
NPM Adjustment was calculated 

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 

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

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Potential OPM NPM Adjustment* $1,061,158,548 $1,061,288,734 $702,715,077 $646,394,781 $702,104,158(3) $821,644,318(3) $789,623,685(3) $807,795,662(3) $674,472,112(3) $729,016,989(3) $758,980,870(3) 

Potential SPM  
NPM Adjustment*        86,407,516        76,107,191     50,630,561     53,949,637      47,254,505(3)      66,765,407(3)    69,451,783(3)      65,349,246(3)      51,558,969(3)      54,046,226(3)     49,362,119(3) 

Total* $1,147,566,065 $1,137,395,925 $753,345,638 $700,344,418 $749,358,662 $888,409,725 $859,075,468 $873,144,908 $726,031,081 $783,063,215 $808,342,989 
 
 
__________________ 
(1)  Payments are subject to adjustments from disputes for up to four years following the payment due date under the MSA under the Offset for Miscalculated or Disputed Payment provisions. 
(2)  For SPMs the times vary and may be as short as one year after the sales year.  
(3) Includes MSA Annual Payment and Strategic Contribution 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.   

Altria has stated in its Form 10-Q filed with the SEC for the six-month period ended June 30, 
2014 that the MSA Auditor calculated the following approximate amounts as Philip Morris’s maximum 
potential share of the NPM Adjustments for the years 2003 - 2013 (exclusive of interest or earnings): 
$337 million for 2003, $388 million for 2004, $181 million for 2005, $154 million for 2006, $185 million 
for 2007, $250 million for 2008, $211 million for 2009, $219 million for 2010, $165 million for 2011, 
$207 million for 2012 and $215 million for 2013.  Philip Morris further reported 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 from such MSA payments.  
Philip Morris paid its share of the amount of the disputed 2008, 2009, 2010 and 2011 NPM Adjustments 
into the Disputed Payments Account in connection with its MSA payments due in 2011, 2012, 2013 and 
2014, respectively.  Philip Morris has further reported through Altria’s Form 10-Q filed with the SEC for 
the six-month period ended June 30, 2014 that Philip Morris deposited the allocable share of the 2011 
NPM Adjustment for the Term Sheet Signatories (as defined below) into the Disputed Payments Account 
in connection with its April 2014 MSA payment and then, following such deposit, authorized the release 
of such share to the Term Sheet Signatories as provided in the NPM Adjustment Stipulated Partial 
Settlement and Award, discussed below.  Altria reported in its Form 10-Q filed with the SEC for the six-
month period ended June 30, 2014 that Philip Morris also authorized the release of additional funds from 
the Disputed Payments Account to Kentucky and Indiana after those two states joined the NPM 
Adjustment Settlement Term Sheet in June 2014.  Altria had also reported in its Form 10-K filed with the 
SEC for calendar year 2013 that Philip Morris will deposit the Term Sheet Signatories’ allocable share of 
its portion of the 2012 NPM Adjustment into the Disputed Payments Account in connection with its April 
2015 MSA payment and then, following such deposit, will authorize the release of such share to the Term 
Sheet Signatories as provided in the NPM Adjustment Stipulated Partial Settlement and Award.   

Philip Morris has reported its expectation of receiving its share of any NPM Adjustments for 
2004 - 2007 likely in the form of a credit against future MSA payments and its share of any NPM 
Adjustments for 2008 - 2013 in the form of either a withdrawal from the Disputed Payments Account 
and/or a credit against future MSA payments.  Any adjustments made in the form of a credit against 
future MSA payments could lead to material reductions in the TSRs.  However, Altria noted in its Form 
10-Q filed with the SEC for the six-month period ended June 30, 2014 that the receipt by Philip Morris of 
a credit against its April 2014 MSA payment in respect of the 2003 NPM Adjustment and interest thereon 
does not provide any assurance that Philip Morris will receive any NPM Adjustment amounts (or 
associated interest or earnings) for 2004 or any subsequent year. 

Reynolds American, Reynolds Tobacco’s parent company, has reported in its Form 10-Q filed 
with the SEC for the nine-month period ended September 30, 2014 that Reynolds Tobacco has disputed a 
total of approximately $3.69 billion for the payment years 2004 through 2011 in connection with the 
NPM Adjustment, and has also filed dispute notices with respect to its 2012 and 2013 annual MSA 
payments relating to the NPM Adjustments potentially applicable to those years, aggregating for those 
two years approximately $880 million.   

In its Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014, 
Lorillard, Inc. reported that during April 2014, it deposited $93 million into the Disputed Payments 
Account for the 2011 NPM Adjustment and for adjustments related to Disputed Payments Account 
payments for other years.  In April of 2013, 2012, 2011, 2010, 2009, 2008, 2007 and 2006, Lorillard, Inc. 
had previously deposited $119 million, $106 million, $104 million, $83 million, $73 million, $72 million, 
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$111 million and $109 million, respectively, in the Disputed Payments Account, based on a loss of 
market share in 2010, 2009, 2008, 2007, 2006, 2005, 2004 and 2003 to NPMs.  In February 2009, 
Lorillard, Inc. directed the release of $72 million from the Disputed Payments Account to the MSA states, 
related to the loss of market share in 2005.  In addition, Lorillard, Inc. reported in its SEC filing that in 
April 2013, October 2013, April 2014 and June 2014, it directed the release of $298 million, $22 million, 
$40 million and $12 million, respectively, from the Disputed Payments Account to the Term Sheet 
Signatories.  In addition, in April 2014, Lorillard directed the release of $62 million to itself from the 
Disputed Payments Account in connection with the 2003 NPM Adjustment arbitration decisions.  

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 (which 
do not include the State), 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 (which do not 
include the State) 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, on May 24, 2013, Connecticut and South Carolina joined the NPM Adjustment Settlement Term 
Sheet, on June 10, 2014, Kentucky joined the NPM Adjustment Settlement Term Sheet (on modified 
terms), and on June 26, 2014, Indiana joined the NPM Adjustment Settlement Term Sheet (on modified 
terms), bringing the total number of jurisdictions that have joined the settlement to 24, representing 
approximately 50% Allocable Share.  Such jurisdictions that joined the NPM Adjustment Settlement 
Term Sheet are collectively referred to herein as “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), 
although they will have different and potentially less favorable payment obligations as detailed in the 
NPM Adjustment Settlement Term Sheet.  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 was subject to approval by the Arbitration Panel.  
On March 12, 2013, the Arbitration Panel issued its Stipulated Partial Settlement and Award (the “NPM 
Adjustment Stipulated Partial Settlement and Award”).  As described herein, 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 
the 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.  The MSA Auditor has stated that, by implementing such reductions to the PM 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 April 2013 MSA payments.  The MSA Auditor also implemented the NPM Adjustment Stipulated 
Partial Settlement and Award as it related to the April 2014 MSA payment, as discussed herein.  It is 
expected that, pursuant to the terms of settlements between Kentucky and the PMs, and Indiana and the 
PMs, respectively, by which Kentucky and Indiana each became Term Sheet Signatories, the PMs will 
receive additional credits with respect to the April 2015 MSA payment and Kentucky and Indiana will 
each receive releases from the Disputed Payments Account in 2014. 
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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 those jurisdictions that did not join the settlement, 
including the State (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 directed in connection with the April 15, 2013 
MSA payment and (ii) to apply a credit in the aggregate amount of approximately $1.65 billion to the 
OPMs’ MSA payments, allocating such credit among the OPMs as they direct with 50% of the credit 
applied against the April 15, 2013 MSA payment and 12.5% to be applied 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 payments. 

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.   

Pursuant to the NPM Adjustment Settlement Term Sheet, including as implemented in April 2013 
and April 2014 following the NPM Adjustment Stipulated Partial Settlement and Award, the OPMs and 
certain SPMs have received certain reductions in 2013 and 2014 and will receive reductions to future 
MSA payments to reflect a percentage of the Term Sheet Signatories’ aggregate share of the OPMs’ and 
certain 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 the Form 
10-Q filed with the SEC by Altria for the six-month period ended June 30, 2014, except for Kentucky and 
Indiana, which joined in the NPM Adjustment Settlement Term Sheet in June 2014, the settlement 
provides for the OPMs to receive reductions to their MSA payments in an amount equal to 46% of the 
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Term Sheet Signatories’ aggregate allocable share of the OPMs’ aggregate 2003-2012 NPM Adjustments, 
plus interest, and that 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 with respect to the six-month period ending June 30, 2014, and Lorillard will receive 
approximately 12% of the reductions.  Altria further reported in its Form 10-Q that, based on the Term 
Sheet Signatories as of April 15, 2013, the reduction under the NPM Adjustment Settlement Term Sheet 
in Philip Morris’s April 2013 MSA payment obligation was approximately $483 million, and that Philip 
Morris received all of such amount through a credit against that MSA payment.  Philip Morris also 
reported that it received an additional credit of $36 million against its April 2014 MSA payment as a 
result of the two additional states joining the NPM Adjustment Settlement Term Sheet in 2013 after the 
date of the 2013 MSA payment.  In its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014, Reynolds American reported that, based on the jurisdictions bound by the NPM 
Adjustment Settlement Term Sheet through December 31, 2013, Reynolds Tobacco and Reynolds 
American’s subsidiary Santa Fe Natural Tobacco Company, Inc., an SPM, will receive credits that they 
currently estimate to total approximately $1.1 billion 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, which commenced with the April 2013 MSA payment.  As a result of the two states, Indiana and 
Kentucky, that joined the NPM Adjustment Settlement Term Sheet in June 2014, Reynolds Tobacco and 
Santa Fe Natural Tobacco Company, Inc. collectively will receive credits that they currently estimate to 
total approximately $170 million with respect to their NPM Adjustment claims from 2003 through 2012, 
to be applied against annual payments under the MSA over a five-year period.  In addition, Reynolds 
American reported in its Form 10-Q filed with the SEC for the nine-month period ended September 30, 
2014 that as a result of meeting the various performance obligations associated with the NPM Adjustment 
Settlement Term Sheet, Reynolds American (for both Reynolds Tobacco and Santa Fe Natural Tobacco 
Company, Inc.) recognized additional credits of $236 million and $201 million for the nine months ended 
September 30, 2014 and 2013, respectively.  According to Reynolds American’s Form 10-Q filed with 
the SEC for the nine-month period ended September 30, 2014, Reynolds Tobacco expects to recognize 
additional credits through 2017.  In its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014, Lorillard, Inc. reported that it currently expects to receive credits over six years of 
approximately $254 million on its outstanding claims, with $165 million having occurred in April 2013, 
$36 million having occurred in April 2014 (including $14 million received in April 2014 related to the 
2003 NPM Adjustment award from the two states, Kentucky and Indiana, that joined the NPM 
Adjustment Settlement Term Sheet in June 2014) and approximately $53 million over the following five 
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.  Altria reported in its Form 10-Q 
filed with the SEC for the six-month period ended June 30, 2014 that in such context Philip Morris 
authorized the release to the Term Sheet Signatories of their allocable share of the $658 million that 
Philip Morris paid into the Disputed Payments Account (plus the accumulated earnings thereon), which 
amounted to approximately $272 million.  In addition, Philip Morris authorized the release of additional 
funds from the Disputed Payments Account to the two signatory states that joined the NPM Adjustment 
Settlement Term Sheet in 2013 after the date of the April 2013 MSA payment, in an amount of 
approximately $22 million.  As noted above under “Ongoing 2004 Through 2013 NPM Adjustment 
Claims”, Philip Morris reported that it deposited the Term Sheet Signatories’ Allocable Share of their 
portion of the 2011 NPM Adjustment into the Disputed Payments Account in connection with the April 
2014 MSA payment and then, following such deposit, authorized the release of such share to the Term 
Sheet Signatories as provided in the NPM Adjustment Stipulated Partial Settlement and Award.  
Furthermore, it is expected that under the terms of settlement agreed to between Kentucky and the PMs, 
Kentucky will receive an additional payment in 2014 of approximately $83 million from the Disputed 
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Payments Account attributable to the 2004 through 2011 NPM Adjustments, and it is expected that under 
the terms of settlement agreed to between Indiana and the PMs, Indiana will receive over the two years 
following the settlement approximately $217 million.  Altria reported in its Form 10-Q filed with the SEC 
for the six-month period ended June 30, 2014 that Philip Morris authorized the release of additional funds 
from the Disputed Payments Account to Kentucky and Indiana in an amount of approximately $31 
million. 

The NPM Adjustment Settlement Term Sheet provides that the Term Sheet Signatories will 
allocate 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 paragraph, will 
apply (with certain exceptions).  The revised adjustment for Non-SET-Paid NPM Sales, described in the 
second 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 is 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. 

Pursuant to the agreements by which Kentucky and Indiana joined the NPM Adjustment 
Settlement Term Sheet in June 2014, the settlement with respect to those states includes the modified 
terms that the OPMs are to receive reductions to their MSA payments in an amount equal to the sum of (i) 
65% of the amount of the 2003 NPM Adjustment applicable to those states under the Arbitration Panel’s 
award, plus 65% of interest and earnings on that amount as was calculated by the MSA Auditor, and (ii) 
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55% of those states’ aggregate allocable share of the OPMs’ aggregate 2004 - 2012 NPM Adjustments 
plus interest.  All other terms of settlement as discussed above apply to Kentucky and Indiana. 

Disputes Concerning the NPM Adjustment Settlement Term Sheet and Stipulated Partial 
Settlement and Award.  Several states (including the State) 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, including the State (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.    

Subsequently, motions were filed by 14 Term Sheet Non-Signatories (including the State) in their 
respective MSA courts to vacate and/or modify the NPM Adjustment Stipulated Partial Settlement and 
Award.  Lorillard, Inc. reported in its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014 that as of October 20, 2014, claims in 9 states remain pending, as two states 
withdrew their opposition and two states (Connecticut and South Carolina) joined the NPM Adjustment 
Settlement Term Sheet.  According to Altria in its Form 10-Q filed with the SEC for the six-month period 
ended June 30, 2014, Kentucky and Indiana (both of whom joined the NPM Adjustment Settlement Term 
Sheet in June 2014) are in the process of staying their motions to vacate or modify the NPM Adjustment 
Stipulated Partial Settlement and Award.  Two of the states (Colorado and Ohio) had also unsuccessfully 
sought to preliminarily enjoin the implementation of the NPM Adjustment Stipulated Partial Settlement 
and Award (the MSA Auditor carried out the implementation of the NPM Adjustment Stipulated Partial 
Settlement and Award over the objections of the Term Sheet Non-Signatories, as discussed above).  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. 

No assurance can be given as to the impact or the magnitude of the effect of the NPM Adjustment 
Stipulated Partial Settlement and Award on Term Sheet Non-Signatories such as the State, 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 TSRs available to the Corporation to pay debt service on the Series 2014 Senior Bonds. 

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

Disputes concerning Annual Payments and Strategic Contribution 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 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 Revenues 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 Revenue 
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Projection Assumptions for the Series 2014 Senior Bonds do not factor in an offset for miscalculated or 
disputed payments or any release of funds currently held in the Disputed Payments Account.  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 REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS”. 

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

For a discussion of litigation presenting challenges to the MSA and Settling States’ Qualifying 
Statutes and Complementary Legislation, see “LITIGATION CHALLENGING THE MSA, THE 
QUALIFYING STATUTES AND RELATED LEGISLATION”. 

Other Disputes Related to MSA Payments 

Certain PMs were in dispute regarding (i) whether the “roll-your-own” tobacco conversion of 
0.0325 ounces for one individual cigarette should continue to be used for purposes of calculating the 
downward Volume Adjustments to the MSA payments, 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 continue to be determined based on the “net” number of cigarettes on which federal 
excise tax is paid, or, rather, an “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.  In the “net vs. gross” dispute, PMs contended 
that the MSA requires calculations based on a gross approach, while the Settling States contended that a 
net approach is required by the MSA.    

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 
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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 Arbitration Panel 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 nine-month period ended June 30, 2014 that it is unclear precisely which past and future MSA 
payments may be affected by this ruling.   

NEW YORK CONSENT DECREE 

There follows a brief description of the Consent Decree.  This description is not complete and is 
subject to, and qualified in its entirety by reference to the Consent Decree which is attached hereto as 
Appendix B. 

Introduction and Overview 

On December 23, 1998, the Consent Decree and Final Judgment (as corrected on April 14, 1999, 
the “Consent Decree”), which governs the class action portion of New York State’s action against the 
tobacco companies, was entered in the Supreme Court of the State of New York for New York County.  
The Consent Decree contains provisions governing, among other things: (i) the jurisdiction of the court 
over the parties; (ii) the scope of the Consent Decree; (iii) the required monetary payments by the PMs; 
(iv) the marketing restrictions and other equitable relief; and (v) the mechanism for enforcing the 
provisions of the MSA and the Consent Decree.  With respect to the intra-state matters, the Consent 
Decree provides for: (a) the allocation of the amounts in the New York state-specific account among the 
State, the City, the County and the other counties of New York (b) limitations on the rights of the City, 
the County and the other counties to enforce the provisions of the Consent Decree; and (c) the release and 
dismissal of claims by the City, the County and the other counties.  The Consent Decree was affirmed by 
the Appellate Division and is not subject to further appeal. 

County’s Allocated Share of Annual Payments 

According to the formula set forth in the MSA, the State is entitled to 12.7620310% of the total 
amount of Annual Payments deposited in the national escrow account.  The allocation of the State’s share 
of Annual Payments to be made pursuant to the MSA to the State, the City, the County and the other 
counties of New York is set forth in the Consent Decree, which provides that the County is to receive 
0.308% of the State’s share of Annual Payments.  The Consent Decree provides for no allocation of 
Strategic Contribution Payments to the County, the City or any other county. 

Rights to Enforce Provisions of the Consent Decree 

In addition to allocating the Annual Payments among the State, the City, the County and the other 
counties, the Consent Decree defines who may enforce the provisions of the Consent Decree.  The 
Consent Decree expressly states that it only confers rights upon, and may be enforced only by, the State 
or a PM (or other Released Party under the MSA).  As a result, only the State is entitled to enforce the 
PMs’ payment obligations, and the State is prohibited expressly from assigning or transferring its 
enforcement rights.  The Consent Decree does provide, however, that the City, the County or the other 
counties may enforce their payment rights against the State, the City or the other counties. 
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Release and Dismissal of Claims 

The Consent Decree further provides that the City, the County and the other counties 
unconditionally will release and discharge all released claims against all Released Parties to the same 
extent that the State released its claims pursuant to the MSA.  The City, the County and the other counties 
of New York have agreed that they will not seek to establish civil liability against any Released Party 
upon any released claim and that such agreement will be a complete defense to any such civil action or 
proceeding. 

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 
New York Attorney General has not consented to the release of such information pursuant to the 
confidentiality provisions of the MSA.  Prospective investors in the Series 2014 Senior Bonds should 
conduct their own independent investigations of the domestic tobacco industry to determine if an 
investment in the Series 2014 Senior 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 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 Payments”.  Additionally, aggregate market share 
information, based upon shipments as reported by Lorillard, Inc.  (the parent 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 REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS” and “BOND STRUCTURING 
METHODOLOGY AND PROJECTED PERFORMANCE”. 
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Industry Overview 

As reported by NAAG, based upon OPM shipments reported to MSAI, the OPMs accounted for 
approximately 85.20%1 of the U.S. domestic cigarette market in sales year 2013 measuring roll-your-own 
cigarettes at 0.09 ounces per cigarette conversion rate and approximately 84.95% measuring roll-your-
own cigarettes at 0.0325 ounces per cigarette conversion rate.  However, according to publicly available 
documents of the OPMs, at year end, 2013, the OPMs collectively accounted for approximately 91.5% of 
the domestic cigarette retail industry (with Reynolds Tobacco measuring by sales, Lorillard measuring by 
shipments and Philip Morris using data from IRI/MSAI, a tracking service that uses a sample of stores 
and certain wholesale shipments to project market share and depict share trends).  The market for 
cigarettes in the U.S. divides generally into premium and discount sales.  As reported by Lorillard, the 
discount segment of the domestic tobacco industry represented approximately 26.1% of domestic tobacco 
sales for the nine months ended September 30, 2014. 

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-Q filed with the SEC for the six-month period 
ended June 30, 2014, Altria reported that Philip Morris’s domestic cigarette market share for the six 
months ended June 30, 2014 was 50.8% (based on retail sales data from IRI/MSAI, a tracking service that 
uses a sample of stores and certain wholesale shipments to project market share and depict share trends), 
which represents an increase from its reported domestic market share of 50.6% for the six months ended 
June 30, 2013.  In its Form 10-K filed with the SEC for calendar year 2013, Altria reported that Philip 
Morris’s domestic cigarette market share for calendar year 2013 was 50.6% (based on retail sales data 
from IRI/MSAI), which represents an increase from its reported domestic market share (based on retail 
sales) of 50.3% for calendar year 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 2013 as well as for the six months ended June 30, 2014, according to 
Altria’s Form 10-K filed with the SEC for calendar year 2013 and Form 10-Q for the six-month period 
ended June 30, 2014, respectively).  Marlboro is also the largest selling cigarette brand in the U.S., with 
approximately 43.8% and 43.7% of the U.S. domestic retail share at June 30, 2014 and June 30, 2013, 
respectively, according to Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 
2014, and has been the world’s largest-selling cigarette brand since 1972.  Philip Morris’s principal 
discount brands are Basic and L&M.  In 2009, Altria acquired UST LLC, whose subsidiary, U.S. 
Smokeless Tobacco LLC (“UST”), is the largest producer of smokeless tobacco in the U.S.  Effective in 
the first quarter of 2013, Philip Morris’s market share results for cigarettes are based on a new tracking 
service, IRI/Management Science Associate Inc., which measures retail share in stores representing trade 
classes selling a significant majority of the volume of the product being measured.  For other trade classes 
selling cigarettes, retail share is based on shipments from wholesalers to retailers reported through the 
Store Tracking Analytical Reporting System.  According to Altria, retail market share results reported 
using the new services cannot be meaningfully compared to retail market shares previously reported by 
Altria’s tobacco companies under the previous services.  Altria has restated its retail share results for 2012 
to reflect these new services.  In its Form 10-Q filed with the SEC for the nine-month period ended 

                                                      
1  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 “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY.”  The 
aggregate market share information for 2013 from NAAG used in the Revenue Projection Assumptions may differ materially 
in the future from the market share information used by the MSA Auditor in calculating the adjustments to Annual Payments 
in future years.  See “SUMMARY OF REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS” and “SUMMARY 
OF THE MASTER SETTLEMENT AGREEMENT — Adjustments to Payments.” 
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September 30, 2013, Altria reported that Philip Morris’s domestic cigarette market share for the nine-
month period ended September 30, 2013 was 50.6%. 

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-Q filed with the SEC for the nine-month period ended September 30, 2014, 
Reynolds American reported that Reynolds Tobacco’s domestic retail cigarette market share at September 
30, 2014 was 26.6% (measured by sales volume), which represents a decrease from the 26.7% market 
share at September 30, 2013.  In its Form 10-K filed with the SEC for calendar year 2013, Reynolds 
American reported that Reynolds Tobacco’s domestic retail cigarette market share at December 31, 2013 
was 26.0%, which represents a decrease from the 26.5% market share at December 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 an 
IRI/Capstone model (“IRI/Capstone”), which was designed to measure retail share in stores representing 
trade channels where the majority of tobacco industry products are sold and resource investments are 
made. 

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-Q filed with the SEC for the nine-month period ended September 30, 2014, 
Lorillard, Inc. reported that its domestic retail cigarette market share for the nine months ended 
September 30, 2014 was 15.1% (measured by wholesale shipment volume), which represents an increase 
from 14.8% for the nine months ended September 30, 2013.  In its Form 10-K filed with the SEC for 
calendar year 2013, Lorillard, Inc. reported that its domestic retail cigarette market share in 2013 was 
14.9%, which represents an increase from 14.4% for calendar year 2012.  Lorillard’s principal brands are 
Newport, Kent, True, Maverick and Old Gold.  Its largest selling brand is Newport, which accounted for 
approximately 88.5% of Lorillard’s cigarette segment net sales for the nine months ended September 30, 
2014, an increase from 88.2% for the nine months ended September 30, 2013 (and approximately 88.3% 
of Lorillard’s cigarette segment net sales for the fiscal year ended December 31, 2013, an increase from 
87.8% for the year 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 database administered by MSAI, 
which reflects shipments from wholesalers to retailers. 

Reynolds American and Lorillard, Inc. announced on July 15, 2014 that the two companies have 
entered into a definitive agreement in which Reynolds American will acquire Lorillard, Inc. for 
approximately $27.4 billion, creating the second largest tobacco company in the United States, which will 
control approximately one-third of the U.S. tobacco market.  The terms of the transaction have been 
approved by the boards of directors of both companies.  British American Tobacco Plc (“British 
American”), which owns 42% of Reynolds American, has agreed to vote its shares in favor of the 
transaction and will maintain its 42% ownership of Reynolds American through an investment of 
approximately $4.7 billion.  Reynolds American expects to benefit from the addition of Lorillard’s 
Newport brand as a key component of its growth-brand strategy in the U.S. menthol category.  In 
addition, Reynolds American and British American have agreed in principle to pursue an ongoing 
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technology-sharing initiative for the development and commercialization of next-generation tobacco 
products, including heat-not-burn cigarettes and vapor products.  Shareholders of both Lorillard, Inc. and 
Reynolds American have filed suit to block the proposed merger, claiming breach of fiduciary duties by 
the respective companies.   

Reynolds American stated that it has also reached a deal for Imperial Tobacco Group PLC 
(“Imperial Tobacco”) to purchase Reynolds American’s Kool, Salem and Winston cigarette brands, 
Lorillard’s Maverick cigarette brand and blu eCig electronic cigarette brand, and other assets, for $7.1 
billion, in an effort to ease the antitrust scrutiny that the Reynolds American merger with Lorillard, Inc. 
may face.  The addition of these brands to Imperial Tobacco’s U.S. operations will more than triple its 
share of the U.S. cigarette market, improve its position in the traditional tobacco products and e-cigarette 
categories, and elevate it to the status of a major U.S. competitor in the tobacco industry.  Pursuant to 
Section XVIII(c) of the MSA, which states that “[n]o Original Participating Manufacturer may sell or 
otherwise transfer or permit the sale or transfer of any of its Cigarette brands, Brand Names, Cigarette 
product formulas or Cigarette businesses … to any person or entity unless such person or entity is an 
Original Participating Manufacturer or prior to the sale or acquisition agrees to assume the obligations of 
an Original Participating Manufacturer with respect to such Cigarette brands, Brand Names, Cigarette 
product formulas or businesses,” the OPM payment obligations under the MSA with respect to the 
cigarette brands, brand names, cigarette product formulas and businesses acquired by Imperial Tobacco 
will be assumed and continued by Imperial Tobacco.  These transactions are subject to various closing 
conditions, including regulatory approval.  The companies expect the closings to take place in the first 
half of 2015, and at substantially the same time.   

Based on the domestic retail market shares discussed above, the remaining share of the U.S. retail 
cigarette market for calendar year 2013 (and for the six-month period ended June 30, 2014) 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, which markets 
deep discount brands.  Liggett, Vector Tobacco and CBI are SPMs under the MSA.   

In its Form 10-K filed with the SEC for calendar year 2013, Vector Group Ltd. reported that its 
subsidiary Liggett’s domestic market share in calendar year 2013 was 3.3%, measured by MSAI shipment 
volume data (compared to 3.5% during 2012 and 3.8% during 2011).  Vector Group Ltd. also reported in 
its Form 10-K filed with the SEC for calendar year 2013 that its subsidiary 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 1.63% of the U.S. cigarette market, and that its subsidiary 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 
calendar year 2013 (and all years since 2004) were in the discount segment (and Liggett’s share of the 
discount segment was 11.6% during 2013, 12.1% during 2012 and 12.8% during 2011, according to 
Vector Group Ltd.’s Form 10-K filed with the SEC for calendar year 2013).  Vector Group Ltd.’s brands 
include Liggett Select, Grand Prix, Eve, Pyramid, Eagle 20’s (relaunched as a deep discount brand in 
January 2013) and USA.  Vector Group Ltd.’s subsidiary Vector Tobacco is focused on developing 
reduced risk cigarette products.   

Imperial Tobacco is listed on the London Stock Exchange and does not file quarterly or annual 
reports with the SEC.  In its annual report for the fiscal year ended September 30, 2013, Imperial Tobacco 
did not disclose its market share of the U.S. cigarette market, but indicated in such annual report that the 
U.S. market posed challenges, and had 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.  The brands of Imperial Tobacco’s 
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subsidiary CBI include USA Gold, Sonoma and Fortuna.  As noted above, following the Reynolds 
American and Lorillard, Inc. merger, and the related divestiture of assets, Imperial Tobacco would gain 
the Kool, Salem, Winston and Maverick cigarette brands and the blu eCigs electronic cigarette brand.   

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 shares presented below are derived from the publicly available documents of the 
OPMs and, as a result of varying methodologies used by the OPMs to calculate market share, may not be 
comparable and may be inaccurate when combined as presented. 

Manufacturers’ Domestic Market Share of Cigarettes* 

 Calendar Year 
Manufacturer 2009 2010 2011 2012 2013 
Philip Morris 49.9% 49.8% 49.0% 49.8% 50.6% 
Reynolds Tobacco 28.3 28.1 27.6 26.5 26.0 
Lorillard** 11.8 12.9 14.1 14.4 14.9 
Other*** 10.0 9.2 9.3 9.3 8.5 
__________________ 
* Aggregate market share as reported above is different from that utilized in the Revenue Projection Assumptions. 

** Lorillard utilizes MSAI market share data in its SEC reports.  MSAI divides the cigarette market into two price 
segments, the premium price segment and the discount or reduced price segment.  MSAI’s information relating to unit 
sales volume and market share of certain of the smaller, primarily deep discount, cigarette manufacturers is based on 
estimates derived by MSAI.  Lorillard management has indicated that it believes that volume and market share 
information for the deep discount manufacturers may be understated (and, correspondingly, volume and market share 
information for the larger manufacturers may be overstated). 

*** The market share, other than the OPMs, has been determined by subtracting the total market share percentages of the 
OPMs as reported in their publicly available documents from 100%.  Results may not be accurate and may not total 
100% due to rounding and the differing sources and methodologies utilized to calculate market share. 

Cigarette Shipment Trends 

The following table sets forth the industry’s approximate cigarette shipments in the U.S. for the 
seven years ended December 31, 2013.  The MSA payments are calculated in part on shipments by the 
OPMs in or to the U.S. rather than consumption. 

Years Ended 
December 31 

Shipments 
(Billions of Cigarettes)*

Percent Change 
From Prior Year 

2013 273.3 (4.6)% 
2012 286.5 (2.3) 
2011 293.1 (3.5) 
2010 303.7 (3.8) 
2009 315.7 (8.6) 
2008 345.3 (3.3) 
2007 357.2 (5.0) 

________________ 

* As reported in SEC filings of Reynolds Tobacco, based on MSAI data. 
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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 Payments under the MSA. 

According to data from NAAG, overall shipments dropped approximately 4.86% to 276.209 
billion cigarettes in sales year 2013 from 290.307 billion cigarettes in sales year 2012 measuring roll-
your-own tobacco sales at 0.0325 ounces per cigarette conversion rate (or approximately 4.8% to 275.021 
billion cigarettes in sales year 2013 from 288.874 billion cigarettes in sales year 2012 measuring roll-
your-own tobacco sales at 0.09 ounces per cigarette conversion rate).  According to NAAG data, domestic 
U.S. cigarette shipments over the past 10 sales years1 was approximately as follows: 

Sales Year 

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

conversion) 

% Change From 
Prior Year (with 
0.0325 oz. RYO 

conversion) 

No. of Cigarettes  
(in billions) (with 

0.09 oz. RYO 
conversion) 

% Change From 
Prior Year (with 

0.09 oz. RYO 
conversion) 

2013 276.209 (4.86)% 275.021 (4.80)% 
2012 290.307 (1.97) 288.874 (1.89) 
2011 296.129 (2.77) 294.454 (2.65) 
2010 304.551 (6.36) 302.461 (5.83) 
2009 325.226 (9.09) 321.180 (8.42) 
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 

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 4.67% to 273.785 billion cigarettes in 2013 from 287.187 
billion cigarettes in 2012.  According to the TTB, the quantity of cigarettes shipped domestically for the 
past 10 calendar years was approximately as follows: 

Calendar 
Year 

No. of 
Cigarettes 
(in billions) 

Percent Change 
From Prior Year2

2013 273.785 (4.67)% 
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) 

                                                      
1  Excluding 2014, for which NAAG has not released data. 
2  Percentage change calculated after rounding of shipment volume. 
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According to data from MSAI, the overall quantity of cigarettes shipped domestically (not 
including a conversion for roll-your-own tobacco) dropped approximately 4.1% to 206.5 billion cigarettes 
in the nine months ended September 30, 2013 from 215.3 billion cigarettes in the nine months ended 
September 30, 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.  However, certain stores have ceased the 
sale of tobacco products.  In February 2014, the national pharmacy chain CVS announced that it will stop 
selling all cigarettes and other tobacco products in all its stores by October 2014, citing that such sales 
were inconsistent with its mission.  A group of U.S. Attorneys General have pressured large retail stores 
with pharmacies to take similar action, and in April 2014 several members of Congress called on these 
retailers to stop selling cigarettes and other items containing tobacco.  The retail chain store Target had 
stopped selling tobacco products in 1996.  Costco has also reportedly gradually removed tobacco products 
from approximately half of its U.S. locations.  In addition, in March 2014, the U.S. Navy reported that it 
was considering banning tobacco sales on all naval bases, but in May 2014 Congressional lawmakers 
approved a measure that would protect tobacco sales on military bases and ships.  Cigarette manufacturers 
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 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.  Such products are not considered 
“cigarettes” under the MSA.  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 
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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 tobacco product that contains tobacco-
derived nicotine, and on June 11, 2013, Altria announced that it intended to expand distribution of its 
Verve discs from 60 stores to about 1,200 stores throughout Virginia in the second half of 2013.  
Furthermore, Altria has reported in its Form 10-K filed with the SEC for calendar year 2013 that in 
December 2013 it entered into an agreement with Philip Morris International Inc. providing for an 
exclusive license to Altria subsidiaries to sell two of Philip Morris International Inc.’s heated tobacco 
product technologies in the United States.  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. 

On June 10, 2014, Swedish Match submitted an application to the FDA to approve its snus 
products as “modified risk.”  Swedish Match is proposing to say that the product is addictive but is 
“substantially less risky than smoking.”  It also wants permission to remove one of the required health 
warnings from its packages.  The FDA has one year to evaluate the application. 

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 
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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-K filed with the 
SEC for calendar year 2013, U.S. moist snuff retail volumes grew approximately 5% in each of 2013, 
2012 and 2011, and grew approximately 3% in the first nine months of 2014 (compared with the same 
period in 2013), according to Reynolds American’s Form 10-Q for the nine-month period ended 
September 30, 2014.  Reynolds American further reported in such Form 10-Q 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 six-month period ended June 30, 
2014, smokeless tobacco products accounted for approximately 7.47% of Altria’s tobacco product net 
revenues for the six months ended June 30, 2014, compared with approximately 7.17% for the six months 
ended June 30, 2013.  A report by the CDC found that smokeless tobacco use among U.S. workers has 
remained relatively steady since 2005, with 2.7% of U.S. workers using smokeless tobacco products in 
2005 and 3.0% of U.S. workers using smokeless tobacco products in 2010, while cigarette use has 
declined since 2005.  

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 
with thousands of available flavors.  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.  In addition, 
three U.S. states have banned the use of e-cigarettes in enclosed spaces.   

The parent companies of all three OPMs have launched e-cigarette brands.  Lorillard’s parent 
company 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 provided Lorillard, Inc. with the blu eCigs brand and an e-
cigarette product line.  (Lorillard also acquired the electronic cigarette business SKYCIG in October 
2013, but distribution of SKYCIG e-cigarettes is currently limited to the United Kingdom.)  Lorillard, 
Inc. reported in its Form 10-K filed with the SEC for calendar year 2013 that it sells the blu eCigs 
electronic cigarettes to distributors as well as directly to consumers over the internet, and reported in its 
Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014 that the method of 
distribution for many competing e-cigarette brands is predominately over the internet, with only a small 
number of competitors currently having a significant presence at retail.  Lorillard, Inc. reported in its 
Form 10-Q filed with the SEC for the three-month period ended March 31, 2014 that its blu eCigs brand 
was carried in approximately 149,000 retail outlets as of March 31, 2014.  The blu eCigs brand makes up 
approximately 30% of the U.S. market in e-cigarettes, according to Lorillard, Inc.’s Form 10-Q filed with 
the SEC for the nine-month period ended September 30, 2014.  As discussed above under “—Industry 
Overview”, it is expected that Imperial Tobacco will purchase the blu eCigs brand in the first half of 
2015.  Reynolds American reported in October 2012 that it introduced an electronic cigarette, VUSE, in 
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limited distribution.  Reynolds American launched a revamped version of VUSE in Colorado retail outlets 
in July 2013 and expanded distribution into Utah in the first quarter of 2014.  According to Reynolds 
American in its Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014, the 
initial phase of the national expansion of VUSE began in June 2014, the next wave of distribution is 
scheduled for the third quarter of 2014, and expansion is expected to continue in phases through March 
2015, when VUSE will be available in most retail outlets.  Reynolds American has stated that it intends to 
remain focused on VUSE’s growth and expansion nationwide, and that it is targeting existing smokers 
with VUSE and expects some smokers to give up traditional cigarettes in favor of VUSE.  Altria’s 
subsidiary Nu Mark LLC introduced an electronic cigarette under the “MarkTen” brand into a lead 
market in Indiana in August 2013 and expanded distribution of MarkTen electronic cigarettes in Arizona 
in December 2013.  Altria reported in its Form 10-Q filed with the SEC for the six-month period ended 
June 30, 2014 that Nu Mark began the national expansion of MarkTen products in June 2014.  MarkTen 
is an e-cigarette that can be reused with a separate battery recharging kit and additional cartridges in both 
tobacco and menthol flavors.  Altria has 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.  On 
April 1, 2014 Altria, through its Nu Mark subsidiary, acquired the e-vapor business of Green Smoke, Inc., 
an e-cigarette maker that sells both disposable and reusable products.  In addition, Vector Group Ltd. 
reported in its Form 10-K filed with the SEC for calendar year 2013 that its subsidiary Zoom E-Cigs LLC 
recently entered the domestic electronic cigarette market in limited retail distribution outlets and that it 
intends to expand distribution of the Zoom brand in 2014.   

On April 24, 2014, the FDA released proposed rules that would extend its regulatory authority to 
electronic cigarettes and certain other tobacco products under the FSPTCA.  The proposed rules would 
require that electronic cigarette manufacturers (i) register with the FDA and report electronic cigarette 
product and ingredient listings; (ii) market new electronic cigarette products only after FDA review; (iii) 
only make direct and implied claims of reduced risk if the FDA confirms that scientific evidence supports 
the claim and that marketing the electronic cigarette product will benefit public health as a whole; (iv) not 
distribute free samples; (v) implement minimum age and identification restrictions to prevent sales to 
individuals under age 18; (vi) include a health warning; and (vii) not sell electronic cigarettes in vending 
machines, unless in a facility that never admits youth.  Notably, the proposed rules do not restrict flavored 
products, online sales or advertising.  It has been reported that the White House’s Office of Management 
and Budget, which analyzes the potential economic consequences of proposed regulations, modified 
language in the proposed rules that would have permitted the FDA to prevent online sales of e-cigarettes, 
and deleted or modified language regarding FDA concerns about the safety of e-cigarettes, including 
manufacturing quality.  The proposed regulation is subject to a 75-day public comment period, which was 
extended an additional 30 days and closed on August 8, 2014, following which the FDA will finalize the 
proposed regulation.  It is not known how long this regulatory process to finalize and implement the rules 
may take.  No assurance can be given that any regulation of e-cigarettes by the FDA will stop the trend of 
increased sales of e-cigarettes. 

Because electronic cigarettes are not tobacco products, they are not subject to the advertising 
restrictions to which tobacco products are subject, and the FDA did not include advertising restrictions in 
its proposed regulations, as noted above.  The NJOY, Vapor, Logic and blu eCigs electronic cigarette 
brands have recently been marketing and advertising extensively across the U.S.  Lorillard, Inc. reported 
in its Form 10-K filed with the SEC for calendar year 2013 that the predominant forms of advertising and 
promotion in the electronic cigarette industry are television, print advertising, sampling events and web 
based advertising.   

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 will be more than $2 billion in 2014.  Altria 
has reported in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2014 that Nu 
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Mark estimates that total consumer expenditures for e-vapor products were approximately $1 billion in 
the United States in 2013 and believes that expenditures on these products continue to grow in 2014.  The 
CDC in February 2013 reported results of a survey that indicated that in 2011 6.2% of the adult 
population, and 21% of smokers, had tried e-cigarettes at some time, which results were approximately 
double the estimates in 2010.  A report released by the CDC and the FDA in September 2013 showed a 
doubling, to 10%, of the number of high school students who have tried e-cigarettes.  In addition, it has 
been reported that increases in taxes on traditional cigarettes have caused an increase in the sale of e-
cigarettes.  Certain reports have predicted that sales of e-cigarettes could outpace traditional cigarettes 
before 2050.  It has also been reported that e-cigarettes will capture more than half the smoking market 
within a decade.  Growth in the electronic cigarette market may have an adverse effect on the tobacco-
cigarette market. 

The fastest growth in e-cigarettes comes from devices called “vaporizers”, which are larger, 
customizable devices.  They have larger batteries and cartridges, hold more liquid, produce larger vapor 
clouds and last longer.  They allow users to mix and match hardware and refill cartridges with liquid 
bought in bulk, so that they are cheaper than e-cigarettes.  None of the OPMs have launched their own 
vaporizer product.  It has been estimated that sales of vaporizers are growing twice as fast as traditional e-
cigarettes.  Vaporizers (as well as e-cigarettes) come in a wide variety of flavors. 

Electronic cigarettes are generally not subject to federal, state or local excise taxes; however, 
according to Reynolds American in its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014, one state (Minnesota) has imposed an excise tax on electronic cigarettes (at the same 
rate it taxes smokeless tobacco products), and a law was signed in North Carolina to tax e-cigarettes at the 
rate of $0.05 per fluid ounce, effective June 1, 2015.  Bills have been introduced in various other states 
that, if approved, would apply a tax to e-cigarettes and would ban the sale of e-cigarettes to minors.  
According to Reynolds American in its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014, as of September 30, 2014 bills remain pending in two states to tax e-cigarettes at a 
similar rate as in the North Carolina law, and 17 states had proposed taxing e-cigarettes on the same basis 
as other tobacco products, with such legislation failing in 16 states and remaining pending in one state.  In 
February 2014, several U.S. Senators introduced a bill that would bar companies from marketing e-
cigarettes to minors and would give the Federal Trade Commission the authority to determine which 
advertisements target children.  Furthermore, three U.S. states (North Dakota, New Jersey and Utah) and 
188 municipalities have banned the use of e-cigarettes in smoke-free venues, according to the American 
Nonsmokers’ Rights Foundation (“ANRF”) as of July 3, 2014.  On December 19, 2013, the New York 
City Council approved legislation that prohibits the use of electronic cigarettes in indoor public places 
and in places of employment (where smoking of traditional cigarettes is already prohibited).  Chicago, 
Los Angeles, San Francisco and Philadelphia passed similar legislation in 2014.  A smokers’ advocacy 
group, NYC Citizens Lobbying Against Smoker Harassment (NYC C.L.A.S.H.), filed a lawsuit in March 
2014 challenging New York City’s ban.  On June 10, 2014, seven U.S. Senators sent a letter urging the 
Department of Transportation to finalize rules proposed almost three years ago that would ban e-cigarette 
use on domestic flights and those to or from the United States. 

On February 12, 2014, Senator Tom Harkin and Representatives Waxman and Welch sent a letter 
to the Attorneys General of three states urging them to classify electronic cigarettes as cigarettes under the 
MSA in order to prevent e-cigarette companies from targeting youth and getting them addicted to their 
products.  The nature and timing of any future amendments to the MSA, or interpretations under the 
MSA, cannot be predicted. 
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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, 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.  In January 2014 the CDC released further results indicating the quit rates had 
increased to 52.9% for attempts made in the past year.  According to a report issued by the CDC in 
January 2013, the smoking rate for adults in the United States fell in 2012 to 18%. 

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 and 
Hawaii County, Hawaii, which have raised the minimum age from 18 to 21; Suffolk County, New York, 
where the minimum age will rise to 21 in 2015; and Missouri, New York State, the District of Columbia, 
New Jersey, Utah, Vermont and Colorado, which are considering proposals to raise the minimum age to 
21), ban the sale of “flavored” cigarette brands, require the disclosure of ingredients used in the 
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manufacture of tobacco products, impose restrictions on smoking in public and private areas, and restrict 
the sale of tobacco products directly to consumers or other unlicensed recipients, including over the 
Internet.  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.  The Affordable Care Act will allow insurance companies to charge 
smokers up to 50% higher premiums than non-smokers, and several large corporations are now charging 
smokers higher premiums.  More 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 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 Prevent All Cigarette 
Trafficking (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.   
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FSPTCA.  The Family Smoking Prevention and Tobacco Control Act of 2009 (“FSPTCA”) 
(amending the FDA’s Food, Drug and Cosmetics Act), signed by President Obama on June 22, 2009, 
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;  

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

• 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; 



 

111 

• 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; 

• required warning labels for smokeless tobacco products; and 

• authorized the sale and marketing of new tobacco products and rejected applications to 
introduce certain new tobacco products into the market. 

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 percent of these 
panels, and would also appear in each cigarette advertisement and occupy at least 20 percent 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, 
but has announced that it would undertake research to support a new rulemaking on different warning 
labels consistent with the FSPTCA.   

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 the 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 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 
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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 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”.  
On July 23, 2013, the FDA released its Independent Preliminary Scientific Evaluation of the Public 
Health Effects of Menthol Versus Non-menthol Cigarettes (the “Preliminary Evaluation”) and peer 
comments for 60 days of public comment (such public comment period was subsequently extended for an 
additional 60 days to November 22, 2013), and issued an Advance Notice of Proposed Rulemaking 
seeking additional information to help the FDA make informed decisions about menthol in cigarettes.  
The Preliminary Evaluation found that although there is little evidence to suggest menthol cigarettes are 
more toxic than regular cigarettes, the mint flavor of menthol masks the harshness of tobacco, which 
makes it easier to become addicted and harder to quit, and increases smoking initiation among youth.  The 
FDA concluded that menthol cigarettes likely pose a public health risk above that seen with non-menthol 
cigarettes.  During the public comment period, the FDA was to consider all comments, data and research 
submitted to determine what regulatory action, if any, with respect to menthol cigarettes is appropriate, 
including the establishment of product standards.  In the meantime it will conduct and support research on 
the differences between menthol and non-menthol cigarettes as they relate to menthol’s likely impact on 
smoking cessation. 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.  As discussed below under “FSPTCA Litigation”, 
the court in Lorillard, Inc. v. U.S. Food and Drug Administration in July 2014 barred the FDA from 
relying on the TPSAC report on menthol.   

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.  As discussed above under   
“— Industry Overview”, it is expected that Reynolds American will acquire the Newport brand in the first 
half of 2015 as part of its acquisition of Lorillard, Inc.  According to Lorillard, mentholated cigarettes are 
reported to have comprised 31.4% and 31.1% of the U.S. cigarette market for the year ended December 
31, 2013 and 2012, respectively, and 31.7% and 31.3% of the U.S. cigarette market for the nine months 
ended September 30, 2014 and 2013, respectively.  Menthol smoking rates have also increased among 
young adults during the past decade. 

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-
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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.   

Since the FSPTCA’s enactment, the FDA has received thousands of applications for products that 
tobacco companies claimed were “substantially equivalent” to ones already on the market.  Reynolds 
American reported in its Form 10-Q filed with the SEC for the nine-month period ended September 30, 
2014 that in 2013 the FDA, based on the substantial equivalence submissions, authorized the marketing of 
17 tobacco products and denied the marketing of 13 others.  In particular, the FDA announced on June 25, 
2013 that it approved the applications and authorized the sale of two new non-menthol Newport cigarettes 
made by Lorillard (after determining that the cigarettes, while slightly different than previous products, 
would not pose new health issues) and rejected four other new tobacco products, based on new health 
concerns raised by some ingredients and a lack of detail about product design.  It was the first instance of 
a federal agency rejecting an application by a tobacco manufacturer to bring a new tobacco product to the 
market based on the product’s threat to public health.  Four additional tobacco products were rejected by 
the FDA on August 28, 2013 because they were found to be “not substantially equivalent” to the predicate 
products to which they were compared, and in September 2013 four roll-your-own products were 
approved for marketing and sale by the FDA because the products were determined to be “substantially 
equivalent” to the predicate products to which they were compared.  In February 2014, the FDA issued 
orders to prevent the further sale and distribution of four of the “not substantially equivalent” tobacco 
products that were currently on the market, marking the first time the FDA has used its authority to order 
a tobacco manufacturer to stop selling and distributing currently available tobacco products.  Through 
June 2014, the FDA has issued 71 “substantially equivalent” orders, 17 “not substantially equivalent” 
orders, 16 “refusal to accept” letters with respect to substantial equivalence, and 36 refusal to accept 
letters for exemption requests.  In addition, 224 reports regarding tobacco products were withdrawn by 
manufacturers. 

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. 

On April 24, 2014, the FDA released proposed rules that would extend its regulatory authority to 
electronic cigarettes and certain other tobacco products under the FSPTCA.  See “ — E-Cigarettes” 
above. 

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

• require manufacturers to test ingredients and constituents identified by the FDA and 
disclose this information to the public; 

• prohibit use of tobacco containing a pesticide chemical residue at a level greater than 
allowed under Federal law; 

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

• authorize the FDA to place more severe restrictions on the advertising, marketing and 
sale of tobacco products; 
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• permit inconsistent state regulation of labeling and advertising and eliminate the existing 
federal preemption of such regulation; 

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

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

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

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

In February 2011, Lorillard, along with Reynolds Tobacco, filed a lawsuit in the U.S. District 
Court for the District of Columbia, Lorillard, Inc. v. U.S. Food and Drug Administration, against the 
FDA challenging the composition of the TPSAC because of the FDA’s appointment of certain voting 
members with significant financial conflicts of interest.  Lorillard believes these members are financially 
biased because they regularly testify as expert witnesses against tobacco-product manufacturers, and 
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because they are paid consultants for pharmaceutical companies that develop and market smoking-
cessation products.  The suit similarly challenges the presence of certain conflicted individuals on the 
Constituents Subcommittee of the TPSAC. The complaint sought a judgment (i) declaring that, among 
other things, the appointment of the conflicted individuals to the TPSAC (and its Constituents 
Subcommittee) was arbitrary, capricious, an abuse of discretion, and otherwise not in compliance with the 
law because it prevented the TPSAC from preparing a report that was unbiased and untainted by conflicts 
of interest, and (ii) enjoining the FDA from, among other things, relying on the TPSAC’s report.  The 
FDA filed a motion to dismiss this action, and on August 1, 2012, the court denied the FDA’s motion to 
dismiss.  The FDA filed its answer to the second amended complaint on October 12, 2012, and the case 
proceeded before the U.S. District Court for the District of Columbia.  On June 21, 2013, the FDA filed a 
motion for summary judgment, and on July 19, 2013 Lorillard and Reynolds Tobacco filed a motion for 
summary judgment.  On July 21, 2014, the district court granted plaintiffs’ summary judgment motion, in 
part, and denied defendants’ summary judgment motion, finding that three of the panel’s members had 
conflicts of interest that biased them against the tobacco industry and that “the FDA’s appointment of 
those members was arbitrary and capricious, in violation of the APA, and fatally tainted the composition 
of the TPSAC and its work product, including the Menthol Report.”  The court ordered the FDA to 
reconstitute the TPSAC so that it complies with the applicable ethics laws and barred the FDA from 
relying on the TPSAC 2011 report on menthol, which the court found to be, “at a minimum suspect, and 
at worst untrustworthy.”  The FDA appealed the district court’s decision to the U.S. Court of Appeals for 
the District of Columbia in September 2014. 

On August 16, 2011, five tobacco companies (including OPMs Reynolds Tobacco and Lorillard 
as well as SPMs 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 the FDA issues regulations “that are 
permissible under the United States 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 
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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 United States 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 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 announced its plans for an integrated anti-smoking campaign that 
targets teenagers, with a combined budget of up to $600 million over five years.  As part of this 
campaign, the FDA announced in February 2014 that advertisements would run for at least one year 
under the $115 million “Real Cost” campaign that targets young people aged 12-17 years and shows the 
costs and health consequences associated with tobacco use.  According to the FDA, future campaigns will 
target young adults aged 18-24 years and people who influence teens, including parents, family members 
and peers.  Other audiences of special interest that are planned to be targeted in future campaigns include 
minorities, gays, people with disabilities, the military, pregnant women, people living in rural areas, and 
low-income people.   

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 was 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’s fiscal year 2014 budget submission included approximately $212 
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million for tobacco prevention and control, representing an increase of approximately $13.8 million from 
the prior fiscal year. The CDC reported that it plans to use this increase in resources to expand the 
national mass-media campaign to raise awareness of the health effects of tobacco use and prompt smokers 
to quit, as well as increase tobacco cessation quitline capacity to respond to those smokers who wish to 
quit.  In January 2014 the CDC announced the launch of another graphic anti-smoking campaign, 
showing in stark terms the negative health effects of smoking, which began in July 2014.   

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 for allegations by plaintiffs in pending or future 
litigation, or could encourage additional litigation against cigarette manufacturers. 

It has been reported that the U.S. Defense Department is reviewing its tobacco policies.  The 
review is expected to finish within the next few months, with officials hoping to make proposals to the 
U.S. Defense Secretary sometime in the fall of 2014.  A March 14, 2014 Defense Department memo 
encourages the services to eliminate tobacco sales and tobacco use on military bases, although it does not 
order specific actions.  Defense Secretary Hagel has stated his support for a forcewide review of tobacco 
use and sales on military installations.  The U.S. Navy is also reportedly pushing towards eliminating 
tobacco sales on all of its ships and bases, as well as Marine Corps facilities, but in May 2014 
Congressional lawmakers approved a measure that would protect tobacco sales on military bases and 
ships.  In July 2014, the Senate Appropriations defense subcommittee approved a defense spending bill 
that would eliminate the 25% discount that members of the armed services enjoy when buying tobacco 
products at commissaries and elsewhere. 

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 through 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, 
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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.   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 
in its Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014, 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.  
According to Reynolds American in its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014, as of September 30, 2014 25 states also had passed legislation classifying retailers 
operating roll-your-own machines as 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.  President Obama’s 2015 federal budget proposal, released in early March 2014, 
includes a proposed increase in the federal excise tax on a pack of cigarettes to $1.95 per pack (and 
proposed proportionate increases in all other tobacco product tax rates).   

All of the states, the District of Columbia, Puerto Rico, Guam and the Northern Mariana Islands 
currently impose cigarette taxes, which in 2013 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.  
Altria has reported that during 2013, Massachusetts, Minnesota, Oregon and Puerto Rico had enacted 
legislation to increase their cigarette taxes.  Specifically, Minnesota increased its cigarette excise tax in 
July 2013 by $1.60 per pack, and Massachusetts raised its excise tax by $1.00 per pack, effective July 31, 
2013, bringing its tax to $3.51 per pack, the second highest in the country after New York.  New 
Hampshire’s cigarette tax also increased by $0.10 on August 1, 2013 due to legislation enacted in 2011.  
Altria reported in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2014 that as 
of July 18, 2014, Vermont is the only state to have enacted a cigarette excise tax increase in 2014.  The 
legislatures in Florida, Maryland and Rhode Island are also considering cigarette excise tax increases.  In 
addition, according to the IHS Global Report, Ohio’s Governor proposed a cigarette excise tax increase in 
March 2014 as part of a budget plan.  Lorillard, Inc. reported in its Form 10-Q filed with the SEC for the 
nine-month period ended September 30, 2014 that during 2013, combined state and local excise taxes 
ranged from $0.17 to $5.85 per pack.  According to Reynolds American in its Form 10-Q filed with the 
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SEC for the nine-month period ended September 30, 2014, as of June 30, 2014 the weighted average state 
cigarette excise tax per pack, calculated on a 12-month rolling average basis, was approximately $1.29, 
compared with the 12-month rolling average of $1.30 as of December 31, 2013.  Philip Morris reported 
that between the end of 1998 (the year in which the MSA was executed) and July 18, 2014, the weighted-
average state and certain local cigarette excise taxes increased from $0.36 to $1.48 per pack.  It is 
expected that states will continue to raise excise taxes on cigarettes in 2014 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, is considering such a tax during its 2014 
legislative session, but no decision has yet been reached, according to Reynolds American in its Form 10-
Q filed with the SEC for the nine-month period ended September 30, 2014.  In May 2013, Minnesota 
approved an increase in its excise tax on smokeless tobacco, which took effect on January 1, 2014, and 
according to Reynolds American in its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014, during the second quarter of 2014, one other state increased its smokeless tobacco 
tax effective July 1, 2014.   

In 2004, Michigan imposed an equity assessment on NPMs selling cigarettes in that 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.  In addition, in June 2013, Texas (a Previously Settled State) enacted 
legislation to apply cigarette taxes ($0.55 per pack) for future health costs to tobacco manufacturers that 
did not join the Texas’ State Settlement Agreement.  The tax took effect on September 1, 2013.  In 
November 2013, a district court judge in Texas Small Tobacco Coalition. v. Combs (Tex. Dist. Ct., Travis 
Cnty.) ruled that the tax violated the Equal and Uniform Taxation clause of the Texas Constitution.  The 
Texas Comptroller of Public Accounts appealed this decision on November 13, 2013, and on August 15, 
2014 the Texas Court of Appeals affirmed the district court judge’s decision, holding that the tax violates 
the Texas Constitution.  Reynolds American has reported in its Form 10-Q filed with the SEC for the 
nine-month period ended September 30, 2014 that a total of six states require NPMs to pay a fee on each 
pack of cigarettes sold in their state.  See “RISK FACTORS — Potential Payment Decreases Under the 
Terms of the MSA.” 

At least one state, Minnesota (a Previously-Settled State), currently imposes a 75-cent “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’s petition for writ of certiorari. 

Furthermore, in November 2013, New York City passed an ordinance that set a minimum price of 
$10.50 for every pack of cigarettes sold in the City and prohibited the use of coupons or other 
promotional discounts to lower that price.  On February 16, 2014, tobacco companies and trade groups 
representing cigarette retailers filed a motion for preliminary injunction in federal court to block that 
portion of the ordinance that prohibited the use of coupons and other promotional discounts (National 
Association of Tobacco Outlets Inc. et al. v. City of New York et al.), but in June 2014 the court upheld 
that portion of the ordinance. 

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 
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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 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 October 1, 2014, 
40 states and territories have laws that require either 100% smoke-free non-hospitality workplaces or 
restaurants or bars (and 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).  Also according to ANRF, as of October 1, 2014, 26 states and territories have laws that 
require 100% smoke-free non-hospitality workplaces and restaurants and bars:  Arizona, Delaware, 
Hawaii, Illinois, Iowa, Kansas, Maine, Maryland, Massachusetts, Michigan, Minnesota, Montana, 
Nebraska, New Jersey, New York, North Dakota, Ohio, Oregon, Puerto Rico, Rhode Island, South 
Dakota, the U.S. Virgin Islands, Utah, Vermont, Washington and Wisconsin.  Restrictions in many 
jurisdictions also include a ban on outdoor smoking within a specified number of feet of the entrances of 
restaurants and other public places.  ANRF also tracks clean indoor air ordinances by local governments 
throughout the U.S.  As of October 1, 2014, there were 1,159 municipalities with local laws that require 
100% smoke-free non-hospitality workplaces or restaurants or bars, of which 673 municipalities have 
local laws that require 100% smoke-free non-hospitality workplaces and restaurants and 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 October 1, 2014: 

• Puerto Rico prohibits smoking on beaches, Maine prohibits smoking on beaches in its state 
parks, and 214 municipalities specified that all city beaches and/or specifically named city 
beaches are smoke-free (in addition, on January 1, 2014 a smoking ban went into effect on 
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beaches in Oahu, Hawaii, and state lawmakers have introduced a bill to expand the ban to 
every island of Hawaii);  

• Iowa, New York, Wisconsin, Guam and the U.S. Virgin Islands prohibit smoking in outdoor 
public transit waiting areas, and there are 362 municipalities with smoke-free outdoor public 
transit waiting area laws; 

• Hawaii, Maine, Michigan, Washington and Puerto Rico laws prohibit smoking in outdoor 
dining and bar patios, Iowa prohibits smoking in outdoor dining areas, and 312 municipalities 
have enacted laws for 100% smoke-free outdoor dining, while 165 municipalities have 
enacted laws for 100% smoke-free outdoor dining and bar patios; and 

• Oklahoma prohibits smoking on state lands, Puerto Rico prohibits smoking in all parks, and 
990 municipalities specified that all city parks and/or specifically named city parks are 
smoke-free.  On October 8, 2013 in NYC C.L.A.S.H. Inc. v. New York State Office of Parks, 
Recreation & Historic Preservation et al (N.Y. Sup. Ct., Albany County) the New York 
Supreme Court for Albany County invalidated a New York regulation that banned smoking in 
certain outdoor areas and in State parks. 

Smoking bans have also been enacted for smaller governmental and private entities.  According 
to the ANRF, as of October 1, 2014, there are at least 1,477 100% smoke-free university and college 
campuses with no exemptions, including dormitory housing, and of these, 975 have a 100% tobacco-free 
policy and 291 prohibit the use of e-cigarettes anywhere on campus.  The University of California 
implemented its system-wide smoke-free and tobacco-free policy effective January 1, 2014.  ANRF 
further reports, as of October 1, 2014, that complete smoking bans, indoor and outdoor, have been 
implemented on the campuses of four national hospitals, clinics, insurers and health service companies 
and at least 3,787 local and/or state hospitals, healthcare systems and clinics; that in July 2013 New York 
State enacted a law requiring 100% smokefree grounds of general hospitals; and that 29 municipalities 
have enacted laws specifically requiring 100% smokefree hospital grounds.  In addition, ANRF reports as 
of October 1, 2014 that all federal correctional facilities are completely smoke-free (indoor and outdoor), 
as well as those in 21 states and in Puerto Rico, and that 12 other states ban smoking indoors in 
correctional facilities but allow smoking in outdoor areas.  ANRF reports that as of October 1, 2014, five 
states and 112 municipalities have laws requiring that all hotel and motel rooms be 100% smoke-free.  
Finally, ANRF reports as of October 1, 2014 that 15 municipalities restrict or prohibit smoking in private 
units of market-rate multi-unit housing and 236 municipalities restrict or prohibit smoking in private units 
of public/affordable multi-unit housing.   

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.”  On January 17, 2014, the Surgeon General issued an additional report that 
contends that smoking is linked to a higher number of deaths to Americans than previous estimates, that 
filtered cigarettes may increase the risk of certain diseases, and that cigarettes are a causal factor in certain 
conditions and diseases that had not previously been linked to cigarette smoking.  These reports are 
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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.  According to the IHS Global Consumption Report, New York City’s first non-
smoking apartment building opened in 2009, and many landlords and condominium associations in 
California and New York City have also established smoke-free apartment policies, including Related 
Companies, which manages 40,000 rental units and announced in June 2013 a ban on smoking in all its 
apartments across the country. 

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 in February 2005.  According to Altria’s Form 10-Q filed with the SEC for the six-month 
period ended June 30, 2014, 178 countries, as well as the European Community, have become party to the 
FCTC.  In November 2012, parties to the FCTC adopted the Protocol to Eliminate Illicit Trade in 
Tobacco Products, which was open for signature between January 2013 and January 2014.  While the 
United States is a signatory of the FCTC, it is not currently a party to the agreement, as the agreement has 
not been submitted to, or ratified by, the United States Senate. 

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 2014 Senior Bonds payable from tobacco settlement 
payments made under the MSA.  Lorillard, Inc. reported in its Form 10-Q filed with the SEC for the nine-
month period ended September 30, 2014 that, as of October 20, 2014, 7,381 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 4,400 Engle Progeny plaintiffs).   

Altria, Philip Morris’s parent company, reported in its Form 10-Q filed with the SEC for the six-
month period ended June 30, 2014 that after exhausting all appeals in cases resulting in adverse verdicts 
associated with tobacco-related litigation, since October 2004 Philip Morris has paid in the aggregate 
judgments (and related costs and fees) totaling approximately $263 million and interest totaling 
approximately $143 million as of July 18, 2014.  Reynolds American reported in its Form 10-Q filed with 
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the SEC for the nine-month period ended September 30, 2014 that Reynolds Tobacco as of September 30, 
2014 had paid approximately $206 million since January 1, 2012 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 Individual Personal Injury Cases 
Flight Attendant Cases 

Class Action Cases 
Reimbursement Cases 

Tobacco-Related Antitrust Cases 
 

Conventional Product Liability 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.  “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. 

West Virginia Individual Personal Injury 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’ claims alleging injury 
from smoking cigarettes have been consolidated for trial.  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. 
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Flight Attendant Cases.  “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.  “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.  “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.   

Tobacco-Related Antitrust Cases.  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, Inc.’s Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014, since January 1, 2010 verdicts have been returned in eleven 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.  In December 2011 the court entered a final 
judgment that awarded compensatory damages of $25 million to the deceased smoker and $10 million to 
the deceased smoker’s son, $81 million of punitive damages (the court did not reduce the punitive 
damages verdict), approximately $2.6 million of attorneys’ fees and costs, and interest on the damages 
awards at the rate of 12% per year from the date the case was filed in 2004.  On June 11, 2013, the 
Massachusetts Supreme Judicial Court affirmed the $35 million compensatory damages award but 
remanded the case to the trial court for a new trial on the issue of punitive damages, finding that the jury 
had been inadequately instructed regarding the application of various theories of negligence.  Lorillard 
filed a petition for rehearing, which was denied on July 26, 2013.  In September 2013, the plaintiff filed a 
motion seeking immediate entry of judgment on the compensatory damages award. At a status conference 
on September 17, 2013, the trial judge rejected the defendant’s proposed procedures for retrial of 
plaintiff’s claims. Consequently, Lorillard Tobacco incurred a charge of $79 million, including $35 
million for compensatory damages plus statutory interest of 12% per year since June 28, 2004. The 
amount was paid in October 2013, and the case has been dismissed in its entirety and is now concluded. 

According to Lorillard, juries found in favor of the plaintiffs in five of the other ten Conventional 
Product Liability Case trial verdicts rendered since January 1, 2010.  The verdict in one case was affirmed 
on appeal in July 2013 and judgment has been satisfied; the second case’s appeal remains pending; the 
third case concluded with an agreement between the parties; and an appeal is pending in the fourth case.  
In the fifth 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 
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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, and 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 in September 2012 Philip Morris filed a notice of appeal from the 
trial court’s judgment with the Oregon Court of Appeals.  On January 27, 2014, the plaintiff filed a 
motion to certify the appeal to the Oregon Supreme Court, which the Oregon Court of Appeals denied in 
March 2014.  Oral argument at the Oregon Court of Appeals is scheduled for September 9, 2014, 
according to Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 2014. 

Juries found in favor of the defendants in the five other Conventional Product Liability Cases, 
according to Lorillard.  Three of these five cases have concluded.  Plaintiffs in two of the cases did not 
pursue appeals, and the plaintiff in the third case noticed an appeal, and in February 2013 the appellate 
Court affirmed the verdict and the plaintiff did not seek any further review.  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 denied the petition on April 30, 
2013, and the plaintiff’s appeal of the order denying the motion for a new trial remains pending.  Oral 
argument of plaintiff’s appeal is scheduled for September 9, 2014, according to Altria’s Form 10-Q filed 
with the SEC for the six-month period ended June 30, 2014.  The plaintiff in the fifth case has filed a 
motion for a new trial, which was denied in August 2013; this case is currently on appeal.   

According to Lorillard, in rulings addressing cases tried in earlier years, some appellate courts 
have reversed verdicts returned in favor of the plaintiffs in whole or in part, 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 fifteen individual cases since 2001. Punitive 
damages were paid to the smokers in six of these cases.   

Lorillard, Inc. reported in its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014 that on July 30, 2014 a jury verdict was returned against Lorillard in Major v. R.J. 
Reynolds Tobacco Co. (Cal. Sup. Ct.).  Lorillard was found liable for $3,918,350 in compensatory 
damages.  Lorillard has filed a motion for a new trial which, as of October 20, 2014, has not been ruled 
on.  As of October 20, 2014 there were no cases against Lorillard scheduled for trial.  Some cases are 
scheduled for trial in 2015.  Trial dates are subject to change. 

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.  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. 
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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 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.  On August 1, 2013, Judge William G. Young of the District of 
Massachusetts took over responsibility for the Engle Progeny Cases in the Middle District of Florida, 
Jacksonville Division.  Judge Young issued an order that day that called for three groups of cases to be 
prepared for trial on the following schedule: approximately 50 cases to be made trial ready by January 2, 
2014, approximately 107 cases to be made trial ready by May 2014, and approximately 120 cases to be 
made trial ready by September 2, 2014.  On January 17, 2014, Judge Young issued an order calling for an 
additional three groups of cases to be prepared for trial on the following schedule:  approximately 200 
cases to be made trial ready by January 2, 2015, approximately 150 cases to be made trial ready by April 
1, 2015 and approximately 150 cases to be made trial ready by July 1, 2015.  On April 15, 2014, the 
Court granted a motion to withdraw filed by counsel for plaintiffs in 49 of the cases that are to be made 
trial ready pursuant to the Court’s January 17, 2014 order.  The plaintiffs in these 49 cases have six 
months to come forward in order to avoid dismissal.  On June 23, 2014 Judge Young issued an order 
calling for an additional three groups of cases to be prepared for trial on the following schedule:  
approximately 146 cases to be made trial ready by January 4, 2016, approximately 144 cases to be made 
trial ready by May 1, 2016 and approximately 139 cases to be made trial ready by September 1, 2016.  
Since the issuance of these three orders, according to Lorillard, Inc. in its Form 10-Q filed with the SEC 
for the nine-month period ended September 30, 2014, 305 of the cases to be prepared for trial have been 
dismissed in their entirety.  In September 2014 Judge Young ruled that 91 Engle Progeny Cases, where a 
living plaintiff had timely filed an Engel Progeny Case prior to passing away but the decedent’s personal 
representative did not amend the complaint to indicate the change in status before expiration of Florida’s 
two-year limitations period for wrongful death claims, were not time-barred, and allowed the plaintiffs to 
amend their complaints to add wrongful-death claims or, in the alternative, survivorship claims. 

Lorillard reported in its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014 that since January 2010 and through October 20, 2014, the United States District 
Court for the Middle District of Florida has dismissed a total of approximately 3,567 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 January 2013, the court granted a motion by 
defendants and dismissed approximately 520 cases in which the plaintiffs were deceased at the time their 
personal injury lawsuits were filed. Plaintiffs appealed the dismissals of these 520 cases to the United 
States Court of Appeal for the Eleventh Circuit, and as of July 25, 2014, the appeal remains pending, 
according to Lorillard.  In June 2013, the Court dismissed an additional approximately 440 cases for a 
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variety of reasons.  Plaintiffs have appealed the dismissal of approximately 70 of these cases, in which the 
plaintiffs were deceased at the time their personal injury lawsuits were filed or where the cases were 
barred by the statute of limitations.  The Court granted plaintiffs’ motion to consolidate the appeals from 
the January and June 2013 orders dismissing these groups of federal cases. On September 10, 2014, the 
Eleventh Circuit Court of Appeals affirmed the dismissal in these consolidated appeals.  On July 7, 2014 
plaintiffs filed a notice of appeal to the United States Court of Appeals for the Eleventh Circuit from an 
order dismissing 14 cases for failure to produce signed authorizations and that appeal remains pending as 
of October 20, 2014.  Other courts, including state courts, have entered orders dismissing additional cases. 

Reynolds American reported in its Form 10-Q filed with the SEC for the nine-month period 
ended September 30, 2014 that as of September 30, 2014, 4,069 Engle Progeny cases were pending 
against Reynolds Tobacco or its affiliates or indemnitees, 1,744 of which were pending in federal court 
and 3,121 of which were pending in state court, together including approximately 5,973 plaintiffs.  
Lorillard, Inc. reported in its Form 10-Q filed with the SEC for the nine-month period ended September 
30, 2014 that 3,733 Engle Progeny Cases were pending against Lorillard or Lorillard, Inc. as of July 25, 
2014.  Altria reported in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2014 
that as of July 18, 2014, approximately 3,100 state court Engle Progeny Cases were pending against 
Philip Morris or Altria asserting individual claims by or on behalf of approximately 4,200 state court 
plaintiffs, and approximately 1,000 Engle Progeny Cases were pending against Philip Morris as of such 
date in federal district court asserting individual claims by or on behalf of a similar number of federal 
court plaintiffs.   

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.  The Florida Supreme Court granted review in the Douglas case, in which a verdict 
awarding compensatory damages to the plaintiff was affirmed by an intermediate state Florida appellate 
court, to address the issue of whether a tobacco manufacturer’s due process rights are violated by reliance 
upon the Engle Phase I findings. On March 14, 2013, the Florida Supreme Court ruled that application of 
the Engle Phase I findings to establish certain elements of plaintiffs’ claims is not a violation of the Engle 
defendants’ due process rights. In order to prevail on either strict liability or negligence claims, the Court 
found that an Engle plaintiff must establish (i) membership in the Engle class; (ii) that addiction to 
smoking the Engle defendants’ cigarettes containing nicotine was a legal cause of the injuries the plaintiff 
alleged; and (iii) damages.  On August 12, 2013, defendants filed a petition with the United States 
Supreme Court seeking review of the Florida Supreme Court’s decision. This petition for review was 
denied on October 7, 2013. The due process issue was also on appeal in the United States Court of 
Appeals for the Eleventh Circuit in two cases that had been consolidated for appeal: Duke and Walker. On 
September 6, 2013, the United States Court of Appeals for the Eleventh Circuit affirmed the verdicts in 
these cases, holding that the judgment of the Florida Supreme Court in Douglas should be given full faith 
and credit, and that deference to the decision in Douglas did not violate the due process rights of the 
defendant. The defendant filed a petition for rehearing of the decision in Duke and Walker with the United 
States Court of Appeals for the Eleventh Circuit, and on October 31, 2013 the Eleventh Circuit again 
ruled on this petition that the use of Phase I Engle findings does not violate a tobacco manufacturer’s due 
process rights.  On November 7, 2013, the Court denied the defendant’s petition for rehearing.  On 
November 13, 2013, the defendant filed a second petition, seeking review of the October 31, 2013 
opinion, and on January 6, 2014, the Court denied this petition.  On March 28, 2014, the defendant in 
Duke and Walker filed a petition with the U.S. Supreme Court seeking to answer the question of whether 
the Engle Phase I findings can be applied to establish certain elements of plaintiffs’ claims.  On the same 
date, defendants filed similar petitions in the Brown case (an appeal from a Florida state court trial), as 
well as in eight other state court cases. The defendants requested that these petitions be held pending 
disposition of the Duke, Walker and Brown cases, and resolved in a similar manner.  On June 9, 2014, the 
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U.S. Supreme Court declined to accept review of the Duke and Walker cases, and declined to accept 
review of the Brown case and the eight other state court cases.   

According to Lorillard, various courts, including appellate courts, have issued rulings that have 
addressed the conduct of the cases prior to trial.  One intermediate Florida 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.  In June and July 2013, the 
Florida Supreme Court denied defendants’ petitions for review of the intermediate appellate court’s 
decision in 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 one case affirmed the judgment awarding compensatory damages only; 
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 
February 28, 2014 the Florida Supreme Court announced that it would grant review of this case.  In June 
2013, the Florida Supreme Court reversed an intermediate state appellate court and held that a plaintiff’s 
representative may continue to litigate an existing lawsuit after the original plaintiff has died.  Defendants 
did not seek further review of this decision, according to Lorillard.  In December 2013, the Florida First 
District Court of Appeal affirmed the summary judgments in favor of the defendants regarding three 
plaintiffs who had opted out of the Engle class and subsequently reapplied for admission.  The court held 
that the Florida Supreme Court’s decision in Engle did not provide any basis for the readmission of a 
former class member in the event that they had timely opted out of the class and did not initiate an 
individual action until after the statute of limitations had run.   

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, whether a judgment based on a claim of intentional conduct should be 
reduced by a jury’s findings of comparative fault, whether damages can be awarded jointly and severally, 
and whether plaintiffs’ strict liability and negligence claims are preempted by federal law.  Lorillard 
reports that various intermediate Florida appellate courts and Florida federal courts have issued rulings on 
these issues. 

Lorillard, Inc. reported in its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014 that as of October 20, 2014, verdicts had been returned in 20 Engle Progeny Cases in 
which Lorillard was a defendant and 121 Engle Progeny Cases in which neither Lorillard nor Lorillard, 
Inc. was a defendant at trial.  Juries awarded compensatory damages to the plaintiffs in 15 of the 20 cases 
in which Lorillard was a defendant (and in 4 of these 15 cases, juries also awarded punitive damages), and 
in another case, the court entered an order following trial that awarded plaintiff compensatory damages.  
In one case in which Lorillard is the only defendant, Alexander v. Lorillard Tobacco Co., et al., the jury 
awarded plaintiff $20,000,000 in compensatory damages and $25,000,000 in punitive damages in 
February and March 2012.  The jury apportioned 20% of the fault for the smoker’s injuries to the smoker 
and 80% to Lorillard.  In May 2012, the court granted a motion by Lorillard to lower the amount of 
compensatory damages and reduced the amount awarded to $10,000,000 from Lorillard, entering an 
amended final judgment that applied the jury’s comparative fault determination to the court’s award of 
compensatory damages, awarding the plaintiff $8,000,000 in compensatory damages and $25,000,000 in 
punitive damages, plus the statutory rate of interest.  Lorillard noticed an appeal from the amended final 
judgment to the Florida Third District Court of Appeal. On September 4, 2013, the Florida Third District 
Court of Appeal affirmed the amended final judgment awarding compensatory and punitive damages.  
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Lorillard’s motion for rehearing of this decision was denied in October 2013.  On November 27, 2013, 
Lorillard filed a petition with the Florida Supreme Court seeking review of the intermediate appellate 
court decision and that petition was denied on September 9, 2014.  On September 23, 2014, Lorillard 
Tobacco made a payment of $38,960,916 to resolve the litigation and the case is now concluded. 

Also according to Lorillard, of the 121 Engle Progeny Cases in which neither Lorillard nor 
Lorillard, Inc. was a defendant at trial, juries awarded compensatory damages and punitive damages in 38 
of the trials.  In 37 of those 38 trials, the amount of punitive damages awarded have totaled approximately 
$791.3 million and have ranged from $20,000 to $244 million.  The trial in the other of those cases, 
Robinson, is discussed below.  In 34 other cases of the 121 Engle Progeny Cases in which neither 
Lorillard nor Lorillard, Inc. was a defendant at trial, juries’ awards were limited to compensatory 
damages.  In the 48 remaining trials of the 121 cases, 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, Inc. reported in its 
Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014 that as of October 20, 
2014, one verdict in favor of the defendants and four 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 ten 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’s Form 10-Q filed with the SEC for the six-month period ended June 30, 
2014, as of July 18, 2014, 59 state and federal Engle Progeny Cases involving Philip Morris have resulted 
in verdicts since the Florida Supreme Court’s Engle decision, 29 of which were returned in favor of 
plaintiffs and 30 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 Reynolds Tobacco, 25% to Philip Morris, 18% to Lorillard, 
and 9.5% to Liggett.  The jury awarded a total punitive damages award from the defendants of 
$54,850,000.  In August 2012, the court granted a post-trial motion by the defendants and lowered the 
compensatory damages award to $16,100,000.  The court also ruled that the jury’s finding on the 
plaintiff’s percentage of comparative fault would not be applied to reduce the compensatory damage 
award because the jury found in favor of the plaintiff on her claims alleging intentional conduct.  In 
August 2012, the court entered final judgment against defendants in the amount of $16,100,000 in 
compensatory damages and $54,850,000 in punitive damages, plus the statutory rate of interest, which is 
currently 4.75%.  In September 2012, the defendants filed a notice of appeal to the Florida Fourth District 
Court of Appeal.  The plaintiff filed a notice of cross-appeal, and briefing with the Florida Fourth District 
Court of Appeal is underway and oral argument has not been scheduled, according to Reynolds American 
in its Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014. 

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.  In December 2012, the Fourth District 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. In December 2012, plaintiff filed a motion for rehearing en banc or for 
certification to the Florida Supreme Court, which was denied in January 2013. In February 2013, plaintiff 
and Philip Morris each filed a notice to invoke the discretionary jurisdiction of the Florida Supreme 
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Court. In May 2013, the Florida Supreme Court consolidated the parties’ petitions and ordered Philip 
Morris to show cause as to why the Florida Supreme Court’s decision in Douglas is not controlling in this 
case.  Philip Morris filed its response to the order in June 2013. Upon retrial on the question of damages, 
on October 16, 2013, the new jury awarded approximately $3.7 million in compensatory damages and 
$7.5 million in punitive damages.  On May 16, 2014, Philip Morris filed a notice of appeal to the Fourth 
District Court of Appeal and on May 21, 2014, plaintiff cross-appealed, according to Altria’s Form 10-Q 
filed with the SEC for the six-month period ended June 30, 2014.   

Recently, in yet another Engle Progeny Case, Robinson v. R.J Reynolds, on July 18, 2014 a jury 
in Escambia County, Florida rendered a verdict against Reynolds Tobacco and awarded plaintiff $17 
million in compensatory damages and $23.6 billion in punitive damages for the lung cancer death of 
plaintiff’s spouse who smoked Kool brand cigarettes for more than 20 years from age 13 to his death at 
age 36.  Reynolds Tobacco filed a motion on July 28, 2014 to set aside the jury’s verdict on the grounds 
that it was unconstitutionally disproportionate to plaintiff’s actual damages. It has also been reported that 
on September 11, 2014, a United States District Court for the Middle District of Florida jury returned a 
verdict against Philip Morris and awarded the plaintiff $27.01 million, including $20 million in punitive 
damages, in another Engle Progency case.   

A number of Engle Progeny Cases have been placed on courts’ 2014-2015 trial calendars; 
according to Reynolds American in its Form 10-Q filed with the SEC for the nine-month period ended 
September 30, 2014, there are 65 Engle Progeny Cases against Reynolds Tobacco and/or B&W set for 
trial through September 30, 2015 (but it is not known how many of these cases will actually be tried).  
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, according to Lorillard, Inc. in its Form 
10-Q filed with the SEC for the nine-month period ended September 30, 2014. 

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 cases challenged the constitutionality of the amended statute.  These motions were 
denied, withdrawn or declared moot.  In January 2012, the Florida Supreme Court agreed to review one of 
the orders denying a challenge to the amended statute.  In August 2012, the Florida Supreme Court 
dismissed the appeal as moot because the defendant had satisfied the judgment. 

On October 23, 2013, Vector Group Ltd. announced that it and its subsidiary Liggett reached a 
comprehensive settlement (which is now final) resolving substantially all of the individual Engle Progeny 
Cases pending against them.  Under the settlement, which did not require court approval, approximately 
4,900 (out of approximately 5,300) individual Engle plaintiffs would dismiss their claims against Vector 
Group Ltd. and Liggett.  Vector Group Ltd. recorded a charge of approximately $86 million for the year 
ended December 31, 2013 related to the settlement agreement.  Pursuant to the terms of the agreement, 
Liggett will pay a total of $110 million, with approximately $61.6 million paid collectively in December 
2013 and February 2014, and the balance to be paid in equal annual installments over the following 14 
years.   

Various Engle Progeny Cases in addition to the cases described herein are discussed in detail in 
the SEC filings of the parent companies of Lorillard, Philip Morris and Reynolds Tobacco.  
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West Virginia Cases 

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.  In September 2000, there were approximately 1,250 West Virginia Cases, 
but approximately 645 West Virginia Cases have been dismissed in their entirety.  The claims alleging 
injury from smoking cigarettes were consolidated for a multi-phase trial, the first phase of which began 
April 15, 2013 and concluded May 13, 2013.  The order that consolidated the cases for trial, among other 
things, 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 found against 
plaintiffs on their claims against defendants for design defect, negligent design, failure to warn, 
intentional concealment and breach of express warranty, and the jury found for plaintiffs on their claim 
that all ventilated filter cigarettes manufactured and sold between 1964 and July 1, 1969 were defective 
because of a failure to instruct, but found that the defendants’ conduct was not willful or wanton.  On 
September 16, 2013, the court entered a judgment on the jury’s Phase I verdict and entered a separate 
order denying the parties’ post-trial motions. Plaintiffs filed a motion to alter or amend the judgment on 
September 24, 2013.  On October 7, 2013, the court informed the parties that, on its own authority, it 
would vacate the September 16, 2013 judgment and order.  On October 28, 2013 the court entered a new 
judgment and order, reciting that: (1) ventilated filter cigarettes the defendants manufactured and sold 
between 1964 and July 1, 1969, were found to be defective due to a failure to instruct consumers as to 
their use; (2) all other cigarettes manufactured and sold by defendants were not found to be defective; (3) 
defendants’ conduct did not justify an award of punitive damages; (4) the claims of the individual 
plaintiffs remain to be decided consistent with the Phase I verdict; and (5) there is no just reason for delay 
in permitting any appellate rights of the parties to be perfected as to the verdict rendered and the court’s 
order.  The order also denied the parties’ post-trial motions, entered final judgments against the plaintiffs 
in the approximately 645 West Virginia Cases that were dismissed before trial, and stated that those 
dismissal orders were final and available for the proper application of the appellate process.  On 
November 26, 2013, plaintiffs filed a notice of appeal from the October 28, 2013 judgment and order in 
the Supreme Court of Appeals of West Virginia.  The defendants did not file a separate notice of appeal.   

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, according to Lorillard.  
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 were included in 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 was included in the consolidated trial of the West Virginia Cases.  According to Lorillard, Inc. in its 
Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014, as of October 20, 
2014, the Severed West Virginia Claims and the consolidated West Virginia Cases were not subject to a 
trial plan, and none was scheduled for trial as of October 20, 2014. 

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.  
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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, 
according to Lorillard.  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 second 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.  According to 
Lorillard, Inc.’s Form 10-Q filed with the SEC for the nine-month period ended September 30, 2014, as 
of October 20, 2014, none of the Flight Attendant Cases were scheduled for trial. 

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 discussed 
below 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. 

“Lights” Class Action Cases.  According to Lorillard, Inc. in its Form 10-Q filed with the SEC 
for the nine-month period ended September 30, 2014, there are approximately 17 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 United States Supreme Court decision in Good, and through July 18, 
2014, according to Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 2014, 
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 
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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 four cases (Tang), plaintiffs voluntarily dismissed the 
case without prejudice in July 2012, and another of the cases (Phillips) settled in mid-2014 for $6,000.  
The two other cases (Wyatt and Cabbat) remain pending, according to Altria.   

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 and had dismissed a lawsuit filed against Philip Morris in 2002 by two Marlboro Lights 
smokers.  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, and remanded the case to the trial court for further consideration of 
class certification.  The plaintiffs allege, among other things, that Philip Morris 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.  On July 17, 2013, 
Philip Morris filed a petition for reconsideration with the Oregon Court of Appeals, which was denied on 
August 23, 2013.  On October 25, 2013 Phillip Morris filed its petition for review to the Oregon Supreme 
Court, which the court accepted on January 16, 2014.  Oral argument occurred on June 23, 2014, 
according to Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 2014.   

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 2003.  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 
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.  On April 29, 2014, the Fifth District 
Appellate Court reinstated the $10.1 billion 2003 verdict.  Philip Morris appealed this reinstatement 
decision to the Illinois Supreme Court on May 13, 2014.  The verdict has been stayed pending appeal.   
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In another “Lights” Class Action 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.  On January 
27, 2014, the trial court reversed its prior ruling granting partial summary judgment against plaintiffs’ 
“more dangerous” claim and allowed plaintiffs to pursue that claim.  Altria reported in its Form 10-Q 
filed with the SEC for the six-month period ended June 30, 2014 that the trial court has set alternative 
dates for the re-trial, with one possible date being January 20, 2015 and the other being March 16, 2015. 

In another “Lights” Class Action Case, In Re Tobacco II Cases (Brown v. The American Tobacco 
Company, Inc., et al., Superior Court, San Diego County, California, JCCP 4042), the California Supreme 
Court in 2009 vacated an order that had previously decertified a class and returned In Re Tobacco II to the 
trial court for further activity.  The class in In Re Tobacco II is composed of residents of California who 
smoked at least one of defendants’ cigarettes between June 10, 1993 and April 23, 2001 and who were 
exposed to defendants’ marketing and advertising activities in California. The trial court has permitted 
plaintiffs to assert claims based on the alleged misrepresentation, concealment and fraudulent marketing 
of “light” or “ultra-light” cigarettes.  In May 2012, the court issued rulings that decertified the class on 
false statements concerning additives, nicotine manipulation and conspiracy to mislead concerning health 
risks of smoking. However, the court found that the class action could proceed as to the “light” claims, 
but that only one of the currently named plaintiffs was suitable to represent the class.  In September 2012, 
the court entered an order that dismissed Lorillard, Reynolds Tobacco and all other defendants except 
Philip Morris from this case.  Trial began April 15, 2013.  On June 3, 2013, Philip Morris filed a motion 
to decertify the class.  On September 24, 2013, the court issued a final Statement of Decision, in which 
the court found that Philip Morris violated California law and misrepresented the health benefits of its 
“light” cigarette, but that plaintiffs had not established a basis for relief and were thus not entitled to 
restitution or injunctive relief.  On this basis, the court granted judgment for Philip Morris.  The court also 
denied Philip Morris’s motion to decertify the class.  On October 15, 2013, the court entered final 
judgment in favor of Philip Morris.  On November 8, 2013, plaintiffs moved for a new trial, which the 
court denied on December 12, 2013.  On December 13, 2013, plaintiffs filed a notice of appeal of the 
final judgment, and the appeal remains pending, according to Lorillard, Inc.’s Form 10-Q filed with the 
SEC for the nine-month period ended September 30, 2014. 

In November 2013, an Arkansas trial court approved class certification in a Marlboro Lights 
lawsuit, Miner et al v. Philip Morris Cos. Inc.  Plaintiffs initially filed the lawsuit against Philip Morris in 
2003, accusing the company of deceptive marketing practices in violation of the Arkansas Deceptive 
Business Practices Act.  Plaintiffs alleged that Philip Morris violated the law by advertising Marlboro 
Lights as a safer alternative to regular cigarettes.  Philip Morris filed a notice of appeal of the class 
certification ruling to the Arkansas Supreme Court in December 2013, according to Altria’s Form 10-Q 
filed with the SEC for the six-month period ended June 30, 2014. 

Other Class Action Cases; Medical Monitoring.  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 
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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 $300 
million; struck an award of prejudgment interest, which totaled approximately $440 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. 

In addition to the Scott case, purported medical monitoring class actions have been brought by 
plaintiffs.  In one such case, Caronia, et al. v. Philip Morris USA, the New York Court of Appeals on 
December 17, 2013, answering a question certified to it by the United States Court of Appeals for the 
Second Circuit, held that current or former smokers that have not been diagnosed with a smoking-related 
disease could not pursue an independent cause of action for medical monitoring in New York.  On April 
14, 2014, the Second Circuit affirmed the district court’s dismissal of the entire case, including the 
independent claim for medical monitoring, and issued its mandate on May 5, 2014.  In the other case, 
Donovan v. Philip Morris, the Supreme Judicial Court of Massachusetts, in answering questions certified 
to it by the district court, held in October 2009 that under certain circumstances state law recognizes a 
claim by individual smokers for medical monitoring despite the absence of an actual injury. The case was 
remanded to federal court for further proceedings. In June 2010, the district court granted in part the 
plaintiffs’ motion for class certification, certifying the class as to plaintiffs’ claims for breach of implied 
warranty and violation of the Massachusetts Consumer Protection Act, but denying certification as to 
plaintiffs’ negligence claim. In July 2010, Philip Morris petitioned the U.S. Court of Appeals for the First 
Circuit for appellate review of the class certification decision. The petition was denied in September 
2010. As a remedy, plaintiffs have proposed a 28-year medical monitoring program with an approximate 
cost of $190 million.  In June 2011, plaintiffs filed various motions for summary judgment and to strike 
affirmative defenses, which the district court denied in March 2012 without prejudice.  In October 2011, 
Philip Morris filed a motion for class decertification, which motion was denied in March 2012. In 
February 2013, the district court amended the class definition to extend to individuals who satisfy the 
class membership criteria through February 26, 2013, and to exclude any individual who was not a 
Massachusetts resident as of February 26, 2013. On January 6, 2014, plaintiffs renewed their previously 
filed motions for summary judgment and to strike affirmative defenses. A trial date has not been set, 
according to Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 2014. 

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 
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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 “onserts” (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 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. 

The final judgment and remedial order has not yet been fully implemented.  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 and 
through other media.  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 
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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, regarding implementation of the 
corrective statements.  In January 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, 
claiming a violation of free speech rights.  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.  In February 2013, the Court of Appeals granted the defendants’ motion to hold the 
case in abeyance pending the District Court’s resolution of corrective statement implementation issues.  
On January 10, 2014, the U.S. government and the defendant tobacco companies issued a joint status 
report confirming that the parties reached an agreement following the negotiations regarding 
implementation of the corrective statements and filed a Joint Motion for Consent Order Implementing the 
Corrective Statements Remedy Under Order #1015 and Order #34-Remand.  For specified time periods 
following the date when all appeals are exhausted, corrective statements would be disseminated in 
newspapers (print and online), on television, on the tobacco companies’ websites, and on “onserts” 
affixed to cigarette packs.  On January 22, 2014, the district court held a hearing on the proposed consent 
order and asked the parties to address certain issues. Since the hearing, the district court has permitted the 
filing of several amicus curiae briefs that raise additional issues concerning the implementation of the 
corrective statements remedy. According to Altria, on April 22, 2014, the parties filed an amended 
proposed consent order and accompanying submission in the district court seeking entry of a revised 
agreement on the implementation details of the corrective communications remedy.  On June 2, 2014, 
U.S. District Court for the District of Columbia approved the Joint Motion for Consent Order 
Implementing the Corrective Statements Remedy Under Order #1015 and Order #34-Remand.  The June 
2, 2014 Consent Order did not resolve outstanding issues as to whether corrective statements must be 
posted in retail point-of-sale displays, and according to Lorillard, Inc. in its Form 10-Q filed with the SEC 
for the nine-month period ended September 30, 2014, as of October 20, 2014 the district court had not yet 
entered an amended final judgment regarding the point-of-sale displays.  The Consent Order as revised by 
the parties and approved by the U.S. District Court modifies various provisions of Order #1015 and 
provides that the parties thereto do not waive or abandon any appeal or appellate rights or argument and 
that defendants reserve the right to challenge on appeal the content of the Court-ordered corrective 
statements and the requirement that the Court-ordered corrective statements appear in the multiple media 
referenced in the Court’s Remedial Order and in the Consent Order.  The Consent Order further provides 
that defendants will not challenge on appeal the specific implementation executions in the Consent Order, 
that plaintiffs will not invoke defendants’ agreement to the specific implementation executions in 
response to defendants’ appellate challenge to the Court-ordered corrective statements, and that should 
the language of the corrective statements be changed as a result of further litigation, the parties reserve the 
right to seek different requirements than those in the Consent Order.  In addition, the Consent Order stays 
implementation until the exhaustion of the defendants’ appeal challenging the constitutionality of the 
corrective statements.  On June 25, 2014, the defendants filed a notice of appeal of the Consent Order 
solely for the purpose of perfecting the U.S. Court of Appeals’ jurisdiction over the pending appeal 
relating to the content of the corrective statements and, on July 2, 2014, moved to consolidate this appeal 
with the appeal filed in January 2013.  The district court has not yet entered an amended final judgment 
addressing all of the directions from the Court of Appeals.  Reynolds American has stated in its Form 10-
K filed with the SEC for calendar year 2013 that if the corrective statements remedy is implemented, 
Reynolds Tobacco would incur significant compliance costs and there could be an adverse effect on 
product sales, and in its Form 10-Q filed with the SEC for the nine-month period ended September 30, 
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2014, in light of the implementation mediation and subsequent order Reynolds American has accrued $10 
million for the estimated costs of the corrective communications. 

Tobacco-Related Antitrust Cases 

Indirect Purchaser Suits.  According to Lorillard, approximately 30 antitrust suits were filed in 
2000 and 2001 on behalf of putative classes of consumers in various state and federal 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. 

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.  On July 18, 2014, the Kansas Court of Appeals issued a ruling in which it affirmed the district 
court’s order granting defendants’ motions for summary judgment and dismissing plaintiffs’ claims.  The 
plaintiff filed a certiorari petition seeking review of the decision by the Kansas Supreme Court on August 
18, 2014.   

For a discussion of other litigation involving claims of antitrust violations, such as VIBO, Grand 
River and Freedom Holdings, see “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 
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unfavorably as to the PMs or the other defendants.  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 2014 Senior 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 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 2014 
Senior Bonds payable from tobacco settlement payments made under the MSA. 
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IHS GLOBAL CONSUMPTION REPORT  

The following is a brief summary of the IHS Global Consumption Report, a copy of which is 
attached hereto as Appendix D.  This summary does not purport to be complete and the IHS Global 
Consumption 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 Consumption 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 October 29, 2014 on the consumption of cigarettes in the United States from 2014 through 2048 
entitled, “A Forecast of U.S. Cigarette Consumption (2014-2048) for the Chautauqua Tobacco Asset 
Securitization Corporation” (“IHS Global Consumption Report”). IHS Global is an internationally 
recognized econometric and consulting firm of over 300 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 2013.  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, the level of real disposable income per capita, the impact of restrictions on smoking 
in public places, 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 2014 through 2048 (the “IHS Global 
Forecast”).  The IHS Global Forecast indicates that the total consumption of cigarettes in the United 
States is projected to fall from 276 billion in 2013 to 268 billion in 2014, 259 billion in 2015, and to 96 
billion by 2048, as set forth in the following table. From 2013 through 2048 the average annual rate of 
decline is projected to be 3%.  The IHS Global Consumption Report states that IHS Global believes the 
assumptions on which the IHS Global Forecast is based are reasonable.   
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IHS Global Forecast of Cigarette Consumption 

Year 
Consumption including 

Roll-Your-Own (billions) 

Historic Data 

2009 325.0 
2010 304.1 
2011 296.0 
2012 290.1 
2013 276.2 

Forecast 

2014 268.2 
2015 259.0 
2016 250.0 
2017 241.0 
2018 232.4 
2019 224.3 
2020 216.7 
2021 209.6 
2022 203.0 
2023 196.9 
2024 191.2 
2025 185.9 
2026 180.9 
2027 176.1 
2028 171.4 
2029 166.8 
2030 162.3 
2031 158.0 
2032 153.7 
2033 149.5 
2034 145.4 
2035 141.3 
2036 137.4 
2037 133.5 
2038 129.7 
2039 126.0 
2040 122.3 
2041 118.8 
2042 115.3 
2043 111.9 
2044 108.5 
2045 105.3 
2046 102.1 
2047 99.0 
2048 96.0 
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The graph below illustrates total actual and projected cigarette consumption in the United States: 

 
Comparison with Prior IHS Global Forecasts 

In November 2005 IHS Global, then Global Insight, presented a similar study, “A Forecast of 
U.S. Cigarette Consumption (2004-2060) for the New York Counties Tobacco Trust V”. That report 
projected consumption in 2043 of 195.4 billion cigarettes, reflecting an average decline rate of 1.78%. 
Through 2006 the 2000 study accurately projected consumption declines, but the sharp acceleration in the 
decline rate thereafter resulted in a substantial forecast error. The current forecast projects an average 
decline rate of 3.0% through 2048, to an annual consumption level of 96.0 billion sticks. 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 United States.    

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 1980s, 1990s and 2000s, reaching a level of 
465 billion cigarettes in 1998, and decreasing to less than 400 billion cigarettes in 2003 and 276 billion in 
2013.  Cigarette consumption has now declined through three decades, reversing four decades of 
increases from the 1940s.  

Following the release of the Surgeon General's 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 states agreements. In 
2000 and 2001, the rate of decline moderated, to 1.2%. Coincident with a large number of state excise tax 
increases, the rate of decline accelerated in 2002-2003 to an average annual rate of 3.0%. The decline 
moderated for the next four years, through 2007, averaging 2.3%.  
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As shown on the following table, the rate of decline accelerated dramatically in 2008 through 
2010, before finally decelerating in 2011 and 2012. In 2013 the decline sharpened to nearly 5%. This 
decline has been attributed by the industry to a weak economy, the rapid increase in usage of electronic 
cigarettes, and to an unfavorable comparison with a surprisingly strong 2012.   

The following table sets forth United States domestic cigarette consumption for the 16 years 
ended December 31, 2013.  The data in this table vary from statistics on cigarette shipments in the United 
States.  While the IHS Global Consumption 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. 

U.S. Cigarette Consumption 

Year Ended 
December 31 

Consumption 
(Billions of Cigarettes) 

Percentage 
Change 

1998 465 -3.13 
1999 435 -6.45 
2000 430 -1.15 
2001 425 -1.16 
2002 415 -2.35 
2003 400 -3.66 
2004 395 -1.28 
2005 384 -2.69 
2006 377 -1.93 
2007 368 -2.28 
2008 348 -4.35 
2009 319 -8.03 
2010 301 -5.52 
2011 294` -2.58 
2012 288 -1.85 
2013 274* -4.76 

____________________  

*276 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 be incorporated into 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 
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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 REVENUE PROJECTION AND CASH FLOW ASSUMPTIONS 

Introduction 

The following discussion describes the assumptions used to project the amount of TSRs and other 
Revenues (namely, investment income) to be received by the Corporation (the “Revenue Projection 
Assumptions”), as well as certain assumptions with respect to the application of the Revenues (the “Cash 
Flow Assumptions”). 

No assurance can be given that actual cigarette consumption in the United States during the 
term of the Series 2014 Senior Bonds will be as assumed, or that the other assumptions underlying the 
Revenue Projection 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 Revenue 
Projection Assumptions, the amount of Revenues available to the Corporation to pay the principal of, 
expected optional redemptions and interest on the Series 2014 Senior Bonds could be adversely 
affected.  See “RISK FACTORS” herein. 

Revenue Projection Assumptions 

In projecting the amount of 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 Consumption 
Report is assumed to represent actual cigarette consumption for the years covered by the report and is 
applied to calculate Annual 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 further assumptions were made with respect to consumption of cigarettes in the 
United States and the applicability to such payments of certain adjustments and offsets set forth in the 
MSA.   

It was assumed, among other things described below, that  

• the PMs make all payments required to be made by them pursuant to the MSA,  

• the market share of the OPMs remains constant throughout the forecast period at 85.02305%, 
based on sales year 2013 OPM cigarette shipments of 234,841,000,000 divided by total net 
market cigarette shipments of 276,208,637,449, as reported by NAAG (each measuring roll-
your-own shipments at 0.0325 ounces per cigarette conversion rate)1,  

• the market share of the SPMs remains constant at 8.43297%, based on the NAAG reported 
market share for SPMs in sales year 2013 (measuring roll-your-own shipments at 0.09 ounces 
per cigarette conversion rate)1, and  

• each company that is currently a PM remains such throughout the term of the Series 2014 
Senior Bonds. 

                                                      
1  The aggregate market share information utilized in the Revenue Projection Assumptions may differ materially from the 

market share information utilized by the MSA Auditor in calculating adjustments to Annual Payments.  See “SUMMARY OF 
THE MASTER SETTLEMENT AGREEMENT — Adjustments to Payments.” 
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In applying the consumption forecast from the IHS Global Consumption Report, it was also 
assumed that United States consumption 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 used 
to determine the Volume Adjustment.  The IHS Global Consumption 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 described herein under “IHS 
GLOBAL CONSUMPTION REPORT.”  See Appendix D for a copy of the IHS Global Consumption 
Report.  

Annual Payments 

With all the Revenue Projection Assumptions applied (including those described below), the 
amount of Annual Payments to be made by the PMs was calculated by applying the adjustments 
applicable to the Annual Payments 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 set forth in the MSA.  The inflation adjustment 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 through 2013 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 approximately 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, 3.0% per 
year, compounded annually.  See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT — 
Adjustments to Payments – Inflation Adjustment” for a description of the formula used to calculate the 
Inflation Adjustment. 

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 Consumption Report for United States 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 the Annual Payment 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 periods: 

2014 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 because such reduction has no effect on the amount of payments to be received by states that 
remain parties to the MSA.  Thus, the Revenue Projection Assumptions include an assumption that the 
State will remain a party to the MSA. 

NPM Adjustment for Sales Years 2014 and Forward.  Pursuant to the MSA, the NPM Adjustment 
will not apply to the Annual Payments payable to any state that enacts and diligently enforces a 
Qualifying Statute so long as such statute is not held to be unenforceable.  The Revenue Projection 
Assumptions include an assumption that the State has diligently enforced and will continue diligently 
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enforcing a Qualifying Statute that is not held to be unenforceable.  Therefore, the NPM Adjustment is 
assumed not to reduce Annual Payments throughout the period forecasted in the IHS Global Consumption 
Report.  For a discussion of the State Qualifying Statute, see “SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT — MSA Provisions Relating to Model/Qualifying Statutes” and “STATE 
LAWS RELATED TO MSA.”  For a discussion of State enforcement of laws related to the MSA, 
including the State’s enforcement of its Qualifying Statute, see “STATE STATUTORY 
ENFORCEMENT FRAMEWORK AND ENFORCEMENT AGENCIES.”  

Future Impacts of NPM Adjustments for Sales Years 2003-2013.  The PMs have asserted NPM 
Adjustment claims for sales years 2003 through 2013 and a portion of such payments have either been 
withheld or deposited in the Disputed Payments Account in each year since 2006.  The State is disputing 
all of the 2003-2013 claimed NPM Adjustments.  The 2003 NPM Adjustment dispute resulted in an 
arbitration panel determination in 2013 to the effect that the State had diligently enforced its Qualifying 
Statute in 2003 and an adjustment of TSRs paid in April 2014 to include the 2003 disputed amounts.  The 
Cash Flow Assumptions do not assume any future adjustments arising from the resolution of the NPM 
Adjustment disputes for years 2004-2013. 

Offset for Miscalculated or Disputed Payments.  The Revenue Projection Assumptions include an 
assumption that there will be no adjustment to the Annual Payments due to miscalculated or disputed 
payments. 

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

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

Subsequent Participating Manufacturers.  The Revenue Projection Assumptions include an 
assumption that the Market Share (as defined in the MSA) of the SPMs remains constant at 8.43297% 
(measuring roll your own cigarettes at 0.09 ounces per cigarette conversion rate).  Because the 8.43297% 
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 in each year.  For purposes of calculating 
amounts owed by the SPMs under Section IX (i) of the MSA, relative market share is equal to (y) the 
SPM Market Share (assumed at 8.43297%) less the Base Share (3.53929%) divided by (z) the aggregate 
Market Share of the OPMs at 85.19948% (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 (12.7620310%) in order to 
determine the amount of Annual Payments to be made by the PMs in each year to be allocated to the 
State.  The Consent Decree allocates 51.176% of the State’s Annual Payments (which represents 
6.5310970% of the Annual Payments payable under the MSA) to the State and the remaining 48.824% of 
the Annual Payments to the City of New York, the County and all other counties located within the State. 

Consent Decree Allocation Percentage for the County.  The amount of Annual Payments in each 
year to be allocated to the State, calculated as described in the preceding paragraph, was multiplied by the 
percentage of such payments that is allocated to the County (equal to 0.308%) pursuant to the Decree in 
order to determine the amount of Annual Payments assumed to be received by the Corporation in each 
year. 
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Miscellaneous.  The Revenue Projection Assumptions assume that no Lump Sum Payment is 
received.  

Interest Earnings 

The Revenue Projection Assumptions include an assumption that the Trustee will receive ten 
days after April 15 its allocable share of the Annual Payments owed by the PMs in 2015 and each year 
thereafter.  Earnings are assumed at 0% per annum on the TSRs from the date of receipt by the Trustee 
until the applicable Payment Date.  No interest earnings have been assumed on the Corporation’s 
allocable share of Annual Payments prior to the time they are received by the Trustee. 

Moneys deposited in the Debt Service 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 and thereafter. 

Cash Flow Assumptions 

Application Under Indenture 

TSRs and other Revenues received will be applied as provided in the Indenture and as described 
herein under “SECURITY — Application of Revenues”. 

Operating Expense Assumptions 

Operating Expenses of the Corporation have been assumed at the Operating Cap of $95,0001 in 
the Year beginning June 1, 2015, inflated and compounding at 2.00% per year thereafter on each June 1, 
beginning June 1, 2016 up to a maximum of $200,000. No arbitrage rebate expense was assumed since it 
has been assumed that the yield on the Corporation’s investments will not exceed the yield on the Series 
2014 Senior Bonds.   

Trustee’s Fees and Expenses 

The Cash Flow Assumptions include an assumption that there are no Trustee’s fees or expenses 
that are not paid from within the Operating Cap. 

Turbo Account Carryover 

It is assumed that on no June 1 Payment Date will the amount of Surplus Revenues on deposit in 
the Turbo Account exceed the aggregate principal amount of Series 2014 Turbo Term Bonds available for 
optional redemption.  Any amount remaining in the Turbo Account on any Payment Date will be solely as 
a result of Authorized Denomination limitations and will always be less than $5,000, and that any such 
amount will be retained in the Turbo Account for application on future Payment Dates. There are no 
limits on Turbo Redemption from the Turbo Account for Series 2014 Turbo Term Bonds subject to 
optional redemption. 

                                                      
1  To the extent Operating Expenses exceed the Operating Cap, the excess will be paid from Operating Expense Reserve 

Account, which is subject to replenishment from Revenues, if any, otherwise available for deposit to the Turbo Account, 
reducing the amount available for the Required Optional Redemption of the Series 2014 Turbo Term Bonds. It is assumed 
Operating Expenses will not exceed the Operating Cap in any year, that there will be no withdrawals from the Operating 
Expense Reserve Account, and no deposits to replenish the Operating Expense Revenue Account.  
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Miscellaneous 

It is also assumed that no redemptions occurs (other than Turbo Redemptions), that no Event of 
Default occurs, that no bonds refunding the Series 2014 Senior Bonds are issued and that all Payment 
Dates occur on the first day of each June and December, whether or not such date is a Business Day.  

Projection of TSRs to be Received by the Trustee 

Table 6 presents the projections of TSRs to be received by the Corporation in each year through 
2048, calculated in accordance with the Revenue Projection Assumptions and using the forecast contained 
within the IHS Global Consumption Report.  The forecast contained within the IHS Global Consumption 
Report for United States cigarette consumption is set forth herein under “IHS GLOBAL 
CONSUMPTION REPORT”. See Appendix D for the full text of the IHS Global Consumption Report, 
including a discussion of the assumptions underlying the projections of cigarette consumption contained 
in the IHS Global Consumption Report. 

 

(Remainder of Page Intentionally Left Blank) 
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Table 6 

Projection of TSRs to be Received by the Trustee(1) 

 

____________________ 

(1)
  MSA payment amounts are calculated based on the IHS Global Forecast of Cigarette Consumption for the prior year. 

(2)  Pledged TSR allocation is equal to the product of the Corporation’s allocation of New York State’s allocation of the Annual Payment (0.308%). 

Year

IHS Global Forecast 
of Cigarette 

Consumption
Estimated O PM 
Consumption

Base Annual 
Payment

Inflation 
Adjustment

Volume 
Adjustment

Previously 
Settled State's 

Reduction

Total Adjusted 
Annual 

Payments by 
O PMs

Pledged TSR 
Allocation (2)

O PM Annual 
Payments

SPM Annual 
Payments

Total Annual 
Payments to 

Trustee

2014 268,193,164,212       228,026,008,104  -                          -                       -                       -                       -                       -                       -                       -                       -                       
2015 258,958,572,861       220,174,476,883  8,139,000,000$       5,194,839,649$    (6,802,860,538)$  (799,220,444)$     5,731,758,667$    0.0393071% 2,252,986$           147,451$              2,400,436$           
2016 249,953,670,195       212,518,233,987  8,139,000,000         5,594,855,221      (7,229,113,740)    (796,009,647)       5,708,731,834      0.0393071% 2,243,934             146,859                2,390,793             
2017 240,993,182,637       204,899,754,170  8,139,000,000         6,006,870,935      (7,669,127,728)    (792,583,393)       5,684,159,814      0.0393071% 2,234,276             146,226                2,380,502             
2018 232,398,932,278       197,592,660,390  9,000,000,000         7,111,589,400      (8,987,728,928)    (788,373,895)       6,335,486,577      0.0393071% 2,490,293             160,836                2,651,130             
2019 224,276,967,012       190,687,117,801  9,000,000,000         7,594,937,100      (9,507,195,869)    (784,376,699)       6,303,364,533      0.0393071% 2,477,667             160,021                2,637,688             
2020 216,740,200,763       184,279,129,265  9,000,000,000         8,092,785,600      (10,035,600,867)  (780,995,113)       6,276,189,620      0.0393071% 2,466,985             159,331                2,626,316             
2021 209,627,544,198       178,231,731,717  9,000,000,000         8,605,569,600      (10,569,105,955)  (778,701,979)       6,257,761,666      0.0393071% 2,459,742             158,863                2,618,605             
2022 203,042,415,385       172,632,854,354  9,000,000,000         9,133,736,400      (11,112,116,770)  (777,059,241)       6,244,560,389      0.0393071% 2,454,553             158,528                2,613,081             
2023 196,918,433,166       167,426,057,890  9,000,000,000         9,677,748,600      (11,660,936,331)  (776,527,227)       6,240,285,042      0.0393071% 2,452,872             158,420                2,611,292             
2024 191,244,933,518       162,602,275,447  9,000,000,000         10,238,081,400    (12,217,143,612)  (776,983,784)       6,243,954,004      0.0393071% 2,454,314             158,513                2,612,827             
2025 185,935,930,721       158,088,399,345  9,000,000,000         10,815,223,500    (12,780,591,287)  (778,499,301)       6,256,132,913      0.0393071% 2,459,102             158,822                2,617,924             
2026 180,904,562,984       153,810,577,038  9,000,000,000         11,409,679,800    (13,353,818,691)  (780,848,632)       6,275,012,477      0.0393071% 2,466,523             159,301                2,625,824             
2027 176,082,324,379       149,710,562,698  9,000,000,000         12,021,970,500    (13,939,713,758)  (783,769,748)       6,298,486,993      0.0393071% 2,475,750             159,897                2,635,647             
2028 171,393,232,750       145,723,753,978  9,000,000,000         12,652,629,300    (14,540,811,451)  (787,041,178)       6,324,776,672      0.0393071% 2,486,083             160,565                2,646,648             
2029 166,804,627,059       141,822,381,467  9,000,000,000         13,302,207,900    (15,160,227,544)  (790,379,162)       6,351,601,194      0.0393071% 2,496,627             161,246                2,657,873             
2030 162,328,389,510       138,016,547,777  9,000,000,000         13,971,274,200    (15,799,678,584)  (793,656,584)       6,377,939,032      0.0393071% 2,506,980             161,914                2,668,894             
2031 157,975,968,457       134,315,986,649  9,000,000,000         14,660,412,300    (16,459,195,039)  (796,934,713)       6,404,282,549      0.0393071% 2,517,335             162,583                2,679,918             
2032 153,742,751,058       130,716,776,103  9,000,000,000         15,370,224,300    (17,138,776,835)  (800,280,189)       6,431,167,277      0.0393071% 2,527,902             163,265                2,691,168             
2033 149,516,244,004       127,123,270,898  9,000,000,000         16,101,331,200    (17,839,079,143)  (803,689,230)       6,458,562,827      0.0393071% 2,538,671             163,961                2,702,632             
2034 145,376,218,067       123,603,294,576  9,000,000,000         16,854,371,100    (18,565,670,628)  (806,616,188)       6,482,084,284      0.0393071% 2,547,916             164,558                2,712,475             
2035 141,340,246,009       120,171,788,034  9,000,000,000         17,630,001,900    (19,315,767,971)  (809,441,891)       6,504,792,038      0.0393071% 2,556,842             165,135                2,721,977             
2036 137,380,160,311       116,804,802,392  9,000,000,000         18,428,902,200    (20,089,162,861)  (812,264,489)       6,527,474,849      0.0393071% 2,565,758             165,710                2,731,469             
2037 133,507,583,683       113,512,219,629  9,000,000,000         19,251,769,500    (20,887,821,647)  (814,943,565)       6,549,004,288      0.0393071% 2,574,221             166,257                2,740,478             
2038 129,722,172,284       110,293,747,402  9,000,000,000         20,099,322,900    (21,711,859,044)  (817,546,003)       6,569,917,854      0.0393071% 2,582,441             166,788                2,749,229             
2039 125,970,514,237       107,103,973,305  9,000,000,000         20,972,302,200    (22,561,962,617)  (820,077,583)       6,590,262,000      0.0393071% 2,590,438             167,304                2,757,742             
2040 122,297,505,088       103,981,068,900  9,000,000,000         21,871,471,500    (23,441,706,865)  (822,227,289)       6,607,537,346      0.0393071% 2,597,228             167,743                2,764,971             
2041 118,758,703,602       100,972,271,943  9,000,000,000         22,797,615,600    (24,349,548,950)  (824,252,712)       6,623,813,938      0.0393071% 2,603,626             168,156                2,771,782             
2042 115,276,016,477       98,011,185,127    9,000,000,000         23,751,544,500    (25,283,064,603)  (826,511,778)       6,641,968,119      0.0393071% 2,610,762             168,617                2,779,379             
2043 111,861,941,316       95,108,434,296    9,000,000,000         24,734,090,700    (26,247,360,169)  (828,531,515)       6,658,199,016      0.0393071% 2,617,142             169,029                2,786,171             
2044 108,525,081,463       92,271,334,275    9,000,000,000         25,746,113,700    (27,242,582,889)  (830,390,746)       6,673,140,066      0.0393071% 2,623,015             169,408                2,792,423             
2045 105,265,804,958       89,500,197,983    9,000,000,000         26,788,497,300    (28,269,055,478)  (832,151,564)       6,687,290,257      0.0393071% 2,628,577             169,768                2,798,344             
2046 102,098,864,983       86,807,569,024    9,000,000,000         27,862,152,300    (29,327,588,227)  (833,825,093)       6,700,738,980      0.0393071% 2,633,863             170,109                2,803,972             
2047 99,021,812,803         84,191,365,410    9,000,000,000         28,968,016,500    (30,418,049,116)  (835,529,726)       6,714,437,657      0.0393071% 2,639,248             170,457                2,809,704             
2048 96,032,259,849         81,649,556,308    9,000,000,000         30,107,057,400    (31,541,385,657)  (837,267,675)       6,728,404,067      0.0393071% 2,644,738             170,811                2,815,549             
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Projection of Revenues and Net Revenues 
 

Table 7 presents the projection of revenues, including both projected TSRs and projected 
investment income, reflecting the Revenue Projection Assumptions, as well as projected Operating 
Expenses and Revenues net of Operating Expenses, reflecting the Cash Flow Assumptions: 

 
Table 7 

Projection of Revenues and Net Revenues 

 
 

 

Period Ending 
December 31 Projected TSRs

Projection of 
Investment Income Projected Revenues

Projected Operating 
Expenses

Projected Net 
Revenues Available 

for Debt Service
2015 $2,400,436 $752 $2,401,189 ($95,000) $2,306,189
2016 2,390,793 5,861 2,396,654 (96,900) 2,299,754
2017 2,380,502 9,378 2,389,880 (98,838) 2,291,042
2018 2,651,130 11,722 2,662,852 (100,815) 2,562,037
2019 2,637,688 15,239 2,652,927 (102,831) 2,550,096
2020 2,626,316 17,583 2,643,900 (104,888) 2,539,012
2021 2,618,605 17,583 2,636,189 (106,985) 2,529,203
2022 2,613,081 17,583 2,630,664 (109,125) 2,521,539
2023 2,611,292 17,583 2,628,875 (111,308) 2,517,568
2024 2,612,827 17,583 2,630,411 (113,534) 2,516,877
2025 2,617,924 17,583 2,635,507 (115,804) 2,519,703
2026 2,625,824 17,583 2,643,407 (118,121) 2,525,287
2027 2,635,647 17,583 2,653,230 (120,483) 2,532,747
2028 2,646,648 17,583 2,664,232 (122,893) 2,541,339
2029 2,657,873 17,583 2,675,456 (125,350) 2,550,106
2030 2,668,894 17,583 2,686,478 (127,857) 2,558,620
2031 2,679,918 17,583 2,697,501 (130,415) 2,567,087
2032 2,691,168 17,583 2,708,751 (133,023) 2,575,729
2033 2,702,632 17,583 2,720,215 (135,683) 2,584,532
2034 2,712,475 17,583 2,730,058 (138,397) 2,591,661
2035 2,721,977 17,583 2,739,560 (141,165) 2,598,395
2036 2,731,469 17,583 2,749,052 (143,988) 2,605,064
2037 2,740,478 17,583 2,758,061 (146,868) 2,611,193
2038 2,749,229 17,583 2,766,813 (149,805) 2,617,007
2039 2,757,742 17,583 2,775,326 (152,802) 2,622,524
2040 2,764,971 17,583 2,782,555 (155,858) 2,626,697
2041 2,771,782 17,583 2,789,366 (158,975) 2,630,391
2042 2,779,379 17,583 2,796,963 (162,154) 2,634,808
2043 2,786,171 17,583 2,803,754 (165,397) 2,638,357
2044 2,792,423 17,583 2,810,007 (168,705) 2,641,301
2045 2,798,344 17,583 2,815,928 (172,079) 2,643,849
2046 2,803,972 17,583 2,821,556 (175,521) 2,646,035
2047 2,809,704 17,583 2,827,288 (179,031) 2,648,257
2048 2,815,549 8,792 2,824,341 (182,612) 2,641,729
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CONTINUING DISCLOSURE UNDERTAKING 

Undertaking with Respect to Series 2014 Senior Bonds 

In order to assist the Underwriter in complying with the provisions of paragraph (b)(5) of Rule 
15c2-12 (the “Rule”), promulgated by the SEC under the Securities Exchange Act of 1934, as amended 
(the “1934 Act”) for the benefit of the holders and Beneficial Owners of the Series 2014 Senior Bonds, 
the Corporation will execute on the Closing Date a Continuing Disclosure Undertaking, acknowledged by 
the Trustee (the “Continuing Disclosure Undertaking”).   

Pursuant to the Continuing Disclosure Undertaking, the Corporation will provide, or cause to be 
provided, to the Electronic Municipal Market Access (“EMMA”) system implemented by the Municipal 
Securities Rulemaking Board (the “MSRB”) established in accordance with the provisions of Section 
15B(b)(1) of the 1934 Act, or any successor thereto or to the functions of the MSRB, the following: 

(1) not later than 180 days after the end of the Corporation’s Fiscal Year (currently 
December 31), commencing with the fiscal year ended December 31, 2014, a copy of the 
Corporation’s “Annual Report” containing (i) audited financial statements of the Corporation for 
the prior Fiscal Year, prepared in accordance with generally accepted accounting principles as 
promulgated to apply to governmental entities from time to time by the Governmental 
Accounting Standards Board, (ii) other core financial and operating data for the most recent 
Fiscal Year, including an update of Table 2 in “BOND STRUCTURING METHODOLOGY 
AND PROJECTED PERFORMANCE” AND Tables 6 and 7 in “SUMMARY OF REVENUE 
PROJECTION AND CASH FLOW ASSUMPTIONS” to reflect operating data for the 
Corporation’s preceding Fiscal Year; and 

(2) in a timely manner, not in excess of ten (10) Business Days after the occurrence 
of the event, notice of the occurrence of any of the following events with respect to the Series 
2014 Senior Bonds (each, a “Listed Event”): 

(a) principal and interest payment delinquencies; 

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

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

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

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

(f) adverse tax opinions, the issuance by the Internal Revenue Service (the 
“IRS”) 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 2014 Senior Bonds, or other material events affecting the tax status of the 
Series 2014 Senior Bonds; 

(g) modifications to rights of Series 2014 Senior Bondholders, if material; 

(h) bond calls, if material, and tender offers; 
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(i) defeasances; 

(j) release, substitution, or sale of property securing repayment of the Series 
2014 Senior Bonds, if material; 

(k) rating changes; 

(l) bankruptcy, insolvency, receivership or similar event of the 
Corporation*; 

(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; or 

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

If the Corporation’s audited financial statements are not available by the time the Annual Report 
is required to be filed pursuant to subparagraph (1) above, the Annual Report must contain unaudited 
financial statements in a format similar to the Corporation’s most recent audited financial statements, and 
the audited financial statements must be filed in the same manner as the Annual Report when they 
become available.  The Corporation is required to file notice in a timely manner with the MSRB of a 
failure to provide the Annual Report to the MSRB by the date required in subparagraph (1) above.  If the 
Corporation’s fiscal year changes, it will give notice of such change in the same manner as for a Listed 
Event. 

From time to time, the Corporation may appoint or engage a dissemination agent to assist the 
Corporation in carrying out its obligations under the Continuing Disclosure Undertaking, and may 
discharge any such agent, with or without appointing a successor dissemination agent.   

Notwithstanding any other provision of the Continuing Disclosure Undertaking, the Corporation 
may amend the Continuing Disclosure Undertaking, and any provision of the Continuing Disclosure 
Undertaking may be waived, provided that (a) if the amendment or waiver relates to the provisions 
described herein regarding the provision and contents of Annual Reports and the reporting of Listed 
Events, it may only be made in connection with a change in circumstances that arises from a change in 
legal requirements, change in law, or change in the identity, nature or status of the Corporation, or the 
type of business conducted; (b) the undertaking, as amended or taking into account such waiver, would, in 
the opinion of nationally recognized bond counsel, have complied with the requirements of the Rule at the 
time of the original issuance of the Series 2014 Senior Bonds, after taking into account any amendments 
or interpretations of the Rule, as well as any change in circumstances; and (c) the amendment or waiver 
                                                      
* As noted in the Rule, this event is considered to occur when any of the following occur:  the appointment of a 

receiver, fiscal agent or similar officer for the Corporation 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 Corporation, 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 Corporation. 
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either (i) is approved by the holders of the Series 2014 Senior Bonds in the same manner as provided in 
the Indenture for amendments to the Indenture with the consent of Bondholders, or (ii) does not, in the 
opinion of nationally recognized bond counsel, materially impair the interests of the Bondholders or 
Beneficial Owners of the Series 2014 Senior Bonds. 

In the event of any amendment or waiver of a provision of the Continuing Disclosure 
Undertaking, the Corporation will describe such amendment in the next Annual Report, and will include, 
as applicable, a narrative explanation of the reason for the amendment or waiver and its impact on the 
type (or in the case of a change of accounting principles, on the presentation) of financial information or 
operating data being presented by the Corporation.  In addition, if the amendment relates to the 
accounting principles to be followed in preparing financial statements, (i) notice of such change will be 
given in the same manner as for a Listed Event, and (ii) the Annual Report for the year in which the 
change is made should present a comparison (in narrative form and also, if feasible, in quantitative form) 
between the financial statements as prepared on the basis of the new accounting principles and those 
prepared on the basis of the former accounting principles. 

In the event of a failure of the Corporation to comply with any provision of the Continuing 
Disclosure Undertaking, the Trustee may (and, at the request of the Underwriter or the Holders of at least 
51% aggregate principal amount of Outstanding Series 2014 Senior Bonds, will), or any Holder or 
Beneficial Owner of the Series 2014 Senior Bonds may take such actions as may be necessary and 
appropriate, including seeking mandate or specific performance by court order, to cause the Corporation 
to comply with its obligations under the Continuing Disclosure Undertaking.  A default under the 
Continuing Disclosure Undertaking will not be deemed an Event of Default under the Indenture, and the 
sole remedy under the Continuing Disclosure Undertaking in the event of any failure of the Corporation 
to comply with the Continuing Disclosure Undertaking will be an action to compel performance. 

The Corporation’s obligations under the Continuing Disclosure Undertaking will terminate upon 
the legal defeasance, prior redemption or payment in full of all of the Series 2014 Senior Bonds.  If such 
termination occurs prior to the final maturity of the Series 2014 Senior Bonds, the Corporation will give 
notice of such termination in the same manner as for a Listed Event.   

Historical Performance of Continuing Disclosure Obligations 

While the Corporation has filed all required audited financial statements and annual information 
with EMMA for the past five years, the audited financial statements for fiscal years 2008, 2009 and 2011 
were filed late.  The circumstances causing such delay have been rectified and disclosure requirements for 
fiscal year 2012 and 2013 were timely met.  The Corporation in 2010 and also failed to file an event 
notice with respect to rating changes on certain NYCTT V Bonds secured in part by the Corporation’s 
Series 2005 Subordinate Bonds.  The Corporation has engaged an outside firm to assist the Corporation in 
meeting its obligations under the Continuing Disclosure Undertaking.   

In connection with the issuance of the Series 2014 Senior Bonds, the Corporation has agreed in 
the Indenture to adopt written continuing disclosure compliance procedures for the benefit of the holders 
of the Series 2014 Senior Bonds.  These written procedures shall include the designation of the 
Corporation’s Executive Director as the post-issuance compliance officer who shall be responsible for (i) 
taking all reasonable steps to ensure compliance with the Continuing Disclosure Undertaking, and (ii) 
monitoring the operations of the Corporation for the occurrence of any of the specific events listed in the 
Continuing Disclosure Undertaking.  The Executive Director may further delegate all or a portion of such 
responsibilities to a third party agent pursuant to an executed services agreement.   



 

154 

TAX MATTERS  

The following is a general discussion of certain federal and state income tax consequences of the 
purchase, ownership and disposition of the Series 2014 Senior Bonds. It does not purport to deal with 
federal income tax consequences applicable to all categories of investors, some of which will be subject 
to special rules. Bondholders should consult their own tax advisors in determining the federal, state, local 
and other tax consequences to them of the purchase, ownership and disposition of the Series 2014 Senior 
Bonds. 

Federal Tax Matters 

In the opinion of Harris Beach PLLC, Bond Counsel to the Corporation, and subject to the 
limitations set forth below, under existing statutes, regulations, administrative rulings and court decisions 
as of the date of such opinion, interest on the Series 2014 Senior Bonds is excluded from gross income for 
federal income tax purposes, pursuant to Section 103 of the Code.  Furthermore, Bond Counsel is of the 
opinion that interest on the Series 2014 Senior Bonds is not an “item of tax preference” for purposes of 
computing the federal alternative minimum tax imposed on individuals and corporations.  However, 
interest on the Series 2014 Senior Bonds is included in “adjusted current earnings” for purposes of 
calculating the federal alternative minimum tax imposed on certain corporations.  Corporate purchasers of 
the Series 2014 Senior Bonds should consult with their tax advisors regarding the computation of any 
alternative minimum tax liability.   

The difference between the principal amount of the Series 2014 Senior Bonds maturing on June 
1, 2039 and June 1, 2048 (collectively, the “Discount Bonds”), and the initial offering price to the public 
(excluding bond houses, brokers and other intermediaries, or similar persons acting in the same capacity 
of underwriters or wholesalers), at which price a substantial amount of such Discount Bonds of the same 
maturity is first sold, constitutes original issue discount, which is not included in gross income for federal 
income tax purposes to the same extent as interest on the Discount Bonds.  The Code provides that the 
amount of original issue discount accrues in accordance with a constant interest method based on the 
compounding of interest, and that the basis of a Discount Bond acquired at such initial offering price by 
an initial purchaser of such an owner’s adjusted basis for purposes of determining an owner’s gain or loss 
on the disposition of a Discount Bond will be increased by the amount of such accrued original issue 
discount.  A portion of the original issue discount that accrues in each year to an owner of a Discount 
Bond that is a corporation will be included in the calculation of such corporation’s federal alternative 
minimum tax liability.  Consequently, a corporate owner of any Discount Bond should be aware that the 
accrual of original issue discount in each year may result in a federal alternative minimum tax liability, 
even though the owner of such Discount Bond has not received cash attributable to such original issue 
discount in such year. 

The Series 2014 Senior Bonds maturing on June 1 in the years 2017 through 2020, inclusive, on 
June 1, 2029 and on June 1, 2034 (collectively, the “Premium Bonds”) are being offered at prices in 
excess of their principal amounts.  An initial purchaser with an initial adjusted basis in a Premium Bond 
in excess of its principal amount will have amortizable bond premium which is not deductible from gross 
income for federal income tax purposes.  The amount of amortizable bond premium for a taxable year is 
determined actuarially on a constant interest rate basis over the term of each Premium Bond based on the 
purchaser’s yield to maturity (or, in the case of Premium Bonds callable prior to their maturity, over the 
period to the call date, based on the purchaser’s yield to the call date and giving effect to any call 
premium).  For purposes of determining gain or loss on the sale or other disposition of a Premium Bond, 
an initial purchaser who acquires such obligation with an amortizable bond premium is required to 
decrease such purchaser’s adjusted basis in such Premium Bond annually by the amount of amortizable 
bond premium for the taxable year.  As a result of the tax cost reduction requirements of the Code relating 
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to amortization of bond premium, under certain circumstances, an initial owner of Premium Bonds may 
realize a taxable gain upon disposition of such Premium Bonds even though they are sold or redeemed for 
an amount equal to such owner’s original cost of acquiring such Premium Bonds.  Owners of the 
Premium Bonds are advised that they should consult with their own advisors with respect to the tax 
consequences of owning such Premium Bonds. 

The Code establishes certain requirements that must be met at and subsequent to the issuance and 
delivery of the Series 2014 Senior Bonds in order that interest on the Series 2014 Senior Bonds be and 
remain excluded from gross income for federal income tax purposes, pursuant to Section 103 of the Code.  
These continuing requirements include certain restrictions and prohibitions on the use of the proceeds of 
the Series 2014 Senior Bonds and the projects financed and refinanced with such proceeds, restrictions on 
the investment of proceeds and other amounts and the rebate to the United States of certain earnings in 
respect of such investments.  Failure to comply with such continuing requirements may cause the interest 
on the Series 2014 Senior Bonds to be included in gross income for federal income tax purposes 
retroactive to the date of issue of the Series 2014 Senior Bonds, irrespective of the date on which such 
noncompliance occurs.  In the Indenture, the Tax Certificate and Agreement (including the exhibits 
thereto), and accompanying documents, the Corporation and the County have covenanted to comply with 
certain procedures, and have made certain representations and certifications, designed to assure 
compliance with the requirements of the Code.  The opinion of Bond Counsel described above is made in 
reliance upon, and assumes continuing compliance with, such covenants and procedures and the 
continuing accuracy, in all material respects, of such representations and certifications.   

Bond Counsel expresses no opinion regarding any other federal income tax consequences related 
to the ownership or disposition of, or the receipt or accrual of interest on, the Series 2014 Senior Bonds.  
The proposed form of opinion of Bond Counsel is attached hereto as Appendix F.   

In addition to the matters referred to in the preceding paragraphs, prospective purchasers of the 
Series 2014 Senior Bonds should be aware that the accrual or receipt of interest on the Series 2014 Senior 
Bonds may otherwise affect the federal income tax liability of the recipient.  The extent of these other tax 
consequences may depend upon the recipient’s particular tax status or other items of income or deduction.  
Bond Counsel expresses no opinion regarding any such consequences.  Examples of such other federal 
income tax consequences of acquiring or holding the Series 2014 Senior Bonds include, without 
limitation, that (i) with respect to certain insurance companies, the Code reduces the deduction for loss 
reserves by a portion of the sum of certain items, including interest on the Series 2014 Senior Bonds, (ii) 
interest on the Series 2014 Senior Bonds earned by certain foreign corporations doing business in the 
United States may be subject to a branch profits tax imposed by the Code, (iii) passive investment 
income, including interest on the Series 2014 Senior Bonds, may be subject to federal income taxation 
under the Code for certain S corporations that have certain earnings and profits, and (iv) the Code requires 
recipients of certain Social Security and certain other federal retirement benefits to take into account, in 
determining gross income, receipts or accruals of interest on the Series 2014 Senior Bonds.  In addition, 
the Code denies the interest deduction for indebtedness incurred or continued by a taxpayer, including, 
without limitation, banks, thrift companies, and certain other financial companies to purchase or carry tax 
exempt obligations, such as the Series 2014 Senior Bonds.  The foregoing is not intended as an exhaustive 
list of potential tax consequences.  Prospective purchasers should consult their tax advisors regarding any 
possible collateral consequences with respect to the Series 2014 Senior Bonds. 

Certain requirements and procedures contained in or referred to in the Indenture, the Tax 
Certificate and Agreement (including the exhibits thereto), and other relevant documents may be changed, 
and certain actions may be taken or omitted subsequent to the date of issue, under the circumstances and 
subject to the terms and conditions set forth in such documents or certificates, upon the advice of, or with 
the approving opinion of, a nationally recognized bond counsel.  Bond Counsel expresses no opinion as to 
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any tax consequences with respect to the Series 2014 Senior Bonds, or the interest thereon, if such change 
occurs or action is taken or omitted upon the advice or approval of bond counsel other than Harris Beach 
PLLC. 

Tax Reissuance of Remaining Series 2005 Subordinate Bonds.  In accordance with the Purchase 
Agreement, Consent and Release, between the Corporation and the holders of all of the NYCTT V Bonds 
(the “NYCTT V Holders”), and acknowledged and agreed to by Manufacturers and Traders Trust 
Company, in its capacities as the Trustee and as the trustee for the NYCTT V Bonds, and the related 
Consent and Waiver from the NYCTT V Holders, each dated as of October 8, 2014 (collectively, the 
“Consent and Waiver”), which were executed in contemplation of the issuance of the Series 2014 Senior 
Bonds and the Corporation’s purchase of all of the outstanding NYCTT V/CTASC S4B Bonds out of a 
portion of the proceeds of the Series 2014 Bonds, the Corporation, the NYCTT V Holders and the Trustee 
agreed to a waiver of certain provisions of the Series 2005 Supplemental Indenture, including the 
application of the Additional Bonds test set forth therein, that would otherwise have to be satisfied as a 
condition precedent to the issuance of the Series 2014 Senior Bonds.  Bond Counsel has advised the 
Corporation that the waiver of such provisions of the Series 2005 Supplemental Indenture effected by the 
Consent and Waiver, together with the issuance of the Series 2014 Senior Bonds in accordance with the 
terms thereof and pursuant to the Indenture, collectively constitute a “substantial modification” of the 
Series 2005 Subordinate Bonds (other than the Series 2005 Subordinate Bonds represented by bond 
RS4B-1, which are being cancelled on the Closing Date), within the meaning of United States Treasury 
Regulations Section 1.1001-3.  The “substantial modification” of the Series 2005 Subordinate Bonds 
(other than the Series 2005 Subordinate Bonds represented by bond RS4B-1, which are being cancelled 
on the Closing Date) results in such bonds being treated for federal income tax purposes as having been 
reissued as of the Closing Date (such bonds being hereinafter referred to as the “Reissued Series 2005 
Subordinate Bonds”).  Further, the Reissued Series 2005 Subordinate Bonds will be treated for federal 
tax purposes as refunding bonds that currently refund the Series 2005 Subordinate Bonds (other than the 
Series 2005 Subordinate Bonds represented by bond RS4B-1, which are being cancelled on the Closing 
Date).  Bond Counsel has also advised that, on the Closing Date, it will render its opinion to the effect 
that interest on the Reissued Series 2005 Subordinate Bonds is excluded from gross income for federal 
income tax purposes. 

Bond Counsel has further advised the Corporation that the Series 2014 Senior Bonds and the 
Reissued Series 2005 Subordinate Bonds will be treated as a single issue of bonds for federal income tax 
purposes, with the purposes of such combined issue being the current refunding of the Series 2000 Bonds, 
the current refunding of the Series 2005 Subordinate Bonds, and the funding of a payment to the owner of 
the Residual Certificate to be applied to provide the County with funds for capital purposes.   

State Income Taxes 

In the opinion of Bond Counsel, under existing law as of the date of the issuance of the Series 
2014 Senior Bonds, for so long as interest on the Series 2014 Senior Bonds is and remains excluded from 
gross income for federal income tax purposes, such interest on the Series 2014 Senior Bonds is exempt 
from personal income taxes imposed by the State of New York and any political subdivision thereof.  
Noncompliance with any of the federal income tax requirements described above resulting in the interest 
on the Series 2014 Senior Bonds being included in gross income for federal tax purposes would, 
therefore, also cause such interest to be subject to personal income taxes imposed by the State of New 
York or any political subdivision thereof. 

Bond Counsel expresses no opinion regarding any other state or local tax consequences related to 
the ownership or disposition of, or the receipt or accrual of interest on, the Series 2014 Senior Bonds.   
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Interest on the Series 2014 Senior Bonds may or may not be subject to state or local income taxes 
in jurisdictions other than the State of New York under applicable state or local tax laws.  Bond Counsel 
expresses no opinion as to the tax treatment of the Series 2014 Senior Bonds under the laws of such other 
state or local jurisdictions.  Each purchaser of the Series 2014 Senior Bonds should consult his or her own 
tax advisor regarding the taxable status of the Series 2014 Senior Bonds in a particular jurisdiction other 
than the State of New York.   

Other Considerations 

Bond Counsel has not undertaken to determine (or to inform any person) whether any actions 
taken (or omitted) or any events occurring (or not occurring) after the date of issuance of the Series 2014 
Senior Bonds may adversely affect the value of, or the tax status of interest on, the Series 2014 Senior 
Bonds.   

No assurance can be given that any future legislation or governmental actions, including 
amendments to the Code or State income tax laws, regulations, administrative rulings, or court decisions, 
will not, directly or indirectly, cause interest on the Series 2014 Senior Bonds to be subject to federal, 
State or local income taxation, or otherwise prevent Bondholders from realizing the full current benefit of 
the tax status of such interest.  Further, no assurance can be given that the introduction or enactment of 
any such future legislation, or any judicial decision or action of the Internal Revenue Service or any State 
taxing authority, including, but not limited to, the promulgation of a regulation or ruling, or the selection 
of the Series 2014 Senior Bonds for audit examination or the course or result of an audit examination of 
the Series 2014 Senior Bonds or of obligations which present similar tax issues, will not affect the market 
price, value or marketability of the Series 2014 Senior Bonds.  For example, President Obama has 
released various legislative proposals that would limit the extent of the exclusion from gross income of 
interest on obligations of states and political subdivisions under Section 103 of the Code (including the 
Series 2014 Senior Bonds) for taxpayers whose income exceeds certain threshold levels.  No prediction is 
made as to whether any such proposals will be enacted.  Prospective purchasers of the Series 2014 Senior 
Bonds should consult their own tax advisors regarding the foregoing matters.     

All quotations from and summaries and explanations of provisions of law do not purport to be 
complete, and reference is made to such laws for full and complete statements of their provisions.   

ALL PROSPECTIVE PURCHASERS OF THE SERIES 2014 SENIOR BONDS SHOULD 
CONSULT WITH THEIR TAX ADVISORS IN ORDER TO UNDERSTAND THE IMPLICATIONS 
OF THE CODE AS TO THESE AND OTHER FEDERAL AND STATE TAX CONSEQUENCES, AS 
WELL AS ANY LOCAL TAX CONSEQUENCES, OF PURCHASING OR HOLDING THE SERIES 
2014 SENIOR BONDS. 

LITIGATION 

There is no litigation pending in any court (either State or federal) to restrain or enjoin the 
issuance or delivery of the Series 2014 Senior Bonds or questioning the creation, organization or 
existence of the Corporation, the validity or enforceability of the Indenture, the sale of the TSRs by the 
County to the Corporation, the proceedings for the authorization, execution, authentication and delivery 
of the Series 2014 Senior Bonds or the validity of the Series 2014 Senior Bonds. 
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RATINGS 

It is a condition to the obligation of the Underwriter to purchase the Series 2014 Senior Bonds 
that, at the date of delivery thereof to the Underwriter, the Series 2014 Senior Bonds maturing on or 
before June 1, 2034 each be assigned a rating of “BBB+” by Fitch Ratings (“Fitch” or the “Rating 
Agency”), the Series 2014 Senior Bonds maturing on June 1, 2039 be assigned a rating of “BBB” by 
Fitch and the Series 2014 Senior Bonds maturing on June 1, 2048 be assigned a rating of “BBB-” by 
Fitch. 

The Maturity Dates for the Series 2014 Senior Bonds were structured to produce cash flow stress 
test performance necessary for the Corporation to achieve the targeted credit ratings.  The ratings address 
each Rating Agency’s assessment of (i) the payment of interest on the Series 2014 Senior Bonds when 
due, and (ii) the payment of the Principal amount of Series 2014 Senior Bonds by their Maturity Dates.  
The ratings will not address the payment of Turbo Redemptions on Series 2014 Turbo Term Bonds. 

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.  The ratings by Fitch of the Series 2014 Senior Bonds 
reflect only the views of such organization and any desired explanation of the significance of such ratings 
and any outlooks or other statements given by such Rating Agency with respect thereto should be 
obtained from the Rating Agency.   

There is no assurance that the initial ratings assigned to the Series 2014 Senior Bonds will 
continue for any given period of time or that any of such ratings will not be revised downward, suspended 
or withdrawn entirely by the Rating Agency.  Any such downward revision, suspension or withdrawal of 
such rating may have an adverse effect on the availability of a market for or the market price of the Series 
2014 Senior Bonds. 

VERIFICATION OF MATHEMATICAL COMPUTATIONS 

Upon delivery of the Series 2014 Senior Bonds, the arithmetical accuracy of certain computations 
included in the schedules provided by the Underwriter on behalf of the Corporation relating to the:  
(i) adequacy of forecasted receipts of principal of and interest on the 2000 Defeasance Collateral and cash 
to be held pursuant to the Escrow Deposit Agreement for the refunding of the Series 2000 Bonds; and 
(ii)  yields with respect to the Series 2014 Senior Bonds and on the obligations and other securities to be 
deposited pursuant to the Escrow Deposit Agreement upon delivery of the Series 2014 Senior Bonds, will 
be verified by Causey Demgen & Moore, P.C., independent certified public accountants (the 
“Verification Agent”).  Such verification shall be based solely upon information and assumptions 
supplied to the Verification Agent by the Underwriter.  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 Underwriter listed on the cover page hereof (the “Underwriter”) has agreed, subject to 
certain conditions, to purchase all, but not less than all, of the Series 2014 Senior Bonds from the 
Corporation at an Underwriter’s discount of $495,737.50.  The Underwriter will be obligated to purchase 
all of the Series 2014 Senior Bonds if any are purchased.  The initial public offering prices of the Series 
2014 Senior Bonds may be changed from time to time by the Underwriter. 
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The Series 2014 Senior Bonds may be offered and sold to certain dealers (including the 
Underwriter and other dealers depositing Series 2014 Senior Bonds into investment trusts) at prices lower 
than such public offering prices. 

LEGAL MATTERS 

Harris Beach PLLC, Bond Counsel to the Corporation, will render an opinion with respect to the 
validity of the Series 2014 Senior Bonds in substantially the form set forth in Appendix F hereto. 

Certain legal matters with respect to the Corporation will be passed upon by Orrick, Herrington & 
Sutcliffe, LLP, New York, New York, counsel to the Corporation, and certain legal matters with respect 
to the County will be passed upon by Stephen M. Abdella, Esq., as County Attorney. 

Certain legal matters will be passed upon for the Underwriter by Hiscock & Barclay, LLP, 
counsel to the Underwriter. 

OTHER PARTIES 

Financial Advisor 

Fiscal Advisors & Marketing, Inc. is employed as Financial Advisor to the Corporation in 
connection with the issuance of the Series 2014 Senior Bonds.  Fiscal Advisors & Marketing, Inc., in its 
capacity as Financial Advisor, does not assume any responsibility for the information, covenants and 
representations contained in any of the legal documents with respect to the federal income tax status of 
the Series 2014 Senior Bonds, or the possible impact of any present, pending or future actions taken by 
any legislative or judicial bodies. 

The Financial Advisor to the Corporation has provided the following sentence for inclusion in 
this Offering Circular.  The Financial Advisor has reviewed the information in this Offering Circular in 
accordance with, and as part of, its responsibilities to the Corporation and, as applicable, to investors 
under the federal securities laws as applied to the facts and circumstances of this transaction, but the 
Financial Advisor does not guarantee the accuracy or completeness of such information. 

 

(Remainder of Page Intentionally Left Blank) 
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IHS Global 

IHS Global has been retained on behalf of the Corporation as an independent econometric 
consultant. The IHS Global Consumption Report attached as Appendix D 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 economic consultant are not contingent upon the issuance of the Series 2014 Senior Bonds.  
The IHS Global Consumption Report should be read in its entirety before purchasing any Series 2014 
Senior Bonds. 

CHAUTAUQUA TOBACCO ASSET 
SECURITIZATION CORPORATION  

 

By:      /s/ Vincent W. Horrigan     
                      President 
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MASTER SF-nLEMF-NT AGREEMENT 

nli~ M:ul~r :k1tk:l1Icnl AGrcemcnl i~ made hy Ihc umlmigno:d SCllliag Siale IIf1ici:115 (tin heh:llf uf tho!ir re"I,.:clh't! 
Selliing Slate.~) lind Ihe underSigned Purtit;p;ltinS ManufilL1Urers III ~ellle lind rClU}lwc wilh r.n:Jiily all Rclea~e!.l Claim,; 
asain5l the Punh.:ilmlinll M~nufl1l:lu~ and rehlled cnulics as !let farth herein, Thi~ Agrecrmml constitulc~ Ihe dlll:umcnialiun 
efrecting mis ~tI!ement with re,'reel 10 each Sc:tllinl1 Stale, and is inlenlled to lind shall be binding uplln ~al:h Sell ling StIle 
and each Panieip:ning Munuraclurer In accordance wilb lhe lerms lH!reaf. 

I. RECITALS 

WHEREAS_ mllre Ihan 40 Stales have cllmmenLoed Ihlgadt\n iI]\...crling V<lrill\!5 claimll for monewry. eqUil~blc um! 
injuReliv!: reliel';&gainl<1 cerl~in lubacco Jlroouet manur'lcturer=, lind {llhef~ a~ delendants, and Ihe Slate~ Ihllt hu ... e nOI liIed ~uit 
can pntcnlially a..serl similar claim~; 

WHHRl:AS, Ihe SC:Illing St"lc~ Ibat have C(lmmenL-ed Iilipltnn hlIvc ~()UChll(l oblain equitable relief and d~mages 
under slule luw~ iru.:luding consumer pAllcction and/ur untilrgsl laws. in nrder In funhcr tbe Selliing SWles' Jlnlicie~ 
reg-m1ing IJUblie hCIIIlh. including polic;cs udopJecJ k~ aL-hieve II signitic:ant redll<.!linn in mx>king by Youth; 

WHEREAS. defenclanl5 have denied elicit lII1d everyone or the SetdinG Sialel;' alleSlilion~ of unlawrul .. 't>no.lllCl or 
wrongdoins lind tw ... c us.crtw " nUIl\t.c'r of defen5C5 101M Sellling Stutes' ..:Iuim.'I, whil:b defense., have been cnnte~tcd by lhe 
Selliins Sillies; 

WHI:!RI:!AS, the Sl:ltling SlatclI and the PlIJ1idputing Mllnufill:lurenlllre commitlwl(l reducing underage l"hacclI use 
by di.,cuu ... "ging sUl!h u~e und by preventing Youth w:t.-e5~ 10 Tol1:tL'I,.'O PrllllU<;I~: 

WII~RI:AS, the I>anicipilling Mllnuf:u:lurers recoj,!nile lbe concern IIf IhI! ttlhucca grower cu.nrnunily th:tl it IlIIly he 
ildwncely uffecled hy Ihe r"lenti~1 retiuctilln in tllhaec., (onltUml'lillCl re~ullins fnlm tllig ~ellll!\1II!nt. tl!amnn l~ir 

I:onllnitmcnt II) W!lrk ~~)\\penltlvely 10 uddTe~~ ,,'('nce!1L" uhoulll!e pntelltilll udver:<e cclmumic ilDl'~el on 50ch c:olnlnunhy. :lIId 
will. wilhin 30 day~ lifter Ihe MSA i::JIecutioll Date, IIIl:el with the polilicalleuderKhip of SIIlIC~ wilh 8f(\WCl' communilie~ 10' 
mldro:s5 Ihesc c:<:onomic c()ncern~; 

WHEREAS, the uncb'o;lgned SClllin.: Slale ufflCi:als helieve lblot entry inl!) Ihi!' Agreemenl and unif()rm C(lmenl 
decree!! with the loMccn·incJu~1fy i~ nece!t."lIry in UNCI' 10 furlller the S~ttlillg Slutes' JlOlicie~ designed Itl redU<.'e Ynulh 
~mllkinll. h' pmmllie the public hcalth anillo ~Ul't mon<:lUry pilymcnls tu tbe Selliing S\UlC$; and 

WHI:!RHAS. Ihe Selllil'lg Siulcl; and the Pw1ici(lllling Maflufactul'tr~ willh 10 avoid the funher elpense, dclil)'. 
inconvenience, hurden lind ullc:crtllinty {It·cllntinued. liligation (inclUding appe:lls (",m any venJic:I§). alld, Ihereti\rc. ha ... e 
agreed 10 setlle Ihelr respoctivc IUWlIIIil1' and (llllwi:1I cJaim5 pursullnllo terms whio.:h will :tehicve f(lr the Seuling SIUle~ lind 
their citizel1~ ~iJlnirrc;m1 fundins fur the :advlll1l.lemcnl or publh: healtb, lhe implementation (If imporlant tobao.:l:o .. re\aled 
JlUhlic hcahh me:t~urC5. including the enfun:ement Ilr the malldates lind restric:llol11 rcl:lled II) :IIlCh mCilMm:s. :as well liS 

funlling fU1'1i 111111(111111 round:llllm dedicated 11' significantly red~cinllllJe use ufTubacco ProduCI.~ by Y(l\Ilh; 

NOW, TIlEREFORi!, 8E IT KNOWN THAT, in consideralion of the Implement:lIion of 1<lbaeC:lI·relaled hellhh 
meluure~ .md the pllymcnk III be mIHle by lhe Panh:iJ"lling M:anufllCturcl"5, the rele:ll/e and di!>Crn.rgc of all c:1aims hy Ihe 
SelllinG Slules, qnd :clIch other cllnsiderution 3.'1 dc~cn'betJ hemn. tlx: sufticiency nl' which Is herehy :1I:knowled~. the 
Scnlioll Stalcs :tnd Ille Participating Manufactureo;, IICling bY:ln<l through tbeir lIulhnrizcll liGen"'. mClllori"lilc and IIgree II! 
rl)lh)w~: 

II. DEFINITIONS 

(:I) "AL'L'tJUnt" ha~ tbe meonlng given ill the escrow Agreement, 

(b) MAdul," me:ln~ any persun (If person~ who are nut Undcr:l~. 

(e) "Aduh·Only flillilit)'~ ,"e:tn~ a racilily CIf Ie.\'lrlcrcd lire .. ~wbclhcr (\)'en·air OJ enclosed) wherc Ihe Ill"eMl1r 
enMtl'e!< or h3.~ II r~st1nahlc hlLdOlttl helieve (~IlI.'" all hYi:hccking idcnJ.itic~tiltn .. " reljuin:d u11lL:r :lillie law, or by I!hec:kinl: the 
idcnliflC:ltion of any J'\'!r5l)n Dppe:ll'inll to he u~t the IIge ur 27) \hal no UnderAge i'CTlIOn is pT~nl A facilily OT Te~1rillled 
Ilrca need out be pennanenlly rc.'ilricccd to Adltll~ ill urder 10 eon~litule lIfI AcMI·Only F;lCility, provided that !he opcmlOl 
ensurc:~ or ha~ a l'C'oI~onuble blL~l" In believe tbllt 110 Underolge perniO i$ prelItlll during lbe event IIr time period in q1lC1Ction. 

(d) "Aftillule" meallll a peTSllR who dircc..1ly nr indire<:lly \IWns or enRtco"'- ill owned or C\mlr(lll~d by, (lr is unlkr 
~'(Immon Dwncr~hip or fo'O/llrlll wilh. anuther person, Sulely tilr PIJl'fl():ce~ tlf thl .. llefinition. the Itrlns "uwn,." "i)! I)wned" lind 
"ownership" rncull l)\Vneuhip uf :&n equily inlerel;t. or the cljuivalent thereof. of to perl.'Cnl Ilf Inure. and lhe term "fletwn" 
meUmll1n IndividWlI, partnership, I,:ommitlee. ru:.mci:Iti(ln. ,,·ol'fl\lT'.ltion or 1111)' other nrgllnizulion (lr Ilrllup of persons. 

(e) "A!lreement- melln; this Ma.~ter Selllemeni Agreemenl.ltlgelher witb!he cllhibit~ herell), D.~ il mllY be umendcd 
purJuunt Il) 5ub$cclKm XVIII(j). 

(I) "AIIIIC'.IDle SIwc" Jm;uJS the peromtllge ~ fnl1h ttlf the St;Uc in qK.~linn II~ 1i,;lcd in c~hibil A hCrel11, wilhuul 
rcgurd In any ~ub~IIUent altc"'~lilln or modification lIf ~ Stulc'~ perccnlagc sh'l~ :I!,'feed ICI by or IIIT\lIfIIl .my Slates; or, 
1IOh:ly fur the PUrJlOllc I)f c:.k."\I~tiRIl p'J)'menls under sub5ec:tlon IX(c)(2> (lind 1l000esponding puymenbc under SUllscclion 
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IX (i», the percent:lllt: dillCluscd fur the Slate in 'lue~IKm put1\llunt ttl !<uhlfectilln IX(c){2){i\) I,rio, III June 30, 1999. wlllKIUI 
rtgllnl 11) Bny sub:<o:quent altcrJtiun or nllxlifil;Ution of ~U\!IJ Slalc'~ pCrI."enl:lge shure ~greed It. by IIr amnng IIny States. 

{I!) "Allocbt~ P~ymenl" IlIcan~ a paT1i1:ular Seulln, Sl:lle'~ AIJOI:ahlc Share ilf rhe ~um /If .. 11 of lhe pa)'t1lent~ III 
II(' 1II:lIlc hy the Orisinal Participalillg MIIQufal."{Urers In 1he Yellr in qllulio" pur~\lnnl hI ~ub~'li\ln~ IX(e){l) lIlId lX(c)(2).II~ 
such (lIIYlIlCnl~ have heen adjuSled, reductd lind 1I11llCllted rur5uant to clau.t "finu" th,,'u~h the fir~t ~cnltnce Ilf clUlI,,", 
"fiIlh" .. f suhseclion IX(j), bUI before Il(lfliicll',<)n (If Ihe uther ntT~l<; and adjU!<uncllls dCl'I:rirn:d in c1ause~ "SiXlh" lhmugh 
"Thirleenth" Ill' 5ubsectioo IX(j). 

(11) "Bunknlptcy" mcans. with respect II' any ~nlily, Ihe commencemenl ot" :I CUl'«: tlr uther pnlCteding (whcl"~r 
y(llunlary IIr involuntary) ~cc:kjng any (lr (\) IIquid~li(\n, ~Ir"lnjt"titm. rehabilitatinn, ~1;eiYer!ihip. c(ln$fl'Vatnr~hip, liT ulher 
relk!" willi Tt~Jl'!l:1 III Slieh entily ,It il~ debls under Dny b:mkrnplcy. inmllvcncy nr timihlt JaIW nnw tlr hcn:llfler in etlect; 
(2)!be uppuinllnt:nt of II tfustee, ~eiver. liquidator. ~usludian liT 5imilar officialo!" ~uch entity tIT IIny sublOlanlial P' .. rt nf ils 
businel\.~ or prOl)wy: (3) lilt cunsent nf J:ucb enlity 10 any uf lh~ relid descrihed io (1) abuve (Ir 10 the appoinlment {If :m}' 
uftici:d de,;cribed in (2) 1I11(1ve in ;my ~ucll CIt.;,: \Ir <lther proceeding invlllunlarily comnlClICl.'Ii lIl; .. in~t such cnlily; tlT (4) lhe 
entry !If an order for relief ... ~ 10 ~uch entity under Ihe ftderul bankruplcy 11Iw~ liS nnw or Ilcl'elitlet in effect. PnlVidcd. 
hllwcvcr, that lin invnlunlary c:Lo;e IIr proceeding ot~rwise Wi1hitrllIC furcgning delinitiun ~hlln 1111$ be a "Bllllkruplcy~ if il is 
Ilr was di~nll~sed wilhi n 60 dafl' uf ils commencement. 

(i) "Br~nd N;lnlC" meun~ :a IIral1d n:lme lalone or in t:lllljullcliun with "ny other Wllro), lr:rd~IUllfk. klllll. ~ylnh(ll. 
Inil.ln~l, !'CHinG Itl\'.':<agc. n:cIl8niZll.hl~ Pldt¢l'A 1)( ~·()ll1r.1. ,,,. ~ny oilier indicia .,r pnKlUL1 ilh:ntific;rlion idc!nliclllnr simihlr tl). lit 
idenlifiublc wilt-.. lhose used lor :IOY dllllleslic hrand IIfTIlb:icClIl'roducl~. Prllvktcd, however. Ihat the term ~BI:l.rul NUll\<:" 
,hull 11111. include the cUllmr!lle ",line "f lIny Tuh:U:l:tll'mdul:l M:mufllO.:lUrer that lilies noluflc11hc MSA £"el:lllilln Date ~II u 
hrllnd ofT"hu~c .. Prrlducts in Ihe StuIC:< Ihlll ilWlu\ks ",ch CIllptlrllle DJIlIIC. 

(j) ~Brllnd Nlllne Spt>nsllr.hip" rnelln~ an Qthl~Ii<:, mll~i':1I1. al1i~lic. (II !lth~1 ",!Chll <II cllltur,,1 evenl :IS til wllil:h 
paytn.:nl is mottle (t)f lIthcf- consideration is prllvided) in eJll:lu&flge fur IISC Ilr:a Brand NamE! or NlIm('~ (1) U~ part IIf Ih" n~,"c; 
(If lhe cyc:nE or (2} 1\1 identify. lIdverti~, Uf pmmllle 51Jt;h event (If Iln ~nlrunt, p:arlic:ip:mt til' lellm in ~lICh event in uny olher 
way. Sponsnnhip 1\( ;l sinGle natialllll ar mulli-$I\11C: ~et~G or tour {Ihr elWmp\e. NASCAR (including 1m), number lit' 
NASCt\R ,.. .. ces», I>r 1.1' line: (IT lTKlf'e evell15 wilhin 11 sll'Il:le /lilliunuillt muhi'lll~le ,cri~ Ilr tour. ()I" (If un enunnl. p3rlidpanl. 
uncu.m 1:lking Plitt in cvents IMlnctioned by .. ~inglc lIJ1provinJ: orgunlz;ltiun {e.g., NASCAR nr eARn .... tln5tilute~ <Inc Brand 
Nalne SJ'lnn~(ln;hip. Spllll~lltl'hip Ilr:in tfltmnl. pOlrtic:ip;IDI. or tC1ll1\ by II Parlicipatins M;JnllfllClllrer u~inG II Dr,tntl N:II\IC IIr 
N;IIIICS in an evt!nl 1I"lt j~ (I;lrl uf;l !<O!rh=5 Ut IIIUt Ihllt i~ !OVunsllred Ity 5tu:h I'IIrti.:ip:lling M:lnllt"aclurer lIr Illal is parlllr a ser;es 
"r lIM1r in which any nne .)1" n\\lre events un: sl'unsured by ~uch Pattic:i(llliing Manuf:K:1Un:r doe~ not cllnslilule a ~"p;uale 
Branll Nlimc Spvnwrship. Spon,<t.r:mip of an enlTlint. p:inlcipllnl, <lr le;.lln by a P""icil':ltillS Manuf~clurer u~ing n Smnll 
N~me II/" NlIltteS In any evenl (or ~erie" Ilf eYel\l~) mit ~pllnlID~ by "u~b Purtil:ipating MQnuf:II:1\Jrer (lDstilule5 ~ Iir~nd 
Name Sponsorship. The lerm MBr.lnd N;Jme SpcIRN(INlhip" ~hllllllllt include un evenl in lin A.dull-Only Pacilily. 

(k) "BII~ine!<5 Day" mewns II day whkh i~ nolll SlIIurtluy or S\ll1d;\y {lr lesallll>lhlllY nn which blinks :Ire lIulhl)riz~d 
IIr tcquired I~l .:I')ge in New York, New Y nrk. 

(I) ~:lrtoon" mell1l9 any druwing or other depil:!ion .11' au obje.:I, penon. animlll. l:re:Uure (Ir :my ~imillir CuriC3tlln: 
111a1 ~aljsfiC:5 IIny of III<: ,'ollowin!: c:rilerill: 

(I) the Il~e l)[ c(lmic:.lly e1u1llgerared (c:ulllrell; 

(2) lh<: :turibuliuo of human Ch;lf:lf.:lr.ri!'lie~ to IInil1ltllli, planU or IIlh!!r (~hjco.:l~. ur Ihe ~imilar lise of 
IIl1lhrnpl'lIIllrphic tecbnique; IIr 

(3) the ;lIIributinn of ullnaturul or t!xlrahuman "hililje~, such a~ impefViIlU~I\l:~5 10 pain ur injury, X·rilY 
vi~('n, tunneling UI very high speed. .. or trlln'4t"rnlllliull. 

T/Ic: 1erm "Cartoon" illCludell "Jue C;mlel." bill does I\(l( Include any drawing or vthl:r depiclion lrun <1tI Jllly I. 11)')&, 
WIIS in u,;c in any Slate in uny Participating ManUrlicturcr'9 c(lrl'ol';i\1: IUSI) Of in uny Pllrticip.llinll MI~nufnctllTer'5 T~,bllCC<1 
Pr"duct rachgilll:' 

(m) "Cig:lrel~" ll111all:i Wly pnld\l~1 Ihut cnntai~ nicutine. i~ intended 10 lie hum!!!1 lit llculed 1In.;l<!r (.rdin3rY 
1.'''nditiCln.~ \)r Ul'«:, "nd clln~ist~ ()f Of I:nnluips (I) :my roll (If Illh~cC:<I wrapped ill pU(lCr 'If in my l;ub$lance nlll conillining 
tllbllc.:co; or (2) Il.Iblll:CO, ill any rutm. lh:Jt i~ fUlICli\ID:l1 in the proouC1, which, hccau.lt of i1lC <lp(lC;lriIllCe, the type IIf lot>:K:clt 
used in Ihe liller, \lr its packaging and labeling. [s likely to be <lrrcred tn. elr purchased It)'. Cilnsllmers a~ a cigareue; l1T (3) :my 
,,,11 (Kt"hacco wntpped in any slIb"l>Ulce .:ontaining lobuc.'CO Which, becau~e of its uppe:lran<.'C, tile 'ypo: (,r lohllCCll u,;,:d illt~ 
1JIk.'T. ur illi pllI:hglng iIJId labeling, is likely I(J be offered ~l, \1/" purcltllsed by, c()n:!tlmcrs a~ II cigllR":tlc described in clau:!e 
(I) or lhi~ delinilion. The lerlll ~Cjgllrtlte" includes "mJl·yuur·,I\vll" (i.e •• IIny 11I1~cu which, 1~,:l.Iu~ (If it5 appearance, 
Iype. r:lckasing. Ilf l .. belinG ill ~uitah'c fllr usc and likely 10 be uften:d kl, II/" pllrcrulml hy. conSUlrICl1I us 1,\I'Iilcc,' fllr Jnaking 
cil: .. rcllc~). CKcept til; rruvidcd in lIul!:;eclh)nS 11(1.) and U(nlm), O.032S OUIK:e.~ llf "wll-yttUr·()wn" torulCC() s~lIlI ,-"<lOstilule 
ur>e individual "CiSaJetle." 

(n) "CI .. im~·' lIIe;m.~ uny lind 1111 m,mner IIf civil (i.e .• nlm·crimilllll): claimll. dcnland~, ;l(.1ion~, lCUil5. eOIl!'e5 uf 
'1l:lkln. dUl1);lge~ (wheneyer inc"rred).li:tbililie~ of IIny nlltllre includinll civil pt'\I;Illie$lIIId punitive: d:uJlasell, ;u; w.!lIl1s I:,.sl~. 
e"-(len~¢1i lind "lIl1rncy~' fees (CJlC:Cpl ~s In the Orilllrl:lll'urtidpaling M:t"I.1"";lllr~rli· oblignlilms under sccliun XVII). knuwn 
IIr unknuwn, "u~po:c\1:d (Ir un~IISPC:I!I~!I, lICl:rued IIr ulu\l.:crl\ClI, whether 1~llal. cquilable, or ~l:IIul(lry. 
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(II) "Clln!ICnl Decree" .mailS II IIt:Ile·~pedt1c cnn.~nt decree Ill' de~LTibcd in "'Ib~ccliun XIJI(b)(IXH) of Ihi' 
AGreement. 

(I') "CllUrt~ m"un~ lhe re~pective ~()un in c;I1;h Seuling Siale 10 which lbi!! Agreement Qnd the Cunl'Cn! Decree 
an: prellCnled fllr ~rpntVal andAlr entry a~ to thut Selfling Stale. 

(q) "cserllw~ ha5 lite Inelilling glyen III the I!~crllw Allre.:m~nt. 

(r) "ElICrow Agent" I\1call~ Ihe e~cftlw _senl under lhe Escrow Asreement. 
(~) "/;;tI(!r{)w Agreement" means lin e$(..'rOW 1l1reemenl s!lb:llantlally lit lhe (ofm ()f Ellbihit B. 

(I) ~federal Tobllcco tegi~hlli(ln Onilel~ means Ihe off5et dc::Itribed in section X. 

(u) -final Appruval" mt:lln~ !be clltlicr r>f: 

(I) me dille by wbich SllIIe·Sp«ilit: Finality in a ~lIfTlCit:n1 Aumher of Set I ling 8Me!; h3~ nccurttd; or 

(2) JundO, 2000. 

Fur the purposcs ut"thi5 suh~eL'tjan (II), '"Stale·Specific Fill;!li1), in or sufficient numlter I)f Selllinil Sl'oIles" 
meall:< Ih;lt Slale-Speeitic fjn:tlily ha:; o~curred in IK>th: 

(A) II number of ~tlliAg Stal!!!!; equulto 1I11e0llll 80~ ()f I~ tmllillumber tiC Setllinl! Slale~: !ll1d 

<8) Settling S1;J(es havinllllggrega(c Allucable Share:; cqll'oIllu at ItlI~1 SO'll. of the loll'll :lggrcs;de 
Alhl\:;t!llc Sh;sre~ 1I~5illn\!:d III all Stilling Slates. 

Notwillul:andinl: the l·oresoing, Ihe Original P:lrticipliling Matnlfllt;IUrer!\ may, Ity Un~nilnolls Wrillen ugreemenl, 
W"oIive liny re1luirement (ur final Apprunl ""( fOrlh in ~"blccclions (A) or (8) II<:reof. 

(v) "f\lund~tion" m~Qn~ the fmlndatKIR de!;(!rihed in ~tij)n VI. 
(w) "lnd.:rclldenl Audill)f~ mellns ~ firm dclltribW in J;ubsediall XlIb), 

(It) "Inllaliun Adjustment" mcan, an lIdjumnenl In lICCordance wilb the fonnulas for infialiuo udjW\tll1t:nl" l'Cf (1!f1Jl 
in Exhihil C, 

(y) "Litigati"l Releusing PlIrtie!l Offset" mellft5 Ihe oUllet de~cribed in JItI\»;eclill1l XfI(b). 

(z) "Murkel Shure" IIlCUM a Tobll.ccu Pnx/uci M"nufllt:turer'~ tclIptclive I'harc (ClIpre~sed jl~ • pctl.-en1"Se) IIf the 
tl\llli numher \)r individuul Cigurcu,,~ sohl in the lilly United Sl:I~ IhI: Di~trici (If Cotuulbiil and Puerto Rico during thoe 
ul'Plicuhk; ulend'lr yc:tr. as mca,;u\"1ed hy excise "'!le5 I:mlel:t~d by lhe rccleral Jluvernmenl :md, in the ca.~~ IIf sule.: in Pucrl() 
Rittl, lIJbilrim.de cigarillos 1. .. )lIeCI~d by the PlIeI10 Riel} llIl1inJ: aUlhnrlty. FOI pUrr(~S of the definition :lnd uelerminalilln "r 
"Murkel Share" with re>-pecl 1(1 calt:ulatioru U/ldt;r ~ub~ccli(m IXCi). 0.09 ounce~ (If fif()11 your DWII" IIIh.IC~I) ~hall c'm~itllle 

one individual Ci!llfette; fill' pUT)ll)!105 Df the definilinn lind determinalion Df "MlITket Share" wilh re~pecl 10 all other 
calcul:llion~, 0.0325 nl/ll(,'CS of "filII }'tlur IIwn" tOOUCC(l ~h:l1l ClIlIstitutc one indjvldu~1 Cigi\(el1c. 

(:Ill) "MSA I:~eclliion Date~ meanH N1lVemhcr 23, 1m. 

(bb) "NAAO" IIleall~ Ille Nutinrwl A~sucilltil)1I IIf Auome)'l' Gener.l. Ilf it5 5uc:c:essur organilllti(ln tllal i~ directed 
by the AlIllmeys (Jenerql t{) perfllfl1l ccr1ain function!i. under tbis Agreement. 

(ee) "Nun·Purticirnltinll Mllnllf:il.'tUtcr" meIIns IIny Ttlb~u PnKiucl Mlllluf;\\.'turer that i~ not .. Plirlicipuling 
Mllllllfa\!lun:r. 

(lId) ~Nlln·Sclllins St:ltc.~ Rcdur:Unn" 1'IIe:lllll II reductiun lIelermiM'd hy multiplying lhe :IIII<IUOI 10 which ~uch 
redUl:litm lIppl~ by Ihe aggregate AlluclIblc SbllrelC uf lhulie SllIlelC Ihat Il~ \11.11 Selllin!: SllltelC on the date IS dayJ before 
~ucn p:t)'rn.:nl is due. 

(eoe) ·'Nt.ticc Pllrt~" tne:lnK CII'.-n Participllling MQnuflicturcr. eacll Se(lIing Statl:. the J:~L'l'OW Agenl, the 
Independc:m Audilllf<lnd NAAG. 

(CO "NPM Adju~'menl" means Ihe: 3dju5tmenl "flt'clfic:d in SIl~atK)ft lx("). 
(gg) "NPM Adj~:I'mcl\l Pen:enluge" tnC:lnll tlrc pCTI:enlllce determined pursuant 10 ~ubsecthln I !«d). 

(hh) "Originul Pllnicipllling M;\nuractll~rs" me'oIl1l1 the tolluwing: amwn & William~"n Toh:t<.'Cl\ C{)rpuraIKtn. 
l(lriJ1;ml Tnhu<.-co COfJ1puny. Philip MDrri~ lnoorpotaled :md R.l. Re)'llOld=o\ T(lbaccoCnmplIny, and the re~pectiyc IIUC«~~I>n 
of l:ach of the foregol"g. Blcepl liS ex~ly p"lVitkd in this Acr.eement, unce an enlily ~",es an Original P-.Ifllclp:u;1l8 
ManurlK.1urcr, ~llch enlity ~hull permanently I'C:lllin the ~latw; of Ori;imsl I'".srlic:ipating MlIlIlIf:ICIUrcr. 

(ii) ''Ourdoclr Advuli,;ing" I'IIeHIr.I (I) hillbooNII, (2) 5j811.~ and plaeurds In llrerta~, ~1allium~. ~hlJf.'Jling rtIlIlIs 4ftd 
Vitleu (illmc AT"~ (whelllef uny of tilt: f(lreguing ure open air II/" enckl~edl (but nol includins IIny ~uch ~illR (lr "llIl:nrd 
l(Jl:ated in an Adull·Only FaciliIY). lind (3):11\)' tIther adverlil'Crm:nl1 placed (A) nllldntlf", or (8) on lhe iluidc lIurl'ace of 1.I 

winlltlw facing (llllWllfd. PI\)Vjd"d, however. lhat UIe term "Outdoor AdlfCftisillg" does not mean (I) an lulvertisemenl on tlte 
OllUicJe lOr u Tollucc!I Prod,"-" manufacturing fllCilil),; (2) an illdividullllld\lerli~rnenllh:tt d()!!~ 001 occupy an a~ lurger than 
14 .quan: (cel (ond that nejlhe~ is ploced in ~uch proximity to lin)' olher :\11th ~dverti~emenl so a~ 10 creale :I lIil1glr. "Il\U~;1H;". 
Iype ~d VCrlillClJlenr I:lrger Ill;In 14 squlIre feet, nor runctiun~ 5!llely Ill! " !legment DC a Ilirger udveni~i ng unil or serk:.~)\ Gnd III~I 
i~ p,llK:ed (A) on the outside uf lIny relllil e~~blishment that ~eUll Tt.llacco Prnducl~ (nlbl:r than SlIlely ,"mUll" It vending 
rnllChine). (0) lIutside (but on lhe pmrocl1y ot) any such e,;lohliKhmenl, 1)1" (C) lin the iMide slIrface (If a windllw f;KinG 

J 
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oUlward in "ny sm:h establishment; (3) an IIdvenis~mtnl inside II retail eSlabli,hmcnl Ihal sell~ T(lh",.:~·o I'RllIucl. (uther 
Ih"n solely Ihrough a vending miIChine) thai is nol p[lIced un lhe iru;ide ~urface (If a window flldng lIulWard; ur (4) .m 
oUllkwlr udveniscmcllI HI Ille sile ~,r an evcnl 10 he held at an Adult·Only f"cilily Ihal i~ piKed al such :lile during Ih~ 
p~ri.,d the fucililY or cndo:ICd arn l:UR:ltilutcs ;In Adult·Only tlllCility, but in lin cvenl more Ih,m 14 dllYs bernre tbe cwnt. 
lind Ilwl dllcl' nn! ,utverlise any Tubaccu l'mdu~1 (other thlln Ity using" Brand Name In identiCy It-.e evenl). 

(Jj) "1'arlic:ip;lIing Manufacturer" I'IlCJIns .. Tohllcco Prnduct Manulacturer Ibat is or becomes II signalury III Ihi~ 
Agreem~nl. l'f\lvK!ed Ihat (I) in the l:;asc of II Toh:lccn Prnducl Munllfoolurer lhut is not an Orig;'II.1 Punicipatin!! 
MunufllclUter. sll~h Tobllcco Prudm:1 M.mufill:lurer is huund by Ihi:( Agreement ami the Con!<cnt D~cree (llr. in 'my Sellli.lg 
SllIt.: Ihal docs nlll permil amendmenl "r the Cllnst'nl Decree. a consent decree cllntai ning lerm!' identical lei Ih!l"~ ,",I r~'rlh ill 
Ihe Cnn.~n' Decree) in all Sc1tling Slate~ in which Ibill Asreemenl and ,he Consent DCl:fcc bind,. Ori~inal Purlicipaling 
Mllnutilclurer~ (provided. bowcver. that ~u~:b Tnbacco Proou4..1 Mllnufaclllrc, need Ilnly III:cnme Imund hy Ihl! CI'Mcnl DCl:r<!c 
in Ihuse Seltling Slille~ ill whlcb Ihe Sclliing Slale hllS filed 1I Releused Claim ilJlain~t il). and (2) in the \!Il.(e uf a 'rllbaccil 
Prnduct ManufuclUrer t~al sign~ Ihis Asrecment afler 1M MSA HlICl:uljuII l>;lle, such Tuba=, I'ruduci M'lnulaclur~r. wilhin 
II remlull:lble l'.:ri"d "flime after signinl: this Allreemcnt.lnalics ,my pilyl~lll~ (induding inlcreli\ I here., .. at Ihe I'rime R:I~) 
Ihat il would hllvc I1ICen ubligall:d 10 Inak~ in Ihe intervl!ning Ileno\l had it bcen :I sign:&llIry !I~ of the MSA t::!tcclltion Date. 
"P:lrticiruling MilnUra~1urer·· shulllllsl) include the ~UccClllll'r of .. PaniciJlOlling Manuf~1urer. ExeeJlI a.~ cllpre~~ly prtl'o'ided 
in Ihi~ Agreement. one" an entily become~ 1I Participulil1g Munllfacturer 1>ul:h entily shall p<!rmun~ntly ret~in Ihe ~Iatus IIf 

Participaling M,mufacturer. Eilch I'articipaling ManufllCrurer ,;h,.11 rt&ularly r"purl its ~hipmenu of Cig<arelle" in or 10 the 
IiRy United Stlltes. Ihe Dilctrkt tit Columbia and I'uerlo Rico to Mllnagement Sci<:m;e A~~llCiale,.lnc. (or a ,uccewu elllily 
liS !leI rutl" in ~ubsection (mm». Sulcly for ptlrp<llId \Ir l:akulatKlRS pursulAnl kl sub,ec\iun IX(lI). a Tuhucco Pmdu .... t 
Manllfaclurer Ih,,1 is mIl a sillnulory tit this t\greenterlt llhull he dc.:1UCd 10 be a Mr.1rticipaling M'.IIlU"";llIrcr~ if lbe OriJ,liMI 
I'arlicipaling Manufolctur~rs unllnim<)II~ly etm~enl in writing. 

(kle) ''J'reYI"u~l~ Settled Stllte.~ Reducljnn" melln~:I ~lAA;tinn determined by multiplying Ihe almlunt tn which 5\11:h 

reduclion appl~ hy Il.4!i()()(J()()'Jl" in tbe cu_-e of paymenb due in Il' priur Iu 2001; 12.231:\1'6%, ill the: eU$e uf p;.ymrllts 
due aller 2001 hUI hernre 20111; lind 11.0666667%. jn th<!clISC "fpaymenls due in orafler 2018. 

(II) "I'r;'1\I: R;Jte" ~hall m~n the prim'" mle 3~ publi:ohl:d I'rom lime III lim", hy Ihe Wall Sued JlIllrnal nt'. ill the 
evenllhe Willi Sireel J(lurnul is no Innger publi.~hed ur nu lonl,'1lr publil'hes such rolle. un C<luivalenl !<ut:~"C~sor relerelll:e rul': 
IIclCT1l1ined by Ibe Independent Auditor. 

(mm) "I(ehllivc Markel Shill'l!" lne!UlS :tn Origin,1I I'.miciratins M:rnuf:lclurer'l< ~spl:l:ti\'.: shnr~ lellprc:~,...,d "s :1 

re~1:nl~te) of the Inlul number ,.( il1dividu:l1 Cig:arI!He:; shiJlJled in IIf hI tile fifty United S\;IIes. tile Di)l!ricl \If Columbia lind 
Pu.:nu Rico by 1I111he Origirud Parlicip;ding Manufucturer .. during Ihe -.::lIendilt ycar immedlllicly preceding the )leur in which 
the paymen, ul i~~ue i.~ due (re.llordle.~s tit' when :luch payment is millie), .15 mo:a~lI1ed hy the Origin,,1 Participliling 
Mtlnlltilcturer5' reJlnrl" of 5hiplnent~ Ill' Cilr.lfelteg Itl Management Science Ax.,"d:lle~. Inl:. (m u SUCCl!!O$Ilr entity a~"Ccptahle 
\\1 bllth Ihe Oril!in~l Pllrticipaling M;Jnulilclurers und U lnajo,ily or Ihll:>e Al!lImeys General who :arc hoth Ihe All(lrney 
Geneml nfa Selliing State und u memher urIbe NAAG execulive commillec II' the time in que~til)n). A Cig:trclIlI ~hipJletl Ity 
IIInre llwn nne Partleiputing Mtlnutilclurer sh.1I he deemed tI) huve ho!en 'hipped ~l,'cly hy the fir~1 Pllflicirmling Manufacturer 
10 do so. ~or purpnses Ilf Ihe definilion and delerminullon IIr "Reloltive MMkel Sh:lre.~ 0.09 uu~"CS I)f "roll your own" 
lobllC":U ~h.dl c(Jn!ltitute ane individual Cigan:tle. 

(nn) "Released Cluims" mean!l; 

(I) tor p:llli ...... nduct. IICt~ or umi~~iun5 (including any dutmlgr~ i ncuffed in I he futun: uri~ing fmm such [I.,SI 
I!llndllt.'1, Kel~ or ulnb:<iuns). thD.'lI: Claims din:ctly lit indin:,-lly IYJ~d on. :lIiJing "ut of ur in lIny w:ly relal<:d. in ""hule or ill 
parl,tD tA) the use, :(ale. di~tribulion. munu(ut.'lure, development. adverlj,:ing, llI'Jrlc.eUIIIl Dr heilith ef'Yecl~ tIl'. (8) the Clll'Il~'Ure 
IO.II1'(C) research. ~Iat.:me'lu$. or W:lrningl reCllrding, TubacCl1 Pflldul:tli (includinG. but oot limiled In, the Cluim.~ u.'<:Ierled in 
Ihe al:lion5 idenlitled in ~xhibil D. or any I.·tllnparuhle C1aim~ that were, CUll hi he IIr clluhl have heen "j;~erled llllW l.>r in Ihe 
fUlure in tm,l'e IlClions \Ir in any c(Jmp:tr.&ble :u:lion in teder .. l, ~tate Dr kM:llI I:nurt brought by II Se"lin~ SUlle or a Rclc ... ~ing 
Party (whether or nm such SeUling Slate IIC RelC'.!~ing Purty ha~ bmuglt15uch aClinn)). ellccpl fur claim~ nnt :t.>(scrled in the 
:1C11{)n~ hlentilietl in Hxhibit 0 ('or tlUl51i1nding liubilily under ellhling licensing (or l'imilur) fee laws or cxi$ling lux luWl> (hul 
nol tlll:cptilll! claims fnr J.IIly tUIt liability IIf the Tnbacc\\oRelllted Organizatillm Clr ... 1' any Reku:<c:d Pllrly wilh resp~"\ III ~u(;h 
Tuh:u:cu-Reluled Or!anizaliun$. which cluims are covered by lhe releulle;and clI\lenanl~ SCI forth in thi~ Agreement); 

(2) 1(" future I:onduct. lICt~ (If OIni!<si(IO~, only thUIle 1l1onetOiry Claim, directly Clr indirectly hlJ~,1 1l1I, 

nrisillS IIUIIl( or in uny w-.ly relaled tl', in whol~ Of in part. Ibe lItt IIf or exposure tn Tuhacc" ProdUCIS lnanuf:ll:tured in Ihe 
ordindry ~'\,ursc lIf business. including wilhlluilimitatillll :lny fUlure CI:.lim~ ttl/" reimhUr.ccmenlllr health cure CIlSl'< ~11c"edly 
as.'lIcimed wilh Ih~ use tlf\lrellfll~.ure 1\1 Tobllccn Prtlc)UCIN. 

(till) ··\{ele.~ed I'llrliesft lI1eIln~ "II PurliciJlilIing Manufacturers. th~it past. pre~nl and 'UIUn: Afiilialcs. !Jllll Ihe 
resp.."CLiYc divi~il)n~. IIfncerN, dir«lurs, emplnyees. tcp,.:~ntlltivcs, il\);un:r~. knder~. underwrilers. TubacclI.R~l:lled 
Orll,miz3Ih>ns, trud~ oll~ucia{iun~ l!uppliel'll, 1l1:~ls. auditurs. advenislng 'I!:encies. puhlic rel;oljllll~ enli!i.:s. allnm.!y~. 
rClaik:r~ and db1ribulnnl lit" any Participating Manut":II:ltlfer "r IIf any liueh AfIIliDlc IlInd Ih.: pre<leccs""rs. heirs. CII.CCUlnrs. 
IIdminlslrollors. successon: lind :I~,.jgM or euch of the foregl,ing). Pmvided, huwever. IhOlI "Released "'3nics~ due!> nlll include 
IIny pcrson Uf' enlity (including. l1ul nllt Iimill!tllC', an Artiliale) thaI is it~elf a Nlln-l'arlicipDlinl! M:lRufiK:IUT~r ~t IIny time 
lifter Ihe MSA.lix.:culiun O:lIe, unlcss sUl:h p<!r~"n tlrenlity bet:()n1O:~ a P:trticil'''ling Manufl>Clurcr. 
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(PI") "Rel.:a:.ing I'arlieg" means e:leh Setlling Stale and uny of ils past. pfClICnl and future agenl~. IIfficialJ lICling 
in their otTIci:d capacities, legal repre.ooentutives. alle~ies,lIepDrtment~ <»mmi5~unll <lnd diyisilln~; und U!~II IJICUns.1O lhe 
full eX,Cl\1 uf Ihe power of the signalnriCll heret(l til releilse I'OI-'!t, present and future ebims. the "IUowing: (I) :my Selllillg 
State's subdivisi(ln~ <l'Illilical IIr olherwise. including. bUI not limited to. muniei(lillhic~. cOUII'ie~, JIIIrishe~. Villages. 
unin..:uryour:llcd di1(lrict~ und oo!q1ital districI5). J1Uhlic entilies. publi<: instrument:alilie>lllnd public edUl:ali(ln;tI inslitutiun~: lind 
(2) persllIls or en lilies aClin&: in II parCll5 Plltri:te, stlverelgn. qll~si-:«'Ytreign. privllte IIttorney I!enenll, qui 111m. 1lI11Jlilycr. or 
lilly olher (!II~ci!y, whelher or nOlliny ,If them p;ttticipule in tlli~ Jculcmcnt. (A) \lIthe extenilballlny such I'er~nn iii' cntity is 
seeking relief on behalf I,f or generally ap(llicable 10 the general puhlic in !luch Settling Stllte or the pellrlc IIf the Siale, 11.0; 

'>fIposcd solely 10 private ar individual relief ror Jeparlile :And distincl injUTie.~. or (8) 10 th~ utenl lhut uny su~h enlilY (as 
oppo:led I() an individual) is seeking rel;ovtry of he;alth-c-.. re expenlleS (nl~r Ih:tn premium lIT C"oIpila!ion paymenl.~ rllr the 
benefit of Jlresent or retired sill Ie cm(lloyees) paid or reimhur,;ed, directly or indirectly, by a S~ttling Stille, 

C'Iq) "SenlinsStatc" means .\lY Slale thaI ~il.'I15 thill Agreement on (II' before the MSA. i:xecutiDn o-"Ie. Provided. 
ho~ver, Ih:tt Ihe lerm "Settling Stllle" "h:dl nllt include (I) Ihl: St31Cli IIf Missh'~ippi, Fhll'idOl. Tex ... ~ lind Minnesula: and 
(2) ilny Slate IL~ kl which Ihi~ Agrecment ha~ heen terminated. 

(rf) "St"le~ mellns uny stille lie the Unilw SI;\Ces. the DL'ltricl of Columhi1l. the Communwealth of Puetll' Rko, 
GUlun. the Virgill Mand5. Americ:.:an SIIIrKIII. lind Ihe Northern Marianil.'l. 

(~,) ~Sl:lte·Spe~irlC finlllilY" mC1\nll. wilh tC5ped to ~ Sellling Stu Ie In quutilln: 

C I) lhi~ Agttemcnt and the COl1llCnt Dc~Tec: Iwvc been approved and enlered by Ihe Q.,un :llI to ull Original 
Pmicipating Munufucturefll, lIr. In lhe evenl of an IIppe!l1 fram or review \If a decisinn of the Caurl t •• withhold il$ IIppn>vlIl 
and .:ntry of this Agn:cn\enlllnd lhe Consent Decree, by lbe ~(lurt hC<lring :<uch urpelllclr cnndut:ling such review; 

(2) enlfY by the Cnurt hall been mode of lin order dismissing with prejudice all dllims against Rclea.1(d 
Partie, in the .criLln all provided herein; lind 

(3) the lime f(lr orreul or to seek review of C\I' rennil\~ioo It, appelll C"ApJlelll") from (be lI('p1tlY:.Il and entry 
a.", de, ... ribed in 5ubsuli ... n (I) herc.or :IIId entry IIf such order descrlhed In suh~ection (2) herellr ha.. expired; IIr, in the evenl (If 
;11\ Arpclllli'uln sudt "rprovul lind ~ntry, lile AJlpeal h:ls heen dismissed. "I' the appmvul und enlry dClll. ... ibetl in (I) hereof 
lind Ihe urder described in sub:lection (2) IIcreof huvc been amrmed in ;allmdleri:ll rcspecl~ by the coun of III~I tclI\'r\ In whkh 
l'uch AJlpeal hus "cell h.ken and such dj~mis~1I1 or IIffintlllflCC ha~ become no Innger ~uhject Itl fllnher Appeal (incillding, 
withlKII limil;alinn. review hy the Unlled Slllle.~ Supreme Court). 

(11) "Suhsctjucnl l'anit:iJlllling Manufuclllrcr" mean.~ a TolY.acCII Prndllct M:mllf:u:lurer (lither lhan an Ori,inal 
Participaling Mllnufllclurer) Ihllt: (I) is II Participating Mnnuf:ll:turer, anti (2) ill II $ignlliory tl. thi5 Agreem.:nl. regllrdr.:s~ \,1' 
when such Ttlhacc(l Pntduct M~nufactllrer becllme II !ligna lOry 10 'hi~ Agreement. "SubllCquenl Participating Milnut"lIclurer~ 
~hllil ahl> indude the lI\lC~~~"rs \,f ill Subsequent Panici[IUting M"nuCucturer. E~cept 1\': expre~.ly pl< .... idcd in thi~ 
Agreement. tlnce an entity becomell 11 Sub!lequenl rarlieil'aling Manufacturer lIuch enlily ~I,,'II permunently relain Ihe 5lutu~ 
"r Sub~equcnt Put1iciJllllinl1 Manuracturer. unles~ it IIgrces In 1I:I."ume the IIbligatilln~ lit' an Original I'urti!:ipntinll 
Mllnufuciurer Ill> Jlrllvi<led in lIuf1;1eclilm XVUl(c). 

(UIl) ''Tubm:cll Product ManufUCIUl'er" lneun:! an entity lhat lltier the MSA E~eculinn Du,e dirc~1ly (and nllt 
ellclu~iyely thn,ullh lIny Atlili;tle): 

( I) mitllllfmctures CillllrelleJ lIttywbere that such m:tntlfllclllrer inluds II. he ~old in lhe Sl~!e,. i nciudins 
Cil/llCelle~ inlended 10 be !COld in \be Stutes through :An importer (ex~'ept where ~uch importer i~ JU\ Origimll Parlidpuling 
MunufaclUrer tillli will be 1\:~1"'n5ihle ttlr the puyme"l~ under Ihi5 Agreement with respcct 10 5Uch Ci~lIrl:lteg II~ a re.'U11 uf lhe 
pnlvisioru; of lIubllection~ lI(mm) lind lbat p:ly~ tilt tallCS lIptcitied in ~uhsf;cd ... n 11(2:) on ~uch Cil!llrel\e~. !lnt! pro'Vio.!ed Ihat 
Ihe rnanurllt:lurer of lIuch Cigllrellcs does nln mllrk.et (If ad'Verli.'Ie ~lICh Cigareltes in the SllIt~); 

~2) is the first purt.!ilH~er anywhere fur rel:llie in the S\QIes (II' CiSilrellc:s munufaclured lIII)'whcre that the 
m;tnllf:u:turer dne~ nal jntend ta he ~(tkl in the States; tlr 

(J) bCl:ames <I suu:e:l..;or 111'111'1 entity dc~-ribed in ~ub~cction (I) "r(2) ~bove. 

The tenn ~Tabuc~,\1 Pruduct M~nur"clurer" shull not include un Affiliale !If II TOh-olCl.') Producl M;anufuclurer unlC1>"'J 
,;uch Artiliale ilselffull~ wilhin .lIny ~I( 5ub~clion5 (l) . (3) IIbuve. 

(",V) ''Tllhace~, Pn.)dul:ts" meun,; Cigllrelte~ lind :lmllkeless tobacco prodUCI~. 

(ww) "T1.hl\(.'(.'(~Relllled Organiulions" 1\1C1ln,; Iht Cmmcil rur Tubacco ReselU"ch-U.S.A .• Inc., The Ttlh~'<.·o 
In.,ilute.lnc. ("Tl"), lind Ihe Cenler fol' Indt)()r Air Research,llIc. {"CIAR~) and tbe SUCt.:e.ClIorS, if any. (lfTI or CIA\{. 

(xx) ''Trunllit AdVO'tillemenl~" mei\115 IIdvcrtilling Itn or witbin privule or puhlic vehicle.~ and :111 :&r.lverli~em.:nl~ 
placed .aI, an or within any hus Rop, lad lUIInll, Ir.lnsr"n:ltion wDiting IlreJI. t,,,in ~talilln, airporl ... r uny ~imiJ;lr locoltion. 
NlIlwith~llIndinl! lhe rureguing, tile lerm "TrarWI Advertil:cmcnt:<" dClC:~ mil include (I) ;my aliveniscment pl~-ed in. (Ill tIC 
oUl.ide the prelnise~ of tiny relolil c51abli!lhment th~1 !Oell~ Tubal:cu I'roducts (nther tban solely Ihruu~h :I vending 1n:K:hinr) 
(CI\(;~pI if ~uch individlllli advcrliscllH.'nt (A) occup~s an UI'CII lurger Iban 14 lIqWlre feel; (8) ill plaL'I.'d in l>'Uch proximity 10 

any uth~r 5U<:h oo\lerlisement $0 II~ t(J c~ate a. single "mtl~a.jc"-Iype advcrlillell1enllargerthull 14 5IIu:are feel; IIr (C) functiun.~ 
~ulcly 115 a !legment (If IIIt1rger udverti~ing unil (If scrie,;); nr (2) adv.:rtisins al the site of lin event lu he held al un Adult.Only 
rm:ilily that il placed at ~ul,'h sile: durin~ the period Ihe (!!CUlty ur en..:losed area c: ... nK,itules "II At1uh~Only fucilily. bUl in nn 

5 



A
-6

eyenl mort: Ihan 14 days bllrlln: the event, lind thai do~s lI\lt IIdvertise My Tllha\.'\!u l'fllduc:tllltn.:r than by usl,,!! ~ tlr.llld 
Name III idenlify the event). 

(yy) "Undcntllc" melln~ youngcr lhan the minimum age lit which it is lell:,1 III ptlrchus!: IIr PUSSCS$ (whkhevcr 
minimum agl: is older) Cillarellll~ in lh.: uppJicuble Settling StUll!. 

(zz) "Videu Game Arcildl:" l1Iean5 an cntertainmenl eSllIblishmenl prim:.rily L'"lsisting IIr vidcu g"'ne~ «lIhl!r .han 
vid~1I ganles in.endl!'\ primurily rllf use by per~uM 18 yeariH,f :lge or older) :and/or rinllall machlllc~. 

(aa:.) ··V .. lu'lle Adjuslment" mcun~ an upward or d.)wnwotd alljustmcnl in :tecllrda~~ with the formula flit YnlLlm~ 
:I,jjllstlm:nl~ sci fllrth in exhibit Co 

(hllh) "Yuuth~ lneun.~ any rerum or pers"n!' under II! ye;ar~ uf agl!. 

Ill. PERMANENT REURF 
(3) Pruhihirinn lin YOlllb TI.tVSljnS. Nt! J>-.ITIiciJlllting Manufacturer IMy IlIk.: an), tleliun. tlin:c1ly or indire"ly, 10 

largel YI.ulh within IIny SCltlil1g SIUle in the adverti5ing. ,""u,ooliCln ur marketin!: of TubtK:cO Pwdu.:B.uI lake any aclinn the 
primary purpll~e nl" which is 10 inilil.te, maineain 01 incl"O::I.'Ie Ihe: incidence of you.1l sinoking wi.hin i1ny Sentins Slab:. 

(b) SilO OD U~, of Cartoons. 8eginnin, 1110 du)'S ufter Ihe MSA &'Icculion Dale, nil Parlicip1llinl! Manu(uc.un:r 
IMY U~ 111" C-.luse (0 be u.~c:d 311)' Call1KJn in (he IIdvertising. pmmnting. puckullingllr ["beling or Tobacco I'mducls. 

(c) I jmili'li!ln ofToboccn Rmnd NmJl£ Snon~urshlns. 
(I) I'tohibited Sn!tnstlr~hips. Ana the MSA l!xeculloll Dille. 110 P:articip'lting M~nufaclurer mIl)' engage 

in IIny nrolnd Name Spunsouhir in any SWIC ctl""i~tinll (,r: 
(AI CI'O .. ~fl~; Of 

hucke)' Jellglle. 

(8) c"cnl~ in which thc iniendctllludicm:c is cOlnJlrllGCd Ilf a signilicllnt percentage IIf You,h; or 

(C) event~ in whicb lilly paid panidp,lIIlS ('rcllllte.~tanl~lIre Yuuth; or 

(D) jlny athklic eVl!nt betwccn t,pp'r.ling Icalll~ in any limlt",n. h'lske.hall. 1Y.I,;c:rn.l! . .'KK:ccr IIr 

(2) Limited SDtlnmrllhiM. 
(A) Nu I'urlicil'atiog M~nur:II:IlIlCr may engngo: ift nlUre 'hom llIIe Ur:Ul<I Name Spons"r~h;1' in Ihe 

S.mcs in any twelve·lI\onth [lI!ril.d (such perind Inc..~ut"d fl"llm the d:ll!! of the inili,.1 ~pllo,;tlrcd event). 

(8) Pmvided, huwever. loot 

(iJ ntlthing cllnluined In !l1Ib:section (2)(A) Dlm\IC NMIJ require a Participating 
Manllfucwrer to brc:oac:h or terminale lIII)' sptlnlltll'llhip <!OAlmel in exilllcnce a." Ilf AuSu. .. t I, 1998 (unlil Ihe c:Jrlier of (~) the 
current lerm of Ilny clIis.ing conlr,lI:I, withllut regard It. any renewal or opIiun Ib;d may be cltercised by 5uch rarticipating 
Manuf;lClurer or (y) three YC:Jni ar.er tho: MSA Hltc:cutilln Date); and 

(ii) IUllwilnswnding !'ub:<ectiun O)eA) IIbtlVe. BnlWJ1 '" William""'n Tobu .. 'C1I 

Curporalion may ~"(lnwr eilher the OPC cllunlry mu~;c re~'iV"dl or Ihe Knill jau. fesli .. ul Ull il~ IInc annual Brlloo N'lme 
SponslIl"lOhip permined l'uTlIUant to ~ubsecli(ln (2)(A) U~ well ;&$ mle Brand Nume Sr()n:cor~hip permilled pursuunt III 

~ubscctk'n (2)(B)(I). 

(3) Rc!;ik;d SroQlKlflihin Ref'rictiun~. With resped tn uny Brllnd N~nle Spon5tlrship permitted Imdcr IhiJ 
5ub:in;tion (e); 

(A) IIdvenil.ing Ill" the Bnmd Name Spon.'l!Jrlihip event ~b:a1J nllt IId"LI!rli~e uny Tobllccu PRKluct 
(mher thlln 1>)' IIsin1l1hc: Brund Nillnt: to identify such Brand Naml! Spon.~ntllhjp ellenl); 

(B) no Particip;lIinB ManufaL1urer ntty reter III a Brand Name SroniiOrsltip event or III a celehrity 
Clr other pmon in ruch an event ill ittilld .. enl"ing (lr a Tohuccn f'mducl; 

(C) I\I.thing contained in the pnlVj~itln!< Ilf 5umeclillll lII(e) of Ihis Agrulnent _1>:111 ul'I,ly '" 
ac.iUM I;)k~n b)' any Participuling Manuracturer in cUllnectiulI witb II Bl'llmI Name Spon.~nn;hill pcrtniUed pursuunt 10 the 
prnvi_it>n..< of ~ubscc1i\ln:; (2)(,\) IIlId (2)(B)(i); the BriUld Name Spoo50r:!hip pemtitted by ~ub~ectio.ln (2)(B)(ii) ,;hllll he 
subj~t tl) the restril:,ioo.~!lr subsection lU(e) exceplllr.ll5IJCh ~1riclionll ,;h:dl mil prtlhibit use of lhe Ifr..tnd Name to identify 
the Br..tnd Name Sponlcur.chip; 

(0) nothing contained ill the provr,;;on.'I \If .'IUbsectinn~ 1JI(f) :Inti 111(1) :dJun apply 'll IIJ1JlurI!"1 \JI" 

other merchandise: (i) marketed. di~lribulcd. offered. sold, or Ik:en-"Cd at. the site (It· a Brand Nume Sporn;or~hip per'l1i1ted 
pllrslllInl to s\lb~ccliIlJl~ (2)(A) or (2)(B)(i) b)' Ihe rer!lt1O to which the Televanl PareicipD'in!: Manufacturer has I'rovidcd 
Jlay~1J1 In exchange for Ih~ Ul'e \If !he rekv:mt Dr .. nd Name in Ihe B".lnd Nume Sponl'llllihip IIr it third·pany Ihat dues nllt 
receive "~YIII~nt Irllm the relevant Pllnicip,lIing t.bnufat.1urer (II' any Arfiliille tlt" .uch PUTlldlJaling Munutilcturet) in 
cltnncclion with 'he markeling. dj~tributi .. n. utTer. NUIc lIt Iicell.'IC of .ucb IIpJlllrel nr utller merchandise; or (ii) used :11 the .ite 
uf ~ Br..tnd Name Sponsol"llhip pc:nnitted "unmunr to subseclion (2)(A) Ilr (2)(8)(i) (during sucll event) 1b:1t lire nut di~lribul.:d 
(by sall!·C1r IAAerwise) III .ny member (If lhe generlll public; und 

(H) nothing cunlainl!d in the pftlvi:;illn1l4)f SUbll(clilln lII(d) ~haJl: (i) upply In the us.:: IIf II Bruml 
N"me lin II vehicle u~ed in II BrllDlI N:lllk: SI)"lI."llr~bip; ttr Hi) IIpply til Outduur AdYl!rti~inG ,.dwrlilling Jb,: Drilnd Num.: 
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SpllnSt'rlIhip. 10 .he extclII thaI such OUld(lur Adverlising is "I:IL'ellllllhe ~ile of a Brand Name S"on,,"rship 01' more .baR 
I)() d .. )'~ heflin:: .he start of ttlC initilll spun~ctn:d event. il; removed wilhln 10 days uftcr Ihe end (If the 13(1 sponslIlCd event. 
and i~ nt,t pI"I)hibiICd hy lIublltctilm (3)(A) I.bov\:. 

(4) Punota!,; Name Spnn~nrships. Nlllhing in Ihi5 $ubsectiun (c) shall prevenl a Pllrticip;l1ing 
Munuti.u:.urer frill" ~pllnsorinll Ofca\llling 10 be S{lIJllsored any atbletic. musical. artl5lh:. or other "oei;)1 or cuhur.l! evenl. nr 
any entranl, participant or lelm in such ewnl (or 5eriu of eYenl!l) in the name or the torporalion which m-.JnufaclllrclI 
Tltbat~n rrllducl~ provided tbatlhe corporate nalnel dlle!l nol include IIny Brand Name of dl'melltil; Tl.lbiKCIJ Pmducts. 

(S) Naming Ri1:ht~ Prohihjtinn. Nn Pur'icip;lting Manufacturer may enler inll. any u~ment ror the 
n_ming ri!!hts of un)' :l1~dium or ;arena located Wilbill u Selllil1l: Stale ~ng II 8r..tnd Name. and shall nUl nlhetwi~e c:au.~e a 
1o"1l1dium lit Mrcn:, located wltlJin a SCllling Stale to he lIa~ with II 8rand Name. 

(6) PmhjbjljllD lin SnuONuring TumS nod LcugUSi. No PllrliciJla'ioll Manuracturer m:I)' enler inlll uny 
"~rcemenl pur~uDnl tl) which pll)'tl'lenl i~ made (or tllMt oon.'riderlllHm is providt:d) by 5u.:11 PlIfI icip;lting Manulu.:lurer III Mny 
runthuJl. bu~kcthuJl. baseball. lICICcer (lr ", .. :key league fur IIny team iovllived in any such league) in I:lICliange for u~c: I)f a 
Hr.,nd Name. 

(d) Hliminu.iun (lC Ou!dollr Adnr.i,jng and Transit Atlvcrtisemenl1l. E;n:h Participating Manufacturer ~hun 
di,;cnndnllc Ou!duor Adve'1bing .. nd Ttan~t Adverlisemenll; lICIveni~ing ToOOCCII Produclli within the Sell lin, St:t!es I~ ~I 
furlh herein. 

(I) &.m!wtl. Except .. ~ o'herwiNc provided in thill IGCction. eudl Panicip;llinc MllnuriIClurer shall remove 
from within .he Scttling SMell within ISO da),,, lIt'ter the MSA ~lteculitln 1)-.I1e all of its (A) billboards (10 the cltlenl \rn.t such 
hillbllard5 constilute Ou.cJUI.lr Adverti~ing) :&dvertiJ;ins TlIhacco PnlC.lUC'N; (D) sign.~ :1m! r!:IClIMS (It I the extcnt liIal :lUCh 5i!:1n~ 
and plac-.&nb CiIO!;Iitute OUldcl()r Adverti,.jng) adverli~in8 Toh:&'i."n Prodllcl~ In urernl~, 1IIadium~. ~ho(llling millis lind Vidcl' 
Game Arcudes; und (C) Transit AdvertillemCnL'I ilclverti5ing Tobacco Products. 

(2) Prubihjtjnn lin New QUld!l()( Advcni~in!! jlUd Trun.~il AdyenisemeDl~. NI' Purticipalins Mllnuractllrer 
In:.y. al~er .he MSA t:JlCl:ulilm Date, plllCc or L'ltUSe '0 be pl&-ed :my new Outdonr Adverti5ing IIlivl:r1isins TohllCCII PTuducl' 
IIr IltW Tr:m.~it Advcr1i~menl.~ IHIvertisins T(lbu~co Product!! within any Sellling SIII.e. 

(J) Altern"tiv.: AdvertisinG. With rellJlCL1 to thrn:e hlllboard~ required 10 be removed under lI\Ihllecliun (I) 
1ll"1 arc ka~cd (a~ npl'ru;ed tn .. wned) by :lOy Pllrtkirlliing Manufaclurer. til<: PllrliciplJ'ing Manufacturer will ILllow lhe 
I\Uurney Gelll~ral (II' Ihl: Selilin, Slate within which ~ul:h hillhmlTd~ are klcaled 1(1 Jlublllilute. :II Ihc Sc!l1linS St;ttc's npliU!!. 
ahemative udv.:nidog hlrendecl In disctlllJ"uge lbe Ulle of T •• bacl."O ProdUCI~ b)' Youth :lnd their elllll"'"tIrc '" m!(lnd·hllnd 
~lI!lIke fm the remaining term or Ihe applicable contrw:1 (wilhout regard In any renev.[ or aptinn lerm lh~t IMY J,c: ellCrcisc:d 
by 5uch Purtic:iputins MlnufllClllrcr). The Parlk;patins Manufacturer win bellr the 1:051 of tbe lease .hrough Ihc end .. r 5uch 
rc RIll i nin; term. An)' other C(I~"tl; lIUocill'cd with lIuch :lItemative lIdverli~ing will be borne by the Seltling Swtc. 

(4) Rlln (In Agr"ement~ Inbjhidng Anti·Tllhacen Advel1iNing. I:~'" I'urticipuling Munuf:u:tufer ugrccs Ib~1 
it will not cntcf Intn 1m)' IIg~emenl chat ,""t""ibil~ IItbir<l plIrly from selling. Jlurclw~ing or dbl'luyins advertising diu:"ur:llling 
the u~c: of Tob'l(co PnJducts nr exposure 10 IlCaJOd·hand 5moke. In the event lind tn th~ utenl thai lIny Participating 
M_nuru~.urer Ird:l cntered inl(J 311 ugreemelU t:untalnlng IIny such pmhibitiun, ~u<:h Participating Mllnufucl\lfef IIgree:! Itl 
waive ~ueh prohibition in ~uc;h agrc:emenL 

(5) Des!gmllinn of Conta .. " Petlnn. Each Pllrticiputing MAnufacturer lhal hll.'I Ou.donr Atlv.:rtilling Ill' 

TransIt AdYctli5emcnis IIdverti$ing Tobac:co Prod~ within /I ScIlJing Stllte shall. withiA 10 dllYs lIf1er Ihe MSA Ex.ecutitm 
Dare, provide the AltCirney OeneTal of 5U(h Se.tllng Slate with the name of a cantDel pef!lan IlJ whom Ihe Settling State I1IIIY 
direct i"'l\ririe5 tluring the lime such Outdaor Advertising and Tran.'1il AdW!rt~emenls UTe being eliminated, and from whom 
lhe Sellling Stnlc Inlly I,blain periodic report' us to the prllgre:c5 of their eliminltljon. 

(6) Adult·Only Facllitie!!. TCI Ihe c"tc:nt Ihat any advel'lbemenl udv.:rtising TnbaccD Prodacl.'I IOC:Jlcd 
within un .... "ull·Orlly racility constilulcM Outdoor Advertising or a Trllmil Ad..,~j:lemeRt, thile sllbsectlnn (d) ~hll\l n"l appl)" 
10 such IIdvcnbc.Clent, provided sucb udvertisement b nlll visible to penilIn~ outside lIUch Adull.Qoly I:acility. 

(e) Prohibition lin Paymen'lt RclllIrd to Tubacca Pmdllcts ;1011 Media. No PorticiJl:lling M:.rnufatlurer muy, 
bceinning 30 d:J)'s after tile MSA Hxecudoll Dule. make. (If CIIUl1e 10 be Inltl.le, any PIIyment or \IIber con.~ideralion In any 
otbtr peMln 01' entity In u~e, dillJlh1Y. fOuke rererence to or use a.~ ... prop lin), Tub:&cc:o Product. TobiIcc:o PrudUtl package. 
lIdyerli~cmCl1t fur a TIJbaCCO Product. <If uny other iccm bearing II Bmnd Name in ;lny moeiDn picture, leleYi~illn show • 
• he.llrical pruduction ur other live perforntance, live eJr m:nrded [IClfornrdnce or music, commercilll film or video, or videa 
Clime ("Median); rTOvidtd, /!awevtr. thut the fureS'Jing prohibition lIhali not apply 10 (I) Media where the :&UIIiencl! IIr 
viewcfM are wilhin an Aduh-Only fltcllity (I"""viued 5lICb Medi.u an: not vMble 10 JlC!rson~ oulside I'tIch Adult·Only Ftldlity); 
(2) Medi'l nnt inlended for dlmlbuti(Jn or di1!pIIlY 141 the public; or {3) in5'rul:lional Medill concerning non·con .. entional 
cigll~tI~~ "icwell IInly by or provided IInly In ~moker~ wtm are AdultlC. 

(0 Hjln un Tohacco Brand N·upe Ms:rcbyndjs. Beginning Jul)' I. 1999. nil Panidpating ManllrllClUrt"r may, within 
uny SettlinG St:1Ie, m:lrkc:t, distrihute. ofter. :tell, licen:IC or ClIU!;C to he marketed. distribuled. orfet"l!d. ~DId or licen.'<cd 
(including. withoullimilutiun. by catillogue ()f dlret.1 mall), :sny D(l(Ilrel or ather lI!f'rch;lndi:te (olher thon Tub:&ceo Product!', 
hem.'! .he sole funcliun Clf which i~ fI, IIdvetti~e Tub;a(ctl Prlldu(15, (If" written c)r el~1rnnic puhlicalinnd which hehFll II BrarKI 
Nume. PnIYided. hctwe~r. that nothing in chi~ ~llb~lXIion IIl1aJl (I) require IIny P;lI"lici"a'ing M;mut"acluter III brc:tc:h or 
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terminate any lil:~n~ing "Greenlent OT other cuntracl in ~lI.i~I(m:c:u tlf June 21>, 1997 (lbi" cxccllIiun ~hlIll nlll uf'1lly heyond 
the curren! term II! any existing l:ontrlK.'t, wilbuul reg"rd to ;any renewal Ilr opt inn lerm IlllIl may be c!l.ercised 11y ~uch 
l'articipa1ins Manufaclurer); {2) pruhihit the discrioolion 10 uny Participating ManuliK.'turer', employec whll is nnl 
Underage (If any ilem de~rihed above Ihal i$ intended l'or the pcr:«lRal u~ IlrslKh an empillye.!: (3) Telluire Any Purlicil'ating 
Manllf:K.1Urer 10 retrieve, cullect or olherwi5e reclwer any ilem Ihal prior tIl the MSA I!xeculion [Jule WIIS murkcu:d. 
di~trihuted. offered. ~old. licenllt:d. or CUlJsed 10 be markeu::d. dblrimued. ulTered. lIlIld or lit:en~etl hy such P:lrticil'uting 
Manufaclurer; (4) al'llly 10 C()UpOn5 or nther ilems used by Atlull~ lllllely in tonncclKIR with Ihe pun:hll~ 01" Tllbucc\I 
Prooucl:I; Ilr (5) apply to mpparel (If nrher mcrch:tndillt: UlI<.-d wilhin an Aduh·Only flU:ility Ihat is nnl dislrihuted (hy ~:IIt.! or 
otherwi.c) til ,my member I)f Ihe general public. 

Cg) B:1n lin Youlh At'CC;~~ 10 free Samnl1j5. Arter Ihe MSA Executiun Dille, 11(1 Plirlic.:iI':llinl1 Manufuc.urer mllY, 
within any Sclliing Stule.di~lribille ,.r":ilUNe In be distributed :my free sampltllofTobacco Prudu~1~ I!xeepl in an Adult-Only 
Pacility. For po1l)(l~5 "flhi, Agreement, iI "free 5amplc" doe~ nlll incl\lde 1\ Tobacco Proouc1lbill i~ pmvided II) an Adult in 
ennocelilln with (1) IIlL:: pun:bil.~. exchanEe or redemption (or pmnf ot"purcha...e IIr any Tllbacco Products (including, bul nol 
limiled III. II free orrer in cIlRnecliun with the purch:lSe of Tuhacc(\ PrOO\k.1". :luch '15 a "twu·I(lr·lIne" alTer). nr (2) the 
cantiu..'ting ("If clln.~umer le~Iinllllr ev;duation ur Tabaccil Pnlducl~ wilh perllClnll willi c.:ertiry tlllli they are Adults. 

(h) BiID!ln Cift. 19 UndeUl1t Person~ Bused (In prun(o: or Pureha:ct;. Beginning line yeBr "fter Ihe MSA I:lllecutinn 
Dute, nil P"rlit:ip:lling M:lnuf"ctureT '""Y J>«lvide nr C"olUllt: to be pmvided .11 .oy ll\."fSlln wilhoul ~umdem pmllt" lhul s\J(;b 
I'cr~un is an Adult IIny irem in ell~hanlle fOf lhe pUTcba~1! of T(lbacl.'(1 Pmlluct~. IIr the rurlli~hinG uf credit,;, prlll)fs-<If. 
!"'urCml'l1l. IIr cuuJll'ns with re~JI~ct to ~"UCh Q purch:lsc. ror pUrpolil::< of the precedins ~nICIH.'e .",ly. (I) II driver'~ Iicen."IC." or 
other gnvernmenl.j!(.'tllCd idenlilicalilln (\\r Icsible l'holllCOPY IherellO. the validily or which is certilietl hy the pcr:<un til 
wOOm lbe ilem is pmvidcd, ~hQII by ilself be deemed Cu he a 5uftidenl (IITm of pr(lof IIf llboc; :lnd (2);n the case .,f items 
provided (111' 10 be re~emed) :II retail estahllshment.., a Partic;"al;n!; Manufacturer ~hall he enlitled to) n;ly un verirlCalion .,r 
(lrnllf of age by Ihe retuiler, wilen: liueh Jl!tailer il\ required 10 obl,,;n verilk.llitln under applicable t"cdcrill, :clule or Illcullaw. 

(i) Umitatilln (In Third-\>arty Use or Brand Name~. Afier the MSA ~)(ec.;lItilln Dale. no PanicipllinG Mallul";ll"(urn 
ilia), lict:n!Ce or otherwise expressly lIuthuri~c any Ihird parly tn u~e IIr ;ldver1ilO.: within any Selliing SIIIIe any 8nllld N:ullc in 
a I"'!llner prllhihiled by Ihis Asreelnenl if dllOC hy ~uch P:lrtici(l:lIing Mahuli"'!llIrer il,;elr. F.:Ich 1'lIrtkil':lIing M"mll"cIUR~ 
sh~lI. wilhin II) II"y. :l1'ler the MSA EX!!Cllti .... ()<I~. tlC1lil!n~l\l " !",cr~lIn (:lnll Ilfnvide wriUt:lI nllti .. .:: til NAAG .. f .llch 
dt:l'illn:nion) III whllm lilt: Allumey G.,~r;!lllr any Seuling SWI" IIIaY prUYid\: Wrillcn mlli.:.: uf Iln)' Huch third-party activity 
lrull wllUh.l he pnlhihil"d hy Ihi!' Allrcclllcnl if dlllle hy ~uth PIlr1icipllling MlInllf:IClUn:r itsdl·. Fulillwing ~\lCh wriuco OI>lice. 
Ihe l'atlicip;lling Manut"aclurl!r will!"'r ... n!"'lly I;,ko: .... ummen:ially reasonahlt Mel'~ "llain~t any sut:h nlln-<le OIininli$ thin!-JI:lrly 
1K.1ivlly. Prt)vidcd. InJwever, lhal nOlhing in Ihis ~ubseClilln ~ball require IIny Purtieipallnll Munuf .. clllrcr to (I) h~h Clr 
lerminule any licensing IIgrCCllwnt 'IT olher ~untrllCt in exll'lern;e as or July I, 1998 (lhis exception ~1Ia1l nllt apply he)'lInd the 
currenl lerm (If any ellistin& conlract, withoul regard 10 uny renewal or IIplion lerm thai 1'h:I)' be el!.erci~ell by ~Ul:h 
I'artit:ipaling Manufuclurer): or (2) relrieve, cllllecl or otherwbe recover uny item thlll prinr Ulllle MSA Elteculilln Dale W~~ 
I1Il1rice~. distributed. (Ifr~rcd. ~1I1d. Iicen,;ed ur cllu~ed 1(1 be marketed, distrihtllell. offered. IICIld IIr liceru;ed by ~lIch 
Parlicipaling MunufllGlurer. 

0) Ibn on Nlln-Tllhw;s;o Brand Names. No Punicil"llinll Manllfacturer mllY, pursuant In any al!reernenl requiring 
lhe JI~ymen.llf money or other valu;tble clln~ideTalion. use or cause In be used as :a brand name of any Tt)bacco Producl uny 
n.Ilonlll)' rt<.~lgnizcd IIr nlllinnully e~1 .. bli~hed 'mind name or ITllde name uf ilny nt)n-Ioh..:ca item or service (lr IIny 
nltlionally rC4."llni~ed or nalionltJly e.111bli~btd 'pur\., leam, enlcrllI;nlllcnt g1\IUp ur individual celebrilY. Provided. htlwevet". 
Ihal Ihe preccdhtJ: ,entente shall nnl "\"Iply It) any Tnbacf..'O Product 111".100 tt.tme in ui~lenc:e us of July I. 199K. F,)/" the 
!'UTJlUseK of Ihl~ ~lIb~ectiIlD. Ihe terln ""Iher vuluahle considerlSlion" ,bull R1l1lnducJc un agteemcnl hctw¢cn Iwo enlilje~ wh., 
enter i nlo ,;uch ugrectllent rllr the 511\c JlUTJlI)SC or avniding infringement clahns. 

Ck) Minimum Pack Sil-co Ilr TwenlY Cjgurelles. No l'artici\"IUting Manufacturer m"y, beginlling 60 day5 lifter th~ 
MSA EAeculjun Date and Ibruugh and inc;luding December 31, 2001. ntoinufllClure or ClIUIIt' III be n1:1nulilt:lured fllr ,Ide In 
any Seltling State any pack or olher container of Cigareltel( c:<>f1luining fewer \han 20 CigllrellCl! (ur_ in lhe case Clf mll,yullr· 
Clwn tllooCCO. un)' packagc of ~III-your-.,wn luhacco cunllaining Icll.~ thitn 0.60 ounL'e.( tlf lubu\'''~I). No Panlclpllling 
M'ldufuclurer may, beginning 150 dllYS ut~cr the MSA ExCtulioll DlIIe IUId Ihrtlush and including Deccmber:ll, 200t.,;e1l or 
di~lribule in· any Settling State any pack or other c(lntainer (If Cil!:lreltClll:lmlainins lewer Ihllh 2U Cigarettes (or, in the ca~c 
Clf mll-)'(Iur-own lclbacco, any packlll.'C of Rlll-Yllur-own tol!ueco conlainins 1c5~ thllR 0.60 UUnce5 of tnbacco). t:;lIch 
Panici".I;n.!: Munuracturc:r further IIgrces th:tl f(I!luwing Ihe MSA ~xeculkln Date i. !lh.1I nol ()I'pu~, or t::lU!;C In he "PI'"setl 
(inc:ludin~ Ihmugh any Ihird parly or All1l1utc). the Jl"d!C.<age by any Settling Slllle ur any Iegi~11I111IC prllpullaiur ;adminiOllrali\"c 
rule applic:llble til all Tubucco I'n>duct MunlJf.lIllUretS and all n:taiklll of TIlb.u.:CII Pmducll pmhibiling thc manuf:II:lurc 11011 
~al" or any pack Ilr IMher clunlainet' of Cigurellcs cllRl;tinin, fewer thlln 2() Cigan:hes (nr, in the .:a..e (If roll·your-nwn 
lu!l;t<.lCtI. ,my packalle of roll-your·own lubac,·" cnntulninllle$lIlh;tn 0.60 ounces Clf 1000cco). 

(I) CClmllntlc Culture Cnmmilmrnll! Ks;hled ttl Yuuth Acccs~ ,wd Con~"Umptitln. "cilinninl; 180 d:IYs "fl"r the 
MSA Ellcculiull D:Jle 1::ll.:h ParticiplUing M:tnu(:lClurcr !lhaU: 

plllnrulg,tle or TC".Iftirm corporate principles Ihal eKpnl~~ 'lIId e~pl:lin ils C<lnlmillll<!nl Iu i:umply wilh the 
pTCIvi~iun~ tlf Ihill Agreement and the redUI."1ion tlr U1!e IIf Tuh:IL"L~1 Pmducl!t b)' Yuulh. and dearly ;Ind rceularly con\mUnicah: 
Itl il!l empillyeell and l:1I51I1tne~ its commillnent m lI~sillt in the reducti,," or Ytluth use of Tu\l:u;co Prtlducls; 

de.dJ:nlllc :10 execmive level tnan~~l:r (and pnlVi~ wrillcn nCI.i<:e lu NAAG IIf such de~iGnQlilln) hi 
idenlify melhods III reduce ¥lIulll IICCcs.; ttl. :too the ;nc;i~nce ur Youth constlmpl illn of. TI>b:.lC1:o ProdlH."~; and 

encourage jl~ employees 10 idenlify udditiC"lnul methods to reduce Youth IICCCSlI Ill. amllhe in,.i~no;: flf 
YIIU!h c(msumplian nr, TobacL"O Pmtlucl1. 

(m) Limitalion!<clD I nbtwjng. "'ollowing Slate-Spedfic Finalily in II Settling St~te: 

(I) l'1I) Participating Manufacturer may (1Ppose. or cau:..: 10 be opposed (including througlt ;lny Ihird (laTly 
IIr Mtilillle), !he (l:ls~uce by l'uc;h Senlin!! State (or any (lIIli1ical 5ubllivbion IlIereoO of thlllie ~Iule or 101::.1 le~islative 
propll!wl~ or udlllini~trulive rules dellCribed in Bxhibit I-' hetetll inlenlled by Ibeir terms til reduce Youth UCL"I!S~ III. :.Ind the 
inci~nl!e 0( YnUlh cunsIJlnption of. Tllbaecn Producl$. ProVided. h("lwcvet", lhal \he loregoing does nOI pr\lhibit any 
Participulin, Munuf:lclurer fn)flt (A) challenging enf(IR:ement or. or slJin,g for declarJltu)' or lnjum:live relief witb rcspec:IIO, 
uny $u~h IcCisl;nlon or rule on any grnund!l; (8) continuing. liner StlIIe-Spedfll: Filllliity in 5111:h Sel1ling Sla.e, tn nppa:IC (IT 
ca~ f() he opposed, Ihe JI:Is5aGe during the leghlative session in Which Stllte-Specifl<.' Finali.y itllluch SeUliog Stile occur.; 
af any specific :;Ial.: Ilr ItICiII leGi:dillive pmpo~1s or IIdminiSlT;llivc rulc5 inlmduced priM 10 the (illle of Slate.SpeciflC 
Pinllli!y in ~uch Sellling Stile; (C) opp()~in8, or CQu~ing to be {}flP~. lilly excise lax or inct>me 111'1 provisiun IIr wer fee or 
olher p;ayment~ relaling \l. Tob;woo l'rodut:U or Tohllcco Producl Manuf;!C\uretJ; or (D) oppn~ing, or cllusinl: III be (Ippostd. 
any slate or 1()Cul lelliodDlive pl'\1PlI!l:l1 .Ir ildrnini~r.llive rule Ihut abo inchl~~ meusurc~ o!hcr IhHn thll$C dc,;crilled in 
Ellbibitr. 

(2) I:.uch Pilflit:ipilling MlInuf~lJn!f sh:all require ull of i1~ (lfficen and I:mployee~ C."nl!lIged in h,bbyinll 
:t~liyilie5 in such Selliing Slole lifter St:Slc-Srecilic F"UIlIIlit)'. c:ontnlc:t lobhyist9 enG",ed in k.bbyinS activiliell in :ruch SclClins 
Slatc after Slale·Specific Finality, Ind 'lny ()lItef Ihird .... UtiC5 who eIlllllgC in lobbying acliyitin in ~uch SeltlinG Slutc; after 
Slllle,SI'(cilic I"lnulily on be~lt" or such Particil'lItinc Manul~turer ("lobhyi51" and Mlobbying aclivilies" huving the menniall 
!>\Jch lerm.~ have under tile law !lr the Setlling Stllte in q"e~iulI) II. ccrlify in writing III the Participaling Manuful!lllrer thai 
they: 

(A) will nol sUPflurt or appllsc IIny !illite, kleUl or redcral legislatillll, tlr seck !lr I)ppa~e any 
~lIyernmcnlul actinn, on heh,\lf of the: P:u1ic:ipating M:mul"awlllfCT wilhuut Ihe Plirticil"uing Mnnul"~clllrer':; ell.pres.~ 
uUlhurizuliutl (elltc\"ll where ~uch :ulvlIIx.'t Cllrre~s :lUth .. riulion i~ nnt JI!:l$lInuhly pr.u:ticuhlc): 

tBI lIFe llwure ul" Dnd will fully conlflly willi Ihil' Agreemenl alld all IIIW5 lIlIll regulaliun.~ 
lIlIpllcahlc 111 their Inhbying :sctivilie~, including. wilbllut limitutil1n, thOle rehlled tit dillCllI~ure Dr linlln.;ial .a>nlri"uliuns. 
\>r(lYided. hnwever. tbu. if die Settling S~te in q\le1llilln hlI.<; in exilllenee nn law~ or rcgulatilln~ rehllinll 10 dh,,:lo~ure of 
linunl!ial cuntributil1n~ regurding IUbbying uctivitiell.chen each Participlilin: MnnuraclUTer shall. upun requc.1l1f the ATtorney 
General tit" l'uch Senllng State, disclruoe la $uch Alloraey General any pllyment 10 II lobbyist Ihul the PlU1icipulinll 
Manuf:.lclurcr Icnnw~ or hilS re:l.'iOn Itl bmw will be w;ed til inl1uence lellhlalive or admini$trutive IIclion§ ,)f the lIIate lIT IncHI 
guvernment reilltinlltll TohllCClI rt(ld~1.$ ar cheir u~. DisclllS\ITes made pursllan. to IIIe prececlinS senlcm:e :ohall be tiled in 
writing with the om~-e urIbe Anorney Generlll Oh tbe fir~1 dilY (If PebrWlry and IIIe firsl du)' Ilf August of e~h yellr for IIny 
:.rnd 1111 puyme",,, lnude durinl! lhe Sill mUlllh period ending em the lullS day IIf me precelling December and June. re~tively. 
wilb the following informlltiun: (I) the name. addl"Cllll, lelephuoc number lind e.maH uddres~ (ihny) or lhe recipient; (2) the 
1Iintlunt of each payment; IInll (;I) Ihe ll~gregllle amount IIf all ruymenls dej;(."ribed in th;,; ,ubstL1io" (2)(B) III the recipienl in 
the ClIleml:1T )'I::lr; und 

(C) have reviewed :lind will fully abide by sbe Purlic:ipilling Manufllclurer-o\ C(>IJICITIlIC principle5 
pmmulgu.ed l'ur5u:lnll\llbi~ ASreemenl wMlIlICling on behlllf of !he ParticiPllling Manul"actllrer. 

(3) Nil Pllrth:ip;uin& Mllnuf:ICturer m.y lIupporl (lr C:lII~ to be supported (incluaJing Ibrt1ugb IIny Ihlnl party 
IIr Aftiliale) in CIlnllre5s (Ir uny lither It\fum IcgislalitlR tiT rllle~ thaI wooJd Jll"eel11(ll. override. ahrn!rdlt: tlr dilnini~h ,,;ueh 
Settling SUIte', riChts or rectlYerill!5 under thi~ Ac~mcnl. Hxceplll~ ~Ptc:itic:atly proviclcd in Ihill Agretlmtnl, nOlltinG b~rcin 
shllll be deemed tel re~lr3.in lin)' Settling Stille or Partk:ipliling Munufll(."turer from advocating icrms of lilly nllli{1n~1 settlement 
or !I,king uny uther JllIlIilion.l'lln i5"Ue5 relating ItlIOOlll."Co. 

(II) RcslrictillO on AdvlX:ac:y Cuncernin!! Selllcwt.'D1 Prosceck Afler Ihe MSA EKeeUlielh Dille. no Purlicipalins 
Munufllclurer mill' sUPJIurt ur l:lIu~e In be Kuppotttd (including through uny Ihird party or Affilillle) the diversion of any 
prm:eeds of Ibis senlemenllU an)' Inagntm or U!Ie Iba' ill nehher tobacco·rel.ted nor helilth-rc:Jaled in connection "illr. .he 
IIPPTIIVUlllf this Acreement Or in IIny 5Ub:;equent legbilltiYe appropriation of lIt:lltemenl pr()Cecds. 

(u) Di!~oluliDO $If Ths; Tohn!;,o InSilute l!!!j the Cuuncil for Toh;u;m Re,(ellrch-U S A 'ns and the Cepll:r for 
Indllor Air Researcb Inc 

(I) The Cuundl [lIr T,1baccu Rc~arch·U.s.A.,lnc. ("CTR") (a lIot-ror'prulil C\It)lof'.Itilln limlled under ~ 
Iaw5 of lhe SI,lIe (If New York) ~h;tlI. pul'l;uunl to rhe plan Ilf dil\.~l!lutiun prevhlusly aegutiuled ~nd u~rced III helween lhe 
AUIII"ney Generalllf.he Sllll~ ul"Dlew YIlT!; ImdCTR.I.'ell~ 1I1111pcroilion511nd be di~'lved In aL"Curd;lnce with the hlws "r!he 
S.:lle I'" New Yurk (and wilh Ihe: rrc1!etvalion uf ul1 upplic"dhlc privlltlles IIcId hy IIny memtlcr C(lmp;lny of CTR). 

(2) The Tllbaccu In~ilule, 1rM:.. ('"T1") (a nUl-rur-l'rllfil corporalion lilFllII!d Iinder Ihe lawl' \If Ihe: SllIle IIf 
New Yllrt) sh;i11. pur~U;&nl tet II plUlt of diswlution 111 be nelllllillied by Ihe Auorncy cener .. ' 01" lhe Stal~ .. f New Yurk lind Ihe 
O(illin~1 PartidpatinJ: MlInllfllclurcr~ in "dCcoruul\I."e with Hlhlhit 0 herckl. eease "II lIJ1erlltl\ln~ :lnd be di~s()lv"'ll in 
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;!C(:mllanl.'e with the IIIWX of rhe Slute Ilf New Y nrk and Undff the lIuthority of the Attorney Gen~r:ll nf the Siale .,f New 
York (and with til<! I're~ervulion of ullllpl'li~'1"'le I'riv;lcIlC~ llCld by ''''Y meml1cr tClmrany Ilf TI). 

(3) Wilhin 45 Ihl}'>' :In~.,. I-1n'll Approval. Ill.: Co:nlcr (tlr Ind'll\r Air Rcsellrch, I.,,,. ("CIi\R~J ,h:llI '''''I!<4.' 
alt IIp.:1'uliCln$ und be t1issolvcdin II II1l1nftl!r ':"n~i.~lcnt wilh IIP1'1I~ ... hlc l:ow and wilh tho: prc...:nalinn Ill' .11 IIl'plic"hk 
[lrivikge~ (ifK:luding, wilhoutlimiMilln, privilc~e~ Mid by uny memher 1:1I1ll(l'Jny of ClAR). 

(4) ~ Il'unicipaling Mltnura.:rure~ ~h .. U diIC(.1the Tu\t;[CcII-Rdalcd Organizatll)l1s III pre~erve ull rrcllrds 
thai relnle in IIny way to i~~ues ra~ed In snulltillil-reialed heullh lilill~lion. 

(~) Thc Panicipaling Manllf"ctureJl\ may nol reconstitute erR IIf ils I·unclil.n in uny rurm. 

(6) The PllniciJlllting M:tnufllclurcr~ rcpre~enl thai they have the lIulhorily h' :md will crti.."Cluale 
suhseclilln. ( I ) Ihrough (5) hereof. 

(p) Rsgllialion and Oversight of NewTllhucoo-Relnletl Tr:lde Assochllj51ns, 

(I) A PurliciJllltinll Manufacturer may form 111' plirlicipille in new (ubucca-relaled IrOlile "";$lIcialinn.~ 
(slIlljecl In 1111 "I'rli .... llble Iuw$), pn1vided such associalions agree in writing nllt 10 111.1 in any manner cunlrary 10 IIny Jlrn\li~ian 
tiC thill Agreenlcnl. ~ch ParliciJl'lting M anui'a(:turer agrees that it' any new loo:lCco-rel:lledlradc a.mlCi Illiun fuil~ tu "II agree, 
~\ICh P.rticip~'illg Mlinutaciurer win nQll'lirticipate in or sUflpllrl su"h lI~5OCilllilln. 

(2) Any lnh:tcI.:o-rela!ed lrude assol:i:tlilln Ih;il is furmed IIr l."onln>lIed by on~ ur more Qf the Purti .... iratins 
Mllnufllclur .... ~ aflcr Ihe MSA EJleeulilln Dille shlillatlopt by· laws ,Governing Ihe :l~:<ociilliun·l> pnlCedulles qnlilile uclivilics III' 
ils memhers, board. ernpl"yee5, asenL~ and otMr representatlve~ wilh respect to the IlIbacc(1-1'I!hllrdtrJ~e ll~~('lCi~lion. Such 
by-I~w~ sh.~11 incillde, among lliher things. pnwisilJII!l thai: 

(A) c .. cb IImeer or the a~lIch"l"n ~Ilull be upruinted by the ""lIrd ot'lhe ""51lCillliun. sh:ill ,,~ an 
emrll1yee of §uch ...... ll:i:.lilm. and during su .... h ttl'fil:cr' ... term ~bolll nol he II director IIf m' employed by uny member til' the 
1Is.~l1dlllion IIr hy un Altilillie IIf any member "r tbe as:lCl4:iatilln; 

(13) legal c()un~el fllr the 1I5sociatkm ~hal1 he indepcndent, 1I1U1 ~ilher ctlunllCl nor :my member or 
empkl~e of C:o\lIIscl'~ .Iaw firm ~haU !\CfVe :15 legal ctlun~1 In :my member of the a.~5ociuti(ln or 10 a munlllilctur.:r or ToI1:lcc:o 
Pmduc'" Ihlil is un AfllllulC of uny member uf the a~sllcillli"n dUrinll lbe lime lhal il i.~ serving"" 1"8111 CIIUII""I III the 
lI~s"ciatiun; lind 

(C) minutes dcl;l.'ribing t~ ~ubstaru.:e ur Ihe lIIeclinll!C 01' the bllllrd of directors of Ihe IIS~OdOlli!ln 
$h;\11 be prepared Bnd ~hmll he lIIainl",in!!d by Ihe: a~!CClciatilln fllr II period of alleast live: yc;m< rllllllwing their preparalilln. 

(3) Withoul limilalillll lin whlllcver other righl~ 10 IK:ce~, they may be pcrrnitt~ by I:lw. I'lIr i1 pcriud Ilf 
seven yeur~ rrl>llllhe dale any new lobac:cu-reilited trade a,.;,;udutiun i~ forll1ct1 by any tlr Ihe PlirtidrLllillJ; MlinurlK!lurers after 
the MSA i!Kel."Ulinn Dille the anlitnlst aUlhorilies of any Settling Stale mOlY, rllf the JlurJIII~e nf enforcing thb Asn:emo:nl. 
UPlll1 reasun:tble Cllu.~e to believe that a vinluliun (If this Agreement hW$ tlccurred, and upnn ICason:Jble prior writtell nllti.:e 
(hul in no event les5 Ilmn 10 8u,in.:~s Days): 

(A) hllve M':C~ dUring regul;!f ulTH;e hullr.\ lu inspect :lIld cory illI rcl..,vanl non·privil~lled, non
wnrk·pmdud bn\lk~, record:<. Inel:ting agenda and minules. .nd IJIl!er dOL'Umenl~ (whether in h~rd C;(lrY fllrm nr stllred 
eleclronically) (II' such IIs~lCiation in!Cllf:Jr as they Pl!nuin In such believed violulitln; and 

Ca) inlerview Ihe uX~lf;itlli(ln's lIireclo1'll, ot't1t.'er5 lind employee~ (whn shall be enlilled II, have 
cllunsel rreseRl) wilh r..,~pe .... l til relevant, nun-privileged, non-work-pruductl11llueu pena.ininllllt :<lII:h helieved vil>\alion. 

lAlCulnenb. iII'Id inrllfJl1uli~)n p!'uvidl:d 10 SeUling Stale antilrust lIulhnrilie.. shall be keJll cunfidtntilll by i1m.! mnunll 
SUch ""III.,rilie:~, lind !\ItalJ be utiliz.ed IH'lly by the Se\llinl! Slates :lnd IInly ti.tr lhe Jlurpu~ or enrurdng Ihi~ Al,,,ecUlenl or Ihe 
criminlll l;tw. The in:<JlCCIKln and discuvery right" pm'tided 10 the S~nlinll Slale. pUNuant III Ihi" .uh~ecljol\ _ha" b.: 
cOl1rdimlted so:os 111 :!Void (epelitive ~nd exce",ive in~ra:li"n lind d~l:uvery_ 

('II Prnhihililln!>D A£[eemem~ 10 Sunnres~ Ress:m:h. No Pariicipulinll Manufaclurer may enl~r iOlo lilly cmll"II.'1. 
l.'OI1Ibinalion or con"pir:tcy with any uther TobaL'I.'O Pn.duo:t Manur actuICr that hll.~ the purpose Ul' en;:':1 III'; (I) I imil ilia: 
~'Omretilion in the rruduo:lion or distributiun nf inli.rm.:uion lIooUI h~allh hllzllfds Ilr olher COIl5l.'tju~m:e~ or Ihe use or Iheir 
I"rodU\.'I~i (2) limiting IIr ~uJlJlre~sinll reM:an:h inln smoking md he,,)I": (I[' (3) limitinG or ~uppres~ing ~~earch inln Ihe 
marketing or deveillpment or new producill. Provided, bnweyer, llIalllollli n8 in Ihi" ~ub5ec'ion ~huJl be deemed III ( I ) r"""in: 
,my Parlidpaling ManutDcturcr IU produce. di~tribule nr otherwise di~hm IIny inrmm,"illn Ih:n I~ subjectllJ any priYile~:e ,If 

PflliCClion; (2) JllCclude any Purliciraling M:lnufaclurer frum emenng inlll any jl)inl defenlle 01" j •• int legal inlen:~1 alllleem.:nt 
or UlTlmcelneni (whether or nllt in writing), PI" frolll .. sserlinll any priYilege rUrlIUuntlheretn; or 0) hnppx any 1l00nnativc 
nhligatilln on any Parlicipaling MlIl1utaclurer 10 conduct Hny IC5e.m:h. 

(r) Prohibition "0 Mlilerilli Mi~e!!reg;nljltjon~. No P...IniclJlatinc Manuf,lI:lurcr may make lIfJ)' m:Jleri:!1 
misrcpresenhuinn uf f<lct n:l1arding Ihe he:illh I.'tmlleqllence.~ of u.~in, an), "obllcco l'mLluc:I, includingllny Illb"""" additives, 
tillers, pllper IIr OIher ingredienl~. NOlhing io Ihill ~ublieclion "hlllllimil Ihc exercise of any first Amendlll;nl nJ;bt (If 1~ 
IlXsc::rlinn tlf IIny do::fcn~ or pu5ition in IIny judicial, legislative IIr regullllory forum, 

II) 

IV. PUIJI.1C ACCF.5S TO I>OCUMENTS 

(:1) Alier lile MSA H~e,:uliul' Oule, llie Origin,,' Participaling Manufacturers und Ih.: T"hal."cll·RelUied 
Org-~l\i;,r:;!tK'n:; will ~upport an lIpplil."ation (or lhe di~'uJuril)n or any JlRltective urders entered in ellCh Selllinil Sl:!Ic's 
lawsuilldenlincd in fu.hibit 0 with respect nnly 10 thnt:e documenls, indice5 ,lOd privilege I()g~ thllt ""Ye heen produced .. ~ (If 
the MSA I-:"e<!ulinn DUle Il)!tIII:h Senling Siale and (I) a.~ to which defendants hllve made nil cluim, IIr hU\le withdrawll any 
dllim, of unnflley-clienl privilege, 'Illumey work-product prnt~1ion. 1:(lImnon inlll\'Cslljoint dclen51: privilege (I!ollectively, 
"privilege"), IrDde-llecrel prOltcllon, or confidenlial or JlRIJlIietury hu~ine!UI inform:!lion: lind (2) thai are nllt inappropriate fill 
pllhlk disclO$ure hecaut:e of Jler!ion~1 priYlIC), inleR.~1lI (If' 1.'OIllructlllll righls ot' third parlic, lhal may nnl he ahrogillcil hy Ihe 
Original Panici(tlting Manurac:lurcrs Of tIw Tolrolccu,Rclated Orgllnizutionll. 

(b) Nulwilm.lllnding Sillte-Srccitic fillillity, if any urder, rulin; tlf recnmmendutiun wa.'I i~'lIl:d prior 10 September 
17, 1998 rejectinJ; II claim (If privilege Ilr tmde-IOC.'Crel rnll~ction with l'6pet..'tlD lilly documenl ur dll\,'tIments in u Iaw.~uit 
i~ . .'nlirlCd in Exhibit D. lhe Selliing Siafe in which ~ch urder. ruling (If' re.:ommendatiofl Wil~ made may, no laler !hlln 4$ 
dUYI arter the occurrence I)f Slate-SpecirlC Joinllity in 5uch Settling Slate, 5eek pubJlc d;~llISure IIf sucb document (lr 
dllCumcnts by Uppllculion 10 lhe eourt Illat i~JUed ~udl ordel'. ru1ing or recomlnendalion and Ihe court shull retllin jUri5dicthtn 
for such purpllsel\. The Originlll PnrlieiJl'ltinll Manufacturers lind Tobllccn-Related Organizillion~ do not con.~cnl 10, und lnuy 
object 10, aJlPl.'ul from nr IllhCfWi~e uPJlo~ any 5IIch applic .. tion (Of dillClnwre, The Original P .. rticipaling Manuf:octurers and 
Ttlbact:D·Relaled Orgll/llzq!ioru; will MIt a~~ lhat the llI!lI~menl of such lawsuit h:IlI diveskd the court nr juri~dielion or 111U1 
511~h Selliing State luckll ,llIn<ling 10 seek public: di~clO;<\lre on any IIpplic.ble ground. 

Ie) The Ori~>inal P."rtic:ip:lting M,'IRofacturerli will m:rintain !It their eJlpense Iheir Internet dol;ullleni wcbsites 
acce~sible Ihrollgh "Ttibuccl'Re.;:llluli\ln.\.'tlm~ tlr II similar website IInlit June 30. 2010. The Originul l>aniclp.,ling 
Manuf~tlurc::flI will maintain the documenbl Ihat clIlTI.'ntly :lppellf on thclr respective we","t.:,; and will add IIddilillnal 
d<l\.'umenl.~ 10 I~ir wehsile~ 11$ prl)vided in (bi$ 5e~li"n IV_ 

(d) Whhin 180 d .. ys after the MSA Hxeeutitln Onle, elICh OriSinul Particiralillg Manuf:octurcr und T(Ib:x.'I:(J·Reluted 
OrganillllillU will pla~; (In iL. web~ite copies ut'thc foll(~wing d"ctlll\elll~, except a~ pmvided in ~ub~cction§ IV(e) and IVII) 
bellJw: 

(I) ull documenL. pmduced by $Uch Original P;u'ti1;ipilling Manu(uclurcr or 1'obMccll-Relaled Orsanization 
u~ of Ihe MSA c~ec\llion Dale in any aclil1ll idemUied In I:!xhibil 0 ur any :!ction idenlified in !leclion 2 of I:!lthibit U that was 
tiled by lin Attorney General. Al11Una: thcilC.' documenls, each Original Parti .. ipating Munufllcturer and T(lh·.Icco.Relale~ 
Org-olniuti"n will give the hig~~1 I'rilll'ity k' (A) the dm;uIDenls that were lillictl by the Slal~ "I' Wa~hingll>n 1I~ lrilll clthibiU 
in the SI;lle !If WjI~binGlnn v. AmerjcgD '[!!!!accII en rl al , No. 96·2-1~6-S SEA (W:uh. Super. Ct., Cnunly nf King); lind 
(B) Ihe dllcUlllen~ ;rs 10 which ~uch Originlll Partidpating Manuf'.l.cluJer or Tnbaccll-ReilltetJ Organizatiun wilhdrew IIny 
cluim of priYilege 01:1 a result IIf the re-examinlltion of [lrivilege clllims pur~uanl to coun order in St~t!! !If OkhhfHD3 v. R.L 
Ro;ynllk!s TlIb .. ccII Comnany cl nl., CJ-96-24!19-L (Di~l. Ct.. Cleveland Counly): 

(2) "II document .. thut CIIn be identified .. ~ hllTing been produced b)l, lind (,'Opies of IranSL.'ript~ of 
deJ1nsitinnK given by, ~ucb Originlll P:Jrlicipating Mllnutilclurcr (Ir Tobacco-Rel .. ted OrJllU'lizution <1.'1 (II' Ihr MSA Ihcl.'ulinn 
Ollie in lhe.lilil/Olio" Inatters specified in sectinn I of Hlihibil H: and 

(J) ull dncumellt~ produl..'Cd by !SUch Original Participating Munufucturer or Tohacl."Q·ReI;l\cd Ort:aniz;uilln 
a!l of Ihe MSA I:!lIccutiulI 0:1.11.' lind IiSled by the plaintifT! Il.~ trial exhibits in the lilig:uioll mllller~ specified III )ltt.1inn 2 or 
f~hihil H. 

(e) \Jnlc:.~,; .:opie~ til' !\IIch documents are u1relluy un lu w.:b5ile, e.'lch Originlll ParlK:irulip~ MlII1uf;[Clurer 
und TI100cl'n-Rcl:llell Orjluni7.J1lil.n will rllll.~ 1111 it .. web~ite .. 'tlpies of tklCulncnts produ<:ed in Dny pmducli(m (If ducument~ 
IhIlI lIkes lilace ~In lOr uner the date 30 du)'ll hel,lI'!: Ihe MSA axccutinn Dale in fln)l r~1I1 (lr slale elHiIt eivil I1CIIIln 
.. 'tlllCcming ~lJ\tlkinC .. nil health. Copies nt'uny dlll:umcnill required to be placed (m II w.:b~ite pursu .. nt 10 Ihi~ 5uh,;eclino will 
he [ll:x:ed un ,och wc\))(ilc within ,he later Itt' 4S days IIfler the MSA a:lI«ucion Dale or withi n 45 da)'ll .'IOcr 1M> produclion of 
such d(lCumelll~ ill IIny twerul or stale ClIurt IICtiUII l."nncerning 1I1llOking ItIld hallh. This ubUl:alion wi\) .:onlinul.' unlil June 
30.20 I O. In plrlcing Klich Mwly prmluc:td dllcumenl5 on illl wcb:;ite, Clieh Origin .. 1 P:lrticipaling Manufaclurer IIr Tuhacco
Rdated Organizalion will identify, as P'.tlt Itf it~ index to be ~re-JlctI pur~u .. nt 10 5ubnt.'l.i<ln IV (h), lhe :Je11(ln in which il 
pmduced ~'Uch dl1cument~ lind lfIe dAle on whkh ~lK."h documents were lidded 10 ils websile. 

(I) Nothing ill Ihi~ lIeCtiOfl IV llhall require IIny Orillinul Plmh:ipating Munuraclurer III' TobltC'CO-Rel~led 
Orllllnizution to rl:JCe on illl web.~ile Of otherwil<e dilll:lollC d(x;ulMnls tllIlI: (1) it cuntinue~ to claim to III.' privileged, ;llrJde 
~eCrel, cUIlCidenli,,1 or proprielaJy husine~llnfonmtlllln. or th~t contain uther inforlnation not appmpriale fur ruhlic di:tclllllUfC 
Meause uC pel1lunul privacy inlcreslll or (.'OQlru(..1u;d rights of third plIrtics; or (2) eontinue to be subjcl..'l til l1li)' prlJlcctivc 
tlrder, SlC."uling urdcr or other urder or rulin,G Ihal. prevent." or Jimil~ a litigllnl from disclosing ~uch d()(.'Umenlll. 

(Il) Oversized Clr multimedia records will nul be rl:'I0ired to he plu~ed Orl the We\))(ite, but each Original 
Pilrlici[lUlinll Munufuclurcr5 and Tob;u;t:o-Related OrgqnlzlIIion.'I will make any ~'UCh recnrd!> IIvail:lb1e \I, th~ [lUhlic by 
"'acing copies of Ihem in I~ document depository e!lt:.rhli~hed in The Siaic tlf Minne.roI11 el al. v, Philin M(lrrj~ Im;mnnr:llrd 
.tl.iI1, C I -94·8565 (COUllIY IIr Rumsey, Oi:<trk1 ClIUrt, 2d Judici:al Cir,). 

II 
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(h) Each Original PilfticiJluling MuoufaclUn:r will c~lilblish an indeK IIlld mher k ... ure~ In IInp['(lYe 
~eafchi\bh: ;tcce~5In the documtnl iln:lIlCSOn ils websile.:15 ~el rllfth in lixhihit I. 

(j) Within 90 days after the: MSA Exe<.:llIion Dale. Ihe Origin:11 Parlicip:llinS M;mufaclurers will furnish 
NAAG wllh 1I projeci pl:m for compl.:lin!! tbe Original Partic:ipllling Mnnufll~1ull.'~' ubligalion$ under 5uh5ection 1\'(11) 
wilh rllspcct 10 dOClIlllCnlS <:lIrrclllly "n their wcb5ites and dllCUnlCnll' beinG pl:l<!w (In their wehsile~ purslI:IItI 10 

5uhs.:':liun [V(d). NAAO may engaee a cllmpuler consultanl ~t Ihe Ori1l1O:11 "flrlicil"lling M:lnuf:lc:lurers' expen~ fur 'I 
perilld nol 1(1 exceed tWII ye"r~ und .. I " cost nOi 10 exct:ed SIOO,OOO. NAAG'~ compuler cnnsull"nl ma), review $u.:h pliln 
"nu make rc:cummend"lilln~ clln~j~tenl wilh Ihis Agre:emenl. In addition, wilhin 120 days IIftef Ille emnlll.:til," IIf the Ori~in;11 
Parlieip:Jl;n&: Manulaclun:rs' obligations under ~uhse<.1i()11 )V(d). NAAG'!! computo!r t.'llnsUllltnl 1}'l;IY mOike linal 
rc(.vm~ndali(lns with resJlI!t.1 III Ihe wthsite!l conMillteftl willt lhi~ Agreement. In prepllfing th~e n:(.·tlmmenllaliun~. 
NAAG'~ COlOl'ul(r I:on~ultant may ~eek input frllm Sc:lliing Siale nlliciab, !,ublic hellhh mgllni7 ... lilll\~ mul mhcr u~r~ of Ihl! 
w(h~itc~. 

(j) The e~Jlcnscs incurred pUl1\uOInl to suh!ICClilln IV(i}, and lhe: e"pc:n~~ relatc:d 1(1 dllt:umenL~ 1)( the TlIbllCCO' 
Related Organlz:lliun~ will he lIevel'3l1y shared among the Original Particip'.tling Manllfb<:turer~ (ulklcated ~mnnll (h~", 
OICconIing 10 their Relalive Markel Sbare~), All uthc:r ex.pen.~e~ incurred under this ~ccti"n will he borne h)' the Orillinlll 
Participating Manut'w:\Ull.'r that incurs 5IIch c)F;pcnlle. 

V, TOBACCO CONTROl. AND UNDERAGE USE LAWS 
t:",h PIlr1idputing Mllnufllcturcr "1l1l.'CS Ihul following Slate·Sped(1C rim"il), in a Scnling SUIte it will nnt inilutt. or 

cause: 10 be iniliated. a facial challenge allilillsi the: CfIforce:Jbllit)' or con.'Iltitulinnality nf slu:h Seuling Slute's (or l\\lCh Seltling 
Slule'K politic:11 :<uhdivi~ion.~') 101atules, ImJinllnceK lind adminislroltivc rules reluting to loIIlJCCCI CClIITnll enacted prillr III 
June I, 1<)98 (Olher [hlln 4 ~ta(Ute. urdinanc:e: or rule challenged in 'In) I"W~lIit li~lcd in Ihbihil M). 

VI. ESTADLISIiMENTOf It. NATIONAL FOUNDATION 

Ca) fuundalion Pumll~s. The Selding SIaIC1\ believe thai a cllmprchen_ive, t:tlordinalcd Jlrngr~m of public: 
educlIlK)n and !Study L~ impnrlllnl 10 furt~r Ihe rernedialg.,aI5 !If ~ Agrecmellt. Accurdingly. al> pan .,f the se:1I1cllIcnl III' 

duim~ de5cribed heTl:in, the payments s(If!t:ltied in ~uttlla."tilln!\ VI(b). VICe), lind IX(c) 'h:1I1 1Jc made III U ch,uitable: 
fllunduliun, IfUSI or sianibr (lfI!unizatilln (the ftl'tlunoJQti .. n~) :IndiO\' to. II pnlgram 10 he IIpcrul<."d wilhin Ihe !-Iuundation (Ihe: 
"Nalitmall'ublic Il..ducntiun fund"). The pu'l'05c:.~ Ill' tho! ¥C1undutiml will he tn l<uJlpon (I) Ihe sludy Ilf and pnlgram~ III 
~dllcc YtllIth TllhaL'CCI Produci usage .. nd Youth ~ub5l:tnce lIhu5l!i in the SMCII, :Ind (2) the ~Iudy of and educulinn:11 pn~.,.ams 
111 prevenl diselOses "",nd:.led with the use of lutm""I:'" Pnlducts in the Stalell. 

(It) Bus t'llunda.tinn P"ymoml~. On March 31.1999. und on Morch31 ofeat:h suh~uent yeltr 'nc II perioll (If nine 
yt= ther~a(ter, e;&cll Oril,!in;d l'lIrlicipating Mlillulilelurer ~hall ~e~rBII)' plly irs Relluivc Market Sh:m: of S25,OOO.OO[) 10 

fund the I'ollndali"n. The raYfnc:nl~ 10 he made hy tlIch uf lhe Original P."nidpilling Manuraclurcu pur~ant 10 Ihi~ 
~ubsccli"n (h) ~hall he ~'\Ihject II) no adj"""nenl~. rc:d\K;li(,"~, nr oifsels. 111111 ~h:tIll!.: paid to the H~L'f()W Asenl (Ill ,,~ credit.:d 
1<) the Suh5ccDon VI(h) Accounl). whn !\hall di~bucse SlICh p'.ymenl." ttl Ihe Foundation unly ,,)'<'" Ihe IIcc:urrel1<.'e il!' SIUIC
Spet:ilic finality in alle~t (Inc Senlin!: Slate. 

(e) N:tlion;tl Pt!hlic Educalion fund P;tYlnCnl1l, 

(I) Hach Originlll P:llticip3ling Manufacturer ~II:III ICevcr:llly (lilY it~ Rel:iliYc MIUke:1 Share of the folll)wing 
ha~e UI1I(1Unt~ on the foll()wing dates to the !:scrow Agent far the benefit of the fllundation's Natinnal Public t:d\lCiltilln fund 
III be u~ed fur lhe !,urp()~n and IIll de~cribed in sub:cccliuns VI(I)(I), VI(g) and Vl(h) below: S250.000,OOO (In MLirch 31. 
1999; S300,OOO.000 on Mllreh 31. 2000; $300,000,000 lin MIITCh 31. 1001; $300,000,1100 011 Murch 31. 2002; and 
5300.000,000 on MOiren 31. 2003, 4~ ~lICh amounts !Ire lTIlldified in lI~cllnJlIncc Wilh this 5ub~clinn (c). The paymcnt due nn 
Mllrch 31, I9IJ9 punulInl 10 Ihi~ $ubllect;tln (c){I) is 10 be crediled UI tbe Sumeclilln VI (c) Accounl (fir~). The (liIymenls 
due 111\ ~)f after March 31,2000 (Iun:ullnl 10 tlli~ 5IIblo'Celion VI(e)!I) Ill.' 10 be <:Tcdiled to Ihe Suh~ccth)O VI{e) Accounl 
(Suhsequenl). 

(2) The I':lymenl~ 10 be made by Ihe Originlll Plirlicipaling Manuf:tCllIJI!f5 pur~~nt II) Ihillltllbli<!l.1inn (e). 
IIt~r Ih"n the (liIYllHmt due on Mun:h 31, 1999, ~ball he ~uhject to the Inn .. t;lIn Adju~lmenl. the Volume Adju~ltnent :lnd Ihe 
offsel fur IniSl.'alcululed or di~ruted paymenls d~Tibed in ,'Uhsection Xt(i), 

(3) The PIlYmc: nl nnwe I'urwanl II) this suhKecliun (e) on Mllrcl! J I, llJlJlJ ~h:11I he di~hur~d by the Esc,,'w 
A~ent In Ihe t'nund:Jtiun .. nly upon Ilk! IK.'Currence of SllIlc,Specitk ilinalily in III 1c:a~1 tin.! Sell linG Stul(. Each relna;nin!: 
p:lyment pUl'llu:ont In lhis sub~eet"ln (e) "till II ~ di!lllul'lled by lhe: H:IC1IIW Agent 1 .. the "'uumlatilln only when State,Spc:citia: 
finalilY hall <JC:curred in Seltling Stules having Il!lgrcllutc Alkll:able Shllrell equal III al leasl lin.., 'If tIle lotal 388reg:ale 
Allncooh: Shure.~ ~signed 10 1111 Sl.IIc.~ thaI were Setd ing Stutes as (If tbe MSA HxecUlilln Dale. 

(4) In ~dditi(m 1(0 the I'aymcnt~ made l'ursUlU11 to Ihi~ ~'Ub.~ectilln (e). Ihe National Public Edul:lniclII fund 
will hI: funded (A) in 1lt.,,:oTdance wilh $Ub~clilln IX(c), and (D) thrnugh mnnie!! L,(lnlrihulCd hy other entities direclly 10 the 
I"lIund:Jlinn lind d~ill.n:lled fur the Nalitmlll Public Education Fund ("Nlilional Puhl ic Educutinn fund Contributillns"), 

(5) The payments made by Ibe Origilllll t>anicip;!linS MllnufdL1uIl.'U pursuanllo lid,. ,"'Urn.ccsion (c) :.ndlllr 
~uh~eL'tion IX(e:) ;lnd moniC-" received from all National Public Sdtlcatlon Fund Cnnlribution!' will be t1epo~iled lind illve:<led 
il1l14:cuTdancc with Ihe 11Iw,; (If the: ~t"le IIf incllrp"Ta1ic)\1 (If 'he FOIIndlltiuo. 
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(d) Cr'::lIil)/) lind Orguni7.ulinn lIt' the Fmmdalioll. NAAG. IhrouAh its cxecutive ~I,"millcc:. will pmvide I'or the 
m:uli!1R I>r the Fuundation. The: founthition lIha!J be urg:mized excJus;'Jely for cllaritable, scientific. :.and cduClIlitmal 
l'uqx"tS wilhin the mealling of IlIlernul Re'Jenue C(lde section 501{e)(3). The or&:anizalional documents or lhe 
foundalilln sh:dl specitically incorparlltt the provilli(l~ uf this Aj!reemenl relating 10 the: Foundation, lind will provide for 
I'!lymenl IIf lhe fllundation's adminh1.rative eltpc:n~e, frllm the fund~ paid pUrluant 10 ~uh1leclilln VI(b) Ill' VI(~). Thc 
Fllllndatilll\ shall he governed by a bourd of dln!cl ... r~, The b •• anI (If direclor.; ~hal1 be coillprisc:d of cleven diredors. NAAG, 
the Nlllillll:11 GoverGIlr.<' ru~ialinn (MNGA"), lind the Naljlll\a\ CnJ1l'en:nL'C of Stule I.c:g'shllure!l ("NCSL~) shall tLich ~lecl 
fmm its tncmb.mJlip two direct"". The:le six direc..1nrM lChall ~elec:t the five ltddiliona.1 dill.'CtClc~. One of thelle five uddili!lnal 
directnOl ~hnli huve C:lIpenisc ill public ~ahb i!.'Stle5. four l)f Ihe5e live addititmal direclllrs liMn have e~pertise in medi':lIl. 
child r~yehtllogy. or public hc:;altlt di~c:iplinell. The bo:ard of C!irector~ Nball be naliUlllllly gengmphically diye:rse. 

(e) f()und~tilln AffiliatinG. The foundalil.ln sh.1I1 be fnrmully IIffilillred willi lin educulianal or medical inslitution 
;;ck:cled by the buard of direa:IOI'IO. 

(t) foundnlion Punctillns. The functions of Ihc follnd;J.li()n ~h:all be: 

(I) cllrrying out • natioRwide su"ained advertl~ing and educillilln prol!'rllm 10 (A) C[)Ufller the U!Ie hy Youth 
\If TobacclI Pmduct~. and (B) educale (,'t)n~umen; about ~ ca~ and prevent it)/) of diseases a~snciqted with II~ u~e of 
Tobacco rrodut:ts; 

(2) develuping :md dis~min:ttinll mnde:1 adverli~ing and education prngnllll,; to L'tlUtller the u.o;e hy VCluth 
nfSUMt:mce5 tllalllrc unl:lwful for use 'Or purcllllse hy Yooth, with lin cmpba~is on teducing YCluth :Ilnoldnll: nKlniloring ami 
tc5tiog lhe effectiVC:11C5S CIt' such m,Klcl pmgram,;; and, bused OQ the inrorma1ion Teceived rf(lm ~uch Incmilllrinl! and lesting. 
L,(IOtinuing III develop lind dls!lCminllle revised ver~ion5 of ~'UC1t model pr\lgTaIl\ll. us apprllpriale; 

(3) devehlping and ili!illCl1liDilting mllde! c\a~mJOm edUC"Jtinn progral1\.'l lind curric:ulum Idells .ho\ll 
smllking und I'tlbstanl:e ubu~e in the K·12 M!IItlt)j ~yl\lern, including ~itic Mgel p'ocr~m~ rflr special at-risk (IIll'ulllion5: 
Inllni[oring lind lesling the dfedive:ness of ~ul;h model Pf\lgtam:.und ide:a5; and, bused on lhe Informalinn received (rum ~'UC1l 
munitoring and leMing. t:OIllinuinll to develop III1d dil;seminute Il.'vi:\ed version.: of It\Iclt model pmgr.llt1S or idell!(, liS 
"Pl'rorriale; 

(4) deYeloping and disseminulinll crit(ria for effective cesKlllion programs; monilurinl! und !Colin!: the 
elTectiven~ l)f ~ua:h criterill; lind oontinuing to develup und di!l~emimlle rcvi$Cd ver,ions (IF such .:rileri:a, II~ IIpprtlpriatc; 

(5) cOOImis!riuning ~tllclie~. funding rel!ellrch. and publishing rep~ln~ on liIc[(lrs that influence Yllulh 
sIDoking :lnd ~u":<tunce: ithUl'C and t1evchlping 5truteCic.l fO addres~ lhe l:om:lu5ioos of "uch ~1Ildie9 and rClIC.'orc:h; 

(6) developing olher innovlllive Yooth 9moking :and ~'Ubstance :lhll~c prevenlion pmllrdltll!: 

[1) )lI'0viding tlIrgeled Il'ainins lind inr()rmurion for JIUTCfII!I; 

18) m~intllininll a lihrary c1pen i(1 the public 01' FUllTldalion-fllndccl studie... repllrt~ and olher publicalltlM 
relaled 1(1 lhe c:&\I~C and ptc:vealinn of Youlh smukingllnd wbstance :lbuse: 

(9) tracking lind monitorins VlJllth lImtlking und lI!lb~tance abuse. with II (OCUlI 1m the reumn~ rnr Iny 
int:rcll:«:.' IW failures III de:ctelI~~ \'"uth l'IOokinS and l'ubslal\CC IIbu~e lind Whul 'lI:lion, 4::10 be laken hi reduce Ylluth 'Illoking 
lind ~'Ub"ancc ab1lse; 

(10) receiving. controlling. lind m~nllging contrihutkllll¢ rmm (libel' entities In furlhcr tile Jlu'l'~ 
dc:scribed in Ihis Agreemenl: lind 

(II) receiving. conlrolling, and manllging IIllCh fund:! JIIIid by the Pun;ciputin&: M~nuraclurer5 J1Uflilt.ant Iu 
I<ubseclion.o; VI(b) und VI(c) .bo~e, 

(11) fgundatipn Qmnl·Mllking, The foundation is Duthorized 10 m:lkc gr"nL~ !Tum the Nati011ul Public Educatilln 
Fllnd 10 Selliing Stales lind their (lOliljl.~l( 5u11dlvislDM III ClIrry nUl sustained advertising :lnd educuliun pnlgrllm~ III (I) 
Clllillter the usc It)' Yomh of Tohllcc(I ProduCllI, and (2) edueute COnl'lH1JCr.I ;tboul the cause arnJ prevCIltion (If disc:lscs 
a.~socillted with tbe u:<c or TubllCco PRlduct" In IlIlIkinll ~uch grunts, the fl1undalhm shall (.'Onsider whether the Settling Slale 
IIr (Il1lieiclll s\lhdivi.~i()n applying (or su.:h &,'1'ilnl: 

(I) del'lllln.1Irlllc~ Ihe Ule:nl llf lhe pnlb!em rq:lIrtling Ynulh stnuking in !luch SCllling Stale nr pniiticill 
suh<tivbiun; 

(2) either sc:cks \be grant lu implement II model prugram developed by tile r:"undilliun or pnwide, the: 
~'(\undQtiOll wilh it specific pllln rut ,ueh applicant's intended lise of the: gr:!nt IMnie:!, including demmulrlling lCuch 
aJlJ1licanrs abilily 10 develop lin effective .. dvt'rti~ing/educuli(ln c;nnpaign lind 10 aS5C.1S Ihe el'ft:c:livenns nf such 
IIdverrlsing/educ:atillR campai",; 

(3) h:u tither funds readily IIYl1i1uble 10 C<IIT)' out a !lu.~lIine" !ldveni.ing and edu~~ljnn prullrlllR 10 (A) 
L'tIUntcr the use hy Youlh of Ti,b!lcclI Product", und (B) cduCQtc «IlISUme1'5 ahoul Ihe CIiUse And prevention (If dise:asc.< 
IIs .... lCialed with the u,;e nfTobacco Prnduclx; lind 

(4) i.'< II Sc1t1ing S111te Ih.t 1uI~ nOl ~vered Ihi~ l!CClion VI frum its xctllement wirh 1he PlInicip:sting 
Munuf;&clUrer~ pUl'lluan( III 5ub:ICCtion VI(i) heltlw. t.r i~ II rulilkul ~uhdivlslllllin 5tK:h II Seining Slate:. 
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(h) t>"unll:.I;,1n ActiYirie~. ~ "'1111ni!alion J\hall IInl engage ill, nor ~hall any <If Ihe l'" .. un<.l~lilln·5 mllney he u~ed 
to engus~ ill.llny rUlitieal u~livilil:~ Ill" 1c,llbying. indlhling, mol nnllimiled to. ~lIproM (If ur IljlfllISilil>/\ lu camlid;lh!~. hullol 
i\lilialiY1:~. Tden:nda l)r tlIh~r sinlilal' nctiYilH:!i. Tile Nalion .. ,1 "ublie ~IUC:lli"R fund I<hol1 b~ used IlRly rOT put-lie 
e.!IIC!,lilJ1t lint! :Jdvcrlisln8 r~~ardingt~ :lddicljvelle~~.l,e~lth clrcets, and ';(lCilli "II~I~ reluled lu'he \L~e 1)( lllb;u;c"l'r"o.I\lct~ 
and shull nol ht. lI~d fill' 'Illy P"SOnai lIu;sck I)n. Ilf yililk,lIioll Ill'. ;Ill)' person (whellaer hy mUll!: tlr btlsines~ ar11lIulillll), 
cllmrmny. llr IlIlv.ernnlCnllll agency. whether individl,ll1l1y \If r:ulkctively. The ~I)un!latil)n shall w\)rk 10 ensure Ih .. 1 ils 
OI~livilies are curried 001 in u cuJrurllUy :Ind linguislically ~p)\rOp!'i:l1e manMr. The: rl1undatilln's "clivili~~ (including II~ 
N;lliullull'ublic ElluClIlion fund) .:hIlI! h~ c:&rried ('UI ~\lldy within Ihe SIllies. Tho: 1l1l)'~nL~ descrihed in ~uI>lIcclion' VI(b) 
qnd Vl(c) above: IIrC made at lhe direclion lind un ~lr~lr (If Settling Slate~. By fJWking !'uch payments in such I"Llnntr. Ihe 
Purtidp:&ling Mllnufaclun:rs du nul underlllke :md cllpre~sJy dbcJ .. im any re~p"ll.'\ibiljIY with rc~rect If) the creation, 
flJleralinn. liatJilillCl', Q(' (U lCllllu5 uf tht= F()ul'ld~li"n (If lhe NaliOlnal ""hlie Biluclltion Punt!. 

(i) Sevemnce of [hi" Section. If Ihe Altomey Generatllr ~ Senling SI .. te delcrminclIlnllt $ueh Seltling Stilte lll3y not 
IlIw\'ully cnler inlO Ihis set."tion VI a.~ a mailer (If applicabk sillte law. lItich "lIurn~y Generoll m~y seYer this lCCclilm VI fmm 
illl 1ICUlClneni with lhe Purticip~ling Manurllc;\urer.l by Civing wrllien IIlIIiee (IC $ul:h se'lerance It) eHcll Partil;ipatinF 
M:lnulul;[un:r and NAAG pllr'III1t1llu xub~ecli(ln XYIIf{k.) herellf. It" IIny Selllil111 St"te .:".:n:i~s il~ righl to scye( Ihis ~clilln 
vr. Ibi~ I'CcliuR VI ~hall nl)1 he c:on~idercd a p;trt uf the spcdlk Kelliement!>e:lwcc:n ~uch Stilling Slab!. :IlId the Partidpalin~ 
M.mufiICluJer.<. and this "celilln VI shull nul be cnrorl-e;able by IIr in !>\Jell SC:1Ilint:: State. The rl1ymcnl ubligalion of 
~ul»<el!lil)n~ VI{b) and Yl(c) herellf 1:.h:A1I :ll'ply reganlle~~ (If ;a dc:terminati,ln by U~ ,If mllfC ~lIling Sl .. te~ II) l<C\iCl' sccliun 
VI hereur: I'l'uy;ll"d. howcYer, thlll if 1111 Senling St:lIC~ !lCvtr ~cti(ln VI hereof', t!le rllyrnent obligalilln~ of 5ub~cclilln" (b) 
:tnd (c) berell! sh,1I1 be lIuli and void. If the Athl!1leY Generoll (lr II Seu1inC Stale IhlIt ~evertd this 54:clilm VI ,;uh-,;equ':lI1ly 
de1ermillc5 lhat such Senling Stille mll)' lawfully enter illl0 tbill ~ectk)n Vl UN :t maller (It lIppliclible !'lltte law, ~uch AII(lr"ey 
Genera) may rc:~cind lOUch Setlling Slule'" rrcvjml~ ~venmce of thill ,;cetion VI by giving wrillen nl)lil:c of ~lICh rescinion III 
ellch P.oIrli~ipltli"ll Mnnur,,(."turer and NAAG pursuant 10 Mlb~lilln XVIII(k). If any Stilling State rescinds such lCe\"cr.mce. 
Ihis 5CClinn VI sllal\ he \;on~idered II (lart "r Ihe lIpC!~ific settlement between ~uch Settling Sllll~ lind Ihe PlII1ic:iputing 
Mllnufm:WR'r,: (including CIII" fII.IlJIlI$e~ Ilr $ubs.!ctiull <.:)(4)), and thi~ lOC<:tiun VI shull be enfon:eahle by lind in I>uch &:ttlinll 
5,,.,,,. 

VII. I~NI"ORCEMEN'r 

(:.) Juri!«liction. Iladl P:lrticiputillg M:ll1utilctllJ'ef und e"ell Seltling Slall: ilCknuwledge 111;11 lhe C()Un: ~ 1) ha.~ 
juri~i(.1i(ln over !1Ie subjcct Il1lltlcr IIf lhe: IIl."lillll idenlified in E"hihil I> in ~uch Settling Stilt! lind ovcr e:lch Participaling 
Man"l'~clurer; (2) .h:1I1 ret .. ln I:l!.du:-;ivc juri~dkdtln I'ur Ih" Jlurru~e!< tlf implrlllCnling lI~d I:nfllrdDg Ihi~ Agreemenl '1nd Ill( 
Cnnscnl D\..,\:rcc !llIt!) !llJcb Stilling Sinre; and (..1) ClI<:I!pl ru; prllv;ded in lItibsectitHl!l IX(d). XI(.:) ,,<XI XVllld) lind /::l\hilJit O. 
~h:dl be the (Inly ~"urt to which dispules under this A,reement (If Ihe Cunsent Decree ure presented as to such Settling Stale. 
PRlyicled, however. lhal n()lwilh.~landinll the rClrc:going. Ibe c:;c:ruw COlin < .. ~ defined in Ihe E~'Cmw Agreement) shlill tw .... e 
c:~du~ivc: juri~(1icljllll • .lei rrl1\ided in seclinn 15 (\1' the ElICn)w Al!reemcllt. over any !CUil. IIction Ill' pnll:ceding seekinll In 

. inlerprel or enrClrc:e any pr(lvi~ion (If, or based on any right arbing \'lIt of. !he Escrow A41Jc:ement. 
(b) Enfgrcement of Ctlnsens Qecree. Excepl.lei CII~!lsl)' provided in the CDn~ent Decree:, IIny Seilling Slate (Ir 

Relew:ed Party may "l'ply II) &he Coon In cnforce Ihe: torms of tht ConllCnt Decree: (or fur 1& dec\lIrJlilm e()n~lruing any >'Uc!1 
ler,") with resped 111 Illlegc:d villl:llion~ within !llleh Settling Slate. A Senllng Sillte mll)' IN)I lICe/( 10 cnftlrr:e Ihe CjlnSl!lIl 
I:>«.-.:c IIf another Settling SlllIe; f'rtJ'Iided, however. lrun ntlthing conlllined herein ~Ilalillft~cllhe ahililY IIf iIIly Sellting Stule 
(0 (I} cl10rdinalc ~Iate cnt' .. r~.'c:ment ilCti\)I\s Clr pmt:c:edings. \If (2) tile or jnill 1111)' 1II11ic;u~ IJriel'. In Ibe e~nl Ihat the Court 
ddl!lmine~ thul any P-.lltH:ipllling M.nllr~cllm:r (If Selliing Sllile has violated Ihe CI~nscnt Decree within IAA:b Setlling Slate, 
Ihe pany Ihal initi;1led the pmceeding~ 111l1y relJlIe~t lilly lind all relief nailahle within ~uch Setlling State plIl"llll;lnl 10 Ihe 
Clmsent D~rce. 

(c) Hnfllrcel~nt ,If this 1\ GT("'~nt. 

(I) Ektept IU provided in ~ub!<l:,"1ion~ IX(d), xt(c). XVII(d) lind e~llibi\ 0, IIny Settling SI~II~ ur 
P:I1'lh.;paling Manut'uclurcr m;ry brins un :lClinn in Ihe Ct>IIrt 10 enfc)J'(.'C Ihe terms nf this 1It:~ol1cnt (IIr for a decluralilln 
..... n.<trlling lUI)' 5ucb lenll ("D~c:l;lIiltl)ry Order")) with respect Itl di~1'Iules. ull':llw YiCllatiuns IIr alle!;"d hrellches with"l ~u~h 
SeUling Siale. 

(2) BertlIC initiating ~uclt proceeuinll~, a pllrty "halt pltlvlde 30 dllyS' wrillen m)tic~ II) the AlIllmey 
Oeneral uf C"Jch Selltlng SlllIe, tu. HAAG, lind t<l t~Clh P;u1icipating MUDllfilclun:r or il~ intent 1(1 initiate pnx:eedlngs pursu .. nt 
Ie) Ihis ,o:tI"~eclipn. The 30-duy nutice periud may be IIhurtened in tbe CVCIII that Ihe relevant Allllme), Oenerul re""onahly 
delermine~ thul a (.vmpelling timc:-~n.~ilive puhllc healtJl and safety concern rc:quirc$ IIKI~ irnmedinle lIClilln. 

0) In lhe evenllh.lllhe Court determlnel( Ih:tt any Partidl':lting Mllnut"lIcl\trer nr SenUng Stale h:l5 yia!.".:d 
Ilr br'ellChed Ihi5 Agreement. Ihe ratty tho&! iniliated lhe Pf"l ... eeding~ m:i)' requcl't an order re,'1Tl1ining ~uc:b yiohllion or brcllCh, 
and/or ordering cutnplillnce within ~UC:h Settling Stale (lin "t::nrol'\,.-emc:nt Order"), 

(4} Ir:ln i~~ue ;r.riseg 1111 to whetbet II PlIrticillPtin, M>Ulufaclurcr bas failed II) 4."lImply with lin Enrnrct:menl 
Order, lhe Attorney Generul for the Seliling Stule in questiun may $CCk iIR mder fl)l" intoerrreialicm ur for monelary. c:i .... il 
~'(lnlc:t1lf'1Ilr critnin .. lliUoclionl' til enfurce l.'tImpliance with );uch Enfoft:ernent ORler. 

(5) tft~ Cuurll1nd51hat II gmltJ-fl1ilh di~rUle el!.ist:~ ~.II Ihc: cne'oIning of the [~rlll~ t1rlbi~ Acrtemenl nr II 
I>CCI,.rut\lry Onkr. Ihl! COllrl m"y in its di.~c:reliun dclermine In cnlcr 1I IJ«llI"llllf)' Order r~lhc"lh;m un EnlillCcrnc:nl Onl~r. 
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(6) Whenever 1'1l ... ~jble. lhe: p;lrtie~ ~bllU Kelt ttl r~lllve lIlI .. lIe~ed vinJalion of Ibis AI.'1'ccmenl t-.y 
dis"u~~it'" r"rs\I;:ml 10 ~ubscclinn XVIII(m) CIt' Ihi.: Agnccnrn:nt. In IIdtliliun. in delermining whether , .. ~o:k. an 
L;nfun.:emcnl Orckr. IIr ill d':leTll1ining whethl!r 10 lII!Oek lID (lJcler for I""n<:lllf),. \:iI/II Ctlnlel'll'l or criminal ~1U1<:tion5 I.,. ~ny 
clairned 'Iiulation In un i!nlorcenlellf Qrder, the AII<lmey Genelllt ,;1I"U Si\'e S(Jllli-fuith c(lnsidcmtiun tn whe1her lhe 
I'Ilrtieipliting M:mur0«.1urer IMI i, claimed lu hAve vh,lnlcd Ibi~ Agreemenl b;!l! taken ap(lmpriate und rc:,~)(1abk! !;Iep" 10 

':IIUlIe Ihe cli/.ill1Cd vj,IllIliun III bo: (,'Ured. unl~ 5uch parlY h:l~ lH:eo guilty of a rattern ot" "iul:llilln.~ of like nuture. 

(d) Righi of Review. All allleu lind utlH:r judicial cJetennlnatlons madi! by any coun in cunn~lion wilh Ihi~ 
Agrtc:l1Ient or allY C<lnl'Cnt Decree shll be ~\lbjecl to .. II availubk! IIllrcllllle review, and nnthinll in Ihill AGreement (11' IlllY 
Con~enll)e<.:~e shall be deemed It) cllnlo"tilute II wlliverufany right tl10 IIny ~cb review. 

(e) Apnlicllhiliry. 1'hi~ Agreement and the CUIt$CCl1 D~rc:e upply (HIly 10 lbe Parlicipating M;muf:U:lurer.< in lheir 
\,."t'l'f1\lr~te Cll(1:1c:ity II<:tll'lg throllgb their rc~peclivc :rucc:e~$OI'S WId .ssi;m. diret.111r.>., ntireers. etnpillyec~, agenl~ •• "tJh~jdiuric$. 
tlivi~iUln, ar other il1lern:t1 or,ltanilillional units of ~ny klod (Ir any other entilies actinG ill ... 'oncerl or participalion with IlIem, 
The remcdie~ penalties and SlIJIClilllIl> Ihqt may be impo~ed Of "!Is(:s:lCd in conne-cIKm wilh a brciiclJ Q(' vinlation IIf this 
Agreclnent tlr Ihe ConS!!l1t DeclU (IIr lillY Declilratary Order (II' ~forctmenl Order is~ued in Cllnncc.:lhln with Ihi.~ Agreement 
'Ir Ihe Con~cnl Decree) shall nnl), apply III the Parlicipating Mlinufucluref1l. lind stmll lICIt be j~d (It' a!\~Cs5ed ag~il)slllny 
enrpltJyce, (leticer or director ()f any PlirlicipaliDs MllnufllClurer. or IIgainlll ;any otber per~on (.r enlily as II cCln,;equence of 
~lICh breach or violulion ... nd the Court I'hall ha ve no juri~djctiOl\ (a d .. :;0. 

(I') Cmln\illalj«m of !:lnfl!!cernenl. TIlC Altorneys Generul of Ihe Selllinjl Slale~ (through NAi\G) slml\ nKlniior 
p:.I~nlial ~'()nt1ic:ting intct'('lrellllionll by courts of different StalCll of litis Asrec:ment ud the C"n~nt Decrees. The Sclllin,; 
Slate~ ~hall u~e Ihelr tics! effnnJl, in 1!(lOper-.llioo with tile Pllrlicipllting Manufacturer~, I() ,-'O(lrdinale ;and rc~oIYC! Iitt errccl~ of 
KlICh I."onnicting intelJ'relaliall~!Ill 10 muller" lhal are nat el«."lu~ively \01.";11 in lIalure. 

(g) In"Meljon and Oi;;q"'~y RiGhl~. Withtl1lllimilation on whulevtr Ql.het riShtli to Ilo:elOl the)' 111:1}' be permilled 
by l~w. fol!tlwing Slat.c-Specific: nnMIity in II Stilling Stale and ror ~vcn year~ Iherc:tfler, reptexentalive!< of Ihe Atlllmc:y 
General of ,,"c:h Selliing Stale muy. for the PUt'('lO!Ie of enfon:ing Ihi~ Agreement und the Crll'L'ICIIl Decree. ur(ln fClLo;clJlllhJc 
CIIII,e 10 helieve Ih'lI II 'Iioilitiun ur Ihi!' AgreemC:lu IIr the Cllnse"t Decree hal' II.:Gurred. lind up"n TCWlon'lhle rrinr wrillen 
Illltice (hut in nil evc:nlle~5 lhun 10 Bu.~i~s~ Day_): (I) ha'lc <w<''eS~ dut'ing regulmr ol'lke h(lIlT~ III in~~ct IIncl 1."('1')' al\ 
r.:lc:vllnl nlln-rrivile~'Cd, IIIm-wark-product b\1okll. records. meeting .. geOOa and minute", und .. Iher df.lcumenL~ (whether in 
hard cop)' lilnn Ilf slored electronically) of elicit Pwnicip:aling Mllnufllcturer iR!lorar ~ tbey pertain to ~Uth believed YK1IJ1tir>lI; 
:.nd (2) interview each Pal1icipuling Manuractllrel'" direCI()~. officers lind employo:e~ (who shall be entilled to "ave: counSl!l 
pre~mt) with re~pec:1 tn relC'lllnl, non-ptivileged.l1un-wotk-rruduct matico; pertaining ICI ~Ilcll believed vi()lulinfl. DU~lIment" 
and inti.rmation provided tn repre~lalives of Ihe Attorney Oencm (If sucb Settling Stille IMsuant 10 Ihj~ ~CGtion VII :mall 
be kepi lXlnfidenli;![ hy the Settling Stllte~. and ~hall be uliliJ.ed only by Ihe Sculing Silltell und only f(" pu~~ 01" enf<1t'1;in!; 
Ihis Agreement, the Cunllenl Decree ~n<.l l/Ie criminal law. The in~llCcllon lIIId dh;ca __ y rig"" I'llIyided In IWCh Seltling 
Siule pUr,iUllnt ta Ihi~ 1iubJIecliulI snail be l!t'Iordillllled th1'tlugb HMG ~o :llllc.) avoid repetitive lind ell(.'e~ive iD5pecllon 111\11 
di~uver)'_ 

VIfI. CERTAIN ONGOING R~SPONSIBILIT1ES OF mE SETTLING STATES 

la) Upon approval or the NAAO clIcelllive oommiltee. NAAO win prl1vide I.'nordinati"n and flidlitQli(Jn fur Ihe 
lmvlemenlatioo lind ~ntur(."Cment "r Ihis Agreement OR bchllif of the Attorneys General of the Sell ling S~tc5. including lhe 
f\,II\,winS: 

(I) NAAO will 1l~~11t1 in c;Qllrdinliling the iRl\flll:l:liun lind di~cnl/efy lIClivitiell n:fcrl'l!d Ie) in ~ubliCl."lil1n!l 
UI(p)(l) lind YUh;) n:I!OIrdins cl1mplillnce With Ihi~ Agreemenl by the Pwticipaling Manuf"c;lurc:r.~ lind 411\)' new lohil<:~l
rel:lled Irode 1I~.(lI:illlil1n.~. 

(2) NAAO will CUlI'Iene til lea51 twn meeling" per ye'Jr und olle rmdur mltion:!1 eun(crdlt;e e'Very three 
y.:lU'~ r\.r the AI((.mey" General Ilf the Sellling Sllites. the dilC1;tol"!\ ur lIIe f"oundllt;Ul1 OInd lhree per~nll~ de~il!n"led by ellch 
Pllrti~ll'lIling Munufacturer. The pur~ or lhe mceling~ lind conference i.1 10 cVlllulUe the ~U(."(''eSS of lhi~ Agrctillent OInd 
cllnroinllie em'rts by the AIt<Kneyl( GCRc:r:!1 lind Ihe PlirtiL'i(lllting Manufacturers to continlle 10 rwua: Y IlUIh smokinll . 

(3) NAAG will rmuciicolly infilrm NOA. NCSt.. the Nutk'n;!1 A!ClI(I4;illtiun nr Countk, and Ihe: N:IIK1D:11 
Leaglle \.r Cities (If lhe te5UIt~ (If the mec:tinS5 lind (:Uftferell(:es reCctred to in I(Uhsec;lilln (11)(2) almYc. 

(4) NAAG will RUp(IOrt und ct)ardinllte the elY on" of the Alttlrney~ Gener .. 1 IIr the Senling SI;nes in 
clIl'Tyinj! OUltho:ir NSI'I'n~ibilitiex under lhb Agreement_ 

(S~ NAAG will perfllrm Iho: ather fum;lilll\.~ ~ecified for it in Ihi ... A8feemelll, including Ille funclklns 
~pecllied in :<ection IV. 

(b) Uprtn "flpt()YlAl by the NAAG executlvc IXlmmiltee 10 u~umc the re~ponsibililie$ nutlinell in sub!'ecrioll VII/CD) 
hereof. each Origin~1 Pllniciputing Manufacturei' sbaH l.'lIuse to be paid. b~ginnlng on ~bcr 31, 191)8, lind on Dccelllher 
31 m c:I&:h)'e<lr Ihen.oufter Ihf()u~h and il1l.."luding D~'ember :H. 2007. illl Rcll&livt MlITkcl Shure of SIS/WOO per year lu lhe: 
ll!OC:row Allenl (It, be cn.oditc:d kl Ihl; Sutr~cl:linn V111(b) A(.'OO\Int). woo 5bull di~bur~e ~lICh Inllnie!l to NAAG within 10 
alllline~" o-~y~. fa fund Ihe 1I(.1ivitie1l dCIICflbed In $ub!lel:linn VIII(u). 

(c) The Al\lImeys <km:ral of Ihe Senllnll St:tllell, lIcting thrllu~b NAAG. shall e~1~blish " fund (..,.~ Sll1le~' 
Anlitrust/CtlllSUlIlCf t'rnteclion TClhu~'C1I t;nrur~CllIeCIl Fund") in lite futln OIflllch<:d a.~ I:!"hibil J, which wiIIl>t.: maint:llned hy 
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~uch Alwrneys Genc:ral tu suppt.:menl lhe Senling Stlltes' (I) enrurcemenl and imp~IIlC:I1I;lti"n III the lerms nf thh 
Agreement and the: Consent Dccree~, and (2) invt:sliClltinn and litigation of plltential viul:uions lIf luW$ wilh resJI"CI Itl 
Tubaccll Pruduct.~, as lIel lonh io Exhihit J. Hach Original PlItIicipuling Manufacturer ~haU lin March 31, 1999, ~~ver~l1y 
pay its Rt:lnlive Markel Share of SSO,OIlO,OOO In the H:<erow Agent (til be credited to lhe Sublieetion VIII(c) AI..-count), who 
50011 disllurlCe ~UCh mllnio::slo NAAG U[IIIR the occurrence nfSt.Ite-Spl:Cilic finality in allenst one Settling Stute. Such funlls 
will be ust:d in u .... "ClItdam:e wilh the prnvisinns of Exhillit 1. 

IX_ PA YMF..N1"S 
(a) All P:tymen[~ Inln tj'H"w. All paymenls llllIde Jlunllanl It> this Asreemenl: (ell .. octt1 tll\,ICC p:lyrncnl~ made 

puuu:mt III ~ctilln XVJJ) AAIIIl he ma4e inl~1 e.~cruw pur~UllDt III tile Ii~.,..)w Agrl:emenl, lind lihall be .. -rediled III the 
Ilppropri:tle AC~lIunt estahlished Jlun:uunt 10 lhe E~cn,w A!l"reemenl, Sucll raymetll:l ~h~1I be disbursed tu tltc IlCncnci.lri~ or 
~unu:d In the l'arlicipalillg ManlitaCturcr~ (mly as provided In section XI and Ihe E!\CI"\IW Agreement. No paymenl 
lIbl~~tilln under Ihi~ Agr~emenl ~hall ari~e ( I) unleSll and unlillhe E..cmw Cuurt ha.~ IIppnlvCII and retllined jurisdktinn liver 
1110: /;isl:rIIW Aereement ur (2) if such IIl'proval is revcn;ed (unle1-." :lnd until ~\II:II reyenal ill ilself reversed). The purties agr~ 
10 prm;ced a:; eXJll!ditillusly aN [llIs~iltle 10 n:~olvc any l~sues Ihul prev~nl :tpl'mnl ur the H.,cruw Ayreemcnl. If any p:')'I1"!!!nl 
(olher lhan Ihc firsl iniri:d Jlll),ment under sllhKcclitln lX(b» ill del:Jyed Ilc'::lusc tile E5cn.w AGrCell1C:1I1 ha~ nul heen IIpprnved. 
!AA:h " .. )'tnenl shull be due lind f/lI)'lltJl.: (IoJ1t!lher with illler<!~lllt the I'rimt 1t,111:) wilhin 10 8ul'ines...; D:lY. afler :ll'pn\Yal of 
Iht! Es~mw A~recmcRI hy Iho: I~~.:nlw Courl. 

(b) Inili,,! I'IlYmt"I~. On the 1Il. ..... "Jd 8usinl!~s Oay ufter tbe Ii~~row Coun apprmles und retuins jllril'dicliun liver the 
Escnlw A.t:recOlc:nt, ell!;h Original Pamcif/llling Manufacturer sball.:evcl'.dly ray ttllhe ~!CCrllw Agent (10 he cn:diled III the 
Suhloectilln IX(b) Acc~lunl (Pirs!) iI$ Markct Cnpilllliz.alion Percenlllge (II" lIet furth in HlIhibit K) of tbe b~5C :smuunl of 
S2,400,OOO,OIlO. On January 10.2000, each Original P:mici)llliing MlInuf;!o::turer shall severally pay III Ihe Escrow A}!cnt il~ 
Relative Market Share o( Ihe rutK arnnunl of $2,412,000,000. On J:anu~ry 10, 2001. eaeb Origin:11 Plinicipaling 
M:anul"al:turer shall ,;cvernlly pay to the: cscmw Agent ils Rewlive Market Share: of Ihe bnlle: amt>unt or 52,546.160,000. On 
Janu;"y 10, 2002, ellch Orillit1lll 1':utici,,:llinl1 M:lnufJlcturer :<1",11 :ccvefally pny 1(1 the cscmw Agenl it~ Relalive: M:U"kct 
S11:lrc unlle IIlIse :llIIoulll uf S2.r,22.~44,t!()0. On January HI, 21lU:l, c'1ch Ori~inall):uti.:ifl"linl! MaolllilclIlNr ~hllll sc:yc:r:llly 
pny In lin: I~scrnw AjlcIII ils RclllliYI! MlU"ket Share H(" the ims~ :l1I111l1nl I,f S2.70l.Z2I,loIoI. 11><: I'"Ynlcnts pursunnt Illlhi. 
suhsectilln Ih) due ,In t1r after January 10, 2I.l00 !lhJl1I he cn:ditc:d III the SlIh...:cliun IX(h) Account (Suhsl!quenl). Til<! 
r"rcg~ling paymt::nl5 ~"1I11 be modirted in acc(lrdan~-e willt tlli~ lIub~clitlD (h). The paYln~nl5 milde by Ihe Orillinal 
Punicip;lling M~nufolcluren pursualll 1(1 this sabse~"tinn (b) (nlher th~n lite Iir~1 ~uch paymenl) ~hal1 be 5ubjeclln the Vuhunc 
Adjustment. lhe Non-S~uling Sillies RedUCli(1fl lind the offset fur mi>-culculaled or di~puled pllymcnt~ de:c<.-ribed in ~ubsecliun 
XI(i). Tho! til'Sl p-.. yrnenl due under Ihi~ sul>secliOll (b) :mllli be ~Ilhject In the Non·Settling 51111e5 RedUction. bUI ~llCh 
reuul:liun shall be delermined a~ I~ lhe dal~ one dlI.y beti.Jre ~'Ucb payment i5 due (ruther than the date 15 dUy5 bell)r.:). 

t~) Annual raymsDh; and Slmteci..: Cnntrjhufinn Pjlymsllts4 

(I) On April 15,2000 lind on April 15 {If each yeur lhereafter in Jlcl11eluilY. each Original Parlicifl"IinG 
Manufacturer shull scverdlly pay IlIlhe ~~crow Agent (to !Ie cn:dited Ullhe Sub.e~'1ion IX(l:)( I) A,:clt\lnt) it~ Relative Marke, 
Shlue .. f the IIase amllunl~ .-pecilied IH:II'w, Ull sucb paymenl5 life modified in accordance wilh Ihis subseclion (e)( I): 

Yr .. r 8 .. ~e Amoun' 
2000 $4,500.000,OO{) 
ZOOt SS,O()O,OOO,OOO 
20()2 $6,500,000,000 
2003 S6,SOO,OOO,OOO 
2004 S8,ooo,OOO,ooo 
2005 $8.000.000,000 
2006 S8.ooo,OOO,OOO 
2U07 S8,ooO,OOO.000 
200S $8,139,000,000 
2009 $&.139.000,000 
2010 $3,139,000,000 
2011 $11,139,000,000 
Z012 $8,139,000.000 
2013 $11,139,000,000 
2014 S8,Ill).OOO,tlOO 
2015 !t!,llt),OOO.OOO 
2016 S8,139,OOO,()()O 
2017 SII,IJ9.000,OOO 
2018 ami ~:lch )Ie:llr thcrt:::tner $11,000,000,000 

The pltyl1lcnt~ m~dc by the Oriclnal P;articipulillil MlIlluf'acturl:tll pUT.(Uant tl> this ~\lhsec:lilltl (e)( 1) ~bnll be $ubjecl 111 
the Innation Adjustmenl. the Volume Adjulltlnent, lhe Previuu51y Setlled Slllle~ Rcd~lion, the Nnn-Scnling States 
Reduction, the NPM Adjustment, the nl'f.~llctr rnillCillculilted I)r dhpulcd payment~ de.~crihed in ~uhseclion X I(i), the Feder,,1 
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Tohac"',(1 Le,gb<laliun OffHt, the Lililluting Rele .. !ling Pilrtiel> Offltet, ~nd Ibe IIffsel.~ fur claim~ o~l!r de~cribed in 
~u"~ectiunl' XII{a)(4)(B) and XII(1I)(8). 

(2) On Arril IS, 20011 lind an April IS of ellCh year thereafter through 2(111, e:Jch Original Pllrlidraling 
Manufacturer sOOlI,;everully pay ttl the E.<iCrIIW Agent (tn be credited 10 Ihe Suhl;e,,'tion IX(c)(2) Accounl) illl Relulive 
Markel Share I)f the bll~e IImounlUr SlI6I,OOO,OOO,.~ !tIIeh puymcnl'l are modified in lICCordanct with Ihili !o"1lhsec:tinn (c){2). 
The payments mllde: by tlle Original Purli<:ipating Mllnllfll\;lurer~ pursuant to tbl~ :luhseclion (c)(2) ~hall be ,ubject 10 th~ 
Innll1ion Adju~tment, the Volume Adju~lJm::nt, the NPM Adjustlnenl, the (Irfs~t for miscalculatcd l}r di:oputed payment!! 
de.occrihed in ~obsecti<ln XI(i), the Pederal T(.bac~"I) LeSi~l:atioll Otr~el, the Litigating Rele:a~ing Pllrtic:I Orf~l, lind Ihe Dff~c:ls 
for cl.hns lIver de~ribed in subsections XII(a)(4)(8) itnd XlI(u){8). Such puYnlenl~ shall ulso be SUbject [0 the Non-Senling 
Stllle~ Rcducti(Jn; pmvidcd, howcver, lItut ttlr pUrrt~~ of pllyment5 due p\Jr~uant 10 this ~ub~tllIn (c)(2) (and corrc~Jlnnding 
payments hy Sub~~l.Iuel1t j)-drtU:il"lting Manuflll.1uters under ~"1Ib5et:lilln IX(i». the Nun-Settling StalC$ Reduction shull be 
dtrivcd liS t\.lIu\v5: (A) the J'lilymen~" made by the Original PilI'tici(T.lling Manuraclureu PUfSUU/lt Itl this sub!Oeclinn (e)(2) 
!<hotU be illIUClItcd lIml.n!: the Sellling Stlltes lin 1I pen:entllge rutsis Itt be determined hy the Sellling Slule.~ pur~u:ml In the 
pn)l'Cdurcs 21 ti.H1h in El(hillit U, lind Ihe resulling 1l1l000001i(ln pen:entages di~llI);Cd 10 Ihe E.o;c,;row Agcnt, the Independenl 
Auditor and the Origill:ll Puni4.'ip!tlinll Milnur;u:(urers nlll IUler than Jooc 30, 1999; and (8) Ihe Nun-Settling Stale~ RedUCIiun 
shull to.: \Ia.cd un Ihe ~"m uf Ihe Allocahle Sh:ites w estubJi~~d runuun,!., ~Ub5el:lilln (c)(2){A) f"r IhCl~ Sillte~ thl wen: 
Sl!l1linl! SI:II .. 'l< II!<"I' the MSA !:xeculi'''1 0:,1': IInti U~ lei whid\ thi~ Aa:re.:lIIl!nt hilS h:nnin:lIed a~ .. f the dille I~ d~y~ h.:l'm\! 
Ihl! p;iyllll!I\1 in 'Iuc"tiun is tllIe. 

(d) Nnn-t»-.lrtjcinating MunurHcturer Aslivsfment. 

(l) Clilcuh!ljpn of NPM Adjustment for Orh;inal Participating Manufjlcturers. To pmlect the public lleallh 
gain:; IIthieved hy thi~ Agreement, certain (IlIyt1ICnl8 IJIlIde pursuant tn th.ls Agreement shull he ~ubjwI I\) lin NPM 
Adj~tmenL Pnyment~ by the Original PUrlicipaling Manuf'''~1W'ers to wbich Ihe NPM Adju~lmenlllflPlies ~hllll be lIdjU$ted 
a!< I'rovided helow: 

(A) Suhject III Ihe "rovi~it1n~ lIf"::uhlOel.1i"n' (d)(I)(C), (d)(I)[D) und (d)(Z) heluw. each AllilClIlI .. 'O,/ 

l'n)'II\~'nt shall be "d.ju:CCctl by ~ublrnc!ing l'nlln ~uch AII,'clited t'lIynoenl lIre pmllucl nf ~uch A lIucak.1 1':1),1111:nl 1IlnilUni 

Inultiplied IIy the Nl'M Adjusllllt:nl I'.:rce:nlage. The "NI'M "'dju~tnent Pen:o!l)tage" ~h:11I ~ calculated 1I~ flllh,w$; 

(i) If Ihe Market Share Lnss for the YC;If immediately preceding [he year in which the 
paymenl in que.~ljlm b due I~ Ius than II .. equlIl.o 0 (zero), then the NPM Adjl.l.'<lmenl Pen:cntllge l>holl equal uro. 

(iI) If the Market Sh3re LOIt~ ror .he year immediatcl), rrn",ding the year in which tile: 
("I~yment ill que~linn i~ due i$ Ilreoler lhun 0 (ZCRl) and le!O.~ tblUl or eqllill 10 16 2/3 perc;entll/:c pnints, then the NPM 
Adju~tment Percenlage ~hall be equdllo the I'rt •• hlctlJf(lI) such MlItkel Share Lo5J: and (y) 3 (Ihree). 

(iii) If Ihe Murket Shiite ltl!1J1 Cur Ihe year immediutely preceding lhe year in wllich the 
payment in que~tinn i~ due i5 greater Ihan 16213 pen .. entage points, then the NPM Adjustmenl Percent.gc ,;/Illl! he equullo 
the 111m of (x) SO pen:entllge )llIinls and (y) the product of (I) the V;triahle Multiplier lin'" (2) the re~"1Iltof!;uch Markt Shure 
Lus. minu5 16:213 percenlllge 1'<1inls. 

(B) Definitioll~; 

fi) "Ua!Oe Aggregllte Panicipulins MlInufjJl.!l~rer Market SharcM tmIIrlS the rcsul1 ur (x) 
the ,;11111 I)r Ih.: apl1licllble Morice1 Sllare~ (the applicable Murkc:t Share to be Ihal fnr 11)97) or all prcsenl: und lonncr TuhaJ;C'O 
I"roduct Manurilcturers Ihlll were P-~rtlcipiltins MlInllrllCtul"Cfl\ during the enl:ire cllJendar year immediulely plI:cctling Ih~ yeilr 
in wbich th~ p:lymenlin question i~ due minus (y) 2 (tWl.,) pcreCtltug~ poinbl. 

(ii) "Actllal Aggregate P4t1ic:iplCting Manufill:lllrer Markel Sh;m:" meun" tile ltum (If ,he 
up .. licllbl~ M:lrket Sbare~ of aU rr~~enl lind former Ttlbil<."Cl. PmdUCI Manufl.u:luren that were P~rticip;ating Manulirculretl> 
during Ihc entire clIlo:ndar year im mcdiately preceding the year in whicn the puytnenl in qut!Oti()n i~ duc (the IIpplicuhle 
Markel Share III he: lhat fnr the ,:alendllr yeur immediately preceding Ihe yur in which Ihe payment in que~lion i:l due). 

(III) "Mnrket Share loss" II1ClIIlII the re5111t of fx) the HII~e AgSregale Participatint: 
Manufaclurer Mllrket Share minus (y) Ihe AI.111111 Aggrcgute Participating Manufaclurer M.uket Shure. 

(Iv) ~Vuriabte Multiplier" ~~l~ SO pcn:entllge pllint:l divided hy Ihe re~uh PI' (1I) the 
Ib.e Aggregate 1';o1idparing Mllnut;'cturer Madel Shllre minull (y) 16213 pen:entage pnint!!. 

(C) On or hefare february 2 of each yelll following a yur in which Ihere W:t.~ a Markel Share 
LII~~ src:ater thlm lero, II nationally recogniled fll1ll or ecunomic COl\llultanb (the "Firm") 511:111 delermine whelher the 
di~dvantllge.~ elCpr:rienccd liS u rel'Ult IIflhe proviJiuII5 .,f Ihi!> Agreement were II ~ignirll:anl f"ctnr cOlluibutinJ; 10 the Murke. 
Share LO~5 fur Ihe )'ear ill '1ucl'tioo. II" the Virm delermine, lhat the diliUdvllolat.,« ellperienced liS Ii re5ult or Ihe rr{lYisirnu of 
Ihi~ ASt~etnenl we~ a ~i~'lIiticlint fllelul" cootribulillJlto the Markel Share LD.Cl¢ fUf tbe year in que!\linn, the NPM AdjUlllntenl 
Ik:<crihed in sub.lec\iun IX(dX I) ~hall apply. I( tbe Arm «Iermine:. Ibllt lhe diSllllvanlllgc~ e~Jlcrienr.:C(la!l .. rCl>"Ult 01" Ihe 
prlwisinn.'! III" Ihi~ Agreement wt!te nol ;a significant f:II:1111" contributing IIllhe Markel Sh~re LIIS5 for the yeur in question, Ih" 
NI'M Adjustment dc5Ctibcd in IIUbiCCCtiull JX/d)( I) shall nul lip ply- The OrigiNI Participaling M .. nnrllCiurer~, the Settling 
Slales, and the Auorneys General fur the Settliag Slales $bull cooJlerule 10 cnl'Ure thai the delermiAation de.oucri/1c:d in Ihile 
5ub~CI.."ti"n (I )(e) i~ limely made. Tlle firm mull he Jla:c:pblble to (and the principab re'POnsible for Ihllllssignmcnt sh;all ~ 
"cceplllhl~ III) hoth the Original Partil;ipuling Mllfluf:l~"lurer!l lIlId 1I mlljnrily nf tmliCC AUomeys Genenll wht> lire holh the 
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Allornoey GenerDI of II Senling Stlte .. nd II member Ilf lhe NAAG exel.lItivt cllmmittee ,II Ihe Ihue in queldil1n (IIr in the 
event nil $lIch tinn 1)1" no such prillCip;IIK 5""11 ~ IWCcplublc t<>l'tlf:1\ purt~, NIIIK1RUI I::conomic R(~O:lIrcb AS'"ciat"!!, Inc .• 
or it5 5u~ce5sors hy merler. IIcqui~ili()n or utherwi!le ("NHRA V). IICting Ihrough a princip-.J\ ur I'rincipal~ IU:ccJl{ahlc III SlIcb 
panie~, if such a (1Cr~un can be idenlilied :and. if nnl, acling Ibmugb II principlIllIr princip:l1~ idenlilied by NERA. Ilr ;I 

~U\:ce5Sllt firm 1Ielectcd hy the CPR In~titute Ihr Oil>J'U1e Re!o(lluIKm). AY. ~uun liS practicahle ufhlr the MSA t:.I\cClllinn I)nlo:, 
Ihe I-inn lIhall he jllinlly relained by the Stilling State~ <lnd IllI: OriGinal "artit:ip;lting Milllufacluro:rs enr the: pU'1'u:ie IIf 
Il"lking the r(lcell(ling determination. and lhe !-'inn wI! prnYIde wrinen nulice lu each Seuling Slate, II) NAAG. 1(1 Ihe 
Independent Audilor lind 10 each Pllrlicipating Manutaclurer of s\K:b dclerminalinn. The delerminlliion of the rirm with 
r~~(1C~ll(\ Ihis i:o..,ue shall ~ conclulltvcllnd binding 11[\110 u\1 parties, and shall be tin:.1 and n(lR-appo;a1ilblc:. The n:asolMlhle 
fee~ :tnd expenses of the firm ~hllll be Pllid by the Original Purtidpt.!ling Manufacturers uccmding 10 Ihcir Rclati'le Market 
SIr:lF~. Only the I'articlpaling Manuraclurers and the SettlinS Stllte.~, lind thtir rupe.:tive t:nunsel. ~hull be entitl~d tn 
l."mmuni~"lc with !he rirm wilh respect to Ihe firm' ~ uctivitie5 pursu:mtto Ihis subset:tion (I )(C). 

(0) No NPM Adjustment shall be lIlillie with re~pcc:t tu a !'aymenl if the agGresate number IIf 
Cigllrenes lihipped in or to lhe lit'ly United Stllle~, lhe Dilttrict of ColulI)hi .. lind Puerto Ricl) in the yeur immediately 
preceding the: year in which the paymenl in qUC51iM ;$ due hy thl)!Ie Pllrliciputing MlJllufuct\ltCTl\ tlll1t hlul become 
Participating Munufllclurers prinr 10 14 days after Ihe MSA Execution o-.. Ie is greater than the "uregale number 01' Ci~arctlc~ 
shipped in IIr to the liny Uniled Slale~. the Di~lricl of Clllumbla. and Puent) Ric" In 1991 by ~lICh Pllrticip,lIinl! 
M;II11II"atturers (lind any afthcir Affiliules that mude such 5hipmentl; in 11}97, liS demnn~l/1Ilell hyc.:ertitied ~!ldiled 5tulelllent~ 
(If such Afliliules' ~hipment:l. and Ihul dl) nut \.'<lIIlinue tu mlli<e $lItb ,,"pnlc:nb .. fler the MSA Illl:eclllinn Dale beCIlUI(e the 
respnn.~ihility for such .hipmenl~ ba.~ t>c:et1 Iranld'crred k' nne of such Participaling Manufacturerli). Me:l'Urenlenl5 IIf 
Khlprl!enl~ I"IIT purpl1~C:!\ uf Ihis ~ubsectian (0) .~ball be made in the manner prescribell in s\Jb,ecliun lI(mm): in lhe evenlthat 
lIuch ~hipmtnt dal:l is unavuilahle for any Participating Manufacturer for 1997, such Purtidputing M~nufllclurer'" ,;hiptllcnl 
vulume tor 5IK:h yellr ~btllI he rt1CII,;ured in the mllnner prescriht:d in ~ub~ctitJn 1I(z:). 

(2) AllocjltiO" mUoRS Seltljng Sla!c~ of NI'M Mjusment for Origin'll Pilrticjn·llio.: Man!l[;¥-1vrm 

(Al The NI'M Adjw;"n~nl K~t rmlh in suh..:.:ti<tn (d)(I) llhallapply 1(1 Iht: Allocated P"yments of 
1111 Seuling Slut~, cl{cepl U~ :eel forlh beluw. 

(9) A Settling St~Ie'~ AlIlICliled Puynu:m :chall nllt be suhjecl til an NPM Adjustment: (i) if such 
SeUlin~ Sliite ct1nlinllt)ulily had II Qualifying Suuute (Ul: defined in ~ub~ection (l)(E) beluw) in full fllTL'e und effect during the 
enlire "'lkndar year immcdiJlely preceding the year in which tlle puyment in question is dllC, <100 diligently enfurced Ihe 
pfllvi..iuns or ~"\JCh KlUlure during guch enlire c-.dendar yeur, or (ii) if such Settling Stul~ enitClclllhe Model Stalulc Cas dclined 
in 5ubsectiun (2){l:} helnw) fur the tirsl time during !he t:alcndar year immcdllllely rrel.-eding I~ YOIr in which the paymt:nl 
in I(lICslinn is due, (:ontlnuovs1y hud Ihe Mlmel SUllute in lillI Ii.ll'l:C ;I!ld c:frc<:l during the la~t dx m<.nt1l~ l)f 5uch CUIClldlif 
yeat. ;lind diligently enforced tbe provisiollS .)/' ,;vllh ~lIItul~ dudnslhe period in which il w;as in full Cl)rce and eiTecl. 

(C) The 118sregDte amounl (If I~ NPM Acljll~lInel\l~ 111111 wuuld haye upplic:d 1(1 the AlkK:ltle:d 
"lIymenl~ or IOO:<e Settling State~ that arc nol lIUhject In I1t) NI'M AdjUStlnclM rllrsuanl In :;uhsectilm (2)(8) ~hnll be 
reallnealed IImnng .11 other Scnling SI~te:l pra rlltil in JlmPuniun to their re.~~':live Allucable Shares (the upplicuble 
Allncable Sharc:.~ being rhl)~e lisled In e~hibil A). ,,00 ~uch other Settling StllleK' AlIlIClIled P:tyrnc:nl:l ~hull be further reduced 
:tcc,lniingly. 

(D) Thi,: $uhloeclioo (2)(0) """11 ~ply if Ihe umllunl uf the NPM i\dju~llncni urplied Jlur~uanl In 
:lub~ction (211A) h) IIny Seltling Stute plu .. the amlluntllf the NrM Adjll,lmenb re~1l4lcatell til ~Ilch SenlltlJ: Stule pursuanlill 
~uhseI.1i\ln (2)(C) in lIny indi'litlual )'I:ilr wl1uld either (I) e:Ml.'«d such Sc:uling Sliltc'~ AlloculO!d Payment in Ilull ye-oIf, ur (ii) if 
5uhsel.1km (l)(P) IIpplic:.~ 10 the Setllinll State in questi!)n. O!lIl."eed 65"., (If ~uch Settling Slatc'.~ AllU<:alcd Pllymen! in trnt! 
)'Cilt. for each Selliing Stille that h:u an exce5~ ;IS desc:ribl!d in the preceding !lentence. the ellce5S umnunl tlf NPM 
Adjustment ,hall he further "dllneuted amlml: all uther Sculing SillieS who.~e Alloculed P3ylnent~ arc 5ubjeet 10 an NPM 
Adjustment and Ihat do run h.lVe such ;111 Cl\celi.'I, [ITO ralu in pruponion 10 their re~pectivc Alloc~le Share~.lInd 5uch nther 
SettlinG SllIt.!s· Allocated PU),lnenb; ~1ut11 he (unller rcduadllcl.'Ilrdingly. The "rtlvi~inruI of this ~ubllt:l:tiun (2)(0) ~hldl he 
repe,"edly lIpp1ied in uny individual yeur un Iii eithe:r (i) the at,:cre:ale amount tlf NPM Adjll~lmo:nt~ hu been lidly rcalloc;lt~d 
or (Ii) the rull atnuunt uf the NPM Adjustments ~ubjel.1 1() rcul1oCllt;uR under sub~el.1ion (2)(C) or (2)(0) cannot be fully 
reullocllI~d in IIny individWiI yeOir as described in Iho,;e ~uh$ectjgn.'I becliUliC (x) Ihc AIk1cated P .. ycncnl in Ihat ye;lr 'I[ each 
Selllillg Stille Ihlll i~ liUbjel.1to an NrM Adju~tment and to whk!h sUbiiCction (2)(1') duel; nol apply ha~ heen reduced 10 uro, 
and (y} the Allocated Pllymem In Ihilt ye:u- uf ew:h Selllillg Stille 10 which IIUbllCctiuR (2)(lrlllpplie .. hUI> heen rr.duced 10 35% 
I)f ~uch Alloc:iled PlIyment. 

(1:) A "Qualifying Shltute" 1I\~WdnS ~ Sellling Slute'~ Sll.ltule, regululilln, law and/or rule (upplicuhle 
everywhere 1"'-' Senling Siale ba511uthorilY III legislllte) thul cffC:Cli"ely ;HId flilly neultlilize~ the l.'(lst diililllvlII1tages Ihul Ih<! 
I'articlputing Munuf"clurer~ expc::ricn~;c vis-i1-vi5 Non-Participating Manufllcture~ within 5\Ich Settling SlUte :t~ II tc~ult ~Ir the 
provisions uf !his Agreement. f.JlCh i>anh:ip:lling Munufadurer aad each Se!tlinll State agree thlll Ihe mad<!1 sl(llllll: in Ihe 
fllmt ~-et r()(th in Hxhihit T (the "Mllilel St;ltuhn. if emlL1ed wilholll modiflClllioll (lr lIdditiun (except for parlicularized .~laIO: 
[ITO(edurlll or technical 1e,!uirementK) und not in conjunctiun with IIny other leglslali"" I'r rCl;ulatnry pmpl)lllll, shllll .. 'llll~titule 
u Qualifying Statute. E:lch ParrlclJlllting M:llll1fllclurer 0l1l11!Cl> tn support tbe trllwlmcnl n1" ~uch Mudel Statute if lClIl:h Mimi 
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Siulute i, intrnduced or prClpo~ed (i) without nmditi~"lIti{)n or l£ddiliun (excel" for purticulOlrized pmcedurul or tecllnical 
requirement~), anll (ii) n(lt in conjuDClion wilh any other Ic:islativc pnlp01lOlJ. 

(F) If II Selding StOltc (i) cnacts tbe Model Stlitule withl'lut any nmditiculinn or addititm (ellcepl 
I'lIr rarticuluri~ed sbtle pr,~edund (lr tcchnic:tl requiremcnt5) und nut in coRjunctil1n with uny lither legi!lladve nr reSulatory 
rn'f'1'~tal. (ii) u..e~ its besl erfnrtS In keep Ihe Mlldcl $ll'Ilull: in fuJI fu!'<w'e ;!OO dlecl I>y. amung other thin ..... defending the 
M(lIIel Siulute fully in any litilllltilln httlught in glute lit ICderal l.-"UM wililin liUch Sell ling Siale (inclooing lilig~ling ;III 
uVOIilable up~~ Ihal may affect the effectiveness IIfthe Model SllIlute).llRd (iii) otherwi:rc C()mplicl' with 5ub.~ection (2)(B). 
but a cuurt of compelentjurisdiclion nevertheless invalidtllel:. or renden; unenfofCellble the MllIIel Stulule with respect 13 ~uch 

Sellling SMe, and bUI for sucb ruling the Settling SllItc wiluid have beeR Cllcmpl from an NPM Adj~lmcnt under sufl~e':li(ln 
(2)(B). then lhe NPM Adjuslment (including realloclltiulls I'lIfl'UanllO !!tlb~eC1illns (2)(C) and (2)(0» ~hllll ~till apply 10 stICh 
Sentinll Srate'K AIIClcaietl PlIymcllls but in IIny indiVidual year shall not exceed 65% of the ~mOUllt or such AIIOI:IIted 
Paymenl:\. 

(0) In Ihe evenl II Sellling SI'lIe propMe~ andfor enuct8 a stutule. reguMill1l., IlIw and/nr tIIle 
(applicable c:vcrywbc:rc the Seuling State has aulhorily 10 legidilte) til:" is nol Ibe Model Slalute and lt~'!ICnS Ihlll ruch datut!!. 
rcgulutioll., law andfllr rule is a Qualifying Slalute. the rirm shall be jointly relained \)y the Seltling SMC5 and the Ori8inlll 
Participaling MunUr:;aclurcrlI fnr the P"'lKISC (If determining whether or not ~ut:h stalule, 1't8ulation, law ~nd(ur rule oonlilitutc5 
iI QUlllifying Statute. The Firm 5hatl make the fol'tgoing delCTmination wilhin 90 days of Ii writlen requelil to il from the 
releV1tnl Senling SllIte (copie~ of whit.'b rc:quelJt tllc Sculins Stllte ~hall all\O provide 10 all Pllrticipudng ManuraclUrcr:< and lhe 
Independen! Audilnr), lind the Finn ~hull promptly (hereafter proyide wriUen nl,tiC!: of su.:h determiRlllion to lhe relev .. nl 
Settling SWe, NAAG, 1111 Purtk!ip!lting MlIlI"fac:tu,e~ and the Independent Auditor. The determlllJltlon of the t-lrm wilh 
rI!!<pCCI to thill i5!".11e shull be conclusive wnd binding upon 1111 JIlInie~, and ~hall be linal and non-lippeuillble; provided. 
however. (i) 11M ,uc:h delenninatiun ~h:l11 be of no fUI'I:e and efrec! wilh rtltpccllO a propolICd stlltule. regulali.,n, I~w and/or 
rule Ihal is Ihcrellftcr cnalacd with lmy modifiClltion Ilr addition; lind (ii) thai I lie Sell ling Slate in which the QU;Jlifying SI.llKe 
W~~ eR:lCle:d .. ml any Parllclpatlng ManllfilCtllrer may alliny lime reque$t thllt the firm re .. ·tlMhler iL~ delenmnalion II~ II) thl, 
issue in lillbl of 5uboc:q~ event~ (including, withuut limitation, ~ubl\CquCllt juditial review. illter{lrelltrinn, In"dilic:-~Iinn 
"nd/l)r di. .... pprlJ .... 1 ur a Seuling Su.te·~ QUlllifying Slutule, ami Ihe m;mncr and/or the effe~1 at enfnn:emcnl of ~ucll 
Qlualifying Slutule}. lbc OriSirnal Purticipaline MllnllfllclllrelS sluill IICve,.,,11y pOl), their Relalive Mill"ket ShllfCli of llIo! 
rea~uRable rccs and expcnlCes of tbe nrm. Only the Pllrticiputing MantJruclu~r5 lind Seltling States, and their re~-pe~tive 
cuunllCl. ~hull be cntilled I.' cclmrnllnicute with Ihe Firm witb resp~t to the "1rm'!! ;Ic:tivitie5 punuOlnt ttt Ihill ~ub&ec:ti()n 
(2)(0). . 

(II) &cepl WI provided in lIUb5eetitm (2)(F). in ItJc event II Quulifying Siulule is enllc!et1 within a 
SeUlin, Stale and is thereafter invulidated or decl .... red unen(nrCCllhle by a court or eomp...,tenl juri$diction. otherwi~ renclcred 
not in full f<lrcc.nd cftect, or, upun rel.VR$ideralion by Ihe lr.rm pUlSu~nt to _ubseclion (2}(G) dckrmincd not ttl constilute 1\ 

Qualifying StlilUtc, then such Selliing Sralc'~ Allucaled P ... yment~ ~haIl be fully ~uhjec[ tu un NPM Adjustment unless lind 
uillil Jhc: n:quirement~ (If 5ubl'Cclinn (2)(8) have heen III1ce llgllin satillfted. 

m Allnculion 1.( NPM Adju.!mcnt jim", Odclnal P;micin:llinc Manufncln!'er'!. The ponion oft~ Mtul 
armlUnl of Ihe NPM Adju~tment 10 which the Original PiUticipuling ManufW:lurer. lue entilled in any year that can be upplied 
in l'uch year consi5tenl with sllb~eetinn IX(d)(l) (Ihe "Avuiluble NPM AdjWllmentj shall be ulloCIlIe:d llmtlnll them 115 

pn>Yitlcd in Ihi$ ~ul15eCli(.n IX(d)(3). 

CAl The "ami(. NPM Adju",menl" slrolll be determined ror eaclt Originul Panicipaling 
Manul:tcturer in l;uch year u~ folt(lWS: 

(i) ntr 1h11~ Orilinlll PlIrticiputing Mlinufucturer~ wb(ltre Relative Market Shllrc:ll in Ihe: 
year imme<iiall!ly preceding IIIe ytllf In wbh;h lhe NPM Adjw;tment in que$lion m IIpplie:1I ellcccd ur are ellu-..tl 10 their 
rel'pcttiyc 1997 Relative M4rkeC Slwe5, lhe BlIlIC NPM Adjustment shall equal 0 (zern). 

(ii) For Ihom! Origin~1 Partic.:ipuling MIlRilfaclurcrll whoJle Relative Markel Share~ in lhe 
yellr inlln~dil'lcly precellinlllbc year in whicb the NPM Adju~tmcn1 in qm:~tkm ill applied ;are 1e5S Ihlln Iheir IC!lpeclive 1997 
Relative Marker Shares, tbe Ba~ NPM Adjusttnelll ~II equlIl the re$ull uf (x) the difference belween !/ouch Original 
PlIrticip!lring Manut'.clllrer'~ Relutiyc Market Share in ~1H:1l preceding yeur IUld ils 1997 Rclulive MlIrkd Share multiplied by 
bllrh'(Y) the number uf individual Ci8qrene~ (npTCliHd in thou,;and~ c>f UlIils) ,hipped in or to the United Slales. Ihe Oi .. 1ricl 
uf Columhia and I'uenll Rico by all lhe Original PtlrticipHting Mllnufllcturers in Kuth JlfCcedinc YClir (determined in 
.u:~onhl~ with rntbsec.:tion lI(mm»;md (d 520 per ellcb Iliou>'llrW unil5 of Clglirellct (liS this number 1$ Itdju5te:d JlUl1'uanll1l 
su~ction IX(d)(3)(C) helow). ' 

(iii) Il« tlM~e Originul Pllrticipating Munufaclure~ who~e Ba~ NPM Adjustmenl, if 
I:lliculllled pursuant III Kub~l:liun (ii) :,rbove, would exceed $300 million (all litis number is Ddj~ted pursUllnl 10 sub:cection 
IX(d)(3)(C) helow), .he Sa,e NPM Adjustment shall eqUIII S300 millitln (or $uch IlIlju,led number,lIs provided in nlbllo:lil.lll 
IX(d)(3)(C) helow). 

(8) Th~ shllre 1)( !be Availuhlc NPM Adjustmenl eIIch Originul t>lIniciJllltinG Manuracturer i5 
entitled III ~hall be c~lculuted as f.)llows: 

(i) II' lhe: AYailable NPM AdjiNment Ihe Originul rarlicipating Mlllluflicruters are 
entilled 10 in. any year is It!:~j; thlill or cqu .. 1 1(1 lhe sum uf the au~ NPM AlIju~ltncnL~ uf :&11 Original Purliciplllin, 
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MlInu(uclure .... in ~uch ye:rr. then such AVlIilllble NPM Atlju.1menl sl"~11 ~ all(lCah:d amon~ Iht",c OrigilUll I'artidpalin,; 
ManufoclureN ..... hosc a .. .e NI'M Adjustment is not equal 1(10 (zeru) pm f"dla in pmpllnilln ttl tlleir respeclive B'I~ NrM 
Adjustmenls. 

(ii) If the AvaiJuhle NPM Adjustment tile Orillinul P:micip:uiIlG Manufaclure;'>; lin! 

enlhl~d III in uny ycur cxcC!etl~ Ille sum uf the Base NPM Adjll~tmenl~ or;l.\I Original Panic:i(lating Man\J(liClun:r~ in ,uch 
year. then (x) the difference helween ,ul:ll Av-oIilable NPM Adju$tmentund lItlch 5unl uf Ihe BlIse NPM Aclju~111lCnlK shall he 
IIl1c)(''I1!cd uln~)ng the Original I>ilrticiflilling Mllnuruclurca 1'f(1 rolUi in pmpurtilm 10 thdr Rdalive Market Sh:lrcs (the 
IIJlpticllble ReI;llive Mllrkel Shllre~ to be lOOU: in the yeur immediately ptel.'ediflll such ye<lr). and ly) each Ori,;inal 
Participaling MlInuf'.lClurer'S ~h"re (If ~uch AVlliiable NPM Adjtl~tJllent lIh1(1I elluallhe sum aft/} il~ SlIlIe NI'M Adjusllmnl 
f()r ~uch y~f. ami (2) 1"-: IImllunt :lIlocll.led to :welt Original Par1ici(lilliRIl Manul'ac;lurer pu~ulml 10 c1l1l1l1C- (x). 

(iii) If an Original Parli~iputing Manllfllclurcr's ~hare Df the Avathlble NPM Adju~lmenl 
I:u\culuted JI\IO\UURI 1(1 ~u\lsecll()n IX(d)(3)(B){i) nr IX(d)(3)(8)(ii) elt.Ilcedl' 111.11. Original Parlicilllllipg Manuracturer's 
1):Iym~nt lImnunll() which "ue" NI'M Adju~mcnl al'pliO:5 ("~ such p:tymenllJlllount halO been del~rrnined pI.Irsu:ml til ~tcp B 
u( d .. u~e "Sevenlh" af suh~ec;lion IXij», lhen (I) such Origirusl Parlicip.ulllg ManutaC:lurcr's share 01' Ole AYailahle NPM 
Adju~tlncntlihall equal such pnymenl amount, :lIld (2) ):uch ~,,(.'t!l:l: ';1\1111 be rc-.tlltll:OIlcd amllng Ihe uther Origil\ul P;articil'aling 
Milflura<.1urers pn~ r_III in JlRlJlllrtioo 1<1 their Relalive Markel SharelL. 

(C) AdjUl'ulh!nts: 
(I) Yor C'~lclll .. li,,"~ ma~ pllr:lu:&nl III Illi~ ~1I1>~cliun IX(d)(:\) {if uny) whh n:.p.:ct 1<' 

p:lymenl" dUI!! in 'lie yt~r 2000, Ihe numtlel U5t!d iR $Ilbo1ecliun IX{d}t3)(A)(ii){r.) 1I1''l1l I>c S20 'lnd the nllll'lber ,,~ed in 
~b:Iecti()n IX(d){3)(A)(iii) ~rnlll be S300 millilm. I:1lcb ye'lf Ihcn:~ft~f. tHlIh these num~rs sll:lll be :Jdjusred UJlwlIfd or 
dt)wnwnru by mulliplyin~ each (If them by Ille qUI/lienl procluced by dividing (x) the uerllS!! revl!!nu.e per Ci,~retle \Ir:rlllhe 
Original Punicil'lIling Mllnul:'ctur~n in the year imlYled;OIlely preceding :;ucb year. by (y) Ihe average revenue per Cig~n:\lc 
I1f:1l1 the Origin~1 P'lnicipalin~ M:IInufacturer~ in I~ yellr immediately preceding such irnmcdi;aldy preceding yellr. 

(jj) I-'(If" rul'pO,e~ uf thi.~ ~uhl;c:ctinn, the lIvemge revenue (leT ClgilfCtte of .111 the Or1llln:d 
I';lrlu:iraling M,.nut',..:I<lfcrs i" Itny year sru.1I equul (11) Ihe ill!5i'e;ale n:venuell of all Ihe Ori;]n.,1 P~rticip,"inl! M"nurm:lun:~ 
""111 ,;;olc~ IIf CillarelleN In the finy Unil(!(.\ Stale~. IhI! DISIriCi or Culul"niu and Puertu Ric., ufier federal eKC;';': IlIKe~ 111111 

after payments pUI!ru3nt to thi!; Agreement lUId !he tobaccu litilllllion S~lIlem~nl I\greemenu with Ille Slates of 1·1uo ...... 
Mi~5iuippi, Mhlne$OOI !lntl Teu!\ (lIlI .such reVt!"ue~ are repllrted III the United SI;lI1!~ Sl'ctirities lind Exchanlll! Cotnmissinn 
(~SEC") for such ~;u (.:i1h« independently by the Original Particip:lling M:lnuf:.tcturel' I~r a~ pari of can~(.lidlilcd financilll 
.1:1h:mcnlJ; repurted 10 the St::C by DIl Affiliate ur Ule Ori,;",,1 r-~rliciPlltinll M~nufuclU~~) 1)1'. in the C:II~ (II' Ull Ori~in;1I 
".rrtk:illalillJ: M.,tnufucturer that does not l'eptlrt incllme 10 tile SEC,~. relK'rted in tinanl:i~r l'tlllcrncn\:\ prepared in uccurduncc 
wid'! Uniled SIatt5 generally IICCepled :k-"Countinl; pliRciplCll .lind audiletl by a nalionally re"ngnizcd <iCt.'(,unting firm). divided 
by (y) Ihe allilfell"te number uf the individll:d Cigarettes 5hlJlp«lln or 10 the United Sillies, lhe Di~tric:1 I)f Columbia and 
Puerto kictl by ull tl~ Original Panicipatiflg Munufacturen in such year (delcrmined in a~'Cnrdam:e with ~ubsectitln lI(mtn)}. 

(D) In !lie evenl that in the year imrnediluely preceding the yellr in wbkll the NPM Adju~lll1enl in 
qlJel(licm is applied hOlh (It) the Reluti'l'e M.trkel Share or ~,rillW't1 Tobucctl Company (IIr of il~ ~uc:cessor) ("Lorill~rd") WII~ 
le~ Ih"" or ~1Iua1 It) 20.(I()(J()()OO%. ~m.l (y) the nllmber t.r individual Ogarellell shi~(l irr ur 10 Ihe Uniled Stale~. !be Di~trict 
ot' Culumbia and Puerto Rico by tunUard (determined in lICturcbnce wilh Kubsectinn lI(mm)) (for p\lrpll~ (If thi!> 
5IJbsecliun (0). "Volume") w", le~:l IhluJ (lr equYI to 70 bil1i!)n, Lorillard's and Philip M()rri! Iftcurr"'II'ated's {(I\' its 
5U~'C$JIor'~) ("Philip M()I'l'is") lIhateli or (he Avuiluhle NPM Adju!:tlMnt ClIt.:ul;lIed flUt$uant Itl ~ub!ICCtiuns (3)(AHc) above 
J>/uIII be rurlher reullllllilled belween Lnrillard und Philip Mnt1'is all fa/I OWl' (Ihla 5!~oo«tilln (J)(t» ~h;jll not apply in 1m: yar 
iD whidl eilher of the two COl'ldilk",~ till«ilied in this !lenience 1s 11111 5:1ti!ltied): 

(i) NOlwilhlltltRdin, ~ub~et.1iun!l ("He) .If'lhi5 subscctinn (d)Il). bUI Mubjet.1 In I'ufllter 
lIt1ju~lnlcnt pursu;rnt 10 5Uh,"lkn\S (D)(ii) and (D)(iii) belIlW, ulrilluni'l':;hare ()f lbe Available NPM Adju~u~nt ~hal1 t:I/ua' 
it, Rt:lutive Markel Shan: I1f IOUcll AVllilllhle NPM Adjustmenl (Ihe lIJIfIlicable Rel~live M"rkeL Share 10 he thai in Ihe ye;!r 
illlm~i,lIe1y J1re~dilllllhe )feur in wbich ~ucb NI'M Adju.~1ment ill IIpplied). The dull:ll' umOlml or Ihe diflerencc belween the 
sbnrc 01' lhe AV'.rU"ble NPM Adju,",ment Lorillllrd II! enlitled to pur~_l til tbe preteding ::enlenL't lind Ihe 5hll1e 01' the 
Ayuilahle NPM Adju~tmenl it would be entitled to in Ihc lUlMe yeur pursWlnt to stlb~tit?n.~ (d)(3)(A).{C) ~hall be rellll(lCUted 
II) Pbilip Mtltri~ ~nd lI...ed to decrea~ or intre~. as the <:U!>C mily be, Philip Mprri!l'~ ~hare of the Availilb!e NPM 
Atljlmmenl in I'ucb yeur calcuhlled ptlrsU3l1t III ~lIb!leetiOll!l (d)(3}(A)·(C). 

(ii) In the evenl tIl:rt ill Ibe ye.rrt irrnncdi:lldy pre<:eding lite yc;tr in which Ihe NPM 
Adju~lIT1enr in qlJelllitln is IIJlPlicd titMr (KJ l{lIi11;jltl'~ Relative Market Share W;I.'I sruler thun 15.0000000~ ~bul did noL 
exceed 20.UOOOOOIYIi», (11' fy) Lurilluru'~ Volume wa~ sreater than 50 hi1liun (but did not c,,~o;ed 70 hill inn). or b\)th, 
'-!lrilJllrd's sh:lre 01 the Av",U:lble NPM Adjulltmen! calculated pUn:llllllt to lIub:<ection (d)(J)(D)(i) 50011 be reduceu by a 
~n:enlillfe cqu;al m the sreater of (I) 10.0000000''' rar tllch percentage !,oinl (or rruc;lion therellt) (It' Cltc;e~5 uf such Relutivt 
MlII'ket Shure oyer IS,OOO()(J()()I,t, (if any), UT (2) 2.S000000'" fhr ucb bill~p (or frU1;liun dien:nO of ~~ce.~, of such V,)lume 
liver SO billion (ir an),). The d(lll~r :lnlllUnt loy whi.:h Loti1hln!'s ~hare of 1he A ... ;tilllblc NPM AdjuSU1\C1lI is rell\l~d i~ 'IOY 
'1C1Jr pUDuunlll, Ihi~ subsection (O)(ii) 5hall be rellllocated to Philip M\lrrillllnLl u~d Iu increase Phillr M('rris's shure of Ihe 
Available NPM AIljul\lrncnl in su.:h yeur. 
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In the ~vent lhat in any yeOir :a reallllClltian Ilf' 1he !Chon,. I)f the AVllilub~ NPM Adju.llment between Lllrillurd 
:lnd Philip Mnrri~ pur,~u:lIlll{) Ihi~ ,ub,ectiun (d)(3)(D) result5 in pJ,ilip Murri.~·s shure orlhe AvailOlhle NPM Adjustment 
in !<uclr year t:"ceedinl: the grewle!" \If (x) Philip Morris',; Relative Mutke' Share of weh I\.yuilllbic NPM A~ju~lment (thc 
IIpp!lcllhlc Relalive Market Shllre 1(' be tMe in Ihe YC'oIr immedialely preceding ,tlClr year), 1)1' (y) Philip MOn'b's ,hare of 
I~ ",Ytlilable NPM Adju~ment in grch yell!' Cltl"ulld.ed pursullnt to 5ub~lion~ {d)(3)(A.)·(C}. Philip Mllrri.'s !JI~ or the 
AVllilllble NPM Adjtllllmcnr in ~lJch )lC'oIr shOiIl he reduc:ed tOCl(ualthe grellterof(x.)(lr(y) above. In liuch ln~I:tIlc:.!l,lhe dllllar 
,1tR\lunl by which Philip Morrb's ~hotre of the Available NPM A4ju)lCrncnt i~ reduced pur,ulIlltlO thc preceding :lenlctJ<:c lIhull 
be reallocated La Lllrill.:ard lind "~e:d 111 incrca!le Lprillllro'" ~bare of lhe AVilil:lble NPM Allju~llnent in :<tlCh year. 

(iv) In Ihe event IhalciltMlt Philip Morris or Loritl;rrd i~ treated lL' II Non.Panicipatinll 
M;mulill:turer 1\rr puriX'~lI III' Ihis 5ub~eclial\ IX(d)(3) plIUl/unl til sut-ctiOll XVIU(w)(2)(A), thi~ lubsecri(ll\ (3)(D) ~h;tn not 
be applied •• md Ibe Original PlrlicipatiDg Mlln"f.:Ic:ture~' ~h:m:5 of the Availanle NPM Adju~1mellt shall he det~rmincd 
lilIlely lK de~cribed in ~lIbliel:rioa5 (3)(AHC). 

(4) NPM As!i\l~lmgnl for Subswuenl Plirlicipulinc M;rnufactureu. Subject lu Ihe "n.Ivisi(l~ of ~uh~ccti(1R 
IX(i){3), a Suh~equenl Purtic;ipating Manufacturer 5hull be (:ntitled ((I ;an NPM Adju!ilment wilh re5pc~1 to pllymen'~ due fnmr 
5uch Sub!iel/uenl Participating M~nurllcturer in any )'eIIr during which lin NPM Adju$lmc:nl i9 :tppliatble under ~ub:ce~thm 
(d)(I) uht)v(! In p .. ymcnt" due front the Originlll P~rti"iJlllting Manuracturer.;. The llmount of !luch NPM Adju. .... mcnt shall 
tIluallhe l""UIUCI tlf (A) the NPM Adj\l:ltment Pen:enlllge flit l>tK:h ),ellr mlillipli«l by (8) lhe ~\l1I1 ortbe I"'ymenu due in Ihe 
ye:tr in questiun fmm 5u.:b SuhseqlltR( rurtidpating M~f\u!lICtul'Cr Illat eurrespcmd 10 p:lymlllllll due fmm Original 
"arth:ip~llng M"nurOlCturer,; pursuunl 10 l<1I~tio.ln IX(c) (a~ ~lICh \'IDymcn! IImllunls due fr(lm 5IIch Sub~tquent Panicipuring 
MlinufllCWret h ... v~ been adju5teU WId tdk>c.'1Ited puncuunt 19 cluu!les wfif5'" thtulll:h "Fifth- I){ h1ittscclion IXGH. The NPM 
Adjustmem 10 PIIYlllenl, by C:~h Sub!<equenl P-4rticlplltinll MUJurat..1ur~r $hllll be IIl1lX!aled and rculklCllird aMlin, the Settling 
SllIte, in II manner clln~blenl with _ub!CCctil'n (d)(l) IIbn~e. 

(e) Sunnlerru:n!;d pilyments. 8q:lnning gn April IS, 2004 • .It1ld Oil April IS of each yeur Ihcrcufltlt in pctpeluity, in 
Ihe eV!!nl t\!:lllhe ~um I>f \be Murket Share>: ru 1111' PlII'licipllling Mllnuflletllre~ that were: Participilling Manufaclu~1'lt during 
Ihe enlin: culendnr ycur immediiltely preceding the yellr in whicb lhe PIIymenl i., '1ul!~'ion wlluld b~ d\ie (Ihe applicable 
M~rtct Share tt, he lhll' tnr the clliendar year immedilllely preceding Ihe yNr in whk!11 Iht: p:.ymenl in quedion wnulll be d~) 
eqWlI~ .. r elIceeds 99.0500000%, each Origilllli Par1ic:ipllting MllnufuCfllter ~hllil !levet'lIlIy pay 10 Ihe E.'lCmw Agenl (10 be 
credited 10 the SUbo<cctH," IX(e) Account) tor Ihe benelit of the Foundation iu RcJiltive Markel Sb:ore of Ihe ba~ alOOllnl (I[ 

S300,OOO,OO(). as llUclJ plIYIllCilfS lite modified in lICoor\I;Jnce with Ihl~ ~ume.:litm (~). Such p:tyment~ $/lqll be ulilind by the 
foundation 111 tum! the n'.IIionnl publk ~cati(lR tUnc:tiilnll (If the Fmlndalion de~crlbed in subsection V HO( I), in the rmnll« 
dl!5Cribed in and suhject tn lhe JlruvM(ln~ or ~ub~lions VI(g) lind VJ(b). The (lUyment~ made II)' the Ori~irl.lll P<lrlklputin@ 
Manufacfun:r.; pur.;ullnl to this 5ubKCl:linn ~hall he subject 10 tlK: Intlillion Adjustmenl, the Volume Atljustment. the N1;ln

Settling Stille, RetlUl.'tiun, und lhc arf:;C1 ((If" mi:.calculated or di~putetl I'ayment~ del1Cribed in ;ub!leclion "IIi). 

{O PaylJleltl RCKpun~ihj!ily. The JlII),mettt (.bligatinns of ellCh Fartidpaling ManufllClurer JlUISUanl 10 Illi5 
Agreemenc: shal! be the leYet'~1 rel\pun~ibiliIY only {If lhlt! PlU'ticipatillg, M4I1ufucluret. The p"ymc(\( oblil:.lIions (If (I 

Purticip;I(ing MWIU wctarel' shill! nol be the (Ibli"oI!ion Of' re.:punsibility of any Affill~te of ~h Participatinl! MURUfiJClurer. 
The pllyment ubligalion5 Df a P;lfticipaling Manurat:turer shill! nI>l be Ihe obligation ()r rellpon5ibility IIr IIny other 
P'~rlicipuling Mltnura~1um'. Provided, however, that nn pnwi~inn af Ihill Agreement !lhall wDlve or el(CUIl(: liabililY under any 
~llIte or telkt'lIl fraudulent cOllveYlillce ot (tulJ(\ulent transfer lIw. Any Purtit:ipating Muntlractu~r whp!;C MlIrket SlJllte (ur 
Relative Markel Share) in any !liven ~ar equal" Zm.1 $hllJl I\"ve no payment (lbIiJlllli()n~ ullder 1his Agreell~nt in the 
5U~'Ceeding year. 

(S) Cnmllrille Slrpcl1lte5- Due tn lhe p~rlicular COflKlnr.le lItrUcture$ 4lr R.I. Reynnld~ Tobacl'O Company 
{"Reynl1lds") ;and Brawn &: Willi;un.olln Tuha~'1,.'t) CU'1lOnllil'ln ("B&W") with respect to their non-doI'l!el<I\c tllbUl:CI'I 
Ilperlllmn>l. Reyn"ld:l and D&W ~h .. 11 be severally liuble for lhelr re~flCClive ~barel< of <:lIch payment due! pun;uant 10 111i~ 
Agreemenl up \II (and their liability hereunder Jhull nut UI:eed) the full extent of ,hei, 1IlI5~':I used in ami earninG' derive" 
from, the manufll ... ·wfC 1Irx\f1>l' lale in the Stlllell ,.f Ti'I'tIlC:CO Pmdu.:l~ intended fur domestic cansulnplian. and nil n!C(1UI'!C<! 

shall be hW aGainst any t)f their other IIl1.'lel~ IIr earningK CIlllatillfy ~ucb gbllgatlon!. 
(h) Accrual of Interest. P.)!cept It!! ellpl"C!Isly provided (.merwiJe ill this Agreemenl. lIny p'oIymenl due hereuOtler and 

!WI p;aid wMn due (or payments requirin, the .e~rulll uf intere~1 under IlUblIectioll Xf/d» sh~1I 1I!X."tlle inlere~1 ft()IJ1 Qntl 
jncluding the d",c I'Ut:b payment is due until (but nat including) l~ date (laid It !he Prime R:ale plu8 three pm:cnlage rflinls. 

(i) pjlymSRt1t hy Suh~9uenl l'arlisipu.tinC MunUrash!t,,,. 

( I) A Sub~equenl Putllcipating Munllfactufel' ~b:tl! have p!lYll1enl oblil!alllll\$ under this Agreemcol Illlly in 
Ihe nent lhul itll Market Share in IIny c.tlendlll' year ex(.-eedl lhe gre;rlcr Qf(IJ irs 1998 Market Share nrl2) 125 rerunl (Ifill; 
1997 Marlra Shllrc (llubject 10 the provisions or ~ub~l:Clinn (1)(4». In 11m year fnlklwing any ~lICb cal~ndar yellr. 5ul:h 
StiblIequcntP"n'icipaling Mllouflk.1Urer slwlt mlllee paytllenls(.'CIfTegpnndin& 10 tho!CC due inthut 5iI111C folk)wing yeaf' fmlll1he 
Originul PuniciP'lting M;IIIIIfllc:tur~rs pur,uant to lIUb:lection., V1(c) (e~epl for tlte paymenl due un March 31, 1999), 
JX(cH I}. IX(c)(2) lind J"(e}. The .llIOUnl~ (If!'Ucll CCIIR~fIOnding p:t.ymenu by :I Subsftluent P-.trticipatinll Manufacturer lite 

in udditinn til lhe corresponding payments lhllt lire dlle from the Orisinal PliT1icipllli118 ManufllCtweN lind shalll:le determined 
Ill' tlel<ctibed in ~ubsecliDn$ (2) and (~) below. Such pIlYn1i:nl~ by II SUMequenl Puti<;ipa1ins Munu(:Jcturcr sh.IU (A) lie due 
nn I~ s"lne dale~ u, I~ eom:sl'.mding payment, are due frum Original I'lirticil\'liing M"ntrl:.ctun:n:; (N) he ror the !Wme 
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PUrt"l!1e a~ such l:()rr~sratlllinit I'IIYlTIel1b; ami (C) be paid, allnc:aled alld di5lrihur.:d in Ihe same Illanner a,o; sudl 
lwrC~J'(lndin~ pllymenl~. 

(2) The b,,~ amount due fnlltt a S\lh~e(lu<:nl Parli!:;paling Manufaclurer tin :my !liYen dule sh"n Ill.' 
dcl~rmined by multiplying (A) tll~ ':'Il1C~Plllldillg bll!le .amount due lin [be ~IM dale fr(lln 1111 or the Origin:tl Parlil:ipalinll 
MmluracHl1'l!T5 (:IS such bllse Dnlounl is ~.:irH!d in tfH! c{lrre~pof'l(tint suh1le<:lillB \.f Ihis AIlr.!ell1cnl lind l~ udju~tc:d hy tlk! 
Volume Adjusllncnt (except for Ihe prtlvi~ions \)f 1I11ilsec;lion (1mB) of ~~hibh t;), bUI befure ~uch base UltKJU1l1 il' IlIlldift.:d 
by lilly nlllc.\r lI<I.iuslnlCnls, reducti"ns or ,)ff,;cIS) by (8) the ~""tienl prudllC~d hy divillin8 (i) lhe rel'ull of (It) such Suhscllucnl 
P .. rticipulin~ Manuruclurcr', uppliclIbl.: Markel Share ([he :tpJllicable Mllrkel SltllI'C beinl; Ih:lt for the calcno.lur ye~r 
immedi"t~ly I'r~ctding the yellr in which 'he puym~nt in ql~sliull i~ due) minu~ (y) the I:IC'oII(( 1>1' (I J its 1998 Mark<:1 Share 
or (2' 125 percenr (If ils 1997 M;uiel Share, by (ii) Ihe: IIgg~!;ale Market Slwre.~ Ilr the Otigin:61 Particip:lling M:lIllllilc!um~ 
Obe applicable M:nkel Shltl'e!! being t1\O~t fl.r I~ culend:.r )'CliI' immediately prece!ling lhe ye:1f ill which Ihe paYlncRI in 
que~li(ln i~ Ilue). 

(3) Any paymenl due th'm a Subsequenl Purticip;aUng Mllnuf3clurc:r under subseclions (I) "OIl (2) IIIx,yc: 
shall be l>u"j((.1 (up to the full UrtKlUnt tit' such paymenl) til the Intlaliol\ Adjusllncnt. the Nun-Selllinil Silies Reductilln, tile 
NPM Adjll!llmenl. the \JOi;e~ lilr miscalculated ur disput~d payments described in ~ubseclion XI(i). Illt: fetter,,1 TI.hllt:cll 
Uellisllllil1t1 Olbel, t~ Lilig:lting R~lea5ing Parties Ortioel und the I>I1'sels for (l:lim~ ovc::r de.~&:ribed in 
5u~til)ns XlI(a)(4)(B) lind XlI(lI)(8), to Ihe elltcRI that )''UCh lIdjUl'lmeJlls, reductitlns or tlffS<:IS wllUkI appl)' II) the 
Ctlrre.~JlOndin, p:t)'m~nt due fr"m the Original l'urtii:iplIling Manufll(turen;, PTilYided, however, thul ~II '"lju~lments und 
offsels 10 which a Subl;equenl P3fticipali1\g Manur"!:t,"cr i~ e"tit~d mn)' only be applied IIgllin~1 p;r.ymtnt5 hy ~u,h 
Subsequent PIU'\icipaling MunufiiClurer, if any, Chill arc due within 11 monlhll lIn~r !he date 1m whicb the Subj;CQISeIl[ 
r-.mici(labng MUl\utitaurer bccIlme5 entitled ttl web lldju!lttnent 01' makcslhe p-~ymen[ Ihal cn'ille~ il In ~ucb (lfCliel. :md sh;t!1 
ntH hI: carried fllrwurd beycmd Ihal time even if lUll fully u~cd. 

(4) Fur l'ufJlo~ ,)J' Ihi,: ~ublcectitm (i). the 11)97 (III' 19911, ;1.'1 appljc~"lc) Marktl Sh;tlt (and (25 perer-nl 
thereol) Ilf Ihose SUmetJuclI1 Participating M:lltuflK, ... ur~~ thaI eilller (A) Meume: a ~illn;al()fy 10 Ihis Allrecmcnl annre th:ln 6(/ 
day. lIner lhe MSA Hxc<:ulitln DUlet.r (8) hud nu Mufkel SOOll in 1997 (ur 19911, II~ IJpplil:ablc), ~hull e'lUlII z<:r..,. 

(jJ Dr.leT "f 'Acl!lin1jon 01' Al1m:ulions Om,tl~ Reductions :Ind Adjuslrru;nhi' ~ J111ymC:lIl~ due under lhi" 
A&ll'l:el1lCnl shill! hc c;ol,;ulatcd all set f('flb bel\lw. ~ ''ll:i!lC Um\lllnl~ relerTcd III ill Clll\l~e ""'ir:<I" bcltlW shulllllC.>n (I) in rhe 
c::L~ Ilf puymcll15 due from Original Particip;llinS! Mlinufllclllr<:nl, Ihe bll~1I: aml'UQI I>!<terrctl 10 i<l the !>u~"iOl\ cSI:lhli~hing 
III.: Jlnymenr ntolig:tlicln in quc~Ii(m; :!Ind (2) ill the c:t~ ()r p;!ylt~nhl due frum II Suh~elluc:nl Pllrlicip~ling MI&nIl(uclurc:r. the 
h~ . .., 1I111\1Uni n:(~rrll!.l 10 in ~uto:<eclilln (i)(2) (or su<:h Suh!'\."qllCnl I>articlpulinll MlIlll>f:lclurer. In the: ev.:nl I"'~I a pilniculaf 
adju."nenl. reduc:li(IR (" olr~1 Tc:f~rTetllll in u dllulie ho!lnw ducs nllt al'Ply 10 tile payment being 'Dlculalcd, lhe l1:~ull IIC Ih~ 
~liiu~" in que5tilln s!lllil be decrMd III be equal lu the result of Ihe imm~ialely pn:cetlinl.l cl:lu~e:. (If dlllu"" "t'irst" is 
iRllI'I!licablc. Ihe n:~ulr or cllllr.lc "Fir$IK will be !he bll~t IIml1unl (If Ihe plly~t in qlle~tion prinr In any "ft'sets, reductions IIr 
m.ljustl11enu.) 

f1W.: tIM: Jpn~ti .. n A.dju~lrnel\t ~hall he npplict.l tuthe ba~e lUlIount uf the payment being c:okulaled; 

~: the Vuhl!lI~ A.tlju.~tmenl (lither Ihallihe provi:limt.1 "r sllbllection (B){ili) nf' Hxhihil E) shall be 1I~'lllicd II,) 
Ihe re~uh uf claullC "Pir~t": 

Il:!kl!: Ihe re.,,11 Clt'l:hlu:IC "Seco",f' sh:lU be reduced by I~ l'rc"i .. u~ly Selliell Sll>lc. Reduclion; 

t'uurlh: [Iv: n:~ult lit' clDU~ ''1'1lird'' shall be n:du.:~d hy Ihe Nlln·Selllirlg SllllC~ Reduction; 

J:ifI.b: in Ille CDSe! or p;tYIllcn" due upder .uh!<o:ction.~ IX(c)( I) llnd JX(~X2). the re.~uhs of clau~ "!Ilium" for each 
.'lJCh I'w)'1TICIl1 tlve in the cat<!ndar y .... ;ar ill lIu~~ljnn .. hall be "'Ppur1inned Illuong the Setdin!! Sl:lle~ flru r~la in I'Clll'uniulI tn 
their respective AJlm:llble Sbarc$, and the rC!\uhing "'mulllll!> tilr each p:.oniL'U\l&r Selllill& Slllll: shill I Ihen be ~dded lugelhcr to 
form "tlCh Seltling St.,tl!·~ AJlm::lled Payment. In the calle I>f paymeQlK due under ~u~'til\1I [Xli) lhat 1..,,(lrTe~pond UJ 

p:Jymenl~ due under wbliections IX(l:)(1) ur IX(c)(2). the re.'!Ult~ of d4Use "~'ourtb" Ii" all sut:1l I'aymenl~ dlle fmm II 

parlicuilif Suhsequenl 1'-.lIticip;sling MlIIIurlicturer in Ibe .:;tleIUJlIt yellr in '1ue~1inl\ .bdll be 1II'J1nl1itlned among lbe SenSing 
Slale~ pm r.ttll in 1"'('Jlllftfl1n III their re~1'«-1ivc Allocllble Sl\ute.'l, 111'1" the rc~ultint atnounl~ I'I,r ellch pill1icutar SeUling SMe 
• h:"1 lilen hi: .dded logtliter. (In Ihe I.:use (I( ill! \llher JT"ym~nls IOOde pursu;IIl' In Ihi" A$TC:Cl1lenl. Ihis duu..: "J-iflh" is 
inupplicubJ,:.): 

~: the NI'M Atlju51ment ~hllll be applied to the rc)'lIltllllf clause ""'If til" pur~U'~nllo ~ub~eai,)n~ IX{dlCl) anti 
(d}(2) (or, in lhe tUl'e of pllyment~ dUI! ITl.lm Ille SUMequent Panicipillint: Manufacturers, "uuuunit/.) ~ubseclion lX{d)(4»; 

~: in Iht: case of puymelllli due from lhe Originul PlII'ticipoting Manufacluren; 10 which cl:tu,;c "Fifl!r" (;tnd 
lheretilre ciuu!;e "Si.llUO does IUK Itl1ply. the: result (If cl:&us<: "MIUrlh" sballlle: III111C;tleti amnn: Ihe Origillal Pmi<.!il'aling 
M:lnul;'cturer.; act:lmling Itl Iheir Rehllive Market Shuces. In the c_ uf I'llymen(s due (rum the Original PlIJJi~i('illing 
Manufacturen; 10 which ~llIUSC .... 'fth·· upplk!~: (A) lhe AIHlCaled Pltymcnl~ IIr .. II Senling Sl .. lCll d~[ermin~d JlUn;uunl h) 
c:laU5e "flflh~ (poor t(1 reduclion pun.'1IlInt 10 cl:lu!IC "Sixth") !!hall be uddctl lllllclhu: (8) the JesuJling SIIIn .~hall he ulllll,aleti 
:lm(.ng the OrigiRllI PUl1icipatins ManurIM.1I1rr::r~ IWCOniing to lh~lr Rel;tlive Murket Share~ lind ~ub,;e,.:ti\ln (B)(iii) uf I:xbibil 
E hereto (if such 5u~i(ln i~ applkable): (C) the Availabl1! NPM AdjulCtmellt (~ determined PlzrlU:lnI 10 ~l;suj;C "SiMlh:') 
~ball bc alhJC:lled :among the Original Purticipatiflg ManufllClurers Jlur~uant 10 500seclion IX(d)(3); (D) Ibe re~pectiye r~"'U1l 
of ~W!Jl (C) ;sbove fl)r COIl:h OrigillOl\ Partic.:iputinll MiinutiJellirer shlIl1 be lIUblrm:led frolll Ihe re~-pective result <If !<lep (a) :Ib<we 
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fur ~ut:h Origill;Jl Purlicipuling M;onufu~lurcr,:lnd (E) the re5Ullinll paYlucnl alOOullt due fmm ellth Original Pllrliclp~ling 
Manufactvrer :<haJl Ihen be allocated amons the Settling Stllte~ in pmpol1ion I<l the respeclive ~ult.. of Chllll:e "Siltth" for 
c:lch Seltling Slule. The (1lTscls dc~rih!!d in dllu5elt "Eighlh" IhmuSh "Twelflh" sh,tlilhen he lIpplied sel'ur~I~ly agaim;t 
I:at:h Original P. .. rticipalin~ MaQufliclurer's re~uhillg Jl4Iytnenl lIhurcs «(In II S~uling Stale by Selliing State h~I. .. ls) aL'\:lIrdin8 
I., euch OrilliMI Plirlicipalillil M"nutil':I.Il'l\r·~ !lel'arale enlillement hlliUi:h IIffl:eI~. if any. in lhe culend:lr year in que_IKln. (In 
Ihe t:q~e uf "u),lnenls due from SU\).~<luent P.~rticipaling MlIIlu(aI..'iurel'll. Ihilt cI;ttA5e "Seventh~ i~ in;tJ1PliL'lIbJe.) 

I!ighth: Ihe otl'~d f(lr mi~alculated Of di~puled paymell'~ de:«:ribed in sub:cecliun XI{i) (And IIny C;tfTy-ti.nward.~ 
ari!<ins from such IItl'SCI) shall he lIppJicd In the re~ult~ "I' clause "Sevenl"" (in lhe callCe or p;syment.o; due 110IR 1111: Origilllll 
Purlicipaling ManufllCtun:rs) or ttl Ihe resul15 !'If ClllU.o;e "Sil!.lhn (in Ille I:'''~C (I( puymcn!~ due from SUMeqllent Participating 
Manufadurer~); 

.t:linIh: the Pc:der~1 Tob;lCCO l.e,t-.;Iiltiun Off.~et (includln, an)' carry.forwurds :lrilling frum such of (III: I} :<h~JI be 
lIJ1plied kl tbe results (If c1al1:le "F-ielllb"; 

~: lJu: Lilil::tling Rcleu,)ng Partie,; OfflOCl {illCludinl! any C1lrry·forwufd.< msing (rum !lllch uff.~I) ~hall he 
lIrplied k, the fe~"I1~ or el:tuse "NinthK

: 

~: the ()ff.~el ftlt c"'im~ \lYer JIIIJ~ullnl II) ~'Uh!;ectj\)n XJJ(a)(4)(8) (intludin, any ~iIrr)"f\Jrw;ard~ llri5inll rrtlm 
~llch omlCI) mun be Ilpplied til (ill.' rc.~ull~ uf clause ""cnl"~; 

~: tfKo, o!Tilel fOl'duimll over pUJ'ljU;\nt 10 InIbsection XIJ(aX8) (including lin)' C:llrty·fllrwilrd~ lII'ising from ~lIcil 
off:.;cl) shall tie al'pliet.ll!t the rc:sulls of clllUse "Elevenlh"; und 
~: ill the Ca!'e I,r paymenls 10 which cl:lu!Ie '1"ifth~ upplle1l. tile: SenJins Slale,' a1l1ncurecl ,hare); of the 

paymems due rrom ~l\Ch Pllrlh:lpaling Mlinufaetllrer (11$ !fl«:h ~hllre,; huve bC(:n determined ill lit~JI (I:) of cll\u~ "Seventh" in 
the calle \lr I'llymenl~ fl'oll\ tho! Originul Plrticipatins Mllllutaetlln:rs or in clllu~e MSillth" in the case at' paymcnt$ rKlm lhe 
Suoo~enl Partitip:lling Munufuelurc:1lI, and haYI! be1!n reduced by cl:nJ~elC "~il!hth .. ImulIgh '1'welftb") shull ~ added 
"'lether [(I Slale Ihe aggregilk: I':.t)'mtnl oblig-.ttiOll clf' CIIclt Purlicipaling Manufacturer wilh n!~-pec:1 to the p:tymCn(li in 
que~li01l, (In l!Ie case of a J1l1ymcnt 1.0 whit:h claUK "Piftl\" d~:I nol OIpply. the aggregale P:Jymenl o"lilt.ninA llr eacb 
r-oirticir"ting Munul'llL"Iurer wilh respecllo \be p:orymcnl in question shHII be $1~I<:d by Ih~ l'I!~ul'~ Ot'dllUK "Eighth.-) 

X. EFFECT OF PF.DERAL TOBACCO·RELA TEO LEGISLA110N 

(:I) If federnl Inbll<:eo-rclulc:d legi~IIIIMlII i~ enll<:Ic:,J :Uter the MSA ElIeClltion DII[e and lin I.' before Nl>vemher 30. 
20U2. lind it' )lIIch legisla[ion pr41vide~ (\Ir I'aymenl(,~) by :Illy Original P:micil'lItinll M:lnllfaclurer (whether by seltlcment 
payment. t;llI: or an)' oliler mean,;), allllr rart of whil:I\ arc pCllIIIlIy madc UVllilable Jl) 11 Selliing St~le ("'I:':derul J>unds-),1:'~ch 
Original Panici rating M:llluf~1un:r ~bIIlI ret:r.!ivc; It t;()ntinuing dllllar-fM-(klllut I1fflitt ror uny IIntl :til aml,)unlK Inlll are politi by 
t:Uch Orisinal ParliciJl'lting Manufal.'1UTer PUfllUIoIni Itl "1IC1a legislalinn and JIClWllly made avuilllble t<) .. uch SettHng Slute 
(except II" clc:<eribed in );obsecliUllN (b) and (c) beklw). Such (lllset Khall be IIpplied "EDin.1I .he applicilble Oritlin~1 
I';micip:aliltg MUlluracluTer's IotUire (delermined as described in litCp B of clau;;e "Sevenlh~ Ilf 5uhsccti01l 1X(j) (If !M:h 
SClIlin!! SIU~'~ Alloclued P"ymenl. up to the full amlt!ml of k'Ucn Orillilllli P;n1Ic1J':1ting M:lnpr:IClt"el"'~ share lit' l1li\;11 
AIJOI.'11led PUYlnent {;IS web ~hm'C hlld becn reduced by lIdjUlIIment. if ally. pUfl;uanl to Ihl! NPM A.dju~lmcBI "nd ha~ been 
reduced by (.flse\, if any, pursuulll 10 I!Ie offllCl fnr milOCr.t.lclilatetl or di.~puted P4ymcnI5). Such nt't~1 shall be nr~de ugaln!'!: 
l\ucb OrigirnlJ Putlicipating MUlluf!lcturcr'~ ~hoirc (If the tim A.IIOCl1led Payment dill: afler ~uch ~~deJql Fund.. ute fir5l 
uvail.bl.: lot r«;eipl hy Silch Settling SWIC, In the evenl IhUl ~Uc11 ofr~t would In lilly given )'ClIr excted ~\lch Original 
Parli~il"lling MltnUrIiCI1II'cr'~ share ur ~utb AlklC:aled I>II)'melll: (1)IIIe oI'f~d tn wbich SUdl Originul I)~nicipulins 
Munllra£!urer if, cntilltd under Ihis ~eclion in IUlCh )'C'lIr 1ihall be lhe fulIllmnUIII Clf such Original Purtidputing M"nutilclufl:r's 
shllre III such Alloculcd Puyment. and (2) all nmnll1llM nillol'(~et by rCllNOIl of ~1Ib5ectinn (I) sh:llJ carry forward lind be <lfT~1 
in Ihe (uUu",ing YI:IIT(II) until all wch amnunll: have bcCI1 OrrKt. 

(b) The ofl'!!et de!'Cribed in !lubsec[I!)1I (a) ~holl _pply only to that (IOI'tion of fedenl Funds, if IIny, Ihat lin! either 
unrestricled 'I~ lu theit U51!. or rellttio.:1l!d to any furm tlf heOilth elre or to ;my II~ relaled II) tt)baa:o (Indtli.ling. but not limilell 
t(l. IUMeC!) edllClltlon, c<:~slltkrn. contrClI or enfon:emenl) (OIlIer than !hat porlion of federal funds, if allY. Ihat il :lJlecitically 
applicuble III Ioh;u:co Ilmwer5 or cllmmllnilieM dependent on the !,rulludian of tnbucuu I~ T('rnacclI PJI)dUt:ls). Pruvidt:d • 
howevtt. th:llthe ofl'!iC1 do.!~~rihed in sub.~eI,.1ilm (1I) lIlmJl lIolllpply 10 lha[ porlion of federul fund5, jf any. whose recc:ipl by 
sl)[!h Seilling SIlIIl= is I:oodilioncd upon IIr IlJlpmjlfUltely ull<\Cable IA.): 

(I) the relinquishment Ilf risllcM or Irene fits under thj~ Asrcemenl (1lICludlng the Con~nl Decree); lJr 

(2) IICtioM ... r expmditu!'C$ by 5uch Sellling Stille. unless: 

(A) ,uell SetttillC St'dle clm~ (I) unden.ke lIUCh aClion ()J' eJtpenllilure; 

(II) InIcb octroI\); (Ir elq'elldilure~ du nnt illlJlU:!C tlicnificant cun~lfui Pis un public pl.lh:y chuice,,: til' 

eC) lIlIch lK.1ill/tll (If ellpendiluru ate bOlh: (i) related lU hcallh eliTe Dr lubllLUJ (illdudln.g, hul nUl 
limiled 10. Inbm:ctl edln:utmn. cCs5IItion, conlrol or enmn:emcnr) and (ii) do no' ret!lJise ~lIch ~nlilll SllIle "I expend shlle 
tnatching funds in an illOOullllh:ll ill sil:nll1cunl in reilltioll 10 III<: amOIt"1 of che Fed¢flll FUJld~ made IIvailalll~ til "1<.'11 SCllling 
SMc, 
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(et Sllbj~cI 10 Ihe pr\nisions I.r ~ub~l:liun IX(i){J), Subsequent PlII1icipuling Manut:lI:lurers $h311 he cnlitkd I(J 
Ihe ofC~c dc.~crihcd in thi~ ltCr.;lion X ~I II~ exlcnl thai lhey aTe Teqllired 10 plly ... ederal funds 111<11 w\luld give rise 10 ;In 
I,"{otl Imdcr subJ~ .. li,,"s (a) und (b) ii' p;lld h)' an Orlginall';I!'(icip~lillg M~nufuclurer, 

(t1) NOlbing in lhi. ,..:;clioll X shill I (I) reduce lhe f'lIYI1l~nI~ h. Pc mad" 10 Iho: Selllinll St"l~ \Inder Ihi" 
A.Greemenl Illher Ihun Ihll~ described in ~ub~"\."tilm lX(c) (ur cmTespl)ndinll paYlnenl5 umll'l' sub~ei:lilln IXIi» "f Ihis 
Agreement: or (2) ull~r theAlh,,,, .. ble Shlll'e used tn de,ennine eacb Settling Slldt'~ srnlre (If the paymenls descrihed ill 
slIbS<."<:tiul1 IXlc) (Ilr C<llt1:~pooding p"ymtnlll ulJller 1Il1h~lilm IX(i» Ill' lhis Agreemelll. Nlllhinll in Illis seclion X IS 
inleooed tu IIr ~rrdll retlure tl!.! luhll lall'l<,llnl. pa)"Jllle b)' the PlITlicipiiting Mlinufl)<;luref~ In Ihe ScUling SllIIO:$ under tl,ili 
Allreement hy an amuunl grculet' Ihun the amounluf ~ederoll "'lInd,, 11,:.1 .hi: Selliing Stales cooid elee' II> reed"",. 

Xl. CALCuLATION AND DISBURSEMENT OF PA YMENTS 

(a) InWnrotknl Audi!orto Muke All Clllcu'ation~. 

(I) IJeginnlnt: with paylDenL~ due in Ihe yeor 2001.1. an Imlel>endcnl Audilor ~bull 1:1I1.:ul:I" and delcrenill( 
Ihe amount of all p'.1yrnenls (I ..... el! pur~uant lu this Agreemenl, the ;jd~~1Inen~'" rcdU1:lilln~ "nd 1)(1\;((5 therelll (:tnd all 
rC!lUlling carry-tMwar&l~, jt'lmy). the allucalion of 5ucb pllymeRI!!. IIdjll~1Inenl)l. rcdoctiun5. ul'f.lell: und carry-f(\n .... llfd~ illltOOll 

th.: Participating Manllf4chll'ers :tnd IIl11llng the SeUling Stllte~, and ~hlllI perform ~1l1l(IKr l:ulcuhui()n.'1 in ct.ntleclion with lhe 
rllfeel~ing (includin!!. bUI nat limited In. delermining Markel Shar<:. Relative Markel Sbar~. Bllse Aggregate Parlicipaling 
Manlllaelurer Marko:! Share :lnd Acluul Aggrcil:.tle furticil"ollinll Manufa,-"turer Market Shure). The Ind~pelldel'lt Aullitor ~hall 
promptly o:nlh:I:t ull infurmali!)n nece~~ary II) w.llce 511Ch cuiclllaliunN ami <kterminllliun.. H:II:11 1''''licip-oiling Mllnuf:IClII",r 
and eucb Selllinl! Siale ''''1\1 rruvide the lnderel1del1t Audi{(lr, a~ pr<lmJIIly Ill' p!"oIClicable, wilh inr"rtm.lk'n in il~ I",~se~silln 
ur readily ;lvail"bh: 111 it nccu.o;aT)' jor Ihe hlllcpendeni Audimr tn perform ,,"\Ieh cldClllittiun.\. Tile Jooeperulcnt Auditor .• ball 
ogr.:e lu tl'lllintllin lhe !'''(Inlidenliulily uf ~lI su~h inrurm:!liulI. except that lilt Inde}'en4o:nl Audilol' may pn'IYid~ ~uch 
inf(lrmalinn 10 Portlcipuling Mal'lufacluTetll lind me Settling SI~I"" as ~l forth in !his Agreel)ICnl, The l>:arricip~ling 
Mllnufll.clurers Hnd lhe Selliing Slale:! agree 10 maillillin the I.'OIlfidc:nIi;!1ily (,f ~1IC1l i I1rurmalion. 

(2) Paymeal~ due !Tam the Original Partic:ipllting MllIUIf:acluren prior III January I, 2000 (other Ihan the 
tirl'( rayment due pUDu;ml to ~uh5eL1i"n IX(b» lIhall lie based un !he 1993 Relative Murkel SII:lle.l l)f IlIC Original 
PartiL'ipAling Munlll'm:turer5 or. it" Iht Orisinlll Pllftici(llllinil ManllfaL1urcn :are unahlc III :Ign:e \)1\ ~u.:fI Rehlli"t: Murkcl 
Sb"f\!K, on their 1997 keluliv.: Mar"el Sh;u-es ~pedli~ in Hxbihil Q. 

<h) 1d.:9!iry of Indenr;n"':n1 Autllh~. The hldepcndenl Audite,," lIhuli be II ,""je ... , I):Ilinn311y ~1:(lgni7~, cerlified 
(lut>lic accounting firm juinlly .:elecred hy agreement Ut'IM Orlgirutl Putli!.-lpaling Mllnuf .. ctun::15 and lhll~ AlIllrn!:)/': GCIl1~rul 
Ilf the Sell ling· Sillies who are member,. ot' che NAAO ellecutiYe commlll~, whll ~hall juinlly rel:lin the flowcr 10 TCrrlace the 
Independcnr Auditar and appoint il~ ,;ucces:wt. t-1fly percent IIf the c.'Ul<15" and fees of Ike Jndcpen~nl Audilor (hut in 00 
event IlI<,re Ih:m S:500.000 per IInnum), IIlulll be raid by Ihe Fund oeSClibed in Exhibit J herell), lind tbe "ul~nce uf ~lIl!h C(I~S 
and fees ~hllll be pnlt! by !he Original POlfticil1llting Mllnutilt;tun:r~ allllcated umonlllite1n acconiing to their Rel;llive MlIrk-c1 
SIJIII'e$. The agreemenl refuinins thl) Jndl)pendenl Atidilor shull provide that the IndellendeRI Auditor shall perfutln Ihe 
li,"clitln~ 8pel:ilkd fllr it in 'his Agcernenl, and lrull it shull do ~u in lhe maRlIer 5po:cUi.:.J in lhis Allro:cment. 

(c) Rc~!)lvtil)Q of l)isllule,;. Any di~pule, conlnlVer~)' Ilf claim ari5ing ouillf cor rcll*linl:\lt) c:llcuhllinll~ performed 
by, or IIny determinalilln!l lII:lile by, lhe Independent Auditor (including. wilhnzll li,"ilatiol!, :In)' dispule cuno:erninl:1 lhe 
uperlilioo or IIppli~Uli(ln IIf IIny nf lbe adju~ .. menL'" reductions. ufti;els. c:arry·rorward~ and IIl1oc:t!illn~ de!CC:ribed in ~uh~e~liun 
IX(j111f' ,uh..,c:ti~111 XI(iH shall M sublnlued In bind;n~ ;ubilralinn ho:fure u pand (If three neulrlll :Irbilr~tur!l. each "r whnm 
ldlllllllc IIlonncr Arti~Je IlIleder .. ljudge. Eacb uflhe IWo .itle~ til 1m: di~pUle ~h:llll'oCkc.111n.: urbinulnr, The Iwt);lrbilTlIlI)I'~ 
so Hclo:tled 51w1l ,;ele<:llhe !hlrd arbitrator. Tho: arhilfllliClflliMU be gll~m:d by !he Unhed Sl:lte~ !:erlenll Arbitralion Act. 

(d) Gcnerol Pnwi~ions as 10 C .. lculnllon of Pumenls. 

(J) N(ll Ie.", than 90 1.111)''' prior In the lIcllcduled due d,lte of UIl)' PlIymc:nt duo: purlWant 10 Ibi~ Agr«ment 
("PlIyment DUll OlIte"), ,lie Independenl Auditor ~h:11I deliver In e:lch OIlier Nalit:e Party u detailed ilemizuliun nf ul! 
infllrmQI;Un required by the Independent Audill1f' to cmnplete its clIlclllalitm IIf fA) die IIrl10Uni due rnlm eaclt Purticip:lting 
M:muflu:turtr wilh re~pec:t tllllU.:h ~ymCIll. ilnd (I!) lbe Jklrti.'11 \If SIKh "",mllli Illln~llble to nch l!nlily for whn~e bo:nelit 
Kuch paYlMnt i~ In be II'IIIde. To the eX1I!1I1 prll\:licilble, the Indepc:s1denl Auditor ,;bull specify in l<uch iterni7.lIlioo which 
Nutict "art)' ill requeslctI to pradllCl! which In\'oTIIl"&(jnn. Each Participating Mllnut:II;lurer and euch Seuling Stlte ~hall U!it tl~ 
helll efforts to pmmr!ly slIpply all of Ihe required inlclrm .. doo tltut i~ within illl r(J5.<CS~iIlR or i.~ re-.rdily :lV'~ilahle IU it III the 
Indc(ltndclll Auditor. lind in uny evenl lIa! les.~ than ~O day. prior 10 stICb PlI)'lnenl Due Dule. Such belli effarl$ tlhliculiun 
shall be conlinuing in the ~ of information 11M come~ within Ihe po~SC$lIlun of, Of' b~c.'Omes rClidily IIvail.ble to. ;lny 
Settling Sr:rte.rr Parlicipaling Mllnur~turer lifter the dille :SO d,,)'~ prinr Co ~uch I'"ymenl Due D-Jle. 

(2) N(lt less thun 40 cIa)'ll ptilll' tu the Puytntnf Due Dille, the Intlcrel1denl Audill)f shall deliver til each 
ulher N\.licc PUI1y (A) detailed preliminury ..,altlllalitm5 (KPreliminury Calculall(ln=-~, at' lhe amllunl due fnun earh 
PUI1icipuling Manu fUCIUr.:l and of the IImount allucuble to C1I\:h enlily (or whul<C benefit OI1U:h PIlyon~nl b to be mude. sh!)wing 
all aJlplicKhle of!'sets, IIdjUllttl\enl~ rcdllCliClns :11111 t:lIIT)'-rnrWlmls lind rceuing forth 1111 the infoonllli(ln un which the 
Inclepenllull Auditur relied in pTeJ'3ring such Pn:limia~ry C;olculalion.'I, ~nd (S) u ~1;!lcment or any inlhnnatir)n JaiU requin,d 
IIy lhe Indcpcn~knl Audilur Ie. ~1)1lI"lel~ i15 1.'liclJlu!ioftl>. 
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(3) Nl)! Ie .... ~ thHn 30 dll)"j prior IU lhe Payment Due D~le, IIny P-.lrtic;ipilling Mallufacturer Many ScttlinB 
Siule 'hal di~pule~ :m)' aSrCI.'II)f the Preliminllry Cllh:ulatk",~ (including, b ... 1 n(lt limilcd lit, disflllting Ihe melbucJul,'l:), IIlaI 
the Inde(ltnUeRI AucJilllr empluyed. ur the infnrm01lilln un which tbe Independel1t Allditor relied, in preparinJ """II 
cal,-'Ulatiuns) shull nmit'y e'dch 1)1m-r N(llice P:uty of well dispule, iJICluding the rellllOO~ lind hl.lsi~ Ihercefllr. 

44) Nltl 1I:s~ Ihllll 15 clays prior to die Payment Due Dille. the lndepcntlent A.uditor 1Ihllll ~liver 10 ellt;h 
OI~r Nolice P:\rty .. tIelaih:II recalculation (u "finlll Calculalit)n") of lbe armoonl dlle rlom eueh Participaling M'nlrfaclurer, 
Ihe IImounl all<>cuhle 10 Cllch enlily tCII" whoK henetit AAh paymenl is to be mude. and lhe: At:t.~.unt III which !llIch JI~yl"enl I~ 
III be l:uolil~d, eJtl'lainin~ any chanso Cram ~ Pfellmin~'y Calculation. The final calcul:llillll may include e,;timales I,r 
amuunl~ in Inc ciro.: um>:llInce~ described in sublieclion (dX 5). 

(5) The folluwing j ...... vi.ti<ln, ~lI.In I!lIvem in the ev~nl toot the inl1lrmaliun ro:qui~d by the Ir\dependent 
Auclilllr III complete it~ !''lIk:ulatioR.IL b nnt in jl~ fJ08ltellJiun by ~ dale 115 ()f' which the Independenl Auditor Is n:quired tit 
provide eilher a Prdimin:lry Calcullilion or II !-'inal Cak:ulalinn. 

(A) If the infurmut;un in qllol;"n i~ IIl1t readily IIv~II:1ble to IIny Seltling Siale, aDY Orib'inul 
Purticilllllinc Manufacturer Dr lin}' SubliCquent Pattwip~tin, Manufu~'lllrer, the lndependenl Auditor ~lIall ernrloy an 
:lIOl;Umptilln 11.0( III Ihc 11l;~~inl; infllrmlltion producing the:. minimum amollnt thul b likely 10 b\: due wilh re5peL'I l[lolhe pay IneRt 
in Ijuelllilln. and ~1uI1I sel f.)rlh il5 liSsumptian liS tl'l the misllillg informalion in it~ Preliminary CulculatitM'l or Pinal 
Calcuilition, whichever is III i~~ue. Any Original P;lrticipltl(ng M:tI1\I(:lctURT, Su,,",equent Purticipliling Mlinuflll:lurer or 
~ll1ing Siale Inll)' di.pute lII\y ~uch a:<l!umplilln employed hy the Indcpendl:nl Auditor ill il$ Prelimin;lry Calculation In the 
hIllnner rre~cribcd in ,ub:!CClinn (d)O) Ilr IIny ~III.-b 1I~~umption emp'(~)'Cd by the hwc:pend~nl I\udittlr in il$ Pinld CllklIlaliun 
illihe munlla T'T~l«."ib~II in 5ubseclion (d)(6). If Ihe mil'~inJ: int'onn:ation bet.'OI11CX available tn the Independent Audilllr priur 
It) the Payment D~ Dale, the Indepeadent Auditor ~luIn promplly revise ;ts P~limln;1f)' C;alculalion llf Final C:tk:uS:llirm 
(whichever i~ Ilpplicable) lind .hall l'nnnpily pr()vidc: til<: revi.'ltd calcuilltion 10 ellch NllIicc P'oIny. ~hawlns 1\Ie _Iy 
available infnrmutioo. If tltc: missinsinfllrmatiDCI daes 001 becumc IIVl1ilable to the [ndepencl~nt Auditor prior 10 the P"ymenl 
Due Dale, the minimum amnunt CltlclIl.ted b)' the Ind~l)~nl Auditor pllBUIII!IIt1 thh ~'Uh~el:lion (A) shllil be: "aid lin the 
Payment Due Dale, l'UbjeCI In di~l'Ules pursuant In ~b~cclion~ (d)(€!) lind (d)(8) !)nII without prejudice 10 1I laler !inul 
dClcrminlilil," flf lhe I:llrreCl IIt/KIUnl. If the mis5ing Infnrtnlllinn heclWflcs .", .. ilable to the Inderctld.:nt Audilor ar~r Ihe 
Pwyrnenl Due Dale. the Independenl Audilnr !IIlulj <. ... II. .. ulale 1M (.'(lr~1 311lt1tllll (If the payment in 1IU1:.11iulI ;1Ilt.! 5haJi uppl)' 
uny oyerpuyment (Ir undcrp~ym~1I1 a:c an off~ or uddititlnal pllymenl in the R1ll1Iner de.~cribed in 5ubseclinn (i), 

(8) If Ihe infofmatilm in qllC~li()n is reaelily IIYlIil'olble kI It Selding S!.IIte. Ori,ilUll Panlcl!1"llng 
Manufucrutef or Suh~'Cl(ltcnl Participating Munufacturer. but lIuch Settling SlotC, Origilllli Parlici(llltlllg M~pul;'cturcr nr 
Sub5equenl ""rticil);ltina: Manufadurer does nol ~l)l'pl" !lucb inflwmlUimI It) the h~.h,pc:ndenl Audiklt, lhe Independenl 
Auditur ,;hilI! ba!CC I~ calculll!ion in questiun on il~ beRI e:llimmtc or such i!I(orlllllliol1, ami wI! lIhnw 511Ch e~limal~ ill it~ 
Preliminury Cllk:ullilitln til' Final Clilculution. whichever i$lIpplicublc. Any Ot-igilllli P:anicipating Manuruclurer. Suh!<equent 
Parlicipaling Manut'acturc:r or SI:I1Un~ Stule (ocepl the entity lilaC wilhheld the inroror .. lil>n) rna)' di~(lute ~IX.-h e~'ilfIlIle 
employed by Ih~ Independcnc Audil(" in illl: Preliminllry Cllh:ullifion in the munner pre,cc;ribell in lItIh!ICcciun (d)(:\) Clr ~\lch 
e~lilllule cmphlyed hy Ihe IndeJICndent AudltHI' in illll'in;al C"lcululillTl in the manllll!r pre~(!flbed In ~uh!!eClitm (dXt». If Ih~ 
wilbheld inflln\l:lti1ll1 b Dill made lIYllilahle III the Indcpendent Auditor Inore tb:in 30 clay~ prillr I(~ the Payment Due Dille. the 
c5l:imale employed by the Independent Audil'" <as rc:vi~d by ehe llKk!l'endent Auditor in Jightll( lin), disl'\lte tiled pursuallt 
to lhe preceding ~enlell(:e) ~h;tll govern Ihe Dmllllnls to l'Ie raid IKl thc PII)'Inerll DUI: Dall!, subjecl hi dlsplllCll !'"flillllnl lei 
~tlh!let;lion (d)(6) lind wilhout prejlldit;C 10 II laler linal dett:tmin;nioo of Ihe <:OI'rect tIlTl(Junt. III the evenl lhul Ihe withheld 
illrortlMinn ~lIbsequenlly ~c(ltn~~ av;silahle. the Independent Audttor !<hull calculate lhe I.'om:ct ~mount lind ldIall apply uny 
Ilverpa)'lTlent lOr underpaym~nt 11.. an ofl~ (If additloRIII pllymt:nt ill the manner dC$C:riPcd in 5ub!!ectiPII Ci). 

(6) Nut less Ihlln live dll)'ll prior to 11K P-.ayment Due Dale. eat:h Parlicip:uin.ll Mllnllfiltturer and each 
SeUling Slate >lhull deliver to ellch Nutil:e Party a IItlllemenl indkaling whether It disputes the tnde~1 Auditur's Finlll 
C~kullilion aod, if ~". the di!lflulcd and undi$(lured BlOOunb lind !he b:i~i!! for rhe di~pule, Hxcepllo the Clltetll a l'iII1h;ipatinll 
M;mufaL1.Urer ar It Seldln.ll Slale delivers II s!.lliement indicaling lbe uislence of:l dispute by litIch dliIC. lhe am<lllRIl' $OCt fonh 
in I\1c Independent Autlimr'" 1-111<11 C~tcU'ati(1II 5hull be pnid an the Pilymenl Dlle Ollie. Prnvided, IIoweveer. !hili (A) in lhe 
eVCll1 1m' lhe Independent Audhor revi~e~ il~ Pinul Culcuilltion wilhin five da)'ll (If the P;Aymenl Due Ollie 1I~ rruviokd in 
!illbsecliolt (.5)(A) due IlJ receipt of previously m~~ing inmrmalioo. II Participating Manllf'acturCJ (If' Selliing Stale may 
di5J'1IlC ~lIdl revi~ion pur~lUInt to the pr<ICtdUTe set forth in thi~ NublfCClion (6) lit lilly lime p,ior 10 the Payment DIIC D,,!e; and 
(8) prior to Ille dale lour yeo.!rs IIncr the Paymenl Due Ollie, neither failure to d~JI1Ite • c-.IIcullloon made by Ihe Independent 
Auditor nur ac11l1l1 acrecltlenl wilh lin)' cllklllatioD nr payment 10 the Ii~<:row AgcfII or IU ISlI()(h~r pilyte shull w;rlve IIny 
Pllcticipaling ManufDetUf'er'S or Sellting Stlllc'5 righl~ til di"Plllc any payment (or the IJldeptl1dent Auelitor'lI ClIlcUf;lIion~ wilh 
re.po:cl l~ ~TlY ty.I),menl} lifter !he Payment Due Dale. No Participating ManuflWtllrcr 41nli no Setlling SllItc: ldt.n h~ve iI ri~ht 
10 ml~ Imy dispule wilh respect 10 IIny p:.lyment or c:ak:uhllhm ufter the dale fmlr yeQrlO a1'ler ~ucll paymenl's PaynlCnl Due 
Dale. . 

(1) ad PMtlil:lrllling MlIIluf~L1Uref ,:hall be (wli8ulc:d k1 pay by the Payment Due Dale the \Imli"Jlllled 
porlillO or th~ Mal amounl calcul:iled a~ d~ fn"" il by the Independent Audiltlr'jI t:i/llil Clilcululion. "'ailure In pll)' such 
plTlit," ~h:rll n:ntler the PnrliciJlQlinll M;rnuliK:lurer lial1le for inlerem: tbereun "'~ pruvidcd in ~Ub5l!:clilm IX(h) I.r lhi~ 
Agf~:enJenl. in IIdditi"n 111111'1)' .. lIl1:r rClnedy nvaitllhl.: unlkr Ihi:< Agreement. 
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(8) 1\. III any lIi"l"ul .. d ~1r1itln IIl'lbe 11I1lI! 3111I1UlIll:ulcu!lI{ed III h..-: "00 pur~ullnl'" ."" Fill!!1 Calcula.illll, 

:lily p"nicipililing Mlll1Uractun:r thai lIy Ib~ P~YIlM:nt 1)U~ 1);lle rays I(ueb disfluted pUrlinn in.o I~ Dhl'l,1<!d I'ily'rn:nt~ 

Accounl (~~ delilltd in Ibe I::l«.'mw Allreemcnl) ~hull nnl bI: Uahlc Ii»' inlcre~llhcTel>n even if the anlount dlspuled w:os ;n 

tilet pmperly due un<! owin!;. Any l'llrtid"aling MlIIlUfllctUJCf lbal by the PIIYIJICIIt Due Dale d .. c:I nal p~y ~w:h di~l,uled 

p!)rtilm inlu Ille nh"ulw Payments ACI:(IUOI ~lulll be liallie fur inlere~1 a~ J'l'lvhlcd in ~uh~ti .. n IX(h) if tbe lIlnllUIII dispuled 

wa~ in flli:' properly due and owing. 

(9) On Ille ~ dille thaI it IIlqk~ 1liiy p:oymenl JIIIl'Su;ml 1(\ IlIi" Agreement. clleh I'artidp;aling 

Munufut.1urer ShOll! 1lc!livl!r' a no lice 10 ellch other N\.tice i>l1r{y shuwilill the amount or ~uch "ayment I1l1d III.! J\cl'('unl III 

which ~ul.'h pOIymenl is let be crcditW. 

(10) On tho: "",I Bu~ine~s Day after me PlI)'ment Olle Date, me ClICrt)W Agenl ~hall deliver Itl ellch 'Ilher 

NnliL'I! P'.srly ;J slatement shliwillll the "\11nunt~ received hy it (111m eOle" P:lt1ici(l'.Itina; Munuf"clurer a.nd th~ A':":l>lInl,; crediled 

with su~h :lITIOUI)L". 
(c) General TrSjilhw;nt of PUYlDenl~. The: f,~rllw AgCfll tn'.Iy di~lIr.ce lllnllllnis Irllm ;In AC~,(llInl unly if pcnllilicli. 

.lOd only lit ~"ch time a.~ penniUI!:i1, by tbi~ Allretlneni and the ~nlW A~rc(;mcnt. Nil unl\lUl\t~ IIIUY bt: di~u~d t(J :1 

Sclllinil St~le lither lhan funds I:f\!.diled ICI :weh Selll;n!! SI31e' ~ Stale·Spedfll: Accuunl (a.'i ddilll.'d in tbe H~lIw Agreclm~lll). 

Tlw llrdeptndent Audilur, In tleliv.:ring jlaYlllent ;n~lrvcti\lns to the H~ruw Agent, lIIIaIl specify: the "111nunllo he 11I1i<l; .be 

Acculllu IIr ACC<lunt.. (hun which such p:lymenl is til be dbl>ursed; llIe p;I)'CC of such paYll1ent (w)Ji~h m;ay he .. " A'~nunl); 

aM tlte Bu~inc~ Day un wbich ,11<:1\ pllyment is III he made by Ihe ElIcmw Allen!. ~~ccpl l\.~ ClIpTC5.ly rotl1vidcd in 

su~ectil)n (0 ".:tow, in no eventln:sy any ;nnOlII1I he di~bUJ~d rrtlm "ny Al:cuunll"hlf III Finlll Appn"'al. 

(I) Pi:sbllrn;m~nfs jiM Cban:tJ NIII Cnmjol!Cnl (UI final ArMon). ~lI1ld5 may I>c dishllfsed (rom ACCUlIlllo( Wllht)1I1 

resurd til the tIC"'1lrTtnce til' rln;ll AppmY:ll in the rll\ltlwilll! ci~lImll"lI1cellllnd in the Ihllllwillg mlHl!lCf.' 

(I) P;lymcDt5 of federal ilnd State TUlle!!. federul. 1I1.llc. I(leal I1f nlher ta1.e~ bnJl\l~ed with rClIjIC(.'l III tile 

al11ullnl,; I:rediled til lhe Al:I:{lUnl~ Sh3U be pilid from l(uclt 1UlI0unl'l.. The Independent Audiltl( );jlall prepare 1111<1 lite >lny hI). 

rl!turru; required I .. M tiled Willi respecttu Ihe elltrow. All taxe~ required Ifl be puld ~hall be ;allocated Itl ;and charged agltinst 

the AI.'U'UIlIS 00 II re"~nnublc ba~llIlo he determined by the Independent Audil"r. Upc)n ~'eiT'1 (If wrlnen instructiuns fml11 

the Indcpcndel1l Auditllr, Ihe t:.crow A~enl !!Mil I'lly ~uch Iilxelll,nd I:hargl! ~uch pay,"~nl~ ag:S;IL<l1 1m: ACC(111111 .. r Alx:uunl~ 

lIl'~e;i(icd in Iho,;,: in.'<trucciun ... 

(21 eaYI'WlllS III :In" frun! !)i~('!I!lsd 1)llYmeDI~ AC!,"!lnI, Tilt Independent AlIclilnr sbull inlltrucllhe t!..:mw 

As!:nt IU o:redit funds rrmn an AC':<lunt to the D1ll1'uted Pitymenl~ Al'Coum when a di~l"'te IIfi5es a:I II) MI~b (uncJ~. and shall 

innrud the E.<t:ruw Agcnllo crc:dit fund .. from the Di~pllJed Pitymenl~ ACC()UI'IIIII Ihe IIpprnpriatc:: ,,;J),,:" when stICh disJlute i~ 

r~lIlyed with finality. The Indepenlknl AudilOT ShAll (lfovidt the NOI«.-e Particli nol. ks,; tban 10 Bu~inc:s~ DayG "rior nulk" 

beflln'.' ill~tru,,"til1g the li'CC:row Agenl to did>uuc funds from lhe DisJluled PO"),llleniS Acc41unt. 

0) Pllymenl5 to j! Siale-Snecific Arpounl. Prl1mptly lollllwin& lhe OCClJrrenct uf Stale-Specilic"lnillily in 

:lny Seltling St;Jle. l'uch Settling State :llId tbe OriSilllt1 PlIrtieipating MMltllr"~"turcrs "h,,11 n(llify the Indepc:mlenl Auditor ~If 

~'Uch ul.'CUrren~c. The Independent Aud.itor shall promptly thereafter oOliCy ~cb Nlllicc ParlY of ~lIch SIIIte·Sped!ic finulilY 

llnel uf the l'oTlion!l ill' die lImllunL" in Ihe Sub!!CCtion IX(h) M:counl (Fir~t), Suh~eclion IX(b) Accnunl (Sub,;cquent), 

Suh:leClitln IX{c:}(I) A~o\lnl Imd Suh~eclion IX(c:)(2} Account, n:~per;llvel)' (IL~ ~uch Accuunb an: derlned In th~ E..crow 

Agr~ment), tllat ure ul s\lch lime held in :<uch Acc(lunts mr the benerit (1f Iluch Sdtling Sl:Ile, and which are 10 be Iranslermt 

It) the oprmpriate SI:lr.:.Spedlic Acclllmt Illl' lIu~h Settling Stale, If lIeitbcr the Settling Stllie in !Jueslion I1I1r IIny 

I'lIllio::i(1lllinS Manufncturer di~ute~ Juch IImnunts or tile Q(c\lrrenee of such SllIte·Specilic Finillity by noli~e delive~d It) 

e:x:h other N\1Ii~~ Puny nUllaler than IU SUlIil\Cll.'I 0llY5 a!\er delivery hy thl! Independent Audih)f uf Ihe nlltice dcscri"cli in 

Ihe- preL:edins !<entencc. the Indl!pendcnl Audi1l1r lihall promptly instrUct lho! E~mw AScn. 10 mllke such Irlln!<rn. I\' the 

~Itlinll SllIle in qu~tKln (lr any Parlicif'lttinll ManuflK."Iurcr dilll'ule~ ~11Ch Ull1Uunts or tM IIl:'CUrTCPL~ III 5Ul:h Stalc,Sroedtic 

J:inalily by nmK:c delivered to ncb other NoliL"e P:orty nN 1:11« tbull 10 8115ine51' O .. ys IIft.er delivery by the Ind~pendo!nl 

Auditllr IIf Ihe neltiee d.!.~crihed In IIIe ~ec(lIld sentcm:e of' Ihb subut."tion (00). the Indtpendent Audiltlf ~hall roromplly 

in:ctruci lilt: HS(.'fClw Agent t\) credit the amnunt dil'pUlCd 10 Ihe OillpUted t'aymenl~ Al'l.'ounl and the undi"l'uted I'llni<ln III Ihc 

a""nlPriuh~ SIIIIe-Specitic Accllunt. N<I um(lunl~ 1\llI)' bI: tr-olMfrned orcredir.:d ,,, II Stu Ie· Specific A,,'Cuunt lOr the Ile!rn:til or 

:my Stale II.~ to whicb SllIte·Specilic finality has ROt lK!CUrred or U~ 10 which Ihilt AGreement ha~ lenni mlled. 

(4) P;tyJmD!S ") Putties Cllher thaD Pllcliculll£ Set!!illg SlillS!$. 

(A) Prumplly Mlowing thoe ua:urrem.:e lit' Slule·S~lrK: Finalily in (mc Sell ling Slale, lIuch 

Senling State lind lhe Originlll Partkip3ting Manufulurers 8b,,11 IIt1tify lilt lndepo!ndenl Autlitor IIr ~'U.,II OIXun-enCI!. Thll 

Independenl Auditor sh-&II prom"lly thcrC"olfter IIntify each NOlire Pany tlf the occurrence (,r Stale·SJle~ilil.' Pinalily in Itl lo;lI~ 

nne Seltlinll. SIDle :lnd of the amount., held in Ihe Subset-"Iitln VI(h) Account. SUhSCClilll1 VJ(c) ACC(I\lnl rFir.cI), and 

Sub~ction VIII(c) Accnunl (all such Acl!()unls :tee defined in the ~lIe.:ruw Agreemenl), if any. II" neither uny nf the S<ulillg 

Stale~ nor Dny (If Ihe Panicipatin, M:lnllfact\lrer~ diS(!UlCs such IImouRt~ or dispul~s the ~currenr;e of Stall!·Spedfic rinlility 

in one SCItllng Sl1Ite. by nDlire delivered to each Nulice Pdrty IIlIt IlIler th:m ten Busille~s D:rys afler Iklivery by the 

h\dependent Audilor (If Ihe n(llke deKCrihed in lhe pn:«ding senlence., tbe IMiependenl Audltur $halL pRlmptl)' in~lrud tht 

:cs~r(lw A&Cntl<l di~hur.;c the fllndl! hdd in ~1ICh ACl.'llunt!' IU tbe t'uulld:lI)nn or til tbe Fund ~per;i1ic~ in suhuc:tilln VIU(e), a~ 

:tpprtlpriale. If lilly Selding SI;atl.' or I'anie/pliling Munufil<:turer ,Ji~pulell $Dcb :lmllunl~ \I( Ihe tlCCllrre",-'e IIf ~lIch SI.III:· 

Sl'ccilic t'inulilY hy nlllice delivered III C;lch tither Nnlil:e p;\rly IlIlI Jllier thlln 10 l~u~in~"'!I~ !Jlly~ uner dtdiwry Ily III<! 
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Il1d~pcndcnt Au&lilllr \If Ihl: nnliC<! dcscriht:d illll\c! 5o:£tlnd ~e"lt'ncc "I' this 5\1b~tion (4)(A). Ihe Indcpt.'ncl<-"lll Auditllr ~hall 

pn11'llplly in~lruct the E:«..T('Iw Aboent to credit the ~mllunt~ di~puled to the Disputed Payments !\t.1.·ounl and ttl clishuT1lC Ihe 

undisputed lu)nion 10 Ille foundation lll'to the fund 5pecif..:d in liuhscC:lion VIIl(c), III< IIl'propriate. 

(8) 1'he lndepcrnJent AtHlimr shall ill1ltrv .. i tlte E.o;c;row Agt!nl 10 d1~burse fQnd~ on do!lln~il in 

Ihc Su"~et:ti(ln VIII(h) Acctlu,,1 lind Sub~eclioll IX(e) AccOtlnt (a~ such AccounL~ arC defllled in the E:ICf\)W Allreemenl) \() 

NAAG ur II) lhe nmndation, a~ Ilpproprillle, within to BU5ine,~ Oll)'S lifter the dale un which ~lIch DmDunt)! were credited III 

~Ilch Acc(Jllnl~. 

(C) l'mlnl'll)' rolillwin; tbe ')<l .... ulTem:e of Slate.SpeciflC finalilY in Selliing Slat~':I Myill: 

""regate Alln':leble Shares ClIll:1I 10 ., lcalCt 80'-'> uf the 101111 aggregute Allac.lable Shares 1I~~igned III :111 St:lle:t Ihat w&!rc 

Settlins SI;lIC!':l.o;. <If Ibe MSA EKtcution Date, tile Settling St;SIC.~ :1M the Orillin;sl Particip;lling Manufatlurers :lhIUlltllify 

Ihe Indtl'tn~cnt Auditor (Ir ~uch occurrence. The Illderendeni Alldit~r ~hall promplly tbetellt'ler notify each NOIit:-e Patty 01' 

Ihe tlccurrencc of suc;I1 SllIte·SpecilW finality und urtlle :o.rIlOtlnbi beld in \fie SIlI1~litln VI(c) Act-'uUOI (Surnccqucnl) (II~ ~\lf:b 

Account h defined in the c."'CI'<'w Agreement), if any. Ir neither any or the Settlinl: SIUIe:c nor uny (II' tho: 1·lll1icil"!lling 

Manufaclurer~ disputes such atn\Jum~ err disflule:l the ()Cl:urrem:e of lIucb ShUe·Specific FinalilY, by nuliee delivered 10 ellch 

Nnlite Party l1(1t later than 10 Bu~IIlCSll Oa)'5 "ftc::r delivery by tile lodcpendent AudilUf (If the nolice:: de:«:ribed in Ihe 

precedins ~nl(:IIC .. 'I!, Ihe Independent Auditor shall pmmptly illl'tru~'1 the li'ICtllw AGCnt 10 di~bu~e the f\lnd~ hel~ in 5IK:h 

ACI."'I\Illt III lhe l'llund~ti{)n. If any Senling Slale Of Participating MCinuflicturer di~pult' •• utb umounlS or the nccurrem;e l)f 

5uch Stl1lc·Specitic FiniililY by notice Ih:;lIvered 10 eath other NOlice rll.tly nut later Ihllo 10 Bu~iTlen Duy" "fler delivery by 

Ihe Independenl Audilllr (If the Iltitice deMcrilled in tbe 5cconcl sentc::nC<! (If Ibi~ ~Ub~CCIK)n (4}(C), the Independent Auditor 

~han flcumJltly in1'ln1l."t Ille ~scmw Agenl III credit the an\Utlnt\< dj,:p\lled to Ibe Disputed Payment5 Account lind to di~bun;e 

lhe undi5pull'd .. nmun 10 Ihe Fuuod:llion. 

(5) TWUmen! nl" payment" following TenniGlltklD. 

(A) Art ID ImOllnl, held fur Seeding Stale5. Promptly uflt"n Ihe terminalion of Ihl,; Agreement 

with re~JlCcltu any Scttling Slate (whethC1 or II(1t as pllrl or Ihe termination uf thi~ Agreement II~ III all SeUling St3Ie~) ~ul:b 

Siule ur iln)' Pani.:ipilting MllnufllChlCC1 !>hull II(1tiry the lnckpendenl Auditul of such tlL'CUIKn<.1:. The: IlldependS!nl AuoJihll' 

shall prellllptl)' Ihereufler IlIIIU'y Cl.lch Nulicc Pol"y • .r ,;ueh tcnninalilln and C)f Ille amounl" helLl in IIIe SubseClitm IX(b) 

A(.'Cll"nl (1'il'l<l), the Subsection tX(b) Accllunl (Sub~equent). the Sub!lo!ction IX(c)(1} ACCOUnt. the Suh!CeClion lX(c)(2) 

" .. 'Count. lind the Stllle·Specific AI:t.'\IUIlI for the benefit of .uell Seulins State, If neither ,he Stale in qucSlil)11 001' any 

Participating MUl1ufllcturer di~putej\ .ucb IlIIIlMltlL"I or lhe ()(currence of .\JeIl ten'llinarion by nntiee «livered 10 ead! t>Ih« 

Notice P;lrty !KIt luter lhan Ii> Busirtell$ DaY" hr delivery by lhe Indepenc1en. Audilor of the 1I0lice de~n~ in the 

preceding ",ntenee. Ihe Inckpelldenl .A.udilor ~h:ln promrtly !nslruct !he escrow Agent 10 Ir~nl<fer ,ucll IlmoDnl~ II) tile 

Participating MlInu(lIclllren (on Ihe basis or Ibeir I'C1'rec\ive contributiorn of ~uL'h rund~). Ir tile! Siote in Ijllc.<lion or any 

Partio.:iflalinll Manuractuf!:r di,;pules the:: umllunt~ held in the A(;cOtlnts or die occurrence of ~'Ul.'h lerlllinalillll by \lolice 

dclinred 10 eiKh ~'ther Nnlite Pllrly nnl taler dllln 10 8u~ine" DIlYll.fter delivery by IIle! Indepcndenl Auditor of the nOlice 

dc~ribed in Ihe ~ea)nd senlence of Ihi!! ~ubNection (5)(A), the InckpeDdenl Audltlll' llhall promptly instrucllhc: Escrnw Agent 

In tr',lII~rer Ihe >lmount disputed 10 Ihe Di~puted Payments Act.'Ount ami the II1ldillfluled portion to tile Participalinl: 

Manu!"uc;luren (on tbe bal;is of Iheir re~-peL"tive contributi(lIt. or ~udl fund.~). 
(B) AI; tg pnmupb bel" fnr others, If Ihi.~ Agreement ilt terminated wilh re.:peci III all or lilt 

Selliing Sillies, lbe Oricinal ParticlJllllipg M;mtlr/lcIUreJ~ ~iI:Ill promplly notiry the Indepen<knt Audilor 01' ~ucb IIcc:urrence. 

11te Indellendent Auditllr !lhu!! "romplly llletellf'lcr "olify ew:1I Nolice ParlY of ~uch terminalion and uf the amounts beld in 

tbe Subsectilln Vl(h) Accnunt. the Sub!lo!ction VI(c) ACL'(ltInt (Pint), the Sub:<ec«i(m Vltl(h) A,,~'Vunt, tile Subseclinn VUI{c) 

AC~"lInlllnd the Sub,;ectiun lX(e) Acl!nunt. If neither any SIIch SllIte SlUr any ParticipatinG Manuracturer disputes ~ucb 

umuunl~ ar Ihe occurrence: \If :luch lerminllilln by n\ltiee delivered to eill."h .)!lIer No!ice Party not IUler Ih:m 10 Busincn D~y~ 

.. ner delivtry by Ihe 1ndel"clldent Auditor "I' lhe nt)\ice dUl:rille!d in lhe preceding senleRl:e. the Independent AudiM sbOll! 

promptly inslruc:1 the E.'lCruw Agenl kl Iranllf"er WIlli IIltKlUnis I(J tile P~nkipating ManufacturerK (on tbe ha5is lof lheir 

re~pel.1iye I:onlribulwnll or lo'Uch fund5)' If~)' 1I1Jeh StIltS! nr any P'~rtieiplltins Manufllclurer "hl'ulc¥ Ihe amounb l\c!ld in lhe 

Ac .. 'tlIIn~ (Ir the llL'CUlTtl\Ce of lIu~h terminillion by notice delivered to ellch olher Nl1t;.;e P:lrly \lOt 1~ler th~n 10 BasineoC1. 

D:I~ afler delivery by tile IndercntJenl Auditor or the n(JIlt:.: d~ribed in the scoond IICnlcm;c of litis subsC(."lion (5){B), the: 

Il1dqrendcnt AutlilOf "hllli promrlly in~1n1ct the El;crow Agent to credit the amount di~lluted tn the Di~puted Paymenls 

Acct)\lnt und 'fan.~fer the undi~puted rOllinn to the PlIrtkipaling MIIAUt''"'"\ure~ (011 the b:I.'1j~ of !heir fCllpectivc contrib\llion 

of such fUl\d~). 

(C) M tn IImouQ!~ hrW In lhe Subsection Ylle) Acs.'(\\Int (SlIhseuuen!l It' thi~ Agre<fllent is 

IcrmilllllCd witll respecl 10 Settling Stllte~ baving asgreg~tc AlI(lCtIhle Sh~relI equal 10 more Iban 20% or the total 1I11l:rcgllle 

Alloellble Silares a.'lSigncd 10 Ihose Stales that were SettUng Slates /Ill of \)Ie MSA Ext<:lItinn OOlte, Ihe Originlll PUrlicip:Jlin! 

MDnufllcnrrers shall promplly Mlify lhe Independent Auditar of slJI:h ClCc»nen~c. The Indcpendenl Autlhor shall p1'lllllplly 

therc~Cter oolify c;sch N(ltiL"e Furty or !fuch lerminlltiun lind of the 1Ifl\(l1ln~ held in Ihe Sub!lCl!tinn Vl(c) t\CC(\\ln! 

(SlIhstlluent) (us defined in the EM:mw A!;reemcnl), If neither uny :llII!b SlIIte with respect 10 wldeh this Agreement haJ 

terminllll!d 11111' any l'at1icil'1lring Manuracturer dl~pute~ ~uclt amounts (IC' the m:curn:nt:e tlf I'Ul.'h tcrmill.ll.lion by IIlllice 

delivm:d ru ea~h uthl:t N(lli(c Puny nut IlIlef tb#n 10 Bultinell); Days an" delivery by tbe Jndcpendcnl AUIlill1r ul" Ihe nOlice 

dc:!O\:rihW in the preceding senlence, the Independent Allllitnf ~blli! pnllTlJ'lIy inlltrucl III.! ~~L"Il'W Ab~nl III transrcr 5IIch 

alllounl~ IOlhe Plirliciplitillll MllnllrllclUrers (un the bums tit' their rc:sre~1Iyc,lIl11ribuliuns of Juch rllnds). If 1liiy such Slille Of 
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my Plirlicipaling M3Ilut'"clurer di~pulc~ the lImounl~ held in the ACCIllIlJI or the 1~C\lm:IICC or .~uch termination toy 1I\llke 
ddiverlld III ,:.sch 1IIi1ef Noti.:c Patly nol lain lhan 10 busine,;s OilY" lifter del iI/cry by lhe IrKlependenl Auditor IIf Ihe 
/'lIllie.: described in the .~el:c)fld ~entcnce or Ihl~ subscclKln (S}(C), the Independent Audilll!, sll;l.lI llromplly insIRI<.1 the 
c.<cnJ ..... Agenl lu credillhe amnunt di~puled II~ Ihe Displllt:d P;t)'mcnl~ Accounlllnd transl~r til<: undisl>Utcd JIOrtiun luthe 
Vqrli<.:il'"tinl! M,,"ufllclllrcrs (Dolhe tlll.~is of their ~spel:1i vc cllntrihulillft of ~ucb run(b). 

(6) Delermjnjltj,m of am"unts nqid or held fnr Ibe bene!il "r cadi individual Settling Stille, ror Jlurflll!it:S 
l~r :mh~eclions (t)(3). (1)(5)(1'1) ~rld (i)(2). Ihe rvrtillll of u payment Ibllt is mude nr held fur the benetil of emch illllivhlwli 
Selliing Slale shlill be delcrmln«l: (A) in the c;l..o;e of II paymenl credised I" the Sllb~ccli(ln IX(b) Account (fitor) IIr tho: 
Sub~\:lilln IK(Il) AC(',(lunt (Sub!.~quenll. by alllll;:tting lire re!lllib uf clllu.~e "Eighlh" tit' .~ub.~tilm IX(j) among Iho.\e .<;tldiOIl 
Slulc:, who weI\: Selllint! States III (be lime th;tt the alllul1llt Ilf 5\ICh paymenl WIIS calculated. Jl~1 rala in proJl,lI1iun til lheir 
re~peclive AIIIlc:able Shares: IlI\d (8) In lhe ca~e of II paymenll:rediled 10 the Suh~ection IX(c)( I) Account or the Sub,~li()n 
IX(c)(2) Account. by lhoe result" of I:lulISC "Twelflh" IIf :;ull~cti(ln IX(j) ror ellCh individual Settling Slule. Pf()vilkd. 
however. Ih:lt. ~",iely fllr pllrp<nc, nl' Juhseclion (0(3), the Sellling StileS m~y by unllnimUIIY a~rcemenll.lgree (In II dil'lerclU 
m<!thod of all(~rI(\1l (If IIll10unts helel in Ihe AC:I:{lunts identified in Ihi~ su~ctiun (1)(6), 

Ig) PuymnlS 10 be Made Only Alier finnl Anor(\Y:11 Pmlllrily fulluwing the acculTenl,."e of final Approval. Ihe 
Sett!lnjf State>: lind thc Otillin:'ll Parlidp~ling M.lRufIiClurer~ shlill ntllify (he Independenl AUllillll' II( l'uch (K.'Currcnce. Till: 
Ind~""ndent Audilor sholl promptly thereafter ,",lily each Notke I>IIl1Y l,f Ibe ll\:C\lrr~\ICe {It' l'in~1 Al'pmval :md III' lile 
al\1lll.\lllll held in I~ Siale-Specific Accoun\~. 1£ neimer lIny of the Seltii1lg Sillies noc ;lny fir Ihe I';"rtidpaling Munu(aC\llrer" 
dl~(lu[l!~ such lInUIUIUs. disl'lulClI Itt.: uccurrellt.~ of !'inal Af'i'l"v;~1 <II' ~Jaims thai Ihi.~ Agreement IIlI:> \ennin~led iI!I to uny 
Selliing Siale t;,~r whuse ~nelil the flJtld:<. .. ~ nekl in u Stllle·S~llilic: Accounl. by 1I(1lice delivered I" eu:.:b Notice r~rly nul 
l"l~t Iholll 10 ausines~ Day,; nfler delivery !ly lhe tmlcpc:ndcnt Auditur (I( l'uch nmice or final A!'PhWIlI. the InoJel)CnoJ~nl 
l\udilllT sh:llllJl'OInptly in~trut:11he i!scl'nw Agenl to di~burlie the fllnd~ heW In the Stule-Specific Acc:nunL~ I" (1)1' n.~ direclcd 
by) Il'Ie re~pec.'ti ... c &nling Stale5. If uny Nutk:e P:lrty di~l'Ules ~'1Icb amllunl5 or the IIC;I.:urrence \1(' Final ApJl1'llvul, IIr cluims 
rhal thi~ AcrecDlclII ha~ Icnnin~ted all tu lIny SenSing Stale fur whu:lc ltenelil the liJnd.~ are held in II SllIle-Sp.!\:ific ACL'IIUIII, 
by mIl Icc IMivered 1<1 ellcb IIlher Nulice Party nllllllter lhan 10 Hu.illC~lI Days lI£ter d~liv~ry hy the Indc:.J"!'nd.:ol Au,lilnr nf 
s~h !'KilN;.: of finul Approval, the III<I<""n"'l:nl Audilm sball Jlf">II1(IIIY ill:<l,u~1 lhe i:1<CfOW Agenl III l:n:tIil I~ "lIluunL~ 
di~putcd to the Di~rutc:d Paymc:nl" A<!~"unl ~nd 1(1 di$bur.ce lbe uluJisru1ed porlion IU (or :a.~ directed by) lhe te~pl.'l:tiye 
Seltling Slllle~, 

(11) AnnHcabililY In Srclitm XVI! I'aym£n!'. Thi~ sc<.:titln XI shlln nt,l be arplicable 11> raymclII! "",d.: rursuunl 10 

~cc:tiCin XVII; pT(lviclet.l, bowever. IMllhe Inckl,cntll:nt Audilur sball h.! resl'lIn~iblc:. r\lI' calculating Rehuhe Murk!.'1 Shares in 
(..'IlnIltCli(l1l with l'IlCh r:lyment~. and 1M Independent Audilor sllllll prnmptly provide the rcsull); IIf slIeb ~llcullllitln W .my 
Origin~1 Purticip-,I.lillg Manufllclurer or Selliing Stale: IIIiII requcs(5 il do Sit. 

(i) Mj!iC3kululerJ II[ DiSnulsq PnVmegIN. 

( I) UnslemYVmeUt., 

(A) II' infonnalKIR MCllmt,; UV:lilahle tU11Ie fnc!epo!ndcllt I\udillll' n('1 laler Ihun flInt ycar~ lifter a 
p"Yll'lCnlOIl<: Dale.. und ~~h inl'nnnillinn "1I0W~ thill ~ny Partlc:i(llltint: M~OUr;tClurer W'oIli insllllCled III make: :1Il in.~ufficienl 
Jlaymenl 1m such dltl~ ('''l1rigin~1 payment"), Ihe flldepend~lIt A.uditur 5hall pnMl'Il'Isly determine the uddiliClnal ",,,ymcnt owcd 
by such l'artieip"ling Manuf'uclurer <It1d the: alltlcalinft or ~lh.'h lIIIdition:ll p:1yl~nt "munc Ibl:' IIfIplic:ah'o= r".yee.~. The 
Independenl Auditor ~h:dl Ihen reduce SCIcli IIdcliliunat p~ymenl (u(lill the rull almlunt ot'socll ttddilional payment) by IIny 
adjustments ar IltTsel:c IhEit were avail~blc to lhe Parlicil"atins Manufll~1ll1'er in (jutSlion ugain~1 lbe original Jlayment III the 
lime il WlI5 made (and have 1lI)1 5ince been u$Cd) bur which ~uch P~rrid~ling M:lIlllr:K.1urer wa~ unllhle ttl U~ ugain.'II suc:1\ 
original JIllymenlllecuu~e such :uljUl<Cmenl~ 01' offsets were in elu;e~ pf l\1l~-n nrigill;lll"'lymenl (Jlrovided tbul lUly IIdju~ltTl'!nL<; 
or l~rfsCI. Il~d agl'in~1 ~uch IIIldiliuRlII !'uymeRt sball ~11k!C lin a elulhlt'-f(l(·dolllir hlIsi!t allY remaining carry-I',rw:lrd held by 
5uch (>articiJ'llling Manufacturer with ~~pect lu ~uch :ldju~lmelll or {l1T~tt). The ll'ldep~ndenl Auditl)r .~h:1I1 th!!n 111111 inlcre~1 
1I1 II'Ie Prime Rale (ealcul:!led from IIIe Payment Out Date in IjUe$ti\,n) til the IIdditi(lMt !llIyulCnt (:a.~ rcdllt:ed pur~uanl hi tl~ 
precedinG ~entence), e)(cept th;1I where (be lI!kJitilllr.iJ payment t,wed by II Pllrlicil'lIting Manufuclurer i~ tbe re~1I1t of un 
undcrpu),lllCl'Il by oucb Pillticip'lIing MlInu1ilciurer c:;w.~d by l<U~h Parlicip:lling Munuf""'turcr'~ withbolding af jl\fnrmtllinn 
u.~ described in 5IIb!<Cctioo (d)(S)(B). the applicable inlen:.'11 rate ~h>cll be lbutdc:lcrihed in ~lIb~e .. 1ion (X (h), The Independenl 
Auditor ~hall promptJ)' give ntllice of' Ibe Qddilional PlIymcnt owed by the Plmicipalillil Manu(~cttlrer in que~li()n (1110 reduced 
1II111/11f illl:fe;&''II:d II~ deou:rihed ~hovd \'1 all Notit.'C I>lInicl. ~buwing tile newlnf\lrlnlliinn ~mI 0111 c:lIC\lIIlI">n~. Upon ~c:eipr I>f 
~uch Rllllc~. imy I)arricir:-tillg MUI1t1r.,\:lurcr Ilr SetUillg Stale 111:1)' dispute Inc Imlcpendcnt t\udil<lt" t:alculatil>n~ ill the 
InlInMr dl!scribed in sut>~C<.:lilin (11)(3). ~1111 the Independent Aut/hIlT 5b:J1I prOln(lll~ nlllify each Nutice Plirty (If any 
~ubl;cquenl revb,km~ !t. it" ClIlc:ulllljnn~, Nut mllrc Ih;m I S day:.: lifter recclpt of ~ueb notice (CIt, if Ike lndercnlk:nl Autiit,'r 
rcvi~eJ lis calc:uJllliunlt. nul rm,re Iban 15 dllY"lIl1er reccipt of the l'ev\:Uon!l), ~ny Particip!lling MUllufacturn- and ~hy Sclliing 
Siale II1;&Y di~pule lhe Indercnl,lent Audilor' ~ cui<!u1alion/l in lhe manner I'res<.'fibcd in subsection (d)(6). failure to di.~pute lhe 
Indepcndc:nl Auditur's culcullliions in Ihis IJIlInner thaI! ((m.'ltitulc :l1~emenl witb lhe Independenl Audilot'l t.:llh:ulatillns. 
.u"jed [0 the limilalions ~~( tilTth in ~ub:ll:ctinn (d)(6). Payment of the undispoled portion of un Ilddltioolll j>lIymeni "hlill ~ 
made to Ihe Escrow Agent IInl more !ban 20 daYII IIt~er ~'Cipt (If the n(llke ~rib(cJ in Ihis suboleC:lion (A) (III'. if the 
Indeptn(\enl Audilor rcvi);c1 iI~ <:.lclllalil)n.~.1IIl1IJlure than :w d;t)'5 aller receirn ctf the revi~illns), f~ilure 10 pay ~uch porlioll 
shall render lhe l'arlicipDting i'd:lnuructlUCr liable rur Inleresl Ih~rc\ln lIS prnvided in ~1Ibl<ection IX(h), PUYlllcnt "f the 
di~putcd rortion 11111111 he g<lVcrned by ~ub~el:liun (d)(8). 
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(B) Tn the C)(lenlll di~lIe.!\ 10 a prjClr p:l)'II\CIU is resolved wilh finalilY aglljru.i II Pntlic:ipaling 
Mllhllfllclurer: (i) in che c:ase where the dilputed III\1t1U11I hull b«n paid into tbe Oil'pulcd Pllyloc:nl~ Accllunl JlunaJllnl III 
suhKctiun (d)(8). the Independent Auditllf shall inmu~1 the E"<:row Agent to Ir.m.~rer web IImounl to the :Ipplica.ble payee 
'\I:rounl(,;); (ii) in 1M cage wbere lhe di!'ruled aRUlunl htu: nol ~n paid iluu Ihe Di~puled PQymenl~ A"'t:tlunlllnd the 
di~pUlc w;&." idenlified prior II) the PaYlIICnt Due Date in '1ue~tinll by delivery or 1I1itaiement pUl'lOuanr ,,, lIub!ce<.:lioo (d)(i» 
idenlifyin, ~uch di~pute, Ihe Indcrcndent Audilor ,h;dl uk'lllate interext (In the di~J1uted amnunl rrom the P"yment Due O~le 
in 'Iue:<1i\ln (the applil:able interesl rllte 10 be d!;lt rt0vitJed in 5uilscClit)n IX<,,» lind the IlUucOIlioo of sUllh ulnounlllM inlerc..t 
;J(n<.mg lhe IIJ11'licub!e payee,;. IUId !<lulU proYi~ IKmce of lhe IlmOURI Ilwcd (lind the identity (If (he paytlr lind p"yec~) In ull 
Nlllh:e Pal1it::I; and (iii) in 1111 other CltSCli. tlte I'CI>l:cdurc desL'I'ibed in ~tlhilC'l:lkm (ii) sh~1I apply. excepl Ihnl tlte :lI'Jllit:able 
iJlleresl Me shall be the Prime Rate. 

(2) OVeJlIaymenll\-

fA) Ir a t1i,pU!c HS In II pri(" fI'.tyment is fcwlved with finality in fllvOI' ur a 1"~rlicip'lIing 
Manul:'crorer wh<!rc the disrulcd lU)tounl has been paid ink! the Di~puled P<lYlMn~ Account JluNllllnl to ~ubltCclion (cJ)(Ii). 
Ihe Independent Audit')r wll il1~t,u~lthe ~~I:1'(lW Ascat Illlrdl\llfcr RIK.'b amwnllo mlCh ParticipatinG Mllnut'licturer, 

CD) If infl~mllli"" hec:omci aVlliluble 10 the Independent A.uditor nD! laler than rnur yellrs ufter :\ 
Pilymcnl Due Dale srnlwing chill a PartidJlllting M:lnufllCturer made :In ilVCll'aymenl on J:uc..-n dille, (II" if It d i~pule ~ It I a print 
paymenl 15 Telltll~d wilh finality in favllT of:t P:Jrtir;ip1uinll Munllfur;lurer wbere Ihe di~pllted ijtnoUnl hlu \Il!Cn paid hut nol 
inlo Ill<: Disputed l'aymCJlb: ACt.'Ounl. such Participating Mllllufllclllrer ~hall be enlilled 10 :t continuing doll:cr-flJr-tktllar tIff.~i!t 
iI:<follows: 

(il I>fbets uniler ihi:t ~ubst:(:lion (8) shall be upplied ooly 1Illllln~t elillible payment!l111 be 
INdc by well PlIrticipadllg Manul'aclun:r al"tl:r the enlitlement to the ofl~t ;lri~s. 'The eliGihle PIlymen\ll :;h,,11 be: in Ihe elise 
of ofli;cls uri~lng from "aymenl~ under ~ubgr:lion IX(b) or IX(c)(I), subsequenl payments under 1liiy or such sl/b)'a:tiolls; in 
tlte C<I.~C Ill' lIn'~ts arising from pl4yment~ under :llIbllCction IX{c)(2). subllelluenl paymenls under lIlich :;ubscclitln or. if 110 
sul>~eq\ll:1I1 f11lymcnls arc II. be mude under suc:h ~ubllCclilln. J:ub~equent I'llyment~ under :mbUC:lioll IX(c)( I}; in 1110: Cilg ur 
uff • .::IS uri:.:illil 1'1'(11" puymcnts under ~ub~ectitln IX(c). I<Ub!lC\juent I':.yments under "lICh "ub!ICcliun or ~uhl;cctinn tX(.:); inlbe 
~!!e nf Iltfsel~ Ilri~il1g from p~yment~ unller suhJle<:lic>n VI(c). ,ub~equcnt pllymelll$ under •• uo;h lIUbl;eclil1ll Of, if IItI 
~ub.eqllenl pllym~nl~ ere 10 be lnotdc under such lCuhOlCc:tklR.lIub~uent paymenls under IIny of sub~tioo IX(.:)( I). fX(c)(2) 
or lX(e); in the cllse IIf off,;el~ arising Ih>m paymenllt under ""b~liun VIII(b). 5ub.;equellt pllymetll~ under such 5ubsecfioo 
or. if rt<J sllh~IIC1enl payment" are til lie IYI'dde undcr .'lUck ~Uhr.eCtillCl, l'Ub~~ucnr payments under eilher Kult~liun IX(c)( I) nr 
\X(~)(2); in 1m: c;t~c: of "Cf.-;cls Drising from p")'lllent~ under subsection VIll{c). slIMquent JKlyment~ llnder dtller ~ub~ctilln 
IX(c)(I) or lX(c){2); and. in !he C'oIse IIf "rrsetg <IrisinI:' from paymenllt untler lIub~lion IX(i). lIuhsequenl p"Ylnenl1 uader 
..'Uch s:ub~tl(ln (coosislc:n1 willi lhe provisinn5 oflhi,; l>\Ib:lcclinn (B)(i». 

(ii) in Ibe ClI,e of Dffllets 10 be IIPPlied :tgainst puyments under sub1ll:Clion IXCc). lhe 
off5el In be "\'Plicd lhall be appurtioned 1-111101'1& lhe Setding S .. "'tes pro l'1li11 in prllplIrlioo 10 their respective ~1I:Irl:~ of ~b 
payments. 1111 ~uch respeclive shan:!l 1I1'C determined I'lIl'l1uanl 10 slcp Ii of clllllllC "Sevenlh" (in Ihe ClI.~e of "lIymeru~ due fn.m 
!he Orillinal I>articipating Manllf.lClUrers) or clllu$C ~Sixth" (in lhe e:t!le (tf paymenL .. due from tlte Sub:!equenl PDrticifllllin& 
ManllraCIUrer.l) of sub.'\e(..1jnn IX(j) (exccpt where the offsel IlrjllC~ frum In overpDymenl IIppliCllhlc solely 10 I punlculur 
Settling Stllte). 

(Ul) (be til \;II amuunt pf Ihe afflict to wllich It PartlciPllting M:lnuf~CIU1'Cr ~hall be enlilled 
'hllll be the: full amuunt lIf the overpayment it made, together with irllefe$t cak:ulated fmm 1M lime of lIte OYetl'aymenllo the 
Puymr:m OUt: Dille of the firsl eligihle puyment ugain~1 whiLit the off~el ttId)' be applied. The applicable inlen:st ralc shall he 
lhe Prime RIlle (eJt(.-ept Ihal, when: the overpayment ililhe rc~ult of II SeUlinC SllI!C's withholding of inforrn:llion II!' dr:!CCribed 
in 'UbsI:L'tinn (d)15)(Il), rite IIpplil;ublc: illtc1'Cst rate lIh.11 be lhat de!GC1'ibed in lIuliloection JX(h». 

(1\') <III IIn'scl under Ibilt fiubsectklll (B) sHlI be IIl'fl1ied up til !he rull lImllllnl t,r (he 
Plirtidfl~linll MlinufuctUI'C!F'S shDrc (ill tile l:'.t!le tlf payment5 due from Orit:inal Participating M4InufiICturctlI, determined II~ 
de~cribed in the firsl !lCntence of e1Q11.'\C "Sevenlh" of 5ubl.-ecdon IX(i) (ur. in l11C case of playmc:nlll pUflluant 11) ~llbsectiDl\ 
IX(c). 51Cj'1 0 l\f lIuth clause» IIf the eli:ibl~ PlIymenl in que~'tilll\, liS lOvell paymellt bas heelllldju~tcd anc1l'C!du\:ed (lurslUlnt 10 
clauses ~fil'!it" dtrOuSh ''Sixlh'' of ~ub~ecliol\ lX(j). to the extent ClICh H~h ~llIu$C i.~ IIPplit:uble IlIlIIe payment jn '1ue~linn. In 
lhe event Ih:1I Ihe otTlIl:l til which II Pm1icip:ating Manutacturer i, entilled tinder Im5 5ubse(.1i(l1l (8) wlluld exceed s.llch 
Participaling MlinufllC!urer's dwre uf the eligihle rilymenl again~t which il b tieing applied {or. in lhe calle wh~c such IItl:~1 
arisc~ fmm un Iwelll:lymeot :.tr.,licahle SlIIeI)l till! (IIIr!i~'\Il;ar Settling SUlle, Ille I'tlrlitlllur ~uch J1lIymenl Ihal i~ made Cor lhe 
hcnelit {Of l'Uell Sellling Srale). Ihe "I'f!<d l'h:l1I he the full amount uf ~uch Plirtit:ipliting Manurilt:lurer's sllilre Itf 5IIch p~ymenl 
IIltd ull ;lIr1Ounls nlltllrr~t ~llIIlll:llrry fnrwllrd and be (If(.'<C1 1I1:;lin~! :cubscqucnt eligible fl'ol)'lncnL~ unlilllll such ~mo.IUIlIl\ haw 
becnolhel_ 

(j) PlIymen!lc Aflee- Adnlicable Condiljon. To Ihe e"lenl that II payment i5 made aflef the tlC~'Il~m.'C uf mil 
applituble (',(lIIditinnlO for !be di~bul'l\emenl of 5uch puyment 10 lbe rll)'ee(~) in qae.o;lKIn, ehe I ndcJlenllcnl t\uditlll' ~h ... 11 in~trut:1 
the E~crow Asent l(ldi>:hufl'C: Much payment Jlfnmptly I'bllowillg ill; deposit. 
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XII. SETTLING SrATES' REI-EASI;;' DlSCtlAKGR AND COVENANT 

M~. 
(I I Upon the tx:o:urrence of Stille·Specific fipality in il Selllillil Slille, ~lJJ,:h Settling Sluto:; shall ubJlnhltd)l 

lind lIfJCunUili<lnlllly relell~e ;lnd forever- di~hargc all Released Parties rrnm aU Released Clahns Ib~1 (be RcleAsIs'll l' .. "ie~ 
direclly. indirectly. derivatively (lr in any uther'c:ap:lCily ever hlld, ~(lW Itave, or hcrclllir:t ClIft. !'blll! or '1111:1 b,lVe. 

(2) NotwithJ;11,tl.ding the fart!g(ling. this relea.'\e lind di~chaf8e lihall nol 1I""ly 'I) ,my delentl:lI11 in II laWl<uil 
,ellioo l"lr~nl to Ihi~ Ag~e"~nt (nlhcr tMln II Pllrticipalillg M;mllfucltlter) unless and until ~l.I(h d~tend\lnl tl:k;l~ thc 
Rtle;l~inlt PlIT1ies (:lnd deHver~ 10 the Attorney (kneral of Ibe applicable Sc:Ulil'll: Stille iI e'IJIY of ~lI':lI rclc-J!iC) from IIny :Ind 
:111 Cltlim,; of ,.\K,:h derendllnt relating I,) the ptnlo-et:IlIioD uf K\K,:h I:lwl<tlil. 

(:I) Each S~ltlinll Silite (for it!!tlf lind fur me Relellsing I'arlie~) further O:OI'enllnt~ und :l8ree~ Ih"lit (1I11d the 
RclclIl'ing PlirtieS) ~hall flol allier dte (lC;(.'Ur~l)<:e of Slllte~Sfltcific "'inlliity ~1Ie or seek 10 e~1ahlish civil liability a~lIin~1 ony 
Rele;md P;jny based. ill wbPlc- ,It in pari, upull IIRY (If lhe Released Claims, lind (urther agrt!eS thut such covenant :md 
;ll!ree~nt ~hall be II C(Jmralete defel1lie tll any ~u~h civil Ilction I)r proceeding. 

(41 (A) i!!lCh Setlling Stille (for il!lelf antlli.lf tile Rcleaslng P;n-tl~~) furlher agree< fhlll, if II R~least!\1 C1:sh1l 
by 11 Rei!!:!..;illg Party Ilgllin~1 uny ref~OR \lr entity Ihat i~ nl'l 11 Relell~~~Il'lSrly (II "1ml1·Rele~~ed lJ;jrl)'~) ~ull" in N in ,lilY 
way gi.v~l\ ris.: Itl ;a daim'over (un any th~lty wha\Cv~r ococr Ih:1I\ 1\ .;l.,im Iv.llItltt on an CltJVcss .... ril(C1l indemnity allrecQ\\,nt) 
hy ~lIcli 1l'''H~clea~ttll''''ly :.Il1l1in~" IIRy Kcl~-d Parly (lind ~~h Rdca,;ed l>".lrty gives n"tice 10 11\0:: ~PJlI)table Sclding Sr~tc 
WilhjR JU dlJy~ (If Ihc ~rvice {.If such c:1111",·over (« within 30 da)"llitler lhe MSA I!lIccUliul1 Ollie. wbic})(:"er is IaI1:r) and 
!,rmr to o:ntry jgla :InY lIettlt:mc:nt "r 5111:11 clllim-llV\:r). the Reltlll.'ling rQI1)': (i) shill! (educe; or ~rc"i1IlS"in~t :In), judl;lnc:nl /lr 
sclllem~1 me" Rele~iRg P~rtY (QilY (lblah, Ilgllll'''' ,w"h OOf\-oRe\e\l~ed Pllrly the rull lImt1U!1I uf IllY judgmcnt or I'CUlcIPenl 
~tJC}I nun·Releused Pl\fty mlIy lmillin IIgllin.~ ,he Releu.~ed puny on 5uch claim·over; and Ui) shall. II~ p:m of UI'Y ~t:III .. n~nt 
willi slHlb nOll·Rele.t.~ed PIIrt)'. !Jblain £rom ~ucb nal\·Relu~ P-oiny for the beodil of sua:h R~leD.'I!l1 Plu1y a ""li~r'I<:Ii"n in 
full of suc.it I1(II\,Re~lIsed Pllr\y'~ judgmcn1'''' seUlcmenl a~:rt tbc RelealiCci Purly. 

Ill) &:!t:IISclilinG Slalll fUrllter Ilj!re~" t/t,,' in tht! t!Y~IIIII1:tllhe rm'Vi~i"n~ tlf .111-1111:1:1.1111\4)11\) "" 
",.1 filii)' elimill:llc itll)' :1/1,1 a1l1i:lblilly "r :any Orillhl~1 f'ld"liciralillg M;iI\llr,telllKf (, ... nr My p"r~lm 'II" entity Ih"e i~ ,I 
IttllciI..ed }';!;ty by vinlle llf Ill! rei:&tioo In Illy Origirull Pllftklpaling MlinuflJClllrer) willi TI!~(lI!CII" cl:till\~·uY.:r (\111 'Illy thenry 
whatc~cr ultl\!r Ih:1n It daim b",;e4 pn :tn C;ltpr>:lC5 w(ilkn indemnity agn:~lnelll) by lUIy nll,,·RtlC".IMCd P:lrI), til reC(IYer in 
w)Hlle \,r in Plitt lillY tillbi/ilY iwhr:tller 1.Iit~"'1 \It indlre.:l. t>t whclh.!r by wllY Ill" lICntemcnl (III Ihe "lIlelll lbal wch R~k"'1I(r.t 
PlIf\y bas given nt)li.:.: 1(1 IDe :tpptillable Selllin, SlJIte wilhin 30 dlt)'lt or Ih\: lituke of !I\Il:h I;llIim·,)Vcr (or within 30 day~ 
lIficr tbe MSA i'xC!Cluiun l>'JIe, wbic:~ver I~ I;lter) lind pripr 10 en1ry ililn any seulelllC"nt (If Silch cll\ifll.(Wer), jlldgl1ltllt <It 

<ltherwi:;e) ur ~uch ntm-Relea:;ed ParI)' lit lIny Releasing Party arising (lut of an)' Re~d Claim. "ua:h Originlll Panicipllling 
MbnUr"clun:r ~b .. ll rc:(.-eive .. c(lntil1l1illJ: duUar-(ur-tlt.J/llf nftil':l rltt un), IImUllfll., (laid by such Orisin;tl P~il.:ip;lting 
Munu(aclurer (or hy lin)' pers",n tlr entity Ib.lt Is II Releu.<ed P:my by virtu<! uf il~ relali("lll II) lIucll Orilllnal P..nidl':lIing 
Mpnufaclllrcr) on IIny ~b liubiliry 1Ijl:lllngt such Originlll Punic:ipating MlInllfwtun:r'~ shurc (dclerh'lined Il~ described ill !'t\l.1' 
H (If t:lowo= ''So:"cRIII~ lit" "\II>!t~lion IX(j») \)f Ih~ urrlicllble Scnlillg S,;lIe'$ AI\(l(;ated ...... yment. lip l\llhe fu!llIll1Illlnl of 5uI:b 
Ori,inal l"oIt!it:iI'Dlin, M:mut\l":IIJ(c!t'" shart!" c.f ~uch Alltlo.:lUed ¥aymtml ~:lCh Y~. unlil all lnIch Amnunl!' 1':lid ("In such 
lillNlity have be.!n 1If(l'et. In lhe event Ih311he t)ff.~el under this :cun5et!lion (4) with re~~':1 to II parti<.'1Illlt S,:u(illg Stale 
Wlltlld in any given year excCled 5uch Original P:trlidl'lI.ting M:Jnu(mclurcr'l\ 5hart of such Seltlinll Stale', AII\lc~lcd P")'lna:nl 
(liS ~~h ~h;jn: Il:ld been R:tluced by ildju~lmenl. if tin)'. pur:lINnllO the NPM Adjustment. :lnd ha$ b~n rtd\lced by oftl'oelS, if 
any, JIlI!"!mllnl It) Ihe ,>ITlItl ror mi!tClllcul.llcd ot dl!<pUted r;a)'UIent5, lite Federal T,lbui:cn Legi:;llllinn OIT:c.e1 4ntllhe l.iligulill8 
R&,(ellllin£ Pllrtics Off~<::(): (i) (he utl;.el 10 which ~uch Orill.iMI PlItti<:ipatinS Manufaclurer i~ cntilled under chi~ "uh~c!Clil>n in 
~t\ yedt ~hall be the full :lrnOUIII of su,,1a Originllll>urticip:.Iling Manufll\!\um-'1< ~1r.trI:.l)f lIucb Alh.ClIled I'i!yment; :tnd (ill all 
amounts nol offsel by rl!a$(111 of xubsecdnR (i) lIlIall carry forward Ilnd he on')lC1 in Iblt following y~r(K) ontilllll !OUCh nlnl)Unt~ 
have been (.Ilset. 

(C) HlICh Sellling Slate rlU1ber IIgree~ lliat. ~\lbJtCt II) the p«\\Ii~itln~ of :rectit>n IX(i)(]), t!lIch 
SU~uCllt P .. rticip:ttin~ MlIn"fll.t:tll~r sl\att be Clnlitled 101M uff!ll!\ de!l~"tibed ilt ~seClj(1I1 (a) IIbove It) Ill.:: txte,,1 Ih'll it (tiT 
\lny pel'll"tl or entity ,hill is 11 Relca~cd Party by virtue of ils relatKillship witb :llIllh SUbtIe'lUClit PllTlicipalirrll M .. nu(:aclurcr) 
bWl Pllid on liabilil), lkat would give ri~c 10 :11'1 uff~el under ~uch !illbJection if p:tid by aD Originul Participating M:lnIlCucturet. 

(5) Thi~ release lind c()ven~nl shall no! operale tCI inlerten: wilh 1.\ Seuling Slale's Abilily to enron:e :15 

IIl:uin!ll an), Pllrli~ip~iIl8 MllnufDcrurn the pmvi~un' of Ihi~ Agreentenf. ,\t wilh !be Clllln'~ abilily 10 enter the C(ln~nt 
~"rte Of 10 Cltllinlilin continuing juri$diCIKnt 10 t:nfuTl:e such Consellt Decree pursllant 1<1 tile ~ml." Imeol'. P,ovid~d. 
oowew:r. tlmt ntjl~r lIub:otcti.m lIf(a} (lr Ul(r) (It" thi5 Agreemenl m)l" liUbsechun V(A) or Vii) of the Cllft1tCm Dc\:ree ~haU 
creale II tighl Il) chllllel\ge IIIe \.vntin\l:tliun. ;Iller tbl: MSA ~ecllljuD Dille, of 11ft)' Ilejvenh .. ing: ...... lflICnl. ~Iilill\ or :;Il)gan (1llller 
(han u~e "I" II.Cartuon) IbJll wm~ Jlot 1I11111Wfui prior 10 tile MSA I:xeclilion Dale. 

(fl) The Sen lin!! Stale~ do IItlt purpart tu waive 01" relCll,;e Dny clJtlm~ 011 hehlllf of Indian Irilles. 
(7) The Selillng Slalc,:~ du nu, waiye \)rTtfe;llll: lIny criminal 1i00bilily Ixt.'\(a lin letll!tal, ~hlle 'If' Inc .. llaw. 
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(8} Nntwilh.~llnding the foregoing (and Ihe definition (If Retcllgt! P-,Ilt~~), lhi~ re1eil:\C .ntI covennnt 
.,hall nl)\ DJlr1y to rc:lailers. :<tJl'Plier~ or tli~lributtm\ kl the utenl (If any liability arising frmn lho! ~Ie {If dislrihulK.n 1>1" 
Tubacc:n Product~ ur, ()I" Ill<:: ~uPf'ly 'If C(lllIpllneru parts .. r T()boil;CIt Pl1lducl:; 1(.1, ;tIlY 1"1(,11.-Rele~~ed Party. 

(A) i:llCb Seulin!; Slate (ror ilsclf and for the Rel9~ing Pllnie5) asree~ llull. if a c:~im by a 
Relea,;in,s Pmy DIlDinsl a retailer, Kllp!,li« or di-rtribuk)r Ibllt would be II Released Claim bUI for the apO:r'.J.li(ln of the 
preccdins ~nlence TCsults in or in any wily givel\ lise Iu 11 ciaim-avcr (on :.Iny theory wnlliever) by 5ucb maile-f, ilUpplier or 
di~lnl\Ul(lr allaiMI ~Ily Relcused I'\lrt)' (lI"d "\leI! Reltll,ed Part)' Si~lI ~i~ 10 [he aJ1rli(;qb~ Settling Slare wjthiQ 30 wy~ (If 
Ihe !lCl"vice "f I\\lCh cllIbn·ow,r (or within If) tlq)":1 IIfler the MSA eKc<;utkm DalC, wllil;hever jK Iilter) lind prior IP cnrl)' inlo 
iIl1y ,;etllemcnl (If Kuch ch,i .... twct). the Rele:t.~in, l"lIrty: (j) ~hall rcdtM:\: (It ,/edil ulf' ... in~t Itn)' jlltlltment or seldemenl "\Jell 
~le;t~jtll! Pilrly mOlY l~tllin ;Jg:un~t ~Ileh rel~iler. $UI'pliet 01' dilltrib\llor the ftlll ;llIl<'Iunt tlf :my jullglJl<:nl or !iet\lclll<!nl ~UClI 
ielui!t:r, :n111l'lla:r ()r di)llrib~tI,,' I1I1IY (.blain II11Jl.inllt die Rek:lIstd Pllrt)' on lI""h r:llIim· •• -wo:tj and (ii) !!bill!. 11K part Ill' INIY. 
~ldtU\enl wilh such retailer. $1lflJIlier or dh,1ributol" obnlin (mm sucb re\:liler. 1iUJ'fltier Of d'~triPulor !"lIf rhe benefil Gf ~uch 
Rel~ P,1I1), a ~1I1il;f,.ctioo in full <If Itucb rcllliJtr'~ lIllpplio:f'lI or di!\Cfibutor'l\jtldgmtnt or ~IIJemel\l 1I&fl.in.<;( !/Ie Relc;n;W 
PaT". 

(8) &eh SettiinS SllIle further lIsrec.~ 1It:ll ill the event IbIn In.: pruyjs.il)M nr lo"Uhsc:;;tinn (8)(A) 
abllW; d" nut (ully eliminu1e any JlOO aliliabilil)' nr IIny Original PllnicifKIling MlinutiICtu{er ("I" any penon IIf emily tbat i~ It 
R~le;s~cd Pari), by virtue IIf it" rellilionship III :tn Origilllll Pllrticiflllting ManufllCturer) wilh 7I!!lfled In t:llim1t-Clv~r (un lIny 

Ibelll), wh;altv(r) hy ;lOY ~uch rcl:likr. "urr1i\!f ~If dlJ:lrlblll(.r 11.1 ~C\lver in wtltlk or ill part any liability (whc:llter diteL1 w 
in<lin:l:l. or whelher b}l w;J'j IIf ,;enll:menl (1(1 11\1: Cltte(ll lh;u liUl;ll Rclei\llW l'"oICty hiI:; given Rotice If) lite ;JfIpli&:ablt: Sc\t1in~ 
Siule within 30 d:lY~ or l}le ,;ervi .. -e of Blich cluim~over (Of wilhil1 3(l du)'$ ..ncr the MSA Execulion Dale, wniclte"et iJ Mer) 
Dnd priur to entry inlo lIIty !etl1emcnt of 1\uch claim-oyer), jtlligmellt or "'11Ies-whle} (If ~~-h ~tailer. ropplier or dillltibllltlt Itt 
;jny Relea~ins Party arising oul (I( any clll.im thllt would be D R~Ic:1!led Claim but for rbc IIpefllrioo I>f" \ne fiF!lt !lenience (If thi~ 
l\Ub,;eclinn (8~, 51N:1t Orislnal Panicil'lliing Ma.nufacturer ~haU receive _ Clmtinllillil duU"t·tor-dolbt nrTset for ~ny u.nllunr>; 
paid hy :;ua:h Otigin~1 Pllftil.:ir~ting MUl\uf:.c:lurcr (or by :III)' perlll)n !If ~tity thut j,; \I Relea.~d PlIny by virtue of illll<!lali()1l 
II) ~Ilt:h Oril:inal Purtit:iPiltiRI: Maour ..... 1I1Kr) Itn any :tuc" li~bility IIgain~t :lllCh Original ~"rlidpating M;Jnufucturer'~ ... 1I:.re 
(del~irK!d II~ d~~.,.jhed in 51ep H "I" c:lltU)lC "S~~h- uf iWb!Itt!litlll IX<.I») uf lbe al'Pli~lhI~ Selllillg S':tle·!C. AlIlI .. ::alctl 
f'1I)'lIlI!nI. ur In Ihe: [ull :ltnuunl uf ~m:h Oricll1al f':1f1it:il'~ting Mllnut3clurer'l idwre of Sill,:» AHhl!:Oled Payment c!:lCh year. 
Itlltillln l'IIctI :tmount~ raid ()JI ~ch lillhility have been olT~et. In lhe C!lV\:nt IMt Ihe t,ffllet under lbill 5ubua:lion (8) with 
KSpecttU:I J1Ilnicular St:tllittg Stu.te W1ltllt! in lIny given yt::llf clIeeed .'\UC:h Originllll>41rticip'oItil1ll MIII\I'(IK;llIftr'~ ~h;lfC: <If ~ucll 
Selllillj; Stale'" AlklCllled l'a),RlCnt (II~ ~lJI:h ~hare bad been reduc:c:d by IIdjuslmenl. It uny. Jlur~uunl 10 IllI! NPM Adjustmcnl. 
unti ha~ been reduclld b)' otT!lCt~. if any, pumr.ml 10 !be offNc:t tilr miscalculated IIr disputed (lQymcnl~. th.e Fed.:ral 1'(Jhll<.~"(t 
Legi~l .. tkl{\ Otfso:t,Ule LitiJ;;l\inll Rele;)~in, Purtie:; OIT~el und the orr~t for claims-tlwr under wbsedion XI1(II){4)(B»: (i) 
lhe t)ff~ III which W~il Originut P;&rtk;i,..tinQ: Manlll'oICllirer ill ~JlCiIIed uJlder this !lub!OeCliUII in Iuch yeur Mall be the full 
llmounl 0( !<\lCb Originlll Participilltng Mllnllfocturer'!I sb:lre <It SUCR AlIo':lIkd PlIymenl: ~rtd (ii) all "lnoURls nnl .. Ihel hy 
~1lW1\ (If dIU!\!: (i) shall £urr)' forward IIIId be "Erset in lhe folluwing yellr(!I) uBul 1111 ~uch IIm{IU"I, haye been (1f(';':I. 

(C) Each Settling Stu.le further agree!l thai, ~lIbjecl It) lhe prltVi~illll~ of ~tdl~eclil)l't IX(i)(3). eatlt 
SU~lIent Parlidp;aling Manu(uclurer ~hall be entitled 10 tbe l,ff!IC1 described in ~\Jh~tit.>n (PI IIlt(we It\ Ihe e"'CIllI\h:J( it (,)I" 
;my perlll.nt tiT enlily lItal is a Rc:leot~c:d ParI)' by vil1ue of its reilltilln.~hip wilh such Sub,;eq\leftl Parlidp:.llint; MlinulUCIUret) 
""5 rUlid (In liubility lh~1 would give rise t'lllll OfrllCl "!!der llUCb ~lIb8ea:ti..,n if p:..id by an Ori~in:ll PIInidpatinc f,bnufuClurer. 

(9) NotwilhslandillB ony provision tlf lliw. slallllury lit Elthtfwille. vrhit..'fI pnwidcs Iblll a genet'" release 
dues nOI extend 10 clui 1115 which the credilnr docs n,n know or !\U:qttclltl exj~1 in it,<I fllv(lr ttt Ihe lime of execlltlng ~ relc:t:le. 
which if koown by it mu.~t have matcriDlly IIflKled iL~ l\etlle~nt with the debtDr, Ihe rele,'~el\ lIel r(lrrh in Ihb .. 5eClioll XII 
Klewle ~II ReJell~ed Cllllnlll. ag:lin!\' the Relca!lecl Parties. Whether know., or unknown, forelleen Ill" unfUl't:seen. sUIo-pected tlr 
un~uKpec..1ed. lhall tbe Relea!Oing P;artie~ m:ly hnVI! ~':lh'h1 the Relearocd I'urtie~. IItW the Rclt:-:l!ling Panicle under51alld and 
ockm.wletl\1C the significance 111\11 con~eqllef\Cell af w.iver (If \tRy ~och pr.., ... j:orinn lind hereby ilssume 'ul1 rt!<ponsiflilil}l fur 
any injudcl'. d;tma~e~ (lr l{ll\.~ thlat the Releasing P:trticll may Incur. 

(Il) Rele!Jasd C!jlimli "gyins, Rek'l$d PanS. Jf. Rele;utlng Pany (or any perron OT entit), tAIlmr:rllleti In 
5uMeelinn lI{pp). willlnUl regard 1<\ die (!OWl!\" IIf dtc Attnmey Getterul to relc~~ cl:tilfl" of ~ucJt ~ IIr entity) I\C1nelheles~ 
alte:rppts to mainlain D Relellsed Claim Dgwnsr • Rele~ Putty, such Rtles~ed Patt)' ,b:.tll give wtju~ nutict of ~II~I\ 
poIenlial c)~im 10 the Allorney General of the Ipplicable $cUtin.!! Stille wilhin 3Q days or receivilll: notk."i:! or!tIICh polential 
claim (or within 30 dllY~ aflef the MSA HUl!lItmn Date:. whk:hever i~ Itller) (unlelc!lllllch po~rtli:lt \:1""ln i~ being mllintllinctl 
\), s\lch Setlling Slale). The Relelt.oc:d Parly mlI)' ,,(fer lhe relell!le l1li11 t:lwenmnl liS a complete defem.c. If il iii determined ut 
IIny point in liuch IIClioll 'millhe tck-.. ~ fir )Cuch claim ;5 IInenlim;uble or inVIIlid for any tC:t.!ltlR {iru:ludinV, taul nnt Ii miled Ill, 
Jllck of IIUI\lmity 10 reltll~e l<lI<:b dllilll). lite followll\g !'fl,vlxhlns shall appl)': 

(I) The Rclc:a~ Party ,.haH tll« lilt ordinary mDd tcaliOMbIr:! meU5ure~ to defend rhe IICllon full),. The 
Rcle .. ~ PIII1" mOlY ~eUIe ur enter into lIlCtlrulaled jlldgment with re~pcl:1lU the :&tcion Ill: 1liiy lime in it~ 501~ discretinn, ttul ill 
!<IICb evenl the Clmel de:l<:ribctl in sUbltCl!li(ln (")(2) (If (b)(~) beluw ~h:dl apply only jf Ihe Released P,lfIy (Ihtoino( lite rc\t!Yllnt 
AI(<lrne), O~tRt.tl'~ ...... >nl'Crtt tlllluclJ lIetl\eIn«t1 ur liIipu~lcd jud~L which C\lst!itnt dlall nlll ba: unrta.~III1<1bJ)' wilhheh.l. 
The: Relca~ed I'atly ~1r.1I1 u<1I be .:ntitled It\ the \)1T~el delCCribed in SUblltt:liulI (b)(2) fit Ib){:l) below ir ~lICb RelaKed Pllrty 
r ... ilcd In tu\;1:' (lrdinaT), and rCll.t)tl)lble me;l1lut~ fu defend the :lCtli)n (ully. 
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12J Thc followinJl Jlfu1Ii1liun!l ~hall apl'ly where: the Re:lcll!Ied ParlY Is an Original l'arlicipu1inll 
Manufacturer (Ilr lIny (It!fslln or cnlilY Illdt I~:I Rcle;.!<Cd I' .. ny hy virtu~ of II" ~Ialit)n~hip wilh :an Original Purlicij1ulinll 
Manufacturer): 

IA) In the evenl ur II ~Illcment OJ' slipululed judl!rnent, Ill.: selllclIIcnl or ~li(lulul~ IImount 
~b;&lIl!ive rise II) II continuing uff,;el us 5uch 1I1110llni i~ <lclu~lIy Jlaid :Igain';! I~ full "mllunt ur ~lIch Original I'urlic:ipliling 
Mllnur:lcturer'~ ,;hure (dezennined a5 t1c,'il:ribed in 51ep E of c1uuse "Sevenlh~ or "um:eclilln IX(j» of 111<: a(lplicllble Sellling 
Slate' 5 Allo.:lllcd Payment until ,;ucl1 tinlt as the seltl~nJenl or ~liJlul:&ledllmllunt i5 fully cl'l!diled 1m II <Iunar·for-dllllar hils is. 

(8) Judgmenl.~ (tllher Ihan II deCllU1l judgment) agai"~1 a Releu~ed Pliny in sueb un .lI.:litm oh"II, 
"1'1)n paymenl Ilf such judgmelll. !live ri:<e k> .. n immedilile lind c.)nlinlling "rf~c:( :tgllinlll 1111: full umllunl IIf SIIL'h Origirnli 
1'lirliei!,"ling Mllnuf:lclur~r'~ $h'lfI: (dclcnnined liS de~crih('d in liubst:l:lilln (Al) oJ" Ihe applic:lble Selllin~ Stale's Alloc;A[td 
Puyment. unlil such lime !l'l( tile judgmenl is fully credilcd on II dutlar·for-tlt)lIar tI:I.~is. 

(C) I:lIIL'h Settling SllIIe re~rve~ the righl til intc ..... enc in ~uch :m IIclinn (unless ~uch aelie," W"Jl\ 

t"orClughl by the Scnliny Sl:lle) 10 Ihe e~tent lIulhnrized hy II)1JlIi(.'Uhle law in tlrtler III Jll'lIlCct lhe Sellling SIatC'5 inlcrci'lundcr 
Ihis Agr.:emenl. ElIch PartidplitinS M:lOufacturer :agrees nllllO oppose: lIny $uch inlo:rvcntiun. 

(0) In the evenl Illul Ille ttlT!lCl under ihis 5ub.'icclilm (h)ll) wilh n:SJ1tt1 III u JI::.nkular Selllin!! 
State wlluld in any given yellt exceed !(uch Origirwl r-.rticipuling Manul'lIClurer'~ l\turoe {If ~\lch Selliint; Slate's AIIuc:uled 
Puymenl (lUi sU\:h share had been reduced hy IIdjuslment. if any. flllYlIUntlo tile NI'M Adjul<lm~nt. lind hll~ been retluce.1 hy 
<)rf~t ... if :ony, rur~mml 1" the f1:der~1 Tuhllcl.,() Le:gi .. wtiun Ofl'!lCl :Ind lilt .,fr:ccl fur mi~h:ulllt~ ur dl5pUled paymenI5): 
(i) the nfl'set III which ~lII:b Ori,illlJl Pilrlicipating Manufacturer is enlltled under Ihis lC\Ihlic:ctinn (2) in 5!1ch yellr shall ~ Ihe 
full anmunt of such Originul Pa"ieiruli"g Manufat.1urer·s slwrc nt ~1ICh Allocaled PlIYlllent; lind (ii) :III amtlUn" nl>l .)rr"" by 
rea~," \!r clllu!<C (i) lIIIaJl carry forward lind be Ilt'f.'II!t in Ihe fllllowinS yellr(~) umil all su"h ;!lIIIlunls have been of1:~el. 

(3) The fullowing pRlVi~11lnK ~hllll 1tPJ1ly where the Rclca:lCd Pliny ill II Sub~t:quenl r-~rticipllting 
Manufaclurer (or IIny person ur entity that iK a Rele .. ~ed Party by virlue of its relalionship with a Sub!lequent PUrlic:ipuling 
Manufaclurer): Subjecl10 1m: pmvisit1n~ llf !iub~eClion IX(I)(l). e;&ch SUh$cquenl Participaling M:l1Iuf'lCturer shull be cnlitled 
10 lilt tln'set a~ de.:crih.!tl in s .. h,;ectilln~ (2)(A)-IC) abuve agl1in51 r~ymo.:nl" II I>therwise would I)~ under sC~1ion lX(i) 10 Ih~ 
~Xlenl Ih:U it (or any rcn:1ItI lIr enli1y Ihlll i" .. RelCltlled ParlY by virtlll! nf iu relaliunllhip wilh such Subsequenl P:miciJl;lling 
M"nufllClurcr) hl!.. paid un II setlkntel1t, ='Iipulated judgment Dr judgmenl Ilwl wnulol gi~e riliC III un "frset under such 
sum.et.'IKlIu; if p;licl by an Origin31 P;&rtic:ip:tling Mllnufuciurer. 

XIII. CONSENT DECREES AND DISMISSAL OF CLAIMS 
(II) Within I() days alkr Ilu: MSA HlIcculilln Date (ur. I\~ Itl any Sc:ttlinS Stule idenlilictl in the Ad~ilional SI:lles 

rruvi~il1n IIf ll.Jhihil D. concurrenlly wilh Ihe tiling of i~ lawsuit), each Senling Slltl~ lind e,":h P;orlicil';Jlinll Manufaclurer 
lhill i~ ~ pany in any IIr I~ I:Iw5uilS identified in Hxhihil D !Chan jointl)' mnve fIJI' :I 5111)' .. f illllml~'CCding~ in lo'Uch Sell1ing 
Slale', I;!WlIUil with r~5Jlecl til the P-oU"li~'ipalinll Mllnuf:lclul'l!FI< lind ull olim- Re1ewoed Punies (except. ~ny pnlCceding .. eeking 
!,ultlic disc\f.ll'urc III' lI()cutnenl~ purS\l:lOt 10 lluh><Ct:liun IV(b». Such slay or a Settling SI:lIe:'lIlawsuit shall he dis,'IIIh'ed UPlift 
Iho: emier (If the Ilc ... ·\IITenCC of Stale· Specific Filtlllity or Iel'minutioo IIf Ihis Agreemenl with res(lCcllu such Selliing 5131c 
rllrHu:tnll() ~ubllCctilln X VIU(IIX I). 

{II) N(lt hIler chLin Detembcr II. 1998 (IIr,:I-'1 10 any Settling SHUt' idcntilicd in Ihe Addilionul Siules J1rt1visi.(.n fir 
Elhihil D. ctlncum:ntly willlihe filing Ill" ils lawsuit); 

II) each Settling Stale lhul j5 a Jlarty 10 a luwsuit identified in i:lhibil D anll ench ParliciJl;ltin!; 
Manufal:lurer will: 

(A) lender this "\:n:t.'1l11:nt 10 the Cllurl in ~lICh Seliling SI:II\! Ii". il~ IIprmwnl: Itotl 

(8) tender 10 the Coun In "lICh Selliing Stab: t'1I1' enlry II cnn,;en\ d~cn:c cnnflll'ming 10 Ihe mudd 
clln:;o:nl decree attached hcreu\ IlS Hxhibit I... (n:villiuns or cb.tnge~ In sucb mudd conl\eflt dc.:ree ~h:.11 be limited 11. the (,llient 
required by :<tale pnx:edurll retJuirclllenl~ tv reflect 1l~lIralely the fa~IUlllse:lling Ilf the euse i n ttue~tilln. but shallnol include 
IIny 5uh~tDnlive revisit'n 10 the dutie$ orobllg~lil1ns lit' any Setllins Sinle or Panici)1uling MllnurK"turer. eKcept hy ugreemcnt 
Ilf ull Originlll Pllrlicipaling Manufacturers); and 

(2) each Selllinil Slale ~h;all !Ie~k entry Ilf:m "nloer~'" tlismi,;,,"1 IIf claim~ di:<mil>.~ing wilh 11rI:judicc ull 
cl:liln.~ "l!uin.1 lhe ranicipnling MunUr:. ... 1t1rcrs und any n1ber \{r:lca~l!d l'llrly in su.:b S~lIling 51;111:'5 a~1h)n klcnlilictl in 
Hxbihit P. I'mvi".:d. ~lwo:ver. lloal the: SO:lIling SllIle ill nOl r\:qllired 10 ~k enlry of ~UC:h an urd~r ill I<uch S"llIing SI;&"!'" 
action Ilgllin~1 $uch a Relell~td POIrl, (lIther I"a" a Pllrlicil)Uling Munufacturer) tmle5~ anti unlil j;uch I(elcal!l:d " .. rly ha.'. 
n:leased Ihe Relcu~lng l·urtie.~ (and delivered It I the Attorney Generoll uf slIch Selliing SUllt II i."Opy of I.ueh rele.",e) (which 
relelllOe ... hun lit ellec:tive upon the ()Ccurrem:e of Stale-Specific finalily in such Setlling Slate, :lnd shall recite thai ill the: 
event lbill Agreemenl is Icnnifl:lled wilh respe<.110 such SeuJing Slale pllnulUIl 10.'luh$Cl:lion XVUI(u)( I) the Rcleu:«:d Purty 
1IJ:m:S IhlIt Ihe unl~r Itt' tlil'mi~s:.Il shall be null und void and 0( 110 efl«l) frum any lind 1111 Claim.' or ~lICh Relea~ed Puty 
relulinllio the! !,rn~culion "r such actinn U5 rmvWeli in suhlo'eclion XU(a}(2). 
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XIV. PARTICIPATING MANUFACTURERS' DISMISSAL OF RELATlm LAWSUITS 
(a) UJllln SlIlIe-Srecific Pinlllily in ~ Selliing SI;aIc. em:h Pllnici(lliting Manul'acillrer will distnisli with,)II1 

rrejudi<.-e fund willHlUt ..... >:CI.~ und fe~s) the IIIWSllil(Ii) Ii~Icd In Exhibil M pcmlins in ,uch Selliing St;lIe in which lhe 
Participating Munufaclurcr is II plainliff. Wilhin 10 da)'~ afler the MSA Hxeculi(ln Date, each Plinicipating M:lnuCuclurer 
ami euch Selding Swte lrull i,. a p:.IrI)' in any of Ihe llawsuits li~ted in eKhihil M ~'1II11 jointly move fur a. slay nl' ull Jll'ucecdinS5 
in such luw~uil, Sucl1l1lilY (.f II law~uil ag.in.'11I Selding Stllte "hall be diswlvcd UJlun the carlier nf the occurrence (If Slule· 
SJI(:l::ilic "inali,), in "'"tIch Senling Stule or terminalion uf this Agreement with respeci 10 lIUCh SctUing Stote pumlllnt 1<1 
!lUbseclion X IIIII(u)(I t-

(h) U(IOIl SI~te·Srecitic f'inality in :a Scllling Stule. e:n;h P:U-licirr.ting Manufacturer will rdell.'Ie und di~harge any 
and ull mnnelury Cl:,im~ :t':"in~1 liuch Sc:tt1inS Stllte lind Ilny or ~uch Sellling Slale'5 nrticeO(, emrll)y«~. ascnls. 
adlnini~ral,)N. rerrcsenhttive:\, (llftcial:< acling in lIIeir official eapachy, :IJlem:ie5, Ikparllnents. C()mmis5ion~. divisinns ;md 
counsel rcluring III or hI conneL'tinn with the hIW511i1(x) commenced by Ihe AllOrney Oencral nt sueh Seliling SI"tt: idenlified 
in ElI:hibit D. 

(c) UPI,n Stale.Specific I-lnQlil)' in II Settling Stale, each Panicipating Manufaclurer will rek<lSle and disclwrcc IIny 
:IMd 1111 monel;lry Claims againsl :.111 whdivil'lon. (polilk:ul or Otherwi5~, Including, but 11(11 limiled tt), municipalilies. 
cllunlies. pilrisbc!I, village,. unincmpnrated dil;I1k:~ and lm~,.,ital di~lrk1.~) of such Settling SI;lte, und any t)f their officers. 
empll'Jycc~, :t8~nlll, adminil<lrollllfli, repre>eenlulivcs, ollit:i .. 1:1 acting in their tltll!:i;&1 l.'1Ipucity. ;al.'l:ncie~, dqtanmelll~, 
cnmmiS>liun,. di .. i~ion,; and cliunselllri~ing IIUI af'CbrimK lballr.tvc been waived ~nd relells.:d wilh conlinuing full rorce und 
elTeet l'IIrI'Ullnttu ~~tlon XU of Ihis Agrument. 

XV. VOLUNTARY ACT OF THE PARTIES 
Tho: SeulinG SIIUC," and Ibe Participaling Milnufacturer,; acknowledge and ag~ Ihllt thi! Agreemenl is volWllarily 

enlered in In by elleh SelllinJl Siale 11011 nch Pllrticipll,ting M:lnuC:rcturcr lIS the re~ult of IInn·s·lenglh ncsutillticm ..... lind each 
Setlling Sible lind ClN:1\ PIIl1i1:ip;rting Manufacturer WIll> reprc,;entell by counsel in deciding 10 enter inll) Ihis Agreement. Each 
P;u1icillllling M.nu(llclurer furiller acknuw1cdges lhut it undel'!il:ln()~ tIt"l ceJ1l1in rrnv;sinn$ 01' this AJ;recment may FCqllire il 
10 act ur refrain efllln uCltng in a m;lnner that cuuld ntherwi~e givc rise t(l ~latlC or lederul CUlllltilutinnlll challcnses and IhUI. by 
vltlunturily c(ln...entins [0 Ihi~ Agreemml. il (und the Tllbal:co·Rellllcd OrganiZ;!lilID5 (or any trade a.soclullonll formed Clr 
cllntn)Ued by lIny Purticipaling M:rnufacturcr» waiYeK for purpm;el' of rerformance (If Ihis Agreeme nl any and uU ctuims that 
Ihe prllviliion~ llllili~ Agreemenl violule lhe ~lIIte or feeleral com.1illllionll. Provided, however. 111111 nothing in Ihe fOI'.:Il()ing 
§hall l.'lln!l1illlle :i waiver :t~ -to the entry IIf lIny court ocWr ((If 1m)' interprcllliion Ihereof'} thai Wfluld Ilperule 10 limit lhe 
':lIerci~e of lin)' i.·uno«i[lI[jnnal right uce(ll to lhe eXlent of the re:llrK.1i(ln.'l., Jimllatlorm or obliglllion~ exJll'e!;.~ly ugreed 10 in 
Ihi.'! Agreemenl IIr the Cnn,;ml Decree, 

XVI, CONSTRUCTION 

(0) Nil 5~lIling State IIr ParticiputinS ManufllCllln:f shall be 4X",~idered the dr .. rrcr of Ihi, Agreement Of' :lny Clln.ent 
Del:r«, or any prllvisinn {If eltller. tllr the PUflIOlle (If IIny ~11I(lJ1c, ... -... ~e law or rule of Inlerprelution or cunslnlCtion thwi would 
Ilr might i.'IIUSC any JlI'ovision to he c'lI1,lruc:d aJ;:ainlit the dturter. 

(h) Nulllins in thili Agreement shall lie conslfued 1I~ ItPPI'OY' .. 1 by the Setl1int: States nr lin)' Parlicipating 
M .. nutitcturcr'g hu,im:ss organiZUlil'lll!, Urcr.tli'1II5, lids IIr (Ifucliees. :tncl fM) Parlicipuling Munuf:,,:lurer 1n.'Iy muke uny 
repre.~nl:lljon I\llhe contrary. 

XVII. RECOVERY OF COSTS AND ATTORNEYS' FEES 

(.) The Original Panidflllling ManU(Ul:lUrefS agree lhal. wilh re~peel 1(1 uny Selllinil SllIle in whM.:h Ihe Caurl hu~ 
a(lpmved IlIls Agr~mcntllnd Ike CllMenl Dceree. ~ ~h:111 severally reimbtlriiC I~ flllklwing"Qo'Vemmo:ntul EnlitiesM

: (Il 
'''Ii.' office IIf the Allornt.!)' General uf ~uch Sellling SlUt(; (2) the offICe of Ihe governmentul prnsel!utlng lIulllnrity for IIny 
pulitical ~uhdiYi~ilm of such Settling Stllte with a I:IWIU!l pending Igainslllny PlIl1iciJKIting Muaufac:lurer 11~ of July I. 1998 
CillO itlendt1ed in Hxhilril N) thul hall releused !\lIch Settling Slate lind sueb PllrtlciplllinS MlinUraclurer(~) frum any and all 
Relellsed Oaims (II "Litigating Politicu1 SuhdiviMion',); <Ind (3) other IIppropril&le .genc;ie.~ of sllch Sellling Stale IIntl such 
Lililluting' Pnliliclil Subdivision, tilr telIlIOnqhle I.'O~U and cx(leDsell incurred in l."OnnectiQn willi the Iitigll(iclll ur re50lution IIf 
ebims llli:lli.'rtctl h)' lllaguinst the rarlicip:Jling Manufuctllrers in the: lIC1inn~ lo'et fnrth in ~hibil~ D. M and N; pnlvilkd thul 
: ... ch C.)i(J5 lind eXpc!l\!;4!~ tire .. r the ,lime nlltu~ WI':IllIl~ lind Cllpenl'CS tilr wbich lbe Ori~innl I'~rtici""tlnll Mllnuf;lCtllrcn 
wl\lIkl reimhllr~", their own cl,uns~1 ar IIgenls (hut l1\,t induding ClIsts und e~penKS n:lating 1., Mlllyi ng :lei ivilicli). 

(b) The Original Plltlici))llling Manufacturer:;. t'lirther ;q;rce scverally 10 (lay the Governmental ~n'ilies in :Iny 
Selllinil Stale in which SIIdC:·S~irlC Finalil)' has octUlTcd an IImount sufflLienl to c(ltnpen:llltc ~lIl:h Ollvernmenlal Enlilies 
for lime reu5uaably exrelld~d b)' IIllnmeys and JIlII'lIleglll~ cmpluycd in ~eh afflaS in cllnneclion with the Iillllatllll1 lIT 

~oluli!>n of claim!' U!CliCr1ed 1lJ:llillllt or by the runicipalin, M .. nura~1urers in Ihe :tc:lion!l identifieel in E)(hibil~ D. M IIlltl N 
(hul ntll induding time rc:latinJ: 11;, lobbying lIctlvitla), such lImnunt to be eakulaled bltSed Upon bnur:ly ralcs cqulIlIII lho: 
lnurket rute In ~ucll Selliing Stale for priv~te alU)rne),lC lind pvaleglll~ of' equiVlllcnl eltpcric:nc:e and sen illrily. 

(c) Such Governmenlal Entities !lCekins pltymenl pursuant 10 .suhsection (II) und/t)r (b) shall Jlmvide the Originlli 
"~rticipDling Mllnllf:lClurCT:< with lin IIppmpri~tely documenl~d stalement of all C{l$I~. C:lIJIl=n~C:5 anti allo~y lind Jl'Irlllcgul 
time for which pllymcilt ill SllUllht. and. snlel)' witb re:lltel.1. III paymcnl~ snughl l'ursl.lOlnl t(, !<1Ib!<CCliun (h). 5twll do ~o no 
carlier IhlIo the dille nn which Slate·SpeciflC Pin:;lity UC\,·I.Irl( in ~ll1:h Settling Sialc, All IIlllllunls til be I'liid punuanl 111 
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1>"1Il1lieclilln~ (il) lind (Il) ~h,,11 he slIhjel:llo n::a!l(m;tb~ vCfifi~"lIlilln if requc~ll!d lIy IIny Ori~il13l Pnrtici[l<lting Mllnu{ucllln::r; 
provided. huweller, lhal mnbinll cnnl;)ine4 in this "\lh»(clioll (.:) ~tJull C(lll~ilule. cau~, (Ir I\!quin: Ihe penltnnancc 1lt'11II)' 
llel tbat WliUld l:(ln~lih.lIC Imy W"4iYcr (in wlwte <Ir in JllIrt) of ~ny IIttl>mey-dicnt privile~I:, wC1rk prlJ(/u\.1 rrotcclill(l (lr 
cl)Inmoo inlen::<l/jl,illl pn>~cllti,," I'rivile~. AU ~lIch amounl'! t41 be p;lid I'lIr~lII\nl 10 ~lIb~ecliull~ (II) lind (b) shlill ~ 
~ubjcct UI lin ;IJ;llreg:lle clIP of 5150 milli<lll fur 0111 SeUling SMC~, lihall be pllill promptly follnwing .mbmi~~i"n of Ihe 
al'llroprillle doctimentlilinn (:lnII the complelion e,r any veriliclltiun procen), sl1l1lll11! puid Kcpanllely lind IIp:1rl fnlm lIny I)lher 
i1ml)lt"l~ IIpe puwranl to Ihis Agreemcnl, IIIId ~"1I11 he pllid ~~rully by el,ch Originlll Parlicip-olling M~nufuclur.:r according 
III it~ RellitiYe M'llket gll:!r.:. All umllunl,c \(I be p;litl pIIrsu:.tnllll ~ublieclion (b) sh:rll he paid 10 ~ucb G\tvcrnrm:n!al Enlilic" 
inlbe I>m.:r in which Slate-Sp.:cirlC }-1n;J}il), II:!" occurred in l(uch Sellling Sl:lIe~ (subject 10 Ihe SI50 Inillion ilggn:&:ah: 1."0111), 

Id) nr.: OrilliMI P'Jnicip'.tling Mlnufilctun:rs agree Ih:.tl..llpun lhe UI:CUrTCnce "fSlalt·S~irlC finalil)' in a S~lIling 
Sh.le, they will ~ver:dly !"IIY reaslInable alh)JllCYs' fe:~ to Ihe priv:.tlc ul,II~ide cllurr~I, if 111\)'. retained hy ~uch Selllillll SIDle 
(and t"oK:h Uti!:lIl;lIJ: Pt.lliliC;.t1 Subdivi.;i(m, if any, within $lIth Settling StUle) in Clmne:ctilln willi lhe re"Jlt(:tivt: :tctilln.~ 
i!lenlifacc! in ElihihiN 0, M anti N IIlid whit an: desillnated in t::xlllbil S f\lt .:tiel! Seulhll Shllt: by Ihe rclevunt ""orn~y 
O.:nerlll (wild I"r euch Ulj~tin, Pllliliclll SubdivisiuR. as later tl:rlitiel! in wrilin& "'Ihe Orillimll P"tli<:i!""ting M;U'lufucIUrer~ 
fly lhe: rclev"nl lZuvemmental prosecuting uuth<>rity uf each l"itigatillJ: P'lliti~ Subclivil\ioll) liS havinl b~en relll.ined by lind 
hllving represented such Settling Siale (llf' 5\lCb UIiJ;atillg Pollticlll Subdi\li~ion). in DCCllrdnlu,'C wilh Ihe lerm~ de~crihcd in 
lilt Mc)(j,:1 fee Pllymenl Alrcement utlachell 1I~ S"hibil O. 

XVlIl. MISCELLANEOUS 
(u) litIe.:t of Curren! or t:UU.l1'e L:IW. II' IIny cU1Telll (lr futul't! law include,; oblig:llioos IIr prl!hihition.~ applying to 

Tllhl\c<:11 "r\I\I(I(;1 MilnufUClllr<l1'2l rel~l\\\1 1'1 dny ut' lhe pru¥i~ion~ 1)1" this Agreemenl. ellc" P;lrticip;lting Manll(acilirer "\l,,n 
~1111"ly wilh tIIi ... Agreement unl.:~~ cnmplilll1(,'t with Ihi~ Agrco:mcnl wlluld villlal': ~uch IUIII, 

(b) Limiled MI)~I-PuYllred Nluiun ernvi~illn. 

(I) If any Participating Mllnllf;te!IIn:r enler» into lIny rUlure lIClllemenl IIllrectrn:nl of oll1o:r Iili~lIlilln 
cl1mpllruble to any Ilf lhe lI\:ti!'m.~ identified in Exhibit D bmuglll by a IIIm-fureign Governllwnl;tl plainliff ulher loon Iht: 
l'edtr~1 2l,vemmenl ("Puture So:ttlcmtnt Agree~nl"): 

• (A) h.:(nre (A·tlllll!r 1,20(10. nn tlver .. lllam~ mul'1: f:IVilr"hl, 111 ~uch ~lIV-=mlt1l!o"ll pi;.iflliff Ihan 
Ihe nvcr:dl lerlll~ ~.r Ihis J\~~':ItI~nl (at'lcr due ":<lR.,idc':lliun .. I' Idevllnl ,till~occ~ ill l'IIII"*lliul\ .,.. Illher "11J1f11rTi"l~ 
!'aClllnI), IlIen. tlllk~. U "':ljuricy III' Ihe ~lIlillg S,i;t~s dctcTmino:s Ilml Ibe dYO:lII11 tcnn~ Ilf the l'UIIln: S\!Ut.:III~nl l\(:reO:nlcnl 
'Ire 11111 Inllr~ r"Vtlr~I"c Ihan 1111: IIvenllllcnns uf IIris A"'I',-"\'fl/cnl. 111.: \oY1:r .. 1I Icnns uf clti~ I\l=on:I!I\~1I1 will he n:vi:-td ~II III", 
Ibe S~lIlinj; Slates will .. \>llIin IreallllClIl with res!"C:\."lltll1uch J':trli1.!ipaling Manuiliclun:r III J~~I lL'i ro!l:I!ively t"ov(lfahle a. .. lh<! 
"verull to:nn~ prtlYid<!:d m un)' ~uc ... gOVCfl1menlllJ plaintiff: provided.lIDwever, Ihut us u\ c!<:ufttlmic term~ Ihis Agr~tmenl !lh~1I 
nnl he revi~d based on IIny ~uch p .. ture SeU!cmcnl Agreement it' :AA:h Fulure Selllemcnl Agrecmenl is entered inlu .. ner. 
(i) lhe imililneling IIf (he jury (or, in tfM: evenll'" iI non·jury trilll, Ihe CllmlllClll.-emcnt or trial) in suc" litigation Clr any :<;evcrcd 
\lr hifun:OIed pl/fliun IhtR:nf; or (ii) un)' .. :null Clrder j\j' judici~1 detellllinatinn relati ng In ~UI!Il liligll1iM 11t"t (I\) grlnrx 
judgmenl (in whl/Ie IIr in pdrt) again~1 ~ucb Pllnidputing Munufacturer; Of (y) gfllnl!' injunc:li~ or ather rl!liel'tbal ~frcCI~ !he 
35scL'I'1f' un·gtlins bu~inc:<~ ;ll:livilic5 of :llK."h Pllt1icir~lin, Manuf\lf::turer in ;L ll\;Lnm:r .. Iher IIlan a~ l:"'prc:c~I)' pmvid~d for in 
Ibis Agreement: ur 

(8) UII (IT IIl'ler OClOOer 1. 200(). nil non-economic terms mor~ favoruble to ~uch guvernmenllli 
plaifllitf lhal\ tho: rK',,-cclln,)mic term~ "r Ihill Allfl:\ltrH:III, and ~Ilc:h fUlure ScttlclJu:tlt Agreement im:ludc!< lerms thll provide 
r"r lhe implcinenilltiol\ uf n\lft·<,co''lUmic tu!'l.ll(."\:II-ccllllcd public he;11lh mC.llsures dirrt'rent rrom fllU:IC <;Q'llaincd in Ihi:! 
At:tcell\enl. I~n III Is Agrumel1t ~hall be revised willi l'ellpa:t to slIch PmK:lplulng M.:mufOK:lUrer III ine1u,h: lenns (:mnp,wlble 
tlll\UCh nall-eclln01l1ic ICI'11I$. \lnltMs II m;tJorily or Iht Setll illg SIllle5 4:lcct~ liSliinSl >'tx:h rel'i5ion. 

(2) If any Scllling State rc~ulves by se:tUcmenl Claims lIsainsl any Non-Participating Manufllclur~r lifter 
1m: MSA clIcculion Datc com(lllTllbl~ III Any Relell.'ied Claim, lind 5uch rc:.ululilm inc:lucle~ overull lerms 1b;1I an:. mllre 
fav(lrablc til such Non-Partidllaling Manufacturer !ban the terml> of Ihi~ Ag~ment (including, wilhlllll limiUl1iml, tiDy term); 
Ih~t rcl:.te 1('1 Ihe tnark~rinl! or dilllribuli()1\ IIf T(lbuct:o PTlldu~'(s and :my term th:it pr\wilk!\ r~.r a lower sctll~ment CIIS! Cln iI 

p~r plIl.!k $0«1 ba~is). lhen lbe o~fUli tcnM of IlIi!! Agreement will be I"I::vi~ccl ~(llh"l lit\: Original "aTtic:ipliling Manuf;M:lurcr:< 
will (lhtain. wilh re~ll(\ dll,l Settling Stute, overull (emu lit teufit ItlI relalively lav.,r~le (taking inlo OIC,'Cuunt, amllng IInn:r 
things, "II puymenu prevlow.ly made hy the OrIginal Plll1iciplillng ManufllClurer,: lind the liming (,f any paymenl~) 11.( II\(.iOC 
ubluiflo:d by such Non-P.J.rlic:i(lllling ManutiN:lurer PUmiunt to lIUCh fClIIllutian af Claim,;. T~ nuegmnll nil indude but nol 
IlC limired: (It' III ttle Ircalm<:nt by I,\/Iy Settling Slale (lr II future Affiliate, a:; Irn.llerm is defined in agreemenl5 between any 
of IhI! Se\tlinll Stllle~.:IOO Brooke Group LId .• Ullgett & Myea I!\C. and/ur Uggen Group. Inc. ('1.ilboctt"), wl1<!ther "r 1'101 
.weh J-:ulure Aftilillle it merged wilh, Of itll ap¢r"uoft1\ I.'tMnbilleU with, Liggeu I)r any Aniliate tMI'll!Clr; and (h) 1(1 any 
upplication nf Ihe terln.~ nf !.Iny such It£~mellt (including \tny term!! !I\Ibseqtlently negutl;t,ed pu~uanl 10 uny 511ch 
IIJlrl!nm:nt) II) II blllntl of Cig:urtte~ (or tubai:c.,.rel.ted iI~!l;) Ir.I II n:~ult of the pon:ba.'It by or ,;ale (0 Ligget! <If such br.and 
(Ir :I.'l$Cls ur Ill! a re~ull (If any cumllinatilln of ownership 41m(mg t.illseU Ilncl :IllY enlity Ihlll Il'IIIIUr:lcturCl< TOl>III."CII f'rodll\;l~. 
Pro\lided, m1w(:ver, thaI reyisioo of this Agl'Hment pur1lUlmi 10 Ihi~ 5Ubllcction (2) lilian nOI hI.! required by virlue \If lhe 
5~quent enlry inlll lhis A.gr\"~m~nl by a Tubut:1:U Pruduc:t Mlinufacturer Ih~1 b:lS not hectl11lf: II PUrlicip:ning Manural.1urer 
a~ 1)( Iht MSA l;o;~ecUlkln OoIle. N(ltwitl1!11anding the provisions of !lub~ctilln XVIIl(j), tbe pnwisionx of Ihi~ NUh~eCli')I\ 
XVIII(h)(2) 11\;1.)' lie wuived I>y (lind only IIy) unanimou5 agreeme:nl IIr Ihe Originul Parlidpa1in.l1 Ml>nufllClurcr.;. 
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(3) The rartie~ agree Illal if any IeI'm nf Ihi~ AgJ'eemeR1 is f'C\li!<ed pummnlll) ~uh:;ec:li(ln (h){I) clr (11)12) 
Jlbove and Ihe SUhsl:\R<:c Ilf such lenn bclore it WIIS tevi!ICd WOlK al:1O u term lIf Ih.: Cun)1Cnl D~(,-ree, l"ilCO am.:ctcd ~llinJ; 
S'"te and cuch ;1fft!cled raTtlei!"utin!: Manofacturer shall jOil'ldy mn~c the ())un 10 lullencl lite CMsenl D~ee III t:nnfllTm 
the terms of the Con!;!:nt DCC:I« to Ihe t¢"i~(:d tem\~ Ilf tbe Allreemenlo 

i4) If at any time any Setllillg Stal~ :lgtec~ to relicve, in 1111)' t~jlCCl, <lfty r-.rrtic.fplltillg M'IlIufl!Clurer', 
ublig:dion II) milk.: tbe Jlllyments lIS pnwicJcd in tltis AGreement, then. wilb re~p"1 1\1 Ihlll Selliing SI~Ie. lite tcnn.' of 'hi~ 
Agreemenl shall be revi~d :>(IllIal the ocher P:utidp;lling Mllnufacturcrs reccive Icrm~ II~ rel:uively f:lv(lrllhle. 

(~) "fr.!I1sler of T"bllccol:lnlDd~. NI) Originlll Partil:ip~ling Mllnufuclurer muy seU or otherwise tr~n~fer l)r permi' 
tlMl sale or 1r.rl'll'ti:T "f any of Il, Cigarette b1'~ncb. 8rlUld Names, Cigarette pr<ldul:l fllfmulas lH' Cigarelle bll~ine~~,. (other 
th .. n II .:ate or Irnns{~r of Cill1lrette bTllnds or 8r~nd Name~ In be IiOld, product formulas 10 be w;ed, or Cig-.. relte bu,ines5eslll 
be com.luclcd. by tile lI~uirnr 1)[ Iran~fcree e~l:lu~i"e:ly uubide of the Slate.'I) to :lny per~"n or entily unle5~ lIuch pcrmn or 
enlhy il' 1m Origln;ll PunlclplI!ing MunufllClUrer 1>1' prlnr 10 the ule or aequbilion agrees 10 35.'1Ume the ublilr.llioo~ of :an 
Originlll Pllrtic:ipuling M'lnutilcturer wit" re~pcct \c.1 slich Cillarelle brllnds. BrJ.nd N:lme~. Ci{!arclle pwducl r\lrmub~ (lr 
bu~IIICI;,~es. No Pllrtici[lllting ManufiIClurer may ~cll or olhcrwi~e tra!llfcr :my of iu Ci!lIl~lIe brand~. Brand N;l1l1~. Ci.@arelle 
prllduL1 fnrmulu~ (lr Cigarette hUl:inesses (other thun 1& lIale or I'r:llufer of Ci8urc:lte br.lnd.~ or Brand NamCN 10 be sold, 
CigurI!lIt. ptl!dU<:t f()rmul .. ~ I .. he lI~ed, or bu~ines~ 10 be conducted, by Ihe IIL'IIlIiror or tran~reree cltclusivel), I)ltL~ide of" the 
S 101e5) lO UhY Jler~lIn IIr entilY unles.o; ~UC:h pcr.Ion (lr enlity ill or heC\lItIC5 prior to lhe: ~ule clr *'1juisition II i'al1i<:il'lIung 
ManuflM!lurer. (" the event of uny 511cb 'Sale l)I' trllru:fer of II Cigarette: brand, BrunI! Name, Cill~rclle product fl)rrnu!u or 
Cig:l1'clte busine,;s by a PurlitiJlutiag Munllf:II:llIrer tu II rers,," UI' enlity Ih\ll within 180 dU)'lC prior r(, :!uch !<>lk or trlln!'fer wa,: 
a N()n·t>artidf\\lting Mallut'ill:IUrer, the P"4r1icip;lliJll: M'1nllf~uN:T I.~nlll cer1ify 10 11M: Setlling 81:110:" Ih1lt it 1l;1~ I!cl~rmined 
that ~lICh per~lIn or emity ba.~ the alJ"lltbil1lY to rcrf(lrnt the obllgminn~ IIndcr this Agreement. S~l!h certification ~halll\l1l 
\mrl/ivc heYlliul \Inc ye:II' ,(llt,.wing the (Me of any such Iran.d'er. I:;Jch Originul PlirtidJllltins MUllufacturer cenifielt lind 
Tc:prC:;elll~ Ihat, ellcep1I1." provided in Elthibit R. it (or a wholly owned Aftililue) cllclu.~iyely ()wns und el.lllirols ill ,he Slutes 
th~ Br-4nc1 NaulC:luf Iho.~e Clglircnes 11l1I1 il curremly rnllnufllCNres (or ~1I1c (or 1Ie1l~) in the Slute~ unc.lthat il hall the t:npn\.'1ly 
10 enler illio lin effe\:ri ~~ ugreerncnl coru:emlns the ~ule or tr"ft~(er of ~h Brand Name,~ (lur~uanllo !hi • .cub.:ection XV lIIec). 
Nnlhing in Ihis Agreement i9 intended til c:rellte uny right fill' It Stile to "btuin uny Cigarette prodlK:l ((Irmul" flnol il wuuld 11111 
4I1~rwi~e huvc under 1I1'plicabie law. 

(eI) 1'lIylll~nl~ in Sdlklllt:nt. All I'lIym~nu III ~ mllde by Ihe "Ilflicip"tin~ Manufll~"luter~ JI"r.<\I;tnl In this 
Agreelllt:1II :lTe in s~tlll!lIIcol "r alt ur the Sclllint: SI:UI:~' ,mtilrll~l_ C:lInl'UIHCr prtlleClitlll, ~'"'nMIIl "IW negli~lIC&:. ~tP1Ul"")', 
commlln law Imd eqllil"f>lo: el;Jill1~ I"'l "lC'~'''ry. l'eAliluliun:uy, equit:ltlk lind ifljum!tive reliet" nll~~cJ by Ihe Seltiing Stale.; 
with fC9(ICtt t(1 thee year "f payment '" earlier ycurs, ellc:epl Ibut no part (If any puyment ullder !bill A81'«ment ill made in 
scCllemenlllf Dn Dclllill CIT t'1,lCnliul liubilily for;t ti~. penalty (civil or mminal) (lr enhun~td "Dma;c~ Of i~ the I.'''~I of a 
I:myiblc or in(;lnsible u~t'elur 'llhcr rulure benefit. 

(e) Nt) oe!ennlm!ljSlQ nr As!mi~si9n. Thi5 AGreemenl is oot inlo:ncled to be and ~II nlll in lIII)' evenl be ctln~1rued 
or deemed 10 he. or rcrore~nled tlf uu~ed 10 be Rpm;en~ Ii.~, an :admis~ion or conce~i()n or evidel1l:e of (I) any liubility or 
IIny wnII'lGd\.ins Wb.lboev~ tll'\ the pilr1llt' IlnY Relell.oeed I'any Of Iii'll afl)' Releused r-.. tty h~ cnGuged in Imy \If Ille lI&.'Ijvi1ie:! 
b:ltretl by 1his Agreement: or (2) pemm,,1 jllfisdi\."lktn over 118Y pefsc.m or entllY other .han 'he I'anil.'ipaling MunufJ<:lUrer~ 
Eacl'l Pllrtit:if'C1tinl ManufuClllTer ~pecU-.cIl\ly di,;clairm lind ~/lie~ any liubilily or wrongdnlng wltl\x{lI!ver with re~rect In 1M 
cillim~ und ollegDtit)nS 1I~~r:rtcd 1I1!!U1U1 it by the Atlnmeys General of the Settling Siules lind Iho: UtigOtiRg PoIiIiClll 
Subdivisions. ElIch Par1icipulin!l Manufacturer """ entered inlo this Agreemenl solely 10 .. \"Oid the further eJtpen~'e, 
ill\."\mvenienc:~, burden and risk of litig-4tion. 

(0 N(m-Ad!ni~sibj!jly. The ~elllclI\enl negolialioo§ re~"Ultillg in 'bi' Aa;reemenl ""VI.' been IInderta~en by \he 
Seltling Slltlll~ ;\1\11 Ihe PQ1!icillu1ing MunufllCtllrer~ ill ,\loti fuilh "00 for ~elllemeni purpa~e:; only. ,",II no evidence CIt' 
negOlilllillnll elr d i~cus~il1lu underlying Ihi~ AgrecmenC ~I he (lrt~ed or received in evidence in uny Ilction (Ir Jlrn~lng fut 
llnY pUlflcllIC. Neililer lill .. Agreelnenl nor any public: clisclIlIsillns. public: ~"'Iemel\(ll {II' 1'ubric C(lmmenl~ Wil" respecl III '"is 
Agreement by any Seldin&: Siale <If PIUti..:ipating MlIlI\lf4ClUret' 01' it~ IIcent.o; ~IIDII be offeretl ()r rC(''eived itt cvidelK.'C in 1111)' 
aetilm or prtlCeeding rOT any purpB.'IC Iltber tbun in llR dCtion or proceeding urising under or relaling to llIi,; Agreemenl. 

'S) Rs:nresp'!l'l!inQ~ n[ rurtj1:~. Bacb Senling SIlIIC lind eac:h Pal1i<;ipllling Manur:tclurer lI~ro:hy rel'rtlIt:'IJI.'I th:tl Ihi~ 
Agreement ha.~ "'->en tluly authorized lind. upon execulian. will ct>D~tltulc II valid and bincllng (.'(lnlt'4Clua\ ublig:lliun, 
enfarccllble il1 ~(.~rudllIlL'e wilh il~ lertIIlt, of each (If them. The ~lgn:ltorielll1erelO lin behalf of Ilieir re.«pectivc Senling Stllles 
el',preso;ly rcprt:lIel\l und W:lIT~nl !hill Ibey buve !he uuth\trity III ~cllJe IlIId relea~ all Relell~ Cillim~ (If their rc~"JlC'!tiYe 
Setlling StDlcllI"" any of their resflc=clivc Seltling Srates' po!!t. plUCnt and future agents, official5 acting in Ih~ir olilClal 
C:lIpacitie~ legal reprcsenlalives •• sencie$, dep:crtment" coll1t'ni!Clli()ns ltIId diYi~km", .and Ililit $lIcb signlltllriCl> are IIW'Jre of ntl 
llulhclrity to !be cunllary. It is recognized lhat lire Original Purticipaling Manufacturers are relying on !be (nregning 
rcpR:lC1ll;rlinn lInd ",".rrrunty in makin!: lbe pa)'lllenl~ l'tqllirc:d by ItI\d in otherwise performing uncler Ihi~ AgI'l:II:ment. TItc 
Originul PUl'liciJ'a1inll Manuraclul'tT!I Jf\all bave lire ript 1(1 fermillllie thi~ Agreement pur~uant w suh!;eclion XVJlI(u) a.~ III 
any SetIliIlS Siale a.~ III which the foregainS reprellClltutioo and Wattanly i.'I breached or nol erfccliYely !liven. 

(h) Obljgaljons Sevsral Not Joint. All abligMliclllll I)f the Pankifllllin, Munufutturer~ fllIMlUnt In this Aj!reen_I 
(including, but nol limited "I, 1111 payment ohligatillRs) are intended In be, and !\hall rema.in, ..enral Dlld nlll joint. 

l5 
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(i) Ile:ldinas. lbc hea4ings \Ie Ihe ~cli(ln~ tint! ~\lhse\:llun!l or Ihi~ Agreement hr!: nltl binding 3nd :irc fllr 
rderence only anti lit, ntltlimil. expan~ (Ir utherwise IItTecllhc conlenls (If Incuning of lhi~ AgreelOeJlt 

ij) Amsnd!J!jjnt nnll Wlljver. This Agreemmt mlly be llmen!kd by a written in~lrumcnl excculw by 1111 
Parlicipliling M;lIluf~tuICr$ a.ffecled by lhe :lIncndmcOi and by 311 SeU1inll SI:lTelI lIffe~led by Ihe amendment. The 1I:nn.~ 
(If uny ~u,:h .uneodment ~ball nU1 be el1f~le in liP)' Settling Stale !hut i~ nOI Il !\igl\lltory II) such IIlucl1dmenl. The w-~ivcr 
(If any riChu confem:d lIereunder lObuli be effective unly if made by wrillen in~trumenl execuled hy ,~ WlliYillg parly IIr 
{larlin. The w-.\ivcr by .. ny lJarly of any breach of Ihis Agreement shall nut be deemed Ito he "r cnnslrued II,~ a wllivoer "f IUly 

lIther breach. whether prillr. ~ubscquent or cllntempllr'.tneouS. nut ~hlll) such w~iver he ,lecJl\cd III be or L~lRdtucd II.~ :I w;oiv~ 

by jill)' Illher porty. 
(k) N()I;c:c~. All notict!~ or other Cllll1l1lllll1(aliuns 1(luny I'urly 10 thb Agreement :llIall be in writinJ: (i1l~ll)dinE. but 

not limited t~). fnc:;imik, Idex, Iclec(lJ))1 .u ~imilllr writing) and shall be given al the <Addresses ~pc!CirlCd hi Ellhibil J> (~ il 
may be Ilm&!nde" 10 retlc!ct any additional PQrtlcil\llling Monllfaclurer that hecuctlcs Ii puny II' Iki~ Agrecmcnt afltr the MSA 
E~ccution Dille). AllY !)c:ltJinJ; SI;ale lIT PlIl1idpllting ManllflM:lUrer m;J)' change or add the mllnc ,md uddru~ of Ihe IlCr5('n~ 
dc~ignlltcd to receive nl)lice on it~ behalf by mllicc gillen (effeclive upon Ihe giving of :luch oolice) IL~ provioJeoJ ill Ibis 
~UhKc..1iun. 

(I) CUlmer.!ljoD. Each Sell lin!: State lI00 each P..srtidJlaring ManuftIL'Itm:r agr~" 10 Ulie ill[ belli c:rrl>!t~ "nd 10 
('ourcrolle wil" elleh ullter 1(1 cau!Ce thili AgreClnenl IUId lhe Cun!Oenl Decree" \() bec"me effeL1ive, to Dblllin ull nCl:essary 
;\pJlr<lv;sls. eltn~enl~ WIll aUlh"rb"tiuns. if IIny, und tu execute 1111 dllC"rnenu lind tt> lake 5uch ul~ (\CIKm a~ n\;l) 1M: 
appruprillle ill connection herewitll. CUIl$i~ICnl with the fllrell<ling. ea~ Settling Smtc IInll each P#ticip;ating M"nuf:u:IlITt:. 
a8ree~ Ihul il wi II nlll din:clly nr Indirectly Ul'lIhl. (IT encounl.se .IIl1y chllllenge '" this Acreemem ot lIny Cun~nI [)eL'fee hy WIY 
oilier pe~lm, :IIW will 5Up(I(Irt Ihe intqrity alld enroro.:emenl uf the terms of Ibi,. AJ:rc:emcnl ilnd ~ C,m.'e111 Decree!;. Hac!'. 
Scnlins StOlle ~hull \I~e ih bcsi efforts II) cau.c Slulc-Sp:dtic Fin~lity III ncc»r.~ ttl $uch ~lIling Srale. 

(m) Qe.igJl1i.ss III Di~lI~!I Djsnu!C!\. Withia 14 d.~ IIflcr the MSA fuecutilm Dale, eaeh Seltling Stllle'$ AII"rney 
Generlll .nd cOICh Pactidpatin, Manuraclurcr ~hal1 provide written n\lli~c of illl tlesign:llilm of II seninr rcpre.-.enlulivc 10 
di5CU,;s with sbe nthsr .~i.snatorielt kl Ihis Agreemenl any dillpute~ and/or (lthu j",,'UelC lhlll may lIrise willt re~Jlet.'l ttl thi~ 
Agrc:cmenL EoIch Scnlinr; Slats's Atlurney General:;h;all provide ~lICb notice "f I~ name. mddres!I amI lelephone IIUll1ber uf 
the person il h". 511 iklIigltolleti \1) eoscla Pllnk:lpalin/l Manllfaclurer lind tn NAAG. Hac:b Puf1icivatillg M"nufllclurer ~b~1I 
rrovide .ocucb mltice of Ille n:tme, Hddre~s lind teleJ"lbllRe number (If the per"lIn il hII~ so do:~i8nllfed hI each Selliing S1ale'~ 
AlIllmey Genetal, to NAJ\G lind ro c~" "ther Pllrticiputinll MlInlllilClllnlr_ 

(n) Guyerning LAW. Thill Agreement (lither lhan tbe li.~L'rOW AII~o:mcnO ,han be ,lovell!ed by Ihe laws (If Ihe 
rc:h!YlInl Selliing Slale, withClul regurd to the latntliet of IIlW rules of' ~I.k;h Selliing Stale. The Escrow Agreement mall be 
/luverned by w laws of If!(; SlOltc in whkh Ihe !:i1\\.'fltW Cuurt Is II)caled. withtllll rc:garcl In the .:onllid of IlIw rules 4lr ~ll"h 
SIaICl. 

(0) $e,·erul>jlily, 

(I) Sectilln~ VI. VU. IX, X, XI. XII. Xlii, XIV, XVI. XVIII(h). M. (d). (e). (I). {g}. {h). {II}, (p), (r). (~). 
(u). (w). (z). {bbl. (dtl), and ~hibil~ A. 6, IIIld e hereof ("N()lIlieyerabl~ J>1\"'i.'rioo.~·') .lire nut seyerable. elCl.'ept tu thc elllent 
IlIlit iieY<:r<lm:e of5C:crion VI III permillctl hy Sellling States flUr!o.lIant l(llIUbs~lion VI(i) hereof. The remaining tcrln~ "rlhill 
A1!r~enlCn: 41re sever:.ble. 115 ,;et fooh beretn. 

(2) Ir II L.,.un materiallY IIl\ldifie~, renderlillnenrt)fCellb/c. or limh 10 be unlllwrullillY of lhe Nan!;c!vl!rllhle 
rmYisioll~ the NAAG CAscutive cnmnliuee ~klllliele(.'1 II telllll or At!omey" venerlll (the "Negl)tillling TC:lln") to ullempl 10 
negolialc: an equiv:llenl (If comJlllrablc 5Ubstitule lerm or lither uppmpriolle credit ur ~djll5lmcnt (a "Suhl'lhulC: Term") willi lhe 
Orisin"' PuniciplilinG M:mur.:u:t"rers. In the event lbat lit<: t."tliltl rtfcrred 10 in She J'Tc:c:edinl! senltn~e i~ ll'lCuled in II Setrlinc 
Slutl!. lhe Negllli,uing Tc.lln shall inchllle Ille AlIllmey General (If .weh Stilling Slalo:. The Orillinul Parlicipaling 
M"nural:lun:r~ shall have: no IIblisalilln til IIg~c 1<1 :lily Sub~titute T<!rm. Iruny Original POUIit:ipating Munuflll:l"rcr dllCl> nol 
agree III .. Sub!llilutl! Ter.l\. thi" Agreement $hall be tcnninutsd in lIlI s..,tlling SGlle~ IJtl~led by (he ellun'~ ruling. The 
Ncsoliatinll 1"0::1111 ~hall ~ubmit lilly prtl{lQlied Subditute Term negotiated by lhe Negulialing Team :lnd agre~d It) fly II" uf Ih~ 
Originul Participating Manufacturers 10 Ihe Allomep General of all of tile affe.:ted Setlling Sla I¢S for their ilPl1r1lV1I1. If lIflY 
.. fftliled Settling Stute dues not :lI'Provc I~ proJ'<l~~d Sulmitute Term. lhi.' Agreement ;n such Senting Stale ~hl\1I be 
letlnin;lIcd. 

(3) If a CtlUr1 matl!rially n\lldilie~, renders unenfu,.telIhle, Ilr find~ hi he unl:twrul uny Io:nn "r Ihi~ 
Agl'Ct:lI1enl tI\her Ihun .. N"",evcruhle Pnl\'l5iol1! 

(A) TIle rC1l1lIininl!: lerms of \hill A!1recment "hull rC.'m~ill io full fllr" ltnd effect. 

(B) Ecu.:h Seldi!!g Stale wltnse rijlhlll or uhliglUillns under Ihi" Agreell\elll lite ulrecl~ by Ihe 
l!(lUrI':< deci,ilm in IIUeslil»1 (the "Affected Seltling St' .. tc~) lind the P..JrticiJlutillg Manuliu:tllrcr~ allrc:c: III negnti~le ;11 lo'llod 
I~hh .. Subslilull! Term. Any agreement (In II SIIb~tillll~ TeNt! rcached hi::lw«n lhc: Purlit:ip-dling Munurat:lU1crx :tnd the 
Alro:cl~d Seliling Stille sIll. II nnl mlldi.y or IImend Ihe tertn~ IIf Ihi!' Asreemenl with ICsanllll lilly "tll\:r So:uling SUII&!:. 

:Ill 

(C) Irlhe AlTeclcd Settling Slate lind the Plirticip1lting M~nu(aClurl!!!I ,tT" un:,hlc In IIlJrec (m II. 

Suhslitute Term. lhen they will ~ubmil tM issue It) IIlIn-blndlng meiliatinn. If mediatioo f;ails to p",due:<: IIgrcCInt:nl II) II 
Sublllltute Term. tilen Ibid term rdlall be !'evered und the remuinder ohhis Asreetnem """11 fefmlin in full fun:e und efft:cL 

. (4) If a court malerially modiflCll. tenders unenforlleablc, (It lind:; 10 be unlllwful IIny pl?rtion !If 4Iny 
provisiun af Ibis Agreclhenl. the rem.:lining JlortioM uf web pmvi~ion ~hlltl be unenfurceable wldl ~spcct tl) the tltl"ected 
Settling: SI~le unle:;,~ a SUbslilute Term is ..... lved III punouilnt to JlubNCCtion {tl)(2) (lr (0)(3) hereof, whicheVl!r is "pplic~ble, 

(r) 'mended Beneficiaries. N(I ptKlion of tbiJi Acreemen\ shull pmvi~ IIny fillhU to, or he enfllTt.:ellble by, any 
JlCfson clr !:nlity lBa! I:; nOI II Selding State or II Reh!a~ed Plirty. Nil Settling Slule mil)' 1I~~illn or ()(herwi~ cooYey IIhY riShllo 
cnforL'C :Illy ptlwb:illn of thill Agteement. 

(II.) CllllDterpiu1$ Thill Agreement mlly be elteculed in counterputU. ':';II:.,imile IIr IlholOCUpietl :liSnalures shllll be 
cl>n~idered a~ valid ~iglllltlltC~ as tlf the Ilate LUtiKCd, IIlthoubob the urillin:lllll»natUle tyJge5 !Ib:lll lhercuner Ix: lIppcndcd. 

(r) Apo!icabj!jIX' The obliglilitlnll and IlUlieli of ClICh Panicipalins ManufOlCturer 5(t ful'!b MlI!in arc upplicublc OJ1\ly 
II) m.1inn..; tale en (or I>milled to be IlIken) within the Slatc~. 1lt1~ ~ubllec[ion (r) 5h311 nnl 1M: cnn."lrlisd as clttclldinB [he 
lerritorilll ~corc of "ny ublisOllion or duty gel t'urlh herein whol;e ~/.'(1Jle i~ cllherwise limited by Ihe lo:rmJl hereof. 

($) PrcJlervalioo lIf PrlvjlCg,. N(llbing conlllil1ed in Ihis Agreement or IIny Clnxent Decree. lind QO ~t n:quired to 
he ptrfurmed l'ur~1J:IfIt to thi" AgreClI1ellt DI' lIfl)' Can10Cnt ~,.«, ill intended In 1.'OO~til\ltc, CIIUse ar effecl any waiver (in 
whnle Of in part) (If Dn)l utl'){lley-cllenl privilese, \¥OIl( prOOll4:1 prult~'1ion or ,:ommon inlt:rt:5l1joint defel)l:&! f'livilege, lind 
e,n:h Sellling St,lIt and each Participating Munuracturer agree!\ tMi it "hall lUll mlllee (\1 CIIU>\C lu be mucle in IIny forum any 
assertion ta lbe c(lnrrury. 

(I) Non-Rel~I?Ue. i::ltcepl all l>lberwisc ~pecmcllily provided in lIti. Agreemsnt. nOlhing il\ thi~ Al:rce~nl shull 
limit. rro:judil:e or olherwhe interfUe with lhe righI' at lIny Settling State Of Itn)' Partldpating Manuf~&:turer 1(1 JlUmie any 
und 1111 right5 and rl!medies it 1lllIy ha .. e apinlll any No~Purticirafing ManufllClurer or other nan-RelemJed Purl}'. 

(u) I£r:minlIlwl. 
(I) Unle~ otherwise apeed 10 by ellt:h uf tlte Original J'IIRlcipalillt: Manufacturerllund the Seuling SllIle In 

qlle~lion. in the event IhlIt (A) SllIte-5pc ... if!c I-lnality in II Sctlling State doc:5 lint occur in ,ueh Settling Stille on or before 
Dccemher :1 I. 2001: or (8) thi. Agreement ot Ihe Con!lCl\t Decree ha.~ been di!lllppmved by the Court (ar. in the nent of lin 
appeal from (Ir reYiow or ill deci~on of the Collrt 10 .ppcoye tbi$ A&reem~nl IIIld the Con,;cnl Decree, by the court hearing 
Ruch u(lI'Cai or cnndUClin&! lIUCh reviiow). and /he .Ime 10 Appc!al from ~llCb dhaPJ'l"' .... 1I halO el(l'ireti, or. in Ihe ~vent or an 
Appcql fmm !ruch dilWPI'roV.'. the Appeal hlL~ been di,;millscd or the disapprovql hQs been affirmed by the court or };&51 re~ort 
kl which mell Ap[le'JI hIlS been taken und lucb dimJiuill tlr di1!appI'Ovlll has became no I,mger subjecl tn turt~ Aprea! 
(including. withoul limitation. review by lhe Vnhed StllC5 Supreme Coun): or (C) !his Agreement is tcrminaled in II Seltling 
Stlile for whutever rCJISI\n (induding. !lut not limited III, pur!Ullint to ,ub~ti(ln XVIlI(o) I)f lhi~ A~n:cment). then lhi~ 
Agreement and all of its Icrmx (CXc:epl for lhe l\Oft·lldmis~ibility provisions herenf. wbich 5111111 oorulnuc In rull fllrcl! IlPd 
enect) slwll be cllnl.:elw and terminllted wilh ~'IJICCllo such SC1t1inC Slale:. gnd II IIl1d ~Il orders i';.'lued by lbe Wlltt5 ill sue" 
~"Iing Sblle pursu:ml heretu sh~1I become nlllllllid void IHId of no effect. 

(2) If chi, Al;JCCDl1!lIt is lermimlted with respe<:t (0 II Settling Stille '·or wMtever fCU-. tlto:n (A) tbe 
appliCllbl1! "Iatule Ilf Ihnllatiun or !tnl' ~imilur lillie requirement 11111111 b~ lolled (rum Iho: dllte ~uch Seltling Slule signed Ihi~ 
Agree~nt unlil the laler of lhe time permitted ~ appIiL'Ub~ law or tot one year from Ihe dale or !luch tcrminulion. With the 
efl'eel Ihod lhe pbrtiCli ~hall be in the )lll/ne Il~ilion wilh respect to the ~ ... ltllc of limilll1inll ~ they were III Ihe lime such 
SeUJin: Stile filed h~ ~tion. lind (6) tbc partielt .ball joinlly m(l~ Ihe COIll1 rot lin order rcin8tOltinl; the actions lind claims 
di'lIni~!IOd l'uCSllllnl tn ~ectilm~ XIII IIId XIV hereof, wilh the cffectlbut the parties lihall he in the slime rrn:ition whh rC5Jltti 
10 those IIL1ion$.llnd citlil1\lllls they were III tbe time the ;tetion or claim """s 5byed or dismissed. 

Iv) f'ree(h>tn (lr IRfnrmalilln Regue~t'. U~III lhe occurrem.'C IIf St~te·Spetitic Finalit)' in a S~lIlinG St:tle. ellch 
Pllnicipllting M:lOlll"ac!lurct will wilhdraw in writing any und 1111 ,~ue~l~ ror inf(lCl1l1l1i"n. adl1lini~tralive lIJ\plicutillnl'. amI 
prulJecdings brought or caullCd 10 be bltlught by 511<,:b Parlicifllliing Manuracturer pllr~UIInt 1" such SclliinS St:lte'~ fn:edllm tlf 
inrCllmOllimllaw re~lins to the subject m:llter ot' the: I;lWlIuits identllied in Exhibll D_ 

(\\I) ~. The fnlk,wing proviloions ~h.U awly if II ParlieiJluting Manuf,lt:turcr both enlO:r.< Bankruptcy and 
ul any time Iltc:reat\er i~ 001 limely pufonninll iIi finlneilll oblig-.tlionll a' reqllired under thi~ Agreement: 

( I) In the eve", that botlt II num~r of Setlling St:IICH etjtlul kl III lemll 75'1& or Ihe lotlll numhet "r Selliing 
StDlel' and Seulina:: Slales hIIvlng IIgb'Tegate Alloe:Ible Shares equal 10 '" lelll't 75/jb af the llt1:11 ~GI:rc:Sale AJlllc~hlo: Shutes 
auisnetllll all S",lllins State.~ deem (by wrjncn DOlin 10 the p;wlkipating MlinufU<:llll~ other Ibun ale hunbupt P:&nicip;uin# 
Manufacturer) thllt the fin:mdal ubllglldpn.~ \If (hi" AgR:Cment have been termin~ted 3Dd rendered null lind wid O§ 10 ~u\:h 
bankrupt Plltticipaling MlullIfm:turer (except a~ pnlVicled in ~lIb~1:ction IA) hek~w) due tn .. mMt(rioll breach by StJl:1t 
P:trlici~rinll M:lnUr;lelliret. whl!re"pon, wilb ~~rcct to ufl Selding Sl~te.'i: 

(A) all agreements, 1111 t:1t,,"5siBII~. ,II n:du..:linRll IIf Relcasing P~ltir~' CI .. im~. und :til rcle~~10 
and CPYenunu nnl In ~lIC, t:llnillincd in Ihis Agreement :ohaU be null 4lld v\lld as III ~uch Plfftieip;lting Manuf:lclurc:r. Pnwided, 
lI"wcvcr, thaI (i) 1111 h:dllClilln~ (If Relea~lng Pllrties' Claims. lind all relell5C:S lind cl)~n"nt~ nlll 10 sue. cnl1lltined in thi~ 
Allreement shall r..,mllin in rull f!ln:e ~nd effect 115 III all pc~m~ (Ir enlities (Wher lhan the bankntJ11 J>~rlicipalinB 
M~nul;'I:!Uref il~U II( IIny )1C!!IlIn IIr enlily Ihal. ~~ a result eN lhe ~;mlcturtcy. uhcllil\M cinnlestic InhilC:CI) II~~I~ tl" lIllCh 
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Partidp~ting Mllnulilclurer (unle~~ 5uch per~OR tlr entity i:; itself II PMlicipalinc MOinufaclurer» who (hul f(lr the lirsl 
~.:nt!.!nce IIf Ihis SlIbs~c\ion (A» W\luld utherwise be Released PlinieK by v;mJe of Iheir rc:iation5hip with the hankrul'I 
Parlicipatinll Molnufuciurer; ami (Ii) in lite eYenl a Seltling Stale IS.ller\.'! lI1\y Relc:tscd Claim :lsainst a bankrupl 
Parlicipllling ManufllclUrcr liner tbe termiJMion IIf Ihh Agreement with ~~rccl In ~uch Particil'~ling Munur;acturer as 
d~~cribed in thi ~ slibseclioll (I) and receives u jlld~mcnt, ~elllcmenl VI" d i~lriblltion uri:;ing from 5\1ch Kelt~!it!d ~im, then 
t~ lIml>unl of IIny p:lyments such S!.!lIling Sl:lIe ha~ previ .. u~ly received from such Parti.:ipuling Manul*:tun:r under lhi~ 
AgrccmcnC mall be applicd 118'.Ii,,,1 the aml~unt of IIny sucb judgmenl, ~elt~menl ur distributian (provided tb.·1! ill 110 cwnl 
~"all ~wh St:llling StiCe be required tn rerulld IIny jlaYlllenr:\ prcviu~ly received frllln ~uch l'Urlicipalinll M:muf:lclurer 
J'Ill'limuJltlllhis Agreement); 

(B) the Scttlins Slat!:]; shall have the riGht In l~.~ert :my and all clai1D~ as:lin~1 such Parlicip:Iling 
ManufllCturer in the \:Iankruplcy or IItherwi);C without reg~rd hI any limitll (llherwi~ pl'llvidcd in this Agreement (suhj~CI III 
Dny und .11 dclen~e~ again~t ~uch claims); 

(e) the Settling Slates may e~erci!'C all right:l ptllvided under lhi:: li:der.ll 8ankruplt:y elide (01 

olber ;tpplicable b,lIIkruptcy IlIw) with respe!.1 to their C1l1hns again~ suc:h Plirticip:atillg Mupur:u:lurer, inclullin!: lhe ri~htl() 
initiale ,Inti ,,· .. ml)let\: p<Jlice and regulatory actinn~ 1I1lllinsl ~'Ich P'.Il1icip:atinc M;.nufacturer pursul1l1lto Ihe cxcctllilln~ III the 
aUllllnalk ,;tay ~el lelfln in ~eclilln 362(b) (,f the nllnkTul'tcy Code (prllvidcd, h<,wever, that sut:h Panidpalinr: Mnlluh .. :Hlrcr 
ilia), cl>nlclll whether the Senting Slalo!'~ aclion con~titulc5 a pulice III!d rcgulalury 11(:tillll); und 

(D) 10 the exlent that any Settling SllIle is pursuing a (Kllicc and rellularnry uclioll again~t 5u<:h 
Pilrlicipatins Manu[lIcturer us describcd In ~ub!(Cctiun (I)(C), 5uch Plirliciplliing Manufaclurer ~hall nol request nr sUl'l'orl II 

r ... quc~ that the 8ankruptcy courl utilize the <lullmrily pl\l\'ided IInder $ecrinn 105 IIf the BlIIlkruptc)' Code II) impllsc a 
discre!illnary ~"Iy on tlte SettlinG State'~ lIction. 'The Pllrticipaling Matlulilcturers t'unher IIgree lhal Ihey will n<1l requesl, 
~eek or suppt'rI relief l'r\)m the Icrm~ of this Agreelmlll in lilly pf(K;e~ing hefure IIny CIlUft of I:tW (including the federul 
bankruplcy couns) or ,m :tdmini5lr~tivc ago!ncy or Ihl'l\Ugh kgi~I:llive lIclion, including (Wil\l(lUllilniIOilillll) by wily of joilllkr 
in ar cun:;elll III Ill' IIcquiescen\!c i 1\ any ~uch p!e~ding !If instrument riled by IIntllllcr. 

(2) Whether or nut the Settling Slate~ I,llterci!ll: the opliun set ["rlh in liublc.:clinn (I) (and whether or nllt 
~uch nplinn, if cxercbcd. b vlllill and enflln:eablc): 

(A) In the even I ttml the bankrupt PWlicipalin.: Mltnut'al:lurcr is an Origin:al I>artidpulinj! 
MllnulllClu",r, ~u\:h Parlicipating Manutu~lurer shall cllnlinth: to ~ lreu~ u:\ lin Origin:" POIrlicir:llillg Ml.lnuflll:luro:r I'ur all 
flUfJllISI!S uml!!r .IIls AgrCi!lnCnl excefll (i) ~uch 1'llrIicip:lting M;muracturer "hall tt.:: trC<ll<X\ Ill' iI N{ln·I)IIt1icipalin~ 
Manu!'lIcturer (and 1101 m: lin OrigiPld ParticiJlllling Mlinufuc!lutf IIf 1·:lI1it.:ipaling Manuraclurer) fur ull ptlrl'U!:Cs with resp~cl 
to ,;ubsct:liuns IX(d)(I). IX(d)(2) and I'X(d)(3) (includins, bUI nnlli1ni\ed 10, that Ihe Markel Sh .. re II( wcb Particip;ding 
M~nut*:Tun:r ~h:lll nut 1M: inchxled in 8aSo! Aggregale Participating M:ll\uf:u:lllret Market Sha~ or Actual Aggresate 
Pllrlit:ip"ling Munurllcturer Market Share, and lbut such PurtR:ipating ManufllL1urer's V<llulne sllall 001 be included rllr lilly 
purJ>llsc under sub~ctiun IX(d)(I)(D»: (ii) ~ul,;h Participating Mallllfll\:lUrer'lI Market Sbare ~hllil nol be inctuded a~ tha.I or u 
ParticipQling Munufaclurer fur the purpnllC of' determining whether tbe trigger pem:lllaF ~pecified in ~ubsecli()n IX(e} bllS 
II«n IIchicYed (provided thaI ~\K;h Participating Manur;lI:lutl!:r ~ball be trealed as un Original ParticipulinS M"nufuctu~r r\lr 
all uther purpo,;c~ wilh re~pcci 10 such $uhscctinn); (iii) for purpo.'!C5 of sgbscclinn (S)(iii) or E~hibit I!. lIuch P:trticipalins 
M,mufaclurer ,hall conlinue 10 be trealed 115 an Ori,itllll Participating Manufacturer, bul il~ uper.lting i11(.'()me IIlllll1 he' 
rccakulaled by the Independent AUWltlf lei n:nc,-1 what ~'UCh inoome would h:lve been had such Parlicipating Manufacturer 
mllde the pa)'nlCnt.~ Ihat would have heell due under Ihi.~ Agn:cmem hilt lOr Ihe Bankruplcy; (iv) tor purpose!' of subl:l!ctinn 
XVIII(c), :ouch Purliciputing Manufacturer shall 11<11 be maled as un Original Participating Mallufllcillrer or a~ a Purtic:iputing 
ManuflK!turer to the extent th.tafter entry inkl Bankruplcy it becomCll lhe acquirur ur trlln.~feree (If CiglltCtt~ brands. Br-oind 
Names, Cigllrcuc pruduct f()rmul~5 tlr CiCllreu~ busine~5ClI (If lilly P..rticipuling Manufacturer (provided thaI such 
Participating MOInufllClurcl' l'hall conti nile to be trelltcd a~ itI1 Orisinlll Partlciflutlng Manufaclurer and ":Irtil.;pulin~ 
Manufacturer fnr ull other pUrpo5!:S under IlUCh 5ub~ti()1I); und (v) lilt 10 :IfIy action thaI by the e"pre~~ lenn.~ {lr this 
Agreement re'luire~ lhe unanimlKl~ agreemelll nf all Original Pal1kipating ManurIIClun:n. 

(8) In the event lhul the bankrupt Purtil,:;patinS M:muroactuTCt ill iI Sub:lcquent Participating 
ManufOlclllrer, such I'articipllting MlU1lJtaclutCf :dIall t:llntinuc tn be trcutcd u~ a Subsequenl P:lnicip:lting Manulilcrurer fllr <III 
rurpose~ under this Agrecrm:nt C);CCPl (i) ~uch P;uticipating Manufacturer ~b;all be trcotell :15 II Nnn'Plrticipaling 
Manufllcturer (und 0111 :~~ a Subsequent PurticiJlll1inll Mllnuf;u;turer or PlIftil:ipating Manufaclurer) lor all pUrpllSCli wilh 
respect Itl InIh-.'liunll IX(d)(!), (d)(2) and (11)(4) (indwing. bUI nlll limiled tu, thaI lhe Marker Sh:are of ~-UCh I'articipating 
MlIflllra~lurer ~hull ntll be includ~ in 8a,;e Aggreg;lIe Participating Malluf~clurer Markel Share or Actuul Aggregllte 
Pmiciratillg Manufaclurer Mlltket Slt:tre, and that ~uch Partkipating Manufllclurer'~ villume shall II(lt he incltlllcd fur any 
purpuse under sub£Cl:1ion IX(d)(I )(0»; (ii) such Participating Munufacturer's Mllfket Share ~hall nllt be l"cludctll1~ Ihlll uf a 
P:Jrlidpuring MlinurQcturer (ur the (lUtflo:;e of dderminiRI! wltether tilt trigger percenlUlIC ~pccifi~d in 5ubseClilltl IX(e) h:a~ 
been ;achieved (""lvl\lOO thilt ~uch J>-.lfricipating Milnuf.ll:turer SMillie treut~ lIS II Subsequent Pllrth;irlllinS Manufoclurer rnr 
i111 other purJ'('s'::s with n:spec:C IU flueb ~bsectioll): lind (iii) fot purp~es u( subsC\.'\illtl XVIII(c}, such Parlicipliling 
Manur .. durer shlill nllt be Ireaicd :as II SUbllCqUcnl Participating ManuflM:lurcr or;t!l a Parlicipating Ml1nufnCluTl:r to the ellenl 
Ihill afler cntry inlo Bankrurl""}, il bccolnU lhe m:q"ir(lT or tr;ans[e~ of Cig"reUc br~nds, Brllnd N:lmc~. Cigarellc product 
rUrillulas IIr Cil!"tcne hu~ine~.:.~ of uny P:Iflidp"ling MOinufleturcr (r.,,,viu.:d Ihal such P:,ui<:ipnting Manufacluro!r shntl 
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cIlnlinue In he Ire:lled a.'I1I Subsequent Participating Mtmofllcturcr umJ Participllling Manufuclurer lor ;III (llber purpllSC,; 
under such 5ubseclion). 

(C) ReYi~ion uf Ihis Agreement pUr:I1Iant tl' 51I~I. .. inn XVIll(Il}(2.) ~hall nol he ~quired by 
v;nue of uny remlutitm un un involunlary ~i,. in lhe Bilnkruptcy of Claim~ IllllIlMt [he bunkrupl l'lIrticipDting 
ManufllClurer. 

(11) NntH:c "fMaterial Tr~nsfers. ElIcb PlII1lcipatingMunuraclurersh .. U prllviden~)\ice ~le:lCh Settling SlUle allca:lt 
20 lby~ before cI.nsummating II j;ale, !rlln.fer of tille tlr IIlher di.'IpOsilion. in one tr~n~Ql.1i1.n IIr 5CriC~ of related trlln5llction5. 
of u~scl:l having a rllir mllrket vulue C>q1l31 III fiye rercenl or more (determined in ul:(.·ordance with Uniled Slules FleTalll' 
Q~'I,:(plcd a~lIunling principles) tlf the c:onsolidillet.l ~~tS of such Purticil"utins Man"rlK:lUrer. 

(y) Mdre Agreement. This Agreement (togethcf with any agreemenlll expre~sly contemplated hereby and IIny uther 
C(.nlempuranetlUS written agreemcnlll) embodi!.!! the enlire IIgreement 1100 undcr~tllnding between and amlin, lbe Senlin!; 
Slale~ Dnd the Pllrticipating MWlufllclurenc relating 10 the 500ject mOl Iter hereof lind 5Upcr!lCd~ (I) all prior agreements lind 
underslllndingll relating tn such ~uhjcct muller, wIlelhet written or oral, IUId (2) 1111 purportedly t:DIlI~mpnfllnellu~ or,,1 
agrcc:lneRll( and undcr..1andinSl rebling In such hllbji:cl muller. 

(l) Bnine~~ Dan. Any obliS-<llion hereunder Ihlll, untler tbe lerm~ of'lhi:! Allr.:emcnl; is til be ~rformcd un II dllY 
Ihql is mll:l Bu.ine~s Day shall he perform~d (III the nr~t Susine~J Day Ihereaftcr. 

(ua) Suh!leguent Sjgn:ltories With rc5pec:t tn \I To~w Produci MlInllfaL1IIrer tbal 5ign~ this AJ,lreemcnt aflo!r the 
MSA Exccution Dale, lhe timing ,.f oblillations under lhill Agreclntnl {utber lhan paymenl obligationi<, which IIhall be 
governed by sub~cclinn 1I(jj» shull he nellutiulcd til provide for the iMlitutioll uf l<uch obliglltion5 on ~ IOchedule mIt more 
ruvl>rable 10 ~och sumequenl 5ignutnry tban thQlllPplil:llble 10 the Original Plmicipllting ManufllCturen. 

(hb) Decimal Place!!. An)' lisure Ilr I'flR.'enlllgc referred It, iD this Agrecmenl shull be carricd to seyen de~;mlll 
plat:>e~. 

(L'C) Regululory AUlhorjty. Nothing in :ccclion III of this Al:fcemenl i5 inlended In uriCe! lhe Ielli~lalivl' or 
rl.':gul"lol)' authorily ur :my Joe:!1 ur Stale a:ovcrnmcnt, 

(dd) SOCCe5SllfS. In the event thulll Parlicipating MlII1ufaelurer ~s selling a hrllnd ofTobuL~U Products in the 
St~lcs thai JUl-h Purlidpuring Manut'liciurer owned in the State~ rmlr In July I, 1998. lind lin Affiliate of >luch P"niciparing 
Manuf;lclUrer thereafter lind afler the MSA Execulilln Date intentiOlwlly sell~ suel' brand in thc SMel, such .Amliale ~hall be 
L'Clnsidered 1<'1 hi: Ihe ~UI.'C1:!!sI>r of such Panic;iputing Mllnurilcturcr with r~t II' SUlllt hrdnd. Perfonnllnce by lilly ~ut:h 
success()!' or the: .. hligatitln~ under clti-" Agreement will! re~pect 10 the 5alc~ of $uch bralld l'hall he 5ubject II) •. :tmrt-urdnc:d 
5p~citic perfnrmant:e. 

(ee) Hxnon PAAckaKing. Each Punicipalillg Munul':lcturer ~hall plllCc II visible indkatinll Of\ e;tCh pllck of Cigl!rettc:s 
il lIlanUfUCIUtell tnr sale "ul~ide of lhe fifiy Urnted Statu Ind the Db1ri<.1 of Culumhiu Irn.t dilllinguishc.~ such pack from 
pllCb ot' CigurclIes it manufac:ture~ for 1liiIe in the lifty United States and tlH: DIl'lricl ttf Columbiu. 

(m Adinrul Within Q~IIGr;mhic Boundaries of Settling SI;Us;N. To tbe extenllhtll any provision of thb Agreell1ehl 
e~pfell5ly pmhibilli, restricls. or rcquire~ 1liiy actiull I" be IlIken "within" IIny Settling Siule ('r Ihe SCllling Slat<Cll, the rclevDhl 
probibition.. reslriclian. or req~iremcnt ;q'Iplies within the £Cographic boundaries of the: applicable Setlling SllIle or Sculing 
St:llell, incl\HIing,l!ut nOllimi1Cd to,lndian ellunlry or Indilll1lruSl land within Jllch geogru('Ihic bnundarielt 

(ell) Nulil.1C 1<1 Affj!iulc~. ElICh PlIrtic:ipllting MaDufacturc:r shull give nOlice uf this All~emenl to ClIch of it~ 
Atliliates. 

IN WITNESS WHEREOF. c:~ch Scttling StBle and each P..snidpllling MURlifuctlirer, through their fully 
811lhorizA:d rCJIre5entative,;, have ngrced ttl Ihill Agreement. 

(Signatures InlentkmllUy Omitted I 
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EXHIBITB 
FORM OF ESCROW AGRE"~MENT 

TIlis I::stmw A!,'ft!cmcnli!' cntcn:d into as ur , 1993 by the undcr.lignell State o(fici:* «)n hehilif 
of their re$peClivc Seulinl! SMes),the ~ndcn:il!ncd Plirticipliling Manuf,.lt,:lurcn! "lid a.~ escrow agent 
(the "~mw Agent n

). 

WITNESSETH: 

WIIEREAS, the Settlins SIllies lind the Participllting MunurllClllfer~ have enlercd into II !ltulement agn:cmenl 
clliitied the ·'Ma.~ter Settlement AgreelJ1l:nt" (the "AgreemCllt"); lind 

WHEREAS. Ihe Agreement requirell Ihe Seltling Stales and Ihe pgrlidrr~tins Manufacluren; II) enler inlo Ihi~ 
t::!>Crnw Agreement . 

NOW. TtmR~FORE. the p.arties hereto lIgree 115 ronow~: 

SECTION I. ApJ11) {lIImt ", of Escrow Agt,,', 
The Selliing Sialell ~nd the Panidpating Manufa<:lul'CflC hereby appoint II~ Jlerve as 

E~cr(lw Agent under Ibu Agreement on the terms and (.:ondition5 sci forth herein. II.nd Ihe &'\CI'OW Agenl, by it~ clCccUlion 
hereof, heteby uC\:ClIl!\ !<lien Ullrollltlmml lind IIgre~ 10 peTfunn the dulies ;md I)bligatil)n.~ Ill" the Escrow Agent sct fanh 
herein. The Scnling StalclC and tfle P-Jrtidp;lIing Manuf:II.:turers :tgrce !hal the E~trow Agent IlJlJlOlnted under the terln~ I)f 
Ihi" c~mw Agreement shall be Ihe CZ;C,OW Agent II' defined in, ami fur all purposes or, the Agreement. 

SECTION 2. D~'liticm$. 

{a} CUI)it~lized Icnm ~~" in thi~ C!!CtoW Agreement and not lIthcrwisc defined herein 5hull ha~e lhe Itleaninll 
given '0 stich tcrm.~ in III<: A1.on:cl'llCnl. 

(b} ~H!!Cmw CaurtM means the e(lurl of lite Stule (If New York kl which tllC AgfCClI1ent i~ prc:lenled for 
apPrlIval, or such (llber et)url II~ agreed to by the Originlll Parlicipating Manufaclurerll imd a IJliIjnrity of those Attnmeys 
Gener.1I who are bUlh the AtlOTnc), Gencr,d oru Settling SIIIIe lind u rnemberc.flhe NAAG el(cculive COUlmilll!e atlhe time in 
qUI:~tiu1\. 

SECTION 3. E.,r-rlllv fwd Acnmrus. 
Ca) All fund~ received hy the C~'ftlW AgCl'lt JllItlIuunllo the term.~ of the A!lreem~nt ~hall be held mod tlil1buued 

in IIccordlll1Cl! with (he lenn~ of this EilCrtlw Agrtement. Such I'lInd~ and un)' earning:! thereon ~hall c:ulIlititule the "E~craw" 
and shall be held by tht! Es~row Agenl ~paC'lue lind upurt f!tlm Mil (Ither (und~ und accounl" of the ~:II:ruw At!Cnl. the Senling 
Slate~ ;md the Purticipating M:murutlureno. 

eb} The E~cruw Alieni Kh:lll all\IC;lle tM E~e""lw amnng the following !lepM'dle aCI!UUnl1( (cuch un "Ae,'CIunl" 
and t:I1IJe(."livcly the .. Accuunu"); 

SUBSECTION V1(B) ACCOUNT 

SUBSECTION VI (e) AccoUNT (t'J1I.n) 

SUBSECTION VICe) ACCOUNT (SUBSEQUENT) 

SUBSIlC'tlON VUI(8) AccoUNT 

SUB!lECTION VIfI(c) Accouwr 

SUBslll."l1ON IX(D) ACCOUNT(FIR~'T) 

SURlIf.cTION IX(B) ACcuUi'ff (SUBSEQUENT) 

SUBSECTION IX{c}( I) Accouwr 

SUBSI!.(''TION IX(c)(l) ACCOUNT 

SUBliSCTION IX(E) Ac:<.'OUNT 

DISl'UTEO PAYMENTS At.'COUNT 

STATE·SI'SCIFIC AC(nlIN'TS wml RE~1'£CTTOEACH SET1l.INO STATE IN WlfICII 

STATI!.·SI'EClflC t'INI\l..rrV OCCURS. 

(e) All amo~nl~ credited to lilt Account d1111t be 1'etained in ~uch Accnunl ulltil dishursed tl,erefrom in acc:onllince 
with the provi.ions III' Ihi~ E.oocrow Agreement pursuant in (i) wriltell in~trudian); !'rum the Jnclcpcnlknl Audilor; '" 
(ii) written inl'trul:liuns frOID all uf' (he following: all of !he Original Participating ManU(;lclurerJ; ull or the Subsequent 
Pllnicipllting Munufacturet'8 11,;11 cUlIlriwted II) ~uch umounts in illicit ACCllllnt; lind 1111 c.f Ihe Selt1in!! StUlC5 (colleclively, lhe 
"E,.."ruw PlirtitM"). In Ihe cvenl.,r a l.'OOnitt, inlllrul:liulls rursllanl tn .,:I;wse (ii) !Ih:lll ,uvcrn "Yc:r instruclions puuuuni III 
chlu...e(i). 

(d) On tbe lin:1 8lulnl!~x D:IY urler Ihe date 1liiy ra)lm~nl is due under ,Ilt Agr~tlncnl, lire 1::~l:ruw All!!nl shall 
deliver to each (liher No,i!.-e PUfI), ;a wrillcR lIall:l1Il:nt 5Iu.win(llhe ;JlI)uunl uf ~'Uch l'"ymenl (IIr indic:-oIlin& IIIHI nl) JI:lynwllt 
w .... lunde, ir ~1II:h i~ .II( I:II.~), the StUlrc:c IIf ~uc:h l"tytnclll. 1111; Accl'lI'" ~'r Acc1I1I1l1!' III whkh linch IIAYlllcnl hI!' Itrt:n 
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credited. ~nd tho: payment instrucliun.~ received by the 1i!\ClUw Agent from Ihe Indcpendent Auditor with respect to such 
paymc-nl. 

(~) The ~<cruw Agent sh:ll1 cOIll!'ly with all (I:tyrnenl in~1ruclion~ receivcd I'rom Ihe Independent Audit<lr 11l11t~5 
b.!fllre 11:00 lI.m. (N.ew Vllrk CilY lillie) on the schceduled date of r:'yment it receiV\;~ wrillcn in~lrucliuns to Ihe cuntr.lry 
from 1L1I (If t~ Hscmw Parties, in which eveo! it ~II comply with such in~mlcli""8. 

(0 On thc Iir~1 BullillCll~ Day liner I,lil'burllinll any rund~ fAlm ;10 Accuunl. the Es,mw Allent 0ih~1I d~li"cr 10 e:lch 
IIlher Notice i>al1Y II written S~lIcmclll shuwinlllhc allmUn! di1lbu~ed. the date IIf such dishunellll!:nl :md tho! rmyee of the: 
i1isbun;ed t'und~. 

SECTION 4. Fuillll'l! elf Escrow Agart to Rl'I'~i"" In.rrructitms. 

In the ellenl thaI the E. .. crow Agent fails 10 receive :lny wriucn inslrucli(lns conlemplaled hy Ihis I!SCrlIW Agreement, 
lhe E1k:rIlw Agent sh:J.1I be fully ptotecled in rct'raining frUln taking IIny actinn requir.:d under IIOY stctinn II! Ihi, Escl'\lw 
Al!r~elllel1l other than Secti\ln 5 \lnlil .uth wrillcn io~truction~ ;arc received by the E~cruw Agenl. 

SECTION S. /11 ~f!S"'''''" (If F'UIIIU by Escrow Ax~"" 
The ElICmw Al.oent shall inve~1 lind reinycst all IImllllnt5 rnlm lime to time credited III Ihe Accuunls in either (i) 

direct oblil:llliom; of. or oblil:UtioflS lhe principl1land Intere~1 on which an: tlncundilinn:aUy gu:uanleed hy. the United S1ille~ 
of America: (ii) reJlurchll!le IIl!reemenl~ fully I.·ull:tlcmlized by ~ec;lIrilic~ de~cribed in c\aul'C (i) Dbove; (iii) money 1lUIrkel 
IH:counls maluri ng withi n 30 1111)'11 of the III.'qui~ition thereof and i~~ued by ~ bank or lru~t compan)' orgllniz:cd under the hlws 
IIf the United Slaies of America or of any of Ihe 50 SMell !hercnf (II "Unhed SIOIIClC Bank") lind having combined capital, 
!<urplu~ alN! unlli~tributell pnltl" in excc" of S5OO.000.000; (If (iv) demand derosil~ wilh any Uniled States Blink hliVifll! 
c"Inllined .: .. pical. ,url'lu~ and undi~trihuted I'rotit~ in exc:c~s tit' $500.000,000. To the extent pr .. ctiC<tbk::. monies credited 10 

Ilny Accllunl AA:III be invested in s~h a manner l'U :;15 to be lIv:1ilable ftlr usc al the lime~ whcn monies :are C:)\1'1:l.1ed til he 
dbhllrscd b), Ihe E.'«!TIIW Agent lind I:hurged 10 ~t1eh Al.'rollnt, Ohlill:ali.",,; purcb:!.sed I~ lin inve.<tmenl l)f ~Ink~ crl-dill!d It I 
:any Account shill! be deemed III all time!' III be II JlIIr1 of :!uch Acc4Iunt lind the incame ur ifltere~t elll'ned, profits re .. lizc:d IIr 
kl~'Ie." l'ufrered wilh rexpecl to ~-uch inve~lmcnls (Including. wilho1l1 limitllMln. any penult)' fllr IIny IiquidatiOll of an 
investment ~quircd 1(1 fund II dimursement In he ch:u'ged tOl'ucb Accaunt), 'hull be crediled Ilr chilrged. all the I:I~e nm)' be, 
ttl, lIuch AI..":lIuntand ~h:&11 h~ ror the benefil ur. nr he hlnne hy. the pttl.lln III' enlity enlilled III puyment from ~h ACCtIUnl. 
In chullsing unum!: tile inveSlrncntllJICt.lI\lI de~ ... rihW in clauiICs (i) tJtrough (iv) :lhll'lll!,lhe H~cJoW Agent sball cum ply with 
IIny inslruction.' n:ceived from time III timc trlllll aU II!' the I::.'\(,'I'OW Panie~. In the absence III' ~-uch inldruclion,<. Ihe I:)lK.Tl'W 

Agent ~h:l1I invc:stllUch ~um." in lICCmllanL'e wilh c1au>z ti) lIhuve. With respect 10 any amount!; creditt!d III U Srute·Sp~citic 
Acc<lunl, Ihe H.'lCrIlW Agent ~hull in'IICl>! =-nd n:invcM all amtlullts cro:diled hI ~uch ACCllullt in 'Iccordance wilh the law of che 
~I'plkahlc Sllllling Stille til the ClUenl ~uch law ill iltC\lniri~l.ml wilh IIIi5 Seclilm 5. 

SHC1'JON 6. $"b:t,;/lu .. F"",, W·9; Qu,tI((i .. d Sc·t/k·HlI'II' flllret. 

I:l:lch ~ignlltury 10 thiN Escmw Aj1ret:menl shall ptllvide 1M li~mw Agent with a L'CII'n:<..1 lax!""y.:r idenliti.:ulilln 
number on II ~uhstiulle flltl" W-9 !lr if it lI()c~ nllt have 511ch 11 numh.:r. II sMelllenC a:vHkncins il~ I>tUIU5 Wi un enlity exempt 
fwm hllck-ull wilhlJllldi{l,G. within 30 days of the dale hereof (and. if It $uJlJllitlC " fulln W·9, indicdle thertnn thlll it i~ nut 
l>I1bjecl to h:allkul' Withholding). The C!CCJ'UW e.~tahlisho!d purNuunt III Ihi~ ~~I!mw Agreemenl is inll!oded In he treated :.a~ u 
Qualified Seukment I'uoU f\IT feder .. 1 tax puqm~s pU!'l>uunt tl> Trcus. Re,. § 1.4611»-1. The! ~"f()W Agent ~ull emut">' wilh 
all upplicahle IllX Jiling, jll1ymenl and rcrmrting Il!quirements. Including. Wilhllullimit"liun.thrn;c im!,nllCtl under Trea.'i. Reg. * 1.46Sa. and ir requested tn &J() ~I .. hall join in the making uf the rclatinn-buck eJcclion under such r.:gulali()n. 

SECTION 7. D",i~s nnd !iabilifif'1 6f Est'row AI/I'll I. 

The I!scrnw A,Genl shall bllve nu duty or obligation hereunder olber 11111f11t1 lakc such specific :actions us arc required 
lie it ffllm time 10 lime under Ihe 1'I"lviltitln~ uf Ihi~ Csc:n)w Ag~ment, and il mall incur nl> liahility hereunder or in 
cllnne~liun herewilh fOf' anything wh;alsocvet (It her than ;any liability 11!,~ulting front it'! own gro~5 negligence or willful 
nti~ctlndut:1. The Ii~cnlw Agent ~hall "ttt be bmlnd in an)' way by IIny agreemellt or COIIIr.lct belween the Pllrtidp;lIiflll 
M:II1llraclurers lind lhe Settling Siaies (wllell~r lIr nut the \:il;crnw Agent hmt knowledga:: thereo!) olher toon thilt liou:n)w 
Agrecment, and the only duties and fl!l;JItln.~lbililie,~ til' the liou:nlW Agent shall he the dUlieli and uhligafiun$ "f1'!citically >0<:1 
fllrth in thi~ ~,,\(.·mw Agreement. 

SI:CTION II. JIII/~"'llifkl"icm cl{Esc'mwA#"tIt_ 

The Participlllin~ Manutilcturcrs shall indemnify, hnhllr.lnnle~s lind defend the t:scruw Abocnl frllDl and :tsainllt any 
.~ lIlIln!C.'lC5. claim.~,liul)jli'ic~ and rUl<l>rllIblc expen~el¢. inclUding Ihe n:Qlllmable fee~ of ib; &:Ilunsel. whiclt il may !luffer<lr 
incur in t'tlnncctkm wilh the perfurmance of it~ dulies lind obliglllillM under Ihi§ B~(.'t\>w Agreement, excel" rur tllllS!: los!IC~. 
Ilhlim.~. lillhiliticsand C:ripen~e5 re~\lllillJ: solely ilnd directly from iL~ own gros~ nelllillcnC% ar wiUM miSl.'01Idu<:t. 

SIiCTJON 9. Rt.siKIlCltiulI ul Escrow Agf'm. 
1nc lil<~TIIW Al!enl l1IUy te.~iJ:n III ;aoy time by giving wrilten nlllit:e Iherclll' \I) Iht OIlier II'-Irlie~ hercltl. hUI ~uch 

rc.illOillion ~hall not h~,(1111C eff'cctive unlil a l'UCCI!Sl;Of H~crllw Ace"'. $C1cl:~cJ by tilt! Original P'lrlicip;ating Manufm:lur<!rll 
iliad 1M Sr:ltling Stutc,.. ~Illlll mYe he.:n ;arJIC)inl~d lind sholl buy!! lIl:cepled ~ul:h appllifll~nl in writing, Ir un in~trumentl)r 
;Icctplantc hy" ~uc~<!~Ir ElICrllw Allenl shall nlll h."e heen tk:livercd 10 the rcsiGning Hscrllw A~I:III within 1)0 alllYS liner II~ 
~iYinllllt' ~uch nnlice or re~isnali(ln. the re;:illning I:~cn'w Agenl may, lLt Ihl! eJ.p,:n.~ ur Ihe P;rrlicipuling Manul':lClurcrN {III 

B·2 

bt! );Mred nCl!llreJinc In IheiT pro r..tta Markel ShaTe~}. petition tile E~cruw Court (or I~ :arrminlment ()r:al(lK.'Ce~~~'II' E~'n)w 
Ageot. 

SECTION 10. Ercrow Attlll FUj'lIIrJ ~t/l~t6. 

The Particir:lting Munllfaclurel'll ~hul\ p .. ), t\. the E.ou:row Agent it~ reel( WI ~el fMh in Arrcndix A helt'IO :L~ 
;amended from lime t(l time by :Igreemcnt of the Ofigirnll Participatil1g Mallufaclurers lind the Iiwruw Agenl. The 
Partici!,alin!! Manufaclurers shllli pay to the l:!1II!1tlW Agent ils reawnable fee" and expen!Ces. including ul1 fCn,;nnuble 
tll:p.::n.WJ. chug!:." c(lunliCl fees, and other di~bul'llemenl~ inculTCd by it or by illl all(Irneyll. agents and emplnyeoa in lhe 
perfurmance of its dUlies :lnLl obliglllillfls under .b~ ~r()w Agreement. Such fCe:\ ;and npenses shall be shared hy Ihe 
PlIrticiputinll Manuraclurcl'll act:lmling II) Ihdr pm rota Market ShUfCl. 

SHCTION 11. NOliall, 

All n"licn. wrilten in"lruclHlOll til' other eummuRiCUlinn:c to lilly p-.arl), or OIlier pcrslm h!!reunder ~hull be ~ivel1 in lhe 
~ume manner 115. ~hall he given tn lho: same raer$on II~. :tnd 1'lI;l1I be I!rfectivc at Ihe ~'lIme time us provided in SUb.'lC(.1illn 
XVIII(k) IIlthe AgreemenL 

St:;l.TJON 12. S~tt1..ff; R~inlbuTsmr~It'. 

The E!ICI'\lw Agent KknowledllCII thqt it id\1I11 no! be entitled lU ~el off ;!gainst any rUlld, in, or JIaIyablc from, ilny 
A(,'\.'(Iunt I" sulisfy any liability a( any P'.lrticipating Mllllllfaclurer. E<Ia:b Pl1nidpllliog Manufacturer thlll f"Uys more Ihan II!! 
prtl rata M3I'ket Share (If IIny JI~ylllCnt Ihllt I,; tnIIde by die Punicipating Manufaclurerll 10 Ihe ti;:crow Acent lIursu;mt tn 
Section 8. 9 IIr 10 hereof shU he entilled 16 reimh\lr$cment of l>'UCh e~co:u frum the ulher Participlltinl ManufactUfcr .• 
>IC<.'Ording t\llheir (lro rolla Market ShaRs of ~uch exc:eu, 

SHCTlON 13. ''''r'ltt~tllk'l~fi''k''in; S"cc~SSf.lrs. 

Nn p~rllons {lr cntities lither \han lhe Settli nc SIIIteJ. lhe Parliclpiltin; Manufaclurers and Ihe' E~l;row ACent are 
intendcd hencrlCiitries tlr Ihis CSCRlW A8reement. wld llllly the Senling SIII!e!l, the ParliciplllinC Manufncfurl!T~ and the 
Hs.:rlJW Agent Iii,. 11 be entitled 10 enforce the I~rm.~ of thill E.w:mw Agreemenl. PUl'l'lIaol t\llhe Agreement, the Seltli R,G SllItes 
hllve del'illRated NAAO arid die fuulldation Ull recipients of c:crtuin JIlIynlCrlbi to, 1111 purpll~ tlf Ihis E~a:rllw A,Greemenl, the 
Sct11 ing SIlIIC:I sh.dl he Ibe bcnet1ciam:$ (If ~uch payment:; entilled to cnl'nrce pIIymcnlthet'e.,r. The pmvision~ IIf thi~ ~.scrIlW 
A~rccmen[ shall bo! binding upnn l10d inure I" the h!!nefit of lhe purties herein lind. in the ~"II~C lit' the t:~trllW Allenl aod 
i>'.arricill<lting M .. nulacturcrll. lheir n:sp~a:live IUCC6SOrs. Huch rererentc herein II) the Hscruw Ageot I>r 10 ;a i>;arti&;ipiitiIlG 
Monufuclurcr ~1Ia1l be \)tIClKtrued a~ II relcn:ncc 10 it~ SIICCCllo(lIr, where IIPI'Ik:-.. ble. 

SECTION 14. Gt,vtrnillf( L4.w. 
Tlli" J;"t:'OW ... gr~elllCnt sh;all be C'I'"'trued in IlCl:orilurn:e witb JU)d gtlYerned hy the l:awl' of tho: Stace in which che 

H.~cr .. w Cllort i:< IIIC'-Iccd. WilhlMJI FCgllfd Itl Ihe \:<llInittS 1If' law n"~ (II' ~uch 51alc. 

SECTION IS, Jllrisdicll'oll.,,1I1 V .. "ut. 

Tho: purlie~ hereM itrevnClInly Irnd unl.'()ndit",n:llly suhmil In the cl)ntinuiog extlusiva: juri~dictiun IIf Ihe Escrow 
C"urt rl)r pu:po~cs of URY ~uil. aClion or I'rm:ccding secking 1£1 interpret or enfurce aoy pn>lli!<illn of. IIr ha.~d lin any right 
arl~inc \luI (II', tJtis Escrow A.g~ment, lrnd the partie); heretllllgree not ttll.'tllltlllenCC imy such suil. :acli()fI W prol.-e~ding 
except in the ~'lCmw Court. 1'he pIIniCllherct., hereby im:vncably lind unc()ndili(ln~n)' w~ivc ~ny ubjecliun In t11c layingl)f 
Yenlle of any sUl:h suit, uctwn tit pro<:ccding in Ib~ Est:mw Court and hereby further Irrcv""ably W'Jive and IIgree nlllla> "Icud 
Of claim in the li.'lCmw Caurt thut any "ueh suit. :I(..1ion or pruceeding bax been hrOUCht It\ un iOCllnvllnicml forum. 

SeCTION 16. Am~lUtll/t"'r. 

This Escrow Agreement mlly be alllCl'ded onl), by written inslrument ClIeCllted by 1111 of the p~rtie5 herelo lho.l would 
be alTectcd by the amendmellt. The wlliver uf any righl~ conferred hereunder ~hltll be eflective only if made in 11 wrinren 
in .... rument cxcculed by lhe wuiving party, The w.iver by Ill'll' purly or any breuch of Ihis AGreement shall nnt he deemed to 
be ur t:O~1rued :IS II wiliver ,)f' Imy ocher bre:adl. whether prior. sul»:equel1l or c:ofllcmpor .. ne~1U5, (If this ClICRlW Agreement, 
oltr !\hall such waiver be deemed III be ()r con~trucd a~ .. w-.ivu by IIny other Jlllrty-

SECTION 11. COIUlrtrptlfls. 

Thi~ Agreement may be ~iGnC!d in IIny nllmber !If i:1l11111el'\lIll'I$. ellcb IIf wbi<;h shAll be: an urigindl. with the SlIIlIe 

effect "" ir the signllur.:s Iher':ln IInli herelo were IIII'm the IIlImc ill~1rument. Ddivery hy f:ltsimih: of a ~il!ned &:lluntl!'1':ITl 
~hllil be deemed delive:ry fl)r purposes 01' Rckn(lwlellgins ucccpIunt!4! hereof: hllwever. an (lril1inlll executed I:!lICtllW 
Ar:~ment nlU~t I'Tol11J>ll), thcrellfter be delivered tneach part)'. 

SECTION Itt C"priunJ. 
Tile captiuns herein aTe inc:luded for cnnvenience of referC:1ICe only antlllhull be ign(Ired in the L'ln~1ruction ;and 

intct'JIrelatilin her~lr. 

SI-lCTION I II. C(llId;'i(IIIS 10 4(ft(·/iv<!lI('n. 

This Escrnw Al!reer~nl shnll hecome df«tive when each pll\1y lItrel" :\hIlU have: 5igno:d II cmmlerpurt herenf. TIll: 
rartits herelll ug/'I!C III lt~ their hcM efl'Ort5 10 5Cck an oilier "r Ibe El'CRlW CIIUII npp",,,ing, lind rel"lninl,l clnllinllinll 
juriMiia:IiIUl uvt.'f. the P,~nlw A.:rument a~ ~1111n liS (llInih!!!. II1Id agree: 111:11 lIlICh ',)fller 1\h:r.1I relalO! h:r.ck to, IlDd he dctmcd 
cfr(cliYe 115 of. the dnle Ihi" J::s.:ruw Agreemenl beeaane ellectillC. 

8·3 
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SECTION 20. Ad<lr<'ssfu" PCl)'Irt':'IIIS. 

When.:wr fund~ are unda the tcnll.~ uf Ihi~ l!:I4:RlW Agreement reqllj~t1 I" rn: tlishl'l'1<CtI hI " Settling SI"Ie. a 
I':IOK:ipuling Mmmf:lclun:r. NAAG tlr tm: I'oulldalillll. Ire Ii~n'w Agenl ~h .. 11 disbur~ such hmd,; h)' wire Imnsfcr 1<1 I~ 
llt:I.'tlunl sptcifh!d by §uch payee by \IIrill~n nOliue delivered h' all Notice p",til.."11 in aCI.:unlarn:e wilh Section 11 he~!lf 011 lellSl 
nvc 8I1sine~~ 0'.1)'% prinr til 'he d:lte of rayment. Whenever t'lll\ds lIfC under the terms or !hi~ E~crnw Agrc~mcnl required It) 

he dhbur5w 10 .. ny olhcr po:r~lIn (1r entilY. the Hsenlw Agent ~hillI di.hun;c lI1lCh funds 1\. such :lCt:ounl .. ~ ~h:11I h~vc he.:n 
sflI."Cilkd in writing by the Independent Allllitor fllr 5uch lIaymenl OIl li:a!lt live Busino!ss Oays IIrinr In Ilk! .sule llf pllyment. 

SECTION 21. Rr/Umillll. 

TIle ~SC"(lW Allent shall pmvith: su~h infurmaliun imd n:IIClrting with reSII!!cl I,) Ih~ eSL1'OW as Ihc Intlcpcndel\l 
Audilnr m~y til-lin lillie lit lime request. 

IN WITNESS WIII::REOF, lhe J"Irlic~ have cxcwtcd IIli:< I:i~rnw Agreement il~ {.f III<: day and yellr firs' 
hereinahove wrillen. 

ISisniiture Blllcbl 

8·4 

Aww!!!l..u. 
ScbstuJeorFee5 And F.XDeMes 
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EXHIBITC 
FORMULA FOR CAL{'1JLATING 

INFI,ATION AUJUSTMENTS 

(I) Any "llIullnt Ihat, in IIny giwn ye"r, i~ I" ho: IIdjU!(leli ftll inn .. ti(ln IlIlnu:lnt to Ibi~ Exhihit (the 

"Sase Amoun!"') ~hull he IIlIjuste<l upwurtJ by uddilliliu ~ul:h B;I~ Amounlthe I"naliun Adjustm.:nl, 

(2) Tile Innati()n Adju~tment ~hlll1 b~ culcululed hy muhiplyinS Ihe Rase AII11111111 by tile Inn:llion 
Adjusllllcni Pcr~cntagc al'l'licahle in thai y.:ur. 

(3) The IlIn'ltil,n A.lljuslmenl rl:~en!;lge ;lppli,able tn 1'",ml:nl5 due in the )'(ilr 20011 shall be Ctju:ll In 
Ihellre:Ue:r ur 3% nr [111: CPI"". for eJuunplc, if the Consumer Prh:.: Ind~)I. rllr December 199\1 (al< rdc:""ct1 in J:lnu.try 10(0) 
is 2'W> higher Ihan Ill.! C(Jn~umer Price: ,,,dell rm ~cemher 1998 (as rdca~ed in J.IIlUliry 1999),lhen the CI'I'~ with I\lsp~cl 10 
II paYllltnt due in 2000 wOllld he 2"". The Jnnation Adju:nment PC",&!nlag&! applicodhl" in the )'I:il[ 2000 wmdd thus he 3%. 

(4) The Intbtinn Adjustment Percenlage lI]1plicahl~ II> p~ymenb dllc in uny ye;1f "fter 21JOO:;ha1l he 
c:Jil:ulaled by applying each year Ihe greater IIf J% lIr the CI'I% un Ih~ Inll:llinn Adju.\"IlI\cnl Pl!r<!&!nl3llc "I'flliuahh: t,1 
ra)'llIcnl~ dill: in lho: prior year. Conlinuing til<: example in ~ub~ti(Jn (3) ubuve, if Ihe CPI% with n:~Jl'lC[ to 1\ puymclU duc 
in 2(KII i. 6%, then the Inflali!>" Adju.~ll1Ient ren:.:n!,,!;c applicablc in 2001 wuuld be 9.1I100()UO% (iln adtliliunll16% "pplied 
lin lilt )% hln"lio" "dju~tI11enl I>c«:enr:l~ ltI'11U"ahlc in 2U(]()), and if the CI'IIJt with respect III a p;I),lIlcnr due ill 21lo:! i~ 
4%. 11,,:n tho: Inll,"inn Adjustmcnt P~rc~nluge "1'l'liCllhlc ill 20U2 wuuld I..: 1:I.!I4720U()% (an :lthlihuu:d 4')t, al'l'li<:d 1111 thc 
tJ.ISIJJ.l()(JO% Innallun AdjUsl1l1cnt Perc.:nlage 1I1'I'Iicabie in 2(01). 

(5) ''Cunsumer Price Index" meUM the CllnglittICf Price Indell for All Urban CunsUllIcD a:; publisbed 
h)' lhe Bureau of Labllr Stalisticllllf til<: U.S. Departmenl of Labor (Ilr other ~imll"r mC::ll'urc~ u~reed III hy Ihe SCllling Stale$ 
,,00 rbe Pmticil~atinll Manufactun:r~). 

(6) The "CI'I '}(," means the ~1I:lul\lllIllIl p(rcent cbungc in tbe CllnsuJllcr Prke Index during I~ 
c;tIen~lIr yellr iminedililely preL-edinl! the year in which lhe p-olynteni in qucstion i5 due. 

(7) Additiunal H1l3mplc$. 
. (1\) 

Payment YClif 

2J.l(1(} 

2001 

2002 

2003 

2004 

200S 

2(106 

(8) 

C:tlc:ulating lbe Innulinn Ad.iu~tment Pen:cnl:lt;C5: 

Ilypulhclk;:d 
CPI% 

2.4% 

2.1% 

3.5% 

:1.5% 
4.0% 

2,2% 

1.6',\ 

Perccnt3l,te II, ~ lIJ1plk!d on 
III(: Inll'll!un Adju~lmcnl 
Per.:enlill.'O: rm IhI: rrior ycar 
(i.e .• the grealer IIr 3'M IIrthe 
CPI%) 

3.0'~ 

3.0% 

3.5'JIl 

3."11: 
4,O'AI 

3.0% 

:l.O% 

Arrlyinilihe Inllatiun AdjulOtment: 

InO,uilln A~lju~tlllcnl 
Percenilice 

3.0UOlJIJOO'Jt. 

6.0900000% 

9.80J I 500% 

13.6462603% 

IH.1921107% 

21.7371\740% 

25.:1900102% 

U~ing the hyp"theliclll fnflalilln Adj~lmenl Percenmge, sct ... rth in IU'ctilln (7)(A): 

Ihe lIUbJ;eL1i,m IX(e)( I} tulSC pllyrnenl "muunt for 2002 of S6,!lIX),OOO,uoa U~ 
IIdju.1ed rur inflnthln wlluld equal 57.137,204,750; 

Ihe sU~1itln IX(c)( I) b;a~c payment amount fllr 2004 II!' SS,CJOO,OOO.OOO liS 

adju~ted 1"<>1' influtiun Wlttdd cqu;ll 59.455,368.1156: 

11lc 8ub~eclilln lX(c:)(') base payment ~1nount ttlt' 2()U6 u/" 58,000,000,000 Il~ 
adjusted for inl1:nillii WI)U'" eqUIII S I 0,031.200,8 r b. 

C·I 

l. 

2. 

3, 

4. 

s, 

6. 

7. 

S. 

9. 

10. 

II. 

12. 

13. 

14. 

I~. 

16. 

17, 

18, 

19. 

20. 

21. 

22. 

AJilliIJw 

EXHIRITD 
LIST OF LAWSUITS 

Blayklt'k fr u1. v, A,"eric/m Tol!uc'('(J Cu. ~, {II., 
Circuit ("'lUI1, MIlntllulncty Count)'. Nu, CY·96-IS08·PR 

I\la~k:1 

Sr;;,e (If AlilSkt, v. PIliJjl~ Moni.!, 1m' .. 1'1 cII., Sureri!>r Coun, FIrSt Judil:ial Di~lril:t of Juneau, Nil. IJU·979IS CJ 
~Alll~ka) 

I\rizllnn 
S'nll.' (,fA rbmu ,'. Am('rinlll TC'/xlc'C'O Cu .• 111(" .. ,,/ at, Superillr CIMIrI, Mari<:lIpa CnIlIllY. No. CV ·96-14 769 (Ariz.) 

r\rknn~lIs 

SI,"" tlf Ark,m.fCls ~'. Til .. Am<'Tirmt To/J(I('("(I CII .. 1m' .. .., /tl .. Ch:mcery CVU", 6110 Divi~illn. pura~ki CounlY, No.1J 
91·2982 (Ark.) 

Chlifnrniu 
1>"(lI,11! t~{lllr S',,'t: "fell/if",.,.ill ('/111. Y, Philip MI,rr;Y. ''''' .. ,,/ Cl'., SUl'crinr Cuurt, Sncr,unenln County. Nil. 97·1\5· 
30301 

Culorw.lu 
SIll/I! ~!f C,,}lIrt1d,, .. , aL, ~. R.J. Rq/llJ/tis Tel/In"c'ci C<I" tt cll .• 1)\~lrkt COllrt. City and Counl)' of Den~r. Nil. 
97CV34l2 (Colu.) 

Connecticut 
SlOt" (~f C(J/III~rr;"ur v, PlliIi" MlIrriJ. rt cd .. Superiur Court, Judicial District of Willerhury Nu, X02 CV96· 
01484145 (Conn.) 

~ 
SI."",,! Gt!(lrRitl 1" td. P. PMlil' Murris. ll1C'., .. , III .• Superior C\J\lrl. Fulton County. No. CA E-6 I 692 (Gil.) 

B:lwuli 
.'i/ll't' (Jf H'III~';; P. 8r<ll~m & WilfiamYiIIl Tubtln"(J C{Jrp .. d 411 .• Circuil C'lurt, Vir~t Circuit, NI), 97-044I-1l I (Haw.) 

!ili!!!!! 
SIa,..- "11",,11(1 v, PM/if> M .. rrjJ·, IlIc •• ,., (I/.. t'nurlh Judicial Oistrk1. Adll County. Nn. CVOC 97032;\90 (Id~hu) 
IIlim,,!! 
Prup] .. ct! lIlt! SWIt' of IlIilllJiJ v. Philip Murris n (11., Circuit Court nf Cook CoulllY. No. 96·L13146 (III.) 

!m1i.!lD1 
Sltl'" f!fJlldi(lIIa v. Phili" Murris, 1m: .. ,,/ (II .. Mariun Cnunty SurerlnrCllun, Nu, 49D 01·9702-CT·OOO2."l6 (Ind.) 

h!lL!I 
SlrIIr I!( I(Jw~, v. R.J. Rl!,"I'lltlI<l1 TOOCj('l'O CmtlP<"I)' el ttl .. 'OWII Di~lIict Cuurl, rirlh lullici:!1 District, P()lk Cllunty. No, 
CL71048 (lIIW:I) 

K"n~Il' 
Sl(l/r (!f"Krmsru II. N.J. R"Y"(IM~ Tc,llllrro Cmu",,,.,.. iiI {IL. Di5triCt Court of SIrJwlII!e CuunlY, D1vi~i()n 2. No. 96-
CV·1J19 (Kiln.) 

J..\!lli:Ww.a 
/".'IOllb II. The AIDt'ficwl Tub(lC"t'tJ CrllHpIIII.Y, tl lit, 14lh .Judicilll Di~tricl Courl, Cillcil~ieu Pari~h, Nil. /)6·1209 (La.) 

~ 
$1,.,(, ufMuilU! v, PhilipMfI,ri$.lnr .. ,,'al .. SupcrinrCourt. Kennebec Cuunly, Nu. CV 97·134 (Me,) 

Mllryilloo 
MClryirm,{ v, PI,iIi" Morrir IlIcrJI11I)ratl'!ci, n Ill .• 8altimore City Circuit Cupn, Nn. 96-122017 ·CL2114H7 (Mcl) 
Ma.~sachuselll\ 

Comlllollwf'{dih "I MCLuadmlt"IIs v. Philip Mo"is/nc., ,/ crL, Middlesl!x Superillr CnUI1. No, 9S· 1378 (Ma.~~,) 

Michig:m 
K .. Uty ". Pllilip Mu,.,b /flt·Urpf>f"lIlrd. 1ft al., Ingham C~unlY Cirellit CCtllrt. 30'" Judicial Cin:uit, No. 96-84281.Cl. 
(Mich.) 

Mi~';(luri 

S(utl'! CljMiJJOIlri 1'. ArnuiC"llll Tobncc'o CII., !rj(". ,,'"1 .. Cirt:uit CIlUI't, Cily ur Sl.llIUi~, Nil. 972.1465 (Mo.) 
Monlanll 
Sralt oJ MrlllltllUi ". Plli/ip MUrrIY. 1.1(' •• ~, (.t, first Judil:ial Cnurt, Lewi, Ilnd Clurk County, Nu, CDY 97003{)6.14 
(MonL) 

Nehrl1sku 
SI(1/(' .!f Nt.'I,,..,,J,,/ II. R.I. NIf.l·n/.IdJ T"lllll'n' Cn .. t!f nl .• Dh1rkl Cuun, Lanc:a.~!c, Cuunl),. Nu. 573277 (Neb.) 

0·1 
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:23. 

24. 

2~. 

26. 

27. 

211. 

2!.1. 

30, 

31. 

32. 

:U. 

34_ 

3S. 

36, 

37, 

3~. 

39. 

40. 

NeYi"h 
Nt'l'"'''' v. PI';{;/I M"rris, ''''·(II11f1((11",1 . ... , Ilf .. Second Judicial Clluli, WllO(h<te ClIlInl)" NI). CV91·03179 (Nev.) 

New tl;!a"lnshirS 
NI''''' HmrJl13MrC' II. R.J. Hr,),lU.rds, Tu1xrcnl Co., ('I ~I/., New Ibmp~hire Superlnr CoUrt. Merrilll:lCk C"unly, Nil. 97· 
H.16S(N,H.) 

~ 
Sr,,, .. 11j'N .. w J('rK)' II. R.J. R~·/It)lds r"Ix,cco COnfPUll'~ "1 cll., Superinr CUUrI, Chuncery Divi~i('n, Midtllesex 
Cnunty, N(l, C-254-96 (NJ.) 

lSewMell.ic(1 
51111t of Nt!\1 Mt!xi'·lJ. \I. The AII/C'rit'all '(ob'lft", Co .. el (II .• fic~t 1udicial Districl C(IUrt, County u( 5sonla Po:, Nil, Sf-
1235 c (N.M.) 

No:wYurkSMt; 
$111/<' (lfNr)" York if ,,1. v. Philip MII"is, !,u'., ct ul .. Supreme ellllr, of the Slate of New York. Cnunry of New York, 
NIl. 4U036 I 197 (N.Y.) 

QhID 
Sltlle! 1101ri,. Y. PlJilip M,.rris, lite .. C'I crl .. Cl'urt t1rC~lInn",n Plc-.a~, Frolnkl;n em,nty, No.1)1CVHOSSI14 (Ohio) 

01:.1:11\<.'11\,1 
SI/II" tlJ' Ok/rr/lcmttr, '" 4", II, R,I. Rt.',l'tlClfds Tobr,ct·" CUlllp,m)" oil (II .. Oi.lnct Court, Ck!vl!:land Cuunly. No. CJ·I)() .. 
149<)·L (Okla.) 

~ 
Sl/ll~ ~ Or~s.'Q/l If. Th~ AIRt'riftltl n.b(let'" Co,. 1'1 crl .. Cln:uil COlin. Mu Ilnmnab Co~nty, No. 9106·04457 (Or.) 

P'!nn~yl YDn;4 
Cllltl"'UIf'''''''/''1 f!I' Prllll$)'/wIICifl II. PI/ilip M(ll'riS, I"c'" ~r fll., Court nf ClImltl<ln PIc"", Phil~ddphi;1 Ctlunly. AJ'I1'iI 
Tenn 1997, N,). 2443 

~ 
R('Sltll", rr .. /. y. Orowll & WillialHsUIt rUWl·t·" Cttl'p'mlli"", el"l .. U,S, Di~trK:1 Cuun, Puenn Ricn. No. 97· 
191{)JAl' 

Rhllck I,d'lntl 
StulC' c.r NIHU/I! 1,slll,'J .... A",~rkl'" n.bm·l'/' ep .. t!f tIl .• Rhnd.: Mund Supcrinr Cuu". Itm vid.:I1<.'e, Nu. 1J7<\w.;g (IU,) 

Squlh C:lrnlinll 
StCII~ .if Suurll Cllru(j'II' ~'. Brllw/I 4t Wirlimluon To/JtI('I'IJ Corl'0,...,ir"" '" fl/~ Cllurl of Common l>1eu~, I'iflb Judiei .. 1 
Ci~tJil, Ric:hlDnd Cllunty, I\l{ •• 97-CP-40-1686 (S.C,) 

Suurb P;&kilt. 
SIll/I! vfS(IItlll Dakot(" rl e,l, v. Phili" M .. rl'iJt, 1m'" 4'1 af •• Circllil Court, HUl!hc~ C"ullty, Sil'.lh Judicilll Circuli. N,', 
911-6S (S.D.) 

!.!.l!!h 
Sialt! (~f Ule,}, v. lU, Rt!."fftJ/rls Tflbt",(,O Clm'l'rm:;', et (If., U.S. Dhtrk:t Courl, Celllnli Diyi~illn. Nil, 96 CV (IH29W 
(Urah) 

Ymn!!o! 
St(llt' of Vl'l'lnrllll v. PMlip MOTtis, //1(' .. rl If/ .. Chillcndo:n Su~ri.)r CllltrI, Chillendt:n COllnty. No. 744-97 (V{.) and 
5816-1)8 (Vt.) 

Wn~hin!!tlln 

SrU/1! of W(I,rl/ilfK/cm v. Am",imll ToIxIUl/ Co. 11Il',. *" til .. Superior CUllrI (It' W!l~hilllltlln, Killll County, No. ')(1-2· 
I S0560KSHA (W".lI.) 

We~1 Vju'!ola 
MI'Gmw, C'( al. v. n.~ Amrrkflll n,b/lei'l' COlliI'm)', <', III .. Kornaw"" CuunlY Cirt.'lIit emrr!, Nil. 94-1707 (W. VII.) 

WjM'uns;n 
$'"'tfq Wil'·tmsin l', PhW,. Murri:tlIfC'., et Cl/., Cin;\rit C'IUrt, Srunch II, Dane Cnullly. Nn, 91-CV -;128 (Wis.) 
Addilionlll Sta.e~ 

rnr e"'dI:b Seuling SIDle nlll lisled .. bIW(;, the 11Iw~lIit (lr other legal ~Ii(ln filed by the Atlomuy Oen.:rul or Govtrnnr 
of such SCllling Silite ag:r.iur:t Pcrrtic:ilJ{IliIlN ManuCaclllren; tn Ille Court in 5uch Selliing Slale prior 1<) 30 day,~ afler 
the MSA execulion Dute 1l.~$CrtjnJl ReJeatled Claims. 

0-2 

EXHIIUTF. 
FORMYLA FOR CALCULATING 

VOLUMr-: ,\IHUSTMIo:N.Di 

Any amount thOlt by lhe term~ or the MWlter Seltlement Agrcer~nt i:< SI) be I.llJju~ted pun;uanl tn Ibili exbihil ~ (the 
"Applicable: B,,:oc Payment") 'hall be udjlllilcd in the folluwing 1tI1l1ln«: 

{A) In the eycnt lhe II.ggrejlDle nlllnber at CiJ;arette5 shipped ;n Of to the firt)' Unilttl Statc~. the Di.~tricl Df 
Clliu Inbill, lind l'uerlU Rico by lhe Origin .. 1 Participating Munufaclurers in the AppJicllb~ Year (<lit defined hcr~ nhelow) (!he 
"A(.111l11 VIII~'l\e") j, stealer Ih~n 415,656,000,000 Cigllretlc!I (the "81),'1\: V{1lume"), the AJlpliO:llhlc BlIl'C ... .Iymcnl ~hall be 
Inulliplied by the ratio uftbe A.:twal Volume talne tcIa~ V(llume:. 

(8) In [he "Wenl the Aaulll V,dunle ill Jes~ thlln the B;ISC VolullIe:. 

i. The AflplH:lIlllc 8u~ Payment ,halt be reduced by $ublrac:ling t ..... lln it the llmolln! cqllallo su<:b 
Applicable all~e Payment muhirlled blllh by 0.9& lind by lhe result 01' (i) I((\nt) minus (Ii) the fatiu of th~ A.:tual Volul1lt 10 
Ihe Base Volumo:. 

ii. Stllely for pu~" of .:ulcul3ling yolum1! ltdjustmel\ls IU lhe pa)'mcnl~ n:quin:1I under xuh!lectinn 
IX (c)( I), ir a reduCtK1n (.rslle Ba2 Paymellt due unlkr IM:h ~ub5ection resullli fmm the arJlticlltiun of :luhJlaroll1rolpb (B)(i) of 
this cl\bibit 1::. bllt \be Original Partidpllling Manufuctureo;' agllteg,lIe "JlC!mting inca me from IlUles or Cillarelle~ fur lhe 
AJlplic:lblc YC-oII' in the fifty United States. the OilllMl af Culul1lbi'l, .. 1Id Puerto Ricu (the "Achlill Operatinlliru:ume") is 
grealer 'hun 57,195,)40.000 (the "Ba~e Operaling Income") (!lu<:h Ba~e Oper.a{ing IlICnrne bei Itl: IIt.1ju~ upwllrd in 
1I,-"aII'IIance wilh lhe fClI'l1luIa fllr inn_tilln adju~lnIentillet (mlb in Exblbit C herclU beGinning December 31, 19961c1 be 
"pplied for nch year lifter 1996) rl1t!n thc .mount by which !l\K!h Bwce Pllymenlls redwed by the IIpplicuti01l Clf .ruhsectiun 
(B)(i) ~hilJl bt: reduced (bllt nnt helDw um) hy the DIMIlnI cah:ulalCd by multiplying (i) II pen:c:nl<llle equal 10 lhe asgrecule 
Allocable: Shiites ut' the Senling SI:Jt~ ill whk:h Sllltc-S~citic finu1ity hils oCt:urred 11)1 (Ii) 2S'lI> of such im:rease in sucb 
lI(terlllinl:': income. fur purposes Ill' Ihi5 Ellhibit E. "aperatillg income Cmm ~alel( of Cigllreue~" $h:1I IIIIe<ln "pcl'ilting income 
from 'Illes tI(Cigal'l!lIe~ in tile tiny Unile~ SI'Iles,lhe District ofC"llImbill,1I1U1 Pucrttl Rico: (a) befnre goodwill 
IIml1r1iZulioo, Irudemr.rr1c IIrn(lrdzlllitlll. relll!'U<:luring \:hurges and r~lrlk.'turillg relliled ~h;lra;e$. minorily Interesl, n>=1 inlr:re~1 
1:l(r.enKe. rmn"'J1~ralilig im;ume and eJ.penlOe, Jen~ ~tlrpur.ue expell~~ und iucmne '''XCI': lind {b) excluding eltlr.lImlin~1)' 
ileml!, curnulnllve effect ot cllanJ1e~ in metbod of IIccilUlltinll Qnd discontinued ~'JICnr.tion5 .- all us _h income i. rt:j1llrted So 
lhe United SMell ~cur\tieli IIlId i:xehunge C"mmi:l~on ("SEC") for Ibt: Arpllcalr1c Year (~ithcr indcpen~aly by tho: 
I'lltlicip;tlin, Manu(lICturcr or WI Plll't of const,lidlUed fillllllcial ~1<JI.cmenls reported III d,e SEC hy lin AffiliuCe (If su<:!\ 
"lIft;cipadn: M:lQulactlircr) or, in Ille CllSe uf'lIn Origin:11 P:,rticip:J1inll ManufllClurer tNt dc-e~ n(IS reIK?1'1 inalll1e III fhe SEC. 
a~ repurted in lilland,,) Sl.'Ucmenll! rre"lIrcd in ItCCOManllC wieb U.S. generally accepted IIl.'ctlunlinr; prill<.iplclI ilnd ;Judiled by 
or Dalionally reclIgnized DCC(lUntinS firm. fur ),elll'lI 5ubsequenll(l 1998, the dclerminlllitm (If the Origilllli Parr icipailng 
Miinural:tuTen' aggrcgUle (lpel1lllt1g inc\ln\C frunl sales of Cigarettes ,;11:111 001 t)l.c;hlde any ch:wge.~ [II' expenlle5 illl.'ll!'rtd or 
accrued in cooncction wilh Ihi~ Agreement (1r lin), pri(lr l'ClIlemcnt (If a loh,ceo :and healllt 1.';al<C and !'hlill otherwi~ be 
derived \Ising the: I"lme l'rinciple~ liS were eTIIJllaytd in deriving l'Uch Origill.lll P"rc!djl:ltinll MlInllf"clllreu' ilsgn:gale 
"Sterllli"g i~'fllnc In"" 5111c, of CiguTeltelli in 1996. 

til. Ally incl'Cliile in a Ru~e ..... ymenl p\lrsuaRItu subscclion (8)(11) Itbl1V\! ~h:lll he ullllCaled ~11l()ng the 
Orisin~1 Pllnic;paling M"llufoclurer~ in Ihe fl)lIowlng I1IIInntr: 

(I) (lilly to lhuge Original P:1rlicipa!ing Munufpclurer~ whose opera!ins income from 
l',dclIut' Cigaretles in the liny United SIl'le~, Ihe OJ'''ril.''1. 01' Culumbiu IIIId Puenl~ Ricl) for the ~<II' rl)r which Ihe BUlle 
I'lIyn"~nl is beinl;l ordju:lled is greuter tbun tllcit rcspl:\.1ive operolling income (rom Ju<:h s~Ic::& ,.rCigarcltc5 (Including uper~linjl 
inc.:oll1e f'mm ~ucb :>llies nfatly ,,(their Affiliates thllt Ihl nol ctmtinue to have !Wch ~:tle~ aflCfthe MSA. Execution Ou!c) in 
19% (us increll..ctl (IIr innmilln a~ pTlwkled in Exhibil C herein beginning December 31, 19% In he "I'I'lkcJ r,J'ClICh year 
... fltr 11196): und 

(2) uTllllng the Originall'lITlH:ipwing MllnllfDC1UrerJ delIcribell in pOlr.lgraph ( I ) uhovt in 
Jlf'lIpurtion «I the nllit~ of (l<) the ht(.,.e~~ in tbe operating inlo"Ome Crnm ~"b llr Cigll!'eltCl> {0111 c1escn'bed in I=agr~pb ( I » nf' 
the OTisinal PlIrli<:ipatin: Mlllllful.'lute.r in questiun, 10 (y) the aggrtll,ne inc!'ea~e in the t1perJting irn .. nmc from ",Ie); nf 
Ciglln:tle~ (a~ de~ribed in parngtllph (I» llf tbulie Original Pllrticipllting MlI.lluractllr'er5 de~ihttl in paragrllJ1b ( I) iIlxlye. 

(q "Applicllblc YClIf" me:lnll Ihe c.lend:&r ~ar immediately sn<:cding Ille Yf'.If in whic:h the JlUyrtltnl lit i,,:slIe 
i~ due, rellurdlt~~ of when ~ucb p;tyment iJI "",de. 

(0) "'or pUI'JlO:;e~ of Ihi5 Ellhibit, ~hipmc:nl$ dial! be mea, .. uted a~ provided in ~uhl;tClil)n II(mm). 

~.l 
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Wll.I!Jll 
POTENTIAl. LEGISLATION NOT TO HE OPI'QSF.O 

LimiUllions on YI)ulhllCCe:.;S 10 vending machines. 

Inclu~inn (If cig;m within me definilillR of tllt-olWCIl pruducI~. 

Enhuoctlll<!nll'lr enfor.:elnenl efforts to identify ;lRd Ilt'o~c~lIte vlnlatiult1' of laws prnllibiling relail s"le~ III Youth. 

Encuur .. ~ing ur lIurporring U~ (If lechllUlnln' 10 increase effct:tiveness uf age-llf-purchill'C l;Jw~ •• ueh Q'. willmUI 
limitulillll. Ihe use "r progr .. mOl:lhle SI!llI1R<!fS. lIC:1nners In read drivers' licCllsl:J. UI u~ of ulher acellO <1:11" b:lllia. 

l.imitalil)ns on promotional pn'l!ram. tiJl' '1(In·to""c\..'(, g"ud~ using InhllCt..'O prnducls as prius or giye·aways. 

EnfllrcclIlenl uf :1Ccess rcslrictionll thrnugh penalties un Y tlulh for pl15!ICssilln or use. 

Limit;tlinns on ItIh~cL,() Jlrllduci Ddvcrtising in III' lin lIclloul r:1ClIilles. or we;jfinllllf IllhilCt.'o lI'llo merchandise in III' 

un scmlul property. 
Lilnilalions on nnn-tl1buccu products which lire desil!ned 10 Itlllk like tobacctl (llnducl::. l-lIch a,; buhble gum dgar~. 
(IIndy cil:are"e~. etc. 

t:.j 

EXHlntTG 
OBLIGATIONS OF THE TOIJACCO INSTlTUTE 

UNDRR THE MASTER SETILEMENT AGREEMENT 

(a) Upon (<lUf( ~PJlrtWIII of 8 plan of di.snlulinn The TobIK.'Co In!llitule ("TI") will: 

(I) Employees. Promptly nutif), und arrange ror tbe lermlnalitm tlf Ihe empluyment Ilf ~I\ em(llllY~: 
Jlmvided. howev.:r. Ihul TI mlly I:onlinue to CI1gllge IIny employee who i:. (A) cS5entiall" the wind·down fUI\I.1.inn 1111 :<el r~lrch 
ill liCctilln (g) hcrcin~ (Il) rca!\Onably needed for lhe ~olc rurpo!>C of direcling qnd ,uPf'tl'\ing TI'~ dden$e of onllllinil 
litigation; Ill' (C) rC;ls"nal'lly needed fllr lhe lillie ptll'(I()!Ie of perftlrmillll the TI)h:ICL'O Institute Tel>ling luhllrulllry'5 (Ihe 
"TlTL") industry-wide cigare".: lCS1ing "uNulInl tn the ~cderul Trllde C()mmissinn (the .... ,'C"') melhod lIr uny u(her teslinG 
prestlibc:d hy slal4: \)1 federal law as set forth ill ~Iion (h) herein, 

('2) Employee "ellefil~. funtlll.\I employee bene lit lind pensillO pRlgrams; provided. hllwcvcr, Ihal unlcs~ 
~RISA or tither lederal or SUlle I:lw prnhlhiu It, II'UCh rundlng will he llCcnmJlIi~hed Ihmugh periodic conlributillns by lhe 
Original Participaling M"l1ut'acturer~. aC<.:ording 10 their Ktlative Market Shan". inln ulrust or .. like mechilni:(nt. which II'II~I 
ur like Incchimil'lll will be cl'lublished within 90 daY!' of ~)lIrlllpprtwul (If Ihe pflln or di~lulian. An npinion leiter will he 
appended til Ihe di~:<Illuli<1O plan tIl .;.:rlify thut the INSI pilln i~ nO! jncllR~istent wilh ~RISA Ot empluyee benerit I'ell!ii('n 
cllntr~cu. 

0) I..ease!<. Terminate: allleu5emlld~ al the earlie!Ct pt)!IlCible (I:1le pUMlU'Jnt '" lhe IClI~e~: rrovided, however_ 
thai TI may rctuin ur k:lSC anew ~Il\:h spiIt'C (IIr leu~e l1ther ~pacc:) ,11' needed l'tlr i'~ wind-dllwn lIClivitie:!. rl'" TITL IClIlin!; a~ 
dcscribed herein, lind for subsequent liligalilln clefen:ce lII:livilll:ll. Immediatel), upoo utculion llf Ihi!' Al!reemenl, TI will 
prl1vidc nlllice III eilch "f il~ landlord5 of itl> ck5ire tu terminute its Ieu~ wilh ~lII.'h hmdJord, :lnd will requeKt Ih .. ( the lund lord 
take all ~Iep.~ 111 rc·leil~-C the premil'C~ III lhe CIIrlie~t p05~ible dllte C:M~bttrlt with TJ',; perfurmlltlce (If iii obligAlion$ 
ho!reunder. TI will yaC:IIe such tellsebold premi~ us _nun liS they ore re-l1:ascd tlf on Ihe last day of wind·down, whichevt1' 
(I(."<."r~ til1<t. 

(t.) A~~~IDehlS. Within 60 days after coort IIflproval or a pI,," of lIi5solulion. TI will I'rnvide 10 Ihe Attumey 
Gcn.:rul of N.:w Yurt. lind IIppend 10 11K dill~ululic.n rlun a description ur all of illllUM:ts. its clebts. tD;It dailO5 OIS:lin51 il. 
clainl~ of' SIlII.: lind ledcml gl)Vcmnlenl~ against it, credimr cluil1\~ ug:linllt il. pending liligulion in whic:ll ;1 is ;1 purly lmd 
ntlliCl!!1. (It' cl .. lm~ again_I il. 

(t:) .Ilw:.tt.IDml;I. Subject 10 the privaey JIfC)lecllon~ provided by New York rublic Omcer~ Law H 91-99. TI will 
pnlVide a L"OI'Y of (JI' (Ilherwhe mllke unilable "1 the Stale (It· New York 1111 docUments in 11$ pos!le~.mn_ cKc:1l1dinglho!;e thai 
1'1 cnnlinllell 10 cillim III be whjecllo nyattorney·client privilege. attorney wOC'k produtt Pltl1eclinn. common inlerClllljoinl 
deCenllC privilege tlf any olbel- IIJ1plicahle privilege (c:ullecrively. "privilellc", uf\er the re-exumin"ion or privileJ:C claimll 
pur5uantla CI~W't order in SIal!: p( Oklj!bomi' v. R! ReynoldS Tnhi'££Q Cgrnrumy ct .. l. CJ·96·2499·L (Di~1. Ct .• Clcveb,nd 
CtlUnly) (the "Oklahomu III:li(,n"): 

(I) Tlwill deliver 1\1 {be Allumey General t)f the SlIIle pf New York (I top), Df Ilia pri,ilege log ~erved hy il 
in the Oklall(lnlU aClion. Upon .. wrilttll request IIy lhe Anorney Ci1:aeral. TI will cleliv.:r an updated venittn IIf its Jlrivih:ge 
I(I~. It'liny lC\Ich \Il'darat verdon exl~fs. 

(2) The dl«lmrure of any documenl (If Iklcument~ cluimed ttl be privileged ,,"'ill he Governed by !>Celilln IV 
of 'his Agreemenl. 

(3) AI the cunc:lusinn of the dtl'-oument rroduc:tinn and privilege logginG pnlCes~. TJ will " .... vide It 511o\IIn 
uflidavil I~t aU documcnbi in il~ JlD);.~cs~iDn II.1vc been made available 10 lhe Annmey General Ilf New Yurk cltcept (or 
dotumenL~ claimed II) be privileged. and ~t ;jny privilege lugs thlIt alread)' edg have heen 1l1lI~e aVllilllhle II) the Auontcy 
General. 

Cd) Remaining A!O.~eK On mulooI agreement between Tl unci the Allomey General or New Valk. II 11I1(-f.,r·(1I'061 
heal,h nr child welt'llfc urglUli:r.ulinn will he Rllmed 8~ tbe heneticj,uy of an)' TI 1ISl<Ct~ Iblll I'Clnuin after lawful tran:cfer.c tlf 
aSIIC1S lind j;lIti,;fuclinn (If TJ' 5 employee benefit o\lliltllli(ln1' and any other debls. liabili1ic~ or clalm~. 

(e) Prrens I!fLiljg:llj(w. 1>U~uant ID Sec:tion IOO6ufthe NcwYork Ntlt-thr-Pmfil Corpn .... l1io11l;lIIw. TI will have 
the rillht t~1 clmlinllc til derend il~ liCitr~tiun inle~~I' wilh n:~pel.1. 1t':II1)' claims :sgaiMl il that are pending nr thrcillened nnw 
or Ih:11 ure brough! til' threatened in tbe fUlure. TI will retain IIOle l.iiSL'felillo {lyer 1111 lilis"lil1n decL~iun~ including. Wilooul 
limiualiun. dOtiSMlhs wilh re"l'ccl 10 a.~:lelling lIDy p!'ivilcl,'ClI or IlcfensCli. baYinG privileged communic-oIlinm lind creatinjl 
Jlrivil~ged dllcuments. !iling l'1eudilllls. responding Itl diSl:overy reque~t.~. making mulilms. filing :lflid~yits lind brief!>, 
(!tIPduc(ing pUr1Y :lnd non-I'ully dis.:uvCfY. reluining eJlperl wiltl\':~~ lind ctll!5ull:ll1ls. prepllring for lind defending itself ut 

nilil. ~cnlinll IIny c:I~ims lI.~l'Crlcd "cainst it. inca-vcning Of ()thcrwi:le p-.utic:ip;iling in lilis;atiun In Jlmteel iolercslll tlutl it 
deems )(ignifit:mt 10 its defense, lind otherwise direCling IIr j,.'(tnducling it~ defense. Pursu~nt Itl n.isling jllinl ddenl'e 
.Sn:c::ln«Il~. TI mil)' ':Imlinue Iu IIjCsi~t illl CUlTClltl1f' furmer melnhcr~ in c1efcn.oe III' any litisllliun hrought "r Ihrclltened UI/II;II.1 
thCIIl. "1'1 \lIst! IIllIy ellter inh~ noy neW juinl dclense aJ:rcemCnl .. r a~rel!menll' Ihill it deems siGnificant h, ils delcru>&! IIf 

pendinG III' thrc:Il!:ncd daim~. TI m .. y clInlinuc til engllge ~1Ic:h empillyee~ as reusunahly n<!C!dcd r.'r Ih.: !It,I" pUlr",;,: ul' 
direeling lind :nIflPln1ins il~ dcfcnliC IIf Imguing liligalilln. As 5001l1l~ Tt bus 00 liligulinn pending againl't il. II will ~i~slllv(' 
comptelely and will cease all funclinn); l:oosi51eDI wilh the requin!menls nflaw. 

G·I 
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<0 NIl nt,hlic 'tlllcm.!nt. Eltcc:t't u~ I\l:ceillOary in Ihe I."UUT:>e Ill' litigatiun dcf"mlc a~ sCI " .. 11\ .n :;,:ctiCln (c) ahuvc, 

upon Cllurt uPl'r"v~1 .. r II pllln of di~~lllItion. neitber TI !lilT any of itl( cl11JIlllyet!s or agents (lcli ng in their "nid:11 ~a(lllCil)' 

lin bl!hall" Ilf TI will i~l;ue any ~tatemtOls. Jlre~s rclc::w:,. Ill" (tIller I'ublic ~tlllemtnl concerning II!b<ICcl,. 

(g) ~. Afler (.'Ourt lIpprovill of 11 rldn of di5S\.lutiIlP, Tl will etTcelnte wind·,h.WIJ ,II' all :Ictivilit:~ {lJlI,,:r 

lh,m it~ deren~e or IiliglUiOI\ liS described ill nelitln (el above) eJq)cdil~lu"I)'. and in nn cvcnlllller IMn 180 days after lhe dale 

M cmm approval of tlle I'lan of di~:;"hllilln. TI will proville !1I(>lIIl11y 5tu1~ repur{~ t(. tbe Annrney Generill Ilf New Ynrk 

n!IrJnlinJ,l the pmgru~ af wind·down etlOr\l; and W\mt rel1lllillinC In be dllne whh respecI 10 ~"Ut:h dTllfLO(. 

(h) nn... NolWilh"lllnding any u,her J'nlYUi(lil of this ~"'hibil 0 IIr the disso.lutilHI "I:m, TI lnay perlilflll TITL. 

illd\I~lr)'.will~ d~;ltl!lIe le~ling pumlllnllll 100 1'1"( Inethmillf ;)n), olher Itl;lillg prc~~rih-=d II)' ~Iale nr Ii:l.leral 1:1'" unlil ~uch 

funtlion i~ Irunsl"ll.,.c:d tll;lnulhl!-r o=ntilY, whj ... 1l1ran~lL!r will he II(:Clllllplishtd :IS slIun .. ~ (ltllt:lk'"I>k: hUI II' nI) .:vent nlNC tUll 

1110 d~ys arler cnurt approval of the di ... ""lutioo plan. 

(il ~, After the filing ~If II Certificate IIr Dinotllrion, pUIl<Wlllt 10 Section 1004 III" the New Y\lrk Nol·fllr· 

Prutit C'lrpllfatioll Law, the Supreme Cl>url t(lf t~ Stale uf New York will bave continuing jurisdis;lil)n liver the di!l.o«tlulinn 

II!" TI .. nd thl! wlnding-duwn at' TJ'l\ aCli\'ilic5, including :m)' litigalilm-rel:&led IIclivitie~ de.crihl!d in .~uhs.:ctilln (c) herein. 

<H NIl Determination Ilf Admi~~ion. The disJi(.lulion ofTI ami ~ny I'fllCeedinl:s laken rn:ro:untler I'~ 111)1 intended 10 

he und shan nllt in ... ny eyenl be cnn~lrucd a~. deemed tI) be. tlf represented 01" clIusetl 10 b.: repl"L."ICQlCf.1 hy uny SeUlin!: Sinte 

II.~. lin oomis!linn 01 c()nl.:el\.~ilm or evidcn~c (It" uny lillmlity ut lIny wrongduing whllt~llcvcr lin the rllm ~Ir T1. any III' il~ ,",unent 

IIr r<lnMr ~mher!< or unynne !!Cling on theIr hehulf. TI :lpcciflCl_lIy discl~im5 pod \!':lIi~,; un)' Ii~hilily Of wn,lnllo.l"illg 

what~l)ever wilh r"~J'o:cl hI lhe I:ll*imli lind nllclllilillM :a~~rlcd ;lguilt~t it by Ihe Altomey~ Oem'mlll!" the SeHling SlillC~. 

(k) Cllurt AnnTl!Vll1. The Attorney Gener ... ' ilr Ihe Stule a! New Yurt olld Ihe Original POIrlicip:.ting ManufQctun:r~ 

will prepare a jllinll'lun "I" diAAlllutiun ror ~ubn\ko;j(\I\ 10 the SIIprelJ1¢ enurt til" lhe Stale uf New York.. all uf Ih.: ICIItb "r 

whK:h will b~ ~J:rt<:d 011 and Clln~clIlI:d It) by tile AII"rney O1;neral u.nd the Ori,inall,,,rticjl'~linl! MII"uf""turcr~ c .. ,ui:<ICni 

with Ihis .a:hcdulc. The Origin;ll Pm1icipl.ting Manufaclum"l< :tml tbeir etnpluyccs. a~ "mccrt and d;re-cll)r.< I>f TI, willl:lkc 

whlllcver ,;lefll' uro: nc<:e:", ... ry I .. e"ceul': all dUl:umel1l" netded In develllp IIbCh \I pI:m nf disSllhllillR ... 110.1 III suhmit it III the 

~~lUn fllr applY.lY~1. If ~lIly COUll modees .. ny nUlt.:rial \:hange to uny rerm IIr I"nlvi01ltln .,f til<! pilln \If \li)l""lulinll u~recd uJ'(ln 

and consented III hy the Allumcy General and the Originall'arlicill<!til1l1 M~n\l(:lc"m:r~, then: 

(I) the Oril!in~1 PartiCipating MAnuf:l<:lur.ers may. ~t their election, rn!vertho:le~~ pflll."te,1 With 'he 

dis,,",lulillll pl;ln "" nl<ltlificd by the Cilurt; or 

U) if lhoe Orlgind J>:arlicip;lting MiIIlulllclUrer~ decl not II> I'r .... :ee,1 wilh tho: cuurl·mlldif\Cd di~ .. ,IIIIi<ln 

rl,..,. the Or;t.:ilJlll Pllrth.:ip.-ting Ml\nllraclllro:r~ will be relell104!d t"mm any IIbligutioll~ or undenakinss uolkr Ibis !\greenlcm Of 

Ihis lichedule with respect ttl Tl; prQvWw, ht'wever, that Ihe Original Purlicil"lIinll ManurOll.1.llrcr5 will engage in gtll>d faith 

nellnliuliuns wilh the New York Alturney General hI llgJ"eC ulllln lhe term or terms tlf lhe l1i!l.'>(.lution rlnn that the court trI:t)' 

huye modified in an ellon 111 IlgTet ul'l)n:& disslllutiun plan Ibul mlly be ~lIbmitled fur lhe CO\lrt'~ considentli!)lI. 

G·2 

F,XIUlIiTIl 
DOCUMENT PRODUCTION 

Se,;tinn I. 

(;0) Philin Moqb Qlmp;!Dies Inc et ai, v. American Btoudc~.~ling Cnmmmb Inc. ellli. AI LlIw N<l. 

760CL')4XOOK 16'()() (Cif", CI .. City of Richmund) 

(h) H .. 'ley.puvid~9n v. Locilllird Tubp'cS! Cp, Ntt. 9)·941 (S.D.N.Y.) 

(e) LI!rilliml Tnbul1!".S! Cq v. Uarkv-O"vidffiR, No. 93-6098 (B.D. wi~.) 

(d) Urnwn 4; Wjlli~lm~on \I. J!!Iinbmn and CBS Inc. No. 82-64& (N.D. 111.) 

(<!) The 1-"Te in"t~1igulil!n~ ur 1011011:(.1) indu~lry udverli~ing ::Ind rrl'mlltion :II' embodied in Ihe li"lowinlll..·il~s: 

461-'TC706 

481-iC 82 

46 ~TC13.s 

411-TC 1393 

108 f. SIlI1P. S"J:\ 

551-1C 354 

56l-iC96 

79 l-'TC25S 

801-"TC4SS 

Inve~IiS:ltion .R023069 

InVe!lilllllinn 4111323222 

Elldl ()rICiollll PllrticiJ'.lting Munuf:IC1Urer .:and TlIb~cC:I .. Relat(d Orguftlz:llil)n will cooducl hs nwn rea~illlabit 

inquiry 10 delerllli ne whal uoculnenls IIr dcp()~ili(ln tCl'tim(KlY. if any. it produced (It pruvided in tl~ ubove·Ib;led mllllen;. 

SCl:li01l2. 

(u) SlIlIe ofWa..hinellln •. American T<lhusC!1 CII e! al., No. %-2·15056·8 SEA (Wa.h. Super. Ct.. C()UIIIY ~)r 

King) 

(b) In re Mike M(II!O! Aullroey Genm! ex reI Stale tlf Mis,n,,~inni 1',m3cco I ilil':ltjllQ NIl. 94·1429 (Ch~ncer)' 

Cl.,':wk~(ln. MillS.) 

(e) $1al(.lIft1oridg v. AmedcanTllb3CCOCo e! .1. Nn. CL 95·1466 AH (fill. Cir. C, .• IS· Juditial Cir.,l'alni 

BelH:bCu.) 

(d) Slute ,,[Tenn. Amt:tjo:lln Tllb3CL." Co el ill ,Nu. !5.96CV·91 (B.D. Tell.) 

(e) ~ v. Phili" MArris el ai, No. C·94·856S (Minn. Did. Ct., County or Ram:>ey) 

(0 !!min v. It) BeYnllld~, No. 91"",9738 CA (21) (11th Judici",1 CI., Dade COllnty. l'!oriLla) 

11·1 
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mlli!JI.! 
INDEX ANO SEARCH FEATURES FOR DOCUMENT Wt;ru;ITE 

Ill) ~"Ori!lin~ Panicipaling Manu\'llclllrer :snd TabOl(;c(I·Relatcd Orl!lIni~atioa will ere:\lC iUld tllllinlQil1<lp ill; 

~to~ile, III it" expen~e, un enhanced, =lmble index, Q.~ de,;crihed below, using Alta·Vls!a or funclionuUy comparable 

m(rware, utr all of the dotumCllt$ cUlTl!ntly (II' ils wehJlile and all drn:umcnl:< heing plm;cd !Ill its weh.il~ pursuant 10 ~eclion 

I V Il{ Ibi" AgreemenL 

(h) The ~earchuble illdil:es uf dl)l;Ulm:nt~ OR thellC websites will indude: 

(I) all IIr lhe information cuntained in lhe 4(h} imlice.< prlldwc:d 1\1 the State AlIllfncy~ General (l:xl;l.,lIin8 

tield~ ~~d!ic Iml)' \I) Ihe Minne,;ota aclil.1n othl:1' thaa Mrequest number"); 

(2) the fllllt.wing a .. hShlona! ticld~ Qf information (or their 5uhslllntial I!lluivulcnl) 10 Ihe cxtel1l ~uch 

intilfltUl(illfl lilrelldy elli~b in an elccltllnic tunllat tbat COla he incOIpor:aled into such an inLiell: 

DllCu,nent 10 M'.I~ler ID 

Other Nllm'n:r 

Prima()'Type 

PCI'lIIIII A.lIending 

PelllOll Auilinr 

PefliOA C(lpied 

Orpniulillll Authur 

Orgilni~IIIKIC\ C\\pied 

Orsanizalill" Allcnding 

!'bylllCllI Attachment I 

Cb:.rdClerisliCl' 

Sile 

VCTb:Jlill) Title 

Primary 81".1111.1 

PagcC\IUnI 

DtH:llmcntl):Jtc 

OthcrType 

PCFlIOnNotcd 

ferllUR Redpiem 

I'et~lln MCOIic1ncd 

Ofllanludnn Recipient 

Org;lnizlItiun Mcnli .. "cd 

Orglmiutilln NI)\eu 

Phy~io::tl Al1l1chmcnt 2 

File NlIme 

Areu 

Old Brand 

Menril1ned Br:&nd 

(c) !!:Ieh Oril!inal P~rtici(lllti~ Manutaclllr« llnd Tubacco-Rel:lIcd OrgJmlzlltll.n will utld, if nnllliready uVlliluble, a 

user.fril!ndly dl)(:~",cnl retrieval fealtlre 1,1\ llle Weh~i1e l:ul1l1i5li~g nf II "\Ii~\11 ul! pl1ge~" run!:li"n Mth enhlll1ceL1 imlll!e 

vicw.:r COIr:lbi\iIY lhllt wi II enMhk lI""rs Itl ehoollC" It) view ~ndJ(lr "rinl eitber "all page:<" f~.r" ~pe\:i Ii~ d'>Clunent ur "t>~ge·by

rage", 

(d) Each Original "_TII~iJlllting Mllnuractun:r lind TulY.ll."CI)-Re:/llled Orglmizalion5 will [llllviuc III ill; u .... n I:)tpcn~c 10 

N .... AG :a COllY set in elet:lrunic form ur it~ web~ile IRlCument imllg~ lind ill> llCctlmpanying ,.~ttl1n lV{h) index in ASCII

delimiled f()fIIl for all of lhe documenl~ currently on it~ web!!ilC lind all or lhe dtlCument~ de5tribed in ~ubl;ecliun I VI d} of this 

Agn:emenl. The Orisinal Pllrtia;ipaling MlinuliJeturc:rlI lind Tubac.:c..,-RelillCd OrI:~njtlltiun5 will'lot 1)~jcclll) ally suh~~tjlM:nt 

di~iTib~tit)n anLl/<lr fCprt>dllcliun of Ihe~'e copy ~el~. 

I-I 

iAWW!.J. 
TOBACCO ENFORCEMENT FUND PROTOCOL 

The SIllies' AnrilrllsllC()n~umer Pmlel:liOll Tobac:t:\1 Enforct!llelll fund ("Funtr) ill estdbli.hed lIy the 

AUl\J'1\e y~ Genenll of tbe Setdil1Jl St;lte:l, IIcling Ib~lugb N MO, pursUlint 1(1 ~1ron V lI[(e) Itt" the .... greement. The Full owing 

~h"U be the primary nnt! manti:alu,"), prtlu>coI ttlr the atlnlinilllfaUl)n ot'lhe fltlld. 

Sl!clion I 

Section A 
Fund Purpll5e 

The ""'IRKS t() be L'~id pursu:lnl 10 IOCClion VIII{c) of Ihe Agreemenlllhull be plllccd by NAAO in a new and ~ep:arale 

inte~st bellring 1I<.'Cl)lInl. denilmilllllcd the Stale!C' Antitl'U!lc/ Ctm!lUlner Prlliection Tobl/ccI' EnfnTL'e1l'1l!1I1 fund, whi~h ~hall 

nollben ur lherellt\er be commingled with any lIther rund~ llr lICIXlunu. HlJwellct, noth;"1l herein shall prevent depo~il~ inlo 

tbe 1I(.'\.'(ItIII[ so lonl! us mllnie!( ~o depo~iled aTe lhen luwfully C(.mmlned for lhe pU'l't15e uf the Fund us sct fllnh herein. 

~ 
A 1:()llIminee of Ihree Atlumcys General ("S~ciul Cl>ll1J11ittee") shull be e~t:tblisbed tn dctennine di~urselm'nl~ 

fmm the Qf..'CCIURI, using the p",ees¥ IkSl.:ribcd berein. The three ~hMII b~ the Attorney Generaillf l~ Slate of W~hlnSlUn, tile 

Ch~ir pf HAAG's antitrust 1."ll/1lIDiltee. lind tll" Clwlr or NAAG'~ "'1lR~umer protection commillee. In the event thaI an 

Almmcy General shall bold either tWI' \lr thr« \11' the above Klalcd po:Utian1l. tllllt Allamey Gener;!.1 may serve unly in 01 singl.: 

capucily, IInu shall be rerl:l.ced in !he rMlililling podtillt\ll by first, the President of NAAG, next by the Pre~ident-El~"I of 

HAAG and if nel."e~5ary lhe Vicc-PreJidenl of N AAO, 

Wim1..l 
The JI1I1"rIlSC (If the Fund il!: (I) to enrll,," lind implemenl Ihe 1Cfm~ of tile Agreement. in fII1rticulur, by partial 

(Jilyment ul" the ITIUMlury C!lSI~ fir the Independent Auditllf 115 I:ootemplated by lbe Agreement; lind (2) II) pnIViik manelill')' 

a!tKi~llIncc to Ihe Y"oIriuu~ "tale!!' lIttome,H eerluMI: (A) to inYHligate lind/or litigate !MIpected violalion.'I of lhe: A.s~menl 

and/or Ct'nsenl ~e; (B) 10 invcmgule .mJlar litig.lle .Wlpec:led viol~lioa5 of $t'.ate amlmr federal untilru5t lit ~rnlumer 

pKlt¢clillh I~ws with rc:sptcl 10 the mllllllfacture. IL'IC. nwrketing and 5111115 of totr.lCCll rrodllct.'1; and (C) 10 ¢nr"rce the 

Qualifying Stulule ("QII4I1(ying AClion.~"'). The Special Comrniuee $lIull entC:l1iIin requeJI:I onl), ""'m Sclllin, SIlIlC5 for 

dillbur~c:menl rrom the: fund 115l1OCialed witb:t QlIlIlifylng A.clion ("Orant Applic:lll()n"). 

S~tIDll8 

Administration Standards Relative to Gnnt AppliC*tions 

SC~'1HIn t 

The Spcci~1 Ct>mmiUee xMIl nne enlcrl:tin any Granl Appliclltion to PliY $.lllaries or nrdin .. ry expenses of regullir 

elJ\pk,)'e~5 orlOny AU<lfIlc:/ Oenerol's ..,mee. 
.sw.wa.l 

Th ..... atlirm."llive Ville of two or more (If lhe melnbel'l\ of Ihe Sped;al Cummitlee ~~II be required 10 I1WTI.IVC <lny 

Gnll1t Application. 

~ 
The deci~ion of the Special Cummiltcc shall be finul and non·IIPPclI'-ltle. 

~ 
The AUtun!!y Genetllillf the Siale of W :I~hiagtun sh;lll ba ~hair or the Spc:I:i:t1 Cnmmilltl: ;tnd ~I\"II ann\l~lIl' rept>r1 

Itl Ihe AlIlImcys Genetlll un the Jt'lll'esb; for funds rmm the !lund and the al:lion~ of the Special CI)mmillee upon the I'IXjUC5t~. 

Seclilll1 :; 

When :t Orant Applic;ltion 10 the fund i~ mittie by 1111 Attorney General who is tben a member IIf !he Special 

Committee. ~\lch member will be lemporJlrlly replaced un !he Committee. but only rl1r the delermilllltion of ~uch Grant 

Al'f'lic;llitll'l, The relll.illing members (If the Special Comtniltee lIhllll desigll1lte an Attorney Oenerallo !erl:H:e the .... ttorney 

Gcnerdl so di,qualilied, in order 1(1 c(lnsider lhe llpplir.:ulinn. 

~ 
Tht t-ilI1d shllll be Itminl"ined in II federally il\lOured dep05itory institution )l1Qllcd in Ww;hinllttlR, D.C. Pllnu~ may 

be: InYC.<lcd in federal gtlvernmefll·haeked vebk.:les. The !-'llnd lOhull he regularly feJlOrted on NAAG financial stlltement~ lind 

/:ubjtct II) IWIUIIIllUdil. 

Sek1ion 7 

Wlthdnlwal .. rmm nnd check~ dNwa on lhe fund will require II[ le$r two ill ahree lIulhorizl!d sigltlllures. The lhree 

JlCIlMIn:! JII QUlhori~ Mall he the el(wlIuve tllrc!ctnr. the tle&tllty diret!lnl', lind (.'()nlmJler of NAAG. 

~l!Cti"n 8 

The Special Cmnmill~~ wllincet ill ~m IIr lcSephunil:lllly U~ Mcc!t.oary II) dell.'rtnlne whether a gr,lnl is "'1J~"1 

for ~ ... ~istam:e wilh II Qu.1lifyinl: Actilln IlfUI whether Imll 10 whllt cKltnl the Grlll1t APl'lkillimt is act:t:plc:d. The dlilir III' the 

J-I 
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Speci:!1 Cnmmlnee shall dcsigROIte Ihe lilRC:~ t'ur 5Uch meeling5. so that II ~5J1nt1,;e is m:ld~ III lhe Gr~Pt Al'J'licilli(ln as 
~lI(l~dili<lu~ly .... <t pr:1Clicable:, 

~ 
The S~dul Cummlnee may iUlle 8 jlr"n' rrom ,he fund Oldy when an Attorney Generul cerlilie~ Il\al I~ mnniell 

will be u.~ed in conMclion wilb II QU:ilifying Actil'on. to wit: (A) k) inve!ltillatc lind/or litigate 1iII,;pecI~d viniari.)1U of the 
Agr~"elnePlllndhlr C()l1!icnt Dcc;ree; (11) to investigate lUW/o(" 1hia:a\t slIl<(ICc;ted violati"nJ uf )1ate and/or feller,,1 anliuu"" tlr 
'.:()n~umcr prulectinn law~ with respect 10 lhe manulilaure, USC, markeling and ~;II~ or ItwacC<1 Jlrtlducls; and (C) III enfl'orce 
Ihe Qualifying Statute. The Attorney General $lIbmitting lIUch IIppllclllion AAliIl furlbe,. certify Ihal !he entire grolnt Ilf mRnie~ 
rrllm the 1'1100 will be u5Cd 10 pay fClr such inve$uglltiorr qrnVor litigation. The Orant Applicali<ln lIhall tkscrihc tile nalure 
;100 ~~ <If !he iDICJ1Ikd actilln and U5e of Ihc fund.~ which m:lY be grllnled. 

~ 
T(I Ih.:: o!J(1l!1I1 permilted by law, e:tCh Allumc), Genenl wlltl~ Orant Appliclilitln i~ fllvmably lIelcll upon sh,,11 

(In,mille til pay b ... ck ID the t:lInd ull of Ih~ IImllUl'Il~ r~ceiYell frum tbe Fund in III~ evenl tbc 5tale i5 5uC:,"'I!l;dul in Iilill"lilln lIr 

~lIlemenl Qf 1I ~l1lir)'illg Acti'>D. In the event that lhe Inonetary recovery. if lin),. ob!"ipW i~ R\II ~Um~;cnlll} pa), back lhe 
.:nlire ;amount (If the gr.-nt. the Attorney Gel\l:ral mill! pay biM:k liS mucb 1I~ i" permitted hy ~hc recti very, In all in~llmct!" 
where mnnies orc gr.lllled, tile AIU>mey (jener"I(I4) fec.:iving muni~ ~bllil prnvide un UCCtlllnling III HAAG tlf an 
di~bursl!tnel1b; ~eived fmm the fund nol:lter than the JOIb ur JIine Ih~lI( ttllhlwinll such di>:buro;ellltm, 

~ 
In ;ldditilln 10 Ihe repayments ID till: "um! ,;,)IIte.nplal~d in Ihe rr~inG ~eclipn, the Sl'tl:iul C"mmille.: moy der""it 

in the fund any ol"er lIIonje~ luwl'ully ctlmmitied fur the prec:i:oe pIlI'pIllIl: of Ihe rumJ .. ~ l!elltlrth in ~et;lilln A(3) lIhuv.::. I'll' 

ulIlnple, the SpeciQI Commillee mllY QI it~ di!<Ctctioli lIct:ept tilr dCjllUil in Ihe Fund ~ fuunt/allon j;rllnt til' courl·unlercd 
awa.rd liu ,..~te untiteust and/or CIl,"~urner prutccli(,n enfun:emcnl a~ hlns lIS Ih~ ml)llic~ so dep~~il~d b~co~ purl of und 
subject 10 lhe samc rules, FII£fK'l'Cl< IIIld lilllitati('ns "r the Fund, 

SCction 12 

The SptCilil Comillittee ~hall he tbe .. ole and final arbiter of llU Ontn. Ap"Ii~'lItit)ll.\ IlIId (If the lIInllllnl aWilnled fnl' 
cm:h ~uch upplicllLiun. iC I.IlIy. 

Seclion !3 
The Special Cl>mmitlee 5'"'11 ent!ellvtlr II) IDllIinlllin Ille 1'111111 fur 11." long II term 11$ is consiSlcrll with the pU!p(l!le til' 

lbe I'und. 'fhe Special Committce will limit th¢ tUllllWlIt>UlIt (If grll1ll1l m:t<Ie It);j ~ingl~ stille III 00 more Ihan SjOO,OOO.OO. 
The SpeC;II! Commluee will nolilward 1I sinllie grunl in exce~~ or S200.00u.OO. unless the gr~nt in'Volve>: more lilan one ~tale, 
in which c~~e, I single grllnt ~ .. "uKII: lila), nul tl>1:11 fn(!rOl lhan s:mu,O()o.OO. Till: Spechll C,,,,,millcc may, in h. di.; ... rdilll1 
:wI by un;mlilltlll:; ve'Ie. dcddc '" wlli~ these Ihni\lltillBll it' it dclcrmine~ Ihal ~ped~1 circ\ll"shIllCe~ tll;i~t. Suclt dcdsiun. 
h"wcvl!r.lIh~1I not be effectivc unll:5:< [alitied II)' II two.lhird~ rtIlIjnril)' VOle of the NAAG ~lCeculi'\l~ clI,}IInine.:. 

S«lionC 
Grant Applkllti1ln Pt1)tedures 

5'-:cl;"n I 

Thil< PrtKI)(.'U1 "hall ~ Inln~milled It. the Allilmeys General within 90 day~ ~rter the MSA liK<!culil.ln D,l'Ie. II lIIay 
nlll be luncmlcd unle!lll hy l'eCummcn<iatj"1l <II' the NAAG ell<!<-'Utive c(lmmiIlL'e lint! mLlj,uily Vllit ur tbe S~lIlinG St"les. 
NAAG will nuli!'y the Stilling Slat.es of lIny Ill'Oentlltll.'.'nls promptly and will Irllll$[1\il yearly 10 the all()fney~ general .. 
"'~Iem ..... nl of the Fund IliIlam;'I' <llld <ll<Ummary af dep(l~illllll and wilhdrawar~ frllln the fund inlhe previolls nlendar or Ii~cul 
ycar. 

~ 
Grlllll Apr1lt;llions mll~1 be in writ in!; and muu be :;igncd by the Auurney Ge~rlll submilling tbe al'plicati(In. 

Secriun 3 

Grllnl Al'l'lic~ti<,"" tnu~t include tlte faUuw;l\g: 

(A) A des.."1'iplion (If the conl,,"111plulcd/p1:rnJinS aclion. including Ille ~11~ of lhe Illlt.'ged Vi .. I.'II\un and the 
are II (.rotl"'rcllilul;llIlTIulti-)1ah:) likely 1<1 hi! .. rt'cclt:d fly I~ ~ .... pt:~1ed ol'lO!nding ctlndllCt. 

(B) A st:tlClllent whether Ihe IICli(ln i~ actively lind currently pllnu~d by llny other Alh1rn.:y G.:n,mll tlr 
III her prosecutinc ;lU Ihorily. 

(C) A dcs.:riplion ut' Ihe !,lIrpUSC>: tUr whi<.:lItM 1110\,11:11 l'Clughl will II.: oSl.!d. 

(I) The amllunt requesled. 

(6) A dircaive ~~ 10 how dhiJlIrsemenl~ (rum Ihe rund should hI! made. to.g .• either directly tliU ~UJlpljl!f ur 
serVices (c(lIl.~ul!lInts, eXJll!tN, ""il1)C5~es. ;tnd the like). kl the AU"fllCY GI:m:ral'5 Ilftice direeli),. IIr in lhe ~~c uf llIulli-slale 
:lCth'll. 1(1 une (IF Inure AIlMneys GehCrul'~ ullice~ designaled a~ u recipienl ot' lhc monit:l, 

,·2 

("1 A ~lalern .... nt Ihlll the u.pplicanl Auumey(s) Oc;Derl1l wilt. tl) the clItenl permilled by luw. {lily b;R:k to 
lhe Pund 1111. (lr a! milch a:; i~ possible. 1)( the monies received. uJIOO receipt af any mllnelUry I'I!CtIV~ (lbl~ilted in the 
cUlllclTlplllted/pend illll litigalion 0' ~t\llelnent "f the lIclioo. 

(G) A certilicllliun that 11(1 part n(the grlUltl'l\Ufliell will be used HI pay lhe llalarie_ or ordinary eltpen~lI DC 
;lny regulur eml"oy.:", "I'lhe umce uf Iha applic:ml(~) lind IlIltt the gr~nl will be used solely til p.y relr the Slated purpt>.'IC. 

(H) A certificbtion Ih:11 allllCtCnlntj", will be provided to NAAO of 1111 monies rCI.'tived by the ilpplica41\~) 
by nil hiler Ibotn tbe 30th uf June nell:t f<l!lowing any m:eipt or 5uch monie~. 

Secti"n 4 

All Gra,,' Al'plill1laion:l ~I);III be l<Ubmitled til the NAAG oIlicc lit the rullowing IIdtlrcsli; NlirinPll1 AS~lIciatinli tiC 
AltufIIl.'.'Y)! Cienerlll, 7~() hi SIred, N~, Suite 1100. Wadlington D.C, 20002. 

~ 
The Special u)lnrnilleC will endeavor 1'1 act upon all complete and pRlflerly submitted GrlUll Arl'lic:lliun,,< within 30 

days 'If receipl of ~id applicalilms. 

Section J) 

OtIJu Disbursements rrom Ule Fund 

~ 
Tn ent.)I'~e :md implemenl the t.::rm~ t,f Ihe Asreemem. the S~cilll Cammiuec shall dire<-" d'~bul'lt<!!rncnt~ frolA the 

/",111\1 to i:.,mply with Ihc partilll pllymcnl "bll:.liIJn~ l'ct forth in ~ecliOft XI of lbe "'reemenl rei:Hive 10 (,'(I~I:I (lr lhe 
IndC{lcndc.lI Auditllr. A repon "I' ~U1:h di>ihurl'Cments "h~lIlM: included in die IIc(;(Junling ,iven punuanl II.! $C~ti()n CO) 
lIbovc. 

Set-iion! 

SetlionE 
AdminiliU'a(lve Costs 

NAAO shall re~i"l! lium the fund lin July 1. 1999 lind on July I ot' e'lell year then:llficr all udminiSlruliY(; fcc !lr 
SIO(),OOO fllr ill; udminislrative cn,,1S in perf\lrming ill dulies under the Pr(llocill ;Jnd tJlb Agreement. The NAAG cxeeulive 
cmnmillct mil)' adju:rt the ammanl of Ihe lIL1min~lrali\'C foe in ellnJurdinliry cin:llmJIIQI1CelC. 

J.) 
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Philip Mlmis IDCorpor.iled 

EXIIIIUTK 
MARKE1'CAPJTALIZATION PERCENTAGES 

Brown & Willialll~In Tl.bal:co CllFpllroltion 

Lorillllnl Tobacco C,'mpany 

IU. Reynuhb To\Jacc(I Company 

Tuml 

K.\ 

6&.OI)(}OOOU'-' 

17 .9000000% 

1JOOOOOO% 
~% 
!op IXHl9!H10% 

F.XHlRITL 
MODEL CONSENT DECREE 

IN THH IXXXXXX I COURT OF TH~ STA ,.~ Of IXXXXXXI 
IN AN D fOR THJ:: COUNTY OF IXXXXXI 
................................. 1( 

STATl:!: OF IXXXXXXXXXXXI. 
Pillinlin', 

v. 
(XXXXXX XXXXX XXXXI.etlll., 

Defc:ndanl~. 

CAUSI:i NO. XXXXXX 

CONSHNT DECRHE AND .. 1NAl. JUDOMJ:;NT 

WltEREAS. Plaintiff. th~ Slale Ilf 1",lIne (If Settlins Stille I. c~)mmc:m:c'" thi~ ;K:lion on Itllllel. Iby IIntl Ihrough it~ 
Auomey Generitl (namell. Jlur.~uant 10 (her/bi"'itlil cornmnn law ~)wcn; lind lhe prov;~i(J1l$ ClfI~l:alc und/III' fedelllilawl: 

WUEREAS. Ihe SIII'C of (nllme vr Seltiinll St'lte! IIlI.~Crled variou5 claims f(1I' monetary. equil'It>le lind injuncrive 
relief on h~half of the Stale of 1!\IIIne IIr Setlling Stale) agnind cetUin looll':co prlldul:t manufacturers ~nd alh~r deCendant>\; 

Wti~R~AS. Dcren"'a.n1.~ have amle. ... led !he \!Iai~ in Ib~ Sta!e'_ (.'t)mplilinl land amended complaints, if unyl ~nd 
denied !he State's IIII.:g:llioll" (and :JJ~crted atlinlUltive detcn:le~l: 

WHliRI:iAS. the r:lrIj~~ de~ire ((, rClltllve tftis aClion in U MIInncr which appropriately ItIIdrcsse~ lilt Stollc's public 
\leu lib concerns, while 1.'('n.'lerving the partie....' rc:1<CIUI'I.'C1<, a.~ well as Ihn,~c of IlIc Cllon. which would IlIherwise be expended in 
Ii ligating a m<lllcr (If Ihill u\;Igniludc; and 

WII~REAS, the Court has nmde m. tIelcrmiruatillll of uny vloJaliall uf law,thil( Clll\scnt Oecree: and I-illill Judgmenl 
heing cnlered "rKIr 10 \be laldn, Ill'any lcslimllny and wilhout trilll 01' fin:" adjudi.~lilln nl' any i~sue "I' r~1 Uf law; 

NOW. THEREFORE, IT IS HEREBY ORPERED, ADJUDGED AND DECREED, AS FOLLOWS: 

L JURISDICTION AND VENUE 

This Cllun h;IS jurisdklioll tlv~r !he ~ulljeCl mUlier IIr Ihiot aCliun and over cuch nf Ihe PLll1kil':llin~ Manufl\i:turers, 
Venu.: i~ pruper in this Icoonly/distrkll. 

II. IlI!:t"JNITIONS 

The definitions ~I fnrlh ;n Ihe A.greement (It C('PY (If wh ich i~ atliIChclI hereto) are in':C1I'(1OTIlted he~in hy I'l!!'~re~e. 

111. APPLICABILITY 

A. This Ctln~nt Decree and Final Judgmenl lIJlJlll~ IInly In the Parlicip:alinl! Munul'ac!urer. in Iheir I!lIrpo1l1lC 
cap:lCity acting through their respective _UCCC5.'I<1n; und assign~. direcltll'$, ufficcrs, empillyees, agent~ l<uh~i~i~rie5, divi~ion:;, 
(.r IIlher ;olcrn:d org'Jnizali()1\IIl unil~ (If' lUIy kinll or any IHber enljde~ ;ll;ling in concert or pnrlicipltlitln willi Ihem. The 
remedi!!l<. Jlcn~lIics and sanctions thai mlly he im[X~'iCd or 11~~el~ed in ctmnecliun with It viulalilll\ of Ihis Conl'Cnl Decree I1ml 
t"imllJudgmcnt (III' uny order ili..u~d in cotIn\!\:linn herewilh) ~hull onl), lIPJ1ly 10 Ihc PlirliciratiRg Mllllurilt'lun:u. and ~hall nol 
be iltlp\l!<ed UT nssc$!:ed oguins! In)' empluycc, oflicCf" or director ur ;my Panicipating Mnnuf:lt.1urer. (\I' againn any (I1h¢r 
pel'l'Cln or colil), us II cuns:equcllCC Ill' such vil1lation. and there ~1r.,11 be no juri5diction under Ihi~ Con~cnl o.:crce and Finnl 
Judgmenl III do sn. 

n. This C.msenl De(.'rec and finlllJudllment ill not inlended III and does Illli VCS! slllnding in ony third parly with 
re'JlCct It' the tl!nn~ hereof. No portion of this CIll\!lenl Decree ilnd l-inlll Jutlglllcni ,ball I'l'l1villc IIny rlgbls til. or II.! 
enfurccablc hy. any pel'lilln 01' CRlilY lither than Ihe Stile or Illume of Settling Sflliel IIr II Rclc:lstd Party. The Siule III' (mime 
I.f Seliling Slate J Iml)' lUll .. ~~i~n (.r lliherwi,;e cUllvey any right lu enfo,," IIny pnlYi~iOIl or !hill C(ln:;cnl Decra: ~nd I-inHI 
Judgm:nt. 

IV. VOWNTARY ACT OF 'rUE PARTIES 

The pa~ics hereh) expre!>.ody acknuwledge and agree IbIIl Ihis CUn1lCnl Decree lind final Judgmenl i~ volunllu'ily 
enlered inru as !he n:~ult Itf arln'~·I~nglh negnciUIK>n. ami all parries berell} were repre.~cnted hy c(lunscl in deciding kl en!er 
into Ihi ... ConsclII Decree and Final Judgment. 

V. INJUNCTIVE AND OTml:R EQI,IITAlILI£ RELIEF 

i!ul;h l'OIrtkil':llinl:\ Mllnufaclurer is pcrmallcnlly cltjll1na;(1 fWIII: 

I..' 
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A. Takinl! any IICtiCln. direclly (I( indirectly. Itllarget Youth within lhe State of lnalnc or SCllling SUltC) in tlle 
IIlIvcrti~ing. !,rmnnsinn 1)1" nuarkeling of 1"nhucCiI Prl)du~I~, or ulking any "1:1~)n lilt rrim~ry pUlpUlIC of which i~ 'I> initia't, 
mailllaiQ LJr increase the inddell\:e IIf Y tJulh ~m"king wilhin t1M! Slate of IMIIlC IIr Sell ling Stall! I. 

i). After \8& dll)," ~ller I~ MSA f.lCceuli<l1l Dille:. usinl: "I" CilU~illl! 10 be used wilhin the Stale u( Inllme or Seldin!: 
Slalej nny Curtmm in the :ulvenising.lmIlTlClling. r:Jckll~in, or laheling "rTlmucco Pmducl~. 

C. ACtI:r 30 daYII ul\er Ille MSA CAc('"IIlivn Dale. milking Clr causin!! III be made ;any pa)'lno:nl clr cllher con.oider.llion 
II' IIny utller perlHln Ill" enlily III use. di!lJllay. make refereRCoe 10 IIf ue $ :\ (!flIp wilhin the SllIle tlr [nlllll(! "I" Seltline Slale) 
allY 'r,1hl1CCl' Producl, Tobw,'C\1 1'l'IIdlll.1 (llIC:kagc;. wdllertisemenl fur a Tob,""":11 Pmducl, Ill' lIny olher item hC;frillg a Srand 
Name in uny Medill: ImlVidtd. hnwc'Ier. Ihal the IClfcMcling 1'f('liiliilil1n ~ball nlll :.apply In (I) Mcdill where the :nlllieoce til 
vi~wer~ lire wilhilliln Adull-Only t::lcililjl ([Illl\'itlcd ~uclt M,>dia arc "ul villible lu person~ (lulsitle Slk!b Aduh·Only Facilily}; 
(2) Media nlll intended fur di~lribllli{1n (If di><pll1Y In Ihe l)IIbl;":; (3) in.,lnlctional Medi;s cllnceming Illln-clmvenlinmll 
cigarettu viewed onl)' hy or provided only III ~ml)"cr1\ woo are Adull~~ and (4) aclieln, laken by IIny Parlicillaling 
Manufaclurer in CURRection wilb a Brllnd Nllme Sp<ln~o"'hip rermilted rur!>l.r~nl til I>Uh!leClitlns JII(c}(2)(A} unci 
lII(cX2)(Bl(i) clf tlH! AGreement. and Ul'e of ~ Brund Nllmt: to itknlify " Drllfld Nlime Spl)n!«lnihip flermilled hy "lIim:cliun 
lII(c){2)(lJ)(ii). 

D. Hellinning Jllly 1. 1999. IOOrkcling, di~1rihllling. offering, selling. Jicensh.c IIr ~u.~in~ II) be markeled. 
distribuled, nfl~rcd, sold. or liccn~d (in.:IUtling. wilhout limila1illn, hy catalogue m direl;t IIUIU). within Ibe St:IfC IIf l113me IIf 
S~tllins SI:.II<!!. Qlly "PJlQrc:1 IIr tither lllercl~lndi!le (OIlIer th;m Tobaa:() Pmdllcl,;. items the IInle funcli .. n Ilf which i~ 10 
IKlveni:oe Tobacco Products. til' wrillen u," ele~I""llic pllb!ic;:uiun~) whi(;h bears 11 Br;and N:lnle. l'rlll/ide.!. however. Ihul 
nuthing in lhili l<C4.1ic)n !>hall (I) require "n), Panjeipuling M:mIlIlat:lUrer til llre:tch or lenninale any licen~in, ullreenICnl or 
ulber controlcI in cxblem.:e as or June 20. 1997 (Ihi~ exceJ1lh~ lCball not lIpply be)'\lnd the currenl tenn IIf IIny elCisting 
cantrllc!, willmul rcglltd kl any rcnewal or option term ttllli mllY be cxerci.'!eCI by ~uch Particip;lling MlinuCllclurer): (2) 
pruhibil the diJtribulicm to lIny Participating Mlinufacturer'!t empklYcc who is ntt! Underage of any itt", dellCribed lloovr. 1M! 
Is Intended for I~ (tCmlllal 1I!1e of ~uch an empl\Iyee; (3) require 1Il1)' Pllrticir:ltinll Mllnllral:lurer II) relrieve. collect ,Ir 
cllhcrw;se fl!CIIVllr lin)' illlln 111,,1 prinr tit Ihe MSA ~cc;util)n DUle W"dlI marlcclcd. dbltibuled. ctlTen:d. ",.Id. lic:en:lCt1 Clr clu~d 
lit II<: In:trkct.::cI. di:ctrihutcd ... rCered, ~lIkI "" licen...:.! hy sl«:li l'Urlic.;p,"it1~ Man\lt~lurer; (4) IIprly In CIIlIlll1n,; lit IIlher ilelll~ 
II~ by Adllll~ ",1Ie1)' in Clmncctiun with Ihll run;h~~ ofTnblicco Prnduclx: (:I) ~rply III 1I1'1'lIr.:illr lIlher melchalldise lI.,ed 
wilhin an Adult.()nly }/licility HUll i~ mIt dislributed (by IC1Ilc or ulherwi.e) 111 any melnher (lr the ,cnecal ruMi!:; IIr (6) aJlS>ly 
lit IIpf'a~1 lI'r (ltller merchandi~e (II) mllrketed.. dl~ttibillecl. offered. IIOki. or Iicenlled allhe llite hI'li 8rulld N;ulle Spnn!«lr5hijl 
pcl1ni"~ pursu'lnl [0 lIuj):cccli(ln lII(c)(2)(A) tar lII(c)(2J(S){i) III' the Agreement 11)' the person In which the relev,UII 
Paflicil'lItins Manu(lI~urer h:L'I [Ir1lvilled paYme1ll in c!xc::hunge Ihr the U!le nf Ihe rele¥alll Brand N:lmc in the Bnand NlIl\1e 
S"unslll1'hip II," ;t Ihird ·parly Ih:u dllC!~ 110t receive pu)'menl fman the relevant Purticipliling M,mufal.1urer (or ~ny Arlilhlle u( 
~uch Pllflh:ipluing M.nut"aclurer) in conncclilln wiUt the: O\lIrkeling, di~lrihuli"n, "rrer, 3ule or licen~e nf such apparel (lr 1,lher 
mer~hllndi$e. or (b} lI~d III Ihe ~il1: (If a Bl'lIad Name Sponscmhip permillCd pumlllnl \(I suhsec:ti.)n5 t1l(c)(2)(A) (Ir 
III(c)(2){B)(i) ut" the Al:reem~nt (during ~ucll ~w~nl) that are nol di~1ribuled (by j;lI~ ar \'lm:rwise) 10 IIny lnember or the 
,eneral pllblic. 

t!. Afler the MSA execution Pille, dblributillj; or ~ausinillo be di~lrihllied within the St:tte (It" Imllne elf !:\elllinll 
SllIccj lillY frcc SlllUple.~ !.If TI!baccO Pmd\l<:l§ C~ceJlI ill ~n Adult·Only facility. fllr PU'PI)~ or this Cunl<ent Decrl!e :md 
Pinal J"clgmen!. II "free I1amJlleM dlleS not Include II TtIb-.lCCCI Producl Ihllt ill provided III lin Adlill in ~"I"lleclinn witb (I) lilt 
purcbal;e. el(clumge or retlelllpli~1SI (~Ir !'flIllt" {If purcha.1e !If "flY Tohn(."\!u Prlldllrt'l (including. but not limitcd Ill, a rrte 1.ITer in 
cunne.:lilln wilh Ino! purehasc of TclII:ICCI' l'rollm.1s. such as II ~Iwn·fu,.·one" Clner), (lr (2) lhe COndUl!linllll( consumer Ic:sling 
or e'laluali'ln ufT.lbucco Pnlduct~ wil II po:r~m~ who ceni (y lhat tltey lift Adull~. 

1-'. U5ing IIf causing 10 he used lI5 II I1nll,,1 n;tOllC uf <III)' Tub:rcCll Pmdul:l pUf~"alll III nil)' "Ilreement requiring Ih ... 
p:ly'nentllr IU .. ne)' Ilt Illher v!ltuabl.: ClIl1sidcrul«m, any nalk)llLlll), t<!c"llnized 4)( n:lli('nully e~lahli~h~d bmnt.! nu.me III Inldl: 
name or ;.I(lY nlln-loo;ac:c(1 ite", Clr ~eryit:e or IIny Illtlilln;rlly recognizcd I1r fliititlnaUy ~I~bli$hcd !'pun:; leilln. Colen"i"n..:nl 
gmUJI (If Indivhlilul celebrit)'. Pruvided, however, thai the prclo"Cuing IIClltcllCC ~h~1I nOll4(1ply til any TnbacCII llrllllucl brunt! 
name in eKislencc U5 of July I. 19911. FOf Ihe pUl"Jl'lse~ uf Ihi~ (lrnvi¥llln, the term "allier v~luahle cun:<idcralilln" mall nOI 
illl:lude an asreement belween IWo ""tilie!> woo enUr inh. wc;h agreemenl fur the ~(lie purpo~c or lI~uiding infrinl:lclnent 
chlim5. 

G. Ar1c:r 6(1 duys lifter the MSA Excl:util.n Dille IIlId tnruu"lIl1nd including December 31. %001. llliinuraciurillllllr 
":lUlling lu be mllnutilc;tuto:d I()r ~ale wi thill the Slale: of Illiunc of Stilling Stale I any paclc 0( Other cIlnl:tioer nt" Cizareues 
I.unlaining fewer Ib:m 20 Cigarelles <~Ir. in the case: of mll·Y"llt·(1wn 1011:11;00, IIny jIIlckugc lIt· mU·YllUr·own tobacco 
clIlllHining le~, thall 0.60 nunce~ (If 10":11;1;(1): :Ind. IIfler 150 dlly~ IIl'1er the MSA Exc:culion Date UIUI dlftlUCll lind includinll 
December 31, 2001, :.elling (It di~lribulillg within Ihc Slate or Illume of Stilling St:!!c) any pack of ather I;!lnlainer cof 
Cil!llrelle~ ,"'onlllinilJg fewer thun :20 Cigarenex (or, in 1111: case IIf mll-yuur.nwn hlbac;(;('. any JIlICkage tlf coll·Yllur·uwn 
klb:lCt;o t."IQlaininllle~~ thiln 0.60 ouncell of tIIbijcctl). 

II. Bnlering inTI) ~ny cUlllf"otct. comhination nl" I!lIn~iracy wilh ilny nlherTnb:lctll Pnoducl Ma,rlllf;..;rurcr lbat hil~ tho: 
l,ulJ'IINe I1r effect lit'; (I) limiting ClJlllpclitH!n in lhe pr<ldl«:li{~ IIf di~Iribu1Km nf inl(lrmarinn alluul health ha"lllrd~ ilr IIIh<!t 
cClnscljuenc:es lIf the u~ of lheir PSl1uu~1S; (2) limiting tlr xUrpreh1<ing re!iCarch i"l<I "ml)\(illg "nd ~allh; or (3) limilillil liT 
supJ1r~ssinll re~t:I'l.'h inllllhc IIwl:ding '" d~velnpll1ef\1 of new pnidlll:ls. I'ruvided. bowl:Vtr. Ihill nClthing in tile pn!cedinll 

l.-2 

I'Cnlence shall be ~med Itl (I) rC(luil'e lIny l'afticiJli1ling Manu(lIaurer 1() prl1tlU\!c. lIislribUIe or IKherwi~ di~h)o;e any 
inf!lrm:ttilln tl!;tl i.1 whject III un)' privilege (If" rrcl1Cclilm: (2) preclude WlY Panic:iP"ling M;muf;ac:lurer from cnl«ibll inlt) 
lillY joinl delense ur jIlin' ~gal interclll allrtemeM <)I" arrllng~menl (whelhr nr lI(1t in writing), (Ir frum ;i!\.'II!rling an)' 
privilege pun.;u;anl tllerClIl; Ilt (3) impllse lltIy ~ffi"'Ullive "I>ligiltion (In IIny Parlicip;lIin.: Milnufaclurer III cmllluct any 
re.~ardl. I 

l. Making IIny mllleriul ml~rrcS\lntalilln of f;sct rc:gunling !.he heIIlll\ ctinsequenccI> of 115ill8 3J1y Tuhpl.'CCl Pnxl)K;\. 
induding any luilncclI additive,;, tlIte(8, p:tptr or Ilth~r ingt-edienlll. Provided. ""wever. tllal nothing ill the pre~eding ~enlellCC 
"',all limil the excrci!iC ill" IIny fin;1 Amendment ril,1ht "r the nllerlilln 'l( lilly defCAsc or {)IllIililtfl in uny jUllicial. legislative ur 
regulatory fOlum. 

VI. MISCELLANEOUS PROVISIONS 

A. Jllri~diclil1n uf thi.~ case ill relliined by Ihe Court fur lhe purpnses uf implemenling lint.! enfl)n:ing the AIlJl!emenl 
lind Ihis C<m:oenl Decree and IlilUll Judgment Mad clUlbliJlg lIle cclntinuing pmceedints 4!antel1lp,",h:d 1k.'Tein. Whenever 
p(ll'$iolc. tm: Slate of (name IIf Seliling SIPle) lind the Pllflicipuling ManuflK."1IIrer~ $hllil ~ck til rC:I(lfve an)' inuc that: mlty 
cJtist as 10 C\lmplialK."C wilh lbi~ COMent l)ec;c-ee .l1li finall Judgment by dillCus.<tion IImong Ille appropriate de~gllCC!G nllined 
pllrsuanl III l'Uilsecli\lR XVJU{m) of the Agreemenl. The Stale of Iname of Selliing Siulej amI/cit all}' P-.lJticipalillg 
M:mul":lclUKT mily lCf'ply to the CUlIrt at any [ilM fur further OfCkt:lllnd directions Wi mlly be necCllllllJ)' or aJlJln'priale ftll" tile 
ilnplenw.lltulioll and cnfon;elllCnl \)f this Cnnllent Det:ret MId Fil1;Jl JlIdgment. Provided. Mwever. Ih:ll with regard In 
~uim:c::li"RS VeAl ;lnll V(I) or thi~ Cllru:ent Decree .nd finlll Judgment, the Alklllley Generlll ~MII iSAl~ iI ~ea'iCI and 1I1!";~1 
clem:Jnd In tile l'urci<..';JllltiIlJl Manlll:.elurer thlt the Attome), Gener .. t tlelieveli iii in Vifllillilln of either uf "u~h ~e~lion:< pi ka~1 
teo 8u,.ine~ Days IIdorc the Anomey General uppliell 10 the Coun f<lf IIIl ower Itl c:nrnn,:e ~1I(,."h ~uhllc!Cthlns. IInle~s the 
Allome), Gem:NI rClll'nnably ()(:.errnille.~ !hal either II compelling dme'5eJI~itive public heallb and $II(ety t:llncern requires 
more: irnlMdiute :aclion or the Cuurt hlue l'm'ioU5ly jUlled all linforcement Ocdcr 10 the Pnrrieira{ing Milnufill:turer in 
quesliun fen Ille slime or ;ll\ulll'lanti;dly ~imiJar w:tilm (If IM:tivil),. f"(lt IIII)' cllIimed viDlalion of Ibis Comenl Dec.-ree and Final 
Judgmcnt, in tlelefiTlining WhClheT III 5Cek :m m-der for monetllry. civil c.'(mlCmpl or criminlll ~netinM (ur any claimed 
viulatiuR, lhe AlttlrMy Ot!n<!ntl shull give glllld·lilil!. conlliclcI:ation It, whelher: (I) the Participating MlIRUr:U.'1urer lllal ill 
cluillle" h. haY!: 1..'1II11mitted the villinlillll hUll tllken dllpropriale und rca~tlnl1hl¢ I'lo:ps 1'1 (;IUllie the c:luimed vitlluliCIR lei he 
cured. unle~~ thul p~rty hill' heen gui II,. or iI pullern or vit)littilln,; (I( like Illllun:; ;lOcl (2) II legillmate, Ilood·tililb Ili~pule eKi~t~ 
;)~ "Ilhe me:lninll"f the lenns in question of Ihlll Cun,;enl Decree llIld l'in:d JudGmenl. The Court in any elise id il,; dj~cr~lilln 
mal' deternline not III enler an order flll" muncluf)'. (;ll'il cClnlcmpt (ir c::rlmj"~1 .lIlWlion9. 

B. Thl~ O:,n.cnt Decree ,md I'lnal Judgment ill nat inlended III be, lind IIhall nol in ""), event b~ tcmlilrllcd us. III" 

deem~1l In ~. :In :uimislQlm or cllnL'CSstOn 01' evidclK;e pf ( I) any liahitity or any wrona;ooins whar.llever on the part of any 
IMc!lIsed PIU1y IIr th:d any ReleuliCd Pan), ha_ ent,:lIl:ed in IIny of lbe: .~ivldcll b;LITcd by Ihill Consenl Del."fee :\n<1 final 
Judgmenl; ur (2) reD"n .. 1 juriMlicliun ,wer IIny (leflWl'I Clr entity u!ber Ib:in tbe: P;n1icipu1inS Manuf«lureu. Such 
r:trlicipatillg M"nufuch.lrct Npcc:lfically di~laim!> and denies Itny liubi1ity lIT wrongcitling wlwlwclIC!r wilh re~pect 10 lhe 
c::laim~ and "lIegations lI:I:cencd nllainOlt il in Ibis IICIi'''I. IIml mil; ~liJ1ullited 10 the cntry ot thl~ Clln~nl Decree and Fi.nal 
JudglRent ~()Iely 10 avnid the further expense, incllnveniencc, burdtn und ri~k of litigation. 

C. l!x.<:eptll5 cllp1c,;~ly Jlr~lVidcd olherwise ill the Agreement, Ihis CIlRSetlt D.=t:ree III1d final JudGlncnl ~ballllni he 
mmlilicd (by thi~ Coun, by lillY !>llIer '-'01111 or by an)' utller means} un1es)I lhe party seeking moditit:uliun Ikmunslr .. I~~ by 
ciclir aod ctlnvincing evidence, thut il win ~uffer irrepllrable barm from new lind unrorc~n t:tlnditioo5. Provided, hllwever. 
thaI lhe Pfl)"i~it>n~ \Ir ~ection~ III, V, VI and VII ,.,' tbiK o.Wlsent Decree lind final Judsmcnt 5h:J1I in no eyenl be ~Ubj<:cl ttl 
mo~iticali(l1J withuut !be cun~c!nl of thl! StllCe (." In;t111e of SeUling Sl:.Iul lind all arrected Parli<::iJllllillg Mlln\lI .... ~1urerll. in the 
event II\;jI :sny 1)1" lhe :;ecli<.nj; of Ibis COll51!nl Decree lind fin:.1 Judgment ellumcrlltcd in lhe prcc;edi ne: sentence ure mud; lied 
hy thi$ CI)\ln. hy any lltker 1."(lurt ~lr b)' any C>1hcr ItleUn.~ Wlthuut tbe cunscllt lIt'lbe Srale "r (n;Jln~ "r SI'Illing SI'''t I lind "II 
al"feO:I"d \'ill1icil':Iling MaBUfllCturers. (I.e" thi~ CIIII~nl Decree lind I"arucl Judgmcnl shllll be vllid lind uf lilt rllrlh~r efT.:.;\. 
Chancell i n ,,~ etClnomic: cundithlR,~ nf the parlh:~ ~h:&n mIl be gmund$ 1(1f Illodificalion. It i~ ill\cndtd d"" Ill~ filrlidraring 
M~l\lIf~'turcr~ will cumply with Ihill Consent DCl.'rtc and ~UlIII Jlldgmcrtl :Ill originally ~ntertd, evtn if the P;u1icipating 
M.nIlIHclure",· nblig:tliuns lIereundcr urc greull:r Ihun Ih"~e imposed under current UI' flllure law (unle~ cllmrlillm;e with thi!! 
Consenl Del. ... ce IIlId Pinul Judgment would viulatc $Ucb law). A t:hange in IlIw IM\ re~IL" direclly or indirecll)', in Ill(Ile 
raY\lr.l\lI~ (Ir benerwillilrealn~nl "I' uny one Clr more of lhe PIIJlicirit[ing M;muraclurer~ shallllUl ~lIl'ron modiflClllillll of Uli=
Cunl<l:nl iko.:ree and fin"l Judgment. 

I). In;llly prllceeding which fellUII1i in II finding tbat a Partlclpaling MlII1ufac:turer vioillted lhi~ C(Insenl Decree and 
Final Judgment.. dlt Partidpating ManllfuClUrcr oc PlIrti<:isr.aling MallufllC.1Urer~ 1i.lUnd 1\1 be in villlllli()n '));111 pay Ihe Sl:.Ile·5 
~l1St,; and aMrllc),S· fees in~"IIrr~d by lbe Sta,e 01 Inume of Settling Stale I in !Web proceedin,. 

1:. The Jl!mediclI in Ihi.~ CIlIl~nl Decree lind fbillf Judgmcnlllrc c:umulative IUId in lIdt/ilion [tI ;any IIlh~r remediu 
Ibe Slale til' Illame (If Seltling Stule! may bave ullaw or equity. including !rut nlll limited m II~ rillht~ IIntler Ihc Asre~m¢nl. 
NOlhing herein :l1la1i he c(mslruc!l 10 prevent Ihe Stille from brillging lin IIClilln Wilh resJI«t 10 condu41 nlll n:lclIst:d ruuuant 
IU the AgreclTI\:nt. even though that eooduct lIlay al$o viuhrte Ihi~ Con~ent Decree und FiDllI Jlldgmenl. Nllihing in Ihi~ 
C')Q!;eQI Decree and l'in~1 Ju.lgmenl b inlenckd lit acate IIny righl for tnallll& uf Selliing Sl~,cl In .obluin ;my Cig~~lIe 
prudlici fonnula Ihat il wnuld lIot Illberwlse hllvc untkr "p,"icuble ':tw. 
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1'. Nil ratty shall be clln.~icl~red the dr.lfter of tbb. Consent Decree ond final Judgment for the purpos~ IIf lIny 
$talUte. C<I!Ie I~w tlr rule: (If inlc1l'rctlltilln or cOII~trucliall that wlluWllr might CUllse: 'illy rnwisiuR tu lu: ctlDslrucd 2gainst 
the dr.lfter, NUlhing ill '"is Clln1«;111 [kcc« and t'inal Judgment ~baJl be ctlll,'\1,ued II~ ItJlllntval by \he SIOIIe of Inaml! Ill' 
Senling Sl:lIel of lilt Participating M:mut'IIC:lutet~' busiRCs~ organiz:tliunll. operuti<ln", aclS or practices. and lbe P;!rlicil'aling 
Manuracturer~ ~h:an m~ nu reJ'l,e,;enluti .. o 141 the cllntr,.,y. 

O. The ~ctlle,"ent negutialion.~ ~lo'Ullinll in Ibi~ Con~nt Decro:e lInLl fill". Jullcment h;lye been undertaken in 8111)(.( 
faith lind tUr ~Itlelnenl (JUF(HJ$CII only. :loll nil c:vi\knce \If nt!tlti~ti\}rn; OJ' diKCII1I.oOOn. .. underlying Ibi~ C'ln.~nl De~rc:e: and 
Mnol Judgment ~hlllllle .lffeted \It rc:cei~ed in c:videm:c in an)' acliun or prCM:ceding fur IIny purpoKC. Neilher chl~ C •• n~nt 
L>c:crc:e: and !-inal Judgment nor lilly puhlw dlo<cu~,;lon1!, public JI.llemenlS PI' public CDmmeJll$ wirh J'e!l\)eCI It> thi,; C.m~n[ 
o.:cree lind Pino! Judgmenl by lhe SI:de (If lrut.m<: of Seltiing Sr:ste\11f uny PII"iciJlllling MUllufuclUrcr or it~ IIllcnIJ: sholl! be 
\lrrer~d Ill' receivcd in evidence in lin)' IICliI)n or pruceedin& ror ;In), plll'ptISC {llber Ihan in ~n action or I'tIlccedinG ariSing 
un~er Ilr relating kl Ihl!; Con""nt Decree :tnd finlll1l1dl:lmeDI. 

H. All obli~lIli\)ns (If Ihe Partidplilillg Man~fiIClurers I'l'r~U:lIlt 10 1I1i~ Con!Cenl Decree lmd FiIUlI Judllmcill 
(includiDt;. bul mll limiled lu. all pa),ment (Ibligatilln~) IIrt.lInd 5hllll relNin. lICvl!rw and nul jllinl. 

I. The pr<lyigion~ Ilr'"ill CunlO!l1t ~'1'eC and Final Judgment Irc IIJIplil:llbte only 10 :'<'1illn" lallen (lll onlilled to be 
luken) within Ih.: Stl\te~. Provided, hn~vcr. Ihal the )lf1:~.:cding 5cntenL'e shall nol be .... ln~lrued as c1!.lcmlinl: the lerritmilll 
sl:op!! 1)1' an)' proviKilln of Illis C()n.~eql Decree and Joinal J udllment whtl~e SCllpe is ntherwi!Ce limiled hy die lams Ihcrwr. 

J. Nothing in I'U/JsectK'n V(A) or VO) or thilt C()nJ:e1l1 Decree sh:dl.:re<.lte II rightta challenge me eun!inUlui<lft. ~nef 
Ihe MSA. t::~~culion D:lle. of ;ln~ Itdvllfti~ins I:lll1tenl, c:1"iln 1\1 l<logull (UIlICf lhall 1l!CC (,1' :I Carlu"n) th~1 was ,U'lt unhlwftll 
pri,)r II) the MSA BKwutiun Date. 

K. If the AJlr~lI\enl tenninul':5 iR this Stale for uny rell1<(lII, Ihen ,hil; Consenl ~~e: lind final Judgment ~h .. 11 be 
void flnd <It' 1\1\ fUr1~r effecl. 

VII. nNAI.lllSI'OSl'flON 

A. The Asre~ment. too ~eUIIlIlIl!IlI ~et ".,1111 therein. IIntl lhe cslabli.hn",nl tlf I~ C.oWfOW IlnIVi.kll lur therein an: 
hco:by .pprll>'Cd in ilil rcsp~~ .. nd all claim" are hereby dismi,~ willi prejudice a~ pmvided I~reln. 

1:1. The C"url linds thut the f1ero:tlnllO/ 5igning I~ Agreemenl havc Cull lIlId comj)lttc lIulhority II) cnlcr into the 
biodins alld fully efftcti'o'e: selilemcnl "r Ihi.~ aclion as SCi timn ill the Agreement. The Cllurl (urlher lind~ Illal entcriftll inllJ 
this ~nlclRem Is In lhe helll Inlttcsrs orlile Scate ,\l'lrnlme "rSeliling S""el. 

1.h'T JUDGMt:NT B~ I::NTI!RHD ACCORDINGLY 

D'\TEDtlli~ __ dll.y(lf _.1998. 

1.-4 

EXlilBITM 
LIST OF PARTICIPATING MANUFACTpRF..RS' LAWSUITS 

AGAINST IHESETILING STATES 

I. Philip Ml!Ti~ Inc el tit v Miugery BroOdS' Attprney 0cnsrul of ,he SIUIS 1)( Hawaii In Her Qt"fjdal Cjfnw:jcy. 
Civ. Nn. 96-oo722I1G, United Stull!~ [)j~trk:t Cuurt rur lIle Di~trict of Hawllii 

2. Philln Mouh hI!; "I "I Y Bruce Bo!elho MOrn'" QWral of!he SllIle of 6h"lcn In Hi- Q!tjdal C:tnllChy. Civ, 
No. A.97·000JCV, United State5 Di5l.ricl Court f(1f th~ Di~rici Clr AI;ukfi 
~. Philin Mnrrj~ Ins. e! "I v $",1" HUrdbh;ttgc[ AUnmey Generut of tbe CornmoDweuhh of MJ!S~l!cbn:K3'" [u IUti 
Qllkj;1i C"padly. Civ. No. 95-12574·060, United Slate" District Coon for the Oi~lriclllf M:t.~~achu~eltll 

4. Philjn Morris Inc et ,I y Rjcllyql H!UIMmbal Allmpev GeRml of tile SIll I!!! II' Cllonsslil:yl In Hj~ OffiCii!! 
~, Civ. No. 396CVO 1221 (PCD). United Stllk$ Dislrict C(lllrl fur the Dillricl (If C(lnR~"tieul 

5. Philip Morris "I al v willialll U. Sum!! "I III • NIl. 1:98-ev·J32, United SillIes Di~lricl Cuurt 1\., tho: Distrkt Ill" 
Vennunt 
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F.XHlRtTN 
I.ITIGAIIN(; POLITICA L SUBDIVISIONS 

I. CilY of New Ynrk ct III v·rlle TohycCIJ 'D§tj1u1e Inc 1:1 31 .. Supreme Cilun uf the S""t "r New Yurk, Cllunly nf 
No:wYurlc, 1000:1( Nil, 406225196 
2. C'llYoty ofEdo: y The Toll;)Csn In~litute Inc Sf "I, S\If'reme COIIft IlrlM. S"'te of New York, Cmlnty I)f Eric.lndell 
Nn.1 11)9713!19 
3. County or, o~ Angeles v RJ Reynolds Tuil:u!cnC" t:t ill .. San Oiegll SuperiurCullrt, No. 7076~1 
4, The pwnle v Phjlip MOrTi" Ins; ct al , SlIn J..'ranciscu SUpt(i>1f Coun. Nil: 980864 

5. County ufCullk v. Philin M')ms Inc. 1:1 al., CiR.'uil CO\lrt Ill'Ctluk CClClnly, III., No. 97·L·45!1Q 

N·t 

EXHIUITO 
MOpRI STATE FEE PA YMF.NT AGRK£MENT 

Thi .. STATH P«: PlIyment Allrec:menl (the "STAT~ P« Pa)'lnenl Agreement') is entered iOlo:l.~ of ___ , 
__ hetwecn und IImong !be Origit\~1 P'4nicirnaling M"nu(lIclurers lind STATE Oul~idt Counsel (I~ defined bcrcin), leI 
pmyide for paymem (\f uuc,rncy:<' fees pUr.<ulInt 10 Scctinn XVII of the Master Settlement Agreement (11lc: "A~'l'eement"). 

WITN~SEnl: 

WIlE::~EAS. the SUole (,I' STATE lind Ihe OrigiD~1 Purricipalin, Manufuclurers hu"e enlered inlolhc AGreement III 
5euh: and n:~()lve with tinlllit)' ;111 Rele..~cd Cl:aims Ilgain~t the R;elcU1OCd P;H"tiCI, including tbe Original Parlicip;lIing 
ManurOl(;turcrs, II~ ~et limh in the Agreement: and 

WH&R~. SectiCln XVII of the Ag~mcnt prnvldes that the Oria1fllll Participating Manllf.u:lurcn; .;h.1I I'~)' 
reUlianull'e III1()rney~' fce~ III those priy~~ ouuide 1:(llInscl identified in Exhibit S IQ the Agreement, Jluf5uant to the lenn.~ 
hereof: 

NOW, TIU!Rln:ORE. BI:: IT KNOWN THAT, in cOluideMjs~n uflhe mUlu,1I ilSleCment oft~ SllIte or STATE lind 
the Orillillal l)urlicip,lling Manuti!clurers 10 the ICI1m of the Agreement and (If tlle mUI",,1 O1!rcemenl of S1' A 1'1:; Oul:lide 
Clluny,e1 1l1lU Ihe: Original Participating M;,nu(:.(:tulCr~ 10 the terms of this STATE rU Pllyment A,reement, lind OIUCh <Ith~f 
t:nnsidecatiufl de.-eribed herein, tlle Original Parti",ip;stinll ManufUCIUI"eI':Illnd ST A 1'E Outside CnuII.'iCllIgrcc as Iililows: 

SaTkl'" I. Dejilljlllllil. 

All detinilillns cunlailled in the AgtcemtRt llre illCllI'p"ratcd by ll:ferell~C herein, cxcept as tu tc:rm~ spccilic~lIy 
d.:fined herein, 

(a) "ActiOlJ" mellns the IlIw$uh idenlirlCd in exhibit D. M tlr N \0 the A&'tecment IhlIt Iui.~ been br<lught by or aglljn~1 
the Stale! of STATE-lor Litigatillg PCllitical Subdivisionl· 

(0) "A/I'J(:,,'~d AmurulI" ITlCQnll Ihe umoUhl or an)' Appli<:lIble Quuncrl)l Paymcntlilluc:aled to :tRY PriVlllC CcJUn~1 
(including ST An: Out5icie Coun~cl) pur.;u1ln! 1(1 seetion 17 hereof. 

(c) "}'Ilucrlbtf.' Llquitll.r,d Sluu'rot lne-.. nll, in the eventlMt Ibe $Illlll>r all P."YlIble Liquidated fee~ of Private eouasel 
II~ (If HIIY tlUle spedfied in Kecoon 8 hel'e()f exceeds the Ajlplicable L.iqUlddlion Amuunt fur lIny lI~ymelll deliCribed Ihm!in. a 
IIcrcentOlgc ~hare of the Applicable Liquidation Amount eqlla\ k) lhe prnpnr2ian tit' m the UtnUllnl or the Pay~ble t.klllid~led 
fee (If ST A T1! OUI~ide C<lulUellCl (ii) IhI: ~u m uf Payable Llquidulttl fee~ lIf all Private CuulI~e1. 

(d) "AJlI}/ic:(w/e LiqllU/CIII'OII Ammtnt" nlClIn. ... (1)1' PUrpt)lleJ: uf the puymenl~ dcMcribC'd in KL1ion S hereof

(i) for the payment dc~cribed ill ~ubsecti()l1 (M) tllerC(lt~ S 125 million; 

(ii) f('r the payment dc~cribed in s\lbscctK1n (b) thereof, the differcm:e belwc~n (A) S250 mill;'l/l lind (B) 
the sum IIf 1111 UIl,nllntl' I'uill in l'lItisf;u;ti\ln of 1111 fllYllble Liquid<llJ:d f'ce~ of OIlI:Ude Coun.'<C1 "UlSuant 10 !lull.:eclion (11) 
thereof; 

(iii) f{1f tl,e 1'3ymenl dCliCribed in onIbllCClion (e) Ihereof, the dif(et~n.:e between (A) S2.~O milli(m IInll (B) 
the sum .,f alllll\lllunts p' .. ld in l4Iti:<f:lclilln IIr all Payable Liquidated F~ of Outside Cc)unsel pUrnlllnll1l sllh~ec:tio"li (;r.J ;and 
(1IlIhe~of: 

(iv) fur the paYlnenl de~cribed in 'U\),;~CIj(1R (d) tltefeuf, the difference bctweeft (A) S250 milliOlll.lnd (8) 
the ~"m of ~Il lIllKlUotS pllid in ~utisfacli\ln (If all Payabte Liquiduted Feel! (Ir Out.~iIle Coun~1 pllr$uant lu sub:leClion~ (a), (II) 
hntl (c) IMrcClr; 

(v) for the f13ymenl des\:ribtd in ~ub~ctilln {e) thereaf, .he dillerencc belW«n (A) S2~O million ilnd (8) 
til.: sum ~( III I ml'J(l!Int~ p~id in .'uli~rllL1i(Jn of jill PIlYlIblc Liquidated ~e~ of Oulsitle CClunlcel pursllant m ~ul\.o:c:cti"1\~ (:a), (Ill, 
(c) ilnd (c1}lhercaf; 

(\'i) fllr each IIf the l'in:t, second and third qll'.lflerly r;aymcnl.!t rUt any calcndur yeur dcl<trihcd in su~tion 
<0 thelellf, $62.5 million: and 

(vii) tiu eat:b of the rllurlh calendar qWlrterly p:l)'rRCnt:l Ii.~ i1ny culendar yur de~cribcd in l'Ubsec:ti(ln (I) 
thereof, Ihe ditTo;rcnce between (1\) S250 milli(lfI .nd (8) the !:ISm of ;tIt IlntOlllUlI r;lid in ~ati~raction of ~II r~yable Liquidated 
Fee~ \If OUI~ide C\IUIr.<CI wiln r.:;;ptc:t 11l1hc: prweding I.-~Iemlar quuner!i Ilf the calenllar )'Cur. 

(r:) "lipplkmi",r mcuns a written l(lpll~;clinn fur" fce Award ~-ubmillcd to !he Panel. ;IS well "11 ;til 5upI'Priing 
Illat~ri\ll~ (which Inlly inc:iud(; vi4eu rCI..,llIlinllll of interviews). 

(0 "AI'prtJvt'11 Corl SWt,..",..",.' mc:;Jn~ bot)! (i) a Cull\. Statement thot "'''11 been ucccpled by the Original Partidl'alillg 
MiUlufa!:turers; and (ii) in the evenl Ih;at :t Ccm SI:.tement submitted by STATe Oul~ide CnuhScd i" di'IJUled. the 
d~lc:rmlnatinn by ~Ihil(.;Ilit)n pursuanl til 5Ub~ectH1n (It) ut' :<4:lIlkm 19 hereof w; {l\ Ihc IIInouol of theseusonullie '-'U~I!I ilnd 
el(l"en~" of STAT~ OUl~ide Cmin~J. 

(I:) "eM' SWtt'I".'m" mt!lIn~ a lIigned und ~lIeslcd ~Ia(emellt (If reu!iCHIOIble c:n!lis and el(ptn~5 Ilr Outside Cnun~el 
r"r any actitln identified lIn ~xhillit D. M (I( N 10 the Agr,:clnelll tbut hus been bttllll:\ht by IIr against a Scnllns Stahl IIr 
L.iti~utlng 1'"lilic;1I Subdivision. 
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(b) "D~.rjKIl(JI~d Representative" me:&n~ the pen;an desigll3led in writing. by each pemm \lr enlit)' idcnlitietl in 
Exhihit S to (he Agreemenllby thc Alforney General of the Slate of ST .... TE nr :u later cerlitied in writins by the 
,"'Ovcmmenlal pro5ecuting alltlKJrity of the LiliBlIlina Political SlIbdivisionl, II' act IU their agenl in receiving paymcnl5 
fRlm tbe Origi",11 P:trlicip:lling Manufaclurer~ fur the ~nent (If STATE Oul~ide CIlunscll'tltlmUnlto ~cclKrns 8, 16 ;mLl 19 
herct,f. as applicable. 

(i) "Direr/or" melln.~ Ihe Director or Ihe Private AlIjudiclilitlR Center of Ihe Duke University Scholll (IF l.lIw or such 
olher (lCmln tlr entity as may bc chnscn by agreement (If the OrilliMI Panicipilling Manufacturers ;mll the Cllmmillel! 
described in tl]e S(!(.'()nd ~entence or (lUCUI.'f'll('h (b)(il) tlf seclillll II Ilereof. 

(j) "£Iixiblt COllruer me~n~ PriYllte Counsel eligible IU he alklcaleu II pari nf a Quurlerly Fee Am,lunt pursuant 10 
~ecti(\n 17 hereuf. 

Ik) "Fedmtl ug;slt"illll" lIlean~ teder~1 legi~l;lli\.n th~1 hnlK'5e~ un enfurceahle ubligati(m on Particip;ltitlg 
DelendllJll~ tn I'ay IIlt(lrney~' 'i:c~ with r~spccll() Priyale Cllunlltl. 

(I) "F~ .. Awt.,.r mean~ uny IIward of IIl1omey~' fce~ by che Panel in cllnncction wilh ;t Tob;icl.'\l COL'iC. 

(111) "Uqlt;I/II/C'11 Fe~" mean.'IlIII uUllrncys' fce f()f OuL~idc: C()Un~cI for lin)' action identiti<!d nn f.xt.ibill), M or N 10 
lhe AllrtemCn( 111:11 h.1~ been bmuchi by t>f <ll:ain" a Sc:ttling Stale tlf Utigatinll Politicill Subdivision. In un \lmounl agreed 
upon Ily the Originall'arlicip:Uing Manufllcturet~ ~nd .~eb Ouudde Coumel. 

(n) "Oursid .. CUlfluff' lI\ean.~ alllhUIle Private Cuunsel identilied in iixhibil S III the Agreclnenl 

(0) "I'fllll!f' Inelln5 Ihe three-memher arbilrlltiun p;lnel dr:§Cribed in 5Cclion II l\ereuf. 

(p) "PIIrrY" lIleiUl~ (i) STA Tf: Oul~ide Clluru;el ulKl (ii) an Origll\lll P:micillalil\l,l M .. nur~cturer. 
('I) h Pa>~tblt' CU.~I Sl"''''''''"/~ meanll the unpaid :I If\UUnlllr .. Cu!l& Stalement IIJ; III which all cnndiliulIlI prccedcnI 10 

payment have heen salislicd. 
Ir) "I"I)~lblr LiquHII'(f<l Fe' .. •• mc:~n5 the llllP:lid UUlllUnl Ill' II Liquhlillcd Fee us III which 311 cunditiun!' prl'ceilcnl III 

II"ylll~nt have been sllli~lied. 
(.,) ""rl!ViuNill.v SI!II/f!li Sr", .. s" mume Ihe States of Misslsdppl. !'Imld:! and Tellu". 

(I) "r,i'Xlt~ CUN/lSd' means all privllte cllun~1 for :all plaintinilln :I Tubacen CIL'Ie (including STATE OUlside 
Counsel). 

(u) "Qm",.'r-l)· Fu A",."m"· n~n'. till rurpl\1te~ ur the quarlerly payment.~ deSl!rihed in IICCtions 16, 17 and 18 
hercur-

(i) ({'II' cllch (It' the tin;I, ~nd and third calendar quuner~ nf IIny culendar YCIIT beginning wilh the r.r~1 
calend;1r qUUTler \11" 1999 anll end ing with the third clIlcndar quarter uf 2008, SI15 millilln; 

(ii) rur each fuurth calendar qwarler IIf liny "Idendar year heginning wilh the fourth calendar qUlu1er of 
1999 and emiing wilb che fourth culendarqu~net uf'2003.lhe »urnof(A) SI2S milliun and (II) the difference, if :my. bClween 
(I) S3n millilln uno (2) the sum of all amounl~ paid in salil;fuclion of all t>ee Award.~ or Private Coun~1 liming ~uch 
calendar )'Cur, jf any: 

(iii) tur euch fnurlh 4.'alendOir quaner (11' any calendar )'ClIr beginning with the '''anh culend .. r quarler nl 
::!004 and cnditlg wiih lilt fuurlh calendar quaner nr 20011. Ihe: ~uln Ill' (A) 5125 millitm; (ll) the ditl'crenL'C hetween (I) S375 
million: and (1) Ihe $um Ilf all iUOOunts paid in Saljslltclilln urull fee Aw:\rd~.,rPriY'.ale Cuunsel during ~uch clilendar )'C:lr. ir 
lIny; IIntl (q lhe dil'lerence. if al1),. hetween {I) S2SO million lind (2) the prudu.:1 11«(.) .2 (tWl' tenlh.~) and (b) lhe sum 01';111 
IImount,; p:litl in $llIisruCli(ln of _II Liquidaled fees (If Oul~ille Cnun:lel plln:uunl tn lICCtil)n 6 bereuf, it' any; 

(iv) fw each of the fir~l, second lind Ihird clllcntJ.u quarters ('1' any calendur yeur heginning wilh the fi~1 
.:uknd:,. quarlCr llr2009. S 125 millilln; and 

(v) fur each f(lurth cillentlLlr 'IuurlC:r uf IIny calend~r year heginninll wilh the fllunl. calendilr quarter IIf 
2IJ09, IIle: sum of (A) SI25 million and (S) Ihe difCerence. if any. belweett (I) 5375 milliun and (2) IIle: ~um ur ~II ammlRl~ 
paid In sullsf;U!lion of all fec Awards of Priv:lle Cnul1Ael during ~'\ICh calelltlar year. if any. 

(v) "Reicl/t'd PenO'IIl" mcun~ e-ol(.:h Origillal PlinicipllliDG ManlJfacturer'$ pasl. pre~ent und (uture Aflili;ltc.~. 
diviKilllU. (Ifficers, directors, employecs, rep'ClIenlllti~el', in.~urcrl'. lenden:. undc,wrilcrs, T\lb;u;cII-Rcl~ted Organizalions. 
trade US()Cillli()IU, 5upplier~, ageot~. lIudi,u".. advertising agencies, public rel:rtions cntitic!!, :llIlIrney~, rel:lilers :IlKI 
dislrlbulor~ (und the predct:essor.;. !letn;, eXCCUI()r~. IIdmini~lrlIllllll, 51K.'Ce~$Or~ lind u,:...ign5 of eacb of the rmellllinll). 

(w) "SUlrt eif STATE' means lhe lapplic-.able Seltling Stille or the Litigatillg Pulitical Subdivi~ionl, any of il~ pasl, 
present and future olen Is. otficiuls acting in their officilll ~apucitie~, lel:ul repn:,;enllllivc,;, al!Cncie.'I. departn~nl~. 
c;(lmmissKrns lind subdivhion8. 

(l\) "STATE OIl/s;III! CONrlStf' 11lCll!I5 ",II persons tlr cntilic::l identified in E:\hibil S III the Asreement hy the AITUrne), 
Qener .. 1 of Stllte or STATE 1m a.'\ later certified by the office of the governmental j\ro$et'Uting 'Iutlwrily r\lr Ihe Liticatin!! 
Politicul Suhdivisionills having been retained hy lind haviog revre:<enCcd the STATE in <.'tlnnecliun with Ihe Aclilln, acting 
cllllectively by ununimnu,; tlt.ci~ion or "II ~uch penans IIr entilie>:. 
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(y) -Tuw("t"(l Clf~~n mean.~ any tobacco and he.tllh c:a. .. c (nthc:r Ihun I nun-l,;liI~5 acliDn peMlntil injury case 
bmllgllt directl), by \IT "n bchlllf or a ~ingle nutural pt!mm or aile ~'\IrVi \lor of such person or thr wmng(u I de:llh. or :\fly non
cla,.,; :l<.'tiM C!llO~'tllid:uioo .. flwo Ilr mu .. e such cll.o;e~). 

(l.) "Ullpaid Ff!I!~ mean~ the unl'aid portion of:l I-ee Aw;mJ. 

SECTION 2. Agru"'~III'o Pay FI!I!~. 

The Original Participating Mllnut':lc:rurer~ will I"*Y 1'eal'(lI1:lblc attorneys' reex 10 STATE OUIlIide CI>unsel fl~ their 
reprclCeIllalion of the Siale of STATE in coonecticlll wich Ihe Aclilln, II.~ provided herein und :;ub~ to the Code of 
PI'(J/~sl;Vflul Respullsibility of the AmericJln Bar A~~ociation. Nothing herein shall be L'OIlSlrued 10 require ahe Original 
Purticipaling MlInuraclurc:J'll [(I pll)' uny aUotru!)'l:' fees other than (i) a Uquidated fee or II 11ee Awurd :md (ii) II ClI!>t . 
SlUtenlCnt, as provided herein. nnr liMli anY1hine herein relluire the Original PaTtidl'aling Mnnllfucturc:rl' to pilY any 
Liquidated fee,Pce Award or CO;,1 Sllilemcllt ia connectioa with IIny litigation other than the Action. ' 

SE<.TlOrt 3. ExdlUi,~ ObligfltiUlI tifth~ Orlglnul PtlrticipflfifiX M(I'U4fiK'IHrt!'~' 

The phwisions set forth herein c:onlllilule tbe entire obligation of' Ihe Originlll Pllrlh:iputin.G M~nuraclurel'll wllh 
rc5pec' kl payment at' >ltt(lme)'ll' fees (If STAT!: OUl"itie Counsel (including C:OSII; and clIpen!Ce:<) in c:onnec:Cillll wilh lhe 
Aclion and Ihe exc:lu.~ive mean~ by wtlieh STATE OU1!1ide C",un.'>C1 or IIDYother persnn or enlilY hili)' il«k payment (If (ee~ 
by Ihe Origin"l Parlicipaling MlIRUlill.:IUJen; IIr RclQ1ed Pel'l<Ol1!l in cooneclicm with the Aclion. The Originul Parlicip:lling 
Munuf...:lurcn< shall have 1111 ubligulRm ('IITlIulint 10 SectillR XVII of lilt Allrec:menlto pay attorneys' rees in cnnnc:clitlll with 
the AL'tlulI ICI :lny counsel Illher fh;1n ST ATE Out§ide Counsel. and they mull hllye no ulher oblisatiDn 11.1 p;ay atll)mt)'S' fees 
In ur otherwi,;e 10 cllnlpen!<llie STATE Out~ide COIIn:lel, an)' other c;ounlici or rC(lfc!lCnl~liYe ... ( the Slale of STAT!! 01' the 
State IIf STAT!! itself with ,e~pe.:t to :II1.lfUcys· feu in wnm:ClillD wilh the Aclion. 

SI'.cnc1H 4. 8t'It'fl,rl!. 

(;1) Elich per50n or entity idenlifiell in Exhibit S 10 the Agreement hy ahe Allurney Generlll \Ir the Slale of STA TJ:; 
I"r a. ... ccrlifKd II)' the: office of Ihe IItlYermnemal proile\:uling ;&ulburity ftlc lhl! Liti,:ulinll Pl.liljc,,1 SllblliYi~iunl h.!rl!hy 
ilT<!vncuhl), reie:lses Iht: Original ranicirutin~ M3nu(LlcIUter~ lind ull Rel:lletl rer$un~ fnlln ~ny Dnd ~II claimll tlilit ,uell 
p!rSlIR IIr el1Iily ever had. nllw ha~ err "creaner evn, 5baU (Ie J1\IIY ba~e in ~ny way rc:laled ttl the "clion (ineludillg lIul n(1I 
limited to any nll:b'Oti<ltion.~ relllled 10 Ihe ~elliement ,If the AclioTl). Such rclCU5C wI! nOl be CClILoQrued liS U rele:l..:e IIf ;any 
per~)n or enlity us III IIny nr the obligations underttUn herein in conne<:linn with 11 bre~ch IJiereuf. 

(Il) In the event th;rt STATE Ouu.ide CouMellmd tbe Original fanicipaling Manufacturer" I1Crte upon;t Liquidall!d 
l'ee pun:ullnt Iu section 7 h~ ... r, it shall be a rrecllndilion In IIny p;tymcnl by Ille Orisinul Paniciputing Manuf<lcturcrs III the 
Designated ReJ'lre~entaliye pursuant lu ~ection 8 herellf that e'oll:h pel'llOl1 Of entity identified in iixhibil S to !he Acreemenl by 
the Attorney General !If the SI:lIC (If STATE 1(1[' as cenlfled by the ortK.'C of the Guvemmental pn~'\Iting .uthllril), ror the 
Ulig-olting Polilical Subdivi~illnl ~hall h:aYe irrevocably I't'leasell all entities reprcsenied b), STATi3 Oul~ide CRume) in tile: 
Aeliun. a.'< well 115 all per.;ons acting by or on behllir nf 8uch cnliliu (including the Allomey Gencr~1 lor the office of !hi! 
~l)vemrncnl.1 ptl.lscculing Ilulhorilyl and ell!:h ()ther pert;On 01' coli I)' Idcmlned (111 E~hjbjl S In the Agreement hy the AUIIfTICY 
Generallnr the ()fflCe I,f the b'(lvc:rnmenllll p!'Il1I(cuting authority!) !Tom uny und 1111 claim.~ Ihat such person or en Iii), ever bud, 
"l)W ha.~ or hereafter can. shull or mil)' have in un)' wily rellited to the Actinn (includin; bUI notlimiled lI> aQy negnli:ttioo~ 
rdilted 10 the lIClllement tl1' !he ACliun). SItCh rclcuse sball nut he CIIJlSIrUcd lIS a rcle,,>te (If any pcrwn ur entil)' _s 10 any IIr 
the ohlil:alil1l~ undenal:en herein in conne~ti!ln witlt II ill'C'oICh thereof. 

SEcrtON 5. Nu E.ffrcI 1111 STATE Olll~id~ COtIllUI'.1 Fee emllr"c", 

The rigllt~ i1nd Ilbligation5. it' uny, of Ihe respective parties 10 :lny contrucibetllleen lhe State Ill' STATE and STATE 
OUIKidc Cuull~el ~hall be unaffected hy Ihi,; STA 1'1: t=cc Payment Agreement excepl (u) in50fOlr lIS ST ATE Ouhitll! C()un5C1 
gr;ant the relell~e dellCribc:d in subl'l:ctiun (b) Ilf seelinn 4 hereof; ,,"II (b) 10 the: exteni Ibal ST A 1'1:i OUlsroC Cllunsel receive 
any paYID.:nls in ~ati~fll<.'til\ll of a ree Award I'IITSU;tRt til sectillll 16 beeeof • .!Iny amuunts 10(1 received ... hall he creditcd, un :a 
dollar·for·dullar blld~. !llluin~t lin), amount p:lYJble 10 STATe Outl'ide Coun:oel by the Stille IIf STATE lor the Lilij;~linl! 
Politicul SubdiYisinnl untl~r 1m)' $IIdl conlract. 

SEC1'1ON 6. Liql4jJlUt'd Pres. 

(11) In Ihe event (hIlt the Original Plirtic:ipllling MgllUfhcluret$lInd STATH Oulldde CollnS(:1 a.cre\: u~m the amuunt 
(lr a Liquidated Fee. lhe Original Parliciputing Munllf .... 'lUrers shallI'll)' ~ucb L.iquid:l~d Fee, ['IUT~U:lRt ttllhe terms hereur, 

(b) The Original Participating Manur~,"'lurer.i' payment of any liquidated Fee pllrsuunllo Ihi~ STATE t>ee Payment 
AJ:ICement ~aU be s~ject In (i) slItlsfaction I1f tile conditions precedent dilled in llel:tiun 4 arx1 paragraph (c)(ii) u( ~tli\'n 1 
hereor; and Oi) the paymenlllChedule lind lhe annual :lnd qUllrterly ~grcgale national CilpS specified in $euli!lll~ 8 :lml 9 
hereof. wllich sholll :apply tn ull puymenfs mude wilh respect to Liquiullied "eell or ull Outside CouD~el. 

SECTION 7. NrJwti(l/ilm(I, Liqllidu/rtl F,.t,. 
(II) IrSTATc Oul~i"e Cnun,;,!1 seck to he l'aid;J Liquidliled Pee, lhe De~iJ:nlllcd Represenlulive shulll:ll nlllify Ih~ 

Original Parlidpaliog Manuf;tl.'turccs. The Origin;!1 Panic:ipating Mallufactureno ma), at any lime muke ~n olTer ,)f a 
Wquiduted F.:e III tile Ot:l<ignated Rel're~encative in an :lIncounlllel by tlta U1utnill1flu~ lIt:reemenl, "od al the ~nlc di...:relion. Ilf 
lhe Origin~1 P;micipaling Manul'l«'turcr~ and. in ~Cly event. $h~1t ,"vUo:ctivcly make ~lIcb lUI ofter III the Del>;l!nutcal 
Ro::ptellCnMive nIl mllre IlIlIn 60 Bu~int:~s DilYs al\cr reccipt crf nuliI..'C by lite De5igna!etl Repre.-enlutive Ih:II STATE Outside! 
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Cll1m~1 ~eek KI be paid a Liquidated Fee. The Original Punic:lpalillg ManutllCturcr$ liIlall nut be ublig~tc:d 10 rn:ak~ an 
olTer IIf u Liquid"ted f(c in .my I';uticul~r amount Wilhin sen "lI~ine.cs Du)'l1 ut"ler re.:civing lIUch 0IlI "fkr, STATE 
OU.I.~i~ Cuunsel shull either IIcce", the uner, rcjecllhe oller or make II cnunlerlltler. 

(b) The national IIggregllle of 1111 Li'lllidalc:d fees to be agreed to by the Original Participating Manut'lICturcrs in 
<:onne\-"i"n wilh Ihe ~elth:rncnl of Imlse uClion~ indiculed on EJl:hibils D. M and N lit Ihe Agreement shall Nil exc~ell <Inc 
hi lliun IWIl hundred lill)' IRillion dllllars (S 1.2S0,OOO,OOO). 

(c) If lhe Original P,micipaling Mllnufaclurer,! and STATE Oul~ide Cuun~clagree in wriling upun II Liquidated t'ce: 

(i) STATE Oulside Cuunsel shall nnl be ellglh~ for a ree AW'Jnl; 

(ii) such Liquidated t'1le sh.1I1 nol become II Payahle liquidllted Fee unlil such Ihne II!I (A) Stalc-Specifu: 
~in.alily Iw.~ occu/Ttd in the Sinle "I'STATe: (B) cOICh pemtn or enlity Wentilitd in Elchibil S 10 tlte Ajp"eemcnl by Ihe 
Atlnr~y Geneml 111 the Stale of STAn (\If a.~ certified hy the offK."e tiC the I!QVCmlllCnlul (lIoscclitinJ: lIulh(lrily or Ihe 
UtiJ:adnt: Politil:al Subdivisionl ha" Ilranl~d the reicll!le desl:ribed in 5tJhseclinn (It) II( $Celion 4 "'--reof; und (C) notilie of the 
eyen~ dtl(c;rihed in sUbf'aragraJlhs (A) and (B) uf lhis JYJrallrllph 11;1$ heen pr{lvitled It) IIIe Original Partic:ip;lling 
MlinufuclUrers. 

(iii) payment tlf slh.:h Li~lIidaled t'ee pUTliUl1nl kl sCl:litln~ H .. nd 9 heretlr (Iotelher wilh pil),ment lIr l:n~ls 
and upenscs pur~·u;tnl hI section 19 ~reo1). shall he STA~ Out~ide Coonscl'!!: tollllllnd ~()I!! cbmpen.""lilln by Ihe Orillinal 
Parlicipaling Manuf:Il:luren; in connec:tilln with tbe Aclion. 

(e1) If the: Original Participating Manufuclurer .. ~ STATE Outside Coun:<\!1 d~, nut. agree in wrilinll IIPU" I 

Liquidaled Pee, STATH Outside CllunKelln'lY ~uhmil an Application lu Ihe Panel fllr II fec Award III hc 1',lid a~ I'rllvided in 
se<.1i(l~ 16, 17 and IH hereof. 

SE!.:tloN 8. PClJ'j,,,·nll!f tiqu;'/(Iktt F r~. 

In Ibe evenl th~t the Original Participating Mllnuruclurcrs und STATE Oulside Cmlnsel ullree in wrlling upon a 
Uquidal.:d fee. lind until "uch lill1e ~~ the Dcsipaled Repre!lenllltive hilS received paYlnenlli in full 5lIti~f:Jl.."tinn nt· ~u~h 
Uquidaled }lec-

(II) On '.'ebrUllry I. 1999, irille Uquiclaled Fee of STATE Oul<ille Cuunllel ~lIme "Payable Liquidaled fee berm!) 
January I S, 1999, e:ICh Originul Participating Manuructurer lIbllll ,;everJlly puy 10 the De~ignll1ed RcprelienMiyc it~ Rchlljve 
MIIJ'1(et Sh<lre of lhe lu,;er of (i) tbe P~yllhle Liquid"leli fe~ or STAT\:! Oul,ide CnunltCl. (ii) $~ millh)n (Ir (iii) In the event 
1b.1I lllC .. 11m or .1I11',1YJblc Uquiduted Fcc, IIf ull OUI~ide Ctllltlsel a~ of J~nuary IS. 191)9 eXI.:ccll." In.: /l.1'I'lil::lhlo: Li<juid:uilln 
Am()unt,the Allncable Liquiclalw Share lit" STATl! OUb,ide C""a~l. 

(b) On August I. 1999, If the Li<luid:ued fcc of STATIi Out~de Caunllel beeltme It Payable Liquidated f« Iln or 
aftcr Janu,lIY IS, 1999 and befnre July 1.5, 1999, eacb Originill Parlil:ip"ting MllnufllCturer "h.n !'evcr.llly pay 10 the 
DesigDated Reprncn"tlve il5 RelatiYC Markel Share tlf lhe lesser IIf (i) Ihe P."yable Li'l\lid:llcd Fee of STATE Out<ide 
C\lun:<el, (ii) 5S million or (iii) in the event Ihllilhe sum uf all PUYllhie Liquidllied Fee~ (It" all Oul5iue Cnun~lthQt bccUlnt! 
Payable Liquidated fees on t)r afler JlIlluliry 1:S. 1999.md befurc July is, 1999 exccedlll!le Applicahle Uquidatiull Aml\Unl. 
the Allm:uble Littuidated ShllIC of STATE Out~ide Cllun~J. 

(c) On D~cembet IS, 1999. it" lhe Liquidaled Pee of STATe Outside Cl)un~cl became a Puyable Lkluldated fcc nn 
I)f after July IS, 1999 unll bdllre DcCC1l1ber 1, 1999. euch Origln ... 1 PurticillalinC ManurOlcturcr ~hall ~verally IlllY h. tho: 
llcsillnlllcd RCl're~entalive ils Relulive Markel Share \If lhe lesser of (i) lhe Puy=-hle Li'luidaled fcc 1>1 STATE OUlsidc 
Counsel. (ii) 55 mittil1n or (iii) in the even' Ihlll the ~um pf an I'ay"bll: Liquidated I'ec~ or lIlI OUlside C.lUnsel lIu1\ he~1a11lc 
Pllybhl~ Liquidilted I'~~ un (Ir ut\cr July IS. 19')9 lind tlefi.rc Dctemher I. 1999 exceeds Ihe API,IicOlhic Liq uid:niun Alnlllllll, 
!he Allocable Liquidall:d Share or STAT Ii Oulside Cnunul. 

(d) On December 15. 1991), if the Liquldah:d ree or STATE Oul'Oide Cnun.~1 be ... 'lIUlC a Pay-tlllle Liquid~led t'ee 
hernr!! O~l:ember I. 1999, each Orisinlll Panici('lmting M:muf":lClurer .~hull severlllly PitY 10 lhe Dc~il:1naled Repre.~nli1tiYc its 
Relative Market Shure (1t"the: le~~r or (i) lhe p-Jyable Li~uidaled fcc o(STATll OUlside Cuunsel. or (ii) 55 million ur (iii) in 
Ihl: evenl th~1 the sum of .. n PII)'lIblc Liquidated Pees of ull OUI~11le Ct\un~el Ihul ~col\1e P~Yllhle Liquidaled F«s hdiue 
Dcccmher 1, 1999 cxt:eecls the AJlfllic,lblc Liquidalilln Amllunt, the Allu.:able Liquidaled Sh~~ <II" 51'ATE Out.ide C(lunscl. 

fe) On Oecember IS, 1999, if Ihe Liquidiiled tlee 01" STATE Outllide Coul'I$~1 IIecanu: a l'ayahlc Liquid .. I.:.1 Fec 
hefurc Decemher I. 1999, cacb Original Plirticipating MunuflWlurer llhall severally (lilY 10 the Del<illnaled Representative il" 
Relatiw Markel Shure uf!he lesser uf(i) the Payable Uquh.hucd fcc of STATf. Oulside Cilunsci Ill" (ii) in lhe event Ihut the 
sum of all P.oI)'~ble Liquidated Fee~ of .. II Out~it1e Coum;c! lbut became P~yable l.i4luidllltl!d I-'ec~ bernre Dect:nlher I. 199') 
cJlI;eed~ llIe Applicllble Liqu idahl1n Amnunl, Ihe Allocahle Liquidllted Share ttl STATE Outside Cuunsel. 

(0 On Ihe Ilist day of e~h c .. alendur quurtcr, bcginl1ing witll Ihc fir:<1 t:altndar qu~rtet IIf 2000 and ending willi Iho: 
fourlll cak:nllur quarter of 200::!, jf the I..itjllidatcd t'ct: of STATE Outside Ctlunsel hecnmc u P.olyuble LKjuicMcd I'ee al t.l'h1 
l!i Busim:!iS D-oIYli rrior 111 the b .. 1 day 01" each ~"Uch calenl.iltr qnrter. c .. cb Orisin:al Pan\t:ipllting Munufuclurcr shall ~~r'"I)' 
puy III tbe Desi@nated Representativt! il~ Relative Murkcl Share of 111e le~:lCr (If (i) the P.y~blc Liquidated fee IIf STAn: 
OUlsidc COUII.'H:I or (ii) in the evenl thai the slim of illl Puyahle U'luid:lled fel:.~ of all OUI~icle C0l1n,;e1 a~ of the dale 15 
Bu~ille5.~ DaY5 prior 10 the dare (If rhe I)aymenl in que~tion eXcet."tI" Ihe Al'plicuble Liqllid~lioR i\IIUlunt. Ill.: AllllCahle 
Lillllid~lcd Share ~.r STATE Oulside Cuun~eI. 
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SECTION 9. U,"iulliuIIS QII P"ym~"rs of LKt:lidl,,~d FI!t!s. 
Nlltwhh:<l<lJ1ding lilly other provision here(lf. ull p"oIymcnt'l by the Origilllli Parlicipalint: Manufactllr!!r.; with 

re~pct:l til LiquidAlcd ~·ec,. shall be 5ubjec.110 lbe following: 

(a) Under no circumslancc~ llhall the Ori,imd Parlidputing ManoflK:turers be required I() m:lke any payment that 
w(luld re~"\J11 in aggresale national fIlIymenls or UquidlSlcd fees: 

Ii) dUring 1991). t"taUns more than S2!lO mUllen: 

(ii) with re~pcclln uny CAlendar quarler beginning with the (IT5t c:lIlendar qUInter (If 2000 und endinG wilh 
the rourth calendar qU:lrteJ" of 200). t.It~ling IIlOTC Ihiln S62.5 milli(lIl. excepltl) the extent lbal a JIIIymcnl with rc~ftc"1 in <lny 
prillr ~ .. Iendar quarter of any cu.lend:tr yew- did not Iolal S62.5 million; Of 

(iii) with re~(lCct 1\llIny calendar qUllrler 1It"ler the fourlb calendar qUlIrter 1)( 200.3. rllluling mitre than zein. 

(1)) The Original PllniciJ"llllinll M~nuf;&Clurer.;· t1biigatilln.'I with r~peci ICl rhe Liquidated fee nf STATP. OUI~idc 
CuunJeI. it" any, shall be el(Cl~ively .~~ I'FllVided in IhL~ STATS Pee PII),ment Agreement, lind nolwilh~tanding lilly tltber 
pruYillion of law, such Liquidal~d Fee lthilll nlll lie enlen!d :a.~ Of" rcdll<:ed 10 1I judgll1l:nt IIgliinst the Original t>articipaling 
Manufactllfl!n; (\r cunsidertd :IS II ha~i~ lI.r requiring a h .. nd or j~ing alil:n IIr IIny tllher encumbrance. 

SECTION 10. Fu A Wdrds. 
(II) In the evenlthat the Origilllli Plinicipatiag Mllnuraclurers and STATB OUlllidc COllnseldu not "alree in writing 

upon " l.iqllidmed fee lIl' Ile~cribcd in scctlon 7 hereof", the OrigiIlllI Participuting Mlinufuciurer$ lIhall pay, lIullIuant to 1he 
I.:rn" herel)!". the Fee AWl.lrd awarded by the: P:tnellt1 STAT!: Olll~jde Counsel. 

(h) The Originul Particlratlng Munut'ac(ute1'll' I'u)'lfleot of IIny fee A.w:tnl PUflIuant 10 tbis STATE Fcc: PU)'tnenl 
Allreclttt nl ~h;ln be 1I11hjct.1 to the JlUY"l<!nl IIChedule and the unnu:al lind quurterly :aggregate: nalional C:lpS ~pel;i (jed io 
5ectiun~ 17 ancl III hereof. whh;l. ~h:.1I1 apply 111: 

(i) all payment~ of" Fcc AW".rd~ in cunnc\-1ion witb lin IIsreemc:nt In pay fccs;as purt I1f lhe ~eltlcnlt!nll"· an)' 
Tllhuec("l Ca~c 01\ leffi1~ 'bal provide ftlr payment by Ibe Origin:tl PartlciJlllting Mllnuractll1CI'll or .llber ddendilnts IIClin& in 
agreement with the Original Participating Mllnlltilclurcr. (1."llIcclively. "Purticipuling Derendllnt~") "Hees with re~pec:llo ilny 
PriYole Cuunsel. subject t(l un annuIII cup an JIllymelU 01'.11 ~u.:h feeli; ilnd 

(ii) all paymenl~ I)f IIllnrne)lll' fee, (other thun tee!! t4)r IIl1ltme}'ll of Pilrticipaling Dcrend~RI~) J1Ur~Ullnl 10 
Fee Award~ telr IIClivitic~ in cltnncclion with IIny Toholl.'Co C;m: reliUlved by ll[lCt'uti4111 01' federal Lcgislalilln. 

SECTlON II. Cwnpusilioll rof ,1", Prulet. 

(:I) The 1ir~t and the l<ecund members of lbe Puntl 5h.a11 botb be permanent membe~ of the r-olneland, lIS ~lICh. will 
pmil:ipale in the d~lerminalilin "r !til fcc Award$. The !bird !'lInel member shall nllt be g permanenl Punel member, hut 
inslClld shall be a ~1:1le-sJ"ll!citic Ittenlber ~elected to determine Fee AWIITdll ttn behalf of Privule COlld~1 rel:lin<:d ill 
cJ)nn~til}n wilh liligalil)n wilhin II sinllie ~""1c. AC\-,(lrtiinllly. the Ihird, 5otalc-sl'ccif"w member uf lhe P~nel fl)( purf1u~ or 
determining fa: Award." with re~pecllo lilijlillion illlhe State Df STATE !Ih~1I not pal1icipalc in any determinulion ~5 10 any 
fee /l.ward with I'CSl'ecllllliligation in any nlber ~tllse {unle~5 !<elected to panic:irase in j;u.:h delerminuti()ns hy ~uch (Iet~llII~ 
a~ may be Jluthorized tt) n13k.e ~uc;h 5elcclinn~ under other 1IIlrecmenL'!), 

(b) The members of the Punel slllill bt ~clCl..1ed w; follnW1l: 

(i) The tir~ m~"fllher wll he the Mhltul rcr:llln sclecled by Parliciputing Defendants. 

(ii) The secttnllmemlier l\hllll be Ille rer$On juiftlly liClccted by the ilgn:ement llf Porricipuling Defcndunbi 
:Il1d II ,""juriIY of tile commillee described in the fcc pll)llncnl al.'fCemenL( ulered in .:onncclion with the $elllc~nl!\ of Ihe 
TllbllCcl) Case!! hrm'Ght by tht! Previou.~ly Settled SlIltc". In lhe evcnt Ihat1he pen;nn ~() ~ell:ct~d is unuhle tlf unwillinc II) 
cunlinu!! 10 ~rve. :a repl:lCcrnenl r\Ir such member dIltll be l;C\ecled by agreement of the Original Participuti nl: ManulilclllKrs 
and a mujarilY lit" lhe n1elllber~ \I! a committee ~\lmposed of the followins memberli; JUIICllh f. Rke, Richaru f. S~"tug!!!I. 
Steven W. 13emwn, Walter Ulnltbrey, (Inc :Jdditianlll representative. to be selected In the !Cole- dil'l."retitlD of NAAG, :And IWI) 

repre~nlalivl:5 of Privute CounltCl in Tohocro Cases. to he selecled lit Ibe S\l1e di,;creli<.n of Ih~ Original I'anicirt;ulng 
Munllruclurer~. 

(iii) The third, ~Iale.spedtic memher tilr purpuses (If tklermining fee Awards with respecll\l litiGDtion ill 
the: Stale of STATe shllll he'lI n~lural person ~Jccted by STATE Oul~ide Counsel. will) shall notify the Dim:tllr and lhe 
OriSi nal Pllrticipu1inll Manufill.1urers (If lhe name of Ihe petlC(1R selecletl. 

SECTION 12. Applkl1liun <"STATE Oltt:dJt COIQlsti. 

(a) STATE OUlside Cnunsell'hall make II «tlleL1ive A~rllclltion for 21 ~in8le fcc Award. which ~h311 be suhmilled 
10 the Direclor. Wilhin live Bu~ine"s o-.. y~ ;lnCt receipt of the AJlfIIiC:llIlon by STAT!! Ouuide Cnun~I, Ibc DireclC1l ~holt 
serve the Apjllicatiun upon Ih~ Originlll Participating MllI1ufM<!hIrc~ lind Ihe STATl:t The Orlginill ParticipalinS 
Ml1nuf"~lur<:r.< l<hall submit all maleri:!ls in response It) the AppliClltinll \() the Direclor by the 1,lIer IIf (i) 60 BUl<ineOis Days 
after ~ervicc of IIIC API'licatiun UP!)" Ihe Origil\:l[ P:trtic:iputing Manufu.:tllrC:~ by the Director. (ii) live Bllsincs;,~ D~ys afler 
Ihe dule of Stale-Spl:cilic finulity in the SWlt ttl' STATE or (iii) live Btr.<ine,;., D-~)'!' arler the dllie un which nulil."C of the 
nume oJ" Ine: third, ~wh:-"'f1edtic pan~1 member de.'!Crihcd in parugraph (h)(iii) of lICClilln II h~reof has been IlI"lwill ... d Ii) 1M 
Directl1r und the Ori};in:d I'arlicipating Manul"acIUrcrl<. 
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(h) The Origin:!1 I'urlicifl:.lcfng Mallufaclun:n may $ubmil 10 I~ Direclt'r ~n)' IMtcrials thllt they wi~h ;,nll. 
nulwith51anilinl:! any 1'l!.lriction~ ur rel're!lenl .. tion~ made in any uther IIgl'9menlS.lhe Otlsin .. 1 Parlicipllling Manufac:rurer5 
1ll,,"1 be in 1\\, WOoly cUlIslraineLi frnm c:l ..... le~il\g me lunounl of the fee Award reque~led by STAn OlII~i"e Cuun.~el. The 
Din:clur. tbe P"nd. the St;&u: uf STATH, Ihe Origilllli I'liftidplllinll Manufac:lul'I!r~ ~nd STAT~ Ou{~ide Cuu!I!CC1 ~hall 
prt!lerve I~ clIlJlidenti:dily of Wly IIIt<lrney wl>rk-l'fl~uCT l!Ialerialtl or uther lIimilar cunl'icknli:d inrUTlIIution tMt may II.: 
submiued. 

(c) The Din:(;tnr \;h:11I fmw:sn1thc Appticatiltrl "r STAT!:: Outside COlln~tl. 115 wen iI~ all wrill-=n malerillis r.:lating 
III ~u<:h Al'lllical'(ln thai h:lve ~I!n suhlniutd l>y lho: Oda:ht;ll Parlicipating M:mUrilC:lu~r5 JlUf~WlRl III "uh..:~Ii<.II' (Il) of thi. 
~~Iioo, In the Panel within live. Bu!;incss Day!: ufter tho! Siller tWO (i) tI'" eltpirlltion ur the period /t,r the Originill '''Jrlicip.aling 
M .. ulltacluce~ to roubmit ~uch rn;lleri;d~ ur (ii) 1M I!Urlier tlf (A.) t~ d:llc lin which the PllAel i,;sues u Pee AWaN \\;Ih rc.~pctl 
to lilly Applicluitm of olher Private Cuun~el previously (mwanltd k'lhe p;mel by the Dire(:lor or (8) )0 8u~ines~ Oay~ lifter 
Ihe fllrwunling II' Ibe PilJlel of 1he Appliclltion uf mher PriVale Counsel lllOsl n:cenlly fllrwarded 10 the P;lncl tly Ih~ Director. 
"h~ Direclor lh:lll nuliry the Parlies upon fllrwan1ing the Application (and all written m;Jleri"l~ relating Ibe~lll) 10 lho: I'and. 

(d) In the e~ntlh:1I eilhe. Parly I\Oeks a nearillg hefon: the Plillci. ~h Pliny hilly lGubmil a r~ljvcslllI the Directur ill 
wrilifl8 within live 8usil\1::~s DKY$ uflef the f()rwilfding ()r the Applicatilln of STAT!: Outsilk: Cllunlielln lhe r,mel hy th~ 
Dim:tur. and ~he Dircclur shllll promptl)' forward Ihc request 10 the Panel. If Ihe P;lMI gr"'nl~ the reqllel>1. it "hill! p!'clll\l'tly 
IIet II dale for MOlring. such dYb! 10 full within 30 Susincl's D;&Y5after the dille IIf the PlIl'lel' ~ receipt I.r th~ Apl'lica1il)D. 

SE(:TtUN 13. P,rnl!/ P,,,,·el!lliugs. 

The proceedings of the Panel slual! be chn\ltJcled ~ubjecl to the terlDl> of 'hi$ Agreement and of rbe l'rolnclliof PaMI 
Pr\lcedure~ :&ClllChetl as liD AM'tndix hereto. 

SIlt.T1QN 14, A wllrd of F,'es to STATE Om:rj,il! C(JUnsei. 

The members of 1~ Pantl will consider all reler.lIlt infllrmalicm ~uhmitted 10 Cl\eln in reaching II d«.'i5inn a.o '" D N:e 
Aword tllal fllirly I'tovide~ fur full re:&sonable ~(\mJ1en::alitln Ilf STATE Out.~ide Cll1l1'o!lei. In cltn~ilkring the amoonl IIf lhe 
j:9 Award, ,he Punel :;hAil not ron~ide:r IIny Liquidliled fee allr«d ttl by ~ny other Oulslde Counsel. any otTer 1)( nr 
ne~Cltialillru; relaring '0 Iny Jlrl'fKl!iCtI liquid:itcd reo: for STA TC OUlSitl" CI",n~cl or IIny fcc Aw.:ud th~t "Irllady h ... ~ ~en Ilr 
yel 1l1li)' be ilw;lrded in CUlillecuon wilit allY ulher n,b:tI:~'O Ca.~e. The Puncl !\hull nlll btl limited \1) an "nurly-rl\~e .>r ludcslllr 
anllly~i~ in detennining the amount ()f the ~ee Awunlof STATE Oul~ide Couru;el. bUI ~h;tlliake inlo ut:cllunt the IOllllilY or 
th.: circutrutllncell. The PUn(:\'lI d~ci~ioa.~ :t~ to the fo'ec AWltrd of STATe Oul-:ide Cnunsel shan he in writins und ~ball replln 
Ihe: ~muunt "C 1M Jee lIwltfde<.l (with or with()ut eKplanution IIr ,'pinion. ;It Ibe Pancl'~ di$&:relion), Thc P;lnel sh;lll determine 
the "IIIOunt (If the Fee Award ttl be Jluid IU ~"T ATE Outside COOIlltc:\ whhin IIIe late, of 30 culent!lIr days lifter ,.t:ceiving the 
Applicllli(ln (and all relaled ~Icliql:<) frtllli Ille Din:ctor or l!i 8u~jncu Day5 :tClcr the last dllte ot' any lIl!;tfing helll pur~uunl 
w subsection (<I) of ~etilln 12 hereof. Tho: PllRel'~ dlld~ioll a!lll) the l1ee A.w-"rd or STAle OuL~ide Cnllnsc:1 ~h:tll 110: lillal. 
hindlng lind n(ln-"I'IlCl\lahle. 

SECTION 15. Cosl.rofAr/li/l"<1fif"", 

All lallits und expenliCs II( the arbitr .. tion pruceedilll!~ held by Ih.: Panel, includillg o:o.'1~. cXI'(;n.~l and cllmpen.;;alitlll 
!If tho: Direclor and Itt the Pilnel Inc:rnbcrs (hul not including IIny COlll1l, ClIpenSC5 lit c(lmpen~"tiull lIf coun5t1 making 
applieutinn.'\ \1.1 lbe !';mel). l'hall he horne by lbe Orillin<lll'arlidl'lliing M;lnurllCturer~ in I"tI'J1ortion III fbeir R~laIi\'o! Markel 
Sh<lre5. 

SE(."I'ION 16. PII)'I/IC'II' of Fu AWllfI1 (If STATE Olllsidr ClUmsl.'l. 

On 'If before the tellih BlI~illCJi!l OilY after Ihe Ilist day (If elIch eltlelldat quarter beginning willa the 1i~1 c~len.dllr 
qUilrter of 1'199, each Origil1lll Participating Mllnulilt!curer shull ~everWly pay to She O~ign~t~d Rel'rtSCllItaTiYe il~ Relalive 
Murli:rl Shan: (It'the Alloc:ucd Alm,unl f<lr STATe Oul~ide C(lun~el lOr the c~lenJ;/.r qllaflcr with fe~ptct 1(1 which ~ucb 
qUlltlcrly paYlIlCnl is being Ina.d.: (the "Al'Plil.-~blc Quarlen. 

SECTtOr-rI7, AlluC:lli('tl AIIIUUJilt 0/ FI.'(, "w(lrds. 

The Allncakd AlI1()urll for each PrivOite ClHlnsel wilh rc~l1ect t(l IIny JI~yn'IClIl III be madc (or My particular 
Applicllble Quarter !thall be: delermined all Mluw,; 

(:I) The Quarterly Pee A lII(lunl !'h;&11 he alll)(!lIted eqll:llly .. mollg cadi ttt' the three mllDlh~ of Ihe Applica\lle QUinter. 
Tht! .mllUIlI rtlr c:lCh 5uch mnnlh shall be anncated amung thuse Private C1)un~1 re1!1ined ill ct'nru:cli4l11 wilh Tnh",,~ .. C;L~S 
~cttJed hefun: or during such month (l!II<!h ~uch i'riv:uc Coun~el being lin "J::ligih1c Ctlun.'lCI~ With r~l'p<:ct III such 1J)<.mhly 
anKI(IIlI). each of which ~hlln be ;&lIt)Cl1ted a pOllin" 01' eiICh ~uch monlhly amount up In (or. in tbe evenllh<ll Ihe ~Uln of 1111 
I=:ligiblc CI)Un~el'lI rClpCo.:liv( Unpaid Pees e~ced5 such mon[hly lilnounl, in "r~lportiDn 10) the lltnOllnl of ~"Uch Eligihlc 
C"unliel'j; Unpaid Pce~. The monthly ;lInllLlnl for e-"ch monllt of tile eulendllf qu;!rter .~.tll ~ illklCHtl>d ;rmtlng those l::ligihlc 
Counsel buYing Unl'Hid Fee.~. witrnlu[ reg:!rd In whether there m~y he Elil:ible CUllnscllhAl have not yet ~en granled or 
denied a Fcc Award us of the la:<t d~y 1)( Ille Applh:lIblc Quarlc.r. The aU"eulion fir sub",!ucnl QIILlt1erly Fee Amllunl,; rur lbe 
!:/llend:!r )'CiIf. if ;any. ~h<ln be adJlmed. a~ IlCL'eS5lIt),. 10 IIccmlnl rur any Eligible Coun~el thllt are grunted f<:\: AW/lTds in.:r 
sub~uenl quarter of such cllienclur year. ;tlI provided in f\Iltllgrolph (b)(ii) of Ihi~ ~lion, 

(b) In lbecvclltlhal thc lunounl (or" giycn ,II\lnllo i~ less thiln 1I~ lIU&n ,,(Ihe Unpaid fees ur~11I Elil1ib!e Cuun"t: 

0·6 

(i) in the case of Ihe filln quarterly allocalioo tOe !lny culcndur )leaf. ~uch monthly ;Iml)unt ~Ilall M 
allm::lled ulllun, all Clilliblc CUtJn5C1 till such mllnlb in propurtiQ1\ to the lImtlUnlS of their rC$JlCctivc Unpaid Fees. 

(Ii) in the ca.~e of II 'luancrl}, lIlIuclltiun Iltler the firsl quunerly alloc-.llilln. the Quurlcrly Fee Amuunl 
""'II be 1I1l0l!IIto:d alnong "n.'1 those l'rinle C()ullsel. if IIny, thut were i!lIgible COIln:iC1 witb re~pec:1 Illllll)' lIlonthly alllount 
fur 1liiY prinr qUUrkr ur Ihe calendar yc;u- but wc~ nOI all(lCatcd II pfO[KIninll<llC lihare (If such monthly :amnunt {either becaU5C 
such Private Ctl\lJ\..:I'~ applicatit)1lS fl,r p~ Award.~ were lIIiII under t:ollllidefiltion :u (If the !alit illly uf tbe clIl~n,hlf quarter 
~(lnlaini nl1tite month in quelllK'n (If fur any ntller rCII~'III). until c;lCh 5IX:h Eligihle COIIR!lCI ba:< been allrn:lIled II Jlrt'plininn:rte 
$hurc l.r :111 :ruch prillr m .. nthl), 1"l),lIlcnt$ fur the CAlendar )'C:OIr (e~h 5uch :;)wre (If each such fligiblc Cuunsel ~ill~ ;l 

"faY:lhl.:. I'n'l'llrtil.lnale Shufc~). In the event tlr~t the lOU11I tlf i111 Pay~bk Pmpllrti()lIl1te Sbaru elt~-el:dK tho! Quarterly f~ 
Anmunl. the Quanerly I'ee AmOlll1l :;h:1I1 he allucllted IImnng such Eligible Coun.o;d ~n II monthly b~:<i~ in prop,)r1ion l,~ lhe 
IIml/unls of their re~J1ecli'lle Unpaid I'o:e~ Cwilhoot regard 10 whether Illere mIIy be (!Iller I:!ligiblc Coun!lt:l with re"l'eCl 10 !uch 
priur tl%llIthly aln\)unu t1t1ll h:1"~ nOI )let bcen V.lnl.:d 11r denied II Fee Award :IS pf the IIISt day uf the Appli~ .. ble QU:l(ler). In 
the evenl Ihat the sum of ull PIIY'"hle Pr<!p(lCliC)n~te ShInes ill I(I~~ lh;m Ihe Quarterly Pee Amounl. the amuunt by whkh Ihe 
Quart1!rly !,'ee A.lllount el\cud~ the !111m 1)( all such PllyahiC Prorortil)llale Sbllf~s shall be alkx:-.lled IImllng exh munlh 01' II,,, 

. calendar quarler. ellcll ~uch m(Jntltly ut!l(,unt Itl be UUCK!lIted IIl110n!! lbuse Eligible CQUn::d mallillg Unpaid Fees in pl"II(1ortlUII 

10 lIre ;1ml)unls nf Iheir respective Un[lllid t:'eeli (without fellllrd 1<> whelher there may be Eligible Cllu1L~t:1 lbat have nUl yel 
beellgrJ,Otetlllr<l.:nied II Fee Award II~ of til<: Ill..tday ortbe Applicable Quar1cr). 

(c) i\djd~flllcnt~ pll\'llUllnt III "lIh~«tillll (b)(ii) (If thi$ seelion 17 sh:"1 be made :<eraratt:)y for each caludar Y(!ar. No 
"mounl~ Jlbid in IIny calendar year 5hall be I>ubjecl II) rerund, n(lr !!hall :any payment in Dny Ilivrn C'ollcnd~r ye .. r IItliM Ihe 
allvC:llioo IIf payments I() be made in uny SUbsequent culen<l:ar yc:u, 

SeCTION 18. Crf"((;ts to (md l.imillllluliS' tJIl PCfyttf"" o.f Fu A wurds. 

NOIwllhsl:lnding :tny othef pn1\'i~i"n hen:or, alllWymtnbl by the Original P-olrlicipulinl Manufaclllrc:n; with I'C~I 
In ,"'ee AwunJ~ !ihaU be subject 10 the fo/lowing: 

(;r) Under no circulmr~nce~ shall the Original punicipatillg M~nufaclUrerl\ be ~ulred II) make paymelll:; 111111 wllu!d 
reSlIl1 in uggrl!g".llt n.urillJl;lI ('Illymtnlll and ,,-n::dits hy P:II'licipalin, Defendants willt re~"ccl III all tie..: Award .. I1f Priv-tllc 
C"lIn~el; 

iiJ t{llril1& 1111)' yellr be,innin8 willa 1999. IUI;!ling more Ih:rn litc Aim tlf lhe Quarterly Pee AmOUIII$ fllf 

t:'~ch <::Ilendar qUllrlcr of the clilendar yellr. cJlCluding cenain I".)'mcn(~ witll respe~t 10 any Pri .... oItc Cllumel fnr 1998 Ihul art 
PQid In 1999: and 

(ii) durinG ;IllY calendar qU:ll'ler beginni", with the rlfsi cillendur qll~rtcr t)f 1999. t<'llaling I'/lIJre thall Ihe 
Qual1erly fell: Amount flit ':lIeh qualler, clCciUlling t:erwin payments wilh re:::peciIO IIny Pri .... "lc Clllln . .;el tor 199K Ihalllt'l!: 
paid in 1999. 

(b) The Otigin.1 Participating Man\lb~lurcr~' tlbligatiuns with re.'q)ect 10 the t:'t:e AW'"rll IIf STAT I: Ouuide 
Coun.ocl, if uny. sh:lll be c:xclush'l:ly a.~ Jll'lIvided In thb STATE Fee Payment Agreemenl, lind ntltwilh~tlIndil\ll allY tither 
I'rt,visiun (If law. ~uch Fee Award ~h:ltI 1ll~1 be entered ll~ tlr ",dlll:ed lu a judgment IIgllin5t lhe Orit:inal Pllnicipating 
Manufacturers ()r "'tlnKicJered a.~ a bllsi.~ for requiring II oonrJ ilr imposinllllllcn or any olher en~lImbr,lnl!e. 

SECTION 19, R('imlml"Stl""'" ('.fOlUsid" CdUtt:ltl'l CUfls. 

C'I) Tho! Ori8irnal Pllrlkil':Jling M;lnufaelllrefll Nhult reimbupc STATE Otll~ide CtlUl)scl f(lr reusllnllhl~ ctlsl~ and 
cllpcn~lO inc~rr~ in t:nnnecliM wilh Ihe ActiuR, pmvided th:K such t:(r.lI~ and eXJlCn.e.~ are uC 1M !Uim~ nldure til cu~ls and 
ellpenses (ll" whidl tM Oril.lil1lll I'arlitil'ating Manufw:lurer~ urdil1;lrily reimburse their "wn 1:tlUng! or IIS¢Illl<. f'uyment I,f 
;IllY "l'pnlVed COSI Statement (!tJt!<ullnlln 'hi$ STATB (let! Puymenl Agreemc:nt ~hQII be ~lIbjet.1. II> (i) the t:lllidilion pl'C4."Cdent 
of lIJ1pruVt.lI of the Agn:.:menl by Ihe C')Ufl e(1f Ihe State (lr ST AT~ und (ii) the payment schedUle IIntllhe aggregote rnll;onal 
CliP!! sped tied ill ,;ull:;c:clion (c} tJf this section. whh:b shall apply 10 1111 puymenls made wilh re~pcct to Cust Stalcmcllts (If' all 
OuL~itle CounM!1. 

(b) In tbe c'I'l!nt that STATE OUl~We COUnsel seek to be rein,buned for rea!lOnllble t:ll~15 and ex~n~c~ ino:urrcd ill 
cllnne(.'filln with the A~1iCln, Ihe Dcilignuled Reprcllentutive ~hall liubmit ;I CQ\."1 SI>IICmc:nt ttl the Original Partici!>" .. ting 
MaRu(a~turtrs. Wilhin 30 Bu.~ine.~~ OuylO liner receipt nf any ~uch C,):ti Statemenl. the OriSinal Participlllin.s Munllfllclutef1i 
,hall eilha '''''t.'''Jlllhc ellst Slalement III' dispute tbe Ql!<t Stakmenl, ill whit;;h cvcnllhe C .... ~I SMemcnt ~hall be lCubjcCl It, :I 

full audil hy I.'lIamintr~ 1'1 he lIl'pltinled by the Originlll ..... rlicir:lling Mllnuf;lCtuR:\'lI (in lheir liI!le di!iCCClinn). Any sut:h nullil 
will Ioe ctlmpletcd widlin 120 Bu~im::<s Day~ lifter the date IItt: CIIst Slatemenl ilt received hy the Original Pilr1it:iptllinll 
M .. nul;aclurer!l. UplHl oomplr:lilllJ nf ltuch Iludil, if tlte Original Participating Mllnufactuccl'll lind STATe Oul~ide C"unltel 
cann"l ;rgree IL~ hI rile "P1"ropriale ;amountl)f STAT!:! Out!tide Coun..;e!'s rc .. t.~)r: CO.'lt~ 11l1li el(pen1!e~. the CIISI St:tttlllenl 
;111(1 Ihe ulIininer'511udit r<:JIOI15h:1l1 be submitted 10 Ih.:: Dim:tllr Cor :arburlliion before the Panel or, iJllhe ellenl lhat STATE 
Oulsidc Cllun!:C1 and tile Orillinul I'articipalinc MIIIIUf;l(..'tarenl have agreed IIJIIIII a Liquid;lted Pee !"I\'lIUanl tn scetinn 7 
hereof. befun: 1I S(..'I'Hrale th~e.llle1Tlber panel llf independent urbilrul(l1'lI, to be ~le..:'ed ill" munner 10 be ullrec:d IU by STAT!;! 
Olltside C(lun5c1 and the Originlll ParliciJlating MllRufllCfurerll. which ~all determine the IImtlunt nf STATE OU\l;kI~ 
C"un:;el's reuSl)lllllole cll~l~ ;md el(llen~el< f(lr lhe AI.'tiun. In determining su~h reasolJable c<I!Iu uoo expense!;., the melllh.:11\ uf 
lhe :itbirr.:r(i')IJ (Ianel ~h:tli be ll<IVerned by the Prnloctll of Panel 1't('M)edurClI allat:hed 115 lin Appendix heretn. The umnunt uf 
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STATIi Oul~ide Cuun~el'l' rell~lln:&ble ('"mts and upen=-es delennined pursuunt 141 IItbitruliOllIlS I'nwilkd in IJIt prc.:cdillj; 
~ntence ~1uI1I1lC Iin~l. tlindill/il ~nd nlln·:I(Ipealah~. 

(c:) Any APfllOved COllI StiaiemMI of 5'1"1. 1c Olllliide Ctlun~el shull nm hWllme II Pay;abl.:: CI~~I Slul~lTIenl until 
iJ(1fInwid ItI' lhe Agrc:emc:nt by the Cuurt tar the Stule of STAT Ii Whhin nve Bu~i"c~ll DIIY!' aftc:r ra;cjpt or Ilolilicalitm 
Ihereof by Ihe Desillnaled Rc:presenllltive. each Orilinal Plirticipaling Manufuclurer ~hlall \ievelllily I'll)' 10 the: I>csigl1llled 
RC:I'=enllllive ih Relative Market Share "f the PaYllble Co.'" Stalement nf STAT!! Out~ide Cot.In..eI, ~uhje<;t to the r .. lh' .... iflg: 

(i) All Payable CIKI St~tlell1C!nljl (If Outside Coun~1 shllll be puid in Ifle order in whic" :cueh l'ay.tbh: Ct)~t 
Silltemt'nts kealn.: Pay.tble Cost Statemenb. 

(ii) Under no I.."irc:umstun<:cs snllll I~ Origillul P<lnicil'uling Mllnufacturer!< be required In make payments 
Ihat would result in IIggregule tmliom&l p;tymcnls by P"nicipaling Derentlanl~ l,f all Payable Cnsl Sialemenl~ u( Privule 
Counlltl in connecti<ln with lIlI (If the actionll idenlil'H:d in I:xbibits D. M and N tu the Agreeanent. lotaling J1)III'C thlln S75 
millinn tOruny given year. 

iiii) Any Payahle COOIt Slalement c)f Outsioe C(lunllCl nt)1 p-.Iid cJurina: the year in whic;h itl>ct:lID1: a Payailic 
Ct,,1 St~lc:ment as a rc.~ult uC paragraph (ii) or thill ~uhl;el!tiOll shall h«ome JlIlY"olbie in &ub!ICIIUCIIt )'ClIrl(. $ubjectlCl par.t~rJpbs 
(i) and (ii), Unlil paid in full. 

(d) The Original Particij\:lting Manutat:turerlO' IIhlig:uiuns with re"!'cclll' tca~Dnahl1! costs :lnd eltpcn.~s incurred by 
STATH OUb;idc Cuunsel in cllnn"'~1illn with the A<..1ion ~haJl he clIclu:<iyely 115 prm,ideo in this STAT!; I'cle Pay",""nl 
Allreem1!nt,lInd nulwithstllnlling IIny olhct (lmvi~i ... n (.f IllW,lIlty Apl,roved v.ISI SIOIlemcnl ~Icrminetl pursullnll1l5uh,;cclion 
(II) uCthis seclKln (includin~ any AI'(llllved C"$I Stulemtot de\ermiru:d rur~Ullnllu arbilrJliua belilll: the Panel (Ir Ihe Sepllr.llC 
Ihrec-It'elnller puBeI of' independenl ;trhilr.ttllr~ de~ribed lherein) shall nol be entucd 115 or reduced 10 a judgme nl "Sllin~llhe 
Originul Panidpating MlIl\df~cl\lfer~ Of considered as a \la.,i~ r')f telluiri", a bund til' imposing a lien ar any OIlier 
ilKumbr.tncc. 

SEcrJON :ZO. Disrribl4lit)ll oj' p"y,ne-Ills UIlIOIIK STATE O"lSitl~ CUI/fUel. 

COl) All pll)'menl~ made 10 the DIe~ignated Reprc=-enluuvc: ~1II'5Uant 10 Ihill STATE fee Puymcnl Agreemenl ~hall be 
"Ir lhe henefit IIr ellCh per.llln III' cntily idenlilied in I:!xhlhil S ttl the Ag~emePI by Ihe AUomer General Clr lhe SllIle tlf 
STA Ttl lor as cerlilil:!d by lhe gllvcrftlnentall)roll\.'t!uting authllrityof Iha Lili811ting I'olilictll SubdiYi~ionJ. each IIf which 5hllll 
J"""iYC I'rllm the Designated Repreo;enlalive II per~nlllge or ellCh "tlCh poi)'mC:n\ in aCC:I)rdante with th~ fcc 5harinll ;Jl:rc:cml."nl. 
if "'Iy. OInking STAT!: Out~idc CUllnsel (urany written llmendmcnllheretu), 

(b) Tit<! OrigiMI Pllrti<:ipllling Manut'ucturers :lh;&11 have nu obligatinn, resplln"ihility II(' liahililY with ,e~peclll) IhI! 
all",;ali\)fl all,nng Ibtl!iC per!COn~ or entilies Idenlifi<!d in Exhlhit S III tlte Agrec..·lIIcnl by the Allmney Qencl'llIlIf the SI:!le ,,1' 
~'TATH lOT us ccrlilietl by the guvemmental prn~ec:utinll authorilY "hhe 1.itigaling PllliliC"oll Suhilivi"i"n}. tIC wilh rc~peclt" 
IIny cillim I)t mi.~lIlkICDli"n. IIf an)' dmuUDI~ paid tu the: Do::signaled Repre#nllllivc p\lt5U,IIII 10 thi~ STAT!: )o'ec Paymenl 
~~~~ , 

SECl'ION 21. C .. /Cll/ldiollr vI AlI/o/llUs. 
All .:ulcuMion~ thIIt rnay be required hereunder ~hull be rert"lIrmcd by 'he Original Parlidpating MaI\UnK:turer~. 

with ltIJ(il.'C or Ihe re!IUlllIthereuf 10 bl! given PRlml"ly tn the ~lIll11led ReprellCnlOllivc. A.ny di~'JIute~ us 10 Ihe c(lT~r,:lnes~ 
(If' c:lIculllliun.~ made by Ille Orillirud Participuting Manufacturers AAMII be r~tllved punuant II~ Ihe prllcctlll~ dtllCrihc:d in 
Seclion XIII:) oflhe Asretmct1t fOf reNnlvjn, diKpule~ 1I~ It) C'"II:UI:JtH)II~ hy Iht; Independclll Audilor, 

511,(.TlO. ... 22. PfI.vllle/lt ResptHlsibili,)'. 

(II) liacb Orisin:al P:arlic:ipatinl! M;1Rl1I:.clurcr shall he lCevcrllll)' liable (or its sblIre .. f all payntCnl~ I'ur.;uant 10 thi~ 
S1'AT~ ree Pllymenl Agreement. Under no circunullt~'Cs shilll iIfIY pOIymenl due hereunder ur any Jlurtloll IhelCUr rn:cllmc 
,hc jllilll llbliJ:llliun uf !he Orillimtl Purticipatlng MunufllCllII'ers IIr the obligation I)f IIny I'CTNII1\ olher lhull Ihe Ori~ill~1 
Parli<:ipuling Manuf.ICtllrcr IrlH11 which Kuch payment ill origiMlly due. nor IIhall liD)' OnlliDllI Purticipllting MnnufllCl~r be 
required to pay a portion of IIny 5UIlh I,aymen! g~.Ilcr than its Relalive MlIrkct Share. 

(b) Due 10 Ihe patlic;ular cllrl'urJte structures of R. 1. Rc:ynuhl~ Tllh:tC~'U ClIIllpliny ("Reynolds") :1m Bruwn & 
Willi.msnn T,mucco Corpclflllicln r'Urllwn I/( WiIliam,;t)\1") wi,b fC.~pecllo their "n ... dumeslic 14.00CCtI operutHllIs. RC),lluhb 
and Drown & Williamslln shllU each be "verJlly liable ror ill; re~l'ective,;hure nfcach rayment due pun:\IIInl'tllhis STATE 
Fee Payment Agreement up ttl Cund ils 1"lbilit)' hercunder shallllOI exceed) tile full eXlenl ur il!llls.~ls uscd In, and carnin~~ 
lind revenues derived fRlIn. it~ milnufwcUlrc und lI:lle in IlK= Uniled Slal~ of Tubacco PruducI5 intendrtl for dOlllcslic 
cIIllwmptilln. ;and nu recourse ~hall be hud ug:lin_1 any lit' iI~ (Ither ;a.~sel~ til' eaminlls 10 'alisly ~uch obi illatinn!>. 

SF.t.TION 23. Trntlinmio/f. 

In the evenl Iflulthc A.creemcnt i~ lerminuleil willi re.:pecllI> Ihe Slale Il( STATti pUTSu:&nl ttl Section XVIII(u) (If !he 
Agreement (or fllr any other rea~on) the DClIignOlIc:d Representatiye '1nd euch pc1'll\lR ur entily identified in Exhihit S I .. lhe 
Agreement by lhe AUtlrne)' Qcnerul of 1m: Stale "f STATE lor as ccnitied by Ihe .Gllvcrnmenlal )IT1)l;<!Culing authorily 1It'1l1e 
LitiJ,:lIling Plliitical Subdivh;i,m1 shull immediatel)' rerund III Ihe OrI&inlil Particip'lting Manufacturers alllltl1<lunu received 
under Ihi~ STATE Fee PaYlllen, Ag~tmenl. 
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SECTION 24. Inrelll/~rl BI!/I"Jk",n·t~. 

Nt) provisinn hercnr crl!llle~ IIny riSM5 an the pllrluf. or is enfu,,;clIhlc by. Iny perslln tIC CRilly Ih:1l is nnla flirt)' 
IIf" pt:l'liIln covered by eilher uf Ihe rclcaK~ del;(:ribed in "eClinn 4 hereof, except thai seclitm~ 5 lind 20 btretlf creille 
righls on Ihe £l'ln of. ond sooll be enfur(."Cilblc by.lhe Stule of STATIi Nor shlllI any provhdlln hereof bind un)' nan."icnllll\f), 
IIr determine, limit or I'rejudice Ille righls of lUI)' such rer",n or elltity. 

SECTION 25. R"p"~stll/lllio"J' of Plmi~~. 

The Purtl1!!> he~lI\ herehy represcllt th:!l lhi:c STATE Fee Payment Agreement hR5 been duly lIuthorized and. upon 
execution. will clln~lilute II vulid and binding conlowlllul obligillion. cnfnn:cllble in Kcnrd~l\I,'e with ils Icrm~, Ilf each uC the 
Panic~ herct\l. 

SetTJON 26. Nu )'!/missi/)/I. 

This STATe Fee Puymenl A1:reemcnl b 11111 inlencle1ltn be and ~hllll nm In IIny evenl be clI~lrucd lIlC, or deemed 10 
he. an admi~~iIHl or ('~lllCc""inn tlr evidence of any Ii:IbililY or wrungdoin, whalwewr Of! Ihe part of "ny si,nalllr), herettl tJT 

lIny pcmlO covered by eithcr of lhe re~5 pmvided lIQdcr ~c:clion 4 hereof. The Orlginlll PlUlicil':!linG Man1lfacluren: 
5pel."itically diliClaim lind deny IIny liuhility II/' wrongdoing whatl\Oever with respect 10 die 1:1.im5 relca~ under se~ion 4 
hereof lIml enter inlu Ihi.~ STATI:i Fcc P<lymctlt Agreemenl for the sole PIll'J1OK~ (If memarittlizing Ihe Orillinal P"rtidputin~ 
MlIRUral,'lurers' righl~ and IlbliglitiDn~ \ViI" rCllPCcllo [l1I),mell' (>r lItlomeYl' f«.\ pursuanllo the Aj;reemcnl and ilvlliding Ihc 
I'urther c'"'rCIUC, illCtlnveoiencc. burden IIltd unccrlllinly CIt' l'ulentililliliSalic.n. 

SF.cT1ON 27. N'I/I·ffll"'i~·~i/1;lil;r. 

This ST AT~ Pee P-Jymenl .... greelllCnt having been undertiJken by Ibc Partiu heretn in ,twtllillth Ilntl rllr ~lIlemenl 
(lUrpl>!iC5 unly. neilher 111i~ ST ATH )o'ec: Payment AlllUmenl nor any evidencc ttl' ncgl)lilllions relating hcteln ~hull be utTered 
(Ir ~ceived ill evidencc in any I,cliun IIr proceeding i.ther lhun un IIcliot'l tlf' p«~cedins uri sing undu Ihi=< STATI:l fcc 
Payment Allreem~l. 

SEcrION 28. Amtlld/ntnt<lrul W(Jlv~,. 

"hi~ STATe .. ·ee t'uymenl Agreement may be IImended nnly by II wrillcn inslnlment clIccuted hy the Porties. The 
wlliver IIf uny ribrbt~ Cll\1t't:rrcd h<!:rcunder ~1It11l be cftec;livc only if madc by wriltcn In.~trum~nt ellcculed hy the waiving Party. 
The waiver lIy itn), Purty I)f IIny brC<lcl\ hereor ~hull nol be d<!emcd to be or con~lI'ued a. " waiver of lIny "ther breach, 
wllclher prH". subsequenl tl, \,'onCcmpOrolRe()UJI, tlt'lhix STATe ree P;,ylnCllt Asreemenl. _ 

SECTION 29. 1I00jl·~S. 

All nlltice~ IIf nlher cnmll'lunic:ltions III IIny rurty hercta dmll he in wrilinS (including but QUl lilnited III lele". 
fanimi~ Ilr .amilllr wriling) WId ~h:l1I be: 1:iYlln 10 lhe: notice purtieJ. liI,led 011 St;heduk: A. hereto al !hI:! Q(ldresscs tlltr.:in 
indiclilcd. Any Parly hereto mlly change lhe name and address of the pcrlltJP de~illnalcdll) receive IlnliCA! nn behalf IIf :<uo:h 
Par'y by nnlice eiyen as provided in thi~ seclion including an uptl:ued lisl conformed to Schedule A herelo. 

SECTION 30. Guvmlili/l LillY, 

Tbi~ STATe t-"~e Paymenl Agrecment dull! be governed hy tbe 100ws oC Ihe Slule M STATIl will10PI reGard III the 
~'(Jntlict of I~\Y rule~ IIf such Siale. 

SECTION 31. ClllwnlL·/iCHI. 

Nunc (If lhe PQnic.~ heretu simi I be c;"n.~iden:d 10 be the drllf'ter hereor Ilf D( any pnlVi~icln herCt'lf r'>r Ihe purpose: of 
:lny ~1 .. 1\lle. cu~e IRW (If IlIle uf interpretalioll (treon~ljun that wnutd or migbl cause: any (ll'uvisillP II) ~ clln!'1l'UCd "~lIin.11 
Ihe drancr herellf. 

,Sa'TloI'l32. Cr'/Jri"ns. 

The caplion~ of the ~ctil)ns hereof <lTe included rll!' l.'Unvenience or rererence unly and shall be ignored In the 
consllWlillll OInd interpretation herenf. 

SECTION :n. £.f<'(·"'iOlI 1'/ STATE Ft!t! PtfJ'lHt!nr AKr(,~,"f'lIr. 

Thi~ STATti fcc PaYlnent Agrecl'Ik!nl may ~ eX~lIlcd in I:lluntcTJIlIns. flll;simile IIr pllUl\lcoried signalur .. x l'h:l1I 
be cnn,;idered valid 5illnOllur'5 il5 (If lhc date hcreof, all"OItgh \he (Original sigllature pagel! ~h:\11 Ibtm:allt:r he appended III Ihis 
ST A Tn l:ee Payment Agreemenl. 

SeCTION 34. ElI/il'e- Allr~(''''('II' (of Plrrtiu. 

Tbi" STATE Fcc P-Jymenl A~'l'Cemenl Cflnt:linK an entire. cnmplete lind ink:l:rJICd statement "I' eoch lind evcry Icrm 
und IIrovisilln agreed 10 b)' :lnd among tile PllrtHls with n:1<JlCCI 10 puymenl of allornc)'lI' fees by th~ Original Purlicip:lIing 
Manuf~lCturet~ in Clllln«lilln wilh the ACli1l1l amI is nnt subje~"t It) any condition or ~,(lVen;anl, ClIpreS5 til' implied. 00I11l'IIyidell 
lilr hcn:i n. 

IN WITNESS WHBREOt'. the rllnies herelo, thfClUgh Illcir rllny lIulltnrized repre...:nh.lj\,cS. have lIVteed III this 
STATE fcc Payment Agreemem ~sol'lhis_thtillyuf ___ ,1998. 

[SIGNATURE BLOCK I 
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APPENDIX 
lu MODI!L l'Eli i>A YM~NT AGREEMENT 

PROTOCOL OF PANEL PROCEEDINGS 
This Prm~ol of procedures ha~ been lIgll!ed III Mlween lhe tC$pecti~ p"oIrticlI II, the ST A'Ill Ftc Pp),ment 

J\llreel)'lcnl. lInti ~h:lll tlMern the arbilruli'KlI"I'I.K:eedingJ; provided IIIf !herein. 

SECTION I. Dt!/initiOlIS. 
All ddlnili()ns ('·Ulltaine<l in thc STATli ~ Payment Agreemenlllre ilWllrp'Ir'oI~d by l'efcren~e berein. 

SECTION 2. ChlllrIJl/lfI. 

The pcr.;01\ ~elected ttl 5Crve 1I~ Ihe permanent, neutrlll member "r Ihe PO.mel;a~ ~~t:ribed in paragraph (h)(ii) fir 
~ctiun II uf the ST ATE fee P~yment Agreement loilull ~erve 11K the C~i"nlln ur the Punet. 

SECTION:I. A,r#Jilm,ioli p,.rsrte<"t t" AgTt.'l!lflnrl. 

The mell~rll tlf the Panel shall determine th.r.:e mUlter,. COI1Imilled til the ~i~i(ln of the l'tmclllnder Ihe ST A Til 
Fee P"y.ncnt Agreement. whjt1l ~hallllllvem IS luaU mallet_ dill.:usKed therein. 

SIlCTION 4. ABA Cod ... 111' Ethics. 
liII~h of Ihe mcmhcl'llllf I~ Panet ,;b!lll he C'werned by Ihe CuJ~ of Erlrl(!;jot Atbifro'Ot"$ i/I C'trfllllt'r"j(,1 Dj.~p'''''$ 

prePlited hy d~ A~an ArbilnllKl1\ A~,;tK:i"tiun lind Ihe Amcrieom BOlt A5.'IIIdalion (the "Co,/t IIf Ethics") in ~:omJuclins 
the l1rbilrlllitlll procecdi 1'I1:~ pu~u;mllu Ihe STAT!: Pee Paymenl Agreemcnr, sUbjecl ((I the lenruc or I/le STA Tii I"~ PlAYIllc:nl 
Agreemem IlIl(I mil> Prolocol. Eacll \)f the p;u1y-:tppuinted memberli (\1" Ihe Pllllel shall be oovemed by Clloon VII of 1no: Cot/I' 
uf Eillin. No perron l\1li)' enG lise in 1111)' r.x purle "'omtnunic;ztiolllO with the pCrmAAent, neulral member 'Ir the I'uncl !iClecled 
1)lIr~Uanl ht Jlarapllph (b)(ij) of 1CeL1km II. in keql;ng wilh Canun)\ I. II and Wilt' 1i1c: Ccttlt· uf Ethics. 

SEt'TlOfoI $. Ar/,/iliolUlI R"Ies alUl P,,,rr,I"",';J. 
TIle Panel may adopt IlUcb rulc:! and pl'l'L'Cdure~ a~ it deems nece~lCIIry llIId upplt1priale rtlr lhe: discbart.oe flf b~ dutie~ 

under Ihe STATE ftc Payment Allreernenl and Ihl' Prol\l(."(lJ. subject to Ihe tenn.-: of the ST A Tt; fee P".Iyment Ab'ttell'tnlllnd 
this PmklCnl. 

SECTION 6. Major,/)' Rill ... 

In the event 111;11 t~ melllbe~ of the Panel tile nlll IIn:lllimou~ in Ihen- view~ a~ to IIny m:sller m be d~tcrmincd by 
lhem pursuanl 11.1 the ST ATH I-"ee P~ymenl Agreement 1)( chis I1mh"' ... '!. the deler1ninatinn shall be tlt.:ided hy a '~'h: u( a 
n\ajtlrity ",( Ihe thn:e member,; of the P~nel. 

SECTION ,. ApI,Ik'fl,iut,!or Ff!e ,0\""",1 allJ Oth .. r M,m:rt·ais. 

(:I} The Al'pliclllinllllf STA TI:! Out~ide Counsellilid allY millc(ial~ xuhmilled II' Ih.: Di~lur relating Iherelll 
(cullC\lliwly, "wblni:l.~ions") dl .. U he Illrwilrded by tlK' Dir.:clor III ellC" tlf ltoe member); (If Ihe Panel in lbe Ill:mner :lIId (In Ihe 
dIlle,; ~p.:citicd in the STAT~ Pee PlI),ment AgreclJIelll. 

(b) All rnatajal~ .~ubrnjucd 10 Ihe OireclUr by eitber Pimy (fir IIny ()liter pemlll) shall he ~-ervcd UP"11 1111 P:lr1le~. 
All sul\tnillsiC1n~ ,ajuired III be served lin IIny PUrlY shall b~ declTIC1lI" hllve heen :l<erved 1151.ftbc d;lte ,,, .. which .uo;/I 
.... "letl;lI~ hnvc beo!n 'l!nl hy .:llher (i) hllnll delivery or (ii) rllc~illlil<l :11111 ovcnlillhl I:lItlril:r Il'r priurily nelll·day delivery. 

(e) 1'lIlbe eXlcntlh:!1 rhc "lIn!!1 hIlJi~yt~ 111:11 illfuflilatilln aul sut\lUilled !l11h<:: 1':U1d &lilly hI! rclclilIlll fm" 
IM"P0l'CIl !lr delc:nllininillhol!e JII~ lIers commill<!d 10 W l.h:Ci1;illl1 ,'f the Panclllnckr t~ lertn.~ of the ST A iH fec l'~ylllCrlt 
Agreemenl, the Panel "haJJ requesl ~ueh inltmnatirm from lhe Partie:;. 

SsCnoN I, Hf!llrjtlJl. 

Any hearing held JlUf~Uilllt to scs:liun 12at'lhe STATH fee Paymenl Agn:eme.nlshall nollake pbee (}ther lhan in Ill.: 
l)rt~t~"I: of :tlllhrl!c! member~ of the l'illJeI uJI"n nOlice :Uld an (Jl'l'nrlunily f(lr tho: re~peotive teprcsl!ntllliv.:~ of Ihe I'arlic~ In 
un~lIu. 

SICCTION 9, MisaU""f''''(s. 

(a) wh lIlember uftho: I~anel !th~1I be ct'lfIplm~:lled fllt hi!: N&!rvives by tll~ Orisinul ParlicipulillJ: 
M;Q)uf"aclurers on II 1Y .. ~il( In be llgr(~~ In ~Iwl!en ~lK:h III1:JfIrn:r and the Originull"ilrticipalinG Manu(aclurer~. 

tit) The members urlhe .':AIICI !OhLlIl refer all media in'llliric~ relluniing the III'bittuliull J'fm:ecding II) 1111: 
r~~peclive P",niel' 10 Ihe ST AT~ Fec Payment I\grecmeJlt and ~bull refToli n Iroln lillY C(lIlllnenl tiS In thl! ;Irlli 1T~li"n 
pruclXdings lit be conlillclcll pur~"nt Itllhe STATll. fee P:lymenl Al\rC:~lIIenl during the pendency 1)1" ~lIcll arbilr.llilm 
l"u~I."edin8s. in keeping wilh Can"n I V{8) of the Cm'r (if Ell!if:s. 
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(I) 1996 Operdling Income 

Origilllll Panicirnlling MlInuf.!!!l!urr 

Brown & WillillRlI:On TohIlCL'O C,"p. 
LnrilL.'ud T~lblicco Cu. 

Philip Morris Inc. 

RJ. Reyn~)hb T\lb;l~'CU Cu. 

T,llal (Base Orc:t:lling Income) 

EXHtBlTO 
1996 AND 1997 DATA 

Operating Income 
SIIUI,640,OOO 

S119,100.000 

S4,206,600,OOU 

S 1,46&,000,000 

57,1 95,340,OOU 

(2) 1997 vnlp",,: (as mFj!~yrsd by y;nrnentltt of' Cigarelte~) 

Original Purticip:uim.! M:mufnclurc:r NUmher\lrCiS;w;lIe~ 

Bmwn & Willi.m,;tm Tobuec.'l> Corp.· 

Lurillllrtl Tob,,<!IX) Co, 

PllilipMorri~lllC. 

R.J. ReYD()ld~ TllhacC!1I C'I. 

T"lal (Base Vnlume) 

(3) 1997 volume (j!5 meu~ured by excu;e hlUg! 

Oricinul 1>1Irlicinllting M:&nufaclurer 

Drown &. Willillmj;on Tuh:1CCO Cclfll.* 
1.llrill:ml'rollu<''\:lICn. 

1'lIiliIIM .. rri~lllc. 

RJ. Rl!ynulds Tuhac!!.) Co, 

78,911,000,000 

42,288,000,000 

236,103,O(JO,OOO 

118,254.000,000 

47',656.000,000 

Numhq pC Ci!!lIreUe~ 

78,758,000,000 

42.3 I' ,(KIO,OOO 

236.326.000,111)0 

I 19.0!l9,OOO.OOO 

• Tilt volume int:ludes 2,847 .. ~1)5 ('"unds ur "coil your ow,," ""':teCII C(lnverlo!d 111I1l Ihe fllllllhcr II( Cigarl'Ues u~ing 0.0325 
Ilunce~ per Cil:lIrCUe clln ver~i(Jn f:tel.)r. 

Q., 

EXHI81T R 
EXCLUSION OF CERTAIN URAND NAMES 

Bmwn 1/ Willjams.m rnhllcco ("lOOntlilln 

ope 
SI~le li~pres.~ 555 

Rivier.l 

Philin MmTis Incllmnraled 

PhlYefs 

B&1i 

Behmml 

Murk Ten 

Vi"l:uunt 

Accord 

l.&M 

L:lrk 

R,)lhl1llln'~ 

BCl<1lJuy 
Bron~lIn 

f&L 

OC:IlI:o 

GPA 

Oridh"k. 
Mlln~y 

NII"'rill~ 

(jeneral, 

l'rcl1liuln I!.uy 
Shenantloah 

TllpChuic:e 

!.unllnrd Tnhm:.:n CIllDn~ny 

N"n~ 

R J RcypuJds TONICk"it Comnuny 

BestChDice 

Cardinal 
Direl.'ttlc's Choice 

Jack~ 

R:linlxlw 

SculCh Ouy 
Slim Price 

Sml>kcr friendly 

VuluTilllJ! 

Worth 

R·t 



A
-42

EXHIIUTS 
UESIGNATION OF OUTSIDE COUNSEL 

tllllcniinnally OtnincdJ 

S-I 

Sa;tion _. Finllings ;lnll PUrl"tl'C:. I 

PHIHITT 
MODEl, STATUTE 

(a) CisateUc 1I11wkins presCl1t.~ ~klu:l public ~lIhb ''EUK.'t:rQ5 u) tbe SUlk! Illid 10 I~ cilizcn~ of thc Stolle. l1\e 
Surlcon Generallms determillCd lllat smnking CUIl:iCS lunS canL'ef. bem1 disealle and Ulhu ~(lnu,; disea<c,. and th~1 there Are 
hund",d~ 01' In()uslllld~ (If IlIbacc[)-ulated dealllR in lhe United SI~lc5 ellCh yellr. Thc~e di.e~:;e, 11ll1S1 \,n~n du no1 lIppe.,r 
until mMy y~"\I'~ aftcr Ihe fX!UOIl in que.'1tinn ilegiM !I,,"lkinll. 

(Il) Cijlaf"Ile smoking al~., rrr,!s~f'lls Sr.!I;OIl .. tioonciMI ctlf'l"ctn. I('r tm: Stille. Under ~~'I'I;lin h~llIh-clln: J1r<'l!ntlll"-. 
the Stut.: mny 11<1"(' /I lelluJ vl1lia;atilllllO I'f<ovid.:. IWtllil;alll. .. ~i. .... nce 11) cHl:iblc pcD\m~ fur hc~1I1I ctllllliliullK a~s\1Cialed wilh 
cig;In:llc lilnokin~. amI those pen()n.~ ma.y have II tCGld cnlith:ment to receive sueh medical US .... iSIIli1(lC. 

(c) Under these prugrnnl$. the Stale I"ay, I1dlll\)fts ,If dnllar~ ClICh yur to 1"(lvide mediclil w;sblance fur IhciIC 
p~rson. .. fill' heallh cundili()l\S ~~socialed wilh cigarelle limo king. 

(d) II i~ Ihe policy of Ihe State 'hllt nllllm:ial burden. .. im~ed (10 the Siale by cigarene ~mokiJ1l: be home by IlIbue"" 
I'mdtK:1 nUII\UfaclUretli roilher thlln by rht; StlIIC lit the elltent lbat I>uch matluractureclO either determine 10 entl!r ins" a 
i<elllemclli willi lhe 51<111: ur ilrc fuund eulpul\lc by the CllUI1§_ 

(e) On ___ ,1m, le:luinlol Uniled St;ale~ 11I11111:CO (ll'lldUCI manufacture" entered inlu II settlement IIllreemcllt, 
enlil~1 the ~Ma~ler Senlemem A.llfeemenl, n wilh the Stale. lbc M~ler Scll!en\enl AIlrc:emenl 01lIi&: .. le5 thesc 
manufaclur.:n;. in return fllJ' II re~llsc nf I"I~. pn:liCnl and cerluin future daims llgainlll them a~ descri~ therein. It) pay 
~ub..lallliill "Uln5 1() (be Stale (tied in purt ttl their volume of suits); (D fund a nalional f(lUndlltion deVilled tu tile interesl~ uf 
public lIe:dlh: and II) milke substantial chllnge~ in lheir adverti~ing 111111 nttlrketillg prllcti~"C" lind I:I.IJJlorale cuhurt. wilh Ihe 
inlcntillil of leuu<:ing und-:t'.Il1c 5mllking. 

(f) It would he cnnlnu'y til me rulky 11£ the Stillc if ItlbaC~1 pl'lldUL1 mlIRufill:lUrerli who delermlne 1\111 10 tnur intll 
suc:h II !'CUlemenl cuuld u.~e II re.-rulling to'" advantaGe 10 derive larer, soorMerm Jlmtitl' in !he ye.:IIt~ hefllfe Ji:tbilifY may urise 
wilhllut tllsUfing dlltt Ihe Slate will hllVc lin eventlr.ll silurce of !UClvery from them if they lire p1tWCll hI have IICted \:ul,IOIbly_ 
11 i.~ Ihll~ In Ille interest or Ihe Siule Ii\ require !hut such manufae::llUCrs eslablish II reM!(VC fuod to guaranlee d S(lurce of 
cumpensluillll lind In p~venl such nwnufllClllfel'l' from dl."riving birge. lihl)11-Itlinprofil<; and lhen be\:(llIIinl! judgmenl-pnl(.f 
t>el11te Ii;!hility 11IlI)' :lri~e. 

Seclil~n _. Pdinitiulls. 

(a) "Adju.~ted fur int1l11km" nte-Jns incro:used in IICc(lrd.mce with Ihe rnl'1'fl\lL, rill' inn~linn :Uljll~tlllClll set rmth in 
Ellhihi\ C 10 the Ma~1cr Seulement AllreelnenL 

(1)) -"fliI".'.::" me-olns a f1c~.n whu direcUy {If' indircctly OWl\5 I)r ':ll(l\ful,. is owned nr "·",,tr\.lItd by, or i~ under 
L'Clntln{l1l uwn~l'!\bip IIr contn,1 wilh. 1I1llllhcr p.:r~tln. Snlolly fur pllrpO$CS ot'thill detinitiun, tbe term~ -(Iwns. M "il< owned" anl1 
~()w~rshil''' ~lIl1l1wner~llip of lin equity interel!l. 1)( Ihe: c'luinlclll lhereof. of len pen:cnt lIt mllre. and the term "rer.tllt" 
ITlc:tns an indi"id\llll. f1arlne(~hip. \;ummiuee.II~~(lciaIMIR_l:(1rpor:trio!'lllr uny other IIr(!anizatinn (.1' grullp \11' per~lln~, 

(c) "Allilc"ble share" me:l1tl> Allucahlc: Share lIS that lerm b defined in the MU!('Icr S(llIement Allrcemcnl-

(II) "Cigarette" Il'IC'Jl1S lillY pnlduct IIIIIt ..:(>nlain.~ nic:nlinc. is intended lu be. burned or 1~lIted under ordinary 
clllllliliun5 or use. anI! CUflNbl5 (If Ilr (''Untairu; (1) IIny mil of tobacco wfllpped in rarer (II' in any I'ublllam.:c nol conl'lininl: 
lohaeco; Ilr (2) luhacco. in IIny flInn, Illal i5 fum:tHlnlll in lhe product, wbich. Ilet.-uus<: I)f il~ al'pcurancc. tile type or tnhm.'CtI 
used illihe liller.llr il5 p;ackasing;And IlIhcling. is likely Ia h~ t,tTered Ill., IIr purchu.'ied by. consume", liS II dg:m;lk; ur (3) :my 
mil of 101lao;l.,'0 wrapped in any litlb~1I1nL'1: cllnlainins tob:w:co Whi<;h. becaue of il~ ~pcaral\Cc. the Iype 111' tollao.:.:" used in the 
tiller. (If lis packaging Itnd llibeling. is I ik~ I)' In be utTered 10, ,,, purcm.sed by, CGR5\IIPtrs ~s II ciSlitene delOCrihcd in c1auJ;C 
(I} (If Ibis definilioll. The lerm "cigllrelle" illl:lllde:> "I'oll-),our-own - (i.c" allY IlJblll:co which. ~Call!lt tlf jl5 uJlpearHh~"C. lyre, 
r~c;kaginll' or laheling is ~uitabh: fOf u~e lind likely 10 be offered tn, ur pan:ba5ed by. <!(I/I~lImers ,,~ lobllCC'1 ttlr makillg 
l:i~;lrell ..... ~). I'or pUl"Jloses uf Ihi~ tletinisinn of "~igurette." 0.09 ()UlWCI' of "1(1I1-),our-I1'Wn" i\lllX~l) 5hllll cunsliullc l>tlt 

individual "cigarette." 

(e) "r.bSler Seule~nI AgreenICIII" mellns lhe seltlemePI agreement (and rcl'llcd docunll!!nl~) entered inlo nn 
___ , 1999 by Ihe Slate and leading Unilc:d SIIIICS IDbll4:cO product mlllluf;aciurers. 

(f) "Qualified e~rllw l'ulI~" mean.~ un escrow IImmgc:menr Wilh a fclk:t'.lUy or SllIle chalfcn:d linandul inSlihlli,," 
havillg 110 urtiliatitlo with any hlh;acro prmluci munu(IICIUrtt and having IlneL~ lit' at ICI/Sf SI,(JI)O.OOO,ouo wh.!ro: l(ltI:h 
arranllemenl requires Ihal >ouch lin:lllciul in~litllti(ln hold the em.'T(lwed funtil' principid for the henelill>f relea!ling p;,"~~ and 
prohihit" !Ile t(JhlIC~l} JlnJducl nllillufliclurer "Iacinl !he IIlhd~ ihlll Cs(''TUW (r(Un using. ;«,"Ces~ing <lr \Iirecling (he us..: of Ihe 
rund~' principal (:)(ccpt w; c"n~istenl with scclil.ln_(h)-(c) "r Ihis ALi. 

fg} MRelea~cd cl~iJn:l" lIIean5 RclCll~ed CI~im:; liS thllt te,", is defined in the MII~to:r Setflc:rnenl Agreement. 

(h) URc I~a.~inllll!lflie~" mCiln.~ Relca~int: I'anies as thai rum is definell in the MllSltf Seltlelll~nl AE-r~cl1lCnl. 

IA SI;lle IMy clect In delete Ihe "IilldinS!I and pIl''P''liC:~~ ~ction in lis en/ireIY. Olh~, chanee""r 
:\uh~litulilll's will, re:opel:tllllho: "t1ncJiIlSs lind JlUIJ1I'-"l!S" ~ecli.,,, (elll.-epi for jI:&rIil:ul:lriled ~~Ic rmcc.lul'lll 'lr 
technical reqllirelfll:ms) willll'k!lIn lhal the:: .• laMe will nl)lImgel ~Inr\lrm In Ihis model.1 

T-I 
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{i) ''TabacC() PrlldllCl M.l1lllfill!lurer" means an colity dUltlltier tile d~le of enaClmrnl nl Ihis ACI directly (and nnt 
c~t1u~i~ly th",u~h uny IIrtiliult): 

(I) ,mmur .. t'ur~~ cigarettes anywhere dlat such InllnUf<lCturQ' intends '" he sold in the Uniled St~h:!(, 
illCluding CigllfClltS intended t(1 be ,phi in the Uniled Sl:Itcs through lin imptlflef (eJ«,ocpt where ,uch illlJl()Jtcr j~ un IIrigiool 
p~rlidl':tting rruullI(lIC[Urer (1I~ 11uI1 1Cf111 i~ defined in the Master S.:tllemc:nl ~srec~l) thaI will be ~sptmsthle for the 
pil~mclll" untler the MIl,;!er Seltlcroo:nl A&rccnll!nl with re:\(leel 10 such cig:ueue,; ~~ 11 ICWIt of Ihe PntVi5illns of ~uh~clinn.~ 
lI(mln) of Ihe M:lster Scllle~"1 Agreement :lnd "" .. 1 p;ly~ Ihe taxe~ spc:dticd in ~uh.:ectilln lI(t) \It· the M;\~ler Setllcment 
Allrccmclll., and (lfllvided Ihlll 1\It IDlillut'lII:lurc:r of ~ucl! cigarctles dlles nut market Of IIdveflise ~wll ci\:~r~1tcll in lhe Ullilcd 
Statl:s); 

(2) is tM first purcha!O:r ilnywhere for resale ;1\ tbe United S~les nf dllartlle, .. rnanul"uclurerl anywhen: 111.,1 
the manllfactllrer 1k)C!~ not inlelld tn he 50111 in the United Stulel<; I>l" 

(3) become. .. u S!ll:ceS~IN" uf an entity dest.'fihed in ~r:lsr;tplt (I) Ilt' (2). • 

T~ teem "Tol\,u:C(l Pt(1{luct Manura<:lurer~ w:&11 !KIt includc un aftili:'1e ,\1' It t,.b:lI!~11 J'lTll1lud m:&nufac:turer IInlell~ 
"11th alTili:lte i[~clf !'.dls wiltlill :any of( I} - () ahoVc. 

liJ "Unil$ ,old~ ml:lIll1l the number of individWlI cigureuel! sold ill Ihe 8Mt by Ihe lIppIiC"D!C t .. ~,cc., Jlrudu~' 
manufacturcr (whether directly (If Ihlllugh ;l rli5tritrulor, relaikr (lr ~ilnililr interrnediMy ilf inlcrnn::diar~~) during 1~ ycnr in 
quell1iun, IIJ Inl:~sured h)' ellC~O: IIl"e" Illlllccled by Ihe Slale on p;lcks (0' "roH-yoUr-(lWII" t .. h:IC~",1 I.vnluiMI1I) MlIrin!! Ihe 
excise lax sr.:llnp llf the State. The Iml in nalne af re~'JI(}n~ble sMe agencyl ~hall prtlrnula::Mle such re,,:ulali.,n~ a~ arc 
oeceS»llry , ... IIsc.:rluin II>\! amllunt of Stale ellc:~e tax pOlid Lln the ci,arelle~ of such lolla.:l.·" pn"ldllci n1anUr~l:lurer fur ellch 
)'~ar. 

Section _, Requirements. 

Any 11IbllCCo S'ntduct nUIIUlflll.'lun:r ~clling clllllccllcli 10 con~umcr$ whhin lite 51<11c: (whether direc11y Ilr [ht(lullh iI 

disfribulIK, retailer or similar in,errnedi~r)' ~'r intermediaries) afler l~ lillie uf matlmenl tlf tilL .. Act shall d ... <lne Ilf t~ 
roUuwinll: 

(;I) 1 ... ·~I'nll!:I ,'lInicipating 1II"lItlf:lClut~r (:\~ thai h!1"II1 ill delill .. ,,1 in ~l!lilln i!(ij) IIf Ih~ MlI~I,·t ScnlCll1<!nl 
Agrecmen[) Imd gcner~ly perfunn ib Iin"n(!i~lobligliliolls under Ihe MlISlcr S~l!lelllenl "l::f4;l;"1<:"I; ~II 

(b) (I) place inm a qUllliticd C:!I\;tOW fund by April 15 IIf d1e ye"r fulluwing Ih.: y.:iU' in '1u.:~ti"" IhI; l'''I!(lwin~ 
al'llOllRb: Ca" Kllc:h IlmounL~ lire adju.(ed fur intlation)-

1991): S.(){)IJ4241 pet" \lnit ..... Id afler the dille of enattlllenillf IhiJ' kl;l 

:WUIJ: S.U I 04712 per IInit S()ld :Iller Ihe d:1te <It' cnacimenillf lhis ACI;) 

flit each IIf 1001 lind 2002: S.Ol)612.5llCr unit ~lIld at~~rlb~ dale "(en:lCltnenl oflhis Act; 

fur each IIf 2OI>.1lbroUI!h 2006: 5.01675)9 per unil snld .. ticr the d'"le uf clIlIctmo!nlof thi~ Ac[; 

1~)J.:ach nflOO7 and c;,ch year Iht:n=uftcr: 5.0188482 per unit 5\lld afler the dllte or cn:lCllllent tlf Ihi~ Act. 

(2) A tobm;l.,(1 pruduci manufilclurer th:u rl~ fUllds inln ClO.!nlW I'ur~uant In fI:trllgllll'h (I) ~hilll receive: 
thO: in~rest or OIher .IIppreci:lIion nn ~uch fUllds as cllrned. Such fUnd» themselves sllall bt relrellso:d frurn e.~clllw unly under 
rbe Millwinl! c:ircum~L1Il<."c~ -

(A) to p;ty a judllt~nl PI" selilemcnt im lillY rele:l><ed ch\illl bnlUght DI!:Iinl'S SUl:h tuh:l<:cn 
"mdllcl m:mu{lIclllf8hy the 51;IIe I>f any ~ICliSill' parly Itlc:ne-d 1>1" rc.'iding in lhe SI~.rIC!. t'und~ .dl:lll he rdeusc!d froUlesCfClW 

'''Iller Ihi~ subp-.lrIll!raph 0) in lire urd<!( in whicb Ihey were JlI:wed into e~cl\lw and (jj) only 10 ItIc UlJ,!nl Dnd at Iht lillie 
lICCe~5ury (0 make p'.Iyl1\l!nl~ requir.ed 1IIltier ~uclljudl!lIIo:nlltneUlemcnt: 

(B) III Iho: exlent th:ll II l\lh;ICCU pl'lKluc. ma/lUldCWrer c~l .. bli~ht:s lbat 1110: "mllunl il wali 
required I!) place into escrow ill It partil:ular year was g~.lIet than the S~tc's ;llIocahle shure:: ~.f the lulal pDym~nL~ tblll 511ch 
m:JnufllClurer wl>uld h:lve been rCQuired IUlll:ll\e illihal year under the MWiler SClIlemenl Agfec!lllenl (:AS dt!l~rmined pursuanl 
10,;ee1;lIn IX(i)f2) Ilr tho: M:lster ~nltlltC:1lI Agreemenl, and bcf<Jre lIfI)' of Ille w.ljIl5tmcnt~ (lr IIffsCIS tlc",,-rihed in ~eclilln 
IX(i){3) of Ihul Agree."ent oLhc:r than tile lnl\uli(\n Adjustment) hlld it he.:n _ participating manufilcturer, the Cltct:~~ ~h:11I h~ 
r.:10:1I5cll frt)lll t!scmw _nc! Kvert blIck to ~uch tohi":c(l Jlrtnluci m;£nufacturer: Ilf 

(C) to Ihe cKlenl n(lt rele:lscd frnl\\ C:<CflIW under suhll:lfallnlPJI~ 'A) III" (n). fund" sh:11I tr.: 
relc:r..lOd from c~row ami revert buck 10 such tIlba~c() proouct 1I1:IIJillilcillrer Iwenty·Jiv1ii ye~T1' after lh~ dlllo: on which '"o:), 
were pluced inlo e~crtJw. 

0) I:adl Illhaec!) prllt!\K.1 IIW-nutitctllrer Ih~1 elects II) plll~-e fund. into cscn>w £IursU:1I11 1(1 Ihi~ 
~ub~er.:tiun lIh~lllInnually tenify lUCile Altom.:y OenerallM IlIher State ~lfticia!llhlll il is ill compliallCe with this suhsecli"n. 
The Allume)' Gcncml (<lr (llher 51"l!: Ilflicilill lDay hrillg a civil aclillll on ~balr' .. f the SllIle aBain~t lIny lllb:1c.:o prllducl 

! fAll p.:r unit RUmher~ subjcc! [P vC!ritic:alionl 
l IThe I'hnl~e "uller Ihe dllte llt' en;rclmcnt of !his Act" ""ould need to be iocluded ollly in the cal.:nd:.r )'<!:ar in which I~ 11.1:1 
is I.'IIi1ctcd.1 

,'·2 

manuf.&Clurer t!wt fuilll 10 1'1011:4: illl" escrow the fUlld~ .required UlIlier this ~clicrn. Any lobuCCtI produci munutilcturer II,," 
rllil~ in jlny y.!:tr(n place infll C:<efllW IIIC funds reqllirecl uodc:t thi~ liec[ion 5hall.-

(A) be r~qllired wllhin 15 wYl' III place such fund$ illm t~r.:rOW:l.$ shall hring il ioltl eomplian<:e 
with Ihis 5eCtiun. The coort, upun " finding (If a vlul:£tioo of Ibi~ subf.ediaR, l'11li)' impOliC' II civil penalty 110 be p:tid hi the 
!,'l:Mrltl Cund ot·lhe ~Inlel in lin arnllllnt not 10 ellceed :; percent of !be ~lInl improperly withheld rfllln escrow per dlly of tile 
Yio1:dilln and in II h)lulllll1<>1I111 RlI~ '" ':lU:eed 100 lIen:ent IIf the originlll alnount impmperly withheld rrum nCrl)W; 

(8) in tbe c:t!IC (If II kn\,wing Yiolatltm. be required wilhin 15 days III IIlace Sitch funtb inlo e,;crIIW 
;a.~ ~lIuli brin!: it inlo tompliuDI.:e wilh Ihl5 lItclilln. The court, llpon • rindins uf lI!muwinll viuhitiun of fllis sub:ccctKln, !Ny 
ilnj'l<ll'e a civil perull1y 110 he Jl'did 10 !be general fund nf Ibe I'tllteJ in an amlJUllt not 10 cltceed J:; Jle~'e(li (lr 1m amount 
imp1\'pcrly withheld !Tom c,'iCroW pcr d:l)' of' rhe violatioll lUId in II l<r!lll lmount nol to exceed 300 percell1 of lhe nriginul 
"molJnl iDlpmpc:rly witltht:ld frtlln e!'crow; and 

(C) in the r:al>e of a !O:cond Imowing vinJl1tinn, be prohibited from selling cillureUes [0 l:un~lIlrn:r5 
wilhin !/le Shtlc (whether directly or Ihtough a <lilltl'ibut(lr, rellliler or $i milur ilUermediilfY) for a perind I\<llln exceed 2 yean. 

l!:u:h fuilure to I""te !tn annUllI dC(losh re~uired \lnder this sectilm ~bllll cllllllli[ute II ~el'arllte violaliltn.4 

IA Stalc Inay eleo.:t III in<:ludc a rClluirelnenllhlil/he vil.lllllul' OIlsll pay the StOlle's (,'(I~1~ lind unarney')t fee~ incurred 
during :I Sllcccs~ful pmseo;uth)n und.:r thj~ rw;asr.lph (.3 )., 

1'.) 
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CONSENT DECREE 

PRESENT: 

HON. STEPHEN O. CRANE. Justice 

SUPREME COURT OF THE STATE OF NEW YORK 
COUNTY OF NEW YORK 

-----------------------------------------x THE STATE OF NEW YORK and DENNIS C. VACCO, 
Attorney General of the State of New York. for and on 
behalf of the PEOPLE OF THE STATE OF NEW YORK, 

Plaintiffs, 
.against· 

PHn..IP MORRIS INCORPORATED; PHll.IP MORRIS 
COMPANIES. INC.; RJR NABISCO, INC.; RJR 
NABISCO HOLDINGS CORP.; R.J. REYNOLDS 
TOBACCO CO.; TIIE AMERICAN TOBACCO CO., 
INC.; AMERICAN BRANDS, INC.; BROWN & 
WILUAMSON TOBACCO CORP.; LORILLARD 
TOBACCO COMPANY: LORILLARD 
INCORPORATED; LOEWS CORPORATION; UNITED 
STATES TOBACCO COMPANY; UST, INC.: B.A.T. 
INDUSTRIES, P.L.C.; BRITISH AMERICAN 
TOBACCO COMPANY, LTD.; BATUS HOLDINGS, 
INC.; THE COUNCIL FOR TOBACCO RESEARCH -
U.S.A., INC.; and TOBACCO INSTITUTE, INC., 

Defendants. 

-----------------------------------------x 

At lAS Part S6 of the Supreme Court 
of the State of New York, held in and 
for the County of New York. at the 
Courthouse located at 60 Centre Street, 
New York, New York, on the 23.0 day 
of December, 1998 

CONSENT DECREE AND 
FINAL JUDGMENT 

Index No.: 400361197 
Hon. Stephen O. Crane. Justice. 

WHEREAS, Plaintiffs. the State of New York and Attorney General Dennis C. Vacco, commenced 
this action on January 27, 1997, pursuant to their common law powers and the provisions of N.Y. 
Executive Law, Public Health Law. General Business Law, Business Corporations Law. Penal Law, Social 
Services Law. Not-for-Profit Corporations Law, Unconsolidated Law. the Civil Practice Law and Rules, 
and the State Constitution; 

WHEREAS, Plaintiffs asserted various claims for monetary. equitable and injunctive relief, on behalf 
of the State of New York, including its Counties under GBL §342·b, against certain tobacco product 
manufacturers and other defendants; 

WHEREAS, Defendants have contested the claims in the State's complaint and amended complaint 
and denied the State's allegations; 
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WHEREAS, the parties desire to resolve this action in a manner which appropriately addresses the 
State's public health concerns, while conserving the panies' resources, as well as those of the Court, 
which would otherwise be expended in litigating a matter of this magnitude; and 

WHEREAS, the Court has made no detennination of any violation of law, this Consent Decree and 
Final Judgment being entered prior to the taking of any testimony and without trial or final adjudication 
of any issue of fact or law; 

NOW, THEREFORE, IT IS HEREBY ORDERED, ADJUDGED AND DECREED, AS 
FOLLOWS: 

I. JURISDICTION AND VENUE 

This Court has jurisdiction over the subject matter of this action and over each of the Participating 
Manufacturers. Venue is proper in this county. 

II. DEFINITIONS 

The definitions set forth in the Master Settlement Agreement ("MSA" or "Agreement") (a copy of 
which is attached hereto as Exhibit 1) are incorporated herein by reference. "County" means a county of 
the State of New York, including New York City, with New York City to be treated as a single county 
and none of its constituent counties to be treated separately; "Counties" means the counties of the State 
of New York, including New York City, with New York City to be treated as a single county and none of 
its constituent counties to be treated separately; provided. however. that any county that properly excludes 
itself from the class provisionally certified for settlement purposes only by this Court's Order of 
November 24, 1998 (the "Class") is not included in the definitions of "County" or "Counties," 

III. APPLICABILITY 

A. This Consent Decree and Final Judgment applies only to the Participating Manufacturers in their 
corporate capacity acting through their respective successors and assigns. directors, officers. employees. 
agents. subsidiaries, divisions. or other internal organizational units of any kind or any other entities acting 
in concert or participation with them. The remedies. penalties and sanctions that may be imposed or 
assessed in connection with a violation of this Consent Decree and Final Judgment (or any order issued in 
connection herewith) shall only apply to the Participating Manufacturers, and shall not be imposed or 
assessed against any employee, officer or director of any Participating Manufacturer, or against any other 
person or entity as a consequence of such violation, and there shall be no jurisdiction under this Consent 
Decree and Final Judgment to do so. 

B. This Consent Decree and Final Judgment is not intended to and does not vest standing in any 
third party with respect to the terms hereof. No portion of this Consent Decree and Final Judgment shall 
provide any rights to, or be enforceable by. any person or entity other than the State of New York or a 
Released Pany. The State of New York may not assign or otherwise convey any right to enforce any 
provision of this Consent Decree and Final Judgment. Provided, however. that a County or Counties may 
enforce the payment rights provided in Article V of this Consent Decree and Final Judgment, but only 
against other Counties or the State. Only the State may enforce the provisions of Article V against the 
Partici pating Manufacturers. 

IV. VOLUNTARY ACT OF THE PARTIES 

The parties hereto expressly acknowledge and agree that this Consent Decree and Final Judgment is 
voluntarily entered into as the result of arm's-length negotiation, and all parties hereto were represented by 
counsel in deciding to enter into this Consent Decree and Final Judgment. 
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V. MONETARY RELIEF 

A. Under subsections II(r), (5), IX, and XI of the MSA, payments from the Participating 
Manufacturers will be made to the Escrow Agent for further disbursement, pursuant to an Escrow 
Agreement executed by the parties and approved by a Court of competent jurisdiction. The State shall 
instruct the Independent Auditor and the Escrow Agent to disburse funds from the New York State
Specific Account directly to the State of New York and directly to the Counties individually according to 
the payment schedule annexed hereto as Exhibit 2. 

B. The payment schedule set forth in Exhibit 2 shall remain in effect for as long as payments are 
made from the Participating Manufacturers under the MSA. The portion of those payments credited to the 
New York State-Specific Account, if any, shall be allocable to the State of New York and the individual 
Counties as set forth in Exhibit 2. 

C. Effective upon the occurrence of State-Specific Finality in the State of New York, and to the 
extent that such claims may not otherwise be released by operation of the MSA, the Counties (as defined 
in this Consent Decree and Final Judgment) hereby absolutely and unconditionally release and forever 
discharge all Released Parties from all Released Claims that the Counties directly. indirectly, derivatively 
or in any other capacity ever had, now have, or hereafter can, shall. or may have, to the same extent that 
the Settling States are releasing Released Claims against Released Parties under the MSA. 

D. Each County (as defined in this Consent Decree and Final Judgment) further covenants and agrees 
that it shall not after the occurrence of State-Specific Finality in the State of New York sue or seek to 
establish civil liability against any Released Party based. in whole or in part. upon any of the Released 
Claims, and further agrees that such covenant and agreement shall be a complete defense to any such civil 
action or proceeding. 

E. Upon the occurrence of State-Specific Finality in the State of New York, the City of New York 
(unless it has properly excluded itself from the Class) will move forthwith for a dismissal with prejudice 
of the action entitled City of New York et al. v. The Tobacco Institute. Illc. el aI., Supreme Court of the 
State of New York. County of New York, Index No. 406225/96. and the County of Erie (unless it has 
properly excluded itself from the Class) will move forthwith for a dismissal with prejudice of its action 
entitled County of Erie v. The Tobacco Institute, IlIc. et aI., Supreme Court of the State of New York, 
County of Erie, Index No. 1997/359. 

F. If a County or Counties properly excludes itself from the Class, such County or Counties shall not 
receive any funds under the MSA, and the State may, in its sale discretion, place the funds allocated to 
such County or Counties under Exhibit 2 to this Consent Decree And Final Judgment in escrow. 

G. If any funds are recouped from the State of New York by the Federal Goverrunent. pursuant to an 
Act of Congress or otherwise. from monies received or to be received by the State (including its political 
subdivisions) from the New York State-Specific Account, then the State shall recoup from the Counties 
the Counties' share of such funds, through offsets or any other mechanisms selected by the State, 
according to the allocation percentages of the settlement funds in the year or years in question assigned to 
the respective Counties pursuant to the allocation schedule set forth in Exhibit 2. Nothing herein 
acknowledges a right of the Federal Government to recoup any such funds. 

VI. INJUNCTIVE A~1) OTHER EQUITABLE RELIEF 

Each Participating Manufacturer is permanently enjoined from: 

A. Taking any action, directly or indirectly, to target Youth within the State of New York in the 
advertising, promotion or marketing of Tobacco Products, or taking any action the primary purpose of 
which is to initiate. maintain or increase the incidence of Youth smoking within the State of New York. 

B. After 180 days after the MSA Execution Date, using or causing to be used within the State of 
New York any Cartoon in the advertising, promoting, packaging or labeling of Tobacco Products. 
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C. After 30 days after the MSA Execution Date. making or causing to be made any payment or 
other consideration to any other person or entity to use, display. make reference to or use as a prop within 
the State of New York any Tobacco Product, Tobacco Product package. advertisement for a Tobacco 
Product, or any other item bearing a Brand Name in any Media; provided, however. that the foregoing 
prohibition shall not apply to (1) Media where the audience or viewers are within an Adult·Only Facility 
(provided such Media are not visible to persons outside such Adult-Only Facility); (2) Media not intended 
for distribution or display to the public; (3) instructional Media concerning non·conventional cigarettes 
viewed only by or provided only to smokers who are Adults; and (4) actions taken by any Participating 
Manufacturer in connection with a Brand Name Sponsorship permitted pursuant to subsections lII(c)(2)(A) 
and III(c)(2)(B)(i) of the Agreement. and use of a Brand Name to identify a Brand Name Sponsorship 
permitted by subsection III(c)(2)(B)(ii). 

D. Beginning July 1, 1999, marketing. distributing. offering. selling. licensing or causing to be 
marketed, distributed. offered, sold. or licensed (including. without limitation. by catalogue or direct mail). 
within the State of New York. any apparel or other merchandise (other than Tobacco Products, items the 
sale function of which is to advertise Tobacco Products. or written or electronic publications) which bears 
a Brand Name. Provided. however. that nothing in this section shall (1) require any Participating 
Manufacturer to breach or terminate any licensing agreement or other contract in existence as of June 20, 
1997 (this exception shall not apply beyond the current term of any existing contract. without regard to 
any renewal or option term that may be exercised by such Participating Manufacturer); (2) prohibit the 
distribution to any Participating Manufacturer's employee who is not Underage of any item described 
above that is intended for the personal use of such an employee; (3) require any Participating 
Manufacturer to retrieve, collect or otherwise recover any item that prior to the MSA Execution Date was 
marketed, distributed, offered, sold. licensed or caused to be marketed, distributed, offered, sold or 
licensed by such Participating Manufacturer; (4) apply to coupons or other items used by Adults solely in 
connection with the purchase of Tobacco Products; (5) apply to apparel or other merchandise used within 
an Adult-Only Facility that is not distributed (by sale or otherwise) to any member of the general public; 
or (6) apply to apparel or other merchandise (a) marketed, distributed. offered, sold, or licensed at the site 
of a Brand Name Sponsorship permiued pursuant to subsection 1lI(c)(2)(A) or III(c)(2)(B)(i) of the 
Agreement by the person to which the relevant Participating Manufacturer has provided payment in 
exchange for the use of the relevant Brand Name in the Brand Name Sponsorship or a third-party that 
does not receive payment from the relevant Participating Manufacturer (or any Affiliate of such 
Participating Manufacturer) in connection with the marketing. distribution, offer, sale or license of such 
apparel or other merchandise. or (b) used at the site of a Brand Name Sponsorship permitted pursuant to 
subsections III(c)(2)(A) or II1(c)(2)(B)(i) of the Agreement (during such event) that are not distributed (by 
sale or otherwise) to any member of the general public. 

E. After the MSA Execution Date, distributing or causing to be distributed within the State of New 
York any free samples of Tobacco Products except in an Adult-Only Facility. For purposes of this 
Consent Decree and Final Judgment. a "free sample" does not include a Tobacco Product that is 
provided to an Adult in connection with (1) the purchase, exchange or redemption for proof of purchase 
of any Tobacco Products (including, but not limited to, a free offer in connection with the purchase of 
Tobacco Products. such as a . 'two-for-one" offer), or (2) the conducting of consumer testing or evaluation 
of Tobacco Products with persons who certify that they are Adults. 

F. Using or causing to be used as a brand name of any Tobacco Product pursuant to any agreement 
requiring the payment of money or other valuable consideration, any nationally recognized or nationally 
established brand name or trade name of any non-tobacco item or service or any nationally recognized or 
nationally established sports team. entertainment group or individual celebrity. Provided, however, that the 
preceding sentence shall not apply to any Tobacco Product brand name in existence as of July 1. 1998. 
For the purposes of this proVision, the term "other valuable consideration" shall not include an agreement 
between two entities who enter into such agreement for the sale purpose of aVOiding infringement claims. 

G. After 60 days after the MSA Execution Date and through and including December 31. 2001. 
manufacturing or causing to be manufactured for sale within the State of New York any pack or other 
container of Cigarettes containing fewer than 20 Cigarettes (or, in the case of rOll-your-own tobacco, any 



B-5

package of roll-your-own tobacco containing less than 0.60 ounces of tobacco); and, after 150 days after 
the MSA Execution Date and through and including December 31. 2001. selling or distributing within the 
State of New York any pack or other container of Cigarettes containing fewer than 20 Cigarettes (or. in 
the case of roll-your-own tobacco, any package of roll-your-own tobacco containing less than 0.60 ounces 
of tobacco). 

H. Entering into any contract. combination or conspiracy with any other Tobacco Product 
Manufacturer that has the purpose or effect of: (1) limiting competition in the production or distribution of 
information about health hazards or other consequences of the use of their products; (2) limiting or 
suppressing research into smoking and health; or (3) limiting or suppressing research into the marketing or 
development of new products. Provided. however. that nothing in the preceding sentence shall be deemed 
to (1) require any Participating Manufacturer to produce. distribute or otherwise disclose any information 
that is subject to any privilege or protection; (2) preclude any Participating Manufacturer from entering 
into any joint defense or joint legal interest agreement or arrangement (whether or not in writing), or from 
asserting any privilege pursuant thereto; or (3) impose any affirmative obligation on any Participating 
Manufacturer to conduct any research. 

1. Making any material misrepresentation of fact regarding the health consequences of using any 
Tobacco Product. including any tobacco additives. filters. paper or other ingredients. Provided, however. 
that nothing in the preceding sentence shall limit the exercise of any First Amendment right or the 
assertion of any defense or position in any judicial. legislative or regulatory forum. 

VII. MISCELLANEOUS PROVISIONS 

A. Jurisdiction of this case is retained by the Court for the purposes of implementing and enforcing 
the Agreement and this Consent Decree and Final Judgment and enabling the continuing proceedings 
contemplated herein. Whenever possible. the State of New York and the Participating Manufacturers shall 
seek to resolve any issue that may exist as to compliance with this Consent Decree and Final Judgment by 
discussion among the appropriate designees named pursuant to subsection XVIII(m) of the Agreement. 
The State of New York andlor any Participating Manufacturer may apply to the Court at any time for 
further orders and directions as may be necessary or appropriate for the implementation and enforcement 
of this Consent Decree and Final Judgment. A County may apply for further orders and directions as may 
be necessary or appropriate for the implementation or enforcement of the fourth sentence of Article III(B) 
of this Consent Decree and Final Judgmem. Provided, however. that with regard to subsections VI(A) and 
VI(I) of this Consent Decree and Final Judgment, the Attorney General shall issue a cease and desist 
demand to the Participating Manufacturer that the Attorney General believes is in violation of either of 
such sections at least ten Business Days before the Attorney General applies to the Court for an order to 
enforce such subsections, unless the Attorney General reasonably determines that either a compelling time
sensitive public health and safety concern reqUires more immediate action or the Court has previously 
issued an Enforcement Order to the Participating Manufacturer in question for the same or a substantially 
similar action or activity. For any claimed violation of this Consent Decree and Final Judgment. in 
determining whether to seek an order for monetary. civil contempt or criminal sanctions for any claimed 
violation. the Attorney General shall give good-faith consideration to whether: (1) the Participating 
Manufacturer that is claimed to have committed the violation has taken appropriate and reasonable steps 
to cause the claimed violation to be cured, unless that party has been gUilty of a pattern of violations of 
like nature; and (2) a legitimate, good-faith dispute exists as to the meaning of the terms in question of 
this Consent Decree and Final Judgment. The Court in any case in its discretion may determine not to 
enter an order for monetary. civil contempt or criminal sanctions. 

B. This Consent Decree and Final Judgment is not intended to be. and shall not in any event be 
construed as, or deemed to be. an admission or concession or evidence of (1) any liability or any 
wrongdoing whatsoever on the part of any Released Party or that any Released Party has engaged in any 
of the activities barred by this Consent Decree and Final Judgment; or (2) personal jurisdiction over any 
person or entity other than the Participating Manufacturers. Each Participating Manufacturer specifically 
disclaims and denies any liability or wrongdoing whatsoever with respect to the claims and allegations 
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asserted against it in this action, and has stipulated to the entry of this Consent Decree and Final 
Judgment solely to avoid the further expense, inconvenience, burden and risk of litigation. 

C. Except as expressly provided otherwise in the Agreement, this Consent Decree and Final 
Judgment shall not be modified (by this Court, by any other court or by any other means) unless the party 
seeking modification demonstrates. by clear and convincing evidence, that it will suffer irreparable harm 
from new and unforeseen conditions. Provided. however, that the provisions of sections Ill, V, VI, VII 
and vm of this Consent Decree and Final Judgment shall in no event be subject to modification without 
the consent of the State of New York and all affected Participating Manufacturers. In the event that any of 
the sections of this Consent Decree and Final Judgment enumerated in the preceding sentence are 
modified by this Court, by any other court or by any other means without the consent of the State of New 
York and all affected Participating Manufacturers, then this Consent Decree and Final Judgment shall be 
void and of no further effect. Changes in the economic conditions of the parties shall not be grounds for 
modification. It is intended that the Participating Manufacturers will comply with this Consent Decree and 
Final Judgment as Originally entered, even if the Participating Manufacturers' obligations hereunder are 
greater than those imposed under current or future law (unless compliance with this Consent Decree and 
Final Judgment would violate such law). A change in law that results, directly or indirectly, in more 
favorable or beneficial treatment of anyone or more of the Participating Manufacturers shall not support 
modification of this Consent Decree and Final Judgment. 

D. In any proceeding which results in a finding that a Participating Manufacturer violated this 
Consent Decree and Final Judgment, the Participating Manufacturer or Participating Manufacturers found 
to be in violation shall pay the State's costs and attorneys' fees incurred only by the State of New York in 
such proceeding. 

E. The remedies in this Consent Decree and Final Judgment are cumulative and in addition to any 
other remedies the State of New York may have at law or equity, including but not limited to its rights 
under the Agreement. Nothing herein shall be construed to prevent the State from bringing an action with 
respect to conduct not released pursuant to the Agreement, even though that conduct may also violate this 
Consent Decree and Final Judgment. Nothing in this Consent Decree and Final Judgment is intended to 
create any right for New York to obtain any Cigarette product formula that it would not otherwise have 
under applicable law. 

F. No party shall be considered the drafter of this Consent Decree and Final Judgment for the 
purpose of any statute, case law or rule of interpretation or construction that would or might cause any 
provision to be construed against the drafter. Nothing in this Consent Decree and Final Judgment shall be 
construed as approval by the State of New York of the Participating Manufacturers' business 
organizations. operations, acts or practices. and the Participating Manufacturers shall make no 
representation to the contrary. 

G. The settlement negotiations resulting in this Consent Decree and Final Judgment have been 
undertaken in good faith and for settlement purposes only. and no evidence of negotiations or discussions 
underlying this Consent Decree and Final Judgment shall be offered or received in evidence in any action 
or proceeding for any purpose. Neither this Consent Decree and Final Judgment nor any public 
diSCUSSions, public statements or public comments with respect to this Consent Decree and Final Judgment 
by the State of New York or any Participating Manufacturer or its agents shall be offered or received in 
evidence in any action or proceeding for any purpose other than in an action or proceeding arising under 
or relating to this Consent Decree and Final Judgment. 

H. All obligations of the Participating Manufacturers pursuant to this Consent Decree and Final 
Judgment (including. but not limited to, all payment obligations) are. and shall remain. several and not 
joint. 

I. The prOvisions of this Consent Decree and Final Judgment are applicable only to actions taken (or 
omitted to be taken) within the States. Provided, however. that the preceding sentence shall not be 
construed as extending the territorial scope of any provision of this Consent Decree and Final Judgment 
whose scope is otherwise limited by the terms thereof. 
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J. Nothing in subsection VI(A) or VIC!) of this Consent Decree shall create a right to challenge the 
continuation. after the MSA Execution Date, of any advertising content, claim or slogan (other than use of 
a Cartoon) that was not unlawful prior to the MSA Execution Date. 

K. If the Agreement terminates in this State for any reason. then this Consent Decree and Final 
Judgment shall be void and of no further effect. 

VB!. FINALDISPOSITJON 

A. The Agreement, the settlement set forth therein. and the establishment of the escrow provided for 
therein are hereby approved in all respects, and ail claims are hereby dismissed with prejudice as provided 
therein. 

B. The Court finds that the persons signing the Agreement have full and complete authority to enter 
into the binding and fully effective settlement of this action as set forth in the Agreement. The Court 
further finds that entering into this settlement is in the best interests of the State of New York and the 
Counties. 

LET JUDGMENT BE ENTERED ACCORDINGLY 

DATED this 23rd day of December. 1998 

FILED 
DEC 23. 1998 

COUNTY CLERK'S OFFICE 
NEW YORK 

Is! sac 
J.S.C. 

STEPHEN G. CRANE 
Is! Norman Goodman 

Clerk 
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EXHffiIT 2 

At all times and under all circumstances specified in Section XI of the Master Settlement Agreement 
that require the Independent Auditor to instruct the Escrow Agent to disburse amounts to the State of New 
York pursuant to the terms of the Master Settlement Agreement ("New York Disbursal Share"), the 
Independent Auditor shall allocate all such New York Disbursal Share among the State of New York. the 
City of New York l , and the individual counties of New York according to the schedule set forth below 
and instruct the Escrow Agent to disburse such allocated amounts directly to the State of New York. the 
City of New York and the specified counties. 

(1) With respect to the New York Disbursal Share of all amounts paid by the Participating 
Manufacturers pursuant to Section IX(b) of the Master Settlement Agreement, the Independent Auditor 
shall allocate and instruct the Escrow Agent to disburse such amounts as follows; 

Entity 

New York State ........................................... '" ........ . 
New York City ...................................................... . 
Albany .............................. ; ............................... . 
Allegheny ........................................................... . 
Broome ............................................................. . 
Cattaraugus .......................................................... . 
Cayuga .............................................................. . 
Chautauqua ..... , .................................................... . 
Chemung .............. , .. , .......................................... . 
Chenango .......................................•.................... 
Clinton .............................................................. . 
Columbia ............................................................ . 
Cortland ............................................................. . 
Delaware ............................................................ . 
Dutchess ............................................................ . 
Erie ................................................................. . 
Essex .................................. , ............................ . 
Franklin ............................................................. . 
Fulton .............................................. , ................ . 
Genessee ............................................................ . 
Greene .............................................................. . 
Hamilton ..... , ...................................... , ............. , .. 
Herkimer ........................................... , .............. , .. 
Jefferson ............................................................ . 
Lewis .......................................................... '" , .. 
Livingston .............................. , ............................ . 
Madison ............................................................. . 
Monroe ............... , ............................................. . 
Montgomery ......................................................... . 
Nassau .............................................................. . 
Niagara ............................................................. . 

Percentage 
of Payment . 

51.176% 
26.670% 
0.593% 
0.107% 
0.446% 
0.179% 
0.166% 
0.308% 
0.212% 
0.104% 
0.170% 
0.126% 
0.100% 
0.101% 
0.500% 
2. 1949!-
0.075% 
0.098% 
0.121% 
0.118% 
0.085<K 
0.013r;( 
0.142% 
0.190% 
0.054% 

0.112% 
0.131% 
1.536% 
0.114% 
2.739% 
0.467% 

!The City of New York includes the five individual boroughs of Manhattan. BronK. Brooklyn. Queens and Staten Island. and 
the New York City Health and Hospitals Corporation. 
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Entity 

Oneida .................... , ....................... " ................ . 
Onondaga ........................................................... , 
Ontario ................... , ...................... , .. , ................ . 
Orange ... , ........ , ................................................. . 
Orleans ............. ·.···· .. ···· ............................. ······· . 
Oswego ............................................................ · . 
Otsego .............................................................. . 
Putnam ........................ ·.·· .. ···· ....................... ····· . 
Rensselaer ...................................................... , .. , .. 
Rockland ........................................................ ·· .. . 
St. Lawrence ........................................... , ............ . 
Saratoga ............................................................. . 
Schenectady ..... , '" ................................................ . 
Schoharie ...........................................•................ 
Schuyler ............................................................ . 
Seneca .............................................................. . 
Steuben ............................................................. , 
Suffolk ............ , ................................................. . 
Sullivan ........... , ................................................. . 
Tioga ............................................................... . 
Tompkins ... , ..... , ................................................. . 
Ulster ............................. , .......... , ...................... . 
Warren .............................................................. . 
Washington ....... , .. , ............................................... . 
Wayne ................................ , .. , ...... , ................ , .. . 
Westcbester ......................................................... . 
Wyoming ................................ , .......................... , 
yates ............... , ............................................... . 

Percentage 
or Payment 

0.544% 
0.972% 
0.181% 
0.564% 
0.078% 
0.239% 
0.122% 
0.152% 
0.317% 
0.560% 
0.239% 
0.304% 
0.319% 
0.063% 
0.038% 
0.069% 
0.211% 
2.673% 
0.155% 
0.100% 
0.170% 
0.334% 
0.113% 
0.113% 
0.172% 
1.926% 
0.081% 
0.044% 

(2) With respect to amounts paid by the Participating Manufacturers pursuant to Section IX(c)(2) of 
the Master Settlement Agreement, the Independent Auditor shall allocate and instruct the Escrow Agent to 
disburse the entire proceeds to the State of New York. 
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SUPREME COURT OF TIiE STATE OF NEW YORK - NEW YORK COUNTY 

PRESENT: HaN. STEPHEN G. CRANE Part 56 
Justice 

-------------------------------------------x 
THE STATE OF NEW YORK. et at. 

Plaintiff, 
- v -

PHILIP MORRIS. INC., et a1.. 

Defendants. 

-------------------------------------------x 

INDEX NO.: 400361/97 

MOTION DATE: 4113/99 

MOTION SEQ. NO.: 019 

MOTION CAL. NO.: 139 

The following papers, numbered 1 to __ were read on this motion toffor 

PAPERS NUMBERED 

Notice of MotiOn/Order to Show Cause - Affidavits - Exhibits ----
Answering Affidavits - Exhibits ____________________________ _ 

Replying Affidavits ____________________________________ _ 

Cross-Motion: [] Yes [X] No 

The State of New York and defendants Brown & Williamson Tobacco Corporation. Philip Morris 
Incorporated. R.J. Reynolds Tobacco Company. and Lorillard Tobacco Company. jointly move for an 
order. pursuant to CPLR 5019(a). correcting Exhibit 2 to the "Consent Decree and Final judgment" 
relating to the Master Settlement Agreement, entered on December 23, 1998, so that the "Consent Decree 
and Final judgment" accurately reflects the original intention of the parties and the terms of the Master 
Settlement Agreement with respect to the intra-State allocation of annual payments by the Participating 
Manufacturers pursuant to Section IX(c)(1) of the Master Settlement Agreement. The motion is granted on 
default. 

Accordingly, it is 

ORDERED that the motion is granted on default; and it is further 

ORDERED that Paragraph (1) of "Exhibit 2" to the "Consent Decree and Final Judgment" relating 
to the Master Settlement Agreement, entered on December 23. 1998, shall be amended to read as follows: 

(1) With respect to the New York Disbursal Share of all amounts paid by the Participating 
Manufacturers pursuant to Sections IX(b) or IX(c)(l) of the Master Settlement Agreement, the 
Independent Auditor shall allocate and instruct the Escrow Agent to disburse such amounts 
as follows: .... 

The foregOing constitutes the decision and order of the court. 

Dated: April 14, 1999 

Check One: [ 1 FINAL DISPOSITION 
lsI MDAR 

lsi SOC 
STEPHEN G. CRANE J.S.C. 

[Xl NON-FINAL DISPOSmON 
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Hon. Fern M. Smith (Ret.) 
JAMS 

2 Two Embarcadero Center, Suite 1500 
San Francisco, CA 94111 

3 Telephone: (415) 982-5267 
4 • Fax: (415) 982-5287 

5 ARBITRATOR 

6 

7 

8 

9 

10 In the 2003 NPM Adjustment 

I I Proceedings 

12 

13 

14 

ARBITRATION 

JAMS Ref No. 1100053390 

FINAL AWARD RE: 
STATE OF NEW YORK 

15 CHAPTER I: THE PARTIES TO A SPECIFIC STATE AWARD 

16 Petitioners are manufacturers of tobacco products that have joined the MSA ("Master 

17 Settlement Agreement"), entered into in 1998, and agreed to be bound by its terms. The MSA 

18 refers to such manufacturers as "Participating Manufacturers" or "PMs." See MSA § II(jj). The 

19 PMs fall into two categories. The "Original Participating Manufacturers," or "OPMs," are those 

20 manufacturers that were original parties to the MSA: Philip Morris USA Inc., R.J. Reynolds 

21 Tobacco Company, and Lorillard Tobacco Company. See MSA § II(hh). (A fourth OPM, 

22 Brown & Williamson Tobacco Corporation, combined with R.J. Reynolds Tobacco Company in 

23 2004.) The "Subsequent Participating Manufacturers," or "SPMs," are smaller manufacturers, 

24 most of which were never sued by the States, but joined the MSA thereafter. See MSA § rICtt). 

25 The following SPMs claim entitlement to an NPM Adjustment for 2003 and are petitioners in 

26 these proceedings: Commonwealth Brands, Inc., Compania Industrial de Tabacos Monte Paz, 

27 . S.A., Daughters & Ryan, Inc., House of Prince AlS, Japan Tobacco International U.S.A. Inc., 

28 King Maker Marketing, Inc., Kretek International, Liggett Group LLC, Peter Stokkebye 
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Tobaksfabrik AlS, P.T. Djarum, Santa Fe Natural Tobacco Company, Inc., Sherman 1400 

2 Broadway N.Y.C., Inc., Top Tobacco LP, and Von Eickcn Group. All Petitioners are 

3 collectively referred to as PMs for purposes of this Award, and a finding as (0 one PM is a 

4 finding as to all, unless specifically noted. 

5 Respondents in the Petitioners' claim were initially listed as the 52 States and Territories 

6 that are parties (0 (he MSA. The MSA refers to these States and Territories as "Settling States." 

7 The Settling States originally consisted of Alabama, Alaska, American Samoa, Arizona, 

8 Arkansas, California, Colorado, Connecticut, Delaware, District of Columbia, Georgia, Guam, 

9 Hawaii, Idaho, Illinois, Indiana, Iowa, Kansas, Kentucky, Louisiana, Maine, Maryland, 

10 Massachusetts, Michigan, Missouri, Montana, Nebraska, Nevada, New Hampshire, New Jersey, 

II New Mexico, New York, North Carolina, North Dakota, the NOlihern Marianas Islands, Ohio, 

12 Oklahoma, Oregon, Pennsylvania, Puerto Rico, Rhode Island, South Carolina, South Dakota, 

13 Tennessee, U.S. Virgin Islands, Utah, Vermont, Virginia, Washington, West Virginia, 

14 Wisconsin, and Wyoming. (Four States-Florida, Minnesota, Mississippi, and Texas-had entered 

15 into separate settlements with certain PMs prior to the MSA and, therefore, are not parties to the 

16 MSA.) Since this proceeding began, the PMs have dismissed their allegations against sevcral 

17 states (Alaska, Delaware, Hawaii, Idaho, Massachusetts, New Jersey, Rhode Island, South 

18 Dakota, Utah, Vennont, Wisconsin, Wyoming, Guam, the Northern Mariana Islands, American 

19 Samoa, and the U.S. Virgin Islands; see Participating Manufacturers' NDtice of Contest as to 

20 Certain States' Claims of Diligent Enforcement, filed November 3, 2011). Further, numerous 

21 other states entered into a Setllement Agreement with the PMs, dated March 12,2013, leaving 15 

22 States who remain in this proceeding for whom A wards are now addressed by this Arbitration 

23 Panel (the "Panel"). Numerous issues ("Global Issues") are decided and applicable to all 

24 remaining Parties; however, because each remaining Settling State may have recourse to its own 

25 MSA Court, the Panel will issue a separate Award for each specific state, including therein both 

26 the Global Issues and also determinations that are specific to that state only. 

27 Although numerous references may be made to the Nalional Association of Attorneys 

28 General ("NAAG") and the "NAAG Tobacco Project," which assist the states in implementing 
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the MSA and through which the states often act with respect to NPM Adjustment issues and 

2 enforcement ofthe Escrow Statutes, NAAG was never made a party to this Arbitration 

3 proceeding. NAAG is defined in the Definitions section of the MSA as "the National 

4 Association of Attorneys General, or its successor organization that is directed by the Attorneys 

5 General to perform ccrtain functions under this Agreement." 'viSA § IJ(bb). It is undisputed that 

6 NAAG served as an advisory and legal resource to the Settling States. including interpreting the 

7 MSA and opining on potential requirements for "diligent enforcement." These Awards may also 

8 refer to determinations made by the MSA's "Independent Auditor," which since 1998 has been 

9 PricewaterhouseCoopers LLP ("PwC"). The MSA provides that the "Independent Auditor" is 

10 responsible for "calculat[ingJ and determin[ingJ all payments" under the MSA, applying the 

II MSA's various "adjustments, reductions and offscts" (including the NPM Adjustment) to those 

12 payments, and determining "the allocation of such payments, reductions, offsets ... among the 

13 Settling States." MSA § XI(a)(1). Although the Independent Auditor plays a major role in the 

14 implementation of the MSA, it is not a party to this Arbitration, and the Panel has no jurisdiction 

15 over it~ actions or determinations. 

16 CHAPTER II: THE BACKGROUND 

17 A. Origin of the Dispute. 

18 This section is set forth as a summary and does not constitutc either findings of fact or 

19 conclusions of/aw by the Panel. 

20 Both the Supremc Court and the Settling States have referred to the MSA as a 

21 "landmark" public health agreement. Lorillard Tobacco Co. v. Reilly, 533 U.S. 525, 533 (2001); 

22 NAAG March 8, 2006 News Release. The MSA settled and released past and future claims by 

23 the Settling States for, among other things, recovery of health-care costs attributed to smoking-

24 related illnesses. In exchange, the PMs agreed to make substantial annual payments in perpetuity 

25 based upon their annual nationwide cigarette sales and to be subject to an array of advertising, 

26 marketing, and other restrictions. Since the MSA was first signed in November 1998, over 50 

27 tobacco companies have agreed to be bound by its tem1S. Tobacco product manufacturers who 

28 have not joined the MSA and agreed to its terms are referred 10 as Non-Participating 
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Manufacturers ("NPMs"). 

2 Pursuant to the MSA, each PM makes a single annual payment based on its nationwide 

3 cigarette sales volume during each calendar year. The annual payment on a year's volume is due 

4 on April IS of the following year. It is alleged, and not disputed, that these annual payments 

5 total in the billions of dollars each year. For example, the OPMs' aggregate base payment 

6 obligation was approximately $8 billion for 2003 (the year in question here). See MSA §§ 

7 IX(c)(l)-(2). The SPMs make separate annual payments also based on their sales volume during 

8 the year. See MSA § IX(i). The PMs' annual payments are calculated by an "Independent 

9 Auditor" agreed to by the parties. See MSA § XI(a)(l). 

10 The MSA's annual base payment amounts are subject to various adjustments, including 

II an Inflation Adjustment and a Volume Adjustment (under which the base payments are increased 

12 or decreased in proportion to changes in the OPMs' nationwide volume of sales), See MSA §§ 

13 IX(c), XI(a). According to the PMs, and not disputed, the OPMs' aggregate annual payments 

14 after these and other adjustments (other than the NPM Adjllstment) since the MSA was entered 

15 into have been as foI1ows: 1999-$3.545 billion; 2000-$4.022 billion; 2001-$5.066 billion; 

16 2002-$4.967 billion; 2003-$5.950 billion; 2004-$6.048 billion; 2005 $6.128 billion; 2006-

17 $6.221 billion; 2007-$7.076 billion; 2008-$7.011 billion; and 2009-$6.497 billion. These 

18 payments are split among the OPMs in proportion to their relative market shares. See MSA §§ 

19 IX(e)(l)-(2). 

20 Each SPM makes annual payments that, on a per-cigarette basis, approximate the OPMs' 

21 annual p<tyments and that are likewise based on the SPMs' sales volume during the year in 

22 question, See MSA § IX(i). The SPMs' aggregate annual payments for each year have been 

23 claimed as follows: 1999-$46.4 million; 2000-$98.5 million; 2001-$200.4 million; 2002-

24 $319.0 million; 2003-$484.5 million; 2004-$433.7 million; 2005S441.5 million; 2006-$517.7 

25 million; 2007-$475.0 million; 2008-$569.5 million; and 2009-$571.5 million. 

26 These annual payments continue each year into perpetuity. The PMs' lolal MSA 

27 payments to the Settling States to date exceed $70 billion, including the annual payments listed 

28 above and additional "initial" payments made by the OPMs. 
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The PMs do not make these payments to individual States. Instead, each PM makes a 

2 single, nationwide payment in the overall amount calculated and determined by the Independent 

3 Auditor. The Independent Auditor then allocates those nationwide payments among the States 

~ by applying pre-set "Allocable Share" percentages previously negotiated by the States (and set 

5 forth in Exhibit A to the MSA), which represent each State's percentage share of the PMs' 

6 nationwide payments. See MSA ~~ II(f}(g); IX(b)-(c); IXG), clause thirteenth; MSA Ex. A. 

7 The MSA' s payment obligations impose substantial costs on the PMs. The NPMs, by 

8 contrast, do not bear these MSA costs and thus do not reflect them in their pricing. Absent 

9 enforcement of statutes imposing similar costs on NPMs, that differential cost between the PMs 

10 and the NPMs could be harmful to both the PMs and to the States, as wcll as to the public, by 

11 undermining the goals and purpose of the MSi\. 

12 In an attempt to minimize that disadvantage, the MSA included the prospect of reduced 

13 payments to supply an incentive for each Settling State to enact and enforce a statute that 

14 imposes similar payment obligations on NPMs and thereby neutralizes the MSA-related cost 

15 disadvantage imposed on PMs. Moreover, if Settling States nevertheless failed to enact and 

16 enforce such a statute, the payment reduction would compensate the PMs for their MSA-related 

17 loss of sales. 

18 The NPM Adjustment was made a part of the MSA to address that cost differential or, as 

19 the PMs describe it, to "level the playing field." The MSA provides that "[t]o protect the public 

20 health gains achieved by this Agrecment," the PMs' annual MSA payments "shall" be subject to 

21 an NPM Adjustment. See MSA § IX(d)(l )(A). The Adjustment provides for a potential 

22 reduction in the PMs' MSA payments in event ofan MSA-related market-share shift to NPMs 

23 above a specified threshold. It is designed to give the States an incentive to eliminate the MSA 

24 cost disadvantage faced by PMs, and with it the threat to the MSA's public health gains-and to 

25 provide compensation to the PMs in the event such a market-share shift nevertheless occurs. The 

26 NAAG Tobacco Project has thns described the NPM Adjustmcnt as follows: 

27 

28 
[The] NPM Adjustment provides [an] incentive to ameliorate these adverse 
effects [i.e., "undermin[ing] the MSA's public health goals" and "unfairly 
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disadvantag[ing] companies that had chosen to" join the MSA. It provides that if. 
because of the disadvantages imposed on them by the MSA, the PMs lose 
"Market Share" to NPMs, the PMs' payments to the States can be reduced. 

NAAG Tobacco Project, Understanding and Enforcing the NP M Statute, MSA Issues Seminar 

(Ocl. 15-16,2001). 

The NPM Adjustment is set forth in Section IX(d) of the MSA (beginning at page 58 of 

the Agreement). The first subsection, Section IX(d)(1), governs when the NPM Adjustment 

applies. It provides that the Adjustment "shall apply" to the PMs' annual payment for the year in 

question if two conditions are met. MSA § IX(d)(l)(C). 

First, the PMs must have suffered a "Market Share Loss," which is defined to mean that 

the PMs' collective market share during that year decreased by more than two percentage points 

compared to their collective market share in 1997, the last full year before the MSA was signed. 

MSA §§ IX(d)(1)(A); lX(d)(l)(B). 

Second, a nationally recognized firm of economic consultants jointly selected and 

retained by the OPMs and the States (the "Firm") must have determined that the disadvantages 

experienced by the PMs as a result of the provisions of the MSA were a "significant factor" 

contributing to the Market Share Loss for the year in question. See MSA § IX(d)(l )(e). 

Thc only exception is where a State demonstrates that it has enacted and "diligently 

enforced" a "Qualifying Statute." MSA § IX(d)(2)(B). A "Qualifying Statute" is defined as a 

statute that "effectively and fully neutralizes the cost disadvantages that the Participating 

Manufacturers experience vis-it-vis Non-Participating Manufacturers within such Settling State 

as a result of [the MSA]." MSA § lX(d)(2)(E). States are thus not required either to enact or 

enforce such a statute, but if they want the benefit of the contractual exemption from the NPM 

Adjustment, they must do both. 

If an individual Settling State demonstrates that it diligently enforced such a statute 

during the year in question, the NPM Adjustment still applies to the PMs' MSA payments for 

that year, but none of it is allocated to that Settling State's share of those payments. See MSA § 

IX(d)(2)(B). It is of critical import that nowhere in the MSA or any ofthe supporting exhibits, is 

the term "diligent enforcement" defined. The MSA merely states that an exception to the NPM 
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Adjustment shall be available" ... if such Settling State continuously had a Qualifying Statute 

2 (as defined in subsection (2)(E) below) in full force and cffcct during the entire calendar year 

3 immediately preceding the year in which the payment in question is due and diligently enforced 

4 the provisions of such statute during such entire calendar year ... " Jd. Thus, defining what 

5 standard is required before a State qualifies for this critical exception is left for this Panel to 

6 decide. 

7 Where an individual Settling State qualifies for this exception, the MSA provides that its 

8 share of the NPM Adjustment will be reallocated to all other States that do not qualify for the 

9 exception because they have not demonstrated diligent enforcement of their own Qualifying 

10 Statute. Section IX(d)(2)(C) of the MSA thus provides that the "aggregate amount of the NPM 

II Adjustments that would have applied" to Settling States that prove they fall within the diligent 

12 enforcement exception "shall be reallocated among all other Settling States pro rata in proportion 

13 to their respective [payment shares 1," and that those States' MSA payments "shall be further 

14 reduced" up to the full amount of their MSA payments for that year. MSA § IX(d)(2)(C); see 

15 also id § IX(d)(2)(D). As a result of this reallocation provision, the greater the number of 

16 Settling States that did not diligently enforce a Qualifying Statute, the more widely the NPM 

17 Adjustment is spread and the less the share of the Adjustment that each such State bears. 

18 Conversely, if only a few Settling States fail to prove diligent enforcement, those Settling States 

19 face a more concentrated application of the NPM Adjustment - and hence a greater reduction of 

20 their payments, subject only to the limitation that the Adjustment applied to a Settling State can 

21 be no greater than the lolal MSA payment it received for that year. The diligent enforcement and 

22 reallocation provisions thus create a dual incentive for individual Settling States to enact and 

23 enforce a Qualifying Statute. 

24 The MSA defines a "Qualifying Statute" as one that, among other things, "effectively and 

25 fully neutralizes the cost disadvantages that the [PMs] experience vis-a-vis [NPMs] within such 

26 Settling State as a result of' the MSA. MSA § IX(d)(2)(E). Exhibit T to the MSA provides a 

27 model for such a statute: a "model" Escrow Statute. The MSA provides lhat this "model" 

28 Escrow Statute, if enacted with those modifications necessary to reflect "particularized state 
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procedural or technical requirements" will "constitute a Qualifying Statute." Id. 

2 The "model" Escrow Statute provides for each NPM to make escrow deposits on the 

3 cigarettes it sells in the enacting Settling State in the year in question. The escrow deposits are to 

4 be made into a "[q]ualified escrow fund," which is defined as an escrow arrangement with a 

5 qualifying financial institution in which the deposits are held for the benefit of the State. See 

6 MSA, Ex. T, at T-2 (§ (f)). The deposits are to remain in escrow for 2S years except insofar as 

7 they are used to pay a judgment to or settlement with the State for liability on claims like those 

8 the Settling States settled against the PMs in the MSA. See MSA, Ex. T, at T-4 & T-5 

9 (§ (b)(2)(A)-(C). The escrow deposits thus guarantee the State a source of recovery should it 

10 subsequently sue or settle with that NPM on claims like those the State settled against the PMs in 

II the MSA, and avoid the risk that NPMs would otherwise use their MSA-related "cost advantage 

12 to derive large, short-term profits ... and then beeom[ e 1 judgment-proofbefore liability [to the 

13 State] may arise." MSA Ex. T, at T-l (§§ (a), (I)). 

14 The Settling States all enacted Escrow Statutes following the MSA. But following the 

15 signing of the MSA in 1998, and despite the Settling States' universal enactment of Escrow 

16 Statutes imposing payment obligations on NPMs, the NPMs' market share increased at 

17 significant rates. 

18 This shift of market share from PMs to NPMs has triggered the NPM Adjustment 

19 provision of the MSA for multiple years. The PMs and the States settled the NPM Adjustments 

20 through 2002. The NPM Adjustments for 2003 and subsequent years, however, were not 

21 resolved, and the dispute over the Adjustment for the first of these years-20m-has culminated in 

22 the proceedings before this Panel. 

23 As a beginning and necessary step leading to this Arbitration, in connection with its April 

24 2004 calculation of the PMs' MSA payment for 2003, the Independent Auditor determined that 

25 the MSA's first condition for application of the 2003 NPM Adjustment was satisfied: the PMs 

26 had suffered a "Market Share Loss" for 2003. The Auditor calculated that there had been a 

27 market-share shift of approximately 8% to the NPMs fi'om 1997 to 2003, and thus a Market 

28 Share Loss of approximately 6% after giving effect to the two percentage point buffer. 
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The States have not disputed the Independent Auditor's determination that the PMs 

2 suffered a Market Share Loss for 2003, the magnitude of that loss or the amount of the 2003 

3 ;-JPM Adjustment. 

4 After the Independent Auditor's finding of a Market Share Loss, the States and OPMs 

5 instituted proceedings in April 2005 for a determination by the Firm as to whether the 

6 disadvantages experienced by the PMs as a result of the provisions ofthe MSA were a 

7 "significant factor" contributing to that Market Share Loss. The OPMs and States engaged the 

8 Brattle Group to make this "significant factor" determination. 

9 The OPMs and the States then participated in a 10-month evidentiary proceeding before 

10 the Firm. On March 27, 2006, the Firm issucd a I 63-page opinion and final determination, 

II finding that the disadvantages experienced by the PMs as a rewll of the MSA were a "significant 

12 factor" contributing to the 2003 Market Share Loss. The MSA expressly provides that the 

13 Firm's significant factor determination is "conclusive and binding upon all parties" and "final 

14 and non-appealable." See MSA § IX(d)(t)(C). 

15 Following the Firm's determination in March 2006, the PMs requested that the 

16 lndependent Auditor apply the 2003 NPM Adjustment as a credit against their next MSA 

17 payments. The Settling States opposed the request, asking the Independcnt Auditor to 

18 "presume" diligent enforcement and to rcfuse to apply the 2003 adjustment. 

19 Following the Independent Auditor's determination not to apply the NPM Adjustment, 

20 some of the PMs paid the disputed amounts into a "Disputed Payment Account," and the PMs 

21 requested that the Settling States arbitrate the dispute pursuant to the MSA's Arbitration Clause. 

22 That clause, which is set forth in Section XI(c) of the MSA, provides that "[a]ny dispute, 

21 controversy or claim arising out of or relating to" the Independent Auditor's calculations or 

24 determinations "shall be submitted to binding arbitration" before a panel of three former federal 

25 judges. 

26 The Settling States initially refused to agree to arbitration, and sought relief in their 

27 individual state courts, which was denied in virtually every case. It was not until January 30, 

28 2009, that 45 S<:!ttiing States had signed an Agreement to Arbitrate ("the ARA"). Pursuant to the 
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ARA's "partial liability reduction," the PMs will reimburse each of those 45 Settling States that 

2 the Panel determines did not diligently enforce its Escrow Statute in 2003 with 20% of the 

3 portion of the 2003 NPM Adjustment that it bears as a result. See ARA !l3(b). Four Settling 

4 States-Ohio, Oklahoma, North Carolina, and Wisconsin-refused to sign the ARA., but were 

5 ordered to arbitration by their state courts, and participated in this Arbitration. Thereafter, the 

6 PMs and 48 Settling States, including the four Settling States that declined to sign the ARA, 

7 negotiated a separate "Agreement Regarding Procedures for Formation of Arbitration Panel." 

8 Pursuant to that Agreement and Section XI(c) of the MSA, this Panel was selected to resolve the 

9 2003 NPM Adjustment dispute. 

IO B. The Arhitration Clause. 

II The MSA is approximately 150 pages long, plus numerous exhibits. Despite the 

12 complexity and uniqueness of the issues in this matter, and the large number of parties involved, 

13 the Arbitration Clause ("lhe Clause") is virtually devoid of any procedural guidelines or 

14 objective criteria to be used by the Panel in deciding this matter. 'Ine Clause merely states as 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

follows: 

Resolution of Disputes. Any dispute, controversy or claim arising out of or 
relating to calculations performed by, or any determinations made by, the 
Independent Auditor (including, without limitation, any dispute concerning 
the operation or application of any of the adjustments, reductions, offsets, 
carry-forwards and allocations described in subsection IX(j) or subsection 
XI(i)) shall be submitted to binding arbitration before a panel of three neutral 
arbitrators, each of whom shall be a former Article III federal judge. Each of 
the two sides to the dispute shall select one arbitrator. The two arhitrators so 
selected shall select the lhird arbitrator. The arbitration shall be governed by 
the United States Federal Arbitration Act. 

MSA § XI(c). 

C. The Arbitration Panel, 

The Panel consists of the following Arbitrators, each of whom is a former Article III 

federal judge: 

Judge William G. Bassler, selected by the PMs; 

Judge Abner J. Mikva, selected by the Settling Stales; and 
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Judge Fern M. Smith, selected by Judges Bassler and Mikva. 

2 CHAPTER III: THE PROCEDURAL HISTORY 

3 The actual proceedings in the Arbitration began with the Parties filing mutual Motions 

4 for Case Management Schedule and Discovery Plan on July 2. 2010. The first joint status 

5 hearing took place in Chicago, Illinois. At that time, 17 PMs and 52 States and territories were 

6 parties of record, although several States appeared only with reservations of rights, including 

7 objections to the Panel's jurisdiction. Because neither the Agreement nor the Clause gave 

8 direction, decisions had to be made by the Panel as to the governing law, governing procedural 

9 rules, e.g., rules of evidence, type of hearings required, dispositive motions, if any, burden of 

10 proot~ priorities, and location of hearings, as well as other questions that arose as the Panel 

11 proceeded. Because the pre-hearing process was lengthy, as well as complex and significant, a 

12 meaningful summary is virtually impossible; therefore, the Panel has attached, as Appendix I, a 

13 list of all of the Panel's pre-hearing rulings. C'lote: The Panel's rulings, as well as all of the 

14 Parties' filings, are posted on a LexisNexis data bank, whieh is available to authorized readers.) 

15 CHAPTER IV: THE CONTENTIONS OF THE I)ARTIES 

16 A. The Claimants' Contentions. 

17 The PMs' Claim for Arbitration is almost 200 pages long, which is understandable, given 

18 the number of Settling States against whom claims arc made. In essence, however, the PMs 

19 request that this Panel determine the following: 

20 I. Determine that the Independent Auditor was required to apply the 2003 NPM 

21 Adjustment to the PMs' April 2006 annual payments once the Firm determined that 

22 the MSA was a significant factor contributing to the PMs' Market Share Loss for 

23 2003. 

24 2. Determine that the Independent Auditor erred when it refused to apply the 2003 NPM 

25 Adjustment to the PMs' April 2006 annual payments and when it adopted a 

26 presumption that each State had diligently enforced its Escrow Statute. 

27 3. Determine that the Independent Auditor is required to immediately credit the 2003 

28 NP'v1 Adjustment, with applicable interest, to the PMs' next MSA payments. 
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4. Determine that individual States have the burden of proving diligent enforcement of a 

2 Qualifying Statute. 

3 5. Allow the discovery necessary for the parties-and the Panel-to evaluate and 

4 determine individual States' claims that they diligently enforced a Qualifying Statute 

5 during 2003. 

6 6. Determine the claims of individual States that they diligently enforced a Qualifying 

7 Statute during 2003 and that, accordingly, their Allocable Share of the 2003 NPM 

8 Adjnstment should be reallocated to other States. 

9 7. Determine such other issues related to the application, allocation, and recovery of the 

10 2003 NPM Adjustment as the parties shail raise and the Panel shall deem appropriate. 

II The primary focus of this Arbitration has been on Contention Six, i.e., which Settling 

12 States "diligently enforced" their respective Qualifying Statute in 2003, and the individual state

l3 specific hearings have focused solely on that question. The first five Contentions were expressly 

14 or implicitly decided in the pre-hearing determinations set forth in Appendix I. Contention 

15 Seven will be addressed, if necessary, in these Awards. 

16 B. The Respondents' Contentions. 

17 Each of the Settling States filed its own response to the PMs' claims and contentions; 

18 however, the majority of the defenses raised werc duplicative and common to each ofthe 

19 Settling States. There was also ajoint response flIed on behalf of all of the Seuling States. By 

20 the time tlle state-specific hearings were held, the only remaining question for the Panel to 

21 answer was that set forth in PMs' Contention Six, i.e., did the Settling State "diligently entorce" 

22 its Qualifying Statute in 2003. 

23 CHAPTER V: DISCUSSION AND DECISION 

24 A. Common Findings/Conclusions. 

25 1. Introduction. 

26 As stated above, the majority of defenses and issues raised by both the PMs and the 

27 Settling States were common to all patties and were either resolved in pre-arbitration motion 

28 proceedings, or were deferred until all of the state-specific hearings were completed. Included in 
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this Award, therefore, are final determinations of those deferred issues, each of which was a 

2 significant factor in the Panel's ultimate Awards and each of which is common to the each state-

3 specific Award, They include the following: 

4 0 The Panel's definition of Diligent Enforcement 

5 0 The Panel's definition ofUni(s Sold 

6 0 Whether a State used the Fabricator or Control Test in its enforcement efforts 

7 0 Defining "two knowing violations" in seeking injunctive relief 

8 0 Enforcement efforts against House of Prince/CarolinalLeonidias 

9 0 Whether a State had the obligation to amend or enact legislation as an aid to 

10 enforcement 

II 0 The use of Allocable Share Relcases 

12 0 The significance, i, e" use/weight of a State's "colltction rate" 

13 It is critical to note that although all of the above were "factors," which the Panel 

14 considered in deciding whether the defined diligent enforcement standard was met, the Panel did 

15 not rank the factors or give them a numerical score, i.e" each, except for the definition of 

16 "diligent enforcement," was considered in the over-all context of a Settling State's existing 

17 policies and circumstances in 2003. It is therefore not a useful exercise, or even valid, to 

18 compare the decision as to one State against the decision as to another. It is also important to 

19 note that the Panel has not distinguished between "Findings" and "Conclusions," Most of the 

20 questions addressed are mixed questions, and the Panel views each with equal weight. All 

21 findings and/or conclusions were decided by a unanimous Panel. 

22 It was decided during pre-hearing motions (see Appendix 1) that the Settling States had 

23 the burden of proof on the question of diligent entorcement. Thus, each State presented its case 

24 in chief first. 

25 2, "Diligent Enforcement" Defined 

26 Diligent Enforcement is an ongoing and intentional consideration of the requirements of a 

27 Scttling State's QualifYing Statute, and a significant attempt by the Settling State to meet those 

28 requirements, taking iuto account a Settling State's competing laws and policies that may 
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conflict with its MSA contractual obligations. Both the legislative and executive branches of a 

Settling State are bound by the MSA obligations. 

That definition is measured by an objective standard, and the Panel has considered 

numerous factors in determining whether that standard has been met. The Panel has not ranked 

the factors, but has considered them as a whole in making its determination. 

3. .:~Unils Sold" Defined. 

"Units Sold" is defined in Exhibit T to the MSA (commonly referred to in this 

Arbitration as the "Model Statute") as follows: 

"Units sold" means the number of individual cigarettes sold in the State by thc 
applicahle 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 hy the State on packs (or "roll
your-own" tobacco containers) bearing the excise tax stamp of the State .... 

MSA Exhibit T, T-3, Definitions, 0). 

As opposed to much of the MSA, that definition seems clear and unambiguous, and many 

of the Settling States requested that the Panel find to be binding, as a question of law. The PMs, 

however, as well as several of the Settling States, disagreed. 

The PMs argued that the issue of "units sold" was state-specific and depended on the 

facts and circumstances of each individual state. For example, the PMs argued that while a 

minority of states attempted to exempt entire categories ofNPM cigarette sales from the escrow 

payment obligations, such as NPM cigarettes sold through Native American reservations or 

unstamped roll-your-own cigarettes ("R YO"), other states assessed and attempted to enforce 

escrow with respect to all NPM cigarettes sold in their state. The PMs argued that the different 

states' understanding and course of performance in enforcing the NPM escrow obligations were 

thus factual issues subject to discovery which would have bearing on the Panel's determination 

of the "units sold" issue. 

Because each side to this dispute raised colorable arguments, the Panel deferred ruling 

until all state-specific hearings were completed. That time has now arrived, and the Panel finds 

that the PMs have failed to support their arguments that the express definition means anything 
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other than what it says. 

2 The collective evidence did show that different Scttling States reacted in different ways 

3 to the Model Statute definition, e.g, some Settling States modified their Qualifying Statute, some 

4 changed their practices regarding RYO or sales by tribes, and some took the stated definition 

5 literally and declined to include certain types of sales as "units sold." What the Panel did not see 

6 was any evidence of collusive behavior, i.e., no Settling State, in the Panel's opinion, 

7 manipulated the definition or counting of "units sold" in order to purposefully evade their 

8 enforcement obligations. In particular, although some Settling States with large numbers of 

9 cigarettes sold on Tribal Lands declined to change their policy regarding non-taxation of such 

to sales, those Settling States presented valid policy reasons for their decisions. Although the 

11 Settling States had binding contractual obligations to "diligently enforce," they were not required 

12 to elevate those obligations above other statutory or rational policy considerations. Unless 

13 otherwise stated in a state-specific Award, the Panel reaches the same conclusion for RYO sales. 

14 For these reasons, the Panel finds, as a matter of law, that the Model Statute definition of 
I 

15 . "units sold" is unambiguous and binding. Further, even if parol evidence were considered, the 

16 PMs have failed to show that a different meaning should be applicable to any specific Settling 

17 State. 

18 4. Whether a Slate Used the "Fabricator" or "Control" Test. 

1 9 This issue also arises under the "Model Statute," which sets forth certain remedies that a 

20 State has against a "Tobacco Product Manufacturer" ("TPM"), a term specifically defined under 

21 the "Definitions" section of the Model Statute. In that definition, a TPM is defined as an entity 

22 that "manufactures cigarettes anywhere that such manufacturer intends to be sold in the United 

23 States, including cigarettes intended to be sold in the United States through an importer .... " 

24 MSA Ex. T, T-3. 

25 The "Requirements" section of the Model Statute establishes that the Attorney General of 

26 a Settling State may file a civil action against a TPM under certain express conditions. MSA Ex. 

27 T, T-S. The right to file a civil action is the only express remedy against TPMs that is set forth in 

28 the MSA or Model Statute. The PMs argued in all state-specific hearings that the right to file a 
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lawsuit was critical to diligent enforcement and that the Settling States had an obligation to file 

2 such suits often and as soon as possible. 

3 The controversy over this term arose because some Settling States interpreted the 

4 definition strictly, i.e., as applying solely to manufacturers, many of which were in foreign 

5 jurisdictions, and not easily ammable to jurisdiction (the "Fabricator Test"). Other Settling 

6 States were more liberal in their interpretation, and included entities within the United States 

7 who played a significant role in getting the subject cigarettes into the market, e.g., distributors 

R and wholesalers (the "Control Test"). For obvious reasons, the Control Test made it easier and 

9 faster to file lawsuits. The PMs argue that Settling States that used the Fabricator Test were less 

to "diligent" than followers of the Control Test. The Panel disagrees. The problem, if any, lies 

II with the drafting of the Model Statute, which expressly limits the right to file civil actions to 

12 suits against "manufacturers." In hindsight, the definition ofTPM should have been broader, but 

13 the faull for that does not lie with the Settling States. 

14 5. Defining "Two Knowing Violations" in Seeking Injunctive Relief 

15 This question also arises out of the "Remedies" section of the Model Statute which 

16 limited injunctive relief to TPMs that have committed "two knowing violations." The dispute 

17 centers on defining a "knowing violation," and the differences among the Settling States in 

18 making that determination. Again, the PMs ask the Panel to penalize those States that accepted a 

19 morc restrictive and literal definition of that term. The Panel finds no legal or equitable basis to 

20 penalize a Settling State who reads the express words of the Model Statute in a rational way. 

21 Again, the fault, ifany, lies in the drafting of the Model Statute, for which the Settling States are 

22 no more to blame than the PMs. 

23 6. F:nfiJrcement Effort Against House ot'PrinceICarolina!Leonidias. 

24 Much time was spent in discussing the role that these entities played, and, morc 

25 important, their status during the 2003 time period, i.e., were they NPMs, SPMs, contract 

26 manufacturers, etc. The value of understanding the relationships lies only in how their Slatus 

27 affected a given Settling State's "compliance rate," i. e., (he percentage of escrow paid against the 

28 total number of units sold in a Settling State by NPMs. The PMs' case rested in great part on the 
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use of expert testimony, an important facet of which was establishing a compliance rate [or each 

2 state. Because of the legitimate confusion over whether the above entities were NPMs or not, 

3 many Settling States took a "wait and see" attitude and did not seek escrow from them, resulting 

4 in a lower compliance rale, based on the PMs' calculations. The Panel understands the PMs' 

5 theory, but also is unwilling, in hindsight, to classify such decisions as a failure in diligent 

6 enforcement. This is especially true because the status ofthose entities has since resolved. 

7 7. Whether a Settling State Had the Obligation to Amend or Enact Legislation as an Aid to 

8 Diligent Enforcement. 

9 The PMs have argued both implicitly and explicitly that Settling States could have and 

10 should have passed legislation that made enforcement easier to accomplish. The Panel has 

II considered that as a factor, especially the alacrity ora Settling State in passing what has been 

12 referred to as "Complementary Legislation," which was specifically aimed at increasing 

13 remedies available against non-performing NPI\is. On the other hand, the Panel has given less 

14 weight to the argument that a Settling State should have legislatively changed, for example, its 

IS taxation laws, in order to increase its escrow collection rate. The MSA put no such demand on 

16 the Settling States. 

17 8. Allocable Share Release. 

18 Significant time was spent by the PMs discussing the negative effect of the Allocable 

19 Share Release ("ASR"), which is set forth in the Model Statute. The Panel understands the PMs' 

20 theory, but does not agree that the Settling States should be faulted for what was a poorly 

21 conceived policy, set forth in the Model Statute. The deficiencies, ifany, caused by the ASR 

22 pro viRion, were eliminated by most states in 2003 with the passing of additional legislation. The 

23 Panel mentions the ASR in individual cases, if at all, only ifit found that a Settling State's 

24 procedure for releasing ASR funds had a material effect on its enforcement results. 

25 9. The Significance, i. e., Use/Weight ora State's "Collection Rate. " 

26 The PMs' case-in-chiefrelied almost completely on the testimony of expert witnesses. 

27 One category of expert testimony was provided by economists, who based their opinions 

28 primarily on the "collection rate" of a Settling State, i.e., what amount of money was deposited 
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by NPMs into escrow accounts in a given year, as compared to the experts' determination of 

2 what amount was actually due. The collection rates among and between the Settling States 

3 differcd significantly, and the variance was intended to be used in a comparative way for the 

4 Panel to determine the lack of diligent enforcement. The Panel concurs that the collection rate is 

5 a significant factor, but it is not the only factor, nor is it always the primary factor. Predicating a 

6 Settling State's diligence, therefore, based solely on the collection rate is unlikely to be fruitful. 

7 Further, because in most cases, the "underreported" collection rate is similar across states, the 

8 Panel has not factored that into its analysis, except in unusual circumstances 

9 
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B. State-Specific Findings and Conclusions as to the State of New York. 

The Attorneys and Witnesses {or the New York Hearing 

a. The Attorneys for New York 

i. Kew York State Office of the Attorney General 

Louis WilJenken 

Sarah Evans 

Dana Biberman 

b. The Attorneys for the PMs 

i. Jones Day 

Peter Biersteker 

Barbara Harding 

Kelly Marino 

William Laxton 

ii. Winston & Strawn LLP 

Alexander Shaknes 

c. The Witnesses for New York 

I. David Nocenti 

Office of the Attorney General in 2002-2003 (served as counsel to the 

Attorney General) 
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11. Pedro Perez 

2 New York State Police 

3 111. Bernard Reddy 

4 Expert Witness, Economic Consultant at NERA Economic Consulting 

5 IV. William Comiskey 

6 New York Office of Taxation and Finance 

7 d. The Witnesses for the PMs 

8 1. James Levinsohn 

9 Expert Witness 

10 n. Colleen Waring 

11 Expert Witness 

12 iii. Richard Briffanlt 

13 Expert Witness 

14 iv. James Calvin 

15 New York Association of Convenience Stores 

16 2. Analysis. 

17 The following is an analysis of those facts found by the Panel to be true and necessary to 

18 the Award. To the extent that this recitation differs from any Party's position, that is the result of 

19 determinations as to credibility of witnesses, including expel1s, determinations of relevance, 

20 burden-of-proof considerations, and the weighing of the evidence, both oral and written. The 

21 Panel has also considered the inferences that could or could not be drawn from the testimony and 

22 documents. 

2] New York is in a class by itself in these arbitrations, in that the only contested issue was 

24 whether New York failed to diligently enforce its escrow statute because it did not impose an 

25 excise tax on sales of units sold by Native American Tribes on their Reservations in New York 

26 State, or make any attempt to have escrow collected on those sales. The PMs contend that New 

27 York unilaterally excluded NPM sales from excise tax, something thatlhey could not do, and so 

28 
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failed to diligently enforce their escrow statute. In light of the narrow issue, the Panel foregoes 

2 its usual analysis of various factors in determining diligent enforcement. 

3 While the issue presented to the Pancl is narrow, its significance is nol. Excluding 2002 

4 'lPM sales through New York's Native American Res~rvations, New York had a collection rate 

5 exceeding 100%, a statistic far exceeding any Settling State's collection rate, contested or not, 

6 and supporting the conclusion that New York had a robust enforcement environment. But if 

7 2002 NPM sales through New York's Native American Reservations are included, the collection 

8 rate drops to a devastating 9-16%. 

9 There is no question that NPMs had a considerable cost advantage over PMs, who had to 

10 make MSA payments on reservation sales because such sales generate federal tax payments and 

II are so counted for MSA purposes. On the other hand, NPM sales on Native American 

12 Reservations did not result in state excise taxes. 

13 The PMs' argument that New York did not diligently enforce its escrow statute depends 

14 on the definition of "Units Sold." New York's position was that, under the plain meaning of 

15 ! "units sold," it did not have to collect escrow on sales on Native American lands because no 

16 excise tax was imposed on such sales. The Panel has already agreed with New York's 

17 understanding of the meaning of "units sold." See pp. 14-15, supra. New York cannot be 

18 faulted for not collecting escrow on un-taxed cigarettes when the statute 011 its face did not 

19 require collection of escrow on cigarettes that were not taxed. 

20 The PMs further argue that New York was somehow obliged to do what its escrow 

21 statute did not require-that, in fact, it should have changed the definition of "units sold," or 

22 changed its policy of not imposing state excise tax ("SET") on cigarettes sold on Native 

23 American lands. The PMs' position fundamentally comes down to an argument that New York 

24 was not acting in good faith and contrary to the spirit of the MSA. 

25 There is no evidence that New York's policy of not collecting excise taxes on cigarettes 

26 sold on Native American Reservations was done in the face of a recognized obligation to do so. 

27 In fact, thc testimony isjust the contrary. 

28 

20 

C-20



From January 1999 tluough December 2006, David Nocenti was the person with ultimate 

2 responsibility for overseeing all tobacco enforcement matters. He persuasively testified at length 

3 and without contradiction about New York's policy offorbearance of imposing excise taxes on 

4 cigarettes sold through Native American Reservations. Although New York law did require the 

5 taxation of such sales, there was a policy of forhearance that originated in the late 1930s. The 

6 policy was declared unconstitutional in 1996, but when New York began to interdict illegal sales, 

7 it led to significant destmction and violence on many of the Reservations. In May 1997, the 

8 policy of interdiction was enjoined and the policy of forbearance continued. In October 1997, 

9 the Appellate Division declared the policy unconstitutional, but in April 1998, Governor Pataki 

10 issued regulations that explicitly said the State was not collecting SET on cigarette sales on 

II Native American Reservations. In JUly 1998, three or four months before the MSA was signed, 

12 the Kew York State Court of Appeals held the forbearance policy was not unconstitutional and 

13 remanded the case. In July 1999, the trial court declared the forbearance policy to be rational. 

14 The decision was affirmed by the Appellate Division in August 2000. 

15 In light of that tortious history, it cannot be said that the decision of the Attorney 

16 General's office to continue the forbearance policy amounted to a bad-faith decision in 

17 derogation of its MSA obligations to diligently enforce its escrow statute. 

IS Mr. Nocenti's good-faith decision that he did not have a basis to collect a tax not 

19 authorized by the statute and to adhere to New York's long-standing policy of forbearance does 

20 not amount to an absence of diligent enforcement. 

21 Nor was Mr. Nocenti's testimony in other respects contradicted. He testified that from 

22 1999 through 2003 he had many one-on-one phone conversations with the PMs as well as 

23 attending biannual meetings between Settling States and PMs where a variety of issues relating 

24 to enforcement, marketing, and provisions of the MSA were discussed. He had no recollection 

25 that during that time the PMs ever asselied that New Yark should be collecting escrow or excise 

26 tax on any Native American cigarette sales. 

27 It is inconceivable that the PMs were not aware of this situation since the escrow statute 

28 itself requires that excise taxes were based on tax stamps and without such taxation there was no 
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possibility of ascertaining the amount owed on untaxed cigarettes. Moreover, some of the PMs 

2 themselves were selling cigarettes on Nali ve American Reservations, so they had to know their 

3 sales were not tax stamped. As Mr. Nocenti testified: "Everybody knew we weren't collecting 

4 taxes" on Native American sales. At the very least, the PMs were put on inquiry notice. 

5 The evidence of record discloses that it was the policy of New York before the MSA was 

6 signed, during the negotiations of the MSA, and immediately afterwards that New York was not 

7 seeking to collect excise taxes on those sales. There is no evidence to support the argument that 

8 New York arbitrarily decided not to impose excise taxes on and collect escrow from sales of 

9 cigarettes on Native American Reservations. 

IO The argument of the PMs that Section XVIII (fl) MSA imposes such an obligation is 

11 without merit. That section reads: 

12 

13 

14 
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25 
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(fl) Actions Within Geographic Boundaries of Settling States. To the extent that 
any provision of this Agreement expressly prohibits, restricts, or requires any 
action to be taken "within" any Settling State or the Settling States, the relevant 
prohibition, restriction, or requirement applies within the geographic boundaries 
of the applicable Settling State or Settling States, including, but not limited to, 
Indian country or Indian trust land within such geographic boundaries. 

In other words, an obligation of a Settling State applies to Native American lands in a 

state. But for that provision to be operative, an obligation has to first exist. It does not impose 

an obligation that did not already exist. As discussed above, there was no obligation under the 

definition of "Units Sold" to collect escrow on cigarettes that were not subject to an excise tax, 

Nor does it require a Settling State to collect excise tax where it had a long-standing public 

policy not to impose excise taxes where it never before imposed them. 

3. Conclusion. 

For the reasons set forth above, the Panel unanimously finds that New York has satisfied 

its burden of proving that it diligently enforced the provisions of its Qualifying Statute during 

calendar year 2003, 

II 
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FINAL AWARD 

2 The Panel unanimously finds that the State of New York diligently enforced its 

3 Qualifying Statute during calendar year 2003 and therefore is not subject to an NPM Adjustment 

4 pursuant to Section IX(d)(2)(B) of the Master Settlement Agreement. 

5 All other claims, if any, not specitically addressed in the Final Award are Denied. This 

6 Final Award therefore resolves all claims set forth in this proceeding. 

7 

8 SO ORDERED. 
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13 e Honorable William G. Bassler ~'he Hq::;::mi~ 
14 Arbitrator Arbitrator 
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Executive Summary  
 
IHS Global Insight has developed a cigarette consumption model based on historical U.S. 
data between 1965 and 2013. 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 2014 through 2048. Our forecast indicates that total consumption in 2048 will be 95 
billion cigarettes (or 96 billion including roll-your-own tobacco equivalents), a 65% 
decline from the 2013 level.  From 2013 through 2048 the average annual rate of decline 
is projected to be 3.0%.  
 
Our model was constructed based on widely accepted economic principles and IHS 
Global Insight’s considerable experience in building econometric forecasting models. A 
review of the economic research literature indicates that our model is consistent with the 
prevalent consensus among economists concerning cigarette demand. We considered the 
impact of demographics, cigarette prices, disposable income, employment and 
unemployment, industry advertising expenditures, the future effect of the incidence of 
smoking amongst underage youth, and qualitative variables that captured the impact of 
anti-smoking regulations, legislation, and health warnings. After extensive analysis, we 
found the following variables to be effective in building an empirical model of adult per 
capita cigarette consumption: real cigarette prices, real per capita disposable personal 
income, the impact of workplace smoking restrictions first instituted widely in the 1980s, 
the stricter restrictions on smoking in public places instituted over the last decade, and the 
trend over time in individual behavior and preferences. This forecast is based on 
reasonable assumptions regarding the future paths of these factors.  
 
 
 
 
 
 
 
Disclaimer 
 
The forecasts included in this report, including, but not limited to, those regarding 
future cigarette consumption, are estimates, which have been prepared on the basis 
of certain assumptions and hypotheses. No representation or warranty of any kind 
is or can be made with respect to the accuracy or completeness of, and no 
representation or warranty should be inferred from, these forecasts. The cigarette 
consumption forecast contained in this report is based upon assumptions as to 
future events and, accordingly, is subject to varying degrees of uncertainty. Some 
assumptions inevitably will not materialize and, additionally, unanticipated events 
and circumstances may occur. Therefore, for example, actual cigarette consumption 
inevitably will vary from the forecasts included in this report and the variations 
may be material and adverse. 
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Cigarette Use in the United States 
 
 
People have used tobacco products for centuries. Tobacco was first brought to Europe 
from America in the late 15th century and became America's major cash crop in the 17th 

and 18th centuries1. Prior to 1900, tobacco was most frequently used in pipes, cigars, and 
snuff. With the widespread production of manufactured cigarettes (as opposed to hand-
rolled cigarettes) in the United States in the early 20th century, cigarette consumption 
expanded dramatically. Consumption is defined as taxable U.S. consumer sales, plus 
shipments to overseas armed forces, ship stores, Puerto Rico, and other U.S. possessions, 
and small tax-exempt categories2 as reported by the Bureau of Alcohol, Tobacco, 
Firearms, and Explosives. The USDA, which has compiled data on cigarette consumption 
since 1900, reports that consumption grew from 2.5 billion cigarettes in 1900 to a peak of 
640 billion in 19813. Consumption declined in the 1980s, 1990s, and 2000s, reaching a 
level of 465 billion cigarettes in 1998 and decreased to less than 400 billion cigarettes in 
20034 and 274 billion in 20135. Cigarette consumption has now declined through three 
decades, reversing four decades of increases from the 1940s. 
 

   
                                                           
1 Source: “Tobacco Timeline,” Gene Borio (1998). 
2 Bureau of Alcohol, Tobacco, Firearms, and Explosives reports as categories such as transfer to export  
warehouses, use of the U.S., and personal consumption/experimental. 
3 Source: “Tobacco Situation and Outlook”, U.S. Department of Agriculture-Economic Research Service, 
September 1999 (USDA-ERS). 
4 Source: USDA-ERS. April 2005.   
5 Source: US Tobacco and Tax Bureau, MSAI 
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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 
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 states 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 2.8% in 2011 and 2.0% in 2012. In 2013 the 
decline sharpened to nearly 5%. This decline has been attributed by the industry to a 
weak economy, the rapid increase in usage of electronic cigarettes, and to an unfavorable 
comparison with a surprisingly strong 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, 20136. The 
data in this table vary from statistics on cigarette shipments in the United States. While 
this Report is based on consumption, payments made under the MSA dated November 
23, 1998 between certain cigarette manufacturers and certain settling states are computed 
based in part on shipments in or to the fifty United States, the District of Columbia and 
Puerto Rico. The quantities of cigarettes shipped and cigarettes consumed may not match 
at any given point in time as a result of various factors such as inventory adjustments, but 
are substantially the same when compared over a period of time.  
 
 
 
 
                                                           
6 Source: National Association of Attorneys General, 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. 
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U.S. Cigarette Consumption 

Year Ended 
December 

31, 

Consumption    
(Billions of 
Cigarettes) 

Percentage 
Change 

Consumption    
(Billions of 

Cigarettes with 
roll-your-own 
equivalents) 

Percentage 
Change 

2013 274 -4.76 276 -4.86 
2012 288  -1.85 290  -1.97 
2011 294 -2.58 296 -2.77 
2010 301 -5.52 305 -6.36 
2009 319  -8.03 325 -9.09 
2008 348 -4.35 358 -3.79 
2007 368 -2.28 372 -4.97 
2006 377 -1.93 391 0.26 
2005 384 -2.69 390 -3.51 
2004 395 -1.28 404 0.09 
2003 400 -3.66 404 -3.30 
2002 415 -2.35 418 -2.68 
2001 425 -1.16 429 -1.51 
2000 430 -1.15 436 -1.30 
1999 435 -6.45 442  
1998 465 -3.13   

 
 
There was a confluence of factors which led to the dramatically reduced consumption 
through 2009. First, indoor smoking bans spread rapidly across the country in the latter 
half of the decade. We now estimate that their impact on decreased smoking and cigarette 
consumption was approximately 6 billion sticks in 2009. Second, the latter months of 
2008 saw a very deep recession. Our model projects that, given the lower realized levels 
of household income in 2009, consumption was negatively impacted by about 8 billion 
sticks. Third, the increase in the federal excise tax to $1.01 per pack, effective April 1, 
2009 decreased cigarette demand by about 10 billion in 2009 according to our model of 
price elasticity. Fourth, the acceleration, prompted by the recession, of state excise tax 
increases similarly reduced consumption by a further 4 billion.  
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The U.S. Cigarette Industry 

The domestic cigarette market is an oligopoly in which, according to MSAI, the three 
leading manufacturers accounted for 85.4% of U.S. shipments in 2013. According to 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. . (In July 2014 Reynolds 
American initiated a purchase of Lorillard.) These companies commanded 47.1%, 23.4%, 
and 14.9%, respectively of the domestic market in 20137. 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, $17.1 billion in 2012 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 42.1 million American adults were current smokers in 2012, representing 
approximately 18.1% of the population age 18 and older, a decline from 19.3% in 2010, 
according to a Centers for Disease Control and Prevention ("CDC") study8 released in 
2014. The CDC has, in December 2013, released preliminary results that the smoking 
rate for adults fell to 17.4% for January to June 2013. 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 since 1998. The decline 
                                                           
7 IHS Global Insight calculation based on industry shipments data. 
8 Source: CDC. Morbidity and Mortality Weekly Report.  “Current Cigarette Smoking  Among Adults – 
United States, 2005-2012”.January, 2014. 
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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. The 2014 
report also indicated that the percentage of smokers who smoked less than 30 cigarettes 
per day had declined from 12.6% to 7.0% since 2005. 
 
The CDC, in November 2011, released the results of a study of quitting smoking9. It 
found that, in 2010, 68.8% of smokers wanted to stop smoking, 52.4% had made a quit 
attempt in the past year, 6.2% had recently quit, 48.3% had been advised by a health 
professional to quit, and 31.7% had used counseling and/or medications when they tried 
to quit. In January 2014 the CDC released further results indicating the quit rates had 
increased to 52.9% for attempts made in the past year.    
    
 
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. In a similar fashion electronic 
cigarettes have replaced cigarette consumption in locations subject to indoor smoking 
bans.    
 
Youth Smoking 
 
Certain studies have focused in whole or in part on youth cigarette consumption. Surveys 
of youth typically define a "current smoker" as a person who has smoked a cigarette on 
one or more of the 30 days preceding the survey. The CDC's Youth Risk Behavior 
Survey ("YRBS") estimated that from 1991 to 1999 incidence among high school 
students (grades 9 through 12) rose from 27.5% to 34.8%, representing an increase of 
26.5%. By 2003, incidence had fallen to 21.9%, a decline of 37.1% over four years. The 
rate of decline has continued, though at a slower pace. By 2011, the prevalence was 
18.1%.10  
 
According to the Monitoring the Future Study, a school-based study of cigarette 
consumption and drug use conducted by the Institute for Social Research at the 
University of Michigan, smoking incidence over the prior 30 days among eighth, tenth, 
and twelfth graders were lower in 2013 than in 2012, 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.  
 
 
 
 
 

                                                           
10 Source: CDC. Morbidity and Mortality Weekly Report.  “Tobacco Use Among Adults – United States, 
2010”. September, 2011. 
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Prevalence of Cigarette Use Among 8th, 10th, and 12th Graders 
Grade 1991 

(%) 
2011 
(%) 

2012 
(%) 

2013 
(%) 

‘91-’13 Change 
(%) 

8th 14.3 6.1 4.9 4.5 -68.5% 
10th 20.8 11.8 10.8 9.1 -56.3% 
12th 28.3 18.7 17.1 16.3 -42.4% 

 
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 
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 CDC reported on November 15, 2013 that the National Youth Tobacco Survey  
found that in 2012 the prevalence of tobacco product use among middle and high school 
students was 6.7% and 23.3%, respectively. These rates decreased from 2011 when they 
were 7.5% and 24.3%, respectively.  
. 
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 increased that age to 21. A 
similar proposal to raise the smoking age has also been introduced in the Colorado,  
Missouri, New York State,  New Jersey, and Vermont legislatures, in the Council of the 
District of Columbia, and in Suffolk County, New York. Four states Alabama, Alaska, 
New Jersey, and Utah, and three New York counties currently set the minimum age at 19.  
 
Price Elasticity of Cigarette Demand 
 
The price elasticity of demand reflects the impact of changes in price on the demand for a 
product. Cigarette price elasticities from recent conventional research studies have 
generally fallen between an interval of -0.3 to -0.5 (In other words, as the price of 
cigarettes increases by 1.0% the quantity demanded decreases by 0.3% to 0.5%). A few 
researchers have estimated price elasticity as high as -1.23. Research focused on youth 
smoking has found price elasticity levels of up to -1.41. 
 
Two studies published by the National Bureau of Economic Research examine the price 
elasticity of youth smoking.  In their study on youth smoking in the United States, Gruber 
and Zinman estimate an elasticity of smoking participation (defined as smoking any 
cigarettes in the past 30 days) of –0.67 for high school seniors in the period 1991 to 
1997.11 That is, a 1% increase in cigarette prices would result in a decrease of 0.67% in 
the number of those seniors who smoked.  The study’s findings state that the drop in 
                                                           
11 Source: Gruber, Jonathon and Zinman, Jonathon.  “Youth Smoking in the U.S.:Evidence and 
Implications”.  Working Paper No. W7780. National Bureau of Economic Research. 2000. 
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cigarette prices in the early 1990’s can explain 26% of the upward trend in youth 
smoking during the same period.  The study also found that price has little effect on the 
smoking habits of younger teens (8th grade through 11th grade), but that youth access 
restrictions have a significant impact on limiting the extent to which younger teens 
smoke.  Tauras and Chaloupka also found an inverse relationship between price and 
cigarette consumption among high school seniors.12 The price elasticity of cessation for 
males averaged 1.12 and for females averaged 1.19 in this study.  These estimates imply 
that a 1% increase in the real price of cigarettes will result in an increase in the 
probability of smoking cessation for high school senior males and females of 1.12% and 
1.19%, respectively. A study utilizing more recent data, from 1975 to 2003, by 
Grossman, estimated an elasticity of smoking participation of just -0.12.13 Nevertheless it 
concludes that price increases subsequent to the 1998 MSA explain almost the entire 12% 
drop in youth smoking over that time. 
 
In another study, Czart et al. (2001) looked at several factors which they felt could 
influence smoking among college students. These factors included price, school policies 
regarding tobacco use on campus, parental education levels, student income, student 
marital status, sorority/fraternity membership, and state policies regarding smoking. The 
authors considered two ways in which smoking behavior could be affected: (1) smoking 
participation; and (2) the amount of cigarettes consumed per smoker. The results of the 
study suggest that, (1) the average estimated price elasticity of smoking participation is   
–0.26, and (2), the average conditional demand elasticity is –0.62. These results indicate 
that a 1% increase in cigarette prices, will reduce smoking participation among college 
students by 0.26% and will reduce the level of smoking among current college students 
by 0.62%.14 
 
Tauras et al. (2001) conducted a study that looked at the effects of price on teenage 
smoking initiation.15 The authors used data from the Monitoring the Future study which 
examines smoking habits, among other things, of 8th, 10th, and 12th graders. They defined 
smoking initiation in three different ways: smoking any cigarettes in the last 30 days, 
smoking at least one to five cigarettes per day on average, or smoking at least one-half 
pack per day on average. The results suggest that the estimated price elasticities of 
initiation are –0.27 for any smoking, -0.81 for smoking at least one to five cigarettes, and 
–0.96 for smoking at least one-half pack of cigarettes. These results above indicate that a 
10% increase in the price of cigarettes will decrease the probability of smoking initiation 
between approximately 3% and 10% depending on how initiation is defined. In a related 
study, Powell et al. (2003) estimated a price elasticity of youth smoking participation of  

                                                           
12 Source: Tauras, John A. and Chaloupka, Frank, J..  “Determinants of Smoking Cessation: An Analysis of 
Young Adult Men and Women”. Working Paper No. W7262. National Bureau of Economic Research. 
1999.  
13 Michael Grossman. "Individual Behaviors and Substance Use: The Role of Price". Working Paper No. 
W10948. National Bureau of Economic Research. December 2004. 
14 Czart et al. “The impact of prices and control policies on cigarette smoking among college students”. 
Contemporary Economic Policy. Western Economic Association. Copyright April 2001. 
15 Tauras et al. “Effects of Price and Access Laws on Teenage Smoking Initiation: A National Longitudinal 
Analysis”. University of Chicago Press. Copyright 2001. 
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–0.46, implying that a 1% increase in price leads to a 0.46% reduction in smoking 
participation.16 
 
In conclusion, economic research suggests the demand for cigarettes is price inelastic, 
with an elasticity generally found to be between –0.3 and -0.5.   
 
 
Nicotine Replacement Products 
 
Nicotine replacement products, such as Nicorette Gum and Nicoderm patches, are used to 
aid those who are attempting to quit smoking.  Before 1996, these products were only 
available with a doctor’s prescription. Currently, they are available as over-the-counter 
products. Many researchers now recommend that those trying to quit smoking use a 
variety of these methods in combination. 
 
One study, by Hu et al., examines the effects of nicotine replacement products on 
cigarette consumption in the United States.17 One of the results of the study found that, “a 
0.076% reduction in cigarette consumption is associated with the availability of nicotine 
patches after 1992.” In 2002, the Food and Drug Administration ("FDA") approved the 
Commit lozenge for over-the-counter sale. This product is similar to the gum and patch 
nicotine replacement products.  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.18   

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 
                                                           
16  Powell et al. “Peer Effects, Tobacco Control Policies, and Youth Smoking Behavior”. Impacteen. 
February 2003. 
17 Hu et al. “Cigarette consumption and sales of nicotine replacement products”. TC Online. Tobacco 
Control. Summer 2000. http:\\tc.bmjjournals.com. 
18 Roddy, Elin. "Bupropion and Other Non-nicotine Pharmacotherapies". British Medical Journal. 28 
February 2004. 
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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 
2013 researchers in a Pfizer sponsored study concluded that the drug does help some 
patients with depression or mood disorders to quit smoking without worsening symptoms 
of depression or anxiety. Also, in October 2013 researchers at the University of Bristol 
reported in the British Medical Journal that cessation drugs do not increase suicide risk.  

The Mayo Clinic is conducting a study combining Chantix with bupropion (the generic 
version of Zyban). The study has shown higher smoking abstinence rates compared to the 
use of Chantix alone (37% vs. 28% after 26 weeks). 

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 
2011. In 2011 the FDA cleared an Investigational New Drug Application to conduct a 
Phase II-B trial of X-22, a smoking cessation kit of very low nicotine cigarettes made by 
the 22nd Century Group. In 2012, a team from Weill Cornell Medical College reported the 
development of an anti-nicotine vaccine using a genetically engineered virus. The 
vaccine was successful in test with mice, though it will take several years before it can be 
tested in humans. It is expected that products such as these and others will continue to be 
developed and that their introduction and use will contribute to the trend decline in 
smoking. Our forecast includes a strong negative trend in smoking rates which 
incorporates the influence of these factors.   
 
Further aiding sales of these products is the decision by 45 state Medicaid programs to 
offer cessation benefits to Medicaid beneficiaries. And at least ten states (California, 
Colorado, Maryland, New Jersey, New Mexico, New York, North Dakota, Oregon, 
Rhode Island, and Vermont) have established minimum standards for private insurance 
coverage of cessation products and services. Most recently, in October 2010, Medicare 
coverage was expanded to provide cessation counseling to seniors without tobacco-
related disease. The Affordable Care Act now mandates that new private health insurance 
plans cover tobacco cessation, and effective January 2014, that tobacco cessation 
medications can no longer be excluded from state Medicaid coverage. 
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Electronic Cigarettes 
 
Electronic cigarettes, which are not subject to the MSA, have also gained in popularity in 
recent years. NJOY, Vapor, Logic, and Blu, are marketing and advertising extensively 
across the US. Sales in 2013 have been estimated to be as much as $1.5 billion, 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, though it 
intends to sell the brand to Imperial Tobacco. Reynolds began a national roll-out of 
VUSE in June 2014 and has stated that it intends to remain focused on VUSE’s growth 
and expansion nationwide. Altria had introduced its own brands as well in 2014.  
 
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. In September 2013, The Lancet 
published a New Zealand study which concluded that smoking cessation attempts using 
e-cigarettes were at least as effective as those using nicotine patches. (In a sample the quit 
rate after six months with e-cigarettes was 7.3%, versus 5.8% with patches).  
 
The American Legacy Foundation conducted a 2013 survey which found, as part of the 
41% of smokers who intended to quit smoking in 2014, 12% planned to switch to e-cigs. 
A Centers for Disease Control and Prevention study published in the November 15th, 
2013 issue of Morbidity and Mortality Weekly Report says that according to data from 
the National Youth Tobacco Survey of middle school and high school students in the US, 
e-cig use among middle school students increased from 0.6% in 2011 to 1.1% in 2012. 
Among high school students the prevalence increased from 1.5% in 2011 to 2.8% in 
2012. In October 2013 a study at the University of Oklahoma Health Science Center 
concluded that e-cigarettes do not appear to entice teens to try smoking tobacco. In 2014 
University College of London researchers indicated finding that e-cigarettes were 60% 
more effective than over-the-counter nicotine replacement therapies. . In August 2014 
Kantar Media reported survey reults indicating that almost 6 million adults in the US use 
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e-cigs, and that of the adults who used a cessation product in the past year, 57% chose e-
cigarettes.  
 
For the consumer, e-cigs are a less expensive alternative as they are not taxed as 
cigarettes. (Minnesota has imposed a 95% tax on the wholesale cost however, and New 
Jersey is considering a similar tax.)  A cartridge and battery for an electronic cigarette 
would cost less than half as much as an equivalent pack of cigarettes in a average tax 
state.   

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. The states of North Dakota, New Jersey, and 
Utah prohibit e-cigarette use in workplaces, restaurants, and bars. Arkansas, Colorado, 
Delaware, New Hampshire, Oklahoma, and Oregon restrict e-cig use at state workplaces 
and school grounds. And there are, based on data from the ANRF, e-cigarette restrictions 
at indoor smokefree venues in 172 localities in the US. In 2014, Chicago, New York, and 
San Francisco have extended public places smoking bans to include e-cigs. . In 
September 2013 forty state attorneys general sent a letter to the Food and Drug 
Administration (FDA) urging the agency to regulate electronic cigarettes in the same way 
it regulates tobacco products. In 2014 the state of Rhode Island banned e-cig sales to 
those under 18 years of age. 

The FDA in April 2014 proposed rules on regulation of additional tobacco products, 
notably including e-cigarettes, and is taking public comments now. Under the proposed 
rule, makers of newly deemed tobacco products would register and report product 
ingredients, refrain from marketing until after FDA review, and make claims of reduced 
risk only after FDA confirmation that evidence supports such claims, and that the product 
will benefit public health. Minimum age restrictions and health warning requirements 
would also be applied to the deemed products. In August 2014, the American health 
Association backed the use of e-cigarettes as a last resort (after other cessation methods) 
to help smokers quit. 

In August 2013 the Consumer Advocates for Smoke-free Alternatives Association 
released a study it funded by the Drexel University School of Public Health. It found that 
chemicals in electronic cigarettes (e-cigarettes) pose no health concern for users or 
bystanders.  
 
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.19 Their results 
                                                           
19 Source: Evans, William N.; Farrelly, Matthew C.; and Montgomery, Edward.  “Do Workplace Smoking 
Bans Reduce Smoking?”.  Working Paper No. W5567, National Bureau of Economic Research, 1996. 
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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.  
 
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.  
 
In 2013, Cook County, Illinois increased its cigarette excise tax by $1.00 per pack, and in 
November of that year Chicago increased its excise tax by $0.50 to push city, county, and 
state taxes in Chicago to $7.17 per pack. Also in 2013, cigarette excise tax increases were 
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enacted in Minnesota, by $1.60 per pack, Massachusetts, by $1.00 per pack, Oregon, by 
$0.13 per pack effective January 1, 2014, and in New Hampshire, by $0.10 per pack. The 
average state tax rate in October 2014 is $1.53. Puerto Rico in 2013 also enacted plans to 
increase its excise taxes in 2014 and 2015. Groups in California and Washington are 
backing November 2014 ballot initiatives to add $1.00 per pack to the state excise tax. A 
similar ballot initiative in California was unsuccessful at the polls in 2012. Nevertheless, 
in May 2013, two California Senate committees recommended a bill to raise the state 
excise by $1.95 per pack. In November 2013 New York City passed an ordinance that set 
a minimum retail price of a pack of cigarettes at $10.50, and prohibited the use of 
coupons and promotions to discount that price. Tobacco companies and retail trade 
groups asked a Federal court in January to block the law. Excise tax increase legislation 
has been introduced in the Maryland legislature in 2014. In September 2014, the City of 
Philadelphia enacted a $2.00 per pack tax. 
 
The federal excise tax had remained constant, at $0.39 per pack, from 2002 until 2009 
when 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 $2.54 
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 would double the Federal excise tax on cigarettes and 
roll-your-own tobacco and increase the tax on smokeless tobacco products. President 
Obama's 2015 federal budget proposal includes an increase in the Federal Excise Tax to 
$1.95 per pack, and indexes the rate to inflation.  
 
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 August 2014 was $7.43 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 
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cents, and of 8 cents per pack by Lorillard. In June 2013 Philip Morris USA reduced 
promotional allowances on Marlboro and L&M cigarettes by 6 cents per pack. And on 
November 25, 2013 Philip Morris USA announced that on December 1, 2013 it would 
reduce promotional allowances and raise prices by seven 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 if non-participating manufacturers gain sales.  
 
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.20 However, a 
few studies found cigarette consumption decreases as disposable income increases.21 
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 
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,22 almost all adult smokers first use cigarettes by high 
school, and very little first use occurs after age 20.23 One study examines the effects of 
youth smoking on future adult smoking.24 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. 
 
                                                           
20 Ippolito, et al.; Fuji. 
21 Wasserman, et al.; Townsend et al. 
22 Except for those such as Wasserman, et al. that studied the price elasticity for different age groups. 
23 Source: Surgeon General’s 1994 Report, “Preventing Tobacco Use Among Young People.” 
24 Source: Gruber, Jonathon and Zinman, Jonathon.  “Youth Smoking in the U.S.:Evidence and 
Implications”.  Working Paper No. W7780, National Bureau of Economic Research, 2000. 
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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. New CDC campaigns, with graphic adverse health images 
began in March 2013, and again in July 2014. In September 2013 the CDC announced 
survey results which concluded that cessation attempts increased from 31.1% to 34.8% of 
smokers who had seen the graphic ads, which the CDC extrapolated to 100,000 sustained 
quitters, approximately 0.25% of US smokers. In November 2013 the journal Tobacco 
Control published research from the University of Illinois at Chicago which concluded 
that the FDA has underestimated the impact of graphic labels. Examining the experience 
in Canada the researchers concluded that graphic warning labels reduced smoking rates in 
Canada by 3% to 5%. 
 
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 
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 
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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 Ohio 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, 2013 
that it would undertake research to support new rulemaking. On April 22, 2013 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.  
 
In September 2014, CVS Caremark ceased selling cigarettes at its nationwide chain of 
more than 7,600 pharmacy stores.  
 
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.25  
 
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, 
and bars cover 49.1% of the U.S, according to the American Nonsmokers’ Rights 
Foundation ("ANRF").  In 2012 North Dakota became the most recent state to adopt 
these bans in public places.    
 
The ANRF documents clean indoor air ordinances by local governments throughout the 
U.S. As of July3, 2014, there were 4,037 municipalities with indoor smoking restrictions. 
Of these, 915 local governments required non-hospitality workplaces to be 100% smoke-
free while 949 governments required 100% smoke-free conditions in restaurants, and 818 
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 
                                                           
25 Source: American Lung Association. “State Legislated Actions on Tobacco Issues”. 2002.  
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generally appeared in the past decade. In 1993 only 13 municipalities prohibited all 
smoking in restaurants, and 6 in bars.26  
 
Based on the regression analysis using data from 1965 to 2013, 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. estimates that U.S. workers in smoke-free workplaces from 1993 to 2001 decreased 
their average daily consumption by 2.6 cigarettes.27 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.28 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, Santa Monica, and Walnut Creek 
have also established extensive outdoor restrictions, as have Davis County and the City of 
Murray in Utah. 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. 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. According to ANRF, as of July 2014, 967 municipalities prohibit 
smoking in city parks, and 209 municipalities mandate smoke-free city beaches. In 
January 2014 a smoking ban went into effect in Boston’s parks, and on Hawaii's beaches. 
 
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 

                                                           
26 Source: American Nonsmokers’ Rights Foundation. http://www.no-smoke.org. July  2013. 
27 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 
28 Tauras, John A. "Smoke-Free Air Laws, Cigarette Prices, and Adult Cigarette Demand" Economic 
Inquiry, April 2006.  
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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 eight 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. 
 
New Jersey has prohibited smoking in college dormitories since 2005. At least 1,343 
colleges nationwide now prohibit smoking everywhere on campus. In 2013 the California 
and Louisiana state college and university systems have banned tobacco use, joining 
Arkansas and Oklahoma with no-smoking restrictions at public colleges and universities, 
and Iowa, which 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 
Illinois, Maryland, New York, Ohio, Oregon, Utah, Vermont, 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. Unlike electronic cigarettes, 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 
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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. As with e-cigarettes, 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.29 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.30 A 2010 study concluded 
however that young males who used smokeless tobacco products were more likely to be 
concurrent smokers.31 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.   
 
Nicotine Dependence. Nicotine is widely believed to be an addictive substance. The 
Surgeon General32 and the American Medical Association33 (AMA) both conclude that 
                                                           
29 Foulds, Ramstrom, Burke, and Fagerstrom. "Effect of Smokeless Tobacco (Snus) on Smoking and Public 
Health in Sweden". Tobacco Control. Vol. 12, 2003. 
30 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. 
31 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.   
32 Source: Surgeon General’s 1988 Report, “The Health Consequences of Smoking – Nicotine Addiction”. 
33 Source: Council on Scientific Affairs, “Reducing the Addictiveness of Cigarettes," Report to the AMA 
House of Delegates, June 1998. 
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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.  
 
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 approximately 30% of total cigarette sales. Moreover, menthol smoking rates 
have increased among young adults during the past decade. 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.    
 
The FDA, in July 2013, released its review, "Preliminary Scientific Evaluation of the 
Possible Public Health Effects of Menthol Versus Nonmenthol Cigarettes". It concluded 
that menthol in cigarettes is likely to be associated with, first, altered physiological 
responses to tobacco smoke, second, increased dependence, third, reduced success in 
smoking cessation, and fourth, increased smoking initiation by youth. Though the report 
did not constitute a decision about regulatory action, the FDA did conclude that it is 
likely that menthol cigarettes pose a public health risk above that seen with nonmenthol 
cigarettes. In August 2013 the American Academy of Family Physicians advocated a 
menthol ban in an open letter to the Food and Drug Administration. And in November 
2013 twenty-five state attorneys general asked U.S. public health regulators to ban 
menthol cigarettes.  
 
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 2014. 
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 
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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 
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.34 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 

                                                           
34 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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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: 
 

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 2048. 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 2013 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. Some of the impact of the availability of e-



 

 D - 25

cigarettes may be captured here, though it is also captured in the indoor smoking ban 
terms. 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 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 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,$7.00 in 2012, and 
$7.19 in 2013 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 2015 federal budget proposal included an increase in the Federal 
Excise Tax to $1.95 per pack. Our model predicts that, if enacted, the tax increase would 
reduce cigarette consumption by an additional 4.6%, resulting in a total decline of 
approximately 8% in the first year after enactment.    
 
In addition, we assume that the prevalence of indoor and outdoor restrictions on smoking 
will continue to increase. It is assumed that by 2020 100% of states and municipalities 
will completely restrict smoking in workplaces, restaurants and bars. At the same time, 
outdoor and residential restrictions will proliferate over this, and the following decades. 
These bans are assumed to be as effective in reducing smoking as the indoor bans.  
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Forecast of Cigarette Consumption 
 
 
The graph below illustrates total actual and projected cigarette consumption in the United 
States.  
 
 

   
 
In addition to the expected trend decline in cigarette consumption, the sharp upward 
shock to cigarette prices in late 1998 and 1999 contributed to a 6.5% reduction in 
consumption in 1999. The rate of decline moderated considerably in the following years, 
averaging 2.1% from 1999 to 2007, before accelerating sharply in 2008.  
 
The economic downturn in the US in 2008 turned into the deepest since the 1930s, with 
sharply negative effects on household disposable income. At the same time a rapid 
increase in gasoline and energy prices significantly reduced the discretionary spending of 
consumers. In addition, cigarette price increases continued, the federal excise tax was 
raised dramatically, and indoor smoking bans continued to proliferate. Consumption fell 
by nearly 4% in 2008 and by over 9% in 2009. Cigarette shipment declines moderated 
after 2010, and in 2012 the rate of decline was slightly less than 2%. (Roll-your-own 
tobacco had represented as much as 3% of tobacco volume under the MSA, but has 
declined in volume by over 70% since 2008, after federal excise taxes were substantially 
increased.)  
 
In 2013, shipments reported by MSAI were 4.6% lower than a year ago. For the full year 
US Tobacco and Tax Bureau (TTB) reports shipments 4.8% lower than in 2012. Weak 
per capita disposable income growth was responsible for part of the decline. In addition 
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the manufacturers report that wholesale inventories declined by 1.4 billion sticks during 
the year. For 2014 we project a consumption decline of 3.4%, as economic growth 
accelerates. The decline in wholesale shipments of cigarettes will be somewhat less 
however, 2.9%, as inventories are expected to be rebuilt by 1.4 billion sticks to offset the 
2013 decline. On October 21, Reynolds American reported that industry shipments for 
the first three quarters of 2014 were 199.2 sticks, 3.5% fewer than for the comparable 
period in 2013. TTB has reported that 2014 shipments through July declined of 4.0% 
compared with the first seven months of 2013.  
 
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 2013 through 2048 the average annual rate of decline is projected to be 3.0%.  
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Forecast U.S. Consumption of Cigarettes  
 

 
 

 
 

 Total 
Consumption 

Decline Rate 
 

Consumption 
including 

Roll-Your-
Own 

Decline Rate 
 

 (billions) (%) (billions) (%) 

2009 318.7 -8.1% 325.0 -9.1% 
2010 300.8 -5.6% 304.1 -6.4% 
2011 293.3 -2.5% 296.0 -2.7% 
2012 287.9 -1.9% 290.1 -2.0% 
2013 274.4 -4.8% 276.2 -4.9% 

FORECAST
2014 266.4 -2.9% 268.2 -2.9% 
2015 257.2 -3.4% 259.0 -3.4% 
2016 248.3 -3.5% 250.0 -3.5% 
2017 239.4 -3.6% 241.0 -3.6% 
2018 230.8 -3.6% 232.4 -3.6% 
2019 222.8 -3.5% 224.3 -3.5% 
2020 215.3 -3.4% 216.7 -3.4% 
2021 208.2 -3.3% 209.6 -3.3% 
2022 201.7 -3.1% 203.0 -3.1% 
2023 195.6 -3.0% 196.9 -3.0% 
2024 190.0 -2.9% 191.2 -2.9% 
2025 184.7 -2.8% 185.9 -2.8% 
2026 179.7 -2.7% 180.9 -2.7% 
2027 174.9 -2.7% 176.1 -2.7% 
2028 170.2 -2.7% 171.4 -2.7% 
2029 165.7 -2.7% 166.8 -2.7% 
2030 161.2 -2.7% 162.3 -2.7% 
2031 156.9 -2.7% 158.0 -2.7% 
2032 152.7 -2.7% 153.7 -2.7% 
2033 148.5 -2.7% 149.5 -2.7% 
2034 144.4 -2.8% 145.4 -2.8% 
2035 140.4 -2.8% 141.3 -2.8% 
2036 136.5 -2.8% 137.4 -2.8% 
2037 132.6 -2.8% 133.5 -2.8% 
2038 128.9 -2.8% 129.7 -2.8% 
2039 125.1 -2.9% 126.0 -2.9% 
2040 121.5 -2.9% 122.3 -2.9% 
2041 118.0 -2.9% 118.8 -2.9% 
2042 114.5 -2.9% 115.3 -2.9% 
2043 111.1 -3.0% 111.9 -3.0% 
2044 107.8 -3.0% 108.5 -3.0% 
2045 104.6 -3.0% 105.3 -3.0% 
2046 101.4 -3.0% 102.1 -3.0% 
2047 98.4 -3.0% 99.0 -3.0% 
2048 95.4 -3.0% 96.0 -3.0% 
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Comparison With Prior Forecasts 
 
In November 2005 IHS Global, then Global Insight presented a similar study, “A 
Forecast of U.S. Cigarette Consumption (2004-2060) for the New York Counties 
Tobacco Trust V.” That report projected consumption in 2048 of 178.9 billion cigarettes, 
reflecting an average decline rate of 1.8%. 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 current forecast projects an average decline 
rate of 3.0% through 2048, to an annual consumption level of 95.4 billion sticks. The new 
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 US.    
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APPENDIX E

DEFINITIONS AND SUMMARIES OF
THE TRANSACTION DOCUMENTS

CERTAIN DEFINITIONS

In addition to terms defined elsewhere in the Offering Circular and in the Indenture, the
following terms have the following meanings in this Offering Circular, unless the context
otherwise requires:

“Accounts” means the accounts in the Bond Fund.

“Aggregate Principal Obligation” means the sum of the principal amount of Current
Interest Bonds and the Accreted Value of Capital Appreciation Bonds and Convertible Capital
Appreciation Bonds Outstanding under the Indenture as of any date of calculation.

“Agreement” means the Purchase and Sale Agreement.

“Authorized Denominations” means $5,000 or any integral multiple thereof.

“Authorized Officer” means: (i) in the case of the Corporation, the Treasurer of the
Corporation, and any other person authorized to act under the Indenture by appropriate Written
Notice to the Indenture Trustee, and (ii) in the case of the Indenture 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 officer of the Indenture 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 officer, to whom such matter is referred because of such officer’s knowledge of and
familiarity with the particular subject.

“Beneficiaries” means Bondholders and, to the extent specified in the Indenture, the owner of
the Residual Certificate.

“Bond Counsel” means Counsel that is nationally recognized bond counsel.

“Bond Fund” means the fund so designated and established pursuant to the Indenture, which
includes the Collection Account, the Debt Service Account, the Extraordinary Redemption Account
and the Debt Service Reserve Account.

“Bondholders,” “Holders” and similar terms mean the registered owners of the Bonds
registered as to principal and interest or as to principal only, as shown on the books of the
Corporation.

“Bond Rate” means, as to any Bond, the rate at which interest accrues in respect of such
Bond.

“Business Day” means any day other than (i) a Saturday or a Sunday or (ii) a day on which
banking institutions in New York, New York, are required or authorized by law to be closed.
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“Capital Projects Trust” means the Trust by that name established by the Corporation for the
benefit of the County.

“Code” or “Tax Code” means the Internal Revenue Code of 1986, as amended, and the
regulations promulgated thereunder.

“Collection Account” means the Account within the Bond Fund so designated and
established pursuant to the Indenture.

“Collections” means Revenues deposited in the Collection Account.

“Consent Decree” means the “Consent Decree and Final Judgment”, Index No. 400361/97,
entered by the Supreme Court of the State, held in and for New York County, on December 23, 1998,
as corrected and amended.

“Costs of Issuance” means those costs that are payable from Bond proceeds with respect to
operations of the Corporation, the authorization, sale and issuance of Bonds and the Residual
Certificate, deposits to Accounts, underwriting fees, auditors’ or accountants’ fees, printing costs,
costs of reproducing documents, filing and recording fees, fees and expenses of fiduciaries, legal fees
and charges, professional consultants’ fees, costs of credit ratings, fees and charges for execution,
transportation and safekeeping of Bonds and the Residual Certificate, governmental charges, and
other costs, charges and fees in connection with the foregoing.

“Costs of Issuance Fund” means the fund so designated and established pursuant to the
Indenture.

“Corporation” means the Chautauqua Tobacco Asset Securitization Corporation.

“County” means the County of Chautauqua, a political subdivision of the State of New York.

“Current Interest Bond” means a Bond the interest on which is payable periodically.

“Debt Service Account” means the Account within the Bond Fund so designated and
established pursuant to the Indenture.

“Debt Service Requirements” means, with reference to any specified period, the amounts
required to be paid by the Corporation to the Indenture Trustee for the holders of any Bonds (or any
trustee or paying agent for such holders) in respect of the Principal thereof and the interest thereon, if
any, including scheduled mandatory sinking fund amounts and payments due on Maturity Dates.

“Debt Service Reserve Account” means the Account within the Bond Fund so designated and
established pursuant to the Indenture.

“Debt Service Reserve Requirement” means (i) the least of: (a) the maximum annual
scheduled Debt Service Requirements with respect to the Bonds in the current or any future Year (for
the purposes of which calculation any variable rate Bonds shall be calculated in accordance with the
Series Supplement pursuant to which the Bonds have been issued); (b) 125% of the average annual
scheduled Debt Service Requirements with respect to the Bonds in the current or any future Year (for
the purposes of which calculation any variable rate Bonds shall be calculated in accordance with the
Series Supplement pursuant to which the Bonds have been issued); and (c) the maximum amount that
may be held in the Debt Service Reserve Account, in the opinion of Bond Counsel, without adversely
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affecting the Tax-Exempt status of any Tax-Exempt Bonds, or (ii) such lesser amount as shall be
established in a Series Supplement.

“Defeasance Securities” means money and any of the following (but not including
obligations of the County):

(i) non-callable direct obligations of the United States of America, non-callable
and non-prepayable direct federal agency obligations the timely payment of principal of and interest
on which are fully and unconditionally guaranteed by the United States of America, non-callable
direct obligations of the United States of America which have been stripped by the United States
Treasury itself or by any Federal Reserve Bank (not including “CATS,” “TIGRS” and “TRS” unless
the Corporation obtains Rating Confirmation with respect thereto) and the interest components of
REFCORP bonds for which the underlying bond is non-callable (or non-callable before the due date
of such interest component) for which separation of principal and interest is made by request to the
Federal Reserve Bank of New York in book-entry form, and shall exclude investments in mutual
funds and unit investment trusts;

(ii) non-callable obligations timely maturing and bearing interest (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) 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 (a) 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, (b) timely
payment of which is fully secured by a fund consisting only of cash or obligations of the character
described in clause (i) or (ii) which fund may be applied only to the payment when due of such bonds
or other obligations, and (c) which are rated AAA by S&P or Fitch or Aaa by Moody’s.

“DTC” means The Depository Trust Company, a limited-purpose trust company organized
under the laws of the State, and includes any nominee of DTC in whose name any Bonds are then
registered.

“Eligible Investments” means any of the following (but not including obligations of the
County):

(i) Defeasance Securities;

(ii) direct obligations of, or obligations guaranteed as to timely payment of principal
and interest by, FHLMC, FNMA or the Federal Farm Credit System;

(iii) demand and time deposits in or certificates of deposit of, or bankers’
acceptances issued by, any bank or trust company, savings and loan association or savings bank,
payable on demand or on a specified date no more than three months after the date of issuance
thereof, if such deposits or instruments are rated F-1 or its comparable rating by any rating agency;

(iv) general obligations of, or obligations guaranteed by, any state of the United
States or the District of Columbia receiving a rating in one of the three highest long-term unsecured
debt rating categories available for such securities by any rating agency;
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(v) 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 three months after the date of issuance thereof) that is rated F-1 or its comparable rating by
any rating agency;

(vi) repurchase obligations with respect to any security described in clause (i) or (ii)
above entered into with a primary dealer, depository institution or trust company (acting as principal)
rated F-1 or its comparable rating by any rating agency (if payable on demand or on a specified date
no more than three months after the date of issuance thereof) or in one of the two highest long-term
rating categories by any rating agency or collateralized by securities described in clause (i) or (ii)
above with any registered broker/dealer or with any domestic commercial bank whose long-term debt
obligations are rated “investment grade” by any 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
Indenture Trustee or an independent third party acting solely as agent for the Indenture 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
Indenture Trustee shall have received written confirmation from such third party that it holds such
securities, free and clear of any lien, as agent for the Indenture Trustee, (3) the agreement has a term
of thirty days or less, or the collateral securities are required to be valued on behalf of the Corporation
no less frequently than monthly and the Indenture Trustee notified in writing of the results thereof, if
any deficiency in the required collateral percentage is not restored with five Business Days of such
valuation, the Indenture Trustee is to liquidate the collateral securities 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 Fitch in order that the ratings then
assigned by Fitch to any Bonds not be lowered, suspended or withdrawn;

(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 F-1 or its comparable rating by any rating agency at the time of such investment or contractual
commitment providing for such investment; provided, however, 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 in one of the
two highest categories by any rating agency, including if so rated any such fund which the Indenture
Trustee or an affiliate of the Indenture Trustee serves as an investment advisor, administrator,
shareholder, servicing agent and/or custodian or sub-custodian, notwithstanding that (a) the Indenture
Trustee or an affiliate of the Indenture Trustee charges and collects fees and expenses (not exceeding
current income) from such funds for services rendered, (b) the Indenture Trustee charges and collects
fees and expenses for services rendered pursuant to the Indenture, and (c) services performed for such
funds and pursuant to the Indenture may converge at any time (the Corporation specifically
authorizes the Indenture Trustee or an affiliate of the Indenture Trustee 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 Indenture Trustee may charge and collect for services rendered pursuant to the
Indenture);
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(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, in one of the two highest long-term rating categories by any
rating agency if the Corporation has an option to terminate such agreement in the event that either
such rating is downgraded below the rating on the Bonds, or if not so rated, then collateralized by
securities described in clause (i) or (ii) above with any registered broker/dealer or with any domestic
commercial bank whose long-term debt obligations are rated “investment grade” by any 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 Indenture Trustee or an independent third party acting solely as
agent for the Indenture 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 Indenture Trustee shall have received written confirmation from such
third party that it holds such securities, free and clear of any lien, as agent for the Indenture Trustee,
(3) the agreement has a term of thirty days or less, or the collateral securities are to be valued on
behalf of the Corporation no less frequently than monthly and the Indenture Trustee notified in
writing of the results thereunder and if any deficiency in the required collateral percentage is not
restored with five Business Days of such valuation, the Indenture Trustee is to liquidate the collateral
securities 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 Fitch in order that the ratings then assigned by Fitch to any Bonds not be lowered,
suspended or withdrawn; and

(x) other obligations, securities, agreements or contracts that are non-callable and
that are acceptable to any rating agency;

provided, however, that no Eligible Investment may except for Defeasance Securities, evidence the
right to receive only interest with respect to the obligations underlying such instrument.

“Extraordinary Redemption” means the redemption of Outstanding Bonds pursuant to the
Indenture.

“Extraordinary Redemption Account” means that Account within the Bond Fund so
designated and established pursuant to the Indenture.

“FHLMC” means the Federal Home Loan Mortgage Corporation.

“Fiduciary” means the Indenture Trustee and any representative of the Holders of Bonds
appointed by Series Supplement.

“Fiscal Year” means the 12-month period ending each December 31.

“Fitch” means Fitch, Inc.; references to Fitch are effective so long as Fitch or any successor is
a nationally recognized securities rating agency.

“FNMA” means Fannie Mae.

“Funds” means the Bond Fund and the Cost of Issuance Fund and funds established by Series
Supplement.
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“Local Law” means Local Law No. 1 of the year 2000, as amended, enacted by the County
legislature.

“Lump Sum Payment” means a Partial Lump Sum Payment and/or a Total Lump Sum
Payment.

“Lump Sum Redemption Account” means the account within the Bond Fund designated as
such, established by a Series Supplement executed in connection with the issuance of a Series of
Senior Bonds.

“Majority in Interest” means as of any particular date of calculation the Holders of a majority
of the Outstanding Bonds eligible to act on a matter, measured by the amount of principal payable at
maturity of such Bonds.

“Maturity Date” means the date on which the unpaid principal amount of any Bond, together
with accrued but unpaid interest, if any, are scheduled to be paid.

“Maximum Rate” means the highest rate payable on a Bond.

“Moody’s” means Moody’s Investors Service; references to Moody’s are effective so long as
Moody’s or any successor is a nationally recognized securities rating agency.

“Officer’s Certificate” means a certificate signed by an Authorized Officer of the
Corporation or, if so specified, of the Indenture Trustee.

“Operating Cap” means for the Year ending June 30, 2002, an amount equal to $100,000
in the year ending June 30, 2001, inflated in the Year ending June 30, 2002 by the Inflation
Adjustment (as defined in the MSA) applicable pursuant to the MSA to the calendar year ending
in the Year ending June 30, 2002, and inflated thereafter in each Year following the Year ending
June 30, 2002 by the Inflation Adjustment (as defined in the MSA and as specified by an
Officer’s Certificate) applicable pursuant to the MSA to the Calendar year ending in each such
Year, such inflated amount not to exceed $150,000 plus in all cases arbitrage rebate and penalties,
and premium on directors and officers liability insurance specified by Officer’s ‘s Certificate;
provided, however, and notwithstanding the foregoing, commencing on April 15, 2015 and
thereafter, the Operating Cap shall be reduced to $95,000 (for the Corporation’s Year that
commences on June 1, 2015, it being understood that the Corporation is not planning to utilize
more than $105,000 for Operating Expenses during the Year ending June 30, 2014), and shall be
subject on each April 15 thereafter to an upward adjustment of two (2%) percent of the amount
constituting the prior Year’s Operating Cap until the Operating Cap shall reach a maximum
amount of $200,000.

“Operating Expenses” means all expenses incurred by the Corporation in the
administration and operation of the Corporation including (but not limited to) arbitrage rebate and
penalties, salaries, administrative expenses, insurance premiums, auditing and legal expenses, fees
and expenses incurred for professional consultants and fiduciaries, and all Operating Expenses so
identified in the Indenture, all to the extent approved in writing as reasonable by an Authorized
Officer of the Corporation (except that such approval shall not be required to the extent that such
expenses are incurred as provided in the Indenture).

“Operating Expense Reserve Account” means the account within the Bond Fund
designated as such, established pursuant to the First Amendment to Indenture, to be funded on the
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date of delivery of the Series 2014 Bonds with the deposit of Revenues in the amount of the
Operating Expense Reserve Account Requirement and to be held by the Indenture Trustee for the
payment of Operating Expenses in any Year in excess of the Operating Cap, as adjusted, as
specified in an Officer’s Certificate.

“Operating Expense Reserve Account Requirement” means $120,000.

“Optional Redemption” means any redemption of Bonds that may be undertaken at the
option of the Corporation in accordance with the terms of the Indenture or such Bonds.

“Outstanding Bonds” means Bonds issued under the Indenture, excluding: (i) Bonds that
have been exchanged or replaced, or delivered to the Indenture Trustee for 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) Bonds that are 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 hereunder, Bonds held by or for the account of the Corporation, the
County or any person controlling, controlled by or under common control with either of them. 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” means a payment from a Participating Manufacturer that
results in, or is due to, a release of such Participating Manufacturer from all or a portion of its
future payment obligations under the MSA other than as part of a Total Lump Sum Payment.

“Payment Date” means, with respect to the Series 2014 Bonds, each June 1 (which shall
be the date of the required payments of Principal Payment Amounts) and December 1, or if such
date is not a Business Day, the following Business Day, each additional Payment Date selected by
the Corporation or the Indenture Trustee following an Event of Default, and each Payment Date,
to the extent so characterized in a Supplemental Indenture.

“Permitted Indebtedness” means Bonds, the Residual Certificate and borrowings to pay
Operating Expenses as described in the Indenture.

“Principal” means, as of any particular date of calculation, the amount of principal then
Outstanding on any Bond.

“Pro Rata” means (i) for an allocation of available amounts among different Series of
Bonds, in each case the application to such amounts of a fraction, the numerator of which is the
outstanding principal amount of all Bonds of the subject Series of Bonds and the denominator of
which is the aggregate outstanding principal amount of all Bonds of all Series of Bonds, (ii) for an
allocation of available amounts among Bonds having different Maturity Dates within the same
Series of Bonds, in each case the application to such amounts of a fraction, the numerator of
which is the outstanding principal amount of Bonds of such Series having a subject Maturity Date
and the denominator of which is the outstanding principal amount of all Bonds of such Series, and
(iii) for an allocation of available amounts among Bonds for which payments are to be made on
the same Payment Date, in each case the application of a fraction to such available amounts, the
numerator of which is equal to the payment due on the subject Bond and the denominator of
which is equal to the sum of all similar payments then due on all Outstanding Bonds.
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“Purchase and Sale Agreement” means the Purchase and Sale Agreement, dated as of
September 1, 2000, between the Corporation and the County, as amended, supplemented and in
effect from time to time.

“Purchase Price” means the price to be paid by the Corporation to the County for the
Tobacco Assets pursuant to the Agreement.

“Rating Confirmation” means, with respect to a proposed action, a written confirmation
from each rating agency then rating any Bonds at the request of the Corporation to the effect that
such action will not cause such rating agency to lower, suspend or withdraw the rating then
assigned by such rating agency to any Bonds.

“Record Date” means the fifteen day of the Month preceding a Payment Date, or such
other date as may be specified by the Indenture or an Officer’s Certificate; and the Corporation or
the Indenture Trustee may in its discretion establish special record dates for the determination of
the Holders of Bonds for various purposes of the Indenture, including giving consent or direction
to the Indenture Trustee.

“Required Principal Payment Amount” means the amount of Principal of a Bond that is
payable on its Maturity Date or any other Required Principal Payment Date for such Bond, as
specified in the Indenture or in the Series Supplement relating to such Bond.

“Required Principal Payment Date” means each Payment Date on which according to
schedule Principal of a Bond is required to be paid, including the dates of redemption from any
required sinking fund installment payments and the Maturity Date for such Bond.

“Residual Certificate” means an instrument substantially in the form of Exhibit B to the
Indenture.

“Residual Trust” means Chautauqua Tobacco Settlement Residual Trust, a Delaware
business trust.

“Revenues” means the Tobacco Settlement Revenues and all aid, rents, fees, charges,
payments, investment earnings and other income and receipts (including Bond proceeds but only
to the extent deposited in an Account) paid or payable to the Corporation or the Indenture Trustee
for the account of the Corporation or the Beneficiaries, including, without limitation, any Lump
Sum Payment.

“S&P” means Standard & Poor’s Ratings Services; references to S&P are effective so
long as S&P is a nationally recognized securities rating agency.

“Securities Depository” means DTC or another securities depository specified by Series
Supplement, or if the incumbent Securities Depository resigns from its functions as depository
of the Bonds or the Corporation discontinues use of the incumbent Securities Depository, then
any other securities depository selected by Officer’s Certificate of the Corporation.

“Senior Bonds” means the Series 2000 Bonds, the Series 2014 Bonds and all bonds
issued on a parity with the Series 2000 Bonds or the Series 2014 Bonds in accordance with the
Indenture.

“Series 2014 Bonds” means the Series 2014 Senior Bonds.
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“Series Supplement” means a resolution or Supplemental Indenture described in the
Indenture, or a supplement or amendment thereto.

“State” means the State of New York.

“Supplemental Indenture” means a Series Supplement or supplement to the Indenture
adopted and becoming effective in accordance with the terms of the Indenture. Any provision
that may be included in a Series Supplement or Supplemental Indenture is also eligible for
inclusion in the other subject to the provisions of the Indenture.

“Tax Certificate and Agreement” means both the Tax Certificate and Agreement of the
County and the Tax Certificate and Agreement of the Corporation concerning certain matters
pertaining to the use of the Bonds executed by and delivered to the Corporation, the County and
the Indenture Trustee on the date of issuance of the Bonds, including any and all exhibits
attached thereto.

“Tax-Exempt” means, with respect to interest on any obligations of a state or local
government or public instrumentality, including the Corporation and the Series 2014 Bonds, that
such interest is excluded from gross income for federal tax purposes (other than for an owner
who is a “substantial user” of any project being financed by such obligations or a “related
person” within the meaning of Section 147(a) of the Code), whether or not such interest is
includable as an item of tax preference or otherwise includable directly or indirectly for
purposes of calculating other tax liabilities, including any alternative minimum tax or
environmental tax under the Code. The Indenture Trustee may conclusively rely on an opinion
of Bond Counsel to the effect that a particular series of Bonds is Tax-Exempt.

“Tax-Exempt Bonds” means all Bonds so identified in the Indenture or in the Series
Supplement relating to such Bonds.

“Total Lump Sum Payment” means a 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.

“Turbo Account” means an Account within the Bond Fund designated as such,
established by a Series Supplement executed in connection with the issuance of a Series of
Senior Bonds.

“Year” means the twelve (12) month period commencing June 1 of each year and ending
on May 31 of the succeeding year.
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SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE

The following summary describes certain provisions of the Indenture pursuant to which
the Series 2014 Bonds will be issued. 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 2014 Senior Bonds. Copies of the Indenture may be obtained upon written request to the
Indenture Trustee. See the information in the Offering Circular under captions “SECURITY” and
“THE SERIES 2014 SENIOR BONDS” for further descriptions of certain terms and provisions of
the Series 2014 Senior Bonds.

Security and Pledge

Pursuant to the Indenture, the Corporation pledged and assigned to the Indenture Trustee in
trust upon the terms thereof and granted to the Indenture Trustee a security interest in (1) all of its
right, title and interest, whether owned as of the date of the Indenture or thereafter acquired, in and
to (a) the Revenues, (b) all rights to be paid the Revenues and the proceeds of such rights, (c) the
Tobacco Assets, (d) all Funds and Accounts and assets thereof, including money, accounts, general
intangibles or other personal property, held by the Indenture Trustee under the Indenture, (e)
subject to the following sentence, all rights and interest of the Corporation under the Purchase and
Sale Agreement, including the representations, warranties and covenants of the County in the
Purchase and Sale Agreement and (f) all proceeds of the foregoing, and (2) any and all other
property of every kind and nature from time to time after the date of the Indenture, by delivery or
by writing of any kind, conveyed, pledged, assigned or transferred as and for additional security
under the Indenture. All of the foregoing are collectively referred to as the “Trust Estate”. Except
as specifically provided in the Indenture, such pledge and assignment and grant of a security
interest does not include: (i) the rights of the Corporation pursuant to provisions for consent or
other action by the Corporation, notice to the Corporation, indemnity or the filing of documents
with the Corporation, or otherwise for its benefit and not for that of the Beneficiaries, (ii) any right
or power reserved to the Corporation pursuant to law or (iii) any limitation on the amount of the
Series 2014 Bonds set forth in the Purchase and Sale Agreement; nor does such section of the
Indenture preclude the Corporation’s enforcement of its rights under and pursuant to the Purchase
and Sale Agreement for the benefit of the Beneficiaries as provided in the Indenture. The
Corporation will implement, protect and defend such pledge and assignment and grant of a security
interest by all appropriate legal action, the cost thereof to be an Operating Expense. The Trust
Estate is pledged and a security interest is granted therein to secure the payment of Bonds, all with
the respective priorities specified in the Indenture. The pledge and assignment and grant of a
security interest made by the Indenture and the covenants and agreements to be performed by or on
behalf of the Corporation shall be for the equal and ratable benefit, protection and security of the
Holders of any and all of the Outstanding Bonds, all of which, regardless of the time or times of
their issue or maturity, shall be of equal rank without preference, priority or distinction of such
Bonds over any other Bonds, except as expressly provided in the Indenture or permitted by the
Indenture. The lien of such pledge and security interest and the obligation to perform the
contractual provisions made in the Indenture will have priority over any or all other obligations and
liabilities of the Corporation secured by the Revenues. The Corporation shall not incur any
obligations, except as authorized by the Indenture, secured by a lien on the Revenues or Accounts
equal or prior to the lien of the Indenture. (Section 2.01)
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Defeasance

When (a) there is held by or for the account of the Indenture Trustee Defeasance
Securities in such principal amounts, bearing fixed interest at such rates and with such
maturities as will provide sufficient funds to pay or redeem all, or a designated portion of, the
Bonds in full (to be verified by a nationally recognized firm of independent certified public
accountants), (b) any required notice of redemption shall have been duly given in accordance
with the Indenture or irrevocable instructions to give notice will have been given to the
Indenture Trustee, and (c) all the rights under the Indenture of the Fiduciary have been
provided for (such Bonds being referred to as the “Defeased Bonds”), then upon written notice
from the Corporation to the Indenture Trustee, the Defeased Bonds and the holders thereof 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 of the Indenture, the security interests created by
the Indenture (except in such funds and investments) will terminate as to the Defeased Bonds,
and the Corporation and the Indenture Trustee will execute and deliver such instruments as may
be necessary to discharge the Indenture Trustee’s lien and security interests created under the
Indenture for the benefit of the Defeased Bonds and the holders thereof. Upon such
defeasance, the funds and investments required to pay or redeem the Defeased Bonds will be
irrevocably set aside for that purpose, subject, however, to the provisions of the Indenture, and
money held for defeasance will be invested only as provided in the Indenture and applied by
the Indenture Trustee and other paying agents, if any, to the retirement of the Defeased Bonds.
(Section 2.02)

Bonds of the Corporation

By Series Supplement complying procedurally and in substance with the Indenture, the
Corporation may authorize, issue, sell and deliver additional bonds on a parity with the Series
2000 Bonds from time to time in such principal amounts as the Corporation will determine; and
may issue such bonds to renew or refund Bonds Outstanding, by exchange, purchase,
redemption or payment, and establish such escrows therefor as it may determine. The proceeds
of any such Bonds, other than Bonds that are refunding bonds, shall be paid to the registered
holder of the Residual Certificate after paying therefrom all related Costs of Issuance and all
necessary deposits to funds and accounts under the Indenture. (Section 3.01)

See the information in the Offering Circular under caption “THE SERIES SENIOR 2014
BONDS -Additional Bonds.”

Bond Fund

A Bond Fund has been established with the Indenture Trustee and money will be
deposited therein as provided in the Indenture. The money in the Bond Fund will be held in trust
and, except as otherwise provided in the Indenture, will be applied solely to the payment of Debt
Service. The Bond Fund includes the Collection Account, the Debt Service Account, the
Extraordinary Redemption Account, the Debt Service Reserve Account and such other Accounts
as may be established in the Bond Fund by a Supplemental Indenture. (Section 5.01)
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Investments

Pending its use under the Indenture, money in the Funds and Accounts may be invested by
the Indenture 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 shall be so invested pursuant to
written direction of the Corporation if there is not then an Event of Default actually known to an
Authorized Officer of the Indenture Trustee. Investments will be held by the Indenture Trustee in the
respective Funds and Accounts and will be sold or redeemed to the extent necessary to make
payments or transfers from each Fund or Account. The Indenture Trustee will not be liable for any
losses on investments made at the direction of the Corporation, except with respect to investments on
which the institution acting as Indenture Trustee is an obligor.

The Indenture Trustee may hold undivided interests in Eligible Investments for more than
one Fund or Account (for which they are eligible) and may make interfund transfers in kind.
(Section 5.05)

Contract; Obligations to Beneficiaries

In consideration of the purchase and acceptance of any or all of the 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 Beneficiaries. The pledge made in the Indenture and the covenants set
forth in the Indenture to be performed by the Corporation will be for the equal benefit, protection
and security of the Beneficiaries of the same priority. All of the Bonds of the same priority,
regardless of the time or times of their issuance or maturity, will be of equal rank without
preference, priority or distinction of any thereof over any other except as expressly provided
pursuant to the Indenture.

Under the Indenture, the Corporation covenants to pay when due all sums payable on the
Bonds, from the Revenues and money designated in the Indenture, subject only to the Indenture.
The obligation of the Corporation to pay principal, interest and redemption premium, if any, to the
Holders of Bonds 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 will pay its Operating Expenses as and when due from all available funds.
The Corporation may borrow money to pay, and repay such borrowings as, Operating Expenses. The
aggregate amount of such outstanding borrowings will never exceed a single Year’s Operating Cap
and will be zero for at least 30 consecutive days in each 12 month period from the date of the
borrowing.

The Corporation has represented under the Indenture that it is duly authorized pursuant to law
to create and issue the Bonds, to enter into the Indenture and to pledge the Revenues and other
collateral purported to be pledged in the manner and to the extent provided in the Indenture. The
Revenues and other collateral so pledged are and will be free and clear of any pledge, lien, charge or
encumbrance thereon or with respect thereto prior to, or of equal rank with, the pledge created by the
Indenture, and all corporate action on the part of the Corporation to that end has been duly and
validly taken. The Bonds and the provisions of the Indenture are and will be the valid and binding
obligations of the Corporation in accordance with their terms. (Section 6.01)
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Tax Covenants

Under the Indenture, the Corporation covenants that it shall not take any action or inaction, or
fail to take any action, or permit any action to be taken on its behalf or cause or permit any
circumstance within its control to arise or continue, if any such action or inaction would adversely
affect the exclusion from gross income for federal income tax purposes of the interest on the Bonds
under Section 103 of the Code. Without limiting the generality of the foregoing, the Corporation,
under the Indenture, covenants that it will comply with the instructions and requirements of the Tax
Certificate and Agreement, which such covenant will survive payment in full or defeasance of the
Bonds.

In the event that at any time the Corporation is of the opinion that for purposes of the
Indenture it is necessary or helpful to restrict or limit the yield on the investment of any moneys held
by the Indenture Trustee under the Indenture, the Corporation will instruct the Indenture Trustee
under the Indenture in writing, and the Indenture Trustee shall take such action as may be necessary
in accordance with such instructions.

In accordance with the Indenture, if the Corporation shall provide to the Indenture Trustee an
opinion of Transaction Counsel that any specified action required under in accordance with the
Indenture is no longer required or that some further or different action is required to maintain the
exclusion from federal income tax of interest on the Bonds, the Indenture Trustee may conclusively
rely on such opinion in complying with the requirements of the Indenture and of the Tax Certificate
and Agreement, and the covenants under the Indenture shall be deemed to be modified to that extent.
(Section 6.03)

Accounts and Reports

Pursuant to the Indenture, the Corporation will:

(a) 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 Indenture Trustee and the Holders of an
aggregate of not less than 25% of the Aggregate Principal Obligation or their representatives
duly authorized in writing;

(b) annually, within 185 days after the close of each fiscal year, deliver to the Indenture
Trustee and Fitch, a copy of its financial statements for such fiscal year, as audited by an
independent certified public accountant or accountants; and

(c) on each Payment Date, assuming required disbursements are made that date,
provide to Fitch (i) the amount on deposit in each of the Accounts; and (ii) the Debt Service
Reserve Requirement as of such Payment Date. (Section 6.04)

Ratings

Unless otherwise specified by Series Supplement, the Corporation will pay such
reasonable fees and provide such available information as may be necessary to obtain and keep in
effect a rating on all the Bonds from at least one nationally recognized securities rating
organization. (Section 6.05)
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Affirmative Covenants

(a) Punctual Payment. The Corporation will duly and punctually pay the Principal of and
premium, if any, and interest on the Bonds in accordance with the terms of the Bonds
and the Indenture.

(b) Maintenance of Existence. The Corporation will keep in full effect its existence,
rights and franchises as a not-for-profit corporation under the laws of the State.

(c) 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: (a) maintain or preserve the lien and security interest (and the priority
thereof) of the Indenture; (b) perfect, publish notice of or protect the validity of any
grant made or to be made by the Indenture as a first, prior perfected security interest
in and to the Trust Estate; (c) preserve and defend title to the Revenues and other
collateral pledged under the Indenture and the rights of the Indenture Trustee and the
Bondholders in such collateral against the claims of all persons and parties, including
the challenge by any party to the validity or enforceability of the Consent Decree, the
Indenture or the Purchase and Sale Agreement or the performance by any party
thereunder; (d) enforce the Purchase and Sale Agreement; (e) pay any and all taxes
levied or assessed upon all or any part of the collateral; or (f) carry out more
effectively the purposes of the Indenture.

(d) Performance of Obligations. The Corporation (i) will diligently pursue any and all
actions to enforce its rights under each instrument or agreement included in the
collateral and (ii) 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, except, in each case, as expressly provided in the Indenture, the
Purchase and Sale Agreement, the Consent Decree or the MSA. The Corporation
agrees under the Indenture that it will not, without Rating Confirmation and the
prior written consent of the Indenture Trustee or the holders of a Majority in Interest
of the Bonds and Fitch, amend, modify, terminate, waive or surrender, or agree to
any amendment, modification, termination, waiver or surrender of, the terms of any
collateral or the Indenture, the Purchase and Sale Agreement, the Consent Decree or
the MSA, or waive timely performance or observance under the Indenture, the
Purchase and Sale Agreement, the Consent Decree or the MSA.

(e) Notice of Events of Default. The Corporation will give the Indenture Trustee and
Fitch prompt written notice of each Event of Default under the Indenture. (Section
6.06)

Negative Covenants

(a) Sale of Assets. Except as expressly permitted by the Indenture, none of the properties
or assets pledged under the Indenture will be sold, transferred, exchanged or
otherwise disposed of.



E-15

(b) No Setoff. The Corporation will not claim any credit on, or make any deduction from
the Principal or premium, if any, or interest due in respect of, the Bonds or assert any
claim against any present or former Bondholder by reason of the payment of taxes
levied or assessed upon any part of the collateral.

(c) Liquidation. The Corporation will not terminate its existence or dissolve or
liquidate in whole or in part.

(d) Limitation of Liens. The Corporation will not (a) permit the validity of 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 Bonds under the
Indenture except as may be expressly permitted by the Indenture, (b) 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 (c) permit the lien of the Indenture not to constitute a valid and perfected security
interest in the collateral.

(e) Limitations on Consolidation, Merger, Sale of Assets, etc. Except as otherwise
provided in the Indenture, the Corporation will not consolidate or merge with or into
any other person, or convey or transfer all or substantially all of its properties or
assets, unless:

(i) the person surviving such consolidation or merger (if other than the
Corporation or the transferee) is organized and existing under the laws of the
United States or any State and expressly assumes the due and punctual
payment of the principal of and premium, if any, and interest on all Bonds
and the performance or observance of every agreement and covenant of the
Corporation in the Indenture;

(ii) immediately after giving effect to such transaction, no Event of Default has
occurred and is continuing under the Indenture;

(iii) The Corporation has received Rating Confirmation;

(iv) The Corporation has received an opinion of Counsel to the effect that such
transaction (a) will not have material adverse tax consequence to the
Corporation, (b) will not adversely affect the exclusion of interest on any
Tax Exempt Bond from gross income for federal income tax purposes and
(c) will not require any registration under the federal securities laws as a
result in connection therewith or as a result thereof;

(v) any action as is necessary to maintain the security interest created by the
Indenture has been taken; and

(vi) The Corporation has delivered to the Indenture Trustee an Officer’s
Certificate and an opinion of Counsel to the effect that such transaction
complies with the Indenture and that all conditions precedent to such
transaction have been complied with.
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(f) No Other Business. The Corporation will not engage in any business other than
financing, purchasing, owning and managing the Trust Estate in the manner
contemplated by the Indenture and activities incidental thereto.

(g) No Borrowing. The Corporation will not issue, incur, assume, guarantee or otherwise
become liable, directly or indirectly, for any indebtedness except Permitted
Indebtedness.

(h) Guarantees, Loan, Advances and Other Liabilities. Except as otherwise contemplated
by the Indenture and the Purchase and Sale Agreement, the Corporation will not make
any loan or advance of credit to, or guarantee (directly or indirectly or by an
instrument having the effect or assuring another’s payment or performance on any
obligation or capability of so doing or otherwise), endorse or otherwise become
contingently liable, directly or indirectly, in connection with the obligations, stock or
dividends of, or own, purchase, repurchase or acquire (or agree contingently to do so)
any stock, obligations, assets or securities of, or any other interest in, or make any
capital contribution to, any other person.

(i) Restricted Payments. The Corporation will not, directly or indirectly, make payments
to or distributions from the Bond Fund or the Cost of Issuance Fund except in
accordance with the Indenture and the Residual Certificate.

(j) Directors. The Corporation will not amend its certificate of incorporation or bylaws
to eliminate the requirements for a director who is independent of the County.
(Section 6.07)

Tobacco Settlement Revenues

Under the Indenture, the Corporation acknowledges that the MSA, the Consent Decree
and the Purchase and Sale Agreement constitute important security provisions of the Bonds and
waives any right to assert any claim to the contrary and agrees that it will neither in any manner
directly or indirectly assert, nor in any manner directly or indirectly support the assertion by the
County, the State or any other person of, any such claim to the contrary.

By acknowledging that the MSA, the Consent Decree and the Purchase and Sale
Agreement constitute important security provisions of the Bonds, the Corporation also
acknowledges under the Indenture that, in the event of any failure or refusal by the County or the
State to comply with their agreements included in the MSA, the Consent Decree and the Purchase
and Sale Agreement, the Holders of the Bonds may have suffered monetary damages, the extent
of the remedy for which may be, to the fullest extent permitted by applicable federal and State
law, determined, in addition to any other remedy available at law or in equity, in the course of any
action taken pursuant to the Indenture; and, under the Indenture, the Corporation has waived any
right to assert any claim to the contrary and agrees that it will neither in any manner directly or
indirectly assert, nor in any manner directly or indirectly support the assertion by the County, the
State or any other person of, any claim to the effect that no such monetary damages have been
suffered.

Pursuant to the Indenture and in accordance with the Local Act, the Corporation has
assigned to the Indenture Trustee for the benefit of all holders of Bonds the County’s pledge and
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agreement set forth in the Purchase and Sale Agreement that the County will not limit or alter the
rights of the Corporation to fulfill the terms of its agreements with such Holders, or in any way
impair the rights and remedies of such Holders or the security for the Bonds, until the Bonds,
together with the interest due thereon or payable in respect thereof, and all costs and expenses in
connection with any action or proceeding by or on behalf of such Holders, are fully met and
discharged. (Section 7.01)

No Indebtedness or Funds of County or the State

The Indenture does not constitute indebtedness of the County or the State for purposes of
any constitutional or statutory limitation. The Corporation’s revenues are not funds of the
County. (Section 7.02)

Rights and Duties of the Fiduciaries

(a) All money 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, and applied solely pursuant to the provisions of the Indenture.

(b) The Fiduciaries will keep proper accounts of their transactions under the
Indenture (separate from its other accounts), which will be open to inspection on
reasonable notice by the Corporation and its representatives duly authorized in
writing.

(c) The Fiduciaries will not be required to monitor the financial condition of the
Corporation or the physical condition of any property and, unless otherwise expressly
provided, will not have any responsibility with respect to reports, notices, certificates
or other documents filed with them hereunder, except to make them available for
inspection by Beneficiaries.

(d) 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. A permissive right or power to act will
not be construed as a requirement to act.

(e) 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, the Bonds or the Residual
Certificate against any director, officer, agent or employee of any Fiduciary
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unless such claim is based upon the bad faith, fraud, negligence, willful
misconduct or deceit of such person.

(f) Nothing in the Indenture will obligate any Fiduciary to pay any debt or meet any
financial obligations to any person in relation to the Bonds or the Residual Certificate
except from money received for such purposes under the provisions of the Indenture
or from the exercise of the Indenture Trustee’s rights thereunder.

(g) The Fiduciaries may be or become the owner of or trade in the Bonds with the same
rights as if they were not the Fiduciaries.

(h) Unless otherwise specified by Series Supplement, the Fiduciaries will not be required
to furnish any bond or surety.

(i) The Corporation will, as and only as an Operating Expense, indemnify and save each
Fiduciary harmless against any expenses and liabilities (including reasonable legal
fees and expenses) that it may incur in the exercise of its duties under the Indenture
and that are not due to its negligence or bad faith. (Section 8.02)

Resignation or Removal of the Indenture Trustee

Under the Indenture, the Indenture Trustee may resign at any time on not less than 30
days’ written notice to the Corporation and the Holders. The Indenture Trustee may be removed
by written notice from the Corporation if no Event of Default is then continuing or from a
Majority in Interest of the Outstanding Bonds to the Indenture Trustee and the Corporation. No
such resignation or removal will take effect until a successor has been appointed and has accepted
the duties of the Indenture Trustee. (Section 8.04)

Successor Fiduciaries

Any corporation or association which succeeds to the municipal 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 and without the execution or filing of
any paper with any party hereto except where an instrument of transfer or assignment is required
by law to effect such succession, anything in the Indenture to the contrary notwithstanding.

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 Indenture Trustee will, be appointed by the Corporation. The
Corporation will notify the Holders and Fitch of the appointment of a successor Trustee in
accordance with the Indenture. If no appointment of a successor Trustee is made within 45 days
after the giving of written notice in accordance with the Indenture or after the occurrence of any
other event requiring or authorizing such appointment, the outgoing Trustee or any Holder may
apply to any court of competent jurisdiction for the appointment of such a successor. (Section
8.05)
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Action by Holders

Any request, authorization, direction, notice, consent, waiver or other action provided by
the Indenture to be given or taken by Holders of Bonds may be contained in and evidenced by one
or more writings of substantially the same tenor signed by the requisite number of Holders 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 expressly provided in the Indenture) if made in the following manner, but the
Corporation or the Indenture 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, which need not
be acknowledged or verified, of an officer of a bank, trust company or securities dealer satisfactory to
the Corporation or to the Indenture Trustee; or of any notary public or other officer authorized to take
acknowledgments of deeds to be recorded in the state in which such officer purports to act, that the
person signing such request or other instrument acknowledged to such 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 Holder
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 owner of any
Bond will be irrevocable and bind all future record and beneficial owners thereof. (Section 9.01)

Registered Owners

In accordance with the Indenture, any payment to the registered owner of a Bond will satisfy
the Corporation’s obligations thereon to the extent of such payment. (Section 9.02)

Directors, State and County Not Liable on Bonds

Neither the members, directors or officers of the Corporation nor any person executing
Bonds or other obligations of the Corporation will be liable personally thereon or be subject to
any personal liability or accountability solely by reason of the issuance thereof.

The Bonds and other obligations of the Corporation will not be a debt of either the State or
the County, and neither the State nor the County will be liable thereon, nor will they be payable out
of any funds other than those of the Corporation; and the Bonds will contain on the face thereof a
statement to such effect. (Section 11.01)

Supplements and Amendments to the Indenture

The Indenture may be:

(a) supplemented by delivery to the Indenture Trustee of an instrument certified by an
Authorized Officer of the Corporation to (A) provide for earlier or greater deposits into the
Collection Account, (B) subject any property to the lien of the Indenture, (C) add to the covenants
and agreements of the Corporation or surrender or limit any right or power of the Corporation, (D)
identify particular Bonds for purposes not inconsistent herewith, including credit or Debt Service
Requirements support, remarketing, serialization and defeasance, (E) cure any ambiguity or defect,
(F) protect the Tax-Exempt status of Tax-Exempt Bonds, (G) protect the exemption of any Bonds
from registration under the Securities Act of 1933, as amended, or of the Indenture under the Trust
Indenture Act of 1939, as amended, or of the Corporation or any arrangement in the Indenture
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under the Investment Company Act of 1940, as amended, or (H) authorize Bonds of a Series and in
connection therewith determine the matters referred to in the Indenture, and any other things
relative to such Bonds that in the opinion of Counsel are not materially adverse to the Holders of
Outstanding Bonds, or to modify or rescind any such authorization or determination at any time
prior to the first authentication and delivery of such Series of Bonds; or

(b) amended (i) only with written notice to Fitch and the written consent of a Majority in
Interest of the Outstanding Bonds affected thereby; provided, however, the Indenture shall not be
amended so as to (A) extend the maturity, Required Principal Payment Amount or Required
Principal Payment Date of any Bond, (B) reduce the principal amount of any Required Principal
Payment Amount, applicable premium or interest rate of any Bond, (C) make any Bond redeemable
other than in accordance with its terms, (D) create a preference or priority of any Bond over any
other Bond or (E) reduce the percentage of the Bonds required to be represented by the Holders
giving their consent to any amendment unless the Holders of the Bonds affected thereby have
consented thereto in writing; or

(c) amended in any other respect by the Corporation and the Indenture Trustee, with the
consent of the holder of the Residual Certificate, (A) with Rating Confirmation, to add or delete
provisions to or from the Indenture for any purpose, including, without limitation, the purpose of
authorizing the issuance of obligations of the Corporation that are subordinate in right of payment,
security and all other respects to the Series 2000 Bonds and all other Bonds issued on a parity with
the Series 2000 Bonds (“Subordinate Bonds”) and making other related changes to the Indenture
that are necessitated by the issuance of Subordinate Bonds; provided that no such amendment shall
change the amount, scheduled time of payment or redemption terms of any Bond then Outstanding
without the consent of the Holder of the Bond or (B) to adopt amendments that do not take effect
unless and until (1) no Bonds Outstanding prior to the adoption of such amendment remain
Outstanding or (2) such amendment is consented to by the Holders of such Bonds in accordance
with the further provisions of the Indenture.

Any amendment of the Indenture will be accompanied by a Bond Counsel’s opinion to
the effect that the amendment is permitted by law, authorized under the Indenture and does not
adversely affect the Tax-Exempt status of the Tax-Exempt Bonds.

When the Corporation determines that the requisite number of consents have been
obtained for an amendment to the Indenture or the Purchase and Sale Agreement which requires
consents, it will file a certificate to that effect in its records and give written notice to the
Indenture Trustee and the Holders. (Section 11.03)

Supplements and Amendments to the Purchase and Sale Agreement

In the event that the Indenture Trustee receives a request for a consent or other action
under the Purchase and Sale Agreement the Indenture Trustee may, and if consent or other action
by Holders is required will, transmit a notice of such request to each Holder and request
directions with respect thereto; and the Indenture Trustee (and the Corporation, if applicable) will
proceed in accordance with such directions (if any), the Indenture and the Purchase and Sale
Agreement. (Section 11.04)
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Covenants of the Corporation under the Series 2014 Supplement

No Swaps. Under the Series 2014 Supplement, the Corporation covenants and agrees that
for so long as the Series 2014 Bonds shall remain Outstanding, that it shall not enter into any
Swaps with respect to any Bonds issues pursuant to the Indenture. (Section 3.1)

Affirmative Covenant to Employ an Administrative Agent. The Corporation will engage the
services of an Administrative Agent at all times that Series 2014 Bonds are Outstanding and shall
enforce the agreement with such Administrative Agent in accordance with the terms thereof.
Without limiting the generality of foregoing, and in furtherance thereof, the Corporation also
covenants to provide or to cause the Administrative Agent to provide, on a timely basis, all
necessary information, and any monies or investment earnings with respect to the Corporation’s
Rebate Requirement or Yield Reduction Payments (as defined in the Corporation’s Tax
Certificate) required to be paid to the United States Treasury to comply with the arbitrage and
rebate requirements of the Code.

The Administrative Agent may not be replaced nor may the agreement with the
Administrative Agent be assigned without (i) the consent of the Indenture Trustee or the consent of
at least 25% of the Holders of the Series 2014 Bonds, or (ii) a request by the Corporation.
Additionally, the agreement with the Administrative Agent may not be amended without the
consent of the Indenture Trustee or at least 25% of the Holders of Series 2014 Bonds. No such
consent shall be required if the Indenture Trustee receives an Opinion of Counsel that such
amendment will not materially adversely affect the interests of Outstanding Holders of the Series
2014 Bonds. (Section 3.2)

Affirmative Covenant with Respect to Continuing Disclosure. To ensure complete and
timely filings of its required continued disclosure filings pursuant to the Continuing Disclosure
Undertaking executed by the Corporation in connection with the issuance of the Series 2014 Bonds
(the “CDU”), the Corporation agrees to adopt written continuing disclosure compliance procedures
for the benefit of the holders of the Series 2014 Bonds. These written procedures shall include the
designation of the Corporation’s Executive Director as the post-issuance compliance officer who
shall be responsible for (i) taking all reasonable steps to ensure compliance with the CDU, and (ii)
monitoring the operations of the Corporation for the occurrence of any of the specific events listed
in the CDU. The Executive Director may further delegate all or a portion of such responsibilities
to a third party agent, which may be the Administrative Agent, pursuant to an executed services
agreement. (Section 3.3)

Accreted Value under the Series 2014 Supplement

No Series 2014 Bond has Accreted Value for any purpose of the Indenture or under any
provision of the Indenture in which such term is used. (Section 4.3)
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SUMMARY OF CERTAIN PROVISIONS OF THE PURCHASE AND SALE AGREEMENT

The following summary describes certain provisions of the Purchase and Sale 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 Purchase and Sale Agreement. Copies of the Purchase and Sale
Agreement may be obtained upon written request to the Corporation.

Conveyance of Tobacco Assets

Under the Purchase and Sale Agreement, the County sold, transferred, assigned, set over and
otherwise conveyed to the Corporation, without recourse (except as specifically set forth in the
Purchase and Sale Agreement), all right, title and interest of the County in and to the Tobacco Assets.
As consideration for such conveyance, the Corporation (i) delivered to the County the net proceeds
of the Series 2000 Bonds, (ii) sold, transferred, assigned, set over and otherwise conveyed to the
County, without recourse, the 100% Beneficial Interest in the Capital Projects Trust, and (iii) sold,
transferred, assigned, set over and otherwise conveyed to the County, without recourse, the 100%
beneficial interest in the Residual Trust.

From and after the Closing Date all payments required by the Consent Decree to be made to
the County will be made to the Corporation, or to the extent provided in the Indenture, to the
Indenture Trustee. In the event the County shall receive any payments or other funds constituting
Tobacco Assets after the Closing Date the County will promptly turn over the same to the
Corporation or the Indenture Trustee, as appropriate. Under the Purchase and Sale Agreement, the
County agreed to execute and deliver to the Escrow Agent under the Master Settlement Agreement
irrevocable instructions to make the payments constituting Tobacco Assets directly to the
Corporation or the Indenture Trustee, and relinquished and waived any control over the Tobacco
Assets, any authority to collect the Tobacco Assets, and any power to revoke or amend the
instructions to the Escrow Agent contemplated by the Purchase and Sale Agreement.

Representations of County

The County made certain representations upon which the Corporation was deemed to have
relied in acquiring the Tobacco Assets including representations that the County had the power
and authority to enter into the Purchase and Sale Agreement, that the Purchase and Sale
Agreement is a binding obligation of the County and that the County was the sole owner of the
Tobacco Assets.

Protection of Title; Non-Impairment Covenant

The County agreed to take all action required by law fully to preserve, maintain, defend,
protect and confirm the transfer of the County’s interest in the Tobacco Assets and in the
proceeds thereof. The County further agreed not to take any action that would adversely affect
the Corporation’s ability or the Indenture Trustee’s ability to receive payments made under the
MSA and the Consent Decree.

The County pledged and agreed with the Corporation, for the benefit of the Corporation
and the holders of the Bonds, that the County would not limit or alter the rights of the
Corporation to fulfill the terms of its agreements with such holders, or in any way impair the
rights and remedies of such holders or the security for Bonds until the Bonds, together with the
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interest due thereon or payable in respect thereof and all costs and expenses in connection with
any action or proceeding by or on behalf of such holders, are fully met and discharged.

Protection of Consent Decree and MSA

The County agreed not to take any action and agreed to use its best reasonable efforts to
not permit any action to be taken by others that would release any person from, or result in a
modification of, any of such person’s covenants or obligations under the Consent Decree and the
MSA or that would result in the amendment, hypothecation, subordination, termination or
discharge of, or impair the validity or effectiveness of, the Consent Decree or the MSA or
otherwise materially adversely affect the interests of the Corporation therein, nor, without the
prior written consent of the Corporation and the Indenture Trustee on behalf of the Bondholders,
amend, modify, terminate, waive or surrender, or agree to any amendment, modification,
termination, waiver or surrender of, the terms of the Consent Decree, the MSA or the Purchase
and Sale Agreement, or waive timely performance or observance under such documents, in each
case if the effect thereof would be materially adverse to the Corporation or the Bondholders.

Further Actions

Upon request of the Corporation or the Indenture Trustee, the County will execute and
deliver such further instruments and do such further acts as may be reasonably necessary or
proper to carry out more effectively the purposes of the Purchase and Sale Agreement. If and to
the extent the County holds the proceeds of any Tobacco Assets it will account for such proceeds
separately and will hold such funds in a separate, dedicated account and will hold no other funds
therein and will not commingle such proceeds with any other funds.

Tax Covenant

The County will not take any action or inaction, or fail to take any action, or permit any
action to be taken on its behalf or cause or permit any circumstance within its control to arise or
continue if any such action or inaction would adversely effect the exclusion from gross income
for federal income tax purposes of interest on the Bonds under Section 103 of the Code. Without
limiting the generality of the foregoing, the County will comply with the instructions and
requirements of the Tax Certificate and Agreement executed by the County, which is
incorporated in the Purchase and Sale Agreement as if fully set forth therein.

Assignment by the Corporation

The County acknowledged and consented to any pledge, assignment and grant of a
security interest by the Corporation to the Indenture 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 Purchase and Sale Agreement to the Indenture Trustee.

Non-Petition Covenants

Notwithstanding any prior termination of the Purchase and Sale Agreement, the County
shall not, prior to the date which is one year and one day after the termination of the Purchase
and Sale Agreement, acquiesce, petition or otherwise invoke or cause the Corporation or the
Residual Trust to invoke the process of any court or government authority for the purpose of
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commencing or sustaining a case against the Corporation or the Residual Trust under any
Federal or state bankruptcy, insolvency or similar law or appointing a receiver, liquidator,
assignee, trustee, custodian, sequestrator or other similar official of the Corporation or the
Residual Trust or any substantial part of its property, or ordering the winding up or liquidation of
the affairs of the Corporation or the Residual Trust.

Limitation of Liability of the County

Notwithstanding anything contained in the Purchase and Sale Agreement to the contrary,
no officer or employee of the County will have any liability for the representations, warranties,
covenants, agreements or other obligations of the County under the Purchase and Sale Agreement
or in any of the certificates, notices or agreements delivered pursuant to the Purchase and Sale
Agreement, as to all of which recourse will be had solely to the assets of the County.
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OF BOND COUNSEL 

F-1 

      [Date of Closing] 
 
 
 
Chautauqua Tobacco Asset Securitization Corporation 
3163 Airport Drive 
Jamestown, NY  14701 

 
Ladies and Gentlemen: 

We have examined a record of proceedings relating to the sale and issuance of $34,765,000 
aggregate principal amount of Tobacco Settlement Asset Backed Bonds, Series 2014 (the “Series 2014 
Bonds”) issued by the Chautauqua Tobacco Asset Securitization Corporation (the “Issuer”), a not-for-
profit local development corporation organized under the laws of the State of New York (the “State”).  
The Series 2014 Bonds are being issued as Senior Bonds under and pursuant to an Indenture, dated as of 
September 1, 2000 (the “Original Indenture”), as amended by the Series 2005 Supplemental Bond 
Indenture, dated as of November 1, 2005 (the “2005 Supplemental Indenture”) and by a certain First 
Amendment to Indenture, dated October 9, 2014 (the “First Amendment to Indenture”), and as 
supplemented by the Series 2014 Supplement, dated as of October 9, 2014 (the “Series 2014 
Supplement”; the Original Indenture, as so amended and supplemented, being hereinafter referred to as 
the “Indenture”), each by and between the Issuer and Manufacturers and Traders Trust Company, as 
Trustee (the “Trustee”).  Capitalized terms used herein without other definition have the meanings set 
forth in the Indenture. 

 The Series 2014 Bonds are being issued under the Indenture as additional Senior Bonds to 
(i) currently refund all of the Issuer’s outstanding Tobacco Settlement Revenue Bonds, Series 2000 (the 
“Series 2000 Bonds”), (ii) acquire by negotiated purchase all of the $5,617,440 initial principal amount of 
outstanding New York Counties Tobacco Trust V Tobacco Settlement Pass-Through Bonds, Series 2005 
S4B attributable to the Issuer for the purpose of cancellation; (iii) cancel the related bond RS4B-1 of the 
Corporation’s Tobacco Settlement Asset-Backed Bonds, Series 2005 (the “Series 2005 Bonds”), (iv) fund 
a payment to the NTASC Residual Trust in the amount of $600,000 in order to provide the County with 
funds for capital purposes, and (v) pay the costs of issuance of the Series 2014 Bonds.  The Series 2014 
Bonds are also being issued in accordance with a certain Consent and Waiver and related Purchase 
Agreement, Consent and Release, each dated as of October 8, 2014 (the “Consent and Waiver” and the 
“Purchase Agreement”, respectively), that evidence the agreement of all affected parties to the issuance of 
the Series 2014 Bonds and the use of the proceeds thereof in the manner described above notwithstanding 
any restrictions to the contrary contained  in the 2005 Supplemental Indenture.  All Senior Bonds are 
entitled to the equal benefit, protection and security of the provisions, covenants and agreements 
contained in the Indenture in accordance with the terms thereof. 

 In rendering this opinion, we have reviewed executed copies of the following documents 
(collectively the “Documents”): 

(a) The Indenture; 

(b) The Authorizing Resolution of the Issuer, adopted on October 9, 2014; 
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(c) The Consent and Waiver and the Purchase Agreement; and 

(d) The Purchase and Sale Agreement, dated as of September 1, 2000 (the “Agreement”), 
by and between the Issuer and the County of Chautauqua, New York (the “County”). 

 We have also examined such certificates, documents, records and matters of law as we have 
deemed necessary for the purpose of rendering the opinions hereinafter set forth. 
 
 The Series 2014 Bonds are dated their date of delivery and bear interest payable on June 1 and 
December 1 of each year until maturity, commencing June 1, 2015.  The Series 2014 Bonds mature, are 
subject to redemption and prepayment and are secured as set forth in the Indenture.  The Series 2014 
Bonds are issuable in the form of fully registered bonds in the denominations of $5,000 or any integral 
multiple thereof.  The Series 2014 Bonds shall be lettered “R-” and numbered consecutively from one 
upward in order of issuance. 

 The Issuer has executed a certain Tax Certificate and Agreement of the Issuer, dated the date 
hereof (the “Tax Certificate”), and the County has executed a certain Tax Certificate and Agreement of 
the County, dated the date hereof (the “County Certificate”), which is attached to the Tax Certificate as an 
exhibit.  In the Tax Certificate and the County Certificate, the Issuer and the County, respectively, have 
made certain representations and covenants, established certain conditions and limitations and created 
certain expectations, relating to compliance with the requirements imposed by the Internal Revenue Code 
of 1986, as amended, and regulations of the United States Treasury Department promulgated thereunder 
(collectively, the “Code”). 
 
 We have also examined one of the Series 2014 Bonds as executed and authenticated. 
 
 Based on the foregoing, and subject to the further qualifications and limitations noted below, we 
are of the opinion that: 
  

1. The Issuer is a not-for-profit local development corporation organized under the 
laws of the State, with the right and lawful authority and power to enter into the Indenture and the 
Agreement and to issue the Series 2014 Bonds. 

2. The Indenture has been duly and lawfully authorized, executed and delivered by the 
Issuer, is in full force and effect, and constitutes the legal, valid and binding obligation of the 
Issuer enforceable in accordance with its terms. 

3. The Indenture creates a valid pledge of and a valid lien upon the revenues and other 
collateral (collectively, the “Trust Estate”) that it purports to create, subject only to the provisions 
thereof permitting the withdrawal, payment or setting apart thereof for the purposes and on the 
terms and conditions set forth therein.  All action has been taken as is necessary to perfect such 
security interest in the Trust Estate as it exists on the date hereof and such perfected pledge and 
security interest constitutes a first priority pledge and security interest. 

4. Upon the execution and delivery thereof by the Issuer and the authentication thereof 
by the Trustee, the Series 2014 Bonds will have been duly and validly authorized executed and 
delivered by the Issuer in accordance under the Indenture and will constitute legal, valid and 
binding special limited obligations of the Issuer, payable from the sources and in the order of 
priority specified in, and enforceable against the Issuer in accordance with, the Indenture.  The 
Series 2014 Bonds do not constitute a debt of the State or the County, and neither the State nor 
the County shall be liable thereon, nor shall the Series 2014 Bonds be payable out of any funds 
other than those of the Issuer. 
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5. The Agreement has been duly and lawfully authorized, executed and delivered by 
the Issuer and the County and is a valid and binding agreement of each of them, enforceable in 
accordance with its terms. 

6. Under existing statutes, regulations, administrative interpretations and court 
decisions, as of the date hereof, interest on the Series 2014 Bonds is excluded from gross income 
for federal income tax purposes pursuant to Section 103 of the Code and is not treated as an item 
of tax preference for purposes of calculating the federal alternative minimum tax imposed on 
individuals and corporations.  Interest on the Series 2014 Bonds is, however, included in adjusted 
current earnings for purposes of calculating the federal alternative minimum tax imposed on 
certain corporations. 

 The difference between the principal amount of the Series 2014 Bonds maturing on June 
1, 2039 and June 1, 2048 (collectively, the “Discount Bonds”), and the initial reoffering price to 
the public (excluding bond houses, brokers and other intermediaries, or similar persons acting in 
the same capacity of underwriters or wholesalers), at which price a substantial amount of such 
Discount Bonds of the same maturity is first sold, constitutes original issue discount, which is not 
included in gross income for federal income tax purposes to the same extent as interest on the 
Discount Bonds. 

7. Under statutes existing as of the date hereof, for so long as interest on the Series 
2014 Bonds is and remains excluded from gross income for federal income tax purposes, such 
interest is exempt from personal income taxes imposed by the State and any political subdivision 
thereof. 

In rendering the opinions set forth in paragraph 6 and 7 above, we have relied upon, among other 
things, certain representations and covenants of (i) the Issuer in the Indenture, the Tax Certificate and the 
General Certificate of the Issuer, dated the date hereof and (ii) the County in the County Certificate.  We 
call your attention to the fact that there are certain requirements contained in the Code with which the 
Issuer and the County must comply from and after the date of issuance of the Series 2014 Bonds in order 
for the interest thereon to be and remain excluded from gross income for federal income tax purposes, and 
consequently to remain exempt from personal income taxes imposed by the State or any political 
subdivision thereof.  The Issuer, the County or any other person, by failing to comply with such 
requirements, may cause interest on the Series 2014 Bonds to become includable in gross income for 
federal income tax purposes, and therefore subject to personal income taxes imposed by the State and any 
political subdivision thereof, in each case, retroactive to the date of issuance of the Series 2014 Bonds.  
We render no opinion as to any federal, state or local tax consequences with respect to the Series 2014 
Bonds, or the interest thereon, if any change occurs, or action is taken or omitted, under the Indenture, the 
Tax Certificate, or under any other relevant documents without the advice or approval of, or upon the 
advice or approval of any Bond Counsel other than, Harris Beach PLLC.  In addition, we have not 
undertaken to determine, or to inform any person, whether any actions taken, or not taken, or events 
occurring, or not occurring, after the date of issuance of the Series 2014 Bonds may affect the tax status 
of interest on the Series 2014 Bonds.  Except for the opinions set forth in paragraphs 6 and 7 above, we 
take no responsibility for, and express no opinion regarding, any other federal, state or local tax 
consequences in connection with the purchase, ownership or disposition of the Series 2014 Bonds. 

The opinions contained in paragraphs 2, 3, 4 and 5 above are qualified only to the extent that the 
enforceability of the Indenture and the Series 2014 Bonds may be limited by bankruptcy, moratorium, 
insolvency, reorganization or other laws affecting creditors’ rights or remedies heretofore or hereafter 
enacted and judicial decisions relating to or affecting the enforcement of creditors’ rights or remedies or 
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contractual obligations generally and is subject to general principles of equity (regardless of whether such 
enforceability is considered in a proceeding in equity or at law). 

We express no opinion as to the validity or enforceability under certain circumstances of 
provisions of the Documents with respect to severability or any right of setoff or the enforceability of 
provisions in the Documents to the effect that terms may not be waived or modified except in writing. 

In rendering the foregoing opinions, we have made a review of such legal proceedings as we have 
deemed necessary to approve the legality and validity of the Series 2014 Bonds.  In rendering the 
foregoing opinions, we have not been requested to examine any document or financial or other 
information concerning the Issuer other than the record of proceedings referred to above, and we express 
no opinion as to the accuracy, adequacy or sufficiency of any financial or other information which has 
been or will be supplied to purchasers of the Series 2014 Bonds.  In addition, we express no opinion as to 
the severability of any provisions of the Indenture. 

This opinion is rendered solely with regard to the matters expressly opined on above and does not 
consider or extend to any documents, agreements, representations or other material of any kind not 
specifically opined on above.  No other opinions are intended nor should they be inferred.  This opinion is 
issued as of the date hereof, and we assume no obligation to update, revise or supplement this opinion to 
reflect any facts or circumstances that may hereafter come to our attention, or any changes in law, or in 
interpretations thereof, that may hereafter occur, or for any other reason whatsoever. 

        Respectfully submitted, 
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