
NEW ISSlJE-BOOK-1[,:~TRY ONLY Slw "RATJNGS'' herein 

In the opmwn of ( !rrirk ffrmni.t,111 & Sw,h(fi' I.I.!' !fond Cmm1<'i. ha~ed up11n an anafv,,1\ n( cu,ting faw.,. rt!(ulaiwm. rulm1;s and ro_uri den1um,. and 11ssummg. amon!{ olher marten, the acrnra,:_r 
of certain repr1:.1·ent11!u,m and i:umpll,mce "<'Uh cvrrmn rn,•r11m11.,. m/ere.\'t im thi: Suit.I' 21J1!6 !J,mil1· 1.1· exdu.1h>d from i;r()_\s mrnm,' fur futi:r11l 1momi: Jax purposes under s,,ition 1113 1,/ rhr• lntam,I Re-venue 
Code of /()Hf, and it exempt/mm j1u1e of Cahfornill pu.Wn(I{ ln(l!me taxr.1·. In !he funher opmwn of !fond Couni:et, m!!'ff'II /In th,, Sni1'S 20(1fi 1/on,L,· i.l' 11U1 a speufu. preftrmcr 111:'m f11r pru[lo_.wi.1 of jf'lltra! 
im/i,hhwl nr corp1,r11w rlitemam·e nummwn i,rre~. 11/1hm,gh !fond ( 'ounsd oh.,·en•e.,· tha1 .mch mtereH 1.1· 1111:ludnl m w!JIL>lnl currenl ramin1;, c,,·hen a1lc11!111m1t feaeral corporwe altern,mvr m1mm11111 ta:u"hle 
incomr. JJond Coun.wl f'l{,r-'U<"i nr, opinion n'Rt1rdmp: 1111\' n/her 111:x rnmeqiwnus rr/a11,J w 1he ownaship or dispmitwn oj. ar !hit ao.rn11/ or receipt of imeres1 011, 1hr Srne.1· 2006 Jfom!.s Set "1J1.X 
-"111 TThRS"' herein 

$583,630,660.45 
TOBACCO SECURITIZATION AUTHORITY OF SOUTHERN CALIFORNIA 

Tobacco Settlement Asset-Backed Bonds 
(San Diego County Tobacco Asset Securitization Corporation) 

$534,610,000.00 
Series 2006A Senior Current Interest Bonds 

$19,769,609.60 
Series 20068 First Subordinate CABs 

$8,685,6S7.00 
Series 2006C Second Subordinate CABs 

$20,565,393.85 
Series 20060 Third Subordinate CABs 

f>atcd Date: Date of f)uliniry Due: as shown on i11sidc t:01-cr 

Tht: Tohacco S.::cu~i1irn1ion A1,!l'writy pf Smithcrn California (:he ''Authorit}'') is a puh!ic .:nlity crcat.:d pursud11t to a Jorn\ Excrcb.: of Pov,-,:r,, Agret me_nt._ dated a, ,11 S,.;ptcmhc1 19. 2U01. a, 
amended ~nd rc>td!<.:d, by :mJ hdwcen thc ('()umy d Sar. D1q'.o, Cal:fnmrn (the "C.:ounty") and the C1unty ur Sacrnmen!o (cach, a "Local Ai:cncy") !"he Au'.hunty 1, a acpuaw enmy frnrr. the County 
and its orhcr Local Agency. Tht: Authomy 's dcblo, b1b,litic:, am! obhgaliona Uo nol con.,111urc dchrn, liar>d111cs or oh!iga!llm, ol thc Ccrnnty or the olli<:r Local Aiiency S<cts "lfff: i\ L"l HORITI"" hucm 

The Authority s ·•Series 2006 llonds'' crsnn:,t ni the "Sicrics 2006A Senior Current lnforcst Bumi.~" the "!,cries 21)068 Fin;I Subordinate CABs'', th~ "Series 2006C Second Snbordl..ate C:ABs". 
and t~e "Scrics 20060 Third Suhordinntc CABs." T1w Seri<c:s 2000 Bond~ arc lo h,; ,,.,\1H:dJ,111~uant t11 Hn hiJt:nturc. a., :;uppkmcnted hy a Sen,c-; Supple1wn1. e«ch dat<:d a, ot .\fay L 2006 (tt1e 
"Indenture''), bctwt:cn the /,t:!huriiy and T1ll' _8ank of ;\cw Ym k Ti uat Company, KA., as rn cnture trn~tcc {tht "Trustee'') ·1_hc Suit~ 2lN•6A Semu; Currenr lntcrc.,;r Bond, (the .. Snies 2ili)(l Scnim 
8,·ndf"J a11d any Add1!1,inal Bond, h,•rdnaftcr 1,wet.1 pursuant k the lndcnwr~- a, Scmm Bunt.ls (tt1e "Senior 8nndf'') arc cul!ccl!vcly rd erred lo hcr<.:111 as the '"Scn:m Bonds" The Jr.denture a!~o pcrnits 
the 1.,,u:mcc of A<ldi1ional }h,m!:; Iha! arc F11 si <.;"t,"'d"'"k B,md,, Scwnd Suhmdi1iarc Bond> and rhm.J Suh,1rdinatc !fond,,'" wel. ds Addiuunal Su!:H,rdm~K- BonJa, al: d> dcf,neo ~nJ ,k,crihcd hcrcrn. 

Ilic San Diego Cc:.rnty T11b<1cu1 A-;sd Sccuritin11ion C1rp,1raw1n. a Califmma no11p1 ()flt puhlic henefit corpmal!un (!hc "Borro"°er'') prcvwu:,ly pm chmed all P! Ilic right, ullt: and mtere~t uJ' the 
C,umy 111 anJ iu t!v, payments :1;q,1:rnl to he :na,Ce alk1 January 4, 2\\112, 10 the St<1lc ot Calif"rnlil (!he "State") undei 1h,· \1aHn Scttlcmcn! Agrc~mcnt ent_<-:reu intn on_:,..iov<;mhcr n, 199li (!Le '''\1SA"J, 
hy par11c1p,;t111g np.an,:1c ;nwrnfartuic,~ (the "PMs")s 4(> ,Ha!(;, (mclu<lme\ the State) ar.d .,1x Olh'-'1' LS. iumdic!,nm, m ,e_trkmcnt ol ccrt~m c,garctlc ,mokmg 1da1cd_ :1:igat,on, anU nrndc payabk lo tb: 
Loumy pursuant lo H :,,..kmornndum of Lndcr,w,nding ,,,11,mt the Srn:c, varrnu, California dlic~ ~nd counl1cs and ccrtmn o!hcr pariks. and th<.' Agreement Regard:ng lnkrprctation. of Memorandum 
ol lJn<.krsta11d1ng am,"1f'. tnc S13!c, ai! Lolln1ie~ :;nd ccrtmn ci!lts w11tun the Stale (ouch paymcms, ;rn more I ully de;cr,hul h,·,c:111, arc :dcncd_ to dS '•Connty T(obecco Assets"). Tl1L Borrower pu,cha,cd 
thc Counry Tobaccu A,oet!' by mean, 0111 lt111n m 11:e B,nniwn of rhc proceeds of the Amhorny, ·1ohaccn Senlcmcnt A,,ct·HHckcd BmnJs, Sn:c, /ll<ILA and Scnc, 2!!!11 B (SHn Dtcµo ( ounty Tohacco 
A,sct S<·rn1ll1n1,on Corpor;-tl()n) (col!cc!,vc;y. the "2001 Bonds") 

Thc proo::cds of thc Scnc, 2006 H,,r.ds w,L \)c lu~nnl to the Bon,,wc1 pur,uJn! 10 d Scc_ured L"an Agrccmcn!. dated as,,f \fay 1, 2(1116 (the "Loan Agr\'emcnl"J. hclween the Authomy and the 
Borr_owc1. I h,: Born>wcr will apply !he loan pwcceds. lO)!:dhcr Wllh <>!her ~vailahlc fund,;, ru \1) rdund all u[ the Authoriry·; outstanUing 21:!!l Bond.s. (u; :unJ 3 Scrnm L1qu1d1t_y Rc\nvc Account for 
the Scnc, 211{)(, Senior Bond.1. (nil make a dcpnsu ,nto thc C«p1wl1zcJ lntcrc,t Suhaccnunt c.,tJhli.shcd under the l11Jemurc. (,vJ mak,: a dq'""t 1J1to the Opcrat,n,: Account cMahhshed hy the J 11Jentur'-', 
and{\) fldY 1hc c,"1' of i,smnce incurred 111 connection with \he ,s:;uance "( the Scnc, 211116 Bond., ln addll!nn, the County ha, rcque,tcd that the B,,m,w~-1 nakc J ~ran! w the County:" t,c uwd for 
1hc hcncli! oJ tlw County anJ it, resident~ ;rnd th~ B11rrnwer ha!- ~rrwv,·d ,uc'1 rc<.Juest 

The amnun1 of Coumy To))acco Asset, rccciv~-d 1, dqx:ndcnl on m;,ny fac1ors, mclm1mp future c1garc11e cun~umpt1011, the !im,nc,al rnpab1h1y of th(· PM, and a.J]U'1men1s w 1hc1r paymcnt 
<>t>ltgauons under the MSA ic, well l!li i1ligarion a!foctmg !hc MSA, rclat<:d slate lcf'.1,1~11011 and ,talc enforcement 1hcrcof and rhe tobacco rndu<iry. Paymcnh t,y rhc P.\h u:.dcr th~ MSA arc ~uhjeet to 
C,;I t.11n adJU,I mcnh. '\<'me of wh1c:1 may he ,m,tc, ,al. Bondlwld,.;r:; ,t1<,uld assumc thH! I Ulurc a11nuHI payment~ a11d ,trnlcg,c C<1nt1 ,buuon I L!lld pa)' :11<.:nh may he reduced S<:( .. RISK !-ACTORS' hercrn 

'.\umnnu, l_awsu11, ha,c hcen filed challengmg the \1SA _and related ,ta!utc,,_ ,ncludmg two casc1 (Grand River. in which 1he Attorney (Knual of !he SiJ IL 1, a defendant. ar:U Frredom lloldm!',.,. 
h>th d1,rua<-ed 1n 'RISK FACTORS·' herein), that arc pe11dmis 1n the\; S. D1,1nc1 L,,un r,,r !he S,1u1hern D1stnct of Ncw Y,irk. '!'he court u1 th.: (!rand flll'tr anJ Fr,·t,lom !Jnld111ps actmm; ,s cons,dcrrng 
pJ31nt:!f< al:~gat1011, uf an ilk gal oulpur carrd under !:le fnkral amuru,1 la11,, and plainlllfo' alkgallun; of vi1>l11tions under rhc C11mmcrcc Clau,c of 1he L S. Con,1irutH111. A dctcrminHllon lhHl the MSA 
lll ,tat~ :q•,;lrn1on ,:nactcd p11r,rnm11" 1he MSA "vu,.J or u:1cnt;,rc<:al,!c would h,,Yc a ma1~-rMlly rldvcrse effect on the p,iymcnts by PM, under the .\JSA and th,; ,,rnnun1 Pr 111~- 11mingof recc1pt of Cnun!y 
Tubace<> Asset~ ava1lahlc lo the Aulhori1y to make pavmcnh with 1cspcct w !hc Scrw, 2006 Bnnd,, includ,ng payment, llf lurho Rcdunpllon, (hc:<.::c dc!incJJ. 1n!crcs\ on or pr:nc,pal or AccrewU Valuc 
of the Series Jf)i)f, Bond,, anJ could rcsu!r .n the cnmplck Im<. ,a( a Bondhuldcr·, 1nvcslmnll Sec '"RISK FACH)RS" and "'LEGAL {'O~SIDERAT!O'.\S'" lcrcm 

The S•:ries 2006 Bonds are limited obligations of the Authori1y. pay ah le solely from certain funds held under the Indenture, including payments of TS Rs \a~ ddined herein), and earnings on .'lllch 
funds (the "Colkctions"). The Series 2006 Bonds arc not secured hy the l?roceeds there or, wilh the c:u:eption nfthc proceeds deposited in the Senior Liquidity Reser~e Account and the Capitali.r,ed Interest 
Suhaccounl 1+hi\·h ouly sccnn: Senior Bonds. The Bonds (as de tined he rem) do not c,ms(i(utc a chliq,.oe aj;lllin~1 the ~nend credit oflht, Authority and nndcr no rirrumsta11\·cs will the Authority he obligated 
to pay Turbo Rcdcmplions, inten,>;a1 on or principal or Accrt'lt-d Vaine of ,,r n-demption pn.:minm", if any, on the Bonds eiu:cpl from Collection~ and liahmre, held in the S,.:nior Liquidity Reserve Account 
(1<-herc applicahk. and tu the el[lent a.-ailablc). The Bnnds and uther ohligaeion~ of the Authority arc nut a deb! or ohli~tion of the Staie nr an)' of hs munkipalifil'~ or other political snhdhisions, other 
than the Authoritt. and neither the State nor any such munieipalilie~ or HI her suhdi~ision~, otbt>r than the Authorily. shall be liahlc for !he pa}mEnl .. r Turbo Jkdemptinn.~. interest on or principal or 
A,-crdcd Value vf lhc Bondi, or ~nch other ohligatiom,. Th,· Authoril} ha~ nu laxing power. 

fhi: Si:11c, 2:lllfi Bonds do not cons!ltule a c~arge ag;,,n,1 tlii: gi:ni:rnl ncdl\ nl Ille Aulhority "r any of it, LoC!!l Agencies, ,ncluding rhc C,,unty. and undcr rw c1rcum,tancc, ahall thc Authnrny 
or any I oc;,J 1\gency. ,nclud,rg the C,,u:uy, he oblig~tcd tu pay Tu1h<> R\'d,·mp11nn; 1ntcre,1 un m pnnc,p~l nr Accrcted Valuc of !hc Sc11cs 21llit-, Bo_nd<-, cxccpr f•on1 1he l "<>il,,lcrnl picdgcd 1hcrc!n1 under 
1h,· Ir.denture. Neither !lie c1cd,t of the Stale. n:ir ar.y p!!hlic ais<·ncy ol :he ~Utt· (other tkrn the· Auth01ity), nm any Loc,il Ag.:ncy of thc Authrn1t;. 111c-ludrng the (uun(V, 1, r,kdg~d to the raymcnt nf 
thi: Scn.:, 21•06 Bond.,. Th~ Sn:ca 2:100 llnr.d-' d" nut con,;t,\uk a dd,t. l1at>ility 01 ,,t,l,y,11,nn d 1!w Sll!te or any puhhc ~gc11cy of the Statc (,,:her than th~ Auth,,r:tyl or ,iny r ,<1rnl Agency 11f the Amhonty. 
rnclud,ng lht ( ourlty The Cnunly :s u11der no uhhgation (<l rn,1kc ~nv pdymcnl'- on the Serie, 21lll(, Hond~ 

lntcrc,t <>n 1he Scnc, :·1106A Scnmr Cmrcnl Interest Bonds 1, payahk u_n June land Dcccmhcr I <1f each yc~r {each a "Distrihulion Oak"). c<>:1Hnu1c1:1!' (>n Dccen;r,er l. 2006._ ln1c1i:,t un tile 
:-;,, ,~·, ~111168 h1.,t_Subordinat~ CAB~, the Sc_nc.1 7(:il6C Sccnn,t SubmJmatc ( AH, ~nd 1hc Scnes 20060 Thud Suhmdinatc CAB," 1101 pa,J currenlly hut,., """'!'"unJni ,,n rnch D1smbut1on Dare 
{I<> lacwme· l"llHl ,•1 Accrclcd Value as more ll;lly dc,cntied huc,n), un(,I such Bond, me 1cdecrncd m paid 

All of thc Series 200f Bonds arc expected to he issucd a, I urho Term Bnn(b (as defined hcrcin). The Series 2006 Bonds arc ,t1hJ<.:d lo 1cdemptiun m dCCordancc with the ~hcdulc 
o_l Sink.mg f-und !nstallmcnts where applicahk and pavmcnt on !he_rdatcJ l"llrho _lcrm Bond Mat_urity Dates (as ddined hcn:rn)_ The Aurho11ry ha~ co.-ui,mted to_appl;- a!! Surplus 
Cnllcc!in11'_(a<; defined her,.'.1n) tn pay J'urho Rcdcmpt,on,-, ol th~· Senc" 21)(Jf, Boll(h 111 accl>rdancc with lhc,r Paym,;nt Pri_nrilic, {a~ ddm..:d hcrcrn) A, ,1 c,m-;equencc. 1t 1s expected that 
paymc_n_t ol prinopal or Accreted Value of the Scnc» )006 Bunds will be suh,l,tn!l'.1lly ,;;u!icr than the ;,chedulcd Srnk111g i·und Jnsrallrncnls where appll~·;;l•k and Turho Term Bond 
\-1atunl1e:, th,.,rdnr. S"o payments will he m;idc with r,.>pcct to rhc Scrics 2nkiB hr,t Subordinate CABs, the Series 2{)(Jf,C Second SuhorJi1111lc (. Alh and the Sencs 20061) Third 
Suh(lrdinalc C/\Bs bdorc lhc Senior Bond~ arc paid ur n.:Jc,·nwd in lulL .\,o p;;yrn..:nts will he maJe with respect lo lhc Series 2006C Second Suhordinalc CAB, (lr the Serie, 200(,[) ThirJ 
Suhordrn;;tc C/\1:b hdorc 1hc Senior Bonds and the Serw, :'(~lf>B First SuhordrnH(C ( 'Alh arc paid or n:dccml!d in full. '.\lo payment~ will he• madc u.1rh 1.;sped to th<: S<:ric~ 20061) Third 
Suhordin;;tc C,\B~ hdorc lhe Senior Bond~. the S,:ri,·~ 2(¥1(,R Fir~r Suhu1drna1<: l'ABs and the Series 2006(' Second Suhordrna!v CA[h arc pa;d ,,1 rcd<:cmcd m full. 

A failure hy !hc Auth\llll} w pay 1nl<:rtm on Of prmopal. "r Accrelt'd Value_. a, dpplicahk. ,1l the Scmn1 B,mds. wh,;n dt:c_ w,ll c.m,11tu1<; an h,nn ,,f_Dd~ul! uudcr the lnJcntmc A 1·a11urc hy 
the Au:hu-:-iry \<l pay Accreted Value ol th<c Ser,.:, .,_:h)68 Hr.,!_ Suho:dinat~ ( ABs, 111~ s~ne~ 21~16(' ScnmJ St11'urdma1e ( AH~. the c\ertc> '.'lk•6D !11i1d Suhordm,itc CABs or ,my A<id;l!<>JJal Sut,,,rdina:<c 
lhnHls, wh~n due. w1ll i,01 rn ist,wk sa11 l::.vent d DetHult :.JIH.let th~ lnd~nlun:. h11t "'Ill re,ult ,n a ~ulvinlrnalc P;,ymen1 lklau!t (ao dei1ncd herein\ which gh--.:, nsc 1,,_cat;,1:i ngh'.o and 1<cm<cd1cs111tn 
Su11m Ho11.J~ a1c nu !<'njscr Cut.st1rnd1n,:, fmlur,: w pay S,n.kmg t·und ln,1;dmcnt, whnc appl1cahk 01 l\.nl>o Redcmpt1<1ns on Turbo Tum Bond~ will 11,ll (nmt'1Uk ,1!1 tn:nl of DcLwl\ (ll :, SuhordmaLe 
Paymcnt Ddault ur:dc1 lh,' hJentu,c The rating, for the ScritiS 2006 Bonds address onl,-- (i) the payme11t ofi11ten.,;I nn Ou: Scrit·, 2110(, Bonds, "°hen due, and (ii) lhe payment of pri_ocipal or Ancrelt·d 
Valu<' of S,•ries 2006 Bonds 1:,,-- thdr Maturity Dales. The r.iting.~ do mil addrc~s the pa,--mcnt of Sinl.i11g l'nnd lnslallmenls un Serie, 2006 Bonds or Turho Redemptiom. Sec .. RA'f l"it;S'' heri,i11. 

Thc Serie, /i~>f, Hor,d, ar,: ,ubwct lo 1ctlcmp1i,1n, rnclu<ling o,n~ing fund rcd~mp11on, h11l><1 !,kdcmpt1u11, <'f'l"mal 1cdcmpt1<1n, rmmJatPry cle~n Ljl ca'I, w1d ;\trn!lrdmmy prcpaym,·nt, all"' 
dc~cnlwd ~e1c1n 

J'he Senc, 2•lilt, Hon<!, ,J!c berng rc,1fk:~d n11ly in Aulhmi,cd D~n<1m:nation., (a, dcfined hcr<ctn) Upon pm,;lrn,c of w1y "! thc Sci 1.:s 20!160 Third Subordinate CA[h. a pu--c 1a<n will he dccm<cd 
!<1 hHvc :·-,p,,,,u11c.J that :I :, a Oualificd ln>l!tu!1<l!1i1i Buyer and that 11 ha., hnldrnp am,mniing :n al .ca,t $] ,!)(l!IJ#•() 11: Ac,c1ctcJ Value 11! Maturity Date of S,·r1c~ '.'.0116 Bond, 1h3t me nol un rcnt:v _raicJ 
III an ln~e,!•1:ent G1 ,1de rn:m ' c;aegnry hy at !ca,t c;nc· n_at1<,.1,1lly n·c"gnafcd 1 ~!mg agency; pwvi<l~J. h,,wevcr. rhm 1 hc::e real nr110m on :he !r,111,k.- or p:m.::h0,c qf th~ _Sc nee 100(,::) TlrnJ S1.,t,,>1urnutc 
C/\Bs ohall n,H b,: aprl,cnbk a: ,;uch 1n•1c a, 1hi: Si:~ic, 2<lU6D Th11d SL.bmdm,ttc ("ABs ;,r~ aMignnl a rntlll/\ m ~n ··,mc,1mcnL !-'-'"J,·" ,~:"'1" ca\cg,,ry h:,- d! lea,· rn;s; ,1auonilil:,- rcc,,gn!!cU raung agrncy 
Se, "RISK FACI'URS L1mita:i,rna nn T\an,:'ernh1li1y .. her,:m 

Scc "'RISK FA( !ORS' fo1 a J1,cu.s,1011 <>1 cnrnm factors that should f'c cnn,1dnc-d rn c<1nnn·1,un w,1h an 111•ntm.011t in the Series 2l!l!f. Bondo 

Sc~- ln,1dc Fwm C,,vi:r lrn Matuiily Sd,eduk. 
Pnnr1pa: Amoun1,. !nkrnt R,,tc-,. P,1ccs, Y1cl~,, P1,,1c,ted Tu1(,o Rcdcmp1wn Dai:, and Avcrage Live, 

This con:,r pa~ contain, information for qnitk rcfon,,..:c only. It is not a snmnrary uftttis i~suc. lnvc~or~ mll\1 read lffl.• enlire O!fcrini: Circular to obtain infornration essential to makinj! an informed 
in~cshn~·nt d,..:i~inn. 

The Srn,•1 20()(-, H,m,f.> NI' o_!f1·red ><hen. m and if 1.1·s11ed and i/U'epled h_r the Und1'rwn1n,, mhi,'d lo thPuppmrnl aj, 11!11fil~ h~ Orrick, lfrrrinK{o/1 ,\' ,\11td1_!fr [JI! l,r!,\ ilngeln, ( alif,,mw, tLS Band 
('oumel t,, the Autlwrity ('enmn i1'J;:tl maU.'rs ,n1h respe,·1 /0 the l1u1hon1v. tilr !J,,m,c,,ermul the ("mmtv will he p,1.1·sed upon bv (",,unr_v ( ·,mnwl mu! Ormk. !frrnngum & Sutdijfe J,{J'. ("enain frP.al matter.· 
will he puxreti up1,nfonh1• r:ri_denvrita.> he ihnr unm.,el. fla 1vkin.1 /)r/i1firld & \jinod III'. Los !ln1;dcs. Callfomw. ft is n:pectcd 11!11! lhe Saw.; 200ti ffon;/.1· wi/1 in a111iiaNefor de!frerv in hook-nun farrn 
on!v lhmugh the /anlmrs oJ , he nepn,1·11dr\' Ji'usr C,1mp,mr. Nrw Y,1rk. ,'1,,•w 'rork nn ur ahm,I Mar 3/, 20116 

Citigroup 
Merrill Lynch & Co. 

Bear, Stearns & Co. Inc. 

Goldman, Sachs & Co. 
Siebert Brandford Shank & Co., LLC 
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$583,630,660.45 

TOBACCO SECURITIZATION AUTHORITY OF SOUTHERN CALIFORNIA 
Tobacco Settlement Asset-Backed Bonds 

Sl 11.860.000 

S 186,440.000 

5236,310,000 

(San Diego Connty Tobacco Asset Securitization Corporation) 

MATVRITY SCHEDt:LE 

$534,610,000 
Series 2006A Senior Current Interest Bonds 

(Turbo Term Bonds) 

4.75% Turbo Term 13onds due June 1, 2025 

Projected rinal Turbo Redemption Dale: June 1, 2016* 
Projected Average Life: 5.9 years* 

CUS!Pt 888804A W l 

Turbo Term Bonds due June l, 2037 

Projected Final Turbo Redemption Date: June I, 2024* 
Projected Average Life: 14.5 years* 

CUSIPt 888804AX9 

5.125':lo Turbo Term Bonds due June 1, 2046 

Projected Final Turbo Redemption Date: June I, 2029 * 
Projected Average Life: 21.1 years* 

CUSIPt 888804A Y7 

Yield 4.85% 

Yield 5.30% 

Yield 5.40% 

Assumes Turbo Redemptions arc made based on the receipt of Collections (as defined herein) in accordance with the Global Insight Base Case forecast and 
other structuring assumptions. Sec '"SLM MARY OF BOND STRlJCTCRING ASSUMPTIONS AND AMORTIZATION" hcrcm. No assurance can be 
givt:n that these structuring assumptions will be realized. 

Copyright 2006, American Rankers Association. CUSIP data herein arc provided by Standard & Poor's CUSIP Service Bureau, a Division of the r-..1cGraw· 
Hill Companies, Inc. The CUSIP numbers listed above arc being provided solely for the convenience of Bondholders only at the time of issuance of the 
Series 2006 Bonds and none of the County, the Au1hority, the Borrower or the Underwriter can make any representation with respect to such numbers or 
undertake any responsibility for their accuracy now or at any time m the future. The CUSIP number for a specific maturity is subject to being changed after 
the issuance of the Series 2006 Bonds as a result of procurement of secondary market portfolio insurance or other similar enhancement by investors that is 
applicable to all or a portion of certain maturities of tht: Series 2006 Bonds. 
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MATt:RITY SCHEDULE 
(Continued) 

$19,769,609.60 
Series 20068 First Subordinate CABs 

(Turbo Term Bonds) 

Initial 
Principal 
Amount 

per $5,000 Approxilnate Projected 
Accreted Yield to Final Turbo Projected 

Maturity Date Initial Principal Value at Maturity Maturity Redemption Average 
(June l) A.mount Malurity Date Value* Date Date** Life** CCSIPt 

2046 519,769,609.60 $426.40 $231.820,000 6.25o/o June I, 2031 24.3 888804AZ4 

$8,685,657.00 
Series 2006C Second Subordinate CABs 

(Turbo Term Bonds) 

Initial 
Principal 
Amount 

per 55,000 Approximate Projected 
/\ccretcd Yield to Final Turbo ProJected 

Maturity Date Initial Principal Value at Maturity Maturity Redemption Average 
(June I) Amount Maturity Dale Value* Date Date** Life** CUSIPt 

2046 $8,685,657.00 $402.30 S l 07 ,950,000 6.40% June l. 2032 25.7 888804BA8 

$20,565,393.85 
Series 2006D Third Subordinate CABs 

(Turbo Term Bonds) 

Initial 
Principal 
Amount 

per 55,000 Approximate Projected 
Accreted Yield to Final Turbo Projected 

Maturity Date Imtial Principal Value at Maturity Maturity Redemption Average 
(June [) Amount Maturity Date Value* Date Date** Life** CUSH'+ 

2046 520,565,393.85 $306.85 $335,105,000 7.10% June I, 2035 27.6 888804BB6 

Rcprc~cnts Accreted Value at the Maturity Date. However. Turbo Redemptions will be made in accordance with the Payment rriorities (as defined herein) 
to the extent of available Surplus Collections {as defined herein) al the Accreted Value calculated as of the Redemption Date. 

Assumes Turbo Redcrr1ptions are made based on the receipt of Collections (as defined herein) in accordance with the Global Insight Base Case Forecast and 
other structuring a.c,sumptions. Sec "SUl\,tl\1ARY OF BOND STRUCTURING ASSCtv1PTIONS AND AMORTIZATION" herein. No assurance can be 
given that these structuring assumptions will be realized. 

Copyright 2006, Amer can Banken,, Association. CUSIP data herein arc provided by Standard & Poor's CUSIP Service Bureau, a Division of the McGraw
Hill Companies, Inc The CUSIP numbers listed above are being provided solely tbr the convenience of Hondholden; only at the time of issuance of the 
Series 2006 Bonds and none of the County, the Authority, the Borrower or the Underwriter can make any representation with respect to such numbers or 
undertake any responsibility for their accuracy now or at any tim(; in the future. The CUSIP number for a specific maturity is subject to being changed after 
the issuance of the Serles 2006 Bonds as a result of procurement of secondary market portfolio insurance or other similar enhancement by investors that is 
applicable to all or a p(1rliun of certain maturities of the Series 2006 Bonds. 



THE t:NDERWRITERS PARTICIPATING IN THIS OFFERING MAY ENGAGE I', 
TRANSACTIONS THAT STABILIZE OR MAINTAIN THE PRICE OF THE SECURITIES AT A 
LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET OR 
OTHERWISE AFFECT THE PRICE OF THE SECURITIES OFFERED HEREBY, INCLUDING 
OVER - ALLOTMENT AND STABILIZING TRANSACTIONS. SUCH STABILIZING, IF 
COMMENCED, MAY BE DISCONTINt:ED AT ANY TIME. 

NO DEALER, BROKER, SALESPERSON OR OTHER PERSON IS AUTHORIZED IN 
CONNECTIOl\ WITH ANY OFFERING MADE HEREBY TO GIVE ANY INFORMATION OR 
MAKE ANY REPRESENTATION OTHER THAN AS CONTAINED HEREIN, AND, IF GIVEN OR 
MADE, SUCH INFORVIATION OR REPRESENTATION MUST NOT BE RELIED UPON AS 
HAVING BEEN AUTHORIZED BY THE AUTHORITY, THE BORROWER, THE COUNTY OR 
THE UNDERWRITERS. THIS OFFERING CIRCULAR DOES NOT CONSTITt:TE AN OFFER TO 
SELL, OR A SOLICITATION OF AN OFFER TO Bt:Y, ANY OF THE SECURITIES OFFERED 
HEREBY BY ANY PERSO!'.' IN ANY JURISDICTION IN WHICH IT IS UNLAWFUL FOR SUCH 
PERSON TO MAKE SUCH AN OFFER OR SOLICITATION. 

THERE CAN BE NO ASSURANCE THAT A SECONDARY MARKET FOR THE SERIES 
2006 BONDS WILL DEVELOP OR, IF ONE DEVELOPS, THAT IT WILL CO!'.'TINUE FOR THE 
LIFE OF THE SERIES 2006 BO:'iDS. 

The information set forth herein has been furnished by the Authority, the Borrower and Global Insight 
(herein defined) and includes information obtained from other sources, all of which are believed to be reliable. 
Information concerning the tobacco industry and industry participants has been obtained from certain publicly 
available information provided by certain participants and certain other sources. See "CERTAIN 
INFORMATION RELATING TO THE TOBACCO INDUSTRY." The tobacco industry participants have 
not provided any information to the Authority, the Borrower or the County for use in connection with this 
offering. In certain cases, tobacco industry information provided herein (such as market share data) may be 
derived from sources that are inconsistent or in conflict with each other. The Authority, the Borrower and the 
County have not independently verified the information under the caption "CERTAIN INFORMATION 
RELATING TO THE TOBACCO INDUSTRY"; the Authority, the Borrower and the County cannot and do 
not warrant the accuracy or completeness of this information. The information contained under the captions 
"GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" and "GLOBAL INSIGHT POPULATION 
REPORT" and in the Global Insight Cigarette Consumption Report attached as Appendix A hereto and the 
Global Insight Population Report attached as Appendix B hereto have been included in reliance upon Global 
Insight as an expert in econometric forecasting, and has not been independently verified by the Authority, the 
Borrower, or the County. 

The information and expressions of opinion contained herein arc subject to change without notice and 
neither the delivery of this Offering Circular nor any sale made hereunder shall, under any circumstances, 
create any implication that there has been no change in the affairs of the Authority, the Borrower or the 
County, in the matters covered by the reports of Global Insight attached hereto as Appendix A and Appendix B 
to this Offering Circular, or tobacco industry information, since the date hereof, or that the information 
contained in this Offering Circular is correct as of any date subsequent to the date hereof. Such information 
and expressions of opinion are made for the purpose of providing infonnation to prospective investors and are 
not to be used for any other purpose or relied on by any other person. 

This Offering Circular contains forecasts, projections and estimates that are based on current 
expectations or assumptions. In light of the factors that may materially affect the amount of Collections 
(herein defined) (see "RISK FACTORS," "LEGAL CONSIDERATIONS," "SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT," 'THE CALIFORNIA CONSENT DECREE, THE MOU, THE ARIMOU 
AND THE CALIFORNIA ESCROW AGREEMENT," "GLOBAL INSIGHT CIGARETTE CONSUMPTION 
REPORT" and "GLOBAL INSIGHT POPULATION REPORT"), the inclusion in this Offering Circular of 
such forecasts, projections and estimates should not be regarded as a representation by the Authority, the 
Borrower. the County, Global Insight or the Underwriters that such forecasts, projections and estimates will 



occur. Such forecasts, projections and estimates are not intended as representations of fact or guarantees of 
results. 

If and when included in this Offering Circular, the words "expects," "forecasts," "projects," "intends," 
"anticipates,'' "estimates," "assu1nes" and analogous expressions are intended to identify forward-looking 
statements and any such statements inherently are subject to a variety of risks and uncertainties that could 
cause actual results to differ materially from those that have been projected. Such risks and uncertainties 
include, among others, general economic and business conditions, changes in political, social and econo1nic 
conditions, regulatory initiatives and compliance with governmental regulations, litigation and various other 
events, conditions and circumstances, many of which are beyond the control of the Authority, the Borrower 
and the County. These forward-looking statements speak only as of the date of this Offering Circular. The 
Authority, the Borrower and the County disclaim any obligation or undertaking to release publicly any updates 
or revisions to any forward-looking statement contained herein to reflect any changes in the Authority's, the 
Borrower's, or the County's expectations with regard thereto or any change in events, conditions or 
circumstances on which any such statement is based. 

THE SERIES 2006 BOl'.DS HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE 
lJ.S, SECURITIES Al'.D EXCHANGE COMMISSION, A:IIY ST A TE SECt:RITIES COMMISSI0:11 
OR ANY OTHER REGULATORY AGE'.\CY, NOR HAS ANY OF THE FOREGOING PASSED 
UPON THE ACCURACY OR ADEQUACY OF THIS OFFERING CIRCULAR. Al'.Y 
REPRESENTATION TO THE COl'.TRARY IS A CRIMI:IIAL OFFENSE. 

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

This Sumn1ary Statement is subject in all re.,71ects to more complete inj(;rmation contained in this 
Offering Circular and should not be considered a complete statement ol the facts material to making an 
investment de..::ision. The (~{fering of the Series 2006 Bonds to J><Jtential investors is made only by means oj'the 
entire Offering Circular. Capitalized terms used in this Summary Statement and not otherwise defined shall 
have the n1eanings given such terms in the Indenture or Purchase and S~ale .4greement, as applicable. S~ee 
Appendix F "SUMMARY OF PRINCIPAL LEGAL DOCUMENTS- Definitions" attached hereto. 

Overview.......................................... The Tobacco Securitization Authority of Southern California (the 
"Authority") is issuing its Series 2006 Bonds (as defined herein) to 
fund the Authority·s loan to the San Diego County Tobacco Asset 
Securitization Corporation, a California nonprofit public benefit 
corporation (the "Borrower.,), pursuant to a Secured Loan Agreement, 
dated as of May 1, 2006 (the "Loan Agreement"), between the 
Authority and the Borrower. The Series 2006 Bonds will be issued 
pursuant to an Indenture, as supplemented by a Series Supplement, 
each dated as of May I, 2006 (collectively. the "Indenture'), between 
the Authority and The Bank of New York Trust Company, N.A., as 
trustee (the 'Trustee"). 

The Series 2006 Bonds are primarily secured by a portion of tobacco 
settlement revenues ("TSRs") required to be paid to the State of 
California (the "State") under the Master Settlement Agreement (the 
"MSA") entered into by participating cigarette manufacturers (the 
"PMs"), 46 states and six other U.S. jurisdictions, in November 1998 
in settlement of certain cigarette smoking-related litigation and made 
payable to the County of San Diego (the "County") pursuant to 
agreements with the State and other parties. See "SECURITY FOR 
THE SERIES 2006 BONDS" herein. The "County Tobacco Assets" 
are the right, title and interest of the County in, to and under the MSA 
and the Memorandum of Understanding (the "MOL'"), as agreed to by 
the State and the Participating Jurisdictions (described below), as 
provided in the Agreement Regarding Interpretation of Memorandum 
of Understanding (the "ARIMOU") and the Consent Decree (as 
defined herein) including the County's share of Initial Payments, 
Annual Payments and Strategic Contribution Fund Payments received 
from and after January 4, 2002. The County sold the County Tobacco 
Assets to the Borrower pursuant to a Purchase and Sale Agreement 
dated as of December I, 2001, by and between the County and the 
Borrower (the "Purchase and Sale Agreement"). The Purchase and 
Sale Agreement remains in full force and effect. 

The Borrower purchased the County Tobacco Assets by means of a 
loan of the proceeds of the Authority's Tobacco Settlement Asset
Backed Bonds, Series 2001A and 2001B (the "2001 Bonds"). A 
portion of the proceeds of the Series 2006 Bonds will be used to 
advance refund all of the outstanding 2001 Bonds. See "PLAN OF 
REFUNDING" and "ESTIMATED SOURCES AND USES OF 
FUNDS" herein. 
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Use of Proceeds............................... The proceeds of the Series 2006 Bonds will be loaned to the Borrower 
pursuant to the Loan Agreement between the Authority and the 
Borrower. The Borrower will apply the loan proceeds, together with 
other available funds, to (i) refund all of the Authority's outstanding 
2001 Bonds; (ii) fund a Senior Liquidity Reserve Account for the 
Series 2006 Senior Bonds (the "Senior Liquidity Reserve Account"); 
(iii) make a deposit into the Capitalized Interest Subaccount 
established under the Indenture (the "Capitalized Interest 
Subaccount"), (iv) make a deposit into the Operating Account 
established by the Indenture (the "Operating Account"), and (v) pay 
the costs of issuance incurred in connection with the issuance of the 
Series 2006 Bonds. In addition, the County has requested that the 
Borrower make a grant to the County to be used for the benefit of the 
County and its residents and the Borrower has approved such request. 

The Authority................................... The Authority is a public entity created by a Joint Exercise of Powers 
Agreement. dated as of September 19. 2001, as amended and restated, 
by and between the County and the County of Sacramento ( each, a 
"Local Agency"). The Authority is a separate entity from the Local 
Agencies and its debts, liabilities and obligations do not constitute 
debts, liabilities and obligations of the Local Agencies. 

The Series 2006 Bonds do not constitute a charge against the general 
credit of the Authority or any of its Local Agencies, including the 
County. and under no circumstances shall the Authority or any Local 
Agency, including the County, be obligated to pay Turbo 
Redemptions, interest on and principal or Accreted Value of the Series 
2006 Bonds. except from the Collateral pledged therefor under the 
Indenture. Neither the credit of the State, nor any public agency of the 
State (other than the Authority), nor any Local Agency of the 
Authority, including the County, is pledged to the payment of the 
Series 2006 Bonds. The Series 2006 Bonds do not constitute a debt, 
liability or obligation of the State or any public agency of the State 
(other than the Authority) or any Local Agency of the Authority, 
including the County. The County is under no obligation to make any 
payments on the Series 2006 Bonds. 

The Borrower................................... The Borrower is a special purpose nonprofit public benefit corporation 
organized under the California Nonprofit Public Benefit Corporation 
Law. 

The County...................................... The County of San Diego is a political subdivision in the State of 
California and is a separate entity from the Authority and the 
Borrower. 

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

statutes, including two cases ( Grand River, in which the Attorney 
General of the State is a defendant, and Freedom Holdings, discussed 
in "RISK FACTORS" herein), that are pending in the U.S. District 
Court for the Southern District of New York. The plaintiffs in both 
cases seek, inter alia, a determination that state statutes enacted 
pursuant to the MSA conflict with and are preempted by the federal 
antitrust laws and that state statutes enacted pursuant to the MSA 
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violate the Commerce Clause of the U.S. Constitution. A 
determination that the MSA or state legislation enacted pursuant to the 
MSA is void or unenforceable would have a materially adverse effect 
on the payments by PMs under the MSA and the amount or the timing 
of receipt of TSRs available to the Authority to make payments with 
respect to the Series 2006 Bonds, including payments of Turbo 
Redemptions, interest on or principal or Accreted Value of the Series 
2006 Bonds, and could result in the complete loss of a Bondholder's 
investment. See "RISK FACTORS" and "LEGAL 
CONSIDERATIONS" herein. 

Master Settlement Agreement.......... The MSA was entered into on November 23, J 998, among the 
attorneys general of 46 states (including the State), the District of 
Columbia, the Commonwealth of Puerto Rico, Guam, the U.S. Virgin 
Islands, American Samoa and the Commonwealth of the J\iorthem 
Mariana Islands (collectively, the "Settling States") and the then four 
largest U.S. tobacco manufacturers: Philip Morris Incorporated 
("Philip Morris"), R.J. Reynolds Tobacco Company ("Reynolds 
Tobacco"), Brown & Williamson Tobacco Corporation ("B&W") and 
Lorillard Tobacco Company ("Lorillard""). Philip Morris, Reynolds 
Tobacco, B& W and Lorillard are collectively referred to as the 
"Original Participating Manufacturers·· or the "OPMs"). On 
January 5, 2004, Reynolds American Inc. ("Reynolds American") 
was incorporated as a holding company to facilitate the combination of 
the U.S. assets, liabilities and operations of B& W with those of 
Reynolds Tobacco. References herein to the "Original Participating 
Manufacturers" or "OPMs" means, for the period prior to June 30, 
2004, collectively, Philip Morris, Reynolds Tobacco, B&W and 
Lorillard and for the period on and after June 30, 2004, collectively 
Philip Morris, Reynolds American and Lorillard. As reported by the 
OP Ms, the OPMs accounted for approximately 86.1 'Yot of the U.S. 
domestic cigarette market in 2005, based upon shipments. 

The MSA resolved cigarette smoking-related litigation between the 
Settling States and the OPMs and released the OPMs from past and 
present smoking-related claims and provides for a continuing release 
of future smoking-related claims, in exchange for certain payments to 
be made to the Settling States (including Initial Payments, Annual 
Payments and Strategic Contribution Fund Payments as defined 

t Market share information for the OPMs based on domestic industry shipments may be materially different from 
Relative Market Share for purposes of the MSA and the respective obligations of OP Ms to contribute to Annual 
Payments and Strategic Contribution Fund Payments. See "SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT - Annual Payments" herein. Additionally, aggregate market share information as reported by 
Loews Corporation is ditTcrent from that utilized in the bond structuring assumptions and may differ fro1n the 
market share information as reported by the OPMs for purposes of their filings with the Securities and 
Exchange Commission. See "SUMMARY OF BOND STRUCTURING ASSUMPTIONS AND 
AMORTIZATIOI\" and "CERTAIN INFORMATION RELA Tll\G TO THE TOBACCO Il\DUSTR Y" herein. 
The aggregate market share information used in the Cash Flow Assumptions may differ materially from the 
market share information used by MSA Auditor in calculating the adjustments to Annual Payments and 
Strategic Contribution Fund Payments. See "SUMMARY OF THE MASTER SETTLEMENT AGREEME;s;T 
- Adjustments to Payments" herein. 
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herein), and imposed certain tobacco advertising and marketing 
restrictions on the OPMs, among other things. The MSA represents 
the resolution of a large potential financial liability of the OPMs for 
smoking-related injuries, the costs of which have been borne and will 
likely continue to be borne by cigarette consumers. The Authmity, the 
Borrower and the County are not parties to the MSA. 

The MSA provides for tobacco companies other than the OPMs to 
become parties to the MSA. Tobacco companies that become parties 
to the '.\1SA after the OPMs are referred to herein as "Subsequent 
Participating Manufacturers" or "SPMs" and the SPMs, together 
with the OPMs, are referred to herein as the "Participating 
Manufacturers" or "PMs." Tobacco companies that do not become 
parties to the MSA are referred to herein as "Non-Participating 
Manufacturers" or "NPMs." Under the MSA, the State is entitled to 
12.7639554% of the Initial Payments and Annual Payments and 
5.1730408% of the Strategic Contribution Fund Payments made by 
PMs under the MSA and distributed through the National Escrow 
Agreement, entered into on December 23, 1998 (the "National 
Escrow Agreement"), among the Settling States, the OPMs and 
Citibank, N.A., as escrow agent thereunder (the "MSA Escrow 
Agent"). 

Payments Pursuant to the MSA ....... Under the MSA, the OPMs are required to make the following 
payments to the Settling States; (i) five initial payments, all of which 
have been made (the "Initial Payments"), (ii) annual payments (the 
"Annual Payments") which are required to be made annually on each 
April 15, having commenced April 15, 2000, and continuing in 
perpetuity in the following base amounts (subject to adjustment as 
described herein): 

Year Base Amountt Year Base Amount+ 
2000 $4,500,000,000 2010 SS, 139 ,000,000 
2001 5,000,000,000 2011 8.139,000,000 
2002 6,500,000,000 2012 8, 139,000,000 
2003 6,500,000,000 2013 8, 139,000,000 
2004 8,000,000,000 2014 8,139,000,000 
2005 8,000,000,000 2015 8, 139,000,000 
2006 8,000,000,000 2016 8,139,000,000 
2007 8, 000,000,000 2017 8,139,000,000 
2008 8, 139,000,000 2018 9,000,000,000 
2009 8, 139,000,000 thereafter 9,000,000,000 

and (iii) ten annual payments in the amount of $861 million each, each 
of which is subject to adjustment ( the "Strategic Contribution Fund 

t As described herein. the base amounts of Annual Payments are subject to various adjustments which have 
resulted in reduced annual payments in certain prior years. See "SUMMARY OF MASTER SETTLEMENT 
AGREEMENT - Annual Payments" and "RISK FACTORS - Other Potential Payment Decreases Under the 
Terrns of the MSA - Disputed or Recalculated Payments and Disputes under the Terms of the MSA" herein. 
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Payments''), required to be made on each April 15 commencing 
April 15, 2008 and ending April 15, 2017. 

See "SUM'.\IIARY OF THE '.\IIASTER SETTLEMENT AGREE'.\IIENT 
- Initial Payment," " Annual Payments" and "· Strategic 
Contribution Fund Payments" herein. 

Under the MSA, each OPM is required to pay an allocable portion of 
each Annual Payment and Strategic Contribution Fund Payment based 
on its respective market share of the U.S. cigarette market during the 
preceding calendar year, in each case, subject to certain adjustments as 
described herein. Each SPM has Annual Payment and Strategic 
Contribution Fund Payment obligations under the MSA (separate from 
the payment obligations of the OPMs) according to its market share 
only if its market share exceeds the higher of its 1998 market share or 
125% of its 1997 market share. The SPMs have no payment 
obligation with respect to the Initial Payments under the MSA. The 
payment obligations under the MSA follow tobacco product brands if 
they are transferred by any of the PMs. Payments by the P'.\ils under 
the '.\IISA are required to be made to the MSA Escrow Agent, which is 
required, in turn, pursuant to the instructions of the '.\IISA Escrow 
Agreement, to remit an allocable share of such payments to the parties 
entitled thereto. 

Under the MSA, the Annual Payments and Strategic Contribution 
Fund Payments due under the MSA are subject to numerous 
adjustments, some of which may be material. Such adjustments 
include, among others, reductions for decreased domestic cigarette 
shipments, reductions for decreases in market share of PMs under 
certain circu1nstances, reductions on account of those states that settle 
or have settled their claims against the P'.\ils independently of the MSA 
and increases related to inflation in an amount of not less than 3% per 
year in the case of the Annual Payments. See "SUMMARY OF THE 
MASTER SETTLE'.\IIENT AGREEMENT Adjustments to 
Payments" and "RISK FACTORS - Other Potential Payment 
Decreases Under the Terms of the MSA - NPM Adjustment" and 
"Disputed or Recalculated Payments and Disputes under the Terms of 
the MSA" herein. The share of the TSRs constituting the County 
Tobacco Assets is further subject to reductions or increases to account 
for changes in the relative population of the County. See "RISK 
FACTORS Potential Payment Adjustments under the MOU and the 
ARIMOU" herein. 

Flow ofTSR Payments.................... When the County Tobacco Assets were sold to the Borrower in 
connection with the issuance of the 2001 Bonds, the California Escrow 
Agent ( defined below) was irrevocably instructed by the County to 
disburse the County Tobacco Assets from the California Local 
Government Escrow Account (defined below) directly to the trustee 
for the 200 I Bonds. In connection with the issuance of the Series 
2006 Bonds, the California Escrow Agent will be irrevocably 
instructed by the County to disburse the County Tobacco Assets from 
the California Local Government Escrow Account directly to the 
Trustee. See "THE CALIFORNIA CONSENT DECREE, THE '.\!IOU, 
THE ARIMOU AND THE CALIFORNIA ESCROW AGREEMENT 
- Flow of Funds and California Escrow Agreement" herein. 
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The California Consent Decree. 
the MOU. the ARIMOU and the 
California Escrow Agreement.. ..... On December 9, 1998, the Consent Decree and Final Judgment (the 

"Consent Decree") that governs the class action portion of the State's 
action against the tobacco companies was entered in the Superior 
Court of the State of California for San Diego County. The Consent 
Decree, which is final and non-appealable, settled the class action 
litigation brought by the State against the OPMs and resulted in the 
achievement of California State-Specific Finality under the :v!SA. 

Prior to the entering of the Consent Decree, the plaintiffs of certain 
pending cases agreed, among other things, to coordinate their pending 
cases and to allocate certain portions of the recovery among the State, 
its 58 counties (including the City and County of San Francisco), the 
Cities of San Jose, Los Angeles. San Diego and San Francisco (the 
"Participating Jurisdictions"). This agreement was memorialized in 
the MOU, by and among counsel representing the State and various 
counsel representing a number of the Participating Jurisdictions. Upon 
satisfying certain conditions set forth in the MOU and the ARIMOU, 
the Participating Jurisdictions are deemed to be "eligible" to receive a 
share of the Initial Payments, Annual Payments and Strategic 
Contribution Fund Payments, representing the TSRs, to which the 
State is entitled under the MSA. All of the Participating Jurisdictions 
under the MOU and the ARIMOU, including the County, have 
satisfied the conditions of the MOU and the ARIMOU and are eligible 
to receive their portion of the TSRs to which the State is entitled under 
the MSA. 

Under the MOU, 45% of the State's entire allocation of TSRs under 
the MSA are allocated to the Participating Jurisdictions, which are the 
State's 58 counties (including the City and County of San Francisco), 
5% to the four cities (including the City and County of San Francisco, 
which receives payments in both capacities) that are Participating 
Jurisdictions (1.25% each), with the remaining 50% being retained by 
the State. The counties' 45% share is allocated based on population, on 
a per capita basis as reported in the 1990 Official U.S. Decennial 
Census, as adjusted by the 2000 Official U.S. Decennial Census. 
Pursuant to the proportional allocable share provided in the MOU and 
the ARIMOU, based on adjustments made to reflect the 2000 official 
U.S. Decennial Census, the County is currently entitled to receive 
approximately 3. 738% of the total Statewide share of the TSRs. This 
percentage is subject to adjustments for population changes every ten 
years based on the U.S. Decennial Census as described herein. The 
TSRs arc subject to several adjustments as described herein. See "THE 
CALIFORNIA CONSENT DECREE, THE MOU, THE ARIMOU 
AND THE CALIFORNIA ESCROW AGREEMENT" herein. 

To set forth the understanding of the interpretation to be given to the 
terms of the MOU and to establish procedures for the resolution of any 
future disputes that may arise regarding the interpretation of the MOU 
among the State and the Participating Jurisdictions, the parties entered 
into the ARIMOU. 
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Under the :v!SA, the State's portion of the TSRs are deposited into the 
California State-Specific Account held by Citibank, N.A., as MSA 
Escrow Agent. Pursuant to the terms of the MOU, the ARIMOU and 
an Escrow Agreement dated April 12, 2000, as amended by the first 
amendment to escrow agreement, dated July 19, 2001 (the "California 
Escrow Agreement") between the State and Citibank, N.A., as 
California Escrow Agent (the "California Escrow Agent"), the State 
has instructed the MSA Escrow Agent to transfer ( upon receipt 
thereof) all amounts in the California State-Specific Account to the 
California Escrow Agent. The California Escrow Agent is required to 
deposit the State's 50% share of the TSRs in an account for the benefit 
of the State, and the remaining 50% of the TSRs into separate sub
accounts of an account for the benefit of the Participating Jurisdictions 
or as otherwise directed by the local jurisdiction (this account referred 
to herein as the "'California t.ocal Government Escrow Account''). 
Upon the sale of the County Tobacco Assets to the Borrower on 
January 4, 2002, the California Escrow Agent was irrevocably 
instructed by the County to disburse the County Tobacco Assets from 
the California Local Government Escrow Account directly to the 
trustee for the 200 I Bonds. In connection with the issuance of the 
Series 2006 Bonds, the California Escrow Agent will be irrevocably 
instructed by the County to disburse the County Tobacco Assets from 
the California Local Government Escrow Account directly to the 
Trustee. The MOU provides that the distribution of tobacco related 
recoveries is not subject to alteration by legislative, judicial or 
executive action at any level, and, if such alteration were to occur and 
survive legal challenge, any modification would be borne 
proportionally by the State and the Participating Jurisdictions. See 
"THE CALIFORNIA CONSENT DECREE, THE MOU, THE 
ARI'.\lOU AND THE CALIFORNIA ESCROW AGREEMENT" 
herein. 

Sale ofTSRs .................................... The County previously sold its right, title and interest in, to and under 
the MSA, the MOU, the ARlMOU and the Consent Decree, including 
the County's share of Initial Payments, Annual Payments and Strategic 
Contribution Fund Payments received from and after January 4, 2002 
(collectively. the "County Tobacco Assets"), to the Borrower pursuant 
to the Purchase and Sale Agreement. The Purchase and Sale 
Agreement remains in full force and effect upon and afier the issuance 
of the Series 2006 Bonds. See Appendix F - "SUMMARY OF 
PRJNClPAL LEGAL DOCUMENTS" attached hereto. 

Industry Overview........................... The three OPMs (Philip Morris, Reynolds American and Lorillard) are 
the largest manufacturers of cigarettes in the U.S., based on 2005 
domestic market share. The market for cigarettes is highly competitive 
and is characterized hy brand recognition and loyalty. See "CERTAIN 
INFORMATION RELATING TO THE TOBACCO INDUSTRY" 
herein. 

CigareHc Consumption.................... As described in the Global Insight Cigarette Consumption Report 
referred to below, domestic cigarette consumption grew dramatically 
in the 20th century, reaching a peak of 640 billion cigarettes in I 981. 
Consumption declined in the 1980's and 1990's, reaching a level of 
465 billion cigarettes in 1998, and decreased to an estimated 381 
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Global lnsight Cigarette 
Consumption Report ................. . 

billion cigarettes in 2005. A number of factors affect consumption, 
including, but not limited to, pricing, industry advertising, 
expenditures, health warnings, restrictions on smoking in public 
places, nicotine dependence, youth consumption, general population 
trends and disposable income. See ''GLOBAL INSIGHT 
CIGARETTE CONSUMPTION REPORT" herein and Appendix A -
"GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" 
attached hereto. 

Global Insight Inc. ("Global Insight"), an international econometric 
and consulting firm, was retained on behalf of the Authority to forecast 
cigarette consumption in the United States from 2004 through 2046. 
Global Insight's report, entitled "A Forecast of U.S. Cigarette 
Consumption (2004-2046) for Tobacco Securitization Authority of 
Southern California" dated May 26, 2006 (the "Global Insight 
Cigarette Consumption Report") is attached hereto as Appendix A 
and should be read in its entirety for an understanding of the 
assumptions on which it is based and the conclusions contained 
therein. The Global Insight Cigarette Consumption Report is subject to 
certain disclaimers and qualifications as described therein. See 
Appendix A - "GLOBAL INSIGHT CIGARETTE CONSUMPTION 
REPORT" attached hereto. 

Global Insight considered the impact of demographics, cigarette 
prices, disposable income, employment and unemployment, industry 
advertising expenditures, the future effects of the incidence of smoking 
among underage youth and qualitative variables that captured the 
impact of anti-smoking regulations, legislation and health warnings. 
Global Insight found the following variables to be effective in building 
an empirical model of adult per capita cigarette consumption: real 
cigarette prices, real per capita disposable personal income, the impact 
of restrictions on smoking in public places and the trend over time in 
individual behavior and preferences. Using data from l 965 to 2003 
and an analysis of the variables, Global Insight constructed an 
empirical model of adult per capita cigarette consumption ("CPC") for 
the U.S. Using standard multivariate regression analysis to determine 
the relationship between such variables and CPC along with Global 
Insight's standard adult population growth statistics and adjustments 
for non-adult smoking, Global Insight projected adult cigarette 
consumption through 2046. 

While the Global Insight Cigarette Consumption Report is based on 
U.S. cigarette consumption, MSA Payments are computed based in 
part on shipments in or to the fifty states, the District of Columbia and 
Puerto Rico. The Global Insight Cigarette Consumption Report states 
that the quantities of cigarettes shipped and cigarettes consumed within 
the U.S. may not match at any given point in time as a result of various 
factors, such as inventory adjustments, but are substantially the same 
when compared over a period of time. See "GLOBAL INSIGHT 
CIGARETTE CONSUMPTION REPORT" herein and Appendix A -
"GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" 
attached hereto. The projections and forecasts regarding future 
cigarette consumption included in the Global Insight Cigarette 
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Consumption Report are estimates which have been prepared on the 
basis of certain assumptions and hypotheses. No representation or 
warranty of any kind is or can be made with respect to the accuracy or 
completeness of. and no representation or warranty should be inferred 
from, these projections and forecasts. 

Global Insight Population Report.... Global Insight has also prepared a report entitled "A Forecast of 
Population (2000-2040) for Counties in California including San 
Diego County" dated May 26, 2006 (the "Global Insight Population 
Report"). The Global Insight Population Report is attached hereto as 
Appendix B and should be read in its entirety for an understanding of 
the assumptions on which it is based and the conclusions contained 
therein. The Global Insight Population Report is subject to certain 
disclaimers and qualifications as described therein. See Appendix B -
"GLOBAL INSIGHT POPULATION REPORT" attached hereto. 

The Global Insight Population Report forecasts the percentage of total 
residents in the State who will reside in the County from 2000 through 
2040. Global Insight found the following variables to be relevant in 
building an empirical model of California population through 2040 by 
county and share of the total population: births, deaths, and migration 
(international, domestic and county to county). The projections and 
forecasts are based on assumptions regarding the future paths of these 
factors, as further described in the Global Insight Population Report. 
See "GLOBAL INSIGHT POPULATION REPORT" herein. No 
representation or warranty of any kind is or can be made with respect 
to the accuracy or completeness of, and no representation or warranty 
should be inferred from, these projections and forecasts. 

Collateral.......................................... The Series 2006 Bonds will be secured by the Authority's rights with 
respect to the Loan Agreement, the Corporation Tobacco Assets (as 
defined below) and certain moneys under the Indenture and such other 
assets and property described in the Indenture (the "Collateral"). 

Loan Agreement ............................. Pursuant to the Loan Agreement, the Borrower has pledged and 
assigned and granted a security interest in all right, title and interest of 
the Borrower in, to and under the following property, whether now 
owned or hereafter acquired: (a) the County Tobacco Assets purchased 
from the County, (b) to the extent permitted by law (as to which no 
representation is made) corresponding present or future rights, if any, 
of the Borrower to enforce or cause the enforcement of payment of 
such purchased County Tobacco Assets pursuant to the MOU and the 
ARIMOU, (c) the corresponding rights of the Borrower under the 
Purchase and Sale Agreement, and (d) all proceeds of any and all of 
the foregoing (collectively, the "Corporation Tobacco Assets"). 

Securities Otfored ............................ The "Series 2006 Bonds" consist of the "Series 2006A Senior 
Current Interest Bonds," the "Series 20068 First Subordinate 
CABs", the "Series 2006C Second Subordinate CABs" and the 
"Series 20060 Third Subordinate CABs." The Series 2006 Bonds 
will mature on the dates and bear or accrete interest at the respective 
rates per annum as described on the inside cover page of this Offering 
Circular and will be offered in Authorized Denominations. 
"Authorized Denominations" means: (I) with respect to the Series 
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Subordination of Series 2006B First 
Subordinate CABs, Series 2006C 
Second Subordinate CABs and 
Series 2006D Third Subordinate 
CABs ......................................... . 

2006A Bonds, $5,000 or any integral multiple thereof; (2) with respect 
to the Series 20068 First Subordinate CABs, denominations such that 
the Accreted Values thereof at the Man1rity Date are in the 
denomination of $5,000 or any integral multiple thereof; (3) with 
respect to the Series 2006C Second Subordinate CABs, denominations 
such that the Accreted Values thereof at the Maturiry Date are in the 
denomination of S5,000 or any integral multiple thereof, and (4) with 
respect to the Series 20060 Third Subordinate CABs, denominations 
such that the Accreted Values thereof at the Maturity Date are in the 
denomination of S 100,000 or any integral multiple of $5,000 in excess 
thereof. It is expected that the Series 2006 Bonds will be delivered in 
book-entry form through the facilities of The Depository Trust 
Company, New York, New York ("DTC"), on or about May 31, 2006 
(the "Closing Date"). Individual purchases of beneficial ownership 
interests may be made only in Authorized Denominations. Beneficial 
owners of the Series 2006 Bonds will not receive physical delivery of 
bond certificates. See APPENDIX G - "Book-Entry Only System" 
attached hereto. 

The Series 2006A Senior Current Interest Bonds (the "Series 2006 
Senior Bonds") and any Additional Bonds hereinafter issued pursuant 
to the Indenture as Senior Bonds (the ''Senior Additional Bonds") are 
collectively referred to herein as the "Senior Bonds." The Indenture 
also permits the issuance of Additional Bonds that are First 
Subordinate Bonds, Second Subordinate Bonds, and Third Subordinate 
Bonds, as well as Additional Subordinate Bonds, all as defined and 
described herein. See "Certain Definitions" below and "THE SERIES 
2006 BONDS" herein. 

The Series 2006 Bonds are limited obligations of the Authority, 
payable from and secured solely by the Collateral pledged under the 
Indenture. The Bondholders have no recourse to other assets of the 
Authority, including, but not limited to, any assets pledged to secure 
payment of any other debt obligation of the Authoriry related to its 
Local Agencies other than the Counry. Neither the Indenture nor the 
Series 2006 Bonds create an indebtedness or liabiliry of any Local 
Agency of the Authority, including the County, or of the State, for any 
purpose, including any constitutional or statutory limitations. The 
Authority's revenues are not funds of the County or of any other Local 
Agency. 

No payments will be made with respect to the First Subordinate 
Bonds, including the Series 20068 First Subordinate CABs, before the 
Senior Bonds are paid or redeemed in full. No payments will be made 
with respect to the Second Subordinate Bonds, including the Series 
2006C Second Subordinate CABs, before the Senior Bonds and the 
First Subordinate Bonds, including the Series 20068 First Subordinate 
CABs, are paid or redeemed in full. No payments will be made with 
respect to the Third Subordinate Bonds, including the Series 2006D 
Third Subordinate CABs, before the Senior Bonds, the First 
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Subordinate Bonds, including the Series 20068 First Subordinate 
CABs, and the Second Subordinate Bonds, including the Series 2006C 
Second Suhordinate CABs, are paid or redeemed in full. Even if there 
has been a Subordinate Payment Default (as defined herein), the 
Owners of the First Subordinate Bonds, including the Series 20068 
First Subordinate CABs, may not enforce the provisions of the 
Indenture for their benefit by appropriate legal proceedings unless or 
until the Senior Bonds are no longer Outstanding. Similarly, (i) the 
Owners of the Second Subordinate Bonds, including the Series 2006C 
Second Subordinate CABs, may not enforce the provisions of the 
Indenture for their benefit unless or until the Senior Bonds and the 
First Subordinate Bonds arc no longer Outstanding, and (ii) the 
Owners of the Third Second Subordinate Bonds, including the Series 
2006D Third Subordinate CABs, may not enforce the provisions of the 
Indenture for their benefit unless or until the Senior Bonds, the First 
Subordinate Bonds and the Second Subordinate Bonds arc no longer 
Outstanding. 

Limitations on Transferability............ The Series 20060 Third Subordinate CABs are rated below investment 
grade upon their issuance. The Series 20060 Third Subordinate 
CABs are being reoffered only in Authorized Denominations and may 
only be resold to "qualified institutional buyers" as such term is 
defined in Rule 144A under the Securities Act of 1933. In addition, 
each Owner of a Series 20060 Third Subordinate CAB wi II be deemed 
to have represented that at the time of the purchase it has holdings 
equal to at least Sl,000,000 Accreted Value at Maturity Date of Series 
2006 Bonds that are not currently rated in an Investment Grade rating 
category by at least one nationally recognized rating agency; provided, 
however, that these restrictions on transfer or purchase of the Series 
20060 Third Subordinate CABs shall not be applicable at such time as 
the Series 20060 Third Subordinate CABs are assigned a rating in an 
"investment grade" rating category by at least one nationally 
recognized rating agency. Any purchase of such Series 20060 Third 
Subordinate CABs that does not comport with the representation and 
agreement dcetned to be made pursuant to the Indenture will deprive 
such Owner or beneficial owner of any right whatsoever to enforce the 
provisions of the Indenture (any provision of the Indenture to the 
contrary notwithstanding). 

"Investment Grade" means a rating category without regard to 
modifiers from: (i) Moody's Investors Service ("Yloody's") of at least 
Baa; (ii) Standard & Poor's Ratings Services, a Division of The 
Y!cGraw-llill Companies, Inc. ("S&P") of at least BBB; or (iii) Fitch 
Inc. ("Fitch") of at least BBB. 

Certain Definitions.............................. The Series 2006A Senior Current I ntcrest Bonds and any Senior 
Additional Bonds (as defined herein) are collectively referred to herein 
as "'Senior Bonds. H 

"Additional Bonds" means Bonds, other than the Series 2006 Bonds 
and the Additional Subordinate Bonds, issued for refunding or any 
lawful purpose subject to the conditions set forth in the Indenture. 
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"Senior Additional Bonds" means Senior Bonds issued as Additional 
Bonds. 

"Additional Subordinate Bonds" means one or more Series of Bonds 
issued for any lawful purpose if there is no payment permitted for such 
Bonds until all previously issued Bonds are Fully Paid (as defined 
herein). 

"First Subordinate Bonds" means the Series 20068 First Subordinate 
CABs and Additional Bonds identified as First Subordinate Bonds in a 
Series Supplement. 

"Second Subordinate Bonds" means the Series 2006C Second 
Subordinate CABs and Additional Bonds identified as Second 
Subordinate Bonds in a Series Supplement. 

"Third Subordinate Bonds" means the Series 20060 Third 
Subordinate Bonds and Additional Bonds identified as Third 
Subordinate Bonds in a Series Supplement. 

"Bonds"' means the Series 2006 Bonds, any Additional Bonds and 
Additional Subordinate Bonds. 

"Current Interest Bond" means a Bond (including, as the context 
requires, a Convertible Bond on and after the applicable Conversion 
Date), the interest on which is payable currently on each Distribution 
Date. 

"Distribution Date" means each June I and December I, 
commencing on December l, 2006. 

"Senior Current Interest Bond" means a Current Interest Bond that 
is identified as a Senior Bond in a Series Supplement. 

"Capital Appreciation Bond" means a Bond ( including, as the 
context requires, a Convertible Bond prior to the applicable 
Conversion Date), the interest on which is compounded on each 
Distribution Date, commencing on the first Distribution Date after its 
issuance through (1) and including the Maturity Date or earlier 
redemption date of such Bond in the case of a Capital Appreciation 
Bond which is not a Convertible Bond, or (2) and excluding the 
Conversion Date or including any earlier redemption date in the case 
of a Convertible Bond. 

"Convertible Bond'. means a Capital Appreciation Bond which is 
deemed to be a Current Interest Bond after the applicable Conversion 
Date. 

"Conversion Date" means the date set forth in the applicable Series 
Supplement on and after which a Convertible Bond is deemed a 
Current Interest Bond and after which the Owners shall be entitled to 
current payments of interest on each Distribution Date. 
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Interest ........................................... . 

"Accreted Value" means, with respect to any Capital Appreciation 
Bond, an amount equal to the initial principal amount of such Bond, 
plus interest accrued thereon fro1n its date, compounded on each 
Distribution Date, commencing on the first Distribution Date after its 
issuance (through and including the Maturity Date or earlier 
redemption date of such Bond, or in the case of a Convertible Bond, 
through and excluding the applicable Conversion Date or through and 
including any earlier redemption date of such Bond) at the "original 
issue yield" for such Bond, as set forth in the related Series 
Supplement or in an exhibit thereto; provided, however, that the 
Authority shall calculate or cause to be calculated the Accreted Value 
on any date other than a Distribution Date set forth in the related Series 
Supplement or in an exhibit thereto by straight line interpolation of the 
Accreted Values as of the immediately preceding and succeeding 
Distribution Dates. The tem1 "original issue yield" means, with 
respect to any particular Bond, the yield to the applicable Maturity 
Date of such Bond from the initial date of delivery thereof calculated 
on the basis of semiannual compounding on each Distribution Date. 

"Bond Obligation" means, as of any given date of calculation, (a) 
with respect to any Outstanding Current Interest Bond, the principal 
amount of such Current Interest Bond, and (b) with respect to any 
Outstanding Capital Appreciation Bond, the Accreted Value thereof as 
of such date. 

The Series 2006 Bonds will bear or accrete interest at the respective 
rates per annum as described on the inside cover page of this Offering 
Circular and as further described herein. 

Interest on the Series 2006A Senior Current Interest Bonds will be 
payable on each Distribution Date, as further described herein. 

Interest on the Series 20068 First Subordinate CABs, the Series 2006C 
Second Subordinate CABs and the Series 2006D Third Subordinate 
CABs shall accrete from the dated date thereof and shall be 
compounded on each Distribution Date, commencing with the first 
Distribution Date after their issuance through and including the 
Maturity Date or earlier redemption date of such Bond, as further 
described herein. 

Interest on the Series 2006 Bonds is capitalized through December I, 
2006. 

Turbo Term Bonds .............................. The Series 2006 Bonds are all issued as Turbo Tenn Bonds. A failure 
by the Authority to pay interest when due, or any Serial Maturity or 
Turbo Term Bond Maturity of, any Senior Bond, when due, will 
constitute an Event of Default under the Indenture. A failure by the 
Authority to pay the Bond Obligation of the Series 20068 First 
Subordinate C:ABs, the Series 2006C Second Subordinate CABs, the 
Series 2006D Third Subordinate CABs or any First Subordinate 
Bonds, Second Subordinate Bonds, Third Subordinate Bonds or 
Additional Subordinate Bonds, by their maturity date, will not 
constitute an Event of Default, but will be a Subordinate Payment 
Default under the Indenture. 
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"Maturity Date" means, with respect to any Bond, the final date on 
which all remaining principal or Accreted Value of such Bond is due 
and payable. 

The ratings of the Series 2006 Bonds only address each Rating 
Agency's assessment of the ability of the Authority to pay interest 
when due and to pay principal or Accreted Value of the Series 
2006 Bonds by their respective Maturity Dates and do not address 
payment at any earlier time, whether from Turbo Redemptions or 
Sinking Fund Installments, as described herein or otherwise. See 
"RA TINGS" herein. 

Interest, principal or Accreted Value on the Series 2006 Bonds will be 
paid from Collections in accordance with their Payment Priorities. 
While the Senior Bonds are outstanding, interest on or any Serial 
Maturity or Turbo Term Maturity of any Senior Bond will be paid 
from the Senior Liquidity Reserve Account to the extent that 
Collections are insufficient therefor. 

Sinking Fund Installments.................. "Sinking Fund Installments" means each respective payment of 
principal or Accreted Value to be made on Turbo Term Bonds that are 
Senior Bonds scheduled to be made fro1n amounts availab)c therefor in 
the Senior Debt Service Account and the Partial Lump Sum Payment 
Account, as such schedule is set forth in a Series Supplement. 
Amounts in the Senior Liquidity Reserve Account are not available to 
make Sinking Fund Installments. Failure by the Authority to pay the 
Sinking Fund Installments when such Sinking Fund Installments are 
due will not constitute an Event of Default under the Indenture to the 
extent that such failure results from the insufficiency of available 
Collateral to make such payment therefor. 

Turbo Redemptions............................. Under the Indenture, 100% of all Collections which are in excess of 
the requirements for, among other things, the periodic funding of 
Operating Expenses, interest payments, Sinking Fund Installments, 
Turbo Term Bond Maturities and replenishment of the Senior 
Liquidity Reserve Account ("Surplus Collections") are applied to the 
mandatory redemption of the Series 2006 Bonds at the principal 
amount or Accreted Value thereof on each Distribution Date ( or 
special redemption date under the Indenture) in accordance with the 
Payment Priorities defined herein ("Turbo Redemptions"). Turbo 
Redemptions may also be made in accordance with the Payment 
Priorities from amounts on deposit in the Partial Lump Sum Payment 
Account with confirmation from each Rating Agency that no rating 
then in effect with respect to any Senior Bonds from such Rating 
Agency will be withdrawn, reduced or suspended. Amounts in the 
Senior Liquidity Reserve Account are not available to make Turbo 
Redemptions. The Trustee may specify a special redemption date for 
purposes of redeeming Turbo Term Bonds if amounts are available 
therefor pursuant to the Indenture and if the Trustee is instructed to do 
so by the Authority. "Turbo Term Bond Maturity" means the 
payment of principal or Accreted Value required to be made upon the 
Maturity Date of any Turbo Term Bond, as such schedule is set forth 
in a Series Supplement. 
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Failure by the Authority to make Turbo Redemptions will not 
constitute an Event of Default or a Subordinate Payment Default under 
the Indenture to the extent that such failure results from the 
insufficiency of available Collections to make such Turbo 
Redemptions. 

Payment Priorities............................... Unless an Event of Default has occurred, the Series 2006 Bonds are 
paid in the following order of priority (collectively, the "Payment 
Priorities"): (I) first, the Senior Bonds are Fully Paid in chronological 
order of Serial Maturities, Sinking Fund Installments and Maturity 
Dates therefor; (2) second, the First Subordinate Bonds are Fully Paid; 
(3) third, the Second Subordinate Bonds are Fully Paid; (4) fourth, the 
Third Subordinate Bonds are Fully Paid; and (5) fifth, any Additional 
Subordinate Bonds are Fully Paid in accordance with the provisions of 
the applicable Series Supplement. 

Within a Payment Priority, redemptions made under the Indenture will 
be credited as follows: (i) the amount of any Turbo Redemptions shall 
be credited against both Sinking Fund Installments and Turbo Terrn 
Bond Maturities for the Turbo Terrn Bonds in the order of priority and 
within a priority in direct chronological order as provided in the 
applicable Series Supplement; and (ii) the amount of any Sinking Fund 
Installments made shall be credited against Turbo Terrn Bond 
Maturities for the Turbo Terrn Bonds in the order of priority and 
within a priority in direct chronological order as provided in the 
applicable Series Supplement; provided, however, that Sinking Fund 
Installments scheduled for the same date shall be credited on a Pro 
Rata basis regardless of the maturity date of the related Tenn Bond 
Maturity. See Appendix F - SUMMARY OF PRINCIPAL LEGAL 
DOCUMENTS - INDENTURE" attached hereto. For a description of 
the Payment Priorities following an Event of Default see "Events of 
Default" below. 

A Bond shall be deemed "Fully Paid" only if: (i) such Bond has been 
canceled by the Trustee or delivered to the Trustee for cancellation, 
including but not limited to under the circumstances described in the 
Indenture; or (ii) such Bond shall have matured or been called for 
redemption and. on such Maturity Date or redemption date, money for 
the payment of the principal or Accreted Value of, redemption 
premium, if any, and interest on such Bond is held by the Trustee in 
trust for the benefit of the person entitled thereto; or (iii) such Bond is 
alleged to have been lost, stolen, destroyed, partially destroyed, or 
defaced and has been replaced as provided in the Indenture; or (iv) 
such Bond has been defeascd as provided the Indenture (whether as 
part of a defeasance of all orless than all of the Bonds). 

Senior Liquidity Reserve Account...... The Senior Liquidity Reserve Account will be established and 
maintained by the Trustee and initially funded from proceeds of the 
issuance of the Series 2006 Senior Bonds in an amount equal to 
S33,274,125.00 (the "Senior Liquidity Reserve Requirement"), 
which shall be maintained for so long as any Series 2006 Senior Bonds 
are Outstanding (and zero thereafter), which amount may (but is not 
required to) be amended upon the issuance of Senior Additional Bonds 
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in accordance with the applicable Series Supplement. 

Amounts in the Senior Liquidity Reserve Account will be available to 
pay interest on and Turbo Term Bond Maturities of Series 2006 Senior 
Bonds but will not be available for Sinking Fund Installments or Turbo 
Redemptions on such Bonds. Unless an Event of Default has occurred, 
while any Series 2006 Senior Bonds are outstanding, Collections ( to 
the extent available) will be used to replenish the Senior Liquidity 
Reserve Account to the Senior Liquidity Reserve Requirement. 

Optional Redemption.......................... The Series 2006A Senior Current Interest Bonds are subject to 
redemption at the option of the Authority ( I) in whole or in part at any 
time, but only in an amount that may not exceed the amount of the 
Projected Turbo Redemptions that were projected to be paid but, as of 
the date of such redemption, have not been paid with respect to such 
Turbo Term Bonds, and (2) in whole or in part on any date on or after 
June 1, 2014, from any Maturity Date selected by the Authority in its 
discretion and on such basis as the Trustee shall deem fair and 
appropriate, including by lot, within a Maturity Date, in either case at a 
redemption price equal to I 00% of the principal amount being 
redeemed, plus interest accrued to the redemption date. 

The Series 20068 First Subordinate CABS, the Series 2006C Second 
Subordinate CABs, and the Series 20060 Third Subordinate CABs arc 
subject to redemption at the option of the Authority (I) in whole or in 
part at any time, but only in an amount that may not exceed the amount 
of the Projected Turbo Redemptions that were projected to be paid but, 
as of the date of such redemption, have not been paid with respect to 
such Turbo Term Bonds, and (2) in whole or in part on any date on or 
after June l, 2014, from any Maturity Date selected by the Authority 
in its discretion and on such basis as the Trustee shall deem fair and 
appropriate, including by lot, within a Maturity Date, in either case at a 
redemption price equal to 100% of the Accreted Value on the 
redemption date. 

Other than as provided above, the Series 2006 Bonds shall be 
redeemable prior to maturity in accordance with their terms and the 
terms of the Indenture. 

If the Authority establishes a defeasance escrow for the Series 2006 
Bonds, then Turbo Term Bonds shall be retired in accordance with the 
Optional Redemption provisions described above, and in amounts that 
shall be determined by reference to the Projected Turbo Redemptions 
(see the chart under the caption "THE SERIES 2006 BONDS -
Projected Turbo Redemptions") that, as of the date of such 
redemption, were projected to but have not been paid with respect to 
such Turho Tenn Bonds. Any such redemption, in whole or in part, 
shall be from any maturity selected by the Authority in its discretion 
and, within a maturity, on a Pro Rata basis. See Appendix F 
"SUMMARY OF PRINCIPAL LEGAL DOCUMENTS 
INDENTURE" attached hereto. 
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Mandatory Clean-up Call ................... . 

Bond Structur:ng Assumptions 
and Amortization ............................ . 

The Series 2006 Bonds are subject to mandatory redemption in whole 
at a redemption price equal to 100% of the Bond Obligation being 
redeemed plus interest accrued to the redemption date at any time that 
the available amounts on deposit in the Pledged Accounts equal or 
exceed the aggregate Bond Obligation of, and accrued interest on, all 
Outstanding Bonds. 

The Series 2006 Bonds were structured on the basis of forecasts, 
which themselves are based on assumptions, as described herein. 
Among these are a forecast of U.S. cigarette consumption contained in 
the Global Insight Cigarette Consumption Report, and a forecast of 
future population in the County based on the Global Insight Population 
Report and the application of certain aqjustments and offsets to 
payments to be made by the PMs pursuant to the MSA, and a forecast 
of the Accounts and all earnings on amounts on deposit in the 
Accounts established under the Indenture. In addition. such forecasts 
were used to project amounts expected to be available for redemption 
of the Series 2006 Bonds from Turbo Redemptions and the resulting 
expected average lives of the Series 2006 Bonds. 

No assurance can be given, however, that events will occur in 
accordance with such assumptions and forecasts. Any deviations from 
such assumptions and forecasts could materially and adversely affect 
the payment of the Series 2006 Bonds. See "SUMMARY OF BOND 
STRUCTURING ASSUMPTIONS AND AMORTIZATION" herein. 

Distributions and Priorities................. "Collections" consist of all funds collected with respect to TS Rs, 
amounts paid to the Authority under any Swap Contract, and 
investment earnings on the Pledged Accounts. All Collections received 
by the Trustee, excluding investment earnings on amounts on deposit 
in Accounts with the Trustee under the Indenture. will be promptly 
deposited by the Trustee into an account established and maintained by 
the Trustee under the Indenture (the "Collections Account"). All 
Collections that have been identified by an Officer's Certificate as 
consisting of Partial Lump Sum Payments received by the Trustee 
shall be promptly (and in any event. no later than the Business Day 
immediately preceding the next Distribution Date) transferred to the 
Partial Lump Sum Payment Account, in accordance with the 
instructions received by the Trustee pursuant to an Officer's 
Certificate. All Collections that have been identified by an Officer's 
Certificate as consisting of Total Lump Sum Payments received by the 
Trustee shall be promptly (and in any event, no later than the Business 
Day immediately preceding the next Distribution Date) applied as 
described under "Transfers to Accounts" below, in accordance with 
the instructions received by the Trustee pursuant to an Officer's 
Certificate. In addition, immediately preceding the time when the 
application of funds on deposit in the Collections Account is made 
pursuant to the Indenture, the Trustee shall deposit in the Collections 
Account and apply as described in the Indenture all Collections 
consisting of investment earnings available on such date on amounts 
on deposit with the Trustee under the Indenture (excluding amounts in 
the Costs of Issuance Account, the Rebate Account. the Operating 
Account, the Operating Contingency Account and the Partial Lump 
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Sum Payment Account), except that all amounts in the Senior 
Liquidity Reserve Account in excess of the Senior Liquidity Reserve 
Requirement determined to exist pursuant to the valuation procedure 
described in the Indenture, taking into account investment earnings 
and other amounts available on such date, shall be transferred to the 
Senior Debt Service Account ( except as otherwise provided under 
"Transfers to Accounts" below) and all investment earnings available 
on such date in the Capitalized Interest Subaccount shall be maintained 
in the Senior Debt Service Account. 

"Lump Sum Payment" means a final payment from a PM that results 
in, or is due to, a release of that PM from all of its future payment 
obligations under the MSA. Any Lump Sum Payment will be applied 
as Collections. The term "Lump Sum Payment" does not include any 
payments that are Partial Lump Sum Payments, Total Lump Sum 
Payments or any non-scheduled prepayments other than a payment 
described in the first sentence of this definition. 

"Partial Lump Sum Payment" means a payment from a PM that 
results in. or is due to, a release of that PM from a portion, but not all, 
of its future payment obligations under the MSA. 

"Total Lump Sum Payment" means a final payment under the MSA 
from all of the PMs that results in, or is due to, a release of all of the 
PMs from all of their future payment obligations under the MSA. 

"Swap Payment" means any payment with respect to a Swap 
Contract, other than any Termination Payment with respect to a Swap 
Contract. 

"Termination Payment" means any payment made by the Authority 
with respect to a loss under or the termination of a Swap Contract, 
investment agreement or forward purchase agreement relating to any 
Account. 

Transfers to Accounts......................... Transfers to Accounts. As soon as practicable, but no later than the 
earlier of (a) the fifth Business Day following each Deposit Date (as 
defined herein), or (b) the Distribution Date following each Deposit 
Date, the Trustee will withdraw the funds on deposit in the Collections 
Account and transfer such amounts as follows: 

( i) to the Operating Account, an amount specified by an 
Officer's Certificate delivered with respect lo the 12-month period 
applicable to such Officer's Certificate, to pay, (a) the Operating 
Expenses ( excluding any Termination Payments), as hereinafter 
defined, to the extent that the amount thereof does not exceed the 
Operating Cap, as hereinafter defined, and (b) the Tax Obligations, as 
hereinafter defined; 

(ii) to the Senior Debt Service Account, an amount sufficient 
to cause the amount therein (taking into account any amounts on 
deposit in the Capitalized Interest Subaccount) to equal the sum of 
(a) interest on the Outstanding Senior Bonds and all Swap Payments 
that will come due (I) in the next succeeding Bond Year, if the 
Deposit Date is on or after December I and on or before May 31 of 
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any Bond Year, or (2) in the then-current Bond Year, if the Deposit 
Date is on or after June I and on or before November 30 of any Bond 
Year, plus (b) any such unpaid interest on the Senior Bonds and Swap 
Payments from prior Distribution Dates (including interest at the stated 
rate on such unpaid interest, to the extent legally permissible), 
provided that the amount to be deposited pursuant to this clause (ii) 
shall be calculated assuming that principal or Accreted Value of the 
Bonds will have been paid as described in clauses (ii), (iii) and (iv) 
under "Distribution Date Transfers" below; 

(iii) to the Senior Debt Service Account, an amount sufficient 
to cause the amount therein to equal the amount specified in clause (ii) 
above plus the sum of(a) if the Deposit Date is on or after December I 
and on or before May 31 of any Bond Year, the Serial Maturity, 
Sinking Fund Installment or Term Bond Maturity (including Turbo 
Term Bond :vlaturities) if any, due for Senior Bonds in or scheduled 
for the next succeeding Bond Year, plus (b) any Serial :vlaturities, 
Sinking Fund Installments or Term Bond Maturities (including Turbo 
Term Bond Maturities) unpaid from prior Distribution Dates, provided 
that the amount of each Sinking Fund Installment and Turbo Term 
Bond Maturity shall first be adjusted to account for prior principal or 
Accreted Value payments; 

(iv) unless an Event of Default has occurred, to the Senior 
Liquidity Reserve Account, an amount sufficient to cause the amount 
on deposit therein to equal the Senior Liquidity Reserve Requirement, 
provided that on any Distribution Date on which the amount on deposit 
in the Senior Liquidity Reserve Account (less any amount necessary to 
be paid in connection with the liquidation of the investment of 
amounts in the Senior Liquidity Reserve Account. including a 
Termination Payment) equals or exceeds the principal or Accreted 
Value of and interest on all Outstanding Senior Bonds, the amount on 
deposit in the Senior Liquidity Reserve Account first shall be 
transferred to the Senior Turbo Redemption Account and applied to 
the Turbo Redemption of all Outstanding Senior Bonds, and second 
shall be transferred to the First Subordinate Turbo Redemption 
Account and applied to the Turbo Redemption of Outstanding First 
Subordinate Bonds; 

(v) to the Operating Contingency Account, the amount, if any, 
necessary to make the amount therein equal to the amount specified by 
the Officer's Certificate most recently delivered or deemed delivered 
in order to pay, for the 12-month period applicable to such Officer's 
Certificate, the Operating Expenses in excess of the Operating Cap; 

(vi) to the Senior Turbo Redemption Account, all amounts 
remaining m the Collections Account until no Senior Bonds are 
Outstanding; 

(vii) to the First Subordinate Turbo Redemption Account, all 
amounts remaining in the Collections Account until no First 
Subordinate Bonds are Outstanding; 
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( viii) to the Second Subordinate Turbo Redemption Account, all 
amounts remaining in the Collections Account until no Second 
Subordinate Bonds are Outstanding; and 

(ix) to the Third Subordinate Turbo Redemption Account, all 
amounts remaining in the Collections Account until no Third 
Subordinate Bonds are Outstanding. 

Distribution Date Transfers .................. Unless an Event of Default has occurred, on each Distribution Date the 
Trustee shall apply amounts in the various Accounts in the following 
order of priority: 

(i) from the Capitalized Interest Subaccount, the Senior Debt 
Service Account, the Partial Lump Sum Payment Account and the 
Senior Liquidity Reserve Account. in that order, to pay interest on the 
Senior Bonds and Swap Payments due on such Distribution Date or 
unpaid from prior Distribution Dates; 

(ii) from the Senior Debt Service Account and the Partial 
Lump Sum Payment Account, in that order, to pay, the Serial Maturity, 
Sinking Fund Installment and Term Bond Ylaturity (including Turbo 
Term Bond Maturity) for Senior Bonds due on such Distribution Date 
or unpaid from prior Distribution Dates, provided (x) that the amount 
of such Sinking Fund Installment and Turbo Term Bond Maturity shall 
first have been adjusted as described in the Indenture, (y) that the 
Trustee shall not pay a Sinking Fund Installment or Turbo Term Bond 
Maturity pursuant to this subsection unless the Senior Debt Service 
Account will contain, after giving effect to such payment. sufficient 
funds to pay interest due on the next succeeding Distribution Date and 
(z) all Senior Bonds shall be paid in accordance with clause (I) of the 
Payment Priorities; 

(iii) from the Senior Liquidity Reserve Account, to pay, in the 
following order, the Serial Maturity and Term Bond Maturity 
(including Turbo Term Bond Maturity), if any, for Senior Bonds due 
on such Distribution Date or unpaid from prior Distribution Dates, 
provided (x) that the amount of such Turbo Term Bond Maturity shall 
first have been adjusted as described in the Indenture, (y) that the 
Trustee shall not pay a Turbo Term Bond Maturity pursuant to this 
subsection unless the Senior Debt Service Account will contain, after 
giving effect to such payment, sufficient funds to pay interest due on 
the next succeeding Distribution Date and (z) all Senior Bonds shall be 
paid in accordance with clause ( l) of the Payment Priorities; 

(iv) from the Senior Turbo Redemption Account, to redeem 
Senior Bonds which are Turbo Term Bonds on such Distribution Date 
( or a special redemption date pursuant to the Indenture), provided that 
all Senior Bonds shall be redeemed in accordance with clause (I) of 
the Payment Priorities; 

(v) from the Partial Lump Sum Payment Account, but only as 
directed in an Officer's Certificate delivered by the Authority and 
accompanied by Rating Confirmation with respect to the Senior Bonds 
which are then rated by a Rating Agency, to redeem Turbo Term 
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Bonds on such Distribution Date ( or special redemption date pursuant 
to the Indenture) in accordance with Turbo Redemption provisions of 
the Indenture, provided that any redemptions shall redeem Bonds in 
accordance with the Payment Priorities; 

(vi) from the First Subordinate Turbo Redemption Account, to 
redeem First Subordinate Bonds on such Distribution Date (or a 
special redemption date pursuant to the Indenture) in accordance with 
the Indenture; 

(vii) from the Second Subordinate Turbo Redemption Account, 
to redeem Second Subordinate Bonds on such Distribution Date (or a 
special redemption date pursuant to the Indenture) in accordance with 
the Indenture; and 

( viii) from the Third Subordinate Turbo Redemption Account, to 
redeem Third Subordinate Bonds on such Distribution Date (or a 
special redemption date pursuant to the Indenture) in accordance with 
the Indenture. 

"Deposit Date" means the date of actual receipt by the Trustee of any 
Collections relating to TSRs. 

"Operating Cap" means ( i) $200,000 in the Fiscal Year ending June 
30, 2006, inflated in each following Fiscal Year by the greater of 3% 
or the percentage increase in the Consumer Price Index ("CPr') for all 
Urban Consumers as published by the Bureau of Labor Statistics for 
the prior year plus (ii) in each Fiscal Year, Tax Obligations specified 
in an Officer's Certificate. 

"Operating Expenses" means the reasonable operating and 
administrative expenses of each of the Authority and the Borrower 
(including. without limitation, the cost of preparation of accounting 
and other reports, costs of maintenance of the ratings on the Bonds, 
insurance premiums, deductibles and retention payments, and costs of 
meetings or other required activities of the Authority or the Bon·ower), 
legal fees and expenses of the Authority and the Borrower, its 
respective directors, officers and employees, fees and expenses 
incurred for professional consultants and fiduciaries (including, but not 
limited to, computation of the amount of Tax Obligations and related 
computations), the fees, expenses, and disbursements of the Trustee, 
including the fees and expenses of counsel to the Trustee, Tennination 
Payments, the costs incurred, as detennined by the County, in order to 
preserve the tax-exempt status of any Tax-Exempt Bonds, the costs 
related to enforcement of the County's rights under the MOU or the 
ARIMOU, the costs related to the Authority's or the Borrower's or the 
Trustee's enforcement rights with respect to the Basic Documents, and 
all Operating Expenses so identified in the Indenture. The term 
"Operating Expenses" does not include the Costs of Issuance. 

"Authority Tax Certificate" means the Authority Tax Certificate 
executed by the Authority at the time of issuance of Series 2006 
Bonds, as originally executed and as it may be amended or 
supplemented from time to time in accordance with the tenns thereof. 
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"Tax Obligations" means the Rebate Requirement and any penalties, 
fines, or other payments required to be made to the United States of 
America under the arbitrage or rebate provisions of the Internal 
Revenue Code of 1986. as amended (the "Code"). 

"Rebate Requirement" will have the meaning ascribed thereto in the 
Authority Tax Certificate. 

"Bond Year" means, for so long as Bonds are Outstanding, the 12-
month period ending each May 31. 

Events of Default............................. The occurrence of any of the following events will constitute an 
"Event of Default" under the Indenture: (i) failure to pay when due 
any Swap Payment or interest on any Senior Bonds; (ii) failure to pay 
when due any Serial Maturity or Turbo Term Bond Maturity for Senior 
Bonds; or (iii) failure of the Authority to observe or perform any other 
covenant condition, agreement, or provision contained in the Senior 
Bonds or in the Indenture relating to the Senior Bonds, which breach is 
not remedied within 60 days after Written Notice, specifying such 
default and requiring the same to be remedied, has been given to the 
Authority by the Trustee or by the Owners of a least 25% in Bond 
Obligation of the Senior Bonds then Outstanding. In the case of a 
default specified in this paragraph, if the default is such that it cannot 
be corrected within the said 60-day period, it shall not constitute an 
Event of Default if corrective action is instituted by the Authority 
within the 60-day period and diligently pursued until the default is 
corrected. 

A Subordinate Payment Default is not an Event of Default under the 
Indenture. "Subordinate Payment Default" means a failure to pay 
when due interest or principal or Accreted Value at maturity on any 
First Subordinate Bonds, Second Subordinate Bonds, Third 
Subordinate Bonds or Additional Subordinate Bonds. 

Extraordinary Prepayment.................. Upon the occurrence of any Event of Default and continuing on each 
succeeding Distribution Date commencing with the Distribution Date 
following the Event of Default: 

( i) until the Senior Bonds are no longer Outstanding, the 
Trustee shall apply all funds in the Senior Debt Service Account, the 
Senior Liquidity Reserve Account, the Partial Lump Sum Payment 
Account and the Senior Turbo Redemption Account to pay Pro Rata, 
first. the accrued interest on the Senior Current Interest Bonds 
(including Senior Convertible Bonds after the Conversion Date) and 
Swap Payments (including, in each case, interest at the stated rate on 
any unpaid interest, to the extent legally permissible) and, second, 
principal or Accreted Value on all Senior Bonds then Outstanding; 

(ii) until the First Subordinate Bonds are no longer 
Outstanding, the Trustee shall apply all funds in the Partial Lump Sum 
Payment Account and the First Subordinate Turbo Redemption 
Account to pay Pro Rata the principal and interest or the Accreted 
Value on all First Subordinate Bonds then Outstanding; 
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(iii) until the Second Subordinate Bonds are no longer 
Outstanding, the Trustee shall apply all funds in the Partial Lump Sum 
Payment Account and the Second Subordinate Turbo Redemption 
Account to pay Pro Rata the principal and interest or the Accreted 
Value on all Second Subordinate Bonds; 

(iv) until the Third Subordinate Bonds are no longer 
Outstanding, the Trustee shall apply all funds in the Partial Lump Sum 
Payment Account and the Third Subordinate Turbo Redemption 
Account to pay Pro Rata the principal and interest or the Accreted 
Value on all Third Subordinate Bonds; 

( v) the application of funds with respect to Additional 
Subordinate Bonds shall be in accordance with the provisions of the 
applicable Series Supplement; and 

(vi) notwithstanding anything to the contrary in the Indenture, 
the value of any Capital Appreciation Bonds that are Series 2006 First 
Subordinate Bonds, Series 2006 Second Subordinate Bonds or Series 
2006 Third Subordinate Bonds shall continue to accrete at the Default 
Rate (including accretion on any unpaid Accreted Value), to the extent 
legally pcnnissible, after the Maturity Date for such Bonds if not Fully 
Paid on the Maturity Date. 

"Pro Raia" means, for an allocation of available amounts to any 
payment of interest, Accreted Value, principal or Swap Payments to be 
made under the Indenture, the application of a fraction to such 
available amounts (a) the numerator of which is equal to the amount 
due to the respective Owners and any party who has entered into a 
Swap Contract with the Authority to whom such payment is owing, 
and (b) the denominator of which is equal to the total amount due to all 
Owners and Swap Contract counterparties to whom such payment is 
owing. 

"Default Rate" means the rate of interest per annum set forth in a 
Series Supplement at which the First Subordinate I3onds, Second 
Subordinate Bonds, Third Subordinate Bonds and Additional 
Subordinate Bonds will accrete on and during the continuance of a 
Subordinate Payment Default for such Bonds. 

Additional Bonds. .. .. .. .. .. .. .. .. .. .. . Additional Bonds may be issued to refund Bonds in whole or in part 
(including the funding of defeasance escrows and deposits to Accounts 
in connection with such issuance) or for any other purpose but only if 
upon the issuance of such Additional Bonds: (A) the amount on 
deposit in the Senior Liquidity Reserve Account will be at least equal 
to the Senior Liquidity Reserve Requirement; (B) no Event of Default 
shall have occurred and be continuing after the date of issuance of the 
Additional Bonds; (C) the expected weighted average life of each 
Turbo Tenn Bond that will remain Outstanding after the date of 
issuance of the Additional Bonds as computed on the basis of new 
projections on the date of sale of the Additional Bonds will not exceed 
(x) the remaining weighted average life of each such Turbo Term 
Bond as computed by the Authority on the basis of new projections 
assuming that no such Additional Bonds are issued plus (y) one year; 
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and (D) a Rating Confinnation is received for any Bonds that will 
remain Outstanding after the date of issuance of the Additional Bonds 
which are then rated by a Rating Agency. In determining compliance 
with clause (C) of this paragraph, the Authority may rely conclusively 
on a certificate of a financial advisory or underwriting finn, who may 
rely on a report of a nationally recognized firm of econometric experts 
on matters related to projected or forecasted cigarette consumption. 

Additional Subordinate Bonds ............ Additional Subordinate Bonds may be issued by the Authority without 
satisfying the requirements of the Indenture relating to Additional 
Bonds, for any lawful purpose, including to refund all or a portion of 
the Bonds, if there is no payment permitted for such Bonds until all 
previously issued Bonds are Fully Paid. 

Covenants ........................................ The County, the Borrower, and the Authority have made certain 
covenants for the benefit of the Bondholders. See Appendix F -
"SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - THE 
INDENTURE" attached hereto for a summary of the covenants made 
by the Authority, Appendix F - "SUMMARY OF PRINCIPAL 
LEGAL DOCUMENTS - THE SECURED LOAN AGREEMENT" 
attached hereto for a summary of covettants made by the Borrower, 
and Appendix F - "SUMMARY OF THE PRINCIPAL LEGAL 
DOCU:vfENTS - THE PURCHASE AND SALE AGREEMENT" 
attached hereto for a summary of the covenants made by the County. 

Continuing Disclosure .................... . 
Pursuant to the Indenture, the Authority has agreed to provide, or 
cause to be provided, to each nationally recognized municipal 
securities information repository and any State information repository 
(each, a "Repository") for purposes of Rule 15c2-12(b)(5) 
promulgated by the U.S. Securities and Exchange Commission 
pursuant to the Securities Act of 1934, as amended ("Ruic 15c2-12"), 
certain annual financial information and operating data and. in a timely 
manner. notice of certain material events. See "CONTINUING 
DISCLOSURE" herein. 

Ratings............................................. The ratings for the Series 2006 Bonds address only the ability of the 
Authority to pay interest when due, or principal or Accreted Value of 
such Series 2006 Bonds on the respective Maturity Dates therefor, as 
set forth on the inside cover page of this Offering Circular. The 
ratings do not address the payment of Sinking Fund Installments or 
Turbo Redemptions on the Series 2006 Bonds. A rating is not a 
recommendation to buy, sell or hold securities, and such ratings are 
subject to revision or withdrawal at any time. See "RA TINGS" herein. 

Risk Factors..................................... Reference is made to "RISK FACTORS" herein for a description of 
certain considerations relevant to an investment in the Series 2006 
Bonds. 

Legal Considerations....................... Reference is made to "LEGAL CONSIDERATIONS" herein for a 
description of certain legal issues relevant to an investment in the 
Series 2006 Bonds. 
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Tax Matters...................................... In the opinion of Orrick, Herrington & Sutcliffe LLP, ("Bond 
Counsel"), based upon an analysis of existing laws, regulations. 
rulings and court decisions, and assuming, among other matters, the 
accuracy of certain representations and compliance with certain 
covenants, interest on the Series 2006 Bonds is excluded from gross 
income for federal income tax purposes under Section I 03 of the 
Internal Revenue Code of 1986 (as amended, the "Code") and is 
exempt from State of California personal income taxes. In the further 
opinion of Bond Counsel. interest on the Series 2006 Bonds is not a 
specific preference item for purposes of federal individual or corporate 
alternative minimum taxes, although Bond Counsel observes that such 
interest is included in adjusted current earnings when calculating 
federal corporate alternative minimum taxable income. Bond Counsel 
expresses no opinion regarding any other tax consequences related to 
the ownership or disposition of'. or the accrual or receipt of interest on, 
the Series 2006 Bonds. See "TAX MATTERS" herein. 

Availability of Documents............... Included herein are brief summaries of certain documents and reports, 
which summaries do not purport to be complete or definitive, and 
reference is made to such documents and reports for full and complete 
statements of the contents thereof. Copies of the Indenture. the Loan 
Agreement, and the Continuing Disclosure Agreement may be 
obtained by wrillen request from the Trustee at The Bank of New York 
Trust Company, N.A., 515 S. Flower Street, Los Angeles, California 
90071, Attention: Corporate Trust Department. Any statements in 
this Offering Circular involving matlers of opinion. whether or not 
expressly so stated, are intended as such and not as representations of 
fact. This Offering Circular is not to be construed as a contract or 
agreement among the Authority, the Borrower, the County and the 
purchasers or Bondholders. 
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PLAN OF REFUl'iDING 

A portion of the proceeds of the Series 2006 Bonds will be used to refund all of the Authority's 
outstanding Tobacco Settlement Asset-Backed Bonds, Series 2001 A and Series 200 lB (collectively, the "2001 
Bonds") issued under that certain Indenture, dated as of Decemher I, 2001 (the "Prior Indenture"), between 
the Authority and the Trustee, as trustee thereunder (the "2001 Indenture Trustee"). The refunding of the 
2001 Bonds will be effected by depositing a portion of the proceeds of the Series 2006 Bonds in the escrow 
fund (the "Escrow •·und") created and established under the Refunding Escrow Agreement, dated as of May 
l, 2006, between the Authority and the 2001 Indenture Trustee. The government obligations acquired with 
such proceeds and other monies deposited in the Escrow Fund are scheduled to mature in such amounts and at 
such times and bear interest at such rates as to provide amounts sufficient to pay the principal of and interest 
due on the 200 l Bonds through the dates fixed for their redemption or payment at maturity. See 
"VERIFICATION OF MATHEMATICAL COMPUTATIONS" herein. 

ESTIMATED SOURCES Al'iD USES OF FUNDS 

The estimated sources and uses of the Series 2006 Bond proceeds, together with other available funds, 
are set forth below: 

Estimated Sources of Funds: 

Total 

Sale Proceeds of Series 2006 Bonds 
Amounts Held Under the Prior Indenture 

Estimated Uses of Funds: 

Total 

Net Proceeds to the Borrower 
Deposit to Escrow Fund 
Deposit to Capitalized Interest Subaccount 
Deposit to Senior Liquidity Reserve Account 
Costs oflssuance {IJ 

$563, 175,366 
66 563 409 

S629,738,775 

$123,514,513 
455,390,535 

12,261,237 
33.274,125 

5.298 365 
5629,738,775 

Ill i~~'iudcs underwriters' discount. rating agency fees, financial advisory fees, legal fees, printing costs and other costs. 



RISK FACTORS 

Prospective investors should carefi,/ly consider the factors setfi,rth below regarding an investment in 
the Series 2006 Bond, as well as other information contained in this Ojfering Circular. The following 
discussion ol risks is not meant to be a complete list of" the risks associated with the purchase ol the Series 
2006 Bonds and does not necessari(v reflect the relative importance ol the various risks. Potential purchasers 
of" the Series 2006 Bonds are advised to consider the following }actors, among others, and to review the other 
inlormation in this Offering Circular in evaluating the Series 2006 Bonds. Any one or more ol the risks 
discussed, and others, could lead to a decrease in the market value and/or the liquidity ol the Series 2006 
Bonds or, in certain circumstances, could lead to a complete loss a.fa Bondholder's investment. There can be 
no assurance that other riskfacrors will not become material in the fature. 

Litigation Challenging the MSA, the Qualifying Statutes and Related Legislation 

General Overvie\cv. Certain smokers, consumer groups, cigarette importers, cigarette \vholesalers, 
cigarette distributors, cigarette manufacturers, Native American tribes, taxpayers, taxpayers' groups and other 
parties have instituted lawsuits against various PMs, certain of the Settling States and other public entities 
challenging the MSA and/or the Qualifying Statutes and related legislation. One or more of the lawsuits, 
several of which remain pending, allege, among other things, that the MSA and/or the Qualifying Statutes and 
related legislation are void or unenforceable under the Commerce Clause and certain other provisions of the 
U.S. Constitution and the federal antitrust laws, as described below under"- Grand River, Freedom Holdings 
and Related Cases" and "- Other Litigation Challenging the MSA, Qua/ilying Statutes and Related 
Legislation" in this subsection. In addition, some of the lawsuits allege that the MSA and/or related state 
legislation are void or unenforceable under the federal civil rights laws, state constitutions, consumer 
protection laws and unfair competition laws. Certain of these lawsuits seek, and, if ultimately successfu~ 
could result in, a determination that the MSA and/or the Qualifying Statutes and related legislation are void or 
unenforceable. Certain of the lawsuits further seek, among other things, an injunction against one or more of 
the Settling States from collecting any moneys under the MSA and barring the PMs from collecting cigarette 
price increases re lated to the MSA. In addition, class action lawsuits have been filed in several federal and 
state courts alleging that under the federal Medicaid law, any amount of tobacco settlement funds that the 
Settling States receive in excess of what they paid through the Medicaid program to treat tobacco-related 
diseases should be paid directly to Medicaid recipients. To date, challenges to the MSA or related state 
legislation have not been ultimately successful, although three such challenges have survived initial appellate 
review of motions to dismiss. Two of these three challenges, both in a federal district court in New York 
(Second Circuit), have proceeded to a stage of litigation where the ultimate outcome may be determined by, 
among other things, findings of fact based on extrinsic evidence as to the operation and impact of the MSA and 
the related statutes. In these cases, certain decisions by the U.S. Court of Appeals for the Second Circuit have 
created heightened uncertainty as a result of that court's interpretation of federal antitrust immunity and 
Commerce Clause doctrines as applied to the MSA and related statutes, which interpretation appears to 
conflict with interpretations by other courts, which have rejected challenges to the MSA and related statutes. 
Prior decisions rejecting such challenges have concluded that the MSA and related statutes do not violate the 
Commerce Clause of the U.S. Constitution and are protected from antitrust challenges based on established 
antitrust immunity doctrines. In addition, proceedings are pending or on appeal in certain other cases, 
including a challenge by certain NPMs in a federal court in Louisiana (Fifth Circuit), alleging, inter alia, that 
the Louisiana Allocable Share Release Amendment violates the rights of free speech, due process of law and 
equal protection of the laws guaranteed under the U.S. Constitution and the Louisiana constitution. On March 
I, 2006, the U.S. Court of Appeals for the Fifth Circuit vacated the district court's dismissal of the plaintiffs' 
complaint and remanded the case for reconsideration. See "- Other Litigation Challenging the MSA, 
Qualifying Statutes and Related Legislation" in this subsection. The MSA and related state legislation may 
also continue to be challenged in the future. A detennination that the MSA or related state legislation is void 
or unenforceable would have a material adverse effect on the payments by the PMs under the MSA and the 
amount or the timing of receipt of TS Rs available to the Authority to make payments with respect to the Series 
2006 Bonds, including payments of Turbo Redemptions, interest on or principal or Accreted Value of the 
Series 2006 Bonds, and could result in the complete loss of a Bondholder's investment. See "LEGAL 
CONSIDERATIONS" herein. 
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Qualifying Statute and Related Legislation. Under the MSA's NPM Adjustment, downward 
adjustments may be made to the Annual Payments and Strategic Contribution Fund Payments payable by a PM 
if the PM exp,,riences a loss of market share in the U.S. to NPMs as a result of the PM's participation in the 
MSA. See "- Other Potential Payment Decreases Under the Terms of the MSA - NPl,1 Ad;ustment" herein 
and "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - MSA Provisions Relating to 
Model/Qualifying Statutes" herein. A Settling State may avoid the effect of this adjustment by adopting and 
diligently enforcing a Qualifying Statute, as hereinafter described. The State has adopted the "v!odel Statute, 
which by definition is a Qualifying Statute under the MSA. The "vlodel Statute, in its original form, required 
an NPM to make escrow deposits approximately in the amount that the NPM would have had to pay bad it 
been a PM and further authorized the NP"vl to obtain from the applicable Settling State the release of the 
amount by wbch the escrow deposit in that state exceeded that state's allocable share of the total payments 
that the NPM would have made as a PM. Legislation has been enacted in at least 44 of the Settling States, 
including the State, amending the Qualifying Statutes in those states by eliminating the reference to the 
allocable share and limiting the possible release an NPM may obtain under the statute to the excess above the 
total payment that the NPM would have paid had it been a PM (each an "Allocable Share Release 
Amendment"). A majority of the PMs, including all OP"vls, have indicated in writing that the State's Model 
Statute, as amended by an Allocable Share Release Amendment, will continue to constitute a Qualifying 
Statute within the meaning of the MSA. In addition, at least 44 Settling States (including the State) have 
passed, and various states are considering, legislation (otlen termed "Complementary Legislation") to further 
ensure that NPMs are making required escrow payments under the states' respective Qualifying Statutes. 
Pursuant to the State's Complementary Legislation, every tobacco product manufacturer whose cigarettes are 
sold directly or indirectly in the State is required to certify annually that it is either (a) a PM and is in full 
compliance with the terms of the MSA or (b) an NP"vl and is in full compliance with the State's Qualifying 
Statute. The Qualifying Statutes and related legislation. like the MSA, have also been the subject of litigation 
in cases alleging that the Qualifying Statutes and related legislation violate certain provisions of the U.S. 
Constitution and/or state constitutions and are preempted by federal antitrust laws. The lawsuits seek, among 
other things, injunctions against the enforcement of the Qualifying Statutes and related legislation. To date 
such challenges have not been ultimately successful, although the enforcement of Allocable Share Release 
Amendments has been preliminarily enjoined in New York and certain other states. Appeals are also possible 
in certain cases. The Qualifying Statutes and related legislation may also continue to be challenged in the 
ti.tture. Pending challenges to the Qualifying Statutes and related legislation are described below under "
Grand River, Freedom Holdings and Related Cases" and" - Other litigation Challenging the MSA, Qualifying 
Statutes and Related Legislation" in this subsection. 

A determination that a Qualifying Statute is unconstitutional would have no effect on the 
enforceability of the MSA itself; such a determination could, however, have an adverse effect on payments to 
be made under the MSA if one or more NPMs were to gain market share. See "- Other Potential Payment 
Decreases Under the Terms of the MSA - NPM Adjustment," "SUMMARY OF THE "v!ASTER 
SETTLEMENT AGREEMENT - MSA Provisions Relating to Model/Qualifying Statutes," and "LEGAL 
CONS ID ERA TIO NS" herein. 

A determination that an Allocable Share Release Amendment is unenforceable would not constitute a 
breach of the MSA but could permit NPMs to exploit differences among states, target sales in states without 
Allocable Share Release Amendments, and thereby potentially increase their market share at the expense of the 
PMs. See "SUM"v!ARY OF THE MASTER SETTLEMENT AGREEMENT - MSA Provisions Relating to 
Model/Qualifying Statutes" herein. 

A determination that the State's Complementary Legislation is unenforceable would not constitute a 
breach of the MSA or affect the enforceability of the State's Qualifying Statute; such a determination could, 
however, make enforcement of the State's Qualifying Statute against NPMs more difficult for the State. See 
"SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - MSA Provisions Relating to 
ModeliQualit:;ing Statutes" herein. 
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Grand River, Freedom Holdings and Related Cases. Among the pending challenges to the MSA 
andior related state legislation are two lawsuits referred to herein as Grand River and Freedom Holdings, both 
of which are pending in the U.S. District Court for the Southern District of New York. The Grand River case is 
pending against the attorneys general of 31 states, including the State, and alleges, among other things, that 
(a) the :\1SA creates an unlawful output cartel under federal antitrust law and state legislation enacted pursuant 
to the MSA mandates or authorizes such cartel and is thus preempted by federal law and that (b) the M SA and 
related statutes arc invalid or unenforceable under the Commerce Clause and other provisions of the U.S. 
Constitution. The plaintiffs in Grand River seek to enjoin the enforcement of the Qualifying Statutes and 
Complementary Legislation by the Grand River Defendant States (defined below), including the State. The 
Freedom Holdings case is pending against the attorney general and the commissioner of taxation and finance 
of the State of New York and is based on the same purported claims as the Grand River case (including, as 
discussed below, a Commerce Clause claim asserted by the plaintiffs in their Second Supplemental and 
Amended Complaint following a Second Circuit ruling on the issue in the Grand River case). The plaintiffs in 
Freedom Holdings seek to enjoin the enforcement of New York's Qualifying Statute and Complementary 
Legislation. These suits have survived appellate review of motious to dismiss for failure to state a claim upon 
which relief can be granted and are in the discovery phase of litigation in preparation for the development of a 
factual record to support possible findings of fact that may be used by the court in its decision as to the 
pending claims. To date, Grand River and Freedom Holdings, along with Xcaliber v. feyoub (discussed 
below), are the only cases challenging the MSA or related legislation that have survived initial appellate 
review of motions to dismiss. Moreover, Grand River and Freedom Holdings are the only cases challenging 
the MSA or related legislation that have proceeded to a stage of litigation where the ultimate outcome may be 
determined by, among other things, findings of fact based on extrinsic evidence as to the operation and impact 
of the MSA and the related state legislation. 

On July I, 2002, Grand River Enterprises Six Nations Ltd. v. Pryor was filed in the U.S. District 
Court of the Southern District of New York by certain NPMs against current and former attorneys general of 
31 states (the "Grand River Defendant States"/ The plaintiffs seek to enjoin the enforcement of the Grand 
River Defendant States' Qualifying Statutes and Complementary Legislation, alleging that such Qualifying 
Statutes and Complementary Legislation violate the plaintiffs' constitutional rights under the Commerce 
Clause and other provisions of the U.S. Constitution and also that such Qualifying Statutes and 
Complementary Legislation conflict with and are therefore preempted by the federal antitrust laws. In 
September 2003, the District Court held that it lacked personal jurisdiction over the non-New York attorneys 
general and dismissed the plaintiffs' complaint against them. In addition, the District Court dismissed the 
plaintiffs' complaint against the New York Attorney General, finding that the plaintiffs had failed to state a 
claim. After the Second Circuit's decision in Freedom Holdings (discussed below), however, the District Court 
granted the plaintiffs' motion in Grand River to reinstate, against the New York Attorney General only, that 
portion of the complaint alleging that New York's Qualifying Statute and New York's Complementary 
Legislation conflict with antitrust laws and are preempted by federal law. 

The plaintiffs appealed the dismissal of their other claims to the Second Circuit. On September 28, 
2005, the Second Circuit reinstated portions of the Commerce Clause challenge and reinstated the non-New 
York attorneys general, including the attorney general of the State, as defendants, finding that a federal court in 
New York could exercise personal jurisdiction over them, and affirmed the dismissal of certain remaining 
claims, including the claim that the Qualifying Statute and related legislation violated the Indian Commerce 
Clause of the U.S. Constitution. The case was remanded to the District Court and remains pending. On 
October 12, 2005, the defendants, including the California Attorney General, filed a petition with the Second 
Circuit for rehearing with regard to the Second Circuit's ruling on the issue of personal jurisdiction. The 

+ The Grand River Defendant States are: Alabama, Alaska, Arizona, California, Colorado, Delaware, Georgia, 
Idaho, Illinois, Indiana, Iowa, Kansas, Kentucky, Louisiana, Maine, Maryland, Massachusetts, Michigan, 
Missouri, Montana, 1'ebraska, New York, North Carolina, Ohio, Oregon, South Carolina, South Dakota, 
1~ennessee, Washington, Wisconsin and Wyoming. 
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plaintiffs filed a petition with the Second Circuit for rehearing on the Indian Commerce Clause ruling. On 
January 3, 2006, the Second Circuit denied all parties' petitions for rehearing. 

In its decision, the Second Circuit found that extensive negotiations by the Settling State defendants 
over the MSA and the related statutes that took place in New York, and the MSA's ultimate execution in New 
York, constituted transacting business under New York Law and that therefore the initial requirement for a 
finding of personal jurisdiction was satisfied. The Second Circuit further found that because the plaintiffs' 
surviving antitrust claim challenged the MSA and not just the related statutes, there was a sufficient nexus 
between the negotiations and the signing of the MSA that took place in New York and plaintiffs' antitrust 
claim to find personal jurisdiction over all of the Grand River Defendant States. 

With regard to the Commerce Clause challenge, the Second Circuit in Grand River noted that because 
it was review1ng a motion to dismiss, it was required to accept as true the 1naterial facts alleged in the 
complaint and to draw all reasonable inferences in the plaintiffs' favor. The Second Circuit held that although 
each state's Qualifying Statute and Complementary Legislation apply to cigarette sales within such state, the 
plaintiffs sufficiently stated a possible claim that these statutes together create a national or "interstate" 
regulatory policy and thereby exert "extraterritorial control" over out-of-state transactions in contravention of 
the Commerce Clause. The Second Circuit acknowledged that in Freedom Holdings (discussed below) it had 
ruled that plaintiffs failed to state a claim that the State's Complementary Legislation had violated the 
Commerce Clause, but explained that it did so because plaintiffs there had not sufficiently alleged an 
extraterritorial effect of that legislation. To date, Grand River, and, as a technical matter. Freedom Holdings 
(pursuant to the grant of a motion to amend the complaint in that matter to include a Commerce Clause claim), 
are the only cases in which a Commerce Clause challenge to the MSA and related statutes has not been the 
subject of a summary judgment dismissal. However, other such challenges are currently pending in various 
jurisdictions. An adverse ruling on Commerce Clause grounds could potentially lead to invalidation of the 
MSA and the Qualifying Statutes in their entirety and result in the complete loss ofa Bondholder's outstanding 
investlncnt. 

With regard to the reinstatement of the non-New York defendants, including the State, the Second 
Circuit explained that where an out of state defendant has "transacted business" in the State of New York and 
there is "substantial nexus" between that transaction and the litigation in question, the federal courts in the 
state can obtain jurisdiction over the defendants. The Second Circuit concluded lhat by negotiating the MSA 
in New York, the attorneys general "transacted business" for the purpose of conferring jurisdiction in federal 
courts in New York. The Court also held that there was "substantial nexus" between the MSA negotiations 
and the lawsuit, because although the challenged statutes are discrete acts of each state, they were integral to 
the operation of the MSA and were negotiated as such. As a defendant in the action, the Attorney General of 
the State would, in the absence of other proceedings, be bound by a decision in this case, and could, for 
example, be <:njoined from enforcing the State's Qualifying Statute and Complementary Legislation and 
possibly the MSA. 

On April 18, 2006 the non-New York defendants, including the California Attorney General, filed a 
petition for ce11iorari review with the U.S. Supreme Court challenging the Sccond's Circuit ruling on the issue 
of personal jurisdiction. The grant of this certiorari petition is within the discretion of the U.S. Supreme Court. 

Grand River remains pending in the Southern District and the parties have engaged in discovery with 
respect to the antitmst and Commerce Clause claims. A ruling in the Grand River case invalidating the 
Qualifying Ste.lute and Complementary Legislation would conflict with rulings by district comts in the Ninth 
Circuit that have upheld California's Qualifying Statute and Complementary Legislation. Such a conflict may 
result in significant uncertainty regarding the validity and enforceability of the MSA and/or related legislation 
in California and elsewhere and could result in the complete loss of a Bondholder's investment. See 
"Possibility of Connie! Among Federal Courts" below. A final decision in Grand River by the District Court 
would be subject to appeal as of right to the Second Circuit. However, any decision by the Second Circuit in 
this case would not be subject to appeal as of right to the U.S. Supreme Court. No assurance can be given ( l) 
that the Supreme Court would choose to detennine the jurisdictional issue or hear and determine any appeal 
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relating to the validity or enforceability of MSA or related legislation in this or any other case, or (2) as to the 
outcome of the certiorari or any appeal, even if heard by the Supreme Court. A Supreme Court decision to 
affirm or to decline to review a Second Circuit ruling that is adverse to the defendants in Grand River or other 
similar case, challenging validity or enforceability of MSA or related legislation, could result in the complete 
cessation of the TSRs available to make payments on the Series 2006 Bonds. Moreover, even if ultimately 
reversed by the Supreme Court, a Second Circuit decision adverse to the defendants in Grand River could, 
unless stayed pending appeal at the discretion of the court, result in the complete cessation of the TSRs 
available to make payments on the Series 2006 Bonds during the pendency of the appeal. 

On April 16, 2002, in Freedom Holdings, Inc. v. Spitzer, certain cigarette importers filed an action 
against the Attorney General and the Commissioner of Taxation and Finance of the State of New York (the 
";1,iew York State Defendants"), challenging New York's Complementary Legislation, alleging in their initial 
complaint that New York's Complementary Legislation enforces a market-sharing and price-fixing cartel, and 
allows the OPMs to charge supra-competitive prices for their cigarettes. Plaintiffs also alleged that New 
York's Complementary Legislation violates the Commerce Clause of the U.S. Constitution and establishes an 
output cartel in violation of federal antitrust law. The initial complaint also alleged that the legislation is 
selectively enforced in violation of the Equal Protection Clause of the U.S. Constitution. The Southern District 
dismissed the action on May 14, 2002. 

In its decision, the Southern District applied two U.S. Supreme Court doctrines known as the "state 
action" immunity doctrine (based on a U.S. Supreme Court case known as "Parker") and the First 
Amendment based immunity doctrine (based on two U.S. Supreme Court cases known collectively as Noerrp 
Pennington (":\'P")). The applicability of the Parker immunity doctrine requires two levels of analysis. Where 
a state confers authority on private parties to engage in conduct that would otherwise be per se violative of 
antitrust laws, cases subsequent to Parker (most notably a U.S. Supreme Court case known as ":VlidCaI") have 
required both a clear articulation of state policy and active supervision by the state of the otherwise 
anticompetitive conduct for Parker immunity to apply. When a state is acting unilaterally, in its capacity as 
the sovereign, however, no MidCal analysis is required and Parker immunity applies directly. NP immunity 
applies to conduct that is protected by the First Amendment, most particularly conduct that constitutes 
petitioning activity directed at courts or governmental bodies. The Southern District held, among other things, 
that New York's Complementary Legislation was protected from antitrust challenge by both direct Parker 
immunity and NP immunity. 

The plaintiffs appealed and on January 6, 2004, the Second Circuit partially reversed the decision of 
the Southern District. In its reversal, the Second Circuit in Freedom Holdings noted, because it was reviewing 
a motion to dismiss, that it was required to accept as true the material facts alleged in the complaint and to 
draw all reasonable inferences in the plaintiffs' favor. The Second Circuit affirmed the Southern District's 
dismissal of that portion of the complaint that alleged a Commerce Clause violation. The Second Circuit 
reversed the dismissal of the plaintiffs' Equal Protection claim, based on uncertainty both as to the basis for the 
district court's ruling and the allegations of the complaint. The Second Circuit remanded to case to allow the 
plaintiffs to amend their complaint to correct deficiencies in the pleadings. The Second Circuit held, however, 
that the plaintiffs had alleged facts sufficient to state a claim that New Y ark's Complementary Legislation 
conflicts with federal antitrust law, and that based on the facts alleged, the legislation was not protected from 
an antitrust challenge based on either of the Parker or NP immunity doctrines. The Second Circuit 
determined, on the record before it, that a MidCal analysis was required and, on that record and solely for the 
purpose of reviewing the Southern District's dismissal of the complaint, found insufficient active supervision 
and insufficient articulation of state policy to support a conclusion that there was antitrust immunity under 
Parker and MidCa/. On March 25, 2004, the Second Circuit denied the New York State Defendants' petition 
for a rehearing. 

In April 2004, the plaintiffs in Freedom Holdings filed an amended complaint, which was 
supplemented in November 2004 and included requests for(!) a declaratory judgment that the operation of the 
MSA, New York's Qualifying Statute and New York's Complementary Legislation implements an illegal per 
se output cartel in violation of the federal antitrust laws and are thus preempted by federal antitrust law and 
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(2) an injunchve relief enjoining the enforcement of New York's Qualifying Statute and New York's 
Complementary Legislation. The amended complaint did not seek an injunction enjoining the enforcement or 
administration of the MSA, was limited only to claims under the federal antitmst laws, and did not allege that 
the MSA, the New York State's Qualifying Statutes or Complementary Legislation violate the Commerce 
Clause or the Equal Protection Clause of the U.S. Constitution. 

On September 14, 2004, the Southern District denied the plaintiffs' motion for a preliminary 
injunction enjoining New York, during the pemkncy of the action. from enforcing the MSA, New York's 
Qualifying Statute and New York's Complementary Legislation. The Southern District held that, based on the 
evidence presented by the parties, the plaintiffs had failed to establish a likelihood of success on the merits of 
their claims (I) that New York's Qualifying Statute and New York's Complementary Legislation authorized or 
mandated a per se violation of the federal antitrust laws or (2) that the MSA, New York's Qualifying Statute 
and New York's Complementary Legislation would not be entitled to Parker antitrust immunity under a 
MidCal analysis. The Southern District also determined that the plaintiffs had failed to make a showing of 
irreparable harm sufficient to justify preliminary injunctive relief. The Southern District, however, granted the 
plaintiffs' motion to enjoin New York from enforcing its Allocable Share Release Amendment, holding that 
the plaintiffs bad established a likelihood of success on their claim that New York's Allocable Share Release 
Amendment conflicts with the federal antitmst laws and that its enforcement would cause plaintifls and other 
NPMs irreparable harm. The plaintiffs appealed the Southern District's denial of their motion for a 
preliminary in,iunction as to New York's Qualifying Statute and New York's Complementary Legislation. The 
plaintiffs did not appeal the denial of their motion for a preliminary injunction to enjoin the enforcement of the 
MSA and supplemented their amended complaint to state that they do not seek a permanent injunction to 
enjoin the enforcement of the MSA. The New York State Defendants did not appeal the granting of the 
plaintiffs' motion to enjoin enforcement of New York's Allocable Share Release Amendment. On May 18, 
2005, the Second Circuit affirmed the Southern District's denial of the plaintiffs' request for a preliminary 
injunction. The Second Circuit held that the plaintiffs failed to satisfy the irreparable harm requirement for a 
preliminary injunction. The Second Circuit made no determination as to the likelihood of the plaintiffs' 
ultimate success on the merits. On November I, 2005, the Southern District denied, without prejudice and 
upon agreement of the parties, plaintiffs' motion for partial summary judgment which sought a determination 
that New York's Allocable Share Release Amendment violates federal antitrust Jaw. On December 28, 2005, 
the Southern District denied the plaintiffs' motion to file an amended complaint to add a Commerce Clause 
claim similar to the plaintiffs' claims in Grand River, as described above. In its decision, however, the 
Southern District granted the plaintiffs leave to renew their motion to amend upon the condition that the 
plaintiffs show what additional discovery would be required to support such additional claims. 

On February 6, 2006, the Southern District granted plaintiffs' renewed motion for leave to assert a 
claim under the Commerce Clause. On February I 0, 2006, plaintiffs filed a Second Supplemental and 
Amended Complaint. The plaintiffs now seek (I) a declaratory judgment that the operation of the MSA, New 
York's Qualifying Statute and New York's Complementary Legislation implements an illegal per se output 
cartel in violation of the federal antitrust laws and is preempted thereby, (2) a declaratory judgment that the 
New York Qualifying Statute and Complementary Legislation, together with the Qualifying Statutes and 
Complemcntaiy Legislation of other states, regulates interstate commerce in violation of the Commerce Clause 
of the U.S. Constitution. and (3) an injunction permanently enjoining the enforcement of New York's 
Qualifying Statute and New York's Complementary Legislation. The amended complaint docs not seek to 
enjoin the enforcement or administration of the '.VISA. Freedom Holdings remains pending in the Southern 
District. 

Possibili(v of Conflict Among Federal Courts. The decisions by the U.S. Court of Appeals for the 
Second Circuit in Freedom Holdings have created heightened uncertainty as a result of the court's 
interpretation of federal antitrust law immunity doctrines, as applied to the MSA and related statutes, which 
interpretation appears to conflict with interpretations by other courts that have rejected challenges to the MSA 
and related statutes. Prior decisions rejecting such challenges have concluded that the MSA and related 
statutes are protected from an antitmst challenge based on the Parker or NP doctrines. 
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An adverse decision by the Second Circuit in Grand River regarding the enforceability of the MSA 
and/or related statutes under federal antitrust law or the Commerce Clause of the U.S. Constitution could be 
controlling law not only within the Second Circuit but also in each of the Grand River Defendant States, 
including the State, unless the Second Circuit ruling with regard to the Southern District's jurisdiction over the 
non-New York defendants is reviewed and reversed by the U.S. Supreme Court. Such review by the U.S. 
Supreme Court is not available as of right. No assurance can he given that the U.S. Supreme Court would 
choose to undertake such a review. 

In addition, an adverse decision by the Second Circuit in Freedom Holdings regarding the 
enforceability of the MSA, related statutes under federal antitrust law or the Commerce Clause of the U.S. 
Constitution would be controlling law only within the Second Circuit from which no appeal as of right lo the 
U.S. Supreme Court would exist. If, however, the Second Circuit were to make a final determination in 
Freedom Holdings that (a) the MSA constitutes a per se federal antitrust violation, not immunized by the NP 
or Parker doctrines, or that New York's Qualifying Statute and Complementary Legislation authorize or 
mandate such a per se violation, or (b) New York's Qualifying Statute and New York's Complementary 
Legislation operates with the Qualifying Statutes and Complementary Legislation of other states to regulate 
interstate commerce in violation of the Commerce Clause of the U.S. Constitution, such determination could 
be considered to be in conflict with decisions rendered by other federal courts, including federal courts in 
California, which have come to different conclusions on these issues. The existence of a conflict as to the 
rulings of different federal courts on these issues, especially between Circuit Courts of Appeals, is one factor 
that the U.S. Supreme Court may take into account when deciding whether to exercise its discretion in 
agreeing to hear an appeal. No assurance can be given that the U.S. Supreme Court would choose to hear and 
determine any appeal relating to the substantive merits of Freedom Holdings. Any decision by the U.S. 
Supreme Court on the substantive merits of Freedom Holdings would be binding everywhere in the U.S., 
including in California. 

Ninth Circuit Cases. On March 28, 2005, the U.S. District Court for the Northern District of 
California in the California case, Sanders v. Lockyer, dismissed an antitrust challenge to the :vtSA and 
California's Qualifying Statute and Complementary Legislation brought by a class of California consumers 
against the State of California and the OPMs. The District Court, expressly unpersuaded by Freedom 
Holdings, found the MSA to be the sovereign act of the State and further found California's Qualifying Statute 
and Complementary Legislation to be direct legislative activity entitled to Parker immunity without the need 
for any additional MidCal analysis. The District Court also found the MSA and California's Qualifying Statute 
and Complementary Legislation to be entitled to NP immunity. The plaintiffs have appealed the dismissal to 
the Ninth Circuit Court of Appeals. The parties have filed their appellate briefs. 

On August 13, 1999, in PT!, Inc v. Philip Morris Inc., certain cigarette importers and cigarette 
distributors filed an action in the U.S. District Court for the Central District of California against the PMs and 
all of the state officials involved in the negotiation of the MSA and those charged with the enforcement of the 
Qualifying Statute and Complementary Legislation as enacted by the respective states (collectively, the "State 
Defendants"). The plaintiffs therein sought to enjoin the passage or enforcement, as the case may be, of the 
Qualifying Statute and Complementary Legislation. The complaint alleged, among other things, that the 
passage, implementation and/or enforcement of the Qualifying Statute would be preempted by federal antitrust 
laws and violate certain provisions of the federal constitution, including the Interstate Compact Clause, the 
prohibition on Bills of Attainder, the Commerce Clause, the Import-Export Clause, the Supremacy Clause, the 
First Amendment, the Equal Protection Clause, and the Due Process Clause. On May 25, 2000, the District 
Court found that jurisdiction did not exist over the non-California State Defendants, and dismissed with 
prejudice all federal antitrust and constitutional claims against the PMs and the State Defendants based on the 
merits. Like the Sanders Court, the PT! Court found antitrust immunity under both the NP and Parker 
doctrines. With respect to the Commerce Clause challenge, the District Court found that neifher the Qualifying 
Statute nor the Complementary Legislation was discriminatory on its face and applied equally to in-state, out
of-state and foreign manufacturers. In addition, the Court found that the alleged burden imposed on interstate 
commerce by the Qualifying Statute did not clearly exceed the putative local benefits of discouraging cigarette 
consumption. 
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Other litigation Challenging the MSA. Qualifying Statutes and Related Legislation. In addition to 
Freedom Holdings and Grand River, other cases remain pending in federal courts that challenge the MSA, the 
Qualifying Statute. the Complementary Legislation and/or the Allocable Share Release Amendment in 
California (see the previous discussion of Sanders v. Lockver), Louisiana, Oklahoma, Kansas, Kentucky, 
Tennessee and Arkansas. The issues raised in Freedom Holdings or Grand River arc also raised in many of 
these other cases, as brietly described below, by way of example only, and not as an exclusive or complete list. 

Two rases are currently pending in Louisiana that challenge the MSA, Qualifying Statutes and related 
legislation. In Xcaliber International Limited. LLC v. Ievoub, certain NPMs have challenged the state's 
Allocable Share Release Amendment on both federal and state constitutional grounds. In March 2006, the 
Finh Circuit Court of Appeals vacated the District Court's earlier dismissal of the action and remanded the 
case for further proceedings to review the plaintiffs' allegations that the Louisiana Allocable Share Release 
Amendment violates the rights of free speech, due process of law and equal protection of the laws guaranteed 
under the U.S. Constitution and the Louisiana Constitution. In A.B. Coker v. Foti, filed in August 2005, certain 
NPMs and cigarette distributors brought an action in a federal district court in Louisiana, seeking, among other 
relief, (i) a declaration that the MSA and Louisiana's Qualifying Statute and Complementary Legislation are 
invalid under the Commerce Clause and Interstate Compact Clause of the U.S. Constitution and that 
Louisiana's Qualifying Statute and Complementary Legislation are preempted by the federal antitrust laws; 
and (ii) an injunction barring the enforcement of the MSA and Louisiana's Qualifying Statute and 
Complementary Legislation. On November 2, 2005 the state defendants filed a motion to dismiss the 
complaint. 

In the Oklahoma case, Xcaliber International Limited, LLC v. Edmondson. certain NPMs have 
challenged Oklahoma's enforcement of its Allocable Share Release Amendment under federal antitrust laws. 
On May 20, 2005, the District Court granted summary judgment in favor of defendant, holding that the 
Oklahoma Allocable Share Release Amendment constituted unilateral state action that is directly protected 
from preemption by the Parker immunity doctrine. The plaintiffs have requested that the District Court 
reconsider its summary judgment order and appealed the order to the U.S. Court of Appeals for the Tenth 
Circuit. On August 31, 2005, the District Court denied the motion to reconsider. On October 28, 2005, the 
Tenth Circuit referred the case for mediation conferencing. Mediation conferencing was subsequently 
terminated and appellate briefing was completed in February 2006. 

In the Kentucky case, Tritent International Corp. v. Commonwealth of Kentucky, the plaintiffs seek a 
declaratory judgment that Kentucky's Qualifying Statute and Complementary Legislation conflict with federal 
antitrust laws and certain provisions of the U.S. Constitution. On September 8, 2005, the district court granted 
Kentucky's motion to dismiss the complaint and on October 24, 2005, the District Court denied the plaintiffs' 
subsequent motion for reconsideration. The plaintiffs have appealed the dismissal to the Sixth <:ircuit Court of 
Appeals. Briefing is in progress. 

Similarly, in the Tennessee case, S&M Brands, Inc. v. Summers, the plaintiffs seek a declaratory 
judgment that Tennessee Qualifying Statute (including the Allocable Share Release Amendment) and 
Complcmentaty Legislation also conflict with federal antitrust laws and certain provisions of the U.S. 
Constitntion. On June 1, 2005, the Sixth Circnit affirmed the District Court's denial of plaintiffs' motion for a 
preliminary injunction with respect to the enforcement of Tennessee's Allocable Share Release Amendment. 
On October 6, 2005, the District Court granted Tennessee's motion to dismiss the complaint except that 
portion of the complaint that alleges that the state's retroactive enforcement of the state's Allocable Share 
Release Provi,.ion violates plaintiffs constitutional rights, which issue was not raised by the state in its motion 
and was therefor not addressed by the court. In its opinion, the District Court expressly rejected the Second 
Circuit's reasoning in sustaining antitrust challenges in the Freedom Holdings case and the Third Circuit's 
rationale for denying state action immunity in the Bedell and Mariana cases. Instead, S&M Brand, followed 
the Sanders and PT! line of cases and held that Qualifying Statute and Complementary Legislation arc direct 
state action, entitled to Parker immunity without the need for MidCal analysis. By decision filed 
November 28, 2005, the District Conrt held that the slate's retroactive application of its Allocable Share 
Release Amendment, which was effective as of April 20, 2004, to 2003 cigarette sales was nnconstitutional. 
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On December 12, 2005, the District Court entered a final judgment dismissing the claims seeking a declaration 
that the Tennessee Qualifying Statute violated Federal antitrust laws and certain provisions of the U.S. 
Constitution. On January 3, 2006, plaintiffs filed a notice of appeal of that judgment. 

Similar cases are pending in Arkansas. In three cases pending in the U.S. District Court for the 
Western District of Arkansas (Grand River Enterpri.,es Six l\'ations Ltd. v. Beebe, International Tobacco 
Partners Ltd. v. Beebe, and Dos Santos v. Beebe), the plaintiffs seek to enjoin preliminarily and permanently 
Arkansas' enforcement of its Allocable Share Release Amendment as preempted by the federal antitrust laws 
and certain provisions of the U.S. Constitntion and the Arkansas Constitution. In International Tobacco 
Partners Ltd., the plaintiffs also seek a declaratory judgment that the MSA and Arkansas' Qualifying Statute 
and Complementary Legislation are preempted by federal antitrust laws and certain provisions of the U.S. 
Constitntion. The District Court preliminarily enjoined, as against the plaintiffs only, the enforcement of 
Arkansas' Allocable Share Release Amendment. On August 8, 2005, the court ordered Arkansas to reimburse 
certain amounts it withheld pursuant to the Allocable Share Release Amendment to International Tobacco 
Partners Ltd. On :vtarch 6, 2006, the District Court issued orders in all three cases(]) denying Arkansas' 
motion to dismiss the complaint with respect to the plaintiffs' claim that the retroactive application of the 
Allocable Share Release Amendment violates the plaintiffs' right to due process of law under the Fourteenth 
Amendment of the U.S. Constitution and (2) granting Arkansas' motion to dismiss the complaint in all other 
respects. On March 14, 2006, the District Court in Grand River v. Beebe denied the plaintiffs' motion to 
preliminarily enjoin the Allocable Share Release Amendment. 

Two cases arc currently pending in Kansas. In the first case filed. Xcaliber International Limited, 
LLC v. Kline, the plaintiffs seek to enjoin preliminarily and permanently Kansas' enforcement of its Allocable 
Share Release Amendment as preempted by the federal antitrust laws, expressly based on the same facts that 
were before the District Court in the Freedom Holdings case in New York. The complaint challenges only the 
Allocable Share Amendment but purports to reserve the right to challenge the Kansas Qualifying Statnte in its 
entirety. On February 7, 2006, the District Court granted the state's motion for sunm1ary judgment and 
dismissed the case on its merits and denied the plaintiffs' motion to supplement the record with additional 
facts. On February 16, 2006, the plaintiffs appealed to the Court of Appeals for the Tenth Circuit. In the 
second case, International Tobacco Partners Lid. v. Kline, the plaintiffs seek a declaratory judgment that the 
Allocable Share Release Amendment is preempted by federal antitrust laws and certain provisions of the U.S. 
Constitution and preliminary and permanent injunctions against the enforcement of the Allocable Share 
Release Amendment. On January 30, 2006, the plaintiffs amended the complaint. which now seeks to enjoin 
the enforcement of Kansas' Complementary Legislation and Kansas' Qualifying Statute in its entirety. 
Although the complaint asserts that the :vtSA is also preempted by federal antitrust laws and certain provisions 
of the U.S. Constitution, it does not specifically seek to enjoin the enforcement thereof. Both parties filed 
motions for summary judgment, which were dismissed by the court. Kansas has filed a motion to dismiss. On 
April 24, 2006, plaintiffs filed a new motion for smmnary judgment. 

The plaintiffs in Freedom Holdings filed a motion with the federal Judicial Panel on Multidistrict 
Litigation (the "'\,tDL Panel") requesting that the Tennessee, Kentucky and Oklahoma cases described above, 
together with Grand River, be transferred to the Southern District of New York for coordinated and 
consolidated pretrial proceedings with Freedom Holdings. On June 16, 2005, the :vtDL Panel denied this 
motion. The MDL Panel" s denial of this motion is not subject to appeal. 

If there is a final adverse ruling in one or more of the cases discussed above, it could have a material 
adverse effect on the amount of TSRs available to the Authority to pay Turbo Redemptions, interest on or 
principal or Accreted Value of the Series 2006 Bonds and could result in the complete loss ofa Bondholder's 
investment. For a description of the opinions of Bond Counsel addressing such matters, see "LEGAL 
CONSIDERATIONS - MSA Enforceability" and "LEGAL CONSIDERATIONS Qualifying Statute 
Constitutionality" herein. 
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Litigation Seeking Monetary Relief from Tobacco Industry Participants 

The tobacco industry has been the target of litigation for many years. Both individual and class action 
lawsuits have been brought by or on behalf of smokers alleging that smoking has been injurious to their health, 
and by non-smokers alleging hann from environmental tobacco smoke ("ETS"), also known as "secondhand 
smoke." Plaintiff.s in these actions seek compensatory and punitive damages aggregating billions of dollars. 
Philip Morris, for example, has reported that, as of December 31, 2005, there were 12 cases on appeal in which 
verdicts were returned against Philip Morris, including (i) a S74 billion punitive damages judgment against 
Philip Morris m the Engle class action, which has been overturned by a Florida district court of appeal and is 
currently on appeal to the Florida Supreme Court; and (ii) a compensatory and punitive damages verdict 
totaling apprmcimately SI 0.1 billion in the Price case in Illinois. On December 15, 2005. however, the Illinois 
Supreme Court reversed the judgment against Philip Morris in Price and remanded the case to the trial court 
with instructions to dismiss the case in its entirety. In its decision, the court held that the defendant's conduct 
alleged by the plaintiffs to be fraudulent under the Illinois Consumer Fraud Act was specifically authorized by 
the Federal Trade Commission and that the Illinois Consumer Fraud Act specifically exempts conduct so 
authorized by a regulatory body acting under the authority of the U.S. The court declined to review the case on 
the merits, concluding that the action was barred entirely by the Illinois Consumer Fraud Act. In January 
2006, the plaintiffs filed a motion asking the court to reconsider its decision in Price. On May 5, 2006, the 
Supreme Court of Illinois denied this motion. It is possible that the plaintiffs will seek further appeals. No 
assurance can be given that that such appeals will not be granted or that they will not be decided in the 
plaintiffs' favor. See "CERTAIN INFORMATION RELATING TO THE TOBACCO INDUSTRY - Civil 
Litigation" herein. 

The MSA does not release PMs from liability in either individual or class action cases. Healthcare cost 
recovery cases have also been brought by governmental and non-governmental healthcare providers seeking, 
among other things, reimbursement for healthcare expenditures incurred in connection with the treatment of 
medical conditions allegedly caused by smoking. The PMs are also exposed to liability in these cases. because 
the MSA only settled healthcare cost recovery claims of the Settling States. Litigation has also been brought 
against certain PMs and their affiliates in foreign countries. 

Pending claims related to tobacco products generally fall within four categories: (i) smoking and 
health cases alleging personal injury and purporting to be brought on behalf of a class of individual plaintiffs, 
including cases brought pursuant to a 1997 settlement agreement involving claims by flight attendants alleging 
injury from exposure to ETS in aircraft cabins, (ii) smoking and health cases alleging personal injury brought 
on behalf of individual plaintiffs. (iii) health care cost recovery cases brought by governmental (both domestic 
and foreign) and non-governmental plaintiffs seeking reimbursement for health care expenditures allegedly 
caused by cigarette smoking and/or disgorgement of profits, and (iv) other tobacco-related litigation, including 
class action suits alleging that the use of the terms "Lights" and "Ultra Lights" constitute deceptive and unfair 
trade practices, suits by former asbestos manufacturers seeking contribution or reimbursement for amounts 
expended in connection with the defense and payment of asbestos claims that were allegedly caused in whole 
or in part by cigarette smoking, and various antitrust suits and suits by foreign governments seeking to recover 
damages for taxes lost as a result of the allegedly illegal importation of cigarettes into their jurisdictions. 
Plaintiffs seek various forms of relief, including compensatory and punitive damages, treble/multiple damages 
and other statutory damages and penalties, creation of medical monitoring and smoking cessation funds, 
disgorgement of profits. legal fees, and injunctive and equitable relief. Defenses raised in these cases include 
lack of proximate cause, statutes of limitation and preemption by the Federal Cigarette Labeling and 
Advertising Act. 

The ultimate outcome of these and any other pending or future lawsuits is uncertain. Verdicts of 
substantial magnitude that are enforceable as to one or more PMs, if they occur, could encourage 
commencement of additional litigation, or could negatively affect perceptions of potential triers of fact with 
respect to the tobacco industry, possibly to the detriment of pending litigation. An unfavorable outcome or 
settlement or mediation of one or more adverse judgments could result in a decision by the affected PMs to 
substantially increase cigarette prices, thereby reducing cigarette consumption beyond what is forecast in the 
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Global Insight Cigarette Consumption Report. In addition, the financial condition of any or all of the PM 
defendants could be materially and adversely affected by the ultimate outcome of pending litigation, including 
bonding and litigation costs or a verdict or verdicts awarding substantial compensatory or punitive damages. 
Depending upon the magnitude of any such negative financial impact (and irrespective of whether the PM is 
thereby rendered insolvent), an adverse outcome in one or more of the lawsuits could substantially impair the 
affected PM's ability to make payments under the MSA, and have a material adverse effect on the amount of 
TSRs available to the Authority to pay Turbo Redemptions, interest on or principal or Accreted Value of the 
Series 2006 Bonds. For a detailed discussion of tobacco industry litigation and related matters, sec 
"CERTAIN INFORMATION RELATING TO THE TOBACCO INDUSTRY - Civil Litigation" and 
"LEGAL CONSIDERATIONS" herein. 

Decline in Cigarette Consumption Materially Beyond Forecasted Levels May Adversely Affect 
Payments 

Smoking Trend,. As discussed in the Global Insight Cigarette Consumption Report, cigarette 
consumption in the U.S. has declined since its peak in 1981 of640 billion cigarettes to an estimated 381 billion 
cigarettes in 2005. Adult per capita cigarette consumption (total consumption divided by the number of people 
18 years and older) has been declining since 1964. The Global Insight Cigarette Consumption Report 
forecasts a continued decline in total cigarette consumption at an average annual rate of 1.81 % to 182 billion 
cigarettes in 2046 under the Global Insight Base Case Forecast (as defined herein), which represents a decline 
in per capita consumption at an average rate of 2.53% per year. These consumption declines are based on 
historical trends which may not be indicative of future trends, as well as other factors which may vary 
significantly from those assumed or forecasted by Global Insight. 

On March 8, 2006, the National Association of Attorneys General and the American Legacy 
Foundation jointly announced that cigarette consumption in 2005 had fallen to 3 78 billion cigarettes. The 
Global Insight 2005 estimate of381 billion cigarettes is slightly higher. For a more detailed discussion of the 
Global Insight methodology, see "- GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" herein 
and APPENDIX A"- GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" attached hereto. 

According to the Global Insight Cigarette Consumption Report, the pharmaceutical industry is seeking 
approval from the U.S. Food and Drug Administration (the "FDA") for two new smoking cessation products 
possibly more effective than those now in existence, such as gum and patch nicotine replacement products, and 
other smoking cessation products such as NicoBloc or Zyban. The FDA has approved Varenicline, a Pfizer 
product to be marketed as Chantix, for use as a prescription medicine. It is intended to satisfy nicotine 
cravings without being pleasurable or addictive. Three companies are also seeking FDA approval for vaccines 
to prevent and treat nicotine addiction. One of these companies, Cytos Biotechnology AG, announced on 
May 14, 2005 that it had successfully completed Phase II testing of a virus-based vaccine, which is genetically 
engineered to cause an immune system response from nicotine and its effects. The company now plans to 
begin Phase Ill trials. Nabi Biopharmaccuticals has been in Phase II clinical trials for Nie VAX, a vaccine to 
prevent and treat nicotine addiction. It triggers antibodies that bind with Nicotine molecules. On March 9, 
2006, NicVAX received Fast Track Designation from the FDA, which is intended to expedite its review 
process. The company expects to move to Phase Ill trials in the second half of 2007. The Xenova Group is set 
to begin Phase II testing of its similar vaccine, Ta-Nie. Global Insight expects that products such as these will 
continue to be developed and that their introduction and use will contribute to the trend decline in smoking. 
One SPM has also introduced a cigarette with reportedly little or no nicotine. Future FDA regulation could 
also include regulation of nicotine content in cigarettes to non-addictive levels. Such new products or similar 
products, if successful, or such FDA regulation, if enacted, could have a material adverse effect on cigarette 
consumption. 

A decline in the overall consumption of cigarettes beyond the levels forecasted in the Global Insight 
Cigarette Consumption Report could have a material adverse effect on the payments by PMs under the MSA 
and the amounts of TS Rs available to the Authority to make payments on the Series 2006 Bonds. 
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Regulatory Restrictions and Legislative initiatives. The tobacco industry is subject to a wide range of 
laws and regulations regarding the marketing. sale. taxation and use of tobacco products imposed by local. 
state, federal and foreign governments. Various state governments have adopted or are considering, among 
other things, legislation and regulations that would increase their excise taxes on cigarettes, restrict displays 
and advertising of tobacco products, establish ignition propensity standards for cigarettes, raise the minimum 
age to possess or purchase tobacco products, ban the sale of "flavored., cigarette brands, require the disclosure 
of ingredients used in the manufacture of tobacco products, impose restrictions on smoking in public and 
private areas, restrict the sale of tobacco products directly to consumers or other unlicensed recipients, 
including over the Internet, and charge state employees who smoke higher health insurance premiums than 
non-smoking state employees. For example, on January 26. 2006, the California Environmental Protection 
Agency Air Resources Board declared environmental tobacco smoke to be a toxic air contaminant. Five states, 
Alabama. Georgia, Idaho, Kentucky and West Virginia, charge higher health insurance premiums to smokers 
than non-smokers, and a number of states have implemented legislation that allows employers to provide 
incentives to state employees who do not smoke. Several large corporations, including Meijer Inc., Gannett 
Co., American Financial Group Inc., PepsiCo Inc. and Northwest Airlines, are now charging smokers higher 
premiums. In addition. the U.S. Congress may consider legislation further increasing the federal excise tax, 
regulation of cigarette manufacturing and sale by the FDA, amendments to the Federal Cigarette Labeling and 
Advertising Act to require additional warnings, reduction or elimination of the tax deductibility of advertising 
expenses, implementation of a national standard for "fire-safe., cigarettes, regulation of the retail sale of 
cigarettes over the Internet and in other non-face-to-face retail transactions, such as by mail order and 
telephone, and banning the delivery of cigarettes by the U.S. Postal Service. In March 2005, for example, 
bipartisan legislation was reintroduced in the U.S. Congress, which would provide the FDA with broad 
authority to regulate tobacco products. Philip :'vlorris has indicated its strong support for this legislation. FDA 
regulation could also include regulation of nicotine content in cigarettes to non-addictive levels. 

Cigarettes are also currently subject to substantial excise taxes in the U.S. The federal excise tax per 
pack of20 cigarettes is $0.39 as of February 2006. All states, the District of Columbia and the Commonwealth 
of Puerto Rico currently impose taxes at levels ranging from S0.07 per pack in South Carolina to $2.46 per 
pack in Rhode Island. In addition, certain municipalities also impose an excise tax on cigarettes ranging up to 
S 1.50 per pack in New York City and S2.00 per pack in Cook County, Illinois, which includes Chicago. 
According to the Global Insight Cigarette Consumption Report, excise tax increases were enacted in 20 states 
and in New York City in 2002, in 13 states in 2003, in 11 states in 2004, and in 8 states (Kentucky, Maine, 
Minnesota, New Hampshire, North Carolina, Ohio, Virginia and Washington) in 2005. The increase in 
Minnesota was not a tax increase, but rather the imposition of a "Health Impact Fee" which has the same effect 
on consumer prices. As a result, the current population weighted average state excise tax is S0.913 per pack. 
In 2006 at \ea;,t ten states are considering proposed excise tax increases, including increases of S 1.00 in New 
York and up to S2.60 in California. The proposed S2.60 per pack tax increase on cigarettes in California is an 
initiative on the State's November 2006 ballot. If the proposed $2.60 increase becomes effeclive. California 
would have the nation's highest cigarette tax. In addition, both houses of the Texas legislature have approved 
bills that would raise the state excise tax by Sl.00 over a three-year period beginning in January 2007. The 
governor is expected to sign the reconciled version of the legislation. 

As mentioned above, at least one state, Minnesota, currently imposes a 75 cents "health impact fee" 
on tobacco manufacturers for each pack of cigarettes sold. The purpose of this fee is to recover the state's 
health costs related to or caused by tobacco use. The imposition of this fee was contested by Philip Morris and 
upheld in Minnesota (a Previously-Settled State) state court as not in violation of Minnesota's settlement with 
the tobacco companies. 

According to the Global Insight Cigarette Consumption Report, all of the states and the District of 
Columbia now require smoke-free indoor air to some degree or in some public places. The most 
comprehensive bans have been enacted since 1998 in sixteen states and a few large cities. California imposed 
comprehensive statewide smoking bans in 1998 and banned smoking in its prisons effective July I, 2005. On 
March 26, 2003, New York State enacted legislation banning smoking in indoor workplaces, including 
restaurants and bars. Delaware banned smoking in all indoor public areas in 2002. Also in 2003, Connecticut, 
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Maine, and Florida passed laws which ban smoking in restaurants and bars. Similarly comprehensive bans 
took effect in March 2003 in New York City, Dallas and in Boston in May 2003. Since then Massachusetts, 
Montana, Rhode Island, and Vermont have established similar bans. Voters in Washington State passed a 
ballot initiative in November 2005 which bans smoking in all public places effective January 2006. The 
restrictions are stronger than those in other states as they include a ban on outdoor smoking within 25 feet of 
the entrances of restaurants and other public places. In December 2005 Chicago passed a smoking ban that also 
applies within l 5 feet of entrances to restaurants and other public places. It went into effect in January 2006, 
with an exemption for bars until July 2008. In January 2006, New Jersey adopted a comprehensive ban which 
went into effect in April 2006. At the same time New Jersey increased the minimum legal age to purchase 
cigarettes from 18 to 19 years. Three states, Alabama, Alaska, and Utah, also set the minimum age at 19. In 
January 2006, the District of Columbia enacted an extensive ban which will be fully in effect in January 2007. 
In 2006, Arkansas, Colorado, Hawaii, Utah, and Puerto Rico enacted similar legislation. It is expected that the 
restrictions will continue to proliferate. Currently, at least one state, Ohio, is considering a comprehensive ban. 
On January 26, 2006, the California Environmental Protection Agency Air Resources Board declared 
environmental tobacco smoke to be a toxic air contaminant. In addition, the American Nonsmokers' Rights 
Foundation documents clean indoor air ordinances by local governments throughout the U.S. As of April 17, 
2006, there were 2,216 municipalities in the U.S. with indoor smoking restrictions. The first extensive outdoor 
smoking restrictions were instituted on March 17, 2006 in Calabasas, California. 

The attorneys general of the Settling States recently obtained agreements from Philip Morris, 
Reynolds Tobacco and B& W that they will remove product advertisements from various magazines that are 
circulated in schools for educational purposes. 

No assurance can be given that future federal or state legislation or administrative or municipal 
regulations will not seek to further regulate, restrict or discourage the manufacture, sale and use of cigarettes. 
Excise tax increases and other legislative or regulatory measures could severely increase the cost of cigarettes, 
limit or prohibit the sale of cigarettes, make cigarettes less appealing to smokers or reduce the addictive 
qualities of cigarettes. As a result of these types of initiatives and other measures, the overall consumption of 
cigarettes nationwide may decrease materially more than forecasted in the Global Insight Cigarette 
Consumption Report and thereby could have a material adverse effect on the amount, of TS Rs available to the 
Authority to pay Turbo Redemptions, interest on or principal or Accreted Value of the Series 2006 Bonds. See 
"CERTAIN INFORMATION RELATING TO THE TOBACCO INDUSTRY - Regulatory Issues" herein. 

Other Potential Payment Decreases U oder the Terms of the MSA 

Adjustments to MSA Payments. The MSA provides that the amounts payable by the PMs are subject 
to numerous adjustments, offsets and recalculations, some of which may be material. Such adjustments, 
offsets and recalculations could reduce the amount of TSRs available to the Authority below the respective 
amounts required to pay Turbo Redemptions, interest on or principal or Accreted Value of the Series 2006 
Bonds. Both the Settling States and one or more of the PMs are disputing or have disputed the calculations of 
some of the Initial Payments for the years 2000 through 2003, and some Annual Payments for the years 2000 
through 2005. No assurance can be given as to the magnitude of the adjustments that may result upon 
resolution of those disputes. Any such adjustments could trigger the Offset for Miscalculated or Disputed 
Payments. For additional information regarding the MSA and the payment adjustments, see "- NPM 
Adjustment" in this subsection and "SUMMARY OF THE MASTER SETTLE:\1ENT AGREEMENT" herein. 

The assumptions used to project Collections (the source of the payments on the Series 2006 Bonds) 
are based on the premise that certain adjustments will occur as set forth under "SUM:\1ARY OF BOND 
STRUCTURJNG ASSU:\1PTIONS AND AMORTIZATION" herein. Actual adjustments could be materially 
different from what has been assumed and described herein. 
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Growlh of NPM Market Share and Other Factors. The assumptions used to project Collections and 
structure the Series 2006 Bonds contemplate declining consumption of cigarettes in the U.S. combined with a 
static relative market share of 6.2%* for the NPMs. See "SUMMARY OF BOND STRUCTURfNG 
ASSUMPTIONS AND AYIORTIZATION" herein. Should the forecasted decline in consumption occur. but 
be accompanied by a material increase in the relative aggregate market share of the NPMs, shipments by PMs 
would decline at a rate greater than the decline in consumption. This would result in greater reductions of 
Annual Payments and Strategic Contribution Fund Payments by the PMs due to application of the Volume 
Adjustment, even for Settling States (including the State) that have adopted enforceable Qualifying Statutes 
and are diligently enforcing such statutes and are thus exempt from the NPM Adjustment. One SPM has 
introduced a cigarette with reportedly no nicotine. If consumers used the product to quit smoking, it could 
reduce the size of the cigarette market. The capital costs required to establish a profitable cigarette 
manufacturing facility are relatively low and new cigarette manufacturers, whether SPMs or NPY!s, are less 
likely than OPMs to be subject to frequent litigation. 

The :vlodel Statute in its original fonn had required each NPM to make escrow deposits approximately 
in the amount that the NPYI would have had to pay had it been a PM, but entitled the NPM to a release, from 
each Settling State in which the NPM had made an escrow deposit, of the amount by which the escrow deposit 
exceeds that Settling State's allocable share of the total payments that the NPM would have been required to 
make had it been a PM. At least 44 Settling States, including the State, have enacted, and other states are 
considering, legislation that amends this provision in their Model/Qualifying Statutes, by eliminating the 
reference to the allocable share and limiting the possible release an NPM may obtain to the excess above the 
total payment that the NPM would have paid had it been a PM (so called "Allocable Share Release 
Legislation"). The National Association of Attorneys General ("NAAG") has endorsed these legislative 
efforts. A majority of the PMs, including all OPMs, have indicated their agreement in writing that in the event 
a Settling State enacts legislation substantially in the form of the Allocable Share Release Legislation, such 
Settling State's previously enacted Model Statute or Qualifying Statute will continue to constitute a Ylodel 
Statute or Qualifying Statute within the meaning of the MSA. Following a challenge by NPY!s, the U.S. 
District Court for the Southern District of New York in September 2004 enjoined New York from enforcing its 
Allocable Share Release Legislation. NPMs are also currently challenging Allocable Share Release Legislation 
in the State and in Arkansas, Kansas, Kentucky, Louisiana, Oklahoma and Tennessee. It is possible that NPMs 
will challenge such legislation in other states. See "-Litigation Challenging the MSA, the Qualifying Statutes 
and Related Legislation" herein. To the extent that either (i) other states do not enact or enforce Allocable 
Share Release Legislation or (ii) a state's Allocable Share Release Legislation is invalidated, NPMs could 
concentrate sales in such states to take advantage of the absence of Allocable Share Release Legislation by 
li1niting the arnount of its escrow pay1nent obligations to only a fraction of the paytnent it would have been 
required to make had it been a PM. Because the price of cigarettes affects consumption, NPM cost advantage 
is one of the factors that has resulted and could continue to result in increases in market share for the NP Ms. 

A significant loss of market share by PMs to NPMs could have a material adverse effect on the 
payments by PMs under the MSA and the amount of TS Rs available to pay Turbo Redemptions, interest on or 
principal or Accreted Value of the Series 2006 Bonds. See "SUMMARY OF THE MASTER SETTLEYIENT 
AGREEMENT Adjustments to Payments" and "GLOBAL INSIGHT CIGARETTE CONSUMPTION 
REPORT" herein. 

NPMAdjustrnent. 

Description of the NPM Adjustment. The NPM Adjustment, measured by domestic sales of 
cigarettes by NPMs, operates in certain circumstances to reduce the payments of the PMs under the MSA in 
the event of losses in market share to NPMs during a calendar year as a result of the MSA. Three conditions 

* The aggregate market share of NPMs utilized in the Cash Flow Assumptions may differ materially from the 
market share information utilized by the MSA Auditor when calculating the NPM adjustments. 
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must be met in order to trigger an NPM Adjustment for one or more Settling States: ( 1) a Market Share Loss 
(a~ defined in the MSA) for the applicable year must exist, which means that the aggregate market share of the 
PMs in any year must fall more than 2% below the aggregate market share held by those same PMs in 1997 (a 
condition that has existed for every year since 2000), (2) a nationally recognized firm of economic consultants 
must determine that the disadvantages experienced as a result of the provisions of the MSA were a significant 
factor contributing to the market share loss for the year in question, and (3) the Settling States in question must 
be proven to not have diligently enforced their Qualifying Statutes.* The Settling States and the PMs selected 
The Brattle Group in :vtay 2004 as the current economic consultants responsible for making the significant 
factor determinations. 

Application of the NPM Adjustment. The entire NPM Adjustment is ultimately applied to a 
subsequent year's Annual Payment and Strategic Contribution Fund Payment due to those Settling States (i) 
that have been proven to have not diligently enforced their Qualifying Statutes throughout the year or (ii) that 
have enacted a :'v!odel Statute or Qualifying Statute that is declared invalid or unenforceable by a court of 
competent jurisdiction. The 1997 market share percentage for the PMs, less 2%, is defined in the MSA as the 
"Base Aggregate Participating Manufacturer Market Share." lfthe PMs' actual agi,,yegate market share is 
between 0% and l 67:!% less than the Base Aggregate Participating Manufacturer Market Share, the amounts 
paid by the PMs would be decreased by three times the percentage decrease in the PMs' actual aggregate 
market share. If, however, the PMs' market share loss is greater than 16%%, then the NPM Adjustment will 
equal 50% plus an amount determined by formula as set forth in the footnote below.' 

Regardless of how the NPM Adjustment is calculated, it is always subtracted from the total Annual 
Payments and Strategic Contribution Fund Payments due from the PMs and then ultimately allocated on a Pro 
Rata (as defined in the MSA) basis only among those Settling States (i) that have been proven to have not 
diligently enforced their Qualifying Statute or (ii) that have enacted a Model Statute or Qualifying Statute that 
is declared invalid or unenforceable by a court of competent jurisdiction.1 However, the practical effect of a 
decision by a PM to claim an NP:'v! Adjustment for a given year and pay its portion of the amount of such 
claimed NPM Adjustment into the Disputed Payment~ Account, or withhold payment of such amount, would 
be to reduce the payments to all Settling States on a Pro Rata basis until, for any particular Settling State, a 
resolution is reached regarding the diligent enforcement dispute for such state. 

Settlement of Calendar 1999 through 2002 NPM Adjustment Claims. In June 2003, the OPMs and 
the Settling States settled all NPM Adjustment claims for the years 1999 through 2002, subject, however, 
under limited circumstances, to the reinstatement of an OPM's right to an NPM Adjustment for the years 2001 
and 2002. In connection therewith, the OPMs and the Settling States agreed prospectively that OPMs claiming 
an NPM Adjustment for any year will not make such a deposit into the Disputed Payments Account or 
withhold payment with respect thereto unless and until the selected economic consultants determine that the 

* 

t 

The ,PM Adjustment does not apply at all if the number of cigarettes shipped in or to the United States in the 
year prior to the year in which the payment is due by all manufacturers that were PMs prior to December 7, 
1998 exceeds the number of cigarettes shipped in or to the United States by all such PMs in 1997. 

If the aggregate market share loss from the Base Aggregate Participating Manufacturer Share is greater than 
16%%, the NPM Adjustment will be calculated as follows: 

'\;PM Adjustment~ 50% + 
[50% I (Base Aggregate Participating Manufacturer Market Share- 16%%)] 

x [market share loss- 16¥,%] 

t If a court of competent jurisdiction declares a Settling States' Qualifying Statute to be invalid or unenforceable, 
then the NPM Adjustment for such state is limited to no more, on a yearly basis, than 65% of the amount of 
such state's allocated payment. 
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disadvantages of the MSA were a significant factor contributing to the market share loss giving rise to the 
alleged NPM Adjustment. If the selected economic consultants make such a "significant factor"' determination 
regarding a year for which one or more OPMs have claimed an NPM Adjustment, such OPMs may, in fact, 
either make a deposit into the Disputed Payments Account or withhold payment reflecting the claimed NPM 
Adjustment. See "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - Adjustments to 
Payments'" herein. 

It has been reported that the 2005 Annual Payments by the OPMs were made without a diversion 
of any portion thereof into the Disputed Payments Account for the Settling States. However, it has been 
reported that eleven SPMs paid approximately S84 million of their 2005 Annual Payments into the Disputed 
Payments Account for the Settling States as a result of alleged disputes, including disputes related to NPM 
Adjustments. Unlike the OPMs, the SPMs had not agreed to await the finding of a significant factor 
determination before taking such action. Of this $84 million, approximately $44 million represented payments 
by six SPMs relating to cigarettes sold in 2003. Following litigation brought by the State of New York 
challenging such actions, the six SPMs released such S44 million to the Settling States. Such release of 
money. however, does not represent final settlement of any alleged disputes. In addition, more than SI 8 
million due from various SPMs was withheld on April 15, 2005. 

Effect of Calendar 2003 NPM Adjustment Claim on 2006 Annual Payments. Each of the three 
OPMs has notified the Settling States that. in connection with the market share loss for calendar year 2003, it 
will seek an NPM Adjustment. It has been reported in the press that both Philip Morris and Reynolds 
American believe that the size of the NPM Adjustment attributable to 2003 is approximately S 1.2 billion 
(representing a $1.14 billion NPM Adjustment of approximately 17.85% of the 2004 Annual Payment, with 
interest). 

;ijynificant Factor Detennination for Calendar Year 2003. On or about March 2, 2006, The Brattlc 
Group made a proposed determination that the disadvantages experienced as a result of the MSA were a 
significant fac·:or contributing to the related market share loss for calendar 2003. It has been reported that the 
MSA Auditor determined that the Market Share Loss in 2003 was 5.95%, reflecting the difference between the 
PMs" 99.58% l 997 market share and their 9 l.63% 2003 market share less 2%. Of the total 7.95'Yo differential, 
it has also been reported that The Brattle Group determined that 3% to 3.5% was attributable to the MSA and 
then compared 3% to 3.5% to 7.95% in making its proposed significant factor determination. 

By letter dated March 6, 2006, the State of New York issued to all the PMs a Notice of Intent to 
Initiate Enforcement Proceedings under the MSA. ln that Notice of Intent the State of New York noted The 
Brattle Group's proposed determination and stated that the State of New York intended to initiate court 
proceedings against some or all PMs for a Declaratory Order construing certain terms. including "'Market 
Share Loss," of the MSA and the question presented to The Brattle Group in the "significant factor" 
proceedings. On that same date. the State of New York filed a motion in the Supreme Court of the State of 
New York for the County of New York in The State of New York v. Philip Morris, Inc., requesting a 
declaratory order construing the terms of the MSA. New York State asserted that The Brattle Group's initial 
determination was incorrectly made because it applied its "significant factor" analysis to the OPMs total loss 
of market share from 1997 through 2003 of 7. 95%, rather than to the "Market Share Loss" as defined in the 
MSA, which New York State asserted is the total market share loss of the OP:\1S from 1997 through 2003 that 
is in excess of 2%, which would result in a Market Share Loss of 5.95%. On March I 3, 2006, the court held 
that it had continuing jurisdiction over the MSA and directed that The Brattle Group, in making its "significant 
factor" determination, consider the MSA 's impact on the OPMs' market share loss after deducting 2% from 
any MSA-related loss it found. The PMs' time to make a motion or rehear or reargue this order or to seek 
appellate relief has not expired. 

On :\1arch 27, 2006, The Brattle Group made its final determination that the disadvantages 
experienced a, a result of the MSA were a significant factor contributing to the Market Share Loss for calendar 
year 2003. ln a statement dated March 28, 2006, the Attorneys General oflowa and Idaho. the co-chairs of the 
NAAG Tobacco Committee, stated, among other things, that the Settling States believe it would not be 
appropriate for a PM to withhold any portion of the April 2006 Annual Payment. According to the statement, 
the Settling States believe that the PMs must still prove to a court that the Settling States have not diligently 
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enforced their Model Statutes and also believe that every Settling State will be found to have diligently 
enforced its Model Statute in 2003. It has been reported, however, that the general counsel of Reynolds 
Tobacco has stated that he believes that not all states were diligently enforcing their Model Statutes. 

It has been reported that on March 31, 2006, Philip Morris made its full $3 .4 billion payment, even 
though it believes that sum should eventually be reduced to reflect its market share loss due to its participation 
in the MSA, and it intends to continue to negotiate with the Settling States' Attorneys General for a reduction 
of its payment. It has been further reported that Lorillard paid approximately S558 million of its 2006 Annual 
Payment on March 31, 2006. Lorillard deposited the balance of the 2006 Annual Payment, $108 million, into 
the Disputed Payments Account pending final non-appealable resolution of the diligent enforcement issue with 
respect to 2003. Additionally, it has been reported that Reynolds American paid approximately S2.016 billion 
of its Annual Payment obligation for 2006, of which $647 million was deposited in the Disputed Payment 
Account pending resolution of the diligent enforcement issue in 2003. According to the co-chairs of the 
NAAG Tobacco Committee, in a statement released on April 18, 2006, the Annual Payments paid by Lorillard 
and Reynolds American to the Settling States constitute about 82% of the amount that was due. The three 
SP Ms from whom the largest payments were due made substantial payments. However, one of the three paid a 
portion of its payment to the Disputed Payments Account, and the other two each withheld a portion of the 
payment due from them. It has been reported in the press that a majority of the Settling States have given 
notice to the PMs of each such Settling State's intent to commence enforcement proceedings under the MSA 
compelling the PMs to make the 2006 Annual Payment without diminution for any NPM Adjustment so long 
as there has not yet been a final non-appealable resolution of the diligent enforcement issue for such Settling 
State for the year in question. 

In their April 18, 2006 statement, the co-chairs of the NAAG Tobacco Committee restated that the 
Settling States believe that no NPM Adjustment would be found to apply and, thus, the Settling States are 
entitled to receive the full payment due under the MSA. They stated that each Settling State has enacted a 
Model Statute, that the states all believe they have diligently enforced their Model Statute, and that they will 
ultimately receive the money in dispute. The statement further stated that the issues of diligent enforcement 
are not subject to arbitration and will be litigated in the courts of each state. Many of the Settling States are 
expected to initiate prompt legal action in their state courts to ensure full payment. It has been reported that 
several states (Reynolds American reports 26 states between April 13 and May 2), including the State, and the 
States of Connecticut, Illinois, Kentucky, Maine, Massachusetts, New Hampshire, New Jersey, North Carolina, 
Ohio, Tennessee, and Washington, have each instituted legal proceedings in their respective state courts 
against the PMs. They each claim that they diligently enforced their Qualifying Statute and request that the 
respective court enter a declaratory order finding that the 2006 Annual Payment is not subject to a 2003 NPM 
Adjustment, and that the PMs are not entitled to withhold or pay into the Disputed Payments Account any 
portion of the 2006 Annual Payment. They also assert that, in June 2003, the OPMs unconditionally released 
the Settling States from all claims that they may have with respect to cigarettes sold or shipped from 1999 
through 2002. As previously noted. the OPMs and the Settling States entered into agreements that resolved a 
variety of disputes relating to cigarette sales and MSA payments from 1999 through 2002. The Settling States 
maintain that, since an NPM Adjustment for 2003 would be based upon cigarettes sold or shipped in 2002, the 
release in the June 2003 agreements bars the OPMs from claiming an NPM Adjustment for 2003. 

Resolution of Diligent Enforcement Disputes. As previously noted, any Settling State that adopts, 
maintains and diligently enforces its Qualifying Statute is exempt from the NPM Adjustment. The State has 
adopted the Model Statute (which is a Qualifying Statute under the MSA). No provision of the MSA, 
however, attempts to define what activities, if undertaken by a Settling State, would constitute diligent 
enforcement. Furthermore, the "v!SA does not explicitly state which party bears the burden of proving or 
disproving whether a Settling State has diligently enforced its Qualifying Statute or whether any diligent 
enforcement dispute would be resolved in state courts or through arbitration. On August 3, 2005, a 
Connecticut state court ruled that certain issues relating to the calculation of an NPM Adjustment are subject to 
arbitration pursuant to the tcrrns of the MSA. See State of Connecticut v. Philip Morris, Inc. The case 
involved a claim by certain SPMs that the MSA Auditor, selected by the parties to the MSA to detcnnine 
payments under the MSA, miscalculated their annual payments for shipment year 2003 by refusing to reduce 
the amounts by applying the NP"vl Adjustment. In the decision, the court held that a challenge to the MSA 
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Auditor's detennination that the MSA forbids the application of the NPM Adjustment to payments owed by 
PMs for any year in which all Settling States had Qualifying Statutes in full force and effect is subject to 
arbitration. The MSA provides that the arbitration will be governed by the United States Federal Arbitration 
Act The dec:sion of an arbitration panel under the Federal Arbitration Act may only be overturned under 
limited circumstances, including a showing of a manifest disregard of the law by the panel. The Connecticut 
court's decision has been appealed by the State of Connecticut. The Connecticut court's determination is 
contrary to the determination by a New York State trial court that concluded that such issues were not subject 
to arbitration under the MSA. See The State of New York \'. Philip Morris Incorporated. The New York 
Court's decision was reversed on April 6, 2006. by the Appellate Division, First Department, of the Supreme 
Court of New York (the "Appellate Division"). The Appellate Division ruled that the MSA Auditor's decision 
not to apply the NP'.\1 Adjustment, and the dispute over whether that adjustment should have been applied, is 
''a proper subject for arbitration pursuant to the plain tenns of the MSA." The Appellate Division then ordered 
that the motion to compel arbitration he granted. It has been reported that the defendants in the New York case 
are considering an appeal of the Appellate Division's decision. The Attorneys General of the Settling States, 
including the State, believe that the court in each Settling State that retains continuing jurisdiction over the 
MSA should make the determination as to diligent enforcement of such state's Qualifying Statute. Regardless 
of the forum in which a diligent enforcement dispute is heard, no assurance can be given as to how long it will 
take to resolve any such dispute with finality. 

Ef'ect of Complementary Legislation. At least 44 of the Settling States, including the State. have 
passed, and various states are considering, legislation ( often termed "Complementary Legislation") to further 
ensure that NPMs are making required escrow payments under the Qualifying Statutes. Under the State's 
Complementary Legislation, every tobacco product manufacturer whose cigarettes are sold, directly or 
indirectly, in the State is required to certify annually that it is an NPM and that it is in full compliance with the 
State's Quali~1ing Statute. The Attorney General is required to maintain a directory listing of all tobacco 
product manufacturers that have filed current and accurate certifications. No person may sell, offer or possess 
for sale cigareltes of a tobacco product manufacturer not included in the then current directory. Any cigarettes 
that have been sold, offered for sale or possessed in the State in violation of the State's Complementary 
Legislation will be deemed contraband and are subject to forfeiture. 

All of the OPMs and other P'.\'.ls have provided written assurances that the Settling States have no 
duty to enact Complementary Legislation, that the failure to enact such a legislation will not be used in 
determining whether a state has diligently enforced its Qualifying Statute pursuant to the terms of the MSA, 
and that the diligent enforcement obligations under the MSA shall not apply to the Complementary 
Legislation. In addition, the written assurances contain an agreement that the Complementary Legislation will 
not constitute an amendment to a Settling State's Qualifying Statute. However, a detennination that a state's 
Complementary Legislation is invalid may make enforcement of its Qualifying Statute more difficult, which 
could lead to an increase in the market share of NPMs, resulting in a reduction of Annual Payments and 
Strategic Contribution Fund Payments under the MSA. The New York Qualifying Statute and Complementary 
Legislation, along with similar legislation in thirty other states, including the State, have heen challenged in 
New York State by a group of NPMs on various constitutional grounds, including claims based on preemption 
by the federal antitrust laws. See " Litigation Challenging the MSA, the Qualifying Statutes and Related 
Legislation" herein. See "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - MSA 
Provisions Related to Model/Qualifying Statutes" herein and Appendix F --- "SUMMARY OF THE 
PRINCIPAL LEGAL DOCUMENTS - THE INDENTURE" attached hereto. 

Conclusion. Future NPM Adjustment claims remain possible for calendar years 2004, 2005 and all 
future years. It has been reported that Philip Morris, Reynolds American and Lorillard will Ii le a NPM 
Adjustment claim for the year 2004. The Brattle Group has not made any preliminary or final "significant 
factor" detem,inations for any year other than 2003. ln addition, the "diligent enforcement" exemption 
afforded a Settling State is based on actual enforcement efforts for the calendar year preceding each Annual 
Payment, and could be disputed by a PM even after the final resolution of a diligent enforcement dispute 
related to a prior year. If the other preconditions to an NPM Adjustment exist for a given year, disputes 
regarding diligent enforcement for such year may be expected if the market share of the NPMs results in an 
NPM Adjustment that, absent the protection of the Qualifying Statutes, would apply. 
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Future NPM Adjustments could be as large or larger than the reported potential $1.2 billion 
calendar 2003 NPM Adjustment. Although a Settling State that diligently enforces its Qualifying Statute is 
exempt from the NPM Adjustment, many procedural uncertainties, as described above, still remain regarding 
the resolution of a dispute regarding diligent enforcement. In addition, the resolution of the substance of such 
a dispute could take years. A decision by the PMs to pay the amount of a claimed NPM Adjustment into the 
Dispuled Payments Account or to withhold payment of such an amount pending the resolution of the dispute 
would have a material adverse effect on the amounts of TSRs available to the Authority to make Turbo 
Redemptions and other payments on !he Series 2006 Bonds during such period. Should a PM be determined 
with finality to be entitled to an NPM Adjustment in a future year due to non-diligent enforcement of the 
Qualifying Statute by the State, the operation of the NPM Adjustment would also have a material adverse 
effect on the amounts of TS Rs available to the Authority to pay Turbo Redemptions, interest on or principal or 
Accreted Value of the Series 2006 Bonds. See "Disputed or Recalculated Payments" below. The structuring 
assumptions for the Series 2006 Bonds do not include any NPM Adjustments. See "SUMMARY OF BOND 
STRUCTUR1NG ASSUMPTIONS AND AMORTIZATION." 

Disputed or Recalculated Payments and Disputes under the Terms of the MSA. Miscalculations or 
recalculations by !he MSA Auditor or disputed calculations by any of the parties to the MSA, such as those 
described above under "NPM Adjustment", have resulted and could in the future result in offsets to, or delays 
in disbursements of, payments to the Settling States pending resolution of the disputed item in accordance wilh 
the provisions of the MSA. By way of example, on August 30, 2004, one of the SPMs announced that it had 
notified the attorneys generals of 46 states that it inlends to iniliate proceedings against the attorneys general 
for violating the terms of the ;\,fSA. It alleges that the attorneys general violated its rights and the MSA by 
extending unauthorized favorable financial terms to Miami-based Vibo Corporation d/bia General Tobacco 
when, on August 19, 2004, the attorneys general entered into an agreement with General Tobacco allowing it 
to become an SPM. General Tobacco imports discount cigarettes manufactured in Colombia, South America. 
In the notice sent to the attorneys general, the SPM indicated that it will seek to enforce the terms of the MSA, 
void the agreement wilh General Tobacco and enjoin the Settling States and NAAG from listing General 
Tobacco as a PM on their websites. On August 18, 2005, the SPVI that sent the nolice and an additional four 
SPMs filed a motion to enforce the MSA in Kentucky. The Commonwealth of Kentucky filed its opposition 
and !he SPMs replied. General Tobacco intervened in the case and filed its opposition to the other SPMs' 
motion. The SPMs replied and a hearing was held on the issue on November 8, 2005. It has been reported 
that on January 31, 2006 the court upheld the agreement by which General Tobacco became an SPM. 

Disputes concerning payments and their calculations may be raised up to four years after the 
respective Payment Due Date (as defined in the MSA). The resolulion of disputed payments may result in the 
application of an offset against subsequent Annual Payments or Strategic Contribution Fund Payments. The 
diversion of disputed payments to the Disputed Payments Account, the wilhholding of all or a portion of any 
disputed amounts or the application of offsets against future payments could all have a material adverse effect 
on the payments by the PMs under the MSA and amounls of TSRs available to the Authority to pay Turbo 
Redemptions, interest on or principal or Accreted Value on the Series 2006 Bonds. The structuring 
assumptions for the Series 2006 Bonds do not factor in an offset for miscalculated or disputed payments. See 
"SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - Adjustments to Payments - OjJ,er ji,r 
Miscalculated or Disputed Payments" herein. 

On June 3, 2005, the State filed an application in San Diego County Superior Court for an 
enforcement order against Bekenton USA, Inc. ("Bekenton"), to compel Bekenton to comply with its full 
payment obligations under the MSA. On June 29, 2005, Bekenton filed a motion to file a suit, alleging that the 
State breached the Most Favored Nation ("MFN") provisions of !he MSA by allowing three other SPMs 
(Farmers Tobacco Co., General Tobacco, and Premier Manufacturing Incorporated) to join the MSA under 
more favorable terms. In a tentative ruling dated November I, 2005, the Superior Court granted Bekenton' s 
molion to file suit based on this allegation. In its initial complaint, Bekenton had further alleged that (a) the 
State's agreements with Farmer's Tobacco, General Tobacco and Premier (the "Three Agreements"), which 
required them to make certain back payments (as required by the MSA) as a precondition to joining the MSA, 
permitted such back payments to be made on an extended time frame and (b) this time frame effectively 
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"relieved" farmer's Tobacco, General Tobacco and Premier of ce11ain payment obligations as PMs. Bekenton 
claimed that it was entitled to a similar relief under another clause of the MFN (the "Relief Clause"), which 
requires that if any PM is relieved of a payment obligation. such relief becomes applicable to all of the PMs. 
In the November I, 2005. tentative ruling, the Superior Court denied Bekenton's motion to file suit under the 
Relief Clause, ruling that (I) because the Three Agreements were preconditions to allowing Farmer's Tobacco, 
General Tobacco and Premier to become PMs, these companies were not "PMs" for purposes of the Relief 
Clause and (2"1 even if Fanner's Tobacco, General Tobacco and Premier are PMs for purposes of the Relief 
Clause, the payment schedules in the Three Agreements did not relieve them of any obligations. On March 15, 
2006, the Superior Court adopted the November 1, 2005 tentative ruling as its final order. 

Bekec.ton is involved in similar disputes in Kentucky and Iowa. In the Kentucky case, Bckenton failed 
to make its full MSA payment of approximately S7.7 million in April 2005, and, instead, paid only Sl98,000, 
less than 3% of the total payment due. The State of Kentucky commenced an action against Bekenton in 
which Bckenton claimed that under the Relief Clause it was entitled to reduce its payment as a consequence of 
Kentucky's agreement with General Tobacco, which was similar to the agreement described above between 
the State of California and General Tobacco. On April 14, 2006, the court dismissed Bckenton's claim for a 
reduction, holding that the Relief Clause was not applicable since the General Tobacco agreement did not 
relieve General Tobacco of any payment obligations. 

In the Iowa case, the State of Iowa sought to de-list Bekenton as a PM for failing to comply with the 
'.\1SA payment provisions and to prohibit Bekcnton from doing business in Iowa for failing to comply with the 
escrow payment provisions of the Iowa Qualifying Statute. On August 11, 2005 an Iowa state court, finding 
that the MSA itself provides procedures for the resolution of disputes regarding MSA payments and that such 
procedures should be followed in this case, enjoined Iowa from "de-listing" Bekenton, pennitting Bckcnton to 
continue selling cigarettes in Iowa. 

In 2005, Bekenton filed for bankruptcy relief. 

"Nicotine-Free" Cigarettes. The MSA contemplates that the manufacturers of cigarettes will be 
either a PM or an NPM. The tenn "cigarette" is defined in the MSA to mean any product that contains tobacco 
and nicotine, is intended to be burned and is likely to be offered to, or purchased by, consumers as a cigarette 
and includes "roll-your-own" tobacco. Should a manufacturer develop a "nicotine-free" tobacco product 
(intended to be burned and is likely to be offered to, or purchased by, consumers as a cigarette), such 
manufacturer would not be a manufacturer for purposes of the MSA. Sales of such a product to quit smoking 
"cigarettes" that are "cigarettes" for the purposes of the MSA could reduce the size of the market and cause a 
reduction in ;\nnual Payments and Strategic Conttibution Fund Payments. The capital costs required to 
establish a profitable cigarette manufacturing facility are relatively low and new cigarette manufacturers are 
less likely to be subject to frequent litigation than OPMs. Furthennore, the Qualifying Statutes would not cover 
a manufacturer of such "nicotine-free" products and such manufacturer would not be required to make escrow 
deposits in the same manner as the NP:vts are so required. Vector Group has introduced QUEST, a tobacco 
product that is reportedly nicotine-free. 

Potential Payment Adjustments for Population Changes Under the MOU and the ARI MOU 

The MOU provides that the amounts of TSRs payable are subject to adjustments for population 
changes. The amount of the TSRs distributed to Participating Jurisdictions. including the County, pursuant to 
the MOU and the ARIMOU is allocated on a per capita basis, calculated using the then most current official 
U.S. Decennial Census figures, which are currently updated every ten years. Based on the 2000 Census, 8.31 % 
of the residents of the State resided in the County. Pursuant to the MOU and the ARl'.\10U, the County is 
therefore entitled to an equivalent percentage of the TSRs allocable to the Participating Jurisdictions (after 
payments to cities that are Participating Jurisdictions). There can be no assurance that future C.S. Census will 
not conclude that the County represents a smaller relative percentage of the overall population of the State than 
in 2000, or that the TSRs payable to the County will not decline. Subsequent adjustments are expected to occur 
at subsequent ten-year intervals following each Census, and there can be no assurance that the percentage of 
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TSRs payable to the County will not materially decline following such adjustments. In addition, there can be 
no assurance that the frequency of such Census reports will not change, or that the methodology utilized by the 
U.S. in performing the Census will not change, or that any such change in methodology would not result in a 
determination that the County represents a smaller relative percentage of the overall State population than 
reported in any prior Census. 

The Global Insight Population Report projects that the County's share of total State population was 
8.31% in 2000, and will be 7.97% in 2010, 8.09% in 2020, 8.23% in 2030, and 8.42% in 2040 (the "Global 
Insight Base Case Population Forecast"). The forecast depends on projections with respect to domestic 
migration to and from the County among other factors. Global Insight states that County population inevitably 
will vary from the projections and forecasts in the Global Insight Population Report, and that the variations 
may be material and adverse. See "GLOBAL INSIGHT POPULATION REPORT" herein. 

Other Risks Relating to the MSA and Related Statutes 

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

Amendments, Waivers and Termination. As a settlement agreement between the PMs and the Settling 
States, the MSA is subject to amendment in accordance with its terms, and may be terminated upon consent of 
the parties thereto. Parties to the MSA, including the State, may waive the performance provisions of tbe 
MSA. The Authority is not a party to the MSA; accordingly, neither the Authority nor the Borrower has the 
right to challenge any such amendment, waiver or termination. While the economic interests of the State and 
the Bondholders are expected to be the same in many circumstances, no assurance can be given that such an 
amendment, waiver or termination of the MSA would not have a material adverse effect on the Authority's 
ability to make payments to the Bondholders. See "SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT - Amendments and Waivers" herein. 

Reliance on State Enforcement of the MSA and State Impairment. The State may not convey and has 
not conveyed to the County, the Borrower, the Authority or the Bondholders any right to enforce the terms of 
the MSA. Pursuant to its terms, the MSA, as it relates to the State, can only be enforced by the State. 
Although the State is entitled under the MOU to 50% of the State's allocable share of each Annual Payment 
and Strategic Contribution Fund Payment under the MSA, no assurance can be given that the State will enforce 
any particular provision of the MSA. Failure to do so may have a material adverse effect on the Bondholders. 
It is possible that the State could attempt to claim some or all of the TSRs for itself or otherwise interfere with 
the security for the Series 2006 Bonds. In that event, the Bondholders, the Trustee, the Authority, the 
Borrower or the County may assert claims based on contractual, fiduciary or constitutional rights, but no 
prediction can be made as to the disposition of such claims. See "LEGAL CONSIDERATIONS" herein. 

Bankruptcy of a PM '\1ay Delay, Reduce or Eliminate Payments of TSRs 

The only material source of payment for the Series 2006 Bonds is the TSRs that are paid by the PMs. 
Therefore, if one or more PMs were to become a debtor in a case under Title 11 of the U.S. Code (the 
"Bankruptcy Code"), there could be delays in or reductions or elimination of payments on the Series 2006 
Bonds, and Bondholders and Beneficial Owners of the Series 2006 Bonds could incur losses on their 
investments. Philip Morris, by way of example, prior to the resolution of the dispute in the Price case in 
Illinois in the spring of 2003 over the size of the required appeal bond, had publicly stated that it would not 
have been possible for it to post the $12 billion bond initially ordered by the trial judge. Philip Morris also 
publicly stated at that time that there was a risk that immediate enforcement of the judgment would force a 
bankruptcy. In addition, on May 13, 2003, Alliance Tobacco Corporation, one of the SPMs, filed for 
bankruptcy in the Western District of Kentucky and, in September 2004, its plan of reorganization was 
confirmed. As part of the confirmed plan, Alliance Tobacco Corporation effectively ceased its operations in 
September 2004. Bckenton has also filed for bankruptcy relief. 
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In the event of the bankruptcy of a PM, unless approval of the bankruptcy court is obtained, the 
automatic stay provisions of !he Bankruptcy Code could prevent any action by the State, the County, the 
Authority, the Borrower, the Trustee, the Bondholders, or the Beneficial Owners of the Series 2006 Bonds to 
collect any TSRs or any other amounts owing by the bankrupt PM, In addition, even if the bankrupt PM 
wanted to continue paying TSRs, it could be prohibited as a matter of law from making such payments. In 
particular, if it were to be determined that the MSA was not an "executory contract" under the Bankruptcy 
Code, then the PM may be unable to make further payments of TSRs, If the MSA is determined in a 
bankruptcy case to be an "executory contract" under the Bankruptcy Code, the bankrupt PM may be able to 
repudiate the MSA and stop making payments under it Furthermore, payments previously made to the 
Bondholders or the Beneficial Owners of the Series 2006 Bonds could be avoided as preferential payments, so 
that the Bondholders and the Beneficial Owners of the Series 2006 Bonds would be required to return such 
payments to the bankrupt PM. Also, the bankrupt P:vl may have the power to alter the terms of its payment 
obligations under the MSA without the consent, and even over the objection, of the State, the County, the 
Authority, the Borrower, the Trustee, the Bondholders, or the Beneficial Owners of the Series 2006 Bonds. 
Finally, while there are provisions of the MSA that purport to deal with the situation when a Pl\1 goes into 
bankruptcy, such provisions may be unenforceable. There may be other possible effects of a bankruptcy of a 
PM that could result in delays or reductions or elimination of payments to the Bondholders or the Beneficial 
Owners of th,e Series 2006 Bonds. For a further discussion of certain bankruptcy issues. see "LEGAL 
CONSIDERATIONS" herein. 

Recharacterization of Transfer of County Tobacco Assets Could Void Transfer 

The County and the Borrower, at the time of the execution of the Purchase and Sale Agreement, 
intended and structured the transfer of the County Tobacco Assets to the Borrower as an absolute sale and not 
as the grant of a security interest in the County Tobacco Assets to secure a borrowing of the County. However, 
if the transfer of the County Tobacco Assets were to be recharacterized as part of a borrowing by the County 
secured by the County Tobacco Assets instead of a sale of the County Tobacco Assets, the transfer of the 
County Tobac,co Assets to the Borrower could be declared void. No assurance can be given that a court would 
not find that the transfer of the County Tobacco Assets to the Borrower is part of a secured borrowing. 
Because neither the Borrower nor the Authority has any other funds with which to make payments on the 
Series 2006 Bonds, the Bondholders could suffer a loss of their entire investment if there were such a judicial 
finding. 

Bankruptcy of the County 

The County is a governmental entity and. accordingly, cannot be the subject of an involuntary 
bankruptcy case under the Bankruptcy Code. The County can become a debtor under the Bankruptcy Code 
only in a voluntary case. If the County were to become a debtor in a bankruptcy case, and a party in interest 
( including the County itself) were to take the position that the transfer of the County Tobacco Assets to the 
Borrower shoald be rccharacterized as the grant of a security interest in the County Tobacco Assets, then 
delays in payments on the Series 2006 Bonds could result If a court were to adopt such position, then delays 
or reductions or elimination of payments on the Series 2006 Bonds could resulL Further, because neither the 
Borrower nor the Authority has any other funds with which to make payments on the Series 2006 Bonds, the 
Bondholders and Beneficial Owners could suffer a loss of their entire investment if the transfer from the 
County to the Borrower is recharacterized as a borrowing and held to be void, See "LEGAL 
CONSIDERATIONS - Recharactcrization of Transfer of County Tobacco Assets Could Void Transfer" 
herein. 

The County, the Borrower, and the Authority have taken steps to minimize the risk that in the event 
the County were to become the debtor in a bankruptcy case, a court would order that the assets and liabilities 
of the Borrower or the Authority be substantively consolidated with those of the County, The Borrower is a 
separate, special purpose not-for-profit corporation, the organizational documents of which include provisions 
to the effect that the Borrower shall not commence a voluntary bankruptcy case without the unanimous 
affirmative vote of all of its directors, although this restriction may not be enforceable. See "THE 
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BORROWER" herein. The Authority is a separate special purpose joint powers authority. If a party in interest 
(including the County itself) were to take the position that the assets and liabilities of the Borrower or the 
Authority should be substantively consolidated with those of the County, delays in payments on the Series 
2006 Bonds could result. If a court were to adopt such position, then delays or reductions or elimination of 
payments on the Series 2006 Bonds could result. 

Actions could be taken in a bankruptcy of the County which would adversely affect the exclusion of 
interest on the Series 2006 Bonds from gross income for federal income tax purposes. There may be other 
possible effects of the bankruptcy of the County that could result in delays or reductions, or elimination of 
payments on the Series 2006 Bonds. Regardless of any specific adverse determinations in a County 
bankruptcy proceeding, the fact of a County bankruptcy proceeding could have an adverse effect on the 
liquidity and value of the Series 2006 Bonds. For a further discussion of certain bankruptcy issues and a 
description of certain legal opinions to be delivered by Bond Counsel with respect to County bankruptcy 
matters, see "LEGAL CONSIDERATIONS - Bankruptcy of the County" herein. 

Limited Resources of the Authority 

The Series 2006 Bonds are limited obligations of the Authority, payable from and secured solely by 
the Collateral pledged under the Indenture. The Bondholders have no recourse to other assets of the Authority, 
including, but not limited to, any assets pledged to secure payment of any other debt obligation of the 
Authority related to its Local Agencies other than the County. If, notwithstanding the limitation on recourse 
described in the preceding sentence, any Bondholders are deemed to have an interest in any asset of the 
Authority pledged to the payment of other debt obligations of the Authority related to its Local Agencies other 
than the County, the Bondholders' interest in such asset will be subordinate to the claims and rights of the 
holders of such other debt obligations and the Indenture will constitute a subordination agreement for purposes 
of Section 510(a) of the U.S. Bankruptcy Code. Neither the Indenture nor the Series 2006 Bonds creates an 
indebtedness or liability of any Local Agency of the Authority, including the County, or of the State, for auy 
purpose, including any constitutional or statutory limitations. The Authority's revenues are not funds of the 
County or of any other Local Agency. 

Uncertainty as to Timing of Turbo Redemption 

No assurance can be given as to the timing of redemption of the Series 2006 Bonds. No assurance can 
be given that actual cigarette consumption in the U.S. during the term of the Series 2006 Bonds will be as 
assumed, or that the other assumptions underlying the Series 2006 Bond Structuring Assumptions (as defined 
herein), including that certain adjustments and offsets will not apply to payments due under the MSA, will be 
consistent with future events. If actual events deviate from one or more of the assumptions underlying the 
Series 2006 Bond Structuring Assumptions, the amount of Collections available to make Turbo Redemption 
Payments will be affected and the resulting weighted average lives of the Series 2006 Bonds will vary. Any 
reinvestment risks from faster amortization or extension risks from slower amortization of the Series 2006 
Bonds than anticipated will be borne entirely by the Holders of the Series 2006 Bonds. See "SUMMARY OF 
BOND STRUCTURING ASSUMPTIONS AND AMORTIZATION" herein. In addition, future increases in 
the rate of inflation above 3% per annum in the absence ofotber factors would materially shorten the life of the 
Series 2006 Bonds. No assurance can be given that the structuring assumptions described herein, upon which 
the projections of the Series 2006 Bonds Turbo Redemptions are based, will be realized. 

Limited Obligations of the Authority 

The Series 2006 Bonds are limited obligations of the Authority, payable solely from funds held under 
the Indenture. including payments of Tobacco Settlement Revenues ("TSRs"), and earnings on such funds 
paid or payable to the Authority (the "Collections"). The Series 2006 Bonds are not secured by the proceeds 
thereof, with the exception of proceeds deposited in the Senior Liquidity Reserve Account, which only secures 
Series 2006 Senior Bonds. The Bonds do not constitute a charge against the general credit of the Authority and 
under no circumstances will the Authority be obligated to pay interest on or principal or Accreted Value of the 
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Bonds except from Collections and balances held in the Senior Liquidity Reserve Account (where applicable, 
and, to the extent available). The Bonds and other obligations of the Authority are not a debt or obligation of 
the State or ary of its municipalities or other political subdivisions, other than the Authority, and neither the 
State nor any such municipalities or other subdivisions. other than the Authority, shall be liable for the 
payment of interest on or principal or Accreted Value on the Bonds or such other obligations. The Authority 
has no taxing power. 

Limited Remedies 

The Trustee is limited under the terms of the Loan Agreement and the Purchase and Sale Agreement 
to enforcing the terms of such agreements and to receiving the Collections and applying them in accordance 
with the Indenture. The Trustee cannot sell or foreclose on its rights to the Collateral or its rights under the 
Loan Agreement and the Purchase and Sale Agreement The County, the Borrower and the Authority have not 
made any representation or warranty that the MSA is enforceable. The MOU provides by its terms that the 
distribution of tobacco-related recoveries is not subject to alteration by legislative, judicial or executive action 
at any level and the County has made representations as to the enforceability of the MOU and the ARIMOU. 
However, such agreements cannot be enforced directly by the Borrower or the Authority. The County has 
agreed under the Purchase and Sale Agreement to use best reasonable efforts to enforce the MOU and the 
ARIMOU. Remedies under the Loan Agreement and the Purchase and Sale Agreement do not include the 
repurchase by the County of the County Tobacco Assets under any circumstances, including unenforceability 
of the MSA or breach of any representation or warranty. There is no direct right of enforcement by anyone 
other than the State against the PMs as obligors to make the TSR payments needed to make payments with 
respect to the Series 2006 Bonds. 

Limited Secondary Market of the Series 2006 Bonds; Price Volatility 

There is currently a limited secondary market for securities such as the Series 2006 Bonds. The 
Underwriters are under no obligation to make a secondary market There can be no assurance that a secondary 
market for the Series 2006 Bonds will develop. or if a secondary market does develop. that it will provide 
Bondholders with liquidity or that it will continue for the life of the Series 2006 Bonds. Tobacco settlement 
securitization bonds generally have also exhibited greater price volatility than traditional municipal bonds. 
Any purchaser of the Series 2006 Bonds must be prepared to hold such securities for an indefinite period of 
time or until final redemption of such securities. 

Limitations on Transferability 

Th,~ Series 2006D Third Subordinate CABs are rated below investment grade upon their issuance. 
The Series 2006D Third Subordinate CABs are being reoffered only in Authorized Denominations and may 
only be resold to "qualified institutional buyers" as such term is defined in Rule l 44A under the Securities Act 
of 1933. In addition, each Owner of a Series 2006D Third Subordinate CAB will be deemed to have 
represented that at the time of the purchase it has holdings equal to at least SI,000,000 in Accreted Value at 
Maturity Date of Series 2006 Bonds that are not currently rated in an Investment Grade rating category by at 
least one nationally recognized rating agency; provided, however, that these restrictions on transfer or purchase 
of the Series 2006D Third Subordinate CABs shall not be applicable at such time as the Series 20060 Third 
Subordinate CABs are assigned a rating in an "investment grade" rating category by at least one nationally 
recognized rating agency. Any purchase of such Series 2006D Third Subordinate CABs that does not comport 
with the representation and agreement deemed to be made pursuant to the Indenture will deprive such Owner 
or beneficial owner of any right whatsoever to enforce the provisions of the Indenture (any provision of the 
Indenture to the contrary notwithstanding). See, also "THE SERIES 2006 BONDS - Limitations on 
Transferability'' herein. 

"Investment Grade" means a rating category without regard to modifiers from: (i) Moody's of at 
least Baa; (ii) S&P of at least BBB; or (iii) Fitch of at least BBB. 
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Limited .',ature of Ratings; Reduction, Suspension or Withdrawal of a Rating 

Any rating assigned to the Series 2006 Bonds a Rating Agency will reflect such Rating Agency's 
assessment of the likelihood that owners of such Series 2006 Bonds will receive payments of interest on or 
principal or Accreted Value on such Series 2006 Bonds when due. Any such rating will not address the 
likelihood of payments from the Turbo Redemption Account or the expected average life of such Series 2006 
Bonds. A rating of such Series 2006 Bonds will not be a recommendation to purchase, hold or sell such Series 
2006 Bonds and such rating will not address the marketability of such Series 2006 Bonds, any market price or 
suitability for a particular investor. There is no assurance that any rating will remain for any given period of 
time or that any rating will not be lowered, suspended or withdrawn entirely by a Rating Agency if, in such 
Rating Agency's judgment circumstances so warrant based on factors prevailing at the time. Any such 
reduction, suspension or withdrawal of a rating, if it were to occur, could adversely affect the availability of a 
market for, or the market price of, such Series 2006 Bonds. No rating has been sought for or assigned to the 
Series 20060 Third Subordinate CABs. 

S&P currently indicates that its ratings on all tobacco settlement securitizations, including its ratings 
of the rated Series 2006 Bonds, have a "negative outlook." Moody's currently indicates that its ratings on all 
tobacco settlement securitizations, including its ratings of the rated Series 2006 Bonds, are '·on watch direction 
uncertain." 

LEGAL CONSIDERATIONS 

The following discussion summarizes some. but not all, of the possible legal issues that could affect 
the Series 2006 Bonds. The discussion does not address every possible legal challenge that could result in a 
decision that would cause the County Tobacco Assets to be reduced or eliminated. References in the 
discussion to various opinions of Bond Counsel are incomplete summaries a/such opinions and are qualified 
in their entirety by reference to the actual opinions. 

Bankruptcy of a PM 

Because the only significant source of payment for the Series 2006 Bonds are the TSRs paid by the 
PMs, if one or more PMs were to become a debtor in a case under the Bankruptcy Code, there could be delays 
or reductions in or elimination of payments on the Series 2006 Bonds. See "RI SK FACTORS - Bankruptcy of 
a PM May Delay, Reduce, or Eliminate Payments of TSRs" herein. 

In the event of bankruptcy of a PM (unless approval of the bankruptcy court is obtained), the 
automatic stay provisions of the Bankruptcy Code could prevent any action by the State, the Authority, the 
Borrower, the County, the Trustee, the Bondholders or the Beneficial Owners of the Series 2006 Bonds to 
collect any TSRs or any other amounts owing by the bankrupt PM. In addition, even if the bankrupt PM 
wanted to continue paying TSRs, it could be prohibited as a matter of law from making such payments. In 
particular, if it were to be determined that the MSA was not an "executory contract" under the Bankruptcy 
Code, then the PM may be unable to make further payments ofTSRs. Bond Counsel will render an opinion to 
S&P and Moody's that, subject to all the assumptions, qualifications, and limitations set forth therein, if a PM 
became the debtor in a case under the Bankruptcy Code, and the matter were properly briefed and presented to 
a federal court with jurisdiction over such bankruptcy case, the court, exercising reasonable judgment after full 
consideration of all relevant factors, would hold that the MSA is an "executory contract" under Section 365 of 
the Bankruptcy Code. Certain of the assumptions contained in this opinion will be assumptions that certain 
facts or circumstances will exist or occur, but Bond Counsel can provide no assurance that such facts or 
circumstances will exist or occur as assumed in the opinion. This opinion will be based on an analysis of 
existing laws and court decisions, and will cover certain matters not directly addressed by such authorities. 
There are no court decisions directly on point, there are court decisions that could be viewed as contrary to the 
conclusions expressed in the opinion, and the matter is not free from doubt. Accordingly, no assurance can be 
given that a particular court would not hold that the MSA is not an executory contract, thus resulting in delays 
or reductions in, or elimination of, payments on the Series 2006 Bonds. 
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If the MSA is an "exccutmy contract" under the Bankruptcy Code, the bankrupt PM may be able to 
repudiate the MSA and stop making payments under it, thus resulting in delays or reductions in. or elimination 
of, payments on the Series 2006 Bonds. 

Furthermore, payments previously made to the Bondholders or the Beneficial Owners of the Series 
2006 Bonds could be avoided as preferential payments. so that the Bondholders and the Beneficial Owners 
would be required to return such payments to the bankrupt PM. Also, the bankrupt PM may have the power to 
alter the terms of its payment obligations under the MSA without the consent, and even over the objection, of 
the State, the Authority, the Borrower, the County. the Trustee and the Bondholders and Beneficial Owners of 
the Series 2006 Bonds. Finally, while there arc provisions of the MSA that purport to deal with the situation 
when a PM goes into bankruptcy, such provisions may be unenforceable. There may be other possible effects 
of a bankruptcy of a PM that could result in delays or reductions in, or elimination of, payments on the Series 
2006 Bonds. 

Recharacteri,:ation of Transfer of County Tobacco Assets Could Void Transfer 

The County and the Borrower, at the time of the execution of the Purchase and Sale Agreement, 
intended and structured the transfer of the County Tobacco Assets to the Borrower in 2002 as an absolute sale 
and not as the grant of a security interest in the County Tobacco Assets to secure a borrowing of the County. 
However, if the transfer of the County Tobacco Assets were to be recharacterized as part of a borrowing by the 
County secured by the County Tobacco Assets instead of a sale of the County Tobacco Assets, the transfer of 
the County Tobacco Assets to the Borrower could be declared void. No assurance can be given that a court 
would not find that the transfer of the County Tobacco Assets to the Borrower is part of a secured borrowing. 
Because neither the Borrower nor the Authority has any other funds with which to make payments on the 
Series 2006 Bonds, the Bondholders could suffer a loss of their entire investment if there were such a judicial 
finding. 

Bankruptcy of the County 

The County is a governmental entity and, accordingly, cannot be the subject of an involuntary 
bankruptcy case under the Bankruptcy Code. The County can become a debtor under the Bankruptcy Code 
only in a voluntary case. If the County were to become a debtor in a bankruptcy case, and a party in interest 
(including the County itself) were to take the position that the transfer of the County Tobacco Assets to the 
Borrower should be recharacterized as a grant of a security interest in the County Tobacco Assets, then delays 
in payments on the Series 2006 Bonds could result. If a court were to adopt such position, then delays or 
reductions, or elimination of, payments on the Series 2006 Bonds could result. Further, because neither the 
Borrower nor the Authority has any other funds with which to make payments on the Series 2006 Bonds, the 
Bondholders could suffer a loss of their entire investment if the transaction from the County to the Borrower is 
recharacterized as a borrowing and held to be void. See"- Recharacterization of Transfer of County Tobacco 
Assets Could Void Transfer" herein. 

Bond Counsel will render an opinion to S&P and Moody's that, subject to all the assumptions, 
qualifications, and limitations set forth therein, if the County were to become the debtor in a case under the 
Bankruptcy Code, and the matter were properly briefed and presented to a federal court with jurisdiction over 
such bankruptcy case, the court, exercising reasonable judgment after full consideration of all relevant factors, 
would hold that a transfer of the right to receive payment of the County Tobacco Assets by the County to the 
Borrower in the form and manner set forth in the Purchase and Sale Agreement would constitute an absolute 
sale of the right to receive payment of the County Tobacco Assets, rather than a borrowing by the County 
secured by the right to receive payment of the County Tobacco Assets, so that the right to receive payment of 
the County Tobacco Assets would not be property of the estate of County under Section 902(1) of the 
Bankruptcy Code. Certain of the assumptions contained in this opinion will be assumptions that certain facts or 
circumstances will exist or occur, but Bond Counsel can provide no assurance that such facts or circumstances 
will exist or occur as assumed in the opinion. This opinion will be based on an analysis of existing laws and 
court decisions. and will cover certain matters not directly addressed by such authorities. There are no court 
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decisions directly on point, there are court decisions that could be viewed as contrary to the conclusions 
expressed in the opinion, and the matter is not free from doubt. Accordingly, no assurance can be given that a 
court would not hold that the transfer of the right to receive payment of the County Tobacco Assets to the 
Borrower should be recharacterized as the grant of a security interest in the right to receive payment of the 
County Tobacco Assets, thus resulting in delays or reductions in, or elimination of, payments on the Series 
2006 Bonds. 

The County, the Borrower, and the Authority have taken steps to minimize the risk that in the event 
the County were to become the debtor in a bankruptcy case, a court would order that the assets and liabilities 
of the Borrower or the Authority be substantively consolidated with those of the County. The Borrower is a 
separate, special purpose not-for-profit corporation, the organizational documents of which include provisions 
to the effect that the Borrower shall not commence a voluntary bankruptcy case without the unanimous 
affirmative vote of all of its directors, although these provisions may not be enforceable. See "THE 
BORROWER" herein. The Authority is a separate special purpose joint powers authority. See "THE 
AUTHORITY" herein. 

Bond Counsel will render an optmon to S&P and Moody's that, subject to all the assumptions, 
qualifications, and limitations set forth therein, if the County were to become the debtor in a case under the 
Bankruptcy Code, and the matter were properly briefed and presented to a federal court with jurisdiction over 
such bankruptcy case, the court, exercising reasonable judgment after full consideration of all relevant factors, 
would not order, over the objection of the parties to the transactions contemplated by the transaction 
documents, the substantive consolidation of the assets and liabilities of the Borrower or the Authority with 
those of the County. Certain of the assumptions contained in this opinion will be assumptions that certain facts 
or circumstances will exist or occur, but Bond Counsel can provide no assurance that such facts or 
circumstances will exist or occur as assumed in the opinion. This opinion will be based on an analysis of 
existing laws and court decisions, and will cover certain matters not directly addressed by such authorities. 
There are no court decisions directly on point, there are court decisions that could be viewed as contrary to the 
conclusions expressed in the opinion, and the matter is not free from doubt. Accordingly, no assurance can be 
given that if the County were to become a debtor in a bankruptcy case, a court would not order that the assets 
and liabilities of the Borrower or the Authority be consolidated with those of the County, thus resulting in 
delays or reductions in, or elimination of, payments on the Series 2006 Bonds. 

Actions could be taken in a bankruptcy of the County which would adversely affect the exclusion of 
interest on the Series 2006 Bonds from gross income for federal income tax purposes. There may be other 
possible effects of a bankruptcy of the County that could result in delays or reductions in, or elimination of, 
payments on the Series 2006 Bonds. Regardless of any specific adverse determinations in a County 
bankruptcy proceeding, the fact of a County bankruptcy proceeding could have an adverse effect on the 
liquidity and value of the Series 2006 Bonds. 

:VISA Enforceability 

'.\1ost of the major provisions of the MSA are not severable. If a court materially modifies, renders 
unenforceable or finds unlawful any nonseverable provision, the attorneys general of the Settling States and 
the OPMs are required by the MSA to attempt to negotiate substitute terms. However, if any OPM does not 
agree to the substitute terms, the MSA would terminate in all Settling States affected by the court's ruling. 
Even if substitute terms are agreed upon, payments under such terms may be less than payments under the 
MSA and could reduce the amount of TSRs available to the Authority to pay Turbo Redemptions, interest on 
or principal or Accreted Value of the Series 2006 Bonds. 

Certain cigarette manufacturers, cigarette importers, cigarette distributors, Native American tribes and 
smokers' rights organizations have filed actions against some, and in certain cases all, of the signatories to the 
MSA alleging, among other things, that the MSA violates provisions of the U.S. Constitution, federal antitrust 
laws, federal civil rights laws, state constitutions, state consumer protection laws and unfair competition laws, 
which actions, if ultimately successful, could result in a determination that the MSA is void or unenforceable. 
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The lawsuits seek, among other things, an injunction against one or more of the Settling States from collecting 
any moneys under the MSA and barring the PMs from collecting cigarette price increases related to the MSA 
or a determination that the MSA is void or unenforceable. To date, such challenges have not been ultimately 
successful, although two cases have survived pre-trial motions to dismiss and have proceeded to a stage of 
litigation where the ultimate outcome may be detennined in part by findings of fact based on extrinsic 
evidence as to the operation and impact of the MSA and appeals are pending or still possible in certain other 
cases. The terms of the MSA are currently being challenged and may continue to be challenged in the future. 
A detennination by a court that a nonseverable provision of the MSA is void or voidable would, in the absence 
of an agreement to a substitute term as described above, result in the termination of the MSA in any Settling 
States affected by the court's ruling. Accordingly, in the event of an adverse court ruling, Bondholders could 
incur a complete loss of their investment. See "RISK FACTORS - Litigation Challenging the MSA, the 
Qualifying Statutes and Related Legislation" herein. 

In rendering the opinions described below, Bond Counsel considered the claims asserted in the federal 
and state actions described above under the caption "RISK FACTORS - Litigation Challenging the MSA, the 
Qualifying Statutes and Related Legislation" that it believes arc representative of the legal theories that an 
opponent of the MSA would advance in an attempt to invalidate the MSA. Subject to the assumptions and 
qualifications set forth below, Bond Counsel will render an opinion to S&P and Moody's that, subject to all the 
assumptions, qualifications and li1nitations set fo11h therein, and although there can be no assurances that a 
court applying existing legal principles would not hold otherwise, a court applying existing legal principles to 
the facts would find the MSA to be a valid and enforceable agreement under federal and California Jaw among 
the State and the tobacco companies who are parties thereto. 

Qualifying Statute Constitutionality 

The Qualifying Statutes and related legislation, like the MSA, have also been the subject of litigation 
in cases alleging that the Qualifying Statutes and related legislation violate certain provisions of the federal and 
state constitutions or are preempted by federal antitrust Jaws. The lawsuits seek, among other things, 
injunctions against the enforcement of the Qualifying Statutes and related legislation. To date such challenges 
have not been ultimately successful, although the enforcement of Allocable Share Release Amendments has 
been preliminarily enjoined in New York and certain other states. Appeals are pending or still possible in 
certain cases. The Qualifying Statutes and related legislation may also continue to be challenged in the future. 
Although a determination that the Qualifying Statute is unconstitutional would have no effect on the 
enforceability of the MSA, such a determination could have an adverse effect on payments to be made under 
the MSA if an NPM were to gain market share in the future and there occurred the requisite impact on the 
market share of PMs under the MSA. See "RISK FACTORS - Litigation Challenging the MSA, the 
Qualifying Statutes and Related Legislation" herein. 

In rendering the opinions described below, Bond Counsel considered the claims asserted in the above
referenced lawsuits (see "RISK FACTORS - Litigation Challenging the MSA, the Qualifying Statutes and 
Related Legislation" herein) as well as other federal and state constitutional and statutory claims which it 
believes are representative of the legal theories that an opponent of the Qualifying Statute would advance in an 
attempt to invalidate the Qualifying Statute. On the Closing Date, Bond Counsel will render an opinion, 
subject to all the facts, assumptions and qualifications set forth therein, that, although there can be no 
assurance that a court applying existing legal principles would not hold otherwise, a court applying existing 
legal principles to the facts would find the State's Qualifying Statute to be constitutional and that, while the 
Freedom Holdings decision in the Second Circuit raise some uncertainty over the applicability of the Parker 
immunity and NP immunity defenses that other courts considering the issue have found applicable as a matter 
of law, would also find the State's Qualifying Statute to be enforceable in all material respects and not 
violative of antitrust laws. In rendering its enforceability opinion with respect to the State· s Qualifying 
Statute, Bond Counsel will rely without investigation upon a letter from counsel to the OP:vts confirming that 
the OPMs would not dispute that California's Qualifying Statute, if maintained in its current form without 
modification or addition, is a Qualifying Statute within the meaning of the MSA. 
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Limitations on Opinions of Counsel; '.'lo Assurance as to Outcome of Litigation 

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

Enforcement of Rights to TS Rs 

It is possible that the State could in the future attempt to claim some or all of the TSRs for itself, or 
otherwise interfere with the security for the Series 2006 Bonds. In that event, the Bondholders, the Trustee, 
the Authority, the Borrower, or the County may assert claims based on contractual, fiduciary, or constitutional 
rights, but no prediction can be made as to the disposition of such claims. 

Contractual Remedies. Under State law, settlements are treated as contracts and may be enforced 
according to their terms. The MOU is a court-approved settlement that establishes the County's right to 
receive the County Tobacco Assets and to bring suit against the State to enforce its right to receive the County 
Tobacco Assets. The Purchase and Sale Agreement obligates the County to take all necessary action to protect 
the Borrower's interest in the County Tobacco Assets. Thus, if the State violates the provisions of the MOU 
so as to impair the County's right to the County Tobacco Assets, the Trustee, as assignee of the Borrower 
rights under the Purchase and Sale Agreement, could seek to compel the County to enforce its payment rights 
under the MOU. Such enforcement costs will be paid from the Operating Account. As interested parties, the 
Borrower on its own behalf and the Trustee on behalf of the Bondholders could also seek to enforce the 
County's rights under the MOU, although, since they are not parties to the MOU they may not have 
enforceable rights to do so. 

Fiduciary Relationship Remedies. As the lead California plaintiff in the class action lawsuit 
underlying the MOU, the State stands in a relationship of faith and trust with the other class members, 
including the County. Among other fiduciary obligations, the State as lead plaintiff bears a duty to protect 
faithfully the settlement interests of the other class members. Consequently, action by the State, either 
unilaterally or by agreement with the OPMs, to amend the MOU, or otherwise impair the County's rights to 
the County Tobacco Assets without its consent, may constitute a breach of the State's fiduciary duties, but it is 
likely that the State would deny such a breach and no prediction can be made as to the outcome of such a 
claim. 

Constitutional Claim,·. The Bondholders are entitled to the benefit of the prohibitions in the U.S. 
Constitution's Contract Clause against any state's impairment of the obligation of contracts. The State has 
entered into the MOU and the ARlMOU allocating the State's share of the benefits of the MSA among itself, 
and Participating Agencies, including the County. Other than certain of the proceeds of the Series 2006 Bonds 
on deposit in the Accounts, the County Tobacco Assets and money derived therefrom are the sole source of 
payment for the Series 2006 Bonds. 

Based on the U.S. Supreme Court's standard of review for Contract Clause challenges in Energy 
Reserves Group, Inc. v. Kansas Power & Light Co., the State must justify the exercise of its inherent police 
power to safeguard the vital interests of its people before the State may alter the \1SA, the MOU or the 
financing arrangements in a manner that would substantially impair the rights of the Bondholders to be paid 
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from the County Tobacco Assets. However, to justify the enactment by the State of legislation that 
substantially impairs the contractual rights of the Bondholders to be paid from the Revenues, the State must 
demonstrate a significant and legitimate public purpose, such as the remedying of a broad and general social or 
economic problem. In the event that the State demonstrates a significant and legitimate public purpose for 
such legislation, the State must also show that the impairment of the Bondholders' rights are based upon 
reasonable conditions and arc of a character appropriate to the public purpose justifying the legislation's 
adoption. 

Finally, the Bondholders may also have constitutional claims under the Due Process Clauses o[ the 
U.S. and State Constitutions. 

'.'.o Assurance as to the Outcome of Litigation 

With respect to all matters of litigation that have been brought and may in the future be brought 
against the PMs, or involving the enforceability of the MSA or constitutionality of the California Qualifying 
Statute or the enforcement of the right to the TSRs or otherwise filed in connection with the tobacco industry, 
the outcome of such litigation, in general, cannot be detennined with certainty and depends, among other 
things, on (i) the issues being appropriately presented and argued before the couns (including the applicable 
appellate couns) and (ii) on the couns, having been presented with such issues, correctly applying applicable 
legal principles in reaching appropriate decisions regarding the merits. In addition, the courts may, in their 
exercise of equitable jurisdiction, reach judgments based not upon the legal merits but upon a balancing of the 
equities among the parties. Accordingly, no assurance can be given as to the outcome of any such litigation 
and any such adverse outcome could have a material and adverse impact on the amounts available to the 
Authority or the Borrower to make payments on the Series 2006 Bonds. 

THE SERIES 2006 BONDS 

The following summary describes certain tenns of the Series 2006 Bonds. This summary does not 
purport to be complete and is subject to, and qualified in its entirety by reference to, the provisions of the 
Indenture and the Series 2006 Bonds. See Appendix F - "SU).1MARY OF PRINCIPAL LEGAL 
DOCUMENTS" attached hereto. Copies of the Indenture may be obtained upon written request to the Trustee. 

General 

The Authority's "Series 2006 Bonds'' consist of the "Series 2006A Senior Current Interest Bonds," 
the "Series 20068 First Subordinate CABs", the "Series 2006C Second Subordinate CABs" and the 
"Series 20060, Third Subordinate CABs," The Senes 2006 Bonds are to be issued pursuant to an Indenture, 
as supplemented by a Series Supplement, each dated as of May I, 2006 (the "Indenture"), between the 
Authority and The Bank of New York Trust Company, N.A., as trustee (the 'Trustee"). The Series 2006A 
Senior Current Interest Bonds (the "Series 2006 Senior Bonds") and any Additional Bonds hereinafter issued 
pursuant to the Indenture as Senior Bonds (the "Senior Additional Bonds") are collectively referred to herein 
as the "Senior Bonds.'' "Additional Bonds" means Bonds, other than the Series 2006 Bonds and the 
Additional Subordinate Bonds, issued pursuant to the Indenture for the purposes of refunding in whole or in 
part any Outstanding Bonds or for any other lawful purpose, subject to certain conditions set forth in the 
Indenture. See "SECURITY FOR THE SERIES 2006 BONDS - Additional Bonds" herein. The Indenture 
also pennits the issuance of additional First Subordinate Bonds, Second Subordinate Bonds and Third 
Subordinate Bonds as Additional Bonds, as well as Additional Subordinate Bonds. "Bonds" means the Series 
2006 Bonds, any Additional Bonds and Additional Subordinate Bonds. "First Subordinate Bonds" means the 
Series 20068 First Subordinate CABs and Additional Bonds identified as First Subordinate Bonds in a Series 
Supplement. "Second Subordinate Bonds" means the Series 2006C Second Subordinate CABs and 
Additional Bonds identified as Second Subordinate Bonds in a Series Supplement. "Third Subordinate 
Bonds" means the Series 20060 Third Subordinate CABs and Additional Bonds identified as Third 
Subordinate Bonds in a Series Supplement. "Additional Subordinate Bonds" means one or more Series of 
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Bonds issued for any lawful purpose if there is no payment permitted for such Bonds until all previously issued 
Bonds are Fully Paid (as defined herein). Nothing in the Indenture is intended to prohibit the Authority from 
issuing bonds to refund all Outstanding Bonds under a separate indenture. 

The Series 2006 Bonds will initially be represented by one certificate for each maturity of each Series 
of the Series 2006 Bonds registered in the name of The Depository Trust Company or its nominee ("DTC"), 
New York, New York. DTC will act as securities depository for the Series 2006 Bonds. The Series 2006 
Senior Bonds, the Series 2006B First Subordinate CABs, the Series 2006C Second Subordinate CABs and the 
Series 20060 Third Subordinate CABs will be available for purchase in Authorized Denominations in book
entry form only. "Authorized Denominations" means: (I) with respect to the Series 2006A Bonds, $5,000 or 
any integral multiple thereof; (2) with respect to the Series 2006B First Subordinate CABs, denominations 
such that the Accreted Values thereof at the Maturity Date are in the denomination of $5,000 or any integral 
multiple thereof; (3) with respect to the Series 2006C Second Subordinate CABs, denominations such that the 
Accreted Values thereof at the Maturity Date are in the denomination of $5,000 or any integral multiple 
thereof, and ( 4) with respect to the Series 20060 Third Subordinate CABs, denominations such that the 
Accreted Values thereof at the Maturity Date are in the denomination of S 100,000 or any integral multiple of 
S5,000 in excess thereof. Beneficial Owners of the Series 2006 Bonds will not receive physical delivery of 
the Series 2006 Bonds. See APPENDIX G- "Book-Entry Only System" attached hereto. 

For each Distribution Date, payments will be made to registered owners of the Series 2006 Bonds (the 
"Owners") as of the 15th day of the calendar month immediately preceding the calendar month in which a 
Distribution Date occurs whether or not such day is a Business Day (the "Record Date''). The Trustee and the 
Authority may establish special record dates for the determination of the Owners for various purposes of the 
Indenture, including giving consent or direction to the Trustee. Failure to pay the lull amount of interest due on 
a Series 2006 Senior Bond on any Distribution Date will constitute an Event of Default under the Indenture. 
Failure to pay the full amount of principal or Accreted Value, as applicable, due on a Senior Bond by its 
Maturity Date will constitute an Event of Default under the Indenture. Failure to pay when due interest or 
principal or Accreted Value at maturity, as applicable, on a First Subordinate Bond, Second Subordinate Bond 
or Additional Subordinate Bonds will constitute a Subordinate Payment Default. See "SECURITY FOR THE 
SERIES 2006 BONDS" herein. 

Certain Definitions 

"Current Interest Bond" means a Bond (including, as the context requires, a Convertible Bond on 
and after the applicable Conversion Date), the interest on which is payable currently on each Distribution Date. 

"Senior Current Interest Bond" means a Current Interest Bond that is identified as a Senior Bond in 
a Series Supplement. 

"Distribution Date" means each June I and December l, commencing on December l, 2006. 

"Capital Appreciation Bond" means a Bond (including, as the context requires, a Convertible Bond 
prior to the applicable Conversion Date), the interest on which is compounded on each Distribution Date, 
commencing on the first Distribution Date after its issuance through (]) and including the Maturity Date or 
earlier redemption date of such Bond in the case of a Capital Appreciation Bond which is not a Convertible 
Bond, or (2) and excluding the Conversion Date or including any earlier redemption date in the case of a 
Convertible Bond. 

"Convertible Bond" means a Capital Appreciation Bond which is deemed to be a Current Interest 
Bond after the applicable Conversion Date. 

"Senior Convertible Bond" means a Convertible Bond that is identified as a Senior Bond in a Series 
Supplement. 
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"Conversion Date" means the date set forth in the applicable Series Supplement on and after which a 
Convertible Bond is deemed a Current Interest Bond and after which the Owners shall be en1itled to current 
payments of interest on each Distribution Date. 

"Accreted Value" means, with respect to any Capital Appreciation Bond, an amount equal to the 
initial principal amount of such Bond, plus interest accrued thereon from its date compounded on each 
Distribution Date, commencing on the first Distribution Date after its issuance ( through and including the 
Maturity Date or earlier redemption date of such Bernd. or in the case of a Convertible Bond, through and 
excluding the applicable Conversion Date or through and including any earlier redemption date of such Bond) 
at the "original issue yield" for such Bond, as set forth in the related Series Supplement or in an exhibit 
thereto; provided, however, that the Authority shall calculate or cause to be calculated the Accreted Value on 
any date other than a Distribution Date set forth in the related Series Supplement or in an exhibit thereto by 
straight line interpolation of the Accreted Values as of the immediately preceding and succeeding Distribution 
Dates. The term "original issue yield" means, with respect to any particular Bond, the yield to the applicable 
Maturity Date of such Bond from the initial date of delivery thereof calculated on the basis of semiannual 
compounding on each Distribution Date. 

"Bond Obligation" means, as of any given date of calculation, (a) with respect to any Outstanding 
Current Interest Bond, the principal amount of such Current Interest Bond, and (b) with respect to any 
Outstanding Capital Appreciation Bond, the Accreted Value thereof as of such date. 

Payments of Interest 

Interest on the Series 2006A Senior Current Interest Bonds shall accrue from their dated date. which 
interest is payable currently on each Distribution Date, commencing with the first Distribution Date after their 
issuance through and including the Maturity Date or earlier redemption date of such Bonds. Interest on the 
Series 2006A Senior Current Interest Bonds will be computed on the basis of a 360-day year consisting of 
twelve 30-day months. Failure to pay the full amount of interest due on the Series 2006A Senior Current 
Interest Bonds on any Distribution Date is an Event of Default. See "SECURITY FOR THE SERIES 2006 
BONDS - Events of Default" herein. 

Interest on the Series 2006B First Subordinate CABs, the Series 2006C Second Subordinate CABs 
and the Series 2006D Third Subordinate CABs shall accrete from the dated date thereof and shall be 
compounded on each Distribution Date, commencing with the first Distribution Date after their issuance 
through and including the Maturity Date or earlier redemption date of such Bond. 

Interest on the Series 2006 Bonds is capitalized through December I, 2006. 

See "SECURITY FOR THE SERIES 2006 BONDS - Application of Collections - Distribution Date 
Transfers" herein. 

Payments of Principal or Accreted Value on Turbo Term Bond Maturities 

The Series 2006 Bonds are all issued as Turbo Term Bonds and are subject to payment from Sinking 
Fund Installments, if applicable, and Turbo Redemptions as described below. The principal or Accreted Value 
of a Series 2006 Senior Bond must be paid by its stated Maturity Date to avoid an Event of Default under the 
Indenture. The Accreted Value of the Series 20068 First Subordinate CABs, the Series 2006C Second 
Subordinate CABs and the Series 20060 Third Subordinate CABs must be paid by their stated Maturity Dates 
to avoid a Subordinate Payment Default under the Indenture. "Subordinate Payment Default" means a 
failure to pay when due the Accreted Value at maturity on any First Subordinate Bonds, Second Subordinate 
Bonds, Third Subordinate Bonds or Additional Subordinate Bonds. "Maturity Date" means, with respect to 
any Bond, the final date by which all remaining principal or Accreted Value of such Bond is due and payable. 
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Sinking Fund Installments 

"Sinking Fund Installments" means each respective payment of principal or Accreted Value to be 
made on Turbo Term Bonds that are Senior Bonds scheduled to be made from amounts available therefor in 
the Senior Debt Service Account and the Partial Lump Sum Payment Account, as such schedule is set forth in 
a Series Supplement Amounts in the Senior Liquidity Account are not available to make Sinking Fund 
Installments. Failure by the Authority to pay the Sinking Fund Installments when such Sinking Fund 
Installments are scheduled v.111 not constitute an Event of Default under the Indenture to the extent that such 
failure results from the insufiiciency of available Collateral to make such payment therefor. 

June 1 

2008 
2009 
2010 
2011 
2012 
2013 
2014 
2015 
2016 

.:!!!!.!£.! 
2026 
2027 
2028 
2029 
2030 
2031 

June l 

2038 
2039 
2040 
2041 
2042 

Sinking Fund Installments for 
Series 2006A Senior Current Interest Bonds 

Maturing on June 1, 2025 

Sinking Fund Installment June 1 

S2,140,000 2017 
2,600,000 2018 
3,045,000 2019 
3,535,000 2020 
2,860.000 2021 
3,315,000 2022 
3,785.000 2023 
4.265,000 2024 
4.825,000 2025 

Sinking Fund Installments for 
Series 2006A Senior Current Interest Bonds 

Maturing on June t, 2037 

Sinking Fund Installment June 1 

S l l ,625,000 2032 
12,225,000 2033 
12.850,000 2034 
13,510,000 2035 
14,200,000 2036 
14,930,000 2037 

Sinking Fund Installments for 
Series 2006A Senior Current Interest Bonds 

Maturing on June 1, 2046 

Sinking Fund Installment June 1 

S21,205,000 2043 
22,320,000 2044 
23,490,000 2045 
24.725.000 2046 
26,030,000 
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Sinking Fund Installment 

$5,4 l 0,000 
8,065,000 
8,820,000 
8,730,000 
9,155,000 
9.605.000 

10,070,000 
10,560,000 
11.075.000 

Sinking Fund Installment 

Sl5,695,000 
16,500,000 
17,345,000 
18,235.000 
19,170.000 
20,155,000 

Sinking Fund Installment 

527,395,000 
28,840,000 
30,355,000 
31,950,000 



Turbo Redemptions 

Under the Indenture, I 00% of all Collections which are in excess of the requirements for, among other 
things, the periodic funding of Operating Expenses, interest payments due on Outstanding Bonds, Sinking 
Fund Installments, Turbo Term Bond Maturities and replenishment of the Senior Liquidity Reserve Account 
("Surplus Colllections") are applied to the mandatory redemption of the Series 2006 Bonds at the principal 
amount or Accreted Value thereof on each Distribution Date ( or a special redemption date pursuant to the 
Indenture) in accordance with the Payment Priorities defined herein ("Turbo Redemptions"). Turbo 
Redemptions may also be made in accordance with the Payment Priorities from amounts on deposit in the 
Partial Lump Sum Payment Account with a Rating Confirmation with respect to any Senior Bonds which are 
then rated by a Rating Agency. Amounts in the Senior Liquidity Reserve Account are not available to make 
Turbo Redemptions. "Turbo Term Bond Maturity"' means the payment of principal or Accreted Value 
required to be made upon the '.vlaturity Date of any Turbo Term Bond, as such schedule is set forth in a Series 
Supplement. 

Turbo Redemptions. if any, of the First Subordinate Bonds, including the Series 20068 First 
Subordinate CABs, will not occur until the Senior Bonds are Fully Paid. Turbo Redemptions, if any, of the 
Second Subordinate Bonds, including the Series 2006C Second Subordinate CABs, will not occur until the 
Senior Bonds and First Subordinate Bonds. including the Series 20068 First Subordinate CABs, are Fully 
Paid. Turbo Redemptions, if any, of the Third Subordinate Bonds, including the Series 2006D Third 
Subordinate CABs, will not occur until the Senior Bonds, the First Subordinate Bonds, including the Series 
20068 First Subordinate CABs, and the Second Subordinate Bonds, including the Series 2006C Second 
Subordinate CABs, are Fully Paid. Turbo Redemptions of the Current Interest Bonds shall be at a redemption 
price of par, plus interest accrued to the date of redemption. Turbo Redemptions of Capital Appreciation 
Bonds shall be applied to redeem such Bonds at their Accreted Value as of the redemption date without 
premium. If less than all of the Turbo Term Bonds are to be redeemed, the Owners of such Turbo Term Bonds 
shall be paid in accordance with the Indenture. '.vloncys in any Pledged Account shall not be used to make open 
market purchases of Turbo Term Bonds. 

Failure to make Turbo Redemptions will not constitute an Event of Default under the Indenture to the 
extent that such failure results from the insufficiency of available Collateral to make such payment therefor. 
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Turbo Redemption 
Date 

(June I) 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 
2029 
2030 
2031 
2032 
2033 
2034 
2035 
2036 
2037 
2038 
2039 
2040 
2041 
2042 

Projected Turbo Redemptions* 

Series 2006A Senior 
Current Interest Bonds 

Maturing 
June I, 2025 
$ 6.375,000 

9,310,000 
10,200,000 
11,090,000 
12,045,000 
11,585,000 
12,535,000 
13,520,000 
14,540,000 
10,660,000 

Series 2006A Senior 
Current Interest 
Bonds Maturing 

June I, 2037 

S 5,025,000 
16,905,000 
20, 710,000 
22,215,000 
23,785,000 
25,475,000 
27,880,000 
29,805,000 
14,640,000 

Series 2006A Senior 
Current Interest Bonds 

1\1aturing 
June 1, 2046 

$ l 7,200,000 
34,050,000 
36,385,000 
38,860,000 
41,4 70,000 
68,345,000 

,-A-s-·s-um-cs Turbo Redemptions arc made based on the receipt of Surplus Collections in accordance with the Global Insight 
Base Case Forecast and other structuring assumptions. No assurance can be given that these structuring assumptions will be 
realized, See "SUMMARY OF BOND STRUCTURING ASSUMPTIONS AKD AMORTIZATION" herein. 

36 



* 

Turbo Redemption Date 
(June I) 

2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 
2029 
2030 
2031 
2032 
2033 
2034 
2035 
2036 
2037 
2038 
2039 
2040 
204:1 
2042 

Projected Turbo Redemptions* 

Series 20068 First 
Subordinate C.4.BS 

\1aturing 
June I, 2046 

S 8,879,917 
45,407,212 
33,764,818 

Series 2006C Second 
Subordinate CABS 

l\1aturing 
.lune I, 2046 

$12,246,025 
31,646,880 

Series 20060 Third 
Subordinate CABS 

Maturing 
June I, 2046 

$15,769,045 
48,039,842 
48.672.653 
28,694,874 

Turbo Redemptions of Series 200613 First Subordinate CABs, Series 2006C Second Subordinate C1\Bs and Series 2006D 
Third Subordinate CABs arc shown at the Accreted Value thereof. Assumes Turbo Redemptions arc made based on the 
receipt of Surplus Collections in accordance with the Global Insight Base Case Forecast and other structuring assumptions. 
No assurance can be given that these structuring assumptions will be rcali7ed. See "OF BOND STRUCTURING 
ASSt:MPTIO'.'>S AND A:vtORTIZATION" herein. 
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The ratings of the Series 2006 Bonds only address each Rating Agency's assessment of the ability of 
the Authority to pay interest when due and to pay principal or Accreted Value of the Series 2006 Senior Bonds 
by their respective Maturity Dates and do not address payment at any earlier time, whether from Turbo 
Redemptions as described herein or otherwise. See "RA TINGS" herein. 

Redemptions Credited by Payment Priorities 

All redemptions made under the Indenture will be in accordance with the following order of priority 
(collectively, the "Payment Priorities"): (!) first, the Senior Bonds are Fully Paid in chronological order of 
Serial Maturities, Sinking Fund Installments and Maturity Dates therefor; (2) second, the First Subordinate 
Bonds are Fully Paid; (3) third, the Second Subordinate Bonds are Fully Paid; (4) fourth, the Third 
Subordinate Bonds are Fully Paid; and ( 5) fifth, any Additional Subordinate Bonds are Fully Paid in 
accordance with the provisions of the applicable Series Supplement. Within a Payment Priority, redemptions 
made under the Indenture will be credited as follows: (i) the amount of any Turbo Redemptions shall be 
credited against both Sinking Fund Installments and Turbo Term Bond Maturities for the Turbo Tenn Bonds in 
the order of priority and within a priority in direct chronological order as provided in the applicable Series 
Supplement; and (ii) the amount of any Sinking Fund Installments made shall be credited against Turbo Term 
Bond Maturities for the Turbo Term Bonds in the order of priority and within a priority in direct chronological 
order as provided in the applicable Series Supplement; provided, however, that Sinking Fund Installments 
scheduled for the same date shall be credited Pro Rata regardless of the maturity date of the related Term Bond 
Maturity. 

A Bond shall be deemed "Fully Paid" only if: (i) such Bond has been canceled by the Trustee or 
delivered to the Trustee for cancellation; or (ii) such Bond shall have matured or been called for redemption 
and, on such Maturity Date or redemption date. money for the payment of the principal or Accreted Value of, 
redemption premium, if any, and interest on such Bond is held by the Trustee in trust for the benefit of the 
person entitled thereto; or (iii) such Bond is alleged to have been lost, stolen, destroyed, partially destroyed, or 
defaced and has been replaced as provided in the Indenture; or (iv) such Bond has been defeased as provided 
the Indenture ( whether as part of a defeasance of all or less than all of the Bonds). 

No payments will be made with respect to the First Subordinate Bonds. including the Series 20068 
First Subordinate CABs, before the Senior Bonds are paid or redeemed in full. No payments will be made with 
respect to the Second Subordinate Bonds. including the Series 2006C Second Subordinate CABs, before the 
Senior Bonds and First Subordinate Bonds, including the Series 20068 First Subordinate CABs, are paid or 
redeemed in full. No payments will be made with respect to the Third Subordinate Bonds, including the Series 
2006D Third Subordinate CABs, before the Senior Bonds, the First Subordinate Bonds, including the Series 
20068 First Subordinate CABs, and the Second Subordinate Bonds, including the Series 2006C Second 
Subordinate CABs, are paid or redeemed in full. Even if there has been a Subordinate Payment Default, the 
Owners of the First Subordinate Bonds, including the Series 20068 First Subordinate CABs, may not enforce 
the provisions of the Indenture for their benefit by appropriate legal proceedings unless or until the Senior 
Bonds are no longer Outstanding. Similarly, (i) the Owners of the Second Subordinate Bonds, including the 
Series 2006C Second Subordinate CABs, may not enforce the provisions of the Indenture for their benefit 
unless or until the Senior Bonds and the First Subordinate Bonds are no longer Outstanding and (ii) the 
Owners of the Third Subordinate Bonds, including the Series 2006D Third Subordinate CABs, may not 
enforce the provisions of the Indenture for their benefit unless or until the Senior Bonds, the First Subordinate 
Bonds and the Second Subordinate Bonds are no longer Outstanding. 

Mandatory Clean-up Call 

The Series 2006 Bonds are subject to mandatory redemption in whole at a redemption price equal to 
100% of the Bond Obligation being redeemed plus interest accrued or accreted to the redemption date at any 
time that the available amounts on deposit in the Pledged Accounts equal or exceed the aggregate Bond 
Obligation of, and accrued interest on, all Outstanding Bonds. "Pledged Accounts" means the Collections 
Account (except to the extent that money therein is allocable to the Operating Account, the Operating 
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Contingency Account or the Rebate Account), the Senior Debt Service Account, the Partial Lump Sum 
Payment Account, the Senior Liquidity Reserve Account, the Senior Turbo Redemption Account, the First 
Subordinate Turbo Redemption Account, the Second Subordinate Turbo Redemption Account and the Third 
Subordinate Turbo Redemption Account. The term "Pledged Accounts" shall also include all subaccounts 
contained in the named accounts. See Appendix F - "SUMMARY OF PRINCIPAL LEGAL DOCUMENTS" 
attached hereto. 

Optional Redemption 

The Series 2006A Senior Current Interest Bonds are subject to redemption at the option of the 
Authority (I) in whole or in part at any time, but only in an amount that may not exceed the amount of the 
Projected Turbo Redemptions that were projected to be paid but, as of the date of such redemption, have not 
been paid with respect to such Turbo Term Bonds, and (2) in whole or in part on any date on or after June l, 
2014, from any Maturity Date selected by the Authority in its discretion and on such basis as the Trnstee shall 
deem fair and appropriate, including by lot, within a Maturity Date, in either case at a redemption price equal 
to I 00% of the principal amount being redeemed, plus interest accrued to the redemption date. 

The Series 20068 First Subordinate CABs, the Series 2006C Second Subordinate CABs, and the 
Series 20060 Third Subordinate CABs are subject to redemption at the option of the Authority (]) in whole or 
in part at any time, but only in an amount that may not exceed the amount of the Projected Turbo Redemptions 
that were proj,ected to be paid but, as of the date of such redemption, have not been paid with respect to such 
Turbo Term Bonds, and (2) in whole or in part on any date on or after June I, 2014, from any Maturity Date 
selected by the Authority in its discretion and on such basis as the Trnstee shall deem fair and appropriate, 
including by lot, within a Maturity Date, in either case at a redemption price equal to I 00% of the Accreted 
Value on the r,edemption date. 

Other than as provided above, the Series 2006 Bonds shall be redeemable prior to maturity in 
accordance with their terms and the tenns of the Indenture. 

If the Authority establishes a defeasancc escrow for the Series 2006 Bonds, then Turbo Tenn Bonds 
shall be retired in accordance with the Optional Redemption provisions described above, and in amounts that 
shall be determined by reference to the Projected Turbo Redemptions (see the chart under the caption "THE 
SERIES 2006 BONDS - Projected Turbo Redemptions") that, as of the date of such redemption, were 
projected to but have not been paid with respect to such Turbo Term Bonds. Any such redemption, in whole 
or in part, shall be from any maturity selected by the Authority in its discretion and, within a maturity, on a Pro 
Rata basis. See Appendix F - "SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - INDENTURE" 
attached hereto. 

Notice of Redemption 

When a Bond is to be redeemed prior to its stated Maturity Date, the Trustee will give notice to the 
Owner thereof in the name of the Authority, which notice will identify the Bond to be redeemed, state the date 
fixed for redemption, and state that such Bond will be redeemed at the Corporate Trust Office of the Trustee or 
a Paying Agent. The notice will further state that on such date there will become due and payable upon each 
Bond to be redeemed the redemption price thereof, together with interest accrued or accreted to the redemption 
date, and that money therefor having been deposited with the Trnstee or Paying Agent, from and after such 
date, interest thereon will cease to accrue or accrete. The Trustee will give at least 15 days notice by mail, or 
other\vise tran . .;;mit the redemption notice in accordance with any appropriate provisions under the Indenture, to 
the registered owners of any Bonds which are to be redeemed, at their addresses shown on the registration 
books of the Authority. Such notice may be waived by any Owners holding Bonds to be redeemed. Failure by 
a particular Owner to receive notice, or any defect in the notice to such Owner, will not affect the redemption 
of any other Bond. Any notice of redemption given pursuant to the Indenture may be rescinded by Written 
Notice to the Trnstee by the Authority no later than five days prior to the date specified for redemption. The 
Trnstee will give notice of such rescission as soon thereafter as practicable in the same manner and to the same 
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persons, as notice of such redemption was given as described above. In making the determination as to how 
much money will be available in the Senior Turbo Redemption Account, the First Subordinate Turbo 
Redemption Account, the Second Subordinate Turbo Redemption Account or the Third Subordinate Turbo 
Redemption Account on any Distribution Date for the purpose of giving notice of redemption, the Trustee 
shall take into account investment earnings and amounts to be transferred from the Senior Liquidity Reserve 
Account to the Senior Turbo Redemption Account or the First Subordinate Turbo Redemption Account which 
it reasonably expects to be available for application. 

Selection of Bonds for Redemption 

Unless otherwise specified herein or by Series Supplement, if less than all the Outstanding Bonds of 
like Series, interest rate and Maturity Date are to be redeemed. the particular Bonds to be redeemed shall be 
selected by the Trustee by such method as it shall deem fair and appropriate, including by lot, and which may 
provide for the selection for redemption of portions (equal to any Authorized Denominations) of the principal 
or Accreted Value of Bonds of a denomination larger than the minimum Authorized Denomination. Turbo 
Redemptions of Capital Appreciation Bonds shall be credited against the amount Outstanding at the Accreted 
Value thereof. Upon surrender of any Capital Appreciation Bond redeemed in part only. the Authority shall 
execute and the Trustee shall authenticate and deliver to the Owner thereof, at the expense of the Authority, a 
new Capital Appreciation Bond of Authorized Denominations equal to the Accreted Value Outstanding on the 
date set for redemption after deducting the Accreted Value to be redeemed on such date. In determining these 
amounts, the Trustee may compute: (x) the Accreted Value outstanding per Authorized Denomination on the 
date set for redemption; (y) the number of Authorized Denominations to be redee1ned on the date set for 
redemption at the Accreted Value thereof from the amounts available for such redemption: and (z) the number 
of Authorized Denominations to remain Outstanding after the redemption. 

Limitations on Transferability 

The Series 2006D Third Subordinate CABs shall be transferred only to Qualified Institutional Buyers 
(as defined below) and only in Authorized Denominations and shall be subject to the following transfer 
restrictions; provided, however, that these restrictions on transfer or purchase of the Series 2006D Third 
Subordinate CABs shall not be applicable at such time as the Series 2006D Third Subordinate CABs are 
assigned a rating in an Invest1nent Grade category. 

Each Owner and beneficial owner of a Series 2006D Third Subordinate CABs, by its purchase thereof, 
shall be deemed to have represented and agreed as set forth below, as applicable: 

(i) Qualified Institutional Buyer. Such Owner or beneficial owner (A) is a "qualified institutional 
buyer" as defined in Rule l44(a)( I) promulgated under the United States Securities Act of 1933, as amended 
(a "Qualified Institutional Buyer"); and (B) is acquiring such Series 2006D Third Subordinate CABs for its 
own account or for the account of a Qualified Institutional Buyer. 

(ii) Aggregate Investment not less than $1,000,000 Accreted Value at Maturity Date. As of the date of 
its purchase of such Series 2006D Bond, such Owner or beneficial owner has holdings amounting to at least 
$ l ,000,000 in Accreted Value at Maturity Date of Series 2006 Bonds that are not currently rated in an 
Investment Grade rating category by at least one nationally recognized rating agency, it being understood that 
any purchase that does not comport with the representation and agreement deemed to be made pursuant to this 
clause (ii) shall deprive such Owner or beneficial owner of any right whatsoever to enforce the provisions of 
the Indenture ( any provision of the Indenture to the contrary notwithstanding). 

(iii) Future Transfers. Such Owner or beneficial owner agrees that, ifin the future it decides to offer, 
resell, pledge or otherwise transfer such Series 2006D Third Subordinate CABs, (A) such Series 2006D Third 
Subordinate CABs may be offered, resold, pledged or otherwise transferred only to a Qualified Institutional 
Buyer; and (B) it shall, and each subsequent Owner or beneficial owner is required to, notify any subsequent 
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purchaser of such Series 20060 Third Subordinate CABs from it of the resale restrictions provided for in the 
Series Supplement and described herein. 

SECURITY FOR THE SERIES 2006 BONDS 

{;eneral 

The Series 2006 Bonds arc primarily secured by all of the right, title and interest in and to the portion 
of the payment ofTSRs required to be made under the MSA entered into by the PMs that have been allocated 
by the State to the County. 

Purchase of' Counry Tobacco Assets. Pursuant to the Purchase and Sale Agreement, the County sold 
to the Borrower and the Borrower purchased from the County, all right. title and interest of the County in, to 
and under the MOU, the ARIMOU, the MSA and the Consent Decree, including without limitation, the rights 
of the County to be paid the money due to it under the MOU, the AR[\10U, the MSA and the Consent Decree 
from and after January 4, 2002 (previously defined as the "County Tobacco Assets"). The California Escrow 
Agent was irrevocably instructed, pursuant to the ARIMOU, to disburse all of the County Tobacco Assets 
from the California Escrow to the 200 I Indenture Trustee. In connection with the issuance of the Series 2006 
Bonds, the California Escrow Agent will be irrevocably instructed by the County and the Borrower to disburse 
the County Tobacco Assets from the California Escrow Account directly to the Trustee. Pursuant to the 
ARIMOU Am<Jndment and instructions of the County to the State Attorney General, the MOU Proportional 
Allocable Share attributable to the County will be transferred directly to the Trustee as long as the Bonds are 
outstanding. See Appendix F "SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - PURCHASE AND 
SALE AGREEMENT" attached hereto. 

loan Agreement. Pursuant to the Loan Agreement, the Authority will loan the proceeds of the Series 
2006 Bonds to the Borrower. Under the Loan Agreement, the Borrower has pledged and assigned and granted 
to the Authority, a first priority perfected security interest in all right, title and interest of the Borrower, 
whether now owned or hereafter acquired, in, to and under the following property: (a) the County Tobacco 
Assets purchased from the County, (b) to the extent permitted by law (as to which no representation is made) 
corresponding present or future rights, if any, of the Borrower to enforce or cause the enforcement of payment 
of such pledged County Tobacco Assets pursuant to the MOU and the ARIMOU, (c) the corresponding rights 
of the Borrower under the Purchase and Sale Agreement, and ( d) all proceeds of any and all of the foregoing 
(collectively, the "Corporation Tobacco Assets"). 

Indenture. To secure payment of the Bonds and the Swap Payments, all with the respective priorities 
specified in the· Indenture, the Authority will pledge to the Trustee, and grant to the Trustee a first priority lien 
and security interest in the "Collateral," consisting of all of the Authority's right, title, and interest. whether 
now owned or hereafter acquired, in, to, and under: (i) the Authority's rights with respect to the Loan 
Agreement, including but not limited to the right to receive Loan Payments and to enforce the obligations of 
the Borrower pursuant to the Loan Agreement; (ii) the Corporation Tobacco Assets; (iii) the Pledged 
Accounts, all money, instruments, investment property, or other property credited to or on deposit in the 
Pledged Accounts. and all investment earnings thereon; (iv) any payment received by the Authority pursuant to 
a Swap Contract ("Swap Contract" means an interest rate exchange, cap, collar, hedge or similar agreement 
entered into by the Authority in connection with Senior Bonds); ( v) all present and future claims, demands. 
causes and things in action in respect of any or all of the foregoing and all payments on or under and all 
proceeds of every kind and nature whatsoever in respect of any or all of the foregoing, including all proceeds 
of the conversion, voluntary or involuntary, into cash or other liquid property, all cash proceeds, accounts, 
general intangibles, notes, drafts, acceptances, chattel paper, checks, deposit accounts, insurance proceeds, 
condemnation awards, rights to payment of any and every kind, and other forms of obligations and receivables, 
instruments, payment intangibles and other property that at any time constitute all or part of or arc included in 
the proceeds of any of the foregoing; and (vi) all proceeds of the foregoing. The Collateral does not include the 
rights of the Authority pursuant to provisions for consent or other action by the Authority, notice to the 
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Authority, indemnity or the filing of documents with the Authority, or otherwise for its benefit and not for that 
of the Owners. The Authority covenants and agrees that it will implement, protect, and defend the security 
interest and pledge made in the Indenture by all appropriate action for the benefit of the Owners and any party 
that has entered into a Swap Contract, the cost thereof to be an Operating Expense. None of the proceeds of the 
Bonds or any earnings therefrom, unless deposited into one of the Pledged Accounts, shall in any way be 
pledged to the payment of the Bonds. Such amounts shall not be part of the Collateral. See Appendix F -
"SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - INDENTURE" attached hereto. 

Defeasance. When, among other conditions set forth in the Indenture (including required notices) 
there is held by or for the account of the Trustee Defeasance Collateral in such principal amounts, bearing 
interest at such fixed rates and with such maturities, including any applicable redemption premiums, as will 
provide sufficient funds to pay, or to redeem in accordance with the Indenture, all obligations to Owners in 
whole (to be verified by a nationally recognized firm of independent verification agents) then, such Owners 
( and counterparties to Swap Contracts) shall cease to be entitled to any benefit or security under the Indenture 
except the right to receive payment of the funds held in such defeasance escrow and other rights which by their 
nature cannot be satisfied prior to or simultaneously with tennination of the lien of the Indenture, the Indenture 
and the lien, rights and security interests created by the Indenture ( except in such funds and investments) shall 
terminate and become null and void, and the Authority and the Trustee shall execute and deliver such 
instruments as may be necessary to discharge the Trustee's lien, rights and security interests (except in such 
funds and investments) created by the Indenture. Upon such defeasance, the funds and investments required to 
pay or redeem the Series 2006 Bonds shall be irrevocably set aside for that purpose, subjec~ however, to the 
terms of the Indenture, and money held for defcasance shall be invested only as provided in the Indenture and 
applied by the Trustee and other Paying Agents, if any, to the retirement of the Series 2006 Bonds. Any funds 
or other property held by the Trustee and not required for payment or redemption of the Bonds shall be 
distributed in accordance with the order of the Authority. 

Defeasance of Turbo Term Bonds. Subject to the requirements of federal tax law and to the right of the 
Authority to defease the Series 2006 Bonds in accordance with the optional redemption provisions of the 
Indenture, when Series 2006 Bonds are to be defeased, the defeasance escrow will be structured to redeem the 
Series 2006 Bonds in accordance with the Projected Turbo Redemptions schedule until any optional 
redemption of the Series 2006 Bonds so that the defeased Turbo Term Bonds will not be redeemed more 
slowly than the Pro Rata Defeasance Redemption Schedule calculated pursuant to the Indenture. 

The provisions of the Indenture with respect to defeasance of Turbo Term Bonds shall not be 
construed to limit the optional redemption of Bonds pursuant to the applicable Series Supplement. 

Senior Liquidity Reserve Account 

The Senior Liquidity Reserve Account will be established and maintained by the Trustee and initially 
funded from proceeds of the issuance of the Series 2006 Bonds in an amount equal to S33,274,125.00 (the 
"Senior Liquidity Reserve Requirement"), which shall be maintained for so long as any Series 2006 Bonds 
Senior Bonds are Outstanding (and zero thereafter), which amount may (but is not required to) be amended 
upon the issuance of Additional Bonds that constitute Senior Bonds in accordance with the applicable Series 
Supplement. Amounts in the Senior Liquidity Reserve Account will be available to pay interest on Senior 
Bonds and Swap Payments, Series Maturities or Turbo Term Bond Maturities on Senior Bonds but will not be 
available for Sinking Fund Installments or Turbo Redemptions on such Bonds. Unless an Event of Default has 
occurred, while any Senior Bonds are Outstanding, Collections (to the extent available) will be used to 
replenish the Senior Liquidity Reserve Account to the Senior Liquidity Reserve Requirement. 

On any Distribution Date on which the amount on deposit in the Senior Liquidity Reserve Account 
(less any amount necessary to be paid in connection with the liquidation of the investment of amounts in the 
Senior Liquidity Reserve Account, including a Termination Payment) equals or exceeds the principal or 
Accreted Value of and interest on all Outstanding Senior Bonds, the amount on deposit in the Senior Liquidity 
Reserve Account first shall be transferred to the Senior Turbo Redemption Account and applied to the Turbo 
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Redemption of all Outstanding Senior Bonds, and second shall be transferred to the First Subordinate Turbo 
Redemption Account and applied to the Turbo Redemption o[Outstanding First Subordinate Bonds. 

Limited Obligations 

The Series 2006 Bonds are limited obligations of the Authority, payable solely from funds held under 
the Indenture, including the Collections. The Series 2006 Bonds are not secured by the proceeds thereof, with 
the exception of proceeds deposited in the Capitalized Interest Subaccount, and those deposited in the Senior 
Liquidity Reserve Account, which only secures Series 2006 Senior Bonds. The Bonds do not constitute a 
charge against the general credit of the Authority and under no circumstances will the Authority be obligated 
to pay the interest on or principal or Accreted Value of or redemption premiums, if any, on the Bonds except 
from Collections and balances held in the Senior Liquidity Reserve (where applicable, and. to the extent 
available). The Bonds and other obligations of the Authority are not a debt or obligation of the State or any of 
its municipalities or other political subdivisions, other than the Authority, and neither the State nor any such 
municipalities or other subdivisions, other than the Authority. shall be liable for the payment of the principal or 
Accreted Value of or interest on the Bonds or such other obligations. The Authority has no taxing power. 

Payment Prio1rities 

The Series 2006 Bonds arc redeemed through Turbo Redemptions paid in the order of the Payment 
Priorities, as set forth in the Indenture. See THE SERIES 2006 BONDS - Redemptions Credited by Payment 
Priorities" herein. 

Application of Collections 

General. All Collections received by the Trustee, excluding investment earnings on amounts on 
deposit in Accounts with the Tmstee under the Indenture. will be promptly deposited by the Trustee into the 
Collections Account. All Collections that have been identified by an Officer's Certificate as consisting of 
Partial Lump Sum Payments received by the Trustee shall be promptly (and in any event, no later than the 
Business Day immediately preceding the next Distribution Date) transferred to the Partial Lump Sum Payment 
Account, in accordance with the instructions received by the Trustee pursuant to an Officer's Certificate. All 
Collections that have been identified by an Officer's Certificate as consisting of Total Lump Sum Payments 
received by the Trustee shall be promptly (and in any event, no later than the Business Day immediately 
preceding the next Distribution Date) applied as described under "Transfers to Accounts" below, in accordance 
with the instructions received by the Trustee pursuant to an Officer's Certificate. In addition, immediately 
preceding the time when the application of funds on deposit in the Collections Account is inade pursuant to the 
following paragraph, the Trustee shall deposit in the Collections Account and apply as described in the 
following paragraph all Collections consisting of investment earnings available on such date on amounts on 
deposit with the Trustee under the Indenture (excluding amounts in the Costs of Issuance Account, the Rebate 
Account, the Operating Account, the Operating Contingency Account and the Partial Lump Sum Payment 
Account), except that all amounts in the Senior Liquidity Reserve Account in excess of the Senior Liquidity 
Reserve Requ;.rcment detennined to exist pursuant to the valuation procedure described in the Indenture, 
taking into account investment earnings and other amounts available on such date, shall be transferred to the 
Senior Debt Service Account (except as otherwise provided under "Transfers to Accounts" below) and all 
investment earnings available on such date in the Capitalized Interest Subaccount shall be maintained in the 
Senior Debt Service Account. 

Trans/ers to Accounts. As soon as practicable. but no later than the earlier of (a) the fifth Business 
Day following each Deposit Date. or (h) the Distribution Date following each Deposit Date, the Trustee will 
withdraw the fonds on deposit in the Collections Account and transfer such amounts as follows: 

(i) to the Operating Account, an amount specified by an Officer's Certificate delivered 
with respect to the 12-month period applicable to such Officer's Certificate, in order to pay, (a) the Operating 
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Expenses (excluding any Termination Payments), to the extent that the amount thereof does not exceed the 
Operating Cap, and (b) the Tax Obligations; 

(ii) to the Senior Debt Service Account, an amount sufficient to cause the amount therein 
(taking into account any amounts on deposit in the Capitalized Interest Subaccount) to equal the sum of 
(a) interest on the Outstanding Senior Bonds and all Swap Payments that will come due (I) in the next 
succeeding Bond Year, if the Deposit Date is on or after December I and on or before May 31 of any Bond 
Year, or (2) in the then-current Bond Year, if the Deposit Date is on or after June I and on or before 
November 30 of any Bond Year, plus (b) any such unpaid interest on the Senior Bonds and Swap Payments 
from prior Distribution Dates (including interest at the stated rate on such unpaid interest, to the extent legally 
permissible); provided that the amount to be deposited pursuant to this clause (ii) shall be calculated assuming 
that principal of the Bonds will have been paid as described in clauses (ii), (iii) and (iv) under "Distribution 
Date Transfers" below; 

(iii) to the Senior Debt Service Account, an amount sufficient to cause the amount therein 
to equal the amount specified in clause (ii) above plus the sum of (a) if the Deposit Date is on or after 
December 1 and on or before May 31 of any Bond Year, the Serial Maturity, Sinking Fund Installment or 
Term Bond Maturity (including Turbo Term Bond Maturities) if any, due for Senior Bonds in or scheduled for 
the next succeeding Bond Year, plus (b) any Serial Maturities, Sinking Fund Installments or Term Bond 
Maturities (including Turbo Tenn Bond Maturity) unpaid from prior Distribution Dates, provided that the 
amount of each Sinking Fund Installment and Turbo Term Bond Maturities shall first be adjusted to account 
for prior principal payments ("'Term Bond Maturity" means the payment of principal or Accreted Value 
required to be made upon the Maturity Date of any Term Bond, as such schedule is set forth in a Series 
Supplement.); 

(iv) unless an Event of Default has occurred, to the Senior Liquidity Reserve Account, an 
amount sufficient to cause the amount on deposit therein to equal the Senior Liquidity Reserve Requirement, 
provided that on any Distribution Date on which the amount on deposit in the Senior Liquidity Reserve 
Account (less any amount necessary to be paid in connection with the liquidation of the investment of amounts 
in the Senior Liquidity Reserve Account, including a Termination Payment) equals or exceeds the principal or 
Accreted Value of and interest on all Outstanding Senior Bonds, the amount on deposit in the Senior Liquidity 
Reserve Account first shall be transferred to the Senior Turbo Redemption Account and applied to the Turbo 
Redemption of all Outstanding Senior Bonds, and second shall be transferred to the First Subordinate Turbo 
Redemption Account and applied to the Turbo Redemption of Outstanding First Subordinate Bonds; 

(v) to the Operating Contingency Account, the amount, if any, necessary to make the 
amount therein equal to the amount specified by the Officer's Certificate most recently delivered or deemed 
delivered in order to pay, for the 12-month period applicable to such Officer's Certificate, the Operating 
Expenses in excess of the Operating Cap; 

( vi) to the Senior Turbo Redemption Account, all amounts remaining in the Collections 
Account until no Senior Bonds are Outstanding; 

(vii) to the First Subordinate Turbo Redemption Account, all amounts remaining in the 
Collections Account until no First Subordinate Bonds are Outstanding; 

(viii) to the Second Subordinate Turbo Redemption Account, all amounts remaining in the 
Collections Account until no Second Subordinate Bonds are Outstanding; and 

(ix) to the Third Subordinate Turbo Redemption Account, all amounts remaining in the 
Collections Account until no Third Subordinate Bonds are Outstanding, 
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Distribution Date Transfers. Unless an Event of Default has occurred, on each Distribution Date, the 
Trustee will apply amounts in the various funds and accounts in the following order of priority: 

(i) from the Capitalized Interest Subaccount, the Senior Debt Service Account, the Partial 
Lump Sum Payment Account and the Senior Liquidity Reserve Account, in that order, to pay interest on the 
Senior Bonds and Swap Payments due on such Distribution Date or unpaid from prior Distribution Dates; 

(ii) from the Senior Debt Service Account and the Partial Lump Sum Payment Account, in 
that order, to pay, the Serial Maturity, Sinking Fund Installment and Tenn Bond Maturity (including Turbo 
Tenn Bond Maturity) for Senior Bonds due on such Distribution Date or unpaid from prior Distribution Dates, 
provided (x) that the amount of such Sinking Fund Installment and Turbo Term Bond Maturity shall first have 
been adjusted as described in the Indenture, (y) that the Trustee shall not pay a Sinking Fund Installment or 
Turbo Tenn Bond Maturity pursuant to this subsection unless the Senior Debt Service Account will contain, 
after giving effect to such payment, sufficient funds to pay interest due on the next succeeding Distribution 
Date and (z) all Senior Bonds shall be paid in accordance with clause (1) of the Payment Priorities; 

(iii) from the Senior Liquidity Reserve Account, to pay, in the following order, the Serial 
Maturity and Term Bond Maturity (including Turbo Tenn Bond Ylaturity), if any, for Senior Bonds due on 
such Distribution Date or unpaid from prior Distribution Dates, provided (x) that the amount of such Turbo 
Tenn Bond Maturity shall first have been adjusted as described in the Indenture, (y) that the Trustee shall not 
pay a Turbo Term Bond Maturity pursuant to this subsection unless the Senior Debt Service Account will 
contain, after giving effect to such payment, sufficient funds to pay interest due on the next succeeding 
Distribution Date and (z) all Senior Bonds shall be paid in accordance with clause (I) of the Payment 
Priorities; 

(iv) from the Senior Turbo Redemption Account, to redeem Senior Bonds which are Turbo 
Tenn Bonds on such Distribution Date (or a special redemption pursuant to the Indenture), provided that all 
Senior Bonds shall be redeemed in accordance with clause (I) of the Payment Priorities; 

(v) from the Partial Lump Sum Payment Account, but only as directed in an Officer's 
Certificate delivered by the Authority and accompanied by Rating Confirmation with respect to any Senior 
Bonds which are then rated by a Rating Agency, to redeem Turbo Tenn Bonds on such Distribution Date (or a 
special redemption pursuant to the Indenture) in accordance with Turbo Redemption provisions of the 
Indenture, provided that any redemptions shall redeem Bonds in accordance with the Payment Priorities; 

(vi) from the First Subordinate Turbo Redemption Account, to redeem First Subordinate 
Bonds on such Distribution Date (or a special redemption date pursuant to the Indenture) in accordance with 
the Indenture; 

(vii) from the Second Subordinate Turbo Redemption Account, to redeem Second 
Subordinate Bonds on such Distribution Date in accordance with the Indenture; and 

(viii) from the Third Subordinate Turbo Redemption Account, to redeem Third Subordinate 
Bonds on such Distribution Date in accordance with the Indenture. 

Extraordinary Prepayment Upon an Event of De/c,u/t. Upon the occurrence of any Event of Default, 
and continuing on each succeeding Distribution Date commencing with the Distribution Date following the 
Event of Defau It: 

(i) until the Senior Bonds are no longer Outstanding, the Trustee will apply all funds in 
the Senior Debt Service Account, the Senior Liquidity Reserve Account, the Partial Lump Sum Payment 
Account and the Senior Turbo Redemption Account to pay Pro Rata, first. the accrued interest on the Senior 
Current Interest Bonds (including the Senior Convertible Bonds after the Conversion Date) and Swap 
Payments (including, in each case, interest at the stated rate on any unpaid interest, to the extent legally 
permissible) and, second, principal or Accreted Value of all Senior Bonds then Outstanding; 
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(ii) until the First Subordinate Bonds are no longer Outstanding, the Trustee shall apply all 
funds in the Partial Lwnp Sum Payment Account and the First Subordinate Turbo Redemption Account to pay 
Pro Rata the principal and interest or the Accreted Value on all First Subordinate Bonds then Outstanding; 

(iii) until the Second Subordinate Bonds are no longer Outstanding, the Trustee shall apply 
all funds in the Partial Lump Sum Payment Account and the Second Subordinate Turbo Redemption Account 
to pay Pro Raia the principal and interest or the Accreted Value on all Second Subordinate Bonds; 

(iv) until the Third Subordinate Bonds are no longer Outstanding, the Trustee shall apply 
all funds in the Partial Lump Sum Payment Account and the Third Subordinate Turbo Redemption Account to 
pay Pro Rata the principal and interest or the Accreted Value on all Third Subordinate Bonds 

(v) the application of funds with respect to Additional Subordinate Bonds shall be in 
accordance with the provisions of the applicable Series Supplement; and 

(vi) notwithstanding anything to the contrary in the Indenture, the value of any Capital 
Appreciation Bonds that are Series 2006 First Subordinate Bonds, Series 2006 Second Subordinate Bonds or 
Series 2006 Third Subordinate Bonds shall continue to accrete at the Default Rate (including accretion on any 
unpaid Accreted Value), to the extent legally permissible, after the Maturity Date for such Bonds if not Fully 
Paid on the Maturity Date. 

"Default Rate" means the rate of interest per annum set forth in a Series Supplement at which the 
First Subordinate Bonds, Second Subordinate Bonds, Third Subordinate Bonds and Additional Subordinate 
Bonds will accrete on and during the continuance of a Subordinate Payment Default for such Bonds. 

"Pro Rata" means, for an allocation of available amounts to any payment of interest. Accreted Value, 
principal or Swap Payments to be made under the Indenture, the application of a fraction to such available 
amounts (a) the numerator of which is equal to the amount due to the respective Owners and any party who has 
entered into a Swap Contract with the Authority to whom such payment is owing, and (b) the denominator of 
which is equal to the total amount due to all Owners and Swap Contract counterparties to whom such payment 
is owing. 

Total Lump Sum Payment. Upon the receipt of a Total Lump Sum Payment, the Trustee will, after 
making provision for the amounts required to be deposited pursuant to clause (i) under "Transfers to Accounts" 
above, use all remaining proceeds of such Total Lump Sum Payments to make the following payments, each 
Pro Rata, in the following order of priority: 

(i) pay the accrued interest on the Senior Current Interest Bonds (including Senior Convertible 
Bonds after the Conversion Date) and Swap Payments (including interest at the stated rate on any unpaid 
interest, to the extent legally permissible); 

(ii) pay principal or Accreted Value on all Series 2006 Senior Bonds then Outstanding; 

(iii) pay principal and interest or Accreted Value on all First Subordinate Bonds then Outstanding; 

(iv) pay principal and interest or Accreted Value on all Second Subordinate Bonds then 
Outstanding; 

(v) pay principal and interest or Accreted Value on all Third Subordinate Bonds Outstanding; and 

(vi) pay Additional Subordinate Bonds in accordance with the provisions of the applicable Series 
Supplement. 
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After making all deposits and payments set forth above, and provided that there arc no Outstanding 
Bonds and no obligations to make Swap Payments under a Swap Contract, the Trustee shall deliver any 
amounts remaining in a Fund or Account in accordance with the order of the Authority, 

Funds in the Operating Account shall be applied by the Trustee at any time, in accordance with 
directions in an Officer's Certificate pursuant to the Indenture, to pay Operating Expenses (other than 
Termination Payments), or to fund an account of the Authority or the Borrower free and clear of the lien of the 
Indenture for purposes of paying such Operating Expenses. 

Funds in the Operating Contingency Account shall be applied by the Trustee at any time, in 
accordance with directions in an Officer's Certificate pursuant to the Indenture, to pay Operating Expenses not 
otherwise paid from the Operating Account, or to fund an account of the Authority or the Borrower free and 
clear of the lien of the Indenture for purposes of paying such Operating Expenses. 

Non-Impairment Covenants 

The Authority shall diligently pursue any and all actions to enforce its rights in the Collateral and 
under each instrument or agreement included therein, and shall not take any action and will use its best efforts 
not to permit any action to be taken by others that would release any Person from any of such Person's 
covenants or obligations under any such instrument or agreetnent or that would result in the a1nendment, 
hypothecation, subordination, termination, or discharge ot: or impair the validity or effectiveness of, any such 
instrument or agreement, except, in each case, as expressly provided in the Indenture. 

Events of Default 

The occurrence of any of the following events will constitute an "Event of Default" under the 
Indenture: (i) failure to pay when due any Swap Payment or interest on any Senior Bonds; (ii) failure to pay 
when due any Serial Maturity or Turbo Term Bond Maturity for Senior Bonds; or (iii) failure of the Authority 
to observe or perform any other covenant. condition, agreement, or provision contained in the Senior Bonds or 
in the Indenture relating to Senior Bonds, which breach is not remedied within 60 days after Written Notice, 
specifying such default and requiring the same to be remedied, shall have been given to the Authority by the 
Trustee or by the Owners ofat least 25% in Bond Obligation of the Senior Bonds then Outstanding. In the case 
of a default specified in (iii) above, if the default be such that it cannot be corrected within the said 60-day 
period, it shall not constitute an Event of Default if corrective action is instituted by the Authority within said 
60-day period and diligently pursued until the default is corrected. Except as specified in subsections (i) and 
(ii) of this paragraph, failure to make any payment or to make provision therefor, including any Projected 
Turbo Redemption or any Sinking Fund Installment, does not constitute an Event of Default to the extent that 
such failure results from the insufficiency of available Collateral to make such payment or provision therefor. 
See "Extraordinary Prepayment Upon an Event of Default" herein. 

A Subordinate Payment Default is not an Event of Default under the Indenture, provided that in the 
event of a Subordinate Payment Default, Owners of First Subordinate Bonds, Second Subordinate Bonds or 
Additional Subordinate Bonds shall have certain remedies set forth in the Indenture. The Owners of First 
Subordinate Bonds may enforce the provisions of the Indenture for their benefit by appropriate legal 
proceedings ic. accordance with the Payment Priorities only if Senior Bonds are no longer Outstanding. The 
Owners of Second Subordinate Bonds may enforce the provisions of the Indenture for their benefit by 
appropriate legal proceedings in accordance with the Payment Priorities only if Senior Bonds and First 
Subordinate Bonds are no longer Outstanding. The Owners of Third Subordinate Bonds may enforce the 
provisions of the Indenture for their benefit by appropriate legal proceedings in accordance with the Payment 
Priorities only if Senior Bonds, First Subordinate Bonds and Second Subordinate Bonds are no longer 
Outstanding. The Owners of Additional Subordinate Bonds may enforce the provisions of the Indenture for 
their benefit by appropriate legal proceedings in accordance with the Payment Priorities only if Senior Bonds, 
First Subordinate Bonds, Second Subordinate Bonds and Third Subordinate Bonds are no longer Outstanding. 
See Appendix F - "SUMMARY OF PRINCIPAL LEGAL DOCUMENTS INDENTURE - Remedies for 
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First Subordinate Bonds, Second Subordinate Bonds, Third Subordinate Bonds and Additional Subordinate 
Bonds" attached hereto. Neither the Trustee nor the Owners have the right to sell or foreclose on the Collateral 
or the rights of the Borrower under the Loan Agreement. 

Additional Bonds 

Additional Bonds may be issued to refund Bonds in whole or in part (including the funding of 
defeasance escrows and deposits to Accouuts in connection with such issuance) or for any other purpose but 
only if upon the issuance of such Additional Bonds: (A) the amount on deposit in the Senior Liquidity 
Reserve Account will be at least equal to the Senior Liquidity Reserve Requirement; (B) no Event of Default 
shall have occurred and be continuing after the date of issuance of the Additional Bonds; (C) the expected 
weighted average life of each Turbo Term Bond that will remain Outstanding after the date of issuance of the 
Additional Bonds as computed on the basis of new projections on the date of sale of the Additional Bonds will 
not exceed (x) the remaining weighted average life of each such Turbo Term Bond as computed by the 
Authority on the basis of new projections assuming that no such Additional Bonds are issued plus (y) one year; 
and (D) a Rating Confirmation is received for any Bonds that will remain Outstanding after the date of 
issuance of the Additional Bonds which are then rated by a Rating Agency. In determining compliance with 
clause (C) of this paragraph, the Authority may rely conclusively on a certificate of a financial advisory or 
underwriting firm, who may rely on a report of a nationally recognized firm of econometric experts on matters 
related to projected or forecasted cigarette consumption. 

Additional Subordinate Bonds 

Additional Subordinate Bonds may be issued by the Authority without satisfying the requirements of 
the lndenmre relating to Additional Bonds for any lawful purpose, including to refund all or a portion of the 
Bonds, if there is no payment permitted for such Bonds until all previously issued Bonds arc Fully Paid 

SUMMARY OF THE MASTER SETTLEME'.'liT AGREEMENT 

The following is a brief summary of certain provisions of the MSA. This summary is not complete 
and is subject to, and qualified in its entirety by reference to, the copy of the MSA, as amended, which is 
attached hereto as Appendix C. Several amendments have been made to the MSA which are not included in 
Appendix C. Except for those amendments pursuant to which certain tobacco companies became SPMs, such 
amendments involve technical and administrative provisions not material to the summar__v be/01,v. 

General 

The MSA is an industry wide settlement of litigation between the Settling States and the OPMs and 
was entered into between the attorneys general of the Settling States and the OPMs on November 23, 1998. 
The MSA provides for the SPYls to become parties to the MSA. The three OPMs together with the SPMs are 
referred to as the "PMs." Pursuant to the MSA, the Settling States agreed to settle all their past, present and 
future smoking related claims against the PMs in exchange for agreements and undertakings by the PMs 
concerning a number of issues. These issues include, among others, making payments to the Settling States, 
abiding by more stringent advertising restrictions, and funding educational programs, all in accordance with 
the terms and conditions set forth in the MSA. Distributors of PMs' products are also covered by the 
settlement of such claims to the same extent as the PMs. 

Parties to the :VI.SA 

The Settling States are all of the states, territories and the District of Columbia, except for the four 
states (Florida, Minnesota, Mississippi and Texas) that separately settled with the OPMs prior to the adoption 
of the MSA (the "Previously Settled States"). According to NAAG, as of "v!ay 5, 2006, 47 PMs have signed 
the MSA. The chart below identifies each of the PMs which was a party to the MSA as of May 5, 2006: 
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Lorillard Tobacco Company 
Philip Morris, USA (formerly 

Philip Morris Incorporated) 
Reynolds American, Inc. (fOrmcrly 

R.J. Reynolds Tobacco Company 
and Brown & \Villimnson Tobacco 
Corpora lion) 

Anderson Tobacco Company. LLC 
Bckcnton, S.A. 
Canary Islands Cigar Co. 
Caribbean-American Tobacco Corp. 

(CATCORP) 
The Chancellor Tobacco Company. UK Lld. 
Commonwealth Brands, Inc. 
Cutting Edge Enterprises, Inc. 
Daughlers & Ryan. Inc. 
\1:s. Dhanraj Imernational 
Eastern Company S.A.E. 
Farmer's Tobacco Co. of Cynthiana, Inc. 
General Tobacco (Vibo Corporation 

dfb/a General Tobacco) 
House of Prince A/S 
Imperial Tobacco Limitcd.i!TL (USA) 

Limited 
International Tobacco Group 
( Las Vegas). Inc. 

Japan Tobacco International CSA. lnc. 
King Maki::r Marketing 
Konci G&!J ,l'vlanagement Group 
(USA) Inc. 

Kretek International 
Lane Limited 
Liberty Brands. LLC 
Liggett Group. Inc. 

SP\"1~ 
Lignum-2, Inc. 
Mac Haren Tobacco Company AiS 
Monte Paz (Compania Industrial de 
Tabacos Monte Paz S.A.) 

Nasco Products Inc. 
P.T. Djan11n 
Pacific Stanford J\1anufacturing 
Pe!er Stokkebye Tobaksfabrik A/S 
Planta Tabak-\1anufilktur (imbh & Co. 
Poschl Tahak GmbH & Co. KG 
Premier Tv1anufacturing Incorporated 
Santa Fe Natural Tohacco Company, Inc. 
Sherman'~ 1400 Broadway N.Y.C. Inc. 
Socictc Nationalc d'Exp!oitati,m 

Industricllc des Tabacs et Allumcttcs 
(SEITA) 

Tabacakra de! Estc. S.A. (TABESA) 
Top Tobacco, LP 
U.S. Flue-Cured Tobacco Growers. Inc, 
Vector Tobacco Inc. 
Virginia Carolina Corporal!on. Inc. 
Von E1ckcn Group 
Wind River Tobacco Compau), LLC 
VIP Tobacco USJ\, LTD. (fonncrly 
Winner Sales Con1pany) 

ZNF lntcrnational. LLC (no current brands) 

The MSA restricts PMs from transferring their tobacco product brands, cigarette product formulas and 
cigarette businesses (unless they are being transferred exclusively for use outside the U.S.) to any entity that is 
not a PM under the MSA, unless the transferee agrees to assume the obligations of the transferring PM under 
the MSA related to such brands, fom1Ulas or businesses. The MSA expressly provides that the payment 
obligations of each PM are not the obligation or responsibility of any affiliate of such PM and, further, that the 
remedies, penalties or sanctions that may be imposed or assessed in connection with a breach or violation of 
the MSA will only apply to the PMs and not against any other person or entity. Obligations of the SPMs, to the 
extent that they differ from the obligations of the OPMs, arc described below under '·- Subsequent 
Participating Manufacturers" herein. 

Scope of Release 

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

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

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

This release is binding upon 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. The 
'.VISA is further stated to be binding on the following persons, to the full extent of the power of the signatories 
to the '.VISA to release past, present and future claims on their behalf: (i) any Settling State's subdivisions 
(political or otherwise, including, but not limited to, municipalities, counties, parishes, villages, unincorporated 
districts and hospital districts). public entities, public instrumentalities and public educational institutions; and 
(ii) persons or 1~ntities acting in aparens patriae, sovereign, quasi-sovereign, private attorney general, qui tam, 
taxpayer, or any other capacity, whether or not any of them participate in the MSA (a) to the extent that any 
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such person or entity is seeking relief on behalf of or generally applicable to the general public in such Senling 
State or the people of such Settling State, as opposed solely to private or individual relief for separate and 
distinct injuries, or (b) to the extent that any such entity (as opposed to an individual) is seeking recovery of 
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. All such persons or entities arc 
referred to collectively in the MSA as "Releasing Parties." 

To tl1e extent that the California Attorney General does not have the power or authority to bind any of 
the California Releasing Parties, the release of claims contemplated by the MSA may be ineffective as to the 
Releasing Parties and any amounts that become payable by the PMs on account of their claims, whether by 
way of settlement, stipulated judgment or litigated judgment, will trigger the Litigating Releasing Parties 
Offset. See "Adjustments to Payments" below. 

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

Overview of Payments by the Participating Manufacturers; MSA Escrow Agent 

The MSA requires that the PMs make several types of payments, including Initial Payments, Annual 
Payments and Strategic Contribution Fund Payments.* See "Initial Payments," "Annual Payments" and 
"Strategic Contribution Fund Payments" below. These payments (with the exception of the up-rront Initial 
Payment) are subject to various adjustments and offsets, some of which could be material. See "Adjustments 
to Payments" and "Subsequent Participating Manufacturers" below. SPMs were not required to make Initial 
Payments. Thus far, the OP'.\1s have made all of the Initial Payments, and the PMs have made the Annual 
Payments for 2000, 2001, 2002, 2003, 2004, 2005 and 2006 (subject to certain withholdings described in 
"RISK FACTORS-Other Potential Payment Decreases Under the Terms of the MSA" herein). See 
"Payments :vtade to Date" below. Strategic Contribution Fund Payments are scheduled to begin April 15, 
2008 and continue through April 15, 2017. 

Payments required to be made by the OPMs are calculated by reference to the OPM's domestic 
shipments of cigarettes, with the amount of the payments adjusted annually roughly in proportion to the 
changes in total volume of cigarettes shipped by the OPMs in the U.S. in the preceding year. Payments to be 
made by the PMs are recalculated each year, based on the U,S. market share of each individual PM for the 
prior year, with consideration under certain circumstances, for the profitability of each OPM. The Annual 
Payments and Strategic Contribution Fund Payments required to be made by the SPMs are based on increases 
in their shipment market share. See"- Subsequent Participating Manufacturers" below. Pursuant to an escrow 
agreement (the "MSA Escrow Agreement") established in conjunction with the MSA, remaining Annual 
Payments and Strategic Contribution Fund Payments are to be made to Citibank, N.A., as escrow agent (the 
"MSA Escrow Agent"), which in tum will disburse the funds to the Settling States. 

Beginning with the payments due in the year 2000, PricewaterhouseCoopers LLP ( the "MSA 
Auditor") has, among other things, calculated and determined the amount of all payments owed pursuant to 
the MSA, the adjustments, reductions and offsets thereto (and all resulting carry-forwards, if any), the 

* Other payments that are required to be made by the PMs, such as payments of attorneys' fees and payments to a 
national foundation established pursuant to the MSA, are not allocated to the Settling States and are not 
available to the Bondholders, and consequently are not described herein. 
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allocation of such payments, adjustments, reductions, offsets and carry-forwards among the PMs and among 
the Settling States. This infimnation is not publicly available, and the MSA Auditor has agreed to maintain the 
confidentializv ola/1 such information, except that the MSA Auditor may provide such information to P1Vs and 
the Settling States as setforth in the ,\1SA. 

Initial Payments 

Initial Payments were made only by the OPMs. In December 1998, the OPMs collectively made an 
up-front Initial Payment of S2.40 billion. The 2000 Initial Payment, which had a scheduled base amount of 
S2.47 billion, was paid in December 1999 in the approximate amount of $2.13 billion due to various 
adjustments. The 200 l Initial Payment, which had a scheduled base amount of $2.55 billion, was paid in 
December 2000 in the approximate amount of S2.04 billion after taking into account various adjustments and 
an earlier overpayment. The 2002 Initial Payment, which had a scheduled base amount of $2.62 billion, was 
paid in December 200 l, in the approximate amount of $ 1.89 billion aiier taking into account various 
adjustments and a deposit made to the Disputed Payments Account. Approximately S204 million, which was 
substantially all of the money previously deposited in the Disputed Payments Account for payment to the 
Settling States, was distributed to the Settling States with the Annual Payment due April 15, 2002. The 2003 
Initial Payment, which had a scheduled base amount of $2.70 billion, was paid in December 2002 and 
January 2003, in the approximate aggregate amount of $2.14 billion after taking into account various 
adjustments. 

Annual Payments 

The OPMs and the other PMs arc required to make Annual Payments on each April 15 in perpetuity. 
The PMs made the first six Annual Payments due April 15 in each of the years 2000 through 2006, the 
scheduled base amounts of which (before adjustments discussed below) were $4.5 billion, $5.0 billion, $6.5 
billion, S6.5 billion, $8.0 billion, $8.0 billion and 8 billion, respectively. After application of the adjustments, 
the Annual Payment made (i) in April 2000 was approximately S3.5 billion, (ii) m April 2001 was 
approximately $4.1 billion, (iii) in April 2002 was approximately S5.2 billion, (iv) in April 2003 was 
approximately $5.1 billion, (v) in April 2004 was approximately $6.2 billion, (vi) in April 2005 was 
approximately $6.3 billion, and (vii) in April 2006 was approximately $5.8 billion. The scheduled base amount 
(before adjustments discussed below) of each Annual Payment, subject to adjustment, is set forth below: 

* 

Annual Payments 

Year Base Amount* Year Base Amount* 
2000 $4,500,000,000 2010 $8, 139 ,000,000 
2001 5.000.000.000 2011 8, 139,000,000 
2002 6,500,000,000 2012 8,139,000,000 
2003 6,500,000,000 2013 8, 139,000,000 
2004 8,000,000,000 2014 8, 139,000,000 
2005 8,000,000,000 2015 8,139,000,000 
2006 8,000,000,000 2016 8,139,000,000 
2007 8,000,000,000 2017 8, 139,000,000 
2008 8, 139,000,000 Thereafter 9,000,000,000 
2009 8,139,000,000 

The 2000 through 2006 Annual Payments have been made. However, subsequent adjustments to these Annual Payments 
may impact subsequent Annual Pay1nents and Strategic Contribution Fund Payments. See SUtv1MARY OF MASTER 
SETTLEMEl\T AGREEMEl\T - Annual Payments" herein. 

The respective portion of each base amount applicable to each OPM is calculated by multiplying the 
base amount by the OPM's Relative Market Share during the preceding calendar year. The base annual 
payments in the above table will be increased by at least the minimum 3% Inflation Adjustment, adjusted by 
the Volume Adjustment, reduced by the Previously Settled States Reduction, and further adjusted by the other 
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adjustments described below. The SPMs are required to make Annual Payments if their respective market 
share increases above the higher of their respective 1998 Market Share or 125% of their 1997 Market Share. 
See "- Subsequent Participating Manufacturers" herein. Each SPM has Annual Payment and Strategic 
Contribution Fund Payment obligations under the MSA (separate from the payment obligations of the OPMs) 
according to its market share. However, any SPM that became a party to the MSA within 90 days after it 
became effective pays only if its market share exceeds the higher of its 1998 market share or 125% of its 1997 
market share. 

"Relative Market Share" is defined as an OPM's percentage share of the number of cigarettes 
shipped by all OPMs in or to the 50 states, the District of Columbia and Puerto Rico (defined hereafter as the 
"t:.S."), as measured by the OPM's reports of shipments to Management Science Associates, Inc. (or any 
successor acceptable to all the OPMs and a majority of the attorneys general of the Settling States who are also 
members of the NAAG executive committee). The term "cigarette" is defined in the MSA to mean any 
product that contains nicotine, is intended to be burned, contains tobacco and is likely to be offered to, or 
purchased by, consumers as a cigarette and includes "roll-your-own" tobacco. 

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

• the Inflation Adjustment, 

• the Volume Adjustment, 

• the Previously Settled States Reduction, 

• the Non-Settling States Reduction, 

• the NPM Adjustment, 

• the Offset for Miscalculated or Disputed Payments, 

• the Litigating Releasing Parties Offset, and 

• the Offset for Claims-Over. 

Application of these adjustments resulted in a material reduction of TSRs from the scheduled base 
amounts of the Annual Payments made by the PMs in April of the years 2000 through 2006, as discussed 
under the caption "Payments Made to Date" herein. 

Strategic Contribution Fund Payments 

The OPMs are also required to make Strategic Contribution Fund Payments on April 15, 2008 and on 
April 15 of each year thereafter through 2017. The base amount of each Strategic Contribution Fund Payment 
is S86 I million. The respective portion of each base amount applicable to each OPM is calculated by 
multiplying the base amount by the OPM's Relative Market Share during the preceding calendar year. The 
SPMs will be required to make Strategic Contribution Fund Payments if their market share increases above the 
higher of their respective 1998 market share or 125% of their 1997 market share. See "- Subsequent 
Participating Manufacturers" herein. 

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

• the Inflation Adjustment, 

• the Volume Adjustment, 
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• the Non-Settling States Reduction, 

• the NP:vl Adjustment, 

• th,: Offset for :vliscalculated or Disputed Payments, 

• the Litigating Releasing Parties Offset, and 

• the Offset for Claims-Over. 

Adjustments to Payments 

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

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

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

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

If the Actual Volume in a given year is less than the Base Volume. the base amount due from the 
OPMs (in the case of Annual Payments and Strategic Contribution Fund Payments, after application of the 
Inflation Adjustment) is decreased by 98%, of the percentage by which the Actual Volume is less than the Base 
Volume, multiplied by such base amount If, however, the aggregate operating income of the OPMs from 
sales of cigarettes in the U.S. during the year (the "Actual Operating Income") is greater than 
$7, l 95,340,000, as adjusted for inflation in accordance with the Inflation Adjustment (the "Base Operating 
Income"), all or a portion of the volume reduction is added back (the "Income Adjustment"). The amount by 
which the Actual Operating Income of the OPMs exceeds the Base Operating Income is multiplied by the 
percentage of the allocable shares under the MSA represented by Settling States and divided by four, then 
added to the payment due. However, in no case will the amount added back due to the increase in operating 
income exccec. the amount deducted due to the decrease in domestic volume. Any add-back due to an increase 
in Actual Operating Income will be allocated among the OPMs on a Pro Rata basis in accordance with their 
respective increases in Actual Operating Income over l 997 Base Operating Income. 

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

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

Non-Participating Manufacturers Adjustment. The NPM Adjustment is based upon market share 
increases, measured by domestic sales of cigarettes by NP Ms, and operates to reduce the payments of the PMs 
under the :'v!SA in the event that the PMs incur losses in market share to NPMs during a calendar year as a 
result of the MSA. Three conditions must be met in order to trigger an NP:vt adjustment; (1) the aggregate 
market share of the PMs in any year must fall more than 2% below the aggregate market share held by those 
same PMs in 1997, (2) a nationally recognized firm of economic consultants must determine that the 
disadvantages experienced as a result of the provisions of the MSA were a significant factor contributing to the 
market share loss for the year in question, and (3) the Settling States in question must be proven to not have 
diligently enforced their Qualifying Statutes. The "NPM Adjustment" is applied to the subsequent year's 
Annual Payment and Strategic Contribution Fund Payment and the decrease in total funds available as a result 
of the NPM Adjustment is then allocated on a Pro Rata basis among those Settling States (i) that have been 
proven to not diligently enforce their Qualifying Statutes or (ii) that have enacted a Model Statute or 
Qualifying Statute that is declared invalid or unenforceable by a court of competent jurisdiction. The 1997 
market share percentage for the P~s, less 2°/o, is defined in the MSA as the ''Base Aggregate Participating 
Manufacturer Market Share." If the PMs' actual aggregate market share is between 0% and 16 %% less 
than the Base Aggregate Participating Manufacturer Market Share, the amounts paid by the PMs will be 
decreased by three times the percentage decrease in the PMs' actual aggregate market share. If, however, the 
aggregate market share loss from the Base Aggregate Participating Manufacturer Market Share is greater than 
16 2/,%, the NPM Adjustment will be calculated as follows: 

NP:vl Adjustment= 50% + 
[50% I (Base Aggregate Participating Manufacturer Market Share - 16 2

/,
01.,)] 

x[ market share loss -16 %% ] 

The MSA further provides that in no event shall the amount of an NPM Adjustment applied to any 
Settling State in any given year exceed the amount of Annual and Strategic Contribution Fund Payments to be 
received by such Settling State in such year. The NPM Adjustment applies only to the Annual Payments and 
Strategic Contribution Fund Payments, and does not apply at all if the number of cigarettes shipped in or to the 
U.S. in the year prior to the year in which the payment is due by all manufacturers that were PMs prior to 
December 7, 1998 exceeds the number of cigarettes shipped in or to the U.S. by all such PMs in 1997. 

The NPM Adjustment is also state-specific, in that a Settling State may avoid or mitigate the effects of 
an NPM Adjustment by enacting and diligently enforcing the Model Statute or a Qualifying Statute (as defined 
herein). Any Settling State that adopts and diligently enforces a Model Statute or Qualifying Statute is exempt 
from the NP:vt Adjustment. The State has adopted the Model Statute. The decrease in total funds available 
due to the NPM Adjustment is allocated on a Pro Rata basis among those Settling States (i) that have been 
proven to not have diligently enforced the Model Statute or Qualifying Statute, or (ii) that have enacted a 
Model Statute or Qualifying Statute that is declared invalid or unenforceable by a court of competent 
jurisdiction. If a Settling State enacts and diligently enforces a Qualifying Statute that is the Model Statute but 
it is declared invalid or unenforceable by a court of competent jurisdiction, the NPM Adjustment will not 
exceed 65% of the amount of such state's allocated payment. If a Qualifying Statute that is not the Model 
Statute is held invalid or unenforceable, however, such state is not entitled to any protection from the NPM 
Adjustment. Moreover, if a state adopts a Model Statute or a Qualifying Statute but then repeals it or amends 
it in such fashion that it is no longer a Qualifying Statute, then such state will no longer be entitled to any 
protection from the NPM Adjustment. At all times, a state's protection from the NPM Adjustment is 
conditioned upon the diligent enforcement of its Model Statute or Qualifying Statute, as the case may be. See 
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"RISK FACTORS - Other Potential Payment Decreases Under the Terms of the MSA" above and "MSA 
Provisions Relating to Model/Qualifying Statutes" below. 

The MSA provides that if any Settling State resolves claims against any NPM that are comparable to 
any of the clai:cns released in the MSA on overall terms more favorable to such NPM, than the MSA docs to 
the PMs, or rel.ieves in any respect the obligation of any PM to make payments under the MSA, the terms of 
the MSA will be deemed modified to match the NPM settlement or such payment terms, but only with respect 
to the particular Settling State. 

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

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

O.ff';el /Or ('/aims-Over. If a Releasing Party pursues and collects on a re1eascd claim against an NPM 
or a retailer, supplier or distributor arising from the sale or distribution of tobacco products of any NPM or the 
supply of component parts of tobacco products to any NPM (collectively, the "',on-Released Parties''), and 
the Non-Released Party in tum successfully pursues a claim for contribution or indemnification against a 
Released Party (as defined herein), the Releasing Party must (i) reduce or credit against any judgment or 
settlement such Releasing Party obtains against the Non-Released Party the full amount of any judgment or 
settlement suc:J Non-Released Party may obtain against the Released Party, and (ii) obtain from such Non
Released Party for the benefit of such Released Party a satisfaction in full of such Non-Released Party's 
judgment or settlement against the Released Party. In the event that such reduction or satisfaction in full does 
not fully relieve the Released Party of its duty to pay to the Non-Released Party, the PM is entitled to a dollar
for-dollar offset from its payment to the applicable Settling State (the "Offset for Claims-Over"). For 
purposes of the Offset for Claims-Over, any person or entity that is enumerated in the definition of Releasing 
Party set forth above is treated as a Releasing Party without regard to whether the applicable attorney general 
had the power to release claims of such person or entity. The Offset for Claims-Over is state-specific and 
would apply only to MSA payments owed to the Settling State of the Releasing Party. 
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Subsequent Participating Manufacturers 

SPMs are obligated to make Annual Payments and Strategic Contribution Fund Payments which are 
made at the same times as the Annual Payments and Strategic Contribution Fund Payments to be made by 
OPMs. Annual Payments and Strategic Contribution Fund Payments for SPMs are calculated differently, 
however, from Annual Payments and Strategic Contribution Fund Payments for OPMs. Each SPM's payment 
obligation is determined according to its market share if, and only if, its "Market Share" (defined in the MSA 
to mean a manufacturer's share, expressed as a percentage, of the total number of cigarettes sold in the U.S. in 
a given year, as measured by excise taxes (or similar taxes, in the case of Puerto Rico)), for the year preceding 
the payment exceeds its "Base Share", defined as the higher of its 1998 Market Share or 125% of its 1997 
Market Share. If an SPM executes the MSA after February 22, 1999, its 1997 or 1998 Market Share, as 
applicable, is deemed to be zero. Fourteen of the current 44 SPMs signed the MSA on or before the 
February 22, 1999 deadline. 

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

Because the Annual Payments and Strategic Contribution Fund Payments to be made by the SPMs are 
calculated in a manner different from the calculations for Annual Payments and Strategic Contribution Fund 
Payments to be made by the OPMs, a change in market share between the OPMs and the SPMs could cause 
the amount of Annual Payments and Strategic Contribution Fund Payments required to be made by the PMs in 
the aggregate to be greater or less than the amount that would be payable if their market share remained the 
same. In certain circumstances, an increase in the market share of the SPMs could increase the aggregate 
amount of Annual Payments and Strategic Contribution Fund Payments because the Annual Payments and 
Strategic Contribution Fund Payments to be made by the SPMs are not adjusted for the Previously Settled 
States Reduction. However, in other circumstances, an increase in the market share of the SPMs could 
decrease the aggregate amount of Annual Payments and Strategic Contribution Fund Payments because the 
SP:\1s are not required to make any Annual Payments or Strategic Contribution Fund Payments unless their 
market share increases above their Base Share, or because of the manner in which the Inflation Adjustment is 
applied to each SPM 's payments. 

Payments Made to Date 

As required, the OPMs have made all of the Initial Payments, the PMs have made the first six Annual 
Payments and the California Escrow Agent has disbursed to the County or the 200 I Indenture Trustee the 
County's allocable portions thereof and certain other amounts under the MSA totaling $228,610,425.62 to 
date. These amounts are not pledged to payment of the Series 2006 Bonds. Under the MSA, the computation 
of Initial Payments, Annual Payments and Strategic Contribution Fund Payments by the MSA Auditor is 
confidential and may not be used for purposes other than those stated in the MSA. The sole sources of 
information regarding the computation and amount of such payments are the reports and accountings furnished 
to the County, the Borrower, and the Authority by the State. 
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:MSA Payments Made to Date 

\"ear Type of Payment Base Payment Actual Payment 

1999/2000 Upfront and Initial Payment S23,489,000.00 S22,235, 720.64 

2001 Initial Payment 12,276.000.00 9,339,615.03 

2002 Initial Payment 12,644.000.00 I 0,939,828.14 

2003 Initial Payment 12.889,000.00 10,211,889.88 

2000 Annual Payment 21,696,000.00 16.672.805.51 

2001 Annual Payment 24, I 06,000.00 19.840.270.51 
2002 Annual Payment 31,015.000.00 26. 188,967.68 

2003 Annual Payment 31,015,000.00 25,531,833.12 

2004 Annual Payment 38.172,000.00 29,994,076.98 
2005 Annual Payment 38, 172.000.00 30.081,847.61 

2006 Annual Payment 38, 172.000.00 27,573,570.5i1 
I 

Source: State of California, Office of the Attorney General, Department of Justice . 
.ii Reflects withholdings made by PMs in April 2006 with respect to their market share losses for calendar year 2003. 

Sec "RISK FACTORS Other Potential Payment Dc.:rcases Under the Terms of the MSA ·· NPA1 Adju.,tmen/' 
herein. 

Both the Settling States and one or more of the PMs are disputing or have disputed the calculations of 
some of the Initial Payments for the years 2000 through 2003, and some Annual Payments for the years 2000 
through 2006. In addition, subsequent revisions in the information delivered to the MSA Auditor (on which 
the MSA Auditor's calculations of the Initial and Annual Payments are based) have in the past and may in the 
future result i:1 a recalculation of the payments shown above. Such revisions may also result in routine 
recalculation of future payments. No assurance can be given as to the magnitude of any such recalculation and 
such recalculation could trigger the Offset for Miscalculated or Disputed Payments. 

hMost Favored Nation" Provisions 

If any non-foreib'll governmental entity other than the federal government should reach a settlement of 
released claims with PMs that provides more favorable tenns to the governmental entity than does the MSA to 
the Settling States, the terms of the :'v!SA will be modified to match those of the more favorable settlement. 
Only the non-economic terms may be considered for comparison. 

In the event any Settling State should reach a settlement of released claims with NPMs that provides 
more favorable terms to the NPM than the MSA docs to the PMs. or relieves in any respect the obligation of 
any P:'vl to make payments under the MSA. the terms of the MSA will be deemed modified to match the NPM 
settlement or web payment terms, but only with respect to the particular Settling State. In no event will the 
adjustments discussed in this paragraph modify the MSA with regard to other Settling States. Sec "RISK 
FACTORS - Disputed or Recalculated Payments and Disputes under the Terms of the MSA" herein. 

Disbursement of Funds from Escrow 

The MSA Auditor makes al I calculations necessary to determine the amounts to be paid by each P:vl, 
as well as the amounts to be disbursed to each of the Settling States. Not less than 40 days prior to the date on 
which any payment is due, the MSA Auditor must provide copies of the disbursement calculations to all 
parties to the MSA, who must within 30 days prior to the date on which such payment is due advise the other 
parties if it questions or challenges the calculations. The final calculation is due from the MSA Auditor not 
less than 15 days prior to the payment due date. The calculation is subject to further adjustments if previously 
missing infonnation is received. In the event of a challenge to the calculations. the non-challenged part of a 
payment will be processed in the normal course. Challenges will he submitted to binding arbitration. The 
information provided by the '.v!SA Auditor to the State with respect to calculations of amounts to be paid by 
PMs is confidential under the tenns of the MSA and may not be disclosed to the Authority or the Owners. 
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Disbursement of the funds by the MSA Escrow Agent from the escrow accounts shall occur within 10 
business days of receipt of the particular funds. The MSA Escrow Agent will disburse the funds due to, or as 
directed by, each Settling State in accordance with instructions received from that state. 

Advertising and Marketing Restrictions; Educational Programs 

The MSA prohibits the PMs from certain advertising, marketing and other activities that may promote 
the sale of cigarettes and smokeless tobacco products ("Tobacco Products"). Under the MSA, the PMs are 
generally prohibited from targeting persons under 18 years of age within the Settling States in the advertising, 
promotion or marketing of Tobacco Products and from taking any action to initiate, maintain or increase 
smoking by underage persons within the Settling States. Specifically, the PMs may not (i) use any cartoon 
characters in advertising, promoting, packaging or labeling Tobacco Products; (ii) distribute any free samples 
of Tobacco Products except in a restricted facility where the operator thereof is able to ensure that no underage 
persons are present; or (iii) provide to any underage person any item in exchange for the purchase of Tobacco 
Products or for the furnishing of proof-of-purchase coupons. The PMs are also prohibited from placing any 
new outdoor and transit advertising, and are committed to remove any existing outdoor and transit advertising 
for Tobacco Products in the Settling States. Other examples of prohibited activities include, subject to limited 
exceptions: (i) the sponsorship of any athletic, musical, artistic or other social or cultural event in exchange for 
the use of tobacco brand names as part of the event; (ii) the making of payments to anyone to use, display, 
make reference to or use as a prop any Tobacco Product or item bearing a tobacco brand name in any motion 
picture, television show, theatrical production, music performance, commercial film or video game; (iii) the 
sale or distribution in the Settling States of any non-tobacco items containing tobacco brand names or selling 
messages; and (iv) the sale of packs of cigarettes containing fewer than 20 cigarettes until at least 
December 31, 2001. 

In addition. the PMs have agreed under the MSA to provide funding for the organization and 
operation of a charitable foundation (the "Foundation") and educational programs to be operated within the 
Foundation. The main purpose of the Foundation will be to support programs to reduce the use of Tobacco 
Products by underage persons and to prevent diseases associated with the use of Tobacco Products. On 
March 31, 1999, and on March 3 l of each subsequent year for a period of nine years thereafter, each OPM is 
required to pay its Relative Market Share of $25,000,000 (which is not subject to any adjustments, offsets or 
reductions pursuant to the MSA) to fund the Foundation. In addition, each OPM is required to pay its Relative 
Market Share of S250,000,000 on March 3 L 1999, and $300,000,000 on March 31 of each of the subsequent 
four years to fund the Foundation. Furthermore, each PM may be required to pay its Relative Market Share of 
S300,000,000 on April 15, 2004, and on April 15 of each year thereafter in perpetuity if, during the year 
preceding the year when payment is due, the sum of the Market Shares of the PMs equals or exceeds 99.05%. 
The Foundation may also be funded by contributions made by other entities. 

Remedies upon the Failure of a PM to Make a Payment 

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

Any Settling State's participation in the MSA is automatically tenninated if such Settling State does 
not reach State Specific Finality on or before December 31, 2001. The State achieved State-Specific Finality 
on October 28, 1999. The MSA is also tenninated as to a Settling State (i) if the MSA or consent decree in 
that Settling State is disapproved by a court and the time for an appeal has expired. the appeal is dismissed or 
the disapproval is affinned or (ii) if the representations and warranties of the attorney general of that state 
relating to the ability to release claims are breached or not elTectively given. In addition, in the event that a 
PM enters bankruptcy and fails to perfonn its financial obligations under the MSA, the Settling States, by vote 
of at least 75% of the Settling States, both in terms of number and of entitlement to the proceeds of the MSA, 
may terminate certain financial obligations of that particular manufacturer under the MSA. 

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

Severability 

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

Amendments and Waivers 

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

MSA Provisions Relating to Model/Qualifying Statutes 

General. The MSA sets forth the schedule and calculation of payments to be made by OPMs to the 
Settling States As described above, the Annual Payments and Strategic Contribution Fund Pay1ncnts are 
subject to, among other adjustments and reductions, the NPM Adjustment, which may reduce the amount of 
money that a Settling State receives pursuant to the MSA. The NPM Adjustment will reduce payments of a 
PM if such PM experiences certain losses of market share in the U.S. as a result of participation in the MSA. 

Settling States may eliminate or mitigate the effect of the NPM Adjustment by taking certain actions, 
including the adoption of a statute, law. regulation or rule (a "Qualifying Statute") which eliminates the cost 
disadvantages that PMs experience in relation to NPMs as a result of the provisions of the MSA. "Qualifying 
Statute," as defined in Section IX(d)(2)(E) of the MSA, means a statute, regulation, law, and/or rule adopted 
by a Settling State that "elTectively and fully neutralizes the cost disadvantages that PMs experience vis-a-vis 
NPMs within such Settling State as a result of the provisions of the MSA." Exhibit T to the MSA sets forth the 
model form of Qualifying Statute (the "Model Statute") that will qualify as a Qualifying Statute so long as the 
statute is enacted without modification or addition (except for particularized state procedural or technical 
requirements) and is not enacted in conjunction with any other legislative or regulatory proposal. The MSA 
also provides a procedure by which a Settling State may enact a statute that is not the Model Statute and 
receive a determination from a nationally recognized firrn of economic consultants that such statute is a 
Qualifying Sta-:utc. See "RISK FACTORS - Other Potential Payment Decreases under the Terms of the MSA 
- NPM Adjustment" and "RJSK FACTORS - Litigation Challenging the MSA, the Qualifying Statute and 
Related Legislation" herein. 
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If a Settling State continuously has a Qualifying Statute in full force and effect and diligently enforces 
the provisions of such statute, the MSA states that the payments allocated to such Settling State will not be 
subject to a reduction due to the NPM Adjustment. Furthermore, the MSA dictates that the aggregate amount 
of the NPM Adjustment is to be allocated, in a pro rata manner, among all Settling States that do not adopt and 
diligently enforce a Qualifying Statute. In addition, if the NPM Adjustment allocated to a particular Settling 
State exceeds its allocated payment, that excess is to be reallocated equally among the remaining Settling 
States that have not adopted and enforced a Qualifying Statute. Thus, Settling States that do not adopt and 
enforce a Qualifying Statute will receive reduced allocated payments if an NPM Adjustment is in effect. 

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

Summary of the Model Statute. One of the objectives of the MSA (as set forth in the Findings and 
Purpose ::;ection of the Model Statute) is to shift the financial burdens of cigarette smoking from the Settling 
States to the tobacco product manufacturers. The '.vlodel Statute provides that any tobacco manufacturer that 
does not join the MSA would be subject to the provisions of the '.vlodel Statute because 

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

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

The State's Qualifying Statute defines "units sold" as the number of individual cigarettes sold in the 
State by the applicable tobacco product manufacturer, whether directly or through a distributor, retailer, or 
similar intermediary or intermediaries, during the year in question, as measured by excise taxes collected by 
the State on packs bearing the excise tax stamp or imprint of the State, or on roll-your-own tobacco. 

The amounts deposited into the escrow accounts by the NPMs may only be used in limited 
circumstances. Although the NPM receives the interest or other appreciation on such funds, the principal may 
only be released (i) to pay a judgment or settlement on any claim of the type that would have been released by 
the MSA brought against such NPM by the applicable Settling State or any Releasing Party located within 
such state; (ii) with respect to Settling States that have enacted and have in effect Allocable Share Release 
Amendments (described below in the next paragraph), to the extent that the NPM establishes that the amount it 
was required to deposit into the escrow account was greater than the total payments that such NPM would have 
been required to make ifit had been a PM under the MSA (as determined before certain adjustments or offsets) 
or, with respect to Settling States that do not have in effect such Allocable Share Release Amendments, to the 
extent that the NP'.vl establishes that the amount it was required to deposit into the escrow account was greater 
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than such state's allocable share of the total payments that such NP'.vl would have been required to make if it 
had been a PM under the MSA (as determined before ce11ain adjustments or offsets); or (iii) 25 years after the 
date that the funds were placed into escrow (less any amounts paid out pursuant to (i) or (ii)). 

In recent years legislation has been enacted in at leas! 44 of !he Settling States, including the State, to 
amend the Qualifying or Model Statutes in those states by eliminating the reference to the allocable share and 
limiting the possible release a NP'.vl may obtain under a Model Statute to the excess above the total payment 
that the NP'.vl would have paid for its cigarettes had it been a P'.vl ( each an "Allocable Share Release 
Amendment"). 

If the :'iPM fails to place funds into escrow as required, the attorney general of the applicable Settling 
State may bring a civil action on behalf of the state against the NPM. If a court finds that an NPM violated the 
statute, it may impose civil penalties as follows: (i) an amoun! not to exceed 5% of !he amount improperly 
withheld from escrow per day of the violation and in an amount not to exceed I 00% of the original amoun! 
improperly withheld from escrow; (ii) in the event of a knowing violation, an amount not to exceed 15% of the 
amount improperly withheld from escrow per day of the violation and, in any event, not to exceed 300% of the 
original amount improperly withheld from escrow; and (iii) in the event of a second knowing violation, the 
court may prohibit the NPM from selling cigarettes to consumers within such state (whether directly or 
through a distributor, retailer or similar intennediary) for a period not to exceed two years. NP'.vls include 
foreign tobacco manufacturers that intend to sell cigarettes in the U.S. that do not themselves engage in any 
activity in the U.S. but may not include !he wholesalers of such cigarettes. However, enforcement of the 
Model Statute against such foreign manufacturers that do not do business in the U.S. may be difficult. See 
"RISK FACTORS - Litigation Challenging the MSA, the Qualifying Statutes and Related Legislation" herein. 

Status al California Model Statute. The California '.vlodel Statute, in the form of the Model Statute 
attached to the MSA as Exhibit T, has been enacted as Part 3, Chapter 1, Sections 104555 et seq. of the 
California Health and Safety Code. Counsel for the OPMs has confirmed in writing that the California Model 
Statute, if maintained and preserved in its current form, would constitute a Model Statute within the meaning 
of the MSA. See "RISK FACTORS - Litigation Challenging the MSA, the Qualifying Statutes and Related 
Legislation" hi,rein. 

THE CALIFOR.."IIA CONSENT DECREE, THE MOU, THE ARIMOU AND 
THE CALIFORNIA ESCROW AGREEMENT 

There follows a brief description of the California Consent Decree, the MOU, the ARIMOU and the 
California Escrow Agreement. This description is not complete and is subject to, and qualified in its entirety 
by reference to, the terms of the MOU, the ARI:vlOU, the Consent Decree and the California Escrow 
Agreement, each of which is attached to this Offering Circular as Appendix D. 

General Description 

On December 9, 1998, the Consent Decree and Final Judgment that governs the class action portion of 
the State's action against !he tobacco companies, was entered in the Superior Court of the State of California 
for the County of San Diego. The Consent Decree, which is final and non appealable, settled the litigation 
brought by the State against the OP Ms and resulted in the achievement of California State Specific Finality 
under the '.v!SA. The Consent Decree incorporated by reference the '.v!OU. The Superior Court of the State of 
California for the County of San Diego entered an order approving the ARIMOU on January 18, 2000. 

Prior to the entering of the Consent Decree, the plaintiffs of certain pending lawsuits agreed, among 
other things, to coordinate their pending cases and to allocate certain portions of !he recovery among the State 
and the Participating Jurisdictions. This agreement was memorialized in the MOU. To set forth the 
understanding of the interpretation to be given to the terms of the MOU and to establish procedures for the 
resolution of any future disputes that may arise regarding the interpretation of the MOU among the State and 
the Participating Jurisdictions, the parties entered into the ARI'vlOU. Upon satisfying certain conditions set 

61 



forth in the MOU and the ARIMOU, the Participating Jurisdictions are deemed to be "eligible" to receive a 
share of the TSRs to which the State is entitled under the MSA. As of the date of this Offering Circular, all of 
the Participating Jurisdictions under the MOU and ARIMOU, including the County, have satisfied the 
conditions of the MOU and the ARIMOU and are eligible to receive funds under the MOU and the ARIMOU. 
See "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT" herein. 

Under the MOU, 45% of the State's allocation of TSRs under the MSA is allocated to the 
Participating Jurisdictions that are counties, 5% is allocated to the four Participating Jurisdictions that are 
cities, and 50% is retained by the State. The 45% share of the TS Rs allocated to the Participating Jurisdictions 
that are counties is allocated among the counties based on population, on a per capita basis as reported in the 
Official U.S. Decennial Census. The last Official U.S. Decennial Census was in 2000. The allocations made to 
the Participating Jurisdictions through December 2001 were based upon the 1990 Census data, which entitled 
the County to receive approximately 3. 777% of the total statewide Participating Jurisdictions' share of TSRs. 
Pursuant to the proportional allocable share provided in the MOU and the ARIMOU (based upon the 2000 
Census data), since January 1, 2002, the County has been entitled to receive approximately 3.738% of the total 
statewide share of the TSRs allocated to Participating Jurisdictions that are counties within the State. This 
percentage is subject to adjustment for population and other factors as described below. See"- Flow of Funds 
and California Escrow Agreement" below. 

To set forth the understanding of the interpretation to be given to the terms of the MOU and to 
establish procedures for the resolution of any future disputes that may arise regarding the interpretation of the 
MOU among the State and the Participating Jurisdictions, the parties entered into the ARIMOU. 

Flow of Funds and California Escrow Agreement 

Under the MSA, the State's portion of the TSRs is deposited into the California State Specific 
Account held by the MSA Escrow Agent. Pursuant to the terms of the MOU, the ARIMOU and an Escrow 
Agreement between the State and the California Escrow Agent, the State has instructed the MSA Escrow 
Agent to transfer (upon receipt thereof) all amounts in the California State Local Agency Escrow Account to 
the California Escrow Agent. The California Escrow Agent will deposit the State's 50% share of the TSRs in 
an account for the benefit of the State. and the remaining 50% of the TSRs into separate accounts within the 
California Local Government Escrow Account for the benefit of the Participating Jurisdictions. The transfer of 
the TSRs into the California Local Government Escrow Account is not subject to legislative appropriation by 
the State or any further act by the State, nor are such funds subject to any lien of the State. 

Pursuant to the California Escrow Agreement, the California Escrow Agent will distribute to each 
Participating Jurisdiction (including the County) its allocable proportional share of the TSRs as determined by 
the MOU and the ARIMOU, within one business day of a deposit into the California Local Government 
Escrow Account, unless the California Escrow Agent receives different instructions in writing from the State 
three business days prior to a deposit The State may make any necessary adjustment to the allocable 
proportional shares following the issuance of each Official U.S. Decennial Census. See the ARIMOU attached 
hereto as Appendix D for a list of the Participating Jurisdictions and their proportional allocable share under 
the ARIMOU. 

On July 30, 2001, an order was issued by the Superior Court of the State of California for the County 
of San Diego amending the ARIMOU (the "ARIMOU Amendment"). The order provides that an Eligible 
City or Eligible County participating in a tobacco securitization may provide that, once the related bonds are 
issued and so long as the related bonds are outstanding, all amounts of its MOU Proportional Allocable Share 
may be transferred directly to the indenture trustee for the related bonds, and that so long as such bonds are 
outstanding, no further transfer instructions may be provided to the State for transmission to the California 
Escrow Agent unless countersigned by the indenture trustee and, after the related bonds are repaid, unless 
countersigned by the relevant buyer. The County will execute instructions to provide for transfer of its MOU 
Proportional Allocable Share directly to the Indenture Trustee pursuant to the ARIMOU Amendment 
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All fees and expenses due and owing the California Escrow Agent will be deducted equally from the 
State Escrow Account and the California Local Government Escrow Account prior to the disbursement of any 
fonds pursuant to the California Escrow Agreement. Such fees are set forth in the California Escrow 
Agreement and may be adjusted to confonn to its then current guidelines. If at any time the California Escrow 
Agent is served with any judicial or administrative order or consent decree that affects the amounts deposited 
with the California Escrow Agent, the California Escrow Agent is authorized to comply with such order or 
consent decree in any manner it or its legal counsel deems appropriate. If any fees, expenses or costs incurred 
by the California Escrow Agent or its legal counsel are not promptly paid, the Escrow Agent may reimburse 
itself from TS Rs in escrow. The California Escrow Agreement provides that only the State and the California 
Escrow Agent. and their respective permitted successors, are entitled to its benefits. Pursuant to the Loan 
Agreement, an event of default will have occurred if the County revokes its instructions under the California 
Escrow Agreement, which will, in tum, cause an Event of Default under the Indenture. 

The California Escrow Agreement also provides a mechanism for the State to escrow TSRs to satisfy 
"Claims Over'" entitling a PM to an offset for amounts paid under the MSA. Sec "SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT - Adjustments to Payments Offset for Claims Over'" herein. 

Enforcement Provisions of the Consent Decree, the MOU and the A RIM OU 

The MOU provides that the distribution of tobacco-related recoveries is not subject to alteration by 
legislative, judicial or executive action at any level, and, if such alteration were to occur and survive legal 
challenge, any modification would be borne proportionally by the State and the Participating Jurisdictions. 
The Consent Decree specifically incorporates the entire MOU as if it were set forth in full in the Consent 
Decree. Thus, the allocation of the State's TSRs under the MSA among the State and the Participating 
Jurisdictions set forth in the MOU is final and non-appealable. However, the MSA provides (and the Consent 
Decree confirr1s) that only the State is entitled to enforce the PMs' payment obligations under the MSA, and 
the State is prohibited expressly from assigning or transferring its enforcement rights. In addition, the State 
and the Participating Jurisdictions arc the only intended beneficiaries of the ARI'.\10U and the only parties 
entitled to enforce its terms and those provisions of the MOU incorporated into the ARIMOU. 

Release and Dismissal of Claims 

The :VISA provides that, effective upon the occurrence of State Specific Finality in the State, the State 
will release and discharge all past, present and future smoking related claims against all Released Parties. In 
the MOU and the ARIMOU, the Participating Jurisdictions, including the County, agreed that the sharing of 
the recovery i:o the State's TSRs was conditioned upon the release by each Participating Jurisdiction of all 
tobacco related claims consistent with the extent of the State's release and a dismissal with prejudice of any 
state or county's pending action. The County has taken the necessary action to satisfy this condition. 

Potential Payment Adjustments under the MOU and the ARI MOU 

The MOU provides that the amount of TS Rs payable thereunder are subject to numerous adjustments. 
See "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - Adjustments to Payments" and 
"RISK FACTORS - Potential Payment Adjustments for Population Changes Under the MOU and the 
ARI MOU" herein. 

CERTAIN INFORMATIO'.'. RELATING TO THE TOBACCO l!'iDUSTRY 

The fi•llowing description of the domestic tobacco industry has been compiled from certain publicly 
available documents of the tobacco companies and their parent companies and certain publicly available 
analyses of the tobacco industry and other puhlic sources. Certain of the companies file annual, quarterly, 
and certain other reports with the Securities and Exchange Commission (the "SEC'). Such reports are 
available on the SEC's website (www.sec.gov). The .fi,llowing infi,rmation does not, nor is it intended to, 
1,rovide a cornprehensive description o,l the don1estic tohacco industry, the business, legal and regulatory 
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environment of the participants therein, or the financial performance or capability of such participants. 
Although the Authority has no independent knowledge of"anyfacts indicating that the following information is 
inaccurate in anJ' niaterial res11ect, the Authority has not independently ver(fied this i1?fi1rn1ation and cannot 
and does not warrant the accura,y or completeness of" this information. To the extent that reports submitted to 
the MSA Auditor hy the PA1s pursuant to the requirements o/"the MSA provide inlormation that is pertinent to 
the fi,llowing discussion, including market share information, the Calif"ornia Attorney General has not 
consented to the release of such inf"ormation pursuant to the confidentiality provisions ol the MSA. 
Prospective investors in the Series 2006 Bonds should conduct their own independent investigations of the 
domestic tobacco industry to determine if" an investment in the Series 2006 Bond, is consistent with their 
investment o~jectives. 

Retail market share i11fi,rmation, based upon shipments or sales as reported by the OPMs for 
purposes of their filings with the SEC, may be different from Relative Market Share for purposes of the MSA 
and the respective obligations of the PMs lo contribute to Annual Payments and Strategic Contribution Fund 
Payments. The Relative Market Share infi,rmation reported is confidential under the MSA. See "SUMMARY 
OF THE MASTER SETTLEMENT AGREEMENT-Overview a/Payments by the Participating Manufacturers; 
MSA Escrow Agent -Annual Payments" and "- Strategic Contribution Fund Payments" herein. Additionally, 
aggregate market share inf"ormation. based upon shipments as reported by Loews Corporation and r~f/ected in 
the chart herein entitled "Manufacturers· Domestic Market Share Based on Shipments" fa· different from that 
utili~ed in the bond structuring assumptions. See "SUMMARY OF BOND STRUCTURING ASSUMPTIONS 
AND AMORTIZATION" herein. 

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

Industry Overview 

According to publicly available documents of Loews Corporation, the parent company of Lorillard, 
Inc., the three leading manufacturers of tobacco products in the U.S. in the first quarter of 2006 collectively 
accounted for approximately 86.4% of the domestic cigarette retail industry when measured by shipment 
volume. The market for cigarettes in the U.S. divides generally into premium and discount sales, 
approximately 71. 9% and 28. l %. respectively, measured by volume of all domestic cigarette sales for the three 
months ending March 3 l, 2006, as reported by Loews Corporation. 

Philip Morris USA Inc. ("Philip Morris"), a wholly-owned subsidiary of Altria Group, Inc. 
("Altria"), is the largest tobacco company in the U.S. Prior to a name change on January 27, 2003, the Altria 
Group. Inc. was named Philip Morris Companies Inc. In its Quarterly Report on Form 10-Q filed with the 
SEC for the three months ended March 31, 2006, Altria reported that Philip Morris' domestic retail market 
share for the first quarter of2006 was 50.4% (based on sales), which represents an increase of0.4 share points 
from its reported domestic retail market share (based on sales) of 50.0% for the comparable quarter of 2005. 
Philip Morris' major premium brands are Marlboro, Virginia Slims and Parliament. Its principal discount 
brand is Basic. Marlboro is the largest selling cigarette brand in the U.S., with approximately 40.4% of the 
U.S. domestic retail share for the first quarter of 2006, up from 39.8% for the first quarter of 2005, and has 
been the world's largest-selling cigarette brand since 1972. Philip Morris' market share information is based 
on data from the !RI/Capstone Total Retail Panel ("!RI/Capstone"), which was designed to measure market 
share in retail stores selling cigarettes, but was not designed to capture Internet or direct mail sales. 

Reynolds American Inc. ("Reynolds American"), is the second largest tobacco company in the U.S. 
Reynolds American became the parent company of RJ. Reynolds Tobacco Company ("Reynolds Tobacco") 
on July 30, 2004, following a transaction that combined Reynolds Tobacco and the U.S. operations of 
Brown & Williamson Tobacco Corp. ("B&W"), previously the third largest tobacco company in the U.S., 
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under the Reynolds Tobacco name. In connection with this merger, Reynolds American assumed all pre
merger liabiliti,es, costs and expenses of B& W, including those related to the MSA and related agreements and 
with respect to pre-merger litigation of B&W. Reynolds American is also the parent company of Lane 
Limited. a manufacturer and marketer of specialty tobacco products. and Santa Fe Natural Tobacco 
Company, Inc., both of which are SPMs. 

In its Quarterly Report on Form 1() ·Q filed with the SEC for the three months ended March 31, 2006, 
Reynolds American reported that its domestic retail market share for the first quarter of 2006 was 29.95% 
(measured by sales volume), which represents a decrease of 0.67 share points from the 30.62% on the first 
quarter of2005 combined domestic retail market share of Reynolds Tobacco and B&W. Reynolds American's 
major premium brands are Camel, Kool. Winston and Salem. Its discount brands include Doral and Pall Mall. 
Reynolds American's market share information is based on !RI/Capstone data. 

Lorillard, Inc. ("Lorillard"), a wholly-owned subsidiary of Loews Corporation, is the third larges! 
tobacco company in the U.S. On February 6, 2002, in an initial public offering, Loews Corporation issued 
shares of Carolina Group stock, which is intended to reflect the economic performance of Loews Corporation's 
stock in Lorillard. Carolina Group is not a separate legal entity. In its Quarterly Report on Form 10-Q filed 
with the SEC for the three months ended March 31, 2006, Loews Corporation reported that Lorillard's 
domestic retail market share for the first quarter of 2006 was 9.6% (measured by shipment volume), which 
represents an increase of 0.3 share points from its self-reported 2005 domestic retail market share of 9.3% 
(measured by shipment volume). Lorillard's principal brands are Newport, Kent, True, Maverick, and Old 
Gold. Its largest selling brand is Newport, which accounted for approximately 92.0% of Lorillard's unit sales 
for the first quarter of 2006. Market share data reported by Lorillard is based on data made available by 
Management Science Associates, Inc. ("MSAI"), an independent third-party database management 
organization that collects wholesale shipment data. 

Based on the domestic retail market shares discussed above, the remaining share of the U.S. retail 
cigarette market in for the three months ended March 31, 2006 was held by a number of other domestic and 
foreign cigarette manufacturers. including Liggett Group. Inc. ("Liggett"), a wholly-owned subsidiary of 
Vector Group Ltd. ("Vector"). Liggett, the operating successor to the Liggett & Myers Tobacco Company, is 
the fourth largest tobacco company in the U.S. In its Form 10-Q filed with the SEC for the three months 
ended March 31, 2006, Vector reported that Liggett' s domestic retail market share in 2005 was 2.2% 
(measured by shipment volume and using MSAI data), which represents a decrease ofO. l share points from its 
self-reported 2004 domestic retail market share of 2.3%. All of Liggett's unit volume for the first quarter of 
2006 was in the discount segment. Its brands include Liggett Select, Grand Prix, Eve. Pyramid and USA. In 
November 2001, Vector Group launched OMNI, which Vector Group claims is the first reduced-carcinogen 
cigarette that tastes, smokes and bums like other premium cigarettes. Additionally, Vector Group announced 
that it has introduced three varieties of a low nicotine cigarette in eight states, one of which is reported to be 
virtually nicotine free, under the brand name QUEST. Vector has determined to postpone the national launch 
of QUEST indefinitely. Liggett and Vector Group Ltd. are SPMs under the MSA. 

Shipment Trends 

The following table sets forth the approximate comparative positions of the leading producers in the 
U.S. domestic tobacco industry, each of which is an OPM under the MSA, based upon cigarette shipments. 
Individual domestic OPM shipments are as reported in the publicly available documents of the OPMs. Total 
industry shipments are based on data made available by :'v!SAI, as reported in publicly available documents of 
Loe\vs Corporation. 

Effective in June of 2004, MSAI changed the way it reports market share information to include actual 
units shipped by Commonwealth Brands, Inc. ("CBI"), an SPM who markets deep discount brands, and 
implemented a new model for estimating unit sales of smaller, primarily deep discount marketers. MSAI has 
restated its reports to reflect these changes as of January l, 2001. As a result of these changes, market shares 
for the three OP!vls are lower than had been reflected under MSAl's prior methodology and market shares for 
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CBI and other low volume companies are higher. All industry volume and market share information herein 
reflects MSAl's revised reporting data. Despite the effects of MSAI's new estimation model for deep discount 
manufacturers. Lorillard management has indicated that it continues to believe that volume and market share 
information for the deep discount manufacturers are understated and, correspondingly, market share 
information for the larger manufacturers are overstated by MSAI. 

Manufacturers' Domestic Market Share Based on Shipments 

Manufacturer 2003 2004 2005 

Philip Morris 46.7% 47.4% 48.7% 
Reynolds American 

.. 
29.6 28.8 28.2 

Lorillard 8.6 8.8 9.2 
Other 

... 
15.1 15.0 13.9 

Aggregate market share as reported by Loews Corporation is different from that utilized in the bond structuring 
assumptions and may differ from the market share information reported by the OPMs for purposes of their 
filings with the SEC. 
Prior to July 2004, represents the combined market share of Reynolds Tobacco and B&W. 
The market share based on shipments of the tobacco manufacturers, other than the OPMs. has been determined 
by subtracting the total retail market share percentages of the OPMs as reported in the publicly available 
documents of Loews Corporation from I 00%. 

The following table sets forth the industry's cigarette shipments in the U.S. for the three years ended 
December 31, 2005. The MSA payments are calculated in part on shipments by the OPMs in or to the U.S. 
rather than consumption. 

Years Ended 
December 31 

2003 
2004 
2005 

Shipments 
(Billions of Cigarettes)· 

401.2 
394.5 
381.0 

As reported in SEC filings and other publicly available documents of the Loews Corporation and Reynolds 
American, based on MSAI data. 

The information in the foregoing tables, which has been obtained from publicly available documents 
but has not been independently verified, may differ materially from the amounts used by the MSA Auditor for 
calculating Annual Payments and Strategic Contribution Fund Payments under the MSA. 

Consumption Trends 

According to the April 2006 estimates of the U.S. Department of Agriculture (the "USDA") Economic 
Research Service ("USDA-ERS"), smokers in the U.S. consumed 376 billion cigarettes in 2005, which 
represents a decrease of approximately 3% from the previous year. USDA-ERS attributes declining cigarette 
use to a combination of higher consumer costs due to tax and price increases, restrictions on where people can 
smoke and greater awareness of the health risks associated with smoking. Annual per capita consumption (per 
adult over 18) has dropped from 2,505 cigarettes in 1995 to 1,716 in 2005. The following chart sets forth 
domestic cigarette consumption from 200 I through 2005: 
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Years Ended 
December 31 

2001 
2002 
2003 
2004 
2005 

U.S. Domestic Consumption 
(Billions of Cigarettes)• 

425 
415 
400 
388 
376 .. 

CSDA-ERS. The MSA Payments are calculated in part based on domestic industry shipments rather than 
coiuiutnption. The Global lnsight Cigarette C'.onsumption Report states that the quantities of cigarettes shipped 
and cigarettes consumed within the 50 states of the C.S., the District of Columbia and Puerto Rico may not 
match at any given time as a result of various factors, such as inventory adjust1nents. but are substantially the 
sa1ne when co1nparcd over a period of time. 
Estimated. 

Distribution, Competition and Raw Materials 

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

The market for tobacco products is highly competitive and is characterized by brand recognition and 
loyalty. with product quality, price, marketing and packaging constituting the significant methods of 
competition. Promotional activities include, in certain instances, allowances, the distribution of incentive 
items, price reductions and other discounts. Considerable marketing support. merchandising display and 
competitive pricing are generally necessary to maintain or improve a brand's market position. Increased 
selling prices and taxes on cigarettes have resulted in additional price sensitivity of cigarettes at the consumer 
level and in a proliferation of discounts and of brands in the discount segment of the market. Generally. sales 
of cigarettes in the discount segment are not as profitable as those in the premium segment. 

The tobacco products of the cigarette manufacturers and their affiliates and licensees are advertised 
and promoted through various media, although television and radio advertising of cigarettes is prohibited in the 
U.S. The domestic tobacco manufacturers have agreed to additional marketing restrictions in the U.S. as part 
of the MSA and other settle1nent agreements. They are still pennittcd, however, to conduct advertising 
campaigns in magazines. at retail cigarette locations. in direct mail campaigns targeted at adult smokers. and in 
other adult media. 

Grey Market 

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

Regulatory Issues 

Regulatory Restrictions and Legislative Initiatives. The tobacco industry is subject to a wide range of 
laws and regulations regarding the marketing, sale, taxation and use of tobacco products imposed by local, 
state, federal and foreign governments. Various state governments have adopted or arc considering, among 
other things, legislation and regulations that would increase !heir excise taxes on cigarettes, restrict displays 
and advertising of tobacco products, establish ignition propensity standards for cigarettes, raise the minimum 
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age to possess or purchase tobacco products, ban the sale of "flavored" cigarette brands, require the disclosure 
of ingredients used in the manufacture of tobacco products, impose restrictions on smoking in public and 
private areas, restrict the sale of tobacco products directly to consumers or other unlicensed recipients, 
including over the Internet, and charging state employees who smoke higher health insurance premiums than 
non-smoking state employees. Five states, Alabama, Georgia, Idaho, Kentucky and West Virginia, charge 
higher health insurance premiums to state employee smokers than non-smokers, and a number of states have 
implemented legislation that allows employers to provide incentives to employees who do not smoke. Several 
large corporations, including Meijer Inc., Gannett Co., American Financial Group Inc., PepsiCo Inc. and 
Northwest Airlines, are now charging smokers higher premiums. In addition, the U.S. Congress may consider 
legislation further increasing the federal excise tax, regulation of cigarette manufacturing and sale by the U.S. 
Food and Drug Administration (the "FDA"), amendments to the Federal Cigarette Labeling and Advertising 
Act to require additional warnings, reduction or elimination of the tax deductibility of advertising expenses, 
implementation of a national standard for "fire-safe" cigarettes, regulation of the retail sale of cigarettes over 
the Internet and in 01l1er non-face-to-face retail transactions, such as by mail order and telephone, and banning 
the delivery of cigarettes by the U.S. Postal Service. In .\1arch 2005, for example, bipartisan legislation was 
reintroduced in the U.S. Congress which would provide the FDA with authority to broadly regulate tobacco 
products. Philip '.\1orris has indicated its strong support for this legislation. It has been recently reported that 
various states have requested the Alcohol and Tobacco Tax and Trade Bureau to categorize "little cigars" as 
another form of cigarettes that require federal regulation. No assurance can be given that future federal or state 
legislation or administrative regulations will not seek to further regulate, restrict or discourage the 
manufacture, sale and use of cigarettes. 

In 1964, the Report of the Advisory Committee to the Surgeon General of the U.S. Public Health 
Service concluded that cigarette smoking was a health hazard of sufficient importance to warrant appropriate 
remedial action. Since l 966, federal law has required a warning statement on cigarette packaging. Since 
197 l, television and radio advertising of cigarettes has been prohibited in the U.S. Cigarette advertising in 
other media in the U.S. is required to include information with respect to the "tar" and nicotine yield of 
cigarettes, as well as a warning statement. 

During the past four decades, various laws affecting the cigarette industry have been enacted. In 
1984, Congress enacted the Comprehensive Smoking Education Act. Among other things, the Smoking 
Education Act: 

• establishes an interagency committee on smoking and health that is charged with carrying out a 
program to inform the public of any dangers to human health presented by cigarette smoking; 

• requires a series of four health warnings to be printed on cigarette packages and advertising on a 
rotating basis; 

• increases type size and area of the warning required in cigarette advertisements; and 

• requires that cigarette manufacturers provide annually, on a confidential basis, a list of ingredients 
added to tobacco in the manufacture of cigarettes to the Secretary of Health and Human Services. 

Since the initial report in l 964, the Secretary of Health, Education and Welfare (now the Secretary of 
Health and Human Services) and the Surgeon General have issued a number of other reports which purport to 
find the nicotine in cigarettes addictive and to link cigarette smoking and exposure to cigarette smoke with 
certain health hazards, including various types of cancer, coronary heart disease and chronic obstructive lung 
disease. These reports have recommended various governmental measures to reduce the incidence of smoking. 
In 1992, the federal Alcohol, Drug Abuse and Mental Health Act was signed into law. This act requires states 
to adopt a minimum age of 18 for purchases of tobacco products and to establish a system to monitor, report 
and reduce the illegal sale of tobacco products to minors in order to continue receiving federal funding for 
mental health and drug abuse programs. Federal law prohibits smoking in scheduled passenger aircraft, and the 
U.S. Interstate Commerce Commission has banned smoking on buses transporting passengers interstate. 
Certain common carriers have imposed additional restrictions on passenger smoking. 

68 



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

Several states have enacted or have proposed legislation or regulations that would require cigarette 
manufacturers to disclose the ingredients used in the manufacture of cigarettes. In September 2003, the 
Massachusetts Department of Public Health ("MDPH") announced its intention to hold public hearings on 
amendments to its tobacco regulations. The proposed regulations would delete any ingredients-reporting 
requirement. (The U.S. Court of Appeals for the Second Circuit previously affirmed a ruling that the 
Massachusetts ingredient-reporting law was unconstitutional.) MDPH has proposed to inaugurate extensive 
changes lo its regulations requiring tobacco companies to report nicotine yield rating for cigarettes according 
to methods prescribed by MDPH. Because MDPH withdrew its notice for a public hearing in November 2003, 
it is impossible to predict the final form any new regulations will take or the effect they will have on the PMs. 

On May 2 l, l 999, the OPMs filed lawsuits in the U.S. District Court for the District of Massachusetts 
to enjoin implementation of certain Massachusetts attorney general regulations concerning the advertisement 
and display of tobacco products. The regulations went beyond those required by the MSA, and banned outdoor 
advertising of tobacco products within 1.000 feet of any school or playground, as well as any indoor tobacco 
advertising placed lower than five feet in stores within the l,000 foot zone. The district court mled against the 
industry on January 25, 2000, and the U.S. Court of Appeals for the First Circuit affirmed. The U.S. Supreme 
Court granted the industry's petition for writ of certiorari on January 8, 2001, and ruled in favor of RJR 
Tobacco and the rest of the industry on June 28, 2001. The U.S. Supreme Court found that the regulations 
were preempted by the Federal Cigarette Labeling and Advertising Act, which precludes states from imposing 
any requirement or prohibition based on smoking and health with respect to the advertising or promotion of 
cigarettes labeled in conformity with federal law. 

In June 2000, the New York state legislature passed legislation charging New York's Office of Fire 
Prevention and Control ("OFPC") with developing standards for "fire-safe" or self-extinguishing cigarettes. 
On December 31, 2003, OFPC issued a final standard with accompanying regulations that requires all 
cigarettes offered for sale in New York State after June 28, 2004 to achieve specified test results when placed 
on 10 layers of filter paper in controlled laboratory conditions. Reynolds American's operating companies that 
sell cigarettes in New York state have provided written certification to both the OFPC and the Office of the 
Attorney General for New York that each of their cigarette brand styles currently sold in New York has been 
tested and has met the performance standards set forth in the OFPC's regulations. Design and manufacturing 
changes were made for cigarettes manufactured for sale in New York to comply with the standard. In 
June 2005, Vermont became the second state to pass legislation requiring that all cigarettes sold within the 
state be selt~e,tinguishing. Vermont's legislation goes into effect May I, 2006. In October 2005, the State 
enacted a similar law that will lake effect on January I, 2007. Similar legislation was also enacted in Illinois in 
May 2006, which will go into effect in 2008. A number of other states are also considering similar legislation. 
Varying standards from state to state could have an adverse effect on the PMs. 

According to the Global Insight Cigarette Consumption Report, all of the states and the District of 
Columbia now require smoke-free indoor air to some degree or in some public places. The most 
comprehensive bans have been enacted since l 998 in sixteen states and a few large cities. California imposed 
comprehensive statewide smoking bans in l 998 and banned smoking in its prisons effective July l, 2005. 
Delaware baru1ed smoking in all indoor public areas in 2002. On March 26, 2003, New York State enacted 
legislation banning smoking in indoor workplaces, including restaurants and bars. Also in 2003, Connecticut, 
Maine, and Florida passed laws which ban smoking in restaurants and hars. Similarly comprehensive bans 
took effect in March 2003 in New York City and Dallas and in Boston in May 2003. Since then Massachusetts, 
Montana, Rhode Island, and Vermont have established similar bans. Voters in Washington Stale passed a 
ballot initiative on November 8, 2005 which bans smoking in all public places effective January 2006. The 
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restrictions are stronger than those in other states as they include a ban on outdoor smoking within 25 feet of 
the entrances of restaurants and other public places. In January 2006, New Jersey adopted a comprehensive 
ban which went into effect in April 2006. At the same time New Jersey increased the minimum legal age to 
purchase cigarettes from 18 to 19 years. Three states, Alabama, Alaska, and Utah, also set the minimum age at 
19. In December 2005 Chicago passed a smoking ban which also applies within 15 feet of entrances to 
restaurants and other public places. lt went into effect in January 2006 with an exemption for bars until July 
2008. And in January 2006, the District of Columbia enacted an extensive ban which will be fully in effect in 
January 2007. In 2006, Arkansas, Colorado, Hawaii, Utah, and Puerto Rico enacted similar legislation. It is 
expected that the restrictions will continue to proliferate. Currently, at least one state, Ohio, is considering a 
comprehensive ban. The American Nonsmokers' Rights Foundation docnments clean indoor air ordinances by 
local governments throughout the U.S. As of April 17, 2006, there were 2,216 municipalities in the U.S. with 
indoor smoking restrictions. The first extensive outdoor smoking restrictions were instituted on March 17, 
2006 in Calabasas, California. 

In addition, the Settling States' attorneys general were recently successful in obtaining agreement 
from Philip Morris and Reynolds American stating that they will remove product advertising from various 
magazines that are circulated in schools for educational purposes. 

Smokeless Tobacco Products. Smokeless tobacco products have been available for centuries. As 
cigarette consumption expanded in the last century, the use of smokeless products declined. Chewing tobacco 
and snuff are the most significant components. Snuff is a ground or powdered form of tobacco that is placed 
under the lip to dissolve. It delivers nicotine effectively to the body. Moist snuff is both smoke-free and spit
free. According to the Global Insight Consumption Report, chewing tobacco and dry snuff consumption has 
been declining in the U.S. in this decade, but moist snuff consumption has increased at an annual rate of 
approximately 5% since 2002, with over 5 million consumers. Snuff is now being marketed to adult cigarette 
smokers as an alternative to cigarettes. The industry is responding to both the prolfferation of indoor smoking 
bans and to a perception that smokeless use is a less harmful mode of tobacco and nicotine usage than 
cigarettes. In 2006 the two largest U.S. cigarette manufacturers entered the market Philip Morris is introducing 
a snuff product, Tahoka, and Reynolds American has acquired Conway Company, the second largest domestic 
producer. 

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

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

International Agreements. On March 1, 2003, the member nations of the World Health Organization 
concluded four years of negotiations on an international treaty, the Framework Convention on Tobacco 
Control (tl1e "FCTC"), aimed at imposing greater legal liability on tobacco manufacturers, banning 
advertisements of tobacco products (especially to youths), raising taxes and requiring safety labeling and 
comprehensive listing of ingredients on packaging, among other things. The FCTC entered into force on 
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February 27, 2005 for the first forty countries. including the U.S., that bad ratified the treaty prior to 
November 30, 2004. As of April 27, 2005, 168 countries signed and 64 countries ratified the FCTC. On 
June 29, 2004 the FCTC was closed for signature, but there is no deadline for ratification. It has been reported 
that as of November 3, 2005, I 00 countries had ratified the FCTC. 

Excise Taxes. Cigarettes are also currently subject to substantial excise taxes in the U.S. The federal 
excise tax per pack of 20 cigarettes is $0.39 as of February 2006. All states, the District of Columbia and the 
Commonwealth of Puerto Rico currently impose taxes at levels ranging from S0.07 per pack in South Carolina 
to S2.46 per pack in Rhode Island. In addition, certain municipalities also impose an excise tax on cigarettes 
ranging up to S 1.50 per pack in New York City and $2.00 per pack in Cook County, lllinois. which includes 
Chicago. According to the Global Insight Cigarette Consumption Report, excise tax increases were enacted in 
20 states and in New York City in 2002, in 13 states in 2003, in 11 states in 2004, and in 8 states (Kentucky, 
Maine, Minnesota, New Hampshire, North Carolina, Ohio, Virginia and Washington) in 2005. The increase in 
Minnesota was not a tax increase, but rather the imposition of a "Health Impact Fee" which has lhe same effect 
on consumer prices. As a result, the current population weighted average state excise tax is SO. 913 per pack. 
In 2006 at least ten states are considering proposed excise tax increases, including increases $1.00 in New 
York, and up to $2.60 in California. Additional taxes on cigarettes are being proposed through two initiatives 
for the November 2006 ballot in California. The proposed S2.60 per pack increase on cigarettes m California is 
an initiative on the State's November 2006 ballot. If the proposed S2.60 increase becomes effec1ive, California 
would have the nation's highest cigarette tax. In addition, both houses of the Texas legislature have approved 
bills that would raise the excise tax by Sl.00 over a three year period beginning in January 2007. The 
governor is expected to sign the reconciled version of the legislation. 

As mentioned above, at least one state, Minnesota, currently imposes a 75 cents "health impact fee" 
on tobacco manufacturers for each pack of cigarettes sold. The purpose of this fee is to recover the state's 
health costs related to or caused by tobacco use. The imposition of this fee was contested by Philip Morris and 
upheld in Minnesota (a Previously Settled State) state court as not in violation of Minnesota's settlement with 
the tobacco companies. 

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

Civil Litigation 

The tobacco industry has been the target of litigation for many years. Both individual and class action 
lawsuits have been brought by or on behalf of smokers alleging that smoking has been injurious to their health, 
and by non-smokers alleging hann from ETS, also known as "secondary smoke". Plaintiffs in these actions 
seek compensatory and punitive damages aggregating billions of dollars. Philip Morris. for example, has 
reported that, as of May I, 2006. there were 11 cases on appeal in which verdicts were returned against Philip 
Morris, including (i) a $74 billion (out of total a verdict of $145 billion) punitive damages judgment against 
Philip Morris in the Engle class action, which has been overturned by a Florida district court of appeal and is 
currently on appeal to the Florida Supreme Court; and (ii) a compensatory and punitive damages verdict 
totaling approximately $10.1 billion in the Price case in Illinois. The Supreme Court of Illinois subsequently 
reversed the verdict in Price and instructed the trial court to dismiss the case in its entirety. In January 2006 
the plaintiffs filed a motion asking the court to reconsider its decision. On May 5, 2006, the Supreme Court of 
Illinois denied this motion. See "- Class Action Lawsuits" below. The MSA does not release PMs from 
liability in either individual or class action cases. Healthcare cost recovery cases have also been brought by 
governmental and non-governmental healthcare providers seeking, among other things, reimbursement for 
healthcare expenditures incurred in connection with the treatment of medical conditions allegedly caused by 
smoking. The PMs are also exposed to liability in these cases, because the MSA only settled healthcare cost 
recovery claims of the Settling States. Litigation has also been brought against certain PMs and their affiliates 
in foreign cour,tries. 
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Pending claims related to tobacco products generally fall within four categories: (i) smoking and 
health cases alleging personal injury and purporting to be brought on behalf of a class of individual plaintiffs, 
including cases brought pursuant to a 1997 settlement agreement involving claims by flight attendants alleging 
injury from exposure to ETS in aircraft cabins (the Broin II cases, discussed below), (ii) smoking and health 
cases alleging personal injury brought on behalf of individual plaintiffs, (iii) healthcare cost recovery cases 
brought by governmental (both domestic and foreign) and non-governmental plaintiffs seeking reimbursement 
for healthcare expenditures allegedly caused by cigarette smoking and/or disgorgcment of profits, and 
(iv) other tobacco-related litigation, including class action suits alleging that the use of the terms "Lights" and 
"Ultra Lights" constitute deceptive and unfair trade practices, suits by former asbestos manufacturers seeking 
contribution or reimbursement for amounts expended in connection with the defense and payment of asbestos 
claims that were allegedly caused in whole or in part by cigarette smoking, and various antitrust suits and suits 
by foreign governments seeking to recover damages for taxes lost as a result of the allegedly illegal 
importation of cigarettes into their jurisdictions. Plaintiffs seek various forms of relief, including compensatory 
and punitive damages, treble/multiple damages and other statutory damages and penalties, creation of medical 
monitoring and smoking cessation funds, disgorgement of profits, legal fees, and injunctive and equitable 
relief Defenses raised in these cases include lack of proximate cause, statutes of limitation and preemption by 
the Federal Cigarette Labeling and Advertising Act. 

According to Altria, since January 1999 and through May I, 2006, verdicts have been returned in 44 
smoking and health cases, LightsilJltra Lights cases and healthcare cost recovery cases in which Philip Morris 
was a defendant. Verdicts in favor of Philip Morris and other tobacco industry defendants were returned in 28 
of these cases. Verdicts in favor of plaintiffs were returned in 16 cases. Appeals or post-trial motions by 
defendants and by plaintiffs are pending in many of these cases. Of the 16 cases in which verdicts were 
returned in favor of plaintiffs, the Carter case (discussed below) was the first to reach final resolution in March 
2001, when the plaintiff received payments from a trust in the full amount of the judgment and Brown & 
Williamson"s petition for review of the judgment against it was denied by the U.S. Supreme Court. In 
addition, five of the 16 cases have reached final resolution with respect to Philip Morris. A $ I 7 .8 million 
verdict against defendants in a healthcare cost recovery case in New York was reversed, and all claims were 
dismissed with prejudice in February 2005 in the Blue Cross/Blue Shield case. In October 2004, after 
exhausting all appeals, Philip Morris paid S3.3 million in an individual smoking and health case in Florida (the 
Eastman case, discussed below). In March 2005. after exhausting all appeals, Philip Morris paid $17 million 
in an individual smoking and health case in California (the Henley case, discussed below). Altria has reported 
that in December 2005, after exhausting all appeals, Philip Morris paid $328, 759 as its share of the judgment 
amount and interest in a flight attendant ETS case in Florida (the French case, discussed below) and will pay 
attorneys' fees yet to be determined. In addition, in February 2005, after exhausting all appeals, Reynolds 
Tobacco, due to its obligation to indemnify B&W, paid approximately $9.1 million in the Boerner case (see 
below) and on June 17, 2005, after exhausting all appeals, Reynolds Tobacco paid a S 196,416 plus interest and 
costs judi,'111ent in an individual case in Kansas (the Burton case, discussed below). In March 2006, after 
exhausting all appeals, Philip \forris paid approximately $82.5 million (including interest of approximately 
$27 million) in an individual smoking and health case in the State (the Boeken case, described below). 

Class Action Lawsuits. The MSA does not release the PMs from liability in class action lawsuits. 
Plaintiffs have brought claims as class actions on behalf of large numbers of individuals for damages allegedly 
caused by smoking, price fixing and consumer fraud. One OPM has reported that, as of May I, 2006, there 
were 35 such class actions pending against it in the U.S., as well as one each in Poland, Brazil and Israel. 
Plaintiffs in class action smoking and health lawsuits allege essentially the same theories of liability against the 
tobacco industry as those in the individual lawsuits. Other class action plaintiffs allege consumer fraud or 
violations of consumer protection or unfair trade statutes. Plaintiffs historically have had limited success in 
obtaining class certification, a prerequisite to proceeding as a class action lawsuit, because of the individual 
circumstances related to each smoker's election to smoke and the individual nature of the alleged harm. One 
OPM reports that class certification has been denied or reversed in 56 smoking and health class actions 
involving that OPM. 
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To dale, plaintiffs have successfully main1ained class certification in federal and state court class 
action cases in at least the following states: California, Florida, Illinois, Louisiana, Massachusetts, Minnesota, 
Missouri, New York, North Carolina, Ohio, Oregon. Washington and West Virginia. One OPM reports that 17 
federal courts that have considered the issue, including two courts of appeals, have rejected class certification 
in smoking and health cases. Only one federal district court has certified a smoker class action (In re 
Simon (fl) Litigation, discussed below); but that class was subsequently dismissed by the plaintiffs after being 
decertified by the U.S. Court of Appeals for the Second Circuit. 

On September 6, 2000, in In re Simon (!I) Litigation, lawyers for plaintiffs in ten tobacco-related cases 
pending in U.S. District Court for the Eastern District of New York filed suit in the same court (before Judge 
Weinstein) to consolidate the pending eases and seek certification of a class and subclasses to obtain 
compensatory and punitive damages from the 10bacco industry defendants. The pending cases included 
individual and purported nationwide class action lawsuits alleging tobacco-related personal injuries, as well as 
healthcare cost recovery cases brought by union trust funds. an insurance plan and an asbestos fund. The suit 
sought to certify a nationwide class action to consolidate all punitive damage aspects of the pending cases for a 
single trial and to try the compensatory damage aspects of the pending claims separately. On September 19, 
2002, Judge Weinstein certified a class to hear the punitive damages claims. The class consisted of all 
smokers diagnosed with a variety of illnesses, including lung cancer, emphysema and some forms of heart 
disease. after April 9, 1993. In May 2005, the U.S. Court of Appeals for the Second Circuit, in a unanimous 
opinion, decertified the class. Plaintiffs' motion for rehearing en bane was denied on August 8. 2005. and the 
time for plaintiffs to petition the U.S. Supreme Court for further review has expired. On February 6. 2006, 
Judge Weinstein dismissed the case upon the plaintiffs' motion. He stayed the order for 30 days to allow 
potential plaintiffs who expressed interest in the case to receive notices and to protect their interest. On March 
22. 2006, a final judgment was entered dismissing the case. Two of the 10 original cases, Falise v. American 
Tobacco Co., and H.K. Porter Company. Inc. v. The American Tobacco Company were dismissed in June 200 I 
and July 200 I, respectively. Other plaintiffs who would have been part of the Simon JI class remain free to 
pursue their own individual lawsuits. 

A number of state courts also have rejected class certification. In May 2000, Maryland's highest court 
ordered the trial court to vacate its certification of a class in Richardson v. Philip Morris. The parties agreed to 
dismiss the case in March 2001. In September 2000, in Walls v. American Tobacco Co., an Oklahoma state 
court answered a series of state law questions, certified to the state court by the federal court where the 
purported class was filed, in such a way that led the parties to stipulate that the case should not be certified as a 
class action in federal court and that the individual plaintiffs would dismiss their federal court cases without 
prejudice. In October 2000, the federal court issued its order refusing to certify the case as a class action, and 
dismissed the individual plaintiffs' cases. 

In December 2000, in Geiger v. American Tobacco Co., the Appellate Division of the Supreme Court 
of New York affirmed the trial court's denial of class action status to a purported class defined as all New 
York residents, including their heirs, representatives, and estates, who contracted lung or throat cancer as a 
result of smoking cigarettes. Plaintiffs filed a motion for leave to appeal the order denying certification to the 
New York Court of Appeals, the highest court in the state. The New York Court of Appeals dismissed the 
plaintiffs appeal in February 2001. 

In Engle v. R.J. Reynold, Tobacco Co., a Florida state court certified a class of Florida smokers 
alleging injury due to their tobacco use. The estimated size of the class ranges from 300,000 to 700.000 
members. The court determined that the lawsuit could be tried as a class action because, even though certain 
factual issues are unique to individual plaintiffs and must be tried separately. certain other factual issues were 
common to all class members and could be tried in one proceeding for the whole class. In July 1999, in the 
first phase of a three-phase trial, the jury found against the defendants regarding the issues common to the 
class, such as whether smoking caused certain diseases, whether tobacco was addictive, and whether the 
tobacco companies withheld information from the public. In July 2000, in the second phase of the Engle trial, 
the jury returned a verdict assessing punitive damages totaling approximately $145 billion against the tobacco 
industry defendants. Following entry of judgment, the defendants appealed. The defendants posted bonds to 
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stay collection of the final judgment with respect to the punitive damages against them and statutory interest 
thereon pending the exhaustion of all appeals. In May 2003, the Florida Third District Court of Appeal 
reversed the judgment entered by the trial court and instructed the trial court to order the decertification of the 
class. The plaintiffs petitioned the Florida Supreme Court for farther review and, in May 2004, the Florida 
Supreme Court agreed to review the case. Oral arguments were heard in November 2004. 

Florida has enacted legislation capping the amount of the appeal bond necessary to stay execution of 
the punitive judgment pending appeal to the lesser of (i) the amount of punitive damages, plus twice the 
statutory rate of interest or (ii) 10% ofa defendant's net worth, but in no case more than $100 million. Thirty
two other states have passed and several additional states are considering statutes limiting the amount of bonds 
required to file an appeal of an adverse judgment in state court. The limitation on the amount of such bonds 
generally ranges from $25 million to S 150 million. Such bonding statutes allow defendants that are subject to 
large adverse judgments, such as cigarette manufacturers, to reasonably bond such judgments and pursue the 
appellate process. In six jurisdictions - Connecticut, Maine, Massachusetts, New Hampshire, Vermont and 
Puerto Rico-the filing of a notice of appeal automatically stays the judgment of the trial court. 

One OPM has reported that the Engle plaintiffs believe the Florida appeal bond legislation is 
unconstitutional. In the event that a court of final jurisdiction were to declare the legislation unconstitutional, 
one OP'.'v! has stated that in a worst case scenario, it is possible that a judgment for punitive damages could be 
entered in an amount not capable of being bonded. resulting in an execution of the judgment before it could be 
set aside on appeal. On '.'v!ay 7, 2001, the trial court approved a stipulation (the "Stipulation") among Philip 
Morris, Lorillard and Liggett (the "Stipulating Defendants"), the plaintiffs. and the plaintiff class that 
provides that execution or enforcement of the punitive damages component of the Engle judgment will remain 
stayed against the Stipulating Defendants through the completion of all judicial review, regardless of a 
challenge, if any, to the Florida bond statute. Under the Stipulation, Philip Morris has placed $1.2 billion into 
an interest-bearing escrow account. Should Philip Morris prevail in its appeal of the case, this escrow amount 
is to be returned to Philip Morris, together with its SI 00 million appeal bond previously posted. In addition, 
Philip Morris, Lorillard and Liggett have also placed $500 million, $200 million (including Lorillard's appeal 
bond), and $9.72 million (including Liggett's appeal bond), respectively, into a separate interest-bearing 
escrow account for the benefit of the Engle class (the "Guaranteed Amount"). Even if the Stipulating 
Defendants prevail on appeal, the Guaranteed Amount will be paid to the court. and the court will determine 
how to allocate or distribute it consistent with the Florida Rules of Civil Procedure. 

One Engle class member has already gone to trial. In Lukacs v. Reynolds Tobacco, a Florida appellate 
court granted the plaintiff the right to proceed before he died, but stated that any award in favor of the plaintiff 
would not be enforced until after the Engle appeal is decided. On June 11, 2002, a Florida jury awarded S3 7 .5 
million in compensatory damages to the plaintiff. On April I, 2003, the Dade County Circuit Court granted in 
part the defendants' motion for remittitur, reducing the total award to $25.125 million. Because no final 
judgment will be entered until the Engle appeal is resolved, the defendants' time to appeal the case has not yet 
begun to run. One OPM reports that it is a defendant in 11 separate cases pending in Florida courts in which 
the plaintiffs claim that they are members of the Engle class, that all liability issues associated with their claims 
were resolved in the earlier phases of the Engle proceedings. and that trials on their claims should proceed 
immediately. That OPM also reports that none of the cases in which plaintiffs contend they are members of the 
Engle class arc expected to proceed until all appellate activity in Engle is concluded. 

In October 1997, the tobacco industry defendants settled another class action case, Brain I. Brain 1 
was brought in Florida state court by flight attendants alleging injuries related to ETS. See "Individual 
Plaintiff,' Lawsuits" above. The Brain I settlement established a protocol for the resolution of individual 
claims by class members against the tobacco companies. In addition to shifting the burden of proof to 
defendants as to whether ETS causes certain illnesses such as lung cancer and emphysema, the Brain I 
settlement required defendants to pay S300 million to be used to establish a foundation to sponsor research 
with respect to the early detection and cure of tobacco-related diseases. Individual members of the Brain 1 
class retained the right to bring individual claims, although they are limited to non-fraud type claims and may 
not seek punitive damages. Altria has reported that as of May I, 2006, approximately 2,626 of these individual 
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cases (known as Broin ll cases) are pending against it in Florida. In October 2000, Judge Robert P. Kaye, the 
presiding judge of the original Brain I class action, held that the flight attendants will not be required to prove 
the substantive liability elements of their claims for negligence, strict liahility and breach of implied warranty 
in order to recover damages, if any. The court also ruled that the trials of these suits will address whether the 
plaintiffs' alleged injuries were caused by their exposure to ETS and. if so, the amount of damages. The 
defendants' appeal of these rnlings was dismissed by the intermediate appellate court on the basis that the 
appeal was premature and that the court lacked jurisdiction. On January 23, 2002, the defendants asked the 
Florida Supreme Court to review the district court.'s order. That request was denied. 

Seven Brain ll cases have gone to trial since Judge Kaye's ruling in October 2000. Six of these cases 
have resulted in verdicts for the defendants: Fontana in June 2001, Tucker in June 2002, Janoff in October 
2002, Seal in February 2003. Routh in October 2003 and Swary, in May 2005. Appeals are pending in some of 
these cases. On September 12, 2002, the plaintiff in the Janoff case filed a motion for a new trial, which the 
judge granted on January 8, 2003. The defendants appealed to the Florida Third District C()urt of Appeal, 
which, on October 27, 2004, affirmed the trial court's order granting a new trial. The defendants' motion for 
rehearing was denied. The defendants filed a notice of intent to invoke the discretionary junsdiction of the 
Florida Supreme Court on June 17. 2005. On November 1, 2005, the Florida Supreme Court refused to hear 
the case. In Swaty, the plaintiff filed a motion for a new trial on May 12, 2005, which was denied on June 23, 
2005. On May 17, 2005, the court entered a final judgment in favor of the defendants. The plaintiff's motion 
for a new trial was denied on June 23. 2005. The plaintiff filed a notice of appeal on July 2 L 2005. The one 
plaintiffs verdict was returned in French v. Philip Morris. On June 18, 2002, the French jury awarded the 
plaintiff $5.5 million in damages, finding that the flight attendant's sinus disease was cause by ETS. On 
September 13, 2002, the judge reduced the award to $500,000. The defendants appealed the trial court's final 
judgment to the Florida Third District Court of Appeal on various grounds, the primary one being that under 
Judge Kaye's October 2000 ruling, the burden of proof was erroneously shifted and the plaintiff was not 
required to show that the tobacco companies' cigarettes were defective, that the tobacco company defendants 
acted negligently or that a warranty was made and breached. In December 2004, the Florida Third District 
Court of Appeal affirmed the judgment awarding plaintiff $500,000 and directed the trial court to hold the 
defendants jointly and severally liable. In April 2005, the appellate court denied defendants' motion for a 
rehearing. On May 11, 2005, the defendants filed a notice of intent to invoke the discretionary jurisdiction of 
the Florida Supreme Court. On November 28, 2005, the Florida Supreme Court declined to hear the appeal. 
The defendants satisfied the judgment on December 6. 2005. 

In Scott v. American Tobacco Company, Inc., a Louisiana medical monitoring and smoking cessation 
case, the court certified a class consisting of smokers desiring to participate in a program designed to assist 
them in the cessation of smoking and monitor the medical condition of class members to ascertain whether 
they might be suffering from diseases caused by cigarette smoking. The class members may also choose to 
bring individual smoking and health lawsuits. On July 28, 2003, following the first phase of a trial, the jury 
returned a verdict in favor of the tobacco industry defendants on the medical monitoring claim and found that 
cigarettes were: not defective products. The jury found against the defendants, however, on claims relating to 
fraud, conspiracy, marketing to minors and smoking cessation. On March 31, 2004, phase two of the trial 
began to addn:ss the scope and cost of smoking cessation programs. On May 21, 2004, the jury returned a 
verdict in the amount of $59 l million ($590 million plus prejudgment interest accrning from the date the suit 
commenced) on the class's claim for a smoking cessation program. On July l, 2004, the judge upheld the 
jury's verdict and awarded the plaintiffs prejudgment interest, which, as of May l, 2006, totals approximately 
S400 million. On August 31, 2004, the defendants' motion for judgment notwithstanding the verdict or, in the 
alternative. for a new trial was denied. On September 29, 2004, pursuant to a stipulation of the parties, the 
defendants posted a S50 million bond (pursuant to legislation that limits the amount of the bond to S50 million 
collectively for MSA signatories) and noticed their appeal. Briefing is complete. Oral argument occurred on 
April 27, 2006. The defendants filed post-argument briefs on April 28, 2006. Under the terms of the 
stipulation, the plaintiffs reserved the right to contest the constitutionality of the bond cap law. 
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In August 2000, a West Virginia state court conditionally certified, only to the extent of medical 
monitoring, in In re Tobacco Litigation (formerly known as Blankenship), a class of West Virginia residents. 
The plaintiffs proposed that the class include all West Virginia residents who (I) on or after January l, 1995, 
smoked cigarettes supplied by defendants; (2) smoked at least a pack a day for five years without having 
developed any of a specified list of tobacco-related illness; and (3) do not receive healthcare paid or 
reimbursed by the state of West Virginia. Trial began in January 2001. On January 25, 2001, the trial court 
1c,,ranted a motion for a mistrial, ruling that the plaintiffs had improperly introduced testimony about addiction 
to smoking as a basis for claiming damages. In March 200 I, the court denied the defendants' motion to 
decertify the class. The retrial began in September 2001, and on November 14, 2001 the jury returned a 
verdict that defendants were not liable for funding the medical monitoring prowam. On July 18, 2002, the 
plaintiffs petitioned the Supreme Court of West Virginia for leave to appeal, which was granted on February 
25, 2003. The Supreme Court of West Virginia affirmed the judgment for the defendants on May 6, 2004. On 
July 1, 2004, the class's petition for rehearing was denied. The plaintiffs did not seek review by the U.S. 
Supreme Court. 

Altria has reported that approximately 928 cases against Philip Morris and other tobacco industry 
defendants are pending in a single West Virginia court in a consolidated proceeding. The West Virginia court 
has scheduled a single trial for these consolidated cases, but it has certified a question to the Supreme Court of 
Appeals of West Virginia requesting a detertnination of the extent to which the claims in these individual cases 
can be consolidated in a single trial. On December 2, 2005, the Supreme Court of Appeals of West Virginia 
held that the Due Process Clause of the 14th Amendment, as interpreted by State Farm v. Campbell, does not 
preclude a bifurcated trial plan in which a punitive damages multiplier is established prior to compensatory 
damages. 

In Daniels v. Philip Morris (also known as In re Tobacco Case If), a California state court case, the 
court certified a class comprised of individuals who were minors residing in California, who were exposed to 
defendants' marketing and advertising activities, and who smoked one or more cigarettes within the applicable 
time period. Certification was granted as to plaintiffs claims that defendants violated the state's unfair 
business practice laws. On September 12, 2002, the trial court judge granted the defendants' motion for 
summary judgment on First Amendment and preemption (Federal Cigarette Labeling and Advertising Act) 
claims. In November 2002, the court confinned its earlier rulings granting defendant's motion for summary 
judgment. The plaintiffs filed a petition for review with the California Supreme Court. On February 16, 2005, 
the California Supreme Court granted the petition. Briefing by the parties is complete. The Attorney General 
of the State has filed an amicus curiae brief in support of the plaintiffs' position. 

During April 2001, a California state court issued an oral ruling in the case of Brown v. The American 
Tobacco Company. Inc., in which it granted in part plaintiffs motion for class certification and certified a class 
comprised of residents of California who smoked at least one of defendants' cigarettes during the period from 
June 10, 1993 through April 23, 2001 and who were exposed to defendants' marketing and advertising 
activities in California. Certification was granted as to plaintiffs claims that defendants violated California 
Business and Professions Code Sections 17200 and 17500. The court denied the motion for class certification 
as to plaintiffs claims under the California Legal Remedies Act. Defendants' writ with the court of appeals 
challenging the trial court's class certification was denied on January 16, 2002. The defendants filed a motion 
for summary judgment on January 31, 2003. On August 4, 2004, the defendants motion for summary 
judgment was granted in part and denied in part. Following the November 2004 election, and the passage of a 
proposition in California that brought about a change in the law regarding the requirements for filing cases of 
this nature, the defendants filed a motion to decertify the class based on the changes in the law. On March 7, 
2005, the court granted the defendants' motion to decertify the class. On March 17, 2005, plaintiffs filed a 
motion for reconsideration of the court's ruling decertifying the class. The trial judge denied the plaintiffs' 
motion on April 20, 2005 and the plaintiffs have appealed on May 19, 2005. 

Altria bas reported that, as of.vlay I, 2006, there were 25 putative class actions pending against Philip 
Morris in the U.S. on behalf of individuals who purchased and consumed various brands of cigarettes, 
including Marlboro Lights, Marlboro Ultra Lights, Virginia Slims Lights, Merit Lights and Cambridge Lights. 
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These actions allege, among other things, that the use of the terms "Lights" or "Ultra Lights" constitutes 
deceptive and unfair trade practices and seek injunctive and equitable relief, including restitution. Classes 
have been certified in cases pending in Illinois, Massachusetls, Minnesota and Missouri, and in two cases 
pending in Ohio. Philip Morris has appealed or otherwise challenged these class certification orders. 
Additionally, an appellate court in Florida has overturned a class certification by a trial court in that state, and 
the plaintiffs have petitioned the Florida Supreme Court for further review. The Florida Supreme Court has 
stayed further proceedings pending its decision in the Engle case. 

In one of these cases, Price v. Philip Morris Cos., Inc. (formerly known as Miles v. Philip Morris, 
Inc.), a Madison County Illinois state court judge certified a class comprised of all residents of Illinois who 
purchased and consumed Cambridge Lights and Marlboro Lights within a specified time period but who did 
not have a claim for personal injury resulting from the purchase or consumption of cigarettes. The plaintiffs in 
the Price case alleged consumer fraud claims and sought economic damages in the form of a refund of 
purchase costs of the cigarettes. On March 21, 2003, after a non-jury trial. the trial court judge ruled in favor 
of the plaintiffs, ordering Philip Morris to pay SIO.l billion ($7.1 billion in compensatory damages, $3.0 
billion in punitive damages) to the State of lllinois. and S l. 78 billion in plaintiff lawyer fees to be paid from 
the $ I 0.1 billion. The court also stayed execution of the judgment for 30 days. 

After entry of the judgment on March 21, 2003, Philip Morris had 30 days within which to file a 
notice of appeal. Under Illinois state court rules applicable at the time, the enforcement of a trial court's 
money judgment may be stayed only if. among other things, an appeal bond in an amount sufficient to cover 
the amount of 'the judgment, interest and costs is posted by a defendant within the 30-day period during which 
an appeal may be taken. With the approval of the trial court, such 30-day period may be extended for up to an 
additional 15 clays. The trial court judge initially set the bond in the amount of Sil billion. Because of the 
difficulty of posting a bond of that magnitude, Philip Morris pursued various avenues of relief from the S 12 
billion bond requirement. In April 2003, the judge reduced the amount of the appeal bond. He ordered the 
bond to be secured by $800 million, payable in four equal quarterly installments beginning in September 2003, 
and a pre-existing 7.0%, $6 billion long-term note from Altria Group, Inc. to Philip Morris to be placed in an 
escrow account pending resolution of the case. The plaintiffs appealed the judge's order reducing the amount 
of the bond. On July 14, 2003, the Illinois Fifth District Court of Appeals ruled that the trial court had 
exceeded its authority in reducing the bond and ordered the trial judge to reinstate the original bond. On 
September l 6, 2003, the Illinois Supreme Court upheld the reduced bond set by the trial court and agreed to 
hear Philip Morris' appeal without the need for intermediate appellate court review. On December 15, 2005, 
the Illinois Supreme Court reversed the trial court's judgment and remanded the case to the trial court with 
instructions to dismiss the case in its entirety. In its decision, the court held that the defendant's conduct 
alleged by the plaintiffs to be fraudulent under the Illinois Consumer Fraud Act was specifically authorized by 
the Federal Trade Commission and that the Illinois Consumer Fraud Act specifically exempts conduct so 
authorized by a regulatory body acting under the authority of the U.S. The court declined to review the case 
on the merits, concluding that the action was barred entirely by the Illinois Consumer Fraud Act. The 
plaintiffs filed a motion asking the court to reconsider its decision, which was denied on :\fay 5, 2006 by the 
Supreme Court of Illinois. It is possible that the plaintiffs will seek further appeals. No assurance can be 
given that such appeals will not be granted or decided in the plaintiffs' favor. Madison County Illinois courts 
have certified similar classes in Turner v. R.J. Reynold,· Tobacco Co. and Howard v. Brown & Williamson. In 
Turner, for example, the state court judge certified a class defined as "[ a ]11 persons who purchased defendants' 
Doral Lights. Winston Lights, Salem Lights and Camel Lights, in Illinois, for personal consumption, between 
the first date that defendants sold Doral Lights, Winston Lights, Salem Lights and Camel Lights through the 
date the court certifies this suit as a class action .... " On June 6, 2003, Reynolds Tobacco filed a motion to stay 
the case pending Philip Morris' appeal of the Price case. On July 11. 2003, the court denied the motion, and 
Reynolds Tobacco appealed to the Illinois Fifth District Court of Appeals. The Court of Appeals denied this 
motion on October 17, 2003. On Octoher 20, 2003, the trial judge ordered that the case be stayed for 90 days, 
or pending the result of the Price appeal. The order stated that a hearing would be held at the end of the 90-
day period to detennine if the stay should be continued. However, on October 24, 2003, a justice on the 
Illinois Supreme Court ordered an emergency stay of all proceedings pending review by the entire Illinois 
Supreme Cou::1 of Reynolds Tobacco's emergency stay order request filed on October 15, 2003. On 
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November 5, 2003, the Illinois Supreme Court granted Reynolds Tobacco's motion for a stay pending the 
court's final appeal decision in Price. The Howard case also remains stayed by order of the trial judge, 
although the plaintiffs appealed this stay order to the Illinois Fifth District Court of Appeals, which appeal was 
denied on August 19, 2005. Both cases remain stayed, notwithstanding the Price decision. 

On December 31, 2003, a '.Vlissouri state court judge certified a similar class in Collora v. R.J. 
Reynolds Tobacco Co. On January 14, 2004, Reynolds Tobacco removed the case to the U.S. District Court 
for the Eastern District of Missouri. On September 30, 2004, the case was remanded to the Circuit Court for 
the City of St. Louis. Reynolds Tobacco removed the case once again, and on April 18, 2006, the case was 
remanded for the second time to the Circuit Court for the City of St. Louis. In August 2004, Massachusetts' 
highest court affirmed the class certification order in another "lights" case, Aspinall v. Philip Morris Cos. In 
'.Vlarch 2005, a Minnesota appeals court declined to review a state trial court's denial of class certification in a 
"lights" case, Curtis v. Philip Morris. In September 2005, the case was removed to federal court. In February 
2006, the federal court denied plaintiffs' motion to remand the case to state court. In May 2005, also in 
'.Vlinnesota. a state court judge dismissed in its entirety a similar case, Dahl v. R.J. Reynolds Tobacco 
Company, ruling that the claims of the plaintiffs conflicted with the federal Cigarette Labeling and Advertising 
Act. On July 11, 2005, the plaintiffs filed a notice of appeal with the Minnesota Court of Appeals. During the 
pendency of the appeal, Reynolds Tobacco removed the case to the U.S. District Court for the District of 
Minnesota. On October 17, 2005, the plaintiff filed a motion to remand. The motion was denied on February 
14, 2006. On March 9, 2006, the case was transferred to the U.S. Court of Appeals for the Eighth Circuit. The 
plaintiffs have appealed the order that granted the transfer and the order that denied their motion to remand. 
On April 5, 2006, the Eighth Circuit dismissed the plaintiffs' appeal of the order denying remand for lack of 
jurisdiction. 

According to Reynolds American, six other similar "lights" cases are pending against Reynolds 
Tobacco, although no classes have yet been certified in any of those cases. In August 2005, the Missouri Court 
of Appeals, Eastern District, affirmed the class certification order in Craft v. Philip Morris Cos. Philip Morris' 
motion for appellate review of the trial court's class certification decision is pending. On August 31, 2005, a 
Louisiana federal district court ruled in a proposed class action, Sullivan v. Philip Morris, that the Federal 
Cigarette Labeling and Advertising Act (FCLAA) does not preempt plaintiffs' claims of a breach of express 
warranty and certain state Jaw remedies with respect to manufacturing defects. On September 14, 2005, the 
same district court ruled in a proposed class action, Brown v. Brown & Williamson, that the FCLAA does not 
preempt plaintiffs' fraudulent misrepresentationiconcealment and defective product claims. B& W filed a 
petition to the U.S. Court of Appeals for the Fifth Circuit for permission to appeal on January 9, 2006, which 
was granted on February 10, 2006. Briefing is underway. Philip Morris also filed a petition to the U.S. Court 
of Appeals for the Fifth Circuit for permission to appeal the Sullivan ruling, which was granted on March 31, 
2006. On June 9, 2005, a proposed "lights" class action was filed in a federal District Court in New Mexico. 
On June 27, 2005. a similar class action was filed in a Kansas state court against Philip Morris and its parent 
Altria. Philip Morris and Altria are reportedly seeking to have the Kansas case transferred to federal court in 
Kansas, and that on August 13, 2005, three individuals filed a similar class action in the U.S. District Court for 
the District of Maine against the same defendants. Similar litigation in Arkansas in the case of Watson v. 
Philip Morris, that was removed from state court to the U.S. Court of Appeals for the Eighth Circuit, was the 
subject of a writ of certiorari granted by the U.S. Supreme Court, and it has been reported that the U.S. 
Supreme Court has requested comment from the U.S. Solicitor General as to whether federal jurisdiction of the 
matter, based on the involvement of the Federal Trade Commission, was appropriate. 

In Schwab v. Philip Morris USA, inc., smokers of "Lights" cigarettes filed a purported class action 
suit in the U.S. District Court for the Eastern District of New York against the OPMs and their parent 
companies, Liggett and certain other entities. Plaintiffs allege that the defendants formed an "association-in
fact" enterprise, in violation of the federal RICO statute, to defraud the public into believing that "light" 
cigarettes were healthier alternatives to regular cigarettes. Plaintiffs seek to certify a nationwide class of 
smokers comprising all purchasers of "light" cigarettes manufactured by the defendants since the l 970's. Oral 
argument on the plaintiffs' motion for class certification occurred on September 12, 2005. The defendants filed 
a motion to deny class certification and to dismiss the complaint, asserting that the plaintiffs' request - that any 
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determination as to damages payable to a certified class be allocated among class members on a "fluid 
recovery" basis - is illegal. On November 14, 2005, the court denied the defendants' motion, ruling that the 
plaintiffs' request for "fluid recovery" is not illegal and does not require denial of class certification or 
dismissal of the action. The trial judge has pcnnitted several months of additional discovery before deciding 
the class certification issue. 

On May 23. 2001. a lawsuit was filed in the U.S. District Court for the District of Columbia styled 
Sims v. Philip Morris Incorporated, which sought class action status for millions of youths who began 
smoking cigarettes before they were legally allowed to buy cigarettes. Plaintiffs sought to recover moneys that 
underage smokers spent on cigarcues before they were legally allowed to buy cigarettes, whether or not they 
have suffered health problems, and/or profits the tobacco manufacturers have earned from sales to children. 
The lawsuit alleged that tobacco manufacturers concealed the addictive nature of cigarettes and concealed the 
health risks of smoking in their advertising. In February 2003, the court denied plaintiffs' motion for class 
certification. 

On April 3. 2002, in Deloach v. Philip Morris, a federal district court in North Carolina granted class 
certification to a group of tobacco growers and quota-holders from Alabama, Florida, Georgia, North Carolina, 
South Carolina and Tennessee. The class accused cigarette manufacturers of conspiring to set prices offered 
for tobacco in violation of antitrust laws. In June 2002, the defendants' petition to the Fourth Circuit Court of 
Appeals seeking permission to appeal the class certification was denied. In May 2003, the plaintiffs reached a 
settlement witr. all of the tobacco industry defendants other than Reynolds Tobacco. The settling defendants 
agreed to pay S210 million to the plaintiffs, to pay plaintiffs' attorney fees ofS75.3 million as set by the court 
and to purchase a minimum amount of U.S. leaf for ten years. The case continued against Reynolds Tobacco. 
On April 22. 2004. after the trial began, the parties settled the case. Under the settlement. Reynolds Tobacco 
has paid $33 million into a settlement fund. which, after deductions for attorneys' fees and administrative 
costs, will be distributed to the class pending final settlement approval. Reynolds Tobacco has also agreed to 
purchase a minimum amount of U.S. leaf for the next ten years. On March 21, 2005, the com1 approved the 
settlement and dismissed the suit. 

It has been reported that a lawsuit was filed on January 19, 2006 in the U.S. District Court for the 
Eastern District of New York against Philip Morris to require Philip Morris to pay for low dose CAT scans (on 
an annual basis) for a class of smokers over the age of 50 who have been smoking at least a pack of :vtarlboro a 
day for 20 years and have not been diagnosed with lung cancer. 

Individual PlaintifJ,' Lawsuits. The MSA does not release PMs from liability in individual plaintiffs' 
cases. Numerous cases have been brought by individual plaintiffs who allege that their cancer or other health 
etfects have resulted from their use of cigarettes, addiction to smoking, or exposure to environmental tobacco 
smoke. Individual plaintiffs' allegations of liability are based on various theories of recovery, including but 
not limited to, negligence, gross negligence, strict liability, fraud, misrepresentation, design defect, failure to 
warn, breach of express and implied warranties, breach of special duty, conspiracy, concert of action, 
restitution, indemnification, violations of deceptive trade practice laws and consumer protection statutes, and 
claims under !ederal and state RICO statutes. The tobacco industry has traditionally defended individual 
health and smoking lawsuits by asserting, among other defenses, assumption of risk and/or comparative fault 
on the part offae plaintiff. as well as lack of proximate cause. 

Altria has reported that as of May 1, 2006, there were approximately 1,133 individual plaintiff 
smoking and health cases pending in the U.S. against it (many of which cases include other tobacco industry 
defendants), including 928 cases pending before a single West Virginia state court in a consolidated 
proceeding. In addition, approximately 2,626 additional individual cases (referred to herein as the Brain II 
cases) are pending in Florida by individual current and former flight attendants claiming personal injury 
allegedly related to ETS in airline cabins. The individuals in the Broin Tl cases are limited by the settlement of 
a previous class action lawsuit, Broin v. Philip Morris (known as Brain!), to the recovery of compensatory 
damages only, and arc precluded from seeking or recovering punitive damages. As a result of the settlement, 
however, the burden of proof as to whether ETS causes certain illnesses such as lung cancer and emphysema 
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was shifted to the tobacco industry defendants. To date, seven individual Broin fl flight attendant cases have 
gone to trial, one of which has resulted in a jury verdict against the tobacco industry defendants. The 
defendants' appeal in that case is pending. See also "Class Action Lawsuits" below. 

In the last ten years, juries have returned verdicts in individual smoking and health cases against the 
tobacco industry, including one or more of the PMs. Thus far, a number of those cases have resulted in 
significant verdicts against the defendants and some have been appealed, some have been overturned and 
others have been affinned. All post-trial motions and appeals have been exhausted and plaintiffs have been 
paid in only four cases. 

By way of example only, and not as an exclusive or complete list, the following individual matters are 
illustrative of individual cases. 

• In February 1999, a California jury in Henley v. Philip Morris awarded S 1.5 million in compensatory 
damages and $50 million in punitive damages. The award was subsequently reduced by the trial judge 
to $25 million in punitive damages, and both Philip Morris and the plaintiff appealed. In September 
2003, a California Court of Appeal further reduced the punitive damage award to $9 million, but 
otherwise affirmed the judgment for compensatory damages, and Philip Morris appealed to the 
California Supreme Court. In September 2004, the California Supreme Court dismissed Philip 
Morris' appeal. In October 2004, the California Court of Appeal issued an order allowing the 
execution of the judgment. In December 2004, Philip Morris filed with the U.S. Supreme Court a 
petition for a writ of certiorari. On March 21, 2005, the U.S. Supreme Court denied Philip Morris' 
petition. Philip Morris subsequently satisfied the judgment, paying S 1.5 million in compensatory 
damages, S9 million in punitive damages and $6.4 million in accumulated interest. 

• In March 1999, an Oregon jury in Williams-Branch v. Philip Morris awarded $821,500 in actual 
damages and S79.5 million in punitive damages. The trial judge subsequently reduced the punitive 
damages award to S32 million, but the reduction was overturned and the full amount of the punitive 
damages award was reinstated by the Oregon Court of Appeals. The Oregon Supreme Court declined 
to review the reinstated punitive damage award and Philip Morris petitioned the U.S. Supreme Court 
for further review. In October 2003, the U.S. Supreme Court set aside the Oregon appellate court's 
ruling and directed the Oregon court to reconsider the case in light of Stale Farm v. Campbell. In June 
2004, the Oregon Court of Appeals reinstated the punitive damages award. In December 2004, the 
Oregon Supreme Court granted Philip Morris' petition for review of the case. On February 2, 2006, 
the Oregon Supreme Court affirmed the Court of Appeals decision, holding that the punitive damage 
award does not violate the due process guarantees of the U.S. Constitution. On March 30, 2006, 
Philip Morris filed a petition for certiorari review with the U.S. Supreme Court challenging the ruling 
of the Oregon Supreme Court as a violation of the principles set forth in Stale Farm v. Campbell 
regarding the permissible size of punitive damage awards relative to compensatory damage awards. 

• In April 1999, a Maryland jury in Connor v. Lorillard awarded $2.225 million in damages. An 
appellate court has remanded the case for a determination of the date of injury to determine whether a 
statutory cap on non-economic damages applies. 

• In March 2000, a California jury in Whiteley v. Rayheslos-Manhattan, Inc. returned a verdict in favor 
of the plaintiffs and found the defendants, including Philip Morris and Reynolds Tobacco, liable for 
negligent product design and fraud, and awarded Sl.72 million in compensatory damages and $20 
million in punitive damages. Both damage awards were upheld by the trial judge, who denied the 
defendants' post-verdict challenge. The defendants appealed the verdict. In April 2004, the 
California Court of Appeal reversed the judgment and remanded the case for a new trial. The 
plaintiffs motion for rehearing was denied on April 29, 2004. 
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• In October 2000, a Tampa, Florida jury in Jones v. R.J. Reynolds Tobacco Co. found Reynolds 
Tobacco liable for negligence and strict liability and returned a verdict in favor of the widower of a 
deceased smoker, awarding approximately $200,000 in compensatory damages; the jury rejected the 
plaintiff's conspiracy claim and did not award punitive damages. Reynolds Tobacco filed a motion 
for judgment notwithstanding the verdict, or, in the alternative, for a new trial. On December 28, 
2000, 'lhe court granted the motion for a new trial and on August 30, 2002 the Second District Court of 
Appeal of Florida affirmed the decision to grant a new trial. The plaintiff has filed for permission to 
appeal to the Florida Supreme Court. On December 9, 2002. the Supreme Court of Florida issued an 
order w show cause as to why Jones' notice of appeal should not be treated as a notice to invoke 
discretionary jurisdiction. On April 27. 2005 the Florida Supreme Court denied the plaintiff's notice 
of appeal without prejudice. On May 25, 2005 the plaintiff served an amended notice of intent to 
invoke discretionary jurisdiction. On August 31, 2005, the Florida Supreme Court denied review for 
lack of jurisdiction. On April 20, 2006, a voluntary dismissal of all claims against Reynolds Tobacco 
was filed. 

• In November 2000, the Supreme Court of Florida reinstated the verdict by a Florida jury in Carter v. 
Brown & Williamson Tobacco Corporation to award $750,000 in damages to the plaintiff. In 1996, 
the jury had found that cigarettes were a defective product and that B& W was negligent for not 
warning people of the danger, but an appeals court reversed this decision. In March 200 l, the plaintiff 
received slightly over SI million from a trust account that contained the 5750,000 jury award plus 
interest and became the first smoker to be paid by a tobacco company in an individual lawsuit. On 
June 29, 2001, the U.S. Supreme Com1 denied B&W's petition for a writ of certiorari, thus leaving the 
jury verdict intact. 

• In March 2001, a Massachusetts lower court in Haglund v. Philip Morris dismissed, without factual 
inquiries, a claim brought on behalf of a deceased smoker for breach of implied warranty of 
merchantability, based upon the applicability of a defense as to "unreasonable" use of the product by 
the smoker and the stipulation by the plaintiff that the defendant would prevail if the defense was 
made applicable. In May 2006, the Massachusetts Supreme Judicial Court, in reversing and 
remanding the case for further factual proceedings as to reasonableness of use, noted that such defense 
will not be available in most cases involving the manufacture and sale of cigarettes, but will only be 
available in situations where the plaintiff has acted so overwhelmingly unreasonable that imposing 
liability would be unfair. 

• In June 2001, in Boeken v. J>hilip Morris Jnco1porated, a California state court jury found against 
Philip Morris on all six claims of fraud, negligence and making a defective product alleged by the 
plaintiff. The jury awarded the plaintiff S5 .5 million in compensatory damages and S3 billion in 
punitive damages. The $3 billion punitive damages award was reduced to $100 million post-trial. 
Philip Morris appealed. In September 2004, the California Second District Court of Appeal further 
reduced the punitive damage award to S50 million, but otherwise affirmed the judgment entered in the 
case. In October 2004 the Court of Appeal granted the parties' motions for rehearing and, in April 
2005, reaffirmed the amount of the September 2004 ruling. On August 10, 2005, the California 
Supreme Court denied Philip Morris's request for review. Philip Morris and the plaintiff have 
petitioned the U.S. Supreme Court for review. Plaintiff has agreed not to execute on the judgment 
pending the disposition of Philip Morris' petition. On March 20, 2006, the U.S. Supreme Court 
denied all parties' petitions for review. After exhausting all appeals, Philip Morris paid approximately 
S82.5 million (including interest of approximately $27 million) to the plaintiffs. 

• In December 2001, a Florida state court jury awarded the plaintiffS165.000 in compensatory damages 
but no punitive damages in Kenyon v. R.J. Reynolds Tobacco Co. Reynolds Tobacco appealed to the 
Second District Court of Appeal of Florida, which, on May 30, 2003, affirmed per curium (that is, 
without writing an opinion) the trial court's judgment in favor of the plaintiff. Reynolds Tobacco paid 
the amount of the judgment plus accrued interest ($196,000) in order to pursue further appeals. On 
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September 5, 2003, Reynolds Tobacco petitioned the Florida Supreme Court to require the Second 
District Court of Appeal to write an opinion. On April 22, 2004, the Florida Supreme Court denied 
the petition. On January 26, 2004, the U.S. Supreme Court denied Reynolds Tobacco's petition for a 
writ of certiorari, thus leaving the jury verdict intact. The only issue remaining in this case is the 
amount of attorneys' fees to be awarded to plaintiff's counsel for appellate work. 

• In February 2002. a federal jury in Kansas City awarded SI 98,000 in compensatory damages to a 
former smoker in Burton v. R.J. Reynold, Tobacco Co. The jury also determined that punitive 
damages were appropriate and, after a separate hearing was held to address that issue, the court 
awarded the plaintiff S 15 million in punitive damages. On February 9, 2005, the U.S. Court of 
Appeals for the Tenth Circuit upheld the compensatory damages award, but unanimously reversed the 
award of punitive damages in its entirety. On May 17, 2005, the District Court entered a second 
amended judgment for $196,416 plus interest and costs. On June 17, 2005, Reynolds Tobacco paid 
the judgment. 

• In March 2002, a Portland, Oregon jury awarded approximately $168,500 in compensatory damages 
and $150 million in punitive damages to the family of a light cigarette smoker in Schwarz v. Philip 
Morris Incorporated. The trial judge subsequently reduced the punitive damages awarded to S 100 
million. Philip Morris and the plaintiffs have each appealed. On May 17. 2006, the appellate court 
affirmed the S 168,500 compensatory damage jury verdict, but overturned the S 100 mill ion award of 
punitive damages because the jury imposed punitive damages (and the court refused to give jury 
instructions to the contrary) ror conduct and harm occurring outside the boundaries of the State of 
Oregon, a violation of the Due Process Clause. The case was remanded to reconsider the amount of 
punitive damages. 

• In September 2002, in Figueroa-Cruz v. R.J. Reynolds Tobacco Co., a Puerto Rico jury awarded two 
sons of a deceased smoker $500,000 each. The trial judge vacated one of the awards on statute of 
limitations grounds. and granted Reynolds Tobacco's motion for judgment as a matter of law on the 
other award on October 9, 2002. On October 28, 2003, the U.S. Court of Appeals for the First Circuit 
affirmed the trial court's ruling. The plaintiffs' petition for a writ of certiorari was denied by the U.S. 
Supreme Court in November 2004. 

• In October 2002, in Bullock v. Philip Morris, Inc., a Los Angeles, California jury awarded a smoker 
$850,000 in compensatory damages. In October 2002, the same jury awarded the plaintiff S28 billion 
in punitive damages. In December 2002, the trial judge reduced the punitive damage award to $28 
million. Philip Morris and the plaintiff have each appealed and the appeal was argued on January 18, 
2006. On April 21, 2006, the California Court of Appeal, Second Appellate District, Division Three, 
upheld the S28 million punitive damages award. It has been reported that Philip Morris intends to 
seek review of this ruling by the California Supreme Court. 

• In April 2003, in Eastman v. Philip Morris, a Florida jury awarded a smoker S3.26 million in 
damages, after reducing the award to reflect the plaintiffs partial responsibility. Defendants Philip 
Morris and B&W appealed to the Second District of Florida Court of Appeal. In 'Aay 2004, the 
Second District Court of Appeal rejected the appeal in a per curium decision (that is, without a written 
opinion). The defendants' petition for a written opinion and rehearing was denied on October 14, 
2004, and that ruling is not subject to review by the Florida Supreme Court. On October 29, 2004, 
Philip Morris and Reynolds Tobacco, due to its obligation to indemnify B&W, satisfied their 
respective portions the judgment. 

• In 'Aay 2003, in Boerner v. Brown & Williamson, an Arkansas jury awarded the plaintiff $15 million 
in punitive damages and $4 million in compensatory damages. Following a series of appeals, on 
January 7, 2005, the U.S. Court of Appeals for the Eighth Circuit affirmed the trial court's May 2003 
judgment, but reduced the punitive damages award to $5 million. Reynolds Tobacco, due to its 
obligation to indemnify B&W, satisfied the approximately S9. I million judgment on February 16, 
2005. 
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• In November 2003, in Thompson v. Philip Morris, Inc., a Missouri jury returned a split verdict, 
awarding approximately S 1.6 million in compensatory damages to the plaintiff and an additional 
S500,000 in damages to his wife. The jury apportioned 40% of fault to Philip Morris, I 0% of fault to 
B& Wand the remaining 50% to the plaintiff Accordingly, under Missouri law, the court must reduce 
the damages award by half The defendants appealed to the Missouri Court of Appeals for the 
Western District on March 8, 2004. The defendants' opening appellate brief was filed on May 23, 
2005. The appeal is pending. 

• In December 2003, in Frankson v. Brown & Williamson, a New York jury awarded the plaintiff 
$350,000 in compensatory damages and $20 million in punitive damages. On June 22, 2004, the trial 
judge granted a new trial unless the parties agree to an increase in compensatory damages to $500,000 
and a decrease in punitive damages to $5 million. On January 21, 2005, the plaintiff stipulated to the 
court's reduction in the amount of punitive damages. Defendants have appealed and briefing is 
complete. 

• In April 2004, a Florida jury returned a verdict in favor of the plaintiff in Davis v. Liggett Group, Inc., 
awarding a total of $540,000 in actual damages. In addition, the jury awarded legal fees of $752,000. 
The jury did not award punitive damages. Liggett has appealed, 

• In October 2004, in Arnitz v. Philip Morris, Inc., a Florida jury returned a verdict in favor of the 
plaintiff; who claims that as a result of his smoking he developed lung cancer and emphysema. The 
jury awarded a total of S240,000 in compensatory damages. Philip Morris, the sole defendant in the 
case, has appealed to the Florida Second District Court of Appeals. 

• In February 2005, in Smith v. Brown & Williamson, a Missouri state court jury returned a split verdict, 
finding in favor of the defendant on counts of fraudulent concealment and conspiracy and in favor of 
the plaintiffs on a negligence count. The jury awarded the plaintiffs $500,000 in compensatory 
damages and $20 million in punitive damages. On March 10, 2005, the defendant filed a motion for 
judgment notwithstanding the verdict or, in the alternative, for a new trial. On May 23, 2005, the trial 
court denied defendant's motion and on June 1, 2005, the defendant appealed. 

• In March 2005, in Rose v. Philip Morris, a New York jury awarded $3.42 million in compensatory 
damages against B&W and Philip Morris. On August 18, 2005, B&W filed a notice of appeal. 
Pursuant to its agreement to indemnify B&W, on February 7, 2006, Reynolds Tobacco posted a 
supersedeas bond in the approximate amount of $2.058 million. The jury also returned a punitive 
damages award totaling S 17.1 million against Philip Morris. In December 2005, Philip Morris' post
trial motions challenging the verdict were denied by the trial court. Philip Morris has appealed. 

In August 2002, the California Supreme Court issued a decision limiting evidence of wrongdoing 
between 1988 and 1998 by tobacco companies. One OPM has reported that this decision worked to the 
advantage of the tobacco industry defendants in the Whiteley case and it believes that it will have a favorable 
impact for tobacco industry defendants in other California cases, both at the trial court level and on appeal. 

Healthcare Cost Recovery Lawsuits. In certain pending proceedings, domestic and foreign 
governmental entities and non-govemn1ental plaintiff~, including Native American tribes, insurers and self
insurers such as Blue Cross and Blue Shield plans, hospitals and others, are seeking reimbursement of 
healthcare cost expenditures allegedly caused by tobacco products and, in some cases, of future expenditures 
and damages as well. Relief sought by some but not all plaintiffs includes punitive damages, multiple 
damages and other statutory damages and penalties, injunctions prohibiting alleged marketing and sales to 
minors, disclosure of research, disgorgement of profits, funding of anti-smoking programs, additional 
disclosure of nicotine yields, and payment of attorney and expert witness fees. The PMs arc exposed to 
liability in these cases, because the MSA only settled healthcare cost recovery claims belonging to the Settling 
States. Altria has reported that as of May I, 2006, there were four healthcare cost recovery actions pending 
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against Philip Morris in the U.S. In addition, it has been reported that on August 4, 2005, a national senior 
citizens' organization has filed a lawsuit in Boston against cigarette manufacturers under the federal "Medicare 
as Secondary Payer" statute, which permits Medicare beneficiaries or others to bring actions on behalf of 
Medicare to recover healthcare costs paid by Medicare for which another party may be liable. The plaintiffs 
are reportedly seeking to recover more than S60 billion in alleged Medicare spending on treatment of smoking 
related illnesses since 1999. This lawsuit reportedly does not seek to recover Medicare payments in Florida, 
where a similar suit has been filed. The Florida case was dismissed on July 26, 2005 and the plaintiffs have 
appealed. 

The claims asserted in the healthcare cost recovery actions include the equitable claim that the tobacco 
industry was "unjustly enriched" by plaintiffs' payment of healthcare costs allegedly attributable to smoking, 
the equitable claim of indemnity, common law claims of negligence, strict liability, breach of express and 
implied warranty, violation of a voluntary undertaking or special duty, fraud, negligent misrepresentation, 
conspiracy, public nuisance, claims under federal and state statutes governing consumer fraud, antitrust, 
deceptive trade practices and false advertising, and claims under federal Racketeer Influenced and Corrupt 
Organizations Act ("RICO") and parallel state statutes. 

Defenses raised include lack of proximate cause, remoteness of injury, failure to state a valid claim, 
lack of benefit, adequate remedy at law, ''unclean hands" (namely, that plaintiffs cannot obtain equitable relief 
because they participated in, and benefited from, the sale of cigarettes), lack of antitrust standing and injury, 
federal preemption, lack of statutory authority to bring suit, and statutes of limitations. In addition, defendants 
argue that they should be entitled to "set off' any alleged damages to the extent the plaintiff benefits 
economically from the sale of cigarettes through the receipt of excise taxes or otherwise. Defendants also argue 
that these cases are improper because plaintiffs must proceed under principles of subrogation and assignment. 
Under traditional theories of recovery, a payor of medical costs (such as an insurer) can seek recovery of 
healthcare costs from a third party solely by "standing in the shoes" of the injured party. Defendants argue that 
plaintiffs should be required to bring any actions as subrogees of individual healthcare recipients and should be 
subject to all defenses available against the injured party. 

Although there have been some decisions to the contrary, most courts that have decided motions in 
these cases have dismissed all or most of the claims against the industry. In addition, eight federal circuit 
courts of appeals, the Second, Third. Fifth, Seventh, Eighth, Ninth, Eleventh and District of Columbia circuits, 
as well as California, Florida, New York and Tennessee intermediate appellate courts, relying primarily on 
grounds that plaintiffs' claims were too remote, have affirmed dismissals of, or reversed trial courts that had 
refused to dismiss, healthcare cost recovery actions. The U.S. Supreme Court has refused to consider plaintiffs' 
appeals from the cases decided by the courts of appeals for the Second, Third, Fifth, Ninth and District of 
Columbia circuits. 

A number of foreign governmental entities have filed suit in state and federal courts in the U.S. 
against tobacco industry defendants to recover funds for healthcare and medical and other assistance paid by 
those foreign governments to their citizens. Such suits have been brought in the U.S. by 13 countries, a 
Canadian province, 11 Brazilian states and 11 Brazilian cities. Thirty-four of these suits have been dismissed 
and two remain pending. In addition to these cases brought in the U.S., healthcare cost recovery actions have 
also been brought in Israel, the Marshall Islands (where the suit was dismissed), Canada, France and Spain. In 
September 2003, the case pending in France was dismissed and the plaintiff has appealed. In May 2004, the 
case pending in Spain was dismissed and the plaintiff has appealed. Other governmental entities have stated 
that they are considering filing such actions. On September 29, 2005, the Supreme Court of Canada upheld 
legislation passed in 1998 by the province of British Columbia allowing the provincial government to seek 
damages from tobacco companies for healthcare costs incurred during the past 50 years, as well as for future 
illness-related expenses in connection with tobacco use. The legislation also lightens the required burden of 
proof and curtails certain traditional defenses in civil suits. Other provinces are reported to have already 
adopted or are expected to adopt similar legislation. 
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In September 1999, the U.S. government filed a lawsuit in the U.S. District Court for the District of 
Columbia against the OPMs, certain related parent companies and two tobacco industry research and lobbying 
organizations, seeking medical cost recovery for federal funds spent to treat alleged tobacco-rdated illnesses 
and asserting violation of RICO. In September 2000, the trial court dismissed the government's medical cost 
recovery claims, but permitted discovery to proceed on the government's claims for relief under RICO. The 
government alleged that disgorgement by defendants of approximately $280 billion is an appropriate remedy. 
In May 2004, foe court issued an order denying defendants' motion for partial summary judgment limiting the 
disgorgement remedy. In June 2004, the trial court certified that order for immediate appeal, and in July 2004, 
the U.S. Court of Appeals for the District of Columbia agreed to hear the appeal on an expedited basis. On 
February 4, 2005, the appeals court, in a 2-1 decision, ruled that disgorgcment is not an available remedy in 
this case. This ruling eliminated the government's claim for S280 billion and limits the government's potential 
remedies principally to forward-looking relief, including funding for anti-smoking programs. The government 
appealed this ruling to seek a rehearing en bane. On April 20, 2005, the appeals court denied the government's 
appeal. On July I 8, 2005, the government appealed the ruling with regard to the S280 billion disgorgement 
decision to the U.S. Supreme Court. On October 17, 2005 the U.S. Supreme Court, without comment, denied 
the appeal. 

In addition to the claim for disgorgement, the government seeks relief consisting of, among other 
things. (i) prohibitory injunctions (including prohibitions on committing acts of racketeering, making false or 
misleading statements about cigarettes, and on youth marketing); (ii) disclosure of documents concerning the 
health risks and addictive nature of smoking, the ability to develop less hazardous cigarettes and youth 
marketing campaigns; (iii) mandatory corrective statements about the health risks of smoking and the addictive 
properties of nicotine in future marketing campaigns; and (iv) funding of remedial programs (including 
research, public education campaigns, medical monitoring programs, and smoking cessation programs). The 
trial phase of the case concluded on June 9, 2005. In its closing argument and submissions, the government 
requested that the tobacco industry be required to fund an up to ten-year, $14 billion smoking cessation 
program. The government has reportedly also asked the court to appoint a lawyer as monitor with power to 
order the defendants to sell off their research and development facilities related to developing so-called safer 
cigarettes. The monitor would also have po\ver to review the business policies of the defendants. The 
government has also reportedly requested that restrictions be placed on the defendants' ability to sell their 
cigarette businesses and that the defendants be compelled to run public advertisements regarding the dangers 
of smoking. The defendants filed a motion to dismiss the government's request for the $14 billion award, 
arguing that the award was barred by the February 4, 2005 appellate decision. On July 22, 2005, the District 
Court judge granted the motion made under Federal Rule of Civil Procedure 24 by six public interest groups to 
intervene in this action for the very limited purpose of being heard on the issue of permissible and appropriate 
remedies in this case, should the government prevail on its claims with respect to smoking cessation programs. 
On August 15, 2005, the parties filed their proposed findings of fact. Post-trial briefing was completed on 
October 9, 200:5. 

In January of 200 l, the Canadian Province of British Columbia enacted the Damages and Healthcare 
Costs Recovery Act (the "HCCR Act"). The HCCR Act authorizes an action by the government of British 
Columbia against a manufacturer of tobacco products for the recovery by the government of the present value 
of past and reasonably expected future healthcare expenditures incurred by the government in treating British 
Columbians w-1th diseases caused by exposure to tobacco products, where such exposure was caused by a 
manufacturer's tort in British Columbia or a breach of a duty owed to persons in British Columbia. The HCCR 
Act allows the government to bring such action for expenditures related to a particular individual or on an 
aggregate basis for a population of persons. In an action brought on an aggregate basis, the Act docs not 
require the government identify a particular person or to prove particular injury, healthcare costs or causation 
of harm with respect to any particular person. Where the government proves in an aggregate claim with respect 
of a type of tobacco product that a manufacturer breached a legal duty owed to persons who have been or 
might become exposed to the tobacco product and that exposure to the tobacco product can cause or contribute 
to a disease, the court is required to presume that (l) the population of persons who were exposed to the 
tobacco product would not have been exposed to the product but for the breach of duty and (2) such exposure 
caused or contributed to disease or risk of disease in such population of persons. In such cases, the court is 
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required to detennine on an aggregate basis the cost of healthcare benefits provided after the date of the breach 
of duty and to assess liability among defendants based on the proportion of the aggregate cost equal to each 
defendant's market share in the type of tobacco product. Statistical infonnation and information derived from 
epidemiological and other relevant studies is admissible as evidence under the llCCR Act to establish 
causation and for quantifying damages in an action brought by the government under the HCCR Act or in an 
action brought by a class of persons under Canada's class action statute. 

Subsequently to the enactment of the HCCR Act, the government of British Columbia brought an 
action under the IICCR Act against certain foreign and domestic tobacco manufacturers, including Philip 
'.Vlorris international, a subsidiary of Altria. The defendants challenged the constitutionality of the HCCR Act 
and in a decision dated June 5, 2003, British Columbia's trial level court held that the HCCR Act was 
unconstitutional as exceeding the territorial jurisdiction of the Province. On appeal, British Columbia's highest 
court reversed the lower court in a decision dated May 20. 2004, holding that the HCCR Act was 
constitutional. The matter was appealed to the Canadian Supreme Court, Canada's highest court. By a 
unanimous decision dated September 29, 2005 the Canadian Supreme Court affinned the lower court, holding 
that the HCCR Act was constitutional. In the decision, the court also vacated the stay of proceedings and the 
action will now continue. While the judgment only applies to British Columbia, it is expected that other 
provincial governments may follow suit. It has been reported that Newfoundland has enacted and 
Saskatchewan and Nova Scotia are considering enacting legislation similar to the HCCR Act. 

Other Tobacco-Related Litigation. The tobacco industry is also the target of other litigation. By way 
of example only, and not as an exclusive or complete list, the following are additional tobacco-related 
litigation: 

• Asbestos Contribution Cases. These cases, which have been brought against cigarette manufacturers 
on behalf of fonner asbestos manufacturers, their personal injury settlement trusts and insurers, seek, 
among other things, contribution or reimbursement for amounts expended in connection with the 
defense and payment of asbestos claims that were allegedly caused in whole or in part by cigarette 
smoking. In January 2005, one case was dismissed; currently, one case (Fibreboard Corp. v. R.J. 
Reynolds Tobacco Co.) remains pending. 

• Cigarette Price-Fixing Cases. According to one OPM, as of February 15, 2006, there were two cases 
pending against domestic cigarette manufacturers in Kansas (Smith v. Philip Morris) and New Mexico 
(Romero v. Philip Morris), alleging that defendants conspired to fix cigarette prices in violation of 
antitrust laws. The plaintiffs' motions for class certification have been granted in both cases. In 
February 2005, the New Mexico Court of Appeals affinned the class certification decision in the 
Romero case. On April 19, 2005, the defendants filed motions for summary judgment. 

• Cigarette Contraband Cases. In May 2001 and August 2001, various governmental ent1t1es of 
Colombia. the European Community and ten member states filed suits in the U.S. against certain PMs, 
alleging that defendants sold to distributors cigarettes that would be illegally imported into various 
jurisdictions. The claims asserted in these cases include negligence, negligent misrepresentation, 
fraud, unjust enrichment, violations of RICO and its state-law equivalents and conspiracy. Plaintiffs 
in these cases seek actual damages, treble damages and undisclosed injunctive relief. In February 
2002, the trial court granted defendants' motions to dismiss all of the actions. Plaintiffs in each case 
have appealed. In January 2004, the U.S. Court of Appeals for the Second Circuit affinned the 
dismissals of the cases. In April 2004, plaintiffs petitioned the U.S. Supreme Court for further review. 
The European Community and the l O member states moved to dismiss their petition in July 2004 
following an agreement entered into among Philip Morris, the European Commission and 10 member 
states of the European Community. The tenns of this cooperation agreement provide for broad 
cooperation with European law enforcement agencies on anti-contraband and anti-counterfeit efforts 
and resolve all disputes between the parties on these issues. In May 2005, the U.S. Supreme Court 
granted the petitions for review, vacated the judgment of the Second Circuit Court of Appeals and 
remanded the case to that court for further review in light of the Supreme Court's recent decision in 

86 



U.S. v. Pasquantino. On September 13, 2005, the Second Circuit Court of Appeals found that 
Pasquantino was inapplicable to the case and amnned its earlier decision that the revenue rule bars 
foreign sovereigns' civi] claims for recovery of lost tax revenue and law enforcetnent costs related to 
cigarette smuggling. In January 2006, the U.S. Supreme Court rejected the European Union's petition 
for review. 

• Patent Litigation. In 200 I and 2002, Star Scientific, Inc. ("Star") filed two patent infringement 
actions against Reynolds Tobacco in the U.S. District Court for the District of Maryland. Such actions 
have been consolidated. Reynolds Tobacco filed various motions for summary judgment, which were 
all denied. Reynolds Tobacco has also filed counterclaims seeking a declaration that the claims of the 
two Star patents in dispute are invalid. unenforceable and not infringed by Reynolds Tobacco. 
Between January 31. 2005 and February 8, 2005, the District Court held a first bench trial on 
Reynolds Tobacco's affirmative defense and counterclaim based upon inequitable conduct. The 
District Court has not yet issued a ruling on this issue. Additionally, in response to the court's 
invitation, Reynolds Tobacco filed two summary judgment motions on January 20, 2005. The District 
Court has indicated that it will rule on Reynolds Tobacco's two pending summary judgment motions 
and the issue of inequitable conduct at the same time. The District Court has not yet set a trial date Jor 
the rernaining issues in the case. 

• Vermont Litigation. On July 22, 2005, Vermont announced that it had sued Reynolds Tobacco for 
using false and misleading advertising to promote its "Eclipse" brand of cigarettes. The lawsuit 
charges that Reynolds Tobacco's advertising, which claims that smoking Eclipse cigarettes is less 
harmfol than smoking other brands of cigarettes, violated Vermont's consumer protection statutes. 
According to the Vermont Attorney General, the ofiices of Attorneys General across the country, 
including California, Connecticut, the District of Columbia, Idaho, Illinois, Iowa, Maine, New York 
and Tennessee, have actively participated in the investigation leading up to this lawsuit and will 
continue to assist Vermont in it. 

• Foreign Lawsuits. Lawsuits have been filed in foreign jurisdictions against certain OPMs and/or their 
subsidiaries and affiliates, including individual smoking and health actions. class actions and 
healthcare cost recovery suits. 

The foregoing discussion of civil litigation against the tobacco industry is not exhaustive and is not 
based upon the Authority's examination or analysis of the court records of the cases mentioned or of any other 
court records. It is based on SE(' filings by OPMs and on other publicly available infonnation published by 
the OPMs or others. Prospective purchasers of the Series 2006 Bonds are referred to the reports filed with the 
SEC by certain of the OPMs and applicable court records for additional descriptions thereof. 

Litigation is subject to many uncertainties. In its SEC filing, one OPM states that it is not possible to 
predict the outcome of litigation pending against it, and that it is unable to make a meaningful estimate of the 
amount or range of loss that could result from an unfavorable outcome of pending litigation, and that it is 
possible that ii:s business, volume, results of operations, cash flows or financial position could be materially 
affected by an unfavorable outcome or settlement of certain pending litigation or by the enactment of federal or 
state tobacco legislation. It can be expected that at any time and from time to time there will be developments 
in the litigation presently pending and filing of new litigation that could adversely affect the business of the 
PMs and the market for or prices of securities such as the Series 2006 Bonds payable from tobacco settlement 
payments made under the :\fSA. 
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GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT 

The ji,llowing infiirmation has been extracted Ji-om the Global Insight Cigarette Consumption Report, 
a copy of which is attached hereto as Appendix A. This summary does not purport to be complete and the 
Global Insight Cigarette Consumption Report should he read in its entirety for an understanding of the 
assumptions on which it is based and the conclusions it reaches. The Global Insight Cigarette Consumption 
Report forecasts future U.S. domestic cigarette consumption. The MSA payments are based in part on 
cigarettes shipped in and to the U.S. Cigarette shipments and cigarette consumption may not match at any 
given point in time as a result of various _factors such as invento1y acfjustments, but are substantially the same 
ivhen compared over a period oj'time. 

General 

Global Insight has prepared a report, dated May 26, 2006 (previously defined as the "Global Insight 
Cigarette Consumption Report") for the Authority on the consumption of cigarettes in the U.S. from 2004 
through 2046 entitled, "A Forecast of U. S. Cigarette Consumption (2004-2046) for Tobacco Securitization 
Authority of Southern California." Global Insight is an internationally recognized econometric and consulting 
firm of over 200 economists in 16 offices worldwide. Global Insight is a privately held subsidiary of Global 
Insight Inc., a publicly traded company which is a provider of financial, economic and market research 
information. 

Global Insight has developed a cigarette consumption model based on historical U.S. data between 
1965 and 2003. Global Insight constructed this cigarette consumption model after considering the impact of 
demographics, cigarette prices, disposable income, employment and unemployment, industry advertising 
expenditures, the future effect of the incidence of smoking among underage youth and qualitative variables 
that captured the impact of anti-smoking regulations, legislation, and health warnings. After determining which 
variables were effective in building this cigarette consumption model (real cigarette prices, real per capita 
disposable personal income, the impact of restrictions on smoking in public places, and the trend over time in 
individual behavior and preferences), Global Insight employed standard multivariate regression analysis to 
determine the nature of the economic relationship between these variables and adult per capita cigarette 
consumption in the U.S. The multivariate regression analysis showed: (i) long run price elasticity of demand 
of -0.33; (ii) income elasticity of demand of 0.27; and (iii) a trend decline in adult per capita cigarette 
consumption of2.40% per year holding other recognized significant factors constant. 

Global Insight's model, coupled with its long term forecast of the U.S. economy, was then used to 
project total U.S. cigarette consumption from 2004 through 2046 (the "Base Case Forecast"). The Base Case 
Forecast indicates that the total U.S. cigarette consumption in 2046 will be 182 billion cigarettes 
(approximately 9 billion packs), a 54% decline from the 2003 level. From 2004 through 2046, the average 
annual rate of decline is projected to be 1.81 %. On a per capita basis, consumption is forecast to fall during 
the same period at an average annual rate of 2.53%. Total consumption of cigarettes in the U.S. is forecast to 
fall from an estimated 381 billion in 2005, to 373 billion in 2006, to under 300 billion by 2018, and under 
200 billion by 2041, as set forth in the following table. The Global Insight Cigarette Consumption Report 
states that Global Insight believes that the assumptions on which the Base Case Forecast is based are 
reasonable. 
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Global Insight Base Case Forecast of Cigarette Consumption 

Cigarettes Cigarettes 
Year (billions) Year (billions) 

2004 393.00 2026 259.36 
2005 38100 2027 254.97 
2006 373.34 2028 250.69 
2007 366.86 2029 24648 
2008 360.59 2030 242.34 
2009 353.96 2031 238.16 
2010 347.62 2032 234.12 
2011 341.27 2033 230.14 
2012 334.93 2034 226.19 
2013 328.54 2035 221.88 
2014 322.14 2036 217.98 
2015 31645 2037 214.19 
2016 310.82 2038 210.53 
2017 305.06 2039 206.72 
2018 299.41 2040 203.02 
2019 293.71 2041 199.44 
2020 288.43 2042 195.80 
2021 283.17 2043 192.24 
2022 278.11 2044 188.76 
2023 273.09 2045 185.34 
2024 268.43 2046 182.02 
2025 263.84 
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The following graph displays the projected time trend of cigarette consumption in the U.S 

Annual U.S. Cigarette Consumption: Base Case Forecast 
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The Global Insight Cigarette Consumption Report also presents alternative forecasts that project 
higher and lower paths of cigarette consumption, predicting that by 2046 total U.S. consumption could be as 
low as l 49 billion or as high as l 94 billion cigarettes. In addition, the Global Insight Cigarette Consumption 
Report presents scenarios with more extreme variations in assumptions for the purposes of illustrating 
alternative paths of consumption. 

Comparison with Prior Forecasts 

This forecast differs from those provided in similar studies in 2005 and 2006. In February 2006 full 
year data on industry shipments for 2005 were reported by the manufacturers and by the Alcohol and Tobacco 
Tax and Trade Bureau. From this data Global Insight estimates that consumption in 2005 was 381 billion 
cigarettes, 4 billion fewer than projected. This new data has been incorporated into the revised forecast. Its 
long term implications are that consumption levels in 2046 are forecast to be 182 billion, 3 billion fewer than 
the 185 billion in Global Insight's forecasts of 2005. 

Historical Cigarette Consumption 

The USDA, which has compiled data on cigarette consumption since l 900, reports that consumption 
(which is defined as taxable U.S. consumer sales, plus shipments to overseas armed forces, ship stores, Puerto 
Rico and other U.S. possessions, and small tax-exempt categories, as reported by the Bureau of Alcohol, 
Tobacco and Firearms) grew from 2.5 billion in 1900 to a peak of 640 billion in 1981. Consumption declined 
in the 1980's and 1990's, reaching a level of 465 billion cigarettes in 1998, and decreasing to less than 
400 billion cigarettes in 2004. 

The following table sets forth U.S. domestic cigarette consumption for the eight years ended 
December 31, 2005. The data in this table vary from statistics on cigarette shipments in the U.S. While the 
Cigarette Consumption Report is based on consumption, payments under the MSA are computed based in part 
on shipments in or to the 50 states of the U.S., the District of Columbia and Puerto Rico. The quantities of 
cigarettes shipped and cigarettes consumed may not match at any given point in time as a result of various 
factors such as inventory adjustments, but are substantially the same when compared over a period of time. 
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U.S. Cigarette Consumption 

Year Ended 
December 31 

2005 
2004 
2003 
2002 
2001 
2000 
1999 
1998 

Factors Affecting Cigarette Consumption 

Consumption 
(Billions of Cigarettes) 

38J(est.) 
393(est.) 
400 
415 
425 
430 
435 
465 

Percentage 
Change 

-3.05% 
-1.75 
-3.61 
-2.35 
-1. 16 
-1.!5 
-6.45 
-3.13 

Most empirical studies have found a common set of variables that are relevant in building a model 
of cigarette demand. These conventional analyses usually evaluate one or more of the following factors: (i) 
general population growth, (ii) price elasticity of demand and price increases. (iii) changes in disposable 
income, (iv) youth consumption. (v) trends over time, (vi) smoking bans in public places, (vii) nicotine 
dependence, (viii) health warnings, and (ix) smokeless tobacco products. While some of these factors were not 
found to have a measurable impact on changes in demand for cigarettes, all of these factors are thought to 
affect smoking in some manner and to be incorporated into current levels of consumption. Since I 964 there 
has been a significant decline in U.S. adult per capita cigarette consumption. The I 964 Surgeon General's 
health warning and numerous subsequent health warnings, together with the increased health awareness of the 
population over the past 30 years, may have contributed to decreases in cigarette consumption levels. If, as 
assumed by Global Insight, the awareness of the adult population continues to change in this way, overall 
consumption of cigarettes will decline gradually over time. Global Insight's analysis includes a time trend 
variable in order to capture the impact of these changing health trends and the effects of other such variables 
which are difficult to quantify. 

GLOBAL INSIGHT POPULATION REPORT 

The following information has heen extracted.from the Global Insight Population Report. a copy of 
which is attached hereto as Appendix B. This summa~v does not purport to be complete and the Global Insight 
Population Re11ort :.;hould be read in its entirety }Or an understanding a.( the assumfJlions on vvhich it is ha:.;ed 
and the conclusions reached. 

General 

Global Insight has also prepared A Forecast of Population (2000-2040) for Counties in California 
including San Diego County, dated :'vlay 26, 2006, with respect to the population of California counties from 
2000 through 2040. For a description of Global Insight, see "GLOBAL INSIGHT CIGARETTE 
CONSUMPTION REPORT - General." See Appendix B - "GLOBAL INSIGHT POPULATION REPORT" 
attached hereto. 

Global Insight's population model was designed to forecast the county-by-county population of 
California from 2000 to 2040 in order to provide the County population shares used in the detennination of the 
payments made to the County under the ARIMOU. Sec "THE CALIFORNIA CONSENT DECREE, THE 
MOU, THE ARIMOU AND THE CALIFORNIA ESCROW AGREEMENT - General Description." Global 
Insight considered the impact of fertility/birth rates, mortality ratesilife expectancy, migration (including 
international, domestic, and intra-county migration with California), race. age, gender and ethnicity, as well as 
the business cycle, land area and usage, water resources, and environmental risks such as earthquakes. Global 
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Insight found the following variables to be relevant in building an empirical model of California population 
through 2040 hy county and share of the total population: births, deaths, and migration (international, domestic 
and county to county). The projections and forecasts arc based on assumptions regarding the future paths of 
these factors, as further described in the Global Insight Population Report that Global Insight believes are 
reasonable. 

Projections and Forecasts 

The projections and forecasts included in the Global Insight Population Report, including, but not 
limited to, those regarding the future population of the County, are estimates, which have been prepared on the 
basis of certain assumptions and hypotheses. No representation or warranty of any kind is or can be made with 
respect to the accuracy or completeness of, and no representation or warranty should be inferred from, these 
projections and forecasts. The projections and forecasts contained in the Global Insight Population Report are 
based upon assumptions as to future events and, accordingly, are subject to varying degrees of uncertainty. 
Some assumptions inevitably will not materialize and, additionally, unanticipated events and circumstances 
may occur. Therefore, for example, the County's population inevitably will vary from the projections and 
forecasts included in the Global Insight Population Report and the variations may be material and adverse. 

Global Insight projects that the population in the County will increase by 54% in the next 40 years. 
Global Insight states that among the factors for this growth arc geographical location, ethnic diversity, and cost 
of living considerations. 

On :\,larch 16, 2006, the Bureau of the Census released the 2005 estimates of the population for 
counties that indicated that the County's population in 2005 was 2,933,462, which is lower than Global 
Insight's 2001 forecast. Based on the Bureau of the Census' 2005 estimates, the County's share of State 
population is 8.12%. This estimate is somewhat lower than DRI•WEFA's 2001 forecast of8.33%. 

Domestic migration, both within the State and between the State and other states, is a volatile 
demographic component because it substantially depends on relative differences in economic conditions across 
the State and nation. Domestic in-migration began to wane at the start of this decade. Then, with home prices 
escalating and affordability declining, net domestic migration turned sharply negative in 2003. However, the 
magnitude of the net outflow is uncertain. The California Department of Finance estimates the net outflow of 
residents at 7,200 in 2004, and 12,400 in 2005. The Bureau of the Census meanwhile estimates the net out
migration from San Diego had been 97 ,500 this decade, with an outflow of 43, I 00 in 2005. The two sources 
also result in different estimates of the county's current share of state population. The Bureau of the Census 
estimates result in a 2005 share of 8.12%, while the Department of Finance estimates result in a share for San 
Diego of8.26%. 

These preliminary estimates will be revised in 2007 as further data becomes available from the U.S. 
Internal Revenue Service based on tax returns filed in 2006. For this reason, and given the wide disparity in the 
migration component, the Global Insight Population Report assumes, for the purpose of generating a 
forecast, that in 2005 the actual domestic migration is an average of the two sources, or 28,000. Global Insight 
states that there is no reason a priori to give greater credence to either estimate. This assumption affects Global 
Insight's forecast in two ways - first in setting the starting point, 2005, in applying the results of Global 
Insight's economic and demographic change models, and second, in the behavior over time of the domestic 
out-migration. The economic model predicts a decline in the net outflow, which Global Insight attributes to the 
extremely high housing prices in the County. The normalization of the migration behavior, to its long run 
equilibrium, spans a longer time period (into the next decade) if it starts from a level as high as the Census 
2005 estimate indicates. 
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Global Insight projects that the County's share of the total population for the State of California will 
be as follows: 

GLOBAL 11\ISIGHT PRO,IECTED POPIJLATIOJ'i 

Vear 

2000 
201(1 
2020 
2030 
2040 

State Population 

33,871,648 
38,518,314 
42,869,736 
47,169,112 
51,549,610 

Rounded to the nearest hundredth of a percent. 

Department of Finance Projection 

County Population 

2,813,833 
3,071,382 
3,469,819 
3,883,651 
4,340,977 

County's Percentagf of 
State Population 

8.31% 
7.97 
8.09 
S.23 
8.42 

The Global Insight Population Report also includes the California population projections completed 
by the California Department of Finance ("DOF"). The DOF forecast extending to 2040 revised the County's 
share of State population for 2040 at 8.32%, 0.1 percentage point lower than Global Insight's projected share of 
8.42%. 

Comparison with Prior Forecasts 

In 200 I, Global Insight (then DRI•WEFA) presented a similar study "A Forecast of Population (1999-
2040) for Counties in California including San Diego County". In that report Global Insight projected that the 
County's share of California population would increase to 8.37% in 2010 to 8.59% in 2020, 8.92% in 2030, 
and to 9.28% in 2040. The current forecast is for somewhat lower shares for the County. The County's share 
will decline to 7.97% in 2010, and then rise to 8.42% in 2040. 

Estimates by the Bureau of the Census indicate that San Diego population in 2005 was 2,933,462, 
3.1% lower than that projected in Global Insight's 2001 forecast. In that earlier forecast Global Insight had 
anticipated that net domestic migration would tum negative by 2015. However, data this decade indicate that 
net outflows bt:gan in 2003. As a result, Global Insight has lowered its migration estimates in its report. For the 
state, the estimated 2005 population was also somewhat lower than anticipated in 2001, for the similar reason 
that net outflows to other states accelerated in 2004 and 2005. For this reason Global Insight has also made a 
small downward adjustment in the state population forecast. The County's share in 2005 was, by the Census 
estimate, 8.12%, somewhat lower than the 8.33% projected in 200 I. 

SUMMARY OF BOND STRUCTURING ASSUMPTIONS AND AMORTIZATION 

Introduction 

The following discussion describes the methodology and assumptions used to calculate projections of 
County Tobacco Assets to be received by the Authority (the "Cash Flow Assumptions"), as well as the 
methodology and assumptions used to structure the Turbo Tenn Bond Maturities and Sinking fund 
Installments for the Series 2006 Bonds and calculate the projected Turbo Redemptions (the "Bond Structuring 
Methodology"). In addition, sensitivity analyses are provided that evaluate the impact of different consumption 
levels on Turbo Redemptions. If actual results are different from those assumed, it could have a material effect 
on the forecast of County Tobacco Assets as well as Turbo Redemptions. 
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Cash Flow Assumptions 

In calculating projections of Collections to be received by the Authority, different assumptions of 
cigarette consumption in the United States, including the forecast developed by Global Insight described as the 
Base Case Forecast, were applied to calculate Annual Payments and Strategic Contribution Fund Payments to 
be made by the PMs pursuant to the MSA. The calculations of payments required to be made were performed 
in accordance with the terms of the MSA; however, as described below, certain assumptions were made with 
respect to consumption of cigarettes in the United States and the applicability of certain adjustments and offsets 
to such payments set forth in the MSA. In addition, it was assumed that the PMs make all payments required to 
be made by them pursuant to the MSA, and that the relative market share for each of the PMs remains constant 
throughout the forecast period at 85 .1 % for the OPMs, 8. 7% for the SP Ms and 6.2% for the NPMs. * It was 
further assumed that each company that is currently a PM remains such throughout the term of the Series 2006 
Bonds. 

In applying consumption forecasts from the Global Insight Cigarette Consumption Report, it was 
assumed that United States consumption, which was forecasted by Global Insight, was equal to the number of 
cigarettes shipped in and to the United States, the District of Columbia and Puerto Rico. which is the number 
that is applied to determine the Volume Adjustment. The Global Insight Cigarette Consumption Report states 
that the quantities of cigarettes shipped and cigarettes consumed may not match at any given point in time as a 
result of various factors such as inventory adjustments, but are substantially the same when compared over a 
period ohime. 

Annual Payments and Strategic Contribution Fund Payments 

For each projection, the amount of Annual Payments and Strategic Contribution Fund Payments to be 
made by the PMs was calculated by applying the adjustments applicable to the Annual Payments and Strategic 
Contribution Fund Payments in the order, and in the amounts, set forth in the MSA. as follows: 

Inflation Adjustment. First, the Inflation Adjustment was applied to the schedule of base amounts for 
the Annual Payments and Strategic Contribution Fund Payments set forth in the MSA. The inflation rate is 
compounded annually at the greater of 3.0% or the actual Consumer Price Index for All Urban Consumers in 
the prior year as published by the Bureau of Labor Statistics (released each January). The calculations of 
Annual Payments and Strategic Contribution Fund Payments assume the minimum Inflation Adjustment 
Percentage provided in the MSA of 3.0% in every year except 2000, 2004 and 2005 where actual results were 
3.400%, 3.256% and 3.416% respectively. 

Volume Adjustment. Next. the Annual Payments and Strategic Contribution Fund Payments calculated 
for each year after application of the Inflation Adjustment were adjusted for the Volume Adjustment by 
applying the projected cigarette consumption for each scenario to the market share of the OPMs for the prior 
year. No add back or benefit was assumed from any Income Adjustment. See "SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT-~ Adjustments to Payments-· Volume Adjustment" herein for a 
description of the formula used to calculate the Volume Adjustment. 

Previously Settled States Reduction. Next, the annual amounts calculated for each year after 
application of the Inflation Adjustment and the Volume Adjustment were reduced by the Previously- Settled 
States Reduction, which applies only to the Annual Payments owed by the OPMs. The Previously-Settled 
States Reduction does not apply to Strategic Contribution Fund Payments. The Previously- Settled States 
Reduction is as follows for each year of the following period: 

• The aggregate market share information used in the Cash Flow Assumptions may differ materially from the 
market share information used by the MSA Auditor in calculating adjustments to Initial Payments, Annual 
Payments and Strategic Contribution Fund Payments. See "SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT-Adjustments to Payments." 
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2000 through 2007 
2008 through 2017 
2018 and after 

12.4500000% 
12.2373756'Yo 
l 1.0666667% 

Non-Settling States Reduction. The Non-Settling States Reduction was not applied to the Annual 
Payments and Strategic Contribution Fund Payments, because such reduction has no effect on the amount of 
payments to be received by a state that remains a party to the MSA. Thus, the Cash Flow Assumptions include 
an assumption 1:hat the State of California will remain a party to the MSA. 

NPM Adjustment. The NPM Adjustment will not apply to the Annual Payments and Strategic 
Contribution Fund Payments payable to any state that enacts and diligently enforces a Qualifying Statute, 
where such statute is not held to be unenforceable. The Cash Flow Assumptions include an assumption that the 
State will enforce a Qualifying Statute that is not held to be unenforceable. For a discussion of the State's 
Qualifying Statute, see "SUMMARY OF THE MASTER SETTLEMENT AGREEYIENT - 'v!SA Provisions 
Relating to Model Statute/Qualifying Statutes - State's Qualifying Statute" herein. For a description of the 
opinion of Orrick, Herrington & Sutcliffe LLP Bond Counsel to be delivered to the Authority with respect to 
the 'vlodel Statute, sec "LEGAL CONSIDERATIONS - Qualifying Statute Constitutionality" herein. 

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

Litigating Releasing Parties Ojfset. The Cash Flow Assumptions include an assumption that tl1e 
Litigating Releasing Parties Offset will have no effect on payments. 

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

Subsequent Participating Manufacturers. The Cash Flow Assumptions assume that the relative market 
share of the SPMs remains constant at 8.7%. Because the 8.7% market share is greater than 3.125% (125% of 
2.5%, the SPM,' estimated 1997 market share), the SPMs are required to make Annual Payments and Strategic 
Contribution Fund Payments in each year. 

State A/location Percentage fbr Califi,rnia. The amounts of Annual Payments and Strategic 
Contribution Fund Payments, after application of the Inflation Adjustment, the Volume Adjustment and the 
Previously- Settled States Reduction (where applicable) for each year were multiplied by the respective State 
Allocation Percentages for the State ( 12. 7639554% for Annual Payments and 5.1730408% for Strategic 
Contribution Fund Payments) in order to determine the amount of Annual Payments and Strategic Contribution 
Fund Payments to be made by the PMs in each year to be allocated to the California State-Specific Account. 

MOU and ARI MOU Allocation Percenta1;e for the Countv. The amount of Annual Payments and 
Strategic Contribution Fund Payments in each year to be allocated to the California State-Specific Account, 
calculated as described in the preceding paragraph, was multiplied by the percentage of such payments that is 
expected to be allocated to the County (presently approximately 3. 738% based on US Census Bureau 
population data from 2000) pursuant to the MOU and the ARIMOU in order to determine the amount of 
Annual Payments and Strategic Contribution Fund Payments assumed to be received by the Trustee in each 
year. The County's share is based upon its percentage of the State's population and is subject to change based 
upon each Official United States Decennial Census. The Cash Flow Assumptions include an assumption that 
the County's share of California's TSRs is as presented in the table below, which is based upon the Population 
Report provid,:d by Global Insight. See Appendix B - "GLOBAL INSIGHT POPULATION REPORT" 
attached hereto. 
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Census 

2000 
2010 
2020 
2030 
2040 

Interest Earnings 

County as a o/0 
of State 

8.31% 
7.97% 
8.09% 
8.23% 
8.42o/c, 

County's Share 
of California 

TS Rs 

3.738% 
3.588% 
3.642% 
3.705% 
3.789% 

County's Share County's Share of 
ofMSA Annual MSA Strategic 

Payments Payments 

0.477% 0.193% 
0.458% 0.186% 
0.465% 0.188% 
0.473% 0.192% 
0.484% 0.196o/o 

The Cash Flow Assumptions assume that the Trustee will receive ten days after April 15th the 
County's share of the Annual Payments owed by the PMs in 2007 and each year thereafter. It is further 
assumed that ten days after April 15th, the Trustee will receive the County's share of the Strateb>ic 
Contribution Fund Payments in each year from 2008 through 2017. Earnings are assumed at 4.00% per annum 
on the Payments received by the Trustee until the applicable Distribution Date. Interest earnings have been 
assumed to begin accruing upon receipt by the Trustee of the Annual Payments and Strategic Contribution 
Fund Payments. 

Amounts on deposit in the Senior Liquidity Reserve Account established under the Indenture are 
assumed to be invested at the rate of5.34% per annum based upon the Corporation's actual investment. 

Other Assumptions 

Sinking Fund Installments. The schedule of Sinking Fund Installments for the Series 2006A Senior 
Current Interest Bonds is as indicated under the heading "THE SERIES 2006 BONDS - Sinking Fund 
Installments." herein. There is no schedule of Sinking Fund Installments for the Series 2006B First 
Subordinate CABs, the Series 2006C Second Subordinate CABs, or the Series 20060 Third Subordinate 
CABs. 

Turbo Term Bond Maturities. The Series 2006 Turbo Term Bonds mature as set forth on the inside 
front cover hereof. 

Senior Liquidity Reserve Account. The Senior Liquidity Reserve Account Requirement was 
established for the Senior Series 2006 Bonds at S33,274, 125.00 Under the Cash Flow Assumptions, on any 
Distribution Date where the balance in the Senior Liquidity Reserve Account exceeds the Series 2006 Senior 
Bond Obligation and interest accrued thereon, the balance in the account will be used to redeem Bonds, and 
thereafter, the balance in the Senior Liquidity Reserve Account is assumed to be $0. 

Operating Expense Assumptions. Annual operating expenses of the Authority have been assumed at 
the Operating Cap of $200,000 in 2006. In 2007, and each year thereafter, the Operating Cap was assumed to 
be inflated at 3% per year. No operating expenses are assumed in excess of the annual Operating Cap and no 
arbitrage rebate expense was assumed since it has been assumed that the yield on the Authority's investments 
will not exceed the yield on the Series 2006 Bonds. Operating Expenses for 2006 are funded from amounts 
held under the Prior Indenture and transferred to the Operating Account established under the Indenture. 

Closing Date. The Series 2006 Bonds are assumed to be issued on May 31, 2006. 

Interest Rates and Computation of Interest. The Series 2006 Bonds were assumed to bear interest or 
accrete at the rates set forth on the inside cover hereof. Computations of interest were assumed to be made on 
the basis of a 360..day year consisting of twelve 30-day months. 

96 



Miscellaneous. The Cash Flow Assumptions assume that no Swap Payments arc required to be made, 
that there is no optional redemption or refunding of the Series 2006 Bonds. that no Refunding Bonds or 
Additional Bonds are issued, that no Event of Default occurs and, that no Lump Sum Payment, Partial Lump 
Sum Payment or Total Lump Sum Payment is received. that no Turho Redemptions occur on any Distribution 
Date in December, and that there is a Mandatory Clean-up Call from balances in the Pledged Accounts. It is 
further assumed that all Distribution Dates occur on the first day of each June and December, whether or not 
such date is a Business Day. 

Series 2006 Bond Structuring Methodology 

Cigarette Consumption. The Series 2006 Bonds have been structured utilizing the Global Insight Base 
Case Forecast. The following tables present the projections of Annual Payments, Strategic Contribution Fund 
Payments and total payments to be received by the Trustee in each year through 2046, calculated in accordance 
with the Cash Flow Assumptions and using Global Insight's Base Case Forecast. Global Insight's Base Case 
Forecast for lnited States cigarette consumption is set forth under "GLOBAL INSIGHT CIGARETTE 
CONSUMPTION REPORT." herein. Sec APPENDIX A hereto for a discussion of the assumptions underlying 
the projections of cigarette consumption contained in the Global Insight Cigarette Consumption Report. 
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Projection or Annual Payments to be Received by the Trustee 
(in dollars) 

Global ln~1gh1 Total OPM 
Base Ca~e OPM Base Previously Annual SPM Annual Total Annunl 

('onsumption Adjusted Annm,1 Inflation Volume Settled States Paymen1~ Paymen!~ !o l'ayments to 
Year hi recast Corrnumption Paymenl:i Adjustment Adjustment Reduction Subtotal b~ut."l''s Allocation - -- ··-·· 

2007 366.861.230,978 312.198,907,562 8,000.000,000 2.239,993,527 (3,332,265,515) (860,012,\38) 6,(}47,715,875 0,47715534%, 28,856.999 2.159.287 31.016.286 
2008 360,592.250.500 306,864.()05, 176 8, \ 39Jl00.000 2,591,450,817 (3,613, 722, 786 l (870,900,740) 6,245,827,292 OA7715534'h, 29,!i.02,298 2.224,618 32,02(,,916 
2009 353,958,548,815 JOl,2 l 8,725Jl4 l K 139,000,000 2,913,364,342 (3,843,617 ,262) (882,161,456) 6,326,585,624 0.477l55J4i;,(I 30,187,641 2,l<i),382 J2,441,02J 
2010 347 .623.207 ,57() 295,827,349,642 8.139.000,000 3,244.935,272 (4,{)91,332,800) {892,423.156) 6,400, 179,3 I 7 (),47715534'(,;, 30538,797 2,279,595 32,818,392 
2011 341.269,()9 I ,951 290.4 !9/>97,250 8.!3'.l,0()(),000 J,586,453,330 (4344,318, ! 59) (903.257,234) 6,477 ,877 ,937 0.47715534",0 30,909,540 '.'.,307,269 3.L!l6,809 
2012 334,929,406.672 285,024. 925,078 8, 139,000,000 3.938216,930 (4,609, 197,993) (913,889.527) 6,554,129,410 0.45799752% 30,017,750 2.240,70\ 32.258.451 
2013 328,543,528. 719 279,590,542,948 K.139,0<)0,000 4.300.:5.13.438 (4,885,745.991\) (924,J8.\J41) 6,629,4112,1!99 0.45799752'.!1, 30.362,497 2.266.435 32,628,932 
2014 322, l 36,994,313 274,138,582,160 H,1.l9,000.000 4.(,73.719.441 (5,175.776.316) (9J4.561.4 I 5) 6,702,3Hl,710 0.45799752% 30.696,742 2,291,385 32,988,127 
2015 316,449,072,302 269.298,160.529 8, 119,000,000 5,058.!01,024 (5.479.289.249) (944.457,615) 6,773.354.160 0.45799752% 31,021,794 2,315,648 33,337.443 
20[6 310.H\H,572.122 264.506,604,875 8,139,0!lO,OOO 5.454,014,055 (5. 779 .228.0!s I) (956.202.3JHJ 6.857583,636 0.45799752°,;, 31,4!)7 ,56 3 2.344.444 :n,152.oox 
2017 30'i.05H.219,080 259,604.544,437 8,\39.000,000 5,861.lW4,477 ((i,090,822,293) (967,974,230) 6.942.007,954 0.45799752'(··.:. 31,794,225 2,373,307 34,167,532 
2018 299.406, 7 30,342 254.795.127,52 I 9.000.()()().()()0 6,946,364.111 (7 ,098,26 ! ,083) (979.190.()7]) 7,868,912,957 0.45799752% 36,(fl9,427 2,654,780 38,694,207 
20\9 293.712,626,318 249.949.444,997 9,0()0,()(J(l,(l()() 7.424.755.034 (7.473H60,l 99) (990.554.631 l 7, 960,240,204 0.45799752o/o 36,457,7ffl 2,685,592 39.14'1,295 
2020 288.433,887,303 245,457 ,238,095 9,00ll,O()(J,000 7.9!7.497,685 (7J!,67.076,878) ( 1.001 .579.906) 8.048.840,902 0.45799752%, 36,863.492 2,715,484 39.578.976 
2021 283,! 66,892, I 35 240,975,025,207 9,000,000,000 8.425 .022.6 l 6 (8.264.36.1.867) (l,013,779.57!) 8,146.879.]77 0.45799752%, 37.312,505 2.748.560 40,061,064 
2022 278,108,962,559 236,670,727,138 9.l)00,000.000 8,947,773.294 (8.678,038.148) (1.025,850,693) 8.243,884.454 0.46489580% 38,325.473 2,823,178 41,148,651 
2023 271,088,988,99! 232,398, 729,632 9,(){){),0{)(),000 9,486,206,493 (9.102.318,652) ( 1,038.483.591 ) 8.345.404.250 0.46489580%, 38,797.434 2,857,944 41,655,378 
2024 268,432,396,802 228.435.969,6 79 9,000,0()(),000 10.040,792,688 (9.542.978.602) (l,05!,09!.429) 8,446.722.658 0.46489580%, 39,268.459 2,892,64 J 42,161,101 
2025 263,840,890,183 224,528,597.546 9,000,000,000 10,6!2,016,469 (9,989,390,736) (1,064,903,918) 8,557,721,815 0.46489580°/o 39,784,490 2.930,654 42,715,144 
2026 259355,239,128 220,7 I l ,308,498 9,000,000,000 11,200.376,963 (10,451,693.727) (1,078,854,281) 8,669,828,955 0.46489580",<> 40,305,671 2.969Jl46 43,274,717 
2027 254.972.660,003 216.98),733,663 9.000,000,000 11.806,388,272 ( 10.928,882, 794) (\,093,! [0,609) 8,784,394,868 0.46489580,Y,, 40,838,283 3,008,280 43,846,5(,3 
2028 250,690,537,728 2 13,337 ,647 .607 9,()()0,000,000 12,430,579.920 ( 11,421,423, 775) (1, 107,679,950) 8,901,476.195 0.46489580'% 41,382,589 3.048,37.5 44.4J0,964 
2029 246.481, 176.364 209.755,481,085 9,000,000,000 13,073,497,317 ( 11,929,793,336) (1,122,569,911) 9,021,134,071 0.46489580'Va 41,938.874 3.089.353 45.028227 
2030 242,335.477,591 206.227 ,491.430 9,000,000,000 13,735,702,237 (12,455.485,313) (1,137,677,343) 9,142,539,581 0.4648958()~,(l 42,503,28] 3.130.929 45.634.212 
2lBI 238,162, !54,355 202,675,99]356 9,000,000.000 14,417,773,304 (12,999,368,074) (1,152,970.182) 9,265,435,048 0.46489580% 43,(l74,619 3,173,ill 5 46.247,634 
2032 234. 11 ii,269,099 19Q,234,647,004 9,000,000,000 15, 120,306,503 ( 13,565,842.123) (I, 168,027,395) 9,386.436,985 0.47291412% 44,389, 786 3.269,895 47.659,681 
2033 2:W.143.876.193 195,852.438,640 9.000,000,000 15,843,915,698 { 14,148,966,932) (1, 183,574.334) 9,511,374,432 0.47291412",i, 44,980.633 3.313,419 48,294,051 
2034 226.191,454,076 192.488.927.419 9.01)11.000,000 16,589,233, 169 (!4,751,752, 110) (1,199,347,907) 9,6]8,133,151 0.47291412'(,;, 45,580,093 3,357,577 48,937,669 
2035 221,879,771.769 188,819,685, 775 9,000,()()0,000 17,356,910.164 ( 15,376,955,0{19) (l,215,115,041) 9,764.840,115 0.47241412~;. 46, 179,308 J.401.717 49,581 ,()25 
2036 217,980,877,.144 185,501, 726,619 9.000,000,000 18,147,617,469 ( 16.043,49], 794) ( 1,.228,856,357) 9,875,267,318 0.47291412% 46.701,534 3,440,186 50.141,719 
2037 214,189. 741.500 182,275,470,0! 6 9,000,0IJ0,000 18,962,045,993 (16,715,948,069) {1,244,568,l 74) 10,001,529,750 0.47291412'% 47,298.646 3.484.17! 50.782.817 
2038 210,528,500.720 I 79,[59,754.113 9,000,000,000 19.800,907,373 ( 17 ,408,868,930) (1,260,718.925) 10.131,319,518 0.47291412% 47.912,44] J,529,385 51.441,826 
2039 206, 721,286.892 175.919,8[5,145 9,000,000,000 20,664.934.594 ( 18, 121.564.548) (J,277.466,289) 10,265,903,757 0.47291412%, 48,548,908 3,576,269 52.125.178 
2040 203,023,794,708 172.773.249,296 9,000.000,000 21.554,882,632 ( 18.869,! 74,088) (!,293,218.4[6) \0,392.490J28 0.47291412%, 49,147,553 3,620,367 52,767,921 
2041 199,440,290512 169,723,687.243 9,000,000,(JOO 22.471.529,] l l ( 19.639.276,368) ( I .309.4.15,974) 10522,816,769 0.472914{2UJ,> 49,763,886 3,605,768 53,429,655 
2042 195,795,300,038 166,621 .800.332 9,()00,()00,000 23.415,674,984 (20,432, 12,).99[) ( 1.326. ! 79,647) )0,657.371,346 0.48368371% 51,547.961:l 3,797,190 55,145,159 
2043 192,216,299,892 163,S93.091,208 9.000,000,000 24,388,!45,2J4 (2 l .258.466,55 ! ) (1.342.351.112) 10,787,327.571 0.48.168371 ~;., 52.176,546 3,!M3.493 56,020,0]9 
2044 188,756,822,864 160,632,056,257 9,000,000,000 25,389. 789,591 (22,I I0.815,836) (IJ58.87.l.JOOJ !0,920,100,656 0.48368J7 [%, 52.818,748 1.890,799 56,709.547 
2045 !85,342,462,206 I 57 ,726,435,337 9J)()0,000,000 26.421,483,279 (22,990,234,641) ( ! ,375.724.853) 11,055,523,784 0.48368371 '% 53.473,767 3.939.050 57,412,818 
2046 182,017,591,749 154,896,970,579 9,0f){),000,000 27,484,127.777 ( 23,898,35J,440) ( 1.392,825,697) I Ll92,948,639 0.4836837l'Yo 54,138,469 3,988,014 58.126.483 



f;lnhctl lri<:.igh! 

Hase Case 
Consumption 

Year Forecast 

2007 J66Jol6 ! ,230,978 
2008 360592,250500 
2009 :153.95854!<,KlS 
2010 347/,23,207.570 
201 I 34L269Jl9L951 
2012 314.g29.406J, 72 
2013 328.543,528.729 
2014 322.136,994.313 
2015 316.449.072.302 
2016 310,818.572.122 
20!7 305.058.2 l g,()80 
2018 299,406,730.342 
2019 29\712.626.318 
2020 288,433.887 ,303 
2021 2lU, 166.892, 135 
2022 278, I 08.962,559 
2023 273,088,988.991 
2024 268,432.396,802 
2025 263.840,890,183 
2026 259J55,239.l 28 
2027 254.972.660,0!H 
2028 250,690,537,728 
2029 246.481 ,176,364 
2030 242J35,477591 
2031 238.162.154.355 
2032 234.118,269,099 
2033 230.143,876.193 
2034 226.191,454.()76 
2035 221.879 .771. 769 
2036 217 ,980.877,344 
2037 214.189,741,500 
2038 210,528,500, 720 
2039 206,721,286.892 
2040 203,023.794,708 
2041 l 99 .440,290,532 
2042 195, 795,3(){),038 
2043 192.236.299.892 
2044 l 88, 756,822,864 
2045 \8G,J42,462,206 
2046 182,017,591,749 

Projection of Strategic Contribution Fund Payments and Total Payments to be Received by the Trustee 
(in dollars) 

Strategic (:ontribution Fund Payments 

OPM SPM 
Strategic Strategic Total 

OPM Base Paymenk~ Payment Annual 

Adjusted Strategic Inflation Volume Issuer's to s lo Pay1ncn1s lo 

Consurnption Payments Adjustment Adjustment Subtotal Allocation Trustee Trustee Trustee 

312,198,907,562 J!,0!6,286 
306,XM.005.176 861,000,000 274,141.682 (382,284.718) 752,856.965 0.1933839°/0 1,455,904 95J78 32.026.916 
JOl.218.725.041 861.000.000 308,195,9.B (406,604.554) 762,59!,379 0,!933R39'% 1,474.729 96,61 32.441.023 
195Ji2?,:i49/,42 86 1,000.()00 J43,271,Xll (432,8(19,625) 771.462,186 0. ! 933839°/0 1.491,884 97,735 32,81!(392 
290A 19, 997 ,250 861 Jl00.000 J79J99.965 (459,572.! 75) 780.827.790 0.!933839'\, 1,509,996 98,922 33,216.8{)9 
285Jl14,g25J)78 861.000.000 416.611,964 (487,593.006) 79<1,0 I 8.959 O.!X56l96°,;, l .466.430 96.()68 12,2'i8.451 
279,590,541,948 861.(l(}(l,(IOO 454.940,32.l (516,848.176) 799,002,147 0.1856196"<, l.48J.271 97.171 32,628.932 
274,138,582, 160 86] ,(JO()J)()(l 494.418,533 (547,529,599) 807.888.934 O.IX56196%, 1.499,600 98,241 _t!,988,127 
269,298, 160,529 86JJ)()(]J)(}(] 5J5J)8!,089 (579J,37,J07) 816,443.782 0.1X5619(,",~ 1.5!S,479 99.281 33.337.44:< 
264.506.604,875 86!,000J)(}() 576.96J.521 (61 IJ66,922) 826.596.600 0,1856196% 1,534,325 100,'i 15 3].752.()(JR 
259.604.544.437 861.000.000 620.102.427 1644..129,524) 836,772,903 0,1856196% l.553.214 101,7.~3 34.167.532 
254. 795.127.52 l 38,694.207 
249.949.444,997 39.143.295 
245.457,238,095 ,)9.578.976 
240.975,025,207 40.(161,064 
236.670.727.138 41.148.651 
232,398, 729.632 41.655,378 
228,435. 969,6 79 42.161,101 
224,528.597 .546 42,715,144 
220,711,308,498 4J,274,IJ7 
216,981,733,663 43,846.56.1 
213.337 .(147,607 4-4.430.964 
209,755,4S I .OS5 45.028.227 
206.227,491,430 45.634,2!2 
202,675.993.356 46.247,634 
!99,234.647.004 47.659.681 
195,852.438.640 48.294.051 
192.488, 927,419 48.937.669 
188.819,685,775 4958\J)25 

185.501.726,619 50.!4L719 
1 82,275.470,0 J 6 50,782,817 
179,159,754.113 <i!,441.826 
175,919,815,145 52,125.178 
I 7(. 773,249,296 52,767.921 
I 69, 723.687 ,243 53.429,655 
l 66,621,800,332 55}45,159 
163.593,091,208 56.tC0.039 
160,632.056.257 56,709,547 
157 ,726,435,337 57.412,818 
154,896,970,579 58.126.483 
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Total Payments 

Total 
Strategic 
Paynicnts Escrow Total 

tu Agent Payments to 
Tru~tee Fee Trustee 

(1,346) 31.014})40 
1.551.282 (L\46) 33,576,853 
1.5'71.341 (Ll46) 34Jll J.018 
l.5K9,619 ( 1. l46) 34,406.665 
1.608,917 ( 1,346} 34,824,381 
1.562.497 (1,346} 33,819.603 
1.580.442 (l,346) 34.208.()29 
l.597,840 ( 1,346) 34,584,622 
L6l4.760 (1,346 l 34,950,857 
I ,634J<40 (J,346) 35,385,502 
I ,654,967 (1.346) 35.821.153 

( LJ46) 38.692.861 
( L34f.) 39,141,949 
( !,346) 39,577.630 
( 1,346) 40,059.719 
( 1,346) 41,147,305 
(l,:'1461 4 L654Jl33 
(1.346) 42.JSIJ.755 
( 1,346) 42.713.79S 
( 1.346) 43.273371 
(L346) 43)145.217 
!L34(i) 44.429.619 
( 1..146) 45,026,881 
( l,346) 45.632.866 
(1,346) 46.246,288 
! l.346) 47.658.335 
( 1,346) 48.292,706 
(I .346) 48,936.324 
(1.346) 49.579.679 
( 1.346) 50.140,373 
( J,J46) 50,781.472 
( 1,346) 51,4-40,480 
{ 1,346) 52J2J,iG2 
(!.346) 52,766,575 
(l.346) <i3,428,"l09 
(i,346) 55.343,813 
ti .346) 56,018.693 
(1,346) 56,708.201 
(1.346) 57,411,472 
(1,146) 58,!25,138 



Series 2006 Senior Bonds' Debt Service Coverage 

The following table shows estimated debt service for the Series 2006 Senior Bonds and the resulting 
estimated debt service coverage ratios, assuming cigarette consumption is consistent with the Global Insight 
Base Case Forecast, Collections are received in accordance with the Cash Flow Assumptions, no Turbo 
Redemptions are made in advance of the Sinking Fund Installments and interest rates for the Series 2006 
Senior Bonds arc as described above under "Bond Structuring Assumptions." As used herein, "debt service 
coverage ratio" means, for any period. a fraction, expressed as a multiple, the numerator of which is the 
amount of Collections received in such period (including earnings on the Senior Liquidity Reserve Account 
and earnings on TSRs until the applicable Distribution Date) and the denominator of which is the sum of 
interest, Sinking Fund Installments and Turbo Term Bond Maturities required to be paid in such period plus 
Operating Expenses at the Operating Cap. The denominator does not include Turbo Redemptions, and Sinking 
Fund Installments are based on the assumption that no Turbo Redemptions will occur. Based on the Global 
Insight Base Case Forecast, the average debt service coverage ratio is L42x with a minimum debt service 
coverage ratio in 2007 through 2019 of 1.23x. 
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Series 2006 Senior Bonds' Estimated Debt Service Coverage 
(in dollars) 

Total Debt Debt Service 

fotal Smking Service and Coverage for 
Revenue Available Fund Opemtmg Operating Series 

Yc<tr Furn.I~,,, lnstal!mcnts Interest F\penscs ,:, Fxpcn:;cs 1'
1 Bonds 

2007 S33.158A90 $0 - $26,746.238 $206,000 $26,952,238 1.23 
2008 35,727.738 2,140,000 26,695,413 212,180 29,047,593 1.23 

2009 36,162.086 2,600.000 26,582,838 218.545 29,401,383 1.23 
2010 36,557.565 3,045,000 26,448.769 225.102 29,7)8,871 l.23 
2011 36.974.977 ).535,000 26,292.494 231,855 30,059,349 l.23 
2012 35.965.583 2,860.000 26,140,613 238,810 29,239,423 1.23 

2013 36,353.706 3,315,000 25,993.956 245,975 29554,931 1.23 

2014 36,729,751 3,785,000 25.825.331 253,354 29,863,685 1.23 

2015 37,095,166 4,265,000 25.634,144 260,955 30,160,098 L23 
2016 37,528,953 4,825,000 25,418.256 268,783 30,512,040 1.23 
2017 37,963,467 5,410,000 25,175,175 276,847 30,862,022 1.23 

2018 40,840,751 8,065.000 24,855,144 285, 152 33,205,296 1.23 

2019 41,287,175 8,820,000 24.454, I 25 293,707 33,567,832 1.23 
2020 41,716,803 8,730,000 24.037.113 302,518 33,069,830 1.26 

2021 42,194,663 9,155,000 23,612,544 31 l.593 33.079,137 1.28 
2022 43,277.829 9,605.000 23,166,994 320,941 33,092,935 1.31 

2023 43,779,895 10,070.000 22.699.713 330,570 33, 100.282 1.32 
2024 44,280,738 10.560,000 22,209,750 340.487 33,110,237 1.34 

2025 44,829,669 11,075,000 21,695,919 350,701 33, 121,620 1.35 

2026 45,383,574 11,625.000 21,142,263 361.222 33,128,485 l.37 

2027 45,949,490 12,225.000 20.546,013 372,059 33,143,071 1.39 

2028 46,527 ,634 12.850,000 19,919.138 383.221 33. 152,358 1.40 
2029 47,118,330 13.510,000 19,260,138 394,717 33.164,855 1.42 

2030 47,717,398 14,200.000 18.567,388 406,559 33,173,946 1.44 

2031 48,323.567 14.930,000 17,839,138 418,756 33,187,89) 1.46 

2032 49,727,978 15,695,000 17,073,513 431,318 33.199,831 1.50 

2033 50,354,324 16,500.000 16,268,638 444.258 33.212,895 1 .. 52 
2034 50,989.502 17.345,000 15,422,513 457 ,586 33.225,098 1.53 
2035 51.623.991 18.235,000 14.533,013 471.313 33.239,326 1.55 
2036 52.175.362 19.170,000 13597,888 485.452 33.253,340 1.57 
2037 52,806.666 20,155,000 12.614,763 500,016 33,269,779 l.59 

2038 53,455, 114 21.205,000 11.567,509 515,017 33,28'.526 1.61 
2039 54,127,339 22.320,000 10,452,181 530,467 33.302,648 1.63 
2040 54,758,357 23,490,000 9,278,300 546.381 33.314,681 1.64 
2041 55.407,764 24,725,000 8.042,791 562,772 33,330,563 1.66 
2042 57,310.309 26,0)0,000 6,742,194 579,656 33,351.849 1.72 
2043 57,971,517 27.395,000 5.)73,178 597,()45 33.365,223 1.74 

2044 58,646,665 28.840,000 3.932,156 614.957 33,387, 113 1.76 
2045 59,334,796 30,355.000 2.415,284 633,405 33,403,690 1.78 
2046 59,144,109 31.950,000 818,719 652,408 33,42 I .126 1.77 

(]) Includes total payments to the Trustee plus earnings on the Senior Liquidity Reserve Account and other 1\ccounts ( except 
the Rebate Account and the Operating .l\.ccount) until distributed. 

(21 Includes Operating Expenses at the Operating Cap. 
(3) Includes interest, Sinking Fund [nstallments, Turbo Tenn Bond Maturities and Operating Expenses at the Operating Cap. 
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The estimated debt service coverage ratios shown in the preceding table assume that Collections are 
received in accordance with the Cash Flow Assumptions and applied, subject to the Payment Priorities set 
forth in the Indenture, to pay Operating Expenses, interest when due, Turbo Term Bond Maturities and Sinking 
Fund Installments. The above table docs not reflect the actual amortization of Series 2006 Senior Bonds that 
will occur if the Global Insight Base Case Forecast is realized. !factual Collections are received in the amounts 
assumed based on the Global Insight Base Case Forecast and the Cash Flow Assumptions, Collections would 
be applied to make Turbo Redemptions as required pursuant to the Indenture. See "SUMMARY OF BOND 
STRUCTURING ASSUMPTIONS ·-Effect of Changes in Consumption Level on Turbo Redemptions" below. 

Effect of Changes in Cigarette Consumption Levels on Turho Redemptions 

Weighted Average Lives and Final Principal Payments. The tables on the following pages have been 
prepared to show the effect of changes in cigarette consumption on the weighted average lives and final 
principal payments of the Series 2006 Bonds. The tables are based on the Cash Flow Assumptions and the 
Bond Strucmring Methodology, except that the annual cigarette consumption varies in each case. In addition to 
the Global Insight Base Case Forecast, several alternative cigarette consumption scenarios are presented 
below, including four alternative forecasts of Global Insight (the Global Insight High Forecast, the Global 
Insight Low Case I, the Global Insight Low Case 2 and the Global Insight Low Case 3, each as hereinafter 
defined) and four other consumption scenarios prepared by Global Insight (assuming 2.5%, 3.0%, 3.5% and 
4.0% annual consumption declines). In each scenario, if actual cigarette consumption in the United States is as 
forecast and assumed, and events occur as assumed by the Cash Flow Assumptions, the final principal 
pay1nents and weighted average lives (in years) of each of the Series 2006 Bonds \\1ill be as set forth in such 
tables. The tables presented below are for illustrative purposes only. Actual cigarette consumption in the 
United States cannot be definitively forecast. To the degree actual consumption varies from the alternative 
scenarios presented below, the weighted average lives (and final projected principal payment dates) for the 
Series 2006 Bonds will be either shorter (sooner) or longer (later) than projected on the following pages. 
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Projected Outstanding Bond Obligation for Series 2006 A Senior Current Interest Bonds* 
:via tu ring June I, 2025 

(in dollars) 

(;lobal Insight Global lnsi~ht 2.5o/o Annual 3.0°/o Annual 3.So/o Annual 4,0°/0 Annual 
Riuw C1111P lligh r.lohal Insight Global Insight {;lohal I nsig:ht Consumption (:onsumption Consumption Consumption 

Date Forecast Forecast Low Case 1 Low Case 2 Low Case 3 Decline Decline Decline Decline 

i\.1ay 31. 2006 $111.860,000 SJ J J ,860,000 SI 11,860.000 $111,860,000 $111,860,000 S 111,860,000 'S 111,860,000 S 111,860,0110 $111,860,000 

June!, 2007 I 05,485,000 I 05,430,000 1115.555,000 105,635,000 105,485,000 105,640,000 105.795,000 105,955,000 106, 110,000 

June 1, 2008 96,175,000 96,005,000 96,410,000 96,675,000 100,520,000 96,765,000 97,265,000 97.770,000 98,265,000 
June I, 2009 85,975,000 85,645,000 86,485,000 87,040,000 96,745,000 87,295,000 88.330,000 89.360,000 90.)75,000 

June I, 2010 74,885,0110 74,335,000 75,780.000 76.750,000 92.455.000 77.205.000 78,965,000 80,715,000 82,435,000 

June 1,2011 62,840,000 62,000,000 64.225,000 65.725.000 87,610,000 66,460,000 69,155,000 71,820.000 74,440,000 
June I. 2012 51,255,000 50,065,000 53,220,000 55.345,000 83.385,000 56.425,000 60,230,000 63,980,000 67,655,000 

June I, 2013 )8,720,000 37,105,000 41,375,000 44,245,000 78,630,000 45,745,000 50,875,000 55,920.000 60,845.000 
June I, 2014 25,200,000 2.1,085,000 28,665,000 32,400,000 73,330,000 34,385,000 41,070,000 47,625,000 54,005,000 

June I, 2015 10,660,000 7,960,000 15,070,000 19.815,000 67,470,000 22,310,000 30,795,000 39,085,0110 47,110,000 

June l,2016 455,000 6.335,000 60.965,000 9.485,000 20,025,000 30,285,000 40,215,000 
June I, 2017 53,780,000 8,735,000 21,210,000 33,250,000 
June 1,2018 43.825,000 9,770,000 24,280.000 

June 1,2019 33,015,000 15,170.000 

June 1,2020 21,320,000 5,910,000 

June 1,2021 8,655.000 

June I, 2022 

June L 2023 

June 1, 2024 

June I, 2025 

Final 
\1.aturity: 1-Jun-2016 1-Jun-2016 l+Jun+2017 I-Jun-2017 I-Jun-2022 l-Jun-2017 J -Jun-2018 l-Jun·2019 l-Jun-2021 

Average Life: 5.9 5.8 6.1 6.3 10.0 6.4 6.8 7.4 k.2 

• Outstanding amounts represent principal balances after application of available Collections to Sinking Fund lnslallrncnls and Turbo Redemptions on the referenced date . 
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Projected Outstanding Bond Obligation for Series 2006 A Senior Current Interest Bonds* 
Maturing .June l, 2037 

(in dollars) 

(;Johal Insight (;lobal Insight 2.5o/o Annual 3.1)0/o Annual 3.5 1V .. Annual 4.0°/., Annual 
Uase Case High Global Insight Global Insight Global Insight Consumption Consumption Consumption Consumption 

Date Forecast Forecast Low Case I Low Case 2 Low Case J Decline Decline Decline Decline 

tvtay 11, 2006 $186,440,000 $186,440,000 $186,440,000 $186,440,000 $186,440.000 $186,440,000 S 186,440,000 $186,440,000 $186,440,000 
June 1, 2007 186,440,1100 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 180,440,000 18(,,440,000 186.440.000 
June I, 2008 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 186.440,000 186,440,000 186,440,000 
Juni.:: I, 2009 186,4,40,000 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 186.440,000 186,440.llOIJ 
June I, 2010 I 86,440Ji00 186,440,IJIJIJ 186,440,0IJO 186,440,IJOO 186,440,0IJO 186,440,IJIJO 186,440,0IJO 186,440,00() 186,440,IJOO 
June I, 201 I 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 186.440,000 
June I, 2012 186,440,000 186,440,000 186,440,00IJ 186,440,000 186.440,0()() 186,440.000 186,440,UOU 186,440,000 186,440,000 
June 1, 2013 186,440,000 186,440,000 186.440,000 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 186,440,000 
June 1, 2014 186,440,000 186,440,000 186,440,000 186,440,000 186,440.000 186,440,000 186,440,000 186.440,000 186,440,000 
June 1,2015 186,440,000 186,440,000 186,440,000 186.440,000 186,440,000 186,440,000 186,440,000 186,440,000 186.440,000 
June I, 2016 181,415,000 178,040.000 186,440,000 l 86,440,000 186,440,000 186,440,000 186,440,000 186,440,000 186,440,IJOIJ 
June 1,2017 164,510,000 160,355,000 171,200,0IJO 178,370.000 186,440,000 182,J I 0,000 186,440,000 186,440,000 186,440,000 
June 1, 2018 143,800,000 138,715,000 151,915,000 160,610,0IJO 186,440,000 165,505,000 181, I 30,000 186,440,000 186,440,000 
June I, 2019 121,585,0IJO 115,450,000 131,290,000 141,680,000 186,440,000 14 7 ,665 ,000 166,380,000 184,375,000 186,440,000 
June l, 2020 97,800,000 90,495,000 109,270,000 121,540,000 186.440,000 128,735,000 150,875.000 172, I 00,000 186,440,000 
June I, 2021 72,325.000 63,715,000 85,730,000 I 00,055,000 186,440,000 108,655,000 134,580,000 159,355,000 182,925,000 
June I, 2022 44,445,000 34,380,000 60,000.000 76,605,000 180.900.000 86,800,000 116,925,000 145,625,000 172,865,000 
June 1, 2023 14,640,000 2,960,000 32,535,000 51,625,000 165,570,000 63,640,000 98,365,000 131,350,000 162,575,000 
.lune 1, 2024 3,260,IJOIJ 25,065,000 149,035,000 39,110,000 78,850,000 116.495,IKlO 152,035.0IJO 
June 1. 2025 131,195,000 13,135,00IJ 58.335,000 IO 1,030,000 141,230,000 
June 1, 2026 \ l \,985,000 36,765,000 84,920,000 1 JO, 145,000 
June I, 2027 91,320,000 14,085,000 68, 130,000 118,755,000 
June I, 2028 69,115,000 50,625.000 11J7.045,000 
June I, 2029 45,280,00IJ 32.365.000 94.995.000 
June 1, 2030 19,730,000 I 3.310,1100 82,580,000 
June l. 2031 69,775,00IJ 
June 1, 2032 56,080,000 
June I, 2033 41.925,000 
June l, 2034 27,285,000 
June 1, 2035 12,125,(JOO 
June l, 2036 

June 1, 2037 

Final tv1aturity: I .Jun-2024 1-Jun-2024 I-Jun-2025 1-Jun·2025 1-Jun-2031 I-Jun-2026 I-Jun-2028 1-Jun-2031 J .Jun-2036 
Average Life: 14.5 14.2 15.0 15.6 21.2 16.0 17.6 19.8 23.J 

Out.standing ainounts represent principal balam:es after application of available Collections to Sinking Fund lnsta\lmenlt, an<l Turho Redemptions on the referenced date. 
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Projected Outstanding Bond Obligation for Series 2006A Senior Current Interest Bonds '.\1aturing June 1, 2046* 
(in dollars) 

Global Insight Global Insight 2.5°/o Annual 3.0°/o Annual 3.So/o Annual 4.0°/o Annual 
Base Case High (;lobal Insight Global Insight Global Insight Consumption Consumption Consumption Consumption 

Date Forecast Forecast Low Case 1 Low Case 2 Low Case 3 Decline Decline Decline Decline 
---

t>v1ay 31, 2006 $236,310,000 $236,310,000 $236,310,000 $236.310,000 S236,3 I 0,000 $236,310,000 $236,310,000 $236,310,000 $236,310,001) 
June I, 2007 236,31 u.ouo 236,3111,11011 236,310,000 236,310,000 236,310,000 236,J I 0,000 236,3 l 0,000 236,310,000 236,310,000 
June i, 1UOl:I 236) IU,0!10 236,:l I O.UUU 236,j I U,OUU 236,J I U,OOU 236,3 IO,OOO 236,310,000 236,310,000 236,310,000 236,310.000 
June 1, 2009 236,310,000 236,310,000 236,310,(]{10 236,310,000 236,310,000 236,310,000 236,310,000 236,] 10,000 236,3 l 0,000 
June 1, 2010 236,310,000 236,3 l IJ,000 236,3111,000 236J10,000 236,310,000 236,310,000 236,310,000 236,310,000 236,310,000 
June I, 2011 236,3 IO,OOO 236,310,000 236,310,000 236,3 l 0,0011 236,310,000 236,310,000 236,J 10,000 236,310,000 236,310,000 
June I. 2012 236,310.000 236,J l 0,000 236,3 l 0,000 236,3 l 0,11011 236,J I 0,000 236,310,000 236,310,000 236,310,11011 236,310,000 
June L 2013 236.310,000 236,310,000 236,310,000 236,310,000 236,310,000 236JIO,OOO 236,310,000 236,310,000 236,310,000 
June 1,2014 236,310,000 236,3 l 0,000 236,310,000 236,310,000 236,l 10,0110 236,310,000 236,310,000 2)6,310,000 236,310,000 
June I. 2015 236,310,000 236,3 l 0,000 236,310,000 236,310,000 236,3 l 0,0110 236,310,000 236,l 10,000 236,3 l 0,000 236,310.000 
June 1, 2016 236,310,000 236,3 l 0,000 236,310 000 236,310.000 236,310,0110 236,310,000 236,310,000 236,l l 0,000 236,310,000 
June l, 2017 236,310,000 236,3 I 0,000 236.3 I 0,(J{JO 236,310,000 236,J I 0,000 236,310,000 236,310,000 236,310,000 236,310,000 
June l. 2018 236,310,000 236,310,000 236,310,000 236,310,000 236,J I 0,000 236,310,000 236,310,000 236,310,000 236,310,000 
June l, 2019 236,l I 0,000 236,3 l 0,000 236.31 OJJOO 236.310,000 236,310,000 236,3 l 0,000 236,310,000 236,310,000 236,310,000 
June l, 2020 236,310,000 236,3 l 0,000 236.310,000 236.310,000 236,310.000 236,310.000 236,310,000 236,310,000 236,3 l 0,1)00 
June l, 2021 236,310,000 236,310,000 236,J I 0,000 236.310,000 236,310,000 236,310,000 236,310,000 236,] l 0,000 236,310.000 
June 1.2022 236.310,(}{}0 236,310,000 236,310,000 236,310.000 236.310,000 236.310,000 236,310,000 236,310,000 236,3 I 0,000 
June I. 2023 236,310,000 236,310,000 236.310.000 236,310,000 236,310.000 236.310,000 236,] 10,000 236,310,000 236,3 l 0,000 
June I, 2024 219,110,000 205,645,000 236,31 OJJOO 236,310,000 236,310,000 236,310.000 236,310,000 236,3 l 0,000 236,310,000 
June 1,2025 l 85,060,000 169,625,0(}{) 208,320,000 233,080,000 236,310,000 236.310,000 236,310,000 236,310,000 236,310,000 
June l, 2026 148,675,000 J3J ,080,0IXJ J 74,970.000 202,945,000 236,l I 0,000 221,940,000 236,310,0(10 236,310,000 236,3 l 0,000 
June 1, 2027 I 09,8 l 5,000 89,860,000 139,395,000 l 70,845,000 236,310,000 192,8 ! 0,000 236,l 10,000 236,310,000 236,310,000 
June I, 2028 68,345,000 45.815,000 101,470,000 136,6 70,000 236,3 l 0,000 161,960,000 226,545,000 236,J l 0,000 236,3 l 0,000 
June I, 2029 61,060,000 100,300,000 236,310,000 129,300,000 201.445,000 236,310,000 236,l 10,000 
June I, 2030 61,615,000 236,310,000 94,730,000 175.020,000 236,3 l 0,000 236,310.()00 
June l. 2031 228,670,000 58,150,000 147,200,000 229,725,000 236.310.000 
June I. 2032 198,695,000 117,295,000 208,385,000 236,) l 0.000 
June J, 2033 166,630,000 85,810,000 186,060,000 236.310.000 
June 1, 2034 132,355,000 52,665,000 162,695,000 236,310.()00 
June 1, 2035 95,755,000 138,235,000 236,3 !0,000 
June !, 2036 56,780,000 I l 2,620,000 232,725,000 
June 1,2037 85,785,000 216,425,000 
June l, 2038 57,665,000 l 99,485,000 
June 1, 2039 181,870,000 
June J, 2040 l 63,540,000 
June 1, 2041 144,455,000 
June 1. 2042 123,970,000 
June l, 2043 I 02,610,000 
June 1, 2044 80,325,000 
junt: 1, 2045 5l,U6U,UUU 
June 1, 2046 

Final Maturity: I Jun-2029 I-Jun 2029 1-Jun-2030 I ·Jun.2031 l-Jun-2037 1-Jun-2032 1-Jun-2035 l-Jun-2039 l-Jun-2046 
A veragc Life: 2 J.J 20.7 21.9 22.8 28.7 23.6 26.3 30.0 36.4 

Outslanrling amounts represent principal ba!anl'c,; after ,ipplication of available Collections to Sinking Fund Installments and Turbo Redemptions on the referenced date. 
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Projected Outstanding Bond Obligation for Series 20068 First Subordinate CABs Maturing June I, 2046* 
(in dollars) 

Global Insight Global Insight 2.5°/o Annual 3.0'Yo Annual 3.5°/o Annual 4.()0/o Annual 
Base Case High Global Insight Global Insight Global Insight Consumption Consumption Consu1nption c:onsumption 

Date l<orecast Forecast Low Case I Low Case 2 Low Case 3 Decline Decline Decline Decline** 
--- -------

May 31, 2006 $19,769,610 $19,769,610 $19,769,610 $19,769,610 Sl9,769,6!0 Sl9,769,610 $19,769,610 $19,769,610 $19,769,610 
1llflC J, 2007 21,028,064 21,028,064 21,1128,064 21 ,028,064 21,028,064 21,1128,064 21,1128,1164 21,028,064 21,028,064 
June I, 2008 22,362,804 22,7162,804 22,362,804 22,362,804 22,362,804 22,362,804 22,362,804 22,362,804 22,362,804 
June I, 2009 23, 782,266 23,782,266 23,782,266 23,782,266 23,782,266 23,782.266 23,782,266 23,782,266 23,782,266 
June 1,2010 25,291,826 25,291,826 25,291.826 25,291,826 25,291,826 25,291,826 25,291,826 25,291,826 25,291,826 
June 1, 2011 26,897.205 26.897,205 26,897,205 26,897,205 26,897,205 26,897,205 26,897,2115 26,897,205 26,897,205 
June!, 2012 28,6114,484 28,604,484 28,604,484 28,604,484 28,604,484 28,604,484 28.604,484 28,604,484 28,604,484 
June 1, 2013 30,420,\31 30,420,131 311,420,\l I 311,420,131 30,420,131 30,420,131 30.420, 131 30,420, 131 30,420,131 
June I. 2014 32,351,025 32,351,025 32,351,025 32,351,025 32,351,025 32,351,025 32,351,025 32,351,025 32.351,025 
June I, 2015 34,404,481 34,404,481 34,404,481 34,404,481 34,404,481 34,404,481 34,404,481 34,404,481 34,404,481 
JtJne 1,2016 36,588,279 36,588,279 36,588,279 36,588.279 36,588,279 36,588,279 36,588,279 36,588,279 36,588,279 
June l, 2017 38,910,691 38,910,691 38,910,691 38,910,691 38,910,691 38,910,691 38,910,691 38,9111,691 38,910,691 
June 1,2018 41,380,516 41,3811,516 41,380,516 41,380,516 41,3811,516 41,380,516 41,3811,516 41,380,516 41,380.516 
June I, 2019 44,007,112 44,007.112 44.(107.112 44,11117,112 44,007,112 44,007.112 44,007,112 44,007,112 44,0117,112 
June I, 2020 4(,.800,429 46,800,429 46,800,429 46,800,429 46,800.429 46.800,429 46,800,429 46,800,429 46,800,429 
June 1, 2021 49,771,049 49,771,049 49,771,049 49,771 .(149 49,771,049 49,771,049 49,771,049 49,771,049 49,771,049 
June I, 2022 52,9)0,228 52,930,228 52,930,228 52,930,228 52,930,228 52,930,228 52,930,228 52,930,228 52,930,228 

June l. 2023 56,289,932 56,289,932 56,289.932 56.289,932 56,289,932 56.289,932 56.289,932 56,289,932 56,289,932 
June l. 2024 59,862,891 59,862,891 59,862,891 59,862,891 59,862,891 59,862.891 59,862,891 59,862,891 59,862,891 
June I, 2025 63,662,641 63,662,641 63,662,641 63,662,641 63,662,641 63,662,641 63,662,641 63,662,641 63,662,641 
June 1, 2026 67,703,578 67,703,578 67,703,578 67,703,578 67,703,578 67,7113,578 67,701,578 67.703,578 67,703,578 
June I, 2027 72,IJl11,009 72,1101,009 72,001,009 72,1101,009 72,001,009 72,1101,009 72,1101,009 72,001,009 72,001,009 
June 1. 2028 76,571,216 76,571.216 76,571,216 76,571,216 76,571,216 76,571,216 76.571,216 76,571,216 76,571,216 
June I, 2029 72,551,597 47,862,787 81,431,514 81,431,514 81,431,514 81,431,514 81,431,514 81,431,514 81,Bl.514 
June 1, 2030 31,749,541 3,818.187 71,790.255 86,600,316 86,600,316 86,600,316 86,600,316 86,600,316 86.600,316 
June 1,2031 32,582,912 79,714,730 92,097,203 92,097,203 92,097,203 92,097,203 92,097,203 

June 1, 2032 42,228,664 97,943,000 83,843,328 97,943,000 97,943,0\JO 97,943,0110 

June 1, 2033 1,934,667 104, 159,855 49,377,655 104,159,855 104, 159,855 104, 159,855 

June I, 2034 110,771,320 12,508,677 110,771,320 110.771,320 110,771,3211 

June I, 2035 117,802,443 102,736,322 117,8112,443 117 ,802,44 3 

June I, 2036 125,279,860 74,314,533 125,279,860 125.279,860 

June 1, 2037 115,71111. 172 44,059,142 JJl,231,901 133,231,901 

June 1, 2038 811,9113,757 11,851,958 141,688,691 141,688,691 

June I, 2039 43,339,499 145,777.893 150,682,269 

June l, 2040 2,865,043 125,252,577 160,246,7118 

June I, 2041 l 03,524,500 170,418,242 

June 1,2042 79,827,375 181,235,406 

June 1. 2043 54,721,831 192,739, 181 

June 1, 2044 28,115,272 204,973,149 

June I, 2045 217,983,659 

June 1. 2046 231,371,041 
Final Maturily: l-Jun-2031 1-Jun-2031 I-Jun-2032 1-Jun-2034 I-Jun-2041 l-Jun-2035 1-Jun-2039 I-Jun-2045 NA"'* 
Average Life: 24.J 23.6 25.2 26.3 32 8 27.5 311.9 36.2 NA"'"' 

Outstanding amounts represent Accreted Valtte after application of available Collections to Turbo Redemptions on the referenced da!e .. In the event of an Annual Consumption Decline of J.55o/o and taking into account the ('ash Flow Assumptions outlined herein. the Series 2006B First Subordinate CABs would be repaid by !heir Turbo Tenn Bond Maturity 
Date. In the event ofan Annual Consumptioa Decline of4.(lo/,, and takmg into account the Cash Flow Assumptions om lined herein, the Series 20068 First Subordinate CABs may never be 
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Projected Outstanding Bond Obligation for Series 2006C Second Subordinate CABs \1aturing June I, 2046* 
(in dollars) 

Global Insight Global Insight 2.5"/o Annual 3.0o/o Annual 3.5°/o Annual 4.0°/,, Annual 
Base Case High Global Insight Global Insight Global Insight Consumption Consumption Consumption Consumption 

Date l"orecast Forecast Low Case l Low Case 2 Low Case 3 Dedint> Decline Decline** Decline** 

:\1ay 31, 2006 $ 8.685,657 $ 8,685,657 S 8,685,657 S 8.685,657 S 8,685,657 S 8,685,657 S 8,685.657 S 8.685,657 $ 8,685,657 
June l, 2007 9.252,035 9,252,035 9,252,035 9,252,035 9,252,035 9,252,035 9.252.035 9,252,035 9,252.035 
June I. 2008 9.853.621 9,853,621 9.853.621 9,853.621 9.853.621 9.853.621 9.853.621 9.853.621 9,853.621 
June 1, 2009 I 0.494,324 I 0,494,324 10.494,324 10,494.324 I 0,494,324 10,494,324 l 0,494,324 10,494,324 10,494,324 
Jun1.!' 1, 2010 11,176,686 11,176,686 11.176,686 11,176.686 11,176,686 11,176,686 11,176,686 11,176,686 11,176,686 
June 1, 2011 11.903,418 11,903,418 11,903,418 11,903,418 11,903,418 11,903,418 11,903,418 ll,903,418 11,903,418 
June I, 2012 12,677,402 12,677,402 12,677,402 12,677,402 12,677,402 12,677,402 12,677,402 12,677,402 12,677,402 

June I. 2013 13,501,713 13,501.713 13,501,713 13,501,713 13,501,71] 13,501,713 13.501,713 13.501.713 13501,713 

June 1.2014 14,379,622 14.379,622 14,379,622 14.379,622 14,379,622 14.379,622 14,379,622 14,379,622 14,379,622 

June 1.2015 15,314,614 15,314,614 15,314,614 15,314,614 15,314.614 15.314,614 15,314,614 15,314,614 15,314,614 

June L 2016 16,310,402 16,310,402 16,310.402 16,310,402 16,310,402 16,310,402 16,310,402 16,310,402 16.310,402 
June I. 2017 17,370,938 17,370,938 17.370.938 17,3 70.938 17.370.938 17,370.938 17,370,938 17,370,938 17,370,938 
June I, 2018 18,500,432 18,500,432 18.500.432 18,500,432 18,500,432 18,500,432 18,500.432 18,500,432 18.500,432 
June I, 2019 19,703,368 19,703,368 19,703,368 19,703,368 19,703,368 19.703,368 19, 703,368 19, 703,368 19.703,368 
June I, 2020 20,984,521 20,984,521 20.984521 20,984.521 20,984,521 20.984.521 20.984,521 20,984,521 20,984,521 
Junel,2021 22,348,978 22,348,978 22,348.978 22,348,978 22.348,978 22,348,978 22,348,978 22,.348.978 22,348,978 
June I, 2022 23,802, 154 23,802,154 23,802,154 23,802,154 23,802, 154 23,802, 154 23,?Hl2. l 54 23,802.154 23,802,154 
June I, 2023 25,349,819 25.349,819 25.349,819 25.349,819 25.349,819 25.349,819 25.349,819 25,349.819 25,349,819 
June l, 2024 26,998,116 26,998,116 26,998.116 26,998,116 26,998,116 26,998,116 26,998.116 26,998,116 26,998, 116 
June I, 2025 28.753,589 28, 753,589 28,753,589 28,753,589 28,753,589 28,753,589 28,753.589 28, 753,589 28,753.589 
June I, 2026 30,623,206 30,623,206 30.623,206 30,623.206 30.623,206 30,623,206 30.623,206 30,623,206 30,623.206 
June I, 2027 32,614.390 32,614,390 32,614,390 32.614,390 32,614,390 .32,614.390 32.614,390 32,614,390 32,614.390 

June I, 2028 34, 735,(144 34,735.044 34,735,044 34,735.044 34.735,044 34,735,044 34,735,044 34,735,044 34, 735,044 
June 1, 2029 36,993,588 36,993.588 36.993,588 36,993,588 36,993,588 36,993,588 36,993,588 36,993,588 J6,993,588 

June 1, 2030 39,398.987 39,398,987 39.398,987 39,398,987 39,398,987 39,398,987 39.J98,987 39.398.987 39.398,987 
June I, 2031 29,714,765 41,960,790 41,960,790 41,960,790 41.960,790 41,960,790 41.960,790 41,960,790 
June I, 2032 34,303,937 44,689,167 44,689,167 44,689,167 44.689,167 44,689,167 44,689,167 

June I. 2033 47,594,948 47,594,948 47,594,948 47,594,948 47,594.948 47,594,948 

June I. 2034 9,338,983 50.689,669 50,689,669 50,689,669 50,689,669 50,689,669 

June I, 2035 53,985,615 27,067,148 53,985.615 53,985,615 53,985,615 

June 1, 2036 57,495,870 57,495,870 57.495.870 57,495,870 

June I, 2037 61,234,370 61,234,370 61,234,370 61.234.370 

June I, 2038 65,215,954 65,215.954 65.215,954 65,215,954 

June I, 2039 69,456,429 47.023,666 69,456,429 69,456,429 

June I, 2040 73,972.628 15,009,102 73,972,628 73,972,628 

June I, 2041 38,062.610 78,782,480 78,782,480 
June I, 2042 83.905,079 83,905,079 

June I, 2043 89,360,759 89,360,759 

June I, 2044 95,171,179 95,171,179 

June I, 2045 101,268,564 101.359,404 
June I, 2046 77,948,502 107.950,000 

Final Y1alurity: I Jun 2032 1 Jun·-2031 l-Jun-2033 I-Jun-2035 l Jun-2042 1-Jun-2036 1-Jun~2041 NA** NA** 

A vcrnge LifC: 25.7 25.0 26.8 28.2 35 5 29.5 33.9 NA** NA** 

Ou!;;tanding amounts represent Accreted Value after application of available Collectmns to Turbo Redemptions on the refrrern.:cd Jate. 
** In the event of an Annual Consumption Dcdin¢ of J36% and taking into account the Cash Flow Assumptions outlined herein, the Series 2006C Second Suhurdiuatc CABs would be repaid by their Turbo Tenn Bond \1aturity 

Date. In the c,cnt of an Annual Consumption Declme of 3.5''.lo or 4.0% and taking into account the Cash Flow Assumptions outlined herein. the Series 2006C Second Subordinate CAB~ may tlcver be paid. 
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Projected Outstanding Bond Obligation for Series 20060 Third Subordinate CABs Maturing June I, 2046* 
(in dollars) 

Global Insight Global Insight 2.51Yo Annual 3.0°/o Annual 3.5°/o Annual 4.0o/o Annual 
Rase Case High Global Insight Global Insight Global Insight Consumption Consumption Consumption Consumption 

Date Forecast Forecast Low Case I Low Case 2 Low Case 3** Decline Decline** Decline** Decline** 
----- ·--' 

May31,2006 20,565,394 20,565,394 20,565,394 20,565,394 20,565,394 20,565,394 20,565,394 20,5()5,394 20,S65.394 
June I, 2007 22,055,667 22,055,667 22,055,667 22.055,667 22,055,667 22,055,667 22,055.667 22,055.667 22,055,667 
June 1, 2008 23,649,348 23,649,348 23,649,348 23,649.348 23,649,348 23,649,348 23,649,348 23.649,348 23,649,348 
June I, 2009 25,358,185 25,358, 185 25,358, 185 25,358,185 25,358, 185 25,358, 185 25,358, 185 25,358, 185 25,358, 185 
June I, 2010 27,190,498 27, 190,498 27, l 90,498 27,190,498 27,190,498 27,190,498 27, 190,498 27,190.498 27, 190,498 
June I. 2011 29,155,209 29,155,209 29,155,209 29,155,209 29,155,209 29,155,209 29,155,209 29,155,209 29,155,209 
June l, 2012 31,261,884 31.261,884 31,261,884 31,261,884 31,261,884 31,261,884 31,261,884 31,261.884 31,261,884 
June I, 2013 33,520,782 33,520,782 33,520,782 33,520,782 33,520,782 33,520,782 33,520,782 33,520,782 33.520.782 
June 1, 2014 35,942,902 35,942,902 35,942.902 35,942,902 35,942,902 35,942,902 35,942,902 35,942,902 35,942,902 
June 1, 2015 38,540,0.17 38,540,037 38,540,037 38,540,037 38,540,037 38,540,037 38,540,037 38,540,037 38,540,037 
June l, 2016 41,324,835 41,124,835 41,324,835 41,324,835 41,324,835 41.324,835 41,324,835 41,324,835 41,324,835 
June I, 2017 44,3 I0,854 44,310,854 44.310.854 44,310,854 44,310,854 44,3 I0.854 44,310,854 44,310,854 44,310,854 
June I, 2018 47,512,634 47,512,634 47,512.634 47,512,634 47,512,634 47 ,512,634 47,512,634 47,512,634 47,512,634 
June I, 2019 50,945,767 50.945,767 50,945,767 50,945.767 50,945,767 50,945,767 50,945,767 50,945,767 50,945,767 
June 1, 2020 54,626,968 54,626.968 54.626,968 54,626,968 54,626,968 54,626,968 54,626,968 54,626,968 54,626,968 
June 1, 2021 58,574,162 58,574,162 58,574,162 58,574,162 58,574,162 58,574.162 58,574,162 58,574, 162 58,574,162 
June I, 2022 62,806,571 62,806,571 62,806,571 62,806,571 62,806.571 62,806,571 62,806,571 62,806,571 62,806,571 
June l, 2023 67,344,801 67,344,801 67.344,801 67.344,801 67,344.801 67,344.801 67,344,801 67,344,801 67,344,801 
June I. 2024 72,210,951 72,210,951 72,210,951 72,210,951 72,210.951 72,210.951 72,210,951 72,210,951 72,210,951 
June I, 2025 77,428,716 77.428,716 77,428,716 77,428, 716 77.428,716 77,428,716 77,428,716 77,428,716 77,428,716 
June I, 2026 83,023,503 83,023,503 83,023,503 83,023,503 83,023,503 83,023,503 83,023,503 83,023.503 83,023,503 
June l, 2027 89,022,553 89,022,553 89,022,553 89,022,553 89,022,553 89,022,553 89,022,553 89,022,553 89,022,553 
June I, 2028 95,455,078 95,455,078 95,455,078 95,455,078 95,455,078 95,455,078 95,455,078 95,455,078 95,455,078 
June 1, 2029 I 02,352,400 I 02,352,400 102,352,400 102,352,400 102,352,400 102,352,400 102,352,400 102,352,400 102,352,400 
June 1, 2030 109,748,103 109, 748, I 03 109,748,103 109,748,103 I 09,748, 103 109,748,103 109,748,103 109,748,103 109,748,103 
June 1, 2031 117 ,678,200 115,921,769 117,678,200 117,678,200 117,678,200 117,678,200 117 ,678,200 117.678,200 117,678,200 
June l, 2032 I I0,412,258 74,985,293 126,181,303 126,181,303 126,181,303 126,181,303 126,181,303 126,181,303 126,181,303 
1l1ne l, 2033 70,350,503 30,364,833 126,269,677 135,298,818 135,298,818 135,298,818 135,298,818 135,298,818 135,298,818 
June I, 2034 26,761,184 89,295,773 145,075,139 145,075,139 145,075,139 145,075, 139 145,075,139 145,075,139 
June I, 2035 49,118,137 121,661,269 155,557,870 155,557,870 155,557,870 155,557,870 155,557,870 
June l, 2036 5,622,291 86,324,522 166,798,054 155,183,742 166,798,054 I 66, 798,054 166,798,054 
June 1,2037 48,008, 140 178,850,423 125,732, 755 178,850,423 178,850,423 178,850,423 
Juni.: I, 2038 6.501.484 191,773,664 93,928,532 191,773,664 191, 773,664 191,773,664 
June I, 2039 205,630,702 59,598,507 205,630,702 205,630, 702 205,630,702 
June 1, 2040 220,489,012 22.557 ,587 220,489,012 220,489,012 220,489,012 
June I, 2041 236,420,942 217,296,736 236,420,942 236,420,942 
June 1, 2042 248,693,175 197,035,942 253,504,070 253,504,070 
June I, 2043 220,762.202 175,268,617 271,821,578 271,821,578 
June I, 2044 190,248.601 151,883,697 291,462,659 291,462,659 
June I, 2045 156,954,504 126,762,022 312,522,950 3 12,522,950 
June I, 2046 120,658, 761 99,775,759 335,105,000 335,105,000 

Final Maturity: l-Jun-2035 1-Jun-2034 1-Jun-2037 l -Jun-2039 NA** l-Jun-2041 NA** NA** NA** 
Average Life: 27.6 26.8 28.9 30.6 NA** 32.5 NA** NA** NA** 

Outstanding amount~ represent Accreted Value afler application of available C'ollcclions to Turbo Redemptions on the referenced date. 
** ln the t.-v.:nt of an Annual Consumption Decline of 2.R5% and taking into account the Cash Flow Assumptions outlined hcrcm, the Series 2006D Third Subordinate CABs would he repaid by their Turbo Term Bond tvfaturity 

Date. In the event ofan Annual Consumption Dcdinc consistent with (llobal Insight L(lw Case 3, or an annual consumption decline of3.0o/n, 3.5o/o or 4.0% and taking into account the Cash Flow Assump1ion~ outlmed herein, 
the Series 20061) Third Subordinate CABs may never be paid. 
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Explanation of Alternative Global Insight Forecasts 

The alternative Global Insight forecasts of cigarette consumption decline, used in the analysis above, 
are based upon the assumptions described below. See also Appendix A - "GLOBAL INSIGHT CIGARETTE 
CONSUMPTION REPORT" attached hereto. 

Global Insight's high forecast of consumption (the "Global Insight High Forecast'') deviates from the 
Base Case Forecast by using a lower price forecast, under which prices are increasing at an annual rate of0.5% 
more slowly than the Global Insight Base Case Forecast. Under the Global Insight High Forecast, Under this 
scenario, the rate of decline is moderated slightly, from an average rate of 1.81% to 1.67%, resulting in 
consumption of 194 billion in 2046. 

Global Insight's low forecast of consumption (the "Global Insight Low Case l ") deviates from the 
Base Case Forecast by assuming a sharper price elasticity of demand. The Global Insight Base Case Forecast 
estimates a price elasticity of demand of -0.33. However, in order to develop the lowest consumption forecast 
that Global lns:•ght believes may be reasonably anticipated, a price elasticity of -0.4 is used Under the Global 
Insight Low Case I Forecast, the average annual rate of decline in cigarette consumption is increased from an 
average annual rate in the Base Case Forecast of l.81%, to l.99%, resulting in cigarette consumption of 169 
billion in 2046. 

Although beyond the range of Global Insight's reasonably anticipated decline in consumption, Global 
Insight also pn:pared an alternative low case (the "Global Insight Low Case 2") that deviates from the Base 
Case Forecast by assuming a price elasticity of demand of - 0.5. This produces a decline in consumption of an 
average annual rate of 2.16% to 157 billion in 2046. Global Insight prepared another alternative low case (the 
"Global Insight Low Case 3") that deviates from the Base Case Forecast by assuming an adverse federal 
government sei:tlement or tort claims of three times the size of the MSA occurs in 2006, resulting in an 
immediate real price increase of 57% and a decline of I 8% in consumption over two years. Under the Global 
Insight Low Case 3, the average annual rate of decline in cigarette consumption increases from an average 
annual rate in the Base Case Forecast of 1.81 %, to 2.27%, resulting in cigarette consumption of 149 billion in 
2046. 

Average Annual Rate of Cigarette Consumption Decline (2004-2046) 

Global Insight 
Base Case Global Insight Global Insight Global Insight Global Insight 
Forecast High Forecast Low Case 1 Low Case 2 Low· Case3 

1.81% 1.67% 1.99% 2.16% 2.27% 
Finally, for comparative purposes Global Insight calculated the volume of total cigarette consumption 

under four alternative annual rates of decline, 2.5%, 3.0%, 3.5% and 4.0%. Under these scenarios, Global 
Insight states that at 2.5%, 3.0%, 3.5% and 4.0% per year, consumption in 2046 falls to 135 billion, 109 
billion, 88 billion and 71 billion, respectively. Global Insight advised that these calculations are simple 
arithmetic examples, and are neither forecasts nor projections. 

No assurance can be given that actual total cigarette consumption in the United States during the term 
of the Series 2006 Bonds will be as assumed, or that the other assumptions underlying the Cash Flow 
Assumptions, including that certain adjustments and offsets will not apply to payments due under the MSA, 
will be consistent with future events. If actual events deviate from one or more of the assumptions underlying 
the Cash Flow Assumptions, the amount of Surplus Collections available to pay debt service on the Series 
2006 Bonds to make Turbo Redemptions will be affected and the resulting weighted average lives and final 
principal paym,:nt dates of the Series 2006 Turbo Term Bonds will vary. See "RISK FACTORS" herein. 
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THE AUTHORITY 

General 

The Authority is a public entity created by a Joint Exercise of Powers Agreement, dated as of 
September 19, 2001 (as amended and restated, the "Joint Powers Agreement"), by and between the County 
and the County of Sacramento, California (each previously defined as a "Local Agency"), pursuant to 
Articles 1, 2, 3 and 4 of Chapter 5 of Division 7 of Title 1 of the Government Code of the Stale of California. 
The Authority was created for the purpose of empowering the Authority to finance the payments to be received 
by the County under the MOU, the ARIMOU or from any other source (the "Tobacco Payment Streams'') 
(including, but not limited to, the issuance, sale, execution and delivery of bonds secured by such Tobacco 
Payment Streams or the lending of money based on the security thereof) or to securitize, sell, purchase or 
otherwise dispose of some or all of the Tobacco Payment Streams of the County, and to provide for the 
exercise of additional powers given to a joint powers entity under the Act, including, but not limited to, the 
Marks-Roos Local Bond Pooling Act of 1985. 

The Authority is a separate entity from the Local Agencies and its debts, liabilities and obligations do 
not constitute debts, liabilities or obligations of the Local Agencies. 

Governing Board 

The Authority is administered by the Board of Directors, whose members are, at all times 1 designees 
of the governing body of each Local Agency. The Governing Body of the County designated two members of 
the Board of Directors and the Governing Body of Sacramento designated one member of the Board of 
Directors. For this purpose, the term "Governing Body," will mean the Board of Supervisors, in the case of a 
Local Agency which is a county. The County and Sacramento County are the only members of the Authority. 
The Governing Body of each Local Agency may designate an alternate representative. Each representative of 
the Board of Directors of the Authority has one vote. The alternate representative may vote at meetings of the 
Board of Directors in the absence of the Local Agency's representative. Representatives and alternate 
representatives serve at the pleasure of the Local Agency which has appointed them. 

Officers 

The officers of the Authority are the Chair, Vice-Chair, Secretary and Treasurer/Controller. The Chair 
is one of the members of the Board of Directors designated as such by the Governing Body of the County and 
serves until his/her successor is selected. The Clerk of the Board of Supervisors of the County is the Secretary 
and the Chief Financial Officer of the County is the Treasurer/Controller. The Vice-Chair was selected by the 
Board of Directors. 

THE BORROWER 

The Borrower is organized under California law as a nonprofit public benefit corporation. The 
Borrower is governed by a three-person board of directors consisting of two directors who are employees of 
the County and one independent director who, for the five-year period prior to his or her election as an 
independent director, is not an employee of the County; a creditor, customer or supplier of the County or; an 
immediate family member of a person described in the previous clauses. The Borrower has no assets other than 
the County Tobacco Assets. The Borrower was organized for the special purpose of purchasing the County 
Tobacco Assets. 
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CONTINUING DISCLOSURE 

Pursuant to the Indenture, the Authority has agreed to provide, or cause to be provided by no later than 
210 days after the end of the prior fiscal year (commencing with the report for the fiscal year ended June 30, 
2006), to each Repository certain annual financial information and operating data, including: (] )(a) its audited 
financial statements, prepared in accordance with generally accepted accounting principles in effect from time 
to time, (b) an update of the information set forth herein under the heading "SUMMARY OF BOND 
STRUCTURING ASSU'APTIONS AND AMORTIZATION" under (i) the last three columns in the table 
captioned "Prc~ection of Initial Payments," (ii) the last four columns in the table captioned "Projection of 
Annual Payments," (iii) the last four columns in the table captioned "Projection of Strategic Contribution Fund 
Payments and Total Payments" herein, and (c) the debt service coverage ratio for the most recent Fiscal Year 
for all Series of Outstanding Bonds determined in the manner described in "SUMMARY OF BOND 
STRUCTURING ASSUMPTIONS AND AMORTIZATION - Series 2006 Senior Bonds' Debt Service 
Coverage"; and (2) in a timely tnanner, to each national1y recognized municipal securities information 
repository or to the Municipal Securities Rulcmaking Board, and to any State information depository, notice of 
any of the following events with respect to the Series 2006 Bonds, if material: (i) principal payments and 
interest payment delinquencies; (ii) non-payment related defaults; (iii) unscheduled draws on debt service 
reserves reflecting financial difficulties; (iv) unscheduled draws on credit enhancements reflecting financial 
difficulties; (v) substitution of credit or liquidity providers, or their failure to perform; (vi) adverse tax opinions 
or events affecting the tax-exempt status of the Bonds; (vii) modifications to rights of Bondholders: (viii) bond 
calls; (ix) defoasances; (x) release, substitution, or sale of property securing repayment of the Bonds; (xi) 
rating changes; and (xii) failure to comply with clause the Continuing Disclosure Provisions of the Indenture, 
These covenants have been made in order to assist the Underwriters in complying with Ruic I 5c2-J 2, 

TAX MATTERS 

In the opinion of Orrick. Herrington & Sutcliffe LLP ("Bond Counsel"). based upon an analysis of 
existing laws, regulations, rulings and court decisions. and assuming, among other matters, the accuracy of 
certain representations and compliance with certain covenants, interest on the Series 2006 Bonds is excluded 
from gross income for federal income tax purposes under Section 103 of the Internal Revenue Code of 1986 
(previously defined as the "Code") and is exempt from State of California personal income taxes, Bond 
Counsel is of the further opinion that interest on the Series 2006 Bonds is not a specific preference item for 
purposes of the federal individual or corporate alternative minimum taxes, although Bond Counsel observes 
that such interest is included in adjusted current earnings when calculating corporate alternative minimu1n 
taxable income, A complete copy of the proposed form of opinion of Bond Counsel is set forth in Appendix E 
hereto. 

To the extent the issue price of any maturity of the Series 2006 Bonds is less than the amount to be 
paid at maturity of such Bonds ( excluding amounts stated to be interest and payable at least annually over the 
term of such Bonds) the difference constitutes "original issue discount," the accrual of which, to the extent 
properly allocable to each owner thereof'. is treated as interest on the Series 2006 Bonds which is excluded 
from gross income for federal income tax purposes and is exempt from State of California personal income 
taxes. For this purpose, the issue price of a particular maturity of the Series 2006 Bonds is the first price at 
which a substantial amount of such maturity of the Series 2006 Bonds is sold to the public (excluding bond 
houses, brokers, or similar persons or organizations acting in the capacity of underwriters, placement agents or 
wholesalers), The original issue discount with respect to any maturity of the Series 2006 Bonds accrues daily 
over the term to maturity of such Bonds on the basis of a constant interest rate compounded semiannually 
(with straight-line interpolations between compounding dates), The accruing original issue discount is added 
to the adjusted basis of such Bonds to determine taxable gain or loss upon disposition (including sale, 
redemption, or payment on maturity) of such Bonds, Bondholders of the Series 2006 Bonds should consult 
their own tax advisors with respect to the tax consequences of ownership of Bonds with original issue 
discount, including the treatment of purchasers who do not purchase such Bonds in the original offering to the 
public at the first price at which a substantial amount of such Bonds is sold to the public, 
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Bonds purchased, whether at original issuance or otherwise, for an amount higher than their principal 
amount payable at maturity (or, in some cases, at their earlier call date) ("Premium Bonds") will be treated as 
having amortizable bond premium. No deduction is allowable for the arnortizable bond premium in the case of 
bonds, like the Premium Bonds, the interest on which is excluded from gross income for federal income tax 
purposes. However. the amount of tax-exempt interest received, and a beneficial owner's basis in a Premium 
Bond, will be reduced by the amount of amortizable bond premium properly allocable to such beneficial 
owner. Beneficial owners of Premium Bonds should consult their own tax advisors with respect to the proper 
treatment of amortizable bond premium in their particular circumstances. 

The Code imposes various restrictions, conditions and requirements relating to the exclusion from 
gross income for federal income tax purposes of interest on obligations such as the Series 2006 Bonds. The 
Authority, the Borrower and the County have made certain representations and covenanted to comply with 
certain restrictions, conditions and requirements designed to ensure that interest on the Series 2006 Bonds will 
not be included in federal gross income. Inaccuracy of these representations or failure to comply with these 
covenants may result in interest on the Series 2006 Bonds being included in gross income for federal income 
tax purposes, possibly from the date of original issuance of the Series 2006 Bonds. The opinion of Bond 
Counsel assumes the accuracy of these representations and compliance with these covenants. Bond Counsel 
has not undertaken to determine (or to inform any person) whether any actions taken (or not taken), or events 
occurring (or not occurring), or any other matters coming to Bond Counsel's attention after the date of 
issuance of the Series 2006 Bonds may adversely affect the value of, or the tax status of interest on, the Series 
2006 Bonds. 

Certain requirements and procedures contained or referred to in the Indenture, the Loan Agreement, 
the Purchase and Purchase and Sale Agreement, the Tax Certificates and other relevant documents may be 
changed and certain actions (including, without limitation, defeasance of the Series 2006 Bonds) may be taken 
or omitted under the circumstances and subject to the terms and conditions set forth in such documents. Bond 
Counsel expresses no opinion as to any Series 2006 Bond or the interest thereon if any such change occurs or 
action is taken or omitted upon the advice or approval of bond counsel other than Orrick, Herrington & 
Sutcliffe LLP. 

Although Bond Counsel is of the opinion that interest on the Series 2006 Bonds is excluded from 
gross income for federal income tax purposes and is exempt from State of California personal income taxes, 
the ownership or disposition of, or the accrual or receipt of interest on, the Series 2006 Bonds may otherwise 
affect a beneficial owner's federal, state or local tax liability. The nature and extent of these other tax 
consequences will depend upon the particular tax status of the beneficial owner or the beneficial owner's other 
items of income or deduction. Bond Counsel expresses no opinion regarding any such other tax consequences. 

Future legislation, if enacted into law, or clarification of the Code may cause interest on the Series 
2006 Bonds to be subject, directly or indirectly, to federal income taxation, or otherwise prevent beneficial 
owners from realizing the full current benefit of the tax status of such interest. The introduction or enactment 
of any such future legislation or clarification of the Code may also affect the market price for, or marketability 
of, the Series 2006 Bonds. Prospective purchasers of the Series 2006 Bonds should consult their own tax 
advisers regarding any pending or proposed federal tax legislation, as to which Bond Counsel expresses no 
opinion. 

The opinion of Bond Counsel is based on current legal authority, covers certain matters not directly 
addressed by such authorities, and represents Bond Counsel's judgment as to the proper treatment of the Series 
2006 Bonds for federal income tax purposes. It is not binding on the Internal Revenue Service ("IRS") or the 
courts. Furthermore, Bond Counsel cannot give and has not given any opinion or assurance about the future 
activities of the Authority, or the Borrower or the County, or about the effect of future changes in the Code, the 
applicable regulations, the interpretation thereof or the enforcement thereof by the IRS. The Authority, the 
Borrower and the County have covenanted, however, to comply with the requirements of the Code. 
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Bond Counsel's engagement with respect to the Series 2006 Bonds ends with the issuance of the 
Series 2006 Bonds, and, unless separately engaged, Bond Counsel is not obligated to defend the Authority, the 
Borrower, the County or the beneficial owners regarding the tax-exempt status of the Series 2006 Bonds in the 
event of an audit examination by the IRS. Under current procedures, parties other than the Authority, the 
Borrower, the County, and their appointed counsels, including the beneficial owners, would have little, if any, 
right to participate in the audit examination process. Moreover, because achieving judicial review in 
connection with an audit exa1nination of tax-exe1npt bonds is difficult, obtaining an independent review of IRS 
positions with which the Authority, the Borrower or the County legitimately disagrees may not be practicable. 
Any action of the IRS, including but not limited to selection of the Series 2006 Bonds for audit, or the course 
or result of such audit, or an audit of bonds presenting similar tax issues, may affect the market price for, or the 
marketability of, the Series 2006 Bonds, and may cause the Authority. the Borrower, the County or the 
beneficial owners to incur significant expense. 

LITIGATION 

There is no litigation pending in any court (either State or federal) to restrain or enjoin the issuance or 
delivery of the Series 2006 Bonds or questioning the creation, organization or existence of the Authority or the 
Borrower, the validity or enforceability of the Indenture, the Loan Agreement, or the Purchase and Sale 
Agreement, th(: sale of the County Tobacco Assets by the County to the Borrower, the proceedings for the 
authorization, execution, authentication and delivery of the Series 2006 Bonds or the validity of the Series 
2006 Bonds. For a discussion of other legal matters, including certain pending litigation involving the MSA 
and the PMs, see "RISK FACTORS," "CERTAIN INFORMATION RELATING TO THE TOBACCO 
INDUSTRY" and "LEGAL CON SID ERA TIONS" herein. 

VERIFICATION OF MATHEMATICAL COMPUTATIONS 

Upon delivery of the Series 2006 Bonds, Grant Thornton LLP, independent certified public 
accountants, (the "Verification Agent"), will deliver a report stating that the finn has verified (a) the 
mathematical accuracy of certain computations relating to the adequacy of the government obligations 
scheduled to rnature in such amounts and at such times and bear interest at such rates as to provide amounts 
sut1icient to pay the principal and the interest due on the 200 l Bonds through the date fixed for redemption, 
and (b) the computations of actuarial yields of the Series 2006 Bonds and of the government obligations and 
other investments in the Escrow Fund for the 200 I Bonds. 

The report of the Verification Agent \\1ill include the statement that the scope of its engagen1ent was 
limited to veri:'ying the mathematical accuracy of the computations contained in such schedules provided to 
them and that they have no obligations to update its report because of events occurring, or date or information 
coming to their attention, subsequent to the date of its report. 

RATINGS 

It is a condition to the obligation of the Underwriters to purchase the Series 2006 Senior Bonds that 
they be assigned ratings of"Baa3" by Moody's and "BBB" by S&P (collectively, the "Rating Agencies"). It 
is a condition to the obligation of the Underwriters to purchase the Series 2006B First Subordinate CABs, the 
Series 2006C Second Subordinate CABs, and the Series 20060 Third Subordinate CABs that they be assigned 
ratings of"BBW', "BBB-" and "BB" by S&P, respectively. 

The rated Series 2006 Bonds were structured to produce cash flow stress test performance 
necessary for the rated Series 2006 Bonds to achieve the targeted credit ratings. The ratings address 
each Rating Agency's assessment of (i) the payment of interest on the Senior 2006 Bonds when due and 
(ii) the payment of principal and Accreted Value with respect to the rated Series 2006 Bonds hy their 
Maturity Dates. The ratings will not address the payment of Turbo Redemptions or Sinking Fund 
Installments on the Series 2006 Bonds. 
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S&P currently indicates that its ratings on all tobacco settlement securitizations, including its ratings 
of the rated Series 2006 Bonds, have a "negative outlook." Moody's currently indicates that its ratings on all 
tobacco settlement securitizations, including its ratings of the rated Series 2006 Bonds, are "on watch direction 
uncertain." 

There is no assurance that any initial rating assigned to the rated Series 2006 Bonds will continue for 
any given period of time or that such rating will not be revised downward, suspended or withdrawn entirely by 
the Rating Agencies. Any such downward revision, suspension or withdrawal of a rating may have an adverse 
effect on the availability of a market for or the market price of the rated Series 2006 Bonds. 

UNDERWRITI'.'IG 

The underwriters listed on the cover page hereof (the "Underwriters") have jointly and severally 
agreed, subject to certain conditions, to purchase all, but not less than all, of the Series 2006 Bonds from the 
Authority at an underwriters' discount ofS3,491,327.0l. The Underwriters will be obligated to purchase all of 
the Series 2006 Bonds if any are purchased. The initial public offering prices of the Series 2006 Bonds may be 
changed from time to time by the Underwriters. 

Bear, Stearns & Co. Inc. is acting as representative on behalf of the Underwriters. 

The Series 2006 Bonds may be offered and sold to certain dealers (including the Underwriters and 
other dealers depositing Serles 2006 Bonds into investment trusts) at prices lower than such public offering 
prices. 

LEGAL MATTERS 

The validity of the Series 2006 Bonds and certain other legal matters are subject to the approving 
opinion of Orrick, Herrington & Sutcliffe LLP. Los Angeles, California, Bond Counsel. A complete copy of 
the proposed form of Bond Counsel opinion is set forth in Appendix E hereto. Certain legal matters with 
respect to the Authority, the Borrower and the County will be passed upon by County Counsel and Orrick, 
Herrington & Sutcliffe LLP. Certain legal matters will be passed upon for the Underwriters by their counsel, 
Hawkins Delafield & Wood LLP, Los Angeles, California. 

EXPERTS 

Global Insight 

Global Insight has been retained as an independent econometric consultant. The Global Insight 
Cigarette Consumption Report attached as Appendix A hereto and the Global Insight Population Report 
attached as Appendix B hereto are included herein in reliance on Global Insight as experts in such matters. 
Global Insight's fees for acting as independent economic consultant are not contingent upon the issuance of the 
Series 2006 Bonds. The Global Insight Cigarette Consumption Report and the Global Insight Population 
Report should be read in their entirety. 
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FINANCIAL ADVISOR 

Public Resouri:es Advisory Group 

Public Resources Advisory Group, Los Angeles, California, has served as Financial Advisor to the 
Authority in connection with the issuance of the Series 2006 Bonds. The Financial Advisor has assisted the 
Authority in matters relating to the planning, structuring, execution and delivery of the Series 2006 Bonds. The 
Financial Advisor has not audited, authenticated or otherwise independently verified the information set forth 
in the Offering Circular, or any other related information available to the Authority, with respect to accuracy 
and completeness of disclosure of such information. The Financial Advisor makes no guaranty, warranty or 
other representation respecting accuracy and completeness of the Offering Circular. 

TOBACCO SECURITIZATI0:'11 At:THORITY 
OF SOUTHER.'< CALIFOR'IIA 

By: /s/ Bill Horn 
Chair 
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Executive Summary 

Global Insight I has developed a cigarette consumption model based on historical U.S. 
data between 1965 and 2003. This econometric model, coupled with our long term 
forecast of the U.S. economy, has been used to project total U.S. cigarette consumption 
from 2004 through 2046. Our Base Case Forecast indicates that total consumption in 
2046 will be 182 billion cigarettes (approximately 9 billion packs), a 54% decline from 
the 2003 level. From 2004 through 2046 the average annual rate of decline is projected 
to be 1.81 %. On a per capita basis consumption is projected to fall at an average rate of 
2.53% per year. We also present alternative forecasts that project higher and lower paths 
of cigarette consumption. Under these, less likely, scenarios we forecast that by 2046 
U.S. cigarette consumption could be as low as 169 billion and as high as 194 billion 
cigarettes. In addition, we also present scenarios with more extreme variations in 
assumptions for the purposes of illustrating alternative paths of consumption. 

Our model was constructed from widely accepted economic principles and Global 
Insight's long experience in building econometric forecasting models. A review of the 
economic research literature indicates that our model is consistent with the prevalent 
consensus among economists concerning cigarette demand. We considered the impact of 
demographics, cigarette prices, disposable income, employment and unemployment, 
industry advertising expenditures, the future effect of the incidence of smoking amongst 
underage youth, and qualitative variables that captured the impact of anti-smoking 
regulations, legislation, and health warnings. After extensive analysis, we found the 
following variables to be effective in building an empirical model of adult per capita 
cigarette consumption: real cigarette prices, real per capita disposable personal income, 
the impact of restrictions on smoking in public places, and the trend over time in 
individual behavior and preferences. The projections and forecasts are based on 
reasonable assumptions regarding the future paths of these factors. 

1 On November 4, 2002, DRI•WEFA was re-named Global Insight. 
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Disclahner 

The proj<ections and forecasts included in this report, including, but not limited to, 
those regarding future taxable cigarette sales, are estimates, which have been 
prepared on the basis of certain assumptions and hypotheses. No representation or 
warranty of any kind is or can be made with respect to the accuracy or 
completeness of, and no representation or warranty should be inferred from, these 
projections and forecasts. The projections and forecasts contained in this report are 
based upon assumptions as to future events and, accordingly, are subject to varying 
degrees ,of uncertainty. Some assumptions inevitably will not materialize and, 
additionally, unanticipated events and circumstances may occur. Therefore, for 
example, actual cigarette consumption inevitably will vary from the projections and 
forecasts included in this report and the variations may be material and adverse. 
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Historical Cigarette Consumption 

People have used tobacco products for centuries. Tobacco was first brought to Europe 
from America in the late 15th century and became America's major cash crop in the 17th 
and 18th centuries2

. Prior to 1900, tobacco was most frequently used in pipes, cigars and 
snuff. With the widespread production of manufactured cigarettes ( as opposed to hand
rolled cigarettes) in the United States in the early 20'h century, cigarette consumption 
expanded dramatically. Consumption is defined as taxable United States consumer sales, 
plus shipments to overseas armed forces, ship stores, Puerto Rico and other United States 
possessions, and small tax-exempt categories' as reported by the Bureau of Alcohol 
Tobacco and Firearms. The USDA, which has compiled data on cigarette consumption 
since 1900, reports that consumption grew from 2.5 billion in 1900 to a peak of 640 
billion in 19814

. Consumption declined in the 1980's and 1990's, reaching a level of 465 
billion cigarettes in 1998, and decreasing to less than 400 billion cigarettes in 20045. 

Historical U.S. Cigarette Consumption: 1945-2005 
Number of Cigarettes (Billions) 

600 

300 

1950 1960 1970 1980 1990 2000 

- Total ConsmqJtion 

While the historical trend in consumption prior to 1981 was increasing, there was a 
decline in cigarette consumption of 9.82% during the Great Depression between 1931 
and 1932. Notwithstanding this steep decline, consumption rapidly increased after 1932, 
and exceeded previous levels by 1934. Following the release of the Surgeon General's 

2 Source: "Tobacco Timeline," Gene Borio (1998). 
3 Bureau of Alcohol, Tobacco and Fireanns reports as categories such as transfer to export warehouses, use 
of the U.S., and personal consumption/experimental. 
4 Source: ''Tobacco Situation and Outlook". U.S. Department of Agriculture-Economic Research Service. 
September 1999 (USDA-ERS). 
5 Source: USDA-ERS. April 2005. 
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Report in 1964, cigarette consumption continued to increase at an average annual rate of 
1.20% between 1965 and 1981. Between 1981 and 1990, however, cigarette consumption 
declined at an average annual rate of 2.18%. From 1990 to 1998, the average annual rate 
of declim: in cigarette consumption was 1.51 %; hut for 1998 the decline increased to 
3.13% and increased further to 6.45% for 1999. These recent declines are correlated with 
large price increases in 1998 and 1999 following the Master Settlement Agreement 
("MSA"). In 2000 and 2001, the rate of decline moderated, to 1.15% and 1.16%, 
respectively. More recently, coincident with a large number of state excise tax increases, 
the rate of decline accelerated in 2002-2005 to an annual rate of 2.70%. 

Adult per capita cigarette consumption (total consumption divided by the number of 
people 18 years and older) began to decline following the Surgeon General's Report in 
1964. Population growth offset this decline until 1981. The adult population grew at an 
average annual rate of 1.86% for the period 1965 through 1981, 1.17% from 1981 to 
1990 and 1.02% from 1990 to 1999. Adult per capita cigarette consumption declined at 
an average annual rate of0.65% for the period 1965 to 1981, 3.31% for the period 1981 
to 1990 and 2.47% for the period 1990 to 1998. In 1998 the per capita decline in 
cigarette consumption was 4.21 % and in 1999 the decline accelerated to 7.50%. These 
sharp declines are correlated with large price increases in 1998 and 1999 following the 
MSA. AU percentages arc based upon compound annual growth rates. 

The following table sets forth United States domestic cigarette consumption for the eight 
years ended December 31, 20056

. The data in this table vary from statistics on cigarette 
shipments in the United States. While our Report is based on consumption, payments 
made under the MSA dated November 23, 1998 between certain cigarette manufacturers 
and certain settling states are computed based in part on shipments in or to the fifty 
United States, the District of Columbia and Puerto Rico. The quantities of cigarettes 
shipped and cigarettes consumed may not match at any given point in time as a result of 
various factors such as inventory adjustments, but are substantially the same when 
compared over a period of time. 

U.S. Ci!!arette Consumution 
Year Ended December 31, Consumption Percentage Change 

(Billions of Citrnrettes) 
2005 38lest -3.05 
2004 393est -1.75 
2003 400 -3.61 
2002 415 -2.35 
2001 425 -1.16 
2000 430 -1.15 
1999 435 -6.45 
1998 465 -3.13 

6 Source: L'SDA-ERS: 2004, 2005 estimates by Global Insight. 
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The U.S. Cigarette Industry 

The domestic cigarette market is an oligopoly in which, according to reports of the 
manufacturers, the three leading manufacturers accounted for 86.1 % of U.S. shipments in 
2005. These top companies were Philip Morris, Reynolds American Inc. (following the 
merger of RJ Reynolds and Brown & Williamson in 2004), and Lorillard. These 
companies commanded 48.7%, 28.2%, and 9.2%, respectively of the domestic market in 
2005. The market share of the leading manufacturers has declined from over 96% in 1998 
due to inroads by smaller manufacturers and importers following the Master Settlement 
Agreement. 

The United States government has raised revenue through tobacco taxes since the Civil 
War. Although the federal excise taxes have risen through the years, excise taxes as a 
percentage of total federal revenue have fallen from 3.4% in 1950 to approximately 
0.42% today. In 2005, the federal government received $7.8 billion in excise tax revenue 
from tobacco sales. In addition, state and local governments also raise significant 
revenues, $13.5 billion in 2005, from excise and sales taxes. Cigarettes constitute the 
majority of these sales, which include cigars and other tobacco products. U.S. consumers 
spent $86.7 billion on tobacco products in 2003.7 

Survey of the Economic Literature on Smoking 

Many organizations have conducted studies on United States cigarette consumption. 
These studies have utilized a variety of methods to estimate levels of smoking, including 
interviews and/or written questionnaires. Although these studies have tended to produce 
varying estimates of consumption levels due to a number of factors, including different 
survey methods and different definitions of smoking, taken together such studies provide 
a general approximation of consumption levels and trends. Set forth below is a brief 
summary of some of the more recent studies on cigarette consumption levels. 

Incidence of Smoking 

Approximately 44.5 million American adults were current smokers in 2004, representing 
approximately 20.9% of the population age 18 and older, according to a Centers for 
Disease Control and Prevention ("CDC") study8 released November 11, 2005. This 
survey defines "current smokers" as those persons who have smoked at least 100 
cigarettes in their lifetime and who smoked every day or some days at the time of the 
survey. Although the percentage of adults who smoke (incidence) declined from 42.4% in 
1965 to 25.5% in 1990,9 the incidence rate declined relatively slowly through the 
following decade. The decline has accelerated since 2002, when the incidence rate was 
22.5%. 

'Ibid. 
8 Source: CDC. Morbidity and Mortality Weekly Report. "Cigarette Smoking Among Adults - United 
States, 2004". November I I, 2005. 
9 Source: CDC. Office on Smoking and Health. 
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Youth Smoking 

Certain studies have focused in whole or in part on youth cigarette consumption. Surveys 
of youth typically define a "current smoker" as a person who has smoked a cigarette on 
one or more of the 30 days preceding the survey. The CDC's Youth Risk Behavior 
Survey e,,timated that from 1991 to 1999 incidence among high school students (grades 9 
through 12) rose from 27.5% to 34.8%, representing an increase of 26.5%. By 2003, the 
incidence had fallen to 21.9%, a decline of 37.1 % over four years. 10 

In 2004, the CDC's National Youth Tobacco Survey, formerly done by the American 
Legacy Foundation, reported that the percentage of middle school students who were 
current users of cigarettes declined from 9.8% in 2002 to 8.1 % in 2004. Among high 
school students there was no significant change, with 22.3% as current users. 11 

According to the Monitoring the Future Study, a school-based study of cigarette 
consumption and drug use conducted by the Institute for Social Research at the 
University of Michigan, smoking incidence over the prior 30 days among tenth and 
twelfth graders was lower in 2005 than in 2004, continuing trends that began in 1996. 
Among those students in eighth grade, incidence increased slightly in 2005 after 
declining for eight consecutive years. Smoking incidence in all grades is well below 
where it was in 1991, having fallen below that mark in 2001 for eighth graders and in 
2002 for tenth and twelfth graders. 

Prevalence of Cilmrette Use Arnone 8 th th th , 10 , and 12 Graders 

Grade 1991 2004 2005 '04-'05 Change '91-'05 
(%) (%) (%) (%) Chan2e (%) 

8'" 14.3 9.2 9.3 + 1.1 -35.0 
IO'" 20.8 16.0 14.9 -6.9 -28.4 

12
1
" 28.3 25.0 23.2 -7.2 -18.0 

A report from the New York City Youth Risk Behavior Survey finds that smoking among 
New York City high school students decreased by 52% from 1997 to 2005.

12 
Over this 

period new York City has raised excise taxes to the highest in the nation and instituted a 
comprehensive indoor smoking ban. 

The 2004 National Survey on Drug Abuse and Health (formerly called National 
Household Survey on Drug Abuse J conducted by the Substance Abuse and Mental Health 
Services Administration of the United States Department of Health and Human Services 

to Source: CDC. Morhidity and Mortality Weekly Report. "Trend, in Cigarette Smoking Among High 
School Students ---United States, 1991-2003". May 21, 2()(J4. 
11 CDC Morbidity and Mortality Weekly Report. ''Tohacco Use, Access, and Exposure to Tobacco in 
Media Among Middle and High School Students in the United States, 2004". April ], 2005. 
12 New York City Department of Health and Mental Hygiene. "Smoking among New York City Public 
High School Students". NYC Vital Signs. February 2006. 
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estimated that approximately 59.9 million Americans age 12 and older were current 
cigarette smokers ( defined by this survey to mean they had smoked cigarettes at least 
once during the 30 days prior to the interview). This estimate represents an incidence rate 
of 24.9%, which is a decrease from 25.4% in 2003 and 26.0% in 2002. The same survey 
found that an estimated 11. 9% of youths age 12 to 17 were current cigarette smokers in 
2004, down from 12.2% in 2003 and 13.0% in 2002. 

Price Elasticity of Cigarette Demand 

The price elasticity of demand reflects the impact of changes in price on the demand for a 
product. Cigarette price elasticities from recent conventional research studies have 
generally fallen between an interval of -0.3 to -0.5. 13 (In other words, as the price of 
cigarettes increases by 1.0% the quantity demanded decreases by 0.3% to 0.5%.) A few 
researchers have estimated price elasticity as high as 1.23. Research focused on youth 
smoking has found price elasticity levels of up to -1.41. 

Two studies published by the National Bureau of Economic Research examine the price 
elasticity of youth smoking. In their study on youth smoking in the United States, Gruber 
and Zinman estimate an elasticity of smoking participation (defined as smoking any 
cigarettes in the past 30 days) of -0.67 for high school seniors in the period 1991 to 
1997. 14 That is, a 1 % increase in cigarette prices would result in a decrease of 0.67% in 
the number of those seniors who smoked. The study' s findings state that the drop in 
cigarette prices in the early 1990. s can explain 26% of the upward trend in youth 
smoking during the same period. The study also found that price has little effect on the 
smoking habits of younger teens (8'h grade through 11th grade), but that youth access 
restrictions have a significant impact on limiting the extent to which younger teens 
smoke. Tauras and Chaloupka also found an inverse relationship between price and 
cigarette consumption among high school seniors.15 The price elasticity of cessation for 
males averaged 1.12 and for females averaged 1.19 in this study. These estimates imply 
that a l % increase in the real price of cigarettes will result in an increase in the 
probability of smoking cessation for high school senior males and females of 1.12% and 
l.19%, respectively. A study utilizing more recent data, from 1975 to 2003, by 
Grossman, estimated an elasticity of smoking participation of just -0.12. 16 Nevertheless it 
concludes that price increases subsequent to the 1998 MSA explain almost all of the 12% 
drop in youth smoking over that time. 

In another study, Czart et al. (2001) looked at several factors which they felt could 
influence smoking among college students. These factors included price, school policies 
regarding tobacco use on campus, parental education levels, student income, student 

i, Chalpouka FJ,Warner KE:P.5. 
14 Source: Gruber, Jonathon and Zinman, Jonathon. "Youth Smoking in the U.S.:Evidencc and 
Implications,.. Working Paper No. W7780. National Bureau of Economic Research. 2000. 
15 Source: Tauras, John A. and Chaloupka, Frank, J. "Detenninants of Smoking Cessation: An Analysis of 
Young Adult Men and Women,.. Working Paper No. W7262. National Bureau of Economic Research. 
1999. 
16 Michael Grossman. "Individual Behaviors and Substance Use: The Role of Price". Working Paper No. 
Wl0948. National Bureau of Economic Research. December 2004. 
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marital status, sorority/fraternity membership, and state policies regarding smoking, The 
authors considered two ways in which smoking behavior could he affected: ( 1) smoking 
participation; and (2) the amount of cigarettes consumed per smoker. The results of the 
study suggest that, (]) the average estimated price elasticity of smoking participation is 
-0.26, and (2), the average conditional demand elasticity is -0.62. These results indicate 
that a 10%, increase in cigarette prices, will reduce smoking participation among college 
students by 2.6% and will reduce the level of smoking among current college students by 
6.2%.17 

Tauras ct al. (200 l) conducted a study that looked at the effects of price on teenage 
smoking initiation. 18 The authors used data from the Monitoring the Future study which 
examines smoking habits, among other things, of 81

\ I 01
\ and l21

h graders. They defined 
smoking initiation in three different ways: smoking any cigarettes in the last 30 days, 
smoking at least one to five cigarettes per day on average, or smoking at least one-half 
pack per day on average. The results suggest that the estimated price elasticities of 
m1t1atJon are -0.27 for any smoking, -0.81 for smoking at least one to five cigarettes, 
and -0.96 for smoking at least one-half pack of cigarettes. These results above indicate 
that a I 0% increase in the price of cigarettes will decrease the probability of smoking 
initiation between approximately 3% and 10% depending on how initiation is defined. In 
a related study, Powell et al. (2003) estimated a price elasticity of youth smoking 
participation of -0.46, implying that a 10% increase in price leads to a 4.6% reduction in 
smoking participation. 19 

In conclusion, economic research suggests the demand for cigarettes is price inelastic, 
with an elasticity generally found to be between -0.3 and -0.5. 

Nicotine Replacement Products 

Nicotine replacement products, such as Nicorette Gum and Nicoderm patches, are used to 
aid those who are attempting to quit smoking. Before 1996, these products were only 
available with a doctor's prescription. Currently, they are available as over-the-counter 
products. One study, by Hu et al., examines the effects of nicotine replacement products 
on cigarette consumption in the United Statcs.20 One of the results of the study found 
that, "a 0.076% reduction in cigarette consumption is associated with the availability of 
nicotine patches after 1992." In October 2002, the FDA approved the Commit lozenge 
for over-the-counter sale. This product is similar to the gum and patch nicotine 
replacement products. It is unclear whether it offers a significant advantage over those 

17 Czart ct al. •·The i1npact of prices and control policies on cigarette smoking a1nong college students". 
Conlemporary Economic Policy. Western Economic Associalion. Copyright April 2001. 
18 Tauras et al. "Effects of Price and Access Laws on Teenage Smoking Ini1ia1ion: A National Longitudinal 
Analysis". University of Chicago Press. Copyright 2001. 
19 Powell cl al. "Peer Effects, Tobacco Control Policies, and Youth Smoking Behavior". lmpactcen. 
Fehruary 2003. 
20 Hu ct al. '"Cigarette consumption and sales of nicotine replacement products". TC ()nlinc. Tohacco 
Control. hllp:I\Ic.bmjjournals.com. 
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other products.21 NicoBloc, a liquid applied to cigarettes which blocks tar and nicotine 
from being inhaled, is another new cessation product on the market since 2003. Zyban is 
a non-nicotine drug that has been available since 2000. It has been shown to be effective 
when combined with intensive behavioral support.22 

Several new drugs may also appear on the market in the near future. The Food and Drug 
Administration (FDA) has approved varenicline, a Pfizer product to be marketed as 
Chantix, for use as a prescription medicine. It is intended to satisfy nicotine cravings 
without being pleasurable or addictive. The drug binds to the same brain receptor as 
nicotine. On May 14, 2005, Cytos Biotechnology AG announced the successful 
completion of Phase II testing of a virus-ba~cd vaccine, genetically engineered to attract 
an immune system response against nicotine and its effects. The company now plans to 
begin Phase Ill trials. Nabi Biopharmaceuticals is in Phase IIB clinical trials for 
NicVAX, a vaccine to prevent and treat nicotine addiction. It triggers antibodies that bind 
with Nicotine molecules. On March 9, 2006, NicV AX received Fast Track Designation 
from the FDA, which is intended to expedite its review process. The company expects to 
move to Phase III trials in the second half of 2007. And the Xenova Group is set to begin 
Phase II testing of its similar vaccine, Ta-Nie. It is expected that products such as these 
will continue to be developed and that their introduction and use will contribute to the 
trend decline in smoking. Our forecast includes a strong negative trend in smoking rates 
which incorporates the influence of these factors. 

Workplace Restrictions 

In their 1996 study on the effect of workplace smoking bans on cigarette consumption, 
Evans, Farrelly, and Montgomery found that between 1986 and 1993 smoking 
participation rates among workers fell 2.6% more than non-workers. 23 Their results 
suggest that workplace smoking bans reduce smoking prevalence by 5 percentage points 
and reduce consumption by smokers nearly 10%. The authors also found a positive 
correlation between hours worked and the impact on smokers in workplaces that have 
smoking bans. The more hours per day that a smoker spends working in an environment 
where there are smoking restrictions, the greater is the decline in the quantity of 
cigarettes consumed by that smoker. 

Factors Affecting Cigarette Consumption 

Most empirical studies have found a common set of variables that are relevant in building 
a model of cigarette demand. These conventional analyses usually evaluate one or more 

21 Niaura, Raymond and Abra1ns, David B. "Smoking Cessation: Progress, Priorities, and Prospectus'". 
Journal of Consulting and Clinical Psychology. June 2002. 
22 Roddy, Elin. "Bupropion and Other Non-nicotine Pharmacotherapics". British Medical Journal. 28 
February 2004. 
23 Source: Evans, William N.; Farrelly, Mauhew C. and Montgomery, Edward. "Do Workplace Smoking 
Bans Reduce Smoking?". Working Paper No. W5567. National Bureau of Economic Research. 1996. 

A-9 



of the following factors: (i) general population growth, (ii) price increases, (iii) changes 
in disposable income, (iv) youth consumption, (v) trend over time, (vi) smoking bans in 
public places, (vii) nicotine dependence and (viii) health warnings. While some of these 
factors were not found to have a measurable impact on changes in demand for cigarettes, 
all of these factors are thought to affect smoking in some manner and to affect current 
levels of consumption. 

General Population Growth. Global Insight forecasts that the United States population 
will increase from 283 million in 2000 to approximately 393 million in 2046. This 
forecast is consistent with the Bureau of the Census forecast based on the 2000 Census. 

Price Elasticity of Demand & Price Increases. Cigarette price elasticities from recent 
conventional research studies have generally fallen between an interval of -0.3 to -0.5. 
Based on Global Insight's multivariate regression analysis using data from 1965 to 2003, 
the long run price elasticity of consumption for the entire population is -0.33; a 1.0% 
increase in the price of cigarettes decreases consumption by 0.33%. 

In 1998, the average price of a pack of cigarettes in nominal terms was $2.20. This 
increased to $2.88 per pack in 1999, representing a nominal growth in the price of 
cigarettes of 30.9% from 1998. During 1999, consumption declined by 6.45%. This was 
primarily due to a $0.45 per pack increase in November 1998 which was intended to 
offset the costs of the MSA and agreements with previously settled states. The cigarette 
manufacturers then increased wholesale prices on seven occasions between August 1999 
and April 2002, with the total change aggregating to $0.82. In addition to the wholesale 
price increases, in 1999 New York and California each increased its state excise tax by 
$0.50 per pack. In 2001, five states followed suit, and in January 2002, a scheduled 
increase in the federal excise tax of $0.05 per pack went into effect. By June 2002 the 
average price per pack had reached $3.73. 

Severe budget shortfalls following the 2001 recession led at least 30 states to consider 
cigarette excise tax increases in 2002. Ultimately 20 states and New York City imposed 
excise tax increases that year. These increases range from $0.07 per pack in Tennessee to 
$1.42 per pack in New York City. They averaged $0.47 per pack, and, when weighted by 
the state population boosted the nationwide average retail price by $Cl.I 8. This increased 
the population-weighted average state excise tax to over $0.60 per pack. The trend 
continued! in 2003, as state fiscal difficulties persisted. Excise tax increases were enacted 
in 13 slates, pushing the average price per pack to over $3.80. This was followed by 
eleven state tax increases in 2004 and eight (Kentucky, Maine, Minnesota, New 
Hampshire, North Carolina, Ohio, Virginia, and Washington) in 2005. The increase in 
Minnesota was not a tax increase, but rather the imposition of a "Health Impact Fee" 
which has the same effect on consumer prices. This report will consider any such fees as 
equivalent to excise taxes. As a result the population-weighted average state excise tax is 
now $0. 913 per pack In 2006 at least 10 states are considering proposed excise tax 
increases, including increases of $1.00 in New York, and of up to $2.60 in California. 
The Texas legislature has approved a budget bill that would raise the state excise tax by 
$1.00 in January 2007. The governor is expected to sign the legislation. 
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During this period, the major manufacturers refrained from wholesale price increases, 
and also actively pursued extensive promotional and dealer and retailer discounting 
programs which served to hold down retail prices. They did this in part due to the state 
tax increases, but primarily to maintain their market share from iL, erosion by a deep 
discount segment which grew rapidly following the MSA. The major manufacturers were 
finally successful in stemming the increase in the deep discount market share, which ha, 
been stable since 2003. As 2004 came to a close, the manufacturers raised list prices for 
the first time since 2002. Reynolds American announced selected increases and a 
reduction in discounts on most brands of $0. 10 per pack. In June 2005 Philip Morris 
reduced its retail buydown by $0.05 per pack for its lead brands, and Reynolds American 
announced price increases, effective January 2006, of up to $0.10 per pack on many of its 
brands. The average price in April 2006 was $4.15 per pack. 

Over the longer term our forecast expects price increases to continue to exceed the 
general rate of inflation due to increases in the manufacturers' prices as well as further 
increases in excise taxes. 

Premium brands are typically $0.50 to $1.00 more expensive per pack than discount 
brands, allowing a margin for consumers to switch to less costly discount brands in the 
event of price increases. The increasing availability of cigarette outlets on Indian 
reservations, where sales are exempt from taxes, provides another opportunity for 
consumers to reduce the cost of smoking. Similarly, Internet sales of cigarettes are 
growing rapidly, though a recent decision by credit card companies that they would not 
handle cigarette sales has started to have an impact and will dampen this growth. While 
these sales are not technically exempt from taxation, states are currently having a difficult 
time enforcing existing statutes and collecting excise taxes on these sales.24 Under the 
MSA, volume adjustments to payments are based on the quantity ( and not the price or 
type) of cigarettes shipped. The availability of lower price alternatives lessens the 
negative impact of price increases on cigarette volume. 

Changes in Disposable Income. Analyses from many conventional models also include 
the effect of real personal disposable income. Most studies have found cigarette 
consumption in the United States increases as disposable income increascs.25 However, a 
few studies found cigarette consumption decreases as disposable income increases.26 

Based on our multivariate regression analysis the income elasticity of consumption is 
0.27; a 1.0% increase in real disposable income per capita increases per capita cigarette 
consumption by 0.27%. 

Youth Consumption. The number of teenagers who smoke is another likely determinant 
of future adult consumption. While this variable has been largely ignored in empirical 
studies of cigarette consumption,27 almost all adult smokers first use cigarettes by high 

24 Source: United States General Accounting Office. "Internet Cigarette Sales". GA0-02-743. August 2002. 
25 Ippolito, et al.; Fuji. 
26 Wasserman, et al.~ Townsend et al. 
27 Except for those such as Wasserman, ct al. that studied the price elasticity for different age groups. 
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school, and very little first use occurs after age 20.28 One study examines the effects of 
youth smoking on future adult smoking.29 The study found that between 25% and 50% of 
any increase or decrease in youth smoking would persist into adulthood. According to the 
study, several factors may alter future correlation between youth and adult smoking: there 
are better means for quitting smoking than in the past, and there are more workplace bans 
in effect that those who are currently in their teen years will face as they age. 

We have compiled data from the CDC which measures the incidence of smoking in the 
12-17 age group as the percentage of the population in this category that first become 
daily smokers. This percentage, after falling since the early 1970s, began to increase in 
1990 and increased through the decade. We assume that this recent trend peaked in the 
late 1990s and youth smoking has resumed its longer-term decline. 

Trend Over Time. Since 1964 there has been a significant decline in U.S. adult per capita 
cigarette consumption. The Surgeon General's health warning ( 1964) and numerous 
subsequent health warnings, together with the increased health awareness of the 
population over the past thirty years, may have contributed to decreases in cigarette 
consumption levels. If, as we assume, the awareness of the adult population continues to 
change in this way, overall consumption of cigarettes will decline gradually over time. ln 
order to capture the impact of these changing health trends and the effects of other such 
variables which are difficult to quantify, our analysis includes a time trend variable. 

Health Warnings. Categorical variables also have been used to capture the effect of 
different time periods on cigarette consumption. For example, some researchers have 
identified the United States Surgeon General's Report in 1964 and subsequent mandatory 
health warnings on cigarette packages as turning points in public attitudes and knowledge 
of the health effects of smoking. The Cigarette Labeling and Advertising Act of 1965 
required a health warning to be placed on all cigarette packages sold in the United States 
beginning January 1, 1966. The Public Health Smoking Act of 1969 required all 
cigarette packages sold in the United States to carry an updated version of the warning, 
stating that it was a Surgeon General's warning, beginning November I, 1970. The 
Comprehensive Smoking Education Act of 1984 led to even more specific health 
warnings on cigarette packages. The dangers of cigarette smoking have been generally 
known to the public for years. Part of the negative trend in smoking identified in our 
model may represent the cumulative effect of various health warnings since 1966. 

Five states, Alabama, Georgia, Idaho, Kentucky and West Virginia, charge higher health 
insurance premiums to state employee smokers than non-smokers, and a number of states 
have imp.lemented legislation that allows employers to provide incentives to employees 
who do not smoke. Several large corporations, including Meijer Inc., Gannett Co., 
American Financial Group Inc., PepsiCo Inc. and Northwest Airlines, are now charging 
smokers higher premiums. 

28 Source: Surgeon General's 1994 Report. ''"Preventing Tohacco Use A1nong Young People." 
29 Source: Cfrubcr, Jonathon and Zinman, Jonathon. '"Youth Smoking in lhc U.S.:Evidcnce and 
Implication,". Working Paper No. W7780. National Bureau of Economic Research. 2000. 
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Smoking Bans in Public Places. Beginning in the 1970s numerous states have passed 
laws banning smoking in public places as well as private workplaces. In September 2003 
Alabama joined the other 49 states and the District of Columbia in requiring smoke-free 
indoor air to some degree or in some public places.30 

The most comprehensive bans have been enacted since 1998 in 16 states and a few large 
cities. On March 26, 2003, New York State enacted legislation banning smoking in 
indoor workplaces, including restaurants and bars. Delaware had banned smoking in all 
indoor public areas in 2002. These states joined California in imposing comprehensive 
statewide smoking bans. The California ban has been in place since 1998. Also in 2003, 
Connecticut, Maine, and Florida passed laws which ban smoking in restaurants and bars. 
Similarly comprehensive bans took effect in March 2003 in New York City and Dallas 
and in Boston in May 2003. Since then Massachusetts, Montana, Rhode Island, and 
Vermont have established similar bans. Voters in Washington State passed a ballot 
initiative in November 2005 which bans smoking in all public places effective January 
2006. The restrictions are stronger than those in other states as they include a ban on 
outdoor smoking within 25 feet of the entrances of restaurants and other public places. In 
January 2006, New Jersey adopted a comprehensive ban which went into effect in April 
2006. At the same time New Jersey increased the minimum legal age to purchase 
cigarettes from 18 to 19 years. Three states, Alabama, Alaska, and Utah, also set the 
minimum age at 19. In December 2005 Chicago passed a smoking ban which also applies 
within 15 feet of entrances. It went into effect in January 2006, with an exemption for 
bars until July 2008. And in January the District of Columbia enacted an extensive ban 
which will be fully in effect in January 2007. In 2006 Arkansas, Colorado, Hawaii, Utah, 
and Puerto Rico enacted similar legislation. It is expected that these restrictions will 
continue to proliferate. ln 2006 at least one additional states, Ohio, is considering a 
comprehensive ban. California. effective July 1, 2005, banned smoking in its prisons. On 
January 26, 2006 the California Environmental Protection Agency Air Resources Board 
declared environmental tobacco smoke to be a toxic air contaminant. 

The American Nonsmokers' Rights Foundation documents clean indoor air ordinances by 
local governments throughout the U.S. As of April 17, 2006, there were 2,216 
municipalities with indoor smoking restrictions. Of these, 461 local governments required 
workplaces to be 100% smoke-free, and 100% smoke-free conditions were required for 
restaurants by 292 governments, and for bars by 215. The number of such ordinances 
grew rapidly beginning in the 1980s, from less than 200 in 1985 to over 1,000 by 1993, 
and 1,500 by 200 I. The ordinances completely restricting smoking in restaurants and bars 
have generally appeared in the past decade. In 1993 only 13 municipalities prohibited all 
smoking in restaurants, and 6 in bars. These numbers grew to 49 for restaurants and 32 
for bars in 1998, and doubled again by 2001, to 100 and 74, respectively.31 The first 
extensive outdoor smoking restrictions were instituted on March 17, 2006 in Calabasas, 
California. 

30 Source: American Lung Associa1ion. "State Legislated Actions on Tobacco Issues". 2002. 
31 Source: American Nonsmokers' Rights Foundation. http://www.no-smoke.org. April 2006. 
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Based on the regression analysis using data from 1965 to 2003, the restrictions on public 
smoking appear to have an independent effect on per capita cigarette consumption. We 
estimate that the restrictions instituted beginning in the late 1970' s have reduced smoking 
by about 2%. However, the timing of the restrictions within and across states makes such 
statistical identification difficult. Bauer, et al. estimate that U.S. workers in smoke-free 
workplaces from 1993 to 2001 decreased their average daily consumption by 2.6 
cigarettes.32 Research in Canada, by the Ontario Tobacco Research Unit, concludes that 
consumption drops in workplaces where smoking is banned, by almost five cigarettes per 
person per day. Tauras, in a study based on a large survey of smokers, found that the 
more restrictive smoke-free air laws decrease average smoking, but have little influence 
on prevalence.33 The study predicts that moving from no smoking restrictions at all to to 
the most restrictive bans reduces average smoking by from 5% to 8%. 

The trend variable included in our econometric analysis is likely to incorporate some part 
of the cumulative impact of the various smoking bans and restrictions. Our forecast 
assumes that the factors, which have contributed to the negative trend in smoking in the 
U.S. population, continue to contribute to further declines in smoking rates throughout 
the forecast horizon. 

Smokeless Tobacco Products. Smokeless tobacco products have been available for 
centuries. As cigarette consumption expanded in the last century, the use of smokeless 
products declined. Chewing tobacco and snuff are the most significant components. Snuff 
is a ground or powdered form of tobacco that is placed under the lip to dissolve. It 
delivers nicotine effectively to the body. Moist snuff is both smoke-free and spit-free. 
Chewing tobacco and dry snuff consumption has been declining in the U.S. in this 
decade, but moist snuff consumption has increased at an annual rate of approximately 5% 
since 2002, with over 5 million consumers. Snuff is now being marketed to adult 
cigarette smokers as an alternative to cigarettes. The industry is responding to both the 
proliferat:1on of indoor smoking bans and to a perception that smokeless use is a less 
harmful mode of tobacco and nicotine usage than cigarettes. In 2006 the two largest U.S. 
cigarette manufacturers entered the market. Philip Morris is introducing a snuff product, 
Tahoka, and Reynolds American has acquired Conway Company, the second largest 
domestic producer. 

Advocates of the use of snuff as part of a tobacco harm reduction strategy point to 
Sweden, where 'snus', a moist snuff manufactured by Swedish Match, use has increased 
sharply since 1970, and where cigarette smoking incidence among males has declined to 
levels well below that of other countries. A review of the literature on the Swedish 
experience concludes that snus, relative to cigarettes, delivers lower concentrations of 
some harmful chemicals, and does not appear to cause cancer or respiratory diseases. 
They conclude that snus use appears to have contributed to the unusually low rates of 

32 Bauer, Hyland. Li, Steger, and Cummings. "i\ Longitudinal Assessment of the Impact of Smoke-Free 
Worksite Policies on Tobacco Use". American Journal of Public Health. June 2005 
33 Tauras, John A. "Smoke-Free Air Laws, Cigarette Prices, and Adult Cigarette Demand" Economic 
Inquiry, April 2006. 
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smoking among Swedish men. 34 The Sweden experience is unique, even with respect to 
its Northern European neighbors. lt is not clear whether it could be replicated elsewhere. 
Public health advocates in the U.S. emphasize that smokeless use results in both nicotine 
dependence and to increased risks of oral cancer among other health concerns. Snuff use 
is also often criticized as a gateway to cigarette use. 

Similar to the case of smoking bans, this repmt assumes that the trend decline in smoking 
projected in this forecast is sufficient to incorporate the negative impact that increasing 
use of snuff may have on cigarette consumption. 

Nicotine Dependence. Nicotine is widely believed to be an addictive substance. The 
Surgeon Generai35 and the American Medical Association36 (AMA) both conclude that 
nicotine is an addictive drug which produces dependence. The American Psychiatric 
Association has determined that cigarette smoking causes nicotine dependence in 
smokers and nicotine withdrawal in those who stop smoking. The American Medical 
Association Council on Scientific Affairs found that one-third to one-half of all people 
who experiment with smoking become smokers. 

Other Considerations. In August 1999, the CDC published Best Practices for 
Comprehensive Tobacco Control Programs. Citing the success of programs in California 
and Massachusetts, the CDC recommends comprehensive tobacco control programs to 
the states. On August 9, 2000, the Surgeon General issued a report, Reducing Tobacco 
Use ("Surgeon General's Report"), that comprehensively assesses the value and efficacy 
of the major approaches that have been used to reduce tobacco use. The report concludes 
that a comprehensive program of educational strategies, treatment of nicotine addiction, 
regulation of advertising, clean air regulations, restriction of minors' access to tobacco, 
and increased excise taxation can significantly reduce the prevalence of smoking. The 
Surgeon General called for increased spending on anti-smoking initiatives by states, up to 
25% of their annual settlement proceeds, which is far higher than the approximately 9% 
allocated from the first year's settlement payments. 

The Surgeon General's Report documents evidence of the effectiveness of five major 
modalities for reducing tobacco use. Educational strategies are shown to be effective in 
postponing or preventing adolescent smoking. Pharmacologic treatment of nicotine 
addiction, combined with behavioral support, can enhance abstinence efforts. Regulation 
of advertising and promotional activities of manufacturers can reduce smoking, 
particularly among youth. Clean air regulations and restricted minor's access contribute 
to lessening smoking prevalence. And excise tax increases will reduce cigarette 
consumption. Further support for the efficacy of such programs is provided in an analysis 

·
14 Foulds, Ramstrom, Burke, and Fagerstrom. "Effect o[ Smokelss Tobacco (Snus) on Smoking and Public 
Health in Sweden". Tobacco Control. Vol. 12, 2003. 
35 Source: Surgeon General's 1988 Report. "The Health Consequences of Smoking-Nicotine Addiction". 
36 Source: Council on Scientific Affairs. "Reducing the Addictiveness of Cigarettes". Report to the AMA 
House of Delegates. June 1998. 
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by Farrelly, Pechacek, and Chaloupka.37 They estimate that tobacco control program 
expenditures between 1988 and 1998 resulted in a decline in cigarette sales of 3%. 
Tauras, el al. estimate that, had state tobacco cont.ml spending been maintained at the 
levels recommended by the CDC, youth smoking rates would have been from 3.3% to 
13.5% Iower.38 Also, Farrelly et al. estimate th~; 22% of the decline in Jouth smoking 
from 1999 to 2002 was due to the nat10nal "truth mass media campaign: In 2002, New 
York City implemented a strategy which sharply increased excise taxes, banned smoking 
in bars and restaurants, distributed free nicotine patches, and expanded educational 
efforts. Research by Frieden et al. estimates that smoking prevalence in the City declines 
by I I% as a result of these measures, an effect consistent with the conclusions of the 
Surgeon General's Report.40 

In May 2001 a Commission established by President Clinton in September 2000 released 
its final report on how to improve economic conditions in tobacco dependent economics 
while making sure that public health docs not suffer in the process.41 The Commission 
recommended moving from the current quota system to what would be called a Tobacco 
Equity Reduction Program (TERP). TERP would allow compensation to be rendered to 
quota owners for the loss in value of their quota assets as a result of a restructuring to a 
production permit system where permits would be issued annually to tobacco growers. 
Also created would be a Center for Tobacco-Dependent Communities, which would 
address any challenges faced during this period. Three public health proposals that were 
suggested by the Commission were: that states increase funding on tobacco cessation and 
prevention programs; that the FDA be allowed to regulate tobacco products in a "fair and 
equitable" manner; and that funding be included in Medicaid and Medicare coverage for 
smoking cessation. To be able to fund these recommendations, the Commission called for 
a 17-cent increase in the excise tax on all packs of cigarettes sold in the United States. 
The increased revenues would then be deposited into a fund and earmarked for the 
recommended programs. On February 13, 2003, the Interagency Committee on Smoking 
and Health, which reports to the U.S. Department of Health and Human Services, issued 
recommendations, which included raising the federal excise tax on cigarettes from $0.39 
to $2.39 per pack. The purpose of the tax increase would be to discourage smoking and to 
fund anti-tobacco efforts. 

Neither the Surgeon General's nor the Presidential Commission's report have resulted in 
a concerted nationwide program to implement their recommendations, though legislation 

37 "The Impacl of Tobacco Conlrol Program Expenditures on Aggregate Cigarette Sales: 1981-1998." 
Working Paper No. 8691,. National Bureau of Economic Research. 2001. 
38 Tauras, Chaloupka, Farrelly, Giovino, Wakefield, Johnston, O'Malley, Kloska, and Pechacek. ''State 
Tobacco Control Spending and Youth Smoking", American Journal of Public Health, February 2005. 
39 Farrelly, Davis, Haviland, Messeri, and Healton."Evidcncc of a Dose-Response Relationship Between 
"truth" Antismoking Ads and Youth Smoking Prevalence". American Journal of Public Health. March 
2005. 
4° Frieden, Mostashari, Kerker, Miller, Hajat, and Frankel. "Adult Tobacco Use Levels After lnlcnsive 
Tobacco Control Measures: New York City, 2002-2003". American Journal of Public Health. June 2005. 

41 "Tobacco at a Crossroad: A Call for Action". President's Cotnmission on Improving Economic 
Opportunity in Communities Dependcnl on Tobacco Production While Protecting Public Health. May 14, 
2001. 
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to establish FDA regulation was re-introduced in 2005. Research has indicated, and our 
model incorporates, a negative impact on cigarette consumption due to tobacco tax 
increases, and a negative trend decline in levels of smoking since the Surgeon General's 
1964 warning, subsequent anti-smoking initiatives, and regulations which restrict 
smoking. Our model and forecast acknowledges the efficacy of these activities in 
reducing smoking and assumes that the effectiveness of such anti-smoking efforts will 
continue. For instance, in 2001, Canada required cigarette labels to include large graphic 
depictions of adverse health consequences of smoking. Recent research suggests that 
these warnings have some effectiveness, as one-fifth of the participants in a survey 
reported smoking less as a result of the labels.42 Similarly, the Justice Department has 
indicated that, as part of a lawsuit against the tobacco companies, it may seek to require 
graphic health warnings covering 50% of cigarette packs. In addition, it would prohibit 
in-store promotions and require that all advertising and packaging be black-and-white. A 
similar proposal is part of the World Health Organization's Framework Convention on 
Tobacco Control, which the U.S. may sign. As the prevalence of smoking declines, it is 
likely that the achievement of further declines will require either greater levels of 
spending, or more effective programs. This is the common economic principle of 
diminishing returns. 

New York State, in 2000, mandated that manufacturers provide, beginning in 2003, only 
cigarettes that self-extinguish. These standards went into effect in 2004. In June 2005, 
Vermont enacted similar legislation which went into effect May 1, 2006. Similar laws 
were enacted in October 2005 in California to take effect January 1, 2007, and in May 
2006 in Illinois to take effect in 2008. New Hampshire also has legislation which may be 
enacted soon. Similar bills have been introduced in a number of other states. We do not 
believe that these statutes or a nationwide agreement on such standards will affect 
consumption noticeably. It will probably raise the cost of manufacture slightly, but we 
view it as a continuation of a long series of government actions that contribute to the 
trend decline in consumption, which has been incorporated into our model. The expense 
and availability of technology required in the manufacture of self-extinguishing cigarettes 
may put the smaller manufacturers at a slight competitive disadvantage, as their cost per 
pack would increase more relative to the cost per pack increase for the larger 
manufacturers. 

Similarly, in January 2001, Vector Group Ltd. announced plans for a virtually nicotine
free cigarette. The product, Quest, was introduced on January 27, 2003. This non
addictive product might be used as a tool to quit or reduce smoking. We view this as a 
continuation of efforts to provide products, such as the nicotine patch, that are supposed 
to reduce smoking addiction. These products have likely contributed to the trend decline 
in consumption incorporated into our model. In our forecast, we expect such efforts to 
continue to reduce per capita cigarette consumption. 

" Hammond, Fong, McDonald, Brown, and Cameron. "Graphic Canadian Warning Labels and Adverse 
Outcomes: Evidence from Canadian Smokers. American Journal of Public Health. August 2004. 
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An Empirical Model of Cigarette Consumption 

An econometric model is a set of mathematical equations which statistically best 
describes the available historical data. It can be applied, with assumptions on the 
projected path of independent explanatory variables, to predict the future path of the 
dependent variable being studied, in this case adult per capita cigarette consumption 
(CPC). After extensive analysis of available data measuring all of the above-mentioned 
factors which influence smoking, we found the following variables to be effective in 
building an empirical model of adult per capita cigarette consumption for the United 
States: 

1) the real price of cigarettes (cigprice) 
2) the level of real disposable income per capita (ydp96pc) 
3) the impact of restrictions on smoking in public places (smokeban) 
4) the trend over time in individual behavior and preferences (trend) 

We used the tools of standard multivariate regression analysis to determine the nature of 
the economic relationship between these variables and adult per capita cigarette 
consumption in the U.S. Then, using that relationship, along with Global Insight's 
standard adult population growth, and adjustment for non-adult smoking, we projected 
actual cigarette consumption (in billions of cigarettes) out to 2046. It should also be noted 
that since our entire dataset incorporates the effect of the Surgeon General's health 
warning ( 1964 ), the impact of that variable too is accounted for in the forecast. Similarly 
the effect of nicotine dependence is incorporated into our entire dataset and influences the 
trend decline. 

Using U.S. data from 1965 through 2003 on the variables described above, we developed 
the following regression equation. All of the data sources are detailed in Appendix I of 
this Report. 

log (cpc) = 57.7 0.024 * trend 

0.223 * log ( cigprice) - 0.106 * log (cigpricc )(-1) 

+ 0.270 * log (ydp96pc )- 0.020 * smokeban 

The model is estimated in logarithmic form, since that allows the easy computation of the 
responsiveness (or elasticity) of the dependent variable (adult per capita cigarette 
consumption) to changes in the various explanatory (or the right hand side) variables. 

This model has an R-square in excess of 0.99, meaning that it explains more than 99 
percent of the variation in U.S. adult per capita cigarette consumption over the 1965 to 
2003 period. In terms of explanatory power this indicates a very strong model with a high 
level of statistical significance. 

A-18 



Our model is completed with two other equations: 

(I) Total adult cigarette consumption = 

cpc * U.S. adult population. 

(2) Total cigarette consumption = 

total adult cigarette consumption + total youth cigarette consumption. 

We have measured the consumption level of cigarettes in the 12-17 age group by 
examining the difference between total consumption and total adult consumption. We 
then use the expected trend of youth smoking incidence to adjust for the volume of 
cigarette consumption in this age group. Youth incidence is expected to gradually 
decline, and our estimated consumption levels will fall to 2 billion in 2046. 

Dependent Variable 

Adult Per Capita Cigarette Consumption (CPC) 

CPC measures the average annual cigarette consumption of the American adult. It is 
calculated by dividing total adult cigarette consumption by the size of the population 18 
and above. Of the different measures of cigarette consumption available, this is 
considered to be the most reliable. It also directly reflects the changing behavior of 
individual smokers over the historical period. Data were obtained from the U.S. 
Department of Agriculture's (USDA) Economic Research Service. 

Explanatory Variables 

The Real Price of Cigarettes (CIGPRICE) 

Reliable data on retail cigarette prices from the consumer price index (CPI) are only 
available since 1997, an inadequate time frame to build our model. However, tobacco 
CPI, which is available for the entire period of analysis, closely follows cigarette prices, 
since cigarettes constitute over 95 percent of tobacco products. We have, therefore, used 
the tobacco CPI in our model, as is standard. Further, we have deflated this price of 
cigarettes (tobacco) by the overall price level to ensure that any change in cigarette 
consumption is correctly attributed to a change in the price of cigarettes relative to other 
goods, rather than an overall change in the price level. The overall, as well as tobacco 
CPI, were obtained from the Bureau of Labor Statistics (BLS). 

The coefficient on CIGPRICE in the regression equation measures the elasticity of 
cigarette consumption with respect to price. In our model this effect consists of two parts. 
The coefficient of -0.223 measures the short-run elasticity of cigarette demand. That is, a 
I% increase in price reduces consumption by 0.223% in the current year. The second 
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coefficient, -0.106 relates to prices in lhe previous year. It indicates that, following a I% 
increase, an additional decrease in cigarette consumption of 0.106% will occur. Thus, 
according to the data, a one percent increase in price decreases cigarette consumption by 
0.329 percent in the long term. The low value of the elasticity indicates that cigarette 
consumption is price inelastic, or relatively unresponsive to changes in price. This 
coefficient is estimated such that a statistical confidence interval of 95% places its value 
between ··0.25 and -0.41. This implies that there is a probability of 5% that the price 
elasticity is outside this range. 

Real Dis11osable Income Per Capita (YDP96PC) 

Real disposable income per capita measures the average income per person after tax in 
constant l 996 dollars. Data used were collected by the Bureau of Economic Analysis 
(BEA). For goods considered "normal", consumption increases as incomes rise. Hence 
the coefficient is positive. On the other hand if the coefficient is negative, it indicates that 
the good is "inferior" and less is purchased as incomes rise. 

Our analysis indicates that the income elasticity of cigarettes, given by the regression 
coefficient on YDP96PC, is 0.27. The positive sign on the coefficient indicates that 
cigarettes are a normal good. Specifically, every percent increase in real disposable 
income per capita has raised adult per capita cigarette consumption by 0.27%. However, 
the low value of the elasticity indicates that the demand for cigarettes is income inelastic, 
or relatively unresponsive to changes in income. This coefficient (0.27) is estimated such 
that a statistical confidence interval of 95% places its value between 0.03 and 0.52. This 
implies that there is a probability of 5% that the income elasticity is outside this range. 

Qualitative Variable 

The qualitative variable that we have explicitly included in our model relates to the 
restrictions on public smoking since the 1980s (SMOKEBAN). The negative coefficient 
on the variable implies that smoking decreases as a result of smoking bans. The 
coefficient on SMOKEBAN is estimated such that a statistical confidence interval of 
95% for its value is from Oto -0.53. This implies that there is a probability of 5% that the 
coefficient is outside this range. 

Trend and Constant Term 

According to the regression equation specified above, adult cigarette consumption per 
capita (CPC) displays a trend decline of 2.40% per year. The trend reflects the impact of 
a systematic change in the underlying data that is not explained by the included 
explanatory variables. In the case of cigarette consumption, the systematic change is in 
public attitudes toward smoking. The trend may also reflect the cumulative impact of 
health warnings, advertising restrictions, and other variables which are statistically 
insignificant when viewed in isolation. This trend, primarily due to an increase in the 
health-conscious proportion of the population averse to smoking, would by itself account 
for 90.3% of the variation in consumption. This coefficient is estimated such that a 
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statistical confidence interval of 95% for its value is from 0.0195 to 0.0269 (l.95% to 
2.69% ). This implies that there is a probability of 5% that the trend rate of decline is 
outside this range. 

The constant term (57.7) also reflects the impact of excluded variables, those that stay 
fixed over time (e.g., the health warnings on cigarette packs). It should be noted that the 
actual decline in CPC in any given year could be above or below the trend, depending on 
the values of the other explanatory variables. 

Forecast Assumptions 

Our forecast is based on assumptions regarding the future path of the explanatory 
variables in the regression equation. Projections of U.S. population and real per capita 
personal disposable income are standard Global Insight forecasts. Annual population 
growth is projected to average 0.8%, and real per capita personal disposable income is 
projected to increase over the long term at just over 2.1 % per year. 

The projection of the real price of cigarettes is based upon its past behavior with an 
adjustment for the shock to prices due to the tobacco settlement. Cigarette prices 
increased dramatically in November 1998, as manufacturers raised prices by $0.45 per 
pack. Subsequent increases by the manufacturers and numerous federal and state hikes in 
excise taxes brought prices to an average of $3.84 per pack in 2004, and to $4.04 in 2005. 
After a long period of fighting to maintain market share, the large cigarette manufacturers 
are expected to reduce discounts and other promotions. In addition many states continue 
to discuss excise tax increases. We expect prices in 2006 to average $4.23 per pack. 

Our model, intended for long-term forecasting, uses annual data to describe changes in 
prices and other variables. When viewed over long intervals of time, the changes will 
appear to be gradual. The purpose of the model is to capture these broad changes and 
their influence on consumption. Because cigarette manufacturing is dominated by a few 
firms, price changes will typically be discrete events, with jumps such as occurred on 
August 1999 and December 2004, followed by plateaus, rather than small and continuous 
changes. The exact timing during the year of price changes influences only the short-term 
path of consumption. 

Our forecast assumptions have incorporated price increases in excess of general inflation 
in order to meet the requirements of the MSA and offset excise and other taxes. Based 
upon our general inflation and cost assumptions, we anticipate that the nominal price per 
pack of cigarettes will rise to $26.87 by 2046, which is $8.10 in 2000 dollars. Relative to 
other goods, cigarette prices will rise by an average of 2.0% per year over the long term. 
The average real increase over the 30 years ending 1998 was 1.48% per year. 

Prior to the MSA, only once, in l 983, have real cigarette prices appreciated at a double 
digit, or greater than I 0%, rate. If a 10% rate of price increase were to continue, the 
annual rate of decline in cigarette consumption predicted by our model would increase to 
approximately 4%. 
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Our Base Case Forecast assumes that the incidence of youth smoking will continue to 
decline. By 2046 we assume that youth smoking will have declined at an average annual 
rate of 2.4% since 2001, or by 66% overall. 

We believe the assumptions on which the Base Case Forecast are based to be reasonable. 

Forecast of Cigarette Consumption 

After developing the regression equation specified above, we used it to project CPC for 
the period 2004 through 2046. Then using the standard adult population projections of 
Global Insight's macroeconomic model, we converted per capita consumption to 
aggregate adult consumption. We then added our estimate of teenage smoking volume 
going forward. 

In using regression equations developed on the basis of historical data to project future 
values of the dependent variable, we must also assume that the underlying economic 
structure captured in the equation will remain essentially the same. While past 
performance is no guarantee of future patterns, it is still the best tool we have to make 
such projections. 

The graphs below display the projected time trend of U.S. cigarette consumption. The 
first graph illustrates total actual and projected cigarette consumption in the United 
States. The second graph illustrates actual and projected CPC in the United States. For 
the period 1965 through 2003 the forecast line on the second graph indicates the value of 
CPC our model would have projected for those years. 
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Annual U.S. Cigarette Consumption: Base Case Forecast 
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In addition to the expected trend decline in cigarette consumption, the sharp upward 
shock to cigarette prices in late 1998 and 1999 contributed to a 6.45% reduction in 
consumption in 1999. The rate of decline has moderated considerably since that time, 
averaging -2.1 % from 1999 to 2003. Total industry shipments for 2004 have been 
reported at 394.5 billion, a 1.7% decline from 2003. The deep discount share of the 
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market has been reported by the manufacturers as having stabilized at about 12% since 
2003. These cigarettes are produced by a large number of manufacturers, including many 
who participate in the MSA. After significant gains earlier in the decade, imports to the 
U.S. have declined from a high of 23.1 billion sticks in 2003 to 18.1 billion in 2005. In 
2005 industry shipments of 381 billion cigarettes were 3.4% lower than in 2004. Part of 
this decline can be attributed to two extra shipping days in the leap year 2004. For the 
first quarler of 2006, industry shipments of 88.5 billion were 0.5% higher than the first 
quarter of 2005. This comparison is also influenced by an extra shipping day. 

On March 8 the National Association of Attorneys General and the American Legacy 
Foundation jointly announced that cigarette consumption in 2005 had fallen to 378 billion 
sticks. The estimate in this report, of 381 billion, is slightly higher. It is based on two 
sources. First, Reynolds American reported in February that the market research firm, 
MSAI, had estimated total industry shipments in 2005 of 381 billion. Second, the Alcohol 
and Tobacco Tax and Trade Bureau of the U.S. Department of Treasury reported on 
February 14, 2006, in their "Statistical Report - Tobacco", that U.S. manufacturers 
removed as taxable 362.96 billion cigarettes from production in 2005, and that imported 
cigarettes for consumption in 2005 totaled 18.13 billion. The total shipped for U.S. 
consumption is then 381.09 billion 

After 2005, the rate of decline of consumption is projected to moderate and average less 
than 2% per year. From 2004 through 2046 the average annual rate of decline is projected 
to be 1.81 %. On a per capita basis consumption is projected to fall at an average rate of 
2.53% per year. Total consumption of cigarettes in the U.S. is projected to fall from an 
estimated 381 billion in 2005 to 373 billion in 2006, under 300 billion by 2018, and to 
under 200 billion by 2041. 

Statistical Confidence and Forecast Error 

In addition to potential forecast errors due to incorrect forecast assumptions, there also 
exists possible error in the statistical estimation. The estimation and development of an 
econometric model is a statistical exercise. Thus, our parameters arc estimated with some 
degree of error. We have provided confidence intervals for the coefficient (elasticity) 
estimates. For instance, there is a 2.5% probability (5%/2) that the price elasticity exceeds 
0.38. There is similarly a 2.5% chance that the income elasticity is less than 0.03. But if 
these events were independent, the probability of both would be .025 x .025 = .000625, 
or .0625%, less than one tenth of one percent. 

Comparison With Prior Forecasts 

This forecast differs from those we provided in similar studies in 2005 and 2006. In 
February 2006 full year data on industry shipments for 2005 were reported by the 
manufacturers and by the Alcohol and Tobacco Tax and Trade Bureau. From this data we 
estimate that consumption in 2005 was 381 billion cigarettes, 4 billion fewer than we had 
projected. This new data has been incorporated into this revised forecast. Its long term 
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implications are that consumption levels in 2046 are forecast to be 182 billion, 3 billion 
fewer than the 185 billion in our forecasts of 2005. 

Alternative Forecasts 

Two sources of variance may appear in the forecast derived by our model. First, as 
detailed in the Explanatory Variables section, there is some degree of forecast error in the 
parameters of the model. Second, the time paths of the explanatory variables may differ 
from our Base Case Forecast assumptions. Alternative forecasts are included in order to 
provide an interval forecast that, in our opinion, encompasses all of the likely potential 
realizations over time. 

The high and low alternative forecasts are derived as follows. For the high scenario, we 
use a lower price forecast, under which prices are increa~ing at an annual rate 0.5% more 
slowly than our current base case forecast. Under this scenario, the rate of decline is 
moderated slightly, from an average rate of 1.81 % to 1.67%, resulting in consumption of 
194 billion in 2046. 

In the low forecast, Low Case I, we posit a sharper price elasticity of demand. Our 
estimate of the price elasticity, -0.33, is on the low end of the range when compared to 
that of certain other economic researchers. Recent economic research has forged a 
consensus that the elasticity lies between -0.3 and -0.5. We have, therefore, used a 
higher elasticity of -0.4, to generate the lowest consumption forecast which might be 
reasonably anticipated by our model. This increases the average rate of decline to 1.99% 
and results in cigarette consumption of 169 billion in 2046. 
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The model was also tested under more extreme, and concurrently, less likely conditions. 
These exercises do not represent informed anticipation of possible future conditions. 
Rather, they are meant only to test the model under extreme conditions. First, we 
increased the negative response of consumer demand to recent price increases by 
assuming a much larger, -0.5, elasticity. This sharpens the fall in total consumption to an 
average annual rate of 2.16%, and results in demand of 157 billion cigarettes in 2046 
(Low Case 2). This scenario would also be the result if, instead of a greater price 
sensitivity of smokers, we postulated an increased rate of cigarette price increase. Indeed, 
if cigareti:e prices, instead of averaging increases in real terms of 1.97% per year, 
accelerated to a pace of 3.45% annually, demand would also fall to 157 billion in 2046. 

A second large negative stress is placed by postulating, in 2007, either an adverse federal 
government settlement, or tort claims of three times the size of this MSA. This would 
result in a real price increase of 57%, and a large decline, l 8% over two years, in 
consumption. By 2046, consumption will have fallen to 149 billion cigarettes, an average 
annual rate of decline of 2.27% (Low Case 3). 
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Finally, for comparative purposes we have calculated the volume of total cigarette 
consumption under two alternative annual rates of decline, 2.5%, 3%, 3.5% and 4%. 
Under these scenarios consumption in 2046 falls to 135 billion, 109 billion, 88 billion, 
and 71 billion respectively. These calculations are simple arithmetic examples, and are 
neither forecasts nor projections. 
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Base Case Forecast: Assumptions for Explanatory Variables 

Incidence of Average 

Year 
Real Per Capita Real Price of U.S. Adult Smoking in Youth Nominal 
Personal Income Cigarettes Population 12-17 Age Consumption Price Per 

(;roun Pack 
Grotvth Rate Growth Rate Gro~vth Rate },raction Billions $ (Current) 

(%} (%) (%) 

1965 4.84 4.11 1.95 0.04 
1966 4.06 0.92 1.28 0.04 
1967 3.27 0.72 1.39 0.05 
1968 I 3.50 1.89 1.56 0.05 
1969 i 2.06 0.00 1.69 0.06 
1970 3.02 2.24 2.00 0.05 
1971 I 3.28 0.12 2.27 0.06 
1972 : 3.66 2.08 2.85 0.06 
1973 : 5.73 -3.29 2.03 0.07 I 

1974 I -1.62 -5.49 2.05 0.07 
1975 1.30 -1.87 2.12 0.05 I 

1976 2.92 -1.40 2.07 0.05 
1977 2.46 -1.60 1.91 0.07 
1978 ' 3.58 -2.05 1.91 0.06 
1979 1.35 -4.73 2.00 0.05 
1980 0.06 -5.03 1.96 0.05 
1981 1.63 -2.11 l.73 0.06 
1982 1.20 4.80 1.64 0.05 
1983 i 2.35 15.84 1.46 0.04 
1984 I 6.63 2.10 1.48 0.05 
1985 2.45 2.31 1.16 0.05 
1986 2.21 4.84 l.38 0.06 
1987 0.83 3.36 1.23 0.05 
1988 i 3.32 4.83 l.26 0.05 
1989 l.82 7.64 1.35 0.05 
1990 0.72 4.71 0.89 0.06 7.96 
1991 -0.81 7.16 0.96 0.06 7.72 
1992 2.08 5.24 0.99 0.06 7.62 
1993 -0.24 0.91 1.02 0.06 7.12 
1994 1.48 -6.11 0.95 0.07 I 7.21 
1995 1.58 -0.21 I 0.85 0.07 7.76 
1996 1.77 0.18 0.89 0.08 7.54 
1997 2.30 2.31 : 1.27 0.08 6.58 
1998 I 4.63 I 11.03 1.15 0.08 I 6.30 2.20 
1999 1.80 I 26.72 1.13 0.08 5.92 2.88 
2000 I 3.71 i 7.47 i 1.14 0.08 5.92 3.20 

2001 I 0.89 I 4.36 I 1.10 0.08 5.92 3.45 
2002 2.06 5.76 1.02 0.08 5.91 3.71 
2003 1.32 -0.64 0.96 0.08 5.87 3.77 
2004 2.43 -0.75 0.96 0.08 5.84 3.84 
2005 I 0.48 1.68 0.98 0.08 5.82 4.12 
2006 2.24 2.59 0.99 D.08 5.80 4.27 
2007 ' 2.19 2.63 1.00 0.08 5.78 4.47 
2008 ! 2.22 2.71 1.00 0.08 5.77 4.68 
2009 ! 2.20 3.1 () 1.02 0.07 5.77 4.92 
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Base Case Forecast: Assumptions for Explanatory Variables (Cont.) 

Real Per 
Real Price 

Jncidence Average 

Year 
Capita 

of 
U.S. Adult of Smoking Youth Nominal 

Personal 
Cigarettes 

Population in 12-17 Consumption Price Per 
Income A~eGroup Pack 

Gn)H'th Rall'(%} Growth Rate (o/v} Growth Rate(%} Fraction Rillions $ (Current) 

2010 2.17 2.61 LOO 0.07 5.62 5.17 
2011 2.10 2.57 0.93 0.07 5.47 5.42 
2012 2.02 2.52 0.88 0.07 532 5.71 
2013 2.02 2.48 0.81 0.07 5.18 6.01 
2014 2.02 2.84 0.80 0.07 5.18 6.35 
2015 2.04 2.02 0.84 0.07 5.18 6.66 
2016 2.04 2.37 0.82 0.07 5.18 7.00 
2017 2.05 2.34 0.77 0.07 5.18 7.36 
2018 2.05 2.31 0.76 0.07 5.18 7.74 
2019 2.06 2.27 0.74 0.06 5.03 8.13 
2020 2.08 1.89 0.76 0.06 4.88 8.52 
2021 2.09 2.22 0.77 0.06 4.73 8.94 
2022 2.10 1.85 0.77 0.06 4.59 9.36 
2023 2.1 I 2.17 0.78 0.06 4.44 9.83 
2024 2.11 1.81 0.78 0.06 4.44 10.28 
2025 2. I 1 l.79 0.79 0.05 4.29 10.75 
2026 2. I I 1.78 0.79 0.05 4.14 11.24 
2027 2.1 l 1.76 0.79 0.05 3.99 11.76 
2028 2.11 1.75 0.80 0.05 3.85 12.29 
2029 2.11 1.73 0.80 0.05 3.70 12.85 
2030 2.1 I 2.02 0.80 0.05 3.70 13.47 
2031 2.11 1.70 0.79 0.04 3.55 14.07 
2032 2.11 1.68 0.77 0.04 3.40 14.70 
2033 2.11 1.67 0.76 0.04 3.25 15.36 
2034 2.11 1.66 0.75 0.04 3.1 I 16.04 
2035 2.11 2.50 0.74 0.04 2.96 16.90 
2036 2.11 1.62 0.72 0.04 2.96 17.64 
2037 2.11 1.89 0.71 0.04 2.96 18.47 
2038 2.11 1.59 0.70 0.()4 2.96 19.28 
2039 2.11 1.85 0.69 0.03 2.81 20.18 
2040 2.11 1.57 0.68 0.03 2.66 21.06 
2041 2. I I 1.56 0.67 0.03 2.51 21.97 
2()42 2.11 1.81 0.66 0.03 2.37 22.99 
2043 2.11 1.53 0.66 0.03 2.22 23.98 
2044 2.11 1.53 0.66 o.m 2.08 25.01 
2045 2.ll 1.68 0.67 0.03 2.02 26.07 
2()46 2.11 1.66 0.68 0.03 2.02 27.14 
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Historical I Base Case Forecast U.S. Adult Per Capita and Total Consumption of 
CigarettE,s ( 1965 - 2046) 

Per Capita Growth Rate Total Total Growth Rate 
Consumotion Consumntion Consumotion 

[l/c:J I billions) (billions of packs) ((Jo) 

1965 4259 1.53 528.70 26.44 3.42 

1966 4287 0.66 541.20 27.06 2.36 

1967 4280 -0.16 549.20 27.46 1.48 

1968 4186 -2.20 545.70 27.29 -0.64 

1969 3993 -4.61 528.90 26.45 -3.08 

1970 3985 -0.20 536.40 26.82 1.42 

1971 4037 1.30 555.10 27.76 3.49 

1972 4043 0.15 566.80 28.34 2.11 

1973 4148 2.60 589.70 29.49 4.04 

1974 4141 -0. 17 599.00 29.95 1.58 

1975 4123 -0.43 607.20 30.36 1.37 

1976 4092 -0.75 613.50 30.68 1.04 

1977 4051 -1.00 617.00 30.85 0.57 

1978 3967 -2.07 616.00 30.80 -0.16 

1979 3861 -2.67 621.50 31.08 0.89 

1980 3849 -0.31 631.50 31.58 1.61 

1981 3836 -0.34 640.00 32.00 1.35 

1982 3739 -2.S:l 634.00 31.70 -0.94 

1983 3488 -6.71 6(Xl.OO 30.00 -5.36 

1984 3446 -1.20 600.40 30.02 0.07 

1985 3370 -2.21 594.00 29.70 -1.07 

1986 3274 -2.85 583.80 29.19 -1.72 

1987 3197 -2.35 575.00 28.75 -1.51 

1988 3096 -3.16 562.50 28.13 -2.17 

1989 2926 -5.49 540.00 27.00 -4.00 

1990 2826 -3.14 525.00 26.25 -2.78 

1991 2727 -3.50 510.00 25.50 -2.86 

1992 2647 -2.9] 500.00 25.00 -1.96 

1993 2542 -3.97 485.00 24.25 -3.00 

1994 2524 -0.71 486.00 24.30 0.21 

1995 2505 -0.75 487.00 24.35 0.21 

1996 2482 -0.84 487.00 24.35 0.00 

1997 2423 -2.50 480.m 24.00 -1.44 

1998 2320 -4.25 465.00 23.25 -3.13 

1999 2136 -7.93 435.m 21.75 -6.45 

201KI 2056 -3.75 430.00 21.50 -1.15 

2001 2026 -1.46 425.00 21.25 -1.16 

2002 1979 -2.32 415.00 20.75 -2.'.\5 

2003 1837 -7.18 400.00 20.00 -3.61 

2004 1791 -2.50 393.00 19.65 -1.75 

2005 1719 -3.99 381.00 19.05 -3.05 

2006 1670 -2.85 373.34 18.67 -2.01 

21Kl7 1625 -2.70 366.86 18.34 -1.73 

2008 1581 -2.72 360.59 18.03 -1.71 

2009 1537 -2.82 353.96 17.70 -1.84 
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Historical I Base Case Forecast U.S. Adult Per Capita and Total Consumption of 
Cigarettes (1965 - 2046) (Cont.) 

Per Capita Growth Rate Total Total Growth Rate 
Consumntion Consumntion Consumntion 

(<Jc} (billion.~) f billion~ of parks) (o/c) 

2010 1494 -2.76 347.62 17.38 -1.79 
2011 1454 -2.72 341.27 17.06 -1.83 
2012 1414 -2.70 334.93 16.75 -1.86 
2013 1376 -2.69 328.54 16.43 -1.91 
2014 1338 -2.76 322.14 16.11 -1.95 
2015 nm -2.62 316.45 15.82 -1.77 
2016 1269 -2.61 310.82 15.54 -1.78 
2017 1236 -2.63 305.06 15.25 -1.85 
2018 1203 -2.62 299.41 14.97 -1.85 
2019 1172 -2.61 293.71 14.69 -1.90 
2020 1142 -2.53 288.43 14.42 -1.80 
2021 ' 1113 -2.56 283.17 14.16 -1.83 
2022 1085 -2.51 278.11 13.91 -1.79 
2023 1058 -2.54 273.09 13.65 -1.81 
2024 1032 -2.49 268.43 13.42 -1.71 
2025 1006 -2.45 263.84 13.19 -1.71 
2026 982 -2.44 259.36 12.97 -1.70 
2027 958 -2.44 254.97 12.75 -1.69 
2028 934 -2.43 250.69 12.53 -1.68 
2029 912 -2.43 246.48 12.32 -1.68 
2030 889 -2.49 242.34 12.12 -1.68 
2031 867 -2.45 238.16 11.91 ' -1.72 
2032 846 -2.42 234.12 11.71 -1.70 
2033 826 -2.41 230.14 11.51 -1.70 
2034 806 -2.41 226.19 11.31 -1.72 
2035 785 -2.59 221.88 11.09 -1.91 
2036 766 -2.49 217.98 10.90 -1.76 
2037 747 -2.45 214.19 10.71 -1.74 
2038 729 -2.42 210.53 10.53 -1.71 
2039 711 -2.44 206.72 10.34 -1.81 
2040 694 -2.41 203.02 10.15 -1.79 
2041 677 -2.38 199.44 9.97 -1.77 
2042 661 -2.43 195.80 9.79 -1.83 
2043 645 -2.42 192.24 9.61 -1.82 
2044 640 -2.41 188.76 9.59 -1.81 
2045 625 -2.42 185.34 9.27 -1.81 
2046 609 -2.41 182.02 9.10 -1.79 
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Base Case Forecast and Low Case Extreme Projections 

Year Base Case Forecast 
LO'w Case 1 : lligh F orccast: 

-0.4 Price Elasticitv of Demand l~ower Price Assumntion 
Cigare/lt'\' Path· Growth Cigarettt's !'arks Gnmth Cigarfltes l'ilcks Gwwth 

(hillirm1·i lf>i{!j<'IIS) Nute !%1 (biflfrm.,1 (/Jil/i()IIS) Ra1c rq I (hil!im1sJ (Nl/ionsi Rate(%} 

2004 393.CX> 19.65 -1. 75 393.00 19.65 -1.75 393.00 19.65 -1.75 

2005 381.00 19.05 -3.05 381.00 19.05 -3.05 .181.00 19.05 -3.05 

2006 373.34 18.67 -2.01 372.50 18.62 -2.23 373.99 18.70 -1.84 

2007 366.86 l8J4 -1.73 365.11 18.26 -1.98 368.10 18.40 - l.57 

2008 360.59 18.0.1 -1. 71 357.81 17.89 -2.00 :,62.21 18.11 -1.60 

2009 353.96 17.70 -1.84 350.22 17.51 -2.12 356.09 17.80 -1.69 

2010 347.62 17.38 -1.79 343.12 17.16 -2.03 350.25 17.51 -1.64 

2011 341.27 7.06 - l.83 336.05 16.80 -206 344.41 17.22 -1.67 

2012 334.93 .75 -1.86 329.04 16.45 -2.09 338.53 16.93 -1.71 

2013 328.54 16.43 -1. 91 322.01 16.10 -2.14 332.58 16.63 -1.76 

2014 322.14 16.11 -l.95 314.92 15.75 -2.20 326.63 1 (J.33 -1.79 

2015 316.45 15.82 -1.77 308.80 15.44 -1.95 321.15 16.07 -l.62 

2016 310.82 15.54 -1.78 302.65 15.13 -1.99 316.12 15.81 -1.63 

2017 305.06 15.25 -1.85 296.41 14.82 -2.06 310.76 15.54 -1.69 

2018 299.41 14.97 -1.85 290 . .13 14.52 -2.05 305.50 15.28 -1.69 

2019 293.71 14.69 -1.90 284.19 14.21 -2.11 :lCXl.15 1501 -1.75 

2020 288.43 14.42 -1.80 278.57 13.9:l -1.98 295.21 14.76 -1.65 

2021 283.17 14.16 -1.83 272.93 13.65 -2.03 290.26 14.51 -1.68 

2022 278.11 13.91 -1.79 267.62 13.38 - l.95 285.54 14.28 -1.63 

2023 273.09 13.65 -1.81 262.28 13. l l -2.00 280.84 14.()4 -1.65 

2024 268.43 13.42 -1.71 257.39 12.87 -1.87 276.50 13.8:l -1.55 

2025 263.84 13.19 -\. 71 252.57 12.63 -1.87 272.21 l:l.61 -1.55 

2026 259.36 12.97 -1.70 247.88 12.39 -1.86 268.02 [ 13.40 -1.54 

2027 254.97 12.75 -1.69 24l29 12.16 -1.85 263.90 I 13.19 -1.54 

2028 250.69 12.53 -1.68 238.81 11.94 -1.84 259.86 12.99 -1.53 

2029 246.48 12.32 -1.68 234.45 11.72 -1.83 255.91 12.80 -1.52 

2030 242.34 12.12 -1.68 230.06 11.50 -1 51.99 12.60 -1.53 

2031 238.16 11.91 -1.72 225.75 11.29 -1.87 48.05 12.40 -l.56 

2032 234.12 11.71 -1.70 221.58 11.08 -1.85 244.24 12.21 -1.54 

2033 230.14 11.51 -l.70 217.49 10.87 -1.85 240.46 12.02 -1.55 

2034 226.19 11.31 -1.72 21:1.42 10.67 -1.87 236.72 11.84 -1.56 

2035 221.88 11.09 -1.91 208.86 I0.44 -2.14 232.56 11.6.3 -1.76 

2036 217.98 10.90 -1.76 204.90 10.25 -1.90 228.84 I 1.44 -1.60 

2037 214.19 I 0.71 -1.74 200.99 I0.05 -l.91 225.23 11.26 -1.58 

2038 2 lll.53 I0.53 -1.71 197.27 9.86 -1.85 221.74 11.09 -1.55 

2039 206.72 10.34 -1.81 193.37 9.67 -1.98 218.06 10.90 -1.66 

2040 203.02 I0.15 -1.79 189.64 9.48 -l.93 214.51 10.73 -1.63 

2041 199.44 9.97 -1.77 186.03 9JO -\. 91 211.05 10.55 -1.62 

2042 195.80 ' 9.79 -1.83 182.31 9.12 -2.00 207.51 10.38 -1.68 

2043 192.24 . 9.61 -1.82 178.76 i 8.94 -1.95 204.09 10.20 -1.65 

2044 188.76 i 9.59 - l.81 175.29 8.89 -1.94 200. 74 10.22 -1.64 

2045 185.34 9.27 -1.81 171.92 8.60 -1.93 197.44 9.87 -1.64 

2046 182.02 9.10 -1.79 168.63 I 8.43 -1.91 194.22 9.71 -1.63 
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Base Case Forecast and Low Case Extreme Projections 

Year Base Case Forecast 
Low Case 2: l,ow Case 3: 

-0.5 Price Elasticity of Demand Lar e '.VISA in 2006 
Ci;;aretfl:'f Pads Grou1h Cisure111:s Pad:s Growth Cii,;arettes Packs (irowth 
1bi/lionsJ (bili/(Jl!,'i} Ratef'if.J lhillirms) (billirms! Rme ('H:! (billions} (billions) Rme(o/.1 

2004 393.00 19.65 -1.75 393.fKJ 19.65 -1.75 393.00 19.65 -175 
2005 :181.00 19.05 -3.05 38 LOO 19.05 -3.05 381.00 19.05 -3.05 
2006 373.34 18.67 -2.01 371.51 18.58 -2.49 373.34 18.67 -2.01 
2007 366.86 18.34 I -1.73 363.10 18.15 -2.26 319.24 15.96 -14.49 
2008 36059 18.03 -1.71 354.86 17.74 -2.27 294.49 14.72 -7.75 
2009 353.96 17.70 -1.84 346.24 17.31 -2.43 289.07 14.45 -184 
2010 347.62 17.38 -1.79 338.31 16.92 -2.29 283.90 14.20 -1.79 
2011 341.27 = 17.06 

-183 330.47 16.52 -2.32 278.71 13.94 -1.83 
2012 334.93 16.75 -1.86 322.74 16.14 -2.34 273.53 13.68 -1.86 
2013 328.54 16.43 -1.91 315.07 15.75 -2.38 268.32 13.42 -1.91 
2014 322.14 16.11 ! -1.95 307 .22 15.36 -2.49 263.09 13.15 -1.95 
2015 316.45 ' 15.82 I -1.77 300.63 15.03 -2.15 258.44 12.92 -1.77 
2016 310.82 15.54 -1.78 293.93 14.70 -2.23 253.84 12.69 -1.78 
2017 305.06 15.25 -I.85 287.19 14.36 -2.29 249.14 12.46 -1.85 
2018 299.41 14.97 -1.85 280.63 14.03 -2.28 244.52 12.23 -185 
2019 293.71 14.69 ' -1.90 274.06 13.70 -2.34 239.87 11.99 -190 
2020 288.43 14.42 i -1.80 268.15 13.41 -2.16 235.56 I 1.78 -180 
2021 283.17 14.16 - 1.83 262.13 13. 11 -2.25 231.26 Il.56 -1.83 
2022 278.11 13.91 I -1.79 256.53 12.83 -2.14 227. 13 11.36 -1.79 
2023 273.09 13.65 -LSI 250.85 12.54 -2.22 223.03 I 1.15 -1.81 
2024 268.43 13.42 -1.71 245.72 12.29 -2.05 219.23 10.96 -1.71 
2025 263.84 13. 19 -1.71 240.68 12.03 -2.05 215.48 10.77 -1.71 
2026 259.36 12.97 -1.70 235.77 I 1.79 -2.04 211.81 10.59 -1.70 
2027 254.97 1:'..75 -1.69 230.98 11.55 -2.03 208.23 10.41 -169 
2028 250.69 12.53 -1.68 226.34 11.32 -2.01 204.74 10.24 -1.68 
2029 246.48 12.32 -1.68 221.79 11.09 -2.01 20UO 10.06 -168 
2030 242.34 12.12 -1.68 217.20 10.86 -2.07 197.91 9.90 -1.68 
2031 238.16 I l.91 -1. 72 212 76 10.64 -2.04 194.50 9.73 -1.72 
2032 234.12 11.71 -1.70 208.47 10.42 -2.02 191.20 9.56 -1.70 
2033 230.14 11.51 I -1.70 204.26 10.21 -2.02 187.96 9.40 -1.70 
2034 226. 19 JUI 

' 
-1.72 200. 12 10.01 -2.03 184.73 9.24 -1.72 

2035 221.88 I 1.09 -1.91 195.35 9.77 -2.39 181.21 9.06 -1.91 
2036 217.98 10.90 -1.76 191.31 9.57 -2.07 178.02 8.90 -1.76 
2037 214.19 10.71 -1.74 187.31 9.37 -2.09 174.93 8.75 -1.74 
2038 210.53 10.53 -1.7 l 183.55 9.18 -2.01 171.94 8.60 -1.71 
2039 206.72 HU4 -1.81 179.57 8.98 -2.17 168.83 8.44 -1.81 
2040 203.01 10.15 -1.79 175.82 8.79 -2.09 165.81 8.29 -1.79 
2041 199.44 9.97 I -1.77 172.19 8.61 -2.07 162.88 8.14 -1.77 
2042 195.80 9.79 -1.83 168.44 8.42 -2. 18 159.90 8.00 -1.83 
2043 192.24 9.01 -1.82 164.90 8.25 -2. 10 157.(Xl 7.85 -l.82 
2044 188.76 9.59 -1.81 163.43 8.17 -2.09 154. 16 8.35 -1.81 
2045 185.34 9.42 -1.78 160.01 8.rnl -2.IO 151.41 7.57 -1.78 
2046 182.02 9.26 -1.72 156.68 7.83 -2.08 148.81 7.44 -1.72 
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Alternative Constant Rate Decline Projections 

Year 2.5% 3.0% 
Cigarrrtrs Packs (/nflions) Growth Rate Ci Ra re Iles Packs (billi1111s) Growrh Rate 

2004 ,01 IV) JOA', -175 393.m 19.65 -4.00 
2005 18' m 10 05 -1 n, ii< I 1111 1 '" 

_,, 

2006 171 48 18.'57 2.50 i<hO '"', ! 1 48 -3 
2007 3,;o 10 1R 11 -7 50 358 48 1 07 -:l I 

2008 1'rl 11 ]7 ,;,; -,., .::;;:() 3n73 1710 -) llll 

2009 14411 17.77 _7 50 117.10 IA vs -1.00 
2010 11< 7() 16 7Q _7 50 127.18 lA 1A -1 (}I} 

2011 1?731 I" 17 -7 " 3 P 36 1 ,::;: 'x I - i llfl 

2012 119 17 1 < o,; -., 5, 3(P.84 15.19 -3.(Xl 
2013 111 14 1 < '" 

_7 5, )08.61 14.91 -1.00 
2014 ,m 11 I< 17 _ 7 <ti 7'0 ,,5 1.J. A\.' -1 llll 
2015 I 70< 7Q 1A 70 - ? 50 1,n o,; 14 '" ) llll 

2016 ' 700 1') 14.10 - ') .<;;/ l 27:, 51 11 h'J -11111 

2017 701 18 1 A (It; _? so 7,;4 3S 1100 -11111 

2018 774 ('\ 117( 0 50 7<IS.42 ,.., 0') -11111 

2019 ?67 70 1116 _7 50 1'10 73 J? AA -11111 

2020 0/;(\ ,; 1 11 n1 _1 50 7,11 27 1 '1 l}h -11\tl 

2021 ?'\4 JO J7 711 -,., .;:n 71'1 111 ] 1 71l -11111 

2022 ?47 74 I? 10 - 1 50 7"7(1] ]1 3_'\ -1 llll 
2023 ?41 « 1,., n~ _7 50 77(1 7() 11.01 -1 llll 
2024 7>< SJ I 1 78 7 "' 211 <0 11\ ~v - i llfl 

2025 770 ,;7 11 1Q _,., ,;;n 0117 19 11116 -11\ll 

2026 771 QQ 11 10 -") '"' 7fUl 07 1111\', -i llll 
2027 )10 70 too I - ") ',I\ JOA 0'1 9.7< -1 no 
2028 I )17 QC 

1() "" 

_,., ,:;;;n I QO (19 OAS -1 fl(l 

2029 I On7'\J 11\ 18 - " ,;;;n JR:J ,D () 17 -1 fl(l 
20.lO 

:~ 
I" 12 -2 50 177 92 8.90 -1.0ll 

20.ll O Q,C _ 1 ,;;n ! J70 SS 8 ,;3 -1 llO 

20.l2 0 ,;1 -2.'iO I 167.40 8 17 -1.flO 
2033 187 S7 o 1R - 0 sn I I ,;1 38 I 8 17 -1 nn 
2034 I QO 83 014 - ') '-fl I '\7 '\ 1 7 RR -3 00 

2035 J7Q 7h o 41 _ O Sil I JS7 78 7 ,;4 -1 (l{} 

2036 17181 o ,;o -2 50 ! 148.20 7 41 -3 no 
2037 1 ,;o M; ! o 47 -" ,;;;n I IA3 7'\ 710 -3 (\(} 
2038 J f;< 71 Q 7,; _7 ,o (3044 ,; 07 -1 nn 
2039 1.:..1 f)Q ans -2 so 11.c:: ,..,.,._ f, 7~ -3 l\l) 

2040 I '\7 (17 7 RS _o sn 111 71 " '" 
_, 

2041 ] <<.14 7'" - 'J "\I I 1·r1 ·,. A 16 -1 
2042 149 11 i 7 J.7 - 7 50 123 4 h 17 3 
2043 145" I 7 7R -2 50 119. /· ' ()() -3 
2044 141.94 7 10 -2.50 ] ]fr 15 i .8( _, 
2045 118.39 6.92 -2 '\{} 1 17 hi ,;3 -1 
2046 J3A 03 i; 75 - ") "\ii Hll.J '1U .,,, -3 
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Alternative c:onsWnt Rate Decline Proiections <cont'd) 

Year 
3.5%1 4.0% 

Decline Per Year Decline Per Year 
Cigarette., 

Packs ihillionsJ Growth Rate l*i 
Cisarem:r Pack1· (billiuns) Growth Raft: (%1 

(hi/li111n) (billions! 

2004 393.00 19.65 -1.75 393.CXJ 19.65 -4.00 
2005 381.00 19.05 -3.05 381.00 19.05 -3.05 
2006 367.67 18.38 -3.50 365.76 18.29 -4.00 
2007 

' 
354.80 17.74 -3.50 351. 13 17.56 -4.00 

2008 342.38 17.12 -3.50 337.08 16.85 -4.(X) 

2009 . 330.40 16.52 -3.50 323.60 16.18 -4.00 
2010 I 318.83 15.94 -3.50 310.66 15.53 -4.00 

I 2011 307.67 15.38 -3.50 298.23 14.91 -4.00 
2012 I 296.90 14.85 -3.50 286.30 14.32 -4.(Kl 
2013 286.51 14.33 -3.50 274.85 13.74 -4.00 
2014 I 276.48 13.82 -3.50 263.86 13.19 -4.00 
2015 ' 266.81 13.34 -3.50 253.30 12.67 -4.<X) 

2016 257.47 12.87 -3.50 243.17 12.16 -4.00 
2017 I 248.46 12.42 -3.50 233.44 11.67 -4.00 
2018 ' 239.76 11.99 -3.50 224.10 11.21 -4.00 
2019 I 231.37 11.57 -3.50 215.14 10.76 -4.00 
2020 223.27 I 1.16 -3.50 206.53 l0.33 -4.CXJ 
2021 215.46 10.77 -3.50 198.27 9.91 -4.00 
2022 207.92 10.40 -3.50 190.34 9.52 -4.00 

. 2023 200.64 10.03 -3.50 182.73 9.14 -4.00 
2024 193.62 9.68 -3.50 175.42 8.77 -4.00 
2025 186.84 9.34 -3.50 168.40 8.42 -4.(Xl 
2026 180.30 9.02 -3.50 161.67 808 -4.CK) 
2027 173.99 8.70 -3.50 155.20 7.76 -4.00 
2027 173.99 8.70 -3.50 155.20 7.76 -4.00 
2028 167.90 8.40 -3.50 148.99 7.45 -4.00 
2029 162.02 8.10 -3.50 143.03 7.15 -4.<X) 
2030 156.:15 7.82 -3.50 137.31 6.87 -4.00 
2031 150.88 7.54 -3.50 Bl.82 6.59 -4.00 
2032 145.60 7.28 -3.50 126.55 6.33 -4.00 

. 2033 140.50 7.01 -3.50 121.48 6.07 ·4.00 
2034 135.59 6.78 -3.50 116.62 5.83 -4.00 
2035 I 130.84 6.54 -3.50 111.96 5.60 -4.(X) 

2036 : 126.26 6.31 -3.50 107.48 5.37 -4.00 
2037 121.84 6.09 -3.50 103.18 5.16 -4.00 

i 2038 117.58 5.88 -3.50 99.05 4.95 -4.00 
2039 113.46 5.67 -3.50 95.09 4.75 -4.00 

I 2040 i 109.49 5.47 -3.50 91.29 4.56 -4.CXJ 
2041 I 105.66 5.28 -3.50 87.64 4.38 -4.00 
2042 101.96 5.10 -3.50 84.13 4.21 -4.00 
2043 98.39 4.92 -3.50 80.77 4.04 -4.00 

' 
2044 94.95 4.75 -3.50 77.54 3.88 -4.00 
2045 91.63 4.58 -3.50 74.43 3.72 -4.00 
2046 88.42 4.42 -3.50 71.46 i 3.57 -4.00 
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Executive Summary 

The US Census measured the population of the state of California at 33.871,648 in 2000. We project that 
it will reach 51,549.,610 in 2040. For the county of San Diego, we project that the population will grow to 
3,071,382 in 2010, 3,469,819 in 2020, 3,883,651 in 2030, and 4,340,977 in 2040. This results in a decline 
in San Diego share's share of the state population to 7.97% in 2010, followed by a rise throughout the rest 
of the forecast period to 8.09% in 2020, 8.23% in 2030, and 8.42% in 2040. 

Global Insight Population Projection 
Year California 

I 
San Diego Co. San Diego Co. 

Population I Population Share of State 
I (%) I 

2000 33,871,648 2,813,833 8.31% 

2010 38,518,314 3,071.382 7.97% 

2020 42,869,736 3.469,819 8.09% 

2030 47,169,112 3,883,651 8.23% 

2040 51,549,610 4,340,977 8.42% 

In order to forecast, over forty years, the share of California population that will reside in each of the 
state's counties, we must understand the determinants of population growth and change both in individual 
counties and in the state of California as a whole. The US Bureau of the Census projections of fertility and 
mortality by age, sex, and ethnic group has been applied to the current population of California counties. 
In addition, Global Insight's economic models of the US, the state of California, and the metropolitan 
areas of California have been used to project migration to and from California counties. The migration 
component of demographic change consists of in-migration from abroad, from other US states, and from 
other California counties; and in the other direction, out-migration to such jurisdictions. 

Global Insight projects that the California economy will expand at approximately the same rate as the U.S. 
average through this decade. We project that California will continue to gain population through 
migration, but that positive net domestic migration to the state from the rest of the U.S. will cease this 
decade. In our forecast, international immigration will continue, however, to provide the state with a 
significant net migration inflow. Thus we project that the state's population will grow at a faster rate than 
that of the U.S. 

Within California, we project that the high costs of living and of doing business in Silicon Valley and the 
Bay Area will result in the relative movement of jobs and people to the Central Valley areas. In Southern 
California, a shift in the geographic focus of growth will also occur. We project that the densely settled 
Southern California counties of Los Angeles and Orange will experience significant outflows of 
population to Riverside, San Bernardino, and other counties. 

The fist half of this decade saw an enormous appreciation in housing prices in San Diego. This growth, 
while reflective of the desirability of San Diego as a location, also sharply limited its affordability for 
many. Subsequently it became clear that domestic migration flows had turned sharply negative. That is, 
many more people were leaving the county than were entering. Net domestic out-migration will continue 
to be high until some of the housing price differential with other counties in California and elsewhere have 
shrunk. By 2010, the share of California population in San Diego County will have fallen to Jess than 8%. 
Thereafter, however, consistently strong international immigration, a relatively high birthrate (correlated 
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with San Diego County's ethnically diverse demographic base), and rising life expectancy will sustain an 
overall rate of population growth significantly higher than the state average. The county will increase its 
share of California's population from 7.97% in 2010 to 8.42% in 2040. 

Our model was constructed from widely accepted economic and demographic principles and Global 
Insight's long experience in building econometric forecasting models. A review of the economic and 
demographic research literature indicates that our model is consistent with the prevalent consensus among 
economists and demographers concerning growth in the population of California. We considered the 
impact of fertility/birth rates, mortality rates/life expectancy, migration (including international, domestic, 
and inter-county migration within California), age, gender, and ethnicity, as well as the business cycle, 
land area and usage, water resources, and environmental risks such as earthquakes. After extensive 
analysis, we found the following variables to be relevant in building an empirical model of California 
population through 2040 by county, indicating changes through the period in the county shares of the total 
population: births, deaths, and migration (international, domestic and county-to-county). The projections 
and forecasts are based on reasonable assumptions regarding the future paths of these factors. 

Disclaimer 

The projections and forecasts included in this report, including, but not limited to, regarding the 
future population of San Diego County, are estimates, which have been prepared on the basis of 
certain assumptions and hypotheses. No representation or warranty of any kind is or can be made 
with respect to the accuracy or completeness of, and no representation or warranty should be 
inferred from, these projections and forecasts. The projections and forecasts contained in this report 
are based upon assumptions as to future events and, accordingly, are subject to varying degrees of 
uncertainty. Some assumptions inevitably will not materialize and, additionally, unanticipated 
events and circumstances may occur. Therefore, for example, San Diego population inevitably will 
vary from the projections and forecasts included in this report and the variations may be material 
and adverse. 
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INTRODUCTION 

The goal of this research is to forecast the share of California's population, over the next forty years, that 
will reside in San Diego County. ln order to do this we must understand the determinants of population 
growth and change both in San Diego County and in the state of California. We view the problem as 
having two broad d:1mensions, one demographic, the other economic. 

Population changes for two reasons. The first is demographic and is the natural rate of increase due to a 
higher number of births than of deaths. The second reason is economic, as economic conditions are the 
primary determinant of migration flows. The natural increase in population as a result of births to female 
residents of the state and of San Diego County is a relatively predictable phenomenon. The number of 
births per female, or the fertility rate, has been extensively studied and documented. It is a function 
primarily of the age and ethnic composition of the population. Similarly, the predicted number of deaths in 
a population is described by a mortality rate, which varies most importantly with the age distribution of 
the population, but also with ethnic and sex characteristics. 

W c use the cohort component method of population projection to forecast the natural increase in 
population for each of the counties of the state of California. This method is described in Chapter I. It is 
acknowledged by demographers and economists as the most credible methodology in population 
projection and is the methodology used by the US Bureau of the Census in its population projections for 
the US. 

This methodology generates our forecast of San Diego County's population and its proportion of total 
California population. In order to accomplish this we began with the base population of each California 
county, a fully detailed age/race/sex description of the existing population. For instance, we identified, for 
each single year of age, the number of residents of each sex and ethnic category. These base numbers were 
the starting points of our projections, and arc calibrated to match the tabulation of the 2000 U.S. Census. 
From this distribution we can predict, with a high degree of confidence, the number of births and deaths in 
any given year, as we "age" the population one year for each succeeding year. The U.S. Bureau of the 
Census ("Census") provides projections of fertility and mortality rates by age/sex/race for each year until 
2040. The Census projections are the sole source of credible projections for these rates, and we have used 
them in our modeling. 

The second major source of population change, migration, is primarily influenced by economic factors. 
The economic view is that people, depending upon many factors including their income, occupation, and 
stage of life, have preferences as to where they would like to reside. Geographical amenities, such as 
mountains or beaches, are important, as are social and cultural ones. Of course, costs of living vary 
significantly at varying locations, as do the availability of employment and its remuneration. The latter 
factors are a function of business location decisions, which arc determined by myriad economic factors, 
and the state and structure of the economy. 

There are three types of migration to consider. First, international migration is driven by social, economic, 
and political conditions in foreign countries relative to those of the US. The decennial Census enumeration 
does not distinguish between legal and unauthorized immigrants. We use Census projections of 
immigration to the US by country of origin and the observed distribution of those immigrants among 
California counties., to project international immigration by county during the forecast period, up to the 
year 2040. 

Second, domestic migration between California and other slates, encompassing both in-migration to 
California and out-migration from California, has been a key factor in explaining California population 
growth trends. This has been, and will continue to be, a function of relative economic conditions in 
California versus the rest of the U.S., which can cause business and labor to enter or leave the California 
economy. Similarly, movement within the counties of California is determined by relative economic and 
social conditions across the disparate regions and counties of California. In both of these cases of 
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domestic migration we have extensively examined the county-to-county migration tally of the Internal 
Revenue Service. Our forecasts of future movements are consistent with Global Insight's U.S., state and 
metropolitan area economic forecasts. In these models we assume that population and the labor force 
follow jobs through migration, and that relative rates of economic growth determine local area 
employment. These projected migration nows are then incorporated into the cohort component 
methodology in order to incorporate their impact on future births and deaths. 

This report is organized as follows: Chapter I describes the methodology used to project population by 
county for 40 years. Chapter 2 describes demographic forecasts for the US. The economic outlook for the 
nation and the state is presented in Chapter 3. Chapter 4 discusses the population forecast for the state. 
Chapter 5 discusses San Diego County's economic and population forecast and the forecast of its share of 
California population. In Chapter 6 we discuss alternative projections and the sensitivity of our analysis. 
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Chapter 1 
Demographic Methodology 

Global Insight's population model is designed to forecast the county-by-county population of California 
from 2000 to 2040, in order to provide the county population shares used in the determination of the 
payments made to the County under the ARIMOU. We believe that the size of population in the future is 
best forecast by incorporating all of the changes in the components of population, which are reflected in 
the actual numbers, such as the number of births, the number of deaths, the number of immigrants, and the 
number for domestic migration. As a result we have chosen not to forecast the county population share 
directly, but to forecast the population of each and every county in California and subsequently calculate 
the county population share. The county population is forecasted by the cohort component method, which 
is based on the traditional demographic accounting system: 

Population, = 
Population,_, + Birth, - Death, + Net Domestic Mi1;ration, + Net International Migration, 

where t = 2000, .... , 2040. 
Each component is forecasted for each age cohort based upon sex and ethnicity. The methodology is outlined 
below. 

Natural Increase 

A. Births 

The forecast for births by ethnic group uses the national fertility rate by ethnic group projected by the U.S. 
Census Bureau based on data from the National Center for Health Statistics. The fertility rates are 
calculated for women aged 10 to 49 years old by the five race and ethnic origin groups for each year from 
2000 to 2040. Once the total number of births is calculated by applying the rate to each childbearing age 
group, 1990-1998 national birth sex ratios are applied by ethnic group to allocate forecast births of males 
and females. 
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B. Deaths 

The forecast for deaths by sex and ethnic group uses the national mortality rate projected by the U.S. Census 
Bureau based on data from the National Center for Health Statistics. These mortality rates for the forecasting 
period are calculated for each sex from O to I 00 years of age and for five race and ethnic origin groups, at 
annual frequency from 2000 to 2010 and in five-year increments from 2015 to 2040. The total number of deaths 
is calculated by applying the rate to each age cohort by sex and ethnicity. 

Migration 

A. international Migration 

International migration to California is projected first and allocated into counties. Since this projection 
depends on immigration policy, the U.S. Census forecast on immigration is taken as a benchmark. The 
state forecast for immigration is calculated using the historical proportion of immigrants to California out 
of total U.S. immigrants. Historically, immigration has been a relatively stable component of population 
change; during the 1990s the annual inflow to California varied between 201,253 and 288,553, a 
difference of 0.03% of state population. Once the state forecast is calculated, the historical proportion of 
immigrants to each county relative to the state is applied to allocate the number of immigrants to counties. 
To keep the cohort component method, this county figure is allocated into ethnic groups by sex and age. 
The historical ethnic group proportions for each county and the historical age distribution of immigrants to 
the state are used for this allocation. 

B. Domestic Migration 

Domestic migration is the most volatile component because it depends on economic trends and regional 
development. The California state population forecasts by the U.S. Census, the California Department of 
Finance, the UCLA Anderson Forecast, and the Center for Continuing Study of the California Economy deviate 
from each other, mostly because they have different forecast models for this component. 

Our forecast uses Global Insight's State and Metropolitan Area macroeconomic forecasts and the IRS migration 
data collected from tax returns to forecast domestic migration. First, the size of state migration is forecast. This 
provides the benchmark for the sum of counties' net domestic migration annually. Second, forecasted relative 
rates of metropolitan area economic growth are combined with historical IRS county-to-county migration data 
to allocate domestic migration across the counties. In addition, adjustments are made based on qualitative 
judgments of Global Insight analysts. 

The IRS migration data is collected by comparing the Social Security number of individual tax returns for two 
consecutive years. The IRS data contains the number of residents migrating from one county to another. It 
provides the historical benchmarks of the distribution across counties of migration flows to which we apply our 
economic forecasts of future migration. 

The age distribution catches the characteristics of county-to-county migration. The counties that have the UC 
educational institutions, for example Los Angeles County, San Diego County, and Alameda County, have in
migration for the age group in the late teens, representing incoming college students, but out-migration for the 
age group in the early twenties, driven by students graduating and moving away. This relative pattern is kept 
even in the period of out-migration, i.e., relatively small out-migration in absolute value for the late-teens age 
group, and large out-migration in absolute value for the early-twenties age group. 
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Chapter 2 
US Population and Demographics 

The US population is projected by the Bureau of the Census to expand at an annual rate of 0.8% between 
2000 and 2020, with the rate of increase then slowing to near 0.6% per year by 2040. The population 
growth rate rose as the baby boomers passed through their prime childbearing years, producing an "echo" 
of the post-war baby boom. Births peaked in 1988, at 4.4 million, matching the previous highs of the late 
1950s and early 1960s. 

Increasing life expectancy and high net immigration arc key factors in the expansion of the population. 
The mortality rates contained in the Census forecast reflect ongoing improvements in health care, 
nutrition, and general living standards. Life expectancy is projected to rise throughout the forecast period 
for both men and women. Death rates rise slightly over the forecast period. This is entirely the result of 
the aging population, as survival rates at every age rise over the forecast horizon. Relatively low fertility 
rates (compared to historical experience) and high immigration dictate that a rising share of the U.S. 
population will consist of persons born abroad. 

Results of the 2000 census put the unadjusted U.S. population at 281,421,906. As anticipated, the 
Mountain states region led all regions in growth by a wide margin. This region's 33.0% increase since 
1990 is almost triple the U.S. rate of 13.2%. The primary reason is domestic migration from other regions, 
though a relatively youthful population in the Mountain states also leads to higher birth and lower death 
rates than the U.S. average. Population growth in the Pacific region, consisting of California, Washington, 
Oregon, Alaska, and Hawaii, at 15.1 %, also exceeded the U.S. average. The Northeast and Midwest 
regions grew at rates below the average, with the Northeast states trailing the other regions at just 5.5% 
growth for the decade. 

The 2000 results were generally consistent with trends through the 1990s, though California and 
Massachusetts have seen significant turnarounds from sluggish growth earlier in the decade. Georgia was 
the fastest growing state outside the Mountain region, while Minnesota was the fastest growing 
Midwestern state. Although a few states such as Hawaii, North Dakota, and Pennsylvania posted 
occasional year-to-year net losses in population during the 1990s, every state's population rose, at least 
mildly, during the decade as a whole. 

These trends are a continuation of the very long-term shift in U.S. population towards the South and West. 
The migration became noticeable with the decline of Rust Belt manufacturing, but has, in fact, been 
ongoing since World War II. The major domestic migration flows from 2000 to 2004 were outflows of 
900,000 from the Middle Atlantic and 550,000 from the East North Central region, and inflows of 
1,350,000 to the South Atlantic and 600,000 to the Mountain states. Among states, the largest net gainers 
from domestic migration were, in order, Florida, Arizona, Nevada, Georgia, North Carolina, and Texas. 
The largest losers were New York, California, and Illinois. 

International migrai:ion, on the other hand, is dominated by a different set of states. Of U.S. net migration 
of 5.3 million from 200 to 2004, gains of 1,200,000 occurred in California, and New York, Texas, while 
Florida accounted for another 1.600,000. In California's case, it more than offset domestic out-migration 
of 415,000. Prior to California's economic recovery in the late 1990s, its domestic outflow had been much 
greater. In New York, foreign immigration offset part of a domestic outflow of 770,000. 

Through the end of this decade, Global Insight expects the Mountain region to continue adding to its 
population more quickly than any other region in the U.S. The Mountain states' population is projected to 
reach 20 million in 2009. This will reflect a 17% increase in population over the decade, far outpacing the 
South Atlantic region, for which the corresponding cumulative increase is projected to be 12%. The 
Pacific region is projected to grow more slowly than either the Mountain or South Atlantic regions, even 
though the Pacific region is forecast to have the second largest regional population by 2010. 
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Population growth will not be distributed evenly over all of the age cohorts. The proportion of the 
population age 70 and over has risen rapidly, from less than 3.0% in 1900, to 5.8% in 1960 and 8.5% in 
1990. This proportion will remain in the 9.0% range through 2015, and then rise to 12.3% by 2025. (See 
Figure 1.) The 16-to-65 age group (the working-age years) will grow at an average annual rate of 0.5% 
from 1999 to 2025, while the 65-and-over age group will display a more rapid growth rate of 2.4% over 
the same period. The population is gradually aging as the nation adjusts to a lower-than-historically
experienced fertility rate. 

FIGURE 1 
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Birth Rates: 

Consistent with Census projections, the number of births in the United States is projected to increase 
progressively throughout the projection period. The Asian and Hispanic-origin populations are expected to 
experience the most dramatic increase in the number of births. The non-Hispanic white share of births is 
projected to decrease throughout the 21" century; all other groups will increase their share of births. By 
the middle of the 21" century, two of every five births are expected to be non-Hispanic white, one in three 
will be Hispanic, one in five will be black, and one in 11 will be Asian. 
Projected birth rates are calculated using the Census Bureau fertility rates. The Census Bureau states that 
the "total fertility rate for the United States has remained fairly constant since 1989. As of 1997, the total 
fertility rate was 2,032.5 births per 1,000 women," 1 where the total fertility rate (2.03) represents the 
average number of children that each woman would bear in her lifetime. The Census Bureau bases their 
fertility assumptions on demographic theory, analyzed past and current n~tional and international fertility 
trends, and input from data on birth expectations from a national survey." However, as birth expectations 
data for non-Hispanic American Indians and non-Hispanic Asian and Pacific Islanders are deficient, the 
Census Bureau has assumed that they will converge to a total fertility rate of2,100 per 1,000 women (2.1) 
by the year 2025. Short-term fertility assumptions include non-Hispanic American Indian and non
Hispanic Asian and Pacific Islander total fertility rates declining by .006 and .002, respectively, from 1998 
through 2025. Long-term fertility projections incorporate the assumption that rates for each race and 

1 Source: Hollmann, Frederick W.; Mulder, Tammany J.; Kallan, Jeffrey E.; US Census Bureau, Methodology and 
Assumptions for the Population Projections of the United States: 1999 to 2100. 
2 Ibid. 
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Hispanic ongin category will move downward toward the "replacement level," reaching 2.1 in 2150. 
"However, the rate[s] of increase or decrease to the total fertility rates differ among the five race and 
Hispanic origin groups."3 These fertility rates, cited in Table I, form the basis for the Global Insight 
forecast. 

Table l: Projected Total .Fertility by Race & Hispanic Origin per 1000 Women 

Race and Hispanic Origin 1999 2025 2050 2100 

Total Fertility Rate 2047.5 2206.8 2219.0 2182.9 

White, Non-Hispanic 1833.0 2030.0 2043.3 2070.0 

Black, Non-Hispanic 2078.4 2120.0 2113.3 2100.0 

American Indian, Non-Hispanic 2420.6 2270.0 2233.3 2160.0 

Asian, Non-Hispanic 2229.0 2171.2 2154.5 2121.2 

Hispanic Origin 2920.5 2677.3 2562.8 2333.8 

White 2009.5 2210.2 2230.1 2198.0 

Black 2121.9 2164.1 2159.1 2131.0 

American Indian 2506.6 2366.3 2329.4 2224.3 

Asian 2277.4 2205.8 2180.8 2134.7 
Source: Hollmann, Frederick W.; Mulder, Tammany J.; Kallan. Jeffrey E.; US Census Bureau, Methodology and Assumptions for the 
Population Projections of t'1e United States: 1999 to 2100. (Middle Series) 

Fertility trends for all race and Hispanic origin groups are as follows: non-Hispanic black fertility rates 
have declined since 1993 and have converged towards non-Hispanic white rates, while the Hispanic and 
Asian-Pacific Islander groups have generally maintained higher fertility rates. The latter groups are 
comprised largely of foreign-born populations that generally sustain higher fertility rates than native 
women of the same race and origin. 

In addition to the general and total fertility rates the Census Bureau publishes, the Census Bureau has 
further broken down fertility rates to be age- and race-specific. For the purposes of this Global Insight 
population projection, Census Bureau age- and race-specific fertility rate projections were used. The 
Census Bureau has derived fertility rates for women of four racial groups (Asian and Pacific Islander, 
Black, American Indian and Aleut, and White) and with or without Hispanic origin. (As with all fertility 
rate estimates, these figures arc given for women between the ages of 10 and 49, those years in which 
women are deemed able to give birth). This differentiation of fertility rates according to race and Hispanic 
background reflects the influences of cultural background, including desired family size, which in turn 
influence fertility rates. Accordingly, the Census Bureau estimates that the fertility rate for a 30 year-old 
anywhere in the U.S. varied according to race and Hispanic origin. This variance in fertility rates with 
regard to race and Hispanic origin is extremely important in calculating fertility rates across the nation, 
but has particularly great implications in the case of California. 

California has a vastly diverse ethnic and racial make-up, due in large part to the steady stream of 
immigrants entering the state. As the percentage of the non-Hispanic white population decreases, the 
percentage of other racial and ethnic groups will increase. Thus, California's population is likely to grow, 

3 Ibid. 
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at least initially, more rapidly than the population of the U.S. overall, because the percent share in the state 
population comprised of racial groups with higher fertility rates is greater than these groups' relative 
population share nationwide. This increased birth rate coincides with the remarkable racial diversity in 
this geographical area, a diversity based to a considerable degree on immigration. Tt has been found that 
immigrants maintain the characteristics of their native culture upon entering the United States. 

Mortality Rates: 

Global Insight used Census Bureau mortality rates that are, like the fertility rates, age- and race-specific. 
Tn general, the Census Bureau reports that at present significant mortality differentials exist between males 
and females and between race and ethnic groups. Data on birth rates and life expectancy exist for whites 
and blacks. However, for other race and ethnic groups, data are too scarce to identify trends over time. 
(See Table 2.) Throughout the 20'h century, differentials in life expectancy between males and females, 
and between blacks and whites, have been quite irregular, increasing in some periods and decreasing in 
others. During the 1990s, the differentials between males and females, and between blacks and whites, 
have tended to narrow. By 1997, life expectancies for males and females had reached 73.6 and 79.4 years, 

. 1 4 respective y. 

Table 2 

Projected Life Expectancy at Birth by Race and Hispanic Origin, 1999 to 2100 
(Middle Series)* 

Race and Hispanic Origin 1999 2025 2050 2100 

Total Population (Male) 74.1 77.6 81.2 88.0 

Total Population (Female) 79.8 83.6 86.7 92.3 

White, Non-Hispanic (Male) 74.7 77.8 81.1 87.6 

White, Non-Hispanic (Female) 80.1 83.6 86.4 91.8 

Black, Non-Hispanic (Male) 68.4 73.6 78.5 86.9 

Black, Non-Hispanic (Female) 75.1 80.5 84.6 91.5 

American Indian, Non-Hispanic (Male) 72.9 78.4 82.2 88.5 

American Indian, Non-Hispanic (Female) 82.0 86.5 89.2 93.6 

Asian, Non-Hispanic (Male) 80.9 82.4 84.8 89.4 

Asian, Non-Hispanic (Female) 86.5 87.7 89.7 93.4 

Hispanic Origin (Male) 77.2 80.0 83.0 88.6 

Hispanic Origin (Female) 83.7 86.1 88.4 92.9 

*~S Census Bureau designation that represents the population breakdown according to current trends 

4 Ibid. 
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Chapter 3 
Economic Outllook 

US Economic Overview 

The U.S. economy is now in a period of moderate expansion. Real GDP growth is projected to average 
3.4% per year from 2005 through 2009-down from 3.9% annual gains from 1995 to 2000. Over the long
term period of 2005-2040, real GDP growth is forecast to average 2.9% annually, about tbe same rate as 
the average of the past 25 years. The economy's underlying growth will slow after 2011, as baby boomers 
begin to retire, slowing labor force growth. Greater business fixed investment and R&D spending will 
offset the slowdown in labor force growth, but eventually the effects of weaker labor force growth will 
become dominant and self-perpetuating. As output growth drops off, business fixed investment rises more 
slowly, limiting capital stock growth and thus future output gains. Slower long-term increases in the labor 
force indicate more moderate long-term employment growth. Total civilian employment will rise at an 
average annual rate of 0.9% from 2004 to 2040. Manufacturing's share of total employment will continue 
to decline over the forecast period, falling to less than 7% by 2040, from 10.9% in 2004. Global Insight 
projects that Core Consumer Price Index inflation (which excludes food and energy) will average 2.6% 
from 2004 to 2040, significantly less than the 4.4% average from 1977-2003. The Consumer Price Index 
itself, a broader measure of inflation, should average 2.4% per year. 

Pacific Region 

The Pacific region (PR), cons1strng of California, Alaska, Hawaii, Washington, and Oregon, was a 
national leader in job growth in the late 1990's, and in 2000, the region maintained its status with a 3.2% 
employment gain, well outpacing the South Atlantic (2.7%) and West South Central (2.5%) regions, and 
behind only the Mountain region (3.4%). The PR's largest state economy, California, was a powerhouse of 
job growth, with 74% of all the non-agricultural jobs in the region located within its borders. In 200 I, 
however, came the i:ech bust, and California was hit hard. The PR's job growth slowed abruptly to 0.5% in 
200 l, and plunged into contraction in 2002, as cities like San Jose, San Francisco, Seattle, and Portland 
lost scores of jobs. Both the California and the Oregon state economics remained in contraction until 2003, 
and this hampered the region's struggle to regain positive employment growth. By 2004, an economic 
resurgence was well underway both nationally and within the region, and job gains became solidly 
positive again (1.2% in 2004). 

The Pacific region's heyday may have passed, at least in the near term, but it will continue to thrive 
economically. Through 2010, the region will average 1.3% annual job growth, a very solid performance, 
though the spotlight has now shifted to the Mountain (2.2% average growth through 20 I 0), South Atlantic 
( 1.6% ), and West South Central ( 1.5%) regions. These regions are currently drawing residents and 
businesses at an incredible rate, due to their low costs and good quality of life. In fact, nearby states like 
Nevada have made boldly public attempts to woo California businesses and residents, and the state may be 
forced to take a look, in the near future, at its reputation for having a poor business climate. 
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California: 

As mentioned above, California's powerhouse economy hit a wall in 200 I. The crisis in the tech sector 
plunged the state into three years of negligible employment growth, which in turn affected growth in the 
region. Since mid-2003, the state has been in rebound mode; annual employment growth registered 1.2% 
in 2004, and gains have been accelerating since then. But California is no longer the driving economic 
force of the Pacific Census Region. Employment in the Golden State was 1.6% in 2005, compared to 
Alaska (1.7%), Washington (2.4%), Hawaii (2.8%), and Oregon (3.4%). We expect that trend will 
continue, as California, which was the region's growth leader in 1995-2000, moves to the bottom of the 
pack in the region over the next five years. 

Yet despite the tech bust, the electricity crisis, the threat of wildfires and other setbacks, California's 
economy is healthy, though it is expanding much more slowly than five years ago. Construction and 
services, which are generating the fastest job growth and largest number of new jobs, respectively, have been 
the brightest parts of California's employment picture over the past few years. Residential real estate in 2004 in 
California hit both record highs and record lows: home sales and the median home price reached record high 
levels, while supply conditions and their share of first-time buyers in the California housing market fell to 
historic lows. New housing starts declined slightly in 2005 and home price appreciation moderated in the 
coastal metro areas. All of these signals point to a softening real estate market. 

Table 3 

Employment Growth: California and the Pacific Region 
State/Region Employment Employment 

Annual Growth % Annual Growth % 
1995-2000 2005-2010 

Pacific Region 2.8 1.4 
Alaska 1.5 1.2 

California 3.0 1.3 
Hawaii 0.5 1.8 
Oregon 2.8 1.7 

Washington 2.8 1.4 

In terms of exports, California was knocked out of the number-one spot in 2002, as the Golden State's 
high-tech slump and West Coast port shutdown allowed Texas to push ahead. To date, the positions are 
unchanged. In 2005, California exported $109.9 billion in goods, 13.5% of all U.S. exports-still not back 
to its 15% share in 2000. High-technology goods exports (computers and electronic products) totaling $42 
billion were shipped in 2004, up 15% from 2003 shipments, and high-tech goods accounted for 38% of 
California's exports in 2004. Texas, the next largest high-tech exporter, shipped $3 I billion in high-tech 
products in 2004, though the composition was only 27% of the state's total export~. Export-supported jobs 
account for an estimated 8.6% of California's total private-sector employment in 2004, significantly larger than 
the national average of 6.5%. 

California's job growth remains uneven in both sectoral and geographic terms. Despite the bursting of the tech 
bubble, the San Francisco Bay Area and Southern California's metropolitan cluster still drive the state's growth, 
while the more rural southern Central Valley continues to struggle to overcome its high unemployment rates
partially due to the seasonality of agricultural work. Although the boom years are past, California's economy 
will perform solidly over the next five years. California nonagricultural employment is expected to grow by 
1.1 % overall from 2005 to 2010, while the U.S. job total, reflecting a slightly faster rate of increase, will rise by 
a projected 1.2% during the same period. 
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Professional and business services will dominate the state's job growth over the next five years, expanding by 
an average of 2.3% annually. Only small sectors that do not employ nearly the same numbers, such as 
transportation and warehousing, will grow at similarly high and sustained rates. Lagging sectors over the next 
five years include finance (-0.2%) and manufacturing (-0.1 % ), which continues its long-term decline. 
Population and employment gains will create 5.3% personal income growth over the next five years. 

In the long term (20 IO through 2040), we project the California economy will cede its position as a major 
growth leader and converge with the rest of the United States in terms of population growth, employment 
growth, unemployment rates, and income and wages. As will be the case in much of the nation, the state's 
manufacturing sector will endure a slow decline, while services industries will further consolidate their 
already established position as a driver of growth. In the very long term, California's concentration of 
high-tech companies will be a boon for the state's economy; the tech sector's short-term volatility will be 
offset by its future gains. 

Metropolitan Area Outlook 

Table 4 presents our outlook for employment in the California metro areas. As mentioned above, growth 
in the state will slow through the end of the decade, and the variance of growth across metros will flatten 
as well. In the 1990s, the San Francisco Bay area led the state in economic gains, and Silicon Valley's 
high-technology leadership propelled much of US economic growth. This success created business and 
housing cost pressures that encouraged growth in the surrounding region, a trend that has continued 
despite the bursting of the tech bubble and downturns within the San Francisco and San Jose metro areas 
themselves. For this reason we forecast strong growth this decade in the Sacramento, Stockton and Vallejo 
metro areas. 

The Southern California metro areas also saw robust growth in the 1990s driven by their high-tech sectors, 
although they are also renowned for naval and commercial seaports, and aerospace, electronics, and 
industrial machinery manufacturing. An increasing numbers of workers are choosing to move out of the 
coastal Southern California metros, however, and commute from adjoining inland counties. Therefore, in 
the coming years, employment growth will be particularly robust in Riverside, which accommodates much 
of the spillover growth from the highly congested region to its west, and will consequently also witness 
some of the state's most rapid population growth. We project that employment in San Diego County will 
increase through th,: forecast period at a slightly better pace (1.6%) compared to job growth statewide 
(1.4% ). 
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Table 4 

California Metropolitan Area Outlook 
Metro Employment 

Annual Growth % 
2005-2040 

California 1.4 

Bakersfield 1.3 

Chico 1.2 

Fresno 1.5 

Los Angeles-L. Beach 0.5 

Merced 1.5 

Modesto 1.5 

Oxnard-Ventura 1.4 

Riverside 25 

Sacramento 1.8 

Salinas I. I 

San Diego 1.6 
San Fran-Oakland 1.0 

San Jose 1.2 

Santa Barbara 0.8 

Santa Cruz 1.0 

Santa Rosa 1.2 

Stockton 1.8 

Vallejo 1.5 

Visalia 1.4 

Yuba City 1.3 
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Chapter 4 
California Population 
California, located on the Pacific Coast of the United States, received little attent.ion from Europeans for 
more than three centuries after its first sighting in 1542. Following the establishment of missions late in 
the 1760s, the first organized group of settlers arrived in 1841 hy wagon train from Missouri. Shortly 
thereafter, the discovery of gold caused immediate, extensive population growth, and in 1850 California 
became the 31" state. Population growth and immigration have continued to be trademarks of the state 
since it joined the union. Between 1860 and 1960, the population almost doubled approximately every 
twenty years. By 1970, California had become the most populous state in the nation, home to almost 20 
million persons. In the 30 years through the end of the century, the state gained half again as many 
residents as it had in 1970. The U.S. Census Bureau recorded California's population at 29, 760,021 in 
1990 and at 33,871,648 in 2000, for a 10-ycar gain of 13.8%. This slightly outpaced the corresponding 
nationwide increase of 13.2%. The Golden State now accounts for 12% of U.S. inhabitants. Although 
California has been the most populous state for a short segment of U.S. history, 2000 Census figures show 
that its population now outnumbers the second-place state, Texas, by more than 15 million. The 2000 
Census counted 11,502,870 households in California. Estimates by the Census Bureau for 2005 indicate 
that thus far this decade, California growth of 6.7% since 2000 exceeds the U.S. increase of 5.3%. (On 
December 22, 2005. the Bureau estimated that the state population was 36,142,147 in 2005.) 

According to the U.S. Census, total California population grew by 4, 111,627 between 1990 and 2000. 
More than half this increase occurred in the five large jurisdictions of Los Angeles, Orange, San Diego, 
Riverside, and San Bernardino counties. Six other counties-Fresno, Santa Clara, Sacramento, Alameda, 
Contra Costa, and Kern-also each added more than 100,000 people during the decade. From 2000 to 
2005 the Census Bureau estimates that the state added over 2 million residents. 

An important factor affecting the growing California population is the land capacity of the state. Is there 
enough land in the state to support the growing population? Without an adequate supply of serviced and 
developable land, the most basic of new housing factors, it is impossible for homebuilders to build new 
homes. According i:o the California Department of Housing and Community Development, as of 1996, 
land in 35 (of the 58) California counties for which detailed land supply data are available indicate that 
approximately 3.5 million acres of urbanized land, 32 million acres of public or undevelopable land, and 
nearly 25 million acres of physically-developable land exists. However, upon closer examination, the 
latter 25 million acres could not all be "realistically" developed. Excluding land for environmental or 
other reasons would drastically diminish available developable land in the state. Excluding wetlands and 
prime and unique farmlands, floodzones, special areas identified by the California Department of Fish and 
Game, and sites with an Endangered Species Index of 40 or more would reduce devclopable land supplies 
to 8.2 million acres. Furthermore, with this reduction in available land, coupled with high density and 
growth areas, the Department of Housing and Community Development C§timated that Los Angeles and 
Orange counties will run short of developable land between 2010 and 2020:' 

There may, of course, be other natural-resource related constraints that can impinge upon population 
growth in particular regions. Water resources availability has long been a focus of public policy in 
California. We have not incorporated any relative changes in the availability of water across the state. We 
assume that water capacity will continue to direct development as it has in the past. To the extent that 
California agriculture is substantially irrigation-based, while soil salination and market factors are likely 
to reduce the state's extent of irrigated cropland, the conversion of available land from agriculture to other 

5 Source: California Department of Housing and Community Development: Report: Raising the Roof-California 
Housing Development Projections and Constraints 1997-2020. http://www.hcd.ca.gov/hpd/hrclrtr/index.htm. 
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uses may in some circumstances allow the redirection of water supplies currently in place to new 
nonagricultural consumers. 

In regard to another well publicized issue, much public policy discussion about urban sprawl has occurred 
in recent years. We assume that prospective new laws and regulations relating to land use and 
development will not alter the relative population distribution al the county level. 

Births and Deaths 

The fertility and mortality rates in California vary with both the age and racial compos1uon of the 
population. Our forecast applies the Census fertility and mortality projections by age, sex, and ethnicity to 
the California population base. 

Migration to California 

Migration has had a huge impact on the culture and economy of California, increasing population 
dramatically. In the forty-year period ending in 1985, substantial numbers of foreign and domestic 
migrants arrived in California. Total net migration into California trended upwards from 1970 until it 
peaked in 1988. That year saw record net migration with a positive balance of 420, 120 persons moving 
into the state. Total net migration fell with the recession of the early 1990s. It turned negative in 1992 (as 
more people left the state than arrived), with a net balance of 23,450 departing California that year. This 
trend continued, reaching its nadir in 1994 when out-migration accounted for a net of 181,110 persons 
exiting the state. 

For much of the 1990s the continued sizable net inflow of population from foreign countries only partly 
offset large-scale net out-migration of Californians to other states. The robust economy in the second half 
of the decade spurred a reversal in this trend, as domestic and foreign in-migration once again became 
positive in California. The next business cycle, the 2001 recession and the burst of the high technology 
bubble, predictably impacted migration flows. The state lost a net 415,000 residents from 2000 to 2004 to 
other states, though it added 1.2 million foreign immigrants. 

Migration consists of two components: domestic and international migration. Domestic migration, 
migration between California and the rest of the United States, has had less of an influence on the 
population of the state than international migration, those immigrants from outside the U.S ... 

California attracts more foreign immigrants than any other state, and disproportionately more than would 
simply line up with its status as the nation's most populous state. Immigration, including illegal 
immigration, has become the largest component of California population growth. Prior to the 1970s swell 
in immigration, domestic migration drove California population trends. International immigration 
accounted for less than 10% of the state's population growth from 1940 to 1970. Since 1970, it has 
accounted for almost 50%. 

International immigrants have settled unevenly in California, with Los Angeles County acting as the 
state's largest magnet for the immigrant population. In 1960, one-tenth of Los Angeles residents were 
immigrants; by 1990 the share had risen to one-third. This huge upswing in immigrants has also changed 
the age profile of the state. In 1960, the state reflected the age profile of the United States; by 1990, the 
state had a much younger population than the rest of the U.S., with decidedly more young workers and 
fewer retirees. This younger labor force, to a significant degree the outcome of widespread immigration, 
has contributed to the disproportionate economic growth California has experienced compared to the rest 
of the nation. Immigrants have acted as a low-cost labor resource, as California natives have consistently 
been shown to out-earn non-natives. California's large immigrant population has enabled the state's 
employers to benefit from a fall in labor costs relative to employers in other U.S. states. 
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California has the largest populations of Spanish-speaking people, American Indians, Chinese, Filipinos, 
Japanese, Koreans, and Vietnamese in the U.S., as well as the second-largest populations of blacks and 
Asian Indians in the fifty states. The Golden State's ethnic diversity has grown in the last quarter century, 
with the array of its racial composition broadening much more quickly than that in the rest of the nation. 
To compare, once again, the diversity of the national and California populations in 1970 and 1990: in 
1970, both the state and national populations were approximately 20% minorities; in 1990. a 25% 
contingent of the U.S. population was minorities, whereas almost half of the California population was 
minorities. The composition of the immigrant flow consists primarily of Mexicans and Central Americans, 
as well as Asians. On average, immigrants to California as well as to the U.S. in general have a lower 
level of educational attainment than native-born Americans. 

Intra-California Mi{lration 

County-to-county migration will be the focus of our examination of population movement within the state 
of California. As in many areas of the nation, county-to-county migration in California displays a trend of 
out-migration from urban counties to neighboring suburban counties. However, in California, as the 
distances between urban and suburban areas increase or decrease with the growing population, urban areas 
are stretching further and further within counties. As the cost of living rises in urban areas, Global Insight 
projects that more out-migration to neighboring counties will take place. However, a backlash against 
increased transportation time and other factors related to extensive suburban development is also apparent, 
so that large-scale out-migration will simultaneously give rise to movement back into the urban counties, 
i.e., intra-county and inter-county migration flows back into urban areas from more distant suburbs. 

Forecast 

Based on information through 2005 we forecast that California population will increase to 51,549.610 by 
2040. This represents a compound annual rate of growth of 1.06% since 2000. The growth rate is however, 
declining over time, from l.29% in the current decade, to 0.89% from 2030 to 2040. San Diego County 
population growth will average l.09%. The compound annual rate of growth this decade will be 0.88%, 
and will increase 1.23% from 2010 to 2020, followed by slowing to a l.12% rate for 2030 to 2040. 
Among the counties of the greater San Francisco Bay Area, we project that only Contra Costa, Napa, and 
Sonoma will attract net domestic migration. We project that the densely settled Southern California 
counties of Los Angeles and Orange will experience significant outflows of population to Riverside, San 
Bernardino, and other counties. International immigration will continue to boost growth in Southern 
California and in the: Central Valley counties. And the generally younger populations in the Central Valley 
will result in higher rates of natural population increase there going forward. 
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Chapter 5 
San Diego County Outlook 

The county of San Diego is the third-largest in the state, behind only Los Angeles and Orange Counties in 
terms of population. The margin of difference between Los Angeles and the next-largest counties, 
however, is considerable. The US Census Bureau estimated the 2005 population of Los Angeles County at 
9,935,475, more than triple the corresponding figure for the counties of Orange, at 2,988,072 and San 
Diego, at 2,933,462. While Orange County, located on the coast between San Diego County to the south 
and Los Angeles County to the north, has a slightly greater population than San Diego, it is geographically 
smaller and more intensively developed. Thus the potential for sustained robust demographic growth rates 
is slightly greater in San Diego County, although, as we will discuss below, San Diego faces other 
constraints. 

All the large metropolitan counties of Southern California share an important factor bolstering their 
historic and projected population growth: international immigration. In San Diego's case, the county 
directly borders Mexico, augmenting San Diego's County's role, though it is certainly shared by the entire 
region, as a magnet for legal as well as illegal immigration from Mexico and elsewhere in Latin America. 
San Diego County and the general Southern California area also serve as a gateway for trans-Pacific 
immigration. The Asian-Pacific Islander group is the second-largest ethnic minority in San Diego County, 
behind Hispanics, though the number of Hispanics is about three times larger. Ongoing ethnic 
diversification through immigration and natural increase among recent immigrant groups, as can be 
observed in San Diego County and adjoining areas of Southern California, assures that the region will 
continue to experience population gains, regardless of the fluctuations in domestic migration. The birth 
rate tends to be higher in immigrant communities than among those who have been in the US for 
generations. 

San Diego's economy is another reason behind the county's population growth. The county, like the state, 
has undergone an economic transformation during the last decade and a half. In fact, the evolution of a 
cutting-edge economy based on information, life sciences, and services has progressed farther in San 
Diego than in most other jurisdictions, particularly in Southern California. 

During the late 1980s, San Diego's considerable prosperity was somewhat narrowly based, with a large 
component of defense industry activity. By the end of that decade, especially after the dissolution of the 
Soviet Union and the end of the Cold War, federal policy was committed to streamlining and downsizing 
defense procurement, and military spending was substantially reduced. This, in conjunction with the 
nationwide recession in 1990-91. had a crippling effect on the San Diego County economy. The same can 
be said for nearby areas, including Los Angeles and Orange counties, where large defense-related sectors 
also underwent major cutbacks in the late 1980s and early 1990s. However, by nearly all measures, the 
economic reconfiguration of San Diego has outpaced the transition process in most of the rest of Southern 
California. Today, San Diego has become a leader in telecommunications, electronics, computers, 
software, and biotechnology-an emergence in which the presence of the educated, high-tech-ready labor 
force that originally located in the area to work in defense-related industries has played a leading role. 

Drawing on high-skilled labor cultivated by the local defense industry, the region's communications 
agglomeration has steadily developed as industry suppliers have migrated to the area. High-level research 
programs at universities and other institutes in the region, such as the University of California at San 
Diego and Scripps Institution of Oceanography, have supported the area's transformation to a high-tech 
economy by providing access to the most sophisticated knowledge and fostering the availability of a top
quality workforce. 

Biotechnology has also been strongly supported by regional universities and institutes, and San Diego 
remains an important global player in this field. By almost any measure, San Diego's biotech cluster ranks 
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among the topmost in the United States; indeed, a 2004 Milken Institute report ranked San Diego the 
number one metro area in the US in biotechnology.6 The study found that San Diego's life sciences 
industry is directly and indirectly responsible for 55.600 jobs and S5.8 billion in income-5.3% of 
output-in the metro area. The region is excels in innovation and R&D, as well as in translating ideas to 
the marketplace, and San Diego is one of only a handful of metropolitan areas that have succeeded on a 
scale necessary to ensure industry sustainability. The Milken Institute has stated that San Diego "has one 
of the broadest and most balanced arrays of technology clusters of any metropolitan area in the US. In 
addition to being labeled as 'Biotech Beach,' the region is also known as 'Telecom Valley' and the 
'Wireless Communications Capital of the World.• "7 

San Diego's economy is driven by its non-manufacturing sector, which accounts for over 90% of non
agricultural employment. As of December 2005, total non-farm employment was 1,287,400, of which 
manufacturing jobs, at !03,400, represented only 8% of the total, compared to a US-wide average of 
slightly under 14%. This figure is down from 129,710 manufacturing jobs in December 2000, when the 
sector represented 11 % of total employment. Historically, local economic development officials have cited 
low unskilled wage rates-a factor linked to the large immigrant population-as an inducement for 
manufacturing industries to locate in the area. However, other costs of doing business have risen rapidly. 
Some-notably rising land and housing costs-are a direct effect of the boom conditions seen in San 
Diego during the last decade. Others, such as higher transportation and utility costs, stem from external 
factors. As a result.. the prospects for expansion in manufacturing in San Diego County, particularly low 
value-added manufacturing, are likely to be limited. The share of manufacturing in local employment, and 
quite possibly the absolute total of manufacturing jobs, are likely to continue to drop in the near future. 

Services is San Diego's largest sector, representing 37% of non-manufacturing employment or some 
537,000 jobs as of December 2005. Tourism is one of the pillars of the local economy; more than 14 
million tourists each year visit the area's attractions, including Sea World, the Wild Animal Park, the San 
Diego Zoo, Mission Bay, and Cabrillo National Monument. Trade and transportation jobs are another big 
employer; jobs in the trade, transportation and utilities category total about 220,000 in the metro area. 
Government employs 214,000, a total boosted significantly by the presence of major Navy and Marine 
installations on the coast. The concentration of military activity is always vulnerable to the prospect of 
defense consolidation and downsizing, but a renewed flow of defense dollars to San Diego contractors 
assures the future of several major employers, at least for the time being. According to the San Diego 
Regional Chamber of Commerce's Economic Research Bureau, total defense revenues in San Diego in 
fiscal 2003 grew 26.7% to $13.4 billion. 

Despite the fact that San Diego has become one of the state's largest and most vibrant urban areas, its 
agricultural sector remains important. Over 10,000 persons were employed in agriculture in San Diego as 
of December 2005, although that number is down from nearly 16,000 in 1998. San Diego County is the 
20th largest agricultural producer in the nation, and is a top producer of nursery products, flowers, foliage 
plants, and avocados. 

San Diego at present displays a significantly tighter labor market, as indicated by its unemployment rate, 
than either the state or the nation on average. In December 2005, the San Diego metro area posted an 
unemployment rate of 4.1 %, compared to 5.1 % in California as a whole and 5% on average throughout the 
US. The San Diego MSA's low jobless rate also stood out among jurisdictions in the Southern California 
region. While adjacent Santa Ana (Orange County), at 3.5%, recorded an even lower December 2005 
figure than San Diego County, unemployment rates in other Southern California metro areas were higher: 
Los Angeles at 5.5%, Oxnard-Ventura at 4.3%, and Riverside-San Bernardino at 4.8%. 

6 Source: Milken Institute, America's Biotech and Life Science Clusters: San Diego's Position and Economic 
Contributions, June 2004. http://www.milkeninstitute.org/ 
7 Source: San Diego Regional Economic Development Corporation. http://www.sandiegobusiness.org 
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Although there are is the ongoing risk of economic disruption due to supply and infrastructure issues 
related to both water and utilities, we believe that these matters are currently being resolved, as the region 
and state expand and improve the electricity and water infrastructure. To a significant degree, California's 
sharp economic inflection point in the mid- l 990s, when the state suddenly shifted from being one of the 
weakest-performing state economies in the US to one of the nation's strongest, caught planners unaware. 
The need, and market, for further infrastructure development are now evidently present. and such 
development has indeed begun to occur. Although a lag of up to several more years is inevitable before 
planned improvements come on line, current constraints should not have a decisive impact on the long
term forecast. 

The most pressing issue for San Diego is the cost of housing. The California Department of Housin~ and 
Community Development's February 2006 report asserted that the state is facing a housing crisis. The 
problem is due in part to high demand and low supply, and in part to skyrocketing housing costs, and these 
are particularly at issue in San Diego. In the fourth quarter of 2005, the Office of Federal Housing 
Enterprise Oversight (OFHEO) found that the San Diego-Carlsbad-San Marcos metropolitan area 
registered a five-year home price appreciation rate of 114.5%.9 This appreciation rate was the 36'h fastest 
among the 275 US metropolitan statistical areas charted by the OFHEO. Indeed, the California 
Association of Realtors found that in December 2005, less than 10% of households in San Diego County 
were able to afford a median priced home. That ranked San Diego as one of the five least affordable 
counties in the state, on par with Mendocino, Sonoma, Napa, and Santa Barbara. 10 

Quickly rising home prices have begun to make San Diego a less desirable place to live. In 2005, for the 
first time since the earthquake of 1803, San Diego lost population. Given the area's beautiful weather, 
strong economy, and good quality of life, we attribute this decline in population directly to affordability. 
Fortunately, home price appreciation has been softening of its own accord; the San Diego-Carlsbad-San 
Marcos metropolitan area registered a year-over-year increase in home price appreciation of 11. l % in the 
fourth quarter of 2005, nearly two percentage points lower than the US average of 13%. This is down 
sharply from the metro's peak appreciation rate of 31.1 % in the third quarter of 2004. We expect weaker 
home price appreciation will reverse the negative population trends, although affordability will continue to 
be a near-term issue for San Diego. 

Population 

San Diego County has mirrored state growth, both demographically and economically. The demographic 
composition of San Diego County has changed over the last generation. The percentage of non-Hispanic 
whites had declined, the African American and Native American (American Indian) percentages of the 
population have remained static, while and the shares of both the Asian-Pacific Islander and Hispanic 
populations have grown. This pattern of shift in the ethnic make-up of San Diego County's population will 
continue, characterized by increasing diversity and especially by rapid growth in the Hispanic population 
and the Hispanic population share. The phenomenon is by no means singular to San Diego County. A 
similar trend is evident in much of California. In particular, the share of Hispanics as a percent of the total 
population has been rising rapidly in much of Southern California. In some nearby counties, for instance 
Los Angeles County, the share of Hispanics exceeds the share in San Diego. 

8 Source: The California Department of Housing and Community Development, California's Deepening Housing 
Crisis. http://www.hcd.ca.gov/hpd/hc021506.pdf. 
9 Source: The Office of Federal Housing Enterprise Oversight. http://www.ofheo.gov/media/pdf/4q05hpi.pdf 
10 Source: The California Department of Housing and Community Development, California's Deepening Housing 
Crisis. http://www.hcd.ca.gov/hpd/hc021506.pdf. 
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San Diego experienced a strong upturn in population growth in the late 1990s, driven by a combination of 
international immigration, net domestic migration, and natural increase. The demographic make-up of San 
Diego County, and of Southern California generally-because of this location's proximity to Mexico 
along with its status as a trans-Pacific entry point-is undergoing pronounced diversification. San Diego 
has also emerged as one of California's most economically dynamic urban centers;, further spurring 
population growth . .San Diego County's ethnic diversity correlates with a birth rate that exceeds the state 
average and an age cohort distribution that is correspondingly weighted toward higher representation of 
younger people. 

Births The counties in Southern California (Imperial, Orange, Los Angeles, Riverside, San Bernardino, 
and San Diego) are likely to record birth rates higher than the state average into the future, correlated with 
their largely Hispanic ethnic make-up. Likewise, population growth in San Diego County will be boosted 
by a comparatively greater number of natural births, primarily associated with an increased number of 
ethnically diverse women in the county. 

Deaths The life expectancy rates used in the San Diego County forecast reflect the county's gender, age, 
race, and Hispanic origin components. Life expectancies are increasing for all groups. The projected 
absolute increase in the number of deaths recorded yearly reflects a much higher percentage of elderly as a 
share of the total population in upcoming years, as well as a continuous increase in the overall population 
base. Despite an anticipated gradual decline in fertility rates, the positive differential on total annual births 
minus total annual deaths rises significantly for San Diego County throughout the long-term forecast. 

Migration International migration is at present the largest driver of population growth in San Diego 
County. A trough in domestic migration was reached in 1993, when 34,000 persons on net moved away 
from the county. Negative domestic migration continued through 1996, but the turnaround to positive 
domestic migration in the late 1990' s was emphatic, and continued through the early years of this decade. 

Annual international immigration to San Diego ranged between 14,000 and 19,000 during the 1990s. That 
experience has been repeated this decade, with over 90,000 arrivals through June 2005. Global Insight 
forecasts this number declining to approximately 13,000 annually during the 2010-2020 decade. A 
subsequent increase in international immigration is projected; a peak of just over 18,000 per year will be 
reached in the early 2030s and the annual influx will then ease slightly through 2040. 

Domestic migration, both within California and between California and other states, is a volatile 
demographic component because it substantially depends on relative differences in economic conditions 
across the state and nation. In many cases, such differences arise from discontinuous developments or 
exogenous factors that cannot be predicted from a standard trend analysis. Domestic in-migration began to 
wane at the start of this decade. Then, with home prices escalating and affordability declining, net 
domestic migration turned sharply negative in 2003. However, the magnitude of the net outflow is 
uncertain. The California Department of Finance estimates the net outflow of residents at 7 ,200 in 2004, 
and 12,400 in 2005. The Bureau of the Census meanwhile estimates the net out-migration from San Diego 
had been 97,500 this decade, with an outflow of 43,100 in 2005. The two sources also result in different 
estimates of the county's current share of state population. The Bureau of the Census estimates result in a 
2005 share of 8.12%, while the Department of Finance estimates result in a share for San Diego of 8.26%. 

These preliminary e,timates will be revised in 2007 as further data becomes available from the IRS based 
on tax returns filed in 2006. For this reason, and given the wide disparity in the migration component, this 
report assumes, for the purpose of generating a forecast, that in 2005 the actual domestic migration is an 
average of the two sources, or 28,000. There is no reason a priori to give greater credence to either 
estimate. This assumption affects this forecast in two ways - first in setting the starting, 2005, point in 
applying the results of the economic and demographic change models, and second, in the behavior over 
time of the domestic out-migration. The economic model predicts a decline in the net outflow, the 
magnitude of which we attribute to the extremely high housing prices in the county. The normalization of 
the migration behavior, to its long run equilibrium, spans a longer time period (into the next decade) if it 
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starts from a level as high as the Census 2005 estimate indicates. As a consequence, San Diego's 2010 
population would be lower than that of this forecast. 

The local real estate market clearly peaked in 2005. We anticipate that home price appreciation will be 
muted going forward for a considerable period of time. Net migration outflows will gradually moderate to 
an annual rate of less than 10.000, but they will remain negative for the forecast period. Another major 
consideration over the longer term is that constraints will begin to appear in San Diego County's supply of 
available developable land, which for now is quite abundant. By the outer forecast years, persons seeking 
to avoid congestion, or "trading up" to more spacious housing, will tend, with increasing frequency, to 
move away from San Diego County to less intensively built-up areas. Similar constraints on nonresidential 
development will raise costs and reduce enterprises' options for physical expansion. The pace of economic 
activity in San Diego County can therefore be expected to moderate, which will also tend to dampen in
migration and in some cases induce out-migration. 

Global Insight projects San Diego County's population to rise by 54% during the next 40 years, from an 
estimated 2,813,833 in 2000 to 4,340,977 in 2040. Factors supporting this robust growth include 
geographic location, ethnic diversity, and cost of living considerations. Climate, scenery, and cultural 
amenities assure that San Diego will continue to enjoy an outstandingly high rating for quality of life. It is 
likely to demonstrate enduring and conceivably increasing ability to draw high-income residents and high
end development. 

San Diego County is wedged between Mexico to the south and highly urbanized Orange County to the 
north, with the Pacific Ocean to the west. It is thus a natural destination for Mexican, other Latin 
American, and Asian immigrants. Foreign immigration has served as an important driver of both 
population and economic growth in San Diego and throughout Southern California. In the Los Angeles 
region in the late 1990s, immigrants gravitated in massive numbers to low-level service industry jobs, 
positions that would have been difficult to fill otherwise and that were essential in fueling the area's 
extraordinary boom. Within San Diego County, tourism is a large and increasingly important sector, and a 
ready supply of immigrant labor helps to maintain staff levels and to moderate wage costs in this industry. 
Immigrant workers have also played a vital role in the county's surging construction activity. While San 
Diego County will continue to be a gateway for international immigration, the number of those arriving 
from foreign countries who settle permanently in the county is likely to case somewhat in the near future. 
On one hand, the recent pace of expansion is not sustainable through the long term, and job opportunities 
for lower-skilled services workers and laborers will probably soon become less plentiful. On the other, 
increases in the local cost of living driven by San Diego's recent boom will encourage many, both 
immigrant and US-born, to locate in less expensive places. 

Into the medium term, San Diego's population growth will be supported by relatively extensive 
developable land. The city of San Diego is by far the county's largest municipality, at about 1.25 million 
people. Other jurisdictions include Carlsbad, Chula Vista, Coronado, Del Mar, Encinitas, Escondido, La 
Mesa, Oceanside, Poway, San Marcos, Santee, and Vista. Besides San Diego, only three municipalities in 
the county currently exceed 100,000 in population: Chula Vista, Oceanside, and Escondido. Some 
appreciation of San Diego's capacity to support substantial population increases can be derived from the 
observation that neighboring Orange County, with less than one-fifth of San Diego County's land area, has 
seven cities of more than 100,000 people. 

The forecast share of the California population in San Diego County in 2040 is 8.42%, a modest increase 
over the 8.31 % share San Diego County had in 2000. In terms of absolute population numbers, San Diego 
County will gain about 1.5 million additional residents over the course of the forecast period. 
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Chapter 6 
Alternative Forecasts 

Comparison with L>Rl•WEFA 2001 Forecast 

In 2001, Global Insight (then DRl•WEFA) presented a similar study "A Forecast of Population (1999-2040) for 
Counties in California including San Diego County". In that report we projected that the San Diego share of 
California population would increase to 8.37% in 2010 to 8.59% in 2020, 8.92% in 2030, and to 9.28% in 2040. 
The current forecast is for somewhat lower shares for San Diego County. The County's share will decline to 
7.97% in 2010, and then rise to 8.42% in 2040. 

Estimates by the Bureau of the Census released on March 16, 2006 indicate that San Diego population in 2005 
was 2,933,462, 3.191: lower than that projected in our 2001 forecast. In that earlier forecast we had anticipated 
that net domestic migration would turn negative by 2015. However, data this decade indicate that net outflows 
began in 2003. As a result, we have lowered our migration estimates in this report. For the state the estimated 
2005 population was also somewhat lower than anticipated in 200 I, for the similar reason that net outflows to 
other states accelerated in 2004 and 2005. For this reason we have also made a small downward adjustment in 
the state population forecast. The Census Bureau estimate of the San Diego share of state population in 2005 is 
8.12%. This estimate is somewhat lower than DRl•WEFA's 2001 forecast of 8.33%. 

California Department of Finance 

The California Department of Finance ("DOF'') has also projected California county population over a 40-year 
period. The DOF forecasted that by 2040, total California population would be 51,538,596, just 0.2% lower 
than our 2040 projection of 51,549,610 presented in this document. Our projected state population shares at the 
county level exceed those of the DOF generally in Southern California. These differences are balanced by 
somewhat lower projected shares in Northern California and the Central Valley. 

For San Diego County, DOF projects a population of 4,289,739 in 2040, 1.2% lower than the corresponding 
projection of 4,340,977 of this report. As a result DOF's projected share of the 2040 California population in 
San Diego County is, at 8.32%, 0.1 percentage point lower than Global Insight's projected share of 8.42%. 
Table 5 below compares the county projections from Global Insight that form the basis of this report with the 
projections by California Department of Finance, through the year 2040. 

Table 5 
Comparison of Population Projections 

c;lohal Insight CADOF 

YEAR San Diego Co. Share of San Diego c:o. Share of 
Pop. State Pop. State 

2010 3,071,382 7.97% 3,258,951 8.30% 

2020 3,469,819 8.(19% 3,633,572 8.29% 

2030 3,883,651 8.23% 4,005,624 8.33% 

2040 4,340,977 8.42% 4,289,739 8.32% 
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MASTER SETTLEMENT AGRl}f:Mf:NT 

Thi< M,1,1cr Sculcment Agrcem,:,,nt is 111aik hy th,: 11,ukr>tii:;ned Senling Slate olti..:hlb (1111 hd1al!' of !heir re,p.,,·1t1·e 
Sc111ing Stales) am.I the 11ndc1signc,J J>ar1i .. ip,11ing Manufa.:luu:u. tu ;.eltle and rtsolYe with fincilily all lleh:a,ed Claims 
against !he Pa11idpating Manufu<.:turcrI anti rdJttd cnlilics a~ l<CI forth he«:irL Thi~ Agreemcn1 ton~ti1ulc~ the dn.:11mcmati1m 
effe<.:·ling 1hi~ senlcmt:111 with rc,pc<.:1 In ca.:h SeHling Slate, and i~ inlended tu aml shall he hinding upnn each Scnling Stale 
anti eat.:h PJrlkipJting Manufo1·1urer in accnrtlan<.:e whh lht: term;; herellf. 

I. H.ECITAlS 

WIIEREAS, IJ\Hre than 40 States have t.:ommtoc,:,,<l litig~liun aslnling variou~ dalm~ for mon,:,,1:ffy. eqaitahle imd 
iujunt.:live rdier again~l ""nlain luhan·u pwdu,1 m~nufactu~rs ,1nd vthers a~ <lerendJnh, and the S1.11e~ !h;,t have nut nletl sail 
,:au pute111i:1lly tlS<trl ~imi!ar claim~: 

WllliREAS, tile Senling Stale~ !hat have commenced litigation have ~oui;h1 !o ohlain equitable relid mul d;uuagrs 
11mler slute tJw<, including cnn~umer pro1ectinn audfm anlilru,1 law~. ln order In li.lrlhcr ti,,:,, Sen!iug Stales' policies 
reg:uding puhlic htahh, including policies adnpteJ In uchievt a significant reduction In smoking by Ymllh: 

WIIEREAS. defendJnh have denied cad, und ewry one of the Seuling Slales' ulkga1iuM of unlawful co11duc1 or 
wrongdoing und have assened a numher of defen;.es In the Settling S!a!es' claims, whit:h defense" have hcen cnn1e,1 ... d hy the 
Sculinc S1a1cs; 

WHEREAS. !Ile St'llhng Stale~ and the l'urtkipating M111111foc!urers 1,re ..:ummittetl tu n:tludng t1n,kr~ge lohact.:1• 11.e 
hy di,~m,rJt:ing such use and ht preventing Yuu1h ucces, lo Toha.:c<> Pmduch; 

WI 11-:ltEAS, 1hc l'anic,p:it>ng M,1n1,1foct11rer~ n:cognite Ort: cnncern uf the !Ohacc,> i;mwer cnimmmily tllal it may he 
a<lvusdy alkc!<'d lly lht' pu1..-,11iu! rcUucli<>n in tuhaccu con,umrtinn ~~ulting fmm !hi~ ,cnkment. ~afflnn 1hdr 
co1mni1n,en1 tn wo1k «1operativ..-ly In ~ddress ~~•ncern~ 11huu1 the potcnlial advu~e ecnnumi~ impJct un ~uch cou11mmi1y, ~nd 
will, within 30 <l11y, a!\cr the MSA E~ccmiun Dai,, meet with 1he pnli1kul le11deohip of Stntes with grnwcr communili(, tn 
,!!hl!css !hc<e e\·omunic concerns; 

WHEREAS, 1he urnlc,~igoe,J Scutinc S!ale t>fliciab helicve 1h:i1 entry int<> lltis Agreement und uniform cun~~nt 
tlei:1ee~ wiih !he hiha<:cn indu,try i~ 11et.:es~ary in order tu foohcr lhe Se!tling Slates' pulides <le.signed to reduce Yu111h 
~mnki11g. 1n prnmo1e lhe puhlic heJllh and to secure mnnetary payment.< Iv the Seu line S1a1es: :ind 

WIIEREI\S, the Seuling Slale.~ und I~ Patticipaling Mat\ufocwrer~ wish lo avuiJ !he further np,:ase, t.lelay, 
inconvenirn<.:e. hurJen and 11111:erlainly of <.:onlinued litigatinn {including appeals frum any verdict,}, um!, rhncfnn::, h:ive 
agreed to ;ellle their re~pe,.:livc law~uih and potential clulms puouanl 10 INITI1 which will achieve for lh~ Set!ling Stalu :md 
their citizen~ ~illnifica111 funding for 1he udvaoccment of puh!ic health, the implementation nf impunant tohal-CtHelaletl 
puhli~ hea!tlt measure~. indu<ling the enforcement of the mandale1 and re~!rklinns rcla!e<l In such rneasure-s, <H well 3s 
funtling for II naliunal Fnuntlaliun dedil·J1ed lo ~ignilkantly r,:,,dudng the U!<C' ufTuhat..:u J'rutlud, hy Youth; 

NOW. TIIERl::FORE, IJll IT KNOWN TIIAT, in l'l.1n<ideration of !he implcmenta!iun of loha~~o·rdateJ heahh 
mea,ures and 1he payment~ lo he matle by 1hc Partidpa1ing Manufoc1u~r11, !he relea\e Dnd dis.:hJrge ul all claims by the 
Senling Slate~. 3nd soch nther .:nnsi<lerntion 11~ de~tihcd herein, Ille s\lffick-ncy of which i< herchy acknuwledgcd, lhc 
Senlini; Slale~ un1I 1~ l'urlicipatini: Manufaclur,:,,r~. adlng hy anJ 1h~•111,h !heir autlm.-iuJ i,g,nt,. mcmorialit<' 11nd 11crc~ a, 
follows· 

II. DEFINITIONS 

(a) "Ac.:nunt"' ha< !he meanins given in lhe E...:mw Agreemenl. 

(b) "Adulf' mean, any per..un ur pcr"l"ms whn :ire nnl Unt.leruge. 

(d '"Aduh·Only Fadlily"' mean.• a facilily or rc,1ricte,J :irca (whtlh,:,,r uptn·air or cndmed) whne the t•peratur 
cn,me, or has a rc.1<t1n:1hle h~,is h> heheve (iuch a, hy \"he<.:king identilka1hm a, required under ~bit law, 11r hy checking the 
identilll:a1ion nf ~ny peri;nn appearing: co he under lhe age uf 27) !hill no Undernge per>,(lll is present A facility or n:~lricted 
nrea need nut he prrm,1ncntly res!rk1C111n AdultQ in tllder !111;11mlitu1e an Adu11·0nly t'aci!ity, p1,widet.l that lhe opernlor 
,n,urcs nr hJs a re.1,unahle ha,is 10 hclicve th~I nn UnderJg<' permm h, present durinc the even! or lime period in question, 

(d) "A.rtili~f<'" means a person whn din:c!ly ur indirectly own,r, nr cnntm!~. is owned ur cunlmlkd lly, or is under 
\'t11nmun owner,h,p nr contwl with, unolhcr person. Solely fur purpn.~es of 1hb tld1nition, the term< ··uwn,," '"i, owned., am! 
",;wnci-hip., mean ;,;,,nu.,hip .,f J11 t4uily inlere,a, ,,, ihe c<juivulnd lhcreuf, of IO r,e«.em ur mnn:, und me lenn ·'per,nn" 
m~an< an indi~idt1:il, parlner,hip.

1 
.:rnnminee. 11~~1K:i11lion, cnrrurnthm ur any other organization nr gmup of pcrnm1,. 

(c) "Agrc.,mem" mean< 11,i, Master Scule,nent Agre~menl, toge!hcr with the e1'.hibi1,; hcrdu . .1s i1 may he amended 
purw11n1 lo ,uh<ection X Vlll(j). 

(11 "AUu.;ahle Shue'" rm-an< 1he fl'"n.>t:nluti<' <el f1>11h for the Stale in que.~!lnn 11, !isled in E,hihit A herelil, witllmn 
rq;anl 10 any ~uh,cquenl alleralion or m,..Jilkarion ur such Slate'< pen:en111_gc ~irnr,:,, agreed hi hy r,r u1nong any Slalcs: ur, 
wkl)' for 1hc p11r110.,e ul' cJkufoling payrnenls undttr sub,ec1inn IX(c){2• (and con-espondinc piiymems under ~ub,ec!ion 



,, tJJI:. ",:::,.... 
= :f(~g J - - -
~ ~ I! i ~ !iii c,_c .,on 

g -s=~;~ 
~ 
~ r~~11 
0 

U H~t 
ii,i!l .. 1 11 ~-
il Ii 1~1 
! i ;t !. ~.! ~.=.i 
~ ~ ..: ~-,.. 

" 

c:i.i.1:>,a.~ .. 

..,,, ':::' " 
~ .'i ~ y 

Itll 
1111 ! 



outward in ""Y Mith e,i;,fllishmtnl; (J) an u,J.,er1hcmrnt ill'<ide a r(lail e,1ahli,hmcm Out ,ells T"hau;n l'ruduch {othc, 
lh,m ,olc1y through;, "l"nding mai:hine) th:,t i, not f)la<:t,I <Ill !he insid( surf;1<:c ul ,l windt>w la~,ng nulw.11d; or \4) ;,n 

ou!dour adver11,cmen1 :ii the site u! :in eve111 m he held al ;m Adult·Only l',10::i!ity tha! h pfa1:c,I Jl ,u~h ,i1e Junn~ !he 
p,:tmd the fadlny or end<>,ed .or(a cun,tihJtcs ;l11 /\dult-Only Fa~ili•y. hu! in nn cvc·nt more 111.111 14 ,hy, helnre !he even,. 
:ind !hat does m>t udw:rOse ~ny T,oha~~" l'rodud (other !h:m by u~iog a Braod Nmne In idenlify !he event). 

(jj) "!';,U1<.ijuling Manu(m.:turt(' mean~ a Toh;,~~" l'm,.hf~I M,mufocturer !hat is ur l>eu11ne~ a ~igrmlory lo 11,h 
Apel."menl, pn,vided chat !I) in !he lase uf a Tohaccu Pn,ducl MJnufacwrer thnl i, n"! ~n Oli~inul !'Jrocip.uing 
Mam,foctu,...,. ""'h T<>h.u·,·<> p.,~.I!><_•! r,.1:,m,f,-,;!ur-:r !,· J,,,tm!l by !hh: !\gretmen! ~~<! th~ c,,,,,.~:H De•:r~t (:ir. in "ny s~uH::;: 
S1a1e 1h:n dne~ 1101 r,·rmit am~n.Jment ur the Cun,em !)c1.:rt:e, ~ ltlnsenl deuce cunlaining term~ i1kn1ic.1l lo tho,e ,c1 fonh in 
lhe Constm Ueutd in all Setlhng Stace, io which thi~ Agrtcmenl and !he Con~ent Decree t,inJ, Ori~inal l'artidpariug 
Manofaclurer~ (prn~«kd. hnwever, lhal ~uch Tuh;11:u1 ProJuc! Manufocturtr need nnly hecome lmu11J hy 1he c,,n~ent o~cr.:e 
in those Sentini; S1:1lcs in whicl\ the Selllini; Stue ha~ 111ed u Rele:1,ed CIJim agai11,1 il}. and (2) in the cJ<C of a T11h~cco 
l'wducl ManufJcturN !hJt ,ii;us !his Agreement ancr rhe MSA E1tcutim1 !).,!!', ,ud1 Tuhaccu l'ro.Jucl Manula,.turn, wi1hlu 
;1 ~;Nmahk ('<'rim! ,.f lime :,tk1 ~i1rni11g this Agreemcnl. 111:1kes ;my p;iymcnh (iru:h,ding im"c,,t lhrrcon ,11 thc l'ri111c Hate) 
Iha! \t wnuld have been nhligdl<:J I<> m,1ke i11 the inttf\'Cniog r,erirnl hJd ii hccn a ,ii;11,1to1y a, u! !he MS/\ l::.tn·uliun DJ1e. 
"l'artidp111iog Manul'..tt:lurer" ,hall also inclu<.k the succe~~nr of a l'urli.:ipnlini; M:mufacturc1. !::~cert 11• expre~sly prnvided 
iu this Agrce111<ot. once :in e111i1y bcrnme, a l'arlidpatiui; Manufoclllrer ~ut.:h entity sh:itl permancnily rc1:iin !he stahn ol 
l'arlkipating Mm1uhic111rer. Ea.:h Par1icipa1ing Manufodurer ~hall regularly ttporl its shirmenlt uf Cigarene, in ur to !he 
liliy Uni led States, the Oi\lrict of Co!umbi:i and l'ucr1u Rkn tu M:magemenl Sdcnce Asso~iJ!es, Inc. (or a succes,or ~n1i1y 
Js ~ct forth in ~uh.,ection {nun)). Solely fnr purpu,e~ uf cakulallu11~ pursuant lo ~uh.,~<:!itm lX(d). :, Tnhacc·o Prno.111,:t 
M;mufacturcr lha,t b 1101 a sii;nahiry 10 !hi~ Agreement ~hall he deerncd u, he a "l'ar1kip.1tint: MJ11u1.,~tu1,:r" U the Orirmal 
l'mlicipahng Manulachtrer~ un:mimously con,ent in wrhini;. 

(k\;) "J'revinua!y Settled Slate~ Kednclion" mean~ :l 1e.Juctinn deiennioed hy muhiplyini; lhc amo11n1 to which sud1 
reduction nrp!frs hy 12.4500000%, in the ca,e uf payn1en!s due in 11r priur lo 2007; 12.237)750%, in the <:J~e nf payments 
due ;frer 2007 h!!! l~l'ure 2018; and 11.0666667%, in !he ca-e vfpaymenls Jue in nr ;1fte1 20111. 

(11) "1'1i111c Ra1e" shall mean !he prune rate"' ruhlishcd frmn lime lu 1,mc hy th~ Wall Suet'! Journal m. 111 1h,• 
cv.:111 th,: Wall Since! 1ourna11' nu longer puhlhh.:<I ur no long.:r publishes ~u~h rale. a11 cqoi~:ilcnt ,ucc,:ssnr rderenc·,: fJ\,: 
1kicm1inro hy 1hc Jn.Jepemkm Audil<lr, 

(mm) "Hclati~e Mark:c! Share .. mean, .1n Original l'Jr!icip."ing t,.hnuf:l~·tu1er·~ re,rc-.:Me ,lo:u,: (e,prc,"·tl .i. ,1 
p..rct111.,,~) of !he !n!al nu111her nf indi~nlu"I C,gar,:U<" shipf)Ctl iu ur tu !he lilly Un,t,:,.J Slatn. !he 01'\rict ot Cnlmnh1a and 
Pucnn Ricu l1y all !he Original l'arckipaling Mun,rfoctuters <.lurinc the ,:alendar year immediately prc,edml) the y.:a, in w/ud1 
the f)Jym.:nl at i"ue h due lr.:i;Jrdle~s or when ~u~h payme11t is ma.Jc). a~ m.:,M.lfed fly the O,ii;in,,I P.,Hidp.,1ing 
Ma11ufa1:turer~ • rq,ml• of ~hif)lllt!n!~ ur Cigare11c, lo Ma11agemen1 Sden~e A~,11da1c,. l11c. {ur a succn,ur enlily a~~eptahlc 
tu holh !he Ori!,'inal l'a,1icipa1ing Manul:1ewrer, and a majority of those Auorn.:cy, Genernl who are hnfh the A1tur,1ey 
General nra Seu ling Stale and a mc1r1her ol lhe NAAG executiYe i·ummillee al !he time in qu"linn). A CicJrene ~hippetl hy 
more lhan une l'Jrtidpating MaouFacmre, shall he ,.kerntJ lo h~~e heen shipped ~u!ely hy !he lir~l l'articip:iting Manufocturcr 
lo Ju so. For pmpn$CS of the t!dinifo,n und dctcrminaliun ut "11.da!ive Markel Strnre," 0.0'J uun~-e~ nf "rull yuur nw11" 
h•h.11.:cn shall comtilute ,me imlividuJI Cigartue. 

jnn) ''Pde:1,cd Claim," m,·;in.~: 

{ I) for pa~t condud, ud,< <.>r omi~~i11n~ !indudini; any damui;es incurred in I~ lu1ure :,ri~iug frmn ~u,;h flJ,t 
con,Juct, ad> or nmission<), 1hme Claim, d1redly ur iodi~uly hascd on. arising 111.11 nf ur in :my w~y rela!ed. in wh\lle nr i11 
rurt. tu (A) the use, sale, 1H,trih111inn, manufo~ture. develupmcnl, advcrli,ing, markeling ur heal Eh tffrch uf. {Al the cxpo,u1e 
to, ur (C} restard1, sta1emenh. t>r wuruiugs rt:!,':uding, Tuflocco 1'1oduch {including, hue nut limited ln, the Claim, a"nled in 
the uctioM it!enlifled in E,hihil D. or 1111y comparJhle Cbimi that were, cnuld he.,,. cuultl have been a,~cr1cd now or in 1he 
l111nre in lhu;:e adious or in auy cumparnhle aciion i11 kdcrnl. stale or loc~l coun bruui;hl hy a Settlini; Stale ur u lkk.,siui: 
Party {whe1hcr nr not ~uch Scllling State or Rt!easini; Party has hrought such a~lion)l, e,cert for daim, no! u,s~ried m the 
JCliuns identil!ed m ~lbihll V for uu!s!:m.Jing liability undo:, cxi,!in£ lktu,ing {11r sinul;ir) kc lJws or e~i,uni; la~ law, (hut 
no1 u~er1iug cbi1m for Jny tu, li,,hility of !he Tnha~co-Rel~1ed Org.oniza!iuns ur uf ;my Reka,;ed l'Jrty with r>::,f!Ct'! 10 ,uch 
T11h,ll·~11·~ela!~d Organization~. wbi~h claim~ are c1wered hy !he rek.1,e and c,wenJnh ,e! forth in 1hi., Agr(,:u,en1). 

{2) for future cnoduct. ac1., ot omh,i<,n~. 0111)' !hos,: mvnctary Clam>< direttly or u1d1rcctly k,wd on. 
:1risinc 11U1 nf or on aoy way rclnled \U, in whul.: !Ir in p;>tl, !he ast nr nr expo~u,e In T .. h.,u,n Prndm.h maoufJcHlred in 1he 
urdin;uy coune 111 husine-s. inLludong wi1h .. 01 limi!aliou any t'utme Cl,nm, r.., n:imhw .... •me111 ol ti,:.,hh care Lu,t, ;1lk~c1lly 
J,\udatcd with llw u-.c of or expusure tu Tobacc<> l'n,duc!~ 

{oH) '"lkka,ed Pame, .. mean, all l'mlicipalmg MJoufacturcr,, !heir rJ,I. rrc,cn! a,nd tuiure Allili.uc, .. md 111,• 
rnpechve d1V1\111m, ufllcer~. direclms, cmrlnyce~. n,pr<',cnt:ilives, imurtf~, lender.~. un,krwriicr~, Tohan·n·Rd.ucd 
Organiz~!ion.,. tr,ide 11,,u,:i:ili,.ns, <uprlier.~. agent~, auditor,. ml~cr!isinr ntcn~·ir,. f1Uhlic r.:fo1inu, "l!iti~,. ;111<,m~y,. 
rc!aikrs and dislrihumr,,. of ,my l'~r!icipJ!lng Munufoc111rer 11r nf :my ,u~h Amhate (Jl'ld the pre,lcce,wr~. h~u<. cxernl<lr., 
at!mini~lratur~. ~uccessurs and a,~!gn, o! each of !he furei:oing). l'tuvided, huwev~r. !hat "Hek~se,J P:irtic," due~ not indude 
any per.ion nr cotily (iududmg. ho! 111,1 limited In, un Affilia1e) thu! i\ itself a Non·l'arlidpatin~ M:1nuta,tmcr al any time 
.11!cr th.: MSA Excc·u1u,11 D:ole, uok,~ such person or tntily hccunk:, u Purlidp.1!ing MJnul.idu1c1. 

(f>p) .. ltcka,ing Panic," m~an~ e:.H:h Senling StJle and any uf its past. prese11t and fo!Ufll Jgcnls, ortici:,h atl!ng 
in 1heir ntl'id;1l capacities. fr gal rcp1c,cnta1ivn. a;em:ie<, departments, comm\S<inn~ ~n<l divi~iun,: and uh,n mean~. 111 ti~ 
foll e~!ent <>I the power of the ,ii:nalurie~ he,e!o to rt:lea,e r.1<!. rrestnt and fomre daim,, thr fullowmg: ( l) any Seuling 
SMe·, ,uhthvhinn, {polilicat ur n!herwise, including. hill not limited 111, rnunkipa1ities, counties, pJrishe~. village~. 
uni11COl'f'<11:11e,J distrkh and hnspirnt dimic1sJ. flUhHe en!ilic,, puhlk in,1r11men1alilies ~nd ruhlic edu~atinn;,I inqhution~; and 
(2) person~ ur en1i1ie, ucting in" raren, rairi<II!. suvereigo, (!UJ~i-sovrreig11, private uUomty t•enernl. 11ui 1,m,, IJ~flayer. or 
any other t.:~pacity. wheth.-r or nm uny of !hem partidpate fn lhh ~eulemcnt, {A) tu 1he c,t~nt 1h11t any such f)tr,nn nr entity is 
,rrkin1: rrlirf nn t,.,t,,.!f nr nc ::~n~rnny "l'['ti,_•Jh!~ !n lh~ ge~er:i! t!'..lb!k li'l ,ai<.:!: S:tll!in,,; Slule nr lhe r,enpk ;;f lh( !;1~1;;, ~-' 
upp,o~ed "'lely to prh·ate or individual relief for separate 3!1t! dhtincl iujuries, or {B) to the c~tcut !hat Jny ~nch enti1y (as 
"Pfll"ed 1n an irnli.,.idu~I) i~ seeking rrcovery of heJhh-can: upen,e~ (uth-rr than rremium or c:1pi1a1ion pay1nents for the 
hcoefil of pre~enl 11r rerired slate emplnyees) paid or reimhur~d. directly nr indirei;lly, by u Srnling St alt. 

(qq) .,Setthn; Stule" ,neaM auy Slate thut ~igns lhb Agreemeot nn nr b:"fort !he MSA Executinn Ihle, Prnvidrd, 
however, lhat the 1enn .. SeU1ing Slate" shall unt indu.Je i I) the Sl~tes of Mi,xis,ippi. rlori1la. Texas und Minne~nta; aud 
(2) Jn)' Stule a, IU which lhi~ Agreemen! ha~ hetn terminated, 

{u) "S1;1le .. me~n~ any ~l:itc of 1he Uoited S!:ite,, 1he Dhtrkl vf Columhia, !he Cummunweahh uf l'ueriu Kk~,. 
Gu~m. 1he VirGin ManJ~. American SJmoa, und lhe Nnrth<-rn Marianas. 

(ss) "Smtc·Sf1Cdlic l'inality .. mt.,ns. with re~prct hi lhe Setl!ing Stnle in que~tinn: 

(I) I his Agreement i!llll the Con,ent Decree hnve been appmtrcd and eulered hy the Cuun :is 111 all Original 
1'a,1kipatin11 Munufoclurt:r$, or. in lhc even! nf an appeal from or review uf a decision of the Court tu withhold iN aprroval 
and enl1y of this Agreement ~ml !he Cnnoent Decree, hy the court heJrini: ~u~h appeal or cundut.:ling sud1 ~view: 

(2) entry hy the Cnun ha~ been made uf an order di~mi~sing with rrrjndke all claim~ against kelea~td 
Parties iu the a;:tion JS prtwidcd herein; and 

iJ) the time for appeal or lll ~etk review ofnr rtrmi,;.~inn 111 aprcal ("Appeal") from lhe arpmval and enlfy 
;1, de,,:rib.:,! in ~uh.,n·!inu ( I) hereof and entry nf such ortler tleic1ihed in sutKe,:!ion (2) herc,,fh"' e~pired; or, in the even! of 
Jn ArreJI from such appruval ~ml tnlry. the Appeal ha~ heen di~m1,,,,.o,1, or th, aprruval and emry ,tci:crihed in (I) hc~uf 
anJ th.: oid~r drwrihed in ~11h,ec1ion (2) h,rtof have heen affirmed in all material re~p«h hy the c,,urt vf las! re son In whKh 
~u,h Appeal hu, h,:eq taken and such di~missal or uftirm,mce ha, become nu longer ,uhjec! 10 further Ar~al (induding. 
wiihou! hmilJ!inn. re~iew fly the Unil.:d S!utes Supreme Cuurl). 

!U) "Soh~e'lueul Purlidpatmg Manufocturtr" me:m, u Tnhacco Pro.Juct Munufo~1mer {nlher lhan ~n Original 
l'arhcif)ati11g M~nufactuter) that i I) is a PJnidputing M:mufocmrer. and {2) ha .<ignatury 10 1hi, /\cree1nen1. 1ci;ardlu, nf 
when ,u,·h Tuhac,:n Produci Manofocturer became a sii;uatury tu lhi~ Agttem~nl. "Sub<rqucnt i'ar1i~if)Jting ~fanufoci111cr" 
i,h:ill ubo indmlc the sut.:cusois uf a Suh•cquent J.'11r1itipa1ing Manufo~turer. E~~ep! u, e~p.-c.ssly pmvidcd io 1hh 
Agrrcmcnt, ,mcc an entity become~ a Suh~e'luen! l'ar1idf)ating Manufocturer wch enlity shall permJnemly retain the ,Mui 
of Suh,cquent l'ar1odpa1ing Mat1ufocll!rt:r, unfc,~ it 11greo to a~sume 1hc uhligatinus of a11 Origlonl 1':1r1i~1pa1ini; 
ManufocLurrr "' pmviJeJ in .,uhscctinn XVlll(c) 

(uu) '"Toba,:.:u Pruducl Mauuf.!cturc(' meaus an entily lhut ufler 1he MSA ~:ttCU!inn Dale directly (and nlll 
udusively lhtoui;h any Affiliate); 

(I) mu11ufodure,< Cigarenes anywhere !hut such manufacmrer in1ends 1<1 he ~old in the Stale~. induding 
Cii;arc110 intended tu he sold in !he Sl:ilc~ thruni;h 1111 imp,,r1er (ocept where ~~h im(l<,irler is 11n Original !'Jrtidpating 
Manufoclurer !h~I wt!! ht re,punsihlt for the f)ayments umkr 1his AgN:cmcnt with respect 1n such Ciganme, as a rc~ult uf lhc 
prn~i<ion, of ,uhl-tc!iun, ll(m1n) and Ehat pay~ the ta~o ~pc:dliel.l in sub-.ec1iun ll(z) on ~Ut:h Cii;arcue~, and provided that 
!he m:mafacturer uhuch Cigurettes dnes nnr marl<.et 1,r ~dvcrti,c such Cigureue~ in the Sla1n); 

(2) i~ !~ nr,1 purcha~er anywhere for rc~ale in !he S!~lts 11f Cigart:nc, manufm:tured anywbue th:11 the 
1mm11r~~1urer does nm in1e11d In he sold in the Slate~; or 

(]) he~·nme, a ,uct.:e~sor of an entity de~crihed in suhse..:1in11 ( I) nr (2) ahove. 

The lerm 'TohJull l'mduct Manufaclurer" i;hall not include an Alliliate of a Tuhacco P«>du" Manufmclurer unle,~ 
,nth Anilia1e i!~dl' !.11fs wilbin ony of subsettiuns (I) · ()) uhnlt<:. 

{vv) 'Toha\·cu l'nltlUtl~ .. means Cigareue~ arid <mohkss lohJccu rrnt!u~tJ. 

(ww) '1"1>!>,1n-o·lttlu!ed Orga11iw1ion~" intan~ the Coondl fur Tuha~"t:11 Re,earch·U.S.A .. Inc., The Toha(cn 
ln,tilu(~. Inc. CTI"), ~nd the Cenier for Indoor Air Re...,urch, Inc. ("CIAR") und the ~uccesso"'· if any, ufTI ur Cl/\k. 

(u) "Tran,it Adveni,emeut~" means adver1i,in11 on tlT wilhin private or f)uhllc vehicles aml Jll mhtrti,emcnts 
rtaccd al, un or wiHiin any hu< ,!<If'. tu~I stand. (r;msrrnla!mn waiting urea, !rain ,t"rh•n. ,,;f!H•r! nr ~oy ,imi!.1r toc:,!iuu. 
N01wi1h,1anding the (ortg;,i11i;, tl1e 1errn "Trnndt Adverli1emetu~" does uni include (I} ~ny advenhe,nenl plated in. 11n or 
nu1,it!c 1hc pum\sc, nr auy rt:IJi! e<l:1h!i~hmen1 thut sdh Tuhaccn l'mduclI (olher lhao ~ulely 1hroui;h u vtnding machine) 
(>::H~fll ii ~ui-h imlividu:11 adterliscmen! iA) tll'tupies an utCJ l:iri:er than 14 !lljUnrc feel; (ii) is placed io ,uch prn.timity In 
any 01her such ,itlver1i~emeul sn us lo neale a single "rno,ak"·ly~ utlveni~tment lari;~r lhun 14 ~qnure ket; or (C) furn:foms 
,oldy u, a ,ci;men! ofu larger ~dvertisinll uni! or ~cries); ur(2) ad\'trli!>ing 111 lhe sile ofan eveul tu he kid ~tan Adal!·Only 
Fanhly thal is placed at ~u~h \ile during the period II~ fodli1y or endo!iCd area n1m,titulcs an Aduh·Only F~dlii~. hut in m• 

' 



event 1m1!<' th,m 14 I.lays hdorc the even!, alld 1h;11 doc, ont :odve11ise any Tuhac\·,1 l'r<1duc1 (othn 1hcon hy u,ini: ., llr.,ml 
Name tu itlc11tity the even1). 

!yy) ·'Un<lcr.1re" menn~ ynuogcr lhan the minimum arc at whid1 ii b kgal h> rtm.:h:,,c ur rus,(" (whidl<.!~cr 
111i11imum age i~ uMcr) C"igarenc, in the ,111rlkahk Scnlint St:llc, 

(ll) "Vilko Game Arcade" mean, an t11tcrtJi11mcnt e,1;,hli~hme111 rrim:.,ily ~1,u~Ming uf video g;unes (ollmr 1h,m 
vidcu gamts loteud.:J primarily for use by prr,on, 18 year~ uf :ige or otJef) 11ndfnr pin hall n1.1d1ine~. 

(aaa) "Volun1e Adju,1mcnf' 111<.'an, an 11rw,ud or ,.l,iwnw;mt adju~1m,mt in a~cnnl:in~e with !ht fn1m11la Im vulumc 
mlju~1mrnh ,.,, forth in Exhihi! r:. 

(hhh) ")'oulh" m,•m•~ ,my perM>l'l Ur rer,urt, 111ukr Ill year~ uf age. 

Ill. l'EltMANENT HELIEF 
\a) J>rphihitipn on Ynutb Tar,:cliPI!, Nu l'anidp:1ting Manufoemrer may bkt uny action, dirccl!y ur indircclly, to 

tHt:tl Yuulh w,1hm ;1ny Sdtling S!;,le in !he mlveiti,ing, pro11m1i1>11 or nurke1ing of Toha~cu 1'1ot!uc1s. ur l:i\.:t m1y achon !he 
prio1ary pu1ru..c o!' whk:h i, tu initiate, mainlaio m incre~,e lhe ir1C11knct 11! Ymllh ,muking wi1hill any Senling Sia!;, 

(b) ll;m l'O lhs: of C:uw,m,. lleginlling 1110 u;iy~ nlk1 tht MSA lfaeculinn U"1e, nu P.111idt"'li11V P..fanufo~rnur 
may u~t or caust to he u,cd any Carlunn in !he adverti,ing, pmmoting, pat:kaying m lul>e!ing nfl,ITT.,c<.:o l'1oduch 

(c) I lm1!4tion uf'fnhact:" Hrantl Name Snnn~m,hiu,. 
(I) l'rnhiPilrd $pon<J.!.illli.l;j. After !he MSA Exe.:uthm Dale, no l'ar!kipatmg Mmrnf,1c1urer may cn~.,gt 

in omy Jlrnn<l N.imc Sponsniship in :my St<th! ~nMi,!ing nf; 

{A) t'llf1Ctrt-:ur 

hnckcy kague. 

(It) event.~ in which 1he i!l!tn1.k!.l audk11\'< i, comprisctl ,,ta signili~:int rcrn,11t.,ge ol Yuulh, or 

(C) <'=~cnh in which any paitl 11arli<.:i(lan1s or cunlesrnnt~ are Ynuth; ur 

(DJ ~ny athk1ic event helwcen 011pu,ing 1eum~ in any fon1hall. h:isk~11>:11l, h:isch.,11. ~,,ccc1 or 

(2J l,imitet! Sn,m•or,Mns. 

!I\) N<> l'ar1icipa1in1,? M,u111foclmc, m:iy cogag.:: in mnrc th;m ""~ !\r,1ml N:,m,: Spun"'r,hir, m 1hc 
Sl.1lc\ in any 1wdvc·mon1h r,.·,iml (such p~,i,,1\ mc,,-urc,l fm111 lh~ d,1t.:: nf 1hc inlllal ,1.,,n,uretl ~wnt). 

Ill) l'mvidcd, luw,·ever, th:11 

(i) nolhing conlainet! in suhsectiun (2){A) ahn~e shall require a l'nrlicipating 
Manufo~lurtr In hreal·h 11r terminate any sponsor~hip l'tmlrad in eJ1istcu1:e us o!' Auiu,t I. 1 'J'Jjj (until !he urlier of (ll) !be 
rnrrent 1crm nf ,1ny cxisling l·onlr.1~1. wilhnul regard 10 any rencw.11 ur nplion lhl 1n,1y ht ellerd<ed hy such l',ulidp.11ing 
Maoufac111,cr or (y) !hree year~ al1er the MSA Exc<.:Ulinn Dale); und 

(ii) notwithsl~mling wh.<cc\iun (l}!A) ahtwe, Brown & Willimnson TnhaCL"<I 
C11rpnra1ion m,1y >ruu,or either the Gl'C coumry mu~k rc~liYal nr the Kool j;iu. rc,1iv~I a~ ih une anllual Brnnd Name 
Spnnwr~hir l'trmiu~d pur<uan1 lu sub,eciinn {2)(A) a~ well a~ one Braud Nan,e Sron,ut.~hip rcrmiuell pursuant 111 

,ubseclion {2)(B)(i). 

(J) Rchh'!I Snpgsur,hiQ Hnuirlinns. With re~pecl to any Brant! N.ime Spnn,nrship rermirtct! und~r 1hi< 
~uh,'t:dinn(.:): 

(A) 11dvcr1ising of the Brand Name Sron~urship evclll ,h~ll nnl mlvcrli!<e any Tnhaccu l'nnlul·t 
!111hcr than hy using 1he Brnnd Name 111 it!tnlify ~u<.:h Brand Name Sponxurshi11evcnt); 

(t:I) no Partidpatinii Manufacturer may ~kr to a Brand Name Sponwr.,hir event or HI :1 <.:ekhri1y 
or od1cr p,?r~nn in ~uch ao evc111 In lb advertising of a T11hacco l'rn<luc1; 

(C) nuihing cuntaincd in !he pmvi~hm< or ~uh<eclion lll(e) of this A~rceu1Cnl ,h11ll ;1prly tu 
~c1ion~ laken hy any l',ulicipaling Mnnufocrnttr in <.:onncction wi1h a ilrunJ Name Sp,.msor,hip rcrm1ueJ pmsuan1 to 1hc 
pruvi~iuns or ,uhse~ti11m1 (2)(A) and {2){1l)(i): lht Brand Name Spnn~orshlr, periniltcd hy ,ob<ectiun (2){1J){ii) ,hall he 
;.uhjc;cl lo the fC$lticliolls nf suh,;ec\lon lll(c) except !hat ~uch res!rictiun, ~ball nn! pn,bihit use of 1be lltJnd Nmnt hi iJcnt11'y 
thr Brand Name Spun,nrship; 

(D) nothin11 cunlained in the prnvi.<!on1 of .~uhsec1io11~ 111(1) aud ltl(i) .shuU urply to ;1ppurcl or 
other mercharulh<'! (i) m:irkettd, dh,trihnkd, ollc1ed, ~uld, ur lken,ed al the site 11f a Braud Name Spon~or~hir per,nincd 
rnrsuant !<1 ~uh,eclions {2}(AJ ur (2)(U)ii) hy !he person lu which •he rclevanl Participa!ill)! Manufacturer has pro~ided 
puyment in e11.~·hange for lht use 11r the rdev:in! llrnnd Nmne in the Hrnnd Name Spon,oishir nr u thirtl.rariy 1hat ,loc, 001 
receive pl!)'menl Imm the releva111 l':.rtidrming M,1nufocuir,er (t)t any Affiliate of ~uch l',1rlidpatinll Manufa~wr,:r} in 
connection With 1hc marketing. tlblrihntion, offer, ~ale or lk.:Me of ~uch arpurd ur h!her n1ach;1ndhe; ur {ii) u«:d u1 the ;,te 
11f a Brand Name Spnnsurship f)("rmiued rursuant tu ~uh..eclion {2)1A) <If (2)(8)(i) (during su,h event) lhut nil! nut lli,trihutco.l 
(by ,ale'or 1llherwi~e) tu ally mcmhtr of the general flbhlic; and 

(i:l) nothing n,n1ui11cd in the prnvl~iuns or suhsccliun lll(d) ~h<ill: (i) apply tu the u,e ul a Urnml 
Nani<' nn u vehick 11,c,l in :, Urm1t! Nauic Sp,msor~hip: or iii) ;1p11ly to Ou!duor Advcrfo,ng .it!Ycr11,ing 1l!e lh:111,J Name 

S1mn,or,hip. lo ti>~ e.tent !hat such Outdoor Ao.lverti~ing is rlacrtl .ii the sile of a 81anol N:unc Sponsorship no more th~n 
9U d:i~s he fore the start of' lhe inicial s{'UMoretl even1, is renl\lved within IO <lay:< nfler lbe entl of IM las1 spunwre,l event, 
'Intl io; 11111 r,ruhihikd hy suhsectinn (J)(A) uhovc. 

(4) Curr,m;ne N:nn.:: Swinsur,bins. N1•1hing iu 1his suhse1:1ion \<.:) ~halt prevent u l'a,1idpaling 
Manufact11re1 from srons,.,ring 1ir cuu~ing 11.1 he spnn~mtll :my ath!elic. ,nusical, a11h1ic, or nthtr ~odal or cuhun1! even!, or 
any entranl, r,nicipnul nr !e;un in such even! {uf ,cries or evelll~) in the n~me of the ~ .. rporatiim which 1mm11fac1ures 
Toh;iccu l'nulucts, rrovidcd lh:01 the curporale name dt>e~ nm inch.II.le uny Brant! Nome uf do1m:sti1: Tohacu1 l'roJucis. 

(5) N11111i01• Bi,:h!! froWhiliiW· Nn Partit.:ipa1ini: Manuta1:1uref may en1er Into 11ny ~1:recment for the 
nu ming rights or any $ladiu1n m arena localed wilhin a SeUling State Using a fl rand Na111e, and ,hall not utherwbt cau\e a 
s1:,di11m or arena lu,,,tted wilhin II SeltHng Slale u, he named with >1 Brand Name. 

(M Prnhih\Uun on Srniosorinc l):;un, and I sacues. Nu Pa11idpa1ing Manufoc1ure, may enter intu any 
ai;rc<.'ment pursu,m! 111 which p;iymcnt Is made (or ulhu cnnsitlerJJinn is rrovilk:<l} hy .,ud1 l'arti~ipating Manufo~turcr In all)' 
foothall, bJ,kethall, baseha11, .«io.:cer ur hockey kuguc (or uny team invnlved In uny such leai:oo) in t,change for u""' of a 
Brand Name. 

(d) P~min.,1inn of Qutdnor Atlvtrtl>iqg uml Trnnsi( ,\<lver1/i:cm<OP:i, lfa~·h r,ulidraling Munufa<.:lu1er ~hall 
o.hwunthrne Out!.l,~)r Allveni,ing an!.l Transil Adverti~menu u!.lvfrlhing Toblll..'CU Pmducls within ihe Sculing S1a1cs a~ set 
forth herein. 

( I) ~. E~lepl as otherwise pnwitled in lhi~ ~cction, ea<.:h Participalinc Manufo~lt!rer shall remove 
fmm wilhin 1he Seulinc States within 150 tlay~ after lhe MSA E\ecution Dare al\ of ils (A) hill boards (to the extent that ,u~h 
h,llho:,rJ, c,.n,1i1u1e Outdnor Adver1i,inc) udverllsinc Tuhacco Pmdu~t~; (B) ~lcn~ and pl,1carih {to the otent !hat such slgM 
~11tl r!cocanh con,lilute Ou1J11m Adver1islnc) advertMng T11hncC<"1 PmduCI$ in arena~. ,;tadium,, ~hnpring malls ant! Video 
Game Arcadt,; an,! (C) TrJn,il l\o.lver1i.semenli: adver1i,h11: T11h~cc,1 Producti;. 

(2) Prohihitinn no New OU!dnor Advcrfoim• ·,ml Inn•h Advtt1i~cmcn1s. Nn rar1idpa1ini: Manuf~crnrer 
m:1y. al!er the MS/\ E~ecu1io11 Date, rlut:e or ca1111e 111 he pln~cd any new Ou1dour Adver1i~ing at!vcr1i<inc T11ha,:cn l'rud11ch 
or new Trun,it Adver1hements atl\'erli,ing Tnhac<.:u l'ru<Ju<.:11 wilhill any Senling S1a1c. 

0) 611ern111ive AJve:r1i~inG· With re~pect lo 1h1•~c hillhnurd~ required m he rctm,veJ under ~11hi:<ctiun (I) 
!bal are !NseJ (:1< upr,used to owneJ) hy any Purticipaling M,mufoc1urer, the Purlidp~ling Maaufac!uru will nlluw the 
l\1H1<ney General uf Ilk: Sellling S1;1te wi•hin which such hillho:mh ure lm:atet! lo J<Uh~tilute, at the ScUlinc S1a1e'J oplilln, 
allem3livc at!verti,ing illtentlctl lu tli~u1ur.:1gc lhc use of Tobat.-"CO l'mducts by Yn1.nh ant! their upnsurt 111 11tcond,hand 
,muke fur lhe remaining term of the upplicable cun1n11:t (wilhoul regarJ 1t1 uny renewal 11r 1;lptiun 1e1m 1h:1l may he c~erdsed 
hy s1J1;h l'Jr!icipalini; Manufucmrer). The 1'11rtidputinc Manufacturer will hear the tost uf the leui.c thmugh 1he ent! of ,uch 
remaining term. Any 111her costs lls$0<:iatcd with such 11l1ema1ive IKlvcl'Hsing will be hume hy the Sellllng Stale, 

(4) Hao nn AsreemcN~ lnhihltios Anti·Tt•hJ!li\iU Adveai~iDt!, Each Participating Man11foc1urer ugrees th:1t 
ii will nut en!er inlt, any agreement 1hat pruh\hlls II third par1y !'rnm i:elling, purcha,ing or t!i~rhyinJ,J at!veriisinc db<.:oarai;ing 
!he u,e nf Tuhacco Pmducls or expu~ure to 11<:cnnd,harul ~rm.1ke. In the event antl lo the n,lent lhJt any Parlicipaling 
M~nufao.:rurer ha• enltred inm ,10 ugreelll(n! i·,111tuinlng uny ~uch r,mhibi1inn. i:uch Pulidpalini; M11nufo~·1urer agrees 10 

waivt such rrnhihition in such asrc,ell\Clll. 

(5) Deslcnu1jnn nf [on111c1 Perrnn. Each Pij11idpa1ing Manufacturer th"! bas Ou1dtmr Advertising or 
Transit At!vnli,e,ncnts ut!vetti~ing Tnbaccn Prnduct~ wi1hln a Sc111ing Stale ,hall. within IO day~ afte, I~ MS/\ Execution 
Dale, Pf11vit!c the Anomey General of suth Settling Stu!e With 1Mi nami: of a 1:un1ac1 prr~on to whom the Seuling Stale may 
dlfect inquiriu during !he lime such Oacdoor Advcr1Mllg anti TrnMit Advc1themtnb are hdng elimiMlctl. ant! rmm whom 
!he Stlllin~ Stale 1nay ~,b1a!n ~rimlic rcp.irl~ a1 lo !he pmgress t1fthei, dimiua1inn. 

{6) Asl!!l!·Onlr Fm.;jljfiu. T11 the c11:tem tl"m! uny 3<Jver1i.•cmen1 allverti~iuc Tub.a~-co Prn!.luu~ !ncatetl 
wilhin an Adalt·Ooly l'adlity constit11le~ Ou1dfJ!ll' A!.lverlbinc: nr a Ttunsit Adver1i~cmenl. lhh suhstction (d) shall m,t apply 
10 ,uth ;it!serti,eintnl. pmvideo.l ,11<:h advcrthemcnl b nol vis Ihle tu pco.ons t111t.<illc ~uch Adult·Only l'adlity. 

(e) jj:ot,ihitino-.!!!Lf.aymfflh Reh1tl!d lo ]J1baq:o Prt11Ju1a~ anrl Media. Nu l'auidrating Manufoctu1er may, 
beginning 30 t!uys af1er 1he MSA thetution Du1e. make, 1,r cau-:e lo ht mJde, any payment ur 1.11her consid(ruliun tu any 
mhu f>C""nu nr tolity to use. di<pluy, mukc refettnl'C to or u•e a~ a prup 11ny Tnha~eo Producl, Tohacco l'mdud puckage, 
uJvu1i,ement for a Tuhm:cv Product, ur ,my 01htr hem Maring a Brand Nume io uny molinn pk!Ure, tclevill\on shnw, 
theatrical produc!hm nr other live perfrnmancc, !Ive or recnrdeo.l performance of mu.\ic, commcn:ial film ur video, nr vitleu 
ga~ {"Media"); pruvhled, however, that 1he foregoing pmhihi1ion )hall not upply lo ( I) Media where !he 1mt!itru:e ur 
viewtf, me wiihin an At!ull.Qn\y fudlily (pmvit!ed ,uch Media urc not visible In pe1"tm,< outllide suth Adu!l·Dnty fadlity); 
(2) Mellia not intended for t!i,trib111l11n or dhplay lo the public; ur (J) in~Uuc!innul Media i·unceming n•m·convealiuaal 
dgartlte< vfowtd only by or r,rnvided only to smokeu who are Adult,, 

(I) ~. Beginning July I, 1999, n" P.inlcir;1ting Manufa~lurcr m~y. wiihin 
any Seuling State, 111;11kc1, t!i,1rih111c, uffer, ~ell, lit:ense Of cuu:1e to be m:irketed, t!i~lrih!!!cll, nffcrc<l, ,-,IJ or li~en~ed 
(in<.:ludinc, without limilalh,n. hy cn!ulo;u, or dirt<'t mail), any appmel ur ,111>er merchuntlhe (other tb,111 Toh~c..:t1 Prudut:t11, 
items !he sole fnnctinn ur Whi<.:h is to utlvtrlisc Tuhucco Prnducl~, or wriltell or e1et:lmnlc ruhlkaliun~) whkh hems~ !hand 
Nume. l'rnvhkd, huwcver, 1t,at nolh\ng in thi~ ~uh,ection shall (I) rc<Juire any Purticipalini: Manufacturer 10 hr<ach or 



taminak :my li.:cn"ng ;1grcemcm !lT o!hcr cunirac! m t>.i~ltm:c a~ of June 20, l'J'J7 (lhi< o.,epi;un ,hc,11 nol :opp\y lwy<1ntl 
the ,1111cnt !cm, <>f any c~hting l·on1ra'-'t, wi1huut rcgaul to any 1cn.-wal or np1i,m 1cnn llml ,n,1y ht cxcr..:iscd hy ,ud1 
1'a11idra1ing Man11f.,,.turcr): (2) pmhihit 1he tli<!rihulion lo any l'arti..:ipatini; Manubc111r.-f~ employee who 1, not 
Underage nf any 11.-m tlc,nihul ahovc !hat i~ in!emktl for th.- ~r"H1:1t u,e vf ,u~·h an e111ploy.-c; (J) tcqui,e aoy l'~ni..,ipa1m~ 
M~nuf.1<.:turer U> rclrie\·e. colled or .,rh,nwi<t rtuwcr any iicm that priur lu !he MSA l:u:~u1i11n Dale wa, marketed. 
,!i,1rihu1etl, pfftrtd, ~,,Id, lkensed. or ,;iuscd to he market~!.L di~1rihu1ed. u!lered, ~nhl nr lken..ttl by wd1 l';ortidr>alin~ 
M,1nuf,1cturer; (4) apply to cuupon~ ur mhN item, u,~tl by Aduhs ,n!dy in ,nnne•·1i"n w,1h lhe r,u,chasc nf' T1>h:icco 
l'rod111.:1~: ur (5) ar,ply in apr,arel nr uther rnerch;mdiu u~cd within ;iu AJult·Only F:idli1y rh;ir 1, n"I di~trihu!cd (by ~;1lc ur 
n1hcrwi~eJ to any memt>er or the general puhlic. 

(g) tl;tn nn Ym1!h Arn;ss tn t'rer Sarnule-~. After tht MSA E,ecu1ion D;1h.'!, no Par1icir,31ins Manuf,1du1er mJy, 
within ;iny Se!tling Sl~le, di~llihute or cau,e to be di>trihuteil ,my free ~mnpks uf Toha,,u l'ruduccs u,ept in un Aduh·Ouly 
1-'adlity. for purro,<es of thi< Agre<111enl, a "free ,ample" tlue, nnl include a Tnhacco l'rudu,;t lhal it pmvidell lo an A,luh in 
ci•nncclion with ( 1 J the pur,.;ha,e, eio;change ur redemption for rmmr of r,nrchase uf any TuhJcco Pmdo,t, (including. hul nul 
limi1ed 11,, a free 11ftt:r in •·n11nection wilh the flUrdrn,e ol' Tnhacco Pwdm.:ts, su,h "' a "Jwo.for-unt" offer), or 12) ihe 
condu.:1i11i: of cnnwmcr te,1i111,1 ur ev;iluatin11 ofTnh;ii:co Protluc1~ witb persons who l'ertify that they ure Adult,. 

(h) 1\-m "0 Gin• In llmkn« 11::trnos 13'1'\'.d !lD l'nmh o{ t'urrhm- Btginning one yeur afl.-r 1he MSA t:~ecuJinn 
0,1lt, II" l'arlki11ating Ma,mfm.Jura may l'mvide nr can,~ to h<:t provided lo any per~nn without suftici(nt p11ml th:il ,uch 
{'t'f<nn is an Adult any item in cx.:hani:e lur lll(e r,111,ha'IG uf Tnh;1cci1 l'mduca. or th.: furnishing of credits. r,muf,.ut
purchase, or i;ouron, wilh re,JlGCI lu ~uch a pun;hase. Fnr purpmcs ,.f !he prece<ling ,cntence unly. (I) a driver·, lin,n<c or 
01her i;nvemment-i,~ued itlentif1ca1inn (or legihle flho1oc;,py chenent), the v.1lillity nf whid1 is cmilied hy the rcr.,011 In 
whum 1he ilern h provilltd, shall hy il~tlf be deemed lu hit a sufficient form of proof of age; al'ltl (2) in the c·a,e nf i1c-m< 
provided {or l<> he rcdumed) al rt:1'1il e,lah!i<hmenh, J l'Jrlicip.,ting Mun11foc1111er sh~U he rn!,tkd 10 rely un ve,ili,::ition of 

proof uf ~gc hy the rttailcr. where ~uch re1Jikr i~ required to obl:.1111 ve1ilicution under applicahlc lcdtrJI, ~!~le ur loc~l l;1w. 

(i) I imit,,1,un nn Third-l'arty l),e of Urnnd Numes. Alier lhe MSA Eu~ution Oa!e, no PJ11icipa1ing M:im,f,,c!ura 
111<1y !ken~ nr oihuwi,c c,prc,s!y au!huri:e <1ny 1hird party lo o-<<e or adurli.<t wi!hin ilny Senhni; S1a1e any Brnnd Na111e in 

:i m,rnncr pmhil,i!cd hy lhi, Aj!n-enwnl ii tluuc hy wch P:nlicipa!inj! M.mufa,:!urcr iiself. E.,d, l'.utidp.ll111J! M.,uufac·!orcr 
,h.11!, within lU ,Lip ;1!l,:f thc MSA Ext,:!t1lm1 l).,1", tk~i;,tm1,: ,, f><:r.,un (,md 1m•vitlc w,iuc-n Ullli,:c tn NAAG ol """ 

dc,i;,n:ili011) lo whom 1h, Anorncy Gcncrnl or any S~llling Stale m:oy proviilc w,in~n notice of auy ,11d, !hirtl·pJrly ,Klivi1y 
!h;,t would h,,, prohil>iicJ hy !hi< Ar1ecm~1\l if dnne hy ,u,.;h l'aitkip,1ling M~nufa..:tur<·r i1,clf. Folluwing ,ud, wri11,·n n<>!ic·,: 
lh~ 1'ar1idfMting M:11111fo..:wrer ,..,.rn promptly take ,.;mmn.:r<:i~lly rca~,mahlc ~lcp~ ag:1t1n1 any ~11<:h 11un-de ,ninimi, 1hird·p;orty 
:1c!ivi!y. 1'1uvidcd, huwc~a. tl,:11 nu!hing in !hi\ ,ub'('clion ,h~II requin: any Parlicipa1inll M:mur.i..-1urc1 In {I) hre,.~h ur 

lenninate any l1~·cnsing a~ft<"mcn! u, n1her ..:umratl in t:,.hlen..:e u~ of July I, 1998. (1hi~ c:..cc!'liun ,hall m,t arply heyonJ !ht 
current lem1 of any r:,;iqing con1r,1c1, without regard In uny ft!ntwal or nption term that may he cxerc"c,J hy <uch 
l'ar1icipaling Munufac1urer): nr (1) retrieV<", cullect m ntherwhe recover uny iten1 !hat prior lo the MSA Eiecutinn 1).1\e was 
ma1kel~d. distrihuted, offered, ~old, licensed m 1:au,ed lo he m"rkc1ed. d1,1rihu1e,J, ufl'crcll. !<olJ or Jicen,ed hy ,uch 
Pur1\Ciflaling Manufu<.:turer. 

(i) lbn up N1•n·Jobaccn 8r,1nd Names. No Pnt1icip1ti11i;: M"nu!'acturcr may. pur,uanl In ~ny agn:'emcnt r(quiring 
the f>11ymen1 uf mnney nr other v,lluahk cm1<ide1;1liun. use ur .:au~ hl be u~d as n brand nJme of 1ny Toh,..:cn l'rndoct any 
na1ionally recngnizcd or nalimmlty e,1ahli~hrd hrand name or trade name or any nurHuhaccn i1em ur ~crv1ce or ,my 
na!innal1y rccognitcd or naliona!ly e\lahli~htd ,port~ learn. entertainment group or indivillual celchrity. Pmvitled. however, 
!hat the precet.ling senlencc shall nu! ar,r,ly to any Tuh:u:cu l'rnducl hrnud ""'nc in existence a~ nf Juty I. 19'.lll. fnr the 
purpo,es uf this suh<e~-tion. the 1e1m "01htr v~luahlt cnn,ider11i,m" •hall nol im:h1lle an ugreeincnt hc!ween twn en1i1ie-< who 
enter intn su..:h ug,eemeat for the mlc purpo,e nf avoiding infringemcn1 ch1!1ns. 

lk) Minimum l'ack Siu;: of Jwe11ly Ci\'HfCjl(s. No l'arti..:i!'aling M:mufociurer m:iy, ho:ginninii 60 tl;1y< afl~r 1he 
MSA E~cculiu11 IJJ1C und lhnmgh and im:luding De,·cmher 31, 2001, manul'achlre or cm1,e I<> ht manufactured fot s:ik in 
ariy Sen ling Stale any rmck or 01her cnntainer nf Cigareue~ con!;1i11ing fewer lh~n 20 Cigardtcs (nr. in 1he case nf rnll-yuur. 
own luh~,co, any r~cka~c of mU.your-nwn lnhaccn contJining less th,,n O 60 uun,e, nf luh.i.:co). No 1'.1rticir:11ing 
l,fanufocturer m~y. heginning 150 dJys al"!cr the MSA l:uculilm 0~1e and 1hrnugh and i11cl .. ding o~ct111hc1 JI. 2001. ~ell or 
distribu1e in any Settling Stale uny r,~ck ur 1>1her \'nn!uincr nf CigareUcs co111ui11ing fewer 1hd11 20 Cigarene, (ur. i11 the case 
uf mll·yuur-nwn 1uh;...:c11. uny r,ackdge of ro!l-your-nwn wb.icco Cllnlaining le~, ih.in 0.60 nuncc, of toba,;cu). Ead1 
i'Jrtidpatiall Manuf'a<:!Urcr fonher ugrce, that following the MSA E~ccution ();ate it •h~U not OflJ>"'e· or cau<e 10 he oppu,ed 
(including thmui;h any 1hlN parly ur At'tilfole), the flUSsagc hy any Seu ling Sl;ile of any lcgisJ.,1ivc l'"'f>llSJI ur admini'1rati\·e 
rule apr,licahle lo :111 Tohucco l'mdud Manufociurer~ anti ,ill t~!ailer~ nf Toh:u:co Prndu~I< l'"'hihi1ins 1he munufa~lure and 
.~a!~ of any pad nr nlher ctHIIJiner 111' Cigard!es c,mt:iining fower 1hoa11 10 Cigareue, {n1. in lhe ca,e uf roll·ynur,nwn 
tnhaccn. any p;ickJge nf rotl-yuur-uwn lnhal·cu containing le~~ lhan 0,60 ounc,~ of tuhJteo) 

(I) Cunmrnle Cnllure C<>1f!milment~ Rc!:ikd lo Youth Acce,s and ('unsi11nptioo. Ueginnin~ 180 d,,ys alter ihc 
MSA Elc~ulion !Ja!c <•1ch !'.mkiptuing Manul.1..:tuf'l!r xlmll: 

rr"'nulg:i1e ur rca!111111 curpumlc principle~ lh,11 elrre,~ and t~plain it, cum1ni11n~n1 u1 ,umr,ly with 1hc 
rrnvi~hms uf 1hi~ A~n:ement and the redm:lion <1f m.c ofTubJc~u Pmdui.:1s hy Youth, and dcJdy a11d rc~ufarly c·,1111mu11ica1~ 
In 11s employees and cu~tnnwrs h, co,mnitment tu USM<! in the red11.:1ion of Yornh use ufT11h.1cc11 Pu~lul"I-<; 

dc,ignalc an c~eculive level manager (und pmville Wfillen notke u, NAAG nf ~1.1,·h de~ii;nalion) tu 
nkn1ify mr1hod, tn reduct Ynulh acces~ 10, and the incidence of Youth ,.;onsumplion or, Tnhacco Produc!.<; and 

encourage ii< employcu to identify 11.Jdilional methods to reduce Youth acce~" lo, unJ lhe incidence of 
Yuu!h cunsumplinu nf, Tohacco Pmduct~. 

{ml .l.i.!ni!aliuns l'O I ohhyinr- following Stale·Spedfk l-'im1!ily in a Seuling St~le: 

(I) No Purtkipating M,mufocturer m~)' opr,ust, ur cau,e tn he O(IJ'<)'<ed (including lhrnugh any thin.1 flmly 
or 1\ftili~1c), tlw: p;issage hy such Stilling Statt (or any poH1k:ol ~uhdivisinll thcreoO or thn~e ~tale '" lrn:al lej!i>la1ive 
rml'o~l< "f adminbtrnt1vc rults dcscrihcd in l::!:i;hihu f hcrcw initnded hy their terms In reduce Yuulh an'<"ss tu. and !he 
incidcn~-.: of Youlh con,uml'tion of, Toh:icco Pmd11c1s. Pnwided, hnwever, that the for~going dni,~ not pTllhihil ,my 
Panicipating M11nulac1urer frnm (A) challenging enfor,.;cmelll of. or ~uing for ,.kclarJtury or injunctive relief with resflecl 111. 

any ,uch lcgi~la!inn nr rule on uny gruunds: iBJ cnntinuini:. afier Stale·Specifi..: finality in such SeUling State, to !lf'flUi<e or 
cuuse 111 h<:t uppu-ed, 1hc l"''~age during !he lci;_hlativc session in which Slalc-Specific finalily in ~<J<.:h Sellling S!ale uccurs 
of any sr,cdfic slate or locul Jcgisfalive flmpnsals or ndministrntive rule~ intrnduced priur 10 the lime 11f Stale·Spc,ifi.: 
t'inaliry in such Srn!ing Staie: (C) oppm!nc, or cuu~ing to be nppo,rd. ,my cxd,e t~i,; ur in~um,: !al provisinn or u~.,, fee or 
miler l'aymcnls rel111ing l<l Toh11Cttl Product~ or Tohacco l'mducl Manufacmrers: nr {D) Of>flt>'<ing, or ..:au sing lll he opposhl, 
any stale ur local lcglsl;i!lve pmpo~al or admi11h1rn1ive rule that aho include~ mea~urcs mher lhun lhme 1k.<1:rihed in 
Eio;hibit I'. 

(2) ~ach l'unid!'u1ing Manufo"urer ~hall require all {if ils nffictr~ anil emr,luyce~ engaged in !nhhying 
adivities m ,ud, Stnhng S1:11e afler Statc·Spedfic FinJ!i1y. coniract lobhyh11 engagetl in lnhhying ac11Yitie~ in ~o,;h Selllinc 
Sidle alter S1ate·Spt"dfic Hnality, and 1.my ulhcr third p,.irtin who enguge in !uhbying at·tivilie~ in ~uch Senlinc Slate after 
State·Sflccifi~ 1-'inulity 011 hchulf of such Pa,1kipa1i11g M11n11focturcr ("lohbyi,1" and "lohbying uc1iYitic~·· having !he meuninc 
,u,.;h term, have unllcr lhe law of the Settlinc Slu!e in question) lo cenify in writing to 1he Panidfl:Hing Manuracmrcr lhal 
1hey: 

(Al will no! iUpflvrt m Ol'f'U>e any ~!ate, lucul or foderal kgiolati11n, or seek nr Oflfl!l~e any 
1?•>Vcrnn1~ntal ;,cli,,n, un hchalf of the P:orlicipating M:1nul.>e1!.11cr wilhoul !he l'm1icip.1ling Mtinufoclurcr'~ up1e.J 
:mlhm11"lion (c,ccpl where ,uc·h ,1,lvarn;e cxr,re,s aulhoritalion i, nnt n:awnahly r,r11ctic·ahle); 

(Ii) a1e aware uf anti will fully cnmrlY with lhi~ Al)f'l!t111en1 and all laws "nd n:gulJ1inn~ 
.ipplic~h!e h> ihi,ir !<lhhying ac!ivilics, induding. wi!huut limitation. thuse related !<1 di<dnsure nf !"mandJI cunlrihulinn~ 
l'rovid..-d, hnwe~er, that if tht Seu!ing Stale io que,linn ha~ in exi~tence no law~ or regula!inn, re!"lirig h• disdt><urc nf 
linarn:ial ~ontr1t>uli<m< regarding lnhhying ac1ivi1ieJ, then euch Par!idpuling Munafodurer shall. ur,on 1eque.,t uf ihe Auurney 
General of ,ui-h Senlinc S1a1e, disdo~e lo ~uch Allorney Gcnerul any paytnent lu a luhhyist that the Partid!'ating 
Manufaclurcr koows or has rcasoo h1 knnw will ht u~cd lo inlluenl'r kghlalive or utlminhtrati~e ad inn,; of 1hc ,1ale nr lrn.:.,J 
gt!Vernmcnl relating lo Tohaccu Prll<iuctx or their llst. Dl<do,ureK made pur,uanl tn 1he prfceding ,entrn•·e ~hull he lilcd in 
wriling with Lht Oft1ce uf !ht AUumey General on 1he first duy 11!' t'ehruury and the fir~! day of Augu~r of each yur for any 
and all payrncn1s made during 1he sill month period tnding on !he h1~t day nf tht prccedi11g December and Jun~. re"f'<:ctively. 
with the ftsllnwing information: ( I) !he name, addrc~,. lekphone numh-er und c-m~il "lldrt<\ (if uriy) or lhe rc<.:i!'ient; (2) the 
umnunt nf c;ich payment; und (3} the :1ggn:cu1e 1mount of all flaymenl~ described in lhi< suhsection (1){B) 111 the r(t'ipient in 
the calendar year; and 

(C) huvc reviewed and will folly uhide hy the P~nkipat!ng Munuf~,;turcr·~ corpnrale prindpks 
l'rnmalgu1ed flUr,uJn! 10 lhi~ Agrccme111 when .,.,,inc on he bull' nf the Purtidpaling Manufacturer. 

OJ No Purtll:lf>Jling Manufactu~r may ~upport ur ,au~e IO he ,uppnrt,d (i11clm.l\ng lhnmgh any third pJrly 
or Anlliah!) in Cungte." ur uny u!hcr forum legi.datinn ur rules !hut would preempt. override. ahmga!e or dhninbh ~Ot.:h 
Scu1ing S1~1e'< rights or re~~1vuics under this Agree,nenl. E~,.;epl u~ ,;pedficully l'mvi,!rd in this Agrecmenl, nothing haein 
shJII he do:unct.1 IO re~train any Sculing Sl;i!C or Particip;iling Munufll~turer fmm :.1d~oca1ing !trm~ of any nu1ion;11 sen!cm~nt 
nr taking any 01hu p<tsitions un hsuc~ relating lo loh~cco. 

(11) Re,1ri',tiun 1m Advoraq Conq;rninc Setth:men1 l'roceetls. After the MSI\ E~ecu1iun Date, nu Partidpatinll 
Manufacturer may support nr cuu~e to be suppurlcd (in<.:tuding 1hrough any lhirtl party ur Affiliate) the tliversinn of uny 
proceclls nf thi~ scltkmtnt tn any prngrum or U:<e lhal i~ ndlher tnh.tccn-rclaled nor IM:~hh-rela!ed in ~'{mneclinn with lhe 
~rpmval of 1hi, Ag1ecmen1 m in any subsequenl legislu1ive aflpn>flriat!un of ~el!l~men1 f>fUCCCtll. 

(o) pj,soluiino nf Th£ Iobwco lo5tilute Inc lbc Coundl for Inbec1-1• Hese~n:b·lJ S A In.; and the CcOler for 
lndour Air Kt<e,u;vh Inc 

( 11 The Coundl for Tut>a~cu Re:-can:h·U.S.A .• Inc ("CTR") ('a nol·for·flrllfil curpornliun formed under !lw: 
law., of tht S1 .. 1e of New Ynrk) sb:ill, pur~uunl IO tht plan uf dissolution previously IICQo1iJlcd and i1grccd lu hetw«n the 
Atlnrney General uf\tlc Sm1c of ~cw '(mi! 1111d Llk, cease all nperauons ull\l he di~solvtd m a~cunlan(e wnh lhc law, ut !he 
S1,!IC nf New York (~nd wi1h the prt:<crvalinn of all applkahlc privileges held hy uny meinher ,u111p;1ny uf CTR). 

(2) TIM: Tnhacco ln\litU!e, In,.;. (''Tl"') fa nol·for-pmlit c1111wrn!ion fonrn:d under !he law~ t>f the S1a1e or 
New Ymk) ~hall, purwan! to a plijn uf tlhsululion lo he ntg11tia1ed hy the Attorney GencrJI 11fd'lt Stulc of New York und \he 
Original J';1<1kipaling Manufoc!urer., in a~cortlunce with Exhihit G_ hertlu, cea~e ull of>Crntion~ ,ind he dh«,lvrd in 

'I 



ac,o,dan<.:e with !he l"w" of the Slate 11f New Ymk anJ undn the au1hority nf the i\U111ncy Gcn.:r.,l nr !he Stale"' N,·w 
\',irk (and with the preserv,u\11n ul ,1\l apr,h,:;1hk prlvil,:p,:~ hd<l hy any metnho:r <.:nmp:u1y nt' Tl). 

OJ \Vilhin 4~ ,fays ;1!kr Fi11 .. 1 Appr.lVa!, lhe C,·11ter for ln,!"m Air Rnc;irt·h. lnt:. f"CII\K") shall <.:C;"~ 
aU •11>erJli<>n< anti he di,~nlve,I in a manner ~mm~1ent with applio,hlc bw and with lhc l'"''"'v"1u111 uf ;,II ;111pli,:Jhk 
p1ivikgh (indmling. wi1hm11 hmi1a1iu11. privilege, held hy any memh...,rt:mnpany ofCIAK). 

(4) The P,111icip~1i11g Mm111focl11rtn ,h:,11 <lire.:! !he Toh.wco·R,·bud Ori;,,rii,Jtinn< tn p1cwrv,· :,I! rccun!, 
1h:11 rcfote in ""Y WJY 10 i,~11e,.-r;ihet! in ,m.,king·rdatet.l lw;ilth !iti!,:Jli»n. 

(~) The l'urlkipalini; MJ!l11faciurers may not rcum,lih.l!e CTR or it~ !11n.,1i"n in any form. 

(6) The l';1nidr~1ing Man11fJ,1Urtts r.:prc~enl th,n they h,1,·c !he aulhmuy 10 and will dkch,.i!,· 
~11h,;tc!ions (I) tbruui;h (3) bcreuf. 

(p) Hci;11!aJion i!Od Qv,;rsirh1 u( Ncwioh1n-1•·Rda1eJ Irmlt AssnrhJinn,. 

(I) A l':micirating M,m11fm.:111rcr m,;y for1u w pnticip:11e in new whacco·rdmt'd trJde a~mci,11i,,ns 
h11hjrc1 Ill nll r1prlkahk bws), pnwi<Jed such :,~\ncia1i11ns agree in writing mil to a.:1 in ,my m:mna <'nnnJry to any provision 
uf this Agree men!. Each Partidpaling Mat1U!Jct11rer agrees that if any new t11hm.:co 1elaled t,adc assndatinri !ails h• JU :1;rce, 
such Par1icip:11ing P.foriufoct11rer will nnt participJtt in or wpporl s11"b ~s,rn:i:iliun. 

(2) Any tnhJL'CIHefatcd !rntlc a"w..iatinn 1h:t1 is· formed or t·onlmlkd hy nne ur more of,~ l'anidp,oling 
M;m11fnl·h11cr- ahrr lhe MSA l:~c"u1ion Dale shall adopt by·laws gnveo,iric the a,socia1i11n's proi:c.l11r~, Jntl lhc a,:ovili<', ot 
ils niemhas, h11.1rd, employee~. :,i;cnt~ arid tUhtr represen!;ilive, wj1h re,pec1 ,., the lohal<·,..,clatcd !rml<' Jssm·i,niun. Su~h 
hy-law, shall im:lude, 111nons U!her lhing,, pJ<1visiu11s lloul: 

(A) each nHlccr uf lhe a~sticia1i1•n ,hall h~ 11ppoiri1ed hy lhe 1,,1.,rd ol lhe .,,..,,d.,1iun, ,h.111 he an 
cmplnyee of ~1.ll'h as,mdaliuri, anti <lming ~w.:h nffll:et', 1en!\ ,hull mu he a directnr or'" employtd hy any me,ub,·r ut Ill<' 
a,~nd1<tiun or by an Affifotte uf any member 11r the 11,sociation; 

(ll) !ey,11 ,:1nm,el for the u~~udation sh;dl he imleperidtn\, and neither u11m""I rm, any men>htr or 

tmplny«: or ,:u11n<el'~ Jaw lirm ~hall ,e,ve a, leg:11 cuunocl lo any member 11( ihe n,~udJliun or hl a mallulac1urer ur Tuh.,Ln> 
l'm,foc!s !hail h un Affiliule of uny 111cmhcr of the a~,.,~ialiull ,l!lring the lime 1hat ,1 is ~crving a, !cral ""un,d l<' lhc 
assn,:ialion; and 

(C) 1ui11111,es dc;.c1ihins the suhstam;e of the n,~e!ing~ of !he hu~rd t1f di1c<:111r, nf th~ '""'ti:ihon 
~hall he prep,m~<l aml ~hall t>e n1aint;,ined hy 1he as~udalion lnr" perintl ofat ka•I five ye~" fulluwing their prqiam11111,. 

()} Withnul limiw!iun nn whatc\ttr mhet right~ tu ;tt;CCM thq may he permilled hy law, for ;i pctiud of 
~even yean. fmn1 the elate any n.:w h>ha"co·relattd trade 11s.~od;11io11 is formed hy any uf 1he l'ar1icipa!i11g Man11la"1u1ers alter 
the MSA ~xcculi11n Uate !he anli1rn,1 authurilits of 11riy SeuUng Stale may, for 1be plltpu,e of cnfori:ing 1his l\yrecmenl, 
upon r,:11,nnllbk c:111,e 111 helkve that a vmlaii,m uf chi.~ Al!reemtnl hu> uccuned, amt upun rcJ,n:,ahle prior wriucn no!ite 
!h111 in no event less thm1 !O B11si11t~s Days); 

(Al have ucctss <luring rey11!ur office lmur~ !tl iri<pect und copy all relcv,mt non·privilegcd, 111111· 
w11rk-prod11ct hnoks. recmJs, meeting ayenda and min111es, und other <h)0.:11menh {whether in hard "upy form ur stored 
declfonk"lty) ur ~ul·h "~"1'..'iatiun iniofor a~ Ibey pertain In ,uch hellcved v\t>IJtiun; ~nd 

{13) interview the 11~sodalinu'> dirtc!or.<. ortic"r,; and employee~ (who sh,11! he entitled to bJve 
""unscl p0.1se111) with resped tu relevant, n1111.pricileged. n11n,wnrk·1urn!uc1 mauers pcrtaining u, ,uch hclieved vinl.11ion. 

l)o,:umcn!, ,md infon1ulinn pnwhled tn Seullng Stule anlilr11~1 authorities sh.it! ho: ~cpl n1nl1tlen1i:1I hy and ;um>ng 
"S\lcb a11lhori1lt.,, ."1ml .,h"ll he utilized only hy the Scu!ini; S1;1!es ;ind only for the puryu"e uf enl11•ci111:11hi.~ Ai,:r(c111ent 1,r 1k 
ni1mnal law. The in,pe~lhm and di..covery righ1s provided lo 1he S\•ttliny S1>1tes pur,uan! to 1hi, ~11h,c.:1iun ,h,111 he 
\'tmrdim,ieJ ~o ~~ h• uvuid rep~1i1ive and e~c·cs,ive inspc<.:linn uml cli<"overy. 

(q) l't1>hihi1im111n Agrccmtnls lo Sut,Jlle~~ fie,ean;b. Nn Pa1tkip:tling Man11f.,.111ret may ~mer into :iny i:onlr,fft. 
cmnhinatinn \lf ctln,pirncy with uny other Tvha""u Pmtlu"1 Manufod11rer tbul ba~ the p11tp<1<e ur dfocl of: (I) h111iting 
compelilion in !he pm,ludiun !lf cJi11trihuli1m nf lnfnrmllion :ihnut hulth haurds vr ollu'r c·un~equencc, ul the 11,e of 1hrir 
pmd11ct<; (2) Hmi1ing 11r ~11ppr,:~~ing research inm smokirig and health: nr 0) limiting m wppt~-"ing re~emch into th~ 
lflJtketin@ or dewlup1nent of new products. i•rovidcd, howtuer, !hat nolhing in th!, s11h,e,:1inn ,b111\ he deemed hi (I) req11irc 
any l'artkip:itini; f,,fon11fo,111rer III prod11ce, tlislrihllle or mhurwis..: disdo<t 11ny infonn;,fiun that is .whJect tc1 uny p1ivilq;c or 
pmle~lion; (Z) predut!t any r;mkipaling Manulacmrct fmin entering intn any jnin1 del'en,e or jmn! kg:11 ,ntne,t ai;reemen! 
or anangemenl (whether nr m,1 in wriling), Of f1mn a'!.~e,lini: any privilege p11r.<11,m! the1tH>: or (I) i11~u,,e any aHirma1ivc 
uhliga!lun on 11ny l'artldpaling M11nufJ"turer m cnnd11ct any rei:e11rch. 

{r) Pmbihilion no Mui<:ri;•I MiHcprc,:en1111iuns. Nu l'unicipating Manuf",1.:111rer may make any 111J1en~I 
ni!sreprtsenlutum of fo~·11ega1ding !he henllh "un~equence~ ur using uny Toh:1cco Pmdwt. ind1ding t1ny 1ohac·cu a1l1hhvc~. 
lillci,i, Jli,lper 11r other ingredients. Nutbing in this ,11hi<e1:liun sball llmit the exerd,e o!' any l'iN Amtndment right ot 1he 
as,crtinn or ~ny dtkn,e nr pn~iimn in any judidJI, kgi~l.ilive ur reg11hu,1ry hlr11m. 

Ill 

IV, PUlll,IC ACC!i'SS TO DOCUMENTS 

(.i) /\ti~, the MSA Hxcc11lion D,1le, 1he Oriyinal 1'ur1idpating Manufac1urcrs and 1ht Tuh:ic"o·ftd,,led 
Org:,niialil,n~ will rnppur1 uo applicatinn for !ht dli1~oluliun of any protective orders entered in rach Set1Hug Slate"~ 
lawsuil idcntilied in Exhib,i D wi1h te~pcc1 only hi lhme dm:umcnb, iridicc~ and privilege lug~ !hat h:ive been prud11"cd a11 nf 
the MSA Execminn Dale to such Seuling Slate und (I) as 11, which dcfcndanb have sum.Ir nn duim, or hilve willulrnwn uny 
d1im, of ,murney-di,:111 privilcl,'c, 11Unrney wnrk·produu pm!CL'lion, ;,.\m1mun fntn~~1/joia1 ,kkn.se privitet:e (rnlleL·livdy, 
"rrivilcge"), 1rade-secn:I pfurcctinn, nr "nnfidenti:il nr pmprietary h11~ine~s information; nod (2) thut ure nu1 in"rrrnpri,ue for 
p11hlic di~doiu1e hec:111se of pcr~nnal privacy Interest~ 1lf con1rnc1ual 1ights of 1hifd panies !hat may nnt he nhmga1cd hy !he 
Original !'Jrtidp;iting Man11fact111ers ur the Tobaccn-Rclaled Organiz:tlitms. 

{hj Nu1wi1hs!Jntling S1,11e·Sptdtk finality. if :iny urdtr, ruling or recommcn,facinri Wa( iasucd prior tu Scp!tmher 
17, 1998 reJtuing a ,:luim of privite1;e or 1r.:cde·i<ewet 111<1te~1inn with respc1.:t tu uny document or dot'llmcnl~ in u l<1W~11i1 
i,lentified in Hxhihit 0, lhe Senling Slnte in which ~uch order, ruling nr recommem!,,1ion w~~ mm.le mJy, no la!cr th"n 45 
clays af1er the occ11rrence of Slatc-Spedt'ic 1:inality in s11"h Sellling Stale, ~ek puhfo: disdu,u1c nf Nllch cJncument ur 
thicumenls by arplic11\ion lo !he "ollrl !hat i~~ued su"h nrdcr, ruling or recommeridulitm :,!'Id the cnun shall relain j11,i,diuinn 
for ,11,h purru,es. The Otiginal l'ar1kipa1ing Mari11fuct11rer~ and Tnhacco-Rclated Orgnniz11lions dn noi i:oMerit 10, and may 
uhject lo. appoe~l from nf ulhcrwi<c uppo.se any s11ch aprlic11tiun for dbcln~11re. The Original l'anicip~ling M:rr111f.lt·1111en and 
Tuh,,cc,i, Rd;11et1 O,g,,niu,.tinn~ will nnt assert that !he seukmenl nf ~uch laws11il has t.livc~!ed the cu11t1 of juri~dklinn nr 1bul 
,uch Se111ing Stale la"ks slanding lo seek rmhlic disd11s11,e t>!! uny 11pptkahlc g~1und, 

(c) The Original l':onkipating M:inufuctuttr~ will maintain al their expen~c !heir ln!e1ric1 document wth.d1cs 
ut"essihk lhmugh "Tnh:,c"n~c.,ol11tion.com·· t>f u similllr wch~hc 11ntil J11ne 30, 2010. The Origirial !'Jrtkirating 
/.bn11fol·1urer~ will mainl.lin 1he 00\.•umen!K Iha\ cUrTt'lllly uprear un 1heir re~rective weh~ites imd will .'.ldd uddilinnal 
d,ic11ments h1 I heir wclisiles as provided in this seclion IV. 

(t.l} Within !80 diys af1er the MSA i:•cc11tion Date, cJch Origin;il Paflicipating Mari11facl11n:r and Tohaccu-Kclaled 
O,gJnitation will pta~·e on it~ wehst1c copies of !he following doc11mcnts, excepl a~ provided in ~11hseclitms IV(,:) and !Vft) 
hclnw: 

(I) all clo.:11men1, pmJuctd hy ~11ch Origin al Purtidrating M;in11fui:1mer or Tohucco·Rtla!ed Organil11li11n 
a,ofthc MSA Cxoec111ion 0Jtc in ,my aclinn idcn1ified in Exhit>it Our :my uctiun idcntiticd in ~ec!inn 2 of Exhihit 11 !hut was 
tiled hy an Allurncy Genern1. Among 1he~e document~, e:1ch Origimil Partidpaling Manufo"!llrcr and Tnhaccn·ltda!cd 
Organiia1io11 will give the highest prinrily 10 (I\) lhe cJ1K:ument~ 1hul we,e lisicd hy lhe Stale uf W:1~hing1un as 1rial exhihiu 
in the State c,f Wµ,t,ington v. Amsrit::mtolmcoo Co £! 111, No. 96-2·1SO!i6·8 SEA (Wu,h. Supec Ct., Cu11n1y nf King); and 
(I)) !be d1>1:u111en1s as to which such Origin11l Participaling Manufo"tllrer nr Tobacct1·Rela!ed Organiz:itinn wilhdn:w uny 
,:!Jim ur privilege us u ,e~111t of 1bc rc-uamim11ion or privilege claims pmsu:1111 tn court order in S!atr of Ql;f.1homa v. KJ. 
RCY'*nhls Tuh~ccn Company cj al , CJ-96·24911-L (Di•t. Ct .. Clevela11d Crumty}; 

(2) all d()0.:11mcn1s that can be identified 11, h11vi11g hcen pmduccd hy, and copi,:11 uf trnnwrip!~ nf 
depo,i!inn~ given hy, s11cb Original Purtidp111ing M11n11fucl11rer ur Tobacc0sRela1td Organirn1inn as of the MSA Exec11ti11n 
DJIC in the liligalitm mallers specified il'I sectiun I of l!xhihit H: and 

()) all d11'..'11menh prod11ccd hy s11ch O,iginJI Purtidpaling Manufac111rcr or Tnbacm·Rcht1ed Organiiitlion 
as uf1h~ MSA E1ecu1hrn Date und lis!et.l hy the p!ainlifh 11~ !rl31 uhit>it~ in the litigatinn mmlH$ specified in scdion 2 uf 
E~hihi1 II. 

(,:) Unle,~ cupie!I uf ~ucb documents an: already on il'l w,:h~itl'!, C;1ch Orii;iuul l'J1lkipaling Mun11f.iclllll'r 
11nd Tuhac"u.~clmed 01ganitatiun will place un it~ wehsile eopk,i uf dnc11mrm,i produced iri 1111y pwduc(iun nf dn,:11menh 
thal l11~es plu,·e un t>r alier !he thtc 30 J;ir f>c:fore the MSA E,i:<iclllion Date in 11ny fecJernl ur ,1:1,e c1111rt civil ,1c1inn 
conctminy ~moking and hcallh Cork~ nf uny ilocumcnrn req11ired tu he rlaccd on u weh~i!e p111>11anl to thi~ s11b..ecthm will 
he pli1ceJ on s11ch wd,~ile within the later nf4.5 tfoy~ ulier !he MS!,, l!,teculiun D~le or within 4.S day,i art-er !he pn1U11cli1111 ol' 
~ui·h docmncnt, in any fcden1I m <!ate i:ourl 11c!i11n concerning smokins and hnlth. This oh!igation will conlin11e unli! June 
JU, 2010. In placing ,11ch newly prvd11"c.l docume11ls on its websitl'!. each Orii;:inal l'unidpating Mun11fu"111rer or Tohacm· 
Rcla1c,l OrganbJlion will identify, a, pJn uf it~ int!e,i lo he cre11!ed pursuunt 111 ~uh,eclinri IV(h), 1he 11c1io11 in which it 
produce.I such document~ and 1he date on which such tlncumen!!; were acJded to h~ wehsite. 

(0 Nulhing in this ~e..:linn IV ~hall ft'quirt uny Orig!nul Partidpa!ing M:,nur:;elllrer ur T11ha<.:c11,R.elJ1Cd 
Oryani,~!iun 111 pbce on its wchsi!e or 111herwis,: tliscln)e drn.:umenl~ that: (!) ii tvntin11es lo claim 10 he rdvile;c1t, ~ 1rude 
,cert!, "orifole:,1ial ur proprietary b11sines.~ infonnuti.•n, 1,r 1hat t:1>nluin other lnfoimatiun nol uppmprimc for p11blic t.1i~du;11rr 
be~ause uf per.,n:,al rriVJcy inlercsh or cunlractual righ!~ nf lhinl partie~; nr {2) contin11e hl IN: ~uhject 111 any prnte~tive 
nr<ler. scaling onler nr other order or ruling lhlll p1evtnt~ ur limit~ a litigant from di~clming such dn1·11ments. 

(g) Over~iud nr rn11ltirncdia reco«t~ will not he rcq11ired hJ he plac<-d 1m 1he W,:b~he, h111 eat·h Orit:imd 
l'articip:1ting ~fanufa~1urer.~ 11nd T11batt't1,Relurct! Ortnniiulions will make Jny s11ch re..:11rd~ avuilahlc 111 the p11hlic by 
plJcing copies uf them in the <l1K:umen1 depository estahlishct.l in Jhe Srn1c of Mlnne~1)\" el ul v. Philip Murri~ ln~,fr(lnrn!cd 
tl.i!!.. C 1-94-856~ (Cu11nty or R,t1n\ey, (Jb11kl Co11rl. 2d Judicial Cir.J. 
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(h) E:u:h OnginJI 1'Jtli1:ip;1ting M"nura,.turer will es1ahlish an 1n,k, an,! <>lht'r f,•ctture, I" improve 
:..-,111:hahle aue" h> lhc <Jo1:mnent imagc, nn its wet>,ite, as~<.'! forth in E~hihil I. 

\i) Wilhin tJ{) <lay, :11!cr the MSA Execmion Dale. !he Origin.ii f':u1i,·ir"tin1: M.,md,1thtrN., will t..rn1sh 
NAAG with a pmjc1:I plan for 1:n,nplclini; 1he Ongin~I f>,1r1idpalini; Manufadu1er,' t1h!igu1ion, untlrr ;ut"c.·1i"u IV(h) 
with rc~f!<!,·t !o do .. umcnls ~urrcntly 1111 their w,:h,ilt'~ and d11<.:uments hdng 1•lm:cJ un ihdr wehiile< pur,u,rnt '" 
,uti,el:!i,m /V(d). NAAG may enr,igc a 1:omputer omsultunl al lhe O,iginJI 1'arh1:ip:ni11r M.rnul:1.;turcr,· "'fk'l"C for ,I 
r<:riud !WI h• e~te~d 1w,, year,; and :II a .. m1 11u1 tu eHu<l SIOO,!JO<L NAI\G", ,·11n11•utt'r 1:on,u1t,1n1 m.,y review SlK"h pl;m 
;md make rtc11mm~l'ld;ilion~ .:on~i,tcnl wuh 1his A~rce1l'lt'l'II In addi1inn. within 120 day, ~t1e1 !he" ~umr>kliun of lhc Ori~in.il 
l'auidpaling M,mt1f.1<:turt'n' oblig .. 1ion, uu<ler- ;uh,.,:,1:hun IV(<l). NAAG", cn111pU!t'1 tun,ullant may make fo1;1I 
rc,:«mment1~1iu11, with r~,pe1:1 rn tht' wrb~i!es c,m~isten1 w11h !his Agreemem lu prepming lht,e r.:cm11meml,11iun,, 
NAAO's ~nmpukr ~onsulunt m.1y ,td; !11pu1 frnm Sculing Siatt ol'!kial<, puhlit heahh mi;,1nilailiun, and rnhu u"·r, .. 11hc 
wch,ite•. 

(j) The c,~n<c~ in\'Ufl'Cd rur,uanl 10 suh~e1:1iun IV(i). and 1he e~~m,,:,, n:latcd u, t.h><.umrlils 11! !he T .. haL'cu· 
RdJtct.f Organ!la1inn:<. will he <n"rrnlly ,hared amuni; 1he Origin~I P,1rtidpacing Manuf;t~mr.:rs jallo1:akd mnong them 
a,·curdini; tu their lh•b1ivt Markt'! Sharr,). All nther CXfl<'ll't' 111<:urrctl under th!\ sc~liun will ht hur111: t,y lhc Otii;in.,I 
l'.irli~ipaling ti.fant1fa1:mrcr 1ha1 in~UfS ~u~h c,pen,e. 

V, TOIIACCO CONTROL AND UNDERAGE USE LA ,vs 
Em.:h l'art!dp;lling Manufadun:r agrees lh~1 following S!atc·Sptti!k t'inahl)' in a Seuling Slate ii will no1 initial<'. ur 

.:aousc h) he iniuaie<.l, a r:,~ial ,halh!nge again,1 th<; rnfor1:eahih1y ur 1:•in~ti1u1i1m.1li1y of s1t<;h Sculinr S1Jte's (or soch Scnl111g 
St;i!e'~ politicu! ~uh<liviscinns') sln1UTC~, ordimm~e, nn<l utlmini·m,uive rule,; rcbting to IOhJ~,o c,mlml eru~1cd prinr 1<> 

June I, l~'Jll (u\h<'r chan ;i ,1awtr,ortlinJrn:e ur ruk ,h;ilkni;eJ in any bwsuil li)tcd io E,hihit M) 

VI. ESTAl!LISIIMENT OF A NATIONAL FOUNOA"l'ION 

(a) Fuu111latjo9 l'umo"'s'· Th,:, Sculint: St:,tes ht'linc th:11 a ~mnprehcm,,vc, ~m1r<liM1~d prngrnu, n!' put>lic 
edu,atiun and ,tudy is i1npm1~11110 foflhtr the rt'1nedbl iu;ils of !hi< A.sn:r1nenl. A1:1:ortlingty. a\ rJrl uf 1hc ~cuk111en1 nf 
daims de,crihed herein, Ille 1uymtnt< ~p<'l:ilieJ in ~uh.,c1:li!ln!I Vl{h), Vl(1:}, and IX(e) <hJ!I he matle h• :i ch:inwhte 
fou11da1iun. tru,1 ur simiL1r nrgunizatim1 !Che "h1unda1irn1"} andfur to :1 progrnm lo I,,: nperntcd with,n lhe hmnilJlinu (cl>( 

"NaliunJI l'uhh1: 1:id1Katiun i:und"J. Tht purpose, of the Found,niun will he I<> surrnn ( I) !he study of and pm~r.uu, '" 
r,:,du1:e Youlh Toha,,'"' l'rodu1:! u~ai;e anJ Yuuth ,uh,t~nce ahU'le in !he S1111e,, ;md (2) !he smdy nf and e<luc,11ion~1 pmrr;un, 
I" rrn·t'nl <li«:,1sts a~s(J<.:iJ!Cd with the use uf"fuhaccn Pru<lu1:b in !he Stales. 

{hj jfa,-c h>110<hlinn PitY!JlS:DIS, On Mur1:h :\I. 199\1, and "n Ma1<·h 31 or ca,:h ,uh,r11uenl )ear for a pc rind of nin(' 
years ihere.,ncr, ea,;h Ori,ginal l'ar1il:ipating Manufatturu ,h~II ~everally pay ii~ Rt'l;Hive M31ke1 Share of S2~.(llllJ,000 h• 
funtl lhc t1>unt1"1io11. The pay1nents h1 ht' m:1dc hy e~ch of the Original 1':irli1:ipulmg M~nufa.:1urr1, pursuant h• 1hb 
,uh>'cctinn (h) ,hall he ,uhjed ton" ut.fju~tment,, n:<l1t<;tlnn<, or utf,et~. and shall ht: p~id !<> Jh~ Escrnw Agent Hu ht: 1:red1t~d 
to !ht' Suhsc1:1inn Vl!h) A1:cuunt). whn ,hall di,hur,e such paymenls to !he h•un<l,diun only upon th~ o<:cufl'ern:e of S!ale· 
Spctilil: FinJ!ity in ac lca~t one Sruling Slate. 

(1:l Nminn:ll Puhlir l'thn·nt\on Fund P·wmen!:L 
ii) !:'11th Original Paniciratini; ManurJcllller shall ,everalty pay ih Rd:uive Markel Share uf the fnlluwmg 

ha,, a11u,unh <1n 1he follnwing Jae,~ lo the E,,.;row Agent for \Ii<; henelil ul !he Fuundalinn',; N:itimul Puhlic E<lu~nlilm Fund 
tu be used for !he purpose~ anti as ,.kscriht'<l in sub~ections Vl(l)(IJ, Vl(g) an<J Vf(h) bcluw: 52'.10.(l00,000 nn Murch '.\L 
1999; S'.100,0!XI.UOO un Mar~h '.II, 2000; SJ00,000.000 on March 31, 2001; SJ00.000.000 ml Mur1:h '.II. 2001; anti 
S)00,000,(ll)O on March 31, 2003, a, ~uch amount~ U(' rnn<lified in ;ict:nrt/ara:e whh thii suh~ec1i11n (c). The paymcnl ,luc on 
March '.II, 1999 puriuant 10 this ,ubstuion (c)(I) is lo ht credilcd 1,, the Sub~t't:liun Vl(c) A~counl {fih1). The payment~ 
due on 1,r after Marth 31, 2000 pursuanl In this suhst'.:lhm Vl(c){I) J1rc tu be cn:<liletl w ihc Suh,rcti,,n Vl(c) Arcuunr 
(Suhsequent), 

(1) The paymenis to he: made by lhc Original Parlicipating Manufocturrrs purs1mnl In fhi~ ~uh,n·!ion (c). 
olhcr than the flJ)'lntnl dut on Mut\:h ) I, I'm, ~h:1111><:: ,uhjt'cl lo lhe lnflathm A<lju,tn,cnc. !hr. Volume Adju;tmcnl and cht 
u!lsct for miS1:akul,1Ce<l or diipU!cd raymentl tle,crihed in ,uh,~1:1io11 Xl(i). 

iJ) The fhtynl(n! m;tdt' purw;mt lu this ,uh,cclmn fci un Man:h 31, l'I')') ,h.1!1 ht Ji,hursed hy 1!,~ t:,cruw 
A;ent lo !he fuunda1hm only uruu the occurrence ol' Stu!c·Sp<'dlk finatily In <1t kJ\t one StUling S1;11e. Each f~maining 
p:,ymenl pursu,ml lo 1bi• \Ubsectiun (t) ~hall he <li~hursc<l hy 1he ll""mw Ag~ot tu the 1-'uuntlJtion only when S!Jle·S~cifil· 
1-'inahty hJ~ unurrcd in Sellling States ha~ing agi;rega!e AUocahlc Shares equal lo al ka,t 8U% ot Che hital aggrei;ate 
AHocnhle Shurt'i u,signc<l tu all SI ales that wen: Seu ling Stale~ us of 1he MSA Exc1:U1hm Date. 

(4) In addition to !he paymtn!s m:tde parsUJnt II> thi~ ,uh<ccliun (c), the Nalimul l'uhli~ Educaiiun l'und 
wili i..: fonlled (A) in accnrtlance wi1h sub.,;c,1:1inn iX{e), umi th) through momes cuntnhultd ny o!htr entmn threcUy 10 lhe 
f<'und;itiun and dc,ign;iled fur the National Puhlic Educutinu l'untl ("National Puh!ic E<luca1wn Fund Cn1111ihu1i,in'I··). 

(5) 1 he pay,nents made hy the Otiginal !•arlicipatini: Munufacturer< pur,uant to 1his ~uhsectmn (1:) an<Jlur 
~uh,eclttln IX(e) aml monih received from all National l'uhlic Educalirm Fund Conlrihution, will k dqw,i1etl and invesic,1 
in n1:cuntance with lhe l;iw~ of lhe ~,ate of in~-orporniion or !he h1u11dation. 
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(,1) Cr,·.,1ion ,ind Qrg.1nit.11iun o[ the Fmm\191in9. NAAG, lhmuch 11, t'~ecu1ive tt•mminee. will pwvidc ror the 
c1e,,1iun ul cbc l'ount1 .. 1inn. The Fnundatinn ~1~111 ht' ori;anized exclusively for ch;1ri1ahlc. scientilk, anti etlUt:aliunal 
purpu,e, ,..,;thin !ll( me:ming nl Internal Revenue Cndc ~cclion ,"i01(c)(3). The organizaliunal tlrn.ument, nf the 
h,un<latinn .,hall ,~dfi1:atly in<.:orpo1Jle the provhlon~ ,if 1hiJ Agfeemcnl relJting In the Fmm<lntion, and will provide for 
paymen! 111' 1he Fo11ndalion'~ administrative u,ren,e~ from the fumh paid )lUf>Liunt !o wh,ec!iou Vl(h} ur V!(c}. The 
l'nund,Hion ~hJII he govt'rnctl hy a hoard ,;,f direclors. The huurd of dircctuo ~hall he tompristd of eleven dittl:!or~, NAAG, 
the Natinnal Govcrn11rs' Aswc1Jlitm ("NGA"). and lhe Na!iuna1 Conference of Slalt Lcgi~laturu ("NCSI.") shall Nth sekcc 
lrnm ils mcm0Ct,h1p twu dirt1:!ur~. TI1e,e six dire1:1ors ~hall "Cle1:t the five a<ldhional dlrccmr,. One of 1hcq: five <kldi1i11nal 
directurs shall h:1vt' e~pc:rlisc in ruhlic health h~ues, tour of these five addiliona1 director~ ~bJII have t~prni~ in Ult'tlical. 
1:hild psy1:hutngy. ur puhlic hc:1!1h disciplines, The ho111<.l uf direclnrs ~luU he naliuna11y gcngr.iphkally diver,e. 

(c) 1',1u11datinn Afrjli.nion. Tht t'uundaclon ~hall be for1nally 11Hili;11td with au cducalionul m medical in~!ilution 
seleclt'd hy the hnJrd of dirtclurs. 

(t) Fnvndation functions. The fon,;tinns of the Foundutiun ~halt he: 

(I) carrying nut l1 nationwide iuslaincd ;idvcrlMng an<l edu,ation prosram to (A) coumet 1ht use hy \'ou1h 
uf Tubac1:<1 Pmduc1,:, and (8) ctlu1:atc con~umt'n ahuul !he caui;e and pn:vention nf di~t~~es a~~od,11cd with lhe u~ nf 
Tuhacco l'mdul:!~; 

(2) tlevduping <md disseminating rm•del ad~ert\,h1g and educ~!lun pmgrnm• w tounlcr lhc u~ hy You1h 
uf ~uh,1ancu 1h~1 urt unlawrul for use ur purcha~ hy Youth. with an empha~is on rc<.lucing Youth smoking; moni!oring and 
cc,t,ng !he cffediwoe~~ nf Wth mndd prngrnms; and, based on the inlofma1ion re1:eivcd from ,uch muniln,ing and testing. 
con!inuiui: In devd"p .. nd disscminute revised version, of such mo<lel pmgrams, u~ apprupl!.1!c; 

C\) developing und disseminating mo<lt! dus.r1u1m cduculiun pmgrmn11 und turricul11rn ideas ahuul 
,nmldng um! suhstJn~·e abu~e in !he K-12 u:h11ol sy~tem, including ~~cific targel prugmrns for ,pcci"l a!·ri~k pnpu!uti.,ns: 
111onitnting :rn<l te-iing !hr effe1:tfvenc'I); uf iuch model programs and idea,:; und, bused on !he inform:nlnn received fm111 suth 
moniloring und te,ling, 1:nnlinuing !ti develop and dbseminote revised version~ of ~uch modtl progrJm~ t>r idea~. a~ 

ar>rn,priaie: 

14) <lcvcloping und db.,c,mina1ing ~·ritt'ria for efkclive cusa1ion prngr~m~: ITMmilurins and 1csting lhc 
c!Te1:1ivene~s uf ~ud, cri1c,i3; um! cnntinuing 10 develop nnd <li<,t'minate revised ver~ions nf sUt:h criteria, ps uppmpriate: 

(5) ~ummi"iuning ,tudie-, runding rei.earch. and puhli,hlog 1er<'"~ on facmrs chat inftueu~e y.,11,h 
.,mnking and .,uh,!ance ahu,e and <lcvcloping slrultgit~ tt> addreu 1he c11ndusinn~ 11f xuch .,1u<Jies and resear1:h; 

((,) developing other innova1lve Youth smuking anti suh,mncc atm.~e rn:ven!ion pmgrams; 

(7) pmvhlins 1argctcd tr-Jining und inform111lnn for p:trents; 

!II) maintaining a lihrury open lo the puhlic nf fuumlaliun·fondt'd stutlie~. rerons and 01her puhlkalinns 
rcl,He<l to the cau~e and prrvenfo,n nf Youth smoking and suh.,1a11cc ahm,e; 

(9) lracl:ing and monitoring Youlh Mnt>king untl substance abuse, wilh a f11eu,: un 1hc rea\on, for any 
incrc~ses m fa!lure, h> dccn:a,e Y,m1h ~mnkiog and .,uh~tanl><: •bU>'<: ;ind whal ;11:1i11n~ can he taken 10 rc<luce You!h ~moking 
and ,uh<tance abuse: 

(IO) re1:eiving. contmlling. und managing 1:on1tihutiont fr,,1m tHher entilics lo fnnher 1he purpose, 
de~critied in this Ag1ecment; and 

(11) n:t:eiving. c1mlrul!inp. and manugin.s suth fnntl~ pai<l hy lht Parlidpa1ing Manufaccun:,s pursuant tu 
,ahset!h,n, Vl(h} ~nd Vl(c) ~hove. 

(;:) f'uunt!atinn Gmnl·Muking. The Fnundalion i" uulhoriud tu makr grnnt~ from the National Pahlk Edll(atinn 
1-'und lo Settling StulC$ url() !heir r,nlitic,11 sub<livisioM lo 1:1ury out ~u~taincd ud~erti~ing anJ educa1iun pmgra1ns tn (I} 
llll!ntcr 1hc use hy Youth of Tnhatcn Pmt.fucls, ~nJ (2) edueate consumers ahnul !he cau~c and prevention uf di~easu 
a<suda"d with the u~e n£TuhaCl1) Prndueu. In making such grants, 1he Foundn1iun <hall c"n,i<ler whelher the SeUHns State 
or puli!kal ~uhtlivi,;inn apply,ng for ,u1:h grnnt 

(I) demonslrnte~ chc t'~!en• of tht pruhll·m rtgnnling Youth ~mok!ng in ;1~h Scnling Stale or ptolilic,11 
,uhdivisi,,n; 

(2) eicher ,erh the grnm hl implement a mu<lt! progrnm developed hy !he Fuun<lJliun or provides !ht 
Foun<lalion wich a ,pedlic pfon for ~uch applicant'~ inlendel.l u'le or the .srunl monks, inclu.tini; tlcmnn~lra!ing ~uch 
apphcJnl's ah,lity It> develop an efftclivc advertising/education campaign anti to a"l>C•j !he dfrccivcm,,i uf luch 
adver1i,ingfedu,ation 1:arnpaign: 

(l) ha~ mber fond'! ttadily nvailnh!e In ,·nry 1,ul u <U<taine,f adW'rti.int :1n,I ,.,hw,uinn rmrram tn (AJ 
counlu 1he u,e hy Youcb of Tuhacco ProdUt:h, und {BJ cduc;itt' cnn,urners aP(,tH thr tau.~ aml rrevencinn uf diseaie.~ 
a"<>eiaccd wilh lht' use of Toha<'CU Products; and 

(4) is u Se1Uing S1ale that has nm severed this sec1ion VI fmm ils seu!cment wilh !he PartidpJting 
M,1nufoc1urers pur,,u;in1 to ~uh,ecllun Vl(i) he[nw. nr is a pohtk,d suhdivbhm in such a Sctcling SI.lie. 
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(h) Fuumbtion Auivitics. The f.,1mda!i11n .,h~II nut cng,1g, In, nor ~hall any ut 1h,• 1'.,umlJtirn1·s money he uwtl 
10 cnt_'.at_'.<' in, ally 1•0!11irnt .1c1ivitio nr luhhy,ui;, inch1ding, hul n,11 limitcd to, wppnrl u! or uppmith1111n candi,blc~. !Milot 
i1111i.,1ives. tC!'<l'l.'.nda ,ir olhct ~imilar a~,i~i!ic~. lhe N~1irnul l'11hlic E,lucatinn t'und shall l,c uw,I unly lur puhhc 
,.,Jucalion ~ltd nJvcrlhini; regmding 1hr addicti~t.UC\~, hcalrh dfott<, .ind sod~! 01~h rclah·d !o 1he 11...: uf tuha~cu pttMIU~N 
:m,I ~hall 11ol he u~e<l fnr uny rcrsnn~I ,mad nn. 1•r vi!ifica!inn nf. any f\(""n (wheth.:r hy nJme or husinhs affiliatiun), 
c11mp;1ny, or gnvcrmnenlal .igtncy, whether indivillu;1lly ur cn!leclivcly. The Fmmdatinn shall work !n en,urc !hat ih 
:ictivities arc carrie,J nut in a ,:ullurnHy and lingui,1k,1lly arprnp1in1e mJnner. The fn11nJa1ion'1 activitiu (including lhc 
Na!hm.il l'uhlic Educa1fo11 Fund) ~h:111 he ~:irricll out ~ulcly within the State~. Tht p:1yments Jcscrihcd ia ,ut"ediun, Vl\hJ 
;mJ Vl(c) uho~( ;,re mmk at !he dirrcliun and on hehJH' 111' SenHng Stale~. Uy 1ru1king wch p.1ymenr, in ~u~·h manner, !he 
l'anidpaling Manufadurer., dn nu! undertake ;md e,pfess!y Ubd:iim any re~pon,1hility w11h rC~fl(~I It> lhe crt;11mn, 
,,pcmtinu, l\ahililie~, ur t.>x ~!atus ol th~ Fournl:1tl"n llf the N11tional l'uhlic Etluca1inn Fund. 

(il &r;~rao~t of thi~ Stc!h1n. ff lhl': ,\unrnry GenHJ1 of a Seuling S1i1te de1crmines Iha, ,u,h Sen ling Slate may not 
hiwfully ~nltr imo thi~ ~ec1h111 VI a~ a maUer of 11f1pltc:ihlt ,1a1e l11w, such Atrorlll!y General muy ~eyer lhi, scl·liun VI !rum 
ih seukml':11! wi1h 1he r~rlkipatini; Mm1ufoc111rer11 hy giving wrinen notice of such i;c.cmncc lo each l'artkip:itinr 
M11m1!'u~rurer au<l NAAG pur,uan! to ~uh~ec1io11 XVlll(k) hereof. II any Sculing Slate utn:i'lts i!s righl tu ~ever lhis section 
VI, 1hi~ ,;c~1lon VJ ~hall noc t,c ,onsidercU a parl 111 lhc specific ,cnlemem hetwecn ~uih Scnling St;ite and 1hc P,111ic1p;11in~ 
Manufa1:111rers. an,I thi~ section VI shall nol he cnforceahle hy "t in ~uch Selllini; S1~1e The paymcr\1 uhligaliu11 ol 
:,ul;1ott!lons Vl{h) anJ Vl{c) hereof shall apply regardless 111' a tletnmination by une or more Stuling S!J!e, t11 ,e,·,·r ,cdi<ll! 
VI he1eof: pruvii.kd, hnwevtr, lh;il if all SeHling Stales ,ever .sct!l\\n VI hereuf, the paym~nt ohliga!mns uf wh.,r,hun, !h) 
ant.I (c) htlt'Of ~hall he null and vnid. If !ht Allorney General of a Se!tling S1~1e Iha! <evcr<'d 1hh scLtiun VI suh,e4uen11y 
dt!(rmine~ that su~h Seuling Stale m.1y lawlully enler inln 1hi.\ section VI a~ 11 mauer of app!k,1blc ~late faw, su,·h Anorn~y 
Genual m.iy re,cind such Sealing S1a1e·~ previoun severance of this ,;euiun VI hy gi~ing wrincn n"tkc of ~u,h rc~cis,i1•n ln 
ta~h l'arlidpatini; Manufadllrtr nnd NAAG pursuant to ~uh;.ccthm XVlll(k). If Jny Sculini; Sutc rt'S<:inds w~h ,everann·, 
1hi~ ,ectinn VI shall he consi,k1eJ II par1 of the srecilic settlement hclween ,uth Senhng St,>!c and 1he l'articipaliuj! 
ManufJcturcrs (indu,!ing fnr purpost, nf ~uh,~cti,1n (g)(4)), and thi< SoCclinn VI ~hall he enfnr~eahk hy anJ in sud, Sculing 
Stale. 

Vil. ENFOltCl~Ml-:NT 

{~) )u,i,diqjon, f.a..:h l'ankip~ling Manufm:1urcr and each Settlin~ Stale adnuwkdge 1h;11 the Coun: !I) ha, 
jurb<liclion nvcr !he ,uhjcd 111,111tr nf the adiun i<lentifie<l in l:!llhihit Din such Sellling Stale uni! over each P,nrkip"tini_: 
MunufaUurer; !2) ,hall rc1ain e11.d11slvc JUri~t.lidinn for th,, purpo~c, uf implcmen1i11g nml enforcing this Agrccmcnc :ind the 
Con,cnt Oc,:rec a, to sm.:h Scllliug State; and (3) eH:epl us provided in suhsecli11ns IX(d). Xl{c) an<l XVllid) and e11.hihn 0, 
slmll be 1hc only n,utt tu which disputes under lhi~ Agreement ur 1he Consent Decree ~rec pre,rn!cd a~ tu ,uch Sellling Sr:i!e 
l'rn~i<le<l, however, thal notwith~lanUing !he foregoing, the escrow Court (a, J.:llncd In the i-,>1:row Agreemenl) shall h:ive 
exclusive juri,Uic1ion, as pro'<lideJ in .,e..:1inn 15 11f the ll~crt1w Agrremenl. u'<ler nny s11i1, ac1inn or prncet'tling ,e,.king h1 

lmtryirel ur tnfort:e any provhion of. nr ba"<td un any right ari,inc out 11f. the Bs.:mw Agreemtnl. 

(hl l;;ofnr;;s:mrnl uf Cnn,cOI Prcrrc, H~cepl n~ e~pres~ly provhkd in the Con,en1 Decrc:e, any Seuhng Stale or 
Rt!tn..td Party m~y apply in the Cnurt to enforce lhe terms of lhe Consent lkcrtc (nr fur II dedaralinn c•m,1rulng any such 
term) with respect to alleged violations wi!hin su~h Senling Slale. A Stllling Slate may nnt ;.eek tn enforce lhe Cnnsenl 
Decree o( 11n<llht:1 Settling Slate: pmvided. however, tha! m,1hing cuntained herein shall alfect the ahl1hy ur any Seu ling S1;1te 
10 (I) t·i,urdinate ,fate enforcement ;1cti11n, ur prnc~rdinga, or (2) Ille ur juin any amicus brief. In the event that the Cuurt 
U(termines that any Partki1rnting Manufaclurtr nr S,mlini; .S!a!e ha~ violated the Con,ent Decree within such Senlin~ Stale, 
lhe pa11y Iha! iniliattd !he pruccellini,:~ may rtqui:~I any nnd all rdid availahle within such S~ltling Slalc run.u11n1 1u 1ht 
Cu11!-Cnl Oecrcr_ 

{•·) l-;nfo1ctmen1 o[!hi, Ai:,,;.-mcnj. 

11) l!~cepl a~ pmvidt<l in suhwctinn,; !Xiii), Xl(i:), XVll{d) ant.I 1;~h1hil 0, ~ny Set!lin,; S1a1e or 
\';tr1icipaling Mau11f:..-1nrer may h1hig an ac1ion in the Court to enforce !he! tenn~ or this Agrtemcn! (or for <1 Jcdar.11\un 
;;on,!ming uny ~ud1 icon ("'Oedar~tnry Order")) wilh ~,peel to di~pute,, allei;ed ,iula!1<,n, or alkged h1c4d1c, wirhin ,ud, 
S.:Uling State. 

(2) lldure inili:itini;: ~u~h pr,11:eeding.~. a party ~hJII pmvitk 30 Jar' written nutice tu lhe Anurney 
Gene ml of tach Sculing Stale, 1n NAAO. und to ead1 t•anicipaling Mnnufac111rer nf ih inltnt tu iniliale prnceeding, pur~uam 
lo 1hi~ ~ut>~ec1ipn. Tht 30·dJy nntice period may l>c ~hor!ened in the even! that the rtlc~.mt At!Hrnr:y General re,1,on;ihly 
de!ennine~ 1h111 ,1 ,·u111peHlng 1ime-,;en~i1ive public health 1111d sufoty concern require~ more 11nrncdia1e a~tlon. 

(3) In the event lhat !he c .. urt Jelcrmino Iha! 1>ny Vartidpatin}: M:mufJ~IUrcr or Settling St~le has vin1"1cJ 
or breacrn'J lhi~ Agrecmem, 1he puny 1h111 inili:iteJ The pmceedings may re\lue,t nn ur<.!a re,1n,in,ng ~uch violatmn or h1cach, 
and/or onleriag crnttpliaoce whhin sm:h Seti ling Slate (an "Enforcement Order"). 

(4) If an i1~ue urii.:es as 10 whether a l'nrtkipulin!l Munufadurer h"s failed to rnmply with an Enforce111cnt 
Or<ler, lht ,\Unrue)' General for the Sen!iug Slule in question may seek un order for interprttal\on ur for munelary, civil 
contcmpl or criminal saucthm~ lo enforce c11mpliJnce wilh :<Uch Enforcement Ordtr. 

(.5) If the Court fimh llmt a gnod-foilh di,pUII': ellhts u1 to the mre1ning nf !he krm~ uf lhi, Agreement or a 
IJ..>dmahH)' Onkr, 1hc C'nurt may in it~ 1hwrclion dc1cm1ine 10 enlcr n D,clar:11ury OrJcr ra1hcr than an Eofur,;ement Or.kr. 
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(6) Whenever po,sihlc, the parlie~ ~h11II ~eek tu re~nlve 1111 atlq:ed viola1ion nf !hi~ Agrtf!ment hy 
di,cu~,inn purw;ml In suhM!cli111t XVlll{m) t•r lhis Agreement. In a,lditinn, in ,ldtrmining whtthH to S<:1':k an 
En1im·emenl Oulcr, or in dctcrmininy whe!ber hi )eek an 01der for monetary, civil L1Jnt~mp! 11r eriminul ~1mclion, for 1111y 
d:1ime<I viu!a1iun 01· an Enfnrccmc:n! Ortfor, !ht Auurney Ot11C'Ja1 ~hall give guo<l-failh con~idenOiun h1 whether !he 
l'ani..:if!ating Manufac1urer Iha\ i~ claimed lo have viulattd lhis Ag~cment has taken appropriale al\U re11~onabll': sl<'p,! to 

cau,e the da\mcd violalivn to he curcU, nnle~~ ~uch par1y hn~ heen guilty of a paUern t>f vi11fotiuns uf like nature. 

(I.I) Righi of Review. AU order11 and uther judicial de1ermi11111ions 1M<le hy any courr ia ,:onn<ctinn wilh lhis 
Ai;~ement 11r any Cun~enl Decree shall he suhjec! 10 1111 uvail11hle 11ppt!IJ!e review, und m>!hing in this Agreement or any 
Cnnsem Dena iha!l he Uctlrn'd In i:nn~timle II w11lvcr 11!' a11y right Ill any such review 

(el [uiJ?lk;lhili!x. This Agreement nnd 1hc C1111senl Decree 11pply only to the l';1rtidpatln1,1 Manufadurers in !hdr 
~rnpurntt c~padly :,cling !hruugh their re~re~tive ~111.~es~nrs ,111d 11~sii;M. direcmrs, o!'lkers, employees, ai;enh. subsidiaries, 
.Jivi,iuns, or other internal 11rgJni.talit•md unih of any kind or any rnher entilies ucting in concert or parlkipalion wilh lhem. 
The remedies. pcn:1\lit.'I and 'lilm:liuns lha1 m11y be impo;.cd or nsse~sed in connection with a breach ur vfoh1ti1,n ol' this 
Ag1cemen1 or 1he Cunstnl Decree (ur any Declaratory Order or Enfor.:emcnl Order i,sued in cnnnrcdun whh this Agrumenl 
111 !he Cunscnl Decree) ~hall nnly arf!IY W !he l'arlicipuling Manufaccureni, and shall nu1 he imp<,,.,:d ur as\t<s:ed ng~in~l ;my 
emrloyc-c, olti,:er or Uirectll! uf any Parlkipuling Manufac1urer, or ug11insl any tither per,a,n m entity as II cun;.cquenl·e 11f 
,u~h !>reach m ~iol:11i11n. and the Court ~hall have no j11ri1<dklinn to dn so, 

(I) Cnortlin;Jtmo nf tinfort:t:wrn!. Tht Allnmeys 01':ncrul of the Seuling S1111es !through NAAO) ~hall monilor 
puientbl contfating i111erprelations by coun~ nf Jiffertal Slates of Ibis Ag:reemenl urt<l !he Cnng;nl D~cire<. The Selllini 
Slalt~ ,hall u-e their best effort.<, in cnopl':ralion wi!h Im' Pattidpating Manufacturer~. tu ctmrdinate and re~olve the dfc:cis vf 
,uch conllicting interyiret.11ion, n~ lo matter~ thal ure not e11.c1u,ively !111:~I in nuture. 

{g) lnsreqjpo and Piss;ovety Righi•· Without limitation 1m whatever other right• 10 ,tcce"' they muy he pcrmil!ed 
l>y !Jw, fnllol'ing State·Sptcific Finality in a Selt!i1tg Slate und for ~even year~ 1he1e11fter, rq,rc~enluli~s of the Annrney 
General or such Seilling Slale mJy, for the purpo~c uf enforcing this Agreement an.J the! Con,;cn! Otc,ee. upnn re11w,nah1c 
c;iu,;e 111 hcliHe lhJI u vinl111iun of lhi~ Acre(mcnc or !he Cons<nl lkcrce hu~ 1..:curre,I. :inil upon n?usunahlc prinr wriuen 
nn!iC( (h111 in nu tvcnt less 1han IO Hu,in~,;s IJ;1ys): (l)ha~e :,cc~,,; during regular t•flk< hours w impccl :mtl ~·opy ;111 
relevant non·privileged. non·Wurk-prndncl honks, rc.:urd~. meeting ugendu und minutes, and other U11<:umenN (whether in 
hart.I cnpy fo1m nr stored cltc!runically) of each P11rtkipaling Munufa~turer in~ofor as !hey ptrlain !tl ~u~h hclieved viul:irion; 
and (2) interview each Partkipating Manufoctuo:r's directors, officer.< and emplnyee~ {who ,hall he en1i1leU to havt cmm..,..I 
prcxenl} with respect to rc:lev"nl, n1>n·rrivilecrd. nnn-work-prtnluct mailers pertaining to such believed viofolion. l)ocuments 
ant.I informJtinn provided to rcpresen1u1ivcs of the Annmey General or ~uch .Senllng Stute pur.want to this ~ecli1•11 VII ~hill 
be kept cuntiJenliat hy the Settling Stute~, uni.I shall be utiHtcU only hy the Srulinc Slates nud uuly for purpose, of enforcing 
lhis Agrcccmenl, the Cun~enl Decree i,nd lhe crimin~I law. The in~pection und Uiscovcry rights p1nvi<led lo ~u~h SettHug 
S1a1e puhuant m this suhsechnn ~hall be coordinaltd th«1ugh NAI\G ~o ns tu avoid repetitive and exce~sivc inspecuun an<l 
Ji~cuvery. 

VIII, CERTAIN ONGOING RESPONSIBILITIES OF THE SETTLING STATES 
(11) Upon appruvul nf the NAAG uecu1\ve cnmmiltct, NAAO will provide cunrdination and fadlim1ion for the 

implementation and enfun:emcnl ur !hi, Agreemcnl on hchalf of the Allorneys Genernl of lhe Seulini; Slates, including !he 
rnHowing: 

(\) NAAG will 11<11isl in cnor<linuling the hwpcclinn ~ml rlincovery ntlivities referred tu in subsections 
IIJ(p)(J) 11nJ Vll{g) rccardinc cumpl\unce with this Agreement by !hi: rarticipuling Munuf,1~turcrs and uny new luhllc..:o· 
re\ateU lrade ~~<.:11:iations. 

{2) NAAG wit! C<'nvtnc ul lea~! !wn mccling~ per yeu1 and one majn1 r1atinn;1l cnnfe1eal~ eve,y lhrce 
y~.ir, fnr the A1turneys Generul nf the Se1t!i11g Slale~, lhe Ji,ect"rn ,.,· 1hc foundutiu11 anti 1h1ee r•~r>na• ,Jc,lgmuetl hy each 
Parlicipa1ini; t.bnufo~·turrr. The pUr('lo~t uf the r,l(elings and ..:onfercnL~ is ltt evalume 1he succes~ nf !his Ai:reemrnl ant.I 
rnnnlinale eUurts hy 1he A1wrney., General and !he l'articipating ~fanufa~turns w continue lo rcdul·c Ymnh ~muking. 

(J) NAAG will pe1i1111ically inform NGA, NCSL, the N~lional As.suci11tion 111 C11un1ies 11nd the Nutional 
l.eJgue of Citk, of 1he rcsuhs of lht mce1ings and c11nference, referred lo in ~uh.~ccliun (a){2) ut>ove, 

(4) NAAG will wpfl(lrt 11nd coordinale !he efforts nr the AUorneys General uf !he Seulini; Staie~ in 
~Jrrymi: out their respuusihilities under this Agreement. 

(!i) NAAG will perf,lfm th< nther functions specified fnr ii in this Agreement, indudini; lht funclinn, 
,pccifled in ,e,tion IV. 

(b) Upon apprnv11I by lhc NAAG uecmive ,;ommiltee to a~xume the rtsf><in.<ihilitie~ outlined in s11h~ectinn Vlll(a) 
heunf, each Original l'articipaling Manufacturer shall canse In be Jmid, begln1ting 11n Decemher 31, 1998, and on December 
JI of ea~h yur 1hereJfter thmugh and incl11Uing Occemhcr JI, 2001, its Rel alive Murk el Share of S 150,000 per year Ill the 
r.~crow Agen1 (lu he credite<l IO the Suh~tinn Vlll(b) Aceoun!), who ~hall <lishune such monies lo NAAO within 10 
Busines.< 0Jys. tu f1111<l 1he activities described in suh~clion Vlll(a). 

(c) The Anorneys Geneml of the SeUHng Stale~. octing thmui,:h NAAO. shull rsluhlhh n fund {''The S1a1es· 
An1i1,usl/C11n\U!ller Pm!eclion Tuh;iccu Enfnrcemcnl Fund") in the form atloched ijS E~hihil J, which will he 1m1int:1i11ed hy 

" 



su<.:h Anomcy\ GenerJl In ,upplcmcnt chc SrH!in~ Sl:!le~· (I) enllirl·tm,ml anti imp\cn1cn!;1tion of the krtn, of lhi, 
Agreement and lhe Consern De1:rees, anti (2) inve.,1igalion and litii;ation of potential violJ!ions u! fow~ wi1h rc~f>l'll In 
Tnh.!n·u l'mdw.:ls, a, sd fouh in l:!lhihi! J. Ea<.:h Original l'.1rl1<.:ipa1ir1g hhnufodurcr ,h.111 on M,m·h ~!. !<J()<J •. ,cver,1Uy 
f'JY iH l<cfacive Mm\.:et Shatc .,( SSU.OOJ.OOU lo the Escmw Agent (to he eredi!ed lo !he Suh,e,,tmn Vlll(,;J A..:l·nunt), who 
~hull di~hur~e \Ud1 nmni,, tu NAAG upon the 11<.:curren..:e nl Sr;ue-Sp«ific l'foali1y in a! le:1,1,111c S(Uling Slate. Su,.;h fumh 
will be u,ed in acrnrdanrc with thc pmvi,'lons of E,hihlt J. 

IX. l'A \'MF.NTS 

{.,) ,\:! j' 'll'!' "I' um• j''!;"'W AH paym~11;, m,,tlc 1111r,uam in ihis Agreemcm 1e:tee1u ,i,u,e p:1y1n(m< m:itl~ 
purstrnnt lo \e<·1iun XVII) ,hall ht: mutlc into e,-cmw punuanl hi tbe E.1.:mw Agreement, .inll ,hall he c1cdi!ed In ihc 
;1ppmpriatc Ac,:ount c,!ahlished pur~u:inl w lhc Ewn1w Ai;recmcnL Such p .. yincnl~ ~hall ht: di,hur,cd lo the hcndidmie, or 
rernr~d h1 1hc !'Jrtiripating Mtl1111facturtts only a, pmvided in ~ecli.m XI and the E,nuw Agrtemenl. Nn p~)·1m·n1 
nhlii:a1ion umkr thi, Agrte1n-c11t ~hall ari~c ( 1) unit>< ~nll unlil !he E'>l.:mW Cuurl h.i, appmved :md rtlained jmi,dktiun nvrr 
!h<' E~cww A,l!r<:emcm nr (2) ii w"h apPfo~al is rcver~ed (unle~.~ untl un1\I ~lK:h ,ever,,.J i, it.df rcver\cd). The parlic, agrre 
to proceed as e~rcdl!iou~ly us pus~ih!e 1u rc,olve :iny is,ucs lhal rrevent ;,pl'foV~l of lhe bcrnw AgreemenL If :iny payment 
(u!hcr than !he fir~1 inilial p~yment under wh,<'dum IX(h}l i, tkfayed hN:~11,e th~ Escrow Agl<'<'fll<'nl b:i, nnl h,en urpwwd. 
,uch p.1ym<'nl ,hall he ,luc and ray:1hk (logel~r with inl<'re\t ,u the Prime R:.lr) wi1hin IO llu,iue" D:or ;iflcr .ippmv.il ur 
lh~ EM:ruw A)!r~<'IU~I\I hy Jh,· Ji,(mW l''111rl 

(h) lnifr,! t'axm1•p1,, On tile sccu11d llusint<, IY.iy u!kr lh~ E,emw Coor! approve, :md r<'luin, juri,dk1irn1 over th~ 
Ewmw AJ.!(t'cmcnl. ea<.:h Originnl l'arti<.:ipaltng Manufa.:!llrer ,h~ll $t:Vera!ly pay III th<' Ewr,.,w Agcot (lo he ntditcd 10 the 
Suhstction IX{h) Acc1>ant (First)) ii~ M:nket C,1pi1a!izuti1,n l'crl~Otage (as ~<'I fnnh in t:,hihft K) uf the ha,e a111nun1 of 
52,400.lKJO.(XJO, On hnv.1ry 10, 200!}, ealh Original Par1i.:ip..11ing Manufo<.:turcr ~hJII ,ever~lly P"Y !n the E,crnw A)!ent 11, 
Rt'la1iv<' Market Share nf the hase umnunt ot 52,472,000,000. On January 10. 2001, each Orit:in;il l'ar1idp:,1iog 
M~nllfa1:111rer ~h.111 -.cvcr,1Uy p.1y tn the E~~·mw Agenl ii~ Rel;i1ivc Markel Shnre nf 1be ha~ umuunl o! S2.SJ6. I 60,00IJ On 
Junu;iry IIJ. 2002. e~ch 01iiin,11 \':irtidp~linr M~nufo~tu1n ,h,11! ,evernlly pay 1n the E...,·,ow Agcm ii, lfrl.,tiv<' Marl.,·! 
Share ot lhl' h:i,~ :1111111,nl of S2J,22,:144,K("I. On J.inumy 10, 2!Ml3, ~.1<.:h Ori~imll 1'arhi:1p"li11t '-1.i•mb,·H,rcr ,hall ,cverally 
11.1y h> lh~ li,cruw i\g~m its Ut:l.11iw Mm\.:et Slrnfl! of ti~ ha,~ amuu,u n( :S.2,701,221.1-1.J. fhe 1';1y111cn1s purw:*'11 t" Ou, 
whiedion ih) du~ un ur ahcr January IO, 2000 ,hall he neditcd tn Jhe .Suhse~ti,m IX{h) Account (Suh'><'411em). Th~ 
forcgoing paym,nt, shall h,: modified in ac;;urdan\·" with this ~uh,et1iun {h). The pa~nJo:nl< md,le by 1he OririnJ! 
PdHidpalini; M.m11foe1ur<'r,; pursuJn! hi 1his suh,eetion (h) (01he1 !h;m \he firs! ,u,;h puymcnt) ~hall he ,uhjecl tu 1he Vulu111~ 
Adjmll~m, the N,m-Sl'ttling S!ales R,tluetinn and !ht uffset for mi..eaku!atetl or di,pm~d payment, descrihed in suh,et:tiun 
XIO). The linl plyment due u:idn !hi~ ~uh,cc1lun (h) shall he subject in !he Non·Seuhng Stale< Hedu~!iun. hul ,u~h 
reduclivn ,hall he dc!(rmined as of1he dal<' one day hefme .,u~h p;iymcnl ;~ due (rulbcr 1hJn lht dale 15 ,by< he fore) 

fc) Anru!HI Pnmcm~ @d S1rn1rgic Cun,ribuliun J';1Ymrnh. 
{IJ On April 15, 2000 and on Ap1il 1$ nf each year !hereafler in f'C'l'eluily, each Original l'anidp,nini; 

hhnufac1urcr ,h:ill ,.,...vcrnl!y pay 11> 1hc Cscmw Agcn1 (t<1 rn:, cretli!l'd lu 1he Suh,cction IX(t){ 1) Acc,mm) i1, Rdaiive Markd 
Share of the l>ase amnum~ ,p,cHieJ hel1>W, a, ~u,·h payrncn!s ure modified in a~u,rd,mce wi1h thi~ suh,eclion (<.:)(I); 

\'ear Urue Amount 
2000 S4.5UO,U00,(JO(l 
2001 S5,utXl,UOOJXXl 
1002 S6,SOO,lKJO,OOO 
21103 S0,500,DOU,UOO 
2004 $8,IUJJJXJ0,000 
1005 58,000,000,000 
2006 Sll.000,000,IJ()IJ 

2007 Sl!.,000.000.UOO 
2008 Sl!.119,000,000 
2009 S6.IJ().IJOO.OUO 
2010 S8,IJ9,000,000 
2011 Sll,139.00IJ,OOO 
2012 Sl!.LW.000.000 
20IJ Sll.l'.l'J,000.000 
2014 
2015 
2016 
2017 
201 K :md each yc.ir lh.:r~i,lkr 

SK.1 J'I.OIJ0,000 
SK, I J'I.OIJ0,000 
SI!, I J9,000,000 
SH, l J9.UOO.ooo 
S\I.OOJ.IJ()IJ,000 

The pay,ucnts mude hy th<' Odgin:i! P,1rckipating M.1nufacturers pur,;uan! u, !hi, ,uh.,~dion (c)( I) ,hall he ,uhjr~! h• 
the lnlfatiun Adju,unenl, the Vnluflll' Adjuslln<"nt lhe l'revinu,ty Scuted Slate~ Rcducti<111, the Nun·Se111ini; Sw1c, 
Rcduction. lhe NPM Adju~11u,n1, 1he 0Use1 fur m1,.:alcul:t1ed llf disputed payments 1le,~nh~d in suh,t,linn Xl(i). 1he l'eder.11 
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Tuh:1ecu l.ei;i~lalinn Off,el, lhe Li1ig,uing Relca~i11g l'artie,1 Off,el, antl the uffsels rnr daim, over tlesc1ihetl in 
wh,cc1ion, XJl(J)(4){B) und Xll(a){8). 

!2) On April 15, 2003 unJ (>fl April 15 uf uch year thereal"l~r lhmugh 2017, e11ch Origin~! Par1kipaling 
Manufoct111er ,hall ~cveral!y pay h1 the e,..:njw A;enl (to he credited lo !he Suh,cctiun IX(c)(2J Acrounl) its Relative 
1•!:irl;et Sharr vf !he ba~e 11muun1 of SB61,000,000. 11s surh payrn,nts are mmlilicd in acemdancc with !hi• ,uh,ectiun {c){2). 
The paymentJ made hy the Original Puniripating Manufaclurt:N pun.uaat hi !his suh~cction (c){2) ,hall he iubjccl to the 
lnlla!inn AJjus!mcnl, !he Vnh.une Adju,1n1ent, the NPM Adju,tmenl, the offset for mi,cakulated nr di.<puled paymenls 
:lt::.:rl!':::tl i:i ~uh:,~~tf;;n Xl(l), :he Fc,kr;;I Tnt.;;,~,; Legl,l.tk,,; Ofl',<,:l. <l,c L!tli,;•iing Reka,iug P:,nks Offu1, and 1he offsei,, 
for eluims nv.:r de~nihed in ~uh~t:ctlons Xll{;1)(4J(B) and Xll(a)(8), Such paymenl~ shall ahu he suhject lo !he Nnn·Sculing 
S1atn Red11clinn: provided, however, 1hat for pu1r•ui;.e• ur p:,ymenl~ Ju~ punmanl tn 1hi, ~ub~tttiun (c)(2) jand cnm:sponding 
p:1ym(n!s hy S11hse411en1 l'aHidpaling M,m11foc111rers 11mler suhsectiun IX(i)J, the Nun·S~11!ini: Srates lteduclion slio!l be 
derived 11~ fnllow,: (Al the paymenN made hy lhc Oriciual l'artfdpating M~nufacturn, purrnanl to this sub~eclinn (c)!2) 
,hall he nllocated among lhe Senling SMes <>fl a pen:entage ha~i~ lo he determined hy lhe Sellling Sink$ p1.1rsuant to 1he 
pmcedurn ~et lurlh ln li~hih11 U, und the resulting a!l,1<.:alion pen:enlage~ dbelnsetl tu !he Esnow A~ent. \he Independent 
Audihlr and !he Original l'artidpating Manufacturer, nnl la!a th:in June 30, 19911: ind (!l) the Nnn·Senlini; Stale, U:eduction 
,lull he ha"d un lhe .um uf lhe AUu,;uhlc Shurts <II es1,1hli~hctl r11irsuan1 tn ,uh,..,t:tion {~·J(2J{A) for 1bn,e S!ale~ thM were 
,o,;e1tlinr Sl,1tc, u, .,f the M.SA E~ccutinn Dale nml n• '" wbkh lhi• l\i,:r.,emcnl has lrm,in~tc,I , .. uf !1w dak J ~ d,•Y• hcfo1c 
lhc puymcnl in 11nc,tion is due. 

ft!J N"n-Paakiruatiot' Manufoctun;rAdiushntnJ. 

(I) Calt:u1miun nf NPM Adiu~1men1 for Qrigjnul purljt:icyting Manufaytyren. To pro!ect lhc puhlh: heulth 
j!'.Uin, :iehievrtl hy lhi• Agreement, crr1ain paymenh made pur11uu111 to !hi~ Agreement ~bJll he suhje~l io an NPM 
Adju,1me111 Payments hy 1he Orii;,nal Par1idpa1ing Manufociurer~ In which the NPM Adju~tmenl applies ~hall be adju,tcd 
u, provided bdow: 

lA) Suhjcd tu !he pmvi~ilms of ,uhsediun~ (d)(l){C). (d)(l)(D) am! (d)(2) heh,w, euch All111:,ued 
l':iym,•nt ,h.,11 h,; ,ttlju,1,·,I hy ,uh1r,,...1iug rr,,m ~m:h AH,..;:11~,I l';,yu~nl 1he po..,luc1 ul' ,11<"11 Alh,c,11c1I l\1ym,:1u a1u11un1 
urnlliplicd l•y 11,~ Nl'M AdJu,h11en1 l'cr~entui;e. The "NPM Adjua!menl Perccn1age" ~h.111 he c:1knlutl'tl u~ lotlows: 

(i) If Ilic Market Share Lou fnr lhe year i1mnediatdy preceding the year in which lbe 
payment in 4ue,rion i, due h '"' lhan 11re4ua! 10 O{lem). lhen lhe NPM Adju~lmcnt !>crcentage shall equal zero. 

(ii) If 1he Marl;et .Share Lo~< for the year immedia1ely pre~-ed,ni: 1he ye:,r in which 1fn:, 
raymen! in 411e.1iun is due h gre .. 1er lhan O (lem) and less than nr equal lo 16 2/J pe,cen!age pnhll<. thrn !he Nl'M 
Adju,lmem l'crcen!.11,'.t: ,hJlt bc e4ual In th.! prnducl nf (,0.) su,,:h Market Shari: Lu.,, and (y)) ilhrce). 

(iii) If 1he Marke! Share Los~ for !he y(ar immedb!cly preceding lhe yur m which the 
p:iynwnt in que,!iun is due i, i;rea!Ct lhan 16 213 jll'N:enlai;e poinh, then !he NPM Adjus!mem Pe,~enlase ,hall he e4u:,l to 
the >Um of{~) :SU ~n.:en!agc poinh und (yJ lhe produ~I of(/) the Variahle Muhlplin and (2) the tc-<UII o!' such f.-hrk(t Share 
Loss minus 16 2/J pcn:e111age roinh, 

(B) Defini!iuns: 

(!) "Hase At:gregaie 1';1rtkipa1ing M~nufo~turcr Market .Sbart" means 1he r,sull of (1) 
lhc ,u,n nr the applkahle Murker Shares {the :ippli..:aMc Murk et Sharl' torn:, I hut for 1997) of all pre.'Cnl :md funMf Tuhaceu 
Pmducl M11nufoe111reu tha1 were t'artidf)ating Manufrn:turer~ durlng the entire calendar year irnmedi:ilely p,ectding the ytJr 
in which the p:t)'nttnt in 1.1ucsliun i.,due minus (y) 2 (twn) r,ercentage poinb. 

(ii) "Actual Aggrei;ale Participating Manufacturer Markel Share" mean~ the sum nr !he 
app!kahk Markel Sh:ires of all pr~..cnl anll former Tohat.:co l'rnduc! Manufo.:lurer~ thal were l'ankip;)ling Manuf,1<.:1urer~ 
during th.: enlire calendar ye~r hmnedfately p1e•·cding Iii<! yeaf in which lhe paymcnl in que,1ion i~ due (lhc apphcahle 
Market Sbme ht he 1ha1 for the eakndar yeur immediately pre~ding the year in which the payment iO IJUCstinn is due). 

{iii! "Ma1kl't Shue Los~" mean~ the: n:~ull uf (1) the ffa~ Aggregate l'ar1it:iputing 
MJnufocmrer Market Share minu, (y) the Actual Aggregate Participating Manufacturer M~rkc1 Sh,u~. 

(iv) "VariaMe Multiplier" CIJUals :SO pctcenlage f>i>inls divtdetl hy the re.suit of (x} 1he 
1\.1,c Aive~111e Pattidpa1ing Munufoctu1n Markel Share minu~ {y) 16 2/) percentage point~. 

{C) On or hdnrc febnmry 2 uf each yc~r fn!lowinc a }'eJr in \\,hkh 1herr was a M:irkN Sh~1e 
[..,,.,~ i,:rea1er than 1(ro. :, 11~1iun:r.Hy ret"l!llited firm uf ecunomi<.: cun,ullanls {the "fim1.,) ,hall t!elermine whe!h.!r che 
di,a,1v,,n!,1i;c, c~p<ri~n,;ed a, a re,ult ur !he pmvisiuns uf this Agreement were a significant factur cont,ihuling 111 !he MMkcl 
Share Luss f,11 lbt: ye.ir in ,p1e,1iun, I( the l'inn de/ermines tba! !ht disadvantage., el!p,:rien1:ed as u re>ult of !he p,ovi.•h>ns or 
1hi, At,~""'~"' WPf'" \! ~!:;<1ifa:l!'' f:•t!<.'1' ,;,:m!dhu!!f!C !n !he ~fad:et Share LI:~~ for ihe ytar in que.,tion, :he Nl'M Adju,C111<n1 
,kserihcd in ,uh,;ediun IX(d){ 1) ,hall apply. If the Finn derc1mine~ !hat the tlbJdv;m1;1ge~ expuienl·etl a~ 11 re.,u!i of the 
prnvi,iom or thi~ Agrecmem were nut u ~ignificunt foclor cumril>uting 111 the M~rl;et Shure Lu,, for th.: yc,1r in IJIIC~liun, !he 
NPM Atljustmcnl described in ,u1>,ectio11 IX{tl){I) ~hall not "PPIY, The Original Partidpating Mannfocwre,~. !he Setllint: 
SI.Iles. and the Auorncys General for the Senlini: Sta!(S ~ball couperute lo en~ure lhat lhe dc1crmin11tion de~crihed in 1bii 
suh,enion ( l)(C) ;, limely made. The firm ~hall be ucceptahle 10 (and the principals re~pon~ihle fur 1hi11 aisignmenl ,hall be 
ac,cptahte In) hu1h 1bc Original Purtidpating Manufa,turers 11ntl u mujnrily or those AUorney, GcnNal who arc huth 1he 
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Annrney Gem:rnl of u ScUling S1Jte 111111 a member uf the NAAG executive n>1111t1incc al the lime in ,1ue~1ion (or in 1he 
evenl nn ,uch !um or nn ,uch princip<1h ~hall hc <1t:t:ep1ah\e hi such p111tic,, N;,1iona\ Ec1>nomic Re«:1rch /\$~<1<.iak,, tne., 
1•1 its ~uctes~nrs hy merger, acquisition ,,r ulherwise {"NERA''), acling 1tuuugh a prind[MI 01 p1incip,1ls al·ceptllhlc In .such 
parlie,, if su.:h ;1 pers1111 can he identified um!, ii mu, aeling through u prindp;1l ur principal~ i,le111ilicd hy NERA, ur it 
w"~es~nt tirm sdeclcd hy 1he CPR lu,titu1~ fm IJispule Rcsolu!itm}. As s,mn <1~ prndic:,hle :1f1cr the MSA E1-•t;u!iun D,1tc, 
11.u l'im1 ,hall he Jninlly retained hy lh~ Se11ling Srntes and 1he Original l'arlll'ipating M,mufo<.'lurcrs for !h~ p11ri111sc ur 
m,1king lhe foregoing de1erminatinn, ,md the Hnn ~hall provide written nolil:e to eu~h SeUling Stale, lo NAAG, lo lhe 
lni!ependent Auditor and 111 calh l'Jrtidpa!ing Manufa~lurcr or su.:h 1.ktenninu1inn. The dc1ennination of lhe Firm with 
respect to !his ;~,ue ,hJ11 he cnndu~ivc and binding upnn all rafli~~. and sh~ll he final und nun·appe;1l:1hk. The rea,om,hlc 
fees and upc:n~es of ihe l'irm ,hall he paid by the Origim1l Pnrlidpaling Manufai.turers uccording II• •heir Rell11ive M-trkct 
Shares. Only lhc 1':1r1icip:,tiog M1mufar1Urer~ and the Scu\ing S1"1es, and their respective cuun,c!, ~h;1ll he cn1i1kd 1<1 

cummunk;i!C with the firin wilh r~~p«:l lo !he Pinn'~ uc1ivilic~ pursuallt 1<11his ~Uh\cctiun I! ){C). 

(D) Nu Nl'M Adjo~lmenl ~h:tll he made with respccl 11, u paymenl 11 lhc afgregulc nmuher uf 
Ci11Jrene, ~hipped in or 10 the !irly Uniltd Siale~, the Oi~1ric1 of Co)umhiu um! Pueltn Rkn in !he yeur lm1nedia1cly 
preceding !he year in which the rayment in q11esli11n is due hy !hnse Purticip~ting Man11f,1c111rer.\ that hail hccnmc 
Pmticipating Manufuc1urcrs priur lo 14 11:ly, ;,l"!cr 1he MSA lhcculin;, Date is g~"ler 1han lhe :1girci;:1te number ol Ci)!Metle, 
,hipped in ur 111 the !lfly Unittd S!ulc,, 1he District of Cul11mhi11. and Puerto Rico ,n 1997 hy such l'mHcipaling 
M,inufocturers (,md uny nf 1heir Anihale~ thut mudt such sl1ip111e111, in 1997, as dcmon,trnted hy ter1ilkd ~udited ,1:1teu1en1~ 
of )IICh A!liliates' ,hipmenls. 1md !hat du nnt conlinue to make ~uch shipment~ after !he MSA Execution Dule hc1.,1use lhe 
ror,on~ihilily for such ~hipmcnls has heen !un,frrreJ tu nne or sU<:h Purtidp4ting M.111ufocw,er,). Measurement.> ol 
~hipmenb for pu1pc.•ses 111' thi~ ,uh,eclinn (0) shall he made in the in;1nner prescril>etl in ,ut>,ccllnn ll(mm); in lhe eve111 it,.,, 
~uch shipment dJla is unuvnilahle for ~ny l'ur!idpating Manufac\11«:r for 1997, sUl'h l'articip;i!ing ManufJdurer·~ ,hipment 
volume lur ~uch yeur sh.ill he mea,mred In the manner presrrihed ia suhsectino ll(z). 

!1l AUrn;a1iun ;mmm· Si:ulinh' S1•1!C:i nf Nl'M Adiu•Jmrnt fnr Oriri1nl 1'·111kir llin,• Mwuf ,rturer-' 
(,\) Th< Nl'M Adj11,m1ent sci forth in .,oh,ectiun (d){I) slull dpply 10 11,., Allo,·a1ed \'.,ymen1,o! 

all Scnling S1u1es, exctrt a~ set fo"b helnw. 
(ll) A Set11injl S1u1e's A!l{x:alcd Payment shall not he subject 1<> an NPM Atlju,tmcnl: (i) if ,u~h 

St1tling Slu!e 1:ontinunusly had a Quatilying Sta!ute (as delined in ,uhsectiun (2){E) hc].,w) in tull h>r..-e and dkct during 1he 
entire <.alemlar y.:,1r iumwdialely rreceding the year In which the rayment in qu(stion is due, and diligenlly enfo1ccd the 
pruvi,ions .. r wch slatule during ~uch en1ire calendar yeur; 11r (ii> if ~uch Seu ling S1u1e enacre,I the Model Stmute (as ddined 
in subsection t2l(E) hduw) for !he 11rst time dudog the calentlar year immediately preceding the ycur in whieh 1he p.iymcnl 
in que,thin i" due, cnnlinuou.dy had the Mndcl S!utu!C in foll li.1rce ;.md cUCcl du1ing the last ,i111 month~ uf such calcntl;,r 
ye;1r, and diligcn!ly enforced the provhion~ uf sll\:h slutule tluri1>g the period in which ii wns in run force and effect. 

(C) The aggrtgule amu1ml nf the NPM Adjustmenh lh~f w11uhl h~vc apr!ied tu the Alhx:;11ed 
l'aynlt'nh of 1hnsc ScU!iug Stale" thal are nnl ~uhjcct lo an Nl'M Adjuslu1<:1>I put\uunt h> suhseclion (2)(11) ~hall he 
re;1lhx:med a1rnmg all u1h,:r Scaling S1a1e~ Jlrll ratu in proportion h1 their rnpeclivc AUoc;1blc Share, (the applicable 
Allnc11ble Shari:s hei11i: lhuse listed in t!111hitill A), uud such other ScUling Stu!es' Alltx:ated Puymenl~ shall he fur1her redui.:etl 

mc~urdin,i;!y. 
{D) Thh ,uhsect\on (2)10) shall af1ply iflhe 11m1111nl 1•fthe Nl'M Adju~lmenl upplicd pursu;ml In 

~11h~~c1i11n (2.)(A) hi uny Settling Slate plus lhe umnunl uf the Nl'M A,lju~Untnt~ rt;1lloc:11ed In sueh Scllling Stale (lllr~uant to 
~uh>.ection (2)(C) in uny ino.lividuul year would either (i) C\~eed su..:h Stnling Stale'~ Alloca!etl l';1y111ent in !hat yc.1r, ur (ii) ir 
,uh<ccfo,n (2){f) applies lo the S(Uhng S1a1e in queslion, exceed 65'_(. of such Scllling St~te'~ Allocated Paytntnt in 1h~t 
~;If, t'ur ea~·h Sel!ling St;1!c !hat hus an e11.cess ;1, ,k..crihcd In the rreccding senten.:e, !he exec~~ umount or Nl'M 
Adju~tment ~hall he further 1e;1\locuted among 1111 n!htr S,uli11g S\llleli wh1i~c Al!m:a!cd PaymenlJ are wh1e~1 tu an Nl'M 
Adju~unenl and tha! du not have ~uch un exec,~. pm rnta in propnr1ion 10 their t(,pcuive Alhn;"hle Sh;ires, und sud! 11ther 
Sen!ing Stales' Allocated Paymenls sh,111 hr further r.!duc~d ~eordingly. The p,ovi,ion, of th1~ \Uh"cciun (l)(D) shall l>e 
repeatedly upplicd in any individual year until either (i) the ai;grcgu!e amount of Nl:'M Adju,1mcut, ha, hecn folly 1~allncal(<I 
1•r (ii> the full iunuunt 11f !he Nl'M Adjustmen\J subjecl 111 re.1llnca1i11n under ~uh~ec1inn (2){C) or (2)(U) cannot ~ fully 
ft:dltl\'.Utetl in any int.lividual year '" tlc~cri~d in lho:,e suh~~lhm~ hecau<e (~) the Alltn:ated Payment in 1hal year nf e:ich 
Seulini; Stute 1hat is ~uhjt~! 10 ~n NPM Adjustment a11,J co which ~uti~cdion (2)(f) ,foes not apply ha~ h<tn rcdnl·ed Ill zem, 
and (y) !ht A!lm.:u!cd Payment in 1ha1 yeuruf each Settling State tu which !<1..ihi.tcliun (2)(r) Jpplie~ ha~ been retluce,1 to )5% 

of sw.:h Al!ocaled Puyment. 
On A "Qualirying Stalure"" mean, u Seltling Slale's ~!Mule. regulation. law ,mdfm 1uk (applicable 

everywhrre !he ScUling Sime has aulhnrity to legislalC) that effet-tively and fully neu1rali1e~ lhc ~"'' disJdvant:1g.:, that the 
Purticipaling Munufm:rurers exreriencc vis·il·v!s Non-l'urckipating Manufocturcr~ wi!hin such Seulini: Stale as u ,e,nlt or the 
pmvi1i11nJ uf 1hi~ A11reemen1. l!ach Participating Manufoc1urcr und each Senling S!ale agre~ !hat the mrn.k1 ~!atule in tht' 
form sci forth in Exhibit T (the "Mude\ Stalute"), 1f tnacted withuut modifie;llinn or addi!iun (u~·tpl for p11rtieuluri1.<d .. 1ate 
procedural tlf 1echnicul requirements) uml nol in conjunc1i11n wi!h uny o!hcr lcgisl:11ive or regulalwy pmro~al, shall ,:uns1itule 
11 Qualirying Stmme. Euch l';m]dpaling Manufacturer ;1grecs Ill suppurl lhe euacunenl uf ~uch Model S!a!ule if ~u,h Mndel 

" 

Srn1ute ;, intrrnluced or proposed (i) withou! modl11culion or uddilion (e~cepl for partkulariznl p1<1ct'<lurnl or 1echnk,1t 

require11..,r,h), mlU (ii) rm! in cnnjunctim1 wilh :my 01her kgisl1tive pmpo~ut. 

(f) II" a Seu ling S!ule (i) ena,,:I~ the Model Slalllle whln\UI any minhficuliu11 ur addition (ocepl 
lur p;1Hiw!ari1nl ~!ale pmcedural or h:chnkal ~quiremeni;) mid nut in cunjum.:lit>n with any nther kgial..ttive 1•r regufotury 
rmpns:,1, (ii) u,e, ih !..:xi clfor!s ,o keep the Model StulUtc in full fun:e und effect hy. among 01hcr things. ddt'mlini; th.! 

Mu<lel S!alllle fully in uny li1ig:,tinn hroui;ht in ~hue or federal court wi1hin lln~h Sentin,; S1.11e (iw.:lmHng !i1ig;i1inc all 
uvuil:ohle uppeals llrnl 111:iy uffe.,1 the elfeclivene"s of the Mndd Starnlc), and (iii) otherwi:.e 1.'0ll'lfl!les with ,uh~ec1ion !2)(11), 
bu! a cuur1 nf cmnpelent juri~dictino nevt1theleu invalidates or renders unenforceable the Model Statute with 1<:>pect 10 ~uch 
SeU!ing St:ite, anti but for ~uch ruling !he Senling Slate w1,uhl have been ucmpl from un NPM Adjtishntnl under ~uh~ediun 
(2)(13). lhen 11te NPM A,1justmcnt (irn:lmlillg rtalln1.:a1ions pursuan1 to suhsed\ons (2)(C) :md (2)(1>)) shuU ~1\11 apply h> !>ueh 
Senling St~tc'i. Alh...:u!ed Puyments but in :my individual year shull nol e,,:.1:eed 65% uf lhe 11mmm1 of su~h Allocated 

Payment~. 
(0) In 1he event a Scu!ing Slate rropo,,e~ anti/or enm:ls a sl,1rn!e, regulution, law und/nr role 

{upp!kahle everywhere 1hc Scnling St,11e ha~ uulhnrily 11, legishHe) th:u is not the Mudd S1,11ute and assert, thal wch ~latine, 
rtgu),.1hin, law nnd/ur rule b ll Qualifying S!utule, !he l'iml shall he jointly retained hy the Sct!ling St:1!e~ and the Original 
l'm1idpa1ing MJnufacturcr,; for lhe purpose of determining whether or not such siatute, regal111ion. bw undfor rule t,;institulc~ 
a Quali!ying Statute. The Pinn ,hall make !he fn1eg11ing ,Je1ermina1inn wilhln 90 day~ nf u wrinen re11uesl 10 ii £mm the 
relevanl SeHliog State (cnpks of which rtquesl !he Sel!ling Slale shall also provide lo all Purliclp,11ing Manufaciurcr~ und th<; 
lndepcndeol Audi1nr), uml the firm ,hall promptly lheteafler provide wriuen nutice o( ~uch determinuiion lo the relevun1 
Senting Srn1e. NAAG, all l'ar1kipatinJ M11nufoclu1eri and !he lndepcndenl Auditor, The determination uf the firm wi1h 
re.,ped tu this is~ue ~hall he condusiYe an,I hin,ling upon all partle~, artd shull be final und 11<Ht·appe111ahle; pnwi<led, 
however, {i) th~1 ~uch de1e1minalion ,hall he nf no fnr~e uml efrecl with respect lu a propmed statulc, regulation. r.,w 11ntUur 
mle lhal i~ 1hereufler enalted with :1ny mndificatiun or udditinn: and (ii) !hat lhc Settling Stale in which the Qualifying Srntute 
wa, en,i,;lcd and uny Putticiputing Manufacturer may at any time re,1ue,1 thut lhe Finn i,:<,;<1n~io.ler ils o.le1e,minatin11 a\ h1 !his 
i<,ue in light of ,uhsequenl cvenh {including, wilhunt limilalinn, suh,cquenl ju1li~ial review, inttrpn:l~tinn, muditkatiun 
und/nr d1,11ppmv11l of a Senling Sidle'~ Qualifying StJlute, and !he manner and/or the c!Tei.:I of er1fnr1:emcnt of such 
Qu.ilifying SMule). The Original Participaling Manufoc1u1er,; ,h:111 !everally pay their Jtelutive Markel Share, of the 
1<~son11hle fee, und expenses of the Pirm. Only the PDrlkipating Manufacturc,r,; and Scnling Slulc~, and !heir ~spectivc 
cuun~el, shall he en1itlcd 111 cou11nunicute wilh the firm with resped to lhe firm's uc1ivhies rursuunt Ill lhis ~ubscdion 

(2}t0i. 
(II) Hx~-epl us provided In sul>sectlun (2){f), in lhe event n Qtmlifying S1am1c is cnucied within a 

Seu ling Slale und is thereafter invuliduted or declar~ uncnfnrceuhle by • ci,url of competent jurisdiction, n!herwise rendered 
not in full fon:e und c,ffect, ut, upnn recons\derntinn by the firm pursuunl tn ~uh~ectiun (2)10) determined 1111110 c~1nslitutc u 
Qualifying Srnlult, 1hen ~uch Senling S1:11e'~ AUucuted Puyments ~hall he fully ~uhject tu un NPM Adjudment un1cs~ und 
un1il the ,equiremenls nf suhsr:ctinn 12){11) huve mien once again ~ali~fied. 

(3) A!klCalion of Nt'M Adius!mcnl urnnntt Ociclnal Patlirinalinlt Mi!OllfuC\Urtt!f. The rurlion 11f the tntul 
umount u( the Nl'M Adj11~tmen1 tu which the Original Particlpaling M~nufuc!urer~ are enti1ltd in any year 1hat c~n he ~rplitd 
in such year consblenl with suh~tcthm IX(d)(2) (tbe "Available NPM Adjustment") ~hall he 1illnc11!~d among lhem u~ 

provided in thii suhseclim1 IX(d)()). 
(A) The "lla..e NPM Adjustment., ~hull he de1ermined fur each Orit:inal 1•,mkipa1ing 

Manufactun:r ln such year us follow~: 
(i) Por lhn,;e Original Put1idpat\nt: M1muf:1c111rer~ wbmt Rdalive Market Share< in the 

ye:1r immediately preceding lhc year ln which the NPM Atljustment in que}tlon i~ applied eJtceed or 11re equal lo their 
rc,~ctive 1997 Relu1ive Market Shares, the Sau NPM /\djustmen! shall equul O (zero). 

iii) P11r those Original Participating Maaufoc111rers whol>C Relalive f.farkcl Sh.,res in 1hc 
yeJr immeo.liately preceding the yeur In which the NPM Atljuslmenl in question i~ applied art le~s than !heir re~ptctive 1997 
Rduiive Market Sha~~. the lla<e Nl'M Adjushnenl shall c11uu1 the result t>f (~) lhe diITcrern;e between SUl'h Original 
Particiraling Muuufacturer's Relative Markel Sh~re in such pret;eding yeut and ils 1997 Rcl~ti\·e Market Share multiplied t,y 
bnth·(y) the numhcr o( individual Cls.arelles (e~pres~ed in thousunds uf unil~) $hipped in or to Ille Uni1ed Stain, the Distrkl 
of Columhiu und Puerto Rico hy ull the Original Purtidp~ling Maoufuclurtrs in ,mch prectding year (determined in 
,1ccurdance wi1h ,ub~edinn ll(mm)) and (l) S2011cr euch lhuu~•nd unili of CiJJrttlt~ (,ts this numhe1 is udjusted pur,uanl to 

suh,tclion IX(d)(J)(C) Mtnw). ' 

(iii) for tht.'l'ir: O,igin;il Purtidpallng Munufaclurers who~e Ua,;e NPM A1lju~tllll:'m, if 
ta!cuh1ted pursuan1 1,, ~utl,;ec·1ion (ii)ubove, would e;u:ced SJOO million (u~ lhii: numher i~ udju~lcd pur,;uant 10 suh~cdion 
IX(d)())(C) hclow), the lla>e Nl'M Adju,llmenl ~hall equul 5300 mil1iun {ur ~m:h udjuslcd numl>er, a~ provided in ~uh~ectinn 

IX(d)()){C) hi!low). 

{Bl The ,hue uf lhe Avuil:1Mc NPM Adjus1ment em:h Origin"! Particip"!ing Munufa~lurer is 

en1i1lcd tn ,hall he cakuluted us fulluw~: 
(i) II' the Avuiluhk NPM Adjus1men1 cite Original Parlicipatlni; M:ioufoclnft"r~ <1re 

cnlitlcd to In, any year i< ks~ 1hun ur equal tu the sum of !he H~se NPM Adju.<!ment~ t•f all Original Pa11idp,11ing 
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M.inufacwrer..: in such yeur. lhen ~ucb Avaibhle NPM Adj1"1m..-nt ,ball be allnc;11..-,I amung 1h""" O,ii;inu! P,111Kira1ing 
MJn11!actu1er, whn,e Ba~e Nl'M Adj11,1mcn1 h nut equ.11111 0 (r.eru) pm rnla in ['f"l""nion tu 1h,:it 1r,~ciive ll.is..- Nl'M 
Adju"tn~nls. 

(ii) JI 1he A~Jiluhl,:o NPM AdJU,UIU'n! !he Origin«! l'~r1icipating M;murac·mra, .ire 
cm filed 10 111 ,my )'<'ar exned;_ 1'1e sum uf the lla"f Nl'M A<.lj11,1meois 111' all Original l';,nicip:11iog M:mulach1r('" in sud1 
y,:ar. theo (X) !hc di1forcncc helwern ""'h A~uilahle Nl'M Adju,hnent and wch ~um of the lfo,e Nl'M fHlju,tmenlS ,h~IJ he 
alh11.·a1ed mnung the Original l'articip~tini; MJnufacturers pm mla in prnpurlim1 !u their Rdali~e M..rkCI Share, (!he 
app!ic:,h!c ffrf;r!ovc t,.hrk<'t Sf,an,~ tu hi, tb,"r in th.- y~a, !ln,nrtlbt~ly prra,lini: "" h yrar) and ly) r:ocb Oririnal 
l'urtidpating M~nufoclurer's ~hJre of such Av,1ifahlt NPM Adjus1men1 shall N111ul !he ~um uf ( I J it, IIJ><: Nl'M Adj1Mmen1 
for ;,;ch yc,1r. aml (lJ 1he amount all,><:Jte<.l to su~h Orijlinul Par1icipJ1ing M,mul,...:tun,r pursu"nl lO dau,e 1,1. 

(iii) II an Origin,d Particip:i!ing Maoufadurer's share of tile Avaibhh: NPM Atlju~unent 
cJkufatcJ put~IIJnl lo ,uh,ecti,,n JX(d){J)(li)(i) or IX(dl(J)lli)(ii) uceed~ ~uch Original l'artidpJting Manufacturer's 
payment aniuun! to which web NPM Adju,imcnl ap11lies {a~ ~uch p3yl!lent anmunl has heen delerminl'il rur.,uanl h• step ll 
11f dauxc "Seven1h" of .,uh;;ectlnn IX(.j)), !hen{} J such Original Partidr,alioi; Manufadurer's ,hare ot' lhe Availahk Nl'M 
Adju,lmcnl shall e4ual ,;ueh paymenl amuun1, unJ (2/ su~h elu.;es~ shall Ii<'! rcnllrn:aletl amnni; the other Origi11al 1':111icipalinjl 
Manufacturers pm rala iu prupurtiun hl 1hcir Rda1ive Markel Sh.in's. 

(Cl Adj1b!mcn!s: 

lo !his sul>,cL·li>m IX{dj(J) HI .111y) with respect lu 
r,1ymen1s du<'. in !he yc:ir 2000, the nmnl>er u.,cd in suh~ec!iun IX(d)(.l)(AJ(ii){z) ,hall h<'. S20 aml th<'. mnnhcr uw,1 in 
suh><ctinn IX(d)(.l)(A)(iii) ,h,111 h<'. SJOO million. Each )'(Car 1hcreaflcr, hnth thc,c munl..:rs ~hall be aJju,1cd urward ur 
d1.1wnward by mulliplyiug <'.aL·h of !hem hy the quu1ien1 pmduccd hy dividinc (~) the a,e1agc revc111re rer C•gJrcuc or 11ll 1he 
01igina! Participulmg M,mufat·turers in the year i•nmedialcly prect<.ling Nuch year. hy (y) the av<'rJge revenue per Cigarcuc 
uf ~11 thc Original l'artici11Jtin11 Manufoctun,rs in !he ye:ir imme<.liutely prcceJing ,uch iuu11edfo1cty pn:<·cding year 

(ii) Por purpnses of thh ~uh,cclfoo, the ~vcrJ£C rcvenue 1~r CigareU<'. of al! the Orii;inJI 
1'.tr1,dp.1ting M:muf,u.tmer, lo any year ,h.,11 .:(luatl (i) the "!!!!'fCJ!,lh: revenues of :ill the Origi11,,l l'a1tkipJting M~"ufat·tmc" 
!rum ~:oln ul C,gard1c, in the lilly Unit.:d Stn!c,, the Di,!Jict uf Culumhia and l'unto Kku after hJera1 c~d,e t.1,c, an<! 
aOer (lJymenh pur~u:o:ot lo 1hi, Agreement am.I 1hr tnhacco 1i1igati1111 Sculcmem A~,ecmenls wilh the State~ t>f fluridJ, 
M>',i~.,ipri, Mmne~otJ auJ Te;<;11< {as such revenue, arc rcpuncJ lo !he \Jni!ed S1a1e, Sccutilic~ anti Exchange Cumuti<,iun 
{''SEC') for ~uch year (dlher indepcnden!ly hy lhc Ori1;ina] l'~rticipa1ing M,111uf.,c1uru nr a, parl ol' con,olida1ed tinand,,I 
,1~1crnenb repnrfed tu the Sl:::C hy art Affiliate ol lhe Origi111.1I P111ticipatin; M.mufatturers) or, ,n !he ca,e of nn Ori,;ina! 
l'artidpa1ing Manut~turer thal d1>es not report in~·ume C!I lhe SEC. ;n repone,J in fir.anci;,I slatcmen!i prepared in Jci·ordance 
with Uoite,J Stale~ generally accepted a~·cuuntinc principle~ aml 1.111di1ed hy II nationally recngniud a<;rnun1iai; 11rm), <.l,vided 
hy (y) !he a1,11;rega1c numher ur !he iudiviJual C'igareucs ,hipfl!'d in nr tu the UnlteJ S1,uea. the Oi,1ricc nf Culumhm and 
Purrtu Rkn hy ~11 the Original )',1rlicipa1ing Manuladurers in ,uch year jddermineJ in a,cnnlance with >1.1h>tdiun ll(mm)l. 

(OJ In 1he even! t!ml in !ht year immciliatdy prece<.ling th<'! year in which the Nl'M Adju,1mcn1 in 
(lllCStion b applicJ hoth {)() lhe Rcl,1!ive Markel Share uf Lorillard Tuhuci.:n Cmnpnny {ur uf iu stK.scssur) ("Lorillard'') wa, 
less tlrno ur equal tu 20.0000000%, and (y) the number uf indiviJa:11 Cigueue~ shirred in m tu the Uni!t<.l Stalts, the Uislrkl 
uf Culumhla unJ Puerto Rko by Lurillnd {determined in accurd:mt~ wilh suhseclino Jl(mm)) {fnr pU!pn<e, vf thi~ 
sut>,e~finri (D). "Vnlume") wa~ le-s than or c4ual to 70 billion, Loril!ard's and l'hilip Mums Incorporated') (or its 
su~·ce~mr'~) ("Philip Murri~") shares nf th,: Availahlc NPM Adj11s1rt1tnl cakulmcd pursuant lo suh-lcctions {)J(AHC) ~hove 
~hJ!I !,,: furthn reallocated t>e1~en l.uril!anl ~nd Philip Morris a~ follow~ (this suh,ccliun (3)(0) shall not apply in !he year 
ill which cilhu uf the 1wo con Ji lion~ sped tied in thi~ ,enten~e I~ nol ,ati,tied): 

(i) Nntwilh11tunJing 11uhsc,ti,m~ (A)·{C) nr thi~ ~11hscction (d)f)), h111 suhject h1 tunher 
Jdju~1mcnt rursuun1 W ~11h~ec1inn1 (DWi) und (D)(iii) l!c!vw, LoriHurJ's sh~re o! Ille AvuilJhle NPM l\dju~hnent .~hall equal 
ih Relative Market Shar,i or ~ucb Avaibhlc Nl'M AdJustmcnl tlhe app!icahle Rebtive Marht Share tn he lh,11 in 1he year 
i,nmc<.lia!cly preceding the year in which such NPM Adjllstmenl is applied}. The dollur amnunt of the Jiftereo<·e hr tween Ille 
share or !h.! AvailJhle NPM A,JjuS1ment l..urillard is enlille,J In pu11<11ant m !he preccJini; sen1cnie and the ,hare of !he 
AvailJhk NPM Adju~1,nent ii would he enti!lc<.l 11.l io !hc nme year pursuant lo suhsccliuns !d)(:l)(AHC) shall be reallu,aleil 
lo Philip Morris and used m decrrase n,r innea,;e, 1as the c11se may be, Philip Mmri,·s ,hare of 1he Avaifoh!e Nl'M 
Adju~!mcn! in ~uch year calculateJ pursuant 111 suhstcliuo~ (J)(J)(AHCJ. 

{ii) In lhc CV('nt !hat in the year immc!di.itely prte~ding 1he year in which the N\'M 
A<.lju,lmenl in que~tion i< npplied either(,;) 1.orillarJ'~ Re1a!i~e Market Sha«.' wa, gl't'aler than 15.(IOO(K)(JO% !hot diJ nou 
excceJ 20.00000!i0%}, ur (y) L11rillurd's Volume was i;reatcr than SO hilliun (hut Jid no1 e~ct(d 70 hiltinll). or hu1h, 
Lorillard'~ llhMe of the Availahfe NPM Adjuume111 cukula!ed pursuJnt 111 suhsc..:linn (d}O)(O)(i) shall he redun,J hy a 
~~en1a1e ~llJi lo Hie i;rcater vi I/) IU.tlf.KIOOOO'k lor euch ~ranlage puiol {(If frn~lion lhertol} uf tx,e~, o( ,uch RelJtive 
Markel ShJrc over l}.OOXIOOO'k (ir aoyJ, m (2) 2 5000000% fur cac:h billiou (or frnction lhcreul) of exec~, nl such Vnh1me 
1wer 50 hillioa (if any). The dullu amuunl hy which l,orillard'~ share of the Avaitah!c Nl'M AdJu,1men1 i, reduced in auy 
year pur.uant lo !his subsccli1.1n (O)(ii) shJII he reJll0<:a1eJ It> Philift Murrb and m.ed lu increase l'hihp Morri,'., .,h:ne of !he 
Avaibhle NPM Adju~tment in wth year. 
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In the eve:01 thu1 in any ycnr a reallocaliun uf the shares of the Availahle NPM AJju~lment helwccn Lorilford 
and Philip Moni, poir,uant to lhis suh.~ec\11111 {d)(l}(O) results in Philip Mnrri~'s share of the Availah!e NPM AJjustmcnt 
in ~u~h year ucee,ling lhe greater of {x) Philip Morrill'~ lkl.itive Market Share nf ,uch Available NPM Adju~!men1 (lhc 
applic:1h!e Rda1ive Mukel Sha«." 1t1 he that in the year immcdia!ely pret:ediog ~uch year), ur (y) Philip Morris'~ sh~re uf 
the Availahk N\'M Adju~tmcnl in such year talcul:ueJ put~uonl 10 ~uh~ec1inos (dJ('.l)(AHC). Philip Morrl~·~ sh:irc ur 1hc 
Availah!e NPM Adju~tmenl in such year shall hr reduceJ tuc~ual the grealerof (K) C>f (y} ahnvc. In ,11ch inst.inc", the ,Juliar 
111no11nt hy which Philip Morris's sh1.1re unhe Av11il11hlc NPM Aolju~lmenl i, redul"Cd rur,uant lo lhc prccc<.liu; sentence ~hull 
hc rea!locattd 10 Lurillard anti used tu in(reu~e Ltlrillartl·~ share uf !ht Availahle NPM AJ)udment lo ~uch ye~r. 

(iv) In trni «tvtnl that either Philip Murri, ur l»ril!ard i~ !rcaled us a Non·Par1icip,Hing 
Manufodurer for purr,11.<c~ of this suhsetlinri IX(d)!~) rur~uant In suhstc1loo XVlll!wJ(2}{AI. this .suh..cclinn (.1)(0) >hdll nol 
t,c: :ipplieol, anJ the Original Participating MJnufocturer.' sh:1N.'~ nf the Avnil;1hlc NPM Adjusln1ent shall l>e determineJ 
,nldy a, dcwr1hed in suh,ecliuns (J)(AHC). 

(4) NPM /\djuslment fnr Suhn,::yurnl Particjp.11jng Maoq('WIUN.'r~. Suhjccl lo lhc pmvi,ion~ nf suh,,.,~1ion 
IX{i)(]). :1 SuhscqUC'nl PJnicipaling Manufocturer ,hall he enlille\l tu an NPM Adju\lment wi!h resp,.cl tn raymenl~ due fmm 
~uch Suh.cqu~nl l'~rticipuling Manufac1urcr in any year during whkh ,n NPM Adju~1men1 b appli,ahlc under suh,ccti,m 
(dj(I) ahnve 111 paymenls due from 1hc Original Participaling Manufarlurer,. The amounl of such NPM Adjt1,1mem shall 
~qu;il !he piodu~t of (A) che Nl'M Adju~lmenl t'l:n:cnt,.;e for such year multirlied hy (6) the ~um of the raymcols tlue in 1hc 
year in quotinn fmm such Suhsequent l'ar1ic1r~tlng Manuf.w.:turer !hal cmre~pund tn ray1ncnb Ju.- from OrigiMI 
1' Jllitipating r,.1:inufa~1u,cts pursuanl lo s11h~ec1inll IX(c) (a~ such paymcnl am,.1unt~ Jue frum ~uch Suhsequenl l'allidp"1ing 
MJoufaclurer have heen adjusicd :mil allocated purJuoaot lo clauses "Nut" lhnmgh "Fif1h" of suhsection fX(jl). The Nl'M 
Adju,1men1 h• pJymcms hy ea~h Suh,e4ucn1 P1.1r1icipa!ing M1.111ufocturer ~hall be al!vcated anJ realh>s:aled nmnng 1he Seullng 
S1a1~s in a manner cnnsis1enl wi1h suh~ectinn (J){2) ahove. 

(c) Sunnl~!Mnla1 P;>ymenu. B~ginning Oil April l.'.'t, 2004, an<.l "n April l.'.'t ofeJcl1 ynr thercJfler in perpeiuily, in 
the evcnl that lhc <um uf the Markcl Shares of !he P.ulicipating Maoufoclurers thi,t were Particif"Jli!!g Manufuc!ur~r~ Juring 
the entire calendar ytaf immedin1dy preceding !h.! year in which lhe paym,n1 in 4uesiinn would Ii<'! due {the applicahle 
MJrht ShJre lo he that for tht cakndar year immeJi1.11eJy pteceding the )'('Ill in whil'h lhe p.iyment in questinn wnu!J he Jue} 
cqu"ls or cxcceJ, 9').05UOOUO%, each Original Participating M1.1nufoctu1er sht1ll several!~ p:iy to !he Escmw Agent (lube 
creJ1!ed h> the Suh,edinn IX(e) Accounl) for the henetil of !he Fouailution iii Relll!ivc Markel Shme uf the ha•c amuunt of 
SJ00,000.0()(), a, ,uch puymenh are mrnlified in 1<.:tonbnce with !hi~ ,ub.~cclion {e). Such p:iymenu ih~II he u1ilizcd by the 
t'"und:11ion to fund 1he "udo:oal puh!ic educution funi.:tioo~ of tile FoundJtion Jescrihcd in sub~e,1lon Vl{I}( I), in The ntallncr 
de~rihed iu an<! s11t>ject h1 the provision~ tif suhsectlnn" Vl(g) anJ Vl(h). TM p,,yments made hy thc Origin~l l'urticip,uing 
Manufa,:111,~rs pur~uant tu lhi.< subsection "hall be ~uhjc~I tn 1he lntlation Adju,1men1. lhc Volume Adju~1men1, the N,,n. 
Sctt!ing Stales Kedudion. artd the off~el for mi>«:alcula!ed or Ji~pu1ed puymcnls desctih<'!d in suh~cctiun Xl(i). 

(t) paymrn! Respnnsihjlity, The payment uhliga11nn~ nf each Participating Manufaclurer pursuant tu 1hi, 
Ag1'ement ,ball he 1he scn:rJ\ resfl('n~ibilhy only of thal Par1icipa1ing Manufacturer, The payment ohli&alions nf a 
Paukipating Manufoclurer shall mlt be !he ublig,tiort <lr responsihili1y of any Affillalc of ~11th Pank1p~ling Manufacwicr. 
The paym<:nl ohligJtion" of a l'Jrtidf!11ting Manufacturer shall nut he the obligalion or re.(f'l\m~ihility nf any ulhcr 
Participating Manufoclurer. l'mviJcd, h111¥1:ver, !hat no pm~ision uf !hi" Agreemenl ~hull waive ur e;,;cuse liahitity under gny 
~!ale or feder.il rrnudulcnt cnnveyaoce or fniuJulent trao~fer luw. Any Participalirig MunufoclUrcr whme M1.1rket Share (or 
Relative Market Share) in uny given yenr equ:ib zcrn shall have no payment ohligutions under 1his Agrre,ncm io !he 
~UL...:eeding year. 

lg) Cumorate Srrut:1ure,. Due 111 the panicular cnrpurute ,1ruc1urc~ nr R.J. Reynol<.ls Tnhacco Company 
( .. Reynolds") and Urnwn & Wllli~mmn Tuba<.:cn CulllOrJtion ("B&W"} with N.'~f!Ccl In 1bcir nun·<.lt,mcslic tubac,o 
"fl!'raliuns, Reynold, and ll&W shall be scvtndl)l liuh!e for !heir respective ~hares uf each paymcm due punuanl In this 
Agrcemenl up In (and 11!,!if liuhilhy hereunder shall anl CXL'Ced) the full exlenl of 11K:ir a,~cl~ u~cJ in ariJ earnini:~ derived 
fmm, !he manufacture umllor ,ale in lbe State~ of Tohat:L'tl Pmduct:s iutendeJ for dmueslic cunsump!iun, uml no ~cour,c 
~hall he had acain,t any of their o!her n~set~ ut earning, 111 s.1tisfy ~uch nhligutions. 

(h) An:01.1! nf ID!ntsl· Except u~ expre$sly pmvided ulherwi'IC in this Agreemen1, uny payment due h<'!reundcr un,J 
not paid when due (ur 1•uyment~ requiring the uccrval or intcrc~I under 1uh~clion Xl(d)) ihall accrne inleresl from and 
induJmg 1he date Sll<'h payment i, due unlil {t>ut nut including) !ml date p:iid al lhc Prime Rate plu,i three pe,~(nlage poinh. 

ti) Pumsot• bx Suh<enuenJ P;Hlidn;tins ManufacJurcrn. 

(I) A Suhse~ucnt Parlicipaling Manufacturer shall have pijyment uhlii;adons unil<'.r lh!. Agreement 1,nly ill 
1he event I hat ii, M~rke1 Share in aoy c~l~odar ye Jr exceeds !he greater of ( I J it~ 199R Market Share or (21 125 per\'l'nl of ii~ 
19117 Markel Shne (,uhjcct lo !he pm~i~innJ or iuh.<eclion fi)(4l). In the year following uny such cul~ntl,,r year, 111t:h 
Suhse4uent Particiraiing Manuf.ltlurer ~hall make pay111enls eorre.ipunding tn 1hme due io tWJt saim fol1owini; y,ar from 1he 
Orig,nal Pa11icipa1ing Manufacturer~ purJuanl tn ~11h,cctio11~ Vl{c) {ucepl for the payment due on March JI, 1999), 
IX(c){ I), IX(c)(2) and IX(e). The ainoonh of ,;uch ~orre,pondini; paymenl1 hy a Suh,e~ucnt Pat!idpating Man11foc111ur 11re 
in aJJi!ioll to th.! cone,ponding paymeois lhat 11r~ due frnm the Original f'anidpaling M1.1nufoclurcN and ~hall he JdrrmineJ 
a, Jescrih<:d in .,uh,ectinn~ (2) and 0) heluw. Such payments hy a Sut>~equenl Particirating Mnnufac111rcr shall (A) he due 
on !he ~ame <.lat~, as th~ cnrre,ponding paym,.,nts arc tlue frum Original Particira1ing M:1nufor.:111rern; (ll) he for the s~m..-
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purp<i,e 11~ ,w:h 1;urrrsromli11s paymc111s: am! (C) b<"c p:1\d, allocaled and di,1rih111cU m the ,arnc mJnncr a, ,11d1 

c"rrc,f11mdh1g r•aymenh. 
(2) The !,;is,: mnmml Jue fmm a Suh~cquent l';ulici1m1ing M,mufaclur,:r "" a11y givtn d,,te ,li;,11 he 

,.ktuminrJ hy multiplying {A) the Lorr1:,1wndinl,l huse mnuun! due 11111hc aamc date from all or !he Ouginal P;111icip.1ling 
Manufaciurcr< (.1~ ,ud1 ha,e Jnllrn!I! i~ spedlkd in the conc~pnmling ,uh,ec1io11 uf 1hi.< Agrc,•1nen1 and is .id;mtcd hy the 
Vulumc A,lju,1mrn1 (e:,;n:pt fur !he provi,dun, ol' ~uhscLtiun (IJ){ii) o!' E:,;hihil Ii), bu! he fore ~uch ha,e nmuunl is mndified 
hy any other mlju,1mc111,. ,edu..:1ions 1•r off,et<) hy (ll) 1he q,mtienl pmdm;eJ hy divi<ling (1) !he result of(\) i.uch Suhsc,111cnt 
l'~rticipa!ht$ Manufocturn'~ applkahle t.h1l;e1 Share (the :1ppli..:uhlt Market Share hdng 1hal for lhi.' ..:aknd,,r year 
inune1.ha1cly prccctlins the yeur in whi..:h 1h,: payment in •1ue,1iun is Jue) minu$ (y) !he i,:re.,ler uf Ill i1s )')IJ& Markt! Share 
ur (1} 125 rcn:enl of iN 19117 Murkel Share, hy (ii) the ll!JIJO::!!'alc Market Share~ !If chc Origim1l l'articipa1ins Mnnufac1urc1~ 
(lh,: appliwhle Mmkct Slrnrc• heing 1hu.e for lht c,1!.:mfar y,:ar Jlmned,~tdy preceding !he yem in which lhe p;1y111e111 in 

question istluc). 
O) Any paymcn! dut rwm u Suhscqacnl l'ar1icipa1ing Manufacturer under ,uh,e,·1ion, (I) and 12) ;1hi,vc 

~hull he suhjcct (up to !he full umnun! of ,uch p.iymenO tu !he lnlbtion Adju,tmenl, the Non·Senhni; Swrcs Re<l11di<111, lhe 
NPM Adju~tm~nt, the ulfsel for mi,cakula1etl ur tli,puled paymcn!s de«tihctl in suh,tctinn Xl{i), 1hc l't'dernl Tuh,1ccu 
Ugi\laliun OIT<cl, the Lilii;aling Releasing l'm!ic~ Off-cl aml 1he off,ct.s for cbirns over d~,crihed in 
suh~ectinni. Xll(<1){4)(B) anti Xll{11){8), !u the e~fent thal wch adju,lmenl>, rctluclions nr oU,ct, wnuh.l ;1pply In lhc 
currt~pnndins p:iymcnt Jue trnrn !he Original l'n11icipatinQ Munufucturcr,;. l'ruvidc,t. however, lhal all adju,hMnt, :in<l 
off<et~ tu which a Subsequent t•arlicipaliny Manufacturer \$ enl11letl may only he applietl ai;<1in,t pay,uent~ hy ,uch 
Suh.~equent Par1icip;1Jiny MunufaclUreJ, if Jny, lhat arc tlue within 12 rnon!h$ ancr Che ,!a1e "11 which the Suh,e411cnt 
l'arlidpaling Manufocturtr hecornc$ entilkd 1 .. ~ud, atljus1men1 ur makes !he payment th"t entitles i1 to ,ud1 ut1\r1, aml ,h.,11 
11<.•I t,,: carried forward heyunJ th:11 lime even if nut folly u~ed. 

(4) For purpose~ of !his suh~el:liun {i), the l\l'H {,1r 1'>98, us applicable) M:irkct Share {and 125 p<:r,t'nt 
thereul) ur lho,e Suhse4ucnt l'urlidpelliny Manufoc1U1e1s 1hut tither (A) hecume a ~ign,1tnry to lhi, Ai;rulll<'nt mme lhan 60 
day" after lhe MS!\ E\CcU1i1>n Dale nr (ll) h:1tl no Mntkel Share in 1997 (ur l!JIJR, us applicah1c). ,hall e4ual urn. 

(j) Qnlcr 111' ·Arclkation uf....A.!!!!r:tlinp" Qffseb Redu~1ion< ;mt! i\dju,1mrn1~. The p.1ymo:n1, due u"'kr thi, 
A,;n~e1nenl shall he c:>lcul,ued a< "et fur th helnw The "ha,e n1mmnl'' relefr(d 10 in dau,c "Vir,1" helvw ,h;ill menn ( l) in 1he 
t:asc ol paymcf\t" due from Originul PmticipJling Manul:iclurer,;, lhc hu~e umuunt rrkrretl tn in the ~uh,ec1i1111 cslahlishing 
lhc paymem ohhgation in 4ue,1ion; and (2) in lhe t:asc ur paymen!x due from~ Suh~e11uent l'arlidpaling Manulac1urcr, lh..: 
ha,e amount rderretl lu in whs.eclinn li)(2) for "ueh Suhsc11ucnl 1':111icip:11ing Mam1f'1durcr In !he event 1h.1t a particular 
m!jU\hll0:111, reduction m <lll"sel rderreJ lo in a d,m~e hcluw does nul apply tn !he p,1y111t'nl hdny cakula!ed, !he 1c"ulC ul' !he 
dau,e in quc,aion ~hall I,,,: deemed tu he equul lu !he rc~utt or the immedia!ely precetliny clause. (If dau~e "1'1nf' is 
inar,plil'Jhlc, the rc,u!c of d:.use "First"" will he the hase amount of the payment in ll"e,ti11n prinr tu uny ull.<eh, reduction< ur 
;1tlju,n11en1,.) 

U[):J_: !he lnlla!ion A<ljuslment ~hall h,:o, ,1ppli,tl to the ha<c amount of the pay111en1 heing c:,kul,11e,I; 

~: 11,e Vulumt Adju~tm<nt (other lhau lhe provisions nf ;uh,,c!iun (ll)(ii1) of l:\hihil E) shall he applieJ w 
the rc,ull u! dau,e "Firs('; 

Ih.ilil: lh,• ,e,ailt nf d.m,e "Secom!" shall 11,: ,e1luced hy lhe Previnu,ly Sen led Sm1e~ R~dudiuw. 

Fouph: the r,:,uh uf dau,c 'Tlnrd"' ~hall he redueed hy 1he Non·ScUhug St,11e, Re,lucl1<m; 

fi!!h: 111 !he rnse or paymenl~ tluc urnler ,uh~ecliun• JX(e)( I) aml IX{c)(2), the re,nlt, of clause "Fuur1h" l"nr .,,,ch 
~uch paymen1 due in the calendar year in que,linn ,h~II he apportioned umnng the Seuhny S1;11cs pm 1u1a in prnpur!i<111 !u 
their rc~p,!ctivc Allocable Sh~re~. untl 1he rewlting amounts fur each parlicu!ar Settling S!Hle shall then he ;11.ldtd tngether tu 
form such Seuling Slate'~ Altrn:~tcd l'Jy111em. In the ca~e of payments due un,Jer ~uhsecti<,n IX{i} th~! corre,pnnll to 
payments due nndu )uhsecliuns IX(c)([) or 1Xic){2), lhe rc.,ulN uf cluu<e "Fm111h" for :,ti iuch payment., Jue frnm a 
p.1rticular Suhscquent l'articipa!my M11nufoc1urer in !he calentlar }'CUT in questinn shall he apportiuMd :1m,mg lhc Sealing 
Stain pru rala ill j1t11pur1i11111111heir rcspedive Allu1:ahle Shan:s, unJ !he n:su!tlng amoun1, for ~ach p.irticufar Seutini; S1ci1e 
shall th<n ,~ a,;ltled 1n;e1her. (In !he ca<!! or all other pJymen!s 1n;tJe poiw,m1 '" thi, A,;r.:.:men!, !hi, dau,~ "l'il'1h" i, 
in~pplicahlc.); 

fillilll: lhe NPM Adjus1men1 ~hall h,: applied t<l the rc,ulH 11f clau..c "Fifth" pnr,.u,1111 to suh•et·1iun, IX(d){l) anti 
(d)(2) (or. in the cu,e \If payment~ due from the Suh,e<111en1 Purt;cipating Manufaclurer,, pur,uan! tu ,uh~cchon IX(t1){4)): 

~; in the c11:1e of puymcnls due from the Original 1'Jrlldpi1Jing Manulacmn:rs 111 which dau,e "Fif!h'' {and 
lher.;fore t'idU~c "Six1lt') doe~ 1101 upply, the rC$Ult of clau~e "fourth" ~hall he .il!11<:atcd among ihe Original Participutint? 
Manufadurcrs acrnrding to their Relative Murk,1 Shelres. In the ell~ of raynwnts tlue fro111 !he Oriyinal l'arlk1p~hng 
t.hnufaclurcr,; hl which ch1usc "fifth" applie~: (A) the Alkicaled P~ym~n!s of all Scnling S!ulc.< tlttermined pur~uanl h> 
cl,m,e "t'if1h" fp1ior 10 reduction rur:,uanl lo clau~e "Sixth"') sh:tll he udded logcthtr; {II) 1he re,nlting ,um ~hJII he alloc,.1ell 
mnong the Original l'artkipaling Manufacturer,; accmJing to !heir Rd~tivc Marke:! Share~ antl i.ub~clion {H)(iii) nf E~hihit 
ti htrchl (if such suluection is i,pplicahle): (C) the A11ailabhi NPM Atljuslmenl (a~ dctermined pu,,uanl 111 clau,e "Si~lh'.') 
,hall he allo1:atcd among the Original l'art!cipaling Manufac!Ur~N pur:;uant to ~uhsection IX(tl)(J); (D) the rc~Jl<'clive re,mh 
uf ~ter, (C) ahove for each Origi113( Partidpulini; Manufa~1urcr shall he suhtrucJeJ fmm lhe resptl'live rcsull uf ,1ep (IJ) atmve 

" 

tur ,uch Original 1•.u1icipa1ing Mnnufacturcr; untl {l:i) !he resuHing payment umount due from e~ch Origin;1l l'~r1icipating 
Manufa,.:1Ure1 \hall !hen he nllocattJ among !he Sellling Slalts in pmpu1tion to the 1especthc result, uf cluu~e "Sixth .. for 
,:;ich Sen!i11g State. The offsets delitrihcd in cbu,es "Eighth" lhmugh ''Twell)h" ~hull then he 3flplietl separa1e1y against 
each Oriyi1>:1l t'J11icipating Mannfaclurer'i< rc,uhing p:1ymcnt Jhares {1>11 a Sellling Slulc hy Scnling Std\C h:1s!s) ~cc11rding 
lu each Origin11! l'ar1kipa1ing Munuliicrurcr'~ ~eparute cnchlemcnl lo such o[facl~. if any, in ,ti.: calcnd;1r ye;1r in tjUe;1lun. (In 
the ca,e nf p:1y111cnb due fmm Suh.,equcnt l'Jrtidp~ling MimufocluJ<:1$, lhii clansc "Seventh" h inappllc.ahle.) 

lliJ:h!h: the ort'set for miscaku).alcd or di$f1Uled p.aymen1s dcscrlhcd in )Uh><e..:liun Xl(i) (:111d any cmry-forwards 
ari~ing from such olt'sct) ~h11II he applied to lhc rewl!s ol clause "Se11en1h" On the ..:a~e of paymc11ts due lrom the Original 
Participating Manufacturers) nr Ill lhe rt,~uhs uf dause "Silllh" (in !he ca:«: nf payment~ Jue from Suh1>cqucnl Participatin.11 

Manufacturtrs); 

MiD.!h: !lie fedcrnl Tnh.tcc11 tcgisfotiua Otfael (including any cnrry.forwurJ~ ~rising fn•m ~uch uffael) shall be 

applied tu the results uf dausc "Eighth"; 

Itnl!l: 1he Litig:Jting Relcai.ing Partie" orrset !including any c.trry-forwartl~ arising frnm such ofrsel) ,hall he 

upplied lo lhe reiulh of ciuuse "Ninth"; 

Eleventlr the off,el fnr claim~ u11er pur~uant to \Uh~ctiun Xll{a)(4)(B) {including any carry-forwards arising from 
wch uff<el) ,ball he applied tu !he resull~ of clJuse "Ten!h"; 

~: 1he off-<el ro, daim, (!Ver pur.<uant 111 ~uh,et:tlon Xll(u)(8l (including 1my curry·fi•rw~r<ls ari~ing from ~w:h 
nff.sc!) ~hall he upplietl 111 thc 1e,,ulh nf cluuJe "1::1,:venth"; and 

Ihlllttnllr in the ca,e uf paymCllh tu which clJuie "fifth" applies, lhe Scnling State..' 111lnc11ted share~ of the 
payments tluc ftom each Participating Manufacturer (u~ such ~hares have heen delermin,J in s1ep (E) of dau;.c .. Seventh'' in 
!he cu~c ur paymenh fmm !he Original P.Jrlicif>allng MunufuclUrcu or in t:l3U!IC "Si:,;lh" in lhc ca~e of payments from lhe 
Suh,e~uent P~1tidpaling Manufa~1nrers, 11nJ have been rctluccd hy claus,s "Eighth·· through ''Twelrth") shall he adtled 
logelher m Male the 11ggfeg~te payment obligutinn nf euch PaMicipating Manufocturet wilh respect tu tlM: raymcnN in 
4ues1inn. (In tht CJ<e uf a payment !<1 which dau!II: "Fifth" dun not aprly. lhe agyregale payment ohligalinn ur ~ach 
1'a11icip.1ling ManufaclUrt'r wi1h re,pecl h• the puymenl in quc.thm ~hall be stated hy the re,uh, uf cfau:;e "Eighth,") 

X. Et.ff.CT OF FEDERAL TOIIACCO.RELA'fED LEGISLATION 
(a) [f lederal tol>accn.,eJated !cgi~lulittn i~ cn~ctetl 111ier the MSA Execution Oule and un or hdorc: Nnvcmhcr JO. 

2002, ;ind if such legMation pn111ides for paymenl(s) by any Original Pa"kipuling Manufacturer (whether hy ~eltlcme:11 
payment, tax ur any uther 111,ans), all <>r ('>att ur whit:h :,re ;1clua!ly mad~ uvailahle 11111 Scllling Slalc ("l'tdaal Funds"), each 
Original 1':111icipulinc Maoufo,;Hircr shall rccei11e a continuing tlullar·for·tlo!lJr offset for any m,d all anmunts that arc paid hy 
~uch Original Parlkipa!ing Manufoctu,u pu,xuant 111 ~n..:h lcgi~Jatiu11 and uc1n11.lly made availahle to such Seullns St11.1c 
(exl·ept as tlc>crihctl in suh,e~linns (h) u11d (c) hclow). Such 111Tse1 .<hall be applied agaln,t the applk:ab!c Original 
1'1r1icipatiny Manufacturer's ,bate (delerrnined us de~~rihed in ,t~p I:!: uf ..:lan~c "Sevenlh" of suh~ccliun IX{j)) or ~u~h 
Settling SIJle', Allocated Payment, up lu !ht full dm11ttnt of such Original Participating Ma1111foc1un:r's share of ~uch 
Allocated Payment (a$ ~uch share had bcen reduttd hy udjuslmenl, if any, puuuanl !<1 !he Nl'M Adju~t1ne111 and ha~ hcen 
rctluced hy off'ICI, if any, pPr,u~nt tn 1h~ ,1ffse1 for miscalculated or tli,puled paymenls). Snch off~N shalt h,: made against 
Sul·h Origi"al 1'a1lidpatini; MJnufaclurer's share 11f the fin.I Al!ocutetl Paymenl due a(ter suc-h FttltrJI Fund~ arc fir~t 
avuibhk for receipt l>y ~uch Settling Slate. In 1he event that such ul'fsct wnu!d in any i;iven year e:,;cced such Oriyinal 
l'mlicipating Manufocturet\ ~hare or such Allu1:uted l'11ymen1: {!)the nffi.et tn whkh ,uch Original l'urtidpaling 
Ma11ufoc1u1er is enlitlctl undu this s,c1iu11111 such year shall be 1he full amounl of such Original Partidpating Manufoc1u~r'1 
~hare uf ~uch Allm:aled Payment, und ~2) nll n1oounb nnt orrse1 hy reusnn of 1ub~eclion (I) ~hull c~rry forward 1111J be off~t! 
in 1he follnwing year{s) until all such amounts have hcen off,ci. 

(h) The off,el dc,crihed in suh,ection (a) shall ,1pply 1,nly to 1hut rnninn uf l'ederal Funds. if nny, 1h~t ure either 
umeatrkled a~ 111 their u,e. m rc~uicied lo any form nf hul!h cue or lo uny use rda!td 10 tohuc1:11 (including. hut nnl limi1ed 
to, tnha,·cn edntution. ces~ation, \:unnol 1•r cnfo1cemen1) (other 1hun that ror1iun of Federal fund~. if any, lh~t i~ spccilically 
,1ppli~ah!e hi 1ub;1~c<> growers or ~nmrnunilic,i dependent on •he f!fuductlun of lobat-cn nr Tnhucco l'rutlucls). Pmvidetl, 
however, 1h~1 1he of1,;c1 tleswihed in ,uh,ec1iun (a) shall not "flf'IY 10 1hal portion uf Ftdera1 l'untl~. if ~ny, whu•e rcceipl by 
,uch Settling S1a1e h conditioned upon or apprnpriu1ely nltocable to: 

(I) 1he relinquishment of rights nr henelils un<kr !his Agree men! (!m:lutling lhe Om~enl Occrce); nr 

(2) achun, or expcndilure, by such Seullng State, unle!ts: 

lA) such Se!tlini; Stale clumse~ lu undertake such aclinn or tx~nd!ture: 

(H) such ucth1ns ur expenditure~ <lo nnt Impose significant cun<trnint, nn puh!ic policy d,oices; of 

(C) ,uch action, or expenditures ure bulh: (i) related to htullh cJre Of wt,acco (indurJini:. hut not 
limited 10. rnh:11:cu etlucalion, l'c1sation, control or enforcement) 11nd (Ii) tlu not require ~uch Senling State to cxpentl ~!al, 
matching fo11tls in an amount that l~ ~ignific11nl in relati11n I(• !be 11mou111 uf the Fedcr1111-'unJ,: made uvnHuble lo MKh Senling 

StJle. 

" 



{cl S111>j~ct to ihe pruvi,ions uf ~ul>~ec1i11n IX(i)(J). Suh,equtnl Pa11i~ipaling fl.fanufo<Ch1rer, ,h;ill ~ cnlilkd tn 
1hc off,ct de<nit>~d in this ~<<:lion X h, th<! cx1en1 !h~l they att required '" pay Fcder~l l'und, Ui.11 wouhl g,ve rhc 10 :on 
,,1r~ct under whwctinn, {n) and (h) ii paid l>y an OtiJlinal l'artidp:iling M>1nufa1:tu.cr 

{d) Nnlhing i11 1his ~ccti,rn X ~hull \l) r¢tlU(e the payment< 10 l>c made h> 1h.- Scnting .Stale< under lhl' 

A1,1n:eme:1\ u1hcr !han tlw~e tle,cribc<l in suhsectlun IX(c) (nr <:oue~ponding payment• umlcr ,uh~eclion IX!i)) ol tbi< 
Arrecment: or 12) alkr the Allo.:al>k Share used 11, dekrmine each Settliog Slutc's ,hare nr 1he paymenb dc-11:rih~<l in 
,ol>'«'ct\on !X(c) (or correspun<lin_g paym<"n!S untlcr suh\l'Clion IX(i)) uf lbi\ Agrcemcnl. Nn1hing in lhh scc1ion X i~ 
•tl• .. 11,J,,,I"' "' sh·ill r.-,lu,·,. 1h,. r.u.,I "'...,'""" i""Y"hi.- hy th.- l',1r1idp:01in.e Manufa,·1m.-,- In rh.- Srtlling St,ue, under this 
Al!1ccmcnl hy a11 a,m,unl gre,uer ih:m Ille amount of Federal l'un<ls lhat !he Sc1tlin1,1 Sl,1tes could ekd 111 receive. 

XI. CALCULATION ANO OISUURSEMENT OF PAVMENTS 

(a) lndei•cn<kR\ Autli\ur lo Make AU Pd<.:ul~tioos, 
11) Ueginning wiih paymen1, tlue in !he yeur 2000, ;in lntlependem A1nlhor ~hall cakub,ie uml tlclcrmine 

the mni,unt 11f ;1ll paymcnls 11weJ pursuant to lhi~ Agreemenl, the mljustmcnl~. reduchun1 anJ ulhct~ lher<!lo ("1111 all 
re~ultini; "auy,!orwanh, if any}, 1he aUocati1111 or ,uch payment~. m!ju~ttntnl~, reduction,. otf.,et~ and c:m~·fniwan!s mm>ng 
1he Panitipating ManuFacw1ers ,md 11mong 1rut s~uhng S1a1es, and ~haU perform 111 olher calu!aliim,; in <:unne<Clinn with lhc 
forei;o;ng (im:lmling. l>ul no! limited to, tletcrmin\ng Markel Share. Relali,;e Markel Share, lb-c Anireg,11e Pa,1icip:i!ing 
fl.hnufochlter M,.,ktt .Shatt and Actual Aggrei;::11e P:1rtidpating Munufouurer Mmket Share). The Independent Auditm ,h"II 
pmmplly <:nlk<.:t :ill infonrmli\,n nc<.:e~•ary lo m:,kc ,ud, ,;;,kulatiun~ iin<.l tlcienmn;ilinns. l:u~h l'arlidr,11ing Manuformrcr 
and ea<.:h Set1lin11 .<;1.,te shall r,rnvide 1he lnder,cntlenl Am.liwr, a~ promp!ly as pra<.:licahk. with ,nformaition in ,1, p,,s,c,,inn 
m ,cadily avail:,hk hi ii neces,ary for !he lntlc~ntlenl Autlitur tu perfonn ,u;;h cakulahnns. The lndependc111 fwdih•> ,h.oll 
Jgree Iii maintain the cunl1dc111,Jli1y of ull such in(unoJtinn, cxcepl that the lmkf><entlent Au<li1nr m,1y provide .,u<.11 
infnr,nati!ln to P.ulit:ipaling M.1nUfa{IU1er, anti !he Scnling S!::,!cs a~ set forth in 1his Agrc~men1 The l';,,hdpati"t: 
Munufo~1u1ers und the Seuling Stale~ ;igree lo mainlaln lhe <:onfidemiality nf ~uch inform,11iun 

(2) Payments due from lite Original Particira1ing Manufoc1Utt1• prim to January I, 2000 (o1ha 1h"n the 
lirs! ptiylll<'nl ,h,e pur,uJnt m ,uh,ec!inn lX(h)) ,hall 1,e hu"'d on the 19911 RtlJ1ive Markel Sh;ir,,, of the Original 
l',1<1it:ip,1hng M,mufa1:lure1s ur. if 1h.: Original Partkira1ing Manufadurcrs an: un;,l>le tu afr<:<e nn ,u.-h R.:l,11ive M~r~c! 
Shares, nn th.:ir 1997 Relative Market Shure~ ~redfie<l in l::'.llhihit Q. 

(h) hb:otjty nj lmler,-01b:OI Audit!'[, The lmlerentlent Audilur ~hall he ;i 111;,jur. nJtion~lly recui;niu<.l. certitic,I 
pul>lk a1:cuuming firm joinlly s.:k<:ted hy ugree,uent uf the Ori&inal Participa1ing M;.rnuf"dure" and dm~e A•horncr G~nc,al 
ol' 11R: Sellling Stale~ who ure m,mber.1 or the NAAG ueculive comminee, whu shall juin1ty n:tJin the p<1wer t" replaa 1he 
lntleren<len! A11tli1or anti appnin! ih ,m:ce.,,nt. t'ifty rercent of the co~!, ~ml fee, ut !he Jnderendenl Au<lilor \!>ut in nu 
tvcnl murc lh;rn ~500JK)() per annum), .~hall be pai<l 11y 1he Furn! lle,cr1bell in ~,;hi hit J hereto, anll lhe halam;e nl' w~h ~11.,b 

and fees ~hall be paid l>y tile Original Paflkipaling Manufachm:r~, alloculcd ~muns them a<:cunlini,: lo !heir Relative Markel 
Shares. The aJreement retafn!ng th,: ln<lcr,:nde:11 Auditor sh~II ('fnvide that !he lnde[!tntlcnl Auditor ~hall pcrfo1m 1he 
fonclium, ,pcdlkd for ii in !his Ai;reemenl. and lhat it ~hJll tlo so in the m1mMr ~pecificd in thi~ Agreement. 

i~t Resolu1ion uf Dispute~, Any di~('!U!l', l~•ntw"eny ur dai111 arising 0111 uf ur 1dati11g III cah;ulatiuns pt'rforu1c<l 
hy, nr any tle1en11ina1inns made by, 1be lnt1erender11 Auditor (indudins, wiUIOUI limilation. any di<pure <:nncerning 1be 
nperafom ur upplirnlion uf aoy ul' !he a1!j11~1ments, re<lm:lhm~. offsch. cany·forwa«Js and al!111:,11mn, de~•:ril>ed in ~ubsc~hun 
IX(j) or ~uh.<eclhm Xl(i)) ,hall tic suhmiued I<> hindinlc'. "rhitr:11i'1n h.,fo,-e a pand uf lhree nculral arl»lf,,to!', e:1d1 of whum 
,lo:il! he~ r,mm,r l\11ide Ill le1kraljuJge. E:,,,;h uflhe 1wu si,ks tu the <lisru1c d1a,ll ~kct 11111: arbitrntnr. The 1wu ,nhirr:.m" 
"' sele~led .,hal! ,clccl !he lhi«.I arhitra!or. The a,hitrnliim shall ht, guverned hy the Uni!e<l Stale:< fcdcrnl Arhi1rn111111 A~L 

Id) Genuµ\ Pmvjs\no, n~ l<>Calrn!a!inn uf Pavmenl~. 

(I) Not less than 90 days prinr lo Ille scheduled due dale uf any p,1ymen1 due ru1,uo1n1 lu !his A£!fe111en1 
CPayment Due Dale"), the lndtr,entlent Autlilor shall tleliver In ca,h other Noti,c P,1rty II detailed ilcmizaliun u! all 
infuniwtion requi,e<l l>y !he !ndepen<lent Au<litof III co111ple1e it. cuku1a1ion 11( iA) the a1m1unl due from e,1ch Pmticir,:11ing 
M.mofoduru wi!h re,~ll lo ~uch p:1ymen1. aud 031 the puniun n( ~u.:b amounl ,1110~.,hk lu e.i~h tnti!y for whme h,ndit 
~ll~h r,ayment is to be mllllc. Tu the extent pr111:ticahle. !be ln<leperu.lcnl l\utltlur slu!l ,pet:1!y in ,u~h itemirn1ion which 
No!ke Pally is re411e;1ed tu rrmluce whkh infnnnatiun. l!Jch PJrlidpaling Manufa<Clure1 ;md each .Stulini,: Stale ~h,111 u,-e ils 
h<"~! elfor!t 111 promptly suprly all of !he required informali(1n !hat is within ii~ poi,se,,mn or i~ rc~dily avai!ahle to ii lo the 
lnlleremknt Audito1, and in any even! nut Ins than 50 days priM lu such Paymenl Ouc Dale. Su<·h he<! efforts uh\iptinn 
~hall ht cnntinuinc in the case ur information thal come1 wilhin lhe fMIS1<u1ion ur, 111 heu,mn re~tlily availal>le tn, ,,ny 
Settling Srnte or l'anidputlng ManuFuc!Ur(r ~flu !he <lair 50 Jay, prior It• ~uch Payment Due 0Jte. 

(2) N1111e~s than 40 days prior tu the Payment Due ()u1e, the Independent Audi!or shall deliver tn u,h 
i•!hcr "41,11<.:c !'n!y \!\) <l~!1l!et! r~!ioni!'1ry !::1!!:ub!him i"!'~!irnir:ary Cah.:!!b!;i,n<'} <>f the a111.,un1 <lue fr<air: c.id: 
l'artidpating Manut'J1:!llru nn<l ol lhe amount allocable In each emily for who~e henrlil ~u(h payment i, tn l>e made, ,hnwing 
all arplicahle offsets, utlju,tmenls, re<luclilms and cany-furwartls und ..euing fonh all !he infom1a1iun nn which 1he 
ln<lependefll A11<li11,r relied in rreparing sui;h Preliminary Calculations. untl (Ill u ,IJl~mt'I\I u!' any inh>tmJtiun Mill rcquir~tl 
hy !he lf'KkJICmkUI Au1litur tu ~umple!e ils l·akul:llionx. 
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(.'I) Nol k,~ thJn JU d~ys prior tn Ille Payment IJue (Jule, uny Punicip,uing Munufaduru or any Settling 
S1J!e th.,1 tli,pute• any aspel'.I of th< l'rcliminJTY Calcuta1it1M (including, hut 01\I limited 10, disru1ing 1he me1h<1tlol11gy lha1 
the lude1>e111ltnt Amli!m employed. m the informatiou un whkh the ln<lerentlcnt Audilur l'l!lie<l, in rreraring ,uch 
~.1kul,11imis) shall notify each 01hcr Nu1ke Party 11f ~u~h <lisrule, induding thc reason~ nnd hasi~ therefor. 

{4) Not lex• !han IS Juy,i prior lo the Payment Due Dale, the ln<lepentlcul Audilor shall deliver to each 
other Nntire Purly a dc!uiled rectikubtinn (ti "t'iuul C11!culn1ion"') of the •rmt11nt due from each Par1idpati11g Manufacturer. 
1he Jmounl allucahlt ht each e111i1y hlf whn,e l>cnelit ~u<:h p:,yme!ll h hi he m~tk. and the Ac~nunl lo whi~h mch jl,l)'n1enl is 
tu he ue<llte<l. e~!'laining any l'hange\ frn1n the Preliminary Cakulalinn. The Vinal Cakulalion may include eslimaJes or 
a,m1unls in the circum,ian~·e• desnihctl in suh,.e~!iuo (d)(.5). 

1'.'i) The following rmvisions ~hall go"1!m in the even! 1hat the inlum1a1ion required hy 1h~ lntltpl"ll<kn! 
Auditor lu c1>1npltle ils calculatiun~ iJ no! in ih ro~,;ession hy 1he da!e ,.s nr whkh 1he lndtpt"adcnl Auditor is f(qUirfil tu 
prov We cithu a Prdiminary Cakulalion or a t'ina! Cukulalinn. 

(A) If 1he infonnn1hm 111 que~tion b nnt readily uvai!ahle In any Seuling Slate, any Original 
Pa11idpJting Manufoct111er ,1r uny SuhM:quent Particirating Mallufactufer, !he lndependenl Au1Jilor ~hall emr1ny an 
as~urnp!ion 11~ In the missing informalin11 rmducing the minimum arnuu:it !hat is likely (o he due wllb rrsreci lu lhe payment 
in question, ;inti ,hall lei furlh ib U$~Ump1iun 11, to lbe mi~ling informalion in ii~ l'rdiminary Cukula1io11 1,r final 
Caku!alinn. whichever is ~t issue. Any Original rankiraling Manufacturer. Sul>seq,,cnt Par1idpa1ing Manufocturer nr 
Sculing S!uk 111ay <li~pu1e ~ny ~u~h u~sumritnn rmployed hy the lnd~f1Cndenl Autlitm in ii~ l'rcliminary Cukulutinn in 1he 
m~nner rr~,u,~d in ,u!>~elliun (tl)(J) ur any such as~umption cmpluyetl by the lndtpl"ndenl Audilnr in ii~ final Culcubli<m 
in 1he mauncr pre,nihetl in ,111>,ettinn (tl)(6). If 1he mi,,ing informa1iun become, availuhle to !he ln<lerendent Au<lilw prior 
h> the P~ymenl Oue Oale, 1he ludependen1 Audilor ~hall r,1nmp!ly revi~e it~ Preliminary CJku!alion or FinJI Cakufa1iun 
(whi(hever i~ applkabk) and slutll rmmrtly provide lbe ttvi!tl'd calculation lo each Notice P~rty. ~howing tbt newly 
availahlc informalion. If the mis,ios inf,,rmation tl\i,es nlll hel:ome available to I rut lntlepernlen! Audi1nr J!fi!lr to the Paymcnl 
Due Date, lbe minimum amount calculated hy the lndepl"n<lenl Auditor pursuant Ill thi( suhse<tiun {A) shu!I he puitl nn lhe 
Puymrnl Due Date. ,ul>jcd In di,pule~ pursuant 10 suhsectitin~ (dJ(6} anti {d){8) and withou! r,rej11<lice tn a la!er final 
tklcrminatinn uf the correct timnunt If the mii~ing iofnrmatinn li,ecnrncs uvailahle to the lntlependenl A11di1or afler lhe 
Payment Due Dale, lhe Independent Auditor ~hall cakulale !he correct UrrM>unl or lhe raymenl in 411c,tinn and shall aprly 
any u,·erpay,uent ur undtrpaymtnl as a11 ,1tf,et ur uJditinnal p11ymen1 in the man:ier descdhetl in ~11l>,ecti11n (i). 

(II) If !he informatinn in que~liort h reu<lily available lo a Setlling Staie, Orisinal Partkipatin_g 
M~nufa(turer ur Sul>scquent l'artidpating Munufoc!urer, l>ut ,u<:b Seuling S!ale, Original f'artkipalins Manufocturcr or 
Sul>.,equc:nt l',1rlicira1ing Manufa~turcr doe~ not ~11r,ply ~uch informali<>n In !he lndercndrn( Autlilor, th~ lndeptrn.knl 
Audiior shalt ha~e the cakulaliun in que~tion on ii~ !>est e,limate <>f sucb inrurma!i<>ll, and dwll ,how ~uch t,1imate in ih 
Preliminary Ca!culalion or Final Calcufotion, whichever i~ ll('!('!licahle. Any Original Partkirating Manufoclurer. Suh~tq11en1 
l'artkipating Manufacturer ur SeUling Stale (ut:cpl the en1ily !hat withheld !he infmmalinn) may dispult such 01hn:1le 
emr,lny.:d by !ht! Jndcrendcnt Audilur in its Preliminary Cnkul,1linn in the manner rre,cribfd in ~lll>i<l',lion {d)O) ur ~uch 
cslimate e1nployed by lhc lndcpcndenl i\udhur in its l'inJI Cakula!ion in lhe manner rre,cribed in suhseciinn it1){6). If !he 
withheld information is nm made avaifahle to the lndep,m<lent Autli!or mure tb~n JO days prior to the Paymenl Due Date, !he 
estimate emrluyed by 1hc lntlerendenl i\ud;mr (n revised by Ille lntlereudenl Auditor in liyhl uf any di<pule filed pn<uaru 
Ill !he prei:e<ling sentence) ,hall govern !he am,mnl~ lo 1~ paid"" !he Paymc11I Oue Date, ,uhjecl tn tli~pute~ pursuanl tu 
wh,,..,i:tion (<.1)16) anti wi1hou1 prejudice to a !tiler final de1erminu1tt>r1 of the currei:t amoanl. In lhc event 1h~I !be wilhhdd 
info,!llatiun ,uh,eq11cntly h.:come1 uvail;,hl,:, the lndefl"ndent Auditnr ,ball ca!culale !he <Cmu~t amuunt and ,hall aprlY any 
o~erpayment or underpayment us an orf,el or nddilional paymem in lhc mtinner tle,~1ihcd in suhstclion (i). 

(6) Nor le,, 1han five day~ prior to !he Payment Due Dale, each Participating Manufoctuttr and each 
Senling S1a1e ,hall deliver In each Notice Pilrty a ~tatemenl indic.iting whe1her ii disputes lhe lnderel\<lenl Auditnr', Final 
Calculation anti, if ,o. the dhru1e<l and 11ndi~ruted amo11nts anti th~ ha~l, for 1he di~pllle. Euept tn 11tt cxten! a Participating 
Manufuc1111er or u Seuling Stale tldiver.1 a s1alemenl intlku1ing the ui,tence of II Ji~rute hy soch dale, the amnunls sci forth 
in 1he lntlepen<lent Auditor', Fina[ Cakula•ion shJI! he paid 011 !he Payrnenl Due Dale. Provided, howenr, that (A) in the 
even! !hat the lnJepcndenl Autlilur n:vi><c~ h~ final Caku!~tion within five day~ of thc P~ymenf l)ue l)afe as rmvided in 
,uhseclion (.'.l)(A) <lue to lll<Ceipt nf previously mh~ing infonnatlnn, 11 Punicir,aling Manufa~lllr-er or Se!lling Slti!e may 
<lispule suth revi<ion pursuant lo !he procedure ~et furth in lhi'I ~11h,-ec1inn (6) at any lime print tu the Payment Due Dale; ~ml 
(H) pri11r tn the date four year~ 11fter 1he Payment Due Dare. neither failun:: to tli~putt a calculation made by the lndcpendenl 
Auditor nor ac!ual asreement wi1h any cakula!i<in or raymenl 10 the li...,row Agent or to unu!l.er pa,yec shall waive uny 
l'artilipalini; M,mufo<:IUrer'i or Senlins State'~ rights lo dlspu1e any p.:,.ymen! (or the lrnlerenden! Autlirnr's cakula1iuus with 
re,ped lo any paymenc) ufler the Puyment Due Dute. No P~nkipaUng Manufacturer uru.l nu Se11Hng S1a1e shall huve ~ righl 
10 r3i,e any di,pule with rc<pt<:I in uny puyment or cakulatinn afler !be <late fnur yearJ after ,uch payment'~ Payment Due 
Date. 

(7) Eal·h Partidr,~1ing Mauufac1urer shall be uhligaled to pay hy lhe Payment Due Dale !he undisj1Uled 
pnf\inn of the 11,1al a,nnunl cakulated u~ J11e from it hy the ln<lcpeodenl Au<lit11r'.<1 l'inul Cakulalinn. F~ilure It! puy sul·b 
P"tlinn .,hall ,~mkr the P:trtkipaling Manufo~!uttr 1iuhle for inle.-est the~,n us rmvided in ,uh~,·c!iun IX(h) of !hi~ 
Ag,~emtnl, in :itl,!ition lo :,ny 01hcr rcme,ly u~:1il:ihle undrr 1hi~ Agree1menl. 

" 



fll) A,'" any di,pUlfd pulll<**' of1!,t ltri;d ,mrnm,, t.'.~kuh,Jc,I In he ,Jue pm,n,,ul h• thc !'in~I C~kuL11iu11. 
any l'arlidp1,1ing Ma11111ile1urcr 11ut t,y lh.:: 1',1ymcn1 nu,· Dah: payN ~ud1 di,puted pmtion imo ,1,,. Oi~pU!cd l',1y,nc111~ 
At<.enunl (<1< ddinc<I In 1he EsHUW Agr.::emtnl) ,hall nut~ lk1h!t for in!tre,t th,·r.:on even if 1h, utn<111nl tlbpmed w:i~ in 
fad rn•p.:rly du.:: ma.I owing. Any l'artidpatini: Manufaclurer lhJI hy !he l'11yuu:nt Due D:i!e tines nut p;,y surh di,pulcd 
purlion into 1h<: Di~ruicd l';1ymcnts An:ounl ~h"II he li.1hle for in1er.::,1 "s pru'"idctl in suh~c.:ti,.,, IX(h) ii' th.:: nnmun, ,lispulcd 
w;,~ in (\Id properly d11t ;,nc.J >1wlug. 

(',!) On the sJme ,fate lhut ll m:1kcs ~ny paymenl rursu:ml lo thi< Agri:cm,111, ,:ll·h l'anidp:iting 
M,1nt1fa1<:uira .,h;1!1 tldiver a noiic,• tu e11d1 111hcr N,ni<:c l'"rty ,howing Jhe ""10un1 of ,uch pay,uem mid the Attniml tu 
which ~udl p;1ym,·111 h lo he crctlih:ll. 

(10) On the fir,1 l!u,ine~~ 0;1y alle, ihr l'aym,nt Due Dal,, 1h, e~ctuw Ai,:c1H shall ddi1•cr h> co1d1 u1hci 
N111ke PJJty a ~!atemenl ~howing 1he amount, reccivell hy ii !mm e"ch P;irridpaling M:muf,1clurcr ,mil rhe Accoums ucililed 

wi1h auch a,nount,. 

{e) (km'rnl T!<'\\hPent o[ P·,ym,;gh. The E~row Agent may tlbhur,c ~111m11u, lrnm an Ai·count ""'Y ii' pnnut1ed, 
11nd only ~, ~u<·h lime u~ pcnnined, hy 1hi, ArrecmWl Jml 1hc Ewmw A}.'rccm1:nt. N,, :unonnt,; muy he tlishurscd hi " 

St!lling SMe u1her lh:in fund~ ,:rethkd to ~uch SeHling S.!a1¢'~ S!alc-Spcdlk Accnunl (a~ defined in the l!wrow Ai;re.:111c111) 
The lndq1cndcm Audi!nr. in t.leli\"ering paymen1 in,1r,1~1iun~ ln !he Es~mw Agent, ,hall ,pccil'y: the ;,muunl to h~ raid, the 
Ac~ount or Account~ bnm which s.11d1 ray1ncut i, m Ii¢ dishur,c<l; the payee of ~11d1 pciymem (whil-h m,1y l>c <111 /\<.ernunt): 
nnt.1 lhe Hu~inc,s D1y nn whi<.eh ,such raymcnl is to hc m,1d, hy lh1: E,cruw Agent E>.~ept a, upre"IY provukd in 
suh,eclion (f) heh•w. i1111<1e~nl may any mn .. unl he llishun.et.1 ftum ,my A<.ec11un1 prinr tu l'in:11 Aprroval. 

{I) pj,h1ff•,:owu1, µml Cbnres No! C,m1inn;o1 un tlnal APPft!Yili· f!un<ls. may he dhhur,ed fr.,,u Ac<.euunh wi1hmn 
~g.1rt.11111hc 1>t'<.e!lrrencc 1>f final Ar,pmv:d in 1hc following cin:ums.lances. and ;n lhe luHnwing uian11er: 

( I} Pavmenh uf Fcdcrnt and Stal!: T;tus. federal. stale, h•rnl or other 1:1ws. 1111po,ell whh re,pc,·t t(> th~ 
am,,unls. c1clli1,ll ln the Accoanls. shall he paitl from s.uo.:h umuunu. The ln1kpcmkn1 Aullimr ,hall prcp~re Jnd fik ·,111y t.1x 
re1um~ n:qui1e<l 10 he fikd with te~pc.:I to the e~crow. All 1m1c• requirc<l In he raiU ,hall he :iftoca!ell tu and charged ag:1in,1 
the Ac<.e11un1s on a r,a,unahle h.t•i~ 111 he lle!ennine<l hy the lmleJ>en<lrnt Auditor. Upnn ~ceipl nf WflHtll inslruclino, f1<>111 

1h~ lndrfl(n,fonl AuJi1ur. !he E,cruw A.,:cm ~hall pay ,uLh t"\e~ and ~hms~ ~11d1 p.1ymc111,; again,! !he Account ,,r Anuu111, 
,r,.·~1ficd in 1hn.sc in~lructiun,. 

(2J )'ilY!Ol'.Rh tn ;mtl from \)l\Dllle!l l'a:tmml" /\f!i"V»l· The lndepemlc111 Au,1'11..r ,Ir.di in,trucl 1he l;.,uow 
Agent In c!'edit rum!~ frnm an Acrnunl tu !he Oi~puled Paymtnts A<.ecounl when., tlhpute urise.~ us lu ,uch funds. und ,hall 
in,1ruct lhe t:,cww Ag,nl In credit fun,J~ hum 1he DJ,puteli l'nymcnt~ Account to the appr1ip1ialc payee when ~ueh llbpu1c ;, 
re.solved with llnality. The lmlepcntlcnt Audi1ur shill pmvitle !he NiJt!Ce Parliei ni,11~,, than IU Uu,inc1s Day., p1iur mnke 
hef1•rc immut.:ting 1hc EM:mw Agenl m t.1i,hur,e funds rmm the Oi,puled Paymtn1, A•:~uun1. 

{J) f;tyments IO a Sjnte·Sru:rifk fu.1-'111.!»I- Promptly follnwini; !he (l<.'.~un-ence of Stale-Sp«ifa: Hn;1lity ·1n 
,ny Settling S!J!e, ,ud1 SeUHng Sime anti the Original l'ar!idpaling Munutucturns thall notify the lmlep,cnden1 l\udih1r nr 
su~h u, .. .,.urrcn.:t. The lnt.ltpendent Autlimr shull prnmptly 1hercufter notify each Nol ice Party of ,ueh S!ale·Sp,cci!ie l'ina!ity 
and of lhe portion1 or 1hc amuu111~ in lhe Suh,ec1i11n IX(h) Ac<.:1Hmt {t'irsl). Suh,cctinn IX(h) Ac<.enunl (Suhse1tncn1). 
Suh~cctiun IX(c)(I) Act.:t!Unt untl Suh"Ctlinn IX{c)(2) Aec11un1, rc.,pc~1lvdy (a.~ ~uch Al·t:num~ nre detlnetl in !he fa,.:mw 
Agr~m.::nl}, 1ha1 ·Jre ul ~111:h time held in ~uch Accmmh for lbc benefit nf sm;h Senling Stale, and whkh ure hl he tramfem'tl 
co 1he appmpri:ite S1atc·Sptdtic Acci,unt ru, such S,uUng State. Ir ntilhcr 1he Sculing Stale in que.<lion nnf any 
l'urtidp:iting MJoUfa(:lurer dispute~ such umnnnts or 1he 1Keurrcnee of such S1.i1e·Spc:cilic fim,lily hy nn1ice deJi\"Crctl ru 
tilt:h other Notice l'af1y ni,t 1.ikr lha11 10 l\uslne,, lhys 11fler delivery by !he lndcpe11t.len1 Aud11Ur uf 1he nnlice t.1e,"1:1ihetl in 
the preceding seut<nce, the !ndepcnd,nt Audi1nr ,hull pmmplly in,t1u~I the H~crnw Agent lo m;1ke such transkr. If the 
Seulins SI.lit in ljllt>tion or ~ny l'~rlkiputin; Marmfa,;turcr di~putes 1'Uch :iinount,i ur the rn:cunence of such S1:11e-Srecitk 
Fin:,lily hy nn1ke <ldiven:d Ill each olhef Nolice Part)' nut later lhun 10 liu~ine~l 1>11y., .ifter delivery hy the lniltpcmlcnl 
Auditor tif lhe no!icc tlcs~rihcd in lhe s,cunll sem,rnc<' of this NUhsec1iun {l)(J). the ln,Jepeml.:nt Auditor ,ball pm111plly 
imnu~·, tht E,~row Agent 10 credit !he u11M1unl Uhpute.l ,., the Dispu1ell l'Jyment~ A,<.:oun1 Jnd the unt.1i,ru1,d porhon tn lhc 
apprnpria1e Stule-Srccific A~t.:uunl. Nu umounl~ m~y he ir~n~fencd nr credi1ed to J. Slate·Specifk Acenunl for the hen~n1 ,,r 
uny S!Jte ~, 10 which St~re·Spcdlk 1'1n.,lny h,1s nu! occurred or us to which 1hi, Ai;recment ha, 1cunin;i1,t1 

(4) t•axmcnts It! P4rtks ulher than l'·lf1icuhr Sctllin!! S1u1n. 
{J\) J'r,1mplly followini: the occuuenre of S1;i1e-Specilk Fm~lity in une Stnling Smre .. sud, 

Sculing SM, and !he Origin:,! Partkipuling Munufutturer~ i.h'III nrnil"y the Independent Auditor nf ,u~h tK:cun-ence. The 
Jndependtnl Audi1t1r ,hall promplly !hereafter nolffy t~eh No1ice P.irly uf 1hc oc<.eurrencc ol' Sr;1!c·Sredric Finality in at lu,1 
one Settl\ng Slate 11ntl of 1h, amuuuls held in lhe Sub:-ccli11n Vl(h} Account, Suh~eclinn Vl{c) Actount (Fir~t), ·~nd 
Suhscctiun VIJl(c) An·nunt (Ul( such Accounh lire ddlned in !he lls,mw Agrtcrnrnl), if nny. II' neither uny n( 1he Se1tling 
Sime, nor uny uf 1he f>urtidpating Munufac111rcr,1 di~pute~ ~uch 11rn11unt~ Uf dispute, the 01.·<.eurrtnce of S1ate·Spceiflc hnality 
in one Seuling S1111e, by nulice tldive~tl In ea~h N111ke Purly not lulcr than ten Busines~ Days alier tlelivery hy !ht 
lnde~nllenl Audiwr or 1he imtke descrihcd in the puceUing .l'.enten1.oe. lhe lndepentlent AuUilm ~h~II rmmplly in~lruct the 
B;.,.;row Agent hu!hhurse the funds held In suth Attnnnh lo !he Foun,.btion or lo !ht Fnntl spccilie<.I in 'lnh,ec!ion Vlll{c). ,1~ 
appropriale, If 11ny Selllinc S1.11e nr f'anicip;,1ing Mr1n11foc111n:r di,pu!es such amount.~ <>r the 1>t'curren,e uf ~ud1 State· 
Sf'<!dfo: Finality hy nmke <ldivcr~d lu ea<:h olher Nlllke ]'afly mil lakr llmu IU llu~incs~ DJ)'~ al't~r ddivay hy lh~ 
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Jndepcm!cn1 Auditor of the m!li<.ee (le~crihed in lhe St."<.eond sentence 1,r thi~ suhstctinn (4)\A), 1ht lmlepend,·nt Amliwr ,h~II 
pnunp1ly in,rruct !he facmw Age11t lo cr~1hl ll'k!: 11moun1s dispultd 1111he Oi,pu1,t1 Paymcnls Accnu11t :mt.I to di,hut'-1': !he 
und.sputed J'<>ltion 10 !he 1'!1u11da1i,111 or to the fund sredfieJ in suhsccl!nn Vlll(l'). as appropriate. 

(11) The lnllepcntlent Audi1ur ~hall in,truc! lhe Esanw J\genl tu dhhursc hinds on d~pusi1 in 
the Suh,eclion Vllf(h) An·11unt und Suhsccti1m IX(e) Account {all such Acrounls mt ddincd in !he !ila:ruW Agree1nent) 10 
NAAO or tu lhc h,untlatiun, a~ a11f!r11p1iaie. within IO nu~incss Days after !he dare nn whkh such amount, were cr.:ditctl tu 
,wh Acwunts. 

(C) l'rumptly following ti~ orcurrencc of Stulc·Sp«inc Finali1y in S,Hling Sl<!les h"vini: 
ag~rcgine Allo,~hle Shares equal to :11 l<,ast 1:10'4 of the tnlul aggregate Athicah!e Shan:~ a~~igncU 10 llll States lh:n wrre 
Serfling S1a1e~ us uf !he MSA E~ecution Date, lhe Seulinll Slate~ and the Original l'nrlidpaling Manufar1urers shall nntify 
1h, lndtpcnden1 AWitor uf such 1l(cUrtence. The lndej1dlden1 Auditor sh~II pwmpll y there a lier notify ea~h Notke l',1rty of 
the 1K:cunence uf ,uch S!alc·Spe<.eilic flm11ily und uf !he umt!!JRI• held in !he Snh'(cliun Vl{c) An:nunt (S11h~cquen1) (a, s!Kh 
Accuunl is defined in the Ei.crnw AgrecmeQI), if ~ny. If 11dthn any of lhe Scltling St.11es nnr any of the 1'1111idpating 
Manufu1.turer• di,rutc, wch mrnmn1, ur tli1,puCes !he 11<.'.<:Urr,ncc tff such Stalc·Spccilic Vin:ili1y, hy 11utke t.lelfvercd tu cm::h 
Nu1kc Pa11y 1101 t:11,r th.,n 10 Uusi11ess Duy~ i.flcr delivery hy !l'k!: lndepcntle111 Au<lilor nf !he nmice dcscrihct.1 in the 
precellin~ sentenc.:, the lndcpem.knl Autlihlf ~hall prumptly ln~1ruc1 du: l:!~cn1w Agenl In t.1i,hur.~e the fllnds held in ,uo.:h 
Ac,ount lo the Fuumla1iun. If any Sen ling Stule or Par!icip:iting Mun11fu,1urer tli,rutes such amounls nr !he occurrence ,11· 
su~h S!a!,-Srecitic Pinllli1y hy nn!ii·e <leliverctl to eu1:h f!lhn N11lke Porty nm la!cr than 10 Husiness Day~ uf1cr deli,.,cry t,y 
the lnt.lepent.ltnl Aullitor of 1he nnris'e d,snihed in !he s«11nt.l sentence of th
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l'I wbsecllnn (4)(C), !he ln<lep~ntlcnt Aut.litor 
shall promp1ly in,1,ucl th, t,nnw Agent 11, uedil !he ;.1mounts dispulcd In the Dhpu1,d l\1y1nem~ Account und tu lli~hun<e 
1hc urnli,pukd puni,in 10 1h, Fnunllation. 

(5) In;a1meu, of Pavnx:o\F Fnltflwim· Itouioatinn, 
(A) A, 1,1 amount• Jx;W Coe S,;trlinc Sht,;~. l'rnmr1ly up,111 lhe termination nf this Agreement 

with rupee! h> any Sculing Stu!c (whetl'k!:r or nol u part nf the 1e1minatinn of !hi~ Agreement us to :11! Sen ling Stale,) such 
SM, nr JAY l'an,dpatini; Manufa,1urcr shall nmify 1he Jnder,cndcnl Auditor of such 11t·<.eurrence. Th, J11dcpcndent AuJi1,,, 
,h;,11 rrnmp1ly 1hcrc;1ll,r n<11'1fy e-4,;h Nntkc l'llrty of lillCh lerminatinn antl of the amoun1, hdd in the Suh,~ctiun IX(M 
Acnrnnt (Fir<!), the Suh,eclion IX(h) A<.ecounl (Suh~equtnl). the Suhscc1ion IX{e)(J) Aecu11n1. 1he Sul>seetiun IX(c)f2l 
A<.:count. and lhe Siat,-Spt,dr,c A<.:counl for !ht benefit or such Sctt!ing Stule. Ir neither the Stale in 11ue~tion nor uny 
1'ar1idpa1ing M:inufoeturcr tllspme~ stn;h amoun1s (lf !he l>t'Cl!rteflt:e of such 1erm\natlnn hy nulke tlel\vered tn ,ach other 
Nuticc l'ar1y nn! lu1er lhan 10 Hul<iness Duys aOer delivery by the lnllept'nlltnl Audihlf of 1he nutii:c dt~<.etihed In the 
rn:celling sentence, the lndq1entlen1 Auditor ~hall jlftlmf)lly inslruct the !!~crow Arent lo lrJnsfcr .,uch umnunts tu !he 
P11r1idpa1ing MJnufaclurerN (nn rhe ha~i~ uf lheir rupeclivc eontrihu1h•n~ of ~uch funlls). If lhe State in que•lion or "ny 
Participating M~"ufo~turcr dispute.• the an·wunls htld in the A<.:coun1s or the ...:curreuce l,r ~uch termination hy nn1ke 
llel"1vertd 10 each uthn Notke Party nol luter !hun 10 Bu~ine~~ Days i.f!er <lefivery by the lndcpcmknl Auditor or !he nOl!cc 
lle~nihttl in 1he !<Ccuntl senlencc of this suhscclio11 (.S)(A), 1he Independent Auditor ihaU rmruptly in~m«.:t the E111:mw Agent 
lo transfct the umuunt disruted to the Ol~puled P11ymen1~ A~t1111nt and lhe untli~put,d pnf1ion In the l'af1idpating 
M:inofo<.elureri {;m the hasi~ nflhe1r re~pecrive <.eonltihntions 11f i;uch fund~). 

(8) A~ m umuunN hsld fnt fl)bffN. If 1hi~ Agreemcnl ls 1ermina1ed wiih re~ped 10 all of 1he 
Seuling Sime,, !he Original Part"1dpa!ing Mannf~lurer~ ~hall prumptly m•llfy lhe ladq>endent Anditnr or ~u,h o,·rurrencc. 
The lntlrpemlent AUtlilor ~hull pmmpfly theteaflef noliry each Notice Parly ur such trrminaiinn 11nd uf !he amoun1s held in 
!he Suhscc1i11n Vl(h) Acc1mnt, the Suh~cctinn Vl(c) Account (Pir~I). the Subxeclinn Vlll(h) A~~ount. lhe Suh~e<.:tiun Vlll(cl 
Accnunl 11nd lhe Suhscction IX:(e) A'-"Cnunl. If neither any Mith Sl11!e nor uny 1'11rtidf1alil'lg Munufoeturcr t.liipulo such 
amoun1s or the ,w.:rnrrence 111 stn.:h 1e1min11tiun hy n111ice delivered h> each ti!her Notkoe Party nu! lulcr th.in 10 Umin,:.,s Day~ 
altet delivery hy lh,: lnili,pt'nd,111 Auditor uf lhe nu1kc tlc~crihetl in !he preceding i.elll~nce, the lntlepcotlenl Audih>r ,hall 
prnmplly in,1,ucl t~ E~crow Ai;enl tu lrlln)fer ~tn;h amount, lo Ilic Purlidputing Munufll<'.IUrcr~ {on rht husis uf lhcir 
rc~pcctivc contfihmiuns or .,uch lnnds). If uny ituch S1u1e or any Purticipallng Manufa,;lllrcr tli~putes the amounts held in the 
A,·cuunh or the 1iceumnce of ~uch tnminution by nulke lldhcred 10 euch other Nolice 1'(1rty nnt l:iter 1hun IO Ru,ines, 
DJy~ after delivery hy the lntlepcntlent Audi111r 11f the nut kt descrihctl In the sc~1md ~ent~nc, nf thi~ ~uhsetiion (5)(11), the 
lnderernlent Audilnl !.hall pmmpdy 'tn~trucl lh~ P.scrow Agent lo credit the 11moun1 <forul(d In the Oi~putetl l'uymenh 
Account unJ u:in~fer lhc untlispu!~d portion lu the Pur1idpati11g Munufoclorcu (an lhe ha,i~ of their resree1ive nm1ribuli11n 
nf .such runt.ls}. 

(C) As m amn11ol! bsld in !he Sub~ectinn Ylfrl Acrount fSuh•euuenn. 1r 1his Agrtemen1 1~ 
lcrminated with respect to Senling States hwving uggrtgatc Allucihle Shure~ equal 10 more lh:,n 20% of the lutal agi,;regu1e 
A1!01.ahle Sha1cs assigned to !hose Slu!e~ lhlll were S,111ing Slates us of the MSA Cxccut"mn !},11e, the Origiw.11 Panitljl"J!lng 
Munuf'lcturers shall pmmptly notify the Jndeptndcnl AudilOf of ~trch octurrence. Th, lndeptndent Auditor sh"fl pmmplly 
the1~uficr muify each Notice 1'ur1y uf such 1erminuti11n und of the amounh held in 1he Snh,ectiun Vl{c) Acc1>11n1 
{Snhsequenl) {a~ defined in !he e,<.ernw Agreement). If neither uny such S1:11e with respecl 1<1 which !hh Agreement h;1~ 
tcrmlnuied nor any Punleiraling Manuf~cturer dispute~ ~uch nmouoJ, or the oc1;u,n:nce or ~uch termiualinn hy noli~e 
deJ'ivered Ill e:ich tither Nolke Puny nul later lh:1n 10 Uu<lnu~ l)d)'S uftrr delivery hy tht lmkf>eodent Audihir i•f lhe nulice 
iksclihtd in the pr.:ceding scn!ence. 1he lmkrendem Audihir slmll f""nlf'lly in,trn~·I lhc E.,tmw Agent W lran,rer such 
amounls lo 1h, Purlicip.1ting Munufo..:luras (on 1hc husis of !heir rc~p,c1lve <.eontrihufo,n:; ol' ,uch foot.I,). If any such Sl3te or 

" 



any l';ir!il:ip:ifinµ M.mufm;1urer o.li,pute~ the amuu111, h<:ld in the /11:count or the o,:currence uf ,m.h lc1111in:11inn hy m11i..:,• 
,kli"ered 10 cm:h 111her Nu!ice l'arty nut later lhan IO Llu,ine<s D.iys afler ,klivery hy the lmkpentlent i\U(!ilor ul 1hc 
nu!i.:e ,.ksciihed in the '<t:<>nd sen1en.:e uf thi, ~uh.~liun (S)(C), the lndepernlem Audi1or ,hall pmmptly i11,tr11u !he 
l!."tmw Ai;enl lo nedi! !he amount di,puted tu the Disputed l'ayment, Account and transl~, 11\e un,li,pu1ed f><"linn lo I~ 

Partiripatin!J M:mufa~turer~ {un 1ti.:: ba~h of their re,peltive cunlribution of su.:h fund~). 

(6) l);·t1:rminati110 of amnunis mid nr hi:ld fur !ht hcoclil ufn;·b indivitlua) SdJlinr St:11c- Fur purr,,w~ 
ur ,uh,c.:1ion- (t)(J), (!){.'!HA) and ji)(2). the portion nr a pay111ent !hat is made or held li>r the henelit uf each i,ulivi<lu:il 
Jkulin)! S!;ite ,h;,I! l,e determined; (A) in the "'"e of a raym<'nl ne<lite<l lu lhc Suh,cclion IX{h) Ac~mml (Fir.I) Uf O,e 
Suh,euinn [X(hl Ac1:mm1 (Suhwqu,,nl), by al!rn.'aling !he rc",uh~ of dau~c "Eighth" uf suhsccilun IXlj) among thu<e Sc!tlmi; 
Stuh:~ wtu) wen: Seu!ini; S1 .. 1e~ al lhe lime Iha! !he Ul!nlllFI! ol <u~h payment was -,ukulu!e<l, I'"' rnta in pmpnnion IU !hdr 
1esp,:c1ive A1!01:.1hl< Shares; and (IJ) in tmi case of u f'J)'menl credile.l tu the Suhwt:linn DClc)(I) Ac~~•unt or Lhe Suh<ection 
!X(cJjlJ Acn1un1, by !h~ re~uhs or dause 'Tv,'lill'lh" or subsection IX(j) for eJ<:h individual Stnling Sl3te Provided, 
h11wever, 1ha1. sokly for purpos-::s ,1f ~ubsettion (l)(J), Che Sellling St~te~ may hy um,nim,.,us ai;r~<m<:nt agr(e on u difkr~nl 
me1hu.l tif ~11,>\Culiun or unmunl< held in 1he Accounts identified in this suh~cti1•n (!)16) 

Id i''IYUICIJ1' j<> he Mmle Only A1!tr final Anumval. Promptly following the n..:i.:urren<·~ of fm;il Approval. the 
Stnlifll! Slates mi,J !he Origin;il l'Jrtkipa!ini; Marmfa<.:tu,ers ~hall m11ify the ln.lependcnt Au1lil<>f u[ ,ui.:h uccuncncc. The 
Jnd,q"!'n<.kn! Auditnr ,h,111 pmmplly lhcreafler nutHy euch Notice l':.ny ,,r 1he ,1<.:currcn<:t of hnal Appruval an\! ot ihe 
an~,m,1, h,el<l in !he S1,,tt·S~dl1c An.-uunh. If ncilhc1 any nf !he Sculin~ Stale, nnr aay ut' 1h,· !':irticipahng Mannfadu1c1, 
di,putts sui.:h mnoum,, dispu!c., !he u<.:cunen,-e uf final Appnmd ur daim~ !hat !hi, Agrecmem ha, rerminated ·" h, any 
Srulini; S1a1e for who,e hcnclil !hi: fumh ~re held in I S1.Ue·S~ti!k A,:<:uunl, hy nulice delivered lo each Not,ce l':,fly '"" 
later lb.in 10 ausine" n~ys :ifte1 delivery t,~ che Jn,fopenden1 Auditur of .<uch nmkc of 1-'mil Approval. the lode~nd,·n1 
Audilor ~hall promptly in;1ru<:I the l:i,;t;r;,w Agent tu <.li~hurse !he run<ls held in the Statc·Sp1':cifi<: A~c'1Un!~ lo (mas dircc1ed 
l>y) the: rupec1ivc Sellling S1.11u. If any Notke Pany disputes such a111uunts or !he <>CcijJTI:11.C nl Final i\flfl""'al. or daim, 
lh,L1 !his Ai;r(e11i.·n1 ha< krminaled us tu any Settling S1a1c for whme hencti! the fu1><I< are held in a Slalc·Srecifi~ A<Tl>11111. 

hy nuli1:e <lcltverc,l lo e,,di ,11her Nt1ti,-e l'm!y aol l:s!cr !hJn 10 UusiM,, [):,ys aft,:r ,lel,vay hy th,: lndq.cnd~n! AudUt>f ol 
~ud, n111i..:e nr Final Aprruval, th.: lmkpendcnl Audi!m ,h:ill pn."nr!IY i11<l1u1:t !11,: bcruw A~em tu .:red,t th.: :111munh 
di,put.:d II) the Obpule<.l Puymcms Ac1:uu111 :,nd tu d"h111,e 11,c undisputed pm1iuu tu (or J, tfotdrU by) the r.:<p.:1: tov,: 

Stilling Slates. 

(It} APQliqhiliJy h' 5,;;;J\oo XVH l'W!H(111"· This"'"''"" XI ,hd!I not J..., :opplkahk lu 1•,,ymtnl< mad.: put<u,1111 u, 
•1:'1:tinn XVII; pruvidfd, h1>W<Vfr, !hal lhc h1<.lcpemknl Auditor shall he l'l:spu11sihk r,., eukublin~ l<dJ!ive Markel Shur,·, ,n 

ll>nMt<:livn wi!h .such p~yment~. an.I !ht lnd~pendenl Auditor ~hall pmmptly pru~i<le 1he rc,utis nf ,uch 1:a1kul;i111,n to any 
Oligmal Pa11idpming M,mufat!Orc"r 01 Sen ling S1a1e th~t rr11uc,t< il do so. 

Hl Miw;1tcu!a1cJ nr Pisnutcd l'avmcoi~. 

(l) \Jodcm1v1ncnls-
(A) Ir informalinn h<com~,, availahk I<' lht ln<.lep,m.lenl A11Ji1or nul bl~• th,m four ycar< "her a 

PJy1iwm Due DJtc. 11n.l w~-h infnrma1iun ,hnw~ !hat any l'.1rhdputini; Manufauurer was ins!rocte<.l lo make an in,ullicienl 
payment on _such dat( (".,riginal paymen('), 1he !ndcpendenl Au<li!ur ~hall pmmptly determine tl,c additional paymenl owed 
hy ,ui.:h P.inkipa1mg M,mufoc1urer :in,! the :,111,calion nf "m·h additional payment ulltt•ni: !he applicahle f!ayee~. The 
!n<.lq>en.lenl Au<litur >hJI! then reduce such adr!itional payment (up tu 1he full uumunl of ~ut:h ad<.lilh,nal r,a~mc:nt) hy uny 
u<.ljustments or orr~et< that were uvai!Jt>le m !he Pani1:ipa1!ng Manufaclurcr in 1111es1inn again~I 1he uri11inal paymenl at the 
time it w11< ma.le (and have 1u>l ~in.:e been u~ed) hut whi,h such Partidrating ManufachJrer wa~ unah!e to use 11gnin~1 ~u~h 
original payment t>ecau,e sueh adju~hnents or offsel~ were in e~cess or such original payment {pm vi tied lh:il uny atljn~mli!nls 
or nffsels usetl .iga1in~1 ~u<.:h atlditinnal paymcnl shall rc.lu,;t un a doUar·for-<.lolJ.ir hasis uny uuuining ,;arry·forw,,nl heh! hy 
,u,·h l'ani.:iratini; Munufaduref with rcspe<::11<> ~u,h adjuslment or utfsel). The lndep,:ndem Audi1or ,h:,ll thcn utld interest 
.. 11ht Pdmt Rate (takulatrd rnm, !he ray111tnt Due Dute in 1.111e~ti11n) tu the additional r:iymem (a< reUuced pur~ua111 \o lhe 
preceding ,enttncc), e!cerl 1h:il where 1he atl.li1im1al payment owed by a P1u1idpa1ing Manufacluru is 1he ,e,ul! uf u11 
undupuymcnt by SUl·h Purti..:ipaling Manufa..:lUl'l:f ca11st<l t,y su,·h !);i,rticiratlng Manufacturer's wichholdmg of intnrination 
ni dei<:rit>ed in sub~e,tiun (tJ)l5J(B), 1he applkah!e inlere~t ra!c shJ!t be Iha! descrit.cd m suh,"-tiun IX(h), The lndepen<lcut 
Audiltlr shull promptly givt 1101\l~ of 1he atlditional p~y1~nt n~d hy !he Purlh:ipaling Manufacturer in qu~,tiou (J, 1etluced 
:m1Vnr intrea'ltd ;1-1 .l6~rihetl aho~e) h• all Noiice Palli<'~. ,hnwinc Jin: new inf,.nna1iun and :ill 1::,kul:1!iun,. Upon r(cdpl ut 
~uch nn1ke, :,ny l'.ir1lciria1inc M:mufot·turer or Se11linl! St:ole 111ay di~pulc the lndep,:mkm i\udit.,r's c·i!kul.,tmn, in 1he 
l!!anner descritn:d in ~uh,e<.:tinn (d)(J), an<l lhe lndtpt'mknl Au,lihlf ~h-111 promptly no1ity each No1i~e !'Jtly of any 
wbi,,:quenl revi,ioM 111 it~ Ci!kulations. Not more thJn IS ,lay~ after receipl uf ,ulh nu!u;c fur, if !he Jndepen<lenl Audit"r 
revi.~es it~ ~·~kululiun,<, 1101 mure tb;1n IS dur after rtt:eip111f the revi-1ions), ~ny P.Ml1~ipa1ing Manufo~turer and any Seulini: 
SMt muy di~pute the lndepcntlrnr Audilor's calculatioru in !he munner prescribed in suh,ectiun (dl(6l failure 10 di,pu!t the 
tmle~n.len1 Auditor'~ tJkulalhms in !hi, m:inner shall cun~tilute ugreement with the Jndt~nden! Aud,tnr'~ ukulahnn~. 
,uhjecl In !he limilJlinn, stl forth in ~uh,c.:tiun (d)(6). l'ay1ntnl nf the undi,pu!ed portm11 nr an ~tl.1,tion:,I flJY•lltnt ,h:1!1 he 
made to 1he Es,r.,w Agent rtol more than 20 day, al!er ret:eirt uf I~ notice de>-1:ut>ed in lhi~ ~ijh<eLlion (A) (nr. ii' lhe 
lnd~p~ndenl Au.limr revises ii~ cakul,ninM, not more" rhan 20 dJys alkr rcl'tipt nf the revi~ion<). failure 11> p~y ,uch poni"n 
;ball render !he l'.irlfriparing f',.fanufot!urer liahle lur inter<'~! !heicun ;is pro"i.letl in mhsediun IX(h) f':iyment nf the 
di~puted por11un ~hJII he i:overne.l hy ~uhseclilm {d}HI). 

" 

(Ill To the extenl u di~pute a~ 10 u priorpayrnenl h resolved with finality again,t u P:1nicipa1ing 
Ma11ufoc!urer: ti) i11 !he ~use where 1he disputed urnnur!I has t>een pai.l intn lhe Disputed Payments Account rursuant tn 
<uh,..,ction (d)(II), the ln.lepc:ndem Au<li!ur ~hall in!<lruc! the Es.crow Agent IU trnn<fer such umounl It! the applicable payee 
Ac~uunl(\): (ii) in Che ca,e whe1e lhe disputed amount has not been paid info 1he Dispu!ed Payments Ai.:euunt and the 
di\flule was idenhfird prior to the Payment Due D,11e in 1.1uolinn hy delivery of u ~tatemenl pursuant lo suhsecllnJ\ (d)(6) 
i<lentifyinc ~uch tJi~pu!e, the lmlependeul Audilur ~hall cakulatc intcn:st on the di~puled amount frum !he t'ay111enl Due Date 
in questinn (1he applicable interest rn!e lo he thal prn-.ided in suh~ection IX(h)) and !he ullncali,m nf such unmun1 and in1e,e,1 
amnng the arrlicJhlc payees. und shall provide notice \>f the a1111,unl owed (and !he idemily of the f'Jynr an.I payee~) tn all 
Nnlit·e Parties: aad (iii) in all nther l'.ilSC~. !he pmce<.lme .lc:St:rit>ed in ,uh~eclion (ii) ~hall :1pply, e11:ept lh:11 the a11rllcahle 
in!ernt r~tc: ~h.111 he lhc !'rime: l<Jte. 

(21 Oumayrncn1s. 

{A) If a dispule u~ lo a prior rayment is rc">-11!ved wi!h linalily in fovor or a Pankip111ing 
M~nufocturtr where Jhe di~putcd 11rnnunt h.l~ been raid intu !he [)l,pulc.1 l'uyments Ac,;ount rur,uunt to suh~e..:tion (d)(II), 
!he lndepcndrnl Audi!ur shall ins!ruct !he Hs1:rnw Agenl 10 trnmfer ~u~h mnount lo ~urh Pmtidpa1ini; Manufa,;turer. 

(ll) If infnrmatinn ~cnme~ uvailal,Je lo the ln<.lepcndenl Audilor fl!lt !uler than four year~ 11f1er a 
PJyment Due Date ,howing Iha! u Participalfng Manufa1:rnrer made an 0Yl"rpaymen1 on ~u,h date, or ifa dispule as tu a prinr 
payment i~ rc,nlved with linalily in fJvur of a Purtkipaling Manufatturcr wh~rc 1he dbpu1eJ amount ha~ he(!l p;lid hut nu! 
inlo the Dispule<l l'aym<nls Ac~ount. ~uch 1';1r!icip;ilini: Manufaclun:r ,hall hr enlhkd lo u u,n1inuing dl1!1.1r-for·Unllar i•lf~e! 
a, follows: 

(i) \)fl',eu under !hh suh~ection (B) ;h,111 be applkd only agJin~I e!icibk f!Jy1rn:nb 111 he 
nude t>y wch l'anidpalinc Manufac1ur£r arter the enlillement to the uff,~t uri,es. The eligible puym~nh sh~ll be: in the -,a~e 
of olbet< arising !'rum paymen1, un.lef subsection IXlb) t•r IX(c){ I), suhsequent puyments under uny of such suhseclinn~; in 
the i·a,e ur n1f~C!~ aniing frnm Jl~ymenls under ~ub~clion IX{c)(2), suhiequcnt payments under such suh-1cctiun nr. if nu 
,uh,~1.1uenl p,1ymrn1s ure lu t>c made urnkr ,u.:h sut>scction, ~uWquenl puymems under suh,ccliun IX(<.:){ I): in tht case of 
off.,el~ arising Imm payments un.la ,11t>scc1i!ln IX(e), ~llhJ<Cqucnl payments under such sub;.ection ur sub:<e:di1•n IX{~); in the 
1:a,e nf othcl~ ari,ing fr,1m r~ymen11 under suh1ectiun Vl(c), ~ab:oo.equent payme11!s under audi suh~ct:liun ur, ir no 
,uh,e .. 1ue11t raymtn1~ arc lo be mJde under such subseeliun. ,uh<eq~nt payment, under any uf ,ub"<C~·1ion IX(c){ I). JX{c)(2) 
or IX(e). in 1he ca~<" of nrrsc1, ad,ini: from payment, under suhscctina Vlll(h), sub,;equent payment~ un<ler s11<:h sub~rclion 
ur, ,r no ,11h,e,111tnl p.,ymen!s J1e lo t>e made under suth ~uhsectiun, ;.uhsequenl pay111tnts un<.ICJ either suh.ec1io11 IX(c)( I) or 
IX(c)(2); in the c,.,~ of oft'seh ari,ing frrnll p~yment• under ~uhsection Vlll(c), suhwquenl p~ymenls un.ler either suh~~tinn 
IX(c)(I) ur IX(c)(2): am!. in the ca,e of oflset~ :uising from paymcnls under sub~eclion IX(i), sub;.equent payments under 
,u~h ~uh,edion (1:1m,i\le11t wi1h the pmvishms of this ~ubsec1iun (B)f\)). 

(ii) in the case of nfrscls lo he appli<'d ocuin" paym,,ni. under suh,e~liun IX(c), !he 
nffset In he applied sh:111 be opportinn~J moon; lhe S<Uling Statu pro rnta in proportion 10 !heir re~rective shares o!' such 
p:1rmen1,, a~ such 1espc:c1ive shares ure determined pur~uanl lo ~lep E uf dau!lt "Sevenih'' (in the ca~e of paymems due from 
!he Orijlinul l'arlitipa!inc Manufocturer.;) nr chu~e "Silllh" (i11 the ,a,e vf paymenh Uuc Crom 1he Sub.tequent Partidputi11g 
Manufa~lurer~) uf ~uh,t~linn IX(j) (eJ\cept where the orr~1 ui~t~ rmm an uvc,rv1ty111tnt applicable l<uldy In a partkular 
Senli11g Slate). 

(iii) !he total :1111<.1unt of lht orr~et l<l which u Punkira1ing M:mufo1:1urer sha!I be enlille.l 
Jhall be !he full amount uf lhc nverpaymenl it mm.le, lngecher with inlered cakulutW frum the 1imt of the overpayment tn the 
l'Jyment Due Date uf !he first eligihlc paymen1 again~! which IM orf~el may he applied. The applicah!e inlere,t ra!e iha!I be 
the Prime Rare {u~ept 1ha1. where !he overpayment i~ the rt~ult 11f a Senling State'~ wilhhol<ling of information u .ie,..,~ihl,d 
in ~uhse~tiun (d)(.5)(1}), 1hc applicah!e in1eres1 rate ~hall he th~t descdhc:d in suhsec!ion IX(h)). 

(iv} :m ofrsel under !hi~ ~ub~n:tion (8) ~hull be applied up In !he full 11mounl uf lhe 
Parliciraling Manufac!urc"r·, share (in the: tal!C uf p:tymenl~ due fmm Original Parlicipaling Manufa<.:lurer.;, determined as 
Uc:si.:rihed in the first senlence of clause "Seventh" uf iuhstclinn IX(j) (or, in !he case of payments pur~uunt tn ~ubseclion 
tXk), step O uf su,.;h dJu<e)) of the elicible payment in question. a1 such payment has been adju~led aoll redu1:ed pursuant Ill 
dausu ''J'ir.;f' 1hmui;h "Si•th .. of ~ut>~et:tion IX(j), lo the e:.:tent each such dause i~ applicuhle 1<11he p.tyrntnl in 11ucstion. In 
!he evcnl 1hul the offset to whkh a Purtidpaling M3nufut!urc, i~ entilled under 1hls ~uh;ei.:tion (l:l) ~1uld u.c~ed such 
bnidp111ing Manufo.:111rer'~ ,ha1e uf 1he dii;ihle paymenl agaln~t whit:h it is being upplied (111, in the ca<e where such t>ff<el 
a1ises from an ov,:rpuyment urrlic"hle ~n!dy lo u pij11icul:ir Seulin_g S1a1r, 1he portion of such paymtn! llut i~ made for lhc 
1,.,ne!it l>f ,uch Seuhoi; S1a1e), the offset shall t>e lhe full amnunt uf su~h Pankipatlng Manufa,;tuur·, ~hare nr ~uch paymcnl 
and all mnnan!s nut oft'<el shall t,1rry forward ;ind be ofr~tl uguiMI ~uh>tquent eligible paymems un!il ull ~ueh mnounb have 
Ileen uffscl. 

(J/ fl!.nr!_~aJ:!..llJ•er A!fph~·ahk Coodltjop. Tu Ille ulenl that II raymenl h mu<.le ~frer !he 111.·cumn~e of all 
applicable comli1iun~ fur 1he tli,hursement uf ~uch puymenl ltt lhe p:>yee(~) In quesfiun, !he Independent Au,lilnr shall i11,1ru,1 
the Escrow /\gent to di,t>ur~e such payment pmmplly fllltowing its depo,il. 

,,, 



XII. SETTI.ING STA 1"1\S' ltELF.ASE, DISCllAltGR AND COVENANT 

(H) Jkk:\'\'. 

(I) Up1,n the o,;cum:ncc ot S!:ilt·S~dHc l'\11ali1y in u Seu ling Staie. Mitch Sct11ini: S1.,1c ~hall "h"'lutrly 
,md uncnndhionally reknsc and forever di~chmi:e all Reka~etl l'arlies hum all Relt:,;cd Clmm, Iha! the Rck;JSing l':trli<', 
dir<'Clly, indirectly. t!eriva1ivtly ur i11 any olher c:1padty ever had. nnw h~ve, nr here:irier can .. ,hall ur may h:1vc. 

12) No1wi1h,1:imling the f,,regoini;, 1his fl:foasc and disch:irgc sl1atl nut apply 10 any t!efcndanl in ;1 laW)Uil 
.,eUl<,I rurwant tu !his Agreement (olher 1h:1n a l'urlkipatlng Manufllc1urerl unless ant.I unl!I such defendant releases the 
Rdea,ing Partin (anJ <lclivtrs tn 1he Auorney Genernl of lhe applkahle Sealing S!ale ;1 copy or ~u,h rete.1:.t) from any aml 
all Claim,- n( s111;h Jr!endunl relaling h> lhc pru~~culion ol' wch law~uit. 

(3) !;;11.:h Sc!Jling State (for it~etf anoJ ror !he Releasing Par!ics) further c1wc11:m1s anti agrees thal ii (and the 
Rclea,dng l'utti~s) ~h;1II 11111 uher !ht uc1:orrence of Slale·Spedfic finality ~ue nf ~eek lu eslahlhh civil liahilily 11g:1in,1 any 
Relc;1i1ed Parly h~,,.t!, in whuk i•r in part, upon uny vf the RckuscoJ Claims, anoJ further Jg,,.e, that such covena!ll anti 
agretultnt ~hall he a compkte t!cftn~e lo any such tivil a~tion or pniceet!!ng. 

(4) (A) Each s .. ulin.i; Sl:nc (for i1sdf arni for 1he ktl,.a,ing l'anics) fuuher u1:1cc, cha!, if,1 Rdea,;cd Claim 
hy a RcleJsini; !'arty a~ninsl any per.tun or enlily 1h:11 i~ nol u Reku,etl Purty (a "non-Rdr,1,ed l'auy .. } rc,ulh in or in any 
way i:ives ii"<: lo :1 cl.lim·nvct (un any lhcmy wh:i!r"l',.rntha 1h,m a ch1iu1 h,1.~ed on an e\prc,s wrillc11 imkmni1~ :oi;rcem~!H) 
hy ,11d1 nun·ltde~set! l'any :1i:,lins1 :iny ltekasc,J l'arly \and wch Reka,e<l !'Jrty give~ n,u,~e h> lh~ applk~hle Seuhni: Stale 
within :to tluys of lhe ~tr"l'ke n( such claim·nver (or within JO day, allcr !he MSA Exern1i11n OJ!e, whkhevcr i< l:ncr) aod 
rri1,r to enuy inlo any ~c1tle111ent of such claim-,w,.r), !he Rdca,ing !'arty: (il shall retl1Ke ur cret!1t .tti,tin,1 uny judgment ur 
,etdemcnl i;och Rck.,sini: P,1r1y m:1y \>hlain again~• such nnn·Rdeuscd l'iu!)' !he full m1munt or any jmlc111c11t or .,culemem 
~m:h nnn·Rdca,ed Pally may uhrnm uguin,t !he Relea~ct! l'ilrty on such dailll·nver; und (ii) shall. as p:111 ol m1y ,eul,•ment 
wilh ,uch ~on·Reka,et! l'uuy, uhrnin Imm .,uch nun-Rclta,e,J l'Jrty for the hcndlt 111' ,uch Rdea,ed l'arly" ,:,1isfa<:1iun in 
foll of such nun-Released Puny',; ju<l1Jmen1 nr ,eule11ltn1 atainsl lhe Released l'ulfy. 

(IJ) E.1d1 Senli!IIJ St.,h, lurlhcr :1i:rc<', lh:11 iu lht cvci,I th:,J lb~ pmvi,i<>n, of ,uh,cc1in11 (4)(A) ,lu 
nol folly diminu1C m,y urul ,Ill liahility ul any Ori(liu.11 l'arridfl:ilillg Mauufaciurn (nr ol any pcrwn or enlily th.11 i, ;1 
lkk.isc<l l'arly by vittue of it~ relaliun to uny O,igin.il 1'Jrtid11atin11 M11nofo~111rerJ with rc,pecl lo cbi1u,,nwr (m1 :rny lhemy 
whJlever mhcr than ~ daim h~se,J on :in cli.proa wrilfcn in,Jemnily ugreemenl) hy :iny mm-Rckasetl P:111y !o recmc1 in 
whole nr in pJrt ,my liJbili1y (whether direcl or indire.:I, or "'hcther hy way or ,cnlemcn! (h> the exknl thal ,uch R,.k:i'<'d 
l'"riy ha, gi~cn no1icc HI lhe 11pplicuhle Scuting Srn!e wi1hin 3U <lay., nr the scr~ice of such ctailn·uver (nr within JU d"Y' 
afler !he MSA Execution l)aft, whiche"l'Cf i.~ latn) 11n,J prior 111 entry into uny ~e1t!c1nen1 uf ~u~h cl:iim·nver), ju<li;menr ur 
ntherwi~e) 11f ~uch n1m·Relet1~cd Pariy hi any Rdea,ing l'auy ari,:ing oul nf uny Released Cfaim, .<uch Ori11in11l 1';1rtkir:11in11 
Manura~lu«:r ~h11!1 receive a continuing dullar·for.Jull11r oll~el fur any amuunl~ paid hy w~h Orisinul Participatini; 
Manufoclurer (or hy any persun nr enlily lhal is a Rclta,ed Party hy virtue of its relation to such Original Participating 
Manufacturer) on :my such liahility 11g,1inst such Original l'artidpating Manufacturer'~ share {tle1cimined :is t!el'trihed in s1cp 
E of dau,;e "Se"l'en!h"" nf ~uh,tl·liun IX(j)) uf !he applicahle Seu)ing S!ute's Allocate,! Paymen!, up 111 ihc full amnunt uf su.:h 
OriJ?iu:il Participating M:inufoctuo:i's ~hare nr "11d1 Al!ncate,J l'ay111enl each year. until ,,11 wch u,nnunt~ paitl un ,u~h 
hahility bav~ he~n offse1. In the event thJt !he 11ffae1 unJer ll1is ~uhscc1iun (4) wi!h re,pect In a particular Scnlin.i; Stale 
w,1ult! in uny given year uceet! su..:h Original Purlicipalini; Manufocl!lret's sh~re nf such Seuling Slale's All11caletl Payment 
(a~ ~uch ~hare had been retluced by adjuqrMnl, if :iny, pursuant lo lhe NPM Adjus1mcn1, und ha, been reduced by ulfsels, ii 
any. pur~uanl I{! the offset for miscalculaled or di~putct! payn1tnls, lhe fet!ernl Tob;1cco l.cghl"lmn Offi1e1 anti 1he Lilig;i!ing 
Releasing l':irties Off~el): (i) lhe uff,el to which such Original Panicip~tlng Manufacturer is cnlitle<l undcr thi, ,uhscciiun io 
~Uc'h yeJt shall h~ !he foll amnunl uf such Original l'arlidpaling Manufodurer'~ ~hare of sue!, Al!.,rnle1! l'ay,ncnl; and (ii) all 
a111non1s not uff,;et hy o:a~nn of suh~ecliun (i) ~hall cnny forward an1I ht ull:«:1 in the following yea1(s) un1il :ill ,111:h amounts 
have hecn ulfscL 

(C) Each Seulins State fuuher ugrcc~ thlll, ~ubjtcl It) lhc pmvisiun, of ,c,;tion IX(i)D). ca,;h 
Suhscqutnl Parlidp.-ting Manufactun,r ,hull be cnlil1td tu the uff,ct <lcs.:rihcd in subsc<.:1inn (H) uhuve tu the exlcnl that ii (nr 
uny pnson or tnlily Iha! is 11 Rclc.ised Parly hy virtue uf iii rclath:m,hip with ~uch Suh<equem P,mi<.:ip,lling MmrnfocturerJ 
hu~ r.iid on liubllhy llrn1 wmd,J give rise lo an ol'fael under su~h ~ub,ection if pai<l by an Original ranicipatmg Manufa~turer. 

(5) This release nnd covenanl shull nut opernte lo interfere whh u Seuling Static', ahilily m cnfon:c a~ 
again1I uny Panidpaling M:1nufa~1urer 1he pruvisiuns or thi~ Agreemenl, ur with the Cmm's ahili1y tn en1er the Cunsenl 
lknec or lo maintain continuing juri~t!ic!iun Ill enforce ,u~·h Cons.en! De~rec pur,<uarlt to !he ltrm, thereof. Pw"l'ided, 
howevu, thal ntifhtr suhst~lion lll(aJ ur lll(r) nr thi~ Agreement nor ~uhsecli11n V(AI or Vil) nl" the Con,enl Oecra ~hall 
neate a rigll! lo ch:1lknge lhc continua1i11n, alkr lhe MSA Hxr1:11lion Dale, of uny a,Jve1tl~in~ cuntenl, claim or ,;log an (<>!her 
lhan 111e uf ~_Cnlonn) lh:1t wus uut unlawful prior tn lhc MSA f:J1.ec111ion Oult, 

(6) The Se!tling State, ,Ju nol purpun to wu!ve ur rtlease uny claim~ on hehall' of lndi,rn !rihes. 

{7) The Se1ttin1;1 Slate~ do nut waive ur n.,kal'e uny criminal liability haseJ nn lhlernl, s!itle or lucal law. 

.lO 

(8) N,11wi1b,1anding fhe foregoing (and !he tlefinilion uf Rctea~ed l'ur!ics), thi, re!ea~e ant.I t·1wen·,1nt 
,h:ill nn! "l'PIY In rct:iilen<, ,111•11liers ur tli,trilm!nrs lo lht utenl .,f any liuhility ;iri,;ing fmm !ht ,ale ur di,luhU!inn of 
Tnhuccu l'ru,Jui;t, or, nr the ~upply nf c1unpl1ncnt paru orToh,ll:co l'fl>duct~ It•, any nun-Released Pany. 

{A) Each Senling Start (for ilstlf and fot the Rc!ea~inc Putties) ni:rtes lhal, if n cl:iim by a 
Relta:.in& l'~tty again,1 a retailer, suprlkr m di~lrihuHlr !hat would be a Rcleuaed Claim hu! for lhe opcrnlion of !he 
precetlini;: ~e!llcnce re~ult~ in or in any way i:ive~ ri~c to II cla\m.nvcr (on any !hemy wh:ucver) by such re1ailer, ~upptier or 
dhtrihulnr uguin~t uny Relea,;c-d Parly (and ~uch Released l'arty gi"l'tS nutice to the applicable SeUling St11lc within 30 days of 
the 11ervke nf iuch claim-over (nt within 30 t!uy11 uftcr the MSA l:!~eculion Dale, whkhever is laterJ um.I prior to entry inln 
any ~cnkmcnt nf ~uch clairn-ovu), the Rele~1dng Party: (i) shall redut"e w credft ug11in~I uny j11<lgmenl ur i<ellle111enl such 
Rdtu~ing t•any may ohwin ugainsl such reluilcr, supplier nr di~lrihutor the full umounl uf uny judgment 11r KeUltmen\ such 
retailer, supplkr 11r distribulor 111ay ohtain again,! the Released Putty 1111 ~m;h claim·uvcr; am.I (iii ~h:111, as part uf uny 
~tllkmcnt wilh such n,1ailer, supplier (If distributor, oMain fmm such n,!ailer, supplier or di~hihut«r for !he henefil of ~ueh 
Rdea,c,J Party a salisfaclion in full or Mich n,rnilcr's, ~upplier'R or t!idrihutnr's juoJgment cir settlement ue:1imt the Rdeu,td 
)'3rfy. 

(B) Ench Settling State further asrces that in the event lh~t the pmvisiun~ of suhseclion (S)(A) 
alwvc t!u nut folly clirnin;itc m1y and ull liahility of uny Original Purtidpuling Manufodurer (or any persnn nr enlity lhal is n 
Rtlea.,et! Party by vinue of ib rdaliunship In an Original PanicipJting M"nnfa~turcr) with rei.pcct In cl~irm·nver (on any 
!henry wh.1h:Vtr) by any soch ret:1ikr, supplier or <listrihutnr In recover in whole ur in pail ,my tiahilily (whelher Jir~t·I nr 
i11tlirec1, or whclhcr hy way ul seukment (to !ht e~l<'nl thal ~uch lkkal'<t! !'arty hJs given nolice 111 the applicable Sellling 
Slate wilhin JO t!Jys of the service .,f such cluhn·1>"l'er (nr wilhin 30 day1 after the MSA Execution Date, whichever is lalcr) 
and prior to tn1ry into any ~ettlcrncnl uf such claim·over), judgment ur lllherwisej uf such reiuiler, supp!ler ur <lislrihulor III 
any Hclusing Puny 11,i~ing oul ofuny clai,n !hut would he II Releu~d Claim but for the (lrtralinn of lhc fir,<t ~eotencc of1hi., 
,vh~ectmn (!IJ, wch Original f'artidpa1ing Manufm:tunr ~hall n,cti"l'e a cnntinuing dolfor.fur·tlnllar offset for uny umuun1~ 
paid hy ~uch Orig,nul l'arliciputing Munufac1urer (or hy uny person or entity !hal i~ 11 Rele:1,et! Puny hy virtue uf ii~ rdution 
hl such Ontinal l',1r1icipating M:inufoclurcr) nn any wt:h liabi1hy ug~ifl~I M!eh Original 1',trtidp,uins Manufodurer·~ ~hare 
fdetenniue,l '" (lcsnih,d in ,1ep H nf cl,mse "Seventh~ of suhsecrh,n IX{.j)l uf !he applicnhk Sellling SI.He's Alto1:a1ed 
l'aym<nl, up to the full ;inu11m1 of such Original P11r1idputing Munufo~turer'~ ~hare ur ,n~·h l\lloc:1h:d l'o1ymenl e:11:h yeur, 
un!il all ,uch amounts p:iid on such liability havt been n!Tsc!. In !he e"l'tlll lh:u !ht offset umkf (hh suhstc1ion (!I) wllh 
re~pec1 tn :1 p:itlitul..r Settling State would in :iny given year exceed such O,iginal Paniciputing Ma,nufo~turcr'~ ~are nf ~uch 
Settlin11 Stale'., Al!ucated l'uyment (u~ ~m:h share had hcen n<lute<l hy adju~lmcnt, if any, purw:int IU !he NPM AJju,1men1, 
:ind has hecn rcJuced hy nffsel~. Ir uny, pur,<uanl lu the uff,el fnr mbcakulu!ed Hf t!i~ruh:oJ payments, lh~ 11cdernl fnhaccn 
LcgMulilin O!li,c:1, the l.itigu1ing Rclcu~in11 Paulo Off,et und the t>fr•et for claimMwef under ~ubscctiun Xll!.il'\4)(11)): {i) 
!he offset IU which ~11ch Origin11l l'artidpati1111 Manufactu,er b entitled under this subi\ection ln ~uch year Nha11 be Ike full 
umounl uf such Original P~rtidpating Manufacturer's share or such Allocated Payment; 1111,J (ji) all amounts nol offl'tt tiy 
reason nf dau~~ Ci) sh~U curry forwaftl anti be nffsct in lhe following year(s) unlil all such amnunN ha"l't hecn off~cl. 

(C) Each ScUting Stale further agree~ lhul, subject In the pmvi,ion~ of suhsectiufl IX\i)(J), each 
Sub,ellurnl 1':1uidra1ing Manufaclurer ~hull be cn1i1!ed to !he nff~cl t!cscfibe,J in suh~ctinn (8) abuve tu the exteol lhul it (ur 
any person nr entily that i~ a lteknse,J Party hy vinuc of its rela1!un~hip wi1h such Suhsequcnl PMtidraiing M~nufacluru) 
has paid oo liabi!ily thal Wt>Ult! gi"l't rise tu an uffsel under such !lubscction if paid by un Original P~rticipnting ManufacCOrer. 

(9) Notwilhsrnrnling any pf0Vi1lon llf law, ~!Ulul!lfy ur nlhtfWii;e, which pmvidc~ th~I a gencrul rdca~ 
tl1lCS not extent! tu claim~ which the creditor doc~ not know or suspc.:t lo cxi.,1 in ils favur al the time u( ueculing 1hc releuse, 
which if knuwR hy it mu~t have matc1iully affcc1coJ iis i1eultment with lhe dehtor, !ht rdea~e, i.tl forlh in this seclion XU 
1eka•c .all Rcka•ed Claim~ a;ainsl the Released Purtics. whc1her km1wn nr unkni)Wn, foresnn or unfore~cen, 1111~<.:ttd or 
un~u~pedetl, chat lhc Reku,in11 Parties may have agnimt the Released Partiu, und t~ Rclea,ing Putlks umkr.lJl'ld and 
acknuwleJge the ~ignilicani:c and ~on,t<juencn (If wuiver nf uny ~u;.,h provision und herehy a~,ume fotl tc~punoibility fur 
Jny injuries. Jamage, nr l<u•cs that the Rctea~ing P11rlks may incur. 

{h) Rclea,ul Claims A,:aiost Re!cu3d P11r1ie,. If n Retea~ing Puny (or any )'C'Nln or (n1lty enumcrate,J in 
subsec1iun ll(pp), wiltmul regJrtl to the power uf !he Attnmey Oenernl to re lea~ dulms of such flC™ln or entity) nnnclhek,~ 
attempt< 10 mainti,in a Rclca~et! Cfaim against II Re!eai.ct! Party, Juch Rel~a~ed Purty $hall give wriltcn muicc of such 
p,.1teii1ial claim hl lht Atlurney Geoe:r:11 of !he applicable Settling Slule within 30 day~ uf n,cciving notice uf sach potenli"I 
claim (or within 30 tl;iy~ afler the MSA Exccutffin Dalt, whkhcver l~ IQ!tr) (unless ~uch putcniial claim i~ hcing mi1inl:1intt! 
hy such Seu!ing Sh1le). The Rcku..:t! Paoy may nffer !he release und covenant a, a co,upktc defense. If ii is <lcterminctl ul 
any pl•int in Mff:h u~lion thal !he teka,e of such claim h unenforccuhle ur invalid for any rcu~on (indutling. hut not limilrtl lo, 
lack of .1u1hmi1y lo rtleJ,e such clailn), thr following pmvii.iun.~ i.h;ill upply: 

(I) The Rcleusetl P,1rty ~hall take ull urdinury und rea«tmahle meas11res lo defcn,J lhc uc1inn fully. The 
Helr.i~e,J l'ar1y may sen le or cnlcr inh• a ~tipulatcd judgment with rc~pc1:l lt1 •he aclion at ill)' lime in its ,11!e dbcreliun, hut in 
~wh event the off<cl dncrihrd in suh,cclMm (h){2) or (h)('.\) heluw ~hall apply only if !ht Rdea~t<l l'arly ohlaiM the re\cvam 
Auumcy Gencr;11"~ cun~enl \II ~uch seUltment i•r slipula!etl judgment, which consent shall nm he unrcu~un:1hly withhdd. 
The Relem,e,J l'ar1y ~hall nnt he cnthltt! 111 lhe uff,;el described in subsection (h)(2J or !hlCl) hdow if ~uch Hclc:1oe,J l'arly 
folletl In take urJim1ry :ind 1eu~onub!t mea~ures tu defend lht uction fully . 

" 



(Z) The lullnwing pmH,ion, ,hall ~pp1y when: lhe l<dea-.ed l'ariy i~ .u, Oritinal l'.trlicip.uinj! 
Manufociurcr (11r any p~r~,111 or cn1i1y 1h,H i,; ~ Uck,1,cd !'arty hy v1rf11c of ii~ rda!io"'hip wi1h ,m Original l'arlici11,,1i11J! 
M:mut:ic·turcr): 

(A) In 1hc evem ol a ~enlement or ,!ipul~!etl juilgmcnl. the ~e11k,uc•n1 ot ~1ip11b1c1I .i11H11mc 
,hall yive rhc en :1 cnntinuing tiff~t as ~lllh amoum i,; aciu~lly puid usuim,t the foll amllun1111" ~uch Oriiiinul l':,11ici[l.1ling 
Mam1fo.iurer' ~ ,lmre (dekrmined ~, de~crihcd in ,1cr E ol cbust "Seventh" of ,ub,ectim1 IX(j)J or !he :1pplicahk Seu ling 
St~!e' s A!lu<:alc<l Payrnenl 1111HI ~u~h lime as the ,culemcnt or ~lipulated amo11n1 i~ folly neUit~tl nil J dollar·rtlf·<lnUar h,1~i~. 

Hl) Jmlrmenh ("lhrr than a ,!d':mh jmlrmrn!) "i'"in.i " R~1,,,.,.-,11•,.rty in ,,,,_.n 11n ·,,_·ti,,f! d,·,!!. 
up1>n p;1ymen1 o!' ,uch judi;mcnt, give ri,e tn an inu11cdia1c and cuntinuing uffS<:t ag;iinsl th,: full ,un<l\llll of ,u..:h Origi,ul 
l'arlldrmti11g Mmwf-Klllrcr'~ shMt (dth:rmmed as llrscrihed in ,uh,;ec1io11 {All .,f the applic:ihk Scnling S1a1c'~ Allu,;atctl 
Pa~meul, until ,uch lin,e :1s lhe judgmcru i, fully crco.lilcll Oil a dollar-for..lnUar ha,i,. 

(C) E.1<:h Scnling State reserves !he right tu inlervene in ~ud1 an :w1inn (anlts< hUCh a~1ion was 
hr<1ught by !he Seuling Stat~) tn 1he e,;,ienl au1!1mbed hy app1it:ahle law in .,,lier 10 pw1ec·1 !he Sculing S1:i1e's imcrcsl under 
lhi, A;;rcemtnL Euch Participating IVlunufacturer :itree~ not lo opp,<.>>.e any ;uch illtervtfltion. 

(0) In the event 1hl11 1hc uffseJ under thi~ suh1>tt:tion (h)!2) wilh resl'('C! tu:, partkular Scnling 
S1,.1,• would in any given year cwccoJ ~uch Ofigin,il l'iirtidpating t.fanufochlr.:r'~ ~hak t>f ,ui:h Seuling Slate', AUocalcd 
l';,ym.:111 (Js su,h sh,m: h,nl he.:11 n,Ju~-ni hy udJUslmcnl. ifany. rursuanl to 1~ N!'M Adju,1111cn1, and h.i, t>een n:du<.rd hy 
<>lh'-'h, ir any. iwrs11aut 10 1h.: f'<o.lcral Tohac~~, Lesi•l.iiiun Off,cl ,md 1he uff,,:1 for miwa!rnl;,1,:d ur oJisputcoJ pJy,n,:nt<): 
(i) the utfael tu whis-h su,,;h OriGhml Punkip"ling IVlanufo~lurer b cnti!lt:d under !hi« wh,,:ciim, (2) in wch ycur ,hall 1,,. 1hc 
full amount nf su,h Original t'artkipating Manufo<.turer's ,h.m: ur ,uch Allt11:alt'd P.iy1uen1; and (,i) :ill amounl, no1 olhel hy 
'""'"" of clause {i) ,hn!I ca1Ty forward aml be offset in !he following yea1(s) until all ,m·h "mounl< hJve been ufbel. 

(.'\) The following provisions ,hall aµply whc:re lhc RclcueoJ P~r1y i< u Sah,e11uem !>JrlRip,11ing 
Manufac!urcr (or any fl("rson or cn1i1y lhal ii; a RcleaS'.<:d !>any hy vinue ur its rcl.11ion<h1p wnh a Sut><equcnt Pat11dp.11ing 
Manufac111rer): Suhjcc1 tn the pmvi,dons or .<ub,n·lfon IX(i)()), e~h Suhsequenl Parlicipating Manuf.tcturer ,hall he en!illcd 
10 Jbe ull~• :i, oJc,c,ihetl ii, ,uhsc~1ions (2)(AHC) atmve aguinsl r:1ymenls it o,herwi,e would nwc under ,c"tion I.XO) tu lh<: 
eMenl tha1 ii (or any l'('rson m en!ily thal is a Rc!ea~d l'arly by virtue nf it~ r,:l11tinn,hip wi1h ,u~-h Sub<tquenl l':irlk,pating 
MMofai:lurer) h,1~ paid un 11 ~e,1lement ~tipul~led ju<lymenl m ju<lgment thal wnul<l sive rhe 1 .. un urf:<el under ,11,h 
,;ub,oci;1iu11< if paid hy an Original Pnnidpaling MJ1111facrnrer. 

XIII. CONSENT DECREES AND DISMISSAL OF CLAIMS 

(11) Wi1hin !O day~ after the MSA Exe"mion Dute (or, 11s hi 11ny Scn!iny S1.,te ulenhlied in 1he A,hlilional Stai~, 
·i,iun uf Exhihi! 0, ""n..:urrcntly wilh !he 11ling nf hs law,uit), tadt Sculing S1.,1e ~nJ ~coc·h l'~r1idp:11ing M.tm1fadurn 
h .t par!)' in :my ut' 1he faw.,uils idenlified in Exhihil O <hall juintly rno\tC for a ,1ay nf all pm1:tcdmg, in ;u,.h Settling 

Sia1e'~ law,ui! vmh rc,pc~11n !he l'arlicipaling Mauuf.iuurers and uU other Ntlcase,l l'3me, (excep! any pm<:etd,ng seeking 
publk tli<dusurc o( tki.umcm• f!Ut~u.tnt lu ~uh~ectinn IY(h)J. Such May 11( a Seuling S1u1c's lawsuil ,h:oll he dis<olvtd upnn 
lht earlier of the l"''~'UITence of Sl.ite-Speciti~ l'in~!ily ur ltrminatiun of lbit Agreement wilh respect In ,uch SeU\ing Sl.ilt 
fmr,uant 10 ~uhse..:1mn XVlll(u)( I). 

(h) Nm l"ter 1han l)ei;emher 11, 19\18 (ur. as h1 any Seuling S1a1e iJemified in the i\dJi1iun:1I S1:,tc~ pr<wisiun .,f 
l~xhihit O. corn:urrcmly wi1h 1ru! riling nl ii< lawsuit); 

(l) each Sculin,; St~le Iha! is J p:my tn a l.1w,ui1 idenlitkd in Exhibit l> Jnd cad, l'artidpaiing 
M,mufac!Ukt will; 

(AJ 1cn1kr this Agreement 10 !he (.'.nun i11 ~w.:h Si1!ling Stale for ii, apprnv.ol; anti 

(8) tender lo the Court in such SeUling Stile for en!ry ~ <:unscm d~cree conforming tu !he mrnld 
ton,enl decree .olta~hc<l herein a, E~hibit L (revbions or changes IO such m,klel L'tm\en1 tl~t:rec ~hall he li111ileo.l tu the extem 
rrqulreJ by st.tie pr<i<:ctlural re1.1mrernenls to rcfltcl accuralcly lite factual ~cuing nf the ca<e in qoe,1iun. hul shall nnt iadu,k 
uny sub\lantive rcvi~ion m !he duiies ur uhligalinn, vf any Seuling S!a!c or P·.ir1kir;.i1ing M:mufoi;cuttr, uceµt by agreemen1 
,,ruH 01i1iin11l l'ar1kipating Manufacturers); and 

(2) coch Sr!llinl! Slale )halt sc,:,k entry »f aa ,mkr uf oli<mi,,;,1 ut d:iiu1, di"ni,.ing wi1h pr<'.judkc .,U 
d;1ilm ,1ti,1in,1 the l'ankip,ning M.1nufa1:1urcrs aml an~ other ttc!cawd l':my in Mid, Sc!11ing s1~1c·~ llclion ul<nlilicd in 
li~luhil l). l'mvitkd. how.:'Wer. lh;1l lhc Seuting Stale i• m1! 1c11uired tu ).('ck entry of ,wh an ordc1 "' such ScUlin1: S!Jie·, 
action again~! ,m,h u Released !'any {other !hart a l'articipa!ing M"nufacturer) unlc" and unlit ,uch H.elcased 1•ar1y h:" 
rd,a~ed th!: Relca~ing l'artie~ (and dclivc1ed !u the AUorney C'uen-ernl uf ~u,h Scttlini,: State a tofly of such rclea.e) (which 
retca~e ,h~II be effective upon !he oc<:u1Tcnce nf S!~le-Spcdfic finality in xu..:h Scllling StJle, and ,h~II recite lhnt in the 
cvenl !his Ai;rcemcnt i.~ terminateoJ wi1h u;pe,;1 t<> .such Senlini; Slate pul'Suanl to ~uhseclion XVlll\u)( I) 1he Rdn",J P:irly 
~.:~c~ !In! :!le rnd:r nf <lnmi:;·:.;l :;hall he ;rnli ;.;r,J •,niJ ~ml .. :;;,, .;fftd) fo1m .. ny .,.,,; dil Ci.iim, oi' w~h Keka,eO t'm1y 
rclaling m 1!1c prn,,·cu!ion or ~11th ac1inn ;i~ pmviJetl in suh,;,:odion Xll(a)(2). 

" 

XIV. rARTICll'ATING MANlJf'ACTURl-:HS' DISMISSAL OF Rf.LATED I.A WSUITS 

{a) Upon Stutc-Spe..:if1c rinllhly i11 " ~n1ing S1 .. 1e, c11<:h 1'a,1idp:11ini: IVlmwfa,rn,er will di"nis~ v,illmul 
prcju,hct (and wi!11uu1 c<>sls and kc~) the !aw~uilis) li~ted in Elhibit M pemlrng in such Se!tliug State in which lhc 
l'artkipJting Manufa~iurcr i, a pbinliff. Within 10 <lays ufter lhe MSA E,ecutinn Date, each PanicipJling Manufal·lurer 
and each Se!tling Slate Iha! is" party in uny of the lawsuits lisleJ in E~hihit M sln,11 j"intly muve fur a <lay nf all pr<,,.eeding~ 
in ~uch l.owsui1, Such ,1ay nf u law,,uit ai;ain,! a Senling State shall he dhS'{)IVed urou the earl in nf the m:cur,ence uf Sla1e· 
Sp<'dlk l'inHlity in ,u,h Settling State or !trminatiun nr 1hh Agttemellt wilh re,pcct tu ,uch Seuling Stale pur~uanl h> 
suhsccl"•n XVlll(u)(I). 

(h) Upun Sta!e·Specifit Fin:ihly in a Sell!ing Stu\e, each l'arlkipating Manufot:Wrcr will rekase and di•dmri;c ;my 
aml all munelary Claim\ ugain~t su,h Srnling S1111e an,J any ur such Se!tling St.otc'~ ultlceu, cmpluyccs. agcnb, 
ndministraturs. repre,cnlati'WO, ollidah uciing in !heir nffidal cnpadty, agencies, depar1menh, commissions, tlivi,iuns and 
cimn~cl relating m or in cnnncctinn wilh lhe !awauit(~) c11mmenced hy the A1turney Gcurral uf ,11l·h Seuliui; State idrnlificJ 
m Exhibit D. 

{c) Upon S1~re·Sredfit: Finality In a Senling Stale, tach Pm1idpaling Manufoclurc:r will n,l,:;i',(' und ,Jis,:harge any 
a11tl ull monetury CJ.rims ag:iinsl all ~uhdivJ~iun, (ru!i!kal or othcrwb1e, int:lutling, hul rm! limited 10, munidpa!itic~. 
coun1ks, pan~he,, village~. unin~ur)l<>rate,J di,1rkt~ uni! hospital di,trk1s) of ~uch Senling S!a!e, and any of thdr urlker1, 
employee~, "E'cnb, udminhcratuu. n:prc:senta!iv.,s, nffidah ading in their oftkial ""fl~dly, agencks, dtpur1men1~. 
commi,sinn~. dlvi,iun~ and counsel arising oUI of Claims thlll h~vc hc,en waived und rc:t~,.,e,J wi1h cnntinuing full force 11ntl 
dftcc puisu~nl lu s~c·!iun XII nr chis Agtument. 

XV. VOLUNTARY ACT OF THE PARTIES 

The Seuling Srn!es and the Pa11icipa1ing Manuf11c111rer~ ucknowlrdge an<l agree Iha! !hi~ Agreement i~ v11!unturily 
en!ereoJ inh• hy e:1ch Senling Slute unoJ ea~h Panicipating Manufac!Urer a, the 1esul1 of Hrm's·lcngth negu!ialions, nnd each 
Se1tling S1a1e 11nd each Parhc1pahng Munufwtlurer wu~ reprcsenlcoJ hy cnumel in o.ln:iding to enter inlo this Agreement. Eoch 
P;,rticipa1ing Manufacturer fmthcr ucknowkdge~ Iha! ii undentanll~ tha1 <:cttain pmvi,inn~ uf !his Agrc:emenl ma~ f("ljUire it 
!u ;,~1 or refrain from adinii in a m.mner !hat t't•uld 111herwi..i: i;;ive ri~e tn slme or felk'ral i;onstill!tion;tl thalknges and that, by 
volun!urily con,crtting tn 1hi~ Atrumtnl. it {and !he Tuhacco-Relaled Organizarion1 (ur 11ny trade as~m:i,11ion~ formed or 
com rolled hy any P11rlicipa1ing Manur.R:turcrl) wnivei for purp11~c.~ uf performan,.:c uf thi~ Ai:reemenl :my aml all claims lhJl 
lhe provision~ nf rhi> Ai;rtemtnl violate lhc .,1ate ur feder~I com!rlu!ions. l'mvided, however, thal nothiag in !be roregoin£ 
~hall ,,;on,ti,alc a w~ivet a, h> che en1ry uf ~ny cm111 <>«kr (11r uny inlerprelation thercl)O lhJt wnuld npern11: hi litllit !he 
ueic1,e of any ~nn~ti!ulinn"l righ! e~~er1 to lhe e~lent t•f 1hc re,triclion~. limitalinns or nh!igatinn~ e~pre,sly agreed to in 
thi, Agreement or the Con-en! 0.:uee. 

XVI. CONSTRUCTION 

(n) No Sellling State nr l'Jrtkirating Manufa,:turer shall he ennsiJered the <lrafier uf !his Agreemcnl many Cun,enl 
O.:nee, •If ,1ny rmvisi1m nf eilher, fur the purpm.e uf any statute, ~·ase !aw or rule of interprc!a!inll or cnn~lruclion 1ha1 wnu!d 
nr mighl cause .ony pmvi,ion In be cun<lrue,J ugainst lht <lr~rter. 

(h) Nolhing in 1hii Agreement ~hall l>c: cun,trueJ a~ upprnvul hy the Sct!ling St~te1 uf any Pu1tldp:1lil'lg 
M,1nuf;1<:lurer's hu,int" mganizalit1ns, opcutions, a..:t, or pracci,;c,,. untl no l'arlidp;i1i11g Manufoclurc:r may muke any 
representaliun to the contrnry. 

XVII. RECOVERY OF COSTS AND ATTORNF.YS' 1-'F.F.S 

(a) The Origtnal l'articirating M~nufadurer~ ugrc:c !hat, with «:spccl to any SeHling Slat, in whkh the Cour! h.1$ 
.ippwved lhis l\gn:emcut and the Cun.•elll Occret, they liha!I sever.illy 1timbur..e the fulluwing "Guvcmmcntal En1i1ic~": (I) 
1he uffke of the Anorney Genc:ral nr sut·h Seltling S1:11c; (2) the nflke nr 1hc go"er111nental pr11~ecu1ing .011!h11rity for any 
p111i1ical subtlivisiun uf su~h Sellling State with u fawsuil pending again~! o.ny Participating IVlanuf.idurer us of July I, 19'.IH 
c~~ io.ltntifieU in E~hihi1 N) that hu re!ea,ed Slk:h SeHling S1a1c uml ~u~h Pa11idpaling Manufocll!rcr{!) fmm any and all 
Rdca~ed Claim~ (11 "Litig11ting l'ulilical Suh<l!vltlot1"J; and (3) other ~ppmpriate ngende~ uf such Sealing S1a1e and ,uch 
Litigaling Pulilicul Su!,Jivisinn, for rc:u,nnahte c11~1~ anJ expenses incurrc,d in connc:c!iun wilh lhe li1igu1ion ur re·mlution nf 
duims a"cnnl hy or ngain~! lhe f'.tnici11aling Manufocturcrs in lhc 111:liom sci fonh in Ethi'hii. D. Mand N; provided 1hal 
,111:h ""!' 1111<.I C\~nsn urc uf 1hc ~ame nulure us costs und eir.pen,;es for which lhe Origin;,! 1',n1ilip,1!inc M;m11filc1urer~ 
wuuhl rdmhur,,e lhe1r nwn i-uun~d or ag<!nt~ ihu1 1101 including cn;ls und expense~ rela1ing lo luhbyini; u.:1ivi1i~~1. 

(t,) The Oriiiinal P11rtidpatlng Manufaclurers (unhcr "gree ~vually m pay the GovernnJCnt.11 Enti!it) in any 
Settling Staie in which Stale-Specific hnnlity ha~ occurrtd an amount rnffidenl tn ~ompcnsa1e ~uch Governmental Enthie, 
for time reasonably npcnde,J hy a!tnffi(yi and p.trakgal~ tmployed in ~IJ(h uffkes in ..:llnntction with 1he liliga!ion Ol' 
re,ol111inn .,r duims a,.,ened again,1 or hy lhe Partidpaling Manuracwrcr~ in !ht 11clions idemified in E~hihil~ O, Mand N 
\hu: ,.,,: i;;dudmi; ;i,ne re!Jling t,., i .. llhylng "dk~itk,), ~ud, ~nunml i<> be cakuia1cd ba..cd upnn hnur!y mies e,111,i 11, 1he 
11111,krl mle in sw.:h Seuling S1a1e for pdvate 111tomeys and parnlegals uf cquivukn! exptricncc and ~enmrily. 

kl Such Governmental Entitk~ Jeel:in& payment pur~unnt lo ,ub~clion (u) 11ndlor (h) ,hall pmvide the Original 
Purticip;o!lng Manufadmcrs wi1h ;,n 11ppropriately dncumenled ~latcmcnl uf all 1:0,ts, eir.pen,e, anoJ auumey anJ rarn!q-:al 
time for which payment i, sough!, and, solely wilh icspttl l\l paymenh ~ought pursuanl tu ~ubsec·tion (h). ~h~II do ~o nu 
<'Mlier Jhan 1hc d~le on whkh S!ale·Specific 1'in11lity u..:curs in such Senling Stale. All umounl~ \!l Ii.: r;1id pUI\U:int hi 

:n 



,uhs.:ction~ (a) am.I !h) ,ball hc su!>jc<:'I lo rca,onahk ve1ilicatior, ir 1t<1uc,te.J hy any Oiil!in:il 1':111i<:ip;1lini; M.ormfoclmt•, 
rmvitkd, however. rhal nolhing ,;on1:1im•.J in lhi, ,uh,edion (c) ,hull CUMlill.!h?, cau,c, ur rc<111irc the pcrfonnan~i.: nf a,ny 
ud 1h~1 woul,J ,;om,1i1u1c any waiver (in wholt or in pun) nt 11ny unomcy·dienl privilege, wo1k produd prok,;1i1111 ur 
i.:ommun intnc,1/jnint prosc<.:mi,1n privilq;e. AU ,uch amuun!~ hl he paid pursuant u, ,uh,rcli11ns (:i) uml (!>) ,h:111 he 
~uhject 1n ,m agi;ret,11e cap of SISO million for all SeUling Stal<'.•, ~hall he imid pmrnplly fullow,ng ~uhmi"inn ot lhc 
Uflf'nlflriate dol'U1tk'nlation (and !he cumpkliun uf :my verilk;Jtiou pmco~). ,hull hc 11:1id ,q,urntdy am.I apa,1 from Jll)' uth~r 
"'1mu111s Uue purn1ant HJ this Agreement. um.l ,hull he paul i.everally by each Original 1'.nlicip:11ing Manuf,1c1urer an.ordini; 
lo it~ Kdutive M.1rkc1 Shar..!. All a11101unl~ tu he paid pursuant tu ,uhsel'liou ih) ,h.1!t ~ pai,I 1<1 ~m:h Gover111nen1:il bnities 
in the m<lcr in whkh Sla1e·Spnific l'inahly ha, o<Tllrred in such Senliui; St:ites (suh1ec1 h• 1be 51.'iU milliun nggrei;:,h: cap). 

j<l) The Origiual Pur1idf1.1tini; Manufac!Utiiit\ ag1ee lh,11, upon !he u,..:urr.:ncc of SM!c·Speci!k l'in.tlity in~ Seuling 
S1;1te, they will ,evernl!y 1•ay rca~onahl~ m11,rncy,' fees 111 the privale oubide cuun~el. if ;my. rctJinrtl hy ~m:h Selllini; S1.11e 
(wnd each Litigasing f'nlilic;il Suhdivhinn, ir JOY, wilhin ~uch SeUling Slate) in cunn~ctiun with !he respedivc Jctiun., 
ilkntified in E,hihits 0, M und N and who lltiii de~ignate,J in lt~hihil S for e~ch Sdding S1a1e hy !he 1ekv:1nt AUorney 
Genera! (and for each Litigaling l'ulitieal SuhJivision. a~ !aler certifie,J in writing to the Origin;tl l'artidpal\ng Manu!Jctur~rs 
hy the rekvanl i:ovcrmnentul prmei.:uling uu1hori1y of each Lili&uling l'olilit~I Suhdivisiun) as h~ving been retJined hy mld 
h~ving repre;.entetl su,h Seuling S1a!e (!Ir such L1lig~!inii l'ntitical Suhtli'iiaion}, in :1ccnr,Lu1cc wi!h the term, tlestrih~d m 
1ht Mn4d t:ec l'uymem Atreement uUathe,J u, Exhibit 0. 

XVIII. MISCELLANEOUS 

(~) l:l'fri.:1 of Curren! nr FuUJr~ I aw. lf any current nr f111ure law indmle.~ nhliv,,11011:< or pwhihiuon~ 
T<1h~ccu J'm,lud Manulm:tu~r~ relah!d !o any uf 1he provisinn, nr this Agrce1ncnt, t:1d1 l'.,nidp.,ting Ma,ml.•t·1urn 
comply wi1h !hi, Agreement unks, cmnplfom:e with this Agrecmtnl would vio!a1~ ,u~h l~w. 

th} J in,i!etl Most·t'avmeJ Nation 1•rovj~jo9. 

(IJ If ~ny PJrtkipatins Manufa,,;turer enter~ into nny future se11lemcn1 agrcc111enl of other litii;u1iun 
cumparnhle to any ot' lhe m:1ion, itlemifie,J in Exhibit O br,mgh1 hy a n11n-fmeign gnvernmen!JI plaimiff other lh.m 1he 
frtler,,1 govermncnl f'l'ull.!re SeHkment Acrec1nenf'): 

(A) h<,for,: Octuher I. 2000, on uwr;,11 !enm mnrc bvornh!r t<> ,odi j!HVt'nm;,:n1;1l pl"in1ill lh"u 
lh~ uvcr:,11 t.-rm, ol lhi~ Ai;rcc111t11t (alter du< ~·011si,kr.11in11 ul rckv;ml diffcll!nl'<'' m pupubliun or ulh,·r a1p1>wprial~ 
lachn~). 1hc11. uutn, a n,.,jnrily ul 1h,• Sdllinµ S1~1e, 1k1,•rmi11cs 1lm! lhc uv,·ull 1crni- ur the hm,rc ScUkmc!ll Agrccmeul 
arc no! more lavmahk lhan Ille uvtrilll lam~ 11! 1h;s i\grcciuc1!\, 1hc uwratl krnl, ur thi« Agrecn1ct1I w,U I..: rcvisc,l «1 lh:ot 
ih~ Sct!linit Slut<, will uhuin \rcutmcul wilh rc,pcct h1 ,ueh l'articipatinc M;mulaelllrcr .,! k;1'! u, rda!h•cly fovmahlc '" 11,c 
1wernll term~ pruvi<led hi uny such gnvernmtu!JI f!laintilf; prnvitlcd, how1.wu, 1ha1 a~ ltl ei:unnmii: terms lhis Agree mm! shall 
nu! N' revis(tl ha~ed on any ~ach 1-'ulurc Scukment Aµ'"'emcnt if such t'uture Senkmenl Agrc,111c111 is enlered imo alter: 
(i) the im['llnding n!' lhe jury (or, in the evenl ofa nun-jury triul, !he cnmmencemcnl oft1ial) in ~uth lilig,1tiun or Juy severed 
or hifurcatcd rorti"n !hereof: nr (ii) ,my <.:<>Uri order nr judiciul Je1ennina1inn reluting m ~uch li!igutiun th<il {1) granh 
ju<lgment (in whuk ur in purl) ag;,iu~1 sui:h l'ur1icipating Munulaetuier: Ill jy) grant~ injunclive ur olher relief' thul atki:1.• 1he 
asset~ or un·gofng hmiue~s nctivilies 1.>I ~ui.:h l'arlidpatiui: Mauufoc!urcr in II manner olher lh.111 as cxpres,ly provided !or m 
this Agreemeni; ur 

(l:J) on or 11(1cr O.:!uber I, 2000, nn nnn,econumit 1er1n, mure favnrahle It) ~nch g,w~rnmenrnl 
Jllaimin than 1he min·c~omunk terms 111' thi~ i\grec1ntn!, and ~w.:h ruturc Se1tlcmet1! Agre~mem indude( ,~,m~ !h31 prn~idc 
for the imp!emenlalion of non·econmnk 111ha~"t."i,)·rela1ed publk h~ahh me;1~ures differenl !'rum 1hu.,e contained in 1hi~ 
Agreemtm, !hen !his Agreement ,hall he rcvi,c.J with tiii,~d lo such Panicipa1ing Mnnufo,wrer 10 indud~ term, comp:nahle 
tu ~uch non·econnmic lerms, unit~~ a rnajnfily oflhe Sen ling Stutes ek<.:ts aguin,1 ,uch n:visiun. 

(2) If any Seuling St:ale rhnlves hy ~e!llemtnl Clni,ns agninst uny Non·Partidpalii1g r,.fo11ufa~1urn afler 
the MSA lhecution l),i\e compurahle tu any RekJ»o!1I Claim, unJ ~uch re,;1luti,m indutles overall term, th;o! ;ire umrc 
fJvoruhle hi ~uch Non-Particip~ting Manufadurcr 1hun !he ternu nf lhis Agrcemenl (iuclmlini;, wi1hm11 limi1a1iu11. any 1er111~ 
1ha1 rdule 1t1 the marketing ur tll~trlhuti(,n nf Tubae~'fl Products and any term that provide, t<,r u lower ~eulement ~o,t ,m ;1 

ptr pack sold ba,i,). lhen the overnll lerm• of this Agreemc:nl will he revi,1c.J so 1hal !he Ori;;inal Pank1pating MunufJch1r~rs 
wi11 uh1uin, with re~J'(CI to 1hat Senling Slat(. uver;1U ie,m~ ~, k~~I a~ re!Jtivtly fovorahle (laking into ,,(count, aonm1g 01her 
lhing~, all paymenl< rreviouNly mude by the 01iginal l'arlidpating Manul~clur,ir.~ and 1he limillg ,,r any payments) a\ 1ho,e 
uhtaintd by such Nun·l'a11idpa1ing MJnufac!urer pur<uanl to Mlth res<>lutitm of Claim,. The foregoing ,hall indudc hat not 
he H111it<d: {a) lo !l1c !reu!ment hy uny Scllhng Slut~ nf II ruture Art111ute. as lhat lenn is ddiued 111 agrecmenls bc1wc~n Joy 
ot' the Se!lting Stutts and Brnuk,i Gmup Lt.J .. Liggcll & Myers Inc. antllur Llggen Gmup, Inc. ("Ui;gc1f'). whether nr not 
such Puture i\ll11iate i~ merge,J whh, or its operuliun~ ..:m11blnc.J with, Uggelt nr any i\flili,nt thereof; uml (h) to uny 
applicalinn of lhe le1,n., of uny s~ch asrcemenl (induding any !emu subse4ucn1ly n(g,.ha!ed pursuanl lo any wch 
agreement) to II hrnnd of Cigueue, (or luhacrn·relatcd asseh} as a n:sul! of the purcha1se hy or .,:1le tu Ugge!t nf ,uch t,1and 
or a<~tls or ,1, a 1e,ult or any comhinatinn t•f 11wnenhip among Lisgell and any entily !bat nmnufullure~ Tnh~no l'ro,lu,;h 
l'mvhlcd. huwevcr, !hat revi,ion 11£ 1hh Ai;reemcu1 pursuant to lhis ~uhsecliun (2) ~hall not he rr4uircd by virtue uf the 
suh..tqucnt entry inh1 lhis Agreemenl by a Tnh~cen l'rnduct Manufaclurer thal h11~ nol he~11mc a l'a!licip~ling Manufaclurcr 
a~ nf lhe MSA Exccutinn Date. Nntwith~1anding the provhinn, of suhsccliun XVJll(.i). the pmvhions nf this ~uhscclion 
XVlll(h)(2) may he waive<l hy {and only hy) unuuimnu, agrcenl(:ul of !he Origin;il l'urlidpalin;; Manufacturer~. 
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(;\) The pu11ie, :1i;1ee that if any !crm 1•f dlis Agreemcm b revised pursu .. nl hl suh...e..:1inn {h){I) or (h)(2) 
ahnve ~ud !ht ,ufo,l,mcc ul' such lerm before it was ttvi~cd wa, ulso u lerm 111' lhe Cunsenl l)~cret, euch affctltJ Scu!ing 
S1u1c nml cuch artec!ed l'm1k;pu1ing Manufacturer m~n jointly move the Courl In mnend !he C1•nsent Octree h1 conform 
!he terms of the c .. nscn1 Decree tu the revi~ed lerm, of !he Agreement 

(4) If ut uny lime any Sertling S!alt ugreu h> ielieve, in uny rn~cl, nny Panicipalini: Manufocturcr'~ 
uhlii;:otiun tu nrnke Jhe puymcnls a, pruvitled in thh Agreemenl, 1bcn, with re,p~ct lo !hut Settling Swe, !ht 1e11ns ul' thi, 
i\grecmcnl ,hall he rcvise<l so that lhe nlher Panidpaling M~nufoi.:!Urer~ receive 1c,ms a~ relatively favor~ble. 

(t) D•m.,rl'f n[ Tobjlt.C\I IJrands, Nn Original l'arlic\pating Munufot:11.1rer may sell t>r t>lherwise lrnn,fer 111 perm ii 
!he ~ale or liansti:r of uny uf its Cigareue brands. ltruntl Num~~. Cigarellt prntlutl formulus ur Cig,iieUe husines«e~ (other 
1han a sale ur lrun,frr of Ci11areltc hran<ls ur llruntl Nmw:~ 111 be M>!d, JlrmlU<.:I furmul:i~ 111 he u,ed, ur Ci£arenc businesses tu 
he umduckd, hy the ae4uimr ur tran~feree e:,;;clusively outside of !be Slatrs) to any pernm or entity unkss such person t'f 
~ntity i, ao Oritinal l'anidpulinc Manufoclu'"'r t>f priur lo !he sale ,,r 11cquh1ition ai;rces tu a,sume the 11hligalinns nf an 
Original P:mkipulinc Manufacturer wi!h respect 111 ~uch Cigarelle brund~. l:lr:1nd !•fame~. Cigarcue pm.lull lt•rmula~ 11r 
husines,e>t. No l'.!rlidp~ting Manufo..:turer may sell ur utherwbe trnn~fn any nf it, Ciga1cllc hramh, Brand Names, CigarcUe 
producl formul~~ or Cig;1rellc hnsinesscs (o1her than a ,ult or trnnsfer of Cig:11ette hrnnd~ or Orand Name~ 111 he sold, 
CigJre!le produc1 formuld~ lo he u~etl, Ill' !>u~inessu lo he ..:un.Jucled. hy lh~ acquiror ur lrun~feree exclusively 011tsi.Jc of che 
S1:11e,) lo Jny rcisun or cn1i1y unless ~uch person or ,mtily b or hctume~ prinr to !he su!e ur UC(!Ui<ilion a Partidpaling 
M:onufauarer, tu 1he event uf any such lUlle or lransfer of M Cigurene brand, llrnntl Nume, Cigurclle prutluc1 formula nr 
CigartUe hu,inc~, hy :1 t'a111dp~1ing Manufacturer h1 a ~n:un or en1i1y !hat within 11!0 .Jays piiur lo such sale 11r trnm.fer was 
a Nun·l'artkipa1ing Manuf,1clurer, the l'arlicipatins M:mufod11rer ~bnll certify lo the Senlins Stite.~ that ii h:is dettrmine,J 
th~t such prr.,on or (nlity has 1he capahl!ity to perform !he ob!igalluns under th!~ Ag'"'cmcnL Su,;h ,;crlificaliuu shall nnl 
~urvivc heynnd one year folluwinc thc date of m1y ~u~ll tramfer. Euch Original Purtkipating Manufo,;iurer tenines und 
1ep1es.:m~ tbJI, ncept a, provltled in E~h!hit R, it {or a wholly uwncd Allillate) udusivtly own~ and ,;on!no!s in !ht Slales 
th<, U1an.J Name, of tho.,e Cig.1relles that il currenl!y ma11ufac1ure~ for sale (or sells) in 1he Slate, am.I thal it. ha~ the capacity 
to en Ur into un effedivc agreement ,;1mccrning !he rnle vr trnnsfer uf such Brand Names pursuant 111 !hi~ substtlion XVlll(c). 
Nothin~ in 1his i\grrcmcnt is iutcntlcd to ,;reutc any righl for ,1 Sl,tlt 111 oh!nin ;,ny Cicarellc p1odu<·1 formula lhul it would m,1 
othtrwi,c h,1ve unt!er app!i~ahlc law. 

(,I) 1':1yn1~n1~ jn fu:1Jlqncn1. All pa)'lnenls lu he mmfo l>y lhe l'artkipating Mnnufnchm:rs pursuant 10 this 
Agrceuwnl arc in ~el\fomcnt nl' ,ill ur lhc Stlllini; Sutes' anti!rusl, cunsumer p1,uec1iun, cm1111mn l,1w n~i;ligenc~. ~lallllm)', 
~uumiun !Jw am! e'luita!>le daims for mundary. rtsti1ution:uy, t•1uitahk an.J injunclive n::llef :,lt~ged hy the Se11ling Stales 
wi!h ~,peel lo !ht year ul' payment or earlier ycur.,, except that no par! ol any payment under thi~ i\g1~cme11t i~ made in 
sct1le1J1cnt nf un actual ur p111cn1iul liability for II fine, penally (civil or criminal) or cnbance<l ,Jamai;es or i~ the i.:ml of a 
!:,ncible ur inlanglhle as~cl or 01hcr ru1ure benefit. 

(e) Nn Pe1cnnl9~tl11n nt Admis~jng. This Agreement is nm intcmled 10 hr: and ,hall nut in any event he constrae,J 
or deemed rn he, or reprcsentctl ur can,ed lo he rcprescn,cd a,, an admission or cuuces~inn 1,r evidente of (I) any lhibili1y ;,r 
any wwngdoing whaboevet un the part of any Rcleused Purty or that any Rekn~ed 1';1rty ha~ engagetl in any uf !he m;livities 
b-Jrretl by lhis Agreement; or {2} ~rsonat jurisdiciion uver any per:mn ur en!il)' other than lhe l'mtkip~ting M;rnufacturrr~. 
Euth Parlidpath1g Munufadurer ~redricully di...:luim, and deuk~ uny !iubilily or wrongdoing whutsucver with respctt ltl !he 
claims and :11!ega1i11ns usscrlcd ugainsl II by lhe i\Uomeys General of the Scltling St~tc< und chc Urigaling Politic;1! 
Subtlivisiom. li~lh l'urtkifl'Jling Ma11uf11c1Urer hm1. enlereU inlu this Asreement solely Ill uvoid !he l'unhcr uptnlil', 
incon~enience, hunkn and risk of liligatiun. 

(I} f'!on·A1hnh,jhjljty. The ~en!emenl negmiu1ions resulting in th\\ Allretmenl h:1ve m'eu umkttaken hy !he 
s~nling Stak< and the l'urtidrucing Manufoclurcn in good failh anU fur ,eulernenl pul'J"n<e~ only, aml nu evidenc( ur 
nci;o1iu1iuns ur di,rns•ion, nndcrlyini; this Agreement shall !>e uffercU or «:ceivcd in evidence in uny ;cliun ur pm1:etding ior 
any purpose. Nei1hcr Ibis Agreement 11or any puhlk di,cu,sions, public )tafemcnl~ nr public cnmmcnB whh rcspec1 tn !his 
Ai;rtement by any Sellling Stute or P,,nkip:11lng Mun11f,1clurer or ii~ ~gent~ shalt he orrcred or re1.~ivcd in evidence in any 
action 1>r proceeding for nny p11rp<1,c other than in ~n uction or pmcee4ing ariiing un.Jcr or relating I<> !his Ai;,cerrl<'!nt, 

(g) Krnrrsenf:1]inns of Pill:hrs. l:facl> Scnling Slute ~ud each J>nrtidpatini; Manufotlurer hereby repR~enh 1hul 1hi11 
Ai;recmenl has IJ.tcn .July aulhntiltd nnd, upun uecutinn, will c1,11s1i1u!e a v11lid and hindini; i:onlractaul ~,hligution. 
cnforleable ,n acemdan~·e wi1h 1h term,, of euch of lhcm. The )ign~tnrics herein nn behalf of 1heir 11:,petlive Seu ling States 
c,pre-.ly repJC<tnl anti warrnnl th,,1 they have !he aulhufil)' to senle anti n:Jea~e all R~lcasetl Claims nf !heir respective 
Senliug Sla!t., and any of 1hdr respective Seullng State.<' pas\, p.-.:~cnc anti fu!Urc ugenl~, of!iciuls ucrinc ill !heir nflkial 
capacities, legal represenl;,tive~, agencie,, depurtments, commis~inns um.I ..JivMon,, :md 1ha1 ~uch ~ignu!ories 111c aware 1•f nn 
amhority to !he ..:onu~ry. It i~ recnsnizeU lhat the OriginBI l'urtidpuling Manufacturers ~re relying <1n ihe fo'"'going 
repre<en1u!ion aml wurranty in making the puymenls require..! by und In otherwise rerforming untler thi~ Agreement, The 
Oni;im,1 Pa1tidpating Munufucturcfs ~h~ll huve the right In terminate thh Asreement pnr,.uanl tu suh,cctiun XVlll{u) 11s fn 
uny Scttlmg Slate a~ lo which the forcgning rep'"'~enluliun untl wu"unly il hreacheJ or not dfetlivdy t:i~cn. 

(h) Qhlin!juQ$ Scys:ml NN foint. All 11blig"!11111~ of the Participating Maoufac111'"'rs Jlursuant tu this Agreemen! 
(induding. hut nol li111i1ctJ IO. all payment 11hllgatl11n~) art inlende<l 10 he, unJ ,hall rem~in. ,eve rut au,J nol juint. 

" 





l'arlidpaling Man11l:,1:rnrtr (unle~s ~u..:h pcnm, or cnlity i, iHclf a l'artil'ip01ting M,rnuf'a..:1111tr)l who (hut for the lirs! 
s<nteu..:e i•f this suhse..:tion (/\)) wnuld u1hcrwi,;c he kcleal>td i'11rties by viriue of their rdatitlnship wilh the lrnnkrupl 
1'11r1idp:1ting Ma,rnfa~um:r: and (ii) in the event a SeUling Sla(e assen, any Rden,c,J Claim ng;,in,1 11 h.1nkrnp1 
P,,rt\cipating Manu!m:huer ufier the 1crmin:.11ion of !his Agrecmen\ wilh resf)l'Ct lo such l'arik,palins Muuufocrurer '" 
tl<scril>c<l in 1hi, suhaeclion (I) aml 1eceives a judgment, ~eHlemeut or dis1rih111i,1n uriiing from such Rek~~ed Cl.,im, I hen 
the amount nf any p~ymerll~ ~uch .<;euling S1Jte ha~ previously rcctciv,.d from ~m.:h l'Jrlicipating Manufacture, umfor ihi~ 
Ag,eemem shall I'>< arrlied "ll"in~! 1hc a,n,,unl 1•f any ,11ch J"'-lgmen1. seutement or dislrihuliun (prnvided thal in nu event 
shall ,u,h Seuling Sl\1ltc he require.I to refund any p:iymen1' previnu.<ly received rmm such l'artlcipaling M,mufaL·!urer 
pursu.1n1 to !his Agrccmenl); 

{H) the SeUling State, ,hall huve the righl tn u,i.ert Jny anJ ;,II claims agains\ ~uch Pm!idpaling 
Munuflldurn in the lhnkruph.:y or nlhe1w1i.e without regard lo any limil~ utherwise pmvi,!ed in this Agree111enl (,;uhjecl hi 

arty und all defenw, again,1 "uch da\ms); 
(C) the Sc1t!ir1i; St.11es may uerdsc 11\I righh 111ovide,! under !he ledcrnl Bankruptcy Cmle (nr 

1,1her :ipplkahfe h,mkrup!cy law) wi!h resjlf~l lu their Claims :,gains! web ParticipJting Mannfocturer. indudi11g the rish! lo 
inifo1!e and comr!ett polke and rei;ulamry .tl'liun\ again,! .,uch !';1rHdrating Manufoclnrer pnr,uaot tu lhc oceptiu11s h> th,: 
uutumatk slay""'' t<,,1h in ,ecti<ll'I J62(h) of lhe Bankruptcy Cude (proviikd, howtver, Iha! ,uch 1';1rtic1pahng M,mul:idurcr 
may conie,t whether the Settling S1;,1e's a,;1iu11 consli!Ute.~ a police and regula1ury ac!1<>n). und 

(DJ lo 1he eMcnt that any Senling S1a1e is rur~uing a police ,md 1ej!ula1ory :tdion ag:iin.,! ,uch 
PmtkipJting Manufacturer a~ ,Je,crihed in ~uh,tction (l){C). ~uch Participating M;nufa1:1Urer ,hall nol fC<jUCSl ur ,up1><,rl" 
re11uo1 1hnt !he llankrup!cy coll!! utilite the amhurily pnwided 1111der ,eclion 105 of 1he ll,mkrnp!cy Code 10 inipme a 
,focre1innury ,tay on !he Senling Srn.c', a~tinn. The Pu,1idpu1ing Munufocturers fur!htr aJlree that t!u:y will no! reque,t, 
xeck "r ~npporl ,did from !ht term~ ul !hi~ Agrtccmen! in any p101.eeding hefore ,.my court of 1.,w (including !he fellc1.,l 
h;mkrupl1.·y couns) (>( un ,1thninistrt1li~e "Jlency Ill' thHIUJlh legislative uctinn. includinJl (wi1hout limi!:iliun) hy way ol' joimkr 
in "rc"n~en110 or :,cquie,cern:e in uny such plealling ur in,trumen! tiled hy unntha. 

(2) Whether or mu !he Settlins S1.,tes e~erch~ the option set fo11h m .,uh,cdi"n i I) (and whr1hc1"' nnl 
such oplhm. if ex1·1t:ise,I, is valiU und e11forceahle): 

(A) In the evenl lhJ! lhe tMnkrurl \'Jrticipa!ing M;1n11fac1urcr i, ;111 Original l'arlicip;Uing 
M,1nuf;iclul'\!'r, ~nch l'a1tki11,ui11g Ma11ufa1.turcr sh.ill cnntinue tu hi.! lrealed u~ an Ori!lin:.I l'.midp,11ing M;inuti,clurcr for all 
purpi,,;e~ umll.'r this flgrcemcul cx..:ept (i} ~11th l'ar1icip:11ing M:mnfacturcr ~hall he lreJUd :1s ;, Non·l':t11il-ip~li11g 
M:1nufac1urcr {nnd nol as an 01iginal Purtidpaling Manufuctun:r or l'articip;iling Munufoclurer) fnr ~11 purf'I'"' with rcsp,:cl 
tu suhsec1i11ns IX{ll)( !), !Xft!)(2) und IX(d)()) (induding. hut nut limited lu. Iha! the Markel Share of' such l':irlic,paling 
Manufacturer sh"ll nm 00 included in BaS( Aggreya!e Par1ieipating Manufacturer Market Shme nr Aclnul Aggrc11;1te 
J\1rlkipaling Manufoclnrer Market Share. anJ lhal ~uch Pa11idru1ing Manufacturer's volume shall nut he include(! for any 
rurpo.,e under ,uh,eclion IX(dX 1)(0)); (ii) such P:1r1icipati11g Manufaclurcr'~ Markel Shu1e shall nut he induded LI~ thal of a 
l'arlicipaling Munufacturer for the purpti~ of dc!ermlning whether the 1,igger pen.:entage specified in subsec1\un IX(e) ha~ 
M~n achieved (pmvit!e,J that such Pmticipaling Manufacturu !>hall be treuted u" an Original Partkipatinil M1.1nufoc1urer tor 
all 01hcr ruqx>~es with r,o,ptcl 10 such .~uhsecliun); OH) fur rurpose~ of subsectiun tll)(iii) nr C~hihit C, such P;irlicipating 
M;inufocturer ~h;ill continue lo he lrcuted u, un Original Participating Manufacturer, hut h~ operuting incume shall he 
rccakulJ1ed hy the lrnlependtnt Audimr lo fetlect what ~nch income wnu!d have heen had such Parlici)':ttini: Manufacl11rcr 
made the paymtnls that would have heen ,Jue under ibis Agreement but for the lbnkrup1cy: (iv) for rurposes uf suhsetlion 
XVlll{c), such Purtieipating M:rnufatlurer shall nnt he 1rc11Jed u~ an Original l'arlidpating Manula\:lllfer 11r as u Partkirating 
Manufacturer lo the olenl that urter cnlry lnH1 lbnkrurtcy it lxcurnu the an111iror ur transferee nl' Cigarellc hrands, Brand 
NameJ, Cigureue pruducl formula~ ur Cii;areuc businesses of any Pariidrating Manufa~lurer (pruvidcd 1h,11 sn..:h 
Purtkipaling Manufacturcr ~hull cnnlinue to be treated a~ .111 Original l'urticipa1ini; Manufot!nrer and 1'.1rlkipa1ing 
Manufacturcr for ull miler rurruse~ unt!er such i1ub~tcli11n); und (v) as to any actmn 1ha1 hy the express terms uf this 
Agreement requires the 11n,1nhnous acrcemcnt 11r all Ori;inal Participating Mu11ufact111er~. 

{B) In the event th:11 the bankrupt P;,rrikipaling Mu11ufodurer is a Suh~ftjuent Par1icipa1ing 
Manufac111rtr, ,uch 1'ur1idp.1ting M;.mufadurcr ~hall continue ltl be lrea!ed us LI Suhs(quenl l'Jt1id1u1ing M,muf.!,tu,er !"or alt 
pnrpi•Sell uodtr this Ag1eement ut-cpl {i) ~ueh l'nrlicipalins Manufacturer :.hull he trea1ed a~ a Non·Pur1idpating 
M~nuln~turcr (and not us u Suhseque11I P1.1rliciP'.11ing Manul'aclurcr or Punkipultng Manufarturer) for all pUff>!•"e' wi1h 
reipecl In ,uh~ctioo~ IX(d)(I), jd)(l) und (t!)(4) (including, bul not limited lo, Ihm the M;i<ke1 Share of sul·h l'artidpatiug 
Manufaclurer ~hull no! he included in liu~ i\ggregalc l'urtidpa1ing Manufncturer Murket Shue ur Aclual Agsr~g;1te 
l'ar1icip11ting Manufociu,er Markel Share, and thal ~uch Partkipaling Munufnclurcr'~ Yolum( shul! 1101 be induded !or any 
purpo'lt under ~ubi.ectiun IX(d)(I )(0)); (ii} such PJrticipaling Manufadurer's Mmkel Share slmll nnl he inch.ttlcd u~ 1ha1 of a 
l'artidp;iting Manufacturer for ihc purro~c of llctermi11ing whe1hcr the lrigg<r ren:ent;ige ,pecilied in ,ohscc1io11 IX(c) b~~ 
hee11 achieve,J {prnvideJ tl,al such 1'11rticipa1ing Munufaclurer Nhatl he lrcale<.I a~ u Subscquenl l'ar1kip,11ing Manufac111rer fnr 
111! other purposes wilh re~p«I lo suth ~uhscclion): nnd (iii)for purpO!«':il uf ~uh~ction XVlll(c), such l'arlidpulini; 
Manufacturcr shall m1t be trea1e,J as a Subsequent Partlciputins M;m11foc1urer llf us a Participating Manufacturer lo the extenl 
1ha1 aflcr entry into Jjankruptcy h hccome~ the a,·11uimr or transferee uf Cigarelte hrnnd,, Uranil Names, Cigarette prnduct 
formula~ m Ci~.ucuc hu~i11""~,e~ "I' .:my l\111kira1i11g M,umfadurer (p«1vid,:d thal sudt l'.irlicipa1ing M,1n1.1fadu1er ~hall 

" 

1:on!in11e In h~ 1rea1ed as u Snhse11uen1 f'arlkiralini: Manufuclurer aml l"ar1lcipu1i11g Manufo1:·turer fnr ull u1her purposes 
under such s1.1h<ec1ion). 

(Cl Hevision of chi~ Agrtemcn1 rurs1111nt lo ~uhsecliun XVJIJ(h)(2) shall not he r.:quired by 
virtue uf any resolution un un invnluntary basis in the ll;inkrup!cy uf Claims 11g3i11~t lh~ h~okwpl 1'.irticip:1tiug 
Manufacturer. 

hl t/nliq of Material Tr;insfcrs. l!ach flnrlicip11d11g Munufaclurer ~hall provide notice to each Sculing S1a1e at lea~\ 
20 day~ hefore l'\1!1SU.Olllating u sate, tran~fer of lille or other dfS['l)Silion, in one trnn~:itliun ur serie" of relatet! lran~aclions. 
uf u,~,~ having a fair market value equal lo tivc prrcem or more (ddermined in a1:turUance wi1h Un1t~d Slates generally 
ac4·cr1ed accuuntinJl principlcs) or the cun~nlidalcd a,stt~ of such Panicipaling Manuructurer. 

(y) Entire Agr:tcm;nl. This AGreemcnl (tugelhcr with uny agreeme,it~ e,;pres~ly cunlempfat~d hcrehy and uny nther 
con!empurnnenu~ wriucn agreement~) emhndie~ 1hc entire agrccmenl and under~lumling hetween ;md :imung the Sellling 
Stafcq and lhe l'articirating ManufJcturel~ rtlaling In the ~uhject muller hereof und super,,edes (t) all prior ugreemenh ,inti 
under~landing, rcbting to ~uch suhjed matter, whether written or orul, and {2) ull purponcdly cun1e1r1pma11eoas or.ii 
agreements and uuder,landing~ relating h1 ~uch snbjed mailer. 

(t) Uu,ints< D . .y;1. Any ohlig~1fon hcrcunder !hal, under !he lerms nf lhls Agrec!n<'nt,' I~ \u he f)l'ffurmcd un a day 
1h~I is ""' a Hu,ine,s Duy ,hall hi.! p,1rturl!l<'d on !ht firsl Business O~y lhrreuner. 

(ua) Suhss:o!!liOI Signaimics. With re~pecl lo a Tohucc(• Protla,;;1 Manufoclurer lhal %ig11~ !hi~ Ai;recment al!c1 !he 
MSfl E1ecntio11 l>dtC, the timing of ohliga1in11s under lhh Agreemcol (other lhan payment uh!igatinn~. whkh ~hall he 
~ovcrne,1 hy ,uh.,ec1inn IJ(u)) ;hall be ncgntia1ed 111 pnwide fnr the in~lilulinn of such uhlit::i!ion~ nn 1.1 ,chedu!e nol more 
(Jvuralile 10 ;u, h snh;equenc ~ignatnry thJn l~t upplicnhle m lhe Originnl Parliciprlting Manufucmre ... 

(hh) !)rcim:il Phrs:• Any ligure n, pe1ceMage rerured lo ill thi5 Agreemcnl shul! he ca,TitU lo ,even dedmal 
pfoccs 

(cc) Re1·11hl<>TY AUlhorilY Nuthing in ~cction Ill n( this i\greement is in1endtctl !O atl'ed 1he k&islulive or 
,egufotory au1hori1y of any lt1t11I m Stute gnvcrrunent. 

(dd) Sm:~e,.,ors. lu !he event Iha! u Partidputing Manufacturer cease, ,selling u hrnnd or Tobu~'CO Pmi.htcl> in the 
State~ that ,uLh Partidpating Mnnufacturcr owned in !he Stale~ Jmor hi July I, 1993, and an Alliliale nf ~uch Pa1tkip,1tini 
Manufacturer 1hercaf1cr and after the MS/\ E:\e~·utinn Oute intentionally sells ,uch hmnd in line Slules, ~uth AOHiult ~hall he 
iom,1\lacd 10 he the .,u~ce"or uf ~ui·h Partitipa1ing Manufoclurer wilh re~pect lo ,uch hmnd. Perfnrrna111.:e hy :my such 
~U~'<!,sor nr the uhliGation, unt!er this i\grtemcnl wilh re,pccl In the Nalu or such brand ~hall l>e ,uhjtcl lo tnurt,oo.leied 
,f)l'dt1c performance. 

(ee) El Oort Pack;icinc. l:ach Participating Munufocturer shall place a visihlt indicatinn on each pack ~,r Cigarene~ 
it rnanufoch1re, Im sale outside uf lht fil)y United Stales 1md the District uf Columhln thal dlstinguhhe, such p:ick fmm 
packs nf Cigureltes it manufaclures fof ~ale in the fifty Unite<.I Slates and !he Disltid uf Columhia, 

(fl) AcJinn~ Within Qeugrnr,hjc Bnundarie, of Seutiog Staie~. To the eJttent thnl any provi,don of thi~ Agreement 
upre,sly pmhibils, ,es11icts, or require~ uny a~li11n to be tat.en "wilhin" any Sculing S1a1e or the Swllng Stutes, the rclevanl 
prohibilion, re,1lriction. or req11ircmen1 :iflfllie~ within lhe geographic buundariu of lhe up(l!icab!e Seuling S1a1e 11r SeUling 
Sl,lle~. including, hu1 not llmhe,J 111, Indian cnunlry 1.w lndi~n 1nis1 land wllhin such gengrupflic hound1.1rie1. 

(gg) Nntke tn Al)jjjglef. E~ch Purliciratins; Manufoehm:r ~hall give nuli<:e nf !hi~ Agreemcnl lo each of ils 
Afliliates. 

IN WITNESS Wlll:RCOf. ea~h Seuling Stale and euch Pmticipallng Monufacturer, lhw11gh lhdr fully 
authorized repre,scntative~. huve U£teed l(l !his AGfeement. 

jSigoal!!re~ lnlenlilmally Omiltcd) 

)\) 



l{XHIIIIT A 
STATE Al.LOCATION PERCENTAGES 

Sute l'<K~nlO"C 

111.,1> .. .,,., l.6161J\1H'l 

A!11<h 0.34UU7•J 

Anr,..,a l.47~1114!>'.l 

A1h111,_,, 0.H18ot,61'l 

Cahfr,.,ria 1176.W.t'\4',l 
Coh><aJ.> I ,\7011614'.f 
C.-.m<'<'lk•a I g~<,;HJJ<J; 

l'l<fow•<~ o.,95.t&9.\'j 
D.(.' 0607110'-" 
no,i,fa O OOC!OOOO'J. 
a .... ~;,, 2.454457Yl 

11 ... ,,;; OOOlllb:lll'J 
hl,1><, o.J&n&n-.. 
m, ... ,,, 4 6.'>42~12'l· 

lru.harn> 2 Ol9803)'j 

lm•a 081'>96670') 
Kan,~, (l83J67J2•j 

K~m,1t.h 171>115WJ 
L~,;,i,mJ 2 25).15)1'.t 
M.,;,,., 0769H0.~'.t 

Mer lantl 2 21,()4570'.t 
J\,la'-,~d,u,..,11, 4 Ol!9790'A 
Moch,~an 4.J51947W 
Minn<,ul.i 0 00.)1.JOOO" 
Mi,m,;...,..; O OOJOOO;.VJ 

J\.liwn1,i 2.1746011'1-
Murnan~ 04247591'l-
N<hra,ka 0.594983YJ. 

Ne~J<lJ 0.6099J5l'J-
New lfammh;,t 0 6659_140'J. 

N~w ,~,"'v l.8M9%)'l-

N,:wM.,,i~" o.~%)891'.1-

Ncw'lt1<k 12.762lJ.'IO'J. 
N, .. rh Camhna 2.).lllUO'J. 
Nutlh Oak,~• 0.M,601.lllW. 
Dhm ~.O)U0911'lc 
OU,homa L(l~61)7(1'1. 

o..., ...... U47MS2W> 
l'~nn,vlv•nia .\_7468~118'.f 

Rh,~k 1,1.oml 01tll')()_\4'J. 

So,11h Camlin• I 17t,JJ1'}'.f 

S.1111b Daknl• O.HIIIIOll'J". 

T"'l"r:Sl<l:C 2.440&~45'1-
T~•a., O.fllJlO(UO'J. 
rn~h 0.444111«",',!'J. 

V,r.m~n fl.411 !K.~l'J-

Vir•ooi~ H!441411\I 
W"'hin !Un 20.H2~82'* 
Wc,I Vi, ini~ OH11Mf10.t',l 
Wi,~,,,.,.in Hl720.WO•J. 
Wv.,minr: 0240449'1, 

Amnkan S41>Mlil 0.0152170'.{ 

N M:.ri•n~bld. OJX)84l76'l 
Ciuam (IJIH',1\11'1 
ll.~. y;,,;,, !,lo! O.lll?.lW)'K 
l'in'f!U lio;u l.ll\1114'1 

1,~.,l 11x11•onu·~ 

,., 

EXHJIUT 8 
FQRM QF ES('RQW ,\(;JH"fl\lt;NT 

This l~,~rnw Agrce=nt 1, enlered into as uf , 1998 by !he umler.<igned Stale uffo:ial< (nn heh.itf 
11r 1~1r re.,pedive Settling S1,ue.<). !he umlersigned l'a11idf"lting Munur.1~1uru~ an,J us e<now age Ill 
!!he "E~~row Agent''). 

WITNl:SSl::Tll: 

Wlll:RL:AS, lhe Senlinll Stales und the Partidr,111ing Ma11urm:lurer.1 have enterel.! into u ~enlement ui;recment 
~lllitkli ,he "'j,,fa,1er Seuiemem i,i;reeniem"' (ihe "Agrecmenf'j; uml 

WHEREAS. the Agreement rei1uir.e~ !he SeHling Sll!le$ 1111d the Pur1kipu1ing Manufa1:tUrt"f~ to enter into thi., 
f.~emw Ai;reemcnt 

NOW, TliEREfORE, the par1ie~ herr,10 agrte u.~ fnllo~: 

SECTION I. Ap11ui111111e11r 1Jf Esrww A gnu. 

The Stllling Slates aml che !'urtieipacinll Manufaelurers hr,rehy nppuinl ---------- tn ~erve u, 
E<en.iw Agent under this Agrtement on lhe let!ll'! ulltl conditions sci foT!h herti11. a11d lhe Esi,n.,w Agcnl. by ils exeu,tio11 
hereof, herehy accepts such uppuinlmenl and ugnte$ to ('<!fform the du!ies and uhliga1ions nf the E...;mw Agem ,cl for1h 
herein. The Seuling Stales and the l'artkipalini; Manufaelurtrs agree 1hal the E,.-ruw Age11t 11ppoi11ttd umler 1hc lerm, uf 
lhi~ !:~crow Ai;reemenl shall be che E,now Agenl us delineJ in, anJ for ul! r,u1-r,m.es uf, 1he Ai;reemcn!. 

SECTION 2 D,:fl11it1m11 

(a) Ctpila!ited lertn, u,ed i11 lhis E~emw Ai;rcemcot and no! othrrwi,c delined h.:rein ~hull have the n~aning 
i;i,·en to ,uc·h term, in !he AJlrcement. 

(h) "b~mw Cnurf' mea11~ the court of lhe Slate uf New Yurk tn 11,hich the AJlreement i< presented for 
appruval. "' sud, uther coult a~ agreed tn by !he Original P,111kipaling Manufocturers and u mJjnrily of 1hose Allnmey~ 
Gener,;! who are hoih 1he Attorney Gcncrul 11fa Sellling Srnte ano.l II memherufthc NAAG e~e<.:u!l~e <.:um111iuee at the lime irt 
tjue,tion. 

SECTION 3. £.1.-rm1• am/ A,nmw1. 

(a) All fund~ re,eived hylhe E~cmw Agenl pursu~n! hi Ille term~ of the AgfCcmenf ~hall be held :md dishursed 
in anur,Jance wi1h !he term~ of thi~ faal)W Agreement. Such fund~ und any earning~ thereon shull cnn~ti!ll!c 1he ··tsnow" 
and <ball be held hy t~ bcrnw Ai;ent separate and arurt from 1111 nther funds and account~ ul 1he Es.:mw Agcm, the SeuhnJl 
State~ and the f'Jf1ieipa1ini MJ11ufoc!uters. 

(h) T~ E,crnw AJleot ~h;)II allncate the Escmw um1111g 1he following ser,arn!e :11:cuum, (e,K'h an "Ancuunf' 
and rnl!ective!y the "'Acc1>Uot,"): 

SUBSECTION Vl(II) AcCDUlff 

SUBSECTION Vl(C) ACCOUNT (FH~ST) 

SUIISECTION Vl{C) ACCOUNT (SlJIISEQUENT) 

SUBSECTION Vlllja) Accouur 

SUBSF.CTION Vlll(C) ACCOUNT 

SUIISECTION IX(B) ACCOUNT(Plll:ST) 

SUtlSECTION IX(II) ACCOUNT(SUIISEl)UENTJ 

SUBSECTklN IX{C)( I) ACCOUNT 

SUIISECTJON !X{c}{2) ACCOUNT 

SUIISFA."TION IX{E) Act'OUNT 

U1srUTEO l'AYMF.NT!> Accourff 

STIITE·Sf'F.C1FIC ACCOUNTS W!TII RESl'l!CT TO EIIOl SlfflUNG STIITE IN WlllCH 

STATE·SrF..CIFlC flNALtrY O<"CURS. 

(<:) All 111TKJunh (.'fediled to un Account sh:t11 he tttain«I ln such Account unlil l.!i,hursed lherefrum in Ul'Curdanl~ 
w,tb 1he r,mvi,iun, u!' this E,crnw Agreemenl rur.1uan1 10 (i) wrinen in~1ruc1ion, from the Indef><!nt.lenl Audilur; or 
(ii) wriuen in,1rwtion., from all or 1he following: all of the Original l"'artkiroting Manufo1:1urers; all or the Suh,t(!UCnl 
P:uliripaling Munufo,;lurers tha1 ,;onlribulel.! In ~u<:h umounts in su1;h Account; and aU uf rhe Senling Slate~ (colfttlively, the 
"l:,now Parhe~"J. In the event ot a 1;nnilk1, m~tructmn~ rur,uanl m dau~e (11) shull gnvern over in~t1uc1inn< pursuJn! 10 
dau,e (i). 

(d) On iii.: filil ltu"n.:~~ lfay ~riu lhe tlah: uny raymenl b due uni.kr 11\e l\grecmcn1, th<: lli;uow Al,!tnl <h.1tl 
ddiv.:r lo c,1d1 nlhcr Nulke l'nrt)' a wriUeu sh11e11ie11I ~howing lhe ;mmunl 11f ~uch r,ay111c11f (ur indkalini: llmt nn r.iym,ml 
w," umk, if such i~ !he e11sr), lhe .,ourcc ot ~ud1 paymcul, 111'!" Accnu!!l nr Actu11111~ lu whid1 su~h p<1)'m~nt ha~ h,,·rn 

.. , 



,;u,Jhc,J . .iml 1111: p.1yment i11s!ru,;1ion, re<.:dve,J h)' the E,cmw A£tnl from !hl' lrukpen,k111 AmlitHI wiih re,ped tu ,mh 

pay111enl. 
(d The E,now Agenl ~ball l·11111p\y wiih all payment i11,1,ucti,111s ~ceivttl frnm lht lmfopemknt Am.lilnr u11k:., 

before 11:UO ,un. (New York Ci1y lime) mt 1he c<(htduk!l dah:: ul p;,yu>enl ii receives wriu~n insli11-:1i,ms !u !he cm11r,iry 
fmm all 11r1ht l:~,;rnw )'articl', in whkb c,·efll ii ~hall comply with such l11,u1.1..:1ion,. 

(I) On the fir~! Uu~ine,, O;,y afler <lhhur,ing any h.mds rrrnn an Accou111, 1he E,..:mw Atent .,hall ddivcr tu <,wh 
olhN N,llke .,any ,I written ,catcnw111 slmwing lhe amuuol dlshup,ed. lhc dak nr .,uch 1h,hur,e1n.:ol :md !he p,,yec o! lh~ 

di,hurs<'d hm,k 

SECTION 4. F11ilur,• v/ Ew·rvw t\gl'Hl lu Rl'i rfri• botmoivm. 

lo 1he event 1h;11 the Escrow Agent foils tu res-11.'!ve nny wdUeo in,tructinn, cnn!l'!llpbted hy this E~uuw Agr(cmcnl, 
1hc E>>.'WW Avent ,bJII ht fully proki:led in rdraming fmlll taking any 11cliun requirNI unda :my ~~ctinn nf thi~ 1:stmw 
AJ:ll.:'Cmful olher than Section S unlil ~uch wrillen in,11u.·1ions nrc l'\'iteived hy the Eso.:ruw Agen1. 

SECTION S. h1vntm,·11t "f Fmufs by Etl"rt>w A,<:N!f. 

The E,nuw Agent ~hall invest and rdnve,1 1111 amuunis from lime lo lime ..:n:ditcd lo 1be Accnum~ in either (i) 

.Jired uhti~utinn~ of, or ohliguliuns the ruiro.:ipJI anti iulere~t on which ar<: uncundi1ionally i;uar.mteed by, the United Sime, 
uf Ameril·a; {ii) repun:hil•ill.' ugrcemeot~ fully t·ulla!e1u!izcd by ~<'CUfitk~ de;.crihed in dau,e (i) ahove: (ih) mon<'}' m:irhl 
a~·counl~ mah,ring within JO day~ of the :1c11uisition lhercur Jnd issued hy a hunk m tru,t cnmr;,ny or~anized under the law, 
of !he Unhed Slates of Ame,ka or uf any of !he 50 Slates 1herenf (a "United Stal<'~ !lank") and having comhin<'<I rnpiial. 
surplus and undis1rihu!ed pwfi1, in eil~e~s of $500,()(K),000: m {iv)llemand tlcpo~il~ w,th any Uuited St;1!es Bank having 
cnmhinetl ,;api!al. surplus arid un,listrihuted pmfi!s in ex..:us or SSOll,000,000. Tn che ex1cnl pract1c.1hk. monies ~rc<lit<'<l 1" 
any A,count ,ball he invested in such J manner "' a, tu he available for use u! 1he tnnt< when m1>11ics ~re eAp~,-·•ed In he 
1fohur,c,I by !he il.M.:Jt>W t\genl and chargc,.l lu such Account. Ohlicati11n~ purchJsetl "' "" inve<hnent ul mnni,:~ ue,hk.J lo 
,my Accounl ,hall he deemed al atl lime.~ to fl<! a parl nf >Ulh A,;n1un1 and th~ incornr "' ill!~r,,t earned. prulit, realized ur 
lo~ses suffered with rt.spe,;t h• ~11<.:h investment~ {im:ludini;, without !imilatiun. any penalty for any hquidalmn ur an 
inve,tm~n! required hl fund Q d,sflur.,emcnt In h<: char&ed Ill ,uch A,;cnunl). ~hall he uedilcd or dmq;ed, u, lht c;,se ,uay h<', 
lu, Mich Ac,uunl and ,h.lll he for !he hcndil uf, 01 he horne hy, 1he peri.tm ur e111i1y c111i1kd In p,1yme111 rmm ,ucl1 An·oum 
lu .:huo~ing :m1nny lhe inve~1u1ent "Jl!iun., J~;,;rihed in ,;buw~ {i) 1bmugb (iv) Jhuw, !he b..:ruw A~l'nt ~h;,11 \'omply wi1h 
any io.~lru,;tion> fl:t"ciY<'d frum 1i.ne to lime frulll ;ill nf lb.: E,1,.·row l'arlio, la !hi' ah,en,:e ot ,ui·h in,truCliun,, !he Es,;ww 
Agenl ,h,dl invc,1 such ~ums in accorduncc wilb clause (i) 3hovc. With rt!Spt'CI ht any anmunts crcdi!ctl to a Sta1e·Speo.:ili..: 
Accnu111, 1hc Es~mW A£ellt ~haU inve.,1 aml r<'iuve,11111 mmmnts credited to such Account hi a,:curdan-:e with the law ul 1he 
;1p[llic;ih!e So.:Ulinjt S1:11e 1<1 the extent ,uch law h iru:on,\,n~nt wilh thh See1ion $. 

SECTION 6, Sub,1i1m,• ,:,,,.,, W,Y; Q,mlif,,·,I s .. 111,•11wt11 F'w1<t 

Eatb ,i£naH•ry !ti 1hi~ l:\cruw Ayrl'l'menl ~hall provide the lhcruw Ayelll wi!h a curred ta,payer i,kntilic"liun 
numher on u ~uh,1itute 1-'mrn w.lJ m if ii dues nm bav~ such a numh<r. 1t ,1atem~n1 cvidendng its ,1atus a, au cnlil)' e~cmpl 
from bark-up wilh!mldmg, within )U days 111' the d111e h\'ftuf (und. if ii supplies., l'orn, W·'J, imlirnte 1baeun Jhat il i~ nn1 
w!,jert to hud,up withholding). The ~scrow e~1abHshed pur~uant h> Ibis E""mw Agreeme,u N intended tu he treated as a 
Qu~liitetl Scukm(nl Fund for fe<leral !ail purpose, pur~u~nl to Treus. Reg. I I ,4681l·I. Th~ Es..:mw Agenl ,ball comply wi1h 
all applic~hk tax liling, r,:1ymcnl and reporting reqnirtmenl~. including, wilhout limil:,liun, thusc imposed under Tre~s. R~g. 
§ l .4688. an<l if rtq11estr1.I 11> d!I SI) ~ball join in lhe making nr the rdalinn,bad; eleclinn under ~u~b rcguhition. 

SECTION 7. Outir-, <1ml Uubilitit-1 u/ Es,·row Axtm. 

The t:,..:rnw Agenl ,ball have no duly Of \•hligalion hfieunde1 othfr than tu take such ,p,!cific a~1i,1ns a'i are required 
of h from 1ime IU lime under the prnvisions nf 1h1' E.'«:mW Agreement, and it ,h:,U il'ICur nu \ia1hility hereunder nr in 
tonne\'litm herewith for any1hinc whalsi1tvcr o!her !hun any liahilily rtsulling fmm i1s own gn"s negligence ur willful 
rn!s.:undu,.;1, The Escrow Ageul shJI! uot he bound in any wuy by uny 11greemeo1 or (onlract he1ween the P,1rtidpal!ng 
ManufaclUttl'> and !he Sc!tling Slate~ (whelher or no! the E,,:mw Agent has km1wlc<lg~ lhereol) nlhet than 1hi, bcrnw 
Agrcemem, ~nd lhe unly dulics und rc~ru1n~ihililie~ 1•f the E~cmw Agent shall he lbe duties ,md ohhgatmns spedlic;1lly WI 
furlh in this e~rrow Agreement 

SECTION 11. fo,lr1m1i/ift11iu11 t1/ l:,c""'' llxrm. 

1'be l'uuidr,ating Munuftlclurel'li ~hall indemnify, hold harmle~s and ,kleml lhe E,cmw Ai;cm Imm and uguin,1 JUY 

and ~11 lu~~cs, daims. liahllitie~ und rtusonJhle expen~e~. indudinw; Che rrusonahle ftcs of its <.:oun,el, which it rn;,y ,uftcr or 
im:ur in cnnnecti11n wi1h the re1fumuno.:e of ii~ dn1ie~ and ohligaliuns under lhis E~,;row Agrccmenl. uccrt for lhu.-.e lo,,e,, 
daim~. liahililic~ and upen~e~ relulling ~ulely und dircc1ly tn,m it~ own gro~s ncgligem:e or willlul miscomlueL 

SECTION 9. RrsiJ:111tlfrm r,f En·,v11v A,:r111, 

The Escmw Agenl m~y resign ul :111y lime hy givini; wriUcn mitice !hereof lo it,,,, n1hcr partks hc1ch>, hm such 
rc~ignalion ~hctll nnl bccume dl'cclive until a suco.:c.rn1r l\~rtiw Ai;enl, ~ek,;1~d by lb( Original 1':1rlicip~lil1g Mmrnladu1c1s 
:md the S(llling Sl;itcs, sh:11! have !>ecu 11ppoin1cd aml ~h:dl have :1crepl(d ~ul'\1 uppninlm~ul in writing. If an in,1ru111cnt ul 
Ul<t:ephmce hy ;1 ~ucces,m Escmw t\gcnt shall 11111 hav( l>een ddivere1l tu the resigning Es.;m,v Arent within 90 d;1y• ,1ll~r the 
l,'iving ul' such nulicc ul rl'signa1im1, 1he 1e,1gni11g, E,cmw At<nt nMy, al lhe eApt:n~c ur lhe l',ntid11aling h1:umf.1durc1,; (h> 

B·2 

he ,har(d acct1rdin£ lo 1bdr pm ml. Markd Share~). pelitlm1 the f.,cmw Court fur the arpninirnent or u ,un·e,"ir E~cmw 

Agcnl. 

SECTION !O. F.nn,wA~e,11 Fets ,md fxpmn·s. 
The l':1rlkipatini; M111u1fm;1urcrs ~hall pay hl !he Escruw Agen1 i1s l"ces a, stt for1b in Appendill A berell• a~ 

amended fmm time to lime hy agreemeru uf the Original Pm1idpa1ing Manufacturers and the E~cmw Agenl. The 
.,m!idp:i!ing M:inufm:mrcrs ,b;t\l pay h• !he l:iscm.v Agenl i1s ttu~onahle fee~ aud ell.pe11,;e.,, Including al! re;1S<1nJb1c 
CAp,:nw,, cha1~es, nrnnsel ICe~, and othfr di,hun;emcn!s incurr:t:d hy ii ur by ils ;1t1nmey,, ai;cm, :md employees in lhc 
perfonnan..:<' uf ih dutie~ um! 11hligalion, u111.kr Ibis 1::lo'.Crnw AgrtemenL Such fees and e~pen~es ~hall he shared by !he 
l'Jrlicip.itin~ Mannfactmch a,;curdini; lo lhdr JlfH rul:1 Mmke1 Sbarts. 

SECTION 11. N1J1ift1. 

All m~kn, wriuen in~truc1ions or other tom1nunic111inn~ 10 :my purl}' or other p,:r~on h.:n:undn .<hull he given l111be 
~ame manner JS, shall he i;iven to the same rernm u,, and shall he dfoctlve ul the ~mne lime as provided in ~uh~ecliun 
XVlll(k) ul the Agreemcnl. 

SECTION 12. Sttu/!: lfrimb11n1mw111. 
The Escrow Agent acknowledge~ 1ha1 ii ~hall nut he entitled lo ~el off a&ainsl any funds in, or puyahle from, any 

Account lo <afofy any liahility of any Participating Munufactuttr. Hoch Pir1icipating Manufa,turer lh:1t pays murt lhan ils 
pro rn1a M111ket Share uf any payment lhal i~ mM!e by 1he Panicipating Manufaclurer:; lo the E~cmw Agcnl pu"u~n1 Ill 
Sc<·lion ~. 9 nr IO hereof ~ha11 he entill<'d to rdmhur~ement of iuch e:lcess from lbc o!h(r Purtkipaling Manufac1urt1s 
accurdinc tn their pro rala Markel Shares uf ,uch uces~. 

SECTION 1 J, /111rmfrd Bt11~Jkit1rirs; Sm:r:n:wrs. 

No per~ons or enlities ulhct 1hun !he SeUling Stales, lhe Panicipatins Manufoclll1<'rs und the Escrow Agem ure 
inten<led hendiciarie~ of lhi~ E!'Cfl\W Agreement, and only lhe SeUling Stale;, lhc Parli~ipallng Munufa.:turus and the 
B~crn.v Agenl ~hall he tnti!ltd lo enfon:e the l<'Jms of thi~ E~crow Acreemenl. Pur~uunt 111 the A&reemenl, lhe Scutini; State~ 
have de,ignaled NAAG und the foumlatlon 11s re..:ipient~ nf cerlain Jl.1)11l<'nls; fur :ill purf!u<es of this l!scr,.iw Ag~emenl, lhe 
Sc11linc S!:llc~ ,rn,11 ti<' the henefkiaries ur ouch raymcnl~ cntilled to enforce raymenl lherenf. The provhlon, ol' thi~ E<cmw 
Agreement ~ball he hmding upon mtd inure Ill Im' hi:ndil 111" lhc rartie~ hcrttn und, in the caoe of the E~crow Agem and 
l'arlidpaling M:,nufacturer~. 1beir re~pcclive suc,ei11or~. tuch rcfcrtnce hert:in to !he l:,cmw Agellt or JO a Pa11ic1paling 
Manufa~1urer ~ball be cuost111cd u1 a reference ht ii~ ~ucce~snr, whert 11pplicahlc, 

SECTION 14. G1>vrr11ing U,w. 
Thi< facrow Agreement ,b~II ht t"<indrued in accordance wilh un<l i:nverne<l hy !he l.,w, or 111< S1111c in whkh th~ 

Ewmw Onll! i~ 1oc~led, wichnul regard IU lhe conllich of faw rules nf such slate. 

SECTION l."i. J11rls,lkfi1111 m1<I Vrm1t. 

The p:ulie~ hetetn lHc.,.ucahly and un-:nndilinnaUy ~uhmil ln lhe c,,ntinuing txclu~ivc juriso.lit·!iun uf 1he F-wruw 
Cunr! fur puri~~o uf any sui\, acliun or rmceeo.ling ~tekillg to interpret 11r enforce any pmvi,iun of. ur ha,td nn any righl 
ari~ing nut ul', 1his l::,cn>1¥ Agreemeul, and !he p,nies hereti• agree nut II• cummence any ~u~h ~uit, action ur prncetding 
u;cepl in the E~HIIW Courl. The parties hereto hereby irrevoc~hly nnd uncondilionuHy waive any uhjectinn tu the laying uf 
venue nf any i;ud1 suil, aclion ur pmceedini; In !he lhcmw Cuurl ijnd herehy forlher !m:voo.:ahly wai~e ,md agree nnl 111 Jl!ea<l 
11r dahn in lhe l::<o.:mw C,mn thul uny such suit, ac!iun iir pmteeding b~s heen hruughl in 1111 incnnvcnient forum. 

SECTION 16. Amrmlme,,u. 
This ~st:mw Agreement muy he amended only hy wriUen instr11111tnl e~ecuted hy all nf the parlie, hetelo Iha! wuu!o.l 

be alfedcd by the am~nd1ncnt. The w11ivcr of uny righl~ cnnfcrred hereunder shnll he effei:tive un!y if made in u wdtlen 
in,trumcnl eM~!!led hy the waiving party. The waiver by uny pirly of any brt:a,;h or !hi~ Agrrcmtnl m:i!I m,1 he deemed ,.,. 
he or t'11ns1ructl as a waiver of uny olher breath, whether rriur, iubl!Cquenl or contempornneuu,, of !hi~ E'll:row Agreement, 
nor sh.111 weh waiver he deemed lo ht or conslrued us a waiver by uny other par!)'. 

Sl:CTION 11. O•w11rr,111rts. 

Thi~ Acreemeot may he sii;ned In uny numher of cuuntcrpa1h, ea~h or which ~hall he an wigim,!, wilh the same 
c!'rcct a~ if 1he ,ii;n:ilure, 1hc1do and hereto ~re urun !he ~ame inslrumenl. Ddivery by facsimik of a signed (011n!erp.1rt 
shall hc dcemtd ddivery fur rnrpnseJ of uckm1wkdcing acccplan,;c herenr: hnwcver, an original Uelu!ed 1::wmw 
Agreement must pmmpily thereafter he delivered to eu,;h party. 

SECTION 13. Cup1imu. 

The captions herein are ,nduded for i.:tmvenicno.:c of rek1cnce only and ~ball he ignored in the c,m,lruc1iun and 
imerprel:ilion hcr.:ol'. 

SECTION l'J. Ctm,/ilim,i w £f!r,·til't'11rn. 

Thi.~ Ei1;mw Agrecmcnl sh,111 ~,;ome elfrclivc when eu~·h p:1rty hereto shall have slgne1I a ~uunh.'!rfl:LII t,,,,rcof. The 
parties herem ugrce tu use !heir h.:~t dfons lu seek an order nr !ht Escmw Court 1q1pwving, 11011 rcl:1ining cunlinuing 
jurisdiction over, lhl! E<cmw Agretm<c'nl as smm as pHs,ib!c, and ai:rct thal ~uch unlcr sh;1ll 1da1e had; lo, and he deemt•d 
<ffective as ,,f, !hi' d;i!I' this Escrow Agre<"nient l..:catnt elfoctlve. 

B·J 





"Ua--e Aumum") 

EXIIIUITC 
FQRMUJ,A FOR C'Al,('l)t.ATING 

INFLATION ;\Dl!JSTMENTS 

Any amnun! lh:11. in :my ~111en year, i~ U1 he ;nlj11~tc,I for i11llJlim1 pur<1m111 II> lhi~ ICxhihit Oh" 

he :1l1J"'1e<J upward hy milling tu w,;h Ua~e Amounl lhe lntlatiun Adju,unenl. 

(2) The lnllaliun A<.1111,1men1 sh,111 he calculalcd hy multiplying the lit"'! Arnounl by 1he lnlL11i1111 

Adjushll<nl l'crcw1.1~e ;1p1•lic1d1k in !hut y,•ar 

(J) The lnltHiN1 Atlju,11ncn1 l'cr<.een!:i~e ;1pph\·ahle tu paymcnls due in the yc.1r 20t)U ,hall he ,i,iu,1! h• 
O,t grc,11er of ;\'A m the C'l'l':i·. t'ure,uu,pk. ,! the C,u1>1m1.:r l'rkc lodi,x for Dc~,mher J<J<J') (.is rck:1,etl iu famury 20IJO) 
1, 2'.il-. hi~ha tlwn 1ht Cun,um.:r l'rke lo,k'< for Dc~~mher !•)')$ {;" rdt:i.rd m Janu:.iry JC>'J<J). then 1hc l'1'1% with rnpe<1 I" 
a pJymcnl Jue. in :WOO would he Z'k. The ln!\~1i1•n A<Jjusln1cnt l'cr,;entai;t upplicuhk i11 !I..: ye Jr 201)(} """uld !hu, he J',l. 

(4) The ln!l:l!ion Adju,1111ent PcR·en1nge npplh::thk ,., payn~nh tluc in :my yc:ir af1n 20(1U sh,11! he 
i:e1kulu1,:t.l hy upplyini: ,:;1,:h ye,1r 1he i;reub::r "' 3% 11r the Cl•I·~ un th,: lnll:oiion A1ljustmcn1 Pe1i:rn1ai;e :1pplic:1hle ,., 
p,1)'1!1<.'nb du.: in thc prior yeac Con1inuing !h,: <'~,m1ph.' in whscction (J) ;,bt1\o't, if !he Cl'I% w11h rc~pcc1 w a p:1y111e1111111~ 
in 2001 ;, Ml>, !hen th,: ln!la1i11n A,!Ju,m1cn1 \',:rccn!,1).'c .111plic:1hlc in 200! would he 'I lllOOOOO% {.m additinn:il 611, c,ppli,:,I 
"" the ;\',l l11llillio11 At!jl!',l!IICII! l'c"eu1:ii;c ll!'l'lk:,hk in 20IJO), :uni ii the Cl'I% wl!h r..•,1,,·~1 lu ;1 p.,yn,.:iu dllc in ~002 i, 
~'1, 01,•n lhc lntl,11iun A<ljmlme,11 \',:rccnla,;<' ·•\ll'lit:ahle i11 2002 "'"uld he 13.5H200tl% (:ii\ :1<1tli11<>u,1l ,I'/,, ,!ppti,·,t un 1he 
'J. IIUIOOl)l)'.t ln1l:11um i\tlju,ln1ent l'<'rcentage apr,licahk in 20()1 ), 

(51 "Con,11mu Price lnil!"X" m!"un~ !he Com,umct Prke lnde~ !or All U1h;m Consume"'" puhh,hc•d 
by 1hc Bure,1u uf lal:>,.>1 S1ati\tit:~ or \he U.S. Oepal!ment of t.ahor (or other ,i,nilar men,u,e~ a greet! h• hy !Ile s,·u!iJ1g Slatlc.
umJ II~ l'ar11dp:1lini; M,mufoc1urers). 

(fi) Th<: ''CPI%" mtan~ 1he ac11ml h>lul percelll change in !lit Cnn,umrr l'rice ln,k, <luring the 
tcJkn<!ar yeur i1nmediately p,ccedlng 1he year in whkh the p.,ymenl in quei.lioo is due. 

(7) Atldiliunal~. 

' (A) C,1kufatini; the ln!faliun At!ju,t111ent l'crccntJges; 

l':1yme11t Year 

2000 ,uo, 
2002 

2tKIJ 

2004 

""' 1\l(Jt, 

01) 

llypolhetical 
Cl'I% 

2.4% 

2.1% 

J..'1% 

J . .'1% 

4.0% 

2.2% 

1.6% 

l'trccn!:i~e to he :,pplitd un 
rhe l111la1ion Atljushncut 
l'ae!"n!~g~ r,11 1h~ r11ior ye.ir 
(Lt , tht greulcr i,f )% or the 
CPl%i 

JJJ% 

).ti% 

J.,'i% 

J . .'1% 

4,()% 

lll'A, 

J.0% 

Applyinll: !he l11tl.!1io11 Adju~hu~n!; 

lntlati"n A,lju,1111en! 
l'ercen!age 

J_(IOOOOOO% 

t,.U'JOOOOIJ',l, 

9.IIOJl50IJ<,4, 

t .l.6462t,OJ% 

111.1921 !07'~ 

21.7J7ll740'A> 

2~.31)0()102% 

U~iug lhe hy1J{>!h<:lkJI lnlfadou A<ljust111en1 l'nren1ages ,~t fouh in ~c!inn (7)iA): 

ihe ~uh,eclinn IX(c){ I) ha),,: flJYIUCIII u1nnU!!l fur 2002 of 56.500.000.IIOO ;" 
mlju,t(d for inll:11i11n wnul,I equ.11 S7 .137,204.750; 

!he ,ut.,edion IX:(c){ I) ba~e payinenl mnoun1 for 200J nf Sll.000.000.000 ,is 
ut!jn.ie<l for inllution would equal S9.4.'15,J6S,K,'i6: 

the ,uh>eclion IX(e}(I) ha~c paym~nl :unou111 !or 21JO<, uf Sll.00(),00U.OIM) a, 
atlju~ted fof intlalilm woul,l e~u<1I $10,0J l ,200,816. 

C-1 

I. 

). 

4. 

,. 

" 

' 
9. 

l(J_ 

II. 

12. 

13. 

14. 

15. 

16. 

11. 

" 
'"· 
20. 

21. 

22. 

- EXHUUTP 
LIST OF I.A WSUITS 

Bl,1Jfod1 ,., ,,,. 1•. Amtrinm T11/mn·fl Co. e1 ut., 

Ci1~uit C11url. Mon1i111ntry County, Nu. CV-96-!.'iOK-l'R 

A!.;1,lrn 
,\'1,11,· ,if AfotA11 v. Phil,;, M,,rd;, Iii, , o'I t;I,, Superinr Cnl!r1, Fi~I Juo.liciul Oi,tril'I nl Junc:10, Nn. IJU·97l) I:; (1 

(Ala,b) 

illi!!.tllil 
S1u1,· <1/ Ari~mw , .. ,\.,,ninm f<>/"J<'<'<' C1• .. l11r .• ,., u/., Sup~til,r Cnu1t. r.fafil·npa Cm11uy, Nn, CV-lJfi.1476') (Ariz.) 

~ 
s1,.1e 1,f Ar.lmw1s v. Th<' Amaiuw 7,.l,,un, Co .. fur .. t'I ul., ChanteryCourl, 6'" Divi,ion, 1't1b,ki C11un1y, Nu. IJ 
'J7,2<JK2 (Ar~.) 

falifomi:i 
l',·opl,· uf 1/r,• Sim,· <1[Ctdif,m,iu ,•1 ul. v. Phili1, M,irrix. Im • ,., nl.. Superior Court. S.i~rnmtnh1 Counly, Nu. 'J7·AS· 
;\011)1 

('ol01ra,!t1 
.'i1,,1t ,,f(',,t;i,,.,fv rl <1/., , .• R.J. R,•y,wlds T"b111n• Ci,., ..i .. l., Oi~lritl Courl, Ci!y ~!](! Cmm1y ufl)~nvtr, Nn. 
97CV.l4'.\2 (Coln.) 

~ 
St<1tn,[Cmt11rai, 111 v. P/11/•1• Mnrrit. <'f!ll, S\J(l"'rinrCtmf~ Judidul Dl,11ictol W:1!erh11ry N". X02 CV<J6. 
01484145 (Conn.) 

~ 
51111,- c,f Gt<>f}liu t'I ,ii. v. Phi/ii' Murri., fur., <'/ al., Superior Court, Pullon Cuu111y, N1•. CA E-61692 (Ga.) 

llawuij 
s,,,u "' lfow,iii 1•. Br,,,..,.&. Wilti,111mm Tob11uv Ci1rp., ,., ,,I.. Cin.:uhCuurt, first Ciri:ui1, No. 97·0441-01 Ofaw.) 

lt.l:ih" 
S1n1,• 11/ Mulm 1•. Phili1•M,,rrii. foe, rt<1I., f'uur!h Jutlici:11 IJistricl. Ada Cnunly, Nn. CVOC 910'.\2.l')IJ (ld.1ho) 

IJlinoi~ 
Pf'l,plr ,,[rl1t S1u,r 11/ tllinui. v. PlriUp Murri• fl nl.. Circuit Cuurt ofCuok Cm,niy, No. 96.t.l '.\146 (Ill.) 

J..ru!.!w 
Sww "' /mli1111<1 Y, PhiliJI M,1rrft, l,w .. et 11/ .• Mariuu Cnumy Super!orCuun. Nu. 491) U7·9702·CT-OOU2.16 (ln1L) 

l:lli.!! 
S1,11,•(,jlm,~• v. R.}. Repwlrlr T<1lmntJ Compouy ti aL h>wa Oist,ic:t Cuurt, fiflh Judiciu1 Oi,1rkt. l'olk Cmmly, No. 
CL71U4H (lowu) 

Kanm 
Swtr uf K1mws v. R.J, RtJ11vM, T<Wtlffl> Cm1tp1111y, rt(1/.. Di~trkl Cuurt nr Sh.1wntc County, Division 2. Nu. 96, 
CV-919 (K,m.) 

.Lill!hlilllil 
l(1<mb ,,. Tht Amt'Tirnu Tubm·n, Cump1m.r, <'/ ,d., 14th Jut!kiul l)i~tricl Court, Caka~icu P3ri~h. Nn. 96-1209 (La.) 

M,llli; 
S1,rrr uf Muilu· ~- l'hilip /.forris, hie, ,., ul .. Superior C,1urt. KenndlC!c Cuun1y, Nu. CV 97-1 J4 (M~.) 

Mm'.lllfill 
Munl,md v, Philip MHrris htrm7mrt1l,:d, <'1 t•I., Bu!timnreCity Circuit Court, Nn. 96·122017·Ct2114117 (Mt!.) 

M 1,sa~husctts 
Cmm11,,,.,,.,.,1f1/i I'/ MmrndmJfl/J ~. l'lrilip Munis foe., <'I ti/., Mitldlcsu Superior C<>url, Nn. 9.S· 73711 (M3~~.) 
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1910JAF 
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S1m,• ,,f Nlm,lr hhm,l 1•. Amrrimu 7'.,l,m n• c., • .,, .,1.. mmdc hlaml Su1~ri"r Com I l'mvid,·""'· No <J7.JO\J:I rn L) 

Sou\h Caft>lmil 
Sw1,: <>{S11mh C"mlbm v. Brvw11 & IVilliumJ<m Tvt>u,n, C,,rportui,m, ,:1111 .. Cuun nl"Commnn Pk.I', Fifth Judicial 
Cir;;ult Rkhl~nd County, Nu. 97·Cl',40 16116 jS.C.) 

Suu1b Pi!IW!il 
.\ttil,· i,/Svmlt D1,h11<•. ,i "" "· l'hifi1, M1,rris. for., ,•111L Cir~uit Court, !IUJ!hci Coun1y, Si11h Judicial Ci1~uit. Nn. 
9R·6~ (S.!).) 

!!!l!!! 
S1 .. 1,: "{Uw/1 v. R.J. R,:,rm,ld.r T,,tn,nu C<>mptm)', l"fflf., U.S. Dhtrii:I CmHI. Ctnlral Uivisiun, Nu. 96 CV 0112:IW 
(Utt,h) 

YwnillU 
S1,ur 11/Venmml 1•. f'liilit• M<1rri,. for., nn/., Chiucmkn SupuinrC11ufl. Chinendcn County, Nu. 744.tH {Vt.) and 
.~R16·'}11 (VL) 

~ 
S1111,: r•{\V111hfnvw1 v. A1111'rkmt T"flmni Cu, ft11'., ,:f t1f.. SupcriurCmut of Wa,hing1nn, King County, Nn. '1ti·2· 
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Stlllf' of\Vin·umitr v. f'hifil' Morris foe., 1.'l lll., Cir;;uit Coar!, itranch 11. l}.,nc Cnunty, No. 97,CV.3211 (Wh.) 

,:\<ldiliomd Stale~ 

For uch Scnling S1a1e nut 1i~tctl 11huve, lhe law~nit or mhcr legal uc1ion lile<l t,y lhe An<>roey Gen(r~I ur Gnvemnr 
of suo:h Sellling State atain~I Pt1rtidp,11i11,: Ma11ufacturers in the Court in ~u~·h Sculiug Stale prior to JU days aft tr 
!he MSA E~ccu1ion OJ!c a,;ertini: Relea,etl Claim~. 

1).2 

RXHIJJITE 
FQRMIJLA f<'{)R ('ALCULATING 

VlH.lJMF. ADIIJSTMfo'.NTS 

Any ;1,nount th,11 by the tums of !he Ma~lcr Stlllemenl Agreement i$ lY ht adjusted pur,uJnl to this E~hihil E (the 
"Appli,:ibk U,bc l'uymenl") ~hull be adju,ted in the following mann~r: 

(A) In the event lhe agg.-cgute uumbcr of Cigareltn ~hippcd In or tu lhe fifty United States, th< District of 
Columbia, ~ntl l'uerio Rico hy the Original Partidpa1ing Manufacturer, Jn the Applicable Year (a,: de!'ined he~inbdowJ (tht 
"A~lual Volume") h grea1cr than 47.'1,6.'16.000.000 Cigarene~ (!he "Ba,e Vnlume"). the Applkahlc lla~e Payment ~hull he 
mu!tiplic<l hy !he rnli" ur lhe Actual Vulamc lo the lbie Volume 

{ll) In the e1ttn.t the Actual Volume i~ lo~ lhan 1he Base Volume, 

i. The Applicahlc 8:1l'<' l'aymenl ~hall he reductd hy ,ublrucling !'rum ii the ,1mount equal m wch 
Arp!ic11hle Ba~e Payment mulliphed hoth hy 0.911 an<l by lhe n::wll of(i) !(llfl<:) minus (ii) the r~lio 11f1he Ac!ual Volume hl 
lbc lla~e Vulumc. 

ii. Snldy for purpo~e~ of cali.:ufating volume 11.dju,mnents tu the paymcr,ls ~'luircd under suh~ectinn 
JX{e)( 1 ), i( u reduc1ion nf !he Hase Payment Jue under su.:h ~uh,eetion results from the application uhuhparnrraph (U)(iJ of 
thi, f.~hihit E. hut I he Originttl P~nieirating Manufoclurer<' u1,a;n:,gate npnating income from sales uf Cig~reltu for 1he 
Applie:,h\e Year in the fifty Uni!ed St:,les, the Disukt .,f Columbia, uml l'uerlu Rico (lbe "Aclu~l Of1Crnling Income"') is 
greacer than S7 ,19.S,'.\40,000 {lhe "Ha\C Operating Income") frnch 1:111~ Operu1ing Income heing mlju~!ttl upwurd in 
a~.:or<lan,e with !he formuln for infla1iun udju;tmenls ,<tel ft>r1h in fi~hihit C herein beginning Oeccmhcr J !, ]996 tu be 
applied for cu,h year after 1996) then !he amount hy which ~uch Base Paymenl is rct!uced hy the llpplication uf suhscclion 
{H)(i) shall be reduced (hut nut hclow zem) hy the umounl cal,;ula1cd by mulliplying (i) a pe1~en111gc ~'111111 cu the agi:reiate 
Allocuhtc Sh~rcs nf !he Sen ling Stales in which State-Specific Fin11li1y ha~ 0<.x:111TCd hy (ii) 2S% ol ,<uch incrtlll'C in ~ud1 
nrcr~ting ineume. I'm pu1r11hC< of this H11hib\1 t!, "upern1ing income from <ales of Cigarette~" ~hall iman 11ptr;1ting lnrnme 
fmm ,:,le, nf Cigurene~ in Che fifry Unitetl Stales, the Di~trkl ofColumhia, an<l Puerto Rico: (al hcfnre goodwill 
a1m,niutiun, 1rade111ark 11mortization, rrslructuring char11es antl .-cstructuring relalc<l chnrgcs, 1ninori!y in1ercs1, net intere,1 
CXJl"'nse, nnn•t1Jl"'ra1iog income und eipen~e. gcne,111 c1,~11ate e~rcnses and income la~es; :mtl (h) ex dulling edmordinary 
ilerns, ,umufa1i~e crr"1 or chJn(e~ in method of at.x:ountlng und di~,m1inued OJ)(ration~ •• all u~ such iru:nme i~ ,cportcd lo 
the Unhetl Staie, Seeuri1ic\ 11nd Exchdnge Cnmmi~sion ("SEC') for !he Aprlk11hle Ycat {eirher intlerendenlly hy the 
l'ar1icip;,1ini; ~fannfaclmcr ur as par! of con~olidated finandal sln!enl('nl~ fC('l>rlrd lo the SEC hy ;m Arri!iJlC nf su,:h 
1';1r1idpa1ing MJnuf:1c1urcr) ur, in the euse uf un Orighwl l'artkipaling Munufoclurer 1ha1 lines not rcrmi i:,cmne '" the SEC. 
"' reponed in r,n~ncial si,tlemenls 1111:pared in accordance with U.S. generally at:cepletl uc~uunting prindp!es anti uutli!cd hy 
a nation~!!y rc,ogniztd a,counling lirm. t,'or ycat1s ~ub~e(lucnJ 10 1998. lhc dc1cr111in~1ion nflhe Original Partidpaling 
M~nufaclurer~· aggregate opttalinjl in~·ume from sales 11f Cigare!tts shall nm e:idtule any cha1ge, ur expen~e~ locurrrd or 
;11.·crue<l in t'onncctinn wilh thi\ Ai;:reement nf any prior ~cltlemen! uf a tnhaceo anti h<ahh ca<e arul ,hall 1,therwi~e he 
dcriv,J using lhe sumc prin,iplu a~ were emplnytd in tk1ivini;: s11<:h Original l'ar!idpalini; M,mufactmeu' agi;rei;atc 
OJ)(1a1ini: im·nme from ~~le~ ur Cig:,rcl1e~ in 1996. 

iiL Any increa~e in a 8a~e Payment pursuJnt tu suh,cction (H){ii) ahovc shall be ~!locatell mnoni: the 
Oricinal Panicipa1ing Manufadurcn in the fulluwing manner: 

{I) only lo 1ht1i;e Ori,ginal Par!icipaling Manufacmrer~ who~ 1>p!truling ln,ome rmm 
,ak, nf Cigareuc, in 1he tifiy Uni!ctl Slate.<, the District uf Cnlambia und Puerto Rien for \be year fur which the Base 
Payment is be inc atljus1ed h greater 1han their rt,pet'tive npl':'rating i111..'t>me fro,,, ~11ch ~a!n of Cigarettes (includiog or:rming 
income frum ,ueh sales uf any of their Affiliate~ Iha! do nnl t'nntinue lo have su~h sale!< ~lier !he MSA t!.11cculiun Date) in 
1996 !us increased r,,r inlfation a~ pnwided in ll•hihil C hereto bei;inning lkcember JI, 19'Jf, 111 he applied for each year 
a!'1tr I 99f,); and 

(2) umnng 1hc Original l'artidpuling Manufacturer, <lew1ihetl in paragraph 11) :1hovc in 
pmrorii11n to lhe rut in of(~) the im:rea~e in 1he opctuting incm™" rmm sales nf Cii;11rc11e,; (a'! dc~.:,ihc<l in raragraph ( l)) ,,r 
!he Original l'ar1idpJting Manufanurer ill question, tn {y) the uggregJte inc.-case iu the upcrnling im:ome from .~~le~ of 
CigJreUe'I (a\ <le~crih<etl in paru,;r~ph { I)) u( lhu...e Orig\nal P11r1idp~1ing Man11faclurcr" dc~crihctl in p~rncrnph { I) abuvc. 

(C) "Applic11hlc Year" meani the c111cn<lar year immediutely prcecdinc 1he year in whkh the puymenl ul is~11e 
is due. reg;,rdkss of when JOch payment Ii made. 

ID) for pur1m,cs of lhh Exhihil, ,hipmcnls ~h~ll he 111e;1w~<l a,i pmvideJ in ,1.1h;ec!i11n llimtn). 
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fXHHliT t' 
l'OTf:NTIAL LEGTSL,\IION NOTTO UR Qrl'95go 

Umilatim1~ on Youlh :1,:<.:,:s, tu vent!ini; mad1ine~. 

ln~tu~ion ;,( dgars within the definition uf tuhm.:cn prndtll.:IS. 
l!nh11rweu1en1 ot cnforcen~nl cffmh In idemify and pmsccule Vi<>h11inn~ of law., rn•hihllini; rr:t;1il sales lo Ym11h. 

Em.:,11.1raging ur suflf>tUlil1!l u~e 1,r te<:hni•h•i;Y tn in.:rca,e effetlils'ene~i i>f age-nf-p1.m:h:1~e laws, .such a,, wilhout 
limit;1tinn, the 11,c uf 1uogr,11nnrnhlc ~1:unne1,. srnnncr~ In rr:ad drivers' lkenw<. ur 1.m~ or uthcr ugc/11) d,11u hm1~s. 

Limi!ali,m, on pminu1ional prugrnm, for nurHoh~ct11 giot><b 1uing 1oha~·to rmducl~ a< prize~ ur givc-m•my~ 

Enfortcm<.:nl ,,f m:cc~, rcstrkt!ons thwugh ptnal1ies un Yuu1h fnr f'O~"('~\i<H'I or u~c . 

Umi1utiun:. nn u,hatcu product a,lva1\sing in m nn ~dwul fadlilie,, nr we .. ring nr !uhac~·u logu mc1,.:h,uuli~ in m 

on ~chunl properly. 
Umi1a1ions on norHob:,nu prml11ch which 11re Uoigm·d 10 lnok like uihJCC!I pwduch. ,11ch a, huhhle gum dgar,. 

cam!)' cigarenes, etc. 

l'·I 

EXUUUTG 
QIJIJGATIQNS OF THE TQHACCO INSTITUTR 

UNDER TIIE MASTER s•;1·rLEMf'.NTAGREEMENT 
(a) Upon cuurt npprnval nf a plan or di~~uhilion Th<'l Tnb:1cc11 los!hute ("Tl") will: 

(I) ~. Promptly nu1iry und nmmge for !he 1errnina1inro nf !he employment 1•f all employee,: 
provided, h"wever, th111 Tl may continue tu engage uny employee who i~ (A) essential lo lhe wind-down funcliun as i<el for!h 
in ,e1:1iun fg) htl'l!in; (IJ} rrn,onahly needed for the sole purpose nf direc1ing and imppnrling Tl's defense of ungoing 
li1ig;1tion: or (C) rta~\111ahly need<'d for 1ht Mlle purJ!l>s,: or performing the Tobacco lns!hute Te~lini; L:.ihora1nry's (lhe 
"TITL") intlm.1ry·wiUe dgureue leslin& pur,nrnnl to the l'eder.d Trude Cmruni~tiun (the "!·TC'.) methnd ur any oiher lestint 
prc!sc,ihcd hy slJ!c or rtdcral law a$ stt forth in set1i1111 (h) herein. 

(2) Emn!nyy licneliK fund nll emr!nyec henelil and renslnn program~: 1mwided, however, that unkss 
E!USA ur .. 1hcr fetlcrnl nr Siii.iil !uw pmhihils h, ,uch funding will he accumplished 1h1,111gh pcriodk con1rlh111iun,; hy the 
Original l'ar!kipo11in& Munufadurer~. ac~11rdini; lo their Rel111ivc Markel Shal'l!i, inlo II tru,1 ur a like mechanism, whkh !ruse 
or like mechani~m will he c~tnhlished wilhin 90 days of cnurl 11.ppmv:11 <If lhc plan or dis;<lllllion. An opinion lcncr will he 
appended 111 the di,snh.uiun plan to nrlify lh\tl the trusl pl:111 is nul inconsistent with ERISA or cmplnycc hftndit pcn~iun 

t:untrm:h. 
C\) !.c11"-t5. Terminate u!I leu!tttmld; ul lhe ('arlle,1 pt1ssihk <.late pursuant lo th<: Jea,;es; provided, however, 

th~! Tl m:,y reiain nr k"se anew su,:h ,pace (nr ltase f>lher ~1>ace) us needed li1r ils wind·dnwn m:tivitit<, fur TITL 1e~1ini.: as 
de...:rihed herein, anti lor suhstquent liligalinn defe11te activities. Immediately upon necution 1•f !hi< Agretment, Tl will 
provide nu1ic:e 10 each nf ih IJndlur<.l, of ib ,Jes ire to terminate hs t~a,;e with such lundltml, and will request !hat the hnd!nrtl 
take all slrp, lo re-lease the premi~" a! the earliut fl!l<~ihle dale con,is1en1 with Tl's rerformonce nf ib oblig11lions 
hertunder, Tl will vacate such lea,ehnld premise< us xmm H~ they are 1e-ka,ed ur on lhe fo~t day of wim.l·dnwn, whichevtr 
occ1,11, first. 

(h) ~~~. Within 60 d:1ys oftcf Ct>lll'I appmval of a rlan of ilisxohninn. Tl will provide lo the Anumcy 
G(!l~tal uf New Ym~ 11ntl nppenil tn th;:, 1lisM1!111ion plan II dt,~riplion uf ult ur lls asi.ets, it> dthls, tax dnhns; ag:iin~l ii, 
claims uf ,1:.i1t .ond frder:.il govemmenls ai;uin,1 II, Gr~ditor claim~ uguind it, ~nding liligu1i,1n in which ii j~ a parly and 
notices ur claim< ;1i;ains1 ll 

(c) ~- Suhjccl to the privm.:y protections p111vided by New York Puhl!c OfficerJ Luw U 91,99, Tl wilt 
pruvi,Jc u copy of nr 111.herwiu make availubk lu the Shlle of New Ymk 1111 dm:umenb in Its rosices~iun, e,;cluding 1hnse !hat 
Tl cun1inuc~ to daim It• he ~uhjccl Ill any llHomey·client privilege, 111torney wurk f!!ll<.ltK:l P"'itec1ion, eommun in1e,est/jnint 
defense privilese nr 11ny uther 11pplkuhlc prlvikse (cu!lcctively, ''pri.,,ilege") uner 1he re·uamina!itm of rrivilei;c claims 
pur~uant to c111111 o,tltr in S!Hle nf Okh,ltomil v. R J Rcvnnhb Iohal'SO CnmcanY ct ul, CJ.96-2499-L (Dist Ci., Cleveland 
Cnun1y) (the "Okl~ht11P11111:ltun"}: 

(I) Tl will deliver lo the Auor~y Oenernl u(lhe Staie nf New Ynrt 11 copy of !he privilege log strved hy ii 
in 1he Okluhuma action. Upon u wriuen rcqutst try the Altomcy General, Tl will Jc!ivtr an updated. versinn of ils privilege 
lni;, ir uny ~uch 11pdaled version e~i.~ls. 

(2) The disclosurr nf 1111)' dotumenl 1tr documenls d~imcd tn he privileged will ht i;uverntd hy ~eel inn IV 
nf lhis Agree~n,. 

(3) Al !he cunc\u•ion urthe <.lo.c1,1men1 production aml rrivilcgc logging process. Tl wilt rruvidc a sworn 
111lid11vi1 1ha1 all documents in iN pns,e,,inn h:1ve been m;ult 11v:1ilahle lo the Alll>mey Genernl nr Ntw Ymk ucert for 
d(..:11,nen1s claitntd 10 he ftfivi/eged. :.ind lhut uny privilegt loi;s 1hal alreu.dy c:dsl have been m11de av:.iifohk 111 lhe AHnrney 

Otner:.i!. 
(d) Rtmaininr Assel~. On muurnl :1grcemen1 ~tween Tl and the Atlomey Grnernl of Ntw Yo1k, 11 not·fu,.pmlil 

heul!h or child well:,rc urgunizu1i,1n will he named u.s 1he heneticiary uf 1111y Tl a,s,ls th:11 rem~in 11!kr 1:,wful lrnn,fel\ uf 
a"el< uml ,afoh<:h<'n of Trs employte O<!ntlit ohligutiuns und uny 111her dehl,, liahililks or duims. 

(e) ~JtfG;1tinn. P11r~11anl lo Scttiun 1006 of the New York Nnt-fot·l'mfitCorporn1ions Lnw, Tl will ha¥e 
the rii;h! to <:ontinuc III tleftnJ h1 litig,uiun intertsb wilh re~f)l'CI IL> any cluim~ 111,aln~I it 1hal arc pending nr !hr.:atcrw:d nuw 
nr that ur<' hrnughl m threatened in the future. Tl will retain solt discretion ovtr a11 liligatinn <.ledsio11~. inclotling, wlllmul 
1 .. 1111:uion, dedsions with ,especl tu :1sser1ing uny privileges ur tlefen,e~. having rrivilei;ed cmnmunica1ion~ and crt.11!11g 
privikged dotu,nenls, filing pk~dings, rcspumlin& 111 di~11very rcque,t,, making motion~. filing anidaviu and brief,. 
condm:!ing p;,r1y and non·parly dis~nve,y, rtlaining upcl'I whnu.e~ and cim,ultanl~. preparing for untl <.ldtnding ilself a( 
1,i:11, ,culing ,1ny clai111s 11ssene,I ag.,insl it, i11lervening or Ulhtrwise participaling in )iliguliun lo pm!e~! inleresb thu! h 
deem, signifirnnt 10 h, ddense, and utherwise diret:ting or conducting ilN defen,e. l'ur~wnl lo eiisting juin1 ddcn,-e 
agrce111.o!nls, Tl 1nay continut to w;shl its tuNenl III fotm(f 111e1nhers in defense of :.iny litig:iliun hruughl or threnlened pg.1in~l 
!hc111. Tl al,u may en!er inhl :my new jninl tkh:nse agreement or 11pree1nents that it deems signilicanl hi ii~ dcfonse of 
p,!nding or 1hrcol1<.'11cd \'lai111s. Tl may cuatinuc to eng11gc ~och rmpln~es u~ rc,mmahly 11<.'Clkd for lh~ sufo 1mr1m,t of 
dirtclini; and wr111nting Its deknM'l of onglllng hlig1dion. A1 ~otm ~~ Tl ha~ no litii;aiinn pcn<.ling again,t i1, it will dtssnlve 
cmnpltlely a~,J will cease all fun<:tions consi,!cnl with 1h,: ri:quin:menls uf l~w. 

G·I 



fl) ~uhlir ,1a1rmen1. lil<.:epl us ne1:essnry i11 lhe ..:m11se of !ili}\alit>n <Jd,.,n,c a, "'1 lm!h '" ss·nion tel .,h .. v.·. 
upon c"urt uppru~al of a plan "f lfo,uhllmn. neither Tl mlf uny nf ii~ employee~ m agen1, ,H:llng m !heir <>1111:i.il i;,p:it1!y 
n11 l1<h,,lf nf Tl will i"u,: uny Sl,Uements, pre,, rel('.IS<'~, ur ulher publk ~•a!('menl i·u11cerru"i; wtm;.:..:u. 

{g) Wiml-jluwu. After <.:1>1;r! :,ppHwa! uf ., plan "f di,,ulu!ion, Tl will dfoctuule w,nd.,low~ of all aUh·icw, (other 
lhan it, dcknsc of litigiltiun a\ de!«'rill<'d in sr<.:li,,n (e) uhove) e~peditiuu~ly. and in no even! Inter 1ha11 l!IO d:,y, ulln lhe dale 
uf ;,:uurl ;oppmva\ of lhe pbll of ,Ji,,olution, Tl will provi,Je monthly ,1u1u, rcp,1rls 10 1hc Allurne~ Oener.,l nl' New Ymk 
regartl111g the propre,s of wiml·duwn efforts anll work remaining tu hf. done with rt<pecl to such dime<. 

(h) DJ],. No1wi1h,tan,Jing any other r,ruvhh•u nf tin, li~h1t11t U ur lilr di,,uiu1iuH piJu, Tl ;.,~,· p,:;/;;;;r; rrn. 
in,1t1,try,wide 1.:it,,rdk 1.:sting pi,rsu;inl lo !he FTC lllClhod many ulher cc,1mg rre~rihc,1 h)' ~1,11e m kdcrJ1 IJW u1111! ,11.,h 
h1nctim1 i< tr,111,frrrcd lu ,m.,!htr enlily. wllich tramkr will l>e a<.:cm,,pli,lwt! ,1~ ~oon '" p1,1~ti1.:1hk h,11 i11 nu ,:venl m<11c 1ha11 
lllU U.1r atltr ~,nm ;1ppmval Hflh<" i.lh·mluhon plan. 

(i) ~· A!'ler !h<' l'iH!!g nf a Cet!ilkate uf Di<,olaliofl. par~uunt to Seclivn 1004 of1he New Ymk Nol·fnr· 
l'n,111 Corporation L:,w, !he Supreme Court for !h< Siate nf New York wHl have rnn!inuing juti~t!ictmn ovn lhc di~<nluliun 
,1rTI .iml the wimling·.JuwR nf Tl', ~.:uvilicK, induding ~ny htil\atinn·rd.,te,l ,1;.:1ivhic, Jncrihe,J in suW-e.:fo,n (e) lwr.!in. 

(j) N<> Oetc1111inatim1 ur (\thms~iori_ The di~~ululiun Of Tl anJ any pm<:ret!1ngs lak<'n hc1eunJa ~r,: nnt inlcnde,J h> 

he ;md ~h:11! 1101111 any event he ..:on~Hut,J a~, t.leemeil tn h<!, or repr<><eRled or .:,iused to he 1erruented t,y any Se111ing Stale 
a~, ~n a1lmrn,ion ur..:on.:e~~hm ur cviilen.:t or any 1iahi!,1y or any wrongdoing wh~t<o,:v,:1 on the partol'TI. any uf ii~ curr,:ni 
ur form~r inc1nhers or anyone u.:1iog nn their hehaU. Tl srccilkaUy di . ....,Jaim\ and Uenie< any lfahi1ity nr wronj!doing 
wha1socvcr wi1h re,p,:,1 M the dJ\m, unJ a!kgati,m, assertetl ai,1in,1 ii hy 1he Ath•rneys Gencr:ol uf !he Seulini: S1;1le, 

(k) ('11110 Ancmv;ij. Th~ Att,.rney General of the St;1te nf New Y1,,k anti lhe Ongi11.,1 l'ani~1pa1,ns Man11fat:tt11~rs 
will prepare a Jnin! pl.in of ,Ji,S11lu1ion fnr rnhmi,,i,111 to 1he Supreme C,111n of 1h.: Slate of New Yllrk, allot the 1crm, ut 
whid1 w1U t>e agrectl un anti cun,cnted tu by 1he Auorney Oene!.il und the Orig1'n:•l l'."li..:irJ!lnf MJ11uf.itturcrs u,11,,,tcnr 
whh thi, ~..:heduk. Th<" Original l'arli<.:ip"1ini: M,mufoc1urers and !heir e1nph•)'Ce~. "' uffi.:e" and d111'cu11, of n. w,U 1.,J..e 
whatever slep~ ale necessary !<1 uc~-u!c all d<l<.:Utnenc~ needed h> ,Jevelnp sut·h a plan of ,Ji"1,lution am! lu whm,1 ,1 to !he 
cuurt for appmval. If any courl n1~kes any mJtrrial d,Jnge 111 any 1erm ur prnvi,inl'! ot the pbn nl dissuloriun :i~rced upon 
und cun,ented h> hy the Anurney General an,J the Orii;inal Partk,pal,ng Ma11ufoc1Urc1s. ,11~11: 

(I) the Orii;inal Par1kipal\nll Munufodurers may, al !heir elediuo, llfvc11hr;k<< pmcee,J with 1he 
Ub,u!u1ion pfan a, mn11ifled l>y tlK' court: w 

(2) if !h.: Origin.ii Punicipatini; MJnufoc!llrcrs <Itel n111 lo procee(I wi!h !he u,urHn11dilied di"o\u11,u1 
plan. the Original l>~riidpa1ing Manufo,:lurers will he 1e!eas,:,J rmm any ubligutiun, or undcr!aking<1 umkr this Ai,;reemenr ur 
!hi~ schetluk wilh rc~pecl !u Tl; pmvitlcd, however, tha! !he Origioal l'.1r1idp,11i11g Manufacturer., will eng~ge in good foith 
nrsntialions wilh th.: New York AHumey GenNal lo agree Uf'\'n 1he 1um or terms or !he di~<1ulu1itm plan lh:il !he <.:uurt m:iy 
have 1110,Hlicd in an effort lo agree upon a di"olu!iun plan thal may hf usubmiltetl for !he cou11's c11niidcr.1thm. 

{i·2 

J,;XUUIJl JJ 
POCIJMENT PRODU('TION 

s~c!inn 1. 

(e1) l'hilin Mt>ui, Cnmn mies Im; ti al v. Amnino Broatlcas1inc Crmmnle, Jo;; i:111!, Al l.:iw Nn. 
760CL94X00816·UO (Cir. C1 .• City ot' l{i,hmnntl) 

(h) )l;ujey Daviclmn v. I nul!;wl Ioh'llTU Cl', Nu. 93 947 tS.D.N.Y.) 

(cl I "rilbrd Iuha,:s:n rn v. UarltY-0-JYidmm. Nu, 91·6098 <E.D. Wi~.J 

Cdl Dr.,.wo & wmiam~nn v. Jarnhwo llfl!I CHS Inc, No.!ll·b4111N.i). m.; 
(e} The !·TC inveslig.11im" ,,f loh~eco indu,11y JdVertbing and pmmolion u, emhoilkd in 1he following dks: 

46 .. ,·c 106 

411 r-rc112 
46 t-TC 7JS 

47 l·TC l.1'JJ 

1011 f'. Supp, 511 

35 1:TC J:i4 

56 r-rc 96 
1'1 rTC 255 

HU l'TC 455 

hw~,1ig~lion IIIIIJ2:lU6\I 

!nve,1igalit>R #&323221: 

b,:h Orii;i11:,I Partkipaling Minufacturcr and Tuh/1.:<.:o·Rela!(tl Organizathm will conduct its own reasonable 
in'!ui1y co Uclermfoe wha! tl,><:uincnls <>r Uepnsltion 1estim,111y, if uny. ii pro,Juccd nr pnwidetl in the ahove·lisle,J malt(rs. 

Seciion 2. 

(a) State ,.f Wµshim·tno v. Ameritan T\lh;Jt\~I Co. ct al.. No. 96·2·1~0'6·8 Sl:!A (W;1~h. Super. Ct.. Cnunty or 
King) 

(bl In rt Mike Mono: AltuCMY Gcncru! ea rel St 11$ of Mis•i~~irni Tnhm:cn I illration No. 94· 1429 !Chan~·cry 
Ct, Jad;,on, Miss.) 

(cl Srnie offloritla v. Amerirnn Tnlws:i;oCn Cl al. No. CL \15-1466 AH (fla. Cir. Ct., 15"' Judicial Cir .. !'aim 
}kJchCo.} 

td) 51ut1; nfTc:,;a• v Am~dc;mTohaq"<1 Co eJ al, Nu. 3,96CV·91 (l:!.D. Te~.t 

(c) ~ v. Pbilin Mnrth CJ Pl • Nt1. C·94·~.S6.S {Minn. Dist Ct., Cnunty of Rami.cy) 

(0 ll!1!in v, R J Reync1Jd1. Nl>. 91-491311 CA {22) (I Ith Judicial Ct, Dade C11un1y, i'1orida) 
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EXHIDIT I 
INtn;x; ANDSEAR('JI FEATlJkES FOR DQCUMENJWEIISITt; 

{a) f.aLh Originul PJ.rticipating Manufoctuttr and Tobacco·ltduted Ori;;1nil.1titin will cre:oh' :1nd m.iinluin 1111 ih 
wehsi!t, at ils ell.pen~,:,. un cnhun<.:c<l, ~e;1rchah!c index, as ik<crihed hduw. u,iog Alla·Vh!a or !'unc!iunully rnmparnbk 
wftwmc, fur all nf lhc <Jvcumtm~ curremly un ih W<"h~ite and all documenh heini; placed t•n i1' wch,irc pursu11nt hi s<'cliun 
IV ,,r !his A11rtCUtent 

(h> The ~eart:hahlt Indices ufdocmncn1s un lhC\C weh~itcs will inclndt: 

! I) :ill of lhc inronn.uion t:on1ained in lhe 4(h} indices fll'•Hlu..:cd h> Ille State AHomcy~ Gtn<!'ral {ud1111ing 
!kid• )pccifi<: nnly ht !he Minnc~uta a~tiun olher !h1111 "rcquo1 mnnhcr''); 

(2) lhc following udditlnnal field~ 11f information (or lheir ,ub~1,m1i:tl c11uivalcnl) In the encnt ~u,·h 
inf1,rmalion already c~hli \n ;u1 ckt:lrnnic lornrnl lhal ~an he in~urpm..11cd into such on ind<'~: 

l)o.:omen! 10 Muster ID 

Othn Nmnhrr 

l'rim~ry Tyre 

l'crsun At!cntltn!l 

l'crsun Author 

Per.~,m Copied 

Organi1a1i11n A111h11r 

Ori;ani1ath111 Cupied 

Organization Alh:rtdiug 

l'hyskal Allachmenl 1 

Charac!cristk~ 

Sile 

V<!'rhatim Title 

1'1im:11y ltrnntl 

l'ui;c Couul 

On..:u11tenl 1)"1t 

Other Tyre 

Person N11led 

!'ct''"" Recipient 

l'crs"n Menti,me<.l 

Organilu1iun Kecirienl 

Ori;:mizaliun Mcntiuntil 

Organbutlun Nmt'.d 

Phy~kal Anachment 2 

Pile Name 

Area 

Old tlrand 

Mcnlitmc<J Brand 

(.:) l!aL-1, OriJlinal P~<tidpating Mfluura<.1urcr find Tuh,1c\:o·RclJtc<l Or1pniu1ion will ad<.l, if not :,lre,dy UV3il.ihk, a 
u,;er-f1knllly <Jucumenl ttlricval feature "" !he Wchsilt con~istini; uf a "view ull (laJles" fun(tion with cnhunccd imai;c 
viewer 1:arahility 1hal will cnuhk u,,r~ II> dmosc It> "llicw anJ/m prim either ··uu r,1gc.," for u 'll(Cilic documcnl or .. puge-hy· 
r~11c". 

{ti) l:11eb Original Panid(l.iling Manufaclurer und "robJ1:cn·lttl111cd Org:mizalion< will provide at ils nwn c•ren,c 10 
NAAG a rupy >ti in dtL1mnk· form ufih wch<1ito: rn .... umcnt im~1,~s ,md it;; a~'l.~>mpanyini; suh,ection IV(h) in<le• in ASCII· 
dt!imiie<J form for ~II uf lhC do1:umcnts currcnlly un its wch~ile and all 1lfthc documents dtscrihed in suh~ec1it1.:1 IV{<.l) uf this 
Ai;rccmcnl. The OriGinal Purlicipating Manufoc111rers and Toha~co-Rclatcd Oriianlzaliun, will nul ohjed 1u any ~uh~equenl 
dhuibutioo and/111 f<"f"lrtlUll~linn of lh(se cupy ~ls, 

,., 

EXHUIIT I 
IQUACCO ENFORCEMENT FUND PROTOCOi. 

The Stale~· Antitru,t/Cnn,umcr Prvtcction Tubat1:o Enforcement l'und ("fund") is tihtblishcJ !;y the 
Anumey, Gencrnl uf the Sealing S1a1te1, 11cting lhmugh NAAO, pursuant to ,;et:tiun VIU{1:) uf !he AgreemenL 'The following 
,hall l>c !ht 111imury and m~nt!ulury pn11rn:ul for !ml udminblratlun of lhc- t:unJ. 

~ 

S,..,;UnnA 
f''untl Putpost 

The monies lo be paiJ pursu:101 ti• src1ion Vll!(c) of the Agreement shall he placed hy NI\AG in a new anti scparJh: 
intercsl be,uing account. llcnumin,1teJ the StJlts' Antitrn~tf Con~umet Prnho,cll,ln Tohacc11 Eafo1ccmen! Purul, Whi1:h sb11!1 
1101 then or lherc.11\cr be commingled with any 01htr funds or Ut"t:ounts. Hnwcvcr, no1h\ng herein shall f"ITC"llent dtf111si1s inln 
lht account sn hm~ us 11111r"1ies ~u <Jcru}ilcll urc !hcn lawruny commiltcJ for the puqmsc uf !he l'unll a~ ~ct rorth herein. 

""1ilml 
"'- commiuec nf three "'-uorncys Qcncrnl ("Spedul Cvmminee") shall be e~tahli.shed In dNermlne disbur~emcnts 

fmm the u~cnunl. u~ing 1he pn><:css ,Jescriht<J herein. The thr<!'c ~hall be the All<>rney General of 1he Stal<!' or Waihtng1un. 1he 
Chair nf Ni\l\G'$ untitru.,1 ~·ommiuee, anJ 1he Chuir of NAAG'.~ cnn~umcr (lrntcclinn t:mnmill~. In the t"llent that an 
Anorney Gtnrnll ~hall hi•l,J cilher 1w,1 or three 11f !he uhnv<!' sl:ilcd rn~itions, thal Aunmcy Gen<"ral may 1'tfVt (ln1y in II i\nglt 
ca(lad1y, anti ,hall he rcrlaccd in the rcmu!nlng pnsllions by 111,1, the President of NAAQ, no,1 hy 1he \>rt~id<"nt·El<!'cl of 
NAAG aml ifne~e"ary the Vkc·l're,itlcn1 nf NAAO. 

~tli.iln.J 
The rurpme ur the t:ullll is: (I} 111 cnfnn.:t and Implement 1hc 1crmi uf the Ag,ecmcnl, in r~rticufaf, by partial 

r:iymtnt of the monetary co~l'I of !he lnd<!'pc:ndcnl A\Jdilor •~ contcmpla!cd by the Agrccmcnl~ an1\ (2) tu rmvidc monclary 
a~,istuncc h> tbe various s1a1e~· uuurn<!'y~ gencrul: (A) t11 invesligatc undlor liliga!e ~u~rcctcd violations of th<" Agreerm:nt 
undfor Cnnsenl Decree; (B) h1 invc.,1ig:.1e and/or Jiligutt ~U~Jl(!Clc<.l violalionJ of ~lute 11nd/or federal untitrusl or cumumcr 
pr01eclion laws with respc:ct to !he manufacture, use, m~rkcrlng anti sale~ of tobac1:u pmdu~t~; and (C) Ul cnfon:c 1ml 

Qu:llilying S1atutc ("Qualifyini: Aclinns"). The Special Commillcc sh~ll cnl<!'rluin r<"quols only from Seuling States for 
<Jishur,emcnt from the fund asmciattd with a Qualiryinll A Cl ion ("Grnnt A(lplication"). 

Secllnn II 
Admlnlsfralian Stand11rd1 Relative lo Gnint Appllcatians 

~ 
The Spccial Cmnmincc ~hull nm entertain any Grant Applic111ion to pay salarie~ i•r ordinary upenscs nf rtgulur 

rmrluyccs t•fany Anumcy General'~ oftkc. 

~ 
The affirmative vole or 1w11 of more uf 1he mcmbeN 11f the Srccial Commiuee ,hall be rt11uircd lo aprrovc any 

Omni Arplicatiun. 

Sc<.:tion J 

The ,k1:ls!on of the Spctiul Commincc ..t.all be: final and non-,ippcalablc. 

Swl!!n..! 
Tl1e Anurney Ocnerul uf the State of Wushin1,11nn shall be 1:huir or lht Spe1:f;1I Curnnill<"C ,ind shJII unn1tilly rtpnrt 

tu 1he Auomey., Orneral tm the rcqucsls for funds from the Pund and the acliun~ of !he Spi:dal Cornmiltec upnn the re,1ucsb1. 

s.wiil!U 
When a Grunt Aprlku1inn Ill !he fund is m:tdc hy 1tn Allomcy Gcncral wtm i~ lhcu a mtrnller of !he Spedal 

Commi!tcc. ,uch member will he lcmpurJrily replaced on the Committee, hut only fur lht de!crminalion nf such GrJnt 
Apr1ic~1i11n. The remaining memhc,~ of !he Spcdal Commilltt shall dcsignale on AUorney Gcntral lo rertu,e II~ Anomcy 
General so <Jhqaalilie<J. in order to <'nnsid<!'r the aprlkation. 

~ 
'The l'und shall be mainlainffi in a ftdenally in,urcd dcpo~hory instilulinn luculctl in Wushing11,11, O.C, fund~ m~y 

be invc~tt<.l in fcdc1a1 govemment·h.ackcd vehicles. The Fund ,hall~ rtGUhuly reported 11n N"'-AG financial .~!alc1ne11ls und 
suhjccl lo unnu,l uudil 

~ 
Wi1h<Jraw:1I, frum nn<.l check( draw.a un !he Fund will require u1 le,~t twn or lhn.-e authorized si1Jna111rc~. The 1hr<"c 

rcr~nn~ so ~111horilt<.l ~haU he 1he c~ccuUvt dirtclur, lhc deputy dirtclor, 11ml c11ntml1er nf NAAG. 

~ 
The Sp,.'cial Cmnmillce ~hall 111cc1 in ptNllt or 1clerhunkully as ncct~SitfY 111 determine whclhcr n grn111 i> ,,mi;ht 

for a~,i,t;1m:c wilh II Qualifying A~1iu11 m1tl wheiher nnd lo whul ulcnl lhc Grant Appli1:a1ion is ~..:ccptcd. The chair nf 11,c 

,., 



S~crnl Cnmmiuee ,hall dc,ignat~ the lime~ for ,uch meeting~. sn thaL a re~pnMe is mmk 1" 1he GrJ11I Applk,11iu11 us 
expeJ,tiuu,ly a, pr~1,:•i1,:ah!c. 

Slliilln..2 
The Sp<cial Cm111mt1ec may iswe a ~nmt rrom 1he Fund only when an Auurney G~neral erriir,c~ that 1he mu111es 

will he usetl in ct•nnetlion with a Qualifying Actiun, lu wit (A) 111 inYt,.tigate anJ/or litii;ale sU,fll'de,J ~,ulaliuns of 1hc 
A11recment undlnr Cnnscnl Decree; (LI) to inve~ti1;a1c aml/ur li1igatc Slls[l(Ccted >'"hiluliuns uf slate and/ur federal anlitruM ur 
u1n,umer prnlection laws wi1h tt',f)<'ct In !he manulacturc-. m,e, marl<.eling und i.aks nf lnha~~u pmdocb; ~ml !CJ In enforce 
the Qua!irying S1:1tulc The Anurney General ,uhm,uini: .,m·h :ipplicalinn ,h:,11 for1h,., ,·u1ify 1h:01 rhc cn1ire i:ranl nf mnnih 
fro,n !he Fund will he tJ.sed 10 pa)' for Mtch irwe~til,laliun andlur litigalion. The Grunt Application ~hall d(',crihc ti~ nahlfe 
an.I ~,;ope nf Ille in1ended a1,:1inn and u>e <11' the lunth which ma)' he granted, 

= Tu the ('ll!enl peuniued hy law. eadi AHnrney Gennnl wlm,:e Grnn! Applkation i, favm~hly ucted up,>11 s!mll 
rmmise In pa)' h~d. 10 the Fund au .,r the amuunl, ,eceiveJ frnm lhe !,,"unJ in lhe event the ~1.11e h ,ucce~s!'ul in liligiiliun ur 
xt1lement ot' a QuaHfyin1,1 A.:1inn. ln !he evem thu1 !he 11wne1ary r.:tuVefy, ir any, uht;iined is no! suffident tu ray hud,; 1~ 

enti,e mnnunl of the grnnt, the Auomey Genernl ,hall 11ny hack a, much u" i" p<nnitted by the rewvery. In ~u in,tan~cs 
where mtmit...: ult granled, !he A!turney Gemiral(,) ren,iving 1mmks sh~II pruYide :m ac~ .. ,un!ing Ill NAAG uf all 
Jh!>ur~en't<:nl~ Utci~etl from the Fum! nu Iller lh~n !he 30th Hf Jllm• ntxl 11.,Uowing ~Ulh di~hu1sc1n,:n!. 

~ 
In a<ldiiion JU 1he 1craymcnh tu the l'un<l .:un1c,,,r!atcd in !he prctedint i.etliun, 1he Special Couumuce 111:ty Jcpu,ic 

in the Fund 11ny other mnnics l~wtully cmrnnillctl for the prcd,e purpo-.e or 1he Fund a, .,ct fo11h in sedion A()) abuv,: 1-'or 
uampk, !he Srecial Cummillce may al iLs Ji~c~linn utcepl for th!pmii in lhe t'und a li,undatinn i:wnl ur cnurH>nkrcd 
~w~1d for ~tale nn1itru,1 aml/nr umi.umcr protcctiun enforccmcnl as Jung n~ the m1>nies M• Jero~ited hecume r.1rt nf am! 
,uhjed m tile ~:un,e rule~. rurl)<>'<C~ and timitnli1>11s u( lhi:e fund. 

.s.wiurL.11 
The Special Cummin.:e ,hall he !he ><>IC :md linnl arhitu of all Gran! Applkatiu11, and of lh( amouni awan!nl ror 

ea~h ~ll~h 11pp!kJtiun, if any. 

~ 
The Spi:L'ial Commiuee ,hall enlkavur In mJimain !he Fund for a~ long a term ns is consi,tenl wilh lhe parpo,e nf 

lhe l'un1,l. The Speda! CrnnmiHee will limil th<': 11,tnl nmuunt uf i;rnms made in a ,ingk ~!ntc !<> nu m,,re th.,n $~00,000.00. 
The Speciul CommiUee will nm nward J single grant in uce~s uf 5200,00(tOO. unles~ 1he gran! invol•t< umre than une ,1a1c. 
m whi<.·h caw. a ~inj!IC 41ram "' made ,uay nut lotal more than $.100,000.00. Th,: Sp,:dal Cu.,tmiHu m,1y, in oh tliwrc1inn 
,mJ hy un.ininmu, vu1<,. decide tu w.iive the»( li1nit.a1io11< if ii Jctcrminc~ 1ha1 ,peciJI drcum,t;m(es uisi. Su.:h d,·(o<i"n. 
huwevcr, <hall not he dk<.hve unks, rnlilfrd hy .a lw<Hhirds majurity vote vf lhe NAAO ,:xe<.n!iY<: co1pmincc. 

Section C 
Gran! Applkulion l'rol'.f.'durts 

Stctjnn I 

Thi, l'mtucnl ,.baU he lnm~miued hi !he /\1h>fl'IC)'., O~ne1;1I wilhin 90 ,foy~ uf!tr lhe MSA f.~cculiun Dale. h may 
1101 he .unended unk~~ hy recommcndJli!ln of the NAAO ex.:sulive co111u1;uee lln<I m:,jorily Yott nf the Seulmg St,ne<. 
NAAG will nolify the Se!11ing Sln!e~ <>f any amend111enb prompdy anti will lran,mit yearly to 1!,c anorrtCy, i;encr,d a 
~IJJe,ncn! o! !he FunJ habm:e and a ,umm;,ry of depu,i1~ lo and wiOldrawal\ hum !he Funt! in the previuu, calent!ar ur !iscnl 
year. 

~ 
Grant Application~ mu~t he in wriiini; ;inti mu~\ be .,ii;ned hy lhe Allurncy General ,uhmining th,: :,pplica1iun. 

~ 
Grant Appfa·atiuns mu,1 indn,Jc 1he 1,,Uuwing; 

(AJ A de,nip1ion or 1h, cnntempla1eJ/pending ncli!m, including !he .,cnre ur th~ allege,! v,nla!ion and !he 
urea (~t~lclrei;ion,ilfmahi,,1,,te) !ikdy fn he ntltc!~tl hy !he su\~•ted uflemlini; coml11.:1 

(D) A ,1,ue1ncut whclhcr lht! UCIH!rl is ,11,:1ivcly ,ind currc111ly pur,ued hy any other Auom~y Gc11cral ur 
u!her pnN,1:uting :rnlhurily. 

{CJ A dc,crip1ion uf 1h( pU!J'O!>C> for wh,d1 the monies >11ugl11 will he uwd 

(IJ) The nmuunl r~11ue,1e,I. 

(E) A dirtcti~ J~ lo how dishur-cnll:n!, from 1he Fund should he made. C.J!" .. eitherdire~1ly 11, n supplier ut 
~trvice~ {(1m~ulrnn1', exper1~. wil!lc~,~~. ~nd !he like), m tht' AHnwey Gtncral'~ uflic·( t!ir .. ~1!y, or in tt,, L·a,e ol muhi-,1.ll<' 
act inn, 111 one or more Allttmeys General'~ ullke> de~ignutt'd a, a recipient ,,r !he munie, 

12 

ff) A ,1atemcn11hat lhe applkunl Anurney{s) General will, hl lhc otent permitlc<l by law. pay ha,k to 
lhe Fund nll, or a< mui·h n, is J>IIS>ihle, of the monif~ received, Uf'lll! rcccipl uf ,my munetJry rccuvtry 
.. on!empl,,tcdlp,:mling li!iga1ion ur ,cnlemcnl uf lhe uclion. 

(G) A <.'t'nitica1inn 1h111 no pun or the 1:runt monic~ will be uited 10 pay !he salaries nr ordinary cxrtnses of 
an)' rei;ufor employee ,if lhe oflke (If the 11pplk:11nl(~) 11nd I hut !he granl will he u~cd ~okly to pay for the .~lated purpu,;e. 

{H) A cerlificalion Iha! nn accu1111t!ng will be providCU lo NAAG of all monic~ rel't'ived hy the arph.:ant!>) 
hy nu l~lcr lhan !he JUlh of June nut following any re.:cipt of ~uch monies. 

Ll.llL1 
All Gran! Appli~utiun~ shJII he suhmiued 111 the NAAG nffice ul lhe following Lk.ldrtss: Na1i,mal As,nciatinn uf 

Auurney~ General. 750 I st Strce1, NE, Suite I 100, Wa.,hinglon O.C. 2000?. 

Swi!!n..1 
The S~cial Crnmniltcc will cndeaYor lo act upun 1111 tomplche ~Jiii pwperty submiuc<l Gran! Applk:,li<in, within 30 

days of teccir,1 of ~aiJ appliculiuns 

Seclkm O 

Other Dlsbursemrnls from lht fund 

W!lll.l 
Tu enfor~e and imp!emenl the lerm, uf the Ai;reemenl. the Special Cmnmiuec shall Jired d"hur,emen1, foun 1he 

hind hi Lnmrly wilh !he rarti~I raymcnl ohligatiuns sci fmth in st~liun XI uf 1hc Agreement rclJtive tu cmts of the 
lnJepcndcm Auditor. A report or ,uch di~hur...erm,nl~ shall he irn:lutled in lhe acc11un1ing ci~cn runc11anl tu seuion C(I) 
nhove. 

~ 

Section E 

Admlnlnratlve CtHIS 

NAAG ~hall rcceiYc frmn 1he Fund 1in July I, 1999 :ind on July I of e:,ch yeur thiereafler ;111,1<lminis!ra!ivc fee uf 
$100.000 for ii, nJminbtr~liY<: c!h!s in performing iis <luliei; under lhe Protocol and 1hi, Agree men!. The NAAG execuli\'C 
committee m,,y adju,11he amoun! 11( the a<lminh1ru1ive fre in extraordinary dn:um.,taoccs. 

J.J 



t'XHHIII K 
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JlXHIDITl, 
MODEL CONSENT DECREE 

IN TIU! 1XXXXXXJ COURT OF THE STATH OF IXXXXXXI 
IN AND FOR TIIE COUNTY OF IXXXXXI 

....... CAUSI: NO. XXXXXX 

STATE OF 1xxxxxxxxxxx1. 
Plain11ff, CONSEN-r DECREH AND PINAL JUUflMENT 

' 1xxxxxx xxxxx xxxx1. et al, 
IJdtndan!s. 

·• 

WHEREAS, Plaiintitt'. I~ State (>f {nmne uf Senling Statej, comf"lk!nced this aclinn 1111 {dah:J. lhy aml throui:h ih 

Allomcy General !Immel), p11r~u~n1 10 (herfhis/its! cumm11n law puwcr:111nd the pniviaions of lsta!e aml!ur ktlcn1l l:1wJ; 

WIIUHiAS, the S!a!e of !name of Set1ling Slate) userted various duim~ fur 1m1net11ry, equiu,hle und injunctive 
rt:lier un h~h~lf of the StaH: of !name of Seulini; Slale! ui:ain•t cen11in tnhacct1 pm.Juel manufacturers and other tlefemlun!~; 

WllP.REAS. Defeno.lant~ have cun1e~1ed the daims in !he Slate's complaint tund amended complain!~, if any/ :1no.l 
denied 1he S1;11c's alk1::1111tin, [anJ u,.,crh::d uf'firmmive defcm,es]; 

WHEkEAS, the pallk> tle,ire Ill re~ulve this atlitm in a mJnntr which urr,t,r,ria!dy uddre,ses the Slate's puhlk 
health com.:ern,, whik ,;11nserving the r,artih' reM1urcn, as well as tho!<t uf !he Cnun, which Wl)Uld lllherwi~e he ex~nded in 
lihgafing ,1 m,,ncr uf this nugnitude: ;ind 

WllliRl:AS, lhc Court hus m:1de nn de1amina1im1 uf any viuhuion of law, !Ms Cun;ent llicree and Final Jud;:1nen1 
heing cnlcrcd prior lo lhe tJkint: ol any 1e~1imony and without !rial or final adjat.lic11lion ul' any i~sue or foci ur law; 

NOW, THEREfORE, IT IS HEREBY ORDRRF.U, ADJUDGED AND DECREED, AS FOLLOWS: 

I. JURISDICTION AND VENUE 
Thi~ Cuurt has ju1i~dio.:tiun nv,:r lhe subject 1ua1ter nf !his a,:1i11n und uwr nch o!' the Par1kip,1lir1r Maflufacwre,s. 

Venue Is proper in lhi., !o.:uunty/di<lriul. 

11, DEFINITIONS 
The definition, set forlh in the Aii~emenl (a copy of whkh i~ aUucheJ herelo) ;ire im:urp,:u-,1led herdn hy rckr,mcc, 

Ill. Arl•LJC,\IULITY 

A. This CnMent Deo.:r<?e ano.l l'ina! Jadgmenl applie~ nnly 10 the Panidpaling Manufacrnrers in t~ir corr,or:11c 
capacity aeling lhrough Their rcspeeuvc au1:cc,~ors and a~~ign<, t.lirectur~. officers. emr,luyee,, 11;:ent~. sub,idi:iries, divisions, 
nr 111hl::r in1emal uri:ani1a1ional unih of uny kind or any 1>1hn enlitic~ aellng in l'ilncert tlf p:nticipmion with them. The 
remcdk~. pcn.,l!ie, an(! .,anciion~ th~t may he impusct.l ur Ut'-CS~cd ill cunnectlun with a 11iula1iun or thi~ Consent Decree and 
Fin,,! Jutlgmcnl (or ;my mder i,,uctl in cunnct:linn huewilh) .,hall only ~pply Ill lhc Particir,ating Manufal:lurcr,, and ~hJ11 nnt 
he hnpuscd "r a,,e,;,cd again,! any emr,luyec, ultktr ur director nf any !'artidpa1ing Manufodurer, m ai;ain.t any ti!hcr 
pe,,nn or cn1i1y u~ a tnn~eqaen~e of >11th viol;11inn. and 1herc ,hull be no juriOOktiun 11ml(r lhi~ Con~cnl Dtvce and Final 
Jodsmen1 to do ,u. 

U, Thi> Cnn<~nl Decree nnd l'in;il Judgment is nnl lntcnd~tl 1<1 und cine~ nnl ve,1 ,t,mding in any lhird pJrly wilh 
rt,,pn·t to che 1rnn~ hereol. N,, purtion of lhl~ Cun-<enl Decree und t:inal Judgment ,hall pruvid.: any di;hb tn, or t,,. 
cnfon·c:ihk hy. any per~un 01 cnlity other th:1n !he Stale nf{name nf Scnling StateJ ur a Released Parly. The Stat( of ln,,me 
uf Seulini: Stat"I may nol a,,ii;n nr u!herwise convey ;my rlthl fo .. afon:e ,my r,mvisiun of this Cons~nt Decree und finJl 
Judgment. 

IV, VOLlJNTAltY ACT OF'TIIE PARTIES 

The r~11ks hc1cto expressly a~knowlcdge and agree thut lhi~ CunS<:nl Decree and l'in;,I Judgnn:111 i, volun!mily 
en!creil inio a~ ctie re,ult uf an11·~·kng1h ncgutiatiun, anJ all parlie~ herelu were rer,rescnled hy cuu»~el in deciding In enler 
in1<1 !hi, Con,tnl Decrrc ~nd fln;1I Judgment. 

V. INJUNCTIVE AND OTIIRR 1<'.QUITAlll,E RF.LIEF 

EJ<.b l'artkip.Llin~ M,mofoclurcr i" ricrn1:mcrtlly enjolncJ from: 

L·I 



A. Tukini: uny action, dirtclly or intlirc.,-1ly, !u 1111gcl Youlh within 1hc S1a1e of [11C1me nf Senling Siarel m 1he 
advertising, r,wmu1inn or marke1ing of Tuhacco Pmducl<, or taking any at·li11n 1he r,hn:iry purrn,e ol wh1ch is lo i11ili~1e. 
iu,11111ai11 m inc1(a,e tltt: h1ciUen1:e uf Ynu1h ,nmking within ihe St~Le uf !name uf Selllini; S1a1e1. 

B. Alier I !U, day~ altC'r lhc MSA Eu1;uli1m Oate, using or 1;uu~ing lo he used within the State uf lnam.,- "f Seulmi; 
SI.Itel ,my Canuon in !he aUvc1ti~mg. pm1uolini:, ra~hi:iug or lahdint 111' TohUl'l'U l'ruduch. 

C. After )0 day~ after th< MSA E~eculion Dale, m~king nr causing !u he made ~ny pJylll~lll nr olhcr l'tm,itleralion 
lo aoy othu f>"'~"" ur ,·ntity !u m,e, dhpl.1y. nrnke ttftr(nc,e tn or u~ us a prop within the St:ih: uf jnJ11we 11f Sculini; St.,1e) 
,my Toh;ic"u Prndu<:I, Tuhan·n P"><lm;t pa~k:,ge . .i,Jvcrli<tllll'nl for a T11ha1;1:<1 Protlucl, OT ;i11y <1lhtr ittm hcariug a Hr:mtl 
N:m1c in :.iny Media; provi1kd, h"wcver. 1hat !he foregoing prnhihi1im'I shall not apply tu (I) Media whe,c lhe a1u.lient:c ur 
viewers arc wilhin an Adult·On!y Fad!ity (pwvitled ~U(h Media art not visible 1n p,trsun" uut,idc ~u,·h Aduh·Only F:i,·1h1y); 
(2) Mediu uo! iulemkU for di,.1rihu1iuu or 1.fop!ay It> 1he puhlk; {l) in<1tuc,1fnnal Metli.1 1:um:crnini; r111n-convcnlmn~t 
cigarcnn viewed n11ly hy ur prnvided nnly 11> ~muker1 whu a,e Adult,; .1ntl (4) uc1iun~ take11 hy any l'lluicipatini; 
Manub~turcr in <:onnl'~lion wilh ~ !lrnnd Name Spun,ur~hip f"'"llitkd purw~u• tu ~uh.cuiuns lll(.:J(2)(A) aml 
lll(<:)(2)(1l)(it pf the Agreemenl, ~nd 1be ol' ,1 Brand Name 10 identiry 11 IJrnml Nunie Spuu,orshir, rermitted hy suh<e"iun 
lll(c){2){B)(ii). 

D. Ueginning July !. 1999, markeling, t.li~nihuling, olferini:, selling. Jh:ensing ur ciju,iug to ho! nmrkclcd, 
distrihu!(d, utlc:rcd, ~ul<l. 01 lkcns(tl (in<.:lutling. whhout hmf1,11iun, hy cmalugue "r l1111'cl mail), w11hin the Smte of lllmlle ul 
Scttllog Slalej. :,uy ap1111rd ur o!hN 1m:1<.:han<h1'e ("!h<:f thJn Tnh;u:.:n Pwt.luc!s, item, 1he ,uk fon\'tion of whkh i, 11> 

advcrtbe Tuhm;~u l'r<>ducts, or wriucn w ekc!fUnic puhlkatiunsl whith heari. 11 Urand N~me. l'rovi!led, however. Ehat 
nothiug in this se.:lion shall ( l) l'l'(!Uire any l'arlkir,~tong Manulac,1u1er tu hrtillCh or termim•le ~ny !i~en~ing ;1greemen1 or 
01htr c<>nlf,l\:I i11 uisJcncc as of Juue 20, 1997 {!hi~ ex<:ep1iun shall nnt upr,ly hcyontl lhe cunenl 1c1m nr any e~i,iing 
~untrue!, withoul reg~rd to Hny rl'm:-w11I (If oplion term Iha\ may bi: e~en.:i~tl hy such 1-'arli~iratiui; M;inufai:lurer); (2) 
prohihi1 the di~!ribution to ,1ny l'ar1kipaling Manufacturer'~ emp!uyee whn ii nnt Untltrai;e uf ,1ny l1cm tle,c,ib,:d ulmv( 1h.1t 
h iniern.kd fur the f'l"r,oual ll'<l' of ~ut·h all cmplnyel'; (3) !l:(!Uirl' any P:.rlkipaling Mauufodurl't 1u relr,e~e . .,-ulk~I \If 

olh.crwiw rcc,uycr any ilcm 1h:11 pfl"r 1t111,., MSA Ei.,~11tilm 0,11c wns m:1rke1etl, t.1huihu1ctl, u!'ti·rtd. ,ultl, liceu~etl nr t·uu...-d 
10 be 111arkc1c,I. ,li,1rihu1eJ, ulkrcd, ,ul<l ur lkcu,cd hy ,u.:h 1•,.,1i"iru1inl,\ M,1nur:1~1Urcr; (.J) .1p1•ly 10 \uupun, "r ,,thcr i1cn1~ 
u"<ld hy Adult, ~nlcly in ~·unnc.:tiun wid1 the purd1u,l' ul Tuhac.:u l'rntluch; (S) urply tu apparel nr other merdi;md"e u.,(t.l 
within an Adult-Only fudli1y Iha! i, nol Ui~lrihuted (hy sale or otherwise) tu uuy 111eu1h<,r ul lhe general puhlic: or (6) apply 
111 ar,parel ur Nhcr mcrd;andiM: (a) m~rkeletl. di,trihuted. uffered. wld. ur lke11~ed ul the ~ile of ij 8r,1ntl Name Spou"nr,h,p 
~rmilled pursuallt 111 ~ubsec1ion 111!~)(2){A) nt Jll(<.:)(2)(li)(i) uf the Agttemcnt hy lhc rcr~nn 10 whkh the relt~:inl 
1'~1tidpaling M~nufa~lunr ha~ prnvided r,ay1neul in u;change for lhe U!>f of the relevanl Hrand Nime in the Brnn\l Nu,rie 
Sponsur,hip ur a !hitt.l·plltty th;it dues nnl >e<.:(ivc payment from lhc: relevant P.inidp:i!ing MJl\llf.t1:!u1tr (or any Affili:01.,- ol 
w~h Partidpaliug Manufacturer) iu cnnol'ction with !lie m;i1ke1in&, distribution. uffer, ,ale or ficeu,e ot ,uch arrarcl m 01hu 
111er~hantli,e, vr th} us(d at lhe ~ite of a Urnnd Name Sp,insurshir, penni!letl pur,uJnl h1 sub,t"tinu~ lll(c)(2){Aj ur 
lll(c)<2)(li)(i) of !hi! Ai.rument (during ,u~h .,-\lenl) thal are ont dislrihuled (hy sule w uthHwii.eJ to any memh.cr of the 
l:(nernl puhJk.:. 

E. Aller !he MSA H~e<:ulinn Oa!e, di,trlhming or 1:ausirtg tu he dlslrihu!ed withio lhc Sl:tle of luJmt uf Senlin~ 
S!alel any free sao1ple, or Toha<:.:o P1,•tlw.;1~ ell.c,ep! in an Adull·Only t'acility. l"ur purpi,<e~ of 1hi, Cu11,rn1 Oecr(e uml 
rinal fotlgmcnl. a "free sample .. does n111 indutle a Toha1;c,o Prndu<:t that h pruvitled '" un Adoll in cunne<:tinn with (I) 1he 
pltrlha<,(. tlli:hJni;e or re<.kmfllillu for prnuf uf purchlse of ~ny Tt>h.ic.,-u Pmt.lu.:t, (inclutli11i;. hu1 no! limi1td to. a free offer in 
.,-,mne<:tion wilh !he purd1a,,., of Tnh;,c1;0 l'mduds. ,uc,h ;,, ~ .. 1wo-for-one" oiler), or (2) 11.., <'<mt.luc!1ni; nf 1;un,111ncr !c,1i11t 
or c•alualinn ofTohacn• l'rndu<:I< with pa,nn~ whu ccnify lh11! !hey ~rt /\dulls. 

f. Usin11 nr <.:11u~fnc to he used ,is:, hran,1 ll,,.uc .. r ~ny Tuhuu:o P,mlu.:I p11r<uanl tu any acr.:emcnt rc•111iriug 1hc 
p;iyu1<·11t ul money ur u1hrr v:1lu"hk cnositler:11i,u1, any n,11iuMaUy l<?c"i;nitctl or naliuuully e<l"b!i,hcd l>r.mtl mnnc or tratl¢ 
numc of any n1m·t<1ha<:C'.<l item or service nt ,my nJ!iomd!y rccngnized or nali,1nully es!11hli,lwed <pnlts 1e,11n, (nl.,rtuimucnl 
group or individual <.:ekhrity. l'rnvi,kd, however, th.111he pm:ediog l-Cnlence ~haU nol npply 1t1 ally Tubaccn !>mduc,t hrJlltl 
num( ill "i~len,e as uf July I, 1991L hlf the purpose~ nf this prnvi~iun, the 1cn11 "mher vuluahle con~idera1inn" ,hall 1101 
inchllle an ai.ru,nl'nl between lwo cncitk~ whn ~nicr intn su.,-h ai;reemcn1 fur 1he "'!e purpose ol dvouJius iulrin~c111c111 
d~im~. 

G. Aller 60 tlJy~ arter lhe MSA. i:J!(t·uliun Oate aud thmui;h and indutlini; Uercmhcr JI. 2001, 111;,nufo<.:torin~ "r 
cuu1ing In~ m:inuh<.:turet.l for ,ak within !he Stale nf I name of Settlini; Sll!!cJ ~ny pa~k ur utlier .:un1ainer of C,garclle< 
con!;iining fown than 20 Cigarcl\e~ (or, in the 1;:.se uf rnll,y;rnr-own 1oh'"'""· any pa<.:·hi;e of r"ll·yout·own 111h,1<.:c-o 
.:ur,1.1ininJl IC" !h~n O 60 ounces of h,han·o); ~nd. ;ifter I SO d:1y• aOcr 1he MS,\ l::J!C\Clltiun llale anti thfllugh and iu~luo.ling 
Dl'ceml~r J!, 1001. ,tiling ;,r <lh!1ib111ing wi!hiu thc Slate of lnume o( SeulJni:: Stale! auy r~,k or other <:un1:1inu nt 
Cisarette, cont~ining fewer than 20 Ciganme, tor, in the cu"" of r11ll-your·11wn h•ha~<.:·o, :iny pJckai;e ur m!l-ynur·own 
h>haLt·o cnntummi: In~ lhan U.OU 11U1Kes ot luhJccoi. 

It Pu!tring info any cuntrac,t. comhinnliun or con,r,iracy wilh aoy O!her Tuhann l'mducl MJnuf.octu1er th:il ha, the 
fl!lrfl<I'>( Of effecl nl': (I) limiting cmnpc!itiun in lhc r,wtl!lL'liun ur didrihutiun uf info1mallon ahuu! ht:.ilth hMard, or 01ha 
co11«'4uenc(~ 11r lhc use ul' 1b,·ir l''"'luch; (2) limiling 1•r ~uppre~~ing re~eMch into ~,uukm~ .iutl hr;,hh; or O) l11mtini; or 
•upp,~s~intr rc,c;,n:h i11h> th.: m.iricring !If 1kvc!npnicn1 ol 11,cw pwdu.:ls. l'mvi,kd, l,nwewr.1hal nu!hin~ iii !he pren·,hni: 

u 

~,ntencl' shalt he deemed Ill (I) require any l'articlr,Min,I! Manufoclurer 1u pn;)(jucc, t.lh1rihu1c t>r ulherwi~c discl11'>e uny 
inform:111nn 1lut i~ suhj,d In any privilege ur priuectiun: {2) prtdutle 11oy l'arlidpuling Maoul'"'IUrer fm111 c11lering into 
uny jnint ddcn~ nr join! kgal inlerc~t ugreemem nr arrangement (whelher ur not in wriling), ur from ai!>frling uny 
privilei;e p11,~ua11L thereto; or (J) imr,ose any uflirma1ive uhligu1iun un any Participaling Manufacturer ht cunducl any 
rc~CJtl·h 

I. M"kiug any 111a1crial mhrt'f'IC~cnlutiun nf f;i,.;t fegurding \he heahh .:on11equen1:es nf using any Tobu~~u l'rudu~t. 
indutling ;iny 1<1baccu ud<lilive~. llllers, p;iptr or n1htr ingrrdi~nK Provided. huwever, lhat nothing in ihe preceding ,rultn.,-e 
~h;ill limit tilt ex~rdsc of uny Fir~t Amend men! right m lhe u~M:rliun of uny tlefonse ur po~ili11n in uny judidal. lei;ishuive nr 
n:i;111a111r~ lorum. 

VI, I\IISCt:Ll.,\NEOUS PltOVISIONS 

A. Juri:<dklinn uf Ibis ~·a,;e i, retained hy the Courl for lhe putpo,;es uf impkmcflting nnd enforcing the i\greemcnl 
and lhi~ Cou,en! [k~tte :ifltl Fmul Judgmeul a(ld eoabling Ilic 1:untinuing proceetlini;s conlernpl.11ed hcrl'in. Whcne~r 
rt•ssihle. tht Stale ur !name of Sc1tliug S!.ilel and 1he Purlicip:iling M,mufacturer~ ~hull seek to reM>!lle any i•~ue !hat ma)' 
eai,1 ~, 1<> cumpli~ll\C( wilh 1his Cunsen1 De~ree uni.I Vin,! Judgm(nl hy di<eu~siun umung 1he upprupriate <lesign(tN na~d 
pur,uanl w .<11hsc~1iull XVlll(m) of !he A,1!1eemcnt The Stale of !name uf Seltling S!utcl ami/111 any Par1icipati111,1 
MauabclUrl'• may apply lu the Courl 111 any time for (urt~r urders and tliRelion~ as may be necr,sary or upprnrria!e for the 
implemellla!in11 and enforcemenl or lhi~ Cun.sen! Deer« ~nd final Judg~nl. Provided, however. thal wi!h tcgmd lu 
~uh,ecliun~ V(A) :,ml V(I) nf !hi~ Con,enl Occree and final Judgmcnl, lht AUorney 0(11ernl ~hull i>aue a ccu~e unU desi,1 
demand m the l'Jrti\ipa!ing Munubcturer th~! !he Altomey Gtrn:ral he lie vu is in viululiun n( either of such ~cc1ion1 ul kas1 
ten Bu,in,~~ D,1ys before the /\Hurney General ar,pties l!I the: Cuurt for un order Ill enfun:e su~h .<uh<rdion~. unless 1he 
Anomey General r(a;m1ahly determine~ thal dlher u comptlling tirne-~en~i1ive pubfo.: htalth and safety ,.~,ncem rcquiru 
mnre immctlialc :ic1i1•0 or the Cnurt has previously issued un enforcement Order tn the P11,1i.:ipa1ing M:,oufa.:lurer in 
tt11c,1ion for !he ~am( ur .1 sul"t,mti.11ly ~imilar act inn ur activity. Pnr Hny duimed v!olutiuu uf thi~ Cullsent ~cree 11mJ t'iu11I 
Jmlgmeu1, in 1ktennining whclher lo !<t:tk an order fnr 111<1ne1ary, civil contemrt or s:rimioul sanctinus f,.,. uny dain~d 
~io1:t1ion, the AU.,rney Gener,11 ,h:,U 11ive grnKl-faith 1;1miideratiun to whether: (I) the 1-'ur!iciputini; Munut:lc111rer that is 
~·lail\\cd 10 have .,-ummiucd 1he viulaliun ht•~ laktn apr,n,priuc~ and ~Jaunuhle ~,er~ h> ~au..c 1hc .:hinted viufo1i<>n 10 he 
~·uretl, ullks, 1ha1 pany ha, h.:en guilty of u puucrn of violation~ of like nature; anti (2) 11 k1,1i1imuce, guot.l·failh di,pU!( exish 
a, fo 111<, 1neuning of 1he 1erms In que.,1ion uf thi~ Cnn!<Cnl Decree und Final JUUgmcnt, The Cuun in any c11,e in lh Ji...,.rr!ion 
m"y tlet(11nine nn1 h• cn!tr un order fo1 monelary, dvil ctintcmpt ur criminul unction~. 

ll. Thi, Con,cut D~nte und Vinal JuUg~ot is not intended 10 he, int.I shull nnt in ,my even! ht tnll,111.!td u,, or 
dcemc:ll lo lwe. 1111 <1dmb,ion III cnn<.:·e,,inn or cviJen~,: of {I) any liability ur any wmngdoiug what~never ou !he ran of uny 
Keka,ed Party or that aoy Kek~,ctl Purly ha, engai;ed in any ur 1he 11c1lvi1ie~ burred by this Consent Dc~ree am.I l'inul 
Judgment; ur (2) pc:rs,,nul juri,diclion 11ver any ptrsnn ur cnli1y nlhe-r th~n !he Partidr~tini; M,1nufacturer~. Cach 
Parhtip~hng Mauufaetunr s~cific11lly disdaim, and deuie,; 11ny hahilily or wrongdoing wh.ii-uever wilh respect 10 the 
daim, and alkgalinm us<cfletl ag~inst h in !hi, ucli!m, and ha~ s1ipulu1ed In the entry uf 1hi~ Cun<ent Oetree and Fma! 
Jutlgmenl ,,,!ely tn ~void !he furthl'r e~pl'nse, in<.:onvenicn.,-c, burden and risk nf litigatii,n. 

C. Ex~l'l"I a, expre~~ly prnvitlct.l o1herwi,;e in 1hc Agreenw,111, thh Cun•elll Decree ant.I Final Jodgm~nl shill ml\ he 
motlilil'U (hy thh Cnu11. by any 11\ticr cuu1t ur hy 1ny othtr me11ns) unlcs, the party ~eckiug modifiealiun t.lemon~trnlcs, by 
deJr anll tonvindng evitlcn<;e, 1hal it will ,uffcr irreparah!e h~rm frnm new und unfnre'<t'en s:oodiliuu,. l'mvi<.let.1, bt,v.-'Cver, 
1hu11he rmvi.,iuns uf~e<.:tions Ill, V, VI aml VU of this Con~enl Decree ant.I fin~! Judi;mem shall in mi ev.:01 he suhjeel II> 
11111<.lilkaliun wilhuul th<, 1:unscnl ot 1he State nf [name of Settling State! ind all a!Teclet.l Partidpacing Mauufal·lurers. In die 
ev(nt 1ha1 any nl 1he .ct:tions t>f thi, Con,~nl Decree anti l'ina! Jut.lgmc:nl enumcr~!ttl in !he prrcedini; scntc~.,-c ur( modified 
hy this Cnulf. hy ;my other court nr hy any other means withoul lhe cnn,eul of the Slale ol jnamt o!' Seuling S1.,1c! anU all 
.1U~c1ct.l l':utic,ip:ilini; M.111111'uc1urer1<, !hen this C11nsen1 De.:n:e ~nd Hoa! JuJgmeut ,hall he vnid and or 1111 fUllher dfoet. 
Changes in the e~onumic, cnntl,hnn" nl the par1its ,;hall om be ground~ for motlil1ca1ion. hi, incendcd Iha! !he Partkif'~ling 
Maoufadurers will ,umfllY wilh this Cuu~enl Oe<.:rte and Final J11dgmen1 a~ originally entered, even if the Purtkipalini: 
Manufacturer,' ohliga1iuns hertunt.ler Jre a;realer !ban tho~e im11o~rd under cuutnl or future law (unless cumrliunce wi1h 1hi, 
Cnnseut Dl'eree and hnul Judgmenl woukl vm!J!e •uch l~w). A ~henge in l,1w lhul n.<ult;, direc1ly 11r indirec!ly, in mvrl' 
lav"r~h!e m benefki:il !rt<1tm,nl of ~ny one m murc of lhe 1-'arlldpaliug Manufaclur(rs ohJII nlll ~upp1>rt m1,dilkatilm of lhi" 
Crn1-e111 Oc~·ree am.I Final ho1li;mcnt 

D In any rmcutlin£ which re,uJis in u finding lh<1l a Parlkip;iting Manufaclul'l'r violated thi, Cuns(lll Dtcrte and 
fiual h1<!g111<n!, !h~ l'a,tidp;slins Manufas:mrer or Particip~ling Manufacturer~ found lo he in viulation ,h:ill puy the S1u1e·~ 
1;1"ts and 111turnty~ · ke~ incurred by 1he S1,11e nf [nmne of Seuling Slate I in iuch rroceetling. 

Ii. The rem(tlies in lhi, Consent Deer« anti final JuJgmenl arc cumulative und iu addition tn any nther renieclie, 
11,,. l;1c11t 1>fln,11n.- nf .<:ruling "'i•t~! "1'\Y l>ave :1! h~ 11r equl!y, ii'!.dut!ing hut Ill)! !imi!~tl In lh tii;!-:1, un<ltr lhe /\~n:emcn:. 
No1hu1g h(rem ,hall he ~·ous11ued IO ptevenl the Slate fmm brini;ing an actinn wilh re,p,tcl to cunt.luci uot rekw,(tl pursuJnl 
lo rht /\giee,ncnt. e~en !hough that conduct may al,..;1 viohtlc 1hh Cnn'<t'nl Decree lln<.I l'inul Judgm~!U. Ns>!hing iu !h" 
C.m,cut Dc,rce :1n<l 1-'irul Jmli;ine111 h inlell1.kd lo create any rii;:hl for !name nf Seuling S!ate) Ill ohlain mty Cig,1rdle 
pwtlu,:t fm,11ula lhal it would m,1 othnwi,t h;we under applkahk law. 
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!'. Nu party shall he co11si1.krcd !he drafter of this Constnl Occret and final Ju<l111ncllt for 1he purpu~.: of .my 
~1atute, i:ase l,iw ur rule nf in1errre!a!i1•n ur i:un,1n1.:1!un !hat wuuld nr mighl i:au;e any rmvisinn 10 he cunslrue,J a11.1inst 
1he drJtltr. Nothing ill 1his Cousent Decrl'I' and Fin.ti Ju.Ji:011'111 shall he i:onstrned u~ UJIJlf<IV11) by 1be State of lnumc uf 
Seltling S1.1tel of !be l'ar1kir111ing Manufa,:1u1en;' husine~~ ori;atniutinn<, o~rJtiom, u..·i. nr prnc1ke~. und the l':111icipa1ing 
Manufaclun:r~ ,,h;ill make 1111 fepreseniation hi lh< contrary_ 

G. The ~ettkmrnt necotialiun, 1e.snlting in thi~ Cnn~cnt Decree ~ud flnil Ju<lgmtnl b.1ve hecn unJertahn in yuo,J 
foith ,m,J for ,eu1cm~n1 purp,}~cs 1>nly, am.I rm evldeni:e nf negolialions ut lli,cus~lons underlying this Cun,ent l>cnec and 
Fm;il Jurlgme11t ~hall he ullcre,J or f<'!t'Cived in eviden,:e in any aclion nr pm1:ecding for any purpn..e. Nei1her this C,m,cnt 
Dtcfl!t and l'in\il Judgmer11 nor any 1>uhli,: d1,cu~si1ms, puhhc ~hllement~ ur puhHc cummenls whh rei.pcct tu tbi\ Cnn..enl 
Ocnec and Pinal fotlgrnenl hy lhe S!ale of \name ,if Sealing State] ur uny Purticipaling Manufacturer or ils llj1(11ts shJII ~ 
nffrrcd ur rec.:ivcd in cvi<l(nce in any nctit,n or prn1:ec,li11g for any purp11:.c mhn th:1n in an udinn ur prrn:cedin)! ari,ing 
umlcr uJ J!.':1Jli11i; HI Ibis C1111,crn Decree and Nnal Jutl;;ment. 

11. All t>hligation~ o!' Che l'ar1ici11:11ing J,,fanufacturcn pur,mant h1 1his Con~nl Decree and Final Judi;mcnl 
{incllitlini;, but not li!nilcrl lo, n11 raymenl uhlii;uiiun~) ur~, and ~hall rem.1in, sevcrnl ~nd not jninl, 

). The pmvisinns uf !his C,1111.tnl l)~crcc an,I final Judgment art applicable only tn acliun, taken (or omiHe<l rn he 
taken) within !he Slates. Provided, hnwcvl'r, that the preceJing -~enlcnce shall nut~ ,:un,1rueJ a'< exlending lhe lcniw,i~I 
scupe uf any provi~ion nf lhl< Cun~n• Uecree and l'inal Ju.Jgment who,e st.:ope is otherwise ]united hy !he 1enn, lhe,enf. 

J. Nuthing in ~uh..ediun V(A) nr V{I) of !his Cun,enl Decree ~hall creace 11 ,,gh1 In d1a!kng~ the conhnu.uion. alter 
!he MSA Execution Oate, ur ,my adverti~ing •·omen!. dahn nr s!ugan (other lh~n use ol' a Carto,.n) 1h:11 was 1101 11nl,,wh1I 
prior lo the MSA l::~cculiun Dale. 

K. If lhc Avceinenl lermin;1h:s in this S1:11c lur any rc.1Mlll, then lhis Cnn;en1 Deuce nnd hnal Jndg1ne11t ,hall he 
void and ul nn forlher effect. 

VII. flN,\l. lllSl'OSITION 
,\_ The Ayreemcnt, 1bc M!Ulemcnt ~et fnrlh 1hc1ci11, and the e~tuhli.tm1enl ot !he ewww pmvi,kd !"' !herein ar~ 

her,hy uppmved in JI! re~pe<:I~, and all claim~ ure h~rehy di~mi~serl with prejudkc a~ pr<1v1derl thl:1eie1. 

B. The Cuurl find.< 1h<1t thc pen;un\~I oigning the Agreement h.ivc full and tllmpletc auih>,rily 10 enter inu, thc 
binding nnrl fully dfec!ive ,;eulemen1 of lhi~ action .is ;.ct forth in 1bc Ag1eement. Th~ Cum1 turther llnr!s !h:11 enkrlng into 
this ~culcmcnl L< in the hc~t interests of1he S!ale ur [name or Seu ling S1<1tel. 

l.tT JUDOMl!NT Hf. l::Nl'ER~D ACCORDING!.Y 

OATI\O lhi.• ___ Jay uf ______ , 19!Jg. 
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EXHIBIIM 
f lST OF PARTICIPATING MANUFACTJIRERS' l,AWSUIJS 

AGAJNSTTIIESEULING STATES 

1. l'hilir Morris hJC et al y Mi!rnen Arnn~irr Attornrv Gcnn;I! of the S1u1e of lli!waH In Her OUicial Canadiv. 
Civ. N,,. IJ6-00722HO, Unilcd Stale, Dbtrict Cuufl for the Di~uicl of lbw~ii 

2. e.bil.i.lLMfilris Inc ,1 Pl v Bruce 8tJ1cl110 Attomr.:v a,neml nf th!! Stale pf Al~,k;J lo Hi> Orti..:iill...C_aruJW. Civ. 
Nu . .\974.IOOJCV, Uni1cd Stato Oi~tricl Cuurt fort be Oislrkl of Ata,ku 

3, l'NJU! ... Mmris Inc et a! v St.1•U Har•hharm:r Aunrncv General nf tbs: tummonweuhh nf Ma~<admxus In jfo; 
QflkiJ1J Capm;ity, Civ. Nu. 95-12:s74-GAO, UniteJ Slate.~ Dh1dc1 Court for the Di.~lri~·t nf Ma.~-~.H.:h11-~eth 

4. t'h11in Mnrri~ Inc el al v Rkhmd mumcnth:ll Anomev Qen,nd pf the Srn1e of CPnnrrlinil In !!is Oflkinl 
~. Civ. Nu. 396CVOl 22 I {l'CO), Uni!ed Sta!eJ Oi~trict Court for !he Di~tricl (lfConnedicul 

5. l'hili[I Morrjs ti ;ii Y William Ii Smrtll i;1 a!, Nu. \;98-ev-132, United State~ Ol~t,ict Cuurt for !he Di~1rk1 of 
Verrnonl 
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FXHIIJITN 
UTl(,ATING 1'01,f[ICAI SlJ!UllVISIONS 

I. Ci!V Pl Nrw York r! ·11 y The Toh,1ccn lm,tiunc for ti·,!, Su~c,rne Coull of lht SLale of New Ynrk. Cuumy ot 
New Yt,rk, Jmln No. 4062:.L~/IJI• 

2. CmmtY of Crie Y The Iuh·11:q• ln•1i!Yh0 Inc et ;d . Suprem~ Coun of !he S1a1, uf New Yurk. Cnunty nl Erie. lndc~ 
Nu. I 19971359 

3. fmrnIY of I th Ant•ehrn ~ KJ R;eyo,11ti~ Tnh,wt;u Cu el ai,. San DieGo Superior Cuun, Nu. 70i65i 
4. The Pe•rnle v Phi!ir Moqj, lru: (I al . San l'rnm:iscu Su!'('riur Court. Nu. 980864 

S. Coun\yt•fCuot v Philio Morris In~ er µl. Cir,;ui1 Court of Conk Coumy, !IL No. 97·L·4~~0 
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RXHIIUTO 
MODF.I, STAIE FE[•: l'AYMF.NT AGREEMENT 

This ST A TE Fee l'.iymcnt Agrccmtnl (the "ST ATE Fee Payment Agreement") ii; en1ered into as of~----' 
-·--- he1wun am! amonc the 01iginal l'anidpating Manufacturer~ 11ml STATE Outsitle Ctmnsel (a~ defined herein), to 
pruvn!e lur payment of allorneys' Fees pursuant lu Sett ion XVII of !he Ma~!er Sen!emeot Aguement (!he "Aveement"J, 

WITNBSSETH: 

WlfERE/\S, lhc Sl:ifc of ST ATC and the Original P.irCicirating Manufm:111rers have e1ucred inlu the Agreement h1 
·,tu!e ::m! rt:,:,h·e with !=r,::l:i; ::!l R<:k~;.;:d Chiim~ ai;ain~: the Rek.;1".:d l'anic;. i;;durlir;g tt,t Origi,1Ji l'.,ni,;il'"'i"s 
M:mula,;tun:r,, a~ ,et for!h in 1he 1\i;ree,nc,nt and 

WHl:.Rl!AS. Se,;tion XVII of the Agreemtnl pnlYide~ that the Original PanfCipaling Manufoclurers shall flay 
rca~nnahlc a!lorncy~· fee~ Ul those privalc HUlside ttntnscl idcntitied HI E,hibit S lo lhc Agrc<mcn!, pur~uanl hi !In: term~ 
he~nr: 

NOW, THEREl-1)1(E. liE IT KNOWN TIIAT. in ,;un~idcrJ!ion of1hc murnal agreement of 1he State ur STATE am! 
lhe Origin~l Par1icip:11ini; Mmrnfoc1u1er~ I<> lhc ter,m nr lhc Agree111c,nt und ;,f the mutuJ! ag,cemenl 1,f STATk: 0111sidc 
Cnun~d Jnd !he Original Particifialini: Mnnufacturrrs to 1he terms uf lhis STATE Fc,c 1':1ymcnt Agreement, aml ~u~h 111her 
con~ideralinn tlc~cribcd herein, the Original l'arridpa!lng M,mufacturen am! 5T ATE Out~ide Cuunsd agree a" folloll's: 

SF.l..,.IUN I. Drfiuitim,s, 

All ddlniiion, wnlJine,I in the Agreement ;re in,;urpnrnted hy ~rcrence herein, e~,;er1 ;s to !erms S!'('dlkally 
ddincd haem. 

fa) "1k1iu11" Jll('Jn~ the law,:ul1 hlcnlilied in Exhibil D, M ur N lo the Agreement that has been hmught hyor against 
the Swe or ST A TE inr LiJiga1inc Po!ui<.:al SuhJivkionJ. 

(h} "AJ/mi,ft'(I Amru1111·· ,~Jn~ !he umounl of any Applicuhle Quarterly Payment all1>1:ated to any Privale Counsel 
(indudini,: STATE Ouhitle Cuum,el) pursuanl tn ~,;tion 11 hercor. 

(c) "Alfon,l,/r Liqui,foud Sim rt" ,~ans, in !he cvenr !hat the sum of •II Payable Lit1uida1cd fee~ uf Private Coun,el 
a, of any date ~peciried in se,;lion 8 hereof ex~eeds lhe Appli,;uble LitJ1.1itlation Amounl for any payment de~crihed therein,~ 
percenwiie $hJre uf 1hc Apfihcahlc L14uidatio.- Amuunt equal In lhe pmp1111ion uf (i) !ht nmounl nf !he Payahle Liquidated 
Fee uf STATE Out-idc, Cnnnsd It) {ii} the ~urn ur l'ayable Liquidated Fees 11f all Private Counsel. 

(d) "A11pli, ubfe Li,111irlnticm /\mmm(' Tm'aM, for pu1pnse~ ufthe payment.'! de~c,ibed in section 8 hcn:nf -

(i) for the pJyment de~crihed in ~uh.cclicm (a) thereof, S-125 million; 

(ii} for !he payment tk....:rihed in suh~ectiun (b) thereur. the dlfferen,;e t,.,1ween (AJ $250 111illio>1 mid (U) 
1he ,urn of all a1nuun1~ paid in sJtbfa~l!un or all P.1y:1bk Liquidated fee~ of Ou11ide Coun~cl pur,uant tn ~uhsc"ion (a) 
1hercnf; 

(iii) for 1hc paymcn, de~crihed in ~uhsi:clinn (c) thc:reor, the difference between (A) S2jQ mitlmn and O!) 
the ,um of all ;unoun!s p;iid in sati~fo~liun uf all P;iyahlc Li<auidatct! fee~ nf Outside Counsel rur~uant lo \Ub~ectiuns (11) am! 
(h) lh<'reut': 

tiv) fnr !he p.1y,nen1 de...:ribetl in suhSC<;tion (d) ther,:nf, the different'C bttl','l!en (Al S25U miltinn ,md (ll) 
the wm of all amounts paid in satisfa,.,tiun of all Payable Li<1uid~ted Fee~ nf Outside Counsel pursuant to suhsetlions (a), (h) 
and kl thereof: 

(v) for the payment dt~,;rihct! in ,uh . .ection (c,) then:of, the tiiffe~m;e belwt'cn (A) S2SO miU.011 and (ll) 
rho: ,nm of all amuunl~ p:,iJ in satn,fatt\un of all Payahle Lit1uida1etl f'ees uf Outside Ci,un,tl pursuant Ju sah~ectiun~ {a), (!)), 
(<;) anU {d) lh~tcuf; 

(vi) for caL·h nf the fir~,, ~c~nn,I and lhird quaricrly paym~nh fnr any calcnt!:,r year d(Sl:rih,;d in M1Mct·1ion 
(I) therenf, S62.~ million; aml 

(vii) for eat.·h uf lh'-' rnurlh cukntlar quar!erly paymcnls for any culen,far ye:ir de:<i:rihs:d in subsetlinn (f) 
then:nf. the di!Teren,;e heiween (A) S2SO million and (U) the sum ofull umnunl~ paid in salisfoction of all Payable Liquidated 
Fees ot Ou hide Coun,el wilh 1espc,;1 lll lht pre"'~lling calendar ljUartel'li llf 1he calendar ye11r. 

(e) "A1,1ili1miu1," mean, u wtilten applica!iun for u fee Awmd ,uhrnittetl lo the Panel, u~ well as all ,uppnrting 
materials (whkh mJy indutle video recurtlini,:s of in1c1view~). 

{I) "i\p/mwf'd Cm1 Stutrmmf' me~nl holh {i) a c .. ~l Statemenl that ha~ been 111.-,;eptcd hy the Orlghml f'articipalini,: 
Manufoc1u1er,. and (i,) in 1hc c~ent 1hu1 u Cost Sta1emen1 ~uhmiue<l by STATE OuNi<le Counsel is t!i,pu!ed, th,;: 

de1ennina1lun hy urhitrulioo fiu,~u;,m m ~uh~eciinn (h) of ~ecliun 19 hereof a~ 10 the umnunl of the reu .. mah!e ,u,N und 
expen,es ut ST A TE Oui.ide Coun,el. 

(g) "Cmt S1"1,wr111" 111e;111s a sigr;ed and auested slalcment nf rea,on.ihlc "''"!' an,! e~!'('n,;cs .,f Oul,idc Cuunsd 
for any ~clion iden1ilic<I on Exhihil [), M or N tu the Agrumcnl Iha! ha<1 been hmugh1 hy u1 :ig;1im1 a Scllling Sl,,te 11r 
L,1,1,:.,1ing l'uliuc:il Suhdivhion. 
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(h) "Dnijilt!llt'd Reprfsr1u111iw!'' means the per~on desii;na!cd in writinll, hy each ptr,on or enlity idcnlilkd in 
Exhibit S tn 1111' Ai;reemcnl jhy lhe AU()fney Gener.11 11f lht Stale of STAT!: or "~ later ceriilied in wriling hy 1he 
govanmental f!TlNffUtinll au\hurity of 1hr Li1iga1ing Polilical Snhdwlsionl, to 11cl as their ;1genl in re~eiving p~ymcnls 
from the Original P,midpJting Munuf,Klurers for lhe bendil of ST ATE Oul,idc Ci,un~tl pm,u;1n1 lo se,tiuns 3, 16 11ntl 19 

her(uf, as applicable 
(i) "f)iunvr'' 1neuns 1hc Ditectnr ,,f 11!~ Private Adjudknlion Center nf the Duke Univcr~ily Schnnl of I.aw ti{ ,ucb 

other pcr~on or en!ily a~ !113)' he cho~,·n hy agre,mcnt of lhc Oliginul Par1icir,alil1g Manura,1u1c1~ "nd the' Cnnuni!tce 
dt!!l:nhed in l~e ,e1:1md ~tn1cncc nf paragraph (h)(ii) of SC<.:tlun 11 herenf, 

(j) "t:fii.iblt Omutt'f' me"n< l'ri1ta1c C;,unsd cli!Jib!e tn he alhl<.:ated H pa1t of u Qua11<:rly Fee Amuunc pur~uun1 In 

section 17 hereur. 
(k) "Fedaaf Lt'giJ/mi,,11" mean, federal legi<lalion thal impose~ an enfun:eahk ul>lig,1ti,,n on Pu11idpJti~ll 

Defendunl> lu pay aunrneys· ices with re~fl<'CI !<) Pri"l'alt Coun~eL 

(I) "f<'<' A,nmf' mcuns uny award ufuuomeys' fee~ by the Panel In ,ont1e<.:liun with .1 Tohu~~u Ca<r. 

(m) "Uqui'lttilt'd f,.c" mc~ns an attorney~· fee for Ou!~ide Couniu,I for any uction idcnli!iell nn E~hihh D. Mor N h• 
1he Agrcen1er111hat ha~ heen brought hy or ugalnst :i Setthnt: Stale ur Lhi11a1inc l'u!iti~~I Suhdivi,1011, man ;m1ou111 at:recd 
upun h)' the Ofiginal 1';11ticip~1ing Manuladurers anti su<.:h On(siJ~ Cnun,;el. 

(n) "Oulsitlt Cuu11s~f' mt.,ns all thu~e l'ri~a!e Coun~el itkntilied in E~ltihit S to the Agrecmenl 

{UJ "P,md' means the thrte-memher a1hitrmiun punel deo1:1ihed in sec1iut1 11 hereof. 

(rl "P,.r1,1·" means (i) STATE Ou bide Coun~el und (1i) un Original Participating Manufociurer. 

(4) "P11.l't1blr Cent S1u1w1c11/'' meuns lhe unp;1itl amnunt 11f a Cosl St~lemeflt a, h> which .di comlilion, prectdcnl to 

p~yn'iCnt have heen saii,fted. 
(r) "l'11y<11>/,• Uquidm,·,i F..,. .. mean, !he 1111p:1itl ;mmunt o1 a Liquidalc!l l'cc "~ to which :,II ,oml,ti,,n, 1n,·coknl In 

payrncn! luve hceu sn!islicd. 

{s) "J>uvirunl)' Sr1tlr,I S1«1,•1" mem1, !he S1ulcs nf Mhsis~irri. Ftmid.1 ;ind Ttxa~. 

{I} "Privmt Cmm;rf' mean~ all private cuun...cl for o1II plaintiff.~ in a Tuhac~o Ca,c (incluJing STATE Oui,ide 

Coun,el). 
(U) ''f)11,1rudy Fee Amo,mf' mean>, for purp,1>e~ of the q11;1.11crly paymenh ,.lc~crit>eJ in )~clions 16. 17 anJ Ill 

hereof-
(i) for each o! the fir,!, ~ccnnd u11d lhird ,·~lcnd~r qua11ers uf uny <.:alentlar y,:ar he!Jinn\ng with the first 

1:11kndar 'JU art er of IIJ9tJ uud ending with the third caknd,,r <jUarler 11f 2008, SI 25 milliun; 

(ii) fur ead1 fourth calemlar quurtn uf ;,ny calendar year he!Jioninll wilh the fourth <.:alendar qnaller of 
199'} ;ou,J endinll wi1h !he l11u11h culcndar quaner of 200t 1he sum of(A) $125 1ui11iun and (IJ} the difference, if any, hetween 
(/) SJ7S miUiun and (2} 1he sum of :111 amunnl~ pJid in sa!i.<faclllm uf all fee Award., or l'rivu1c Cnunsc! during snch 

u!cnJar year, if any; 
(iii) for each fo11r1h rnlendar qu:ir1er ol' any calend:1r year hel:linninll wilh the fonr1h cJkndar <Jll"rkr ol 

2004 and cndinll with the ft,m1h ca!cndJr qn,mer of 20011. the sum nl (A) Sl25 111illinn; (II) the dilfrrenle l>elwcen (/) SH'.'> 
million: and(}) 1he $Um uf ;ill umunnls paid in sali>facliun ofa!I t'ee Award, or l'rivatt Counsel dnring snch cakndar yc:ir, ii 
aoy; anJ (CJ the dilfarnce, if uny, hetwten ii) $2~0 mill inn and (1) 1hc prnd1KI uf(u) .2 (two !ench,) an,J {b) lhe wm of all 
~muunls paid in ~au,foc1i11n of all Uquidated l'cc~ of Oulside C111lfl"el p:,r.~uant tu M":ctiun 8 hereof, ii any; 

(iv) tor each or !he lirsl. ~econil :mil thirJ c.t!~n,J;or quarter~ of any calendar year he11iunin11 wilh lhc li,,1 

~:,!cntl:,r •1unrlcr of 2009, Sl2S millinn~ "m.l 
(v} fur eu~h fourth cJlend;1r ',jHartcr uf nny culcnJar yeur hci;inning with 1hc fourth ~alcndar qumter of 

2009, the wm of (A) Sl2S miltiun unJ ill} !he Jifference. if any. h<:!ween (/) SJ75 million untl {2) tl>e .,um ol all .imnunl, 
pJi,J in ~:tlisfoc1iut1 uf all fe,i: Awa,d, nf Private Cunn~d durini: such CJlendar year, if any. 

(v) "Rcfoll'!/ Pn1111u" means each Ori!Jinal l'mlidpatinll Munufocturer's pa,t. present ijutl fo1ure Alfiti .. te,. 
divisi11ns, 11ni~ers, director~, emp!oye~). repre,entatlvcs, ino111ers. lc111Jcr~. underw,iter,. Tuh.,c·rn·ltefated Org,,niz~!inn~, 
trade u~~ociations, ~uppliers, ugcnls, amli1ors. advcrthing ugcncie~. pu111k relation, en1ilie,. ,1U11rnty<, 1c1ai!eis ;111d 
di~!ribu1ors (and the prcde<.:cssors, heirs, executors, ad1ninist1.1tors. ~u<.:<:essors und u~sign, of eucl> uf the loregoing) 

(w) "S1,,r,, t1f STATE' mean, lhc jupp!icah!e Setllini: Stale nr !he Lhiga1ing Poli!ical Suhdivi~ionJ, any n( its pa,1. 
presenl and future agent<, uffidub u<.:ting in their official cupaciliei, lego1I repre.,cnlalivt~, a~cn~ic,, d~parim.:m,, 

cmnmi}sivn~ and suhdivhion~. 

(:,.) "STATE 0111sid~ Cvmnrf' meuns all persons or entitin i!.le111ificd ln E\hihh S lo lhc Ag1cenwn1 hy the A Horney 
General of St:1!e of STATE l1•r as bla ccrtiliei! hy \be olfl~·c uf the gmcriuncu!ul pm<et·uling aul!mri1y lur tl>c Utig,uing 
l't>htical Snbdi1ti<ionl a~ having heen re1ained hy and havinll rcpre,.ented the STATE in u,nnection with the Action, actin~ 
1:111lectivcly hy unanimous deci~iun ur ;,]1 su~h persons ur entities. 
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(y) "fobmcu Casi' mean, any tohan:tl 11m.l ht'ulth c11se (other Chan a non-d;1'('> ucliun persona! injury u.'it 
hrnuglll tlirect1y hy nr on heh a If ur a ~ingle nalur.tl ptrmn or the survivor of such perwu m for wrongful dl:'a!h, or any mm· 
class action c11m,nli.Ja1iun uf two 11r murc ~u<.:h <.:a!IC.~). 

\z) "U111111i,f Ftr" mean, lite unp~iJ po11inn 11fa fee Award. 

SCtTJOH 2. AJ1ff'l'l/tr>1/ lu P<1y Frrs. 
The Original Pa11idpalinll Manufoclurcr~ wUJ JHty rca,,;unuhle ~uorney,,;' (ee11 tu STAT!i Out~ide Cuun~el for !heir 

1epre),ll.'nt~1inn or lhe Stale of STATE in cnnncction wilh !he Action, M prn1tided herein um.I sul>jecl 10 !he Ctul~ of 
Pmftnfomtl Rrs1wu.>ibilily of lhe An1eric.1n Har As~ociatinn. Nothing herein ;hall he c1111~trued 10 rtqllire the Origin~I 
Parti<.:ipating Manufocturcrs to p;,y any allomey,,;' ree~ uther than (I) a Uquida!cd Fee ur a Ptt Award und (H) a Cost 
S1a1ement, us prn\lided herein, nor shall 1mything herein re11uire tile Original Parlidpaling Manufw.:turers In pay any 
Li<juidJtcd l'cc, Fee Award ur C"'I S1atemcnt in 1:nn11ccltun with uny litigaliun other 1ha111hc A1;1i11n. 

SECTION J. f;;{dusfrr ObliRflli1.>11 t>/ rhc Orig I mil P11r1lcip11li1tJ1 Mm111f11rtuff'rJ, 

111e pmvisiuns set forth herein constilule the cnlirc ubli1Jutiur1 ()[ lhe Ori;inu1 l'u,tidpating Manllfo<.:!Utcrs wilh 
re~pect m l"~~mcnl of alwrncys' fus of STATE O\Jlside C1wnsel (including cosls und expc11scs) in ~onncc1ion with !he 
Adiun and 1he cxdu,i1te me~ns hy whkh STATH Outslt.le CuunM":I or any other pcrmn ur entity UIJY ~eek r~ymenl nf fres 
hy lhe Origin~! 1'ar1kipa1in11 Manufacturers ur Related i'en,un~ in .:nllllCCtiun with !he A<.:linn. The 01ii;i11al Punidpaling 
Manubclurer, shall have nu uhligation pursuanl lo Setliun XVII of !he Agreement tll pay utturneys' fre~ i11.:onne1:tion with 
the Ac1ion w any ~uun<cl 1•1hN 1han STATE Outside Coun,e!, und 1hey ~hull have nn mhc:r uhligali<>n '" pay altomey~· kci; 
10 or 01herwhe hi uunpen,ate ST ATE Ouulde Cminscl, any 1,1her <,;uUnNel or repreliCnlalivc 1lf 1l1e St;,lt of ST ATE or !he 
Stale or ST ATE ii.elf with Je,pec1 hl :i!lomey,;.' fee~ in cvnne~1ion with the Act inn. 

SElT!ON 4. Rrlrm1•. 
(a) Each person or entity i(!entitied in El!hihil S to the Ai!reement by IM Allumey Gcncr.il 1>fthe State of STATE 

\or ;,, nriifktl hy 1hc oflice nf 1he g,1vern,nrnlal pw«~uling nulhurity lilr !he Litigaling l'olitital Sub.livi~innl hcrchy 
irr.:vui;al>ly tduses th~ Original l'anidpuling Manufocmren am.I ull Hcla1eJ l'~r.<ons fr,m1 any und all duim, tha! ~nch 
l"'r,nn ur tnti!y cv~r b,ul, nnw hu~ nr hu,n,llH <.:un, 1<hu!1 \lT muy h~ve in uny way re!atc,J tu the Ac1iun (including hul n!!I 
lum1c,J 111 any neg<>lialiuns related 1t1 the set!kment of 1he A~tiun). Such relea~e shall nol he cun,truc,J a~ n release nf any 
pen.on or entity "' lo an)' of 1hc obligation~ un<lertaken herdn in i:unncclion with II breach 1herenf, 

(h) In ihe even! that ST A TE oui~ide Coun;.cl uml !he Oriiinal Particip111ing Manufoclurers ugree upon a U<jui.J.11td 
fee pursUilnl 111 stt:1ion 1 herenf. it ~h~11 he II prtcunditiun It> uny paymer\l by !he Orillinal PJrtldpat,ng ~hnnfu,;lurcn u, the 
Ooi11naled lkp1e,entative pur,uanl h1 ~eclion 3 hereuf th111 each persnn or enlily idenliHed in Ed1ihil S lu the Agreemenl hy 
the Attorney General of the Stale of STATE jnr a, t:erlifleJ by lhc nftke uf the governmcm.il pm,cculinll authority IN lht 
U1iga1lug l'nlitkal Subdivision! .,h:111 have irrevocuhly released all enlitic~ rfpresented by STATE Outsitk Counsel in lhc 
A~linn, as well as all pcrsnns o1ding by ur on behalf of SU<.:h cnlitic~ (induding the Auomey Gcnernl {nr the ol!ke nf the 
guvernmen\al prme<.:nling au1hmi1yl anJ eu,h 1•lh«:r per~uo ur en1i1y identifie,J un l:~hihil Stu !he Agreemenl hy the A11omcy 
Genern! !ur the office ur the guvernment~I pmsecuting aulhurityj) from any and all dai111s Iha! ,uch person ur emily ever ha,J, 
now has or hereafler <.:an, shall ur may h:ivc in any way re1ate,J to the Aclhn, (indu.ling hut nnt ti,r,i1ed tu any neg111i~tiun~ 
rela!ed 10 11,c settkme,u of the Acliuu). Such release ,l,11\1 n"t he cunslrueJ as a release uf any person or cntiiy as to any of 
tbt uhliguti<>n, un,ler!ukcn herein in <.:mme<.:lion with II breach thereof. 

SECTION .S. Nu £/frr/1111 STA.TE Oimldr Cmmstl's Fu Ccmlrnrf. 

The ri!Jh!~ aml ot>llga1iuus. if uny, of the reli~c1i1t~ pariie~ to any c1>nlracl between the St:11e of STA TE and STAT!! 
Qu1,hk Cunn.<cl shall he nnulTcded by 1his STAT!i Fee Payment A;rrement excepl (14) inmrar a~ STATll Outside Counsel 
gran! lhe fclea..r desnit>c,J ln ,uhsecliun {h) uf ~ccliun 4 here,1f; and (h) In !he e:ttenl th:11 STAT!i Oul~ide Cnu11...,1,~1:eivc 
"ny pay111cnh in ,acisfoL!iun of u l"cc Award pur:mant In sec1iun 16 hereof, m1y amount~ ~o rr~eivcd ~hall he credited, iin a 
d11ltar·foHlolla1 ba~i,, :liJJin~l any a111nun1 payuhle to STATE Oulside Counsel by lhe State ul' STATH tof the l.itiga1ing 
l'olilkal Suh.!ivi~iunl under ,my such coom,cl. 

Stemm 6. Uq11frlmr1/ Fus. 

(a) In 1bc evc111 tha! lhe Original 1'.u1icipJ1ing Manufactnrns uod STATH Oulsidc Counsel ugl'Ce upon the 3mount 
of :1 Li11u1J.>1td Pee. the Original PJnkipalinll Manufuclnrer~ oh:1\1 p~y Mich Liquid,;teJ l'ee, pursnanl 1<1 the lcrm, hc1eof. 

{h) The Orillinal 1'anicipa1ing Munufacturen' paymenl uf nny Li<juidaled fee purnnam to this STATE Fee Payment 
Agrccmen! shJll he snb;ecl tn (i) si1ti~focti11n or the 1:on,Jilinns prt\'Cdcnt otatt<l in section 4 ~11d parngrnph (c)(ii) of sec1inn 7 
hcrcur; anc.l Ii•) !he payment ~~hedule und the annual and 'JHllrterly UIJIJlegme national c:ips sr,cdried in sechun~ 8 and 9 
htr<of, which •hJU <1pply tu all paymenls made whit respect ln Liqui.Jatcd fcu of al! Ouhide. Counsel. 

St:CTION 7. N<'~lllimfrm o[Uqui,tmr,l Ftts, 

(;,) I( STATE Ou1,ide (.'.,un,d ~eek tu he paid a U4uidated Pee, !he Oe~ignaled Rcpresen!;i!ive .h~ll so 11u1iry !he 
Original 1'a1hdpating ~hnufJl'IUren. The Original Pa11idpaling Manufacturers may at any time 11111ke an uU"er of a 
Liquidal.:d Fee to lhe OthisnatcJ Hep1eNen!nlive in an umount set hy lhe unanimuus agreement, and Id 1he sole discre1inn, of 
lht Originul Par1icipalinll Manuf:1c1urer11 and, in any even!, ~hall u1!1ec1ivdy make ,lM.:h un offer to !he Designate<l 
Rcprescnll1!i•'t: nil more than 60 llu~ines~ DayN after receipt of notice hy !he Oe~il,ln>1ltd Reprc).Cn1a1iw 1hal STATE Omshle 
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Coun<d ..uk h> h.: rJitl " Lh;uul.11.:J t-'e.c. The Original l'ailidpaling Manufoclurers sh"II n"t be ohlig .. 1cd tu mah an 
nfl"tr nf a Uquitla1etl f,:e in any panicular a111<>u11L Wi1hi11 len Bu~irn:ss Days ofter recdving ,ul·h a11 otfor, STATE 
Outside Cuun,d shJI! .:ithcr ac(.·er1 the uffer, reje..:1 th.: ol!"tr ot JllJke a ~uun!erolfcr. 

(bl The naliunal .1gg1e~,l!e nf nll Liquidated Fees ltl he agreed hl by tht Original 1'articipa1ing Manufa~turers in 
conrll'ctiun wilh !he 1e1th-111enl of those mctiun~ int.lh:aled on E~hihit~ 0, M and N 111 1he Agreem<'n! ,lw!I nut e~~at.l one 
hillinn IWO hundred fifiy milliun d,,llar~ (S 1,2.\0,000,000). 

(c) If the Origin~l l'anfripa1ing M"nufilcturer~ und STATE Outside Coun~d agree In wrilin~ upnn .a li1.1uitla1cd Fee: 

!,) ST,\TE Out,i,k c,.,.,,,d ,;,,.ti""';,., digii,i., for";:.,., Awuui, 

(i,) su..:h l.iqu,t1:i1ed Fee shall uni be..:umc a l'ayabk Liquid:11etl 1-'tc unlit such lime u~ (,\.) S1:1tt·Sp,:~ifh: 
Finali1y ha, oc..:urred in 1be S1ah: <1r STATE; 18) ~.l<;h ~rM•n ur en1i1y identified in Exhibit S !u the A11recmcn1 hy !he 
AUorney C:enern! nt the Slat, uf STATE [ur a~ .:ertlt1ed hy che ollke of 11'1,: g1we,ru11,:,n1al pn~~ulini; aulh111i1y ,,r !he 
Ulii:aling Pnlihcal S,;hdivhiou! h:is grnnlnl the 1drn..:e described in ~ub~~liou 01) of «cdion 4 heftuf: untl (Cl onti,;e uf the 
event,; dts..:rihed m ~uhraragraph~ (A) and (1:1) ul" lhi~ rarngrnph ha~ been rmvidcd 10 !h.e Original Purtu:if1.1hug 
Manuf.1..:1urer~. 

(Hi} payment uf ~ud1 Uqui,l.tt<d Fct pur~uanl to ~e,1inns II ant.I !) h.ercuf (lo~ellie1 with payment uf co .. 1, 
and <i.p<.'n~) pur,uJn! tn s~dinu 19 h<reul), ,hall I>.: ST A Tli Ouhid< Couu,d'N hlt,11 and ~1>!< compensu!ion hy Ilk: Origimd 
1',11tfripu1ing Manufoelurer.< in eonntel}on with 1he A.:linn. 

{,J) If the Original l'arti1.Cipaling Mllnufaclurer., and STATE Outside Counsel du not agl'l!e in writing upon ~ 

Uquiduted fee, ST A Tl! Ouisitle Coun~I may ,uhmit an Applkaliun 1<1 the Vunel for a Fee Await! 1u he p.,;tJ u, pru1·ideU ,n 

<coiu11, 16. 17 uml Ill hc,tuf. 

St<..T!ON I!. Puy,m:111 f!( Li11uit/11t,•,I h·<' 

In Ille eYent llwt ,he Ori&inal Pankipalint: M.1nufaduren untl STATE Out<ide Counsel atrce in wriling upon J 

Uquitlaled t-'ee, Jlld until slllh lime us the Oe,ignuted Kepre~cn111ive ha\ received puymenb in full ~~thfoeliun nf ,uch 
Liquida«:d t'ee -

(a) On t'ehruary I. 199':I. if !ht Liquida!ed Fee uf ST ATE Out.it.le Cuun~t hecume u l'ay:1h!e Liquid:11et1 F~e hdote 
hnuary 15, 1999, each O,iginal Puni<.:ipating Ma11afo<."1urer ,hall severally p;iy tu lhe Oc~ignatetl Rcp,csentahve irs kela11ve 
Markel Sha~ nf the le,:~" of (i) the l'ayahlc liquida1~d fee of STATE Ou1,1itle C,.unsd, (ii) S.5 miltinn or (iii) in ihe event 
1h:t! the sum of a!l l'ayahle Uqui!l,.1ed l'.:es nf all Out.shle Counsel as uf fanuary 1.5, l<J<J'J e~cc>.'tls 1hc Arplicahk l.i<juid:diun 
Arnuun!, the Allo, .. uhle Uquidal<'<l Siu re of STA TE Ou1,1de Counsel. 

(bl On Auga<I I, 1999, if the Li,1uiJuled Fc-e uf STATE OuHide Coun..el hecame a l'ayJhle Liqe!idatcd Fee on ..r 
afttr January 15, 199'i anti beforn July 15, 1999, each O,iginal l'ar!kip;1!ing Manufa~!Un:r shall severally p.,y to the 
Uesign.iled Repre~enlillive its kelalive M.nket Share uf the lessn of ji) !he l'uyab!e Liquidated l'ee nf STATE Oucside 
c .. un~!, (ii) S5 million 1,r (iii) in !he e~tnt that 1he sum or al\ Payable U1.1uidatetl Fen uf all Ovlside Coun,el 1h:11 betumc 
t'ayahle Liquid:11ed Fees on ;,r ;1!1er January IS, 19\19 ~nd hefore July 15, 19'J'J txl·eed ... the Appli..,able Li1.1uida1iun Aumunt, 
the Alh1<.:uhle l.iquid.itt<l Share uf ST ATE Ouhide Cuunsel 

(c) On Decemhn 15. l')')'J. if the U<jui<la1cd Fet 1,f STA.TB Ou1sitle c .. unscl hccarn( a l'r.,yahle Ll1.1uitla1et1 fee on 

or ulkr July JS. 1999 and before Deceu,her I, l')!J9, each Of!giual Panidrating ManufJ~1urer .,h;II sc<'l!tully pay In !he 
l)csignated Repre,(lllalive its Refoti"c Market Share uf lhc le~""r nf ti) d.c Payable Uqui<lal<'d Fte uf STATE Oui>idc 
Coun•tl. (ii) S5 tuiUiun or {iii) iu the e~~n, lhJt 1he ~um ol all PJy.ohle Li1.1uitlat~t1 t'eh ttf u!J Oulsitle Coun<el th~I hecame 
l'ayab!t L•1.1uidakd 1-'ec .. un ur JJt'ler July t 5, l'N') :,ntl before o~,ember I, 199') eJ1cc(ds 11.c Apphcahlc Liquidulmu An0<11m1. 
the Al!oc,1hfo Li4uida1ed Share nf ST A Tl'.: Outside Couu!«'I 

(d) Ou De~emher 15, 1999, if the U4uitl:11ed Fu nf STAT!! Ouiside Cnunsd became a l'ayahle U,1uid:ofetl fee 
before l)ecemhN I, 11)99, each Origiual l'urliL·ipating Manufoeturn sh~U ~eve.rally paiy tn the Oesi;nated Repre,enlative ii, 
RelJtive Ma,ket Share Mlhe l"M:r ol 0) 1he Payuhlc Liqui!la1etl Fte ufSTATE Ou1,iJe Cnunsel, o, {ii) S5 milliun ut (iii) in 
rht ev<'Ul llwl !he sum of "ll Payahle Uquidaled Fe,:,~ ur all 0111,idc Coun~d !hat t>c..:mn,: Payable l.ii1uidatcd Frts hdm,· 
December I, 19'J'i uccctl, !he Apj>li.:,,hh:, l.i11uitl:01;,.., Aonounl. the Allo,.:uhle liqui,!at,d Sh:irc ufSTATli Ouhi,k Cuun,d 

(el On Dtcemher 15, 1999, if the li1.1ul<lu1ed t'ee uf STATH. Ou1si<le Cou11-.el h<:cmne a l'ayahk Li,1uid.,tctl F.:c 
licfore Oeeemher L 1999. ead, OriginJI l'arlkipating Manufacturer ,hull se~erally flay rn the De,igr1~1t<l Hepre<eu1Jtive ,h 
Rdative Mutkel ShJre uf the les>er llf (i) lhe l'uyahle Liquitl:!l(d Fee 1•f STATE Ou1s11k Coun~el 111 !1i) 1n !he event that the 
sum of all l'ayahle Liquidated !'et~ of all Ou1,ide Cnun,el tha! tiecume P~yuble Liquit!Jted l'ecs hdure Oeccmh<,r I, !'J'J'J 
e~ceet.1, tht Applicable Li1.1uida1inn Amnunl, !he A!lot:ahle Uquitlated Shart of ST A TE Out,idc Coun,el 

(I) 011 1he 1:1 .. 1 !lay uf each <',tlend.1r IJOMICf, hei;innini; wilh the lirl>I ealc11d;1r 1.1uarkr of 2000 and cmlint with the 
fourth calendJr quarttr ul 20(JI, ii the l.i4uid,1k<l Fee of ST A Tl: Ou1,ide Cnum.el bcc.1111e a l'ayuhle Liuuillat~d 1·,·c al ka,1 
15 Hu,ine\s Day, p1im to 1he la,1 duy .,f cul.Ch. such rulemfar 1.1uarler, CJeh Original l'anic,p~lmg Ma11ul.1crurer ,haill ,~ver.,lly 
p~y m ihe Ue,ii:natcd Rcpresemmi"c u~ Rtlutive Market Shure ofllw: ko:.er uf j1) the 1'.1yahlc l.iquitlutcll Fee nf STAfE 
Outsitle Counsel ur (ii) in lhe event that the ,um ul ull Pay:ihk Liq1.1idJtet.l fees nl JU Ou!~itle Coun~d .1> of the d.1le IS 
1:lu~1ne,~ U~y, priur UI !he d,de of 1he payment in IJUC~!ion eicecd, !he Applk~hlc L1quiilati11n Amount, lhc Allt1<:i1blc 
U4uhfa!ed Sh,,rc 11! STAT!: Ou1,i1k Cuun,d 
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SF.CT10N 'J. f.im1t<1timH "" r,1y111mrs vf U'111i1/,11rd Fus. 

Nutwith,tamlmg uny uther pruvbiou hereuf, ull p~yment;; by the Original Panidp.iting Manufa.:1u1trs with 
respecl 10 Li1.1ui<lJtetl fees ,h.111 he suhjec! to iht following: 

(a) Under nu ~ircurn,t:,n"'es ~hall !he Original l'arlieipating Manufm.:lurer~ be requi,etl tu make auy p;,yment lhal 
umultl re,ull in Jggtttpt!e national paymen1, of Liquidated fees: 

(i) <luring 1999, 1u1aling more than S25U million; 

(ii) wi1h re,pect 111 any caknd;ir quarter beginning with the firs! calernfar qu,m.tr of 2000 and ending with 
the fourlh eakmlar qum!er ur 200), rmaling more lhun S62 . .S million, e:o1eept lo the utrnl lhat a paymcnl wi1h rc,pe<.:l rv uny 
p1inr calendar qvarrer nf any calendar year tlid nu\ 1ulal 56? . .'i million; or 

Oi,) wilh resp,:d 10 :my calendar 1.1uarter arter the fout1h calendar 1.1uancr ol' 200J, lut:thng mme than uro. 

{b) Th~ Origin.it l'Jr1idpaling M~nufaeluter~· uhligaliuns w11h '"JIC"'I tu the Liquida!ed Fee ol STATE Outsitk 
Coun-el, ii ~ny, shull he e~clu11ively .ts provided in thi~ STATE fee Payment Agreemen1, and nu1wi1h,tam!ong any ulher 
pmvi~io11 nf luw, .such Uquidared fee ~hall 11111 be eiuettd II'> nr rcduccJ In a jutlg111ent ui;11in~t lhe Origin.II l'unicipatini; 
Manufaccur<'r~ 11r com:ltkr~d a~ a hasi~ for f(quiring ~ ho11d ur impusini: a litn OT uny nthtr rncmnhr:ina. 

SH.TIUN IO, Fa A1wml.1. 

{al In the e<'l!nl that the Orlgioal Participating MHnurl!clu~r.i 11<\d STATE O,Jtside Coun«cl dn nnl ugr('e in wri1inr 
upon a Li1.1uitl:11ed fee as described in ~eelion 1 hereof, 1hc Original P.Jrtkira1it1g Munufacturern ~hall ray, pun,mmt III lht 
1enm hereof. 1he 1-'ee Award :iwardtd hy !he Panel 111 ST ATI! Ou!~ide C11un~el. 

th) T~ OriJ!iual l'af!i..:ipating Manufoc1111er~' puymcnl or any fee Award ru~uanl to lhi• STATE Fee Payrncnl 
Ai;reenwnt ~h:•11 he ,ubj~"' lo 1~ pJynient 1'&:hetlule aod lh.e unnual and 1.1uartcrly aggrcga!c nati,,nal cup> l,J'tcilied in 
,e,·tinM 17 untl I It hcr~nf, whid1 .<ball upply io: 

{i) ull paymenb nf Fee Aw,ud~ iu connt<:IKJn wilh an usreemenl tn pay fees a, part uf the ~eulemtnt of any 
Tnh:IC\"n Ca~e on Jenn~ th.at p1nvi<le for paymenl by lhe Origlnal Participaling Manufai.:lufers 11r 01her deltntlanl~ acting in 
ui;reemeol wirh. the Origin41 l'ariicipating Munufoelu"-'ri, kollcctivcly, "'Pu!lidpating Defentlants") uf ftes with ll!~pect It) ~ny 
Private Cuuu~el, ,uhjed lo Jn unuual ..:ap on payment of all ~uth fees: and 

(ii) all paym,..nc, of ullnrneys' fee., {uther than fees for auomeys of Parcidparing Defendant,) (>Yrsuanl lo 
F~e Aw,m.l, fur uc1iv11k .. in ~unnec1ion with uny T1,hacco Ca.<e re.<i>lved hy opcrntinu ur 1-'(tleral U:gislalinn. 

SElTION 11. Cuml'u1i1wu <l[lhf Ptmr/. 

{a) The fo"l an<l 1he secnnd members of IM: P~ncl ~hall buth he permanent memher~ uf t~ P;,ncl anti, us such, will 
pJrt,cipate m the de1Nmina1inu of nll Fee Award~. The lhird Panel memhttr ~hall not be a pamanent Panel ,mmher, hut 
in,lead ,hall he a ,tale·~pe~ilk member ~le~tetl lo determine t'tt A.wa1<ls "" hd1:1lf uf Private Cuun~el retained in 
,,mne..:tion with litigalmn wi1hi11 ~ ,inyle ~late, Aeeurdin_gly. the 1h\rd, ilate·spe..:ifo: member of the Pand for purpu,e~ u( 

determining Fee Award, wilh 1e,~cl In litig:itin11 in the State of STATli $hliH !IOI p:,11kif1.1!e in uny deterrmnath,n "~ tn ;my 
fee Award with re<pe~l l<t liligulion in any ol:her .<Me (uukss selected In participate in ,;m,h dt:terinin:o!iou~ hy ~U~h persons 
u, muy be aulhorized to make ,uch sclec1ions under other ugreemenl.11). 

{hJ The ,nemhers nf the Panel ~hall be ,elected u, follow$: 

(ii The tirst mcmhcr shall he 1he lluh!rnl ~nun selccled by Patticiralini; l),:fondam~. 

(ii) The ,e..:n11d m,e1nher shull he the person jniu!ly ~ele..:ted hy lhe agreement o! l'urli"'ipuling Defendant. 
anti J uuj..,ily uf the ~ummitcee lle...:ribctl in !he fre pay,nenl ugrteim:nli enlered in conneeliun with lht ~entcmenls ol the 
Tohu~l"l1 CJ,-e~ bmught by lhe Pr(Yiousty Stilled Slates. In !he c<,enl 1ha1 the person M> ..ek,:tetl b unable ur uuwilling tu 
continue tu ..ervc, a replacemenl fur such !n(lflher shall he selected by ~i:reemem uf 1be Original Purtieipaling M:1nufoc1u1ers 
anti a m:ijmity ul !he memhcr, of a l"ommiltee tlHnJlfl~d of lhe followins members: Joseph f. Rke. R1d1arJ I'. S..:tu11g.,. 
Steven W, Herman, Waller Umphrey. one :idditiimal fepre•entalive. 1<1 he «clecrcd in tht ~ole tli<,:rctinn of NAAG, and two 
r<prncn1a1ives nf Pri¥ate Cnun .. d in fut>Jcen Ca~e~, lo he \cleetetl at the xnk llist·re1iun ur !he Original l'aflidpaling 
M,mofac:1v,cr,. 

(ii,) The 1h11d, ,r.,1e-spcl'ilic memher for pur11<>~e~ ,1f dtlermining Fee Award~ wi!h fe~p.:el lu lilig:atiun in 
the St.11c ol STATE ,hall he·a na\ur:il Jl<'fson ,e!et·tetl hy STATE Oul\itle Cnun~e!, who shull nolify the Diret·tnr aml 1he 
Original 1'.1,titcip.,ting: M,1nufattu1(r, uf !he n.1mc l}f the person ,.cl~<.:tcd. 

StlTION 12. App/frmhm .,[STATE 0111.1id<' Cmmsl"I. 

(aJ STATE 0,11,id( Counsel ~h:ill make a collective Applicalion for 11 ~ingle Fee Awmd, whkh ;hall he <uhmhtetl 
in 1he Ui•<'~lor. Within five Uusiuts~ 0Jys Jfler re~·eipl t•I" the Applirnlilm by STATE. Outside Cuun-..,1. lhe Oirecior sh"!I 
·,~r;·c th.: Aj1pli~u:;,m llj><•,1 il,t Or>i;in~t i' .. 11kipulini; MJrn.lfJtlu,c,., uud the STATE The Oril!inai i'unicipadng 
Manofilclura ... ,h.,ll whmic ull m:1laiJ1>: in rc,ron,e lo tht Application lo the Directnr by the laler uf (i) 60 flu.,ine1, Duy~ 
:1t1er ,crvke or lh~ Applk~tiun upon lht Original Par1icip~1ing M,mufocturers hy the Direc1or, (ii) !iv~ flu,;in~~< D.,y~ aftcf 
the du!e or Siutc·Spedfi~ Fin;ili1y i" the State of STATE l!f (iii) five Husine.,~ D.1y~ ~fter lhe tlutc on which m>lice nf !he 
njme u! lhe lhird. ,1al~·,rccitic pand mcrnher de,;;;nhed in par:,gr.rj1h (hJ(iii) uf ~eclinn l I hert:nl ha< h~cn provided tn the 
011cc1ur .wtl 1h,: Ori111nal l'.nli..:ipa1i1>g Ma,1ub,·1urer~. 
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{h) Thi' Oril!inal Participalin11 Munuf:.u..luren m;1y ,uhmi! w !ht Oi1echw any 11111lcri:1!, 1h:11 thl'y wish "nd, 
1mtwith,1;mding any re,1rk1iuns nr reprc,ema1im1~ made in any ulhcr agrcemen1s, 1he O,iginal f>mfo:if"'ting Manufaciurer., 
shJll he in rm w;1y cun,trnined from conltsring lht amount <>I' the fee Awat:J re4ucsttd by ST ATE Out~hle Cuunstl. The 
Directur, the !'and, lht S!alt nf STATE, the Original l'urliciputing Manu(i.K:hners anJ STATE Ouhitlc c.,un~I ;hall 
prc,rrvt 1h~ conf1de11ti:11i1y vi ,my ;Uhlfney w111k·pro1h.Jct 11mterfoh or ulher ,imitar <.:1mtiden!iJI inlunnJliuu that may he 

suhmhted. 
(c) Th~ l)irectur ,ball lurw,ml 1~ Appli<.:Jlion uf STATE Oubitle Counsel. a~ wdl a, all wriuen material., rd,umi; 

in ,u~h /\pj•lkaliun thal lrnf.:- been ,uhuuuetl hy !I"' Oroi:in;,I l',uliupa1ln11, M"nufocwrc,~ pu"uam IH suh,ccliirn {h) ol ihi, 
sedion, 1<1 1hc Pand within rive llm,iue~, D.tr alter the lal.:r or (ii lhc u;piiatiun of the period for the Orii;in:i! Pa11ic1r;mug 
MmiufocwreN tu \Uhmil ~uch malcrial, ur (ii) the ea1lier ur {A) the tlatt 1111 whkh !ht 1-'anel is,ue~ a fee Await! with respecl 
11, any Appli<.:uiim'I of othtr l'dva1,: Cuun,..-1 pre\'iou,ly forw~ukJ ht the Panel hy lhc tlirct!nr or (B) JO Bu,ine,-1 Uay~ ahcr 
the furwardinc to the l',md of' the Ap11\ic1llion <)f rnhcr l'rivalc Cuunsd mnsl recently furwartled 111 !he P.tnd hy the Direc1nr. 
The Oircclor shall nmify 1he PMlies upun forwarding the Applicatiun (and ull wrincn matenal~ rd.ttint therein) Ill the l'ancl. 

(ti) In lhe even! lh.tt eilher l'arty serks a hearing heforc 1he l'and, such l'arl)' ma)' ~uhn111 a request UI the Oircc\!11 in 
writing wi1hin live Bu~ine~s Oay,; nher the forwarding of the A11plkati11n of STAT1' Out,itle Cnun~l lu Lhc Panel hy !he 
Dirci·lor. and the Director ~hall pmmp1ly I or ward the rcquc~I lo 1hc Panel. II' !he Panel gronls 1hc rcquc,t. ii ,h,iU prn01plly 
;.et II date l"or he,uini;, ~uch dale tu foll within :m lh.isine,~ Uays after the tlate of the l',md·s receipt of 1~ Applic.uiun. 

SEtTION D P,md 1'niu:e,fin,:s. 

The pn,ccc<lings ol" rhe Panel ~hall l>e cnntluc11:tl suhje<:I 1t1 the terms uf thii Agreement arnl nf the l'wtucnt ol l',md 

l'rncetlure~ anachcd as un Apr,cntli\ herein. 

SECTION 14. Awm,T,,jF,:rJ to STAT£ Olll~idc Cmm,,..-f, 

The member) nfthc Pand will ,onsitler all rckvani infonn,t1ion suhmined lo 1hem in reaching a dcd.,inn as tu a Fee 
Award that fairly prnvitl~s for full rcu,unabk cumpen,~tion nf STATE Oubitle Cuunsel. In <.:un,ider11111 the ami,unl of the 
fee Award, 1he l'antl ,hall nnl ~·on,sidcr uny Liquidated Fu agreed lo hy any nthe, Outside Cuun,el, uny offer ut nr 
nego1i:,1io11s retalin}: 1<1 uny proposnJ fo1ui<L,1ed foe lor STATE Out.\itle Counsel or uny F.:-e Award ihat already has hun ur 
yd rnay he uwardctl in connec!lrn1 wilh any mhcrTnhac~·u Ca>e. The Panel ~hull nnl ht limiietl tn un bourly·rnle ur !mlc,1ar 
unaly~i~ in determining lbc unu.unl of !he Fee Award of STATE Ou1~itle Counsel, bu! ,hall take inH> accnunl the lo!ali!y ol 
lhc circurnatum:cs. The 1'ut1el's tlcci,inns a~ lo trni fee Aw;1rtl vf STATE OutiiJe Counsel ~halt be in writin;; and ;ball rcpml 
lhe amount uf !he foe :twttrt!etl (with ur without cxplunatinn ur upinion, UI lhe l'anel's discreli"n). The Pancl ~hall tlclctminc 
the aim1unl 11£ !ht fee Award tu be (Mid In STATE Oulxitlt Counsel within the lalet uf 30 t:ale11dar tlays ulier receivin~ the 
Appli~ation (and all re luted matcriah) from !be Dl~ctnt ur !;' IJu~iness Day~ after lhc last dale nf any hearing heltl pur~uanl 
tu suhsr1;tion (J} uf sed!lm 12 hen:of. The l'und's drdtiun us to lhe fee Award uf STATE Oaisitle C11unsd shJll l>e linal. 
hiutlins and nun-appcalnhle. 

SECTION 15. Cv1ts uf Arbi1rn1i,m. 

Alt 1:u~ts uml eKprnses of the a1bitratiun pr11l:ectlin11s br!J by !he Panel, indutling co\ts, exr,:nscs and cmnpcn~uli11n 
of 1h~ Director anJ n( the Panel memhcrs (bul 11111 indudini; any co~b, expense~ nr ,.:omp,:nsutiun ur cuunscl making 
uppHcaliun~ lo the Panel), shall he bnrll( l>y lhe Od!!inal l'mtidpalinc Manufodurers in pr11purtiun In their Rdutive Marl.:el 
Shar~s. 

SltCllON 16. Pt1;wn1t (1{ f'rr Aw1ml 1,f STATE Omti<lt C,munl. 

On or hefort tbt temh Ou,iness Oay :ifler the la,1 Jay of ea1:h c:~lcntlar {!Uattcr hccinning wilh !ho:- lir,1 ~alcml"r 
quarter uf ]1)1)9, each Original !'Jrticipaling M,muf.1c1urer sh~II stvenlly pay 111 II~ Oesignalctl Representative its kclative 
Murkel ShJre ol rhe AU11t:atcd Amuunt for ST ATE Qulsidt c .. un.-cl fo1 the calendar qua Her with re,pc1:t In whkh sud; 
qua1ftrly p~yment i~ heing matle (the "Aprliruhk Qu:irlef·). 

SECTION 17. Altv("ll/t<<IAmtmlllsufFett'Awru,h. 

The Allo1:uted Aimiunt fur each l'rivJte Counsel wilh re,pecl lo any payment 1<1 hr made I"' any partkubr 
Applic"h!c Quarter ~hall be tlctnmincd ~· follows: 

(a) The QuJrlcrly Fee Amoun1 shall l>e all<11:a1cd equally mn<>nl) cuch of the 1hr~e month, ol the Applk;,hle Quarter. 
The umu1mt for e,rt'h ~uch munth ,h,11\ he i1Hrn.:a1eil amnug lhu,e l'rivatc Counsel relained in co1111cc11on with Tuh.,1-c<1 C.t,e, 
.,en led bcfmc Of !luring ,uth munlh (each ~uch 1•,iva1c Counsel being un ··micihle Coun~el"' wi1h re,fl('c! to sudi nu•nlhly 
amounl}, each uf whkh sh~II be ~!toc:t!Ctl a p<'lflin:t u!" each such ltl(>lllhly umnunl up lo jur, in 1be even! that 1he xum u\ ;111 
Eligih!e Coun..el'~ re.~pcc:1ive Unpaid Feu rxcee1h ,uch mumhly amounl, in prupor1inn 10) 1ti~ amount of such Elii;ihk 
Cvunsel's Unp~id Fees. The mombly amuunl for ench monlh ul' the t:akndar ljUarlrr ,b:111 he a!lncalc(! ~muog those Eliphk 
Counstl h3ving Unpaid fee,i, without re_garJ lo whether 1here may he Eligible Coun~tl that have not yel been c1~n1ctl ur 
tlcnied u l!ce Award a, or1he l:ist day of the Aflfllical>le Quarter. The a1!11,.:utiun of ,uh~cqucn1 Quarterly Fu Amount~ for lh.:
c~kndar )'ear, If any, shall he utlj11s1ed, us nctessary. tn :1t:munl for any Eligih!e Counsel 1h,11 arc 11ranl~(I t'ce Award~ iu" 
~uh,equcm quarttr of such calendar year, u~ pr<)vitled io parntraph (b)(ii) of thi~ Nection. 

(h) In !he cvrm 1h~11he :mmunt for a given m11nlh i~ k,~ th:,n the wm uflhe Unpaid Fee~ of all l:ti~ihk Coun-:cl: 
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(i) in th<' 1.ea,e uf the fir..l 4uu1erly a!lo1:athm for any 1:alentlar ytar, such monthly amnum ~hall l>e 
aHoculetl amnng all 1:lii;ihk Coun'ICI for ~nch nmn1h in propo11ion to the anmunts nl thcir respe<·live Unpaitl fre~. 

(if) in !he case of a 4uarlerly alloc:aliuu ufter the flr~I 4uartcrly ullocalion, lhe Quanerly Pee Amount 
,hall bl'; a\Juca!~d umnng tinly tbu'IC l'rivulc Counsel, if 11ny, thul were Hlicihle Coun~el with ,e~pecl to any umnlb)y a,unuul 
l"nr ijflY pliur quarter uf 1he calendar year hat were unt allocutetl u propmtionale share of 11uch mumhly amou11! jd1hcr h<:cuuse 
,11ch PtiYale Cl,un,cl's applications !i,r l'ce Awartl~ were ~1i!I untler coniitlerntion as of the la,t day ol lhc 1:ukndar quarter 
c11111aining Iii.! m<1nlb in quc,linn ur for any other reason), until e;,ch such E!igihlc Cnunscl ha, been all11c;i1ed a p111por1io11,11e 
,hare ur .,U ,uch prior 1mmLhly 11uyu1<n11s h•t !he c11kntlar )'NI (eucb such sh;irc nr e~~h ~uch Eligihl<' Crnm,d h.:h1g a 
'"l'ayahle Prupur1iun:11e Shan:"). In 1hc even! 1hal the ~mn uf all Payable Pwp11l1innalc ShJres exceed~ the Quarterly Fee 
A,nuuni, the Qu~rterly Fee A111uunl shall he allncaictl am,1ng su..:h Eligible Cuun.~cl un u n11m!bly l>a,is in propurti,111 to the 
amuunts or !heir respective Unpaid Fees (withnu1 regard 10 whether there may be uther Elicil>le CuunM:I with respecl to such 
p,inr mon!hly amnunl~ Iha! h,1vc nol yet ht(on i:rnmetl or denied u t,'ee Award 11s ufthe lusl day nftbe A(lpliL'ahle Quarter). In 
the event llmt !be sum ur u!l 1':1y11hle l'rupntthmate Shares h less thau the Qaarledy l'te Amuunt, !he amount hy whllh the 
Quarrerly !'cc Amount c•ceetl~ the ,um ur 1111 $U<.:h l'ayublr Prnpo11iona1e Sharu shall he a!b1t:aled among earh mun!h nf the 
L'alentlar quarter. each sul·h 1n11111hly amount In t,c u!l<1t:atrtl 11mong lho~e Hligihle Counsel having UnfMitl l'ces in pmporli,m 
tn the am1111nts of 1hdr rc~pc~livc Unpaid Fees (without recard to whether there may be Cligible Cuun~el !hat have 11!!1 }'l!I 

li(en granied or tlcnied a fee Award a, uf lhc 1asl tluy of lhe Applit:ahk Quarter), 

(,;) Ailju,tmeol< pur,u,,nt to ,uhse.:1iun (h)(ii) uf thi~ ~eel ion 11 ~hall be matle ;epan,tdy for each calen,far year. No 
amounh paid ,n a~y calentl.ir yem ,hall he ~uhjcct l<l refuntl, nor ~hall any paymcnl !n any given ca!cmlar y<'ar affe,·t lhe 
~tlrn:atiun ul pJymcnts tu ht made in any suh,equenl c:uleodar year. 

SECTION 18. Cudi11 w muf Umi1<11i1ms,m P<1ymr11r11fFu Aw,;11rb. 

Nolwi1h~1un(ling ,my other pruvhion htreuf, ull paymcnb by lhe Original l'ankiraling Manufocm1e1~ with resptcl 
h• Fee AwMJ,~hJU he subject 10 the fotluwing: 

(a• Under no circu111,ranccs sh.ti! the Originul Parlicipadng Munufoclurer,: l>e required 1(1 make paymcnl5 thul wnultl 
rt,ult in a11g1eg,Ht 11;,ti<>nal f14YO'len1~ and crediN hy Pu1tkipu1ing Ocfontlant!I with respetl 111 al1 fet Awards of Private 
Counsrl: 

(i) during any ycir l>etinning with 19911, lutuling more than the ~um nf !he Quarlerly Pee Amuunls for 
eJch c~ltntlar quarter uf the cJlcntl;1t year, e~dudins certain payment~ with re~pccl to ~ny l'rivu1c Counsel for 11198 1h~t ~re 
p~iJ in 19'}11: ,inti 

(ii) during uny takndar q11artcr beginning whh !he firSI talent!a, quarter uf 19~. h>laliug m•tre than the 
Quarterly fu A1mmnl for wd1 11uar1cr, excluding cer1ain payment• wilh respect to any Privalc CuunS1:I fur l'::198 that an: 
r~itl in 1999. 

(b) The Orii:inal l'arlicipalint M~nufacturcrs' i>b!igatiuns with rc,pcc:t lo lhe Pee Awarll of STAT!! O,nside 
Counsel, if any, shall he cxclu,ively a~ pnwitlctl in this STATE l'ce Payment Aveemcnt, anti nntwitb,1:mdins any 11ther 
prnvision or fow, such Fet Awartl )hall no! be enlered 11s or reduced In a jutlgme111 against lhc Orii:inal Pur1idpu1iui; 
Manufacturers ur con,itlered as a hasi~ for requiring a bond or imposint u lien ur any other encumbram:e. 

SECTION 19. Rf'i111b11rum1:1l/ of0111Jillc Ctu1111c/"1 CultJ, 

(a) The Orii;inal Panic:ipu1inc Mauufoclllrer~ shall reimhur~e STATE Oulsitle Coun>tCI for reasunahle <.:mis and 
expense~ in..:urred in cnnne<.!iun with !he At:!ion, providcJ that ~uch 1.eosls and C\('("!!Sts arc uf the sume nature as cn,b amt 
c•pen,<e.s rur wbkh 1he Origiuul l'arli~ipaling Manufacturers mtlinurily reimbun•e their uwn cou11set w agen1s. l'uyment uf 
any Approved Cus1 S1:11cmcnt pur~uaut IU lhi~ STATE Fee l'ayment Acrecirn:nt shall he suhjrct lo (I) the cunditinn pr«:ctlenl 
of appnwal of the Agrrrm¢nt by lhe Cnul1 for !he Stale uf STATP. untl (ii) lhe payment ;cht.tlule anti the uggre11ate national 
cup~ ,pe~ifittl in ~uh,r~tion (~) ot"this scc!iun, v..hi~h ,hall apply t11111! paymcnls mol<lt: with re~~! tu Ct,~I Statement, of ull 
Out~tdt Coun,d. 

(h) In 1he event tl>al STATE Outside Counsel !'CCk tu he re!mhurscd fur re11s11nal>lc cmH anti ex~n,;es in,urrtd in 
conne~iion wi1h 1he Actiun, the Designated Representative ,hall ~uhmil a Cost S1a1emcnt m lhc Original 1'.trticipa1ing 
M;mu!'actu,e,s Within 30 IJus,ness D;,y, ar1er receipt of uny such Cos1 Statement, the Original Pattkipa,ing Manufocturcrn 
.,hall ei1~r an·ept the Cu~I St;,tcmen! or dispute the Cos! Stulemenl, in which event the Cost Staten~nl i.hall he i.ul>jcc! 11> 11 
foll uudil hy e\amincrs 10 he appointed hy the Orig:inal l'arikipalinc Munufir.dun:u (in liklir sulc tlh~n:ti<>n). Any )\!ch audit 
will bl'; cm11pk1ed within 120 llusinc,~ Day~ after lhe tla!c the Cosl St,ilemcnl is received hy the 01ii;i11:rl Pa11icipaling 
Manutacturer,. Upun cnm11lctiun of ~uch autlil, if the Orii:inal l'artkipalini; Manufo<.:turcrs and STATE Out<ide Cuun~el 
c~nnu! »g1~e a, to 1he appmpri:ite amount of STATH 0111.iide Cuun~el's reusunabk costs and e\ptn~es, the C11s1 Sialtmenl 
:mt! !he c~aminer"., aut.lit report shall he suhmittetl lo !he Dircc:tor fut urhilluliun before 1hc Panel ur, in lhe event that STATP. 
Outside Counsel anti lhe Onginu\ l',utidpating Manulucturcr~ havr agreed upon a Uquitlatctl 1:cc puri:uant Ill :-ecHun 1 
h,:rcof, b~fnre a ,epJr.1te lhree-mcmher p:intl ul intlependenl arhilrmot'll, 111 he $elecled in a maener tn be agreed to by STATE 
Oul~ide Cuunscl arnl the O,ii:inal l'artidpating Man\lfol'IUrets, which ~hall tlelermine the :nnuunl tlf STATE Outside 
Cuunsc:r~ rtu<onahle cml~ anti ur,cn,e-t for !he Ac1i1•n. In dclerminlng ~uch reasnnaMe l>t>~1s untl fXpen,~,. !ht mcmhers uf 
1he ~rhir1aliun panel ~h11II bi: governed hy the Protucul of l'~nel l'rocedure., :illad,ctl as au App,ntl,x bcrelu. The mnounl uf 
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STATE Ow,itk Crnmstl's r;:.,,unJl>le l'o;1, and exp.:n~e~ delerminetl purwant w ..trhi1raliun J, pnmtleil in !he r,1eadini; 
M'IHe1we shall he final, him.ling ,.md n,111·:of'P<'abh!e. 

(d Any Approved Co,1 Slu!l"menl or ST ATE Ou!sille Crn.msc:1 sh~I! nut 11«,;mne a 1',1y:1hk C11s1 Statemenl until 
appmval of !he A11rermenl by the Court for lhe State ur STATE. Within five Business Day~ atle1 ,e,eipl uf notilkalinn 
th<n:of by !Ile De~ii:naletl Rtpreseniative, em:h Orii:inal Par1idpating Munufacluft'r ,hall ~everally pay lu the: De,ii:n,uetl 
Reprei<(:ntative its l(eh11ive Market Sh,1re nf the P.oyable Cn,1 S1atemen1 of STATE Outsitle Cuun~d. )UhjeLI III lhe following: 

(i} All Puy.ohle Cmt Statements uf Outsitle Counsel shall be pait.1 in the order in whkh soch Payable Cu,! 
S1 .. 1emenh hecam,: l',1yahle Cu~t S1;i1 .. m .. nt,_ 

(ii) Untler nu d1cum~111ncu ,h.,11 lhe Original l'arlidpatini: Munufach1rcr~ he rcquiicJ lo on:ok,: r:iym~nh 
thal would rhult in agi;rti;ahe nutiou:1! payu1e111, by Pnr!icip.iling Dekmfanb ol' "II l'"Y"hk Cusl Sl:llemcnt.< of l'riv.11e 
Counsel in u1r1nei.:1lvn wilh .oll of 1he ucliun, itlen1ificd in Ed,ihils D, M and N tn the Agr~emenl, 1u1.di11i: more th.in 515 
mil hon f{lf any given y,:1.11. 

{iii) Any P"y.ihk Cmt S1u1eme111 nfOu1side Cnum,el nnt paid during the year In which ii hci.:,une" 1'4y,,hle 
Co~I Slatcment a~ a re~uh of P"'f"!:Nf'h (ii) nl 1hi~ suh.«:ction ~hall become pay.1bk in .<ubsequenl ynn,, suhp,~l tu pa,.,i:rnphs 
(i) ~nd (ii). until paid in full. 

(d) The Origin,11 Partidpatini,: Mannfoctnrers' uhligations wdh rr,~cl In rca,on4hle c"'ls anti c,penses incnmtl by 
STAT!l Outside Counsel in connt~lion with 1ht Actinn shall be txchi.ively as pmvitled in lhis STATE 1-'ee Pa)'111cnt 
Ai:ree1ne11I, and n111wi1hs1,mdini: any other pmvbiun of1aw, any Apf\fiWt'd Cn,1 S1alement ddennined pursuant lu sub'-(clion 
jh) ut thi, .euiun (indudinl,! .ony Apf'm~cJ Co,! S1a1nnc11r determintd pn1sua111 tu ~rtntrnliuu ~fote 1he Panel or !he ,tpar~lc 
1hr(e·1ne1n~r panel of indepentlent airhitralor~ de~crihcd lh .. rein) ,hall not hie eniered ,1s or reduced to B jnJi:1ni:nl "ga,n,1 1hc 
Original l'ar1icipa!ing MJnnfacturers or rim.iidered a~ a hasi~ fm requirini: a hund or impo,ini; " lien or nny mhe1 
incumhr~nce. 

SE(XION 20. DiJ1rib111itm uf Pt,ymrnu ui,umg STATE 01i1si,I., Cmmsrl. 

{ul All payments mad!' tu •he De~i~oatcd Repre.~enlative pur~uanl tu lhi~ STATE l-'ee l'aymenl Ai:ree1nen1 ,h.,11 he 
for !he benefit or each per,011 ur .,,11hy itlen1ifitd ir, E•hihil S tu the Ai;reemen, hy !he Attorney General of th.: S!;,!e ol 
ST ATE Im "' cclli!ietl hy th<: guvcrnm..:nlJl pm...:culmg antlmri1y of the Liiii:,atini: l'uluital Suhdivrsion!. each ot whkh ,h;,U 
recdve from 1he Uesi1:n.01ed Repre~enlati~e ,L p.:rcenlal)t u!" each .,uch payment in .ICLurtlant;C with the fee ,h.,<ing ai:reen~nl. 
it any. among STATE Outside Coun,d (ur ""Y wriuen "memJment !herein). 

(h) The Origin"I P~rricipatin,: r,,hnufoc111,ers ~all have no ohlii:a1ion, re,pun,ihility "' fohilily wiih re,pcct 10 1hc 
:11!oca1iun amoni: 1hose per,nns or entili..:.< idcntifo:d in t:,hihi1 S !u the Ai:n:cni.:nt hy !he Anumey Gen..:ral of the Sc~le u1 
STA TC for J, cer1\lled hy !he gnvermnenlal pm:«!culing anlhmlty ol the Litig .. 1ini: Polilk.11 Snhdivi,innl. or with rc,p.:~l h> 
any d"im of mi,a!!ocalion, or "ny amuunH paitl to the De~ignated Rcprcsem.itive pur,n .. nt tu 1hi, STATE he l'.1ymen1 
Ai;teemem. 

SECTION 21. Cu/n1l,i1if,m ;,f t\11111111111. 

All cakulatinns ihal 1n.iy M requi,ed hereuntlcr ~hall he -rcrformed by lhe Original ,,.~rlk1paling Manufac!urer,,., 
wilh ru11icc of !M re~uhs thereof lo h<l given pmmptly tu the Dc<ignaltd Keprtscnlative. Any di~p111cs as Ii• the currcctncs~ 
of calculations made by the Origin.11 l'articip.,1ing Mm1ufoc1urer.~ ,hall he r,:;.nlveJ pu1suan1 h• the prnctdur,:s dcscrihed in 
Secli<>n XH..:} of tho: Ai:reel'!l(nl for re~nl~iug <Ji,pule., as tn caku! .. 1im1s hy the lndcpcndcnl Auditor. 

SEI._TION 22. PHymrt1I Rrs1umfib1JilJ'. 

(a) Each Original l' .. rcidp:iting Mauufaclurer sh:1U he ~c~traHy liahle for ii~ ,h:1rc uf :ill p~ymenls punua11111, 1hi, 
STATE fee p.,yment Ai:recmeol. Und,n no drtumslancc~ ~h"IJ any paymcm tlue hereunder or any portion lhcrcuf hecnme 
!he joint uhfig,ninn uf lhc Oritiual l'artidpaling Manur.oclurer~ or the ohligaiinn ur ~ny per'l>n olhn limn !he On11ina! 
P.irti.-ipatiog M11nufoc1nrer frum which such p.iyment is originally due, nor shall any Original l'articipatini: Manufaclurer he 
re~uired lo pay J p,,nion of any ,u,h pJymem 1,rcu!er than it:,, Relative Markel Share. 

(h) Due tu the P"rlicnl.ir ~-urpor:ih! ,irnclurcs ul R. J. Rcyrn,!lls Tohac,;u Co111p,1ny f,.kcyno!tl•S') ~nd Brown & 
Willia111,on Tt>b.iccn Corporation ("Urown & WiUi.im"m") will, '"'P"'ct ,,, thdr non·'-'""'"'"~ tnhm;o, urcr.11i,.,..,. K~yn<>ld, 
:ind l:lmwn & Willimnson shall e,;..:h he ,evera!ly [iahle fur iN ,esp.:ctiVI' ,hme of each payment due pu,~u,;nl tu th" SfATli 
Fee Payment Ag,cc1ncn1 up 11, (auJ ih liuhili!y hereunder ~hJtl not cx,eedl !he l'nll ..:xrem of ii< a"'" n-.cd in. ,mil cJrniu!!, 
.1ntl revenueN Uerivcd from, its manufocrnre and sale in the United States of Toh.1<:1.0 l'rnJuc1, inrend~J for il<>m~,tk 
~11n,11111p1inn, and m1 fC1.~1un.e shall he had again,t uny nf it~ mha a,,;,:ts or emnings to ,~ti,ly ,11,;h ohligalion,; 

SECTION 2J. Tl'n11i111mo11. 

In th!' event 1hm 1~ Agreement is !t>1min111ed wi1h rcsred lo !he S!ale of STATE pu1,11au1 lo Secliun XVlll(u) ut 1hc 
A,c:reemenl {!lr for ~ny othc1 re11-.on) !he Dc~i~n.11etl Rep1c,entJ1ivc and cJch rier:,;on ur enti1y idenhlietl in E,hih,1 S ,., ,h,. 
Agreement hy the Attorney Gene,al of 1he S1.,1e ul ST ATE jor .,s ce1lified by !he gnvcrnmenl.11 prosccutini: aulhurity ul 1he 
Li1ig,1ting Polilical Suhdivi~innl ~hall immetlialtly refun,! to lht Oril)inal Paditipahng Manulacturn., all amoum~ rn·c1v(d 
un~cr I his ST ATE Fet l'i1ymen1 Ai,reemenl. 

o, 

SLl._'T!ON 24. Jni.-,,,1,.,/ Brnrjicimiu. 

Nu pruvi,ion Mreuf ~rear~, uny rii:hts un the: rart ur, or i~ enfon:eahle hy, any f>CN>n ur en!il)' lh"I is nn1 a Pa,1y 
ur a pe•·"'" co~e,ed hy eitll.:r of the rt:leascs llcM:dhcd in '>eclinn 4 hert:of, except lhal secliun~ 5 and 20 her<"of crea1c 
rrgh1s un the pm1 of. ""ii ,h.,H l>e enforceable by, the State o{ STATE. Nllr ~h"U ully provi~iun hereof hind uny mm·si11nalnry 
or detcrn1in,:, !imil nr pteJndi,e 1he rii:hls nf any such person Of emit)', 

SEl'TION 25. Rtf'UUlllllli<.m11>/ P1mitJ. 

The 1'.ir1ie., hC1t11> herchy represeo11ha1 thi~ STAT!i Fee p..,ymenl Agreen!fnl ha~ tlcen duly authoriull antl, 
eurn1iun will u,n,1iru1~:, ""lirl nn,I hin,ling: u,nmu·m"I <1hlig.11i .. n, ~nf<>r<_.,..,.h!!' in "~·.:i•r•hm.;,:, w!!h ll~ t~nn~, iif ,:,~dl 
l'urlinhcr,:10. 

SElTION 26. N11 A.lminitm. 

Thi~ ST ATE Fee Pay111ent Agreement is 11111 inlenJed h> he and sh"II 11111 In any event he ton.,1rncd a~. or deemtd tu 
he, un ad'11i~,i11n or com:es~ioo or cviden.:t nf uny ll:lhi!ily nr wnmgduing whatsoever 1m !he JXlfl of any signal!>!)' he1~10 or 
any person cnvc,eJ hy either of 1he rtlcJ~es provided under §t'Clinn 4 her«•f, The Original Partidpalin11 Manufo~tarer~ 
spec,fically disclaim and deny any liahilily or wmn,i:Joing whaNoever with re~pect 10 the daim~ relt~sed umler i.eetiun 4 
l,erenf and enter intn thi, STATE l'ee Pay,nenl Agrecmcnl for the snit' purpme,i nf menmrhiliiing the Original l'3ttidfl:ating 
M:mulotcturer~' richt~ and oh!igationi; with rcspeel tu payment or aUorncys' fees pnr~uan1 hi !he AgR"e111cn1 ;ind "~nidini: the 
lurth,:r upen:.e. inconv,..nience, hurden and un<.:trlainly of pulential litiga1iun. 

SECTION 27. Nm1-,u/missil,i/i1y. 

Thh STATE 1-'ce P:aymen1 Agreemcn! h.lvin11 hcen un<Jert"ken hy the Par1ie; hereto in good foith anti fnr scl\lement 
purpo"'~ 11nly, neither thi~ ST A TE Fee Payment Agttcment nor uny evidence of negotialinn~ re folios hc«·!o ~h~l! he offcretl 
or rn·civeJ in evi,knlc m any actiu11 or pm<.eeding nther than an ac1iun or Jl«><."Ctding a,i,ing under this STATE Fee 
l'.oymcm Agreeonenl. 

SECTION 28. Ai,1<•mimrm m1<I W11iva. 

Thi< ST A TE Fee Payment Agr,..etnent 1nay he umentled only by u written in,trument executed hy 1he Pu nits. The 
waiver or "ny righ" conferred hueuntler ~h.111 be cffec1iv,: unly if made by wrillen in)trument e~ecuted hy 1he waiving Pa,1y 
lhe w.uver hy aoy Party of any breach hereof shall nul be deemetl Ill be or comtrued a,;; wai~er uf any ulher hrcach. 
whether p1iur. ,uh,equ~nl or con1empuranenus, uf this STATE t'ec Paymcol Agreemtnt. 

StCTION 21J N"/las. 

All nutic·es or olher cmmnm1kation~ hi any pJf!)' hereto ~h:all be in writing {indutlini: hut not limited In !de~. 
fo,,imifc "' ,imil:ir wri1ing) anti ,hall he given lo lhe nolk."t: parties li,teJ un Schtdnk A hcre1u nl 1hc "dtlre,,e~ !herein 
intlicated. Any l'Jrty hcrew may change !ht n.1mc anJ 11ddrci:s uf the per~un de~ign~teJ tn receivt nu1ke i•n l1d1~lf 1>f Ht<.:h 
Pally hy n<1lice i:iv..:n as pmvitled in thb sec!inn indutling "n uptlatctl list confnrm .. J tn Schedule A herc1<>. 

SE(TJUN JO. G,wrmi"II l,mv. 

Thi., ST ATE Fee Paymenl Agreement Nh~H ht go\'erned hy the law~ uf the Slate <Jf STA TC wilhuut fCgartl to !ht' 
cnnllicl ur law mks of >uch Stale. 

SECTION JI. Cm11tn1l'liu11. 

None of the P.,rtks herelo sh.11! be coMidcrtd tu M the draft~r hereof ur nf uny prtwi,ion hcr,:-1,f for the purpme of 
:my ,1a1Ute, caie l:iw ur rule nf inrerp1etJ1ion or con,1roc1ion th~, woul!I or m1i:ht cau\e any provi,i1>n tu be con~!ru<d ;1gaiMI 
lhe drafter hueuf. 

SEl'TION U Cu1J1i,m1. 

The cJpliun, of Che sedinns hereof arc indudcJ for nmvenience of rcfH,:nce unly aml ,h;ill he ignoretl in the 
cunstruLtion anti inlerprc!alion h..:fcnl'. 

SElTION JJ. £.1rn11/lm ,,/STATE F,•r Po.1~11t111 A,:rrm1r,u. 

Tim STATE l'~e P"ynwn1 Ai:reemenl may he ex.,cuted in c1111n1erp.,1b. f.,c,imik or photocupkd signa1ure, ,h.,11 
he cunsitlNtJ V.1h1I ,ig1uturc, a, ut !he dJIC hcn:ur, ~llhongh !he orii:inal ,i11n~ture pJi:e~ ,h~U !hcrc.,fler he "l'(lCntkd w I his 
STATE Fee P"ym(n! Agreemenl. 

Sr CT ION J.;, £min- A;;rr,•ii,t'llf <if Puflil'f, 

Thh ST ATE l'ce l'aymfnt Agreem..-nl t11111aini un tnlire, c11111pkk anti inlei;rn1ed ,1.,1e1rtent uf ..,.,,.h ~11<! ..-very !cnn 
;inti pnwi~ion ai:reetl why ~ntl nmoug lhe l'Jrties wi!h re,pecl lo paymen! uf ;;Uorncys' fee~ by the Original l'Mlidp;oting 
Ma"ur~cmrcrs in conncc1in11 wi1h the Al:linn and is nm ~uhjcct tn ~ny condition or covenant. e~press or implied, mll provitled 
for hc,eiu. 

IN WITNESS WllEkEOI', lhe !',mi,:~ hert!O. thwugh thdr folly ~u!horized reprc~ent,uive~. have urreetl ru lhis 
STATE Fee Payownt Agreement~' of1hi~ _lh day of ___ , 1998. 

!SIGNATURE BLOCK I 
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A\'l'ENDIX 
10 MODEi. l'El:i. PAYMENT AGREEMENT 

l'ROTOCOL QF PANl~L l'ROCEt:DINGS 
This Pn1loc1il uf prouduus ha\ been :tgreed to betw,:,en lhe re~ret:1ive parties 111 lhe ST ATE 1-'ee Puytnenl 

Agreemelll, and ~hJII govan !he arhi1ru1ion pwce..ttlillgs provided fur therein. 

Sf..ct!Ol'l I. D.-jiuifimu. 
All definitions cuntaincU in the STATE fee l'aymen\ Agreement are inn,rpmalell by ret"e~n1,~ herein. 

SECTION 2. C/winmm. 
The rer~nn ~elected h• serve a~ the ~rnmnenl, neut ml me111her uf !he Panel a~ tlescrihed in parJgrnph (b)(ii) of 

m.:litm 11 11! the STATE l'ee Payment Agreement ,hall serve a~ the Chairmu11 of !he Panel. 

Sf.CTIOl'I 3. Arhitl'lllhm /'Hr,umm III A!,!f<'<'lllt'/11. 

The memher, of 1he Pant! shall determine 1h11~e m~tttrs cmnmiuetl lo lhe ded,inn or 1be l'anel und.:r lhe ST ATE 
fu Payment Agreeme11t, which shall gove,n ~~ In all mJUer~ tlis1:msetl 1he1dn. 

SECTION 4. ABA Cml<' n) l:'1/!io. 
Ea~h of !he mcmhcrs of the l':mel ,hall be 1J<1vcrncd hy 1he Cmlr "! £1hi,·J /"<' Arbitr(ltvrs fo G""'""'d"l {)faJ>Ul<'S 

r~flarcd hy the American Arhi1rn1ion Asi..ndatiun aml the Amerkan Uar A~s1iciatinn {the ""Cml<' <>! Etl!ici') m \'nnt1111.·1ing 
!he a1hitration pwi:ccdings pursu:m! to lhc ST ATE 1-'cc Payment Agreement, ;uhjce1111 !he 1erm, of 1hc ST ATE flee Paymcni 
Agreement 11nd thi~ Pmtt-..;nl. Each ur the r.1r1y-appoi11lctl m,:mhcrs uf the l'ane! shall be governed hy Canon VII of !he c,,,1,. 
vf F.tMrl. Nn person may ,eng11gc in any <'t 1mrl<' communiculions wilh 1111: renn~nent, nc111rnl mcmhcr uf lhc !',me! .,ekdcd 
r11r.siwn1 tn par,11u.1ph (b)(ii} 1,(,c,·!inn 11, in k~eping wilh Cimon~ I, II and Ill of the c,,.,,. "' £thin. 

SECTION 1. Addili,111111 R11fa mu/ /'wcl',lur<'s. 

Thc t'Jnel may 11dt>fll such rules 11ntl rrocedu~~ a~ it deem~ necessary and appmp,iute fur the dh(hJrge nf ih du1io 
under 1hc ST ATli l'ct Payment Agreement ant.I thi~ l'm!ucol. suhjed tu the tenns ur !ht STATE l"ee l'aymcn1 i\greemenl and 

1bi~ Protocol. 

Sl:CTJON 6, M11j1>rir_1· R111<'. 
In the e11ent Iha! the mcmhcrs of the !'.ind arc nu! ummimous in their view~ ~s to JIIY maner tu he detcnuin,:d hy 

th.till pur~uanl tu the STATE fee Pay1nenl Agrte1m,n1 or !hi, l'm!ou,I, the Uetcrmin:1tiun ~h;ill he tlecitkd hy a vole of ;1 
majority uf !he 1hrte members uf' lhe Pane!. 

SECTION 7. An1lin11ion for Fr.r Aw.ml tm,t 01f,n M111,·,iuls. 

(a) The Appliculinn ufST I\ TE Oulsitle C11unw1 um! uny malerial~ ~ubrniltel.l to the Oirectnr rdJting lherclu 
\.cuUeelivdy, '\uhml~<ions") ~hall I~ rorwun:letl by the Direcwr lo ea1:h uf the 1nemhers uf !he !'anel in the nmnncr and on lhc 
date~ sptdtitd in !he STATE fee l'uymenl Ai:recmcnc. 

(h) All maleri.1ls sub1nittetl lo the Dirc(tur hy dther 1':1r1y (or uny olher person) ,h:11! he ~erved upm1 all Parties. 
All suhmis<inns re4uircd hi he wn·ctl un .111)' !'arty shall he deemed lu h~ve hccn ~av(d a~ 11f1h~ d;ue on whkh su(h 
1m1t~1ia!s h.tvc ti<:cn sent by either (i) k,ml ddiwry or (ii) fo.:~imi!c ;uul ovcruirh1 nmricr for 1•rimi1y ncxHhiy tldiv,:ry. 

{cl To the c.'T;Wlll 1hal \hc l':md hdin,:~ lh,11 in!uWUli'11l n,it suhu1illcd h• the l':ind ma,y he rdcvanl for 
purpu:.ts nr determining tlm~c 111a1te,~ l·mnmitted m 1hc dcd,inn of lhc l'unel under the 1,•rms ut 1hc ST /\TE!-'.:.: l';1yment 
Ai;recmcnt, th< 1'a11d ~hall rcquc~t such informuti11n !'rum the l'arlies. 

SECTION 8. ff<'<lriUJI. 

Any hcJrinc hc!tl purwnnl In seclinll 12 ur th,: ST ATE 1:'ce Payment Ag1ee111ent ,h~II not t:,ke pb<:e n!hcr thJu in 1hc 
presenl'C of ;1!1 thr<e member~ ol the !',met u1m11 nt•lil·c and ,m opjln11Uui1y for lh~ re~p,:~tiv( f(lllc.,cn1.,1ivc, of the P,,nic, 1,, 

:1Ue111I. 

Sl:<..TION 9. Mi.,n·ll11u,·<1m. 

iaJ Ench member 1•f ihc l'an~I ~hall he c11111ren.-1a1cd l<.1r his service, hy 11\c Origin~I l'arh~•IMH!lg 
Manu!Jetura~ un:, h:i~i, lo he ai:rced tu between such memhcr ,ind the 01ii:imd Pm1idpalini: M.mufo(IUrcr,. 

ih) The memhcn of lb.: 1',1nel ,hall refot JII media in4uirics 1etm<lini: 1hc a,hiirntion rm1:ce1hoi: 1u !he 
rc,,pCllive l'artks In 1hc ST ATE 1-'ee !'aymem Agreement and ~hall rcfrnin lf,un :1ny l·ummenl a, tu !he arhillJliou 
prrn:e~ding., tn he ~·011ducted pur,;m,nl hi 1he ST ATE t'ec l'ayment Agrcem.:n! during lhe peudency or wd1 Mhitr.,1iuu 
pm..:ee<ling:., in keeping wi1h C:1nun IV(UJ oflhc Cu1lt 11/ £thin 
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\I) l'l:260r:s:rnlio1· lnnnor 
Qrigipoij l'a(1i1,ip~1jng M:m11fac11,re, 

Uruwn & Wilhaou,on Tuhm.:t.:o C<>ffl, 
Lmillar,J Toha,u, Co. 

Philip Morris Im:. 

ttJ. Reyrnil1.b TnbJt.:<.:o Co, 

Tul;1I (64,c Opcrating lu1:01ne) 

EXHIIUJO 
1996 AN!> 1997 DATA 

O[ICrJling ln1:mne 

SMOI ,640,000 

$719,lilO,OOU 

S4,206,600,tl00 

S 1.468,000,000 

S7,l<J5,J40,00U 

(2) 1'}')7 V<>lllrPt !J.~ 0)(4,yre;I tiy ~hiPml:'Ot.s of CiGll!CHI:~) 

Oririrnd P\1rtkim11ing Manulac1urer 

Brown & WJUi~mwn Tnh:1,,:1;<> Corp.• 
Lmillar<l Tohm:cu Co. 

Philip Murri, Inc. 

RJ. Reynolds Tnh,1,,11 Cu. 

Tutal Obs.: Vnlu111e) 

{3) 1297 voj11mc (as ms:usur;d by ex(i"" la)lc.,) 

Oticinal l';ntidna1inr MJnufa1rturH 

Brown & Willbm,.,n Tnha,;,;o Cnrp.• 

Lmillard Tuha,~~·u Cu. 

!'hilipMorri,Jm:. 

R J. Reynnld~ Tnh,1<,:cu Cn. 

l:!!!J!L~~ 

78,911,000,000 

42,2H8,UOO,OOO 

236,20),(Xl{),000 

I lll.2H.OOO,tl00 
475,6S6,0(JO,OOO 

Numh(r o( Cil!aren~, 

78,7.'i!UXJO,OUO 
42,Jl5.IK.1,000 

2J6,;\2to,i.lO!J,IJOU 

I l'l.O'J4,0UU,OOO 

• 1he v11lumc in.:lu,k~ 2,847,5<J5 prnmd, nf "mil ynur nwn" tuhat:cH cnuvenctl into !he mm,h~r nl Cii;••~lk, u-.ini; U.O.lU 
011111.:e~ f'(r Citar~ne ,;onver~ion faclor. 
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t;XHJRIIR 
EX Cl.US ION OF C'l/RTAIN HRANP NAMES 

Bmwo & Wjjlr,m,oo Tohac~.!ll.il!ll 
GPC 
Stale E)lprt:ss 555 

Kivkra 

l'hilir Murrb !ncurrwr1,11(1i 
l'lilytl') 

ll&fl 
tlehnun1 

Mail; Ten 

Vis,,;mml 

Accnnl 

L&M 

LMk 
Kn1hman's 

!k,1 Huy 

Bwn,un 

F&L 

Genrn 

Gl'A 

Gridlock 

Monq 

Nnl'!ill< 

G~ner~ls 

l'rc111i11mliuy 

Shcnamtnah 

TnrChnice 

l.millmd T"hu<1:o Cmnrany 

N,= 

R J Bcvnoh!, toharrn CmnnwY 
Iles! Choice 

CarJinal 
l)ireclor's Chni<.:e 

fach 
ltainhnw 

Sct>ld> ttuy 

Sliml',ke 

Smoku Frkndl~ 

Valu Time 

Wurt~ 

R-1 



EXIITIIIT S 
DESIGNATION 01' OUTSIDE COUNSEL 

llnlentiunully Omi1teJJ 
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Sec lion __ . Findings amt Purp11.~e. 1 

l~XHJHlfT 
MODE[. SJAIUTfi 

(a) Clgurelle s1noking r~~enls serious public health cum.:ern~ lo lhe Stule aml 10 !he citiu:ns of the: Stale. The 
Surgeon Gene1~I hus Jc1erini11r•tl !hat ~moking causes lung 1:anLcr, heart dh;ea~ and other ~rlous tlbca~cs, und !hut there arc 
huntlreds of lhousamh of 1uh11cc,1·rcluted death~ in !he United S1:1tes cu,;h ynr. The~e di~cascs 1m>:<t ~•flcn du no! appear 
until m.iny yc:1rs artcr 1he pernll'I in (IUC~lion hcgins snwldng. 

IM ('igar~Hc sm.,kini: 111\u pn,wnt~ scriollN fin11nd11l c1111ccrn~ fur the Sl,itc. Umin ccrlai11 h,'<thh-tarc l''"itram,, 
the St:i!c nmy have ,, lcgail uhlii;~1im1 Ito pr,ividc mc1lk4l as~htance ,., digihle pcrsmn for health 1:omliti<>11, 11s,uci11ted ..,ill; 
cigarelle smuking, and 1huse person~ may ha~e a legal enlilkment 10 re~civc such medical u,sb1.m,e. 

{I;) Under !licse rrugrams, 1he Sl~!tt pays mi!Uon" uf dullau each yenr tn pmvide medkul as:<isl:im:e for 1h.':1<e 

pa~nn~ li>r health conditim" Jssodated with dg~reUe s1110king. 

(d) ll is 1he polky uf !he Slule that linundal hunkM imposed un the State hy dgareue smnkini; he home hy tnh...:cu 
prmluct m:mufa~turen. tJlher !h,m hy 1he S1u1c lo lhli cxlenl that ~uch mmmfm:lurcr,; cithu dc1ennine lo enl~r fn111 a 
,tnk1nenl wilh 1hc Stale or ate r,,und culpable by the coul1.i. 

(c) On ___ , 1998, leading United S1u1c~ luhucco product manufoclurcrs e111ered in!u u ,e1tlemen1 a~ru111en1, 
f11tukd 1he "'Ma,ta Sculcmenc Agr~emenl." wilh !he State. The f.hsler Scnlerncnl Ai;rec111en1 t>hligales the~e 
mwula,·turer,. in return for :i rek:1u of pa,1, pre,ent und cerl11in fu!ure claims 11g11iMI l~m :11 described therein, lo pay 
suh,tanhal ,um, m the St:ite \tied in p:irt tu 1hcir volume nf ~ales): tu fum.! 11 naiionul foundalinn tlevo1ed to the intereMs nf 
puhhc health. unJ tu make ,ub,1anlial chango in !heir uJvertbing and marketing practices and curpomte cu!lun:, with !he 
in1en1ion or reducini: undemgc ,m,1\..ing. 

(I) h vmuld he cnmrary tn the policy of !he Stale if l\lhill.'(:tl pmducl manufacturer• who Ue1crmine nul m entu intu 
such" ,eukmen1 u,uld u..e ;1 resulting cos! advantace lo derive large, shnrt-term rmfits in Ilic yeurs hefore lbhilily may urii.e 
w1thoul cn~ming thJt the State will !mve un eventual source tif recovery from !hem if they ute fttOVen Ill have a<.:led culp.1bly. 
ti i, lhu, in 1he intere,t nf 1he State Cu re11uire thal ,u~h manufucturen e~tablhh a reserve fund h> i:uJruntee u source ul 
~ompcn,Jtion aml tn prc~enl j,.ach 111an11facturrrs frnm dtrivlni: larce, ~ltort-terrn pmlih, anti 1hen hccuming judg111tnl-pnmf 
l>ctn,e liuhili1y 11uy arise. 

S,·cii,•n Uclinitinn,. 

(:i} "Adju,tcd for in!foth,n" means lncreuseU in accorda111:e with Ilic fu11nula for inO,,tiun adju.,uucnt .,c1 forth in 
E\hihit C In 1he Ma<lcr Senlcmcnl Ai;recmcnt. 

(h) '"Alliti.1te" me:ins a p~rj,.on who •liredly or imlirc~tly uwn~ ,n tonlmls, is owned or cunlmlkd hy. or h under 
~"111mon ow~n.hip or l'Ontrol wilh, unulher pehon. Solely for purpi1su of !his Jel'inhinn, the terms "uwu~." "ij,. 11wnt1r' and 
"nwn,:r,;hip'" mean ownership uf an equily intere~t. nr the equi~a\cnt thereof, of lcn pc:n.:enl or m1>re, and lhe ten11 "person" 
me:m, aon individunl. partnership. ~ommittec, as~odalinn, coqmrn1ion nr any ulher ori;:an\zatinn ur !,!'rt1Up of jl(r~uns. 

(c) ""Alloc:ihlc share" means All11c11h!e Shure 11~ thJl tum is Je11ned in !he Muster SeUkment Allrccment. 

(U) "Cigurelle" means any rmduct lhul c1mtains nk1•tine, i~ intended tu he hurntd or heated under ordinary 
conditions of Uie, anU consists nt or contains (I) any mll 11f loMccu wrarped in paper 11r in ;1ny ~uh~lance nut cnntaining 
1ohaceu; or {2) luhaccn, in uny form. Iha! i~ funelional in the product, which, liecau~e uf it~ arpe~mnce, lhc type uf lnhacco 
11,;ed in !he filler, nr its packaginll and lahelin1,1, is likely lo he offered m, or purehu~eU by, t11n,u1ners a~ u eigan:llc; tir (J) llllY 
rn!l 11f !obacl'O wrapped in any ,uh,h1nce containing 1nhan:o which, bec~u~e ur ils aprearancc, lhc lyf>I: uf t1•haccu used in 111<: 
filler, or ii, paekagini: and lahcling, is likely to he vffercd to. ur purch:1scd hy, umsumers usu cii;:ureUe des-:rihed in cluu1>e 
(!) nf 1h1, definition. The term "dgarette" include~ "mll·ynur-uwn" (Le., uny luhuccn which. hec.iu,c of ih uppcar:mce, type. 
packaging, u1 l.1hding is ,uitahle for use und likely 111 lie offered 10, sir purcha~cd hy, cnn<umer, a~ !nl.,:11:cn for making 
ligarcuc~). for purpose• ul chis ,kfinitiun of "cii;arelle," U.09 llUlll!O uf "mll·y,1ur-own"' tohJcco ~hall c.,n,ti1ute unt 
individual '\•tarclte."' 

(el "'Ma~ter Seutemcnt Ai;rcemenf' means 1he scllltmenl ugreemtnl (und rebtcd do.:untent<) cnlcicd inlo un 
____ , 1998 hy the Stale and le.1ding United Slates tnhaccu prnduc! munufarturen. 

(I) '"Quahliet! c,cmw lund"' mean~ an escn>W urrnngcment wi!h a federally ur St<ilc chartered limmdul in,1it11!it1n 
having nn alfilrnhnn wi1h a11y 101>acu1 prmlucl manufacturer and having assets of al lease 51,000,000,0UO where such 
arrangt,ncnt rtqt1i1cs tlut ,uch fimmdal in,1i1u1ion hulu the c~cmwetl fan1h' principul f,,r 1hc hencfit nr relcasini; partic, and 
pruhihit~ 1he 1<>h~~,., protlu~I manufactu1u placing lhc funds inm e,-,,:mw ftum u~ini;, at·~e~sins ur dirc,ling !be use of !he 
fumh' priul1r,ail exccp1 a, con~htcnt will1,etlion _(hMc} nf thi~ Act. 

(g) "Kelca•eJ d.1ims" •teun, Relea'led Claim.i 1u thnl t(«ll i, ddlned in lhe Mu~lrr Seulcmenl Agrrcm~nl. 

(h) '"11.ekJ,in~ p;nlk.s'' u1eans Releu,ing l'a11ic~ a~ !lial term i!i defined in lhe M..i,ier Senkmem A111ccmen1, 

IA Stale m:ty c!ccl to 1lclele !he: '"llnUing~ and purp;i)es" section in ils entirely, Other ~hall!'C> or 
sub,lilutinri~ wilh re~ped In the "lindini:s aml pUffl,1.,cs" sccti1m (cxtept for partkubriitd ~tute pr<llethmd nr 
icd1nical rcquiremenl.~) will nl(un !hat lhc ~luUUe will no h,ni:tt conform UI lhi\ mmlctl 
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(i) "Tf>liaccu l'm<lm;t Manufm:lu~r" means an emity that after lhe tl:ite of enac!menl or th" /\ti direclly (an<l 1101 

exc!ush·dy 1hmuch any affiliate): 

(I) nHnuladure, cigart:He~ anywhere Iha! ,uch ma111Jfocturer intend., In he ,old Ill !he Un11e<I S1~1c,. 
indutlinc dgarem:~ inlende<l lu he ,111« in the United S1ales through an importer !Uctp1 whe1c ,u<.:h imporlu is an original 
partidpaling manufoclurer (a, thal ierm is dcfinl'd in !he Mu11cr Se1tlc1oenl Agreement) thJI will he re~pnn,itilc for the 
p:iyrnenh under !he Ma,1t,., Sen!emenl Arreement w(lh re,petl lu ~uch cig:irene., a~ Q ~,ull uf the pmvi,inn, of suh-<,cliuns 
ll{mm) of !he Masll'f Stttlement Agrcemenl am! lhat pay~ lhe taxfi ,re<:ilietl in suhsectinn 1/(1.J of the Ma,1er Seuk,nenl 
Agreement, aml providnl that Che m~nufacturer uf such dg¥cHe.< docs 11ot market Of JJwrlis< such cigJrcucs 111 lh~ Unilcd 
S1a1c~l: 

(2) h !he fir,1 purch.i~N aoywhcrc for res.ile in !he UnileJ Sra!e,; ,,r dgareUc.< manufactu,cJ ,mywhnc lh,11 
lhc nrnnufoctura Jots n,11 imcn,i 1ohe su!J in lilt United Slate,; ur 

(J) hecunu:·, a ~uccesmr t>!' aa eutily tk~c,ihed i11 puragrnph ( I) 111 (2). 

Tht term 'lul>acco Prrnluct M:mufJcuucr~ ~hall nut indu,!e .in ~fli!iJlt or u 10hacu> r11ud11d manufo,·lurcr un!e~~ 
,uch ~f!'iliJU.• il,elr falk wl!hi" ""Y uf {I) · 0) ubnvr 

(j) .. Units mh.l" 1ucam 1he numher of indlvhfoal dgurc\lc~ ~old in the S1ale hy the :1prli.:ahk luhaccu rrrn!uc• 
urnnuladurc• jwhcthtr di,c~!ly <>I lhmai;h:, di,1,ihu1,.,, r~l'1ilcr ur ,imilar lnlen~dbry m intcunrd1,,ric,j duriug the yc.u in 
quc,1i1>n, ~~ m~J,Ur~d hy txd,c ,~.,~ ~ulkded hy th<, S1a1e on rncks (or ··roll-)our-own'" ll>hJCC" c"nlain~r,) ~:iring tht 
exci~e la~ stamp uf !he Stale. The {IHI io name or ~sronsihle ,1:11e agcm:yl ~hull rmn1ulgale ,uch rei:ula!icms a, are 
ae,essary h> JSCCttain the amuun! or S!~te C\ciM! I'<~ paid un !he cll!:Urellc.i of sui.:h luh;,ccn pmJucl mJnufaclutc, fnf c~c-h 
year. 

Section_. Req11lnrnent1. 

Any !nhaccu rrn<luct 1rnu,ufocturcr ~elhnl! <.:igarelles tu consumers within the 51a1e (whether di1e1:1l:, or 1hmoi;h a 
dhuihucor, re1ailer or similar in1ermediary nr intermeJiari,s) alter !he dale of CllJ\:lmenl o1 thi, Act ,h.111 do one of 1hc 
fn!lowint?: 

{J) h,·wmc a JIJrticip.1liu~ manufac·rnr,'r i;1,; lha! 1c1111 h Jcfo1c1l in ~cc-1i1~1 ll(jj) "' 1b~ M."1,•r Scuku,.:m 
Ai:~c111ent) an,J gcnually paform ii~ li11.1ncial uhlii:alirn1, under !he Masler Sddcmenl Ai;rc,•mem; <1f 

{h) ( l) plact inm :, qua lilied e"'mw fund hy April IS uf lhe y,ur follow in~ the ye.ir in 1111e,1,on th,: l11llnwmi: 
amou111, (as su~h ,.ununm~ arc .iJju,tfd lur inlbtiuo) •· 

l\l\l\l: S.0094141 per unit ,n!d J'1n !he d.ite nf enJctmenl nf this Acl;1 

2000; S.0104712 per unit ,nld a fur the dJte of enac1<11er11 nf this A.:1;' 

f11r ea,hol' 2001 and 2002: SOIJ612~ pc, unil ,olil :1fkr the Jate nl"cmtt:hnen\ ufthi, All: 

for each 11f;W(J.l 1hrrn1gh 2006: 5.01675:l'J fN'l unit ~uld a!'tcr the tlute of enaumenl ol this Au: 

for each nf2007 and each year 1hereJfter: S.01884112 fl<!f unit :mid ufltr the date u( enaclmen! uf I his Act. 

(2) A lubaccu pmdu..:1 manufacturer 1ha1 f!laces lunds inh1 c,,:row pur,uant tu paracruph (l) ~hall receive 
the inlne<t ur other app1<,:da1iun un such rund, as earned. Su~h fuod~ themselves ~ball he rclea~U from e,.._·mw uu!y under 
!he h11!owinl! cirl·om,tum:n • 

(A) hi paiy ~ judgmenl nr ,;enkmcm rul any rdn-<ed cbim hrm1ghl ag:iin,1 l<uch 1<,t>;1ccu 
prndul·t m4nufa,1urer hy lhc Slate ur uny reka,int party localed ur rcsiihng in 1h( Stale. fm1d,1 shall he rden,e,I Imm e~cruw 
un,Jer 1hi, suhparngraph ii) in the nrder ,n which they were placcll inlo e,:cruw aod (ii) only 1<1 1111! euent Jnd ,,t the 1i ... c 
nece<~ary \0 mah payment1 required under ~u1:h judgmenl nr ~ukment; 

(B) hi lhe CJ\klll lh,u :1 lohaccu product mJnufaclUfer e,tuh!i,he, !h:11 the amount il w:,~ 
required Co place folo e,..;rnw in :i p~nwular }'~ar w~s gre~!tr th;rn !he S!al('~ alk11:.1h1e !ih:tre ul !h<: lnl;1! r,uymcnb !hat wth 
m~nufocturcr would have h<:en required lo muke io lhat yenr under lht Ma.~ler ScHltmcnt Ag1~~meo1 {a<1 tle1e1miued rur~uunl 
tu srctltm IX(iJ(2) of 1he Master Senlemenl Ai:reemcnl, and before any ul the atlJustmcnl\ ur uff,ch de,nihed in ,ec1ion 
JX(i){JJ ur that Ag~crncnl other !h,m the lnll;;linn Adju,hnenl) bad ii tieen • partidpJlmg manufo,:ima. the enc" .,l>a!I h~ 
rdeaseJ from escrow ,inJ rcveri h.Kk lu auch tohttL"t"o product munuf.1<.:turer; or 

(CJ lu !he exlenl nnl rck~"'d hum ncmw under ,uhparag!nph, (Al or (ll). fomh ,,h:oll h<· 
rcleJ~ed from t>cmw aml revert bJt:k lo ~w.;h h1hacco pmduc1 manufocturer lwen!y·livc )C,1r, ;,l'tcr ti~ d.11,• un wh,th th,:y 
were r•fat:ed inlo escrow. 

(.\) l;:,ch 101,;,ccu rrodocl m:,nul.,ctuier llrnl ekcts tn pl.1ce l~nd, inh> e,rn,w rarwani hl 111;, 
~Uh{e<.:tinn ~h,,U aanuJlly cerhfy lo lhe Att .. rner Gen~rnl {or u1hcr S1111c oflid.111 th~, ii i, in tmnpli:in .. c with thi, , .. h,e~1i"n 
Th,- Am,n,.-y (],.r,,.,;,I !or nl""• <::u1.- .,ni,·i.,I! ""'Y l><ini.; ",·ivil ,.,.,;,.n nn h.-h·,lf .,1 ,h~ S•·,!e ~g:•,I"' ~ny \'.l!o:.<:c·,, :•r•.,,h,c:i 

l !All ~r unil nu111hc1K ,ut>jcct !o vtrillcatinn) 
1 [The phrusc ":,Iler 1hr date 11f cm1~hncnl (>fthis Act"' wnuld need lohe included un!y in !hr c:ikmlJr yc"r in wlud, the,\~, 
i> enacletl.] 

T-2 

manufa(tutcr clml f.ul~ to rlace intn e>cmw !he tum.ls required undtr lhh stction. Any tohac~o pm<lm:t manuf:u;turer 1ha1 
fail< in ~ny year 1<> rla1.-e int<> c,>1:row the funJs required under rhis sei.:lion ~h;,II · 

(A) he re<1uin:d wilhin 1.5 day~ tn r,lace such fun,J~ into e,ocmw as shall bring ii inh1 cornp!io1nce 
wuh thi, sf~tion. The cuurl. uron ~ finding uf II vinl~tiun of !his sub."<Ccliun, may imr,u.e J dvil penalty [m ho: paid hi the 
general fund ul !he ~late! in un am11unt nl'I to ex~«d ~ r,ercenl uf !he amount impmpcrly withheld from escrow rw:r day of 1be 
~iul;•liun ,inti in u tulal a mm.ml nu! 10 e,u;eed IOU fHitcCnt of the ruii;inal amnunt improperly wilhhdd fru111 e"'-mw; 

(II) in Ille ~,1;.c nf a knnwing violation, tie required within l 5 I.lay, tu place ~uch rood, intu e~crow 
as ~hi! hfin~ ii in\11 t·umpliance with this )(Ccliun, The <.1iort, upon u lindinc uf II knnwinl! viula1inn uf lhi, \uhse.:tiun. mav 
irnpu,... a civil penalty {lt> be paid to 1be i:enera1 fond of the ~tuteJ in un a-mnunt 11nt tu -ex<.:ttd 15 percenl of lhe amou~t 
improperly wilhhc!d !rum e~crow per dlly of the viulioiun aud in a tot.ii urnoun1 1101 tn excecJ 300 per.:en! ol the original 
amount impmpc:rly withhdd frnm escrow; 11nJ 

(C) in lhe 1:.i~e of a ~econtl knnwing vioh1tion. be prohibited from selling dgareue~ w t"Unsumers 
wilhin the S!ule (whether directly nr thrnugh:, di,1rihutnr. retalkr nr si111ila1 intenrn:diary) for:, period no! lo ucteJ 2 year;, 

Each foilun, tu rn.ike an annual deposit n:11uired under !hi• ~ection ~h~U .:on,tiw1e a ,cr,.1r.i1e viol.,!i<>n! 

IA S1~1e 1uJy clc~1 lo inclmk n requirement 1h~1 1hc violator nlsu pay lhe Sla!c's l"O>t< and ,111m,1~y's fee, in,um,d 
durini; a ,ucce"lul pmsel·u1m11 ulllkr ihi~ parngrar,h ()).I 
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f•:XHIIIIJU 
STRATEGIC CON1'RlllUTION fl!ND J'H()JOCOI, 

The r~ymenl< mmk hy !he Par1idra1i11g Manufacturrrs Jlllf<U1111t 10 stc'lion IX(1:)(2) nr lht Agreement ("S1rn1q;i.: 
Conlrihutinn fund") ~hall he ullu1:a1ctl among the S,mling Slal"'s 11ar~m1111 tu 1hc pw<:c.,, set forth in lhis E:,;hihil U. 

~ 
A pand umunilltt orthrte fonner Ath•meys General or fmmtr Ani.:le Ill ju,Ji,:cs ("Atlocatinn Cummillce.,) ,hall he 

e.,1al>lbhc<l tn de!ennine allucaduns t,f lhc Slrnlcgil· Cun1rihn1ion Fllntl, u~ing the rwi.:ess tlc~i.:rih<!,J herein. Two uf the thn:t 
rucmbtr< uf the All11i.:111ion ComtniUcc sh~II he selected by 1hc NAAG c:,;e<:ulive i.:ommillet, Thuse 1wn Hltmhers shall 
chume !he !bird Al!u<:11tim1 CummiUee u1cmber. The A!l,R.otlon Cmnn1iUee sh~U he i;~t1Jlrnr,hil;:1!1y uml pvli1h:11Uy diverse, 

~ 
Within 60 Jays alter th~ MSA E:,;ecution Dute, each Se1Uing State will ,uh mil an iiemiutl request for fund~ h111n 

the Str11tegk Coucr1hu1ion Fund, bused on the critnia ,e1 fonh in Stctinn 4 of 1hi• l!:,;hihit U. 

~ 
The Allo1:a1inn Commiucc will determine the uJ1J11!1priate 111101:utiun £or eUL'h Se!lling StaU ha~d on !he ni1t1ia ,et 

forlh In Sedion 4 htluw. The Attnca1inn Commit lee )l1all nrnke its <letenninatiun bu~etl upon wrillen ,Jucumenla•ion. 

Se<:tiim4 
Thi! nilefia tu he com,idued by the Alln..:ation Com,niuee in its utln<:utinn <lecbion indutle ea..,h Seuting S1"1~·~ 

cuntrihuliun to the Jitig,uion or re~olution of slu!e l1>h.t<.'cn litlga!iun. including. hut 1w1 limited w. liligalion ;uullor uulemcnt 
with lohacco J1mduc1 manuf=cturers, including Liggcu und Myer~ and ih 11011iated cntilics. 

~ 
Within 4.S <luy~ after rtL'ei~ing the hemi1etl reque)I~ for funds from the Senling Swte,;, 1he Allo<.cation Commiuee 

will prep~rc a prclimitrnry tle.:i~ion allot:,lling lhe Strategic Con!rihu1inn l'und paymtn" among lhe SettlmJl SlJtcs who 
~utunilletl hcmizcU rcque)tl> for funds. AU Alh>cJlhlll Cu1umi1tee tlc1:i~!11n~ mus! he by m.1jnri1y vole. Each Senlini: St~le 
w,11 hd~C 30 day,; 10 .~uhmil cummen1, on or uhje1,:tin11~ to 1he ,Jrnf1 <.lcdsi11n. The Allocation Committee will issue a linal 
dedslnn allt><:uting the Slrntcgi1,: Cm11rihutiun fund {'aymenl~ wdhin 4S tlay.~. 

S.:'11llJLU 
Th<! dedsiun of !ht Allnca1iu11 Crnnu1iuee ,hall l>t final and mm-app,c;d.thlc. 

~ 
The cxptn~e~ uf the Allocation Cum111i1tee, in an ~mmm1 not to extceJ SI00,000, will h,: r.titl fru,n tli,hur,emenl~ 

frum th<: Suh>1eclion Vlll(i.:J A~count 
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SUPERIOR COURT OF THE STATE OF CALIFORNIA 

TOBACCO CASES. 

Including Actions: 

Cordova vs. Liggett Group, Inc. 

Ellis vs. R.J. Reynolds Tobacco Co. 

County of Los Angeles vs. R. J. 
Reynolds Tobacco Co. 

The People vs. Philip Morris, Inc. 

The People ex rel. Lungren vs. 
Philip Morris, Inc. 

i 
) 
) 
) 

San Diego Superior Court 
) No. 651824 
) 
) San Diego Superior Court 
) No. 706458 
) 
I San Diego Superior Court 
l No. 707651 
) 
l San Francisco Superior 

Court No. 980864 

Sacramento Superior Court 
No. 97AS 03031 

MEMORANDUM OF UNDERSTANDING 
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1 This Memorandum of Understanding i"~OU") is entered into by 

2 and among counsel representing plaintiffs The People of the State 

3 of California, the City and County of San Francisco, the City of 

4 Los Angeles and the City of San Jose, and the Counties of Alameda, 

5 Contra Costa, Marin, Riverside, Sacramento,. San Bernardino, San 

6 Diego, San Mateo, Santa Barbara, Santa Clara, San Luis Obispo, 

7 Shasta, Monterey, Santa Cruz and Ventura; the American Cancer 

8 Society, California Di vision; the Ame2'.'ican Heart Association, 

9 California Affiliates; the California Medical Association; tte 

1-0 California District of the &'llerican Academy of Pediatrics; Julia 1. 

E Cordova; the County of Los Angeles and Zev Yaroslavsky; and James 

12 Ell is and Gray Davis, in their coordinated action against the 

13 tobacco industry. 

WHEREAS the following actions were brought: 

:s 1 . Cordova v. Liggett Grouo. Inc., San Diego Super. Ct. No. 

:C6 651824 ( :'iled May 12, 1992). 

17 Plaintiff: Julia L. Corodva, a private individual suing 

18 on behalf of the general public. Cordova. Second Amended 

19 Complaint, 16. 

20 Plaintiff's Counsel: Milberg Weiss Bershad Hynes & 

21 Lerach LLP, in association with three other law firms. Id. at 

22 Defendants: Philip Morris, Reynolds, Brown &Williamson, 

23 Lorillard, TI, CTR, United States Tobacco Company, Hill & Knowlton, 

24 

25 

:nc:., Li9gett Group, Inc. Id. 

Factual Allegations: Defendants engaged in a decades-

26 long conspiracy to deceive the public about the. health risks of 

27 smoking e.nd the "addictive" nature of nicotine, and SUf>pressed the 

28 development of "safer" cigarettes. Id. 1~20-74. 

. l . 



Causes of Action: The complaint consists of two causes 

of action for violations of California's Unfair Competition Act 

codified at Bus. & Prof. Code §§17200 et seq. ("UCA"). Id. ,~75-

85. 

Relief Requested: Disgorgement of "hundreds of millions 

of dollars" in "ill-gotten gains"; prohibitory and mandatory 

injunctive relief. Id. 11179, 80(c)-(d), 83, 85{c)-(d); ig_,_ at 47. 

Judce: The Honorable Robert E. May. 

State of Pleadings: Settled. 

Trial Date: February 5, 1999. Order Setting Trial; at 

2 (San Diego Super. Ct. Aug. 8, 1997). 

2. Ellis v. R. J. Reynolds Tobacco Co., San Diego Super. Ct. 

1 ~ No. 706458 (f2.led July 24, 1996; refiled after voluntary dismissal, 

l, on Dec. 17, 1996). 

, c Plaintiffs: James Ellis and Gray Davis, suing as private 

1:: individuals on behalf of the general public. Ellis. Third Amended 

Complaint, 14. 

~P~l~a~i~n~t~i~f~f~s~'~-C~o~u~n~s~e~l~: Robinson, Calcagnie & Robinson in 

15 association with a number of other firms. Id. at 1. 

2C Defendants: Philip Morris, Reynolds, Brown &Williamson, 

21 Lorillard, TI, CTR, B.A.T. Industries p.l.c., British American 

22 Tobacco Company, Ltd., Batus Holdings, Inc., Batus, Inc., Liggett 

23 

24 

& Myers. 

Factual Alleaations: Defendants engaged in a decades-

25 long conspiracy to deceive the public about the health risks of 

26 smoking and the "addictive" nature of nicotine (id. ,111, 23-60), 

27 supp::::essed the development of "safer" cigarettes {id. 11154-79), 

28 
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1. 
• l 

wrongfully manipulated nicotine levels in cigarettes (id. ri:c). and 

2 intentionally marketed their products to minors (id. ~,209-44). 

Causes of Action: The complaint consists of two causes 

of act:.on for violations of the UCA. 4,1~253-64. 

Relief Requested: Disgorgement of "hundreds of million: 

of dollars" in "ill-gotten gains" ( . d " 11 256-57, .!.__. 11] 263-64) 

prohibitory injunctive relief (id. at 81-82); and mandatory 

injunctive relief requiring (11 disclosure of all research relating 

to smoking, health, and addiction, (2) funding of smoking-cessatior 

programs, and (3) disclosure of nicotine yields of all products 

L: (id. at 82). 

Judse: The Honorable Robert E. May. 

l; State of Pleadinss: Settled. 

l 4 Trial Date: February 5, 1999. Order Setting Trial, at 

l~ (San l)iego Super. Ct. Aug. 8, 1997). 

1 . _, 

lE 

; ( 

2c 

21 

22 

23 

24 

25 

26 

3. Cou:-:tv of Los Angeles v. R. J. Reynolds Tobacco Co., Sar 

Diego Super. Ct. No. 707651 (filed Aug. 5, 1996). 

Plaintiffs: =..os Angeles County Supervisor Zev 

Yaroslavsky, on· behalf of the general public, and the County of Los 

Angeles. Countv of Los Angeles, Fifth Amended Complaint, ,3. 
Plaintiffs' Counsel: Robinson, Calcagnie & Robinson, in 

association with a number of other firms. Id. at 1. 

Defendants: Philip Morris, Reynolds, Brown &Williamson, 

Lorillard, TI, CTR, B.A.T. Industries p. l. c., British American 

Tobacco Company, Ltd., Liggett & Myers, Inc. Id. 

Factual Allegations: Defendants engaged in a decades-

27 lo~g conspiracy to deceive the public about the health risks of 

28 smoking and the "addictive" nature of nicotine (id. 111, 23-59). 
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suppressed the development of "safer" cigarett~s (id. 1)~153-71'', 

wrongfully manipulated nicotine levels in cigarettes (id. ,1198-

206), and intentionally marketed their products to minor (id 

4 ~1!203-43). 

Causes of Action: The complaint consists of two causes 

6 of action for violations of the UCA (id. 1,257-63), one cause o: 

action for violations of the False Advertising Law codified at Bus 

& Prof. Code §§17500 et seq. ("FAL"l (id. 11264-68), and claims :er 

' negligence, strict liability, fraud, and breach of warranty (id. 

lC ~~259-302). 

Relief Requested: The OCA and FAL causes of action seek 

12 disgorgement of "hundreds of millions of dollars" in "ill-got ter 

le ga.:.ns" (id. 11255-56, 263, 268), prohibitory injunctive relief (id. 

1.; at 941, and mandatory injunctive relief requiring (1) disclosure of 

15 all research relating to smoking, health and addiction, (2) funding 

16 of smoking-cessa ~io:i programs, ( 3 I disclosure of nicotine yields of 

~ T all products, and ( 4) cessation of advertising campaigns allegedly 

18 targeting minors (id. at 94-95). The causes of action for negli-

19 gence, strict liability, breach of warranty, and fraud seek money 

20 damages in the amount of the County's heal th-care expenditures for 

21 alleged smoking-related illnesses. Id. at 96. 

22 

23 

24 

Judae: The Honorable Robert E. May. 

State of Pleadings: Settled as to UCA and FAL. 

Trial Date: February 5, 19 9 9 ( as to the UCA and FAL 

25 claims) The causes of action seeking to recoup heal th-care 

26 expenditures are scheduled to be tried at some date after February 

27 5, 1999 

28 
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4. People v. Philip Morris. Inc., San Francisco Super. Ct. 

No. 980864 (filed Sept. 5, 1996). 

Plaintiffs: The City and County of San Francisco, 

seventeen other cities and counties on behalf of the People of the 

State of California and four medical organizations. People. Second 

Amended Complaint, 116-10. 

Plaintiffs' Counsel: Louise Renne, the City Attorney for 

the City and County of San Francisco, Lieff, Cabraser, Heicann 

Bernstein, LLP and Milberg Weiss Bershad Hynes & Lerach LLP. 

Defendants: Philip Morris, Reynolds, Brown & Williamson, 

Lorillard, TI, CTR. People, Second Amended Complaint, at 1. 

Factual Allegations: Defendants engaged in a decades-

13 long conspiracy to deceive the public about the health risks of 

14 smoking and the "addictive" nature of nicotine (id. 111-3, 130-71), 

15 suppressed the development of "safer" cigarettes (id. 1,2, 72-93), 

. ' 1. wrongfully manipulated nicotine levels in cigarettes (id. 111, 98-

l; 181), and intentionally marketed their products to minors (id. 111, 

lE 104-37). 

19 Causes of Action: The complaint consists of three causes 

20 of action for violations of the UCA and one cause of action for 

21 violation of the FAL. Id. 11141-64. 

22 Relief Reouested: Disgorgement of "all prof~ts" acquired 

23 bymeans of the alleged conduct(id. at 46); civil penalties (id.); 

24 prohibitory injunctive relief (id. at 45); and mandatory injunctive 

25 relief requiring (11 disclosure of all research relating to 

26 smoking, health, and addiction; (21 funding of smoking-cessation 

27 prog.::ams,; (3) disclosure of nicotine yields of all products; 

28 (4) cessation of advertising campaigns allegedly targeting minors; 
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and (5) the funding of a "corrective public education campaign" 

(id. at 46). 

Judoe: The Honorable Paul H. Alvarado. 

State of Pleadings: Settled 

Trial Date: March 1, 1999. Minute Order 11 (Sar. 

t Francisco Super. Ct. Apr. 28, 1997). 

5. Peoole ex rel. Lungren v. Philip Morris, Inc. (the "AC 

case"), Sacramento Super. Ct. No. 97 AS 03031 (filed June 12, 

s 1997) 

lC Plaintiffs The People of the State of California ex 

11 rel. Daniel E. Lungren, Attorney General of the State of California 

12 and s. Kimberly Belshe, Director of Health Services of the State of 

California. AG, First Amended Complaint, 111-2. 
14 Plaintiffs' Counsel: The Attorney General of the Stat 

of California. Id. at 1. 

16 Defendants: Philip Morris, Reynolds, Brown & Williamson, 

i 7 Lorillard, CTR, TI, B.A.T. Industries p.l.c., United States Tobacco 

18 Company, Smokeless Tobacco Council, Inc., British American Tobacco 

19 Company, Hill & Knowlton, Inc. Id. 

20 Factual Alleaations: Defendants engaged in a decades-

21 long conspiracy to deceive the public about the health risks of 

22 smoking and the "addictive" nature of nicotine (id. 1126-48), 

23 suppressed the development of "safer" cigarettes (id. 1136-43), 

24 wrongfully manipulated nicotine levels in cigarettes (id. 1147, 59, 

25 60, 69), intentionally marketed their products to minors (id. 14i.148-

26 54), and knowingly making false claims or statements to avoid fines 

27 and penalties for violations of statutes. [Id. 1126-54) 

28 
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Causes of Action: The complaint consists of one cause of 

2 action for violations of the UCA (id. 1182-82), one cause of action 

3 for recovery of Medi-Cal costs (id. 1156-69), and one cause of 

4 action for violation of the Cartwright Act (id. 1~70-74) and one 

5 cause of action for violations of the False Claims Act. 

6 80) . 

7 Relief Requested: Prohibitory injunctive relief (id. at 

8 23-24); civil fines and penalties under the UCA and the California 

9 False Claims Act (Cal. Gov't Code §§12650-12655) (id. at 24); and 

10 damages equivalent to the State's Medi-Cal expenditures for alleged 

smoking-·related illnesses for the last three years (ig. at 23). 

12 Judoe: The Honorable John R. Lewis ( for law and motion 

13 matters) 

State of Pleadings: As to UCA and predicate antitrust 

: 5 claims settled. 

. r 
sO 

l7 However, 

Trial Date: The court has not set a trial date. 

the court has ordered that the case be disposed of by 

18 August 31, 2000. 

19 WH;';REAS, provided trial of the cases is not materially 

20 delayed, the parties agree that the cases should be coordinated and 

21 consolidated for a single trial of all of the UCA and FAL claims 

22 because coordination and consolidation will promote the ends of 

23 justice. 

24 WHEREAS, the undersigned parties acknowledge the coordination 

25 of civil actions sharing a COITu'Tlon question of fact or law is 

26 appropriate where "one judge hearing all of the actions for all 

27 purposes will promote the ends of justice." Cal. Civ. Proc. 

28 Code §4()4.1. The determination of whether coordination will 
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J "promote the ends of justice," involves the consideration of the 

~ following factors set forth in Code of Civil Procedure §404. l.r 

these factors are: (1) "whether the common question of fact or law 

is predominating and significant to the litigation;" (2) "the 

convenience of parties, witnesses, and counsel"; ( 3) "the relative 

E development of the actions and the work product of counsel"; 

7 (41 "t:ie efficient utilization of judicial facilities and 

8 manpower"; (5) "the calendar of the courts"; (6) "the disadvantages 

9 of duplicative and inconsistent rulings, orders, or judgments"; and 

10 : 7) "the likelihood of settlement of the action without further 

11 litigation should coordination be denied." The parties agree that 

1 , _, 

13 

14 

these five actions satisfy the above conditions. 

WHC:REAS, these cases present significant and predominating 

common questions of fact and law. All five of the cases seek to 

15 determine whether aspects of the tobacco industry defendants' 

:6 research, manufacturing, and marketing practices over the last 

:7 forty years constitute unfair competition, an illegal combination 

18 in violation of antitrust laws and whether the people of California 

are entitled to relief. In all of the cases, the courts will i 

20 confront similar factual questions including: 

21 

22 

23 

2~ 

25 

26 

27 

28 

Whether the Tobacco Industry misrepresented or 
facts known to them about the heal th risks of 

concealed 
smoking 

Whether the 
information 

Tobacco Industry misrepresented or concealed 
about the "addictive" nature of nicotine 

Whether California consumers 
be deceived by misstatements 
about health and smoking by 

were deceived or likely to 
or the concealment of facts 
the Tobacco Industry 

Whether the Tobacco Industry "manipulated" nicotine 
content or deli very of nicotine in their products 



' 

E 

E 

5 

:o 

1 4 

15 

17 

19 

Whether the Tobacco Industry acted in concert to suppress 
development of a ''safer'' cigarette, and the effects of 
any such coordinated action 

Whether the Tobacco Industry violated state antitrust 
laws 

Whether the marketing practices 
companies deliberately or unfairly 
minors to smoke 

of the cigarette 
targeted or induced 

WHEREAS the initial trial of the UCA and FAL claims involve 

many significant identical legal questions including: 

• 

Whether the Tobacco Industry's 
"unfair" business practice within 

conduct amounts to an 
the meanir,g of the UCA 

Whether the Tobacco Industry's conduct amounts to an 
"unlawful'' business practice within the meaning of the 

UCA 

Whether the Tobacco 
"fraudulent" business 

UCA 

Industry's conduct amounts to a 
practice within the meaning of the 

Whether the Tobacco Industry's conduct amounts to an 
illegal combination in violation of the Carwright Act and 
the UCA 

Whether the 
or deceptive 

Tobacco Industry's 
advertising within 

conduct amounts 
the meaning of 

:o 
the 

false 
FAL. 

Whether any applicable statute of limitations has 
any claims wherein an ongoing conspiracy has been 

barred 
charged 

WHEREAS, the convenience of parties, witnesses, and counsel 

20 ~i!l be served by coordination between the parties and discovery 

21 can be freely exchanged with the additional manpower focused on 

22 discrete areas to ensure proper preparation of the coordinated 

23 actions for trial. 

24 WHEREAS by centralizing the actions in a single court, a 

25 coordina:ed action will preserve judicial resources. 

26 WHEREAS, coordination by the parties helps in the overall-

27 preparation for trial and may improve the chances for resolving 

28 ttese ca.ses prior to trial, or otherwise obtaining significant 
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monetary and public heal th relief. Further, the actions we--e 

ordered coordinated. See Order Re: Coordination No. JCCP4041. 

,;ow, THEREFORE, it is agreed as follows: 

1. EXECUTIVE COMMITTEE: An Executive Comrni ttee will be formed to 

review, consider and make all significant and/or material decisions 

in the litigation. The Executive Committee will consist o: " 

representative from the Attorney General's office, Milberg Weiss 

Bershad Hynes & Lerach LLP, Lieff, Cabraser, Heimann & Bernstein 

LLP, Robinson, Calcagnie & Robinson, the City Attor:1ey' s office for 

lC the City and County of San Francisco and Los Angeles County 

' 1 Counsel. Each member of the Executive Com.mi ttee shall play a 

12 significant role in the trial of this matter. The Attorney General 

13 is hereby designated by the Executive Committee as liaison counsel 

14 pursuant to California Rules of Court, Rule 1541. 

l5 2. FUNDING OF EXPENSES: The undersigned parties agree to share 

1€ Funding of Expenses with each of the following entities responsible 

1 •. .. for one quarter of the expenses: The Attorney General's office, 

lE Milberg Weiss Bershad Hynes & Lerach LLP, Lieff, Cabraser, Heimann 

lS & Bernstein, LLP, and Robinson, Calcagnie & Robinson. To that end, 

20 an initial fund of $500,000 shall be established with each of the 

21 above entities placing $125,000 into the fund. The fund shall be 

22 established in the city in which the action is coordinated. 

23 J . SHARING OF INFORMATION: The undersigned parties shall provide 

24 full and complete access to each other of all material in the 

25 respective possession or control with respect to the coordinated 

26 claims. 

27 1. PROTECTION OF CONFIDENTIAL INFORMATION: The undersigned 

28 parties recognize that there is a .mutuality of interest in the 
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-, 
common representation of their respective claims qnd that it is in 

the parties interest to share information. The par~ies agree tc 

continue to pursue their corrunon interests and to avoid any 

4 suggestion of waiver of privileged communications. Accordingly, it 

is the parties' intention and understanding, and they hereby agree, 

E that ccrrununications of information and joint interviews amcng the 

s parties in connection with the UCA, antitrust and FAL claims are 

8 confidential and are protected from disclosure to any third party 

9 by the attorney-client privilege and the work-product doctrine. 

10 The parties agree that all information, documents or materials, 

11 including, but not limited to, all client and witness statements, 

12 interviews conducted separately or jointly by the parties, 

memoranda of law, debriefing memoranda, factual summaries, 

14 transcript digests, and other such materials and information which 

15 would otherwise be protected from disclosure to third parties 

16 (hereinafter referred to as "Confidential Material"), and which are 

17 exchanged among any of the parties pursuant to this agreement, 

'.8 shall remain confidential and protected from disclosure to any 

19 third party by the attorney-client privilege and the work-product 

20 doctrine. 

21 

22 

Further, because the exchange of Confidential Material is 

essential to the effective representation of the parties, the 

23 parties believe that the Confidential Material is protected by the 

24 attorney-client privilege and the attorney work-product doctrine. 

25 The exchange of Confidential Material pursuant to this Agreement is 

26 not intended to waive any attorney-client privilege or: work-product 

27 protection otherwise available. Moreover, any inadvertent or 

28 purposeful disclosure of Confidential Material exchanged pursuant 
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to this Agreement which is made by a party to this Agreement s:iall 

not constitute a waiver of any privilege or protection of any other, 

party to the Agreement. The Agreement applies equally tc, 

Confidential Material that has been exchanged or provided among the 

parties to date under an oral understanding consistent with the 

terms of this Agreement. 

5. ALLOCATION BETWEEN LEGAL CLAIMS: In the event of recovery 

either by judgment after trial or by settlement, including a 

resolution of claims through federal legislation, it is the 

reasoned opinion of all parties to this agreement based on the 

current status and viability of all claims currently pending 

1: against the tobacco defendants when balanced against the claims 

that are currently on appeal, that 100% of the recovery shall be 

1, allocated to the UCA, anti trust and FAL claims. 

1 S &. ALLOCATION OF ANY RECOVERY: 

16 a. The recovery, as allocated to the UCA, Antitrust and 

: 7 FAL claims, shall be exclusively divided between the state, cities 

18 and counties as follows: 

19 50% of the total recovery to the State of 

2c California. 

21 ii. 50% of the total recovery to the cities and 

22 counties of California. Direct recovery to cities shall be 

23 restricted to cities whose city attorneys could have maintained an 

24 independent action under Business and Professions Code section 

25 17204 to wit: Los Angeles, San Diego, San Francisco and San Jose 

26 (hereinafter the "eligible cities") The recovery to the cities 

27 and counties shall be distributed as follows: ten percent I 10%), 

28 distributed equally to the eligible cities (2. 5% each) on a yearly 

• 12 • 
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lC 

11 

~2 

i 1 - , 

l 4 

15 

16 

1, 

lE 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

basis; the remaining ninety percent (90%) distributed yearly to the 

58 counties within the State of California, on a per capita basis, 

calculated using the most current official United States Census 

numbers. In the event of a settlement of the State of California's 

claims, the sharing of the recovery by eligible cities and the 

counties will be conditioned upon a release by each city and county 

of all tobacco related claims consistent with the extent of the 

state's release and a dismissal with prejudice of any city or 

county's pending action. The monies payable under this agreement 

to settle the claims of the state, cities and/or coun:ies shall be 

payable directly or through a qualified settlement fund pursuant to 

Section 468B of the Internal Revenue Code of 1986, and Treas. Reg. 

Section 1. 468B or any similar tax exempt equivalent set up 

specifically for the purpose of making payments to each of these 

entities based on the formula agreed upon herein. Further, any 

monies the state, cities or counties receive under the provisions 

of this MOU are independent of any federal, state or other monies 

the participating state, city or county would otherwise receive and 

shall not be considered a recovery or reimbursement of any federal 

monies. In the event a city or county chooses not to participate 

in a settlement, and opts instead to pursue its respective 

litigation, that entity agrees not to share in the recovery 

pursuant to the distribution set forth in this MOU. In such case, 

that portion of the total recovery that would otherwise have been 

allocated to that entity shall be allocated 50% to the state, and 

50% to the remaining cities and counties, in accordance with the 

allocation formula set forth above. Should any city or county 

choose not to participate in a settlement and elect instead to 
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pursue its respective litigation against the settling defendant-, 

; any final judgment, from which no appeal may be taken, obtained by 

the city or county in such litigation may be credited against the 

4 amounts to be paid by the settling defendants to the state and the 

participating cities and counties under the terms of such 

6 settlement and this MOU. 

iii. In the event the federal government asserts E 

E claim over any monies obtained through a settlement, judgment or 

c other recovery against the tobacco product manufacturers or 

lO otherwise acts to reduce the amount it provides the State of 

11 California under 42 U.S.C. §1396b(d) (21 (Bl on account of any monies 

l2 received pursuant to a recovery against the tobacco product 

le manufacturers, such reduction shall be borne proportionally by the 

14 state and the cities and counties that will receive a distribution 

as proposed under this MOU. This event may be triggered at any 

:6 :1::-,e, and the parties agree that no restriction shall be imposed on 

: 7 the timing, frequency or amount of such adjustments as between the 

13 state and the cities and counties, and that such adjustments shall 

19 apply retroactively or prospectively as the need arises by virtue 

2C of federal action, but that any such adjustment shall be confirmed 

21 by the court where the consent decree in entered. 

22 iv. The distribution of funds pursuant to this MOU 

23 is not subject to alteration by legislative, judicial or executive 

24 action at any level. If such action occurs and alters the 

25 distribution of these funds pursuant to this MOU, and survives all 

26 legal challenges to it, the distribution of these funds shall be 

27 nodified to offset such action and shall be bourne proportionally 

28 by the state and the cities and counties. 
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l ATTORNEYS FEES: 

-< Government Attorneys Fees and Costs It is a. 

contemplated that a settlement of the State of California's claims 

4 may provide for the reimbursement of the Office of the Attorney 

General and other appropriate agencies of the state, cities or 

E counties, including city attorneys, county counsel offices and the 

7 Departme:1t of Health Services for the reasonable costs and expenses 

8 incurred in connection with the litigation or resoluticn of pending 

9 tobacco related claims, excluding: Ii) costs and expenses relating 

10 to lobbying activities, and (iii fees and costs of out:;ide counsel. 

11 Such reimbursement shall be calculated based upon hourly rates 

12 equal to the local market rate for private attorneys, paralegals, 

13 clerks, executives, analysts or other staff of equivalent 

14 experience and seniority. The attorney general, its appropriate 

15 agencies and participating political subdivisions shall provide 

16 appropriate documentation of all costs, expenses and attorneys' 

c1 fees for which payment is sought, and shall be subject to audit. 

18 This reimbursement shall be paid separately and apart from any 

:9 other amounts due pursuant to any settlement by the state. 

20 Further, to the extent a settlement does not provide for 

21 reimbursement (or provides for less than full reimbursement) to the 

22 above ac1encies, such reimbursement shall come off the top before 

23 any distribution of monies contemplated in §§6.a.i and ii. 

24 Finally, a one time payment of one million dollars ($1,000,000) 

25 shall be distributed to the "The False Claims Act Fund" {Government 

26 Code Section 12652 ljl I before any distribution of monies 

27 contemplated in §§6.a.i. and ii. 

28 
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b. Private Outside Counsel 

i. The Attorney General of the State of California 

has not employed private outside counsel to assist in the 

Prosecution of The People ex rel. Lunsren vs. Philip Morris, Inc., 

Sacramento Superior Court No. 97AS03031. 

ii. The following public entity or benefit cases 

have arrangements with private outside counsel to assist them in 

prosecuting their respective claims: Cordova v. Liagett Grouo, 

I:i.:::..., SDSC No. 651824 ("Cordova"); Ellis v. R.J. Revnolds Tobacco 

le co .. SDSC No. 706458 ("Ellis"); County of Los Anseles v. R.J. 

11 Revnolds Tobacco Co., SDSC No. 707651 ("Los Angeles"); The People 

1~ v. Philip Morris, Inc., SFSC No. 980564 ("San Francisco"). Private 

le counsel representing these plaintiffs are sensitive to the issue of 

14 private counsel representing public parties in tobacco litigation 

l~ and their appropriate compensation. While this agreement in no way 

li abrogates, changes or attempts to modify any fee agreement private 

l' counsel may have, all private counsel in the above listed actions 

11 agree to the following procedures in seeking to obtain fees or 

is enforce any fee agreements with their respective clients: In 

2: addition to using best efforts to recover fees from defendants, in 

21 the event of a settlement of the State of California's claims, and 

22 to the extent a city or county agrees to release its claims in 

23 return for its share in the recovery pursuant to this MOU, private 

24 outside counsel agree to seek fees, costs and expenses in 

25 accordance with any mechanism set up pursuant to such settlement. 

26 Private counsel seeking reimbursement shall provide appropriate 

27 

28 

documentation of their costs and expenses, 

audi:. Payments received pursuant to this 

· 16 -
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J separately and apart from any other amounts du,; pursuant to any 

, settlement by the state and shall in no way go to reduce the 

state• s recovery. Private counsel agree that any fees, 

costs recovered by private counsel in consideration for 

expenses or 

services tc 

or representation of their public entity clients pursuant to such 

E mechanism shall be deducted from any fees, costs or expensE 

7 payable under fee agreements with their respective clients. All 

8 private counsel acknowledge that their fee service contracts a-c· 

9 subject to Rule 4-200 of the Rules of Professional Conduct of the 

10 State Bar of California which bars members of the Bar from charging 

11 or collecting an unconscionable fee. The Attorney General asserts 

12 that any fee dispute between private counsel and their respective 

'.3 clients should be submitted to the trial judge in the manner of a 

~4 Code of Civil Procedure 51021.5 proceeding. Private ::ounsel agree 

:5 that any fee dispute shall be submitted to the trial judge. 

l6 ?rivate counsel, however, do not agree that such submission be 

17 limited in the manner of a Code of Civil Procedure 51021.5 

l B proceeding. 

19 g . SETTLEMENT: Should any party enter into settlement 

28 discussions with defendants or their counsel, that party shall, to 

2 l the extent possible and in a timely manner, inform the other 

22 parties of the scope and nature of the settlement discussions. In 

23 no event shall any party attem]?t to settle claims which that party 

24 has no legal authority to settle. 

25 

26 

27 

28 
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AGREEMENT REGARDING INTERPRETATION 
OF 

MEMORANDUM OF UNDERSTANDING 

WHEREAS, the parties hereto, the State of California and the Cities and Counties which 
become signatories to this Agreement Regarding Interpretation of the Memorandum of 
Understanding ("this Agreement"), agree that the terms as used herein shall have the meaning 
ascribed to them in Section I hereof; and 

WHEREAS, the State and a number of California Cities and Counties, on August S, 
1998, entered into an agreement entitled "Memorandum of Understanding" (the "MOU") which 
is attached hereto as Appendix A; and 

WHEREAS, on December 9, 1998, the Honorable Ronald Prager, Judge of the San 
Diego County Superior Court, as the Coordination Trial Judge in In re Tobacco Cases I, J.C.C.P. 
4041, signed and entered a Consent Decree and Final Judgment as between the State of 
California and the Participating Manufacturers, which Final Judgment is attached hereto in its 
entirety as Appendix B and incorporates within it as Exhibit A thereto the settlement agreement 
entitled "Master Settlement Agreement" (the "MSA ") which the Settling States, including the 
State of California, and the Participating Manufacturers entered into on November 23, 1998, and 
incorporates within it as Exhibit B the MOU; and 

WHEREAS, pursuant to the MSA, the State is entitled to funds distributed through the 
National Escrow Agreement which was entered into on December 23, 1998, between the Settling 
States, including the State of California, and the Participating Manufacturers and the Escrow 
Agent, which iis attached hereto as Appendix C; and 

WHEREAS, pursuant to the National Escrow Agreement, Citibank, N.A., was appointed 
by the Settling States, including the State of California, and the Participating Manufactures to 
serve as the Escrow Agent under the terms and conditions set forth therein; and 

WHEREAS, pursuant to the National Escrow Agreement, the Escrow Agent shall 
allocate the national tobacco settlement monies among accounts including State-Specific 
Accounts with respect to each Settling State, including the State of California, in which State
Specific Final:ity occurs, in accordance with written instructions from the National Independent 
Auditor; and 

WHEREAS, pursuant to the MSA, upon the occurrence of State-Specific Finality in 
California, the California portion of the monies deposited by the Participating Manufacturers in 
the Subsection IX(b) Account (First), the Subsection IX(b) Account (Subsequent), the 
Subsection IX(c){l) Account, and the Subsection IX(c)(2) Account (as such accounts are defined 
in the National Escrow Agreement) shall be transferred to a State-Specific Account designated 
by the MSA as the account for the State of California ("California Account"); and 
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WHEREAS, pursuant to the MSA, after Final Approval, the Independent Auditor shall 
instruct the Escrow Agent to disburse the funds held in the California Account to ( or as directed 
by) the State; and 

WHEREAS, pursuant to the MSA, to the extent that a payment is made to the California 
Account after the occurrence of all applicable conditions for the disbursement of such payment to 
the State, the Independent Auditor shall instruct the Escrow Agent to disburse such payment 
promptly following its deposit; and 

WHEREAS, pursuant to the MOU, certain Cities and all Counties in California, upon 
meeting the conditions set forth in the MOU, are entitled to 50% of all funds transferred to the 
California Account, designated as the State-Specific account for the State of California 
distributed by virtue of the MSA; and 

WHEREAS, the parties hereto recognize that issues may arise as to the proper 
interpretation of the MOU and such parties desire to: (i) set forth their understanding of the 
interpretation to be given to the terms the MOU; and (ii) establish a procedure for the expeditious 
resolution of any future disputes that may arise as between any of them as to the proper 
interpretation of the MOU and/or this Agreement; and 

WHEREAS, the parties hereto have agreed that if judicial interpretation of the MOU or 
this Agreement becomes necessary, it is important that a single court within the State of 
California adjudicate all disputes between the parties as to the meaning and proper interpretation 
of the MOU and/or this Agreement: 

NOW, THEREFORE, in consideration of the premises and the mutual promises 
contained in the MOU and this Agreement, the parties hereto agree as follows: 

SECTION 1. 
DEFINITIONS. 

A. All terms herein have the same meaning as, and are defined the same as they are 
defined in the MSA unless specifically modified in Section l.B hereof. All definitions 
contained in the MSA entered on November 23, 1998, are incorporated by reference 
herein in this Agreement. 

B. As used in this Agreement, the following terms have the following meanings: 

(l) The tenn • Agreement" or "this Agreement• means this Agreement Regarding 
Interpretation Of Memorandum Of Understanding. 

(2) The term "book value" means the net amount at which a portfolio is shown in the 
accounting records. 
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(3) The term "California Account" means the State-Specific Account with respect to 
Califomia which is established after California State-Specific Finality has occurred as 
referenced by Section 3(b) of the National Escrow Agreement. 

(4) The term "City/County Steering Committee" means the City and County of San 
Francisco, the City of Los Angeles, the City of San Jose, the County of Santa Clara, the 
County of Santa Barbara and the County of Los Angeles. 

(5) The term "City Designee," "County Designee," "City and County Designees" 
and/or "City Designees/County Designees" means, individually or collectively, the 
person{s) designated by each individual Eligible City and Eligible County to receive any 
notifications or statements and/or to provide any transfer or disbursement instructions.' 

(6) The term "City" or "Cities" means, individually or collectively, the City of Los 
Angel cos, the City of San Diego, the City of San Francisco and the City of San Jose. 

(7) The term "County" or "Counties" means, individually or collectively, the 58 
counti<:s of California. 

(8) The tenn "City/County Dispute Resolution Court" means the J.C.C.P. 4041 Court. 

(9) The tenn "Eligible City," "Eligible County,'' "Eligible Cities and/or Eligible 
Counties" and/or "Eligible Cities/Eligible Counties" means, individually or collectively, 
those Cities and Counties who because they have satisfied all requirements under the 
MOU and this Agreement are entitled to receive a portion of tobacco settlement monies 
which are transferred to the California Account as provided by the MSA, the MOU and 
this Agreement. To achieve the status of Eligible City or Eligible County, each City or 
County must: 

(a) Execute one original "Model Release," attached hereto as Appendix "D" 
( or such other fonn of release that the City/County Dispute Resolution Court 
determines satisfies the release requirements of Section 6.aii of the MOU), and 
provide the executed original Release to the State; and 

(b) Execute one original of this Agreement and provide the executed original 
to the State; and 

(c) Execute one original "Authorization and Designation of City/County 
Designees," attached hereto as Appendix "E," and provide the executed original to 
the State; and 

( d) Execute one original "Transfer Instructions " in the fonn attached hereto 
as Appendix "F ," and provide the executed original to the State; and 
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(e) Execute one original Form W-9, attached hereto as Appendix "G,'' and 
provide the executed original to the State. 

The address to which the above identified executed original documents are to be sent by 
each City and/or County seeking to become an Eligible City and/or Eligible County is set 
forth in Appendix "H." 

(10) The term "J.C.C.P. 4041 Court" means the San Diego County Superior Court that 
presided over In Re Tobacco Cases /, Judicial Council Coordination Proceeding No. 
4041. 

(11) The term "Memorandum of Understanding" or "MOU" means the agreement 
entered between the State and certain Represented Cities and Counties on August 5, 
1998, which is attached hereto as Appendix A. 

(12) The term "MOU Proportional Allocable Share" means that portion of the Tobacco 
Settlement Proceeds to be transferred to the California Account as provided for by the 
MSA and then received by the State and Cities and Counties, in the percentages set forth 
in Section 6 of the MOU. 

(13) The term "mark-to-market" means the value of a portfolio at current market 
prices. 

(14) The term "Official United States Decennial Census" means the census taken every 
ten years by the.federal government, but such census does not become the "Official 
United States Decennial Census" for the purposes of the MOU and this Agreement until 
such time as it is presented to the Governor of the State of California. If the United States 
Decennial Census is presented to the Governor of the State of California within the 30 
days immediately prior to the date the State is to give notice pursuant to Section 3.K of 
this Agreement, it shall not be treated as the "Official United States Decennial Census" 
until after the transfer which is the subject of such notification has been made. 

(15) The term "Represented City,'' "Represented County" and/or "Represented Cities 
and Counties" means individually or collectively, the City and County of San Francisco, 
the Cities of Los Angeles, San Diego and San Jose, and the Counties of Alameda, Contra 
Costa, Marin, Monterey, Orange, Riverside, Sacramento, San Bernardino, San Diego, San 
Joaquin, San Luis Obispo, San Mateo, Santa Barbara, Santa Clara, Santa Cruz, Shasta 
and Ventura that executed contingency fee contracts with private outside counsel to 
prosecute tobacco-related claims, and the County of Los Angeles who executed a separate 
contingency fee contract with private outside counsel to prosecute tobacco-related claims. 

(16) The term "Responsible Entity" means the entity, whether the State or a City or 
County, that obtains a judgment or settlement which causes a claim-over as described in 
Section XII(a)(4) of the MSA. 
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(17) The term "State" means the State of California. 

(18) The term "States" means those States and Commonwealths of the United States 
that signed the MSA. 

(19) The term "Sub-Account(s)" means a sub-account or sub-accounts created in the 
California Account. 

(20) The term "Tobacco Settlement Proceeds" or "Tobacco Settlement Monies" means 
the monies transferred to the California Account as provided by the MSA. 

(21) The term "transfer" means the transfer of money among and to different Sub
Accow1ts of the California Account. It does not mean payment or disbursement as used 
in the National Escrow Agreement. 

SECTION 2. 
AGREEMENT AS TO THE PROPER COURT 

FOR INTERPRETATION OF THE MOU AND THIS AGREEMENT. 

The parties hereto irrevocably and Wlconditionally submit to the continuing exclusive 
jurisdiction of the J.C.C.P. 4041 Court for purposes of any action or proceeding seeking to 
enforce any provision of, or based on any right arising out of, the MOU or this Agreement, and 
agree that they shall not commence any such action or proceeding except in the J.C.C.P. 4041 
Court. The parties hereto agree that any dispute between or among the State, any Eligible City 
and/or any Eligible County shall be submitted by motion ( or, if appropriate, by Ex Parte 
Application) to the J.C.C.P. 4041 Court, including any dispute regarding (i) the accurateness of 
any calculation pertinent to the allocation formula as described in Section 3 .J of this Agreement, 
and/or (ii) the calculation or assessment of a Claim Over Offset Amount as described in Section 
4.C of this Agreement. The parties hereto agree that any such decision by the J.C.C.P. 4041 
Court shall be appealable, but that absent an appropriate Order any such appeal shall not delay 
any disbursement of any disputed amounts in accordance with the J.C.C.P. 4041 Court's 
decision. The parties hereto hereby irrevocably and unconditionally waive any objection to the 
laying of venue of any such application, motion action or proceeding in the J.C.C.P. 4041 Court, 
and further irr,~vocably waive and agree not to plead or claim in the J.C.C.P. 4041 Court that any 
such suit, acfom or proceeding has been brought in an inconvenient forum. 
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SECTION 3. 
UNDERSTANDINGS REGARDING THE MSA AND THE MOU 

AS THEY RELATE TO THE RELEASE OF FUNDS 
PURSUANT TO THE MSA AND THE MOU 

PRIOR TO SATISFACTION OF ALL TERMS AND CONDmONS 
OF SECTION 3.C OF THE NATIONAL ESCROW AGREEMENT. 

A. Before such time as all events and conditions set forth in Section 3.C of the National 
Escrow Agreement have been satisfied and the funds are released to the States, all funds 
received by the Escrow Agent pursuant to the terms of the National Escrow Agreement 
shall constitute the "Escrow" and shall be held and disbursed in accordance with the 
terms of the National Escrow Agreement and this Agreement. In the event of a conflict, 
until such time as all events and conditions set forth in Section 3.C of the National 
Escrow Agreement have been satisfied and the Escrow Agent is notified to release the 
escrow funds to the States, the terms of the National Escrow Agreement shall govern over 
terms in the MOU or this Agreement. The State shall instruct the national Escrow Agent 
that such funds and any earnings thereon shall be held by the Escrow Agent separate and 
apart from all other funds and accounts of the Escrow Agent, the State, the Cities and 
Counties and the Participating Manufacturers. 

B. The Escrow Agent shall allocate the Escrow among the accounts referenced in the 
National Escrow Agreement (e\lch one an "Account" and collectively the "Accounts") 
including the California Account in accordance with written instructions from the 
Independent Auditor. 

C. Pursuant to Section 20 of the National Escrow Agreement, and in accordance with the 
MOU and this Agreement, the State shall instruct the Escrow Agent to allocate the money 
flowing into the California Account as follows: 

( 1) It is understood by the parties to this agreement that prior to the entry of an Order 
by the J.C.C.P. 4041 Court approving this Agreement, there will be two disbursements of 
Tobacco Settlement Proceeds pursuant to the MSA; the December 14, 1999, 
disbursement and the January l 0, 2000, disbursement. It is therefore understood by the 
parties to this Agreement that: 

(a) With respect to the December 14, 1999 disbursement, in accordance with 
the terms of the MOU, $1,000,000.00 was credited and transferred to the False 
Clams Act Fund. The remaining funds (after transfer ofSl,000,000.00 to the 
False Claims Act Account) were credited 50% to the State and 50% to the Cities 
and Counties. The 50% of the funds credited to the State were transferred to the 
State General Fund at or about the time of the December 14, 1999 disbursement. 
At the time of disbursement, the 50% of the funds credited to the Cities and 
Counties were transferred to the "Tobacco Settlement Fund Account" maintained 
by the California Department of Justice, to be held on an interim basis for the 
exclusive benefit of the Cities and Counties until such time as the Court approves 
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this Agreement, and the City/County Account described in section 4.B.(2){ii) of 
this Agreement is created. 

(b) With respect to the January 10, 2000, disbursement, in accordance with the 
terms of the MOU, 50% of the funds will be credited to the State and 50% to the 
Cities and Counties. Toe 500/o of the funds credited to the State will be 
transferred to the State General Fund at the time of the disbursement. At the time 
of disbursement, the 50% of the funds credited to the Cities and Counties will be 
transferred to the "Tobacco Settlement Fund Account" maintained by the 
California Department of Justice, to be held on an interim basis for the exclusive 
benefit of the Cities and Counties until such time as the Court approves this 
Agreement, and the City/County Account described in section 4.B.(2)(ii) of this 
Agreement is created. Any future disbursements that become available before the 
execution of this Agreement and a conforming escrow agreement between the 
State and the Escrow Agent shall be treated in the same manner. 

(c) Upon approval of this Agreement bytheJ.C.C.P. 4041 Court and the 
execution of a conforming escrow agreement between the State and the Escrow 
Agent, all funds in the "Tobacco Settlement Fund Account" (including any 
interest generated thereon) shall be transferred to the City/County Account to be 
disbursed to the Eligible Cities and Eligible Counties in accordance with section 
3.J this Agreement. However, each Eligible City and/or Eligible County may 
elect to have the State transfer its MOU Proportional Allocable Share (including 
any interest generated thereon) directly to such Eligible City and/or Eligible 
County without requiring such funds to be first transferred to the Escrow Agent. 

(2) Upon approval by the J.C.C.P. 4041 Court of this Agreement and the execution of 
a conforming escrow agreement between the State and the Escrow Agent, all additional 
money that enters the California Account shall be allocated as follows: 

(a) 50% of each dollar, or portion thereof, shall be credited to the State; and 

(b) 50% of each dollar, or portion thereof, shall be credited to the Cities and 
Counties to be distributed in the manner set forth in Section 3 .J hereof, 
unless the Escrow Agent receives different instructions from the State in 
the manner set forth by this Agreement. 

D. All amounts credited to an Account shall be retained in such Account until disbursed . 
therefrom in accordance with the provisions of the National Escrow Agreement pursuant 
to (i) written instructions from the Independent Auditor; or (ii) 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 Seltling States (collectively, the "Escrow Parties"). Toe Escrow Agent shall be 
entitled to rely upon the Independent Auditor's identification of the Settling States and 
the Subsequent Participating Manufacturers that contributed any amounts in an Account. 
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In the event of a conflict, instructions pursuant to subclause (ii) shall govern over 
instructions pursuant to subclause (i). 

E. All amounts credited to a Sub-Account shall be retained in such Sub-Account until and 
unless transferred pursuant to written instructions received by the Escrow Agent from the 
State. However, the State shall not provide any instructions for a transfer which consists 
of a disbursement in violation of this Agreement or of the National Escrow Agreement. 

F. It is understood by the parties to this Agreement that the MSA requires that on the First 
Business Day after each date identified to the Escrow Agent by the Independent Auditor 
in writing as a date upon which any payment is due under the MSA, the Escrow Agent 
shall deliver to each other Notice Party as defined in the MS.A, and to those the State has 
designated in writing, 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. As soon as practical after receipt of such information from the Escrow 
Agent, but in no event more than 24 hours after receipt or the next business day, which 
ever is later, of such information, the State shall give notice to each City Designee and 
County Designee of which the State is aware, by sending by facsimile or other electronic 
transmission to each such City Designee and County Designee, a copy of the information 
the State has received from the Escrow Agent. 

G. It is understood by the parties to this Agreement that the MSA requires that on the first 
Business Day after each transfer, the Escrow Agent shall deliver to the State a written 
statement showing the amount of such transfer, the source of the transfer, and the Sub
Account or Sub-Accounts to which such transfer has been credited. As soon as practical 
after receipt of such information from the Escrow Agent, but in no event more than 24 
hours after receipt of such information or the next business day after receipt of such 
information, which ever is later, the State shall give notice to each City Designee and 
County Designee of whom the State is aware, by sending by facsimile or other electronic 
transmission to each such City Designee and County Designee, a copy of the information 
it has received from the Escrow Agent. 

H. It is understood by the parties to this Agreement that the MSA requires that the Escrow 
Agent shall comply with all payment instructions received from the Independent Auditor, 
unless before 11 :00 a.m. (E.S.T.) on the scheduled date of payment the Escrow Agent 
receives written instruction to the contrary from the State in the manner set forth in this 
Agreement, in which event the Escrow Agent shall comply with such instructions. It is 
understood by the parties to this Agreement that instructions received after 11 :00 a.m. 
(E.S.T.) will be treated as if received on the following Business Day. 
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I. It is uILderstood by the parties to this Agreement that the MSA requires that the Escrow 
Agent shall comply with all transfer instructions received from the State unless before 
11:00 a.m. (E.S.T.) on the day the transfer is to occur the Escrow Agent receives different 
written instruction from the State in which event it shall comply with such instructions. 
The State shall not provide any instructions to the Escrow Agent that contradict the terms 
of the MOU or the terms of this Agreement. It is understood by the parties to this 
Agreement that instructions received after 11 :00 a.m. (E.S.T.) will be treated as if 
receivc:d on the following Business Day. 

J. The State shall instruct the Escrow Agent that all funds in the California Account shall be 
disbur,ed in the manner set forth in Section 3.C of this Agreement. Thus, as set forth in 
the MOU, 10% of the funds to be credited to the Cities and Counties (i.e., 10% of the 
50% of the Tobacco Settlement Proceeds) shall be allocated 2.5% each among the 
Eligible Cities, and 90"/o of the funds to be credited to the Cities and Counties (i.e., 90"/o 
of the 50% of the Tobacco Settlement Proceeds) shall be allocated among the Counties, 
on a pc:r capita basis, calculated by using population data set forth for California Counties 
as reported in the most current Official United States Decennial Census. Assuming that 
each City and County which can become an Eligible City or Eligible County, in fact is an 
Eligible City or Eligible County, and unless otherwise modified by the State in 
accordance with Sections 4.B or 4.C of this Agreement, the transfer instructions given by 
the State to the Escrow Agent shall be in the form of the Model Escrow Instructions set 
forth as Appendix I which sets forth the model MOU Proportional Allocable Shares 
based on the official 1990 United States Decennial Census. The State shall make any 
necessary adjustments to the distribution percentages as they relate to this clause and the 
MOU promptly µpon the issuance of each future Official United States Decennial 
Census. All parties to this Agreement realize that with each new Official United States 
Census the MOU Proportional Allocable Share to be received by each Eligible County 
will most likely change. 

K. The State shall provide to the Escrow Agent, as far in advance of the next actual 
disbursement date as possible, the transfer instructions for the next transfer of funds from 
the California Account and shall provide at the same time to each Eligible City Designee 
and Eligible County Designee of whom the State is aware, by sending by facsimile or 
other dectronic transmission to each such City Designee and County Designee, a copy of 
the transfer instructions the State is providing to the Escrow Agent along with proof of 
service: to the Eligible Cities and Eligible Counties of such transfer instructions. 
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SECTION 4. 
UNDERSTANDINGS REGARDING THE MSAAND THE MOU 

AS THEY RELATE TO RELEASE OF FUNDS PURSUANT TO THE MSA 
AND THE MOU AFTER SATISFACTION OF ALL TERMS AND CONDITIONS OF 

SECTION 3.C OF THE NATIONAL ESCROW AGREEMENT. 

A. After such time as all events and conditions set forth in Section 3.C of the National 
Escrow Agreement have been satisfied and the escrow funds are released to the California 
Account, the State shall instruct the Escrow Agent that all funds received by the Escrow 
Agent pursuant to the tenns of the National Escrow Agreement shall be held and 
disbursed in accordance with the terms of the MOU and this Agreement. The State shall 
further instruct the Escrow Agent that such funds and any earnings thereon shall be held 
by the Escrow Agent separate and apart from all other funds and accounts of the Escrow 
Agent, other States, the Cities and Counties and the Participating Manufacturers. 

B. Unless the Escrow Agent receives notification pursuant to Section 4.C of this Agreement: 

(1) The funds credited to the State pursuant to Section 3 .C.(2)(a) above, shall be 
disbursed to the State in accordance with transfer instructions to be provided by the State. 

(2) The funds credited to the Cities and Counties pursuant to Section 3.C.(2)(b) 
above, shall be disbursed to the Eligible Cities and Eligible Counties in accordance with 
transfer instructions to be provided by the State, which shall be subject to the MOU and 
this Agreement as follows: 

(i) If the Escrow Agent has received written notification from the State that a 
City or County has obtained the status of Eligible City and/or Eligible 
County, prior to the distribution from the California Account: 

(aa) The State shall instruct the Escrow Agent to disburse each Eligible 
City's and/or Eligible County's MOU Proportional Allocable Share 
pursuant to instructions received by the State from the City 
Designees/County Designees as to which account such funds shall be 
directed. The instructions the State provides will direct the Escrow Agent 
to disburse each Eligible City's and/or Eligible County's Share to a single 
account specified by that Eligible City and/or Eligible County. This 
account information will be given in the form of executed Transfer 
Instructions attached hereto as Appendix F jointly executed by two of 
three such Eligible City's and/or Eligible County's respective City 
Designees/County Designees. Upon receipt of the executed Transfer 
Instructions from the Eligible City and/or Eligible County the State shall 
forward such information to the Escrow Agent within twenty four (24) 
hours of receipt or the next business day, which ever is later. 
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(bb) The instructions described in Section 4.B.(2)(i)(aa) above, may be 
modified from time to time by written amendment, which shall be given in 
a format specified by the State and shall be executed by two of the three 
City Designees/County Designees. Upon receipt of the change of the 
specified account information, and subject to verification by the State, the 
State shall forward such modified instructions to the Escrow Agent within 
seventy two (72) hours of receipt or within three business days, which ever 
is later. 

(cc) The City Designees/County Designees may be substituted in either 
of the following ways: (i) By written amendment, which shall be given in a 
format specified by the State, and shall provide for additions and deletions 
of City Designee/County Designees. Substitution by this manner will only 
be given effect if it is signed by two of the three preexisting City 
Designees/County Designees; or (ii) By the City Council/County Board of 
Supervisors substituting the authorization provided for by Appendix E. 
Substitution by this manner must be done by a resolution of the City 
Council/County Board of Supervisors and must be done in the format as 
provided in Appendix E. In the event of a conflict between (i) and (ii) of 
this subparagraph, the State will follow the Designations as provided for 
by the City Council/County Board of Supervisors. 

(ii) If the Escrow Agent has not received written notification from the State 
that a City or County has obtained the status of Eligible City and/or Eligible 
County prior to the first distribution from the California AccoW1t: 

(aa) The State shall instruct the Escrow Agent to establish a single, 
interest bearing account into which the Escrow Agent transfers the MOU 
Proportional Allocable Share of each City and/or County for whom the 
Escrow Agent has not received written notification from the State that 
such City and/or County has obtained the status of Eligible City and/or 
Eligible County and shall instruct the Escrow Agent to provide to the State 
an accounting of the funds placed in such account, indicating the total 
amount placed therein and the amount placed therein which is being held 
for the benefit of each specific City and/or County. Within seventy-two 
(72) hours of receipt, or within three business days, which ever is later, of 
the accounting information, from the Escrow Agent, the State shall 
provide a copy of such information to the City/County Steering 
Committee. The Escrow Agent may charge each such City and/or County 
whose MOU Proportional Allocable Share is placed in such account, such 
City's and/or County's proportional share of the Escrow Agent's normal 
charges for establishing and maintaining such account (based on the 
percentage that such City's and/or County's MOU Proportional Allocable 
Share represents of the total amount in such account) through the date the 
Escrow Agent is notified by the State that such City and/or County has 
obtained the status of Eligible City or Eligible County and the Escrow 
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Agent may deduct such charges from the amount such City and/or County 
is due when the Escrow Agent is notified by the State that such City 
and/or County has obtained the status of Eligible City or Eligible County. 

(bb) Any dispute between the State, the City/County Steering 
Committee, and/or any City and/or County as to whether a City and/or a 
County has obtained the status as an Eligible City and/or Eligible County 
shall be submitted to, and shall continue to be under, the jurisdiction of the 
J.C.C.P. 4041. The State shall instruct the Escrow Agent to deposit the 
MOU Proportional Allocable Share of any such City and/or County to 
which such dispute pertains into the City/County Account established 
pursuant to section 4.B.(2)(ilXaa) of this Agreement. Any City and/or 
County that is adjudged by the J.C.C.P. 4041 Court to be an Eligible City 
and/or Eligible County pursuant to this subparagraph shall immediately 
notify the State of such ruling by providing the State with a copy of the 
order or judgment of the J.C.C.P. 4041 Court. The State within twenty 
four (24) hours, or the next business day, which ever is later, of receipt of 
such order or judgment of eligibility shall forward such eligibility 
information to the Escrow Agent. Any City and/or County that is 
adjudged by theJ.C.C.P. 4041 Court not to be an Eligible City and/or 
Eligible County pursuant to this subparagraph shall have a 90 day grace 
period to cure any deficiency that has prevented it from becoming an 
Eligible City an'd/or Eligible County. 

(cc) The State shall provide the Escrow Agent with additional 
instructions as follows: If prior to the later of June 30, 2001, or the 
expiration of any grace period specified in paragraph 4.B.(2)(ii)(bb) above, 
the Escrow Agent receives written notification from the State that such 
City and/or County has attained the status of Eligible City and/or Eligible 
County, the Escrow Agent shall promptly disburse to such newly Eligible 
City and/or Eligible County all funds representing such newly Eligible 
City's and/or Eligible County's MOU Proportional Allocable Share which 
had previously been placed in the separate City/County account 
established in accordance with Section 4.B.(2)(iiXaa) (including any 
interest generated therefrom), after deducting the appropriate Escrow 
Agent's charges as allowed by such Section. 

( dd) The State shall further instruct the Escrow Agent that upon receipt 
of notification from the State that such City and/or County has attained the 
status of Eligible City and/or Eligible County, all MOU Proportional 
Allocable Shares for such City and/or County which are to be disbursed 
after the date of notification that such City/County has obtained the status 
of Eligible City or Eligible County shall be disbursed to such Eligible City 
and/or Eligible County in accordance with Section 4.B.(2)(i). 
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(iii) If the Escrow Agent has not received written notification from the State 
that a City or County has obtained the status of Eligible City and/or Eligible 
County, by the later of June 30, 2001, or the expiration of any grace period 
specified in subparagraph ( dd) below: 

(aa) The State shall instruct the Escrow Agent that all funds previously 
placed in the City/County account pursuant to Section 4.B.(2)(ii)(aa) 
(including any interest generated therefrom), shall be deducted from such 
account and shall be transferred to the California Account, from which it is 
to be distributed to the State and the Eligible Cities and Eligible Counties 
in the manner set forth in Section 3.C.(2). 

(bb) It is understood by the parties to this Agreement that until such 
time as the Escrow Agent receives notice from the State that such City 
and/or County has attained the status of Eligible City and/or Eligible 
County, all MOU Proportional Allocable Shares of any such City and/or 
County that are to be disbursed prior to the date of notification that such 
City/County has obtai11ed the status of Eligible City or Eligible County 
shall continue to be disbursed to the State and to the Eligible Cities and 
Eligible Counties in accordance with Section 3.C.(2). 

(cc) The State shall instruct the Escrow Agent that upon receipt of 
notification from the State that such City and/or County has attained the 
status of Eligible City and/or Eligible County, all MOU Proportional 
Allocable Shares for such City and/or County that are to be disbursed after 
the date of notification that such City/County has obtained the status of 
Eligible City and/or Eligible County, shall be disbursed to such Eligible 
City and/or Eligible County in accordance with Section 3.C.(2). Provided, 
however, that the parties to this Agreement, recognize that the State shall 
further instruct the Escrow Agent that if prior to attaining the status of 
Eligible City and/or Eligible County, a City and/or County obtains a 
settlement or judgment that causes a reduction of payments into the 
escrow account pursuant to Section XII(a)(4)(B} of the MSA and the 
amount of that reduction in payments exceeds the amount of escrow 
payments that the City and/or County in question has foregone pursuant to 
subparagraphs (aa) and (bb) directly above, then an amount equal to the 
reduction in escrow payments pursuant to section 6.a.ii of the MOU minus 
the amounts foregone by the City and/or County pursuant to 
subparagraphs (aa) and (bb) directly above shall be deducted from the 
future escrow payments owing which would otherwise be paid to the City 
and/or County in question and such amount(s) shall be transferred to the 
State and to the other Eligible Cities and/or Eligible Counties, in the same 
manner as the Claim Over Offset described in section 4.C below. 
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(dd) Any dispute between the State, the City/County Steering 
Conunittee, and/or any City and/or County as to whether a City and/or a 
County has obtained the status of an Eligible City and/or Eligible County 
shall be submitted to, and shall continue to be under, the jurisdiction of the 
J.C.C.P. 4041 Court. If any such dispute is submitted to the J.C.C.P. 4041 
Court, the State shall instruct the Escrow Agent to deposit the MOU 
Proportional Allocable Share of any such City and/or County to which 
such dispute pertains into the City/County Account established pursuant to 
section 4.B.(2)(ii)(aa) of this Agreement. The State shall not submit any 
additional instructions regarding the disbursement of such funds while a 
dispute as to eligibility is pending before the J.C.C.P. 4041 Court. Any 
City and/or Cowity that is adjudged by the J.C.C.P. 4041 Court to be an 
Eligible City and/or Eligible Cowity pursuant to this subparagraph (dd) 
shall immediately notify the State of such ruling by providing the State 
with a copy of the order or judgment of the J.C.C.P. 4041 Court. The 
State within twenty four (24) hours of receipt or the next business day, 
which ever is later, of such order or judgment of eligibility shall forward 
such eligibility information to the Escrow Agent and instruct the Escrow 
Agent to disburse all funds allocated to such newly Eligible City or newly 
Eligible County. Any City and/or County that is adjudged by the J.C.C.P. 
4041 Court not to be an Eligible City and/or Eligible County pursuant to 
this subparagraph (dd) shall have a 90 day grace period to cure any 
deficiency that has prevented it from becoming an Eligible City and/or 
Eligible County. 

(iv) The State shall instruct the Escrow Agent that it is not to disburse funds to 
any City or County that has not attained the status of Eligible City or Eligible 
County. 

(v) Upon obtaining the status of Eligible City or Eligible County, each 
Eligible City and each Eligible County shall, if it has not already done so, notify 
the State of the names and addresses of their City Designees and County 
designees. 

(vi) The State shall provide to the Escrow Agent, as far in advance of the next 
actual disbursement date as possible, the transfer instructions for the next transfer 
of funds from the California Account and shall provide at the same time to each 
Eligible City Designee and Eligible County Designee of whom the State is aware, 
by sending by facsimile or other electronic transmission to each such City 
Designee and Cowity Designee, a copy of the transfer instructions the State is 
providing to the Escrow Agent. 
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C. In the event that Section XII(a)(4)(A) of the MSA does not relieve an Original 
Participating Manufacturer of all liability and Section XII(a)(4)(B) of the MSA is invoked· 
resulting in an Original Participating Manufacturer receiving 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 any Original 
Participating Manufacturer) on any liability against such Original Participating 
Manufacturer's share, detennined as described in step E of Section IXG)(7)(E) of the 
MSA, owing to the State (and because of the MOU, to the Cities and Counties), 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 ("Claim 
Over Offset Amount"), it is the intent of the State and the Cities and Counties that the 
California Account be operated so as to be reflective of the rights and duties of the State 
and th:: Eligible Cities and Eligible Counties under the MOU, and that, in accordance 
with the MOU, all benefits and burdens that affect the California Account, or affect how 
the money in the account may be spent, will be borne equally by the State on one hand, 
and the Eligible Cities and Eligible Counties on the other. (The State shall inform the 
Escrow Agent of such intent of the parties to this Agreement.) If the actions described 
above in this paragraph occur: 

(1) The State shall notify the Escrow Agent, the City/County Steering Committee, 
and th1: Responsible Entity that Section XII(a)(4)(B) of the MSA has been invoked, and 
provid,~ the Escrow Agent, the City/County Steering Committee, and the Responsible 
Entity with written instructions stating the Claim Over Offset Amount and the identity of 
the Responsible Entity and instruct the Escrow Agent as follows: 

(a) That the amounts otherwise allocable to the Responsible Entity shall 
thereafter be reduced dollar-for-dollar until the full Claim Over Offset Amount 
has been deducted from the MOU Proportional Allocable Share owed to the 
Responsible Entity. These adjustments to the allocation set forth under this 
Agreement are done with the understanding of the State and the Cities and 
Counties that the Responsible Entity will have its MOU Proportional Allocable 
Share likewise reduced dollar-for-dollar until the full Claim Over Offset Amount 
of the Original Participating Manufacturer's share owing to the State, and because 
of the MOU to the Cities and Counties (other than the Responsible Entity), which 
has been offset by the Original Participating Manufacturer, has been deducted 
from the MOU Proportional Allocable Share owing to the Responsible Entity and 
the amount deducted from the MOU Proportional Allocable Share owing to the 
Responsible Entity has been distributed, pursuant to the terms of the MOU, to the 
State and the other Eligible Cities and Eligible Counties which did not bring the 
original action against the non-Released Party or non-Released Retailer. 

(b) That the Responsible Entity shall be responsible for the interest on the 
Claim Over Offset Amount at the annual rate equal to the available daily rate of 
return earned by the California Pooled Money Investment Account from the 
actual date of disbursal of the reduced share to the State and to the Eligible Cities 
and Eligible Counties. The amount deducted from the Responsible Entity's MOU 
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Proportional Allocable Share shall be distributed 50% to the State and 50% to the 
Eligible Cities and Eligible Counties ( other than the Responsible Entity). Interest 
owed is detennined from the date the funds are released to the date of actual 
disbursal to the State/Eligible Cities/Eligible Countiei 

(2} If a member of the City/County Steering Committee or the entity the State has 
identified as the Responsible Entity does not take action as described in section 4.C.(3) 
below to contest the amoWlt the State has identified as the appropriate Claim Over Offset 
AmoW1t and/or to contest the State's identification of the correct Responsible Entity, the 
following shall occur: 

(a) If the Claim Over Offset Amount is less than the MOU Proportional 
Allocable Share of the Responsible Entity, the State shall instruct the Escrow 
Agent that the Claim Over Offset Amount shall be deducted and credited as 
follows: 

(i) If the Responsible Entity is the State, in the manner set forth in the 
mathematical example attached hereto as Appendix J, to wit: 

(aa) An amount equal to one-half of the offset shall be deducted 
from the State's 50% share and shall be credited to the 
Cities' /Counties' 50% share. 

(bb) Any amounts credited to the Cities'/Counties' share 
pursuant to this subparagraph shall be allocated among and 
disbursed to the Eligible Cities and Eligible Counties as provided 
in Section 3 .J of this Agreement and the State, in notifying the 
Escrow Agent of distribution amounts to be made to the State and 
to each Eligible City and Eligible CoW1ty, shall modify the 
instructions it gives to the Escrow Agent to accurately reflect such 
deductions and credits. 

(ii) If the Responsible Entity is a City or County, in the manner set 
forth in the mathematical example attached hereto as Appendix K., to wit: 

(aa) An amount equal to one-half of the offset shall be deducted 
from the Responsible Entity's MOU Proportional Allocable Share 
and shall be credited to the State share. 

(bb) After making the deduction described in paragraph (aa), the 
remaining one-half of the offset shall be deducted from the 
Responsible Entity's MOU Proportional Allocable Share, and shall 
be reallocated to each Eligible City and Eligible County (including 
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the Responsible Entity) pursuant to its MOU Proportional 
Allocable Share in the manner provided in Section 3.J of this 
Agreement. The State, in notifying the Escrow Agent of 
distribution amounts to be made to the State and to each Eligible 
City and Eligible County, shall modify the instructions it gives to 
the Escrow Agent to accurately reflect such deductions and credits. 

(b) If the Claim Over Offset Amount is equal to or greater than the MOU 
Proportional Allocable Share of the Responsible Entity, the State shall instruct the 
Escrow Agent that such Claim Over Offset Amount shall be deducted and 
credited as follows: 

(i) If the Responsible Entity is the State, in the manner set forth in the 
mathematical example attached hereto as Appendix L, to wit: 

(aa) The entire MOU Proportional Allocable Share of the State 
shall be credited to the Cities'/Counties' share until the Claim Over 
Offset Amount has been repaid in full, including interest as 
described in Section 4.C.(J)(b) of this Agreement. 

(bb) Once any remaining Claim Over Offset Amount, including 
any interest as described in Section 4.C.(l)(b), is less than the 
Responsible Entity's MOU Proportional Allocable Share during 
any payment period, Section 4.C.(2)(a) shall govern distribution 
and allocation. 

(cc) Any amounts credited to the Cities'/Counties' share 
pursuant to this Section 4.C.(2)(b) shall be disbursed among the 
Cities and Counties as provided in Section 3.J of this Agreement. 

( dd) The State in notifying the Escrow Agent of distribution 
amounts to be made to the State and to each Eligible City and 
Eligible County, other than the Responsible Entity, shall modify 
the instructions it gives the Escrow Agent to accurately reflect such 
deductions and credits as set forth in this Section 4.C.(2)(b). 

(ii) If the Responsible Entity is a City or County, in the manner set 
forth in the mathematical example attached hereto as Appendix M, to wit: 

(aa) The entire MOU Proportional Allocable Share of the 
Responsible Entity shall be credited 50% to the State share and 
50% to the Cities'/Counties' share until the Claim Over Offset 
Amount has been repaid in full, including interest as described in 
Section 4.C.(l)(b) of this Agreement. The Responsible Entity's 
MOU Proportional Allocable Share of any amounts redistributed to 
the Cities' /Counties' share under this paragraph (aa) shall be 
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credited 50% to the State and 50% pro rata to the remaining Cities 
and Counties (excluding the Responsible Entity) based on their 
MOU Proportional Allocable Shares. 

(bb) At such time as any remaining Claim Over Offset Amount, 
including any interest as described in Section 4.C.(l)(b), is less 
than the Responsible Entity's MOU Proportional Allocable Share 
during any payment period then Section 4.C.(2)(a) shall govern 
distribution and allocation. 

(cc) The State in notifying the Escrow Agent of distribution 
amounts to be made to the State and to each Eligible City and 
Eligible County, other than the Responsible Entity, shall modify 
the instructions it gives to the Escrow Agent to accurately reflect 
such deductions and credits as set forth in this Section 4.C.(2)(b). 

(3) If any member of the City/County Steering Committee or the entity the State has 
identified as the Responsible Entity do not agree that the State has identified the 
appropriate Claim Over Offset Amount or the correct Responsible Entity, the State, any 
member of the City/County Steering Committee, or the identified Re~ponsible Entity may 
petition the J.C.C.P. 4041 Court for a ruling and if any such party does, the State shall 
instruct the Escrow Agent to establish a Disputed Claims Account to hold such disputed 
amounts pending subsequent notification by the State which directs the manner of 
disposition to be made of the disputed amount If, in response to a petition in which the 
State is not a named party, the J.C.C.P. 4041 Court issues an order or judgment that 
directs the manner of disposition to be made of the disputed amount, the Responsible 
Entity or the City/County Steering Committee member that has filed the petition shall, 
upon entry of such order or judgment by the J.C.C.P. 4041 Court, immediately notify the 
State of such ruling by providing the State with a copy of the order or judgment. The 
State, within twenty four (24) hours ofreceipt or the next business day, which ever is 
later, of such order or judgment, shall instruct the Escrow Agent as to the manner of 
disposition to be made of the disputed amount. Any such decision of the J.C.C.P. 4041 
Court is appealable; however, no such appeal shall delay distribution of the disputed 
amounts absent a court order to the contrary from the appropriate California court. 

(4) The parties to this Agreement agree that the Escrow Agent shall be entitled to rely 
upon the State's identification of the Responsible Entity and the Claim Over Offset 
Amount in allocating and distributing funds. 

D. In the event of a conflict between the mathematical examples contained in Appendices J 
through Mand the words contained in Sections 4.C.(l) through 4.C.(3) of this 
Agreement, the procedures set forth in the mathematical examples contained.in 
Appendices J through M shall govern over words contained in Sections 4.C.(1) through 
4.C.(3) of this Agreement. 
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E. In the event the Escrow Agent is required to establish a Disputed Claims Account 
pursuant to instructions given by the State pursuant to any provision of this Agreement, 
the State shall instruct the Escrow Agent that such account shall be established in the 
name of the Responsible Entity (i.e., "Disputed Claims Account of----·) and that the 
Escrow Agent may charge each such Responsible Entity its normal charges for 
establishing and maintaining each such Disputed Claims Account. Provided, however 
that the State shall further instruct the Escrow Agent that: (i) if the J.C.C.P. 4041 Court 
finds, i11 response to a petition filed by the Responsible Entity or a member of the 
City/County Steering Committee, that the State has identified an amount which exceeds 
the appropriate Claim Over Offset Amount and/or that the State has not identified the 
correct Responsible Entity, the State shall be responsible for payment of the Escrow 
Agent's charges for establishing and maintaining the specific Disputed Claims Account 
in question; or (ii) if the J.C.C.P. 4041 Court finds, in response to a petition filed by the 
Responsible Entity or a member of the City/County Steering Committee, that the State 
has correctly identified the appropriate Claim Over Offset Amount and that the State has 
identified the correct Responsible Entity, those members of the City/County Steering 
Committee that filed the petition shall be responsible for payment of the Escrow Agent's 
charges for establishing and maintaining the specific Disputed Claims Account in 
question, and if the Responsible Entity filed the petition, the Responsible Entity shall be 
responsible for payment of the Escrow Agent's charges for establishing and maintaining 
the specific Disputed Claims Account in question. The Escrow Agent may, upon notice 
received from the State as to who is liable for the Escrow Agent's charges, deduct its 
charges from the amount due the State, the Responsible Entity, or those members of the 
City/County Steering Committee that filed the petition at the next distribution. 

F. In the e:vent ofa conflict between Section 3.J and Section 4.C of this Agreement, the 
provisions of Section 4.C shall govern over the provisions of Section 3.J. 

G. On the first Business Day after disbursing any funds from the California Account, the 
Escrow Agent shall deliver to the State a written statement showing the amount disbursed 
to the State and the amount disbursed to each Eligible City/Eligible County and the date 
of such transfer. As soon as practical after receipt of such information from the Escrow 
Agent, but in no event more than 24 hours after receipt of such information, or the next 
business day after receipt of such information, which ever is later, the State shall give 
notice to each City Designee and County Designee of which the State is aware, by 
sending by facsimile or other electronic transmission to each such City Designee and 
County Designee, a copy of the information the State has received from the Escrow 
Agent. 

H. Any dispute(s) between the State and/or any California City and/or California County 
regarding this Agreement or the MOU, including any dispute as to the appropriate Claim 
Over Offset Amount, or the identity of the correct Responsible Entity, shall be submitted 
to, and shall continue to be under, the jurisdiction of the J.C.C.P. 4041 Court, as set forth 
in Section 2 of this Agreement. 
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SECTIONS. 
ATTORNEYS' FEES. 

As provided under the MOU, Private Outside Counsel for the Represented Cities and 
Counties will make their best efforts to obtain their fees and costs from the Original Participating 
Manufacturers as provided for in the MSA. Any attorneys' fees and costs obtained shall be 
credited against the amounts owed to Private Outside Counsel under their contingency fee 
agreements. To the extent, if any, that an arbitration award is insufficient to satisfy the 
outstanding contingency fee contracts, and to the extent, if any, private counsel seek to enforce 
such contracts, all Cities and Counties receiving "MOU Proportional Allocable Share" will share 
the risk that attorneys' fees and costs may be due and owing to Private Outside Counsel who 
prosecuted the tobacco actions on behalf of the Represented Cities and Represented Counties. 
By executing this Agreement, each City and County covenants and agrees that: (1) to the extent 
that any of the Represented Cities and Counties pay attorneys' fees to their Private Outside 
Counsel, in any year, to compensate Private Outside Counsel for work done in the Represented 
Cities' and Counties' suits against the Participating Manufacturers, the "MOU Proportional 
Allocable Share" to be paid to the Eligible Cities and Eligible Counties in that year (or as soon 
thereafter as possible) will be decreased by an offset equal to the "Proportional Share Percentage" 
of the sum of fees and costs paid by any Represented City or Represented County; (2) The 
amount of the offset shall be added to the settlement proceeds to be paid to the Represented City 
or County that made the private counsel fee payment, provided however, that no Represented 
City or County shall be subject to an offset for attorneys' fees or costs paid by any other . . 
Represented City or County to Private Outside Counsel. For the purpose of this paragraph, 
"Proportional Share Percentage" shall mean the allocation percentage of the total amount payable 
to California local governments (as determined by the allocation formula set forth in paragraph 
3.J of Section 6 of the MOU calculated as of the year of the fee payment in question), multiplied 
by the amount of the fee payment made by the Represented City or County in question; (3) A 
separate offset will be calculated for and paid to each Represented City and County that makes a 
fee payment to private counsel in any given year; and ( 4) In the event that any Represented City 
or Represented County makes any payment under such contingency fee contracts, such 
Represented City and/or Represented County shall notify the State of the amount of such 
attorney fee payment. The State shall thereafter instruct the Escrow Agent to make all 
appropriate offsets and credits pursuant to this section. 

SECTION6. 
FAIL URE OF ESCROW AGENT TO RECEIVE INSTRUCTIONS. 

The parties to this Agreement agree that in the event that the Escrow Agent fails to 
receive any written instructions contemplated by this Agreement, the Escrow Agent shall be fully 
protected in refraining from taking any action required under any Section of this Agreement. 
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SECTION 7. 
INVESTMENT OF CALIFORNIA ACCOUNT FUNDS BY 

THE ESCROW AGENT. 

A. Notwithstanding the more pennissive investments pennitted in the National Escrow 
Agreement, the State shall instruct the Escrow Agent to invest and reinvest all amounts in 
the California Account in only the following: 

(1) Direct obligations of, or obligations the timely payment of principal and interest 
on whi1;h are fully and unconditionally guaranteed by, the United States of America or 
any agency thereof, maturing no more than one year after the date of acquisition thereof; 

(2) Repurchase agreements fully collateralized by securities described in clause (1) 
above and with a counter party whose long-term debt securities are rated "AA" or higher 
by Standard & Poor's and "Aa" or higher by Moody's; 

(3) Interest-bearing time or demand deposits with, or certificates of deposit maturing 
within 30 days of the acquisition thereof and issued by, any bank or trust company 
organized under the laws of the United States of America or of any of the 50 States 
thereof and having combined capital, surplus and undistributed profits in excess of 
$500,000,000 whose long-term unsecured debt is rated "AA" or higher by Standard & 
Poor's :and "Aa" or higher by Moody's; 

( 4) Commercial paper rated ( on the date of acquisition thereof) at least A-1 and P-1 or 
equivalent by S~andard & Poor's and Moody's, respectively, maturing not more than 180 
days from the date of creation thereof; and 

( 5) Other investments specified by written instructions from all of the Original 
Participating Manufacturers, Settling States having Allocable Shares aggregating at least 
66 %%, and the State. 

B. Each r,~ference herein to a rating from Standard & Poor's or Moody's shall be construed 
as an equivalent rating by another nationally recognized credit rating agency of similar 
standing if neither of such corporations is then in the business of rating debt, and if one 
(but not both) of Standard & Poor's and Moody's is not then in the business of rating 
debt, the rating from the corporation still in such business shall suffice for purposes of 
this Section 7. 

C. Toe State shall further instruct the Escrow Agent that to the extent practicable, monies 
credited to the California Account shall be invested in such a manner so as to be available 
for use at the times specified in writing by the Independent Auditor as the times when 
monies are expected to be disbursed by the Escrow Agent and charged to such California 
Account. Obligations purchased as an investment of monies credited to the California 
Account shall be deemed at all times to be a part of such California Account and the 
incom,~ or interest earned, profits realized, or losses suffered with respect to such 
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investments (including, without !imitation, any penalty for any liquidation of an 
investment required to fund a disbursement to be charged equally between the State and 
the Eligible Cities and Eligible Counties), shall be credited or charged to the California 
Account and shall be for the benefit of, or be borne by, each governmental entity entitled 
to payment from such California Account. 

D. In choosing among the investment options for the California Account described in 
subclauses (1) through (5) of this Section 7.A, the Escrow Agent shall comply with any 
instructions received from time to time from (i) the State and/or (ii) the State Investment 
Manager designated by the State pursuant to Section 10 of the Investment Management 
Agreement attached to the National Escrow Agreement. In the event of a conflict, 
instructions given pursuant to clause (i) of the preceding sentence shall govern over 
instructions given pursuant to clause (ii) of the preceding sentence. In the event of 
conflict, the Escrow Agent may seek confirmation from the designated State 
representative using established industry practices such as confirmation by phone or by 
facsimile or other electronic transmission. In the absence of such instructions or in the 
event of unresolved conflicting instructions, the Escrow Agent shall invest in accordance 
with subclause (1) of this Section 7.A. 

E. The parties to this Agreement agree that the Escrow Agent shall have the right to 
liquidate any investments held hereunder in order to provide the funds necessary to make 
required payments from the California Account under this Agreement. The State shall 
instruct the Escrow Agent that to the extent practicable the Escrow Agent shall equally 
distribute the liquidation between the State and the Eligible Cities/Eligible Counties. The 
Escrow Agent hereunder shall not have any liability for any loss sustained as a result of 
any investment made pursuant to instructions received hereunder or as a result of any 
liquidation of any investment prior to its maturity in order to make a payment required 
under this Agreement. 

F. The parties to this Agreement agree that the first Business Day after a liquidation has 
taken place, the Escrow Agent shall provide notice to the State of the amounts of the 
liquidation, the source of the liquidated securities, the current mark-to-market worth of 
the California Account, and the book value of the California Account. As soon as 
practical after receipt of such information from the Escrow Agent, but in no event more 
than 24 hours after receipt of such information, or the next business day after receipt of 
such information, which ever is later, the State shall give notice to each City Designee 
and County Designee of whom the State is aware, by sending by facsimile or other 
electronic transmission to each such City Designee and County Designee, a copy of the 
information the State has received from the Escrow Agent. 
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SECTIONS; 
SUBSTITUTE FORM W-9; QUALIFIED SETILEMENT FUND. 

Pursuant to the National Escrow Agreement, the State and each Eligible City and each 
Eligible County shall provide, if it has not already done so, the Escrow Agent with a correct 
taxpayer identification number on a substitute Form W-9, orif it does not have such a number, a 
statement evidlencing its status as an entity exempt from back-up withholding, within 30 days of 
the date of this Agreement (and, ifit supplies a Form W-9, indicate thereon that it is not subject 
to backup withholding). A copy of the Form·W·9 is attached hereto as Appendix G. The 
Escrow established pursuant to the National Escrow Agreement and pursuant to this Agreement, 
is intended to be treated as a Qualified Settlement Fund for federal tax purposes pursuant to 
Treas. Reg. § 1.4688-1. The Escrow Agent shall comply with all applicable tax filing, payment 
and reporting requirements, including, without limitation, those imposed under Treas. Reg. § 
l .468B made known to it by any Escrow Party or the Independent Auditor, and if requested to do 
so shall join in the making of the relation-back election under such regulation. 

SECTION 9. 
DUTIES AND LIABILITIES OF ESCROW AGENT. 

A. The parties to this Agreement agree that the Escrow Agent shall have no duty or 
obliga1ion hereunder other than to take such specific actions as are required of it from 
time tci time under the provisions of the National 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 sl\all not be bound in any way by any agreement or contract between the 
Participating Manufacturers and the State, or the State and any California local 
government units (whether or not the Escrow Agent has knowledge thereof) other than 
under 1:he National Escrow Agreement, and the only duties and responsibilities of the 
Escrow Agent shall be the duties and obligations specifically set forth in the National 
Escrow Agreement. 

B. The peirties to this Agreement agree that the Escrow Agent may rely and shall be 
protected in acting or refraining from acting upon any written notice or instruction 
furnished to it hereunder appearing on its face to have been sent by a person entitled 
hereunder to deliver such notice and reasonably believed by the Escrow Agent to be 
genuine and to have been signed or presented by the proper party or parties. The Escrow 
Agent shall be under no duty to inquire into or investigate the validity, accuracy or 
content of any such document. In the administration of the Escrow, the Escrow Agent 
may eicecute any of its powers and perform its duties hereunder directly or through agents 
or attorneys and may consult with counsel, accountants and other professional persons to 
be sele:cted and retained by it 
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C. The parties to this Agreement agree that in the event that the Escrow Agent sba11 be 
uncertain as to its duties or rights, or shall receive instructions, claims or demands which, 
in its reasonable opinion, conflict with any instructions it has received from the State, the 
Escrow Agent shall be entitled to refrain from taking any action other than investment 
and reinvestment in accordance with Section 7 and its sole obligation shall be to keep 
safe and invest in accordance with Section 7 all property held in escrow until it shall be 
directed otherwise in writing by the State. 

SECTION 10. 
NOTICES. 

All notices or other communications to the State or to any City/County or to the 
City/County Steering Committee shall be given in writing (including, but not limited to, 
facsimile or other electronic transmission, telex, telecopy or similar writing). Notices or other 
communication provided by the State to individual Cities and individual Counties, or by 
individual Cities or Counties or by the City/County Steering Committee to the State via facsimile 
or other electronic transmission shall also be given via mail to the individual City Designees and 
County Designees or to the State at the address(es) to be provided to the State by the City 
Designees and County Designees or by the State to the City Designees and County Designees. 

SECTION 11. 
INTENDED BENEFICIARIES; SUCCESSORS. 

No persons or entities other than the State and the Cities and Counties are intended 
beneficiaries of this Agreement, and only the State and the Cities and Counties shall be entitled 
to enforce the terms of this Agreement. The provisions of this Agreement shall be binding upon 
and inure to the benefit of the State and the Cities and Counties and their successors. 

SECTION 12. 
GOVERNING LAW. 

After such time as all events and conditions set forth in Section 3.C of the National 
Escrow Agreement have been satisfied and the funds are released to the State (and by virtue of 
the MOU to the Cities and Counties), this Agreement shall be construed in accordance with and 
governed by the laws of California, without regard to the conflicts of Jaw rules of California. 
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SECTION 13. 
AMENDMENTS. 

This Agreement may be amended only by written instrument executed by all of the 
parties hereto that would be affected by the amendment, including any affected City or County 
and the State. The waiver of any rights conferred hereunder shall be effective only if made in a 
written instrum.ent 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 to this Agreement, nor shall such waiver be deemed to be or 
construed as a waiver by any other party. 

SECTION 14. 
COUNTERPARTS. 

This Agreement may be signed in any number of counterparts, each of which shall be an 
original, with 1the same effect as if the signatures thereto and hereto were upon the same 
instrument. Delivery by facsimile or other electronic transmission of a signed counterpart shall 
be deemed delivery for purposes of acknowledging acceptance hereof; however, one executed 
original Agreement must promptly thereafter be delivered to the State and another executed 
original must promptly thereafter be delivered to the Escrow Agent. 

SECTION 15. 
CAPTIONS. 

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

SECTION 16. 
CONDITIONS TO EFFECTIVENESS. 

This Agreement shall become effective when the State and no fewer than four members 
of the City/County Steering Committee shall have signed a counterpart hereof and the J.C.C.P. 
4041 Court has entered an order approving, and retaining continuing jurisdiction over this 
Agreement. 
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SECTION 17. 
ADDRESS FOR PAYMENT. 

The State, in conformance with the requirements of this Agreement, shall provide the 
Escrow Agent with written disbursement instructions, which shall include the address to which 
payment shall be sent to each Eligible City and Eligible County, so that when funds in the 
California Account are required to be disbursed pursuant to this Agreement, the Escrow Agent 
will be able to disburse such funds. 

SECTION 18. 
REPORTING. 

The State shall instruct the Escrow Agent to submit a monthly report to the State 
detailing at minimum: all deposits, transfers, disbursements, and balances of the California 
Account, a mark-to-market valuation of the California Account, the book value of the California 
Account, the fees and expenses owed to the Escrow Agent, the transactions executed by the 
Escrow Agent, and copies of any directions received by the State Investment Manager. As soon 
as practical after receipt of such information from the Escrow Agent, but in no event more than 
48 hours after receipt of such information, or the next business day after receipt of such 
information, which ever is later, the State shall give notice to each City Designee and County 
Designee of whom the State is aware, by sending by facsimile or other electronic transmission to 
each such City Designee and County Designee, a copy of the information the State has received 
from the Escrow Agent. 

IN WITNESS WHEREOF, the parties have executed this Agreement as of 

____________ __, 2000. 

[Signature Pages Follow.} 
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~SCROW AG~EMENT 

Tbis EscrowAgrccmentis entered into as of December 23, 1998 by the 
undemgned State officials ( on behalf of their respective Settling States}, the undetsigned 
Participaiting Manu!a.otw:ers and Citibllllk, N.A. as escrow agent (the "Escrow Agent"). 

WITNESSETH: 

'W'HERBAS, the Settliug States and the Participating Manufacturers have entered 
into a settlement agreement entitled the "Master Settlement Agreement'' (the 
~~ment"); and 

WHEREAS, the Agreement requires the Settling States and the Participating 
Manufae1:urers to enter into this Escrow Agreement 

NOW, THEREFORE, the parties hereto agree as follows: 

SECTION 1. Appointment of Escrow AgenJ. 

The Settling States and the Participating Manufacturers hereby appoint Citibank, 
N.A. to si:rve as Escrow Agent under this Agreement on the tenns and conditions set. 

forth herein, and the Escrow Agent, by its execution hereof, hereby accepts such 
appoint!ll:cnt and agrees to perfonn the duties and obligations of the Escrow Agent set 
forth hemin. The Settling States and the Participating Manufacture.rs agree that the 
Escrow Agmt appointed under the terms of this Escrow Agreement shall be the Escrow 
Agent as defined in, and for all purposes of, the Agreement 

SECTIO)l 2. Definitions. 

(11) Capitalized tcnns used in this Escrow Agreement and not otherwise 
defined herein sha.1.1 have the meaning given to such tcnns In the Agreement. 

(h) "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 Ocneral of a Settling State and a member of the NMG executive colillllittec at 
the time in question. 

SECTION 3. Escrow and Accounts. 

(i,) Aii funds received by the Eserow Agent pursuant to the t=s of the 
Agreement shall beheld 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 apait from all other funds and accounts of the 
Escrow Agent, the. Settling States end the Partfoipating Manufacturers. 
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(b} The Escrow Agent shall allocate the Escrow among the following separate 
accounts ( ea.ch an "Account" and collectively the "Accounts") in accordance 'With written 
insuuctions from the Independent Auditor: 

Subsection VI(b) Account 
Subsection VI(c) Account (First) 
Subsection VI(c) Account (Subsequent) 
Subsection VIII(b) Account ~ 
Subsection VIII(c) Account = 
Subsection IX(b) Account (First) : "~ 
SubsectionIX(b) Account (Subsequent) , • 
Subsection IX(c)(l) Account 
Subsection IX(c)(2) Account 
Subsection IX( e) Account i.. 

Disputed Payments Account •• 

....... , 

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

( c) All amounts credited to an Account shall be retained in such Account until 
disbursed therefrom in accordance with the provisions of this Escrow Agreement 
pursuant to (i) written instructions from the Independent Auditor; or (ii) written 
insuuctions 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"). The Escrow, 
Agent shall be entitled to rely upon the Independent Auditor's identification of the 
Settling States and the Subsequent Participating Manufacturers that contributed to any 
amounts in an Account. 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 each date identified to the Escrow Agent 
by the Independent Auditor in writing as a date upon which any payment is due under the 
Agreement, the Escrow Agent shall deliver to each other Notice Party a written statement 
showing the a,mount 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 A.gent shall comply with all payment instructions received 
from the Independent Auditor unless before 11 :00 a.m. (New York City time) on the 
scheduled dale of payment it receives written instructions 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 o!the disbursed funds. 
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SECTION 4. Faillll'e of &crow A.gent to 11.ecetve Inrtructions. 

lh the event that the Escrow Agent fails to receive any written instntctioos 
contemp.lated by this Escrow Agreement, the Escrow Agent shall be fully protected in 
refrainm,~ from taking any action required under any section of this Escrow Agreement 
other than Section S until such written instructions iG received by the Escrow Agent. 

SECTION'S. Investment of Funds by &crow Agent. 

(a) The Escrow Agent shall invest and reinvest all amounts frolll time to time 
credited to the Accounts in either (i) dirccti>bllgations of, or obliptions the timely 
payme,nt of principal and interest on which are fully and uncondi'\ionally gumnteed by. 
the United States of America or any agency thereof. maturing no m.ore than one year after 
the date of acquisition thereof; (ii) repurchase agreements fully collateralizcd by 
securities descn"bed in clause (i) above and with a counteq,arty whose long-term debt 
securitiei, ll1'e rated "AA" or higher by Standard & Poor's and "Aa" or hlgherby 
Moody's; (iii) interest-bearing time or dc:maod deposits with, or certificates of deposit 
maturing within 30 days of the acquisition thereof and issued by, any bank or trust 
company organized under the laws of the United States of America or of any of the SO 
States thereof end having combined capital, surplus and undistn'buted profits in excess of 
$500,00Cl,OOO whose long·tetm unsecured debt is rated "AA" or higher by Standard&. 
Poor's and" Aa" or higher by Moody's; (iv) commercial paper rated (on the date of 
acquisition thereof) at least A·l and P-1 or equivalent by Standard & Poor's md 
Moody's, respectively, maturing not more than 180 days :from the date of creation 
thereof; (v) money market funds that invest solely in securities descn"bed in clause (i) 
above, sc, long as (x} such funds are rated Aaa by Moody's and AAAm by Standard&; 
Poor' s, (y) investment therein is on a short·temi basis pending disbursement or further 
investment and {z) absent extraordinary circumstances no more than 5% of the Escrow is 
held in such funds; and (vi) other investments specified by written instructions from all of 
the Original Participating Manufacturers and Settling States having Allocable Shares 
ag~gating at least 66-2/3%. 

(b) Ea.ch n:ference herein to a rating from Standard & Poot's or Moody's shall 
·be constiued as an equivalent rating by another nationally recognized credit rating agency 
of similar standing if neither of such corporations is thc:.n in the business of rating debt 
and if one (but not both) of Standard & Poor's and Moody's is not then in the business of 
rating debt the required rating from the coxporation still in such business shall suffice for 
purposes of this Section S. 

(1;) To the extent practicable. monies credited to any Account shall be invested 
in such a manner so as to be available for use at the times specified by the Independent 
Auditor in writing as the times when monies are expected to be disbursed by the Escrow 
Agent and charged to such Account. Obligatioas purchased as an investment of monies 
credited Io any Account shall be deemed at all times to be a part of such Account and the 
income o,r interest ea.med, profits realized or losses suffered with respect to such 
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inv~ts (inciuCIJllg, Without I.Imitation, any penalty for Ally liquidation of an 
Jnvestme11t required to fimd a disbursement to be charged to such Account), shall be 
<;redited 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. 

(d) In choosing among the investment options described in subclauses (i) 
through (vi') of clause (a) of this Section 5 with respect to amounts credited to all 
Accounts that a.re not State-Specific Accounts, the &crow Agent shall cornply with any 
instructiom received from time to time from (x) all of the Original Participating 
Manufacturers and Settling Stales having Allocable Shares 3BifCgatlng at leut 66-213% 
or (y) the Investment Manager specified in the Investment Management Agreement 
attached hereto as Appendix B (the "Investment Management Agreement") or any other 
investment manaier desiiJUl.ted by all of the Original Participating Manufaeturets end 
Settling States havi:ng Allocable Shares aggregating at least 66-213% (the "Investment 
Manaicr"). In the event of a conflict, instruction given plll'Suant to clause (x) of the 
preceding sentence shall govern over instructiOllS given pursuant to clause (y) of the 
preceding sentenee. In the absence of such instructions, the Escrow Agent shall invest in 
accordance with subclause (i) of clause (a) oftbis Section S. 

(e) In choosing among the investment options described in subclauses (i) 
through (vi) of clause (a) of this Section 5 with respect to amounts credited to a State
Specific Account, the Escrow Agent shall comply with any instructions received from 
time to time from (x) the Settling State to which such State-Specific Account pertains or 
(y) the Investment Manager or any other investment manager designated by such Settling 
State pursuant to Section 10 of the Investment Management Agreement. In the event of a 
conflict, instruction given pursuant to cb.use (x) of the preceding sentence shall govern 
over in.structioc.s given pursuant to clause (y) of the preceding sentence. In the absence of 
such instructions, the Escrow Agent shall invest In accordance with subc!ause (i) of 
clause (a) of this Section S. 

(f) The Escrow Agent shall have the right to liquidate any investments held 
hereunder in order to provide :filJl(is necess~ to make required payments from the 
appropriate Accounts under this Escrow A¢ment. The Escrow Agent hereunder shall 
not have any liability for any loss sustained as a result of any investment made pursuant 
to the instructions of the parties hereto or as a result of any liquidation of any investment 
prior to its maturity in order to make a payment required under this Esetow Agreement. 

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

Each signatozy to this Esetow Agreement shall provide the Escrow Agent with a 
conect taxpayer identi!ication 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. ifit supplies a Form W•9, indicate 
thereon that it is not subject to backup withholding). The escrow established purswmt to 
this Escrow Agreement is intended to be treated as a Qualified Settlement Fund for 
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federal we pui:poscs pursuant to Treas. Reg. § l .468B-l. The Escrow Agent shall comply 
with all applicable tax filing. payment and reporting requirements, including, without 
limitatio11, those imposed under Treas. Reg.§ 1.468B made known to it by a.ny Escrow 
Party or1lic Independent Audi.tor, and if requested to do so shall join i.n the making of the 
relation-back election under such regulation. 

SECTION 7. Duties and Liabilities of Escrow ~nt. 

(a,) The Escrow Agent shall have no duty or obligation hereunder other than to 
take snch specific actions as are required of it from time to time Ullder the provisions of 
tbis Escr<>w Agreement, and it shall in¢Ur no liability hereunder or in COililection herewith 
for anything whatsoever other than any liability resulting from its own gross negligence 
or willful misconducL The Escrow Agent shall not be bound in any way by any 
agrecmer1t or contract between the Participating Manufacturers and the Settling States 
(whether or not the Escrow Agent has knowledge thereof) other 1han this Escrow 
Agreement, and the only duties and responsibilities of the Escrow Agent shall be the 
duties mi obligations specifically set forth in this Escrow Agreement. 

(b) The Escrow Agent may rely and shall be protected in acting or refraining 
from acting upon any written notice or Instruction furnished to it hereunder appearing on 
its face to have been sent by a person entitled hereunder to deliver such notice and 
reasonably belioved by the Escrow Agent to be genuine and to have been signed or 
presented by the proper party or parties. The Escrow Agent shall be wider no duty to 
inquire into or investigate the validity, accuracy or co1_1tent of any such document. In the 
administration of the Escrow, the Escrow Agent may execute any ofits po\\--ers and 
pelfozm its duties hereunder directly or through agents or attorneys and may consult with 
counsel, accountants and other professional persons to be selected and retained by it. In 
the event that the Escrow Agent shall be uncertain as to its duties or rights hereunder or 
shall receive instructions, claims or demands from any party hereto which, in its 
reasonable opinion, conflict with any of the provisions of this Escrow Agreement, it shall 
be entitled to refrain from taking any action other than investment and reinvestment in 
accordance with Section S and i!5 sole obligation shall be to keep safely and invest in 
accordance with Section 5 all property held in escrow until it shall be directed othezwise 
in writing by all oftbe Escrow Parties or by a final order or judgment of a court of 
compete11t jurisdiction. 

SECTION 8. Indemnification of Escrow Agent.. 

The Participating Manufacturm shall indemnify, hold harmless and defend the 
Escrow Agent from and against any and all losses, claims, liabilities and reasonable 
e:cpenses, including the reasonable fees of its counsel, which it may suffer or incur in 
connecti()n with the perfonna!lCC of its duties and obligations under this Escrow 
Agreement, except for those losses, cl.aims, liabilities and expenses msultina solely and 
directly fi:om its own gross negligence or willful misconduct. Anything in this Escrow 
Agreement to the contrazy notwithstandina, in no event shall 1he Escrow Agent be liable 
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for special, indirect or consequential loss or damage of any kind whatsoever (including 
but not limited to lost profits). 

SECTION 9. Resignation or RemlJval of Escrow Af,nL 

The Escrow Agent may resign at any time by giving not less than ten Business 
Days' prior written notice thereof to the other Notice Partii::s and may be terminated at 
any time by not less than ten Business Days' prior written notice to the Escrow Agc:nt 
from all of the Original Participating Manufacturers and Settling States having Allocable 
Shues aggregatini at least 66-213%, but such rcs.i&nation or termination shall not become 
effective until 11. sucoessor Escrow Agent, selected by all of the Original Participating 
Manufaci:uren and Settling States having Allocable Shares agaregating at least 66-213%, 
shall b&ve been appointed and sb&ll b&ve accepted such appoinnnent in writing. If' an 
instrum.c:nt of acceptance by a successor Escrow Agent shall not have been delivi::red to 
the resigniog Escrow Agent within 90 days after the giving of such notice of resignation 
or termination. the resigning or terminated 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; Investment Manager Fees. 

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 agreemeat of the Original 
Participating Mimufac:t\lferS and the Escrow Agent. The Participating Manufacturc,rs 
shall pay to the Escrow Agent its-reasonable fees and expenses, iDcluding all reasonable 
expenses, charges, collllSel fees, and other disbursements incurred by it or by its 
anomeys, ai:ents and employees in the perf onnance of its duties and obligations under 
this Escrow A&recment. Such fees and expenses shall be shared by the Participating 
Manufacturers according to their pro rata Market Shares. The fees of the Investment 
Manager shall be paid in accordance with Section 10 of the Investment Management 
Agreement. 

SECTION 11, Notices. 

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

SECTION 12. Seto.ff; Reimbursement. 

The Escrow Agent acknowledgn 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 Manufaeturc: that pays more than its pro rata Market 
Share of any payment that is made by the Participating Manufacturcts to the Escrow 
Agent pUl'SWlllt to Section 8, 9 or l O hereof shall be entitled to reimbursement of such 
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excess mlm the other Participating Manufacturers according to their pro rata Ma!kc:t 
Shares of such excess. 

SECTION 13. Intended Beneficiaries; Successors. 

(a.) No persons or entities other than the Settling States, tj.le Participating 
Manufacturers and the Escrow Agent Bl'e intended beneficiaries oftllis Escrow 
Agreement, and only the Scttllng States, the Participating Manufacturers and the Escrow 
Agc:nt sh.ill be entitled to enforce the tcrmS of this Escrow Aareement. Pursuant to the 
Agxcciocnt, the Settling States have designated NMG and the Foundation as recipients 
of ccrtaiil, payments; for all pUtposes of this Escrow Agr=inent, the Settling States shall 
be the beneficiaries of such payments entitled to enforco payment thereof. Toe provisiollS 
of this Escrow Agreement shall be binding upon anrl inure to the benefit ofthc: parties 
hereto and, in the case of the Escrow Agent and Participating Manufacturers, their 
respectiv,o successors. Each reference herein to the Escrow Agent or to a Participating 
Manufacturer shall be construed as a reference to its successor, where applicable. 

(b) Neither this Escrow Agreement nor any right or interest hereunder may be 
assigned in whole or in part by the Escrow Agent without the prior consent of all of the 
Escrow Parties. 

SECTION 14. Governing Law. 

This Escrcw 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 
oflaw rules of such state. 

SECTION 15. Jurisdiction and Venue. 

The parties hereto irrevocably and unconditionally submit to the continuing 
exclusive jurisdictio11 of the Escrow Court for purposes of any suit, action or proceeding 
seeking to interpret or enforce any provision of, or based on any right arising out of, this 
Escrow Agreement, ll!ld the parties hereto agree not to commence any such suit, action or 
proceedfag except in the Escrow Court. The parties hereto hereby irrevocably and 
unconditionally waive any objection to the laying of venue of any such suit, ru:tion or 
proct:eding 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 iin an inconvellient forum. 

SECTION 16. ,Amendments. 

1bis Escrow Agreement may be amended only by written instrument executed by 
all of the parties hereto that would be affected by the amcndme11t The waiver of any 
rights conferred hmlunder shall be effective only if made in a written lnsttumcnt 
executed by the waiving party. The waiver by any party of any breach of this Escrow 
A.greem~~t shal:I not be deemed to be or construed as a waiver of any other- breach, 

7 



whether prior, subsequent or contemporaneous, of this Escrow Arµeemcnt, nor shall such 
waiver be deemed to be or co!lStt'Ued as a wai vcr by any other party, 

SECTION 17. Counterparts. 

This Agreement may be signed in any number of counterpattS, each of which shall 
be an original, wi1h the same effect as if the signatures thereto and hereto were upott the 
same i.listl:ument. Deliveey by fiil:slmile of a signed comtterpart shall be deemed delivery 
for pmposes of acl.:nowlcdgulg acceptance hereof; however, an origiruil executed Escrow 
Agreement must promptly thereat\cr be delivered to ca.ch~-

SECTION 18. Captions. 

The captions hefein are included for convenience of reference only and sh.all 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 and the Escrow Court has entered an order approving, and 
retaining continuing jurisdiction over, the Escrow Agreement 

SECTION 20. Address for Payments. 

'Whenever funds iue 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 Pa.rues in aceordance with Section 11 
hereof at least five Business Days prior to the date of payment. 'Whenever funds are 
under the tmns 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 infoanation and reporting with respect to 
the escrow as the Independent Auditor may from time to time request. 

SECTION 22. Call-back Procedure. 

Toe Escrow Agent is authorized to seek confirmation of any written instructions 
received by it by telephone call-back to the persOll or persons at the sender of such 
instructions who is designated pursuant to subsection XVIII(k) of the Agreement to 
receive notice, and the Escrow Agent InllY rely upon the confirmation of anyone 
pUiporting to be the person or persons so designated. The persons and telephone numbers 
for cn!l-backs may be changed only in a writing actually received Md acknowledged by 
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the l;scrow Agc:m. The paroc:s to this Escrow Agreement 1!'1knowledge that such SC(lllnty 
proeedtl2'11 is commercially reasonable. 

SECTION 23. lnvestmenl Management Agreement. 

The Investment Management Agreement attached hereto as Appendix B is hereby 
incorporated by refc:rcnc:e and cx~on of this Escrow Agrceml!:llt by any E5c:row Party 
shall coruititute its execution of such Investment Management A~ei:nent. 

· IN WITNESS 'WHEREOF, the parties have executed this Escrow Agreement as 
of the day md year first hereinabove writtcn. 
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APPENDIX A 
(to Escrow Agreement} 

FEE SCHEDULE FOR ESCROW SERVICES 

First 12 montfls ...... , ............. u .. , .......................................... ,, .. u .... ~ ........ S2.SO,.OOO 

Seeollli 12 montb.s ... - ...... noo1u ........................ -.n••U1••••···-·······n•• ...... ..$350,000 

Each 12 months thercafter ............... _. ........... _.~ .................................. $100.000 

A·l 



PHILIP MOIUUS INOO'R.POR.ATm 





LORILLARD TOBACCO COMP ANY 

By: t.J.I f'./{ht~ 
Ronald S. Milstein ' . 
General Counsel 

Date: ( 1. /'I, J (q 8 
' I 





By::~~·~h-S, 
• Pri ' • c:e 

VI04 Presid'em 



TO~ Albert Mailo 
Attomcy Gmlcra1 of Ameriem 
Samoa 

-u;. A. Nort.oa. 
Attomey General of Colorado 

1! >,3: ~.(I..&,,.., 
Thmbert 5. Balcer 
Attomey GeumJ.o!Geo~ 

~ ,aU 
GrmtWoods 
Atto.tney Ge.uei:al of Amona 

&.1-f.~ 
Daniel E.~ 
Attomey Gi:tleral of Califomia 

l{nl.lJf 
1Ucherd Blum.enthAl 
Artomey ~llffll ofCOllllC:.:ticut 

- /.,,' .. f_;i2 ......... &._ 

John M. Femen 
Carpotu.ian Counsel ofI>.C. 

. lir, 
Mic!W!l C. Stem 
A.cti.ng Attomey G,::m::al of Guam 

. ' 



d. JS. cl Jg_ ;a" 

A.B. ''Ben" Chandler m 
A1t~ Gen=ral of Kentucky 

~~1~' 
A1:tomey Ga:!eral ofMaino 

Attomey Gelle.ral of'Mlchigatt 



Lc1L 
Penni, C, Vacco 
Attotllcy Gettcra:l ofNrm Y orlt 

itw; ~<J.S: 0 
lisidi Heitkamp 
A.ttOtMy Get1cul of North Dale.om 

f>.q ~ ....... ~~..,....... 
F:a.nldc Sue Del Papa 
Attomey Gemnl ofN""ada 

/'~ kv.,. ... ; (' 
Peter Vcnnc:ni 
AttomC)_' Gene::al of New Jersey 

J\ O•Ue c 1 ¥tl:fe · 
Mayt.B.Km 
A=, AUomoy Genml ofN. 
Marlana. Js181l4 



<l~ //Aa,,J,_ 7j,;Sµ > 

Mark Bm.nett 
Attomey ~ ofSoU1h Carolina Attorney General of South Dakota 

~~c,')e&L~ 
Jobn Xlloit Wa.lkllp 
Attorney Geaeral of"Tc:Mea;ce 

Attorney <kneral of Utah 



--- . 
Ms4cl'...Barley 
Atto111ey GCffl1l ofVD'ginia 

~~d' 
/~ll V. McGraw Ir. 

Attcmey Geaeral of West Vi.rsinia Atto:raey General ofWi=sm 

Gay Woodhouse 
Attemey Gencta1 o!Wyorning 



COMMONW.Er\LTH of VIRGINIA 
Qnt<s o/lM .Amwno:J a..-rl . 

lUdinlllld mu 

December 22, 1898 

By Iofff!g; (JO,) 4DHDi 

ML K:zret1 Ccn:l!V 
National Anaciatlon af Attomayl Gen&ral 
760 1at Stzet, N.E •• Suiie 1 '\DO 
WS1hlngton. D.C. 20002 

Ra: Tobae= $ettiemeni - Dl'!ft Escrow Aqreement and lrwastment 
M&M;ement Agtel!lmel11 

eeitrKaram 

Pul"&Uant to wrle Lavaland'i Dcicarnber 20 lcl!el' (reacived December 21} 
fcrwal'dlng copiu af th11 draft eaarcw A;reement and lnvaslment Mana;ament 
AQree1merit; t tiave revJqwGCS lhl:lae aaresrnen!S With our &1Qff ;mcrneys and anclos• 
hlm,v,rilh th• ei:acu~ Authorizatian Farm far electn:inia :sien11t&l11i, 

· Bee11use tha 1nvaatment Manegemant A;n,ement (Ajlpel'\diX a to th• Escrow 
Asre11!¥1en1> ·wa, ncrt pro~ ., azhiblt to tfl9 ,._ Sat!fement Aoreement. I mlllt 
nate one PQt=nflal pr~tam that arilai uruf11r Vlrgnta l111t. To Ute utent 1nat any 
provllllcw or the l~m M111naeement A;re=metd: (lncluome. bl.It m:it Jmltl!d to, 
parasra~ha ~2 end 16) 11111 follnll io ~ lndemniflcldlon ;r hOld-harmleb 
IIQl'a6m• that waiYG thll 1averatan !IM'Klnity ar u,a eornmonweallh ot Virginia. hv 
WO\ltct b11 volc:t 111\Cf unanf;rcoabtc a, 111 matter cf \ll!;lnia IIW, Cln~ 11'19 Gener.al 
Asaernbty afV11Ulnla can wa!W tlte Cammcinweallh's BC\181'81;n Immunity. 

I appraellate your and Ltluna uwaland'I takina the limo to axpl,tln certain 
provi11lona of 11\eH a;l'IWlmanta to my staff' atmmeya and ycur continued aa1f$tanc::e In 
Ihle complme trarusm:tiOn. 



In 1c:=rdanc:e llllth ltlt lnatMGoM In It'd Daoem!:lsr 20 letlar. tne AUcmeY · 
Germal hn atco u:ecuted u,. 011Qlnal lllgl'lliLn block, a:nd WII ar; l'l'IIIDins that to VOii 
with the original af 11111 lelter, 

Randolph A. Bealae 
Chief Deputy Atmmey Gsnlltll 

2:e12a3 

c:c: The Hanotable Marie L Sarley, Al10l'nev General 
Ms.LauFieJ.~oveland,~AAG 
Ms. J~lth \Mlllama Jaaamann, Daputy A.ttomey Generol 

Encloaurea 



APPENDIXB 
(to Escrow Agreement) 

INVEST.MENTMANAGEMENTACREEMENT 

This is.an Investment Mana~ent A&recmeut (mclud!tlg Annexes I and ll hereto, this 
"Agreemex1t") made by and between Salomon Smith Barney Inc. (herein referred to as the 
"Manager") and the F.scrow Parties (herein collectively rcfcired to u the uclient'') 
identified ia au Escrow Agreement dated as of December 23, 1998 (the "Esc:row 
Agrcemen11, to which this AgrcemC11.t is au appcudix. Capits.lized terms used herein and 
not otherwise defined shall have the meanings ascribed thereto in the Escrow Agreement. 

1. The: Manager will supervise and maaage the investment of the Escrow established 
pursuant to the Escrow Agreffllent subject to the teims oftbe Escrow Agreement and to 
such lim.ita.tlom as the Client may impn:ss upon Manager pursuant to paragraph 5 below. 
The Escrow Agent shall be the custodian to mamtain possession of the Escrow and the 
Escrow A~:ent will not charge any custody fees over and above the Escrow Agent's fees 
for escrow services. 

2. The: Client hereby authorizes the Manager, at any time and from time-to-time, in 
connectioD. with the pe~ormance ofM&naier's services hereunder, to issue instructions to 
any custodian of the Escrow or to any broker selected by the Manager fur the sale, 
purchase or exchange of any securities or investments which the Manager may deem. 
advisable in co!lllection with the management of the Escrow. It is understood that 
brokers will be selected in accordance with the practices and procedures set forth in the 
Manager's response to item 12 of Part TI of the Manager's Form ADV, as amended from 
time to time. 

3. It i:; explicitly understood that any information or recommendations supplied by 
the Manager in connection with the performance of the Manager's obligations hereunder 
are to be ri:garded as comidential and fur use only by the Client or such persons as the 
Client may desi~ in connection with the Escrow, 

4. Nothing herein contained shall be construed to prevent the Manager or any of the 
Manager's affiliates and/or employees in any way from pw:chaslng or scllini any 
securities for the Manager's or its affiliates' and/or employees' own account(s) or tbr the 
account(s) of any other client, provided, however, that no such transaction shall violate 
any applic1ble law. 

S. Tu,~ Client hereby authorizes the Manager to manage the Es<:tow in accordance 
with Sectiun S of the Escrow AgrcemC11t and the investment objectives and restrictions 
attached all Annex I hereto. With respect to any amounts ci:eclited to a Statc-Spec:J.fic 
Account, die Investment Manager shall invest and reinvest all amoU12ts credited to such 
Account ir.. accordance with the law of the applicable Settling State to the extent such law 
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is inconsistent with Section 5 of the Escrow Agreement and is made known to it in 
wri:ting by sucli Settling State. The Client Jll&)' change these investment objectives and 
restrictions at any time and from time to time by a notice to~the Manager signed by either 
(x) all of the Original Participating Manufacturers and Settling States having Allocable 
Shares aggregating at leut 66·213 %, with respect to Accounts other than State-Specific 
Accounts governed by a separate Inves1me11t Management AgreesnCllt entered into 
pUlSU8,tlt to Section 7 of this Agreement, or (y) the Settling State to which such Account 
pertains, with respect to a State-Specific Account that is go,vemed by a separate 
InVC$1Cilt Management Agreement entered into pursuant to Scc:tfon 7 of"thiiiAgreemc:nt. 
Such changes will be confirmed to the Client by the Manager in writing. The Manager 
will not be t1:qulrcd to sell any securities that become impcnnissible investments as a 
result of such change unless the Client specifically directs the Manager to do so in a 
notice signed by the parties specified in cl.a.use (x) or (y) (IIS applicable) of the preceding 
sentence. The Manager will, however, use its reasonable efforts to notify the Client 
promptly when the Manager becomes aware of a downgrade which, had it been in effect 
at the time of purchase of the instrument, would have meant that the instrument would 
not have been a permissiole investment under clause (a) of Section S of the Escrcw 
Agreemenfand the Manager will promptly effect the disposition of the instrument 
following notice to the Client unless (a) otherwise instructed by a notice signed by the 
pllt'ties specified in clause (x) or (y) (as applicable) of the second preceding sentence, or 
(b) the Manager believes it is not in the best interest of Client to dispose of the instrument 
at such time. 

6. The Manager will seek to achieve the investment objectives of the E~row, but 
except for negligence or willful misconduct, neither the Manager nor any of the 
Manager's partners, officers, di=tors or employees shall be liable hereunder for any 
action pcrfonned or omitted to be performed, or for any e!TOt'S of judgment in managing 
the investment of the assets of the Escrow. Nothing in this Agreement shall constitute a 
waiver or limitation of any right that the Client may have under the federal securities laws 
or any rules thereunder. The Manager will indemnify and hold harmless the Client from 
and against all loss, claims, liabilities and damages (including without limitation 
reasonable attorney's fees, but excluding any indirect, speclal or consequential damages), 
arising out of or resulting from the negligence or willful misconduct of the Manager and 
the Manager's partners, o,fficers, diiectors and employees in connection with my action 
or failure to act relating to the Escrow. 

7. The obligations of the parties under this Agreement shall commence when (a) this 
Agreement is signed by the Manager and (b) the Escrow Agreement is signed by all of 
the Settling States aD4 Original Participatina Manufacturers, and sh.al.I continue until 
canc;eled upon 10 days written notice as follows: Manager may terminate this Agreement 
upon not less than l O days' written notice to client and each other Notice Party. Client 
may tc:nninate this Agreement by delive!)' of written notice to Manager alld each other 
Notice Party at least 10 days prior to the effective date ofsuchteml.!na.tionor at any time 
prior to the Escrow Agreement becoming effective pursuant to Section 19 thereof (a) with 
respect to all Accounts that are not State-Spcciii.c AccoUDts, from all of the Original 
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Participating Manufacturers and Settling States having Allocable Shares aggregating at 
least 66·21.J%, and (b) with rcspc:ct to a State Specific Account. from the Settling State to 
wbicll such State-Specific AceoU11t pertaim;. An.y notice of ter:m.iu.tion of M.am.ger 
delivered i:1ursuant to clause (b) of the preceding sentence shall designate a successor 
Manager, which shall be either The ~ Ma:lhattan Bllllk or Baiik of America. and the 
copy of su,:h notice delivered to Notice Parties other than Settling States shall be 
accompanied by an executed investment management agreement between such Settlin& 
State, as Client, and such successor Manager in substantially the fonn of this Agreement. 
Manager shall coopc:rate in effecting a transition to any suecessor Manager, The Client 
may afso temtina1e this Agreement without any penalty within five buslDess days after 
the initial i1greement date indicated below. The fees for the Manager's services set forth 
below shall accrue and be payable through the effective date of cancellation. 

8. Thi Manager represents to the Client that the Manager is registered as an 
investment adviser under the Investment Advisers Act of 1940. 

9. This Agreement shall not be assignable by the Manager without the consent of the 
Client. This Agreement represents the entire agreement between the parties with respect 
to the services described herein. Except as otherwise provided herein with re~t to 
modifications that may be effected by notice from the Original Participating 
:Manufacturers and Settling States having Allocable Shares a&gregating at least 66-213%, 
this Agreeinent may be modified or amended only by written instrument executed by all 
of the parti.es hereto that would be affected by the modification or amendment. The 
waiver of 1111y 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 
AiJCement shall not be deemed to be or construed e.s a waiver of any other breach, 
whether prior, subsequent or contemporaneous, of this Agreement, nor shall such waiver 
be deemed to be or construed as a waiver by any other party. This Agreement supersedes 
all previous agreements and understandings between the parties hereto with respect to the 
subject matter heteof. 

l 0. Th~ fees for the.Manager's services hereunder are to be in accordance with the fee 
schedule attached as Annex II hereto, and the Independent Auditor is hereby authorized 
by the Clfont to direct the Escrow Agent to charge the Accounts for which "1'anager acts 
as Manager quarterly in mears on the first business day of the following month-with the 
amount of said fees. The fee schedule may be amended from time-to-time by mutual 
written agreement of the Manager and (x) all of the Original Participating Manufacturer 
and Settlitl,g States having Allocable Shares aggregating at least 66-2/3%, in the case of 
Accounts ,>ther_than State-Specific Accounts governed by a separate Investment 
Managemnnt Agreement ent~ into pursuant to ~ection 7 of this Agreement, or (y) the 
Settli.!lg State to which such Account pertains. with respect to a State-Speci.& Account 
that is governed by a separate Investment Management Agreement entered into pursuant 
to Section 7 of this Agreement. Fees am computed on the average daily assets in the 
Escrow. 
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11. The Manager will !IOtify the Clie,:it of any changes ln the identity of the 
Manager's key invesune.nt penonnel with responsibiley for the services to be performed 
hereunder within a reasonable tune after such change. 

12. The authority of the Manager hereunder shall continue notwithst.andlng the 
Client's msolvency, banbuptcy or any legal disability and the Client agrees hereby to 
bold the Manager harmless (as and to the extent set forth In paragraph 16 hereof) !tom all 
llabillty, loss and expense a.rising as a consequence of any ac1ion taken or omitted to be 
taken by the Manager a&r any such event and prlor to 11:CCipt of actual knowledge of 
such event The Client hereby authorizes the Manager to accept and rely upon all 
instruct!ODS given on the Client's bllhalfby any person or cmtity the Manager reasonably 
believes to be the Client's authorized agent (agents) if such Instructions are not 
inconsistent with the Escrow .Agreement. All instructions will continue to be effective 
until canceled. 

13. Any notices to be sent to the Client pursuant to this agreement shall be delivered 
to the Client in accordance with Section 11 of the Esc:ow Agreement, and any notices to 
be delivered to the Manager shall be addressed as follows: 

Salomon Smith Barney Inc. 
388 Greenwich Street 
NewYor)c.NewYork 10013 
Attt1: John Haniga.o, Managing Director 

Michael Rosenbaum, Oclleral Counsel, Asset Management 
Phone: (212) 816-6000 
Fax: (212) 816-5338 

14. The Clj.cnt heteby agrees and acknowledges that the Managu may act on the 
Client's behalf even though the Manager or any of the Manager's affiliates may have a 
potential conflict of duty or interest in a transaction, provided that such conflict and the 
nature thereof is disclosed to the Client in Part Hof Manager's Form ADV or otherwise in 
Miting. This includes the fact tjl.at the Manager or one of the Manager's affiliates may: 
(a) provide brokerage services to other clients; (b) act as underwriter, dealer or placement 
agent with respect to swiritics; (c) invest on the Client's behalf in mutual or unit trust 
funds established, spoasored. advised or managed by the Manager or one of the ·· 
Manager's affiliates; ( d) act as a counterparty in currency cxcb.anae transactions; ( e) act 
in the same transaction as agent for more than one client; or (f) have a matcriaI in.te:rest in 
an issue of securities. Manager earns fees and profits from the activities descn"bed in the 
previous sentence ln addition to the fees charged to the Client for the Manager's services 
under this Agreement 

15. This Agreement and the legal relations between the parties shall be governed by 
and constnled in 8"Qrdanc.e with the laws of the State of New York, without regard to 
conflict oflaw doctrines. 
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16. Th~ Client shall, i?Y allowance of a claim for sc:t-off against the funds under 
management hemmder, indemnify, hold harmless and defend the Manager (ratably to the 
funds undtt management heteunder payable to it) from and against any and all losses. 
claims, liabilities and reasonable expenses, includmg the reasonable fee$ ofits counsel, 
which it may suffer or incur in co=tion with the performance of'its duties and 
obligations under this Asrcement, except for ihose losses. claims, liabilities and expense, 
resulti:qg scllely and diteetly from its own negl.liien~ or wil1tbl misconduct. Anything In 
this Agreeinent to the c:ontrazy notwithstandini, in no event shall the Manager be liable 
for special, indirect or consequendal loss or damage of any kind whatsoever (mcluding 
but not limited to lost profits). The provisions of this Section 16 shall survive 
termlnatio11 of'this Agtcement. 

17. The Manager shall have the right to cause the liquidation of II.UY investments held 
under the r:scrow Agree:nent in order to provide funds necessary to make payments 
required under the Escrow Agreement. The Manager shall not have any liability for any 
loss sustahled as a result of any liquidation of any investment prior to its maturity in order 
to make a payment reqUU"Cd under the Escrow Agreement. 

18. By acceptance of this Agreement, the Client acknowledges receipt of Part II of the 
Manager's Form ADV. 
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ANNEX I TO APPENDIX B 
INVESTMENT GUIDELINES 

[nvcstment Objeclives: To maximize current income lo the extent consistent with the preservation of principal and the 
maintenance ofliquidity. 

Risk Tolerance: Low 

Time Horizon: The weighted avel'Qgc duration of 1he total portfolio shall be consistent with the anticipated disbursement 
schedule under the &crow Agreement. 

Pennitted Investments: As provided in Section 5 of the Escrow Agreement. 

Perfonnllll()e Benchmark; To be agreed upon by Manager and Client. 
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ANNEX II TO APPENDIX B 

FEE SCHEDULE FOR 
INVESTMENT MANAGEMENT SERVICES 

1.5 basi:s points per annum, payable quarterly In arrears based on average deposit balance 
for preci!ding quarter. 
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SUPERIOR COURT OF THE STAIB OF CALIFORNIA 

COUNTY OF SAN DIEGO 

Coordination Proceeding Special Title (Rule ) No. JCCP 4041 
1550(b)) ) 

) 
TOBACCO CASES I ) 

) 
Including; Actions: ) 

) 

Cordova vs. Liggett Group, Inc. ) San Diego Superior Court No. 651824 
) 
) San Diego Superior Court No. 706458 

Davis vs. R.J. Reynolds Tobacco .Co. ) 
) 
) 

County of Los Angeles vs. RJ. Reynolds Tobacco ) San Diego Superior Court No. 707651 

Co. ) 
) San Francisco Superior Court No. 

People v,s. Philip Morris. Inc. ) 980864 
) 
) Sacramento Superior Court No. 97 AS 

People v,s. Philip Morris, Inc. ) 03031 
) 

RELEASE AND DISCHARGE OF CLAIMS 
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WHEREAS the City/County of-------- {hereinafter the "Undersigned 

City/County") wishes to receive its allocated share of settlement proceeds as provided for and set 

forth in the Memorandum of Understanding ("MOU"), a copy of which is attached as Exhibit B to 

theConsi:ntDecreeandFinalJudgmentagreedto by the State of California and various Participating 

M:mufae1:tirers ofTobacco Products in the matter of People of the State of California, et al. v. Philip 

Morris Inc .. et al., Case No. J.C.C.P. 4041 (originally filed as Sacramento Superior Court Case No. 

97 AS 03031 }, which Consent Decree and Final Judgment was entered by the Court on December 

9, 1998 (a copy of which is attached as Exhibit B to the Agreement Regarding Interpretation of 

Memorandum of Understanding), and incorporates within it as exhibit A thereto the Master 

Settlement Agreement ("MSA ") entered on November 23, 1998; 

WHEREAS, the Attorney General of the State of California and representatives of a number 

of California Counties and Cities entered into the Mou· dated. August S, 1998, which allocates a 

portion of settlement proceeds to certain California Cities and all California Counties that comply 

with the terms of the MOU, by releasing all Released Claims such City or County may have 

consistent with the extent of the State's Release, and dismissing any Released Ciaims from any 

pending ,actions with prejudice; 

WHEREAS, the State of California and certain Participating Manufacturers of Tobacco 

Products entered into the MSA, the terms of which were approved by the Court by the entry of the 

Consent Decree and Final Judgment; 

WHEREAS, certain Cities and Counties within the State of California had, prior to 

Decemb,::r 9, 1998, commenced litigation asserting various claims for monetary, equitable and 
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injunctive relief against certain Participating Manufacturers and others as defendants, 1 and other 

Cities or Counties that have not filed suit can potentially assert similar claims; 

WHEREAS, the ability of e&::h eligible City and County to share in its portion of the 

settlement proceeds is conditioned upon a release executed by the eligible City and County of 

tobacco related claims which is consistent with the extent of the State's release, and dismissal of any 

Released Claims from any pending actions with prejudice; 

WHEREAS, the Undersigned City/County has obtained any necessary approval to participate 

in the settlement under the terms and conditions as memorialized in the MOU and the MSAexecuted 

between the Attorney General of the State of California and the Participating Manufacturers; and 

WHEREAS, in consideration for receiving its portion of the settlement proceeds as allocated 

to Cities and Counties in the MOU, the Undersigned City/County executes this Release, consistent 

with the terms of the MOU and the MSA; 

NOW THEREFORE THE PARTIES HEREBY AGREE AS FOLLOWS: 

1. DEFINITIONS 

As used herein, the following terms have the same meaning as and are defined the same as 

they are defined in the Master Settlement Agreement and the Agreement Regarding Interpretation 

of Memorandum ofUnderstanding2 unless specifically modified in this paragraph 1: 

1 PCOJlle of the State of California, et al., v. Philip Moms Inc .• et al .• No. 980864 (San 
Francisco County Superior Court); The City and County of San FrJmcjsco. et al., v, Phllip Morris 
Inc., et al., No. C-96-2090-DU (N.D. Cal.); and County of Los Angeles v. R.J. Reynolds 
Tobacco Co., et al., No. 70765 l (San Diego Superior Court). 

2 For the purposes of this Release, the meaning of terms appearing herein with initial 
capitalized letters that are not specifically separately defined in this paragraph 1, have the same 
definition as such term has in the Master Settlement Agreement or the Agreement Regarding 
Interpretation of Memorandum of Understanding. 
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(a) The term "City/County" and variations thereon, as used herein means each individual 

City and/or County which signs this Release and includes all past, present and future agencies, 

districtl!, divisions and departments, as well as all past, present and future officers, directors, 

employec:s, agents and attorneys of such executing City and/or County. 

(b) Thetellll "Master Settlement Agreement" or "MSA" means that document, including 

exhibits thereto, which is attached as Exhibit A to the Consent Decree and Final Judgment entered 

by the San Diego Superior Court on December 9, 1998, in People of the State ofCaljfornia. ex rel 

Daniel E Lungren, et al. v. Philip Morris Inc., et al .. J.C.C.P. 4041 (originally filed as Sacramento 

Superior Court No. 97 AS 30301), and includes any subsequent agreements with respect to 

modifications of the MSA. 

(c:) The term "Original Participating Manufacturers" means the following: Brown & 

WilliamsonTobaccoCorporation,LorillardTobaccoCompany,PhilipMorrislncorporatedandR.J. 

Reynoldl, Tobacco Company, and the respective successors of each of the foregoing. Except as 

expressly provided in the Master Settlement Agreement, once an entity becomes an Original 

Participating Manufacturer, such entity shall permanently retain the status of Original Participating 

Manufacturer. 

(d) The tcnn "Participating Manufacturer" means a Tobacco Product Manufacturer that 

is or bec:omes a signatory to the MSA, 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 the MSA and the Consent Decree (or, in any Settling State that does not permit 

amendment of the Consent Decree, a consent decree containing tenns identical to those set forth in 

the Consent Decree) in all Settling States in which the MSA and the Consent Decree binds Original 

Participating Manufacturers (provided, however, that such Tobacco Product Manufacturer need only 
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become bouad 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 the 

MSA after the MSA Execution Date, such Tobacco Product Manufacturer, within a reasonable 

period of time after signing the MSA, 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 November 23, 1998. "Participating Manufacturer" shall also include the successor of a 

Participating Manufacturer. Except as expressly provided in the MSA, once an entity becomes a 

Participating Manufacturer such entity shall permanently retain the status of Participating 

Manufacturer. 

(e) Tbeterm "ReleasedClaims"mcans:(l)forconduct,actsoromissionsoccw:ringprior 

to November 23, 1998 (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 

footnote I of this Release, 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 

(whether or not the Undersigned City/Co1mty has brought such action)), except for claims 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 Organiz.ations, which claims arc covered by the release and 

covenants set forth in the MSA); (2) for conduct, acts or omissions occurring after November 23, 

1998, only those monetary Claims directly or indirectly based on, arising out of orin any way related 
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to, in who,le or in part, the usc of or exposure to Tobacco Products manufactured in the ordi.naiy 

course ofhusiness, including, without limitation, any future Claims for reimbursement ofhcalth care 

costs allegedly associated with the usc of or exposure to Tobacco Products. 

(g) The tenn "Released Parties" means all Participating Manufacturers and their past, 

present arid future Affiliates, divisions, officers, directors, employees, representatives, insurers, 

lenders, widcrwriters, Tobacco-Related Organizations, trade associations, suppliers, agents, auditors, 

advertising agencies, public relations entities, attorneys, retailers and disttibutors of any Participating 

Manufacturer ( 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 November 23, 1998, unless such person or entity becomes a Participating Manufacturer. 

(f) The term "Represented City," "Repi:esented County" and/or "Represented Cities and 

Counties" means individually or collectively, the City and County of San Francisco, the Cities of 

Los Angeles, San Diego and San Jose, and the Counties of Alameda, Contra Costa, Marin, 

Monterey, Orange, Riverside, Sacramento, San Bernardino, San Diego, San Joaquin, San Luis 

Obispo, San Mateo, Santa Barbara, Santa Clara, Santa Cruz, Shasta and Ventura who executed 

contingency fee contmcts with private outside counsel to prosecute tobacco-related claims, and the 

County of Los Angeles who executed a separate contingent fee contract with private outside counsel 

to prosecute tobacco-related claims. 

2. Upon the occurrence of State-Specific Finality in California, and the entty of a 

dismissal with prejudice in PCOJ)le of the State of California. et al. v. Philjp Monjs Inc,. et al., No. 

980864 (San Francisco County Superior Court), Cjty and County of San Francisco. et al. v. Philip 

Morris Inc .• et al .. No. C-96-2090-DU (N.D. Cal.) and County of Los Angeles. et al. v. R.J. 
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Reynolds Tobacco Co., et al,. No. 707651 (San Diego County Superior Court), the Undmigned 

City /County shall absolutely and unconditionally release and forever discharge all Released Parties 

from all Released Claims that the Undersigned directly, indirectly, derivatively or in any other 

capacity ever bad, now has, or hereafter can, shall or may have. 

3. This Release and Diseha.rge of Claims shall not apply to, and shall be ofno force or 

effect as against, any Participating Manufacturer which is a signatory to the MSA or as to or against 

the Undersigned City/County if: for any reason whatsoever, State Specific Finality does not occur 

in California or the provisions of the MSA or the Consent Decree and Final Judgment entered in the 

matterofPqle of the State ofCaijfomja. et al. y. Phjlip Moms. Inc., eta!., Case No. J.C.C.P. 4041 

( originally filed as Sacramento Superior Court Case No. 97 AS 03031) are reversed. 

4. The Undersigned City/County covenants and a2rees that it shall not after the 

occurrence of State-Specific Finality in California 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. 

5. The Undersigned City/County covenants and agrees that, if a Released Claim brought 

by the Undersigned City/County against any person or entity that is not a Released Party (a "non

Released Party"), or against any retailer, supplier or distributor who is a Released Party, but who is 

not released from a Released Claim because of the operation of paragraph 9 below (hereinafter a 

"non-Released Retailer"), results in or in any way gives rise to a claim-over (s.g., a cross-complaint; 

on any theory whatever other than a claim based on an express written indemnity agreement) by such 

non-Released Party or non-Released Retailer against any Released Party (and the Attorney General 

gives notice to the undersigned and to Milbcrg Weiss Bershad Hynes &. Lcrach LLP ("Milberg 

Weiss"), the City and County of San Francisco, LeiffCabraser Heiman & Bernstein C'LCHB") and 

- 6 -



l 

2 

3 

4 

l 

l 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 

22 

23 

24 

25 

26 

27 

28 

Robinson, Calcagnie &. Robinson ("Robinson'') within 30 days of the service of such claim-over and 

prior to entry into any settlement of such claim-over), the Undersigned City/County: 

(a) shallreduceorcreditagainstanyjudgmentorsettlementitmayobtainagainst 

such non-Released Party or non-Released Retailer the full amount of any judgment or settlement 

such non-Released Party or non-Released Retailer may obtain against the Released Party on such 

claim-over ~.g., if the amount obtained on the claim-over against the Released Party by the non· 

Released Party or non-Released Retailer is equal to the amount of the settlement or judgment the 

Undersigned City/County obtains against the non-Released Party or non-Released Retailer, the 

City/County shall receive no payment on its settlement or judgment since the full amount of such 

settlemei:tt or judgment shall be reduced by the amount obtained on the claim-over against the 

Released Party by the non-Released Party or non-Released Retailer}; and 

(b) shall, as part of any settlement with such non-Released Party or non-Released 

Retailer, obtain from such non-Released Party or non-Released Retailer for the benefit of such 

Released Party a satisfaction in full of such non-Released Party's or non-Released Retailer's 

judgment or settlement against the Released Party. 

6. The Undersigned City/Coimty further agrees that in the event that the provisions of 

paragraph S 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 or non-Released 

Retailer to recover in whole or in part any liability (whether direct or indirect, or whether by way of 

settlement judgment or otherwise), of such non-Released Party or non-Released Retailer to the 

Undersigned City/County arising out of any Released Claim, (to the extent that the Attorney General 
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has given notice to the 1mdersigned and to Milberg Weiss, the City and Co1mty of San Francisco, 

LCHB and Robinson within 30 days of the service of such claim-over and prior to entry into any 

settlement of such claim-over), 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 claim-over liability as against the payment the Original Participating 

Manufacturer is to make pursuant to the MSA (determined as described in step "E" of clause 

"Seventh" of §IXG) of the MSA) up to the full amount of such Original Participating Manufacturer's 

share of the MSA Allocated Payment each year, 1U1til all such amo1mts paid on such claim-over 

liability have been offset. The Undersigned City's/County's MOU Proportional Allocable Share shall 

likewise be reduced dollar-for-dollar until the full claim-over amount of the Original Participating 

Manufactw:er's offset has been deducted from the MOU Proportional Allocable Share owing to the 

Undersigned City/County. The amount deducted from the MOU share owing to the Undersigned 

City/County will be distributed, pursuant to the terms of the MOU, 50% to the State and 50% to the 

other cities and counties which did not bring the origiual action against the non-Released Party or 

non-Released Retailers which gave rise to the claim-over. 

7. The Undersigned City/County docs not purport to waive or release any claims on 

behalf of Indian tribes. 

8. The Undersigned City/County does not waive or release any criminal liability based 

on federal, state or local law. 

9. 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 
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from the sale or distnl>ution of Tobacco Products of, or the supply of component parts of Tobacco 

Products to, any non-Released Party. 

l 0. AF. provided under the MOU, Private Outside Counsel for the Represented Cities and 

Counties will make their best efforts to obtain their fees and costs from the Original Participating 

Manufacturers as provided for in the MSA. Any attorneys fees and costs obtained shall be credited 

against the amounts owed Private Outside Counsel under their contingency fee agreements. To the 

extent, if any, that the arbitration award is insufficient to satisfy the outstanding contingency fee 

contracts, and to the extent, if any, private counsel seek to enforce such contracts, all cities and 

counties receiving an allocated share of settlement proceeds pursuant to the MOU will share the risk 

that attorneys fees and costs may be due and owing to Private Outside Counsel who prosecuted the 

tobacco actions identified in footnote 1 herein. Accordingly, the Undersigned City/County, as well 

as every other non-litigating County covenants and agrees that, to the extent that any of the 

Represented Cities and Counties pay attorney's fees to their Private Outside Counsel, in any year, 

to compensate Private Outside Counsel for work done in the Cities' and Counties' suits against the 

Participating Manufacturers, the settlement proceeds to be paid to the Undersigned City/County in 

that year (or as soon thereafter as possible) will be decreased by an offset equal to the Undersigned 

City's/County's "Proportional Share Percentage• of the sum of fees and costs paid by any 

Represented City or County. The amount of the offset shall be added to the settlement proceeds to 

be paid to the Represented City or County that made the private counsel fee payment, provided 

however, that no Represented City or County shall be subject to an offset for attorneys' fees or costs 

paid by any other Represented City or County to Private Outside Counsel. For the purpose of this 

paragraph, "Proportional Share Percentage" shall mean the Undersigned City's/County's allocation 

percentage of the total amount payable to California local governments (as determined by the 
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allocation formula set forth in the MOU, calculated as of the year of the fee payment in question), 

multiplied by the amount of the fee payment made by the Represented City or County in question. 

A separate offset will be calculated for and paid to each Represented City and County that makes 

a fee payment to private counsel in any given year. 

11. Except as otherwise stated herein, notwithstanding any provision oflaw, 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 herein release all 

Released Claims against the Released Parties, whether known or unknown. foreseen or unforeseen, 

suspected or unsuspected, that the Undersigned City/County may have against the Released Parties, 

and the Undersigned City/County understands and acknowledges the significance and consequences 

of waiver of any such provision and hereby assumes full responsibility for any injuries, damages or 

losses that the Undersigned City/County may incur. 

CITY/COUNTY OF 

BY: 
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Appendix E 

MODEL RESOLUTION BY CITY COUNCIL 

L ESOLUTION AUTHORIZING WITHDRAW AL AND ACCEPTANCE OF 
TOBACCO SETTLEMENT MONlES PURSUANT TO THE 

MEMORANDUM OF UNDERSTANDING 

WHEREAS the Attorney General of the State of California and representatives of a 

number of California Counties and Cities entered into a Memorandum of Understanding 

("MOU"), which allocates a portion of settlement proceeds stemming from litigation against 

various manufacturers of tobacco products; 

WHEREAS the City of _______ (hereinafter "the City") wishes to receive its 

allocated share of settlement proceeds as provided for and set forth in the MOU; 

WHEREAS the City has obtained any necessary approval to participate in the settlement 

under the terms and conditions memorialized in the MOU; and 

WHEREAS the City has, in consideration for receiving its portion of the settlement 

proceeds as allocated to Cities and Counties in the MOU, executed the Agreement Regarding 

Interpretation of MOU and the Release, approved by the J.C.C.P. 4041Court; 

NOW, THEREFORE, BE IT RESOLVED that the City Council does hereby authorize 

the acceptance and deposit of the City's portion of the settlement proceeds as allocated to Cities 

and Countii,s in the MOU 

BE [T FURTHER RESOLVED, that the City Council does hereby authorize the 

verification by the Office of the Attorney General of all banking information provided to 

effectuate the acceptance of the settlement proceeds. 

Ill 

Ill 



BE IT FURTHER RESOLVED, that the following officers or their successors in office 

shall be authorized to direct the transfer of the City's settlement funds on behalf the City: 

(NAME) (NAME) (NAME) 

(TITLE) (TITLE) (TITLE) 

(SIGNATURE) (SIGNATURE) (SIGNATURE) 

BE IT FURTHER RESOLVED, that all notices from the Office of the Attorney General 

to the City regarding tobacco settlement funds shall be sent to following person/agency: 

Name of Person/Agency: ----------
Title:--------------

Address: ---------~----~ 

Telephone: _____________ _ 

Facsimile: -------------~ 
E-Mail: ---------------

PASSED AND ADOPTED, by the City Council of the City of _______ _ 

County of ______ ~ State of California, this __ day of ___ __, __ 



Appendix E 

MODEL RESOLUTION BY COUNTY BOARD OF SUPERVISORS 

C ~SOLUTION AUTHORIZING WITHDRAWAL AND ACCEPTANCE OF 
TOBACCO SETTLEMENT MONIES PURSUANT TO THE 

:MEMORANDUM OF UNDER.ST ANDING 

WHEREAS the Attorney General of the State of California and representatives of a 

number of California Counties and Cities entered into a Memorandum of Understanding 

("MOlI''), which allocates a portion of settlement proceeds stemming from the litigation against 

various manufacturers of tobacco products; 

WHEREAS the County of _______ (hereinafter "the County") wishes to 

receive its 211located share of settlement proceeds as provided for and set forth in the MOU; 

WHEREAS the County has obtained any necessary approval to participate in the 

settlement under the terms and conditions memorialized in the MOU; and 

WHEREAS in consideration for receiving its portion of the settlement proceeds as 

allocated tc, Cities and Counties in the MOU, the County has executed the Agreement Regarding 

Interpretation of MOU and the Release, approved by the J.CC.P. 4041 Court; 

NOW,_THEREFORE, BE IT RESOLVED that the Board of Supervisors doe,; hereby 

authorize the acceptance and deposit of the County's portion of the settlement proceeds as 

allocated to Cities and Counties in the MOU. 

BE IT FURTHER RESOLVED, that the Board of Supervisors does hereby authorize 

the verification by the Office of the Attorney General of all banking information provided to 

effectuate the acceptance of the settlement proceeds. 

Ill 

Ill 



BE IT FURTHER RESOLVED, that the following officers or their successors in office 

shall be authorized to direct the transfer of the County's settlement funds on behalf the County: 

(NAME) (NAME) (NAME) 

(TITLE) (TITLE) (TITLE) 

(SIGNATURE) (SIGNATURE) (SIGNATURE) 

BE IT FURTHER RESOLVED, that all notices from the Office of the Attorney General 

to the County regarding tobacco settlement funds shall be sent to following person/agency: 

Name of Person/Agency: _________ _ 

Title: ---------------~ 
Address: ---------------

Telephone: _____________ _ 

Facsimile: ---------------
E-Mai 1: ----------------

PASSED AND ADOPTED, by the Board of Supervisors of the County of 

State of California, this day of ___ __, __ . 



Appendix F 
Transfer Instructions 

CALIFORNIA ACCOUNT - TOBACCO SETTLEMENT FUND 
Wiring Instructions Information Form 

Please complete this fonn and mail to the Office oflhe Attorney General, Tobacco Litigation Section, P.O. BOX 
944255, Sacramento, CA 94244-2550 

CITY/COUNTY NAME 

BANK ROUTiNG INFORMATION 

Bank Name: 

Bank ABA Routing #: 

Bank Account #: 

Bank Account Name: 

Bank Addrnss: 

Bank Branch#: 

Bank Telep hone #: --------- Bank Fax#: 

Bank Contact Person. Title. Telephone# and E-mail Address: 

AUTHORIZED SIGNATURES 
(Signatures of two of three designated city/county officers are required) 

Typed or Printed Name Typed or Printed Name 

Signature Signature 

Date: Date: 

F-1 



Fo,m W-9 
!'Rev. Oetember 1996) 

Request for Taxpayer 
Identification Number and Certification 

Give form to the 
requester. Do NOT 
send to the IRS. 

Name (If a joint account or you changed your name:, see Spectfk lnstructioM on page 2.) 

i:...::c~,,...::::::~·~ppcop!:.::~'~~=~~·=·~":.....~[J""-~'=""='""=·="=aVS:.:.:°"'::,,,...,,,,...::.:::;;;::=°''---=[J"-c="'="'°'=="='='°";;.......Ja[J"-~P•=rtners~="~~,:....-.;,[J=,-~o='"";;:..~•,...:.-·~-=-·~-=-·~-=-·~-~--=·~--=·~--=·~--=·~--=··~-=-·~-~--=·~--=· I Address (number, street. and apt or suite no.) Requester's name and address ioptionaQ 

i 
City, state. aoo ZIP Code-

Enter your TIN in the appropriate bOx. For 
individuals, this is your social security number 
(SSN). However. if you are a resident alien OR a 
sole proprietor, see the instructions on page 2. 
For other entities. it is your employer 
identification number (EIN). If you do not have a 
number, see Haw To Get a TIN on page 2. 
Note: If the account is in more than one name, 
see the chart on page 2 for gUidellnes on whose 
number to enter. 

Certification 
Under penalties of perjury, I certify that: 

IN 

I Social """"'Y _, 

I I + I + I 
OR 

I Employer ldontif,eation NJmber 

I + I I I I I I 

List account number{s) here (()ptiof\al) 

For Payees Exempt From Backup 
Withholding (See the instructions 
on pa e 2.) 

1. The number shewn on this form is my correct taxpayer identification number (or I am waiting for a number to be issued to me), and 

2. I am not subject to backup withhokling because: (a) I am exempt from backup withholding. or (b) I have not been notified by the Internal 
Revenue Service (IRS) that I am subject to bacKup withholding as a result of a failure to report afl interest or dividends. or (c) the IRS has 
notified me that I am no longer subject to backup withholding. 

Certification lnstructions.-You must cross out item 2 above if you have been notified by the IRS that you are currently subject to backup 
withholding because you have failed to report all interest and dividends on your tax return. For real estate transactions, item 2 does not apply. 
For mortgage interest paid, acquisition or abarldonment of secured property. cancellation of debt. contributions to an individual retirement 
arrangement (IRA), and generalty, payments other than interest and dividends. you are not required to sign the Certification, but you must 
provide your correct TIN. {See the instructions on page 2.) 

Sign I 
Here Signature • 

Purpose of Form.--A person who is 
required to file an information retum with 
the IRS must get your correct taxpayer 
identification number (TIN) to report, tor 
example. income paid to you. real estate 
transactions. mortgage interest you paid. 
acquisition or abandonment of secured 
property. cancellation of debt. or 
contributions you made to an IRA. 

Use Form W-9 to give your correct TIN 
to the person requesting it (the requester) 
and. when appiicabte, to: 

1. Certify the TIN you are giving is 
correct {or you are waiting for a number to 
be issued). 

2. Certify you are not subject to backup 
withholding, or 

3. Claim exemption from backup 
withholding if you are an exempt payee. 
Note! If a requester gives you a form other 
than a W-9 to request your TIN, you must 
use the requester's form if it is substantially 
similar to this Form W-9. 
What 1s Backup Withholding?-Persons 
making certain payments to you must 
withhold and pay to the IRS 31% of such 
payments under certain conditions. This Is 
called "backup wlthholding." Payments 
that may be subject to backup withholding 

include interest, dividends. broker and 
barter exchange transactions, rents, 
royalties, nonemployee pay. and certain 
payments from fishing boat operators. Real 
estate transactions are not subject to 
backup withholding. 

If you give the requester your correct 
TIN. make the proper certifications. and 
report all your taxable interest and 
dividends on your tax return. payments 
you receive will not be subject to backup 
withholding. Payments you receive will be 
subject to backup Withholding if: 

1. You do not furnish your TIN to the 
requester, or 

2. The IRS tells the requester that you 
furnished an incorrect TIN. or 

3. The IRS tells you that you are subject 
to backup withholding because you did not 
report all your interest and dividends on 
your tax return ffor reportable Interest and 
dividends only), or 

4. You do not certify to the requester 
that you are not subject to backup 
withholding under 3 abolle {for reportable 
interest and dividend accounts opened 
alter 1983 only). or 

Cat. No. 10231X 

Date~ 

5. You do not certify your TIN when 
required. See the Part lfl instructions on 
page 2 for details. 

Certain payees and payments are 
exempt from backup withholding. See the 
Part fl instructions and the separate 
Instructions for the Requester of Form 
W-9. 

Penalties 
Failure To Furnish TIN-If you fail to 
furnish Yf)<Jf correct TIN to a requester. you 
are ~ect to • penalty of $50 for each 
such failure unless your tanure is due to 
reasonable cause and not to wiltful neglect. 
Civl1 Penalty for False Information Willi 
Respect to Wlthholding.-lf you make a 
false statement with no reasonable basis 
that results in no backup withholding, you 
are suqject to a $500 penalty. 

Criminal Penalty for Falsifying 
Information.- Willfully falsifying 
certifications or affirmations may subject 
you to criminal penalties includtng fines 
and/or imprisonment. 

Misuse of TINs.-lf the requester 
discloses or uses T!Ns in vlolation of 
Federal law. the requester may be subject 
to civil and criminal penalties. 

•= W-9 !Rev. u-96l 



Form W:9 (Rev, 12·96} 

Specific Instructions 
Name-If you are an i,1dividual. you must 
generally enter the narrie shown on your 
social security card. However, if you have 
changed your last name. for instance. due 
to marriage, without informing the Social 
Security Administration of the name 
change. enter your first name. the last 
name shown on your social security card, 
and your new last name. 

If the account is in joint names, list first 
and then circle the narne of the person or 
entity whose number you enter in Part I of 
the form. 

sore Proprietor.-Yo,J must enter your 
individual name as shown on your social 
security card. You may enter your 
business, trade, or "doing buSiness as" 
name on the business name line. 

Other Entities,-EntEr the business name 
as shown on required Federal tax 
documents. This name should match the 
name shown on the charter or other legal 
document creating the entity. You may 
enter any business. trade. or ~doing 
business as" name on the business name 
line. 

Part I-Taxpayer Identification Number 
(TIN) 

You must enter your TIN in the appropriate 
box. If you are a residt!nt alien and you do 
not have and are not Eiligible to get an 
SSN, your TIN is your IRS individual 
taxpayer identification number (ITIN). Enter 
it in the social security number box. If you 
do not have an ITIN, see How To Get a 
TIN below. 

If you are a sole proprietor and you have 
an EIN, you may enter either your SSN or 
EIN. However. using y:,ur EIN may result in 
unnecessal)' notices to the requester. 
Note: See the chan on this page for further 
clarification of name a.'ld TIN combinations. 
How To Get a TIN.-lf you do not have a 
TIN. apply for one imn1ediately. To apply 
for an SSN. get Form SS-5 from your local 
Social Security Administration office. Get 
Form w .. 7 to apply for an ITIN or Form 
SS·4 to apply for an EilN. You can get 
Forms W-7 and SS-4 from the IRS by 
calling 1·800-TAX-FORM 
(1-800·829-3676). 

If you do not have a TIN. write ·Applied 
For" in the space for the TIN, sign and 
date the form, and give it to the requester. 
For interest and dividHnd payments. and 
certain payments macle with respect to 
readily tradable instruments. you will 
generally have 60 days to get a TIN and 
give it to the requester. Other payments 
are subject to backup withholding. 
Note: Wnt1hg "Applie11 For" means that 
you have already applied for a TIN OR that 
you intend to apply fc:r one soon. 

Part II-For Payees Exempt From 
Backup Withholding 

Individuals Oncluding sole proprietors) are 
not exempt from backup withholding. 
Corporations are exempt from backup 
withholding for certain payments. such as 
interest and dividends. For more 
information on exempt payees. see the 
separate Instructions for the Requester of 
Form W-9. 

If you are exempt from backUp 
withholding, you should still complete this 
form to avoid possible erroneous backup 
withholding. Enter your correct TIN in Part 
!. write "Exempt" in Part II, and sign and 
date the form. 

If you are a nonresident alien or a foreign 
entity not subject to backup withholding, 
give the requester a completed Form W-8, 
Certificate of F orelgn Status. 

Part 111-Certif"ication 

For a joint account, only the person whose 
TIN is sho!Nt"l in Part I should sign (when 
required). 

1. Interest, Dividend, and Barter 
Exchange Accounts Opened Before 1984 
and Broker Accounts Considered Active 
During 1983. You must give your correct 
TIN, but you do not have to sign the 
certification. 

2. Interest. Dividend, Broker, and 
Barter Exchange Accounts Opened After 
1983 and Broker Accounts COnsidered 
Inactive During 1983. You must sign the 
certification or backup withholding will 
apply. If you are subject to backup 
withholding and you are merely providing 
your correct TIN to the requester, you must 
cross out item 2 in the certification before 
signing the form. 

3. Real Estate Transactions. You must 
sign the certification. You may cross out 
1tem 2 of the cenification. 

4. Other Payments. You must give your 
correct TIN, but you do not have to sign 
the certification unless you have been 
notified that you have previously given an 
incorrect TIN. "Other payments" fndude 
payments made in the course or the 
requester's trade or business for rents, 
royalties, goods [other than buls for 
merchandise). medical and health care 
services (includ!ng payments to 
corporations), payments to a nonemployee 
for services Oncluding attorney and 
accounting fees), and payments to certain 
fishing boat crew members. 

5. Mortgage Interest Paid by You, 
Acquisition or Abandonment of Secured 
Property, CanceUation of Debt. or IRA 
Contributions. Yoo must give your correct 
TtN. but you do not have to sign the 
certification. 

Privacy Act Notice 

Section 6109 of the Internal Revenue Code 
requires you to give your correct TIN to 
persons who must file infonnation returns 
with the IRS to report interest. dividends. 
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and certain other income paid to you, 
mortgage interest you paid, the acquisition 
or abandonment of secured property. 
cancellation of debt, or contributions you 
made to an IRA. The IRS uses the 
numbers for identification purposes and to 
help verify the accuracy of your tax return. 
The !RS may also provide this information 
to the Department of Justice for civil and 
criminal litigation and to cities, states. and 
the District of Columbia to carry out their 
tax laws. 

You must provide your TIN whether or 
not you are required to file a tax return. 
Payers most generally wlthhotd 31% of 
taxable interest. diV!dend, and certain other 
payments to a payee who does not give a 
TIN to a payer. Certain penalties may also 
apply. 

What Name and Number To 
Give the Requester 
For this type of account: I Gn,• name- and SSN of: 

,. !ndtvidtJal 

Z. Two « more 
indrviduals Qoinl 
,c,:ounl) 

3. Custodian account Of 
a minor (Uniform Gift 
to Minors Act) 

4. a. The usual 
revocable saVings 
trust (grantor ts 
also trustee) 

b. So-called trust 
account that is not 
a legal ar valid trust 
under state law 

5. Sole propfietorship 

The 1ndlVidua1 
The actual owner of the 
account or. rf tombiMld 
funds. the first individual 
011 th£. aCCOtJnt ' 
Tt1e m1no( i 

The grantor-tl"'.1stee ' 

Tne acwal owner' 

For this type of account: Givtt narn.e and EIN of: 

6. SCIE! propoetocsh1p T11e owner I 

7. A vahd tn.ist, est.ate. or Legal entity~ 
pension 1rus1 

I. Corporate T,-ie corporation 
9. Association, dub. T,e crganirat1on 

relig!OU5. charitable, 
educational, or otllef 
tax·exempt 
organ,?&t,on 

10. Partnership Tne paroiers111p 
11, A broker or registered T1'1e broil.er or nominee 

nom1."lee 
12. Account wtlh the The publ,c entity 

0eparonen1 or I 
Agriculture in the name , 
ofa public entity (sud\ 
as a state or IOCal 
government. schOol 
district. or prison) that 
receives agriCUltt.lral 
program payments 

' List first and circ~ the name Of tne person whose 
number 'JOU furnish. If only one- person on a joint 
account has 11!"1 SSN. that person's number must be 
furnished. 
1 Circle the minor's name .and lurnish the minor·s SSN. 

, Yoo must shoW your indiv'idUltl name. but you may eiso 
en.er YoUf bu'SmeSS or ~oon,g l)us,.ness as· name. Yoo 
may use either your SSN (l( EN (If you have one}. 

• List first and crtkt the name of the legal trust. estate, 
or pet'lsion trust. (Do riot furnish the TIN of the personal 
reprHentiJtlve (I( t.rvSU!@ unl65,; the iegAl entity itself is 
not designated In the account title.) 

Note: If no name is circled when more than one 
name is listed, the number wilJ be considered to 
be that of the flf'St name listed. 



AppendixH 

Address for Agreement Section 1.B .(9) Documents 

One executed original 

One executed original 

One executed original 

One executed original 

One executed original 

Model Release, 

Agreement Regarding Interpretation of Memorandum 
of Understanding, 

Authorization and Designation of City/County 
Designees 

Transfer Instructions, and 

FormW-9 

Are to be sent to the State at the following address by each City and each County: 

Tobacco Litigation Section 
Local Escrow Implementation 
Office of the Attorney General 

PO Box 944255 
Sacramento CA 94244-2550 
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APPENDIX "I" 

(MODEL ESCROW INSTRUCTIONS) 

At such time as all events and conditions set forth in Section 3.C of the National Escrow 

Agreement have been satisfied and the Escrow Agent is notified to release the escrow fonds to 

the States, the Escrow Agent shall disburse all funds held in the "California Account" 1 as 

follows: 

I. All funds allocated to the California Account shall be credited to the following 

governmental entities in the following percentages: 

(a) 50% of the funds allocated to the California Account at the time of release 

shall be credited to the State of California ("hereinafter the "State"). 

(b) The remaining funds allocated to the California Account at the time of 

release sha!J be credited to the Cities and Counties in the MOU Proportional Allocable Shares 

indicated in the following chart: 

City/County 

County of Alameda 

County of Alpine 

County of Amador 

County of Butte 

County of Calaveras 

County of Colusa 

MOU Proportional Allocable Share 

0.038684912 

0.000033659 

0.000908437 

0.005507657 

0.00096768 J 

0.000492187 

'All terms herein have the same meaning as, and are defined the same as they are 
defined in the California State Escrow Agreement. All definitions contained in the 
California State Escrow Agreement are incorporated by reference herein in these 
instructions 
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County of Contra Costa 0.024306394 

County of Del Norte 0.000709475 

County of El Dorado 0.003810330 

County ofFresno 0.020186175 

County of Glenn 0.000749939 

County of Humboldt 0.003602356 

County oflmperial 0.003305532 

County oflnyo 0.000552852 

County of Kem 0.016435785 

County of Kings 0.003068617 

County of Lake 0.001531178 

County of Lassen 0.000834616 

County of Los Angeles 0.268039045 

City of Los Angeles 0.025000000 

County of Madera 0.002664010 

County of Marin 0.006958543 

County of Mariposa 0.000432520 

County of Mendocino 0.002429787 

County of Merced 0.005395248 

County of Modoc 0.000292681 

County of Mono 0.000301088 

County of Monterey 0.010755839 

County ofNapa 0.003349746 

County of Nevada 0.002374293 

County of Orange 0.072899828 

County of Placer 0.005225682 

County of Plumas 0.000596945 

County of Riverside 0.035395529 

County of Sacramento 0.031488456 
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County of San Benito 0.001109788 

County of San Bernardino 0.042894526 

County of San Diego 0.075544785 

City of San Diego 0.025000000 

City and County of San Francisco 0.046893906 

County of San Joaquin 0.014535111 

County of San Luis Obispo 0.006567395 

County of County of San Mateo 0.019645843 

County of Santa Barbara 0.011177653 

County of Santa Clara 0.045289595 

City of San Jose 0.025000000 

County of Santa Cruz 0.006947596 

County of Shasta 0.004446650 

County of Sierra 0.000100343 

County of Siskiyou 0.001316461 

County of Solano 0.010294983 

County of Sonoma 0.011740576 

County of Stanislaus 0.011205295 

County of Sutter 0.001948033 

County of Tehama 0.001500755 

County ofTrinity 0.000395050 

County of Tulare 0.009433088 

County of Tuolumne 0.001465402 

County ofVentura 0.020232324 

County of Yolo 0.004266892 

County of Yuba 0.001760926 

1.000000 
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2. The amounts credited to the State and to the Cities and Counties pursuant to 

Section 1 above shall be transferred by wire transfer as follows: 

(a) The amount credited to the State shall be wire transferred to the 

"California State General Fund." 

(b) If the State has notified the Escrow Agent that a City or County has 

attained the status of Eligible City and/or Eligible County, all amounts credited to such Eligible 

City and/or Eligible County shall be wire transferred to the accounts specified by such Eligible 

Cities and/or Eligible Counties in the "Transfer Instructions" submitted to the Escrow Agent 

pursuant to section_ ofthe"Califomia State Escrow Agreement" (modeled after section 

I.B.(9)(d) of the"Agreement Regarding Interpretation of Memorandum of Understanding"). 

(c) !fthe State has not notified the Escrow Agent that a City or County has 

attained the status of Eligible City and/or Eligible County, all amounts credited to such City 

and/or County shall be transferred to the "City/County Account" established pursuant to section 

_ ofthe"Califomia State Escrow Agreement" (modeled after section 4.B.(2)(ii) of the 

"Agreement Regarding Interpretation of Memorandum of Understanding"), and held by the 

Escrow Agent ( along with any earnings thereon), separate and apart from all other funds and 

accounts of the Escrow Agent, the State, the Eligible Cities, Eligible Counties and the 

Participating Manufacturers until the Escrow Agent receives further instructions pursuant to 

section_ of the California State Escrow Agreement (modeled after section 4.B.(2)(ii) of the 

"Agreement Regarding Interpretation of Memorandum of Understanding"). 
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Appendix J 

Mathematical Example: 
State as Responsible Entity 

Offset Recouped in One Year 

Assumptions: An annual payment of$1,000 is due to be released to the California Account. 
However, an Original Participating Manufacturer claims an offset of $100 against this payment, 
because of a judgment obtained by the State on a released claim. The California Account 
therefore rec,eives a payment of only $900. All Cities and Counties are Eligible Cities/Counties. 

Instructions: Absent other instructions, the Escrow Agent would normally divide this amount by 
giving $450 to the State and $450 to the Cities and Counties. However, pursuant to 
section 4.C.(2)(a)(i) ofthis Agreement, the State notifies the Escrow Agent and the City/County 
Steering Committee that the $100 offset has occurred and that the State is the Responsible Party. 
The State instructs the Escrow Agent to deduct one-half of the amount of the offset (or $50) from 
the State's share, and credit that amount to the City and County share. The Escrow Agent 
therefore transmits $400 to the State and transmits the remaining $500 to the Cities and Counties, 
pursuant to tlleir MOU Proportional Allocable Shares. Thus all parties are returned to the same 
position that they would have been in if the offset had not occurred. 
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AppendixK 

Mathematical Example: 
City I County as Responsible Entity 

Offset Recouped in One Year 

Assumptions: An annual payment of $1,000 is due to be released to the California Account. 
However, an Original Participating Manufacturer claims an offset of $10 against this payment, 
because of a judgment obtained by the City and County of San Francisco on a released claim. 
The California Account therefore receives a payment of only $990. Based on the 1990 Official 
United States Decennial Census, San Francisco's MOU Proportional Allocable Share is equal to 
4.6893906% of the total money to be split among the Cities and Counties. All Cities and 
Counties are Eligible Cities/Counties. 

Instructions: Absent other instructions, the Escrow Agent would normally divide the $990 
payment by giving $495 to the State and $495 to the Cities and Counties. However, pursuant to 
section 4.C.(2)(a)(ii) of this Agreement, the State notifies the Escrow Agent and the City/County 
Steering Committee that the $10 offset has occurred and that San Francisco is the Responsible 
Entity. The State instructs the Escrow Agent to deduct one-half of the amount of the offset ( or 
$5) from the City/County share and credit that amount to the State share. The Escrow Agent 
therefore transmits $500 to the State and divides the remaining $490 among the Cities and 
Counties. The State further instructs the Escrow Agent to deduct the full amount of the offset 
($10) from the amount that would normally be paid to San Francisco pursuant to its MOU 
Proportional Allocable Share, and to redistribute this amount to all Cities and Counties 
(including San Francisco) pursuant to their MOU Proportional Allocable Shares. This is 
demonstrated graphically as follows: 

Step 1: 

Step 2: 

Divide California Payment 50/50 between the State and the Cities and Counties. 

(a) $990 I 2 = $495 (State Share) 
$495 (City/County Share) 

Calculate the Base MOU Proportional Allocable Shares of the 
Cities and Counties ("City/County Base MP AS") by multiplying 
the City/County Share by the MOU Proportional Allocable Share 
percentages ("MP AS%"). 

(a) City/CountySharex MPAS% = City/CountyBaseMPAS 

(b) Repeat for each City and County 

(c) San Francisco's Base MPAS is; $495 x .046893906 = $23.21248347 
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Step 3: 

Step 4: 

Deduct Yz of the offset amount from the Responsible Entity's Base 
MP AS and adjust the State Share by adding this amount to the 
State Share. 

(a) State Share+ (Offset Amount I 2) = Adjusted State Share 

(b) Under this example, the Adjusted State Share is: 
$495 + ($10 / 2) = $500 

(c) San Francisco's Adjusted Base MPAS is: 
$23.21248347 - $5 = $18.21248347 

Deduct the remaining Y, of the offset amount from the Responsible 
Entity's Base MPAS and adjust the Cities' and Counties' Base 
MP AS by adding their MP AS% of this amount to their respective 
BaseMPAS. 

(a) [(Offset Amount I 2) x MPAS%] + Base MPAS = City/County 
Adjusted Base MPAS 

(b) Repeat for each City and County 

(c) San Francisco's Adjusted Base Amount is: 
[($10 I 2) x .046893906] + ($18.21248347 - S) = $13.446953 
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Appendix L 

Mathematical Example: 
State as Responsible Entity 

Offset Not Recouped in First Year 

Assumptions: An annual payment of$1,000 is due to be released to the California Account. 
However, an Original Participating Manufacturer claims an offset of$750 against this payment, 
because of a judgment obtained by the State on a released claim. The California Account 
therefore receives a payment of only $250. The next year, the California account receives its 
regular annual payment of$1,000. The applicable rate of interest pursuant to section 4.C.{I)(b) 
of this Agreement is assumed to be 5%. All Cities and Counties are Eligible Cities/Counties. 

Instructions: Absent other instructions, the Escrow Agent would normally divide this amount by 
giving $125 to the State and $125 to the Cities and Counties. However, pursuant to 
section 4.C.2(b)(i) of this Agreement, the State notifies the Escrow Agent and the City/County 
Steering Committee that the $750 offset has occurred and that the State is the Responsible Entity. 
The State instructs the Escrow Agent to deduct one-half of the amount of the offset (or $375) 
from the State's share. Since this exceeds the amount of the State's share, the State instructs the 
Escrow Agent to credit the entire amount of its payment for the year to the City and County 
share, and to deduct the unreimbursed amount ($250, plus interes~ as described in section 
4.C.(I)(b) of this Agreement) from its next payment(s). In the first year, the Escrow Agent 
therefore transmits nothing to the State and distributes the entire $250 to the Cities and Counties, 
pursuant to their MOU Proportional Allocable Shares. In the next year, the Escrow Agent will 
deduct $250 (plus $12.5 in interest at the hypothetical rate of5%) from the State's share, and 
credit this amount to the Cities'/Counties' share. Thus the State will receive $237.5 and the 
Cities/Counties will receive $762.5. Including the money the State received directly from the 
Original Participating manufacturer, the two year cash flow would be as follows: 

Year 

l 
2 
Total: 

State 

$750 
$237.5 
$987.5 

Cities and Counties 

$250 
$762.5 

$1,012.5 

Thus in effect, the State receives an advance of settlement funds in the first year, and pays this 
advance back to the Cities and Counties, with interest, in the second year. 
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AppendixM 

Mathematical Example: 
City I County as Responsible Entity 
Offset Not Recouped in First Year 

Assumptions: An annual payment of $1,000 is due to be released to the California Account. However, an 
Original Participating Manufacturer claims an offset of $40 against this payment, because of a judgment 
obtained by the City and County of San Francisco on a released claim. The California Account therefore 
receives a payment of only $960. The next year, the California account receives its regular annual payment of 
$1,000. The applicable rate of interest pursuant to section 4.C.(l)(b) of this Agreement is assumed to be 5%. 
Based on the 1990 Official United States Decennial Census, San Francisco's MOU Proportional Allocable 
Share is equal to 4.6893906% of the total money to be split among the Cities and Counties. The remaining 
Cities and Counties have a combined MOU Proportional Allocable Share of95.3106094. All Cities and 
Counties are Eligible Cities/Counties. 

Instructions: Absent other instructions, the Escrow Agent would normally divide the $960 payment by giving 
$480 to the State and $480 to the Cities and Counties. San Francisco's MOU Proportional Allocable Share of 
$480 would be $22.50. However, pursuant to section 4.C.(2)(b)(ii) of this Agreement, the State notifies the 
Escrow Agent and the City/County Steering Committee that the $40 offset has occurred and that San Francisco 
is the Responsible Entity. Since the amount of the offset exceeds San Francisco's MOU Proportional Allocable 
Share, the State instructs the Escrow Agent to credit the State with one-half of San Francisco's MOU 
Proportional Allocable Share ($11.25), and to credit the Cities and Counties ( excluding San Francisco) with the 
other half ($11.25). The State further instructs the Escrow Agent to calculate San Francisco's MOU 
Proportional Allocable Share of the amount credited to the Cities and Counties ($11.25 x .046893906 = $.52), 
and credit one-half of this amount ($.26) to the State and one-half to the Cities and Counties (excluding San 
Francisco). Thus in the first year, the Escrow Agent pays nothing to San Francisco, pays $491.51 to the State 
($480.00 + $11.25 + $.26 = 491.51), and divides 46~.49 [$480 - I 1.25 • .26 + = 468.49] among the Cities and 
Counties ( excluding San Francisco), based on their pro rata MOU Proportional Allocable Shares. The State 
further instructs thE: Escrow Agent to deduct the unreimbursed amount [$40 - 22.50 • .52 = 16.98] plus interest 
as described in section 4.C.(l)(b) of this Agreement) from the next payment(s) due to San Francisco. In the 
second year, the Escrow Agent will deduct $16.98 (plus $.84 in interest at the hypothetical rate of5%, for a 
total deduction of$17.82) from San Francisco's share, and credit one-half of this amount ($8.91) to the State 
and one-half to the to the Cities'/Counties' share, to be redistributed to all Cities and Counties (including San 
Francisco) based on their MOU Proportional Allocable Share. San Francisco therefore receives a payment in 
the second year equal to: 

($500 x .046893906) 17.82 + ($8.91 x 046893906) = 
(23.44) - 17.82 + (0.42) = 6.04 

The State will receive $508.91. The Cities and Counties other than San Francisco receive: 500 -23.44 + 8.91 • 
.42 = 485.05. Including the money that San Francisco received in the first year directly from the Original 
Participating Manufacturer (thereby triggering the offset), the two year cash flow would be as follows: 

Year State San Francisco Other Cities and Counties 

I $491.51 $40. 468.49 
2 $508.91 $ 6.04 485.05 
Total: $!,000.42 $46.04 953.54 
2 yr. av. $1,000. $46.88 953.12 
Difference +.42 ·.84 +.42 
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Because San Francisco has to pay interest, it receives $.84 less than its normal two-year allocation (which is 
23.44 x 2 = 46.88) but it receives the bulk ofits money sooner. Conversely, because the State and the other 
Cities and Counties are paid interest, they receive $.42 more than their normal two-year allocation [$1,000 for 
the State, $953.12 for the other Cities and Counties], but they get less in the first year. 

Step 1: 

Step 2: 

Step 3: 

Step 4: 

Step 5: 

This is demonstrated graphically as follows: 

Divide California Payment 50/50 between the State and the Cities and Counties. 

(a) $960 I 2 = $480 (State Share) 
$480 (City/County Share) 

Calculate the Base MOU Proportional Allocable Shares of the Cities and 
Counties ("City/County Base MP AS") by multiplying the City/County Share by 
the MOU Proportional Allocable Share percentages ("MP AS%"). 

(a) City/County Share x MP AS% = City/County Base MP AS 

(b) Repeat for each City and County 

(c) San Francisco's Base MPAS is: $480 x .046893906 = $22.50907488 

Deduct V, of the Responsible Entity's Base MP AS and adjust the State Share by 
adding this amount to the State Share. 

(a) State Share+ (Responsible Entity Base MP AS / 2) = Adjusted State Share 

(b) Under this example, the Adjusted State Share is: 
$480 + ($22.50907488 / 2) = $491.25 

Deduct the remaining V, of the Responsible Entity's Base MP AS and adjust the 
Cities' and Counties' Base MPAS by adding their MPAS% of this amount to 
their respective Base MP AS. 

(a) [(ResponsibleEntity'sBaseMPAS / 2) xMPAS%J+BaseMPAS = 
City/County Adjusted Base MP AS 

(b) Repeat for each City and County 

(c) San Francisco's Adjusted Base Amount is: 
[($22 50907488 I 2) x .046893906 + O] = $.5277692189091 

Deduct \I, of the Responsible Entity's Adjusted Base MP AS and adjust the 
Adjusted State Share by adding this amount to the State Share. 

(a) Adjusted State Share + (Responsible Entity Adjusted Base MPAS / 2) = 
State Distribution 

(b) Under this example, the State Distribution is: 
$491.25 + ($.5277692189091 I 2) = $491.51 
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Step 6: 

Step 7: 

Step 8: 

Step 9: 

Step 10: 

Calculate the Enhanced MPSA% of each City and County ( except the 
Responsible Entity) by their proportional share of the Responsible Entity's 
MP AS% to their respective MP AS%. 

(a) 

(b) 

Individual MP AS% I Combined MP AS% ( excluding Responsible Entity)' = 
Enhanced MP AS% 

Repeat for each City and County 

Deduct the remaining V, of the Responsible Entity's Adjusted Base MP AS and 
adjus:t the Cities' and Counties' Adjusted Base MP AS by adding their Enhanced 
MP AS% of this amount to their respective Adjusted Base MP AS. 

(a) 

(b) 

(c) 

( (Responsible Entity's Adjusted Base l\.1P AS I 2) x Enhanced MP AS% J + 
City/County Adjusted Base l\.1P AS = City/County Distribution 

Repeat for each City and County 

San Francisco's Distribution is $0 

Calculate Principal owed by the Responsible Entity and begin time for interest to 
run on amount owed. 

(a) Offset Amount - Responsible Entity's Base MPAS - Responsible Entity's Adjusted Base 
MP AS = Principal Amount Owed 

(b) San Francisco's Principal owed is: $40 - $22.50 - $.52 = $16.98 

At time of next payment by the Tobacco Industry, calculate principal and interest 
owe:! by the Responsible Entity. 

(a) Principal Owed + Interest on Principal Since Last Distribution = Offset Amount 

(b) San Francisco's Offset owed at the time of the next payment is: 
$16.98 + $.84 = $17.82 

(see following page) 

'Under this example, the Combined MPAS% is: I - .046893906 = .953106094 
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Step 10: Deduct the Offset Owed from the Responsible Entity's MP AS of the second year 
payment and divide this amount 50/50 between State and Cities and Counties. If 
the amount owed is less than the Responsible Entity's MPAS, then utilize 
redistribution methodology embodied in "Appendix K." If the amount owed is 
greater than the ResponSJble Entity's MPAS, then utilize redistribution 
methodology embodied in this Appendix M. 

(a) 

(b) 

(c) 

Under this example, the year two Adjusted State Share would be: 
($1000 I 2) + ($17.82 I 2) = $508.91 

Under this example, the year two Cities' and Counties' Adjusted MP AS would be: 
[($1000 I 2) x MPAS%] + [($17.82 I 2) x MPAS%] 
= City/County Adjusted MP AS 

In year two, San Francisco would receive: 
( [($1000 I 2) x .046893906] - $17.82) + [($17.82 I 2) x 046893906] = $6.04 
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TOBACCO COMPANY; BROWN & 

20 WILLIAMSON TOBACCO CORPORATION; 
B.A.T. INDUSTRIES, P.L.C.; BRITISH 

21 AMERICAN TOBACCO COMPANY; 
LORILLARD TOBACCO COMPANY, INC.; 

22 AMERICAN TOBACCO COMPANY, INC.; 
UNITED STATES TOBACCO COMPANY; HILL 

23 & KNOWLTON, INC.; THE COUNCIL FOR 
TOBACCO RESEARCH-U.S.A., INC.; 

24 TOBACCO INSTITUTE, INC.; SMOKELESS 
TOBACCO COUNCIL, INC. and DOES 1-200, 

25 inclusive, 

26 Defondants. 

27 

28 
I 

J.C.C.P. 4041 

(Sacramento Superior Court 
Case No: 97 AS0303 I) 

NOTICE OF MOTION AND 
MOTION FOR APPROVAL 
OF' AMENDMENT TO THE 
AGREEMENT REGARDING 
INTERPRETATION OF 
MEMORANDUM OF' 
UNDERSTANDING 
APPLICABLE ONLY TO THE 
STATE OF CALIFORNIA 
AND EACH ELIGIBLE CITY 
OR COUNTY THAT 
EXECUTES IBE SAME;. 
MEMORANDUM OF' POINTS 
AND AUTHORITIES 

Date: June 3, 200 I 
Time: 3 :00 p.m. 
Dept: 69 
Judge: Ronald S. Prager 
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l PLEASE TAKE NOTICE that on June 3, 2001, at 3:00 p.m., the Honorable Ronald S. 

2 Prager, will issue a telephonic ruling on the joint motion of the People of the State of California and 

3 the Counties of Sacramento and San Diego for an order approving the "Amendment to Agreement 

4 Regarding Interpretation of Memorandum of Understanding Affecting Only the State of California 

5 and Each Eligibfe City and Eligible County Which Is a Signatory Hereto," (Exhibit A), which is 

6 necessary to facilitate the Securitization Transactions contemplated by certain Eligible Cities and/or 

7 Counties. 

8 Plaintiffs motion will be based on this Notice of Motion, Memorandum of Points and 

9 Authorities, and all papers, pleadings and records on file in this action and on such other and further 

IO argument and evidence as may be presented. 

11 /// 

12 /// 

13 / / / 
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Defendants may obtain a date fororal argument by calling the Tobacco Litigation Calendar 

2 Clerk at (619) 531-133 l by 4:00 p.m. on Friday of the same week as the telephonic ruling. 

3 

1.J I/\,/. 4 Dated: __:J._r----, 2001 
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10 
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14 

15 

16 

17 

18 

19 
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21 

22 
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24 

25 

26 

27 

and 

and 

Respectfully submitted, 

BILL LOCKYER 

Attorney General of the State of California 

RICHARD M. FRANK 
Chief Assistant Attorney General 

DENNIS ECKHART 
Senior Assistant Atto 

' 
Attorneys for Plaintiffs 

COUNTY OF SACRAMENTO 

ROBERT A. RYAN, JR. 
County Counsel 

M. HOLLY GILCHRIST 
Deputy County Counsel 

COUNTY OF SAN DIEGO 

JOHN J. SANSOME 
County Counsel 

WILLIAM SMITH 
Deputy County Counsel 

MEMORANDUM OF POINTS AND AUTHORITIES 

On December 9, 1998, this Court entered the Consent Decree and Final Judgment 

28 ("Consent Judgment"), approving the terms of the Master Settlement Agreement ("MSA") reached 

3 
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Defendants may obi.sin a date for oral ~'Ufflenlby calling the: Tobacco Litigation Calendar 

2 Clerk at (619).531-1331 by 4:00 p.m. WI Friday of th,: s.imc: wec:k as _the telephonic ruling. 

3 

4 D~ed: ~~~~_...,.2001 

5 Rc.pc:ctfully subrnitled, 

BILL LOCKYER .6 
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10 

l I 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

24 

:ZS 

27 

and 

and 

Attorney (jener~I uf the s~ ~f California 

RICHARD M. FRAJ\'K 
Chief Assistant An.om.ey General 

D.UNNIS ECKHART 
Senior Assistant Attorney General 

CORINNli MUR.PHY 
Deputy AUomey General 

Atlumc:yi for Plaintiffs · 

COUNTY-OF SACF..AMENTO 
ROSf.R.T A. RV AN, JR. 
County Counsel 

COUNTY OF SAN omGo 

JOHN J. SANSOM!:{ 
County C(ll.lnsel 

WILLIAM SMITI-1 
Deputy Cnunty Counsel 

MEMORANDUM OF l'OJNTS AND AUTHORITIES 

On Decembcr.9, 1998. ihis Court entered the Consent Decree.and Final Judgmen~ 

zs ("C:On~entJudgmct1t"), appr1:1ving thetcrrn~ ofchc: M!1-1tcr Senlcmcnt Agr"mc:nt("MSA") reached 
. l . 



Def end ants may obtain a date for oral argument by calling the Tobacoo Litigation Calendar 

2 Clerk at (619) 531-133 I by 4:00 p.m. on Friday oflhe same week as the telephonic ruling. 

3 

4 Dat«I: 
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)7 
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27 

____ _.2001 

at1d 

and 

Rospee1t'ully submitted, 

BlLL LOCKYf.[l 

Attorney General of the State of California 

RJCUARD M. FRANK 
Chief Assistant Attorney C'.reneral 

DliNNIS ECKHART 
Senior Auistant Attorney General 

CORINNE MURPHY 
Deputy A1tomey Gelleral 

Attorneys for Plaintiffs 

COUNTY OF SACRAMe.NTO 

ROBERT A RYAN, JR. 
County Counsel 

M. HOLLY GILCHRIST 
Deputy County c.:o,.msc( 

COUNTY OF SAN DIF.GO 

JOHN J. SANSOME 
County Counsel 

/}}11~~ 

WlLJ .. IAM SMITH 
D.:puty County C.01.ms~( 

MEMORANDUM OF POINTS AND AUTHORITIES 

On December 9, 1998, 1bi" C'.ourt entered the Coni.eot l::>ecree and Final Judgment 

28 ("Consent Judgment'"), approving the terms of!he Ma»ter SetUemcnt Agreement ("MSA ~) reached 
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1 between the Attorneys General of 46 states, 5 territories, the District of Colombia, and the tobacco 

2 industry. Pursuant to the terms of the Memorandum of Understanding ("MOU"), which was also 

3 approved as part of the Consent Decree, the Attorney General on behalf of the People agreed to share 

4 a portion of the tobacco settlement funds corning to the State of California through the MSA with 

5 all California Counties and the Cities of Los Angeles, San Diego, San Francisco, and San Jose 

6 ("Cities and Counties"). Pursuant to paragraph VI(A) of the Consent Decree and Final Judgment, 

7 this Court retained continuing jurisdiction to implement the settlement. 

8 In December 1999, the People and the California Cities and Counties prosecuting 

9 tobacco claims in J .C.C.P. 4041 asked this Court to enter an order approving a further document, the 

10 Agreement Regarding Interpretation of Memorandum of Understanding ("ARIMOU"), which 

11 was necessary to implement disbursal of tobacco settlement proceeds to the Eligible Cities and 

12 Counties. That order was entered on January 18, 2000. The ARIMOU was executed by all the Cities 

13 and Counties. The State, through the Attorney General, entered into an agreement with Citibank, 

14 N.A., to act as escrow agent to disburse half of the tobacco settlement proceeds to the Cities and 

15 Counties. Several disbursements have already been made in accordance with these agreements. 

16 The Counties of Sacramento and San Diego are contemplating "securitiz.ation" 

17 transactions by which they would seJl their rights to receive some or all of their shares of the 

18 settlement proceeds. To effect such a sale, the counties must place restrictions on their ability to 

19 change the transfer instructions they give the Attorney General, which the Attorney General passes 

20 on to the escrow agent for the disbursal of funds. Although the ARIMOU provides for amending 

21 transfer instructions, it does not provide for the type of amendment necessary to effectuate the sale 

22 of this asset. 

23 By this motion, the State and the Counties of San Diego and Sacramento ask this 

24 Court to enter an order approving an amendment to the ARIMOU which will provide a modified 

25 procedure regarding transfer instructions, which will be applicable to the State of California on one 

26 hand and each City or County that elects to become a signatory thereto. 

27 /// 

28 /// 
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1 

2 

ARGUMENT 

On August 5, 1998, the Cities and Counties which were litigating against the Tobacco 

3 Industry in the J.C.C.P. 4041 action reached agreement with the Attorney General, regarding joint 

4 prosecution of tobacco claims against the tobacco indusay. This agreement was embodied in the 

5 MOU which, along with the MSA, was approved by this Court on December 9, 1998, as Exhibit B 

6 to the Consent Judgment. The MOU provides that if the parties received a monetary award, whether 

7 by settlement or trial, the monetary recovery would be divided equally between the State and the 

8 Cities and Counties. By virtue of the MOU, the Cities and Counties receive 50% of all tobacco 

9 settlement proceeds received by California pursuant to the MSA. The Cities and Counties, which 

IO are parties to the J.C.C.P. 4041 Coordinated Proceedings negotiated the AR1MOU to implement the 

J J process by which the Cities and Counties receive their share of the tobacco settlement proceeds. On 

12 January 18, :woo, the ARIMOU was approved by order of this Court. 

13 The Counties of San Diego and Sacramento now contemplate a "securitization" 

14 transaction, in which each of them would sell its right to receive its MOU Proportional Allocable 

15 Share of the settlement payments to a non-profit corporation or other transferee. The buyer would 

J 6 raise money to purchase the share(s) by borrowing it from a joint powers authority. The authority, 

17 whose members would be two or more of the Eligible Cities and Counties, would issue bonds to 

18 generate money to loan to the buyer. The buyer would use the proceeds of the bond sale to pay the 

19 purchase price to the city or county that is selling its share of the settlement. As part of the 

20 transaction, related bonds will be issued under an indenture between the relevant authority and a 

21 trustee {the "Indenture Trustee"). The share of the settlement payments of a participating city or 

22 county would be pledged to secure repayment of the related bonds. 

23 Once the related bonds are issued and so long as they are outstanding, the city or 

24 county will need to provide that its share of the settlement payments are to be transferred directly to 

25 the Indenture Trustee by the Escrow Agent. Thus, so long as such bonds are outstanding, the city 

26 or county will need to agree that no further transfer instructions may be given to the State for 

27 transmission to the escrow agent unless they are countersigned by a representative of the Indenture 

28 Trustee. The city or county will also need to agree that, after the related bonds are repaid, any further 

5 
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1 transfer instructions must be countersigned by the relevant buyer (or any successor transferee). It 

2 is anticipated that other Eligible Cities and Eligible Counties may also decide to engage in a 

3 securitization transaction. 

4 The ARlMOU currently provides that the State shall instruct the Escrow Agent to 

5 disburse each Eligible City's and/or Eligible County's MOU Proportional Allocable Share to a single 

6 account as specified pursuant to instructions received by the State from the Eligible City or Eligible 

7 County. This account infonnation must be given in the form of Transfer Instructions jointly 

8 executed by two of the three designees for the Eligible City or Eligible County. (ARJMOU, 

9 § 4.B.(2)(i)(aa) and Appendix F). This motion seeks court approval of an amendment to 

10 section 4.B.(2)(i)(bb) to add the following paragraph at the end of the present text: 

11 

12 

13 

14 

"Modifications to instructions described in Section 4.B.(2)(i)(aa) above may 
contain instructions that the same may not be further modified without the 
counter signature of a third party designated in the instructions including but 
not limited to, an indenture trustee for bonds secured by the MOU 
Proportional Allocable Share of an Eligible City or Eligible County or a 
transferee to which an MOU Proportional Allocable Share has been sold or 
otherwise assigned or disposed of." 

15 (See proposed "Agreement Regarding Interpretation of Memorandum of Understanding Affecting 

16 Only the State of California and Each Eligible City and Eligible County Which 

17 Is a Signatory Hereto," attached as Exhibit A). 

18 /// 

19 / / / 

20 /// 
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I CONCLUSION 

2 F ori,11 of the above reasons, the State and the Counties of San Diego and Sacramento jointly 

3 request that the Court approve the Amendment to the ARJMOU and enter the order submitted with 

4 this motion. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Dated; ~ 2001 

Respectfully submitted, 

BILL LOCKYER 
Attorney General of the State of California 

RICHARD M. FRANK 
Chief Assistant Attorney General 

DENNIS ECKHART c•mt omey ""'=' 

CORINNE MURPHY 

and 

Deputy Attorney General 

Attorneys for Plaintiffs 

COUNTY OF SACRAMENTO 

ROBERT A. RY AN, JR 
County Counsel 

M. HOLLY GILCHRJST 
Deputy County Counsel 

and COUNTY OF SAN DIEGO 

JOHN J. SANSOME 
County Counsel 

WILLIAM SMITH 
Deputy County Counsel 
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and 

R~pcctfully submitted, 

BILL LOCKYER. 
A.nomey General of the State of California 

RJCHAR.D M. FRANK 
Chief Assistanl Attorney Gen=.! 
DENNIS UCKHART 
Senfor A~sis'Wlt Attorney General 

CORINNE MURPHY 
Deputy Attomey General 

Auorne~ for Ph1intiff~ 

COUNl'V OF SAC:Rft.MP..NTO 
ROBERT A' {(YAN, JR. 
Cuunzy l' ounsel 

• 

'1r1 ~ a:. h j,AJE 
M.~01.1.V L~~T-........ 
l)cputy Co ty Cmin•el 

COUNTY Of SAN DIEGO 

JOHN J. SANSOME 
County Counsel 

WILLIAM SMITH 
Deputy Cuunl)' Coun.vel 



CONCLUSION 

2 For iJ I of the Phove reasons. the State and the Counties c;,f San Diegu ,md SitcrMicnto jointly 

3 request that the Court approve the Amendment 10 the ARIMOU and enter the order ~ubmined with 

4 this motion. 
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BU.L LOCKYER 
Anomey General of the State of California 

RICIIARD M. fRANK 
Chief Assistant Attom1<y Genera.I 

DENNIS ECKHART 
Senior l\$sistant Attorney General 

CORINNE MURPHY 
Deputy Attorney G=neral 
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COUNTY OF SACRAMENTO 
ROBllRT A. RYAN,JR, 
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Deputy County Counsel 

and COUNTY OF SAN DIEGO 

JOHN J, SANSOMU 
County Cnun::.el 
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I AMENDMENT TO AGREEMENT REGARDING INTERPRETATION OF 
ME:MORANDUM OF UNDERSTANDING AFFECTING ONLY THE 

2 STA Tl[ OF CALIFORNIA AND EACH ELIGIBLE CITY AND ELIGIBLE 

3 

4 

COUNTY WHICH IS A SIGNATORY HERETO 

Thi.s Amendment to Agreement Regarding Interpretation of Memorandum 

5 of Understanding affecting only the State of California (the "State") and each Eligible City 

6 and Eligible County which is a signatory hereto. 

7 

8 

WITNESSETH 

WHEREAS, the State, four cities, fifty-seven counties and one city and 

9 county have heretofore become signatories to an Agreement Regarding Interpretation of 

IO the Memorandum of Understanding (the "ARIMOU") which was approved by the 

11 J.C.C.P. 4041 Court on January 18, 2000; and 

12 WHEREAS, the ARIMOU provides interpretations of an agreement entitled 

13 Memorandum of Understanding (the "MOU"), attached as Appendix A to the ARIMOU, 

14 to which the State as well as others, are parties; and 

15 WHEREAS, one of the purposes of the ARIMOU is to specify the 

16 procedures by which funds allocated to Cities and Counties pursuant to the MOU are to be 

17 transferred to Cities and Counties by the Escrow Agent; and 

18 WHEREAS, Section 4 of the ARIMOU contemplates that with respect to an 

19 Eligible City or an Eligible County, the transfer instructions are limited to providing only 

20 bank routing information as to the Account into which a transfer is to occur; and 

21 WHEREAS, one or more of each Eligible City and Eligible County 

22 contemplate series of transactions (each such series a "Securitization Transaction") in 

23 which each of them would sell its right to receive its MOU Proportional Allocable Shares 

24 to a non-profit corporation or other transferee ( each a "Buyer") which in tum would 

25 borrow the money to purchase the same from joint powers authorities ( each an 

26 "Authority"),. the members of which will be two or more of the Eligible Cities and Eligible 

27 Counties, and each Authority would issue bonds (collectively, the "Bonds" and 

28 individually the "Related Bonds") to generate the proceeds to loan to each Buyer which in 

I 
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l tum would use the proceeds to pay the purchase price to the Eligible City or Eligible 

2 County selling the same; and 

3 WHEREAS, in a Securitization Transaction, Related Bonds will be issued 

4 under an indentui:_e between the relevant Authority and a trustee (the "Indenture Trustee"); 

5 and 

6 WHEREAS, in a Securitization Transaction, the MOU Proportional 

7 Allocable Share ofa participating Eligible City or Eligible County will be pledged to 

8 secure repayment of the Related Bonds; and 

9 WHEREAS, in a Securitization Transaction, each participating Eligible City 

10 or Eligible County will wish to provide that, once the Related Bonds are issued as herein-

11 above described, and so long as the Related Bonds are outstanding, all amounts of its 

12 MOU Proportional Allocable Share are to be transferred directly to the Indenture Trustee 

13 for the Related Bonds, and that, so long as such Bonds are outstanding, no further transfer 

14 instructions may be provided to the State for transmission to the Escrow Agent unless 

15 countersigned by a representative of the Indenture Trustee and, after the Related Bonds are 

16 repaid, unless countersigned by the relevant Buyer ( or any successor transferee); and 

17 WHEREAS, the State wishes to amend the ARIMOU as it relates to the 

18 State on the one hand and each Eligible City and Eligible County contemplating a 

19 Securitization Transaction so as to permit instructions to the Escrow Agent under Section 

20 4 of the ARIMOU given by such Eligible City or Eligible County, as the case may be, to 

21 limit modifications to transfer instructions only to modifications counter-signed or 

22 otherwise approved by the relevant Indenture Trustee, the relevant Buyer, or any successor 

23 in interest to either; 

24 NOW, THEREFORE, THE PARTIES HERETO AGREE AS FOLLOWS: 

25 SECTION 1: DEFINITIONS 

26 All capitalized terms used herein which are not defined herein shall have the 

27 meanings attributed to them in the ARIMOU. 

28 /// 
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I SECTION 2: SUBSTANTIVE AMENDMENTS 

2 Effective upon execution and delivery hereof and following approval by the 

3 J.C.C.P 4041 Court, Section 4.A(2)(i)(bb), of the ARIMOU shall be amended by adding 
• 

4 the following at the end of the present text: "Modifications to instructions described in 

5 Section 4.B.(2)(i)(aa) above may contain instructions that the same may not be further 

6 modified without the counter signature of a third party designated in the instructions 

7 including but not limited to, an indenture trustee for bonds secured by the MOU 

8 Proportional Allocable Share of an Eligible City or Eligible County or a transferee to 

9 which an MOU Proportional Allocable Share has been sold or otherwise assigned or 

l O disposed of." 

11 SECTION :3: APPLICABILITY 

12 Subject to approval by the J.C.C.P. 4041 Court, the provisions of this 

13 Amendment shall only apply to the State on the one hand and each Eligible City and 

14 Eligible County executing the same, and shall be effective as to each such Eligible City 

15 and Eligible County upon execution and delivery to the State of one or more counterparts 

16 by the State and such Eligible City and Eligible County. 

17 SECTION 4: COUNTERPARTS 

18 This Amendment may be executed in two or more counterparts each of 

19 which collectively shall comprise the original of this Amendment. 

20 IN WITNESS WHEREOF, each of the State and each signatory Eligible 

21 City and Eligible County has executed this Agreement as of the date set forth opposite the 

22 name of each such signatory on the signature pages. 

23 

24 Dated: 

25 

26 

27 Dated: 

28 
~~-~~~~~~~-

[ELIGIBLE CITY/ELIGIBLE COUNTY] 

By: __________ _ 

STAIB OF CALIFORNIA 

By:~~~~~~~~~~~-
3 
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I BILL LOCKYER 
Attorney General ofthe State of California 

2 RICHARD M. FRANK 
Chief Assistant Attorney General 

3 DENNIS ECKHART 
Senior Assistant Attorney General 

4 CORINNE MURPHY 
Deputy Attorney-General 

5 State Bar No. 
1300 I Street 

6 P.O. Box 944255 
Sacramento, CA 94244-2550 

7 Telephone: (916) 324-5346 
Fax: (916) 323-0813 

8 Attorneys for Plaintiffs 

9 

10 

11 

SUPERIOR COURT OF CALIFORNIA 

COUNTY OF SAN DIEGO 

CENTRAL 
12 

13 
PEOPLE OF THE STA TE OF CALIFORNIA 

14 ex rel. DANIELE. LUNGREN, ATTORNEY 
GENERAL OF THE STATE OF CALIFORNIA; 

15 S. KIMBERLY BELSHE, DIRECTOR OF 
HEAL TH SERVICES OF THE ST ATE OF 

16 CALIFORNIA, 

17 Plaintiffs, 

18 v. 

19 PHILIP MORRIS, INC.; R.J. REYNOLDS 
TOBACCO COMPANY; BROWN & 

20 WILLIAMSON TOBACCO CORPORATION; 
B.A.T. INDUSTRIES, P.L.C.; BRITISH 

21 AMERICAN TOBACCO COMPANY; 
LORILLARD TOBACCO COMP ANY, INC.; 

22 AMERICAN TOBACCO COMPANY, INC.; 
UNITED STATES TOBACCO COMPANY; 

23 HILL & KNOWLTON, INC.; THE COUNCIL 
FOR TOBACCO RESEARCH-U.S.A., INC.; 

24 TOBACCO INSTITUTE, INC.; SMOKELESS 
TOBACCO COUNCIL, INC. and DOES 1-200, 

25 inclusive, 

26 Defendants. 

27 

28 
l 

J.C.C.P. 4041 

(Sacramento Superior Court 
Case No: 97 AS03031) 

(PROPOSED) ORDER 
APPROVING AMENDMENT 
TO AGREEMENT 
REGARDING 
INTERPRETATION OF MOU 

Date: 
Time: 
Dept: 
Judge: 

June 3, 2001 
3:00 p.m. 
69 
Ronald S. Prager 
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I WHEREAS the Court has considered all the papers filed in regard to the Motion 

2 for Approval of Amendment to the Agreement Regarding Interpretation of Memorandum 

3 of Understanding Applicable only to the State of California and each Eligible City or 

4 County that Executes Same; 

5 WHEREAS there will continue to be payments from the National Escrow Account 

6 for the benefit of the Eligible Cities and Eligible Counties which will be transferred to 

7 accounts in accordance with transfer instructions executed in accordance with the AIUMOU; 

8 WHEREAS one or more Eligible Cities or Eligible Counties contemplates 

9 completing a Securitization Transaction; 

10 WHEREAS in a Securitization Transaction, each participating Eligible City or 

11 Eligible County will wish to provide that, once the related bonds are issued, and so long as 

12 the related bonds are outstanding, all amounts of its MOU Proportional Allocable Share are 

13 to be transferred directly to the Indenture Trustee for the related bonds, and that, so long as 

14 such Bonds are outstanding, no further transfer instructions may be provided to the State for 

15 transmission to the Escrow Agent unless countersigned by a representative of the Indenture 

16 Trustee and, after the related bonds are repaid, unless countersigned by the relevant Buyer 

17 ( or any successor transferee); and 

18 \VHEREAS the proposed Amendment to the ARIMOU would provide the 

19 mechanism to make such provisions in the transfer instructions as to the State on the one 

20 hand and each Eligible City or County that executes the Amendment;. 

21 NOW, THEREFORE, IT IS HEREBY ORDERED, ADJUDGED AND 

22 DECREED, AS FOLLOWS: 

23 A. The Court has continuing jurisdiction over the subject matter of this action 

24 pursuant to 1he Consent Decree and Final Judgment. 

25 B. The Court finds that the Amendment to the Agreement Regarding Interpretation 

26 ofMemorandum ofUnderstanding is reasonable and necessary to permit an Eligible City or 

27 County, desiring to securitize its share of the tobacco settlement payments, to do so. 

28. C. The proposed amendment to the ARIMOU is approved in all respects. 
2 
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1 D. Upon execution of the proposed amendment by the Attorney General on behalf 

2 of the People of the State of California and the authorized representative of any Eligible 

3 County or Eligible City of the Amendment, that City or County may provide transfer 

4 instructions to the State of California consistent with the tenns of the amendment. 

5 

6 Dated: 
RONALD s. PRAGER 

7 Judge of the Superior Court 

8 

9 

JO 
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I DECLARATION OF SERVICE BY U.S. MAIL 

2 Case Name: People of the State of California v. Philip Morris No.: J.C.C.P. 4041 

3 I declare: 

4 I am employed in the Office of the Attorney General, which is the office of a member of the 
California State Bar at which member's direction this service is made. I am 18 years of age or older 

5 and not a patty to this matter. I am familiar with the business practice at the Office of the Attorney 
General for ·~ollection and processing of correspondence for mailing with the United States Postal 

6 Service. In accordance with that practice, correspondence placed in the internal mail collection 
system at the Office of the Attorney General is deposited with the United States Postal Service that 

7 same day in the ordinary course of business. 

8 On April 26, 2001, I served the attached NOTICE OF MOTION AND MOTION FOR 
APPROVAL OF AMENDMENT TO THE AGREEMENT REGARDING 

9 INTERPRETATION OF MEMORANDUM OF UNDERSTANDING APPLICABLE ONLY 
TO THE STATE OF CALIFORNIA AND EACH ELIGIBLE CITY OR COUNTY THAT 

IO EXECUTES THE SAME; MEMORANDUM OF POINTS AND AUTHORITIES; AND 
(PROPOSED) ORDER APPROVING AMENDMENT TO AGREEMENT REGARDING 

I I INTERPRETATION OF MOU by placing a true copy thereof enclosed in a sealed envelope with 
postage theri~on fully prepaid, in the internal mail collection system at the Office of the Attorney 

12 General at 1300 I Street, P.O. Box 944255, Sacramento, California 94244-2550, addressed as 
follows: 

13 

14 

15 

See Attached Service List 

I declare under penalty of perjury under the laws of the State of California the foregoing is true and 
16 correct and (bat this declaration was executed on April 26, 2001, at Sacramento, California. 

17 

18 
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20 

21 

22 

23 

24 

25 

26 

27 

28 

Christina Micherone 

Declarant 

8 
Notice ofMot:ion and Motion for Approval of Amendment to Agreement Regarding Interpretation of MOU 
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J.C.C.P. 4041 

(Sacramento Superior Court 
Case No: 97AS03031) 

AMENDED NOTICE OF 
MOTION AND MOTION FOR 
APPROVAL OF 
AMENDMENT TO THE 
AGREEMENT REGARDING 
INTERPRETATION OF 
MEMORANDUM OF 
UNDERSTANDING 
APPLICABLE ONLY TO THE 
STATE OF CALIFORNIA 
AND EACH ELIGIBLE CITY 
OR COUNTY THAT 
EXECUTES THE SAME; 
MEMORANDUM OF POINTS 
AND AUTHORITIES 

Date: June 4, 2001 
Time: 3:00 p.m. 
Dept: 69 
Judge: Ronald S. Prager 

Amended Noti« of Jvtotion and motion for Approval of .Ameodmenl to Agrccmenl Regarding lnterpmarion of Memorandum of Undemanding 



1 PLEASE TAKE NOTICE that on June 4, 2001, at 3:00 p.m., the Honorable Ronald S. 

2 Prager, will issue a telephonic ruling on the joint motion of the People of the State of California and 

3 the Comities of Sacramento and San Diego for an order approving the "Amendment to Agreement 

4 Regarding Interpretation of Memorandum of Understanding Affecting Only the State of California 

5 and Each Eligible City and Eligible Comity Which Is a Signatory Hereto," (Exhibit A), which is 

6 necessary to facilitate the Securitization Transactions contemplated by certain Eligible Cities and/or 

7 Comities. 

8 Plaintiff's motion will be based on this Amended Notice of Motion, Memorandum of 

9 Points and Authorities, and all papers, pleadings and records on file in this action and on such other 

IO and further argument and evidence as may be presented. 

11 I II 

12 I II 

13 II I 
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Amended Notice or Motioo and motioo fllf Approval of Amcrldmeot to Agreement Regarding lntcrpre(atioo ofMCDl(l£3D(fum oflJttdenl.aDdiug 



1 Defendants may obtain a date for oral argument by calling the Tobacco Litigation Calendar 

2 Clerk at (619) 531-3331 by 4:00 p.m. on Friday of the same week as the telephonic ruling. 
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Dated: ·------' 2001 
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DECLARATION OF SERVICE BY U.S. MAIL 

Case Name: People of the State of California v. Philip Morris No.: J.C.C.P. 4041 

I declare: 

I am employed in the Office of the Attorney General, which is the office of a member of the 
California State Bar at which member's direction this service is made. I am 18 years of age or older 
and not a party to this matter. I am familiar with the business practice at the Office of the Attorney 
General for collection and processing of correspondence for mailing with the United States Postal 
Service. In accordance with that practice, correspondence placed in the internal mail collection 
system at the Office of the Attorney General is deposited with the United States Postal Service that 
same day in the ordinary course of business. 

OnMay2,2001,IservedtheattachedAMENDEDNOTICEOFMOTIONANDMOTIONFOR 
APPROVAL OF AMENDMENT TO THE AGREEMENT REGARDING 
INTERPRETATION OF MEMORANDUM OF UNDERSTANDING APPLICABLE ONLY 
TO THE STATE OF CALIFORNIA AND EACH ELIGIBLE CITY OR COUNTY THAT 
EXECUTES THE SAME; MEMORANDUM OF POINTS AND AUTHORITIES; AND 
(PROPOSED) ORDER APPROVING AMENDMENT TO AGREEMENT REGARDING 
INTERPRETATION OF MOU by placing a true copy thereof enclosed in a sealed envelope with 
postage thereon fully prepaid, in the internal mail collection system at the Office of the Attorney 
General at 1300 I Street, P.O. Box 944255, Sacramento, California 94244-2550, addressed as 
follows: 

See Attached Service List 

I declare under penalty of perjury under the. laws of the State of California the foregoing is true and 
correct and that this declaration was executed on May 2, 200 l, at Sacramento, California. 

Christina Micherone 
Declarant 



SERVJCE LISTING FOR JUDICIAL COUNCIL NO. 4041 

COUNSEL FOR DEFENDANTS 

AMERICAN TOBACCO CO. 
Robert G. Steiner, Esq. 
Christopher J. Healey, Esq. 
LUCE, FORWARD, HAMILTON & SCRIPPS 
600 West Broadway, Suite 2600 
San Diego, CA 92101-3391 

Mary T. Y eleni,ck, Esq. 
CHADBOURNE & PARKE 
30 Rockefeller Plaza 
New York, NY 10112 

F. John Nyhan, Esq. 
CHADBOURNE& PARKE 
60 I South Figu,~roa Street, Suite 1600 
Los Angeles, CA 90017 

B.A.T INDUSTRIES P.L.C. 
Barry W. Lee, Esq. 
Robert B. Mison, Esq. 
STEEFEL, LEVITT & WEISS 
One Embarcadero Center, 30th Floor 
San Francisco, CA 94111 

Jayma M. Meye:r 
Mark G. Cunha, Esq. 
Demetra Frawketm Esq. 
Marc Merriweather, Esq. 
SIMPSON, TIL<\CHER & BARTLETT 
425 Lexington Avenue 
NewYork,NY 10017-3909 

BROWN & WILLIAMSON TOBACCO 
AMERICAN TOBACCO COMP ANY 
Anthony R. Delling, Esq. 
PILLSBURY, MADISON & SUTRO, LLP 
725 S. Figueroa Street, Ste. 1200 
Los Angeles, CA 90017 

BROWN & WILLIAMSON TOBACCO 
Kevin J. Dunne, Esq. 
Fred Baker, Esq. 
SEDGWICK, DETERT, MORAN & ARNOLD 
One Embarcadero Center, 16"' floor 
San Francisco, CA 94111-3765 

Tony L. Richardson, Esq. 
KIRKLAND & ELLIS 
300 South Grand Avenue, Suite 3000 
Los Angeles, CA 90071 

Michael J. Weaver, Esq. 
Timothy B. Taylor, Esq. 
Carrier Battilega, Esq. 
SHEPPARD, MULLIN, RICHTER & HAMPTON 
501 West Broadway, 1911, Floor 
San Diego, CA 92101-3035 

Bradley E. Lerman, Esq. 
Bart Huff, Esq. 
KIRKLAND & ELLIS 
200 East Randolph Drive 
Chicago, IL 60601 

COUNCIL FOR TOBACCO RESEARCH
U .S.A., INC. 
LIGGETT GROUP, INC. 
Daniel G. Murphy, Esq. 
LOEB&LOEB 
1000 Wilshire Blvd.,# 1800 
Los Angeles, CA 90017-2475 

COUNCIL FOR TOBACCO RESEARCH
U.S.A., INC. 
Bruce Merritt, Esq. 
DEBEVOISE & PLIMPTON 
875 Third Avenue 
New York, NY I 0022 



SERVICE LISTING FOR JUDICIAL COUNCIL NO. 4041 

COUNSEL FOR DEFENDANTS 

IDLL & KNOWLTON, INC. 
Meryl L. Young, Esq. 
GIBSON, DUNN & CRUTCHER 
401 West A Street, Suite 1900 
San Diego, CA 92101 

Stan G. Roman, Esq. 
KRJEG KELLER SLOAN REILLEY & ROMAN 
114 Sansome Street 7'1' Floor 
San Francisco, CA 94104 

Michael C. Lasky, Esq. 
Bruce Ginsberg, Esq. 
DAVIS & GILBERT 
1740 Broadway 
NewYork,NY 10019 

LIGGETT GROUP, INC. 
James J. Stricker, Esq. 
Aaron H. Marks, Esq. 
KASOWITZ, BENSON, TORRES & FRIEDMAN 
1301 Avenue of Americas 
New York, NY 10019 

Jeffrey P. Lendrum, Esq. 
THE LENDRUM LAW FIRM 
550 West C Street, Suite 1360 
San Diego, CA 92101 

LORILLARD TOBACCO COMP ANY 
Larry E. Hays, Esq. 
FENTON & KELLER 
2801 Monterey Salinas Highway 
Monterey, CA 93940 

LORILLARD TOBACCO COMP ANY 
H. Christian L'Orange, Esq. 
ALLEN MATKINS LECK GAMBLE & 
MALLORY 
333 Bush Street, 17111 Floor 
San Francisco, CA 94104 

Bruce R Tepikian, Esq. 

John C. Monica, Esq. 
Craig E. Proctor, Esq. 
SHOOK, HARDY & BACON, LLP 
One Market 
Steuart Tower, Ninth Floor 
San Francisco, CA 94105 

Sterling Hutcheson, Esq. 
William S. Boggs, Esq. 
Brian Foster, Esq. 
GRAY, CARY, WARE & FREIDENRICH 
401 B Street, Suite 1700 
San Diego, CA 92101-4219 

PIDLIP MORRIS, INC. 
James F. Speyer, Esq. 
Maurice A. Leiter, Esq. 
John D. Lombardo, Esq. 
ARNOLD & PORTER 
777 S. Figueroa Street, 44111 Floor 
Los Angeles, CA 90071-5844 

Joseph S. Genshlea, Esq. 
WEINTRAUB, GENSHLEA & SPROUL 
400 Capitol Mall, 11 111 Floor 
Sacramento, CA 95814 

Gerald L. McMahon, Esq. 
Joyce McCoy, Esq. 
SELTZER, CAPLAN, WILKINS & McMAHON 
750 B Street, Suite 2100 
San Diego, CA 92101 

PIDLIP MORRIS, INC. 
Curtis M. Caton, Esq. 
Barry S. Levin, Esq. 
HELLER, EHRMAN, WHITE & McAULIFFE 
333 Bush Street, Suite 3100 
San Francisco, CA 94104-2878 

R.J. REYNOLDS TOBACCO CO. 
H. Joseph Escher III, Esq. 



SERVICE LISTING FOR JUDICIAL COUNCIL NO. 4041 

COUNSEL FOR DEFENDANTS 

HOW ARD, RICE, NEMEROVSKI, CANADY, 
FALK& RABKIN 

l1lree Embarcadero Center, 7ili Floor 
San Francisco, CA 94111-4065 

Robert McDem1ott, Jr., Esq. 
Barbara McDowell, Esq. 
JONES, DAY, REAVIS & POGUE 
51 Louisiana Avenue NW 
Washington, D.C. 20001 

Robert C. Webe,r, Esq. 
William T. Plesec, Esq. 
JONES, DAY, REA VIS & POGUE 
North Point 
901 Lakeside Avenue 
Cleveland, OH 44114 

Robert C. Wright, Esq. 
Joseph T. Ergastolo, Esq. 
WRIGHT & L'ESTRANGE 
Imperial Bank Tower 
701 B Street, Suite 1500 
San Diego, CA 92101 

SMOKELESS TOBACCO COUNCIL. INC. 
Barry S. Schaevitz, Esq. 
JACOB, MEDil'l'GER & FINNEGAN, LLP 
Rockefeller Center 
1270 Avenue of the Americas 
New York, NY 10020 

SMOKELESS TOBACCO COUNCIL, INC. 
Malcolm S. Segal, Esq. 
SEGAL & KIRBY 
770 L Street, Ste. 1440 
Sacramento, CA 95814 

TOBACCO INSTITUTE. INC. 
Howard A. Janssen, Esq. 
Mary C. Oppedahl, Esq. 

CROSBY, HEAFEY, ROACH& MAY 
1999 Harrison Street 
Oakland, CA 94612-3517 

John Vanderstar, Esq. 
Patrick Davies, Esq. 
R. Laird Hart, Esq. 
COVINGTON & BURLING 
1201 Pennsylvania Avenue, N.W. 
Washington, D.C. 20004-2401 

UNITED STATES TOBACCO COMPANY 
R.J. Couglan, Jr., Esq. 
Michael L. Lipman, Esq. 
Duane Tyler, Esq. 
COUGHLAN, SEMMER & LIPMAN 
501 West Broadway, Suite 400 
San Diego, CA 921 OJ 

Peter J. McKenna, Esq. 
Eric Samer, Esq. 
SKADDEN, ARPS, SLATE, MEAGHER & 
FLOM 
919 Third A venue 
New York, NY 10022 

UNITED STATES TOBACCO COMPANY 
Alan D. Hamilton, Esq. 
SK.ADD.EN, ARPS, SLATE, MEAGHER & 
FLOM 
Four Embarcadero Center, Ste. 3800 
San Francisco, CA 94111 



SERVICE LISTING FOR JUDICIAL COUNCIL NO. 4041 

COUNSEL FOR PLAINTIFFS 

CITY OF SAN FRANCISCO 
Richard M. Heimann, Esq. 
Elizabeth J. Cabraser, Esq. 
LIEFF, CABRASER, HEIMANN & BERNSTEIN 
275 Battery Street, 301h Floor 
San Francisco, CA 94111-3339 

Owen J. Clements 
Chief of Special Litigation 
CITY AND COUNTY OF SAN FRANCISCO 
1390 Market Street, Sixth Floor 
San Francisco, CA 94102 

James K. Hahn, City Attorney 
Donald J. Kass, Esq. 
CITY OF LOS ANGELES 
1600 City Hall East 
200 North Main Street 
Los Angeles, CA 90012 

Joan R. Gallo, Esq. 
Ralph C. Green, Esq. 
Office of the City Attorney 
CITY OF SAN JOSE 
151 West Mission Street 
San Jose, CA 95110 

Kelvin H. Booty, Jr., County Counsel 
Lorenzo E. Chambliss, Esq. 
COUNTY OF ALAMEDA 
1221 Oak Street, Suite 46 3 
Oakland, CA 94612 

Adrienne Grover, County Counsel 
COUNTY OF MONTEREY 
60 West Market Street Ste 140 
Salinas, CA 93901 

Victor J. Westman, County Counsel 
Vickie Dawes, Esq. 
COUNTY OF CONTRA COSTA 
651 Pine Street, 91h Floor 
Martinez, CA 94553 

Thomas G. Hendricks, County Counsel 
Mari-ann G. Rivers, Esq. 
COUNTY OF MARIN 
Room 342, Civic Center 
San Rafael, CA 94930 

William C. Katzenstein, County Counsel 
Robert M. Pepper, Jr., Esq. 
COUNTY OF RIVERSIDE 
3535 1 Olh Street 
Riverside, CA 92501 

Robert A. Ryan, Jr., County Counsel 
COUNTY OF SACRAMENTO 
700 H Street, Suite 2650 
Sacramento, CA 95814 

Thomas F. Casey, III, County Counsel 
Brenda B. Carlson, Esq. 
COUNTY OF SAN MATEO 
40 l MarshalI Street 
Redwood City, CA 94063 

Steven M. Woodside, County Counsel 
Ann M. Ravel, Esq. 
COUNTY OF SANTA CLARA 
70 West Hedding Street, 9lh Floor East 
San Jose, CA 95110 

Karen Keating Jahr, County Counsel 
COUNTY OF SHASTA 
1815 Yuba Street, Suite 3 
Redding, CA 96001 



CITY OF SAN FRANCISCO 
Alan K. Marks, County Counsel 
Charles J. Larkin, Esq. 
COUNTY OF SAN BERNARDINO 
385 North Arrowhead Avenue, 41h Floor 
San Bernardino, CA 92415 

John Sansome, Esq. 
Ellen Pilsecker, Esq. 
COUNTY OF SAN DIEGO 
1600 Pacific Coast Hwy, Room355 
San Diego, CA 92101 

Stephen Shane Stark, County Counsel 
Jerry F. Czuleger, Esq. 
COUNTY OF SANTA BARBARA 
105 East Anapamu, Suite 201 
Santa Barbara, CA 93101 

Dwight L. Herr, County Counsel 
Rahn Garcia, Esq. 
COUNTY OF SANTA CRUZ 
701 Ocean Street, Room 505 
Santa Cruz, CA 95060 

James L. McBri\le, County Counsel 
Noel E. K.lebaum, Esq. 
COUNTY OF VENTURA 
800 South Victoria Avenue 
Ventura, CA 93009 

CORDOVA 
William S. Lerach, Esq. 
Patrick J. Couglin, Esq. 
MILBERG, WEISS, BERSHAD, HYNES & 
LERACH, LLP 
600 West Broadway, Suite 1800 
San Diego, CA 9210 I 

Alan M. Caplan, Esq. 
Philip Neumarlk., Esq. 
April M. Strauss, Esq. 
BUSHNELL, CAPLAN & FIELDING 
221 Pine Street, Suite 600 
San Francisco, CA 94104-2715 

COUNTY OF LOS ANGELES; DA VIS/ELLIS 

Mark P. Robinson, Esq. 
Kevin F. Calcagnie, Esq. 
ROBINSON, CALCAGNIE & ROBINSON 
1620 Newport Center Drive, Suite 700 
Newport Beach, CA 92660 

COUNTY OF LOS ANGELES; DA VIS/ELLIS 
Browne Greene, Esq. 
Bruce Broillet, Esq. 
John Taylor, Esq. 
Timothy Wheeler, Esq. 
Brian Panish, Esq. 
GREENE, BROILLET, TAYLOR,. WHEELER 

&PANISH 
I 00 Wilshire Boulevard, 21" Floor 
Santa Monica, CA 90401 

DeWitt W. Clinton, County ColUlSel 
Roberta M. Fesler, Esq. 
Steve Carnevale, Esq. 
COUNTY OF LOS ANGELES 
648 Hall of Administration 
500 West Temple Street 
Los Angeles, CA 900 I 2 

COUNTY OF LOS ANGELES 
Ronald L. Motley, Esq. 
J. Anderson Berly, III, Esq. 
NESS, MOTLEY, LOADHOLD, RICHARDSON 
& POOLE, P.A. 
151 Meeting Street, Suite 600 
Charleston, S.C. 29409 

Revised 9119100 



(THIS PAGE INTENTIONALLY LEFT BLANK) 



SUPERIOR COURT OF THE STATE OF CALIFORNIA 

COUNTY OF SAN DIEGO 

PEOPLE OF THE STATE OF CALIFORNIA 

ex rel. DANIELE. LUNGREN, ATTORNEY 
GENERAL OF THE STATE OF CALIFORNIA; 
S. KIMBERLY BELSHE, DIRECTOR OF 
HEA:..TH SERVICES OF THE STATE OF 
CALIFORNIA, 

Plaintiffs, 

v. 

PHILIP MORRIS, INC.; R.J. REYNOLDS 
TOBACCO COMPANY; BROWN & WILLIAMSON 
TOBACCO CORPORATION; B.A.T INDUSTRIES, 
P.L.C.; BRITISH AMERICAN TOBACCO 
COMPANY; LORILLARD TOBACCO COMPANY, 

) Case No. J.C.C.P. 4041 
) 

) (Sacramento Superior 
) Court Case Ne. 
) 97ASO 3031) 
) 
) 

) CONSENT DECREE 
) and 
) FINAL JUDGMENT 
) 

) 

) 
) 

INC.; AMERICAN TOBACCO COMPANY, INC.; 
UNITED STATES TOBACCO COMPANY; HILL & 
KNOWLTON, INC.; THE COUNC:L FOR TOBACCO 
RESEARCH-U.S.A.,INC.; TOBACCO INSTITUTE,) 
INC.; SMOKELESS TOBACCO COUNCIL, INC. ) 
a10d DOES 1-200, inc2.usive, ) 

) 
Defendants. ) 

~~~~~-~~~~~~~~~~~~~~~) 

WHERE:AS, Plaintiffs, the People of the State of California and 
S. Kimber:.y Belshe, Director of Health Services of the State of 
California, commenced this action on June 12, 1997, by and through 
their attorney, Attorney General Daniel E. Lungren, pursuar.t to his 
common la'-'' powers and the provisions of state law; 

WHERE:AS, Plaintiffs filed their First Amended Complaint on 

August 29, 1997; 



WHEREAS, the State of California asserted various claims for 

monetary, equitable and injunctive relief on behalf of the State of 

California against certain tobacco product manufacturers and other 

defendants; 

WHEREAS, Defendants have contested the claims in the State's 

Complaint and First Amended Complaint and denied the State's 

allegations; 

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

which appropriately addresses the State's public health concerns, 

while conserving che parties' resources, as well as those of the 

Court, which would otherwise be expended in litigating a matter of 

this magnitude; 

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 1IND 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 San Diego County. 

II. DEFINITIONS 



The definitions set forth in the Master Settlement 

Agreement (hereafter referred to as "Agreementn or "MSA;n a copy of 

which is attached hereto as Exhibit A) are incorporated herein by 

reference and words defined therein are signified herein by being 

capitalized. 

III. APPLICABILITY 

A. This Consent Decree and Final Judgment applies only 

to the Participating Manufacturers in their corporate capacity 

acting through their respective successors and assigns, directors, 

officers, err.ployees, agents, subsidiaries, divisions, or other 

internal organizational units of any kind or any other entities 

acting in concert or participation with them. The remedies, 

penalties and sanctions that may be imposed or assessed in 

connection with a violation of this Consent Decree and Final 

Judgment (or any order issued in connection herewith) shall only 

apply to the Participating Manufacturers, and shall not be imposed 

or assessed against any employee, officer or director of any 

Participating Manufacturer, or against any other person or entity 

as a consequence of such violation, and there shall be no 

jurisdiction under this Consent Decree and Final Judgment to do so. 

B. This Consent Decree and Final Judgment is not 

intended to and does not vest standing in any third pa=ty with 

respect to the terms hereof. No portion of this Consent Decree and 

Final Jud~rment shall provide any rights to, or be enforceable by, 

any person or entity other than the State of California or a 



Released Party. The State of California may not assign or otherwise 

convey any right to enforce any provision of this Consent Decree 

and Final Judgment. 

IV. VOLUNTARY ACT OF THE FARTIES 

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 California 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 California. 

B. After 180 days after the MSA Execution Date, using 

or causing to be used within the State of California 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 California 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 w:1ere the 

audience or viewers are within an Adult-Only Facility !provided 

such Media are not visible to persons outside such Adult-Only 

Facility).: (2) Media not intended for distribution or display to 

the public; (3) instructional Media concerning non-conventional 

cigarettes viewed only by or provided only to smokers who are 

Adults; and (4) actions taken by any Participating Manufacturer in 

connection with a Brand Name Sponsorship permitted pursuant to 

subsections III (c) (2) (A) and III (c) (2) (B) (i) of the Agreement, and 

use of a Brand Name to identify a Brand Name Sponsorship permitted 

by subsection III (c) (2) (B) (ii). 

D. Beginning July 1, 1999, marketing, distributing, 

offering, selling, licensing or causing to be marketed, 

distributed, offered, sold, or licensed (including, without 

limitation, by catalogue or direct mail), within the .State of 

California, 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 III (c) (2) (A) or III (c) (2) (B) (i) of the Agreement by the 

person to which the relevant Participating Manufacturer has 

provided payment in exchange for the use of the relevant Brand 

Name in the Brand Name Sponsorship or a third-party that does not 

receive payment from the relevant Participating Manufacturer (or 

any Affiliate of such Participating Manufacturer) in connection 

with the marketing, distribution, offer, sale or license of such 

apparel or other merchandise, or (b) used at the site of a Brand 

Name Sponsorship permitted pursuant to subsections III(c) (2) (A) or 

III (c) (2) (B) (i) of the Agreement (during such event) that are not 

distributed (by sale or otherwise) to any member of the general 



public. 

I I I 

E. After the MSA Execution Date, distributing or 

causing to be distributed within the State of California 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 linited 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 pcyment of 

money or ether valuable consideration, any nationally recognized or 

nationally established brand name or trade name of any non-tobacco 

item or service or any nationally recognized or nationally 

established sports team, entertainment group or individual 

celebrity. Provided, however, that the preceding sentence shall not 

apply to any Tobacco Product brand name in existence as of July 

1, 1998. For the purposes of this provision, the term "other 

valuable consideration" shall not include an agreement between two 

entities who enter into such agreement for the sole purpose of 

avoiding infringement claims. 

G. After 60 days after the MSA Executj on Date and 



through and including December 31, 2001, manufacturing or causing 

to be manufactured for sale within the State of California 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 O. 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 California any pack or other container of 

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

roll-your-own tobacco, any package of roll-your-own tobacco 

containing less than 0.60 ounces of tobacco). 

H. Entering into any contract, combination or 

conspiracy with any other Tobacco Product Manufacturer that has the 

purpose or effect of: (1) limiting competition in the production or 

distribution of information about health hazards or other 

consequences of the use of their products; (2) limiting or 

suppressing research into smoking and health; or (3) limiting or 

suppressing research into the marketing or development of new 

products. Provided, however, that nothing in the preceding 

sentence shall 

Manufacturer to 

be deemed to (1) 

produce, distribute 

require any Participating 

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. 

I I I 

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 

California and the Participating Manufacturers shall seek to 

resolve a~y issue that may exist as to compliance with this Consent 

Dec:c:ee and Final Judgment by discussion among 

designees named pursuant to subsection XVIII(m) of 

the appropriate 

the Agreement. 

The State of California 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 (I) of this 

Consent Decree and Final Judgment, the Attorney General shall issue 

a cease and desist demand to the Participating Manufacturer that 



the Attorney General believes is in violation of either of such 

sections at least ten Business Days before the Attorney General 

applies to the Court for an order to enforce such subsections, 

unless the Attorney General reasonably determines that either a 

compelling time-sensitive public health and safety concern requires 

more imntediate 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 crimir:al sanctions for any claimed violation, the Attorney 

General shall give good-faith consideration to whether: ( 1) the 

Participating Manufacturer that is claimed to have co~mitted 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 I I I, V, VI and VI I of this Consent Decree and Final 

Judgment shall in no event be subject to modification without the 

consent of the State of California and all affected Participating 

Manufacturers. In the event that any of the sections of this 

Consent Decree and Final Judgment enumerated in the ,::receding 

sentence are modified by this Court, by any other court or by any 

other means without the consent of the State of California and all 

affected Participating Manufacturers, then this Consent Decree and 

Final Jud9ment 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 California in such 

proceeding. 

E. The remedies in this Consent Decree and Final 

Judgment are cumulative and in addition to any other remedies the 

State of California 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 California 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 California of the 

Participating Manufacturers' business organizations, operations, 

acts or practices, and the Participating Manufacturers shall make 

no representation to the contrary. 

G. The settlement negotiations resulting in this 

Consent Decree and Final Judgment have been undertaken in good 

faith and for settlement purposes only, and no evidence of 

negotiations or discussions underlying this Consent Decree and 

Final Judgment shall be offered or received in evidence in any 

action or proceeding for any purpose. Neither this Consent Decree 

and rinal Judgment nor any public discussions, public statements or 

public comments with respect to this Consent Decree and Final 

Judgment by the State of California 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 Jud9ment. 

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 Fina:C 

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. 

VII. 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. The Memorandum of Understanding 

( "MOu"; a copy of which is attached hereto as Exhibit B and 

incorporated herein by this reference as though set forth in full) 

which was entered into on or about August 5, 1998, by counsel for 

the various plaintiffs in the cases coordinated in J.C.C.P. 4041, 

and which provides for the establishment of an escrow account from 

which California Cities and Counties may, pursuant to the MOu, 

receive payment, is approved in all respects. 

B. The Court finds that the persons signing the 

Agreement have full and complete authority to enter into the 

binding and fully effective settlement of this action as set forth 



in the Agreement. The Court also finds that the persons signing 

the Stipulation for Entry of Consent Decree and Final Judgment have 

full and complete authority to enter into said Stipulation. The 

Court further finds that entering into this settlement is in the 

best interests of the State of California. 

C. The First Amended Complaint on file herein against 

Does 2-200, is ordered dismissed. 

D. The Court Clerk is ordered to enter this Consent 

Decree and Final Judgment forthwith. 

Dated: December , 1998 

RONALD S. PRAGER 
JUDGE OF THE SUPERIOR COURT 
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ESCKOW AGREF.MENT 

between 

The Slate of California, Dcpusiior 

and 

CITIBI\NK. N.A., Escrow Agent 

Dated lls of April 12, 2000 



This Escrow A~re:1nent (the "AgreenlC-flt" ur the ''Escrow Agrcemenl'') is i.:ntcn:d into us af April 12 ~ 
2000 by the Aucmey Genen,I o!'lhe State of Califoroii. on bch•II' of lh• Staie of California (the 
"Depositor" or the ''State") :a.rid Citib..'\Ok, N.A .• as .e:11\crow agent (the •!='..scrow Agent"). 

WITNF.SSE:TH: 

WI-IF.fl F'.A!i, th• Sute and a 11umb•r of California C.:itics ana Counries, on August 5. l99i, cnrered 
into~ 1:1.grecmcnt cntitl~d .. Me1norondu111 of:Undcr»l..anding" (the "1M(>ll .. }; and 

WHEREAS, on Dec~mb.,r 9, 199&, tl1• llonorable Ronald l'n,ger. Judge ol'tM San Diego County 
Suporior Coun . .S the Cuordiflation Trial Judge inh, '< Tnhacco Ca.,c, I, 1.t:.C.1'. 4041, signed and 
entered a Con..,nr Decrc-c .nd Final Judgn1ent •• b•twec,, the Slate ofCalifomia ond the Participatin11 
Monuf:,,:;tur,,rs, which l'inal Judgment incorporated wilhin ii as llxhibit A thereto the senlctncnt ~i:=menl 
entitled "MIISWr Settlement Agreoment" (the "MSA") which the Scttlin:; St~tes, includint the State or 
Califhrnia, and the l'anicipating Manufacturers cn1cred into, and Incorporates within it as c~hibit fl thereto 
the: MOU; and 

WHEREAS, pursuant 10 the MSA. the Seate is ontiLlcd to fur1ds distributed thrau:;h the: Na1io11nl 
Escrov.· Agreement wh~h was. ~ntcrcd into ()n l)cecmbcr 23, I ~9S, bcrwe~n th~ Settling Scates.., including 
I.he Stale of Califon1 la, and the: Pan:icip::1.tihg Manufacturers and the F.scrow Agr!n«.: an<l 

WliF.RF...A.S. pursuant to the Nntionat F.si;row A:r~t!'mcnt. t:itibank.. N.A ... ""es :appointed by rhe 
S!!tt.lini Stit\es. inc.ludln~ the Scare of C.aJifnrnia, and the! Par1ic.:ipatlng Manuf2.eturef'?{ t(') s:er..,~ as the 
Es~rcw Agent under the u:rms and condition!: set forth therein; 11.11d 

WI 1EREAS. pursu::ui.t t.o Lhc National Escrow Agreement. the: F..sc:.ruw Agent s.ha\t ~uocatc lhc 
national tohacc<, settlement monies an1oni accounLi:; including Swc~Spi:::c:ifi.c Accounts with respect cc each 
Settling State, includihg the Stare of (~~lifon,ia.. in which State .. Specific t':inaliry occurs, in accordance With 
wriui:n h,struction$ fron\ the Natio1,al lndepl!nt.l:.:nt Auditor, (the: "Independent Auditor''); ~nd 

WJ l.EH.EAS. pursucir,.t tu the MSA. upon tl1c: occurrc:nce of~ratc·Sr,ccific finality in Catifomtu... 
the:. Califnmia portion oftb~ n,onles deposiH:d by tht: Plirtlciri~Lin¥ Manufacturers in the Subsection lX.{b) 
Account (First). the Suhsectic,n IX(b) Account (Subsequenl). the SJbscctinn IXlc)( I J Account. an~ tho 
Subsection IX(c}(2) Account (~s such accounts are defined in the National escrow Agrccn,crll) shall be 
tr~ns(crred to a. St21e-Spe~ific f\ec.nunL t.lcsignat.ed by d\~ MSA a.s the acc:c,unt for tht:: Sta.te of Cfl.lifomi~ 
("(':ilifornia Ac~oun1' 1

); ttnd 

WI !ERF.AS, pur.;usnt I<> the MSA, after l'in•I Approv•l. the lndept,rufon, AudiL<H" shall instruct the 
Escrow A~ent to disburs.c the funds held in tli: California Account 1" (or &s r.!irected by) the ::ilale; and 

WHC:REAS, pursu:,n1 to the MSA, <u the extent thor • payment i• made lo the Co.Jithmi~ Account 
afte:r the occurr~cc ur t1.ll applicable conditions for the disbursi:111cnt cf such pa_ymcnl tu the: St.ale, the 
lndepcndont Auditor shall instruct the F.scrow Agent lb disburso such pa)·111ent promptly followini; its 
<loposii; ond 

WHEREAS, pursu•nl Lu th<> MOU, cen,in Ciiies and all c.'<>untius in C•Hfornill, upon meeting Ille 
con<litinns y,.et l(1rlh in th(: MOU, are en.tic led to 50% 1.,f all funds tra11sferced to the California Account.. 
design•tod liS the St•rc-Spccifk account for !he Stotc of California distributed by vinue of the MSA; and 

<v.1 HL::Rl~AS. the:: :-itati: of California cnlcrcd inro an A~f~1nent Regarding lnterpt"etation of MOU 
(thi: ·ARlMOU'") with certain Citi~s: 3...'ld all c,,un1ic~ in Cs1ifon1ia which requires. the Sr.ate ofC"..alifornia. 
to enter into this Escrow Agrecmunt; and 



WHER!:'AS. the AR.IMOU requires the SO% afthe m<>ney disbursed troin the Californi• account 
b~ credited to the State ofCalifon1ia and th:a: those certain Cities and all Counties, upt1n attaining eligibility 
by meeting lb• conditions set forth in Inc MOU and the 4RIMOU, •re collectively entitled t<> 50% ,,fall 
I\Jnds dimibuted by vinue ~fthc MSA •.ml disbursed.from the California Account (State-Specilic account 
for the: St;tte uf (~alifcirnia), unless 'the 1::-:.scruw Agenr rccciv4.!s different instructions fro1n rh~ St41te; .1nd 

WHloREAS, the Superior Ccun ufthe County ~fSan L>iei;o apprave<l the ARIMOU by Or<ler 
emered on Ja1luary 18. 2000; . 

NO\V, THEREFOR!:'., the pnnies ai;ree •• tbll"w.: 

The Star.: ofC~lifomia hereby appoinu Citib.l<nk, N.A. IO serve as liscrow Agent under lhls liscrow 
Agreement a.c~otding to the terms and conJi1ions s.ei forth h~rc:in, and the ~scrow Asenr, by irs exec;ution 
hL-rtor. ht:rcb.r &cccpts such appointment an..d a:;rce.s to perfom, the du.ties and nhtig.itions of the ~scrow 
As•nt set fon:h herein. The E,sc,row Agent ap,x,intod under the wm1s of this E.,cmw Agreement shall be 
the Escrow Agi;nt cs defined in, and for is.ll purpu11.cs uf. the Agrccnu:-nL 

SECTION l .. Def,rritiu,1$ 

l. Capita\iu:d tcnns used in this Escrow A;reerrient and not nthcrwisc:: deli.net! herein sh~U hii.Ve- thi.: 
me,nins givc,n ro such 1enns in th• MSA and'4>r the MOU iu,<1 lh• ARIMOU. 

2. •·r~1ifomh1 Local tiovcrnmcnt l:'.s.crow Account" means a ,ingle, see,re:ated account 10 be established 
by the: 1iscro,1r Agent into which shal1 b~ trans(crrc:d. consistent with instn.ictions fi'orn the Stone .. the MOU 
Proporticn:.l Allceublc !?,hare or each City e.nd/or County from the fund.!i <lisburscc.J fron1 the C111itomi~ 
Ac.:cuu.nt. 

3. ''City" ur "'Cities" n1c1t.ns, individually or collectively. the City af Las An.:::,el~s. {he: t:iry of San lJiega, 
thie Clty of S:~n Francisco i!.ltid the City ofS.:in Jn:i.~. 

4. "Chy/Count)' Account"rnc:Dns a single, seg,~&atdd account to bC cst.:!blished by the Esc;;row Ai~cnt into 
which shall be tronsfe,,-ed the MOU Prnponiona\ Alk>csble Sh.r• of c•eh Cily and/ur County wr.ich has 
not been i<k:nti!ied ai an Eligible City or County by the State or each City a.ndlor County about which the 
status as an l::'.iligible City or County is in di!pute a.s !-O identified in in$U'Uctions; fi·nn"I the St2:1cc. 

5. The term "C..~iry/C.:o:.inty Stec,in; Conunirce1:" means the City and Ccu.1nry ofS.sn Francisco, the: (:icy of 
Los A11i;clcs. th< Ciry of San Jose, the Coun!)' orS•nto Gian.. the County .,rsonu. B<rhara 1'1\U the County 
or l.os Angeles. 

6. "Cl•im Over· me&.ns a circumstance in which Sccrion Xll(1)(4)(A) of the MSA does not relieve an 
Original Partldpatins Manufacturer of all liobility and Se01ion Xll(a)(4)(BJ ofth• MSA is invoked 
resulting: iu an Originl.1 Panicip.atin~ Mzmufacturcr rcccivin,: a condnuint dollar•for·d'ol(ar off.set for any 
amnunt.~ paid by such Original Pmiclpating Manuft1.Cturer (or by any pcr:ion or ~ntity 1.h1:tt i~ !I. Rc;Jczcsud 
l'•rti· by virt,oc ur iu relWon to any Original Partici(»ling Manufacturer) on any liability against <uch 
Original l'ariicipating Manufacturer's share, dctennin:d as described in step E cf Section lX(j)(7)(1;) of the 
MSA, owirig tc, the Stare (a.nd by virru• of tl10 MOU, co rh• Cities and Counties), up 10 tile rull an1ount of 
swch Orii,U\,a.l l'trt.iclp.tting l\1a.nufacturcr"s shuc of such A11ocated P11ymcnt each year~ unti1 all such 
amounts pald an such liability have been offset ("Cloim Over O(faet ArMunt"), 

7. "County .. or "Councies'' me.:ins. individually or cntlcctively. the ,s counlie:s of(:alifomia. 

j 



8. ··oispu~ed C~in1s Account'' means a :i;inglc. sc:grt:.g'i.lted acccnint lo he estahlisheti by rhe r:si:.rot,,y A .. •f.1t, 
after b.;ing ins(NCled in wriling Lo do so by tbe State, 10 hold dispukd wnou111s in lhe event r.luu there 1,!~.' 
dispute as 10 wh~thur lhc State has identified the appropriare Cl•im Over Offset Amount or the correct 
Responsible Pa,ty i11 the event of._ Cll<im O,,cr. Such disputed •mounts shall bo held pendin2 subs..,u, 
wrinen notification by tht: State which direct~ thr.! manner of di:.pcsitior, Lo be n1adc ufth«! lli.!lput~d 
an1ounl. 

9. "Elisib\" City.• "Elii.iblc County," 'F.li:ible Cities 1ndlor Eligible Counties" ~ndlor "Eligible 
Cities/Eligible Counties" mean, indivi<Jually or collecti.,.,ly, those Cities ani.l C~1un1ics who heca<.1sc they 
have .. ,isficd all requirements under the MOU and the ARlMOU •re ontitled to rec•iv• a pt,ni<,n of 
tobacco senlcm~nt monies which are transferred to the C~lifomia Account as provided by the MSA, the 
MOU ""d the: AR[MOU. L!ligib[e Cities and/or Eligible Co~niics will be identified by tho State to rhe 
Escrow Agent for tl,c purpose afthis F$row Ai:reement in An .... hmem 'B h=to. 

10. •E,cruw Coun• means the ccun: oflhe SUI.le of New Yori: to Which the Escrow Agreement is 
pres<ntc:d for approval, or such od1cr court as n:;reed to by tbe f:.scrow As•nt and the State of California. 

11. "J.C.C.P. 4041 Coi.rt" means lhc San Diego C:ounly Superior Court that prcsidc!l over Irr Ro T,>hacca 
C:P.ve., I. Judicial Council Coordi11ation Proceeding 'No. 4041. 

l :l. "MOU Proportional Allocable Sh•re" means that p:>rtion (>f the Tobacco Settlement Proceeds 
transferred to .the Calitbmia Accaunl &.S pr,,"idt.~ for by the M!iA ktld lh~ tCC(.;ivcd by thl.' Su:r.tc 1:1.ntJ Cith:s 
and Cuuntie$, in the pcrcer,u,,gc, $~! forth in Section 6 of the MOU, 

13. '"Responsible Entity~ mean!i the entity. whether the Sratc or a t:ity or L:ounry, .that obtains a jiJ.dgmcnt 
or scnlement which causes a cJalm-o...,er as d~scrihcd in Scc1inn XU(a)(4) nf the MSA. Toe State will 
::iavisc the E>t:r<Jw AgcnL in writing, as hl the idc:nthy ofa Re.;ponsjbl~ Party. 

14. "State" means the State of California but wht~f1'!\t'erthis F.sCT"ow Agreement i!'ldicates th~tt an action is 
tP ~ 1.aken by the. Stl!lb:, "'State .. shall speciH~2lly zncan the AtLOm~y G~n~ral of the SUitc of Ca!ifOmii:r or i1 

dc:s ignee specified by the .-4.rrorney Ucncral in writing. 

15. 11Statt E.<crow Account .. mca.ns d. £1n~Jc., :,;c:grc~~tei.l account t;_, be: csl..ci.blishcc.1 hy the F.s.c:row Ag:c:n~ 
in.tu whic::h shat1 ~ U"fln~ferr~ ccns~tcnt with instructions fn)1n the State. the MOU Proportional 
Allocable Share of the State arcalifomi• from the funds disbursed fn,m th• California Account. 

S£CTIO:'i 3. £.Jcrow rmd Accoums 

Dt.:r,ositurMd Escru\lil A!;;cnt hcreb:t agree that, h1 considcr~tion of the mutual promises and covt;nttllt.s 
con1aincd h•r•in. t;s<row As;cni shall hold in escrow and shall distribute £scro"'' Properry {as defined 
herein) in 11.ccordancc with md subject tu th~ followiog tnstructions ilntl Ti::nn.:. and Cond.itit,ns.: 

INSTRUCTIONS: 
1. Escrow JJtogi;rty 

The property 111.nd/or (unds deposited or to be dcpo>itcd with ~scrov.· Au.tnt in the Ctdifomla Accuunt a., 
instructed by the lndcpcodcnt Auditor in accordance with the MSA. 

AH funds rcccivcr.l by the: Escrow Agent puniuant to the rcnt1s otthis lisc;row Agreement ihall b<: held gnd 
disb11rscd in nccordance with the term• of this F.scrow Agrcetncnl~ Such funds ~nd any earnings thereon 
sh;1.ll constitute the HF.scrow1

• ari¢t sh~ll btt held h:t lhc: Escrow Agent ,i;L'J'l3nttc and ,1pan frnn1 cit ether f1.1nds 
and t1.ecount> "fthc E',scrow Agent. 



·nu.~ E:scrow 4'\gt:nt shall aUocate the funds rl!Ccivcd by ir fro1n tllc California Account wnong the accounts 
rcf~rcnced in this Escrow agreement (each one 411

11 Account11 and cnlt~ctivc:ly the "Accounts") inc[uding 
the Srate Escrow Account_ California l.ocal Govemment F.:scro'wlJ Accnunt, lh.e (~ity/County Ac:co1.1nt and 

the Disputed 1Cl.ai,ns Account in zccnrdzzncc with wriucn in~'"lnJctions. from the State. 

The foregoini: proporty and/or funds, plus all latere<t, dividends •nd 011\cr di:miburions •nd pay,nems 
thereon (cuJl<:ctivtly !he "Distributions") r<ceiv•d by the L(scrow Agent, less any propet'ly and/or funds 
di,ll'ibutcd or paid in ac;cordancc with this l!sc:row Agreeanent. are coll~ctivet)I ref.erred to be(Cin as 
"Eiserow Proi,cny." The Escrow Agent shall have no dury 10 solicit the Escrow Property. 

2. 1n'1cstmepr o( Gscrow Property 

The Escrow Agent shall invest or roinvesc l!scto"I l'roperry, wlthour distinction between principal and 
income. in ac:c:ordane:e with written instructions delivered tu the Escrow Agent by the Sutt.e specifying aoy 
one or n1orc uflhc following invt$lrtlents from the Depositor d~si:,nated ltcrc:in. 

A. Djrec1. oblisations cf. or obligz:.1ions the timely raymc:nt of principal t,nd interest on which Jrc f\Jlly 
znd &.1nconditiionally gu:aranteed by. the tJnite:d State~ or An'lcrii:::zt nr any ilit:,~ncy thereof. maturing no more 
th!Ul onu yi.:tu afil.:r the date uf tt.cquis:itloo th1..7eof; 

B. rnterc:sl-tu:c..ring. tin1t: or dcman.d dcr,o::.its whh, or cc11ific1ucs uf dcp,,sil nl2ituring y.·ithin 30 day:,;; of 
lhC a.i.::quisitlon thereof and i~sued by. an)' bank or trust company orsa.nized un.der th~ laws oftl1c Uni~d 
States oF Am•:ri" or of any c,f the SO states 1herenf and h~ving comhined car,ital, surplus and u11distribu1ed 
profits in excess cf S300.000,000 whose long•term uns<:Cured debt is· rJlf.cd "AA 1' or higher by Stand:UU &. 
Poor's and .. Ah" or higher by Moody's; 

C. Comn1crcial par•er rated (on the t.hi.t<.: of liC<.{Ui.:iiiion thcrcuf) .tt ·l~asl A-1 artd P .. f or t.:quiv1:t.fent by 
Stand:lrd & Pl.'.1l1r's and Moody'~ respccrivr:ly, rnatorin& not mote lb.an I &O dnys fro1n the date of creation 
thereof; and 

D. Other in,•l.:st.mc:nts specified by writtt.:.o ir.stn.1ctians rron, all uf I.he Origll'utl Participatln~ 
Maouf•ctur<:rs, Settling States havin; Allo<~ble Shares aggrcgatins •t least 66 ",',%, and th~ Stale:. 

In the absenc:..: of written instructions the Escrow Agent will invest F.!.Crow rropeny in the Citibank Nassau 
Tlmc•Oc!pu.sir Account so long us said taCcou:nt meets the criteria set forth in 2. B~ above. 

F.ach r~fcrcn1:c herl!\n to a rating ffom St.s.ndard & Poor's or MtJody's; she.Ii be c:unstrued u.s an ~',uivalcnt 
rating by •oothi:r nationally recognized credit rotins asency and if one (but not bod,) of Standani & Poor'• 
and Moody's is not then in th• busin•s., uf r~ting d•b• lh• roquir•d l'llting frum the corpon,.tic,n still in such 
husi.rit:ss shall sufOce ror the: purposes; of th.is section J. 

The C.scrow .~sent shaU huvc: no obli3ntion. to invest or reinvest the Escrow Propc:n:y if deposited with lhe: 
Escrow Ai;e11c •f\•r J 1:00 a.m. (E.S.T.) on such day of d.oposir. lnsiructions received after 11 :00 
a.m.(E.S.T.) will be created as i1rcceivcd on the fol!Q"lifii;; business day. 

The Escrow .A.g«:nl sh.alt have the power to stll or Iiquidat~ r.he foregoing investments whencvec' the Escrow 
Ag"flt shall be required to release the Escrow ProJ"'")' pursuant to die terms fhcreor. Requests (or 
instructions) received after 11 :00 a.m. (E.S."f.) by the Escrow /\tent to liquidate the L::scrow Property will 
be trtated as i:f r,:cct1o<ed on the following bu»incIS day. 'J'hc Escrow Agent ~hall havr;; nu responsibility fur 
any investn,e:nt loss.:s resulting frorn the irsve~n1C!nl, rcinvc.:~'thlctt):·Ur liquidation nfthe F.scrc.,w Property. 
Any int(!rc:.t ur other inc:c.)ml.! rcc.c:ived an s.uch invcstm~nt and rcinvesuncat.af the H.sc::row Prope.ty shall 
become pat'I of the Escrow l'coperty, lfa selection Is no1 mode, the f.scrow f'roportY shall remain 

s 



uninvested wfrh no Uabiiity for intere!lit therein. It i.~ agreed .:ind undurstocx.1 that the F.Jicrow J\i;e:nc rnay 
earn fees i::s.,;:oci~ed v.,ith the: invcstn,cnt.s outllnc::d u.bove. 

The !.;screw Agent shall have no liability for an)' loss ncisin~ fi'om er related to nny such hwesunem other 
than in accordance wirh parn~ph .'i nfthe Tem1s anti Con<lition<. 

~- Disu-ibution uf Escrow Propem, 

Aw The Escrow Agent is dlrected to hold and dlstribuci: the Uscrow l'roper,:y in Uu: 21.rt1ounts as arl'.:! 
cslcuLutcd and Specified in wdtins by the State Md in the followin~ manner. 

(I) SO% cf each dollar, or p<>ni,,n thereof, di>lrihutt:d rroin the Califomi~ /\ccu<Lnt •hdl bt: 
crecitcd IQ !he Stale And ~lacod ·ir, !he State: l:::serow ACC.Q1Jnt; and 

(:?.) SOY, <>f each doll~r. er partian thereof, shall be credited to tbc Cities and C1>untius ..nd 
plac.:d in the Callfomi• 1.oc:al Oovemment Escrcw Account. 

B. lrrunc:diately upon recdfit, each dollar, or poniun thcn:cf, 4T¢dil~d lo the St.ill~ Escrow Accoun,~ball 
be distributed in 1hc manner set forth in Attach1nent A unless the Escrow Agent r~c~ivcs diJferc:nr 
inslrtlctions in writins from the State three busin= days prior to deposit. 

C. tmmcd.iau:ly upon rc::cc:ipt. c::ach dollar, or portloll th~reof._ crcdltcd to th~ Californitt Local 
Go~ernment Account shall be distributed in the manner ,,:1 forth bclu"'"' ,uc:h ~rrmunt• are calculated and 
spec:10~ in writing b)' the !:icatc unless the: Llscro"°' . .e\e,cnt reec:ives ditTcrcnr insrn1ctions in writinc from the 
State th,.-cc business d:iy.s:: prior to tlcposiL 

Ten percent l t 0%) of tlle funds is to be credited to th• Ciries. Eich Elisibt• City shall be 
allocated two and ohe h?:lf percent (2.5%). The; rcroai.ning ninety p:rccnt ( ')0%) of the funds tu be 
credited tc the Citie~ and Counties shall be .11located 11n1ong che F.lii;ibh: Counties, on a p,e:r ca.pita basis~ 
calculated by using, por,u1ation daU! set forth far California ("ountie1 as. reported io the most current Official 
Unite:d. States t.lecennial Census. ' 

*111c Stat~ shall ,nakc nny necessary adjustmc:nrs to chc distribution percentage~ as the) relate to 
this clause and the MOU promptly upon the issuMcc of=h fulurc Clflicial United Si.ates tkcurmilll 
Census. Until funhernotificatio11 the Ellgible Cities and Coortties shall receive MOU Proportional 
Allocabl; snares in 1hc prcponions set forth in Attllchment B herem. 

D. On tho third Business Day ~fl•r a transfer into lilt i>,ccount, the l!5crow Agent sball deli.,.er 10 the 
Seate a stacien,cn.t showhis the ~n,ount of such tfal'\Sfcr. the: source or the trtans.!Cr, a.nd the Account or 
l'lccounts to which such transfer hes been c=illed.. All amounts credited to a.n account shalt be rcwincd in 
such Ac;;ounc until disbursed therefrom in :1.ccorda.nce with 1he provisions or I.his Escrow Agree1nent qod/or 
pursuant ic., writtt:n instructions by the State. ln tht; ~vent cf B conflict:. io$tt'Uc:tio11S tl"om the St.ate sludl 
r,overn over ins<n1otions containe,:1 in mis Escrow ogreement. The F.$cr<"" Agent shall be entitled to 
conclu.ively rely on the instructions provided by tl,e Stare. 

E. Distribution shall be by wire 1ran,fcr and shall he ~,•de "' the Siatc, Eligible Cities and Eligible 
Counties as ]::)rovided in Att.achxnents. A atld C hereto no later than the next t3usincss O"y kftcr lhc funtb 
have been credited to the Su,to Escrow Account and the Califomia Local Government Accourll unless 
contta.1')' irtscructioru:. in ""rltins .actually have been rec:e.ived hy d\~ Escrow .i\gent frcm the Sta.tc chrec 
bu,incsa days prier'" distribution. It is underotocd by the parties,tu !hi, Escrow ogreement that 
instructions received ofter 11 ;00 •.m. (F..S.T.) will be ~·e~ted •• if received M the followins Business Day. 



F. On the third BL1S:in~ss Uay after disb1.1rsing. t1.ny funds fl"o1n an /\cc1;,ur,c, the Escrow Agent st,all 
deliver lo th,o State a written sta!omcnt showing the iunounr disbursed to each l::ligiblc t:iey/Etisiblc D>unty 
or 1he State 11nd th<: date of such crnnsfor. 

G. No fund• arc ta be <li•bursed to any City or County that hos not been idcntilieu by the Statc "" tin 

£li,:ible City or Caum;-. If any city or county has na1 anained Eli:;ibiliiy. the MOU. Proportion~! Allocable 
Sh•rc t;et for'th in Attachment B plus inh:rc=-st thereon as S(X!Cificd by the SI.lite: in wrillng fur .:ach su~h Cit.y 

•ncJlor Ct"'nly shall be r,laeed in a single segregated account, the "City/County Accnunt," t•iiblished by 
the Escrow Agent, and held (a Ion!: with any c,imings thereon), sepame and •part fi"om all other funds and 
accouni:s cf1:he Escrow A;:ent, until the E:s.:ro1.v Agont receive,; fun.her wrirtcn in~tructions from the State, 
Th• Escrow A;ent shhll r,rnmptly provide to th<: State aa accouncini; of the: fund• place<! in I.he """'-'Wll, 
indiell!ing t.he tatal a,nount placed therein and the amount placed therein whkh is bein:: hdd for rho benefit 
of e&:h •pecific Ciry or County. The r..scrow Agent may charge etch such City ur c:uunty wh,,.e MOU 
Prnr,aniC1nal Allocable Shant ii: placed in such aceount, such City's or <..:oun1y•s pr-oportional share of the 
H.sc,ow Age.nr's normal charges fer establishing Lad maintaining such account (b11.SCd on die pc:rcen<ago 
th<V such Ci1:y·s or Councy's MOU Proportion&! Allocable Slu,.rc n:prc•cnL< c,ftbc total amount in $Uch 
accuunl) lhr,,ugh lhc date the E::scrow Agent is notJficd by the State that such City andlar Co«nly has 
obtained the srntus of Eligible City or l,ii~ible County end the fa«:rnw A;ent may deduct such c:herges 
from the amuunl such City a:.nd/or C.:oi.anty i.s due when the Escrow Ae,cnt is notified by the Stblc: thar such 
City and/or County hos obtained the smus of Eligible City or Blii;ible County. The Escrow Ai.em will 
charge.: c4eh such City ur CtJunty by no1ifyin1 I.he State in writing of its: fees and cx~nses in connection 
with cscablishh1g and maintainins such account. The Stare will then calculate haw n1ucl1 of such fees and 
expenses aro, allocable 1u •••h City and CounLy, .u,d then notify the liscrow Agent in wri(ing of !he 
•mounts al!coeatcd to each City and C:ounry. The Escrow Acen1 -..111 thon deduct the specified charges from 
th~ a?propri.c1.tc account as direc;tc:d by the Stale in l.l;'riting. 

H. Whc;n the: l:::sc:ruw Agent receives wdrten notification fron, the S{ate (incl1.;Jdins specific· do11ar 
amoun:s) du1t lAtl)' Cit:y and/or County ha....; 111,uaincd the sli:r.tu) uf eligible City un<l/t.1r Eligible Cuunty, the 
Escrow A~e.nt ::.hall no later than on\\!! Busine'iS Day sub~que11t fhcrcto disburse to such neU/1)1 Eligible City 
•n<iior E:ligiblc County 1tl1 funds representing such newly .L:ligiblc City's and/or l!ligible County•s MOU 
Proportional Allocable Share which had previously h~en plact::r.l in tht: scparall! CitylCCIUOty Aci:.ount 
pursuant to ,;ubparagraph (j above iucludlng any lntorest ceneraied therefrom, after deducting the 
aµpropriatt: 'Escmw Agent·s charges in Lh!:" specific ttmounts in:a:truc,ted in writing by the St1;1,\c, 

l. In the t:Vt:nt of a dj5,pute a.s lo whether a City and/ar K Ccuoly hit.S attained lh~ rui.l'4!-i of ar1 Eligible 
City and.Jcar :!!li.:,ible County_ the Escrow A.:cnt, upon rec:eivin~ written instructi<lns frotu th.: State. shall 
depusi, Lha MOU Prupurtiuoal Allo<able Sh:ire of ally such City and/or County lo which such dispute 
pertains intc the Ciry/Councy Ac;.cannc. TI1l! Escrow Agent shall promptly provide to 1h~ Seate an 
accounting ,~f the funds placed in such aecaunt, iadica(ing Lhi:: total amount pl.ac~d ihon:in l:ll\d the tttnoWi.l 

pl«co<l lhcrein which is being held for the b~nclit of each specific Ciry and/or County. Upon re,;eipt from 
the St31e of an order or judgment or eligibility issued by the J,C.c.r. 4041 Court. th• Escrow Asc:nt shall 
disbur,e all fund< including in!crc.st &lloc,uccl to su<:h newly EHgiblt City or newly E!.ligible Cot.\nty no 1uLer 
than one Uu.siness Day after actual rc::ccipt ofsuc;h notice fron1 rhc State. Escrow Agent charges may be 
c;ilculated and deducted in rht """'" rnanncr as Subp=gr,ph G above. 

J. In th.1:::: event that there is a di5putc rcsult.ing from 15. •·c~Jaim Ovt..-r/' the Es:c.row AiJ10nt. as instruetod in 
writing b~ the Stare, shall establish • segregated account, the "Disputed Claims Account'', into which will 
bi: distributf!.d funds in the amouru that the SCl!tc has idi:ntiftcd as the Clain1 Over Offset Amount or such 
p~rt of Cha1 nn1t1unt that is the subject of dispute. Such nccaunt shall be ·e~u.1bli:cht:.cf in the name of the · · 
Responsible Entity as idenrlficd by the Stato to the F.scrnw A;c"'_ in writing (i.e., "Disputed Claims 
Ac::count of ................. ), The Escrow Agent m~y charge caeh such Responsible E::nlCty i~ nurmsl cl:la.rgcs fbr 
em.blishin~ and main1aining each such Dispoted Claims Account. The F,scrow Aient may, upon notice 
rcct:ived from the Stat~ a.s to who is: liable f,,r the: Escrow A~cnt's t.:harges, dcducl ib chbrges from Lhi: 



amount due the: Responsible U.1ti[y, the State or those members of the City/Counry l','tcctini: Comrninco 
that oro id,n<ificd as liable, 

K. 1f 1hc. Escrow Agenr has not received wriW!:n. notificatiun rrorn tht: ~Utte t.h.ttt ~ C:ity or <..:uunty h~ 
attu.int:!l lhu itatus or Eligible City lUldlor .Eligible C.:our,t)', b)' the later t,f June 30, 200 l ~ or th~ e"-riralicu, 
of an~ grace period specified by the St•tc, the l:scrow Ai:cnt. upon wriucn in•trucli<1n by the State •nd 
aftor rledu<1inii thc appropriate F.scmw Agent's chari:c:s, shotl do the following: 

(I) All funds previously plru:~d in the Ci1y/Cuunty •ecounl (including any prncccds 
;;cncratcd thereftom) liar such Cny or Coun1y •h•ll be deducted from .such 11<.-coun\ and 
$0% thereof shal I be disbursed 10 the Sta10 Escrow Account and the remaining 50% shall 
be disbursed to the Colifomia Local Qovcmmcn1 Escrow Aceoun1 for distriburion 
con.istent with subp,,ragraphs a. C. 0, E •nd F, above, unltss ctmtrary instructions have 
been provided by the State. 

(2} TI\t lascrow Agenl, upon rceoipt of notiflcaiinn frurn lh• Stlite th•t su,:.h C:ity andlnr 
Cnunty ha.s sub<cqucnlly lllU!ined the status of t!ligible City .and/or l<li!;ible County, shall 
disburse all MOU Proportional Allocable Sbares for such City •nd!or County which 
accrue after the date nf notification that such City/Counly hes ubtainctJ Lhc :.tatu! ur 
EHgiblc City or C::tigib.le t"ounty unless rhi: St.Uc provid=:s wrinen instructions to the: 
Escrow Agent that a specific lesser amount shall be p3id because oh claim over. 

L. le Ill~ event ofa "Claim Over'\ it is the intent of the State &nd the Cities a.nd Counties thac.·in 
accordance wi1h the MOU. •II beneli<S 1t11d burder.s •••t .. n1:e1 lhc funds to b<: distributed to and rrom the 
C•lifamia Acc~unt will be born< equally by th• S1a1• on one band, and the Eligible Cities and Elisible 
Ct.,untics un the other. 

(I) The State shall notify the llicrow A:;eni, lh7o! Section Xll(;,X4)(B) of the MSA has been 
ir,voked. and r,ru-wldc the E~cruw Agen\ with wriltcn in:.tro~lio1tS specifyint! amounts (U'\cludi.ng 
interest) and account infcnnation, statini; the Claim Over Offset Amount and the identity of the 
R.csponsibl1:: F.n1.ity a.nd in:.u-uct the: F.s.crow Agent tsS f'ulla\vs: 

(a) That the an,ounts otherwise ~Jlocablc to.the Res.ponsibl~ Entity shi1II thcrt:?,.fter 
he rotluccd doll:..r-far-doll"' until the fuU Ctainl Over Offset An>ounr has been deducted 
fron, the MOU f'roponional Alloe.,bl< Share owed to the Responsible Entiiy. 

(b) That the Responsible Entity shall be rcsponsilole for the interest on lhc Cl4inl 
Over Offset Arnount .llt the a.nnual r.lle equal to Lhc: available daily ratf.! oC rc::tum tclJ'llt:d 
by thi: C&lifomla Pooled Money 11\vestment Account fron, the nctual date of disbursal of 
the r.oduced share ta I.he State A."ld to the F.ligibJc Cities o.ntl Eligihl• Countius. lnter<:St 
owed is determined from lhe date the funds arc re\,:.'5ed to the dat• of actual dtsbursal to 
the State/Elii;:iblc Citic:s/F,lisiblc Counties. 

(2) ff the F..scrow A~cnt is nnt in:strucu:d in writing, th1:1.t t1<.:tion h3!J: bci:n us.ken tu c::untest the 

State's identJfication of di~ correct Responsible Entity or appr,opria1c Clain1 Ov~r Offset Amount, 
the: following shlUl occur i.n 1:1ccortie.ncc:: y,,ith written in,t:nu..'1ions froru the Su,lc specifying the 
amoul\l.< r<fcronocd in this s,oc,ion 3(Ll (:!) (a) as colculated by the SC<ltc, and accoum informatlc,11: 

(a) !fthe Claim Over Offset Amount i> less than the MOil Prop<•niunal Allucablc 
Shue of tllc Rcspons:thle ~.otity. tho (;1aim Ov~...- (Jffsct Amouot ihall be U~duct1td and 
cmiiied as foilows: 

(l) If the Responsible Bntity is rhc Sme. in the manner set forth in the 
ma,hcma1icat c:xci.mplc ..tuachcd hereto as AtU11cfut1~nl D, to wit: 
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(aa) An a111ou11t equnl ro one-half of U,o ollse, shall be dcducll:<I 
from the State's escrow Account share and ~hall be credited to th~ 
Califom ia l.ocal Government Accuunl. 

(bb) Any amounts credited 10 rile California Local Govcmmenl 
Accow1t pursu~nl to this subp•ragr.iph sh1<1l bo allocate<.! amung •nd 
disbur.1ed to th• F..li~ibl• Cities and f.li1;ible Ct1untie.., as provided in 
Section 3 or this !:screw agreement and as insrructed by 11,e State. 

(ii) If the Responsible F.nci1y is a Cily or County, in 1hc manner scl fon.h in 
the m•themaii"'II example a1tachcd hercu, as Allaclunent E, to wit: 

(aa) An amoun1 equal 10 one-half ofthu <>fl'set shall b<: dodllClc:<l 
from the Rt:sponsible Entity'• MOU Proportional Allocable Share aod 
shall be crcdiled to the State's escrow Acccunt, 

(bbl After making !he deduction described in parasraph (aaJ, (he 
remain ins one-half of the off$"1 sluill he Clctluctcd from th~ 
Responsible Entiry's MOU l'roportional Allocable Shue, and shall be 
realloi;a1ed 10 each Eligible City and Eligible County (including the 
Rcs[l(>osil>lo Entity) pu.Su"111 ta its MOU Proportiun&I Allocable Share 
in d1e tmnner provided in Sec1ion 3 of this Escrow agreement The 
State will notify the Escrow Agent of distnl:>ution amounts tc be made 
,u the SLal• 11nd lo <ach Eligible City and l'!ligible C.:ounty. 

(b) If tho Claim Over Offset Amount is equal lo or gr<aler thtm the MOU 
Propurti<>M.l Allocable Share of the Responsible Entity, ch~ Stete shall lnsct'\Jct the 
F...i.ero\o\' Agt:nt th,:tt such Chs.im O"er Offs~t Amount shall be deducted a11d credited .a.s 
follcws in e.cc;ordance with writtl!n inxtnJGtinn::; rrnm th.c Suite specifying the ~mounU 
referenced in this section 3(L) (2) (a) as c:o1kulated by the: 5ir.ate, a.nd account infom,.ation: 

(i) Jf the Res;ponsible F.ntiry is the State, in the rna,,ner ~el fonh in the 
mathcn·u:.tieal cx~mplc atuu:htd h~rcto es Attachcneat V. to wit: 

(aa) Th< c<itire MOU Proportional Allocable Share ofrhe Stnte 
shall be credited le tho California Local Government Account until tho 
Cl!lim Over Offst:t Amount has bt!r.:n rcp~id in full, including interest es 
described in Seccion L.(t)(b) of this £scrow ag,..,ment. 

(bbl One• any rcn1aining Cl•im Ovor O!lsct Amoun1, including 
any interest as described in Section L.( I }(cl. is less tltlkl the 
11-~•r<>nsible EnLity's MOU Propurtinnal Allucllble Shore during ""Y 
payment period, Section L.(2)(a) shoU sovern distribution and 
allocation. 

(cc) Any amounts credited tu th• C~lifomi" Local Oov~rnnienc 
Accuu.nl pursu,mt to [his Section L.(Z)(b) shall be dii.bursed an,ong <he 
Cities and Cowtd<!S as provided in Section 3 cf th is !!!;crow agreement. 

(ii) If the k.c:spnOsible f-:ntity is a .Clcy or Cnunty, ln the n1,l,f'lner :s:et forth in 
the rnathc::nHitical c,;:.mple. an~c:hed he-teto as Att..:i.chn,ent G. to wit: 

(aa) The entire MOU Proportional Allocable Sha.re of lhe 
Responsible t.::ntit)' shall be credited SO~u to the State. t:.scrow Account 



.-.nd SOo/11 to the Cali{On\ia Local Oovem1nent Accounr untii the Ctafn1 
Over Offset Amount h:i.< bccn repaid in foll, including interest as 
described in Section L.(l)(c) of this Escrow agrecme111. The 
Responsible Enti,y's MOU Prorurtiun•I Alloel!bl• Share of any 
a.mounts redi:i.tributcd tu lhe Calif om in L..oca) Ciovernrnent ACCoYnt 
under this parai;raph (•a) sh•ll be credited SO% to the Su.ii, facrow 
Accoum and SO% pro r~,~ to !he romaining Cities antl Counti"" 
(excluding the Res;,nn~ihl• Entity) bil>ed on their MOU li'--roponion•l 
Allo~•hlc Sharos. 

(bb) At such time as any remaining Claim Over Offset /\mount. 
inc\l,ding any interest"" describQd in Sccti1m ( •. (l)(c). i~ le« than lhc 
Responsible F.ntity's MOU Prcportinna\ Allocable Sha.re during any 
paymon, r•riod then Section l..(2l(a) sholl govem disrriburion and 
allocation. 

(cc) ·rhc State shall instruct the Escrow Agent as to the ,ppropri«tc 
dedllctions MC C<Qdits •• ••t ronh in this Section L.(2)(b). 

(3) If a petition is filed with the J.C.C.P. 4041 Court for a rulini; ree,ardins a disp-'1• ovor the 
idr:ntificativn of the corr::::cr Rc:sponsible Entity or the amount ufci~irn o\lt!!r offsi=t.. the Suite ~ha!l 
ifl!itn,u;t th:::: l;,.s.crow /\geti.t to 1..-statih..-h a Di.sp1.1ted (.-teims Ac:count to bold such disputed ~ounts 
pcndlng subsequent notific~tion by the Sute which directs the manner of lli,pt>•itiuo tu be mill.le 
of the disi:,uled amount. The $1at< will lnstr1<ct tbe Escrow Agoni to distl'ibute the disputed 
amount in accordance wirh any order or judgme:n\ enter~ by lhc Cuurt. A.n ::apr,t:al of such 
d~cision shall no: deli!)' distribution of the disputed amounts ebsen.t a court ord:cr to the contra[)' 
rrom th• apprnpri•le C:.:alifomia Court which bas been provided to the Escrow Agent by the Sta ... 

(~) The f.l'Crow Agcnl sholl be enlitlod to conclusively rely upon !he State's ide!ltlfication of 
the: Rcsponsibl~ Er,ti{y a:1d the Clailn Over Off$et Amnun< in 1:1.tlocliling ArliJ dis:tributlng funds. 

4. AOdrcss~ and Accounr lnfnrmatio!"I 

Nutic<:s, instructions and other co1n1nunications shall be senc to f.scr~,w Ag1;nt as follows: (ilablll A~cncy 
& 1"n..st Services Department, Citibank, KA .. 11 t w.11 Slre~L, Sth Floc,r, New York, New Yori.:. I 0043, 
(tclcphnnc number: (212) 657-5035, facsimile nurnb•r: (212) 657-3866 and"' the State atthe Ofiice of the 
Anomcy General. 1 )0n l Slree<, P.O. Box 9<4255. Sacram~nto, CA 94244-lSSU, telephone number: (916) 
323 .. 3770, fac:)lmHe nurnbcr: (C)\6) 323-081) or :;11-2::;19. 

5. l)(,;tribu(ion of £scrow Pro1,ertv llpon Termination 

Upon tc:rminacion of this £::.screw Agreement, Escrow Pro~rcy tht:n held h.ercu.ndcr shall be: c.listributod a:. 
se, forth in Section 3, l1bov1:, unl<:$s the Stare has provided instructions in writing to the 
contrary. 

6. Come5:1s.a•ion 

(•) All foe< "'1d expenses due ,ml owins the 1iscrowAgo111 ,hall be deducted cqu .. ny, i.e . 
.soc/c from caeah. fran, the Staci: .Es,;row Ac:count and the Calif<-mia Lc:u.:it.l (jovumn,~nt ~~crow Ac«:ount 
prior tot.he disbursement of ui,y funds pun.uml to this escrow agreement and/or transfer of any funds to 
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any other :iceount~ s.uch as the Clty/County Account or lhC Disputed Claims Account. 'fJte following fi~cs 
and OKpctUes sholl be: paid: 

(i) At tbe time of c~ccution of this f.•crow Agrt.>cmcnt, ~n acccpwncc fee ofS2SOO; 

(ii) An annu,l tlat fee ofSS0,00() includinQ disbursemon, for the Sia,., l.'.s;;n,.., 
Account and Colifornia Leal escrow Account until April 15, 2004, then, $36,00U fine 
ann•al r~• including disbursement for die Srace Escrow /\ccount •nd Califon1ia Local 
!!scrow Acc:ouot beginning April IS, 2004 until lcmdnation uflh..: escrow facility; and 

(iii) An annu~I fl.ar f•• ,;,fS~OOO and SIOO per di.bursemcnt per L:llspmed Cl.1in1s 
Account; u.nd 

(iv) An annual flar fee of SSOOO and S 100 rc,r dlst,ursomcnt upt,n actiwtit>n of tho 
City/County A•cuunt; and 

(v) All reasonable csrcn.es, disbw,,c'ffi•nl.s and adv~m:cs incurred or m•dc b~ u,., 
£sc:row Agc:nt in petformance af its duties hereunder {inclodins reas0oable fec:s, · 
expenses a.nd disbursemc1us of its counsel). 

h is undcr.5.to~d ;.hat the: Escrow Agent's fees 1n~y be adjusted fron, time to time to confom1 to its th~n 
current guidelines. 

(b) Oeposlcor shall poy an investment uansaction rec afSI00,00 for c•ch purchase or ,..,,c of 
a security m..tdc by Escrow A.gc:l'll htreundcr. 

(c) Uepositor shall b• responsible for and shall reimhur>c Escrow Agent upon d•mand for i,ll 
fees, t:xpt1n:;;t::s tlllc.1 Uishur?.cm&nts incurred or n~ade by l:'.scro\4' Asent in connection \lt'hh t1lis Escrow 
Agreement. 

SECTION 4 Term..: ,,,,,1 Co11ditiom 

I. 111e Escrow Agcn.t shalt have no duty ar oblig~tion h~r.:urydcr ul.hcr ~n to taL:.~ such spc::cifie 
actions .iss. .ut.: rc:"luireC. of it rrcm rime to time under the provisions of this ~crow Agrecmen~ and lt shall 
inL'1.1C no liabrtlity h!!rcunder or in ccnne.ction hcrc\lr.·ith for anything wka.tsocve:r nther than a.ny liabil iry 
resulting, ftorn its o"'r'n gross ncgli~tmcc or willful rni!>conduct. 1'hc Escrow Asen\ shall not be bo1,1n.d in 
any \vtay by z.',fly agrccmr:nt or c<,ntracr other than chis ESCC"Ow Aveemcnt1 and the only duties and 
responsibillries of th" Escrow Agent shall b< the duties and obligations speeitic•lly set forth in this Escrow 
Ag,r:.en1eni. 

2. The d,...rdes, re:spani:ibilities at"ld obligations. or Escrow A,!St:nt ~hull bu lin,iti:cl tu thosr.t e~pressly ,tel 

rorth herein ,md 1':10 duties:, responsibilities or oblisadons shaU be inferred or impHcd. The f'..scrow Agent 
Sha.II not h~ s,ubjeer to, nar r~q,uircd tu comply with, BllY olhcr agreement to which D~po1>itor is a party~ 
cvcc\ thou;h n:f'crcnc.e thereto tll:i)' be tnadc Acrcir,, or to c:~mply with any direction or instruc:tinn (otht::r 
th1Ut Chose cc>ntained herein or delivered In accotdance with lhis Escrow Agrccmcnr) fro1n Depositor or an 
entity acting on irs be.half. Escrow Agent shllll nae be requir~d lo ~i::r,t:n<l or risk llllY nf it.ti (lwn funds or 
otht::rwis~ in~:ur any fin~cial or other Liability in tht! performance: of any of its dutie.S, hcrcuntlcr. 

3. Tl,i.::. &crow A,;rcemenc is fer the e1.clusi11e benefit af tht:: panic:~ hcrot<1 at'ld their rcsptGtiYe 
permitted sui::.ccssors hcre.undcr1 and shall not be deem~d to give .. either t':l(prts~ or implied, any lt::al or 
tqllitahle right, rc::mt.!cly, or claim lo Wl}' uthcr entity or person whatsoever cxccpr as provided in pa..ra£,l"i1ph 
I 'i hereof Vr'ith rcsp~et to the resi;natinn af the F.scrow A gen\. 
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4. If at any Lime F..scrnw Agent Is served with any judicial or administrative t'.!Ndr, judgm~nt, decree, 
writ or other form of judicial or administrative process which in any way atiects tho Escrow Preperty · 
(includins hut not limiu:d. to ,u·dt:T"S of 1t.ltachm1.:nt or gamishmcnc or other rorms of Javie:ta or injuncLlorts or 
stays tolatin; to tile transfer of th• 6scrow Propdrty). Escrow Al;em is authori:ied to c:omply therewith in 
any manner jt or le~.1111 couns~I ufits. own <:housing deems: appropriate; und ifEs1.:rov., Agent complic~ with 
any sucbjudicial or administrative order,Judg,nent. decree, wrltoroth•r form ofjudiclnl or administrative 
pmcoss, P..<cmw A;ent shall not be liabk 1(1 a~y of tho ponies hereto or ta •ny other p~-non or entity even 
though such orili:r, judgment, dccn:c, writ or process may be: subscq11ently modified or "aeared or 
otherwise detormined to have bcCll without leg,al force or effect. 

S. (A) Escruw Agont shall not be II.able for aoy action taken or omitt•d or for any loss or injury resultine 
from irs actions or irs performance or b:ck of performance .,r;1.., du lie• hereuridor in 1he ,.b,er,cc or grosi. 
negligence or willful misconduct nn ii. p1tn. ln no cventshall l::scrow Agent be liable (i) ror acting in 
accu,rd~nccs with or relying upon ar.ny instruclion, nortc:c. demand. certificate ar document from any. 
Depositor or any entity &cling on behalf of any Deposhor, (ii) for any indirect. consequential, punitive or 
S!"'cial dam•;es. rcgardhw of the form of a«iun and wlx.1her ur not any such damag"" were forc..:eable 11r 
conremr,la1ed, (iii) for the acts or orrtissioM ofits nominees, correspondents, d¢sign~es, ,igonts, subagcnt.; 
or subcusrodlans, (iv) for the investment or rei,,vestmenr ofa11y cash hold by it hereunder, in ••<h case in 
good faith. in accordance with the terms hcrt.t•f. including wilhour limitation any liability for any delays 
(not resulting from its gros, negligence or willtul misconduct) in the investn1ent or relnvesanent of the 
Escrow Property. or any loss cfint•r••t incid"f1t to 11ny such del11y•, ur (v) for"" ..rnoont in c:xccss oflhe 
vi::luc of the Escro\lo' Property, valu~d a> of the date of deposit, but only ta th~ extent of direcl n,oncy 
dama;es. 

(B) J fan:,, fcc.s 1 expens~s or costs il\cLJ rred by. or any obligations owed to, Esc:raw /\genl or it"li caunscl 
hereunder are not promp\lY paid when due, Escrow Agc:nL rM.y reimburse its¢lf thcrofor from the Escco"' 
Pr"pect)' an.d ,nay s:c:H. convey or other•.1ds~ dispose of nny Escrow Property ror such purpos<:. The Escrow 
Agent mt1y in lts !:io,c discrctiuo withhold from any di~lribution of l!scrow Property an amount of U.scrow 
Pro~rty it believes. would. upot"I sa1e or liquidation\ producu pn.x:ec.tls cqu:isl to .:it.ny unpaid amounts t<> 
which Escrow A:;ent is ¢r,ritled to hcrcundli!:r. 

(Cl As security for the due and punciu~t petfonnancc of any •nd all of Deposilor's ohligoiions to 
F-'\Crtlw Agent hereunder. now or hereafter &-islng., lJepositor here~)' pledges, assii;::ns and g.n.nts to L!scrow 
Ai;ent a continuing security inu:rest in, and a li~n on~ tht.! F,.seruw Pr'1pc:rty an<l a11 Distr\butioo~ thereon or 
additiuns lhc:re1u (v.·hethc.:r such. additions ue the result of deposits by Depositors or the investment of 
escrow Property!. The security lnteresl of Escrow Agent shal; at all tin1es be v•lid. perfocl"d and 
cnforeea.bl,:; by Escrow Agent ttgainst Depositor and all third pa.rtles in. z,.cc:ord.i,.ncc with the terms of this. 
Escrow Agrcemen t. 

(tJ) £screw Agent ,nay consult with lci;al counsel of its own choosinit at d,e e~pcnse of the Depositor 
as to any 1:iatter relating to this Escrow Agreement, 11nd Escrf.>W Agent shli.11 noL incur ::Ll'\Y liability in aclini, 
in goo(! faith in accord.w.ncc witb e.ny advice from such co~nsc:J. 

(El Escrow Agent shall not incur any liability for na< pcrfnrmins any acl or rulfilling any duty, 
oblig,nion or rcsponSibility hereunder by reason of any occurrence beyond the control of !,'.screw Agent 
(including but not limllt:d to any ~ct or provision of ts.ny prc:;;~nt or fl.ltun: law or rei:;uhuion nr 
governmental H.uthurity, any act af God or war~ or the unavaitabillry of the federal Reserve llanl: wire or 
facsimile or other wire or com1nunic:1tion facility). 

(F) Th~ Escrow Agent shall be entitled to rely upon iny order,judgrnent, ct=rtificru:ion, dc:mt1nd. 
notice. lru\rument "' other wricing d~Iiv,;f":tJ tu it" h~reundcr withtwJl being, tcquir~d io det«lninc the 
authenticit;; .or the: cnrtt."Clnus:s of any fa.cl ~ll:4tc:d there-in or the: prapric:ry or validity or (he; scrvjc.c: d1ereof. 
Tiu::: Escto'IN Ai;cnt 1nay act in rc1ianc.c: upon any instrument or signature hctii:wd by it w bt:: gc::nuint .wd 
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may tlS!rurne that any person purporting'" tivc. receipt or ::i.dvice Lo m11kc any &tatc:mcot urc~ccute an:, 
docun1c:nt in c::onncction wl\h the provisions be.(ecf has been dul)' authnri7.ed to de,. so. 

6, Ualc:Ss otherwise spedfielilly sc, forth herein facrow Agent shall p1•oceed AS soon as pracci..able 10 
colleci any checks or uther eolloction lten1s at any time deposited h•reunder. Should Escrow J\g<nt in il~ 
sole discretion or othetwise end it Distributions bercirc r.ht: same -.re nn~lly coltccted, Su<!h credit.; shalJ be 
provisional and m•y be reversed by J::scrow Agent without notke uncil such time as the same sholl be 
finally collected. All suet\ collections shall be subject 10 £screw A~ent's usual collections pr.u.tices or 
tcrmi; regarding iteJns rGGc:ived b)' Escrow A;r;nt for deposit or collection. P.scruw Agent shiill nul be 
required, or b,ave any duty, to notify unyunc of •ny puymcnt or mat11tily u11Clcr the terms of any instrument 
dep~•itcd heroundor, nnr 10 take any l•t•I action 10 ~nfocce payment of ""Y check, note or security 
depnsit•d h,m.-undcr or w e,.ereise any risht or privile;;e which n1ay be a!Torde.d In the holder of :any such 
Sl;CUri.ly. 

7. Rsctuw Agcr.t shall provide. to Deposhot monrb1y sn:nemenlS identifying transactions. Ul:lftsfcrs or 
ho!'1iags of Escrow Propcny e.nd ••ch ,uch SUltctncn, shall be deemed 10 be correct Md final upnn receipt 
thereof by th,, Dep<><itor unless Escrow Ag.cot ls norificd in writing, by t~• flcpn•itor, to d,c comr..ry 
withia th Irey (30) business dzr.ys of the d~tc: ufs:uch st41tcment. 

8. £screw Asent shall nor be r,~ponstble in any n:sr,cct for Lhc fcimi. c,c:e.culion. validity. value or 
genuineness of documents ur ~ccuriti.::s deposire.d hereunder. or for any description therein. or for th~ 
identity, auU'lcrlty or righ.ts of persons executing or delivering or purpnrtini:, tu ~~tcutt Cir dt:liver a:i.ny such 
document, sc:curity or c:ndt'rsement. Thi! E!-icrow Agent shall not be 1!:.1lled upon to ad,.-isc any party e.3 10 

the wi:..dom in seJling or ~Ulining ur taking or rtfrainin~ frorn any action wirh respect ro any securities or 
otl\er property deposited hereunder. 

9. The I.rs.crow Ai;enc shall not be lJnder any duty to giv!! the Escruwt:'Q Property hC:ld b)' i.t hcrc::c.,nder 
a1iy ;reatcr de:g~e. <1f c:art: t.han it gives its own sl,r.ilar propert)' and sh~lt not be required to invest any 
funds held li<ereunder except as direc«d in thi, F..sm1w Agrccmcnt. Unineested fund• held hereunder shall 
no1 earn nr accrue inlcn ... -st. 

ro. When the Ls.crow Agent~ instn.u:t~d in wricing.10 deliver securities.against payn1ent, vr to c,flCct 
p3y1nc::nt a~ai11st delivery, dt:livcry and rcc.eipc of paym¢nl may not.be con1pleted si,nultaneously, and the 
D<::p!Jsitor agrees that the Escrow A.gent shall incur no liability t'br ttny cn:dit ri~k involv(.!d. und lh'1t the 

Escrow Age11t may deliver and ri.:.cc:i...,c sccuricies, and arrani;e for paymenrs re b~ made: and received, in 
&ccord~ncc '"ith cusroms pre\Jo\ilin~ from 1:in1c to time :11non::,! brnk.ers nr dt:~lt:r, in ~ueh ,:;ec:uritll!s. 

l 1. Ncdccs. instruction.£ or other i;:omn1unlc;2Uions shall be in writing in English and shall b= given 10 
the address !>Ct forth in the ... Addresses" r,rovisinn herein (or to :.uch other taddr~s.s. ,~ m11y be: substittJted 
thc:r~fnr by ,11riucn. notitica.tion lo l:::serow Agent or Depositor), Notices ,o Escrow Atent shall be d..:emed 
to be given 1whcn octually received by tht F-<crow Agen, (Global Atone:,, Trust). E,crow Agent is 
authori~d tu comply with and rely upcn any notices. instructions or oiher cornmunic:a.tian~ heli•!vecf by it 
to h:i\le been senc or given by Dt:po.$itor or by 11. person or persons. a.:thoriz..c.d by Depositor. Whenever 
und:.:r the terms h.~rc:ofthe time for glvin; a i:i.otice or p,.:rfonning a.n act fall:s up,nn a Sawrday~ Sunday, or &1 

banking hoL'<ia:; in New York. such time shall be c,tondcd lo the next day on wttich the l::scrow Agent is 
open for bus;inc:~,;. 

12. Th" !Jepositor shall indemnify, hold harmless and defend lh• Escrow Agcnl and its off;cers. 
director. e1uployc:cs and agents from and against :ri!l)' 41'1 till lo~c:.i, c:lainls, liabiJiUes and ~nable 
expenses~ ineluding lh<: reasonable ft:~s uf iL"i c::c11.1..nscl, which it nilly !u.iffcr or incur in connection with the 
per(onnanc:t: of its duties artd obligations under this Cscrow Agre$cnt, txcept (or ,ho:.:e lasses, clai£l\$. 
liabilities and eKpenscs rcsultini: solely l<Jld directly from its o"'n gross negligence c,r willful rnLsconduct. 
An)'thing in this Escrow Agrc:cn,enr to the tQOtrary notwithsr.and\ng. in no f.tvi:nt shall 1he: F.%crow Agent be 
IJ.1ble for speci41, indirect or con~equcntial loss or d.arnt:lgc vf any kind wh111soi!'...,er (lnc:ludint; b1.1t noT 
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limited to lost prafit.s). ln 1.dditiun1 whien ,ht: F'_..:cro\Ao· Agi:nt ttcl.S un any inrurm.atiun1 in!li.tn.it:liuns,, 
ccmmunicaticns, (includin::. but not limited to, communications with r•spect to th• delivery of securities or 
the wire 1.r:1nsf•r of funds) sent by telephone, telex or facsimile. tbc Escrow Agent, ab..,nt gross neglisenc:e, 
shall not be responsible or liable in the event such communication i, 1\ot •n 11.uthariz~d or authentic 
c:ommunication oftht: Ocp<.,sitor or is not in the- form the: Ocr,o~iior :iicnt or int.ended to send {whether due 
to fraud, di~ic,rtion or olht:rwisc). "l'h~ Dep,'>Silor shall indc1nnify the JiSct(1w Asc:nt against any lots~ 
liability, claim or ~,pensc: ( includini. lei;al fees and expenses) le may incur with its actill!l in ~ccord~nce 
with ar,y ouch communication. This parai;raph shall survive d\e termination of this Escrow Atree,nent or 
the rcmov,I of the Escrow Agent. · 

13. (AJ l.)cposltor may remove Escrow A11cnt at any rime ~Y giving"' F,sc:row Agent thirty (30) 
calendar d1ys' prior notice in writing. escrow Agent mAy =ign at any ,;me by giving the Depositor lhiny 
l30J cal•ad..r days' prior written notice tncroof. 

(B) Within ten (IO) calendar days after sM111,1 the forci;oi,1~ notice of removi.l to liscrow 
Agent or rcuivint the foregoing notic~ of rtSigne.tion fron, Escrow Agent, ttu: Pc::positor shall agree on 
and tippoint a succc:.,ar F.sr..:rov.· A.gent. and provide wriueo notice er sueh tn the rcsi::,ning F.s:cn1w Agt:nt.. 
If a successor E.<crcw A gem has not accepted such appointment h)' the end ofsuch I 0-day period, !::screw 
Agent may, in its sole discretion. do!iv•r the (;'.scrow Prcpeny to the State t'or deposit in the '"Toba.cco 
Settlement Account Fund" Al the address pr<Widad horcin or may apply to a cuun ofeompetcntjurisdiction 
for the 1tppointmi:nl c,f 11 successor Escrow Ascnt or for other apprcpriate relief. The costs and expenses 
(inelu.ditig reasonable lllttnrnc.=y:.,:• fec=s and C).:.p.enses) i.nC1JtTed by Escrow Agc:nt in connection with such 
proceeding shall be paid by, end be deemed ajoin1 and ,ev•ral nbligatiun of, th• nero~i,or. In the ev•nt of 
a..ny $uch rc$ignzlion or n:rru,vi:il, lhe t:serow Agent shaH have no further obli;ation with rcs-pect to the 
Escrow Properry. 

(C) Upon reecipl ofthr! identity ofthr! successor E.ic:tow Atenc, Escrow Agent shall cdtbc-r 
delivi:r the fsc:ro~ rropcny then h<1d bureund<.:r to the: 5UCCc:::...t:or Escrow Agcht, lcs~ F..!.crow Agent's (c:es, 
cos.ts &nd ~"'pc:n~~s. Clr other obli&,atlons owe~ to Escrow Agent. or hoJd s1.1ch Escrow Pcopeny (or ady 
poni~n thereof). pendin:; dL"rrihution, until tt11 such fc:c.s, costs ttnd canchJ~ively expenses or other 
obligadoos al'C: paid. 

(D) Upon delivery of thr! Uscrow Property to rhe successor Escrow Ag,ent. Cs.crow Agent 
sh~II have no fu.rchcr duties, responsihilides or obliga.tiuns hcn.:uru.J~r. 

14. {A) ln thr! ~vc:nt of a.n}' ambiguity or uncertainty ht:reunt.ler or in ""Y nnticc, in!-tructini, or 
other commuriit.ation n:ceivtd by Escrow Agi:nt he:reundc.r, Escrow Asent may~ in lts sole al~rc:1lon. 
re{r::!.in from tnkin;;. any action other th::1.n retz.in pos.sL!SSion of lhr.: Est.row Property. unless Escruw Agt::nt 
receives written ir1:;lructions., wbich c\imina1es such arnbiguiry or uuc.cna1ncy. 

(ll) In the evc11r of any dispute bcrw""n or conflictini. claims by or amonr. the Dcposllor 
andlur any otht!r p~rson ,ur 1-:ntity with respect to any £5;crow Property, Cs.crow Agent shall be entitled, in 
Ir, sole discretion, 10 refuse to comply with any and all claims, doniands or instrUc1ions wi1h rcsi•ect "' such 
Escrow Propcny so long a..s sudl dispute ar conflict shall cuntin.ue. antJ l::sc:row A,Y'-'11t shall not bl.! or 
bccunrn liable io any w•y lo the D~positor for fallur.: or refusal to comply wirh. s<1ch contlictini; claims, 
de1nands or instructiofis.. Escrow Agent shall be entitled to refuse tn ac.l until, in it'- sale discretion. eitht::r (i) 
such ctinflietiog nr adv~= claims or d<mands shall have been lletc:l,n\tled by a final order, judgment or 
dl!Crcc of a coutt of competent jurisdiction, which order)judgtnc::nt or decree is not subject to appeal. or 
sc'!'rled by af:,reen1cnl between the conflicting partie$ as ~vidicnced in 1. writin~ satisfUtnry :o E!io(:row Ag1..-nt 
or (ii) Escrow Agent shall hnve rcci::Jved security or •n indcn1nity s:nisfaetary to h sufficient co hold it 
harmles:r:: fre1m and against ~ny and :all Losses: "*'hieh it muy incur~~)' ro:i:son of so actini;. Any c;out't order, 
judglllent or decree shall be a=m1>anicd by a legal opinion by counsel for the prc,;enting party, 
••tiof~clory lo tho Escrow A!lCM., to th• effect tl\a1 said order,judi:ment or decree represents a final 
adjudication of d1e righrs of the partic:,. by a CC"IUrt af cc,mptu~nt jurisdictian~ and that the time tor !1.p('lt2l 
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fi·om such ord.r,ju<.lgm~nl ur d~crcc has expired without an app,,:,I h•ving b<>en perlectcd. The li:>crow 
Al!ent shall act on such court order and legal opinions without further question. Escrow Ai:cnt may, ii, 
addition .. elec::. in iu: ~le discretic:,n, (o commence an inte:rplca.:lc.r ac:cion nr ~eek ath~r judicial relief cv
ur<lcrs as it m:1y dccni. in its sole dist:rction. nec.tss11ry~ ·rh~ CO$ts. and expenses (including reasonable 
anorneys' fees and exl)<'nscs) incurred in connection with s"ch proceeding shall be paid by, and shall be 
dec1ncd ajoir,t and !'i.evr.:ral ubllgation of, the Deposiror. 

(C) The r.$cr<>w Agent shall have no responsibility for the contents of any writiRg o( the 
tltbitrulun. or any third party c:ontc1nph1tcd he-rein as a n1eans tet ri::sulvc: dlspult::. ».nd mat.y c.:i:.aru.:Jusivcly rely 
without 1ny liability upon lhc cc,ntL-nlS lhcrco(, 

l ~. Thl.s Escrow Agrcc,ncnr shall be interpret~d. cnnstru.cd~ cnlbrc.:ed and adminisLcrcd in uc1;ordance 
with the internal substantive laws (and n.,, th• choice of Jaw rules) 0(1be State of New 'Yo4. Th<: 
Depositor hereby subrnir.s to the per,onal juri•diction of. and cac:h as,ccs that all procecdins, relating 
h<rcto shall bo brought in, Ct,UrlS located within 1h• CitY and Stale of New York F.scrow Court.· The 
Depositor hereby waives the right to trial by jury 11nd u, ass,:r1 counterclaims in &ny such proceedings. 'ro 
!he extent that in any jurisdiction Dcpu,itc,r may be rntitlcd io claim. for itself or its assets, immunity froni 
suit.. e,c.ecu:cion. attachl'Dcn:t (whether b~fore or ilfter judgrnent) or other lt:gal prnc.:es~. ea.ch ht:roby 
in-cvoca.bty agrees not to claim. and herehy waivL-s, such immunity. Depositor waives personal service of 
process and cooscnts to senoicc of process by Cl!nificd or ri:slttcrcd mail. return receipt requeslcd, directed 
to it at the address last specified fer notices hereunder. 41\<l such $crvice ~halJ be: d~cmc<.1 comph:!tCd: lc:n 

( 10) calc.:ndfil· tluys ti.fl.er t.hc ~ame is so mailed. Any court order shaH be accon1ponicd by a legal opini<Jn t'Jy 
co«nsel for tbe presenting pan;· s.atislfu:tury to th.: escrow Ag~t to the; c;ffect that said opir1ion is final and 
ncn·appcatablc. Th~ t::scrow Agent shall act on StJch cot.Jn orCcr and legal upiniDhS without furtlu:r 
question. 

t6. The F.scrow Agent docs I\Ol have any interest \n the ~seroi.v Propeny deposited hereunder but iti
si:rvin~ as. escrow holder onJy nnd having only p<>:isc~:.ion then:uf. The Dcpo~itar shall pay or re.imburSe 
the Escrow p,:;ent upon request for any 1ransf<r laxes or other taxes relating 1011>e F.scrow Prop,,rty 
incutTcd in c1::,nnectio.n herewith and shall indemnify anc.1 hold hannlcss the ~crow Agt.:nl from any 
a,noonts that ii is obli;atcd tc, p•Y in the way of sueh caxcs. Any payment< of income from 1he Escrow 
J>roperiy sna11 be suhj•cL "' withholding regulotions 1hen In force with respect to United St.ltes uxes. The 
Dc::po:sitar wiH pro-vidc the £scrow A:,:ent with appropriate W·9 fc(1Tl:. for t11x 1.D .• numb<:r c.cn.ific?:r.tiunti. or 
W-8 forms f()r non-rc~hlcnc c1lic:n ccrtlticatiur1s. l'his p,1ragraph $hall survive nctwidt.s.tandin~ any 
cermination c:if chis Escrow A:;rc:=:ment ,1r rhe resignati<Jn or rernoval al' the E:,;cruw Agcnl. 

i 8. Eii:cept as otherwi~c per:niu~d herein, this. 6:.:crow Agre~ment may be: tnod.ifiet1 only by a writc~n 
:imi:nd.m!.:nt ~,i.gnud by !ii I the parties hereto. and no wa.jver of any provision hereof sha.11 be effective unless 
exprc::sscd in a "·ri1in: si:n~d by the p~ny to bi: i;h11rged. 

l9. 'l"he tights and re:cnedies conferrc::d up<.1n the partie::, h~rctu ,ha.ii be curnutat.ivc, and the ::;;itercise or 
waivor of any ~uch right or remc-dy shall not prtclude er Inhibit the e,crcisc of any ,dditional rights or 
remedies. '['he waiv~r of any right or rerncdy hereunder s.h~ll nCJt pre:cludc the subsequent exc:rci..c of such 
right or ren\(:dy. 

20 E,ch D::posi!or hereby rcpro:sen« ..,,d warrants (a) Iha! Ibis E.scrow Agreement has b¢<:n duly 
uuthori.!clJ, c:xc.cuted a.nd d.::livcn:d on its behalf ar.d constitutes its Jccali valid and hiodinc obligation arid 
(b) that the execution, deJivery t1ad pt:rf,1rmancc: ofthi:i Es.crow Agreeml!nt hy the: r>c:positor cll,~S not.and 
will no~ vlohtte: a.1,y z:ipplicuble lew or reguluti()n. 

21. The: lf11wnlidjty. illegality or une11force.:,;bility of a.ny proVUioo of this Escrow AgrcelnL-nt :shall in 
nu WiSY affc:c:t the validity, Jegalit)' or i:nforceabiliiy of any other pruvisinn; and if any r,ro\'ision ii; held tc, 

be uncnforceiable as a 1nattcr of law, the oth1.."f prowisions sha..11 not be effected thereby and shP.lt -rctnZJ.in in 
full force ind cfft:ct. 
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22. This l!sen>w Agret1nent •h•ll constitute the entir~ agreenient ofth• panics with respect to th• 
subject mancr and supersedes AH prior nral nr written a:recments in regard thereto. 

23. The provision:; nf .. thi::se TcNn)'. t1.nd Ct:1nditions e.nd paragraph 6 of Part I shall :SIJN1vc lerrn.ini1tion 
of this C.sc(ow Agrecn1cnt 11nd/or the rcsi_s.na.tlon or relllC\Val of the Hsc:row Agent. 

24. 'No pr\nted or other material in any lang\l~c. including. prospeC:W$~, nc.1tices. t"cpoti.s, and 
promotional material which mcntiQnS .. Citib~nk, N.A." by name or th• rights, powers, or c!uties of the 
E.scrow Agent under this E.sc.row Agrct:mtcnt shall be issued by any oth•r pani•s hereto, or on such pnny·s 
behalf. "Vithout the r-ric,r wrillCn cons~n, of Escrow Ae,ent, 

25. The headinl:S contained in thi, E.sc;row Agrc:emcnt uc for convaiiencc ur rcfcrcnc,.: only aru:t shall 
h•vc n<> cl'f•a on lhe incon,r•Wioo or operation hereof. 

26. This Escrow Agreement ma)' b.o c"ccuted by each nfthe parties h~-rc!o in 11(\y number or 
ccuntc:rp,iru. •••h of which <:ounte"flan, when so CJCcculcd and delivered, shall be deemed to be an original 
tmd r:.U ~ucb cuunlerpan.s .sh~ll togcthcr constitute:: one: nnd the same il$feclncnt. 

27. No pany may assign any <1f i1, ri~h1s 1>r obligations under this liscrow Agreomcnt witho~t thc 
wriltt.:n consent ufthc: ctht:r pYtics_ 

2R Any corporation into which che Escrow Ar;t:nt mm.y b\.': mc:r1c:d ur cunvcrtc:;d or wilh which il may 
be: c:on50Jidtslcd. oran)' corporation resulting from any merger. conversion o( consolidation to 
which the F.scrow Agc:nl shall be. 11 p:il"'l)', ur at1)' corporation s.uccc:cding, t_o rhc bus.ioess ofth: 
~?,crow Ageot sha.11 be the:: successor of the Escrow Atent hereunder without the execution or 
filing nf any pap~r with l!!I)' p.ny h<reto or an) furlher act oo the part of any of the panic.; hereto 
except where an instr~unent of transfer or assignment is required by law co effect such succe:asion. 
anything hursin tu thi: ccnt:r~t)' no~wfthsta..n.ding. 
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1!11 WITNESS WHEREOF.each ofth• parties have caused thi< E.scmw Agreement to be 
~••cuted by II d~ly authorized nfficer as of,he da, and year fir$t wrinen ahnve. 

DcJ:>asitor, SCilte arCalirarnht 

By:.~~-

Nan,c: Dennis Eckhort 
~fitl,e: Senior Assistant Ancrney General 
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CITIBANK, N.A., a, E:,cruw A~ent 

fly: 
Nan,c:~ 
Ti Lie: 



"TTACHMENTA 
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WIRING INSTRUCTIONS INFOR.MA TION FORM 
Final Approval Disbul"Sement 

l'l .. ,e complete 1:bis form and fa,: it ta Brian WyclilTac PrlcewatcrhouscCoopen (fai: no: 212·596-7969) uul Mary 
Schlaefer at NAAC (fa~ no: l0:1.-408-8064) by Mottday, October 11, 1999, 

Atton,ey General: 

Dai.::: October 12. 1999 

BA1"1' ROUTU~C lNFORMA TJON 

Bank Name: Bank of America, San Francisco, California 

B:iok /\BA Routing Number: ;..12=10.,0,.,,0"'3.,,_5_,,_s ____________ _ 

Bank Account :~umber: ,,O.!.l:2:42'82:..::·~8"'0"'0"'0""5 ______________ _ 

Baok Account :Name: Depamnt:nt of Just1cc ... Tobaceo Litigation 

Primary Bank Contact Person, Title, Telephone#, E-mail address: Marilyn Goodridge I No!'them Califorr. 
Government Ban.king, Unit 14:161 (916) 321 -4803 

Secondary Bank Contact Person, Title, Telephone fl: Lena Sghci:za, Northern California Government 
Flanking. Unit 1436/ (916) J~ l-4808 

B:iuk address, 5:i:i Capitol ?-fall. Suite 1436 Sacramento, California 95814 

B:>nk Telephone#: (916) 321-4&03 Bank Fax #:(9 j 6) 121-41122 

STATE GOVF:R!l."MENT COSTACT !KFORMATlON 

l'rimary Coat .. ct Per•on, Title, Telcphooc II: Vicky Archer/ Treasurer's Officcrl (9J6) 653-3340 

Address: State Treasurer's Offic<:, 91$ Capitol M•ll Room 319, Sacramento, Ca\ifnmia 9$814 

Fu:#: 19161653-3135 

Secondary Contacc Person, Title, Tel~phone #, E-mail address: Janie Apodaca /M,mag'<!:, 
Cashimng!Revolving Fund I 1916) J27-4 I 591 APODAC:J(iil.HDCDOfNET.STATE.CA. US. 

Address: Depanmem of Justice. !300 l Srreet. Suite; 125, Sacrament,:, California 95814' P.O. Bo0 94"255. 
Szcramcnro, Califnmia '1424-<-!550 

Fax #: (916) J2J-070)! 



A TT >.CrlM li:N'l' II 

Eligible Cities and Counties 

(:ity/Countv 

Coun1y <1f Alam•c!a 
County of Alpine 
County of Amador 
CounT)' o('Bune 
County of C~laver.lS 
County of Colusa 
Cuunty of C<1ntnt Costa 
County of Del Norte 
County of El Dorado 
County of" r,,esna 
Cuuoty ofGlcl'\n 
County of Humboldt 
Ct,unty orlmpl.!ri.al 
CotUIT)' of Inyo 
c..~oun1.y of Kern 
Coumy or Kings 
County of'L..ake 
County ofLossen 
County of Los An~cles 
City uf !..us An!,Clcs 
Coun1y of Maden, 
County of Marin 
County of Maripo.q, 
C.uunty of Mendocino 
Counry of Merced 
County ,)f Modoc 
Counly of Mono 
County of Montero)' 
O.,unty uf NapQ 
County of Nevada 
Cou.ni.y ofOrit.ngc 
County of Placer 
CuL.IM)' uf Plumas 
Coun1y of Riverside 
Count)' <1f Sac:rami.:ntn 
County of San Benito 
County of Sl\11 Bernardino 
C.:outHy of San Dii:~o 
City of s~n Dii!:g:o 
Cicy 11.nd C'uu.nty u(San Fra.nciscu 
Co11n1y of Son Joaqui11 
Coun,y of San l.uis Obispo 

MOU Prop<irtional 
Allocable Shnre 

0.0)868491:2 
0.0000336S9 
0.00090S437 
O.OOS5076S1 
0.0009676& l 
0,0004921 g7 
0.024306394 
0.00070\1475 
O.OOJ S IOJJO 
0.020186 i 7.S 
0.000749939 
0.003~0lJ56 
0.003305532 
O.OOOSS2852 
0.016435785 
0.003063617 
o.OOl5Sl 178 
0.000834616 
o.26so:;9045 
0.025000000 
o.n0:?6640 Io 
0.006958543' 
0.000432)20 
0.002429787 
o.oo.~:,95241 
0.00029268 l 
0.0003010U 
0.0 I07SSS:;9 
0.003349146 
0.002:;74293 
0.07l!99S;!g 

o.oOSllS6Sl 
0.000,596945 
0.035)95529 
o.o:; 1488456 
0.001109788 
0.042894526 
0.0755447!5 
(1.025000000. 
0.046893906 
0.014535111 
0.006567395 
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County orCuunty of San Mateo 
Cot.tnty of Santa Barbara 
County of Santa Clara 
City of San Jnse · 
County of Santa Cru~ 
County of Shasta 
County of Sierra 
Cnunry of Siskiyou 
County of Solano 
County of Sonoma 
County uf Stani~h1us 
County of Sutter 
County ofTeham• 
C:our1ty of Trlnlty 
Co11n1y of Tulare 
C~t)Unty nf Tuolumne 
County or Ventura 
Counry <1fYolo 
County ol"Yuba 

0.019645843 
0.0l 1177653 
0.0452SQS'l5 
0.025000000 
0.006947S96 
0.004446650 
0.000100;43 
0.00131646 l 
o.u 102949~3 
0.011740576 
0.011205295 
0.00 I Q48033 
0.00 I 500755 
0.00039:!010 
0.009433088 
0.001465402 
O .02023:!J24 
0.004266892 
0.001760926 
---==---
1.000000 
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ATTACHMENT C 

T1'1e wiring instructions fur the following ellg1blc chles and counli~ trave bcet1 providcll tu 
Citihank uqder sep.::i.ratc cnv~r. 

Alarncd,. Cuunty 
Alpine C11un1y 
Amadn, County 
B11tte Caualy 
Calaveras Coua.ry 
Colusa Couttty 
Caatra Costa Counly 
Del Norte County 
£1 Dorado County 
Fn:,;110 County 
Gl•nn County 
Humboldt County 
ltnperial Courtt)' 
lny,, County 
Kern Counl;i' 
Kings County 
Lake County 
L•ssen Ccunly 
Lots Angeles County 

Ciry of Los Angele, 
Madena County 
Mllrin County 
Mariptl:s» Coqnty 
Mendocino County 
Merced County 
Modoc Counry 
Mona Co\lnty 
Montere)' County 
N•P• County 
Nev~d3 County 
Ora age County 
Placer County 
Plu111as Councy 
Rlver,;.ide County 
Sa.crantento County 
San Benito County 
San Bcrnanllno County 
San Diego Cauaty 

City of San Diego 
Sen f'ranti.."-Ca County 

City or San Francisco 
San Joaquin Counry 
San Luis Obispo Councy 
Safi Mateo County 
S.snta Bnrb2ra County 
S,mia Clara County 

Ciry of Son Jase 
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S:i.lnla Cr11z iC011uty 

Shasta Cou•,ly 
Sierra County 
Siskiyuu County 
Solana County 
Sonoma Co,mly 
Stanislaus- Counry 
S11tur County 
Tehama Ca11ncy 
Trinity Cou1~1y 
Tulare Court!)' 
Tuolunu•• County 
VonlUra C<1unty 
Vt1lo Couttt)' 
Yuba County 
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APPENDIX E 
PROPOSED FORM OF OPINION OF BOND COUNSEL 

[CLOSING DATE[ 

Tobacco Securitization Authorily of 
Southern California 

San Diego, California 

Ladies and Gentlemen: 

Tobacco Sccuritization Authority or Southern California 
Tobacco Settlement Asset-Backed Bonds 

(San Diego County Tohacco Asset Sccuritization Corporation) 
(Final Opinion) 

We have acted as bond counsel to the Tobacco Securitization Authority of Southern California (the 
"Authority"') in connection with the issuance by the Authority of $534,610,000 principal amount of its Tobacco 
Settlement Asset-Backed Bonds (San Diego County Tobacco Asset Securitization Corporation), Series 2006A 
Senior Current Interest Bonds (the "Series 2(Xl6A Bonds"'), $19,769,609.60 initial principal amount of its Tobacco 
Scttle1ncnt Asset-Backed Bonds (San Diego County Tobacco Asset Securitization Corporation). Series 20068 First 
Subordinate CABs (the "Series 20068 Bonds"'), 58,685,657.00 initial principal amount of its Toba,;co Settlement 
Asset-Backed E:onds (San Diego County Tobacco Asset Sccuritization Corporation), Series L,006C Second 
Subordinate CABs (the "Series 2006C Bonds"') and $20,565,393.85 initial principal amount of its Tobacco 
Settlement Asset-Backed Bonds (San Diego County Tobacco Asset Sccuritization Corporation), Series 2006D Third 
Subordinate CABs (the "Series 2006D Bonds"). The Series 2006A Bonds, Series 20068 Bonds, Series 2006C 
Bonds and Series 2006D Bonds are collectively referred to herein as the "Series 2006 Bonds." The Series 2006 
Bonds are issued pursuant to the provisions of the Joint Exercise of Pov,1crs Act (constituting Chapter 5 of Division 7 
of Title I of the California Government Code) and an Indenture, by and between the Authority and The Bank of 
New York Trust Company, N.A., as trustee (the '"Trustee''), as supplemented hy the Series 2006 Supplement, each 
dated as of May I, 2006, by and between the Authority and the Trustee (as so supplemented, the "Indenture"). The 
Indenture provides that the Series 2006 Bonds are issued for the purpose of making a loan of the proceeds thereof to 
the San Diego C'.ounty Tobacco Asset Securitization Corporation (the "Corporation") pursuant lo a Secured J.,oan 
Agreement, dated as of May I, 2(X)6 (the ·'Loan Agreement"), by and between the Authority and the Corporation. 
Capitalized terms not otherwise defined herein shall have the meanings ascribed thereto in the Indenture. 

In such connection, we have reviewed the Indenture; the Loan Agreement; the Issuer Tax C:ertificate; the 

Corporation Tax Certificate; the County Tax Certificate: opinions of counsel to the Authority, the County and the 
Corporation; certificates of the Authority, the Trustee, the County, the Corporation and others: and such other 
documents, opinions and matters to the extent we dccrncd necessary to render the opinions set forth herein. 

Certain agreements, requirements and procedures contained or referred to in the Indenture, the Loan 
Agreement, the Issuer Tax Certificate, the Corporation Tax Certificate, the County Tax Certificate and other 
relevant documents may he changed and certain actions (including, without limitation, defeasance of Series 2006 
Bonds) may be taken or omitted under the circumstances and subject to the tern1s and conditions set forth in such 
documents. No opinion is expressed herein as to any Series 2006 Bond or the interest thereon if any such change 
occurs or action is taken or 01nitted upon the advice or approval of counsel other than ourselves. 

The opinions expressed herein arc based on an analysis of existing laws, regulations, rulings and court 
decisions and cover certain matters not directly addressed hy such authorities. Such opinions may be affected hy 
actions taken or 01nitted or events occurring after the date hereof. We have not undertaken to determine, or to 
inform any person, whether any such actions are taken or omitted or events do occur or any other matters come to 
our al.lcntion after the date hereof. ()ur engagement with respect to the Series 2006 Bonds has concluded with their 
issuance, and we disc]airn any obligation to update this opinion. We have assumed the gcnu,nencss of all 
documents and signatures presented to us (whether as originals or as copies) and I.he due and legal execution and 
delivery thereof by, and validity against, any parties other than the Authority (and, for purposes of the opinion 

E-1 



numbered 3 below, the Corporation). We have assumed, without undertaking to verify, the accuracy of the factual 
matters represented, warranted or certified in the <locu1nents, and of the legal conclusions contained in the opinions, 
referred to in the second paragraph hereof. Furthermore, we have assumed compliance with all covenants and 
agreements contained in the Indenture, the l,oan Agreement, the Issuer Tax Certi ficatc, the Corporation Tax 
Certilicate and the County Tax Certificate, inducting (without limitation) covenants and agreements compliance 
with which is necessary to assure that future actions, omissions or events will not cause interest on the Series 2006 
Bonds to be included in gross income for fC<lc-ral income tax purposes. We call attention to the fact that the rights 
and obligations under the Series 2006 Bonds, the Indenture, the Loan Agreement, the Issuer Tax Certificate, the 
Corporation Tax Certilicalc and the County Tax Certificate and their enforceability may be sutiject to bankruptcy, 
insolvency, reorganization, arrangement, fraudulent conveyance, moratorlum and other laws relating to or affecting 
creditors' rights, to the application of equitable principles, to the exercise of judicial discretion in appropriate cases 
and to the Hmitation on legal remedies against joint powers authorities in the State of Ca1ifornia. We express no 
opinion with respect to any indemnification, contrihution, penalty, cholce of law, choice of forutn, choice of venue, 
waiver or scverability provisions contained in the foregoing documents, nor do we express any opinion with respect 
lo the state or quality of title to or interest in any of the assets described in or subject to the lien of the Indenture or 
the Loan Agreement or the accuracy or sufficiency of the description contained therein of, or the remedies available 
to enforce liens on, any such assets. We also express no opinion regardlng the accreted value table or calculation set 
forth or referred to in any of the Bonds or in the Indenture. Finally, we undertake no responsibility for the accuracy, 
completeness or fairness of the Offering Circular or other offering material relating to the Series 2006 Bonds and 
express no opinion with respect thereto. 

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we are of the following 
opinions: 

1. The Series 2006 Bonds constitute the valid and binding limited obligations of the Authority. 

2. The Indenture has been duly executed and delivered by, and constitutes the valid and binding 
obligation of, the Authority. The Indenture creates. as security for the Series 2006 Bonds, a valid pledge of the 
Collateral, subject to the provisions of the Indenture permitting the application thereof for the purposes and on the 
terms and conditions set forth in the Indenture. 

3. The Loan Agreement has been duly executed and delivered and constitutes a valid and binding 
agreement of the parties thereto. 

4. The Series 2006 Bonds are not a lien or charge upon the funds or property of the Authority except 
to the extent of the aforementioned pledge. Neither the faith and credit nor the taxing power of the State of 
California or of any political subdivision thereof; including the County, is pledged to the payment of the principal of 
or interest on the Series 2006 Bonds. The Series 2006 Bonds are not a debt of the State of California or any member 
of the Authority, including the County, and neither said State nor any such member is liable for the payment 
thereof. 

5. Interest on the Series 2006 Bonds, including any original issue discount. is excluded from gross 
income for federal income tax purposes under Section 103 of the Code and is exempt from State of California 
personal income taxes. Interest on the Series 2006 Bonds is not a specific preference item for purposes of the 
federal individual or corporate alternative minimum taxes, although we observe that it is included in adjusted current 
earnings when calculating corporate alternative minimum taxable income. We express no opinion regarding other 
tax consequences related to the ownership or disposition of, or the accrual or receipt of interest on, the Series 2006 
Bonds. 

Faithfully yours, 

ORRICK, HERRINGTON & SUTCLIFFE LLP 

per 
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APPENDIXF 

SUMMARY OF PRINCIPAL LEGAL DOCUMENTS 

The following: is a su1nmary of certain provisions of the lndcnturc, the Loan Agreement anJ Purchase and 
Sale Agreement which arc not described elsewhere in this Offering Circular. These summaries do not purport to be 
to be complete or deltnitivc and reference should be 1nadc to such documents for a full and complete statctncnt of 
their provisions Sec "THE SERIES 2006 BONDS" and "SECURITY FOR THE SERIES 2006 BONDS" for 
further descriptions of certain terms and provisions of the Series 2006 Bonds. All capitalized terms not defined in 
this Offering Circular have the meanings set forth in the Indenture. 

DEFINITIONS 

The following arc definitions of certain terms used in this Sumn1ary of Principal Legal Documents or 
elsewhere in this Offering Circular. 

''Accounts'' means the accounts established under the provisions of the Indenture. 

"Accreted Value" means, with respect to any Capital Appreciation Bond, an amount equal to the initial 
principal amount of such Bond, plus interest accrued thereon from its date. co1npounded on each Di~.tribution Date. 
commencing on the first Distribution Date after its issuance (through and including the Maturity Date or earlier 
redemption date of such Bond, or in the case of a Convertible Bond, through and excluding the applicable 
Conversion Date or through and including the earlier redemption date of such Bond) at the "original issue yield" for 
such Bond, as sec forth in the related Series Supplement: provided, however, that the Authority shall calculate or 
cause to be calculated the Accreted Value on any date other than a Distribution Date set forth in the related Series 
Supplement by straight line interpolation of the Accreted Values as of the immediately preceding and succeeding 
Distribution Dates. The term "original issue yield" means, with respect to any particular Bond. the yield to the 
applicable Maturity Date of such Bond from the initial date of delivery thereof calculated on the basis of semiannual 
compounding on each Distribution Date. 

"Additional Bonds" has the meaning given to such term in the Indenture. Sec "INDENTURE - The 
Bonds" herein. 

"Additional Subordinate Bonds" has the meaning given to such term in the Indenture. See "INDENTURE 
- The Bonds" herein. 

"ARIMOU" means the Agreement Regarding the Interpretation of the Memorandum of lJndcrstanding, 
arnong the State and c<.,-rtain other signatories thereto, as an1ended or supplemented. 

"Authority" means the Tobacco Securicization Authority of Southern California, a public entity of the 
State, and its successors or assigns. 

"Authority Tax Certificate" means the Tax Certificate executed by the Authority at the time of issuance of 
Series 2006 Bonds and each subsequent Series of Tax-Exempt Bonds, each as amended or supplemented. 

"Authorized Denomination" means the authorized denomination of any Series of Bonds as ,;et forth in the 
applicable Series Supplement. 

"Basic Documents" 1neans the Indenture, the Purchase and Sale Agreement, the Loan Agreement, the 
Authority Tax Certificate, the Corporation Tax Certificate and the County Tax Certificate, or any similar documents 
relating to Addit onal Bonds or Additional Subordinate Bonds or bonds issued by the Authority to refund the Bonds. 

"Board of Directors·· means the governing board of the Authority. 
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"B<md Obligation" means, as of any given date of calculation, (a) with respect to any Outstanding Current 
Interest Bond, the principal amount of such Current Interest B,md, and (b) with respect to any Outstanding Capital 
Appreciation Bond, the Accreted Value thereof as of such date. 

"Bond Year" means, for so long as Bonds are Outstanding, the twelve-month period ending each May 31. 

"Bonds" means the Series 2006 Bonds, any Additional Bonds and any Additional Subordinate Bonds. 

"Business Day" means any day other than a Saturday, a Sunday, or a day on which banking institutions in 
New York, New York, San Diego, California, or the city in which the Corporate Trust Office is located are required 
or authorized by law to be dosed. 

"California Escrow" means the account established and maintained for the benefit or the State under the 
California Escrow Agreement. 

"California Escrow Agent" means Citihank, N.A., acting in its capacity as escrow agent under the 
California EscrO\\' Agreement. or its successor in such capacity, as provided in the California Escrow Agree1ncnt. 

"California Escrow Agreement'' means that certain escrow agreement, dated April 12, 2000, as amended by 
the first amendment to escrow agreement, dated July 19, 2001, between the Attorney General of the Stale, on hehalf 
of the State and the California Escrow Agent, as amended or supplemented. 

"'Capital Appreciation Bond" means a Bon<l (including, as the context requires, a Convertible Bond prior to 
the applicable Conversion Date), the interest on which is compounded on each Distribution Date. co1nmencing on 
the first Distribution Date after its issuance through (I) and including the Maturity Date or earlier redemption date of 
such Bond in the case of a Capital Appreciation Bond which is not a Convertible Bond, or (2) and excluding the 
Conversion Date or including the earlier rcde1nption date in the case of a Convertible Bond. 

"Closing Date" means the date of original issuance of the Series 2006 Bonds. 

"Code" means the Internal Revenue Code of 1986, as amended. 

"Collateral" has the meaning ascribed thereto in the Indenture. See "INDENTURE - Security Interest and 
Pledge" herein. 

"Collections" means all funds collected with respect to TSRs, amounts paid to the Authority under any 
Swap Contract and investment earnings on the Pledged Accounts. 

"Consent Decree" means that certain consent decree and final judgment entered by the Superior Court of 
the State of California, County of San Diego on December 9, 1998 in Case No. J.C.C.P. 4041. 

"Conversion Date" means the date set forth in the applicable Series Supplement on and after which a 
Convertible Bond is deemed a Current Interest Bond and after which the Owners shall be entitled to current 
payments of interest on each Distribution Dale. 

"Convertible Bond" means a Capital Appreciation Bond which is deemed to be a Current Interest Bond on 
and after the applicable Conversion Date. 

"Corporate Trust Office" means the office of the Trustee at which the corporate trust business or the 
Trustee related lo the Indenture shall, at any particular time, be principally administered, which office is, at the date 
of the Indenture, located at 515 Flower Street, Los Angeles, CA 90017, except that with respect to presentation of 
Bonds for payment or for registration of transfer and exchange such term shall mean the office or agency of the 
Trustee at which, al any particular time, its corporate trust agency business shall be conducted. 
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''Corporation'' means the San Diego County Tobacco Asset Securitization Corporation, a nonprofit puhlic 
benefit corporation created under the California Nonprofit Public Benefit Corporation Law. 

"Corporation Tobacco Assets" has the meaning ascribed thereto in the Loan Agree1nent. Sec '"LOAN 
AGREEMENT -- Grant of Security Interest" herein. 

"Corporation Tax Certificate" 1neans the Corporation Tax Certificate executed hy the Corporation at the 
time of issuance of the Series 2006 Bonds and each suhsequent Series of Tax-Exempt Bonds, each as amended or 
supplemented. 

'"Costs of Issuance" means any item of expense directly or indirectly payable or reimbursable by the 
Authority and related to the authorization, sale and issuance of Bonds, including, but not liinited to. under\vriting 
fees, auditors or accountants fees, printing costs, costs of reproducing documents. filing and recording fees, fees 
and expenses of fiduciaries. including the Trustee, legal fees and charges, professional consultants·· fees, costs of 
credit ratings, fees and charges for execution, transportation and safekeeping of Bonds, governmental charges, initial 
charges to acquire liability insurance and other costs, charges, and fees in connection with the foregoing. 

··couns1~!" means nationally recognized bond counsel or such other counsel as may he selected hy the 
Authority for a specific purpose under the Indenture. 

"County" means the County of San Diego, a political subdivision of the State. 

'"County Tax Certificate'' means the County Tax Certificate executed by the County at the time of issuance 
of the Series 2006 Bonds, as originally executed and as it may he amended or supplemented from time to time in 
accordance with the provisions thereof. 

"Current Interest Bond" means a Bond (including, as the context requires, a Convertible Bond on and after 
the applicable Conversion Date), the interest on which is payable currently on each Distribution Date. 

··oefault Rate" means the rate of interest per annum set forth in a Series Supplement at which the First 
Subordinate Bonds, Second Subordinate Bonds, Third Subordinate Bonds and Additional Subordinate Bonds will 
accrcte on and during the continuance of a Subordinate Payment Default for such Bonds as set fort:1 in the Series 
Supplement for such Bonds. 

"Dcfeasance Collateral" means money and: 

(a) dircc:t obligations of the United States government, which arc not redeemable at the option of the issuer 
thereof; 

(b) (i) obligations of the State; (ii) obligations, the timely payment of the principal and interest on which are 
unconditionally guaranteed by the State or the United States government; (iii) certificates of deposit of banks or trust 
companies in !he State, secured, if the Authority shall so require, by obligations of the United States of America of a 
market value equal at all times to the amount of the deposit; (iv) notes, bonds. debentures, mortgages and other 
evidences of ind1:htedness, issued or guaranteed at the time of the investment by the United States Postal Service, 
Fannie Mac, FHLMC, the Student Loan Marketing Association, the Federal Farm Credit System. or any other 
United States government sponsored agency; (v) notes, honds, debentures, mortgages and other evidences of 
indebtedness, issued or guaranteed at the time of investment by the Asian Development Bank, Bank Nmlcrlandse 
Gementen, European Bank for Reconstruction and Development, European Investment Bank, Inter-American 
Development Bank and International Bank for Reconstruction and Development; or (vi) general obligation bonds 
and notes of any state other than the State, and bonds and notes of any county (other than the County), city, fire 
district or school district of the State; provided that the above-listed investments are not redeemable at the option of 
the issuer thereof and shall he rated al the lime of the investment in the highest long-tenn rating category by each 
Rating Agency; 
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(c) any depositary receipt issued by an Eligible Bank as custodian with respect to any Defeasancc 
Collateral which is specified in clause (a) above and held hy such Eligible Bank for the account of the holder of such 
depositary receipt, or with respect to any specific payment of principal o[ or interest on any such Defeasance 
Collateral which is so specified and held, provided that (except as required by law) such custodian is not authorized 
to make any deduction from the amount payahlc to the holder or such depositary receipt from any amount received 
by the custodian in respect or the Dcfeasancc Collateral or the speci!ic payment of principal or interest evidenced by 
such depositary receipt; 

(d) any certificate of deposit specified in the delinition of "Eligible Investments" below, including 
certificates of deposit issued by the institution acting as Trustee or by a Paying Agent or as a Paying Agent or by an 
affiliate of lhc institution acting as Trustee or a Paying Agent, secured by obligations specified in c]ausc (a) above of 
a market value equal at all times to the amount of the deposit, which shall be rated at the time of the investment in 
the highest long-term rating category by each Rating Agency; or 

(e) investment arrangement<.; that are rated, or with providers whose senior unsecured debt ob1igations 
arc rated in the highest long-term and short-tenn rating category by each Rating Agency. 

"Defeased Bonds" means Bonds that remain in the hands of their Owners but are no longer deemed 
Outstanding because they have been def eased in accordance with the provisions of the Indenture. 

"Defoascd Turbo Term Bonds" means Turbo Term Bonds for which a defeasance escrow has been 
established pursuant to the Indenture. 

"Deposit Date" means the date of actual receipt by the Trustee of any Collections relating to the TSRs. 

"Depository" means DTC and any substitute for or successor to such depository that shall. at the request of 
the Authority, maintain a Book-Entry System with respect to the Bonds, 

"Depository Nominee" means the Depository or the nominee of the Depository in whose name the Bonds 
arc registered during the continuation with such Depository of participation in its Book Entry System. 

·'Distribution Date" means each June I and December I, commencing on December I, 2006. 

''DTC" means The Depository Trust Co1npany, a limited-purpose trust co1npany organized under the laws 
of the State of New York, and includes any nominee of DTC in whose name any Bonds are then registered. 

"Eligible Bank" means any (i) hank or trust company organized under the laws of any state of the United 
Slates of America, (ii) national banking association, (iii) savings bank or savings and loan association chartered or 
organized under the laws of any state of the United States of America or under the laws of the United States, or 
(iv) federal branch or agency as defined the International Banking Acl of 1978 or any successor provisions of law, 
or do1nestic branch or agency of a foreign bank which branch or agency is duly licensed or authorized to do business 
under the laws of any state or teITitory or the United States of America, 

"Eligible Investments" means, with respect to the Accounts: 

(a)(i) Bonds, notes and other evidences of indebtedness or the State, and securities unconditionally 
guaranteed as to the payment of principal and interest by the State: 

(ii) Revenue bonds, revenue notes or other evidences of revenue indebtedness issued by agencies or 
authorities of the State: and 

(iii) Bonds, notes and other evidences of indebtedness of any county (other than the County), city, 
district, authority or other public body in the State, provided that such bonds, notes and other evidences of 
indebtedness are (x) direct legal obligations of the public body, for the payment of which the public body has 
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pledged its full faith and credit and unlimited taxing power, or (y) unconditionally guaranteed as to the paytnents of 
principal and interest hy !he public hody. 

In every case referred to in paragraphs (a)(i). (ii), or (iii) above, such bonds, notes or other evidences of 
indebtedness shall be rated in one of the three highest rating categories of at least one Rating Agency and not rated 
in a category lovver than the three highest rating categories of any Rating Agency. Determination of an obligation's 
rating in one of the three highest rating categories shall be made without regard to any refinement or gradation of 
such rating category hy nun1crical or other n1odifier. In addition, the remaining n1aturity of such r-onds, notes or 
other evidences or indebtedness shall not be greater than five years. 

(iv} Bonds, notes and other obligations of the United States, and securities unconditionally guaranteed 
as to the payment of principal and interest hy the United Stales with a remaining 111aturily not greater than five years, 
except in the case of savings honds, \Vhich may have a longer maturity. The ohligations enurnerated in this 
paragraph 1nay he held directly or in the form of repurchase agreements collateralized hy such ohligations or in the 
fonn of securities of any open-end or closed-end managcn1ent type invcstn1cnt company or invcsttnent Lrust 
registered under the Investment Company Act of 1940, provided that the por!folio of such investment company or 
investment trust is lin1ited to such obligations or repurchase agreements collateralized hy such obligations, or 
securities of other such investment companies or investment trusts whose portfolios are so restricted; 

(v) Savings accounts, tin1e deposits or certificates of deposit in any bank, savings bank. trust 
company, savings and loan association or credit union authorized to do business as such in the State, hut only to the 
extent that such accounts, deposits or certificates arc fully insured by the Federal Deposit Insurance Corporation or 
any successor to it or by the National Credit Union Share Insurance fund or any successor to it; and 

(h)(i) Dcfcasance Collateral; 

(ii) direct obligations of, or obligations guaranteed as to timely payment of principal and interest by, 
FHLMC, Fannie Mae, FHLB, the Federal Farm Credit System or the Tennessee Valley Authority; 

(iii) demand and time deposits in or certificates of deposit of, or bankers' acceptances issued by. any 
bank (including the institution acting as Trustee and any of its affiliates) or trust company, savings and Joan 
association, or savings bank, payable on demand or on a specified date no more than three months after the date of 
issuance thereof, if such deposits or instruments are rated "A-1+" by S&P, "P-1" by Moody"s and "FI" by Filch; 

(iv) certificates, notes, warrants, bonds, obligations, or other evidences of indebtedness of a slate or a 
political subdivision thereof (other than the County) rated hy each Rating Agency maintaining a rating thereon in 
one of its three highest ratings categories; 

(v) commercial or finance company paper (including both nonintcres!-hcaring discount obligations 
and interest hearing ohligations payable on demand or on a specified date not more than 270 days after the date of 
issuance thcreoO !ha! is rated "A-1" by S&P, "P-1" hy Moody's and "Fl .. hy Fitch, if rated hy Fitch; 

(vi) repurchase obligations with respect to any security described in paragraphs (b)(i), (ii) or (iii) above 
entered into with a primary dealer, depository institution, or trust company (acting as principal) rated "A-1+" by 
S&P, "P-1" by Moody's and "Fl .. by Fitch (if payable on demand or on a specified date no more than three months 
afler the date of issuance thereof), or rated by each Rating Agency maintaining a rating thereon in one of its two 
highest long term rating categories. or collateralized by securities described in paragraphs (b)(i), (ii) or (iii) above 
with any registered broker-dealer or \Vi th any don1estic com1nercial bank whose long-term debt obligations are rated 
"investtncnt graC.e" by each Rating ,1\gency, provided that ( l) a written agreement governs the transaction, (2) the 
securities arc held, free and clear or any lien, hy the Trustee or an independent third party acting solely as agent for 
the Trustee, and such third party is (a) a Federal Reserve Bank, or (b) a member of the Federal Deposit Insurance 
Corporation !ha! has combined surplus and undivided proli!s of no! less than $25 million, and the Trustee has 
received written confinnation from such third party that it holds such securities, free and clear of any lien, as agent 
for the Trustee. (3) the agreement has a term of 30 days or less, or the Trustee will value the collateraJ securities no 
less frequently than monthly and will liquidate the collateral securities if any deficiency in the required collateral 
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percentage is not restored within five Business Days of such valuation, and ( 4) the fair market value of the collateral 
securities in relation to the amount of the obligation, including principal and interest, is equal to at least 102% or, if 
greater, the amount then required by S&P in order that the ratings then assigned by S&P to the Bonds will not be 
lowered or suspended; 

(vii) securities bearing interest or sold at a discount (payable on demand or on a specified dale no more 
than three months after the date of issuance thereof) that arc issued by any corporation incorporated under the laws 
of the United States of America or any state thereof and rated "A-I+" by S&P, "P-1" by Moody's and "F l" by 
Fitch, if ralcd by Fitch, at the time such invcsttnent or contractual commitment providing for such invest1ncnt is 
made; provided that securities issued by any such corporation will not be Eligible Investments to the extent that 
investment therein would cause the thcn-out,;;tanding principal amount of securities issued by such corporation that 
arc then held to exceed 20% of the aggregate principal amount of all Eligible Investments then held; 

(viii) unit<; of taxable or tax-exempt money market funds which funds are regulated investment 
companies and seek to maintain a constant net asset value per share and have been rated by each Rating Agency 
maintaining a rating thereon in one or its three highest rating categories, including, if so rated, any such fund which 
the institution acting as Trustee or an affiliate thereof serves as an investment advisor, administrator, shareholder, 
servicing agent and/or custodian or sub-custodian; 

(ix) investment agreements or guaranteed investment contracts rated. or with any financial institution 
or corporation whose senior long-term debt obligations are rated, or guaranteed hy a financial institution whose 
senior long-tcnn debt obligations arc rated, at the time such agreement or contract is entered into, by each Rating 
Agency maintaining a rating thereon in one or its three highest rating categories, if the Authority has an option to 
terminate such agreement in the event that such rating is downgraded below the rating on the Bonds, or if not so 
rated, then collateralized by securities described in paragraphs (b)(i), (ii) or (iii) above with any registered 
broker/dealer or with any domestic coinmcrcial bank whose long-term debt obligations arc rated in one of the three 
highest rating categories by each Rating Agency; provided that (1) a written agreement governs the transaction, (2) 
the securities are held, free and clear of any lien, by the Trustee or an independent third party acting solely as agent 
for the Trustee, and such third party is (a) a Federal Reserve Bank, or (b) a member of the Federal Deposit Insurance 
Corporation that has combined surplus and undivided profits of not less than $25 million, and the Trustee has 
received written confirmation from such third party that it holds such securities, free and clear or any lien, as agent 
for the Trustee, (3) the agreement has a term of 30 days or less, or the Trustee will value the collateral securities no 
less frequently than monthly and will liquidate the collateral securities if any deficiency in the required collateral 
percentage is not restored within live Business Days of such valuation, and (4) the fair market value of the collateral 
securities in relation to the amount of the obligation. including principal and interest, is equal to at least 1020t or, if 
greater, the amount then required by S&P in order that the ratings then assigned by S&P to the Bonds will not be 
lowered or suspended; 

(x) Amended and Restated Debt Service Reserve Account Forward Delivery Agreement, dated as of 
May 26, 2006, amending and restating a Debt Service Reserve Account Forward Delivery Agreement, dated January 
4, 2002, among the Authority, the Trustee and Bayerische Hypo-und Vereinsbank AG, New York Branch; and 

(xi) other obligations or securities that arc non-callable and that are acceptable to each Rating Agency; 
provided, that no Eligible Investment may (i) except ror Defeasancc Collateral, evidence the right to receive only 
interest with respect to the obligations underlying such instrument, (ii) be purchased at a price greater than par if 
such instrument may be prepaid or called at a price less than its purchase price prior to its stated maturity, or (iii) be 
issued by or an obligation of the County. 

"Event of Default" means an event specified in the Indenture. See "INDENTURE - Events of Default" 
herein, 

"Fannie Mac" means the Federal National Mortgage Association. 

"FHLB" means a Federal Home Loan Bank. 
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"FHLMC" means the Federal Home Loan Mortgage Corporation. 

"Fiduciary" rncans the Trustee, each Paying Agent and the Registrar. 

··First Subordinate Bonds" means the Series 2006 First Subordinate Bonds and Additional Bonds identified 
as First Subordinate Bonds in a Series Supplement. 

"First Subordinate Capital Appreciation Bond" means a Capital Appreciation Bond that is identified as a 
First Subordinate Bond in a Series Supplement. 

"Fiscal Year" 1neans the 12-month period ending each June 30, or such other 12-month period as the Board 
of Directors may determine from time to ti1nc to be the Authority's flsca] year. In the event that the Board of 
Directors changes the Authority's Fiscal Year, the Authority shall deliver an officer's certificate to the Trustee 
stating such change. 

"Fitch" means Fitch Inc., its successors and assigns and. if such corporation shal1 no longer pcrforn1 the 
functions of a securities rating agency, the term "Fitch" shall be deemed to refer to any other nationally recognized 
securities rating agency designated by the Authority by notice to the Trustee. References to Fitch are effective for so 
long as Fitch is a Rating Agency rating all or a portion of lhc ()utstanding Bonds. 

"Fully Paid" has the meaning given to such term in the Indenture. See "INDENTURE - Payment of 
Bonds; Satisfaction and Discharge of Indenture'' herein. 

"Indenture" means the Indenture. as amended or supplemented. 

"Indirect Participant" means a broker-dealer, hank or other financial institution who holds BoJnds through a 
Participant. 

"JPA Agreement" means the An1cndcd and Restated Joint Exercise of Powers Agreement creating the 
Authority, between the County and the County of Sacramento, as amended or supplemented. 

··Loan" has the meaning ascribed thereto in the Loan Agreement. See '·LOAN AGREEMENT - Issuance 
or Bonds; Deposit of Proceeds" herein. 

"Loan Agreement" means the Secured Loan Agreement, dated as of May I, 2006, between the Authority, 
as lender, and the Corporation, as borrower, as amended or supplemented. 

''Loan Payments" has the meaning ascribed thereto in the Loan Agreement. '·Sec "l,()AN AGREEMENT 
- Amounts Payable" herein. 

"I4ump Sum Payn1ent" n1eans a final payment from a Participating Manufacturer that results in, or is due to, 
a release of that Participating Manufacturer from all of its future payincnt obligations under the MS,\. Any Lump 
Sum Payment shall be applied as Collections as provided in the Indenture. The term "Lump Sum Payment" does not 
include any payments that are Partial Lump Sum Payments, Total Lump Sum Payments or any non-scheduled 
prepayments other than a Lump Sum Payment. 

"Majority in Interest°' means the Owners of a majority of the Bond Obligation of Outstanding Bonds 
eligible to act on a matter. 

"Master Settlement Agreement" or "MSA" means the Master Settlement Agreement er.tere<l into on 
Novernhcr 23, 1998, among the attorneys general of 46 states, the District of Colu1nbia, the Commonwealth of 
Puerto Rico, Guam. the U.S. Virgin Islands, American Samoa and the Commonwealth of the Southern Mariana 
Islands and the OPMs. as amended or supplemented. 
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"Maturity Date" means, with respect to any Bond, the 11nal date on which all remaining principal or 
Accreted Value of such Bond is due and payahle. 

"Moody's'' means Moody's Investors Service, its successors and assigns and, if such corporation shall no 
longer perronn the functions or a securities rating agency, the term ''Moody's" shall be deemed to refer to any other 
nationally recognized securities rating agency designated by the Authority hy notice to the Trustee. References to 
Moody's arc effective for so long as Moody's is a Rating Agency rating all or a portion of the Outstanding Bonds. 

"MOU'' means the Memorandum of Understanding, dated August 5, 1998, among the Attorney General's 
Office of the State and certain other signatories thereto, as amended or supplemented. 

"Operating Cap" means (i) $200,000 in the Fiscal Y car ending June 30, 2006, in11atcd in each following 
Fiscal Year by the greater or 3% or the percentage increase in the CPI for all Urban Consumers as published by the 
Bureau of Labor Statistics for the prior year, plus (ii) in each Fiscal Year, Tax Obligations specified in an officer's 
certificate. 

"Operating Expenses" means the reasonable operating and administrative expenses of each of the Authority 
and the Corporation (including, without limitation, the cost of preparation of accounting and other reports, costs of 
maintenance of the ratings on the Bonds, insurance premiums, dcductib]es and retention payments, and costs of 
meetings or other required activities of the Authority or the Corporation), legal fees and expenses of the Authority 
and the Corporation, its respective directors, officers and employees, fees and expenses incurred for professional 
consultants and fiduciaries (including. but not limited to, computation of the amount of Tax Obligations and related 
computations), the fees, expenses, and dishurscrnents of the Trustee, including the fees and expenses of counsel to 
the Trustee, Termination Payments, the costs incurred, as determined by the County, in order to preserve the tax
exempt status of any Tax-Exempt Bonds, the costs related to enforcement of the County's rights under the MOU or 
the ARIMOU, the costs related to the Authority's or the Corporation's or the Trustee's enforcement rights with 
respect to the Basic Documents, and all Operating Expenses so identified in the Indenture. The term "Operating 
Expenses" does not include the Costs of Issuance. 

"Opinion of Counsel"' means a written opinion of Counsel. 

"OPM" means the Original Participating Manufacturer, as defined in the MSA. 

"Outstanding,'' when used as of any particular time with respect to any Bonds, means all Bonds issued 
under the Indenture, excluding: (iJ Bonds that have been exchanged or replaced, or delivered to the Trustee for 
credit against the principal or Accreted Value: (ii) Bonds that have been paid; (iii) Bonds that have become due and 
for the payment of which money has been duly provided: (iv) Bonds the payment of which shall have been provided 
for pursuant to the Indenture or which are Fully Paid pursuant to the Indenture: and (v) for purposes of any consent 
or other action to he taken by the Owners of a Majority in Interest or specified percentage of Bonds under the 
Indenture, Bonds held by or for the account of the Authority, or any Person controlling, controlled by, or under 
common control with the Authority. For the purposes of this definition, "control," when used with respect to any 
specified Person. n1cans the power to direct the management and policies of such Person, directly or indirectly, 
whether through the ownership of voting securities, by contract or otherwise, and the terms "controlling" and 
"controlled" have meanings correlative to the foregoing. 

"Owners'' and similar terms mean the registered owners of the Bonds from time to titne as shown on the 
books or the Trustee. Unless and until Bonds have been issued to Owners other than the Depository, all references to 
"Owners" of the Bonds arc qualified hy reference to the Indenture. 

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

"Participant" means a broker-dealer, bank or other financial institution for which the Depository holds 
Bonds. 
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"Particlpating Manufat:turer"' has the meaning given to sut:h term in the Master Settlement Agreement. 

"Paying Agent" means each Paying Agent designated from time to time pursuant to the Indenture. 

"Payment Priorities" means payment of Bonds in the following order of priority: 

(]) first, the Senior Bonds arc Fully Paid in chronological order of Serial Maturities, Sinking Fund 
Installments and Maturity Dates therefor; 

(2) second, the First Subordinate Bonds are Fully Paid; 

(3) third, the Second Subordinate Bonds arc Fully Paid; 

(4) fourth, the Third Subordinate Bonds are Fully Paid; and 

(5) fifth, any Additional Subordinate Bonds arc Fully Paid in accordance with the provisions of the 
applicable Series Supplement. 

Each clause above is referred to in the Indenture as a "Payment Priority." 

"Person" means any individual, corporation, estate, partnership, joint venture, association, joint stock 
company, Hmited liability company, trust, unincorporated organization, government or any agency or political 
subdivision thereof, or any other entity of any type, whether or not a legal entity. 

"Pledged Accounts" means the Collections Account (except to the extent that money therein is allocable lo 
the Operating Account, the ()perating Contingency Account or the Rebate Account), the Senior Debt Service 
Account, the Partial Lump Sum Payment Account, the Senior Liquidity Reserve Account, the Senior Turbo 
Redemption Account, the First Subordinate Turbo Redemption Account, the Second Subordinate Turho Redemption 
Account and the Third Subordinate Turbo Redemption Account. The term "Pledged Accounts" shall also include all 
suhaccounts contained in the named accounts. 

"Pro Rata" means, for an allocation of available amounts to any payment of interest, Accreted Value, 
principal or Swap Payments to be made under the Indenture. the application of a fraction to such available amounts 
(a) the numerator of which is equal to the amount due to the respective ()wners and any party who has entered into a 
Swap Contract with the Authority to whom such payment is owing, and (b) the denominator of which is equal to the 
total arnount due to all ()wncrs and Swap Contract countcrparties to whom such payment is owing. 

''Pro Rata Dcfeasance Redemption Schedule" shall have the meaning set forth therefor in the Indcntun .. ~. 
Sec "INDENTURE - Defcasance" herein. 

;.Projected Turbo Redemption" means, for a Series of Bonds, each respective Turho Redemption projected 
to be made pursuant to the Indenture, as such projections are set forth on the Projected Turbo Schedule. 

"Projected Turbo Schedule" means, for a Series of Bonds that includes Turbo Term Bonds, the schedule of 
projected Outstanding balances of such Turbo Term Bonds set forth in the related Series Supplement. 

"Purcha..;c and Sa]c Agreement" means the Purchase and Sale Agreement dated as of December 1, 2001 
between the County and the Corporation, as amended or supplemented. 

"Rating Agency" means each nationally recognized securities rating service that has, at the request of the 
Authority, a rating then in effect for all or a portion of ()utstanding Bonds. 

"Rating Confirmation" means evidence that no rating that has been requested by the Authonly and is then 
in effect from a R.ating Agency with respect to a Bond will be withdrawn, reduced, or suspended solely a-. a result of 
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an action to be taken under the Indenture, provided that this detennination must be made without giving effect to the 
raLing conferred by or auflbutable to any credit enhancement then in effect with respect to such Bond. 

"Rebate Requirement" shall have the meaning ascribed thereto in the Authority Tax Certificate. 

"Record Date" means the 15th day of the calendar month immediately preceding the calendar month in 
which a Distribution Date occurs whether or not such day is a Business Day. The Authority or the Trustee may in its 
discretion establish special record dates for the detcnnination of the Owners for various purposes hereof, including 
giving consent or direction to the Trustee. 

"Refunding Bonds'' means Additional Bonds, other than the Series 2006 Bonds and the Additional 
Subordinate Bonds, issued pursuant to the Indenture for the purposes of refunding any Outstanding Bonds. 

"Registrar" means an agent designated by the Authority to maintain the registration books for the Bonds. 

"Required Defcasance Amortization" means the mandatory redemption of Defeased Turbo Tenn Bonds 
required by the provisions of the Indenture. 

"'S&P" means Standard & Poor's Ratings Services Group, a division or The McGraw-Hill Co1npanies, Inc., 
its successors and assigns and, if such entity shall no longer perform the functions of a securities rating agency, the 
tenn "S&P" shall be deemed to refer to any other nationally recognized securities rating agency designated by the 
Authority by notice to the Trustee. References to S&P arc effective for so long a,;; S&P is a Rating Agency rating all 
or a portion of the Outstanding Bond~. 

"Second Subordinate Bonds" means the Series 2006 Second Subordinate Bonds and Additional Bonds 
identified as Second Subordinate Bonds in a Series Supplement. 

"Second Subordinate Capital Appreciation Bond" means a Capital Appreciation Bond that is identified as a 
Second Subordinate Bond in a Series Supplement. 

"Senior Bonds" means the Series 2006 Senior Bonds and Additional Bonds identified as Senior Bonds in a 
Series Supplement. 

"Senior Capital Appreciation Bond" means a Capital Appreciation Bond that is identified as a Senior Bond 
in a Series Supplement. 

"Senior Convertible Bond" means a Convertible Bond that is identified as a Senior Bond in a Series 
Supplement. 

"Senior Current Interest Bond" means a Current Interest Bond that is identified as a Senior Bond in a Series 
Supplement. 

"Senior Liquidity Reserve Requirement" means an amount equal to $33,274,125.00 for so long as any 
Series 2006 Senior Bonds arc Outstanding and an amount equal to $0 when no Series 2006 Senior Bonds arc 
Outstanding, which amount may (but is not required to) be amended upon the issuance of Additional Bonds that 
constitute Senior Bonds in accordance with the applicable Series Supplement. 

"Serial Bonds" means those Bonds identified as Serial Bonds in a Series Supplement. 

"Serial Maturity" means the principal amount or Accreted Value of Serial Bonds due in any year as set 
forth in a Series Supplement. 

"Series" means all Bonds so identified in a Series Supplement, regardless of variations in class, Maturity 
Date, interest rate or other provisions, and any Bonds thereafter delivered in exchange or replacement therefor. 
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"Series 2001 Bonds" means the Issuer's $398,l05,()()() Tobacco Settlement Asset-Backed Bonds, Series 
2001A (Senior) (San Diego County Tohacco Asset Securitization Corporation), dated January 4, 2(K)2 and the 
Issuer's $68,735,000 Tobacco Settlement Asset-Backed Bonds, Series 2001B (Subordinate) (San Diego County 
Tobacco Asset Securitizalion Corporation), dated January 4, 2002, including, in each case, any bonds issued in 
exchange or rep I accmcnt therefor, 

"Series 2006 Bonds" means the Series 2006 Senior Bonds, the Series 2006 First Subordinate Bonds, the 
Series 2006 Second Subordinate Bonds and the Series 2006 Third Subordinate Bonds issued pursuant to the 
Indenture and the Series 2006 Supplement. 

"Series 2006 First Suhordinatc Bonds" means the Authority's Tobacco Settlement Asset-Backed Bonds 
(San Diego County Tobacco Asset Securitization Corporation), Series 20068 First Subordinate Capital Appreciation 
Bonds, 

"Series 2006 Second Subordinate Bonds" the Authority's Tobacco Settlement Asset-Backed Bonds (San 
Diego County Tobacco Asset Sccuritization Corporation), Series 2006C Second Subordinate Capital Appreciation 
Bonds. 

"Series 2006 Senior Bonds" means the Authority's Tobacco Settlement Asset-Backed Bonds (San Diego 
County Tobacco Asset Securitization Corporation), Series 2006A Senior Current Interest Bonds, 

"Series 2006 Supplement" means the Series Supplement authorizing the Series 2006 Bonds. 

"Series 2006 Third Subordinate Bonds'' means the Authority's Tobacco Settlement Asset-Backed Bonds 
(San Diego County Tobacco Asset Securitization Corporation), Series 20060 Third Subordinate Capital 
Appreciation Bonds. 

"Series Supplement" means the Series 2006 Supplement and any other Supplemental Indenture providing 
for the issuance of a Series of Additional Bonds or A .. dditional Suhordinatc Bonds in accordance with the Indenture. 

"Sinking Fund Installment'' means each respective payment of principal or Accreted Value to be made on 
Turbo Term Bonds that are Senior Bonds scheduled to be made from amounts available therefor in the Senior Debt 
Service Account and the Partial Lump Sum Payment Account pursuant to the Indenture, as such schedule is set forth 
in a Series Supplement 

"State" means the State of California, 

"Subordinate Payment Default" means a failure to pay when due interest or principal or Accreted Value at 
maturity on any First Subordinate Bonds, Second Subordinate Bonds, Third Subordinate Bonds or Additional 
Subordinate Bonds, 

"Supplemental Indenture" means a Series Supplement or other supplement to or amendment of the 
Indenture execu1ed and delivered in accordance with the terms thereof. Any provision that 1nay be included in a 
Series Supplement or a Supplemental Indenture is also eligible for inclusion in the other subject to the provisions of 
the Indenture. 

"Swap (~ontract" means an interest rate exchange, cap, collar, hedge or similar agreement entered into by 
the Authority in connection with Senior Bonds. 

"Swap Payment" means any payment with respect to a Swap Contract, other than any Termination 
Payment with respect to a Swap Contract 

"Taxable Bonds" means all Bonds other than Tax-Exempt Bonds, 

"'Tax-Exempt Bonds" means all Bonds identified as Tax-Exempt Bonds in any Series Supplement. 
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"Tax Obligations" means the Rebate Requirement and any penallies, fines, or other payments required lo 
be made to the United States of America under the arbitrage or rebate provisions of the Code. 

''Term Bond Maturity" tneans the pay1nent of principal or Accreted Value required to he made upon the 
final Maturity Date of any Term Bond, as such schedule is set forth in a Series Supplement. 

'"Term Bonds" means those Bonds identified as Term Bonds in a Series Supplc1nent. 

''Termination Payment" tneans any payment made by the Authority with respect to a loss under or the 
termination of a Swap Contract, investment agreement. or forward purchase agreement relating to any Account. 

"Third Subordinate Bonds" means lhe Series 2006 Third Subordinate Bonds and Additional Bonds 
identified as Third Subordinate Bonds in a Series Supplement. 

"Third Subordinate Capital Appreciation Bond" means a Capital Appreciation Bond thal is identified as a 
Third Subordinate Bond in a Series Supplement. 

"Tobacco Settlement Revenues" or 'TSRs" means, without duplication, such of the Collateral as consists 
of payments received pursuant to the MOU, the ARIMOU, the MSA and the Consent Decree. 

"Total Lump Sum Payment" means a final payment under the MSA from all of the Participating 
Manufacturers that results in, or is due lo, a release of all of the Participating Manufacturers from all of their future 
payment obligations under the MSA. 

"Trustee" means The Bank of New York Trust Company, N.A., acting in its capacity as trustee under the 
Indenture, or its successor, as provided in the Indenture. 

"Turbo Redemptions" means (a) with respect 10 Turbo Term Bonds that arc Senior Bonds, the redemption 
of such Turbo Term Bonds from amounts on deposit in the Senior Turbo Redemption Account pursuant lo the 
Indenture, (b) with respect to Turbo Term Bonds !hat are First Subordinate Bonds, the redemption of such Turbo 
Term Bonds from amounts on deposit in the First Subordinate Turbo Redemption Account pursuant to the 
Indenture, (c) with respect to Turbo Term Bonds that are Second Subordinate Bonds, the redemption of such Turbo 
Term Bonds from amounts on deposit in the Second Subordinate Turbo Redemption Account pursuant to the 
Indenture and (d) with respect to Turbo Term Bonds that are Third Subordinate Bonds, the redemption of such 
Turbo Term Bonds from amounts on deposit in the Third Subordinate Turbo Redemption Account pursuant 10 the 
Indenture. 

"Turbo Term Bonds" means the Term Bonds identified as Turbo Term Bonds in a Series Supplement. 

"Turbo Term Bond Maturity" means the payment of principal or Accreted Value required 10 be made upon 
the Maturity Dale of any Turbo Term Bond, as such schedule is sci forth in a Series Supplement. 

'·Written Notice," "written notice" or "notice in writing" means notice in writing which may be delivered 
by hand or first class mail, overnight delivery, electronically and also means facsimile transmission. 

INDENTURE 

The Indenture sets forth the terms of the Bonds, the nature and extent of the security, various rights of the 
Bondholders, rights, duties and immunities of the Trustee and the rights and obligations of the Authmity. Certain 
provisions of the Indenture arc summarized below. This summary does not purport to be complete or definitive and 
is qualified in its entirety by reference to the full terms of the Indenture. 
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Security Interest and Pledge 

In order to secure payment of the Bonds and the Swap Payments, all with the respective prioritles specified 
in the Indenture, lhc Authority p]cdgcs to the Trustee, and grants to the Trustee a first priority lien and security 
interest in, aH of the Authority's right, title, and interest. in, to. and under: (i) the Authority's rights with respect to 
the Loan Agreement, including but not limited to the right to receive Loan Payments and lo enforce the obligations 
of the Corporation pursuant to the Loan Agreement; (ii) the Corporation Tobacco Assets; (iii) the Pledged Accounts, 
all money, instruments, investment property, and other property credited to or on deposit in the Pledged Accounts, 
and all investment earnings thereon; (iv) any payment received by the Authority pursuant lo a Swap Contract; (v) all 
present and future claims. demands, causes and things in action in rcspccl of any or all of the foregoing and a11 
payments on or under and all proceeds of every kind and nature whatsoever in respect of any or all of the foregoing, 
including all proceeds of the conversion, voluntary or involuntary, into cash or other liquid property, all cash 
proceeds, accounts. general intangibles, notes, drafts, acceptances, chatte] paper. checks, deposit accounts, insurance 
proceeds, condemnation awards, rights to payment of any and every kind, and other forms of obligations and 
receivables, instruments, payment intangihles and other property that at any time constitute all or part of or are 
included in the proceeds or any or the foregoing; and (vi) all proceeds of the foregoing. The property described in 
the preceding sentence is referred to in the Indenture as the "Collateral." The Collateral docs not include the rights 
of the Authority pursuant to provisions for consent or other action by the Authority, notice to the Authority, 
indemnity or the filing of documents with the Authority, or otherwise for its benefit and not for that of the Owners. 
The Authority covenants and agrees that it will implement, protect, and defend this security interest and pledge by 
all appropriate action for the benefit of the ()wncrs and any party that has entered into a Swap Contract, the cost 
thereof to he an Operating Expense. 

The pledge of Collateral shall be valid and binding from the date of execution of the [ndenture, and 
amounts so pledged and thereafter received shall immediately be subject to the lien of the pledge without any 
physical delivery thereof or further act, and the lien of such pledge shall be valid and binding as against all parties 
having claims of any kind in tort, contract or otherwise against the Authority, irrespective of whether such parties 
have notice thereof and the Indenture need not he recorded or filed to perfect such pledge. 

None or" the proceeds of the Bonds or any earnings therefrom, unless deposited into one of the Pledged 
Accounts, shall in any way be pledged to the payment of the Bonds. Such amounts shall not be part of the Collateral. 

Defeasance 

Total Defeasance. When (i) there is held by or for the account of the Trustee Defeasance Collateral in such 
principal amounts, bearing interest at such fixed rates and with such maturities, including any applicable redemption 
premiums, as will provide sufficient funds to pay, or to redcc1n in accordance with the Indenture, all ohligations to 
Owners in whole (to be verified hy a nationally recognized firm of independent verification agents), (ii) any required 
notice of redemption shall have been duly given in accordance with the Indenture or irrevocable instructions to give 
notice shall have been given to the Trustee, (iii) all the rights under the Indenture of the Fiduciaries and 
counterparties to Swap Contracts have been provided for and all ()perating Expenses have been satisfied in 
accordance with the Indenture. and (iv) the Trustee shall have received an ()pinion of Counsel to the effect that such 
dcfeasance will not, in and of itself, cause interest on any Tax-Exempt Bond to he included in gross income for 
federal income lax purposes. then upon Written Notice from the Authority to the Trustee, such Owners and 
counterparties to Swap Contracts shall cease to be entitled to any benefit or security under the lnden;:ure except the 
right to receive payment or the funds held in such dcfeasancc escrow and other rights which by their nature cannot 
be satisfied prior to or simultaneously with termination of the lien of the Indenture, the Indenture and the lien, rights 
and security interests created by the Indenture (except in such funds and investments) shall terminate and become 
null and void. Upon such defeasance, the funds and investments required to pay or redeem the Bonds shall he 
irrevocably set aside for that purpose, subject, however, to the Indenture, and money held for defeasancc shall he 
invested only as provided above in this section and applied hy the Trustee and other Paying Agents, if any, to the 
retirement of the Bonds. Any funds or other property held hy the Trustee and not required for payment or 
redemption of the Bonds shall he distributed in accordance with the order or the Authority. Upon the discharge of 
the Trustee's lien and security interests created under the Indenture, the Trustee and the Authority shall cooperate in 
delivering instructions to the Attorney General of the State to instruct the California Escrow Agent to transfer the 
TSRs to or upon the order or the Corporation. 
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Partial D"'feascmce. Subject to the requirements of the Indenture, the Authority may create a defcasancc 
escrow for the retirement and dcfeasance of any Bonds subject to and in accordance with the Indenture. Thereafter, 
the Owners of such Defcased Bonds and counterparties to such related Swap Contracts shall cease to he entitled to 
any benefit or security under the Indenture except the right to receive payment of the funds held in such defcasance 
cscro\v and other rights which by their nature cannoL he satisfied prior to or simultaneous]y with termination of the 
lien of the Indenture. 

D"'feasance ~f Turbo Tenn Bonds. For each Defeased Turbo Tenn Bond of the same Maturity Date and 
Series, the Authority must determine a "Pro Rata Defeasance Redemption Schedule" as described below. In 
establishing the dcfeasancc escrow, the Defeased Turbo Term Bonds may not be redeemed more slowly than the Pro 
Rata Defeasance Redemption Schedule. 

For a given Turbo Term Bond Maturity of a given Series, the Trustee shall determine the Pro Rata portion 
of each Projected Turbo Redemption (shown, with respect to each Series of the Series 2006 Bonds, in the Series 
2006 Supplement) that is allocable to the Defeascd Turbo Term Bonds. The Pro Rata portion of each Projected 
Turbo Redemption shall be calculated as of the date of the dcfeasance by: (a) deducting the Turbo Redemptions 
which have already occurred from the earliest Projected Turbo Redemptions to arrive at a schedule of "Projected 
Turbo Redemptions Adjusted for Prior Payments"; (b) calculating a ratio of the Bond Obligation to he defeased of 
each Turbo Term Bond Maturity divided by the then Outstanding Bond Obligation of the Turbo Term Bond 
Maturity; and (c) applying that ratio to the Projected Turbo Redemptions Adjusted for Prior Payments, resulting in a 
schedule for each Turbo Term Bond Maturity de lined as the "Pro Rata Defeasance Redemption Schedule." 

For each Defca,;ed Turbo Tcrn1 Bond of the same Maturity Date and Series, the Trustee shall cstahlish a 
defeasance escrow which: (a) redeems on the earliest possible date the Pro Rata Defcasancc Redemptions which 
were originally projected to occur prior to the date of the defeasance, if any; and (b) thereafter, redeems the Pro Rata 
Defeasance Redemptions according to their schedule. 

In order to establish the Projected Turbo Redemption Schedule in effect for each Turbo Term Bond 
Maturity of a given Series after each partial defeasance, the Trustee shall determine the schedule of Projected Turbo 
Redemptions Adjusted for Prior Payments then applicable and permanently subtract the Pro Rata Defeasance 
Redemption Schedule from such schedule of Projected Turbo Redemptions Adjusted for Prior Payments. 

The provisions described above do not limit the optional redemption of Bonds of a Series pursuant to the 
applicable Series Supplement. 

Payment of Bonds; Satisfaction and Discharge of Indenture 

Whenever all Bonds have been Fully Paid, all Swap Payments have been paid and the requirements of the 
Indenture have been met, then, upon Written Notice from the Authority to the Trustee (and subject to the Indenture 
for Bonds that arc deemed Fully Paid in accordance with the Indenture), the Indenture and the lien. rights and 
security interests created by the Indenture shall terminate and become null and void, and the Authority and the 
Trustee shall execute and deliver such instruments as may be necessary to discharge the Trustee's lien and security 
interests created under the Indenture. Any funds or other property held by the Trustee and not required for payment 
or redemption of the Bonds shall be distributed in accordance with the order of the Authority. Upon the discharge of 
the Trustee's lien and security interests created under the Indenture, the Trustee and the Authority shall cooperate in 
delivering instructions to the Attorney General of the State to instruct the California Escrow Agent to transfer the 
TSRs to or upon the order of the Corporation. 

A Bond shall be deemed "Fully Paid" only: if ( !)such Bond has been canceled by the Trustee or delivered 
to the Trustee for cancellation, including but not limited to under the circumstances described in the Indenture; or 
(2) such Bond shall have matured or been called for redemption and, on such Maturity Date or redemption date, 
money for the payment of the principal or Accreted Value of. redemption premium, ir any, and interest on such 
Bond is held hy the Trustee in trust for the benefit of the person entitled thereto; or (3) such Bond is alleged to have 
hcen lost, stolen, destroyed, partially destroyed, or defaced and has been replaced as provided in the Indenture; or 
(4) such Bond has been defcased as provided in the Indenture (whether as part or a defeasance of all or less than all 
of the Bonds). Prior to any satisfaction and discharge of the Indenture, the Authority shall satisfy all Operating 
Expenses. 
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The Bonds 

(a) By Series Supplements complying procedurally and in substance with the Indenture, the Authority 
may authorize, issue, sell and deliver the Series 2006 Bonds and one or rnorc Series or Additional Bonds or 
Additional Subordinate Bonds from time lo time with such principal amounts and Accreted Values at maturity as the 
Authority shall determine. The Bonds of each Series shall hear such dales, mature at such tirncs, he subject to such 
tcnns of pay1nent, hear interest or accrctc at such rates, he in such forn1 and Authorized Denomination, carry such 
registration privileges and transfer restrictions, if any, be executed in such manner, and be payable in such mcdiu1n 
of payment, at such place and subject to such terms of redemption, as the Authority rnay provide herein and in the 
related Series Supplement. The proceeds of the Series 2006 Bonds shall he applied as provided in the Indenture and 
the proceeds of each other Series of Bonds shall he applied as provided ln the Indenture and the related Series 
Supplement. The Series Supplement shall identify whether the Bonds of any Series arc Senior Bonds, First 
Subordinate Bonds, Second Subordinate Bonds, Third Subordinate Bonds or Additional Subordinate Bonds and 
whether such Bonds arc Current Interest Bonds or Capital Appreclation Bonds or Convertible Bonds. 

(b) (i) Additional Bonds may be issued to refund all Ilonds in whole (including the funding of 
defeasance escrows and deposits to Accounts in connection with such issuance). Nothing in the Indenture is 
intended to limit the ability of the Authority to issue bonds to refund all Bonds in whole pursuant to a new indenture. 

(ii) Additional Bonds may be issued to refund Bonds in pali (including the funding of 
dcfeasancc escrows and deposits to Accounts in connection with such issuance) or for any other purpose but only if 
upon the issuance of such Additional Bonds: (A) the amount on deposit in the Senior Liquidity Reserve Account 
will be at least equal to the Senior Liquidity Reserve Requirement; (B) no Event of Default shall have occurred and 
be continuing after the date of issuance of the Additional Bonds; (C) the expected weighted average life of each 
Turbo Term Bond that will remain Outstanding after the date of issuance of the Additional Bonds as computed on 
the hasis of new projections on the date of sale of the Additional Bonds will not exceed (x) the remaining weighted 
average life of each such Turbo Term Bond as co1nputed on the basis of new projections assuming that no such 
Additional Bonds arc issued plus (y) one year; and (D) a R.ating Confirmation is received for any Bonds which arc 
then rated by a Rating Agency that will remain Outstanding after the date of issuance of the Additir•nal Bonds. In 
determining corr1pliancc with clause (ii)(C) of this paragraph, the Authority may rely conclusively on a certificate of 
a financial advisory or underwriting firn1, who may rely on a report of a nationally recognized firm of econometric 
experts on matters related to projected or forecastcd cigarette consumption. 

(c) One or more Series of Bonds (the "Additional Subordinate Bonds") may be issued without 
satisfying the requirements of paragraph (b) above, for any lawful purpose, including to refund all or a portion of the 
Bonds, if there is no payment permitted for such Bonds until all previously issued Bonds are Fully Paid. Each 
Rating Agency shall be given notice of the issuance of any Additional Subordinate Bonds. 

Application of Collections 

(a) All Co11ections received by the Trustee, excluding investment earnings on amounts on deposit in 
Accounts with the Trustee under the Indenture, shall be promptly deposited hy the Trustee into the Collections 
Account. All Collections that have been identified by an officer's certificate as consisting of Partial Lump Surn 
Payments received by the Trustee shall be promptly (and in any event, no later than the Business Day immediately 
preceding the next l)istribution Date) lransferrcd to the Partial Lump Sum Payment Account, in accordance with the 
instructions received by the Trustee pursuant to an officer's certificate. All Collections that have been identified by 
an officer's certificate as consisting of Total Lump Sum Payments received by the Trustee shall be pr;imptly (and in 
any event, no later than lhe Business Day in1mediatcly preceding the nexl Distributlon Date) applied as described in 
paragraph (e) below, in accordance with the instructions received by the Trustee pursuant to an officer's certificate. 
In addition, irnmcdiatcly preceding the time when the application of funds on deposll in the Collections Account is 
made pursuant to the following paragraph, the Trustee shall deposit in the Collections Account and apply as 
described in the following paragraph all Collections consisting of investment earnings available on such date on 
amounts on deposit with the Trustee under !he Indenture (excluding amounts in the Costs of Issuanc,;:: Account, the 
Rebate Account, the Operating Account, the Operating Contingency Account and the Partial Lump Sum Payment 
Account), except that all amounts in the Senior Jjquidity Reserve Account in excess of the Senlor Liquidity Reserve 
R.equirement determined to exist pursuant to the valuation procedure described in the Indenture, taking into account 
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investment earnings and other amounts avai]able on such date, sha11 he transferred to the Senior Debt Service 
Account (except as otherwise provided in the Indenture) and all investment earnings available on such date in the 
Capitalized Interest Subaccount shall be maintained in the Senior Debt Service Account. 

(bl As soon as is practicable, but in any event no later than the earlier of (x) the fifth Business Day 
following each Deposit Date, or (y) the Distribution Date following each Deposit Date, the Trustee shall withdraw 
the funds on deposit in the Collections Account and transfer such amounts:; as rollows: 

(i) lo the Operating Account, an amount sufficient to cause the amount therein to equa] the amount 
specified by the orficer's certificate relating to Operating Expenses most recently delivered or deemed delivered 
pursuant to the Indenture in order to pay, for the twelve-month period applicable to such officer's certificate, (x) the 
Operating Expenses (excluding any Tem1ination Payments) to the extent that the a1nount thereof docs not exceed the 
Operating Cap, and (y) the Tax Obligations; 

(ii) to the Senior Debt Service Account, an amount sufficient to cause the amount therein (taking into 
account any amounts on deposit in the Capitalized Interest Subaccount) to equal the sum of (x) interest on the 
Outstanding Senior Bonds and all Swap Payments that will come due (i) in the next succeeding Bond Y car, if the 
Deposit Date is on or after December I and on or hcfore May 31 of any Bond Year, or (ii) in the then-current Bond 
Year, if the Deposit Date is on or after June I and on or before November 30 of any Bond Year, plus (y) any such 
unpaid interest on the Senior Bonds and Swap Payments from prior Distribution Dates (including interest at the 
stated rate on such unpaid interest, to the extent legally pcrmissihle); provided that the amount to be deposited 
pursuant to this paragraph (ii) shall be calculated assuming that principal on the Bonds will have been paid as 
described in clauses (ii), (iii), and (iv) of paragraph (c) below; 

(iii) to the Senior Debt Service Account, an amount sufficient to cause the amount therein to equal the 
amount specified in clause (ii) above plus the sum of (a) if the Deposit Date is on or after December 1 and on or 
before May 31 of any Bond Year, the Serial Maturity, or Sinking Fund Installment, Term Bond Maturity (including 
Turbo Term Bond Maturities) due for Senior Bonds in or scheduled for the next succeeding Bond Year, plus (b) any 
such Serial Maturities, Sinking Fund Installment or Term Bond Maturities (including Turbo Tenn Bond Maturities) 
unpaid from prior Distribution Dates, provided that the amount of each Sinking fund Installment and Turbo Term 
Bond Maturity shall first be adjusted as descrihed in paragraph (e) below; 

(iv) unless an Event of Default has occurred, to the Senior Liquidity Reserve Account, an amount 
surticient to cause the amount on deposit therein to equal the Senior Liquidity Reserve Requirement, provided that 
on any Distribution Date on which the amount on deposit in the Senior Liquidity Reserve Account (less any amount 
necessary to be paid in connection with the liquidation of the investment of amounts in the Senior Liquidity Reserve 
Account, including a Termination Payment) equals or exceeds the principal or Accreted Value of and interest on all 
Outstanding Senior Bonds, the amount on deposit in the Senior Liquidity Reserve Account first shall he transferred 
to the Senior Turbo Redemption Account and applied to the Turbo Redemption of all Outstanding Senior Bonds, 
and second shall be transferred to the First Subordinate Turbo Redemption Account and applied to the Turbo 
Redemption of Outstanding First Subordinate Bonds; 

(v) to the Operating Contingency Account, the amount, if any, necessary to make the amount therein 
equal to the amount specified by the officer's certificate relating to Operating Expenses most recently delivered or 
deemed delivered pursuant to the Indenture in order to pay, for the twelve-month period applicable to such officer's 
certificate, the Operating Expenses in excess or the Operating Cap; 

(vi) to the Senior Turho Redemption Account, all amounts remaining in the Colkctions Account until 
no Senior Bonds arc Outstanding; 

(vii) to the First Subordinate Turbo Redemption Account, all amounts remaining in the Collections 
Account until no First Subordinate Bonds are Outstanding; 

(viii) to the Second Subordinate Turbo Redemption Account, all amounts remaining in the Collections 
Account until no Second Subordinate Bonds arc Outstanding: and 
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(ix) to the Third Subordinate Turbo Redemption Account, all a111ounts rc111aining in 1he Collections 
Account until no Third Subordinate Bonds arc Outstanding. 

( c) U nlcss an Event of Default bas occurred, on each Distribution Date the Trustee shall apply 
a,nounts in the various Accounts in the following order or priority: 

(i) from the Capitali,cd Interest Subaccount, the Senior Debt Service Account, the Partial Lump Sum 
Payment Account and the Senior Liquidity Reserve Account, in that order, to pay interest on the Senior Bonds and 
Swap Payments due on such Distribution Date or unpaid from prior Distribution Dates; 

(ii) from the Senior Debt Service Account and the Partial I~ump Surn Payn1cnt Account, in that order, 
to pay, the Serial Maturity, Sinking Fund Installment and Term Bond Maturity (including Turbo Term Bond 
Maturity) for Senior Bonds due on such Distribution Date or unpaid from prior Distribution Dates, provided (x) that 
the amount of such Sinking Fund Installment and Turbo Term Bond Maturity shall first have been adjusted as 
described in the Indenture, (y) that the Trustee shall not pay a Sinking Fund Installment or Turbo Term Bond 
Maturity pursuant to this subsection unless the Senior Debt Service Account will contain, after giving effect to such 
payment, sufficient funds lo pay interest due on the next succeeding Distribution Date and (z) all Semor Bonds shall 
be paid in accordance with clause ( 1) of the Payment Priorities; 

(iii) from the Senior Liquidity Reserve Account, lo pay, in the following order, the Serial Maturity and 
Term Bond Maturity (including Turbo Term Bond Maturity), if any, for Senior Bonds due on such Distribution Date 
or unpaid from prior Distribution Dates, provided (x) !hat the amount of such Turbo Term Bernd Maturity shall firs! 
have been adjusted as described in the Indenture, (y) that the Trustee shall not pay a Turbo Term Bond Maturity 
pursuant to this s.uhscction unless the Senior Debt Service Account will contain, after giving effect to such payment, 
sufficient funds to pay interest due on the next succeeding Distrihution Date and (z) all Senior Bonds :;hall be paid in 
accordance with clause (I) of the Pay1nent Priorities: 

(iv) from the Senior Turho Redcrnplion Account, to redeem Senior Bonds which arc Turho Term 
Bonds on such Distribution Date (or a special redemption date) in accordance with the Indenture, provided that all 
Senior Bonds shall be redeemed in accordance with clause (I) of !he Payment Priorities; 

(v) from the Partial Lump Sum Payment Account, but only as directed in an officer's certificate 
delivered by the Authority and accompanied by Rating Confirmation with respect to any Senior Bonds which arc 
then rated hy a R.ating Agency, to redeem Turbo Tenn Bonds on such Distribution Date (or a special redemption 
date) in accordance with the Indenture, provided that any redemptions shall redeem Bonds in accordance with the 
Payment Priorities; 

(vi) from the First Subordinate Turbo Redernption Account, to redeem First Subordinate Bonds on 
such Distribution Date (or a special redemption date) in accordance with the Indenture; 

(vii) from the Second Subordinate Turbo Redemption Account, to redeem Second Subordinate Bonds 
on such Distribmion Date ( or a special redemption date) in accordance with the Indenture; and 

(viii) from !he Third Subordinate Turbo Redemption Account, to redeem Third Subordinate Bonds on 
such Distrihution Date ( or a special redemption date) in accordance with the Indenture. 

(d) Upon the occurrence of any Event of Default and continuing on each succeeding Distribution Date 
commencing with the Distribution Date following the Event of Default: 

(i) until the Senior Bonds arc no longer Outstanding, the Trustee shall apply all fund, in the Senior 
Debt Service Account, the Senior Liquidity Reserve Account, the Panial Lump Sum Payment Account and the 
Senior Turbo Redemption Account to pay Pro Rata, first, the accrued interest on the Senior Current Interest Bonds 
(including Senior Convcrtihlc Bonds after the Conversion Date) and Swap Payments (including, in each case, 
interest at the stated rate on any unpaid interest, to the extent legally permissible) and, second, principal or Accreted 
Value on all Sen:.or Bonds then Outstanding; 
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(ii) until the First Subordinate Bonds are no longer Outstanding, the Trustee shall apply all funds in 
the Partial Lump Sum Payment Account and the First Subordinate Turbo Redemption Account to pay Pro Rata the 
Accreted Value on all First Subordinate Bonds then Outstanding; 

(iii) until the Second Subordinate Bonds are no longer Outstanding, the Trustee shall apply all funds in 
the Partial Lump Sum Payment Account and the Second Subordinate Turbo Redemption Account to pay Pro Rata, 
the Accreted Value on all Second Subordinate Bonds; 

(iv) until the Third Subordinate Bonds arc no longer Outstanding, the Trustee shall apply all funds in 
the Partial Lump Sum Payment Account and the Third Subordinate Turbo Redemption Account to pay Pro Rata, the 
Accreted Value on all Third Subordinate Bonds: 

(v) the application of funds with respect to Additional Subordinate Bonds shall be in accordance with 
the provisions of the applicable Series Supplement; and 

(vi) notwithstanding anything to the contrary in the Indenture, the value of any Capital Appreciation 
Bonds that are Series 2006 First Subordinate Bonds, Series 2006 Second Subordinate Bonds or Series 2006 Third 
Subordinate Bonds shall continue to accrctc at the Default Rate (including accretion on any unpaid Accreted Value), 
to the extent legally permissible, after the Maturity Date for such Bonds if not Fully Paid on the Maturity Date. 

(e) Upon the receipt of a sum that has been identified by an officer's certificate as a Total Lump Sum 
Payment, the Trustee shall, after making provision for the amounts required to be deposited pursuant to paragraph 
(b)(i) above, use all remaining proceeds of such Total Lump Sum Payments to make the following payments, each 
Pro Rata, in the following order of priori1y: 

(i) pay the accrued interest on the Senior Current Interest Bonds (including Senior Convertible Bonds 
after the Conversion Date) and Swap Payments (including interest at the stated rate on any unpaid interest, to the 
extent legally permissible); 

(ii) pay principal or Accreted Value on all Senior Bonds then Outstanding; 

(iii) pay principal and interest or Accreted Value on all First Subordinate Bonds then Outstanding; 

(iv) pay principal and interest or Accreted Value on all Second Subordinate Bonds then Outstanding; 

(v) pay principal and interest or Accreted Value on all Third Subordinate Bonds then Outstanding; 
and 

(vi) 
Supplement. 

pay Additional Subordinate Bonds in accordance with the provisions of the applicable Series 

Aller making all deposits and payments set forth above, and provided that there are no Outstanding Bonds 
and no obligations to make Swap Payments under a Swap Contract, the Trustee shall deliver any amounts remaining 
in a Fund or Account in accordance with the order of the Authority, Funds in the Operating Account shall be 
applied by the Trustee at any time, in accordance with directions in an officer's certificate relating to Operating 
Expenses, to pay Operating Expenses (other than Termination Payments), or to fund an account of the Authority or 
the Corporation free and clear of the lien of the Indenture for purposes of paying such Operating Expenses, Funds 
in the Operating Contingency Account shall be applied by the Trustee at any time, in accordance with directions in 
an officer's certificate, to pay Operating Expenses not otherwise paid from the Operating Account, or to l'und an 
account or the Authority or the Corporation free and clear of the lien of the Indenture for purposes of paying such 
Operating Expenses, 
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Rebate 

The Trustee shall establish and maintain when required an act:ount separate from any other account 
established and maintained under the Indenture designated as the Rebate Account. All money at any time deposited 
in the Rchatc Account shall be held by the Trustee in trust, to the extent rc4ulrcd to satisfy the rebate requireinent 
(as provided to the Trustee in accordance with the Authority Tax Certificate), for payment to the federal government 
of the United States of America. Neither the Authority nor any Owners shall have any rights in or claim to such 
money. 

Investments 

Generaily. Pending its use under the Indenture, money in the Accounts held by the Trustee may be invested 
by the Trustee in Eligihlc Invcslmcnts maturing or redeemable at the option of the holder at or before the time when 
such money is expected lO he needed and shall be so invested as directed in an officer's certificate. Eligible 
Investments shall mature or be rcdce1nable at the option of the Authority on or before the Business Day immediately 
preceding each next succeeding Distribution Date, except in the case or the Capitalized Interest Subaccount or to the 
extent that other Eligihlc Investments timely mature or arc so rc<lcc1nahlc in an amount sufficient to n1ake paymenls 
in respect of interest, Serial Maturities, Turho Tenn Bond Maturiries and Sinking Fund Installmcn1s described in 
paragraphs (b) (i) and (ii) under the caption "Application of Collections" on such next succeeding Distribution 
Dates. Investments and any income realized thercfron1 shall he held by the Trustee in the respective Accounts and 
shall be sold or redeemed to the extent necessary to make payments or transfers from each /\t:counL In the absence 
of negligence or bad faith on its part, the Trustee shall not be liable for any losses on invcstn1cn1_s made at the 
direction of the Authority. 

Senior Liquidity Reserve Account. Except as provided elsewhere in the Indenture, any amounts in the 
Senior Liquidity Reserve Account in excess of the Senior Liquidity Reserve Requirement shall be applied as 
described in "Application of Collections". If after receipt of any Collections, the Trustee detmnines that a 
withdrawal from the Senior Liquidity Reserve Account will he required on December I of any year, the Trustee 
shall notify the provider under any forward purchase agreement at least IO Business Days prior to the Business Day 
next preceding June I of such year, of the amount of rnoney in the Senior Liquidity Reserve Account that must be 
invested in secur.lties maturing prior to such Deccrnher I. 

Unclaimed Money 

Except as may otherwise be required by applicable law, in case any money deposited with the Trustee or a 
Paying Agent for the payment of the principal or Accreted Value of, or interest or prcn1ium, if any, on any Bond 
remains unclaimed for two years after ~uch principal or Accreted Value, interest, or prcrniun1 has bccon1e due and 
payable, the Fiduciary shall pay over to the Authority the amount so deposited and thereupon the Fiduciary shall be 
released from all liability under the Indenture with respect to the payment of principal or Accreted Value, interest, or 
premium and the Owner of such Bond shall be entitled (subject to any applicable statute of limitation;) to look only 
to the Authority as an unsecured creditor for the payment thereof. 

Contract; Obligations to Owners; Representations of the Authority 

In consideration of the purchase and acceptance of any or all of the Bonds by those who shall hold the same 
from time to time, the provisions of the Indenture shall be a part of the contract of the Authority with the Owners. 
The pledge and grant of a security interest made in the Indenture and the covenants set forth in the Indenture to be 
performed by the Authority shall be for the equal benefit, protection, and security of the Owners. All c.f the Bonds of 
the same priority, regardless of the time or times of their maturity, shall be of equal rank without preference, 
priority, or distinctlon of any thereof over any other except as expressly provided pursuant to the Indenture. 

The Authority covenants to pay when due all sums payable on the Bonds, but only from the Collateral and 
subject lo the limitations set forth in the Indenture, The obligation of the Authority to pay principal or Accreted 
Value, interest, and redemption premium, if any, to the Owners shall be absolute and unconditional, shall be binding 
and enforccahle ln all circun1stances whatsoever, and shall not be subject to setoff, recoupment, or counterclaim. 
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The Authority represents and warrants that (i) it is duly authorized pursuant to law to issue the Bonds, and 
to execute, deliver, and perform the terms of the Indenture; (ii) all action on its part required for or relating to the 
issuance of the Bonds and the execution and delivery of the Indenture has been duly taken; (iii) the Bonds, upon the 
issuance and authentication thereof. and the Indenture, upon the execution and delivery hereof, shall he valid and 
enforceable obligations of the Authority in accordance with their terms: (iv) it has not heretofore conveyed, 
assigned, pledged, granted a security interest in, or otherwise disposed of the Collateral except for the benefit of the 
defeased 2001 Bonds; and (v) the execution, delivery. and performance of the indenture and the issuance of the 
Bonds arc not in contravention of law or any agreement, instrument, indenture, or other undertaking to which it is a 
party or by which it is hound and no other approval, consent, or notice from any governmcnta1 agency is required on 
the part of the Authority in connection with the issuance or the Bonds. 

The Indenture creates a valid pledge of the Collateral in favor of the Trustee as security for the payment of 
the Bonds, enforceable by the Trustee in accordance with the terms thereof. 

The Authority has not heretofore made a pledge of, granted a lien on or security interest in, or made an 
assignment or sale of the Collateral that ranks on a parity with or prior to the security interest granted by the 
Indenture except for the benefit or the defeased 2001 Bonds. The Authority shall not hereafter make or suffer to 
exist any pledge or assignment or, lien on, or security interest in the Collateral that ranks prior to or on a parity with 
the pledge and security interest granted by the Indenture. 

Operating Expenses 

C-'ovenant to Pay. The Authority shall pay its Operating Expenses to the parties entitled thereto, to the 
extent that funds arc available therefor, hut solely to the extent provided in the indenture. Termination Payments 
shall be made only from the Operating Contingency Account. 

Officer's Certificate with respect tn Operating Expenses. On the Closing Dale, the Authority shall deliver 
to the Trustee an Officer's Certificate setting forth the Operating Expenses and the Tax Obligations that have been 
incurred by the Authority prior to such date and estimating the Operating Expenses and the Tax Obligations that will 
be incurred by the Authority to and including June 30, 2007. Thereafter, on or before April I of each year during 
which Bonds are Outstanding (beginning April I, 2007 for the Fiscal Year ending June 30, 2008), the Authority 
shall deliver an Officer's Certificate to the Trustee estimating the Operating Expenses and the Tax Obligations that 
will be incurred or paid by the Authority during the next succeeding Fiscal Year. The Officer's Certificate may also 
set forth Operating Expenses that have already been incurred by the Authority but that have not yet been repaid, 
provided that the Operating Cap shall nonetheless continue to apply to all such amounts. The Authority may at any 
time submit a supplemental Officer's Certificate setting forth Operating Expenses in excess of the Operating Cap. 
Such excess shall be deposited in the Operating Contingency Account pursuant to the Indenture iC but only if, all of 
the deposits required hy the Indenture have heen fully funded. In the event that the Authority fails to deliver an 
Officer's Certificate on or prior to any April I, the Authority shall be deemed to have delivered an Officer's 
Certificate certifying that the amount of the Operating Expenses and the Tax Obligations for the next Fiscal Year 
shall be the san1e as in the then-current Fiscal Year. 

Tax Covenants 

The Authority shall at all times do and perform all acts and things permitted by law and the Indenture 
which arc necessary or desirable in order to assure that interest paid on the Tax-Exempt Bonds will be excluded 
from gross income for federal income tax purposes and shall take no action that would result in such interest not 
being excluded from gross income for federal income tax purposes. Without limiting the generality of the foregoing, 
the Authority agrees that it will comply with the provisions of the Authority Tax Certificate. This covenant shall 
survive defeasancc or redemption of the Tax-Exempt Bonds. 
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Accounts and Reports and Swap Contract Information 

The Authority shall ( 1) instruct the Trustee to keep books of account in which complete and accurate 
entries shall be made of its transactions relating to all funds and accounts under the Indenture, which books shall at 
all reasonable tin1es be suhjcct to the inspection of the Owners of an aggregate of not less than 25%) in Bond 
Obligation of Bonds then Outstanding or their representatives duly authorized in writing; and (2) annually, within 
210 days after the close of each Fiscal Year, deliver to the Trustee and each Rating Agency, a copy of its financial 
statements for such Fiscal Year, as audited hy an independent certified public accountant or accountants. The 
Authority shall further report to the Rating Agencies on an annual basis, but only to the extent that such information 
is not included in the Authority's financial s1aten1enls, (a) the an1ounts and, to the extent availahlc, the types nr 
payments constituting TSRs that were received during the preceding 12-month period, and (h) whether, to the 
knowledge of the Authority. any litigation is then pending against the State, the County, the Corporation or the 
Authority seeking Lo invalidate or overturn the MSA, MOU, ARIMOU, the Purchase and Sale Agreement or the 
proceedings pursuant lo which the Bonds arc issued. 

The Authority shall provide to the Trustee copies or all Swap Contracts and related information and 
schedules of payments under the Indenture as the Trustee may reasonahly request for it to perform its duties under 
the Indenture 

Ratings 

The Authority shall pay such reasonable fees and provide such available information as may be necessary 
to obtain and keep in effect ratings on all the Bonds from the number of nationally recognized securities rating 
services which rated the Bonds of a given Maturity Date of a given Series on the date of issuance thereof. 

Affirmative Covenants 

Maintenance of Existence. The Authority shall keep in full effect its corporate existence and all or its rights 
and powers. 

Protection of C'ollateral. The Authority shall from time to time authorize, execute or authenticate, deliver 
and file all documents and instruments, and will take such other action, as is necessary or advisable to: ( 1) maintain 
or preserve the Hen, pledge and security interest of the Indenture~ (2) perfect or protect the validity of any grant 
made or to be made by the Indenture; ( 3) preserve and defend title to the Collateral and the rights o! the Trustee in 
the Collateral against the claims of all Persons and parties, including the challenge by any party lo the validity or 
enforceability of the MOU, the ARIMOU, the Basic Documents or the performance by any party thereunder; (4) 
enforce the Loan Agreement and the Purchase and Sale Agreement; (5) pay any and all taxes levied or assessed 
upon all or any part of the Collateral; or (6) carry oul more effectively the purposes of the Indenture. 

Performance of Obligations. The Authority (I) shall diligently pursue any and all actions to enforce its 
rights in the Collateral and under each instru1ncnt or agreement lncluded therein, and (2) shall not take any action 
and will use its best efforts not to permit any action to be taken by others that would release any Person from any of 
such Person's covenants or obligations under any such instrurnent or agreement or that would result in the 
amendment, hypothecation, subordination, termination, or discharge of, or impair the validity or effectiveness of, 
any such instrun1ent or agree1nent, except, in each case, as expressly provided in the Basic Documents. the M()U 
and the ARIM OU. 

Notice of Events of Default. The Authority shall give the Trustee and Rating Agencies prompt Written 
Notice of each Event of Default that is known to the Authority. 

Other. The Authority shall: 

(i) conduct its own business in its own name and not in the name of any other Person and 
correct any known misunderstanding regarding its separate identity; 
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(ii) maintain or contract for a sufficient number of employees and compensate all employees, 
consul!ants and agenls directly, from the Authority's hank accounts, for services provided to the Authority by such 
crnployces, consultants and agents and, to the extent any cn1ploycc, consu1tant or agent or the Authority is also an 
employee, consultant or agent of another Person, allocate the compensation of such employee, consultant or agent 
between the Authority and such Person on a basis that reflects the services rendered to the Authority and such 
Person; 

(iii) have a separate telephone numocr, which will he answered only in its name and separate 
stationery, invoices and checks in its own name; 

(iv) conduct an transactions with any other Person strictly on an arm's-length basis, allocate 
all overhead expenses (including, without limitation, telephone and other utility charges) for items shared hetween 
the Authority and such Person on the basis of actual use to the extent practicable and, to the extent such allocation is 
not practicable, cm a basis reasonably related to actual use; 

(v) at all times have a Board of Directors consisting of at least three members; 

(vi) observe all formalities as a distinct entity, and ensure that all actions relating to (]) the 
dissolution or liquidation of the Authority or (2) the initiation of, participation in, acquiescence in or consent to any 
bankruptcy, insolvency, reorganization or similar proceeding involving the Authority, are duly authorized by 
unanimous vote of it,;; Board of Directors; 

(vii) maintain its books and records separate from those of any other Person and maintain its 
assets readily identifiable a,; its own assets rather than assets of any other Person and not commingle its a,;;sets with 
those of any other Person; 

(viii) maintain its own separate records and accounts, and prepare financial statements in 
accordance with generally accepted accounting principles, consistently applied, and susceptible to audit; to the 
extent it is included in consolidated financial stalemcnts or consolidated tax returns, such financial statements and 
tax returns will make clear the separateness of the respective entities and make clear that the assets of the Authority 
are not assets of any other Person and arc not available to satisfy the debts of any other Person; 

(ix) only maintain bank accounts or other depository accounts to which the Authority alone is 
the account party, and from which only the Authority or the Trustee has the power to make withdrawals; 

(x) pay all of the Authority's operating expenses from the Authority's own assets (except for 
expenses incurred prior to the date of issuance of the Bonds); 

(xi) operate its business and activities such that it does nol engage in any business or activity 
of any kind, or enter into any transaction or indenture, mortgage, instrument, agreement, contract, lease or other 
undertaking, other than the transactions contemplated and authori,cd hy the Basic Documents; and docs not create, 
incur, guarantee, assume or suffer to exist any indebtedness or other liabilities, whether direct or contingent, other 
than (1) as a result of the endorsement of negotiable instruments for deposit or collection or similar transactions in 
the ordinary course of business, (2) the incurrence of obligations contemplated and authorized by the Basic 
Documents, and (3) the lncurrence of operating expenses in the ordinary course of business of the type othcnvise 
contemplated by the Basic Documents; 

Negative Covenants 

Sale of Assets. Except as expressly permitted by the Indenture, the Authority shall not sell, transfer, 
exchange, or otherwise dispose of any of its properties or assets that are subject to the lien of the Indenture. 

Termination. The Authority shall not terminate its existence or engage in any action that would result in the 
termination or the Authority. 
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Limitation of Liens. The Authority shall not ( 1) pe1T11it the validity or effectiveness of the Indenture to be 
irnpaircd, or permit the security interest created by the Indenture to he amended, hypothecated, subordinated, 
tcm1inatcd, or discharged, or pcnnit any Person to be released rrom any covenants or obligations witrl respect to the 
Bonds under the Indenture except as may be expressly permitted by the Indenture. (2) permit any lien. charge, 
excise, clai1n, security interest, n1ortgagc, or other encumhrancc (other than the security interest created by the 
Indenture) to be created on or extend to or otherwise arise upon or burden the Collateral or any part thereof or any 
interest therein or the proceeds thereof or (3) permit the security interest created hy the Indenture not to constitute a 
valid first priority security interest in the Collateral. 

Payments Restdcted. The Authority shall not, directly or indirectly, make distributions from the Collections 
Account excepl in accordance with the Indenture. 

No Setoff. The Authority will not claim any credit on. or n1ake any deductions from the principal or 
Accreted Value of or premium. if any, or interest due in respect of, the Bonds or assert any claim against any present 
or former ()wner by reason of the payment of taxes Jcvicd or assessed upon any part or the Collateral. 

Lirnitations on Consolidation. Merger, Sales of Assets, Etc. Except as otherwise provided ir_ the Indenture. 
the Authority will not consolidate or merge with or into any other Person, or convey or transfer all or substantially 
all of its properties or assets, or be succeeded by any other person, unless: 

(i) the person surviving such consolidation or merger (if other than the Authority), or such 
transferee, or such successor, as applicable, is organized and existing by virtue of or under the laws of the United 
States or any state and expressly assumes the due and punctual payment of the principal or Accreted Value of and 
premium. if any, and interest on all Bonds and the pcrforn1ance or observance of every agree1nent and covenant of 
the Authority in the Indenture; 

(ii) immediately after giving effect to such transaction, no Event of Default has occurred and 
is continuing under the Indenture; 

(iii) the Authority has received a Rating Confirmation with respect to any Outstanding Bonds 
which are then rated by a Rating Agency; 

(iv) the Authority has received an opinion of Counsel to the effect that such transaction will 
not have rnatcrial adverse tax consequences to the Authority and will not, in and of itself, cause interest on any Tax
Exempt Bonds lo be included in gross income for federal income tax purposes; 

(v) any action as is necessary to 1naintain the security interest created by the Indenture has 
been taken;and 

(vi) the Authority has delivered to the Trustee an Officer's Cerlilicate and an opinion of 
Counsel to the effect that such transaction cornplics with the Indenture and that all conditions precedent to such 
transaction have been complied with. 

(g) Swap Contracts. The Authority shall not enter into any Swap Contract until it has first 
obtained a Ratin,g Confim1ation with respect to all Outstanding Bonds which arc then rated by a Rating Agency with 
respect to such Swap Contract, nor shall it enter into any Swap Contract unless such Swap Contract provides that 
any payments to be made to or for the benefit of the Authority shall be made to the Trustee for deposit into the 
Collections Account. 

Continuing Disclosure Undertaking 

If (and to the extent that) (x) a Series of Bonds is purchased from the Authority by a broker, dealer or 
municipal securities dealer (each a "Dealer") subject 10 Rule 15c2-12 (the "Ruic") of the Securities and Exchange 
Commission (the "SEC") under !he Securities Exchange Act of 1934. as amended (the "1934 Act"), (y) the Rule 
requires Dealers to determine, as a condition to purchasing such Bonds, that the Authority will covent•.nt to the effect 
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of the Indenture, and (z) the Ruic as so applied is authorized by federal law that as so construed is within the powers 
of Congress, then the Authority covenants, for the sole benefit of the Owners (and, 10 the extent specified in the 
provisions of the Indenture relating to continuing disclosure, the beneficial owners) of the Outstanding Bonds of 
each such Series and subject (except to the extent otherwise expressly provided in the Indenture) to the remedial 
provisions of the Indenture, that: 

(al The Authority shall provide: 

(i) within nine calendar months after the end of each Fiscal Year, to each nationally 
recogni:t.cd municipal securities infonnation repository and to any State information depository, 

(A) core financial information and operating data for the prior Fiscal Year, including 
its audited financial statcn1ents, prepared in accordance with gencral1y accepted accounting principles in 
effect from time to time, 

(B) an update of operating data for !he preceding Fiscal Year set forth under the last 
three columns titled "Total Payments" in the table captioned "Projection of Strategic Contribution Fund 
Payments and Total Payments lo be Received by the Trustee" in "SUMMARY OF BOND 
STRUCTURING ASSUMPTIONS AND AMORTIZATION" in the Offering Circular, and 

(C) the actual debt service coverage ratio for such preceding fiscal year, determined 
in substantially the manner described in "SUMMARY OF BOND STRUCTURING ASSUMPTIONS 
AND AMORTIZATION - Series 2006 Senior Bonds' Debt Service Coverage·· in the Offering Circular~ 
and 

(ii) in a timely manner, to each nationally recognized municipal sccunues information 
repository or to the Municipal Securities Rulemaking Board, and to any State information depository, notice of any 
of the following events with respect to such Series of Bonds, if material: 

(A) principal and interest payment delinquencies; 

(B) non-payment related Defaults; 

(CJ unscheduled draws on debt service reserves reflecting financial difficulties; 

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

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

(F) adverse tax opinions or events affecting the tax-exempt status of the Bonds; 

(G) modifications to rights of Owners; 

(H) bond calls; 

(I) dcfeasanccs; 

(J) release, substitution or sale of property securing repayincnt of the Bonds; 

(K) rating changes; and 

(L) failure to comply with the provisions of the Indenture relating to continuing 
disclosure. 
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event, if 

(h) The Authority docs not undertake to provide such notice with respect to: 

(i) credit enhancement if 

(A) the enhancement is added after the prirnary offering of the Bonds. 

(Bl the Authority docs not apply for or participate in obtaining the enhancement and 

(C) the enhancement is not described in the applicable official statement or offering 
circular of the Authority; 

(ii) a mandatory, scheduled redemption, not otherwise contingent upon the occurrence of an 

(A) the terms, dates and amounts of redemption arc set forth in detail in the Offering 
Circular, 

(B) the only open issue is which Bonds will be redeemed in the case of a partial 
redemption, 

(C) notice of redemption is given to the Owners as required under the terms of the 
Indenture and 

(D) public notice of the redemption is given pursuant to Release No. 23856 of the 
SEC under the 1934 Act, even if the originally scheduled amounts may be reduced by prior optional 
redemptions or purchases; or 

(iii) tax exemption other than pursuant to Section 103 of the Code; or 

(iv) any for\vard-looking slaten1ents contained in the ()ffcring Circular, including but not 
limited to those that include the words "expects," "forecasts;· "projects,'' "intends,'' "anticipates," "estimates," 
''assumes," or analogous expressions. 

(c) In addition to the Trustee's and Owners' remedies specified in the Indenture, any beneficial owner 
of Bonds of a Series described in the provisions of the Indenture relating to continuing disclosure may institute a 
suit. action or proceeding al law or in equity (a "Proceeding") to enforce the undertaking set forth in the provisions 
of the Indenture relating to continuing disclosure (the "Undertaking") or for any remedy for hrcach 1hercof without 
acting in concert if: 

(i) such owner shall have filed with the Authority: 

(1\) evidence of hcneficia1 ownership and 

(B) written notice of, and request to cure, the a11cged breach, 

(ii) the Authority shall have failed to comply within a reasonable time, and 

(iii) such beneficial owner stipulates that: 

(A) no challenge is made to the adequacy of any information provided in accordance 
with the Undertaking and 

(B) no rc1ncdy is sought other than substantial perfonnance of the Undertaking. To the extent 
permitted by law, each beneficial owner agrees that all Proceedings shall be instituted only as specified 
herein in the federal or state courts located in the State, and for the equal benefit of all such owners of the 
Outstanding Bonds benefited by the same or a substantially similar undertaking. 
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(d) For the purposes of the provisions of the Indenture relating to continuing disclosure, a beneficial 
owner of a security includes any person who, directly or indirectly, through any contract, arrangement, 
understanding, relationship, or otherwise has or shares investment power which includes the power to dispose, or to 
direct the disposition of, such security, except that a person who in the ordinary course of business is a pledgee of 
securities under a written pledge agrecn1ent shall not he dce1ned to be the beneficial owner of such pledged 
securities until the pledgee has taken all formal steps to declare a default and determines that the power to dispose or 
to direct the disposition of such pledged securities will be exercised, provided that: 

(i) the pledge agreement is bona fide; 

(ii) the pledgce is: 

(A) a broker or dealer registered under Section 15 of the 1934 Act; 

(B) a hank as defined in Section 3(a)(6) of the 1934 Act; 

(C) an insurance company as defined in Section 3(a)( 19) of the 1934 Act; 

(D) an investment company registered under Section 8 of the Investment Company 
Act of 1940; 

(E) an investment adviser registered under Section 203 of the Investment Advisers 
Act of 1940; 

(F) an employee benefit plan, or pension fund which is subject to the provisions of the 
Employee Retirement Income Security Act of 1974 or an endowment fund; 

(G) a parent holding company, provided the aggregate amount held directly by the parent, 
and directly and indirectly by its subsidiaries which arc not persons specified in items (A) through (F) of 
this clause (ii) does not exceed I% of the securities of the subject class; or 

(iii) 
this clause (ii); and 

a group, provided that all the members arc persons specified in items (A) through (G) of 

(iv) the pledge agreement, prior to default, does not grant to the pledgec the power to dispose 
or direct the disposition of the pledged securities, other than the grant of such power(s) pursuant to a pledge 
agreement under which credit is extended subject to Regulation T (12 CFR 220. I to 220.8) and in which the plcdgee 
is a broker or dealer registered under Section 15 of the 1934 Act 

(e) Any Supplemental Indenture amending the Undertaking may only be entered into: 

(i) if all or any part of the Rule, as interpreted by the staff of the SEC at the date hereof, 
ceases to be in effect for any reason and the Authority elects that this Undertaking shall be deemed tem,inatcd or 
amended (as the case may be) accordingly, or 

(ii) if (A) amendment is made in connection with a change in circumstances that arises from 
a change in Jcgal requirements, change in law, or change in the identity, nature, or status of the Authority. 
or type of business conducted, 

(B) the Undertaking, as amended, would have complied with the requirements of the 
Rule at the date hereof, after taking into account any amendments or interpretations of the Rule, as well as 
any change in circumstances, 
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(C) the arnendinenl does not materially impair the interests of the (>wners of each 
affected Series, as determined hy parties unaffiliated with the Authority (such as, but without limitation. the 
Authority's financial advisor or hond counsel) or by Owner consent pursuant to the Indenture, and 

(D) the annual financial information containing (if applicable) the amended 
operating data or financial information \Viii explain, in narrative fonn, the reasons for the arnendment and 
the "impact" (as that word is used in the letter from the staff of the SEC to the National Association of 
Bond Lawyers dated June 2:l, 1995) of the change in the type or operating data or financial information 
being provided. 

(f) The Trustee agrees 10 serve as dissemination agent for the Authority for purposes of transmitting 
filings pursuant to the continuing disclosure undertakings set forth in the provisions of the Indenlure relating to 
continuing disclosure provided to the Trustee by the Authority for such purpose until the Authority appoints another 
agent or assumes such ro]c itself. 

(g) Any filing under the provisions of the Indenture relating to continuing disclosure may be made 
solely by transn1itting such liling to Lhe Texas Municipal Advisory Counci] (the ·'MAC") as provided at 
www.DisclosureUSA.org <http://www.DisclosureUSA.org> unless the Securities and Exchange Commission has 
withdrawn the interpretive advise in its Jetter to the MAC dated September 7, 2004. 

Reports by Tru:,tee to Owners and Rating Agency 

The Trustee shall deliver to each Rating Agency, the Authority and any Owner upon rcqueia, with respect 
to the Bonds, at least one Business Day prior to each Distribution Date therefor, a statement prepared by the Trustee 
with the assistance of the Authority setting forth: (i) the Outstanding Bonds on such Distribution Date; (ii) the 
amount of interest to he paid to ()wncrs on such Distribution Date; (iii) any Serial Maturity, Turbo Tenn Bond 
Maturity or Sinking Fund Installment due on or scheduled for such Distribution Date and the Turbo Redemptions to 
he made as of that Distribution Date; (iv) the amount on deposit in each Account as of that Distribution Date, 
including the amount on deposit in the Partial Lump Sum Payment Account; and (v) whether the amount on deposit 
in the Senior Liquidity Reserve Account is sufficient to satisfy the Senior Liquidity Reserve Requirement as of such 
Distribution Date and, if not, the amount of the shortfall. 

Nonpetition Covenant 

Notwithstanding any prior termination of the Indenture, no Fiduciary (including in its individual capacity), 
beneficial owner or Owner shall. prior to the date which is one year and one day after the termination of the 
Indenture, acquiesce, petition, or otherwise invoke or cause the Authority or the Corporation to invc,ke the process 
of any court or government authority for the purpose of commencing or sustaining a case against the Authority or 
the Corporation under any federal or state bankruptcy, insolvency, or similar law or appointing a receiver, liquidator, 
assignee, trustee, custodian, sequestrator, or other similar official of the Authority or the Corporation or any 
substantial part of its property, or ordering the winding up or liquidation or the affairs of the Authority or the 
Corporation. 

Action by Owners 

Any request, authorization, direction, notice, consent, waiver, or other action provided hy the Indenture to 
be given or lakcn hy ()wncrs may he contained in and evidenced by one or more writings of substanlially the same 
tenor signed hy the requisite number of Owners or their attorneys du]y appointed in writing. Proof of the execution 
of any such instrument, or or an instrument appointing any such attorney, shall be sufficient for any purpose of the 
Indenture (except as otherwise in the Indenture expressly provided) if made in the following manner, but the 
Authority or the Trustee may nevertheless in its discretion require forther or other proof in cases where it deems the 
same desirable. The fact and date of the execution hy any Owner or its attorney of such instrumem may he proved 
by the cerLificate or signature guarantee hy a guarantor institution participating in a guarantee progran1 acceptab]e to 
the Trustee. or of any notary public or other officer authorized to take acknowledgements of deeds to be recorded in 
the jurisdiction i·1 which such notary public or other officer purports to act, that the person signing such request or 
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other instrument acknowledged to such notary public or other officer the execution thereof, or by an affidavit of a 
witness of such execution, duly sworn to before such notary public or other officer. The authority of the person or 
persons executing any such instrument on behalf of a corporate ()wncr n1ay he established without further proof if 
such instrun1cnt is signed by a person purporting to be the president or a vice president of such corporation with a 
corporate seal affixed and attested by a person purporting to be its clerk or secretary or an assistant clerk or 
secretary. Any action of the Owner shall be irrevocable and bind all future record and beneficial owners thereof. 

Registered Owners 

The enumeration in the Indenture of certain provisions applicable to DTC as Owner of immobilized Bonds 
shall not be construed in limitation of the rights of the Authority and each Fiduciary to rely upon the registration 
books in all circumstances and to treat the Owners of Bonds as the owners thereof for all purposes not otherwise 
specifically provided for by law or in the Indenture. Notwithstanding any other provisions of the Indenture, any 
payment to the 01'ner of a Bond shall satisfy the Authority's obligations thereon to the extent of such payment. 

Events of Default 

"Event of Default" in the Indenture means any one of the events set forth below: 

(a) failure to pay when due any Swap Payment or interest on any Senior Bonds: 

(b) failure to pay when due any Serial Maturity or Turbo Term Bond Maturity for Senior Bonds; or 

(c) fai1ure of the Authority to observe or perform any other covenant, condition, agreement, or 
provision contained in the Senior Bonds or in the Indenture relating to Senior Bonds, which breach is not remedied 
within 60 days after Written Notice, specifying such default and requiring the same to he remedied, shall have been 
given to the Authority by the Trustee or by the Owners of at least 25% in Bond Obligation of the Senior Bonds then 
Outstanding. In the case of a default specified in this subsection, if the default be such that it cannot be corrected 
within the said 60-day period, it shall not constitute an Event of Default if corrective action is instituted by the 
Authority within said 60-day period and diligently pursued until the default is corrected. 

Except as specified in subsections (a) and (b) above, failure to make any payment or to make provision 
therefor, including any Projected Turbo Redemption or any Sinking Fund Installment, does not constitute an Event 
of Default to the extent that such failure results from the insufficiency of available Collateral to make such payment 
or provision therefor. 

Notwithstanding anything in the Indenture to the contrary, a Subordinate Payment Default is not an Event 
of Default under the Indenture, provided that in the event of a Subordinate Payment Default, Owners of First 
Subordinate Bonds, Second Subordinate Bonds and Additional Subordinate Bonds shall have the remedies described 
in the paragraph entitled "Remedies for First Subordinate Bonds, Second Subordinate Bonds, Third Subordinate 
Bonds and Additional Subordinate Bonds" of the section "Remedies" below. 

Remedies 

Remedies of the Trustee. If an Event of Default occurs: 

The Trustee may, and upon written request of the Owners of at least 25% in Bond Obligation of the Senior 
Bonds Outstanding shall, in its own narnc by action or prot:ccding in accordance with law: (i) enforce all rights of 
the Owners and require the Authority to carry out its agreements under the Bonds, the Indenture or the Loan 
Agreement; (ii) sue upon such Bonds; (iii) require the Authority to account as if it were the trustee of an express 
trust for such Owners; and (iv) enjoin any acts or things which may be unlawful or in violation of the rights of such 
Owners. 
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Upon an Event of Default descrihcd under section ( a) or (b) of the section "Indenture - Events of Default", 
or a failure to make any other payment required under the Indenture within 7 days arter the same becomes due and 
payable, the Trustee shall give Written Notice thereof to the Authority. The Trustee shall give notice when 
instructed to do so by the written direction of another Fiduciary or the Owners of at least 25%: in Bond Obligation of 
the Outstanding Senior Bonds. Upon the occurrence of an Event of Default, the Trustee shall proceed for the benefit 
of the Owners i :1 accordance with the written direction of a Majority in Interest of the ()utstanding Senior Bonds. 
The Trustee shall not be required to take any remedial action (other than the giving of notice) un;.ess reasonable 
indemnity is furnished for any expense or liability to be incurred therein. Upon receipt of Written Notice, direction, 
and indemnity, and after making such investigation. if any, as it deems appropriate to verify the occurrence of any 
Event of Defaull of which it is notified as aforesaid, the Trustee shall promptly pursue the remedies provided by the 
Indenture or any such remedies (not contrary to any such direction) as it deems appropriate for the protection or the 
Owners, and shall act for the protection of the Owners with the san1e promptness and prudenci as would he 
expeclcd of a prudent person in the conduct of such person's own affairs. 

Upon the occurrence of an Event of Default, the Bonds and Swap Payments shall be paid as described in 
paragraph ( d) under the caption "Application of Collections". 

Re1nedies for First Subordinate Bonds, Second Subordinate Bonds, Third Subordinate Bonds and 
Additional Subordinate Bonds. Only if the Senior Bonds arc no longer Outstanding, the Owners or First 
Subordinate Bonds, the Second Subordinate Bonds, Third Subordinate Bonds and Additional Subordinate Bonds 
may enforce the provisions of the Indenture for their benefit hy appropriate Jegal proceedings in accordance with 
clauses (3) - (5) of the definition of Payment Priorities. 

(I) The principal or Accreted Value, premium, if any, and interest on First Suhordinate 
Bonds will he subordinated in right of paymenl to principal or Accreted Value, pren1iun1. if any, and 
interest payments on the Senior Bonds. If any Event of Default shall have occurred and he continuing, 
Owner,. of Senior Bonds will be entitled to receive payment thereof in full before the Owners of the First 
Subordinate Bonds arc entitled to receive payment thereof; and any payment or distribution of assets 
otherwise payable to Owners of the First Subordinate Bonds will be paid to Owners of Scn·.or Bonds until 
all Senior Bonds have been paid in full. and the Owners of the First Subordinate Bonds will be subrogatcd 
to the rights of such Owners of Senior Bonds to receive payments or distributions of assets with respect 
thereto. 

(2) The principal or Accreted Value, premium, if any, and interest on Second Suhordinate 
Bonds will be subordinated in right or payment to principal or Accreted Value, premium, if any, and 
interest payments on the First Subordinate Bonds. Ir any Subordinate Payment Default shall have occurred 
and be continuing, Owners or First Subordinate Bonds will be entitled to receive payn1ent thereof in full 
before the Owners of the Second Subordinate Bonds are entitled to receive payment thereof; and any 
payment or distribution or assets otherwise payable to Owners of the Second Subordinate Bonds will be 
paid to Owners of First Subordinale Bonds unlil all First Subordinate Bonds have been paid in full, and the 
Owner,, of the Second Subordinate Bonds will be subrogated to the rights of such Owners of First 
Subordinate Bonds to receive payments or distributions of assets with respect thereto. 

(3) The principal or Accreted Value, premium, if any, and interest on Tbi::d Subordinate 
Bonds will be suhordinatcd in right of payment to principal or Accreted Value. premiun1, if any, and 
interest payments on the Second Subordinate Bonds. Ir any Subordinate Payment Default shall have 
occurred and he continuing, Owners of Second Subordinate Bonds wi11 be entitled to receive payn1ent 
thereof in full before the Owners of the Third Subordinate Bonds arc entitled to receive payment thereof; 
and any payment or distribution of assets otherwise payable to Owners or the Third Subordinate Bonds will 
he paid to Owners of Second Subordinate Bonds until all Second Subordinate Bonds have been paid in full, 
and the Owners of the Third Subordinate Bonds will be subrogated to the rights of such Owners of Second 
Subordinate Bonds to receive payments or distributions of assets with respect thereto. 

(4) The principal or Accreted Value, premium, if any, and interest on Additional Suhordinate 
Bonds will be subordinated in right of payment to principal or Accreted Value, premium, if any, and 
interest payments on the Third Subordinate Bonds. If any Subordinate Payment Default shall have 
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occurred and he continuing, Owners of Third Subordinate Bonds will be entitled to receive payment 
thereof in full before the Owners of the Additional Subordinate Bonds are entitled to receive payment 
thereof; and any payment or distribution of assets otherwise payable to Owners of the Additional 
Subordinate Bonds will be paid to Owners of Third Subordinate Bonds until all Third Subordinate Bonds 
have been paid in full, and the Owners of the Additional Subordinate Bonds will he subrogated to the rights 
of such Owners of Third Subordinate Bonds to receive payments or distributions of assets with respect 
thereto. 

Individual Remedies. No one or more Owners shall hy its or their action affect, disturb, or prejudice the 
pledge created by the Indenture, or enforce any right under the Indenture, except in the manner in the Indenture 
provided, and all proceedings at law or in equity to enforce any provision of the Indenture shall be instituted, had, 
and maintained in the manner provided in the Indenture and for the equal benefit of all Owners of the same class, 
but nothing in the Indenture shall affect or impair the right of any Owner to enforce payment of the principal or 
Accreted Value of, premium, if any, or interest thereon at and after the same comes due pursuant to the Indenture, or 
the obligation of the Authority to pay such principal or Accreted Value, premium, if any, and interest on each of the 
Bonds to the respective Owners thereof at the time, place, from the source, and in the manner expressed in the 
Indenture and in the Bonds. 

Venue. To the extent permitted hy law, the venue of every action. suit, or special proceeding against the 
Authority shall he laid in federal or state courts located in San Diego, California, unless waived hy the Authority. 

Waiver. If the Trustee determines that any default has been cured before becoming an Event of Default and 
before the entry of any final judg1nent or decree with respect to it, the Trustee may waive the default and its 
consequences, by Written Notice to the Authority, and shall do so upon written instruction of the Owners of at least 
25% in Bond Obligation of the Outstanding Senior Bonds. 

No Sale of Rights or Foreclosure. Neither the Indenture Trustee nor the Bondholders shall have the right to 
sell or foreclose on the Collateral or the rights of the Corporation under the Loan Agreement 

Remedies Cumulative 

The rights and remedies under the Indenture shall he cumulative and shall not exclude any other rights and 
remedies allowed by law, provided there is no duplication of recovery. The failure to insist upon a strict 
performance of any of the obligations of the Authority or to exercise any remedy for any violation thereof shall not 
be taken as a waiver for the future of the right lo insist upon strict performance hy the Authority or or the right to 
exercise any remedy for the violation. 

Delay or Omission Not Waiver 

No delay or omission of the Trustee or of any Owner to exercise any right or remedy accruing upon any 
Event of Default shall impair any such right or remedy or constitute a waiver of any such Event of Default or an 
acquiescence therein. Every right and remedy given by the Indenture or by law to the Trustee or to the Owners may 
be exercised from time to time, and as often as may be deemed expedient, by the Trustee or by the Owners, as the 
ca<,c may be, 

Supplements and Amendments to the Indenture 

The Indenture may be: (i) supplemented or amended in writing by the Authority and the Trustee to 
(a) provide for earlier or greater deposits into the Senior Debt Service Account, (b) subject any property to the 
security interest created (c) add to the covenants and agreements or the Authority or surrender or limit any right or 
power of the Authority, (d) identify particular Bonds for purposes not inconsistent with the Indenture, including 
credit or liquidity support, remarketing, qualification for sale under the securities laws of any state or other 
jurisdiction of the United States and dcfeasance, (c) cure any ambiguity or defect, (f) protect the exclusion of interest 
on the Tax-Exempt Bonds from gross income for [ederal income tax purposes, or the exemption from registration of 
the Bonds under the Securities Act of 1933, as amended, or of the Indenture under the Trust Indenture Act of 1939, 
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as amended. (g) make any other changes to the Indenture that, as evidenced by a Rating Confirmation wHh respect 
to any Outstanding Bonds which arc then rated by a Rating Agency. are not materially adverse to the Owners of 
Outstanding Bonds, or (h) provide for the issuance of the Series 2006 Bonds, Additional Bonds and Additional 
Subordinate Bonds; or (ii) amended in writing by the Authority and the Trustee, (a) to add provisions that arc not 
adverse to the ()wners, (b) to adopt amendments that do not take effect unless and until such amendment is 
consented to hy such ()wners in accordance with the further provisions of the lndcnturc, or (c) :,ursuant to the 
following paragraph. 

Except as provided in the foregoing paragraph, the Indenture 1nay be amended: (i) on]y with Written Noti.:e 
to the Rating Agencies and the written consent of a Majority in Interest of each Series of Bonds to be Outstanding at 
the cffcctlvc date thereof and affected thereby; but (ii)only with the unanitnous written consent of the affected 
Owners for any of the following purposes: (a) to extend the Maturity Date or any Bond, (b) to redu,;e the principal 
amount, Accreted Value, applicable premium, or interest rate of any Bond, (c) to make any Bond redeemable other 
than in accordance with its terms. (d) to create a preference or priority of any Bond over any other Bond or the same 
class or (c) to reduce the Bond Obligation of the Bonds required to he represented hy the ()wncrs giving their 
consent to any an1endmenL 

LOAN AGREEMENT 

The Loan Agreement provides the terms of the loan of the Bond proceeds to the Corporation by the 
Authority and the repayment and security for the loan by the Corporation. Certain of the provisions of the Loan 
Agreement are summarized below. This summary docs not purport to be complete or definitive and is qualified in 
its entirety by reference to the full terms of the Loan Agreement. 

Issuance of Bolltds; Deposit of Proceeds 

Pursuant to the Indenture, the Authority has authorized the issuance of the Bonds in the aggregate principal 
amount set forth therein. Pursuant to the Loan Agreement, the Authority loans and advances to the Corporation, and 
the Corporation by Loan Agreement borrows and accepts from the Authority a loan of the proceeds of the Bonds to 
be applied under the terms and conditions of the Loan Agreement to provide funds to assist the Corporatlon in 
refinancing the acquisition of the County Tobacco Assets (the "Loan"). Pursuant to the Loan Agreement, the 
Corporation approves the Indenture and the assignment under the Indenture to the Trustee or the right, title and 
interest or the Authority in the Loan Agreement. 

If the t2orporation is not in default hereunder, the Authority may hy the adoption of an appropriate 
resolution or resolutions, at the request of the Corporation, authorize the issuance of Additional Bonds and 
Additional Subordinate Bonds upon the terms and conditions provided in the Indenture. 

Amounts Payable 

In consideration of the Loan to the Corporation, the Corporation agrees that, as long as any of the Bonds 
remain Outstanding under the Indenture, it shall pay or cause to be paid to the Trustee for deposit in the Collections 
Account established under the Indenture all Tobacco Settlement Revenues when and as such are received. Each 
payment by the Corporation to the Trustee under the Loan Agreement (the "Loan Payments") shall be in lawful 
money of the United States of America and paid to the Trustee at its Corporate Trust Office. Except as otherwise 
expressly provided in the Loan Agreement, all amounts payahle under the Loan Agreement by the Corporation lo 
the Authority shall be paid to the Trustee as assignee of the Authority. 

The Corporation will also pay (from the Tobacco Settlement Revenues deposited by the Trustee in the 
Operating Account or Operating Contingency Account under the Indenture) all fees and expenses of the Trustee and 
the Authority in connection with the Loan and the Bonds, including, without limitation, legal fees and expenses 
incurred in connection with any redemption of Bonds or in connection with the inlcrpretation, enforcement or 
amendment of any documents relating to the Loan, the Corporation Tobacco Assets or the Bonds, as and when such 
a1nounts become due and payah]c; provided, that in each case, to the extent amounts in the Operating Account or the 
()perating Contingency Account under the Indenture are insufficient to make any such payments, the Corporation 
shalJ nol be required to n1akc such payments until such 1i1ne as amoun1s arc available for such purpose in the 
()perating Account or the ()pcrating Contingency Account under the Indenture. 
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In order to ensure payment of the amounts described above, the Corporation shall cause the County to give 
to the Attorney General of the State the instructions described in the Loan Agreement. 

In the event the Corporation fails to make any of the payments required in this section, the item or 
installment not so paid shall continue as an obligation of the Corporation until the amount not so paid shall have 
been fully paid. 

Obligations Unconditional; Limited Recourse 

The obligations of the Corporation to make the payments required in the Loan Agreement and to perform 
and observe the other agreements contained therein shall be absolute and unconditional and shall not be subject to 
any defense or any right of setoff, counterclaim or rccoupment arising out of any breach by the Authority or the 
Trustee of any obligation to the Corporation, or out of any indebtedness or liability at any time owing to the 
Corporation by the Authority or the Trustee, and until such time as the principal of, redemption premium, if any, and 
interest on the Bonds shall have been fully paid or provision for the payment thereof shall have been made in 
accordance with the Indenture, the Corporation (a) will not suspend or discontinue any payments provided for in the 
Loan Agreement, (b) will perform and observe all other agreements contained in the Loan Agreement, and (c) will 
not terminate the Loan Agreement for any cause, including, without limiting the generality of the foregoing, the 
occurrence of any acts or circumstances that may constitute failure of consideration, commercial frustration of 
purpose, any change in the tax or other laws of the United States of America or of the State or any political 
subdivision of either or any failure of the Authority or the Trustee to perform and observe any agreement, whether 
express or implied, or any duty, liability or obligation arising out of or connected with the Loan Agreement. 
Nothing contained in this section shall he construed to release the Authority from the pcrforn1ancc of any of the 
agreements on its part contained in the Loan Agreement, and in the event the Authority or the Trustee fails to 
perform any such agreement on its part, the Corporation may institute such action against the Authority or the 
Trustee as the Corporation may deem necessary to compel performance so long as such action does not abrogate the 
obligations of the Corporation contained in the first sentence of this paragraph. 

Notwithstanding the foregoing or any other provision or obligation to the contrary contained in the Loan 
Agreement or any other Basic Document, the liability of the Corporation under the Loan Agreement and the other 
Basie Documents to any Person, including, but not limited to, the Trustee or the Authority and their successors and 
assigns. is limited to the Corporation's interest in the Corporation Tobacco Assets, and the amounts held in the funds 
and accounts created under the Indenture, and such Persons shall look exclusively thereto, or to such other security 
as may from time to time be given for the payment of obligations arising out of the Loan Agreement or any other 
agreement securing the obligations of the Corporation under the Loan Agreement. 

Grant of Security Interest 

As security for the Loan and any obligations related thereto, the Corporation pledges and assigns to the 
Authority and grants tn the Authority a first priority perfected security interest in all right, title and interest of the 
Corporation, in, to ,md under the following property (collectively and severally, the "Corporation Tobacco Assets"): 
(i) the County Tobacco Assets (as defined in the Purchase and Sale Agreement, the "County Tobacco Assets") 
purchased from the County; (ii) to the extent permitted by law ( as to which no representation is made), 
corresponding present or future rights, if any, of the Corporation to enforce or cause the enforcement of pay1nent of 
such purchased County Tobacco Assets pursuant lo the MOU and the ARIMOU; (iii) the corresponding rights of the 
Corporation under the Purchase and Sale Agreement; and (iv) all proceeds of any and all of the foregoing. 
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Conditions Precedent 

The obligation of the Authority to make the Loan on the Closing Date is subject to the conditions that: 

(a) The representations and Vv'arrantics of the Corporation set forth in the Loan Agn.:-crncnt arc true 
and correct in all material respects; 

(h) AJl agreements relating to the transactions contemplated by the Loan Agreement arc in form and 
substance satisfactory to the Authority and the Corporation; and 

(c) The Corporation shall have given or caused to be given instructions to the Attorney General of the 
State pursuant to Sections 4.B.(2)(i)(aa) and 4.B.(2)(i)(bb) of the ARIMOU to cause the California Escrow Agent to 
disburse all moneys received on account of the Corporation Tobacco Assets from the California Escrow to the 
Trustee, together with an acknowledgement that such instructions shall only be further modified with the 
countersignature of a designated representative of the Trustee until the Trustee gives notice to the Attorney Genera] 
of the State that there arc no Jonger any Bonds Outstanding under the Indenture, after which any further 
modification must he countersigned by a representative of the Corporation. 

Waiver and Satisfaction of Conditions Precedent 

The Ai.::thority, by making the Loan under the Loan Agreement, either waives or acknoVv·ledges satisfaction 
of the conditions precedent set forth in the Loan Agree1nent. 

Representations and Warranties of the Corporation 

In order to induce the Authority to enter into the Loan Agreement, the Corporation represents and \Varrants 
to the Authority as follows: 

(a) The Corporation is validly existing as a nonprofit public benefit corporation under the 
laws of the State. with full power and authority to execute and deliver the Loan Agreement and the Purchase and 
Sale Agreement and to carry out their terms. 

(b) The Corporation has full power. authority and legal right to grant a security interest in the 
Corporation Tobacco Assets to the Authority and has duly authorized such grant of security interest to the Authority 
by all necessary action; and the execution. delivery and performance by the Corporation of the Loan Agreement and 
the Purchase and Sale Agreement have been duly authorized by the Corporation by all necessary action. 

(c) The Loan Agreement and the Purchase and Sale Agreement have been duly executed and 
delivered by the Corporation and, assuming the due authorization, execution and delivery of each such agreement hy 
the other parties thereto, constitute legal, valid and binding obligations of the Corporation enforceable in accordance 
with their terms. subjet:t lo the effect of bankruptcy, insolvency. reorganization. 1noratorium, fraudulent conveyance 
and other similar laws relating to or affecting creditors rights generally or the application of equitable principles in 
any proceeding, whether at Jaw or in equity. 

(d) No consent, approval. authorization, order, registration or qualification of or with any 
court or govcrnrncnta] agency or body is required for the consu1nmation of the transactions conte1nplated hy the 
Loan Agreement and the Purchase and Sale Agreement. except for those which have been obtained and are in l'ull 
force and effect. 

( e) The consummation by the Corporation or the transactions contemplated hy the Loan 
Agreement and 1:he Purchase and Sale Agreement and the fuHillment hy the Corporation of lhe terms thereof do not 
in any material way conflict with. result in any breach by the Corporation or any of the material terms and 
provisions of, nor constitute (with or without notice or lapse of time) a default by the Corporation under any 
indenture, agree·nent or other instrument to which the Corporation is a party or by which it is hound; nor violate any 
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law, order, rule or regulation applicable to the Corporation of any court or of any federal or state regulatory body, 
administrative agency or other govcrnincnta] instrumentality having jurisdiction over the Corporation. 

(f) There arc no proceedings or investigations pending against the Corporation, before any 
court, regulatory body, administrative agency or other governmental instru1ncntality having jurisdiction over the 
Corporation: (i) asserting the invalidity ol'thc Loan Agreement or the Purchase and Sale Agreement, or, to the best 
or its kno\vlcdgc. the Indenture or the Bonds, (ii) seeking to prevent the consummation of any of the transactions 
contemplated by the Loan Agreement or the Purchase and Sale Agreement, or, to the best of its knowledge, the 
Indenture or the Bonds, or (iii) seeking any determination or ruling that would materially and adversely affect the 
validity or enforceability of the Loan Agreement or the Purchase and Sale Agreement, or, to the best of its 
knowledge, the Indenture or the Bonds. 

(g) Based on the representations and warranties of the County under the Purchase and Sale 
Agreement. except to the extent that the State has the right to reallocate moneys paid under the MOU and the 
ARIMOU, as provided in the MOU and the AR!MOU, the Corporation holds title to the Corporation Tobacco 
Assets free and clear and without liens thereon, other than the lien or the Loan Agreement and the lien of the 
Indenture. The Corporation has not sold, transferred, assigned, pledged, granted a security interest in, set over or 
otherwise conveyed any right, title or interest or any kind whatsoever in all or any portion of the Corporation 
Tobacco Assets (except in connection with the delcased 2001 Bonds), nor has the Corporation (except in connection 
with the defcased 2001 Bonds) created or permitted the creation ot any lien thereon, other than the lien of the Loan 
Agreement and the lien of the Indenture. 

(h) The Loan Agrccn1ent creates a valid and continuing security interest (as defined in the 
applicable UCC) in the Corporation Tobacco Assets in favor of the Authority, which security interest is prior to all 
other liens, and is enforceable as such as against creditors or and purchasers from the Corporation. 

(i) The Corporation Tobacco Assets constitute "accounts'" or "'genera] intangibles" within 
the meaning of the applicable UCC. 

(i) The Corporation has caused or will have caused, within ten days, the filing of all 
appropriate financing statements in the proper liling office in the appropriate jurisdictions under applicable law in 
order to perfect the security interest in the Corporation Tobacco Assets granted to the Authority hereunder. 

(k) The Corporation has not authorized the filing of and is not aware of any financing 
statements against the Corporation that include a description of collateral covering the Corporation Tobacco Assets 
other than any financing statement relating to the security interest granted to the Authority hereunder and other than 
the financing statement in connection with the dcreased 2001 Bonds, which is being terminated contemporaneously 
with the execution and delivery of the Loan Agreement. The Corporation is not aware of any judgment or tax lien 
filings against the Corporation. 

(I) The Corporation has received all consents and approvals required by the terms or the 
Corporation Tobacco Assets to the grant of security interest in the Corporation Tohacco Assets hereunder to lhc 
Authority. 

Representations and Warranties of the Authority 

In order to induce the Corporation to enter into the Loan Agreement, the Authority rc'J)resents and warrants 
to the Corporation as follows: 

(a) The Authority is a joint powers authority duly organized and validly existing under the 
laws or the State. Pursuant to resolutions duly adopted by the Board of Directors of the Authority, the Authority has 
authorized the execution and delivery of the Loan Agreement and the other Basic Documents to which it is a party, 
and the performance by the Authority of all of its obligations hereunder and under the other Basic Documents to 
which it is a party. 
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(b) The Authority has complied with all of the provisions of the laws of the State relating to 
the Basic Documents, and has full power and authority to consummate all transactions contemplated by the Bonds, 
the Basic Documents and any and all other agreements relating thereto, and to perform all of its obligations 
hereunder and thereunder. 

(c) The Authority has not pledged and covenants that it will not pledge the amounts derived 
from the Loan Agreement and the Corporation Tohacco Assets other than to secure the Bonds. 

(d) The Authority will duly file Internal Revenue Form 80:,8-G, which sh.ill contain the 
information required to be filed pursuant to Section 149 of the Code. 

Covenants and Agreement of the Corporation 

Until the termination of the Loan Agreement and the satisfaction in full by the Corporation of all 
obligations hereunder, the Corporation shall comply, and shall cause compliance, with the following affirmative 
covenants: 

Preservation of Rights. The Corporation shall take all actions as may be required by law lo fully preserve, 
1naintain, defend, protect and confirm the interests of the Authority and the interests of the Trustee in the 
Corporation Tobacco Assets. The Corporalion shall not take any action that shall adversely affect the Authority's or 
the Trustee's ability to receive payments made under the MOU, the ARIMOU, the MSA and the Consent Decree. 

No Impainnent. The Corporation shall not limit or alter the rights of the Authority to fulfill the terms of its 
agreen1ents with the Owners of the Bonds, or in any way impair the rights and remedies of such Owners or the 
security for the Bonds and shall enforce all of its rights under the Purchase and Sale Agreement. until the Bonds, 
together with the interest thereon and all costs and expenses in connection with any action or proceeding hy or on 
behalf of such Owners, are fully paid and discharged. 

No Amendn1ents to (~ollateral Documents. The Corporation shall not amend the Purc'1ase and Sale 
Agreement, except as provided therein. The Corporation shall not take any action and shall use its bes.t efforts not to 
permit any action to be taken by others that would release any Person from any of such Person's covenants or 
obligations under the MOU or the ARIMOU or that would result in the amendment, hypothecation, subordination, 
termination or discharge of, or impair the validity or effectiveness of, the MOU or the ARIMOU, nor, without the 
prior written consent of the Authority and the Trustee, amend, modify, terminate, waive or surrender, or agree to any 
amendment, modification, termination, waiver or surrender of, the terms of the MOU or the ARIMOU, or waive 
tin1cly performance or observance under such docu1nents, in each case if the effect thereof would be 1naterially 
adverse to the Owners. 

Further Acts. Upon request of the Authority or the Trustee, the Corporation shall authorize, execute and 
deliver all such further agreements, instru1ncnts, financing statements or other assurances as may he reasonably 
necessary to carry out the intention or to facilitate the perfonnance of the Loan Agrccn1ent, including. without 
limitation, to perfect and continue the security interests created under the Loan Agreement. 

Tax Covenallf. The Corporation shall at all times do and perform all acts and things permitted by law 
which arc necessary or desirable in order to assure that interest paid on the Tax-Exe1npt Bonds (or any of them) will 
he excluded from gross income for federal income t.ax purposes and shall take no action that would rcsuJt in such 
interest not heing excluded from gross income for federal income tax purposes. 

Books and Records. The Corporation shall at all times keep proper books of record and account in which 
full, true and correct entries shall be made of its transactions in accordance with generally accepted accounting 
principles. 

ChanRe of Name or Type or Jurisdiction of Organization. The Corporation shall not change its name or its 
type or jurisdiction of organization without the consent of the Trustee. 
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lnspections. The Corporation shall permit any Person designated by the Authority, upon reasonable notice 
and during normal business hours, to visit and inspect any of the properties and offices of the Corporation, to 
examine the hooks and records of the Corporation and make copies thereof and to discuss the affairs, finances and 
business or the Corporation \vi th, and to be advised as to the same hy, their ofllccrs, auditors and accountants, all at 
such times and intervals as the Authority may reasonably request. 

Use of Proceeds. The Corporation shall use the proceeds of the Loan only for the purposes set forth in the 
Loan Agreement. 

Status as Special Purpose Entity. The Corporation shall: (I) conduct its own business in its own name 
and not in the name of any other Person; (2) compensate all employees, consultants and agents directly, lrom the 
Corporation· s bank accounts, for services provided to the Corporation hy such employees, consultants and agents 
and, to the extent any employee, consultant or agent of Corporation is also an employee, consultant or agent of any 
other Person, allocate the compensation of such employee, consultant or agent between the Corporation and such 
Person on a basis that reflects the services rendered lo the Corporation and such Person; (3) have a separate 
telephone nun1ber, which will he answered only in its name and separate stationery, invoices and checks in its own 
name; (4) conduct all transactions with any other Person strictly on an arm's-length basis, allocate all overhead 
expenses (including, without limitation, telephone and other utility charges) for items shared between the 
Corporation and such Person on the basis of actual use to the extent practicable and, to the extent such allocation is 
not practicable, on a basis reasonably related to actual use; (5) at all times have a Board of Directors consisting of at 
least five members (including one Independent Director, as defined in the Corporation's articles of incorporation); 
(6) observe all corporate formalities as a distinct entity, and ensure that all corporate actions relating to (i) the 
dissolution or liquidation of the Corporation or (ii) the initiation of, participation in. acquiescence in or consent to 
any bankruptcy, insolvency, reorganization or similar proceeding involving the Corporation, are duly authorized by 
unanimous vote of its Board of Directors; (7) maintain the Corporation's books and records separate from those of 
any other Person and maintain its assets readily identifiable as its own assets rather than assets of the County; 
(8) 1naintain its own separate records and accounts, and prepare financial statements in accordance with generally 
accepted accounting principles, consistently applied, and susceptible to audit; to the extent it is included in 
consolidated financial statements or consolidated tax returns, such financial statements and tax returns wil1 make 
clear the separateness of the respective entities and make clear that the assets of the Authority arc not assets of any 
other Person and arc not available to satisfy the debts of any other Person; (9) only maintain bank accounts or other 
depository accounts to which the Corporation alone is the account party, and from which only the Corporation has 
the power to make withdrawals; (10) pay all of the Corporation's operating expenses from the Corporation's own 
assets or pursuant to the Indenture ( except for expenses incurred prior to the Closing Date); ( 11) operate its business 
and activities such that: it docs not engage in any business or activity of any kind, or enter into any transaction or 
indenture, mortgage, instrun1ent. agreen1ent, contract, lease or other undertaking, other than the transactions 
contemplated and authorized hy the Basic Docu,nents; and docs not create, incur, guarantee. assun1e or suffer to 
exist any indebtedness or other liabilities, whether direct or contingent, other than (i) as a result of the endorsement 
of negotiable instru1nents for deposit or co11ection or similar transactions in the ordinary course of husiness, (ii) the 
incurrence of obligations contemplated and authorized by the Basic Documents, and (iii) the incurrence of operating 
expenses in the ordinary course of business of the type otherwise contemplated by the Basic Documents; (12) 
maintain its corporate organization in conformity with the Loan Agreement, such that it does not amend, restate, 
supplement or otherwise modify its articles of incorporation or bylaws in any respect that would impair its ability to 
comply with the terms or provisions of any or the Basic Documents; and (13) maintain its corporate separateness 
such that it does not merge or consolidate with or into. or convey, transfer, lease or otherwise dispose of (whether in 
one transaction or in a serles of transactions, and except as otherwise contemplated in the Loan Agreement) all or 
substantially all of its assets lo, or acquire all or substantially all of the assets of, any Person. 

Filings. The Corporation, at the Corporation's expense, shall promptly procure, authorize, execute and 
deliver to the Authority a11 documents, instruments and agreements and perform all acts which are necessary or 
desirable, or which the Authority may reasonably request, to establish, maintain, continue, preserve, protect and 
perfect the grant of security interest in the Corporation Tobacco Assets, the lien granted to the Authority in the Loan 
Agreement and the first priority of such lien or to enable the Authority to exercise and enforce its rights and 
remedies under the Loan Agreement with respect to the grant of security interest in the Corporation Tobacco Assets. 
Without limiting the generality of the preceding sentence, the Corporation shall (i) procure, authorize, execute and 
deliver to the Authority all endorsements, assignments. financing statements and other instru1nents of transfer 
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requested by the Authority, (ii) deliver to the Authority promptly upon receipt all originals of Corporation Tobacco 
Assets consisting of instruments, documents, chattel paper. letters or credit and certificated securities and (iii) take 
or cause to be taken such actions as may be necessary to perfect the Hen of Authority in any Corporation Tohacco 
Assets consisting of investment property. 

No A1odffl'cation <?f Escro"v Instruction. So long as any Bonds arc ()utstanding under the Indenture, the 
Corporation shall not rescind, amend or modify the instruction described in the Loan Agreement without the consent 
of the Trustee. 

Nonpetition Covenant B_r Corporation. The Corporation covenants and agrees that it wilJ not at any time 
institute against the Authority, or join in instituting against the Authority, any bankruptcy, reorganization, 
arrangcn1ent, insolvency, liquidation. or silnilar proceeding under any United States federal or state bankruptcy or 
similar law. 

Bankruptcy. The Corporation shall ohjecl in any relevant hankruptcy case to the consolidation of the assets 
of the Corporation or the Authority with those of the County. 

Non Petition Covenant By Authority 

The Authority covenants and agrees that it will not at any time institute against the Corpor&tion, or join in 
instituting against the Corporation, any bankruptcy, reorganization, arrangement, insolvency, liquidation, or similar 
proceeding under any United States federal or state bankruptcy or similar law. 

Events of Default 

The occurrence or existence or any one or more of the following shall constitute an '"Event of Default" 
under the Loan Agreement: 

(a) The Corporation shall fail to pay or cause to be paid to the Trustee for deposit in 1he Collections 
Account established under the Indenture all Tobacco Sctllemcnt Revenues; or 

(b) The Corporation shall fail to observe or perform any other covenant, obligation, condition or 
agreement contained in the Loan Agreement and such failure shall continue for 30 days from the date or written 
notice from the /\uthority or the Trustee of such failure; or 

(c) Any representation. warranty, certificate. information or other statement (financial or otherwise) 
made or furnished by or on behalf or the Corporation to the Authority in or in connection with the Loan Agreement 
shall he false, incorrect, incomplete or rnislcading in any material respect when made or furnished; or 

(d) The Corporation shall (i) apply for or consent to the appointment of a receiver, trustee, liquidator 
or custodian of itself or of all or a substantial part of its properly, (ii) be unable, or admit in writing its inability, to 
pay its debts generally as they mature, (iii) make a general assignment for the benefit of its or any of its creditors, 
(iv) be dissolved or liquidated in full or in part, (v) bccon1c insolvent (as such term may be defined or interpreted 
under any applicable statute), (vi) commence a voluntary case or other proceeding seeking liquidation, 
reorganization or other relief with respect to itself or its debts under any bankruptcy, insolvency or other similar law 
or consent to any such relief or to the appointment of or taking possession of its property hy any official in an 
involuntary case or other proceeding commenced against il, or (vi) take any action for the purpose of effecting any 
of the foregoing; or 

( c) Proceedings for the appointment of a receiver, trustee, liquidator or custodian of tl1e Corporation 
or of all or a substantial part of the property thereof, or an involuntary case or other proceedings seeking liquidation, 
reorganization o:• other relief with respect to the Corporation or the debts thereof under any bankruptcy, insolvency 
or other similar law shall he cornmcnced and an order for relief entered or such proceeding shall not he dismissed or 
discharged within 60 days of commencement; or 
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(f) The Loan Agreement or any material term thereof shall cease to be, or be asserted by the 
Corporation not to be, a legal, valid and binding obligation of the Corporation enforceable in accordance with its 
terms; or 

(g) The instructions to the Attorney General of 1hc State regarding disbursing the Corporation 
Tobacco Assets to the Trustee as provided in the Loan Agreement shall be revoked or cease to be complied with. 

Remedies 

At any time after the occurrence and during the continuance of any Event of Default, the Authority may, by 
written notice to the Corporation exercise any other right, power or remedy available to it by law or in equity, either 
by suit in equity or by action at law, or both. No remedy conferred in the Loan Agreement upon or reserved to the 
Authority is intended to be exclusive of any other available remedies, but each and every such remedy shall be 
cun1ulativc and shall be in addition to every other remedy given under the Loan Agreement or existing at law or in 
equity. No delay or omission to exercise any right or power accruing upon any Default shall impair any such right 
or power or shall be construed to be a waiver thereor, but any such right or power may be exercised from Lime to 
time and as often as may be deemed expedient. Such rights and remedies as arc given the Authority under the Loan 
Agreement shall also extend to the Trustee, and the Trustee and the Owners, subject to the provisions of the 
Indenture, shall be entitled to the benefit of all covenants and agreements contained in the Loan Agreement 
Notwithstanding any other provision of the Loan Agreement, the Authority and the Indenture Trustee shall not sell 
or foreclose on the Corporation Assets, even if an Event of Default has occurred, 

Amendments 

The Loan Agreemcnl may be amended by the Corporation and the Authority, with the consent of the 
Trustee: (a) to cure any ambiguity; (h) to correct or supplement any provisions in the Loan Agreement; (c) to correct 
or amplify the description of the Corporation Tobacco Assets; (d) to add additional covenants for the benefit or the 
Authority; (e) in connection with the issuance of Additional Bonds or Additional Subordinate Bonds; or (f) for the 
purpose of adding any provisions to or changing in any manner or eliminating any of the provisions in the Loan 
Agreement that shall not, as evidenced by a Rating Confirmation delivered to the Trustee, adversely affect in any 
material respect payment of the Bonds. Promptly after the execution of any such amendment, the Corporation shall 
furnish written notification of the substance or such amendment to the Rating Agencies. 

PURCHASE AND SALE AGREEMENT 

The Purchase and Sale Agreement provides the terms of the sale by the County, as seller, and the purchase 
by the Corporation, as purchaser, of the County Tobacco Assets, Certain of the provisions of the Purchase and Sale 
Agreement arc summarized below. This summary does not purport to be complete or delinitive and is qualified in 
its entirety by reference to the full terms of the Purchase and Sale Agreement 

The Purchase and Sale Agreement was executed and delivered by the County and the Corporation in 2001 
in connection with the issuance of the Series 200 I Bonds. As used under this heading "PURCHASE AND SALE 
AGREEMENT," the term "Closing Date" means the date of issuance of the Series 2001 Bonds, the term "Indenture" 
means the indenture relating to the Series 2001 Bonds, the term "Loan Agreement'' means the loan agreement in 
connection with the Series 2001 Bonds and the term "Trustee" means the trustee for the Series 2001 Bonds. 

The Purchase and Sale Agreement that was executed and delivered by the County and the Corporation in 
20() 1 provides that: 

Agreement to Sell and Purchase 

The County agrees to sell, and the Corporation agrees to purchase, on the Closing Date, ror consideration 
paid by the Corporation of the amount set forth in the Purchase and Sale Agreement in cash (the "Purchase Price"), 
all right, title and interest of the County in, to and under the MOU, the ARIMOU, the MSA and the Consent Decree 
including, without limitation, the rights of the County to be paid the money due to it under the MOU, the ARIMOU, 
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the MSA and the Consent Decree from and after the Closing Date (collectively and severally, the "County Tohacco 
Assets"). 

Conveyance of County Tobacco Assets and Payment of Purchase Price 

In consideration or the payment and delivery by lhc Corporation to the County of the Purchase Price, 
pursuant to the Purchase and Sale Agreement, the County docs (a) transfer, grant, bargain, sell, assign, convey, set 
over and deliver to the Corporation, absolutely and not as co11atcra1 security, without recourse except as expressly 
provided therein, and the Corporation does purchase, accept and receive, al] or the County's right, t::tlc and interest 
in, to and under the County Tobacco Assets, and (b) assign to the Corporation, to the extent permitted by law (as to 
which no rcprc,cntation is made), all present or future rights, if any, of lhc County to enforce or cause the 
enforcement of payment of the County Tobacco Assets pursuant to the MOU and the ARIMOU. 

Representations and Warranties of the Corporation 

The Corporation represents and warrants to the County that, effective as of the Closing Date, (a) it is duly 
organized, validly existing and in good standing in the jurisdiction of its organization, (b) it has full power and 
authority to enter into the Purchase and Sale Agree1nent and to perform its obligations under the Purchase and Sale 
Agreement, (c) neither the execution and delivery of the Purchase and Sale Agreement. nor the performance of its 
obligations under the Purchase and Sale Agreement. shall conflict with or result in a breach or default under any of 
its organizational documents, or any law, rule. regulation, judgment, order or decree lo which it is subject or any 
agreement or instrument to which it is a party, and (d) the Purchase and Sale Agreement, and its execution, delivery 
and performance of the Purchase and Sale Agreement have been duly authorized by it, and the Purchase and Sale 
Agreement has been duly executed and delivered hy it and constitutes its legal, valid and binding obligation 
enforceable against it in accordance with the terms of the Purchase and Sale Agreement, subject to the effect of 
bankruptcy, insolvency, reorganization, n1oratorium, fraudulent conveyance and other similar law~, relating to or 
affecting creditors rights generally or the application of equilab]e princip]es in any proceeding, whelher at law or in 
equity. 

Representations and Warranties of the County 

The County by the Purchase and Sale Agreement represents and warrants to the Corporation, as of the 
C]osing Date, as follows: 

(a) The County is validly existing as a political subdivision under the laws of the State, with full 
power and authority to execute and deliver the Purchase and Sale Agreement and to carry out its terms. 

(b) The County has full power, authority and legal right to sell and assign the County Tobacco Assets 
to the Corporation and has duly authorized such sale and assignment to the Corporation by all necessary action; and 
the execution, delivery and performance of the Purchase and Sale Agreement has been duly authorized by the 
County by all ne1.:cssary action. 

(c) The Purchase and Sale Agreement has heen duly executed and delivered by th,: County and, 
assuming the due authorization, execution and delivery of the Purchase and Sale Agreement by the Corporation, 
constilutes a legal, valid and binding obligation of the County enforceable in accordance with its tenns, subject to 
the ctrccl of bankruptcy, insolvency, reorganization, moratorium, fraudulent conveyance and other similar laws 
relating to or affecting creditors rights generally or the application of equitable principles in any procc:ding, whether 
at law or in equity. 

(d) No consent, approval, authorization, order, registration or qualification of or with any court or 
govern1ncntal agency or body is required for the consummation of the transactions contemplated hy the Purchase 
and Sale Agreement, except for those which have been obtained and arc in full force and effect. 

( c) The consummation of the transactions contemplated by the Purchase and Sale Agreement and the 
fulfillment of the terms thereof do not in any material way contlict with, result in any material breach by the County 
of any of the material terms and provisions of, nor constitute (with or without notice or lapse of time) a material 
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default by the County under any indenture, agreement or other instrument to which the County is a party or by 
which it is bound; nor violate any law, order, rule or regulation applicable lo the County of any court or of any 
federal or state regulatory body, administrative agency or other governmental instrumentality having jurisdiction 
over the County. 

(I) There arc no material proceedings or investigations pending against the County before any court, 
regulatory hody. administrative agency or other governmental instrumentality having jurisdiction over the County: 
(i) asserting the invalidity of the Purchase and Sale Agreement, or, to the best of its knowledge, lhe Loan 
Agreement, the In<lcnlurc or the Bonds, (ii) seeking to prevent the consummation of any of the transactions 
contemplated by the Purchase and Sale Agreement, or, to the best of its knowledge, the Loan Agreement, lhe 
Indenture or the Bonds or (iii) seeking any determination or ruling that would materially and adversely affect the 
validity or enforceability of the Purchase and Sale Agreement, or, to the best of its knowledge, the Loan Agreement, 
the Indenture or the Bonds. There are no initiatives pending that would affect the County's sale of the County 
Tobacco Assets or the use of the Purchase Price. 

(g) Prior lo the sale of the County Tobacco Assets to the Corporation, the County was the sole owner 
of the County T obaccn Assets, and has such right, title and interest as provided in the MOU and the ARIMOU. 
From and after the conveyance of the County Tobacco Assets by the County lo Corporation on the Closing Dale, the 
County shall have no interest in the County Tobacco Assets. 

(h) Except to the extent that the State has the right 10 reallocate moneys paid under the MOU and the 
ARIMOU, as provided in the MOU and the ARIMOU, prior lo lhe sale of the County Tobacco Assets to the 
Corporation, the County held title to the County Tobacco Assets free and clear and without liens, pledges, charges, 
security interests or any other impediments of any nature concerning the County Tobacco Assets thereon. Except as 
set forth in the Purchase and Sale Agreement, the County has not sold, transferred, assigned, set over or otherwise 
conveyed any right, title or interest of any kind whatsoever in all or any portion of the County Tobacco Assets, nor 
has the County created, or to its knowledge permiued the creation of, any lien thereon. 

(i) 

(j) 
Authority. 

The County acts solely through its authorized officers or agents. 

The County maintains records and books of account separate from both the Corporation and the 

(k) The financial statements and books and records of the County prepared after the Closing Date 
shall reflect the separate existence of the Corporation and the Authority. 

(I) The County maintains its respective assets separately from the assets of both the Corporation and 
the Authority (including through the maintenance of separate bank accounts); and the County's funds and assets, and 
records relating !hereto, have not been and are not commingled with those of the Corporation or the Authority, 

(m) The County's principal place of business and chief executive office is located at 1600 Pacific 
Highway, San Diego, California 9210 L 

(n) The County shall treat lhe sale of the County Tobacco Assets as a sale for tax reporting and 
accounting purposes, and tille to the County Tobacco Assets shall not be a part of the debtor's estate in the event of 
the filing of a bankruptcy petition by or against the County under any bankruptcy law. 

(o) The County has received reasonably equivalent value for the County Tobacco Assets. 

(p) The County does not act as an agent of the Corporation or the Authority in any capacity, but 
instead presents itself to the public as an entity separate from the Corporation and the Authority. 

(qJ The County has not guaranteed and shall not guarantee the obligations of the Corporation or the 
Authority, nor shall ii hold itself out or permit itself to be held out as having agreed to pay or as being liable for lbe 
debts of the Corporation or the Authority; and the County has not received nor shall the County accept, any credit or 
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financing fron1 any Person who is relying upon the availahility of the assets of the Authority or the Corporation to 
satisfy the claims or such creditor. 

(r) All transactions between or among the County, on the one hand, and the Aulhnrily and/or the 
Corporation on the other hand (including, without limitation. transactions governed by contracts for services and 
facilities, such as payroJI, purchasing, accounting, legal and personnel services and office space) shall be on tcnns 
and conditions (inc]uding:, \vithout limitation, terms relating Lo a1nounts to be paid thereunder) which are believed hy 
each such party thereto to he both fair and reasonable and co1nparahlc to those available on an anns-length basis 
from Persons who arc not affiliates. 

Covenants of the County 

The County shall not take any actions or omit to take any action which adversely affect the interests of the 
Corporation in the County Tohacco Assets and in the proceeds thereof. The County shall not take any action or 
omit to take any action that shall adversely affect the ability or the Corporation, and any assignee of the Corporation, 
to receive payments made under the MOU, the ARIMOU, the MSA and the Consent Decree; pro,ided, however, 
that nothing in the Purchase and Sale Agreement shall he deemed to prohibit the County from undertaking any 
activities (including educational progran1s, regulatory actions, or any other activities) intended to reduce or eliminate 
smoking or the consumption or use of tobacco or tobacco related products. 

The County shall not take any action or omit to take any action and shall use its reasonable efforts not to 
permit any action to be taken by others that would release any Person from any of such Pcrson·s covenants or 
ohligations under the MOU or the ARIMOU. or that would result in the amendment, hypothccation, subordination, 
tem1ination or discharge of, or impair the validity or effectiveness of, the MOU or the ARIMOU, nor, without the 
prior written consent of the Corporation or its assignee, arncnd, modify, terminate, waive or surrender. or agree to 
any amendment. modification, termination, waiver or surrender or, the terms of the MOU or the ARIMOU, or waive 
timely performance or observance under such documents, in each case if the effect thereof would be materially 
adverse to the Bondholders. Nothing in the Purchase and Sale Agreement shall impose a duty on the County lo seek 
to enforce the ~,1SA or to seek enforcement thereof by others, or to prevent others from modifying, tenninating, 
discharging or impairing the validity or effec1iveness of the MSA. 

Upon request of the Corporation or its assignee, the County shall execute and deliver such further 
instruments and do such further acts as may be reasonably necessary or proper to carry out more effectively the 
purposes and in·:ent of the Purchase and Sale Agreement. The County shall take all actions necessary to preserve, 
maintain and protect the title of the Corporation to the County Tobacco Assets. 

The County shall at all times do and perfonn all acts and things permitted by law and the Purchase and Sale 

Agreement which are necessary or desirable in order to assure that interest paid on the Bonds (or any of them) will 
be excluded from gross income for federal income tax purposes and shall take no action that would result in such 
interest not being excluded from gross incon1c for federal income tax purposes. Without limiting the generality of 
the foregoing, the County agrees that it will con111Iy with the provisions of the County Tax Certificate which are 
incorporated in the Purchase and Sale Agree1nent. 

The County shall execute the County Tax Certificate containing all necessary and appropriate covenants, 
agrec1ncnts, rep::esentations, statements or intention and reasonable expectations and certifications cf fact for bond 
counsel to render its opinion that interest on the Bonds is excluded from gross income for federal income tax 
purposes pursuant to Section 103 of the Tax Code, including hut not limited to 1nattcrs relating to the use and 
investment or the proceeds of Bonds and any other moneys of the County, and the use of any and all property 
financed or refinanced with the proceeds of the Bonds received by the County as part of the Purchase Price. 

On or before the Closing Date, the County shall send (or cause lo be sent) an irrevocable instruction to the 
Allorncy General or the State pursuant to Sections 4.B.(2)(i)(aa) and 4.B.(2)(i)(bb) of the ARIMOU to cause the 
California Escrow Agent to dishurse all of the County Tobacco Assets from the California Escrow to the Trustee, 
together with notice or the sale of the County Tohacco Assets to the Corporation and the assignment and grant of a 
security interest in such assets to the Authority, and by the Authority lo the Trustee, and an ackno\vlcdgcmcnl that 
such instructions shall only be further modified with the countersignature of a designated representative or the 
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Trustee until the Trustee gives notice lo the Attorney General of the Slate that there are no longer any Bonds 
()utstanding under the Indenture. after which any further modification 1nust be countersigned by a representative of 
the Corporation. The County by the Purchase and Sale Agreement relinquishes and waives any control over the 
County Tobacco Assets, any authority to collect the County Tobacco Assets, and any power lO revoke or amend the 
instructions to the Attorney General contemplated by this paragraph. The County shall not rescind, amend or 
modify the instruction described in the first sentence of this paragraph. In the event that the County receives any 
proceeds of any County Tobacco Assets, the County shall hold the same in trust for the benefit of the Corporation, 
the Authority and the Trustee as !heir interests may appear and shall promptly remit the same to the Trustee. 

The County acknowledges that the proceeds received by the County as part of !he Purchase Price pursuant 
to the Purchase and Sale Agreement continue to be proceeds of the Bonds in the hands of the County and agrees to 
invest such amounts solely in investments specified in subsections (iv) and (v) of the definition of Eligible 
Investments to the extent that such proceeds are subject lo the investment limitation requirements of the County Tax 
Certificate. 

The County by the Purchase and Sale Agreement covenants and agrees that it will not at any lime institute 
against the Corporation. or join in instituting against the Corporation, any bankruptcy, reorganization, arrangement, 
insolvency, liquidation, or similar proceeding under any United States federal or state bankruptcy or similar law. 

Notices of Breach 

Upon discovery by the County or the Corporation that the County has breached any of its covenants or !hat 
any of its representations or warranties are materially false or misleading, in a manner that materially and adversely 
affects the value of the County Tobacco Assets, the discovering party shall give prompt written notice thereof to the 
other party, the Trustee and !he Rating Agencies. 

The County shall not be liable to the Corporation, the Authority, the Trustee or the Bondholders for any 
loss, cost or expense resulting solely from the failure of the Trustee to promptly notify the County upon the 
discovery by the Trustee of a breach of any covenant or any materially false or misleading representation or 
warranty contained in the Purchase and Sale Agreement as required by !he Purchase and Sale Agreement. 

Liability of County; Indemnification 

The County shall be liable in accordance with the Purchase and Sale Agreement only to the extent of the 
obligations specifically undertaken by the County under the Purchase and Sale Agreement, as follows: the County 
shall indemnify, defend and hold harmless the Corporation, the Authority and the Trustee and their respective 
officers, directors, employees an<l agents from and against any and all costs, expenses, losses, claims, damages and 
liabilities to the extent that such cost, expense, loss, claim, damage or liability arose out of, or was imposed upon 
any such Person by the County's breach of any of its covenants contained in the Purchase and Sale Agreement or 
any materially false or misleading representation or warranty of the County contained in the Purchase and Sale 
Agreement. The County shall indemnify, defend and hold harmless the Corporation, the Authority and the Trustee 
and their respective officers, directors, employees and agents from and against any and all costs, expenses, losses, 
claims, damages and liabilities arising out of or incurred in connection with the County's obligations under !he 
County Tax Certificate, including any rebate or other obligation to the United States Department of the Treasury. 
resulting from actions by or omissions of the County, including from the investment of the proceeds of the Bonds by 
the County and the use of any and all property financed or relinanced with the proceeds of such Bonds received by 
the County as part of !he Purchase Price. 

Limitation on Liability 

The County and any officer or employee or agent of the County may rely in good faith on the advice of 
counsel, or on any document of any kind prima facie properly executed and submitted by any Person respecting any 
matters arising under the Purchase and Sale Agreement. 
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No ofliccr or employee of the County shall have any liability for the representations, warranties, covenants, 
agreements or other obligations of the County under the Purchase and Sale Agreement or in any of the certificates, 
notices or agrccTncnts delivered pursuant to the Purchase and Sale Agreement, as to all of which recourse shall be 
had solely to the assets of the County. 

County's Acknowledgment 

The County by the Purchase and Sale Agreement agrees and acknowledges that the Corporation intends to 
assign and grant a security interest in its rights under the Purchase and Sale Agrccn1cnt and its rights to the County 
Tobacco Assets to the Authority pursuant to the terms of the Loan Agreement, and that the Authority intends to 
assign and grant a security interest in the same to the Trustee pursuant to the Indenture. The County further agrees 
and acknowledges that the Authority, the Trustee and the Bondholders have relied and shall continue to rely upon 
each of the foregoing representations and warranties. and further agrees that such Persons arc entitled so to rely 
thereon. Each of the above representations and warranties shall survive any assignment and grant of a security 
interest in the Purchase and Sale Agreement or the County Tobacco Assets to the Authority and by the Authority to 
the Trustee, and shall continue in full force and effect, notwithstanding any subsequent termination of the Purchase 
and Sale Agrecrnent and the other Basic Docun1ents. The ahove representations and warranties shall inure to the 
benefit of Authority and the Trustee. 

Corporation's Acknowledgment 

The Corporation by the Purchase and Sale ,1\gree1ncnt agrees and acknowledges that the County is 
irrevocably transferring. granting, bargaining, selling, assigning, conveying, and delivering to the c:orporation the 
County Tobacco Assets without recourse, and, except as expressly set forth abo\'e, without representation or 
warranty of any kind or description. 

Intent to Effect Irrevocable, Absolute Sale and not a Transfer as Collateral or Security 

The County and the Corporation by the Purchase and Sale Agreement confirm their intent and agree that 
the County is irrevocably transferring, granting, hargaining, selling, assigning, conveying and delivering to the 
Corporation the C'.ounty Tobacco Assets absolutely and not as collateral security. 

Amendmenls 

This Agreement may be amended by the County and the Corporation, with the consent of the Trustee: (a) to 
cure any ambiguity; (b) to correct or supplement any provisions in the Purchase and Sale Agreement: (c) to correct 
or arnplify the description of the County Tohacco Assets; (d) lo add addiliona1 covenants for the benefit of the 
Corporation; or (e) for the purpose of adding any provisions to or changing in any manner or eliminating any of the 
provisions in the Purchase and Sale Agrecrr1ent that shall not, as evidenced by a Rating Confinnation delivered to 
the Trustee, adversely affect in any rnatcrial respect payment of the Bonds. 

Promptly after the execution of any such amendment, the Corporation shall furnish written notification of 
the subslancc of :.;uch amendment to the Rating Agencies. 
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APPENDIXG 

BOOK-ENTRY ONLY SYSTEM 

The infbrmation in this A11pendix (J concerning The Depository' Trust C~ompanJ' ("DTC"'), lVev1.· York, 
New York, and DTC 's Book-Entry system has been obtainedfi-om DTC and the Authority, the Borrower. the 
County and the Underwriters take no responsibility for the completeness or accuracy thereof The Authority, 
the Borroiver, the (~ounty and the Unden,vriters cannot and do not give anJ' assurances that DTC~. DTC 
Participants or Indirect Participants will distribute to the Beneficial Owners (a) payments of principal, 
interest, or Accreted Value of the Series 2006 Bonds, (b) certificates representing ownership interest in or 
other confirmai'ion or ownership interest in the Series 2006 Bonds. or (c) redemption or other ootices sent to 
DTC or Cede & Co .. its nominee, as the registered owner ofthe Series 2006 Bonds. or that they will do so on a 
timely basis. or that DTC, DTC Participants or DTC Indirect Participants will act in the manner described in 
this Appendix G. The current "Rules" applicable to DTC are on file with the Securities and Exchange 
Commission and the current "Procedures" ofDTC to be followed in dealing with DTC Participants are on file 
with DTC. 

OTC will act as securities depository for the Series 2006 Bonds. The Series 2006 Bonds will be issued 
as fully registered securities registered in the name of Cede & Co. (DTC's partnership nominee:, or such other 
name as may be requested by an authorized representative of OTC. One fully registered security certificate will 
be issued for each maturity of the Series 2006 Bonds, in the aggregate initial principal amount of such Series 
2006 Bonds, and will be deposited with OTC. 

OTC is a limited-purpose trust company organized under the New York Banking Law, a "banking 
organization" within the meaning of the New York Banking Law, a member of the Federal Reserve System, a 
"clearing corporation" within the meaning of the New York Uniform Commercial Code, and a "clearing 
agency" registered pursuant to the provisions of Section 17 A of the Securities Exchange Act of 1934. OTC 
holds and provides asset servicing for over 2.2 million issues of U.S. and non-United States equity issues, 
corporate and municipal debt issues, and money market instruments from over I 00 countries that OTC' s 
participants ("Direct Participants") deposit with OTC. OTC also facilitates the post-trade settlement among 
Direct Participants of sales and other securities transactions in deposited securities, through electronic 
computerized book-entry transfers and pledges between Direct Participants' accounts. This eliminates the need 
for physical movement of securities certificates. Direct Participants include both U.S. and non-U.S. securities 
brokers and dealers, banks, trust companies, clearing corporations, and certain other organizations. OTC is a 
wholly-owned subsidiary of The Depository Trust & Clearing Corporation ("DTCC''). DTCC, in tum, is 
owned by a number of Direct Participants of DTC and Members of the National Securities Clearing 
Corporation, Fixed Income Clearing Corporation and Emerging Markets Clearing Corporation (respectively, 
"NSCC," "FICC," and "EMCC," also subsidiaries of DTCC), as well as by the New York Stock Exchange, 
Inc., the American Stock Exchange LLC, and the National Association of Securities Dealers, Inc. Access to the 
OTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, 
trust companie~., and c1earing corporations that clear through or maintain a custodial relationship with a Direct 
Participant, either directly or indirectly ("'Indirect Participants"). OTC has Standard & Poor's highest rating: 
AAA. The DTC Rules applicable to its Participants are on file with the Securities and Exchange Commission. 
More infonnation about OTC can be found at www.dtcc.com. 

Purchases of the Series 2006 Bonds under the OTC system must be made by or t,rough Direct 
Participants, which will receive a credit for the Series 2006 Bonds on DTC's records. The ownership interest 
of each actual purchaser of each Security ("Beneficial Owner") is in tum to be recorded on the Direct and 
Indirect Participants' records. Beneficial Owners will not receive written confirmation from DTC of their 
purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of the 
transaction. as well as periodic statements of their holdings, from the Direct or Indirect Participant through 
which the Beneficial Owner entered into the transaction. Transfers of ownership interests in the Series 2006 
Bonds are to be accomplished by entries made on the books of Direct and Indirect Participants acting on behalf 
of Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership interests in 
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the Series 2006 Bonds, except in the event that use of the book-entry system for the Series 2006 Bonds is 
discontinued. To facilitate subsequent transfers, all Series 2006 Bonds deposited by Direct Participants with 
OTC are registered in the name of DTC's partnership nominee, Cede & Co., or such other name as may be 
requested by an authorized representative of OTC. The deposit of the Series 2006 Bonds with OTC and their 
registration in the name of Cede & Co. or such other OTC nominee do not effect any change in beneficial 
ownership. OTC has no knowledge of the actual Beneficial Owners of the Series 2006 Bonds; DTC's records 
reflect only the identity of the Direct Participants to whose accounts such Series 2006 Bonds are credited, 
which may or may not be the Beneficial Owners. The Direct and Indirect Participants wil] remain responsible 
for keeping account of their holdings on behalf of their customers. 

Conveyance of notices and other communications by OTC to Direct Participants, by Direct 
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners 
will he governed by arrangements among them, subject to any statutory or regulatory requirements as may be 
in effect from time to time. Beneficial Owners of the Series 2006 Bonds may wish to take certain steps to 
augment the transmission to them of notices of significant events with respect to the Series 2006 Bonds, such 
as redemptions, tenders, defaults, and proposed amendments to the Series 2006 Bond documents. For example, 
Beneficial Owners of the Series 2006 Bonds may wish to ascertain that the nominee holding the Series 2006 
Bonds for their benefit has agreed to obtain and transmit notices to Beneficial Owners. In the alternative, 
Beneficial Owners may wish to provide their names and addresses to the registrar and request that copies of 
notices be provided directly to them. 

Redemption notices will be sent to DTC. The conveyance of notices and other communications by 
OTC to OTC Participants, by OTC Participants to Indirect Participants and by OTC Participants and Indirect 
Participants to Beneficial Owners will be governed by arrangements among them, subject to any statutory or 
regulatory requirements as may be in effect from time to time. Any failure of DTC to advise any OTC 
Participant, or of any OTC Participant or Indirect Participant to notify a Beneficial Owner, of any such notice 
and its content or effect will not affect the validity of the redemption of the Series 2006 Bonds called for 
redemption or of any other action premised on such notice. Redemption of portions of the Series 2006 Bonds 
by the Authority will reduce the outstanding principal amount or Accreted Value of the Series 2006 Bonds 
held by OTC. In such event, OTC will implement, through its Book-Entry system, redemption of interests in 
the Series 2006 Bonds held for the account of OTC Participants in accordance with its own rules or other 
agreements with OTC Participants and then OTC Participants and Indirect Participants will implement 
redemption of the Series 2006 Bonds for the Beneficial Owners. 

Neither OTC nor Cede & Co. (nor any other OTC nominee) will consent or vote with respect to the 
Series 2006 Bonds unless authorized by a Direct Participant in accordance with DTC's Procedures. Under its 
usual procedures, OTC mails an Omnibus Proxy to the Authority as soon as possible after the record date. The 
Omnibus Proxy assigns Cede & Co. 's consenting or voting rights to those Direct Participants to whose 
accounts the Series 2006 Bonds are credited on the record date (identified in a listing attached to the Omnibus 
Proxy). 

Redemption proceeds, prepayments and payments of principal, interest, or Accreted Value of the 
Series 2006 Bonds will be made to Cede & Co., or such other nominee as may be requested by an authorized 
representative of OTC. DTC's practice is to credit Direct Participants' accounts upon DTC's receipt of funds 
and corresponding detail information from the Authority or the Trustee, on the payable date in accordance with 
their respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners will be 
governed by standing instructions and customary practices, as is the case with securities held for the accounts 
of customers in hearer fonn or registered in "street name," and will be the responsibility of such Participant 
and not of OTC (nor its nominee), the Trustee, or the Authority, subject to any statutory or regulatory 
requirements as may be in effect from time to time. Payment of redemption proceeds, prepayments and 
payments of principal, interest, or Accreted Value of the Series 2006 Bonds to Cede & Co. (or such other 
nominee as may be requested by an authorized representative of OTC) is the responsibility of the Authority or 
the Trustee, disbursement of such payments to Direct Participants will be the responsibility of OTC, and 
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disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect 
Participants. 

NONE OF THE AUTHORITY, THE BORROWER. THE COUNTY, THE UNDERWRITERS OR 
THE TRUSTEE WILL HAVE ANY RESPONSIBILITY OR OBLIGATION TO OTC PARTICIPANTS, 
INDIRECT PARTICIPANTS OR BENEFICIAL OWNERS WITH RESPECT TO THE PAYMENTS OR 
THE PROVIDING OF NOTICE TO OTC PARTICIPANTS, INDIRECT PARTICIPANTS OR BENEFICIAL 
OWNERS OR THE SELECTION OF BONDS FOR PREPAYMENT. 

OTC may discontinue providing its services as depository with respect to the Series 2006 Bonds at 
any time by giving reasonable notice to the Authority or the Trustee. Under such circumstances, in the event 
that a successor depository is not obtained, security certificates are required to be printed and delivered. To the 
extent permitted by law, the Authority may decide to discontinue use of the system of book-entry transfers 
through DTC { or a successor securities depository). In that event, bond certificates will be printed and 
delivered. In the event that the Book-Entry system is discontinued as described above, the reqmrements of the 
Indenture will apply. 
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Dates 

May 3L 2lXl6 
December I. 2006 

June I. 2007 
December I. 21107 

June I. 21J08 
J)ecen1bcr I. 2:)08 

June 1. 2009 
Decc1nher I, 2009 

June 1. 2010 
Decemhcr l. 2010 

June I. 2011 
Decemher I. 201 l 

June 1. 2012 
l)cce1nber I, 2012 

June I. 20]] 
December I. 2013 

June I. 2014 
Decemher I. 2014 

June I, 2015 
December 1, 2015 

June I. 2016 
December I, 2016 

June I. 2017 
December I, 2017 

June I. 2018 
Decemhcr I. 2018 

June I. 2019 
f)eccmber l, 2019 

June 1. 2020 

December I. 2020 
June I. 2021 

December l, 2021 
June 1. 2022 

J)ccember 1. 2022 
June I , 2023 

December 1. 2023 
June I, 2024 

I)ecernber I. 2024 

June I. 2025 
December I, 2025 

June L 2026 
f)ccember 1, 2026 

June I. 2027 
December I , 2027 

June I. 2028 
December I. 2028 

June I. 2029 
December I. 2029 

APPENDIXH 

Table of Accreted Values 
(Accreted Values Shown Per $5,000 Maturity Amount) 

Series 20068 
First Subordinate CA_Bs 

Accreted Value 

$426.40 
439.80 
45354 
467.72 
482.33 
497.40 
512.95 
528.98 
545.51 
562.55 
580.1.1 
598.26 
616.95 
636.23 
656.12 
676.62 
697.76 
719.57 
742.05 
765.24 
789.15 
81.1.81 
839.24 
865.47 
892.51 
920.40 
949.17 
978.83 

l .(}{)9.41 

1.040.96 
1.073.48 
1.107.03 
1.141.62 
1,177.30 
1.214.09 
1.252.03 
1,291.15 
U3!50 
1.373.11 
1,416.01 
1,460.26 
1,505.89 
1,552.95 
1,601.48 

1.651.52 
1.703.13 
1.756.35 
1.811.24 
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Series 2006(: 
Second Subordinate CABs 

Accreted Value 

$402.30 
415.25 
428.53 
442.25 
456.40 
4 71.(Xl 
486.07 
501.63 
517.68 
534.24 
551.34 
568.98 
587.19 
605.98 
625.37 
645.38 
666.03 
687.34 
709.34 
732.04 
755.46 
779.63 
804.58 
830.33 
856.90 
884.32 
912.62 
941.82 
971.96 

1.003.06 
1,035.15 
1.068.28 
1.102.46 
1.137.74 
1.174.15 
1,211.72 
1.250.49 
1,290.51 
1.331.80 
1.374.42 
1.418.40 
1,463.79 
1,510.62 
1,558.96 
1.608.85 
1,660.33 
1,713.46 
1,768.29 

Series 2006D 
Third Subordinate CABs 

Accreted Value 

$306.85 
317.80 
329.09 
340.77 
352.86 
365.39 
378.36 
391.79 
405.70 
420.10 
435.02 
450.46 
466.45 
483.01 
500.15 
517.91 
536.29 
555.33 
575.04 
595.46 
616.60 
638.48 
661.15 
684.62 
708.92 
734.09 
760.15 
787.13 
815.07 

844.01 
873.97 
904.99 
937.12 
970.38 

1,004.83 
1,()40.50 
1,077.44 
1.115.69 
1.155.29 
1.196.30 
1,238.77 
1.282.74 
1.328.28 
1,375.43 
1.424.26 
1.474.82 
1,527.17 
1,58U8 



Series 2006B Series 2006C Series 2006D 
First Subordinate CABs Second Subordinate CABs 1'hird Subordinate C1\Bs 

Dates Accreted Value Accreted Value Accreted Value 

J unc I , 2030 1,867.84 1,824.87 1,637.52 
December 1, 2030 1,926.20 1,883.27 l,695.65 

June 1, 2031 1,986.39 1,943.53 l,755.84 
l)cccmber 1. 2031 2,048.47 2,(XJ5.72 1.818.17 

June I, 2032 2,112.48 2,069.90 1.882.71 
T)ecen1her 1. 2032 2,178.49 2.136.14 1,949.55 

June l, 2033 2,246.57 2.204.49 2,018.75 
l)ecernber l , 2033 2,316.77 2,275.03 2.090.42 

June 1. 2034 2,389. 17 2,347.83 2. 164.62 
December 1. 2034 2,463.83 2,422.96 2,241.46 

June l, 2035 2,540.82 2,500.49 2.321.03 
T)ecembcr 1. 2015 2,620.21 2,580.51 2,403.43 

June I. 2036 2,702.09 2,663.08 2,488.74 
December 1, 2036 2,786.53 2,748.29 2,577.09 

June l, 2037 2,873.61 2,836.24 2.668.57 
December L 2037 2,963.40 2,926.99 2,763.30 

June l, 2038 3,056.01 3,020.66 2.861.40 
December 1, 2038 3.151.50 3.117.31 2,962.97 

June !, 2039 3,249.98 3,217.06 3.068.15 
December l, 2039 3.351.54 3.320.01 3,177,07 

June I, 2040 3.456.27 3.426.24 3,289.85 
December l, 2040 3.564.28 3,535.88 3.406.63 

June 1. 2041 3,675.66 3,649.03 3.527.57 
December I . 2041 3,790.52 3,765.79 3,652.79 

June l, 2042 :1,908.97 3,886.29 3,782.46 
Decemher 1. 2042 4.031.12 4.010.65 3,916.73 

June 1. 2043 4,157.09 4.138.99 4,055.77 
December I. 2043 4,286.99 4,271.43 4,199.74 

June 1. 2044 4.420.95 4,408.11 4,348.83 
December 1. 2044 4559.10 4,549.17 4.503.20 

June 1. 2045 4.701.57 4,694.74 4,663.06 
December l, 2045 4.848.49 4,844.97 4.828.59 

June 1. 2046 5,000.00 5,000.00 5,000.00 
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