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'MASTER SETTLEMENT AGREEMENT

. This Master Settlement Agreement is made by the undersigned Settling State ofﬁmals {on behalf of their
respective Settling States) and the undersigned Participating Manufacturers to settle and resolve with
finality all Released Claims against the Participating Manufacturers and related entities as set forth
herein. This Agreement constitutes the documentation effecting this settlement with respect to each
Settling State, and is intended to and shall be binding upon each Settling State and each Participating
Manufacturer in accordance with the terms hereof.

I. RECITALS

WHEREAS, more than 40 States have commenced litigation asserting various claims for monetary,
equitable and injunctive relief against certain tobacco product manufacturers and others as defendants,
and the States that have not filed suit can potentially assert similar claims;

WHEREAS, the Settling States that have commenced litigation have sought to obtain equitable relief
and damages under state laws, including consumer protection and/or antitrust laws, in order to further
the Settling States” policies regarding public health, including policies adopted to achieve a significant
reduction in.smoking by Youth;’, .

WHEREAS, defendants have denied each and every one of the Settling States’ allegations of unlawful
conduct or wrongdoing and have asserted a number of defenses to the Settling States’ claims, which
defenses have been contested by the Settling States;

WHEREAS, the Settling States and the Participating Manufacturers are committed to reducing underage
tobacco use by discouraging such use and by preventing Youth access to Tobacco Products;

. WHEREAS, the Participating Manufacturers recognize the concern of the tobacco grower community
that it may be adversely affected by the potential reduction in tobacco consumption resulting from this
settlement, reaffirm their commitment to work cooperatively to address concerns about the potential
adverse economic impact on such community, and will, within 30 days after the MSA Execution Date,
meet with the political leadership of States with grower communities to address these economic
concerns;

WHEREAS, the undersigned Settling State officials believe that entry into this Agreement and uniform
consent decrees with the tobacco industry is necessary in order to further the Settling States’ policies
designed to reduce Youth smoking, to promote the public health and to secure monetary payments to the
Settling States; and

WHEREAS, the Settling States and the Participating Manufacturers wish to avoid the further expense,
delay, inconvenience, burden and uncertainty of continued litigation (including appeals from any
verdicts), and, therefore, have agreed to settle their respective lawsuits and potential claims pursuant to
terms which will achieve for the Settling States and their citizens significant funding for the
advancement of public health, the implémentation of important tobacco-related public health measures,
including the enforcement of the mandates and restrictions related to such measures, as well as funding
for a national Foundation dedicated to significantly reducing the use of Tobacco Products by Youth,

NOW, THEREFORE, BE IT KNOWN THAT, in consideration of the implementation of
tobacco-related health measures and the payments to be made by the Participating Manufacturers, the
release and discharge of all claims by the Settling States, and such other consideration as described
herein, the sufficiency of which is hereby acknowledged the Settling States and the Participating
Manufacturers, acting by and through their authorized agents, memorialize and agree as follows:

. II. DEFINITIONS

(a) "Account" has the meaning given in the Escrow Agreement.
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(b) "Adult” means any person or persons who are not Underage.

(¢) "Adult-Only Facility" means a facility or restricted area (Whether open-air or enclosed) where the
operator ensures or has a reasonable basis to believe (such as by checking identification as required
under state law, or by checking the identification of any person appearing to be under the age of 27) that
no Underage person is present. A facility or restricted area need not be permanently restricted to Adults
in order to constitute an Adult-Only Facility, provided that the operator ensures or has a reasonable basis
to believe that no Underage person is present during the event or time period in question,

(d) "Affiliate" means a person who directly or indirectly owns or controls, is owned or controlled by, or
1s under common ownership or control with, another person. Solely for purposes of this definition, the

terms "owns," "is owned" and "ownership"” mean ownership of an equity interest, or the equivalent
thereof, of 10 percent or more, and the term "person" means an individual, partnership, committee,

assoclation, corporation or any other organization or group of persons.

(e) "Agreement" means this Master Settlement Agreement, together with the exhibits hereto, as it may
be amended pursuant to subsection XVIII(j).

(f) "Allocable Share" means the percentage set forth for the State in question as listed in Exhibit A
hereto, without regard to any subsequent alteration or modification of such State’s percentage share
agreed to by or among any States; or, solely for the purpose of calculating payments under subsection
IX(c)(2) (and corresponding payments under subsection 1X(i)), the percentage disclosed for the State in
question pursuant to subsection IX(c)(2)(A) prior to June 30, 1999, without regard to any subsequent
alteration or modification of such State’s percentage share agreed to by or among any States.

(g) "Allocated Payment" means a particular Settling State’s Allocable Share of the sum of all of the

payments to be made by the Original Participating Manufacturers in the year in question pursuant to

subsections IX(c)(1) and IX(c)(2), as such payments have been adjusted, reduced and allocated pursuant

to clause "First" through the first sentence of clause "Fifth" of subsection IX(j), but before application of .
the other offsets and adjustments described in clauses "Sixth" through "Thirteenth" of subsection IX(j).

(h) "Bankruptcy” means, with respect to any entity, the commencement of a case or other proceeding
(whether voluntary or involuntary) seeking any of (1) liquidation, reorganization, rehabilitation,
receivership, conservatorship, or other relief with respect to such entity or its debts under any

“bankruptcy, insolvency or similar law now or hereafter in effect; (2) the appointment of a trustee,
receiver, liquidator, custodian or similar official of such entity or any substantial part of its business or
property; (3) the consent of such entity to any of the relief described in (1) above or to the appoiniment
of any official described in (2) above in any such case or other proceeding involuntarily commenced
against such entity; or (4) the entry of an order for relief as to such entity under the federal bankruptcy
laws as now or hereafter in effect. Provided, however, that an involuntary case or proceeding otherwise
within the foregoing definition shall not be a "Bankruptcy” if it is or was dismissed within 60 days of its
commencement.

(1) "Brand Name" means a brand name (alone or in conjunction with any other word), trademark, logo,
symbol, motto, selling message, recognizable pattern of colors, or any other indicia of product
identification identical or similar to, or identifiable with, those used for any domestic brand of Tobacco
Products. Provided, however, that the term "Brand Name" shall not include the corporate name of any
Tobacco Product Manufacturer that does not after the MSA Execution Date sell a brand of Tobacco
Products in the States that includes such corporate name. .

(j) "Brand Name Sponsorship" means an athletic, musical, artistic, or other social or cultural event as to

which payment is made (or other consideration is provided) in exchange for use of a Brand Name or

Names (1) as part of the name of the event or (2) to identify, advertise, or promote such event or an

entrant, participant or team in such event in any other way. Sponsorship of a single national or

multi-state series or tour {for example, NASCAR (including any number of NASCAR races)), or of one .
or more events within a single national or multi-state series or tour, or of an entrant, participant, er team

taking part in events sanctioned by a single approving organization (e.g., NASCAR or CART),

constitutes one Brand Name Sponsorship. Sponsorship of an entrant, participant, or team by a
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Participating Manufacturer using a Brand Name or Names in an event that is part of a series or tour that
is sponsored by such Participating Manufacturer or that is part of a series or tour in which any one or

. more events are sponsored by such Participating Manufacturer does not constitute a separate Brand
Name Sponsorship. Sponsorship of an entrant, participant, or team by a Participating Manufacturer using
a Brand Name or Names in any event (or series of events) not sponsored by such Participating
Manufacturer constitutes a Brand Name Sponsorshlp The term "Brand Name Sponsorship” shall not
include an event in an Adult-Only Facility.

" (k) "Business Day" means a day which is not a Saturday or Sunday or legal holiday on which banks are
authorized or required to close in New York, New York.

(1) "Cartoon" means any drawing or other depiction of an object, person, animal, creature or any similar
caricature that satisfies any of the following criteria:

(1) the use of comically exaggerated features;

(2) the attribution of human characteristics to animals, plants or other objects, or the similar
use of anthropomorphic technique; or

(3) the attribution of unnatural or extrahuman abilities, such as imperviousness to pain or
injury, X-ray vision, tunneling at very high speeds or transformation.

The term "Cartoon" includes "Joe Camel," but does not include any drawing or other depiction that on
July 1, 1998, was in use in any State in any Participating Manufacturer’s corporate logo or in any
Participating Manufacturer’s Tobacco Product packaging.

(m) "Cigarette" means any product that contains nicotine, is intended to be burned or heated under
ordinary conditions of use, and consists of or contains (1) any roll of tobacco wrapped in paper or in any

. substance not containing tobacco; or (2) tobacco, in any form, that is functional in the product, which,
because of its appearance, the type of tobacco used in the filler, or its packaging and labeling, is likely to
be offered to, or purchased by, consumers as a cigarette; or (3) any roll of tobacco wrapped in any
substance containing tobacco which, because of its appearance, the type of tobacco used in the filler, or
its packaging and labeling, is likely to be offered to, or purchased by, consumers as a cigarette described
in clause (1) of this definition. The term "Cigarette" includes "roll-your-own" (i.e., any tobacco which,
because of its appearance, type, packaging, or labeling is suitable for use and likely to be offered to, or
purchased by, consumers as tobacco for making cigarettes). Except as provided in subsections II(z) and
II{mm), 0.0325 ounces of "roll-your-own" tobacco shall constitute one individual "Cigarette."

{n) "Claims" means any and all manner of civil (i.e., non-criminal): claims, demands, actions, suits,
causes of action, damages (whenever incurred), liabilities of any nature including civil penalties and
punitive damages, as well as costs, expenses and attorneys’ fees (except as to the Original Participating
Manufacturers’ obligations under section XVII), known or unknown, suspected or unsuspected, accrued
or unaccrued, whether legal, equitable, or statutory.

(0) "Consent Decree" means a state-specific consent decree as described in subsection XII(b)(1)(B) of
this Agreement.

(p) "Court" means the respective court in each Settling State to which this Agreement and the Consent
Decree are presented for approval and/or entry as to that Settling State.

(q) "Escrow" has the meaning given in the Escrow Agreement.
. (r) "Escrow Agent" means the escrow agent under the Escrow Agreement.
(s) "Escrow Agreement” means an escrow agreement substantially in the form of Exhibit B.

(t) "Federal Tobacco Legislation Offset” means the offset described in section X.
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(u) "Final Approval" means the earlier of:

(1) the date by which State-Specific Fmallty in a sufficient number of Settling States has
occurred; or .

(2) June 30, 2000.

For the purposes of this subsection (u), "State-Specific Finality in a sufficient number of Settling States”
- means that State-Specific Finality has occurred in both:

(A) a number of Settling States equél to at least 80% of the total number of
Settling States; and

(B) Settling States having aggregate Allocable Shares equal to at least 80% of
the total aggregate Allocable Shares assigned to all Settling States.

Notwithstanding the foregoing, the Original Participating Manufacturers may, by unanimous written
agreement, waive any requirement for Final Approval set forth in subsections (A) or (B) hereof.

(v) "Foundation" means the foundation described in section VI.
(w) "Independent Auditor" means the firm described in subsection XI(b).

(x) "Inflation Adjustment” means an adjustment in accordance with the formulas for inflation
adjustments set forth in Exhibit C.

(y) "Litigating Releasing Parties Offset" means the offset described in subsection XII(b).

(z) "Market Share" means a Tobacco Product Manufacturer’s respective share (expressed as a .
percentage) of the total number of individual Cigarettes sold in the fifty United States, the District of

Columbia and Puerto Rico during the applicable calendar year, as measured by excise taxes collected by

the federal government and, in the case of sales in Puerto Rico, arbitrios de cigarillos collected by the

Puerto Rico taxing authority. For purposes of the definition and determination of "Market Share" with

respect to calculations under subsection IX(i), 0.09 ounces of "roll your own" tobacco shall constitute

one individual Cigarette; for purposes of the definition and determination of "Market Share” with respect

to all other calculations, 0.0325 ounces of "roll your own" tobacco shall constitute one individual

Cigarette.

(aa) "MSA Execution Date" means November 23, 1998.

(bb) "NAAG" means the National Association of Attorneys General, or its successor organization that is
directed by the Attorneys General to perform certain functions under this Agreement,

(cc) "Non-Participating Manufacturer” means any Tobacco Product Manufacturer that is not a
Participating Manufacturer.

(dd) "Non-Settling States Reduction" means a reduction determined by multiplying the amount to which
such reduction applies by the aggregate Allocable Shares of those States that are not Settling States on
the date 15 days before such payment is due.

(ee) "Notice Parties" means each Participating Manufacturer, each Settling State, the Escrow Agent, the
Independent Auditor and NAAG.

(ff) "NPM Adjustment” means the adjustment specified in subsection IX(d).
(gg) "NPM Adjustment Percentage” means the percentage determined pursuant to subsection 1X(d).

(hh) "Original Participating Manufacturers" means the following: Brown & Williamson Tobacco
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Corporation, Lorillard Tobacco Company, Philip Morris Incorporated and R.J. Reynolds Tobacco
Company, and the respective successors of each of the foregoing. Except as expressly provided in this
Agreement, once an entity becomes an Onginal Participating Manufacturer, such entity shall
permanently retain the status of Original Participating Manufacturer.

(i) "Outdoor Advertising" means (1) billboards, (2) signs and placards in arenas, stadiums, shopping
malls and Video Game Arcades (whether any of the foregoing are open air or enclosed) (but not
including any such sign or placard located in an Adult-Only Facility), and (3) any other advertisements

" placed (A) outdoors, or (B} on the inside surface of a window facing outward. Provided, however, that

the term "Outdoor Advertising” does not mean (1) an advertisement on the outside of a Tobacco Product
manufacturing facility; (2) an individual advertisement that does not occupy an area larger than 14
square feet (and that neither is placed in such proximity to any other such advertisement so as to create a
single "mosaic"-type advertisement larger than 14 square feet, nor functions solely as a segment of a
larger advertising unit or series), and that is placed (A) on the outside of any retail establishment that
sells Tobacco Products (other than solely through a vending machine), (B) outside (but on the property
of) any such establishment, or (C) on the inside surface of 2 window facing outward in any such
establishment; (3) an advertisement inside a retail establishment that sells Tobacco Products (other than
solely through a vending machine) that is not placed on the inside surface of a window facing outward;
or (4) an outdoor advertisement at the site of an event to be held at an Adult-Only Facility that is placed
at such site during the period the facility or enclosed area constitutes an Adult-Only Facility, but in no
event more than 14 days before the event, and that does not advertise any Tobacco Product (other than

_ by using a Brand Name to identify the event).

{3j) "Participating Manufacturer" means a Tobacco Product Manufacturer that is or becomes a signatory
to this Agreement, provided that (1) in the case of a Tobacco Product Manufacturer that is not an
Original Participating Manufacturer, such Tobacco Product Manufacturer is bound by this Agreement
and the Consent Decree (or, in any Settling State that does not permit amendment of the Consent
Decree, a consent decree containing terms identical to those set forth in the Consent Decree) in all
Settling States in which this Agreement and the Consent Decree binds Original Participating
Manufacturers (provided, however, that such Tobacco Product Manufacturer need only become bound
by the Consent Decree in those Settling States in which the Settling State has filed a Released Claim
against it), and (2) in the case of a Tobacco Product Manufacturer that signs this Agreement after the
MSA Execution Date, such Tobacco Product Manufacturer, within a reasonable period of time after
signing this Agreement, makes any payments (including interest thereon at the Prime Rate) that it would
have been obligated to make in the intervening period had it been a signatory as of the MSA Execution
Date. "Participating Manufacturer” shall also include the successor of a Participating Manufacturer.
Except as expressly provided in this Agreement, once an entity becomes a Participating Manufacturer
such entity shall permanently retain the status of Participating Manufacturer. Each Participating
Manufacturer shall regularly report its shipments of Cigarettes in or to the fifty United States, the
District of Columbia and Puerto Rico to Management Science Associates, Inc. (or a successor entity as
set forth in subsection (mm)). Solely for purposes of calculations pursuant to subsection IX(d), a
Tobacco Product Manufacturer that is not a signatory to this Agreement shall be deemed to be a
"Participating Manufacturer” if the Original Participating Manufacturers unanimously consent in
writing.

(kk) "Previously Settled States Reduction” means a reduction determined by multiplying the amount to
which such reduction applies by 12.4500000%, in the case of payments due in or prior to 2007,
12.2373756%, in the case of payments due after 2007 but before 2018; and 11.0666667%, in the case of
payments due in or after 2018.

(I) "Prime Rate" shall mean the prime rate as published from time to time by the Wal] Street Journal or,
in the event the Wall Street Journal is no longer published or no longer publishes such rate, an
equivalent successor reference rate determined by the Independent Auditor.

(mm) "Relative Market Share” means an Original Participating Manufacturer’s respective share
(expressed as a percentage) of the total number of individual Cigarettes shipped in or to the fifty United
States, the District of Columbia and Puerto Rico by all the Original Participating Manufacturers during
the calendar year immediately preceding the year in which the paymient at issue is due (regardless of
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when such payment 1s made), as measured by the Original Participating Manufacturers’ reports of

shipments of Cigarettes to Management Science Associates, Inc. (or a successor entity acceptable to

both the Original Participating Manufacturers and a majority of those Attorneys General who are both

the Attorney General of a Settling State and a member of the NAAG executive committee at the time in .
question). A Cigarette shipped by more than one Participating Manufacturer shall be deemed to have

been shipped solely by the first Participating Manufacturer to do so. For purposes of the definition and
determination of "Relative Market Share," 0.09 ounces of "roll your own" tobacco shall constitute one

individual Cigarette.

(nn) "Released Claims” means:

(1) for past conduct, acts or omissions {including any damages incurred in the future arising
from such past conduct, acts or omissions), those Claims directly or indirectly based on,
arising out of or in any way related, in whole or in part, to (A} the use, sale, distribution,
manufacture, development, advertising, marketing or health effects of, (B) the exposure to,
or (C) research, statements, or warnings regarding, Tobacco Products (including, but not
limited to, the Claims asserted in the actions identified in Exhibit D, or any comparable
Claims that were, could be or could have been asserted now or in the future in those actions
or in any comparable action in federal, state or local court brought by a Settling State or a
Releasing Party (whether or not such Settling State or Releasing Party has brought such
action)), except for claims not asserted in the actions identified in Exhibit D for outstanding
liability under existing licensing (or similar) fee laws or existing tax laws (but not excepting
claims for any tax liability of the Tobacco-Related Organizations or of any Released Party
with respect to such Tobacco-Related Organizations, which claims are covered by the
release and covenants set forth in this Agreement);

(2) for future conduct, acts or omissions, only those monetary Claims directly or indirectly

based on, arising out of or in any way related to, in whole or in part, the use of or exposure

to Tobacco Products manufactured in the ordinary course of business, including without .
limitation any future Claims for reimbursement of health care costs allegedly associated

with the use of or exposure to Tobacco Products.

(0o) "Released Parties" means all Participating Manufacturers and their past, present and future
Affiliates, 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 {(and the predecessors, heirs, executors,
administrators, successors and assigns of each of the foregoing). Provided, however, that "Released
Parties" does not include any person or entity (including, but not limited to, an Affiliate) that is itself a
Non-Participating Manufacturer at any time after the MSA Execution Date, unless such person or entity
becomes a Participating Manufacturer.

(pp) "Releasing Parties” means each Settling State and any of its past, present and future agents, officials
acting in their official capacities, legal representatives, agencies, departments, commissions and
divisions; and also means, to the full extent of the power of the signatories hereto to release past, present
and future claims, the followmg (1) any Settling State’s subdivisions (political or otherwise, including,
but not limited to, municipalities, counties, parishes, villages, unincorporated districts and hospital
districts), public entities, public instrumentalities and public educational institutions; and (2) persons or
entities acting in a parens patriae, sovereign, quasi-sovereign, private attorney general, qui tam, taxpayer,
or any other capacity, whether or not any of them participate in this settlement, (A) to the extent that any
such person or entity is seeking relief on behalf of or generally applicable to the general public in such
Settling State or the people of the State, as opposed solely to private or individual relief for separate and
distinct injuries, or (B) to the extent that any such entity (as opposed to an individual) is seeking
recovery of health-care expenses (other than premium or capitation payments for the benefit of present
or retired state employees) paid or reimbursed, directly or indirectly, by a Settling State. .

(qq) "Settling State" means any State that signs this Agreement on or before the MSA Execution Date.

Provided, however, that the term "Settling State" shall not include (1) the States of Mississippi, Florida,
Texas and Minnesota; and (2) any State as to which this Agreement has been terminated.
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(rr) "State” means any state of the United States, the District of Columbia, the Commonwealth of Puerto
Rico, Guam, the Virgin Islands, American Samoa, and the Northern Marianas.

(ss) "State-Specific Finality" means, with respect to the Settling State in question:

(1) this Agreement and the Consent Decree have been approved and entered by the Court as
to all Original Participating Manufacturers, or, in the event of an appeal from or review of a
decision of the Court to withhold its approval and entry of this Agreement and the Consent
'Decree, by the court hearing such appeal or conducting such review;

(2) entry by the Court has been made of an order dismissing with prejudice all claims
against Released Parties in the action as provided herein; and -

(3) the time for appeal or to seek review of or permission to appeal ("Appeal") from the
approval and entry as described in subsection (1)(A) hereof and entry of such order
described in subsection (1)(B) hereof has expired; or, in the event of an Appeal from such
approval and entry, the Appeal has been dismissed, or the approval and entry described in
{1)(A) hereof and the order described in subsection (1)(B) hereof have been affirmed in all
material respects by the court of last resort to which such Appeal has been taken and such
dismissal or affirmance has become no longer subject to further Appeal (including, without
limitation, review by the United States Supreme Court).

(tt) "Subsequent Participating Manufacturer" means a Tobacco Product Manufacturer (other than an
Original Participating Manufacturer) that: (1) is a Participating Manufacturer, and (2) is a signatory to
this Agreement, regardless of when such Tobacco Product Manufacturer became a signatory to this
Agreement. "Subsequent Participating Manufacturer" shall also include the successors of a Subsequent
Participating Manufacturer, Except as expressly provided in this Agreement, once an entity becomes a

. Subsequent Participating Manufacturer such entity shall permanently retain the status of Subsequent
Participating Manufacturer, unless it agrees to assume the obligations of an Original Part101pat1ng
Manufacturer as provided in subsection XVII(c).

(uu) "Tobacco Product Manufacturer" means an entity that after the MSA Execution Date directly (and
not exclusively through any Affiliate):

(1) manufactures Cigarettes anywhere that such manufacturer intends to be sold n the
States, including Cigarettes intended.to be sold in the States through an importer (except
where such importer is an Original Participating Manufacturer that will be responsible for
the payments under this Agreement with respect to such Cigarettes as a result of the
provisions of subsections II(mm) and that pays the taxes specified in subsection II(z) on
such Cigarettes, and provided that the manufacturer of such Cigarettes does not market or
advertise such Cigarettes in the States); '

(2) is the first purchaser anywhere for resale in the States of Cigarettes manufactured
anywhere that the manufacturer does not intend to be sold in the States; or

(3) becomes a successor of an entity described in subsection (1) or (2) above.

The term "Tobacco Product Manufacturer” shall not include an Affiliate of a Tobacco Product
Manufacturer unless such Affiliate itself falls within any of subsections (1) - (3) above.

{vv) "Tobacco Products" means Cigarettes and smokeless tobacco products.

. (ww) "Tobacco-Related Organizations" means the Council for Tobacco Research-U.S.A,, Inc., The
Tobacco Institute, Inc. ("TI"), and the Center for Indoor Air Research, Inc. ("CIAR") and the successors,
if any, of TI or CIAR.

(xx) "Transit Advertisements" means advertising on or within private or public vehicles and all
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advertisements placed at, on or within any bus stop, taxi stand, transportation waiting area, train station,

airport or any similar location. Notwithstanding the foregoing, the term "Transit Advertisements” does

not include (1) any advertisement placed in, on or outside the premises of any retail establishment that

sells Tobacco Products (other than solely through a vending machine) {except if such individual .
advertisement (A) occupies an area larger than 14 square feet; (B) is placed in such proximity to any

other such advertisement so as to create a single "mosaic”-type advertisement larger than 14 square feet;

or (C) functions solely as a segment of a larger advertising unit or series); or (2) advertising at the site of

an event to be held at an Adult-Only Facility that is placed at such site during the period the facility or

enclosed area constitutes an Aduit-Only Facility, but in no event more than 14 days before the event, and

that does not advertise any Tobacco Product (other than by using a Brand Name to identify the event).

(yy) "Underage" means younger than the minimum age at which it is legal to purchase or possess
(whichever minimum age is older) Cigarettes in the applicable Settling State.

(zz) "Video Game Arcade" means an entertainment establishment primarily consisting of video games
(other than video games intended primarily for use by persons 18 years of age or older) and/or pinbali
machines.

(aaa) "Volume Adjustment” means an upward or downward adjustment in accordance with the formula
for volume adjustments set forth in Exhibit E.

(bbb) "Youth" means any person or persons under 18 years of age.
III. PERMANENT RELIEF

(a) Prohibition on Youth Targeting. No Participating Manufacturer may take any action, directly or

indirectly, to target Youth within any Settling State in the advertising, promotion or marketing of

Tobacco Products, or take any action the primary purpose of which is to initiate, maintain or increase the
incidence of Youth smoking within any Settling State. .

(b) Ban on Use of Cartoons. Beginning 180 days after the MSA Execution Date, no Participating
Manufacturer may use or cause to be used any Cartoon in the advertising, promoting, packaging or
labeling of Tobacco Products.

(¢) Limitation of Tobacco Brand Name Sponsorships.

(1) Prohibited Sponsorships. After the MSA Execution Date, no Participating Manufacturer
may engage in any Brand Name Sponsorship in any State consisting of:

(A) concerts; or

(B) events in which the intended audience is comprised of a significant
percentage of Youth; or

(C) events in which any paid participants or contestants are Youth; or

(D) any athletic event between opposing teams in any football, basketball,
baseball, soccer or hockey league.

(2) Limited Sponsorships.

(A) No Participating Manufacturer may engage in more than one Brand Name
Sponsorship in the States in any twelve-month period (such period measured

from the date of the initial sponsored event). .
(B) Provided, however, that

(i) nothing contained in subsection (2){(A) above shall require a
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Participating Manufacturer to breach or terminate any sponsorship
contract in existence as of August 1, 1998 (until the earlier of (x)

. ; the current term of any existing contract, without regard to any
renewal or option that may be exercised by such Participating
Manufacturer or (y) three years after the MSA Execution Date),
and

(11) notwithstanding subsection (1)(A) above, Brown &
Williamson Tobacco Corporation may sponsor either the GPC
country music festival or the Kool jazz festival as its one annual
Brand Name Sponsorship permitted pursuant to subsection (2)(A)
as well as one Brand Name SpOI‘lSOI‘Shlp permitted pursuant to
subsection (2)(B)(i).

(3) Related Sponsorship Restrictions. With respect to any Brand Name Sponsorshlp
permitted under this subsection (c):

(A) advertising of the Brand Name Sponsorship event shall not advertise any
Tobacco Product (other than by using the Brand Name to identify such Brand
Name Sponsorship event);

(B) no Participating Manufacturer may refer to a Brand Name Sponsorship
event or to a celebrity or other person In such an event in its advertising of a
Tobacco Product;

(C) nothing contained in the provisions of subsection Ll(¢) of this Agreement
shall apply to actions taken by any Participating Manufacturer in connection
with a Brand Name Sponsorship permitted pursuant to the provisions of

. subsections (2)(A) and (2)(B)(i); the Brand Name Sponsorship permitted by
subsection (2)(B)(ii) shall be subject to the restrictions of subsection ITI(e)
except that such restrictions shall not prohibit use of the Brand Name to
1dcnt1fy the Brand Name Sponsorship;

A. nothing contained in the provisions of subsectlons I1I(f) and 11I{1)
shall apply to apparel or other merchandise: (i) marketed,
distributed, offered, sold, or licensed at the site of a Brand Name
Sponsorship permitted pursuant to subsections (2)(A) or (2)(B)(i)
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 (11) used at the site of a Brand
Name Sponsorship permitted pursuant to subsection (2)(A) or ;
(2)(B)(1) (during such event) that are not distributed (by sale or
otherwise) to any member of the general public; and

(E) nothing contained in the provisions of subsection III(d) shall: (i) apply to
the use of a Brand Name on a vehicle used in a Brand Name Sponsorship; or
(i) apply to Outdoor Advertising advertising the Brand Name Sponsorship, to
the extent that such Qutdoor Advertising is placed at the site of a Brand Name
‘ Sponsorship no more than 90 days before the start of the initial sponsored
. ‘ ‘ event, is removed within 10 days after the end of the last sponsored event, and
is not prohibited by subsection (3)(A} above.

{4) Corporate Name Sponsorships. Nothing'in this Subsec’tion (c) shall prevent a
Participating Manufacturer from sponsoring or causing to be sponsored any athletic,
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musical, artistic, or other social or cultural event, or any entrant, participant or team in such

event (or series of events) in the name of the corporation which manufactures Tobacco

Products, provided that the corporate name does not include any Brand Name of domestic .
Tobacco Products.

(5) Naming Rights Prohibition. No Participating Manufacturer may enter into any
agreement for the naming rights of any stadium or arena located within a Settling State
using a Brand Name, and shall not otherwise cause a stadium or arena located within a
Settling State to be named with a Brand Name.

(6) Prohibition on Sponsoring Teams and Leagues. No Participating Manufacturer may
enter into any agreement pursuant to which payment is made (or other consideration is
provided) by such Participating Manufacturer to any football, basketball, baseball, soccer or
hockey league (or any team involved in any such league) in exchange for use of a Brand
Name.

{d) Elimination of Outdoor Advertising and Transit Advertisements. Each Participating Manufacturer
shall discontinue Outdoor Advertising and Transit Advertisements advertising Tobacco Products within
the Settling States as set forth herein.

10 0f 133

(1) Removal. Except as otherwise provided in this section, each Participating Manufacturer
shall remove from within the Settling States within 150 days after the MSA Execution Date
all of its (A) billboards (to the extent that such billboards constitute Outdoor Advertising)
advertising Tobacco Products; (B) signs and placards (to the extent that such signs and
placards constitute Outdoor Advertising) advertising Tobacco Products in arenas, stadiums,
shopping malls and Video Game Arcades; and {C) Transit Advertisements advertising
Tobacco Products.

(2) Prohibition on New Qutdoor Advertising and Transit Advertisements. No Participating .
Manufacturer may, after the MSA Execution Date, place or cause to be placed any new

Outdoor Advertising advertising Tobacco Products or new Transit Advertisements
advertising Tobacco Products within any Settling State.

(3) Alternative Advertising. With respect to those billboards required to be removed under
subsection (1) that are leased (as opposed to owned) by any Participating Manufacturer, the
Participating Manufacturer will allow the Attomey General of the Settling State within
which such billboards are located to substitute, at the Settling State’s option, alternative
advertising intended to discourage the use of Tobacco Products by Youth and their exposure
to second-hand smoke for the remaining term of the applicable contract (without regard to
any renewal or option term that may be exercised by such Participating Manufacturer). The
Participating Manufacturer will bear the cost of the lease through the end of such remaining
term. Any other costs associated with such alternative advertising will be borne by the
Settling State.

(4) Ban on Agreements Inhibiting Anti-Tobacco Advertising. Each Participating
Manufacturer agrees that it will not enter into any agreement that prohibits a third party
from selling, purchasing or displaying advertising discouraging the use of Tobacco Products
or exposure to second-hand smoke. In the event and to the extent that any Participating
Manufacturer has entered into an agreement containing any such prohibition, such
Participating Manufacturer agrees to waive such prohibition in such agreement.

(5) Designation of Contact Person. Each Participating Manufacturer that has Qutdoor

Advertismg or Transit Advertisements advertising Tobacco Products within a Settling State

shall, within 10 days after the MSA Execution Date, provide the Attorney General of such .
Settling State with the name of a contact person to whom the Settling State may direct

inquiries during the time such Outdoor Advertising and Transit Advertisements are being
eliminated, and from whom the Settling State may obtain periodic reports as to the progress

of their elimination.
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(6) Adult-Only Facilities. To the extent that any advertisement advertising Tobacco

. Products located within an Aduit-Only Facility constitutes Outdoor Advertising or a Transit
Advertisement, this subsection (d) shall not apply to such advertisement, provided such
advertisement is not visible to persons outside such Adult-Only Facility.

() Prohibition on Payments Related to Tobacco Products and Media. No Participating Manufacturer
may, beginning 30 days after the MSA Execution Date, make, or cause to be made, any payment or

~ other consideration to any other person or entity to use, display, make reference to or use as a prop any
Tobacco Product, Tobacco Product package, advertisement for a Tobacco Product, or any other item
bearing a Brand Name in any motion picture, television show, theatrical production or other live
performance, live or recorded performance of music, commercial film or video, or video game
("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; or (3)
instructional Media concerning non-conventional cigarettes viewed only by or provided only to smokers
who are Adults.

(f) Ban on Tobacco Brand Name Merchandise. Beginning July 1, 1999, no Participating Manufacturer
may, within any Settling State, market, distribute, offer, sell, license or cause to be marketed, distributed,
offered, sold or licensed (including, without limitation, by catalogue or direct mail), any apparel or other
merchandise (other than Tobacco Products, items the sole function of which is to advertise Tobacco
Products, or written or electronic publications) which bears a Brand Name. Provided, however, that
nothing in this subsection 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 retnieve, 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; or (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.

(g) Ban on Youth Access to Free Samples. After the MSA Execution Date, no Participating
Manufacturer may, within any Settling State, distribute or cause to be distributed any free samples of
Tobacco Products except in an Adult-Only Facility. For purposes of this Agreement, 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. -

(h) Ban on Gifts to Underage Persons Based on Proofs of Purchase. Beginning one year after the MSA
Execution Date, no Participating Manufacturer may provide or cause to be provided to any person
without sufficient proof that such person is an Adult any item in exchange for the purchase of Tobacco
Products, or the furnishing of credits, proofs-of-purchase, or coupons with respect to such a purchase.
For purposes of the preceding sentence only, (1) a driver’s license or other government-issued
identification (or legible photocopy thereof), the validity of which is certified by the person to whom the
item is provided, shall by itself be deemed to be a sufficient form of proof of age; and (2) in the case of
items provided (or to be redeemed) at retail establishments, a Participating Manufacturer shall be
entitled to rely on verification of proof of age by the retailer, where such retailer is required to obtain
. verification under applicable federal, state or local law.

(1) Limitation on Third-Party Use of Brand Names. After the MSA Execution Date, no Participating
Manufacturer may license or otherwise expressly authorize any third party to use or advertise within any
Settling State any Brand Name in a manner prohibited by this Agreement if done by such Participating
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Manufacturer itself. Each Participating Manufacturer shall, within 10 days after the MSA Execution
Date, designate a person (and provide written notice to NAAG of such designation) to whom the
Attorney General of any Settling State may provide written notice of any such third-party activity that
would be prohibited by this Agreement if done by such Participating Manufacturer itself. Following .
such written notice, the Participating Manufacturer will promptly take commercially reasonable steps
against any such non-de minimis third-party activity. Provided, however, that nothing in this subsection
shall require any Participating Manufacturer to (1) breach or terminate any licensing agreement or other
contract in existence as of July 1, 1998 (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); or (2) 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.

(j) Ban on Non-Tobacco Brand Names. No Participating Manufacturer may, pursuant to any agreement
requiring the payment of money or other valuable consideration, use or cause to be used as a brand name
of any Tobacco Product any nationally recognized or nationally established brand name or trade name of
any non-tobacco item or service or any nationally recogmzed 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
subsection, the term "other valuable consideration" shall not include an agreement between two entities
who enter into such agreement for the sole purpose of avoiding infringement claims.

(k) Minimum Pack Size of Twenty Cigarettes. No Participating Manufacturer may, beginning 60 days
after the MSA Execution Date and through and including December 31, 2001, manufacture or cause to
be manufactured for sale in any Settling State any pack or other container of Cigarettes containing fewer
than 20 Cigarettes (or, in the case of roll-your-own tobacco, any package of roll-your-own tobacco
containing less than 0.60 ounces of tobacco). No Participating Manufacturer may, beginning 150 days
after the MSA Execution Date and through and including December 31, 2001, sel! or distribute in any
Settling State any pack or other container of Cigarettes containing fewer than 20 Cigarettes (or, in the .
case of roll-your-own tobacco, any package of roll-your-own tobacco containing less than 0.60 ounces
of tobacco). Each Participating Manufacturer further agrees that following the MSA Execution Date it
shall not oppose, or cause to be opposed (including through any third party or Affiliate), the passage by
any Settling State of any legislative proposal or administrative rule applicable to all Tobacco Product
Manufacturers and ali retailers of Tobacco Products prohibiting the manufacture and sale of 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).

(1) Corporate Culture Commitments Related to Youth Access and Consumption. Beginning 180 days
after the MSA Execution Date each Participating Manufacturer shall:

1. promulgate or reaffirm corporate principles that express and explain its
commitment to comply with the provisions of this Agreement and the reduction
of use of Tobacco Products by Youth, and clearly and regularly communicate
to its employees and customers its commitment to assist in the reduction of
Youth use of Tobacco Products;

2. designate an executive level manager (and provide written notice to NAAG of
such designation) to identify methods to reduce Youth access to, and the
incidence of Youth consumption of, Tobacco Products; and

3. encourage its employees to identify additional methods to reduce Youth access
to, and the incidence of Youth consumption of, Tobacco Products.

(m) Limitations on Lobbying. Following State-Specific Finality in a Settling State:

1. No Participating Manufacturer may oppose, or cause to be opposed (including -
through any third party or Affiliate), the passage by such Settling State (or any .
political subdivision thereof) of those state or local legislative proposals or
administrative rules described in Exhibit F hereto intended by their terms to
reduce Youth access to, and the incidence of Youth consumption of, Tobacco
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Products. Provided, however, that the foregoing does not prohibit any
Participating Manufacturer from (A) challenging enforcement of, or suing for
declaratory or injunctive relief with respect to, any such legislation or rule on
any grounds; (B) continuing, after State-Specific Finality in such Settling State,
to oppose or cause to be opposed, the passage during the legislative session in
which State-Specific Finality in such Settling State occurs of any specific state
or local legislative proposals or administrative rules introduced prior to the time
of State-Specific Finality in such Settling State; (C) opposing, or causing to be
opposed, any excise tax or income tax provision or user fee or other payments
relating to Tobacco Products or Tobacco Product Manufacturers; or

(D) opposing, or causing to be opposed, any state or local legislative proposal
or administrative rule that also includes measures other than those described in
Exhibit F. ‘

. Each Participating Manufacturer shall require all of its officers and employees

engaged in lobbying activities in such Settling State after State-Specific
Finality, contract lobbyists engaged in lobbying-activities in such Settling State
after State-Specific Finality, and any other third parties who engage in lobbying
activities in such Settling State after State-Specific Finality on behalf of such
Participating Manufacturer ("lobbyist" and "lobbying activities" having the
meaning such terms have under the law of the Settling State in question) to
certify in writing to the Participating Manufacturer that they:

(A) will not support or oppose any state, local or federal legislation, or seek or
oppose any governmental action, on behalf of the Participating Manufacturer
without the Participating Manufacturer’s express authorization (except where
such advance express authorization is not reasonably practicable);

(B) are aware of and will fully comply with this Agreement and all laws and
regulations applicable to their lobbying activities, including, without limitation,
those related to disclosure of financial contributions. Provided, however, that if
the Settling State in question has in existence no laws or regulations relating to
disclosure of financial contributions regarding lobbying activities, then each
Participating Manufacturer shall, upon request of the Attorney General of such
Settling State, disclose to such Attorney General any payment to a lobbyist that
the Participating Manufacturer knows or has reason to know will be used to
influence legislative or administrative actions of the state or local government
relating to Tobacco Products or their use. Disclosures made pursuant to the
preceding sentence shall be filed in writing with the Office of the Attorney
General on the first day of February and the first day of August of each year for
any and all payments made during the six month period ending on the last day
of the preceding December and June, respectively, with the following
information: (1) the name, address, telephone number and e-mail address (if
any) of the recipient; (2) the amount of each payment; and (3) the aggregate
amount of all payments described in this subsection (2)(B) to the recipient in
the calendar yéar; and

(C) have reviewed and will fully abide by the Participating Manufacturer’s
corporate principles promulgated pursuant to this Agreement when acting on
behalf of the Participating Manufacturer.

. No Participating Manufacturer may support or cause to be supported (including

through any third party or Affiliate) in Congress or any other forum legislation
or rules that would preempt, override, abrogate or diminish such Settling
State’s rights or recoveries under this Agreement. Except as specifically
provided in this Agreement, nothing herein shall be deemed to restrain any
Settling State or Participating Manufacturer from advocating terms of any
national settlement or taking any other positions on issues relating to tobacco.
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(n) Restriction on Advocacy Concerning Settlement Proceeds. After the MSA Execution Date, no

Participating Manufacturer may support or cause to be supported (including through any third party or

Affiliate) the diversion of any proceeds of this settlement to any program or use that is neither

tobacco-related nor health-related in connection with the approval of this Agreement or in any .
subsequent legislative appropriation of settlement proceeds.

(o) Dissolution of The Tobacco Institute, Inc., the Council for Tobacco Research-U.S.A., Inc. and the
Center for Indoor Air Research, Inc.

(1) The Council for Tobacco Research-U.S.A_, Inc. ("CTR") (a not-for-profit corporation
formed under the laws of the State of New York) shall, pursuant to the plan of dissolution
previously negotiated and agreed to between the Attorney General of the State of New York
and CTR, cease all operations and be dissolved in accordance with the laws of the State of
New York (and with the preservation of all applicable privileges held by any member
company of CTR).

{2) The Tobacco Institute, Inc. ("TI") (a not-for-profit corporation formed under the laws of
the State of New York) shall, pursuant to a plan of dissolution to be negotiated by the
Attorney General of the State of New York and the Original Participating Manufacturers in
accordance with Exhibit G hereto, cease all operations and be dissolved in accordance with
the laws of the State of New York and under the authority of the Attorney General of the
State of New York (and with the preservation of all applicable privileges held by any
member company of TT).

(3) Within 45 days after Final Approval, the Center for Indoor Air Research, Inc. ("CIAR")
shall cease all operations and be dissolved in a manner consistent with applicable law and
with the preservation of all applicable privileges (including, without limitation, privileges
held by any member company of CIAR).

(4) The Participating Manufacturers shall direct the Tobacco-Related Organizations to .
preserve all records that relate in any way to issues raised in smoking-related health

litigation.

(5) The Participating Manufacturers may not reconstitute CTR or its function in any form.

(6) The Participating Manufacturers represent that they have the authority to and will
effectuate subsections (1) through (5) hereof.

(p) Regulation and Oversight of New Tobacco-Related Trade Associations.

(1) A Participating Manufacturer may form or participate in new tobacco-related trade
associations (subject to all applicable laws), provided such associations agree in writing not
to act in any manner contrary to any provision of this Agreement. Each Participating
Manufacturer agrees that if any new tobacco-related trade association fails o so agree, such
Participating Manufacturer will not participate in or support such association.

(2) Any tobacco-related trade association that is formed or controlled by one or more of the
Participating Manufacturers after the MSA Execution Date shall adopt by-laws governing
the association’s procedures and the activities of its members, board, employees, agents and
other representatives with respect to the tobacco-related trade association. Such by-laws
shall include, among other things, provisions that:
(A) each officer of the association shall be appointed by the board of the
association, shall be an employee of such association, and during such officer’s
term shall not be a director of or employed by any member of the association or .
by an Affiliate of any member of the association;

(B) legal counsel for the association shall be independent, and neither counsel
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nor any member or employee of counsel’s law firm shall serve as legal counsel
to any member of the association or to a manufacturer of Tobacco Products that

. is an Affiliate of any member of the association during the time that it is
serving as legal counsel to the association; and

(C) minutes describing the substance of the meetings of the board of directors
of the association shall be prepared and shall be maintained by the association
for a pertod of at least five years following their preparation.

(3) Without limitation on whatever other rights to access they may be permitted by law, for
a period of seven years from the date any new tobacco-related trade association is formed by
any of the Participating Manufacturers after the MSA Execution Date the antitrust
authorities of any Settling State may, for the purpose of enforcing this Agreement, upon
reasonable cause to believe that a violation of this Agreement has occurred, and upon
reasonable prior written notice (but in no event less than 10 Business Days):

(A) have access during regular office hours to inspect and copy all relevant
non-privileged, non-work-product books, records, meeting agenda and minutes,
and other documents (whether in hard copy form or stored electronically) of
such association insofar as they pertain to such believed violation; and

(B) interview the association’s directors, officers and employees (who shall be
entitled to have counsel present) with respect to relevant, non-privileged,
non-work-product matters pertaining to such believed violation.

Documents and information provided to Settling State antitrust authorities shall be kept confidential by
and among such authorities, and shall be utilized only by the Settling States and only for the purpose of
enforcing this Agreement or the criminal law. The inspection and discovery rights provided to the

. Settling States pursuant to this subsection shall be coordinated so as to avoid repetitive and excessive
inspection and discovery. '

(q) Prohibition on Agreements to Suppress Research. No Participating Manufacturer may enter 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 this subsection 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.

(r} Prohibition on Material Misrepresentations. No Participating Manufacturer may make any material
misrepresentation of fact regarding the health consequences of using any Tobacco Product, including
any tobacco additives, filters, paper or other ingredients. Nothing in this subsection shall limit the
exercise of any First Amendment right or the assertion of any defense or position in any judicial,
legislative or regulatory forum.

IV. PUBLIC ACCESS TO DOCUMENTS

(a) After the MSA Execution Date, the Original Participating Manufacturers and the Tobacco-Related
Organizations will support an application for the dissolution of any protective orders entered in each
. Settling State’s lawsuit identified in Exhibit D with respect only to those documents, indices and
privilege logs that have been produced as of the MSA Execution Date to such Settling State and (1) as to
which defendants have made no claim, or have withdrawn any claim, of attorney-client privilege,
attorney work-product protection, common interest/joint defense privilege (collectively, "privilege"),
trade-secret protection, or confidential or proprietary business information; and (2) that are not
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inappropriate for public disclosure because of personal privacy interests or contractual rights of third
parties that may not be abrogated by the Original Participating Manufacturers or the Tobacco-Related
Organizations.

(b) Notwithstanding State-Specific Finality, if any order, ruling or recommendation was issued prior to
September 17, 1998 rejecting a claim of privilege or trade-secret protection with respect to any
document or documents in a lawsuit identified in Exhibit D, the Settling State in which such order,
ruling or recommendation was made may, no later than 45 days after the occurrence of State-Specific
Finality in such Settling State, seek public disclosure of such document or documents by application to
the court that issued such order, ruling or recommendation and the court shall retain junisdiction for such
purposes. The Original Participating Manufacturers and Tobacco-Related Organizations do not consent
to, and may object to, appeal from or otherwise oppose any such application for disclosure. The Original
Participating Manufacturers and Tobacco-Related Organizations will not assert that the settlement of
such lawsuit has divested the court of jurisdiction or that such Settling State lacks standing to seek
public disclosure on any applicable ground.

(¢) The Original Participating Manufacturers will maintain at their expense their Internet document
websites accessible through "TobaccoResolution.com"” or a similar website until June 30, 2010. The
Original Partictpating Manufacturers will maintain the documents that currently appear on their
respective websites and will add additional documents to their websites as provided in this section IV.

(d) Within 180 days after the MSA Execution Date, each Original Participating Manufacturer and
Tobacco-Related Organization will place on its website copies of the following documents, except as
provided in subsections IV(e) and IV(f) below:

(1) all documents produced by such Original Participating Manufacturer or
Tobacco-Related Organization as of the MSA Execution Date in any action identified in
Exhibit D or any action identified in section 2 of Exhibit H that was filed by an Attorney
General. Among these documents, each Original Participating Manufacturer and .
Tobacco-Related Organization will give the highest priority to (A) the documents that were
listed by the State of Washington as trial exhibits in the State of Washington v. American
Tobacco Co., et al., No. 96-2-15056-8 SEA (Wash. Super. Ct., County of King); and (B) the
documents as to which such Original Participating Manufacturer or Tobacco-Related
Organization withdrew any claim of privilege as a result of the re-examination of privilege
claims pursuant to court order in State of Oklahoma v. R.J. Reynolds Tobacco Company, et
al., CJ-96-2499-L (Dist. Ct., Cleveland County);

(2) all documents that can be identified as having been produced by, and copies of
transcripts of depositions given by, such Original Participating Manufacturer or
Tobacco-Related Organization as of the MSA Execution Date in the litigation matters
specified in section 1 of Exhibit H; and

(3) all documents produced by such Original Participating Manufacturer or
Tobacco-Related Organization as of the MSA Execution Date and listed by the plaintiffs as
trial exhibits in the litigation matters specified in section 2 of Exhibit H.

(e) Unless copies of such documents are already on its website, each Original Participating Manufacturer
and Tobacco-Related Organization will place on its website copies of documents produced in any
production of documents that takes place on or after the date 30 days before the MSA Execution Date in
any federal or state court civil action concerning smoking and health. Copies of any documents required
to be placed on a website pursuant to this subsection will be placed on such website within the later of
45 days after the MSA Execution Date or within 45 days after the production of such documents in any
federal or state court action concerning smoking and health. This obligation will continue until June 30,
2010. In placing such newly produced documents on its website, each Original Participating
Manufacturer or Tobacco-Related Organization will identify, as part of its index to be created pursuant .
to subsection IV(h), the action in which it produced such documents and the date on which such
documents were added to its website.

16 of 133 11/22/98 3:17 PM



msa.ts http://www.naag.org/settle. htm

(f) Nothing in this section IV shall require any Original Participating Manufacturer or Tobacco-Related
Organization to place on its website or otherwise disclose documents that: (1) it continues to claim to be

. privileged, a trade secret, confidential or proprietary business information, or that contain other
information not appropriate for public disclosure because of personal privacy interests or contractual
rights of third parties; or (2) continue to be subject to any protective order, sealing order or other order or
ruling that prevents or limits a litigant from disclosing such documents.

(g) Oversized or multimedia records will not be required to be placed on the Website, but each Original

~ Participating Manufacturers and Tobacco-Related Organizations will make any such records available to
the public by placing copies of them in the document depository established in The State of Minnesota,
et al. v. Philip MorTis Incorporated et al., C1-94-8565 (County of Ramsey, District Court, 2d Judicial
Cir.).

(h) Each Original Participating Manufacturer will establish an index and other features to improve
searchable access to the document images on its website, as set forth in Exhibit I.

(i) Within 90 days after the MSA Execution Date, the Original Participating Manufacturers will furnish
NAAG with a project plan for completing the Original Participating Manufacturers’ obligations under
subsection IV (h) with respect to documents currently on their websites and documents being placed on
their websites pursuant to subsection [V(d). NAAG may engage a computer consultant at the Original
Participating Manufacturers’ expense for a period not to exceed two years and at a cost not to exceed
$100,000. NAAG’s computer consultant may review such plan and make recommendations consistent
with this Agreement. In addition, within 120 days after the completion of the Original Participating
Manufacturers’ obligations under subsection IV(d), NAAG’s computer consultant may make final
recommendations with respect to the websites consistent with this Agreement. In preparing these
recommendations, NAAG’s computer consultant may seek input from Settlmg State officials, public
health organizations and other users of the websites.

. () The expenses incurred pursuant to subsection IV(i), and the expenses related to documents of the
Tobacco-Related Organizations, will be severally shared among the Original Participating
Manufacturers (allocated among them according to their Relative Market Shares). All other expenses
incurred under this section will be borne by the Original Participating Manufacturer that incurs such
expense,

V. TOBACCO CONTROL AND UNDERAGE USE LAWS

Each Participating Manufacturer agrees that following State-Specific Finality in a Settling State it will
not initiate, or cause to be initiated, a facial challenge against the enforceability or constitutionality of
such Settling State’s (or such Settling State’s political subdivisions®) statutes, ordinances and
administrative rules relating to tobacco control enacted prior to June 1, 1998 (other than a statute,
ordinance or rule challenged in any lawsuit listed.in Exhibit M).

VI. ESTABLISHMENT OF A NATIONAL FOUNDATION

(a) Foundation Purposes. The Settling States believe that a comprehensive, coordinated program of
public education and study is important to further the remedial goals of this Agreement. Accordingly, as
part of the settlement of claims described herein, the payments specified in subsections VI(b), VI(c), and
[X(e) shall be made to a charitable foundation, trust or similar organization (the "Foundation") and/or to
a program to be operated within the Foundation (the "National Public Education Fund"). The purposes
of the Foundation will be to support (1) the study of and programs to reduce Youth Tobacco Product
usage and Youth substance abuse in the States, and (2) the study of and educational programs to prevent
diseases associated with the use of Tobacco Products in the States.

. (b) Base Foundation Payments. On March 31, 1999, and on March 31 of each subsequent year for a
period of nine years thereafter, each Original Partlclpatmg Manufacturer shall severally pay its Relative
Market Share of $25,000,000 to fund the Foundation. The payments to be made by each of the Original
Participating Manufacturers pursuant to this subsection (b} shall be subject to no adjustments,
reductions, or offsets, and shall be paid to the Escrow Agent (to be credited to the Subsection Vi(b)
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Account), who shall disburse such payments to the Foundation only upon the occurrence of
State-Specific Finality in at least one Settling State.

(c) National Public Education Fund Payments. .

(1) Each Original Participating Manufacturer shall severally pay its Relative Market Share
of the following base amounts on the following dates to the Escrow Agent for the benefit of
the Foundation’s National Public Education Fund to be used for the purposes and as
described in subsections VI(f)(1), VI(g) and VI(h) below: $250,000,000 on March 31, 1999;
$300,000,000 on March 31, 2000; $300,000,000 on March 31, 2001; $300,000,000 on
March 31, 2002; and $300,000,000 on March 31, 2003, as such amounts are modified in
accordance with this subsection (c). The payment due on March 31, 1999 pursuant to this
subsection (c)(1) is to be credited to the Subsection (¢) Account (First). The payments due
on or after March 31, 2000 pursuant to this subsection VI(c)(1) are to be credited to the
Subsection VI(c) Account (Subsequent).

(2) The payments to be made by the Original Participating Manufacturers pursuant to this
subsection (¢), other than the payment due on March 31, 1999, shall be subject to the
Inflation Adjustment, the Volume Adjustment and the offset for miscalculated or disputed
payments described in subsection XI(i).

(3) The payment made pursuant to this subsection (¢) on March 31, 1999 shall be disbursed
by the Escrow Agent to the Foundation only upon the occurrence of State-Specific Finality
in at least one Settling State. Each remaining payment pursuant to this subsection (¢) shall
be disbursed by the Escrow Agent to the Foundation only when State-Specific Finality has
occurred in Settling States having aggregate Allocable Shares equal to at least 80% of the
total aggregate Allocable Shares assigned to all States that were Settling States as of the
MSA Execution Date.

(4) In addition to the payments made pursuant to this subsection (c), the National Public .
Education Fund will be funded (A) in accordance with subsection IX(e), and (B) through

monies contributed by other entities directly to the Foundation and designated for the

National Public Education Fund ("National Public Education Fund Contributions™).

(5) The payments made by the Original Participating Manufacturers pursuant to this

subsection (c) and/or subsection IX(e) and monies received from all National Public

Education Fund Contributions will be deposited and invested in accordance with the laws of
' the state of incorporation of the Foundation.

(d) Creation and Organization of the Foundation. NAAG, through its executive committee, will provide
for the creation of the Foundation. The Foundation shall be organized exclusively for charitable,
scientific, and educational purposes within.the meaning of Internal Revenue Code section 501(c)(3). The
organizational documents of the Foundation shall specifically incorporate the provisions of this
Agreement relating to the Foundation, and will provide for payment of the Foundation’s administrative
expenses from the funds paid pursuant to subsection VI(b) or VI(c). The Foundation shall be governed
by a board of directors. The board of directors shall be comprised of eleven directors. NAAG, the
National Governors’ Association ("NGA"), and the National Conference of State Legislatures ("NCSL")
shall each select from its membership two directors. These six directors shall select the five additional
directors. One of these five additional directors shall have expertise in public health issues. Four of these
five additional directors shall have expertise in medical, child psychology, or public health disciplines.
The board of directors shall be nationally geographically diverse.

" (e) Foundation Affiliation. The Foundation shall be formally affiliated with an educational or medical
institution selected by the board of directors. .

(f) Foundation Functions. The functions of the Foundation shall be:

(1) carrying out a nationwide sustained advertising and education program to (A) counter
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the use by Youth of Tobacco Products, and (B) educate consumers about the cause and
prevention of diseases associated with the use of Tobacco Products;

. ' (2) developing and disseminating model advertising and education programs to counter the
use by Youth of substances that are unlawful for use or purchase by Youth, with an
emphasis on reducing Youth smoking; monitoring and testing the effectiveness of such
model programs; and, based on the information received from such monitoring and testing,
continuing to develop and disseminate revised versions of such model programs, as
appropriate; :

(3) developing and disseminating model classroom education programs and curriculum
ideas about smoking and substance abuse in the K-12 school system, including specific
target programs for special at-risk populations; monitoring and testing the effectiveness of
such model programs and ideas; and, based on the information received from such
monitoring and testing, continuing to develop and disseminate revised vers1ons of such
model programs or ideas, as appropriate;

(4) developing and disseminating criteria for effective cessation programs; monitoring and
testing the effectiveness of such criteria; and continuing to develop and disseminate revised
versions of such criteria, as appropriate;

(5) commissioning studies, funding research, and publishing reports on factors that
influence Youth smoking and substance abuse and developing strategies to address the
conclusions of such studies and research;

(6) developing other innovative Youth smoking and substance abuse prevention programs;
. (7) providing targeted training and information for parents;

(8) maintaining a library open to the public of Foundation-funded studies, reports and other
publications related to the cause and prevention of Youth smoking and substance abuse;

(9) tracking and monitoring Youth smoking and substance abuse, with a focus on the
reasons for any intreases or failures to decrease Youth smoking and substance abuse and
what actions can be taken to reduce Youth smoking and substance abuse;

(10) receiving, controlhng, and managing contributions from other entities to further the
purposes described in this Agreement; and :

(11) receiving, controlling, and managing such funds paid by the Participating
Manufacturers pursuant to subsections VI(b) and VI(c) above.

(g) Foundation Grant-Making. The Foundation is authorized to make grants from the National Public
Education Fund to Setthing States and their political subdivisions to carry out sustained advertising and
education programs to (1) counter the use by Youth of Tobacco Products, and (2) educate consumers
about the cause and prevention of diseases associated with the use of Tobacco Products. In making such
grants, the Foundation shall consider whether the Settling State or political subdivision applying for
such grant:

(1) demonstrates the extent of the problem regarding Youth smoking in such Settling State
or political subdivision;

(2) either seeks the grant to implement a model program developed by the Foundation or

. ' provides the Foundation with a specific plan for such applicant’s intended use of the grant
monies, including demonstrating such applicant’s ability to develop an effective
advertising/education campaign and to assess the effectiveness of such
advertising/education campaign;
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(3) has other funds readily available to carry out a sustained advertising and education
program to (A) counter the use by Youth of Tobacco Products, and (B) educate consumers
about the cause and prevention of diseases associated with the use of Tobacco Products; and .

(4) is a Settling State that has not severed this section VI from its settlement with the
Participating Manufacturers pursuant to subsection VI(i) below, or is a political subdivision
in such a Settling State.

(h) Foundation Activities. The Foundation shall not engage in, nor shall any of the Foundation’s money
be used to engage in, any political activities or lobbying, including, but not limited to, support of or
opposition to candidates, ballot initiatives, referenda or other similar activities. The National Public
Education Fund shall be used only for public education and advertising regarding the addictiveness,
health effects, and social costs related to the use of tobacco products and shall not be used for any
personal attack on, or vilification of, any person (whether by name or business affiliation), company, or
governmental agency, whether individually or collectively. The Foundation shall work to ensure that its
activities are carried out in a culturally and linguistically appropriate manner. The Foundation’s
activities (including the National Public Education Fund) shall be carried out solety within the States.
The payments described in subsections VI(b) and VI{c) above are made at the direction and on behalf of
Settling States. By making such payments in such manner, the Participating Manufacturers do not
undertake and expressly disclaim any responsibility with respect to the creation, operation, liabilities, or
tax status of the Foundation or the National Public Education Fund.

(1) Severance of this Section. If the Attorney General of a Settling State determines that such Settling
State may not lawfully enter into this section VI as a matter of applicable state law, such Attorney
General may sever this section VI from its settlement with the Participating Manufacturers by giving
written notice of such severance to each Participating Manufacturer and NAAG pursuant to subsection
XVII(k) hereof. If any Settling State exercises its right to sever this section VI, this section VI shall not
be considered a part of the specific settlement between such Settling State and the Participating
Manufacturers, and this section VI shall not be enforceable by or in such Settling State. The payment .
obligation of subsections VI(b) and VI(c) hereof shall apply regardless of a determination by one or
more Settling States to sever section V1 hereof; provided, however, that if all Settling States sever
section VI hereof, the payment obligations of subsections (b} and (c) hereof shall be null and void. If the
Attorney General of a Settling State that severed this section VI subsequently determines that such
Settling State may lawfully enter into this section VI as a matter of applicable state law, such Attorney
General may rescind such Settling State’s previous severance of this section VI by giving written notice
of such rescission to each Participating Manufacturer and NAAG pursuant to subsection XVIII(k). If any
Settling State rescinds such severance, this section VI shall be considered a part of the specific
settlement between such Settling State and the Participating Manufacturers (including for purposes of
subsection (g)(4)), and this section V1 shall be enforceable by and in such Settling State.

VII. ENFORCEMENT

(a) Jurisdiction. Each Participating Manufacturer and each Settling State acknowledge that the Court: (1)
has junisdiction over the subject matter of the action identified in Exhibit D in such Settling State and
over each Participating Manufacturer; (2) shall retain exclusive jurisdiction for the purposes of
implementing and enforcing this Agreement and the Consent Decree as to such Settling State; and (3)
except as provided in subsections IX(d), X1(c} and XVII{d) and Exhibit O, shall be the only court to
which disputes under this Agreement or the Consent Decree are presented as to such Settling State.
Provided, however, that notwithstanding the foregoing, the Escrow Court (as defined in the Escrow
Agreement) shall have exclusive jurisdiction, as provided in section 15 of the Escrow Agreement, over
any suit, action or proceeding seeking to interpret or enforce any provision of, or based on any right
arising out of, the Escrow Agreement.

(b) Enforcement of Consent Decree. Except as expressly provided in the Consent Decree, any Settling
State or Released Party may apply to the Court to enforce the terms of the Consent Decree (or for a .
declaration construing any such term) with respect to alleged violations within such Settling State. A

Settling State may not seek to enforce the Consent Decree of another Settling State; provided, however,

that nothing contained herein shall affect the ability of any Settling State to (1) coordinate state
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enforcement actions or proceedings, or (2) file or join any amicus brief. In the event that the Court
determines that any Participating Manufacturer or Settling State has violated the Consent Decree within
such Settling State, the party that initiated the proceedings may request any and all relief available
within such Settling State pursuant to the Consent Decree.

(c) Enforcement of this Agreement.

(1) Except as provided in subsections [X(d), XI(c), XVII(d) and Exhibit O, any Settling
State or Participating Manufacturer may bring an action in the Court to enforce the terms of
this Agreement (or for a declaration construing any such term ("Declaratory Order™)) with
respect to disputes, alleged violations or alleged breaches within such Settling State.

(2) Before initiating such proceedings, a party shall provide 30 days’ written notice to the
Attorney General of each Settling State, to NAAG, and to each Participating Manufacturer
of its intent to initiate proceedings pursuant to this subsection. The 30-day notice period
may be shortened in the event that the relevant Attorney General reasonably determines that
a compelling time-sensitive public health and safety concern requires more immediate
action.

"(3) In the event that the Court determines that any Participating Manufacturer or Settling
State has violated or breached this Agreement, the party that imitiated the proceedings may
request an order restraining such violation or breach, and/or ordering compliance within
such Settling State (an "Enforcement Order”).

(4) If an issue arises as to whether a Participating Manufacturer has failed to comply with an
Enforcement Order, the Attorney General for the Settling State in question may seek an
order for interpretation or for monetary, civil contempt or criminal sanctions to enforce
compliance with such Enforcement Order.

(5) If the Court finds that a good-faith dispute exists as to the meaning of the terms of this
Agreement or a Declaratory Order, the Court may in its discretion determine to enter a
Declaratory Order rather than an Enforcement Order.

(6) Whenever possible, the parties shall seek to resolve an alleged violation of this
Agreement by discussion pursuant to subsection XVIII{m) of this Agreement. In addition,
in determining whether to seek an Enforcement Order, or in determining whether to seek an
order for monetary, civil contempt or criminal sanctions for any claimed violation of an
Enforcement Order, the Attorney General shall give good-faith consideration to whether the
Participating Manufacturer that is claimed to have violated this Agreement has taken
appropriate and reasonable steps to cause the claimed violation to be cured, unless such
party has been guilty of a pattern of violations of like nature.

(d) Right of Réview. All orders and other judicial determinations made by any court in connection with
this Agreement or any Consent Decree shall be subject to all available appellate review, and nothing in
this Agreement or any Consent Decree shall be deemed to constitute a waiver of any right to any such
review.

(e) Applicability. This Agreement and the Consent Decree apply only to the Participating Manufacturers
in their corporate capacity acting through their respective successors and assigns, directors, officers,
employees, agents, subsidiaries, divistons, 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 breach or violation of this Agreement or the Consent Decree
(or any Declaratory Order or Enforcement Order issued in connection with this Agreement or the
Consent Decree ) 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 breach or violation, and the Court shall have no
jurisdiction to do so.
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(f) Coordination of Enforcement. The Attorneys General of the Settling States (through NAAG) shall

monitor potential conflicting interpretations by courts of different States of this Agreement and the

Consent Decrees. The Settling States shall use their best efforts, in cooperation with the Participating
Manufacturers, to coordinate and resolve the effects of such conflicting interpretations as to matters that .
are not exclusively local in nature.

(g) Inspection and Discovery Rights. Without limitation on whatever other rights to access they may be
permitted by law, following State-Specific Finality in a Settling State and for seven years thereafter,
representatives of the Attomey General of such Settling State may, for the purpose of enforcing this
Agreement and the Consent Decree, upon reasonable cause to believe that a violation of this Agreement
or the Consent Decree has occurred, and upon reasonable prior written notice (but in no event less than
10 Business Days): (1) have access during regular office hours to inspect and copy all relevant
non-privileged, non-work-product books, records, meeting agenda and minutes, and other documents
(whether in hard copy form or stored electronically) of each Participating Manufacturer insofar as they
pertain to such believed violation; and (2) interview each Participating Manufacturer’s directors, officers
and employees (who shall be entitled to have counsel present) with respect to relevant, non-privileged,
non-work-product matters pertaining to such believed violation. Documents and information provided to
representatives of the Attorney General of such Settling State pursuant to this section VII shall be kept
confidential by the Settling States, and shall be utilized only by the Settling States and only for purposes
of enforcing this Agreement, the Consent Decree and the criminal law. The inspection and discovery
rights provided to such Settling State pursuant to this subsection shall be coordinated through NAAG so
as to avoid repetitive and excessive inspection and discovery.

VIII. CERTAIN ONGOING RESPONSIBILITIES OF THE SETTLING STATES

(a) Upon approval of the NAAG executive committee, NAAG will provide coordination and facilitation
for the implementation and enforcement of this Agreement on behalf of the Attorneys General of the
Settling States, including the following:

(1) NAAG will assist in coordinating the inspection and discovery activities referred to in .
subsections III(p)(3) and VII(g) regarding compliance with this Agreement by the
Participating Manufacturers and any new tobacco-related trade associations.

(2) NAAG will convene at least two meetings per year and one major national conference
every three years for the Attorneys General of the Settling States, the directors of the
Foundation and three persons designated by each Participating Manufacturer. The purpose
of the meetings and conference is to evaluate the success of this Agreement and coordinate
efforts by the Attorneys General and the Participating Manufacturers to continue to reduce
Youth smoking.

(3) NAAG will periodically inform NGA, NCSL, the National Association of Counties and
the National League of Cities of the results of the meetings and conferences referred to in
subsection (a)(2) above.

(4) NAAG will support and coordinate the efforts of the Attorneys General of the Settling
States in carrying out their responsibilities under this Agreement.

(5) NAAG will perform the other functions specified for it in this Agreement, including the
functions specified in section IV.

(b) Upon approval by the NAAG executive committee to assume the responsibilities outlined in

subsection VIII(a) hereof, each Original Participating Manufacturer shall cause to be paid, beginning on
December 31, 1998, and on December 31 of each year thereafter through and including December 31,

2007, its Relative Market Share of $150,000 per year to the Escrow Agent (to be credited to the

Subsection VIII(b) Account), who shall disburse such monies to NAAG within 10 Business Days, to .
fund the activities described in subsection VIII(a).

(c) The Attorneys General of the Settling States, acting through NAAG, shall establish a fund ("The
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States’ Antitrust/Consumer Protection Tobacco Enforcement Fund") in the form attached as Exhibit J,
which will be maintained by such Attorneys General to supplement the Settling Staies’ (1) enforcement

. and implementation of the terms of this Agreement and the Consent Decrees, and (2) investigation and
litigation of potential violations of laws with respect to Tobacco Products, as set forth in Exhibit J. Each
Original Participating Manufacturer shall on March 31, 1999, severally pay its Relative Market Share of
$50,000,000 to the Escrow Agent (to be credited to the Subsection VIII(c) Account), who shall disburse
such monies to NAAG upon the occurrence of State-Specific Finality in at least one Settling State. Such
funds will'be used in accordance w1th the provmons of ExhibitJ. ~

IX. PAYMENTS

(a) All Payments Into Escrow. All payments made pursuant to this Agreement (€xcept those payments
made pursuant to section XVII) shall be made into escrow pursuant to the Escrow Agreement, and shall
be credited to the appropriate Account established pursuant to the Escrow Agreement. Such payments
shall be disbursed to the beneficiaries or returned to the Participating Manufacturers only as provided in
section XI and the Escrow Agreement. No payment obligation under this Agreement shall arise (1)
unless and until the Escrow Court has approved and retained jurisdiction over the Escrow Agreement or
(2) if such approval is reversed (unless and until such reversal is itself reversed). The parties agree to
proceed as expeditiously as possible to resolve any issues that prevent approval of the Escrow
Agreement. If any payment (other than the first initial payment under subsection IX(b)) is delayed
because the Escrow Agreement has not been approved, such payment shall be due and payable (together
with interest at the Prime Rate) within 10 Business Days after approval of the Escrow Agreement by the
Escrow Court.

{(b) Initial Payments. On the second Business Day after the Escrow Court approves and retains
jurisdiction over the Escrow Agreement, each Original Participating Manufacturer shall severally pay to
the Escrow Agent (to be credited to the Subsection IX(b) Account (First)) its Market Capitalization
Percentage (as set forth in Exhibit K) of the base amount of $2,400,000,000. On January 10, 2000, each

. Original Participating Manufacturer shall severally pay to the Escrow Agent its Relative Market Share of
the base amount of $2,472,000,000. On January 10, 2001, each Original Participating Manufacturer shall
severally pay to the Escrow Agent its Relative Market Share of the base amount of $2,546,160,000. On
January 10, 2002, each Original Participating Manufacturer shall severally pay to the Escrow Agent its
Relative Market Share of the base amount of $2,622,544,800. On January 10, 2003, each Original
Participating Manufacturer shall severally pay to the Escrow Agent its Relative Market Share of the base
amount of $2,701,221,144. The payments pursuant to this subsection (b) due on or after January 10,
2000 shall be credited to the Subsection IX(b) Account (Subsequent). The foregoing payments shall be
modified in accordance with this subsection (b). The payments made by the Original Participating
Manufacturers pursuant to this subsection (b) (other than the first such payment) shall be subject to the
Volume Adjustment, the Non-Settling States Reduction and the offset for miscalculated or disputed
payments described in subsection XI(i). The first payment due under this subsection (b) shall be subject
to the Non-Settling States Reduction, but such reduction shall be determined as of the date one day
before such payment is due (rather than the date 15 days before).

(c) Annual Payments and Strategic Contribution Payments.

(1) On April 15, 2000 and on April 15 of each year thereafter in perpetuity, each Original
Participating Manufacturer shall severally pay to the Escrow Agent (to be credited to the
Subsection [X(c)(1) Account) its Relative Market Share of the base amounts specified
below, as such payments are modified in accordance with this subsection (¢)(1):
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Year Base Amount
2000 $4,500,000,000 .
2001 $5,000,000,000
2002 $6,500,000,000
2003 $6,500,000,000
2004 $8,000,000,000
2005 $8,000,000,000
2006 $8,000,000,000
2007 $8,000,000,000
2008 $8,139,000,000
2009 $8,139,000,000
2010 $8,139,000,000
2011 $8,139,000,000
2012 $8,139,000,000
2013 $8,139,000,000
2014 $8,139,000,000
2015 $8,139,000,000
2016 $8,139,000,000
2017 $8,139,000,000

2018 and each year thereafter $9,000,000,000

The payments made by the Original Participating Manufacturers pursuant to this subsection

(c)(1) shall be subject to 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 described in subsection XI(1), the Federal

Tobacco Legislation Offset, the Litigating Releasing Parties Offset, and the offsets for .
claims over described in subsections XIi(a)(4)(B) and X1I{a)(8).

(2) On Apnil 15, 2008 and on April 15 of each year thereafter through 2017, each Original
Participating Manufacturer shall severally pay to the Escrow Agent (to be credited to the
Subsection [X(c)(2) Account) its Relative Market Share of the base amount of
$861,000,000, as such payments are modified in accordance with this subsection (c)(2). The
payments made by the Original Participating Manufacturers pursuant to this subsection
(c)(2) shall be subject to the Inflation Adjustment, the Volume Adjustment, the NPM
Adjustment, the offset for miscalculated or disputed payments described in subsection XI(i),
the Federal Tobacco Legislation Offset, the Litigating Releasing Parties Offset, and the
offsets for claims over described in subsections XII(a)(4)(B) and XII(a)(8). Such payments
shali also be subject to the Non-Settling States Reduction; provided, however, that for
purposes of payments due pursuant to this subsection (c)(2) (and corresponding payments
by Subsequent Participating Manufacturers under subsection 1X(1)), the Non-Settling States
Reduction shall be derived-as follows: (A) the payments made by the Original Participating
Manufacturers pursuant to this subsection (c}(2) shall be allocated among the Settling States
on a percentage basis to be determined by the Settling States pursuant to the procedures set
forth in Exhibit U, and the resulting allocation percentages disclosed to the Escrow Agent,
the Independent Auditor and the Onginal Participating Manufacturers not later than

June 30, 1999; and (B) the Non-Settling States Reduction shall be based on the sum of the
Allocable Shares so established pursuant to subsection (¢)(2)(A) for those States that were
Settling States as of the MSA Execution Date and-as to which this Agreement has
terminated as of the date 15 days before the payment in question is due.

(d) Non-Participating Manufacturer Adjustment. .

(1) Calculation of NPM Adjustment for Original Participating Manufacturers. To protect the
public health gains achieved by this Agreement, certain payments made pursuant to this
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- Agreement shall be subject to an NPM Adjustment. Payments by the Original Participating
Manufacturers to which the NPM Adjustment applies shall be adjusted as provided below:

. (A) Subject to the provisions of subsections (d)(1)(C), (d)(1)(D) and (d)(2)
» below, each Allocated Payment shall be adjusted by subtracting from such
Allocated Payment the product of such Allocated Payment amount multiplied
by the NPM Adjustment Percentage. The "NPM Adjustment Percentage" shall
be calculated as follows:

- (1) If the Market Share Loss for the year immediately preceding the
year in which the payment in question is due is less than or equal
to O (zero), then the NPM Adjustment Percentage shall equal zero.

(i1} If the Market Share Loss for the year immediately preceding
the year in which the payment in question is due is greater than 0
(zero) and less than or equal to 16 2/3 percentage points, then the
NPM Adjustment Percentage shall be equal to the product of (x)
"such Market Share Loss and (y) 3 (three).

(iii) If the Market Share Loss for the year immediately preceding
the year in which the payment in question i1s due is greater than
16 2/3 percentage points, then the NPM Adjustment Percentage
shall be equal to the sum of (x) 50 percentage points and (y) the
product of (/) the Variable Multiplier and (2) the result of such
Market Share Loss minus 16 2/3 percentage points.

(B) Definitions:

. (i) "Base Aggregate Participating Manufacturer Market Share”
means the result of (x) the sum of the applicable Market Shares
(the applicable Market Share to be that for 1997) of all present and
former Tobacco Product Manufacturers that were Participating
Manufacturers during the entire calendar year immediately
preceding the year in which the payment in question is due minus
(y) 2 (two) percentage points.

(i) "Actual Aggregate Participating Manufacturer Market Share"
means the sum of the applicable Market Shares of all present and
former Tobacco Product Manufacturers that were Participating
Manufacturers during the entire calendar year immediately
preceding the year in which the payment in question is due (the
applicable Market Share to be that for the calendar year
immediately preceding the year in which the payment in question
is due).

(iii) "Market Share Loss" means the result of (x) the Base
Aggregate Participating Manufacturer Market Share minus (y) the
Actual Aggregate Participating Manufacturer Market Share.

(iv) "Variable Multiplier” equals 50 divided by the result of (x) the
Base Aggregate Participating Manufacturer Market Share minus
(y) 16 2/3 percentage points.

. (C) On or before February 2 of each year following a year in which there was a
Market Share Loss greater than zero, a nationally recognized firm of economic
consultants (the "Firm") shall determine whether the disadvantages experienced
as a result of the provisions of this Agreement were a significant factor
contributing to the Market Share Loss for the year in question. If the Firm
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determines that the disadvantages experienced as a result of the provisions of
this Agreement were a significant factor contributing to the Market Share Loss
for the year in question, the NPM Adjustment described in subsection IX(d)}(1)
shall apply. If the Firm determines that the disadvantages experienced as a .
result of the provisions of this Agreement were not a significant factor
contributing to the Market Share Loss for the year in question, the NPM
Adjustment described in subsection IX(d)(1) shall not apply. The Original
Participating Manufacturers, the Settling States, and the Attorneys General for
the Settling States shall cooperate to ensure that the determination described in
this subsection (1)(C) is timely made. The Firm shall be acceptable to (and the
principals responsible for this assignment shall be acceptable to) both the
Original Participating Manufacturers and a majority of those Attorneys General
who are both the Attorney General of a Settling State and a member of the
NAAG executive committee at the time in question (or in the event no such
firm or no such principals shall be acceptable to such parties, National
Economic Research Associates, Inc., or its successors by merger, acquisition or
otherwise ("NERA"), acting through a principal or principals acceptable to such
parties, if such a person can be identified and, if not, acting through a principal
or principals identified by NERA, or a successor firm selected by the CPR
Institute for Dispute Resolution). As soon as practicable after the MSA
Execution Date, the Firm shall be jointly retained by the Settling States and the
Original Participating Manufacturers for the purpose of making the foregoing
determination, and the Firm shall provide written notice to each Settling State,
to NAAG, to the Independent Auditor and to each Participating Manufacturer
of such determination. The determination of the Firm with respect to this issue
shall be conclusive and binding upon all parties, and shall be final and
non-appealable. The reasonable fees and expenses of the Firm shall be paid by
the Original Participating Manufacturers according to their Relative Market
Shares. Only the Participating Manufacturers and the Settling States, and their .
respective counsel, shall be entitled to communicate with the Firm with respect
to the Firm’s activities pursuant to this subsection (1 )}C).

(D) No NPM Adjustment shall be made with respect to a payment if the
aggregate number of Cigarettes shipped in or to the fifty United States, the
District of Columbia and Puerto Rico in the year immediately preceding the
year in which the payment in question is due by those Participating
Manufacturers that had become Participating Manufacturers prior to 14 days
after the MSA Execution Date is greater than the aggregate number of
Cigarettes shipped in or to the fifty United States, the District of Columbia, and
Puerto Rico in 1997 by such Participating Manufacturers (and any of their
Affiliates that made such shipments in 1997, as demonstrated by certified
audited statements of such Affiliates’ shipments, and that do not continue to
make such shipments after the MSA Execution Date because the responsibility
for such shipments has been transferred to one of such Participating
Manufacturers). Measurements of shipments for purposes of this subsection (D)
shall be made in the manner prescribed in subsection IT(mm); in the event that
such shipment data is unavailable for any Participating Manufacturer for 1997,
such Participating Manufacturer’s shipment volume for such year shall be
measured in the manner prescribed in subsection H(z).

(2) Allocation among Settling States of NPM Adjustment for Original Participating
Manufacturers.

(A) The NPM Adjustment set forth in subsection (d)(1) shall apply to the
Allocated Payments of all Settling States, except as set forth below. .

(B) A Settling State’s Allocated Payment shall not be subject to an NPM
Adjustment: (i) if such Settling State continuously had a Qualifying Statute (as
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defined in subsection (2)(E) below) in full force and effect during the entire
calendar year immediately preceding the year in which the payment in question
. ‘ is due, and diligently enforced the provisions of such statute during such entire
calendar year; or (i1) if such Settling State enacted the Model Statute (as
defined in subsection (2)(E) below) for the first time during the calendar year
~ immediately preceding the year in which the payment in question is due,
continuously had the Model Statute in full force and effect during the last six
months of such calendar year, and diligently enforced the provisions of such
statute during the period in which it was in full force and effect.

(C) The aggregate amount of the NPM Adjustments that would have applied to
the Allocated Payments of those Settling States that are not subject to an NPM
Adjustment pursuant to subsection (2)}(B) shall be reallocated among all other
Settling States pro rata in proportion to their respective Allocable Shares (the
applicable Allocable Shares being those listed in Exhibit A), and such other
Settling States” Allocated Payments shall be further reduced accordingly.

(D) This subsection (2)(D) shall apply if the amount of the NPM Adjustment
applied pursuant to subsection (2)(A) to any Settling State plus the amount of
the NPM Adjustments reallocated to such Settling State pursuant to subsection
(2)(C) in any individual year would either (i) exceed such Settling State’s
Allocated Payment in that year, or (ii) if subsection (2)(F) applies to the
Settling State in question, exceed 65% of such Settling State’s Allocated
Payment in that year. For each Settling State. that has an excess as described in
the preceding sentence, the excess amount of NPM Adjustment shall be further
reallocated among all other Settling States whose Allocated Payments are
subject to an NPM Adjustment and that do not have such an excess, pro rata in
proportion to their respective Allocable Shares, and such other Settling States’

. Allocated Payments shall be further reduced accordingly. The provisions of this
subsection (2)(D) shall be repeatedly applied in any individual year until either

' (1) the aggregate amount of NPM Adjustments has been fully reallocated or (11}

the full amount of the NPM Adjustments subject to reallocation under
subsection (2)(C) or (2)}(D) cannot be fully reallocated in any individual year as
described in those subsections because (x) the Allocated Payment in that year
of each Settling State that is subject to an NPM Adjustment and to which
subsection (2)(F) does not apply has been reduced to zero, and (y) the Allocated
Payment in that year of each Settling State to which subsection (2)(F) applies
has been reduced to 35% of such Allocated Payment. _

(E) A "Qualifying Statute" means a Settling State’s statute, regulation, law
and/or rule (applicable everywhere the Settling State has authority to legislate)
that effectively and fully neutralizes the cost disadvantages that the
Participating Manufacturers experience vis-a-vis Non-Participating
Manufacturers within such Settling State as a result of the provisions of this
Agreement. Edch Participating Manufacturer and each Settling State agree that
the model statute in the form set forth in Exhibit T (the "Model Statute™), if
enacted without modification or addition (except for particularized state
procedural or technical requirements) and not in conjunction with any other
legislative or regulatory proposal, shall constitute a Qualifying Statute. Each
Participating Manufacturer agrees to support the enactment of such Model
Statute if such Model Statute is introduced or proposed (i) without modification
or addition (except for particularized procedural or technical requirements), and
(ii) not in conjunction with any other legislative proposal.

. (F) If a Settling State (i) enacts the Model Statute without any modification or
addition (except for particularized state procedural or technical requirements)
and not in conjunction with any other legislative or regulatory proposal, (i1)
uses its best efforts to keep the Model Statute in full force and effect by, among
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other things, defending the Model Statute fully in any litigation brought in state
or federal court within such Settling State (including litigating all available
appeals that may affect the effectiveness of the Model Statute), and (iii)
otherwise complies with subsection (2)(B), but a court of competent - .
jurisdiction nevertheless invalidates or renders unenforceable the Model Statute
with respect to such Settling State, and but for such ruling the Settling State
would have been exempt from an NPM Adjustment under subsection (2)(B),
then the NPM Adjustment (including reallocations pursuant to subsections
(2)(C) and (2)(D)) shall still apply to such Settling State’s Allocated Payments
but in any individual year shall not exceed 65% of the amount of such
Allocated Payments.

(G) In the event a Settling State proposes and/or enacts a statute, regulation,
law and/or rule (applicable everywhere the Settling State has authority to
legislate) that is not the Model Statute and asserts that such statute, regulation,
law and/or rule is a Qualifying Statute, the Firm shall be jointly retained by the
Settling States and the Original Participating Manufacturers for the purpose of
determining whether or not such statute, regulation, law and/or rule constitutes
a Qualifying Statute. The Firm shall make the foregoing determination within
90 days of a written request to it from the relevant Settling State (copies of
which request the Settling State shall also provide to all Participating
Manufacturers and the Independent Auditor), and the Firm shall promptly
thereafter provide written notice of such determination to the relevant Settling
State, NAAG, all Participating Manufacturers and the Independent Auditor.
The determination of the Firm with respect to this issue shall be conclusive and
binding upon all parties, and shall be final and non-appealable; provided,
however, (i) that such determination shall be of no force and effect with respect
to a proposed statute, regulation, law and/or rule that is thereafter enacted with
any modification or addition; and (ii) that the Settling State in which the .
Qualifying Statute was enacted and any Participating Manufacturer may at any
time request that the Firm reconsider its determination as to this issue in light of
subsequent events (including, without limitation, subsequent judicial review,
interpretation, modification and/or disapproval of a Settling State’s Qualifying
Statute, and the manner and/or the effect of enforcement of such Qualifying
Statute). The Original Participating Manufacturers shall severally pay their
Relative Market Shares of the reasonable fees and expenses of the Firm. Only
the Participating Manufacturers and Settling States, and their respective
counsel, shall be entitled to communicate with the Firm with respect to the
Firm’s activities pursnant to this subsection (2)(G).

(H) Except as provided in subsection (2)(F), in the event a Qualifying Statute is
enacted within a Settling State and is thereafter invalidated or declared
unenforceable by a court of competent junisdiction, otherwise rendered not in
full force and effect, or, upon reconsideration by the Firm pursuant to
subsection (2)(G) determined not to constitute a Qualifying Statute, then such
Settling State’s Allocated Payments shall be fully subject to an NPM
Adjustment unless and until the requirements of subsection (2)(B) have been
once again satisfied.

(3) Allocation of NPM Adjustment among Original Participating Manufacturers. The

portion of the total amount of the NPM Adjustment to which the Oniginal Participating
Manufacturers are entitled in any year that can be applied in such year consistent with

subsection IX(d)(2) (the "Available NPM Adjustment™) shall be allocated among them as :
provided in this subsection IX(d)(3). .

(A) The "Base NPM Adjustment" shall be determined for each Original
Participating Manufacturer in such year as follows:
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(1) For those Original Participating Manufacturers whose Relative
Market Shares in the year immediately preceding the year in which
the NPM Adjustment in question is applied exceed or are equal to
their respective 1997 Relative Market Shares, the Base NPM
Adjustment shall equal 0 (zero).

(it) For those Original Participating Manufacturers whose Relative
Market Shares in the year immediately preceding the year in which
the NPM Adjustment in question is applied are less than their
respective 1997 Relative Market Shares, the Base NPM
Adjustment shall equal the result of (x) the difference between
such Original Participating Manufacturer’s Relative Market Share
in such preceding year and its 1997 Relative Market Share
multiplied by both (y) the number of individual Cigarettes
(expressed in thousands of units) shipped in or to the United States,
the District of Columbia and Puerto Rico by all the Original
Participating Manufacturers in such preceding year (determined in
accordance with subsection II(mm)) and (z) $20 per each thousand
units of Cigarettes (as this number is adjusted pursuant to
subsection IX(d)(3)(C) below).

(iii) For those Original Participating Manufacturers whose Base
NPM Adjustment, if calculated pursuant to subsection (i1} above,
would exceed $300 million (as this number is adjusted pursuant to
subsection IX(d)(3)(C) below), the Base NPM Adjustment shall
equal $300 million (or such adjusted number, as provided in
subsection IX(d)(3)(C) below).

(B) The share of the Available NPM Adjustment each Original Participating
Manufacturer is entitled to shall be calculated as follows:

(i) If the Available NPM Adjustment the Original Participating
Manufacturers are entitled to in any year 1s less than or equal to the-
sum of the Base NPM Adjustments of all Original Participating
Manufacturers in such year, then such Available NPM Adjustment
shall be allocated among those Original Participating
Manufacturers whose Base NPM Adjustment is not equal to 0
(zero) pro rata in proportion to their respective Base NPM
Adjustments.

(ii) If the Available NPM Adjustment the Original Participating
Manufacturers are entitled to in any year exceeds the sum of the
Base NPM Adjustments of all Original Participating Manufacturers
in such year, then (x) the difference between such Available NPM
Adjustment and such sum of the Base NPM Adjustments shall be
allocated among the Original Participating Manufacturers pro rata
in proportion to their Relative Market Shares (the applicable
Relative Market Shares to be those in the year immediately
preceding such year), and (y) each Original Participating
Manufacturer’s share of such Available NPM Adjustment shalt
equal the sum of (/) its Base NPM Adjustment for such year, and
(2} the amount allocated to such Original Participating
Manufacturer pursuant to clause (x).

(i1i) If an Oniginal Participating Manufacturer’s share of the
Available NPM Adjustment calculated pursuant to subsection
IX(d)(3)(B)(1) or IX(d)(3)(B)(ii) exceeds such Original
Participating Manufacturer’s payment amount to which such NPM
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Adjustment applies (as such payment amount has been determined

pursuant to step B of clause "Seventh" of subsection IX(j)), then

(1) such Original Participating Manufacturer’s share of the

Available NPM Adjustment shall equal such payment amount, and .
{2) such excess shall be reallocated among the other Original

Participating Manufacturers pro rata in proportion to their Relative

Market Shares.

{C) Adjustments:

(i) For calculations made pursuant to this subsection IX(d)(3}) (if
any) with respect to payments due in the year 2000, the number
used in subsection IX(d)(3)(A)(i1)(z) shall be $20 and the number
used in subsection IX(d)(3)(A)(i1i) shall be $300 million. Each
year thereafter, both these numbers shall be adjusted upward or
downward by multiplying each of them by the quotient produced
by dividing (x) the average revenue per Cigarette of all the
Original Participating Manufacturers in the year immediately
preceding such year, by (y) the average revenue per Cigarette of all
the Original Participating Manufacturers in the year immediately
preceding such immediately preceding year.

(ii) For purposes of this subsection, the average revenue per
Cigarette of all the Original Participating Manufacturers in any
year shall equal (x) the aggregate revenues of all the Original
Participating Manufacturers from sales of Cigarettes in the fifty
United States, the District of Columbia and Puerto Rico after
Federal excise taxes and after payments pursuant to this Agreement
and the tobacco litigation Settlement Agreements with the States of .
Florida, Mississippi, Minnesota and Texas (as such revenues are
reported to the United States Securities and Exchange Commission
("SEC™) for such year (either independently by the Original
Participating Manufacturer or as part of consolidated financial
statements reported to the SEC by an Affiliate of the Original
Participating Manufacturers) or, in the case of an Original
Participating Manufacturer that does not report income to the SEC,
as reported in financial statements prepared in accordance with
United States generally accepted accounting principles and audited
by a nationally recognized accounting firm), divided by (y) the
aggregate number of the individual Cigarettes shipped in or to the
United States, the District of Columbia and Puerto Rico by all the
Original Participating Manufacturers in such year (determined in
accordance with subsection II{mm)).

(D) In the event that in the year immediately preceding the year in which the
NPM Adjustment in question is applied both (x) the Relative Market Share of
Lorillard Tobacco Company (or of its successor) ("Lorillard") was less than or
equal to 20.0000000%, and (y) the number of individual Cigarettes shipped in
or to the United States, the District of Columbia and Puerto Rico by Lonllard
(determined in accordance with subsection II{mm)) (for purposes of this
subsection (D), "Volume") was less than or equal to 70 billion, Lorillard’s and
Philip Morris Incorporated’s (or its successor’s) {"Philip Morris") shares of the
Available NPM Adjustment calculated pursuant to subsections (3)}(A)-(C)
above shall be further reallocated between Lorillard and Philip Morris as
follows (this subsection (3)(D) shall not apply in the year in which cither of the
two conditions specified in this sentence 1s not satisfied):

(i) Notwithstanding subsections (A)-(C) of this subsection (d)(3),
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but subject to further adjustment pursuant to subsections (D)(ii)
. and (D)(ii1) below, Lorillard’s share of the Available NPM

. Adjustment shall equal its Relative Market Share of such Available
NPM Adjustment (the applicable Relative Market Share to be that
in the year immediately preceding the year in which such NPM
Adjustment is applied). The dollar amount of the difference
between the share of the Available NPM Adjustment Lorillard is
entitled to pursuant to the preceding sentence and the share of the
Available NPM Adjustment it would be entitled to in the same
year pursuant to subsections (d)(3)(A)-(C) shall be reallocated to
Philip Morris and used to decrease or increase, as the case may be,
Philip Morris’s share of the Available NPM Adjustment in such
year calculated pursuant to subsections (d)(3}(A)-(C).

(ii) In the event that in the year immediately preceding the year in
which the NPM Adjustment in question is applied either
(x) Lorillard’s Relative Market Share was greater than
15.0000000% (but did not exceed 20.0000000%), or (y) Lortllard’s
Volume was greater than 50 billion (but did not exceed 70 billion),
or both, Lorillard’s share of the Available NPM Adjustment
calculated pursuant to subsection (d)(3)(D)(i) shall be reduced by a
percentage equal to the greater of (/) 10.0000000% for each
percentage point (or fraction thereof) of excess of such Relative
Market Share over 15.0000000% (if any), or (2) 2.5000000% for
each biltion (or fraction thereof) of excess of such Volume over 50
billion (if any). The dollar amount by which Lorillard’s share of
. the Available NPM Adjustment is reduced in any year pursuant to

this subsection (D)(ii) shall be reallocated to Philip Morris and

. used to increase Philip Morris’s share of the Available NPM
Adjustment in such year.

i. In the event that in any year a reallocation of the
shares of the Available NPM Adjustment between
Lorillard and Philip Morris pursuant to this subsection
(D)(3)(D) results in Philip Morris’s share of the

- Available NPFM Adjustment in such year exceeding
the greater of (x) Philip Morris’s Relative Market
Share of such Available NPM Adjustment (the
applicable Relative Market Share to be that in the year
immediately preceding such year), or (y} Philip
Morris’s share of the Available NPM Adjustment in
such year calculated pursuant to subsections
(d(3)(A)-(C), Philip Morris’s share of the Available
NPM Adjustment in such year shall be reduced to
equal the greater of (x) or (y) above. In such instance,
the dollar amount by which Philip Morris’s share of
the Available NPM Adjustment is reduced pursuant to
the preceding sentence shall be reallocated to Lorillard
and used to increase Lorillard’s share of the Available
NPM Adjustment in such year.

(iv) In the event that either Philip Morris or Lorillard is treated as a
Non-Participating Manufacturer for purposes of this subsection
. IX(d)(3) pursuant to subsection XVIII{w)(2)(A), this subsection
' (3)(D) shall not be applied, and the Original Participating
Manufacturers’ shares of the Available NPM Adjustment shall be
determined solely as described in subsections (3)(A)-(C).
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{4) NPM Adjustment for Subsequent Participating Manufacturers. Subject to the provisions
of subsection IX(1)(3), a Subsequent Participating Manufacturer shall be entitled to an NPM
Adjustment with respect to payments due from such Subsequent Participating Manufacturer .

in any year during which an NPM Adjustment is applicable under subsection (d)(1) above to
payments due from the Original Participating Manufacturers. The amount of such NPM
Adjustment shall equal the product of (A) the NPM Adjustment Percentage for such year
multiplied by (B) the sum of the payments due in the year in question from such Subsequent
Participating Manufacturer that correspond to payments due from Original Participating
Manufacturers pursuant to subsection IX(c) (as such payment amounts due from such
Subsequent Participating Manufacturer have been adjusted and allocated pursuant to clauses
"First” through "Fifth" of subsection IX(j)). The NPM Adjustment to payments by each
Subsequent Participating Manufacturer shall be allocated and reallocated among the Settling
States in a manner consistent with subsection (d)(2) above.

(e) Supplemental Payments. Beginning on April 15, 2004, and on April 15 of each year thereafter in
perpetuity, in the event that the sum of the Market Shares of the Participating Manufacturers that were
Participating Manufacturers during the entire calendar year immediately preceding the year in which the
payment in question would be due (the applicable Market Share to be that for the calendar year
immediately preceding the year in which the payment in question would be due) equals or exceeds
99.0500000%, each Original Participating Manufacturer shall severally pay to the Escrow Agent (to be
credited to the Subsection IX(e) Account) for the benefit of the Foundation its Relative Market Share of
the base amount of $300,000,000, as such payments are modified in accordance with this subsection (¢).
Such payments shall be utilized by the Foundation to fund the national public education functions of the
Foundation described in subsection VI(f)(1), in the manner described in and subject to the provisions of
subsections VI(g) and VI(h). The payments made by the Original Participating Manufacturers pursuant
to this subsection shall be subject to the Inflation Adjustment, the Volume Adjustment, the Non-Settling
States Reduction, and the offset for miscalculated or disputed payments described in subsection XI(i).

(f) Payment Responsibility. The payment obligations of each Participating Manufacturer pursuant to this .
Agreement shall be the several responsibility only of that Participating Manufacturer. The payment

obligations of a Participating Manufacturer shall not be the obligation or responsibility of any Affiliate

of such Participating Manufacturer. The payment obligations of a Participating Manufacturer shal! not

be the obligation or responsibility of any other Participating Manufacturer. Provided, however, that no

provision of this Agreement shall waive or excuse liability under any state or federal fraudulent

conveyance or fraudulent transfer law. Any Participating Manufacturer whose Market Share (or Relative

Market Share} in any given year equals zero shall have no payment obligations under this Agreement in

the succeeding year.

(g) Corporate Structures. Due to the particular corporate structures of R.J. Reynolds Tobacco Company
("Reynolds™) and Brown & Williamson Tobacco Corporation ("B&W") with respect to their
non-domestic tobacco operations, Reynolds and B&W shall be severally liable for their respective shares
of each payment due pursuant to this Agreement up to (and their liability hereunder shall not exceed) the
full extent of their assets used in and eamings derived from, the manufacture and/or sale in the States of
Tobacco Products intended for domestic consumption, and no recourse shall be had against any of their
other assets or earnings to satisfy such obligations.

(h) Accrual of Interest. Except as expressly provided otherwise in this Agreement, any payment due
hereunder and not paid when due (or payments requiring the accrual of interest under subsection XI(d))
shall accrue interest from and including the date such payment is due until {but not including) the date
paid at the Prime Rate plus three percentage points.

(1) Payments by Subsequent Participating Manufacturers.

(1) A'Subsequent Participating Manufacturer shall have payment obligations under this
Agreement only in the event that its Market Share in any calendar year exceeds 125 percent .
of its 1997 Market Share (subject to the provisions of subsection (1)(4)). In the year

following any such calendar year, such Subsequent Participating Manufacturer shall make

payments corresponding to those due in that same following year from the Original
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Participating Manufacturers pursuant to subsections VI(c) (except for the payment due on
March 31, 1999), IX(c)(1), IX(c)(2) and 1X(e). The amounts of such corresponding

. " payments by a Subsequent Participating Manufacturer are in addition to the corresponding
payments that are due from the Original Participating Manufacturers and shall be
determined as described in subsections (2) and (3) below. Such payments by a Subsequent
Participating Manufacturer shall (A) be due on the same dates as the corresponding
payments are due from Original Participating Manufacturers; (B) be for the same purpose as
such corresponding payments; and (C) be paid, allocated and distributed in the same manner
as such corresponding payments.

(2) The base amount due from a Subsequent Participating Manufacturer on any given date
shall be determined by multiplying (A) the corresponding base amount due on the same date
from all of the Original Participating Manufacturers (as such base amount is specified in the
corresponding subsection of this Agreement and is adjusted by the Volume Adjustment
{except for the provisions of subsection (B)(i1} of Exhibit E), but before such base amount is
modified by any other adjustments, reductions or offsets) by (B) the quotient produced by
dividing (i) the result of (x) such Subsequent Participating Manufacturer’s applicable
Market Share (the applicable Market Share being that for the calendar year immediately
preceding the year.in which the payment in question is due) minus (y) 125 percent of its
1997 Market Share, by (ii) the aggregate Market Shares of the Original Participating
Manufacturers (the applicable Market Shares being those for the calendar year immediately
preceding the year in which the payment in question is due).

(3) Any payment due from a Subsequent Participating Manufacturer under subsections (1)
and (2) above shall be subject (up to the full amount of such payment} to the Inflation
Adjustment, the Non-Settling States Reduction, the NPM Adjustment, the offset for
miscalculated or disputed payments described in subsection XI(i), the Federal Tobacco
Legislation Offset, the Litigating Releasing Parties Offset and the offsets for claims over

. described in subsections X1I(a)(4)}(B) and XII(a)(8), to the extent that such adjustments,
reductions or offsets would apply to the corresponding payment due from the Original
Participating Manufacturers. Provided, however, that all adjustments and offsets to which a
Subséquent Participating Manufacturer is entitled may only be applied against payments by
such Subsequent Participating Manufacturer, if any, that are due within 12 months after the
date on which the Subsequent Participating Manufacturer becomes entitled to such
adjustment or makes the payment that entitles it to such offset, and shall not be carried
forward beyond that time even if not fully used.

(4) For purposes of this subsection (i), the 1997 Market Share (and 125 percent thereof) of
those Subsequent Participating Manufacturers that either (A} became a signatory to this
Agreement more than 60 days after the MSA Execution Date or (B) had no Market Share in
1997, shall equal zero.

(j) Order of Application of Allocations, Offsets, Reductions and Adjustments. The payments due under
this Agreement shall be calculated as set forth below. The "base amount" referred to in clause "First"
below shall mean (1) in the case of payments due from Original Participating Manufacturers, the base
amount referred to in the subsection establishing the payment obligation in question; and (2) in the case
of payments due from a Subsequent Participating Manufacturer, the base amount referred to in
subsection (i)(2) for such Subsequent Participating Manufacturer. In the event that a particular
adjustment, reduction or offset referred to in a clause below does not apply to the payment being
calculated, the result of the clause in question shall be deemed to be equa! to the result of the
immediately preceding clause. (If clause "First" is inapplicable, the result of clause "First" will be the
base amount of the payment in question prior to any offsets, reductions or adjustments.)

. First: the Inflation Adjustment shall be applied to the base amount of the payment being calculated,

Second: the Volume Adjustment (other than the provisions of subsection (B)(iii) of Exhibit E) shall be
applied to the result of clause "First";
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Third: the result of clause "Second” shall be reduced by the Previously Settled States Reduction;
Fourth: the result of clause "Third" shall be reduced by the Non-Settling States Reduction; ' .

Fifth: in the case of payments due under subsections IX(c)(1) and IX(c)(2), the results of clause "Fourth"
for each such payment due in the calendar year in question shall be apportioned among the Settling
States pro rata in proportion to their respective Allocable Shares, and the resulting amounts for each
particular Settling State shall then be added together to form such Settling State’s Allocated Payment. In
the case of payments due under subsection 1X(1) that correspond to payments due under subsections
IX(c)(1) or IX(c)(2), the results of clause "Fourth" for all such payments due from a particular
Subsequent Participating Manufacturer in the calendar year in question shall be apportioned among the
Settling States pro rata in proportion to their respective Allocable Shares, and the resulting amounts for
each particular Settling State shall then be added together. (In the case of all other payments made
pursuant to this Agreement, this clause "Fifth" is inapplicable.);

Sixth: the NPM Adjustment shall be applied to the results of clause "Fifth" pursuant to subsections
IX(d)(1) and (d)(2) (or, in the case of payments due from the Subsequent Participating Manufacturers,
pursuant to subsection 1X(d)(4));

Seventh: in the case of payments due from the Original Participating Manufacturers to which clause
"Fifth" (and therefore clause "Sixth") does not apply, the result of clause "Fourth" shall be allocated
among the Original Participating Manufacturers according to their Relative Market Shares. In the case of
payments due from the Original Participating Manufacturers to which clause "Fifth" applies: (A) the
Allocated Payments of all Settling States determined pursuant to clause "Fifth" (prior to reduction
pursuant to clause "Sixth") shall be added together; (B) the resulting sum shall be allocated among the
Original Participating Manufacturers according to their Relative Market Shares and subsection (B)(iii) of
Exhibit E hereto (if such subsection is applicable); (C) the Available NPM Adjustment (as determined
pursuant to clause "Sixth") shall be allocated among the Original Participating Manufacturers pursuant

to subsection IX(d)(3); (D) the respective result of step (C) above for each Original Participating .
Manufacturer shall be subtracted from the respective result of step (B) above for such Original
Participating Manufacturer; and (E) the resulting payment amount due from each Original Participating
Manufacturer shall then be allocated among the Settling States in proportion to the respective results of
clause "Sixth" for each Settling State. The offsets described in clauses "Eighth" through "Twelfth” shall
then be applied separately against each Original Participating Manufacturer’s resulting payment shares
(on a Settling State by Settling State basis) according to each Original Participating Manufacturer’s
separate entitlement to such offsets, if any, in the calendar year in question. {In the case of payments due
from Subsequent Participating Manufacturers, this clause "Seventh" is inapplicable.)

Eighth: the offset for miscalculated or disputed payments described in subsection XI(1) (and any
carry-forwards arising from such offset) shall be applied to the results of clause "Seventh" (in the case of
payments due from the Original Participating Manufacturers) or to the results of clause "Sixth" (in the
case of payments due from Subsequent Participating Manufacturers);

Ninth: the Federal Tobacco Legislation Offset (including any carry-forwards arising from such offset)
shall be applied to the results of clause "Eighth";

Tenth: the Litigating Releasing Parties Offset (including any carry-forwards arising from such offset)
shall be applied to the results of clause "Ninth";

Eleventh: the offset for claims over pursuant to subsection XII(a)(4)(B) (including any carry-forwards
ansing from such offset} shall be applied to the results of clause "Tenth";

Twelfth: the offset for claims over pursuant to subsection X1I{a}(8) (including any carry-forwards arising
from such offset) shall be applied to the results of clause "Eleventh"; and

Thirteenth: in the case of payments to which clause "Fifth" applies, the Settling States’ allocated shares
of the payments due from each Participating Manufacturer (as such shares have been determined in step
(E) of clause "Seventh” in the case of payments from the Original Participating Manufacturers or in
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clause "Sixth" in the case of payments from the Subsequent Participating Manufacturers, and have been
reduced by clauses "Eighth" through "Twelfth") shall be added together to state the aggregate payment
obligation of each Participating Manufacturer with respect to the payments in question. (In the case of a
payment to which clause "Fifth" does not apply, the aggregate payment obligation of each Participating
Manufacturer with respect to the payment in question shall be stated by the results of clause "Eighth.")

X. EFFECT OF FEDERAL TOBACCO-RELATED LEGISLATION

- {a) If federal tobacco-related legislation is enacted on or before November 30, 2002, and if such

legislation provides for payment(s) by any Original Participating Manufacturer {whether by settlement
payment, tax or any other means), all or part of which are actually made available to a Settling State
("Federal Funds"), each Original Participating Manufacturer shall receive a continuing dollar-for-dollar
offset for any and all amounts that are paid by such Original Participating Manufacturer pursuant to such
legislation and actually made available to such Settling State (except as described in subsections (b) and
(c) below). Such offset shall be applied against the applicable Ornginal Participating Manufacturer’s
share (determined as described in step E of clause "Seventh” of subsection IX(j}) of such Settling State’s
Allocated Payment, up to the full amount of such Original Participating Manufacturer’s share of such
Allocated Payment (as such share had been reduced by adjustment, if any, pursuant to the NPM
Adjustment and has been reduced by offset, if any, pursuant to the offset for miscalculated or disputed
payments). Such offset shall be made against such Original Participating Manufacturer’s share of the
first Allocated Payment due after such Federal Funds are first available for receipt by such Settling
State. In the event that such offset would in any given year exceed such Original Participating
Manufacturer’s share of such Allocated Payment: (1) the offset to which such Original Participating
Manufacturer is entitled under this section in such year shall be the full amount of such Original
Participating Manufacturer’s share of such Allocated Payment, and (2) all amounts not offset by reason
of subsection (1) shall carry forward and be offset in the following year(s) unti! all such amounts have
been. offset.

. (b) The offset described in _suesection (a) shall apply only to that portion of Federal Funds, if any, that

are either unrestricted as to their use, or restricted to any form of health care or to any use relfated to
tobacco (including, but not limited to, tobacco education, cessation, control or enforcement) {other than
that portion of Federal Funds, if any, that is specifically applicable to tobacco growers or communities
dependent on the production of tobacco or Tobacco Products). Provided, however, that the offset
described in subsection {a) shall not apply to that portion of Federal Funds, if any, whose receipt by such
Settlmg State is conditioned upon or appropriately allocable to:

(1) the relinquishment of rights or benefits under this Agreement (mcludmg the Consent
Decree); or .

(2) actions or expenditures by such Settling State, unless:
(A) such Settling State chooses to undertake such action or expenditure;

(B) such actions or expenditures do not impose significant constraints on public
policy choices; or

(C) such actions or.expenditures are both: (i) related to health care or tobacco
(including, but not limited to, tobacco education, cessation, control or
enforcement) and (3i) do not require such Settling State to expend state
matching funds in an amount that is significant in relation to the amount of the
Federal Funds made available to such Settling State.

(c) Subject to the provisions of subsection IX(i)(3), Subsequent Participating Manufacturers shall be
entitled to the offset described in this section X to the extent that they are required to pay Federal Funds
that would give rise to an offset under subsections (a) and (b) if paid by an Original Part1c1pat1ng
Manufacturer.

(d) Nothing in this section X shall (1) reduce the payments to be made to the Settling States under this
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Agreement other than those described in subsection IX{c) (or corresponding payments under

subsection IX(1)) of this Agreement; or (2) alter the Allocable Share used to determine each Seitling

State’s share of the payments described in subsection IX(c) (or corresponding payments under

subsection IX(i)) of this Agreement. Nothing in this section X is intended to or shall reduce the tota} .
amounts payable by the Participating Manufacturers to the Settling States under this Agreement by an

amount greater than the amount of Federal Funds that the Settling States could elect to receive.

XI. CALCULATION AND DISBURSEMENT OF PAYMENTS
(a) Independent Auditor to Make All Calculations.

(1) Beginning with payments due in the year 2000, an Independent Auditor shall calculate
and determine the amount of all payments owed pursuant to this Agreement, the
adjustments, reductions and offsets thereto (and all resulting carry-forwards, if any), the
allocation of such payments, adjustments, reductions, offsets and carry-forwards among the
Participating Manufacturers and among the Settling States, and shall perform all other

“calculations in connection with the foregoing (including, but not limited to, determining
Market Share, Relative Market Share, Base Aggregate Participating Manufacturer Market
Share and Actual Aggregate Participating Manufacturer Market Share). The Independent
Auditor shall promptly collect all information necessary to make such calculations and
determinations. Each Participating Manufacturer and each Settling State shall provide the
Independent Auditor, as promptly as practicable, with information in its possession or
readily available to it necessary for the Independent Auditor to perform such calculations.
The Independent Auditor shall agree to maintain the confidentiality of all such information,
except that the Independent Auditor may provide such information to Participating
Manufacturers and the Settling States as set forth in this Agreement. The Participating
Manufacturers and the Settling States agree to maintain the confidentiality of such
information.

(2) Payments due from the Original Participating Manufacturers prior to January 1, 2000 .
(other than the first payment due pursuant to subsection IX(b)) shall be based on the 1998

Relative Market Shares of the Original Participating Manufacturers or, if the Original

Participating Manufacturers are unable to agree on such Relative Market Shares, on their

1997 Relative Market Shares specified in Exhibit Q.

(b) Identity of Independent Auditor. The Independent Auditor shall be a major, nationally recognized,
certified public accounting firm jointly selected by agreement of the Original Participating
Manufacturers and those Attorneys General of the Settling States who are members of the NAAG
executive committee, who shall jointly retain the power to replace the Independent Auditor and appoint
its successor. Fifty percent of the costs and fees of the Independent Auditor (but in no event more than
$500,000 per annum), shall be paid by the Fund described in Exhibit J hereto, and the balance of such
costs and fees shall be paid by the Original Participating Manufacturers, aliocated among them
according to their Relative Market Shares. The agreement retaining the Independent Auditor shall
provide that the Independent Auditor shall perform the functions specified for it in this Agreement, and
that it shall do so in the manner specified in this Agreement.

(c) 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 111
federal judge. Each of the two sides to the dispute shall select one arbitrator. The two arbitrators so
selected shall select the third arbitrator. The arbitration shall be governed by the United States Federal

Arbitration Act. .

{(d) General Provisions as to Calculation of Payments.

(1) Not less than 90 days prior to the scheduled due date of any payment due pursuant to
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this Agreement ("Payment Due Date"), the Independent Auditor shall deliver to each other
Notice Party a detailed itemization of all information required by the Independent Auditor
to complete its calculation of (A) the amount due from each Participating Manufacturer with
respect to such payment, and (B) the portion of such amount allocable to each entity for
whose benefit such payment is to be made. To the extent practicable, the Independent
Auditor shall specify in such itemization which Notice Party is requested to produce which
information. Each Participating Manufacturer and each Settling State shall use its best
efforts to promptly supply all of the required information that is within its possession or 1s
readily available to it to the Independent Auditor, and in any event not less than 50 days
prior to such Payment Due Date. Such best efforts obligation shall be continuing in the case
of information that comes within the possession of, or becomes readily available to, any
Settling State or Participating Manufacturer after the date 50 days prior to such Payment .

Due Date.

(2) Not less than 40 days prior to the Payment Due Date, the Independent Auditor shall
deliver to each other Notice Party (A) detailed preliminary calculations ("Preliminary
Calculations") of the amount due from each Participating Manufacturer and of the amount
allocable to each entity for whose benefit such payment is to be made, showing all
applicable offsets, adjustments, reductions and carry-forwards and setting forth all the
information on which the Independent Auditor relied in preparing such Preliminary
Calculations, and (B) a statement of any information still required by the Independent
Auditor to complete its calculations.

(3) Not less than 30 days prior to the Payment Due Date, any Participating Manufacturer or
any Settling State that disputes any aspect of the Preliminary Calculations (including, but
not limited to, disputing the methodology that the Independent Auditor employed, or the
information on which the Independent Auditor relied, in preparing such calculations) shall
notify each other Notice Party of such dispute, including the reasons and basis therefor.

(4) Not less than 15 days prior to the Payment Due Date, the Independent Auditor shall
deliver to each other Notice Party a detailed recalculation (a "Final Calculation”) of the
amount due from each Participating Manufacturer, the amount allocable to each entity for
whose benefit such payment is to be made, and the Account to which such payment is to be
credited, explaining any changes from the Prehmmary Calculation. The Final Calculation
may include estimates of amounts in the circumstances described in subsection (d)(5).

(5) The following provisions shall govern in the event that the information required by the
Independent Auditor to complete its calculations is not in its possession by the date as of
which the Independent Audltor is required to provide either a Preliminary Calculation or a
Final Calculation.

(A) If the information in question is not readily available to any Settling State,
any Original Participating Manufacturer or any Subsequent Participating
Manufacturer, the Independent Auditor shall employ an assumption as to the
missing infornmiation producing the minimum amount that is likely to be due
with respect to the payment in question, and shall set forth its assumption as to
the missing information in its Preliminary Calculation or Final Calculation,
whichever is at issue. Any Original Participating Manufacturer, Subsequent
Participating Manufacturer or Settling State may dispute any such assumption
employed by the Independent Auditor in its Preliminary Calculation in the
manner prescribed in subsection (d)(3) or any such assumption employed by
the Independent Auditor in its Final Calculation in the manner prescribed in
subsection (d)(6). If the missing information becomes available to the
[ndependent Auditor prior to the Payment Due Date, the Independent Auditor
shall promptly revise its Preliminary Calculation or Final Calculation
(whichever is applicable) and shall promptly provide the revised calculation to
gach Notice Party, showing the newly available information. If the missing
information does not become available to the Independent Auditor prior to the
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Payment Due Date, the minimum amount calculated by the Independent
Auditor pursuant to this subsection (A) shall be paid on the Payment Due Date,
subject to disputes pursuant to subsections (d)(6) and (d)(8) and without
prejudice to a later final determination of the correct amount. If the missing
information becomes available to the Independent Auditor after the Payment
Due Date, the Independent Auditor shall calculate the correct amount of the
payment in question and shall apply any overpayment or underpayment as an
offset or additional payment in the manner described in subsection (i).

(B) If the information in question is readily available to a Settling State,
Original Participating Manufacturer or Subsequent Participating Manufacturer,
but such Settling State, Original Participating Manufacturer or Subsequent
Participating Manufacturer does not supply such information to the
Independent Auditor, the Independent Auditor shall base the calculation in
question on its best estimate of such information, and shall show such estimate
in its Preliminary Calculation or Final Calculation, whichever is applicable.
Any Original Participating Manufacturer, Subsequent Participating
Manufacturer or Settling State {(except the entity that withheld the information)
may dispute such estimate employed by the Independent Auditor in its
Preliminary Calculation in the manner prescribed in subsection (d)(3) or such
estimate employed by the Independent Auditor in its Final Calculation in the
manner prescribed in subsection (d)(6). If the withheld information is not made
available to the Independent Auditor more than 30 days prior to the Payment
Due Date, the estimate employed by the Independent Auditor (as revised by the
Independent Auditor in light of any dispute filed pursuant to the preceding
sentence) shall govern the amounts to be paid on the Payment Due Date,
subject to disputes pursuant to subsection (d)(6) and without prejudice to a later
final determination of the correct amount. In the event that the withheld
information subsequently becomes available, the Independent Auditor shall
calculate the correct amount and shall apply any overpayment or underpayment
as an offset or additional payment in the manner described in subsection (i).

(6) Not less than five days prior to the Payment Due Date, each Participating Manufacturer
and each Settling State shall deliver to each Notice Party a statement indicating whether it
disputes the Independent Auditor’s Final Calculation and, if so, the disputed and undisputed
amounts and the basis for the dispute. Except to the extent a Participating Manufacturer or a
Settling State delivers a statement indicating the existence of a dispute by such date, the
amounts set forth in the Independent Auditor’s Final Calculation shall be paid on the
Payment Due Date. Provided, however, that (A) in the event that the Independent Auditor
revises its Final Calculation within five days of the Payment Due Date as provided in
subsection (5)(A) due to receipt of previously missing information, a Participating
Manufacturer or Settling State may dispute such revision pursuant to the procedure set forth
in this subsection (6) at any time prior to the Payment Due Date; and (B) prior to the date
four years after the Payment Due Date, neither failure to dispute a calculation made by the
Independent Auditor nor actual agreement with any calculation or payment to the Escrow
Agent or to another payee shall waive any Participating Manufacturer’s or Settling State’s
rights to dispute any payment (or the Independent Auditor’s calculations with respect to any
payment) after the Payment Due Date. No Participating Manufacturer and no Settling State
shall have a right to raise any dispute with respect to any payment or calculation after the
date four years after such payment’s Payment Due Date.

(7) Each Participating Manufacturer shall be obligated to pay by the Payment Due Date the
undisputed portion of the total amount calculated as due from it by the Independent
Auditor’s Final Calculation. Failure to pay such portion shall render the Participating
Manufacturer liable for interest thereon as provided in subsection IX(h) of this Agreement,
in addition to any other remedy available under this Agreement.

(8) As to any disputed portion of the total amount calculated to be due pursuant to the Final
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Calculation, any Participating Manufacturer that by the Payment Due Date pays such
disputed portion into the Disputed Payments Account (as defined in the Escrow Agreement)
shall not be liable for interest thereon even if the amount disputed was in fact properly due
and owing. Any Participating Manufacturer that by the Payment Due Date does not pay
such disputed portion into the Disputed Payments Account shall be liable for interest as
provided in subsection IX(h) if the amount disputed was in fact properly due and owing.

(9) On the same date that it makes any payment pursuant to this Agreement, each
Participating Manufacturer shall deliver a notice to each other Notice Party showing the
amount of such payment and the Account to which such payment is to be credited.

(10) On the first Business Day after the Payment Due Date, the Escrow Agent shall deliver
to each other Notice Party a statement showing the amounts received by it from each
Participating Manufacturer and the Accounts credited with such amounts.

(e) General Treatment of Payments. The Escrow Agent may disburse amounts from an Account only if
permitted, and only at such time as permitted, by this Agreement and the Escrow Agreement. No
amounts may be disbursed to a Settling State other than funds credited to such Settling State’s
State-Specific Account (as defined in the Escrow Agreement). The Independent Auditor, in delivering
payment instructions to the Escrow Agent, shall specify: the amount to be paid; the Account or Accounts
from which such payment is to be disbursed; the payee of such payment (which may be an Account);

and the Business Day on which such payment is to be made by the Escrow Agent. Except as expressly
provided in subsection (f) below, in no event may any amount be disbursed from any Account prior to
Final Approval.

(f) Disbursements and Charges Not Contingent on Final Approval. Funds may be disbursed from
Accounts without regard to the occurrence of Final Approval in the following circumstances and in the
following manner:

(1) Payments of Federal and State Taxes. Federal, state, local or other taxes imposed with
respect to the amounts credited to the Accounts shall be paid from such amounts. The
Independent Auditor shall prepare and file any tax returns required to be filed with respect
to the escrow. All taxes required to be paid shall be allocated to and charged against the
Accounts on a reasonable basis to be determined by the Independent Auditor. Upon receipt
of written instructions from the Independent Auditor, the Escrow Agent shall pay such taxes
and charge such payments against the Account or Accounts specified in those instructions.

(2) Payments to and from Disputed Payments Account. The Independent Auditor shall
instruct the Escrow Agent to credit funds from an Account to the Disputed Payments
Account when a dispute arises as to such funds, and shall instruct the Escrow Agent to
credit funds from the Disputed Payments Account to the appropriate payee when such
dispute is resolved with finality. The Independent Auditor shall provide the Notice Parties
not less than 10 Business Days prior notice before instructing the Escrow Agent to disburse
funds from the Disputed Payrnents Account.

(3) Payments to a State-Specific Account. Promptly following the occurrence of
State-Specific Finality in any Settling State, such Settling State and the Original
Participating Manufacturers shall notify the Independent Auditor of such occurrence. The
Independent Auditor shall promptly thereafter notify each Notice Party of such
State-Specific Finality and of the portions of the amounts in the Subsection IX(b) Account
(First), Subsection IX(b} Account (Subsequent), Subsection IX{c)(1) Account and
Subsection 1X(c)}(2) Account, respectively (as such Accounts are defined in the Escrow
Agreement), that are at such time held in such Accounts for the benefit of such Settling
State, and which are to be transferred to the appropnate State-Specific Account for such
Settling State. If neither the Settling State in question nor any Participating Manufacturer
disputes such amounts or the occurrence of such State-Specific Finality by notice delivered
to each other Notice Party not later than 10 Business Days after delivery by the Independent
Auditor of the notice described in the preceding sentence, the Independent Auditor shall
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promptly nstruct the Escrow Agent to make such transfer. If the Settling State in question

or any Participating Manufacturer disputes such amounts or the occurrence of such

State-Specific Finality by notice delivered to each other Notice Party not later than 10

Business Days after delivery by the Independent Auditor of the notice described in the .
second sentence of this subsection (f}(3), the Independent Auditor shall promptly instruct

the Escrow Agent to credit the amount disputed to the Disputed Payments Account and the
undisputed portion to the appropriate State-Specific Account. No amounts may be

transferred or credited to a State-Specific Account for the benefit of any State as to which
State-Specific Finality has not occurred or as to which this Agreement has terminated.

(4) Payments to Parties other than Particular Settling States.

(A) Promptly following the occurrence of State-Specific Finality in one Settling
State, such Settling State and the Original Participating Manufacturers shall
notify the Independent Auditor of such occurrence. The Independent Auditor
shall promptly thereafter notify each Notice Party of the occurrence of
State-Specific Finality in at least one Settling State and of the amounts held in
the Subsection VI(b) Account, Subsection VI(c) Account (First), and
Subsection VIII(c) Account (as such Accounts are defined in the Escrow
Agreement), if any. If neither any of the Settling States nor any of the
Participating Manufacturers disputes such amounts or disputes the occurrence
of State-Specific Finality in one Settling State, by notice delivered to each
Notice Party not later than ten Business Days after delivery by the Independent
Auditor of the notice described in the preceding sentence, the Independent
Auditor shall promptly instruct the Escrow Agent to disburse the funds held in
such Accounts to the Foundation or to the Fund specified in subsection VIII(c),
as appropriate. If any Settling State or Participating Manufacturer disputes such
amounts or the occurrence of such State-Specific Finality by notice delivered to
each other Notice Party not later than 10 Business Days after delivery by the .
Independent Auditor of the notice described in the second sentence of this
subsection (4)(A), the Independent Auditor shall promptly instruct the Escrow
Agent to credit the amounts disputed to the Disputed Payments Account and to
disburse the undisputed portion to the Foundation or to the Fund specified in
subsection VIII(c), as appropriate.

(B) The Independent Auditor shall instruct the Escrow Agent to disburse funds
on deposit in the Subsection VIII(b) Account and Subsection IX(e) Account (as
such Accounts are defined in the Escrow Agreement) to NAAG or to the
Foundation, as appropriate, within 10 Business Days after the date on which
such amounts were credited to such Accounts.

(C) Promptly following the occurrence of State-Specific Finality in Settling
States having aggregate Allocable Shares equal to at least 80% of the total
aggregate Allocable Shares assigned to all States that were Settling States as of
the MSA Execution Date, the Settling States and the Original Participating
Manufacturers shall notify the Independent Auditor of such occurrence. The
Independent Auditor shali promptly thereafter notify each Notice Party of the
occurrence of such State-Specific Finality and of the amounts held in the
Subsection VI(c) Account (Subsequent) (as such Account is defined in the
Escrow Agreement), if any. If neither any of the Settling States nor any of the
Participating Manufacturers disputes such amounts or disputes the occurrence
of such State-Specific Finality, by notice delivered to each Notice Party not
later than 10 Business Days after delivery by the Independent Auditor of the
notice described in the preceding sentence, the Independent Auditor shall
promptly instruct the Escrow Agent to disburse the funds held in such Account
to the Foundation. If any Settling State or Participating Manufacturer disputes
such amounts or the occurrence of such State-Specific Finality by notice
delivered to each other Notice Party not later than 10 Business Days after
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delivery by the Independent Auditor of the notice described in the second
sentence of this subsection (4)(C), the Independent Auditor shall promptly
instruct the Escrow Agent to credit the amounts disputed to the Disputed
Payments Account and to disburse the undisputed portion to the Foundation.

(5) Treatment of Payments Following Termination.

(A) As to amounts held for Settling States. Promptly upon the termination of
this Agreement with respect to any Settling State (whether or not as part of the
termination of this Agreement as to all Settling States) such State or any
Participating Manufacturer shall notify the Independent Auditor of such
occurrence. The Independent Auditor shall promptly thereafter notify each
Notice Party of such termination and of the amounts held in the Subsection
IX(b) Account {First), the Subsection IX(b) Account (Subsequent), the
Subsection IX{c)(1) Account, the Subsection IX(c)(2) Account, and the
State-Specific Account for the benefit of such Settling State. If neither the State
in question nor any Participating Manufacturer disputes such amounts or the
occurrence of such termination by notice delivered to each other Notice Party
not later than 10 Business Days after delivery by the Independent Auditor of
the notice described in the preceding sentence, the Independent Auditor shall
promptly instruct the Escrow Agent to transfer such amounts to the
Participating Manufacturers (on the basis of their respective contributions of
such funds). If the State in question or any Participating Manufacturer disputes
the amounts held in the Accounts or the occurrence of such termination by
notice delivered to each other Notice Party not later than 10 Business Days
after delivery by the Independent Auditor of the notice described in the second
sentence of this subsection (5)(A), the Independent Auditor shall promptly
instruct the Escrow Agent to transfer the amount disputed to the Disputed
Payments Account and the undisputed portion to the Participating
Manufacturers (on the basis of their respective contributions of such funds).

(B) As to amounts held for others. If this Agreement is terminated with respect
to all of the Settling States, the Original Participating Manufacturers shall
promptly notify the Independent Auditor of such occurrence. The Independent
Auditor shall promptly thereafter notify each Notice Party of such termination
and of the amounts held in the Subsection VI(b) Account, the Subsection VI(c)
Account (First), the Subsection VIII(b) Account, the Subsection VIII(c}
Account and the Subsection IX(e) Account. If neither any such State nor any
Participating Manufacturer disputes such amounts or the occurrence of such
termination by notice delivered to each other Notice Party not later than 10
Business Days after delivery by the Independent Auditor of the notice
described in the preceding sentence, the Independent Auditor shall promptly
instruct the Escrow Agent to transfer such amounts to the Participating
Manufacturers (on the basis of their respective contributions of such funds). If
any such State or any Participating Manufacturer disputes the amounts held in
the Accounts or the occurrence of such termination by notice delivered to each
other Notice Party not later than 10 Business Days after delivery by the
Independent Auditor of the notice described in the second sentence of this
subsection (5)(B), the Independent Auditor shall promptly instruct the Escrow
Agent to credit the amount disputed to the Disputed Payments Account and
transfer the undisputed portion to the Participating Manufacturers (on the basis
of their respective contribution of such funds). \

{C) As to amounts held in the Subsection VI(c) Account (Subsequent). If this
Agreement 1s terminated with respect to Settling States having aggregate
Allocable Shares equal to more than 20% of the total aggregate Allocable
Shares assigned to those States that were Settling States as of the MSA
Execution Date, the Original Participating Manufacturers shall promptly notify
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the Independent Auditor of such occurrence. The Independent Auditor shall
promptly thereafter notify each Notice Party of such termination and of the
amounts held in the Subsection VI(c) Account (Subsequent) (as defined in the
Escrow Agreement). If neither any such State with respect to which this
Agreement has terminated nor any Participating Manufacturer disputes such
amounts or the occurrence of such termination by notice delivered to each other
Notice Party not later than 10 Business Days after delivery by the Independent
Auditor of the notice described in the preceding sentence, the Independent
Auditor shall promptly instruct the Escrow Agent to transfer such amounts to
the Participating Manufacturers (on the basis of their respective contributions of
such funds). If any such State or any Participating Manufacturer disputes the
amounts held in the Account or the occurrence of such termination by notice
delivered to each other Notice Party not later than 10 Business Days after
delivery by the Independent Auditor of the notice described in the second
sentence of this subsection (5)(C), the Independent Auditor shall promptly
instruct the Escrow Agent to credit the amount disputed to the Disputed
Payments Account and transfer the undisputed portion to the Participating
Manufacturers (on the basis of their respective contribution of such funds).

(g) Payments to be Made Only After Final Approval. Promptly following the occurrence of Final
Approval, the Settling States and the Original Participating Manufacturers shall notify the Independent
Auditor of such occurrence. The Independent Auditor shall promptly thereafter notify each Notice Party
of the occurrence of Final Approval and of the amounts held in the State-Specific Accounts. If neither
any of the Settling States nor any of the Participating Manufacturers disputes such amounts, disputes the
occurrence of Final Approval or claims that this Agreement has terminated as to any Settling State for
whose benefit the funds are held in a State-Specific Account, by notice delivered to each Notice Party
not later than 10 Business Days after delivery by the Independent Auditor of such notice of Final
Approval, the Independent Auditor shall promptly instruct the Escrow Agent to disburse the funds held
in the State-Specific Accounts to the respective Settling States. If any Notice Party disputes such
amounts or the occurrence of Final Approval, or claims that this Agreement has terminated as to any
Settling State for whose benefit the funds are held in a State-Specific Account, by notice delivered to
each other Notice Party not later than 10 Business Days after delivery by the Independent Auditor of
such notice of Final Approval, the Independent Auditor shall promptly instruct the Escrow Agent to
credit the amounts disputed to the Disputed Payments Account and to disburse the undisputed portion to
the respective Settling States.

(h) Applicability to Section XVII Payments. This section XI shall not be applicable to payments made
pursuant to section XVII; provided, however, that the Independent Auditor shall be responsible for
calculating Relative Market Shares in connection with such payments, and the Independent Auditor shall
promptly provide the results of such calculation to any Original Participating Manufacturer or Settling
State that requests it do so.

(1) Miscalculated or Disputed Payments.

(1) Underpayments.

(A) If information becomes available to the Independent Auditor not later than
four years after a Payment Due Date, and such information shows that any
Participating Manufacturer was instructed to make an insufficient payment on
such date ("original payment"), the Independent Auditor shall promptly
determine the additional payment owed by such Participating Manufacturer and
the allocation of such additional payment among the applicable payees. The
Independent Auditor shall then reduce such additional payment (up to the full
amount of such additional payment) by any adjustments or offsets that were
available to the Participating Manufacturer in question against the original
payment at the time it was made (and have not since been used) but which such
Participating Manufacturer was unable to use against such original payment
because such adjustments or offsets were in excess of such original payment
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(provided that any adjustments or offsets used against such additional payment
shall reduce on a dollar-for-dollar basis any remaining carry-forward held by

. such Participating Manufacturer with respect to such adjustment or offset). The
Independent Auditor shall then add interest at the Prime Rate (calculated from
the Payment Due Date in question) to the additional payment (as reduced
pursuant to the preceding sentence), except that where the additional payment
owed by a Participating Manufacturer is the result of an underpayment by such
Participating Manufacturer caused by such Participating Manufacturer’s
withholding of information as described in subsection (d)(5)(B), the applicable
interest rate shall be that described in subsection IX(h). The Independent
Auditor shall promptly give notice of the additional payment owed by the
Participating Manufacturer in question (as reduced and/or increased as
described above) to all Notice Parties, showing the new information and all
calculations. Upon receipt of such notice, any Participating Manufacturer or
Settling State may dispute the Independent Auditor’s calculations in the manner
described in subsection (d)(3), and the Independent Auditor shall promptly
notify each Notice Party of any subsequent revistons to its calculations. Not
more than 15 days after receipt of such notice (or, if the Independent Auditor
revises its calculations, not more than 15 days after receipt of the revisions),
any Participating Manufacturer and any Settling State may dispute the
Independent Auditor’s calculations in the manner prescribed in subsection
(d)(6). Failure to dispute the Independent Auditor’s calculations in this manner
shall constitute agreement with the Independent Auditor’s calculations, subject
to the limitations set forth in subsection (d)(6). Payment of the undisputed
portion of an additional payment shall be made to the Escrow Agent not more
than 20 days after receipt of the notice described in this subsection (A) (or, if
the Independent Auditor revises its calculations, not more than 20 days after

receipt of the revisions). Failure to pay such portion shall render the
‘ . Participating Manufacturer liable for interest thereon as provided in subsection
IX(h). Payment of the disputed portion shall be governed by subsection (d)(8).

(B) To the extent a dispute as to a prior payment is resolved with finality
against a Participating Manufacturer: (1) in the case where the disputed amount -
has been paid into the Disputed Payments Account pursuant to subsection
(d)(8), the Independent Auditor shall instruct the Escrow Agent to transfer such
amount to the applicable payee Account(s); (i) in the case where the disputed
amount has not been paid into the Disputed Payments Account and the dispute
was identified prior to the Payment Due Date in question by delivery of a
statement pursuant to subsection (d)(6) identifying such dispute, the
TIndependent Auditor shall calculate interest on the disputed amount from the
Payment Due Date in question (the applicable interest rate to be that provided
in subsection IX(h)) and the allocation of such amount and interest among the
applicable payees, and shall provide notice of the amount owed (and the
identity of the payor and payees) to all Notice Parties; and (iii) in all other
cases, the procedure described in subsection (ii) shall apply, except that the
applicable interest rate shall be the Prime Rate.

(2) Overpayments.

(A) If a dispute as to a prior payment is resolved with finality in favor of a

Participating Manufacturer where the disputed amount has been paid into the

Disputed Payments Account pursuant to subsection (d)(8), the Independent

Auditor shall instruct the Escrow Agent to transfer such amount to such
. Participating Manufacturer.

(B) If information becomes available to the Independent Auditor not later than
four years after a Payment Due Date showing that a Participating Manufacturer
made an overpayment on such date, or if a dispute as to a prior payment is -
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resolved with finality in favor of a Participating Manufacturer where the

disputed amount has been paid but not into the Disputed Payments Account,

such Participating Manufacturer shall be entitled to a continuing

dollar-for-dollar offset as follows: .

(1) offsets under this subsection (B) shall be applied only against
eligible payments to be made by such Participating Manufacturer
after the entitlement to the offset arises. The eligible payments
shall be: in the case of offsets arising from payments under
subsection IX(b) or IX(c)(1), subsequent payments under any of
such subsections; in the case of offsets arising from payments
under subsection IX{(c)(2), subsequent payments under such
.subsectton or, if no subsequent payments are to be made under
such subsection, subsequent payments under subsection IX(c)(1);
in the case of offsets arising from payments under subsection
IX(e), subsequent payments under such subsection or subsection
IX{(c); in the case of offsets arising from payments under
subsection VI(c), subsequent payments under such subsection or, if
no subsequent payments are to be made under such subsection,
subsequent payments under any of subsectton IX(c)(1), IX(c)(2) or
IX(e); in the case of offsets arising from payments under
subsection VIII(b), subsequent payments under such subsection or,
if no subsequent payments are to be made under such subsection,
subsequent payments under either subsection IX(c)(1) or IX(c)(2);
in the case of offsets arising from payments under subsection
VIII(c), subsequent payments under either subsection IX(c)(1) or
IX(c)(2); and, in the case of offsets arising from payments under
subsection IX(i), subsequent payments under such subsection.

(i1) in the case of offsets to be applied against payments under .
subsection IX{c), the offset to be applied shall be apportioned

among the Settling States pro rata in proportion to their respective

shares of such payments.

(iii) the total amount of the offset to which a Participating
Manufacturer shall be entitled shall be the full amount of the
overpayment it made, together with interest calculated from the
time of the overpayment to the Payment Due Date of the first
eligible payment against which the offset may be applied. The
applicable interest rate shall be the Prime Rate (except that, where
the overpayment is the result of a Settling State’s withholding of
information as described in subsection (d)(5)(B), the applicable
interest rate shall be that described in subsection IX(h)).

(iv) an offset under this subsection (B) shall be applied up to the
full amount of the Participating Manufacturer’s share (in the case
of payments due from Original Participating Manufacturers,
determined as described in the first sentence of clause "Seventh” of
subsectton 1X(j) (or, in the case of payments pursuant to subsection
IX(c), step D of such clause)) of the eligible payment in question,
as such payment has been adjusted and reduced pursuant to clauses
"First" through "Sixth" of subsection IX()), to the extent each such
clause is applicable to the payment in question. In the event that
the offset to which a Participating Manufacturer is entitled under
this subsection (B) would exceed such Participating .
- Manufacturer’s share of the eligible payment against which it is
being applied, the offset shall be the full amount of such
Participating Manufacturer’s share of such eligible payment and all
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amounts not offset shall carry forward and be offset against
subsequent eligible payments until all such amounts have been

. offset.

(j) Payments After Applicable Condition. To the extent that a payment is made after the occurrence of
all applicable conditions for the disbursement of such payment to the payee(s) in question, the
Independent Auditor shall instruct the Escrow. Agent to disburse such payment promptly following its
deposit.

XIL SETTLING STATES’ RELEASE, DISCHARGE AND COVENANT
(a) Release.

(1) Upon the occurrence of State-Specific Finality in a Settling State such Settlmg State
shall absolutely and unconditionally release and forever discharge all Released Parties from
all Released Claims that the Releasing Parties directly, indirectly, derivatively or in any
other capacity ever had, now have, or hereafter can, shall or may have.

(2) Notwithstanding the foregoing, this release and discharge shall not apply to any
defendant in a lawsuit settled pursuant to this Agreement (other than a Participating
Manufacturer) unless and until such defendant releases the Releasing Parties (and delivers
to the Attorney General of the applicable Settling State a copy of such release) from any and
alt Claims of such defendant relating to the prosecution of such lawsuit.

(3) Each Settling State (for itself and for the Releasing Parties) further covenants and agrees

that it (and the Releasing Parties) shall not after the occurrence of State-Specific Finality 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.

(4) (A) Each Settling State (for itself and for the Releasing Parties) further agrees that, if a
Released Claim by a Releasing Party against any person or entity that is not a Released
Party (a "non-Released Party™) results in or in any way gives rise to a claim-over (on any
theory whatever other than a claim based on an express written indemnity agreement) by
such non-Released Party against any Released Party (and such Released Party gives notice
to the applicable Settling State within 30 days of the service of such claim-over (or within
30 days after the MSA Execution Date, whichever is later) and prior to entry into any
settlement of such claim-over), the Releasing Party: (i) shall reduce or credit against any
judgment or settlement such Releasing Party may obtain against such non-Released Party
the full amount of any judgment or settlement such non-Released Party may obtain against
the Released Party on such claim-over; and (ii) shall, as part of any settlement with such
non-Released Party, obtain from such non-Released Party for the benefit of such Released
Party a satisfaction in full of such non-Released Pa.rty s judgment or settlement against the
Released Party.

(B) Each Settling State further agrees that in the event that the provisions of subsection
(4)(A) do not fully eliminate any and all liability of any Original Participating Manufacturer
{or of any person or entity that is a Released Party by virtue of its relation to any Original
Participating Manufacturer) with respect to claims-over (on any theory whatever other than
a claim based on an express written indemnity agreement) by any non-Released Party to
recover in whole or in part any liability (whether direct or indirect, or whether by way of
settlement (to the extent that such Released Party has given notice to the applicable Settling
State within 30 days of the service of such claim-over (or within 30 days after the MSA
. Execution Date, whichever is later) and prior to entry into any settlement of such
claim-over), judgment or otherwise) of such non-Released Party to any Releasing Party
arising out of any Released Claim, such Original Participating Manufacturer shall receive a
continuing dollar-for-dollar offset for any amounts paid by such Original Participating
Manufacturer (or by any person or entity that is a Released Party by virtue of its relation to
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such Original Participating Manufacturer) on any such liability against such Original
Participating Manufacturer’s share (determined as described in step E of clause "Seventh"
of subsection IX(})) of the applicable Settling State’s Allocated Payment, up to the full
amount of such Original Participating Manufacturer’s share of such Allocated Payment each .
year, until all such amounts paid on such liability have been offset. In the event that the
offset under this subsection (4) with respect to a particular Settling State would in any given
year exceed such Original Participating Manufacturer’s share of such Settling State’s
Allocated Payment (as such share had been reduced by adjustment, if any, pursuant to the
NPM Adjustment, and has been reduced by offsets, if any, pursuant to the offset for
miscalculated or disputed payments, the Federal Tobacco Legislation Offset and the
Litigating Releasing Parties Offset): (i) the offset to which such Original Participating
Manufacturer is entitled under this subsection in such year shall be the full amount of such
Original Participating Manufacturer’s share of such Allocated Payment; and (i1} al! amounts
not offset by reason of subsection (i) shall carry forward and be offset in the following
year(s) until all such amounts have been offset.

(C) Each Settling State further agrees that, subject to the provisions of section IX(i)(3), each
Subsequent Participating Manufacturer shall be entitled to the offset described in.subsection
{B) above to the extent that it (or any person or entity that is a Released Party by virtue of
its relationship with such Subsequent Participating Manufacturer) has paid on liability that
would give rise to an offset under such subsection if paid by an Original Participating
Manufacturer.

(5) This release and covenant shall not operate to interfere with a Settling State’s ability to

enforce as against any Participating Manufacturer the provisions of this Agreement, or with

the Court’s ability to enter the Consent Decree or to maintain continuing jurisdiction to

enforce such Consent Decree pursuant to the terms thereof. Provided, however, that neither
subsection I1I{a) or III{r) of this Agreement nor subsection V(A) or V(I) of the 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.

(6) The Settling States do not purport to waive or release any claims on behalf of Indian
tribes.

(7) The Settling States do not waive or release any criminal liability based on federal, state
or local law.

(8) Notwithstanding the foregoing (and the definition of Released Parties), this release and
covenant shall not apply to retailers, suppliers or distributors to the extent of any liability
arising from the sale or distribution of Tobacco Products of, or the supply of component
parts of Tobacco Products to, any non-Released Party.

(A) Each Settling State (for itself and for the Releasing Parties) agrees that, if a
claim by a Releasing Party against a retailer, supplier or distributor that would
be a Released Claim but for the operation of the preceding sentence results in or
in any way gives rise to a claim-over (on any theory whatever) by such retailer,
supplier or distributor against any Released Party (and such Released Party
gives notice to the applicable Settling State within 30 days of the service of
such claim-over (or within 30 days after the MSA Execution Date, whichever is
later) and prior to entry into any settlement of such claim-over), the Releasing
Party: (i) shall reduce or credit against any judgment or settlement such
Releasing Party may obtain against such retailer, supplier or distributor the full
amount of any judgment or settlement such retailer, supplier or distributor may
obtain against the Released Party on such claim-over; and (it) shall, as part of .
any settlement with such retailer, supplier or distributor, obtain from such
retailer, supplier or distributor for the benefit of such Released Party a
satisfaction in full of such retailer’s, supplier’s or distributor’s judgment or
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settlement against the Released Party.

(B) Each Settling State further agrees that in the event that the provisions of
subsection (8)(A) above do not fully eliminate any and all liability of any
Original Participating Manufacturer (or any person or entity that 1s a Released
Party by virtue of its relationship to an Original Participating Manufacturer)
with respect to claims-over (on any theory whatever) by any such retailer,
supplier or distributor to recover in whole or in part any liability (whether direct
or indirect, or whether by way of settlement (to the extent that such Released
Party has given notice to the applicable Settling State within 30 days of the
service of such claim-over {or within 30 days after the MSA Execution Date,
whichever is later) and prior to entry into any settlement of such claim-over),
judgment or otherwise) of such retailer, supplier or distributor to any Releasing
Party arising out of any claim that would be a Released Claim but for the
operation of the first sentence of this subsection (8), such Original Participating
Manufacturer shall receive a continuing dollar-for-dollar offset for any amounts
paid by such Original Participating Manufacturer (or by any person or entity
that is a Released Party by virtue of its relation to such Original Participating
Manufacturer) on any such hability against such Original Participating
Manufacturer’s share (determined as described in step E of clause "Seventh” of
subsection IX(j)) of the applicable Settling State’s Allocated Payment, up to the
full amount of such Original Participating Manufacturer’s share of such
Allocated Payment each year, until all such amounts paid on such liability have
been offset. In the event that the offset under this subsection (8) with respect to
a particular Settling State would in any given year exceed such Original
Participating Manufacturer’s share of such Settling State’s Allocated Payment
(as such share had been reduced by adjustment, if any, pursuant to the NPM
Adjustment, and has been reduced by offsets, if any, pursuant to the offset for
miscalculated or disputed payments, the Federal Tobacco Legislation Offset,
the Litigating Releasing Parties Offset and the offset for claims-over under
subsection XII(a)(4)(B)): (i) the offset to which such Original Participating
Manufacturer is entitled under this subsection in such year shall be the full
amount of such Original Participating Manufacturer’s share of such Allocated
Payment; and (ii) all amounts not offset by reason of clause (i) shall carry
forward and be offset in the following year(s) until all such amounts have been
offset. -

(C) Each Settling State further agrees that, subject to the provisions of
subsection IX(1)(3), each Subsequent Participating Manufacturer shall be
entitled to the offset described in subsection {B) above to the extent that it (or
any person or entity that is a Released Party by virtue of its relationship with
such Subsequent Participating Manufacturer) has paid on liability that would
give rise to an offset under such subsection if paid by an Original Participating
Manufacturer.

(9) Notwithstanding any provision of law, statutory or otherwise, which provides that a
general release does not extend to claims which the creditor does not know or suspect to
exist in its favor at the time of executing the release, which if known by it must have
materially affected its settlement with the debtor, the releases set forth in this section XII
release all Released Claims against the Released Parties, whether known or unknown,
foreseen or unforeseen, suspected or unsuspected, that the Releasing Parties may have
against the Released Parties, and the Releasing Parties understand and acknowledge the
significance and consequences of waiver of any such provision and hereby assume full
responsibility for any injuries, damages or losses that the Releasing Parties may incur.

(b) Released Claims Against Released Parties. If a Releasing Party (or any person or entity enumerated

in subsection II{pp), without regard to the power of the Attorney General to release claims of such
person or entity) nonetheless attempts to maintain a Released Claim against a Released Party, such
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Released Party shall give written notice of such potential claim to the Attorney General of thé applicable

Settling State within 30 days of receiving notice of such potential claim (or within 30 days after the

MSA Execution Date, whichever is later) (unless such potential claim is being maintained by such

Settling State). The Released Party may offer the release and covenant as a complete defense. If it is .
determined at any point in such action that the release of such claim is unenforceable or invalid for any

rtlelas?n (including, but not limited to, lack of authority to release such claim), the following provisions

shall apply:

(1) The Released Party shall take all ordinary and reasonable measures to defend the action
fully. The Released Party may settle or enter into a stipulated judgment with respect to the
action at any time in its sole discretion, but in such event the offset described in subsection
(b)(2) or (b)(3) below shall apply only if the Released Party obtains the relevant Attorney
General’s consent to such settlement or stipulated judgment, which consent shall not be
unreasonably withheld. The Released Party shall not be entitled to the offset described in
subsection (b)(2) or (b)(3) below if such Released Party failed to take ordinary and
reasonable measures to defend the action fully.

(2) The following provisions shall apply where the Released Party is an Ori ginal
Participating Manufacturer (or any person or entity that is a Released Party by virtue of its
relationship with an Original Participating Manufacturer):

(A) In the event of a settlement or stipulated judgment, the settlement or
stipulated amount shall give nise to a continuing offset as such amount is
actually paid against the full amount of such Original Participating
Manufacturer’s share (determined as described in step E of clause "Seventh" of
subsection I1X(j)) of the applicable Settling State’s Allocated Payment until
such time as the settlement or stipulated amount is fully credited on a
dollar-for-dollar basis.

(B) Judgments (other than a default judgment) against a Released Party in such .
an action shall, upon payment of such judgment, give rise to an immediate and :
continuing offset against the full amount of such Original Participating

Manufacturer’s share (determined as described in subsection (A)) of the

applicable Settling State’s Allocated Payment, until such time as the judgment

is fully credited on a dollar-for-dollar basis.

(C) Each Settling State reserves the right to intervene in such an action (unless
such action was brought by the Settling State) to the extent authorized by
applicable law in order to protect the Settling State’s interest under this
Agreement. Each Participating Manufacturer agrees not to oppose any such
intervention.

(D) In the event that the offset under this subsection (b)(2) with respect to a
particular Settling State would in any given year exceed such Original
Participating Manufacturer’s share of such Settling State’s Allocated Payment
(as such share had been reduced by adjustment, if any, pursuant to the NPM
Adjustment, and has been reduced by offsets, if any, pursuant to the Federal
Tobacco Legislation Offset and the offset for miscalculated or disputed
payments): (i) the offset to which such Orlginal Participating Manufacturer is
entitled under this subsection (2) in such year shall be the full amount of such
Original Participating Manufacturer’s share of such Allocated Payment; and
(i1) all amounts not offset by reason of clause (i) shall carry forward and be
offset in the following year(s) unti! all such amounts have been offset.

(3) The following provisions shall apply where the Released Party is a Subsequent .
Participating Manufacturer (or any person or entity that is a Released Party by virtue of its
relationship with a Subsequent Participating Manufacturer): Subject to the provisions of

subsection IX(i)(3), each Subsequent Participating Manufacturer shall be entitled to the
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offset as described in subsections (2){A)-(C) above against payments it otherwise would
owe under section IX(i) tothe extent that it (or any person or entity that is a Released Party

. - by virtue of its relationship with such Subsequent Participating Manufacturer) has paid on a
settlement, stipulated judgment or judgment that would give rise to an offset under such
subsections if paid by an Original Participating Manufacturer.

XITI. CONSENT DECREES AND DISMISSAL OF CLAIMS

- (a) Within 10 days after the MSA Execution Date (or, as to any Settling State identified in the
Additional States provision of Exhibit D, concurrently with the filing of its lawsuit), each Settling State
and each Participating Manufacturer that is a party in any of the lawsuits identified in Exhibit D shall
jointly move for a stay of all proceedings in such Settling State’s lawsuit with respect to the Participating
Manufacturers and all other Released Parties {except any proceeding seeking public disclosure of .
documents pursuant to subsection IV(b)). Such stay of a Settling State’s lawsuit shall be dissolved upon
the earlier of the occurrence of State-Specific Finality or termination of this Agreement with respect to
such Settling State pursuant to subsection XVIII(u)(1). .

{(b) Not later than December 11, 1998 (or, as to any Settling State identified in the Additional States
provision of Exhibit D, concurrently with the filing of its lawsuit):

~ (1) each Settling State that is a party to a lawsuit 1dcnt1ﬁed in Exhibit D and each
" Participating Manufacturer will:

(A) tender this Agreement to the Court in such Settling State for its approval;
and

- (B) tender to the Court in such Settling State for entry a consent decree
conforming to the model consent decree attached hereto as Exhibit L (revisions
. or changes to such model consent decree shall be limited to the extent required
by state procedural requirements to reflect accurately the factual setting of the
case in question, but shall not include any substantive revision to the duties or
obligations of any Settling State or Participating Manufacturer, except by
agreement of all Original Participating Manufacturers); and

(2) each Settling State shall seek entry of an order of dismissal of claims dismissing with
prejudice all claims against the Participating Manufacturers and any other Released Party in

- such Settling State’s action identified in Exhibit D. Provided, however, that the Settling
State is not required to seek entry of such an order in such Settling State’s action against
such a Released Party (other than a Participating Manufacturer) unless and until such
Released Party has released the Releasing Parties (and delivered to the Attorney General of
such Settling State a copy of such release) (which release shall be effective upon the
occurrence of State-Specific Finality in such Settling State, and shall recite that in the event
this Agreement is terminated with respect to such Settling State pursuant to subsection
XVTII(u)(1) the Released Party agrees that the order of dismissal shall be null and void and
of no effect) from any and all Claims of such Released Party relating to the prosecutlon of
such action as provided in subsection XII(a)(2). '

XIV. PARTICIPATING MANUFACTURERS’ DISMISSAL OF RELATED
LAWSUITS

(a) Upon State-Specific Finality in a Settling State, each Participating Manufacturer will dismiss without
prejudice (and without costs and fees) the lawsuit(s) listed in Exhibit M pending in such Settling State in
which the Participating Manufacturer is a plaintiff. Within 10 days after the MSA Execution.Date, each
_ . Participating Manufacturer and each Settling State that is a party in any of the lawsuits listed in Exhibit
M shall jointly move for a stay of all proceedings in such lawsuit. Such stay of a lawsuit against a
Settling State shall be dissolved upon the earlier of the occurrence of State-Specific Finality in such
Settling Sta;te or termination of this Agreement with respect to such Settling State pursuant to subsection
XVII(u)(1 -
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(b) Upon State-Specific Finality in a Settling State, each Participating Manufacturer will release and

discharge any and all monetary Claims against such Settling State and any of such Settling State’s

officers, employees, agents, administrators, representatives, officials acting in their official capacity, .
agencies, departments, commissions, divisions and counsel relating to or in connection with the

lawsuit(s) commenced by the Attorney General of such Settling State identified in Exhibit D.

(c) Upon State-Specific Finality in a Settling State, each Participating Manufacturer will release and
discharge any and all monetary Claims against all subdivisions (political or otherwise, including, but not
limited to, municipalities, counties, parishes, villages, unincorporated districts and hospital districts) of
such Settling State, and any of their officers, employees, agents, administrators, representatives, officials
acting in their official capacity, agencies, departments, commissions, divisions and counsel arising out of
“Claims that have been waived and released with continuing full force and effect pursuant to section XII
of this Agreement.

XVY. VOLUNTARY ACT OF THE PARTIES

The Settling States and the Participating Manufacturers acknowledge and agree that this Agreement is
voluntarily entered into by each Settling State and each Participating Manufacturer as the result of
arm’s-length negotiations, and each Settling State and each Participating Manufacturer was represented
by counsel in deciding to enter into this Agreement. Each Participating Manufacturer further
acknowledges that it understands that certain provisions of this Agreement may require it to act or
refrain from acting in a2 manner that could otherwise give rise to state or federal constitutional challenges

- and that, by voluntarily consenting to this Agreement, it (and the Tobacco-Related Organizations (or any
trade associations formed or controlled by any Participating Manufacturer)) waives for purposes of
performance of this Agreement any and all claims that the provisions of this Agreement violate the state
or federal constitutions. Provided, however, that nothing in the foregoing shall constitute a waiver as to
the entry of any court order (or any interpretation thereof) that would operate to limit the exercise of any
constitutional right except to the extent of the restrictions, limitations or obligations expressly agreed to .
in this Agreement or the Consent Decree.

XVI. CONSTRUCTION

(a) No Settling State or Participating Manufacturer shall be considered the drafier of this Agreement or
any Consent Decree, or any provision of either, for the purpose of any statute, case law or rule of

interpretation or construction that would or mi ght cause any provision to be construed against the
drafter.

(b) Nothing in this Agreement shall be construed as approval by the Settling States of any Participating
Manufacturer’s business organizations, operations, acts or practices, and no Participating Manufacturer
may make any representation to the contrary.

XVIL. RECOVERY OF COSTS AND ATTORNEYS’ FEES

(a) The Original Participating Manufacturers agree that, with respect to any Settling State in which the
Court has approved this Agreement and the Consent Decree, they shall severally retmburse the
following "Governmental Entities": (1) the office of the Attorney General of such Settling State; (2) the
office of the governmental prosecuting authority for any political subdivision of such Settling State with
a lawsuit pending against any Participating Manufacturer as of July 1, 1998 (as identified in Exhibit N)
that has released such Settling State and such Participating Manufacturer(s) from any and all Released
Claims (a "Litigating Political Subdivision"); and (3) other appropriate agencies of such Settling State
and such Litigating Political Subdivision, for reasonable costs and expenses incurred in connection with
the litigation or resolution of claims asserted against the Participating Manufacturers in the actions set
forth in Exhibits D, M and N; provided that such costs and expenses are of the same nature as costs and
expenses for which the Original Participating Manufacturers would retmburse their own counsel or .
agents {(but not including costs and expenses relating to lobbying activities).

G
(b) The Original Participating Manufacturers further agree severally to pay the Governmental Entities in
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any Settling State in which State-Specific Finality has occurred an amount sufficient to compensate such
Governmental Entities for time reasonably expended by attorneys and paralegals employed in such
offices in connection with the litigation or resolution of claims asserted against or by the Participating
Manufacturers in the actions identified in Exhibits D, M and N (but not including time relating to
lobbying activities), such amount to be calculated based upon hourly rates equal to the market rate in
such Settling State for private attorneys and paralegals of equivalent experience and seniority.

(c) Such Governmental Entities seeking payment pursuant to subsection (a) and/or (b) shall provide the

- Original Participating Manufacturers with an appropriately documented statement of all costs, expenses

and attorney and paralegal time for which payment is sought, and, solely with respect to payments
sought pursuant to subsection (b), shall do so no earlier than the date on which State-Specific Finality
occurs in such Settling State. All amounts to be paid pursuant to subsections (a) and (b) shall be subject
to reasonable verification if requested by any Original Participating Manufacturer; provided, however,
that nothing contained in this subsection (c) shall constitute, cause, or require the performance of any act
that would constitute any waiver (in whole or in part) of any attorney-client privilege, work product
protection or common interest/joint prosecution privilege. All such amounts to be paid pursuant to
subsections (a) and (b) shall be subject to an aggregate cap of $150 million for all Settling States, shall
be paid promptly following submission of the appropriate documentation (and the completion of any
verification process), shall be paid separately and apart from any other amounts due pursuant to this
Agreement, and shall be paid severally by each Original Participating Manufacturer according to its
Relative Market Share. All amounts to be paid pursuant to subsection (b) shall be paid to such
Governmental Entities in the order in which State-Specific Finality has occurred in such Settling States
(subject to the $150 million aggregate cap).

(d) The Original Participating Manufacturers agree that, upon the occurrence of State-Specific Finality
in a Settling State, they will severally pay reasonable attorneys’ fees to the private outside counsel, if
any, retained by such Settling State (and each Litigating Political Subdivision, if any, within such
Settling State) in connection with the respective actions identified in Exhibits D, M and N and who are
designated in Exhibit S for each Settling State by the relevant Attorney General (and for each Litigating
Political Subdivision, as later certified in writing to the Original Participating Manufacturers by the
relevant governmental prosecuting authority of each Litigating Political Subdivision) as having been
retained by and having represented such Settling State (or such Litigating Political Subdivision), in
accordance with the terms described in the Model Fee Payment Agreement attached as Exhibit O.

XVIIL. MISCELLANEOUS

(a) Effect of Current or Future Law. If any current or future law includes obligations or prohibitions
applying to Tobacco Product Manufacturers related to any of the provisions of this Agreement, each
Participating Manufacturer shall comply with this Agreement unless compliance with this Agreement
would violate such law.

(b) Limited Most-Favored Nation Provision.

(1) If any Participating Manufacturer enters into any future settlement agreement of other
litigation comparable to any of the actions identificd in Exhibit D brought by a non-foreign
governmental plaintiff other than the federal government ("Future Settlement Agreement"):

{A) before October 1, 2000, on overall terms more favorable to such
governmental plaintiff than the overall terms of this Agreement (after due
consideration of relevant differences in population or other appropriate factors),
then, unless a majority of the Settling States determines that the overall terms
of the Future Settlement Agreement are not more favorable than the overall
terms of this Agreement, the overall terms of this Agreement will be revised so
that the Settling States will obtain treatment with respect to such Participating
Manufacturer at least as relatively favorable as the overall terms provided to
any such governmental plaintiff; provided, however, that as to economic terms
this Agreement shall not be revised based on any such Future Settlement
Agreement if such Future Settlement Agreement is entered into after: (i) the
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impaneling of the jury (or, in the event of a non-jury trial, the commencement

of trial) in such litigation or any severed or bifurcated portion thereof; or (ii)

any court order or judicial determination relating to such litigation that (x)

grants judgment (in whole or in part) against such Participating Manufacturer; .
or (y) grants injunctive or other relief that affects the assets or on-going

business activities of such Participating Manufacturer in a manner other than as
expressly provided for in this Agreement; or

(B) on or after October 1, 2000, on terms more favorable to such governmental
plaintiff than the terms of this Agreement (after due consideration of relevant
differences in population or other appropriate factors), and such Future
Settlement Agreement includes terms that provide for the implementation of
non-economic tobacco-related public health measures different from those
contained in this Agreement, then this Agreement shall be revised to include
terms comparable to such non-economic terms, unless a majority of the Settling
States elects against such revision.

(2) If any Settling State resolves Claims against any Non-Participating Manufacturer after
the MSA Execution Date comparable to any Released Claim, and such resolution includes
overall terms that are more favorable to such Non-Participating Manufacturer than the terms
of this Agreement (including, without limitation, any terms that relate to the marketing or
distribution of Tobacco Products and any term that provides for a lower settlement cost on a
per pack sold basis), then the overall terms of this Agreement will be revised so that the
Original Participating Manufacturers will obtain, with respect to that Settling State, overall
terms at least as relatively favorable (taking into account, among other things, all payments
previously made by the Original Participating Manufacturers and the timing of any
payments) as those obtained by such Non-Participating Manufacturer pursuant to such
resolution of Claims. The foregoing shall include but not be limited: (a) to the treatment by
any Settling State of a Future Affiliate, as that term is defined in agreements between any of .
the Settling States and Brooke Group Ltd., Liggett & Myers Inc. and/or Liggett Group, Inc.
("Liggett"), whether or not such Future Affiliate is merged with, or its operations combined
with, Liggett or any Affiliate thereof; and (b) to any application of the terms of any such
agreement (including any terms subsequently negotiated pursuant to any such agreement) to
a brand of Cigarettes (or tobacco-related assets) as a result of the purchase by or sale to
Liggett of such brand or assets or as a result of any combination of ownership among
Liggett and any entity that manufactures Tobacco Products. Provided, however, that
revision of this Agreement pursuant to this subsection (2) shall not be required by virtue of
the subsequent entry into this Agreement by a Tobacco Product Manufacturer that has not
become a Participating Manufacturer as of the MSA Execution Date. Notwithstanding the
provisions of subsection XVIII(j), the provisions of this subsection XVIII(b)(2) may be
waived by (and only by) unanimous agreement of the Original Participating Manufacturers.

(3) The parties agree that if any term of this Agreement 1s revised pursuant to subsection
(b)(1) or (b)(2) above and the substance of such term before it was revised was also a term of
the Consent Decree, each affected Settling State and each affected Participating
Manufacturer shall jointly move the Court to amend the Consent Decree to conform the
terms of the Consent Decree to the revised terms of the Agreement.

(4) If at any time any Settling State agrees to relieve, in any respect, any Participating
Manufacturer’s obligation to make the payments as provided in this Agreement, then, with
respect to that Settling State, the terms of this Agreement shall be revised so that the other
Participating Manufacturers receive terms as relatively favorable.

(c) Transfer of Tobacco Brands. No 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 (other than a sale or transfer of Cigarette brands or Brand Names to be sold, product
formulas to be used, or Cigarette businesses to be conducted, by the acquiror or transferee exclusively

outside of the States) to any person or entity unless such person or entity is an Original Participaling
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Manufacturer or prior to the sale or acquisition agrees to assume the obligations of an Original
Participating Manufacturer with respect to such Cigarette brands, Brand Names, Cigarette product

. formulas or businesses. No Participating Manufacturer may sell or otherwise transfer any of its Cigarette
brands, Brand Names, Cigarette product formulas or Cigarette businesses (other than a sale or transfer of
Cigarette brands or Brand Names to be sold, Cigarette product formulas to be used, or businesses to be
conducted, by the acquiror or transferee exclusively outside of the States) to any person or entity unless
such person or entity is or becomes prior to the sale or acquisition a Participating Manufacturer. In the
event of any such sale or transfer of a Cigarette brand, Brand Name, Cigarette product formula or

- Cigarette business by a Participating Manufacturer to a person or entity that within 180 days prior to
such sale or transfer was a Non-Participating Manufacturer, the Participating Manufacturer shall certify
to the Settling States that it has determined that such person or entity has the capability to perform the
obligations under this Agreement. Such certification shall not survive beyond one year following the
date of any such transfer. Each Original Participating Manufacturer certifies and represents that, except
as provided in Exhibit R, it (or a wholly owned Affiliate) exclusively owns and controls in the States the
Brand Names of those Cigarettes that it currently manufactures for sale (or sells) in the States and that it
has the capacity to enter into an effective agreement concerning the sale or transfer of such Brand Names
pursuant to this subsection XVIII{c). Nothing in this Agreement is intended to create any right for a
 State to obtain any Cigarette product formula that it would not otherwise have under applicable law.

(d) Payments in Settlement. All payments to be made by the Participating Manufacturers pursuant to this
Agreement are in settlement of all of the Settling States’ antitrust, consumer protection, common law
negligence, statutory, common law and equitable claims for monetary, restitutionary, equitable and
injunctive relief alleged by the Settling States with respect to the year of payment or earlier years, except
that no part of any payment under this Agreement is made in settlement of an actual or potential liability
for a fine, penalty (civil or criminal) or enhanced damages or 1s the cost of a tangible or intangible asset
or other future benefit.

construed or deemed to be, or represented or caused to be represented as, 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 Agreement; 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 asserted against it by the Attorneys General of the Settling States and the Litigating Political
Subdivisions. Each Participating Manufacturer has entered into this Agreement solely to avoid the
further expense, inconvenience, burden and risk of litigation.

. () No Determination or Admission. This Agreement is not intended to be and shall not in any event be

(f) Non-Admissibility. The settlement negotiations resulting in this Agreement have been undertaken by
the Settling States and the Participating Manufacturers in good faith and for settlement purposes only,
and no evidence of negotiations or discussions underlying this Agreement shall be offered or received in
evidence in any action or proceeding for any purpose. Neither this Agreement nor any public
discussions, public statements or public comments with respect to this Agreement by any Settling State
or Participating Manufacturer or its agents shall be offered or received in evidence in any action or
proceeding for any purpose other than in an action or proceeding arising under or relating to this
Agreement. ' .

(g) Representations of Parties. Each Settling State and each Participating Manufacturer hereby represents
that this Agreement has been duly authorized and, upon execution, will constitute a valid and binding
contractual obligation, enforceable in accordance with its terms, of each of them. The signatories hereto
on behalf of their respective Settling States expressly represent and warrant that they have the authority
to settle and release all Released Claims of their respective Settling States and any of their réspective
Settling States’ past, present and future agents, officials acting in their official capacities, legal
representatives, agencies, departments, commissions and divisions, and that such signatories are aware

. of no authority to the contrary. It is recognized that the Original Participating Manufacturers are relying
on the foregoing representation and warranty in making the payments required by and in otherwise
performing under this Agreement. The Original Participating Manufacturers shall have the right to
terminate this Agreement pursuant to subsection XVIII(u) as to any Settling State as to which the
foregoing representation and warranty is breached or not effectively given.

53 0f 133 ' 11/22/98 3:22 PM



msa.ts

34 0f 133

http:/fwww naag.org/setile.htm

(h) Obligations Several, Not Joint. All obligations of the Participating Manufacturers pursuant to this
Agreement (including, but not limited to, all payment obligations) are intended to be, and shall remain,
several and not joint.

(1) Headings. The headings of the sections and subsections of this Agreement are not binding and are for
reference only and do not limit, expand or otherwise affect the contents or meaning of this Agreement.

(1)) Amendment and Waiver. This Agreement may be amended by a written instrument executed by all
Participating Manufacturers affected by the amendment and by all Settling States affected by the
amendment. The terms of any such amendment shall not be enforceable in any Settling State that is not a
signatory to such amendment. The waiver of any rights conferred hereunder shall be effective only if
made by written instrument executed by the waiving party or parties. The waiver by any party of any
breach of this Agreement shall not be deemed to be or construed as a waiver of any other breach,
whether prior, subsequent or contemporaneous, nor shall such waiver be deemed to be or construed as a
waiver by any other party.

(k) Notices. All notices or other communications to any party to this Agreement shall be in writing
(including, but not limited to, facsimile, telex, telecopy or similar writing) and shall be given at the
addresses specified in Exhibit P (as it may be amended to reflect any additional Participating
Manufacturer that becomes a party to this Agreement after the MSA Execution Date). Any Settling State
or Participating Manufacturer may change or add the name and address of the persons designated to
receive notice on its behalf by notice given (effective upon the giving of such notice) as provided in this
subsection.

(1) Cooperation. Each Settling State and each Participating Manufacturer agrees to use its best efforts
and to cooperate with each other to cause this Agreement and the Consent Decrees to become effective,
to obtain all necessary approvals, consents and authorizations, 1f any, and to execute all documents and
to take such other action as may be appropriate in connection herewith. Consistent with the foregoing,
each Settling State and each Participating Manufacturer agrees that it will not directly or indirectly assist
or encourage any challenge to this Agreement or any Consent Decree by any other person, and will
support the integrity and enforcement of the terms of this Agreement and the Consent Decrees. Each
Settling State shall use its best efforts to cause State-Specific Finality to occur as to such Settling State.

(m) Designees to Discuss Disputes. Within 14 days after the MSA Execution Date, each Settling State’s
Attorney General and each Participating Manufacturer shall provide written notice of its designation of a
senior representative to discuss with the other signatories to this Agreement any disputes and/or other
issues that may arise with respect to this Agreement. Each Settling State’s Attorney General shall
provide such notice of the name, address and telephone number of the person it has so designated to each
Participating Manufacturer and to NAAG. Each Participating Manufacturer shall provide such notice of
the name, address and telephone number of the person it has so designated to each Settling State’s
Attorney General, to NAAG and to each other Participating Manufacturer.

(n) Governing Law. This Agreement (other than the Escrow Agreement) shall be governed by the laws
of the relevant Settling State, without regard to the conflict of law rules of such Settling State. The
Escrow Agreement shall be governed by the laws of the State in which the Escrow Court is located,
without regard to the conflict of law rules of such State.

a. Scverability.

(1) Sections VI, VII, IX, X, XI, XII, XIII, XIV, XVI, XVIIi(b); (c), (d), (e), (), (g), (h), (o),
(p), (1), (s}, (v), (W), (2), (bb), {dd), and Exhibits A, B, and E hereof ("Nonseverable
Provisions"}) are not severable, except to the extent that severance of section VI is permitted
by Settling States pursuant to subsection VI(i) hereof. The remaining terms of this
Agreement are severable, as set forth herein.

(2) If a court materially modifies, renders unenforceable, or finds to be unlawful any of the
Nonseverable Provisions, the NAAG executive committee shall select a team of Attorneys
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General (the "Negotiating Team") to attempt to negotiate an equivalent or comparable
substitute term or other appropriate credit or adjustment (a "Substitute Term") with the

. Original Participating Manufacturers. In the event that the court referred to in the preceding

‘sentence is located in a Settling State, the Negotiating Team shall include the Attorney

General of such Settling State. The Original Participating Manufacturers shall have no
obligation to agree to any Substitute Term. If any Original Participating Manufacturer does
not agree to a Substitute Term, this Agreement shall be terminated in all Settling States
affected by the court’s ruling. The Negotiating Team shall submit any proposed Substitute
Term negotiated by the Negotiating Team and agreed to by all of the Original Participating
Manufacturers to the Attorneys General of all of the affected Setthng States for their
approval. If any affected Settling State does not approve the proposed Substitute Term, this
Agreement in such Settling State shall be terminated.

(3) If a court materially modifies, renders unenforceable, or finds to be unlawful any term of
this Agreement other than a Nonseverable Provision:

(A) The remaining terms of this Agreement shall remain in full force and effect.

(B) Each Settling State whose rights or obligations under this Agreement are
affected by the court’s decision in question (the "Affected Settling State") and
the Participating Manufacturers agree to negotiate in good faith a Substitute
Term. Any agreement on a Substitute Term reached between the Participating
Manufacturers and the Affected Settling State shall not modify or amend the
terms of this Agreement with regard to any other Settling State.

(C) If the Affected Settling State and the Participating Manufacturers are
_ unable to agree on a Substitute Term, then they will submit the issue to
non-binding mediation. If mediation fails to produce agreement to a Substitute
. Term, then that term shall be severed and the remainder of this Agreement shall
remain in full force and effect.

(4) If a court materially modifies, renders unenforceable, or finds to be unlawful any portion
of any provision of this Agreement, the remaining portions of such provision shall be
unenforceable with respect to the affected Settling State unless a Substitute Term is arrived
at pursuant to subsection (0)(2) or (0)(3) hereof, whichever is applicable.

(p) Intended Beneficiaries. No portion of this Agreement shall provide any rights to, or be enforceable
by, any person or entity that is not a Settling State or a Released Party. No Settling State may assign or
otherwise convey any right to enforce any provision of this Agreement.

{(q) Counterparts. This Agreement may be executed in counterparts. Facsimile or photocopied signatures
shall be considered as valid signatures as of the date affixed, although the original signature pages shall
thereafter be appended.

(r) Applicability. The obligations and duties of each Participating Manufacturer set forth herein are
applicable only to actions taken (or omitted to be taken) within the States. This subsection (r) shall not
be construed as extending the territorial scope of any obligation or duty set forth herein whose scope is
otherwise limited by the terms hereof.

(s) Preservation of Privilege. Nothing contained in this Agreement or any Consent Decree, and no act

required to be performed pursuant to this Agreement or any Consent Decree, is intended to constitute,

cause or effect any waiver (in whole or in part) of any attorney-client privilege, work product protection

or common interest/joint defense privilege, and each Settling State and each Participating Manufacturer
. agrees that it shall not make or cause to be made in any forum any assertion to the contrary.

(t) Non-Release. Except as otherwise specifically provided in this Agreement, nothing in this Agreement
shall Timit, prejudice or otherwise interfere with the rights of any Settling State or any Participating
Manufacturer to pursue any and all rights and remedies it may have against any Non-Participating
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Manufacturer or other non-Released Party.
(u) Termination.

(1) Unless otherwise agreed to by each of the Original Participating Manufacturers and the .
Settling State in question, in the event that (A) State-Specific Finality in a Settling State
does not occur in such Settling State on or before December 31, 2001; or (B) this
Agreement or the Consent Decree has been disapproved by the Court (or, in the event of an
appeal from or review of a decision of the Court to approve this Agreement and the Consent
Decree, by the court hearing such appeal or conducting such review), and the time to Appeal
from such disapproval has expired, or, in the event of an Appeal from such disapproval, the
Appeal has been dismissed or the disapproval has been affirmed by the court of last resort to
which such Appeal has been taken and such dismissal or disapproval has become no longer
subject to further Appeal {including, without limitation, review by the United States
Supreme Court); or (C) this Agreement is terminated in a Settling State for whatever reason
(including, but not limited to, pursuant to subsection XVIII(o) of this Agreement), then this
Agreement and all of its terms (except for the non-admissibility provisions hereof, which
shall continue in full force and effect) shall be canceled and terminated with respect to such
Settling State, and it and all orders issued by the courts in such Settling State pursuant
hereto shall become null and void and of no effect.

(2) If this Agreement is terminated with respect to a Settling State for whatever reason, then

(A) the applicable statute of limitation or any similar time requirement shall be tolled from

the date such Settling State signed this Agreement until the later of the time permitted by

applicable law or for one year from the date of such termination, with the effect that the

parties shall be in the same position with respect to the statute of limitation as they were at

the time such Settling State filed its action, and (B) the parties shall jointly move the Court

for an order reinstating the actions and claims dismissed pursuant to sections XIII and XIV

hereof, with the effect that the parties shall be in the same position with respect to those .
actions and claims as they were at the time the action or claim was stayed or dismissed.

(v) Freedom of Information Requests. Upon the occurrence of State-Specific Finality in a Settling State,
each Participating Manufacturer will withdraw in writing any and all requests for information,
administrative applications, and proceedings brought or caused to be brought by such Participating
Manufacturer pursuant to such Settling State’s freedom of information law relating to the subject matter
of the lawsuits identified in Exhibit D.

(w) Bankruptcy. The following provisions shall apply if a Participating Manufacturer both enters
Bankruptcy and at any time thereafter is not timely performing its financial obligations as required under
this Agreement:

(1) In the event that both a number of Settling States equal to at least 75% of the total
number of Settling States and Settling States having aggregate Allocable Shares equal to at
least 75% of the total aggregate Allocable Shares assigned to all Settling States de¢m (by
written notice to the Participating Manufacturers other than the bankrupt Participating
Manufacturer) that the financial obligations of this Agreement have been terminated and
rendered null and void as to such bankrupt Participating Manufacturer (except as provided
in subsection (A) below) due to a material breach by such Participating Manufacturer,
whereupon, with respect to all Settling States:

{A) all agreements, all concessions, all reductions of Releasing Parties’ Claims,

and all releases and covenants not to sue, contained in this Agreement shall be

null and void as to such Participating Manufacturer. Provided, however, that

(1) all reductions of Releasing Parties’ Claims, and all releases and covenants

not to sue, contained in this Agreement shall remain in full force and effect as .
to all persons or entities (other than the bankrupt Participating Manufacturer

itself or any person or entity that, as a result of the Bankruptcy, obtains

domestic tobacco assets of such Participating Manufacturer (unless such person

56 0f 133 11/22/98 3:22 PM



msa.ts

57 of 133

http://www.naag.org/settle.htm

or entity is itself a Participating Manufacturer)} who (but for the first sentence
of this subsection {A)) would otherwise be Released Parties by virtue of their
relationship with the bankrupt Participating Manufacturer; and (ii) in the event
a Settling State asserts any Released Claim against a bankrupt Participating
Manufacturer after the termination of this Agreement with respect to such
Participating Manufacturer as described in this subsection (1) and receives a
judgment, settlement or distribution arising from such Released Claim, then the
amount of any payments such Settling State has previously received from such
Participating Manufacturer under this Agreement shall be applied against the
amount of any such judgment, settlement or distribution (provided that in no
event shall such Settling State be required to refund any payments previously
received from such Participating Manufacturer pursuant to this Agreement);

(B) the Settling States shall have the right to assert any and all claims against
such Participating Manufacturer in the Bankruptcy or otherwise without regard
to any limits otherwise provided in this Agreement (subject to any and all
defenses against such claims);

(C) the Settling States may exercise all rights provided under the federal
Bankruptcy Code (or other applicable bankruptcy law) with respect to their
Claims against such Participating Manufacturer, including the right to initiate
and complete police and regulatory actions against such Participating
Manufacturer pursuant to the exceptions to the automatic stay set forth in
section 362(b) of the Bankruptcy Code (provided, however, that such
Participating Manufacturer may contest whether the Settling State’s action
constitutes a police and regulatory action); and

(D) to the extent that any Settling State is pursuing a police and regulatory
action against such Participating Manufacturer as described in subsection
(1)(C), such Participating Manufacturer shall not request or support a request
that the Bankruptcy court utilize the authority provided under section 105 of the
Bankruptcy Code to impose a discretionary stay on the Settling State’s action.
The Participating Manufacturers further agree that they will not request, seek or
support relief from the terms of this Agreement in any proceeding before any
court of law (including the federal bankruptcy courts) or an administrative
agency or through legislative action, including (without limitation) by way of
joinder in or consent to or acquiescence in any such pleading or instrument
filed by another.

(2) Whether or not the Settling States exercise the option set forth in subsection (1) (and
whether or not such option, if exercised, is valid and enforceable):

(A) In the event that the bankrupt Participating Manufacturer is an Original
Participating Manufacturer, such Participating Manufacturer shall continue to
be treated as an Original Participating Manufacturer for all purposes under this
Agreement except (i) such Participating Manufacturer shall be treated as a
Non-Participating Manufacturer (and not as an Original Participating
Manufacturer or Participating Manufacturer) for all purposes with respect to
subsections IX(d)(1), IX(d)(2) and IX(d)(3) (including, but not limited to, that
the Market Share of such Participating Manufacturer shall not be included in
Base Aggregate Participating Manufacturer Market Share or Actual Aggregate
Participating Manufacturer Market Share, and that such Participating
Manufacturer’s volume shall not be included for any purpose under subsection
IX(d)(1)(D)); (i1} such Participating Manufacturer’s Market Share shall not be
included as that of a Participating Manufacturer for the purpose of determining
whether the trigger percentage specified in subsection 1X(¢) has been achieved
{(provided that such Participating Manufacturer shall be treated as an Original
Participating Manufacturer for all other purposes with respect to such
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subsection); (iii) for purposes of subsection (B){i11} of Exhibit E, such
Participating Manufacturer shall continue to be treated as an Original
Participating Manufacturer, but its operating income shall be recalculated by
the Independent Auditor to reflect what such income would have been had such .
Participating Manufacturer made the payments that would have been due under
this Agreement but for the Bankruptcy; (iv) for purposes of subsection
XVIII(c), such Participating Manufacturer shall not be treated as an Original
Participating Manufacturer or as a Participating Manufacturer to the extent that
after entry into Bankruptcy it becomes the acquiror or transferee of Cigarette
brands, Brand Names, Cigarette product formulas or Cigarette businesses of
any Participating Manufacturer (provided that such Participating Manufacturer
shall continue to be treated as an Original Participating Manufacturer and
Participating Manufacturer for all other purposes under such subsection); and
(v) as to any action that by the express terms of this Agreement requires the
unanimous agreement of all Original Participating Manufacturers.

(B) In the event that the bankrupt Participating Manufacturer is a Subsequent
Participating Manufacturer, such Participating Manufacturer shall continue to
be treated as a Subsequent Participating Manufacturer for all purposes under
this Agreement except (i) such Participating Manufacturer shall be treated as a
Non-Participating Manufacturer (and not as a Subsequent Participating
Manufacturer or Participating Manufacturer) for all purposes with respect to
subsections IX(d)(1), (d)(2) and (d)(4) (including, but not limited to, that the
Market Share of such Participating Manufacturer shall not be included in Base
Aggregate Participating Manufacturer Market Share or Actual Aggregate
Participating Manufacturer Market Share, and that such Participating
Manufacturer’s volume shall not be included for any purpose under subsection
IX(d)(1)(D)); (i1) such Participating Manufacturer’s Market Share shall not be
included as that of a Participating Manufacturer for the purpose of determining
whether the trigger percentage specified in subsection IX(e)} has been achieved
(provided that such Participating Manufacturer shall be treated as a Subsequent
Participating Manufacturer for all other purposes with respect to such
subsection}; and (iii) for purposes of subsection XVIII(c), such Participating
Manufacturer shall not be treated as a Subsequent Participating Manufacturer or
as a Participating Manufacturer to the extent that after entry into Bankruptcy it
becores the acquiror or transferee of Cigarette brands, Brand Names, Cigarette
product formulas or Cigarette businesses of any Participating Manufacturer
(provided that such Participating Manufacturer shall continue to be treated as a
Subsequent Participating Manufacturer and Participating Manufacturer for all
other purposes under such subsection).

(C) Revision of this Agreement pursuant to subsection XVII(b)(2) shall not be
required by virtue of any resolution on an involuntary basis in the Bankruptcy
of Claims against the bankrupt Participating Manufacturer.

(x)} Notice of Material Transfers. Each Participating Manufacturer shall provide notice to each Settling
State at least 20 days before consummating a sale, transfer of title or other disposition, in one transaction
or series of related transactions, of assets having a fair market value equal to five percent or more
{determined in accordance with United States generally accepted accounting principles) of the
consolidated assets of such Participating Manufacturer.

(y) Entire Agreement. This Agreement (together with any agreements expressly contemplated hereby

and any other contemporaneous written agreements) embodies the entire agreement and understanding

between and among the Settling States and the Participating Manufacturers relating to the subject matter

hereof and supersedes (1) all prior agreements and understandings relating to such subject matter, .
whether written or oral, and (2) all purportedly contemporaneous oral agréements and understandings

relating to such subject matter.
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(z) Business Days. Any obligation hereunder that, under the terms of this Agreement, is to be performed
on a day that 1s not a Business Day shall be performed on the first Business Day thereafter.

{aa) Subsequent Signatories. With respect to a Tobacco Product Manufacturer that signs this Agreement
after the MSA Execution Date, the timing of obligations under this Agreement (other than payment
obligations, which shalt be governed by subsection II(jj)) shall be negotiated to provide for the
institution of such obligations on a schedule not more favorable to such subsequent signatory than that

applicable to the Original Participating Manufacturers.

(bb) Decimal Places. Any figure or percentage referred to in this Agreement shall be carried to seven
decimal places.

(cc) Regulatory Authority. Nothing in section III of this Agreement is intended to affect the legislative
or regulatory authority of any local or State government.

(dd) Successors. In the event that a Participating Manufacturer ceases selling a brand of Tobacco
Products in the States that such Participating Manufacturer owned in the States prior to July 1, 1998, and
an Affiliate of such Participating Manufacturer thereafter and after the MSA Execution Date
intentionally sells such brand in the States, such Affiliate shall be considered to be the successor of such
Participating Manufacturer with respect to such brand. Performance by any such successor of the
obligations under this Agreement with respect to the sales of such brand shall be subject to court-ordered
specific performance.

(ee) Export Packaging. Each Participating Manufacturer shall place a visible indication on each pack of
Cigarettes it manufactures for sale outside of the fifty United States and the District of Columbia that
distinguishes such pack from packs of Cigarettes it manufactures for sale in the fifty United States and
the District of Columbia.

(ff) 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.

(gg) Notice to Affiliates. Each Participating Manufacturer shall give notice of this Agreement to each of
its Affiliates.

IN WITNESS WHEREQF, each Settling State and each Participating Manufacturer, through their fully
authorized representatives, have agreed to this Agreement.
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STATE OF ALABAMA

By:
Fob James, Jr.
Govemnor

Date:

By:
Bill Pryor
Attorney General

Date:

STATE OF ALASKA

By:
Bruce M. Botelho
Attorney General

Date:
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AMERICAN SAMOA

By:
Tauese P. Sunia
Governor

Date:

By:
Toetagata Albert Mailo
Attorney General

Date:

STATE OF ARIZONA

By:
Grant Woods
Attorney General

Date:

By:

John H. Kelley

Director

Arizona Health Care Cost
Containment System

Date;
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STATE OF ARKANSAS

By:
Winston Bryant
Attorney General

Date:

STATE OF CALIFORNIA

By:
Daniel E. Lungren
Attorney General

Date:

By:

Kimberly Belshe

Director

California Department of Health Services

Date:

STATE OF COLORADO

By:
Gale A. Norton
Attorney General

Date:
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Date:

STATE OF CONNECTICUT

By:
Richard Blumenthal
Attorney General

- Date:

STATE OF DELAWARE

By

M. Jane Brady

Attorney General

Date:

DISTRICT OF COLUMBIA

By:
John M. Ferren
Corporation Counsel

By:
Marion Barry, Ir.
Mayor

Date:
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STATE OF GEORGIA

By:
Zell Miller
Governor

Date:

By:
Thurbert E. Baker
Attorney General

Date:

GUAM

By:
Carl T.C. Gutierrez -
Govemor

Date:

By:
Gus Diaz

Acting Attorney General

Date:
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STATE OF HAWAII

By:
Margery S. Bronster
Attorney General

Date:

STATE OF IDAHO

By:
Alan G. Lance
Attorney General

Date:

STATE OF ILLINOIS

By:
Jim Ryan
Attorney General

Date:
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STATE OF INDIANA

By: .
Frank L.. O’Bannon
Govemnor

Date:

By:
Jeffrey A. Modisett
Attorney General

Date:

STATE OF IOWA

By:
Tom Miller
Attomney General

Date:

STATE OF KANSAS

By:
Carla J. Stovall
Attorney General

Date:
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COMMONWEALTH OF KENTUCKY

By:
Albert Benjamin "Ben" Chandler I1I
Attorney General

Date:

STATE OF LOUISIANA

By:
Richard P. Ieyoub
Attorney General

Date:

STATE OF MAINE

By:
Andrew Ketterer
Attorney General

Date:

. | \

67 of 133 , 11/22/98 3:22 PM



msa.ts ‘ http://www naag orgfsettle.htm

STATE OF MARYILAND

By:
J. Joseph Curran, Jr.
Attorney General

Date:

COMMONWEALTH OF MASSACHUSETTS

By:
Scott Harshbarger
Attorney General

Date: .

STATE OF MICHIGAN

By:
Frank J. Kelley
Attorney General

Date:
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STATE OF MISSOURI

By:
Jeremiah W. (Jay) Nixon
Attorney General

Date:

STATE OF MONTANA

By:
Joseph P. Mazurek
Attorney General

Date:

STATE OF NEBRASKA

By:
Don Stenberg
Attorney General

Date:
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STATE OF NEVADA

By:
Frankie Sue Del Papa
Attorney General

Date:

STATE OF NEW HAMPSHIRE

By:
Philip T. McLaughlin
Attorney General

Date: .

STATE OF NEW JERSEY

By:
Peter Vemiero
Attorney General

Date:
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STATE OF NEW MEXICO

By:
Tom Udall
Attorney General

Date:

STATE OF NEW YORK

By:
Dennis C. Vacco
- Attomey General

. Date:

STATE OF NORTH CARQLINA

" By:
James B. Hunt
Governor

Date:

By:
Michael F. Easley
Attorney General

. Date:
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STATE OF NORTH DAKOTA .

By:
Heidi Heitkamp
Attorney General

Date:

NORTHERN MARIANA ISLANDS

By:
Sally Pfund
(Acting) Attorney General

Date: ,

STATE OF OHIO

By:
Betty D. Montgomery
Attomey General

Date:
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STATE OF OKLAHOMA

By: .
W.A. Drew Edmondson
Attorney General

Date:

STATE OF OREGON

By:
Hardy Myers
Attorney General

Date:

COMMONWEALTH OF PENNSYLVANIA

By:
Mike Fisher
Attorney General

Date:
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COMMONWEALTH OF PUERTO RICO

By:
José A. Fuentes-Agostini
Attorney General

Date:

. STATE OF RHODE ISLAND
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By:
Jeffrey B. Pine
Attorney General

Date:

STATE OF SOUTH CAROLINA -

By:
Charlie Condon
Attorney General

Date:
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STATE OF SOUTH DAKOTA

By:
William J. Janklow
Governor

Date:

By:
Mark Barnett
Attorney General

Date:

STATE OF TENNESSEE

By:
John Knox Walkup
Attorney General

Date:

STATE OF UTAH

By:
Jan Graham
Attorney General

Date:
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STATE OF VERMONT

s

By:
William H. Sorrell
Attorney General

Date:

COMMONWEALTH OF VIRGINIA

By:
Mark L. Earley
Attorney General

Date:

THE VIRGIN ISLANDS OF THE UNITED
STATES :

By:_
Julio A. Brady
Attorney General

Date:
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STATE OF WASHINGTON

By:
Christine O. Gregoire
Attorney General

Date:

STATE OF WEST VIRGINIA

By: :
Darrell V. McGraw Jr.
Attorney General

. Date:

STATE OF WISCONSIN

By:
Tommy G. Thompson
Governor

Date:

By:
James E. Doyle
Attorney General

. Date:
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STATE OF WYOMING

By:
Jim Geninger
Governor

Date:

By:
William U. Hill
Attomey General

Date:

PHILIP MORRIS INCORPORATED

By:
Martin J. Barrington
General Counsel

Date:

By:
Meyer G. Koplow
Counsel

Date:

[
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R.J. REYNOLDS TOBACCO COMPANY

By:

Charles A. Blixt

Executive Vice President and
General Counsel

Date:

By:
Arthur F. Golden
Counsel

Date:

BROWN & WILLIAMSON TOBACCO
CORPORATION

By:
F. Anthony Burke
Vice President and General Counsel

Date:

By:
Stephen R. Patton
Counsel

Date:
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LORILLARD TOBACCO COMPANY

By:
Ronald S. Milstein
General Counsel

Date:

By:
Herbert M, Wachtell
Counsel :

Date:

STATE ALLOCATION PERCENTAGES

exhibit A

State Percentage
Alabama 1.6161308%
Alaska j 0.3414187%
Arizona 1.4738845%
Arkansas 0.8280661%
California 12.7639554%
Colorado 1.3708614%
Connecticut 1.8565373%

| Delaware 1 0.3954695%

| be. Tosomsm

| Florida _‘i 0.0000000% -
Geotgia i 2.4544575%

!AH;,J T ososem ”

i ldaho 0.3632632%

: Hlinois - 4.6542472% —
Indial:n 2.0398033%
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lowa ]B.BG%G?O%

Kansas 0.8336712%

Kentucky 1.7611586%

Louisiana ] 2.2553531% E
Maine 0.7693505% !
Maryland 2.2604570% *
Massachusetts 4.0389790% E
Michigan 4.3519476%

Minncso_!a 0.0000000%

Mississippi 0.0000000%

Missouri 2.2746011%

Montana 0.42475%91%

Nebraska 0.5949833%

Nevada 0.6099351%

New Hampshire 0.6659340%

New Jersey 3.8669963%

New Mexico 0.5963897%

New York 12.7620310%

North Carolina

2.3322850%

North Dakota 0.3660138%
Ohio 5.0375093%
Oklahoma 1.0361370%
Oregon 1.1476582%
Pennsylvania 5.7468588%
Rhode Island 0.7189054%

South Carolina

1.1763519%

i

i

South Dakota 0.3489458% ;

Tennessee 2.4408945% i

Texas 0.0000000% |

X

Utah 0.4448869% 1

Vermont 0.4111851% ;
Virginia ! 2.0447451%
[Wostingon || 20532582%
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1 1}
West Virginia | 0.8864604%
Wisconsin ‘ 2.0720390% .
I 3 z ==
| Wyoming | 0.2483449%
't o .
American Samoa 0.0152170% |
N. Mariana Isid. 0.0084376% ;'
Guam 0.0219371%
U.S. Virgin Isld. 0.0173593%
Puerto Rico 1.1212774%
|
i
Total 100.0000000% |
EXHIBITB

FORM OF ESCROW AGREEMENT

This Escrow Agreement is entered into as of , 1998 by the undersigned State officials
(on behalf of their respective Settling States), the undersigned Participating Manufacturers and
as escrow agent (the "Escrow Agent"). .

WITNESSETH:

WHEREAS, the Settling States and the Participating Manufacturers have entered into a settlement
agreement entitled the "Master Settlement Agreement” (the "Agreement"); and

WHEREAS, the Agreement requires the Settling States and the Participating Manufacturers to enter into
this Escrow Agreement. '

NOW, THEREFORE, the parties hereto agree as follows:
SECTION 1. Appointment of Escrow Agent.

The Settling States and the Participating Manufacturers hereby appoint to
serve as Escrow Agent under this Agreement on the terms and conditions set forth herein, and the
Escrow Agent, by its execution hereof, hereby accepts such appointment and agrees to perform the
duties and obligations of the Escrow Agent set forth herein. The Settling States and the Participating
Manufacturers agree that the Escrow Agent appointed under the terms of this Escrow Agreement shall
be the Escrow Agent as defined in, and for all purposes of, the Agreement.

SECTION 2. Definitions.

(a) Capitalized terms used in this Escrow Agreement and not otherwise defined herein shall have the
meaning given to such terms in the Agreement.

(b) "Escrow Court" means the court of the State of New York to which the Agreement is presented for
approval, or such other court as agreed to by the Original Participating Manufacturers and a majority of
those Attorneys General who are both the Attorney General of a Settling State and a member of the
NAAG executive committee at the time in question.
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SECTION 3. Escrow and Accounts.

(a) All funds received by the Escrow Agent pursuant to the terms of the Agreement shall be held and
disbursed in accordance with the terms of this Escrow Agreement. Such funds and any earnings thereon
shall constitute the "Escrow” and shall be held by the Escrow Agent separate and apart from all other
funds and accounts of the Escrow Agent, the Settling States and the Participating Manufacturers.

{(b) The Escrow Agent shall allocate the Escrow among the following separate accounts (each an
"Account" and collectively the "Accounts"): ‘

Slllbsection VI(b) Account - : ‘ :
Subsection VI(c) Account (First) |
Subsection VI(c) Account (Subsequent)
Subsection VIII{(b) Account

Subsection VII(c) Account ‘

Subsection IX(b) Account (First) ‘
Subsection IX(b) Account (Subsequent)
Subsection IX(c)(1) Account

Subsection IX(c)(2) Account

Subsection IX(e) Account

Disputed Payments Account

State-Specific Accounts with respect to each Settling State in
which State-Specific Finality occurs.

(¢) All amounts credited to an Account shall be retained in such Account until disbursed therefrom in
accordance with the provisions of this Escrow Agreement pursuant to (i) written instructions from the
Independent Auditor; or (i) written instructions from all of the following: all of the Original
Participating Manufacturers, all of the Subsequent Participating Manufacturers that contributed to such
amounts in such Account; and all of the Settling States (collectively, the "Escrow Parties"). In the event
of a conflict, instructions pursuant to clause (ii) shall govern over instructions pursuant to clause (i).

(d) On the first Business Day after the date any payment is due under the Agreement, the Escrow Agent
shall deliver to cach other Notice Party a written statement showing the amount of such payment (or
indicating that no payment was made, if such is the case), the source of such payment, the Account or
Accounts to which such payment has been credited, and the payment instructions received by the
Escrow Agent from the Independent Auditor with respect to such payment.

(e) The Escrow Agent shall comply with all payment instructions received from the Independent Auditor
unless before 11:00 a.m. (New York City time) on the scheduled date of payment it receives written
nstructions to the contrary from all of the Escrow Parties, in which event it shall comply with such
instructions. ' |

{f) On the first Business Day after disbursing any funds from an Account, the Escrow Agent shall deliver
to each other Notice Party a written statement showing the amount disbursed, the date of such

.disbursement and the payee of the disbursed funds.
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SECTION 4. Failure of Escrow Agent to Receive Instructions.

In the event that the Escrow Agent fails to receive any written instructions contemplated by this Escrow
Agreement, the Escrow Agent shall be fully protected in refraining from taking any action required .
under any section of this Escrow Agreement other than Section 5 until such written instructions are

received by the Escrow Agent.

SECTION 5. Investment of Funds by Escrow Agent.

The Escrow Agent shall invest and reinvest all amounts from time to time credited to the Accounts in
either (i) direct obligations of, or obligations the principal and interest on which are unconditionally
guaranteed by, the United States of America; (ii) repurchase agreements fully collateralized by securities
described in clause (i) above; (iii) money market accounts maturing within 30 days of the acquisition
thereof and issued by a bank or trust company organized under the laws of the United States of America
or of any of the 50 States thereof (a "United States Bank") and having combined capital, surplus and
undistributed profits in excess of $500,000,000; or (iv) demand deposits with any United States Bank

. having combined capital, surplus and undistributed profits in excess of $500,000,000. To the extent
practicable, monies credited to any Account shall be invested in such a manner so as to be available for
use dt the times when monies are expected to be disbursed by the Escrow Agent and charged to such
Account. Obligations purchased as an investment of monies credited to any Account shall be deemed at
all times to be a part of such Account and the income or interest earned, profits realized or losses
suffered with respect to such investments (including, without limitation, any penalty for any liquidation
of an investment required to fund a disbursement to be charged to such Account), shall be credited or
charged, as the case may be, to, such Account and shall be for the benefit of, or be borne by, the person
or entity entitled to payment from such Account. In choosing among the investment options described in
clauses (i) through (iv) above, the Escrow Agent shall comply with any instructions received from time
to time from all of the Escrow Parties. In the absence of such instructions, the Escrow Agent shall invest
such sums in accordance with clause (i) above. With respect to any amounts credited to a State-Specific
Account, the Escrow Agent shall invest and reinvest all amounts credited to such Account in accordance .
with the law of the applicable Settling State to the extent such law is inconsistent with this Section 5.

SECTION 6. Substitute Form W-9; Qualified Settlement Fund.

Each signatory to this Escrow Agreement shall provide the Escrow Agent with a correct taxpayer
identification number on a substitute Form W-9 or if it does not have such a number, a statement
evidencing its status as an entity exempt from back-up withholding, within 30 days of the date hereof
(and, if it supplies a Form W-9, indicate thereon that it is not subject to backup withholding). The
escrow established pursuant to this Escrow Agreement is intended to be treated as a Qualified Settlement
Fund for federal tax purposes pursuant to Treas. Reg. § 1.468B-1. The Escrow Agent shall comply with
all applicable tax filing, payment and reporting requirements, including, without limitation, those
imposed under Treas. Reg. § 1.468B, and if requested to do so shall join in the making of the
relation-back election under such regulation.

SECTION 7. Duties and Liabilities of Escrow Agent.

The Escrow Agent shall have no duty or obligation hereunder other than to take such specific actions as
are required of it from time to time under the provisions of this Escrow Agreement, and it shall incur no
liability hereunder or in connection herewith for anything whatsoever other than any liability resulting
from its own gross negligence or willful misconduct. The Escrow Agent shall not be bound in any way
by any agreement or contract between the Participating Manufacturers and the Settling States (whether
or not the Escrow Agent has knowledge thereof) other than this Escrow Agreement, and the only duties
and responsibilities of the Escrow Agent shall be the duties and obligations spcmﬁcaliy set forth in this
Escrow Agreement.

SECTION 8. indemnification of Escrow Agent. .
The Participating Manufacturers shall indemnify, hold harmless and defend the Escrow Agent from and

against any and all losses, claims, liabilities and reasonable expenses, including the reasonable fees of its
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counsel, which it may suffer or incur in connection with the performance of its duties and obligations
under this Escrow Agreement, except for those losses, claims, liabilities and expenses resulting solely
. and directly from its own gross negligence or willful misconduct.

SECTION 9. Resignation of Escrow Agent.

The Escrow Agent may resign at any time by giving written notice thereof to the other parties hereto, but
such resignation shall not become effective until a successor Escrow Agent, selected by the Original
Participating Manufacturers and the Settling States, shall have been appointed and shail have accepted
such appointment in writing. If an instrument of acceptance by a successor Escrow Agent shall not have
been delivered to the resigning Escrow Agent within 90 days after the giving of such notice of
resignation, the resigning Escrow Agent may, at the expense of the Participating Manufacturers (to be
shared according to their pro rata Market Shares), petition the Escrow Court for the appointment of a
successor Escrow Agent.

SECTION 10. Escrow Agent Fees and Expenses.

The Participating Manufacturers shall pay to the Escrow Agent its fees as set forth in Appendix A hereto
as amended from time to time by agreement of the Original Participating Manufacturers and the Escrow
Agent. The Participating Manufacturers shall pay to the Escrow Agent its reasonable fees and expenses,
including all reasonable expenses, charges, counsel fees, and other disbursements incurred by it or by its
attorneys, agents and employees in the performance of its duties and obligations under this Escrow
Agreement. Such fees and expenses shall be shared by the Participating Manufacturers according to their
pro rata Market Shares

SECTION 11. Notices.

All notices, written instructions or other communications to any party or other person hereunder shall be
. given in the same manner as, shall be given to the same person as, and shall be effective at the same time
as provided in subsection XVIII(k) of the Agreement.

SECTION 12. Setoff; Reimbursement.

The Escrow Agent acknowledges that it shall not be entitled to set off against any funds in, or payable
from, any Account to satisfy any liability of any Participating Manufacturer. Each Participating
Manufacturer that pays more than its pro rata Market Share of any payment that is made by the
Participating Manufacturers to the Escrow Agent pursuant to Section 8, 9 or 10 hereof shall be entltled
to reimbursement of such excess from the other Participating Manufacturers according to their pro rata
Market Shares of such excess.

SECTION 13. Intended Beneficiaries; Successors.

No persons or entities other than the Settling States, the Participating Manufacturers and the Escrow
Agent are intended beneficiaries of this Escrow Agreement, and only the Settling States, the
Participating Manufacturers and the Escrow Agent shall be entitied to enforce the terms of this Escrow
Agreement. Pursuant to the Agreement, the Settling States have designated NAAG and the Foundation
as recipients of certain payments, for all purposes of this Escrow Agreement, the Settling States shall be
the beneficiaries of such payments entitled to enforce payment thereof. The provisions of this Escrow
Agreement shall be binding upon and inure to the benefit of the parties hereto and, in the case of the
Escrow Agent and Participating Manufacturers, their respective successors. Each reference herein to the
Escrow Agent or to a Participating Manufacturer shall be construed as a reference to its successor, where
applicable.

., SECTION 14. Governing Law.

This Escrow Agreement shall be construed in accordance with and governed by the laws of the State in
which the Escrow Court is located, without regard to the conflicts of law rules of such state,

85 0f 133 F1/22/98 3:27 PM



msa.ts

http:/fwww.naag.org/settle.htm

SECTION 15. Jurisdiction and Venue.

The parties hereto irrevocably and unconditionally submit to the continuing exclusive jurisdiction of the
Escrow Court for purposes of any suit, action or proceeding seeking to mterpret or enforce any provision .
of, or based on any right arising out of, this Escrow Agreement, and the parties hereto agree not to

commence any such suit, action or proceeding except in the Escrow Court. The parties hereto hereby

irrevocably and unconditionally waive any objection to the laying of venue of any such suit, action or

proceeding in the Escrow Court and hereby further irrevocably waive and agree not to plead or claim in

the Escrow Court that any such suit, action or proceeding has been brought in an inconvenient forum.

SECTION 16. Amendments.

This Escrow Agreement may be amended only by written instrument executed by all of the parties
hereto that would be affected by the amendment. The waiver of any rights conferred hereunder shall be
effective only if made in a written instrument executed by the waiving party. The waiver by any party of
any breach of this Agreement shall not be deemed to be or construed as a waiver of any other breach,
whether prior, subsequent or contemporaneous, of this Escrow Agreement, nor shall such waiver be
deemed to be or construed as a waiver by any other party.

SECTION 17. Counterparts.

This Agreement may be signed in any number of counterparts, each of which shall be an original, with
the same effect as if the signatures thereto and hereto were upon the same instrument. Delivery by
facsimile of a signed counterpart shall be deemed delivery for purposes of acknowledging acceptance
hereof;, however, an original executed Escrow Agreement must promptly thereafter be delivered to each

party.
SECTION 18. Captions.

The captions herein are included for convenience of reference only and shall be ignored in the .
construction and interpretation hereof.

SECTION 19. Conditions to Effectiveness.

This Escrow Agreement shall become effective when each party hereto shall have signed a counterpart
hereof. The parties hereto agree to use their best efforts to seek an order of the Escrow Court approving,
and retaining continuing jurisdiction over, the Escrow Agreement as soon as possible, and agree that
such order shall relate back to, and be deemed effective as of, the date this Escrow Agreement became
effective.

SECTION 20. Address for Payments.

Whenever funds are under the terms of this Escrow Agreement required to be disbursed to a Settling
State, a Participating Manufacturer, NAAG or the Foundation, the Escrow Agent shall disburse such
funds by wire transfer to the account specified by such payee by written notice delivered to all Notice
Parties in accordance with Section 11 hereof at least five Business Days prior to the date of payment.
Whenever funds are under the terms of this Escrow Agreement required to be disbursed to any other
person or entity, the Escrow Agent shall disburse such funds to such account as shall have been specified
in writing by the Independent Auditor for such payment at least five Business Days prior to the date of

payment.
SECTION 21. Reporting.

The Escrow Agent shall provide such information and reporting with respect to the escrow as the
Independent Auditor may from time to time request. .

IN WITNESS WHEREOF, the parties have executed this Escrow Agreement as of the day and year first
hereinabove written.
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[signature blocks]

Appendix a
Schedule Of Fees And Expenses

exhibit C

FORMULA FOR CALCULATING
INFLATION ADJUSTMENTS

(1) Any amount that, in any given year, is to be adjusted for inflation pursuant to this Exhibit (the "Base
Amount") shall be adjusted upward by adding to such Base Amount the Inflation Adjustment.

(2) The Inflation Adjustment shall be calculated by multiplying the Base Amount by the Inflation
Adjustment Percentage applicable in that year.

(3) The Inflation Adjustment Percentage applicable to payments due in the year 2000 shall be equal to
the greater of 3% or the CP1%. For example, if the Consumer Price Index for December 1999 (as
released in January 2000) is 2% higher than the Consumer Price Index for December 1998 (as released
in January 1999), then the CPI% with respect to a payment due in 2000 would be 2%. The Inflation
Adjustment Percentage applicable in the year 2000 would thus be 3%.

(4) The Inflation Adjustment Percentage applicable to payments due in any year after 2000 shall be
calculated by applying each year the greater of 3% or the CPI% on the Inflation Adjustment Percentage
applicable to payments due in the prior year. Continuing the example in subsection (3) above, if the
CPI% with respect to a payment due in 2001 is 6%, then the Inflation Adjustment Percentage applicable
in 2001 would be 9.1800000% (an additional 6% applied on the 3% Inflation Adjustment Percentage
applicable in 2000), and if the CPI% with respect to a payment due in 2002 is 4%, then the Inflation
Adjustment Percentage applicable in 2002 would be 13.5472000% (an additional 4% applied on the
9.1800000% Inflation Adjustment Percentage applicable in 2001),

(5) "Consumer Price Index" means the Consumer Price Index for All Urban Consumers as published by
the Bureau of Labor Statistics of the U.S. Department of Labor (or other similar measures agreed to by
the Settling States and the Participating Manufacturers).

' (6) The "CPI%" means the actual total percent change in the Consumer Price Index during the calendar

year immediately preceding the year in which the payment in question is due.

(7) Additional Examples.

(A) Calculating the Inflation Adjustment Percentages:
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Peréentage to be ! Z
applied on the i ‘
Hypothetical | Inflation Adjustment | Inflation .
CPI% Percentage for the | Adjustment
| prior year (i.c., the Percentage g
greater of 3% or the '
Payment CPI%)
Year | i
2000 2.4% 3.0% | 3.0000000% |
2001 2.1% 3.0% { 6.0900000% ?
2002 3.5% 3.5% l 9.8031500%
2003 3.5% 3.5% 13.6462603%
2004 4.0% 4.0% | 18.1921107%
)
2005 2.2% 3.0% 21.7378740%
2006 1.6% 3.0%  25.3900102%
(B) Applying the Inflation Adjustment:
Using the hypothetical Inflation Adjustment Percentages set forth
in section (7)(A): .
-- the subsection IX(c)(1) base payment amount for 2002 of
$6,500,000,000 as adjusted for inflation would equal
$7,137,204,750;
-- the subsection IX(c)(1) base payment amount for 2004 of
$8,000,000,000 as adjusted for inflation would equal
$9,455,368,856;
-- the subsection IX(c)(1) base payment amount for 2006 of
$8,000,000,000 as adjusted for inflation would equal
$10,031,200,816. -
EXHIBIT D
LIST OF LAWSUITS
1. Alabama

Blaylock et al. v. American Tobacco Co. et al.,
Circuit Court, Montgomery County, No. CV-96-1508-PR

1. Alaska

~ State of Alaska v. Philip Morris, Inc., et al., Superior Court, First Judicial District of Juneau, No.
1JU-97915 CI (Alaska)

1. Arizona

~ State of Arizona v. American Tobacco Co., Inc., et al., Superior Court, Maricopa County, No. .
CV-96-14769 (Ariz.)

1. Arkansas

State of Arkansas v. The American Tobacco Co., Inc., et al., Chancery Court, 60 Division, Pulaski
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County, No. 1J 97-2982 (Ark.)
1. California
. People of the State of California et al. v. Philip Morris, Inc., et al., Superior Court, Sacramento
County, No. 97-AS-30301
1. Colorado
State of Colorado et al., v. R.J. Reynolds Tobacco Co., et al., District Court, City and County of
Denver, No. 97CV3432 (Colo.)
1. Connecticut
State of Connecticut v. Philip Morris, et al., Superior Court, Judicial District of Waterbury No.
X02 CV96-01484148 (Conn.)
1. Georgia
State of Georgia et al. v. Philip Morris, Inc., et al., Superior Court, Fulton County, No. CA
E-61692 (Ga.)
. Hawaii
State of Hawuaii v. Brown & Williamson Tobacco Corp., et al., Circuit Court, First Circuit, No.
97-0441-01 (Haw.)
. Idaho
State of Idaho v. Philip Morris, Inc., et al., Fourth Judicial District, Ada County, No. CVOC
9703239D (Idaho)
Illinois
People of the State of Hlinois v. Phdzp Morris et al., Circuit Court of Cook County, No.
96-L13146 (111.)
. Indiana
State of Indiana v. Philip Morris, Inc., et al., Marion County Superior Court, No. 49D
07-9702-CT-000236 (Ind.) :
Iowa
State of lowa v. R.J. Reynolds Tobacco Company et al., lowa District Court, Fifth Judicial
. District, Polk County, No. CL71048 (Iowa)

ln—-

I=

I"‘

=

=

. Kansas
State of Kansas v. R.J. Reynolds Tobacco Company, et al., District Court of Shawnee County,
Division 2, No. 96-CV-919 (Kan.)
. Louisiana '
leyoub v. The American Tobacco Company, et al., 14th Judicial District Court, Calcasieu Parish,
No. 96-1209 (La.)
. Maine
State of Maine v. Philip Morris, Inc., et al., Superior Court, Kennebec County, No. CV 97-134

(Me)

land
Mary]and v. Philip Morris Incorporated, et al., Baltimore City Circuit Court, No
96-122017-CL211487 (Md.)
1. Massachusetts
Commonwealth of Massachusetts v. Philip Morris Inc., et al., Mlddlesex Superior Court, No.
95-7378 (Mass.)
. Michigan )
Kelley v. Philip Morris Incorporated, et al., Ingham County Circuit Court, 30™ Judicial Circuit,
No. 96-84281-CZ (Mich.)
. Missouri )
State of Missouri v. American Tobacco Co., Inc. et al., Circuit Court, City of St. Louis, No.
972-1465 (Mo.) .
1. Montana
Siate of Montana v. Philip Morris, Inc., et al., First Judicial Court, Lewis and Clark County, No.
CDV 9700306-14 (Mont.)

] —_

|

Lo

I”

|

I~

1. Nebraska
. State of Nebraska v. R.J. Reynolds Tobacco Co., et al., District Court, Lancaster County, No.
573277 (Neb.)
1. Nevada
Nevada v. Philip Morris, Incorporated, et al., Second Judicial Court, Washoe County, No.
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CV97-03279 (Nev.)
1. New Hampshire

New Hampshire v. R.J. Reynolds, Tobacco Co., et al., New Hampshire Superior Court, Merrimack
County, No. 97-E-165 (N.H.) .

1. New Jerse

State of New Jersey v. R.J. Reynolds Tobacco Company, et al., Superior Court, Chancery
Diviston, Middlesex County, No. C-254-96 (N.J.) )

1. New Mexico
State of New Mexico, v. The American Tobacco Co., et al., First Judicial District Court, County of
Santa Fe, No. SF-1235 ¢ (N.M.)

1. New York State
State of New York et al. v. Philip Morris, Inc., et al., Supreme Court of the State of New York,
County of New York, No. 400361/97 (N.Y")

1. Ohio
State of Ohio v. Philip Morris, Inc., et al., Court of Common Pleas, Franklin County, No.
97CVHO055114 (Ohio)

1. Oklahoma
State of Oklahoma, et al. v. R.J. Reynolds Tobacco Company, et al., District Court, Cleveland
County, No. CJ-96-1499-L (Okla.)

1. Oregon
State of Oregon v. The American Tobacco Co., et al., Circuit Court, Multnomah County, No.
9706-04457 (Or.)

1. Pennsylvania

~ Commonwealth of Pennsylvania v. Philip Morris, Inc., et al., Court of Common Pleas,
Philadelphta County, April Term 1997, No. 2443

1. Puerto Rico
Rossello, et al. v. Brown & Williamson Tobacco Corporation, et al., U.S. District Court, Puerto
Rico, No. 97-1910JAF

1. Rhode Island .
State of Rhode Island v. American Tobacco Co., et al., Rhode Island Superior Court, Providence,
No. 97-3058 (R.1.)

1. South Carolina
State of South Carolina v. Brown & Williamson Tobacco Corporation, et al., Court of Common
Pleas, Fifth Judicial Circuit, Richland County, No. 97-CP-40-1686 (8.C.)

1. South Dakota
State of South Dakota, et al. v. Philip Morris, Inc., et al., Circuit Court, Hughes County, Sixth
Judicial Circuit, No. 98-65 (S5.D.)

1. Utah
State of Utah v. R.J. Reynolds Tobacco Company, et al., U.S. District Court, Central Division, No.
96 CV 0829W (Utah)

1. Vermont
State of Vermont v. Philip Morris, Inc., et al., Chittenden Superior Court, Chittenden County, No.
744-97 (Vt.) and 5816-98 (Vt.)

1. Washington

~ State of Washington v. American Tobacco Co. Inc., et al., Superior Court of Washington, King
County, No. 96-2-1505608SEA (Wash.)

1. West Virginia
McGraw, et al. v. The American Tobacco Company, et al., Kanawha County Circuit Court, No.
94-1707 (W. Va)

1. Wisconsin
State of Wisconsin v. Philip Morris Inc., et al., Circutt Court, Branch 11, Dane County, No.
97-CV-328 (Wis.)

Additional States ' .

For cach Settling State not listed above, the lawsuit or other legal action filed by the
Attorney General or Governor of such Settling State against Participating Manufacturers in
the Court in such Settling State prior to 30 days after the MSA Execution Date asserting
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Released Claims.
EXHIBIT E

FORMULA FOR CALCULATING
VOLUME ADJUSTMENTS

Any amount that by the terms of the Master Settlement Agreement is to be adjusted pursuant to this
Exhibit E (the "Applicable Base Payment") shall be adjusted in the following manner:

91 of 133

{A) In the event the aggregate number of Cigarettes shipped in or to the fifty United States,
the District of Columbia, and Puerto Rico by the Original Participating Manufacturers in the
Applicable Year (as defined hereinbelow) (the "Actual Volume") is greater than

Cigarettes [figure being determined; to represent the aggregate number of Cigarettes
shipped in or to the fifty United States, the District of Columbia, and Puerto Rico in 1997
by those entities that were the Original Participating Manufacturers as of the MSA
Execution Date (and any of their Affiliates that made such shipments in 1997 (as
demonstrated by a certified statement of such Affiliates’ shipments), and that do not
continue to make such shipments after the MSA Execution Date because the responsibility
for such shipments has beén transferred to one of such Participating Manufacturers)] (the
"Base Volume"), the Applicable Base Payment shall be multiplied by the ratio of the Actual
Volume to the Base Volume.

(B) In the event the Actual Volume is less than the Base Volume,

i. The Applicable Base Payment shall be reduced by subtracting
from it the amount equal to such Applicable Base Payment
multiplied both by 0.98 and by the result of (i) 1(one) minus (ii)
the ratio of the Actual Volume to the Base Volume.

i1. Solely for purposes of calculating volume adjustments to the
payments required under subsection IX(c)(1), if a reduction of the
Base Payment due under such subsection results from the
application of subparagraph (B)(i) of this Exhibit E, but the
Original-Participating Manufacturers’ aggregate operating income
from sales of Cigarettes for the Applicable Year in the fifty United
States, the District of Columbia, and Puerto Rico (the "Actual
Operating Income") is greater than $ __[figure being
determined; to represent the Original Participating Manufacturers’
aggregate operating income from such sales of Cigarettes
(including operating income from such sales of any of their
Affiliates that do not continue to have such sales after the MSA
Execution Date) in 1996] (the "Base Operating Income™) (such
Base Operating Income being adjusted upward in accordance with
thé formula for inflation adjustments sct forth in Exhibit C hereto
beginning December 31, 1996 to be applied for each year after
1996) then the amount by which such Base Payment 1s reduced by
the application of subsection (B)(i) shall be reduced (but not below
zero) by the amount calculated by multiplying (i) a percentage
equal to the aggregate Allocable Shares of the Settling States in
which State-Specific Finality has occurred by (i1) 25% of such
increase in such operating income. For purposes of this Exhibit E,
"operating income from sales of Cigarettes" shall mean operating
income from sales of Cigarettes in the fifty United States, the
District of Columbia, and Puerto Rico: {(a) before goodwill
amortization, trademark amortization, restructuring charges and
restructuring related charges, minority interest, net interest
expense, non-operating income and expense, general corporate
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expenses and income taxes; and (b) excluding extraordinary items,
cumulative effect of changes in method of accounting and
discontinued operations -- all as such income is reported to the
United States Securities and Exchange Commission ("SEC") for .
the Applicable Year (either independently by the Participating
Manufacturer or as part of consolidated financial statements
reported to the SEC by an Affiliate of such Participating
Manufacturer) or, in the case of an Original Participating
Manufacturer that does not report income to the SEC, as reported
in financial statements prepared in accordance with U.S. generally
accepted accounting principles and audited by a nationally
recognized accounting firm. For years subsequent to 1998, the
determination of the Original Participating Manufacturers’
aggregate operating income from sales of Cigarettes shall not
exclude any charges or expenses incurred or accrued in connection
with this Agreement or any prior settlement of a tobacco and health
case and shall otherwise be derived using the same principles as
were employed in deriving such Onginal Participating
Manufacturers’ aggregate operating income from sales of
Cigarettes in 1996.

iii. Any increase in a Base Payment pursuant to subsection (B)(ii)
above shall be allocated among the Original Participating
Manufacturers in the following manner:

(1) only to those Original Participating Manufacturers whose

operating income from sales of Cigarettes in the fifty United

States, the District of Columbia and Puerto Rico for the year for

which the Base Payment is being adjusted is greater than their .
respective operating income from such sales of Cigarettes

(including operating income from such sales of any of their

Affiliates that do not continue to have such sales after the MSA

Execution Date) in 1997 (as increased for inflation as provided in

Exhibit C hereto); and

(2) among the Original Participating Manufacturers described in
paragraph (1) above in proportion to the ratio of (x) the increase in
the operating income from sales of Cigarettes (as described in
paragraph (1)) of the Oniginal Participating Manufacturer in
question, to (y) the aggregate increase in the operating income
from sales of Cigarettes (as described in paragraph (1)) of those
Original Participating Manufacturers described in paragraph (1)
above. '

(C) "Applicable Year" means the calendar year immediately .preceding the year in which the
payment at issue is due, regardless of when such payment is made.

(D) For purposes of this Exhibit, shipments shall be measured as provided in subsection
II(mm).

EXHIBIT {

potential legislation not to be opposed

1. Limitations on Youth access to vending machines. .
. Inclusion of cigars within the definition of tobacco products.

1. Enhancement of enforcement efforts to identify and prosecute violations of laws prohibiting retail

sales to Youth.

[y
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1. Encouraging or supporting use of technology to increase effectiveness of age-of-purchase laws,
such as, without limitation, the use of programmable scanners, scanners to read drivers’ licenses,
or use of other age/ID data banks.

1. Limitations on promotional programs for non-tobacco goods using tobacco products as prizes or
give-aways.

1. Enforcement of access restrictions through penalties on Youth for possession or use.

1. Limitations on tobacco product advertising in or on school facilities, or wearing of tobacco logo
merchandise in or on school property.

1. Limitations on non-tobacco products which are demgned to look like tobacco products, such as
bubble gum cigars, candy cigarettes, etc.

EXHIBIT G
OBLIGATIONS OF THE TOBACCO INSTITUTE

UNDER THE M;ASTER SETTLEMENT AGREEMENT

(a) Upon court approval of a plan of dissolution The Tobacco Institute ("TI") will:

(1) Employees. Promptly notify and arrange for the termmatlon of the employment of all
employees; provided, however, that TI may continue to engage any employee who is (A)
essential to the wind-down function as set forth in section (g) herein; ®B) reasonably needed
for the sole purpose of directing and supporting TI’s defense of ongoing litigation; or (C)-
reasonably needed for the sole purpose of performing the Tobacco Institute Testing
Laboratory’s (the "TITL") industry-wide cigarette testing pursuant to the Federal Trade
Commission (the "FTC") method or any other testing prescribed by state or federal law as
set forth in section (h) herein.

(2) Employee Benefits. Fund all employee benefit and pension programs; provided,
however, that unless ERISA or other federal or state law prohibits it, such funding will be
accomplished through periodic contributions by the Original Participating Manufacturers,
according to their Relative Market Shares, into a trust or a like mechanism, which trust or
like mechanism will be established within 90 days of court approval of the plan of
dissolution. An opinion letter will be appended to the dissolution plan to certify that the
trust plan is not inconsistent with ERISA or employee benefit pension contracts.

(3) Leases. Terminate all leaseholds at the earliest possible date pursuant to the leases;
provided, however, that TI may retain or lease anew such space (or lease other space) as
needed for its wind-down activities, for TITL testing as described herein, and for
subsequent litigation defense activities. Immediately upon execution of this Agreement, TI

- . will provide notice to each of its landlords of its desire to terminate its lease with such
landlord, and will request that the landlord take all steps to re-lease the premises at the
earliest possible date consistent with TI’s performance of its obligations hereunder. TI will
vacate such leasehold premises as soon as they are re-leased or on the last day of
wind-down, whichever occurs first.

(b) Assets/Debts. Within 60 days after court approval of a plan of dissolution, TI will provide to the
Attorney General of New York and append to the dissolution plan a description of all of its assets, its
debts, tax claims against it, claims of state and federal governments against it, creditor claims against it,
pendmg litigation in which it is a party and notices of claims agamst it.

(c) Documents. Subject to the privacy protections provided by New York Public Ofﬁcers Law §§ 91-99,
TI will provide a copy of or otherwise make available to the State of New York all documents in its
possession, excluding those that TT continues to claim to be subject to any attorney-client privilege,
attorney work product protectlon common interest/joint defense privilege or any other applicable
privilege (collectively, "privilege") after the re-examination of privilege claims pursuant to court order in
State of Qklahoma v. R.J. Reynolds Tobacco Company, et al., CJ-96-2499-L (Dist. Ct., Cleveland
County) (the "Oklahoma action"):
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(1) TI will deliver to the Attorney General of the State of New York a copy of the privilege
log served by it in the Oklahoma action. Upon a written request by the Attorney General, TI
will deliver an updated version of its privilege log, if any such updated version exists. .

(2) The disclosure of any doecument or documents claimed to be privileged will be governed
by section IV of this Agreement.

(3) At the conclusion of the document production and privilege logging process, TI will
provide a sworn affidavit that all documents in its possession have been made available to
the Attorney General of New York except for documents claimed to be privileged, and that
any privilege logs that already exist have been made available to the Attorney General,

(d) Remaining Assets. On mutual agreement between TI and the Attorney General of New York, a
not-for-profit health or child welfare organization will be named as the beneficiary of any TI assets that
remain after lawful transfers of assets and satisfaction of TI’s employee benefit obligations and any other
debts, liabilities or claims.

{e) Defense of Litigation. Pursuant to Section 1006 of the New York Not-for-Profit Corporations Law,
TI will have the right to continue to defend its litigation interests with respect to any claims against it
that are pending or threatened now or that are brought or threatened in the future. TT will retain sole
discretion over all litigation decisions, including, without limitation, decisions with respect to asserting
any privileges or defenses, having privileged communications and creating privileged documents, filing
pleadings, responding to discovery requests, making motions, filing affidavits and briefs, conducting
party and non-party discovery, retaining expert witnesses and consultants, preparing for and defending
itself at trial, settling any claims asserted against it, intervening or otherwise participating in litigation to
protect interests that it deems significant to its defense, and otherwise directing or conducting its
defense. Pursuant to existing joint defense agreements, T may continue to assist its current or former
members in defense of any litigation brought or threatened against them. TI also may enter into any new .
joint defense agreement or agreements that it deems significant to its defense of pending or threatened
claims. TI may continue to engage such employees as reasonably needed for the sole purpose of
directing and supporting its defense of ongoing litigation. As soon as TT has no litigation pending
against it, it will dissolve completely and will cease all functions consistent with the requirements of
law.

(f) No public statement. Except as necessary in the course of litigation defense as set forth in section (e)
above, upon court approval of a plan of dissolution, neither TI nor any of its employees or agents acting
in their official capacity on behalf of TT will issue any statements, press releases, or other public
statement concerning tobacco.

(g) Wind-down. After court approval of a plan of dissolution, TI will effectuate wind-down of all
activities (other than its defense of litigation as described in section (¢) above) expeditiously, and in no
event later than 180 days after the date of court approval of the plan of dissolution. TI will provide
monthly status reports to the Attorney General of New York regarding the progress of wind-down efforts
and work remaining to be done with respect to such efforts.

(h) TITL. Notwithstanding any other provision of this Exhibit G or the dissolution plan, TT may perform
TITL industry-wide cigarette testing pursuant to the FTC method or any other testing prescribed by state
or federal law until such function is transferred to another entity, which transfer will be accomplished as
soon as practicable but in no event more than 180 days after court approval of the dissolution plan.

(i} Jurisdiction. After the filing of a Certificate of Dissolution, pursuant to Section 1004 of the New York
Not-for-Profit Corporation Law, the Supreme Court for the State of New York will have continuing

jurisdiction over the dissolution of TT and the winding-down of TI’s activities, including any

litigation-related activities described in subsection (e) herein. .

(j) No Determination or Admission. The dissolution of TI and any proceedings taken hereunder are not
intended to be and shall not 1n any event be construed as, deemed to be, or represented or caused to be

94 of 133 1 11/22/98 3:27 PM



msa.ts

http://www.naag.org/settle.htm

represented by any Settling State as, an admission or concession or evidence of any liability or any
wrongdoing whatsoever on the part of TI, any of its current or former members or anyone acting on their
behalf. TI specifically disclaims and denies any liability or wrongdoing whatsoever with respect to the
claims and allegations asserted against it by the Attorneys General of the Settling States.

(k) Court Approval. The Attorney General of the State of New York and the Original Participating
Manufacturers will prepare a joint plan of dissolution for submission to the Supreme Court of the State
of New York, all of the terms of which will be agreed on and consented to by the Attorney General and
the Original Participating Manufacturers consistent with this schedule. The Original Participating
Manufacturers and their employees, as officers and directors of TI, will take whatever steps are
necessary to execute all documents needed to develop such a plan of dissolution and to submit it to the
court for approval. If any court makes any material change to any term or provision of the plan of
dissolution agreed upon and consented to by the Attorney General and the Original Participating
Manufacturers, then:

(1) the Original Participating Manufacturers may, at their election, _neverthelesé proceed
with the dissolution plan as modified by the court; or

(2) if the Original Participating Manufacturers elect not to proceed with the court-modified
dissolution plan, the Original Participating Manufacturers will be released from any

" obligations or undertakings under this Agreement or this schedule with respect to TI;
provided, however, that the Original Participating Manufacturers will engage in good faith
negotiations with the New York Attorney General to agree upon the term or terms of the
dissolution plan that the court may have modified in an effort to agree upon a dissolution
plan that may be resubmitted for the court’s consideration.

exhibit H
DOCUMENT PRODUCTION

Section 1.

(a) Philip Morris Companies, Inc., et al., v. American Broadcasting Companies,
Inc., et al., At Law No. 760CL94X00816-00 (Cir. Ct., City of Richmond)

(b) Harley-Davidson v. Lorillard Tobacco Co., No. 93-947 (S.D.N.Y.)

(c) Lorillard Tobacco Co. v. Harley-Davidson, No. 93-6098 (E.D. Wis.)

(d) Brown & Williamson v. Jacobson and CBS, Inc., No. 82-648 (N.D. Ill.)

(e) The FTC investigations of tobacco industry advertising and promotion as
embodied in the following cites:
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46 FTC 706

43 FTC 82 .
46 FTC 735

47 FTC 1393

108 F. Supp. 573

55 FTC 354

56 FTC 96

79 FTC 255

80 FTC 455
Investigation #8023069
Investigation #8323222

Each Original Participating Manufacturer and Tobacco-Related Organization will conduct its own
reasonable inquiry to determine what documents or deposition testimony, if any, it produced or provided
in the above-listed matters.

Section 2.

(a) State of Washington v. Amenican Tobacco Co., et al., No. 96-2-15056-8
SEA (Wash. Super. Ct., County of King)

(b) In re Mike Moore, Attorney General, ex rel, State of Mississippi Tobacco
Litigation, No. 94-1429 (Chancery Ct., Jackson, Miss.)

(c) State of Florida v. American Tobacco Co., et al., No. CL 95-1466 AH (Fla.
Cir. Ct., 15% Judicial Cir., Palm Beach Co.)

(d) State of Texas v. American Tobacco Co., et al., No. 5-96CV-91 (E.D. Tex.)

(e) Minnesota v. Philip Morris et al., No. C-94-8565 (Minn. Dist. Ct., County
~ of Ramsey)

(f) Broin v. R.J. Reynolds, No. 91-49738 CA (22) (1!th Judicial Ct., Dade
County, Florida) '

exhibit i

INDEX AND SEARCH FEATURES FOR DOCUMENT WEBSITE

(a) Each Original Participating Manufacturer and Tobacco-Related Organization will create and
maintain on its website, at its expense, an enhanced, searchable index, as described below, using
Alta-Vista or functionally comparable software, for all of the documents currently on its website and all
documents being placed on its website pursuant to section IV of this Agreement.

(b) The searchable indices of documents on these websites will include: .
(1) all of the information contained in the 4(b) indices produced to the State Attorneys

General (excluding fields specific only to the Minnesota action other than "request
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(2) the following additional fields of information (or their substantial equivalent) to the
extent such information already exists in an electronic format that can be incorporated into

such an index:

Document ID

Other Number
Primary Type

Person Attending
Person Author

Person Copted
Organization Author
Organization Copied
Organization Attending
Physical Attachment 1
Characteristics

Site

Verbatim Title
Primary Brand

Page Count

Master ID

Document Date

Other Type

Person Noted

Person Recipient
Person Mentioned
Organization Recipient
Organization Mentioned
Organization Noted
Physical Attachment 2
File Name

Area

Old Brand

Mentioned Brand

(c) Each Original Participating Manufacturer and Tobacco-Related Organization will add, if not already
available, a user-friendly document retrieval feature on the Website consisting of a "view all pages"
function with enhanced image viewer capablhty that will enable users to choose to view and/or pnnt
either "all.pages" for a specific document or "page-by-page".

(d) Each Original Participating Manufacturer and Tobacco-Related Organizations will provide at its own
expense to NAAG a copy set in electronic form of its website document images and its accompanying
subsection IV(h) index in ASCII-detimited form for all of the documents currently on its website and all
of the documents described in subsection IV(d) of this Agreement. The Original Participating
Manufacturers and Tobacco-Related Organizations will not object to any subsequent distribution and/or

reproduction of these copy sets.

i

EXHIBIT J

TOBACCO ENFORCEMENT FUND PROTOCOL

The States’ Antitrust/Consumer Protection Tobacco Enforcement Fund ("Fund") is established by the
Attorneys General of the Settling States, acting through NAAG, pursuant to section VIII(c) of the
Agreement. The following shall be the primary and mandatory protocol for the administration of the

Fund.
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Fund Purpose

Section 1

The monies to be paid pursuant to section VII(c) of the Agreement shall be placed by NAAG in anew .
and separate interest bearing account, denominated the States’ Antitrust/ Consumer Protection Tobacco
Enforcement Fund, which shall not then or thereafter be commingled with any other funds or accounts.

However, nothing herein shall prevent deposits into the account so long as monies so deposited are then

lawfully committed for the purpose of the Fund as set forth herein.

Section 2

A committee of three Attorneys General ("Special Committee") shall be established to determine
disbursements from the account, using the process described herein. The three shall be the Attorney
General of the State of Washington, the Chair of NAAG’s antitrust committee, and the Chair of
NAAG’s consumer protection committee. In the event that an Attorney General shall hold either two or
three of the above stated positions, that Attorney General may serve only in a single capacity, and shall
be replaced in the remaining positions by first, the President of NAAG, next by the President-Elect of
NAAG and if necessary the Vice-President of NAAG.

Section 3

The purpose of the Fund is: (1) to enforce and implement the terms of the Agreement, in particular, by

partial payment of the monetary costs of the Independent Auditor as contemplated by the Agreement;

and (2) to provide monetary assistance to the various states’ attorneys general: (A) to investigate and/or

litigate suspected violations of the Agreement and/or Consent Decree; (B) to investigate and/or litigate

suspected violations of state and/or federal antitrust or consumer protection laws with respect to the

manufacture, use, marketing and sales of tobacco products; and {C) to enforce the Qualifying Statute
("Qualifying Actions"). The Special Committee shall entertain requests only from Settling States for .
disbursement from the fund associated with a Qualifying Action ("Grant Application™).

Section B
Administration Standards Relative to Grant Applications

Section 1

The Special Committee shall not entertain any Grant Application to pay salaries or ordinary expenses of
regular employees of any Attomey General’s office.

Section 2

The affirmative vote of two or more of the members of the Special Committee shall be required to
approve any Grant Application.

Section 3
The decision of the Special Committee shall be final and non-appealable.

Section 4

The Attorney General of the State of Washington shall be chair of the Special Committee and shall
annually report to the Attorneys General on the requests for funds from the Fund and the actions of the
Special Committee upon the requests.

Section 5 .

When a Grant Application to the Fund is made by an Attorney General who is then a member of the
Special Committee, such member will be temporarily replaced on the Committee, but only for the
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determination of such Grant Application. The remaining members of the Special Committee shall
designate an Attorney General to replace the Attorney General so disqualified, in order to con51der the
application.

The Fund shall be maintained in a federally insured depository institution located in Washington, D.C.
Funds may be invested in federal government-backed vehicles. The Fund shall be regularly reported on

- NAAG financial statements and subject to annual audit.

Section 7

Withdrawals from and checks drawn on the Fund will require at least two of three authorized signatures.
The three persons so authonzed shall be the executive director, the deputy director, and controller of
NAAG.

Section §

The Special Committee shall meet in person or telephonically as necessary to determine whether a grant
is sought for assistance with a Qualifying Action and whether and to what extent the Grant Application
is accepted. The chair of the Special Committee shall designate the times for such meetings, so that a
response is made to the Grant Application as expeditiously as practicable.

Section 9

The Special Committee may issue a grant from the Fund only when an Attormey General certifies that
the monies will be used in connection with a Qualifying Action, to wit: (A) to investigate and/or litigate
suspected violations of the Agreement and/or Consent Decree; (B) to investigate and/or litigate
suspected violations of state and/or federal antitrust or consumer protection laws with respect to the
manufacture, use, marketing and sales of tobacco products; and (C) to enforce the Qualifying Statute.
The Attormey General submitting such apphcatlon shall further certify that the entire grant of monies
from the Fund will be used to pay for such investigation and/or litigation. The Grant Application shall
describe the nature and scope of the intended action and use of the funds which may be granted.

Section 10

To the extent permitted by law, each Attormey General whose Grant Application is favorably acted upon
shall promise to pay back to the Fund all of the amounts received from the Fund in the event the state is
successful in litigation or settlement of a Qualifying Action. In the event that the monetary recovery, if
any, obtained is not sufficient to pay back the entire amount of the grant, the Attorney General shall pay
back as much as is permitted by the recovery. In all instances where monics are granted, the Attorney
General(s) receiving monies shall provide an accounting to NAAG of all disbursements received from
the Fund no later than the 30th of June next following such disbursement.

Section 11 .

In addition to the repayments to the Fund contemplated in the preceding section, the Special Committee ~
may deposit in the Fund any other monies lawfully committed for the precise purpose of the Fund as set
forth in section A(3) above. For example, the Special Committee may at its discretion accept for deposit
in the Fund a foundation grant or court-ordered award for state antitrust and/or consumer protection
enforcement as long as the monies so deposited become part of and subject to the same rules, purposes
and himitations of the Fund.

Section 12

The Special Committee shall be the sole and final arbiter of all Grant Applications and of the amount
awarded for each such application, if any.
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Section 13

The Special Committee shall endeavor to maintain the Fund for as long a term as is consistent with the
purpose of the Fund. The Special Committee will limit the total amount of grants made to a single state .
to no more than $500,000.00. The Special Committee will not award a single grant in excess of

$200,000.00, unless the grant involves more than one state, in which case, a single grant so made may

not total more than $300,000.00. The Special Committee may, in its discretion and by unanimous vote,

decide to waive these limitations if it determines that special circumstances exist. Such decision,

however, shall not be effective unless ratified by a two-thirds majority vote of the NAAG executive

committee.

Section C
Grant Application Procedures

Section 1

This Protocol shall be transmitted to the Attorneys General within 90 days after the MSA Execution
Date. It may not be amended unless by recommendation of the NAAG executive committee and
majority vote of the Settling States. NAAG will notify the Settling States of any amendments promptly
and will transmit yearly to the attorneys general a statement of the Fund balance and a summary of
deposits to and withdrawals from the Fund in the previous calendar or fiscal year.

Section 2-

Grant Applications must be in writing and must be signed by the Attorney General submitting the
application.

Section 3
Grant Applications must include the following: .

(A) A description of the contemplated/pending action, including the scope of the alleged
violation and the area (state/regional/multi-state) likely to be affected by the suspected
offending conduct. '

(B) A statement whether the action is actively and currently pursued by any other Attorney
General or other prosecuting authority.

(C) A description of the purposes for which the monies sought will be used.
(D) The amount requested.

(E) A directive as to how disbursements from the Fund should be made, e.g., either directly
to a'supplier of services (consultants, experts, witnesses, and the like), to the Attorney
General’s office directly, or in the case of multi-state action, to one or more Attorneys
General’s offices designated as a recipient of the monies.

(F) A statement that the applicant Attorney(s) General will, to the extent permitted by law,
pay back to the Fund all, or as much as is possible, of the monies received, upon receipt of
any monetary recovery obtained in the contemplated/pending litigation or settlement of the
action.

(G) A certification that no part of the grant monies will be used to pay the salaries or
ordinary expenses of any regular employee of the office of the applicant(s) and that the
grant will be used solely to pay for the stated purpose. . .

(H) A certification that an accounting will be provided to NAAG of all monies received by
the applicant(s) by no later than the 30th of June next following any receipt of such monies.
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Section 4

All Grant Applications shall be submitted to the NAAG office at the following address: National
Association of Attorneys General, 750 1st Street, NE, Suite 1100, Washington D.C. 20002.

Section 5 N

- The Special Committee will endeavor to act upon all complete and properly submitted Grant

Applications within 30 days of receipt of said applications.

Section D
Other Disbursements from the Fund

Section 1

To enforce and implement the terms of the Agreement, the Special Committee shall direct disbursements
from the Fund to comply with the partial payment obligations set forth in section XI of the Agreement
relative to costs of the Independent Auditor. A report of such disbursements shall be included in the
accounting given pursuant to section C(1) above.

Section E
Administrative Costs

Section 1

NAAG shall receive from the Fund on July 1, 1999 and on July 1 of each year thereafter an
administrative fee of $100,000 for its administrative costs in performing its duties under the Protocol
and this Agreement. The NAAG executive comrmttee may adjust the amount of the administrative fee in
extraordinary circumstances,

EXHIBIT K

MARKET CAPITALIZATION PERCENTAGES

Philip Morris Incorporated © 68.0000000%

Brown & Williamson Tobacco Corporation 17.9000000%

Lorillard Tobacco Company 7.3000000%

R.J. Reynolds Tobacco Company 6.8000000%

Total ' 100.0000000%
EXHIBIT L

MODEL CONSENT DECREE

IN THE [XXXXXX] COURT OF THE STATE OF [XXXXXX]
IN AND FOR THE COUNTY OF [XXXXX]
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_________________________________ CAUSE NO. XXXXXX

STATE OF [XXXXXXXXXXX], : : Plaintiff,: CONSENT DECREE AND FINAL
V.o JUDGMENT

[XXXXX XXX X XXXX], etal, :

: Defendants. :

WHEREAS, Plaintiff, the State of [name of Settling State], commenced this action on [date], [by and
through its Attorney General [name]], pursuant to [her/his/its] common law powers and the provisions of
[state and/or federal law];

WHEREAS, the State of [name of Settling State] asserted various claims for monetary, equitable and
injunctive relief on behalf of the State of [name of Settling State] against certain tobacco product
manufacturers and other defendants;

WHEREAS, Defendants have contested the claims in the State’s complaint [and amended complaints, if
any] and denied the State’s allegations [and asserted affirmative defenses];

WHEREAS, the parties desire to resolve this action in a manner which appropriately addresses the

State’s public health concerns, while conserving the parties’ resources, as well as those of the Court, .
which would otherwise be expended in litigating a matter of this magnitude; and

WHEREAS, the Court has made no determination 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/district].

II. DEFINITIONS

The definitions set forth in the Agreement (a copy of which is attached hereto) are incorporated herein
by reference.

I1I. 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 shail 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
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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 [name of Settling
State] or a Released Party. The State of [name -of Settling State] may not assign or otherwise convey any
right to enforce any provision of this Consent Decree and Final Judgment.

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.

V. INJUNCTIVE AND OTHER EQUITABLE RELIEF
Each Participating Manufacturer is permanently enjoined from:

A. Taking any action, directly or indirectly, to target Youth within the State of [name of Settling State]
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
[name of Settling State].

B. After 180 days after the MSA Execution Date, using or causing to be used within the State of [name
of Settling State] any Cartoon in the advertising, promoting, packaging or labeling of Tobacco Products.

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 [name of Settling State] 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 penmtted
pursuant to subsections III{¢c)(2)(A) and III(c)(2)(B)(i) of the Agreement, and use of a Brand Name to
1dentify a Brand Name Sponsorship permitted by subsection ITk{c)(2)(B)(i1).

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 [name of Settling State], any apparel or other merchandise (other than Tobacco
Products, items the sole 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 permitted pursuant to subsection
HI(c)}(2)(A) or ITI{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
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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 SpOIlSOI'Shlp permitted pursuant to subsections III(c){2)(A) or HI(c)(2)(B)(1) 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 [name of
Settling State] 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 nationaily recognized or
nationally established sports team, entertainment group or individual celebnty. 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 sole 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 [name of Settling State] any

pack or other container of Cigarettes containing fewer than 20 Cigarettes (or, in the case of

roll-your-own tobacco, any package of roll-your-own tobacco containing less than 0.60 ounces of

tobacco); and, after 150 days after the MSA Execution Date and through and including December 31,

2001, selling or distributing within the State of [name of Settling State] any pack or other container of

Cigarettes containing fewer than 20 Cigarettes (or, in the case of roll-your-own tobacco, any package of .
roll-your-own tobacco containing less than 0.60 ounces of tobacco).

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. Prov1ded 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) preciude 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.

I. 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.

VI. 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 [name of Settling State] 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 [name of Settling State] and/or 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. Provided, however,

that with regard to subsections V(A) and V(1) of this Consent Decree and Final Judgment, the Attorney
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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
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 III, V, VI and VII of
this Consent Decree and Final Judgment shall in no event be subject to modification without the consent:
of the State of [name of Settling State] and all affected Participating Manufacturers. In the event that any
of the 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
[name of Settling State] 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 any one 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 by the State of [name of Settling
State] in such proceeding.

E. The remedles in this Consent Decree and Final Judgment are cumutative and in addition to any other
remedies the State of [name of Settling State] 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 [name of Settling State] 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 [name of Settling State] of the Participating Manufacturers’ business
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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 [name of Settling State] or any Participating Manufacturer or its agents shall be

offered or received in evidence in any action or proceeding for any purpose other than in an 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.

J. Nothing in subsection V(A) or V(I) 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.

VIL FINAL DISPOSITION .

A. The Agreement, the settlement set forth therein, and the establishment of the escrow provided for
therein are hereby approved in all respects, and all claims are hereby dismissed with prejudice as
provided therein,

B. The Court finds that the person[s] 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 [name of Settling
State]. ‘ ‘

LET JUDGMENT BE ENTERED ACCORDINGLY

DATED this day of , 1998.

EXHIBIT M

LIST OF PARTICIPATING MANUFACTURERS’ LAWSUITS
AGAINST THE SETTLING STATES

1. Philip Morris, Inc., et al. v. Margery Bronster, Attorney General of the State of Hawaii, In
Her Official Capacity, Civ. No. 96-00722HG, Umted States District Court for the District of
Hawaii

2. Philip Morris, Inc., et al. v. Bruce Botelho, Attorney General of the State of Alaska, In
His Official Capacity, Civ. No. A97-0003CV, United States District Court for the District of
Alaska .

3. Philip Morris, Inc., et al. v. Scott Harshbarger, Attormey General of the Commonwealth
of Massachusetts, In His Offictal Capacity, Civ. No. 95-12574-GAO, United States District
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Court for the District of Massachusetts

. ) 4. Philip Morris, Inc., et al. v. Richard Blur'nenthal, Attorney General of the State of
Connecticut, In His Ofticial Capacity, Civ. No. 396CV01221 (PCD), United States District
Court for the District of Connecticut

5. Philip Morris, et al. v. William H. Sorrell et al., No. 1:98-ev-132, Umted States District
Court for the District of Vermont

EXHIBIT N
LITIGATING POLITICAL SUBDIVISIONS

1. City of New York, et ai. v. The Tobacco Institute, Inc. et al., Supreme Court of the State
of New York, County of New York, Index No. 406225/96

2. County of Erie v. The Tobacco Institute, Inc. et al., Supreme Court of the State of New
York, County of Erie, Index No. I 1997/359

3. County of Los Angeles v. R.J. Reynolds Tobacco Co. et al., San Diego Superior Court,
No. 707651

4. The People v. Philip Morris, Inc. et al., San Francisco Superior Court, No. 980864

5. County of Cook v. Philip Morris, Inc. et al., Circuit Court of Cook County, Ill., No.
97-L-4550

. EXHIBIT O

[MODEL] STATE FEE PAYMENT AGREEMENT

This STATE Fee Payment Agreement (the "STATE Fee Payment Agreement”) is entered into as of

, between and among the Original Participating Manufacturers and STATE Qutside
Counsel (as defined herein), to provide for payment of attorneys’ fees pursuant to Section XVII of the
Master Settlement Agreement (the "Agreement").

WITNESSETH:

WHEREAS, the State of STATE and the Original Participating Manufacturers have entered into the
Agreement to settle and resolve with finality all Released Claims against the Released Parties, including
the Original Participating Manufacturers, as set forth in the Agreement; and

WHEREAS, Section XVII of the Agreement provides that the Original Participating Manufacturers shall
pay reasonable attorneys’ fees to those private outside counsel identified in Exhibit S to the Agreement,
pursuant to the terms hereof;

NOW, THEREFORE, BE IT KNOWN THAT, in consideration of the mutual agreement of the State of
STATE and the Original Participating Manufacturers to the terms of the Agreement and of the mutual
agreement of STATE Outside Counsel and the Original Participating Manufacturers to the terms of this -

STATE Fee Payment Agreement, and such other consideration described herein, the Original
Participating Manufacturers and STATE Outside Counsel agree as follows:

Section 1. Definitions. -

. All definitions contained in the Agreement are incorporated by reference herein, except as to terms
specifically defined herein.

(a) "Action" means the lawsuit identified in Exhibit D, M or N to the Agreement that has been brought
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by or against the State of STATE [or Litigating Political Subdivision].

(b) "Allocated Amount" means the amount of any Applicable Quarterly Payment allocated to any Private
Counsel (including STATE OQutside Counsel) pursuant to section 17 hereof. .

(c) "Allocable Liquidated Share" means, in the event that the sum of all Payable Liquidated Fees of
Private Counsel as of any date specified in section 8 hereof exceeds the Applicable Liquidation Amount
for any payment described therein, a percentage share of the Applicable Liquidation Amount equal to
the proportion of (i) the amount of the Payable Liquidated Fee of STATE Outside Counsel to (i1} the
sum of Payable Liquidated Fees of all Private Counsel.

(d) "Applicable Liguidation Amount" means, for purposes of the payments described in section 8 hereof

(1) for the payment described in subsection (a) thereof, $125 million;

(ii) for the payment described in subsection (b) thereof, the difference between (A) $250
million and (B) the sum of all amounts paid in satisfaction of all Payable Liquidated Fees of
QOutside Counsel pursuant to subsection (a) thereof;

(iii) for the payment described in subsection (c) thereof, the difference between (A) $250
million and (B} the sum of all amounts paid in satisfaction of all Payable Liquidated Fees of
Outside Counsel pursuant to subsections (a) and (b) thereof;

(iv) for the payment described in subsection (d) thereof, the difference between (A) $250
million and (B) the sum of all amounts paid in satisfaction of all Payable Liquidated Fees of
Outside Counsel pursuant to subsections (a), (b) and (c) thereof;

(v) for the payment described in subsection (e) thereof, the difference between (A) $250 .
million and (B) the sum of all amounts paid in satisfaction of all Payable Liquidated Fees of
Outside Counsel pursuant to subsections (a), (b), (c) and (d) thereof;

(vi) for each of the first, second and third quarterly payments for any calendar year
described in subsection (f) thereof, $62.5 million; and

(vii) for each of the fourth calendar quarterly payments for any calendar year described in
subsection (f) thereof, the difference between (A) $250 million and (B) the sum of all
amounts paid in satisfaction of all Payable Liquidated Fees of Outside Counsel with respect
to the preceding calendar quarters of the calendar year.

(e) "Application" means a written application for a Fee Award submitted to the Panel, as well as all
supporting materials (which may include video recordings of interviews).

{f) "Approved Cost Statement” means both (i) a Cost Statement that has been accepted by the Original
Participating Manufacturers; and (ii) in the event that a Cost Statement submitted by STATE Outside
Counsel is disputed, the determination by arbitration pursuant to subsection (b) of section 19 hereof as to
the amount of the reasonable costs and expenses of STATE Outside Counsel.

(g) "Cost Statement" means a signed and attested statement of reasonable costs and expenses of QOutside
Counsel for any action identified on Exhibit D, M or N to the Agreement that has been brought by or
against a Settling State or Litigating Political Subdivision.

(h) "Designated Representative" means the person designated in writing, by each person or entity

identified in Exhibit S to the Agreement [by the Attorney General of the State of STATE or as later

certified in writing by the governmental prosecuting authority of the Litigating Political Subdivision], to .
act as their agent in receiving payments from the Original Participating Manufacturers for the benefit of

STATE Outside Counsel pursuant to sections 8, 16 and 19 hereof, as applicable.
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(1) "Director" means the Director of the Private Adjudication Center of the Duke University School of
Law or such other person or entity as may be chosen by agreement of the Original Participating

. Manufacturers and the Committee described in the second sentence of paragraph (b)(ii) of section 11
hereof.

() "Eligible Counsel" means Private Counsel eligible to be allocated a part of a Quarterly Fee Amount
pursuant to section 17 hereof.

* (k) "Federal Legislation” means federal legislation that imposes an enforceable obligation on
Participating Defendants to pay attorneys’ fees with respect to Private Counsel.

() "Fee Award”" means any award of attorneys’ fees by the Panel in connection with a Tobacco Case.

(m) "Liquidated Fee” means an attorneys’ fee for Qutside Counsel for any action identified on Exhibit
D, M or N to the Agreement that has been brought by or against a Settling State or Litigating Political
Subd1v151on in an amount agreed upon by the Original Participating Manufacturers and such Qutside

Counsel.

(n) "Outside Counsel” means all those Private Counsel identified in Exhibit S to the Agreement.
(0) "Panel" means the three-member arbitration panel described in section 11 hereof.
“(p) "Party" means (i) STATE Outsidé Counsel and (i) an Original Participating Manufacturer.
(q) "Payable Cost Statement” means the unpaid amount of a Cost Statement as to which all conditions
precedent to payment have been satisfied.

(r) "Payable Liquidated Fee" means the unpaid amount of a Liquidated Fee as to which all conditions
. precedent to payment have been satisfied.

(s) "Previously Settled States" means the States of Mississippi, Florida and Texas.

(t) "Private Counsel" means all private counsel for all plaintiffs in a Tobacco Case (including STATE
Outside Counsel).

(u) "Quarterly Fee Amount" means, for purposes of the quarterly payments described in sections 16, 17
and 18 hereof — :

(1) for each of the first, second and third calendar quarters of any calendar yéar beginning
with the first calendar quarter of 1999 and ending with the third calendar quarter of 2008,
$125 million;

(ii) for each fourth calendar quarter of any calendar year beginning with the fourth calendar
quarter of 1999 and ending with the fourth calendar quarter of 2003, the sum of (A) $125
million and (B) the difference, if any, between (/) $375 million and (2) the sum of all
amounts paid in satisfaction of all Fee Awards of Private Counsel during such calendar
year, if any;

(iii} for each fourth calendar quarter of any calendar year beginning with the fourth calendar
quarter of 2004 and ending with the fourth calendar quarter of 2008, the sum of (A) $125
million; (B) the difference between (/) $375 million; and (2) the sum of all amounts paid in
satisfaction of all Fee Awards of Private Counsel during such calendar year, if any; and (C)
the difference, if any, between (/) $250 million and (2) the product of (@) .2 (two tenths)

. and () the sum of all amounts paid in satisfaction of all Liquidated Fees of Qutside Counsel
pursuant to section 8 hereof, if any;

(iv) for each of the first, second and third calendar quarters of any calendar year beginning
with the first calendar quarter of 2009, $125 million; and

Fe
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(v) for each fourth calendar quarter of any calendar year beginning with the fourth calendar

quarter of 2009, the sum of (A} $125 million and (B) the difference, if any, between (/)

$375 million and (2) the sum of all amounts paid in satisfaction of all Fee Awards of Private .
Counsel during such calendar year, if any.

(V) "Related Persons' means each Original Participating Manufacturer’s past, present and future
Affiliates, divisions, officers, directors, employees, representatives, insurers, lenders, underwriters,
Tobacco- Related Orga.mzatlons trade associations, suppliers, agents, audltors advemsmg agencies,
public relations entities, attorneys, retailers and distributors (and the predecessors heirs, executors,
administrators, successors and assigns of each of the foregoing).

(w) "State of STATE" means the [applicable Settling State or the Litigating Political Subdivision], any of
its past, present and future agents, officials acting in their official capacities, legal representatives,
agencies, departments, commissions and subdivisions.

(X) "STATE Qutside Counsel" means all persons or entities identified in Exhibit S to the Agreement by
the Attorney General of State of STATE [or as later certified by the office of the governmental
prosecuting authority for the Litigating Political Subdivision] as having been retained by and having
represented the STATE in connection with the Action, acting collectively by unanimous decision of all
such persons or entities.

(y) "Tobacco Case" means any tobacco and health case (other than a non-class action personal injury
case brought directly by or on behalf of a single natural person or the survivor of such person or for
wrongful death, or any non-class action consolidation of two or more such cases).

(z) "Unpaid Fee” means the unpaid portion of a Fee Award.
Section 2. Agreement to Pay Fees. .

The Original Participating Manufacturers will pay reasonable attorneys’ fees to STATE Outside Counsel
for their representation of the State of STATE in connection with the Action, as provided herein and
subject to the Code of Professional Responsibility of the Amernican Bar Association. Nothing herein shall
be construed to require the Original Participating Manufacturers to pay any attorneys’ fees other than (i)
a Liquidated Fee or a Fee Award and (ii) a Cost Statement, as provided herein, nor shall anything herein
require the Original Participating Manufacturers to pay any Liquidated Fee, Fee Award or Cost
Statement in connection with any litigation other than the Action.

Section 3. Exclusive Obligation of the Original Participating Manufacturers.

The provisions set forth herein constitute the entire obligation of the Original Participating
Manufacturers with respect to payment of attorneys’ fees of STATE Outside Counsel (including costs
and expenses) in connection with the Action and the exclusive means by which STATE Outside Counsel
or any other person or entlty may seek payment of fees by the Original Participating Manufacturers or
Related Persons in connection with the Action. The Original Part1c1pat1ng Manufacturers shall have no
obligation pursuant to Section XVII of the Agreement to pay attorneys’ fees in connection with the
Action to any counsel other than STATE Outside Counsel, and they shall have no other obligation to
pay attorneys’ fees to or otherwise to compensate STATE Outside Counsel, any other counsel or
representative of the State of STATE or the State of STATE itself with respect to attorneys’ fees in
connection with the Action,

Section 4. Release.

{a) Each person or entity identified in Exhibit S to the Agreement by the Attorney General of the State of
STATE [or as certified by the office of the governmental prosecuting authority for the Litigating
Political Subdivision] hereby irrevocably releases the Original Participating Manufacturers and all
Related Persons from any and all claims that such person or entity ever had, now has or hereafter can,
shall or may have in any way related to the Action (including but not limited to any negotiations related
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to the settlement of the Action). Such release shall not be construed as a release of any person or entity
as to any of the obligations undertaken herein in connection with a breach thereof,

. (b} In the event that STATE Outside Counsel and the Original Participating Manufacturers agree upon a
Liquidated Fee pursuant to section 7 hereof, it shall be a precondition to any payment by the Original
Participating Manufacturers to the Designated Representative pursuant to section 8 hereof that each
person or entity identified in Exhibit S to the Agreement by the Attomey General of the State of STATE
[or as certified by the office of the governmental prosecuting authority for the Litigating Political
Subdivision] shall have irrevocably released all entities represented by STATE Outside Counsel in the
Action, as well as all persons acting by or on behalf of such entities (including the Attorney General [or
the office of the governmental prosecuting authority] and each other person or entity identified on
Exhibit S to the Agreement by the Attorney General [or the office of the governmental prosecuting
authority]) from any and all claims that such person or entity ever had, now has or hereafter can, shall or
may have in any way related to the Action {including but not limited to any negotiations related to the
settlement of the Action). Such release shall not be construed as a release of any person or entity as to
any of the obligations undertaken herein in connection with a breach thereof.

Section 5. No Effect on STATE Qutside Counsel’s Fee Contract.

The rights and obligations, if any, of the respective parties to any contract between the State'of STATE

-and STATE Outside Counsel shall be unaffected by this STATE Fee Payment Agreement except (a)
insofar as STATE Outside Counsel grant the release described in subsection (b) of section 4 hereof; and
(b) to the extent that STATE Outside Counsel receive any payments in satisfaction of a Fee Award
pursuant to section 16 hereof, any amounts so received shall be credited, on a dollar-for-dollar basis,
against any amount payable to STATE Outside Counsel by the State of STATE [or the Litigating
Political Subdivision] under any such contract.

. Section 6. Liquidated Fees.

(a) In the event that the Original Participating Manufacturers and STATE Outside Counsel agree upon
the amount of a Liquidated Fee, the Original Participating Manufacturers shall pay such Liquidated Fee,
pursuant to the terms hereof.

(b) The Original Participating Manufacturers’ payment of any Liquidated Fee pursuant to this STATE
Fee Payment Agreement shall be subject to (i} satisfaction of the conditions precedent stated in section 4
and paragraph (c)(ii) of section 7 hereof; and (ii) the payment schedule and the annual and quarterly
aggregate national caps specified in sections 8 and 9 hereof, which shall apply to all payments made
with respect to Liquidated Fees of all Outside Counsel.

Section 7. Negotiation of Liquidated Fees.

(a) If STATE Qutside Counsel seek to be paid a Liquidated Fee, the Designated Representative shall so
notify the Original Participating Manufacturers. The Original Participating Manufacturers may at any
time make an offer of a Liquidated Fee to the Designated Representative in an amount set by the
unanimous agreement, and at the sole discretion, of the Original Participating Manufacturers and, in any
event, shall collectively make such an offer to the Designated Representative no more than 60 Business
Days after receipt of notice by the Designated Representative that STATE Outside Counsel seek to be
paid a Liquidated Fee. The Original Participating Manufacturers shall not be obligated to make an offer
of a Liquidated Fee in any particular amount. Within ten Business Days after receiving such an offer,
STATE Outside Counsel shall either accept the offer, reject the offer or make a counteroffer.

(b) The national aggregate of all Liquidated Fees to be agreed to by the Original Participating
Manufacturers in connection with the settlement of those actions indicated on Exhibits D, M and N to
. the Agreement shall not exceed one billion two hundred fifty million dollars ($1,250,000,000).

(c) If the Onginal Participating Manufacturers and STATE Outside Counsel agree in writing upon a
Liquidated Fee —
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(i) STATE Qutside Counsel shall not be eligible for a Fee Award,

(i1) such Liquidated Fee shall not become a Payable Liquidated Fee until such time as (A)
State-Specific Finality has occurred in the State of STATE; (B) each person or entity
identified in Exhibit S to the Agreement by the Attorney General of the State of STATE [or
as certified by the office of the governmental prosecuting authority of the Litigating
Political Subdivision] has granted the release described in subsection (b} of section 4 hereof;
and (C) notice of the events described in subparagraphs (A) and (B) of this paragraph has
been provided to the Original Participating Manufacturers.

(iii) payment of such Liquidated Fee pursuant to sections 8 and 9 hereof (together with
payment of costs and expenses pursuant to section 19 hereof), shall be STATE Outside
Counsel’s total and sole compensation by the Original Participating Manufacturers in
connection with the Action. '

(d) If the Original Participating Manufacturers and STATE Outside Counsel do not agree in writing
upon a Liquidated Fee, STATE Qutside Counsel may submit an Application to the Panel for a Fee
Award to be paid as provided in sections 16, 17 and 18 hereof.

Section 8. Payment of Liquidated Fee.

In the event that the Original Participating Manufacturers and STATE Outside Counsel agree in writing
upon a Liquidated Fee, and until such time as the Designated Representative has received payments in
full satisfaction of such Liquidated Fee —

(a) On February 1, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payable Liquidated

Fee before January 15, 1999, each Original Participating Manufacturer shall severally pay to the

Designated Representative its Relative Market Share of the lesser of (i) the Payable Liquidated Fee of

STATE OQOutside Counsel, (ii) $5 million or (iii) in the event that the sum of all Payable Liquidated Fees .
of all Outside Counsel as of January 15, 1999 exceeds the Applicable Liquidation Amount, the

Allocable Liquidated Share of STATE Outside Counsel.

(b) On August 1, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payable Liquidated
Fee on or after January 15, 1999 and before July 15, 1999, each Original Participating Manufacturer
shall severally pay to the Designated Representative its Relative Market Share of the lesser of (i) the
Payable Liqumidated Fee of STATE Qutside Counsel, (1) $5 million or (iii) in the event that the sum of

- all Payable Liquidated Fees of all Outside Counsel that became Payable Liquidated Fees on or after

January 15, 1999 and before July 15, 1999 exceeds the Applicable Liquidation Amount, the Allocable
Liquidated Share of STATE Qutside Counsel. f

{c) On December 15, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payable
Liquidated Fee on or after July 15, 1999 and before December 1, 1999, each Original Participating
Manufacturer shall severally pay to the Designated Representative its Relative Market Share of the
lesser of (i) the Payable Liquidated Fee of STATE Outside Counsel, (i1) $5 million or (iii) in the event
that the sum of all Payable Liquidated Fees of all Outside Counsel that became Payable Liquidated Fees
on or after July 15, 1999 and before December 1, 1999 exceeds the Applicable Liquidation Amount, the
Allocable Liquidated Share of STATE Outside Counsel.

(d) On December 15, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payable

Liquidated Fee before December 1, 1999, each Original Participating Manufacturer shall severally pay

to the Designated Representative its Relative Market Share of the lesser of (1) the Payable Liquidated

Fee of STATE Outside Counsel, or (i1) $5 million or (iii) in the event that the sum of all Payable

Liquidated Fees of all Outside Counsel that become Payable Liquidated Fees before December 1, 1999

exceeds the Applicable Liquidation Amount, the Allocable Liquidated Share of STATE OQutside .
Counsel.

(e) On December 15, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payable
Liquidated Fee before December 1, 1999, each Original Participating Manufacturer shall severally pay
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to the Designated Representative its Relative Market Share of the lesser of (i) the Payable Liquidated
Fee of STATE Qutside Counsel or (ii) in the event that the sum of all Payable Liquidated Fees of all

. Outside Counsel that became Payable Liquidated Fees before December 1, 1999 exceeds the Applicable
Liquidation Amount, the Allocable Liquidated Share of STATE Outside Counsel,

(f) On the last day of each calendar quarter, beginning with the first calendar quarter of 2000 and ending
with the fourth calendar quarter of 2003, if the Liquidated Fee of STATE Outside Counsel became a
Payable Liquidated Fee at least 15 Business Days prior to the last day of each such calendar quarter,

- each Original Participating Manufacturer shall severally pay to the Designated Representative its
Relative Market Share of the lesser of (i) the Payable Liquidated Fee of STATE Qutside Counsel or (i1)
in the event that the sum of all Payable Liquidated Fees of all Outside Counsel as of the date 15
Business Days prior to the date of the payment in question exceeds the Applicable Liquidation Amount,
the Allocable Liquidated Share of STATE Outside Counsel.

Section 9. Limitations on Payments of Liquidated Fees.

Notwithstanding any other provision hereof, all payments by the Original Participating Manufacturers
with respect to Liquidated Fees shall be subject to the following:

(a) Under no circumstances shall the Original Participating Manufacturers be required to make any
payment that would result in aggregate national payments of Liquidated Fees:

(1) during 1999, totaling more than $250 million;

(ii) with respect to any calendar quarter beginning with the first calendar quarter of 2000
and ending with the fourth calendar quarter of 2003, totaling more than $62.5 million,
- except to the extent that a payment with respect to any prior calendar quarter of any
. calendar year did not total $62.5 million; or

(iii) with respect to any calendar quarter after the fourth calendar quarter of 2003, totaling
more than zero,

(b} The Original Participating Manufacturers’ obligations with respect to the Liquidated Fee of STATE

Outside Counsel, if any, shall be exclusively as provided in this STATE Fee Payment Agreement, and

notwithstanding any other provision of law, such Liquidated Fee shall not be entered as or reduced to a

Judgment against the Original Participating Manufacturers or considered as a basis for requiring a bond
or imposing a lien or any other encumbrance.

Section 10. Fee Awards.

'(a) In the event that the Original Participating Manufacturers and STATE Outside Counsel do not agree
in writing upon a Liquidated Fee as described in section 7 hereof, the Original Participating
Manufacturers shall pay, pursuant to the terms hereof, the Fee Award awarded by the Panel to STATE
QOutside Counsel.

(b) The Original Participating Manufabturers payment of any Fee Award pursuant to this STATE Fee
Payment Agreement shall be subject to the payment schedule and the annual and quarter]y aggregate
national caps specified in sections 17 and 18 hereof, which shall apply to:

(1) all payments of Fee Awards in connection with an agreement to pay fees as part of the

settlement of any Tobacco Case on terms that provide for payment by the Original

Participating Manufacturers or other defendants acting in agreement with the Original

Participating Manufacturers (collectively, "Participating Defendants") of fees with respect
. to any Private Counsel, subject to an annual cap on payment of all such fees; and

(i) all payments of attorneys’ fees (other than fees for attorneys of Participating

Defendants) pursuant to Fee Awards for activities in connection with any Tobacco Case
resolved by operation of Federal Legislation.
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Section 11. Composition of the Panel.

(a) The first and the second members of the Panel shall both be permanent members of the Panel and, as .
such, will participate in the determination of all Fee Awards. The third Panel member shall not be a

permanent Panel member, but instead shall be a state-specific member selected to determine Fee Awards

on behalf of Private Counsel retained in connection with litigation within a single state. Accordingly, the

third, state-specific member of the Panel for purposes of determining Fee Awards with respect to

litigation in the State of STATE shall not participate in any determination as to any Fee Award with

respect to litigation in any other state (unless selected to participate in such determinations by such

persons as may be authorized to make such selections under other agreements).

(b) The members of the Panel shall be selected as follows:
(i) The first member shall be the natural person selected by Participating Defendants.

(ii) The second member shall be the person jointly selected by the agreement of
Participating Defendants and a majority of the committee described in the fee payment
agreements entered in connection with the settlements of the Tobacco Cases brought by the
Previously Settled States. In the event that the person so selected is unable or unwilling to
continue to serve, a replacement for such member shall be selected by agreement of the
Original Participating Manufacturers and a majority of the members of a committee
composed of the following members: Joseph F. Rice, Richard F. Scruggs, Steven W.
Berman, Walter Umphrey, one additional representative, to be selected in the sole discretion
of NAAG, and two representatives of Private Counsel in Tobacco Cases, to be selected at
the sole discretion of the Original Participating Manufacturers.

(iii) The third, state-specific member for purposes of determining Fee Awards with respect

to litigation in the State of STATE shall be a natural person selected by STATE Outside .
Counsel, who shall notify the Director and the Original Participating Manufacturers of the

name of the person selected.

Section 12. Application of STATE Outside Counsel.

(a) STATE Outside Counsel shall make a collective Application for a single Fee Award, which shall be
submitted to the Director. Within five Business Days after receipt of the Application by STATE Outside
Counsel, the Director shall serve the Application upon the Original Participating Manufacturers and the
STATE. The Original Participating Manufacturers shall submit all materials in response to the
Application to the Director by the later of (i) 60 Business Days after service of the Application upon the
Original Participating Manufacturers by the Director, (ii) five Business Days after the date of
State-Specific Finality in the State of STATE or (iii) five Business Days after the date on which notice
of the name of the third, state-specific panel member described in paragraph (b)(iii) of section 11 hereof
has been provided to the Director and the Original Participating Manufacturers.

(b) The Original Participating Manufacturers may submit to the Director any matenials that they wish
and, notwithstanding any restrictions or representations made in any other agreements, the Original
Participating Manufacturers shall be in no way constrained from contesting the amount of the Fee
Award requested by STATE Outside Counsel. The Director, the Panel, the State of STATE, the Original
Participating Manufacturers and STATE Outside Counsel shall preserve the confidentiality of any
attorney work-product materials or other similar confidential information that may be submitted.

(¢) The Director shall forward the Application of STATE Outside Counsel, as well as ali written

materials relating to such Application that have been submitted by the Original Participating

Manufacturers pursuant to subsection (b) of this section, to the Panel within five Business Days after the

later of (i) the expiration of the period for the Original Participating Manufacturers to submit such .
materials or (ii) the earlier of (A) the date on which the Panel issues a Fee Award with respect to any

Application of other Private Counsel previously forwarded to the Panel by the Director or (B) 30

Business Days after the forwarding to the Panel of the Application of other Private Counsel most
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recently forwarded to the Panel by the Director. The Director shall notify the Parties upon forwarding
the Application (and all written materials relating thereto) to the Panel.

(d) In the event that either Party seeks a hearing before the Panel, such Party may submit a request to the
Director in writing within five Business Days after the forwarding of the Application of STATE Outside
Counsel to the Panel by the Director, and the Director shall promptly forward the request to the Panel. If
the Panel grants the request, it shall promptly set a date for hearing, such date to fall within 30 Business

Days after the date of the Panel’s receipt of the Application.

Section 13. Panel Proceedings.

The proceedings of the Panel shall be conducted subject to the-terms of this Agreement and of the
Protocol of Panel Procedures attached as an Appendix hereto.

Section 14. Award of Fees to STATE Outside Counsel.

The members of the Panel will consider all relevant information submitted to them in reaching a
decision as to a Fee Award that fairly provides for full reasonable compensation of STATE OQutside
Counsel. In considering the amount of the Fee Award, the Panel shall not consider any Liquidated Fee
agreed to by any other Qutside Counsel, any offer of or negotiations relating to any proposed liquidated
fee for STATE Outside Counsel or any Fee Award that already has been or yet may be awarded in
connection with any other Tobacco Case. The Panel’s decisions as to the Fee Award of STATE Outside
Counsel shall be in writing and shall report the amount of the fee awarded (with or without explanation
or opinion, at the Panel’s discretion). The Panel shall determine the amount of the Fee Award to be paid
to STATE Qutside Counsel within the later of 30 calendar days after receiving the Application (and all
related materials) from the Director or 15 Business Days after the last date of any hearing held pursuant
to subsection (d) of section 12 hereof. The Panel’s decision as to the Fee Award of STATE Outside

Counsel shall be final, binding and non-appealable.

Section 15. Costs of Arbitration.

All costs and expenses of the arbitration proceedings held by the Panel, including costs, expenses and
compensation of the Director and of the Panel members (but not including any costs, expenses or
compensation of counsel making applications to the Panel), shall be borne by the Original Participating
Manufacturers in proportion to their Relative Market Shares.

Section 16. Payment of Fee Award of STATE Outside Counsel.

On or before the tenth Business Day after the last day of each calendar quarter beginning with the first
calendar quarter of 1999, each Original Participating Manufacturer shall severally pay to the Designated
Representative its Relative Market Share of the Allocated Amount for STATE Outside Counsel for the
calendar quarter with respect to which such quarterly payment is being made (the "Applicable Quarter™).

Section 17. Allocated Amounts of Fee Awards.

The Allocated Amount for each Private Counsel with respect to any payment to be made for any
particular Applicable Quarter shall be determined as follows:

(a) The Quarterly Fee Amount shall be allocated equally among each of the three months of the
Applicable Quarter. The amount for each such month shall be allocated among those Private Counsel
retained in connection with Tobacco Cases settled before or during such month (each such Private
Counsel being an "Eligible Counsel” with respect to such monthly amount), each of which shall be
allocated a portion of each such monthly amount up to (or, in the event that the sum of all Eligible
Counsel’s respective Unpaid Fees exceeds such monthly amount, in proportion to) the amount of such
Eligible Counsel’s Unpaid Fees. The monthly amount for each month of the calendar quarter shall be
allocated among those Eligible Counsel having Unpaid Fees, without regard to whether there may be
Eligible Counsel that have not yet been granted or denied a Fec Award as of the last day of the
Applicable Quarter. The allocation of subsequent Quarterly Fee Amounts for the calendar year, if any,
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shall be adjusted, as necessary, to account for any Eligible Counsel that are granted Fee Awards in a
subsequent quarter of such calendar year, as provided in paragraph (b)(ii) of this section.

(b) In the event that the amount for a given month is less than the sum of the Unpaid Fees of all Eligible .
Counsel:

(1) in the case of the first quarterly allocation for any calendar year, such monthly amount
shall be allocated among all Eligible Counsel for such month in proportion to the amounts
of their respective Unpaid Fees.

(11) in the case of a quarterly allocation after the first quarterly allocation, the Quarterly Fee
Amount shall be allocated among only those Private Counsel, if any, that were Eligible
Counsel with respect to any monthly amount for any prior quarter of the calendar year but
were not allocated a proportionate share of such monthly amount (either because such
Private Counsel’s applications for Fee Awards were still under consideration as of the last
day of the calendar quarter containing the month in question or for any other reason), until
each such Eligible Counsel has been allocated a proportionate share of all such prior
monthly payments for the calendar year (each such share of each such Eligible Counsel
being a "Payable Proportionate Share”). In the event that the sum of all Payable
Proportionate Shares exceeds the Quarterly Fee Amount, the Quarterly Fee Amount shall be
allocated among such Eligible Counsel on a monthly basis in proportion to the amounts of
their respective Unpaid Fees (without regard to whether there may be other Eligible Counsel
with respect to such prior monthly amounts that have not yet been granted or denied a Fee
Award as of the last day of the Applicable Quarter). In the event that the sum of all Payable
Proportionate Shares is less than the Quarterly Fee Amount, the amount by which the
Quarterly Fee Amount exceeds the sum of all such Payable Proportionate Shares shall be
allocated among each month of the calendar quarter, each such monthly amount to be
allocated among those Eligible Counsel having Unpaid Fees in proportion to the amounts of
their respective Unpaid Fees (without regard to whether there may be Eligible Counsel that .
have not yet been granted or denied a Fee Award as of the last day of the Applicable
Quarter).

(c) Adjustments pursuant to subsection (b)(ii) of this section 17 shall be made separately for each
calendar year. No amounts paid in any calendar year shall be subject to refund, nor shall any payment in
any given calendar year affect the allocation of payments to be made in any subsequent calendar year.

Section 18. Credits to and Limitations on Payment of Fee Awards.

Notwithstanding any other provision hereof, all payments by the Original Participating Manufacturers
with respect to Fee Awards shall be subject to the following:

{(a) Under no circumstances shall the Original Participating Manufacturers be required to make payments
that would result in aggregate national payments and credits by Participating Defendants with respect to
all Fee Awards of Private Counsel:

(i) during any year beginning with 1999, totaling more than the sum of the Quarterly Fee
Amounts for each calendar quarter of the calendar year, excluding certain payments with
respect to any Private Counsel for 1998 that are paid in 1999; and

(ii) during any calendar quarter beginning with the first calendar quarter of 1999, totaling
more than the Quarterly Fee Amount for such quarter, excluding certain payments with
respect to any Private Counsel for 1998 that are paid in 1999.

(b) The Original Participating Manufacturers’ obligations with respect to the Fee Award of STATE
Qutside Counsel, if any, shall be exclusively as provided in this STATE Fee Payment Agreement, and .
notwithstanding any other provision of law, such Fee Award shall not be entered as or reduced to a

judgment against the Original Participating Manufacturers or considered as a basis for requiring a bond

or imposing a lien or any other encumbrance. '
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Section 19. Reimbursement of Outside Counsel’s Costs.

(a) The Original Participating Manufacturers shall reimburse STATE Outside Counsel for reasonable
costs and expenses incurred in connection with the Action, provided that such costs and expenses are of
the same nature as costs and expenses for which the Original Participating Manufacturers ordinarily
reimburse their own counsel or agents. Payment of any Approved Cost Statement pursuant to this
STATE Fee Payment Agreement shall be subject to (i) the condition precedent of approval of the
Agreement by the Court for the State of STATE and (11) the payment schedule and the aggregate
national caps specified in subséction (c) of this section, which shall apply to all payments made with
respect to Cost Statements of all Outside Counsel.

(b) In the event that STATE Outside Counsel seek to be reimbursed for reasonable costs and expenses
incurred in connection with the Action, the Designated Representative shall submit a Cost Statement to
the Original Participating Manufacturers. Within 30 Business Days after receipt of any such Cost
Statement, the Original Participating Manufacturers shall either accept the Cost Statement or dispute the
Cost Statement, in which event the Cost Statement shall be subject to a full audit by examiners to be
appointed by the Original Participating Manufacturers (in their sole discretion). ‘Any such audit will be
completed within 120 Business Days after the date the Cost Statement is received by the Original
Participating Manufacturers. Upon completion of such audit, if the Original Participating Manufacturers
and STATE Outside Counsel cannot agree as to the appropriate amount of STATE Qutside Counsel’s
reasonable costs and expenses, the Cost Statement and the examiner’s audit report shall be submitted to
the Director for arbitration before the Panel or, in the event that STATE OQOutside Counsel and the
Original Participating Manufacturers have agreed upon a Liquidated Fee pursuant to section 7 hereof,
before a separate three-member panel of independent arbitrators, to be selected in a manner to be agreed
to by STATE OQOutside Counsel and the Original Participating Manufacturers, which shall determine the
amount of STATE Outside Counsel’s reasonable costs and expenses for the Action. In determining such
reasonable costs and expenses, the members of the arbitration panel shall be governed by the Protocol of
Panel Procedures attached as an Appendix hereto. The amount of STATE Outside Counsel’s reasonable
costs and expenses determined pursuant to arbitration as provided in the preceding sentence shall be
final, binding and non-appealable.

(c) Any Approved Cost Statement of STATE Outside Counsel shall not become a Payable Cost
Statement until approval of the Agreement by the Court for the State of STATE. Within five Business
Days after receipt of notification thereof by the Designated Representative, each Original Participating
Manufacturer shall severally pay to the Designated Representative its Relative Market Share of the
Payable Cost Statement of STATE Outside Counsel, subject to the following —

(i) All Payable Cost Statements of Outside Counsel shall be paid in the order in whlch such
Payable Cost Statements became Payable Cost Statements.

(i1) Under no circumstances shall the Original Participating Manufacturers be required to
make payments that would result in aggregate national payments by Participating
Defendants of all Payable Cost Statements of Private Counsel in connection with all of the
actions identified in Exh:blts D, M and N to the Agreement, totaling more than $75 million
for any given year.

" (iii) Any Payable Cost Statement of Outside Counsel not paid during the year in which it
became a Payable Cost Statement as a result of paragraph (i1) of this subsection shall
become payable in subsequent years, subject to paragraphs (i) and (ii), until paid in full.

(d) The Original Participating Manufacturers’ obligations with respect to reasonable costs and expenses
incurred by STATE Outside Counsel in connection with the Action shall be exclusively as provided in
this STATE Fee Payment Agreement, and notwithstanding any other provision of law, any Approved
Cost Statement determined pursuant to subsection (b) of this section (including any Approved Cost
Statement determined pursuant to arbitration before the Panel or the separate three-member panel of
independent arbitrators described therein) shall not be entered as or reduced to a judgment against the

~ Original Participating Manufacturers or considered as a basis for requiring a bond or imposing a lien or
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any other incumbrance.
Section 20. Recovery of Payments by State of STATE. .

(a) In the event that the State of STATE pays attorneys’ fees in connection with the Action to STATE
Outside Counsel and STATE Outside Counsel have not agreed with the Original Participating
Manufacturers on the amount of a Liquidated Fee, have not submitted an Application for a Fee Award to
the Director, and have not submitted a Cost Statement to the Original Participating Manufacturers, the
State of STATE may seek to be paid either a Liquidated Fee or a Fee Award, as well as a Cost
Statement, in the place of STATE Outside Counsel, in the same manner as and subject to the same
conditions applicable to the payment of a Liquidated Fee, Fee Award or Cost Statement of STATE
QOutside Counsel.

IMETHODOLOGY TO BE DETERMINED]
Section 21. Distribution of Payments among STATE QOutside Counsel.

(a) All payments made to the Designated Representative pursuant to this STATE Fee Payment
Agreement shall be for the benefit of each person or entity identified in Exhibit S to the Agreement by
the Attomey General of the State of STATE [or as certified by the governmental prosecuting authority
of the Litigating Political Subdivision}, each of which shall receive from the Designated Representative
a percentage of each such payment in accordance with the fee sharing agreement, if any, among STATE
Outside Counsel (or any written amendment thereto).

(b) The Original Participating Manufacturers shall have no obligation, responsibility or liability with

respect to the allocation among those persons or entities identified in Exhibit S to the Agreement by the

Attorney General of the State of STATE {or as certified by the governmental prosecuting authority of

the Litigating Political Subdivision], or with respect to any claim of misallocation, of any amounts paid

to the Designated Representative pursuant to this STATE Fee Payment Agreement. .

Section 22. Calculations of Amounts.

All calculations that may be required hereunder shall be performed by the Original Participating
Manufacturers, with notice of the results thereof to be given promptly to the Designated Representative.
Any disputes as to the correctness of calculations made by the Original Participating Manufacturers shall
be resolved pursuant to the procedures described in Section XI(c) of the Agreement for resolving
disputes as to calculations by the Independent Auditor.

Section 23. Payment Responsibility.

(a) Each Original Participating Manufacturer shall be severally liable for its share of all payments

pursuant to this STATE Fee Payment Agreement. Under no circumstances shall any payment due

hereunder or any portion thereof become the joint obligation of the Original Participating Manufacturers

or the obligation of any person other than the Original Participating Manufacturer from which such

payment is originally due, nor shall any Original Participating Manufacturer be required to pay a portion
~ of any such payment greater than its Relative Market Share.

(b) Due to the particular corporate structures of R. J. Reynolds Tobacco Company ("Reynolds") and

Brown & Williamson Tobacco Corporation ("Brown & Williamson") with respect to their non-domestic

tobacco operations, Reynolds and Brown & Williamson shall each be severally liable for its respective

share of each payment due pursuant to this STATE Fee Payment Agreement up to (and its liability

hereunder shall not exceed) the full extent of its assets used in, and earnings and revenues derived from,

its manufacture and sale in the United States of Tobacco Products intended for domestic consumption,

and no recourse shall be had against any of its other assets or earnings to satisfy such obligations. .

Section 24. Termination.

In the event that the Agreement is terminated with respect to the State of STATE pursuant to Section
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XVHI(u) of the Agreement (or for any other reason) the Designated Representative and each person or
entity identified in Exhibit S to the Agreement by the Attorney General of the State of STATE [or as

. certified by the governmental prosecuting authority of the Litigating Political Subdivision] shall
immediately refund to the Original Participating Manufacturers all amounts received under this STATE
Fee Payment Agreement.

Section 25. Intended Beneficiaries.

No provision hereof creates any rights on the part of, or is enforceable by, any person or entity that is not
a Party or a person covered by either of the releases described in section 4 hereof, except that sections 5
and 20 hereof create rights on the part of, and shall be enforceable by, the State of STATE. Nor shall any
provision hereof bind any non-signatory or determine, limit or prejudice the rights of any such person or
entity.

Section 26. Representations of Parties.

The Parties hereto hereby represent that this STATE Fee Payment Agreement has been duly authorized
and, upon execution, will constitute a valid and binding contractual obligation, enforceable in
accordance with its terms, of each of the Parties hereto.

Section 27. No Admission.

This STATE Fee Payment Agreement 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 any lability or wrongdoing whatsoever on the
part of any signatory hereto or any person covered by either of the releases provided under section 4
hereof. The Original Participating Manufacturers specifically disclaim and deny any liability or
wrongdoing whatsoever with respect to the claims released under section 4 hereof and enter into this
STATE Fee Payment Agreement for the sole purposes of memorializing the Original Participating

. Manufacturers’ rights and obligations-with respect to payment of attorneys’ fees pursuant to the
Agreement and avoiding the further expense, inconvenience, burden and uncertainty of potential
litigation.

Section 28. Non-admissibility.

This STATE Fee Payment Agreement havmg been undertaken by the Parties hereto in good faith and for
settlement purposes only, neither this STATE Fee Payment Agreement nor any evidence of negotiations
relating hereto shall be offered or received in evidence in any action or proceedmg other than an action
or proceeding arising under this STATE Fee Payment Agreement,

Section 29. Amendment and Wazver.

This STATE Fee Payment Agreement may be amended only by a written instrument executed by the
Parties. The waiver of any rights conferred hereunder shall be effective only if made by wrnitten
instrument executed by the waiving Party. The waiver by any Party of any breach hereof shall not be
deemed to be or construed as a waiver of any other breach, whether prior, subsequent or
contemporaneous, of this STATE Fee Payment Agreement.

Section 30. Notices.

All notices or other communications to any party hereto shall be in writing (including but not limited to

telex, facsimile or similar writing) and shall be given to the notice parties listed on Schedule A hereto at

the addresses therein indicated. Any Party hereto may change the name and address of the person

designated to receive notice on behalf of such Party by notice given as provided in this section including
. an updated list conformed to Schedule A hereto.

Section 31. Governing Law.

This STATE Fee Payment Agreement shall be governed by the laws of the State of STATE without
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regard to the conflict of law rules of such State.

Section 32. Construction. .
None of the Parties hereto shall be considered to be the drafter hereof or of any provision hereof 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 hereof.

Section 33. Captions.

The captions of the sections hereof are included for convenience of reference only and shall be ignored
in the construction and interpretation hereof.

Section 34. Execution of STATE Fee Payment Agreement.

This STATE Fee Payment Agreement may be executed in counterparts. Facsimile or photocopied
signatures shall be considered valid signatures as of the date hereof, although the original signature
pages shall thereafter be appended to this STATE Fee Payment Agreement.

Section 35. Entire Agreement of Parties.

This STATE Fee Payment Agreement contains an entire, complete and integrated statement of each and
every term and provision agreed to by and among the Parties with respect to payment of attormeys’ fees
by the Original Participating Manufacturers in connection with the Action and is not subject to any
condition or covenant, express or implied, not provided for herein.

IN WITNESS WHEREQF, the Parties hereto, through their fully authorized representatives, have agreed
to this STATE Fee Payment Agreement as of this __th day of , 1998.

[SIGNATURE BLOCK] .

- APPENDIX -
to MODEL FEE PAYMENT AGREEMENT

PROTOCOL OF PANEL PROCEEDINGS

This Protocol of procedures has been agreed to between the respective parties to the STATE Fee
Payment Agreement, and shall govern the arbitration proceedings provided for therein.

Section 1. Definitions.
All definitions contained in the STATE Fee Payment Agreement are incorporated by reference herein.
Section 2. Chairman.

The person selected to serve as the permanent, neutral member of the Panel as described in paragraph
(b)(11) of section 11 of the STATE Fee Payment Agreement shall serve as the Chairman of the Panel.

Section 3. Arbitration Pursuant to Agreement.

The members of the Panel shall determine those matters committed to the decision of the Panel under
the STATE Fee Payment Agreement, which shall govern as to all matters discussed therein. .

Section 4. ABA Code of Ethics.

Each of the members of the Panel shall be governed by the Code of Ethics for Arbitrators in
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Commercial Disputes prepared by the American Arbitration Association and the American Bar

Association (the "Code of Ethics") in conducting the arbitration proceedings pursuant to the STATE Fee
. Payment Agreement, subject to the terms of the STATE Fee Payment Agreement and this Protocol.
Each of the party-appointed members of the Panel shali be governed by Canon VII of the Code of
Ethics. No person may engage in any ex parfe communications with the permanent, neutral member of
the Panel selected pursuant to paragraph (b)(ii} of section 11, in keeping with Canons 1, 1T and III of the

Code of Ethics.

Section 5. Additional Rules and Procedures.

The Panel may adopt such rules and procedures as it deems necessary and appropriate for the discharge
of its duties under the STATE Fee Payment Agreement and this Protocol, subject to the terms of the

STATE Fee Payment Agreement and this Protocol.
Section 6. Majority Rule.

‘In the event that the members of the Panel are not unanimous in their views as to any matter to be

determined by them pursuant to the STATE Fee Payment Agreement or this Protocol, the determination

shall be decided by a vote of a majority of the three members of the Panel.

Section 7. Application for Fee Award and Other Materials.

(a) The Application of STATE Qutside Counsel and any materials submitted to the Director relating
thereto (collectively, "submissions") shall be forwarded by the Director to each of the members of the

Panel in the manner and on the dates specified in the STATE Fee Payment Agreement.

(b) All materials submitted to the Director by either Party (or any other person) shall be served upon all
Parties. All submissions required to be served on any Party shall be deemed to have been served as of

. the date on which such materials have been sent by either (1} hand delivery or (i1) facsimile and
- overnight courier for priority next-day delivery.

(c) To the extent that the Panel believes that information not submitted to the Panel may be relevant for
purposes of determining those matters committed to the decision of the Panel under the terms of the

STATE Fee Payment Agreement, the Panel shall request such information from the Parties.

Section 8. Hearing'.

Any hearing held pursuant to section 12 of the STATE Fee Payment Agreement shall not take place
other than in the presence of all three members of the Panel upon notice and an opportunity for the

respective representatives of the Parties to attend.
-Section 9. Miscellaneous.
{a) Each member of the Panel shall be compensated for his services by the Original Participating

Manufacturers on a basis to be agreed to between such member and the Original Participating
Manufacturers.

(b) The members of the Panel shall refer all media inquiries regarding the arbitration proceeding to the
respective Parties to the STATE Fee Payment Agreement and shall refrain from any comment as to the
arbitration proceedings to be conducted pursuant to the STATE Fee Payment Agreement during the

pendency of such arbitration proceedings, in keeping with Canon [V(B) of the Code of Ethics.
| EXHIBIT P

® | NOTICES

NAAG Executive Director PHO: (202) 326-605
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Escrow Agent

[to come]

Alabama

Alaska

American Samoa

Arizona

Arkansas

California

Colorado

Connecticut

Delaware

122 of 133

750 First Street, N.E.
Suite 1100
Washington, DC 20002

Honorable Bill Pryor
Attorney General of Alabama
Office of the Attorney General
State House

11 South Union Street
Montgomery, AL 36130

Honorable Bruce M. Botelho
Attorney General of Alaska
Office of the Attorney General
Post Office Box 110300
Diamond Courthouse

Juneau, AK 99811-0300

Honorable Toetagata Albert Mailo
Attorney General of American Samoa
Office of the Attorney General

Post Office Box 7

Pago Pago, AS 96799

Honorable Grant Woods
Attorney General of Arizona
Office of the Attorney General
1275 West Washington Street
Phoenix, AZ 85007

Honorable Winston Bryant

Attomey General of Arkansas

Office of the Attorney General

200 Tower Building, 323 Center Street
Little Rock, AR 72201-2610

Honorable Daniel E. Lungren
Attorney General of California
Office of the Attorney General
1300 I Street, Suite 1740
Sacramento, CA 95814

Honorable Gale A. Norton
Attorney General of Colorado
Office of the Attorney General
Department of Law

1525 Sherman Street

Denver, CO 80203

Honorable Richard Blumenthal
Attorney General of Connecticut
Office of the Attorney General
55 Elm Street

Hartford, CT 06141-0120

Honorable M. Jane Brady
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FAX: (202) 408-699

PHO: (334) 242-730
FAX: (334) 242-489

PHO: (907) 465-360
FAX: (907) 465-207

PHO: (684) 633-416
FAX: (684) 633-183

PHO: (602) 542-426
FAX: (602) 542-408

PHO: (501) 682-200
FAX: (501) 682-808

'PHO: (916) 324-543

FAX: (916) 324-673

PHO: (303) 866-305
FAX: (303) 866-395

PHO: (860) 808-531
FAX: (860) 808-538

PHO: (302) 577-840
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District of .Columbia

Georgia

Guam

Hawaii

Idaho

Ilinois

Indiana

Iowa

Kansag
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Attorney General of Delaware
Office of the Attorney General
Carvel State Office Building
820 North French Street

~ Wilmington, DE 19801

Honorable John M. Ferren

District of Columbia Corporation Counsel
Office of the Corporation Counsel

441 4th Street NW

Washington, DC 20001

Honorable Thurbert E. Baker
Attorney General of Georgia
Office of the Attorney General
40 Capitol Square, S.'W.
Atlanta, GA 30334-1300

Honorable Gus Diaz :
Acting Attorney General of Guam
Office of the Attorney General
Judicial Center Building

120 West O’Brien Drive

Agana, GU 96910

Honorable Margery S. Bronster
Attorney General of Hawatii
Office of the Attorney General
425 Queen Street

Honolulu, HI 96813

Honorable Alan G. Lance
Attorney General of Idaho
Office of the Attorney General
Statehouse P.O. Box 83720
Boise, ID 83720-0010

Honorable Jim Ryan

Attorney General of Illinois
Office of the Attorney General
James R. Thompson Center
100 West Randolph Street
Chicago, IL 60601

Honorable Jeffrey A. Modisett
Attorney General of Indiana
Office of the Attorney General
Indiana Government Center South
Fifth Floor

-402 West Washington Street

Indianapolis, IN 46204

Honorable Tom Miller

Attorney General of lowa
Office of the Attorney General
Hoover State Office Building
Des Moines, 1A 50319

Honorable Carla J. Stovall
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FAX: (302) 577-261

PHO: (202) 727-624
FAX: (202) 347-982

PHO: (404) 656-458
FAX: (404) 657-873

PHO: (671) 475-332
FAX: (671) 472-249

PHO: (308) 586-128
FAX: (808) 586-123

PHO: (208) 334-240
FAX: (208) 334-253

PHO: (312) 814-250
FAX: (217)785-2551

PHO: (317) 233-438
FAX: (317) 232-797

PHO: (515) 281-305
FAX: (515)281-420

PHO: (913) 296-221
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Kentucky

Louisiana

Maine

Maryland

Massachusetts

Michigan

Missouri

Montana

Nebraska
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Attorney General of Kansas
Office of the Attorney General
Judicial Building

301 West Tenth Street
Topeka, KS 66612-1597

Honorable Albert Benjamin "Ben" Chandler 111

Attorney General of Kentucky
Office of the Attorney General
State Capitol, Room 116
Frankfort, KY 40601

Honorable Richard P. Ieyoub
Attorney General of Louisiana
Office of the Attorney General
Department of Justice

Post Office Box 94095

Baton Rouge, LA 70804-4095

Honorable Andrew Ketterer
Attorney General of Maine
Office of the Attorney General
State House Station Six
Augusta, ME 04333

Honorable J. Joseph Curran Jr.
Attorney General of Maryland
Office of the Attorney General
200 Saint Paul Place
Baltimore, MD 21202-2202

Honorable Scott Harshbarger
Attorney General of Massachusetts
Office of the Attorney General
One Ashburton Place

Boston, MA 02108-1698

Honorable Frank J. Kelley
Attorney General of Michigan
Office of the Attorney General
Post Office Box 30212

525 West Ottawa Street
Lansing, MI 48909-0212

Honorable Jeremiah W. (Jay) Nixon
Attorney General of Missour
Office of the Attorney General
Supreme Court Building

207 West High Street

Jefferson City, MO 65101

Honorable Joseph P. Mazurek
Attorney General of Montana
Office of the Attorney General
Justice Building, 215 North Sanders
Helena, MT 59620-1401

Honorable Don Stenberg
Attorney General of Nebraska
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FAX: (913)296-629

PHO: (502) 564-760
FAX: (502) 564-831

PHO: (504) 342-701
FAX: (504) 342-870

PHO: (207) 626-880
FAX: (207) 287-314

PHO: (410) 576-630
FAX: (410) 333-829

PHO: (617) 727-220
FAX: (617) 727-325

PHO: (517) 373-111

FAX: (517) 373-304

PHO: (573) 751-332
FAX: (573) 751-077

PHO: (406) 444-202
FAX: (406) 444-354

PHO: (402) 471-268
FAX:(402)471-382
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Nevad:_a

New Hampshire

New Jersey

New Mexico

New York

North Carolina

North _Dakota

N. Mariana Islands

Ohio
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Office of the Attorney General
State Capitol

Post Office Box 98920
Lincoln, NE 68509-8920

Honorable Frankie Sue Del Papa
Attorney General of Nevada
Office of the Attorney General
Old Supreme Court Building
100 North Carson Street

Carson City, NV 89701

Honorable Philip T. McLaughlin
Attorney General of New Hampshire
Office of the Attorney General

State House Annex, 25 Capitol Street
Concord, NH 03301-6397

Honorable Peter Verniero

Attorney General of New Jersey
Office of the Attorney General
Richard J. Hughes Justice Complex
25 Market Street, CN 080

Trenton, NJ 08625

Honorable Tom Udall

Attorney General of New Mexico
Office of the Attorney General
Post Office Drawer 1508

Santa Fe, NM 87504-1508

Honorable Dennis C. Vacco
Attorney General of New York
Office of the Attorney General
Department of Law - The Capitol
2nd Floor :
Albany, NY 12224

Honorable Michael F. Easley
Attorney General of North Carolina
Office of the Attorney General
Department of Justice

Post Office Box 629

Raleigh, NC 27602-0629

Honorable Heidi Heitkamp
Attorney General of North Dakota
Office of the Attorney General
State Capitol

600 East Boulevard Avenue
Bismarck, ND 58505-0040

Honorable Sally Pfund (Acting)

Attorney General of the Northern Mariana Islands
Office of the Attorney General

Administration Building

Saipan, MP 96950

Honorable Betty D. Montgomery
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PHO: (702) 687-417
FAX: (702) 687-579

PHO: (603) 271-365
FAX: (603) 271211

PHO: (609) 292-492
FAX: (609) 292-350

PHO: (505) 827-600
FAX: (505) 827-582

PHO: (518) 474-733
FAX: (518) 473-990

PHO: (919) 716-640
FAX: (919) 716-675

PHO: (701) 328-221
FAX: (701) 328-222

PHO: (670) 664-234
FAX: (670) 664-234

PHO: (614) 466-337
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Oklahoma

Oregon

Pennsylvania

Puerto Rico

Rhode Island

South Carolina

South Dakota

Tennessee

Utah
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Attorney General of Ohio
Office of the Attorney General
State Office Tower

30 East Broad Street
Columbus, OH 43266-0410

Honorable W.A. Drew Edmondson
Attorney General of Oklahoma
Office of the Attorney General
State Capitol, Room 112

2300 North Lincoln Boulevard
Oklahoma City, OK 73105

Honorable Hardy Myers
Attorney General of Oregon
Office of the Attorney General
Justice Building

1162 Court Street NE

Salem, OR 97310

Honorable Mike Fisher

Attorney General of Pennsylvania
Office of the Attorney General
Strawberry Square

Harmisburg, PA 17120

Honorable José A. Fuentes-Agostini
Attorney General of Puerto Rico
Office of the Attorney General

Post Office Box 192

San Juan, PR 00902-0192

Honorable Jeffrey B. Pine
Attorney General of Rhode Island
Office of the Attorney General
150 South Main Street
Providence, RI 02903

Honorable Charlie Condon
Attorney General of South Carolina
Office of the Attorney General
Rembert C. Dennis Office Building
Post Office Box 11549

Columbia, SC 29211-1549

Honorable Mark Bamett

Attorney General of South Dakota
Office of the Attorney General
500 East Capitol

Pierre, SD 57501-5070

Honorable John Knox Walkup
Attorney General of Tennessee
Office of the Attorney General
500 Charlotte Avenue
Nashville, TN 37243

Honorabl€ Jan Graham
Attorney General of Utah
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FAX: (614) 466-508

PHO: (405) 521-392
FAX: (405) 521-624

PHO: (503) 378-600
FAX: (503) 378-401

PHO: (717) 787-339
FAX: (717) 783-110

PHO: (787) 721-770
FAX: (787) 724-477

PHO: (401) 274-440
FAX: (401) 222-130

PHO: (803) 734-397
FAX: (303) 253-628

PHO: (605) 773-321
FAX: (605) 773-410

PHO: (615) 741-647
FAX: (615) 741-200

PHO: (801) 538-132
FAX: (801) 538-112
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VYermont

Virginia

Virgin Islands

Washington

West Virginia

Wisconsin
Wyoming

127 of 133

Office of the Attormey General
State Capitol, Room 236
Salt Lake City, UT 84114-0810

Honorable William H. Sorrell
Attorney General of Vermont
Office of the Attorney General
109 State Street

Montpelier, VT 05609-1001

Honorable Mark L. Earley
Attorney General of Virginia
Office of the Attorney General
900 East Main Street
Richmond, VA 23219

Honorable Julio A, Brady

Attorney General of the Virgin Islands
Office of the Attorney General
Department of Justice

G.E.R.S. Complex

48B-50C Kronprinsdens Gade

St. Thomas, VI 00802

Honorable Christine O. Gregoire
Attorney General of Washington
Office of the Attorney General
P.O. Box 40100

1125 Washington Street, SE
Olympia, WA 98504-0100

With a copy to:

Joseph F. Rice
John J. McConnell, Jr.

Ness, Motley, Loadholt, Richardson & Poole

151 Meeting Street, Swite 200
Post Office Box 1137
Charleston, SC 29402

Phone: 843-720-9000

Fax: 843-720-9290

Honorable Darrell V. McGraw Jr.
Attorney General of West Virginia
Office of the Attomey General
State Capitol :
1900 Kanawha Boulevard East
Charleston, WV 25305

Honorable James E. Doyle
Attorney General of Wisconsin
Office of the Attorney General
State Capitol

Post Office Box 7857

Suite 114 East

Madison, WI 53707-7857

Honorable William U. Hill
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PHO: (802) 828-317
FAX: (802) 828-318

PHO: (804) 786-207
FAX: (804) 371-020

PHO: (340) 774-566
FAX: (340) 774-971

PHO: (360) 753-620
FAX: (360) 664-022

PHO: (304) 558-202
FAX:(304) 558-014

PHO: (608) 266-122
FAX: (608) 267-277

PHO: (307) 777-784
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Attorney General of Wyoming
Office of the Attorney General
State Capitol Building
Cheyenne, WY 82002

For Philip Morris Incorporated:

Martin J. Barrington

Philip Morris Incorporated
120 Park Avenue

New York, NY 10017-5592
Phone: 217-663-5000

Fax: 917-663-5399

With a copy to:

Meyer G. Koplow '
Wachtell, Lipton, Rosen & Katz
51 West 52nd Street

New York, NY 10019

Phone: 212-403-1000

Fax: 212-403-2000

For R.J. Reynolds Tobacco Company:

Charles A. Blixt

General Counsel

R.J. Reynolds Tobacco Company
401 North Main Street
Winston-Salem, NC 27102
Phone: 336-741-0673

Fax: 336-741-2998

With a copy to:

Arthur F. Golden

Davis Polk & Wardwell
450 Lexington Avenue
New York, NY 10017
Phone: 212-450-4000
Fax: 212-450-4800 -

For Brown & Williamson Tobacco Corporation:
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F. Anthony Burke

Brown & Williamson Tobacco Corporatlon
200 Brown & Williamson Tower

401 South Fourth Avenue

Louisville, KY 40202

Phone: 502-568-7787

Fax: 502-568-7297

With a copy to:

Stephen R. Patton
Kirkland & Ellis
200 East Randolph Dr.
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FAX: (307) 777-686
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Chicago, IL 60601
Phone: 312-861-2000
. . Fax: 312-861-2200

For Lorillard Tobacco Company:

Ronald Milstein

Lorillard Tobacco Company

714 Green Valley Road

Greensboro, NC 27408

Phone: 336-335-7000

Fax: 336-335-7707
EXHIBIT
1997 DATA

(INFORMATION TO BE SUPPLIED AND VERIFIED]

EXHIBIT R

EXCLUSION OF CERTAIN BRAND NAMES

[INFORMATION TO BE SUPPLIED AND VERIFIED]
EXHIBIT S

. | DESIGNATION OF OUTSIDE COUNSEL
The following sets forth those private counsel that were retained by and represented each of the Settling
States and Litigating Political Subdivisions in the actions indicated on Exhibits D, M and N brought by
or against each such Settling State or Litigating Political Subdivision.
EXHIBIT T

MODEL STATUTE

Section __. Findings and Purpose.

(a) Cigarette smoking presents serious public health concerns to the State and to the citizens of the State.
The Surgeon General has determined that smoking causes lung cancer, heart disease and other serious
diseases, and that there are hundreds of thousands of tobacco-related deaths in the United States each
year. These diseases most often do not appear until many years after the person in question begins
smoking.

(b) Cigarette smoking also presents serious financial concerns for the State. Under certain health-care
programs, the State may have a legal obligation to provide medical assistance to eligible persons for
health conditions associated with cigarette smoking, and those persons may have a legal entitlement to
receive such medical assistance.

(¢) Under these programs, the State pays millions of dollars each year to provide medical assistance for
these persons for health conditions associated with cigarette smoking.

. (d) Tt is the policy of the State that financial burdens imposed on the State by cigarette smoking be borne
by tobacco product manufacturers rather than by the State to the extent that such manufacturers either
determine to enter into a settlement with the State or are found culpable by the courts. ‘

(e) On , 1998, leading United States tobacco product manufacturers entered into a settlement
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agreement, entitled the "Master Settlement Agreement,” with the State. The Master Settlement
Agreement obligates these manufacturers, in return for a release of past, present and certain future
claims against them as described therein, to pay substantial sums to the State (tied in part to their volume
of sales); to fund a national foundation devoted to the interests of public health; and to make substantial
changes in their advertising and marketing practices and corporate culture, with the intention of reducing
underage smoking.

(f) It would be contrary to the policy of the 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.

Section __. Definitions.

(a) "Adjusted for inflation" means increased in accordance with the formula for inflation adjustment set
forth in Exhibit C to the Master Settlement Agreement.

(b) "Affiliate" means a person who directly or indirectly owns or controls, is owned or controlled by, or
is under common ownership or control with, another person. Solely for purposes of this definition, the
terms "owns," "is owned" and "ownership" mean ownership of an equity interest, or the equivalent
thereof, of ten percent or more, and the term "person" means an individual, partnership, committee,
association, corporation or any other organization or group of persons.

(c) "Allocable share" means Allocable Share as that term is defined in the Master Settlement Agreement.

(d) "Cigarette" means any product that contains nicotine, is intended to be burned or heated under .
ordinary conditions of use, and consists of or contains (1) any roll of tobacco wrapped in paper or in any
substance not containing tobacco; or (2) tobacco, in any form, that is functional in the product, which,
because of its appearance, the type of tobacco used in the filler, or its packaging and labeling, is likely to
be offered to, or purchased by, consumers as a cigarette; or (3) any roll of tobacco wrapped in any
substance containing tobacco which, because of its appearance, the type of tobacco used in the filler, or
its packaging and labeling, is likely to be offered to, or purchased by, consumers as a cigarette described
in clause (1) of this definition. The term "cigarette" includes "roll-your-own" (i.e., any tobacco which,
because of its appearance, type, packaging, or labeling is suitable for use and likely to be offered to, or
purchased by, consumers as tobacco for making cigarettes). For purposes of this definition of "cigarette,"
0.09 ounces of "roll-your-own" tobacco shall constitute one individual "cigarette.”

(e) "Master Settlement Agreement" means the settlement agreement (and related documents) entered
into on , 1998 by the State and leading United States tobacco product manufacturers.

(£)."Qualified escrow fund" means an escrow arrangement with a federally or State chartered financial
institution having no affiliation with any tobacco product manufacturer and having assets of at least
$1,000,000,000 where such arrangement requires that such financial institution hold the escrowed funds’
principal for the benefit of releasing parties and prohibits the tobacco product manufacturer placing the
funds into escrow from using, accessing or directing the use of the funds’ principal except as consistent
with section __ (b)-(c) of this Act.

(g) "Released claims" means Released Claims as that term is defined in the Master Settlement
Agreement.

. (h) "Releasing parties” means Releasing Parties as that term is defined in the Master Settiement .

Agreement.

(i) "Tobacco Product Manufacturer” means an entity that after the date of enactment of this Act directly
(and not exclusively through any affiliate):
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(1) manufactures cigarettes anywhere that such manufacturer intends to be sold in the
United States, including cigarettes intended to be sold in the United States through an
importer (except where such importer is an original participating manufacturer (as that term
is defined in the Master Settlement Agreement) that will be responsible for the payments
under the Master Settlement Agreement with respect to such cigarettes as a result of the
provisions of subsections II{mm) of the Master Settlement Agreement and that pays the
taxes specified in subsection lI(z) of the Master Settlement Agreement, and provided that
the manufacturer of such cigarettes does not market or advertise such cigarettes in the
United States);

(2) is the first purchaser anywhere for resale in the United States of cigarettes manufactured
anywhere that the manufacturer does not intend to be sold in the United States; or

(3) becomes a successor of an entity described in paragraph (1) or (2).

The term "Tobacco Product Manufacturer" shall not include an affiliate of a tobacco product
manufacturer unless such affiliate itself falls within any of (1) - (3) above.

() "Units sold" means 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. The [fill in name of
responsible state agency] shall promulgate such regulations as are necessary to ascertain the amount of
State excise tax paid on the cigarettes of such tobacco product manufacturer for each year.

Section __, Requirements,

Any tobacco product manufacturer selling cigarettes to consumers within the State (whether directly or
through a distributor, retailer or similar intermediary or intermediaries) after the date of enactment of
this Act shall do one of the following:

(a) become a participating manufacturer (as that term is defined in section II(jj) of the Master Settlement
Agreement) and generally perform its financial obligations under the Master Settlement Agreement; or

{(b) (1) place into a qualified escrow fund by April 15 of the year following the year in
question the following amounts (as such amounts are adjusted for inflation) --

1999: $.0094241 per unit sold after the date of enactment of this Act;
2000: $.0104712 per unit sold after the date of enactment of this Act;

for each of 2001 and 2002: $.0136125 per unit sold after the date of enactment
of this Act;

for each of 2003 through 2006: $.0167539 per unit sold after the date of
enactment of this Act;

for each of 2007 and each year thereafter: $.0188482 per unit sold after the date
of enactment of this Act.

(2) A tobacco product manufacturer that places funds into escrow pursuant to paragraph (1)
shall receive the interest or other appreciation on such funds as earned. Such funds
themselves shall be released from escrow only under the following circumstances --

(A) to pdy a judgment or settlement on any released claim brought against such
tobacco product manufacturer by the State or any releasing party located or
residing in the State. Funds shall be released from escrow under this
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subparagraph (i) in the order in which they were placed into escrow and (ii)
only to the extent and at the time necessary to make payments required under
such judgment or settlement; .

{B) to the extent that a tobacco product manufacturer establishes that the
amount it was required to place into escrow in a particular year was greater than
the State’s allocable share of the total payments that such manufacturer would
have been required to make in that year under the Master Settlement Agreement
(as determined pursuant to section IX(1)(2) of the Master Settlement
Agreement, and before any of the adjustments or offsets described in section
IX(1)(3) of that Agreement other than the Inflation Adjustment) had it beena
participating manufacturer, the excess shall be released from escrow and revert
back to such tobacco product manufacturer; or

(C) to the extent not released from escrow under subparagraphs (A) or (B),
funds shall be released from escrow and revert back to such tobacco product
manufacturer twenty-five years afier the date on which they were placed into
ESCIow.

(3) Each tobacco product manufacturer that elects to place funds into escrow pursuant to
this subsection shall annually certify to the Attorney General [or other State official] that it
is in compliance with this subsection. The Attorney General [or other State official] may
bring a civil action on behalf of the State against any tobacco product manufacturer that
fails to place into escrow the funds required under this section. Any tobacco product

manufacturer that fails in any year to place into escrow the funds required under this section
shall --

A. berequired within 15 days fo place such funds into escrow as shall
bring it into compliance with this section. The court, upon a .
finding of a violation of this subsection, may impose a civil penalty
[to be paid to the general fund of the state] in an amount not to
exceed 5 percent of the amount improperly withheld from escrow
per day of the violation and in a total amount not to exceed 100
percent of the original amount improperly withheld from escrow;

(B) in the case of a knowing violation, be required within 15 days to place such
funds into escrow as shall bring it into compliance with this section. The court,
upon a finding of a knowing violation of this subsection, may impose a civil
penalty [to be paid to the general fund of the state] in an amount not to exceed
15 percent of the amount improperly withheld from escrow per day of the
violation and in a total amount not to exceed 300 percent of the original amount
improperly withheld from escrow; and

(C) in the case of a second knowing violation, be prohibited from selling
cigarettes to consumers within the State (whether directly or through a
distributor, retailer or similar intermediary) for a period not to exceed 2 years.

" Bach failure to make an annual deposit required under this section shall constitute a separate
violation,

EXHIBIT U
STRATEGIC CONTRIBUTION FUND PROTOCOL

The payments made by the Participating Manufacturers pursuant to section IX{(c)(2) of the Agreement .
("Strategic Contribution Fund") shall be allocated among the Settling States pursuant to the process set
forth in this Exhibit U.
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Section 1

. A panel committee of three former Attorneys General or former Article III judges (" Allocation
Committee") shall be established to determine allocations of the Strategic Contribution Fund, using the
process described herein. Two of the three members of the Allocation Committee shall be selected by
the NAAG executive committee. Those two members shall choose the third Allocation Committee
member. The Allocation Committee shall be geographically and politically diverse.

Section 2

Within 60 days after the MSA Execution Date, each Settling State will submit an itemized request for
funds from the Strategic Contribution Fund, based on the criteria set forth in Section 4 of this Exhibit U.

Section 3
The Allocation Committee will determine the appropriate allocation for each Settling State based on the
criteria set forth in Section 4 below. The Allocation Committee shall make its determination based upon
written documentation.
Section 4
The criteria to be considered by the Allocation Committee in its allocation decision include each Settling
State’s contribution to the litigation or resolution of state tobacco litigation, including, but not limited to,
litigation and/or settlement with tobacco product manufacturers, including Liggett and Myers and its
affiliated entities.
Section 5

. Within 45 days after receiving the itemized requests for funds from the Settling States, the Allocation
Committee will prepare a preliminary decision allocating the Strategic Contribution Fund payments
among the Settling States who submitted itemized requests for funds. All Allocation Committee
decisions must be by majority vote. Each Settling State will have 30 days to submit comments on or
objections to the draft decision. The Allocation Committee will issue a final decision allocating the
Strategic Contribution Fund payments within 45 days.
Section 6
The decision of the Allocation Committee shall be final and non-appealable.
Section 7 .

The expenses of the Allocation Committee, in an amount not to exceed $100,000, will be paid from
disbursements from the Subsection VIII(c) Account.
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Record Type: Record

To: Cynthia A. Rice/OPD/EQP, Elena Kagan/OPD/EQP

cc:
Subject: State settlement next week

QOctober 30, 1998 -

HIGHLIGHTS

1.The new AG settlement should be announced the week of November 9; we expect
substantially al! states to embrace the deal. Timing is now probably firm to ensure that AGs
leaving office -- Lungren (CA), Harshbarger (MA) -- can embrace the deal before their terms
end. We expect UST to be included in the deal, but make no ongoing payments, and only
nominal upfront payments.

2.Tobacco stocks are likely to move higher going into the settlement as investors begin to
discount value-unlocking events after the deal is enacted. We expect aggressive buybacks at
Philip Morris and UST; a new proxy fight at RJR; speculation about spinoffs at MO, RN, and
LTR; and consolidation throughout the industry (BAT links up with RJR Int'l; MO or LTR
merges with UST).

3.Next week's elections should be a non-event, but two low-probability outcomes could move
stocks: 1) If Republicans gain 5 seats in the Senate, they obtain a filibuster proof majority,
which may lead to speculation about sweeping tort reform; 2) If Democrats gain 11 seats in
the House, they will reclaim the majority, and investors will worry about new anti-tobacco
tegislation next year. We expect Proposition 10 in California (to raise cigarette excise taxes
from $.37 to $.B7/pack) to pass easily, but not affect valuations; other states have enacted big Z
excise tax increases with no impact on stocks, given increased cross-border selling. -
4.1f the industr{/ loses Phase | of Engle, and assuming there is a new AG settlement, we could
see the industry settle the Engle class action for a nominal amount. While such a move would
send the wrong message to the unpaid Castano class counsel, settling Engle may be the only
way to convince outside legal counsel to opine that spinoffs don't carry fraudulent conveyance
risks.

5.RJR's stock remains a good trade vs. Philip Morris, given 45-60% upside at RN but only
15-20% upside at MO if both are accorded sum of the parts valuations, assuming tobacco
stubs take on the same valuation as the parent pre-spinoff -- which occurred with BAT. Our
problem with RJR is that the international tobacco business is still in shambles, and domestic
premium volumes are hemorrhaging. Yesterday, Philip Morris increased its 4Q buydown on
Marlboro to $3.00/carton, from $2.50/carton.

6.Smokeless discount leader Swedish Match {40% share of discount market, UST 8% discount



market} has taken half of UST's $.20/can price increase on Red Seal. We expect #2 discount
maker Swisher (37% share of discounts) and #3 Conwood {15% share of discounts) to match
this $.10 hike on single cans. Everyone has followed UST's $.10/can price hike on premium
brands.

7.We reiterate outperform ratings on Philip Morris, RJR, and UST.
DETAILS

1.Deal timing now set for the week after the election. Our sources say the new AG deal
will likely be announced the week of November 9. Provisions will be along the lines previously
outlined {payments for remaining states $180 billion, marketing restrictions that go modestly
further than Minnesota, renegade multiplier 3x with incentives for states to_enact |legislation to
{imit renegade penetration). The upfront payment is said to be $10 billion, with $5 billion due
over the tirst 14-16 months. We expect a separate deal for smokeless makers that restricts
marketing, requires no ongoing payments, and only a nominat upfront payment,

The timing of the dea! seams fairly firm, because the tenure of several AGs -- Dan Lungren in
California, Scott Harshbarger in MA, who are both running for governor next week and will
likely lose -- ends December 31. We believe that lame duck AGs will want to take credit for
the state Medicaid lawsuits they started, rather than have someone else get the credit for
settlements or awards if their case makes it to trial. We believe virtually all of the remaining 47
states (includes Puerto Rico} will embrace the deal by the end of the opt-in period, which is
likely to be set 14 days after the deal is announced.

2.Value unlocking actions to begin after deal. Following completion of the deal, we expect
Philip Morris to resume its $8 billion buyback ($4 billion in 1999}, and UST to announce its
recap {$1 billion over 3-4 years). Speculation will build that all companies will separate
tobacco from non-tobacco operations in early-1999, given the favorable paper trail on class
actions (includes NJ class ruling on Monday). We expect one or more financiers to file proxy
slates by end of November to replace RJR management as an insurance policy in case
management gets cold feet about spinning off Nabisco following the AG deal. We expect
Phitip Morris to announce their intent to separate tobacco from non-tobacco before RJR,
given almost zero odds that plaintiff counsel could convince a court that Philip Morris is not
abie to satisfy its existing or unmatured obligations {all debt likely to be placed on Kraft, PM
has never lost a case, can show that pricing can be taken to offset judgments). In a
non-bankruptcy situation, we cannot find a single instance where a court has blocked a
company from spinning off assets when there are no judgments against it.

3.Consolidation of the global tobacco industry. Post spinoffs, we expect to see
consalidation sweep the global tobacco industry. Qur predictions are that BAT will merge with
RJR International, and that Philip Morris or Loews will acquire UST. The proposed merger
transaction between Hilton and Grand Casino -- a so-called "Morris trust” that involves the
tax-free spinoff and simultaneous merger of both companies' ¢asino interests -- may become
the model that both enables spinoffs and triggers this consolidation wave. The mechanics of
such a tax-free transaction might be as follows: Loews spins off Lorillard tax-free, UST spins
off its wine business tax free, Lorillard buys UST in a stock-for-stock deal, Lorillard winds up
with controliing interest.

4 Rather than wait on spinoffs, industry could settle Engle if they lose Phase |. While it
pains us to say this, and the industry adamantly denies it, if the industry loses Phase | of the
Engle trial, we would not be surprised to see the industry settle with the Rosenblatts in Engle.
We would envision some nominal amount {$300 - $500 miilion} that would go for cancer
research or education -- similar to Broin. Let us be clear: Engle would be settled only if: 1)



there is a new AG settlement, and 2} if the industry ioses the Engle Phase | trial. With other
class actions eliminated by the courts, and the AG suits settled, the $200 billion Engle claim
would remain as the only legitimate obstacle to separating tobacco from non-tobacco
operations. Rather than wait 6-12 months for the Florida Supreme Court to decertify Engle,
and have some other roadblock to spin-offs emerge (Qhio Labor Union trial in February, for
example}, the industry may simply bite the bullet and pay off the Rosenblatts -- again. While
settling Engle would clearly send the wrong signal to other plaintiff counsel, outside legal
counsel may be reluctant to provide legal opinions to company Boards, which would be
needed to proceed with spinoffs, that fraudulent conveyance risks are minimal.

B.RJR likely to close valuation gap vs. Philip Morris. Since the McCain bill was defeated,
RJR has not kept up with other tobacco stocks (since 6/16, MO +41% relative, UST + 33%,
RN +8%). We believe that at least one financial buyer will file a proxy slate prior to the
November 26 deadline for next year's proxy vote (deadline 150 days from anniversary of last
year's proxy statement filing). On sum of the parts, RJR is worth $43, assuming the market
attaches the same multiple to the tobacco stub that it attaches to the parent today. This
valuation extrapolation occurred when BAT was demerged -- BAT tobacco stub trades at
same 65% relative multiple to the FTSE at which old BAT traded. On this basis, we estimate
that Philip Morris is worth $61 {+17%), and RJR is worth $43 (+50%). Our concern about
RJR is that all three of its businesses are in trouble. In domestic tobacco, premium shares have
returned to all time low, and volumes are now declining at twice the rate of the overall market.

6.Next week's election likely to be non-event. Next Tuesday's elsction is only an issue
under two scenarios, both to which we attach low odds: a) Republicans pick up +5 seats in
the Senate to get to a filibuster-proof majority of 60 seats {now 55R, 45D}. This would cause
speculation that there may be sweeping tort reform next year; or b) Democrats pick up + 11
seats in the House, allowing them to reclaim majority (now 228R, 206D, 1-Ind.). This would
raise new worries about excise tax increases in 1999. We expect California's Proposition 10
{to raise state cigarette excise tax from $.37/pack to $.87/pack) to pass by a wide margin, but
consistent with other states that have passed large tax hikes, cause little investor reaction.

7.Cigarette pricing: Marlboro pushes the promo dial again. Our trade sources are betting
on another $.075/pack price hike within the next two weeks, to be followed by a second
$.076/pack hike the first week of December. This would bring to $.40/pack the pricing taken
since last September. From the most recent IRI data, we compute that the industry has taken
net pricing of $.15/pack since last September, although list prices have increased by
$.25/pack. We heard this week that Philip Morris has raised its 4Q retail buydown of
Marlboro to $3.00/carton for § weeks of volume; Marlboro's previous retail buydown was
$2.50/carton for 5 weeks in 2Q -- which was increased from the 1997 buydown of
$2.00/carton. This is likely to cushion the coming sharp price increases associated with the
deal, or may be in response to the Marlboro-Doral price gap widening to its highest level
{$.50/pack) since Marlboro-Friday. The Marlboro buydown wili add to RJR's Winston and

‘ Camel woes.

8.Smokeless pricing: Swedish Match takes half of UST’s discount price increase. Our
trade sources say that Swedish Match has followed half of UST's price increase on price/value
brands, taking $.10/can to UST's $.20/can increase on Red Seal. The Swedish Match action
{(discount market leader with 40% share; UST has 8% share) will likely cause Conwood (#3
discount player with 15% share) to raise prices by $.10/can on price/value, Conwood had
previously not followed the UST discount increase. Swisher, the #2 player in price/value (37%
share), is likely to follow the $.10.can increase on discounts, but take no pricing on its
2-for-1s, which Swisher is gradually converting to single discount cans. We expect retailers to
raise the retail price on Swisher's 2-for-1s by the same $.20/can price increase taken by UST
on premiums, and then pocket the $.20 increase for themselves.
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Record Type: Record

To: Bruce N. Reed/OPD/ECP, Elena Kagan/QPD/EQP, Laura Emmett/WHO/EQP

cc:
Subject: New Gary Black

New AG Settlement: Critical Investment Question -- Not When, But How
Many?
Outperforms

Gary Black {(212) 756-4197
Jon Rooney {212) 756-4504
November 11, 1998

HIGHLIGHTS

1.Terms of the new AG settlement to be released Friday remain
unchanged vs. prior expectations. For all 51 states, the deal could
cost $230 billion {$190 billion incremental for 47 states), with
approximately $5 billion in upfront money (total $10 billion over 5
y&ars] and $4.5 billion in ongoing payments due in 1999, The
onfigoing payments level off at $8 billion per year in Year 5 (2003).

2.We believe at least 40 of the remaining 47 states {including Puerto
Rico} will sign the accord, including both CA and NY. Potential
holdout states will likely be MA, MD, MO, WI, and MI -- all who
have 1999 trial dates. Our sources in California AG Dan Lungren's
office have suggested they will brief AG-elect Lockyer by next
week, but still sign the accord by the opt-in date.

3.We expect the industry to take $.15/pack in additional pricing
between now and year-end -- including $.075/pack pricing as soon
as Friday. Over the past year, average cigarette prices, net of
promotions, have increased by $.21/pack {+12.4%). Philip Morris
has already increased its average 4Q deal on Marlboro to
$3.00/carton (from $2.50/carton) to cushion the impact of higher
prices.

4.Marketing restrictions are largely those from Minnesota -- bans on
bililboards and transit signs, on promotional merchandise with brand

logds, and on product placements in movies -- plus & new ban on
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cartoons in advertising; restricting each company to one sports
sponsorship per year; and limiting the size of indoor and outdoor
refail signage to 14 square feet.

5.The renegade provisions are largely those agreed 10 last manth:

Renegade multiplier: The industry would get a credit equal to
3x the share points lost to non-signatories, multiplied by the
annual payment {e.g. $8 bill. payment; if non-signatory share
grows to 7.5% from 2 §% now, credit = $1.2 billion).
Renegade exemption: States that enact legislation forcing
non-signatories to pay into trust (for fuure claims) the amount
they would pay under the deal -- payments which would not
be tax deductible - would be exempted from any renegade
c_r_e_z_git_'s.

Renegade carve-out: Non-signatories to the deal will be
granted a "carve out” for 1997 share. This effectively allows
smaller players to be covered by the deal at no cost (but take
prices up like everyone else} up to their 1997 share levels.
Renegade civil litigation clause: States will agree on a best
efforts basis to bring claims based on violation of consumer
protection statutes against non-signatories to the deal, and
possibly against retailers who carry non-signatory product.
Renegade credit allocation: The compromise reached
between PM, RJR, and B&W was that up to a certain level,
credits would be awarded to those who actually lost share to
non-signatories; beyond that level, it would allocated on
market share.

6.0ur expectation is that UST has reached a separate settlement with
the AGs that requires no ongoing payments, and only nominal
upfront payments {legal fees, and some upfront money for public
health initiatives) but which commits UST and other smokeless
makers to the same marketing concessions to which the cigarette
manufacturers have agreed

7. We see little sentiment among Clinton's inner circle to push for a
targe federal excise tax increase on cigarettes in 1999. Republicans
control both House and Senate; a $.15/pack tax increase
{$.10/pack in 2000 and $.05/pack in 2002) has already been
passed. Tobacco was a huge non-issue in the 1998 elections
{defeats of AGs Humphrey and Harshbarger proof}. The trial
balloon in the WSJ may simply be a reminder to the states that the
federal government could claim its share of the settlement under
HCFA

> Investment Conclusions: We reiterate outperform ratings on Philip

> Morris, RJR, and UST. With the announcement of the deal largely

> discounted, the catalyst now is any fresh evidence that substantially all
> 47

> states will embrace the new deal within the 7-day opt-in period (e.g.

> public

> statement by California AG Dan Lungren that CA will sign). We look for
> buybacks at Philip Morris and UST to begin within two weeks: another



> large cigarette price hike within a week, and spinoffs to be announced by

> early-1999,

>

>

> This document's URL is:

> http://www tobacco.org/News/blackf/281111black.html
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AG Settlement: Less Onerous Payment Stream Could Fuel Positive Revisions.
43-45 States In.

Gary Black (212) 756-4197
Jon Rooney (212) 756-4504
November 16, 1998
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HIGHLIGHTS

1. We believe there is upside to Philip Morris estimates (1-2¢ in 1998; 5-10¢ in 1999-2000),
reflecting a lower upfront payment ($2.4 billion) and a one-year delay in the ongoing payment
stream (first-year payment $6.6 billion due 2000/1Q) in the new AG settlement. This could soften
the likely consumption decline, and reduce interest expense, We would leave RJR estimates alone.

2. We expect 43-45 of the remaining 47 AGs to sign the new accord by Friday’s deadline. The
industry can accépt the deal on November 23. There is little political upside and huge downside to
AGs who turn down the money and then lose at trial. The public health groups have no time and
low credibility with which to disrupt this deal. We believe the White House will support it.

3. The $206.3 billion all-in cost of the 47-state settlement reported in the press represents 26 rather
than 25 years of payments, applies inflation to the five initial payments, and excludes the $100
million UST settlement. Apples-to-apples vs June 20 ($368.5 billion over 25 years), the all-in-cost
of this deal is $197.6 billion. Two key differences vs. our prior assumptions: Renegade carve out
set at 125% of 1997 share; industry gets dollar for dollar credit if federal legislation passes that
gives money to states.

4. The incremental pricing needed to pay for this 47-state settlement is $.35/pack cumulatively over
four years, with $.30/pack in pricing needed by January 1, 1999 if the industry accrues and
increases prices for the payments due in 2000/1Q in 1999. For the 4 states that have already
settled, the industry has to take $.10/pack in pricing. For all 51 states, we expect cumulative
pricing of $.45/pack over five years (8-10% consumptlon decline), with $.40/pack ($.20/pack
already taken) by January 1999.

5. We look for Philip Morris to resume its buyback (38 billion authorized) the week after
Thanksgiving. We Iook for UST’s expected $1 billion recap announcement {over 3-4 years) soon
thereafter. We expect all companies to announce separations of tobacco from non-tobacco
operations in early-1999, following resolution of Engle Phase I (if industry loses, may settle for
nominal amount). This deal limits liability to tobacco operations; for RJR and B&W hablllty 18
limited to domestic operations.

6. UST has negotiated a separate deal that requires $100 million in initial payments ($20m upfront,
$20m each year 2000-2003), but no ongoing payments. UST’s payments would increase to $200
million (of $400 million total for the smokeless industry) if the other smokeless manufacturers
embraced the deal. All marketing restrictions agreed to by cigarette makers would apply to UST.

7. We reiterate outperform ratings on MO (price target $60-$65; 80% relative), RJR Nabisco ($40),
and UST ($40).

11/16/98 12:43 PM
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ADDITIONAL DETAILS

1. Deal specifics. The all-in cost of the new settlement is along the lines of expectations (5206

http://www.tobacco.org/News/blackf/981116black.html

billion over 26 years; $198 billion over 25 years, before inflation adjustments, and including $100
million UST settlement). The initial payment due up front ($2.4 billion) and the timing of the
ongoing payment stream (first ongoing payment of $3.9 billion not due until 4/15/2000) may lead
to some upside revisions, particularly on Philip Morris. This reflects smaller consumption impacts
and lower interest expenses than we had anticipated. We expect the industry to accrue in 1999 for
the 2000/1Q payments -- both the second initial installment of $2.4 billion due January 2000 and
the first ongoing payment of $3.9 billion due April 2000 -- based on 1999 estimated market
shares. With pricing likely to match accrued expenses effective January 1, 1999, the industry will
earn an approximate 6-9-month "carry" between when the cash is collected (average collection
July 1, mid-year) and when payments are actually made. We estimate the industry needs $.30/pack
pricing in place by January 1 for this deal, and $.35/pack pricing in place by year 4, when
payments peak at $8.4 billion per year (fall to $8.0 billion in year 9). Including the payments for
the four states already settled, the industry needs $.40/pack in pricing by January 1, 1999, and
$.45/pack in pricing by year 3. Because the industry has already taken $.20/pack in net pricing
over the past year, we expect to see an additional $.15-$.20/pack in pricing by year-end.

New Attorneys General Settlement - 47 remaining states

$ in millions

2of4
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Initial payments Ongoing payments ' ”_
Calendar || Accrual || Initial |} Adjust. || Nominal || Adjusted Teen Anti- NAAG Total Ong;
Smoking Prici
Year Year || Pymnts i Initial {| Ongoeing | Ongoing Tobacco Admin./ || Reported
Fund Need
Pymnts {| Pymnts || Pymnts Advertsng || Enforcmnt || Payments
1998 of $2,400 " $2,400 2,400
1999 " $25 $250 $52 327
2000 1| 2472{] 2400] s$4,500| $3,940 25 300 6,665 $
2001 2,546 || 2,400 5,000 4,378 25 300 7,103
2002 3 ” 2,622\ 2400| 6500] 5,691 25 300 8,416
2003 4 " 2,701 ][ 2400] 6,500] 5,691 25 300 8,416
2004 5 " 8,000 7,004 25 7,029 “
2005 6 ﬁ_——_ 8,000 7,004 ] 25 7,029
2006 7 8,000 7,004 25 7,029
2007 8 8,000 ][ 7,004 25 B
2008 9 9,000 8,004 25 8,029
2009 10 [ 9,000 || 8,004 8,004
2010 11 " 9,000 8,004 8,004
2011 12 9,000 8,004 8,004
2012 13 9,000 8,004 8,004
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2013 " 14 9,000 8,004 8,004
2014 15 9,000 8,004 " 8,004
2015 16] “ 9,000 8,004 8,004
2016 17 " 9,000 8,004 8,004
2017 18 " 9.000][ so0a| | 8,004
2018 19 9,000 8,004 8,004
2019 20 9,000 ][ 8,004 | 8,004
2020 21 9,000] 8,004 ] 8,004
2021 2 | eo00e| 8004 8,004
2022 23 9,000 8,004 " 8,004
[ 2023 ] 24 9,000 8,004 8,004
2024 25 [ 9,000]] 8,004 ] 8,004
W"_-Y '—“7 [ o000|[ 8,004 s00al
Total payments || $12,742 $207,800 [ $191,787 ][ $250| s14s0|[ - $s52] $206,280
over 26 years
tl

Memo: UST payments (10 596 34 5100

yrs)

Memo: Total 25 years, m ] $183,783 wgiga— mmm mu;;? m T

including UST, not

inflation-adj.

Notes:

1. Initial payments due January 10, beginning Year 2000, and continuing until 2004. Nominal
amounts already include 3% inflation. After first year, payments are volume adjusted, and
allocated by player based on market share.

2. Ongoing payments adjusted for 12.45% credit for four states that have already settled. The
12.45% credit does not apply to Strategic Contribution fund of $861 miilion per year (included in
the $9.0 billion) over 10 years from 2008 - 2017, to reflect contributions made by states toward
resolution of the state lawsuits against companies.

3. Teen smoking fund consists of fixed payments (not volume or inflation adjusted) into charitable
foundation to support study of programs to help reduce teen smoking and substance abuse.

4. Anti-tobacco advertising fund consists of fixed payments (not volume or inflation adjusted) into
fund to carry out anti-tobacco advertising and education program.

5. Includes $50 millien due March 31, 1999 for state enforcement to investigate and litigate potential
violations of state tobacco laws. Will pay fixed $150,000 per year for 10 years for NAAG
administration.

6. UST payments will total $100 million -- $15.75 million up front for anti-tobacco campaign, and
$20.0 million from 2000-2003; $4.0 million for AG enforcement fund, and $250,000 toward

11/16/98 12:44 PM
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Record Type: Record

To: Cynthia A. Rice/OFPD/EOP, Elena Kagan/OPD/EOP, Joshua Gotbaum/OMB/EOP

cc: :
Subject: draft state settlement

Josh -- note the payout explanation halfway through: $300 million a year from 1999-03 for public
education fund {counteradvertising), $2.4 billion a year from 1999-2003 for upfront payment,

$£5 billion on 4/1/99, $4.5b in 2000, $5b in 2001, $6.5b in 2002-03, $8.1-9b after that. Legal fees are
on top of that. —_

This is from the Arizona Daily Star, off the Internet:
Draft agreement
Public Health Initiatives

Prohibits Youth Targeting
Prohibits targeting youth in advertising, promotions or marketing.
Barrs industry actions aimed at initiating, maintaining or increasing

youth smoking.

Bans Cartoon Characters
Bans use of cartoons in the advertising, promotion, packaging_or
labeling of tobacco products.

Restricts Sponsorships By Brand Names

Restricts sponsorships by tobacco brand names.

Prohibits brand name sponsorship of events with a significant youth
audience or team sports {football, basketball, baseball, hockey or
soccer}.

Prohibits sponsorship of events where the paid participants or
contestants are underage.

Limits tobacco companies 1o one brand name sponsorship per year
(after current contracts expire or after three years - whichever
comes first),

Allows corporate sponsorship of athletic, musical, cultural, artistic
or social events as long as the corporate name does not include the
brand name of a domestic tobacco product.

Bans tobacco brand names for stadiums and arenas.

Limits duration and area of advertising for sponsored events.

Bans Outdoor Advertising

Bans all outdoor advertising, including: billboards, signs and placards
largér than a poster in arenas, stadiums, shopping malls, and video
game arcades.




Bans transit advertising of tobacco products.

Tobacco billbeards and transit ads must be removed within 150
days after the Master Settlement Agreement Execution Date.

Allows states to substitute, at industry expense and for the duration
of billboard lease periods, alternative advertising which discourages
youth smoking.

Bans tobacco companies from entering into agreements which
would prohibit advertising discouraging tobacco use,

Requires tobacco companies to designate a contact person for sign
removal in each state.

Bans Placement of Tobacco Products

Bans payments to promote tobacco products in movies, television
.shows, theater productions or live performances, videos and video
games.

Bans Sale of Merchandise With Tobacco Brand Names
Beginning July 1, 1999, bans distribution and sale of non-tobacco
merchandise with brand-name logos (caps, T-shirts, backpacks, etc.).

Bans Youth Access To Free Samples

After Master Settlement Agreeément Execution Date, free samples
cannot be distributed except in a facility or enclosed area where the
operator ensures no underage person is present.

Bans Proof of P i

No gifts can be offered to youth in exchange for the purchase of
tobacco products, coupons or proofs of purchase.

Bans distribution of gifts through the mail without proof of age
(legible driver's license certified to be valid by the gift recipient}.
Provisions effective after Master Settlement Agreement Execution
Date.

Prohibits Third Parties From Using Tobacco Brand Names

Tobacco companies are prohibited from authorizing third parties to
use or advertise brand names.

Tobacco companies must designate a contact in each state who will
respond to Attorney General complaints of prohibited third party
activity.

Exempts licensing agreements or contract in existence as of July 1,
1998, although contracts cannot be extended beyond current times.

Bans Non-Tobacco Brand Names

Bans future cigarette brands from being named after recognized
non-tobacco brand or trade names {such as Harley Davidson, Yves
Saint Laurent, Cartier) or nationally recognized sports teams,
entertainment groups or individual celebrities.

Sets Minimum Pack Size At 20 Cigarettes

Limits minimum pack size to 20 cigarettes through March 31, 2001,
Tobacco companies prohibited from opposing state legislation which
bans the manufacture and sale of packs containing fewer than 20
cigarettes.



Changes The Corporate Culture

Requires Corporate Commitments To Reduce Youth Access and
Consumption

Beginning 180 days after the Master Settlement Agreement
Execution Date, companies must:

Develop and regularly communicate corporate principies which
commit to complying with the Master Settlement Agreement and
reducing youth smoking.

Designate executive level manager to identify ways to reduce youth
access and consumption of tobacco.

Encourage employees to identify additional methods to reduce
youth access and youth consumption.

Disbands Tobacco Trade Associations

Disbands the Council for Tobacco Research, the Tobacco Institute,
and the Council for Indoor Air Research.

Requires all records of these organizations that relate to any lawsuit
to be preserved.

Provides Regulation and Oversight of New Trade Organizations
Requires any new trade association to adopt bylaws that provide:
Officers of the association will be appointed by the board, be

employees of the association and will not be employed by a member
tobacco company.

Legal counsel will be independent and not serve as counsel to

member companies;

Minutes of board of director meetings will be prepared and

maintained for at least five years.

For the purpose of enforcing the Master Settlement Agreement,
antitrust staff for any settling state may inspect and copy all
non-privileged, non-work-product records and interview association
directors, officer and employees.

Restricts Industry Lobbying

Stops Industry Assault On Tobacco Control Laws

After state specific finality, tobacco companies will be prohibited
from opposing proposed state or local laws or administrative rules
which are intended to limit'youth access to and consumption off
tobacco products.

The industry must require its lobbyists to certify in writing they have
reviewed and will fully comply with settlement terms including
disclosure of financial contributions regarding lobbying activities and
new corporate culture principles.

In states without laws regarding financial disclosure of lobbying,
requires disclosure of lobbying costs to the state Attorney General.
Prohibits lobbyists from supporting or opposing state, federal or
local laws or actions without authorization of the companies.
Prohibits the industry from lobbying for the diversion of settlement
money 1o non-tobacco or non-health related uses or legislation which
would eliminate or diminish state rights under the settlement.

Protects State And Local Youth Access Laws



Prohibits new challenges by the industry against the enforceability
of constitutionality of tobacce control laws, ordinances, and rules
passed prior to June 1, 1998.

Dismisses Lawsuits Against State Laws

Requires the industry to dismiss, without fees, all claims against
participating states.

Requires the industry to dismiss pending legal challenges related to
underage smoking and environmental tobacco smoke laws.

No Criminal Liability
Specifies that states expressly do not waive any criminal liability
based on federal stats or, local law.

Opens Industry Records and Research

Opens Public Access To Tobacco Documents

Effective on the Master Settlement Agreement Execution Date,
tobacco companies will release documents which are under
protective orders in state lawsuits and have no privilege of
trade-secret claim.

Settling states may seek court-approved public release of any
documents which have been subject to an order or filing, prior to
August 17, 1998, denying privilege, work product or trade secret
protection. The industry can content the action.

Creates Website For Industry Documents

Requires tobacco companies to open, at their expense, a Website
which includes all documents produces in state and other smoking
and health related lawsuits.

Requires the industry to maintain the site for ten yearsin a
user-friendly and searchable format {requires and index and other
features to improve searchable access).

Requires the industry to add, at its expense, all documents produced
in future civil actions involving smoking and health cases.

Oversized or multi-media records will not be placed on the Website,
but they will be made available to the public through the Minnesota
depository.

The industry will provide the National Association of Attorneys
General with up to $100,000 for a computer consultant to review and
make recommendations regarding the industry's Website plans.

NAAG's consultant can seek input from settling sate officials,
public health officials and other users of the Website,

Stops Conspiracy To Hide Research Regarding Smoking and

Health

Prohibits manufacturers from jointly contracting or conspiring to:
Limit information about the health hazards from the use of their
products:

Limit or suppress research into smoking and health; and

Limit or suppress research into the marketing or development of
new products.

Prohibits the industry from making any material misrepresentations
regarding the health consequences of smoking.



Creates A Foundation And $1.45 Billion Public
Education Fund

Creates A National Foundation to Reduce Teen Smoking and
Substance Abuse

Requires the industry each year for ten years to pay $25 million to
fund a charitable foundation which will support the study of programs
to reduce teen smoking and substance abuse and the prevention of
diseases associated with tobacco use.

The NAAG Executive Committees will provide for creation of the
foundation.

The foundation will governed by a seven-member board of
directors. NAAG, the National Governors Association and the
National Conference of State Legislatures each will appoint a board
member and the three will select the final four members with
expertise in public health, medicine and child psychology.

The foundation will:

Carry out a nation wide, sustained advertising and education
program to counter youth tobacco use and educate consumers about
the cause and prevention of diseases associated with tobacco use.

Develop, disseminate and test the effectiveness of counter
advertising campaigns.

Develop disseminate and test the effectiveness of model classroom
educational programs, including programs targeting at-risk population.

Develop, disseminate and test the effectiveness of criteria for
effective cessation programs.

Commission studies, fund research and publish reports on factors
that influence youth smoking and substance abuse.

Develop targeted training and information programs for parents.
Maintain a library of foundation studies, reports and publications.
Track and monitor youth smoking and substance abuse with a focus
on reasons for increases or failures to decrease tobacco and
substance use rates.

The foundation is prohibited from engaging in political or lobbying
activities.

Includes a severance clause for settling states which are prohibited
by state law from entering into the foundation portion of the
agreement.

Creates A National Public education Fund

Requires the industry to pay $1.45 billion over the next five years
for a National Public Education Fund.

The agreement includes incentive to the states for continued
funding {from non-participating manufacturers).

The fund is established to carry out a nation sustained advertising
and education program to counter youth tobacco use and educate
consumers about tobacco-related diseases.

The fund may make grants to states and political subdivisions to
carry out the fund's purposes.

Grants from the fund will be made by the foundation.

industry payments to the foundation and education fund will. be held
in an escrow account until state-specific finality in a required number



of states.
Outside contributions can be made to the foundation and
specifically to the education fund.

Enforcement

Provides Court Jurisdiction For Implementation and
Enforcement

Settling states or tobacco companies may apply to the court to
enforce or interpret the terms of the agreement, although before
applying to the court a party must give the other parties and NAAG
30-days notice {unless the Attorney General determines there is a
public health of safety concern requiring faster action).

If the court issues an enforcement order enforcing the agreement
and party violates that order, the court may order manetary, civil
contempt or criminal sanctions to enforce compliance with the
enforcement order.

Key public health provisions of the agreement are included in
consent decrees to be filed in each sate.

Settling states or tobacco companies may apply to the court to
enforce the terms of the consent decree.

A settling state may not seek to enforce the consent decree of
another settling state.

A state is not required to give any prior notice before sending an
order to enforce a consent decree from the court-except that a
10-day notice is required if the claimed violation involves targeting
youth or making materiaf misrepresentations about tobacco products
{unless the Attorney General determines there is a public health or
safety concern requiring faster action, or the party has committed
substantially similar violation previously).

if the court finds the consent decree has been violated, the court
may award any relief available under the consent decree or the law
in the state.

Allows settling state AGs access to company documents, records
and personnel to enforce the agreement.

NAAG Provides Implementation And Enforcement Coordination

NAAG will;

Receive $150,000 per year until 2007 from the industry for
oversight costs.

Monitor potential conflicting court interpretations involving the
settlement.

Convene two meetings each year and one national conference
every three years to evaluate the success of the settlement and
coordinate AG efforts.

Assist states with inspection and discovery activities which are
conducted to enforce the settlement.

State Enforcement Fund Established

On March 31, 1999, the industry is directed to pay $50 million
which will be used to assist settling states in enforcing and
implementing the agreement and to investigate and litigate potential
violations of state tobacco laws.



Financial Recovery

States Will Recover $---Billion

Total "up-front" and annual payments from tobacco companies to
the states over the next 25 years will total $---billion.

Distributions to states will be made based on formulas agreed to by
Attorneys General.

Up-front Payments Total $12 Billion
Tobacco companies will pay $2.4 billion per year, starting in
October, 1998, and one January 5 in 2000, 2001, 2002 and 2003.

Annual Payments Begin April 15, 1999

If all states participate in the settlement, annual payments will
"ramp-up” beginning with a $4.5 billion payment on April 15, 1999.
Ensuing April 15 payments will be at the following rates:

2000: $4.5 billion

2001: $5 billion

2002-2003: $6.5 billion

2004-2017: $8.139 billion {plus $861 million to the strategic fund)
2018 on: $9 billion

Payment calculations for the industry will be made by an
independent auditor paid for by the industry and by a fund established
in the agreement.

The independent auditor will be selected by the NAAG executive
committee and the companies.

Both up-front and annual payments will be allocated to the states
based on a formula developed by Attorneys General.

Strategic Contribution Fund

On April 15, 2008 and on April 15 each year through 2017, the
companies will pay $861 million into a strategic contribution fund.
Money from the fund will be allocated to states based on a strategic
contribution formula developed by Attorneys General. The allocation
formula will reflect the contribution made by states toward resolution
of the state lawsuits against tobacco companies.

Payments Subject to Inflation Factor

Payments made by tobacco companies (annual payments, strategic
contribution fund, up-front payments} will be adjusted annually based
on an inflation factor.

Annual Payments Subject to Adjustments

The amount of the annual payments will be subject to "volume
adjustments.” Tobacco company payments will rise if cigarette sales
increase and fall if fewer cigarettes are sold.

Annual payments also are subject on Non Settling States
adjustment. If states fail to participate in the settlement, the annual
payments made by tobacco companies will be reduced by the
settlement share amounts which have been allocated to those non
settling states.

Non-Participating Manufacturers Adjustment
Settlement negotiations originated with the four major tobacco



companies, but an early goal was to ensure public health and other
initiatives achieved in the agreement are extended industry-wide. To
achieve that goal, attempts were made to invoive additional
companies in the negotiations and to develop provisions which would
encourage all tobacco companies to follow terms of the settlement,

--- companies, which represent ---% of the market, have signed on
to the settlement,

States may pass model laws that effectively create a reserve fund
for non participating manufacturers to pay future claims.

If the aggregate market share of companies participating in the
agreement decline by greater than two percent, their annual payment
is reduced by three percent for each percent lost over the two
percent threshold. States which have not passed a model law would
have their annual payments reduced.

States which pass the model law would not have their annual
payments reduced.

If a state's model law is struck down by the court, a state would get
the annual payment reduced, but in a lesser amount.

Federal Legislation Adjustment

If federal legislation requires participating tobacco companies to
make payments to the federal government, and some portion of that
money is sent to the settling states, those payments may be offset,
dollar for dollar, from the annual payments, under certain enumerated
circumstances.

Cost Recovery and Attorney Fees

States Recover Cost, Expenses and Market Rate For Attorney

Fees C

Tobacco companies will reimburse offices of state Attorneys
General offices and other political subdivisions for all reasonable
costs and expenses and in-house attorney fees.

Establishes a $150 miilion aggregate cap for all amounts paid will be
subject to reasonable verification by any requesting company.

Industry Will Pay Outside Attorney Fees

No state dollars will be used to pay outside counsel.

Two payment methods are available - liquidated fee agreement and
arbitration.

Qutside counsel can negotiate a liquidated fee agreement with the
industry, and if accepted, would be paid from a $1.25 billion poo! of
money from the tobacco industry.

If outside counsel rejects the liquidated fee process or cannot agree
to an offer, they can go through arbitration.

A three-member arbitration panel wilt be established with two
permanent members and a member from the state represented by the
outside counsel.

The industry will pay whatever arbiters award, but timing of the
payment will be subject to a $500-miliion-per-year cash flow cap.

Miscellaneous Provisions

Release Provisions



If an Attorney General does not have the authority to release
claims for political subdivisions or certain other entities and that
political subdivision or entity proceeds with a lawsuit and wins a
judgment or settlement {and the AG agrees to the settlement), the
amount of the recovery will be taken out of the state's settlement
share.

Court Approval of Settlements and Consent Decrees Required
Within 30 days of the Master Settlement Agreement execution
date, states must go to court to have the settlement approved and
their consent decrees entered and approved.

Non-filing states which want a consent decree will have 30 days to
file suite and enter the settlement agreement and consent decree.

Most Favored Nation Provisions

if tobacco companies, before October 1, 2000, enter into an
agreement with better financial terms, settlement states will get the
benefit of the agreement. (This does not apply to any agreement
reached after the seating of a jury or commencement of trial.}

There is no time limit on non-economic terms. If more favorable
non-economic terms are offered in a future agreement, settling states
at their option may benefit.

If a settling state enters into an agreement with a company not
participating in this settlement and the terms are more favorable to
the industry, settling companies can benefit, but only within that state.

Settlement Amendment Provisions
The settlement can be amended only if all affected states and ali
affected companies agree to the amendment,

Key Dates
There are three critical dates in the agreement: Master Settlement
Execution Date, State Specific Finality date and Final Approval date.

Master Settlement Agreement Execution: this is the starting date
and it occurs when Attorneys General and the companies sign the
agreement. Various public health provisions are triggered by this
date.

State Specific Finality: This date occurs when a state court
approves the settlement and consent decree and appeal time has run,
or, if there is an appeal, the appeal has been decided in favor of
approval. This important date keys more public health initiatives and
vest the state for financial recovery.

Fina! Approval: This is the earlier of June 30, 2000, or the date
when 80 percent of the settling states reach State Specific Finality
and states with 80 percent of the financial allocation reach State
Specific Finality. No money is dispersed to the states until Final
Approval is reached.
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Wine Tobacco, States Close to Agreement, BAT Chief Says (Update2) QJQ,

Cigar (Updates stock activity.)

New York, Oct. 27 (Bloomberg) -- U.S. cigarette makers and
states seeking to recoup the costs of treating sick smokers are

Clgar Company close to reaching a $200 billion lawsuit settlement, the head of
Stocks the third-biggest U.S. cigarette maker said today.
Cigar Glossary ) L
Cigar Smoking An agreement is expected within “'a few weeks," said
Tips British American Tobacco Plc Chairman Martin Broughton.
Tobacco News

The proposed settlement, the largest in U.S. history, would
have Philip Morris Cos., RJIR Nabisco Holdings Corp., Loews Corp.

Contacts and BAT restrict many forms of marketing -- including a ban on
Feadback billboards and reduced sports sponsorships -- in return for

relief from the state suits, their most serious legal threat. The
support of BAT, which at one point walked out of the talks,
signals that an accord is on track, satd analysts and investors.
“'Both sides are basically there," said Salomon Smith
Barney analyst Martin Feldman.

Any announcement would follow the Nov. 3 U.S. elections to
prevent anti-tobacco activists from using the issue as a
political weapon against Republicans, who torpedoed more
stringent anti-tobacco legislation earlier this year, said
Sanford C. Bernstein & Co. analyst Gary Black.

London-based BAT has played the role of spoiler in
negotiations, arguing a settlement would have to provide more
protections against lawsuits and T0§ses i1l inarket share,

"W would ot trave gone back (o negotiate a settlement) if
we hadn't made progress (on these issues),” Broughton said.

State attorneys general also expressed optimism that a

settlement could be announced shortly after the U.S. elections.
""We're making significant progress," said Brian Smith,

spokesman for Washington Attormey General Christine Gregoire, who
is leading the negotiations on behalf of the states.

Tobacco stocks continued their rise on anticipation of a

act, Industry leader Philip Morrs rose 7716 to S0 11/16. Its
shares, up 21 percent the past two months, earlier reached a
record 51 1/8. RJR rose 1/2 to 25 3/16.
““There's been a growing realization that the tobacco
tsunami has crested, and has started to fade back," said Robert
Sanborn, a fund manager at Harris Associates, which held
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15.1 million shares of Philip Morris at the end of June.
Remaining Tasks

The industry and state attorneys general working on the
accord have a few tasks to complete, said participants in the
talks. :

The eight state attorneys negotiating the settlement are

lobbying colleagues so an agreement would have broad support from
the 46 states that have yet to settle their claims. Mississippi,

Florida, Texas and Minnesota have settled their lawsuits against

the tobacco makers for about $41 billion over 25 years.

Bernstein's Black said *'virtually" all of the 46 states

are likely to back the pact. That would Ieave little chance for
anti-tobacco acfivists, who aren't involved in the talks, to
scuttle the accord with political pressure.

Last year's $368.5 billion settlement agreement, which

included provisions such as giving the U.S. government regulatory
authority over cigarette ingredients, was criticized by health
advocates. Those same advocates have ripped this accord for not
containing the sweeping concessions from the industry.

Face-to-face negotiations resumed last night after more than
a week off. During that time, the attorneys general detailed the
progress to their colleagues.

Renegades

The industry is putting the finishing touches on a plan to

keep small companies from keeping their prices low and therefore
gain market sharé, BAT and RJR have been adamant that they be
profected against the so-called “renegade” companies.

Those issues are being *'properly addressed,” said
Broughton.

Tobacco companies are expécted to raise the price of a pack
of cigarettes by 35 cents to pay for the settiement.

Broughton said he's confident his company, which makes Lucky
Strikes and is the No. 3 cigarette producer in the U.S., can

offset its settlement costs -- estimated as much as $35 billion
over 25 years -- by raising prices.

Settlement costs won't adversely affect the companies even

if they had to raise prices as much as 75 cents a pack; said
David Dreman, who runs Dreman Value Management.

“Its not going to pinch them too much,” said Dréman, whe
held 9.77 million shares of Philip Morris and 7.57 million RJR
shares at the end of June.

. While settlement negotiations continue, the state of

Washington is entering the fifth week of its multibillion-dollar
lawsuit against tobacco companies. Another dozen state lawsuits -
- including major ones from California, New York, New Jersey and
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Massachusetts -- face the industry over the next 12 months.

In addition, the industfy is facing its first class-action
lawsuit, seeking billions of dollars on behalf of the state's
smokers, now under way in Florida.
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Record Type: Record

To: Cynthia A, Rice/OPD/EOQP, Elena Kagan/QPD/EOP

cc:
Subject: gary black

Settlement Update: Congress Fails To Put Icing On The Cake. Deal Likely
To Slip Past Election Day.

Gary Black {212} 756-4197
Jon Rooney {212} 756-4504

October 16, 1998

HIGHLIGHTS

1.The failure by the states to secure a waiver from the federal government
permitting states to keep all funds from any new tobacco settlement is a
modest negative, but doesn't materially change our view that substantially all
the states will embrace the deal. Repdblican leaders Lott, Armey, and Gingrich
balked at White House demands on how thg states should spend the money.
The spending bill agreed to yesterday contained no language clarifying the
federal government's ability to bring Medicare claims.

2.We now expect the industry will wait until after the election (November 3) to
announce the new AG accord, to ensure that tobacco stays off the radar
screen as a potential campaign issue. Because anti-tobacco officials will likely
tout the new AG accord as too lanient on the industry, Republicans could be
hurt as vofers are reminded about the death of the much tougher McCain bill.

3.We expect all small manufacturers except Liggett to embrace the new deal. We
expect states who sign the deal to pass legislation requiring renegades to
make payments into a trust equal to what these renegades would have paid
under the proposed deal.. UnMKe the proposed settiement, trust payments
would not offer a carve-out for last year's share, and not be tax deductible
(owner-ship retained by the renegades). Liggett can argue that its agreements
with 41 states exempt Liggett from payment requirements.

4.We are less concerned than we were that states might double-cross the
industry (i.e., embrace the deal, obtain consent decrees, then pass statutes
imposing licensing fees that do not give credits to signatories). We have been
told that the industry can make the deal contingent upon actions of third
parties {i.e. legislators), and void the deal if states take actions that violate the
terms.

5.While investors may view the failure by states to secure a federal waiver on
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Medicaid recovery and a further delay in timing as reason to take profits, we
would use today’s weakness as another buying opportunity, particularly on
Philip Morris. The Philip Morris buyback should begin after the opt-in period
(7-14 days from announcement of the deal). Spinoff speculation will follow.

6.We reiterate outperform ratings on Philip Morris {price target $60), RJR (540},
and UST ($40).

ADDITIONAL DETAILS

1.Failure by states to get federal waiver doesn’t change odds of deal. The
failure by the White House and Senate Republicans to agree on
a provision that would have permitted the states to keep all
tobacco settlement money (feds have right to recover 50-80%
of settlement proceeds) followed White House demands that a
substantial chunk be spent on public health initiatives found in
McCain's failed tobacco bill. This does not materially change
our outlook for a new settlement between the industry and the
AGs. With the exception of four states that we have previousfy
flagged as unlikely to embrace the deal (MD, trial begins in
January; MA, trial begins in February; MI, W} we expect
substantially all the AGs to embrace the new accord. We have
beefi Told that the deal may be held up untiraner Election Day
{11/3}. Republicans appear to be nervous that any new accord
will be attacked by the anti-tobacco crowd as too sweet for the
industry, causing the media to remind voters -- in the prime of
the Election season-- how Republicans killed the much tougher
McCain bill. At this juncture, it might be prudent to wait until
after Election Day.

In talking with negotiators, we are struck by the powerful
synergies of the renegade provisions in the new accord: One,
renegade credits {multiplier set at 3x} are paid only by states
who don't pass legislation requiring non-signatories to pay into
trust at least what the signatories pay; as the number of states
without these provisions dwindlies, each non-conforming state
pays more. Two, the renegade carve-out permits smaller
players to pay nothing as long as their share remains below
basmm'I?;LS'maller ptayers would clearly be better
off embracing the deal than making payments to the states; if
they don't embrace the deal, renegades_would make payments

on & share {not just the increase over 1997 share), and
paymenis would be non-tax-deductible.

-
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Record Type: Record

To: Cynthia A. Rice/OPD/EQP

cc: Elena Kagan/OPD/EQP
Subject: Re: Jeff Tietz called me noting a problem in the settlement @I

Jeff and Matt both called me about this. We had told Christine not to do this, but we shouldn't
give Jeff any encouragement in his rabble-rousing. This provision would theoretically prohibit
another Kennedy-Hatch, but we already did Kennedy-Hatch. [t would not stop Congress from
raising taxes for the kinds of things we would propose {or for that matter, child care). It's the kind
of provision that a Congress thar wanted 1o raise tobacco taxes could get around -- in fact, such a
Congress would probably welcome the excuse not fo give the states the money.

In short, it would be nice to drop the provision, and | told Jeff he should encourage Harshbarger to
make that his price of signing on. But it's hardly worth blowing up a 35-40 cent price increase
{which has the same effect as doubling the federal excise tax} on the grounds that it might deter

séme future Longress.
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oo MEMORANDUM # 96-145 ;manlggsn meﬁm
.:r:r. All Attormeys General
From: Attorney General Christine O. Gregoire
Re; Tobacca Update
Date; -

Nowvember 13, 1998

h
4

Fo!lauﬁné=_up on our call yesterday, atiached you wll find copies of the briefing materials
regarding the industry’s proposal for sentlement. [ want to teiterate that this is information that has
been prepared to assist you in briefing your governor, legislative leaders, end others wath whom you
are consulting. The following briefing documents are aitached:;

AG Briefing Paper- Proposal Summary
Sertlement Themes

Tobacco Communications Checklist
Total Payments Through 2025

Annual Payments to Each State

We are still on the schiedule that we discussed. The indystry proposal will be gent to you
via Federal Express, from New York, on Saturday for a Monday arrival ez your offica
Accompanying it will be & form asking you to indicate whether you will or will not sign-an to twa
settlement agreements: one with U.S. Tobacco, and the ather with the four companies. The
deadline for responses is noon (eastern) on Friday, November 20.

To recap: At a press corderence on Morday, November 16, 1998 a1 the Natwonal Press
Club (First Ammendment Room), the Negotiating Team will announce what will he characterized
as the industry proposal for settlement of state lawsuits. Yeu are all welcome to join us, so please
RSVP ta NAAG (Lestie Ellis-phona (202) 326-6053) or Chris Milliken on Sapurday or Sunday
{703) 4860331 if you plan to be with us in D.C. We will also annaunce the process for
cansideration of the settlement, the time frame, and general framowork in accordance with the
documents foungd in the package. A live sateflite feed WAll bz available and confirmation will be
pravided to your PTIO. A PID call is scheduled for Monday, November 16 at [1:00 am,
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(castem). NOTE: a new development: the industry haz decided it is necessary to file with the
SEC and will do so 8t 2:00 p.m. on Monday. The proposal document (which is embargoed urmil
2:00 p.m.}) will be made public.

Please be aware that in response to a request from Ray Sheppach, Executive Director of
the National Govemnors’ Association, today 1 provided sotre general information to NGA which is
holding its seminars for newly-elecred Governars. Since yesterday, leaks have already occurred
and [ thought it advisable to clear our channels of communication with the new Governors. The
summary of the agreement appeared in today's Arizona Rejrublic. Therefore I have had to
answer numerous press calle.

Finally, I thank you all for your patience as we go through the next phases of this process.
I'l] be in New York over the weakend so please call if there: is enything further we can do to assist
ar provide informarion.

ez
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Tabaceo Settiement Propisal
Summary faor Attoreeys General

| Prokibis Yosth rmu

s Prohibits tapeting yuﬁthmaﬁmshg. mmmn.um
s Bans indusry aetions eymad atmnmmwwnrhmnmhmhng

Bans Corroon Characiers

~* ¢ Bansusz of cartcans in the advertising. promotion, packaging or labefing of tobazco

prodnnn

Imwwlylmdm
mmmuw@ymh&mmwmmﬁm
coatracts axpire Of After thice years — whichever comes fagt). .

e Prohibits leand oame sporcorship of evenrs with a significant youlb sudicace,

v mmmmofmm(wmm baecinll, hockey or sosoey).

v Prohibity npnsmh:p of evens where myofdnep.nd participants or cORTESIANTS Qre
underage.

o Allows camargre gporegrship of athietic, musical, culnural. artistic or social ovents as
long s the corpora: nams doss ant include the brund pame of ¥ domestic whacco
produst

s Bans tobucco brand names for etadiums and arenas. '

v medmrumm&rmmdmnhdwofﬂnm

mondmrddvaﬂnng S
4 Banx ull outdour sdvertising, inctuding: lillboardy, eigas and placards in arenas,
wadiuer, shopping malls, and video game arvado.
« Limits advertising outsids yeuwmil estahlishments w 14 square feol.
s Bans unngit advertising of tohsods prodacts.
o remwmndmahmumammmwmum
Rettlemem Agreement Exccution Date.
s Allows stxtes v substinne for the duration of billsoard leage poviods, alvengtive
-advartising which disesurages youth amaling. o .
o Requires Wbacco companics 10 designate 8 cantac! peraom to fecilitie sign removal i
cach mate. .
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Bans Piscement of Tobaceo Products
» Bans peymen to pramote tbacso produsts in mavics, television shaws, theaty
productions ar live perfarmances, hwmmﬂdlmndcmmdmnm
video games.

Bans Salr of Merchandise With Tmm Brand Names

s Beginpng July 1, 1999, mmmndu:tnfw nndmhandmmﬂ:
brpad-nne logos (caps, T-chirts, backpacks, eaic ).

Bans Youth Accexs To Feee Samplex

» After Mamer Setemem Agreement Exeanion Date, ﬂeamﬂsmntb
distributed excep in & facllity ar enclosad grea whore the operatar ansures no
unaderege persan {a present.

MWQ{M&I”G#
. Bman&wﬂnm:rwfofmﬂeﬁbhhm ¢ liesmge centified ta he valid by the
slﬁrmpl.ml). Effective ane your after Master Seftlemem Agresment Exeeution Duze.

Probibls Third Pavifes Frn- Usinp Tobareo Brand Nomes

o Tobucsg o mmhhﬁhnmmgmmhmwm
brand nimss ip sny way probibited by ths agreoment.

. Tabmmimmmmacammnummhmmwﬂlmpmdm
Attomoy Geneval camplaines of prohibited thind panty ectvity.

o Exempts licensing agretments or conwacts in'exisuzmee as of July 1, 1995, althouph
coaupsts cannot be extcnded beyond curvent terms.

Y

Bars Nan-Tebarro Brasd Nowses

e Bans s cigaretie brands frow boing Ramed aflcr redopnized non-tobacco band or
udo aamea (Guch a3 Harley Davidson. 'Yves Saint Lagent, Carticr) or aztionatly
mnpindmm mﬁmnm groups or individual eelchritios.

MMMMS&:JJH
. mummmduwmdmmmwn.zm
s Tobacco comnpanien prohibited from oppating statn legiglation which bans the
manuihcars and golo of packs conwining fewer Gum 20 cigaretss.’

A

Regulres Corporate Commitracnts To Reduce Youth Accrss and Comsurptio
¢ Beginning 180 days after the Maeter Settlement Agresment Execution Date,
companicy must:

11713798 FRI 13:12 [TX/RX NO 7644] @Bjoos
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* Develop end regularly comnyuticate corparste prisciples that commmit to
mplmmmmmmmunmmdmm
xooking.

. denmﬂwwmmmmrymyswmueyamw
arnd consgmpdon of whacss

« Encourage anployees n idertify additional methads 1o reduce youth access
24 yourh conswmption.

Diybands Tobacto Trade Associations o

¢ Dishands the Cauncil for Tohreeo Research (CTR), the Tobaceo Instinne (1T), and
the Council for Indogr Alr Research (CIAR).

« " Requires all recerds of these organizations thas relate to ety lawguds 1o bo peeserved.

Prouldes Regulation and Dversighs af ARy New Trade Orgunizations
» Raquires any s2w trads association to adopt bylaa that provide:
= Officors of the association will be appaintxi by Lz boand, be cmployers af the
associafion and will nat be cmplayed by & niember tobscco company;
e .Legnl connar] will be independerny and not (erve as counsel to member -

companies;
» Minues of board of director mectings will be propared asd meinmined for az
leazt five yoars.
o Amivust suif for any esling mate may inspect and copy all nap-privileged , non-
wurk-produst records and mistview assooistion dinscwss, officer and employees.

Rﬁmmlqumhbbying Pemecazn oDl T TN

Seopy Industry Acsauk On Tobaree Control Laws

e 'After minte specific finnliry, tabaceo companies willl be prahibited from opposing
Proposed ster or local laws or admisistrative rules which are intended to Limit yomts
access o and consumaption of whtsco products. -

e The Indusry ayust require its lobbyists  cortify in weiting they have reviswed and
will fully comply with senlememn teans including cisclogure of Sxanciul contribations
regarding lobbying activities And wew cofparate culhoe principles:

. hmwlthmhmu[udmgﬁnwdddlmlmnﬂuhbyim.mm
of lobbying coxts o the stte Attorney General,

. muﬁulohbysuﬁumwwommmu.ﬁm or local lawa gr actions
without muthorizaies of the campenics,

. thiﬁﬂ&m&ml&bmgfmmdlvwmanmmmymm

tobasco ar son-health relatcd nses or legisiavion which would ellminare or dimimish
suite rights under the senlement

11713788 FRI 13:12 (TX/RX No 764¢] [@oos -
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Proterns Siate And Local Youth Access Lows

¢ Prondbin oew challenges by the mdusiy aguinst Gie enfarecability ar constingtiomnality
of whsace caumel laws, evdmances, and rula passed prior o June 1, 1998.

Diswdscs Lowsnits Agaiest Stafe Lows
. . Requires the indnewy 10 dismics, withow fees, ul.mmmmm

No Criming] Imonunity
. Smﬁuﬂualmmﬂybnmmwnshnmcﬁmnnlmm .
based on federat, stae, or, IcrAlle

amhmmudmmmk S P A R |

apmmwmrarmnum
. Tnhammasmnmmum:SMmMammmm
lsusuis and have no privilegs or trade-soaret clain).
. smgmmmkmmwdmbhcuhudwwwh:hm
been subject to an omder or ruling. prior 1 August 17, 1938, dexyiag privilege, work-
mwmmm "l'hchduiw:anmﬂnlcﬂm

Credtes Usrhl"rlndb W-bdu For lmﬂan:- Docwments
» Requires whacoo companies w muaintain forwen yeass, &t their expense, 8 Website

mmmmmmmwummm-nmuﬂwmmm
lawsits.

» Reguires the industry 1o maintain s aite in & user fricodly xnd searchable formm
" (requircs an inder and other foatures to improve segrobisblic sooces).
. -Rmu:ﬂm&mmunM.mlmmaﬂdadewdhﬁnn:nml
artions involving mmoking and heahth cases.
"o The industry will provide the National Assecistior of Attomeys Geneval with up to

$1090,000 fbr » camputer cangaitanm w egsure et umv s Webaite is traly
unhla.

mn:(.'cmw Jo Fs&ﬂm&kqﬁu&uﬁgulﬂaﬁk -
Prohibits manufactorers from jointly contracting ar conspizing :
. mmmum&wmmﬂn{mm
o  Limis oy suppress rescarch imio amaking ard bealth; or
. MammmmuutﬁngurM!mofm

products '
. th:bmﬂwmdm&ommsmmmmlmMnmwtb
hﬂlﬂ:musemmsufmuhng
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‘cmu A anndaﬂnn And $1.48 mmo- Pubne nluuﬂn Fuxd - |

Creatzs A NMFM&WRQMG‘SMMHS‘
¢ Requires the indueoy tp pay $250 willion over the next ten (10) yours to fimd &
charilable foundaticn which will stpport the study of piogrsms to reduce teen
emoling and substance atwse aod the provemtion of discres masociared with wobacco

e

s  The NAAQG Executive Corumitten will provide fbr eveation of the foundsrion.

» The foundation will be govemed by an eleven-mezaber board of directars. NAAG,
the National Govemnors' Associstion end the Naticaal Conferense of State
Legisiatures ench will appoint two board membirys and the six will sclect the final
four membare with expertise in public baalth, medicine and child psychology.

» The foundation will:

¢ Carry out a ugdonwide, sustinad adverticing and education program %0
counter youth inhacco use apd edurae sanumerg abowe the coase and
preventon of disgases astocigred Wit Wobaceo UsC.

- Mﬂw.ﬁnm&mmmmdmwm
campaigns,

» Deviop, dissernimate and teat the effectivencss of modsl clasuoom

. “edunational programs, including programs uxrgeting s1-risk populsions.

. Demlop.ﬁmlndmmceﬂh:dwmufcdmﬁume

. coasabon programs.

e Commizsion studies, fimd research and publish reports on faniars thar
influence youth amaking and substanco obise.

e Dewelop targeisd paining and information programs for panants.

« Maintmin a littary of foundation snidices, reports md publications,

'- Track snd monitor youth smoking and aubsmanee shuse with a focus en

: reasans for ipcreases or failures  decreas: tobkarco and subrtanes DE rates.

. Thefnmdnﬂm!ﬁpluhlblmdﬁnm:ngnsmgh political or labbying ectivities.

* Jucludes a geverancy clguss for senling setos which wre prohibited by suer law from
‘enering into the foundation porion of the umunm.

awuaﬂdnﬂm&fm?w '

o Requires the industry to piy $1.45 hillion over the: next five years for & Natiozeal
Public Education Fund.

. _MWMM“WMM“%M&“M
produst manufimurre who have cgreed © be boutd by the Agrecment,

. mﬂnnhauhuﬁaﬂumomnm:mundﬁmndm
program ta counter youth tobecen use and educpte: consumers ebout wobmceo-related
discasse.

s The fund may make granrs to states and political eubdivigions 1o corry our e fund's
purpoers. :
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¢ Indistyy poymems w te foundation and edocarion fund will be held in an escrow
sccounx il sextssgpecific finality in ax least one iate.

.ggﬂggggﬁ.ﬁguaﬁggwsﬁn&ﬁ&&
Amd _

+
' —

il

._J.!Eﬂnnﬁu urisdiction Fo. ?ﬂ?ln!nno and Enforcement ’
m&?maﬁagégﬂﬁwﬂ.ﬁnnasgnﬁg of
the EE

s A REw is ool reguired 1 giv Eggﬁgagﬁaﬂﬁﬂn&ﬂ
gmﬂﬂ@oﬁﬁogﬁa except that e 10-dey notico ia required if the claimed
Eg_gﬁggﬂggﬂg ns ehowt
tobacco products (unlese the Artomey General dewrmines there is o public beafth ar
gﬂgaaﬁ:&ggﬂggﬁ oﬂeﬁnﬂgﬁn&@g
vialations previcusly).

¢ If the court finds the consent docver: has been viokwad, thy ¢ourt may awerd any slicf
avnilghle unsier the consent decroe or the law in By State,

¢ Scnling states may also apply to the court to enforce or interpret the wms of the
ggv&ﬂn% to the court i party must give the uther partics
and NAAG 30-daya polive (unkesy the Anomcy Genersl dewerminzs there i3 a public .
health e safety concern requiring faster actan),

o [fthe coun fssoes an enforcemem order enforving the sgreement sad 8 perty viol@ies |
that order, the court may order monetary, civil cortempt or criming] ppeuens to
enforce cagaplisnce with the enforcemens arder.

¢  Allows senling &3k A Qﬂnﬂmﬁﬁnﬁﬂqggﬁgagnﬂ
asaforee e agrecment.

Enéﬁg Eggg ’
¢« N will:
e g«u—uobgguuﬁﬁ&us from the industry for oversight costs. .
= Monitor potential canflisting court interprojations iavolving the sstlement,
e Convene ton meetings cach yoar and ong 1ational conforence every tuee
years o evajuste the spcacss of the aetilerrent and coordinaie AG cfforts.
v  Assist states with inspection and discovery activides which ere conducied to
enlaroe the acttlement.

Sigte Enforcement Fund Estadlizhod

o On March 31, 1999, the indusny is direcied to pay $50 uillion which will be used @ .

GSSisT =eTling mates i enforcing and implamenting the sgrecment and 1o investigate
a4 Hugae porential violatians of stalz wbscco lawrs.



States mlmm:r £20¢ Ritlion

hrm-mhmbmammammmfnundsnm,m for
administretion and caforcement prposes.

. mmmybﬁHwﬂlbﬂmdchbdlmMGmﬂmh
Aftorneys General (Exhitit A).

Up-frant Paymenss Totwal $12.742 Billion
» Tohacoo campenias will make Gve (5) initia) payum berwazn 1998 and 2003,
They will pay $2.4 billian is 1998, $2.472 billion on Jemiary 10, 2000, $2.546
3 hillion in 2001, 52,623 blion in 2002, and $2.701 billion in 2003.

' Adnual Paywents Begi April 15, 2000 and Total SI183.177 Rillion Through 2023 |
o Ifell s2ees participate in the seniement, annva) paiments will “ramp-up™ beginning

with 8 $4.5 Nllkm payment opn Apri! 15, 2000. En:uing April 1S paymcals will be oy
thz following rates:

s 2001: 55 Villien
s . 2002-2003; §6.5 killion

. gmzonv, $B billion
. 17: $8.139 hillion (plas 3861 millicn w the sralegic fnd)
« 20186 on: $9 hilliap
» Those amowrnts (when under $8 killion) wil) be reduced far peroamges for previowsly

sertled states. (The $183.177 billion ol is the wia) through 2028 afer the
mnuﬂyuﬂedmmum:smkm}

Strateic CMM Fund Poyments of $8.610 Bllion ¢

.+ - » QuApnl 15, 2008 apd on Agril 15 each year toough 2017, lhzcm:pmuwillpq

4 $86] million into a sreegic conwibution fund.
~»  Mozey from the fimd will be allocawed 10 states based on 8 etrptegie crmiviburion
~ formula developed by Atumeys General o later than June, 1995. The allosation
farmuia wAll refiect the contridution mada by amos wward reaplution of the maze
mmammmmmﬂdbiﬂn !

Paymenss £ the Foundation Tolaling £§250 Milion Over the Nt 10 Years

Puywuenss to the Nasianal Public Educarion Fund st Least Yotoling 5149 Billion Between
2000 exd 3803 )

One-Time Paymant of 530 Milliam into Avtarney General Enfarcement Fand in 1599

Payments of NAAG fer Adwinisrrotive Expenses Yataling su $ AMillion Over the Next Ten (10}
Years

11/13-98 FRI 13:12 {TX/RX NO 7644) Roos



Miscellonsoux Payment Provivions

¢ Paymtxt caleularions for the indusoy will be made by an independent suditor paid for
by the indusiry and by e fund estahlished in the ageement. .

e The mdependent E.B:.._.__Knu_on&e the NiLAG executive comeitice and the
nﬁaﬂuu.

* Pgymems made by wbhacco ¢ ﬁoﬁﬁiﬂﬁn&!ﬂﬂ.g ¢ contribution food)
will be adjustéd sonually based ou an inflation facior. ?Eﬁgrﬁg_ﬂu .
tan 3%0.)

. dﬂﬁ!ﬂ&.?ﬂuﬁu&:ﬁ%é_iﬂsﬂ.sgsﬂ_g

Tobacto company payments will riee if cigarene gales increase and fall if cigareme
‘sales decresse.

* Anpusl paymees 8lsd are subjest to g Noo-Setiling Suates adjusument. If stazes do pot

partcipata in the safilezaont, the aneng} payments made by tobacen companies will be
. redused by the senlement ghare emounts which have been allocated to those none
_ snling staws. -

Federul Lepislation Adjusonent
» EE&EB %ggags mike paymests
the fedeyal government, snd some portion of that jaaney io eent to the asnting mazes,

thoss psyments may be offset, dollar for dallar, maa._ﬁ%!!nps.ﬁnﬂ
cenain enpmaraed circumatances. :

Nen-Particlpating Mensfoctarers ddjusbacns
. v Sctulcment eagotiations origineied with the four majar tbacco comprmiss, bu an

. . ... . oy n&&ﬂggiﬁnnﬂnn_vﬂ.ﬁﬁﬁuﬁmngﬂn&

innigtives achigved in the agroemant. T To echicve that jioml, sltempts were made
jmvolve additional companies in the negotiations ¢ud to develop provizions which
- would encaurage sl wobaceo companies to fallew rzrms of the sottlomant. :

v -States are encourmged 1o pass modal etarytes that ¢fectively crente 8 reserve fund for
non-panicipating manufacturees te pay future cluims. (Exhibit

o I ihe aggregae: mearket share mm__oaﬂﬂnaﬂanngms agreemen decling
SBH«EBEEE thelr participatcn in the egroamenl, their annoal
u&ﬁnu 15 rexiuced by three pervent for each pavcant lost ovey (it two pereent
threshold. Qaly stxes tat have por passed 3 maxlel stanute woyld heve their sxoyal
FRyD=s redueed.

s Sy which paes the madel slatute would not have nﬁ_.nuunn____nuﬂnnﬂ.ﬂmﬁﬂ_'

s Il uninte’s modal atxatute ia gtrack dewn by the court, 8 sate"s Armual pryness would :
be reduced, by no oBE_Hmmm!aﬂF .



NO. 421

Icmnmvcry apd Attorney Pees 1'L_

Smm Cawm, Expenses and Morket Raie For Adernity Fees
* Tobasto sampanies will reimenrde offices of e Atoroeys General and ather

political mubdivislons for all reasonabls mnuundcwmdm-hau atommey fres
(up o & tcazl of $150 million).

Induatry WOl Pay Outside ABoraey Feas
s Twn payment methods are svaijable — mwinmmmcn
» Owuside conmac] can nepotiste a liguidated for agyvement with the indunatry, end if

acceptcd, would be paid fram a 81.25 billion poo) of moncy from the tobaces
- indastry over four years, If ewnside counsel aceepts a liquidaed fix, diey mum release

the sun= from all claims for stomey fees.

If oameide conmsel rejects the liquidsted fise proces: ar eanndt 4gree 1o an offer, they
n go through arbiustian.

A vres-member arbitntion pasel will bo crablished with two parmancnt menbars
and & member from the eats repvesentzd by the outside counssl

* The induswry will pay whatever arbiters award, bt timing af the pryment will be

m!ua:t tn nSSEﬂ-m'Ihun-pcr-ym cash flow cap.

Miscellaneous thlm

a

Release Provisions ' .
. lfanAt!ﬂmﬂmemldounmha\tﬁsmﬂmm mmmomprmw

Mﬂﬂnmwn@ua&wmﬁummmm‘wﬁﬂmmwmw
with 3 lswen(s aad wins a judgmern or setlemem (and the AG agrees 1o Mie

ssilem=ny), the mnount of (it recovery Will be aken oo of the sugc’s setlement
chare.

Camw of Settlements and Consent Decyees Required

By December 11, 1998, suing mates must file 8 motion to gpprove the settemean.
Hammm;mwu!haw!oaaynn file suit and 2 motinn to approve the senjement
agreement

_11/13/88. FRI 13:12 [TX/RX NO 7644] Roi1
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Mast Fooywd Netios Provisions

s Iftwobacoe companics, before October 1, 2000, eater ints an agreemens with berer
ovenall by, secticment atates will gex the benefis of this agreement. (This does oot
woply to ey agresmens reschad afiar the cexting of s jury or commmeement of trial,)

. @ 1f more favoreble par-exonamic tevng are affered in & aprecment an o after Ocwber
1, 2000, seufing statos 6t their optins may denefit. ‘

» [feseuling stor saien oito an sgreement with & company not pariicipating i this
stiliemeant and the tzrms gre more favorable to the industry, senling companics can -
benafit, but anly within that state,

Sakmmdmd‘m Provisions

o The seniement can be aruended only if al) affected MEmda.uaﬁ'madm:a
agres 1o the amendment.

v There ars three eriticel dates in the agresment: Master Setimem Execution Dare,

Btaze Spexific Finality dats_ and Final Approval dine.

» MSA Exeestion: This s the sming date and it cooury whan ARomreys Generm) and
the companios siga the Maniet Senjemon Agweeonr Vearions pyblio heaith
provisions are miggered by tris dave. If bo sides Sign, this dat= wil! be November
23,:1998.

» State Bpesific Finality : This date occurs whrn 8 state cowrt approves ths setifement
and consert decree and sppesl thne has num, ar, if there is 2n sppeal, the qppeal s
been decided in favor of approval, This important. dats keys more public health
initiatives and veqts the state for financlal recavery.

o Final Approvat: This is the carlicr of Juno 30, 2000 ¢r tho datc whaen 80 poreemt of
e, eznling sutes reach State Specific Finalivy ght, sstes with 80 parvers of the
fmancial gllocation reash Sums Specific Finality, ' No maney is dishursed to the swtes

- - ot Final Approval is roaches.

11/13/88 FRI 13:12 {TX/RX NO 7844) o1z
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Settlement Themes

Tbhuumthlmdﬂmnep Whth:mrqmmsﬂmtpuﬁmhnlﬂ:
oppormitios, mush work is 1cft 10 be done to bring sbout real chnge. For exsmple, Congress
goeds to casure full FOA rgulatery suthority and memingfud peckage wardings.

mqﬁmunmﬂe:mnrllﬁgur. Each AG musm devide if the injunstive relicf snd
financia) recovery in the agreement sre aqual tn or bettay then win (hey esuld get Yurough |
litigatian. Lawsuits generully provide jun money, bagt the agttlemant provides mopey snd
'p:i.ﬁ:m irdmdwulie!‘fwwblkhnlth

mmﬂmuthuaﬂsﬁeudwuhbhwedm1mum-pukﬁmlmm
cap do. It won't end younh smoking in Amsyica. Buz it is a viry godd firer atep in addregsing W
protlem. Tt will allow us to ead the logal binkering and dslay)) and get 08 with realisic, concrese,
workable programs. The current tall on our kids i3 wo great. We need 1o begin the cffort to stap
the addicrion of our youth and is offer will do that.

This egrecment balps ¥s sort protocking kids pow. 1t will take yeass 10 camplew all the nam
lawguits &nd oven longes to exhinust all the inevitable appeals fram thase lawsuit. 1o ths
meantime, 3,000 kids a day are being addicted o robaceo and o third of them will die
premamrely fram thar decision. Under this agreemem, we conld see, in early 1999, wobacso
billbasrds come down, eartoan characters disapypear foraver, tybacco spparel and machandise
banned, & significant, eonsistent public edueation campaign and much, much more.

This agreemsnt provides & nationwide appruach o lobaceo contynl By individully
'PUIvEing owr iswsuits, we may end up with a patchwork of recmits.  This agrocment provides 8
‘rpecific, realistic plan which mllmnastmlly wmkanmmtcﬂnutnmtﬁdnnd
AVRBAETS.

mlgrmatmtwhﬂdlandmm. Wedlmvr_ﬁpmofmm
= e reliclis primarfly Anancial. Scxlement offers us the best ofportimmty w got injunctive
relief, -hamﬁmmnigrammmmﬁum“mm which
we pead 19 fighe tie 420,000 desths cansed by tobaceo ench y2a.

thnmﬂnwmmhtom&ehim‘nlﬁmnﬂvmﬁm
The s=tdlemem creates 3 naticns) foundation and s Sve-year $1.45

W&mmwmmmwhohumdwwmlmnﬁddawm-ﬂ

. Jumnch wrgeted, effeciive programs t reduce tobasco use. With this acttlement we can hove s

real chanee 1o deglamnorize smoking gnd tell kids and adults the real truth shont tobarco uss.

This setticment has foeth. Key public health provisloss in this agreement e included in
sonsext dearcos and we Can uae the power of the cOWTS I tske HUTe (ese LmparEnt tmaived
are-caried k. N1 alsn provides far NAAG everight and extablishos a $50 million wer chest
help AGs follow through on BBY Recegsary Erfdrcoment actions.

P13
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i
)

This ssttiement s the lavgest fingycial recovery [n histnyy. Through e yoar 2025 the
agreemen will provide ta stmes $206 Pillion which coald be 11584 for meaningful obscen
cazyol through pablic edupation, eaforscment, re<earch ared cosmtion programs. In additiom, the
peyman will eentoue in perpetity (o cover the ap-going cos! of tabaceo.

Thb b kitigaticn, not icgalation. This sertleme chows how powotll slae lawsaits ¢2o be in
bringing abom change. Howaver, litigarion cannat wke the place of legisiation.

T

11/13.88 PRI 13:12 [TX/RX NoO 7844) [@o14
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TOBACCO COMMUNICATIONS: CHECKLIST

Folbvting is & checklist of kieas for Attomeys General o mklonilng during the nem
fow woeks reganding » possibla sattismant pmposal from (0base0 companios.

Suggested hrisfings for key stekeholders

——

. Other communications strafegies:

Govarner and key swff
Lapisiative leadamhip
Affacind stata agency divectors

Conference call or mesting with public hezith groups (o expiain setiememn
offar, follow up with latter explaining the A'3's poaftian

Loudmuf chy and county arganizations
Lal}hr le;dem

Business lesdars

Tobaeeo al taam

. Detenmina I prege conferenca or other magia event will be held

Amange intarviews with key editorial pege aditors
Provids tinbaceo saitisment site on AGO webpage
Schadute mdie, talovigion tak shews to diacuss settiemsnt propasal

If press capforence held, fax, et time of earfesnce. capy of news relsass
with “Thougitt yau would be interasted in this® cover nots from AG to:

Buminass arganizations

Major uniona

Pubile heafth groups

Cities and countias associations

U

I

11713748 FRI 13:12 [TX/RX NO 7644] Ro0)5
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" wogotating Team

Page 2
. Chylcounty public heatth agoicies
. Legisiative leadarship and ey commitise chalrs
. State ber assaciation
e . Kgylaw firms _
—_ SendE-mal from AG 1o AGQ managemem team eq:lmnina offer and
procass

- Amangs and wiite Op-Ed autiining AG's pasition on oﬂbr
—— ldermtify spaaking opportunitiog to expiain AG poeltion an offer

— < Dewmmine ¥ pubiiic health organization nevisisttors ane intsmated in an
articia from the AG regarding ho aeltiemeint

—_ Amange & call<n line where public can lsave a recorded mescage with
name lﬂdmaendmmmnu Prapnraucarafmponﬂw!ﬂwm

—_— valdo raeaptlunbn in all AG officeg with briafing matsrials so they can
anawer ghone calis or refer catiars to calk-in line.

11713788 FRI 13:12 [TX/RX NO 7644) @018
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Caimngar| Hi) — T Okt - (1] van s Vv Jﬂlﬂ
Ob) i) [ §0ich1)Amnun §0(sXD) viit) [XIC) gV
Y | jI?il:ll ~ Annual Jﬁmbh ~ Wuaiegs | B | National Public NAAG
Pgt_mnh Pymatts Gefind _Contrintion Poundation | Edusxilow Pamd A:hlnhﬁiion !hlolumlrl
] o __._Eg’nndudm ~ Fund Paymants Poanty | Puymenis Prymaite
| 1953| 33,400,000,000 - sm.nw
) R N | %a5s000,000  $350.000,000 $160,000 | $50,000.060
k. £2472,000.000 1 ~ §4,500,000,000 ﬂ.msmunm; i 9265000000  §300,000,000 $150,000
2001] $2.54A,150.000 ]  §5,000,000,060 $4,377.500,600 § . §25000000  5300,600.000 $150,00D
ama] 13,622 604,800 | _ $0.500,000.000(  §8,690,780,000 | . §20000000] $300000,000  §150,000
2003 $2.701.231,044 | $A500,000000 |  ¥5,650.768,600 23,000,000  3300,000,500 ; $180,000
2004 _ 83,000 400,000 $7,005.600,060 25,000,000 §150,000 |-
2003 . $48,000,000,000 §7,004,000, 000 325,000,000 $150,000
2008 $8.000,060,000 | . §7,004.000,000 $25.000,000 _$150,000
MM - | SADE@AG00MD |  97,004,000,000 ____ 328000000 $15,000
2000 $8.139,000.000 $7.443,000.000 $O6N.000.000 |  —325.000,000 o
0 $8,135,000000]  §7,143000000 |  %5681,000.00
01| $5,130.000.000 | ~ "§7.143,000.000 | ~ 661,000,600 . _
2o $3.739.000,000 |  §7.143,000,000 [ ¥06+.0C0,000 | _
$,130,000,000 ( © §7,143,000,000 [ 3061,000000 | _ 1 __ _
00 $8,139,080,000 | 37,743,000,000 | 801,000,010 o _ _
2014 $6,139,000,000 $7,142,060,000 $291,000,000
2016 18,139,003,000 §,441,000,000 | §981,000,000
msl $6,139.000,000 ]  §7.143,000,600 | $281,000,000 |
2017 $8,129.000000 $7.943,000,000 $851,000,0(0
el $5,000003000 | $4,001,660,597
[0 $5.000,000.090 - $8.000,650.997 L _ o
| 26| 8000000000 sAGmvmeRsw | [ .
an| __1__$9.500.000,C50 $5,000,659.897 | . _
03 $9.000.080,000 $6,000 580,897 .
7] $0,000.000000 ] §0.000600807 ]
2024] | $9,000,000000 | §6,004,605.097 *
a8} " §9.000000000} A 000005007 - — -
olal |9§12,747,923,044 $ID7,680,600000 | 3132, 976,749,878  $8,610,000,000 §250,000,000 | - §1,450,000,000 $1,600.000 | $50,000,000
’ 1 : N _ﬂmmm o
QAL [992,741,8353484 _ $207,650,000,000 | ~ $183, 176,740,076 1 8,810,000,000 f‘m,mo.u“aﬁ*;u,mmm — 91,600,000 § 50,000,000
Greng Totalei G Agreamerh withaul PSS Redudion tven T R30,063435644 T
Grand Totsl ol C with PSS Reducion tahas - 208,780, 175,819 .
|Grand Yol ed T & UST Agreamen withaul PSS Reduddion $331,090,43,044 | 1
' thawamwmm Reduciicn 208,580, 176,018 | _ t -

[TX/RX No 76441 [do17
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Annusl Payments to Each State
- Your 1688 ' 1688 2000
Ampunt sz 400,000,000.00 §0.00 $6,411,750,000.00
Alebarma $56,787,138.67 $0.00 $103,822,268.85
Alaska ' . $8.184,040.5¢ $0.00 $21,880,91548
Arizone _ $35,373,228.82 §0.00 $64,501,786.55
Arxansas §10,673,688.2¢ 50.00 $53,0089,627.74
Calfornla §308,334,830.78 §0.00 $818,382.913.50
Colsrado $32,000,074.16 50.00 - §67,608,20730
Connactict. §44,656,006.28 50.00 $110,035.533,13
Belswars . - §0,491,288.84 §0.00 $25,356,517.02
DC. $14,670,838.8¢ $0.00  $38,920,808.65
Faride $0.00 $0.00 $0.00
Georgla. © '$858,8606,080.41 $0.00 $157.373,070.686
Hewall - | $14,444,768.81. 50.00 $38,590,078.82
idaho o §6.718.317.14  §0.00 $23,261.626.12
lNinaig . $111.701.833.87 $0.00 $2R8,418,8697.16
Indlana §48,855,278.38 $0.00 $130,787.085.94
lows $20,872,008.05 §0.00 $56,760,671.07
Karmeas $20,008,108.86 $0.00 §$53,452,015.44
Kantucky $42.287,806.17  $0.00  $112,821,0858.76
Louisiana $54.128.474.21 $0.00 $144,607,601.88
Maine $18.484,411.85 §0.00 $40,326,828.47
Maryiand - §B64,260.967.50 £0.00  §44,034.850.37
Mass. T $08,035,488.43 -$0.00 $258,089,297.18
Michigan T §104,446,74141 50.00 $276,035.997.50
Minnesota $0.00 $0.00 50.00
Misslssippl $0.00 $0.00 $0.00
Missoir §54,65042569 §0.00 G‘hls.&u 733.70
Montans $10,194,218.72 §0.00 $27,234,462.45
Nebraska ’ £14,270,688.86 $0.00 530.148.843.51
Nevada $14,638 44342 §0.00 $390,107, 51648

11/13/98 FRI 13:12 (TX/RX NO 7544] [o1s



Yeur
- Amount

‘New Joarsey
New Maxico
New Yark '
North Caroling
North Dakate
Ohio
Oldahoma

Oregon -~

Peann.
Rhode \stand
Soyth Cerciing
South Dakowa
Tennessos
Toxas
Utah
Vammnont
Virginla
" Wasghington
Wast Virginie
* Wisconsin

 Wytming

Ameorcian Samos
N. Marianas
Cuam

US Virgin island
Puerto Rico

11/13/88 FRI 13:12 [TX/RX NO 7644] Bois
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.Annus] Payments to Each Gtate
‘ 1688 128 2000
$2,400,000,000.00 $0.00 $6.411,750,000.80
$92,807,810.83 - $0.00 ' B247,842,184.27
£14,313,352.87 - §0.00 §38,230.016.77
$306,2688,746.07 §0.00  $818.269,626.50
$55974,640.00 §0.00  5140,640,288.73
$8,784.330.64 $0.00 $&3,467,680.12
$120,000,254.58 $0.00  $322992,632.U3
$24.867.287.86 §0,00 §66,434,515.16
$27,543.797.82 $0.00 £73.684,977.37
$137.824,61041 $0.00 $368.474.247.00
$17.263,72723 §0.00 $48.084,410.56
$28.292,446.26 $0.00 $78,424,744.88
$8.974,680.41 60,00 $22,373,882.00
$58,501,48720 §0.00  $158,504,051.21
so-m wm m-m -
$10.677.28547 $0.00 $28,525,085.47
$9,868.441.40 §0.00 $28,364,158.22
$40,07T3.882.70 $D.00  $191,103.844.75
£40,278,106.85 $0.00  5191,640,782.25
$21.276,04808 §0.00 -  $56,837,623,03
3497280%085 $000  $192,853,962.15
£5,060276.82 6000  §18,823,252.04
$385.208.62 -$0.00 $975.87T7.85
$202,80322 $0.00 _ $541.000.00
$526,480.81 §0.00 $1,400,648.63
$416,623.00 $0.00 $1,113,034,64

%@1%‘857.83 30.00 $71,003,502.85
.000.000.00 §0.00 §$8.6411,750,000.00



Yeoar -
Amount

Alabame
Alaxka
Arzang
Arkanans
California
Caolargdo

_ Cannscticul
Delgware
ch.
Florida

- Gaorgla
Hawall
idaho
finols
indiana
lowR
Kansas .
Kantusky
Loutsigng -
Maina
Maryland
Mass.
Michioan
Minnoscis
Mississippl
Migsour
Mordana
Nebraska
Nevada
New Harmpshire

2001

' $6,825,860,000.00
$111,88540367

$23,838,072.00
$102,048,740.46
§57,332,480.87
$889,792.877.84
§64,813.784.01
$128,540,333.44
- $27,380,966.02
$42,034,805.88
$0.00
6160,030,283.28
$49,671,085.70
$25,151,100.85
§322,244,254 18

- $141,220,042.84

$80,212,76%.18
§57.Y20,881.87
$121,836,632.68
$166,162,070.89
. §63,287 211.62

| $466.506,355.80

$270,845,174.68
$301,914,062.34
50.00

~ $0.00
$157,485,644.00
$25.408,870,82
§41.104,822.68
$42,220,836.47
$48,107,008.89

§8,313,294,800.00 .

$134,358,720.06
$2£,383,145.58
§122.,526,350.76
$&E,B30,575.47

$1,081,108.244.62

§115.063.761.40

- §154,938,422 .45

$3:,878,648.30
£60,471,532.83
$0.00
6204,046,280.14
$50,034,811.08
$30.16D,141.80
£3213,21,289.46
§163,674,868.88
872,207 .677.85

' §65,305,647.47

§146 “0;305.30
$187 484,161.832
§63,066,373.64

- §187,018452.52

§335,772,252 .68
5$381,790,230.09

$0.00 .

$0.00
51&8.004.251 54
$95,311477.28

$40,402,718.0¢ -

§£0.705,708.47
68 381 ,ﬂﬂ 144

NO. 421

$8,391,671,144.00

$135.625,232.71
§28,651,781.8¢
6123,687.688,17
£50,431,087.60

$1.071,147 456811

$116,042.285.05

- $155,800,076.15

$33,187,680.27
$50,049,191.930

' “-m
203,677 366.68
$50,508,338.45
$30,484,944.11
€390,583,086.03
$171,178,701.562
$72,882.200.02
$85,061,445.52
$147,708,620.49
$180,268,680.68
$64,563,8670.57
$188.608.8687.43
$838,646,853.70
$385,214,163.82
$0.00

$0.00
$1680,883,864.80
$35,645,862.22
$40,830.820.17
$51,185,581.14
$55,684,002.33

11/13/98 FRI 13:12 (TX/RX NO 76441 [R1020
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~

Year
Amoumt "

New Jarsgy
New Mexico
New York
North Carofinn
Narth Dakata
Ohio -
Oldahoma -
Oregon

Pann.

Rhode lsland
South Carolina
Sauth Dakota
Tennasseo
Téxss

Utah

Vermont
Virginia

“Weshingmn
“West Virginle

Wiscansin
Wyoming

Amercian Semos
N. Marenas
Guam

US Virgin island
Pusto Rico

2001

$6,923,660,000.00

$267,737.674.85
$41,201,008.30
§883,5008,638.62 .
$181,478,483.90
$26,3¢1,850.30
$848.780,040.22
$71,788,602.00

- $78,460,664.68

$387,802,851.71
munq'-sﬁ&'fa
$81.440,607.84
§24,159,821 30
£168,088,234.08
. §0.00
£30,802,458.97
$28,469,056.67
§141,571.196.45
$142,180,818.27
$61,373,502.33
$143,460,097.12
$17.104.554.25

81 5053.578.1 2

$584,183.08
$1,618,847.86
$1.201.868.61

' . 2002
$6,31%1,254,800.00

§321,474,801.0¢
$40,570,634.16
£1,061),945,263.21
$163,600,727.88
$30,427,808.20
£4143,783,038.09
T 885,137,122.92
£85,408,213.09
$477.7583,314.06
$50,764,717.02
$97,789,0038.59
§28,008,803.76
$202,818,759.08
$0.00
$36,084,750
$34,183,026.38
$1€68,669,669.11
$170,663.406.87
§73,694,084.18
$172.254,T12.48
" §20,645,84D.68

$1,285,035.21
$701,645.39

) - 31,323.‘92-71 ’

$1.449,12942

11713/88 FRI 13:12 [TX/RX NO 7644] Qo2

~ 2009.
$8.351.671,144.00

$324,817,212.83
$50,048,851.76
$1.070,985.8682.85
$165,724,084.52
$30.716,771.56
$422, 748,388 61
$86,052.316.82
$986.311,148.66
$482,274,720.42
$60,330,325.43
$98,718,114.28
$20,283,431.50
§204,6899,150.64
$0.060
$37,334.770.58
$34,508,231.76
$171,584.410.81
£172,308,695.16
§74,391,498.78

£1736,884,01703 -

620.841,028.82

$1,277,00841 -

$708,083.81
$1,840.951.89
$1,456,7687.08

. SY7,833434.04 $39,215,004.84 g%,oa?,_z_ym
§,923,880,000.00 8,313,284,600.00 §B.381.971,144.00



Yeaar
Amoynt

Alabama
Alaska
Arizona

. Arkensas

Califamia
Colorago
Connetlicut
Delawsre -
D.C.
Rorida.
Georgla
{daho
iliinols
indians
jowa
Kansas
Kentucky
Louiniang

" Marylang

Mass.
Mlchiﬂan

Missisalppl

Neabraakn
Nevada
Naw Hampahire

2004 to 207 -
$7.004,000,000.00
$113,153,803.17 .

$23.612.867.€0
$403,250,697 .74
$7.587.749.17
$833,887,439.65
$06.015,134.08
$180,081,876.56
$27.686,888.24
$42,522,684.68

"~ $0.00
$171,910204.50
$42,154,824.04
$25.442,868.62
$325,989,478.42
6142,867,820.78
$80,011,473.01
$58,300,933.44
$123.361,547.49
$157,984,830,57
$53,888,307.70

- §168,322,406.03

. $232.mm.‘l2 .

$304.810407.01 '
$0.00

_ §0.0
$169,319,058.30
§28,760,128,30
$41,672,832.27
$42,710,867.37
$46,842,020.04

2008 to 2017

§7.143,000,000.00

§116,440,225.02
$24,367,635.83
$105,270,58686.83
$59,148,761.04
$611,728,337.72
$07,020,631.45
$132,812 482 45
§28.248,388.89
$43,386,480.11
$0.00
§176,321,800.46
$42,891,216.30
$26,047,801.39
$322,452,680.08
§148,703,147.32

. §62.120,310.88

§60,540,136.35
$125,798,567,938
$181.089,871.38

§64,854,704.57
$161,484,442.03
$208.504,271.26

- $910,858.814.11
solm
$0.00

$162,474,753.87
$30,340,543.46
$42,400.050.00
$43,607,867.21

©47,667,888.85

A ¥

o thaz)

11713798 FRI 13:12 (TX/RX NO 7644) Hoz2



Yasr

Amount
New Jorgey
New Maxico
New York

- North Carcline
North Daiota
Ohio
Oklahoma
Oregon -
Penn.
Rhods ielang
Seuth Carcline
South Daketa
Yannesses
Texas
Utah
Vermont

. Virginia
‘Waeshington
Wast Virginia
Whsconsin .
Wyoming

Amerdian Sgmos

N. Marlanas
Guam

US Virgin tgigna

NO. 421

2004 02007 200810 2017
§7,004,000,000.00, - §7,143,000,000.00

$270,844. 108,77 §276,218,644.60.
$41,771,134.78 $42,600,11847
$663,852,654.37 $011.601,877.62
$163,353,241.67 $160,585,117.83
$25,636,806.78 §26,144,364.95

8352 827.184.67  §350,820,923.16

§72,671.034.45 $74,011,2684.88
§60,361,889.32 $81.977,228.27
$402,500,888.05  $410,488,121.75
$60.962,127.30 $61,361,405.67
$682,381,080.688 $84,026,818.16
$24,440,184 .46 $24,025,190.13
$170,980,248.7'1 $174.3563,092.02
' $0.00 $0.00
$31.158,878.10  $£31,778.270.88
$28.700,401.75 $28,970,648.90
$143.213,847 48 $148,056,143.38
$143,810205.00 | $148,884,232.78
$£62.,087,884.030 $83,818,864.52
" $145,125,618.28 $148,005,747.62
"$17,394,074.152 $17.730,273.88

$1,085,800.48" $1,006,052.15

$600,671.89 $802,700.20
$1,656,471.88 $1,566,084.41
$1.216,846,08 . $1,239,07249

Puerto Rioo $76,654 288. __rl;%
. I 7. .DDO,M.OD 7.143; ot

11/12/98 FRI 13:12 ([TZ/REK NO 7644] @oz3
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Yaar
Amount

Alabama
Alagka
Anzons
Arkmnans

- Californis

Colorado
Comngctiaunt
Delewsre -
D.C.
Flerida h
Georgla
Hewdll
idahs
fiinala
Indiang
lowa
Kansas
Kantucky
Loutalane
Malna

" Maryland

Mass.

Michigen
Minnasotla
Misslagipp!
Migoouri
Momtana
Nebrasks
Novads

New Hampshire

' 2018 to 2026
%8,003.098.657.00

$129,355,111.40
§27,327,166.19
$117.088.711.74
$66.278.410.08

$1,021,626,683.76

$108.,723,748.27
$148,507,248.83
$34,853,381.50
$48,588,747.63
$0.00
$186,464.776.80

“a |1 73.273!“' .

$286,076,587 AL
5372,&5.9‘8-“'
$163,205,853.9¢
$69,608,143.16
$86,727,045.67
$140.683,133.32
§1B0,618,461.42
$61.576,812.40
$180,926,976.50

| $923.270,830.400
~ $348,320,882.40

§0.00
$0.00
§182,058,060.06
$33,807,719.42
$47,622,486.59
648,816,208.77
583,301,280.40

© 11713788 FRI 13:12 [TX/RX NO 7844] @024

. Toia)
- §165,818,876,620.00
$3,186,302,918.81

< ND. 421

$988,603.056.50 -
§2,867,814,800.02 .

$1.022,3388,125.80
§25,008,072,610.74
§2,8685,773,548.80
$3.637.303,381.85
- B774.708,676.69
$1,189,458,105.58
$0.00
$4,808.740,688,.80
$1,170,185,823.07
€711,700,47028
$0,118,535,558.10
$3,686,356,551.01
$1.703,830.885.56
$1.833,317 648 18
$3.460,438,688.10
84.418,6657 91522

$1.507,301,278.01 .

$4.428.657,883.68
$7.813,114,212.77

' “.&g.yalm-m

$0.00

$0.00
$4.458,366.280.80

. $832,182,4308%
$1,165.683,467 .48
$1,194,978,854.78
$4,304,680,16027

D24



Year
Amount

New Jargay
New Maxicd
New York
North Caralina
North Dakats
Ohlo
Okiahoma
Oragon -
Peann.

Rnode lsland
Souin Carofina
South, Dniu:ta
Tannaauaa
Taxas

Utah

Vermont
Virglnla
Washington
Woest Viginta - .
Wimcansin
Wyoming

Ammercian Samoa

N. Marianay
Guam ‘
US Virgin islend
Puerto Rico

2018 to 2025
68,003,959,887.00

$300,514.382.50

§47,735,031.79

$1.021,472,604.43

$1686,876,061.64

$208,285,743.66

$403,202.262.16
$82,892.404.27
5459,978,678.84
§57.841,180.20
§94,156,206.29
$27,020,622.54
£185,360,182.94
$0.00
§35.6808,747.04
$32,811,252.38
§163,6861,308.74
£184.342,785.78
$70,852,280.91
$16§,846,003.46
$18,877,623.10

§1.217.870.74

$676,348.22 .

$1.766,842 62
$1.380,430.02

11/13/898 FRI 13:12 |[TX/RX NO 7644) Bozs

'6185,818,676,620.00

Total

$7.576.167.018.47
$1,168,4386,800.05
$26,003,202,243 .12
84,869,981,698.24
- §747.000,380.00
$8.6086.422 44867
$2.,029.606,88229
$2.248,475,833.11
$11,289,1089,803.46
§1.408,466,747.28
§2,304,093,118.52
$683,650,008.64
$4,782,468,127.00
. §$&.00
§871.818.518.42
§605,588,329.25

| N.oua 037,650.25

$4,022,716,288.79 -
§1 780.741 42753
$4.060,611,421.82

ma,m-m-‘o

$25,812,886.31
618,530,6800.80
$42,978,803.27

$34.010,102.11

$89.747,042.16 . §2,166 B818.07
—$5003 F95.687.00 ,678.520.00
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