This Preliminary Offering Circular and the information contained herein are subject to completion or amendment without notice. These securities may not be sold nor may an offer to buy be accepted prior to the time the Offering Circular is
delivered in final form. Under no circumstances shall this Preliminary Offering Circular constitute an offer to sell or the solicitation of an offer to buy, nor shall there be any sale of the securities in any jurisdiction in which such offer, solicitation
or sale would be unlawful.

PRELIMINARY OFFERING CIRCULAR DATED SEPTEMBER 9, 2021
In the opinion of Nixon Peabody LLP, Transaction Counsel to the Corporation, under existing law and assuming compliance with the tax covenants described herein and the accuracy of
certain representations and certifications made by the Corporation, interest on the Series 2021A-2 Bonds and the Series 2021B Subordinate Bonds is excluded from gross income for federal income
tax purposes under Section 103 of the Internal Revenue Code of 1986, as amended (the “Code”). Transaction Counsel is also of the opinion that such interest is not treated as a preference item in
calculating the alternative minimum tax under the Code. Transaction Counsel also is of the opinion that interest on the Series 2021A-1 Bonds is included in gross income for Federal income tax
purposes pursuant to the Code. In addition, in the opinion of Transaction Counsel, under existing law, interest on the Series 2021 Bonds is exempt from personal income taxes imposed by the State
of New York or any political subdivision thereof including The City of New York. See “TAX MATTERS.”
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The Suffolk Tobacco Asset Securitization Corporation (the “Corporation”), is a local development corporation organized by the County of Suffolk, New York (the “County”) under the Not-forProfit Corporation Law of the State of New York (the “State”) and an instrumentality of, but separate and apart from, the County. See “THE CORPORATION” herein.
The Corporation is issuing its Tobacco Settlement Asset-Backed Bonds, Series 2021, consisting of $27,155,000* Series 2021A-1 Bonds, which are senior federally taxable current interest bonds
(the “Series 2021A-1 Bonds”), $113,315,000* Series 2021A-2 Bonds, which are senior tax-exempt current interest bonds (the “Series 2021A-2 Bonds”), $56,700,000* Series 2021B-1 Bonds, which are
subordinate tax-exempt current interest turbo term bonds (the “Series 2021B-1 Bonds”), and $83,564,731.25* Series 2021B-2 Bonds, which are subordinate tax-exempt turbo term capital appreciation
bonds (the “Series 2021B-2 Bonds”, and together with the Series 2021A-1 Bonds, the Series 2021A-2 Bonds and the Series 2021B-1 Bonds, the “Series 2021 Bonds”), pursuant to an Amended and
Restated Indenture, dated as of August 1, 2008, as amended and restated as of September 1, 2021 (the “Indenture”) between the Corporation and The Bank of New York Mellon, as trustee (the “Trustee”),
for the purpose of refunding or exchanging all of the Corporation’s outstanding indebtedness. The Series 2021A-1 Bonds and the Series 2021A-2 Bonds (collectively, the “Series 2021A Senior Bonds”)
will be senior to the Series 2021B-1 Bonds and the Series 2021B-2 Bonds (collectively, the “Series 2021B Subordinate Bonds”) in payment priority under the Indenture, as described herein. The
Corporation will use the proceeds from the issuance of the Series 2021 Bonds, together with other available funds, to (i) repurchase and cancel by means of a tender offer certain of the Corporation’s
outstanding Tobacco Settlement Asset-Backed Bonds, Series 2008 (the “Series 2008 Bonds”) and the Corporation’s outstanding Tobacco Settlement Asset-Backed Bonds, Series 2012 (the “Series 2012
Bonds”), (ii) refund the remaining Series 2008 Bonds and Series 2012 Bonds through defeasance and redemption, (iii) fund deposits to the Senior Liquidity Reserve Account and the Subordinate Liquidity
Reserve Account, each held under the Indenture, (iv) fund interest on the Series 2021 Bonds through December 1, 2021, and (v) pay costs of issuance in connection with the issuance of the Series 2021
Bonds. The Series 2021 Bonds, together with any Refunding Bonds and Additional Bonds (each as defined herein) issued under the Indenture, are referred to herein as the “Bonds.”
Pursuant to a Purchase and Sale Agreement, dated as of August 1, 2008 (the “2008 Purchase and Sale Agreement”) between the County and the Corporation, the Corporation previously
purchased from the County all of the County’s right, title and interest in certain amounts paid or payable to the County under the MSA, and the related Consent Decree and Final Judgment described herein
(such payments as more fully described herein, the “Tobacco Assets”). The purchase price of the Tobacco Assets paid by the Corporation consisted of (i) the net proceeds of the Series 2008 Bonds issued
by the Corporation pursuant to the Indenture, dated as of August 1, 2008, by and between Corporation and the Trustee (the “Original Indenture”) and (ii) the Corporation’s 100% beneficial ownership
interest in the Residual Trust established by the Corporation (the “Residual Trust”). The primary asset of the Residual Trust consists of the Residual Certificate, which entitled the Residual Trust to that
portion of the Tobacco Assets not assigned and pledged under the Original Indenture (the “2008 Ownership Interest”). Pursuant to a Purchase and Sale Agreement, dated as of March 1, 2012 (the “2012
Purchase and Sale Agreement”) between the County and the Corporation, the Corporation previously purchased from the County all of the County’s right, time and interest in the 2008 Ownership
Interest. The purchase price of the 2008 Ownership Interest paid by the Corporation consisted of (i) the net proceeds of the Series 2012 Bonds issued by the Corporation pursuant to the Indenture, dated
as of March 1, 2012 (the “2012 Indenture”), between the Corporation and The Bank of New York Mellon, as trustee (the “2012 Trustee”), and (ii) the Corporation’s 100% beneficial ownership interest in
the Residual Trust established by the Corporation (the “2012 Residual Trust”). The primary asset of the 2012 Residual Trust is a security (the “2012 Residual Certificate”), issued by the Corporation
under the 2012 Indenture which entitles the 2012 Residual Trust to any surplus revenues that have been released from the lien of the 2012 Indenture. In connection with the issuance of the Series 2021
Bonds, the 2008 Purchase and Sale Agreement will be amended and restated as of September 1, 2021 (the “Amended and Restated Purchase and Sale Agreement”), to clarify that the Tobacco Assets
conveyed by the County to the Corporation thereunder include the 2008 Ownership Interest that was previously conveyed by the County to the Corporation pursuant to the 2012 Purchase and Sale
Agreement. Upon the delivery of the Series 2021 Bonds and the refunding of the Series 2008 Bonds and Series 2012 Bonds, the 2012 Purchase and Sale Agreement, the 2012 Residual Trust and the 2012
Residual Certificate will be terminated and cancelled and will no longer be in effect.
The Series 2021 Bonds are secured by and are payable solely from (i) the Tobacco Assets that were sold to the Corporation pursuant to the Amended and Restated Purchase and Sale Agreement
and pledged to the Trustee under the Indenture (the “Pledged Revenues”) and (ii) the other Collateral (as defined herein) pledged under the Indenture. None of the proceeds of the Series 2021 Bonds
or any earnings therefrom, unless deposited into one of the Pledged Accounts (as defined herein), shall in any way be pledged to the payment of the Bonds. See “SECURITY FOR THE BONDS” herein.
The amount of Pledged Revenues depends on many factors, including future domestic cigarette consumption, the financial capability of the PMs and the domestic tobacco industry, litigation
generally, including litigation challenging the MSA and related state statutes, and federal, state and local regulations affecting the domestic tobacco industry, including a ban on menthol cigarettes. The
FDA announced on April 29, 2021 that it is working to issue proposed product standards within the next year to ban menthol as a characterizing flavor in cigarettes. A Federal Trade Commission report
estimated the 2019 domestic market share of menthol cigarettes at 37%. In addition, payments by the PMs under the MSA are subject to certain adjustments, including the NPM Adjustment (as defined
herein), which may be material. As discussed further herein, the State is no longer subject to NPM Adjustments provided for in the MSA, except in limited circumstances under the NY NPM Settlement (as
defined herein). The NY NPM Settlement resolves NPM Adjustment disputes between the State and the PMs relating to calendar years 2004 through 2014. For 2015 and later years, the NY NPM Settlement
establishes sets of circumstances under which the PMs shall be entitled to credits against future payments to the State. See “RISK FACTORS” and “LEGAL CONSIDERATIONS” herein.
Prospective investors should carefully consider the discussion of certain risks and other considerations contained in “RISK FACTORS” and “LEGAL CONSIDERATIONS,” as
well as the other information contained in this Offering Circular, regarding an investment in the Series 2021 Bonds. The Series 2021B-2 Bonds are not rated and involve additional
risks that may not be appropriate for certain investors. See “RISK FACTORS—Market for Series 2021B-2 Bonds; No Credit Rating on Series 2021B-2 Bonds.” One or a combination
of the risk factors discussed herein, and other risks, may materially adversely affect the ability of the Corporation to pay debt service on all or a portion of the Series 2021 Bonds on
a timely basis or in full, and could have a material adverse effect on the liquidity and/or market value of the Series 2021 Bonds.
The Series 2021A-1 Bonds, the Series 2021A-2 Bonds and the Series 2021B-1 Bonds will be sold in denominations of $5,000 or any integral multiple thereof, and the Series 2021B-2 Bonds will be sold
such that the Accreted Value thereof at the Maturity Date is in the denomination of $5,000 or any integral multiple of $5,000 in excess thereof. Interest on the Series 2021A-1 Bonds, the Series 2021A-2
Bonds and the Series 2021B-1 Bonds will be payable semi-annually on June 1 and December 1 of each year (each, a “Distribution Date”), commencing December 1, 2021. Interest on the Series 2021B-2
Bonds will not be paid currently but will accrete in value, compounded semiannually on each Distribution Date, commencing December 1, 2021 (to become part of Accreted Value as more fully described
herein), from the initial principal amount on the date of delivery thereof to maturity or earlier redemption, at the rate of accretion specified on the inside front cover page hereof.
The Series 2021A-1 Bonds are subject to make-whole optional redemption. The Series 2021A-2 Bonds are subject to optional redemption and optional clean-up call, and the Series 2021A-2 Bonds
that are Term Bonds are subject to mandatory redemption by Sinking Fund Installments. The Series 2021B-1 Bonds and the Series 2021B-2 Bonds are Turbo Term Bonds subject to Turbo Redemption and
optional redemption, as described herein. The Series 2021B-1 Bonds are also subject to mandatory clean-up call. It is expected that payment of principal of the Series 2021B-1 Bonds or Accreted Value of
the Series 2021B-2 Bonds will be substantially earlier than the Turbo Term Bond Maturities therefor. Failure to pay any Turbo Redemptions on the Series 2021B-1 Bonds and the Series 2021B-2 Bonds will
not constitute an Event of Default under the Indenture if such failure is due to the insufficiency of available Collections (as defined herein). The ratings for the Series 2021A-1 Bonds, the Series 2021A-2
Bonds and the Series 2021B-1 Bonds address only (i) the payment of interest on such Bonds, when due, and (ii) the payment of principal of such Bonds by their Maturity Dates (and, with respect to the
Series 2021A-2 Bonds that are Term Bonds, Sinking Fund Installment dates). The ratings do not address the payment of Turbo Redemptions on the Series 2021B-1 Bonds. The Series 2021B-2 Bonds are
not rated. See “SECURITY FOR THE BONDS,” “THE SERIES 2021 BONDS” and “RATINGS” herein.
See Inside Front Cover Page for Maturity Schedule, Principal Amounts, Interest Rates, Prices or Yields, and Base Case Average Lives
The Series 2021 Bonds are not a debt or liability of the County or the State and neither the County nor the State shall be liable thereon. The Corporation does not have the
power to pledge the credit, the revenues or the taxing power of the County or the State; and the credit, revenues and taxing power of the County or the State shall not and shall not be
deemed to be, pledged. The Series 2021 Bonds are not secured by the proceeds thereof, with the exception of the proceeds deposited in the Senior Liquidity Reserve Account and the
Subordinate Liquidity Reserve Account, with the Senior Liquidity Reserve Account securing only the Series 2021A-1 Bonds and the Series 2021A-2 Bonds (and any other Senior Bonds
that may be issued and secured thereby) and the Subordinate Liquidity Reserve Account securing only the Series 2021B-1 Bonds (and any other Subordinate Bonds that may be issued
and secured thereby). The Subordinate Liquidity Reserve Account does not secure the Series 2021B-2 Bonds. The Series 2021 Bonds do not constitute a charge against the general
credit of the Corporation and under no circumstances will the Corporation be obligated to pay the interest on or principal or Accreted Value of or redemption premiums, if any, on
the Series 2021 Bonds except from Collections and balances held under the Pledged Accounts (where applicable, and, to the extent available). The Corporation has no taxing power.
The cover page contains information for quick reference only. It is not a summary of this issue. Investors must read the entire Offering Circular to obtain information essential to making an informed
investment decision.
The Series 2021 Bonds are offered when, as and if issued by the Corporation and accepted by the Underwriters, subject to the approval of validity by Nixon Peabody LLP, New York, New York,
as Transaction Counsel to the Corporation. Certain legal matters will be passed upon for the County by Dennis M. Cohen, Esq., as County Attorney. Certain legal matters will be passed upon for
the Underwriters by their counsel, Orrick, Herrington & Sutcliffe LLP. It is expected that the Series 2021 Bonds will be available for delivery in book-entry form only through DTC in New York,
New York on or about September __, 2021.

Date: September __, 2021

* Preliminary, subject to change.

Citigroup†

† With respect to the Series 2021A Senior Bonds and the Series 2021B-1 Bonds only.

Jefferies

Ramirez & Co., Inc.†

MATURITY SCHEDULE
$280,734,731.25*
SUFFOLK TOBACCO ASSET SECURITIZATION CORPORATION
Tobacco Settlement Asset-Backed Bonds, Series 2021
$27,155,000* Series 2021A-1 Senior Bonds (Federally Taxable)
Series 2021A-1 Serial Bonds
Maturity
Date
(June 1)*
2022
2023
2024
2025
2026

Principal
Amount*
$6,295,000
5,970,000
5,555,000
4,845,000
4,490,000

Interest
Rate

CUSIP† No.
(Base CUSIP
864809)

Yield

$113,315,000* Series 2021A-2 Senior Bonds
Series 2021A-2 Serial Bonds
Maturity
Date
(June 1) *
2027
2028
2029
2030
2031
2032
2033
2034

CUSIP No.
(Base CUSIP
864809)
†

Principal
Amount*
$4,425,000
4,465,000
4,540,000
4,450,000
4,525,000
4,485,000
4,770,000
4,520,000

Interest
Rate

Yield

Maturity
Date
(June 1) *
2035
2036
2037
2038
2039
2040
2041

Principal
Amount*
$4,890,000
4,845,000
4,920,000
4,815,000
5,215,000
5,165,000
5,440,000

Interest
Rate

Yield

CUSIP† No.
(Base CUSIP
864809)

$41,845,000* ____% Series 2021A-2 Term Bonds due June 1, 2050*, Yield ____%, CUSIP† No. 864809___
$56,700,000* Series 2021B-1 Subordinate Bonds
$8,200,000* ____% Series 2021B-1 Turbo Term Bonds due June 1, 2031* (Base Case Average Life(1): 1.23* years)
Yield ____%, CUSIP† No. 864809___
$48,500,000* ____% Series 2021B-1 Turbo Term Bonds due June 1, 2050* (Base Case Average Life(1): 6.59* years)
Yield ____%, CUSIP† No. 864809___
$83,564,731.25* Series 2021B-2 Subordinate Capital Appreciation Bonds(2)
$83,564,731.25* Series 2021B-2 Capital Appreciation Turbo Term Bonds

Maturity Date
(June 1) *
2066

Initial Principal
Amount*
$83,564,731.25

Rate of Accretion
____%

Accreted Value
at Maturity(3)
$

Initial Principal
Amount per $5,000
Accreted Value at
Maturity
$

Base Case
Average Life*(1)
17.70 years

CUSIP† No.
(Base CUSIP
864809)

_____________________
*
Preliminary, subject to change.
(1)
Assumes Turbo Redemption payments are made in accordance with the Pledged Revenues Projection Methodology and Assumptions described herein under “PLEDGED
REVENUES PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS.” See the table entitled “Projected Series 2021 Bonds Debt Service Schedule
Incorporating Turbo Redemptions of the Series 2021 Bonds – Base Case” in “TABLES OF PROJECTED BOND DEBT SERVICE AND COVERAGE” herein. The Pledged
Revenues Projection Methodology and Assumptions also set forth two alternative cases, each including a national menthol ban. See the tables entitled “Projected Series 2021
Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021 Bonds – Alternative Case (Menthol Ban) 1” and “– Alternative Case (Menthol Ban) 2” in
“TABLES OF PROJECTED BOND DEBT SERVICE AND COVERAGE” herein for the expected final turbo redemption dates of the Series 2021B-1 Bonds under such
alternative (menthol ban) cases. No assurance can be given that any of these structuring assumptions will be realized.
(2)
The Series 2021B-2 Bonds are not rated and involve additional risks that may not be appropriate for certain investors. See “RISK FACTORS—Market for Series 2021B-2
Bonds; No Credit Rating on Series 2021B-2 Bonds.”
(3)
Represents Accreted Value at the Maturity Date. However, Turbo Redemptions will be made in accordance with the Payment Priorities (as defined herein) to the extent of
available Collections at the Accreted Value calculated as of the redemption date.
†
Copyright American Bankers Association. CUSIP data herein are provided by CUSIP Global Services, which is managed on behalf of the American Bankers Association by
S&P Global Market Intelligence, a division of S&P Global Inc. The CUSIP numbers listed above are being provided solely for the convenience of Holders only at the time of
issuance of the Series 2021 Bonds, and the Corporation, the Trustee and the Underwriters do not make any representation with respect to such numbers or undertake any
responsibility for their accuracy now or at any time in the future. A CUSIP number is subject to being changed after the issuance of the Series 2021 Bonds as a result of various
subsequent actions including, but not limited to, a refunding in whole or in part of such maturity or as a result of the procurement of secondary market portfolio insurance or
other similar enhancement that is applicable to all or a portion of the Series 2021 Bonds.

Certain persons participating in this offering may engage in transactions that stabilize or maintain the prices
of the securities at levels above those which might otherwise prevail in the open market, or otherwise affect the
prices of the securities offered hereby, including over-allotment and stabilizing transactions. Such stabilizing,
if commenced, may be discontinued at any time.
No dealer, broker, salesperson or other person is authorized in connection with any offering made hereby to
give any information or make any representation other than as contained herein, and, if given or made, such
information or representation must not be relied upon as having been authorized by the Corporation or the
Underwriters. This Offering Circular does not constitute an offer to sell or a solicitation of an offer to buy any
of the securities offered hereby by any person in any jurisdiction in which it is unlawful for such person to
make such an offer or solicitation.
There is currently a limited secondary market for securities such as the Series 2021 Bonds. There can be no
assurance that a secondary market for the Series 2021 Bonds will develop, or if one develops, that it will provide
bondholders with liquidity or that it will continue for the life of the Series 2021 Bonds.
This Offering Circular contains information furnished by the Corporation, IHS Global Inc. (“IHS Global”) and other
sources, all of which are believed to be reliable. Information concerning the domestic tobacco industry and participants
therein has been obtained from certain publicly available information provided by certain participants and certain
other sources (see “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY”). The
participants in such industry have not provided any information to the Corporation for use in connection with this
offering. In certain cases, domestic tobacco industry information provided herein (such as market share data) may be
derived from sources which are inconsistent or in conflict with each other. The Corporation has no knowledge of any
facts indicating that the information under the caption “CERTAIN INFORMATION RELATING TO THE
DOMESTIC TOBACCO INDUSTRY” herein is inaccurate in any material respect, but the Corporation has not
verified this information and cannot and do not warrant the accuracy or completeness of this information. The
information contained under the caption “SUMMARY OF THE TOBACCO CONSUMPTION REPORT” and in the
Tobacco Consumption Report attached as APPENDIX A hereto has been included in reliance upon IHS Global as an
expert in econometric forecasting and has not been verified for accuracy or appropriateness of assumptions, although
the Corporation has no knowledge that the information is not materially accurate and complete.
The information and expressions of opinion contained herein are subject to change without notice, and neither the
delivery of this Offering Circular nor any sale made hereunder shall, under any circumstances, create any implication
that there has been no change in the affairs of the Corporation or the matters covered by the report of IHS Global
included as APPENDIX A hereto, or under the caption “CERTAIN INFORMATION RELATING TO THE
DOMESTIC TOBACCO INDUSTRY” herein, since the date hereof or that the information contained herein is correct
as of any date subsequent to the date hereof. Such information and expressions of opinion are made for the purpose
of providing information to prospective investors and are not to be used for any other purpose or relied on by any
other party. With respect to certain matters relating to the Series 2021 Bonds, the Corporation has undertaken to
provide updates to investors through a national information repository. See “CONTINUING DISCLOSURE
UNDERTAKING” and APPENDIX G – “FORM OF CONTINUING DISCLOSURE UNDERTAKING” herein.
This Offering Circular contains forecasts, projections and estimates that are based on current expectations or
assumptions. In light of the important factors that may materially affect the amount of Pledged Revenues (see “RISK
FACTORS,” “LEGAL CONSIDERATIONS,” “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT”
and “SUMMARY OF THE TOBACCO CONSUMPTION REPORT” herein), the inclusion in this Offering Circular
of such forecasts, projections and estimates should not be regarded as a representation by the Corporation, IHS Global
or the Underwriters that the results of such forecasts, projections and estimates will occur. Such forecasts, projections
and estimates are not intended as representations of fact or guarantees of results.
References in this Offering Circular to the Act, the Indenture, the Amended and Restated Purchase and Sale Agreement
and the Continuing Disclosure Undertaking do not purport to be complete. Refer to the Act, the Indenture, the
Amended and Restated Purchase and Sale Agreement and the Continuing Disclosure Undertaking for full and
complete details of their provisions. Copies of the Act, the Indenture, the Amended and Restated Purchase and Sale
Agreement and the Continuing Disclosure Undertaking are on file with the Corporation and the Trustee.
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The order and placement of material in this Offering Circular, including its appendices, are not to be deemed a
determination of relevance, materiality or importance, and all materials in this Offering Circular, including its
appendices, must be considered in their entirety.
If and when included in this Offering Circular, the words “expects,” “forecasts,” “projects,” “intends,” “anticipates,”
“estimates,” “assumes” and analogous expressions are intended to identify forward-looking statements and any such
statements inherently are subject to a variety of risks and uncertainties that could cause actual results to differ
materially from those that have been projected. Such risks and uncertainties include, among others, general economic
and business conditions, changes in political, social and economic conditions, regulatory initiatives and compliance
with governmental regulations, litigation and various other events, conditions and circumstances, many of which are
beyond the control of the Corporation. These forward-looking statements speak only as of the date of this Offering
Circular. the Corporation disclaims any obligation or undertaking to release publicly any updates or revisions to any
forward-looking statement contained herein to reflect any changes in the Corporation’s expectations with regard
thereto or any change in events, conditions or circumstances on which any such statement is based.
The Underwriters have provided the following sentence for inclusion in this Offering Circular: The Underwriters
have reviewed the information in this Offering Circular in accordance with, and as part of, their responsibilities to
investors under the federal securities laws as applied to the facts and circumstances of this transaction, but the
Underwriters do not guarantee the accuracy or completeness of such information.
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SUMMARY STATEMENT
This Summary Statement is subject in all respects to more complete information contained in this Offering
Circular and should not be considered a complete statement of the facts material to making an investment decision.
The offering of the Series 2021 Bonds to potential investors is made only by means of the entire Offering Circular.
Any statements in this Offering Circular involving matters 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
between or among any of the Corporation, the Underwriters and the Holders of the Series 2021 Bonds. Capitalized
terms used in this Summary Statement and not otherwise defined shall have the meanings given such terms in the
Indenture or the Amended and Restated Purchase and Sale Agreement, as applicable. See APPENDIX E-1 – “FORM
OF AMENDED AND RESTATED INDENTURE,” APPENDIX E-2 – “FORM OF AMENDED AND RESTATED
PURCHASE AND SALE AGREEMENT” and APPENDIX I – “INDEX OF DEFINED TERMS” attached hereto.
Overview

The Suffolk Tobacco Asset Securitization Corporation (the “Corporation”) is issuing
its Tobacco Settlement Asset-Backed Bonds, Series 2021, consisting of $27,155,000 *
Series 2021A-1 Bonds, which are senior federally taxable current interest bonds (the
“Series 2021A-1 Bonds”), $113,315,000* Series 2021A-2 Bonds, which are senior taxexempt current interest bonds (the “Series 2021A-2 Bonds”), $56,700,000* Series
2021B-1 Bonds, which are subordinate tax-exempt current interest turbo term bonds
(the “Series 2021B-1 Bonds”), and $83,564,731.25* Series 2021B-2 Bonds, which are
subordinate tax-exempt turbo term capital appreciation bonds (the “Series 2021B-2
Bonds”, and together with the Series 2021A-1 Bonds, the Series 2021A-2 Bonds and
the Series 2021B-1 Bonds, the “Series 2021 Bonds”), pursuant to an Amended and
Restated Indenture (the “Indenture”), dated as of August 1, 2008, as amended and
restated as of September 1, 2021, between the Corporation and The Bank of New York
Mellon, as trustee (the “Trustee”). The Corporation will use the proceeds from the
issuance of the Series 2021 Bonds, together with other available funds, to (i) repurchase
and cancel by means of a tender offer certain of the Corporation’s outstanding Tobacco
Settlement Asset-Backed Bonds, Series 2008 (the “Series 2008 Bonds”) and the
Corporation’s outstanding Tobacco Settlement Asset-Backed Bonds, Series 2012 (the
“Series 2012 Bonds”), (ii) refund the remaining Series 2008 Bonds and Series 2012
Bonds through defeasance and redemption, (iii) fund deposits to the Senior Liquidity
Reserve Account and the Subordinate Liquidity Reserve Account, each held under the
Indenture, (iv) fund interest on the Series 2021 Bonds through December 1, 2021, and
(v) pay costs of issuance in connection with the issuance of the Series 2021 Bonds. See
“PLAN OF REFUNDING,” and “ESTIMATED SOURCES AND USES OF FUNDS.”
The Series 2021 Bonds, collectively with any Refunding Bonds and Additional Bonds
(each as defined herein) that may be issued by the Corporation pursuant to the
Indenture, are referred to herein as the “Bonds.”
Pursuant to a Purchase and Sale Agreement, dated as of August 1, 2008 (the “2008
Purchase and Sale Agreement”) between the County and the Corporation, the County
sold to the Corporation the County’s right, title and interest in the amounts payable to
the County under the Master Settlement Agreement entered into on November 23, 1998
(the “MSA”) by participating cigarette manufacturers (the “PMs”), 46 states (including
the State) and six other U.S. jurisdictions in settlement of certain cigarette smokingrelated litigation and the related Consent Decree and Final Judgment (the "Consent
Decree") described herein (collectively, the “Tobacco Assets”). As a result, the
Corporation is entitled to receive 2.673% of all Annual Payments made by the PMs to
the State under the MSA. The purchase price of the Tobacco Assets paid by the
Corporation consisted of (i) the net proceeds of the Series 2008 Bonds issued by the

*
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Corporation pursuant to the Indenture, dated as of August 1, 2008, by and between
Corporation and the Trustee (the “Original Indenture”) and (ii) the Corporation’s
100% beneficial ownership interest in the Residual Trust established by the Corporation
(the “Residual Trust”). The primary asset of the Residual Trust consists of the
Residual Certificate, which entitled the Residual Trust to that portion of the Tobacco
Assets not assigned and pledged under the Original Indenture (the “2008 Ownership
Interest”). Under the Original Indenture, the Corporation assigned and pledged 36%
of the Annual Payments received by the Corporation through December 31, 2012, and
75% thereafter, and like percentages of any lump sum payments, constituting
collectively, the “2008 Pledged Revenues,” to the Trustee as security for the Series
2008 Bonds. The State and the County issued irrevocable instructions informing the
MSA Escrow Agent that payments of Tobacco Assets owed to the County were sold to
the Corporation and directing the MSA Escrow Agent to disburse the Tobacco Assets
directly to the Trustee.
Pursuant to a Purchase and Sale Agreement, dated as of March 1, 2012 (the “2012
Purchase and Sale Agreement”) between the County and the Corporation, the
Corporation previously purchased from the County all of the County’s right, time and
interest in the 2008 Ownership Interest. The purchase price of the 2008 Ownership
Interest paid by the Corporation consisted of (i) the net proceeds of the Series 2012
Bonds issued by the Corporation pursuant to the Indenture, dated as of March 1, 2012
(the “2012 Indenture”), between the Corporation and The Bank of New York Mellon,
as trustee (the “2012 Trustee”), and (ii) the Corporation’s 100% beneficial ownership
interest in the Residual Trust established by the Corporation (the “2012 Residual
Trust”). The primary asset of the 2012 Residual Trust is a security (the “2012 Residual
Certificate”), issued by the Corporation under the 2012 Indenture, which entitles the
2012 Residual Trust to any surplus revenues that have been released from the lien of
the 2012 Indenture. Under the 2012 Indenture, the Corporation assigned and pledged
the remaining 25% of the Annual Payments and lump sum payments received by the
Corporation (the “2012 Pledged Revenues”) to the Trustee as security for the Series
2012 Bonds.
In connection with the issuance of the Series 2021 Bonds, the Original Indenture will
be amended and restated to consolidate the 2008 Pledged Revenues and 2012 Pledged
Revenues into a single pledge for the benefit of Bonds issued under the Indenture.
Bonds issued under the Indenture, including the Series 2021 Bonds, are secured by and
are payable solely from (i) the Tobacco Assets that were sold to the Corporation
pursuant to the Amended and Restated Purchase and Sale Agreement (as defined
below) and pledged to the Trustee under the Indenture (the “Pledged Revenues”) and
(ii) the other Collateral (as defined herein) pledged under the Indenture. The Pledged
Revenues do not include the “Unencumbered Revenues”, which are defined in the
Indenture as a portion of the Tobacco Settlement Revenues and Lump Sum Payments
received by or on behalf of the Corporation on and after January 1, 2022 through and
including December 31, 2048 in the amount of $1,500,000 in each calendar year. None
of the proceeds of the Series 2021 Bonds or any earnings therefrom, unless deposited
into one of the Pledged Accounts (as defined herein), shall in any way be pledged to
the payment of the Bonds. See “SECURITY FOR THE BONDS” herein.
In addition, in connection with the issuance of the Series 2021 Bonds, the 2008
Purchase and Sale Agreement will be amended and restated as of September 1, 2021
(the “Amended and Restated Purchase and Sale Agreement”), to clarify that the
Tobacco Assets conveyed by the County to the Corporation thereunder include the
2008 Ownership Interest that was previously conveyed by the County to the
Corporation pursuant to the 2012 Purchase and Sale Agreement. Upon the delivery of
the Series 2021 Bonds and the refunding of the Series 2008 Bonds and Series 2012
Bonds, the 2012 Indenture, the 2012 Purchase and Sale Agreement, the 2012 Residual
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Trust and the 2012 Residual Certificate will be terminated and cancelled and will no
longer be in effect. See “PLAN OF REFUNDING” herein.
The Corporation

The Corporation is a local development corporation organized by the County of
Suffolk, New York (the “County”) under the Not-for-Profit Corporation Law of the
State of New York (the “State”) and an instrumentality of, but separate and apart from,
the County. See “THE CORPORATION” herein.

Securities Offered

The Series 2021A-1 Bonds and the Series 2021A-2 Bonds (collectively, the “Series
2021A Senior Bonds”) are Senior Bonds under the Indenture, as described further
herein. The Series 2021B-1 Bonds and the Series 2021B-2 Bonds (collectively, the
“Series 2021B Subordinate Bonds”) are Subordinate Bonds under the Indenture, as
described further herein. The Series 2021A Senior Bonds are on parity with any
Refunding Bonds and Additional Bonds that are Senior Bonds, and are senior in
payment priority to the Series 2021B Subordinate Bonds, and any Refunding Bonds
and Additional Bonds that are Subordinate Bonds.
The Series 2021A Senior Bonds and Series 2021B-1 Bonds are Current Interest Bonds.
The Series 2021B-1 Bonds and the Series 2021B-2 Bonds are Turbo Term Bonds, and
the Series 2021B-2 Bonds are Capital Appreciation Bonds. See “THE SERIES 2021
BONDS” herein.
The Series 2021A Senior Bonds and Series 2021B-1 Bonds will be sold in
denominations of $5,000 or any integral multiple thereof, and the Series 2021B-2
Bonds will be sold such that the Accreted Value thereof at the Maturity Date is in the
denomination of $5,000 or any integral multiple of $5,000 in excess thereof.
The Series 2021B-2 Bonds are not rated and involve additional risks that may not be
appropriate for certain investors. See “RISK FACTORS—Market for Series 2021B-2
Bonds; No Credit Rating on Series 2021B-2 Bonds.”
It is expected that the Series 2021 Bonds will be delivered in book-entry form through
the facilities of The Depository Trust Company, New York, New York (“DTC”), on or
about September 29, 2021 * (the “Closing Date”). Beneficial owners of the Series 2021
Bonds will not receive physical delivery of the Series 2021 Bonds. See APPENDIX F
– “BOOK-ENTRY ONLY SYSTEM” attached hereto.

Collateral

The Series 2021 Bonds are special revenue obligations of the Corporation payable solely
from and secured solely by (a) the Pledged Revenues (as defined below); (b) all rights
to receive the Pledged Revenues and the proceeds of such rights; (c) all Accounts and
assets thereof, including money, general intangibles, investment property or other
personal property, held by the Trustee under the Indenture; (d) all rights and interest of
the Corporation under the Amended and Restated Purchase and Sale Agreement,
including the representations, warranties and covenants of the County therein; (e) the
Tobacco Assets and payments in respect of Tobacco Assets; (f) all proceeds of the
foregoing; and (g) any and all other property of every kind and nature from time to time
hereafter, by delivery or by writing of any kind, conveyed, pledged, assigned or
transferred as and for additional security under the Indenture (collectively, the
“Collateral”).
The proceeds of the Series 2021 Bonds, except the amounts deposited in the Senior
Liquidity Reserve Account and the Subordinate Liquidity Reserve Account, and the
amounts deposited in the Senior Debt Service Account and the Subordinate Debt

*
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Service Account for the payment of interest on the Series 2021 Bonds through
December 1, 2021, are not pledged to the payment of, and are therefore not available to,
the holders of the Series 2021 Bonds.
Limited Obligations

The Series 2021 Bonds are limited obligations of the Corporation, payable solely from
certain funds held under the Indenture, including Collections. The Series 2021 Bonds
are not secured by the proceeds thereof, with the exception of the proceeds deposited
in the Pledged Accounts (as defined herein). The Senior Liquidity Reserve Account
does not secure the Series 2021B Subordinate Bonds. The Subordinate Liquidity
Reserve Account does not secure the Series 2021B-2 Bonds. The Series 2021 Bonds
do not constitute a charge against the general credit of the Corporation and under no
circumstances will the Corporation be obligated to pay the interest on or principal or
Accreted Value of or redemption premiums, if any, on the Series 2021 Bonds except
from Collections and balances held under the Pledged Accounts (where applicable, and,
to the extent available). The Series 2021 Bonds are not a debt or liability of the County
or the State and neither the County nor the State shall be liable thereon. The
Corporation does not have the power to pledge the credit, the revenues or the taxing
power of the County or the State; and the credit, revenues and taxing power of the
County or the State shall not and shall not be deemed to be, pledged. The Corporation
has no taxing power.

Master Settlement
Agreement

On November 23, 1998, the MSA was entered into by 46 states (including the State),
the District of Columbia, the Commonwealth of Puerto Rico, Guam, the U.S. Virgin
Islands, American Samoa and the Commonwealth of the Northern Mariana Islands
(collectively, the “Settling States”) and what were then the four largest United States
tobacco manufacturers: Philip Morris Incorporated (now Philip Morris USA Inc.,
“Philip Morris”), R.J. Reynolds Tobacco Company (“Reynolds Tobacco” ), Brown
& Williamson Tobacco Corporation (“B&W”) and Lorillard Tobacco Company
(“Lorillard”). In January 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. On June 12, 2015,
Reynolds American acquired Lorillard, Inc., of which Lorillard was a wholly-owned
subsidiary, and Lorillard was merged into Reynolds Tobacco, with Reynolds Tobacco
as the surviving entity. Contemporaneous with Reynolds American’s acquisition of
Lorillard, Inc., Imperial Tobacco Group PLC, currently named Imperial Brands PLC
(“Imperial Tobacco”), purchased certain of Reynolds Tobacco’s and certain of
Lorillard’s cigarette brands, among other assets. The payment obligations under the
MSA follow tobacco product brands if they are transferred; thus, Imperial Tobacco is
required to make payments under the MSA as a result of its acquisition of those
cigarette brands. On July 25, 2017, Reynolds American became a wholly-owned
subsidiary of British American Tobacco p.l.c. (“BAT”) following BAT’s acquisition
of the approximately 58% of Reynolds American stock not then owned by BAT. As a
result of such acquisition, BAT is responsible for Reynolds Tobacco’s payment
obligations under the MSA.
References herein to the “Original Participating Manufacturers” or “OPMs” means
(i) prior to July 30, 2004, collectively, Philip Morris, Reynolds Tobacco, B&W and
Lorillard, (ii) after July 30, 2004 and prior to June 12, 2015, collectively Philip Morris,
Reynolds Tobacco and Lorillard, and (iii) on and after June 12, 2015, Philip Morris and
Reynolds Tobacco, along with Imperial Tobacco with respect to those cigarette brands
that Imperial Tobacco acquired from Reynolds Tobacco and Lorillard. See “CERTAIN
INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—
Industry Overview.” The MSA provides for tobacco companies, other than the OPMs,
to become parties to the MSA (“Subsequent Participating Manufacturers” or
“SPMs”).
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The MSA is an industry-wide settlement of litigation between the OPMs and SPMs
(collectively, the “Participating Manufacturers” or “PMs”) and the Settling States,
and resolved cigarette smoking-related litigation among the Settling States and the
OPMs, released the PMs from past and present smoking-related claims by the Settling
States and provides for a continuing release of future smoking-related claims by the
Settling States in exchange for certain payments to be made to the Settling States. The
MSA also provides for the imposition of certain tobacco advertising and marketing
restrictions, among other things. The Corporation is not a party to the MSA. “See
“SUMMARY OF THE MASTER SETTLEMENT AGREEMENT.”
MSA Payments

Under the MSA, the OPMs are required to pay to the Settling States: (i) five initial
payments (the “Initial Payments”) (all of which have been previously made by the
OPMs), (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 (subject to adjustment as described herein), and (iii) ten annual payments of
$861 million (subject to adjustment as described herein) that were required to be made
on each April 15 in the years 2008 through 2017 (the “Strategic Contribution
Payments”). Strategic Contribution Payments are not allocated to the County and,
consequently, they are not discussed herein. SPMs are also required to make Annual
Payments in certain circumstances.
See “SUMMARY OF THE MASTER
SETTLEMENT AGREEMENT—Subsequent Participating Manufacturers.” All of the
OPMs and most of the SPMs have made their required Annual Payments due in 2000
through and including, 2021, and Strategic Contribution Payments due in 2008 through
and including, 2017, which was the last year in which such Strategic Contribution
Payments were due (subject, in each case, to certain withholdings and payments into
the Disputed Payments Account), as described under “SUMMARY OF THE MASTER
SETTLEMENT AGREEMENT — Overview of Payments by the Participating
Manufacturers; MSA Escrow Agent.”
The Annual Payments that are due under the MSA are subject to numerous adjustments,
some of which are material. Such adjustments include reductions when the PMs
experience a “Market Share Loss” (as defined in the MSA) to tobacco companies that
do not become part of the MSA (“Non-Participating Manufacturers” or “NPMs”),
as a result of the PMs’ participation in the MSA (the “NPM Adjustment”). The NPM
Adjustment has been the subject of disputes between Settling States and PMs since at
least 2004. As discussed further herein, the dispute between the PMs and the State has
been addressed in a settlement agreement which became effective October 16, 2015
(the “NY NPM Settlement” ). For a discussion of the NY NPM Settlement and its
potential impact on amounts due to the County under the MSA, see “RISK
FACTORS—Payment Decreases Under the Terms of the MSA,” “SUMMARY OF
THE MASTER SETTLEMENT AGREEMENT—Adjustments to Payments,” “NEW
YORK NPM SETTLEMENT,” and APPENDIX C-2 — “NEW YORK NPM
SETTLEMENT.”
Other adjustments to payments due under the MSA include increases related to inflation
of not less than 3% each year (the “Inflation Adjustment” as defined in the MSA),
reductions for decreased domestic cigarette shipments (the “Volume Adjustment” as
defined in the MSA), reductions for amounts paid by OPMs to four states which had
previously settled their claims against the PMs independently of the MSA (the
“Previously Settled States Reduction” as defined in the MSA), and offsets for
disputed and/or miscalculated payments, as described herein.
Under the MSA, each OPM is required to pay an allocable portion of each Annual
Payment based on its “Relative Market Share” (as defined in the MSA) of cigarettes
shipped in the United States by the OPMs during the preceding calendar year. Each
SPM has Annual Payment obligations under the MSA (separate from the payment
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obligations of the OPMs) according to its “Market Share” (as defined in the MSA).
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.
Payments by the PMs are required to be made to Citibank, N.A., as the MSA Escrow
Agent appointed pursuant to the MSA (the “MSA Escrow Agent”), which is required,
in turn, to remit an allocable share of such payments to the parties entitled thereto. The
MSA Escrow Agent has distributed the payments due under the MSA through April
22, 2021 to the Settling States.
Under the MSA, the State is entitled to 12.7620310% of the Annual 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 the MSA Escrow Agent. See “SUMMARY OF THE MASTER
SETTLEMENT AGREEMENT” herein.
New York Consent Decree

The Consent Decree, which was entered into by the Supreme Court of the State of New
York in December 1998, allocates the State’s 12.7620310% share of the Annual
Payments among the State (51.176%), The City of New York (the “City”) (26.670%)
and the other counties within the State (22.154%), including the County. As a result,
the County is entitled to receive 2.673% of the future Annual Payments made by the
PMs to the State under the MSA. Pursuant to the Amended and Restated Purchase and
Sale Agreement, the Corporation purchased the Tobacco Assets and is entitled to
receive certain future Annual Payments allocated to the County by the Consent Decree.
The Consent Decree became final on August 17, 1999, and is not subject to further
appeal. As a result, the State has achieved State-Specific Finality (as defined herein)
under the MSA. See “NEW YORK CONSENT DECREE.”

NY NPM Settlement

Under the NY NPM Settlement, the State will no longer be subject to NPM
Adjustments provided for in the MSA, except in limited circumstances. The NY NPM
Settlement resolves NPM Adjustment disputes between the State and the PMs
relating to calendar years 2004 through 2014. For 2015 and later years, the NY NPM
Settlement establishes sets of circumstances under which the PMs shall be entitled to
credits against future payments to the State, one of which, the Tribal NPM Packs
credit, is expected to materially affect payments to the State under the MSA. The
Tribal NPM Packs credit is based on the number of packs of NPM cigarettes
(including NPM packs manufactured on reservations) sold to non-Native American
State consumers on or from Native American reservations in the State, on which
packs the State cigarette excise tax is not paid. See “NEW YORK NPM
SETTLEMENT”.

Industry Overview

Philip Morris and Reynolds Tobacco (both OPMs) are the largest manufacturers of
cigarettes in the United States (based on 2020 market share). The market for cigarettes
is highly competitive and is characterized by brand recognition. See “CERTAIN
INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY.”
As reported by the National Association of Attorneys General (“NAAG”), based upon
OPM shipments reported to Management Science Associates, Inc., an independent
third-party database management organization that collects wholesale shipment data
(“MSAI”), the OPMs accounted for approximately 79.97% * of the U.S. domestic

*

OPMs make payments under the MSA based upon the 0.0325 ounce per cigarette conversion rate, and SPMs make payments under the MSA based
upon the 0.09 ounce per cigarette conversion rate. The aggregate market share information is based on information as reported by NAAG and may
differ materially from the market share information as reported by the OPMs for purposes of their filings with the Securities and Exchange
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cigarette market in payment year 2021 (sales year 2020), measuring roll-your-own
cigarettes at 0.0325 ounces per cigarette conversion rate. Also as reported by NAAG,
based upon shipments reported to MSAI, the SPMs accounted for approximately
10.62%* of the U.S. domestic cigarette market in payment year 2021 (sales year 2020),
measuring roll-your-own cigarettes at 0.09 ounces per cigarette conversion rate.
Cigarette Consumption

As described in the Tobacco Consumption Report referred to below, domestic cigarette
consumption grew dramatically in the 20th century, reaching a peak of 640 billion
cigarettes in 1981. Consumption declined in the 1980s, 1990s, 2000s and 2010s, falling
to less than 400 billion cigarettes in 2003 and 264.5 billion cigarettes in 2014, before
increasing slightly to 269.6 billion cigarettes in 2015 and then decreasing to 258.5
billion cigarettes in 2016, 247.5 billion cigarettes in 2017, 235.5 billion cigarettes in
2018 and 224.2 billion cigarettes in 2019, and rising slightly to 228.8 billion cigarettes
in 2020. The Tobacco Consumption Report projects that consumption declines will
continue in subsequent years.
See “SUMMARY OF THE TOBACCO
CONSUMPTION REPORT” herein and APPENDIX A – “TOBACCO
CONSUMPTION REPORT” attached hereto.
On April 29, 2021, the FDA announced it is working to issue proposed product
standards within the next year to ban menthol as a characterizing flavor in cigarettes. A
Federal Trade Commission report estimated the 2019 domestic market share of menthol
cigarettes at 37%. Based on the first of two alternative forecasts that includes a national
menthol ban, the Tobacco Consumption Report projects U.S. cigarette consumption
decline to accelerate from a 4.6% decline in 2023 to an 8.7% decline in 2024 (the
Tobacco Consumption Report projects the ban to be effective by the middle of 2024),
followed by an 8.4% decline in 2025 (the first full year that the Tobacco Consumption
Report projects the ban to be effective), and projects U.S. cigarette consumption decline
to decelerate to a 3.4% decline in 2026. Based on the second of two alternative
forecasts that includes a national menthol ban, the Tobacco Consumption Report
projects U.S. cigarette consumption decline to accelerate from a 4.6% decline in 2023
to an 11.2% decline in 2024 (the Tobacco Consumption Report projects the ban to be
effective by the middle of 2024), followed by an 11.0% decline in 2025 (the first full
year that the Tobacco Consumption Report projects the ban to be effective), and
projects U.S. cigarette consumption decline to decelerate to a 3.4% decline in 2026. A
May 2021 report by Moody’s Investors Service estimates that a menthol ban will
accelerate the decline of U.S. cigarette volumes to the low double-digit level over the
next three to five years. See “RISK FACTORS—A Ban On Menthol Cigarettes Could
Materially Adversely Affect the Volume of Cigarettes Sold in the U.S. and Thus
Payments Under the MSA,” “RISK FACTORS—Risks Relating to the Tobacco
Consumption Report,” “PLEDGED REVENUES PROJECTION METHODOLOGY
AND BOND STRUCTURING ASSUMPTIONS” and APPENDIX A – “TOBACCO
CONSUMPTION REPORT.”

Tobacco Consumption
Report

IHS Global Inc. (“IHS Global”) has prepared a report dated September 9, 2021 on the
consumption of cigarettes in the United States from 2021 through 2066 entitled, “A
Forecast of U.S. Cigarette Consumption (2021-2066) for the Suffolk Tobacco Asset
Securitization Corporation” (the “Tobacco Consumption Report”).
IHS Global’s cigarette consumption model is based on historical United States data
between 1965 and 2020. In the Tobacco Consumption Report, IHS Global’s base case

Commission. See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY.” The aggregate market share
information from NAAG used in the Pledged Revenues Projection Methodology and Assumptions may differ materially in the future from the
market share information used by the MSA Auditor in calculating the adjustments to MSA payments in future years. See “PLEDGED REVENUES
PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” and “SUMMARY OF THE MASTER SETTLEMENT
AGREEMENT—Adjustments to Payments.”
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forecast projects the average annual rate of decline in U.S. cigarette consumption from
2021 through 2066 to be approximately 3.37%, resulting in a forecast of total U.S.
cigarette consumption in 2066 to be 47.5 billion cigarettes, including a roll-your-own
equivalent of 0.0325 ounces per cigarette (a 79% decline from the 2020 level). Also in
the Tobacco Consumption Report, IHS Global’s first alternative case (menthol ban)
forecast projects the average annual rate of decline in U.S. cigarette consumption from
2021 through 2066 to be approximately 3.59%, resulting in a forecast of total U.S.
cigarette consumption in 2066 to be 42.8 billion cigarettes, including a roll-your-own
equivalent of 0.0325 ounces per cigarette (an 81% decline from the 2020 level). IHS
Global’s second alternative case (menthol ban) forecast projects the average annual rate
of decline in U.S. cigarette consumption from 2021 through 2066 to be approximately
3.71%, resulting in a forecast of total U.S. cigarette consumption in 2066 to be 40.4
billion cigarettes, including a roll-your-own equivalent of 0.0325 ounces per cigarette
(an 82% decline from the 2020 level). The projections and forecasts regarding future
cigarette consumption included in the Tobacco 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. See “SUMMARY OF THE TOBACCO CONSUMPTION
REPORT” and APPENDIX A — “TOBACCO CONSUMPTION REPORT.” See also
“PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND
STRUCTURING ASSUMPTIONS.”
Interest and Principal or
Accreted Value

The Series 2021 Bonds will bear or accrete interest at the respective rates per annum as
described on the inside front cover page of this Offering Circular and as further
described herein. Interest on the Series 2021A Senior Bonds and the Series 2021B-1
Bonds will be payable semi-annually on June 1 and December 1 of each year (each, a
“Distribution Date”), commencing December 1, 2021. Interest on the Series 2021B2 Bonds will not be paid currently but will accrete in value, compounded semiannually
on each Distribution Date, commencing December 1, 2021 (to become part of Accreted
Value as more fully described herein), from the initial principal amount on the date of
delivery thereof to maturity or earlier redemption, at the rate of accretion specified on
the inside front cover page hereof. See APPENDIX H — “TABLE OF ACCRETED
VALUES OF SERIES 2021B-2 BONDS.” In the event that a Series 2021B-2 Bond
remains outstanding after its Maturity Date, such Bond will accrue and pay interest at
its Default Rate (as defined herein) from its Maturity Date. Interest on the Series 2021
Bonds will be calculated on the basis of a year of 360 days and twelve 30-day months.
Principal or Accreted Value is payable on the Series 2021 Bonds on their respective
scheduled Maturity Dates as set forth on the inside front cover page hereof. Principal
or Accreted Value is also payable on the Series 2021B-1 Bonds and the Series 2021B2 Bonds by Turbo Redemptions, as described below.

Turbo Redemption of
Series 2021B Subordinate
Bonds

The Indenture requires that all Collections (as defined herein) that are in excess of the
amounts required for the funding of Operating Expenses, interest payments, Sinking
Fund Installments, Serial Bond Maturities, Term Bond Maturities and replenishment of
the deficiencies in the Senior Liquidity Reserve Account and the Subordinate Liquidity
Reserve Account, if any, as described in “SECURITY FOR THE BONDS—
Application of Revenues,” be applied to the mandatory redemption of Turbo Term
Bonds (including the Series 2021B Subordinate Bonds) at the principal amount or
Accreted Value thereof on each Distribution Date (“Turbo Redemptions”). Such
Collections will be deposited in an account established and maintained by the Trustee
under the Indenture (the “Turbo Redemption Account”). Amounts in the Subordinate
Liquidity Reserve Account are not available to make Turbo Redemptions. Failure by
the Corporation to make any Turbo Redemptions will not constitute a Subordinate
Payment Default under the Indenture if such failure is due to the insufficiency of
S-8

available Collections to make such Turbo Redemptions. The ratings on the Series
2021B-1 Bonds do not address the payment of Turbo Redemptions on such Bonds. The
Series 2021B-2 Bonds are not rated. See “THE SERIES 2021 BONDS – Turbo
Redemption of Series 2021B Subordinate Bonds.”
For schedules of projected Turbo Redemptions, see the tables entitled “Projected Series
2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series
2021 Bonds – Base Case,” “– Alternative Case (Menthol Ban) 1” and “– Alternative
Case (Menthol Ban) 2” and the respective column headings “Series 2021B-2 Bonds —
Total Projected Principal Payments” in “TABLES OF PROJECTED BOND DEBT
SERVICE AND COVERAGE” herein (“Projected Turbo Redemption”).
In accordance with the Indenture, moneys in the Turbo Redemption Account shall not
be used to make open market purchases of Turbo Term Bonds.
Mandatory Redemption of
Series 2021A-2 Term
Bonds by Mandatory
Sinking Fund Installments

The Series 2021A-2 Bonds maturing on June 1, 2050 * are Term Bonds subject to
mandatory redemption from scheduled principal payments (“Sinking Fund
Installments”) as set forth in “THE SERIES 2021 BONDS — Redemption Provisions
— Mandatory Redemption of Series 2021A-2 Bonds from Mandatory Sinking Fund
Installments.” Failure to pay Sinking Fund Installments on the Series 2021A-2 Bonds
is an Event of Default under the Indenture. See “SECURITY FOR THE BONDS —
Events of Default; Remedies.”

Optional Redemption

Make-Whole Optional Redemption of Series 2021A-1 Bonds. The Series 2021A-1
Bonds are subject to redemption prior to maturity, at the election or direction of the
Corporation, on any date, in whole or in part, and if in part from such maturities and
interest rates as shall be determined by the Corporation on any Business Day (as defined
below) at a redemption price (the “Make Whole Optional Redemption Price”) equal
to the greater of: (A) the principal amount of such Series 2021A-1 Bonds to be
redeemed, or (B) the sum of the present values of the remaining scheduled payments
of principal and interest on such Series 2021A-1 Bonds to be redeemed, not including
any portion of those payments of interest accrued and unpaid as of the date such Series
2021A-1 Bonds are to be redeemed, discounted to the date of redemption of such Series
2021A-1 Bonds to be redeemed on a semiannual basis (assuming a 360-day year
consisting of twelve 30-day months) at the Treasury Rate plus (i) with respect to the
Series 2021A-1 Bonds maturing on June 1, ___ and June 1, ____, __ basis points, (ii)
with respect to the Series 2021A-1 Bonds maturing on June 1, ____, __ basis points,
and (iii) with respect to the Series 2021A-1 Bonds maturing on and after June 1, ____,
__ basis points, plus, in each case, accrued interest on such Series 2021A-1 Bonds being
redeemed to the date fixed for redemption.
The Make Whole Optional Redemption Price of any Series 2021A-1 Bond to be
redeemed will be calculated by an independent accounting firm, investment banking
firm, financial advisor or financial services firm (including the Trustee and its affiliates)
(the “Calculation Agent”) retained by the Corporation at the Corporation’s expense.
The Trustee and the Corporation may rely on the Calculation Agent’s determination of
the Make Whole Optional Redemption Price and will not be liable for such reliance.
The Corporation shall confirm and transmit the Make Whole Optional Redemption
Price as so calculated on such dates and to such parties as shall be necessary to
effectuate such redemption.
The “Treasury Rate” is, as of any redemption date for a Series 2021A-1 Bond, the
time-weighted interpolated average yield for a term equal to the Make Whole Period of

*

Preliminary, subject to change.
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the yields of the two U.S. Treasury nominal securities at “constant maturity”
(as compiled and published in the Federal Reserve Statistical Release H.15 (519) that
is publicly available not less than two (2) Business Days (as defined below) nor more
than 30 calendar days prior to the redemption date (excluding inflation indexed
securities) (or, if such Statistical Release is no longer published, any publicly available
source of similar market data) maturing immediately preceding and succeeding the
Make Whole Period. The Treasury Rate will be determined by the Calculation Agent
or an independent accounting firm, investment banking firm, or financial advisor
retained and compensated by the Corporation as a Corporation Expense. For purposes
of this subsection, “Business Day” means any day other than a day on which banks in
New York, New York, or the city in which the Trustee maintains its designated office
are required or authorized to close. “Make Whole Period” means the number of years,
including any fractional portion thereof, calculated on the basis of a 360-day year
consisting of twelve 30-day months, between the redemption date and the remaining
weighted average life of each Series 2021A-1 Bond to be redeemed.
Optional Redemption of Series 2021A-2 Bonds and Series 2021B Subordinate Bonds.
The Series 2021A-2 Bonds and Series 2021B Subordinate Bonds are subject to
redemption from any source other than amounts in the Pledged Accounts that are
required to secure any Bonds that will remain Outstanding after such redemption, at the
option of the Corporation (x) in the case of the Series 2021A-2 Bonds and the Series
2021B-1 Bonds, at a redemption price equal to one hundred percent (100%) of the
principal amount being redeemed plus interest accrued to the redemption date, and (y)
in the case of the Series 2021B-2 Bonds, at a redemption price equal to one hundred
percent (100%) of the Accreted Value being redeemed on the redemption date, in each
case in whole or in part on any date on or after June 1, 2031 *, and if in part, from any
Maturity Date selected by the Corporation in its discretion. The Series 2021B
Subordinate Bonds maturing on June 1, 2031* are not subject to optional redemption.
See APPENDIX E-1 – “FORM OF AMENDED AND RESTATED INDENTURE”
attached hereto.
Catch-Up Optional Redemption of Series 2021B Subordinate Bonds. The Series
2021B Subordinate Bonds are each subject to redemption from any source other than
amounts in the Pledged Accounts that are required to secure any Bonds that will
remain Outstanding after such redemption at the option of the Corporation, (x) in the
case of the Series 2021B-1 Bonds, at a redemption price equal to one hundred percent
(100%) of the principal amount being redeemed, plus interest accrued to the
redemption date, and (y) in the case of the Series 2021B-2 Bonds, at a redemption
price equal to one hundred percent (100%) of the Accreted Value being redeemed on
the redemption date, in each case 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 as set forth in the Base Case Projected Turbo Redemption schedule
but, as of the date of such redemption have not been paid with respect to such Series
2021B Subordinate Bonds, as applicable. See APPENDIX E-1 – “FORM OF
AMENDED AND RESTATED INDENTURE” attached hereto.
Clean-Up Call
Redemptions

*

Optional Clean-Up Call of the Series 2021A-2 Bonds. The Series 2021A-2 Bonds are
subject to optional redemption in whole, at the option of the Corporation, at a
redemption price equal to 100% of the principal amount being redeemed plus interest
accrued to the redemption date at any time that the available amounts on deposit in the
Senior Liquidity Reserve Account allocable to the Series 2021A-2 Bonds exceed the

Preliminary, subject to change.
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aggregate principal amount of, and accrued interest on, all Outstanding Series 2021A2 Bonds.
Mandatory Clean-Up Call of the Series 2021B-1 Bonds. The Series 2021B-1 Bonds
and any Bonds secured on parity with the Subordinate Bonds and which are secured by
the Subordinate Liquidity Reserve Account are subject to mandatory redemption in
whole at a redemption price equal to 100% of the principal amount being redeemed,
plus interest accrued to the redemption date from the available amounts on deposit in
the Pledged Accounts allocable to the Series 2021B-1 Bonds at any time that such
amounts exceed the aggregate principal amount of, and accrued interest on, all such
Outstanding Series 2021B-1 Bonds.
Mandatory Redemption of
Defeased Series 2021B
Subordinate Bonds

The Series 2021B Subordinate Bonds that are defeased in accordance with the
Indenture are subject to mandatory redemption, at a redemption price equal to (x) in the
case of the Series 2021B-1 Bonds, one hundred percent (100%) of the principal amount
being redeemed, and (y) in the case of the Series 2021B-2 Bonds, one hundred percent
(100%) of the Accreted Value being redeemed, on such date or dates in accordance
with the Pro Rata Defeasance Redemption Schedule described in “SECURITY FOR
THE BONDS — Defeasance.”

Prepayment from Lump
Sum Payments and Total
Lump Sum Payments

The Indenture provides that the Series 2021 Bonds are subject to mandatory redemption
(each a “Lump Sum Prepayment”) in whole or in part prior to their stated Maturity
Dates at the principal amount thereof being redeemed, without premium, (i) on any
Distribution Date from Lump Sum Payments on deposit in the Lump Sum Redemption
Account and (ii) on the earliest practicable Business Day from Total Lump Sum
Payments on deposit in the Lump Sum Redemption Account; provided, however, that
no Lump Sum Prepayment shall be made on Series 2021B-2 Bonds on any date after
which any Series 2021A Senior Bonds or Series 2021B-1 Bonds will remain
Outstanding. See “SECURITY FOR THE BONDS — Application of Revenues —
Prepayment from Lump Sum Payments” and “— Prepayment from Total Lump Sum
Payments”, as applicable.

Bond Structuring
Assumptions and
Methodology

The Series 2021 Bonds were structured on the basis of forecasts, which themselves are
based on assumptions, as described herein. Among these are a forecast of United States
cigarette consumption contained in the Tobacco Consumption Report, a forecast of the
application of certain adjustments and offsets to payments to be made by the PMs
pursuant to the MSA (including an assumption that there will not be an NPM
Adjustment applied to payments to the State), and a forecast of the Accounts
established under the Indenture and all earnings on amounts on deposit therein. In
addition, such forecasts were used to project amounts expected to be available for
redemption of the Series 2021B-1 Bonds and the Series 2021B-2 Bonds from Turbo
Redemptions and the resulting expected average life of such 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 2021 Bonds. See “PLEDGED
REVENUES PROJECTION METHODOLOGY AND BOND STRUCTURING
ASSUMPTIONS” herein.

Liquidity Reserve
Accounts

*

A reserve account (the “Senior Liquidity Reserve Account”) will be established and
maintained by the Trustee under the Indenture as security for the Series 2021A Senior
Bonds and any additional Senior Bonds secured thereby, which account will be
funded on the Closing Date in an amount equal to $11,455,190 * for as long as any

Preliminary, subject to change.
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Series 2021A Senior Bonds are Outstanding, or otherwise $0 (the “Senior Liquidity
Reserve Requirement”); provided, however, that at the option of the Corporation,
with a Rating Confirmation for any Bonds which are then rated by a Rating Agency,
the Senior Liquidity Reserve Requirement applicable on and after June 1, 2031 may be
changed to an amount equal to Maximum Annual Senior Bond Debt Service each year
for as long as any Senior Bonds are Outstanding, and otherwise $0. A reserve account
(the “Subordinate Liquidity Reserve Account” and, together with the Senior
Liquidity Reserve Account, the “Liquidity Reserve Accounts”) will be established
and maintained by the Trustee under the Indenture as security for the Series 2021B1 Bonds and any additional Subordinate Bonds secured thereby, which account will
be funded on the Closing Date in an amount equal to $1,981,000 *, for so long as any
Series 2021B-1 Bonds are Outstanding or otherwise $0 (the “Subordinate Liquidity
Reserve Requirement” and, together with the Senior Liquidity Reserve
Requirement, the “Liquidity Reserve Requirements”), which amount may (but is
not required to) be amended upon the issuance of Additional Bonds or Refunding
Bonds that constitute Subordinate Bonds in accordance with the applicable Series
Supplement. The Subordinate Liquidity Reserve Account does not secure the Series
2021B-2 Bonds. The Corporation is required to maintain each Liquidity Reserve
Account at the applicable Liquidity Reserve Requirement, to the extent of funds
available for such purpose pursuant to the Indenture.
Amounts on deposit in the Senior Liquidity Reserve Account will be available to pay
interest on the Series 2021A Senior Bonds, principal on the respective scheduled
Maturity Dates and sinking fund installments of the Series 2021A Senior Bonds, to the
extent available Collections are insufficient for such purpose. Amounts on deposit in
the Subordinate Liquidity Reserve Account will be available to pay interest on the
Series 2021B-1 Bonds and principal on the respective scheduled Maturity Dates of the
Series 2021B-1 Bonds, to the extent available Collections are insufficient for such
purpose. Amounts in the Subordinate Liquidity Reserve Account will not be available
to pay principal of or interest on the Series 2021B-2 Bonds or make Turbo Redemptions
of the Series 2021B Subordinate Bonds. Any amounts remaining in a Liquidity
Reserve Account in excess of the applicable Liquidity Reserve Requirement will be
deposited in the corresponding Debt Service Account on each Distribution Date. See
“SECURITY FOR THE BONDS.”
Application of Revenues

“Collections” are all Tobacco Settlement Revenues, Lump Sum Payments and Total
Lump Sum Payments deposited in the Collection Fund. The Trustee or the Corporation
will deposit all Tobacco Settlement Revenues, Lump Sum Payments and Total Lump
Sum Payments into the Collection Fund within two Business Days after they are
received, and the Trustee shall promptly notify the Corporation and the County of such
receipt; provided, however, that any such amounts constituting Unencumbered
Revenues shall first be deposited in the Unencumbered Revenues Subaccount and all
other such amounts shall be deposited in the Pledged Revenues Subaccount. As soon
as is possible, but in any event no later than five Business Days following each deposit
of Tobacco Settlement Revenues, Lump Sum Payments and Total Lump Sum Payments
in the Collection Fund (each such date, a “Deposit Date”), the Trustee shall withdraw
Pledged Revenues on deposit in the Pledged Revenues Subaccount and transfer such
amounts as described herein under “SECURITY FOR THE BONDS – Application of
Revenues.”
“Lump Sum Payment” means a payment from a Participating Manufacturer that
results in, or is due to, a release of that Participating Manufacturer from all or a portion
of its future obligations under the MSA. The term “Lump Sum Payment” does not

*

Preliminary, subject to change.
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include any payments that are Total Lump Sum Payments, any non-scheduled
prepayment other than a Lump Sum Payment or any payments made with respect to
prior payment obligations.
“Pledged Revenues” means all Revenues, Lump Sum Payments and Total Lump Sum
Payments, other than Unencumbered Revenues.
“Revenues” means the Tobacco Settlement Revenues and all aid, rents, fees, charges,
payments, investment earnings and other income and receipts (including proceeds of
Bonds but only to the extent deposited in an Account) paid or payable to the
Corporation or the Trustee for the account of the Corporation or the Beneficiaries.
“Tobacco Settlement Revenues” means the Annual Payments that are owned by and
payable to the Corporation pursuant to the MSA, the Consent Decree and the Amended
and Restated Purchase and Sale Agreement, and the right to receive the same.
“Total Lump Sum Payments” means a final payment under the MSA from all of the
Participating Manufacturers that results in, or is due to, a release of all of the
Participating Manufacturers from all of their future obligations under the MSA.
Events of Default

An “Event of Default” under the Indenture means any one of the following:
(a)

a Senior Payment Default;

(b)

a Subordinate Payment Default;

(c)
the Corporation fails to observe or perform any other provision of the
Indenture, which failure is not remedied within 60 days after written notice thereof is
given to the Corporation by the Trustee or to the Corporation and the Trustee by the
Holders of at least 25% of the Aggregate Principal Obligation;
provided, however, that, failure to make any Turbo Redemption because of
insufficiency of available Pledged Revenues pursuant to the Indenture does not
constitute a Default or an Event of Default. In the case of a Default under clause (c), if
the Default cannot be corrected within the said 60-day period and is diligently pursued
until the Default is corrected, it shall not constitute an Event of Default if corrective
action is instituted by the Corporation within said 60-day period and diligently pursued
until the Default is corrected.
(d)
bankruptcy, reorganization, arrangement or insolvency proceedings, or other
proceedings for relief under any bankruptcy or similar law or laws for the relief of
debtors, are instituted by or against the Corporation and, if instituted against the
Corporation, are not dismissed within 60 days after such institution;
(e)
the County fails to observe or perform its covenant included in the Indenture
for the benefit of the Holders, which failure is not remedied within 30 days after written
notice thereof is given to the Corporation and the County by the Trustee, which the
Trustee may give in its discretion and shall be given at the direction of the Holders of
at least 25% of the Aggregate Principal Obligation;
(f)
the County fails to pay promptly to the Corporation or the Trustee any
Tobacco Settlement Revenues or Lump Sum Payments received by it; or
(g)
the State consents to or acquiesces in an amendment or modification of the
MSA so as materially to reduce the amount of Tobacco Settlement Revenues payable
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to the State under the MSA or to materially delay any date of payment of a material
amount thereof.
Notwithstanding the foregoing, an Event of Default described in clause (b) shall not
cause any Senior Bond to be deemed to be in default if (i) the payment of all interest
and principal then due on such Senior Bonds has been timely paid, and (ii) until no
Senior Bonds are Outstanding shall not give rise to any of the remedies under the
Indenture being available to cure any such payment default on Subordinate Bonds.
Upon the occurrence of a Senior Payment Default and continuing on each succeeding
Distribution Date commencing with the Distribution Date following such Senior
Payment Default, the Bonds shall be paid as described herein under “SECURITY FOR
THE BONDS—Application of Revenues— Payment upon a Senior Payment Default
or Subordinate Payment Default.”
Upon the occurrence of a Subordinate Payment Default and continuing on each
succeeding Distribution Date commencing with the Distribution Date following such
Subordinate Payment Default, the Bonds shall be paid as described herein under
“SECURITY FOR THE BONDS—Application of Revenues— Payment upon a Senior
Payment Default or Subordinate Payment Default.”
See “SECURITY FOR THE BONDS – Events of Default; Remedies” herein for a
discussion of Events of Default and the related remedies available to the Trustee.
Additional Bonds,
Refunding Bonds and
Subordinate Bonds

See “SECURITY FOR THE BONDS – Additional Bonds, Refunding Bonds and
Subordinate Bonds” herein.

Covenants

The Corporation and the State have made certain covenants for the benefit of the
Holders. See APPENDIX E-1 – “FORM OF AMENDED AND RESTATED
INDENTURE” attached hereto for the covenants made by the Corporation,
APPENDIX E-2 – “FORM OF AMENDED AND RESTATED PURCHASE AND
SALE AGREEMENT” attached hereto for the covenants made by the County in the
Amended and Restated Purchase and Sale Agreement and APPENDIX E-1 – “FORM
OF AMENDED AND RESTATED INDENTURE” attached hereto for the County’s
covenants that the Corporation is authorized to include in the Indenture.

Continuing Disclosure

In order to assist the Underwriters in complying with Rule 15c2-12(b)(5) (the “Rule”)
of the U.S. Securities and Exchange Commission, pursuant to a Continuing Disclosure
Agreement (the “Continuing Disclosure Undertaking”), the Corporation will agree
to provide, or cause to be provided, to the Municipal Securities Rulemaking Board, on
its Electronic Municipal Market Access (“EMMA”) system, certain annual financial
information and operating data and, in a timely manner, notice of certain listed events.
See “CONTINUING DISCLOSURE UNDERTAKING” and APPENDIX G —
“FORM OF CONTINUING DISCLOSURE UNDERTAKING.”.

Ratings

The ratings for the Series 2021A Senior Bonds and Series 2021B-1 Bonds address only
(i) the payment of interest on such Bonds, when due, and (ii) the payment of principal
of such Bonds by their Maturity Dates (and, with respect to the Series 2021A-2 Bonds
that are Term Bonds, sinking fund installment dates). The payment of Turbo
Redemptions on the Series 2021B-1 Bonds has not been rated by S&P Global Ratings
(“S&P” ). The Series 2021B-2 Bonds are not rated and involve additional risks that
may not be appropriate for certain investors. See “RISK FACTORS—Market for Series
2021B-2 Bonds; No Credit Rating on Series 2021B-2 Bonds.” A rating is not a
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recommendation to buy, sell or hold securities and is subject to revision or withdrawal
at any time. See “RATINGS” herein.
Risk Factors and Legal
Considerations

Reference is made to “RISK FACTORS” and “LEGAL CONSIDERATIONS” herein
for a description of certain risks and considerations relevant to an investment in the
Series 2021 Bonds.

Tax Matters

In the opinion of Nixon Peabody LLP, Transaction Counsel to the Corporation, under
existing law and assuming compliance with the tax covenants described herein and the
accuracy of certain representations and certifications made by the Corporation, interest
on the Series 2021A-2 Bonds and the Series 2021B Subordinate Bonds is excluded
from gross income for federal income tax purposes under Section 103 of the Internal
Revenue Code of 1986, as amended (the “Code”). Transaction Counsel is also of the
opinion that such interest is not treated as a preference item in calculating the alternative
minimum tax under the Code. Transaction Counsel also is of the opinion that interest
on the Series 2021A-1 Bonds is included in gross income for Federal income tax
purposes pursuant to the Code. In addition, in the opinion of Transaction Counsel,
under existing law, interest on the Series 2021 Bonds is exempt from personal income
taxes imposed by the State of New York or any political subdivision thereof including
The City of New York. See “TAX MATTERS.”

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 and the Amended and Restated Purchase and Sale Agreement may be
obtained upon request from the Trustee at: 240 Greenwich Street, New York, New York
10286. Any statements in this Offering Circular involving matters 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 between or among
any of the Corporation, the Underwriters and the Holders of the Series 2021 Bonds.
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INTRODUCTORY STATEMENT
The Suffolk Tobacco Asset Securitization Corporation (the “Corporation”) is issuing its Tobacco Settlement
Asset-Backed Bonds, Series 2021, consisting of $27,155,000 * Series 2021A-1 Bonds, which are senior federally
taxable current interest bonds (the “Series 2021A-1 Bonds”), $113,315,000* Series 2021A-2 Bonds, which are senior
tax-exempt current interest bonds (the “Series 2021A-2 Bonds”, and together with the Series 2021A-1 Bonds the
“Series 2021A Senior Bonds”), $56,700,000* Series 2021B-1 Bonds, which are subordinate tax-exempt current
interest turbo term bonds (the “Series 2021B-1 Bonds” ), and $83,564,731.25* Series 2021B-2 Bonds, which are
subordinate tax-exempt turbo term capital appreciation bonds (the “Series 2021B-2 Bonds”, and together with the
Series 2021B-1 Bonds, the “Series 2021B Subordinate Bonds”) pursuant to an Amended and Restated Indenture
(the “Indenture”), dated as of August 1, 2008, as amended and restated as of September 1, 2021, between the
Corporation and The Bank of New York Mellon, as trustee (the “Trustee”). The Series 2021A Senior Bonds and the
Series 2021B Subordinate Bonds are collectively referred to herein as the “Series 2021 Bonds.” The Corporation will
use the proceeds from the issuance of the Series 2021 Bonds, together with other available funds, to (i) repurchase
and cancel by means of a tender offer certain of the Corporation’s outstanding Tobacco Settlement Asset-Backed
Bonds, Series 2008 (the “Series 2008 Bonds”) and the Corporation’s outstanding Tobacco Settlement Asset-Backed
Bonds, Series 2012 (the “Series 2012 Bonds”), (ii) refund the remaining Series 2008 Bonds and Series 2012 Bonds
through defeasance and redemption, (iii) fund deposits to the Senior Liquidity Reserve Account and the Subordinate
Liquidity Reserve Account, each held under the Indenture, (iv) fund interest on the Series 2021 Bonds through
December 1, 2021, and (v) pay costs of issuance in connection with the issuance of the Series 2021 Bonds. The Series
2021 Bonds, collectively with any Refunding Bonds and Additional Bonds (each as defined herein) that may be issued
by the Corporation pursuant to the Indenture, are referred to herein as the “Bonds.” See “PLAN OF REFUNDING”
and “ESTIMATED SOURCES AND USES OF FUNDS.”
The Corporation is a local development corporation organized by the County of Suffolk, New York (the
“County”) under the Not-for-Profit Corporation Law of the State of New York (the “State”) and an instrumentality
of, but separate and apart from, the County. See “THE CORPORATION” herein.
Pursuant to a Purchase and Sale Agreement, dated as of August 1, 2008 (the “2008 Purchase and Sale
Agreement”) between the County, as seller, and the Corporation, as purchaser, the County sold to the Corporation
the County’s right, title and interest in the amounts payable to the County under the MSA (as defined herein)
(collectively, the “Tobacco Assets”). As a result, the Corporation was entitled to receive 2.673% of all Annual
Payments (as defined herein) made by the PMs to the State under the MSA. Under the Indenture, dated as of August
1, 2008 (the “Original Indenture”), between the Corporation and the Trustee, the Corporation assigned and pledged
36% of the Annual Payments received by the Corporation through December 31, 2012, and 75% thereafter, and like
percentages of any lump sum payments, constituting the “2008 Pledged Revenues,” to the Trustee as security for the
Series 2008 Bonds. The State and the County issued irrevocable instructions informing the MSA Escrow Agent that
payments of Tobacco Assets owed to the County were sold to the Corporation and directing the MSA Escrow Agent
to disburse the Tobacco Assets directly to the Trustee.
The purchase price paid by the Corporation to the County under the 2008 Purchase and Sale Agreement
consisted of: (i) the net proceeds of the sale of the Corporation’s Series 2008 Bonds and (ii) the Corporation’s 100%
beneficial ownership interest in the Residual Trust established by the Corporation (the “Residual Trust”). The assets
of the Residual Trust consisted primarily of a security (the “Residual Certificate”) which entitled the Residual Trust
to the net proceeds of the Corporation’s Bonds issued under the Original Indenture after its issuance of the Series 2008
Bonds (other than refunding Bonds), and to the unpledged Revenues received by the Corporation (the “2008
Ownership Interest”). The County owned the sole beneficial interest in the Residual Trust.
Pursuant to a Purchase and Sale Agreement, dated as of March 1, 2012 (the “2012 Purchase and Sale
Agreement”) between the County, as seller, and the Corporation, as purchaser, in connection with the issuance of the
Series 2012 Bonds, the Corporation purchased from the County the 2008 Ownership Interest. The purchase price paid
by the Corporation to the County under the 2012 Purchase and Sale Agreement consisted of: (i) the net proceeds of
the Series 2012 Bonds; and (ii) the 100% beneficial ownership interest in the Suffolk County 2012 Residual Trust
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established by the Corporation (the “2012 Residual Trust”), the assets of which consist primarily of a security (the
“2012 Residual Certificate”), issued by the Corporation under the Indenture, dated as of March 1, 2012 (the “2012
Indenture”), between the Corporation and The Bank of New York Mellon (the “2012 Trustee”) which entitles the
2012 Residual Trust to any surplus revenues that have been released from the lien of the 2012 Indenture.
In connection with the issuance of the Series 2021 Bonds, the Original Indenture will be amended and restated
to consolidate the 2008 Pledged Revenues and 2012 Pledged Revenues into a single pledge for the benefit of Bonds
issued under the Indenture. Bonds issued under the Indenture, including the Series 2021 Bonds, are secured by and
are payable solely from (i) the Tobacco Assets that were sold to the Corporation pursuant to the Amended and Restated
Purchase and Sale Agreement (as defined below) and pledged to the Trustee under the Indenture (the “Pledged
Revenues”) and (ii) the other Collateral (as defined herein) pledged under the Indenture. The Pledged Revenues do
not include the “Unencumbered Revenues,” which are defined in the Indenture as a portion of the Tobacco
Settlement Revenues and Lump Sum Payments received by or on behalf of the Corporation on and after January 1,
2022 through and including December 31, 2048 in the amount of $1,500,000 in each calendar year. None of the
proceeds of the Series 2021 Bonds or any earnings therefrom, unless deposited into one of the Pledged Accounts (as
defined herein), shall in any way be pledged to the payment of the Bonds. See “SECURITY FOR THE BONDS”
herein.
In addition, in connection with the issuance of the Series 2021 Bonds, the 2008 Purchase and Sale Agreement
will be amended and restated as of September 1, 2021 (the “Amended and Restated Purchase and Sale
Agreement”), to clarify that the Tobacco Assets conveyed by the County to the Corporation thereunder include the
2008 Ownership Interest that was previously conveyed by the County to the Corporation pursuant to the 2012 Purchase
and Sale Agreement. Upon the delivery of the Series 2021 Bonds and the refunding of the Series 2008 Bonds and
Series 2012 Bonds, the 2012 Indenture, the 2012 Purchase and Sale Agreement, the 2012 Residual Trust and the 2012
Residual Certificate will be terminated and cancelled and will no longer be in effect. See “PLAN OF REFUNDING”
herein.
The MSA, which was entered into on November 23, 1998, among the attorneys general of 46 states (including
the State), the District of Columbia, the Commonwealth of Puerto Rico, Guam, the U.S. Virgin Islands, American
Samoa and the Commonwealth of the Northern Mariana Islands (collectively, the “Settling States”) and the then four
largest United States tobacco manufacturers (namely, Philip Morris Incorporated (now Philip Morris USA Inc.,
“Philip Morris”), R.J. Reynolds Tobacco Company (“Reynolds Tobacco”), Brown & Williamson Tobacco
Corporation (“B&W”) and Lorillard Tobacco Company (“Lorillard”) (collectively, the “Original Participating
Manufacturers” or “OPMs,” which term also includes Imperial Brands PLC (formerly named Imperial Tobacco
Group PLC) with respect to those cigarette brands that it acquired from Reynolds Tobacco and Lorillard), resolved all
cigarette smoking-related litigation between the Settling States and the OPMs, released the OPMs and the tobacco
companies that become parties to the MSA after the OPMs (the “Subsequent Participating Manufacturers” or
“SPMs,” and together with the OPMs, the “Participating Manufacturers” or “PMs”) from past and present cigarette
smoking-related claims by the Settling States, and provides for a continuing release of future cigarette smoking-related
claims by the Settling States in exchange for payments to be made to the Settling States, as well as, among other
things, certain tobacco advertising and marketing restrictions.
Under the MSA, the base amounts of Annual Payments (as defined herein) payable by the PMs thereunder
are subject to various adjustments, offsets and recalculations, including the “NPM Adjustment,” which operates in
the event of a Market Share Loss (as defined in the MSA) by PMs to tobacco companies that are not parties to the
MSA (“Non-Participating Manufacturers” or “NPMs”), as a result of such PMs’ participation in the MSA. See
“RISK FACTORS—Payment Decreases Under the Terms of the MSA,” “SUMMARY OF THE MASTER
SETTLEMENT AGREEMENT—Adjustments to Payments” and “NEW YORK NPM SETTLEMENT”. As
discussed further herein, the NPM Adjustment has been the subject of disputes between the State and the PMs, as
well as other Settling States and the PMs, since at least 2004. The dispute between the PMs and the State has been
addressed in a settlement agreement which became effective October 16, 2015 (the “NY NPM Settlement”). For
a discussion of the NY NPM Settlement and its potential impact on amounts due to the State under the MSA, see
“NEW YORK NPM SETTLEMENT”. A copy of the NY NPM Settlement is included in APPENDIX C-2.
The amount of Pledged Revenues depends on many factors, including future domestic cigarette consumption,
the financial capability of the PMs and the domestic tobacco industry, litigation generally, including litigation
2

challenging the MSA and related state statutes, and federal, state and local regulations affecting the domestic tobacco
industry, including a ban on menthol cigarettes. On April 29, 2021, the FDA announced it is working to issue proposed
product standards within the next year to ban menthol as a characterizing flavor in cigarettes. A Federal Trade
Commission report estimated the 2019 domestic market share of menthol cigarettes at 37%. Based on the first of two
alternative forecasts that includes a national menthol ban, the Tobacco Consumption Report projects U.S. cigarette
consumption decline to accelerate from a 4.6% decline in 2023 to an 8.7% decline in 2024 (the Tobacco Consumption
Report projects the ban to be effective by the middle of 2024), followed by an 8.4% decline in 2025 (the first full year
that the Tobacco Consumption Report projects the ban to be effective), and projects U.S. cigarette consumption decline
to decelerate to a 3.4% decline in 2026. Based on the second of two alternative forecasts that includes a national
menthol ban, the Tobacco Consumption Report projects U.S. cigarette consumption decline to accelerate from a 4.6%
decline in 2023 to an 11.2% decline in 2024 (the Tobacco Consumption Report projects the ban to be effective by the
middle of 2024), followed by an 11.0% decline in 2025 (the first full year that the Tobacco Consumption Report
projects the ban to be effective), and projects U.S. cigarette consumption decline to decelerate to a 3.4% decline in
2026. A May 2021 report by Moody’s Investors Service estimates that a menthol ban will accelerate the decline of
U.S. cigarette volumes to the low double-digit level over the next three to five years. See “RISK FACTORS—A Ban
On Menthol Cigarettes Could Materially Adversely Affect the Volume of Cigarettes Sold in the U.S. and Thus
Payments Under the MSA,” “PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND
STRUCTURING ASSUMPTIONS” and APPENDIX A – “TOBACCO CONSUMPTION REPORT.” See also
“CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY” for a discussion of
certain information relating to the PMs and the domestic tobacco industry.
The Series 2021 Bonds are limited obligations of the Corporation, payable solely from certain funds
held under the Indenture, including Collections. The Series 2021 Bonds are not secured by the proceeds thereof,
with the exception of the proceeds deposited in the Pledged Accounts, with the Senior Liquidity Reserve
Account securing only the Series 2021A Senior Bonds and the Subordinate Liquidity Reserve Account securing
only the Series 2021B-1 Bonds. The Senior Liquidity Reserve Account does not secure the Series 2021B
Subordinate Bonds. The Subordinate Liquidity Reserve Account does not secure the Series 2021B-2 Bonds.
The Series 2021 Bonds do not constitute a charge against the general credit of the Corporation and under no
circumstances will the Corporation be obligated to pay the interest on or principal or Accreted Value of or
redemption premiums, if any, on the Series 2021 Bonds except from Collections and balances held under the
Pledged Accounts (where applicable, and, to the extent available). The Series 2021 Bonds are not a debt or
liability of the County or the State and neither the County nor the State shall be liable thereon. The
Corporation does not have the power to pledge the credit, the revenues or the taxing power of the County or
the State; and the credit, revenues and taxing power of the County or the State shall not and shall not be deemed
to be, pledged. The Corporation has no taxing power.
Interest on the Series 2021A Senior Bonds and the Series 2021B-1 Bonds will be payable semi-annually on
June 1 and December 1 of each year (each, a “Distribution Date,” as such term is more fully defined in APPENDIX
E-1 – “FORM OF AMENDED AND RESTATED INDENTURE”), commencing December 1, 2021. Interest on the
Series 2021B-2 Bonds will not be paid currently but will accrete in value, compounded semiannually on each
Distribution Date, commencing December 1, 2021 (to become part of Accreted Value as more fully described herein),
from the initial principal amount on the date of delivery thereof to maturity or earlier redemption, at the rate of
accretion specified on the inside front cover page hereof. See APPENDIX H — “TABLE OF ACCRETED VALUES
OF SERIES 2021B-2 BONDS.” Principal or Accreted Value is payable on the Series 2021 Bonds on their respective
scheduled Maturity Dates as set forth on the inside front cover page hereof. Failure to pay any Turbo Redemptions
on the Series 2021B Subordinate Bonds will not constitute an Event of Default under the Indenture if such failure is
due to the insufficiency of available Collections (as defined herein). The Series 2021A-1 Bonds are subject to makewhole optional redemption. The Series 2021A-2 Bonds are subject to optional redemption and optional clean-up call,
and the Series 2021A-2 Bonds that are Term Bonds are subject to mandatory redemption by Sinking Fund
Installments. The Series 2021B Subordinate Bonds are Turbo Term Bonds subject to Turbo Redemption and optional
redemption, each as described herein. The Series 2021B-1 Bonds are also subject to mandatory clean-up call, as
described herein. See “SECURITY FOR THE BONDS” and “THE SERIES 2021 BONDS”.
Certain methodologies and assumptions were used to establish the amounts and scheduled Maturity Dates of
the Series 2021 Bonds and the Projected Turbo Redemptions of the Series 2021B Subordinate Bonds. See “TABLES
OF PROJECTED BOND DEBT SERVICE AND COVERAGE” and “PLEDGED REVENUES PROJECTION
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METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS.” In addition, the amount and timing of
payments on the Series 2021 Bonds may be affected by various factors. See “RISK FACTORS” and “LEGAL
CONSIDERATIONS.” The Series 2021B-2 Bonds are not rated and involve additional risks that may not be
appropriate for certain investors.
SECURITY FOR THE BONDS
Amended and Restated Purchase and Sale Agreement
In connection with the issuance of the Series 2021 Bonds, the 2008 Purchase and Sale Agreement will be
amended and restated as of September 1, 2021, to clarify that the Tobacco Assets conveyed by the County to the
Corporation thereunder include the 2008 Ownership Interest that was previously conveyed by the County to the
Corporation pursuant to the 2012 Purchase and Sale Agreement. Upon the delivery of the Series 2021 Bonds and the
purchase, defeasance and/or refunding of the Series 2008 Bonds and Series 2012 Bonds, the 2012 Indenture, the 2012
Purchase and Sale Agreement, the 2012 Residual Trust and the 2012 Residual Certificate will be terminated and
cancelled and will no longer be in effect. See “PLAN OF REFUNDING” herein
Collateral under the Indenture
The Bonds (including the Series 2021 Bonds) are secured by a first priority lien and security interest in all of
the Corporation’s right, title, and interest, whether now owned or hereafter acquired, in, to, and under (a) the Pledged
Revenues, (b) all rights to receive the Pledged Revenues and the proceeds of such rights, (c) all Accounts and assets
thereof, including money, general intangibles, investment property or other personal property, held by the Trustee
under the Indenture, (d) all rights and interest of the Corporation under the Amended and Restated Purchase and Sale
Agreement, including the representations, warranties and covenants of the County in the Amended and Restated
Purchase and Sale Agreement, (e) the Tobacco Assets and payments in respect of Tobacco Assets, (f) all proceeds of
the foregoing, and (g) any and all other property of every kind and nature from time to time hereafter, by delivery or
by writing of any kind, conveyed, pledged, assigned or transferred as and for additional security under the Indenture
(collectively, the “Collateral”). The Collateral does not include the rights of the Corporation pursuant to provisions
for consent or other action by the Corporation, notice to the Corporation, indemnity or the filing of documents with
the Corporation, or otherwise for its benefit and not for that of the Holders. 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, and such amounts shall not be part of the Collateral. See APPENDIX E-1 – “FORM OF AMENDED
AND RESTATED INDENTURE” attached hereto.
The “Pledged Accounts” are the Collection Fund (except to the extent that money therein is allocable to the
Unencumbered Revenues Subaccount), the Senior Debt Service Account, the Senior Liquidity Reserve Account, the
Subordinate Debt Service Account, the Subordinate Liquidity Reserve Account, the Turbo Redemption Account, the
Subordinate Extraordinary Payment Account, and the Lump Sum Redemption Account, including all subaccounts
contained in the named accounts. In no event will Pledged Accounts include the Unencumbered Revenues
Subaccount.
Liquidity Reserve Accounts
Senior Liquidity Reserve Account. The “Senior Liquidity Reserve Account” has been established and is
maintained by the Trustee, and secures only the Series 2021A Senior Bonds and any Additional Senior Bonds secured
thereby. The Senior Liquidity Reserve Account does not secure the Series 2021B Subordinate Bonds or any other
Subordinate Bonds. The Senior Liquidity Reserve Account will be funded on the Closing Date in the amount of the
“Senior Liquidity Reserve Requirement”, which is an amount equal to $11,455,190 *, for as long as any Series
2021A Senior Bonds are Outstanding, or otherwise $0; provided, however, that at the option of the Corporation, with
a Rating Confirmation for any Bonds which are then rated by a Rating Agency, the Senior Liquidity Reserve
Requirement applicable on and after June 1, 2031 may be changed to an amount equal to Maximum Annual Senior
Bond Debt Service each year for as long as any Senior Bonds are Outstanding, and otherwise $0. “Maximum Annual
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Senior Bond Debt Service” means, as of any date, the greatest aggregate amount payable in the then-current calendar
year or any future calendar year in respect of principal, Sinking Fund Installments and interest on Senior Bonds.
Amounts in the Senior Liquidity Reserve Account will be available to pay principal (including Sinking Fund
Installments) and interest on the Series 2021A Senior Bonds. Unless a Senior Payment Default has occurred, Pledged
Revenues (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 equals or exceeds the principal of and interest on all Outstanding Series 2021A Senior Bonds secured
by such account, amounts on deposit in the Senior Liquidity Reserve Account will be applied as described in “—
Application of Revenues—Transfers to Accounts” below.
Subordinate Liquidity Reserve Account. The “Subordinate Liquidity Reserve Account” has been
established and is maintained by the Trustee, and secures only the Series 2021B-1 Bonds. The Subordinate Liquidity
Reserve Account does not secure the Series 2021B-2 Bonds. The Subordinate Liquidity Reserve Account will be
funded on the Closing Date in the amount of the “Subordinate Liquidity Reserve Requirement”, which is an amount
equal to $1,981,000 * for so long as any Series 2021B-1 Bonds are Outstanding or otherwise $0, and which amount
may (but is not required to) be amended upon the issuance of Additional Bonds or Refunding Bonds that constitute
Subordinate Bonds in accordance with the applicable Series Supplement.
Amounts in the Subordinate Liquidity Reserve Account will be available to pay principal and interest on the
Series 2021B-1 Bonds, but will not be available for the Series 2021B-2 Bonds or the Turbo Redemptions. Unless a
Subordinate Payment Default has occurred, Pledged Revenues (to the extent available) will be used to replenish the
Subordinate Liquidity Reserve Account to the Subordinate Liquidity Reserve Requirement. On any Distribution Date
on which the amount on deposit in the Subordinate Liquidity Reserve Account equals or exceeds the principal of and
interest on all Outstanding Series 2021B-1 Bonds secured by such account, amounts on deposit in the Subordinate
Liquidity Reserve Account will be applied as described in “—Application of Revenues—Transfers to Accounts”
below.
Defeasance
Total Defeasance. When (i) there is held by or for the account of the Trustee Defeasance Collateral in such
principal amounts, bearing fixed interest at such rates and with such maturities, as will provide sufficient funds to pay,
or to redeem in accordance with the Indenture, or any portion of Outstanding Bonds in accordance with their terms
and all or any portion of obligations to Beneficiaries (the holders of said Bonds and such Beneficiaries herein called
the “Defeased Beneficiaries”) (to be verified by a nationally recognized firm of independent certified public
accountants), but excluding the Subordinate Residual Rights of the holder of the Residual Certificate, (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, and (iii) all the rights under the Indenture of the Fiduciaries have been
provided for, then upon written notice from the Corporation to the Trustee, such Defeased Beneficiaries will cease to
be entitled to any benefit or security under the Indenture except the right to receive payment of the funds so held and
other rights which by their nature cannot be satisfied prior to or simultaneously with termination of the lien hereof;
the security interests created by the Indenture with respect to such Defeased Beneficiaries (except in such funds and
investments) will terminate, and the Corporation and the Trustee will execute and deliver such instruments as may be
necessary to discharge the Trustee’s lien and security interests created under the Indenture with respect to such
Defeased Beneficiaries. Upon such defeasance, the funds and investments required to pay or redeem the Bonds and
other obligations to such Defeased Beneficiaries will be irrevocably set aside for that purpose, subject, however, to
the terms of the Indenture, and money held for defeasance 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 Bonds and such other obligations. Any
funds or other property held by the Trustee and not required for payment or redemption of the Bonds and such other
obligations to Defeased Beneficiaries and Fiduciaries in full shall be distributed in accordance with the order of the
Corporation.
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Partial Defeasance. Subject to the requirements of the Indenture, the Corporation may create a defeasance
escrow for the retirement and defeasance of any Bonds subject to and in accordance with the Indenture. Thereafter,
the Holders of such defeased bonds 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 termination of the lien of the Indenture.
Defeasance of Turbo Term Bonds. For each Defeased Turbo Term Bond of the same Maturity Date and
Series, the Corporation must determine a Pro Rata Defeasance Redemption Schedule as described below. In
establishing the defeasance 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 the Series 2021B Subordinate Bonds, in the table entitled
“Projected Series 2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021 Bonds –
Base Case” and the column heading “Series 2021B Subordinate Bonds — Total Projected Principal Payments” in
“TABLES OF PROJECTED BOND DEBT SERVICE AND COVERAGE” herein) that is allocable to the Defeased
Turbo Term Bonds. The Pro Rata portion of each Projected Turbo Redemption shall be calculated as of the date of
the defeasance 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 be 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 defined as the
“Pro Rata Defeasance Redemption Schedule,” and each such payment referred to as a pro rata “Defeasance
Redemption.”
For each Defeased Turbo Term Bond of the same Maturity Date and Series, the Trustee shall establish a
defeasance escrow which: (a) redeems on the earliest possible date the Pro Rata Defeasance Redemptions (as defined
in the Indenture) 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.
“Pro Rata” means, for an allocation of available amounts to any payment of interest or principal to be made
under the Indenture, the application of a fraction to such available amounts (a) the numerator of which is equal to the
amount due to the respective Holders to whom such payment is owing, and (b) the denominator of which is equal to
the total amount due to all Holders to whom such payment is owing; provided, that only with respect to any payment
of principal to be made Pro Rata under the Indenture, such payment shall be made Pro Rata to the extent possible, and
then any remaining balance of such payment of principal shall be allocated by lot, in each case in applicable authorized
denominations.
Such provisions relating to the defeasance of Turbo Term Bonds shall not be construed to limit the optional
redemption of Bonds of a Series pursuant to the applicable Series Supplement.
Limited Obligations
The Series 2021 Bonds are limited obligations of the Corporation, payable solely from certain funds held
under the Indenture, including Pledged Revenues. The Series 2021 Bonds are not secured by the proceeds thereof,
with the exception of the proceeds deposited in the Pledged Accounts, with the Senior Liquidity Reserve Account
securing only the Series 2021A Senior Bonds (and any other Senior Bonds designated to be secured by such Senior
Liquidity Reserve Account that may be issued) and the Subordinate Liquidity Reserve Account securing only the
Series 2021B-1 Bonds (and any other Subordinate Bonds designated to be secured by such Subordinate Liquidity
Reserve Account that may be issued). The Senior Liquidity Reserve Account does not secure the Series 2021B
Subordinate Bonds or any other Subordinate Bonds that may be issued. The Subordinate Liquidity Reserve Account
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does not secure the Series 2021B-2 Bonds. The Series 2021 Bonds do not constitute a charge against the general credit
of the Corporation and under no circumstances will the Corporation be obligated to pay the interest on or principal or
Accreted Value of or redemption premiums, if any, on the Series 2021 Bonds except from Collections and balances
held under the Pledged Accounts (where applicable, and, to the extent available). The Corporation has no taxing power
and no assets are available to pay Series 2021 Bonds other than the assets acquired pursuant to the Amended and
Restated Purchase and Sale Agreement, pledged under the Indenture. No assets of the State are pledged to secure or
will be available to pay debt service on the Series 2021 Bonds.
Application of Revenues
The Trustee or the Corporation will deposit all Tobacco Settlement Revenues, Lump Sum Payments and
Total Lump Sum Payments into the Collection Fund within two Business Days after they are received, and the Trustee
shall promptly notify the Corporation and the County of such receipt; provided, however, that any such amounts
constituting Unencumbered Revenues shall first be deposited in the Unencumbered Revenues Subaccount and all
other such amounts shall be deposited in the Pledged Revenues Subaccount. All Collections that have been identified
by an Officer’s Certificate as consisting of Lump Sum Payments or 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 following
Distribution Date) transferred to the Lump Sum Redemption Account and applied as described below under “THE
SERIES 2021 BONDS— Prepayment from Lump Sum Payments and Total Lump Sum Payments”, in accordance
with the instructions received by the Trustee pursuant to an Officer’s Certificate. As soon as possible but in any event
not later than two (2) Business Days following each deposit of Tobacco Settlement Revenues, Lump Sum Payments
or Total Lump Sum Payments in the Collection Fund, there shall be paid from the Unencumbered Revenues
Subaccount to the holder of the Residual Certificate all Unencumbered Revenues on deposit therein.
Subject to the foregoing, as soon as is possible, but in any event no later than the Deposit Date (as used
herein, the term “Deposit Date” means a date that is no later than five Business Days following each deposit of
Revenues into the Collection Fund) (and subject to the previous paragraph with regard to the disposition of
Unencumbered Revenues), the Trustee shall withdraw Collections on deposit in the Pledged Revenues Subaccount
and transfer such amounts in the order of priority set forth below under “—Distribution Date Transfers.”
A “Lump Sum Payment” is a payment from a PM that results in, or is due to, a release of that PM from all
or a portion of its future payment obligations under the MSA. For the purposes of the Indenture, the term “Lump Sum
Payment” does not include any payments that are Total Lump Sum Payments, any non-scheduled prepayments other
than a Lump Sum Payment or any payments made with respect to prior payment obligations. A “Total Lump Sum
Payment” is a final payment under the MSA from all of the PMs that results in, or is due to, a release of all PMs from
all of their future payment obligations under the MSA.
“Revenues” means the Tobacco Settlement Revenues and all aid, rents, fees, charges, payments, investment
earnings and other income and receipts (including proceeds of Bonds but only to the extent deposited in an Account)
paid or payable to the Corporation or the Trustee for the account of the Corporation or the Beneficiaries.
“Tobacco Settlement Revenues” means the Annual Payments that are owned by and payable to the
Corporation pursuant to the MSA, the Consent Decree (as defined herein) and the Amended and Restated Purchase
and Sale Agreement, and the right to receive the same.
“Unencumbered Revenues” means a portion of the Tobacco Settlement Revenues and Lump Sum Payments
received by or on behalf of the Corporation on and after January 1, 2022 through and including December 31, 2048
in the amount of $1,500,000 in each calendar year.
Investment earnings on amounts in the Funds and Accounts (other than the Senior Liquidity Reserve Account
and the Subordinate Liquidity Reserve Account during the period that no Event of Default has occurred and is
continuing, investment earnings on which shall be retained in the respective Account until the amounts on deposit
therein are at least equal to the Senior Liquidity Reserve Requirement or the Subordinate Liquidity Reserve
Requirement, as applicable) will be deposited directly to the Senior Debt Service Account or, if no Senior Bonds are
then Outstanding, to the Subordinate Debt Service Account (but, in the case of such investment earnings, only to the
extent necessary to cause (i) the amounts on deposit in the Senior Debt Service Account to equal the sum of interest
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and principal due on the next succeeding Distribution Date, (ii) the amounts on deposit in the Subordinate Debt Service
Account to equal the sum of interest and principal due on Subordinate Bonds on the next succeeding Distribution
Date, and (iii) otherwise directly to the Turbo Redemption Account).
Transfers to Accounts
The Trustee shall transfer the funds on deposit in the Collection Fund to the parties and accounts as follows:
(i)
(A) to the Trustee the amount required to pay the Trustee fees and expenses (including reasonable
attorney’s fees, if applicable) due during the current Bond Year and, if the Deposit Date is during the period from
January 1 through June 30 of any year, during the first full six months of the next Bond Year and (B) to the Corporation
an amount specified by Officer’s Certificate for Operating Expenses (provided that such amounts paid pursuant to
clauses (A) and (B) shall not exceed the Operating Cap; “Operating Cap” means (i) $175,000 in the Bond Year
ending June 30, 2023, inflated in each following Bond Year by the greater of 3% or the percentage increase in the
Consumer Price Index for All Urban Consumers as published by the Bureau of Labor Statistics for December of the
prior year, plus (ii) in each Bond Year, Tax Obligations, if any, specified in an Officer’s Certificate), plus the amount
necessary to provide for any penalties, fines or other payments required to be made to the United States of America
under the arbitrage or rebate provisions of the Code, in each case for the current Bond Year and, if the Deposit Date
is between January 1 and June 30, for the first full six months of the following Bond Year;
(ii)
to the Senior Debt Service Account an amount sufficient to cause the amount therein to equal interest
(including interest at the stated rate on the principal of Outstanding Senior Bonds and on overdue interest, if any) due
on Senior Bonds on the next succeeding Distribution Date, together with any unpaid interest on Senior Bonds due on
prior Distribution Dates, pro rata, based upon the respective amounts of interest due;
(iii)
to the Senior Debt Service Account an amount sufficient to cause the amount therein (exclusive of
the amount on deposit therein under clause (ii) above) to equal the principal due on Senior Bonds during the current
Bond Year;
(iv)
unless a Senior Payment Default has occurred and is continuing, to replenish the Senior Liquidity
Reserve Account until the amount on deposit therein equals the Senior Liquidity Reserve Requirement;
(v)
if a Subordinate Payment Default has occurred, to the Subordinate Extraordinary Payment Account
all amounts remaining in the Collection Fund up to the amount required to fully retire all of the Outstanding
Subordinate Bonds, including all interest and principal thereon;
(vi)
to the Subordinate Debt Service Account an amount sufficient to cause the amount therein to equal
interest (including interest at the stated rate on the principal of Outstanding Subordinate Bonds) due on Subordinate
Bonds on the next succeeding Distribution Date;
(vii)
to the Subordinate Debt Service Account an amount sufficient to cause the amount therein
(exclusive of the amount on deposit therein under clause (vi) above) to equal the principal due on Subordinate Bonds
during the current Bond Year;
(viii)
to replenish the Subordinate Liquidity Reserve Account until the amount on deposit therein equals
the Subordinate Liquidity Reserve Requirement;
(ix)
to the Senior Debt Service Account the amount which, together with amounts deposited pursuant to
clause (ii) above but exclusive of the amounts deposited therein pursuant to clause (iii) above, will be sufficient to
cause the amount on deposit therein to equal interest on Senior Bonds (including interest at the stated rate on the
principal of Outstanding Senior Bonds and on overdue interest, if any) due (a) during the current Bond Year and (b)
if the Deposit Date is during the period from January 1 through June 30 of any year, during the first full six months of
the next Bond Year, assuming that principal of the Senior Bonds will be paid in the amounts deposited pursuant to
clause (iii) above and Turbo Redemptions of Senior Bonds, if any, will be made pursuant to clause (xiv) below;
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(x)
to the Subordinate Debt Service Account the amount which, together with amounts deposited
pursuant to clause (vi) above but exclusive of the amounts deposited therein pursuant to clause (vii) above, will be
sufficient to cause the amount on deposit therein to equal interest on Subordinate Bonds (including interest at the
stated rate on the principal of Outstanding Subordinate Bonds) due (a) during the current Bond Year and (b) if the
Deposit Date is during the period from January 1 through June 30 of any year, during the first full six months of the
next Bond Year, assuming that principal of the Subordinate Bonds will be paid in the amounts deposited pursuant to
clause (vi) above and Turbo Redemptions of Subordinate Bonds will be made pursuant to clause (xiii) below;
(xi)
Operating Cap;

to the Corporation to pay Operating Expenses specified by an Officer’s Certificate in excess of the

(xii)
to the Turbo Redemption Account, all amounts remaining in the Pledged Revenues Subaccount up
to the amount necessary to redeem all then Outstanding Subordinate Bonds that are Turbo Term Bonds;
(xiii)
Payments; and

in the amounts and to the Funds and Accounts established by Series Supplement for Junior

(xiv)
to the Surplus Account, all amounts remaining in the Pledged Revenues Subaccount, which,
pursuant to the written direction of the Corporation, may either (i) be applied to redeem Senior Bonds or make open
market purchases of Senior Bonds pursuant to the Indenture to the extent that Senior Bonds are then Outstanding, or
(ii) be paid to the Residual Trust free and clear of the lien hereof.
After making the deposits set forth above, the Trustee shall compare (i) the amount on deposit in the Senior
Liquidity Reserve Account to (ii) the principal amount of Senior Bonds (other than the Senior Bonds that, pursuant to
the applicable Series Supplement, are not secured by the Senior Liquidity Reserve Account) that will remain
Outstanding after the application of amounts described below under “—Distribution Date Transfers” on the related
Distribution Date and, if the amount in clause (i) is equal to or greater than the amount in clause (ii), the Trustee shall
withdraw from the Senior Liquidity Reserve Account an amount sufficient to, and shall, retire the Senior Bonds (other
than the Senior Bonds not secured thereby) in full on such Distribution Date.
Additionally, after making the deposits set forth above, the Trustee shall compare (i) the amount on deposit
in the Subordinate Liquidity Reserve Account to (ii) the principal amount of Subordinate Bonds (other than the Series
2021B-2 Bonds and any other Subordinate Bonds that, pursuant to the applicable Series Supplement, are not to be
retired by operation of this paragraph) that will remain Outstanding after the application of amounts described below
on the related Distribution Date and, if the amount in clause (i) is equal to or greater than the amount in clause (ii), the
Trustee shall withdraw from the Subordinate Liquidity Reserve Account an amount sufficient to, and shall retire the
Subordinate Bonds (other than the Series 2021B-2 Bonds and such other excluded Subordinate Bonds) in full on such
Distribution Date.
Distribution Date Transfers
On each Distribution Date (except with respect to clauses (iii) and (vi) below), the Trustee shall apply
amounts in the various Accounts in the following order of priority:
(i)
from the Senior Debt Service Account and the Senior Liquidity Reserve Account, in that order, to
pay interest on the Outstanding Senior Bonds (including interest on overdue interest, if any) due on such Distribution
Date, plus any unpaid interest on Senior Bonds due on prior Distribution Dates;
(ii)
from the Senior Debt Service Account and the Senior Liquidity Reserve Account, in that order, to
pay in order of Maturity Dates, the principal of Senior Bonds due on such Distribution Date;
(iii)
from the Senior Liquidity Reserve Account, any amount remaining in excess of the Senior Liquidity
Reserve Requirement, to the Pledged Revenues Subaccount;
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(iv)
if a Subordinate Payment Default has occurred, from the Subordinate Extraordinary Payment
Account, the Subordinate Debt Service Account, the Turbo Redemption Account and the Subordinate Liquidity
Reserve Account, if any, to pay Extraordinary Payments (as defined herein);
(v)
from the Subordinate Debt Service Account and the Subordinate Liquidity Reserve Account, in that
order, to pay interest on the Outstanding Subordinate Bonds;
(vi)
from the Subordinate Debt Service Account and the Subordinate Liquidity Reserve Account, in that
order, to pay in order of Maturity Dates, the principal of Subordinate Bonds due on such Distribution Date;
(vii)
from the Subordinate Liquidity Reserve Account, any amount remaining in excess of the
Subordinate Liquidity Reserve Requirement, to the Pledged Revenues Subaccount;
(viii)
subject to the requirements of the next paragraph, from the Turbo Redemption Account, any
amounts remaining therein to make Turbo Redemptions; and
(ix)

from the Funds and Accounts therefor, to make Junior Payments.

On any Distribution Date, amounts in the Turbo Redemption Account otherwise available for Turbo
Redemptions shall be transferred to the Senior Debt Service Account or, if no Senior Bonds remain Outstanding, to
the Subordinate Debt Service Account, to the extent that amounts in the Senior Debt Service Account or Subordinate
Debt Service Account, as applicable, after the transfers required above, are insufficient to provide for the full payment
of interest and principal due on Outstanding Senior Bonds or Subordinate Bonds, as applicable, on such Distribution
Date.
After making all deposits and payments set forth above, and provided that there are no Outstanding Bonds,
the Trustee shall deliver any amounts remaining in a Fund or Account to the Surplus Account as provided in the
Indenture.
Funds in the Operating Account shall be applied by the Trustee at any time, in accordance with directions in
an Officer’s Certificate, to pay Operating Expenses or to fund an account of the Corporation which will also be free
and clear of the lien of this Indenture for purposes of paying such Operating Expenses.
The transfers and payments to be made pursuant to the Indenture shall be appropriately adjusted by Series
Supplement or Officer’s Certificate of the Corporation delivered to the Trustee to reflect the date of issue of Bonds,
any accrued or capitalized interest deposited in the Senior Debt Service Account or the Subordinate Debt Service
Account, actual rates of interest, any amount needed or held in the Accounts for Debt Service, and any purchase or
redemption of Bonds, so that there will be available on each Distribution Date the amount necessary to pay Debt
Service and so that accrued or capitalized interest will be applied to the installments of interest to which it is applicable.
Payment upon a Senior Payment Default or Subordinate Payment Default
Upon the occurrence of any failure to pay when due any principal or interest on any Senior Bonds (a “Senior
Payment Default”), all Pledged Revenues (after payment of Trustee fees and other Operating Expenses up to the
Operating Cap) will be applied solely to funding the Senior Debt Service Account, until all payments of interest on,
Sinking Fund Installments on, and maturing principal of the Senior Bonds are current and all such Accounts fully
funded as described above under “—Transfers to Accounts” and “—Distribution Date Transfers”, after which any
remaining Pledged Revenues may be applied to payment of amounts due on any Outstanding Subordinate Bonds.
Upon the occurrence of any failure to pay when due any principal or interest on any Subordinate Bonds (a
“Subordinate Payment Default”) and continuing on each succeeding Distribution Date commencing with the
Distribution Date following such Subordinate Payment Default, the Trustee shall apply all funds in the Subordinate
Extraordinary Payment Account, the Subordinate Debt Service Account, the Subordinate Liquidity Reserve Account
and the Turbo Redemption Account to pay (or prepay) with respect to the Subordinate Bonds, Pro Rata, without regard
to their order of maturity, in the following order: (i) past due interest on the Subordinate Bonds, (ii) accrued and unpaid
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interest on the Subordinate Bonds, and (iii) principal of the Subordinate Bonds without premium (“Extraordinary
Payments”).
Any provision of the Indenture to the contrary notwithstanding, (i) amounts in the Subordinate Liquidity
Reserve Account shall not be applied to any payment on the Series 2021B-2 Bonds, and (ii) no payments shall be
made on the Series 2021B-2 Bonds pursuant to clause (iv), (v), or (vi) of “—Distribution Date Transfers” above on
any date after which any Series 2021A-1 Bonds, Series 2021A-2 Bonds, or Series 2021B-1 Bonds will remain
Outstanding.
Prepayment from Lump Sum Payments
Upon the receipt of a sum that has been identified by an Officer’s Certificate as a Lump Sum Payment, on
the next Distribution Date following such receipt, the Trustee shall transfer all proceeds of such Lump Sum Payment
to the Lump Sum Redemption Account to pay, in the following order: (i) past due interest on the Senior Bonds, Pro
Rata, (ii) accrued and unpaid interest on the Senior Bonds, Pro Rata, (iii) principal of the Senior Bonds without
premium, in chronological order of the date on which such principal is due and Pro Rata within such a principal due
date, (iv) past due interest on the Subordinate Bonds, Pro Rata, (v) accrued and unpaid interest on the Subordinate
Bonds, Pro Rata and (vi) principal of the Subordinate Bonds without premium, in chronological order of the date on
which such principal is due and Pro Rata within such a principal due date.
Prepayment from Total Lump Sum Payments
Upon the receipt of a sum that has been identified by an Officer’s Certificate as a Total Lump Sum Payment,
the Trustee shall transfer all proceeds of such Total Lump Sum Payment to the Lump Sum Redemption Account to
pay, in the following order: (i) past due interest on the Senior Bonds, Pro Rata, (ii) accrued and unpaid interest on the
Senior Bonds, Pro Rata, (iii) principal of the Senior Bonds without premium, in chronological order of the date on
which such principal is due and Pro Rata within such a principal due date, (iv) past due interest on the Subordinate
Bonds, Pro Rata, (v) accrued and unpaid interest on the Subordinate Bonds, Pro Rata and (vi) principal of the
Subordinate Bonds without premium, Pro Rata, irrespective of any principal due date.
Events of Default; Remedies
Capitalized terms used under this subheading and not otherwise defined shall have the meanings given such
terms in the Indenture.
Events of Default Under the Indenture
“Event of Default” in the Indenture means any one of the events set forth below:
(a)

a Senior Payment Default;

(b)

a Subordinate Payment Default;

(c)
the Corporation fails to observe or perform any other provision of the Indenture, which
failure is not remedied within 60 days after written notice thereof is given to the Corporation by the Trustee
or to the Corporation and the Trustee by the Holders of at least 25% of the Aggregate Principal Obligation;
provided, however, that failure to make any Turbo Redemption because of insufficiency of available
Pledged Revenues pursuant to the Indenture shall not constitute a Default or an Event of Default. In the case
of a Default under this clause (c), if the Default cannot be corrected within the said 60-day period and is
diligently pursued until the Default is corrected, it shall not constitute an Event of Default if corrective action
is instituted by the Corporation within said 60-day period and diligently pursued until the Default is corrected;
(d)
bankruptcy, reorganization, arrangement or insolvency proceedings, or other proceedings
for relief under any bankruptcy or similar law or laws for the relief of debtors, are instituted by or against the
Corporation and, if instituted against the Corporation, are not dismissed within 60 days after such institution;
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(e)
the County fails to observe or perform its covenant included in the Indenture for the benefit
of the Holders, which failure is not remedied within 30 days after written notice thereof is given to the
Corporation and the County by the Trustee, which the Trustee may give in its discretion and shall be given
at the direction of the Holders of at least 25% of the Aggregate Principal Obligation;
(f)
the County fails to pay promptly to the Corporation or the Trustee any Tobacco Settlement
Revenues, Lump Sum Payments or Total Lump Sum Payments received by it; or
(g)
the State consents to or acquiesces in an amendment or modification of the MSA so as
materially to reduce the amount of Tobacco Settlement Revenues payable to the State under the MSA or to
materially delay any date of payment of a material amount thereof.
Notwithstanding the foregoing, a Subordinate Payment Default (i) shall not cause any Senior Bond to be
deemed to be in default if the payment of all interest and principal then due on such Senior Bonds has been timely
paid, and (ii) until no Senior Bonds are Outstanding shall not give rise to any of the remedies described in “Remedies
Available to the Trustee” below being available to cure any such payment default on Subordinate Bonds.
“Senior Payment Default” means a failure to pay when due any principal or interest on any Senior Bonds,
including any failure to pay when due any Serial Maturity, Sinking Fund Installment or Term Bond Maturity with
respect to any Senior Bonds.
“Subordinate Payment Default” means a failure to pay when due any principal or interest on any
Subordinate Bonds, including any failure to pay when due any Turbo Term Bond Maturity with respect to any
Subordinate Bonds that are Turbo Term Bonds. Failure to make Turbo Redemptions with respect to any Turbo Term
Bonds (including the Series 2021B Subordinate Bonds that are Turbo Term Bonds) will not constitute a Subordinate
Payment Default or any other Event of Default to the extent that such failure results from the insufficiency of
Collections.
Remedies Available to the Trustee
If an Event of Default (other than a Subordinate Payment Default) occurs and is continuing the Trustee may,
and upon written request of the Holders of 25% of the Aggregate Principal Obligation of the Senior Bonds shall, in
its own name by action or proceeding in accordance with State law:
(A)
enforce all rights of the Holders and require the Corporation or, to the extent permitted by law, the
County to carry out its agreements with the Holders and to perform its duties under the Amended and Restated
Purchase and Sale Agreement;
(B)

sue upon such Bonds;

(C)

require the Corporation to account as if it were the trustee of an express trust for such Holders; and

(D)

enjoin any acts or things which may be unlawful or in violation of the rights of such Holders.

If an Event of Default occurs and is continuing and no Senior Bonds remain Outstanding the Trustee may,
and upon written request of the Holders of 25% of the Aggregate Principal Obligation of the Subordinate Bonds shall,
in its own name by action or proceeding in accordance with State law:
(A)
enforce all rights of the Holders and require the Corporation or, to the extent permitted by law, the
County to carry out its agreements with the Holders and to perform its duties under the Amended and Restated
Purchase and Sale Agreement;
(B)

sue upon such Bonds;

(C)

require the Corporation to account as if it were the trustee of an express trust for such Holders; and

(D)

enjoin any acts or things which may be unlawful or in violation of the rights of such Holders.
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If an Event of Default occurs, the Trustee shall, in addition to the other provisions described herein, have and
possess all of the powers necessary or appropriate for the exercise of any functions incident to the general
representation of Holders in the enforcement and protection of their rights.
Upon a Default of the Corporation under as described above under “—Events of Default Under the Indenture”
or a failure actually known to an Authorized Officer of the Trustee to make any other payment required by the
Indenture within seven days after the same becomes due and payable, the Trustee shall give written notice thereof to
the Corporation. The Trustee shall give Default notices under clauses (c) and (e) of “—Events of Default Under the
Indenture” when instructed to do so by the written direction of another Fiduciary or the owners of at least 25% of the
Aggregate Principal Obligation of the Senior Bonds or if no Senior Bonds remain Outstanding of the Subordinate
Bonds. The Trustee shall proceed for the benefit of the Holders in accordance with the written direction of a Majority
in Interest of the Outstanding Senior Bonds or if no Senior Bonds remain Outstanding of the Subordinate Bonds. The
Trustee shall not be required to take any remedial action (other than the giving of notice) unless indemnity satisfactory
to the Trustee is furnished for any expense or liability to be incurred therein. Upon receipt of written notice, direction
and indemnity, and after making such investigation, if any, as it deems appropriate to verify the occurrence of any
event of which it is notified as aforesaid, the Trustee shall promptly pursue the remedies provided by the Indenture or
any such remedies (not contrary to any such direction) as it deems appropriate for the protection of the Holders, and
shall act for the protection of the Holders with the same promptness and prudence as would be expected of a prudent
person in the conduct of such person’s own affairs.
Upon the occurrence of an Event of Default, the Bonds shall be paid as described in “—Application of
Revenues—Payment upon a Senior Payment Default or Subordinate Payment Default” above.
Subordinate Bond Remedies. Subject to the prior application of the Funds and Accounts to pay Debt Service
and to each applicable Series Supplement, the Holders of Subordinate Bonds or the Holder of the Residual Certificate,
or a Fiduciary appointed to represent the Holders of Subordinate Bonds pursuant to the Indenture, may enforce the
provisions of the Indenture for their benefit by appropriate legal proceedings. The principal, premium, if any, and
interest on Subordinate Bonds will be subordinated in right of payment to principal, premium, if any, and interest
payments on the Senior Bonds (except for any payment in respect of the Subordinate Bonds from the Accounts
therefor). In any Event of Default, holders of Senior Bonds will be entitled to receive payment thereof in full in
accordance with their respective terms before the holders of the Subordinate Bonds are entitled to receive payment
thereof (except for any payment in respect of the Subordinate Bonds from the Accounts therefor); and any payment
or distribution of assets otherwise payable to holders of the Subordinate Bonds (except for any payment in respect of
the Subordinate Bonds from the Accounts therefor) will be paid to holders of Senior Bonds until all Senior Bonds
have been paid in full in accordance with their respective terms, and the holders of the Subordinate Bonds will become
subrogated to the rights of such holders of Senior Bonds to receive payments or distribution of assets with respect
thereto.
No Sale of Rights or Foreclosure. The Indenture does not provide the Trustee or the Holders any right to sell
or foreclose on the Collateral.
Individual Remedies. No one or more Holders shall by its or their action affect, disturb, or prejudice the
pledge created by the Indenture, or enforce any right under the Indenture, except in the manner therein provided, and
all proceedings at law or in equity to enforce any provision of the Indenture shall be instituted, had, and maintained in
the manner provided therein and for the equal benefit of all Holders of the same class, but nothing in the Indenture
shall affect or impair the right of any Holder 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 Corporation
to pay such principal or Accreted Value, premium, if any, and interest on each of the Series 2021 Bonds to the
respective Holders thereof at the time, place, from the source, and in the manner expressed in the Indenture and in the
Series 2021 Bonds.
Waiver. If the Trustee determines that any default has been cured before becoming an Event of Default and
before the entry of any final judgment or decree with respect to it, the Trustee may waive the Default and its
consequences, by written notice to the Corporation, and shall do so upon written instruction of the Holders of at least
25% of the Aggregate Principal Obligation of the Senior Bonds or if no Senior Bonds remain Outstanding, of the
Subordinate Bonds.
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Remedies Cumulative. The rights and remedies under the Indenture shall be 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 County or the Corporation or to exercise any remedy for any
violation thereof shall not be taken as a waiver for the future of the right to insist upon strict performance by the
County or the Corporation or of the right to exercise any remedy for the violation.
Delay or Omission Not Waiver. No delay or omission of the Trustee or of any Holder 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 hereby or by law to the Trustee or to
the Holders may be exercised from time to time, and as often as may be deemed expedient, by the Trustee or by the
Holders, as the case may be.
Additional Bonds
The Indenture permits the issuance of Bonds other than the Series 2021 Bonds, subject to the satisfaction
of certain conditions (“Additional Bonds”, which term includes Bonds issued for the purpose of refunding any
Outstanding Bonds (“Refunding Bonds”).
Refunding Bonds may be issued to refund all Bonds in whole (including the funding of defeasance escrows
and deposits to Accounts in connection with such issuance).
Additional Bonds may be issued for any purpose at the discretion of the Corporation, including Refunding
Bonds issued to refund Bonds in part (including the funding of defeasance escrows and deposits to Accounts in
connection with such issuance), but only if upon the issuance of such Additional Bonds: (A) no Event of Default
shall have occurred and is continuing with respect to (x) if such Additional Bonds proposed to be issued are Senior
Bonds, the Senior Bonds then Outstanding or (y) if such Additional Bonds proposed to be issued are Subordinate
Bonds, the Subordinate Bonds then Outstanding; (B) 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 by the Corporation on
the basis of new projections on the date of issuance of the Additional Bonds will not exceed (x) the remaining
expected weighted average life of each such Turbo Term Bond as computed by the Corporation on the basis of new
projections assuming that no such Additional Bonds are issued plus (y) one year; and (C) a Rating Confirmation is
received for any Bonds which are then rated by a Rating Agency that will remain Outstanding after the date of
issuance of the Additional Bonds.
Non-Impairment Covenants
Pursuant to the Indenture, the Corporation shall from time to time execute and deliver all documents and
instruments, and will take such other action, as is necessary or advisable to: (i) maintain or preserve the lien and
security interest (and the priority thereof) of the Indenture; (ii) perfect, publish notice of or protect the validity of any
grant made or to be made by the Indenture; (iii) preserve and defend title to the Revenues and other collateral pledged
under this Indenture and the rights of the Trustee and the Bondholders in such collateral against the claims of all
persons and parties, including the challenge by any party to the validity or enforceability of the Consent Decree, the
Indenture or the Amended and Restated Purchase and Sale Agreement or the performance by any party thereunder;
(iv) enforce the Amended and Restated Purchase and Sale Agreement; (v) pay any and all taxes levied or assessed
upon all or any part of the collateral; or (vi) carry out more effectively the purposes of the Indenture.
Pursuant to the Indenture, the Corporation (1) shall diligently pursue any and all actions to enforce its rights
under each instrument or agreement included in the collateral and (ii) 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 agreement or that would result in the amendment, hypothecation,
subordination, termination or discharge of, or impair the validity or effectiveness of, any such instrument or agreement,
except, in each case, as expressly provided in the Indenture, the Amended and Restated Purchase and Sale Agreement
or the Consent Decree.
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Pursuant to the Indenture, the Corporation shall not without either (i) a Rating Confirmation or (ii) the consent
of the holders of a Majority in Interest of the Senior Bonds or if no Senior Bonds are Outstanding, a Majority in
Interest of the Subordinate Bonds, amend, modify, terminate, waive or surrender, or agree to any amendment,
modification, termination, waiver or surrender of, the terms of any collateral or the Indenture, the Agreement or the
Consent Decree, or waive timely performance or observance under the Indenture, the Amended and Restated Purchase
and Sale Agreement or the Consent Decree.
Pursuant to the Amended and Restated Purchase and Sale Agreement and as described in the Indenture, the
County has pledged to and agreed with the Corporation that the County shall take all actions as may be required by
law fully to preserve, maintain, defend, protect and confirm the interest of the Corporation in the Tobacco Assets and
in the proceeds thereof and that the County will not take any action that will adversely affect the Corporation’s ability
to receive payments made under the MSA and the Consent Decree.
Pursuant to the Amended and Restated Purchase and Sale Agreement and as described in the Indenture, the
State has pledged to and agreed with the Corporation that the State will not alter, limit or impair the rights of the
Corporation to fulfill the terms of its agreements with such Holders, or in any way impair the rights and remedies of
such Holders or the security for the Bonds, until the Bonds, together with the interest thereon, and all costs and
expenses in connection with any action or proceeding by or on behalf of such Holders, are fully met and discharged
and such agreements are fully performed on the part of the Corporation.
THE SERIES 2021 BONDS
The following summary describes certain terms of the Series 2021 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 2021 Bonds. Terms used herein and not previously defined have the meanings given to them in the Indenture,
the form of which is attached hereto as APPENDIX E-1 – “FORM OF AMENDED AND RESTATED INDENTURE”.
Copies of the Indenture and the Amended and Restated Purchase and Sale Agreement may be obtained upon written
request to the Trustee.
General
The Series 2021 Bonds will be dated their date of delivery, will be issued in the initial principal amounts,
and will accrue or accrete interest, as applicable, at the rates and mature on the dates set forth on the inside front cover
page of this Offering Circular. The Series 2021A-1 Bonds and the Series 2021A-2 Bonds are Senior Bonds under the
Indenture and the Series 2021B-1 Bonds and the Series 2021B-2 Bonds are Subordinate Bonds under the Indenture.
The Series 2021A Senior Bonds are Current Interest Bonds. The Series 2021B Subordinate Bonds are Turbo Term
Bonds and the Series 2021B-2 Bonds are Capital Appreciation Bonds.
The Series 2021 Bonds will initially be represented by one certificate for each maturity and interest rate of
each Series of the Series 2021 Bonds, registered in the name of DTC, New York, New York, or its nominee. DTC
will act as securities depository for the Series 2021 Bonds. Beneficial owners of the Series 2021 Bonds will not
receive physical delivery of the Series 2021 Bonds. See APPENDIX F – “BOOK-ENTRY ONLY SYSTEM” attached
hereto. The Series 2021A Senior Bonds and the Series 2021B-1 Bonds will be sold in denominations of $5,000 or
any integral multiple thereof, and the Series 2021B-2 Bonds will be sold such that the Accreted Value thereof at the
Maturity Date is in the denomination of $5,000 or any integral multiple of $5,000 in excess thereof (each, as applicable,
an “Authorized Denomination”).
“Current Interest Bond” means a Bond the interest on which is payable periodically (including a
Convertible Capital Appreciation Bond on and after its Conversion Date) and that is not a Capital Appreciation Bond.
“Capital Appreciation Bond” means a Bond (including, as the context requires, a Convertible Capital
Appreciation Bond prior to its Conversion Date) the interest on which is compounded on each Distribution Date,
commencing on the first Distribution Date after its issuance to and excluding the Maturity Date or earlier redemption
date of such Bond in the case of a Capital Appreciation Bond which is not a Convertible Capital Appreciation Bond,
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or to and excluding the Conversion Date or earlier redemption date in the case of a Convertible Capital Appreciation
Bond.
Payments on the Series 2021 Bonds
Interest
Interest will be calculated on the basis of a year of 360 days and twelve 30-day months. Interest on the Series
2021A Senior Bonds and the Series 2021B-1 Bonds will accrue from their dated date and shall be payable currently
on each Distribution Date, commencing December 1, 2021, through and including their respective Maturity Dates or
earlier redemption dates of such Bonds. Interest on the Series 2021B-2 Bonds will not be paid currently but will
accrete in value, compounded semiannually on each Distribution Date, commencing December 1, 2021 (to become
part of Accreted Value as more fully described herein), from the initial principal amount on the date of delivery thereof
to maturity or earlier redemption, at the rate of accretion specified on the inside front cover page hereof. See
APPENDIX H — “TABLE OF ACCRETED VALUES OF SERIES 2021B-2 BONDS”. In the event that a Series
2021B-2 Bond remains Outstanding after its Maturity Date, such Bond will accrue and pay interest at its Default Rate
from its Maturity Date.
For each Distribution Date, payments will be made to the registered owners of the Series 2021 Bonds (the
“Holders”) as of the last Business Day of the calendar month preceding a Distribution Date (the “Record Date”).
The Corporation or the Trustee may in its discretion establish special record dates for the determination of the Holders
for various purposes of the Indenture, including giving consent or direction to the Trustee.
Principal or Accreted Value
The principal or Accreted Value of the Series 2021 Bonds shall be paid by their respective Maturity Dates as
set forth on the inside front cover page of this Offering Circular. “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 (to and
excluding the Maturity Date or earlier redemption date of such Bond, or in the case of a Convertible Capital
Appreciation Bond, to and excluding the applicable Conversion Date or 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 Corporation 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. In performing such calculation,
the Corporation shall be entitled to engage and rely upon a firm of accountants, consultants or financial advisors with
appropriate knowledge and experience. The Trustee may conclusively rely upon such calculations. 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. See
APPENDIX H – “TABLE OF ACCRETED VALUES OF SERIES 2021B-2 BONDS.”
Redemption Price
In accordance with the Indenture, when Series 2021 Bonds are called for redemption (as described below),
the accrued interest thereon or Accreted Value thereof, as applicable, shall be due on the date fixed for redemption.
If notice of redemption has been duly given as provided in the Indenture and money for the payment of the redemption
price of the Bonds called for redemption is held by the Trustee, then on the redemption date designated in such notice,
Bonds so called for redemption shall become due and payable, and from and after the date so designated, interest on
such Bonds shall cease to accrue or accrete, and the Holders of such Bonds shall have no rights in respect thereof
except to receive payment of the redemption price thereof, which payment shall be secured by the lien of the Indenture.
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Mandatory Redemption of Series 2021A-2 Term Bonds by Sinking Fund Installments
The Series 2021A-2 Bonds maturing on June 1, 2050 * are Term Bonds that are subject to mandatory
redemption in part by Sinking Fund Installments on June 1 of the years and in the principal amounts as set forth in the
table below.
$41,845,000* Series 2021A-2 Bonds due June 1, 2050*
June 1*
2042
2043
2044
2045
2046
________________
†

Sinking Fund Installment*
$4,800,000
4,740,000
4,510,000
4,445,000
4,215,000

June 1*
2047
2048
2049
2050†

Sinking Fund Installment*
$4,145,000
3,910,000
5,620,000
5,460,000

Stated Maturity.

Turbo Redemption of Series 2021B Subordinate Bonds
The Indenture requires that all Pledged Revenues that are in excess of the amounts required for the funding
of Operating Expenses, interest payments, Sinking Fund Installments, Serial Bond Maturities, Term Bond Maturities
and replenishment of the deficiencies in the Liquidity Reserve Accounts, if any, as described in “SECURITY FOR
THE BONDS—Application of Revenues,” be applied to the mandatory redemption of Turbo Term Bonds (including
the Series 2021B Subordinate Bonds) at the principal amount or Accreted Value thereof on each Distribution Date
(“Turbo Redemptions”). Such Collections will be deposited in an account established and maintained by the Trustee
under the Indenture (the “Turbo Redemption Account”). Accordingly, the Series 2021B Subordinate Bonds shall
be redeemed in whole or in part prior to their Maturity Dates from amounts on deposit in the Turbo Redemption
Account on any Distribution Date, following notice of such redemption in accordance with the Indenture, at the
principal amount, together with accrued interest, or Accreted Value thereof, without premium.
Amounts in the Subordinate Liquidity Reserve Account are not available to make Turbo Redemptions.
Failure by the Corporation to make any Turbo Redemptions will not constitute a Subordinate Payment Default under
the Indenture if such failure is due to the insufficiency of available Collections to make such Turbo Redemptions. The
ratings on the Series 2021B-1 Bonds do not address the payment of Turbo Redemptions on such Bonds. The Series
2021B-2 Bonds are not rated. See “SECURITY FOR THE BONDS — Application of Revenues.” For more
information on the selection of Bonds within a maturity, see “—Selection of Bonds for Redemption” below.
In accordance with the Indenture, moneys in the Turbo Redemption Account may not be used to make open
market purchases of Turbo Term Bonds. Moneys in the Surplus Account may be used to make open market purchases
of Senior Bonds at a price no greater than 100% of the principal amount thereof plus interest accrued to the date of
settlement. Any Senior Bonds so purchased shall be delivered to the Trustee for cancellation.
For schedules of projected Turbo Redemptions (“Projected Turbo Redemptions”), see the tables entitled
“Projected Series 2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021 Bonds –
Base Case,” “– Alternative Case (Menthol Ban) 1” and “– Alternative Case (Menthol Ban) 2” and the respective
column headings “Series 2021B Subordinate Bonds — Total Projected Principal Payments” in “TABLES OF
PROJECTED BOND DEBT SERVICE AND COVERAGE” herein.
When Series 2021B Subordinate Bonds are to be defeased, they are to be defeased pursuant to the Pro Rata
Defeasance Redemption Schedule described in “SECURITY FOR THE BONDS—Defeasance.” 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.
*
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Mandatory Redemption of Defeased Series 2021B Subordinate Bonds
The Series 2021B Subordinate Bonds that are defeased in accordance with the Indenture are subject to
mandatory redemption, at a redemption price equal to (x) in the case of the Series 2021B-1 Bonds, one hundred percent
(100%) of the principal amount being redeemed, and (y) in the case of the Series 2021B-2 Bonds, one hundred percent
(100%) of the Accreted Value being redeemed, on such date or dates in accordance with the Pro Rata Defeasance
Redemption Schedule described in “SECURITY FOR THE BONDS — Defeasance.”
Optional Redemption
Make-Whole Optional Redemption of Series 2021A-1 Bonds. The Series 2021A-1 Bonds are subject to
redemption prior to maturity, at the election or direction of the Corporation, on any date, in whole or in part, and if in
part from such maturities and interest rates as shall be determined by the Corporation on any Business Day (as defined
below) at a redemption price (the “Make Whole Optional Redemption Price”) equal to the greater of: (A) the
principal amount of such Series 2021A-1 Bonds to be redeemed, or (B) the sum of the present values of the remaining
scheduled payments of principal and interest on such Series 2021A-1 Bonds to be redeemed, not including any portion
of those payments of interest accrued and unpaid as of the date such Series 2021A-1 Bonds are to be redeemed,
discounted to the date of redemption of such Series 2021A-1 Bonds to be redeemed on a semiannual basis (assuming
a 360-day year consisting of twelve 30-day months) at the Treasury Rate plus (i) with respect to the Series 2021A-1
Bonds maturing on June 1, ___ and June 1, ____, __ basis points, (ii) with respect to the Series 2021A-1 Bonds
maturing on June 1, ____, __ basis points, and (iii) with respect to the Series 2021A-1 Bonds maturing on and after
June 1, ____, __ basis points, plus, in each case, accrued interest on such Series 2021A-1 Bonds being redeemed to
the date fixed for redemption.
The Make Whole Optional Redemption Price of any Series 2021A-1 Bond to be redeemed will be calculated
by an independent accounting firm, investment banking firm, financial advisor or financial services firm (including
the Trustee and its affiliates) (the “Calculation Agent”) retained by the Corporation at the Corporation’s expense.
The Trustee and the Corporation may rely on the Calculation Agent’s determination of the Make Whole Optional
Redemption Price and will not be liable for such reliance. The Corporation shall confirm and transmit the Make Whole
Optional Redemption Price as so calculated on such dates and to such parties as shall be necessary to effectuate such
redemption.
The “Treasury Rate” is, as of any redemption date for a Series 2021A-1 Bond, the time-weighted
interpolated average yield for a term equal to the Make Whole Period of the yields of the two U.S. Treasury nominal
securities at “constant maturity” (as compiled and published in the Federal Reserve Statistical Release H.15 (519) that
is publicly available not less than two (2) Business Days (as defined below) nor more than 30 calendar days prior to
the redemption date (excluding inflation indexed securities) (or, if such Statistical Release is no longer published, any
publicly available source of similar market data) maturing immediately preceding and succeeding the Make Whole
Period. The Treasury Rate will be determined by the Calculation Agent or an independent accounting firm, investment
banking firm, or financial advisor retained and compensated by the Corporation as a Corporation Expense. For
purposes of this subsection, “Business Day” means any day other than a day on which banks in New York, New York,
or the city in which the Trustee maintains its designated office are required or authorized to close. “Make Whole
Period” means the number of years, including any fractional portion thereof, calculated on the basis of a 360-day year
consisting of twelve 30-day months, between the redemption date and the remaining weighted average life of each
Series 2021A-1 Bond to be redeemed.
Optional Redemption of Series 2021A-2 Bonds and Series 2021B Subordinate Bonds. The Series 2021A-2
Bonds and Series 2021B Subordinate Bonds are subject to redemption from any source other than amounts in the
Pledged Accounts that are required to secure any Bonds that will remain Outstanding after such redemption, at the
option of the Corporation (x) in the case of the Series 2021A-2 Bonds and the Series 2021B-1 Bonds, at a redemption
price equal to one hundred percent (100%) of the principal amount being redeemed plus interest accrued to the
redemption date, and (y) in the case of the Series 2021B-2 Bonds, at a redemption price equal to one hundred percent
(100%) of the Accreted Value being redeemed on the redemption date in each case in whole or in part on any date on
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or after June 1, 2031 *, and if in part, from any Maturity Date selected by the Corporation in its discretion. The Series
2021B Subordinate Bonds maturing on June 1, 2031* are not subject to optional redemption.
Catch-Up Optional Redemption of Series 2021B Subordinate Bonds. The Series 2021B Subordinate Bonds
are each subject to redemption from any source other than amounts in the Pledged Accounts that are required to secure
any Bonds that will remain Outstanding after such redemption at the option of the Corporation, (x) in the case of the
Series 2021B-1 Bonds, at a redemption price equal to one hundred percent (100%) of the principal amount being
redeemed, plus interest accrued to the redemption date, and (y) in the case of the Series 2021B-2 Bonds, at a
redemption price equal to one hundred percent (100%) of the Accreted Value being redeemed on the redemption date
in each case 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 as set forth in the Base Case Projected Turbo Redemption schedule
but, as of the date of such redemption have not been paid with respect to such Series 2021B Subordinate Bonds, as
applicable. See APPENDIX E-1 – “FORM OF AMENDED AND RESTATED INDENTURE” attached hereto.
Notice of Redemption
When a Bond is to be redeemed prior to its Maturity Date, the Trustee shall give notice in the name of the
Corporation, which notice shall identify the Bonds to be redeemed, state the date fixed for redemption and state that
such Bonds will be redeemed at the Corporate Trust Office of the Trustee or a Paying Agent. The notice shall further
state that on such date there shall become due and payable upon each Bond to be redeemed the redemption price
thereof, together with interest accrued to the redemption date, and that money having been deposited with the Trustee
or Paying Agent on or prior to the redemption date, from and after such date, interest thereon shall cease to accrue.
The Trustee shall give 20 days’ notice by mail, or otherwise transmit the redemption notice in accordance with any
appropriate provisions hereof, to the registered owners of any Bonds which are to be redeemed, at their addresses
shown on the registration books of the Corporation. Such notice may be waived by any Holder of Bonds to be
redeemed. Failure by a particular Holder to receive notice, or any defect in the notice to such Holder, shall not affect
the redemption of any other Bond. Any notice of redemption given pursuant to this Indenture may be rescinded by
Written Notice by the Corporation to the Trustee no later than 5 days prior to the date specified for redemption. The
Trustee shall give notice of such rescission as soon thereafter as practicable in the same manner and to the same
persons, as notice of such redemption was given as described above. In making the determination as to how much
money will be available in the Turbo Redemption Account on any Distribution Date for the purpose of giving notice
of redemption, the Trustee will take into account investment earnings and amounts to be transferred from the
respective subaccount of the Subordinate Liquidity Reserve Account (as and if applicable under the Indenture) to the
Subordinate Debt Service Account, which it reasonably expects to be available for application pursuant to the
Indenture.
Selection of Bonds for Redemption
Unless otherwise specified herein or by Series Supplement, if less than all the Outstanding Bonds of like
Series 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 and which may provide for the selection for redemption of portions
(equal to any authorized denominations) of the principal of Bonds (including the Accreted Value at maturity of a
Bond) of a denomination larger than the minimum authorized denomination, or in the case of Taxable Bonds, on a
pro-rata pass-through distribution of principal basis in accordance with DTC procedures, provided that the selection
for redemption of such Taxable Bonds of a Series will be made in accordance with the operational arrangements of
DTC then in effect, from the numbers assigned to such Taxable Bonds as many numbers as, at such unit amount equal
to the lowest denomination in which the Taxable Bonds of a Series are authorized to be issued for each number, shall
equal the principal amount of such Taxable Bonds of a Series to be redeemed.
Application of Redemptions on Sinking Fund Installments and Turbo Term Bond Maturities
For all purposes of the Indenture, including without limitation calculating the deposits required as described
in clause (iii) under “SECURITY FOR THE BONDS—Application of Revenues—Transfers to Accounts”, calculating
*
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the payments required as described in clause (ii) under “SECURITY FOR THE BONDS—Application of Revenues—
Distribution Date Transfers”, and determining whether a Senior Payment Default or a Subordinate Payment Default
has occurred pursuant to the Indenture, all redemptions made under the Indenture shall be credited as follows:
(i)
the amount of any Turbo Redemptions shall be credited against Turbo Term Bond Maturities for
the Turbo Term Bonds, in the order of priority and within a priority in the chronological order, as set forth in the
applicable Series Supplement;
(ii)
the amount of any Sinking Fund Installments made under the Indenture shall be credited against
Term Bond Maturities for the Term Bonds in the order of priority and within a priority in the chronological order set
forth 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; and
(iii)
the amount of any optional redemption of Term Bonds in part shall be credited against any Sinking
Fund Installment, if any, as directed by the Corporation.
Clean-Up Call Redemptions
Optional Clean-Up Call of the Series 2021A-2 Bonds. The Series 2021A-2 Bonds are subject to optional
redemption in whole, at the option of the Corporation, at a redemption price equal to 100% of the principal amount
being redeemed plus interest accrued to the redemption date at any time that the available amounts on deposit in the
Pledged Accounts allocable to the Series 2021A-2 Bonds exceed the aggregate principal amount of, and accrued
interest on, all Outstanding Series 2021A-2 Bonds.
Mandatory Clean-Up Call of the Series 2021B-1 Bonds. The Series 2021B-1 Bonds and any Bonds secured
on parity with the Subordinate Bonds and which are secured by the Subordinate Liquidity Reserve Account are subject
to mandatory redemption in whole at a redemption price equal to 100% of the principal amount being redeemed, plus
interest accrued to the redemption date from the available amounts on deposit in the Pledged Accounts allocable to
the Series 2021B-1 Bonds at any time that such amounts exceed the aggregate principal amount of, and accrued interest
on, all such Outstanding Series 2021B-1 Bonds.
Payment Upon an Event of Default
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, the Bonds (including the Series 2021 Bonds)
shall be paid as described herein under “SECURITY FOR THE BONDS—Application of Revenues— Payment upon
a Senior Payment Default or Subordinate Payment Default.”
Prepayment from Lump Sum Payments and Total Lump Sum Payments
Upon the receipt of a sum that has been identified by an Officer’s Certificate as a Lump Sum Payment or a
Total Lump Sum Payment, the Trustee shall, after making provision for the amounts required to be deposited to the
Collection Fund in accordance with the Indenture, use all such amounts on deposit in the Lump Sum Redemption
Account to make payments on the Bonds (including the Series 2021 Bonds) as described herein under “SECURITY
FOR THE BONDS — Application of Revenues — Prepayment from Lump Sum Payments” and “— Prepayment from
Total Lump Sum Payments,” as applicable.

[Remainder of Page Intentionally Left Blank]
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THE CORPORATION
The Corporation is a special purpose, bankruptcy-remote local development corporation organized by the
County, incorporated under the provisions of Section 1411 of the Not-for-Profit Corporation Law of the State. The
Corporation is an instrumentality of, but separate and apart from, the County. Pursuant to the provisions of the
Corporation’s certificate of incorporation, the Corporation is governed by a board of directors comprised of three
members, designated in the following manner: one director shall be appointed by the Presiding Officer of the County
Legislature and two directors shall be appointed by the County Executive in accordance with the Corporation’s bylaws; provided however, that at all times at least one of the directors appointed by the County Executive (the
“Independent Director”) and one officer of the Corporation (the “Independent Officer”), who may be the same
individual, shall be an individual who (i) is not, and in the past two years has not been, employed by the County; (ii)
is not, and for the past two years has not been, employed by an entity that received remuneration valued at more than
$15,000 for goods and services provided to the County or received any other form of financial assistance valued at
more than $15,000 from the County; (iii) is not a relative of an employee of the County; and (iv) is not, and in the past
two years has not been, a lobbyist registered under a State or local law and paid by a client to influence the management
decisions, contract awards, rate determinations or any other similar actions of the County. The consent of the
Independent Director is required for, among other things, any bankruptcy petition by the Corporation.
The current members of the Corporation’s board are:
Name

Office

Principal Occupation

Dennis Cohen

Chairman and President

County Attorney

Lora Gellerstein

Treasurer and Secretary

Chief of Staff, Suffolk County Legislature

Jordan Thompson

Independent Director

Deputy General Counsel and Director of Risk
Management, New York Institute of
Technology

Connie DeGiovine

Ex-Officio

Budget Director, Office of Budget and
Management, Suffolk County

[Remainder of Page Intentionally Left Blank]
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PLAN OF REFUNDING *
A portion of the proceeds of the Series 2021 Bonds, together with other available funds, will be used to
purchase or refund, through defeasance and redemption, all of the Outstanding Series 2008 Bonds and all of the
Outstanding Series 2012 Bonds of the Corporation, as described below.
See “VERIFICATION OF
MATHEMATICAL COMPUTATIONS.”
Principal Amount
or Accreted
Value at Maturity
to be Purchased
$--

Principal
Amount or
Accreted Value
at Maturity to
be Redeemed
$33,995,000

Interest
Rate or
Rate of
Accretion
5.375%

Redemption Date
October 22, 2021

Maturity
Date
(June 1)
2028

Series
Designation
2008B

2048

2008B

Current Interest Turbo
Term Bonds

--

62,295,000

6.000

October 22, 2021

2044

2008C

Convertible Capital
Appreciation Bonds

--

28,945,000

6.625

October 22, 2021

2044

2008C

Convertible Capital
Appreciation Bonds

[ ]

[ ]

6.625

June 1, 2022

2048

2008D

Capital Appreciation
Turbo Term Bonds

303,015,000

8.000

October 22, 2021

2022

2012B

Current Interest Bonds

[ ]

[ ]

4.000

n/a

2023

2012B

Current Interest Bonds

[ ]

[ ]

5.000

[June 1, 2022]

2024

2012B

Current Interest Bonds

[ ]

[ ]

5.000

[June 1, 2022]

2025

2012B

Current Interest Bonds

[ ]

[ ]

5.000

[June 1, 2022]

2026

2012B

Current Interest Bonds

[ ]

[ ]

4.500

[June 1, 2022]

2032

2012B

Current Interest Bonds

[ ]

[ ]

5.000

[June 1, 2022]

2037

2012B

Current Interest Bonds

[ ]

[ ]

5.250

[June 1, 2022]

Bond Classification
Current Interest Turbo
Term Bonds

On August 12, 2021, the Corporation released an invitation to tender (the “Tender Invitation”) to Holders
of its Tobacco Settlement Asset-Backed Bonds, Series 2008C (the “Series 2008C Bonds”) and its Tobacco Settlement
Asset-Backed Bonds, Series 2012B (the “Series 2012B Bonds” and, together with the Series 2008C Bonds, the
“Tender Candidates”) at prices set forth in the Tender Invitation. Subject to the terms and conditions of the Tender
Invitation, the Corporation will purchase the Tender Candidates validly tendered for purchase (such purchased Tender
Candidates being herein referred to as the “Tendered Bonds”) on the Closing Date. The Corporation is expected to
pay for such Tendered Bonds, together with the costs related thereto, from a portion of the proceeds of the Series 2021
Bonds.
On the date of delivery of the Series 2021 Bonds, (i) a portion of the proceeds of the Series 2021 Bonds will
be transferred to the Trustee to be deposited in a special trust account (the “2008 Refunding Account”) to provide
for the refunding of the Series 2008 Bonds not purchased by the Corporation pursuant to the Tender Invitation, and
(ii) a portion of the proceeds of the Series 2021 Bonds will be transferred to the 2012 Trustee to be deposited in a
special trust account (the “2012 Refunding Account”, and together with the 2008 Refunding Account, the
“Refunding Accounts”) to provide for the refunding of the Series 2012B Bonds not purchased by the Corporation
pursuant to the Tender Invitation (the “Series 2012 Refunded Bonds”, and together with the Series 2008 Refunded
Bonds, the “Refunded Bonds”). The moneys in the Refunding Accounts will be held by the applicable Trustees and
will be applied to the payment of, and pledged solely for the benefit of, the Refunded Bonds. The Corporation will
deposit a portion of the proceeds from the sale of the Series 2021 Bonds, together with other available funds, into the
applicable Refunding Account in amounts that will be retained as cash or invested, at the direction of the Corporation,
in Defeasance Collateral, in accordance with the Original Indenture or the 2012 Indenture, as applicable, that matures
*
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or is subject to redemption at the option of the holder in amounts and bearing interest at rates sufficient without
reinvestment (i) to redeem such Refunded Bonds on their applicable redemption date at their redemption price and (ii)
to pay the interest on such Refunded Bonds to the applicable redemption date.
Upon issuance of the Series 2021 Bonds, the Refunded Bonds will be irrevocably designated for redemption
as described above, provision will be made for the giving of notice of such redemption, and such Refunded Bonds
shall not be redeemed other than as described above.
By virtue of the provision for payment of the Refunded Bonds upon redemption, together with the irrevocable
deposit and application of monies and securities in the Refunding Accounts, the Refunded Bonds will be deemed to
be no longer outstanding under the Original Indenture or the 2012 Indenture, as applicable, and, except for purposes
of any payment from such moneys and securities, shall no longer be secured by or entitled to the benefits of the
Original Indenture or the 2012 Indenture, as applicable.
The estimated sources and uses of funds are expected to be as follows:
Sources of Funds:
Initial Principal Amount of the Series 2021 Bonds
Original Issue Premium
Funds Held Under the Original Indenture for the Series 2008 Bonds
Funds Held Under the 2012 Indenture for the Series 2012 Bonds
Total Sources
Uses of Funds:
Purchase Price of Tendered Bonds
Defeasance of Series 2008 Bonds
Defeasance of Series 2012 Bonds
Deposit to Senior Liquidity Reserve Account
Deposit to Subordinate Liquidity Reserve Account
Deposit to Senior Debt Service Account
Deposit to Subordinate Debt Service Account
Costs of Issuance (1)
Total Uses
__________________
(1)

$

$
$

$

Includes underwriters’ discount, legal fees, rating agency fees, verification agent fees, printing costs and certain other
expenses related to the issuance of the Series 2021 Bonds.

TABLES OF PROJECTED BOND DEBT SERVICE AND COVERAGE
The following tables set forth the projected debt service coverage for the Series 2021 Bonds and projected
debt service requirements for the Series 2021 Bonds based on the application of the Pledged Revenues Projection
Methodology and Assumptions and the Bond Structuring Methodology and Assumptions described herein under
“PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS”.
No assurance can be given that actual cigarette consumption in the United States during the term of the
Series 2021 Bonds will be as assumed or that the other assumptions underlying the Pledged Revenues Projection
Methodology and Assumptions, including the market shares of the OPMs and the SPMs, the number of Tribal NPM
Packs determined by the Investigator (as hereinafter defined), and the assumption that there will not be an NPM
Adjustment applied to payments to the State, will be consistent with future events. If actual events deviate from one
or more of the assumptions underlying the Pledged Revenues Projection Methodology and Assumptions and the Bond
Structuring Methodology and Assumptions, the amount of funds available to the Corporation to pay the principal or
Accreted Value of and interest on the Series 2021 Bonds and to make Turbo Redemptions on the Series 2021B
Subordinate Bonds could be adversely affected. See “RISK FACTORS” herein.
[Remainder of Page Intentionally Left Blank]
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Series 2021A Senior Bonds Debt Service and Projected Debt Service Coverage – Base Case*
S eries 2021A Bonds

Year

Projected
Pledged
(1)
Revenues

2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
Total

$17,478,822
17,183,693
16,722,597
16,803,715
16,579,651
16,710,373
16,572,682
16,736,580
16,633,118
16,947,469
16,847,877
16,989,753
16,894,330
17,024,524
16,913,774
17,047,316
16,933,699
17,435,054
17,329,955
17,437,318
17,320,246
17,446,395
17,341,298
17,454,202
17,344,146
17,816,883
17,718,340
19,321,182
19,226,694
$500,211,688

Operating
(1)
Expenses
($175,000)
(180,250)
(185,658)
(191,227)
(196,964)
(202,873)
(208,959)
(215,228)
(221,685)
(228,335)
(235,185)
(242,241)
(249,508)
(256,993)
(264,703)
(272,644)
(280,824)
(289,248)
(297,926)
(306,864)
(316,069)
(325,552)
(335,318)
(345,378)
(355,739)
(366,411)
(377,403)
(388,726)
(400,387)
($7,913,299)

Net Revenues
Available for
Debt S ervice

Principal /
S inking Fund
(2)
Installments

$17,303,822
17,003,443
16,536,940
16,612,487
16,382,687
16,507,500
16,363,723
16,521,352
16,411,433
16,719,133
16,612,692
16,747,513
16,644,822
16,767,531
16,649,071
16,774,671
16,652,876
17,145,806
17,032,029
17,130,454
17,004,177
17,120,844
17,005,980
17,108,825
16,988,407
17,450,472
17,340,937
18,932,457
18,826,307
$492,298,389

$6,295,000
5,970,000
5,555,000
4,845,000
4,490,000
4,425,000
4,465,000
4,540,000
4,450,000
4,525,000
4,485,000
4,770,000
4,520,000
4,890,000
4,845,000
4,920,000
4,815,000
5,215,000
5,165,000
5,440,000
4,800,000
4,740,000
4,510,000
4,445,000
4,215,000
4,145,000
3,910,000
5,620,000
5,460,000
$140,470,000

Interest
$5,160,190
5,120,144
5,067,801
5,003,091
4,931,667
4,783,775
4,561,525
4,336,400
4,111,650
3,887,275
3,662,025
3,430,650
3,198,400
2,987,600
2,792,900
2,597,600
2,402,900
2,202,300
1,994,700
1,782,600
1,577,800
1,387,000
1,202,000
1,022,900
849,700
682,500
521,400
330,800
109,200
$81,698,493

Debt S ervice
$11,455,190
11,090,144
10,622,801
9,848,091
9,421,667
9,208,775
9,026,525
8,876,400
8,561,650
8,412,275
8,147,025
8,200,650
7,718,400
7,877,600
7,637,900
7,517,600
7,217,900
7,417,300
7,159,700
7,222,600
6,377,800
6,127,000
5,712,000
5,467,900
5,064,700
4,827,500
4,431,400
5,950,800
5,569,200
$222,168,493

Pledged
Account
(1)
Earnings
($33,570)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(14,319)
($821,114)

Net Debt
S ervice

Debt S ervice
(3)
Coverage

$11,421,620
11,061,506
10,594,163
9,819,453
9,393,029
9,180,137
8,997,887
8,847,762
8,533,012
8,383,637
8,118,387
8,172,012
7,689,762
7,848,962
7,609,262
7,488,962
7,189,262
7,388,662
7,131,062
7,193,962
6,349,162
6,098,362
5,683,362
5,439,262
5,036,062
4,798,862
4,402,762
5,922,162
5,554,881
$221,347,379

1.52x
1.54x
1.56x
1.69x
1.74x
1.80x
1.82x
1.87x
1.92x
1.99x
2.05x
2.05x
2.16x
2.14x
2.19x
2.24x
2.32x
2.32x
2.39x
2.38x
2.68x
2.81x
2.99x
3.15x
3.37x
3.64x
3.94x
3.20x
3.39x

_______________
*
(1)
(2)
(3)

Preliminary, subject to change.
Based on application of the Pledged Revenues Projection Methodology and Assumptions as described under “PLEDGED REVENUES PROJECTION METHODOLOGY AND
BOND STRUCTURING ASSUMPTIONS” herein. Includes Pledged Account earnings from the Closing Date.
Excludes application of the clean-up call.
Series 2021A Senior Bonds Debt Service Coverage equals Net Revenues Available for Debt Service divided by Series 2021A Bonds Net Debt Service.
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Series 2021A Senior Bonds Debt Service and Projected Debt Service Coverage – Alternative Case (Menthol Ban) 1*
S eries 2021A Bonds
Projected
Pledged
(1)

Year

Revenues

2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
Total

$17,478,822
17,183,693
16,722,597
15,742,476
14,527,044
15,060,334
14,940,293
15,245,953
15,161,641
15,291,442
15,206,279
15,339,018
15,257,897
15,718,788
15,634,298
15,748,358
15,661,553
15,772,519
15,683,630
15,786,521
15,687,194
15,807,397
15,719,249
16,155,461
16,073,072
16,169,256
16,087,852
17,688,285
17,610,992
$460,161,916

Operating
Expenses

(1)

($175,000)
(180,250)
(185,658)
(191,227)
(196,964)
(202,873)
(208,959)
(215,228)
(221,685)
(228,335)
(235,185)
(242,241)
(249,508)
(256,993)
(264,703)
(272,644)
(280,824)
(289,248)
(297,926)
(306,864)
(316,069)
(325,552)
(335,318)
(345,378)
(355,739)
(366,411)
(377,403)
(388,726)
(400,387)
($7,913,299)

Net Revenues
Available for

Principal /
S inking Fund

Debt S ervice

Installments

$17,303,822
17,003,443
16,536,940
15,551,249
14,330,080
14,857,461
14,731,334
15,030,725
14,939,956
15,063,107
14,971,094
15,096,777
15,008,389
15,461,794
15,369,595
15,475,714
15,380,730
15,483,271
15,385,705
15,479,658
15,371,125
15,481,846
15,383,931
15,810,083
15,717,333
15,802,845
15,710,448
17,299,560
17,210,604
$452,248,617

Pledged
Account

(2)

$6,295,000
5,970,000
5,555,000
4,845,000
4,490,000
4,425,000
4,465,000
4,540,000
4,450,000
4,525,000
4,485,000
4,770,000
4,520,000
4,890,000
4,845,000
4,920,000
4,815,000
5,215,000
5,165,000
5,440,000
4,800,000
4,740,000
4,510,000
4,445,000
4,215,000
4,145,000
3,910,000
5,620,000
5,460,000
$140,470,000

Interest

Debt S ervice

$5,160,190
5,120,144
5,067,801
5,003,091
4,931,667
4,783,775
4,561,525
4,336,400
4,111,650
3,887,275
3,662,025
3,430,650
3,198,400
2,987,600
2,792,900
2,597,600
2,402,900
2,202,300
1,994,700
1,782,600
1,577,800
1,387,000
1,202,000
1,022,900
849,700
682,500
521,400
330,800
109,200
$81,698,493

$11,455,190
11,090,144
10,622,801
9,848,091
9,421,667
9,208,775
9,026,525
8,876,400
8,561,650
8,412,275
8,147,025
8,200,650
7,718,400
7,877,600
7,637,900
7,517,600
7,217,900
7,417,300
7,159,700
7,222,600
6,377,800
6,127,000
5,712,000
5,467,900
5,064,700
4,827,500
4,431,400
5,950,800
5,569,200
$222,168,493

Earnings

(1)

($33,570)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(14,319)
($821,114)

Net Debt
S ervice
$11,421,620
11,061,506
10,594,163
9,819,453
9,393,029
9,180,137
8,997,887
8,847,762
8,533,012
8,383,637
8,118,387
8,172,012
7,689,762
7,848,962
7,609,262
7,488,962
7,189,262
7,388,662
7,131,062
7,193,962
6,349,162
6,098,362
5,683,362
5,439,262
5,036,062
4,798,862
4,402,762
5,922,162
5,554,881
$221,347,379

Debt S ervice
Coverage

(3)

1.52x
1.54x
1.56x
1.58x
1.53x
1.62x
1.64x
1.70x
1.75x
1.80x
1.84x
1.85x
1.95x
1.97x
2.02x
2.07x
2.14x
2.10x
2.16x
2.15x
2.42x
2.54x
2.71x
2.91x
3.12x
3.29x
3.57x
2.92x
3.10x

_______________
*

(1)
(2)
(3)

Preliminary, subject to change.
Based on application of the Pledged Revenues Projection Methodology and Assumptions as described under “PLEDGED REVENUES PROJECTION METHODOLOGY AND
BOND STRUCTURING ASSUMPTIONS” herein. Includes Pledged Account earnings from the Closing Date.
Excludes application of the clean-up call.
Series 2021A Senior Bonds Debt Service Coverage equals Net Revenues Available for Debt Service divided by Series 2021A Bonds Net Debt Service.
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Series 2021A Senior Bonds Debt Service and Projected Debt Service Coverage – Alternative Case (Menthol Ban) 2*
S eries 2021A Bonds

Year

Projected
Pledged
(1)
Revenues

2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
Total

$17,478,822
17,183,693
16,722,597
15,184,505
13,490,366
14,373,220
14,266,480
14,407,087
14,329,866
14,455,059
14,377,183
14,826,107
14,761,834
14,869,807
14,792,894
14,903,703
14,824,781
14,932,850
14,852,148
14,952,780
14,862,415
15,291,320
15,221,083
15,316,081
15,242,161
15,337,116
15,264,367
16,863,584
16,794,975
$440,178,887

Operating
(1)
Expenses
($175,000)
(180,250)
(185,658)
(191,227)
(196,964)
(202,873)
(208,959)
(215,228)
(221,685)
(228,335)
(235,185)
(242,241)
(249,508)
(256,993)
(264,703)
(272,644)
(280,824)
(289,248)
(297,926)
(306,864)
(316,069)
(325,552)
(335,318)
(345,378)
(355,739)
(366,411)
(377,403)
(388,726)
(400,387)
($7,913,299)

Net Revenues
Available for
Debt S ervice

Principal /
S inking Fund
(2)
Installments

$17,303,822
17,003,443
16,536,940
14,993,278
13,293,402
14,170,347
14,057,521
14,191,859
14,108,181
14,226,724
14,141,998
14,583,866
14,512,326
14,612,814
14,528,191
14,631,059
14,543,958
14,643,601
14,554,222
14,645,917
14,546,346
14,965,768
14,885,765
14,970,703
14,886,423
14,970,705
14,886,964
16,474,859
16,394,587
$432,265,588

$6,295,000
5,970,000
5,555,000
4,845,000
4,490,000
4,425,000
4,465,000
4,540,000
4,450,000
4,525,000
4,485,000
4,770,000
4,520,000
4,890,000
4,845,000
4,920,000
4,815,000
5,215,000
5,165,000
5,440,000
4,800,000
4,740,000
4,510,000
4,445,000
4,215,000
4,145,000
3,910,000
5,620,000
5,460,000
$140,470,000

Interest
$5,160,190
5,120,144
5,067,801
5,003,091
4,931,667
4,783,775
4,561,525
4,336,400
4,111,650
3,887,275
3,662,025
3,430,650
3,198,400
2,987,600
2,792,900
2,597,600
2,402,900
2,202,300
1,994,700
1,782,600
1,577,800
1,387,000
1,202,000
1,022,900
849,700
682,500
521,400
330,800
109,200
$81,698,493

Debt S ervice
$11,455,190
11,090,144
10,622,801
9,848,091
9,421,667
9,208,775
9,026,525
8,876,400
8,561,650
8,412,275
8,147,025
8,200,650
7,718,400
7,877,600
7,637,900
7,517,600
7,217,900
7,417,300
7,159,700
7,222,600
6,377,800
6,127,000
5,712,000
5,467,900
5,064,700
4,827,500
4,431,400
5,950,800
5,569,200
$222,168,493

Pledged
Account
(1)
Earnings
($33,570)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(14,319)
($821,114)

Net Debt
S ervice

Debt S ervice
(3)
Coverage

$11,421,620
11,061,506
10,594,163
9,819,453
9,393,029
9,180,137
8,997,887
8,847,762
8,533,012
8,383,637
8,118,387
8,172,012
7,689,762
7,848,962
7,609,262
7,488,962
7,189,262
7,388,662
7,131,062
7,193,962
6,349,162
6,098,362
5,683,362
5,439,262
5,036,062
4,798,862
4,402,762
5,922,162
5,554,881
$221,347,379

1.52x
1.54x
1.56x
1.53x
1.42x
1.54x
1.56x
1.60x
1.65x
1.70x
1.74x
1.78x
1.89x
1.86x
1.91x
1.95x
2.02x
1.98x
2.04x
2.04x
2.29x
2.45x
2.62x
2.75x
2.96x
3.12x
3.38x
2.78x
2.95x

__________________
*
(1)
(2)
(3)

Preliminary, subject to change.
Based on application of the Pledged Revenues Projection Methodology and Assumptions as described under “PLEDGED REVENUES PROJECTION METHODOLOGY AND
BOND STRUCTURING ASSUMPTIONS” herein. Includes Pledged Account earnings from the Closing Date.
Excludes application of the clean-up call.
Series 2021A Senior Bonds Debt Service Coverage equals Net Revenues Available for Debt Service divided by Series 2021A Bonds Net Debt Service.
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Projected Series 2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021B Subordinate Bonds – Base Case*
Series 2021A Bonds

Projected Net
Revenues Available
Year
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066
Total

(1)

for Debt Service
$17,303,822
17,003,443
16,536,940
16,612,487
16,382,687
16,507,500
16,363,723
16,521,352
16,411,433
16,719,133
16,612,692
16,747,513
16,644,822
16,767,531
16,649,071
16,774,671
16,652,876
17,145,806
17,032,029
17,130,454
17,004,177
17,120,844
17,005,980
17,108,825
16,988,407
17,450,472
17,340,937
19,321,182
19,226,694
19,332,613
19,242,516
19,351,822
19,266,470
19,379,491
19,299,257
19,417,061
19,343,886
19,806,109
19,747,515
19,860,156
19,808,307
19,927,160
19,882,988
20,008,283
19,972,237
$806,733,373

Principal /
Sinking Fund
Installments
$6,295,000
5,970,000
5,555,000
4,845,000
4,490,000
4,425,000
4,465,000
4,540,000
4,450,000
4,525,000
4,485,000
4,770,000
4,520,000
4,890,000
4,845,000
4,920,000
4,815,000
5,215,000
5,165,000
5,440,000
4,800,000
4,740,000
4,510,000
4,445,000
4,215,000
4,145,000
14,990,000 (2)
$140,470,000

__________________

*

(1)
(2)
(3)
(4)
(5)

Series 2021B Bonds

Pledged Account
Earnings / Senior
Liquidity Reserve
Account Release
Interest
$5,160,190
5,120,144
5,067,801
5,003,091
4,931,667
4,783,775
4,561,525
4,336,400
4,111,650
3,887,275
3,662,025
3,430,650
3,198,400
2,987,600
2,792,900
2,597,600
2,402,900
2,202,300
1,994,700
1,782,600
1,577,800
1,387,000
1,202,000
1,022,900
849,700
682,500
299,800
$81,036,893

(1)

(2)

($33,570)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(11,469,509)
($12,219,028)

Series 2021A
Senior Bonds Net
Debt Service
$11,421,620
11,061,506
10,594,163
9,819,453
9,393,029
9,180,137
8,997,887
8,847,762
8,533,012
8,383,637
8,118,387
8,172,012
7,689,762
7,848,962
7,609,262
7,488,962
7,189,262
7,388,662
7,131,062
7,193,962
6,349,162
6,098,362
5,683,362
5,439,262
5,036,062
4,798,862
3,820,291
$209,287,865

Series 2021B-1
Bonds
2031 Term
$3,915,000
3,995,000
290,000
$8,200,000

Series 2021B-1
Bonds
2050 Term
$3,795,000
5,110,000
5,520,000
6,090,000
6,380,000
6,955,000
7,445,000
7,205,000
$48,500,000

Preliminary, subject to change.

Series 2021B-2
Bonds
2066 Term

(2)

(3)

$10,910,000
30,045,000
29,220,000
29,405,000
28,215,000
27,555,000
27,275,000
26,785,000
26,605,000
26,015,000
25,155,000
25,990,000
25,905,000
25,640,000
25,460,000
25,130,000
24,065,000
$439,375,000

Pledged Account
Earnings / Subordinate
Liquidity Reserve

Total Projected
Principal
(4)

Payments
$3,915,000
3,995,000
4,085,000
5,110,000
5,520,000
6,090,000
6,380,000
6,955,000
7,445,000
10,177,211
8,494,923
8,574,609
8,955,293
8,918,197
9,039,418
9,286,047
9,464,480
9,756,852
9,901,569
9,936,477
10,655,120
11,022,318
11,322,368
11,668,573
11,953,085
11,879,928
$220,501,466

Interest
$1,971,213
1,951,438
1,864,825
1,686,000
1,473,400
1,241,200
991,800
725,100
437,100
144,100
$12,486,175

(1) (2)

Account Release
($5,805)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(1,983,476)
($2,028,902)

Series 2021B
Bonds Net Debt
Service
$5,880,407
5,941,485
5,944,873
6,791,048
6,988,448
7,326,248
7,366,848
7,675,148
7,877,148
8,337,835
8,494,923
8,574,609
8,955,293
8,918,197
9,039,418
9,286,047
9,464,480
9,756,852
9,901,569
9,936,477
10,655,120
11,022,318
11,322,368
11,668,573
11,953,085
11,879,928
$230,958,740

Total Net Debt
(5)

Service
$17,302,027
17,002,991
16,539,036
16,610,501
16,381,477
16,506,385
16,364,735
16,522,910
16,410,160
16,721,472
16,613,310
16,746,621
16,645,055
16,767,159
16,648,680
16,775,009
16,653,742
17,145,514
17,032,631
17,130,439
17,004,282
17,120,680
17,005,730
17,107,835
16,989,147
16,678,790
3,820,291
$440,246,604

Amounts to
Surplus Account /
Residual to the
County
$772,375
13,520,646
19,321,182
19,226,694
19,332,613
19,242,516
19,351,822
19,266,470
19,379,491
19,299,257
19,417,061
19,343,886
19,806,109
19,747,515
19,860,156
19,808,307
19,927,160
19,882,988
20,008,283
19,972,237
$366,486,768

Based on application of the Pledged Revenues Projection Methodology and Assumptions described under “PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND
STRUCTURING ASSUMPTIONS” herein. Includes Pledged Account earnings from the Closing Date.
Includes application of the clean-up call.
Reflects Accreted Value at maturity of Series 2021B-2 Bonds.
Reflects Turbo Redemption of Series 2021B-2 Bonds at their then Accreted Value.
Includes all interest, Series 2021A Senior Bonds principal and Sinking Fund Installments, Series 2021B Subordinate Bonds Projected Turbo Redemptions, less assumed earnings and
releases on the Liquidity Reserve Accounts.
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Projected Series 2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021B Subordinate Bonds – Alternative Case (Menthol Ban) 1*
S eries 2021B Bonds

S eries 2021A Bonds

Projected Net
Revenues Available
Year
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066
Total

for Debt S ervice

(1)

$17,303,822
17,003,443
16,536,940
15,551,249
14,330,080
14,857,461
14,731,334
15,030,725
14,939,956
15,063,107
14,971,094
15,096,777
15,008,389
15,461,794
15,369,595
15,475,714
15,380,730
15,483,271
15,385,705
15,479,658
15,371,125
15,481,846
15,383,931
15,810,083
15,717,333
15,802,845
15,710,448
17,299,560
17,210,604
17,302,269
17,641,817
17,749,044
17,680,984
17,792,089
17,729,186
18,155,782
18,109,140
18,216,381
18,174,180
18,286,724
18,251,255
18,370,068
18,342,209
18,467,541
18,447,740
$740,965,027

Principal /
S inking Fund
Installments
$6,295,000
5,970,000
5,555,000
4,845,000
4,490,000
4,425,000
4,465,000
4,540,000
4,450,000
4,525,000
4,485,000
4,770,000
4,520,000
4,890,000
4,845,000
4,920,000
4,815,000
5,215,000
5,165,000
5,440,000
4,800,000
4,740,000
4,510,000
4,445,000
4,215,000
4,145,000
14,990,000
$140,470,000

__________________

*

(1)
(2)
(3)
(4)
(5)

Pledged Account
Earnings / S enior
Liquidity Reserve
Account Release
Interest

(2)

$5,160,190
5,120,144
5,067,801
5,003,091
4,931,667
4,783,775
4,561,525
4,336,400
4,111,650
3,887,275
3,662,025
3,430,650
3,198,400
2,987,600
2,792,900
2,597,600
2,402,900
2,202,300
1,994,700
1,782,600
1,577,800
1,387,000
1,202,000
1,022,900
849,700
682,500
299,800
$81,036,893

(1)

(2)

($33,570)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(11,469,509)
($12,219,028)

S eries 2021A
S enior Bonds
Net Debt S ervice
$11,421,620
11,061,506
10,594,163
9,819,453
9,393,029
9,180,137
8,997,887
8,847,762
8,533,012
8,383,637
8,118,387
8,172,012
7,689,762
7,848,962
7,609,262
7,488,962
7,189,262
7,388,662
7,131,062
7,193,962
6,349,162
6,098,362
5,683,362
5,439,262
5,036,062
4,798,862
3,820,291
$209,287,865

S eries 2021B-1
Bonds
2031 Term
$3,915,000
3,995,000
290,000
$8,200,000

S eries 2021B-1
Bonds
2050 Term
$3,795,000
4,025,000
3,385,000
4,275,000
4,510,000
5,150,000
5,590,000
6,095,000
6,520,000
5,155,000 (2)
$48,500,000

Preliminary, subject to change.

S eries 2021B-2
Bonds

Total
Projected
Principal

2066 Term (3)

Payments (4)

Interest

$3,915,000
3,995,000
4,085,000
4,025,000
3,385,000
4,275,000
4,510,000
5,150,000
5,590,000
6,095,000
6,520,000
8,806,985
7,318,337
7,612,787
7,760,023
7,987,192
8,190,653
8,095,565
8,253,528
8,285,335
9,023,440
9,382,055
9,701,732
10,369,264
10,683,099
11,003,681
11,888,850
17,300,161
17,209,754
13,433,851
$243,851,290

$1,971,213
1,951,438
1,864,825
1,707,700
1,559,500
1,406,300
1,230,600
1,037,400
822,600
588,900
336,600
103,100
$14,580,175

$12,445,000
24,030,000
24,085,000
23,655,000
23,460,000
23,180,000
22,075,000
21,685,000
20,975,000
22,010,000
22,050,000
21,970,000
22,625,000
22,460,000
22,290,000
23,205,000
32,535,000
31,185,000
23,455,000
$439,375,000

Pledged Account
Earnings / S ubordinate S eries 2021B
Liquidity Reserve
Bonds Net Debt
Account Release (1) (2)
S ervice
($5,805)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(1,983,476)
($2,038,807)

$5,880,407
5,941,485
5,944,873
5,727,748
4,939,548
5,676,348
5,735,648
6,182,448
6,407,648
6,678,948
6,851,648
6,926,609
7,318,337
7,612,787
7,760,023
7,987,192
8,190,653
8,095,565
8,253,528
8,285,335
9,023,440
9,382,055
9,701,732
10,369,264
10,683,099
11,003,681
11,888,850
17,300,161
17,209,754
13,433,851
$256,392,658

Total Net Debt
S ervice

(5)

$17,302,027
17,002,991
16,539,036
15,547,201
14,332,577
14,856,485
14,733,535
15,030,210
14,940,660
15,062,585
14,970,035
15,098,621
15,008,099
15,461,749
15,369,285
15,476,154
15,379,915
15,484,227
15,384,590
15,479,297
15,372,602
15,480,417
15,385,094
15,808,526
15,719,161
15,802,543
15,709,141
17,300,161
17,209,754
13,433,851
$465,680,523

Amounts to
S urplus Account
/ Residual to the
County
$3,870,364
17,641,817
17,749,044
17,680,984
17,792,089
17,729,186
18,155,782
18,109,140
18,216,381
18,174,180
18,286,724
18,251,255
18,370,068
18,342,209
18,467,541
18,447,740
$275,284,504

Based on application of the Pledged Revenues Projection Methodology and Assumptions described under “PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND
STRUCTURING ASSUMPTIONS” herein. Includes Pledged Account earnings from the Closing Date.
Includes application of the clean-up call.
Reflects Accreted Value at maturity of Series 2021B-2 Bonds.
Reflects Turbo Redemption of Series 2021B-2 Bonds at their then Accreted Value.
Includes all interest, Series 2021A Senior Bonds principal and Sinking Fund Installments, Series 2021B Subordinate Bonds Projected Turbo Redemptions, less assumed earnings and
releases on the Liquidity Reserve Accounts.
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Projected Series 2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021B Subordinate Bonds – Alternative Case (Menthol Ban) 2*
Series 2021B Bonds

Series 2021A Bonds

Projected Net
Revenues Available
Year
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066
Total

(1)

for Debt Service
$17,303,822
17,003,443
16,536,940
14,993,278
13,293,402
14,170,347
14,057,521
14,191,859
14,108,181
14,226,724
14,141,998
14,583,866
14,512,326
14,612,814
14,528,191
14,631,059
14,543,958
14,643,601
14,554,222
14,645,917
14,546,346
14,965,768
14,885,765
14,970,703
14,886,423
14,970,705
14,886,964
16,474,859
16,394,587
16,485,120
16,408,607
16,502,041
16,429,589
17,286,775
17,241,519
17,344,811
17,306,352
17,413,482
17,379,561
17,492,056
17,464,860
17,583,652
17,564,033
17,689,383
17,677,787
$707,535,215

Principal /
Sinking Fund
Installments
$6,295,000
5,970,000
5,555,000
4,845,000
4,490,000
4,425,000
4,465,000
4,540,000
4,450,000
4,525,000
4,485,000
4,770,000
4,520,000
4,890,000
4,845,000
4,920,000
4,815,000
5,215,000
5,165,000
5,440,000
4,800,000
4,740,000
4,510,000
4,445,000
4,215,000
4,145,000
14,990,000
$140,470,000

__________________

*

(1)
(2)
(3)
(4)
(5)

Pledged Account
Earnings / Senior
Liquidity Reserve
Account Release
Interest

(2)

$5,160,190
5,120,144
5,067,801
5,003,091
4,931,667
4,783,775
4,561,525
4,336,400
4,111,650
3,887,275
3,662,025
3,430,650
3,198,400
2,987,600
2,792,900
2,597,600
2,402,900
2,202,300
1,994,700
1,782,600
1,577,800
1,387,000
1,202,000
1,022,900
849,700
682,500
299,800
$81,036,893

(1)

(2)

($33,570)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(11,469,509)
($12,219,028)

Series 2021A
Senior Bonds Net
Debt Service
$11,421,620
11,061,506
10,594,163
9,819,453
9,393,029
9,180,137
8,997,887
8,847,762
8,533,012
8,383,637
8,118,387
8,172,012
7,689,762
7,848,962
7,609,262
7,488,962
7,189,262
7,388,662
7,131,062
7,193,962
6,349,162
6,098,362
5,683,362
5,439,262
5,036,062
4,798,862
3,820,291
$209,287,865

Series 2021B-1
Bonds
2031 Term
$3,915,000
3,995,000
290,000
$8,200,000

Series 2021B-1
Bonds
2050 Term
$3,795,000
3,455,000
2,305,000
3,505,000
3,725,000
4,160,000
4,570,000
5,030,000
5,420,000
6,035,000
6,500,000
$48,500,000

Preliminary, subject to change.

Series 2021B-2
Bonds
2066 Term

(2)

(3)

$7,150,000
21,400,000
21,090,000
20,980,000
20,810,000
19,785,000
19,505,000
18,865,000
19,995,000
20,840,000
20,835,000
20,800,000
20,710,000
20,605,000
21,600,000
30,980,000
29,710,000
28,780,000
27,605,000
26,750,000
580,000
$439,375,000

Pledged Account
Earnings / Subordinate
Liquidity Reserve

Total Projected
Principal
(4)

Payments
$3,915,000
3,995,000
4,085,000
3,455,000
2,305,000
3,505,000
3,725,000
4,160,000
4,570,000
5,030,000
5,420,000
6,035,000
8,677,533
6,764,112
6,918,575
7,142,851
7,353,214
7,255,753
7,423,798
7,451,864
8,197,350
8,867,212
9,200,528
9,532,848
9,850,712
10,171,864
11,066,544
16,473,305
16,395,761
16,483,745
16,409,240
16,502,878
371,368
$258,711,052

Interest
$1,971,213
1,951,438
1,864,825
1,719,100
1,603,900
1,487,700
1,343,100
1,185,400
1,010,800
818,800
609,800
380,700
130,000
$16,076,775

(1) (2)

Account Release
($5,805)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(1,983,476)
($2,043,759)

Series 2021B
Bonds Net Debt
Service
$5,880,407
5,941,485
5,944,873
5,169,148
3,903,948
4,987,748
5,063,148
5,340,448
5,575,848
5,843,848
6,024,848
6,410,748
6,824,056
6,764,112
6,918,575
7,142,851
7,353,214
7,255,753
7,423,798
7,451,864
8,197,350
8,867,212
9,200,528
9,532,848
9,850,712
10,171,864
11,066,544
16,473,305
16,395,761
16,483,745
16,409,240
16,502,878
371,368
$272,744,068

Total Net Debt
(5)

Service
$17,302,027
17,002,991
16,539,036
14,988,601
13,296,977
14,167,885
14,061,035
14,188,210
14,108,860
14,227,485
14,143,235
14,582,760
14,513,818
14,613,074
14,527,837
14,631,813
14,542,476
14,644,415
14,554,860
14,645,826
14,546,512
14,965,574
14,883,890
14,972,110
14,886,774
14,970,726
14,886,835
16,473,305
16,395,761
16,483,745
16,409,240
16,502,878
371,368
$482,031,933

Amounts to
Surplus Account /
Residual to the
County
$16,059,012
17,286,775
17,241,519
17,344,811
17,306,352
17,413,482
17,379,561
17,492,056
17,464,860
17,583,652
17,564,033
17,689,383
17,677,787
$225,503,282

Based on application of the Pledged Revenues Projection Methodology and Assumptions described under “PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND
STRUCTURING ASSUMPTIONS” herein. Includes Pledged Account earnings from the Closing Date.
Includes application of the clean-up call.
Reflects Accreted Value at maturity of Series 2021B-2 Bonds.
Reflects Turbo Redemption of Series 2021B-2 Bonds at their then Accreted Value.
Includes all interest, Series 2021A Senior Bonds principal and Sinking Fund Installments, Series 2021B Subordinate Bonds Projected Turbo Redemptions, less assumed earnings and
releases on the Liquidity Reserve Accounts.
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SERIES 2021B SUBORDINATE BONDS PROJECTED TURBO REDEMPTION UNDER VARIOUS
CONSUMPTION DECLINE SCENARIOS
Series 2021B Projected Final Turbo Redemption Payment Dates Under Various Consumption Decline
Scenarios
The following tables set forth the expected final redemption dates at which the Series 2021B Subordinate
Bonds would be paid in full based on the following cigarette consumption decline projections:
• IHS Global forecast – Base Case;
• IHS Global forecast – Alternative Case 1;
• IHS Global forecast – Alternative Case 2;
• –5.56% * constant annual decline beginning in 2021;
• –7.00%* constant annual decline beginning in 2021 (for the Series 2021B-1 Bonds only);
and
only).

• –7.80%* constant annual decline beginning in 2021 (for the Series 2021B-1 Bonds maturing in 2050* only);
• –12.12%* constant annual decline beginning in 2021 (for the Series 2021B-1 Bonds maturing in 2031*

The –5.56%*, –7.80%* and –12.12%* constant annual declines represent the “breakeven” consumption
decline rates at which debt service on the Series 2021B Subordinate Bonds maturing in 2066*, 2050* and 2031*,
respectively, would be paid in full at legal final maturity. The tables below further assume the Series 2021B
Subordinate Bonds bear or accrete interest at the rates described on the inside front cover page hereof and the Pledged
Revenues are received in accordance with the Pledged Revenues Projection Methodology and Assumptions and the
Bond Structuring Methodology and Assumptions described herein under “PLEDGED REVENUES PROJECTION
METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” and applied as set forth in the Indenture,
including the application of amounts in the Turbo Redemption Account. See “SECURITY FOR THE BONDS”
herein.
No assurance can be given that actual cigarette consumption in the United States during the term of the
Series 2021 Bonds will be as assumed or that the other assumptions underlying the Pledged Revenues Projection
Methodology and Assumptions, including the market shares of the OPMs and the SPMs, the number of Tribal NPM
Packs determined by the Investigator, and the assumption that there will not be an NPM Adjustment applied to
payments to the State, will be consistent with future events. If actual events deviate from one or more of the
assumptions underlying the Pledged Revenues Projection Methodology and Assumptions and the Bond Structuring
Methodology and Assumptions, the amount of funds available to the Corporation to pay the principal or Accreted
Value of and interest on the Series 2021 Bonds and to make Turbo Redemptions on the Series 2021B Subordinate
Bonds could be adversely affected. See “RISK FACTORS” herein.
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*

Preliminary, subject to change.
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Projected Principal Repayment Dates for Series 2021B Subordinate Bonds
Under Various Consumption Decline Scenarios*
Series 2021B-1 Bonds - 2031 Maturity
IHS Global Forecast (1)

Maturity
6/1/2031

Base Case
Final
Principal
Redemption Avg. Life
$8,200,000
6/1/2024
1.23

IHS Global Forecast (1)

Alternative Case 1
Final
Redemption Avg. Life
6/1/2024
1.23

IHS Global Forecast (1)

Alternative Case 2
Final
Redemption Avg. Life
6/1/2024
1.23

9.06% Annual Decline
(2)

5.40% Annual Decline
Final
Redemption Avg. Life
6/1/2024
1.36

(2)

7.04% Annual Decline
Final
Redemption Avg. Life
6/1/2024
1.54

(2)

(Breakeven)
Final
Redemption Avg. Life
6/1/2031
2.48

Series 2021B-1 Bonds - 2050 Maturity
IHS Global Forecast (1)

Maturity
6/1/2050

Base Case
Final
Principal
Redemption Avg. Life
$48,500,000
6/1/2031
6.59

IHS Global Forecast (1)

Alternative Case 1
Final
Redemption Avg. Life
6/1/2033
7.67

IHS Global Forecast (1)

Alternative Case 2
Final
Redemption Avg. Life
6/1/2034
8.44

7.04% Annual Decline
(2)

5.40% Annual Decline
Final
Redemption Avg. Life
6/1/2035
8.33

(2)

(Breakeven)
Final
Redemption Avg. Life
6/1/2050
18.09

Series 2021B-2 Bonds - 2066 Maturity
IHS Global Forecast (1)

Maturity
6/1/2066

Base Case
Accreted Value at
Final
Maturity
Redemption Avg. Life
$439,375,000
6/1/2047
17.70

IHS Global Forecast (1)

Alternative Case 1
Final
Redemption Avg. Life
6/1/2051
21.14

IHS Global Forecast (1)

Alternative Case 2
Final
Redemption Avg. Life
6/1/2054
23.16

5.40% Annual Decline
(2)

(Breakeven)
Final
Redemption Avg. Life
6/1/2066
28.93

________________

*

(1)
(2)

Preliminary, subject to change.

Based on application of the Pledged Revenues Projection Methodology and Assumptions described under “PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND
STRUCTURING ASSUMPTIONS” herein. Includes Pledged Account earnings from the Closing Date.
Based on application of the Pledged Revenues Projection Methodology and Assumptions described under “PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND
STRUCTURING ASSUMPTIONS” herein with the exception of the Volume Adjustment, which utilizes the above listed annual declines in cigarette consumption in the U.S. beginning
in 2021. Includes Pledged Account earnings from the Closing Date.
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BREAKEVEN CONSUMPTION AND REVENUE DECLINE RATES BY MATURITY
The following table sets forth the “breakeven” constant annual rate of consumption decline at which each
maturity of the Series 2021 Bonds would be paid in full at maturity.
The table below assumes that Pledged Revenues are received based on the application of the Pledged
Revenues Projection Methodology and Assumptions and the Bond Structuring Methodology and Assumptions
described herein under “PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND STRUCTURING
ASSUMPTIONS” with the exception that the Volume Adjustment utilizes the listed “breakeven” assumption for
cigarette consumption in the U.S.
No assurance can be given that actual cigarette consumption in the United States during the term of the
Series 2021 Bonds will be as assumed or that the other assumptions underlying the Pledged Revenues Projection
Methodology and Assumptions, including the market shares of the OPMs and the SPMs, the number of Tribal NPM
Packs determined by the Investigator, and the assumption that there will not be an NPM Adjustment applied to
payments to the State, will be consistent with future events. If actual events deviate from one or more of the
assumptions underlying the Pledged Revenues Projection Methodology and Assumptions, the amount of Pledged
Revenues available to the Corporation to pay the principal or Accreted Value of and interest on the Series 2021 Bonds
could be adversely affected. See “RISK FACTORS” herein.

[Remainder of Page Intentionally Left Blank]
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Series 2021 Bonds Consumption Decline Rates By Maturity*(1)(2)

Series
Series 2021A
Senior Bonds:

Series 2021B 2021B-1:
Subordinate Bonds: 2021B-1:
2021B-2:

Maturity

Principal

Type

Maximum Constant
Consumption Declines

6/1/2022
6/1/2023
6/1/2024
6/1/2025
6/1/2026
6/1/2027
6/1/2028
6/1/2029
6/1/2030
6/1/2031
6/1/2032
6/1/2033
6/1/2034
6/1/2035
6/1/2036
6/1/2037
6/1/2038
6/1/2039
6/1/2040
6/1/2041
6/1/2050
TOTAL

$6,295,000
5,970,000
5,555,000
4,845,000
4,490,000
4,425,000
4,465,000
4,540,000
4,450,000
4,525,000
4,485,000
4,770,000
4,520,000
4,890,000
4,845,000
4,920,000
4,815,000
5,215,000
5,165,000
5,440,000
41,845,000
$140,470,000

Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Serial
Term

-100.00%
-49.25%
-33.18%
-26.75%
-22.10%
-19.72%
-17.65%
-16.23%
-15.13%
-14.32%
-13.43%
-12.75%
-12.12%
-11.57%
-11.11%
-10.77%
-10.45%
-10.15%
-9.86%
-9.60%
-8.86%

6/1/2031
6/1/2050
6/1/2066
TOTAL

$8,200,000
48,500,000
439,375,000
$496,075,000

Turbo Term
Turbo Term
Turbo Term

-9.06%
-7.04%
-5.40%

_________________
*

(1)
(2)

Preliminary, subject to change.

Assumes the Liquidity Reserve Accounts are used to pay debt service on each respective series of Series 2021 Bonds, as applicable,
on or prior to the final maturity of such series without a payment default.
Based on application of the Pledged Revenues Projection Methodology and Assumptions described under “PLEDGED REVENUES
PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” herein with the exception of the Volume
Adjustment, which utilizes the above listed annual declines in cigarette consumption in the U.S. beginning in 2021. Includes Pledged
Account earnings from the Closing Date.
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Projected Series 2021 Bonds Debt Service Under a –5.40%* Constant Annual Cigarette Shipment Decline*
Set forth below is a schedule showing the projected debt service on the Series 2021A Senior Bonds and the
Series 2021B Subordinate Bonds calculated based on a –5.40%* constant annual “breakeven” consumption decline
rate for the Series 2021B-2 Bonds.
Series 2021A Bonds

Projected Net
Revenues Available
Year
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066
Total

(1)

for Debt Service
$17,072,483
16,428,524
15,796,020
15,640,523
15,043,579
14,899,621
14,336,657
14,357,186
13,831,313
13,697,031
13,202,017
13,386,158
12,929,919
12,792,938
12,364,570
12,239,455
11,837,841
11,986,837
11,618,809
11,495,404
11,151,716
11,040,449
10,720,217
10,845,854
10,555,014
10,449,158
10,179,863
11,586,401
11,337,979
11,256,712
11,028,547
10,959,314
10,750,851
10,693,524
10,504,263
10,458,754
10,288,251
10,254,503
10,102,368
10,080,363
9,946,261
9,936,017
9,819,665
9,821,234
9,722,402
$538,446,565

Principal /
Sinking Fund
Installments
$6,295,000
5,970,000
5,555,000
4,845,000
4,490,000
4,425,000
4,465,000
4,540,000
4,450,000
4,525,000
4,485,000
4,770,000
4,520,000
4,890,000
4,845,000
4,920,000
4,815,000
5,215,000
5,165,000
5,440,000
4,800,000
4,740,000
4,510,000
4,445,000
4,215,000
4,145,000
14,990,000
$140,470,000

Series 2021B Bonds

Pledged Account
Earnings / Senior
Liquidity Reserve
Account Release
Interest

(2)

$5,160,190
5,120,144
5,067,801
5,003,091
4,931,667
4,783,775
4,561,525
4,336,400
4,111,650
3,887,275
3,662,025
3,430,650
3,198,400
2,987,600
2,792,900
2,597,600
2,402,900
2,202,300
1,994,700
1,782,600
1,577,800
1,387,000
1,202,000
1,022,900
849,700
682,500
299,800
$81,036,893

(1)

(2)

($33,570)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(28,638)
(11,469,509)
($12,219,028)

Series 2021A
Senior Bonds Net
Debt Service
$11,421,620
11,061,506
10,594,163
9,819,453
9,393,029
9,180,137
8,997,887
8,847,762
8,533,012
8,383,637
8,118,387
8,172,012
7,689,762
7,848,962
7,609,262
7,488,962
7,189,262
7,388,662
7,131,062
7,193,962
6,349,162
6,098,362
5,683,362
5,439,262
5,036,062
4,798,862
3,820,291
$209,287,865

Series 2021B-1
Bonds
2031 Term
$3,680,000
3,420,000
1,100,000
$8,200,000

Series 2021B-1
Bonds
2050 Term
$2,210,000
4,055,000
4,045,000
4,285,000
4,070,000
4,405,000
4,375,000
4,570,000
4,515,000
4,840,000
5,060,000
2,070,000
$48,500,000

Series 2021B-2
Bonds
2066 Term

(2)

(3)

$15,245,000
14,495,000
13,950,000
13,160,000
12,535,000
11,790,000
10,890,000
11,715,000
11,615,000
11,405,000
11,800,000
11,600,000
11,445,000
12,415,000
21,790,000
20,545,000
19,655,000
18,550,000
17,765,000
16,790,000
16,090,000
15,235,000
14,610,000
13,850,000
13,300,000
12,625,000
12,140,000
11,540,000
11,105,000
10,575,000
10,195,000
8,955,000
$439,375,000

Pledged Account
Earnings / Subordinate
Liquidity Reserve

Total Projected
Principal
(4)

Payments
$3,680,000
3,420,000
3,310,000
4,055,000
4,045,000
4,285,000
4,070,000
4,405,000
4,375,000
4,570,000
4,515,000
4,840,000
5,060,000
6,888,640
4,755,085
4,749,417
4,650,086
4,596,961
4,487,392
4,301,659
4,802,799
4,942,066
5,036,334
5,408,058
5,517,540
5,649,939
6,360,701
11,586,615
11,337,964
11,257,401
11,026,677
10,959,761
10,750,469
10,692,127
10,507,122
10,457,546
10,288,750
10,254,167
10,102,273
10,081,784
9,946,326
9,933,645
9,817,619
9,823,086
8,955,000
$314,555,006

Interest
$1,971,800
1,954,050
1,898,550
1,770,500
1,608,500
1,441,900
1,274,800
1,105,300
929,700
750,800
569,100
382,000
184,000
41,400
$15,882,400

(1) (2)

Account Release
($5,805)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(4,953)
(1,983,476)
($2,048,712)

Series 2021B
Bonds Net Debt
Service
$5,645,995
5,369,098
5,203,598
5,820,548
5,648,548
5,721,948
5,339,848
5,505,348
5,299,748
5,315,848
5,079,148
5,217,048
5,239,048
4,946,563
4,755,085
4,749,417
4,650,086
4,596,961
4,487,392
4,301,659
4,802,799
4,942,066
5,036,334
5,408,058
5,517,540
5,649,939
6,360,701
11,586,615
11,337,964
11,257,401
11,026,677
10,959,761
10,750,469
10,692,127
10,507,122
10,457,546
10,288,750
10,254,167
10,102,273
10,081,784
9,946,326
9,933,645
9,817,619
9,823,086
8,955,000
$328,388,694

Total Net Debt
(5)

Service
$17,067,614
16,430,604
15,797,761
15,640,001
15,041,577
14,902,085
14,337,735
14,353,110
13,832,760
13,699,485
13,197,535
13,389,060
12,928,810
12,795,525
12,364,347
12,238,379
11,839,348
11,985,623
11,618,454
11,495,621
11,151,961
11,040,428
10,719,696
10,847,320
10,553,602
10,448,801
10,180,992
11,586,615
11,337,964
11,257,401
11,026,677
10,959,761
10,750,469
10,692,127
10,507,122
10,457,546
10,288,750
10,254,167
10,102,273
10,081,784
9,946,326
9,933,645
9,817,619
9,823,086
8,955,000
$537,676,559

Amounts to
Surplus Account /
Residual to the
County
$770,006
$770,006

______________________
*

(1)

(2)
(3)
(4)
(5)

Preliminary, subject to change.

Based on application of the Pledged Revenues Projection Methodology and Assumptions described under “PLEDGED REVENUES
PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” herein with the exception of the Volume
Adjustment, which utilizes –5.40%* annual declines in cigarette consumption in the U.S. beginning in 2021. Includes Pledged
Account earnings from the Closing Date.
Includes application of the clean-up call.
Reflects Accreted Value at maturity of Series 2021B-2 Bonds.
Reflects Turbo Redemption of Series 2021B-2 Bonds at their then Accreted Value.
Includes all interest, Series 2021A Senior Bonds principal and Sinking Fund Installments, Series 2021B Subordinate Bonds Projected
Turbo Redemptions, less assumed earnings and releases on the Liquidity Reserve Accounts.
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PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS
Introduction
The following discussion describes the methodology and assumptions used to project the amount of Pledged
Revenues to be received by the Corporation (the “Pledged Revenues Projection Methodology and Assumptions”),
as well as the methodology and assumptions used to structure the Turbo Term Bond Maturities and Projected Turbo
Redemptions for the Series 2021B Subordinate Bonds (the “Bond Structuring Methodology and Assumptions”).
The assumptions set forth herein are only assumptions, and no guarantee can be made as to the ultimate
outcome of certain events assumed herein. Actual results will differ from those assumed, and any such difference
could have a material effect on the receipt of Pledged Revenues. See “RISK FACTORS” herein. The discussions are
followed by a table of projected Pledged Revenues to be received by the Trustee.
In projecting the amount of Pledged Revenues to be received by the Trustee, (a) the forecast of cigarette
consumption in the U.S. developed by IHS Global and contained within the Tobacco Consumption Report is assumed
to represent actual cigarette shipments measured pursuant to the MSA for the years covered by the report and (b) such
forecast is applied to calculate Annual Payments to be made by the PMs pursuant to the MSA. See “RISK
FACTORS—Risks Relating to the Tobacco Consumption Report” herein. The calculation of payments required to
be made was performed in accordance with the terms of the MSA; however, as described below, certain further
assumptions were made with respect to shipments of cigarettes in the U.S. and the applicability to such payments of
certain adjustments and offsets set forth in the MSA (including an assumption that there will not be an NPM
Adjustment applied to payments to the State). Such further assumptions may differ materially from the actual
information utilized by the MSA Auditor (as defined herein) in calculating payments due under the MSA as adjusted
by the NPM Adjustment Settlement.
It was assumed, among other things described below, that:
•

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

•

the aggregate Market Share of the OPMs remains constant throughout the forecast period at 79.69564%,
based on the NAAG-reported OPM shipments as a percentage of total net market shipments in sales year
2020 (measuring roll-your-own shipments at 0.0325 ounces per cigarette conversion rate), and

•

the aggregate Market Share of the SPMs remains constant at 10.62053%, based on the NAAG-reported
market share for SPMs in sales year 2020 (measuring roll-your-own shipments at 0.09 ounces per
cigarette conversion rate).

Pledged Revenues Projection Methodology and Assumptions
Cigarette Shipments under the MSA
In applying the consumption forecast from the Tobacco Consumption Report, it was assumed that U.S.
cigarette consumption forecasted by IHS Global was equal to the number of cigarettes shipped in and to the U.S., the
District of Columbia and Puerto Rico, which, when adjusted by the aggregate OPM market share, is the number used
to determine the Volume Adjustment. The Tobacco Consumption Report states that the quantities of cigarettes
shipped and cigarettes consumed may not match at any given point in time as a result of various factors, such as
inventory adjustments, but are substantially the same when compared over a period of time. IHS Global’s forecast
for U.S. cigarette consumption is set forth in the Tobacco Consumption Report in APPENDIX A—“TOBACCO
CONSUMPTION REPORT.” The Tobacco Consumption Report contains a discussion of the assumptions underlying
the projections of cigarette consumption contained therein. No assurance can be given that future consumption will
be consistent with that projected in the Tobacco Consumption Report. See “RISK FACTORS – Risks Relating to the
Tobacco Consumption Report.”
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Based on the first of two alternative forecasts that includes a national menthol ban, the Tobacco Consumption
Report projects U.S. cigarette consumption decline to accelerate from a 4.6% decline in 2023 to an 8.7% decline in
2024 (the Tobacco Consumption Report projects the ban to be effective by the middle of 2024), followed by an 8.4%
decline in 2025 (the first full year that the Tobacco Consumption Report projects the ban to be effective), and projects
U.S. cigarette consumption decline to decelerate to a 3.4% decline in 2026. Based on the second of two alternative
forecasts that includes a national menthol ban, the Tobacco Consumption Report projects U.S. cigarette consumption
decline to accelerate from a 4.6% decline in 2023 to an 11.2% decline in 2024 (the Tobacco Consumption Report
projects the ban to be effective by the middle of 2024), followed by an 11.0% decline in 2025 (the first full year that
the Tobacco Consumption Report projects the ban to be effective), and projects U.S. cigarette consumption decline to
decelerate to a 3.4% decline in 2026. A May 2021 report by Moody’s Investors Service estimates that a menthol ban
will accelerate the decline of U.S. cigarette volumes to the low double-digit level over the next three to five years.
Annual Payments
In accordance with the Pledged Revenues Projection Methodology and Assumptions, the anticipated amounts
of Annual Payments for the years 2022-2066 to be made by the OPMs were calculated by applying the adjustments
applicable to the base amounts of Annual Payments set out in the MSA, in order, as described below. The anticipated
amounts of Annual Payments for the years 2022-2066 to be made by the SPMs were calculated by (i) multiplying the
base amounts of Annual Payments by the Adjusted SPM Market Share (as described below) and (ii) then applying the
adjustments applicable to the Annual Payments for SPMs set out in the MSA, in order, as described below.
Inflation Adjustment. First, the Inflation Adjustment was applied to the schedule of base amounts for the
Annual Payments set forth in the MSA. The inflation adjustment rate is compounded annually at the greater of 3.0%
or the percentage increase in the actual Consumer Price Index for all Urban Consumers (“CPI-U”) in the prior calendar
year as published by the Bureau of Labor Statistics (released each January). The calculations of Annual Payments
assume the minimum Inflation Adjustment Percentage provided in the MSA of 3.0% in every year since inception,
except for calendar years 2000, 2004, 2005, and 2007 where the actual percentage increases in CPI-U of approximately
3.387%, 3.256%, 3.416%, and 4.081%, respectively, were used. Thereafter, the annual Inflation Adjustment
Percentage was assumed to be the 3.0% minimum provided in the MSA. See “SUMMARY OF THE MASTER
SETTLEMENT AGREEMENT—Adjustments to Payments—Inflation Adjustment” for a description of the formula
used to calculate the Inflation Adjustment.
Volume Adjustment. Next, the Annual Payments calculated after application of the Inflation Adjustment
were adjusted for the Volume Adjustment by multiplying the forecast for U.S. cigarette consumption contained in the
Tobacco Consumption Report by the assumed aggregate market share of the OPMs (79.69564% as described above).
No add-back or benefit was assumed from any Income Adjustment. See “SUMMARY OF THE MASTER
SETTLEMENT AGREEMENT—Adjustments to Payments—Volume Adjustment” for a description of the formula
used to calculate the Volume Adjustment.
Previously Settled States Reduction. Next, the amounts calculated for each year after application of the
Inflation Adjustment and the Volume Adjustment were reduced by the Previously Settled States Reduction, which
applies only to the payments owed by the OPMs. The Previously Settled States Reduction is not applicable to Annual
Payments owed by the SPMs. The Previously Settled States Reduction is 11.0666667% for each year.
Non-Settling States Reduction. The Non-Settling States Reduction was not applied to the Annual Payments
because such reduction has no effect on the amount of payments to be received by states that remain parties to the
MSA. Thus, the Pledged Revenues Projection Methodology and Assumptions include an assumption that the State
will remain a party to the MSA.
NPM Adjustment. The Pledged Revenues Projection Methodology and Assumptions include an assumption
that with respect to any future Annual Payment to the State, the amount of any payment withholding or DPA deposit
relating to the NPM Adjustment otherwise permitted to be made by the OPMs and the SA SPMs under the MSA in
the year of payment will be deposited to the DPA by the OPMs and SA SPMs and immediately released to the State.
For a discussion of the NY NPM Settlement, see “NEW YORK NPM SETTLEMENT” (see also APPENDIX C-2 —
“NEW YORK NPM SETTLEMENT,” for a copy of the NY NPM Settlement), and for a discussion of the State’s
Qualifying Statute, see “STATE LAWS RELATED TO THE MSA—New York Qualifying Statute.”
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Offset for Miscalculated or Disputed Payments. The Pledged Revenues Projection Methodology and
Assumptions include an assumption that there will be no adjustments to the Annual Payments due to miscalculated or
disputed payments.
Litigating Releasing Parties Offset. The Pledged Revenues Projection Methodology and Assumptions
include an assumption that the Litigating Releasing Parties Offset will have no effect on payments.
Offset for Claims-Over. The Pledged Revenues Projection Methodology and Assumptions include an
assumption that the Offset for Claims-Over will have no effect on payments.
Subsequent Participating Manufacturers. The Pledged Revenues Projection Methodology and Assumptions
treat the SPMs as a single manufacturer having executed the MSA on or prior to February 22, 1999 for purposes of
calculating Annual Payments under Section IX(i) of the MSA. Further, the Market Share (as defined in the MSA) of
the SPMs remains constant at 10.62053% (measuring roll your own cigarettes at 0.09 ounces per cigarette conversion
rate) as described above. Because the 10.62053% Market Share exceeds the greater of (i) the SPM’s 1998 Market
Share or (ii) 125% of its 1997 Market Share, the SPMs are assumed to make Annual Payments in each year. For
purposes of calculating Annual Payments owed by the SPMs, their aggregate adjusted Market Share (“Adjusted SPM
Market Share”) is equal to (y) the SPM Market Share (assumed at 10.62053%) less the Base Share (assumed at
3.491977%) divided by (z) the aggregate Market Share of the OPMs at 80.11600% (measuring roll your own cigarettes
at 0.09 ounces per cigarette conversion rate), or 8.89779%.
NY NPM Settlement Credits. The Pledged Revenues Projection Methodology and Assumptions also include
assumptions that (a) the NY NPM Settlement will remain in force, (b) based on the history of escrow deposits being
made on NPM cigarettes on which the State collects SET, the Non-Compliant SET-Paid NPM Sales Credit will be
zero in all future years, and (c) the SA PMs will be entitled to and take, in all future years, Variable Tribal Packs
Credits in amounts calculated under the terms of the NY NPM Settlement assuming that the Investigator’s (as
hereinafter defined) finding of 165.9 million Tribal NPM Packs sales for 2019 is held constant for sales year 2021 and
declines every two sales years thereafter based on the assumed rate of decline in cigarette shipments over each such
biennial period. The OPMs’ resulting Variable Tribal Packs Credit is calculated in each year by multiplying the
applicable number of Tribal NPM Packs by the applicable per pack credit, as adjusted by the Inflation Adjustment in
the MSA, all as determined under Section III(C)(2)(a) of the NY NPM Settlement. For example, the assumed OPMs’
Variable Tribal Packs Credits for payment years 2023 and 2024 are determined by assuming the number of Tribal
NPM Packs sold in sales year 2021 is 165.9 million. For payment years 2023 and 2024, the assumed 165.9 million of
Tribal NPM Packs is multiplied by $0.8609117 and $0.8868391, respectively, which is equal to $0.70 per pack inflated
by the MSA’s minimum annual Inflation Factor of 3% annually from 2016 through 2023 and 2024, respectively ($0.70
x 1.2298739 for 2023 and $0.70 x 1.2667701 for 2024). The resulting OPMs’ Variable Tribal Packs Credits for 2023
and 2024 of $142,825,251.03 and $147,110,016.69, respectively, are then used to calculate the SA SPMs’ Variable
Tribal Packs Credit under Section III(C)(2)(c) of the NY NPM Settlement based on the ratio, for the applicable sales
year, of the aggregate SPM Potential Maximum NPM Adjustment divided by the aggregate OPM Potential Maximum
Annul NPM Adjustment as reported by NAAG. Beginning in 2022, and for all payment years thereafter, such ratio is
assumed to be based upon the most recent such data published by NAAG (e.g. for sales year 2020 such ratio is equal
to $127,641,133.65 / $1,345,225,036.00 = 9.4884596%). The resulting SPMs’ Variable Tribal Packs Credits for
payment years 2023 and 2024 are $13,551,916.20 and $13,958,474.46, respectively, resulting in total Variable Tribal
Packs Credits for 2023 and 2024 of $156,377,167.23 and $161,068,491.15, respectively. See "NEW YORK NPM
SETTLEMENT".
State Allocation Percentage. The amount of Annual Payments, after application of the Inflation Adjustment,
the Volume Adjustment and the Previously-Settled States Reduction for each year was multiplied by the State
Allocation Percentage (12.7620310%) in order to determine the amount of Annual Payments to be made by the PMs
in each year to be allocated to the State.
Allocation Percentage for the County Under the MSA. The amount of Annual Payments, after application of
the Inflation Adjustment, the Volume Adjustment and the Previously-Settled States Reduction for each year, was
multiplied by the allocation percentage for Annual Payments for the County under the MSA (0.34112909%) in order
to determine the amount of Annual Payments in each year to be made by the PMs to be allocated to the County.
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Receipt and Application of Pledged Revenues. It is assumed that the Trustee will receive Pledged Revenues
ten days after April 15 in each year, commencing in 2022, and will apply receipts, together with interest earnings in
the Accounts held by the Trustee, as provided in the Indenture. See “SECURITY FOR THE BONDS—Application
of Revenues.”
Projection of Pledged Revenues to be Received by the Trustee
The following tables show the projection of Pledged Revenues to be received by the Trustee in each year
through 2066, calculated in accordance with the Pledged Revenues Projection Methodology and Assumptions and
using the forecasts contained within the Tobacco Consumption Report. The forecasts contained within the Tobacco
Consumption Report for U.S. cigarette consumption are set forth in APPENDIX A—“TOBACCO CONSUMPTION
REPORT” attached hereto. See APPENDIX A hereto for a discussion of the assumptions underlying the projection
of cigarette consumption contained in the Tobacco Consumption Report. See also “RISK FACTORS—Risks Relating
to the Tobacco Consumption Report.”
[Remainder of Page Intentionally Left Blank]

38

Projection of Pledged Revenues to be Received by the Trustee – Base Case*

S ales
Year

Payment
Year

IHS Global
Consumption
Decline Forecast

2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065

2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066

-4.387%
-3.845%
-4.588%
-3.801%
-3.566%
-3.361%
-3.191%
-3.051%
-3.048%
-3.062%
-3.069%
-3.066%
-3.065%
-3.134%
-3.154%
-3.161%
-3.187%
-3.204%
-3.220%
-3.277%
-3.301%
-3.229%
-3.268%
-3.297%
-3.319%
-3.339%
-3.344%
-3.349%
-3.355%
-3.360%
-3.365%
-3.371%
-3.376%
-3.381%
-3.387%
-3.388%
-3.389%
-3.403%
-3.408%
-3.413%
-3.416%
-3.419%
-3.422%
-3.425%
-3.427%

S TAS C

IHS Global
Forecast of
Cigarette
Consumption

Estimated OPM
Consumption

Base Annual
Payment

219,652,908,402
211,206,460,401
201,515,689,986
193,855,857,314
186,942,682,202
180,659,496,189
174,894,708,552
169,559,325,546
164,391,138,689
159,357,089,875
154,467,183,770
149,730,842,207
145,142,102,341
140,593,236,674
136,159,000,143
131,854,706,715
127,652,747,222
123,562,911,248
119,583,749,218
115,664,904,186
111,847,072,935
108,235,418,299
104,698,204,497
101,246,144,906
97,886,275,166
94,618,099,863
91,454,054,215
88,390,986,634
85,425,835,626
82,555,627,377
79,777,473,397
77,088,568,224
74,486,187,183
71,967,684,209
69,530,482,963
67,174,682,100
64,897,984,921
62,689,740,217
60,553,254,156
58,486,309,701
56,488,276,109
54,556,913,402
52,690,052,447
50,885,592,778
49,141,500,486

175,053,792,114
168,322,341,285
160,599,219,738
154,494,667,033
148,985,167,852
143,977,742,518
139,383,458,091
135,131,390,434
131,012,570,818
127,000,653,376
123,103,611,388
119,328,953,646
115,671,928,021
112,046,680,394
108,512,787,192
105,082,452,978
101,733,674,449
98,474,253,476
95,303,034,811
92,179,886,165
89,137,241,099
86,258,909,805
83,439,904,612
80,688,763,612
78,011,093,904
75,406,500,666
72,884,894,223
70,443,762,897
68,080,666,811
65,793,235,965
63,579,168,358
61,436,228,158
59,362,243,921
57,355,106,846
55,412,763,704
53,535,293,119
51,720,864,721
49,960,989,961
48,258,303,712
46,611,039,091
45,018,693,423
43,479,481,544
41,991,674,750
40,553,599,061
39,163,633,538

$9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000

Inflation
Adjustment

Volume
Adjustment

$9,133,736,400 ($11,230,848,292)
9,677,748,600 (11,826,813,490)
10,238,081,400 (12,487,735,306)
10,815,223,500 (13,111,588,880)
11,409,679,800 (13,736,612,473)
12,021,970,500 (14,365,591,800)
12,652,629,300 (15,001,515,801)
13,302,207,900 (15,646,941,539)
13,971,274,200 (16,311,285,338)
14,660,412,300 (16,996,196,131)
15,370,224,300 (17,701,753,310)
16,101,331,200 (18,428,018,446)
16,854,371,100 (19,175,661,720)
17,630,001,900 (19,949,834,617)
18,428,902,200 (20,748,037,599)
19,251,769,500 (21,570,149,992)
20,099,322,900 (22,418,026,391)
20,972,302,200 (23,291,843,654)
21,871,471,500 (24,192,304,124)
22,797,615,600 (25,122,680,127)
23,751,544,500 (26,081,673,742)
24,734,090,700 (27,064,175,841)
25,746,113,700 (28,077,907,867)
26,788,497,300 (29,123,101,980)
27,862,152,300 (30,200,157,568)
28,968,016,500 (31,309,908,848)
30,107,057,400 (32,452,379,235)
31,280,269,500 (33,628,540,275)
32,488,677,900 (34,839,393,352)
33,733,338,300 (36,085,969,838)
35,015,338,800 (37,369,332,730)
36,335,799,000 (38,690,576,029)
37,695,872,700 (40,050,827,142)
39,096,748,800 (41,451,247,795)
40,539,651,300 (42,893,034,713)
42,025,841,100 (44,377,202,920)
43,556,616,000 (45,904,990,564)
45,133,314,300 (47,478,421,672)
46,757,313,900 (49,098,374,796)
48,430,033,200 (50,766,236,571)
50,152,933,800 (52,483,288,103)
51,927,521,400 (54,251,003,236)
53,755,346,700 (56,070,899,938)
55,638,007,200 (57,944,542,027)
57,577,147,200 (59,873,539,287)

Total Adjusted
Previously S ettled Annual Payments
by OPMs
S tate's Reduction
($763,919,620)
(758,170,154)
(747,038,303)
(741,868,900)
(738,486,120)
(736,639,245)
(736,056,563)
(736,516,146)
(737,038,770)
(737,506,592)
(737,977,458)
(738,513,280)
(739,110,507)
(739,271,848)
(739,349,018)
(739,432,561)
(739,396,816)
(739,304,081)
(739,161,192)
(738,692,861)
(738,132,366)
(738,137,247)
(737,948,114)
(737,637,084)
(737,260,753)
(736,830,582)
(736,451,052)
(736,124,703)
(735,854,159)
(735,642,112)
(735,491,341)
(735,404,678)
(735,385,044)
(735,435,447)
(735,558,904)
(735,782,627)
(736,113,217)
(736,474,786)
(736,922,596)
(737,460,163)
(738,107,459)
(738,868,012)
(739,745,444)
(740,743,481)
(741,865,945)

$6,138,968,489
6,092,764,955
6,003,307,791
5,961,765,720
5,934,581,207
5,919,739,455
5,915,056,936
5,918,750,214
5,922,950,092
5,926,709,578
5,930,493,532
5,934,799,474
5,939,598,873
5,940,895,435
5,941,515,583
5,942,186,947
5,941,899,693
5,941,154,464
5,940,006,184
5,936,242,612
5,931,738,392
5,931,777,612
5,930,257,719
5,927,758,235
5,924,733,980
5,921,277,070
5,918,227,112
5,915,604,522
5,913,430,389
5,911,726,350
5,910,514,729
5,909,818,293
5,909,660,514
5,910,065,558
5,911,057,682
5,912,855,553
5,915,512,219
5,918,417,841
5,922,016,508
5,926,336,467
5,931,538,237
5,937,650,152
5,944,701,318
5,952,721,692
5,961,741,969

______________________
*

Preliminary, subject to change.

39

New York
S tate TS R
Allocation

Tribal NPM Tribal NPM County TS R OPM Annual S PM Annual
Packs
Packs Credits Allocation
Payments
Payments

12.76203% $165,900,000
12.76203% 165,900,000
12.76203% 165,900,000
12.76203% 152,201,276
12.76203% 152,201,276
12.76203% 141,194,538
12.76203% 141,194,538
12.76203% 132,094,914
12.76203% 132,094,914
12.76203% 124,161,752
12.76203% 124,161,752
12.76203% 116,666,362
12.76203% 116,666,362
12.76203% 109,623,291
12.76203% 109,623,291
12.76203% 102,838,511
12.76203% 102,838,511
12.76203%
96,413,887
12.76203%
96,413,887
12.76203%
90,319,514
12.76203%
90,319,514
12.76203%
84,476,138
12.76203%
84,476,138
12.76203%
79,076,723
12.76203%
79,076,723
12.76203%
73,931,792
12.76203%
73,931,792
12.76203%
69,073,648
12.76203%
69,073,648
12.76203%
64,520,640
12.76203%
64,520,640
12.76203%
60,254,530
12.76203%
60,254,530
12.76203%
56,258,114
12.76203%
56,258,114
12.76203%
52,515,158
12.76203%
52,515,158
12.76203%
49,016,313
12.76203%
49,016,313
12.76203%
45,734,814
12.76203%
45,734,814
12.76203%
42,664,607
12.76203%
42,664,607
12.76203%
39,795,875
12.76203%
39,795,875

$151,822,492
156,377,167
161,068,491
152,201,765
156,767,828
149,793,770
154,287,581
148,674,472
153,134,705
141,902,277
146,159,339
141,456,080
145,699,758
141,011,079
145,241,415
140,339,727
144,549,916
125,689,042
129,459,709
124,914,793
128,662,228
123,948,356
127,666,797
123,092,000
126,784,753
108,613,822
111,872,238
107,656,612
110,886,315
106,684,530
109,885,066
105,698,043
108,868,982
104,697,631
107,838,560
103,683,778
106,794,290
89,909,894
92,607,191
88,999,634
91,669,623
88,081,261
90,723,698
87,162,216
89,777,088

2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%

$20,941,807
20,784,194
20,479,029
20,337,317
20,244,583
20,193,953
20,177,980
20,190,579
20,204,906
20,217,730
20,230,639
20,245,327
20,261,700
20,266,122
20,268,238
20,270,528
20,269,548
20,267,006
20,263,089
20,250,250
20,234,885
20,235,019
20,229,834
20,221,308
20,210,991
20,199,199
20,188,794
20,179,848
20,172,431
20,166,618
20,162,485
20,160,109
20,159,571
20,160,953
20,164,337
20,170,470
20,179,533
20,189,445
20,201,721
20,216,458
20,234,202
20,255,052
20,279,105
20,306,465
20,337,236

$2,095,230
2,079,461
2,048,929
2,034,751
2,025,473
2,020,407
2,018,809
2,020,070
2,021,503
2,022,786
2,024,078
2,025,547
2,027,185
2,027,628
2,027,839
2,028,069
2,027,970
2,027,716
2,027,324
2,026,040
2,024,502
2,024,516
2,023,997
2,023,144
2,022,112
2,020,932
2,019,891
2,018,996
2,018,254
2,017,672
2,017,259
2,017,021
2,016,967
2,017,105
2,017,444
2,018,058
2,018,964
2,019,956
2,021,184
2,022,659
2,024,434
2,026,520
2,028,927
2,031,664
2,034,743

Tribal NPM
Packs
Adjustment

Unencumbered
Revenues

$4,058,215
4,179,962
4,305,361
4,068,353
4,190,404
4,003,987
4,124,107
3,974,069
4,093,291
3,793,048
3,906,839
3,781,121
3,894,555
3,769,226
3,882,303
3,751,281
3,863,819
3,359,668
3,460,458
3,338,972
3,439,141
3,313,140
3,412,533
3,290,249
3,388,956
2,903,247
2,990,345
2,877,661
2,963,991
2,851,677
2,937,228
2,825,309
2,910,068
2,798,568
2,882,525
2,771,467
2,854,611
2,403,291
2,475,390
2,378,960
2,450,329
2,354,412
2,425,044
2,329,846
2,399,742

$1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
-

Pledged
Revenues
$17,478,822
17,183,693
16,722,597
16,803,715
16,579,651
16,710,373
16,572,682
16,736,580
16,633,118
16,947,469
16,847,877
16,989,753
16,894,330
17,024,524
16,913,774
17,047,316
16,933,699
17,435,054
17,329,955
17,437,318
17,320,246
17,446,395
17,341,298
17,454,202
17,344,146
17,816,883
17,718,340
19,321,182
19,226,694
19,332,613
19,242,516
19,351,822
19,266,470
19,379,491
19,299,257
19,417,061
19,343,886
19,806,109
19,747,515
19,860,156
19,808,307
19,927,160
19,882,988
20,008,283
19,972,237

Projection of Pledged Revenues to be Received by the Trustee – Alternative Case (Menthol Ban) 1*

S ales
Year

Payment
Year

IHS Global
Consumption
Decline Forecast

2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065

2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066

-4.387%
-3.845%
-4.588%
-8.651%
-8.416%
-3.361%
-3.191%
-3.051%
-3.048%
-3.062%
-3.069%
-3.066%
-3.065%
-3.134%
-3.154%
-3.161%
-3.187%
-3.204%
-3.220%
-3.277%
-3.301%
-3.229%
-3.268%
-3.297%
-3.319%
-3.339%
-3.344%
-3.349%
-3.355%
-3.360%
-3.365%
-3.371%
-3.376%
-3.381%
-3.387%
-3.388%
-3.389%
-3.403%
-3.408%
-3.413%
-3.416%
-3.419%
-3.422%
-3.425%
-3.427%

S TAS C

IHS Global
Forecast of
Cigarette
Consumption

Estimated OPM
Consumption

Base Annual
Payment

219,652,908,378
211,206,460,379
201,515,689,980
184,082,346,282
168,589,714,683
162,923,376,084
157,724,542,484
152,912,956,985
148,252,153,285
143,712,318,686
139,302,475,686
135,031,121,186
130,892,877,587
126,790,593,687
122,791,685,188
118,909,962,788
115,120,527,788
111,432,208,589
107,843,697,989
104,309,582,890
100,866,564,490
97,609,481,560
94,419,531,261
91,306,375,211
88,276,358,341
85,329,033,871
82,475,616,202
79,713,263,142
77,039,213,762
74,450,786,213
71,945,375,563
69,520,451,783
67,173,557,683
64,902,306,984
62,704,376,274
60,579,854,514
58,526,670,494
56,535,218,674
54,608,480,645
52,744,457,015
50,942,578,985
49,200,826,465
47,517,243,275
45,889,935,185
44,317,067,936

175,053,792,095
168,322,341,267
160,599,219,733
146,705,604,821
134,358,652,847
129,842,828,010
125,699,584,277
121,864,960,398
118,150,503,039
114,532,452,780
111,018,000,158
107,613,916,834
104,315,917,094
101,046,575,667
97,859,619,928
94,766,056,401
91,746,041,909
88,806,612,301
85,946,725,796
83,130,190,133
80,386,254,569
77,790,501,468
75,248,250,146
72,767,200,494
70,352,409,144
68,003,520,032
65,729,470,546
63,527,995,583
61,396,894,804
59,334,030,891
57,337,327,828
55,404,769,291
53,534,397,008
51,724,309,216
49,972,654,261
48,279,503,038
46,643,204,883
45,056,104,601
43,520,578,389
42,035,032,819
40,599,014,583
39,210,913,757
37,869,171,352
36,572,277,747
35,318,771,119

$9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000

Inflation
Adjustment

Volume
Adjustment

$9,133,736,400 ($11,230,848,292)
9,677,748,600 (11,826,813,491)
10,238,081,400 (12,487,735,306)
10,815,223,500 (13,429,581,649)
11,409,679,800 (14,351,662,085)
12,021,970,500 (14,977,800,793)
12,652,629,300 (15,611,969,596)
13,302,207,900 (16,256,527,600)
13,971,274,200 (16,920,021,324)
14,660,412,300 (17,603,994,017)
15,370,224,300 (18,308,575,205)
16,101,331,200 (19,033,880,158)
16,854,371,100 (19,780,574,662)
17,630,001,900 (20,553,367,745)
18,428,902,200 (21,350,070,558)
19,251,769,500 (22,170,641,374)
20,099,322,900 (23,016,821,901)
20,972,302,200 (23,888,842,817)
21,871,471,500 (24,787,411,022)
22,797,615,600 (25,715,553,087)
23,751,544,500 (26,672,176,455)
24,734,090,700 (27,652,753,666)
25,746,113,700 (28,664,330,816)
26,788,497,300 (29,707,202,304)
27,862,152,300 (30,781,815,934)
28,968,016,500 (31,889,014,254)
30,107,057,400 (33,028,911,463)
31,280,269,500 (34,202,479,407)
32,488,677,900 (35,410,719,787)
33,733,338,300 (36,654,664,288)
35,015,338,800 (37,935,376,239)
36,335,799,000 (39,253,949,952)
37,695,872,700 (40,611,513,162)
39,096,748,800 (42,009,227,928)
40,539,651,300 (43,448,291,248)
42,025,841,100 (44,929,739,811)
43,556,616,000 (46,454,815,071)
45,133,314,300 (48,025,471,109)
46,757,313,900 (49,642,632,792)
48,430,033,200 (51,307,687,090)
50,152,933,800 (53,021,929,959)
51,927,521,400 (54,786,835,413)
53,755,346,700 (56,603,921,591)
55,638,007,200 (58,474,752,477)
57,577,147,200 (60,400,938,020)

Total Adjusted
Previously S ettled Annual Payments
by OPMs
S tate's Reduction
($763,919,620)
(758,170,154)
(747,038,303)
(706,677,700)
(670,420,629)
(668,888,116)
(668,499,676)
(669,055,289)
(669,671,987)
(670,243,625)
(670,822,502)
(671,464,584)
(672,166,808)
(672,480,849)
(672,724,037)
(672,978,181)
(673,130,113)
(673,236,174)
(673,302,695)
(673,081,587)
(672,783,399)
(673,001,300)
(673,050,641)
(672,996,648)
(672,890,560)
(672,742,917)
(672,648,152)
(672,608,772)
(672,627,367)
(672,706,593)
(672,849,192)
(673,057,963)
(673,335,791)
(673,685,645)
(674,110,514)
(674,635,211)
(675,265,972)
(675,934,649)
(676,691,378)
(677,539,638)
(678,497,760)
(679,569,251)
(680,757,714)
(682,066,858)
(683,500,485)

$6,138,968,488
6,092,764,955
6,003,307,791
5,678,964,151
5,387,597,086
5,375,281,591
5,372,160,028
5,376,625,012
5,381,580,889
5,386,174,658
5,390,826,593
5,395,986,458
5,401,629,630
5,404,153,307
5,406,107,605
5,408,149,944
5,409,370,886
5,410,223,209
5,410,757,784
5,408,980,927
5,406,584,646
5,408,335,734
5,408,732,243
5,408,298,348
5,407,445,806
5,406,259,329
5,405,497,785
5,405,181,321
5,405,330,747
5,405,967,419
5,407,113,369
5,408,791,085
5,411,023,747
5,413,835,227
5,417,249,537
5,421,466,078
5,426,534,958
5,431,908,543
5,437,989,730
5,444,806,472
5,452,506,081
5,461,116,735
5,470,667,395
5,481,187,865
5,492,708,696

______________________
*

Preliminary, subject to change.

40

New York
S tate TS R
Allocation

Tribal NPM Tribal NPM County TS R OPM Annual S PM Annual
Packs
Packs Credits Allocation
Payments
Payments

12.76203% $165,900,000
12.76203% 165,900,000
12.76203% 165,900,000
12.76203% 152,201,276
12.76203% 152,201,276
12.76203% 127,332,863
12.76203% 127,332,863
12.76203% 119,126,588
12.76203% 119,126,588
12.76203% 111,972,258
12.76203% 111,972,258
12.76203% 105,212,724
12.76203% 105,212,724
12.76203%
98,861,101
12.76203%
98,861,101
12.76203%
92,742,412
12.76203%
92,742,412
12.76203%
86,948,521
12.76203%
86,948,521
12.76203%
81,452,459
12.76203%
81,452,459
12.76203%
76,182,752
12.76203%
76,182,752
12.76203%
71,313,421
12.76203%
71,313,421
12.76203%
66,673,590
12.76203%
66,673,590
12.76203%
62,292,390
12.76203%
62,292,390
12.76203%
58,186,371
12.76203%
58,186,371
12.76203%
54,339,084
12.76203%
54,339,084
12.76203%
50,735,013
12.76203%
50,735,013
12.76203%
47,359,519
12.76203%
47,359,519
12.76203%
44,204,171
12.76203%
44,204,171
12.76203%
41,244,830
12.76203%
41,244,830
12.76203%
38,476,039
12.76203%
38,476,039
12.76203%
35,888,943
12.76203%
35,888,943

$151,822,492
156,377,167
161,068,491
152,201,765
156,767,828
135,087,871
139,140,505
128,332,241
132,182,205
127,971,120
131,810,248
127,568,728
131,395,786
114,507,619
117,942,847
113,962,448
117,381,315
113,349,608
116,750,093
112,651,370
116,030,904
111,779,812
115,133,198
98,753,089
101,715,685
97,950,736
100,889,259
97,087,499
100,000,128
96,210,850
99,097,176
95,321,211
98,180,845
94,419,014
97,251,585
81,884,122
84,340,642
81,083,053
83,515,545
80,262,157
82,670,021
79,433,944
81,816,962
78,605,127
80,963,285

2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%

$20,941,807
20,784,194
20,479,029
19,372,599
18,378,661
18,336,649
18,326,001
18,341,232
18,358,138
18,373,809
18,389,678
18,407,279
18,426,530
18,435,139
18,441,806
18,448,773
18,452,938
18,455,845
18,457,669
18,451,607
18,443,433
18,449,406
18,450,759
18,449,279
18,446,371
18,442,323
18,439,725
18,438,646
18,439,156
18,441,327
18,445,237
18,450,960
18,458,576
18,468,167
18,479,814
18,494,198
18,511,489
18,529,820
18,550,565
18,573,819
18,600,084
18,629,458
18,662,038
18,697,926
18,737,227

$2,095,230
2,079,461
2,048,929
1,938,231
1,838,787
1,834,584
1,833,518
1,835,042
1,836,734
1,838,302
1,839,889
1,841,650
1,843,576
1,844,438
1,845,105
1,845,802
1,846,218
1,846,509
1,846,692
1,846,085
1,845,267
1,845,865
1,846,000
1,845,852
1,845,561
1,845,156
1,844,896
1,844,788
1,844,839
1,845,057
1,845,448
1,846,020
1,846,782
1,847,742
1,848,907
1,850,346
1,852,076
1,853,910
1,855,986
1,858,313
1,860,940
1,863,879
1,867,139
1,870,730
1,874,662

Tribal NPM
Packs
Adjustment

Unencumbered
Revenues

$4,058,215
4,179,962
4,305,361
4,068,353
4,190,404
3,610,899
3,719,226
3,430,321
3,533,230
3,420,668
3,523,288
3,409,912
3,512,209
3,060,789
3,152,612
3,046,216
3,137,603
3,029,835
3,120,730
3,011,171
3,101,506
2,987,874
3,077,510
2,639,670
2,718,860
2,618,223
2,696,770
2,595,149
2,673,003
2,571,716
2,648,868
2,547,936
2,624,374
2,523,820
2,599,535
2,188,763
2,254,425
2,167,350
2,232,371
2,145,407
2,209,770
2,123,269
2,186,967
2,101,115
2,164,149

$1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
-

Pledged
Revenues
$17,478,822
17,183,693
16,722,597
15,742,476
14,527,044
15,060,334
14,940,293
15,245,953
15,161,641
15,291,442
15,206,279
15,339,018
15,257,897
15,718,788
15,634,298
15,748,358
15,661,553
15,772,519
15,683,630
15,786,521
15,687,194
15,807,397
15,719,249
16,155,461
16,073,072
16,169,256
16,087,852
17,688,285
17,610,992
17,714,668
17,641,817
17,749,044
17,680,984
17,792,089
17,729,186
18,155,782
18,109,140
18,216,381
18,174,180
18,286,724
18,251,255
18,370,068
18,342,209
18,467,541
18,447,740

Projection of Pledged Revenues to be Received by the Trustee – Alternative Case (Menthol Ban) 2*

S ales
Year

Payment
Year

IHS Global
Consumption
Decline Forecast

2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065

2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066

-4.387%
-3.845%
-4.588%
-11.201%
-10.966%
-3.361%
-3.191%
-3.051%
-3.048%
-3.062%
-3.069%
-3.066%
-3.065%
-3.134%
-3.154%
-3.161%
-3.187%
-3.204%
-3.220%
-3.277%
-3.301%
-3.229%
-3.268%
-3.297%
-3.319%
-3.339%
-3.344%
-3.349%
-3.355%
-3.360%
-3.365%
-3.371%
-3.376%
-3.381%
-3.387%
-3.388%
-3.389%
-3.403%
-3.408%
-3.413%
-3.416%
-3.419%
-3.422%
-3.425%
-3.427%

S TAS C

IHS Global
Forecast of
Cigarette
Consumption

Estimated OPM
Consumption

Base Annual
Payment

219,652,908,402
211,206,460,401
201,515,689,986
178,943,696,255
159,320,476,456
153,965,679,052
149,052,682,715
144,505,643,202
140,101,095,333
135,810,865,590
131,643,480,371
127,606,969,364
123,696,250,778
119,819,514,674
116,040,470,379
112,372,169,102
108,791,081,142
105,305,549,597
101,914,339,077
98,574,533,259
95,320,815,666
92,242,810,522
89,228,247,012
86,286,255,529
83,422,832,144
80,637,554,645
77,941,020,851
75,330,544,845
72,803,517,492
70,357,404,382
67,989,743,821
65,698,144,875
63,480,285,463
61,333,910,493
59,256,824,302
57,249,110,968
55,308,813,145
53,426,853,422
51,606,049,455
49,844,511,794
48,141,702,889
46,495,713,738
44,904,695,715
43,366,858,711
41,880,469,345

175,053,792,114
168,322,341,285
160,599,219,738
142,610,324,773
126,971,474,077
122,703,933,992
118,788,490,095
115,164,697,834
111,654,465,201
108,235,339,130
104,914,114,791
101,697,191,492
98,580,519,269
95,490,929,602
92,479,196,047
89,555,719,852
86,701,748,867
83,923,932,179
81,221,285,236
78,559,605,600
75,966,534,526
73,513,498,613
71,111,022,917
68,766,383,962
66,484,360,357
64,264,615,616
62,115,595,739
60,035,160,167
58,021,229,534
56,071,784,025
54,184,861,777
52,358,557,321
50,591,020,058
48,880,452,780
47,225,105,637
45,625,045,637
44,078,712,860
42,578,873,006
41,127,771,624
39,723,902,902
38,366,838,440
37,055,056,845
35,787,084,841
34,561,495,792
33,376,908,267

$9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000
9,000,000,000

Inflation
Adjustment

Volume
Adjustment

$9,133,736,400 ($11,230,848,292)
9,677,748,600 (11,826,813,490)
10,238,081,400 (12,487,735,306)
10,815,223,500 (13,596,773,720)
11,409,679,800 (14,662,295,303)
12,021,970,500 (15,286,999,346)
12,652,629,300 (15,920,281,681)
13,302,207,900 (16,564,401,432)
13,971,274,200 (17,227,465,824)
14,660,412,300 (17,910,964,725)
15,370,224,300 (18,615,052,984)
16,101,331,200 (19,339,872,995)
16,854,371,100 (20,086,088,314)
17,630,001,900 (20,858,184,520)
18,428,902,200 (21,654,129,664)
19,251,769,500 (22,473,921,902)
20,099,322,900 (23,319,245,926)
20,972,302,200 (24,190,359,587)
21,871,471,500 (25,087,972,094)
22,797,615,600 (26,014,985,904)
23,751,544,500 (26,970,412,164)
24,734,090,700 (27,950,017,205)
25,746,113,700 (28,960,506,028)
26,788,497,300 (30,002,204,464)
27,862,152,300 (31,075,584,774)
28,968,016,500 (32,181,493,711)
30,107,057,400 (33,320,091,327)
31,280,269,500 (34,492,349,617)
32,488,677,900 (35,699,270,444)
33,733,338,300 (36,941,885,652)
35,015,338,800 (38,221,258,734)
36,335,799,000 (39,538,484,163)
37,695,872,700 (40,894,689,836)
39,096,748,800 (42,291,037,983)
40,539,651,300 (43,728,725,740)
42,025,841,100 (45,208,800,735)
43,556,616,000 (46,732,506,096)
45,133,314,300 (48,301,760,573)
46,757,313,900 (49,917,512,428)
48,430,033,200 (51,581,148,799)
50,152,933,800 (53,293,973,142)
51,927,521,400 (55,057,459,557)
53,755,346,700 (56,873,126,267)
55,638,007,200 (58,742,537,346)
57,577,147,200 (60,667,302,819)

Total Adjusted
Previously S ettled Annual Payments
by OPMs
S tate's Reduction
($763,919,620)
(758,170,154)
(747,038,303)
(688,175,111)
(636,043,886)
(634,670,143)
(634,379,805)
(634,983,918)
(635,648,129)
(636,272,200)
(636,905,628)
(637,601,377)
(638,356,630)
(638,747,792)
(639,074,829)
(639,415,136)
(639,661,854)
(639,868,318)
(640,040,603)
(639,944,355)
(639,778,647)
(640,104,135)
(640,273,918)
(640,349,742)
(640,380,141)
(640,375,191)
(640,424,247)
(640,529,802)
(640,694,427)
(640,920,762)
(641,211,529)
(641,569,511)
(641,997,572)
(642,498,666)
(643,075,764)
(643,752,469)
(644,534,831)
(645,358,614)
(646,271,365)
(647,276,542)
(648,391,648)
(649,620,179)
(650,965,730)
(652,431,999)
(654,022,780)

$6,138,968,489
6,092,764,955
6,003,307,791
5,530,274,669
5,111,340,610
5,100,301,011
5,097,967,814
5,102,822,550
5,108,160,248
5,113,175,375
5,118,265,689
5,123,856,828
5,129,926,155
5,133,069,588
5,135,697,707
5,138,432,462
5,140,415,120
5,142,074,295
5,143,458,803
5,142,685,341
5,141,353,689
5,143,969,359
5,145,333,755
5,145,943,094
5,146,187,384
5,146,147,598
5,146,541,826
5,147,390,081
5,148,713,029
5,150,531,886
5,152,868,537
5,155,745,327
5,159,185,292
5,163,212,151
5,167,849,796
5,173,287,896
5,179,575,073
5,186,195,113
5,193,530,107
5,201,607,859
5,210,569,010
5,220,441,664
5,231,254,703
5,243,037,854
5,255,821,600

______________________
*

Preliminary, subject to change.

41

New York
S tate TS R
Allocation

Tribal NPM Tribal NPM County TS R OPM Annual S PM Annual
Packs
Packs Credits Allocation
Payments
Payments

12.76203% $165,900,000
12.76203% 165,900,000
12.76203% 165,900,000
12.76203% 152,201,276
12.76203% 152,201,276
12.76203% 120,331,969
12.76203% 120,331,969
12.76203% 112,576,884
12.76203% 112,576,884
12.76203% 105,815,907
12.76203% 105,815,907
12.76203%
99,428,018
12.76203%
99,428,018
12.76203%
93,425,615
12.76203%
93,425,615
12.76203%
87,643,338
12.76203%
87,643,338
12.76203%
82,168,001
12.76203%
82,168,001
12.76203%
76,974,118
12.76203%
76,974,118
12.76203%
71,994,145
12.76203%
71,994,145
12.76203%
67,392,534
12.76203%
67,392,534
12.76203%
63,007,806
12.76203%
63,007,806
12.76203%
58,867,490
12.76203%
58,867,490
12.76203%
54,987,223
12.76203%
54,987,223
12.76203%
51,351,464
12.76203%
51,351,464
12.76203%
47,945,549
12.76203%
47,945,549
12.76203%
44,755,643
12.76203%
44,755,643
12.76203%
41,773,779
12.76203%
41,773,779
12.76203%
38,977,147
12.76203%
38,977,147
12.76203%
36,360,586
12.76203%
36,360,586
12.76203%
33,915,731
12.76203%
33,915,731

$151,822,492
156,377,167
161,068,491
152,201,765
156,767,828
122,189,432
125,855,115
121,276,401
124,914,689
120,935,134
124,563,183
108,553,364
111,809,955
108,211,870
111,458,226
107,696,674
110,927,568
107,117,529
110,331,051
106,457,681
109,651,404
93,972,795
96,791,982
93,323,541
96,123,250
92,565,303
95,342,262
91,749,528
94,502,017
90,921,077
93,648,710
90,080,351
92,782,760
78,138,711
80,482,873
77,382,048
79,703,506
76,625,022
78,923,773
75,849,260
78,124,737
75,066,583
77,318,580
74,283,335
76,511,839

2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%
2.67300%

$20,941,807
20,784,194
20,479,029
18,865,376
17,436,270
17,398,610
17,390,651
17,407,212
17,425,420
17,442,529
17,459,893
17,478,966
17,499,670
17,510,394
17,519,359
17,528,688
17,535,451
17,541,111
17,545,834
17,543,196
17,538,653
17,547,576
17,552,230
17,554,309
17,555,142
17,555,006
17,556,351
17,559,245
17,563,758
17,569,962
17,577,933
17,587,747
17,599,482
17,613,219
17,629,039
17,647,590
17,669,037
17,691,620
17,716,642
17,744,197
17,774,767
17,808,445
17,845,331
17,885,527
17,929,136

$2,095,230
2,079,461
2,048,929
1,887,483
1,744,501
1,740,733
1,739,937
1,741,593
1,743,415
1,745,127
1,746,864
1,748,772
1,750,844
1,751,917
1,752,814
1,753,747
1,754,424
1,754,990
1,755,463
1,755,199
1,754,744
1,755,637
1,756,102
1,756,310
1,756,394
1,756,380
1,756,515
1,756,804
1,757,256
1,757,877
1,758,674
1,759,656
1,760,830
1,762,204
1,763,787
1,765,643
1,767,789
1,770,048
1,772,552
1,775,309
1,778,367
1,781,737
1,785,427
1,789,449
1,793,812

Tribal NPM
Packs
Adjustment

Unencumbered
Revenues

$4,058,215
4,179,962
4,305,361
4,068,353
4,190,404
3,266,124
3,364,107
3,241,718
3,338,970
3,232,596
3,329,574
2,901,631
2,988,680
2,892,503
2,979,278
2,878,732
2,965,094
2,863,252
2,949,149
2,845,614
2,930,982
2,511,893
2,587,250
2,494,538
2,569,374
2,474,271
2,548,499
2,452,465
2,526,039
2,430,320
2,503,230
2,407,848
2,480,083
2,088,648
2,151,307
2,068,422
2,130,475
2,048,187
2,109,632
2,027,451
2,088,274
2,006,530
2,066,726
1,985,594
2,045,161

$1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
1,500,000
-

Pledged
Revenues
$17,478,822
17,183,693
16,722,597
15,184,505
13,490,366
14,373,220
14,266,480
14,407,087
14,329,866
14,455,059
14,377,183
14,826,107
14,761,834
14,869,807
14,792,894
14,903,703
14,824,781
14,932,850
14,852,148
14,952,780
14,862,415
15,291,320
15,221,083
15,316,081
15,242,161
15,337,116
15,264,367
16,863,584
16,794,975
16,897,519
16,833,378
16,939,555
16,880,229
17,286,775
17,241,519
17,344,811
17,306,352
17,413,482
17,379,561
17,492,056
17,464,860
17,583,652
17,564,033
17,689,383
17,677,787

Bond Structuring Methodology and Assumptions
The Bond Structuring Methodology and Assumptions of the Series 2021 Bonds and the forecast contained
within the Tobacco Consumption Report were applied to the projections of Pledged Revenues described above. See
“SUMMARY OF THE TOBACCO CONSUMPTION REPORT” and APPENDIX A—“TOBACCO
CONSUMPTION REPORT.”
The Bond Structuring Methodology and Assumptions are as follows:
Closing Date
The Series 2021 Bonds are assumed to be delivered on September 29, 2021 *.
Issue Size
The objective in issuing the Series 2021 Bonds is to provide proceeds in an amount, together with other
available funds, sufficient to: (1) purchase, refund and/or defease all of the Series 2008 Bonds and the Series 2012
Bonds, (2) fund the Senior Liquidity Reserve Account for the Series 2021A Senior Bonds and the Subordinate
Liquidity Reserve Account for the Series 2021B-1 Bonds, (3) fund interest on the Series 2021 Bonds through
December 1, 2021, and (4) pay the costs of issuance of the Series 2021 Bonds.
Maturity Dates
The stated maturity dates of the Series 2021 Bonds are set forth on the inside front cover page hereof.
Mandatory Redemptions of Outstanding Bonds
All mandatory redemptions of the Series 2021 Bonds, including Turbo Redemptions of the Series 2021B
Subordinate Bonds and the mandatory clean-up call redemption of the Series 2021B-1 Bonds, are assumed to be made
on June 1 in any year to the extent that sufficient Collateral is available therefor.
Interest Rates
The Series 2021 Bonds bear or accrete interest at the rates shown on the inside front cover page hereof.
Interest is calculated on the basis of a 360-day year consisting of twelve 30-day months.
Liquidity Reserve Accounts
The Senior Liquidity Reserve Account will be fully funded on the Closing Date at the Senior Liquidity
Reserve Requirement of $11,455,190*. The Subordinate Liquidity Reserve Account will be fully funded on the
Closing Date at the Subordinate Liquidity Reserve Requirement of $1,981,000*.
Operating Expense Assumptions
Annual Operating Expenses of the Corporation have been assumed at $175,000 through the Fiscal Year
ending June 30, 2023 (the Operating Cap for such year) and are assumed to be inflated in each year thereafter by 3%.
No Operating Expenses are assumed in excess of the annual Operating Cap, and no arbitrage payments, rebate or
penalties were assumed to be paid since it has been assumed that the yield on the invested bond proceeds of the Series
2021 Bonds will not exceed the arbitrage yield on the Series 2021 Bonds. Further, it is assumed that the Corporation
will have sufficient funds on deposit in the Operating Account as of the Closing Date to fund its Operating Expenses
through Fiscal Year 2022.

*

Preliminary, subject to change.
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Senior Debt Service Account
As of the Closing Date, the Senior Debt Service Account will be funded in amounts sufficient to pay interest
on the Series 2021A Senior Bonds on December 1, 2021.
Subordinate Debt Service Account
As of the Closing Date, the Subordinate Debt Service Account will be funded in amounts sufficient to pay
interest on the Series 2021B Subordinate Bonds on December 1, 2021.
Interest Earnings
Amounts on deposit in the Senior Liquidity Reserve Account and in the Subordinate Liquidity Reserve
Account are assumed to be invested at a rate of 0.25% per annum with earnings distributed semi-annually on each
June 1 and December 1. Amounts in all other Accounts under the Indenture are assumed to be invested at a rate of
0.00% per annum. No interest earnings have been assumed on the Annual Payments prior to the time it is assumed
they will be received by the Trustee.
Miscellaneous
The Pledged Revenues Projection Methodology and Assumptions assume that there is no optional
redemption of the Series 2021 Bonds, that no Event of Default occurs, and that no PM makes a Lump Sum Payment
or Total Lump Sum Payment under the MSA. 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.
No assurance can be given that actual cigarette consumption in the United States during the term of the
Series 2021 Bonds will be as assumed or that the other assumptions underlying the Pledged Revenues Projection
Methodology and Assumptions and Bond Structuring Methodology and Assumptions, including the market shares
of the OPMs and the SPMs, the number of Tribal NPM Packs determined by the Investigator, and the assumption
that there will not be an NPM Adjustment applied to the payments to the State, will be consistent with future events.
If actual events deviate from one or more of the assumptions underlying the Pledged Revenues Projection
Methodology and Assumptions and Bond Structuring Methodology and Assumptions, the amount of funds
available to the Corporation to pay the principal or Accreted Value of and interest on the Series 2021 Bonds and
to make Turbo Redemptions on the Series 2021B Subordinate Bonds could be adversely affected. See “RISK
FACTORS” and “LEGAL CONSIDERATIONS” herein.
RISK FACTORS
The Series 2021 Bonds differ from many other state and local governmental securities in a number of
respects. Prospective investors should carefully consider the factors set forth below regarding an investment in the
Series 2021 Bonds, as well as the other information contained in this Offering Circular. One or a combination of the
risk factors set forth below, and other risks, may materially adversely affect the ability of the Corporation to pay debt
service on all or a portion of the Series 2021 Bonds on a timely basis or in full, and could have a material adverse
effect on the liquidity and/or market value of the Series 2021 Bonds.
The discussion of certain risks has been compiled from certain publicly available documents of the tobacco
companies and their current or former parent companies, certain publicly available analyses of the domestic tobacco
industry and other public sources. Certain of those companies currently file annual, quarterly and certain other
reports with the Securities and Exchange Commission (the “SEC”). Such reports are available on the SEC’s website
(www.sec.gov) and upon request from the SEC’s Investor Information Service, 100 F Street, NE, Washington, D.C.
20549 (phone: (800) SEC-0330 or (202) 551-8090; e-mail: publicinfo@sec.gov). To the extent that any risk discussed
in this section describes the domestic tobacco industry and litigation relating thereto, the Corporation does not
warrant the accuracy or completeness of such information.

43

The risks set forth herein do not comprise all of the risks associated with the Pledged Revenues, nor does the
order of presentation necessarily reflect the relative importance of the various and separate risks. Certain general
categories of risks discussed below include, among others, payment decreases under the terms of the MSA and the NY
NPM Settlement, declines in cigarette consumption, federal and state regulation, alternative tobacco products,
litigation and bankruptcy. There can be no assurance that other risk factors will not become material in the future.
See also “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT,” “CERTAIN INFORMATION RELATING
TO THE DOMESTIC TOBACCO INDUSTRY,” APPENDIX A – “TOBACCO CONSUMPTION REPORT,” and
APPENDIX C-2 — “NEW YORK NPM SETTLEMENT.” Additional risk factors are set forth in “LEGAL
CONSIDERATIONS.”
Payment Decreases Under the Terms of the MSA
Adjustments to MSA Payments
The MSA provides that the amounts payable by the PMs are subject to numerous adjustments, offsets and
recalculations, some of which are material, including without limitation, the NPM Adjustment discussed below. Any
such adjustment could trigger the Offset for Miscalculated or Disputed Payments.
In October 2015, the State and the PMs that were party to a dispute with the State over NPM Adjustments
for years 2004-2014 entered into the NY NPM Settlement, which substitutes for the NPM Adjustment with respect to
the State, other adjustments based on information and certain estimations of certain NPM cigarette sales in the State,
which adjustments could be material. See “—Tribal NPM Packs Credit Under the NY NPM Settlement” and “—
Possible Future Non-Compliant SET-Paid NPM Sales Credit” below. For additional information regarding the MSA,
the NY NPM Settlement, and the payment adjustments thereunder, see “SUMMARY OF THE MASTER
SETTLEMENT AGREEMENT—Adjustments to Payments,” and “NEW YORK NPM SETTLEMENT.”
Any such adjustments, offsets and recalculations could materially adversely affect the amount and/or timing
of the Pledged Revenues and the ability of the Corporation to pay debt service on all or a portion of the Series 2021
Bonds on a timely basis or in full. See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT—
Adjustments to Payments—PSS Credit Amendment” for a discussion of the PSS Credit Amendment and its potential
effect on the amount of Pledged Revenues available to the Corporation to pay debt service on the Series 2021 Bonds.
Disputed MSA Payments and Potential for Significant Future Year Offsets to MSA Payments
Disputes concerning Annual Payments and their calculations may be raised up to four years after the
respective Payment Due Date (as defined in the MSA). The resolution of disputed payments that arise in prior years
may result in the application of offsets against subsequent payments. Disputes could result in the future diversion of
disputed payments to the Disputed Payments Account under the MSA (the “DPA”), the withholding of all or a portion
of any disputed amounts, or the application of offsets against future payments. Any such disputes or the resolution
thereof could materially adversely affect the amount and/or timing of the Pledged Revenues and the ability of the
Corporation to pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or in full.
The State received as part of its April 2014 MSA payment formerly disputed amounts attributable to the 2003
NPM Adjustment and the County received its allocation in accordance with the Consent Decree. The payment of the
formerly disputed amounts was due to the September 2013 decision by a panel of three former federal judges
arbitrating the 2003 NPM Adjustment claims (the “Arbitration Panel”) that the State diligently enforced its
Qualifying Statute in 2003.
In October 2015, the State and the SA PMs (as defined herein) entered into the NY NPM Settlement which,
among other things, resolved disputes between the State and the OPMs and certain SPMs with respect to the NPM
Adjustment for years 2004 through 2014. See “NEW YORK NPM SETTLEMENT.”
By virtue of the NY NPM Settlement, Annual Payments due to the State under the MSA for cigarette sales
in 2015 and later years will no longer to subject to adjustments based on the NPM Adjustment under the MSA (except
in limited circumstances), but will be subject to two potential credits in favor of the PMs described in the NY NPM
Settlement based on actual and estimated cigarette sales in the State. See “NEW YORK NPM SETTLEMENT.”
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Miscalculations or recalculations by the MSA Auditor or disputed calculations by any of the parties to the
MSA have resulted and could in the future result in offsets to, or delays in disbursements of, payments to the Settling
States pending resolution of the disputed item in accordance with the provisions of the MSA, which could materially
adversely affect the amount and/or timing of the Pledged Revenues and the ability of the Corporation to pay debt
service on all or a portion of the Series 2021 Bonds on a timely basis or in full. The cash flow assumptions used to
prepare the debt service coverage table herein do not factor in any credit under the NY NPM Settlement or any offset
for any future miscalculated or disputed payments under the MSA or any release of funds currently held in the DPA
(except as provided by the NY NPM Settlement). Adjustments in future Pledged Revenues (including adjustments
relating to credits under the NY NPM Settlement, made in the form of a credit against future MSA payments) could
be different from those projected. See “PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND
STRUCTURING ASSUMPTIONS” and “APPENDIX C-2—NEW YORK NPM SETTLEMENT.”
See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT—Adjustments to Payments—Offset
for Miscalculated or Disputed Payments” and “NEW YORK NPM SETTLEMENT”.
Growth of NPM Market Share and Other Factors
Should a decline in cigarette 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 by the PMs due to application of the Volume
Adjustment, even for Settling States that have negotiated with the PMs alternative arrangements to the NPM
Adjustment (including the State pursuant to the NY NPM Settlement). Such reductions of Annual Payments could
materially adversely affect the amount and/or timing of the Pledged Revenues and the ability of the Corporation to
pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or in full.
NPM market share could grow due to a variety of reasons, including, among others, a failure of Settling
States to enforce their Qualifying Statutes and Allocable Share Release Amendments (see "SUMMARY OF THE
MASTER SETTLEMENT AGREEMENT—MSA Provisions Relating to Model/Qualifying Statutes"), relative ease
of entry into the market, and increased profit margins on account of lower sales prices, operating costs and litigation
costs.
Tribal NPM Packs Credit Under the NY NPM Settlement
The NY NPM Settlement provides for an annual credit of $90 million against the aggregate Annual Payments
due from the OPMs in each of 2016 through 2019 based on a stipulated amount of Tribal NPM Packs (namely, 150
million packs) sold in the State in, respectively, each of 2011 through 2014 (which stipulated amount, the NY NPM
Settlement provides, is not claimed by any party to represent actual Tribal NPM Packs sales), and a $0.60 per pack
credit. As used in the NY NPM Settlement, “Tribal NPM Packs” are packs of cigarettes sold without payment of
State cigarette tax on or from Native American reservations in the State to State consumers (other than the Native
Americans who reside on the reservation in question). In addition, the NY NPM Settlement provides each of the SPMs
who signed the NY NPM Settlement (a “Settlement Agreement SPM” or “SA SPM”) with a credit in each of 2017
through 2019 equal to the product of $90 million multiplied by a fraction, the numerator of which is such SA SPM’s
Potential Maximum NPM Adjustment (as defined in the NY NPM Settlement) to which such SA SPM is entitled for
each of 2012 through 2014 and the denominator of which is the Potential Maximum NPM Adjustment (as defined in
the NY NPM Settlement) to which the OPMs collectively are entitled to for each of 2012 through 2014. See “NEW
YORK NPM SETTLEMENT.” These credits are referred to herein as “Fixed Tribal NPM Packs Credits”. For
years 2017, 2018 and 2019, the Fixed Tribal NPM Packs Credits for both the OPMs and SA SPMs were increased by
interest at the Prime Rate from April 15, 2016.
Under the NY NPM Settlement, the OPMs and the SA SPMs (collectively, the “Settlement Agreement
PMs” or “SA PMs”) are also entitled to a credit for estimated sales of Tribal NPM Packs in 2015 and each later
year, with the credit to be available against the Annual Payments due in the second succeeding year (for example,
the credit for 2021 is available against the 2023 Annual Payment). For purposes of this credit, referred to herein as
the “Variable Tribal NPM Packs Credit,” the determination of estimated Tribal NPM Packs sales is to be made
by an Investigator (as hereinafter defined) selected jointly by the State and the SA PMs (or as otherwise described
in the NY NPM Settlement). The Variable Tribal NPM Packs Credit is determined based on the estimated number
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of Tribal NPM Packs sold as determined by the Investigator and a per pack credit amount that starts at $0.47 per
pack for fewer than 50 million Tribal NPM Packs sold in a year and increases to $0.70 per pack for 125 million or
more Tribal NPM Packs sold in a year. Such per pack credits are subject to adjustment in accordance with the
inflation adjustment of the MSA (with 2015 as the base year). See “NEW YORK NPM SETTLEMENT.”
There is no available and reliable source of information as to the number of Tribal NPM Packs sold in the
State, and the Investigator’s determination of Tribal NPM Packs sold in 2015 was the first of its kind under the NY
NPM Settlement.
The application of the Fixed Tribal NPM Packs Credits and Variable Tribal NPM Packs Credits could
materially adversely affect the amount and/or timing of the Pledged Revenues and the ability of the Corporation to
pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or in full. See “NEW YORK NPM
SETTLEMENT.” See also “LEGAL CONSIDERATIONS—MSA and Qualifying Statute Enforceability.”
Variable Tribal NPM Packs Credits Under the New York NPM Settlement Are Uncertain
Data on the quantity of Tribal NPM Packs sold is not disclosed by the State’s Native Americans * and is not
otherwise publicly available. Consequently, any determination of Tribal NPM Packs sales must be an estimate
derived from an evaluation of other information that is publicly available. For purposes of the NY NPM Settlement,
Tribal NPM Packs are estimated every two years by an investigator to be selected jointly by the State and the OPMs
every four years (the “Investigator”). The Investigator’s estimation of Tribal NPM Packs sales are conclusive and
final under the NY NPM Settlement. The NY NPM Settlement does not prescribe the methodology or assumptions
to be used by the Investigator. See “NEW YORK NPM SETTLEMENT.”
Tribal NPM Packs Sales Affected by Numerous Factors
The Variable Tribal NPM Packs Credit and later years is based on estimated sales of Tribal NPM Packs to
State non-tribal consumers on, from or through Native American reservations in the State, including NPM cigarettes
manufactured on the reservations, without payment of State cigarette excise tax (“SET”). At any time, the level of
such sales may rise as a result of any one of numerous factors, including State and local cigarette taxes, accessibility
of tribal cigarette outlets, price and quality of Tribal NPM Packs, and other factors, which could cause an increase
in the amount of such sales estimated by the Investigator for purposes of determining the Variable Tribal Packs
Credit under the NY NPM Settlement.
Possible Future Non-Compliant SET-Paid NPM Sales Credit
If there is an increased level of non-compliance by NPMs with the escrow deposit requirement of the
State’s Qualifying Statute, the Annual Payments to the State by PMs under the MSA may be decreased as a result
of the Non-Compliant SET-Paid NPM Sales Credit under the NY NPM Settlement. While historically, as reported
by the State’s Attorney General’s office, the rate of non-compliance has been within the safe-haven created under
the NY NPM Settlement to allow the State to totally avoid the Non-Compliant SET-Paid NPM Sales Credit (either
(a) the total number of Non-Compliant SET-Paid NPM Cigarettes sold during the year did not exceed 4% of all
NPM cigarettes on which SET was paid during the year or (b) the total number of Non-Compliant SET-Paid NPM
Cigarettes sold during the year did not exceed two million cigarettes), there can be no assurance that such historic
rates of non-compliance will continue in the future. Greater non-compliance by NPMs with the escrow deposit
requirement of the State’s Qualifying Statute could result in the application of the Non-Compliant SET-Paid NPM
Sales Credit, reducing Annual Payments to the State and in turn the amount of Pledged Revenues, which could
materially adversely affect the ability of the Corporation to pay debt service on all or a portion of the Series 2021
Bonds on a timely basis or in full. See “NEW YORK NPM SETTLEMENT—Credit to Settlement Agreement PMs
for Sales in the State of Certain NPM Cigarettes—Non-Compliant SET Paid NPM Sales Credit.” The Pledged
Revenues Projection Methodology and Assumptions include the assumption that the Non-Compliant SET-Paid
NPM Sales Credit will be zero in all future years. See “PLEDGED REVENUES PROJECTION METHODOLOGY
*

Excepting only the Oneida Nation, which provides sales information to the State under the Oneida Nation Agreement.
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AND BOND STRUCTURING ASSUMPTIONS.” No assurance can be given that this assumption will be accurate
for all years in which the Series 2021 Bonds are Outstanding.
Possible Reimposition of NPM Adjustment
Under the NY NPM Settlement, if in any future year (a) the number of NPM cigarettes sold in the State on
which SET was paid is 40 million or more and (b) at least 20% of such SET-paid NPM cigarettes are Non-Compliant
SET-Paid NPM Cigarettes (due to non-compliance with the escrow requirement of the State’s Qualifying Statute), the
SA PMs will have the option of either receiving the Non-Compliant SET-Paid NPM Sales Credit for the year or seeking
to apply the NPM Adjustment under the MSA for the year. The NPM Adjustment shall be applied only if SA PMs
representing 87% of aggregate Market Share under the MSA for the year so choose. If chosen, the NPM Adjustment
will be applied subject to the procedures, standards and exemptions under the MSA, subject to certain exceptions,
including agreement of the SA PMs not to assert that the State was not diligently enforcing its Qualifying Statute for
the year based on the State’s non-collection of SET on Tribal NPM Cigarettes sold to State non-tribal consumers. See
“STATE LAWS RELATED TO MSA—State Enforcement Agencies,” “NEW YORK NPM SETTLEMENT” and
APPENDIX C-2 —“NEW YORK NPM SETTLEMENT.”
Declines in Cigarette Consumption
Cigarette consumption in the U.S. has declined significantly over the last several decades. According to the
Tobacco Consumption Report, a Centers for Disease Control and Prevention (“CDC”) study released in 2020 reported
that approximately 34 million American adults were current smokers in 2019, representing approximately 14% of the
population age 18 and older, an increase from 13.7% in 2018, but a decline from 15.5% in 2016 and 19.4% in 2010.
NAAG reported that total industry domestic shipment volume was 229.7 billion cigarettes in 2020, 225.2 billion
cigarettes in 2019, 236.6 billion cigarettes in sales year 2018, 248.9 billion cigarettes in sales year 2017, and 260.1
billion cigarettes in sales year 2016 (including a roll-your-own equivalent of 0.0325 ounces per cigarette), as compared
to shipments of approximately 391.3 billion cigarettes in 2006. NAAG reported an industry volume increase for 2020
of 2.0%, and an industry volume decline for 2019 of 4.8% (which followed declines of 4.3% in 2017 and 5.0% in
2018), an acceleration in the industry decline rate that coincided with the extraordinary growth of the e-cigarette
JUUL, as discussed below. In its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, Altria
stated that adult smokers continue to convert from cigarettes to exclusive use of non-combustible tobacco product
alternatives, and that until the second half of 2019, the significant growth of the e-vapor category in recent years
negatively impacted consumption levels and sales volume of cigarettes. Altria estimates that the full-year domestic
cigarette industry adjusted volume for 2020 was unchanged versus the prior year, resulting from stay-at-home
practices due to the COVID-19 pandemic and higher tobacco discretionary spending, according to Altria in its Form
10-Q filed with the SEC for the six-month period ended June 30, 2021. In the six months ended June 30, 2021, it is
estimated that adjusted domestic cigarette industry volume declined by 4%, and Altria expects 2021 cigarette industry
volume trends to continue to be most influenced by (i) changes to adult smoker stay-at-home practices, disposable
income, purchasing patterns and adoption of smoke-free products, (ii) the economy (including unemployment rates
and the impact of increased inflation), (iii) fiscal stimulus, (iv) cross-category movement, (v) the timing and extent of
COVID-19 vaccine administration and the impact of COVID-19 variants, (vi) adult smoker purchasing behavior of
those who receive the vaccine and (vii) regulatory and legislative (including excise tax) developments, according to
Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021. See “CERTAIN
INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—Cigarette Shipment Trends.”
A trend in the percentage of the population that smokes cigarettes does not necessarily correlate with the
trends in the volume of cigarettes sold. As noted in the Tobacco Consumption Report, because of the growing number
of “light smokers” (those who smoke just a few cigarettes per day), the rate of decline in the overall prevalence of
smoking has slowed, while the rate of decline of the volume of cigarettes consumed has accelerated.
Payments under the MSA are determined in part by the volume of cigarettes sold by the PMs in the U.S.
cigarette market. U.S. cigarette consumption in recent years has been reduced because of price increases, restrictions
on advertising and promotions, increases in excise taxes, smoking bans in public places, the raising of the minimum
age to possess or purchase tobacco products, other increased regulation such as state and local bans on characterizing
flavors, a decline in the social acceptability of smoking, health concerns, funding of smoking prevention campaigns,
increased pressure from anti-tobacco groups, increased usage of alternative products such as e-cigarettes and other
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vapor products, curtailments in the chain of distribution, and other factors. U.S. cigarette consumption is expected to
continue to decline for the reasons stated above and others. Continuing declines in cigarette consumption could
materially adversely affect the amount and/or timing of the Pledged Revenues and the ability of the Corporation to
pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or in full. The following factors, among
others, may negatively impact cigarette consumption in the U.S.
The Regulation of Tobacco Products by the FDA May Adversely Affect Overall Consumption of Cigarettes in
the U.S. and the Operations of the PMs
The Family Smoking Prevention and Tobacco Control Act (the “FSPTCA”), signed into law on June 22,
2009, granted the U.S. Food and Drug Administration (the “FDA”) broad authority over the manufacture, sale,
marketing and packaging of tobacco products. The legislation, among other things, requires larger and more severe
health warnings on cigarette packs and cartons, bans the use of certain descriptors on tobacco products, requires the
disclosure to consumers of ingredients and additives, requires FDA pre-market review for new or modified products,
and allows the FDA to place more severe restrictions on the advertising, marketing and sales of cigarettes, including
requiring or permitting, as applicable, certain product bans. Since the passage of the FSPTCA, the FDA, among other
things, has prohibited fruit, candy and clove flavored cigarettes as required by the FSPTCA, prohibited misleading
marketing terms (“Light,” “Low,” and “Mild”) for tobacco products, rejected applications for the introduction of new
tobacco products into the market, issued its final rule subjecting e-cigarettes and certain other tobacco products to
FDA regulations, and issued its final rule on graphic warnings.
On April 29, 2021, the FDA announced it is working to issue proposed product standards within the next
year to ban menthol as a characterizing flavor in cigarettes. The FSPTCA permits the FDA to ban menthol in cigarettes
upon a finding that such a ban would be appropriate for the public health. See “—A Ban On Menthol Cigarettes Could
Materially Adversely Affect the Volume of Cigarettes Sold in the U.S. and Thus Payments Under the MSA” below.
As part of the comprehensive plan for tobacco and nicotine regulation released by the FDA in July 2017, the
FDA announced on March 15, 2018 an Advance Notice of Proposed Rulemaking (“ANPRM”) to explore and seek
comment on lowering the nicotine in cigarettes to minimally or non-addictive levels, and the FDA is currently
considering requiring tobacco companies to reduce nicotine levels to non-addictive levels in all cigarettes sold in the
United States, according to news reports in April 2021. In April 2018, as part of the comprehensive plan, the FDA
announced a Youth Tobacco Prevention Plan focused on stopping the use by youth of tobacco products, particularly
e-cigarettes. In a March 15, 2018 announcement, the FDA stated that it was starting new work to re-evaluate and
modernize its approach to the development and regulation of medicinal nicotine replacement products such as gums,
patches and lozenges. See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO
INDUSTRY—Regulatory Issues—FSPTCA.”
Tobacco manufacturers have filed suit regarding certain provisions of the FSPTCA and actions taken
thereunder. In August 2009, a group of tobacco manufacturers and a tobacco retailer filed a complaint against the
United States in the U.S. District Court for the Western District of Kentucky, Commonwealth Brands, Inc. v. U.S., in
which they asserted that various provisions of the FSPTCA violate their free speech rights under the First Amendment,
constitute an unlawful taking under the Fifth Amendment, and are an infringement on their Fifth Amendment due
process rights. In March 2012, the U.S. Court of Appeals for the Sixth Circuit affirmed the district court’s earlier
decision upholding the FSPTCA’s restrictions on the marketing of modified-risk tobacco products, the FSPTCA’s
bans on event sponsorship, branding non-tobacco merchandise, and free sampling, and the requirement that tobacco
manufacturers reserve significant packaging space for textual health warnings. However, the Sixth Circuit affirmed
the district court’s grant of summary judgment to plaintiff manufacturers on the unconstitutionality of the FSPTCA’s
restriction of tobacco advertising to black and white text. See “CERTAIN INFORMATION RELATING TO THE
DOMESTIC TOBACCO INDUSTRY—Regulatory Issues—FSPTCA Litigation” for a discussion of this case.
On June 22, 2011, the FDA issued a final regulation for the imposition of larger, graphic health warnings on
cigarette packaging and advertising, which was scheduled to take effect September 22, 2012 (but which the FDA was
enjoined from enforcing, as described below). On August 16, 2011, tobacco companies filed a lawsuit against the
FDA in the U.S. District Court for the District of Columbia, R. J. Reynolds Tobacco Co. v. U.S. Food and Drug
Administration, challenging the FDA’s final regulation specifying nine new graphic “warnings” pursuant to the
FSPTCA and seeking a declaratory judgment that the final regulation violates the plaintiffs’ rights under the First
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Amendment to the U.S. Constitution and the Administrative Procedure Act (“APA”). On August 24, 2012, the U.S.
Court of Appeals for the District of Columbia Circuit affirmed a February 29, 2012 decision of the district court that
invalidated the graphic warning rule. On March 19, 2013, the FDA announced that it would undertake research to
support a new rulemaking on different warning labels consistent with the FSPTCA. In October 2016, several public
health groups filed suit in the Federal District Court for the District of Massachusetts to force the FDA to issue final
rules requiring graphic warnings on cigarette packs and advertising (American Academy of Pediatrics, et al v. United
States Food and Drug Administration). In a March 5, 2019 Memorandum and Order, the court directed the FDA to
submit by March 15, 2020 a final rule mandating color graphic warnings on cigarette packs and in cigarette
advertisements as required by the FSPTCA. On March 17, 2020, the FDA issued a final rule to require new health
warnings on cigarette packages and in cigarette advertisements. The warnings feature textual statements with photorealistic color images depicting some of the lesser-known but serious health risks of cigarette smoking. Beginning
October 11, 2022, the new cigarette health warnings will be required to appear prominently on cigarette packages and
in advertisements, and must be randomly and equally displayed and distributed on cigarette packages and rotated
quarterly in cigarette advertisements. The final cigarette health warnings each consist of one of 11 textual warning
statements paired with an accompanying photo-realistic image depicting the negative health consequences of smoking.
See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—Regulatory Issues”
for a discussion of these cases and several other cases.
Altria reported in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021 that in
addition to the payment of user fees required by the FSPTCA, compliance with the FSPTCA’s regulatory requirements
has resulted and will continue to result in additional costs and that although the amount of additional compliance and
related costs has not been material in any given quarter or year to date period, such costs could become material, either
individually or in the aggregate, to one or more of its tobacco subsidiaries. Additionally, the FDA’s rules regarding
clearance for new or modified cigarette products could adversely affect PMs’ access to the market and could result in
the removal of products from the market.
The FDA has yet to issue final guidance with respect to many provisions of the FSPTCA. It is likely that
future regulations promulgated under the FSPTCA, including a ban on menthol, for which the FDA announced its
plans on April 29, 2021 to issue proposed product standards, or decreasing the permitted level of nicotine (though not
to zero), which the FDA is currently considering, could result in a decrease in cigarette sales in the U.S., and an
increase in costs to PMs, potentially resulting in a material adverse effect on the PMs’ financial condition, results of
operations and cash flows.
The effect of the foregoing factors could be to reduce consumption of cigarettes in the U.S. and adversely
affect the operations of the PMs, thereby reducing payments under the MSA, which could materially adversely affect
the amount and/or timing of the Pledged Revenues and the ability of the Corporation to pay debt service on all or a
portion of the Series 2021 Bonds on a timely basis or in full.
A Ban on Menthol Cigarettes Could Materially Adversely Affect the Volume of Cigarettes Sold in the U.S.
and Thus Payments Under the MSA
On April 29, 2021, the FDA announced it is working to issue proposed product standards within the next
year to ban menthol as a characterizing flavor in cigarettes. According to research published in Nicotine and Tobacco
Research in 2018, the menthol cigarette domestic market share increased from 30.2% in 2011 to 32.5% in 2015, and
a Federal Trade Commission report estimated the 2019 domestic market share of menthol cigarettes at 37%. Based
on the first of two alternative forecasts that includes a national menthol ban, the Tobacco Consumption Report projects
U.S. cigarette consumption decline to accelerate from a 4.6% decline in 2023 to an 8.7% decline in 2024 (the Tobacco
Consumption Report projects the ban to be effective by the middle of 2024), followed by an 8.4% decline in 2025 (the
first full year that the Tobacco Consumption Report projects the ban to be effective), and projects U.S. cigarette
consumption decline to decelerate to a 3.4% decline in 2026. Based on the second of two alternative forecasts that
includes a national menthol ban, the Tobacco Consumption Report projects U.S. cigarette consumption decline to
accelerate from a 4.6% decline in 2023 to an 11.2% decline in 2024 (the Tobacco Consumption Report projects the
ban to be effective by the middle of 2024), followed by an 11.0% decline in 2025 (the first full year that the Tobacco
Consumption Report projects the ban to be effective), and projects U.S. cigarette consumption decline to decelerate
to a 3.4% decline in 2026. A May 2021 report by Moody’s Investors Service estimates that a menthol ban will
accelerate the decline of U.S. cigarette volumes to the low double-digit level over the next three to five years. See
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“PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” and
APPENDIX A – “TOBACCO CONSUMPTION REPORT.”
The FDA has been considering the issue of menthol in cigarettes for over a decade. The FSPTCA, enacted
in 2009, established the Tobacco Products Scientific Advisory Committee (“TPSAC”) and directed the TPSAC to
evaluate issues surrounding the use of menthol as a flavoring or ingredient in cigarettes. The legislation permits the
FDA to ban menthol upon a finding that such a prohibition would be appropriate for the public health. The TPSAC
or the Menthol Report Subcommittee held meetings throughout 2010 and 2011 to consider the issues surrounding the
use of menthol in cigarettes. At a March 2011 meeting, TPSAC presented its findings that menthol likely increases
experimentation and regular smoking, menthol likely increases the likelihood and degree of addiction for youth
smokers, non-white menthol smokers (particularly African-Americans) are less likely to quit smoking and are less
responsive to certain cessation medications, and consumers continue to believe that smoking menthol cigarettes is less
harmful than smoking nonmenthol cigarettes as a result of the cigarette industry’s historical marketing. TPSAC’s
overall recommendation to the FDA was that “removal of menthol cigarettes from the marketplace would benefit
public health in the United States.” Some plaintiffs and constituencies, including public health agencies and nongovernmental organizations, have claimed or expressed concerns that mentholated cigarettes may pose greater health
risks than non-mentholated cigarettes, including concerns that mentholated cigarettes may make it easier to start
smoking and harder to quit, and increase smoking initiation among youth and the incidence of smoking among youth.
In July 2013, the FDA released a preliminary evaluation on menthol cigarettes, finding among other things that
menthol cigarettes likely pose a public health risk above that seen with non-menthol cigarettes. On November 8,
2013, twenty-seven jurisdictions (including the State) sent a letter to the FDA in support of a ban on menthol-flavored
cigarettes. In an August 2016 letter, the African American Tobacco Control Leadership Council asked President
Obama to direct the FDA to issue a proposed rule to remove all flavored tobacco products, including mentholated
cigarettes, from the marketplace. On March 21, 2018, as part of the FDA’s comprehensive plan for tobacco and
nicotine regulation, the FDA issued an ANPRM regarding the role that flavors (including menthol) play in initiation,
use and cessation of use of tobacco products. In a press release dated November 15, 2018, the FDA announced its
intent to advance a Notice of Proposed Rulemaking that would seek to ban menthol in combustible tobacco products,
including cigarettes and cigars, based on comments received from the March 21, 2018 ANPRM. In June 2020, the
African American Tobacco Control Leadership Council, the Action on Smoking and Health, the American Medical
Association and the National Medical Association filed a complaint against the FDA, seeking to compel the FDA to
fulfill its mandate to take action on the FDA’s conclusions that it would benefit the public health to add menthol to
the list of prohibited characterizing flavors and therefore ban it from sale. On January 22, 2021 a coalition of 23
Attorneys General sent a letter to the FDA urging the FDA to ban menthol cigarettes, citing evidence that such a ban
would benefit public health, reduce youth smoking initiation and improve smoking cessation outcomes. In connection
with this litigation, the FDA made its April 29, 2021 announcement regarding a menthol ban, as described above.
Several jurisdictions have already enacted bans on menthol and other characterizing flavors. The State of
Maine, in 2007, became the first state to enact a statute that prohibits the sale of cigarettes and cigars that have a
characterizing flavor, including menthol. In June 2017, San Francisco amended its city health code to prohibit tobacco
retailers from selling flavored tobacco products, including flavored e-cigarettes and menthol cigarettes, and voters
approved the measure on June 5, 2018. In February 2018, New Jersey introduced a bill that would add menthol to its
list of prohibited characterizing flavors. Los Angeles County banned the sale of all flavored tobacco products,
including menthol cigarettes, effective May 1, 2020. In November 2019, Massachusetts banned the sale of all flavored
tobacco products, effective June 1, 2020 for menthol cigarettes. On August 28, 2020, California banned the retail sale
of all flavored tobacco products, including menthol-flavored cigarettes (and allowed local ordinances to be more
restrictive). A referendum against the ban was filed by the tobacco industry, and the requisite number of signatures
was collected to place the issue on the November 2022 ballot, which resulted in a suspension of the effective date of
the ban pending action by voters in the November 2022 election. In 2021, legislation has been introduced in
Connecticut, Maryland, Vermont and Washington to regulate or ban the sale of mentholated cigarettes, according to
the Tobacco Consumption Report. Also according to the Tobacco Consumption Report, over twenty local
jurisdictions in California, Minnesota, Illinois, and Massachusetts have implemented a ban on menthol cigarettes.
A ban of menthol as a characterizing flavor in cigarettes could materially adversely affect the results of
operations, cash flow and financial condition of the PMs that sell large quantities of mentholated cigarettes (especially
BAT through its subsidiary Reynolds Tobacco, a significant portion of whose sales, after the merger with Lorillard,
are dependent on the Newport brand of mentholated cigarettes), and could materially adversely affect the overall sales
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volume of cigarettes by the PMs, thereby reducing payments under the MSA, which could materially adversely affect
the amount and/or timing of the Pledged Revenues and the ability of the Corporation to pay debt service on all or a
portion of the Series 2021 Bonds on a timely basis or in full.
The Volume of Cigarettes Sold by PMs in the U.S. Cigarette Market is Expected to Continue to Decline as a
Result of Increases in Cigarette Excise Taxes
In the U.S., tobacco products are subject to substantial and increasing federal and state excise taxation, which
has a negative effect on consumption. On April 2, 2009, Congress increased the federal excise tax per pack of
cigarettes to $1.01 per pack (an increase of $0.62), and significantly increased taxes on other tobacco products. In
2019, a bill was introduced in the U.S. Senate that would have doubled the federal excise tax per pack of cigarettes
(and would have applied the same tax level to all tobacco products), and it is possible that similar legislation will be
enacted in order to help fund the President’s climate-related and other initiatives. In April 2021, the Tobacco Tax
Equity Act of 2021 was introduced into both the Senate and House of Representatives. The bill seeks to (i) double
the federal excise tax rate on cigarettes, pegging the resulting excise tax rate to increase with the rate of inflation and
(ii) set the federal excise tax rate for all other tobacco products at this same level. Numerous advocacy groups,
including the American Cancer Society Cancer Action Network and American Lung Association, support increasing
the federal cigarette excise tax and raising federal tax rates on other tobacco products. According to the CDC,
increasing the price of tobacco products is one of the most effective methods to prevent or reduce tobacco use.
All of the states, the District of Columbia, Puerto Rico, Guam and the Northern Mariana Islands currently
impose cigarette taxes, which ranged from $0.17 per pack in Missouri to $5.10 per pack in Puerto Rico, according to
the Campaign for Tobacco-Free Kids as of December 7, 2020. In recent years, almost every state has increased
tobacco taxes, according to the Campaign for Tobacco-Free Kids. In particular, in California, a $2.00 per pack
increase in such state’s cigarette excise tax (in addition to such state’s then current $0.87 per pack excise tax) was
passed by voters on November 8, 2016, effective April 1, 2017. In addition to federal and state excise taxes, certain
city and county governments also impose substantial excise taxes on tobacco products sold, such as New York,
Philadelphia and Chicago. According to Altria in its Form 10-Q filed with the SEC for the six-month period ended
June 30, 2021, between the end of 1998 (the year that the MSA was executed) and July 26, 2021, the weighted average
state cigarette excise tax increased from $0.36 to $1.89 per pack. During 2018, Kentucky, Oklahoma and Washington,
D.C. enacted cigarette excise tax increases, and during 2019, New Mexico and Illinois increased their cigarette excise
taxes. During 2020, a cigarette excise tax increase went into effect in Virginia, and voters in Oregon and Colorado
approved cigarette excise tax increases effective January 1, 2021 - an increase of $2.00 in Oregon, from $1.33 to $3.33
per pack, and incremental increases in Colorado, from $0.84 to $2.64 per pack by July 2027. As of July 26, 2021, one
state (Maryland) has enacted new legislation increasing cigarette excise taxes in 2021, but various increases are under
consideration or have been proposed. See “CERTAIN INFORMATION RELATING TO THE DOMESTIC
TOBACCO INDUSTRY—Regulatory Issues—Excise Taxes” for a further description of excise taxes on cigarettes.
It is expected that the federal government and state and local governments will continue to raise excise taxes
on cigarettes in future years (including as a result of the COVID-19 pandemic, discussed herein, as a way for
governments to address potential budget shortfalls). Increased excise taxes are likely to result in declines in overall
sales volume and shifts by consumers to less expensive brands, deep discount brands, untaxed cigarettes sold on
certain Native American reservations and duty-free shops, counterfeit brands or pipe tobacco for roll-your-own
consumers. Such trends and reductions in consumption will lead to reductions of payments under the MSA, which
could materially adversely affect the amount and/or timing of the Pledged Revenues and the ability of the Corporation
to pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or in full.
The Volume of Cigarettes Sold by PMs in the U.S. Cigarette Market is Expected to Continue to Decline
Because of Legislation Raising the Minimum Age for Purchase and Possession of Cigarettes
U.S. cigarette consumption is expected to continue to decline due to legislation raising the minimum age to
possess or purchase tobacco products. On December 20, 2019, the President of the United States signed legislation,
effective January 1, 2020, banning the sale of tobacco products to anyone under the age of 21 (federal law had
previously set the minimum age at 18). This federal legislation had been preceded by various states having raised the
minimum age to purchase tobacco from 18 to 21 (or 19, in certain states), beginning in 2016 with Hawaii setting the
minimum age at 21, and by numerous municipalities having enacted similar legislation. According to Altria, the
51

following states enacted such legislation: Ohio (21), Maryland (21), Vermont (21), New York (21), Texas (21),
Connecticut (21), Nebraska (19), Delaware (21), Illinois (21), Arkansas (21), Washington (21), Utah (21), Virginia
(21), California (21), Hawaii (21), Alabama (19), Alaska (19), New Jersey (21), Oregon (21), Maine (21) and
Massachusetts (21). According to the Campaign for Tobacco-Free Kids, prior to the federal legislation raising the
minimum age, at least 540 localities had raised the tobacco age to 21.
On March 12, 2015, the Institute of Medicine of the National Academy of Sciences released a report
concluding that raising the minimum legal age to 21 would likely decrease smoking prevalence by 12% among today’s
teenagers when they become adults. Declines in consumption due to the increased minimum age to possess or
purchase tobacco products could lead to reductions of payments under the MSA, which could materially adversely
affect the amount and/or timing of the Pledged Revenues and the ability of the Corporation to pay debt service on all
or a portion of the Series 2021 Bonds on a timely basis or in full.
Increased Restrictions on Smoking in Public Places Could Adversely Affect U.S. Tobacco Consumption and
Therefore Amounts to be Paid Under the MSA
In recent years, federal, state and many local and municipal governments and agencies, as well as private
businesses, have adopted legislation, regulations, insurance provisions or policies which prohibit, restrict, or
discourage smoking generally, smoking in public buildings and facilities, public housing, stores, restaurants and bars,
and smoking on airline flights and in the workplace. Other similar laws and regulations are currently under
consideration and may be enacted by state and local governments in the future. Restrictions on smoking in public and
other places may lead to a decrease in the number of people who smoke or a decrease in the number of cigarettes
smoked or both. Smoking bans have recently been extended by many state and local governments to outdoor public
areas, such as beaches, parks and space outside restaurants, and others may do so in the future. Increased restrictions
on smoking in public and other places have caused a decrease, and may continue to cause a decrease, in the volume
of cigarettes that would otherwise be sold in the U.S. absent such restrictions, which could lead to reductions of
payments under the MSA and could materially adversely affect the amount and/or timing of the Pledged Revenues
and the ability of the Corporation to pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or
in full. See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—Regulatory
Issues—State and Local Regulation.”
Several of the PMs and Their Competitors Have Developed Alternative Tobacco and Cigarette Products,
Including Electronic Cigarettes and Vaporizers, Sales of Which Do Not Currently Result in Payments Under
the MSA, and Have Announced Long-Term Goals of Ending the Sale of Traditional Cigarettes in Favor of
Such Alternative Products
Certain of the major cigarette makers and other manufacturers have developed (or acquired) and marketed
alternative cigarette products the shipments of which do not give rise to payment obligations under the MSA. For
example, numerous manufacturers have developed and are marketing “electronic cigarettes” or “e-cigarettes,” which
are not tobacco products but are battery powered devices that vaporize liquid nicotine which is then inhaled. Ecigarettes do not currently constitute “cigarettes” within the meaning of the MSA (as deemed by the manufacturers
and certain states) because they do not contain or burn or heat tobacco. The growth in this area includes devices called
“vaporizers”, which are larger, customizable devices that hold more liquid, produce larger vapor clouds and last
longer. They allow users to mix and match hardware and refill cartridges with liquid bought in bulk, so that they are
cheaper than e-cigarettes. E-cigarettes and other vapor products are currently not subject to the advertising restrictions
to which tobacco products are subject. In addition, many jurisdictions do not subject electronic cigarettes or other
vapor products to excise taxes. According to research cited by the Campaign for Tobacco-Free Kids, in 2017 there
were more than 430 brands of e-cigarettes, and over 15,500 unique e-cigarette flavors were available online. On April
29, 2021, the FDA announced it is working to issue proposed product standards within the next year to ban menthol
as a characterizing flavor in cigarettes. The FDA’s announcement did not mention whether the forthcoming ban of
menthol flavoring would be applicable to e-cigarettes and other vapor products. See “CERTAIN INFORMATION
RELATING TO THE DOMESTIC TOBACCO INDUSTRY—E-Cigarettes and Vapor Products.” See also
“CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—Regulatory Issues—
FSPTCA” for a discussion of the regulation of e-cigarettes and vapor products by the FDA as well as by various states
and municipalities.
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According to the Tobacco Consumption Report, in 2019 the CDC reported that 10.9 million people in the
U.S. used electronic cigarettes, representing 4.5% of the adult population, and in 2018 sales of electronic cigarettes in
the U.S. were estimated at over $7 billion. No single e-cigarette manufacturer dominated the U.S. market through
2013. However, sales of BAT’s e-cigarette devices surged 146% during 2014 and led the market well into 2017.
According to the Tobacco Consumption Report, growth of e-cigarette use increased dramatically in 2017 and 2018,
led by sales of the JUUL brand. During 2016-2017, Juul Labs, Inc.’s sales increased 641 percent — from 2.2 million
JUUL devices (e-cigarettes that are shaped like a USB flash drive) sold in 2016 to 16.2 million devices sold in 2017.
According to a CDC release dated October 2, 2018, based on an analysis of retail sales data from 2013-2017, sales of
JUUL grew more than seven-fold from 2016 to 2017, and held the greatest share of the U.S. e-cigarette market by
December 2017. According to the Tobacco Consumption Report, JUUL currently accounts for approximately threefourths of the e-cigarette market. Sales of e-cigarettes have been projected to reach $9 billion for 2019, according to
the Campaign for Tobacco-Free Kids. BAT reported in July 2021 that its e-cigarette revenue jumped 59% in the first
six months of 2021 and it added 2.6 million customers of its cigarette alternative products, including e-cigarettes.
Cigarette manufacturers also market other types of alternative products, such as moist snuff, “snus” (a
smokeless, spitless tobacco product that originated in Sweden), disposable nicotine discs, dissolvable tobacco tablets,
orbs, strips and sticks, and oral tobacco-derived nicotine pouches. According to a CDC report, 2.4% of U.S. adults
were current users of smokeless tobacco (defined as chewing tobacco, snuff, dip, snus, or dissolvable tobacco) in
2019.
Electronic cigarettes, other vapor products and smokeless tobacco products are viewed by some as
alternatives to cigarette smoking that may lead to cigarette smoking cessation. According to the CDC, e-cigarettes
are not currently approved by the FDA as a quit smoking aid; however, e-cigarettes may help non-pregnant adult
smokers quit smoking cigarettes if used as a complete substitute for all cigarettes and other smoked tobacco products.
The Tobacco Consumption Report notes that a new British study provides evidence that e-cigarettes are more effective
as a smoking cessation aid than other forms of nicotine replacement products, and also notes that a study from the
Centre for Substance Use Research in the United Kingdom found that at least 28.3% of adult smokers had quit smoking
cigarettes completely after using a JUUL vaporizer for 3 months. Altria reported in its Form 10-Q filed with the SEC
for the six-month period ended June 30, 2021 that up until the second half of 2019 the e-vapor category had
experienced significant growth in recent years, and the number of adults who exclusively use e-vapor products also
increased during that time which, along with growth in oral nicotine pouches, negatively impacted consumption levels
and sales volume of cigarettes. Altria noted in such SEC filing that while growth in the e-vapor category has been
negatively impacted by legislative and regulatory activities, the e-vapor category has become increasingly competitive
and has recently been experiencing a moderate rate of growth.
In September 2017, Philip Morris International announced that it would contribute approximately $80 million
each year for the following 12 years to a non-profit organization called the Foundation for a Smoke-Free World, to
fund research on smoke-free alternatives, among other things. In addition, in January 2018, Philip Morris International
announced that its long-term goal is to replace its traditional cigarettes with smoke-free alternative products. On May
22, 2018, Altria announced the creation of two divisions within Altria—one division for traditional cigarettes, pipe
tobacco, cigars and snuff, and a second division for innovative, non-combustible, reduced-risk products such as vapor
products. Altria reported that the new structure is expected, among other things, to accelerate innovation. In its Form
10-Q filed with the SEC for the six-month period ended June 30, 2021, Altria disclosed a vision to responsibly lead
the transition of adult smokers to a non-combustible future. In March 2020, BAT announced the evolution of its “A
Better Tomorrow” strategy, including plans to reduce the health impact of its business by offering a greater choice of
less risky products, and to increase the number of consumers of its non-combustible products.
It has been reported that increases in cigarette taxes have caused an increase in the sale of e-cigarettes and
other alternatives to cigarettes. According to the Tobacco Consumption Report, certain sources have shown that ecigarette use is associated with quit attempts by smokers; that youth use of e-cigarettes is unlikely to increase the
number of future cigarette smokers; and that the substantial increase in e-cigarette use among U.S. adult smokers this
decade was associated with a statistically significant increase in the smoking cessation rate at the population level .;
however, the Tobacco Consumption Report cites two studies published in 2019 that found that teens who use ecigarettes or other tobacco-related products are more likely to later initiate cigarette use. Growth in the electronic
cigarette, vapor product and smokeless tobacco product markets may have an adverse effect on the traditional cigarette
market. If consumers use such alternative products in lieu of traditional cigarettes containing nicotine or to quit
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smoking, it could reduce the size of the cigarette market. In addition, recreational marijuana, which has been legalized
in a growing number of states, may be an alternative to cigarette smoking and reduce the size of the cigarette market.
Furthermore, because many alternative cigarette products continue to be deemed not to constitute “cigarettes” under
the MSA, as these products gain market share of the domestic cigarette market to the detriment of traditional cigarettes,
payments under the MSA may decrease, which could materially adversely affect the amount and/or timing of the
Pledged Revenues and the ability of the Corporation to pay debt service on all or a portion of the Series 2021A-1
Bonds on a timely basis or in full. See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO
INDUSTRY—E-Cigarettes and Vapor Products,” “—Heat-Not-Burn Tobacco Products” and “—Smokeless Tobacco
Products.”
U.S. Tobacco Companies are Subject to Significant Limitations on Advertising and Marketing Cigarettes
That Could Negatively Impact Sales Volume
Television and radio advertisements of tobacco products have been prohibited since 1971. U.S. tobacco
companies generally cannot use billboard advertising, cartoon characters, sponsorship of concerts, non-tobacco
merchandise bearing brand names and various other advertising and marketing techniques. In addition, the MSA
prohibits the targeting of youth in advertising, promotion or marketing of tobacco products. Accordingly, the tobacco
companies have determined not to advertise cigarettes in magazines with large readership among underage people.
Under the FSPTCA, which grants authority over the regulation of tobacco products to the FDA, the FDA has issued
rules restricting access and marketing of cigarettes and smokeless tobacco products to youth, and in March 2020 the
FDA issued a final rule to require larger, color graphic warnings on cigarette packs and in cigarette advertisements as
required by the FSPTCA, as discussed herein. In addition, many states, cities and counties have enacted legislation
or regulations further restricting tobacco advertising, marketing and sales promotions, and others may do so in the
future. Additional restrictions may be imposed or agreed to in the future. These limitations significantly impair the
ability of tobacco product manufacturers to launch new premium brands. Moreover, these limitations may make it
difficult for PMs to maintain sales volume of cigarettes in the U.S., which could lead to reductions of payments under
the MSA and could materially adversely affect the amount and/or timing of the Pledged Revenues and the ability of
the Corporation to pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or in full.
As discussed above, electronic cigarettes and other vapor products are not currently subject to the advertising
restrictions to which tobacco products are subject, and the FDA did not include advertising restrictions in its final
regulations on e-cigarettes and other vapor products. Therefore, e-cigarettes and other vapor products, which can
currently be marketed more extensively than traditional cigarettes and other tobacco products, could gain market share
to the detriment of the traditional cigarette market. See “CERTAIN INFORMATION RELATING TO THE
DOMESTIC TOBACCO INDUSTRY—E-Cigarettes and Vapor Products.”
Federal, State and Local Anti-Smoking Campaigns Could Negatively Affect Cigarette Sales Volume
Federal, state and local anti-smoking campaigns have resulted and may continue to result in a decline in
cigarette consumption. For example, the FDA launched an integrated anti-smoking campaign targeting teenagers,
including the “Real Cost” campaign that targets young people aged 12-17 years and shows the costs and health
consequences associated with tobacco use. The FDA reported that the “Real Cost” campaign prevented nearly
350,000 youth aged 11 to 18 nationwide from smoking during 2014-2016 and announced the campaign’s expansion
in May 2018. See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—
Regulatory Issues—Other Federal Action.”
A decline in cigarette consumption as a result of such anti-smoking campaigns could materially adversely
affect the amount and/or timing of the Pledged Revenues and the ability of the Corporation to pay debt service on all
or a portion of the Series 2021 Bonds on a timely basis or in full.
The Distribution Chain for Cigarettes May Continue to be Curtailed, Which Could Negatively Impact Sales
Volume
Certain stores have ceased the sale of tobacco products. The retail chain store Target reportedly stopped
selling tobacco products in 1996. In September 2014 the national pharmacy chain CVS reportedly stopped selling all
cigarettes and other tobacco products in all its stores (following a February 2014 announcement), citing that such sales
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were inconsistent with its mission. A group of state attorneys general pressured large retail stores with pharmacies to
take similar action, and in April 2014 several members of Congress called on these retailers to stop selling cigarettes
and other items containing tobacco. Costco reportedly reduced the number of locations that sell cigarettes because of
slowing demand, according to news reports in March 2016. According to the American Nonsmokers’ Rights
Foundation (“ANRF”), as of July 1, 2021, two states (Massachusetts and the State) and 246 cities and counties, located
principally in California and Massachusetts, have tobacco-free pharmacy laws.
Beverly Hills and Manhattan Beach, California became the first jurisdictions in the U.S. to ban retail sales of
all tobacco products, effective January 1, 2021 (with limited, temporary hardship exemptions). Certain municipalities
have enacted laws limiting the number or density of cigarette retailers. For example, in 2014, San Francisco’s Tobacco
Use Reduction Act was passed, which sets a cap on the number of tobacco retailers in each supervisory district and
prohibits new stores from locating within 500 feet of schools or within 500 feet of another existing tobacco retailer.
In 2016, Philadelphia’s Retailer Reduction Regulations were passed, setting a cap on the number of tobacco retailers
allowed at one per 1,000 persons in each planning district and restricting any new retailer from locating within 500
feet of K-12 schools. In August 2017, New York City updated its comprehensive point-of-sale regulations, to, among
other things, set a city-wide cap on retailer licenses at half of the current number in each district.
Continued curtailment in the distribution of cigarettes could negatively affect sales volume, which could lead
to reductions of payments under the MSA and could materially adversely affect the amount and/or timing of the
Pledged Revenues and the ability of the Corporation to pay debt service on all or a portion of the Series 2021 Bonds
on a timely basis or in full.
Smoking Cessation Products May Reduce Cigarette Sales Volumes and Adversely Affect Payments Under the
MSA
Large pharmaceutical companies have developed and increasingly expanded their marketing of smoking
cessation products. Companies such as GlaxoSmithKline, Johnson & Johnson, Novartis and Pfizer are well capitalized
public companies that have entered this market and have the capability to fund significant investments in research and
development and marketing of these products. Smoking cessation products can be obtained both in prescription and
over-the-counter forms. From Nicorette gum in 1984, to nicotine patches, nicotine inhalers and tablets, as well as
other non-pharmaceutical smoking cessation products, this market has evolved into a $1 billion business in the U.S.,
according to some estimates. Studies have shown that these programs are effective, and that excise taxes and smoking
restrictions drive additional expenditures to the smoking cessation market. On March 15, 2018, as part of the FDA’s
comprehensive plan for tobacco and nicotine regulation, the FDA announced that it is starting new work to re-evaluate
and modernize its approach to the development and regulation of medicinal nicotine replacement products such as
gums, patches and lozenges, and on August 3, 2018, the FDA released draft guidance aimed at supporting the
development of novel, inhaled nicotine replacement therapies that could be submitted to the FDA for approval as new
drugs, similar to current over-the-counter pharmaceutical nicotine replacement therapy products. Certain health
insurance policies, including Medicaid and Medicare, cover various forms of smoking cessation treatments, making
smoking cessation treatments more affordable for covered smokers. To the extent that existing smoking cessation
products, new products or products used in combination become more effective and more widely available, or that
more smokers use these products, sales volumes of cigarettes in the U.S. may decline, which could lead to reductions
of payments under the MSA and could materially adversely affect the amount and/or timing of the Pledged Revenues
and the ability of the Corporation to pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or
in full. See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—Smoking
Cessation Products.”
The U.S. Cigarette Industry is Subject to Significant Legal, Regulatory, and Other Requirements That Could
Adversely Affect the Businesses, Results of Operations or Financial Condition of Tobacco Product
Manufacturers
The consumption of cigarettes in the U.S., and therefore the amounts payable under the MSA and the Pledged
Revenues available to the Corporation to pay debt service on the Series 2021 Bonds, could be materially adversely
affected by new or future legal requirements imposed by legislative or regulatory initiatives, including but not limited
to those relating to health care reform, climate change and environmental matters affecting the PMs and their
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manufacturing practices or business operations, which could adversely affect the businesses, results of operations or
financial condition of the PMs.
Price Increases of Branded Cigarettes and the Availability of Counterfeit Cigarettes Could Adversely Affect
Payments by the PMs Under the MSA
Price increases of cigarettes manufactured by PMs could result in a decline in consumption of PM cigarette
brands. In addition, sales of counterfeit cigarettes in the U.S. could adversely affect sales by the PMs of the brands
that are counterfeited and potentially damage the value and reputation of those brands. Smokers who mistake
counterfeit cigarettes for cigarettes of the PMs may attribute quality and taste deficiencies in the counterfeit product
to the actual branded products brands and discontinue purchasing such brands. Most significantly, the availability of
counterfeit cigarettes coupled with substantial increases in excise taxes and other price increases of branded products
could result in increased demand for counterfeit products and decreased demand for branded products. Such a
dynamic could have a material adverse effect on the sales volume of the PMs, resulting in lower payments under the
MSA, which could materially adversely affect the amount and/or timing of the Pledged Revenues and the ability of
the Corporation to pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or in full.
General Economic and Other Conditions, Including the COVID-19 Pandemic, May Adversely Affect
Consumption of Cigarettes and the Ability of the PMs to Continue to Operate, Reducing Their Sales of
Cigarettes and Payments Under the MSA
The volume of cigarette sales in the U.S. is adversely affected by general economic downturns as smokers
tend to reduce expenditures on cigarettes, especially premium brands, in times of economic hardship, such as the
current national economic contraction resulting from the COVID-19 pandemic caused by the outbreak of novel
coronavirus in late 2019 and the subsequent spread of the virus to the United States and around the world beginning
in early 2020. The economic, social, and health disruptions and dislocations resulting from the COVID-19 pandemic
may result in reduced consumption of cigarettes or increased cessation of smoking. In times of economic hardship,
consumers may also become more price-sensitive, which may result in some consumers switching from PM brands to
lower priced, deep discount NPM brands, or counterfeit brands, or travelling to purchase untaxed NPM cigarettes on
Native American reservations. In addition, according to the Tobacco Consumption Report, there is a correlation
between an increase in the price of gasoline and a reduction in tobacco consumption. Reductions in cigarette
consumption or changes in consumption habits to NPM cigarettes could lead to reductions of payments under the
MSA, which could materially adversely affect the amount and/or timing of the Pledged Revenues and the ability of
the Corporation to pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or in full.
Altria stated in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021 that although
Altria’s tobacco businesses have not been materially impacted to date by COVID-19, there is continued uncertainty
as to how COVID-19 (including changes in COVID-19-related restrictions and guidelines) may impact adult tobacco
consumers in the future, and Altria continues to monitor the macro-economic risks of COVID-19 (including risks
associated with the timing and extent of vaccine administration and the impact of COVID-19 variants) and their effect
on adult tobacco consumers, including stay-at-home practices and disposable income (which may be impacted by
unemployment rates, fiscal stimulus and inflation), as well as adult tobacco consumers’ purchasing behaviors,
including overall tobacco product expenditures, mix between premium and discount brand purchases and adoption of
smoke-free products. According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June
30, 2021, prior economic downturns have resulted in adult tobacco consumers choosing discount products and other
lower-priced tobacco products, and although the economic impact resulting from the COVID-19 pandemic has not
meaningfully increased the growth of discount and lower priced tobacco products, in part due to stimulus payments,
adult tobacco consumers may still increasingly choose these products if economic conditions do not continue to
improve.
The ability of the PMs to continue their operations selling cigarettes in the U.S. generally is dependent on
the health of the overall economy and their ability to access the capital markets on favorable terms. In addition, the
ability of the PMs to continue their operations manufacturing cigarettes is affected by, among other things, their
production facilities, shifts in crops, government mandated prices, economic trade sanctions, geopolitical instability,
production control programs and access to raw materials. Increased costs or an extended disruption in operations
experienced by a PM or in the supply or distribution of raw materials, goods or services by one or more key suppliers,
56

distributors or distribution chain service providers could have a material adverse effect on the PM’s business,
consolidated results of operations, cash flows or financial position. Altria stated in its Form 10-Q filed with the SEC
for the six-month period ended June 30, 2021 that the COVID-19 pandemic may limit access to and increase the cost
of raw materials, component parts and personal protective equipment as U.S. and global suppliers temporarily shut
down facilities in order to address exposure to the virus or as a result of a government mandate.
In March 2020, Altria’s tobacco businesses temporarily suspended operations at several of their
manufacturing facilities, including Philip Morris’s manufacturing facility in Richmond, Virginia (the primary facility
for manufacturing Philip Morris cigarettes), as a result of the COVID-19 pandemic. According to Altria in its Form
10-Q filed with the SEC for the six-month period ended June 30, 2021, all of its manufacturing facilities are currently
operational under enhanced safety protocols, and Altria’s critical information technology systems have remained
operational. According to Altria, Altria’s suppliers and those within its distribution chain are also subject to potential
facility closures, remote working protocols and labor shortages. According to Altria in its Form 10-Q filed with the
SEC for the six-month period ended June 30, 2021, the majority of retail stores in which Altria’s tobacco products are
sold, including convenience stores, were deemed to be essential businesses by authorities and remained open, and
Altria continues to monitor the risk that one or more suppliers, distributors or any other entities within its supply and
distribution chain closes temporarily or permanently. Altria stated in its Form 10-Q filed with the SEC for the sixmonth period ended June 30, 2021 that although much uncertainty still surrounds the pandemic (including its duration,
the impact of COVID-19 variants and ultimate overall impact on U.S. and global economies, Altria and its
subsidiaries’ operations and those of its investees),, Altria continues to monitor the macroeconomic risks of COVID19 and to carefully evaluate potential outcomes and work to mitigate risks, and remains focused on any potential
impact to its liquidity, operations, supply and distribution chains and on economic conditions. According to Altria in
its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, Altria has implemented remote
working for many employees and aligned with the social distancing protocols recommended by public health
authorities, and to date, Altria believes its tobacco businesses have not experienced any material adverse effects
associated with governmental actions to restrict consumer movement or business operations, but continues to monitor
these factors. Altria also stated in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021 that
it continues to believe that remote working due to the COVID-19 pandemic has had minimal impact on productivity,
and it continues to monitor the risks associated with facility disruptions and workforce availability as a result of
COVID-19 uncertainty. Altria recorded net pre-tax charges totaling $50 million for the calendar year ended December
31, 2020, directly related to disruptions caused by or efforts to mitigate the impact of the COVID-19 pandemic,
according to Altria in its Form 10-K filed with the SEC for the calendar year ended December 31, 2020.
To the extent that overall economic or other conditions or constrained capital access including (but not limited
to) as a result of the COVID-19 pandemic materially adversely affects their operations, the PMs may manufacture and
sell fewer cigarettes, potentially resulting in reduced payments under the MSA and reduced Pledged Revenues
available to the Corporation to pay debt service on the Series 2021 Bonds.
Furthermore, the effects of the COVID-19 pandemic on cigarette consumption and the PMs’ operations may
heighten the risk of bankruptcy of a PM. See “—Bankruptcy of a PM May Delay, Reduce or Eliminate Payments
Under the MSA” below.
If Litigation Challenging the MSA, the Qualifying Statutes and Related Legislation Were Successful,
Payments Under the MSA Might be Suspended or Terminated
Certain parties, including smokers, smokers’ rights organizations, consumer groups, cigarette manufacturers,
cigarette wholesalers, cigarette importers, cigarette distributors, Native American tribes, taxpayers, taxpayers’ groups
and other parties have filed actions against some, and in certain cases all, of the signatories to the MSA, alleging,
among other things, that the MSA and related legislation including the Settling States’ Qualifying Statutes, Allocable
Share Release Amendments and Complementary Legislation (as each term is defined herein) as well as other
legislation such as “Contraband Statutes” are void or unenforceable under certain provisions of law, such as the U.S.
Constitution, state constitutions, federal antitrust laws, federal civil rights laws, state consumer protection laws,
bankruptcy laws, federal cigarette advertising and labeling laws, unfair competition laws, and the North American
Free Trade Agreement (including its successor the United States-Mexico-Canada Agreement, “NAFTA”). Certain of
the lawsuits further sought, among other relief, an injunction against one or more of the Settling States from collecting
any moneys under the MSA, an injunction barring the PMs from collecting cigarette price increases related to the
57

MSA, a determination that the MSA is void or unenforceable, and an injunction against the enforcement of the
Qualifying Statutes and the related legislation. In addition, class action lawsuits have been filed in several federal and
state courts alleging that under the federal Medicaid law, any amount of tobacco settlement funds that the Settling
States receive in excess of what they paid through the Medicaid program to treat tobacco related diseases should be
paid directly to Medicaid recipients.
All of the judgments rendered to date on the merits have rejected challenges to the MSA, Qualifying Statutes
and Complementary Legislation presented in the cases. Courts rendering those decisions include the U.S. Courts of
Appeals for the Ninth Circuit, in Sanders v. Brown; the Second Circuit in Freedom Holdings v. Cuomo and Grand
River Enterprises Six Nations, Ltd. v. King; the Tenth Circuit in KT & G Corp. v. Edmondson, and Hise v. Philip
Morris Inc.; the Eighth Circuit in Grand River Enterprises v. Beebe; the Third Circuit in Mariana v. Fisher, and A.D.
Bedell Wholesale Co. v. Philip Morris Inc.; the Fourth Circuit in Star Sci., Inc. v. Beales; the Fifth Circuit in Xcaliber
Int’l Ltd. v. Caldwell and S&M Brands v. Caldwell; the Sixth Circuit in S&M Brands v. Cooper, S&M Brands, Inc. v.
Summers, Tritent Inter’l Corp. v. Commonwealth of Kentucky and Vibo Corporation, Inc. d/b/a/ General Tobacco v.
Conway, et al.; and multiple lower courts. In addition, in January 2011, an international arbitration tribunal rejected
claims brought against the United States challenging MSA-related legislation in various states under NAFTA.
The MSA, Qualifying Statutes and related state legislation may continue to be challenged in the future, on
the theories described above or for other reasons that are not described herein. A determination by a court that the
MSA, the NPM Adjustment Settlement, the NY NPM Settlement, the Qualifying Statutes or related state legislation
is void or unenforceable could have a material adverse effect on the payments by the PMs under the MSA, which
could materially adversely affect the amount and/or timing of the Pledged Revenues and the ability of the Corporation
to pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or in full. No assurance can be given
that a court will not find the MSA, a Qualifying Statute, the NPM Adjustment Settlement, the NY NPM Settlement,
or related legislation to be unenforceable, unconstitutional, or void.
Although a determination that a Qualifying Statute is unconstitutional would have no effect on the
enforceability of the MSA, such a determination could have a material adverse effect on payments to be made under
the MSA and Pledged Revenues available to the Corporation if an NPM were to gain market share in the future and
there occurred an effect on the Market Share of the PMs under the MSA. A determination that an Allocable Share
Release Amendment is unenforceable would not constitute a breach of the MSA but could permit NPMs to exploit
differences among states, and thereby potentially increase their market share at the expense of the PMs. 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” and “LEGAL CONSIDERATIONS—MSA and Qualifying Statute Enforceability.”
Litigation Seeking Monetary and Other Relief from Tobacco Industry Participants May Adversely Impact
the Ability of the PMs to Continue to Make Payments Under the MSA
The tobacco industry has been the target of litigation for many years. Numerous legal actions, proceedings
and claims arising out of the sale, distribution, manufacture, development, advertising, marketing and claimed health
effects of cigarettes are pending against the PMs, and it is likely that similar claims will continue to be filed for the
foreseeable future. Both individual and class action lawsuits have been brought by or on behalf of smokers alleging
various theories of recovery including that smoking has been injurious to their health, by non-smokers alleging harm
from environmental tobacco smoke (“ETS”), also known as “secondhand smoke,” and by the federal, state and local
governments seeking recovery of expenditures relating to the adverse effects on the public health caused by smoking.
The claimants have sought recovery on a variety of legal theories, including, among others, negligence, fraud,
misrepresentation, strict liability in tort, design defect, breach of warranty, enterprise liability (including claims
asserted under the Racketeer Influenced and Corrupt Organizations Act (“RICO”), civil conspiracy, intentional
infliction of harm, injunctive relief, indemnity, restitution, unjust enrichment, public nuisance, unfair trade practices,
claims based on antitrust laws and state consumer protection acts, and claims based on failure to warn of the harmful
or addictive nature of tobacco products. Various forms of relief are sought, including compensatory and, where
available, punitive damages in amounts ranging in some cases into the hundreds of millions or even billions of dollars.
Claimants in some of the cases have sought treble damages, statutory damages, disgorgement of rights, equitable and
injunctive relief and medical monitoring and smoking cessation programs, among other damages. It is possible that
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the outcome of these and similar cases, individually or in the aggregate, could result in bankruptcy or cessation of
operations by one or more of the PMs. It is also possible that the PMs may be unable to post a surety bond in an
amount sufficient to stay execution of a judgment in jurisdictions that require such bond pending an appeal on the
merits of the case. Furthermore, even if the PMs are successful in defending some or all of the tobacco-related lawsuits
against them, these types of cases are expensive to defend. The ultimate outcome of 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 the PMs’ positions in pending litigation. A material increase in
the number of pending claims could significantly increase defense costs and have a material adverse effect on the
results of operations and financial condition of the PMs and could result in a PM insolvency. Adverse decisions in
litigation against the tobacco companies could have an adverse effect on the industry overall. Any of the foregoing
results could potentially lower the volume of cigarette sales and could materially adversely affect the amount and/or
timing of the Pledged Revenues and the ability of the Corporation to pay debt service on all or a portion of the Series
2021 Bonds on a timely basis or in full. See “CERTAIN INFORMATION RELATING TO THE DOMESTIC
TOBACCO INDUSTRY—Civil Litigation” for more information regarding the litigation described below.
Engle Progeny
The case of Engle v. R.J. Reynolds Tobacco Co., et al. (Circuit Court, Dade County, Florida, filed May 5,
1994) was certified in 1996 as a class action on behalf of Florida residents, and survivors of Florida residents, who
were injured or died from medical conditions allegedly caused by addiction to smoking and a multi-phase trial resulted
in verdicts in favor of the class. During a three-phase trial, a Florida jury awarded compensatory damages to three
individuals and approximately $145 billion in punitive damages to the certified class. In 2006, although the Florida
Supreme Court vacated the punitive damages award and determined that the case could not proceed further as a class
action, it permitted members of the Engle class to file individual claims, including claims for punitive damages, and
held that these individual plaintiffs are entitled to rely on a number of the jury’s findings in favor of the plaintiffs in
the first phase of the Engle trial, including that smoking cigarettes causes a number of diseases; that cigarettes are
addictive or dependence-producing; and that the defendants were negligent, breached express and implied warranties,
placed cigarettes on the market that were defective and unreasonably dangerous, and concealed or conspired to conceal
the risks of smoking. In the wake of the Florida Supreme Court ruling, thousands of individuals that were members
of the Engle class filed separate lawsuits in various state and federal courts in Florida seeking to benefit from the
Engle findings (the “Engle Progeny Cases”). According to Altria in its Form 10-Q filed with the SEC for the sixmonth period ended June 30, 2021, as of July 26, 2021, approximately 1,110 state court Engle Progeny Cases were
pending against Philip Morris or Altria asserting individual claims by or on behalf of approximately 1,380 state court
plaintiffs. Most federal cases were settled, as discussed herein. It is not possible to predict the final outcomes of any
of the Engle Progeny Cases, but such outcomes may materially adversely affect the operations of the defendants and
thus payments under the MSA and the Pledged Revenues available to the Corporation to pay debt service on the Series
2021 Bonds. See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—Civil
Litigation—Engle Progeny Cases.”
The DOJ Case
In August 2006, a final judgment and remedial order was entered in United States of America v. Philip Morris
USA, Inc., et al. (U.S. District Court, District of Columbia, filed September 22, 1999) (the “DOJ Case”) and in June
2010 the U.S. Supreme Court denied all petitions for review of the case. Although the verdict did not award monetary
damages to the plaintiff U.S. government, the final judgment and remedial order imposed a number of requirements
on the defendants. Such requirements include, but are not limited to, corrective statements by defendants related to
the health effects of smoking. The remedial order also placed certain prohibitions on the manner in which defendants
market their cigarette products and enjoined any use of “lights” or similar product descriptors. On November 27,
2012, the district court released the text of the corrective statements that the defendants must make. In January 2013,
defendants appealed to the U.S. Court of Appeals for the District of Columbia Circuit the district court’s November
2012 ruling on the text of the corrective statements, claiming a violation of free speech rights. On June 2, 2014, the
U.S. District Court for the District of Columbia approved a joint motion by the U.S. government and the defendant
tobacco companies, pursuant to which, for specified time periods following the date when all appeals are exhausted,
corrective statements would be disseminated in newspapers (print and online), on television, on the tobacco
companies’ websites, and on “onserts” affixed to cigarette packs. In June 2017, after the U.S. Court of Appeals
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ordered revisions to such statements, the U.S. District Court for the District of Columbia issued an order adopting
modified corrective statements, featuring a preamble to the effect that a federal court has ordered the OPMs to make
the specified statements, and featuring statements regarding the adverse health effects of smoking, the addictiveness
of smoking and nicotine, the lack of significant health benefit from smoking “low tar,” “light,” “ultra light,” “mild”
and “natural” cigarettes, the manipulation of cigarette design and composition to ensure optimum nicotine delivery,
and the adverse health effects of exposure to second hand smoke. According to Altria in its Form 10-Q filed with the
SEC for the six-month period ended June 30, 2021, the requirements related to corrective statements at point-of-sale
remain outstanding, and a hearing on the point-of-sale signage issue is currently scheduled for June 2022. See
“CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—Civil Litigation—
Health-Care Cost Recovery Cases.”
According to an October 2017 court order, in November 2017 the OPMs began running court-mandated
announcements containing the agreed-upon corrective statements. Television announcements were between 30 and
45 seconds long and ran in prime time five days a week for 52 weeks. Full-page print ads appeared in at least 45
newspapers and ran on five weekends spread over approximately four months, and also appeared on the newspapers’
websites. According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, the
parties reached agreement in April 2018 on the implementation details of the corrective statements remedy for
“onserts” affixed to cigarette packs and for company-owned websites and, under the agreement, the corrective
statements began appearing on websites in the second quarter of 2018 and the onserts began appearing in the fourth
quarter of 2018. It is possible that the district court’s order, including the prohibitions on the use of the descriptors
relating to low tar cigarettes and the stark text required in the corrective statements, will negatively affect the PMs’
sales of and profits from cigarettes, as well as result in significant compliance costs, which could materially adversely
affect their payments under the MSA, which in turn could materially adversely affect the amount and/or timing of the
Pledged Revenues and the ability of the Corporation to pay debt service on all or a portion of the Series 2021 Bonds
on a timely basis or in full.
Non-Preemption of Claims
In December 2008, the U.S. Supreme Court in a purported “lights” class action, Good v. Altria Group, Inc.,
issued a decision that neither the Federal Cigarette Labeling and Advertising Act nor the Federal Trade Commission’s
(“FTC”) regulation of cigarettes’ tar and nicotine disclosures preempts (or bars) some of plaintiffs’ claims. The
decision also more broadly addresses the scope of preemption based on the Federal Cigarette Labeling and Advertising
Act, and could significantly limit cigarette manufacturers’ arguments that certain of plaintiffs’ other claims in smoking
and health litigation, including claims based on the alleged concealment of information with respect to the hazards of
smoking, are preempted. In addition, the Supreme Court’s ruling could encourage litigation against cigarette
manufacturers regarding the sale of cigarettes labeled as “lights” or “low tar,” and it may limit cigarette manufacturers’
ability to defend such claims with regard to the use of these descriptors prior to the FDA’s ban thereof in June 2010.
See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY—Civil Litigation—
Class Action Cases and Aggregated Claims.”
The PMs Have Substantial Payment Obligations Under Litigation Settlement Agreements Which, Together
With Their Other Litigation Liabilities, May Adversely Affect the Ability of the PMs to Continue Operations
in the Future
In 1998, the OPMs entered into the MSA with 46 states and 6 other U.S. jurisdictions to settle asserted and
unasserted health care cost recovery and other claims of these jurisdictions. Certain U.S. tobacco product
manufacturers had previously settled similar claims brought by Mississippi, Florida, Texas and Minnesota (the
“Previously Settled State Settlements” and, together with the MSA, are referred to as the “State Settlement
Agreements”).
Under the State Settlement Agreements, the PMs are obligated to pay billions of dollars each year. Annual
payments under the State Settlement Agreements are required to be paid in perpetuity and are based, among other
things, on domestic market share and unit volume of domestic shipments. If the volume of cigarette sales by the PMs
were materially reduced, these payment obligations, together with PMs’ other litigation liabilities, could materially
adversely affect the business operations and financial condition of the PMs and potentially the ability of PMs to make
payments under the MSA, which could materially adversely affect the amount and/or timing of the Pledged Revenues
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and the ability of the Corporation to pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or
in full. See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT.”
Risks Relating to the Tobacco Consumption Report
The projections developed using the Pledged Revenues Projection Methodology and Assumptions and
described in “PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND STRUCTURING
ASSUMPTIONS” are based in part upon the tobacco consumption forecasts contained in the Tobacco Consumption
Report. No assurance can be given that actual future consumption will be consistent with that which is projected in
the Tobacco Consumption Report. See “SUMMARY OF THE TOBACCO CONSUMPTION REPORT.” For a copy
of the Tobacco Consumption Report, see APPENDIX A — “TOBACCO CONSUMPTION REPORT.”
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. Even if substitute terms are agreed
upon, payments under such terms may be less than payments under the MSA or otherwise could be made according
to or subject to different terms and conditions, which could materially adversely affect the amount and/or timing of
the Pledged Revenues and the ability of the Corporation to pay debt service on all or a portion of the Series 2021
Bonds on a timely basis or in full. See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT—
Severability.”
Amendments, Waivers and Termination
As a settlement agreement between the PMs and the Settling States, the MSA is subject to amendment in
accordance with its terms, and may be terminated upon consent of the parties thereto. Parties to the MSA, including
the State, may waive the performance provisions of the MSA. the Corporation is not a party to the MSA; accordingly,
the Corporation has no right to challenge any such amendment, waiver or termination. While the economic interests
of the State and the Holders of the Series 2021 Bonds 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 Corporation’s ability to make payments to the Holders of the Series 2021 Bonds. See “SUMMARY OF THE
MASTER SETTLEMENT AGREEMENT—Amendments and Waivers.”
Reliance on State Enforcement of the MSA and Related Documents
The State has not conveyed and cannot convey to the County or the Corporation, or the holders of any Series
2021 Bonds, 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 Consent Decree to a substantial portion of the
State’s allocable share of each Annual Payment under the MSA, no assurance can be given that the State will enforce
any particular provision of the MSA. Failure to do so may have a material adverse effect on the Bondholders. Only
the State may enforce the payment provisions of the Consent Decree against the PMs. The NY NPM Settlement states
that, except with respect certain releases that extend to agents and officers of the State and the signatory PMs, no
portion of the NY NPM Settlement shall provide any rights to, or be enforceable by, any person or entity other than
the State and the signatory PMs.
The Corporation does not have rights to enforce State laws relating to the sale of cigarettes on Native
American reservations or the collection of State cigarette excise on such sales. The enforcement of such laws are
among the factors affecting the level of Tribal NPM Packs sales in the State and the size of future Variable Tribal
NPM Packs Credits under the NY NPM Settlement which reduce Annual Payments under the MSA and therefore
reduce Pledged Revenues available to the Corporation to pay debt service on the Series 2021 Bonds. See “NEW
YORK NPM SETTLEMENT.”
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Amendment to the State’s Qualifying Statute
The MSA provides that if a state adopts the Model Statute or a Qualifying Statute but then repeals it or
amends it in such fashion that it is no longer a Qualifying Statute, then such state will no longer be entitled to any
protection from the NPM Adjustment. Under the terms of the NY NPM Settlement, the NPM Adjustment is no longer
applicable to the State, except in very limited circumstances. However, under the MSA, the PMs would be entitled to
a material credit for each pack of NPM cigarettes on which State cigarette tax was paid, but an escrow deposit required
under the State Qualifying Statute was not made because the Qualifying Statute had been repealed or amended. No
assurance can be provided the State will not repeal or amend its Qualifying Statute, or that any amendment would not
cause the State’s Qualifying Statute as so amended to not continue to constitute a Qualifying Statute. Should any
amendment to the State’s Qualifying Statute cause it to no longer require the escrow currently required, or should such
Qualifying Statute be repealed, then the State would no longer be entitled to any protection from the NPM Adjustment.
See “LEGAL CONSIDERATIONS—MSA and Qualifying Statute Enforceability.”
Bankruptcy of a PM May Delay, Reduce or Eliminate Payments Under the MSA
The enforceability of the rights and remedies of the Corporation, the Trustee and the Holders of the Series
2021 Bonds, and of the obligations of a PM under the MSA are subject to Title 11 of the United States Code (the
“Bankruptcy Code”) and to other applicable insolvency or similar laws. 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 under the
MSA by the PMs in bankruptcy, and the Pledged Revenues received by the Corporation could be delayed, reduced,
or eliminated.
In the event of the bankruptcy of a PM, unless approval of the bankruptcy court is obtained, the automatic
stay provisions of the Bankruptcy Code could prevent any action by the State, the Corporation, the Trustee or the
Holders or the beneficial owners of the Series 2021 Bonds to collect any tobacco settlement payments or any other
amounts owing by the bankrupt PM. In addition, even if the bankrupt PM wanted to continue paying the tobacco
settlement payments, 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 tobacco settlement payments. If the MSA is determined in a bankruptcy case to be an
“executory contract” under the Bankruptcy Code, the bankrupt PM could seek court approval to reject the MSA and
stop making payments under it. No assurance can be given as to whether a court will find that the MSA is or is not
an executory contract.
Furthermore, payments previously made to the Holders or beneficial owners of the Series 2021 Bonds within
a certain period prior to the bankruptcy of a PM could be avoided as preferential payments, so that such Holders or
beneficial owners would be required to return such payments to the bankrupt PM. Also, the bankrupt PM may have
the power to alter the terms of its payment obligations under the MSA without the consent, and even over the objection
of the State, the Corporation, the Trustee or the Holders and beneficial owners of the Series 2021 Bonds. Finally,
while there are provisions of the MSA purporting to deal with the situation when a PM goes into bankruptcy (including
provisions regarding the termination of that PM’s obligations) (see “SUMMARY OF THE MASTER SETTLEMENT
AGREEMENT—Termination of MSA”), such provisions may be unenforceable. NAAG has stated that it actively
monitors any bankruptcy related activity of the PMs with the goals of preventing the debtors from using bankruptcy
law to avoid their MSA payment obligations to the Settling States and ensuring that Settling States can continue to
perform their regulatory duties despite the bankruptcy filing, but there can be no assurance that the actions of NAAG
will be successful. There may be other possible effects of a bankruptcy of a PM that could result in delays and/or
reductions in, or elimination of, tobacco settlement payments under the MSA. Regardless of any specific adverse
determination in a PM bankruptcy proceeding, the fact of a PM bankruptcy proceeding could materially adversely
affect the liquidity and value of the Series 2021 Bonds and could materially adversely affect the amount and/or timing
of the Pledged Revenues and the ability of the Corporation to pay debt service on all or a portion of the Series 2021
Bonds on a timely basis or in full.
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Failures by PMs to Make Payments Under the MSA Could be Coupled with an Inability on the Part of the
Settling States to Enforce and Collect Defaulted Payments
A PM could discontinue making required payments under the MSA for any reason. Any attempts to enforce
payments under the MSA from a PM in breach could be costly and time consuming as well as likely to include
litigation. For example, Vibo Corporation, Inc., d/b/a General Tobacco (“General Tobacco”) ceased production of
cigarettes in 2010 and has defaulted upon certain of its MSA payments. General Tobacco has stated that it will be
unable to make any back payments it owes under the MSA. Two Settling States brought suit on behalf of all of the
Settling States seeking full payment by General Tobacco of its MSA obligations. The ability of the Settling States to
enforce and collect such payments in instances such as this is limited by the ability of the defaulting PM to meet its
obligations and may be costly. Failure by other PMs to make payments could be coupled with an inability on the part
of the Settling States to enforce and collect defaulted payments under the MSA, which could materially adversely
affect the amount and/or timing of the Pledged Revenues and the ability of the Corporation to pay debt service on all
or a portion of the Series 2021 Bonds on a timely basis or in full.
Bonds Secured Solely by Collateral
Investors in the Series 2021 Bonds must look solely to the Collateral for repayment of their investment. The
Series 2021 Bonds are neither legal nor moral obligations of the County, and no recourse may be had thereto for
payment of amounts owing on the Series 2021 Bonds. The assets of the Corporation (other than the Pledged Revenues)
are not pledged to the payment of, nor are they security for, the Series 2021 Bonds. The Corporation’s only source of
funds for payments on the Series 2021 Bonds is the Pledged Revenues and amounts on deposit in pledged funds and
accounts pursuant to the Indenture. The Corporation has no taxing power. See “SECURITY FOR THE BONDS”.
Limited Resources of the Corporation
The Series 2021 Bonds are payable only from the assets of the Corporation pledged under the Indenture. In
the event that such assets of the Corporation have been exhausted, no amounts will thereafter be available to be paid
on the Series 2021 Bonds. The Series 2021 Bonds are not legal or moral obligations of the State, and no recourse may
be had with respect thereto for payment of amounts owing on the Series 2021 Bonds. Investors in the Series 2021
Bonds must look solely to the assets of the Corporation pledged under the Indenture for repayment of their investment.
The Corporation’s only sources of funds for payments on the Series 2021 Bonds are the Pledged Revenues. The
Corporation has no taxing power and no assets are available to pay Series 2021 Bonds other than the assets acquired
pursuant to the Amended and Restated Purchase and Sale Agreement, pledged under the Indenture. No assets of the
State are pledged to secure or will be available to pay debt service on the Series 2021 Bonds.
Uncertainty as to Timing of Turbo Redemptions of the Series 2021B Subordinate Bonds
No assurance can be given as to the timing of Turbo Redemptions of the Series 2021B Subordinate Bonds.
A certain level of payments due under the MSA has been forecast based on various assumptions, including, among
others, levels of domestic cigarette consumption as set forth in the Tobacco Consumption Report, the market shares
of the OPMs and the SPMs, the number of Tribal NPM Packs determined by the Investigator, and an assumption that
there will not be an NPM Adjustment applied to payments to the State. These assumptions, which were used to
provide expectations of Turbo Redemptions of the Series 2021B Subordinate Bonds from available Collections, are
discussed in “PLEDGED REVENUES PROJECTION METHODOLOGY AND BOND STRUCTURING
ASSUMPTIONS.” No assurance can be given that these assumptions will be realized. Actual results could and likely
will vary from such assumptions. Such variance could be material. Any material reduction in Pledged Revenues or
earnings on the Pledged Accounts would impair the Collections available to make Turbo Redemptions of the Series
2021B Subordinate Bonds and extend the average lives of the Series 2021B Subordinate Bonds. Holders of the Series
2021B Subordinate Bonds bear the reinvestment risk from faster than expected amortization as well as the extension
risk from slower than expected amortization. Turbo Redemptions on the Series 2021B-1 Bonds are not rated by S&P.
The Series 2021B-2 Bonds are not rated by S&P.
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Limited Remedies
The Trustee is limited under the terms of the Amended and Restated Purchase and Sale Agreement to
enforcing the terms of such agreements and to receiving the Pledged Revenues and applying them in accordance with
the Indenture. The Trustee cannot sell or foreclose on the Pledged Revenues or its rights under the Amended and
Restated Purchase and Sale Agreement. the Corporation has not made any representation or warranty that the MSA is
enforceable. Remedies under the Amended and Restated Purchase and Sale Agreement do not include the repurchase
by the State of the Pledged Revenues 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 tobacco settlement payments needed to make payments with respect to the Series 2021 Bonds.
Limited Liquidity of the Series 2021 Bonds; Price Volatility
There is currently a limited secondary market for securities such as the Series 2021 Bonds. The Underwriters
are under no obligation to make a secondary market for the Series 2021 Bonds. There can be no assurance that a
secondary market for the Series 2021 Bonds will develop, or if a secondary market does develop, that it will provide
Holders of the Series 2021 Bonds with liquidity or that it will continue for the life of the Series 2021 Bonds. Tobacco
settlement revenue bonds generally have also exhibited greater price volatility than traditional municipal bonds. Any
purchaser of the Series 2021 Bonds must be prepared to hold such securities for an indefinite period of time or until
redemption or final payment of such securities.
Limited Nature of Ratings; Reduction, Suspension or Withdrawal of a Rating
In recent years, rating agencies have revised their assumptions regarding their ratings of unenhanced tobacco
settlement bonds on account of the continuing decline in MSA payments resulting from cigarette volume decline,
withholdings by PMs of MSA payments, and disputes and settlements relating to MSA payments. One rating agency
(Fitch Ratings) withdrew in June 2016 its outstanding structured finance ratings on all of its rated U.S. tobacco assetbacked securities. In its May 2016 announcement of its intention to withdraw the ratings, Fitch Ratings said the
primary reason for the withdrawal was that individual, custom modifications (by several participants) to material
calculations originally part of the MSA eroded Fitch Ratings’ confidence that ratings “can be consistently maintained,
as insufficient information exists to predict the likelihood and effect of future modifications or that insufficient
information will exist to support new, material variables included in them.”
S&P Global Ratings (“S&P”), the sole rating agency providing ratings for the rated Series 2021 Bonds, has
periodically revised its assumptions for all tobacco settlement securitizations and placed on downgrade watch or
lowered its ratings on various tobacco settlement securitizations. Most recently, in October 2019 S&P downgraded
various tobacco settlement securitizations following its May 2019 and January 2019 announcements of a ratings
downgrade watch as a result of NAAG’s publication of data indicating an accelerating decline in domestic cigarette
shipment volume and a ratings downgrade of Altria, respectively. There is no assurance that S&P will not change its
assessment of unenhanced tobacco settlement bonds as a class of securities in a way that would result in a reduction,
suspension or withdrawal of the ratings of the rated Series 2021 Bonds.
The ratings assigned to the Series 2021A Senior Bonds and Series 2021B-1 Bonds by S&P will reflect S&P’s
assessment of the likelihood of the payment of interest on such Bonds, when due, and the payment of principal of such
Bonds by their Maturity Dates and, with respect to the Series 2021A-2 Bonds that are Term Bonds, Sinking Fund
Installment dates. The ratings do not address the payment of Turbo Redemptions on the Series 2021B-1 Bonds. The
Series 2021B-2 Bonds are not rated and involve additional risks that may not be appropriate for certain investors. See
“RISK FACTORS—Market for Series 2021B-2 Bonds; No Credit Rating on Series 2021B-2 Bonds.” The ratings of
the Series 2021A Senior Bonds and Series 2021B-1 Bonds will not be a recommendation to purchase, hold or sell
such Bonds and such ratings will not address the marketability of such Bonds, any market price or suitability for a
particular investor. There is no assurance that any rating will remain for any given period of time or that any rating
will not be lowered, suspended or withdrawn entirely by S&P if, in S&P’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 prices of, the rated Series 2021 Bonds. See “RATINGS”
herein.
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Market for Series 2021B-2 Bonds; No Credit Rating on Series 2021B-2 Bonds
The Series 2021B-2 Bonds are not rated. There may be a limited secondary market for the Series 2021B-2
Bonds because the absence of any rating could adversely affect the ability of Holders of such Bonds to sell such Bonds
or the price at which such Bonds can be sold.
LEGAL CONSIDERATIONS
The following discussion summarizes some, but not all, of the possible legal issues that could adversely affect
the ability of the Corporation to pay debt service on all or a portion of the Series 2021 Bonds on a timely basis or in
full, and could have an adverse effect on the liquidity and/or market value of the Series 2021 Bonds. The discussion
does not address every possible legal challenge that could result in a decision that would cause the Pledged Revenues
to be reduced or eliminated. Any reference in the discussion to an opinion is an incomplete summary of such opinion
and is qualified in its entirety by reference to the actual opinion.
Bankruptcy of a PM
The enforceability of the rights and remedies of the Corporation, the Trustee and the Holders of the Series
2021 Bonds and of the obligations of a PM under the MSA are subject to the Bankruptcy Code and to other applicable
insolvency or similar laws. See “RISK FACTORS—Bankruptcy of a PM May Delay, Reduce or Eliminate Payments
Under the MSA” for a description of risks arising from the bankruptcy of a PM, including, without limitation, the
automatic stay provisions of the Bankruptcy Code, “executory contracts,” preferential payments, alteration of the
terms of payment obligations, and other factors.
Recharacterization of Transfer of Tobacco Assets Could Void Transfer
As a matter of State law, the County does not have the authority to borrow money secured by the Tobacco
Assets. Thus, if the transfer from the County to the Corporation is not a sale of the Tobacco Assets, but is instead
determined to be a borrowing by the County secured by the Tobacco Assets, the transfer of the Tobacco Assets to the
Corporation may be void. The County and the Corporation took steps to structure the transfer of the Tobacco Assets
to the Corporation as an absolute sale and not as the grant of a security interest in the Tobacco Assets to secure a
borrowing by the County. Nonetheless, no assurance can be given that a court would not find that the transfer of the
Tobacco Assets to the Corporation is a secured borrowing. Because the Corporation does not have any other material
funds with which to make payments on the Series 2021 Bonds, if there were such a finding, the Bondholders and the
beneficial owners of the Series 2021 Bonds could suffer a loss of their entire investment.
Bankruptcy of the County
True Sale. If the County were to become a debtor under the Bankruptcy Code or other similar federal or state
laws, a creditor of the County might argue that the transfer of the Tobacco Assets from the County to the Corporation
under the Amended and Restated Purchase and Sale Agreement was (or should be recharacterized as) a pledge to
secure a borrowing rather than a true sale. A determination that the sale by the County of the Tobacco Assets was a
secured borrowing by the County would invalidate such sale, since the County is not authorized to make such a secured
borrowing. If such sale were invalidated, the Corporation would have no source of funds or assets from which to pay
the Series 2021 Bonds. The County and the Corporation have treated, and will treat, the transactions described in the
Amended and Restated Purchase and Sale Agreement as true sales and will take all actions that are required by the
Amended and Restated Purchase and Sale Agreement to evidence such true sales.
Transaction Counsel will render an opinion to the Rating Agency, subject to all the facts assumptions and
qualifications stated therein, that in a case under the Bankruptcy Code in which the County is the debtor, if the matter
were properly briefed and presented, a court, exercising reasonable judgment after full consideration of all relevant
factors, would hold that the transfer of the Tobacco Assets by the County to the Corporation in the manner set forth
in the Amended and Restated Purchase and Sale Agreement and the Local Laws adopted by the County Legislature
constitutes an absolute sale of the Tobacco Assets, rather than a borrowing by the County secured by the Pledged
Revenues, so that the Pledged Revenues would not be property of the County for purposes of the Bankruptcy Code.
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Non-Consolidation. In the event of a bankruptcy or insolvency proceeding with respect to the County, a
court could determine that the assets and liabilities of the Corporation should be consolidated with those of the County.
The Corporation and the County have taken and will take steps that are intended to ensure that a voluntary petition for
relief by the County under the Bankruptcy Code, or similar applicable federal or state laws, will not result in the
substantive consolidation of the assets and liabilities of the Corporation and the County.
Transaction Counsel will render an opinion to the Rating Agency, subject to all the facts assumptions and
qualifications stated therein, that, in a case under the Bankruptcy Code in which the County is the debtor, if the matter
were properly briefed and presented, a court, exercising reasonable judgment after full consideration of all relevant
factors, would not order the substantive consolidation of the assets and liabilities of the Corporation and the County.
MSA and Qualifying Statute Enforceability
Certain parties have filed lawsuits against some, and in certain cases all, of the signatories to the MSA,
alleging, among other things, that the MSA, Qualifying Statutes and Complementary Legislation violate and are void
or unenforceable under certain provisions of law. See “RISK FACTORS—If Litigation Challenging the MSA, the
Qualifying Statutes and Related Legislation Were Successful, Payments Under the MSA Might be Suspended or
Terminated.”
No assurance can be given that a particular court would not hold that the MSA is not valid or enforceable, or
that the State’s Qualifying Statute is not valid, enforceable, or constitutional, thus resulting in delays and/or reductions
in, or elimination of, payments on the Series 2021 Bonds.
The MSA provides that it can be amended only with the consent of the parties affected by the amendment.
No assurance can be given that the NY NPM Settlement does not constitute an amendment of the MSA or that the NY
NPM Settlement does not have an effect on parties that are not signatories to the NY NPM Settlement. If it were to
be determined that the NY NPM Settlement does have an effect on parties that are not signatories, then all or part of
the NY NPM Settlement may be unenforceable, which could have a material adverse effect on the Corporation and
its ability to pay debt service on the Series 2021 Bonds.
See “RISK FACTORS—Payment Decreases Under the Terms of the MSA—Disputed MSA Payments and
Potential for Significant Future Offsets to MSA Payments” and “RISK FACTORS—Other Risks Relating to the MSA
and Related Statutes—Amendment to the State’s Qualifying Statute.”
Limitations on Certain Opinions of Counsel
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, it would not necessarily constitute reversible error or be
inconsistent with that opinion. An opinion of counsel is not a prediction of what a particular court (including any
appellate court) that reached the issue on the merits would hold, but, instead, is the opinion of such counsel as to the
proper result to be reached by a court applying existing legal rules to the facts as properly found after appropriate
briefing and argument and, in addition, is not a guarantee, warranty or representation, but rather reflects the informed
professional judgment of such counsel as to specific questions of law. Opinions of counsel are not binding on any
court or party to a court proceeding. The descriptions of the opinions set forth herein are summaries, do not purport
to be complete and are qualified in their entirety by the opinions themselves.
Enforcement of Rights to Pledged Revenues
It is possible that the State could in the future attempt to claim some or all of the Pledged Revenues for itself,
or otherwise interfere with the security for the Series 2021 Bonds. In that event, the Holders, the Trustee or the
Corporation may assert claims based on contractual, fiduciary or constitutional rights, but no prediction can be made
as to the disposition of such claims. The Pledged Revenues and money derived therefrom are the principal source of
payment for the Series 2021 Bonds.
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Contractual Remedies and Constitutional Claims
In the Amended and Restated Purchase and Sale Agreement, the County covenants, among other things, to
take all actions as may be required by law fully to preserve, maintain, defend, protect and confirm the interest of the
Corporation in the Tobacco Assets and in the proceeds thereof; to not take any action that will adversely affect the
Corporation’s legal right to receive the Tobacco Assets; and to not alter, limit or impair the rights of the Corporation
to fulfill the terms of its agreements with bondholders, or in any way impair the rights and remedies of bondholders
or the security for the bonds thereunder until all such bonds, together with the interest thereon and all costs and
expenses in connection with any action or proceeding by or on behalf of bondholders, are fully paid and discharged.
If the County violates such covenants so as to impair the Corporation’s right to the Tobacco Assets, the Trustee, as
assignee of the Corporation’s rights under the Amended and Restated Purchase and Sale Agreement, could seek to
compel the County to honor such covenants. Such enforcement costs will be paid from the Operating Account. As
interested parties, the Corporation on its own behalf and the Trustee on behalf of the Holders could also seek to enforce
the County’s rights under the MSA, although, since they are not parties to the MSA, they may not have enforceable
rights to do so.
As the lead New York plaintiff in the class action lawsuit underlying the Consent Decree, the State stands in
a relationship of faith and trust with the other class members, including the County. Among other fiduciary obligations,
the State as the lead plaintiff bears a duty to protect faithfully the settlement interest of the other class members.
Consequently, action by the State, either unilaterally or by agreement with the OPMs, to amend the Consent Decree,
or otherwise impair the County’s rights to the Tobacco Assets without its consent, could constitute a breach of the
State’s fiduciary duties.
Although the State has not contracted directly with the Bondholders, it has entered into the Consent Decree
allocating its share of the benefits of the MSA among itself, the City, the County and the other counties in the State.
The Pledged Revenues and money derived therefrom are the primary source of payment for the Series 2021 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 MSA or the financing arrangements in a manner that
would substantially impair the rights of the Holders to be paid from the Pledged Revenues. However, to justify the
enactment by the State of legislation that substantially impairs the contractual rights of the Holders to be paid from
the Collateral, 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 Holders’ rights is based upon
reasonable conditions and are of a character appropriate to the public purpose justifying the legislation’s adoption.
Finally, the Holders may also have constitutional claims under the Due Process Clauses of the United States
and State Constitutions and the “impairment of contract” provision of the State Constitution.
No Assurance as to the Outcome of Litigation or Arbitration Proceedings
With respect to all matters of litigation mentioned above that have been brought and may in the future be
brought against the PMs, or involving the enforceability or constitutionality of the MSA, the NY NPM Settlement,
and/or the State's related legislation, Qualifying Statute or the enforcement of the right to the Pledged Revenues or
otherwise filed in connection with the tobacco industry or involving arbitration under the MSA or the NY NPM
Settlement, the outcome of such litigation or arbitration proceedings, in general, cannot be predicted with certainty
and depends, among other things, on (i) the issues being appropriately presented and argued before the courts
(including the applicable appellate courts) and arbitration panels and (ii) the courts or panels, having been presented
with such issues, correctly applying applicable legal principles in reaching appropriate decisions regarding the merits.
In addition, the courts may, in their exercise of equitable jurisdiction, reach judgments based not upon the legal merits
but upon a balancing of the equities among the parties. Accordingly, no assurance can be given as to the outcome of
any such litigation or arbitration, and any adverse outcome could materially adversely affect the amount and/or timing
of the Pledged Revenues and the ability of the Corporation to pay debt service on all or a portion of the Series 2021
Bonds on a timely basis or in full.
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SUMMARY OF THE MASTER SETTLEMENT AGREEMENT
The following is a brief summary of certain provisions of the MSA and related information. This summary
is not complete and is subject to, and qualified in its entirety by reference to, the MSA as amended. A copy of the MSA
in its original form is attached hereto as APPENDIX B. Several amendments have been made to the MSA which are
not included in APPENDIX B. Except for those amendments pursuant to which certain tobacco companies became
SPMs, such amendments involve technical and administrative provisions not material to the summary below. See also
“NEW YORK NPM SETTLEMENT” for a summary of certain terms of the NY NPM Settlement and APPENDIX C-2
— “NEW YORK NPM SETTLEMENT” for a copy of the NY NPM Settlement. See “RISK FACTORS” and “LEGAL
CONSIDERATIONS” herein for a discussion of certain risks related to the MSA and the NY NPM Settlement.
General
The MSA is an industry-wide settlement of litigation between the Settling States (including the State) and
the four original OPMs that was entered into between the attorneys general of the Settling States and the original
OPMs on November 23, 1998. The MSA provides for other tobacco companies (the “SPMs”) to become parties to
the MSA. The OPMs together with the SPMs are referred to as the “PMs.” The settlement represents the resolution
of a large potential financial liability of the PMs for smoking-related injuries, the costs of which have been borne and
will likely continue to be borne by states. Pursuant to the MSA, the Settling States agreed to settle all their past,
present and future smoking-related claims against the PMs in exchange for agreements and undertakings by the PMs
concerning a number of issues. These issues include, among others, making payments to the Settling States, abiding
by more stringent advertising restrictions and funding educational programs, all in accordance with the terms and
conditions set forth in the MSA. Distributors of PMs’ products are also covered by the settlement of such claims to
the same extent as the PMs.
Parties to the MSA
The Settling States are all of the states, territories and the District of Columbia, except for the four states
(Florida, Minnesota, Mississippi and Texas) that separately settled with the original OPMs prior to the adoption of the
MSA (the “Previously Settled States”). According to NAAG, the following PMs are parties to the MSA (as of May
11, 2021, NAAG’s most recent reference date):
[Remainder of Page Intentionally Left Blank]
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OPMs
Philip Morris USA Inc. (formerly
Philip Morris Incorporated)
R.J. Reynolds Tobacco Company
(formerly R.J. Reynolds
Tobacco Company, Brown &
Williamson Tobacco
Corporation (2004 merger) and
Lorillard Tobacco Company
(2015 merger))

SPMs
Bekenton, S.A. (1)
Canary Islands Cigar Co.
Caribbean-American Tobacco Corp.
(CATCORP)
The Chancellor Tobacco Company,
UK Ltd.
Commonwealth Brands, Inc.
Daughters & Ryan, Inc.
M/s. Dhanraj International (1)
Eastern Company S.A.E.
Ets L Lacroix Fils NV S.A.
(Belgium)
Farmers Tobacco Company of
Cynthiana, Inc.
General Jack’s Incorporated
General Tobacco (Vibo Corporation
d/b/a General Tobacco) (2)
House of Prince A/S
Imperial Tobacco Limited/ITL
(USA) Limited
Imperial Tobacco Limited/ITL (UK)
Imperial Tobacco Mullingar
(Ireland)
Imperial Tobacco Polska S.A.
(Poland)
Imperial Tobacco Production
Ukraine
Imperial Tobacco Sigara ve
Tutunculuk Sanayi Ve Ticaret
S.A. (Turkey)
International Tobacco Group (Las
Vegas), Inc.
ITG Brands, LLC (formerly known
as Lignum-2, LLC) (3)
Japan Tobacco International USA,
Inc.
King Maker Marketing
Konci Group (USA) Inc. (formerly
known as Konci G&D
Management Group (USA) Inc.)
Kretek International
Liberty Brands, LLC (1)

Liggett Group LLC
Mac Baren Tobacco Company A/S
Monte Paz (Compania Industrial de
Tabacos Monte Paz S.A.)
NASCO Products, LLC (4)
OOO Tabaksfacrik Reemtsma Wolga
(Russia)
P.T. Djarum
Pacific Stanford Manufacturing
Corporation
Peter Stokkebye Tobaksfabrik A/S
Planta Tabak-manufaktur Gmbh & Co.
Poschl Tabak GmbH & Co. KG
Premier Manufacturing Incorporated
Reemtsma Cigarettenfacbriken GmbH
(Reemtsma)
Santa Fe Natural Tobacco Company,
Inc.
Scandinavian Tobacco Group Lane
Ltd. (formerly Lane Limited and
Tobacco Exporters International
(USA) Ltd.)
Sherman’s 1400 Broadway N.Y.C.,
LLC (5)
Societe National d’Exploitation
Industrielle des Tabacs et
Allumettes (SEITA)
Tabacalera del Este, S.A. (TABESA)
Top Tobacco, LP
U.S. Flue-Cured Tobacco Growers,
Inc.
Van Nelle Tabak Nederland B.V.
(Netherlands)
Vector Tobacco Inc. (formerly Vector
Tobacco Inc. and Medallion
Company, Inc.)
Virginia Carolina Corporation, Inc.
Von Eicken Group
Wind River Tobacco Company, LLC
VIP Tobacco USA, LTD. (formerly
Winner Sales Company)
ZNF International, LLC

_____________________
(1)
Has filed for bankruptcy relief. There may be other PMs that have filed for bankruptcy relief, of which the
Corporation is not aware. NAAG reports that other tobacco manufacturers that had been SPMs are no longer SPMs
due to dissolution from bankruptcy or otherwise.
(2)
Ceased production of cigarettes and other tobacco products.
(3)
A subsidiary of Imperial Tobacco and an OPM with respect to those cigarette brands purchased from Reynolds
Tobacco and Lorillard.
(4)
Acquired by 22nd Century Group, Inc. in August 2014, with 22nd Century Group, Inc. and its subsidiaries becoming
signatories to an adherence agreement to the MSA, according to news reports.
(5)
Altria acquired Sherman Group Holdings, LLC and its subsidiaries in January 2017.
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The MSA restricts PMs from transferring their tobacco product brands, cigarette product formulas and
cigarette businesses (unless they are being transferred exclusively for use outside the United States) to any entity that
is not a PM under the MSA, unless the transferee agrees to assume the obligations of the transferring PM under the
MSA related to such brands, formulas or businesses. The MSA expressly provides that the payment obligations of
each PM are not the obligation or responsibility of any affiliate of such PM or any other PM and, further, that the
remedies, penalties and sanctions that may be imposed or assessed in connection with a breach or violation of the
MSA will only apply to the PMs and not against any other person or entity. Obligations of the SPMs, to the extent
that they differ from the obligations of the OPMs, are described below under “—Subsequent Participating
Manufacturers.”
Scope of Release
Under the MSA, the PMs and the other “Released Parties” (defined below) are released from:
•

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

•

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

This release is binding upon each Settling State and any of its past, present and future agents, officials acting
in their official capacities, legal representatives, agencies, departments, commissions and divisions. The MSA is
further stated to be binding on the following persons, to the full extent of the power of the signatories to the MSA to
release past, present and future claims on their behalf: (i) any Settling State’s subdivisions (political or otherwise,
including, but not limited to, municipalities, counties, parishes, villages, unincorporated districts and hospital
districts), public entities, public instrumentalities and public educational institutions; and (ii) persons or entities acting
in a parens patriae, sovereign, quasi-sovereign, private attorney general, qui tam, taxpayer, or any other capacity,
whether or not any of them participate in the MSA (a) to the extent that any such person or entity is seeking relief on
behalf of or generally applicable to the general public in such Settling State or the people of such Settling State, as
opposed solely to private or individual relief for separate and distinct injuries, or (b) to the extent that any such entity
(as opposed to an individual) is seeking recovery of healthcare expenses (other than premium or capitation payments
for the benefit of present or retired state employees) paid or reimbursed, directly or indirectly, by a Settling State. All
such persons or entities are referred to collectively in the MSA as “Releasing Parties.”
To the extent that the attorney general of a Settling State does not have the power or authority to bind any of
the Releasing Parties in such state, the release of claims contemplated by the MSA may be ineffective as to the
Releasing Parties and any amounts that become payable by the PMs on account of their claims, whether by way of
settlement, stipulated judgment or litigated judgment, will trigger the Litigating Releasing Parties Offset. See “—
Adjustments to Payments.”
The release inures to the benefit of all PMs and their past, present and future affiliates, and the respective
divisions, officers, directors, employees, representatives, insurers, lenders, underwriters, tobacco-related
organizations, trade associations, suppliers, agents, auditors, advertising agencies, public relations entities, attorneys,
retailers and distributors of any PM or any such affiliate (and the predecessors, heirs, executors, administrators,
successors and assigns of each of the foregoing). They are referred to in the MSA individually as a “Released Party”
and collectively as the “Released Parties.” However, the term “Released Parties” does not include any person or
entity (including, but not limited to, an affiliate) that is an NPM at any time after the MSA execution date, unless such
person or entity becomes a PM.

70

Overview of Payments by the Participating Manufacturers; MSA Escrow Agent
The MSA requires that the PMs make several types of payments, including Initial Payments, Annual
Payments and Strategic Contribution Payments, as discussed below. * These payments (with the exception of the
upfront Initial Payment) are subject to various adjustments and offsets, some of which could be material. See “—
Adjustments to Payments” and “—Subsequent Participating Manufacturers” below. SPMs were not required to make
Initial Payments. The OPMs have made all of the Initial Payments. Thus far, all of the OPMs and most of the SPMs †
have made their required have made the Annual Payments due in 2000 through, and including, 2021, and Strategic
Contribution Payments due in 2008 through, and including, 2017, which was the last year in which such Strategic
Contribution Payments were due (subject, in each case, to certain withholdings and payments into the DPA, including
as described in “NEW YORK NPM SETTLEMENT”). See “—Payments Made to Date” below.
Payments required to be made by the OPMs are calculated annually based on actual domestic shipments of
cigarettes in the prior calendar year by reference to the OPMs’ domestic shipment of cigarettes in 1997, with
consideration under certain circumstances for the profitability of each OPM. Payments to be made by the SPMs are
recalculated each year based on the Market Share of each individual SPM in relation to the aggregate Market Share
of the OPMs. For SPMs that became signatories to the MSA within 90 days of its execution, payments are recalculated
each year based on the Market Share less the Base Share of such SPM in relation to the aggregate Market Share of the
OPMs. See “—Subsequent Participating Manufacturers” below. Pursuant to an escrow agreement (the “MSA
Escrow Agreement”) established in conjunction with the MSA, Annual Payments are to be made to Citibank, N.A.,
as escrow agent (the “MSA Escrow Agent”), which in turn will disburse the funds to the parties entitled thereto.
Beginning with the payments due in the year 2000, PricewaterhouseCoopers LLP, the independent auditor
under the MSA (the “MSA Auditor”) has, among other things, calculated and determined the amount of all payments
owed pursuant to the MSA, the adjustments, reductions and offsets thereto (and all resulting carry-forwards, if any)
and the allocation of such payments, adjustments, reductions, offsets and carry-forwards among the PMs and among
the Settling States. This information is not publicly available, and the MSA Auditor has agreed to maintain the
confidentiality of all such information, except that the MSA Auditor may provide such information to PMs and the
Settling States as set forth in the MSA.
Initial Payments
Initial Payments were made only by the OPMs. In December 1998, the OPMs collectively made an up-front
Initial Payment of $2.40 billion. The 2000 Initial Payment, which had a scheduled base amount of approximately
$2.47 billion, was paid in December 1999 in the approximate amount of $2.13 billion due to various adjustments. The
2001 Initial Payment, which had a scheduled base amount of approximately $2.55 billion, was paid in December 2000
in the approximate amount of $2.04 billion after taking into account various adjustments and an earlier overpayment.
The 2002 Initial Payment, which had a scheduled base amount of approximately $2.62 billion, was paid in December
2001, in the approximate amount of $1.89 billion after taking into account various adjustments and a deposit made to
the DPA. Approximately $204 million, which was substantially all of the money previously deposited in the DPA 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 approximately $2.7 billion, was paid in December
2002 and January 2003, in the approximate amount of $2.14 billion after taking into account various adjustments. No
Initial Payments were due after the 2003 Initial Payment.

*

†

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 holders of the Bonds, and consequently are not
discussed herein.
Vibo Corporation, Inc., d/b/a General Tobacco, ceased production of cigarettes in 2010 and has defaulted upon certain of its MSA payments.
General Tobacco has stated that it will be unable to make any back payments it owes under the MSA.
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Annual Payments
The PMs are required to make Annual Payments on each April 15 in perpetuity. All of the OPMs and most
of the SPMs have made their required Annual Payments due April 15 in each of the years 2000 through 2021. The
MSA sets forth the following table of scheduled base amounts of Annual Payments for the OPMs:
Base Amounts of Annual Payments(1)
Payment Year
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
__________________
(1)

Base Amount
$4,500,000,000
5,000,000,000
6,500,000,000
6,500,000,000
8,000,000,000
8,000,000,000
8,000,000,000
8,000,000,000
8,139,000,000
8,139,000,000

Payment Year
2010
2011
2012
2013
2014
2015
2016
2017
Thereafter

Base Amount
$8,139,000,000
8,139,000,000
8,139,000,000
8,139,000,000
8,139,000,000
8,139,000,000
8,139,000,000
8,139,000,000
9,000,000,000

The Annual Payments from 2000 through 2021 have been made. Adjustments to Annual Payments for a given
year may affect Annual Payments due in subsequent years. This table reflects base amounts of Annual Payments
only, and does not reflect adjustments. Actual payments received have been substantially lower than the base
amounts due to the application of adjustments. See “—Payments Made to Date” below.

The respective portion of each base amount applicable to each OPM is calculated by multiplying the base
amount by the OPM’s Relative Market Share (defined below) during the preceding calendar year. The base annual
payments in the above table will be increased by at least the minimum 3% Inflation Adjustment, adjusted by the
Volume Adjustment, reduced by the Previously Settled States Reduction, and further adjusted by the other adjustments
described below. Each SPM has Annual Payment obligations under the MSA (separate from the payment obligations
of the OPMs) according to its Market Share. However, any SPM that became a party to the MSA within 90 days after
it became effective pays only if its Market Share exceeds the higher of its 1998 Market Share or 125% of its 1997
Market Share (such higher share, the “Base Share”).
“Relative Market Share” is defined as an OPM’s percentage share of the number of cigarettes shipped by
all OPMs in or to the 50 states, the District of Columbia and Puerto Rico (defined hereafter as the “United States”),
as measured by the OPM’s reports of shipments to Management Science Associates, Inc. (“MSAI”) (or any successor
acceptable to all the OPMs and a majority of the attorneys general of the Settling States who are also members of the
NAAG executive committee). The term “cigarette” is defined in the MSA to mean any product that contains nicotine,
is intended to be burned or heated under ordinary conditions of use, contains tobacco and is likely to be offered to, or
purchased by, consumers as a cigarette and includes “roll-your-own” tobacco.
SPMs are obligated to make Annual Payments, which are made at the same times as the corresponding
payments to be made by OPMs. Such payments for SPMs are calculated differently, however, from such payments
for OPMs. Each SPM’s payment obligation is determined according to its market share if, and only if, its “Market
Share” (defined in the MSA to mean a manufacturer’s share, expressed as a percentage, of the total number of
cigarettes sold in the United States in a given year, as measured by excise taxes (or similar taxes, in the case of Puerto
Rico)), for the year preceding the payment exceeds its Base Share. If an SPM executes the MSA after February 22,
1999 (i.e., 90 days after the effective date of the MSA), its Base Share, is deemed to be zero. Fourteen of the current
52 SPMs signed the MSA on or before the February 22, 1999 deadline, according to NAAG. See “—Subsequent
Participating Manufacturers” below.
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order:

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

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

Application of these adjustments resulted in a material reduction of the Pledged Revenues under the MSA
from the scheduled base amounts for the years 2000 through 2021, as discussed below under the caption “—Payments
Made to Date.”
Adjustments to Payments
The base amounts of the Annual Payments are subject to certain adjustments to be applied sequentially and
in accordance with formulas contained in the MSA.
Inflation Adjustment
The base amounts of the Annual Payments are increased each year to account for inflation. The increase in
each year will be 3% or a percentage equal to the percentage increase in the Consumer Price Index (the “CPI“) (or
such other similar measures as may be agreed to by the Settling States and the PMs) for the preceding year, whichever
is greater (the “Inflation Adjustment“). The inflation adjustment percentages are compounded annually on a
cumulative basis beginning in 1999 and were first applied in 2000.
Volume Adjustment
Each of the Annual Payments is increased or decreased by an adjustment which accounts for fluctuations in
the number of cigarettes shipped by the OPMs in or to the United States (the “Volume Adjustment”).
If the aggregate number of cigarettes shipped in or to the United States by the OPMs in any given year (the
“Actual Volume”) is greater than 475,656,000,000 cigarettes (the “Base Volume”), the base amount allocable to the
OPMs is adjusted to equal the base amount (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
(after application of the Inflation Adjustment) is decreased by 98% of the percentage by which the Actual Volume is
less than the Base Volume, multiplied by such base amount. If, however, the aggregate operating income of the OPMs
from sales of cigarettes in the United States during the year (the “Actual Operating Income”) is greater than
$7,195,340,000, as adjusted for inflation in accordance with the Inflation Adjustment (the “Base Operating
Income”), all or a portion of the volume reduction is added back (the “Income Adjustment”). The amount by which
the Actual Operating Income of the OPMs exceeds the Base Operating Income is multiplied by the percentage of the
allocable shares under the MSA represented by Settling States in which State-Specific Finality (as defined in the MSA)
has been reached and divided by four, then added to the payment due. However, in no case will the amount added
back due to the increase in operating income exceed the amount deducted due to the decrease in domestic volume.
Any add-back due to an increase in Actual Operating Income will be allocated among the OPMs on a Pro Rata basis
in accordance with their respective increases in Actual Operating Income over 1997 Base Operating Income.
Certain PMs and Settling States were in dispute regarding whether the “roll-your-own” tobacco conversion
for OPMs of 0.0325 ounces for one individual cigarette should continue to be used for purposes of calculating the
downward Volume Adjustments to the MSA payments (as Settling States contended), or, rather, a 0.09 ounce
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conversion (as PMs contended). Forty-three jurisdictions (including the State) entered into arbitration, and in an award
dated January 21, 2013, the arbitration panel held that the MSA Auditor is to use the 0.0325 ounce conversion method
for OPMs for purposes of roll-your-own tobacco.
Previously Settled States Reduction
The base amounts of the Annual Payments (as adjusted by the Inflation Adjustment and the Volume
Adjustment, if any) are subject to a reduction reflecting the four states that had settled with the OPMs prior to the
adoption of the MSA (Mississippi, Florida, Texas and Minnesota) (the “Previously Settled States Reduction”). The
Previously Settled States Reduction reduces by 12.4500000% each applicable payment on or before December 31,
2007, by 12.2373756% each applicable payment between January 1, 2008 and December 31, 2017, and by
11.0666667% each applicable payment on or after January 1, 2018. The SPMs are not entitled to any reduction
pursuant to the Previously Settled States Reduction.
PSS Credit Amendment. Certain of the Settling States have executed documentation approving an
amendment to the MSA that would allow SPMs to elect to receive a reduction in their MSA payments in an amount
equal to a percentage (100% or a lesser percentage, depending on the SPM’s election and the number of years the
amendment has been in effect) of the fees paid to Previously Settled States pursuant to state legislation in the
Previously Settled States requiring tobacco product manufacturers that did not sign onto the Previously Settled State
Settlements to pay a fee to such Previously Settled States (the “PSS Credit Amendment”). The PSS Credit
Amendment would also provide for certain increases in the electing SPMs’ MSA payments. Three Previously Settled
States impose a fee on tobacco product manufacturers that did not sign onto the applicable state’s Previously Settled
State Settlement ($0.50 per pack of 20 cigarettes in Minnesota, $0.27, adjusted for inflation, per pack of 20 cigarettes
in Mississippi, and $0.55 per pack of 20 cigarettes in Texas; see “CERTAIN INFORMATION RELATING TO THE
DOMESTIC TOBACCO INDUSTRY—Regulatory Issues—Excise Taxes” for a discussion of litigation relating to
the Texas fee). The PSS Credit Amendment is not currently in effect, because by its terms it will only take effect if
and when all Settling States having aggregate Allocable Shares equal to at least 99.937049% (the equivalent of the
aggregate Allocable Share of the 46 states that are Settling States), and all OPMs and Commonwealth Brands, Inc.,
have executed the PSS Credit Amendment. No assurance can be given as to if or when the PSS Credit Amendment
will take effect. The State has not yet executed documentation approving the PSS Credit Amendment. No assurance
can be given that the State will execute documentation approving the PSS Credit Amendment, or when any such
approval will be executed. Further, no assurance can be given as to whether the PSS Credit Amendment, if and when
it takes effect, will reduce the amount of Pledged Revenues available to the Corporation to pay debt service on the
Series 2021 Bonds. See “RISK FACTORS—Other Risks Relating to the MSA and Related Statutes—Amendments,
Waivers and Termination” and “—Reliance on State Enforcement of the MSA; State Impairment.” See also “NEW
YORK NPM SETTLEMENT.”
Non-Settling States Reduction
In the event that the MSA terminates as to any Settling State, the remaining Annual Payments, if any, due
from the PMs shall 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” under the MSA is based upon market share increases, measured by domestic sales
of cigarettes by NPMs, and operates to reduce the payments of the PMs under the MSA in the event that the PMs incur
Market Share Losses to NPMs during a calendar year as a result of the MSA.
Currently, by virtue of the NY NPM Settlement entered into between PMs and the State in October 2015, the
State is not subject to the NPM Adjustment as described in the MSA, but to an alternative adjustment under which the
PMs will receive credits against their MSA payment obligations based on (i) the number of cigarettes manufactured
by NPMs on which State cigarette excise tax is paid, but on which the escrow deposit required by the State’s
Qualifying Statute was not made (or if made was released other than as allowed by the Qualifying Statute) and (ii) the
number of packs of NPMs cigarettes sold to non-Native American State consumers on, from, or through Native
American reservations located in the State without payment of State cigarette excise taxes. See “NEW YORK NPM
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SETTLEMENT”. However, under the terms of the NY NPM Settlement, the NPM Adjustment as described in the
MSA will again be applicable to the State (with certain adjustments) if the number of NPM cigarettes on which the
State collected excise tax but on which an escrow payment under the State’s Qualifying Statute was not made exceeds
an amount described in the NY NPM Settlement. See “NEW YORK NPM SETTLEMENT”.
Twenty-six other jurisdictions entered into a settlement agreement (the “NPM Adjustment Settlement
Term Sheet”) (19 jurisdictions in December 2012, and 7 additional states in 2013, 2014 and 2017), pursuant to which
those jurisdictions settled NPM Adjustment disputes regarding the 2003-2012 NPM Adjustments and modified the
formula for the NPM Adjustments for 2013 and subsequent years applicable to those states. In October 2017, a final
settlement agreement (the “NPM Adjustment Settlement Agreement”) became effective, incorporating the terms
of, and superseding, the NPM Adjustment Settlement Term Sheet, and also providing for settlement of claims related
to the 2013 through 2015 NPM Adjustments. According to Altria in its Form 10-Q filed with the SEC for the threemonth period ended March 31, 2021, 10 additional jurisdictions joined the NPM Adjustment Settlement Agreement
in 2018, settling disputes related to the 2004-2017 NPM Adjustments. On various dates between June 14, 2018 and
November 27, 2018, the initial 26 jurisdictions that had joined the NPM Adjustment Settlement Agreement, and 39
tobacco manufacturers (including Philip Morris, Reynolds Tobacco, Liggett, Imperial Tobacco, and Lorillard),
executed the 2016 and 2017 NPM Adjustments Settlement Agreement (the “2016 and 2017 NPM Adjustments
Settlement Agreement”), providing for settlement of disputes related to the 2016-2017 NPM Adjustments. In the
first quarter of 2020, according to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30,
2021, the PMs’ settlement with Pennsylvania (one of the 10 jurisdictions that joined the NPM Adjustment Settlement
Agreement in 2018) was extended to include NPM Adjustments for 2018-2024. In the third quarter of 2020, according
to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, the initial 26 jurisdictions
that joined the NPM Adjustment Settlement Agreement, along with the remaining 9 jurisdictions that joined the NPM
Adjustment Settlement Agreement in 2018 (including the State), and the signatory tobacco manufacturers, executed
the 2018 Through 2022 NPM Adjustments Settlement Agreement (the “2018-2022 NPM Adjustments Settlement
Agreement”), providing for settlement of disputes related to the 2018-2022 NPM Adjustments. The State did not
enter into the NPM Adjustment Settlement Agreement, the 2016 and 2017 NPM Adjustments Settlement Agreement,
or the 2018-2022 NPM Adjustments Settlement Agreement and provisions of the NPM Adjustment Settlement
Agreement, the 2016 and 2017 NPM Adjustments Settlement Agreement, or the 2018-2022 NPM Adjustments
Settlement Agreement are not described herein.
Under the MSA, three conditions must be met in order to trigger an NPM Adjustment: (1) the aggregate
Market Share of the PMs in any year must fall more than 2% below the aggregate Market Share held by those same
PMs in 1997, (2) a nationally recognized firm of economic consultants must determine that the disadvantages
experienced as a result of the provisions of the MSA were a significant factor contributing to the Market Share Loss
for the year in question, and (3) the Settling States in question must be proven to not have diligently enforced their
Model Statutes. Once a significant factor determination in favor of the PMs for a particular year has been made by an
economic consulting firm, or the states’ agreement not to contest that the disadvantages of the MSA were a significant
factor contributing to the PMs’ collective loss of market share in a particular year has become effective, a PM has the
right under the MSA to pay the disputed amount of the NPM Adjustment for that year into the DPA or withhold it
altogether. The NPM Adjustment, after conclusion of the applicable arbitration regarding diligent enforcement for
the relevant sales year, is applied to the subsequent year’s Annual Payment and the decrease in total funds available
as a result of the NPM Adjustment is then allocated on a Pro Rata basis among those Settling States that have been
found (i) to not diligently enforce their Qualifying Statutes, or (ii) to have enacted the Model Statute or a Qualifying
Statute that is declared invalid or unenforceable by a court of competent jurisdiction.
The 1997 market share percentage for the PMs, less 2%, is defined in the MSA as the “Base Aggregate
Participating Manufacturer Market Share.” If the PMs’ actual aggregate market share is between 0% and 16 ⅔%
less than the Base Aggregate Participating Manufacturer Market Share, the amounts paid by the PMs would be
decreased by three times the percentage decrease in the PMs’ actual aggregate market share. If, however, the aggregate
Market Share Loss from the Base Aggregate Participating Manufacturer Market Share is greater than 16 ⅔%, the
NPM Adjustment will be calculated as follows:
NPM Adjustment = 50% +
[50% / (Base Aggregate Participating Manufacturer Market Share – 16⅔%)]
x [Market Share Loss – 16⅔%]
75

Regardless of how the NPM Adjustment is calculated, it is always subtracted from, and may not exceed, the
total Annual Payments due from the PMs in any given year. The NPM Adjustment for any given year for a specific
state cannot exceed the amount of Annual Payments due to such state. The NPM Adjustment does not apply at all if
the number of cigarettes shipped in or to the United States in the year prior to the year in which the payment is due by
all manufacturers that were PMs prior to December 7, 1998 exceeds the number of cigarettes shipped in or to the
United States by all such PMs in 1997.
The NPM Adjustment is also state-specific in that a Settling State may avoid or mitigate the effects of an
NPM Adjustment by enacting and diligently enforcing the Model Statute or a Qualifying Statute. Any Settling State
that adopts and diligently enforces the Model Statute or a Qualifying Statute is exempt from the NPM Adjustment.
The decrease in total funds available due to the NPM Adjustment is allocated on a Pro Rata basis among those Settling
States that either (i) did not enact and diligently enforce the Model Statute or Qualifying Statute, or (ii) enacted the
Model Statute or a Qualifying Statute that is declared invalid or unenforceable by a court of competent jurisdiction.
The practical effect of a decision by a PM to claim an NPM Adjustment for a given year and pay its portion of the
amount of such claimed NPM Adjustment into the DPA, or withhold payment of such amount, would be to reduce the
payments to all Settling States on a pro rata basis until a resolution is reached regarding the diligent enforcement
dispute for all Settling States for such year, or until a settlement is reached for some or all such disputes for such year.
If the PMs make a claim for an NPM Adjustment for any particular year and a state is determined to be one of a few
states (or the only state) not to have diligently enforced its Model Statute or Qualifying Statute in such year, the amount
of the NPM Adjustment applied to such state in the year following such determination could be as great as the amount
of Annual Payments that could otherwise have been received by such state in such year.
If a Settling State enacts and diligently enforces a Qualifying Statute that is the Model Statute but it is declared
invalid or unenforceable by a court of competent jurisdiction, the NPM Adjustment for any given year will not exceed
65% of the amount of such state’s allocated payment for the subsequent year. If a Qualifying Statute that is not the
Model Statute is held invalid or unenforceable, however, such state is not entitled to any protection from the NPM
Adjustment. Moreover, if a state adopts the Model Statute or a Qualifying Statute but then repeals it or amends it in
such fashion that it is no longer a Qualifying Statute, then such state will no longer be entitled to any protection from
the NPM Adjustment. At all times, a state’s protection from the NPM Adjustment is conditioned upon the diligent
enforcement of its Model Statute or Qualifying Statute, as the case may be. See “RISK FACTORS—Payment
Decreases Under the Terms of the MSA” above and “SUMMARY OF THE MASTER SETTLEMENT
AGREEMENT—MSA Provisions Relating to Model/Qualifying Statutes” below. See also “—Most Favored Nation
Provisions.”
Offset for Miscalculated or Disputed Payments
If information becomes available to the MSA Auditor not later than four years after the scheduled due date
of any payment due pursuant to the MSA showing an underpayment or overpayment by a PM, the MSA Auditor will
recalculate the payment and make provisions for rectifying the error (the “Offset for Miscalculated or Disputed
Payments”). There are no time limits specified for recalculations although the MSA Auditor is required to determine
amounts promptly. Disputes as to determinations by the MSA Auditor may be submitted to binding arbitration
governed by the Federal Arbitration Act. In the event that mispayments have been made, they will be corrected
through payments with interest (in the event of underpayments) or withholdings with interest (in the event of
overpayments). Interest will be at the prime rate 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 rate determined by the MSA Auditor, 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 the prime rate plus 3% applies. If a PM
disputes any required payment, it must determine whether any portion of the payment is undisputed and pay that
amount for disbursement to the Settling States. The disputed portion may be paid into the DPA pending resolution of
the dispute, or may be withheld. Failure to pay such disputed amounts into the DPA will result in liability for interest
at the penalty rate if the disputed amount was in fact properly due and owing. See “RISK FACTORS—Payment
Decreases Under the Terms of the MSA.”
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Litigating Releasing Parties Offset
If any Releasing Party initiates litigation against a PM for any of the claims released in the MSA, the PM
may be entitled to an offset against such PM’s payment obligation under the MSA (the “Litigating Releasing Parties
Offset”). A defendant PM may offset dollar-for-dollar any amount paid in settlement, stipulated judgment or litigated
judgment against the amount to be collected by the applicable Settling State under the MSA only if the PM has taken
all ordinary and reasonable measures to defend that action fully and only if any settlement or stipulated judgment was
consented to by the state attorney general. The Litigating Releasing Parties Offset is state-specific. Any reduction in
MSA payments as a result of the Litigating Releasing Parties Offset would apply only to the Settling State of the
Releasing Party.
Offset for Claims-Over
If a Releasing Party pursues and collects on a released claim against an NPM or a retailer, supplier or
distributor arising from the sale or distribution of tobacco products of any NPM or the supply of component parts of
tobacco products to any NPM (collectively, the “Non-Released Parties”), and the Non-Released Party in turn
successfully pursues a claim for contribution or indemnification against a Released Party (as defined herein), the
Releasing Party must (i) reduce or credit against any judgment or settlement such Releasing Party obtains against the
Non-Released Party the full amount of any judgment or settlement such Non-Released Party may obtain against the
Released Party, and (ii) obtain from such Non-Released Party for the benefit of such Released Party a satisfaction in
full of such Non-Released Party’s judgment or settlement against the Released Party. In the event that such reduction
or satisfaction in full does not fully relieve any OPM (or any person or entity that is a Released Party by virtue of its
relation to any OPM) of its duty to pay to the Non-Released Party, such OPM (or any person or entity that is a Released
Party by virtue of its relation to any OPM) is entitled to a dollar-for-dollar offset from its payment to the applicable
Settling State (the “Offset for Claims-Over”). For purposes of the Offset for Claims-Over, any person or entity that
is enumerated in the definition of Releasing Party set forth above is treated as a Releasing Party without regard to
whether the applicable attorney general had the power to release claims of such person or entity. The Offset for
Claims-Over is state-specific and would apply only to MSA payments owed to the Settling State of the Releasing
Party.
Subsequent Participating Manufacturers
For each Annual Payment, each SPM is required to pay an amount equal to the base amount of the Annual
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 to be made by the SPMs are calculated in a manner different from the
calculations for Annual 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 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. Changes in the market share of
the SPMs could increase or decrease the aggregate amount of Annual Payments.
Payments Made to Date
As required, most PMs have made Annual Payments each year since 2000, the first year that Annual
Payments were due. The MSA Escrow Agent has disbursed to the County (and following the execution of the
Amended and Restated Purchase and Sale Agreement, to the Trustee) its allocable portions thereof and certain other
amounts under the MSA. Under the MSA, the computation of Annual Payments by the MSA Auditor is confidential
and may not be used for purposes other than those stated in the MSA. The Corporation’s sole sources of information
regarding the computation and amount of such payments are the reports and accountings furnished to it by the County.
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The following table sets forth for each of the preceding 10 years the base amount of Annual Payments
allocable to the County pursuant to the MSA that were sold pursuant to the Amended and Restated Purchase and Sale
Agreement, and the amounts of Pledged Revenues actually received by the Trustee in such year, as described below.
The amounts actually received may reflect adjustments attributable to prior years’ payments.

Payments Made to Date
County
Unadjusted Allocable Share of
MSA Base Payment Amount(1)(2)

The County’s
Actual Receipts(1)(3)

2012 Annual Payment
$27,764,497
$18,758,798
2013 Annual Payment
27,764,497
18,747,148
2014 Annual Payment
27,764,497
21,209,208
2015 Annual Payment
27,764,497
18,150,087
2016 Annual Payment
27,764,497
36,660,577
2017 Annual Payment
27,764,497
16,052,165
2018 Annual Payment
30,701,618
17,382,719
2019 Annual Payment
30,701,618
16,469,688
2020 Annual Payment
30,701,618
18,893,962
2021 Annual Payment
30,701,618
20,432,780
_________________
(1) Annual Payments are due from the PMs on April 15 of each calendar year pursuant to the MSA. The Trustee’s
actual receipts of Pledged Revenues are listed as of December 31 of each year (which is the end of the
Corporation’s Fiscal Year).
(2)

The Corporation’s allocable portion that has been pledged under the Indenture as represented in this table consists
of the County’s 2.673% share, pursuant to the Consent Decree, of the State’s 12.762031% share of Annual
Payments under the MSA.

(3)

As reported by the County, amounts reflect the County’s actual receipts after applicable adjustments or disputes.
Any subsequent recalculation is reflected in the period that it impacted the County’s receipts. Actual receipts in
Fiscal Year 2016 include amounts released pursuant to the NY NPM Settlement.

The terms of the MSA relating to such payments and various adjustments thereto are described above under
the captions “– Annual Payments” and “– Adjustment to Payments”. Both the Settling States and one or more of the
PMs are disputing or have disputed the calculations of some of Annual Payment for the years 2000 through 2021, as
described further herein. In addition, subsequent revisions in the information delivered to the MSA Auditor (on which
the MSA Auditor’s calculations of the Annual Payments are based) have in the past and may in the future result in a
recalculation of the payments shown above. Such revisions may also result in routine recalculation of future payments.
No assurance can be given as to the magnitude of any such recalculation and such recalculation could trigger the
Offset for Miscalculated or Disputed Payments.
Most Favored Nation Provisions
In the event that any non-foreign governmental entity other than the federal government should reach a
settlement of released claims with PMs that provides more favorable terms to the governmental entity than does the
MSA to the Settling States, the terms of the MSA will be modified to match those of the more favorable settlement.
Only the non-economic terms may be considered for comparison.
In the event that any Settling State should reach a settlement of released claims with NPMs that provides
more favorable terms to the NPMs than the MSA does to the PMs, or relieves in any respect the obligation of any PM
to make payments under the MSA, the terms of the MSA will be deemed modified to match the NPM settlement or
such payment terms, but only with respect to the particular Settling State. In no event will the adjustments discussed
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in this paragraph modify the MSA with regard to other Settling States. See “RISK FACTORS—Payment Decreases
Under the Terms of the MSA.”
Disbursement of Funds from Escrow
The MSA Auditor makes all calculations necessary to determine the amounts to be paid by each PM, as well
as the amounts to be disbursed to each of the Settling States. Not less than 40 days prior to the date on which any
payment is due, the MSA Auditor must provide copies of the disbursement calculations to all parties to the MSA, who
must within 30 days prior to the date on which such payment is due advise the other parties if it questions or challenges
the calculations. The final calculation is due from the MSA Auditor not less than 15 days prior to the payment due
date. The calculation is subject to further adjustments if previously missing information is received. In the event of
a challenge to the calculations, the non-challenged part of a payment shall be processed in the normal course.
Challenges will be submitted to binding arbitration. The information provided by the MSA Auditor to the State with
respect to calculations of amounts to be paid by PMs is confidential under the terms of the MSA and may not be
disclosed to the Corporation or the Holders.
Disbursement of the funds by the MSA Escrow Agent from the escrow accounts shall occur within ten
business days of receipt of the particular funds. The MSA Escrow Agent will disburse the funds due to, or as directed
by, each Settling State in accordance with instructions received from that state.
Advertising and Marketing Restrictions; Educational Programs
The MSA prohibits the PMs from certain advertising, marketing and other activities that may promote the
sale of cigarettes and smokeless tobacco products (“Tobacco Products”). Under the MSA, the PMs are generally
prohibited from targeting persons under 18 years of age within the Settling States in the advertising, promotion or
marketing of Tobacco Products and from taking any action to initiate, maintain or increase smoking by underage
persons within the Settling States. Specifically, the PMs may not: (i) use any cartoon characters in advertising,
promoting, packaging or labeling Tobacco Products; (ii) distribute any free samples of Tobacco Products except in a
restricted facility where the operator thereof is able to ensure that no underage persons are present; or (iii) provide to
any underage person any item in exchange for the purchase of Tobacco Products or for the furnishing of
proofs-of-purchase coupons. The PMs are also prohibited from placing any new outdoor and transit advertising, and
are committed to remove any existing outdoor and transit advertising for Tobacco Products in the Settling States.
Other examples of prohibited activities include, subject to limited exceptions: (i) the sponsorship of any athletic,
musical, artistic or other social or cultural event in exchange for the use of tobacco brand names as part of the event;
(ii) the making of payments to anyone to use, display, make reference to or use as a prop any Tobacco Product or item
bearing a tobacco brand name in any motion picture, television show, theatrical production, music performance,
commercial film or video game; and (iii) the sale or distribution in the Settling States of any non-tobacco items
containing tobacco brand names or selling messages.
In addition, the OPMs have agreed under the MSA to provide funding for the organization and operation of
a charitable foundation (the “Foundation”) and educational programs to be operated within the Foundation. The main
purpose of the Foundation is to support programs to reduce the use of Tobacco Products by underage persons and to
prevent diseases associated with the use of Tobacco Products. Each OPM may be required to pay its Relative Market
Share of $300,000,000 on April 15 of each year on and after 2004 (as may be adjusted) in perpetuity if, during the
year preceding the year when payment is due, the sum of the Market Shares of the OPMs equals or exceeds 99.05%.
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 rate determined by the MSA Auditor, plus 3%. 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 MSA
The MSA is terminated as to a Settling State if (i) the MSA or consent decree in that jurisdiction is
disapproved by a court and the time for an appeal has expired, the appeal is dismissed or the disapproval is affirmed,
or (ii) the representations and warranties of the attorney general of that jurisdiction relating to the ability to release
claims are breached or not effectively given. In addition, in the event that a PM enters bankruptcy and fails to perform
its financial obligations under the MSA, the Settling States, by vote of at least 75% of the Settling States, both in terms
of number and of entitlement to the proceeds of the MSA, may terminate certain financial obligations of that particular
manufacturer under the MSA, although this provision may not be enforceable. See “RISK FACTORS—Bankruptcy
of a PM May Delay, Reduce or Eliminate Payments Under the MSA.”
The MSA provides that if it is terminated, then the statute of limitations with respect to released claims will
be tolled from the date the Settling State signed the MSA until the later of the time permitted by applicable law or one
year from the date of termination and the parties will jointly move for the reinstatement of the claims and actions
dismissed pursuant to the MSA. The parties will return to the positions they were in prior to the execution of the
MSA.
Severability
By its terms, most of the major provisions of the MSA are not severable from its other terms. If a court
materially modifies, renders unenforceable or finds unlawful any non-severable provision, the attorneys general of the
Settling States and the OPMs are to attempt to negotiate substitute terms. If any OPM does not agree to the substitute
terms, the MSA terminates in all Settling States affected by the court’s ruling.
Amendments and Waivers
The MSA may be amended by all of the PMs affected by the amendment and by all of the Settling States
affected by the amendment. The terms of any amendment will not be enforceable against any PM or 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 are subject to, among other adjustments and reductions, the NPM Adjustment,
which may reduce the amount of money that a Settling State receives pursuant to the MSA. The NPM Adjustment
will reduce payments of a PM if such PM experiences certain losses of market share in the United States in a particular
year as a result of participation in the MSA and any of the Settling States fail to prove that they have diligently enforced
their Qualifying Statutes in such year.
Settling States may eliminate or mitigate the effect of the NPM Adjustment by taking certain actions,
including the adoption and diligent enforcement of a statute, law, regulation or rule (a “Qualifying Statute” or
“Escrow Statute”) which eliminates the cost disadvantages that PMs experience in relation to NPMs as a result of
the provisions of the MSA. “Qualifying Statute,” as defined in Section IX(d)(2)(E) of the MSA, means a statute,
regulation, law, and/or rule adopted by a Settling State that “effectively and fully neutralizes the cost disadvantages
that PMs experience vis-à-vis NPMs within such Settling State as a result of the provisions of the MSA.” Exhibit T
to the MSA sets forth a model form of Qualifying Statute (a “Model Statute”) that will qualify as a Qualifying Statute
so long as the 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 State has
enacted the Model Statute, which is a Qualifying Statute. The MSA also provides a procedure by which a Settling
State may enact a statute that is not the Model Statute and receive a determination from a nationally recognized firm
of economic consultants that such statute is a Qualifying Statute. See “RISK FACTORS—Payment Decreases under
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the Terms of the MSA” and “RISK FACTORS—If Litigation Challenging the MSA, the Qualifying Statutes and
Related Legislation Were Successful, Payments under the MSA Might be Suspended or Terminated.”
If a Settling State continuously has a Qualifying Statute in full force and effect and diligently enforces the
provisions of such statute, the MSA states that the payments allocated to such Settling State will not be subject to a
reduction due to the NPM Adjustment. Furthermore, the MSA dictates that the aggregate amount of the NPM
Adjustment is to be allocated, in a Pro Rata manner, among all Settling States that do not adopt and diligently enforce
a Qualifying Statute. In addition, if the NPM Adjustment allocated to a particular Settling State exceeds its allocated
payment that excess is to be reallocated equally among the remaining Settling States that have not adopted and
diligently enforced a Qualifying Statute. Thus, Settling States that do not adopt and diligently enforce a Qualifying
Statute will receive reduced allocated payments if an NPM Adjustment is in effect. The MSA provides an economic
incentive for most states to adopt and diligently enforce a Qualifying Statute.
The MSA provides that if a Settling State enacts a Qualifying Statute that is the Model Statute and uses its
best efforts to keep the Model Statute in effect, but a court invalidates the statute, then, although that state remains
subject to the NPM Adjustment, the NPM Adjustment is limited to no more, on a yearly basis, than 65% of the amount
of such state’s allocated payment (including reallocations described above). The determination from a nationally
recognized firm of economic consultants that a statute constitutes a Qualifying Statute is subject to reconsideration in
certain circumstances and such statute may later be deemed not to constitute a Qualifying Statute. In the event that a
Qualifying Statute that is not the Model Statute is invalidated or declared unenforceable by a court, or, upon
reconsideration by a nationally recognized firm of economic consultants, is determined not to be a Qualifying Statute,
the Settling State that adopted such statute will become fully subject to the NPM Adjustment. Moreover, if a state
adopts the Model Statute or a Qualifying Statute but then repeals it or amends it in such fashion that it is no longer a
Qualifying Statute, then such state will no longer be entitled to any protection from the NPM Adjustment. At all
times, a state’s protection from the NPM Adjustment is conditioned upon the diligent enforcement of its Model Statute
or Qualifying Statute, as the case may be. For a discussion of the State’s Qualifying Statute, Complementary
Legislation and enforcement framework, see “STATE LAWS RELATED TO THE MSA.”
For a discussion of how the NPM Adjustment applies to payments to the State and the NY NPM Settlement,
see “NEW YORK NPM SETTLEMENT”.
Summary of the Model Statute
One of the objectives of the MSA (as set forth in the Findings and Purpose section of the Model Statute) is
to shift the financial burdens of cigarette smoking from the Settling States to the tobacco product manufacturers. The
Model Statute provides that any tobacco manufacturer who does not join the MSA would be subject to the provisions
of the Model Statute because, as provided under the MSA,
[i]t would be contrary to the policy of the state if tobacco product manufacturers who determine
not to enter into such a settlement could use a resulting cost advantage to derive large, short-term
profits in the years before liability may arise without ensuring that the state will have an eventual
source of recovery from them if they are proven to have acted culpably. It is thus in the interest
of the state to require that such manufacturers establish a reserve fund to guarantee a source of
compensation and to prevent such manufacturers from deriving large, short-term profits and then
becoming judgment-proof before liability may arise.
Accordingly, pursuant to the Model Statute, a tobacco manufacturer that is an NPM under the MSA must
deposit an amount for each cigarette that constitutes a “unit sold” into an escrow account (which amount increases on
a yearly basis, as set forth in the Model Statute). “Units sold” is defined in the State’s Qualifying Statute as the number
of individual cigarettes sold in the State by the applicable tobacco product manufacturer, whether directly or through
a distributor, retailer, or similar intermediary or intermediaries, during the year in question, as measured by excise
taxes collected by the State on packs or “roll-your-own” tobacco containers.
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
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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 in the next paragraph),
to the extent that the NPM establishes that the amount it was required to deposit into the escrow account was greater
than the total payments that such NPM would have been required to make if it had been a PM under the MSA (as
determined before certain adjustments or offsets) or, with respect to Settling States that do not have in effect such
Allocable Share Release Amendments, to the extent that the NPM establishes that the amount it was required to deposit
into the escrow account was greater than such state’s allocable share of the total payments that such NPM would have
been required to make if it had been a PM under the MSA (as determined before certain adjustments or offsets); or
(iii) 25 years after the date that the funds were placed into escrow (less any amounts paid out pursuant to (i) or (ii)).
The Model Statute, in its original form, required an NPM to make escrow deposits approximately in the
amount that the NPM would have had to pay to all of the states had it been a PM and further authorized the NPM to
obtain from the applicable Settling State the release of the amount by which the escrow deposit in that state exceeded
that state’s allocable share of the total payments that the NPM would have made as a PM. In recent years legislation
has been enacted in the State and all other Settling States, except Missouri, * to amend the Qualifying or Model Statutes
in those states by eliminating the reference to the allocable share and limiting the possible release an NPM may obtain
under the Model Statute to the excess above the total payment that the NPM would have paid for its cigarettes had it
been a PM (each an “Allocable Share Release Amendment”). NAAG has endorsed these legislative efforts. A
majority of the PMs, including all OPMs, have indicated their agreement in writing that in the event a Settling State
enacts legislation substantially in the form of the model Allocable Share Release Amendment, such Settling State’s
previously enacted Model Statute or Qualifying Statute will continue to constitute the Model Statute or a Qualifying
Statute within the meaning of the MSA.
If the NPM fails to place funds into escrow as required by the applicable Qualifying Statute, the attorney
general of the applicable Settling State may bring a civil action on behalf of the state against the NPM. If a court finds
that an NPM violated the statute, it may impose civil penalties in the following amounts: (i) an amount not to exceed
5% of the amount improperly withheld from escrow per day of the violation and in an amount not to exceed 100% of
the original amount improperly withheld from escrow; (ii) in the event of a knowing violation, an amount not to exceed
15% of the amount improperly withheld from escrow per day of the violation and in an amount not to exceed 300%
of the original amount improperly withheld from escrow; and (iii) in the event of a second knowing violation, the
court may prohibit the NPM from selling cigarettes to consumers within such state (whether directly or through a
distributor, retailer or similar intermediary) for a period not to exceed two years.
NPMs include Native American tobacco manufacturers, several of which are located in the State, that
manufacture and sell, directly or through other Native American retailers, cigarettes to consumers from their own or
other Native American reservations and who assert their rights under various treaties and agreements with the United
States and with states, including the State, to manufacture and sell the cigarettes free of state and local taxes and,
generally, free from the constraints and burdens of state and local laws, such as the State’s Qualifying Statute. See
“NEW YORK NPM SETTLEMENT.”
NPMs also include foreign tobacco manufacturers that intend to sell cigarettes in the United States that do
not themselves engage in an activity in the United States but may not include the wholesalers of such cigarettes.
However, enforcement of the Model Statute against any of such manufacturers may be difficult. See “STATE LAWS
RELATED TO THE MSA.”

*

The Missouri Attorney General reported February 8, 2016 that Missouri had negotiated with the PMs to resolve Missouri’s dispute with the
PMs with respect to the NPM Adjustment for years 2003-2014, contingent upon the Missouri legislature adopting an Allocable Share Release
Amendment. However, the Missouri legislature failed to adopt an Allocable Share Release Amendment by the April 15, 2016 deadline in the
agreement negotiated by the Missouri Attorney General.
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STATE LAWS RELATED TO THE MSA
State Statutory Framework
The State in 1999 enacted a Qualifying Statute, codified as Article 13-G of the Public Health Law, which
counsel to the OPMs had confirmed the OPMs would not dispute as constituting a Model Statute under the MSA. In
2003, the State enacted an Allocable Share Release Amendment to amend the State’s Qualifying Statute by eliminating
the provision authorizing an NPM to obtain the release of the amount by which its annual escrow deposit exceeds
12.7620310% of the total payments that the NPM would have made as a PM for that year. Under the State’s Allocable
Share Release Amendment, an NPM is entitled to the release of its escrow deposit only to the extent that the deposit
exceeded the total amount that the NPM would have paid as a PM. See “SUMMARY OF THE MASTER
SETTLEMENT AGREEMENT-MSA Provisions Relating to Model/Qualifying Statutes—Summary of the Model
Statute”.
Pursuant to the provisions of State Tax Law Sections 480-b (relating to manufactured cigarettes), 480-c
(relating to roll-your-own tobacco), 481(1)(c)&(d), 1846(a-1) and 1846-a(a-1) (collectively, the State’s
“Complementary Legislation”), tobacco product manufacturers whose cigarettes or roll-your-own tobacco
products are sold in the State are required to annually certify that either (i) they are PMs that have complied with
requirements of the MSA or (ii) they have complied with the State’s Qualifying Statute requirement to deposit
money in a qualified escrow fund. No cigarette tax stamps may be affixed to the manufactured cigarettes of any
tobacco product manufacturers that do not make such certification. In addition to any other penalties that may be
imposed by law, a civil penalty can be imposed on any tobacco product manufacturer who files a false certification
or any cigarette tax agent who affixes a cigarette tax stamp in violation of the State’s Complementary Legislation,
and such cigarettes can be seized and are subject to forfeiture.
While these provisions of State law apply to all tobacco product manufacturers in the State, they are not
currently being enforced against Native American tobacco product manufacturers located on reservations in the State
who sell their products through outlets located on Native American reservations within the State without payment of
State cigarette tax. These untaxed reservation sales, as estimated pursuant to the NY NPM Settlement, result in a
reduction in Annual Payments to the State under the MSA. See “NEW YORK NPM SETTLEMENT.”
State Enforcement Agencies
The following information under this subheading “State Enforcement Agencies” appeared in the Official
Statement, dated December 5, 2013, of the Tobacco Settlement Financing Corporation, a public benefit corporation
of the State established as a subsidiary of the State of New York Municipal Bond Bank Agency. Although the
Corporation has no independent knowledge of any facts indicating that the following information is inaccurate in
any material respect, the Corporation has not independently verified this information and cannot and does not
warrant the accuracy or completeness of this information. Further, neither the State nor the Tobacco Settlement
Financing Corporation is making any representation that such information is accurate or complete in connection
with the Corporation’s issuance and sale of the Series 2021 Bonds. The Corporation’s Series 2021 Bonds are not a
debt of the State or the Tobacco Settlement Financing Corporation.
Attorney General Tobacco Compliance Bureau
The Tobacco Compliance Bureau of the Office of the New York Attorney General (the “Bureau”) is
responsible for enforcing the MSA, maintaining files of compliant NPMs by manufacturer and brand-name, and for
receiving and approving the annual compliance certifications from PMs and NPMs. Senior officers or directors of
the tobacco products manufacturers must file with the Bureau, under penalty of perjury, annual certifications of
compliance. New York State licensed cigarette stamping agents must file with the State Tax Dept. a monthly report
of all sales of cigarettes, including the NPM brands, and such sales must bear New York cigarette tax stamps.
Tobacco products distributors that are appointed to pay the tobacco products tax must file monthly reports for sales
of roll-your-own. Cigarette and roll-your-own brands and manufacturers that are not properly certified and, in the
case of cigarettes, do not bear New York cigarette tax stamps, may not be sold in New York. The State’s Qualifying
Statute provides an automatic statutory enforcement mechanism that complements the Model Statute and which
allows the State to immediately ban the stamping and selling of cigarettes from non-compliant NPMs without the
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delay of waiting for two known violations and then obtaining a judgment. Consequently, litigation is not necessary
to enforce NPM escrow compliance.
The Bureau and its predecessor units have been responsible since inception for pursuing non-compliant
NPMs. The Qualifying Statute requires that an NPM deposit funds into an escrow account for the benefit of New
York for all “units sold” in the State during the preceding year. As noted above, a “unit sold” is defined as a cigarette
upon which State excise tax has been paid and which bears the State’s excise tax stamp.
The Bureau also has taken action against PMs who have not complied with their MSA payment obligations
or to remedy violations of other provisions of the MSA. In 2006, the Bureau joined with other Settling States in
reaching a settlement with a PM (House of Prince) for selling cigarettes in the State and other states without making
MSA payments and obtained a $55.4 million settlement, including $6,486,510.53 for the State of New York. Two
states have filed suit seeking full payment by General Tobacco (VIBO Corp. d/b/a General Tobacco) of its MSA
payment obligations. Such actions will benefit all Settling States, including the State, if payments are ordered and
made. General Tobacco is no longer certified to sell cigarettes in the State. The Bureau also has participated actively
in various multi-state initiatives against certain OPMs to enforce the advertising and promotion restrictions in the
MSA.
Department of Taxation and Finance Enforcement Actions
The New York State Tax Dept., Criminal Investigations Division coordinates with the U.S. Bureau of
Alcohol Tobacco and Firearms in investigating and seizing unstamped cigarettes. The New York State Tax Dept.
may revoke or suspend the license of any New York State licensed cigarette stamping agent and the appointment
of any tobacco products distributor that violates Articles 20, 20-A and 37 of the Tax Law in regards to any cigarettes
and roll-your-own tobacco that have been sold, offered for sale or possessed for sale in the State or imported into
the State.
Department of Taxation and Finance Transaction Desk Audit Bureau Actions
The New York State Tax Dept.’s Transaction Desk Audit Bureau - Cigarette Tax and Registration and Bond
Units are responsible for licensing all New York State cigarette stamping agents and appointing all tobacco product
distributors, receiving returns filed by agents and distributors of purchases of cigarette and roll-your-own shipments
from inside and outside of the State of New York, and enforcing state and federal laws, among other duties. The State
also shares data with the U.S. Treasury’s Alcohol and Tobacco Tax Bureau and with other state revenue departments
and has used the provisions of the Federal Jenkins Act.
NEW YORK NPM SETTLEMENT
The following is a brief summary of certain provisions of the NY NPM Settlement and related information.
This summary is not complete and is subject to, and qualified in its entirety by reference to, the copy of the NY NPM
Settlement which is attached hereto as APPENDIX C-2. The State (and not the Corporation) is a party to the NY NPM
Settlement, and the summary of the NY NPM Settlement included herein has not been approved by the Attorney
General of the State.
General
The State, OPMs Philip Morris and Reynolds Tobacco, and 32 of the 52 SPMs listed by NAAG (such 32
SPMs being referred to herein as the “Settlement Agreement SPMs” or “SA SPMs” and, together with the OPMs,
the “Settlement Agreement PMs” or “SA PMs”) have entered into a settlement agreement, effective October 16,
2015, to resolve then current and potential future claims related to the NPM Adjustment under the MSA as applied to
the State (the “NY NPM Settlement” ). A copy of the NY NPM Settlement is attached as APPENDIX C-2. More
specifically, the NY NPM Settlement (i) resolves all claims by the SA PMs that they are each entitled to an NPM
Adjustment in their payment obligations to the State under the MSA for sales years 2004 through 2014 and (ii)
establishes a new set of potential future adjustments for sales years 2015 and later in lieu of the NPM Adjustment.
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According to the State’s Attorney General’s office, the SA PMs include all the SPMs who had asserted an NPM
Adjustment claim against the State.
The MSA provides that it can be amended only with the consent of the parties affected by the amendment.
No assurance can be given that the NY NPM Settlement does not constitute an amendment of the MSA or that the NY
NPM Settlement does not have an effect on parties that are not signatories to the NY NPM Settlement. If it were to be
determined that the NY NPM Settlement does have an effect on parties that are not signatories, then all or part of the
NY NPM Settlement may be unenforceable.
The SA PMs are listed below:
Monte Paz (Compania Industrial de Tabacos Monte Paz
S.A.)
OOO Tabaksfacrik Reemtsma Wolga (Russia)
P.T. Djarum
Peter Stokkebye Tobaksfabrik A/S
Premier Manufacturing Incorporated
Reemtsma Cigarettenfacbriken GmbH (Reemtsma)
Santa Fe Natural Tobacco Company, Inc.
Scandinavian Tobacco Group Lane Ltd. (formerly Lane
Limited and Tobacco Exporters International
(USA)
Ltd.)
Sherman’s 1400 Broadway N.Y.C. Inc.
Societe National d’Exploitation Industrielle des Tabacs
et Allumettes (SEITA)
Tabacalera del Este, S.A. (TABESA)
Top Tobacco, LP
U.S. Flue-Cured Tobacco Growers, Inc.
Van Nelle Tabak Nederland B.V. (Netherlands)
Vector Tobacco Inc.
Von Eicken Group
Wind River Tobacco Company, LLC

Philip Morris USA Inc. (formerly Philip Morris
Incorporated)
R.J. Reynolds Tobacco Company (formerly R.J.
Reynolds
Tobacco Company, Brown & Williamson Tobacco
Corporation and Lorillard Tobacco Company)
Commonwealth Brands, Inc.
Daughters & Ryan, Inc.
Ets L Lacroix Fils NV S.A. (Belgium)
Farmer’s Tobacco Co. of Cynthiana, Inc.
House of Prince A/S
Imperial Tobacco Limited/ITL (UK)
Imperial Tobacco Mullingar (Ireland)
Imperial Tobacco Polska S.A. (Poland)
Imperial Tobacco Production Ukraine
Imperial Tobacco Sigara ye Tutunculuk Sanayi Ve
Ticaret S.A. (Turkey)
ITG Brands, LLC (formerly known as Lignum-2, LLC)
Japan Tobacco International USA, Inc.
King Maker Marketing
Kretek International
Liggett Group, LLC

Settlement Terms Relating to Disputed Payments Account
Amounts Previously Deposited to DPA. The NY NPM Settlement provided for the release in April 2016 to
the State from the Disputed Payment Account (the “DPA”) under the MSA of the State’s proportionate share of
amounts, if any, deposited by the SA PMs for years 2004-2014 on the basis of their NPM Adjustment claims, plus the
accumulated earnings on such amount to the time of release. The DPA deposits included amounts attributable to the
SA PMs obligations to make Strategic Contribution Payments under MSA Section IX(c)(2), all of which payments
are retained by the State.
The DPA release to the State was net of credits under the NY NPM Settlement in favor of the OPMs and the
SA SPMs.
The OPMs’ credit was comprised of two components. First, each OPM was entitled to a one-time credit
against its 2016 Annual Payment equal to 10% of the amounts it deposited into the DPA for years 2004-2010 relating
to Annual Payments. Second, as described below, the OPMs collectively were entitled in April 2016 to a stipulated
$90 million Tribal NPM Packs Credit. See “—Credit to Settlement Agreement PMs for Sales in the State of Certain
NPM Cigarettes — Tribal NPM Packs Credit.”
Each SA SPM was similarly entitled to a one-time credit against its April 2016 Annual Payment relating to
the release of funds from the DPA to the State. This SA SPM credit is equal to the product of the aggregate of the
OPMs’ credits for years 2004-2010 multiplied by a fraction, the numerator of which is the SA SPM’s “Potential
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Maximum NPM Adjustment” for 2004-2010 and the denominator of which is the OPMs’ collective “Potential
Maximum NPM Adjustment” for 2004-2010. (For the definition of “Potential Maximum NPM Adjustment” as applied
to the OPMs collectively and to each SA SPM separately, see the copy of the NY NPM Settlement attached hereto as
APPENDIX C-2.) Information with respect to the Potential Maximum NPM Adjustment amounts of the PMs is
available on the NAAG website.
Amounts Not Yet Deposited to DPA. The NY NPM Settlement separately addresses claimed NPM
Adjustment amounts for years, both prior and future, for which such amounts had not been deposited to the DPA as
of NY NPM Settlement effective date - namely, (i) the 2013 and 2014 NPM Adjustments for the OPMs and two of
the SA SPMs, Tabacalera del Este, S.A. (“TABESA”) and U.S. Flue Cured Tobacco Growers, Inc. (“U.S. FlueCured”) and (ii) the NPM Adjustments for subsequent years for all SA PMs. For the OPMs, TABESA and U.S. FlueCured, each is required to deposit into the DPA on April 15 of each year, beginning in 2016, the State’s Allocable
Share of such SA PM’s Potential Maximum NPM Adjustment for the year preceding the year of payment by three
years (for example, the 2016 deposit was for 2013), provided, however, that such deposits when made shall be
immediately released to the State pursuant to instructions from each such SA PM and the State to the Independent
Auditor. For the remaining SA SPMs, similar arrangements apply except that the Potential Maximum NPM
Adjustment amounts due each April 15, beginning in 2016, that are to be deposited to and immediately released to the
State from the DPA shall be for the immediately preceding year.
Credit to Settlement Agreement PMs for Sales in the State of Certain NPM Cigarettes
The NY NPM Settlement provides for two credits against the SA PMs’ payment obligations under the MSA
related to annual sales of NPM cigarettes in the State beginning in 2015: the Tribal NPM Packs Credit and the NonCompliant SET-Paid NPM Sales Credit (each of which is described below). The two credits are separately calculated
and are not in any way linked.
Tribal NPM Packs Credit
General. One credit under the NY NPM Settlement, referred to herein as the “Tribal NPM Packs Credit,”
relates to NPM cigarettes sold to State non-tribal consumers without payment of the State’s cigarette excise tax
(“SET”) that (i) are sold, shipped or distributed, directly or indirectly on or through Native American reservations
located in the State, including where the NPM cigarettes are sold, shipped, distributed or routed through such a
reservation for sale to consumers elsewhere, (ii) are manufactured, sold, shipped or distributed by a person or entity
having or claiming status as, ownership by, membership in or other affiliation with a State Native American tribe or
one or more members thereof, or (iii) have any association with a State Native American tribe or a State Native
American that forms any part of the reason why the State did not collect SET on the NPM cigarettes. Packs of such
NPM cigarettes are referred to herein as “Tribal NPM Packs” .
The NY NPM Settlement states that (a) “a Native American reservation located in New York includes any
area within the geographic boundaries of the State of New York that is recognized as a tribal reservation, tribal land,
qualified reservation, Indian country or Indian trust land by federal law, New York law or both” and (b) a State “Native
American tribe includes Cayuga Nation, Oneida Nation of New York, Onondaga Nation, Poospatuck or Unkechauge
Nation, St. Regis Mohawk Tribe, Seneca Nation of Indians, Shinnecock Indian Nation, Tonowanda Band of Seneca,
Tuscarora Nation and any other tribe or Indian nation that has a Native American reservation located in New York or
that is recognized as a Native American tribe or Indian Nation located in New York by federal law, New York law or
both.”
Background Information. There are eight areas in the State that contain tracts of land owned by the U.S.
government as Native American reservations or as non-reservation Native American lands held in trust for a
recognized tribe by the U.S. government. Three of these areas are reservations of the Seneca Nation of Indians, and
the other areas are reservations or trust lands of, respectively, the Oneida Nation of New York, the Onondaga Nation,
the Akwesasne (a/k/a the St. Regis Mohawk), the Tonawanda Band of Senecas, and the Tuscarora Nation.
The federal reservations vary greatly in size. According to U.S. Census Bureau data, the two largest are the
Seneca Nation of Indians’ Alleghany and Cattaraugus Reservations, which the U.S. Census Bureau lists at 40.89 acres
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and 33.55 acres, respectively. The third Seneca Nation reservation, Oil Springs, is approximately one square mile in
area. In order of size, the next four largest reservations, according to the U.S. Census Bureau, are St. Regis Mohawk
(18.94 sq. miles), Tonawanda Band of Senecas (11.8 sq. miles), Onondaga Nation (9.25 sq. miles), and Tuscarora
(9.08 sq. miles). With the exceptions of the Onondaga Nation reservation in central New York and the St. Regis
Mohawk reservation in the northern part of the State bordering the St. Lawrence River and Canada, all of the federal
reservations are in Western New York.
The Oneida Nation federal “reservation” identified by the U.S. Census Bureau is an area of less than onetenth of an acre in Madison County in central New York. However, there are over 13,000 acres (over 20 sq. miles),
representing the aggregate area of hundreds of parcels in Oneida and Madison Counties that have been acquired by
the Oneida Nation and accepted as Indian trust land by the U.S. These are described in the Oneida Nation Agreement.
That agreement recognizes that such approximately 13,000 acres, plus an additional area of approximately 12,000
acres in Oneida and Madison Counties reacquired by the Oneida Nation, shall be exempt from State and local property
taxation, and shall be treated as “Oneida Nation Land” from which sales of cigarettes can be made exempt from the
SET, but subject to an equivalent Oneida Nation cigarette tax.
Neither the Shinnecock Indian Nation, the Unkechaug (a/k/a the Poospatuck Indians), nor the Cayuga Nation
have a federal reservation, although both the Shinnecock Indian Nation and the Unkechaug have small reservations
(1.35 sq. miles and 0.11 sq. miles, respectively) in the County recognized by the State. The Shinnecock Indian Nation
is a federally recognized tribe and its reservation has been accepted by the U.S. as Indian trust land. The Unkechaug
are not currently a federally recognized tribe.
The Cayuga Nation currently has no land held in trust for it as a reservation by either the State or the U.S.
However, the State’s highest court, the Court of Appeals, determined in a 2010 decision that Cayuga Nation
members can sell untaxed cigarettes from two venues they own, one in the Village of Union Springs in Cayuga
County, and one in the hamlet of Seneca Falls in Seneca County. Both sites are in parts of the approximately 64,000acre area around Cayuga Lake, part in Seneca County and part in Cayuga County, that was set aside as a reservation
for the Cayuga Indians under a 1794 federal treaty, but later conveyed to the State and others in transactions that
were not approved by the federal government as required by applicable federal law. Cayuga Indian Nation of New
York v. Gould. The Cayuga Nation is also reported to have applications pending before the U.S. Bureau of Indian
Affairs (“BIA”) to have approximately 125 acres of its historic reservation accepted by the BIA as Indian trust
lands.
[Remainder of Page Intentionally Left Blank]
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The table below lists the counties in which the Native American lands described above are located:

Tribe or Nation
Seneca Nation of
Indians

Federally
Recognized

Reservation
and/or Other
Property

Location by County
of Reservation or
Other Property

Yes

Allegany Res.

Cattaraugus

Cattaraugus Res.

Erie, Cattaraugus & Chautauqua

Oil Springs Res.

Alleghany & Cattaraugus
Cayuga & Seneca
Madison & Oneida
Onondaga

Cayuga Nation
Oneida Nation of New York

Yes
Yes

Onondaga Nation

Yes

Unkechaug Nation
Shinnecock Indian
Nation

No

Other Property
Oneida Res. and
Other Property
Onondaga Res.
Poospatuck Res.
(State)

Yes

Shinnecock Res.

Suffolk

Akwesasne

Yes

St. Regis Mohawk

Tonawanda Band of Senecas
Tuscarora Nation

Yes
Yes

Tonawanda
Tuscarora

Franklin
Erie, Genesee &
Niagara
Niagara

Suffolk

Fixed Tribal NPM Packs Credits. The Tribal NPM Packs Credit for years 2011-2014 were stipulated by the
parties to the NY NPM Settlement to be $90 million a year for the OPMs (based on stipulated sales of 150 million
Tribal NPM Packs a year), plus a credit for each SA SPM equal to the $90 million multiplied by a fraction, the
numerator of which is the SA SPM’s “Potential Maximum NPM Adjustment” for the year, and denominator of which
is the OPMs’ aggregate “Potential Maximum NPM Adjustment” for the year (as such quoted terms are defined in the
NY NPM Settlement), plus interest at the Prime Rate added from April 15, 2016 on credits taken in 2017-2019. The
credits for 2011-2014 are referred to herein as “Fixed Tribal NPM Packs Credits”. The Fixed Tribal NPM Packs
Credit for 2011 was taken as a credit against the April 2016 payment to the State discussed above.
Variable Tribal NPM Packs Credits. For years after 2014, the Tribal NPM Packs Credit under the NY NPM
Settlement is referred to herein as the “Variable Tribal NPM Packs Credit.” The Variable Tribal NPM Packs Credit
for the OPMs is based on an estimate of the annual amount of Tribal NPM Packs sales as determined by an investigator
(the “Investigator”) to be agreed upon by the SA PMs and the State (or, failing agreement on the selection of the
Investigator, by the International Institute for Conflict Prevention & Resolution (“CPR”) of New York, New York,
or CPR’s successor), multiplied by the following per pack amounts, which, beginning with the Tribal NPM Packs
Credit for sales year 2015 (taken against the Annual Payments due in 2017), shall be subject to adjustment in
accordance with the inflation adjustment of the MSA (with 2015 as the base year):
Volume of Tribal NPM
Packs Sold in the Year
(in millions)

Per Pack Credit Without
Inflation Adjustment
(in cents)

125 or more
100 or more, but less than 125
75 or more, but less than 100
50 or more, but less than 75
Less than 50

70
67
60.33
53.67
47
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Neither the Native American manufacturers of cigarettes located in the State nor the Native American sellers
of Native American-made cigarettes located in the State (excepting only the Oneida Nation cigarette sellers) report
publicly or to the State any information regarding the quantities of untaxed Native American-made NPM cigarettes
they manufacture or sell. In all cases, the per pack credit associated with a particular estimated annual volume level
as determined by the Investigator will apply to all of the estimated Tribal NPM Packs for the year. Thus, for example,
if the Investigator were to estimate annual Tribal NPM Packs sales of 150 million, the credit would equal the product
of 150 million multiplied by 70 cents multiplied by the applicable inflation adjustment, and if the Investigator were to
estimate annual Tribal NPM Packs sales of 85 million, the credit would equal the product of 85 million multiplied by
60.33 cents multiplied by the applicable inflation adjustment.
For each SA SPM, the Variable Tribal Packs Credit for each of years 2015 and later is equal to the aggregate
OPMs’ Variable Tribal Packs credit for the year multiplied by a fraction, the numerator of which is the SA SPM’s
Potential Maximum NPM Adjustment under the MSA for the year, and the denominator of which is the aggregate
OPMs’ Potential Maximum NPM Adjustment for the year.
The Variable Tribal Packs Credit for 2015 and any later year shall be applied to the SA PMs’ payments
pursuant to the MSA due on the April 15 during the calendar year two years following the year for which the payment
is calculated. For example, the Variable Tribal Packs Credit for 2020 shall be applied to the MSA payments due on
April 15, 2022.
Thus, under the terms of the NY NPM Settlement, for a three-year period, 2017 through 2019, the SA PMs
were entitled to reduce their Annual Payments by both Fixed Tribal NPM Packs Credits for years 2012 through 2014
and Variable Tribal NPM Packs Credits for years 2015 through 2017. Starting in payment year 2020, only the
Variable Tribal NPM Packs Credit applies. The Variable Tribal Packs Credit for sales years 2015 and later is based
on the determination of the Investigator. The NY NPM Settlement states that determinations by the Investigator of
the number of Tribal NPM Packs shall be conclusive, final and binding on all parties and no appeal, request for vacatur
or modification or other challenge to the determinations shall be permitted (although, if either the State or the PMs (as
a side) fails to provide material information that it was required to provide, the other side may request the Investigator
to reopen and revise its findings for a year).
The parties to the NY NPM Settlement shall select an Investigator once every four years (except as the parties
otherwise agree or if there is good cause shown to terminate an Investigator’s term early based on actions that fall
outside accepted professional practice). An Investigator will make two determinations during its four-year term, each
determination to apply for two years (meaning, for example, that the Investigator’s determination of the 2019 volume
of Tribal NPM Packs shall be deemed the volume for 2020 as well). In 2020, Kroll Associates, Inc., a division of
Duff & Phelps (“Kroll Associates”) was selected as Investigator in order to determine the 2019 volume of Tribal
NPM Packs. Its report with respect to the 2019 volume of Tribal NPM Packs was released in February 2021.
Except as described in the second succeeding paragraph, by April 15 of the year following the year for
which the Investigator is to make a determination of Tribal NPM Packs, each of the State on the one hand and the
SA PMs having more than one percent Market Share (as defined in the MSA) on the other (each a side) will provide
to the other side all information in its possession or control that it will submit to the Investigator within the next 45
days, and each side has 30 days to respond to the other side’s submission. The submissions and responses of each
side may include whatever the side believes will be helpful to the Investigator (provided that the submissions and
responses by a side shall not include or rely on any information which the side was required to provide to the other
side prior to April 15 as described above). In the event a side includes or relies on information in violation of the
restriction described in the preceding sentence or provides additional information within ten days prior to the due
date for responses, the other side may make a further submission addressing the additional information within 30
days of its receipt.
The NY NPM Settlement provides that (a) the Investigator shall conduct its investigation in accordance with
accepted professional practice and, in so doing, will have full discretion to consider the State’s and the SA PMs’
submissions and responses, to conduct independent research and investigate activities, and to make requests of the
parties, (b) the Investigator’s findings are due within 120 days of the parties’ initial submissions, unless the parties
agree to extend that period, (c) the findings shall consist of the Investigator’s best professional estimate, based on its
investigation, of the number of Tribal NPM Packs in the prior year, along with an explanation of its findings, and (d)
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the Investigator’s findings shall be confidential and shall not be used for any purpose other than implementation of
the NY NPM Settlement. The NY NPM Settlement provides that the parties’ initial submissions to the Investigator
are due no later than May 31 in the year after the year for which the determination is being made. Hence, the
Investigator’s determination is due by the end of September absent an extension agreed to by the parties. The State
Attorney General’s office reported that the deadlines described in the preceding two paragraphs were extended for the
initial determination of NPM Tribal Packs (for sales years 2015 and 2016).
In April 2019, the State Attorney General’s Office announced that for the 2015 sales year, the Investigator
determined that the volume of Tribal NPM Packs was 175 million. Per the terms of the NY NPM Settlement, that
2015 Tribal NPM Pack figure was then applied to the payments due in 2018 and 2019.
For both the 2017 and 2018 sales years (i.e., 2019 and 2020 disbursement years, respectively), the State and
PMs have stipulated that the figure representing the volume of Tribal NPM Packs was 175 million. This figure is not
an admission by either the State or the PMs as to (a) the actual volume of Tribal NPM Packs sold in New York during
2017 and 2018; or (b) the actual collection or non-collection of New York Excise Tax relating to any such actual sales
of Tribal NPM Packs during 2017 and 2018.
In February 2021, Kroll Associates released its report with respect to the 2019 volume of Tribal NPM Packs.
Kroll Associates determined that the volume of Tribal NPM Packs was 165.9 million for the 2019 sales year. Per the
terms of the NY NPM Settlement, the 2019 Tribal NPM Pack figure was applied to payments due in 2021 and will be
applied to payments due in 2022.
In the NY NPM Settlement, the SA PMs release and discharge the State from any claims by the SA PMs
based on or arising under or related to the NPM Adjustment or any contention by the SA PMs that the State’s policy
of not collecting State cigarette excise tax on Tribal NPM Packs violates or breaches any requirement or standards
under the MSA (except as provided in Section III.B.10 of the NY NPM Settlement). See APPENDIX C-2—”NEW
YORK NPM SETTLEMENT”.
The NY NPM Settlement also provides that if the State has (at any time) a law, regulation, systematic policy
or agreement of not collecting State cigarette excise tax on any NPM cigarettes sold to State consumers other than
Tribal NPM Packs, those NPM cigarettes will be included in the volume of cigarettes to which the Tribal NPM Pack
credit applies, and the Investigator will determine the volume of such NPM cigarettes as part of its investigation under
the process described above.
Non-Compliant SET-Paid NPM Sales Credit
The “Non-Compliant SET-Paid NPM Sales Credit” relates to sales of NPM cigarettes on which State
cigarette tax was paid but there was not compliance with the escrow deposit requirement of the State’s Qualifying
Statute or the required escrow deposit was made but then released other than pursuant to the terms of the State’s
Qualifying Statute (“Non-Compliant SET-Paid NPM Cigarettes”). The amount of the Non-Compliant SET-Paid
NPM Sales Credit for the OPMs for any sales year, beginning with 2015, is equal to number of Non-Compliant
SET-Paid NPM Cigarettes on which the State collected its SET during the year multiplied by an amount, per
cigarette, equal to three times the per cigarette escrow amount for the year under the State’s Qualifying Statute. The
per cigarette escrow amount for 2015 under the State’s Qualifying Statute was the 2007 amount of $0.0188482 as
adjusted for inflation consistent with the Inflation Adjustment under the MSA, or $0.0241270 per cigarette.
The Non-Compliant SET-Paid NPM Sales Credit, if any, shall be applied to the SA PMs’ payments due on
April 15 during the calendar year two years following the year for which the credit is calculated. For example, the
credit for sales year 2020 will be applied to the April 15, 2022 payments under the MSA and be added to the
applicable Tribal NPM Credits.
The NY NPM Settlement provides both (a) a safe harbor for the State to avoid in any year the NonCompliant SET-Paid NPM Sales Credit and (b) an option for the SA PMs to elect to receive either the NonCompliant SET-Paid NPM Sales Credit or to apply the NPM Adjustment under the MSA, with both the safe harbor
and the SA PM election dependent on the level of sales of Non-Compliant SET-Paid NPM Cigarettes.
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Under the safe harbor provisions, the State can totally avoid the Non-Compliant SET-Paid NPM Sales
Credit by demonstrating that either (a) the total number of Non-Compliant SET-Paid NPM Cigarettes sold during
the year did not exceed 4% of all NPM cigarettes on which SET was paid during the year or (b) the total number of
Non-Compliant SET-Paid NPM Cigarettes sold during the year did not exceed two million cigarettes.
The SA PMs can elect to receive the Non-Compliant SET-Paid NPM Sales Credits for the year or to apply
the NPM Adjustment under the MSA for the year if (A) the number of NPM cigarettes on which SET was paid
during the year equals or exceeds 40 million, and (B) at least 20% of such SET-paid NPM cigarettes are NonCompliant SET-Paid NPM Cigarettes. Receipt of Non-Compliant SET-Paid NPM Sales Credits will be deemed
selected by the SA PMs unless SA PMs with at 87 percent of market share in the year in question chose to apply the
NPM Adjustment in the MSA. In either event, the Tribal NPM Packs Credit would continue. See “STATE LAWS
RELATED TO MSA-State Enforcement Agencies” for a discussion of the State’s cigarette tax enforcement
framework.
With respect to the 4% and 20% thresholds included in the two tests, the State Attorney General’s office
reported in its “NYS Settlement Agreement Supplemental Guidance” dated December 21, 2015 that since 2003 the
total number of Non-Compliant SET-Paid NPM cigarettes sold in any year has not exceeded 1% of all NPM
cigarettes on which State cigarette tax was paid.
Calculation of the Non-Compliant SET-Paid NPM Sales Credit will be based on information provided by
the State by July 15 of the year following the year for which the credit is being calculated to establish (a) the amount
of escrow deposited by or on behalf of each NPM for the year at issue on NPM cigarettes on which SET was paid
(as well as releases or refunds of escrow), (b) the number of NPM cigarettes on which SET was paid in the year at
issue, and (c) the basis for any claimed exclusion of NPM cigarettes from being Non-Compliant SET-Paid NPM
Cigarettes by virtue of (i) recovery at the escrow rate by the State on an escrow bond posted pursuant to State law
(without release of any of the amount recovered other than pursuant to the State’s Qualifying Statute), or (ii) an
automatic stay in a federal bankruptcy proceeding or by other court order to the effect that enforcing escrow deposits
is barred by federal or State constitutional law (other than State constitutional provisions added after December 14,
2012 or State constitutional law related to sovereign immunity or other Native American issues).
Other Provisions of the NY NPM Settlement
Arbitration of Disputes
Except as otherwise provided therein, disputes under the NY NPM Settlement shall be resolved through
binding arbitration between the interested SA PMs (as a side) and the State (as a side).
RYO Cigarettes
For purposes of determining the amount of Non-Compliant SET-Paid NPM Cigarettes used in calculating
the Non-Compliant SET-Paid NPM Sales Credit, references to a number of cigarettes include roll-your-own tobacco
with 0.09 ounce of “roll-your-own” tobacco constituting one cigarette. For all other purposes of the NY NPM
Settlement, references to a number of cigarettes include roll-your-own tobacco with 0.0325 ounce of roll-your-own
tobacco constituting one cigarette.
[Remainder of This Page Intentionally Left Blank]
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NEW YORK CONSENT DECREE
There follows a brief description of the Consent Decree. This description is not complete and is subject to,
and qualified in its entirety by reference to, the Consent Decree, a copy of which is attached hereto as APPENDIX C1.
Introduction and Overview
On December 23, 1998, the Consent Decree and Final Judgment (as corrected on April 14, 1999, the
“Consent Decree”), which governs the class action portion of New York State’s action against the tobacco companies,
was entered in the Supreme Court of the State of New York for New York County. The Consent Decree contains
provisions governing, among other things: (i) the jurisdiction of the court over the parties; (ii) the scope of the Consent
Decree; (iii) the required monetary payments by the PMs; (iv) the marketing restrictions and other equitable relief;
and (v) the mechanism for enforcing the provisions of the MSA and the Consent Decree. With respect to the intrastate matters, the Consent Decree provides for: (a) the allocation of the amounts in the New York state-specific account
among the State, The City of New York the “City”), the County and the other counties of New York; (b) limitations
on the rights of the City, the County and the other counties to enforce the provisions of the Consent Decree; and (c) the
release and dismissal of claims by the City, the County and the other counties. The Consent Decree was affirmed by
the Appellate Division and is not subject to further appeal.
Calculating the County’s Share of the Accounts and Flow of Funds
According to the formula set forth in the MSA, the State is entitled to 12.7620310% of the total amount of
Annual Payments deposited in the national escrow account. The allocation of the State’s share of Annual Payments
to be made pursuant to the MSA to the State, the City, the County and the other counties of New York is set forth in
the Consent Decree, which provides that the County is to receive 2.673% of the State’s share of Annual Payments.
Rights to Enforce Provisions of the Consent Decree
In addition to allocating the Annual Payments among the State, the City, the County and the other counties,
the Consent Decree defines who may enforce the provisions of the Consent Decree. The Consent Decree expressly
states that it only confers rights upon, and may be enforced only by, the State or a PM (or other Released Party under
the MSA). As a result, only the State is entitled to enforce the PMs’ payment obligations, and the State is prohibited
expressly from assigning or transferring its enforcement rights. The Consent Decree does provide, however, that the
City, the County or the other counties may enforce their payment rights against the State, the City, the County or
against other counties.
Release and Dismissal of Claims
The Consent Decree further provides that, effective upon the occurrence of State-Specific Finality in the
State, the City, the County and the other counties unconditionally will release and discharge all released claims against
all Released Parties to the same extent that the State released its claims pursuant to the MSA. The City, the County
and the other counties of New York have agreed that, after the occurrence of State-Specific Finality, they will not seek
to establish civil liability against any Released Party upon any released claim and that such agreement will be a
complete defense to any such civil action or proceeding.
CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY
The following description of the domestic tobacco industry has been compiled from certain publicly available
documents of the tobacco companies and their current or former parent companies, certain publicly available
analyses of the tobacco industry, and other public sources. Certain of those companies currently file annual, quarterly
and certain other reports with the SEC. Such reports are available on the SEC’s website (www.sec.gov) and upon
request from the SEC’s Investor Information Service, 100 F Street, NE, Washington, D.C. 20549 (phone: (800) SEC0330 or (202) 551-8090; e-mail: publicinfo@sec.gov). The following information does not, nor is it intended to,
provide a comprehensive description of the domestic tobacco industry, the business, legal and regulatory environment
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of the participants therein, or the financial performance or capability of such participants. Although the Corporation
has no independent knowledge of any facts indicating that the following information is inaccurate in any material
respect, the Corporation has not independently verified this information and cannot and does not warrant the accuracy
or completeness of this information. To the extent that reports submitted to the MSA Auditor by the PMs pursuant to
the requirements of the MSA provide information that is pertinent to the following discussion, including market share
information, the Attorney General of the State has not consented to the release of such information pursuant to the
confidentiality provisions of the MSA. Prospective investors in the Series 2021 Bonds should conduct their own
independent investigations of the domestic tobacco industry to determine if an investment in the Series 2021 Bonds is
consistent with their investment objectives.
MSA payments are computed based in large part on cigarette shipments in or to the 50 states of the United
States, the District of Columbia and Puerto Rico. The quantities of cigarettes shipped and cigarettes consumed within
the 50 states of the United States, the District of Columbia and Puerto Rico may not match at any given point in time
as a result of various factors, such as inventory adjustments, but are substantially the same when compared over a
period of time.
Retail market share information, based upon shipments or sales as reported by the OPMs for purposes of
their filings with the SEC, may be different from Relative Market Share for purposes of the MSA and the respective
obligations of the PMs to contribute to Annual Payments. The Relative Market Share information reported is
confidential under the MSA, except to the extent reported by NAAG. See “SUMMARY OF THE MASTER
SETTLEMENT AGREEMENT—Overview of Payments by the Participating Manufacturers; MSA Escrow Agent”
and “—Annual Payments.” Additionally, aggregate market share information, based upon shipments as reported by
OPMs and reflected in the chart below entitled “Manufacturers’ Domestic Market Share of Cigarettes” is different
from that utilized in the Pledged Revenues Projection Methodology and Assumptions. See “PLEDGED REVENUES
PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS.”
Industry Overview
According to NAAG, the OPMs accounted for approximately 79.97% (measuring roll-your-own cigarettes
at 0.0325 ounces per cigarette conversion rate) of the U.S. domestic cigarette market in sales year 2020. See “—
Industry Market Share” below. The market for cigarettes in the U.S. divides generally into premium and discount
sales.
Philip Morris USA Inc. (“Philip Morris”), a wholly-owned subsidiary of Altria, is the largest tobacco
company in the U.S. Prior to a name change on January 27, 2003, Altria was named Philip Morris Companies Inc.
In its Form 10-K filed with the SEC for the calendar year ended December 31, 2020, Altria reported that Philip
Morris’s domestic cigarette market share for the year ended December 31, 2020 was 49.2% (based on retail sales data
from IRI/Management Science Associate, Inc., a tracking service that uses a sample of stores and certain wholesale
shipments to project market share and depict share trends), compared to 49.8% for 2019 and 50.3% for 2018. In its
Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, Altria reported that Philip Morris’s
domestic cigarette market share for the second quarter of 2021 was 49.0% (based on retail sales data from
IRI/Management Science Associate, Inc.), compared to 49.0% for the first quarter of 2020. Philip Morris’s major
premium brands are Marlboro, Virginia Slims and Parliament (with Marlboro representing approximately 88.3% of
Philip Morris’s domestic cigarette shipment volume during the first quarter of 2021, according to Altria’s Form 10-Q
filed with the SEC for the six-month period ended June 30, 2021). Marlboro is also the largest selling cigarette brand
in the U.S., with approximately (i) 43.0% and 43.3% of the U.S. domestic retail share for the years ended December
31, 2020 and 2019, respectively, according to Altria in its Form 10-K filed with the SEC for the calendar year ended
December 31, 2020 and (ii) 43.2% and 42.7% of the U.S. domestic retail share for the first quarters of years 2021 and
2020, respectively, according to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30,
2021, and has been the world’s largest-selling cigarette brand since 1972. Philip Morris’s principal discount brands
are Basic and L&M. In 2009, Altria acquired UST LLC, whose subsidiary, U.S. Smokeless Tobacco Company LLC
(“UST”), is the leading producer of smokeless tobacco in the U.S. On May 22, 2018, Altria announced the creation
of two divisions within Altria—one division for traditional cigarettes, pipe tobacco, cigars and snuff, and a second
division for innovative, non-combustible, reduced-risk products such as vapor products. Altria reported that the new
structure is expected, among other things, to accelerate innovation. In its Form 10-Q filed with the SEC for the sixmonth period ended June 30, 2021, Altria disclosed a vision to responsibly lead the transition of adult smokers to a
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smoke-free future. According to Altria in its SEC filings, on March 8, 2019, Altria completed its acquisition, through
a subsidiary, of a $1.8 billion, 45% economic and voting interest in Cronos Group Inc., a global cannabinoid company
headquartered in Toronto, Canada, and in December 2018, Altria purchased, through a wholly-owned subsidiary,
shares of non-voting convertible common stock of Juul Labs, Inc., representing a 35% economic interest, for $12.8
billion (Altria’s economic interest in Juul Labs, Inc. remained at 35% at June 30, 2021, according to Altria in its Form
10-Q filed with the SEC for the six-month period ended June 30, 2021). Altria reported in its Form 10-Q filed with
the SEC for the six-month period ended June 30, 2021 that for the six-month period ended June 30, 2021, Altria
recorded a non-cash pre-tax unrealized loss of $100 million for the first quarter of 2021 as a result of a decrease in the
fair value of JUUL. The carrying value of Altria’s investment in JUUL was $1.7 billion at December 31, 2020. Juul
Labs, Inc. is engaged in the manufacture and sale of e-vapor products globally. On April 1, 2020, the U.S. Federal
Trade Commission (“FTC”) filed an administrative complaint alleging that Altria’s acquisition of a 35% economic
interest in Juul Labs, Inc. eliminated competition in violation of federal antitrust laws. According to Altria in its Form
10-Q filed with the SEC for the six-month period ended June 30, 2021, the administrative trial took place before an
FTC administrative law judge in June 2021, with any decision by the administrative law judge to be subject to review
by the FTC on its own motion or at the request of any party, following which the FTC will issue a ruling, to be subject
to appellate review. If the FTC’s challenge is successful, the FTC may order a broad range of remedies, including
divestiture of Altria’s minority investment in Juul Labs, Inc. and rescission of the transaction and all associated
agreements. See “—E-Cigarettes and Vapor Products” below.
R.J. Reynolds Tobacco Company (“Reynolds Tobacco”) is the second-largest tobacco company in the U.S.
Reynolds Tobacco is a wholly-owned subsidiary of Reynolds American Inc. (“Reynolds American”), which in turn
is a wholly-owned subsidiary of British American Tobacco p.l.c. (“BAT”) following BAT’s acquisition on July 25,
2017 of the approximately 58% of Reynolds American stock not then owned by BAT. As a result of the acquisition
by BAT, Reynolds American no longer files quarterly or annual reports with the SEC. BAT is subject to applicable
SEC reporting obligations as a foreign private issuer. BAT is responsible for Reynolds Tobacco’s payment obligations
under the MSA as a result of the acquisition of Reynolds Tobacco’s parent company Reynolds American. In an earlier
merger, in June 2015, Reynolds American acquired Lorillard, Inc., the parent company of Lorillard Tobacco Company
(“Lorillard”), the then third-largest tobacco company in the U.S., with Reynolds Tobacco continuing as the surviving
entity. In yet an earlier merger, in July 2004, the U.S. operations of Brown & Williamson Tobacco Corporation
(“B&W”) (the then third-largest tobacco company in the U.S.) were combined with Reynolds Tobacco. In its
preliminary results for the year ended December 31, 2019, BAT reported that its U.S. retail cigarette market share at
December 31, 2019 increased 30 basis points from 2018, and in its half-year report for the six months ended June 30,
2020, BAT reported that its U.S. cigarette market share increased 30 basis points. In its Annual Report on Form 20F for the year ended December 31, 2018, BAT reported that its U.S. retail cigarette market share at December 31,
2018 declined 20 basis points from 2017. In its Annual Report for calendar year 2017, BAT reported a U.S. market
share of 34.7%. In its Form 10-K filed with the SEC for the calendar year 2016, Reynolds American reported that
Reynolds Tobacco’s domestic retail cigarette market share at December 31, 2016 and December 31, 2015 was 32.3%.
Reynolds Tobacco’s major premium brands are Newport (which it acquired in the 2015 merger with Lorillard) and
Camel, and its discount brands include Pall Mall and Doral. BAT, through Reynolds American, is also the parent
company of American Snuff Company, LLC, the second-largest smokeless tobacco products manufacturer in the U.S.,
and Santa Fe Natural Tobacco Company, Inc. (“Santa Fe Natural Tobacco Company”), an SPM that manufactures
a super-premium cigarette brand.
Contemporaneous with the 2015 merger of Lorillard, Inc. into Reynolds American, Imperial Tobacco Group
PLC, currently named Imperial Brands PLC (“Imperial Tobacco”) (through its subsidiary ITG Brands, LLC, an SPM
under the MSA), purchased Reynolds Tobacco’s Kool, Salem and Winston cigarette brands, Lorillard, Inc.’s Maverick
cigarette brand and blu eCig electronic cigarette brand, and other assets. Imperial Tobacco is listed on the London
Stock Exchange and does not file quarterly or annual reports with the SEC. According to Imperial Tobacco’s fullyear results for the fiscal year ended September 30, 2020, Imperial Tobacco’s market share in the U.S. tobacco market
at fiscal year-end 2020 was 8.9% (representing an increase from 8.8% at fiscal year-end 2019), making it the thirdlargest tobacco company in the U.S. market. In accordance with Section XVIII(c) of the MSA, which states that “[n]o
Original Participating Manufacturer may sell or otherwise transfer or permit the sale or transfer of any of its Cigarette
brands, Brand Names, Cigarette product formulas or Cigarette businesses … to any person or entity unless such person
or entity is an Original Participating Manufacturer or prior to the sale or acquisition agrees to assume the obligations
of an Original Participating Manufacturer with respect to such Cigarette brands, Brand Names, Cigarette product
formulas or businesses,” the OPM payment obligations under the MSA with respect to the cigarette brands, brand
94

names, cigarette product formulas and businesses acquired by Imperial Tobacco from Reynolds Tobacco and Lorillard
have been assumed and continued by Imperial Tobacco. Imperial Tobacco also is the parent company of
Commonwealth Brands, Inc. (“CBI”), an SPM under the MSA, which markets deep discount brands in the U.S.,
including USA Gold, Sonoma and Fortuna.
Based on the domestic retail market shares discussed above, the remaining share of the U.S. retail cigarette
market was held by a number of other cigarette manufacturers, including Liggett Group LLC (“Liggett”) (the
operating successor to the Liggett & Myers Tobacco Company), an SPM under the MSA and a wholly-owned
subsidiary of Vector Group Ltd. (“Vector Group Ltd.”). In its Form 10-K filed with the SEC for the calendar year
2020, Vector Group Ltd. reported that the domestic market share of its Liggett subsidiary was 4.1% in 2020, 4.0% in
2019, and 4.0% in 2018. According to Vector Group Ltd. in its SEC filings, Liggett and Vector Tobacco are required
to make payments under the MSA to the extent such companies’ market shares exceed approximately 1.65% and
approximately 0.28%, respectively, of the U.S. cigarette market (with the MSA payment obligations based on each
respective company’s incremental market share above the aforementioned minimum thresholds). Vector Group Ltd.’s
core brands include Pyramid, Eagle 20’s, Montego, Grand Prix and Liggett Select, all of which are in the discount
segment.
Industry Market Share
The following table sets forth the approximate comparative market share positions of the leading producers
of cigarettes in the U.S. tobacco industry. Lorillard is included for historical comparison. Individual domestic
manufacturers’ market shares presented below are derived from the publicly available documents of the respective
manufacturers and, as a result of differing methodologies used by the manufacturers to calculate market share, may
not be accurate.
MANUFACTURERS’ DOMESTIC MARKET SHARE OF CIGARETTES1
Calendar Year
Manufacturer
Philip Morris
Reynolds Tobacco2
Imperial Tobacco3
Lorillard4
Other5

__________________
1

2

3

4

5

2013

2014

2015

2016

2017

2018

2019

2020

50.7%
26.0
---14.9
8.4

50.9%
26.5
---15.1
7.5

51.3%
32.0
9.5
---7.2

51.4%
32.3
9.2
---7.1

50.7%
34.7
8.7
---5.9

50.1%
34.5
8.7
---6.7

49.7%
34.8
8.8
---6.7

49.2%
34.9
8.9
---7.0

Aggregate market share as reported above is different from that used in the Pledged Revenues Projection Methodology and Assumptions. In
addition, aggregate market share for a given year is as reported in SEC filings for such year and has not been restated due to changes in reporting
for subsequent years, if any, or otherwise. Shipments to retail outlets as reported by MSAI do not reflect actual consumer sales and do not
track all volume and trade channels, and accordingly, the data may overstate or understate actual market share.
Reynolds Tobacco’s market share for 2014 and prior years is based on market share information prior to the merger with Lorillard. Reynolds
Tobacco’s 2015 market share assumes that cigarette brands acquired in the merger were part of Reynolds Tobacco’s portfolio for the entire
period, and also reflects for that entire period the divestiture of assets to Imperial Tobacco. Data for calendar years 2017 onward is as reported
by BAT.
As of fiscal year-end September 30. According to Imperial Tobacco’s annual report for its fiscal year ended September 30, 2015, the 2015
amount shown reflects the combined performance of U.S. operations before and after the acquisition of the above-described assets of Reynolds
Tobacco and Lorillard, which occurred in such fiscal year. For fiscal years 2014 and prior, Imperial Tobacco is included in “Other.”
Lorillard utilized MSAI market share data in its SEC reports. MSAI divides the cigarette market into two price segments, the premium price
segment and the discount or reduced price segment. MSAI’s information relating to unit sales volume and market share of certain of the
smaller, primarily deep discount, cigarette manufacturers is based on estimates derived by MSAI.
The market share specified in “Other” has been determined by subtracting the total market share percentages of Philip Morris, Reynolds
Tobacco, Imperial Tobacco and Lorillard, as reported in their publicly available documents, from 100%. Results may not be accurate and may
not total 100% due to rounding and the differing sources and methodologies utilized to calculate market share.
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Cigarette Shipment Trends
According to NAAG data, U.S. cigarette shipments over the past 10 reported sales years were approximately
as set forth in the table below.
NAAG-Reported U.S. Cigarette Shipments 2011-2020
Overall No. of
Cigarettes
(in billions) (with
0.0325 oz. RYO
conversion)

Sales Year
2020
2019
2018
2017
2016
2015
2014
2013
2012
2011
_______________
1

229.730
225.186
236.555
248.904
260.078
271.452
266.122
276.423
290.520
296.159

% Change From
Prior Year (with
0.0325 oz. RYO
conversion)1

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

% Change From
Prior Year (with
0.0325 oz. RYO
conversion)1

2.02%
(4.81)
(4.96)
(4.30)
(4.19)
2.00
(3.73)
(4.85)
(1.90)
(2.75)

183.085
183.169
197.132
209.584
220.818
226.214
226.553
234.841
245.486
250.461

(0.05)%
(7.08)
(5.94)
(5.09)
(2.39)
(0.15)
(3.53)
(4.34)
(1.99)
(3.09)

Percentage change calculated after rounding of shipment volume.

According to data from the U.S. Department of the Treasury, Alcohol and Tobacco Tax and Trade Bureau
(the “TTB”), the overall quantity of cigarettes shipped domestically (not including a conversion for roll-your-own
tobacco) for the past 10 reported calendar years was approximately as set forth in the table below.
TTB-Reported Quantity of Cigarettes Shipped Domestically 2011-2020
Calendar
Year

No. of Cigarettes
(in billions)

2020
2019
2018
2017
2016
2015
2014
2013
2012
2011

228.565
223.433
235.321
247.163
257.454
268.261
262.737
273.787
287.487
292.769

_______________
1

Percent Change
From Prior Year1
2.30%
(5.05)
(4.79)
(4.00)
(4.03)
2.10
(4.04)
(4.77)
(1.80)
(2.57)

Percentage change calculated after rounding of shipment volume.

According to Altria in its Form 10-K filed with the SEC for the calendar year ended December 31, 2020,
when adjusted for certain factors, total domestic cigarette industry volumes declined by an estimated 2% in 2020,
compared to 5.5% in 2019. When adjusted for calendar differences, trade inventory movements and other factors,
estimated total domestic cigarette industry volumes for the calendar year ended December 31, 2020 were unchanged
versus the prior year, according to Altria in its Form 10-K filed with the SEC for the calendar year ended December
31, 2020.
According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, total
domestic cigarette industry volume declined by 5.3%, driven primarily by the industry’s rate of decline, calendar
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differences and other factors, compared to the six months ended June 30, 2020. According to Altria in its Form 10-Q
filed with the SEC for the six-month period ended June 30, 2021, when adjusted for calendar differences, trade
inventory movements and other factors, it is estimated that total domestic cigarette industry volume declined by 4%
in the six months ended June 30, 2021, compared to the six months ended June 30, 2020. According to Altria in its
Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, Altria expects 2021 cigarette industry
volume trends to be most influenced by (i) changes to adult smoker stay-at-home practices, disposable income,
purchasing patterns and adoption of smoke-free products,, (ii) the economy (including unemployment rates and the
impact of increased inflation), (iii) fiscal stimulus, (iv) cross-category movement, (v) the timing and extent of COVID19 vaccine administration and the impact of COVID-19 variants, (vi) adult smoker purchasing behavior of those who
receive the vaccine and (vii) regulatory and legislative (including excise tax) developments.
The MSA payments are calculated in large part on shipments by the OPMs in or to the U.S., rather than total
industry shipments (as shown in the tables above), and rather than consumption. 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 under the MSA.
Physical Plant, Raw Materials, Distribution and Competition
The production facilities of the OPMs tend to be highly concentrated. Material damage to these facilities
could materially affect overall cigarette production. A prolonged interruption in the manufacturing operations of the
cigarette manufacturers could have a material adverse effect on the ability of the cigarette manufacturers to effectively
operate their respective businesses. In March 2020, Altria’s tobacco businesses temporarily suspended operations at
several of their manufacturing facilities, including Philip Morris’s manufacturing facility in Richmond, Virginia (the
primary facility for manufacturing Philip Morris cigarettes), as a result of the COVID-19 pandemic described herein.
According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, all of its
manufacturing facilities are currently operational under enhanced safety protocols. In addition, shifts in crops (such
as those driven by economic conditions and adverse weather patterns), government mandated prices, economic trade
sanctions, geopolitical instability, production control programs and access to raw materials may increase or decrease
the cost or reduce the supply or quality of tobacco and other agricultural products or machinery and related materials
used to manufacture tobacco products. Any significant change in the price, quality or availability of tobacco leaf or
other agricultural products or other raw materials or component parts used to manufacture tobacco products could
restrict the cigarette manufacturers’ ability to continue marketing existing products.
Cigarette manufacturers sell tobacco products to wholesalers (including distributors), large retail
organizations, including chain stores, and the armed services. However, certain stores have ceased the sale of tobacco
products. The retail chain store Target reportedly stopped selling tobacco products in 1996. In September 2014, the
national pharmacy chain CVS reportedly stopped selling all cigarettes and other tobacco products in all its stores
(following a February 2014 announcement), citing that such sales were inconsistent with its mission. CVS reported
that a year after it stopped selling cigarettes, cigarette sales across all retailers dropped in 13 states where it has sizable
market share. A group of state attorneys general pressured large retail stores with pharmacies to take similar action,
and in April 2014 several members of Congress called on these retailers to stop selling cigarettes and other items
containing tobacco. Costco reportedly removed tobacco products from a majority of its U.S. locations, according to
news reports in March 2016. According to the ANRF, as of July 1, 2021, two states (Massachusetts and New York)
and 246 cities and counties, located principally in California and Massachusetts, have tobacco-free pharmacy laws.
Beverly Hills and Manhattan Beach, California became the first jurisdictions in the U.S. to ban retail sales of
all tobacco products, effective January 1, 2021 (with limited, temporary hardship exemptions). Certain municipalities
have enacted laws limiting the number or density of cigarette retailers. For example, in 2014, San Francisco’s Tobacco
Use Reduction Act was passed, which sets a cap on the number of tobacco retailers in each supervisory district and
prohibits new stores from locating within 500 feet of schools or within 500 feet of another existing tobacco retailer.
In 2016, Philadelphia’s Retailer Reduction Regulations were passed, setting a cap on the number of tobacco retailers
allowed at one per 1,000 persons in each planning district and restricting any new retailer from locating within 500
feet of K-12 schools. In August 2017, New York City updated its comprehensive point-of-sale regulations, to, among
other things, set a city-wide cap on retailer licenses at half of the current number in each district.
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The domestic market for cigarettes is highly competitive. Competition is primarily based on a brand’s price,
including the level of discounting and other promotional activities, positioning, product attributes and packaging,
consumer loyalty, advertising, retail display, quality and taste. Promotional activities include, in certain instances,
allowances, the distribution of incentive items, price reductions and other discounts. Considerable marketing support,
merchandising display and competitive pricing are generally necessary to maintain or improve a brand’s market
position. Increased selling prices and taxes on cigarettes have resulted in additional price sensitivity of cigarettes at
the consumer level and in a proliferation of discounts and of brands in the discount segment of the market. According
to the Tobacco Consumption Report, premium brands are typically $1.00 to $2.00 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 tobacco products of the cigarette manufacturers and their affiliates and licensees are advertised and
promoted through various media, although television and radio advertising of cigarettes is prohibited in the U.S. The
domestic tobacco manufacturers have agreed to additional marketing restrictions in the U.S. as part of the MSA and
other settlement agreements. They are still permitted, however, to conduct advertising campaigns in magazines, at
retail cigarette locations, in direct mail campaigns targeted at adult smokers, and in other adult media.
Cigarette manufacturers and their affiliates and licensees also market cigarettes and other tobacco products
worldwide, directly or through export sales organizations and other entities with which they have contractual
arrangements.
E-Cigarettes and Vapor Products
Numerous manufacturers have recently developed (or acquired) and are marketing “electronic cigarettes” (or
“e-cigarettes”), which, while not tobacco products, are battery powered devices in the shape of a cigarette that vaporize
liquid nicotine, which is then inhaled by the consumer. Because they do not contain or burn or heat tobacco, the
manufacturers (and certain states) do not deem e-cigarettes to constitute “cigarettes” within the meaning of the MSA.
Electronic nicotine products also include devices called “vaporizers,” which are larger, customizable devices. They
have larger batteries and cartridges, hold more liquid, produce larger vapor clouds and last longer. They allow users
to mix and match hardware and refill cartridges with liquid bought in bulk, so that they generally are cheaper than ecigarettes. As discussed below, in May 2016, the U.S. Food and Drug Administration (“FDA”) released its final rule
which subjects manufacturers, importers and/or retailers of e-cigarettes, other vapor products and certain other tobacco
related products to the same and additional regulations applicable to cigarettes, cigarette tobacco, roll-your-own
tobacco and smokeless tobacco. However, e-cigarettes and vapor products are currently not subject to the advertising
restrictions to which tobacco products are subject. According to research cited by the Campaign for Tobacco-Free
Kids, in 2017 there were more than 430 brands of e-cigarettes, and over 15,500 unique e-cigarette flavors were
available online. On April 29, 2021, the FDA announced it is working to issue proposed product standards within
the next year to ban menthol as a characterizing flavor in cigarettes. The FDA’s announcement did not mention
whether the forthcoming ban of menthol flavoring would be applicable to e-cigarettes and other vapor products.
No single e-cigarette manufacturer dominated the U.S. market through 2013. However, sales of BAT’s ecigarette devices surged 146% during 2014 and led the market well into 2017. According to the Tobacco Consumption
Report, growth of e-cigarette use increased dramatically in 2017 and 2018, led by sales of the JUUL brand. During
2016-2017, Juul Labs, Inc.’s sales increased 641 percent — from 2.2 million JUUL devices sold in 2016 to 16.2
million devices sold in 2017. JUUL is an e-cigarette shaped like a USB flash drive, which heats a nicotine-containing
liquid to produce an aerosol that is inhaled. According to a CDC release dated October 2, 2018, based on an analysis
of retail sales data from 2013-2017, sales of JUUL grew more than seven-fold from 2016 to 2017, and JUUL held the
greatest share of the U.S. e-cigarette market by December 2017. According to the Tobacco Consumption Report,
JUUL currently accounts for approximately three-fourths of the e-cigarette market. According to Altria, in December
2018, Altria, through a wholly-owned subsidiary, purchased shares of non-voting convertible common stock of Juul
Labs, Inc., representing a 35% economic interest, for $12.8 billion (Altria’s economic interest in Juul Labs, Inc.
remained at 35% at June 30, 2021, according to Altria in its Form 10-Q filed with the SEC for the six-month period
ended June 30, 2021). Altria reported in its Form 10-Q filed with the SEC for the six-month period ended June 30,
2021 that during the six-month period ended June 30, 2021, Altria recorded a non-cash pre-tax unrealized loss of $100
million as a result of a decrease in the fair value of JUUL. The carrying value of Altria’s investment in JUUL was
$1.7 billion at December 31, 2020. On April 1, 2020, the FTC filed an administrative complaint alleging that Altria’s
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acquisition of a 35% economic interest in Juul Labs, Inc. eliminated competition in violation of federal antitrust laws.
According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, the
administrative trial took place before an FTC administrative law judge in June 2021, with any decision by the
administrative law judge to be subject to review by the FTC on its own motion or at the request of any party, following
which the FTC will issue a ruling, to be subject to appellate review. See “—Industry Overview” above.
The parent companies of each of the OPMs have launched e-cigarette brands. Altria introduced e-vapor
products through its subsidiary Nu Mark LLC under the “MarkTen” brand in 2013, but according to Altria in its SEC
filings, in December 2018, Altria refocused its innovative product efforts, which included the discontinuation of
production and distribution of all e-vapor products by Nu Mark LLC, and the purchase of its 35% economic interest
in Juul Labs, Inc., as described above. As discussed above under “—Industry Overview,” on May 22, 2018, Altria
announced the creation of a separate division within Altria for innovative, non-combustible, reduced-risk products
such as vapor products and reported that the new structure is expected, among other things, to accelerate innovation.
Reynolds American markets the e-cigarette product VUSE and introduced its VUSE Fob power unit, which offers an
on-device display with information about battery and cartridge levels, in March 2016, and began national distribution
of its VUSE Vibe high-volume cartridge and closed-tank system, with a stronger and longer-lasting battery, in
November 2016. In April 2012 Lorillard, Inc. acquired the blu eCigs brand, which it sold to Imperial Tobacco
contemporaneously with the Lorillard, Inc. merger into Reynolds American in 2015. In May 2018, Imperial Tobacco
introduced to the Canadian market its vapor product Vype, a fillable e-cigarette that produces an inhalable aerosol,
comes in a number of flavors and is available with various levels of nicotine, including one with no nicotine. In
addition, Vector Group Ltd’s subsidiary Zoom E-Cigs LLC rolled out its Zoom e-cigarette brand nationally in 2014.
Other manufacturers also have e-cigarette brands on the market.
E-cigarette and vapor product sales were an estimated $3.5 billion in 2015 and $4 billion in 2016, according
to news reports, and estimated at $6 billion for 2018 and projected to reach $9 billion for 2019, according to research
cited by Campaign for Tobacco-Free Kids. According to the Tobacco Consumption Report, 2018 sales of electronic
cigarettes in the U.S. were estimated at over $7 billion. Altria reported in its Form 10-Q filed with the SEC for the
six-month period ended June 30, 2021 that its subsidiaries believe that a significant number of adult tobacco consumers
switch among tobacco categories, use multiple forms of tobacco products and try innovative tobacco products, such
as e-vapor products and oral nicotine pouches. In addition, Altria stated that adult smokers continue to convert from
cigarettes to exclusive use of smoke-free tobacco product alternatives, that up until the second half of 2019 the evapor category had experienced significant growth, and that the number of adults who exclusively use e-vapor
products also increased during that time, which, along with growth in oral nicotine pouches, negatively impacted
consumption levels and sales volume of cigarettes. Altria noted in its Form 10-Q filed with the SEC for the six-month
period ended June 30, 2021 that while growth in the e-vapor category has been negatively impacted by legislative and
regulatory activities, the e-vapor category has become increasingly competitive and has recently been experiencing a
moderate rate of growth. Altria and its tobacco subsidiaries believe that the innovative tobacco products category (in
particular, e-vapor) will continue to be dynamic due to adult tobacco consumer exploration of a variety of tobacco
product options, adult consumer perceptions of the relative risks of smoke-free products compared to cigarettes, FDA
determinations on product applications and legislative actions, according to Altria in its Form 10-Q filed with the SEC
for the six-month period ended June 30, 2021.
According to the Tobacco Consumption Report, in 2019 the CDC reported that 10.9 million people in the
U.S. used electronic cigarettes, representing 4.5% of the adult population, and in 2018 14.9% of adults had tried ecigarettes and 3.2% were current users. According to a CDC report published November 9, 2018, in 2017 2.8% of
adults were current e-cigarette users. The National Health Survey of the CDC reported that in 2016, 15.4% of adults
had tried e-cigarettes, and 3.2% were current users. The CDC in September 2014 reported results of a survey that
indicated that in 2013 approximately 8.5% of the adult population, and 36.5% of smokers, had tried e-cigarettes at
some time.
According to the Tobacco Consumption Report, findings from the 2020 National Youth Tobacco Survey
showed that 1.8 million fewer U.S. youth are currently using e-cigarettes compared to the prior year. However, youth
e-cigarette use has increased dramatically since 2011, and 3.6 million youth still currently use e-cigarettes, according
to the Tobacco Consumption Report. The CDC reported that, in 2020, 19.6% of high school students and 4.7% of
middle school students reported current e-cigarette use. Among current e-cigarette users, 38.9% of high school
students and 20.0% of middle school students reported using e-cigarettes on 20 or more of the past 30 days; 22.5% of
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high school users and 9.4% of middle school users reported daily use. According to the Tobacco Consumption Report,
a survey in 2019 reported that the prevalence of self-reported, current e-cigarette use was 27.5% among high school
students and 10.5% among middle school students. According to an article in the February 2019 CDC Morbidity and
Mortality Weekly Report, current e-cigarette use among high school students had increased to 20.8% in 2018 from
1.5% in 2011, and had increased by 78% (from 11.7% to 20.8%) during 2017–2018 alone. According to the same
report, e-cigarettes were the most commonly used tobacco product among high school students (20.8%), followed by
cigarettes (8.1%), and among middle school students, the most commonly used tobacco product was e-cigarettes
(4.9%), followed by cigarettes (1.8%). According to an article in the September 2020 CDC Morbidity and Mortality
Weekly Report, in 2020, approximately one in five high school students and one in 20 middle school students used ecigarettes. Although this data reflects a decline in current e-cigarette use from 2019 to 2020, 3.6 million U.S. youths
used e-cigarettes in 2020, and among current users, more than eight in 10 reported using flavored e-cigarettes. In
January 2016 the CDC reported that in 2014 approximately 2.4 million middle and high school students had used
electronic cigarettes in the preceding 30 days. The CDC in June 2016 released survey results showing that 45% of
high school students had tried e-cigarettes in 2015, compared with only 32% who had tried cigarettes. In December
2014 the University of Michigan’s Survey for Research Center (“UMSRC”) reported its findings that e-cigarette use
exceeded traditional cigarette smoking among teens in 2014. In December 2015, the UMSRC reported its findings
that in 2015, a substantially higher percentage of adolescents used e-cigarettes in the last 30 days than had smoked
regular cigarettes and that cigarette smoking among teens continued a decades-long decline in 2015 and reached the
lowest levels recorded since annual tracking began over 40 years ago.
It has been reported that increases in taxes on traditional cigarettes have caused an increase in the sale of ecigarettes. According to the Tobacco Consumption Report, certain sources have shown that e-cigarette use is
associated with quit attempts by smokers; that youth use of e-cigarettes is unlikely to increase the number of future
cigarette smokers; and that the substantial increase in e-cigarette use among U.S. adult smokers during the last decade
was associated with a statistically significant increase in the smoking cessation rate at the population level; however,
the Tobacco Consumption Report cites two studies published in 2019 that found that teens who use e-cigarettes or
other tobacco-related products are more likely to later initiate cigarette use.
On May 5, 2016, the FDA released final rules that extend its regulatory authority to electronic cigarettes and
certain other tobacco products under the FSPTCA (following an April 25, 2014 release of proposed rules). The rules
ban sales of e-cigarettes and other vapor products, cigars, hookah tobacco, pipe tobacco, oral tobacco-derived nicotine
products and other products to people under 18, effective August 2016. The rules also require new health warnings
for these products, and manufacturers must seek FDA permission to continue marketing all such products launched
since 2007 (comprising virtually all of the market), as discussed below under “—Regulatory Issues—FSPTCA.” In
addition, the rules require that product manufacturers register with the FDA and report product and ingredient listings;
only make direct and implied claims of reduced risk if the FDA confirms that scientific evidence supports the claim
and that marketing the product will benefit public health as a whole; not distribute free samples; and not sell products
in vending machines, unless in a facility that never admits youth. The rules do not restrict flavored products, online
sales or advertising for e-cigarettes and vapor products. The FDA considered banning flavors of e-cigarettes and other
vapor products, and on January 2, 2020, the FDA announced that while it was not banning the sale of flavored ecigarettes and other vapor products, it would prioritize flavored products in its enforcement efforts against illegally
marketed e-cigarettes and other vapor products, as discussed below under “—Regulatory Issues—FSPTCA”. Various
manufacturers have sued the FDA over the final rules. As part of the FDA’s comprehensive plan for tobacco and
nicotine regulation discussed below under “—Regulatory Issues—FSPTCA,” in March 2018 the FDA announced that
it is considering over-the-counter regulation of e-cigarettes and in April 2018 the FDA announced a Youth Tobacco
Prevention Plan focused on stopping the use by youth of tobacco products, particularly e-cigarettes. On August 26,
2021, the FDA announced it had blocked the sale of more than 55,000 flavored e-cigarette products, including both
products not yet introduced into the market and those already on the market, and on September 9. 2021, the FDA
announced it had taken action on approximately 93% of the applications for electronic nicotine delivery systems
submitted to it, and had rejected most of the applications it received. As part of the Youth Tobacco Prevention Plan,
the FDA conducted a large-scale, undercover nationwide blitz to crack down on the sale of e-cigarettes – specifically
JUUL products – to minors at both brick-and-mortar and online retailers, and sent an official request for information
directly to Juul Labs, Inc., requiring the company to submit certain documents to better understand the reportedly high
rates of youth use and the particular youth appeal of these products. Moreover, in September 2019, the FDA issued a
warning letter to Juul Labs, Inc. for marketing unauthorized modified risk tobacco products by engaging in labeling,
advertising, and/or other activities directed to consumers. According to Altria in its Form 10-Q filed with the SEC for
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the three-month period ended March 31, 2021, JUUL ceased its sales of all cartridge-based, flavored e-vapor products
(other than tobacco and menthol) in 2019. On December 20, 2019, the President of the United States signed
legislation, effective January 1, 2020, banning the sale of e-cigarettes and other vapor products (along with tobacco
products) to anyone under the age of 21. See also “—Heat-Not-Burn Tobacco Products” below.
On March 2, 2016, the U.S. Department of Transportation announced a final rule that explicitly bans the use
of e-cigarettes and other vaping devices on commercial flights and applies to all scheduled flights of U.S. and foreign
carriers involving transportation in, to, and from the U.S.; the U.S. Court of Appeals District of Columbia Circuit
upheld the rule in July 2017. On January 28, 2016, the Child Nicotine Poisoning Prevention Act was signed into law,
which requires containers for liquid nicotine used in e-cigarettes to have child-proof packaging.
Electronic cigarettes are currently not subject to federal excise taxes. For a description of state taxes imposed
on vapor products, see “—Regulatory Issues—Excise Taxes” below.
According to the Tobacco Consumption Report, in October 2019, a bill to limit the amount of nicotine in ecigarette products was introduced in the U.S. House of Representatives. The bill would restrict nicotine content to a
maximum of 20 milligrams per milliliter and would give the FDA the authority to reduce the cap if necessary.
According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, Massachusetts
passed legislation capping the amount of nicotine in vapor products, and similar legislation is pending in one other
state.
Certain legislation has been passed by states and localities restricting the use and sale of electronic cigarettes
and other vapor products. According to ANRF, as of July 1, 2021, 23 U.S. states and territories and 990 municipalities
restrict the use of e-cigarettes in smoke-free venues, and 13 states and territories and 715 municipalities have restricted
e-cigarette use in other venues. On December 19, 2013, the New York City Council approved legislation that prohibits
the use of e-cigarettes in indoor public places and in places of employment (where smoking of traditional cigarettes is
prohibited), and on January 3, 2017 a New York appellate panel affirmed the constitutionality of the ban. Chicago,
Los Angeles, San Francisco and Philadelphia passed similar legislation in 2014. In June 2019, San Francisco’s Board
of Supervisors voted to ban the sale and distribution of e-cigarettes in San Francisco. According to Altria in its Form
10-Q filed with the SEC for the six-month period ended June 30, 2021, as of July 26, 2021, three states have proposed
legislation to ban flavors in one or more tobacco products, including vapor products, oral nicotine pouches and
cigarettes, and six states, California, Illinois, Massachusetts, New Jersey, Utah and New York, and the District of
Columbia, have passed such legislation. In November 2019, Massachusetts banned the sale of all flavored tobacco
products, effective immediately with respect to electronic cigarettes and other vapor products. In September 2019,
the Governor of Michigan directed the state health department to issue emergency rules to temporarily ban the sale of
flavored vaping products. On January 21, 2020, New Jersey banned the sale of flavored vaping products, effective
April 20, 2020. In March 2020, Rhode Island banned the sale of flavored e-cigarettes (making permanent the similar
emergency regulations issued in 2019). In April 2020, New York State banned the sale of vapor products in flavors
other than tobacco (effective May 18, 2020). On August 28, 2020, California banned the retail sale of all flavored
tobacco products, including e-cigarettes (and allowed local ordinances to be more restrictive). A referendum against
the ban was filed by the tobacco industry, and the requisite number of signatures was collected to place the issue on
the November 2022 ballot, which resulted in a suspension of the effective date of the ban pending action by voters in
the November 2022 election.
In December 2014, Representatives Henry Waxman and Frank Pallone and Senator Dick Durbin sent letters
to 29 Attorneys General urging them to classify e-cigarettes as cigarettes under the MSA in order to prevent e-cigarette
companies from targeting youth and getting them addicted to their products. In February 2015, eight Attorneys
General sent a response letter stating their position that the MSA does not cover e-cigarettes.
In September 2017, Philip Morris International announced that it would contribute approximately $80 million
each year for the following 12 years to a non-profit organization called the Foundation for a Smoke-Free World, to
fund research on smoke-free alternatives, among other things. In addition, in January 2018, Philip Morris International
announced that its long-term goal is to replace its traditional cigarettes with smoke-free alternative products. In March
2020, BAT announced the evolution of its “A Better Tomorrow” strategy, including plans to reduce the health impact
of its business by offering a greater choice of less risky products, and to increase the number of consumers of its noncombustible products. According to Altria’s Form 10-Q filed with the SEC for the six months ended June 30, 2021,
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Altria is making investments in support of its vision to responsibly lead the transition of adult smokers to a smokefree future, such as (i) marketplace investments to expand the availability and awareness of Altria’s smoke-free
products, (ii) costs associated with building an industry-leading consumer engagement platform that enhances data
collection and insights in support of adult tobacco consumer conversion to smoke-free products and (iii) increased
smoke-free product research and development expense.
Heat-Not-Burn Tobacco Products
Certain tobacco product manufacturers have developed alternative products in which the tobacco is
electronically heated rather than burned. Philip Morris International has developed the IQOS and TEEPS heat-notburn tobacco products, over which Altria has sole distribution rights in the United States through a licensing agreement
with Philip Morris International. IQOS is the electronic device that is used with the HeatSticks heated tobacco
products. BAT has developed a similar heat-not-burn tobacco product, Glo. Such products are currently sold in
certain international markets, and, following authorization by the FDA as described below, sales of IQOS began in
the United States in October 2019 in Atlanta and November 2019 in Richmond, according to the Tobacco
Consumption Report, and Philip Morris launched IQOS in Charlotte in July 2020, according to Altria’s Form 10-K
filed with the SEC for the calendar year ended December 31, 2020. Beginning in November 2020, IQOS is expected
to be available for sale in select Charlotte convenience stores, according to a press release by Altria. IQOS will be
available in 25% of the U.S. market by the end of 2021, according to the Tobacco Consumption Report. In addition,
in July 2018, BAT received approval from the FDA under the substantial equivalence application process to begin
selling its Neocore heated-tobacco device, which was formerly known as Eclipse, according to the Tobacco
Consumption Report. Neocore is a carbon-tipped product that is lit with a match but does not burn the tobacco. The
FDA regulatory authority described under “—E-Cigarettes and Vapor Products” above extends to heat-not-burn
tobacco products, and any state and local regulation on vapor products described under “—E-Cigarettes and Vapor
Products” above would also extend to heat-not-burn tobacco products.
According to news reports, in December 2016 Philip Morris International filed a modified risk tobacco
product application with the FDA to market IQOS in the U.S. as a “less harmful” tobacco product than traditional
cigarettes. In March 2017 Philip Morris International filed the corresponding pre-market tobacco production
application with the FDA, and in January 2018 an FDA advisory panel found that IQOS significantly reduces exposure
to harmful or potentially harmful chemicals, but the panel rejected Philip Morris International’s claim that the product
is less harmful than traditional cigarettes. On April 30, 2019, the FDA, which is not required to follow the advice of
the advisory panel, announced that it had authorized the marketing of the IQOS “Tobacco Heating System” in the
U.S. through the FDA’s Premarket Tobacco Application pathway (but not the modified risk pathway at that time). On
July 7, 2020, the FDA approved IQOS as a “modified risk” tobacco product, which will be allowed to be marketed
with “exposure modification” statements to the effect that the product significantly reduces the production of harmful
and potentially harmful chemicals and that scientific studies have shown that switching completely from conventional
cigarettes to the IQOS system significantly reduces the body’s exposure to harmful or potentially harmful chemicals.
According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, in December
2020 the FDA authorized the premarket tobacco application for a new generation of the IQOS tobacco heating system,
IQOS 3. The modified risk tobacco product application for the original IQOS tobacco heating system does not apply
to IQOS 3. Future generations of the IQOS tobacco heating system will require separate premarket tobacco application
and modified risk tobacco product application authorization from the FDA, and Philip Morris International submitted
an application for modified risk tobacco product authorization for the IQOS 3 electronic device in the future in March
2021, according to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021.
On April 9, 2020, subsidiaries of BAT sued Philip Morris International and certain subsidiaries for patent
infringement based on the sale of IQOS in the United States, seeking remedies for damages caused and an injunction
on importing IQOS into the United States. In June 2020, the defendants filed counterclaims against the plaintiffs for
infringement of various patents owned by the defendants, according to Altria in its Form 10-Q filed with the SEC for
the six-month period ended June 30, 2021. The case is currently stayed; in February 2021, the court lifted the stay
with respect to defendants’ counterclaims.
Also in April 2020, a related action was filed against the same defendants by the same plaintiffs, as well as
Reynolds Tobacco, with the United States International Trade Commission (“ITC”). There, the plaintiffs also allege
patent infringement, but the remedies sought include a prohibition on the importation of the IQOS electronic device,
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HeatSticks and component parts into the United States. No damages are recoverable in the proceedings before the
ITC. A hearing before an administrative law judge began on January 25, 2021. In May 2021, an ITC judge reached
an initial determination that Philip Morris International’s IQOS technology infringes on plaintiffs’ patents. The case
will subsequently be heard by the full ITC tribunal. According to Altria in its Form 10-Q filed with the SEC for the
six-month period ended June 30, 2021, due to the uncertainty of the litigation, in July 2021, Philip Morris USA Inc.
decided to delay further expansion of IQOS.
Altria has stated that it considers IQOS and other products in which tobacco is heated rather than burned to
be included within “tobacco products” under the MSA.
Smokeless Tobacco Products
Smokeless tobacco products, which are not “cigarettes” within the meaning of the MSA, have been available
for centuries. Chewing tobacco and snuff are the most significant components of this market segment. Snuff is a
ground or powdered form of tobacco that is placed under the lip to dissolve. It delivers nicotine effectively to the
body. Moist snuff, including “snus” (originated in Sweden), is both smoke-free and potentially spit-free. As cigarette
consumption expanded in the last century, the use of smokeless products declined. Recently, however, the industry
has expanded its smokeless tobacco products in response to the general decline in cigarette consumption, the
proliferation of smoking bans and the perception that smokeless use is a less harmful mode of tobacco and nicotine
usage than cigarettes. Snuff, for example, is now being marketed to adult cigarette smokers as an alternative to
cigarettes. UST, the largest producer of moist smokeless tobacco (and a subsidiary of Altria, Philip Morris’s parent
company), which manufactures Copenhagen and Skoal smokeless products, among others, is explicitly targeting adult
smoker conversion in its growth strategy. In 2006, the OPMs entered the market of smokeless tobacco products.
Reynolds American has tested dissolvable tobacco products Camel Sticks (a twisted, dissolvable stick made of
tobacco), Camel Orbs (dissolvable tobacco tablets) and Camel Strips (dissolvable tobacco strips), but in recent years
has scaled back marketing of these products. According to Altria in its Form 10-K filed with the SEC for the calendar
year ended December 31, 2020, during the third quarter of 2019, Helix Innovations LLC, a subsidiary of Altria,
acquired Burger Söhne Holding and its subsidiaries as well as certain affiliated companies that are engaged in the
manufacture and sale of oral nicotine pouches under the brand name “on!”. On May 15, 2020, Altria announced that
it submitted premarket tobacco product applications to the FDA for 35 on! products on behalf of Helix Innovations
LLC. In November 2020, BAT announced its acquisition of the nicotine pouch product assets of Dryft Sciences, LLC.
The oral nicotine products will be sold under BAT’s modern oral nicotine brand, VELO.
As a result of these efforts, smokeless tobacco products have been increasing market share of tobacco
products overall at the expense of the market share captured by cigarettes. According to a CDC report published
November 9, 2018, 2.1% of U.S. adults were current users of smokeless tobacco (defined as chewing tobacco, snuff,
dip, snus, or dissolvable tobacco) in 2017, and according to the Tobacco Consumption Report, in 2018, 2.9% of adults
used smokeless tobacco products. According to a CDC report published December 9, 2016, per capita consumption
of smokeless tobacco (defined as chewing tobacco and dry snuff) increased modestly, from 0.533 pounds in 2000 to
0.555 pounds in 2015, or 4.2%. According to Altria’s Form 10-K filed with the SEC for the calendar year ended
December 31, 2020, oral tobacco products (comprising the formerly named smokeless products plus oral nicotine
pouches) accounted for approximately 9.9% of Altria’s net revenues for the smokeable and oral tobacco products
segments for the calendar year ended December 31, 2020, compared to 9.7% for the calendar year ended December
31, 2019. According to Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, oral
tobacco products (comprising the formerly named smokeless products plus oral nicotine pouches) accounted for
approximately 10.3% of Altria’s net revenues for the smokeable and oral tobacco products segments for the three
months ended June 30, 2021, compared to 10.5% for the three months ended June 30, 2020.
For a description of federal and state taxes imposed on smokeless tobacco products, see “—Regulatory
Issues—Excise Taxes” below.
On June 10, 2014, Swedish Match submitted an application to the FDA to (i) authorize under the FDA’s
Premarket Tobacco Application pathway the marketing and sale of updated versions of eight of its snus products under
the “General” brand name and (ii) approve the snus products as a “modified risk tobacco product” (“MRTP”) allowing
the manufacturer to alter or remove certain warning labels from its packages and to make claims that its products
present a lower risk than cigarettes. The FDA announced in November 2015 that it had for the first time authorized
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the marketing of a new tobacco product through the Premarket Tobacco Application process by granting Swedish
Match’s application with respect to the marketing and sale of its snus products. In December 2016 the FDA denied
Swedish Match’s request to remove one of the required warning statements for eight snus products under the “General”
brand name, and the FDA provided recommendations related to Swedish Match’s other requests and provided an
opportunity for Swedish Match to amend its MRTP applications. In October 2019, the FDA announced that it had
authorized the marketing of eight Swedish Match snus products through the MRTP pathway, marking the first time
the FDA had authorized modified risk tobacco products.
Smoking Cessation Products
A variety of smoking cessation products and services have been developed to assist individuals to quit
smoking. While some studies have shown that smokers who use a smoking cessation product to help them quit
smoking are more likely to relapse, other studies have shown that these products and programs are effective, and that
excise taxes and smoking restrictions and related tobacco regulation drive additional expenditures to the smoking
cessation market. The smoking cessation industry is broadly divided into two segments, counseling services (e.g.,
individual, group, or telephone), and pharmacological treatments (both prescription and over-the-counter). Several
large pharmaceutical companies, including GlaxoSmithKline, Johnson & Johnson, Novartis and Pfizer are significant
participants in the smoking cessation market. The FDA has approved a variety of smoking cessation products and
these products include prescription medicine, such as Nicotrol, Chantix, and Zyban, as well as over-the-counter
products such as skin patches, lozenges and chewing gum. Alternative therapies, such as psychotherapy and hypnosis,
are also in use and available to individuals. On March 15, 2018, as part of the FDA’s comprehensive plan for tobacco
and nicotine regulation discussed below under “—Regulatory Issues—FSPTCA,” the FDA announced that it is
starting new work to re-evaluate and modernize its approach to the development and regulation of medicinal nicotine
replacement products such as gums, patches and lozenges, and on August 3, 2018, the FDA released draft guidance
aimed at supporting the development of novel, inhaled nicotine replacement therapies that could be submitted to the
FDA for approval as new drugs, similar to current over-the-counter pharmaceutical nicotine replacement therapy
products.
According to the Tobacco Consumption Report, a CDC study released in 2020 reported that approximately
34 million American adults were current smokers in 2019, representing approximately 14% of the population age 18
and older, an increase from 13.7% in 2018, but a decline from 15.5% in 2016 and 19.4% in 2010. It is possible that
many former smokers were aided by smoking cessation products.
Regarding smoking cessation generally, the CDC in January 2017 released the results of a study of quitting
smoking, which found that in 2015, 68.0% of smokers wanted to stop smoking, 55.4% had made a quit attempt in the
past year, 7.4% had recently quit, 57.2% had been advised by a health professional to quit, and 31.2% had used
counseling and/or medications when they tried to quit.
Private health insurance carriers have increased premiums on smokers, which often are passed on by the
employer to the smoker-employee. Certain of these and other health insurance policies, including Medicaid and
Medicare, cover various forms of smoking cessation treatments, making smoking cessation treatments more affordable
for covered smokers.
Gray Market
A price differential (principally resulting from differing tax rates) exists between cigarettes manufactured for
sale abroad and cigarettes manufactured for U.S. sale. Such differential increases as excise taxes in the U.S. are
increased. Consequently, a domestic gray market has developed for cigarettes that are manufactured for sale abroad,
but instead are diverted for domestic sales at substantially lower prices that compete with cigarettes manufactured for
domestic sale. The U.S. federal government and all states, except Massachusetts, have enacted legislation prohibiting
the sale and distribution of gray market cigarettes. Smuggling activities and other illicit trade in cigarettes can
adversely affect the sale of cigarettes by PMs, and certain PMs engage in a variety of initiatives to help prevent illicit
trade and have taken legal action against certain distributors and retailers who engage in such illicit trade practices.
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Regulatory Issues
Regulatory Restrictions and Legislative Initiatives
The tobacco industry is subject to a wide range of laws and regulations regarding the marketing, sale, taxation
and use of tobacco products imposed by local, state, federal and foreign governments. Various state governments
have adopted or are considering, among other things, legislation and regulations that would increase their excise taxes
on cigarettes, restrict displays and advertising of tobacco products, establish ignition propensity standards for
cigarettes, raise the minimum age to possess or purchase tobacco products, 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, and restrict the sale of tobacco products directly to consumers or other unlicensed recipients,
including over the Internet. Several states charge higher health insurance premiums to state employee smokers than
non-smokers, and a number of states have implemented legislation that allows employers to provide incentives to
employees who do not smoke. Federal law currently allows insurance companies to charge smokers up to 50% higher
premiums than non-smokers, and several large corporations are now charging smokers higher premiums.
Federal Regulation
During the past five decades, various laws affecting the cigarette industry have been enacted. Since 1966,
federal law has required a warning statement on cigarette packaging. Since 1971, television and radio advertising of
cigarettes has been prohibited in the U.S. Cigarette advertising in other media in the U.S. is required to include
information with respect to the “tar” and nicotine yield of cigarettes, as well as a warning statement. In 1984, Congress
enacted the Comprehensive Smoking Education Act. Among other things, the Comprehensive Smoking Education
Act established an interagency committee on smoking and health that is charged with carrying out a program to inform
the public of any dangers to human health presented by cigarette smoking; required a series of four health warnings
to be printed on cigarette packages and advertising on a rotating basis; increased type size and area of the warning
required in cigarette advertisements; and required that cigarette manufacturers provide annually, on a confidential
basis, a list of ingredients added to tobacco in the manufacture of cigarettes to the Secretary of Health and Human
Services.
In 1992, the federal Alcohol, Drug Abuse, and Mental Health Administration Reorganization Act was signed
into law. This act required states to adopt a law prohibiting any manufacturer, retailer, or distributor of tobacco
products to sell or distribute any such product to any individual under the age of 18 and to establish a system to
monitor, report and reduce the illegal sale of tobacco products to minors in order to continue receiving federal funding
for mental health and drug abuse programs. Federal law prohibits smoking in scheduled passenger aircraft, and the
U.S. Interstate Commerce Commission has banned smoking on buses transporting passengers interstate. Certain
common carriers have imposed additional restrictions on passenger smoking. On March 31, 2010, the Prevent All
Cigarette Trafficking (PACT) Act was signed into law. This legislation, among other things, restricts the sale of
tobacco products directly to consumers or unlicensed recipients, including over the Internet, through expanded
reporting requirements, requirements for delivery and sales, and penalties.
FSPTCA
The federal Family Smoking Prevention and Tobacco Control Act of 2009 (“FSPTCA”) (amending the
FDA’s Food, Drug and Cosmetics Act) (“FD&C Act”), signed into law on June 22, 2009, grants the FDA authority
to regulate tobacco products. Among other provisions, the FSPTCA:
•

prohibits fruit, candy and clove flavored cigarettes;

•

establishes a Tobacco Products Scientific Advisory Committee (“TPSAC“) to, among other
things, evaluate the issues surrounding the use of menthol as a flavoring or ingredient in
cigarettes;

•

allows the FDA to impose a ban on the use of menthol in cigarettes upon a finding that such a
prohibition would be appropriate for the public health (as described herein, on April 29, 2021, the
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FDA announced it is working to issue proposed product standards within the next year to ban
menthol as a characterizing flavor in cigarettes);
•

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

•

imposes restrictions on the advertising, promotion, sale and distribution of tobacco products,
including at retail;

•

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

•

requires pre-market approval by the FDA for claims made with respect to reduced risk or reduced
exposure products and bans the use of descriptors on tobacco products, such as “low tar,” “mild”
and “light,” when used as descriptors of modified risk, unless expressly authorized by the FDA;

•

requires the disclosure of ingredients and additives to consumers;

•

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

•

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

•

allows the FDA to subject new or modified tobacco products to application and premarket review
and authorization requirements (the “New Product Application Process“) if the FDA does not
find them to be “substantially equivalent” to products commercially marketed as of February 15,
2007, and to deny any such new product application thus preventing the distribution and sale of
any product affected by such denial; and

•

grants the FDA the regulatory authority to consider and impose broad additional restrictions
through a rule making process.

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

established the collection of user fees from the tobacco industry;

•

created and staffed the TPSAC;

•

selected the Director of the Center for Tobacco Products;

•

announced and began enforcing the FSPTCA’s ban on fruit, candy and clove flavored cigarettes;

•

issued guidance on registration and product listing;

•

issued final rules on tobacco marketing, including restricting access and marketing of cigarettes
and smokeless tobacco products to youth;

•

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

•

issued final new graphic warnings to appear on cigarette packages and in cigarette advertisements;

•

required warning labels for smokeless tobacco products;

•

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

issued its final rule subjecting e-cigarettes, vapor products and certain other tobacco products to
FDA regulation (as discussed under “—E-Cigarettes and Vapor Products” above);

•

issued an ANPRM in order to obtain information for consideration in developing a tobacco
product standard to set the maximum nicotine level for cigarettes (and is currently considering
requiring tobacco companies to reduce nicotine levels to non-addictive levels in all cigarettes sold
in the United States); and

•

announced on April 29, 2021 that it is working to issue proposed product standards within the next
year to ban menthol as a characterizing flavor in cigarettes.

Marketing Rule. As required by the FSPTCA, the FDA re-promulgated in March 2010 a wide range of
advertising and promotion restrictions in substantially the same form as regulations that were previously adopted in
1996 (but never imposed on tobacco manufacturers due to a United States Supreme Court ruling). This marketing
rule banned the use of color and graphics in tobacco product labeling and advertising (which ban was ruled to be
unenforceable, as described under “–FSPTCA Litigation” below); prohibits the sale of cigarettes and smokeless
tobacco to underage persons; restricts the use of non-tobacco trade and brand names on cigarettes and smokeless
tobacco products (the FDA is currently not issuing enforcement actions with regard to this restriction, as described
under “–FSPTCA Litigation” below); requires the sale of cigarettes and smokeless tobacco in direct, face-to-face
transactions; prohibits sampling of cigarettes and prohibits sampling of smokeless tobacco products except in qualified
adult-only facilities; prohibits gifts or other items in exchange for buying cigarettes or smokeless tobacco products;
prohibits the sale or distribution of items such as hats and tee shirts with tobacco brands or logos; and prohibits brand
name sponsorship of any athletic, musical, artistic or other social or cultural event, or any entry or team in any event.
Except as noted above, the marketing rule took effect in June 2010.
Warnings. Pursuant to requirements of the FSPTCA, the FDA issued a proposed rule in November 2010 to
modify the required warnings that appear on cigarette packages and in cigarette advertisements. The proposed new
warnings consisted of nine new textual warning statements accompanied by color pictures depicting the negative
health consequences of smoking. The FDA took public comments on the proposed rule through January 2011, and in
June 2011, the FDA unveiled nine new graphic health warnings that were required to appear on cigarette packages
and advertisements no later than September 2012. As discussed below under “–FSPTCA Litigation,” five tobacco
companies in August 2011 filed a complaint against the FDA challenging the FDA’s rule, and the district court
enjoined the FDA from enforcing the rule. In a March 5, 2019 Memorandum and Order, a federal court directed the
FDA to submit by March 15, 2020 a final rule mandating color graphic warnings on cigarette packs and in cigarette
advertisements as required by the FSPTCA. On March 17, 2020, the FDA issued a final rule to require new health
warnings on cigarette packages and in cigarette advertisements. The warnings feature textual statements with photorealistic color images depicting some of the lesser-known but serious health risks of cigarette smoking. Beginning
October 11, 2022, the new cigarette health warnings will be required to appear prominently on cigarette packages and
in advertisements, occupying the top 50% of the area of the front and rear panels of cigarette packages and at least
20% of the area at the top of cigarette advertisements. Once implemented, the new warnings must be randomly and
equally displayed and distributed on cigarette packages and rotated quarterly in cigarette advertisements. The final
cigarette health warnings each consist of one of the following 11 textual warning statements (each beginning with
“WARNING:”) paired with an accompanying photo-realistic image depicting the negative health consequences of
smoking: “Tobacco smoke can harm your children”; “Tobacco smoke causes fatal lung disease in nonsmokers”;
“Smoking causes head and neck cancer”; “Smoking causes bladder cancer, which can lead to bloody urine”; “Smoking
during pregnancy stunts fetal growth”; “Smoking can cause heart disease and strokes by clogging arteries”; “Smoking
causes COPD, a lung disease that can be fatal”; “Smoking reduces blood flow, which can cause erectile dysfunction”;
“Smoking reduces blood flow to the limbs, which can require amputation”; “Smoking causes type 2 diabetes, which
raises blood sugar”; and “Smoking causes cataracts, which can lead to blindness.” According to Altria in its Form
10-Q filed with the SEC for the six-month period ended June 30, 2021, in the preamble to the final rule the FDA stated
that it would not exempt HeatSticks, the heat-not-burn tobacco product used with the IQOS electronic device, as part
of the graphic warning rulemaking, but would consider marketing orders on a case-by-case basis.
Dissolvable Tobacco Products. In July 2010, the TPSAC conducted hearings on the impact of dissolvable
tobacco products on public health. A report on these hearings was submitted to the FDA in 2011. Written comments
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regarding dissolvable tobacco products were submitted to the TPSAC ahead of its January 2012 meeting, at which the
TPSAC continued its discussions of issues related to the nature and impact of dissolvable tobacco products on public
health. The TPSAC’s final report released to the FDA in March 2012 found that dissolvable tobacco products would
reduce health risks compared to smoking cigarettes, but also have the potential to increase the number of tobacco
users. The TPSAC could not reach any overall judgment as to whether or not the consequence of dissolvable tobacco
products would be an increase or decrease in the number of people who successfully quit smoking. In May 2016, the
FDA finalized its rule extending regulatory authority to cover all tobacco products, including dissolvable tobacco
products, which do not fit the definition of smokeless tobacco products. The FDA regulates the manufacture, import,
packaging, labeling, advertising, promotion, sale, and distribution of all dissolvable tobacco products.
Menthol. Leading up to its April 29, 2021 announcement regarding a menthol ban, as described below, the
FDA has been considering the issue of menthol in cigarettes for over a decade. The TPSAC and the Menthol Report
Subcommittee held meetings throughout 2010 and 2011 to consider the issues surrounding the use of menthol in
cigarettes. At its March 2011 meeting, TPSAC presented its report and recommendations on menthol, which included
that menthol likely increases experimentation and regular smoking, menthol likely increases the likelihood and degree
of addiction for youth smokers, non-white menthol smokers (particularly African-Americans) are less likely to quit
smoking and are less responsive to certain cessation medications, and consumers continue to believe that smoking
menthol cigarettes is less harmful than smoking non-menthol cigarettes as a result of the cigarette industry’s historical
marketing. TPSAC’s overall recommendation to the FDA was that “removal of menthol cigarettes from the
marketplace would benefit public health in the United States.” At the July 2011 meeting, TPSAC considered revisions
to its report, and the voting members unanimously approved the final report for submission to the FDA with no change
in its recommendation. On July 23, 2013, the FDA released its Independent Preliminary Scientific Evaluation of the
Public Health Effects of Menthol Versus Non-menthol Cigarettes (the “Preliminary Evaluation”) for public
comment, and issued an Advance Notice of Proposed Rulemaking (“ANPRM”) seeking additional information to
help the FDA make informed decisions about menthol in cigarettes. The Preliminary Evaluation found that although
there is little evidence to suggest menthol cigarettes are more toxic than regular cigarettes, the mint flavor of menthol
masks the harshness of tobacco, which makes it easier to become addicted and harder to quit, and increases smoking
initiation among youth. The FDA concluded that menthol cigarettes likely pose a public health risk above that seen
with non-menthol cigarettes. On November 8, 2013, twenty-seven jurisdictions (including the State) sent a letter to
the FDA in support of a ban on menthol-flavored cigarettes.
On March 21, 2018, as part of the FDA’s comprehensive plan for tobacco and nicotine regulation, the FDA
issued an ANPRM regarding the role that flavors (including menthol) play in initiation, use and cessation of use of
tobacco products. See “—Comprehensive Regulatory Plan for Tobacco and Nicotine” below. In a press release dated
November 15, 2018, the FDA announced its intent to advance a Notice of Proposed Rulemaking that would seek to
ban menthol in combustible tobacco products, including cigarettes and cigars, based on comments received from the
March 2018 ANPRM. In June 2020, the African American Tobacco Control Leadership Council, the Action on
Smoking and Health, the American Medical Association and the National Medical Association filed a complaint
against the FDA, seeking to compel the FDA to fulfill its mandate to take action on the FDA’s conclusions that it
would benefit the public health to add menthol to the list of prohibited characterizing flavors and therefore ban it from
sale. On January 22, 2021 a coalition of 23 Attorneys General sent a letter to the FDA urging the FDA to ban menthol
cigarettes, citing evidence that such a ban would benefit public health, reduce youth smoking initiation and improve
smoking cessation outcomes. In connection with this litigation, on April 29, 2021 the FDA announced it is working
to issue proposed product standards within the next year to ban menthol as a characterizing flavor in cigarettes. The
FDA’s enforcement would extend to manufacturers, distributors, wholesalers, importers and retailers. Proposed rules
will be published by the FDA, with a period for public comment.
According to research published in Nicotine and Tobacco Research in 2018, the menthol cigarette domestic
market share increased from 30.2% in 2011 to 32.5% in 2015, and a Federal Trade Commission report estimated the
2019 domestic market share of menthol cigarettes at 37%.
Pre-Market Review for New and Modified Products. The FSPTCA imposes restrictions on marketing new
and modified tobacco products, requiring FDA review in order for a manufacturer to begin marketing a new product
or continue marketing a modified product. Unless a manufacturer can demonstrate that its products are “substantially
equivalent” to products commercially marketed as of February 15, 2007, the FDA could require the removal of such
products or subject them to the new product application process and, if any such new product applications are denied,
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prevent the continued distribution and sale of such products. Manufacturers intending to first introduce new and
modified cigarette, cigarette tobacco and smokeless tobacco products into the market after March 22, 2011 or
intending to first introduce other new and modified products such as e-cigarettes and other vapor products into the
market after August 8, 2016 must submit substantial equivalence reports to the FDA and obtain “substantial
equivalence orders” from the FDA, or submit new tobacco product applications to the FDA and obtain “new tobacco
product marketing orders” from the FDA before introducing the products into the market. According to the FDA,
new tobacco product applications must demonstrate with scientific data that the product is appropriate for the
protection of the public health. In June 2019, the FDA issued guidance on the content of new tobacco product
applications for e-vapor products and in September 2019, the FDA issued a proposed rule in which it set forth proposed
requirements for content, format and FDA’s procedures for reviewing such applications.
According to FDA guidance issued in January 2011, for cigarettes, cigarette tobacco and smokeless tobacco
products modified or first introduced into the market between February 15, 2007 and March 22, 2011 for which a
manufacturer submitted substantial equivalence reports that the FDA determines are not “substantially equivalent” to
products commercially marketed as of February 15, 2007, the FDA could require the removal of such products from
the marketplace. In its May 2016 final rule on e-cigarettes and other vapor products, the FDA left the “grandfather”
date of February 15, 2007 in place for e-cigarettes and vapor products. For e-cigarettes and other vapor products
modified or first introduced into the market between February 15, 2007 and August 8, 2016, if a manufacturer submits
substantial equivalence reports for products that the FDA determines are not “substantially equivalent” to products
commercially marketed as of February 15, 2007, or rejects a new tobacco product application submitted by a
manufacturer, the FDA could require the removal of such products from the marketplace. Few, if any, e-cigarettes
and other vapor products were on the market as of February 15, 2007, and thousands of such products subsequently
entered into commerce; therefore, manufacturers of these products may not be able to file substantial equivalence
reports and would be required to file new tobacco product applications demonstrating that the marketing of the
products would be appropriate for the protection of the public health. To address this issue, the FDA established a
compliance policy regarding its premarket review requirements for all products (such as e-cigarettes and other vapor
products) deemed by the May 2016 final rule to be tobacco products that are not grandfathered products but were on
the market as of August 8, 2016. The FDA will allow such products to remain on the market so long as the
manufacturer has filed the appropriate Premarket Tobacco Application (“PMTA”) by a specific deadline. In August
2017 in a “Guidance for Industry” (the “August 2017 Guidance”) the FDA extended the filing deadlines for
combustible non-cigarette products, such as cigars and pipe tobacco, to August 8, 2021, and for non-combustible
products, such as e-cigarettes, other vapor products and oral tobacco-derived nicotine products, to August 8, 2022.
The August 2017 Guidance also provided that the FDA will permit manufacturers to continue to market such products
that were on the market on August 8, 2016 until the FDA renders a decision on the applicable substantial equivalence
report or new tobacco product application. In July 2019, the U.S. District Court for the District of Maryland ruled
that the FDA had exceeded its authority in allowing e-cigarettes to remain on the market until 2022 before the
manufacturers applied for regulatory approval, and ordered the FDA to adopt a 10-month deadline (May 12, 2020) for
the submission of e-cigarette PMTAs (and the products whose applications are timely filed can remain on the market
without being subject to FDA enforcement action for up to one year from the date of the application). On April 22,
2020 the court granted a 120-day extension (to September 9, 2020) to the e-cigarette PMTA filing deadline, on account
of the COVID-19 pandemic. According to news reports, on October 11, 2019, Reynolds American submitted to the
FDA a PMTA for some of its Vuse e-cigarettes.
In addition, modifications to currently-marketed products, including modifications that result from, for
example, a supplier being unable to maintain the consistency required in ingredients or a manufacturer being unable
to obtain the ingredients with the required specifications, can trigger the FDA’s pre-market review process described
above.
In March 2015 and September 2015, the FDA issued draft guidance that announced that certain label changes
and changes to the quantity of tobacco products in a package would each require submission of substantial equivalence
reports and authorization from the FDA prior to marketing tobacco products with such changes, even when the tobacco
product itself is not changed. As discussed under “—FSPTCA Litigation” below, in response to a legal challenge from
the tobacco manufacturers, the United States District Court for the District of Columbia found that labeling changes
do not require a substantial equivalence review, but product quantity changes require a substantial equivalence review.
In December 2016, the FDA issued a revised final guidance document entitled, “Demonstrating the Substantial
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Equivalence of a New Tobacco Product: Response to Frequently Asked Questions (Edition 3)” as a result of the court
decision.
Since the FSPTCA’s enactment, the FDA has received thousands of applications for products that tobacco
companies claimed were “substantially equivalent” to ones already on the market. The FDA began announcing
decisions on substantial equivalence reports in 2013. The FDA announced on June 25, 2013 that it approved the
applications and authorized the sale of two new non-menthol Newport cigarettes that were made by Lorillard (after
determining that the cigarettes, while slightly different than previous products, would not pose new health issues) and
rejected four other new tobacco products, based on new health concerns raised by some ingredients and a lack of detail
about product design. It was the first instance of a federal agency rejecting an application by a tobacco manufacturer
to bring a new tobacco product to the market based on the product’s threat to public health. Four additional tobacco
products were rejected by the FDA on August 28, 2013 because they were found to be “not substantially equivalent”
to the predicate products to which they were compared, and in September 2013 four roll-your-own products were
approved for marketing and sale by the FDA because the products were determined to be “substantially equivalent”
to the predicate products to which they were compared. In February 2014, the FDA issued orders to prevent the further
sale and distribution of four of the “not substantially equivalent” tobacco products that were currently on the market,
marking the first time the FDA has used its authority to order a tobacco manufacturer to stop selling and distributing
currently available tobacco products. In August 2014, the FDA ordered a tobacco product manufacturer to stop selling
and distributing seven dissolvable tobacco products because they were not substantially equivalent to predicate
products. On December 17, 2019, the FDA authorized the marketing of two new tobacco products manufactured by
SPM 22nd Century Group Inc., Moonlight and Moonlight Menthol (formerly named VLN), which are combusted,
filtered cigarettes that contain a reduced amount of nicotine compared to typical commercial cigarettes (an
approximately 95% reduction). After reviewing the PMTAs submitted by the tobacco manufacturer, the FDA
determined that authorizing these reduced nicotine products for sale in the U.S. is appropriate for the protection of the
public health because of, among several key considerations, the potential to reduce nicotine dependence in addicted
adult smokers. According to the FDA, on average, conventional cigarettes made in the U.S. contain tobacco with a
nicotine content of 10 to 14 milligrams per cigarette, and Moonlight and Moonlight Menthol have nicotine content
between 0.2 to 0.7 milligrams per cigarette. The FDA has not yet made a ruling on the modified risk tobacco product
application for these reduced nicotine cigarettes, in which 22nd Century Group Inc. seeks to sell such products with
reduced exposure claims.
Altria reported in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021 that it is
difficult to predict the duration of FDA reviews of substantial equivalence reports or PMTAs, and that a “not
substantially equivalent” determination, a denial of a PMTA or the withdrawal by the FDA of a prior marketing order
on one or more products could result in the removal of products from the market and could have a material adverse
impact on Altria’s business, cash flows or financial position.
As noted below under “—Comprehensive Regulatory Plan for Tobacco and Nicotine,” as part of the FDA’s
comprehensive plan for tobacco and nicotine regulation, the FDA reported that it plans to develop foundational rules
and guidance that will delineate key requirements of the regulatory process, such as the demonstration of substantial
equivalence and the submission of applications for new tobacco products.
Modified Risk Products. The FSPTCA bans the use of descriptors on tobacco products such as “low tar,”
“mild” and “light” when used as descriptors of modified risk, prohibits the alteration or removal of warning labels and
prohibits the use of modified risk claims, unless expressly authorized by the FDA through the modified risk tobacco
product application process. On March 30, 2012 the FDA issued draft guidance on preparing and submitting
applications for modified risk tobacco products pursuant to the FSPTCA.
On August 27, 2015, the FDA sent a warning letter to Reynolds American’s subsidiary Santa Fe Natural
Tobacco Company, claiming that its use of the terms “Natural” and “Additive Free” in the product labeling and
advertising for Natural American Spirit cigarettes violates the modified risk tobacco products provision of the
FSPTCA. The FDA stated that in order for such terms to be used, these cigarettes must have an FDA modified-risk
tobacco product order, which requires scientific evidence in order to legally make those claims. Following discussions
between the parties, on January 23, 2017 the FDA and Santa Fe Natural Tobacco Company reached an agreement
whereby, among other things, Santa Fe Natural Tobacco Company committed to phasing out use of the terms
“Natural” and “Additive Free” from product labeling and advertising for Natural American Spirit cigarettes on an
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established timeframe, but it may continue to use the term “Natural” in the Natural American Spirit brand name and
trademarks.
In connection with a 2016 lawsuit initiated by Altria’s subsidiary John Middleton Co. (“Middleton”) the
Department of Justice, on behalf of the FDA, informed Middleton that the FDA does not intend to bring an
enforcement action against Middleton for the use of the term “mild” in the trademark “Black & Mild” (Middleton’s
principal cigar brand), according to Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30,
2021.
As described above under “—Smokeless Tobacco Products,” in October 2019, the FDA announced that it
had authorized the marketing of eight Swedish Match snus products through the modified risk tobacco product
pathway, marking the first time the FDA had authorized modified risk tobacco products.
As described above under “—Heat-Not-Burn Tobacco Products,” on July 7, 2020, the FDA approved Philip
Morris International’s IQOS system as a “modified risk” tobacco product, which will be allowed to be marketed with
“exposure modification” statements to the effect that the product significantly reduces the production of harmful and
potentially harmful chemicals and that scientific studies have shown that switching completely from conventional
cigarettes to the IQOS system significantly reduces the body’s exposure to harmful or potentially harmful chemicals.
As described above under “—E-Cigarettes and Vapor Products,” in September 2019, the FDA issued a
warning letter to Juul Labs, Inc. for marketing unauthorized modified risk tobacco products by engaging in labeling,
advertising, and/or other activities directed to consumers.
As described above under “—Pre-Market Review for New and Modified Products,” the FDA has not yet
made a ruling on the modified risk tobacco product application for the reduced nicotine cigarettes of 22nd Century
Group Inc.
Product Constituents and Product Standards. On March 30, 2012 the FDA issued draft guidance on the
reporting of harmful and potentially harmful constituents in tobacco products and tobacco smoke pursuant to the
FSPTCA. In January 2017, the FDA proposed a product standard for N-nitrosonornicotine (NNN) levels in finished
smokeless tobacco products.
Comprehensive Regulatory Plan for Tobacco and Nicotine. On July 28, 2017, the FDA announced its intent
to develop a comprehensive plan for tobacco and nicotine regulation that recognizes the continuum of risk for nicotine
delivery. On March 15, 2018, as part of this comprehensive plan, the FDA announced an ANPRM to explore and
seek comment on lowering the nicotine in cigarettes to minimally or non-addictive levels, and the FDA is currently
considering requiring tobacco companies to reduce nicotine levels to non-addictive levels in all cigarettes sold in the
United States, according to news reports in April 2021. As described in “Menthol” above, on April 29, 2021, the FDA
(as part of the comprehensive plan) announced it is working to issue proposed product standards within the next year
to ban menthol as a characterizing flavor in cigarettes.
In the March 15, 2018 announcement, the FDA also stated that it is starting new work to re-evaluate and
modernize its approach to the development and regulation of medicinal nicotine replacement products such as gums,
patches and lozenges; and plans to issue a series of foundational rules and guidance that will delineate key
requirements of the regulatory process, such as the demonstration of substantial equivalence and the submission of
applications for new tobacco products, as well as a framework for addressing substantial equivalence applications for
provisional products that entered the market during applicable grace periods. The FDA also noted in the July 2017
announcement that it plans to develop product standards to protect against known public health risks such as issues
with electronic nicotine delivery systems batteries and concerns about children’s exposure to liquid nicotine. On
March 28, 2018, the FDA announced, as part of the comprehensive plan, that it is considering over-the-counter
regulation of e-cigarettes. On April 24, 2018, the FDA announced a Youth Tobacco Prevention Plan focused on
stopping the use by youth of tobacco products, particularly e-cigarettes, as part of its comprehensive plan. Among
other initial actions, the FDA sent official requests for information to several e-cigarette manufacturers, requiring them
to submit documents to enable the FDA to better understand the youth appeal of e-cigarettes, and conducted an
undercover nationwide blitz to crack down on illicit sales of e-cigarettes. The Youth Tobacco Prevention Plan will
also include efforts to make tobacco products less toxic, appealing and addictive in order to deter use by youth, which
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may include measures on flavors or designs that appeal to youth, child-resistant packaging and product labeling to
prevent accidental child exposure to liquid nicotine. Additionally, the FDA plans to explore additional restrictions on
the sale and promotion of electronic nicotine delivery systems to further reduce youth exposure and access to these
products. On August 3, 2018, the FDA released draft guidance aimed at supporting the development of novel, inhaled
nicotine replacement therapies that could be submitted to the FDA for approval as new drugs, similar to current overthe-counter pharmaceutical nicotine replacement therapy products.
FDA March 2019 Draft Guidance. In March 2019 the FDA issued a draft Guidance for Industry entitled
“Modifications to Compliance Policy for Certain Deemed Tobacco Products” (the “March 2019 Draft Guidance”).
The March 2019 Draft Guidance proposed, among other things, to revise the FDA compliance policy for flavored evapor products by, among other things, moving the deadline for filing e-vapor product pre-market applications from
August 2022 to August 2021 (however, as described above, the U.S. District Court for the District of Maryland ordered
a May 12, 2020 deadline for the submission of e-vapor product PMTAs, which the court extended to September 9,
2020 on account of the COVID-19 pandemic), and imposing restrictions on sales of flavored vapor products at inperson locations and online in order to reduce underage access. In the March 2019 Draft Guidance, the FDA also
announced its intention to restrict certain flavors of e-vapor products in order to deter underage usage of such products.
In September 2019, the United States Department of Health and Human Services announced that the FDA’s
compliance policy for flavored e-vapor products will be broader than that announced in the March 2019 Draft
Guidance by including both mint and menthol flavored e-vapor products as the subject of any FDA enforcement. On
January 2, 2020, the FDA announced that while it was not banning the sale of flavored e-cigarettes and other vapor
products, it would prioritize flavored products in its enforcement efforts against illegally marketed e-cigarettes and
other vapor products. The March 2019 Draft Guidance was subject to a 30-day comment period, after which the FDA
may issue a final guidance. According to the March 2019 Draft Guidance, enforcement actions under the revised
policies would begin 30 days after the issuance of the final guidance. On August 26, 2021, the FDA announced it had
blocked the sale of more than 55,000 flavored e-cigarette products, including both products not yet introduced into
the market and those already on the market. On September 9. 2021, the FDA announced it had taken action on
approximately 93% of the applications for electronic nicotine delivery systems submitted to it, and continues to review
such applications submitted by the September 9, 2020 deadline.
User Fees. The FSPTCA imposes quarterly user fees on cigarette, cigarette tobacco, smokeless tobacco,
cigar and pipe tobacco manufacturers and importers to pay for the cost of regulation and other matters. The FSPTCA
does not impose user fees on vapor product manufacturers. The cost of the FDA user fees is allocated first among
tobacco product categories subject to FDA regulation and then among manufacturers and importers within each
respective category based on their relative market shares, all as prescribed by the FSPTCA and FDA regulations.
Payments for user fees are adjusted for several factors, including inflation, market share and industry volume.
Future Actions. The FDA can issue additional regulations under the FSPTCA to impose broad additional
restrictions on tobacco products. In addition, the FSPTCA requires that the FDA promulgate good manufacturing
practice regulations for tobacco product manufacturers, but does not specify a timeframe for such regulations.
FSPTCA Litigation
Tobacco manufacturers have filed suit regarding certain provisions of the FSPTCA and actions taken
thereunder. In August 2009, a group of tobacco manufacturers (including Reynolds Tobacco and Lorillard) and a
tobacco retailer filed a complaint against the U.S. government in the U.S. District Court for the Western District of
Kentucky, Commonwealth Brands, Inc. v. U.S., in which they asserted that various provisions of the FSPTCA violate
their free speech rights under the First Amendment, constitute an unlawful taking under the Fifth Amendment, and
are an infringement on their Fifth Amendment due process rights. Plaintiffs sought a preliminary injunction and a
judgment declaring the challenged provisions unconstitutional. Both plaintiffs and the government filed motions for
summary judgment and on November 5, 2009, the district court denied certain plaintiffs’ motion for preliminary
injunction as to the modified risk tobacco products provision of the FSPTCA and in January 2010 granted partial
summary judgment to plaintiffs on their claims that the ban on color and graphics in advertising and the ban on
statements implying that tobacco products are safer due to FDA regulation violated their First Amendment speech
rights. The district court granted partial summary judgment to the government on all other claims. Both parties
appealed from the district court’s order and on March 19, 2012, the U.S. Court of Appeals for the Sixth Circuit affirmed
the district court’s decision upholding the FSPTCA’s restrictions on the marketing of modified-risk tobacco products,
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the FSPTCA’s bans on event sponsorship, branding non-tobacco merchandise, and free sampling, and the requirement
that tobacco manufacturers reserve significant packaging space for textual health warnings. The Sixth Circuit further
affirmed the district court’s grant of summary judgment to plaintiff manufacturers on the unconstitutionality of the
FSPTCA’s restriction of tobacco advertising to black and white text. The Sixth Circuit reversed the district court’s
determination that the FSPTCA’s restriction on statements regarding the relative safety of tobacco products based on
FDA regulation is unconstitutional and its determination that the FSPTCA’s ban on tobacco continuity programs is
permissible under the First Amendment. On May 31, 2012, the Sixth Circuit denied the plaintiffs’ motion for rehearing
en banc. On October 30, 2012, the plaintiffs filed a petition for writ of certiorari with the U.S. Supreme Court. On
April 22, 2013, the U.S. Supreme Court denied plaintiffs’ petition for certiorari. The government had not appealed
the portion of the Court of Appeals ruling that affirmed the unconstitutionality of the FSPTCA’s restriction of tobacco
advertising to black and white text.
In a separate lawsuit that challenged the constitutionality of the FDA regulation that restricts tobacco
manufacturers from using the trade or brand name of a non-tobacco product on cigarettes or smokeless tobacco
products, the case was dismissed without prejudice pursuant to a stipulation by which the FDA agreed not to enforce
the current or any amended trade name rule against plaintiffs until at least 180 days after rulemaking on the amended
rule concludes. This relief only applies to plaintiffs in the case. However, in May 2010, the FDA issued guidance on
the use of non-tobacco trade and brand names applicable to all cigarette and smokeless tobacco product manufacturers.
This guidance indicated the FDA’s intention not to commence enforcement actions under the regulation while it
considers how to address the concerns raised by various manufacturers.
In February 2011, Lorillard, along with Reynolds Tobacco, filed a lawsuit in the U.S. District Court for the
District of Columbia, Lorillard, Inc. v. U.S. Food and Drug Administration, against the FDA challenging the
composition of the TPSAC because of the FDA’s appointment of certain voting members with significant financial
conflicts of interest. Lorillard believed these members were financially biased because they regularly testify as expert
witnesses against tobacco-product manufacturers, and because they are paid consultants for pharmaceutical companies
that develop and market smoking-cessation products. The suit similarly challenged the presence of certain conflicted
individuals on the Constituents Subcommittee of the TPSAC. The complaint sought a judgment (i) declaring that,
among other things, the appointment of the conflicted individuals to the TPSAC (and its Constituents Subcommittee)
was arbitrary, capricious, an abuse of discretion, and otherwise not in compliance with the law because it prevented
the TPSAC from preparing a report that was unbiased and untainted by conflicts of interest, and (ii) enjoining the
FDA from, among other things, relying on the TPSAC’s report. On July 21, 2014, the U.S. District Court for the
District of Columbia granted plaintiffs’ summary judgment motion, in part, and denied defendants’ summary judgment
motion, finding that three of the panel’s members had conflicts of interest that biased them against the tobacco industry
and that “the FDA’s appointment of those members was arbitrary and capricious, in violation of the APA, and fatally
tainted the composition of the TPSAC and its work product, including the Menthol Report.” The court ordered the
FDA to reconstitute the TPSAC so that it complies with the applicable ethics laws and barred the FDA from relying
on the TPSAC 2011 report on menthol, which the court found to be, “at a minimum suspect, and at worst
untrustworthy.” The FDA appealed the district court’s decision to the U.S. Court of Appeals for the District of
Columbia in September 2014. On March 5, 2015, the FDA announced the resignation or termination of four members
from the TPSAC and the addition of three members to the TPSAC, in response to the district court’s order to
reconstitute the committee. The FDA also announced that it would work expeditiously to fill the remaining vacancy.
On January 15, 2016, the appellate court reversed the decision of the district court, finding that the plaintiffs did not
have standing to challenge appointments of certain TPSAC members. Under the appellate court’s order, the three
former committee members can serve once again on the TPSAC and the FDA can rely on the TPSAC menthol report.
On February 26, 2016, the plaintiff tobacco manufacturers filed a petition for a rehearing en banc, which was denied
in May 2016.
On August 16, 2011, five tobacco companies (including OPMs Reynolds Tobacco and Lorillard as well as
SPMs Commonwealth Brands, Inc., Liggett Group LLC, and Santa Fe Natural Tobacco Company) filed a complaint
against the FDA in the U.S. District Court for the District of Columbia, R.J. Reynolds Tobacco Co. v. U.S. Food and
Drug Administration, challenging the FDA’s rule requiring new textual and graphic warning labels on cigarette
packaging and advertisements. The tobacco companies sought a declaratory judgment that the FDA’s final rule
violates the First Amendment and the Administrative Procedure Act (the “APA”). On February 29, 2012, the district
court granted the plaintiffs’ motion for summary judgment and entered an order permanently enjoining the FDA, until
15 months following the issuance of new regulations implementing Section 201(a) of the FSPTCA that are
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substantively and procedurally valid and permissible under the United States Constitution and federal law, from
enforcing against plaintiffs the new textual and graphic warnings required by Section 201(a) of the FSPTCA. The
district court ruled that the mandatory graphic warnings violated the First Amendment by unconstitutionally
compelling speech, and that the FDA had failed to carry both its burden of demonstrating a compelling interest for its
rule requiring the textual and graphic warning labels and its burden of demonstrating that the rule is narrowly tailored
to achieve a constitutionally permissible form of compelled commercial speech. The FDA filed an appeal with the
U.S. Court of Appeals for the District of Columbia Circuit on March 4, 2012, and on August 24, 2012, the Court of
Appeals affirmed the district court’s decision invalidating the graphic warning rule. On October 9, 2012, the FDA
filed a motion for rehearing en banc with the Court of Appeals, and on December 5, 2012, the Court of Appeals denied
the FDA’s petition for a rehearing en banc. On March 19, 2013, the FDA announced that it would not file a petition
for a writ of certiorari with the U.S. Supreme Court, but instead would undertake research to support a new rulemaking
on different warning labels consistent with the FSPTCA. In October 2016, several public health groups filed suit in
the Federal District Court for the District of Massachusetts to force the FDA to issue final rules requiring graphic
warnings on cigarette packs and advertising (American Academy of Pediatrics, et al v. United States Food and Drug
Administration, No. 16-cv-11985, D. Mass.). In a March 5, 2019 Memorandum and Order, the court directed the FDA
to submit by March 15, 2020 a final rule mandating color graphic warnings on cigarette packs and in cigarette
advertisements as required by the FSPTCA. As discussed above under “—Warnings”, on March 17, 2020, the FDA
issued its final rule to require new health warnings on cigarette packages and in advertisements to promote greater
public understanding of the negative health consequences of smoking.
In 2015, cigarette manufacturers filed a lawsuit in the federal district court for the District of Columbia
challenging the FDA’s draft guidance that had announced that certain label changes and changes to the quantity of
tobacco products in a package would each require submission of substantial equivalence reports and authorization
from the FDA prior to marketing tobacco products with such changes. In August 2016, the court held that a
modification to an existing product’s label does not result in a “new tobacco product” and therefore such a label change
does not give rise to the substantial equivalence review process, but the court upheld the guidance document’s
treatment of product quantity changes as modifications that give rise to a “new tobacco product” requiring substantial
equivalence review. The parties did not appeal this decision, concluding the litigation.
Surgeon General Reports
In 1964, the Report of the Advisory Committee to the Surgeon General of the U.S. Public Health Service
concluded that cigarette smoking was a health hazard of sufficient importance to warrant appropriate remedial action.
Since this initial report in 1964, the Secretary of Health, Education and Welfare (now the Secretary of Health and
Human Services) and the Surgeon General have issued a number of other reports that find the nicotine in cigarettes
addictive and that link cigarette smoking and exposure to cigarette smoke with certain health hazards, including
various types of cancer, coronary heart disease and chronic obstructive lung disease. These reports have recommended
various governmental measures to reduce the incidence of smoking. Furthermore, there are various Surgeon General’s
warnings that are required on cigarette packages and advertisements.
In June 2006, the Office of the Surgeon General released a report, “The Health Consequences of Involuntary
Exposure to Tobacco Smoke.” It is a comprehensive review of health effects of involuntary exposure to tobacco
smoke. It concludes definitively that secondhand smoke causes disease and adverse respiratory effects. It also
concludes that policies creating completely smoke-free environments are the most economical and efficient
approaches to providing protection to non-smokers. On September 18, 2007, the Office of the Surgeon General
released the report, “Children and Secondhand Smoke Exposure,” which concludes that many children are exposed to
secondhand smoke in the home and that establishing a completely smoke-free home is the only way to eliminate
secondhand smoke exposure in that setting. The Surgeon General also addressed the health risks of second-hand
smoke in its 2010 report entitled “How Tobacco Smoke Can Cause Disease: The Biology and Behavioral Basis for
Smoking-Attributable Disease.” In 2012, the Surgeon General released a report on preventing tobacco use among
youth and young adults, and on January 17, 2014, the Surgeon General released a report on the health consequences
of smoking, contending that smoking is linked in the U.S. to a higher number of deaths than previous estimates, that
filtered cigarettes may increase the risk of certain diseases, and that cigarettes are a causal factor in certain conditions
and diseases that had not previously been linked to cigarette smoking. These reports are expected to strengthen
arguments in favor of further smoking restrictions across the country.
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In December 2016, the Surgeon General issued a report on e-cigarettes, raising public health concerns
regarding the use of e-cigarettes by U.S. youth and young adults. The report recommended that state, local, tribal,
and territorial governments implement additional laws and regulations to address e-cigarette use among youth and
young adults, including: incorporating e-cigarettes into existing smoke-free policies; preventing youth access to ecigarettes through various restrictions on sales of e-cigarettes to minors (including age verification requirements,
prohibitions against self-service displays, and active enforcement of existing laws); implementing taxation and other
price policies for e-cigarettes; increasing regulation of e-cigarette marketing by expanding evidence and facilitating
the development of constitutionally feasible restrictions on such marketing; and targeting youth and young adults with
educational initiatives on e-cigarettes and their potential for nicotine addiction and adverse health consequences. The
report also calls for expanded federal funding of e-cigarette research efforts, including research on health risks and
the impact of governmental policies on initiation and use patterns for e-cigarettes and other tobacco products, and
recommends continued surveillance of e-cigarette marketing to assess the link between exposure to e-cigarette
marketing and use of these products.
Other Federal Action
In October 2011, the FDA and the National Institutes of Health (the “NIH”) announced a joint national study
called the “Tobacco Control Act National Longitudinal Study of Tobacco Users” to monitor and assess the behavioral
and health impacts of new government tobacco regulations. This study, now referred to as the Population Assessment
of Tobacco and Health (PATH) Study, started in 2013 and is the first large research effort undertaken by the NIH and
the FDA after Congress gave the FDA authority to regulate tobacco products in 2009. About 49,000 people ages 12
years and older are participating in the PATH Study. The results of the study will be used to guide the FDA in targeting
effective actions to reduce the effects of smoking on public health.
In November 2011, the FDA announced its plans for an integrated anti-smoking campaign targeting
teenagers, with a combined budget of up to $600 million over five years. As part of this campaign, the FDA announced
in February 2014 that advertisements would run for at least one year under the “Real Cost” campaign that targets
young people aged 12-17 years and shows the costs and health consequences associated with tobacco use. The FDA
reported that the “Real Cost” campaign prevented as many as 587,000 youths nationwide from smoking during 20142016. According to the FDA, subsequent campaigns will target young adults aged 18-24 years and people who
influence teens, including parents, family members and peers. In May 2018, the FDA announced that it expanded the
“Real Cost” public education campaign with messages focused on preventing use by youth of e-cigarettes and
announced the launch of the full-scale campaign in June 2019.
In March 2012, the CDC announced its first national anti-tobacco effort entitled “Tips From Former
Smokers” (TIPS) which features graphic advertisements intended to shock smokers into quitting with stories of people
damaged by tobacco products. The initial campaign’s goal was to convince 500,000 people to try quitting smoking
and 50,000 to quit long-term, and the CDC reported that as a result of the 2012 campaign an estimated 1.6 million
smokers attempted to quit smoking and more than 200,000 Americans had quit smoking immediately following the
campaign, of which researchers estimated that more than 100,000 would likely quit smoking permanently, according
to the CDC. The TIPS advertising campaign was subsequently renewed in March of 2013, July of 2014 and March
of 2015 with new advertisements showing in stark terms the negative health effects of smoking. The CDC announced
the launch of another graphic anti-smoking campaign beginning in January 2016, to run for 20 weeks on television,
radio, billboards online and in magazines and newspapers. The CDC has reported that the TIPS advertising campaign
helped prompt more than 16 million smokers to try to quit since it began in 2012, and approximately one million have
quit for good because of the campaign. Annual budgets of the CDC have consistently included funds for tobacco
prevention and control, including in order to continue the national tobacco education campaigns that are meant to raise
awareness about the health effects of tobacco use and prompt smokers to quit.
In November 2008, the FTC rescinded guidance it issued in 1966 which provided that tobacco manufacturers
were allowed to make factual public statements concerning the tar, nicotine and carbon monoxide yields of their
cigarettes without violating the Federal Trade Commission Act if they were based on the “Cambridge Filter
Method.” The Cambridge Filter Method is a machine-based test that “smokes” cigarettes according to a standard
protocol and measures tar, nicotine and carbon monoxide yields. The FTC has determined that machine-based yields
determined by the Cambridge Filter Method are relatively poor indicators of actual tar, nicotine and carbon monoxide
exposure and may be misleading to individual consumers who rely on such information as indicators of the amount
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of tar, nicotine and carbon monoxide they will actually receive from smoking a particular cigarette and therefore do
not provide a good basis for comparison among cigarettes. According to the FTC, this is primarily due to “smoker
compensation,” which is the tendency of smokers of lower nicotine rated cigarettes to alter their smoking behavior in
order to obtain higher doses of nicotine. Now that the FTC has withdrawn its guidance, tobacco manufacturers may
no longer make public statements that state or imply that the FTC has endorsed or approved the Cambridge Filter
Method or other machine-based testing methods in determining the tar, nicotine and carbon monoxide yields of their
cigarettes. Factual statements concerning cigarette yields are allowed by the FTC if they are truthful, non-misleading
and adequately substantiated, which is the same basis on which the FTC evaluates other advertising or marketing
claims that are subject to the FTC’s jurisdiction. It is possible that the FTC’s rescission of its guidance regarding the
Cambridge Filter Method could be cited as support for allegations by plaintiffs in pending or future litigation, or could
encourage additional litigation against cigarette manufacturers.
The U.S. Defense Department has undertaken efforts to reduce smoking among members of the military. A
March 14, 2014 Defense Department memo encouraged the services to eliminate tobacco sales and tobacco use on
military bases, although it did not order specific actions. In April 2016, Defense Secretary Ash Carter approved a
policy set forth in DoD Tobacco Policy Memorandum 16-001 which directs all Department of Defense facilities to
restrict tobacco use to outdoor areas; directs military branches to implement plans to improve tobacco education for
their personnel, strengthen programs for quitting tobacco, review efforts to institute smoke-free military housing and
implement tobacco-free zones in areas frequented by children; and also requires tobacco prices at military base
exchanges and commissaries to match local civilian store prices, including tax.
Excise Taxes
Cigarettes are subject to substantial excise taxes in the U.S. On February 4, 2009, an increase was signed
into law, effective April 1, 2009, of $0.62 in the excise tax per pack of cigarettes, bringing the total federal excise tax
to $1.01 per pack, and significant tax increases on other tobacco products. The federal excise tax rate for snuff
increased $0.925 per pound to $1.51 per pound. The federal excise tax on small cigars, defined as those weighing
three pounds or less per thousand, increased by $48.502 per thousand to $50.33 per thousand. In addition, the federal
excise tax rate for roll-your-own tobacco increased from $1.097 per pound to $24.78 per pound. Press reports have
noted that many consumers who previously purchased roll-your-own tobacco began using pipe tobacco to roll their
own cigarettes in order to avoid the new excise tax, as pipe tobacco excise taxes were unaffected, and using new,
mechanized rolling machines to process cigarettes in bulk. Press reports have also noted that increased excise taxes
have led to an increase in cigarette smuggling. On July 6, 2012, a provision was signed into law classifying retailers
that operate roll-your-own machines as cigarette manufacturers, thus requiring those retailers to pay the same tax rate
as other cigarette manufacturers.
In 2019, a bill was introduced in the U.S. Senate that would have doubled the federal excise tax per pack of
cigarettes (and would have applied the same tax level to all tobacco products), and it is possible that similar legislation
will be enacted in order to help fund the President’s climate-related and other initiatives. In April 2021, the Tobacco
Tax Equity Act of 2021 was introduced into both the Senate and House of Representatives. The bill seeks to (i) double
the federal excise tax rate on cigarettes, pegging the resulting excise tax rate to increase with the rate of inflation and
(ii) set the federal excise tax rate for all other tobacco products at this same level. Numerous advocacy groups,
including the American Cancer Society Cancer Action Network and American Lung Association, support increasing
the federal cigarette excise tax and raising federal tax rates on other tobacco products. According to the CDC,
increasing the price of tobacco products is one of the most effective methods to prevent or reduce tobacco use.
All of the states, the District of Columbia, Puerto Rico, Guam and the Northern Mariana Islands currently
impose cigarette taxes, which ranged from $0.17 per pack in Missouri to $5.10 per pack in Puerto Rico, according to
the Campaign for Tobacco-Free Kids as of December 7, 2020. According to Altria in its Form 10-Q filed with the
SEC for the six-month period ended June 30, 2021, between the end of 1998 (the year that the MSA was executed)
and July 26, 2021, the weighted average state cigarette excise tax increased from $0.36 to $1.89 per pack. In recent
years, almost every state has increased tobacco taxes, according to the Campaign for Tobacco-Free Kids. According
to a report by the American Lung Association, in 2009, 14 states turned to cigarette taxes to increase revenue in
response to record state deficits. As reported by the American Lung Association’s Tobacco Policy Project/State
Legislated Actions on Tobacco Issues (“SLATI”), six states passed cigarette excise tax increases during 2010, two
states (Connecticut and Vermont) passed cigarette excise tax increases during 2011, and in 2012, Illinois and Rhode
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Island enacted legislation to increase their cigarette excise taxes. During 2013, Massachusetts, Minnesota, Oregon and
Puerto Rico had enacted legislation to increase their cigarette taxes. In particular, Minnesota increased its cigarette
excise tax in July 2013 by $1.60 per pack, and Massachusetts raised its excise tax by $1.00 per pack, effective July
31, 2013, bringing its tax to $3.51 per pack. New Hampshire’s cigarette tax also increased by $0.10 on August 1,
2013 due to legislation enacted in 2011. Vermont enacted a cigarette excise tax increase in 2014. During 2015,
Alabama, Nevada, Kansas, Vermont, Louisiana, Ohio, Rhode Island and Connecticut enacted legislation to increase
their cigarette excise taxes. During 2016, Louisiana, Pennsylvania, West Virginia and California enacted legislation
to increase cigarette excise taxes. In particular, in California, a $2.00 per pack increase in such state’s cigarette excise
tax (in addition to such state’s then current $0.87 per pack excise tax) was passed by voters on November 8, 2016,
effective April 1, 2017. During 2017, Rhode Island, Delaware, Connecticut and Puerto Rico enacted legislation to
increase their cigarette excise taxes. During 2018, Kentucky, Oklahoma, and Washington D.C. enacted cigarette
excise tax increases. During 2019, New Mexico and Illinois increased their cigarette excise taxes. During 2020, a
cigarette excise tax increase went into effect in Virginia, and voters in Oregon and Colorado approved cigarette excise
tax increases effective January 1, 2021 - an increase of $2.00 in Oregon, from $1.33 to $3.33 per pack, and incremental
increases in Colorado, from $0.84 to $2.64 per pack by July 2027. As of July 26, 2021, one state (Maryland) has
enacted new legislation increasing cigarette excise taxes in 2021, but various increases are under consideration or have
been proposed.
In addition to federal and state excise taxes, certain city and county governments also impose substantial
excise taxes on tobacco products sold, such as New York City, Philadelphia and Chicago. It is expected that the
federal government, state and local governments will continue to raise their respective excise taxes on cigarettes in
future years.
All 50 states and the District of Columbia subject smokeless tobacco to excise taxes. According to Altria in
its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, a majority of states currently tax
moist smokeless tobacco products using an ad valorem method, which is calculated as a percentage of the price of the
product, typically the wholesale price. As of July 26, 2021, the federal government, 23 states, Puerto Rico,
Philadelphia, Pennsylvania and Cook County, Illinois have adopted a weight-based tax methodology for moist
smokeless tobacco, according to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30,
2021.
According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, as of
July 26, 2021, 30 states, the District of Columbia, Puerto Rico and a number of cities and counties have enacted
legislation to tax e-vapor products; these taxes are calculated in varying ways and may differ based on the e-vapor
product form. Eleven states and the District of Columbia have enacted legislation to tax oral nicotine pouches,
according to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021.
According to the Campaign for Tobacco-Free Kids, six states have special taxes or fees on brands of
manufacturers not participating in the State Settlement Agreements: Alaska, Michigan, Minnesota, Mississippi, Texas
and Utah. Texas’s tax took effect on September 1, 2013, but in November 2013, a district court judge in Texas Small
Tobacco Coalition. v. Combs (Tex. Dist. Ct., Travis Cnty.) ruled that the tax violated the Equal and Uniform Taxation
clause of the Texas Constitution. The Texas Comptroller of Public Accounts appealed this decision on November 13,
2013, and on August 15, 2014 the Texas Court of Appeals affirmed the district court judge’s decision, holding that
the tax violates the Texas Constitution, and enjoined Texas from collecting or assessing the tax. The State of Texas
filed its petition for review with the Texas Supreme Court in October 2014, and on April 1, 2016, the Texas Supreme
Court reversed the Texas Court of Appeals and ruled that the Texas equity fee legislation does not violate the Texas
Constitution and remanded the case back to the Texas Court of Appeals for that court to consider the non-settling
manufacturers’ remaining challenges to the legislation. On March 24, 2017, the Texas Court of Appeals granted
Texas’ motion for summary judgment, ruling that the tax does not violate the equal protection and due process clauses
of the U.S. Constitution.
In 2005, Minnesota enacted a 75-cent “health impact fee” on tobacco manufacturers for each pack of
cigarettes sold, in order to recover Minnesota’s health costs related to or caused by tobacco use. The imposition of
this fee was contested by Philip Morris and upheld by the Minnesota Supreme Court as not in violation of Minnesota’s
settlement with the tobacco companies (and in February 2007, the U.S. Supreme Court denied Philip Morris’s petition
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for writ of certiorari). In 2013, however, the Minnesota legislature repealed the health impact fee (the bill cited the
contemporaneous increase in the cigarette excise tax as offsetting the repeal of the health impact fee).
In November 2013, New York City passed an ordinance that set a minimum price of $10.50 for every pack
of cigarettes sold in New York City and prohibited the use of coupons or other promotional discounts to lower that
price. In August 2017 New York City further raised the minimum price of a pack of cigarettes to $13.00, effective
June 1, 2018. On February 16, 2014, tobacco companies and trade groups representing cigarette retailers filed a
motion for preliminary injunction in federal court to block that portion of the ordinance that prohibited the use of
coupons and other promotional discounts (National Association of Tobacco Outlets Inc. et al. v. City of New York et
al.), but in June 2014 the court upheld that portion of the ordinance. On July 1, 2020, New York State prohibited the
use of coupons and other price discounts on cigarette sales.
Minimum Age to Possess or Purchase Tobacco Products
On December 20, 2019, the President of the United States signed legislation, effective January 1, 2020,
banning the sale of tobacco products to anyone under the age of 21 (federal law had previously set the minimum age
at 18). This federal legislation had been preceded by various states having raised the minimum age to purchase tobacco
from 18 to 21 (or 19, in certain states), beginning in 2016 with Hawaii setting the minimum age at 21, and by numerous
municipalities having enacted similar legislation. According to Altria, the following states enacted such legislation:
Ohio (21), Maryland (21), Vermont (21), New York (21), Texas (21), Connecticut (21), Nebraska (19), Delaware (21),
Illinois (21), Arkansas (21), Washington (21), Utah (21), Virginia (21), California (21), Hawaii (21), Alabama (19),
Alaska (19), New Jersey (21), Oregon (21), Maine (21) and Massachusetts (21). According to the Campaign for
Tobacco-Free Kids, prior to the federal legislation raising the minimum age, at least 540 localities had raised the
tobacco age to 21.
On March 12, 2015, the Institute of Medicine of the National Academy of Sciences released a report
concluding that raising the minimum legal age to 21 would likely decrease smoking prevalence by 12% among today’s
teenagers when they become adults.
State and Local Regulation
Legislation imposing various restrictions on public smoking has been enacted in all of the states and many
local jurisdictions. A number of states have enacted legislation designating a portion of increased cigarette excise
taxes to fund either anti-smoking programs, healthcare programs or cancer research. In addition, educational and
research programs addressing healthcare issues related to smoking are being funded from industry payments made or
to be made under the MSA.
The FSPTCA substantially expanded federal tobacco regulation, but state regulation of tobacco is not
necessarily preempted by federal law in this instance. Importantly, the FSPTCA specifically allows states and
localities to impose restrictions on the time, place and manner, but not content, of advertising and promotion of tobacco
products. The FSPTCA also eliminated the prior federal preemption of state regulation that, in certain circumstances,
had been upheld by the U.S. Supreme Court.
In addition to the FSPTCA disclosure requirements and marketing and labeling restrictions, several states
have enacted or proposed legislation or regulations that would require cigarette manufacturers to disclose to state
health authorities the ingredients used in the manufacture of cigarettes. According to SLATI, six states require some
form of tobacco product disclosure information, including, for example, requiring tobacco manufacturers to disclose
any added constituent of tobacco products other than tobacco, water and reconstituted tobacco sheet made wholly
from tobacco (Massachusetts and Texas); requiring disclosure of the nicotine yield for each brand of cigarettes
(Massachusetts, Texas and Utah); and requiring tobacco manufacturers to disclose the presence of ammonia, any
compound of ammonia, arsenic, cadmium, formaldehyde or lead in their unburned or burned states (Minnesota and
Utah). According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021,
Massachusetts passed legislation capping the amount of nicotine in vapor products, and similar legislation is pending
in three other states.
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In 2003, New York was the first state to pass legislation requiring the introduction of cigarettes with a lower
likelihood of starting a fire. Cigarette manufacturers responded by designing cigarettes that would extinguish quicker
when left unattended. Since then, according to SLATI, fire-safety standards for cigarettes identical to those of New
York are in effect in all 50 states and the District of Columbia.
In July 2007, the State of Maine became the first state to enact a statute that prohibits the sale of cigarettes
and cigars that have a characterizing flavor. The legislation defines characterizing flavor as “a distinguishable taste
or aroma that is imparted to tobacco or tobacco smoke either prior to or during consumption, other than a taste or
aroma from tobacco, menthol, clove, coffee, nuts or peppers.” In 2008 New Jersey passed similar legislation
prohibiting the sale of cigarettes that have a characterizing flavor (other than the flavors of tobacco, clove or menthol).
In February 2018, New Jersey introduced a bill that would add menthol to its list of prohibited characterizing flavors.
Numerous counties and municipalities have adopted laws prohibiting or restricting the sale of certain tobacco products
containing “characterizing flavors.” The scope of these laws varies from jurisdiction to jurisdiction; for example,
some, but not all, of these laws exempt menthol from the definition of a “characterizing flavor,” and certain laws apply
to tobacco products other than cigarettes. The “characterizing flavor” ordinances in New York City and Providence,
Rhode Island were each challenged on the grounds, among others, that the FSPTCA preempts such local laws. The
U.S. Courts of Appeals for the Second Circuit and First Circuit have held that the FSPTCA does not preempt the New
York City and Providence, Rhode Island ordinances, respectively. In June 2017, San Francisco amended its city
health code to prohibit tobacco retailers from selling flavored tobacco products, including flavored e-cigarettes and
menthol cigarettes, and voters approved the measure on June 5, 2018. In June 2019, San Francisco’s Board of
Supervisors voted to ban the sale and distribution of e-cigarettes in San Francisco. According to Altria in its Form
10-Q filed with the SEC for the six-month period ended June 30, 2021, as of July 26, 2021, three states have proposed
legislation to ban flavors in one or more tobacco products, including vapor products, oral nicotine pouches and
cigarettes, and six states, California, Illinois, Massachusetts, New Jersey, Utah and New York, and the District of
Columbia, have passed such legislation. In September 2019, the Governor of Michigan directed the state health
department to issue emergency rules to temporarily ban the sale of flavored vaping products. In November 2019,
Massachusetts banned the sale of all flavored tobacco products, effective immediately for electronic cigarettes and
other vapor products, and effective June 1, 2020 for menthol cigarettes. On January 21, 2020, New Jersey banned the
sale of flavored vaping products, effective April 20, 2020. In March 2020, Rhode Island banned the sale of flavored
e-cigarettes (making permanent the similar emergency regulations issued in 2019). In April 2020, New York State
banned the sale of vapor products in flavors other than tobacco (effective May 18, 2020). Los Angeles County banned
the sale of all flavored tobacco products, including menthol cigarettes, effective May 1, 2020. On August 28, 2020,
California banned the retail sale of all flavored tobacco products, including menthol-flavored cigarettes (and allowed
local ordinances to be more restrictive). A referendum against the ban was filed by the tobacco industry, and the
requisite number of signatures was collected to place the issue on the November 2022 ballot, which resulted in a
suspension of the effective date of the ban pending action by voters in the November 2022 election.
According to ANRF, as of July 1, 2021, 36 states as well as the District of Columbia, American Samoa,
Guam, the Northern Mariana Islands, Puerto Rico and the U.S. Virgin Islands have laws that require 100% smokefree non-hospitality workplaces and/or restaurants and/or bars and/or state-run gambling establishments (and only 14
states and territories do not have laws that require 100% smoke-free non-hospitality workplaces or restaurants or bars,
being Alabama, Alaska, Arkansas, Georgia, Kentucky, Mississippi, Missouri, Oklahoma, South Carolina, Tennessee,
Texas, Virginia, West Virginia and Wyoming). On September 4, 2014, Kentucky banned all uses of tobacco products
on most government properties. Also according to ANRF, as of July 1, 2021, 27 states as well as District of Columbia,
Puerto Rico and the U.S. Virgin Islands have laws that require 100% smoke-free non-hospitality workplaces and
restaurants and bars: Arizona, California, Colorado (with certain exemptions for marijuana smoking), Delaware, the
District of Columbia, Hawaii, Illinois, Iowa, Kansas, Maine, Maryland, Massachusetts, Michigan (with certain
exemptions for marijuana smoking), Minnesota, Montana, Nebraska, New Jersey, New Mexico, New York, North
Dakota, Ohio, Oregon, Puerto Rico, Rhode Island, South Dakota, the U.S. Virgin Islands, Utah, Vermont, Washington
and Wisconsin. Connecticut has enacted a law requiring 100% smoke-free non-hospitality workplaces and restaurants
and bars that will take effect on October 1, 2021. Restrictions in many jurisdictions also include a ban on outdoor
smoking within a specified number of feet of the entrances of restaurants and other public places. ANRF also tracks
clean indoor air ordinances by local governments throughout the U.S. Most states without a statewide smoking ban
have some local municipalities that have enacted smoking regulations. As of July 1, 2021, according to ANRF, there
were 1,638 local jurisdictions with local laws that require 100% smoke-free non-hospitality workplaces or restaurants
or bars, of which 1,146 local jurisdictions (including the District of Columbia) have local laws that require 100%
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smoke-free non-hospitality workplaces and restaurants and bars. Connecticut enacted a 100% smoke-free nonhospitality workplace law that will take effect on October 1, 2021. In addition, according to ANRF, as of July 1, 2021,
there were at least 1,034 gambling facilities that are required to be 100% smoke-free indoors, and as of July 1, 2021,
there were at least 634 smoke-free airports. It is expected that restrictions on indoor smoking will continue to
proliferate.
Smoking bans have also extended outdoors. For example:
•

According to ANRF, as of October 2, 2017 (the most recent reference date), Puerto Rico prohibits
smoking on beaches, Maine prohibits smoking on beaches in its state parks, and 317 municipalities
had enacted ordinances that specified that all city beaches and/or specifically named city beaches
are smoke-free. In July 2018, the Governor of New Jersey signed legislation banning smoking on
all public beaches, effective January 1, 2019. On October 11, 2019, legislation banning smoking at
all California state beaches was signed by the Governor, effective January 1, 2020. On January 26,
2021 a Florida Senate committee approved a bill that would prohibit smoking in state parks and
allow local governments to ban smoking at beaches and parks;

•

According to ANRF, as of October 2, 2017 (the most recent reference date), Oklahoma prohibits
tobacco and e-cigarette use on all state lands and parks, Puerto Rico prohibits smoking in all parks,
and 1,531 municipalities specified that all city parks and/or specifically named city parks are smokefree. In addition, on March 31, 2016, New York’s highest court upheld a smoking ban in certain
outdoor areas, state parks and historic sites; in July 2018, the Governor of New Jersey signed
legislation banning smoking in public parks, effective January 1, 2019; and on October 11, 2019,
legislation banning smoking at all California state parks was signed by the Governor, effective
January 1, 2020;

•

According to ANRF, as of July 1, 2021, Hawaii, Maine, Michigan, Washington and Puerto Rico
laws prohibit smoking in both outdoor dining areas and bar patios (while Iowa prohibits smoking
only in outdoor dining areas), and 565 municipalities have enacted laws for 100% smoke-free
outdoor dining, while 379 municipalities have enacted laws for 100% smoke-free outdoor dining
areas and bar patios; and

•

According to ANRF, as of October 2, 2017 (the most recent reference date), Iowa, New York,
Wisconsin, Guam and the U.S. Virgin Islands prohibit smoking in outdoor public transit waiting
areas, and there are 535 municipalities with smoke-free outdoor public transit waiting area laws.

Smoking bans have also been enacted for smaller governmental and private entities. According to the ANRF,
as of July 1, 2021, there are at least 2,542 100% smoke-free university and college campuses, and of these, 2,104 have
a 100% tobacco-free policy and 2,176 prohibit the use of e-cigarettes anywhere on campus. The University of
California implemented its system-wide smoke-free and tobacco-free policy effective January 1, 2014. ANRF further
reports, as of July 1, 2021, that four national hospitals, clinics, insurers and health service companies, and at least
4,147 local and/or state hospitals, healthcare systems and clinics have adopted 100% smoke-free grounds policies;
that in July 2013, New York State enacted a law requiring 100% smoke-free grounds of general hospitals; in April
2016, Hawaii enacted a law requiring 100% tobacco- and e-cigarette-free grounds of state health facility properties;
and that certain municipalities had enacted laws specifically requiring 100% smoke-free hospital grounds. In addition,
ANRF reports as of January 1, 2021 (the most recent reference date) that, effective January 2015, the Federal Bureau
of Prisons prohibits the smoking of tobacco in any form in and on the grounds of its institutions and offices, that
correctional facilities in 23 states and territories are 100% smoke-free indoors and outdoors, and that 27 other states
ban smoking indoors in correctional facilities (but allow smoking in outdoor areas). ANRF reports that as of July 1,
2021, seven states and 270 municipalities have laws requiring that all hotel and motel rooms be 100% smoke-free.
Furthermore, ANRF reports as of July 1, 2021 that 65 municipalities prohibit, and an additional 19 municipalities
partially restrict, smoking in private units of market-rate multi-unit housing (whether privately-owned or publiclyowned housing), and 623 municipalities have smoke-free policies for publicly-owned multi-unit housing. The
Department of Housing and Urban Development prohibits smoking in public housing residences nationwide under a
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federal rule effective February 3, 2017, which gave public housing agencies 18 months to put smoke-free policies into
effect.
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 refusing to hire people who do smoke, and many common carriers have imposed
restrictions on passenger smoking more stringent than those required by governmental regulations. Similarly, many
restaurants, hotels and other public facilities have imposed smoking restrictions or prohibitions more stringent than
those required by governmental regulations, including outright bans. According to the Tobacco Consumption Report,
New York City’s first non-smoking apartment building opened in 2009, and many landlords and condominium
associations in California and New York City have also established smoke-free apartment policies.
International Agreements
On March 1, 2003, the member nations of the World Health Organization concluded four years of
negotiations on an international treaty, the Framework Convention on Tobacco Control (the “FCTC”), whose
objective is to establish a global agenda for tobacco regulation with the purpose of reducing initiation of tobacco use
and encouraging cessation. The FCTC entered into force in February 2005, and according to Altria in its Form 10-Q
filed with the SEC for the six-month period ended June 30, 2021, as of July 26, 2021, 181 countries and the European
Community have become party to the FCTC. The treaty recommends (and in certain instances, requires) signatory
nations to enact legislation that would, among other things: establish specific actions to prevent youth tobacco product
use; restrict or eliminate all tobacco product advertising, marketing, promotion and sponsorship; initiate public
education campaigns to inform the public about the health consequences of tobacco consumption and exposure to
tobacco smoke and the benefits of quitting; implement regulations imposing product testing, disclosure and
performance standards; impose health warning requirements on packaging; adopt measures intended to combat
tobacco product smuggling and counterfeit tobacco products, including tracking and tracing of tobacco products
through the distribution chain; and restrict smoking in public places, according to Altria in its SEC filings. While the
United States is a signatory of the FCTC, it is not currently a party to the agreement, as the agreement has not been
submitted to, or ratified by, the United States Senate, according to Altria in its Form 10-Q filed with the SEC for the
six-month period ended June 30, 2021.
Civil Litigation
Overview
Legal proceedings or claims covering a wide range of matters are pending or threatened in various United
States and foreign jurisdictions against the tobacco industry. Several types of claims are raised in these proceedings
including, but not limited to, claims for product liability, consumer protection, antitrust, and reimbursement.
Litigation is subject to many uncertainties and it is possible that there could be material adverse developments in
pending or future cases. Damages claimed in some tobacco-related and other litigation are or can be significant and,
in certain cases, range in the billions of dollars. It can be expected that at any time and from time to time there will
be developments in the litigation presently pending and filing of new litigation that could materially adversely affect
the business of the PMs and the market for or prices of securities such as the Series 2021 Bonds payable from tobacco
settlement payments made under the MSA.
Thousands of claims have been brought against the PMs in tobacco-related litigation. According to Altria in
its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, the following tobacco-related cases
were pending in the U.S. against Philip Morris and, in some instances, Altria, as of July 26, 2021: 169 individual
smoking and health cases (see “—Individual Smoking and Health Cases” below); 1,471 flight attendant cases (see
“—Flight Attendant Cases” below); approximately 1,110 Engle Progeny Cases in state court (involving approximately
1,380 state court plaintiffs) and 2 Engle Progeny Cases in federal court (see “—Engle Progeny Cases” below); 1
smoking and health class action case and an additional 2 “Lights/Ultra Lights” class action cases (see “—Class Action
Cases and Aggregated Claims” below); the federal government’s health care cost recovery case (see “—Health Care
Cost Recovery Cases” below); and 2,626 e-vapor cases (see “—E-Vapor Cases” below). Altria reported in its Form
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10-Q filed with the SEC for the six-month period ended June 30, 2021 that after exhausting all appeals in cases
resulting in adverse verdicts associated with tobacco-related litigation, since October 2004 Philip Morris has paid in
the aggregate judgments and settlements (including related costs and fees) totaling approximately $857 million and
interest totaling approximately $218 million as of June 30, 2021.
Plaintiffs assert a broad range of legal theories in these cases, including, among others, theories of negligence,
fraud, misrepresentation, strict liability in tort, design defect, breach of warranty, enterprise liability (including claims
asserted under RICO), civil conspiracy, intentional infliction of harm, injunctive relief, indemnity, restitution, unjust
enrichment, public nuisance, unfair trade practices, claims based on antitrust laws and state consumer protection acts,
and claims based on failure to warn of the harmful or addictive nature of tobacco products.
The MSA does not release the PMs from liability in individual plaintiffs’ cases or in class action lawsuits.
Plaintiffs in most of the cases seek unspecified amounts of compensatory damages and punitive damages that may
range into the billions of dollars. Plaintiffs in some of the cases have sought treble damages, statutory damages,
disgorgement of profits, equitable and injunctive relief, and medical monitoring and smoking cessation programs,
among other damages.
The list below specifies certain categories of tobacco-related cases pending against the tobacco industry. A
summary description of each type of case follows the list.
Type of Case
Individual Smoking and Health Cases
Flight Attendant Cases
Engle Progeny Cases
Class Action Cases and Aggregated Claims
Health Care Cost Recovery Cases
E-Vapor Cases
“Individual Smoking and Health Cases” are smoking and health cases brought by or on behalf of individual
plaintiffs who allege personal injury caused by smoking cigarettes, by using smokeless tobacco products, by addiction
to tobacco, or by exposure to environmental tobacco smoke (but this category of cases as described herein does not
include the Flight Attendant Cases or Engle Progeny Cases discussed below).
“Flight Attendant Cases” are brought by non-smoking flight attendants alleging injury from exposure to
environmental smoke in the cabins of aircraft. Plaintiffs in these cases may not seek punitive damages for injuries
that arose prior to January 15, 1997. The time for filing Flight Attendant Cases expired in 2000, and thereafter no
additional cases in this category may be filed.
“Engle Progeny Cases” are brought by individuals who purport to be members of the decertified Engle class.
These cases are pending in a number of Florida courts. The time period for filing Engle Progeny Cases expired in
January 2008, and thereafter no additional cases may be filed. Some of the Engle Progeny Cases were filed on behalf
of multiple class members. Some of the courts hearing the cases filed by multiple class members severed these suits
into separate individual cases. It is possible the remaining suits filed by multiple class members may also be severed
into separate individual cases.
“Class Action Cases” are purported to be brought on behalf of large numbers of individuals for damages
allegedly caused by smoking, including, among other categories, “lights” class action cases. Aggregated claims are
claims of a number of individual plaintiffs that are to be tried in a single proceeding.
“Health Care Cost Recovery Cases” are brought by or on behalf of entities seeking equitable relief and
reimbursement of expenses incurred in providing health care to individuals who allegedly were injured by smoking.
Plaintiffs in these cases have included the U.S. federal government, U.S. state and local governments, foreign
governmental entities, hospitals or hospital districts, American Indian tribes, labor unions, private companies and
private citizens. Included in this category is the suit filed by the federal government, United States of America v.
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Philip Morris USA, Inc., et al. (the “DOJ Case”), that sought to recover profits earned by the defendants and other
equitable relief.
“E-Vapor Cases” are cases relating to e-cigarettes and other vapor products, brought as class actions or by
individuals, state or local governments or school districts, seeking various remedies including damages and injunction.
Individual Smoking and Health Cases
This category of cases includes smoking and health cases alleging personal injury caused by smoking
cigarettes, by using smokeless tobacco products, by addiction to tobacco, or by exposure to environmental tobacco
smoke that are brought by or on behalf of individual plaintiffs, but as described herein does not include the Flight
Attendant Cases or Engle Progeny Cases discussed below. An example of an Individual Smoking and Health Case is
Laramie, in which, in August 2019, a jury in a Massachusetts state court returned a verdict in favor of plaintiff,
awarding $11 million in compensatory damages and $10 million in punitive damages, and Philip Morris and plaintiff
have appealed (in February 2021, the Massachusetts Supreme Judicial Court asserted jurisdiction over the appeal),
according to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021. Another
example of an Individual Smoking and Health Case is Greene, in which a jury in a Massachusetts state court returned
a verdict in September 2019 in favor of plaintiffs and against Philip Morris, awarding approximately $10 million in
compensatory damages; in May 2020, the court ruled on plaintiffs’ remaining claim and trebled the compensatory
damages award to approximately $30 million, according to Altria in its Form 10-Q filed with the SEC for the sixmonth period ended June 30, 2021. In February 2021, the trial court in Greene awarded plaintiff attorneys’ fees and
costs in the amount of approximately $2.3 million, and Philip Morris served its post-trial motions to reverse the
judgment or for a new trial, according to Altria in its Form 10-Q filed with the SEC for the six-month period ended
June 30, 2021. The trial court denied the post-trial motions in June 2021 and Philp Morris has appealed the judgment
to the Appeals Court of Massachusetts, according to Altria in its Form 10-Q filed with the SEC for the six-month
period ended June 30, 2021.
Flight Attendant Cases
The Flight Attendant Cases were filed as a result of a settlement agreement by the parties in Broin v. Philip
Morris Companies, Inc., et al. (Circuit Court, Miami-Dade County, Florida, filed October 31, 1991), a class action
brought on behalf of flight attendants claiming injury as a result of exposure to environmental tobacco smoke in
airplane cabins. The settlement agreement, among other things, permitted the plaintiff class members to file these
individual suits. The settlement agreement bars class members from bringing aggregate claims, bars class members
from obtaining punitive damages, and bars individual claims to the extent that they are based on fraud,
misrepresentation, conspiracy to commit fraud or misrepresentation, RICO, suppression, concealment or any other
alleged intentional or willful conduct. The defendant tobacco manufacturers agreed that, in any individual case brought
by a class member, the defendant will bear the burden of proof with respect to whether environmental tobacco smoke
can cause certain specifically enumerated diseases, referred to as “general causation.” With respect to all other issues
relating to liability, including whether an individual plaintiff’s disease was caused by his or her exposure to
environmental tobacco smoke in airplane cabins, referred to as “specific causation,” the individual plaintiff will have
the burden of proof. On September 7, 1999, the Florida Supreme Court approved the settlement, and the individual
Flight Attendant Cases arose out of such settlement. In October 2000, the Broin court entered an order applicable to
all Flight Attendant Cases that the terms of the settlement agreement do not require the individual plaintiffs in the
Flight Attendant Cases to prove the elements of strict liability, breach of warranty or negligence. Under the order,
there is a rebuttable presumption in the plaintiffs’ favor on those elements, and the plaintiffs bear the burden of proving
that their alleged adverse health effects actually were caused by exposure to environmental tobacco smoke in airplane
cabins (specific causation). The period for filing Flight Attendant Cases expired in 2000, and thereafter no additional
cases in this category may be filed.
According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, 1,471
cases brought by flight attendants seeking compensatory damages for personal injuries allegedly caused by exposure
to environmental tobacco smoke were pending as of July 26, 2021.
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Engle Progeny Cases
The case of Engle v. R.J. Reynolds Tobacco Co., et al. (Circuit Court, Dade County, Florida, filed May 5,
1994) was certified in 1996 as a class action on behalf of Florida residents, and survivors of Florida residents, who
were injured or died from medical conditions allegedly caused by addiction to smoking. During the three-phase trial,
a Florida jury awarded compensatory damages to three individuals and approximately $145 billion in punitive
damages to the certified class. In Engle v. Liggett Group, Inc., 945 So.2d 1246 (Fla. 2006), the Florida Supreme Court
vacated the punitive damages award, determined that the case could not proceed further as a class action and ordered
decertification of the class. The Florida Supreme Court also reinstated the compensatory damages awards to two of
the three individuals whose claims were heard during the first phase of the Engle trial. These two awards totaled
approximately $7 million.
The Florida Supreme Court’s 2006 ruling also permitted Engle class members to file individual actions,
including claims for punitive damages. The court further held that these individuals are entitled to rely on a number
of the jury’s findings in favor of the plaintiffs in the first phase of the Engle trial. These findings included that smoking
cigarettes causes a number of diseases; that cigarettes are addictive or dependence-producing; and that the defendants
were negligent, breached express and implied warranties, placed cigarettes on the market that were defective and
unreasonably dangerous, and concealed or conspired to conceal the risks of smoking. The time period for filing Engle
Progeny Cases expired in January 2008, and thereafter no additional cases may be filed. In 2009, the Florida Supreme
Court rejected a petition that sought to extend the time for purported class members to file an additional lawsuit.
In the wake of the Florida Supreme Court ruling, thousands of individuals filed separate lawsuits seeking to
benefit from the Engle findings. According to Altria in its Form 10-Q filed with the SEC for the six-month period
ended June 30, 2021, as of July 26, 2021, 136 state and federal Engle Progeny Cases involving Philip Morris have
resulted in verdicts since the Florida Supreme Court’s Engle decision: 75 verdicts were returned in favor of plaintiffs
(seven of which were reversed post-trial or on appeal and remain pending); 54 verdicts were returned in favor of Philip
Morris (four of which were subsequently reversed for new trials); 2 verdicts were returned in favor of Philip Morris
with zero damages; 2 verdicts were returned against Philip Morris awarding no damages but the trial court in each
case decided to award plaintiffs damages; one verdict was returned in favor of Philip Morris following a retrial of an
initial verdict returned in favor of plaintiff (appeals by plaintiff and defendants resulted in the appellate court affirming
the judgement in favor of the defendants); and three verdicts were returned in favor of plaintiffs following retrial of
initial verdicts returned in favor of plaintiffs (post-trial motions or appeals are pending). In addition, according to
Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, as of July 26, 2021 approximately
1,110 state court cases were pending against Philip Morris or Altria asserting individual claims by or on behalf of
approximately 1,380 state court plaintiffs, and 2 cases were pending against Philip Morris in federal court representing
the federal cases excluded from the settlement agreement discussed below.
On October 23, 2013, Vector Group Ltd announced that it and its subsidiary Liggett reached a comprehensive
settlement (which is now final) resolving substantially all of the individual Engle Progeny Cases pending against them.
Under the settlement, which did not require court approval, approximately 4,900 (out of approximately 5,300)
individual Engle plaintiffs would dismiss their claims against Vector Group Ltd. and Liggett. Vector Group Ltd.
recorded a charge of approximately $86 million for the year ended December 31, 2013 related to the settlement
agreement. Pursuant to the terms of the agreement, Liggett will pay a total of $110 million, with approximately $61.6
million paid collectively in December 2013 and February 2014, and the balance to be paid in equal annual installments
over the following 14 years.
In February 2015, Philip Morris, Reynolds Tobacco and Lorillard settled virtually all of the Engle Progeny
Cases then pending against them in federal district court. The total amount of the settlement of the federal Engle
Progeny Cases was $100 million, divided among Reynolds Tobacco ($42.5 million), Philip Morris ($42.5 million)
and Lorillard ($15 million), which shares of the settlement were paid into escrow in March 2015. The settlement,
which received final approval from the court on November 6, 2015, covers more than 400 federal Engle Progeny
Cases but does not cover certain federal Engle Progeny Cases previously tried to verdict and pending on post-trial
motions or appeal, or filed by different lawyers from the ones who negotiated the settlement for the plaintiffs. Also,
certain state court cases were removed from state to federal court, which were not part of the settlement, and were all
remanded back to state court.
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At the beginning of the Engle Progeny Cases litigation, a central issue was the proper use of the preserved
Engle findings. The tobacco manufacturers had argued that use of the Engle findings to establish individual elements
of progeny claims (such as defect, negligence and concealment) was a violation of federal due process, but in 2013,
both the Florida Supreme Court (in the Douglas case) and the Eleventh Circuit (in the Duke and Walker cases) rejected
that argument. In May 2017, the en banc Eleventh Circuit (in the Graham case) rejected Reynolds Tobacco’s due
process and implied preemption arguments, holding that giving preclusive effect to the findings of negligence and
strict liability by the Engle jury in individual Engle Progeny Case actions against the tobacco companies is not
preempted by federal tobacco laws and does not deprive the tobacco companies of due process. In addition, in 2018
the Eleventh Circuit (in the Burkhart and Searcy cases) rejected defendants’ arguments that application of the Engle
findings to the Engle progeny plaintiffs’ concealment and conspiracy claims violated defendants’ due process rights.
The U.S. Supreme Court denied the tobacco manufacturers’ petitions for writ of certiorari in all of the above-described
cases where such petitions were sought.
In addition to the global due process argument, the tobacco manufacturers raise many other factual and legal
defenses as appropriate in each case, including, among other things, arguing that the plaintiff is not a proper member
of the Engle class, that the plaintiff did not rely on any statements by any tobacco company, that the trial was conducted
unfairly, that some or all claims are preempted or barred by applicable statutes of limitation, or that any injury was
caused by the smoker’s own conduct.
In Soffer, the Florida First District Court of Appeal held that Engle progeny plaintiffs can recover punitive
damages only on their intentional tort claims; the Florida Supreme Court accepted jurisdiction over plaintiff’s appeal
from the Florida First District Court of Appeal’s decision and, in March 2016, held that Engle progeny plaintiffs can
recover punitive damages in connection with all of their claims, and the plaintiffs now generally seek punitive damages
in connection with all of their claims in Engle Progeny Cases, according to Altria in its SEC filings. In Schoeff, the
Florida Supreme Court held that comparative fault does not reduce compensatory damages awards for intentional
torts, according to Altria in its SEC filings.
In the Engle Progeny Case Robinson v. R.J. Reynolds, on July 18, 2014 a jury in Escambia County, Florida
rendered a verdict against Reynolds Tobacco and awarded plaintiff $16.9 million in compensatory damages and $23.6
billion in punitive damages for the lung cancer death of plaintiff’s spouse who smoked Kool brand cigarettes for more
than 20 years from age 13 to his death at age 36. Reynolds Tobacco filed a motion on July 28, 2014 to set aside the
jury’s verdict on the grounds that it was unconstitutionally disproportionate to plaintiff’s actual damages. The court
entered partial judgment on the compensatory damages against Reynolds Tobacco in the amount of $16.9 million on
July 21, 2014. On January 27, 2015 the court denied the defendant’s post-trial motions, but granted the defendant’s
motion for remittitur of the punitive damages award. The punitive damages award was remitted to approximately
$16.9 million. In February 2015, Reynolds Tobacco filed an objection to the remitted award of punitive damages and
a demand for a new trial on damages. The court granted a new trial on the amount of punitive damages only. The new
trial on punitive damages was stayed pending Reynolds Tobacco’s appeal to the First District Court of Appeal of the
partial judgment of compensatory damages and of the order granting a new trial on the amount of punitive damages
only. On February 24, 2017, the First District Court of Appeal reversed the judgment of the trial court and remanded
the case for a new trial. On May 17, 2017, the First District Court of Appeal denied the plaintiff’s motion for rehearing
and the plaintiff filed a notice to invoke the discretionary jurisdiction of the Florida Supreme Court on June 14, 2017,
which the Florida Supreme Court denied.
In another Engle Progeny Case, Rintoul (Caprio), a verdict was rendered in November 2019 against the
defendants Philip Morris and Reynolds Tobacco in the amount of $9 million in compensatory damages and $74 million
in punitive damages; appeals are pending, according to Altria’s Form 10-Q filed with the SEC for the six-month period
ended June 30, 2021. Various Engle Progeny Cases in addition to the cases described herein are discussed in detail
in the SEC filings of Altria. As of July 26, 2021, five Engle Progeny Cases are set for trial through September 30,
2021, according to Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 2021. Trial
schedules are subject to change, and many trials have been postponed due to the COVID-19 pandemic; however, the
courts are beginning to reopen, and trials may be scheduled for the second half of 2021.
In June 2009, Florida amended its existing bond cap statute by adding a $200 million bond cap that applied
to all Engle Progeny Cases in the aggregate. In May 2011, Florida removed the provision that would have allowed it
to expire on December 31, 2012. The bond cap for any given individual Engle Progeny Case varies depending on the
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number of judgments in effect at a given time, but never exceeds $5 million per case for appeals within the Florida
state court system. The legislation, which became effective in June 2009 and 2011, applies to judgments entered after
the original 2009 effective date. The plaintiffs in some cases challenged the constitutionality of the amended statute,
but the challenges were unsuccessful. No federal court has yet addressed the constitutionality of the bond cap statute
or the applicability of the bond cap to Engle Progeny Cases tried in federal court, according to Altria in its Form 10Q filed with the SEC for the six-month period ended June 30, 2021. From time to time, legislation has been presented
to the Florida legislature that would repeal the 2009 appeal bond cap statute; however to date, no legislation repealing
the statute has passed, according to Altria in its Form 10-Q filed with the SEC for the six-month period ended June
30, 2021.
Class Action Cases and Aggregated Claims
In 1996, the Fifth Circuit Court of Appeals in Castano v. American Tobacco Co. overturned the certification
of a nation-wide class of persons whose claims related to alleged addiction to tobacco products, finding that the district
court failed to properly assess variations in the governing state laws and whether common issues predominated over
individual issues. Since the Fifth Circuit’s ruling in Castano, plaintiffs have filed numerous putative smoking and
health class action suits in various state and federal courts; in general, these cases purport to be brought on behalf of
residents of a particular state or states (although a few cases purport to be nationwide in scope), according to Altria in
its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021. In most of the class action cases,
plaintiffs seek class certification on behalf of groups of cigarette smokers, or the estates of deceased cigarette smokers,
who reside in the state in which the case is filed. Several categories of class action cases are discussed below.
“Lights” Class Action Cases. In “lights” class action cases, plaintiffs generally allege that the tobacco
manufacturers made false and misleading claims that “lights” cigarettes were lower in tar and nicotine and/or were
less hazardous or less mutagenic than other cigarettes. These cases typically are filed pursuant to state consumer
protection laws and related statutes.
In one of the “lights” class action cases, Good v. Altria Group, Inc., et al., the U.S. Supreme Court ruled in
December 2008 that neither the Federal Cigarette Labeling and Advertising Act nor the Federal Trade Commission’s
regulation of cigarettes’ tar and nicotine disclosures preempts (or bars) certain of plaintiffs’ claims. Although the
Court rejected the argument that the Federal Trade Commission’s actions were so extensive with respect to the
descriptors that the state law claims were barred as a matter of federal law, the Court’s decision was limited: it did not
address the ultimate merits of plaintiffs’ claim, the viability of the action as a class action, or other state law issues.
The case was returned to the federal court in Maine and consolidated by the Judicial Panel on Multidistrict Litigation
(“JPMDL”) with other federal cases in a multidistrict litigation proceeding. In June 2011, the plaintiffs voluntarily
dismissed the Good case without prejudice after the district court denied plaintiffs’ motion for class certification,
concluding the litigation. The other multidistrict cases were either voluntarily dismissed or resolved in a manner
favorable to Philip Morris, according to Altria’s SEC filings.
The Price Case. In Price, et al v. Philip Morris Inc. (Circuit Court, Madison County, Illinois, filed February
10, 2000) the trial judge found in favor of the plaintiff class and awarded $7.1 billion in compensatory damages and
$3 billion in punitive damages against Philip Morris in 2003. In December 2005, the Illinois Supreme Court issued
its judgment reversing the trial court’s judgment in favor of the plaintiffs and directing the trial court to dismiss the
case. In December 2006, the defendant’s motion to dismiss and for entry of final judgment was granted, and the case
was dismissed with prejudice. In December 2008, plaintiffs filed with the trial court a petition for relief from the final
judgment and sought to vacate the 2005 Illinois Supreme Court judgment, contending that the U.S. Supreme Court’s
December 2008 decision in Good demonstrated that the Illinois Supreme Court’s decision was “inaccurate.” In
February 2009, the trial court granted Philip Morris’s motion to dismiss plaintiffs’ petition. In March 2009, the
plaintiffs filed a notice of appeal with the Illinois Appellate Court, Fifth Judicial District. In February 2011, the Illinois
Appellate Court, Fifth Judicial District reversed the trial court’s dismissal of plaintiffs’ petition and remanded for
further proceedings, and on September 28, 2011, the Illinois Supreme Court denied Philip Morris’ petition for leave
to appeal that ruling. As a result, the case returned to the trial court for proceedings on whether the court should grant
the plaintiffs’ petition to reopen the prior judgment. In February 2012, plaintiffs filed an amended petition, which
Philip Morris opposed. Subsequently, in responding to Philip Morris’s opposition to the amended petition, plaintiffs
asked the trial court to reinstate the original judgment. On December 12, 2012, the trial court denied the plaintiffs’
request to reopen the prior judgment, and the plaintiffs filed a notice of appeal to the Fifth District Appellate Court on
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January 8, 2013. On April 29, 2014, the Fifth District Appellate Court reinstated the $10.1 billion 2003 verdict. In
May 2014, Philip Morris filed a petition requesting the Illinois Supreme Court to direct the Fifth Judicial District to
vacate its April 2014 judgment and to order the Fifth Judicial District to affirm the trial court’s denial of the plaintiff’s
petition for relief from the judgment, or in the alternative, grant its petition for leave to appeal. In November 2015,
the Illinois Supreme Court vacated the judgments of the lower courts and dismissed the case without prejudice to
allow the plaintiffs to file a motion to recall the mandate. The plaintiffs filed a motion to recall the mandate or for
other appropriate relief in the Illinois Supreme Court, which was denied on January 11, 2016. In January 2016
plaintiffs filed a petition for writ of certiorari with the United States Supreme Court on the question of whether one of
the Illinois Supreme Court justices should have recused himself, and in June 2016 the U.S. Supreme Court denied
plaintiffs’ petition for writ of certiorari, concluding the litigation.
According to Altria’s Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, 21 state
courts in 23 “lights” cases have refused to certify class actions, dismissed class action allegations, reversed prior class
certification decisions or entered judgment in favor of Philip Morris. As of July 26, 2021, two “lights” class actions
were pending in U.S. state court, and neither case is active, according to Altria’s Form 10-Q filed with the SEC for
the six-month period ended June 30, 2021.
Other Class Action Cases. Other categories of class action cases include, among others, (i) medical
monitoring class action cases, wherein plaintiffs seek to recover the cost for, or otherwise the implementation of,
court-supervised programs for ongoing medical monitoring providing members of the purported class low dose CT
scanning in order to identify and diagnose lung cancer, and other relief such as court-supervised smoking cessation
programs; (ii) e-cigarette class action cases (discussed below), wherein plaintiffs seek damages, alleging that
defendants made false and misleading claims that e-cigarettes are less hazardous than other cigarette products or failed
to disclose that e-cigarettes expose users to certain substances; and (iii) class action cases seeking damages related to
Santa Fe Natural Tobacco Company’s allegedly deceptive use of the words “natural” and “additive-free” in the
labeling, advertising, and promotional materials for Natural American Spirit brand cigarettes.
Aggregated Claims. In a 1999 administrative order, the West Virginia Supreme Court of Appeals transferred
to a single West Virginia court a group of roughly 1,200 cases brought by individuals who allege cancer or other
health effects caused by smoking cigarettes, smoking cigars, or using smokeless tobacco products (the “West Virginia
Cases”). The plaintiffs’ claims alleging injury from smoking cigarettes were consolidated for trial. The time for filing
a case that could be consolidated for trial with the West Virginia Cases expired in 2000. The cases were consolidated
for a Phase I trial on various defense conduct issues, to be followed in Phase II by individual trials of remaining claims
to determine liability and compensatory damages. On May 15, 2013, the Phase I jury found that defendants’ cigarettes
were not defectively designed; defendants’ cigarettes were not defective due to a failure to warn before July 1, 1969;
defendants were not negligent, did not breach warranties, and did not engage in conduct warranting punitive damages;
and defendants’ ventilated filter cigarettes manufactured and sold between 1964 and July 1, 1969 were defective for
a failure to instruct. In November 2014, the West Virginia Supreme Court affirmed the verdict. On June 8, 2015, the
U.S. Supreme Court denied the plaintiffs’ petition for writ of certiorari. On the same date, the trial court issued an
order finding that only 30 plaintiffs are alleged to have smoked ventilated filter cigarettes in the relevant period.
According to Altria, the 30 civil actions were to be tried in six consolidated trials in West Virginia, but the parties
agreed to resolve the cases for an immaterial amount, and in the second quarter of 2018 the court dismissed all 30
cases.
Health Care Cost Recovery Cases
Health Care Cost Recovery Cases are brought by or on behalf of entities seeking equitable relief and
reimbursement of expenses incurred in providing health care to individuals who allegedly were injured by smoking.
Plaintiffs in these cases have included the U.S. federal government, U.S. state and local governments, foreign
governmental entities, hospitals or hospital districts, American Indian tribes, labor unions, private companies and
private citizens. 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 claims asserted include the claim that cigarette manufacturers were “unjustly
enriched” by plaintiffs’ payment of health care costs allegedly attributable to smoking, as well as claims of indemnity,
negligence, strict liability, breach of express and implied warranty, violation of a voluntary undertaking or special
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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 and state antiracketeering statutes.
According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021,
although there have been some decisions to the contrary, most judicial decisions in the U.S. have dismissed all or most
health care cost recovery claims against cigarette manufacturers; nine federal circuit courts of appeals and eight state
appellate courts, relying primarily on grounds that plaintiffs’ claims were too remote, have ordered or affirmed
dismissals of health care cost recovery actions, and the U.S. Supreme Court has refused to consider plaintiffs’ appeals
from the cases decided by five federal circuit courts of appeals. The MSA and the Previously Settled State Settlements
were executed in settlement of asserted and unasserted health care cost recovery and other claims.
The DOJ Case. In 1999, in United States v. Philip Morris USA Inc., the U.S. Department of Justice brought
an action against various tobacco manufacturers in the U.S. District Court for the District of Columbia. The
government initially sought to recover federal funds expended by the federal government in providing health care to
smokers who developed diseases and injuries alleged to be smoking-related, based on several federal statutes. In
addition, the government sought, pursuant to the civil provisions of RICO, disgorgement of profits the government
contended were earned as a consequence of a RICO racketeering “enterprise.” In September 2000, the district court
dismissed the government’s claims asserted under the Medical Care Recovery Act as well as those under the Medicare
Secondary Payer provisions of the Social Security Act, but did not dismiss the RICO claims. In February 2005, the
Circuit Court of Appeals for the District of Columbia ruled that disgorgement is not an available remedy in the case.
The government’s petition for writ of certiorari with the U.S. Supreme Court was denied in October 2005. The nonjury, bench trial concluded in June 2005, and in August 2006, the U.S. District Court for the District of Columbia
issued its final judgment and remedial order in favor of the government. The court determined that the defendants
violated certain provisions of the RICO statute, that there was a likelihood of present and future RICO violations, and
that equitable relief was warranted. The government was not awarded monetary damages.
The equitable relief included permanent injunctions that prohibit the defendant tobacco manufacturers from
engaging in any act of racketeering, as defined under RICO; from making any material false or deceptive statements
concerning cigarettes; from making any express or implied statement about health on cigarette packaging or
promotional materials (these prohibitions include a ban on using such descriptors as “low tar,” “light,” “ultra-light,”
“mild” or “natural”); from making any statements that “low tar,” “light,” “ultra-light,” “mild” or “natural” or lownicotine cigarettes may result in a reduced risk of disease; and from participating in the management or control of
certain entities or their successors. The final judgment and remedial order also require the defendants to make
corrective statements on their websites, in certain media, in point-of-sale advertisements, and on cigarette package
“onserts” (as described below). In addition, the final judgment and remedial order require defendants to make
disclosures of disaggregated marketing data to the government, and to make document disclosures on a website and
in a physical depository, and also prohibits each defendant that manufactures cigarettes from selling any of its cigarette
brands or certain elements of its business unless certain conditions are met.
On November 27, 2012 the U.S. District Court for the District of Columbia issued an order specifying the
text of the corrective statements that the defendants must make on their websites and through other media. The court
ordered that the corrective statements include statements, among others, to the effect that smoking kills on average
1,200 Americans every day, results in various detrimental health conditions and is highly addictive, that low tar and
light cigarettes are not less harmful than regular cigarettes and cause some of the same detrimental health conditions
that regular cigarettes cause, that tobacco companies intentionally designed cigarettes to make them more addictive,
and that secondhand smoke causes lung cancer and coronary heart disease in adults who do not smoke. The court
further ordered the parties to engage in discussions with the court, regarding implementation of the corrective
statements. In January 2013, defendants appealed to the U.S. Court of Appeals for the District of Columbia Circuit
the district court’s November 2012 order on the text of the corrective statements, claiming a violation of free speech
rights.
During the following several years, the parties engaged in court proceedings regarding the content and
implementation of the corrective statements. In June 2017, after the U.S. Court of Appeals ordered revisions to the
corrective statements, the U.S. District Court for the District of Columbia issued an order adopting modified corrective
statements, featuring a preamble to the effect that a federal court has ordered the OPMs to make the specified
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statements, and featuring statements regarding the adverse health effects of smoking, the addictiveness of smoking
and nicotine, the lack of significant health benefit from smoking “low tar,” “light,” “ultra light,” “mild” and “natural”
cigarettes, the manipulation of cigarette design and composition to ensure optimum nicotine delivery, and the adverse
health effects of exposure to second hand smoke.
In October 2017, the U.S. District Court for the District of Columbia approved the parties’ consent order
implementing the corrective statements remedy for newspapers and television. According to the October 2017 court
order, in November 2017 the OPMs began running court-mandated announcements containing the agreed-upon
corrective statements. Television announcements were between 30 and 45 seconds long and ran in prime time five
days a week for 52 weeks. Full-page print ads appeared in at least 45 newspapers and ran on five weekends spread
over approximately four months, and also appeared on the newspapers’ websites. According to Altria in its Form 10Q filed with the SEC for the six-month period ended June 30, 2021, the parties reached agreement in April 2018 on
the implementation details of the corrective statements remedy for “onserts” affixed to cigarette packs and for
company-owned websites. Under the agreement, the corrective statements began appearing on company-owned
websites in the second quarter of 2018 and the onserts began appearing in the fourth quarter of 2018. Altria stated in
its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021 that in 2014 and 2019, Altria and
Philip Morris recorded provisions totaling $36 million for the estimated costs of implementing the corrective
communications remedy ($31 million in 2014 and $5 million in 2019).
The requirements related to corrective statements at point-of-sale remain outstanding. According to Altria in
its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, in May 2018 the parties submitted a
joint status report and additional briefing on point-of-sale signage to the district court; in May 2019, the district court
ordered a hearing on the point-of-sale signage issue; and such hearing is currently scheduled for June 2022.
E-Vapor Cases
According to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021, as of
July 26, 2021, Altria and/or its subsidiaries, including Philip Morris, were named as defendants in 54 class action
lawsuits relating to JUUL e-vapor products; Juul Labs, Inc. is an additional named defendant in each of these lawsuits.
The theories of recovery include violation of RICO; fraud; failure to warn; design defect; negligence; and unfair trade
practices; plaintiffs also sought to add antitrust claims due to the April 1, 2020 administrative complaint filed by the
FTC, and although the court denied this request in the class action lawsuits, the individual antitrust claims remain
pending before the same court. Plaintiffs seek various remedies including compensatory and punitive damages and
an injunction prohibiting product sales. According to Altria in its Form 10-Q filed with the SEC for the six-month
period ended June 30, 2021, the FTC administrative trial was held in June 2021. Altria and/or its subsidiaries,
including Philip Morris, also have been named as defendants in other lawsuits involving JUUL e-vapor products,
including 2,318 individual lawsuits, 254 “third party” lawsuits filed by school districts, state and local governments,
tribes and healthcare organizations, according to Altria in its Form 10-Q filed with the SEC for the six-month period
ended June 30, 2021; Juul Labs, Inc. is an additional named defendant in each of these lawsuits. The majority of the
individual and class action lawsuits mentioned above were filed in federal court, and in October 2019, the United
States Judicial Panel on Multidistrict Litigation ordered the coordination or consolidation of these lawsuits in the
United States District Court for the Northern District of California for pretrial purposes, according to Altria in its Form
10-Q filed with the SEC for the six-month period ended June 30, 2021. Altria and its subsidiaries filed motions to
dismiss certain claims in the class action and school district cases, including the federal RICO claim; in October 2020,
the U.S. District Court for the Northern District of California granted the motion to dismiss the RICO class action
claim (but otherwise denied the motion). The U.S. District Court for the Northern District of California gave plaintiffs
the opportunity to amend their complaints and plaintiffs filed their amended complaints in November 2020, after
which Altria and its subsidiaries filed a renewed motion to dismiss in January 2021, which the court denied in April
2021, according to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021. In
December 2020, the U.S. District Court for the Northern District of California selected 12 personal injury plaintiffs to
be adjudicated as bellwether cases and in July 2021, the court set dates for the first four of such cases to commence in
2022, according to Altria in its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021. An
additional group of cases is pending in California state courts; in January 2020, the Judicial Council of California
determined that this group of cases was appropriate for coordination and assigned the group to the Superior Court of
California, Los Angeles County, for pretrial purposes, according to Altria in its Form 10-Q filed with the SEC for the
six-month period ended June 30, 2021. Juul Labs, Inc. also is named in a significant number of additional individual
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and class action lawsuits to which neither Altria nor any of its subsidiaries is currently named, according to Altria in
its Form 10-Q filed with the SEC for the six-month period ended June 30, 2021.
Claims involving e-cigarettes and vapor products have been filed following deaths and injuries from using
such products. The CDC has reported deaths and injuries from a vaping-related lung disease, although the CDC has
noted that the harmful chemical found to be present in cases of such lung disease is used as an additive in vaping
products containing THC (a chemical found in cannabis), and the CDC has recommended that people do not use ecigarettes containing THC.
On February 12, 2020 the Attorney General of Massachusetts sued Juul Labs, Inc. in state court, accusing
the company of deliberately targeting young people through its marketing campaigns and alleging that the company’s
misconduct has created a public health crisis and an epidemic of youth nicotine use and addiction. According to the
complaint, the company’s e-cigarettes cause underage consumers to absorb large amounts of nicotine, a toxic and
addictive substance that is especially detrimental to the health of adolescents and young adults. The complaint alleges
that Juul Labs, Inc. bought advertisements on websites designed for teens and children, as well as websites aimed at
helping middle and high school students with math and social studies, and that Juul Labs, Inc. tried to recruit celebrities
and social media influencers who were popular among young people to tout their products. The lawsuit also alleges
that Juul Labs, Inc. has sold and shipped its e-vapor products without age verification. According to news accounts,
at least three other states, including Pennsylvania, New York and California, have filed similar lawsuits against Juul
Labs, Inc. On February 25, 2020, 39 state attorneys general announced a joint investigation into whether Juul Labs,
Inc. is marketing its products to children. The investigation will also examine Juul Labs, Inc.’s claims about its
products’ nicotine content and their effectiveness in helping longtime smokers quit. Altria reported in its Form 10-Q
filed with the SEC for the six-month period ended June 30, 2021 that Juul Labs, Inc. is currently under investigation
by various federal and state agencies, including the SEC, the FDA and the FTC, and state attorneys general, and that
such investigations vary in scope but at least some appear to include Juul Labs, Inc.’s marketing practices, particularly
as such practices relate to youth.
Other Litigation
By way of example only, and not as an exclusive or complete list, the following are additional types of
tobacco-related litigation which the tobacco industry is also the target of: (a) asbestos contribution cases, where
asbestos manufacturers and related parties seek contribution or reimbursement where asbestos claims were allegedly
caused in whole or in part by cigarette smoking, (b) patent infringement claims, (c) ”ignition propensity cases” where
wrongful death actions contend fires caused by cigarettes led to other individuals’ deaths, (d) ”filter cases” which
mostly have been filed against Lorillard for alleged exposure to asbestos fibers that were incorporated into filter
material used in one brand of cigarettes manufactured by Lorillard over 50 years ago, (e) claims related to smokeless
tobacco products, (f) ERISA claims, (g) antitrust claims and (h) employment litigation claims. Tobacco manufacturers
are also subject to international litigation.
Defenses
The PMs have stated that they believe that they have valid defenses to the cases pending against them as well
as valid bases for appeal should any adverse verdicts be returned against them. While PMs have indicated their intent
to defend vigorously all tobacco products liability litigation, it is not possible to predict the outcome of any litigation.
Litigation is subject to many uncertainties. Plaintiffs have prevailed in several cases, as noted herein, and it is possible
that one or more of the pending actions could be decided unfavorably as to the PMs or the other defendants. The PMs
may enter into discussions in an attempt to settle particular cases if the PMs believe it is appropriate to do so.
Some plaintiffs have been awarded damages from cigarette manufacturers at trial. While some of these
awards have been overturned or reduced, other damages awards have been paid after the manufacturers have exhausted
their appeals. These awards and other litigation activities against cigarette manufacturers and health issues related to
tobacco products also continue to receive media attention. It is possible, for example, that the 2006 verdict in the DOJ
case, which made many adverse findings regarding the conduct of the defendants, could form the basis of allegations
by other plaintiffs or additional judicial findings against cigarette manufacturers. In addition, the U.S. Supreme Court
ruling in Good v. Altria could result in further “lights” litigation. Any such developments could have material adverse
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effects on the ability of the PMs to prevail in smoking and health litigation and could influence the filing of new suits
against the PMs. The type or extent of litigation that could be brought against PMs in the future cannot be predicted.
The foregoing discussion of civil litigation against the domestic tobacco industry is not exhaustive and is not
based upon the examination or analysis by the Corporation of the court records of the cases mentioned or of any other
court records. It is based on SEC filings by Altria (as well as certain prior SEC filings of other OPMs) and on other
publicly available information published by the OPMs or others. Prospective purchasers of the Series 2021 Bonds are
referred to such SEC filings and applicable court records for additional descriptions thereof.
Litigation is subject to many uncertainties, and it is not possible to predict the outcome of litigation or
estimate the possible loss or range of loss to the tobacco manufacturers. Altria has stated in its SEC filings that
damages claimed in some tobacco-related and other litigation are or can be significant and, in certain cases, have
ranged in the billions of dollars. Altria has further stated in its SEC filings that it is possible that the consolidated
results of operations, cash flows or financial position of itself or one or more of its subsidiaries could be materially
affected in a particular fiscal quarter or fiscal year by an unfavorable outcome or settlement of certain pending
litigation. It can be expected that at any time and from time to time there will be developments in the litigation
currently pending and filing of new litigation that could materially adversely affect the business of the PMs and the
market for or prices of securities such as the Series 2021 Bonds payable from tobacco settlement payments made by
the PMs under the MSA.
SUMMARY OF THE TOBACCO CONSUMPTION REPORT
The following is a brief summary of the Tobacco Consumption Report, a copy of which is attached hereto as
APPENDIX A. This summary does not purport to be complete, and the Tobacco Consumption Report should be read
in its entirety for an understanding of the assumptions on which it is based and the conclusions it reaches. The
Tobacco Consumption Report forecasts future United States cigarette consumption. The MSA payments are based in
large part on cigarettes shipped in and to the United States. Cigarette shipments and cigarette consumption may not
match as a result of various factors such as inventory adjustments, but are substantially the same when compared
over a period of time. IHS Global’s forecasts, including, but not limited to, the forecast regarding future cigarette
consumption, are estimates, which have been prepared by IHS Global on the basis of certain assumptions and
hypotheses. No representation or warranty of any kind is or can be made with respect to the accuracy or completeness
of and no representation or warranty should be inferred from, these forecasts. The cigarette consumption forecast
contained in the Tobacco Consumption Report is based upon assumptions as to future events and, accordingly, is
subject to varying degrees of uncertainty. Some assumptions inevitably will not materialize and, additionally,
unanticipated events and circumstances may occur. Therefore, for example, actual cigarette consumption inevitably
will vary from the forecast included in the Tobacco Consumption Report and the variations may be material and
adverse. No assurance can be given that actual cigarette consumption in the United States during the term of the
Series 2021 Bonds will be as assumed. See “RISK FACTORS” herein.
General
IHS Global prepared the Tobacco Consumption Report for the Corporation. IHS Global provided the
following description to the Corporation for use in this Offering Circular: “IHS Global is an internationally recognized
econometric and forecasting firm with over 600 economists located in more than 30 countries. IHS Global is a
subsidiary of IHS Markit, Inc., a publicly traded company on the NASDAQ (NASDAQ: INFO). IHS Markit is a
leading source of information, insight and advisory services in the areas of finance, economics, energy, chemicals,
technology, transportation, healthcare, geopolitical risk, sustainability and supply chain management.”
IHS Global has developed an econometric model of cigarette consumption in the United States based on
historical United States data between 1965 and 2020, and what IHS Global describes as widely accepted economic
principles and IHS Global’s experience in building econometric forecasting models. IHS Global 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, health warnings, and the availability of alternative
tobacco and nicotine products. After determining which variables were effective in building this cigarette
consumption model (including real cigarette prices, real per capita disposable personable income, the impact of
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workplace smoking restrictions, stricter restrictions on smoking in public places, the rapid increase in consumption of
electronic cigarettes, and the trend over time in individual behavior and preferences), IHS Global employed standard
multivariate regression analysis to determine the nature of the economic relationship between these variables and per
capita cigarette consumption in the United States.
IHS Global’s model, coupled with its long-term forecast of the United States economy, was then used to
project total United States cigarette consumption from 2021 through 2066 (the “Tobacco Consumption Base Case
Forecast”). IHS Global’s model was also used to project total United States cigarette consumption from 2021 through
2066 including a national menthol ban under two different scenarios (the “Tobacco Consumption Alternative Case
(Menthol Ban) Forecast 1” and the “Tobacco Consumption Alternative Case (Menthol Ban) Forecast 2”,
respectively; and together with the Tobacco Consumption Base Case Forecast, the “Tobacco Consumption
Forecasts”). The Tobacco Consumption Base Case Forecast indicates that the total consumption of cigarettes in the
United States is projected to fall at an average annual rate of approximately 3.37% from 2021 through 2066, resulting
in a forecast of total U.S. cigarette consumption in 2066 of 47.5 billion cigarettes including a roll-your-own equivalent
of 0.0325 ounces per cigarette (a 79% decline from the 2020 level), as set forth in the Tobacco Consumption Report.
The Tobacco Consumption Alternative Case (Menthol Ban) Forecast 1 indicates that the total consumption of
cigarettes in the United States is projected to fall at an average annual rate of approximately 3.59% from 2021 through
2066, resulting in a forecast of total U.S. cigarette consumption in 2066 of 42.8 billion cigarettes including a rollyour-own equivalent of 0.0325 ounces per cigarette (an 81% decline from the 2020 level), as set forth in the Tobacco
Consumption Report. The Tobacco Consumption Alternative Case (Menthol Ban) Forecast 2 indicates that the total
consumption of cigarettes in the United States is projected to fall at an average annual rate of approximately 3.71%
from 2021 through 2066, resulting in a forecast of total U.S. cigarette consumption in 2066 of 40.4 billion cigarettes
including a roll-your-own equivalent of 0.0325 ounces per cigarette (an 82% decline from the 2020 level), as set forth
in the Tobacco Consumption Report. According to IHS Global, the assumptions on which the Tobacco Consumption
Forecasts are based are reasonable.
Historical Cigarette Consumption
The U.S. Department of Agriculture, which has compiled data on cigarette consumption since 1900, reports
that consumption (which is defined as taxable United States consumer sales, plus shipments to overseas armed forces,
ship stores, Puerto Rico and other United States possessions, and small tax-exempt categories, as reported by the
Bureau of Alcohol, Tobacco, Firearms and Explosives) grew from 2.5 billion in 1900 to a peak of 640 billion in 1981.
Following the release of the Surgeon General’s Report in 1964, cigarette consumption continued to increase at an
average annual rate of 1.2% between 1965 and 1981. Between 1981 and 1990, however, U.S. cigarette consumption
declined at an average annual rate of 2.2%. From 1990 to 1998, the average annual rate of decline in cigarette
consumption was 1.5%; but for 1998 the decline increased to 3.1% and increased further to 6.5% for 1999. These
declines are correlated with large price increases in 1998 and 1999 following the MSA and the Previously Settled
States Settlements. In 2000 and 2001, the rate of decline moderated to 1.2%. In 2002 and 2003, coincident with many
state excise tax increases, the rate of decline accelerated to an average annual rate of 3.0%. The decline rate moderated
for the next four years, through 2007, averaging 2.3%. The rate of decline accelerated dramatically in 2008 through
2010 (due to indoor smoking bans, recession and the increases in the federal and state excise taxes), before finally
decelerating in 2011 and 2012. In 2013 the decline sharpened to nearly 5%. This decline has been attributed by the
industry to a weak economy, the rapid increase in usage of electronic cigarettes, and to an unfavorable comparison
with a surprisingly strong 2012. In addition, some of the decline was due to a reduction in wholesale inventories late
in the year, some of which was reversed in 2014. In 2015, cigarette shipment declines stopped, and manufacturers
reported increased shipments for most of the year. Cigarette shipment decline resumed in 2016 and continued in 20172019. NAAG reported an industry volume decline in 2019 of 5.0%.
Factors Affecting Cigarette Consumption
Most empirical studies have found a common set of variables that are relevant in building a model of cigarette
demand. These conventional analyses usually evaluate one or more of the following factors: (i) general population
growth, (ii) price increases, (iii) changes in disposable income, (iv) youth consumption, (v) trend over time, (vi)
workplace smoking bans, (vii) smoking bans in public places, (viii) nicotine dependence, and (ix) health warnings.
While some of these factors were not found to have a measurable impact on changes in demand for cigarettes, all of
these factors are thought to affect smoking in some manner and to be incorporated into current levels of consumption.
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IHS Global’s analysis includes a time trend variable in order to capture the impact of changing health trends and the
effects of other such variables, which are difficult to quantify. In addition, IHS Global has added to its forecast the
impact of electronic cigarette use, which has significantly increased the cigarette consumption rate of decline and is
expected to continue to do so, and the raising of the minimum legal age to 21 to purchase cigarettes in the U.S.
beginning in 2020. Furthermore, IHS Global assumed in its forecast that the November 2022 referendum in California
will uphold a menthol cigarette ban in California, and that such ban will go into effect in 2023.
Based on the Tobacco Consumption Alternative Case (Menthol Ban) Forecast 1, the Tobacco Consumption
Report projects U.S. cigarette consumption decline to accelerate from a 4.6% decline in 2023 to an 8.7% decline in
2024 (the Tobacco Consumption Report projects the ban to be effective by the middle of 2024), followed by an 8.4%
decline in 2025 (the first full year that the Tobacco Consumption Report projects the ban to be effective), and projects
U.S. cigarette consumption decline to decelerate to a 3.4% decline in 2026. Based on the Tobacco Consumption
Alternative Case (Menthol Ban) Forecast 2, the Tobacco Consumption Report projects U.S. cigarette consumption
decline to accelerate from a 4.6% decline in 2023 to an 11.2% decline in 2024 (the Tobacco Consumption Report
projects the ban to be effective by the middle of 2024), followed by an 11.0% decline in 2025 (the first full year that
the Tobacco Consumption Report projects the ban to be effective), and projects U.S. cigarette consumption decline to
decelerate to a 3.4% decline in 2026.
Comparison with Prior Forecast
On August 14, 2008, IHS Global presented a study to the Corporation, in which its base case forecast
projected that total consumption in 2048 would be 172 billion cigarettes, a 53% decline from the 2007 level. From
2007 through 2048 the average annual rate of decline was projected to be 1.83%. The Tobacco Consumption Base
Case Forecast projects an average decline rate, from 2007, of 3.4% through 2048, with a projected annual consumption
level of 88.4 billion cigarettes in such year. According to the Tobacco Consumption Report, the Tobacco Consumption
Base Case Forecast was developed with consideration of the large federal tax increase in 2009, the negative effects of
the proliferation of smoking ban legislation across the U.S., and the introduction and expansion of e-cigarette use over
the last decade.
THE RESIDUAL TRUST AND THE RESIDUAL CERTIFICATE
The Residual Trust is organized as a Delaware business trust and administered by Wilmington Trust
Company, as trustee. The Residual Certificate will be deposited by the Corporation into the Residual Trust, the
beneficial ownership of which Residual Trust will be provided to the County as part of the purchase price of its Pledged
Revenues.
The Residual Certificate will represent the entitlement to receive all amounts required to be distributed
pursuant to the Indenture in respect of the Residual Certificate, including (i) any Pledged Revenues received in any
year in excess of the amounts required to pay, in accordance with the provisions of the Indenture, the Operating
Expenses of the Corporation, Debt Service and the Liquidity Reserve Accounts with respect to the Series 2021 Bonds;
and (ii) the net proceeds of any Additional Bonds (other than Refunding Bonds). Payments on the Residual Certificate
from Pledged Revenues are subordinate to payments on the Series 2021 Bonds.
CONTINUING DISCLOSURE UNDERTAKING
In order to assist the Underwriters in complying with Rule 15c2-12 (the "Rule") of the SEC promulgated
under the Securities Exchange Act of 1934, as amended, the Corporation will execute a Continuing Disclosure
Agreement (the "Continuing Disclosure Undertaking") for the benefit of the Holders and beneficial owners of the
Series 2021 Bonds. Pursuant to the Continuing Disclosure Undertaking, the Corporation will provide, or cause to be
provided by a dissemination agent, to the Municipal Securities Rulemaking Board, on its Electronic Municipal Market
Access ("EMMA ") system, certain annual financial information and operating data and, in a timely manner, notices
of the occurrence of certain events specified therein. See APPENDIX G — “FORM OF CONTINUING
DISCLOSURE UNDERTAKING.”
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The Corporation represents that in the previous five years it has not failed to comply in all material respects
with any previous undertaking in a written contract or agreement specified in paragraph (b)(5)(i) of the Rule.
LITIGATION
There is no litigation pending in any court (either State or federal) to restrain or enjoin the issuance or delivery
of the Series 2021 Bonds or questioning the creation, organization or existence of the Corporation, the validity or
enforceability of the Indenture, the sale of the Tobacco Assets by the County to the Corporation, the proceedings for
the authorization, execution, authentication and delivery of the Series 2021 Bonds or the validity of the Series 2021
Bonds.
TAX MATTERS
Tax Exempt Bonds
Federal Income Taxes
The Internal Revenue Code of 1986, as amended (the “Code”), imposes certain requirements that must be
met subsequent to the issuance and delivery of the Series 2021A-2 Bonds and the Series 2021B Subordinate Bonds
(collectively, the “Tax-Exempt Bonds”) for interest thereon to be and remain excluded from gross income for federal
income tax purposes. Noncompliance with such requirements could cause the interest on the Tax-Exempt Bonds to
be included in gross income for federal income tax purposes retroactive to the date of issue of the Tax-Exempt Bonds.
Pursuant to the Indenture, the Amended and Restated Purchase and Sale Agreement and the Tax Certificate and
Agreement dated the date of delivery of the Series 2021 Bonds (the “Tax Certificate”) the Corporation has covenanted
to comply with the applicable requirements of the Code in order to maintain the exclusion of the interest on the TaxExempt Bonds from gross income for federal income tax purposes pursuant to Section 103 of the Code. In addition,
the Corporation has made certain representations and certifications in the Indenture and the Tax Certificate.
Transaction Counsel will not independently verify the accuracy of those representations and certifications.
In the opinion of Nixon Peabody LLP, Transaction Counsel, under existing law and assuming compliance
with the aforementioned covenant, and the accuracy of certain representations and certifications made by the
Corporation described above, interest on the Tax-Exempt Bonds is excluded from gross income for federal income
tax purposes under Section 103 of the Code. Transaction Counsel is also of the opinion that such interest is not treated
as a preference item in calculating the alternative minimum tax imposed under the Code.
State Taxes
Transaction Counsel is also of the opinion that under existing law, interest on the Tax-Exempt Bonds is
exempt from personal income taxes imposed by the State of New York or any political subdivision thereof including
The City of New York.
Original Issue Discount
Transaction Counsel is further of the opinion that the excess of the principal amount of a maturity of the TaxExempt Bonds over its issue price (i.e., the first price at which price a substantial amount of such maturity of the TaxExempt Bonds was sold to the public, excluding bond houses, brokers or similar persons or organizations acting in
the capacity of underwriters or wholesalers) (each, a “Discount Bond” and collectively the “Discount Bonds”)
constitutes original issue discount which is excluded from gross income for federal income tax purposes to the same
extent as interest on the Tax-Exempt Bonds. Further, such original issue discount accrues actuarially on a constant
interest rate basis over the term of each Discount Bond and the basis of each Discount Bond acquired at such issue
price by an initial purchaser thereof will be increased by the amount of such accrued original issue discount. The
accrual of original issue discount may be taken into account as an increase in the amount of tax-exempt income for
purposes of determining various other tax consequences of owning the Discount Bonds, even though there will not be
a corresponding cash payment. Owners of the Discount Bonds are advised that they should consult with their own
advisors with respect to the state and local tax consequences of owning such Discount Bonds.
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Original Issue Premium
Tax-Exempt Bonds sold at prices in excess of their principal amounts are “Premium Bonds”. An initial
purchaser with an initial adjusted basis in a Premium Bond in excess of its principal amount will have amortizable
bond premium which offsets the amount of tax-exempt interest and is not deductible from gross income for federal
income tax purposes. The amount of amortizable bond premium for a taxable year is determined actuarially on a
constant interest rate basis over the term of each Premium Bond based on the purchaser’s yield to maturity (or, in the
case of Premium Bonds callable prior to their maturity, over the period to the call date, based on the purchaser’s yield
to the call date and giving effect to any call premium). For purposes of determining gain or loss on the sale or other
disposition of a Premium Bond, an initial purchaser who acquires such obligation with an amortizable bond premium
is required to decrease such purchaser’s adjusted basis in such Premium Bond annually by the amount of amortizable
bond premium for the taxable year. The amortization of bond premium may be taken into account as a reduction in
the amount of tax-exempt income for purposes of determining various other tax consequences of owning such TaxExempt Bonds. Owners of the Premium Bonds are advised that they should consult with their own advisors with
respect to the state and local tax consequences of owning such Premium Bonds.
Ancillary Tax Matters
Ownership of the Tax-Exempt Bonds may result in other federal tax consequences to certain taxpayers,
including, without limitation, certain S corporations, foreign corporations with branches in the United States, property
and casualty insurance companies, individuals receiving Social Security or Railroad Retirement benefits, individuals
seeking to claim the earned income credit, and taxpayers (including banks, thrift institutions and other financial
institutions) who may be deemed to have incurred or continued indebtedness to purchase or to carry the Tax-Exempt
Bonds. Prospective investors are advised to consult their own tax advisors regarding these rules.
Interest paid on tax-exempt obligations such as the Tax-Exempt Bonds is subject to information reporting to
the Internal Revenue Service (the “IRS”) in a manner similar to interest paid on taxable obligations. In addition,
interest on the Tax-Exempt Bonds may be subject to backup withholding if such interest is paid to a registered owner
that (a) fails to provide certain identifying information (such as the registered owner’s taxpayer identification number)
in the manner required by the IRS, or (b) has been identified by the IRS as being subject to backup withholding.
Transaction Counsel is not rendering any opinion as to any federal tax matters other than those described in
the opinion attached as APPENDIX D. Prospective investors, particularly those who may be subject to special rules
described above, are advised to consult their own tax advisors regarding the federal tax consequences of owning and
disposing of the Tax-Exempt Bonds, as well as any tax consequences arising under the laws of any state or other
taxing jurisdiction.
Changes in Law and Post Issuance Events
Legislative or administrative actions and court decisions, at either the federal or state level, could have an
adverse impact on the potential benefits of the exclusion from gross income of the interest on the Tax-Exempt Bonds
for federal or state income tax purposes, and thus on the value or marketability of the Tax-Exempt Bonds. This could
result from changes to federal or state income tax rates, changes in the structure of federal or state income taxes
(including replacement with another type of tax), repeal of the exclusion of the interest on the Tax-Exempt Bonds
from gross income for federal or state income tax purposes, or otherwise. It is not possible to predict whether any
legislative or administrative actions or court decisions having an adverse impact on the federal or state income tax
treatment of holders of the Tax-Exempt Bonds may occur. Prospective purchasers of the Tax-Exempt Bonds should
consult their own tax advisors regarding the impact of any change in law on the Tax-Exempt Bonds.
Transaction Counsel has not undertaken to advise in the future whether any events after the date of issuance
and delivery of the Tax-Exempt Bonds may affect the tax status of interest on the Tax-Exempt Bonds. Transaction
Counsel expresses no opinion as to any federal, state or local tax law consequences with respect to the Tax-Exempt
Bonds, or the interest thereon, if any action is taken with respect to the Tax-Exempt Bonds or the proceeds thereof
upon the advice or approval of other counsel.
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Series 2021A-1 Bonds
The following is a summary of certain anticipated United States federal income tax consequences of the
purchase, ownership and disposition of the Series 2021A-1 Bonds. The summary is based upon the provisions of the
Code, the Treasury Regulations promulgated thereunder and the judicial and administrative rulings and decisions now
in effect, all of which are subject to change. Such authorities may be repealed, revoked, or modified, possibly with
retroactive effect, so as to result in United States federal income tax consequences different from those described
below. The summary generally addresses Series 2021A-1 Bonds held as capital assets within the meaning of Section
1221 of the Code and does not purport to address all aspects of federal income taxation that may affect particular
investors in light of their individual circumstances or certain types of investors subject to special treatment under the
federal income tax laws, including but not limited to financial institutions, insurance companies, dealers in securities
or currencies, persons holding such Series 2021A-1 Bonds as a hedge against currency risks or as a position in a
“straddle,” “hedge,” “constructive sale transaction” or “conversion transaction” for tax purposes, or persons whose
functional currency is not the United States dollar. It also does not deal with holders other than original purchasers
that acquire Series 2021A-1 Bonds at their initial issue price except where otherwise specifically noted. Potential
purchasers of the Series 2021A-1 Bonds should consult their own tax advisors in determining the federal, state, local,
foreign and other tax consequences to them of the purchase, holding and disposition of the Series 2021A-1 Bonds.
The Corporation has not sought and will not seek any rulings from the Internal Revenue Service with respect
to any matter discussed herein. No assurance can be given that the Internal Revenue Service would not assert, or that
a court would not sustain, a position contrary to any of the tax characterizations and tax consequences set forth below.
U.S. Holders
As used herein, the term “U.S. Holder” means a beneficial owner of Series 2021A-1 Bonds that is (a) an
individual citizen or resident of the United States for federal income tax purposes, (b) a corporation, including an
entity treated as a corporation for federal income tax purposes, created or organized in or under the laws of the United
States or any State thereof (including the District of Columbia), (c) an estate whose income is subject to federal income
taxation regardless of its source, or (d) a trust if a court within the United States can exercise primary supervision over
the administration of the trust and one or more U.S. persons have the authority to control all substantial decisions of
the trust. Notwithstanding clause (d) of the preceding sentence, to the extent provided in Treasury regulations, certain
trusts in existence on August 20, 1996, and treated as United States persons prior to that date that elect to continue to
be treated as United States persons also will be U.S. Holders. In addition, if a partnership (or other entity or
arrangement treated as a partnership for federal income tax purposes) holds Series 2021A-1 Bonds, the tax treatment
of a partner in the partnership generally will depend upon the status of the partner and the activities of the
partnership. If a U.S. Holder is a partner in a partnership (or other entity or arrangement treated as a partnership for
federal income tax purposes) that holds Series 2021A-1 Bonds, the U.S. Holder is urged to consult its own tax advisor
regarding the specific tax consequences of the purchase, ownership and dispositions of the Series 2021A-1 Bonds.
Taxation of Interest Generally
Interest on the Series 2021A-1 Bonds is not excluded from gross income for federal income tax purposes
under Section 103 of the Code and so will be fully subject to federal income taxation. Purchasers will be subject to
federal income tax accounting rules affecting the timing and/or characterization of payments received with respect to
such Series 2021A-1 Bonds. In general, interest paid on the Series 2021A-1 Bonds and recovery of any accrued
original issue discount and market discount will be treated as ordinary income to a bondholder, and after adjustment
for the foregoing, principal payments will be treated as a return of capital to the extent of the U.S. Holder’s adjusted
tax basis in the Series 2021A-1 Bonds and capital gain to the extent of any excess received over such basis.
Recognition of Income Generally
Section 451(b) of the Code provides that purchasers using an accrual method of accounting for U.S. federal
income tax purposes may be required to include certain amounts in income no later than the time such amounts are
reflected on certain financial statements of such purchaser. In this regard, Treasury Regulations provide that, with the
exception of certain fees, the rule in section 451(b) will generally not apply to the timing rules for original issue
discount and market discount, or to the timing rules for de minimis original issue discount and market discount.
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Prospective purchasers of the Series 2021A-1 Bonds should consult their own tax advisors regarding any potential
applicability of these rules and their impact on the timing of the recognition of income related to the Series 2021A-1
Bonds under the Code.
Original Issue Discount
The following summary is a general discussion of certain federal income tax consequences of the purchase,
ownership and disposition of Series 2021A-1 Bonds issued with original issue discount (“Discount Bonds”). A Bond
will be treated as having been issued with an original issue discount if the excess of its “stated redemption price at
maturity” (defined below) over its issue price (defined as the initial offering price to the public at which a substantial
amount of the Series 2021A-1 Bonds of the same maturity have first been sold to the public, excluding bond houses
and brokers) equals or exceeds one quarter of one percent of such Bond’s stated redemption price at maturity
multiplied by the number of complete years to its maturity (or, in the case of an installment obligation, its weighted
average maturity).
A Bond’s “stated redemption price at maturity” is the total of all payments provided by the Bond that are not
payments of “qualified stated interest.” Generally, the term “qualified stated interest” includes stated interest that is
unconditionally payable in cash or property (other than debt instruments of the issuer) at least annually at a single
fixed rate or certain floating rates.
In general, the amount of original issue discount includible in income by the initial holder of a Discount Bond
is the sum of the “daily portions” of original issue discount with respect to such Discount Bond for each day during
the taxable year in which such holder held such Bond. The daily portion of original issue discount on any Discount
Bond is determined by allocating to each day in any “accrual period” a ratable portion of the original issue discount
allocable to that accrual period.
An accrual period may be of any length, and may vary in length over the term of a Discount Bond, provided
that each accrual period is not longer than one year and each scheduled payment of principal or interest occurs at the
end of an accrual period. The amount of original issue discount allocable to each accrual period is equal to the
difference between (i) the product of the Discount Bond’s adjusted issue price at the beginning of such accrual period
and its yield to maturity (determined on the basis of compounding at the close of each accrual period and appropriately
adjusted to take into account the length of the particular accrual period) and (ii) the amount of any qualified stated
interest payments allocable to such accrual period. The “adjusted issue price” of a Discount Bond at the beginning of
any accrual period is the sum of the issue price of the Discount Bond plus the amount of original issue discount
allocable to all prior accrual periods minus the amount of any prior payments on the Discount Bond that were not
qualified stated interest payments. Under these rules, holders generally will have to include in income increasingly
greater amounts of original issue discount in successive accrual periods.
Holders utilizing the accrual method of accounting may generally, upon election, include in gross income all
interest (including stated interest, acquisition discount, original issue discount, de minimis original issue discount,
market discount, de minimis market discount, and unstated interest, as adjusted by any amortizable bond premium or
acquisition premium) on a Bond by using the constant yield method applicable to original issue discount, subject to
certain limitations and exceptions.
Market Discount
A holder who purchases a Bond at a price which includes market discount (i.e., at a purchase price that is
less than its adjusted issue price in the hands of an original owner) in excess of a prescribed de minimis amount will
be required to recharacterize all or a portion of the gain as ordinary income upon receipt of each scheduled or
unscheduled principal payment or upon other disposition. In particular, such holder will generally be required either
(a) to allocate each such principal payment to accrued market discount not previously included in income and to
recognize ordinary income to that extent and to treat any gain upon sale or other disposition of such a Bond as ordinary
income to the extent of any remaining accrued market discount or (b) to elect to include such market discount in
income currently as it accrues on all market discount instruments acquired by such holder on or after the first day of
the taxable year to which such election applies.
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The Code authorizes the Treasury Department to issue regulations providing for the method for accruing
market discount on debt instruments the principal of which is payable in more than one installment. Until such time
as regulations are issued by the Treasury Department, certain rules described in the legislative history of the Tax
Reform Act of 1986 will apply. Under those rules, market discount will be included in income either (a) on a constant
interest basis or (b) in proportion to the accrual of stated interest.
A holder of a Bond who acquires such Bond at a market discount also may be required to defer, until the
maturity date of such Bond or the earlier disposition in a taxable transaction, the deduction of a portion of the amount
of interest that the holder paid or accrued during the taxable year on indebtedness incurred or maintained to purchase
or carry a Bond in excess of the aggregate amount of interest (including original issue discount) includable in such
holder’s gross income for the taxable year with respect to such Bond. The amount of such net interest expense deferred
in a taxable year may not exceed the amount of market discount accrued on the Bond for the days during the taxable
year on which the holder held the Bond and, in general, would be deductible when such market discount is includable
in income. The amount of any remaining deferred deduction is to be taken into account in the taxable year in which
the Bond matures or is disposed of in a taxable transaction. In the case of a disposition in which gain or loss is not
recognized in whole or in part, any remaining deferred deduction will be allowed to the extent gain is recognized on
the disposition. This deferral rule does not apply if the bondholder elects to include such market discount in income
currently as described above.
Bond Premium
A holder of a Bond who purchases such Bond at a cost greater than its remaining redemption amount will
have amortizable bond premium. If the holder elects to amortize this premium under Section 171 of the Code (which
election will apply to all Series 2021A-1 Bonds held by the holder on the first day of the taxable year to which the
election applies and to all Series 2021A-1 Bonds thereafter acquired by the holder), such a holder must amortize the
premium using constant yield principles based on the holder’s yield to maturity. Amortizable bond premium is
generally treated as an offset to interest income, and a reduction in basis is required for amortizable bond premium
that is applied to reduce interest payments. Purchasers of Series 2021A-1 Bonds who acquire such Series 2021A-1
Bonds at a premium should consult with their own tax advisors with respect to federal, state and local tax consequences
of owning such Series 2021A-1 Bonds.
Surtax on Unearned Income
Section 1411 of the Code generally imposes a tax of 3.8% on the “net investment income” of certain
individuals, trusts and estates. Among other items, net investment income generally includes gross income from
interest and net gain attributable to the disposition of certain property, less certain deductions. U.S. Holders should
consult their own tax advisors regarding the possible implications of this provision in their particular circumstances.
Sale or Redemption of Series 2021A-1 Bonds
A bondholder’s adjusted tax basis for a Bond is the price such holder pays for the Bond plus the amount of
original issue discount and market discount previously included in income and reduced on account of any payments
received on such Bond other than “qualified stated interest” and any amortized bond premium. Gain or loss recognized
on a sale, exchange or redemption of a Bond, measured by the difference between the amount realized and the
bondholder’s tax basis as so adjusted, will generally give rise to capital gain or loss if the Bond is held as a capital
asset (except in the case of Series 2021A-1 Bonds acquired at a market discount, in which case a portion of the gain
will be characterized as interest and therefore ordinary income).
If the terms of a Bond are materially modified, in certain circumstances, a new debt obligation would be
deemed “reissued”, or created and exchanged for the prior obligation in a taxable transaction. Among the
modifications which may be treated as material are those related to the redemption provisions and, in the case of a
nonrecourse obligation, those which involve the substitution of collateral. In addition, the defeasance of a Bond under
the defeasance provisions of the Indenture could result in a deemed sale or exchange of such Bond.
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EACH POTENTIAL HOLDER OF BONDS SHOULD CONSULT ITS OWN TAX ADVISOR
CONCERNING (1) THE TREATMENT OF GAIN OR LOSS ON SALE, REDEMPTION OR DEFEASANCE OF
THE BONDS, AND (2) THE CIRCUMSTANCES IN WHICH BONDS WOULD BE DEEMED REISSUED AND
THE LIKELY EFFECTS, IF ANY, OF SUCH REISSUANCE.
Non-U.S. Holders
The following is a general discussion of certain United States federal income tax consequences resulting from
the beneficial ownership of Series 2021A-1 Bonds by a person other than a U.S. Holder, a former United States citizen
or resident, or a partnership or entity treated as a partnership for United States federal income tax purposes (a “NonU.S. Holder”).
Subject to the discussion of backup withholding and the Foreign Account Tax Compliance Act (“FATCA”),
payments of principal by the Corporation or any of its agents (acting in its capacity as agent) to any Non-U.S. Holder
will not be subject to federal withholding tax. In the case of payments of interest to any Non-U.S. Holder, however,
federal withholding tax will apply unless the Non-U.S. Holder (1) does not own (actually or constructively) 10 percent
or more of the voting equity interests of the Corporation, (2) is not a controlled foreign corporation for United States
tax purposes that is related to the Corporation (directly or indirectly) through stock ownership, and (3) is not a bank
receiving interest in the manner described in Section 881(c)(3)(A) of the Code. In addition, either (1) the Non-U.S.
Holder must certify on the applicable IRS Form W-8 (series) (or successor form) to the Corporation, its agents or
paying agents or a broker under penalties of perjury that it is not a U.S. person and must provide its name and address,
or (2) a securities clearing organization, bank or other financial institution, that holds customers’ securities in the
ordinary course of its trade or business and that also holds the Series 2021A-1 Bonds must certify to the Corporation
or its agent under penalties of perjury that such statement on the applicable IRS Form W-8 (series) (or successor form)
has been received from the Non-U.S. Holder by it or by another financial institution and must furnish the interest
payor with a copy.
Interest payments may also be exempt from federal withholding tax depending on the terms of an existing
federal income tax treaty, if any, in force between the U.S. and the resident country of the Non-U.S. Holder. The U.S.
has entered into an income tax treaty with a limited number of countries. In addition, the terms of each treaty differ in
their treatment of interest and original issue discount payments. Non-U.S. Holders are urged to consult their own tax
advisor regarding the specific tax consequences of the receipt of interest payments, including original issue discount.
A Non-U.S. Holder that does not qualify for exemption from withholding as described above must provide the
Corporation or its agent with documentation as to his, her, or its identity to avoid the U.S. backup withholding tax on
the amount allocable to a Non-U.S. Holder. The documentation may require that the Non-U.S. Holder provide a U.S.
tax identification number.
If a Non-U.S. Holder is engaged in a trade or business in the United States and interest on a Bond held by
such holder is effectively connected with the conduct of such trade or business, the Non-U.S. Holder, although exempt
from the withholding tax discussed above (provided that such holder timely furnishes the required certification to
claim such exemption), may be subject to United States federal income tax on such interest in the same manner as if
it were a U.S. Holder. In addition, if the Non-U.S. Holder is a foreign corporation, it may be subject to a branch profits
tax equal to 30% (subject to a reduced rate under an applicable treaty) of its effectively connected earnings and profits
for the taxable year, subject to certain adjustments. For purposes of the branch profits tax, interest on a Bond will be
included in the earnings and profits of the holder if the interest is effectively connected with the conduct by the holder
of a trade or business in the United States. Such a holder must provide the payor with a properly executed IRS Form
W-8ECI (or successor form) to claim an exemption from United States federal withholding tax.
Generally, any capital gain realized on the sale, exchange, retirement or other disposition of a Bond by a
Non-U.S. Holder will not be subject to United States federal income or withholding taxes if (1) the gain is not
effectively connected with a United States trade or business of the Non-U.S. Holder, and (2) in the case of an
individual, the Non-U.S. Holder is not present in the United States for 183 days or more in the taxable year of the sale,
exchange, retirement or other disposition, and certain other conditions are met.
For newly issued or reissued obligations, such as the Series 2021A-1 Bonds, FATCA imposes U.S.
withholding tax on interest payments and, for dispositions after December 31, 2018, gross proceeds of the sale of the
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Series 2021A-1 Bonds paid to certain foreign financial institutions (which is broadly defined for this purpose to
generally include non-U.S. investment funds) and certain other non-U.S. entities if certain disclosure and due diligence
requirements related to U.S. accounts or ownership are not satisfied, unless an exemption applies. An
intergovernmental agreement between the United States and an applicable non-U.S. country may modify these
requirements. In any event, bondholders or beneficial owners of the Series 2021A-1 Bonds shall have no recourse
against the Corporation, nor will the Corporation be obligated to pay any additional amounts to “gross up” payments
to such persons, as a result of any withholding or deduction for, or on account of, any present or future taxes, duties,
assessments or government charges with respect to payments in respect of the Series 2021A-1 Bonds. However, it
should be noted that on December 13, 2018, the IRS issued Proposed Treasury Regulation Section 1.1473-1(a)(1)
which proposes to remove gross proceeds from the definition of “withholdable payment” for this purpose.
Non-U.S. Holders should consult their own tax advisors with respect to the possible applicability of federal
withholding and other taxes upon income realized in respect of the Series 2021A-1 Bonds.
Information Reporting and Backup Withholding
For each calendar year in which the Series 2021A-1 Bonds are outstanding, the Corporation, its agents or
paying agents or a broker is required to provide the IRS with certain information, including a holder’s name, address
and taxpayer identification number (either the holder’s Social Security number or its employer identification number,
as the case may be), the aggregate amount of principal and interest paid to that holder during the calendar year and
the amount of tax withheld, if any. This obligation, however, does not apply with respect to certain U.S. Holders,
including corporations, tax-exempt organizations, qualified pension and profit sharing trusts, and individual retirement
accounts and annuities.
If a U.S. Holder subject to the reporting requirements described above fails to supply its correct taxpayer
identification number in the manner required by applicable law or under-reports its tax liability, the Corporation, its
agents or paying agents or a broker may be required to make “backup” withholding of tax on each payment of interest
or principal on the Series 2021A-1 Bonds. This backup withholding is not an additional tax and may be credited
against the U.S. Holder’s federal income tax liability, provided that the U.S. Holder furnishes the required information
to the IRS.
Under current Treasury Regulations, backup withholding and information reporting will not apply to
payments of interest made by the Corporation, its agents (in their capacity as such) or paying agents or a broker to a
Non-U.S. Holder if such holder has provided the required certification that it is not a U.S. person (as set forth in the
second paragraph under “—Non-U.S. Holders” above), or has otherwise established an exemption (provided that
neither the Corporation nor its agent has actual knowledge that the holder is a U.S. person or that the conditions of an
exemption are not in fact satisfied).
Payments of the proceeds from the sale of a Bond to or through a foreign office of a broker generally will
not be subject to information reporting or backup withholding. However, information reporting (but not backup
withholding) may apply to those payments if the broker is one of the following: (i) a U.S. person; (ii) a controlled
foreign corporation for U.S. tax purposes; (iii) a foreign person 50-percent or more of whose gross income from all
sources for the three-year period ending with the close of its taxable year preceding the payment was effectively
connected with a United States trade or business; or (iv) a foreign partnership with certain connections to the United
States.
Payment of the proceeds from a sale of a Bond to or through the United States office of a broker is subject to
information reporting and backup withholding unless the holder or beneficial owner certifies as to its taxpayer
identification number or otherwise establishes an exemption from information reporting and backup withholding.
The preceding federal income tax discussion is included for general information only and may not be
applicable depending upon a holder’s particular situation. Holders should consult their tax advisors with respect to
the tax consequences to them of the purchase, ownership and disposition of the Series 2021A-1 Bonds, including the
tax consequences under federal, state, local, foreign and other tax laws and the possible effects of changes in those tax
laws.
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State Taxes
Transaction Counsel is also of the opinion that under existing law, interest on the Series 2021A-1 Bonds is
exempt from personal income taxes imposed by the State of New York or any political subdivision thereof including
The City of New York.
Changes in Law and Post Issuance Events
Legislative or administrative actions and court decisions, at either the federal or state level, could have an
impact on the inclusion in gross income of interest on the Series 2021A-1 Bonds for federal or state income tax
purposes, and thus on the value or marketability of the Series 2021A-1 Bonds. This could result from changes to
federal or state income tax rates, changes in the structure of federal or state income taxes (including replacement with
another type of tax), or otherwise. It is not possible to predict whether any such legislative or administrative actions
or court decisions will occur or have an adverse impact on the federal or state income tax treatment of holders of the
Series 2021A-1 Bonds. Prospective purchasers of the Series 2021A-1 Bonds should consult their own tax advisors
regarding the impact of any change in law or proposed change in law on the Series 2021A-1 Bonds.
IN ALL EVENTS, ALL INVESTORS SHOULD CONSULT THEIR OWN TAX ADVISORS IN
DETERMINING THE FEDERAL, STATE, LOCAL, FOREIGN AND OTHER TAX CONSEQUENCES TO THEM
OF THE PURCHASE, OWNERSHIP AND DISPOSITION OF THE BONDS.
CONSIDERATIONS FOR ERISA AND OTHER U.S. BENEFIT PLAN INVESTORS
The Employee Retirement Income Security Act of 1974, as amended (“ERISA”), imposes certain fiduciary
obligations and prohibited transaction restrictions on employee pension and welfare benefit plans subject to Title I of
ERISA (“ERISA Plans”). Section 4975 of the Code imposes essentially the same prohibited transaction restrictions
on tax-qualified retirement plans described in Section 401(a) and 403(a) of the Code, which are exempt from tax under
Section 501(a) of the Code, other than governmental and church plans as defined herein (“Qualified Retirement
Plans”), and on Individual Retirement Accounts (“IRAs”) described in Section 408(b) of the Code (collectively,
“Tax-Favored Plans”). Certain employee benefit plans such as governmental plans (as defined in Section 3(32) of
ERISA) (“Governmental Plans”), and, if no election has been made under Section 410(d) of the Code, church plans
(as defined in Section 3(33) of ERISA) (“Church Plans”), are not subject to ERISA requirements. Additionally, such
Governmental and Church Plans are not subject to the requirements of Section 4975 of the Code but may be subject
to applicable federal, state or local law (“Similar Laws”) which is, to a material extent, similar to the foregoing
provisions of ERISA or the Code. Accordingly, assets of such plans may be invested in the Series 2021A-1 Bonds
without regard to the ERISA and Code considerations described below, subject to the provisions of Similar Laws.
In addition to the imposition of general fiduciary obligations, including those of investment prudence and
diversification and the requirement that a plan’s investment be made in accordance with the documents governing the
plan, Section 406 of ERISA and Section 4975 of the Code prohibit a broad range of transactions involving assets of
ERISA Plans and Tax-Favored Plans and entities whose underlying assets include plan assets by reason of ERISA
Plans or Tax-Favored Plans investing in such entities (collectively, “Benefit Plans”) and persons who have certain
specified relationships to the Benefit Plans (“Parties In Interest” or “Disqualified Persons”), unless a statutory or
administrative exemption is available. The definitions of “Party in Interest” and “Disqualified Person” are
expansive. While other entities may be encompassed by these definitions, they include, most notably: (1) fiduciary
with respect to a plan; (2) a person providing services to a plan; (3) an employer or employee organization any of
whose employees or members are covered by the plan; and (4) the owner of an IRA. Certain Parties in Interest (or
Disqualified Persons) that participate in a prohibited transaction may be subject to a penalty (or an excise tax) imposed
pursuant to Section 502(i) of ERISA (or Section 4975 of the Code) unless a statutory or administrative exemption is
available. Without an exemption an IRA owner may disqualify his or her IRA.
Certain transactions involving the purchase, holding or transfer of the Series 2021A-1 Bonds might be
deemed to constitute prohibited transactions under ERISA and Section 4975 of the Code if assets of the Corporation
were deemed to be assets of a Benefit Plan. Under final regulations issued by the United States Department of Labor
(the “Plan Assets Regulation”), the assets of the Corporation would be treated as plan assets of a Benefit Plan for the
purposes of ERISA and Section 4975 only of the Code if the Benefit Plan acquires an “equity interest” in the
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Corporation and none of the exceptions contained in the Plan Assets Regulation is applicable. An equity interest is
defined under the Plan Assets Regulation as an interest in an entity other than an instrument which is treated as
indebtedness under applicable local law and which has no substantial equity features. Although there is little guidance
on this matter, it appears that the Series 2021A-1 Bonds should be treated as debt without substantial equity features
for purposes of the Plan Assets Regulation. This determination is based upon the traditional debt features of the Series
2021A-1 Bonds, including the reasonable expectation of purchasers of Series 2021A-1 Bonds that the Series 2021A1 Bonds will be repaid when due, traditional default remedies, as well as the absence of conversion rights, warrants
and other typical equity features.
However, without regard to whether the Series 2021A-1 Bonds are treated as an equity interest for such
purposes, though, the acquisition or holding of Series 2021A-1 Bonds by or on behalf of a Benefit Plan could be
considered to give rise to a prohibited transaction if the Corporation or the Trustee, or any of their respective affiliates,
is or becomes a Party in Interest or a Disqualified Person with respect to such Benefit Plan.
Most notably, ERISA and the Code generally prohibit the lending of money or other extension of credit
between an ERISA Plan or Tax-Favored Plan and a Party in Interest or a Disqualified Person, and the acquisition of
any of the Series 2021A-1 Bonds by a Benefit Plan would involve the lending of money or extension of credit by the
Benefit Plan. In such a case, however, certain exemptions from the prohibited transaction rules could be applicable
depending on the type and circumstances of the plan fiduciary making the decision to acquire a Bond. Included among
these exemptions are: Prohibited Transaction Class Exemption (“PTCE”) 96-23, regarding transactions effected by
certain “in-house asset managers”; PTCE 90-1, regarding investments by insurance company pooled separate
accounts; PTCE 95-60, regarding transactions effected by “insurance company general accounts”; PTCE 91-38,
regarding investments by bank collective investment funds; and PTCE 84-14, regarding transactions effected by
“qualified professional asset managers.” Further, the statutory exemption in Section 408(b)(17) of ERISA and Section
4975(d)(20) of the Code provides for an exemption for transactions involving “adequate consideration” with persons
who are Parties in Interest or Disqualified Persons solely by reason of their (or their affiliate’s) status as a service
provider to the Benefit Plan involved and none of whom is a fiduciary with respect to the Benefit Plan assets involved
(or an affiliate of such a fiduciary). There can be no assurance that any class or other exemption will be available with
respect to any particular transaction involving the Series 2021A-1 Bonds, or that, if available, the exemption would
cover all possible prohibited transactions.
By acquiring a Bond (or interest therein), each purchaser and transferee (and if the purchaser or transferee is
a plan, its fiduciary) is deemed to represent and warrant that either (i) it is not acquiring the Bond (or interest
therein) with the assets of a Benefit Plan, Governmental plan or Church plan; or (ii) the acquisition and holding of the
Bond (or interest therein) will not give rise to a nonexempt prohibited transaction under Section 406 of ERISA or
Section 4975 of the Code or Similar Laws. A purchaser or transferee who acquires Series 2021A-1 Bonds with assets
of a Benefit Plan represents that such purchaser or transferee has considered the fiduciary requirements of ERISA, the
Code or Similar Laws and has consulted with counsel with regard to the purchase or transfer.
Because the Corporation, the Trustee, the Underwriters or any of their respective affiliates may receive
certain benefits in connection with the sale of the Series 2021A-1 Bonds, the purchase of the Series 2021A-1 Bonds
using plan assets of a Benefit Plan over which any of such parties has investment authority or provides investment
advice for a direct or indirect fee may be deemed to be a violation of the prohibited transaction rules of ERISA or
Section 4975 of the Code or Similar Laws for which no exemption may be available. Accordingly, any investor
considering a purchase of Series 2021A-1 Bonds using plan assets of a Benefit Plan should consult with its counsel if
the Corporation, the Trustee or the Underwriters or any of their respective affiliates has investment authority or
provides investment advice for a direct or indirect fee with respect to such assets or is an employer maintaining or
contributing to the Benefit Plan.
Any ERISA Plan fiduciary considering whether to purchase the Series 2021A-1 Bonds on behalf of an ERISA
Plan should consult with its counsel regarding the applicability of the fiduciary responsibility and prohibited
transaction provisions of ERISA and Section 4975 of the Code to such an investment and the availability of any of
the exemptions referred to above. Persons responsible for investing the assets of Tax-Favored Plans that are not ERISA
Plans should seek similar counsel with respect to the prohibited transaction provisions of the Code and the applicability
of Similar Laws.
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PROSPECTIVE PURCHASERS OF THE SERIES 2021 BONDS ARE ADVISED TO CONSULT
THEIR OWN TAX ADVISORS PRIOR TO ANY PURCHASE OF THE SERIES 2021 BONDS AS TO THE
IMPACT OF THE CODE UPON THEIR ACQUISITION, HOLDING OR DISPOSITION OF THE SERIES
2021 BONDS.
RATINGS
It is a condition to the obligation of the Underwriters to purchase the Series 2021 Bonds that, at the date of
delivery thereof to the Underwriters, S&P Global Ratings (“S&P”) has assigned a rating of “A (sf)” to the Series
2021A-1 Bonds maturing June 1, 2022 * through June 1, 2026*; a rating of “A (sf)” to the Series 2021A-2 Bonds
maturing June 1, 2027* through June 1, 2031*; a rating of “A- (sf)” to the Series 2021A-2 Bonds maturing June 1,
2032* through June 1, 2041*; a rating of “BBB+ (sf)” to the Series 2021A-2 Bonds maturing June 1, 2050*; a rating
of “A (sf)” to the Series 2021B-1 Bonds maturing June 1, 2031*; and a rating of “BBB- (sf)” to the Series 2021B-1
Bonds maturing June 1, 2050*. The Series 2021B-2 Bonds are not rated and involve additional risks that may not be
appropriate for certain investors. See “RISK FACTORS—Market for Series 2021B-2 Bonds; No Credit Rating on
Series 2021B-2 Bonds.”
According to the S&P ratings guide, (a) the “sf” identifier shall be assigned to ratings on “structured finance
instruments” when required to comply with applicable law or regulatory requirement or when S&P believes it
appropriate, and (b) the addition of the “sf” identifier to a rating does not change that rating’s definition or S&P’s
opinion about the issue’s creditworthiness.
The ratings address S&P’s assessment of the ability of the Corporation to pay (i) interest on the Series 2021A1 Bonds, the Series 2021A-2 Bonds and the Series 2021B-1 Bonds, when due, and (ii) principal of the Series 2021A1 Bonds, the Series 2021A-2 Bonds and Series 2021B-1 Bonds by their Maturity Dates and, with respect to the Series
2021A-1 Bonds and the Series 2021A-2 Bonds that are Term Bonds, Sinking Fund Installment dates. The ratings do
not address the payment of Turbo Redemptions on the Series 2021B-1 Bonds. The ratings of the Series 2021A-1
Bonds, the Series 2021A-2 Bonds and Series 2021B-1 Bonds by S&P reflect only the views of such organization and
any desired explanation of the significance of such ratings and any outlooks or other statements given by S&P with
respect thereto should be obtained from S&P at the following address: S&P Global Ratings, 55 Water Street, New
York, New York 10041.
There is no assurance that the initial ratings assigned to the rated Series 2021 Bonds will continue for any
given period of time or that any of such ratings will not be revised downward, suspended or withdrawn entirely by
S&P. Any such downward revision, suspension or withdrawal of such ratings may have an adverse effect on the
availability of a market for or the market prices of the rated Series 2021 Bonds.
VERIFICATION OF MATHEMATICAL COMPUTATIONS
Upon delivery of the Series 2021 Bonds, the arithmetical accuracy of certain computations included in the
schedules relating to the adequacy of the amounts to be applied to the purchase, refunding and/or defeasance of the
Series 2008 Bonds and the Series 2012 Bonds will be verified by Causey Demgen & Moore P.C., independent certified
public accountants (the “Verification Agent”). In addition, the Verification Agent will verify the arithmetical
accuracy of certain computations included in the schedules relating to the projections of debt service coverage of the
Series 2021 Bonds and breakeven consumption declines under various consumption decline scenarios. The
verifications will be based solely upon information and assumptions supplied to the Verification Agent. The
Verification Agent has not made a study or evaluation of the information and assumptions on which such computations
are based and, accordingly, has not expressed an opinion on the data used, the reasonableness of the assumptions or
the achievability of the forecasted outcome.

*

Preliminary, subject to change.
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UNDERWRITING
Jefferies LLC, as representative of the Underwriters set forth on the cover page hereof (the “Series 2021A1/A-2/B-1 Underwriters”), has agreed, subject to certain conditions, to purchase all, but not less than all, of the Series
2021A Senior Bonds and the Series 2021B-1 Bonds (the “Series 2021A-1/A-2/B-1 Bonds”) from the Corporation at
an underwriters’ discount of $__________. The Series 2021A-1/A-2/B-1 Underwriters will be obligated to purchase
all of the Series 2021A-1/A-2/B-1 Bonds if any are purchased. The initial public offering prices of the Series 2021A1/A-2/B-1 Bonds may be changed from time to time by the Series 2021A-1/A-2/B-1 Underwriters.
Jefferies LLC, as sole underwriter of the Series 2021B-2 Bonds (the “Series 2021B-2 Underwriter”, and
together with the Series 2021A-1/A-2/B-1 Underwriters, the “Underwriters”), has agreed, subject to certain
conditions, to purchase all, but not less than all, of the Series 2021B-2 Bonds from the Corporation at an underwriter’s
discount of $__________. The Series 2021B-2 Underwriter will be obligated to purchase all of the Series 2021B-2
Bonds if any are purchased. The initial public offering prices of the Series 2021B-2 Bonds may be changed from time
to time by the Series 2021B-2 Underwriter.
The Series 2021 Bonds may be offered and sold to certain dealers (including the Underwriters and other
dealers depositing Series 2021 Bonds into investment trusts) at prices lower than such public offering prices.
Certain of the Underwriters have entered into distribution agreements with other broker-dealers (that have
not been designated by the Corporation as Underwriters) for the distribution of the Series 2021 Bonds at the original
public offering prices. Such agreements generally provide that the relevant Underwriter will share a portion of its
underwriting compensation with such other broker-dealers.
The Underwriters and their respective affiliates are full-service financial institutions engaged in various
activities that may include securities trading, commercial and investment banking, municipal advisory, brokerage, and
asset management. In the ordinary course of business, the Underwriters and their respective affiliates may actively
trade debt and, if applicable, equity securities (or related derivative securities) and provide financial instruments
(which may include bank loans, credit support or interest rate swaps). The Underwriters and their respective affiliates
may engage in transactions for their own accounts involving the securities and instruments made the subject of this
securities offering or other offering of the Corporation. The Underwriters and their respective affiliates may make a
market in credit default swaps with respect to municipal securities in the future. The Underwriters and their respective
affiliates may also communicate independent investment recommendations, market color or trading ideas and publish
independent research views in respect of this securities offering or other offerings of the Corporation.
Citigroup Global Markets Inc. is an affiliate of Citibank, N.A., which is acting as MSA Escrow Agent under
the MSA.
LEGAL MATTERS
The validity of the Series 2021 Bonds and certain other legal matters are subject to the approving opinion of
Nixon Peabody LLP, as Transaction Counsel to the Corporation. A complete copy of the proposed form of opinion
of Transaction Counsel is contained in APPENDIX D hereto. Certain legal matters will be passed upon for the County
by the County Attorney of the County. Certain legal matters will be passed upon for the Underwriters by their counsel,
Orrick, Herrington & Sutcliffe LLP.
OTHER PARTIES
IHS Global
IHS Global has been retained on behalf of the Corporation as an independent econometric consultant. The
Tobacco Consumption Report attached as APPENDIX A is included herein in reliance on IHS Global as experts in
such matters. IHS Global’s fees for acting as independent econometric consultant are not contingent upon the issuance
of the Series 2021 Bonds. The Tobacco Consumption Report should be read in its entirety.
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Municipal Advisor
Capital Markets Advisors is employed as “Municipal Advisor” to the Corporation in connection with the
issuance of the Series 2021 Bonds. The Municipal Advisor’s fee for services rendered with respect to the sale of the
Series 2021 Bonds is contingent upon the issuance and delivery of the Series 2021 Bonds. Capital Markets Advisors,
in its capacity as Municipal Advisor, does not assume any responsibility for the information, covenants and
representations contained in any of the legal documents with respect to the federal income tax status of the Series 2021
Bonds, or the possible impact of any present, pending or future actions taken by any legislative or judicial bodies.
Circular.

The Municipal Advisor to the Corporation has provided the following sentence for inclusion in this Offering

The Municipal Advisor has reviewed the information in this Offering Circular in accordance with, and as
part of, its responsibilities to the Corporation and, as applicable, to investors under the federal securities laws as applied
to the facts and circumstances of this transaction, but the Municipal Advisor does not guarantee the accuracy or
completeness of such information.
SUFFOLK TOBACCO ASSET
SECURITIZATION CORPORATION
By:
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Executive Summary
IHS Global Inc. has developed a cigarette consumption model based on historical U.S. data
between 1965 and 2020. 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 2021
through 2066. Our Base Case forecast indicates that total consumption in 2066 will be 47.3
billion cigarettes (or 47.5 billion including roll-your-own (“RYO”) tobacco equivalents at
0.0325 ounces per cigarette), a 79% decline from the 2020 level. From 2021 through 2066
the average annual rate of decline is projected to be approximately 3.37%.
IHS Global Inc. has also developed two alternative forecasts that each include a ban on
menthol cigarettes. Alternative 1 indicates that total consumption in 2066 will be 42.6
billion cigarettes (or 42.8 billion including roll-your-own (“RYO”) tobacco equivalents at
0.0325 ounces per cigarette), an 81% decline from the 2020 level. From 2021 through 2066
the average annual rate of decline is projected to be approximately 3.59% under Alternative
1.
Alternative 2 indicates that total consumption in 2066 will be 40.3 billion cigarettes (or
40.4 billion including roll-your-own (“RYO”) tobacco equivalents at 0.0325 ounces per
cigarette), an 82% decline from the 2020 level. From 2021 through 2066 the average annual
rate of decline is projected to be approximately 3.71% under Alternative 2.
Our model was constructed based on widely accepted economic principles and IHS Global
Inc.’s considerable experience in building econometric forecasting models. A review of the
economic research literature indicates that our model is consistent with the prevalent
consensus among economists concerning cigarette demand. We considered the impact of
demographics, cigarette prices, disposable income, employment and unemployment,
industry advertising expenditures, the future effect of the incidence of smoking amongst
underage youth, and qualitative variables that captured the impact of anti-smoking
regulations, legislation, health warnings, and the availability of alternative tobacco and
nicotine products. After extensive analysis, we found the following variables to be effective
in building an empirical model of per capita cigarette consumption: real cigarette prices,
real per capita disposable personal income, the impact of workplace smoking restrictions
first instituted widely in the 1980s, the stricter restrictions on smoking in public places
instituted over the last decade, the rapid increase in consumption of electronic cigarettes,
especially the JUUL brand, and the trend over time in individual behavior and preferences.
This forecast is based on reasonable assumptions regarding the future paths of these factors.
Disclaimer
The forecasts included in this report, including, but not limited to, those regarding future cigarette
consumption, are estimates, which have been prepared on the basis of certain assumptions and hypotheses. No
representation or warranty of any kind is or can be made with respect to the accuracy or completeness of, and
no representation or warranty should be inferred from, these forecasts. The cigarette consumption forecast
contained in this report is based upon assumptions as to future events and, accordingly, is subject to varying
degrees of uncertainty. Some assumptions inevitably will not materialize and, additionally, unanticipated
events and circumstances may occur. Therefore, for example, actual cigarette consumption inevitably will vary
from the forecasts included in this report and the variations may be material and adverse.
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Cigarette Use in the United States
People have used tobacco products for centuries. Tobacco was first brought to Europe from
America in the late 15th century and became America's major cash crop in the 17th and 18th
centuries1. Prior to 1900, tobacco was most frequently used in pipes, cigars, and snuff. With the
widespread production of manufactured cigarettes (as opposed to hand-rolled cigarettes) in the
United States in the early 20th century, cigarette consumption expanded dramatically.
Consumption is defined as taxable U.S. consumer sales, plus shipments to overseas armed forces,
ship stores, Puerto Rico, and other U.S. possessions, and small tax-exempt categories2 as reported
by the Bureau of Alcohol, Tobacco, Firearms, and Explosives. The USDA, which compiled data
on cigarette consumption between 1900 and 2007, reports that consumption grew from 2.5 billion
cigarettes in 1900 to a peak of 640 billion in 19813. Consumption declined in the 1980s, 1990s,
and 2000s, reaching a level of 465 billion cigarettes in 1998 and decreased to less than 400 billion
cigarettes in 20034 and under 300 billion in 20115. Cigarette consumption has now declined
through three decades, reversing four decades of increases from the 1940s.
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While the historical trend in consumption prior to 1981 was increasing, there was a decline in
cigarette consumption of 9.8% during the Great Depression between 1931 and 1932.
Notwithstanding this steep decline, consumption rapidly increased after 1932, exceeding previous
1

Source: “Tobacco Timeline,” Gene Borio (1998).
Bureau of Alcohol, Tobacco, Firearms, and Explosives reports as categories such as transfer to export warehouses,
use of the U.S., and personal consumption/experimental.
3
Source: “Tobacco Situation and Outlook”, U.S. Department of Agriculture-Economic Research Service, September
1999 (USDA-ERS).
4
Source: USDA-ERS. April 2005.
5
Source: U.S. Tobacco and Tax Bureau, MSAI.
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levels by 1934. Following the release of the Surgeon General's Report in 1964, cigarette
consumption continued to increase at an average annual rate of 1.2% between 1965 and 1981.
Between 1981 and 1990, however, U.S. cigarette consumption declined at an average annual rate
of 2.2%. From 1990 to 1998, the average annual rate of decline in cigarette consumption was 1.5%;
but in 1998 the rate of decline increased to 3.1% and increased further to 6.5% for 1999. These
declines are correlated with large price increases in 1998 and 1999 following the Master Settlement
Agreement (“MSA”) and previously settled states agreements. In 2000 and 2001, the rate of
decline moderated to 1.2%. In the early part of the decade (in 2002 and 2003), coincident with
many state excise tax increases, the rate of decline accelerated to an annual rate of 3.0%. The
decline rate moderated for the next four years, through 2007, averaging 2.3%.
The rate of decline accelerated dramatically beginning in 2008, with a 3.8% decline in the number
of cigarettes (including RYO equivalents to cigarettes as defined by the MSA at 0.0325 ounces of
loose tobacco per cigarette) for that year, 9.1% in 2009, and 6.4% in 2010.
There was a confluence of factors which led to the dramatically reduced consumption in 2009.
First, indoor smoking bans spread rapidly across the country in the latter half of the decade. We
now estimate that their impact on decreased smoking and cigarette consumption was
approximately 6 billion cigarettes in 2009. Second, the latter months of 2008 saw a very deep
recession. Our model estimates that, given the lower realized levels of household income in 2009,
consumption was negatively impacted by about 8 billion cigarettes. Third, the increase in the
federal excise tax to $1.01 per pack, effective April 1, 2009, decreased cigarette demand by about
10 billion in 2009 according to our model of price elasticity. Fourth, the acceleration of state excise
tax increases, prompted by the recession, similarly reduced consumption by a further 4 billion
cigarettes.
The consumption declines finally decelerated to 2.8% in 2011 and 1.9% in 2012. In 2013 the
decline sharpened to nearly 5%. This decline has been attributed by the industry to a weak
economy, the rapid increase in usage of electronic cigarettes (“e-cigarettes”), and to an unfavorable
comparison with a surprisingly strong 2012. In addition, some of the decline was due to a reduction
in wholesale inventories late in the year, part of which was reversed in 2014.
Full year 2014 shipments reported by Management Science Associates, Inc. (“MSAI”) were 3.2%
lower than 2013, with actual consumption net of the inventory change estimated to be down 3.4%.
The National Association of Attorneys General (“NAAG”), in its report for 2015 MSA Payments,
reported shipments of 264.2 billion cigarettes (265.8 billion including RYO).
In 2015 cigarette shipment declines stopped, and manufacturers reported increased shipments for
most of the year. The Alcohol and Tobacco Tax and Trade Bureau (“TTB”) reported that shipments
of 267.0 billion cigarettes exceeded the 2014 level by 1.7%, while NAAG ultimately certified an
increase of 1.9% to 269.1 billion. But Reynolds American Inc. (“RAI”), in its 2015 earnings
release, indicated that MSAI estimated total industry shipments at 264.3 billion cigarettes, a 0.1%
increase from 2014. In 2016, reported shipments were much less divergent, with MSAI reporting
258.0 billion and NAAG 258.6 billion, a decline of 3.96% from its higher 2015 estimate. The
decline rate per MSAI was 2.4%. In April 2020, NAAG reported a 2019 industry volume decline
of 5.0%, to 225.1 billion. This followed declines of 4.5% in 2017 and 4.8% in 2018. This
4
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acceleration in the industry decline rate coincided with the extraordinary growth of JUUL, a recent
entrant to the e-cigarette market.
In 2020, with the Covid pandemic dramatically altering social life, with a greater prevalence of
working from home, smoking increased by 2.02%, according to NAAG data released in May 2021.
The following table sets forth United States domestic cigarette consumption, with and without rollyour-own equivalents, for the twenty-one years ended December 31, 2020. The data in this table
vary from statistics on cigarette shipments in the United States. While this Report is based on
consumption, payments made under the MSA dated November 23, 1998 between certain cigarette
manufacturers and certain settling states are computed based in part on shipments in or to the fifty
United States, the District of Columbia and Puerto Rico. The quantities of cigarettes shipped, and
cigarettes consumed may not match at any given point in time as a result of various factors such
as inventory adjustments but are substantially the same when compared over a period of time.
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U.S. Cigarette Consumption
Year Ended
December 31

Consumption
(Billions of
Cigarettes)

Percentage
Change

2020
2019
2018
2017
2016
2015
2014
2013
2012
2011
2010
2009
2008
2007
2006
2005
2004
2003
2002
2001
2000

228.8
224.2
235.5
247.5
258.5
269.6
264.5
274.6
288.3
293.5
301.3
318.9
346.7
362.5
382.6
381.7
397.8
397.6
412.1
424.6
431.2

2.0%
-4.8%
-4.9%
-4.2%
-4.1%
1.9%
-3.7%
-4.8%
-1.8%
-2.6%
-5.5%
-8.0%
-4.3%
-5.2%
0.2%
-4.1%
0.1%
-3.5%
-2.9%
-1.5%
-1.5%
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Consumption
(Billions of
Cigarettes with
roll-your-own
equivalents)
229.7
225.2
236.6
248.8
260.1
271.5
266.1
276.4
290.5
296.2
304.5
325.2
357.7
371.8
391.3
390.3
404.4
404.1
417.9
429.4
435.9

Percentage
Change
2.0%
-4.8%
-5.0%
-4.3%
-4.2%
2.0%
-3.7%
-4.9%
-1.9%
-2.8%
-6.4%
-9.1%
-3.8%
-5.0%
0.3%
-3.5%
0.1%
-3.3%
-2.7%
-1.5%
-1.3%

The U.S. Cigarette Industry
The domestic cigarette market is an oligopoly that, through 2016, had been dominated by two
leading manufacturers, Altria and Reynolds American, that account for more than three-quarters
of the market. On October 21, 2017, British American Tobacco (“BAT”) completed its acquisition
of Reynolds American. BAT had an estimated market share of 32.6% in 2020, second to Altria’s
46.1% share. ITG Brands is the third largest manufacturer, producing the Winston and Kool brands
among others. Its 2019 market share was 8.8%. The fourth largest market participant, the Vector
(formerly, Liggett) Group accounted for 4.2% of the US market in 2020.
NAAG reports that in 2020, the share of the Original Participating Manufacturers (“OPMs”) was
79.7%, down from 81.3% in 2019, 83.3% in 2018, and 84.2% in 2017. This decline in market
share of the leading manufacturers from over 96% in 1998 has been due to inroads by smaller
manufacturers and importers following the MSA and other state settlement agreements. For 2020,
NAAG determined that total shipments by the remaining OPMs, which is the basis for the
computation of MSA payments, equaled 183.1 billion cigarettes, down slightly from 183.2 billion
cigarettes in 2019.
The United States government has raised revenue through tobacco taxes since the Civil War.
Although the federal excise taxes have risen throughout the years, excise taxes as a percentage of
total federal revenue have fallen from 3.4% in 1950 to approximately 0.4% prior to the 2009
federal excise tax increase. In fiscal year 2019, the federal government received $12.5 billion in
excise tax revenue from tobacco sales. In addition, state governments also raised significant
revenues from excise taxes ($18.7 billion in 2019). Cigarettes constitute the majority of revenues,
which also include revenues from sales of cigars and other tobacco products.

Regulation
Since June 22, 2009, when President Obama signed the Family Smoking Prevention and Tobacco
Control Act, the FDA has had broad authority over the sale, distribution, and advertising of tobacco
products. Such legislation significantly restricts tobacco marketing and sales to youth, requires the
disclosure of cigarette ingredients, bigger and bolder health warnings, and bans labels thought to
be deceptive, such as “light”, and “low-tar” from cigarettes.
Nicotine Reduction
Whether FDA regulation will result in a significantly faster rate of decline of smoking in the U.S.
cannot be determined at this time. But it clearly does have the potential to do so if regulators take
an aggressive and effective approach towards that goal. One of the most profound actions it is
empowered to take is to mandate the reduction of nicotine levels in cigarettes. Nicotine is widely
believed to be an addictive substance. The Surgeon General6 and the American Medical

6

Source: Surgeon General’s 1988 Report, “The Health Consequences of Smoking – Nicotine Addiction”.
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Association7 (AMA) both conclude that nicotine is an addictive drug that produces dependence.
The American Psychiatric Association has determined that cigarette smoking causes nicotine
dependence in smokers and nicotine withdrawal in those who stop smoking. The American
Medical Association Council on Scientific Affairs found that one-third to one-half of all people
who experiment with smoking become smokers8.
On March 15, 2018, the FDA issued an advance notice of proposed rulemaking to explore a
product standard to lower nicotine in cigarettes to minimally or non-addictive levels. As a very
low nicotine product has never been introduced into a large consumer market, there is no economic
data available with which to statistically estimate its impact on the U.S. market. In a 6-week study,
reduced-nicotine cigarettes versus standard-nicotine cigarettes reduced nicotine exposure,
dependence, and the number of cigarettes smoked.8 Other research has also concluded that smokers
of reduced nicotine products do not increase the number of cigarettes smoked to compensate for
the reduction per cigarette.9 Most recently, the FDA commissioned a study, published in the New
England Journal of Medicine in March 201810, that evaluated one possible policy scenario for a
nicotine product standard. If this scenario were implemented, this analysis suggests that
approximately 5 million additional adult smokers could quit smoking within one year of
implementation, and 13 million after five years. The authors acknowledge a great deal of
uncertainty in the results of their simulation, which is developed from the views of a panel of health
experts on smoker behavior if nicotine levels are reduced. They offer a wide range of potential
outcomes. For instance, their estimate of 13 million fewer smokers after five years is the average
value from a range of simulated results as low as 0.4 million to as high as 30 million fewer smokers.
Menthol Cigarettes
A significant issue before the FDA is the role of menthol cigarettes. It has been argued that menthol
flavoring serves as an inducement to youth smoking and that its prevalence is especially high
among minority groups, raising a call for a ban on the manufacturing and sale of menthol
cigarettes. In 2011, the FDA's Tobacco Products Scientific Advisory Committee (“TPSAC”)
determined that menthol use is most prevalent among younger smokers and among African
Americans. It concluded that the availability of menthol cigarettes more likely than not: 1)
increases experimentation and regular smoking, 2) increases the likelihood and degree of addiction
in youth smokers and, 3) results in lower likelihood of smoking cessation success in African
Americans. The FDA, in July 2013, released its review, “Preliminary Scientific Evaluation of the
Possible Public Health Effects of Menthol Versus Nonmenthol Cigarettes”. It concluded that
menthol in cigarettes is likely to be associated with: 1) altered physiological responses to tobacco
smoke, 2) increased dependence, 3) reduced success in smoking cessation, and 4) increased
smoking initiation by youth. Though the report did not constitute a decision about regulatory
action, the FDA did conclude that it is likely that menthol cigarettes pose a public health risk above
that seen with nonmenthol cigarettes. In August 2013, the American Academy of Family
Source: Council on Scientific Affairs, “Reducing the Addictiveness of Cigarettes”, Report to the AMA House of
Delegates, June 1998.
8
Eric C. Donny, Ph.D., et al. N Engl J Med 2015; 373:1340-1349October 1, 2015DOI: 0.1056/NEJMsa1502403
9
Neal L Benowitz1 and Jack E Henningfield2Tob Control. 2013 May; 22(Suppl 1): i14–i17.
doi: 10.1136/tobaccocontrol-2012-050860
10
Benjamin J. Apelberg et al. N Engl J Med 2018; 373:1340-1349March 15: 0.1056/NEJMsa1714617.
7
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Physicians advocated a menthol ban in an open letter to the FDA, and in November 2013, twentyfive state attorneys general asked U.S. public health regulators to ban menthol cigarettes.
In an August 2016 letter, the African American Tobacco Control Leadership Council asked
President Obama to direct the FDA to issue a proposed rule to remove all flavored tobacco
products, including mentholated cigarettes, from the marketplace.
In 2017 the San Francisco City Council banned the sale of menthol cigarettes beginning in 2018.
In 2018, legislation was introduced in California and New Jersey which would ban menthol
cigarette sales in those states. In October 2019, Los Angeles County banned the sale of all flavored
tobacco products, including menthol cigarettes. On June 1, 2020, a ban on the sale of menthol
cigarettes went into effect in Massachusetts. In 2021 the District of Columbia enacted a ban on
sales of flavored tobacco, including menthol. On January 1, 2021 a California ban on the sale of
menthol cigarettes was to go into effect, but on November 24, 2020 the California Coalition for
Fairness submitted more than 1 million signatures from registered voters in a bid to get a veto
referendum to overturn the legislation, SB 793, onto the November 2022 ballot. The Secretary of
State certified the petition on January 22, 2021, and announced that the referendum would appear
on the 2022 ballot. Menthol ban legislation has also been proposed in Connecticut, Maryland,
Vermont, and Washington. Altria reports, in its July 29, 2021 earnings report that, as of July 26,
2021, three states are considering legislation to ban flavors in one or more tobacco products, and
six states (California, Massachusetts, New Jersey, Utah, New York and Illinois) and the District
of Columbia have passed such legislation. Some of these states, such as New York, Utah and
Illinois, exempt certain products that have received FDA market authorization through the
Premarket Tobacco Product Application (“PMTA”) pathway. Over twenty local jurisdictions in
California, Minnesota, Illinois, and Massachusetts have implemented a ban on menthol cigarettes.
These range from comprehensive bans to bans in especially designated zones, such as near
schools11.
On March 20, 2018, the FDA issued an advance notice of proposed rulemaking seeking comments,
data, research results, or other information related to the role that flavors, including menthol, play
in tobacco product use and potential regulatory options the agency could take, such as tobacco
product standards and measures related to the sale and distribution of flavored tobacco products.
Specifically, the FDA wanted input on the extent to which flavorings promote initiation and affect
patterns of tobacco use, particularly among youth and young adults.
In June 2020 a lawsuit was filed by the African American Leadership Council seeking to compel
the FDA to ban menthol-flavored cigarettes. On January 21, 2021, the FDA stated that by April
29, 2021 it would release a decision on whether it will impose a menthol cigarette ban. On January
25, 2021, a bipartisan coalition of 23 attorneys general called on the FDA to ban menthol
cigarettes. On April 29, 2021, the FDA announced that it is working toward issuing proposed
product standards within the next year to ban menthol as a characterizing flavor in cigarettes. The
11
Cadham, C.J., Sanchez-Romero, L.M., Fleischer, N.L. et al. The actual and anticipated effects of a menthol cigarette
ban: a scoping review. BMC Public Health 20, 1055 (2020). https://doi.org/10.1186/s12889-020-09055-z All et al.
Evaluating the Impact of Menthol Cigarette Bans on Cessation and Smoking Behavior in Canada. Tobacco
Control.2020. http://dx.doi.org/10.1136/tobaccocontrol-2020-056259
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FDA’s announcement did not mention whether the forthcoming ban of menthol flavoring would
be applicable to e-cigarettes and other vapor products.
Menthol cigarette sales represent approximately 37%12 of total cigarette sales. Moreover, menthol
smoking rates among young adults have increased during the past decade. In September 2012 the
American Journal of Public Health published the first peer-reviewed data on menthol smokers. It
reported the results of a national survey of those smokers showing that nearly 40% of menthol
smokers say they would quit smoking if menthol cigarettes were no longer available. While an
outright ban would no doubt prompt a significant number of these smokers to switch to other
brands, any significant amount of quitting as a result would have a large negative effect on total
consumption and sales. This survey suggests that the effect might be as large as a 14.8% reduction
in cigarette consumption. Research in 2011 by Levy et al13 simulated the impact in the US of a
menthol ban. It concluded that a ban would reduce overall cigarette consumption by 9.7%. Menthol
bans were found to reduce sales and increase smoking cessation with only partial substitution for
non-menthol cigarettes. US smokers' reactions to a hypothetical ban indicate that about 25-64%
would attempt to quit smoking and 11-46% would consider switching to other tobacco products,
including 15-30% to e-cigarettes.
Recent research undertaken in Canada has supported the efficacy of a menthol ban, suggesting that
it results in an increase in those attempting to quit, and an increase in the use of other flavored
tobacco or electronic-cigarette use.14'1516 The researchers found that before the ban, 59.7% of
menthol smokers said that they would switch to or only use nonmenthol cigarettes; at follow-up,
only 28.2% had done so. In contrast, after one month, 29.1% attempted to quit at follow-up,
compared with 14.5% who intended to do so before the ban. In a follow-up after one year, 63% of
daily menthol smokers reported making a quit attempt since the ban compared with 62% of
occasional menthol smokers and 43% of non-menthol smokers. After two years menthol smokers
were more likely (12% vs 3%) to have quit smoking than non-menthol smokers. Additional
research17, has found an approximately 40% decline in sales of menthol cigarettes in Canada after
the ban. That research also concluded that 11-45% of menthol cigarette smokers would quit
smoking in response to a ban.

12

Federal Trade Commission, “Cigarette Report for 2019”, 2021.
David T. Levy, et al. “Modeling the Future Effects of a Menthol Ban on Smoking Prevalence and SmokingAttributable Deaths in the United States”, American Journal of Public Health 101, no. 7 (July 1, 2011): pp. 12361240.
14
Michael Chaiton, et al. Association of Ontario’s Ban on Menthol Cigarettes With Smoking Behavior 1 Month
After Implementation, March 5, 2018 JAMA Internal Medicine.
15
Michael Chaiton, et al. Ban on Menthol-flavoured tobacco products predicts cigarette cessation at 1 year.,
http://dx.doi.org/10.1136/tobaccocontrol-2018-054841.
16
Michael Chaiton, et al. “Ban on Prior Daily Menthol Smokers More Likely to Quit 2 Years After a Menthol Ban
Than Non-menthol Smokers: A Population Cohort Study”, Nicotine & Tobacco Research,
ntab042, https://doi.org/10.1093/ntr/ntab042.
17
Cadham, C.J., Sanchez-Romero, L.M., Fleischer, N.L. et al. Ibid.
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Regulatory Impact
The smaller manufacturers believe that FDA regulation will strengthen the role of the major
producers, as the regulation raises costs of compliance and narrows price gaps of discount
cigarettes. In October 2011, the FDA and the U.S. National Institutes of Health announced a
national study of the effects of new tobacco regulation on smokers. The study will examine, by
following more than 40,000 smokers, susceptibility to tobacco use, use patterns, resulting health
problems, and will evaluate how regulations affect tobacco-related attitudes and behaviors. Initial
data, on the first wave of data collection, began to be published in 2017.
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 acknowledge the efficacy of these activities in reducing smoking
and assumes that the effectiveness of such anti-smoking efforts will continue.
Plain packaging, absent brand names has also been used as a tobacco control policy. Australia, in
2001 introduced plain-packaging requirements. A recent study concluded that a significant decline
in smoking prevalence followed the introduction of plain packaging (3.7% over 2001-2013), after
adjusting for the impact of other tobacco control measures.18
As the prevalence of smoking declines, it is likely that the achievement of further declines will
require either a greater level of spending, or more effective programs. This is the common
economic principle of diminishing returns.

Survey of the Economic Literature on Smoking
Many organizations have conducted studies on U.S. cigarette consumption. These studies have
utilized a variety of methods to estimate levels of smoking, including interviews and/or written
questionnaires. Although these studies have tended to produce varying estimates of consumption
levels due to a number of factors—including different survey methods and different definitions of
smoking—taken together such studies provide a general approximation of consumption levels and
trends. Set forth below is a brief summary of some of the more recent studies on cigarette
consumption levels.
Incidence of Smoking
Approximately 34 million American adults were current smokers in 2019, representing
approximately 14% of the population age 18 and older, an increase from 13.7% in 2018, but a
decline from 15.5% in 2016, and 19.4% in 2010, according to a Centers for Disease Control and
Prevention (“CDC”) study released in 2020. The National Health Interview Survey defines
“current smokers” as those persons who have smoked at least 100 cigarettes in their lifetime and
18

Dietheim P. Farley T. “Refuting tobacco-industry funded research: empirical data shoes a decline in smoking
prevalence following the introduction of plain packaging in Australia”. Tobacco Prevention & Cessation. 2015; 1
November.
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who smoked every day or some days at the time of the survey. Although the percentage of adults
who smoke (incidence) declined from 42.4% in 1965 to 25.5% in 1990 and 24.1% in 1998, the
incidence rate had declined relatively slowly since 1998. The decline accelerated between 2002
and 2004, when the incidence rate dropped from 22.5% to 20.9%, but remained as high as 20.6%
in 2009. The 2014 CDC report also indicated that the percentage of smokers who smoked less than
30 cigarettes per day had declined from 12.6% in 2005 to 7.0%. In 2018 the CDC added that the
proportion of daily smokers was 76.1% in 2016, which declined from 80.8% in 2005. And the
mean number of cigarettes smoked per day declined from 2005 (16.7) to 2016 (14.1). Among daily
smokers over the same period, the percentage of those who had smoked, and quit smoking
increased from 50.8% to 59.0%.
A recent trend, likely influenced by extensive indoor smoking bans in the U.S., is growth in the
number of “light smokers”, those who smoke just a few cigarettes per day. Thus, the decline in the
overall prevalence of smoking has slowed while the rate of decline of the volume of cigarettes
consumed has accelerated. In a similar fashion, e-cigarettes have replaced cigarette consumption
in locations subject to indoor smoking bans, to the extent that e-cigarettes are not similarly
excluded (see p 18 below).
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 Surveillance System (“YRBSS”)
estimated that from 1991 to 1999 incidence among high school students (grades 9 through 12) rose
from 27.5% to 34.8%, representing an increase of 26.5%. By 2003, incidence had fallen to 21.9%,
a decline of 37.1% over four years. The rate of decline has continued, though at a slower pace. By
2011, the incidence was 18.1%19. It declined to 15.7% in 2013 and to 10.8% in 2015. In 2019, the
YRBSS reports that cigarette use among high school students had declined to 6.0%.20
According to the Monitoring the Future Study, a school-based study of cigarette consumption and
drug use conducted by the Institute for Social Research at the University of Michigan, smoking
incidence over the prior 30 days among twelfth graders was, for the eleventh consecutive year,
lower in 2018 than in 2017, continuing a trend that began in 1996. Smoking incidence in all grades
has been below 1991 levels since 2001 for eighth graders and 2002 for tenth and twelfth graders.
Prevalence of Cigarette Use Among 8th, 10th, and 12th Graders
Grade
8th
10th
12th

1991
(%)
14.3
20.8
28.3

2017
(%)
1.9
5.0
9.7

2018
(%)
2.2
4.2
7.6

19

2019
(%)
2.3
3.4
5.7

‘91-’19 Change
(%)
-83.9%
-83.7%
-79.9%

Source: CDC. Morbidity and Mortality Weekly Report. “Quitting Smoking Among Adults – United States, 20002015”. January 2017.
20
Source: CDC. Tobacco Product Use Among High School Students — Youth Risk Behavior Survey, United States,
2019 MMWR / August 21, 2020 / Vol. 69 / No.1
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The study also reports that marijuana use among teens exceeds tobacco use. Several states have,
or are considering, relaxing the legal prohibition on marijuana use. The effects of legalized
marijuana on cigarettes were studied in Australia following that country’s marijuana legalization.
The study concluded that marijuana was, if anything, complementary to cigarette smoking, and
was more likely to result in an increase in tobacco use rather than a reduction. However, a recent
study published in the journal, Addictive Behaviors, found that one of the chemical compounds
found in marijuana can decrease the craving for nicotine and hence potentially help smokers quit
tobacco use.
Also, in 2021, TAAT Lifestyles & Wellness Ltd. has produced a hemp-based tobacco-free and
nicotine-free product that emulates the sensory experience of smoking a cigarette. It has been
available online, and will now also be sold through a convenience store chain in Ohio.
The 2013 National Survey on Drug Use and Health (formerly called National Household Survey
on Drug Abuse) conducted by the Substance Abuse and Mental Health Services Administration of
the United States Department of Health and Human Services (“SAMHSA”) estimated that
approximately 55.8 million Americans age 12 and older were current cigarette smokers (defined
by this survey to mean that they had smoked cigarettes at least once during the 30 days prior to the
interview). The survey found that an estimated 5.6% of youths ages 12 to 17 were current cigarette
smokers in 2013, down from 8.4% in 2010 and 13.0% in 2002. In 2016 the survey indicated that
the percentage of youths ages 12 to 17 who were current smokers declined to 3.4% from 4.2% in
2015.
In its 2020 National Youth Tobacco Survey, the CDC reported that the prevalence of tobacco
product use among middle and high school students was 6.7% and 23.6%, respectively, a decline
from 7.2% and 27.1% in 2018. For cigarettes, the prevalence was 1.6% and 4.6%, respectively,
declining for high school students from 8.1% in 2018. Electronic cigarettes were the most
commonly used tobacco product, with the CDC reporting that 19.6% of high school students and
by 6.7% of middle school students use them.
Until recently, in most of the nation, the minimum legal age to purchase cigarettes was 18. In 2013,
New York City increased that age to 21, and the Campaign for Tobacco-Free Kids reported that at
least 340 localities had also raised the minimum legal age to 21. Hawaii became the first state to
raise its legal age to 21 on January 1, 2016, and California’s legislation to do the same went into
effect on June 9, 2016. In 2017, Maine, Oregon and New Jersey did the same, and in 2018
Massachusetts became the sixth state to do so. In 2019 Arkansas, Connecticut, Delaware, Illinois,
Maryland, New York, Texas, Vermont, Virginia, and Washington have raised their legal age to 21
as well, followed by Indiana in July 2020. Alabama, Alaska, and Utah set the age at 19.
Approximately 90% of smokers indicate that they began smoking before the age of 19. In March
2015, the Institute of Medicine of the National Academies published a study, “Public Health
Implications of Raising the Minimum Age of Legal Access to Tobacco Products” which concluded
that there would be a 3 percent decrease in the prevalence of tobacco use if the minimum legal age
was raised to 19, and a 12 percent decrease if raised to 21. A July 26, 2019 study21 from the Yale
21

https://news.yale.edu/sites/default/files/files/ntz123.pdf
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School of Public Health found that, in areas covered by age 21 tobacco laws, the smoking
prevalence among 18-20-year olds was lower by 1.2 percentage points.
Price Elasticity of Cigarette Demand
The price elasticity of demand reflects the impact of changes in price on the demand for a product.
Based on recent research studies, cigarette price elasticities have generally fallen between an
interval of -0.3 to -0.5, meaning 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 also 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 from 1991 to 1997.22 The study’s
findings state that the decrease in cigarette prices in the early 1990s can explain 26% of the upward
trend in youth smoking during that time period. The study also found that price has little effect on
the smoking habits of younger teens (8th grade through 11th grade), but that youth access
restrictions have a significant impact on limiting the extent to which younger teens smoke. Tauras
and Chaloupka also found an inverse relationship between price and cigarette consumption among
high school seniors.23 Their estimates imply that a 1% increase in the real price of cigarettes will
result in an increase in the probability of smoking cessation for high school senior males and
females of 1.12% and 1.19%, respectively. A study utilizing more recent data, from 1975 to 2003,
by Grossman, estimated an elasticity of smoking participation of just -0.12.24 Nevertheless it
concludes that price increases subsequent to the 1998 MSA explain almost the entire 12% drop in
youth smoking over that time.
In another study, Czart et al. (2001) looked at several factors which they felt could influence
smoking among college students. These factors included price, school policies regarding tobacco
use on campus, parental education levels, student income, student marital status, sorority/fraternity
membership, and state policies regarding smoking. The authors considered two ways in which
smoking behavior could be affected: (1) smoking participation; and (2) the number of cigarettes
consumed per smoker. The results of the study suggest that, (1) the average estimated price
elasticity of smoking participation is –0.26, and (2), the average conditional demand elasticity is –
0.62. These results indicate that a 1% increase in cigarette prices, will reduce smoking participation
among college students by 0.26% and will reduce the level of smoking among current college
students by 0.62%.25
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Tauras et al. (2001) conducted a study that looked at the effects of price on teenage smoking
initiation.26 The authors used data from the Monitoring the Future study which examines smoking
habits, among other things, of 8th, 10th, and 12th graders. They defined smoking initiation in three
different ways: smoking any cigarettes in the last 30 days, smoking at least one to five cigarettes
per day on average, or smoking at least one-half of a pack per day on average. The results suggest
that the estimated price elasticities of initiation are –0.27 for any smoking, -0.81 for smoking at
least one to five cigarettes, and –0.96 for smoking at least one-half of a pack of cigarettes. These
results above indicate that a 10% increase in the price of cigarettes will decrease the probability of
smoking initiation between approximately 3% and 10%, depending on the definition of initiation.
In a related study, Powell et al. (2003) estimated a price elasticity of youth smoking participation
of –0.46.27
In conclusion, economic research suggests the demand for cigarettes is relatively price inelastic,
with an elasticity generally found to be between -0.3 and -0.5.
Nicotine Replacement Products
In January 2017, the CDC released the results of a study on quitting smoking28. It found that, in
2015, 68.0% of smokers wanted to stop smoking, 55.4% had made a quit attempt in the past year,
7.4% had recently quit, 57.2% had been advised by a health professional to quit, and 31.2% had
used counseling and/or medications when they tried to quit.
Nicotine replacement products, such as Nicorette Gum and Nicoderm patches, are used to aid those
who are attempting to quit smoking. Before 1996, these products were only available with a
doctor’s prescription. Currently, they are available as over-the-counter products. Many researchers
now recommend that those trying to quit smoking use a variety of these methods in combination.
A study, by Hu et al., (2000) examines the effects of nicotine replacement products on cigarette
consumption in the United States.29 Among other things, the study found that, “a 0.076% reduction
in cigarette consumption is associated with the availability of nicotine patches after 1992.” In 2002,
the Food and Drug Administration ("FDA") approved the Commit lozenge for over-the-counter
sale. This product is similar to the gum and patch nicotine replacement products. NicoBloc, a liquid
applied to cigarettes to block tar and nicotine from being inhaled, is another cessation product on
the market since 2003. It has been available for purchase without a prescription since October
2015. Zyban is a non-nicotine cessation drug that has been available since 2000 and serves as both
an antidepressant and smoking cessation aid. It has been shown to be effective when combined
with intensive behavioral support.30
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In 2006, the FDA approved varenicline, a Pfizer product marketed as Chantix, for use as a
prescription medicine. It is intended to satisfy nicotine cravings without being pleasurable or
addictive. The drug binds to the same brain receptor as nicotine. Tests indicate that it is more
effective as a cessation aid than Zyban. Pfizer introduced Chantix with a novel marketing program,
GETQUIT, an integrated consumer support system which emphasizes personalized treatment
advice with regular phone and e-mail contact. The drug debuted with strong sales in 2007 but
suffered a reversal the following year due to safety concerns. It has since seen increased sales and
marketing success. Free & Clear, a provider of tobacco treatment services, reported in June 2008,
that Chantix has achieved higher average quit rates than Zyban, patches, gum, and lozenges.
Though Pfizer reported additional positive results in 2009, the FDA required that Pfizer update the
Chantix label with the most restrictive, “Black Box”, safety labeling describing the risks. But the
FDA does conclude: “The Agency continues to believe that the drug's benefits outweigh the risks
and the current warnings in the Chantix label are appropriate.” These warnings include changes in
behavior, hostility, agitation, depressed mood, and suicidal thoughts or actions, as well as serious
skin reactions and heart and blood vessel problems. Nevertheless, the FDA said on October 24,
2011 that it will continue to evaluate the risk of mood changes and other psychiatric events
associated with its use. In March 2013, researchers at the University of Texas M.D. Anderson
Cancer Center reported a better quitting experience with varenicline than other treatments. In 2018,
further research determined that Chantix and Zyban posed no heart risks.
In September 2013 researchers in a Pfizer sponsored study concluded that Chantix helps some
patients, already suffering from depression or mood disorders to quit smoking without worsening
their depression or anxiety symptoms. In September 2016 however, a preliminary review by the
FDA expressed doubts about the trial. The FDA, in December 2016, announced that the Black Box
labeling is no longer required, as the risk of serious side effects is lower than previously suspected.
Also, in October 2013 researchers at the University of Bristol reported in the British Medical
Journal that cessation drugs do not increase suicide risk. This was followed by a 2015 study in
Sweden which reached the same conclusion. In January 2016, a study concluded that the relative
effectiveness of Chantix was equal to that of nicotine patches.
In September 2011, the New England Journal of Medicine reported positive smoking cessation
efficacy and safety tests for Cytisine, an inexpensive cessation aid long sold in Eastern Europe as
Tabex.
In 2011, the FDA cleared an Investigational New Drug Application to conduct a Phase II-B trial
of X-22, a smoking cessation kit of very low nicotine cigarettes made by the 22nd Century Group.
The company has continued its development plans, and in 2016 the New Zealand Medical Journal
recommended the low-nicotine cigarettes as a smoking reduction tool.
In 2012, a team from Weill Cornell Medical College reported the development of an anti-nicotine
vaccine using a genetically engineered virus. The vaccine was successful when tested in mice,
though it will take several years before it can be tested in humans. In January 2015, a team from
the Scripps Research Institute reported in the Journal of Medicinal Chemistry that the new vaccine
design had yielded positive results and recommended its further development. Also, in 2015, early
phase drug development was reported by the Scripps Research Institute. They discovered an
enzyme, NicA2, which they hope will destroy nicotine in the body, serving as an alternative to
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other smoking cessation aids. In October 2018, Scripps announced that they have created NicA2J1, a modification, and have found that it reduced nicotine dependence in rats.
In October 2015, Invion Limited completed a successful Phase 2 trial of INV102 (Nadolol), an
inhaled respiratory drug for smoking cessation. The company has requested that the FDA move
this drug to Phase 3 development.
It is expected that products such as these will continue to be developed and that their introduction
and use will contribute to the continued trend decline in smoking. Our forecast includes a strong
negative trend in smoking rates which incorporates the influence of these factors. On August 2,
2018, the FDA announced efforts to re-evaluate and modernize its approach to the development
and regulation of Nicotine Replacement Therapy (“NRT”) products, aiming to open new pathways
for the development of improved products, regulated as new drugs, that demonstrate that they are
safe and effective for the purpose of helping smokers quit.
Further aiding sales of these products is the decision by 45 state Medicaid programs to offer
cessation benefits to Medicaid beneficiaries. Additionally, at least ten states (California, Colorado,
Maryland, New Jersey, New Mexico, New York, North Dakota, Oregon, Rhode Island, and
Vermont) have established minimum standards for private insurance coverage of cessation
products and services. In October 2010, Medicare coverage was expanded to provide cessation
counseling to seniors without tobacco-related disease. Recent research indicates this benefits
expansion increased cessation product prescriptions by 36%.31 The Affordable Care Act now
mandates that new private health insurance plans cover tobacco cessation, and effective January
2014, that tobacco cessation medications can no longer be excluded from state Medicaid coverage.
Recent research found that the Medicaid expansion may have increased smoking cessation among
low-income adults.32
Electronic Cigarettes
E-cigarettes, which are not subject to the MSA, have also gained in popularity in recent years. In
2019, the CDC reported that 10.9 million people used e-cigs, 4.5% of the adult population. 2018
sales in the U.S. were estimated at over $7 billion. The National Health Survey of the CDC reported
that in 2018, 14.9% of adults had tried e-cigs and 3.2% were current users.
Findings from the 2020 National Youth Tobacco Survey showing that 1.8 million fewer U.S. youth
are currently using e-cigarettes compared to last year. However, youth e-cigarette use has increased
dramatically since 2011, and 3.6 million youth still currently use e-cigarettes.33 The CDC reported
that, in 2020, 19.6% of high school students and 4.7% of middle school students reported current
e-cigarette use. Among current e-cigarette users, 38.9% of high school students and 20.0% of
middle school students reported using e-cigarettes on 20 or more of the past 30 days; 22.5% of
31
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high school users and 9.4% of middle school users reported daily use. In April 2016, the CDC’s
National Youth Tobacco Survey had found that e-cigarette use among high school students had
increased to 16% in 2015, from 1.5% in 2011. Growth of e-cigarette use increased dramatically in
2017 and 2018, led by sales of the JUUL brand, introduced in 2015, and now the most popular
electronic cigarette with approximately three-fourths of the market. As a result, the incidence of
e-cigarette tobacco use by 12th grade high school students increased from 11.7% in 2017 to 20.8%
in 2018. A survey in 2019 that included 19,018 participants, reported that the prevalence of selfreported current e-cigarette use was 27.5% among high school students and 10.5% among middle
school students34. A YRBSS survey in found that in 2019 high school student incidence had
reached 32.7%35. The report from the Monitoring the Future Survey also found usage among 10th
graders increased from 8.2% to 16.1%, and among 8th graders from 3.5% to 6.1%. In December
2018, U.S. Surgeon General Jerome Adams, MD, officially declared youth vaping an epidemic.
On the one hand, e-cigarettes are alternatives to cigarettes, as smokers cope with indoor and
outdoor bans. On the other hand, they are cessation devices whose nicotine content can be
controlled. Their role in smoking, and smoking cessation, is ambiguous. When they can be used
as a cessation device to wean a smoker away from cigarettes, they serve as a substitute for
cigarettes, and therefore result in lower cigarette consumption. A new British study provides
evidence that e-cigarettes are more effective as a smoking cessation aid than other forms of
nicotine replacement products. The study reported that after a year, 18 percent of the vapers were
no longer smoking, compared to 9.9 percent of the NRT users.36 And a large study from the Centre
for Substance Use Research in the UK found that at least 28.3% of adult smokers had quit smoking
cigarettes completely after using a JUUL vaporizer for 3 months.37 Moreover, a study on vaping
safety has confirmed that vapers are exposed to far fewer toxic chemicals than smokers.38 The
study suggests that current smokers who try using an e-cigarette may experience reductions in
dependence on combustible cigarettes. And a new peer-reviewed study39 published in the Journal
of Environmental Research and Public Health of 72 adult smokers willing to try vaping as an
alternative to smoking found that after 90 days, 37% of them had completely replaced their
cigarettes and switched to vaping products.
Alternatively, in the presence of indoor smoking bans where e-cigarettes are not also banned, ecigarettes can also allow smokers to maintain a nicotine habit or addiction indoors, offsetting some
of the bans’ effectiveness in reducing smoking and consumption of cigarettes. In October 2019, a
bill to limit the amount of nicotine in e-cigarette products was introduced in the U.S. House of
Representatives. The bill would restrict nicotine content to a maximum of 20 milligrams per
34
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milliliter and would give the Food and Drug Administration the authority to reduce the cap if
necessary.
In this case e-cigarettes are complements to cigarettes. Indoor smoking restrictions have reduced
the consumption of cigarettes and created a demand for e-cigarettes. But e-cigarettes themselves
do not further reduce consumption except to the extent that they are substitutes for cigarette usage.
Nevertheless, a 2013 study in the United Kingdom found that 76% of e-cigarette users said they
started using their devices to replace cigarettes entirely. Results of a clinical trial in Italy, published
by the journal Plos One in June 2013, found that 8.7% of e-cigarette users stopped smoking
cigarettes. In September 2013, The Lancet published a New Zealand study which concluded that
smoking cessation attempts using e-cigarettes were at least as effective as those using nicotine
patches. (In a sample, the quit rate after six months with e-cigarettes was 7.3%, versus 5.8% with
patches). By 2016, the scientific consensus was that e-cigarette use was associated with quit
attempts by smokers.40 Others also conclude that youth use of e-cigarettes is unlikely to increase
the ranks of future cigarette smokers.41 In 2017, research concluded that the substantial increase in
e-cigarette use among U.S. adult smokers this decade was associated with a statistically significant
increase in the smoking cessation rate at the population level.42 But in 2019, two new studies43 44,
found that teens who use e-cigarettes or other tobacco-related products are more likely to later
initiate cigarette use.
In terms of price, e-cigarettes are generally a less expensive alternative for the consumer, as they
are not taxed as cigarettes. However, Minnesota has imposed a 95% tax on the wholesale cost,
North Carolina in 2014 added a 5 cent per milliliter tax on liquid nicotine, and the District of
Columbia, Kansas, and Louisiana added millimeter taxes in 2015. Though smoking habits vary, a
5 cent/mL tax is approximately equivalent to a 2.5 cent tax per pack of cigarettes. A cartridge and
battery for an e-cigarette would cost less than half as much as an equivalent pack of cigarettes in
an average tax state. JUUL, for instance, costs as little as $4 per pod, which is the nicotine
equivalent of a pack of cigarettes.
Researchers have reported several safety concerns with the products, including concerns on the
variability in delivered nicotine content. In March 2016, the U.S. Department of Transportation
implemented a ban on e-cigarettes on all flights to and from the U.S., a prohibition already enacted
by Amtrak on its trains. The states of California, Connecticut, Delaware, Hawaii, Maine, New
Jersey, New York, North Dakota, Oregon, Utah, and Vermont prohibit e-cigarette use in
workplaces, restaurants, and bars. Arkansas, Colorado, New Hampshire, and Oklahoma restrict ecigarette use at state workplaces and school grounds. Based on data from the American
Nonsmokers’ Rights Foundation (“ANRF”), there are e-cigarette restrictions at indoor smoke-free
40
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venues in 970 localities in the U.S. In 2014, Chicago, New York, and San Francisco extended
public places smoking bans to include e-cigarettes. In September 2013, forty state attorneys
general sent a letter to the FDA urging the agency to regulate e-cigarettes in the same way it
regulates tobacco products. In 2014, the state of Rhode Island banned e-cig sales to those under 18
years of age.
In 2010, the U.S. Court of Appeals for the District of Columbia Circuit ruled that the FDA could
not regulate e-cigarettes as a drug, rather it must regulate them as tobacco products. On May 5,
2016, the FDA released its final rule which subjects manufacturers, importers and/or retailers of
e-cigarettes and certain other tobacco related products to the same regulations applicable to
cigarettes, cigarette tobacco, roll-your-own tobacco and smokeless tobacco, with respect to the
following; (i) enforcement action against product determined to be adulterated or misbranded; (ii)
required submission of ingredient listing and reporting; (iii) required registration of tobacco
product manufacturing establishments and product listing; (iv) prohibition against sale and
distribution of products with modified risk descriptors (e.g. “light”, “low” or “mild”) and claims
unless authorized by the FDA; (v) placing health warnings on product packages and
advertisements; (vi) prohibition on the distribution of free samples; and (vii) premarket review
requirements. In addition, the final rule established additional restriction for e-cigarettes and
certain other tobacco products, as follows: (i) restriction on sales to persons under the age of 18
and requiring age verification; (ii) prohibition of sales in vending machines unless in adult-only
facilities; and (iii) prohibition against free samples.
In August 2013, the Consumer Advocates for Smoke-free Alternatives Association released a
study it funded by the Drexel University School of Public Health. It found that chemicals in ecigarettes pose no health concern for users or bystanders. In August 2014, the American Health
Association backed the use of e-cigarettes as a last resort (after other cessation methods) to help
smokers quit.
On July 28, 2017, then FDA Commissioner Scott Gottlieb announced that new regulations would
not be imposed on e-cigarettes at this time, stating that electronic products may have a positive
role to play in reducing the harmful effects of nicotine addiction.
On April 24, 2018 the FDA announced that as part of its Youth Tobacco Prevention Plan, that it
would take actions to reduce the use of e-cigarettes by youth. First, it is conducting a large-scale,
undercover nationwide blitz to crack down on the illicit sale of e-cigarettes. Second, it contacted
eBay to raise concerns over several listings for JUUL products on its website, which eBay
subsequently removed. Third, the FDA also sent an official request for information directly to
JUUL Labs, requiring the company to submit important documents to better understand the
reportedly high rates of youth use and the particular youth appeal of these products. Fourth, it is
planning additional enforcement actions focused on companies that they think are marketing
products in ways that are misleading to kids. On January 2, 2020, the U.S. Food and Drug
Administration issued a policy prioritizing enforcement against certain unauthorized flavored ecigarette products that appeal to kids, including fruit and mint flavors. Under this policy,
companies that do not cease manufacture, distribution, and sale of unauthorized flavored cartridgebased e-cigarettes (other than tobacco or menthol) within 30 days risk FDA enforcement actions.
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A New Product - Heat not Burn
Altria has begun marketing IQOS, a heat not burn tobacco product, as being less harmful than
traditional cigarettes. The product, developed by Philip Morris International (“PMI”), heats
tobacco without burning, and is already on sale in key cities in 63 countries around the world. The
product’s advantage over e-cigarettes is that, unlike the latter, it delivers a “throat-hit” sensation
like combustible cigarettes. Following the FDA’s scientific review of PMI’s Modified Risk
Tobacco Product Application for its IQOS device, the agency announced on April 30, 2019, that
it would approve Altria’s request to market IQOS in the U.S. On July 7, 2020, Altria received FDA
authorization to market IQOS as a modified risk tobacco product with a reduced exposure claim.
In October 2019, U.S. sales began in Atlanta, GA, and subsequently Richmond, VA, and Charlotte,
NC in July 2020. Altria has stated that it will the product will be available in 25% of the US market
by yearend 2021. In Japan, IQOSs have expanded rapidly since launching nationwide in 2016, and
now account for about 10% of the overall cigarette market. Also, in April, Imperial Brands
announced it would begin to market Pulze, its heat-not-burn product, in Japan. In July 2018, BAT
had received approval under the substantial equivalence application process, from the U.S. Food
and Drug Administration to begin selling its Neocore heated-tobacco device, which was formerly
known as Eclipse. Neocore is a carbon-tipped product that is lit with a match yet doesn’t burn the
tobacco.
Different from e-cigarettes, the electronic device is used with mini tobacco sticks as opposed to a
nicotine-laced liquid. These are then placed into the device before being heated, rather than burned,
which is claimed to make them less harmful because they aren't burning the tobacco. The concept
behind ‘Heat-not-Burn’ is that heating tobacco, rather than burning it, reduces or eliminates the
formation of many of the harmful compounds that are produced at the high temperatures associated
with combustion. However, concerns have been raised in the scientific community that IQOS and
other heat-not-burn products still pose a significant health risk to users. Altria has stated that it
expects the tobacco sticks to be considered as cigarettes for purposes of the MSA computations.

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.45 Their results suggest that workplace smoking bans
reduce smoking prevalence by 5% and reduce consumption by nearly 10%. The authors also found
a positive correlation between hours worked and the impact on smokers in workplaces that have
smoking bans. The more hours per day a smoker spent working in a smoking restricted
environment, the greater the decline in the quantity of cigarettes that smoker consumed.
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Factors Affecting Cigarette Consumption
Most empirical studies have found a common set of variables that are relevant in building a model
of cigarette demand. These conventional analyses usually evaluate one or more of the following
factors: (i) general population growth, (ii) price increases, (iii) changes in disposable income, (iv)
youth consumption, (v) trend over time, (vi) workplace smoking bans, (vii) smoking bans in public
places, (viii) nicotine dependence and (ix) health warnings. While some of these factors were not
found to have a measurable impact on changes in demand for cigarettes, all these factors are
thought to affect smoking in some manner and to be incorporated into current levels of
consumption.
Price Elasticity of Demand. Based on recent conventional research studies cigarette price
elasticities have generally fallen between an interval of -0.3 to -0.5. IHS Global’s multivariate
regression analysis using U.S. data from 1965 to 2020 shows that the long-run price elasticity of
consumption for the entire population is -0.33; meaning a 1.0% increase in the price of cigarettes
decreases consumption by 0.33%.
In 1998, the average price of a pack of cigarettes in the U.S. in nominal terms was $2.20. This
increased to $2.88 per pack in 1999, representing a nominal growth in the price of cigarettes of
30.9% from 1998. During 1999, consumption declined by 6.45%. This was primarily due to a
$0.45 per pack increase in November 1998 which was intended to offset the costs of the MSA and
agreements with previously settled states. Over the next several years, the cigarette manufacturers
continued to increase wholesale prices, and state excise taxes rose dramatically across the nation.
By 2008, the weighted average state excise tax was $1.23 per pack and cigarette prices averaged
$5 per pack.
The 2008-2009 recession and its stress on state budget revenues prompted acceleration in excise
tax increases, as sixteen states increased taxes, resulting in an average tax of $1.34 at the end of
2009. In 2010, Hawaii, New Mexico, New York, South Carolina, Utah, and Washington, raised
excise taxes. In 2011, excise tax increases went into effect in Connecticut, again in Hawaii, and in
Vermont. In 2012, Illinois and Rhode Island raised cigarette excise taxes by $1.00 and $0.04 per
pack per pack, respectively.
In 2013, Cook County, Illinois increased its cigarette excise tax by $1.00 per pack, and in
November of that year, Chicago increased its excise tax by $0.50 to push city, county, and state
taxes in Chicago to $7.17 per pack. Also, in 2013, cigarette excise tax increases were enacted in
Minnesota, by $1.60 per pack, Massachusetts, by $1.00 per pack, Oregon, by $0.13 per pack, and
New Hampshire, by $0.10 per pack. Puerto Rico also enacted increases in its excise taxes in 2014
and 2015. New York City now sets a minimum retail price of a pack of cigarettes at $13.00 and
prohibits the use of coupons and promotions to discount that price. In September 2014, the City of
Philadelphia enacted a $2.00 per pack tax.
The increases in New Hampshire and Oregon were the only state excise tax increases in 2014,
bringing the average state cigarette excise tax rate in December 2014 to $1.53. Eight states also
raised cigarette taxes in 2015: Alabama by $0.25 per pack, Connecticut by $0.25, Kansas by $0.50,
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Louisiana by $0.32, Nevada by $1.00, Ohio by $0.35, Rhode Island by $0.25, and Vermont by
$0.33.
In 2016, the excise tax was increased in Minnesota, by $0.10, and Oregon, by $0.01, on January
1, in Louisiana, by $0.22 on April 1, and in Connecticut, by $0.25, and in West Virginia, by $0.65,
on July 1. Pennsylvania increased its excise tax by $1.00 per pack effective August 1, 2016.
In November 2016, a ballot initiative for excise tax increases passed in California ($2.00, effective
April 2017). The average state cigarette excise tax increased from $1.63 to $1.89 in 2017,
following increases in California, Delaware, Oklahoma, and Rhode Island.
In 2018, Oklahoma enacted legislation to raise its excise tax by $1.00, Kentucky increased its tax
by $0.50, and the District of Columbia increased its tax by $2, to $4.50 per pack.
In 2019, Illinois and New Mexico increased excise taxes per pack by $1.00 and $0.34, respectively.
This brought the average state rate to $1.96 per pack. On July 1, 2020, a $0.30 per pack excise tax
increase went into effect in Virginia. Also, on that date, a New York State law prohibited the use
of coupons and other price discounts on cigarette sales.
A November 2020 ballot measure in Oregon was approved by voters and will raise its excise tax
by $2.00 per pack in 2021. Colorado voters also approved a measure that raised Colorado’s excise
tax by $1.10 to $1.84 per pack and would implement further increases in 2024 and 2027. In 2021,
the Maryland legislature voted for a $1.75 per pack excise tax increase, and excise tax increases
are under considerations in Georgia, Hawaii, Kansas, Minnesota, New Mexico, and New York.
The federal excise tax remained constant, at $0.39 per pack, from 2002 until 2009 when the U.S.
Congress adopted legislation which raised the tax by $0.62, to $1.01, effective April 1, 2009. As
a result, the total state and federal excise tax now equals an average of $3.01 per pack.
In May, 2021, U.S Senate Majority Whip Dick Durbin (D-IL) and Senate Finance Committee
Chair Ron Wyden (D-OR), along with U.S. Representative Raja Krishnamoorthi (IL-D-08) and
seven other Senate Democrats, introduced the bicameral Tobacco Tax Equity Act of 2021. The
bill would increase the federal excise tax rate on cigarettes, peg the resulting excise tax rate to
increase with the rate of inflation, and impose equivalent excise tax rates for most other tobacco
products (including e-cigarettes). The Tobacco Tax Equity Act of 2021 is endorsed by the
Campaign for Tobacco-Free Kids, American Academy of Pediatrics American Lung Association,
American Heart Association, American Cancer Society Cancer Action Network, American Public
Health Association, National Association of County and City Health Officials, Trust for America’s
Health, and American Thoracic Society.
Purchases of roll-your-own cigarette tobacco were discouraged by 2009 legislation that
substantially raised its excise tax. However, the excise tax changes also had the effect of
encouraging the use of pipe tobacco, combined with the availability of roll-your-own machines to
circumvent the higher excise taxes. Legislation introduced by Senator Richard Durbin on January
31, 2013, and most recently in September 2017, the Tobacco Tax Equity Act, would similarly
equalize federal excise tax rates on all tobacco products.
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During much of the period following the MSA, the major manufacturers refrained from wholesale
price increases and actively pursued extensive promotional and dealer and retailer discounting
programs which served to hold down retail prices. They did this in part due to the state tax
increases, but primarily to maintain their market share from its erosion by a deep discount segment
which grew rapidly following the MSA. The major manufacturers were finally successful in
stemming the increase in the deep discount market share, which stabilized in 2004. The major
manufacturers have raised prices or reduced discounts and promotions in each year since 2004.
In 2017, the manufacturers raised prices by $0.08 in March, and in September, by $0.10 per pack.
In March 2018, and in March 2019, Altria and Reynolds announced list price increases of $0.09
per pack. In December 2018, the average price per pack had increased by 3.4% from a year before.
On October 20, 2019, Atria raised its prices by $0.09 per pack. In December 2019, prices had
increased by 4.7% year over year. In 2020, the three major tobacco manufacturers
announced increases in list prices of at least 8 cents per pack, effective Feb. 22. In July 2020 Altria
announced a $0.11 increase in its list price per pack. Consumer price index data from the Bureau
of Labor Statistics indicates a retail price increase of 7.0% in April 2021 versus a year earlier. RJR
raised prices by $0.13 per pack in December 2020, and by $0.14 per pack on April 5, 2021, while
Altria raised its price per pack by $0.14 effective January 24, 2021.
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 $1.00 to $2.00 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 availability of cigarette outlets on Indian reservations, where some sales are
typically exempt from taxes, provides another opportunity for consumers to reduce the cost of
smoking. Similarly, Internet sales of cigarettes initially grew rapidly, though credit card companies
and shippers including the U.S. Postal Service have now put significant restrictions on shipping of
cigarettes, and the federal government has enacted the Prevent All Cigarette Trafficking (“PACT”)
Act which requires the collection of all applicable taxes on Internet and mail-order cigarette
shipments. Under the MSA, volume adjustments to payments are based on the quantity (and not
the price or type) of cigarettes shipped. The availability of lower price alternatives lessens the
negative impact of price increases on cigarettes volume, but it may negatively impact MSA
receipts if non-participating manufacturers gain sales.
Changes in Disposable Income. Analyses from many conventional models also include the effect
of real personal disposable income. Most studies have found cigarette consumption in the United
States increases as disposable income increases.46 However, a few studies found cigarette
consumption decreases as disposable income increases.47 Based on our multivariate regression
analysis, the income elasticity of consumption is 0.27, meaning a 1.0% increase in real disposable
income per capita increases per capita cigarette consumption by 0.27%. In normal periods of
economic growth, this factor contributes a positive impact to cigarette demand, offsetting some of
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the negative impacts previously discussed. However, with the recession of 2008-2009, this factor
also affected cigarette demand and consumption in a negative way.
Youth Consumption. The number of teenagers who smoke is another likely determinant of future
adult consumption. While this variable has been largely ignored in empirical studies of cigarette
consumption,48 almost all adult smokers first used cigarettes by high school, and very little first
use occurs after age 20.49 One study examines the effects of youth smoking on future adult
smoking.50 The study found that between 25% and 50% of any increase or decrease in youth
smoking would persist into adulthood. According to the study, several factors may alter future
correlation between youth and adult smoking: there are better means for quitting smoking than in
the past, and there are more workplace bans in effect that those who are currently in their teen
years will face as they age.
We have compiled U.S. data from the CDC that measures the incidence of smoking in the 12-17
age group as the percentage of the population in this category that first become daily smokers. This
percentage, after falling since the early 1970s, began to increase in 1990 and increased through the
decade. We assume that this recent trend peaked in the late 1990s, and youth smoking has resumed
its long-term decline.
In 2012, the Surgeon General issued a report, "Preventing Tobacco Use among Youth and Young
Adults." Among its major conclusions were: 1) that prevention efforts must focus on both
adolescents and young adults, 2) that advertising and promotional activities by tobacco companies
have been shown to cause the onset and continuation of smoking among youth, 3) that after years
of steady progress, declines in tobacco use by the young have slowed, and 4) that coordinated,
multi-component interventions that combine mass media campaigns, price increases, school-based
programs, and community wide smoke-free policies and norms are effective in reducing tobacco
use. Also, in 2012, the CDC produced a mass-media advertising campaign featuring graphic
descriptions of the adverse health effects of smoking. In August 2012, the CDC declared the
campaign a major success, as the agency concluded that the ads helped to double the amount of
calls to their telephone quit line. New CDC campaigns, with graphic adverse health images began
in March 2013, and again in July 2014. In September 2013, the CDC announced survey results
which concluded that cessation attempts increased from 31.1% to 34.8% of smokers who had seen
the graphic ads, which the CDC extrapolated to 100,000 sustained quitters, approximately 0.25%
of U.S. smokers. In 2001, Canada began requiring cigarette labels to include large graphic
depictions of adverse health consequences of smoking. Early research suggested that these
warnings have some effectiveness, as one-fifth of the participants in a survey reported smoking
less as a result of the labels.51 In November 2013, the journal Tobacco Control published research
from the University of Illinois at Chicago which concluded that the FDA has underestimated the
impact of graphic labels. Examining the experience in Canada, the researchers concluded that
48
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graphic warning labels reduced smoking rates in Canada by 3% to 5%.52 In 2015, the Rand
Corporation reported results of a convenience store experiment where cigarette displays were
hidden from view. The researchers found that teen smoking susceptibility was reduced by 11% by
the hidden placement.
In December 2014, research was published on the effectiveness of youth-targeted, anti-smoking
public service announcements. It was found that a 100-ad increase in the yearly volume of ads was
associated with a 0.1 percentage point drop in youth smoking rates in the following year. A 2016
study determined that smoke-free laws in workplaces are associated with a lower prevalence of
youth smoking.53 It estimated that youth smoking initiation declined by 34%.
Trend Over Time. Since 1964 there has been a significant decline in adult per capita cigarette
consumption. The Surgeon General’s health warning (1964) and numerous subsequent health
warnings, together with the increased health awareness of the population over the past fifty years,
may have contributed to decreases in cigarette consumption levels. If, as we assume, the awareness
of the adult population continues to change in this way, overall consumption of cigarettes will
decline gradually over time. Our analysis includes a time trend variable in order to capture the
impact of these changing health trends and the effects of other such variables, which are difficult
to quantify.
Health Warnings. Categorical variables also have been used to capture the effect of different time
periods on cigarette consumption. For example, some researchers have identified the United States
Surgeon General’s Report in 1964 and subsequent mandatory health warnings on cigarette
packages as turning points in public attitudes and knowledge of the health effects of smoking. The
Cigarette Labeling and Advertising Act of 1965 required a health warning to be placed on all
cigarette packages sold in the United States beginning January 1, 1966. The Public Health
Smoking Act of 1969 required all cigarette packages sold in the United States to carry an updated
version of the warning, stating that it was a Surgeon General’s warning, beginning November 1,
1970. The Comprehensive Smoking Education Act of 1984 led to even more specific health
warnings on cigarette packages. The Family Smoking Prevention and Tobacco Control Act of
2009 requires that cigarette packages have larger and more visible graphic health warnings.
Regulations that were to go into effect in September 2012 mandated that a series of nine graphic
health warnings must appear on the upper portion of the front and rear panels of each cigarette
package and comprise at least the top 50 percent of these panels. Five manufacturers challenged
the implementation of these new warnings on First Amendment grounds, and on November 7,
2011 a federal judge issued a preliminary injunction blocking the FDA requirement. The judge
ruled that the labels were not factual, but rather, “…calculated to provoke the viewer to quit….”
In 2012, a federal judge in Washington blocked the new requirement, while a federal appeals court
in Ohio ruled to uphold parts of the Act. In March 2013, the Attorney General decided not to ask
the U.S. Supreme Court to review the case. Instead, the FDA announced on March 19, 2013 that
it would undertake research to support new rulemaking. On April 22, 2013, the Supreme Court
upheld the provisions of the 2009 law, allowing the FDA to develop and implement new graphic
52
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warning labels. In October 2018, the FDA said in court documents that the earliest it can produce
the new labels was summer 2021.
In a March 5, 2019 Memorandum and Order, the court directed the FDA to submit, by March 15,
2020, a final rule mandating a color graphic warning on cigarette packs and in cigarette
advertisements as required by the FSPTCA. On March 17, 2020, the FDA issued a final rule to
require new health warnings on cigarette packages and in cigarette advertisements. The warnings
feature textual statements with photo-realistic color images depicting some of the lesser-known
but serious health risks of cigarette smoking. Beginning July 13, 202254, the new cigarette health
warnings will be required to appear prominently on cigarette packages and in advertisements and
must be randomly and equally displayed and distributed on cigarette packages and rotated
quarterly in cigarette advertisements. The final cigarette health warnings consist of one of 11
textual warning statements paired with an accompanying photo-realistic image depicting the
negative health consequences of smoking.
In October 2016, eight public health groups, including the American Academy of Pediatrics, the
American Cancer Society, the American Heart Association, and the American Lung Association,
filed suit in federal court to force the FDA to issue final rules requiring graphic warnings on
cigarette packs and advertising. On May 1, 2018, the U.S. District Court for the District of
Columbia mandated that new statements must be published on cigarette packaging. The statements
address five areas where tobacco companies deliberately misled the public: the health risks of
smoking, the addictiveness of smoking and nicotine, that there are no significant health benefits
from smoking cigarettes labeled as low-tar, light, ultra-light, mild and natural, and the risks of
secondhand smoke.
Smoking Bans in Public Places. Beginning in the 1970s, numerous states passed laws banning
smoking in public places as well as private workplaces. In 2003, Alabama joined the other 49
states and the District of Columbia in requiring smoke-free indoor air to some degree or in some
public places.
The most comprehensive bans, extending to restaurants and bars, have been enacted since 1998 in
27 states and several large cities. Restrictions to all workplaces, restaurants, and bars cover 61.1%
of the U.S population, according to the ANRF. In 2012, North Dakota became the most recent
state to adopt these bans in public places. In 2015, New Orleans passed an ordinance banning
smoking in bars and casinos.
The ANRF documents clean indoor air ordinances by local governments throughout the U.S. As
of January 1, 2021, there were 1,622 municipalities with local laws that require 100% smoke-free,
non-hospitality workplaces or restaurants or bars, of which 1,131 municipalities (including the
District of Columbia) have local laws that require 100% smoke-free, non-hospitality workplaces
and restaurants and bars. The number of such ordinances has grown rapidly in the past two decades.
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.55
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Based on the regression analysis using data from 1965 to 2015, the restrictions on workplace
smoking that proliferated in the 1980s appear to have had an independent effect on per capita
cigarette consumption. We estimated that the restrictions instituted beginning in the late 1970s
have reduced smoking by about 2%. Nevertheless, the timing of the restrictions within and across
states makes such statistical identification difficult. Bauer, et al. estimates that U.S. workers in
smoke-free workplaces from 1993 to 2001 decreased their average daily consumption by 2.6
cigarettes.56 Research in Canada, by the Ontario Tobacco Research Unit, concluded that
consumption drops by almost five cigarettes per person per day in workplaces where smoking is
banned. 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.57 The study
predicted that moving from no smoking restrictions at all to the most restrictive bans reduces
average smoking from 5% to 8%. In September 2015, the American Medical Association
published research examining 11 years of smoke-free laws which research concluded that they are
associated with a lower prevalence of smoking among adolescents and young adults.58
The extension of the indoor bans to restaurants and bars in the last decade began largely in the
Northeast and did not appear, in our econometric analysis, to have a significant independent impact
on smoking there. Nevertheless, with data available from later in the decade across a wider
geography, econometric analysis reveals that the bans did have a significant impact, and we have
added a variable quantifying the effect in our consumption model.
The first extensive outdoor smoking restrictions were instituted in March 2006 in Calabasas,
California. The cities of Los Angeles and Oakland, Contra Costa County, and the California
municipalities of Belmont, Beverly Hills, Campbell, Concord, Dublin, El Cajon, Emeryville,
Hayward, Loma Linda, Santa Cruz, San Rafael, Santa Monica, and Walnut Creek have also
established extensive outdoor restrictions, as have Boulder, Colorado, and Davis County and the
City of Murray in Utah. In 2007, San Diego City and Los Angeles, Santa Cruz and San Mateo
Counties banned smoking at beaches and parks, joining over 30 other Southern California cities in
prohibiting smoking on the beach. In 2011, the New York City Council approved a bill to ban
smoking in all city parks, beaches and pedestrian plazas. That ban went into effect on May 23,
2011. In January 2014, a smoking ban went into effect in Boston’s parks, and on Hawaii's beaches.
On July 20, 2018, New Jersey banned smoking at state beaches and parks. According to ANRF,
as of October 2017, 1,531 municipalities prohibit smoking in city parks, and 317 municipalities
mandate smoke-free city beaches. On October 11, 2019, legislation banning smoking at all
California state beaches and parks was signed by the Governor. It went into effect January 1, 2020.
On January 26, 2021 a Florida Senate committee approved a bill which would prohibit smoking
in state parks and allow local governments to ban smoking at their beaches and parks.
Additional restrictions are being placed in residential units as well. First, many hotels, including
the Marriott, Sheraton, and Westin chains, have adopted completely smoke-free room standards.
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And multi-family residential buildings have been increasingly subject to restrictions, beginning in
2008 when the California cities of Belmont and Calabasas, approved ordinances restricting
smoking anywhere in the city except for single-family detached homes. Alameda, Oakland,
Pasadena, Santa Monica, and Thousand Oaks are among eight other California cities with such
extensive bans. In September 2011, Sonoma County imposed a similar ban, effective June 2012.
In August 2011, the California Legislature passed legislation enabling landlords to ban smoking
in residential rental units. In June 2012, the Towbes Group of Santa Barbara became the largest
apartment portfolio, with 2,000 units, to impose a smoking ban.
New York City's first non-smoking apartment building opened in late 2009. Many landlords and
condominium associations in California and New York City, have also established smoke-free
apartment policies. In 2013 Related Companies, which manages 40,000 rental units across the
country, announced a ban on smoking for all new tenants. In July 2011, the San Antonio Housing
Authority announced a ban, effective in January 2012, on smoking in its 6,175 rental units. Similar
bans went into effect in 2012 for public housing in Boston and Minneapolis. The U.S. Department
of Housing and Urban Development in November 2015 announced plans to make all public
housing smoke-free. The proposal would cover about 940,000 units. The plan went into effect in
February 2017 and was fully implemented by July 2019. ANRF reports that there are 64
municipalities in the U.S. that have enacted laws prohibiting smoking in all multi-unit housing,
and 623 municipalities that have in publicly owned housing.
New Jersey has prohibited smoking in college dormitories since 2005. At least 2,511 colleges
nationwide now prohibit smoking everywhere on campus. In 2013 the California and Louisiana
state college and university systems banned tobacco use, joining Arkansas and Oklahoma with nosmoking restrictions at its public colleges and universities, and Iowa, which prohibits smoking at
all colleges and universities. Twenty states have banned smoking, indoors and outdoors, at state
prisons. Since February 2015, smoking has been prohibited in all federal prisons. Arkansas,
California, Illinois, Louisiana, Maine, Puerto Rico, Texas, Virginia, and Rockland County, NY
prohibit smoking in a car where there are children present, and similar legislation has been
proposed in Alabama, Connecticut, Florida, Illinois, Maryland, New York, Ohio, Oregon, Utah,
Vermont, and other states.
In June 2006, the Office of The Surgeon General released a report, “The Health Consequences of
Involuntary Exposure to Tobacco Smoke”. It is a comprehensive review of health effects of
involuntary exposure to tobacco smoke. It concludes definitively that secondhand smoke causes
disease and adverse respiratory effects. It also concludes that policies creating completely smokefree environments are the most economical and efficient approaches to providing protection to
non-smokers. We expect that the report will strengthen arguments in favor of further smoking
restrictions across the country. Further ammunition for activists for smoke-free environments was
provided by the California Environmental Protection Agency Air Resources Board, which in 2006
declared environmental tobacco smoke to be a toxic air contaminant.
Electronic Cigarettes. The introduction of e-cigarettes followed the enactment of many indoor
smoking restrictions throughout the U.S. Together, these two factors contributed to a sharper
decline in cigarette consumption. In 2016, however, the use of e-cigarettes, especially of JUUL,
accelerated sharply, particularly among teenagers. This has significantly increased the cigarette
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consumption rate of decline and is expected to continue to do so. This impact has been included
in our forecast since 2018.
Smokeless Tobacco Products. Unlike e-cigarettes, smokeless tobacco products have been
available for centuries. As cigarette consumption expanded in the last century, the use of smokeless
products declined. Chewing tobacco and snuff are the most significant components. Snuff is a
ground or powdered form of tobacco that is placed under the lip to dissolve. It delivers nicotine
effectively to the body. Moist snuff is both smoke-free and potentially spit-free. Chewing tobacco
and dry snuff consumption had been declining in the U.S. into this century, but moist snuff
consumption has increased at an annual rate of more than 5% since 2002. Snuff is now being
marketed to adult cigarette smokers as an alternative to cigarettes. UST (purchased by Altria in
2009), was the largest producer of moist smokeless tobacco, and explicitly targeted adult smoker
conversion in its growth strategy over the last decade. As with e-cigarettes, the leading cigarette
manufacturers soon added smokeless products to their offerings, responding to both the
proliferation of indoor smoking bans and to a perception that smokeless use is a less harmful mode
of tobacco and nicotine usage than cigarettes. Philip Morris USA now markets Marlboro Snus and
Reynolds American offers Camel Snus. On December 18, 2017, Reynolds American announced
that the FDA accepted, and filed for substantive review, Modified Risk Tobacco Product
applications covering Camel Snus, thus requesting FDA authorization to market Camel Snus as a
modified risk tobacco product. Following a February 2019 hearing, the Tobacco Products
Scientific Advisory Committee voted that the manufacturer’s proposed “modified risk” claim for
Copenhagen Snuff Fine Cut is scientifically accurate.
In 2018, according to SAMHSA's National Survey on Drug Use & Health, 2.9% of adults used
smokeless tobacco products. Smokeless tobacco sales declined by 3.9% from 2016 to 201959.
Advocates of the use of snuff as part of a harm reduction strategy, point to Sweden, where “snus”,
a moist snuff manufactured by Swedish Match, use has increased sharply since 1970, and 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.60 The Sweden experience is unique, even with respect to
its Northern European neighbors, and it is not clear whether it could be replicated elsewhere. A
May 2008 study using data from the 2000 National Health Interview Survey reported that U.S.
men who used smokeless tobacco as a smoking cessation method achieved significantly higher
quit rates than those who used other cessation aids.61 A 2009 study concluded however that young
males who used smokeless tobacco products were more likely to be concurrent smokers.62 Public
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health advocates in the U.S. emphasize that smokeless use results in both nicotine dependence and
increased risks of oral cancer, among other health concerns. Snuff use is also often criticized as a
gateway to cigarette use.
Other Considerations. At least six states - Alabama, Georgia, Idaho, Kentucky, South Carolina,
and West Virginia - charge higher health insurance premiums to state employee smokers than nonsmokers, and many 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., JP Morgan Chase, PepsiCo Inc., Delta Airlines,
Safeway, Tribune Co., and Whirlpool, are now charging smokers higher premiums.
In September 2014, CVS Caremark ceased selling cigarettes at its nationwide chain of more than
7,600 pharmacy stores.

An Empirical Model of Cigarette Consumption
An econometric model is a set of mathematical equations which statistically best describes the
available historical data. It can be applied, with assumptions on the projected path of independent
explanatory variables, to predict the future path of the dependent variable being studied, in this
case adult per capita cigarette consumption. After extensive analysis of available data measuring
all of the above-mentioned factors which influence smoking, we found the following variables to
be effective in building an empirical model of adult per capita cigarette consumption for the United
States:
1)
2)
3)
4)

the real price of cigarettes
the level of real disposable income per capita
the impact of restrictions on smoking in public places
the trend over time in individual behavior and preferences

We used the tools of standard multivariate regression analysis to determine the nature of the
economic relationship between these variables and adult per capita cigarette consumption in the
U.S. Then, using that relationship, along with IHS Global’s standard population growth forecast,
we projected actual cigarette consumption (in billions of cigarettes) out to 2066. 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 is also accounted for in the forecast. Similarly, the effect of
nicotine dependence is incorporated into our entire dataset and influences the trend decline.
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Using U.S. data from 1965 through 2020 on the variables described above, we developed the
following regression equation.
log (per capita consumption)

=

54.1

- 0.024 * trend
- 0.223 * log (cigarette price)
- 0.104 * log (cigarette price last year)
+ 0.274 * log (per capita disposable income)
- 0.001 * percentage of U.S. with strong indoor smoking ban
- 0.002 * percentage of U.S. with strong indoor smoking ban last year.
This model has an R-square in excess of 0.99, meaning that it explains more than 99 percent of the
variation in U.S. adult per capita cigarette consumption over the 1965 to 2020 period. In terms of
explanatory power this indicates a very strong model with a high level of statistical significance.
According to the regression equation specified above, cigarette consumption per capita (CPC)
displays a trend decline of 2.4% per year. The trend reflects the impact of a systematic change in
the underlying data that is not explained by the included explanatory variables. In the case of
cigarette consumption, the systematic change is in public attitudes toward smoking. The trend may
also reflect the cumulative impact of health warnings, advertising restrictions, and other variables
which are statistically insignificant when viewed in isolation. Some of the impact of the availability
of e-cigarettes may be captured here, though it is also captured in the indoor smoking ban terms.
This trend, primarily due to an increase in the health-conscious proportion of the population averse
to smoking, would by itself account for 90.3% of the variation in consumption. This coefficient is
estimated such that a statistical confidence interval of 95% for its value is from 0.0195 to 0.0269
(1.95% to 2.69%). This implies that there is a probability of 5% that the trend rate of decline is
outside this range.

Forecast Assumptions
Our forecast is based on assumptions regarding the future path of the explanatory variables in the
regression equation. Projections of U.S. population and real per capita personal disposable income
are standard IHS Global forecasts. Annual adult population growth is projected to average 0.53%,
and real per capita personal disposable income is projected to increase over the long term at just
over 2.1% per year.
The projection of the real price of cigarettes is based upon its past behavior with an adjustment for
the shock to prices due to the MSA and other state settlement agreements and subsequent excise
tax increases. Cigarette prices increased dramatically in November 1998, as manufacturers raised
prices by $0.45 per pack. Subsequent increases by the manufacturers and numerous federal and
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state hikes in excise taxes brought prices to a weighted average63 across US states of $7.22 per
pack in March 2021. In July 2021, the BLS reported that cigarettes prices had increased by 7.2%
over the past year through June. Our forecast assumptions have incorporated price increases in
excess of general inflation to offset excise and other taxes. Relative to other goods, cigarette prices
will rise by an average of 1.9% per year over the long term. The average real increase over the 30
years ending 1998 was 1.48% per year.
In addition, we assume that the prevalence of indoor and outdoor restrictions on smoking will
continue to increase. It is assumed that, going forward, 100% of states and municipalities will
completely restrict smoking in workplaces, restaurants and bars. At the same time, outdoor and
residential restrictions will proliferate over this and the following decades. These bans are
assumed to be as effective in reducing smoking as the indoor bans.
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Forecast of Cigarette Consumption – Base Case
The graph below illustrates total actual and projected cigarette consumption in the U.S.
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In addition to the expected trend decline in cigarette consumption, the sharp upward shock to
cigarette prices in late 1998 and 1999 contributed to a 6.5% reduction in consumption in 1999.
The rate of decline moderated considerably in the following years, averaging 2.1% from 1999 to
2007, before accelerating sharply in 2008.
The economic downturn in the U.S. in 2008 turned into the deepest since the 1930s, with sharply
negative effects on household disposable income. At the same time, a rapid increase in gasoline
and energy prices significantly reduced the discretionary spending of consumers. In addition,
cigarette price increases continued, the federal excise tax was raised dramatically, and indoor
smoking bans continued to proliferate. Consumption fell by nearly 4% in 2008 and by over 9% in
2009. Cigarette shipment declines moderated after 2010, and in 2012 the rate of decline was
slightly less than 2%. (Roll-your-own tobacco had represented as much as 3% of tobacco volume
under the MSA but has declined in volume by over 70% since 2008, after federal excise taxes were
substantially increased.)
In 2013, shipments reported by MSAI were 4.6% lower than in 2012. For the full year, U.S.
Tobacco and Tax Bureau (TTB) reported shipments 4.8% lower than in 2012. Weak per capita
disposable income growth was responsible for part of the decline. In addition, the manufacturers
reported that wholesale inventories declined by 1.4 billion cigarettes during the year. In 2014,
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MSAI estimated shipments of 264.6 billion cigarettes, a 3.2% decline from 2013. The decline in
consumption of cigarettes was somewhat greater, however, as inventories were rebuilt by 0.7
billion cigarettes to offset the 2013 decline. TTB has reported that 2014 shipments declined 4.1%
compared with 2013. In its report for the 2015 MSA payments, NAAG estimated 264.2 billion
cigarettes in 2014 (265.8 billion when including RYO).
For 2015, RAI reported that MSAI estimated industry shipments of 264.3 billion, a 0.1% decline
from 2014. TTB reported shipments for the year to be 267.0 billion, an increase of 1.67% from
2014. The dramatic decline in oil prices, and hence gasoline prices, was coincident with higher
than expected cigarette sales, most notably in convenience stores, that reported increased sales
during 2015.
RAI in its 2016 fourth quarter report indicated that industry shipments declined 1.8% from 2015.
After adjusting for inventory movement, TTB data for the year indicated a 3.5% decline, and
NAAG certified that in 2017.
In February 2018, Altria reported estimates that industry shipments in 2017 declined by 4% for
the full year, noting one fewer shipping day during the year. And the Vector Group reported MSAI
estimates of a 4.1% decline for 2017. On March 6, 2018, TTB reported full year 2017 shipments
of 247.2 billion cigarettes, a 3.99% decline from 2016 (excluding RYO). The official 2017 results
as reported by NAAG on April 15, 2018, were that 2017 shipments, including RYO equivalents,
were 248.5 billion, a 4.47% decline from 2016.
For 2018, NAAG reported an industry decline of 4.7%. The heightened rate of decline was driven
by the rapid sales expansion of JUUL. It is also the case that gasoline prices, to which we have
found cigarette sales quite sensitive, increased by 13% on average in 2018.
Altria announced in April 2019 that it expected consumption declines of 4.5% to 5% over the next
five years. It also projected that its newly acquired JUUL e-cigarette brand will contribute an
additional 0.4% per year to the decline rate of combustible cigarette consumption in the U.S. IHS
Global has incorporated this into the forecast and has adjusted its model by that amount.
Altria, in its 2019 earnings report on January 30, 2020, reported that industry shipments in 2019
declined by 5.5% net of inventory changes. NAAG results for the year indicated that the 2019
market size was 224 billion cigarettes, a 5.0% decline from 2018.
On January 28, 2021, Altria announced its full-year 2020 earnings. It reported that, when adjusted
for trade inventory movements, calendar differences in shipping days, and other factors, total
domestic cigarette shipments were unchanged from 2019. On March 24, 2021, TTB reported that
shipments totaled 228.6 billion in 2020, a 2.3% increase from 2019, and NAAG reported a 2.02%
increase in its May 2021 report for the MSA.
The Covid pandemic distorted cigarette shipment patterns during 2020. With extensive social
distancing practices and much larger numbers working from home, it’s not surprising that smoking
may have increased. We assume that this is a temporary phenomenon and the smoking rate will
resume its decline in 2021.
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For the first half of 2021, Altria reported that, after adjusting for inventory movements, and and
calendar year differences in shipping days, industry volumes decreased by approximately 4%.
Beginning in 2020 the minimum legal age to purchase cigarettes in the U.S. is 21. This restriction
will further reduce cigarette consumption. Based on research and simulations by the Institute of
Medicine of the National Academies64 we have incorporated its impact, of approximately 0.17%
per year, on additional cigarette consumption declines.
Based on the population of California, the incidence of smoking, and the menthol proportion of
cigarette sales, we estimate that a menthol cigarette ban in California, upon implementation, will
reduce the US consumption of cigarettes by 1.3 billion, 0.63% of US consumption in its initial
year.65 We assume that the November 2022 referendum on the issue will uphold the ban, and that
it will go into effect in 2023.
This base case forecast assumes that there is no national menthol cigarette ban. However, as
described further below, we have developed two alternative forecasts which simulate the
imposition of a national menthol cigarette ban effective in middle of calendar year 2024. Under
one alternative cigarette consumption falls by an additional 9.7% in 2025, the first full year under
the ban. Under the second alternative, the additional decline in 2025 is 14.8%.
Over the longer term, our model also includes estimates of the negative impact of indoor smoking
bans, which we anticipate will ultimately be enacted in all states. For instance, in 2011 legislation
to establish indoor bans in Texas and Louisiana made significant advances before being defeated.
We also assume that stringent restrictions on smoking will continue to be enacted, including their
gradual extension to outdoor public places, as well as to private indoor residential spaces such as
in multi-family housing.
From 2021 through 2066, the average annual rate of decline is projected to be 3.37% under the
Base Case.

Forecast of Cigarette Consumption – Alternative Cases (Menthol Ban)
Recent actions of the FDA indicate that the likelihood of a US ban on menthol cigarettes has
increased significantly. In this report we include a forecast simulation of cigarette consumption
under a scenario in which menthol cigarette sales are banned in mid-2024, with the full effect in
place for all of 2025.
Following the research by Levy66, we assume, in this scenario, that the ban reduces overall
cigarette consumption by 9.7% in calendar year 2025. This decline falls within the band of
64

Op cit.
Cadham, C.J., Sanchez-Romero, L.M., Fleischer, N.L. et al. The actual and anticipated effects of a menthol cigarette
ban: a scoping review. BMC Public Health 20, 1055 (2020). https://doi.org/10.1186/s12889-020-09055-z
66
Ibid.
65
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estimates cited for the US in the review by Cadham et al67. In our simulation we project that this
occurs sometime during 2024 to the extent that consumption falls by an additional 4.85%, with the
full impact, 9.7% in place for 2025.
Under Alternative 1, the annual decline rate increases to 8.7% in 2024, and 8.4% in 2025. From
2021 through 2066, the average annual rate of decline with a menthol ban in place is projected to
be 3.59%.
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In Alternative 2, we simulate a stronger response to the menthol ban, assuming a 14.8% decline in
consumption through calendar year 2025. This decline assumes, following research on the Canada
experience by Cadham68, and Hall69, that 40% of menthol smokers quit.
Under Alternative 2, US cigarette consumption falls by an additional 14.8% in the first two years
of implementation. By 2066 consumption will fall to 40.3 billion sticks. From 2021 through 2066,
the average annual rate of decline under Alternative 2 is projected to be 3.71%.
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Base Case Forecast: U.S. Consumption of Cigarettes

Total Consumption

Decline Rate

Consumption
including Roll-YourOwn

Decline Rate

(billions)

(%)

(billions)

(%)

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

293.5
288.3
274.6
264.5
269.6
258.5
247.5
235.5
224.2
228.8

-2.6%
-1.8%
-4.8%
-3.7%
1.9%
-4.1%
-4.2%
-4.9%
-4.8%
2.0%

296.2
290.5
276.4
266.1
271.5
260.1
248.8
236.6
225.2
229.7

-2.8%
-1.9%
-4.9%
-3.7%
2.0%
-4.2%
-4.3%
-5.0%
-4.8%
2.0%

2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053

218.7
210.3
200.7
193.1
186.2
179.9
174.2
168.9
163.7
158.7
153.8
149.1
144.5
140.0
135.6
131.3
127.1
123.1
119.1
115.2
111.4
107.8
104.3
100.8
97.5
94.2
91.1
88.0
85.1
82.2
79.4
76.8
74.2

-4.4%
-3.8%
-4.6%
-3.8%
-3.6%
-3.4%
-3.2%
-3.1%
-3.0%
-3.0%
-3.1%
-3.1%
-3.1%
-3.1%
-3.1%
-3.2%
-3.2%
-3.2%
-3.2%
-3.2%
-3.2%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%

219.7
211.2
201.5
193.9
186.9
180.7
174.9
169.6
164.4
159.4
154.5
149.7
145.1
140.6
136.2
131.9
127.7
123.6
119.6
115.7
111.8
108.2
104.7
101.2
97.9
94.6
91.5
88.4
85.4
82.6
79.8
77.1
74.5

-4.4%
-3.8%
-4.6%
-3.8%
-3.6%
-3.4%
-3.2%
-3.1%
-3.0%
-3.1%
-3.1%
-3.1%
-3.1%
-3.1%
-3.2%
-3.2%
-3.2%
-3.2%
-3.2%
-3.3%
-3.3%
-3.2%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%

FORECAST
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2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066

71.7
69.2
66.9
64.6
62.4
60.3
58.2
56.3
54.3
52.5
50.7
48.9
47.3

-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%

72.0
69.5
67.2
64.9
62.7
60.6
58.5
56.5
54.6
52.7
50.9
49.1
47.5
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-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%

Menthol Ban Alternative 1 : U.S. Consumption of Cigarettes

Total Consumption

Decline Rate

Consumption
including Roll-YourOwn

Decline Rate

(billions)

(%)

(billions)

(%)

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

293.5
288.3
274.6
264.5
269.6
258.5
247.5
235.5
224.2
228.8

296.2
290.5
276.4
266.1
271.5
260.1
248.8
236.6
225.2
229.7

-2.8%
-1.9%
-4.9%
-3.7%
2.0%
-4.2%
-4.3%
-5.0%
-4.8%
2.0%

2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036
2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052

218.7
210.3
200.7
183.3
167.9
162.3
157.1
152.3
147.6
143.1
138.7
134.5
130.4
126.3
122.3
118.4
114.6
111.0
107.4
103.9
100.5
97.2
94.0
90.9
87.9
85.0
82.1
79.4
76.7
74.1
71.6
69.2

-2.6%
-1.8%
-4.8%
-3.7%
1.9%
-4.1%
-4.2%
-4.9%
-4.8%
2.0%
FORECAST
-4.4%
-3.8%
-4.6%
-8.7%
-8.4%
-3.4%
-3.2%
-3.1%
-3.0%
-3.0%
-3.1%
-3.1%
-3.1%
-3.1%
-3.1%
-3.2%
-3.2%
-3.2%
-3.2%
-3.2%
-3.2%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.4%
-3.4%
-3.4%
-3.4%

219.7
211.2
201.5
184.1
168.6
162.9
157.7
152.9
148.3
143.7
139.3
135.0
130.9
126.8
122.8
118.9
115.1
111.4
107.8
104.3
100.9
97.6
94.4
91.3
88.3
85.3
82.5
79.7
77.0
74.5
71.9
69.5

-4.4%
-3.8%
-4.6%
-8.7%
-8.4%
-3.4%
-3.2%
-3.1%
-3.0%
-3.1%
-3.1%
-3.1%
-3.1%
-3.1%
-3.2%
-3.2%
-3.2%
-3.2%
-3.2%
-3.3%
-3.3%
-3.2%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.4%
-3.4%
-3.4%
-3.4%
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2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066

66.9
64.6
62.4
60.3
58.3
56.3
54.4
52.5
50.7
49.0
47.3
45.7
44.1
42.6

-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%

67.2
64.9
62.7
60.6
58.5
56.5
54.6
52.7
50.9
49.2
47.5
45.9
44.3
42.8

-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%

Menthol Ban Alternative 2 : U.S. Consumption of Cigarettes

Total Consumption

Decline Rate

Consumption
including Roll-YourOwn

Decline Rate

(billions)

(%)

(billions)

(%)

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

293.5
288.3
274.6
264.5
269.6
258.5
247.5
235.5
224.2
228.8

296.2
290.5
276.4
266.1
271.5
260.1
248.8
236.6
225.2
229.7

-2.8%
-1.9%
-4.9%
-3.7%
2.0%
-4.2%
-4.3%
-5.0%
-4.8%
2.0%

2021
2022
2023
2024
2025
2026
2027
2028
2029
2030
2031
2032
2033
2034
2035
2036

218.7
210.3
200.7
178.2
158.7
153.3
148.4
143.9
139.5
135.3
131.1
127.1
123.2
119.3
115.6
111.9

-2.6%
-1.8%
-4.8%
-3.7%
1.9%
-4.1%
-4.2%
-4.9%
-4.8%
2.0%
FORECAST
-4.4%
-3.8%
-4.6%
-11.2%
-11.0%
-3.4%
-3.2%
-3.1%
-3.0%
-3.0%
-3.1%
-3.1%
-3.1%
-3.1%
-3.1%
-3.2%

219.7
211.2
201.5
178.9
159.3
154.0
149.1
144.5
140.1
135.8
131.6
127.6
123.7
119.8
116.0
112.4

-4.4%
-3.8%
-4.6%
-11.2%
-11.0%
-3.4%
-3.2%
-3.1%
-3.0%
-3.1%
-3.1%
-3.1%
-3.1%
-3.1%
-3.2%
-3.2%
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2037
2038
2039
2040
2041
2042
2043
2044
2045
2046
2047
2048
2049
2050
2051
2052
2053
2054
2055
2056
2057
2058
2059
2060
2061
2062
2063
2064
2065
2066

108.3
104.9
101.5
98.2
94.9
91.9
88.9
85.9
83.1
80.3
77.6
75.0
72.5
70.1
67.7
65.4
63.2
61.1
59.0
57.0
55.1
53.2
51.4
49.6
47.9
46.3
44.7
43.2
41.7
40.3

-3.2%
-3.2%
-3.2%
-3.2%
-3.2%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%

108.8
105.3
101.9
98.6
95.3
92.2
89.2
86.3
83.4
80.6
77.9
75.3
72.8
70.4
68.0
65.7
63.5
61.3
59.3
57.2
55.3
53.4
51.6
49.8
48.1
46.5
44.9
43.4
41.9
40.4
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-3.2%
-3.2%
-3.2%
-3.3%
-3.3%
-3.2%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.3%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%
-3.4%

Comparison with Prior Forecast
On August 14, 2008, IHS Global presented a similar study for the Suffolk Tobacco Asset
Securitization Corporation in which we projected that total consumption in 2048 would be 172
billion cigarettes, a 53% decline from the 2007 level. From 2007 through 2048 the average annual
rate of decline was projected to be 1.83%. The current base case forecast projects an average
decline rate of 3.4% from 2007 through 2048, to an annual consumption level of 88.4 billion sticks.
The sharp acceleration in the decline rate beginning in 2007 was unanticipated and resulted in a
substantial forecast error. The new Base Case forecast was developed with consideration of the
large federal tax increase on 2009, the negative effects of the proliferation on smoking ban
legislation across the US, and the market share gains by electronic cigarettes over the last decade.
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Settling States) ancj the undersigned· Participaling Manufacturers to St.-ttle and ~solve with finality all Released Claims
against the Panici()3ting ManufacturCi-s and related entities as set forth herein. This Aweemem constitutes the documentation
effecting this seuJement with respect to each _SeuJing Stale, and is intended to and shall be binding upon each Sett1ing State
and ea:ch PaniCipating Manufacturer in accordanCe with· 1he tehns hereof.

I. RECITALS
WHEREAS. more t~an _40·States have co:inmenced litigation asserting various claims for monetary, equitable and
injunctive relief against certain tobacco product manufacturers and others as defendants, and the States that have not filed suit
c:in potentia1Jy·assert similar claims:
WHEREAS, ·tlie Seul.ing States lhaL have commenced Jitig'ation have sought to obtain equitable relief and damages
under state .laWs, inc_luding consumer protection and/or antitrust laws. in order to further the SeuJing States' policies
regarding public health, ~Iuding policies adopted to achieve a signiticanr "reduction in smoking by Youth;
WHEREAS, defendants ·have denied each and .e very one of the Setlling States·- al legations of unla wful conduct or
wrongdoing_a nd have asserted -a·numbcr of defenses to the Settling States' claims, which defenses have been contested by the
Settling Stat.es :
.
WHEREAS, the Settling States and the Participating Man_ufacturers are committed to reducing underage tobacco use
by discouraging such use and by preventing Youth access to Tobacco'Prod ucts;
WHEREAS ,' the .Particivati.ng ManufactUrers ·recognize the concern of the tobacco grower community trult it may be
adversely affected by · the potential . reduction in tobacco consumption resulting from this settlement, reaffirm their
co~tment io work coopcra1iyely to address concerns about the potential adverse economic impact on such community, and
will, within 30 days after the MSA ~xecution Date, meet with the poJitical Jeadersh.ip of States with grower communities to
address these economic concerns;
WHEREAS, the· undersigned SertJing State officials believe that entry into this Agreement and un.iform consent
decrees ·with the tobacco industry is necessary in order to further the Seu ling Stales' policies designed to reduce Youth
smoking, lo promote the public health and to secure monetary payments to the Seeding States; and
WHEREAS , the Sellling States and -1he Panicipating Manu facturers wish to avoid 1he funher expense. delay,
inconvenience, burden and uncenainty of continued litigation (including .appeals from any verdicts), and, therefore, have
agreed to settle t~eir respecti ve lawsuils and potentiaJ claims pursuant 10 1enns which ·will achieve for the Settling States and
tbeir chizens significant funding for the advancement of public health, the implementation of important 1obacco-related
public health measures, including the ei_tforl:ement _of the maitdates and_ restrictions related lO such measures, as well as
funding for a national Foundation dedicated to significantly reducing the use of Tobacco Products by_Youth~

NOW, THEREf-ORE. BE IT KNOWN 11·lAT. in consideration of the implementation o.f tobacco-related health
measures and the paymehls to be mad_e by the Panicipating Manufacturers, the release and discharge o[ all claim.<:. by the
Settling States, and such other consideration as described herein, the sufficiency of wh.ich is hereby acknowledged, the
Seu.Jing States and the Patticipa1ing Manufacrnrers. ac1ing by and through their authorized agenrs, memorialize and agree as
follows:
II. DllFINITIONS
(a) ''Account.. has the meaning given iri the Escrow Agreement
.(b) "Adult" means any person or persons who are not Underage.
{c) ·'Adult-Only Facility" _means ·a facility or restric1ed area (whether open-air or -enclosed) where the operator
ensures or has a reasonable basis tb,believe (such-as by checking identification as required under state law, or by checking the
identification of any person appearing to be under the age of 27) thal no Underage person is present. A facility or restricted
arcl;l need not be permanently restricted to Aduh.s in order to conslitule an Adult-Only Facility, provided that the operator
ensures or has a-reasonable basis to believe that no Underage person is present during the event or time .period in question.
(d) "Affiliate.. means a person who directly or indirectly owns or contr0ls, is owned or controlled by. or is under
common owherSl;li() ()r coiitroJ wjth, another person. Scilely for purposes of this defmltion, the terms ''owns ," "is owRL>d" and
"ownership'.' mean own(!rship of an equity interest, or the equivalent thereof, of JO percent or more, and the term "person"
means an iridividual, pannership, com.miuee. association, corporation or any other organization or grollp of persons.
(e) "Agreement" means this Master Settlement Agreemet1t, together with the exhibits hereto, as it may be amended
pursuant to subsection XVID(i).
(f) "Allocable Share.. _means the percentage set forth for the State in question as listed in Exhibit A hereto, wit.bout
regard to any subsequent alteration or modification of such S1a1e's percemage share agreed 10 by or among any States; or,
solely for the pwpose of calculating payments under subsection IX(c)(2) (and corresponding payrocms under subsection

iv
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(o) "Consent Decree" means a state-specific consent decree as described in subsection Xlll(b)(l)(B) of this
Agreement.
(p) "Court" means the respective court _in each Settling State to which this Agreement and the Consent Decree
are presented for approval and/or entry as to that Settling State.

IX(i)), the percenlage disclosed for the State in question pursuant to subsecLion IX(cX2)(A) prior to June 30, 1999, without
regard to any subsequent alteration or ITKnlificaLiun of such Slate's percentage share agreed to by or among any States.
(g) "Allocated Payment'' means a particular Settling State's Allocable Share of lhe surri of all of the payments to
be made by the Original Participating Manufacturers in the year in question pursuant to subsections IX(c)(l ) aod TX(c)(2), as
such payments have been adjusted, reduced and allocated pursuant to clause "First" throug h the ftrst -sentence of clause
"Fifth" of subsection IXG); but before application of the other offsets and adjustments described in clauses "Sixth" through
·Thi.rteenrh" of subsection IXG).

(q) "Escrow" has the meaning gjven i_n the Escro_w Agreement
(r) "Escrow Agent" means the escrow agent under the Escrow Agreement.
(s). "Escro.,;.,· Agreement" means an escrow agreement substantially in the form of Exhibit B.

(h) "Bankruptc;y'' means. with respect to any entity , the commencement_of a case or other proceeding (whether
, 1oluntary or involuntary) seeking any of (l) liquidation. reotganization, rehabilitation, receivership, conservatorship, or other
relief with respect to such entity or its debts under any bankruptcy, insolvency or similar law now or hereafter in effect;
(2) the appointment of a trustee, receiver, liquidator, custodian or similar official of sucb entity or any substantial Pat1 of its
business or property; (3) the consent of such entity to any of the relief described in (I) above or lo the appointment of any
official described in (2) above in any such case or other proceeding involuntarily commenced ·against such entity; or (4) the
entry of an order for relief as to such entity under the rederal bankruptcy laws as now or hereafter in effect. Provided.
however, that an involuntary case or proceeding otherwise within the foregoing definition shalJ not be a "Bankruptcy" if it is
or was dismissed within 60 days of its commencement.
(i) ..Brand Name" means a brand name (alone or in conjunction with any other word), trademark, logo, symbol,
mono, selling message, recognizable pattern of coJors. or any othet indicia of p1oduct identification idemica1 or similar to, or
identifit±ble with, those used for any domestic brand of Tobacco Products. Provided, however, that the term "Brand Name"
shall not include the corporate name of any Tobacco Product Manufacturer that does not after the MSA Execution Date sell a
brand of Tobacco Products in the States that includes such corpotate name.

(t) "Federal Tobacco 1..egislatiun Offset" mea:ns the offset described

in section X.

(u) "Final Approval" means the earlier of:

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

(2) June 30. 2000.
For the purposes _of this subsection (u), "State-Specific FmaliLy in a sufficient o~mber of Settling States"
means that -State•Specific Finality has occurred in both:
(A) a numb~r of Settling States equal to at least 80% of the total number of Settling States; and
(B) Settling States having aggregate Allocable Share!. equal to al least 80% of the total aggregate
Allocable Shares assigned to all Settling States.
Notwithstanding the foregoing, the Original Participating Manufacturers may, by unanimous written agreement,
waive any requirement for Final Approval set forth in subsections (A) or (8) hereof.
(v) "Foundation" means the foundation described in section VI.
(w} "Independent Auditor" means the firm described in subsection XI(b).
(x) "Inflation Adjustment" means an adjustment in accordance with the formulas for inflation adjustments set forth
in Exhibit C.
(y) "Litigating Releasing Parties Offset" means the offset described in suh~tinn XIl(b).
(z) "Market Share" means a Tobacco Product Manufacturer's respective share (expressed as a percentage) or the
total number of individual Cigarettes sold in the fifly United States, the District of Columbia and Puerto Rico during the
applicable calendar year. as measured by excise taxes col1ected by the federal government and, in the case of sales ill Puerto
Rico, arbitrios de cigarillos collected by the Puerto Rico raxing authority. For purposes o.f the definition and <lt:Lennination or
•'Market Share" with respect to calculations under subsection IX(i), 0.09 ounces of "roll your own" tobacco shall constitute
one individual Cigarette~ for pwposes of the definition and determination of "Market Share'' with respect to all other
calculations, 0 .0325 ounces of " roll your own" tobacco shall constitute .one individual Cigarette.
(aa) "MSA Execution Date" means November 23, 1998.
(bb) "NAAG"' means r'he NaLional Association of Attorneys General, or its successor organization that is directed
by the Attorneys General to perform certain functions under Lhis Agreement.
(cc) "Non-Participating Manufacturer'' means any Tobacco Product Manufacturer that is not a Participating
Manufacturer.
(dd) •'NonMSettling States Reduction" means a reduction deter.mined by multiplying the a.rnoum lo which suc h
re<luction applies-by the aggregate · Allocable Shares of those States that are not Settling Stares on the date 15 days before
such payment is due.
(ee) "Notice.-,Parties" means each Participating -Manufacturer, each Se1tling Stale, rhe Escrow Agent, the
Independent Auditor and NAAG.
(ft) "NPM Adjustment" means Lhe adjustment specified in subsection IX(d).
(gg) ';NPM Adjustment Percentage" means the percentage determined pursuant to subsection IX(d).
(hh) ''Original Participating Manufacture1s" means the following: Brown & Williamson .Tobacco Corporation,
Lorillard Tobacco Company, Philip Morri s Incorporated and R.J. Reynolds Tobacco Company, and the respective successors
of each of the foregoing. Except as expressly provided in this Agreement, once an entity becomes an Original Pankipating
Manufacturer, such entity sball permanently-retain the status of Original Panicipating Manufacturer.
(ii) "Outdoor Advenising" means (I) billboards, (2) signs and placards in arenas, stadiums.;· shopping maHs and
Video Game Arcades (whether any of the foregoing are open air or enclosed) (but not including any such sign or placard
located in art Adult-Only Facility). and (3) any other advertisements placed (A) outdoors, or (B) on the inside surface of a
window facing outward. Provided, however, that the term "Outdoor Advcnising" does not mean { l)·M advertisement on the
uutsitle of a Tobacco Product manufacturing facHity; (2) an individual advertisement that does not occupy an area larger than
14 square feet (and that neither is placed in such proximity to any other such advertisement so as to create a single "mosaic"type advertis'ement larger than 14 square feet. nor fum:tions solely as a segment of a larger advertising unit or series), and that
is placed (A) on the outside of any retail establishment that seUs Tobacco Pnxlucts (ul.her than solely through a vending
machine), (B) outside (but on rhe property of) any suc ti esr.ahli .,hmenr, or (C) on the inside surface of a window facing

(j) "Brand Name Sponsorship" means an athletic, musical, artistic, or ocher social or cultural event as to which
paymem is made (or olher consideration is provided) in exchange for use of a Bran_d Name or Names (l) as part o f the name
of the event or (2) to identify, advenise, or promote such event or an entrant, participant or team in such event in any other
way. Sponsorship of a single national or multi-state series or tour (for example, NASCAR (including any number of
NASCAR races)). or of one or more events within a single national or multi-state series or tour, or of an entrant. participant,
or team taking part in events sanctioned by a single approving organization (e.g., NASCAR or CART). rnnstitutes one Brand
Name Sponsorship. Sponsorship of an entrant. particjpant, or team by a Participating Manufacturer using a Brand Name or
Names in an event that is pan of a series or tour that is sponsored hy such Participating Manufacturer or that is part of a series
or t0ur in which any one or more events are sponsored by such Participating Manufacturer does not constitute a separate
Brand Name Sponsorship. Sponsorship of an entrant, participant, or team by a Participating Manufacturer using s H.rand.
Name or Names in any event (or series of events) not sponsored by such Participating Manufacturer constitutes a Brand
Name Sponsorship. The term "Brd.Dd Name Sponsorship" shall not include an event in an Adult-OnJy Facility.
(k) "Business Day" meaos a day which is nOl a Satutday or Sunday or legal holiday on which banks are authoriled
or required to close in New York. New York.
(I) "Cartoon" means any llrawing ur other depiction of an object, person, animal, creature or any similar caricature
that satisfies any of the following criteria:
(I) the use of comically exaggerated features;
(2) the attribution of human characteristics to animals, plants or other objects. or the similar use of
anthropomorphic technique; 01
(3) th~ attribution of unnatural or ex.trahuman abilities, such as imperviousness m pain or injury, X-ray
vision, tunn~ling al very high speeds or trnnsfonnation.

The term ..Cartoon" includes "Joe Camel," but does not include any drawing or other depiction that on July I , 1998,
was in use in any State in any Participating Manufacturer's corporate logo or in any Panicipating Manufacturer' s Tobacco
Product packaging.
(m) '"'Cigarette" means any product that contains nicotine. is intended to be burned or heated under ordinary
conditions of use, and consists of or contains (1) any roll of tobacco wrapped in paper or in any substance noL containing
tobacco; or (2) tobacco. in any form, that is functional in tbe product. which, hecause of its appearance, the type of tobacco
used in the filler, or its packaging and labeling, i"s likely tobe offered to, or purchased by, comumers as a cigarette; oc (3) any
roll of tobacco wrappt!d in any substance containing tobacco which, because of its appearance, the type of tobacco used in the
filler. or its packaging and labeling, is -likely to be offered to, or purchased by. consumers as a cigarette d escribed in clause
(1) of this definition. The tenn ''Cigarette" includes "roll-your-own" (i.e., any tobacco which, because of its appeamnce,
type, packaging, or labeling is suitable for use and likely to be offered to, or purchased by, consumers as tobacco for making
cigareltes). Ex.cept as provided in subsections ll(z) and ll(mm), 0.032.5 ounces of ·'roll-your-own" tobacco shall constitute
one individual "Cigarette."
(n) "Claims" means any and all manner of civil (i.e., non~criminal): claims, demands, actions, suits, causes of
action, damages(whenever incurred), liabilities of any nature including civil penaJLies and pwlllive damages, as well as costs,
expenses and attorneys' fees (except as to the Original Participating Manufacturers' obligations under section XVII), known
or unknown. suspected or unsuspected. accrued or unaccrued, whether ·legal, equitable, or stannory.
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ou1ward in any such establishment; .( 3) nn 'advertisement inside a retail establishment that sellli Tobacco Products (other
1han solely through a vending machine) chat is not placed on the inside surface of a window facing ou1warc1; ·or (4) an
outdoor advenisemenl at the site of an event 10 be held at an Adult-Only Facility that is placed at such_site during the
period the facility or encJosed area constitutes an Adult-Only Facility, but in no event -more than 14 days before the event,
and that does not advertise any T obacco Product (other than by using a Brcilld Name to identify the·event).
(jj) ''Participating Manufacturer'' means a T obacco Product Man·u facturer that is or becomes a _signatory to this
Agreement, provided that ( l) in the case of a Tobacco Product Manufactnrec that. is not an Original. Participating
Manufacturer, such Tobacco Product Manufacturer is bound by this Agreement and the Consent Decree (or, in any Settling
State that does not permit amendment o f the Consent Decree, a consent decree conr.aining term.,;; identical to µlose. set forth in
the Consent Decree) ia all Settling States in which this Agreement and the Consent Decree binds Origina1 Participating
Manufacturers (provided, however, that suth Tobacco Product Manufacturer need only become bound by the Consent Decree
in those Settling States in which the Senli.ng State has filed a Released Claim against it), and (2) in the case of a Tobacco
ProdUCt Manufacturer that signs this Agreement after the MSA Execution Date, such Tobacco Product Manufacturer, within
a reasonable period of time after signing this Agreemem. makes any paymems (including interest thereon at the Prime Rate)
that it would have been obligated to make in the intervening period had it been a signatory as of the MSA Execution Date.
"Participflting Manufacturer'' shall also incl ude the successor of a Participating Manufacturer. Except as expressly provided
in this Agreement, once an entity becomes a Partic ipating Manufacturer-such entity shall permanently retain the statu s of
Participating Manufacturer. Each Participating Manufacturer shall regulacly report its shipments of Cigarettes in or to the
fifty United States·, the District of Columbia· and Pue.no Rico to Management Science Associates, Inc. (or a successor entity
as set forth in subsection (mm)). Solely for purposes of calculations pursuant to subsection IX(d), a Tobac.co Product
Manufacturer that is not a signatory to this Agreement shall be deemed to be a ''Participating Manufacturer" if the Original
Participating Manufacmrers unanilllOusly COllseot in writing.

(pp) ··Releasing Parties" means each Settling Slate and any of ils past, present and future agents, officials acting
in their official capacities, legal representatives, agencies, departments, commissions and divisions; and also means , to the
full extent of the power of the signatories hereto to release pas1, present and future claims, the following: (I) any Sett1ing
State' s subdivisions (political or otherwise, including, but not . limited to, municipalities, counties, parishes. villages,
uninco rporated distric1s and hospital districts), public entities, public instrumentalities and public educational institutions; and
(2) ~rsons or entities acting in a parens patriae, sovereign, quasi-sovereign, private attorney general, qui tam, taxpayer, or
any other capacity, whelher or not any of them participate .in this settlement, (A) to the extent that any such person or entity is
seeking relief on behalf of or generally applicable to the general. public in such Settling State or the people of the State, as
opposed solely to private or individual relief for separate and distinct injuries, or (B) to the extent that any such entity (as
opposed to an individual) is seeking recovery of health--care expenses (other than -premium or capitation payments for the
benefit of present or retired state employees) paid or reimbursed, directly or i.ndirectly, by a Settling State.
(qq) "Settling -State" means any State that signs this Agreement on or before the MSA Execution Dare. Provided,
however, that the term "Settling State" shall not include (1 ) the States of Mississippi, Florida, Texas and Minnesota; and
(2) any State as to which this ~greement has been terminated.
·
(rr) "State" means any s~te of the United States. the District of Columbia. the Commonwealth of Puerto Rico,
Guam, the Virgin Islands, American Samoa, and the Nontlem Marianas.
(ss) "State-Specific Finality'' means, with respect to the Settling State in question:
( 1) this Agreement and the Consent Decree have been approved and entered by the Collrt as LO all Original
Participating Manufacturers, or, in ~ event of an appeal from or review of a decision of the Coun 10 withhold its approval
and entry of chis Agreement and the Consent Decree, by the cowl hearing such appeal or conducting such review;
(2) entry by the Court has been made of an order dismissing with prejudice aJJ claims against Released
Panics in the action as provided heiein; and

(kk) "Previously Set~led Stores Reduction" means a reduction detennined by multiplying the amount to which such
reduction appijes by 12.4500000%, -in lhc case of payments due io or prior 10 2007 ; 12.2373756%, in the case of payments
due after 2007 but before 2018; and 11.0666667%, in the case of payments due in or after 2018.

(3) the time for appeal or 10 seek review of or pennission to appeal (..Appeal") from the approvaJ and entry
as described in subsection (1 ) hereof and entry of such order described in subsection (2) hereof has expired; or, in the event of
an Appeal from such approval and entry, the At)peal has been dismissed, or the approval and entry described in (1) hereof
and the order described in subsection (2) hereof have been affinned in all material respects by the court of last resort to which
such Appeal bas been tak.en and such dismissal or affirmance has become no longer subject to further Appeal (including.
witho ut limitation, review by the United States Supreme Court).

(U) "Prime Rate" shall mean the prime rate as published from time 10 time by the Wall Street Journal or, in the
event the Wal] _Stre.et Journal is no longer published or no longer publishes such rate, an equivaJent successor reference rate
determined by rhe Independent Auditor.

("')
I
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(mm) _...Relative Market Share" means an Original Participating Manufacturer's respective share (expressed as a
percentage) of the total -number of individual Cigarettes shipped in or to the fifty United States, the District of Columbia and
Puerto Rico by a11 the Original Participating Manufacturers during the calendar year immediately preceding the year in which
the payment · at -issue is due (regardless of when such payment is made), as measured by the Original Participating
Manufacturers' reports of shipments of Cigarettes to Management Science Associat_e s, Inc. (or a successor entity acceprable
to both the Original Panicipating Manufacturers and a majority of those Attorneys Geoeral who are both the Attorney
General of a Settling State and a member of the NAAG executive committee at the time in question). •A Cigarette shipped by
more than one Panici"pating Manufacturer shall be deemed to have been shipped solely by the first Panicipating Manufacturer
to do so. For purposes of the ·defi niti on and determination of "Relative Market Share," 0.09 ounces of "roll yoUI own"
tobacco shall constitute one individuaJ Cigareu.e.

(tt) "Subsequent Participating Manufacturer'' means a Tobac.co Producl Manufacrurer (other than an Original
Participating Manufacturer) that: (1) is a Pai:t.ic'ipating Manufac1wer, and (2) is a signatory to this Agreement, regardless of
when suc h Tobacco Product Manufacturer became a signatory to this Agreement. "Subsequent Participating Manufacturer''
shall also include the successors of a Subseque nt Panicipaling Manufacturer. Except as expressly provided in this
Agreement, once an entity becomes a Subsequent Pan.icipating Manufacturer such entity shall permanently retain the status
of Subsequent Participating Manufacturer, unless it agrees to assume the obligations of an Original Participating
Manufacturer as provided in subsection XVlll(c).
(uu) "Tobacco Product Manufacturer" means an entity that after the MSA Execution Date directly (and not
exclusively through any Affiliate):

(M ) "Released Claims" means:

(1) manufactures: Cigarettes anywhere that such manufacturer intends to be sold in the States, including
Cigarettes intended to be sold in the States through an importer (except where such importer is an Original Participating
Manufot.·u1rer that wi11 be responsible for che payments undei this Agn+ment with respect to such Cigarettes as a result of the
provisions of subsections IJ(mm) and that pays the taxes speci fied in subsection Il(z) on such Cigarettes. and provided that
the manufacturer of such Cigarettes does not market or advertise such Cigarettes in the States);

( 1) for past conduct, ac<s or omissio ns (including any damages incurred 1n the furure arising from such past
conduct, acts ·or omissioris).· those Claims directly or indirectly based On, arising out of or in any W,a y related, in whole or in
part, 10 (A) the use, sale; distribution, manufacrure, devel0pillenl, advertising, marketing or health effects of, (D) the exposure
Lo, or (C) research~statemellts, or warnings regarding, Tobacco Products (including, but no t limited 10. the Claims asserted in
the actions identified ill Exhibit D. or any comparable Claims that were, could be or could have been asscned now or in the
future in those actions or in any comparable action in federal, state or local coun brought by a Settling State or a Releasing
Party {whether or not such Settling State or Releasing Party has brought such action)). except for claims not assened in the
actions identified in Exhibit D for ou tstanding liability under existing licensing (or similar) fee laws or existing tax laws (but
not excepting <;laims for any tax liability of the Tobacco-Related Organizations or of any Released Party with respect to such
Tobacco-Related Organizations, which claim,;; are covered by the release and covenants set forth in this Agreement);

(2) is the first purchaser anywhere for resale in the S tates of Cigarettes manufactured aQYwhere that the
manufacturer does not intend to be sold in the States; or
(3) becomes a successor of an entity described in subsection (1 ) or (2) above.
The tenn 'Tobacco Product Manufacturer" shall not include an Affiliate of a Tobacco Product Manufacturer unless
such Affiliate itself falls within any of subsections ( 1) - (3) above.
(vv) ' Tobacco Products" means Cigarettes and smokeless tobacco products.

(2) for future conduct, acts or omissions, only those monetary Claims directly or indirectly based on,
arising out of or in any way related to, in who le or in pan, the use of or exposure to Tobacco Pn:>ducts manufactured in the
ordinary course of business. ioc:luding without limitation any future Claims for reimbursement of be.al.th care costs a11egedly
associated with the use of or exposure to Tobaa.-o Produc1s.

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

(xx) '"Transit Advenisements" means advertising on or within private or public vehicles and all advenisements
placed at, on or within any bus stop, taxi stand, transportation waiting area, train station. airpon or any similar location.
Notwithstanding the foregoing, the term 'Transit Advertisements" does not include (1) any advertisement placed io. on or
oulSide the premises of any retail establishment that sells T obacco Products (other than solely through a vending machine)
{except if such individual advenisement (A) occupies an area larger than 14 square feet; (B) is placed in such proximity to
any other such advertisement so as to create a single "mosaic"-type advertisement larger than 14 square feet; or (C) functions
solely as a segment of a larger advert.is.i ng unit or series): or (2) advertising at the site of an event to be held at il1l Adult-Only
Facility that is placed at such site during the period the facility or enclosed area constitutes an Adult-Only Facility, but in no

(oo) "Rclea,.qed Panics·· means all Panicipating Manufacturers, their past, present and future Affiliates, and the
respective divi sions, .'officers_, directors. employees, representatives, insurers, lenders. underwriters. T obacco-Related
Organizations. trade associations, suppliers, agents, auditors, advenising agencies, public relations entities, attorneys,
retailers and disliibutors of any Participating Manufacturer or of any such Affiliate (and the predecessors, heirs, executors,
administrators, successors and assigns of each of the foregoing). Provided. however, that "Released Parties" does oot include
any person or entity (including, but. not limited to , an Affiliate) that is itself a Non-Participating Manufacturer at any time
after the MSA Execution Date, unles·s Such person or entity becomes a Participating Manufacturer.
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event more than 14 days_before the event, and thal does nol advertise any Tobacco Product (other than by using a Brand
Name to identify the event).

Sponsorship, to the ex.tent that such Ouldoor Advertising is placed at the site of a Brand Name Sponsorship no more than
90 day.,; before the start of the initial sponsored even1, is removed within JO days after the end of,the Jast sponsored event,
and is nOtpro~bited by subsection (3)(A).above.

(yy) "Underage" means younger than the minimum age a1 which it is legal to purchase or possess (whichever
minimum age is o lder) Cigarettes in the applicable _S ettling State.

(4) Cm:porate Name Spngsorships.
Nothing in this subsection (c) shall prevent a Participating
Manufactur_er from sponsoring or causing to_be ·s ponsored any arhletic, musical, artistiC, or other sociaJ. or cultural event, or
any ·eouant~ panicipant or team in such event (or series of events) in the name of the corporation which man~acrures
Tobacco .Products, provided thac the corporate name does not include any Brand Name of.domestic Tobacco Products.

(zz) ..Video Game Arcude" means an entenainment esrablishmem primarily consisting of video games (other than
video gamt.."8 intende.d primarily for use by persons 18 ,years of age or older) and/or pinball n;iachioes.
(aaa) "Volu_m e Adjustment" means an upward or downward adjusunent in accordance with the formu.Ja for volwne
adjusmiencs set forth in £xhibit E.
(bbb) "Youth" means any person or persons under 18 years of age.

ID.

(5) Natniog Rights Prohibition. No Participating Manufacturer may enter in10 any agreement for the
naming rights of any stadium or arena located within a Settling State using a Brand Name, and shall not mhcrwise 'causc a
stadium or arena located wilhio a Settling State to be named with a Brand Name.

PERMANENT RELIEF

(6) Prohibition on Soonsoring Teams and Leagues. No PanicipatiJlg Manufacturer may enter into any
ugreement pursuant to whic_h payment is made (or other considenllion is provided) by such Participating Manufacturer to any
football , baske1ball. baseball, soccer or hockey league (or any team involved in any such league) in exchange ror use of a
Brand Name.

(a) Prohibition on Volllh Targeting. No Participating Manufacturer may take any action. directly or indirectly, to
target Youth within any Se1tlingStare in tbe ·adve,tising, promocion _o r marketing of Tobacco Products, or take any action the
primary purpose of which is to initiate. maintain oi increase the in9idence of Youth smoking within· any Settling State.
.
(b) Ban on Use of Cannons- Beginning L80 days after the MSA E#cu1ion -Date, no Participating Manufacturer
may use or cause·to be used any Cartoon in the advertising, promoting, packaging or labeling of Tobacco Products.

(d) ·Elimination of Outdoor Advertising and Transit Adveaisemems- F.ach Participating Manufacturer shall
discontinue Outdoor Advertising and -Tr3Jlsit Advertjsemems advertising TobScco Products wilhin the Settling Scates as sec
fonh herein.
(1) ~ - Except as o(berwise provided in this _section, each Participating Manufacturer sbaJl remove
from within the Senling States wit.bin 150 days after lhe-MSA Execution Date all of its (A) billboards (to the exten_t lhat su~h
biJlboards constitule Ou1door Advertising) advertising Tobacco Products; (B} signs and placards (to the ex.tent that such signs
and placards conslltute Outdoor Ad ...ertising) advertising Tobacco Products in arenas, stadiums, shopping malls and Video
Game Arcades; and (C) Transit Advertisements advertising Tobacco Products.

(c) Limitation of Tobacco Brand Name Sponsorships.
(1) Prohibited Sponsorships; After the MSA Execution Date. Op Participating Manufacturer may engage
it1 any Brand Name Sponsorship in any Stare -consisting of:
(A) concerts; or
(8) events in which the intended audience is comprised of a significant percentage of Youth; or
(C) events in ·which any paid participants or contestants are Youth; or

(2) Prohibition on New Outdoor Advenisiog aod Itunsil AdvenisemeOls- No Panidpating Ma:nufacrurer
may, after the MSA Execution Date, place or cause 10 be placed any new OutcJoor Advertising advertising Tobacco Products
or new Transit Advertisements advertising Tobacco Products within any Se1tling Staie.

(D) any athletic event between opposing teams in any football, basket.ball. basebaJI, soccer or

hockey league.
(2) Limited Sponsorships.

(3) Alternative Advertising. With respect to those billboards required.to be removed under subsection ( 1)
that rue teased (as opposed to owned) by any Participating Mamifac~urer, the Participating Manufacturer will allow the
Attorney General of the SettHng State within which such billboards are located to substitule, at the Settling Stare's option,
alternative· advettisiilg intended to discow-age the use: of Tobacco Products by Youth and their exposure to second-hand
smoke for the remaining term of the applicable contract _(without regard 10 any renewal or option term that may be exercised
by such Participating Manufactwer). The Participating Manufacturer will bear the cost of the lease through the end ?f .such
remaining term. Any other costs associated with such alternative advertising wiU be borne by the Settling Stale.

(A) No Participating MaiiUfacturer may engage in more than one Brand Name Spollsorship in the
States in any twelve•month_period (such period measured from the date of the initia1 sponsored ,event).
(B) Provided, however. that
(i) nothing contained in subsection (2)(A) - above shall require a • Participating
ManufaclUJ"er lo ·breach or tenninate any sponsorship contrac1 in existence as of August 1, L998 (until the earlier of (x) lhe
current lerm of any existing contract. without regard to any renewal or opt.ion tba1 may be exercised .by such Participating
Manufacturer or (y) three years after the MSA Execution Date); and

(4) Ban on Ag£eemeots Inhibiting Anti-T9bacco Advertising. Each Participating Manufacturer agrees that
it will not enter into any agteement that prohibits a third pany from selling, ·purchasing or displaying advertising discouraging
Lhe use of Tobacco Prciducts or exposure to second..t1and smoke. In the event and to the extent that any Participating
Manufactwer has entered into an agreemen1 containing any such prohibition. such Panicipating Manufacturer agrees to
waive such prohibition in such agree ment.
(5) Qeo:igmtJinn gf Contact Person. Each Participating Manufacturer that has Outdoor Advertising or
Transit Advenisements advertising Tobai..-co Produc1s within a .Settling State shall, within IO days aftef the MSA Execution
Date, provide the Atlomey Genera] of such Settling State with tlie name of a contact person to whom the Settling State lliay
direct inquiries during I.he time such OUtdoor Advertising and Transit Advertisements are being eliminated. and from whom
the Settling Stale may obtain periodic reports as to the progress of their elimination.

(ii) nmwithstanding subsection (L )(A) aboVe, Brown & Williamson Tobacco
Corporation may sponsor e ither the GPC country music festiva1 or the Kool jazz festival as ils one annual Brand Name
Sponsorship permitted pursuant to_subsection (2)(A) as wel1 as one Brand Name Sponsorship permitted pursuant to
subsection (2)(B)(i).

(3) Related SoonSOrshiP Restrictions- With respect to any B'rand Name Sponsorship permitted under this
subsection (c),
(A) advertising of the Brand NaIDe ·Sponsorship event shall not advertise any Tobacco Product
(other than by using the Brand Name to identify such Brand Name Sponsorship event);
(B) - no Participating-Manufacturer _may refer to ·a Brand Name Sponsorship event or to a celebrity
or other person· in such an event in i:ts advertising of a Tobacco Product;

(6) Aduh-OnlY Facili1ieg. To Inc extent that any advertisement advertising Tobacco Products located
within an AduJt-Only Facility constitutes Outdoor Advertising or a Transit Advenisement, this subsection (d) shall not apply
to such adyerlisement, pr9vided such advertisement is 001 visible to persons outside such Adult-Only Facility.

(C) nothing contained in the provisions of subsection ill(e) of lb.is Agreement shall apply to
actioD.s taken by any Participating Mantifacrurer in connection with a Brand Name Sponsorship permittec, pur.mant to the
provisions of subsections (2)(A) and (2)(B)(i); the Brand Name Sponsorship permitted by subsection (2)(B)(ii) shllll be
subject to the restrictions of subsection ffi(e) except that such restrictions shall not prohibit use of the Brand Name to identify
the Brand Name Sponsorshlp;

(e) Proh.ibitfo0 on Pavments Related 10 Tobacco Products and Media No Participating Manufacturer may.
begi:nrung 30 days after. the ;MSA Execution Date, make. or cause co be made,. any payment or other consideration to- any
other person or entity to .use, display, make reference to or use as a prop any Tobacco· Product, Tobacco Product package,
adveni,sement for a Tobacco Product, or -any other i1em bearing a Brand Name in any motion pic1ure, television show,
theatrical production or other live performance, live or recorded performance of_music, commercial film or video, or video
game ("Media") ; provided, however, that the foregoi,ng prohlbition shall not apply to (1) Media wllcre the audience -or
viewers are within an Adull~Only Facility (provided such Media are not visible to persons outsjde such Adult-Only Facility);
(2) Media no1 intended for dislribulion or display to the public; or (3) instructional Media concerrung non-con~lional
cigaretres viewed only hy or provided only to smokers who are Aduhs.

(D) nothing contained in the provisions of subsections ill(f) and ID(i) shall apply to apparel or
other merchandise: (i) marketed, distributed, offered, sold, or licensed at the site of a Brand Name Sponsorship permitted
pursuant to subsections (2)(A) or (2XB)(i) by the person to which the relevant Participating Manufacturer bas provided
payment in exchange for the use of the relevant Brand Name in lhe Brand Name Sponsorship ot a third-party that does not
receive payment from the relevant Participating Manufacrurer (or any Affiliate of such Participating Manufacturer) in
connection with the marketing, dislribution, offer, sale or license of such apparel or other merchandise; or (ii) used at the site
of a Brand Name Sponsorship pennitted pursuant to subsection (2)(A) or (2)(B)(i) (during such event) that are not distribuled
(by sale or otherwise) 10 any !11-ember of the gcocral public; and

(f) . Ban o n Tobacco Brand Name Merchandise. Beginning July l, 1999, no Participating M~umfacturer may, within
any Seuling State, market, distribu1e. offer, selJ, licerise or cause to be marketed, distribured, offered. sold or licensed
(indudi.ng, without limitation, by catalogue or direct mail). any apparel or other merchandise (other than Tobacco Products,
irems the Sole function of wh.ich is to advertise Tobacco Products, ·or written Or cfocuonic publications) which bears a Brand
Name. Provided, however, 1hat nothing in lhis subsection shall (1) require any Participating Manufacturer to breach or

(E) nothing contained. in the provisjons of subsection ffi(d) shall: (i) apply to the use of a Br.md
Name on a vehicle used in a Brand Name Sponsorship; or (ii) apply to Outdoor Advertising advertising the Brand Name
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tenninale any licensing agreement or other contract"_i.n exjstence as ofluoe 20. l 997 (this exception shall not apply beyond

designate an executive level manager (and provide written notice to NAAG of such designation) to

the current term of .any ex.isting contract, witboul .regard lo any renewal or ~tion term that may be exercised by such

identify methods to reduce Youth access to, and the incidence of Youth consumption of, Tobacc:o Products; and

Participating. Ma11ufacture.t)~ (2) prohibit __the distributiQn to_. any Participating Manufacturer' s eID.J)loyoe wbo is ·not
Underage.of any iLein des<;ribe<I ~bove that fa intended-for the pei;-sonal u_se __of such an employee; (3) 'req~ any Participating
M_anufactur~ to retrieve. coUect or Otherwise recov~r any .item l,hat .prior to the .MSA Ex.ecution·__Dare was marke_ted,
distributed. offered, sold, Jicen~ or .caused to _be marketed, disi:rib1.1ted.- ()ffered. sold or licensed by such Partidpating

encourage its employees to iden_tify additional methods to redtice Youth access to, and the incidence of
Youth consumption of, Tobacco Products.
(m) Limitations on LQbbyipg. Following Slate-Specific Finality in a Settling Stale:
(l) No Panicipating Manufacturer may oppose. or c~use to be opposed (including through any third party
or Affiliate), .the passage by such Settling State (or My political subdivision thereof) of those state or local legislative
proposals or administrative rules described in Exhibit P hereto intended by their terms to reduce Youth access to, and the
incidence of Youth co_nsumption of, Tobacco Products. Provided. however, thal the foregoing does not' prohibit any
Panicipating Manufacturer from (A) challenging enforcement of, or i.uing for declaratory or injunctive relief with respect to,
any such legislation or rule on any grounds; (B) continuing, after State-Specific Finality in such Settling State, to oppose or
cause to be opposed. the passage during the legislative session in which State-Specific Finality in such Settling State oceun.
of any_specific state or local legislative proposals or administrative rules introduced prior to the time of State-Specific
Finality in such Settling State; (C) opposing, or causing t() be opposed, any excise.tax or income tax provision or user fee or
other payments relating to Tobacco Products or Tobacco Product Manufacturers;.or (D) opposing, or causing to be opposed.
any state or local legislative proposal or administrative ruJe that also includes measures other than those described in

Manu_facturer; (4)apply to coupo~ or other itc~ used by Adulis so}ely _in connection with the purchase of Tobacco
Products; or (5) apply to appa:rel_.or other merchandise used within an Adu1t_-Only Facility lhat is not distributed (by sale or
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01herwise) to any member 0:f the ge~ra,l public. ·
·
__ ·. · ·
·
(g) Ban on Youth A.cress tQ Free Samples. After the MSA Exec,ution Datt,·'no Pan.icipati~ Manufacturer may.
withln ariy Settling State, distribute or cause to be distributed any free samples OfTobac~ Products e~cept in an Adul1-0nJy
facility. For pmposes of thi~ A~nt!_a "free _sample" does not include ·a ')"ob~-CO ('roduct that i_s: p_ro.vided ,o an Adult in
connection _with (_I_) the pun:hase, eXcbanie -(?r _redemption for propf of purchase pf any Tobacco Products (including. bUt noc
limited to, a free offer in connectio_n _with the purchase of Tobacco .~ucts'. such as a ..tw:o-for-one" offer). or (2).the
conducting of !;Onsumer.testing or evaluation of Tobacco Products with persons who-certify Uia,t tbey are Adults:
{h) Ban oD YiftS.to Vndera"·Persons',Based on Proofs of Purchase. Beginning one year aft~ the Ms A·Execution
Date. no Participating Manufacturer IDay provide or cause •to be J){OVide.d to HOY _person without sufficient proof that such
person is an Adult_ any_Jtem. in exchwige for the pUI'Chase of Tobacco Products, or. the f urnishing of credits, proofs-ofpurcbase, or coupons with respcct·to such a purchase. For purposes of lhe preceding sentence only; (I) a driver' s license or
other government-issued identification (orJegible photocopy thereQt). the 'vaJiditYof Which is_certified by_the _person 10
whom the item i_s provided, shall by itself·be deemed ·to be a sufficient form of proof of age; and ,(2) in the case of items
provided (or to be •redeemed) at.retail establishments, a Pai:ticipating Manufacturer shall be entitled to roly oo Verification of
proof of uge by tbe retail(;:{', where sucb ·retailer is required to.obtain verification under ·applicable federaJ. st.a1e or local law.
(i) Umitation o"n ·TbitcJ-Party'l.Jse of Brand Names-- After~-MSA .Exetlltion Date. no Participating Manufacturer
may license or otherwise ix.pressly auiliorize any third pan.y to use or adv.ertise within any Settling State any Brand Name in.
a mariner prohibited by this Agreement if done by such Participating Manufacturer itself. Each Panitipating Manufactw-et
shall, within 10 days: after- the MSA -E~ecution Date, desi~ a person (and provide written notice io NAAG of such
d~ignation) to whom the Attorney Geoeral of any Settling State m.ay provide written notice of any such third~pany aGtivity
that would De prohibited.by this Agreement ~f dooe by such.Panicipating.Manufacru.rer·itself. Pollo.wing such written notice,
the Participating Manufacturer will pro_mptly take commetcia.Jly reasonable steps against any such non-de minimi.s third~party
activity. Provided. however, tbat _notbjng ill this subsection shall require any Panicipating Man_ufacturcr to (I) breach-or
tcrmina~ any licensing agreement or other contract in exist~cc as qf JuJy l, 1998 (this exceptjon shall Dot apply beyond the
current __ternl of any ·exi_sting contract, _without .regard to any renewal o, option 1erm that may be exercised by such
Participating _tvfaoufacturer); .-or (2) retrieve, collect or .otherwise recover-any item. that prior to the MSA ~xecution Date was
~!e<l.. ~s_tributed. offered, sold, licensed or .cau5ed to_be markcJe(I, distributed. off~red. sold or licensed by such
Particlpating Manufacturer.
{j) Ban on Non-Tobacco Brand Names. - No Panicipating Manufacturer may, pursuam to any agreement requiring
the ·payment· of. money' or other valu~tile consideration, use or cause tO be._uscd. ~ a brand name of any Tobacco Produ_
Cl .any
nationally recognized or natio~ally_.- esta_blished brand nanie · or trade oame Or any _·o~n_-tobacco item or setvice or ·any
nationally recognized r,r nationally "established spons team. eruenainment group OT individual cele.brity. Provided, however,
that the ·prcceding .sentcnce ,sh'all not app!y to ·any Tobacco Product braod. name in existence as of-July 1, 1998. For the
pwposes Of this subsection,.the te~ "ocher valuable consideration'' shall not include an agreement between two entities who
en1er into such agreemenLfor the sole purpose.of.avoiding ·infringemen1·claims;
(k~_- Mioiuium·_Pitek Si7& _of Twe·my Cjgareues: No Participating Manufacturer may, beginning 60 days after the
MSA Execution·Date ·and through and induding December 31, 2001, manufacture or cause to be manufactured for sale.in
any Sett_ling·State any pack or other conrainer of Ciga_rettes cor:ttaioing fewer than 20 ·Cigarettes (or, in the case of roll-yourown _tobacco. any_ package ~f roll-your-9wn tobacco containing less thao 0.60· ounce.s_- of tobacco). No Participating
Manufacturer may. beginning 150 days _after the MSA Execution Date and through and including December 31, 2001, sell or
distribute in any Settling State:any pack or .other container•of Cigarettes conurining fewer than 20 Cigarettes (or, in the case
of roll-your-own tobacco;·· any package of roll-your-own tobacco containing less chan 0.60 ounces of tobacco). _Each
Participating Mailufacturer funber agrees_that following lhe -MSA Execution _pate it shaJ1 nO\ oppose,_or cause to be opposed
(including ~QVgh any ~rd party or Affilia_te), the pass:age by any Settling State of any legisla_tiye proposal or administrative
rule applicable to all J:obacco Product Manufacturers and all retailers of Tobac,co Producis--prohibitihg the manufacture and
sale of any pack . or otller container of_Cigarettes ·containing fewer_than 20 Cigarectes (or. in the case of roll-your-own
tobacco. any package of ro1l-your--0wn toba·cco containing less than 0.60 ounces of tobacco).
(I) Coq,orate CuJrµre Qgmmjgnepts Re)ated to ·Youth Access and Consumption. Beginning 180 days after lhe
MSA Execution Date each Participating Manufacturer s:ball:
promulgate or reaffirm corporate principles that express and _explaill its coinroitment to comply with the
proVisio_ns Of _this Agreement__and the·reduction of use of Tobacco Products by Youth. and clearly and ~gularly communicate
to -its employees and customers ils commitment lo assist in the reduction of Youth ·use of Tobacco Products;

Exhibit P.
(2) Each Participating Manufacturer shall require all of its officers and empJoyees engaged in lobbying
activities in such Settling State after Sta~Specific FinJlity. t-'"OnU;-'dCl 1obbyil>1S engaged in lobbying activities in Such Settling
S1ate after State-Specific Finality, and any ocher third parties who engage in Jobbying activities in such Senling Stare after
State-S'pecifie Finality on behalf Of such Panic)pating Manufacturer ("lobbyist" and "lobbying activities" having the rneaning
s:ucb terms have under -the law of~ Settling State in question) 10 certify in writing to the Participating Manufaccurcr that

they:

(A) will not suppon or oppose any state, local or federal legislation, or seek or oppose any
governmental action, on behalf of the Panicipating Manufacturer without the Participating Manufacturer's express
aulhorization (except where such advance_~xpress authorization is not reasonably practicable);
.
..
(B) are . aware of and will fully comply with this Agreem.ent and all laws and regulations
applicabl~ lo their lobbying activities, including, without limi\ation, those related to disclosure of financial comributions.
Provided, however. that if the Settling State in questiOn has in e~stence no laws or regulations relating to disclosure of
financial contributions regar~g lobbying activities. then each Panicipating Manufacturer shall, upon request of the Attorney
General of such Senling State, disclose to . such . Attorney . General any payment to a lobbyist that the Panicipating
Manufacrure:r knows or bas reason to know will be used to influence 1egis)ative or administrative actions of the state or local
government relating to Tobac~ Products or their use. Disclosures made pursuant to the preceding sentence shall be filed in
writing with the Offire ~f the Attomey General on the. first day of February and the first day of August of each year for any
and all payments made during the six month period ·ending on the last day of the.preceding December and June, respectively;
with the following _inform.ation: ( 1) the name. address, telephOne number and e-mail address (if any) of the recipient (2) the
amount of each payment; and ·_(3) the aggregate amount of all payments described in this subsection (2)(8) to tile recipient in
the calendar year; and
,
_(C) have reviewed and will fully abide by the. Panicipating Manufacturer's corporate principles
promulgated pursuan1 to this Agreement when acting on behalf of the Panicipating Manufacturer.
(3) No Participating Manufacturer may s11pport or c.ause to ~ supported (including through any third party
or Affilia1e) in Congress or any 01her forum legislation or rules that would preempc:, override, abrogate or diminish such
Settling State's right~ or recoveries under thiS Agreement. Except as specifically provided in this Agreement, nothing herein
shalJ be Qeemed to restrain any Se,ttling Stale or ·ftan:icipating Manufacturer from advocating termS of any oatiooaJ setdcment
or talcing any other positions .on issues relating to tobacco.
(n) ·Restriction on-Advocacy Cqpcemiq_g SettlemeQl Prgcgds. After the MSA Execution Date, no Participating
Manufacturer may suppon or cause to be sul:'poned (including through any third pany or Affiliate) the diversion of any
proceeds of this senlemeot to an)' program or use that is neither tobacco-related nor health-related in connection with the
approval of this Agreemeilt or iii any subsequent legislative appropriation of settlement proceeds.
(o) Dissolution of The Jobpcco Institute Inc tm,; CgynciJ for Tobacco Researcb-U SA. Inc- and the Center for
Indoor Air Research Jnc.
(I) The Council for Tobacco Ro"'arch:U,S.A .. Inc. ("CTR") (a no1-for-profi1 col])oration formed under the
laws of the State·of New York) shall, pur.suan.t to the plan of dissolution previously negotiated and agreed to between the
Attorney General of the State of New York and CTR. cease all operations and be dissolved in accordance with the laws of the
Staie of New York (and with the preservation of all applicable privileges held by any member company of CTR).
(2) The Tobacco_Ins.iirute, Inc. ("Tf') (a no1-for-profi1 corporation formed under the laws of the State of
New York) shaJI, pursuant to a.plan of dissolution .tO be negotiated by the Attorney General of the State of New York and the
Original Participating Manufacturers in accordance with Exhibit G hereto, cease all operations aod be dissolved in
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accordance wilh the laws of the State of New York and under the authority of the Attorney General of the State of New
York (and with the preservation of an applicable privileges held by any mcmbet Company of Tl).

IV. PUBLIC ACCESS TO DOCUMENTS
(a) After ihe MSA Execution Date, the Original Panicipating Manufac,t1Uers and the Tobacco-ReJated ·
Organizations wil1 support an application· for the dissolution .or any protective orders entered in each Settling State's
lawsuit identified in Exhibit D with respccc -o nJy co those dOCUrilencs; indiceS and privilege logs that have been prodUced as of
the MSA Execution Date to such'Settling· State and (1)-as to which defendants have made no claim, -Or have withdrawn any
claim, of a_u omey-dient pfivilege. attorney work-product protection. common interest/joint defense privilege (collectively,
"privilege'.'),.trnde-secrel protection, or confidential or proprietary business information~and (2) that are DOI inappropriate for
public disclosure because .of pefSoµal privacy interests or_contraclUa.J rights of third parties that may not be abrogated by the
Original ParticipaUng Manufacturers or the Tobacco~Relaled Organization~.
(b) ·Notwithstanding State~specific Finality, if any order, ruling or recommendation was issued prior 10 September
17, 1998 rejecting a claim of privilege. or trade-secret •protection with respect to any document or documents in a lawsuit
identified in Exhibit D, the Settling State in which · such order, ruling or recommendation was made may, DO later than 45
days after the OCCurrence of S~te-Specific Finality _in sucb Settling State, seek. public disclosure of such docuUlCnt or
documents b}' application 10 the_coun that issued such order, rul_ing or recommendation and the coun shall retain juriscijction
fOr s·uch purposes.· The ()rig.inal Participating Manufacwtl:rs and Toba.cco-~cJated Organizations do n9t consent to. and may
object to; appeal from or otherwise oppOse ,any such .application,for disclosure. The.Original Participating ManUfacturers_and
Tobacco-Related Organizations will not assert that the sctt~ment of such lawsuit has c.livested the coun of jurisdktion or that
such Settling State lacks s1anding to seek j,ublic disclosure on any applicable grpund.

(3) Within 45 days after Final Approval, the Center for· lndocir Air Research, Inc. (..CIAR") shall cease
all operations. and be dissolved in a manner consistent with applicabl~ law and with the preservatiori of all applicable
privileges (including, withou1 limi1a1fo11. privileges held by any member company of CIAR).
(4), -Tbe Panicipating Manufacturers Shall 'direct the Tobacco-Related Organizations to preserve 811 records
that relate in any way 10 issties raised in smoking-related health litigation.
"(5). The Participating Manufactu.n:rs may -~ot're<..•onSliLute CTR or it~ fullCtiOn ill any fonl:'~
(6) The Participating M~ufacture~-- represent that they have the authority to ,and will effectuate
sul)secuons (I) through (5) hereof.
(p) Regu}a[ion and Oversight of New Tobacco:Related Trade Associations.

(-1) A -Participating. Manufacturer·-may form or panicipate in new tobacco~related trade associations
(subject to al] applicable Jaws), provided such associations agree in writing not to act.in any manner contrar)' to any provision
of this Agreement. Each Participating Manufacturer agrees that if any new tObacco--related trade association fails to so agree,
such Participating Manufacturer will not partici_pa1e i~ or suppon such association.
(2) Any tobacco-relared trade association that is fomted or controlled by one or inorc of the Participating
Manu_facturers after the MSA Execution Date shall adopt by-laws governing the association's procedures and the activities of
its members, board, employees, agents and other rcpresentatiVes with rcsp·e cuo the tobacc€rrelated trade association. Such
by-laws sbaJJ include, among other things, provisions that:

(c) The Original Panicipating _Manufacturers will_main_taio at their expen~ their Internet document websites
accessible through "TobaccoResolution.com" or a similar _website until June 30, 2010. The OriginaJ Participating
Manufacturers will" maintain the documents that currently appear on their respective websites and will add additiooal
documents to their websites as provided in this section JV .

(A) each·· officer of the association shall . be appOi_nted by_the' board of the association,. sball be.an
Cmployee· of such association, and during such officer' s tenn_shall not be a director of or employed by any meinber of the
association or by an Affiliate of any member of the associati~m;
·

(d) Within 180 days after the MSA J;:xecution Date, each. Original ~articipating Manufacturer and Tobacco-Related
Organization will place on its Website copies of the following documen1s, .ex.cept as provided in subse<:tions .IV(e) and IV(O
below:
(l) all documents produced by such Original P,Jrt:icipating Manufactufer or Tobacco-Related Organization
as or the MS A Execution Date in any action identified io Exhlbi1 Dor any action identified in section 2 of Exhibit H that was
filed by an A,.ttorocy General. Among these documents, each Original Participating Manufacturer · and Tobacco-Relared
Organization will give the highest priority to (A) the docwnen1s that were lisred by the State of Washington as trial-exhibits
in the State of Washington v. American Tobacco Co. et al .• No. 96•2-15056.S SEA (Wash. Super. 0 .. County of King): and
(B) the documents as to which such Origi[lal Participating Manufacturer or Tobacco-Related Organization withdrew any
claim of privilege as a rcsult _of the re-examination of privilege claims pursuant to _c oun order in State of Qklahoina v. R.J.
Reyno)d'I Tobacco Company et al., CJ -96-2499-L (Dist. Ct., Cleveland County);

.. . _ .
(B) legal counsel for the association shall be independent, and neither counsel nor any member or
-~mpl?~ee of counsel's law funi shall serve as legal counsel to. any me~er of the association or to a _manufacturer of Tobacco
Prod~ that _is an Affiliate of any member of the association during. the time that it is serving as _1egal counsel to the
association~ and
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(C) minu1es describing the substanee of the meetings of the board of directors of the association
~ball be prepared and shall .be maintained by the association for a period o_f at least five years f?11Qwing their preparation.

·
(3) Without limitation on whateV1.:r other rights to access they · may be permitted by law, for a period of
seven years from the date any new tobacco-related trade.-association is formed by any of 1he Participating Manufacturers after
lhe, MSA Execution Date the antitrust authorities of any Settling State may, for 1he purpose of enforcing this Agreemen1,
upon reasonable cause lo believe thru a ,violation of chis Agreement has occurred, and upon reasonable prior written notice
(but in no event less than 10 Business Days):

(2) all documents that can be identified. as having been produced • by, and copies of transeripts of
deposition s given by; such Original Participating Manufacturer or Tobacco-Related Organization as of lh_e MSA E-x.ecution
Date in the litigation matters specified in sectiOn i of Exhibit H; and
(3) all documents produced by such Original Panicipating Manufacturer or Tobacco-R.eJated Qrganizacion
as of the MSA Execution Date -and listed by the -plaintiffs as trial exhibits in the litigation matters specifiedin section 2 of
ExhibitH.
(e) Uflless _copies of such documents are already on its website, each Original Participating Manufacturer
and Tobacco-Related Organizalion wi11 place on its website cOpies of documents produced in any production of documents
that takes place on or after the d:lte 30 days before the MSA Execution 0-dte in any federal or stale court civil uction
concerning smoking an4, health. Copies of any documents required to be placed on a website pursuant to lhis subsection will
be placed on such website within the later of 45 days after the MSA Execution Da1e or within 45 days after the production of
such documents in any federal or state court action concerning smoking and health. This-obligation wil1 continue until June
30, 20 l 0. ln ·placing suCh newly produced documents .on its website, each •Original Participating Manufacturer or TobaccoRela1ed Organization will_ identify, as pan of its index 10 be created pursuant to subsection IV(h), the action in which it
produced spch docwocnts and the date on which such documents were added to its website.

(A) have access duriilg regular office hours to inspect and copy all relevant non-privileged. nonwork-product books, records,_ meeting agenda and minutes, and other documents (whether in hard ·copy form or stored
electronically) of sucb association insofar -as-they penain to such believed violati.On; and
(B) interview the aSsociation's directors, Officers and employees (who shal1 be entitled to have
counsel present) with respect to relevant. non-privileged, non-work-product matters ·pertaining -to such believed violation.

Documents !lnd information provid~ to Settling State ~ntitrust authodtiCS shall b~. ke~t confidential by aod among
such authorities, and shall _be utilized only by the Settling Sc.ates and only for the purpose of enforcing thls Agreement or the
criminal 'Jaw. The inspeCtion and discovery rights provided to . the Settling States pursua_nt to this . subsection shall be
··
coordinated so as to-avoid repetitive and·excessive ios_pection and discovery.
(q) Prohibition on Aireements to Suppress Research No Partic_ipating Manufacturer _may.enter into any com:raet,
combination or' coru.-piracy with any ·other Tobacco _P roduct Manufacturer thal has the purpose or , effect of: (!) limiting
competition i_n the production_ or distribt,t~on or information about health ·~ s or other consequences of the use of their
products; (2) limiting or suppressing research into smoking and heal~; or (3) limiting or suppressing research into the
marketing or development of new products. Provided, however, that nothing in this subsection shall.be deemed to (1) require
any Participating Manufacturer to produce, distribute or otherwise-disclose any information that is subject to any privilege or
Rrotection~ (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 .--

(0 Nothing in this se;ction IV shall require any Original Panicipating Manufacrurer or Tobacco-Related
Organization 10 place on its ·website or otherwisc ·disclose documents that: (1) it continues to claim to be privileged, a trade
secret. confidential or: proprie1ary business information. or that con~n other infi;:,rmation not-appropriate for public disclosure
because of personal privacy interests or contractual rights of third parties; o r (2} continue ro·be subj~l co any protecti~
·order, sealing order or other order or ru1ing that prevents or limits a litigant from disclosing such documents.

. (r) Prohibition on · Material Misrepresentations.
No Participating Manufact~ : may· _make any ·material
misrepresentation of fact_regarding the heaJth consequences of using any Tobacco Product. including any tobacco adclitives,
filters. paper or other ingredients. Nothing in this subsection shall limit the exercise of an{F"rrst Amendment right or the
'
assertion of any defense or position in any juclicial. 1egislative_or regulatory foium.

(g) _Oversized· or muJtimcdia records will not be required to be placed on the Website, but each Origi.riaJ
Panicipating Manufacturers and Tobacco•Related Organizations wilt. make any ·such records available to the public by
placing copies of them in the document depository established in The State of MioncSQta et al v. PhUiP Morris Incomorared
euh, C1 ~94~8565 (County of Ramsey, District'Coun., 2d Judicial Cir.).

II

10

B-8

(d) Creation and Organiµtjgn of the Foundation. NAAG, through its executive commiuee., wiII provide for the
creation of the Foundation. The FoW1dation shall be organized exclusively for charitable, scientific. and educational
rmrposes wit~n the meaning of Internal Revenue Code section 50l(c)(3). The organizar.ioMI documents of the
Foundation shall specifically incorporate the provisions of this Agreement relating to lhe Foundation, and will provide for
payment of thf Foundation's administrative expenses from lhe fonds paid pursuant t0 subsection VJ(b) or Vl(c). The
Foundation shaJJ be governed by a board of directors. The board of directors shall be comprised of eleven directors. NAAG,
the National Governors' Association ("NGA"), and the National Conference of State Lt:gislatll.('Cs ("NCSL") shall each select
from its membership two directors. These six directors shaJJ select the five additional directors. One of these five additional
directors shall have expertise in public health issues. _ Four of these five additional directors shall have expertise "in medical,
child psychology, or public health disciplines. The board of directors shall be nationally geographically diverse.

(h) Each Original Participating Manufacturer will establish an index. . and other feaLures 10 improve
searchable access to the document images on it,;; website, as set forth in Exhibit I.
(i) Witlrin 90 days after the MSA £xecution Date, the Original Panidpating Manufacturers will furnish
NAAG \vith a project plan fpr completiog the Original Panicipatiog Mailufacturers' obligations under subsection IV(h)
with respect to docunients currently Cin their websites and documents being placed on their _websites pursuant to
subsectionJV(d). NAAG may engage a computer consultant at the Original Participating ManufHCturers~ expense for a
period not to exceed two years and ac a cost DOI to exceed $100,000. NAAG's computer consullalll may review such plan
and make recommendations Consistent with this Agreement. 1n addition. within 120 clays after the completion of the Origina1
Participating Manufacnu-ers· obligations under subsection IV(d); NAAG' s computer consultant · may make final
recommendations with respect. to the "vebsites consistent · with this Agreement 1n preparing these recommendations,
NAAG's computer consultant may seek input from Settling State officials, public health organizations and other users of the
websites.
U) The expenses incurred pursuant to subsection JV(i), and the expenses related to documents of the Tobacco-Related Organizations, wm be. severally -shared among the Original Panicipating Manufacturers (allocated among them
accoi::diug to their Relative Market Shares). All other expenses· incurred under this sect.ion -will be borne by the Origina]
Participating Manufacturer that incurs such expense.

V.

(e) Foundation Affiliation. The Foundation shall be formally affiliated with an educational or medical institution
selected by the board of directors.
(f) Foundation Functions. The functions of the Foundation shall be:
(1) carrying out a nationwide sustained advertising and education program to (A) counter the use by Youth
of Tobacco Products, and (B) educate consumers about the cause and prevention of diseases associated with the use o_f
Tobacco Products ;

TOBACCO CONTROL AND UNDERAGE USE LAWS

(2) developing and disseminating model advenising and education programs to co,u nter the use by Youth
of substances thlit are unlawful for use or purchase by Youth, with an emphasis on reducing Youth smoking; monitoring and
testing the effectiveness of such mode] programs; and, based on the informatioO received from such monitoring ·and testing,
continuing to develop and disseminate revised versions of such model programs, as appropriate;

Each Participating ManufclCturer agrees lhai following State-SJiecific Finality in·a Settling State i_t will not initiate, or
cause to· be initialed, a facial challenge against the-enforceability or constitutionality of suCh Settling Sta1e' s (or such Sett.ling
State's political subdivisions') statutes. ordinances and administrative i-ules relating to tobacco control enacted prior to
June I, 1998 (other than a statute, ordinanc'e or rule cha1ler1ged in any lawsuit listed in Exhibit M).

(3)· developing and disseminating model ·c1assroom education programs and curriculum ideas about
smoking and substance abuse in the K-12 school system. including specific target programs for speciaJ at-risk populations;
monitoring and testing the effectiveness of such model programs and ideas; and, based on the information received from such
monitoring and testing, continuing to develop and disseminate revised vecsions of such model programs or ideas, as
appropriate;
·

VI.

ESTABLISHMENT OF A NATIONAL FOUNDATION
(a) · Foundation Purposes, The Settling Scates believe ~at a cO~()rehensi~e, coordinated progriun of public
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education and swdy is important to funher ·the remedial goa1s of this Agreement. AccordingJy. !l$ part of the settlement of
claims described herein, the payments specified in subsections Vl(b), VT(c), and IX(e) shall_ be made to a charitable
foundation, trusl ·or similar organizati0n (the ..Foundation") and/or to a J)rogram to be operated within the Foundation (the
"National Public Education Fund"). The purp9ses of tbe Foundation will be to support (1) the .study of arid programs to
reduce Youth Tobacco Product ·usage and Youth substance abuse in the States: and (2) the ·study of and educational programs
to prevent diseases associated with the use of Tobacco Products in the States.
·

(4) developing and disseminating criteria for effective cessation programs; monitoring and ~ting the
effectiveness of such criteria; and continuing to develop and disseminate revised versio-ns of such criteria. as appropriate;

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

On Mar:cb 31, 1999, and on March 31 of each subsequent year fora period of nine
years lheI"eafter, each Original Participating Manufacturer shall severaJJy pay its J{elative Market Share of $25,000,000 to
fund the Foundation. The payrilents to be made by each of the Original Participating Manufacturers pursuant to this
subsection (b) shall be subject to 110 adjustments, reductions, or offsets, aod shaJI be paid to the Escrow Agent (to be credited
to the Subsection VI(b) Account), who shall disburse such payments to the Foundation only upon the occurrence of StateSpecific Finality in at least one Settling State.
(b) Base

Fouodation PaymePts.

(6) deve10ping othi::r innovative Youth smoking and substaA<:C abuse prevention programs;
(7) providing targeted training and infonnation for parents ;
(8) maintaining a library open to the public: of Foundation-funded studies, reports

related to the

and other publications

cause and prevention of Youth smoking and substance abuse;

(9) tracking and monitoring Youth smoking and substance abuse. with a focus on the reasons for any
increases or failures to decreaSC Yooth smoking and substance abuse and what acti0ns can be taken to reduce Youth smoking

(c) National Public Education Fund Payments0) Each Original Participating .Manufacturer shall severaJiy pay its Relative Market Share of the following
base amounts on the following dates to the Escrow Agent for the benefit of the Foundation's National Public Education Fund
to be used for the purposes and as described in subsections Vl(O( I), Vl(g) and Vl(h) below: $250,000,000 on March 31,
1999: $300,000.000 on March 31, 2000: $300,000,000 on March 31. 2001: $300,000,000 on March 31. 2002; and
$300,000,000 on March 31, 2003, as such amounts are modified in accordance with this subsection (c). The payment due on
Marc_h JI, 1999 ,pursuaQ.ttO this sub~ction (c)(l) is to be credited to the Subsection Vl(c) Account (Fust). The payments
due on or after March 3L 2000 puisuant to this -subsectioa Vl(c)(l) are to be credited 10 the Subsection VI(c) Account
(Subsequent).
(2) The payments to be made by the Original Panicipating Manufacturers pursuant to this subsection (c),
other than the payment due on March 3:1, 1999, sba11 be subject 10 the -Inflation Adjustment, the Volume Adjustment and the
offset for miscalculated or disputed payments described in subsection XI(i).

and substance abuse;
(10) receiVing, controlling, and managing contributions from ·otber entities to further the . pwposes
described in this Agreement; and

(11) receiving, controlling, and managing such funds paid by I.be Participating Manufacturers pursuant to
subsections V!(b) and VJ(c) above.

(g) Fouodation Grant-Making. The Foundation is: authorized to make grants from the National Public Education
Fund to Settling States and their political subdivisions to carry out sustained advertising and education programs to (I)

c_oonter the use by Youth _of Tobacco ProdUcts, and (2) educate consumers ab0ut the cause and prevention of diseases
associated with the use of Tobacco Products. In making such grants, the Foundation shal] consider whether the Settling State
or political subdivision applying for such grant:
(1) demonstrates the ex.tent of the problem -regarding Youth smoking in such Settling Stare or political

(3) The-payment filllde purstiant to this subsection (c) on·March 31, 1999 shall be disbursed by the Escrow
Agent to.the FoW1dation only upon the occurrence of State-Specific Fmalicy in at least ooc Sen.ling State. Each remaining
payment pursuant to this subsection (c) shall be disbursed by the Escrow Agent to the Foundation only when Seate-Specific
Finality has occuned in Sellling States-having aggregate Allocable Shares equal to at least 80% . of the total aggregate
Allocable "Shares assigned to all Suites that were Settling States as of the MSA Execution Date.

subdivision;

(4) Iri addition to the paYffients .made pursuant to this subsection (c), the National Public Education Fund
will be funded ·(A) in ac·c ordMce .·with ·subsection IX(e), and (B) through monies conlfi.buted by other entities directly to the
Foundation and designated for the National Public Education Fund ("National,Public Education Fund Conlfi.butions" ).

(3) has other funds readily available to carry out a sustained advenising and education program to (A)
counter the
by Youth of Tobacco Products, and (B) educate-consumers about the cause and prevention of diseases
associated with the use of Tobacco Products~ and

(5) The payments made by the OriginaJ Participating Manufacturers pursuMt to thls subsection (c) and/or
subsection IX(e).and monies I'Cceived ,frol1l all National Public Education Fund Contributi0ns wil1 be deposited .and invested
in accordance with the Jaws of the state of incorporation of the Foundatio.n.-

(4) is a Settling State that has not _severed this section VI from i1s settlement with the Par6cipating
Manufacturers pursuant to subsection VJ(i)-below, or is a political subdivision in such a Settling Slate.
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(2) either seeks the grant to implement a model program developed by the Foundation or provides the
Foundation with a specific plan for such applicant's intended use of the grant monies, including demonsrrating such
applicant's ability to develop an effective advertising/education campaign and to assess lhe effectiveness of such
advertising/education campaign~

use
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(6) Whenever possible, the parties shall se.ek to resolve an alleged violation of this Agreement by
discussion pursuant tO subsection XVIII(m) of this Agreement. . In addition, in detennining whetf1er to seek an
Enforcement Order. or in determining whether to seek an order for monetary, civil contempt or criminal sanctions for any
claimed violation of an Enforcement Order. I.ht: Allorney General shall give good-faith consideration to whether the
Panicipai.ing Manufacturer that is _c1aimed to have violated this Agreement has taken appropriate and reasonable steps to
cause the claimed violation to be cured. unless such party has been guilty of a pattem·ofviolations oflike nature.

(h) foundation Activities. Ttie Foundation shall not engage in, nor shall any of the Foundation's money be used
to engage in, any_ political activities or lobbying, including, but not limited to, support of or opposition to candidates, ~allot
initiatives, referenda or oth~ similar activities. The National Public Education Fund shall be u~ only for public

edu<::ation and advertising regarding tl1e addictiveness, health eftCCts, and social costs related to the use of tobacco products
and shall not be use'd for any personal attack on, or vilification of, any person (whether by name or business affiliation),
company, or governriic:ntal agency, whether individually or collectively. · The Foundation shall work to ensure that its
activities are carried out in a culturally and linguistically appropriate IIianner. ·ne Foundati0n's activities (including the
National Public Education Fund) shall be carried out solely within the States. The ·payments described in subsections Vl(b)
and Vl(c) above are made at the direction and on behalf of Settling-Stares. By making such payments in such manner, the
Participating Manufacturers do not underlak.e and expreSsl)' disclaim any responsibility with respect to the creation,
operation; liabilities, or tax status of the Foundation or the National Public Education Fund.

(d) Ri~ht of Review. AU orders and other judicial detenninations made by any coun in connection with t.his
Agreement or any Consent Decree shall be subject to all available appellate review, and nothing in this Agreement or any
Consent Decree shall be deemed to constitute a waiver of any right to any such review.
(e) ~ . This Agreemen1 and the Conse"nt Decree apply only to the Participating Manufacturers in their
corporate capacity acting through their respective successors and assigns, directors, officers, employees, agents, subsidiaries.
divisions, or other internal organizational units of any kind or any other entities acting in concert or participation with r.hem.
The remedies, penalties _and sanctions that may be imposed or assessed in connection with a· breach or violation of this
Agreement or the Consent Decree (or ally Declaratory Order or Enforcement Order issued in connection with this ~menl
or the Consent. Decree ) shall only apply to the Participating Manufacturers. and shall not be imposed or assessed against any
employee. officer or director of any Participating Manufacturer, or against any other person or entity as a consequence of
such breach or violation, and the Court shall have no jurisdiction to do so.
(f) CoordimtliPn q( EnCorcement. The Attorneys General of the Settling States {through NAAG) shall monitor
pott::ntial conflicting interpretations by courts of different States of this Agreement and the Consent Decrees. The Settling
States shall use their best effons, in cooperation with the Participating Manufacturers, to coordinate and resolve the effects of
such conflicting interpretations as to matters that arc not exclusively local in nature.
(g) Inspection and Discovery Rights. Without limitation on whatever other rights to access they may be pennitte.d
by law. following State-Specific Finality in a Senling State and for seven years thereafter, representatives of the Attorney
General of such Settling State may. for the purpose of enforcing this Agreement and the Consent Decree, upon reasoit.able
cause to believe that a violation of this Agreement or the Consent Decree has occurred, and upon reasonable prior Written
notice {but in no event less than 10 Business Days): (l)have access ·during regular office hours to inspect and copy .all
relevant nun-privileged~ non-work-product books, records, meeting agenda and minutes, and other documents {whether in
hard copy form or stored electronically) of each Participating Manufacturer insofar as they pertain to such believed violation;
and (2) interview each Participating Manufacturer's directors, officers and employees {who shall be entitled to have counsel
present) with respect to relevant, non°privilcged, non-work-product matters pertaining m such 'helieVed violation. Documents
and information provided to representatives of the Attorney General of such Settling State pursuant to this section -VIl shall
be kepi confidential by the Settling St.ates, and shall be utilized only by the Settling States and only for purposes of enforcing
this Agreemt!nl, the Consent Decree ~d the criminal law. The inspection and discovery rights provided to such Settling
State pursuant to this subsection shall be coordinated through NAAG so as to avoid repetitive and excessive inspection and
diSCO";'ery.

{i) Severance of this Sectiga If the-Attorney General of a Settling State determines that such Settling State may not
lawfully enter into this section VI as a matter of applicable state law, such Attorney General may sever this section VJ from
its settlement with the Participating Manufacturers by giving written notice of such severance to each Participating
Manufacturer and NAAG pursuant to subsection XVffi{k) hereof. If any Settling State exercises j15 right to sever this section
VI, this section V1 shall not be considered a pan of the specific settlement between such Settling State and the Participating
Manufacturers, and this section VI shall not be enforceable by or in such Setrling State. The payment obligation of
~1.1bsections Vl(b) anclVI(c) hereof shall apply regardless of a detemtination by one or more Settling States to sever section
Vl hereof; provided. huwe,·t:r, lhat if al] Settling States sever section VI hereof, the payment obligations of subsections (b)
and (C) hereof shall be null and void. If the Attorney General of a Settling State that severed this section VI subsequently
determines that such Settling State may lawfully enter into this section VJ as a matter of applicable state law, such Attorney
General may rescind such Settling State's previous severance of this section VI by giving written notice of such rescission to
each Participating Manufacturer and NAAG pursuant. to subsection XVIII(k). 1f any Settling State rescinds such severance,
this section VI shall. be considered a part of the specific sertlemenc between such Settling State and the Participating
Manufacturers (inc1uding for purposes of subsection (g)(4)), and this section VI shall -be enforceable by and in such Settling
State.

VII.

(")

.....
0
I

ENFORCEMENT

(a) ~ . Each Participating Manufacturer rind each Settling State acknowledge thanhe Court: (1) has
jurisdiction over the subject matter of the action ideJltified in Exhibit Din such Settling State and over each Panicipating
fylanufacwrer; (2) shall _
retain exclllsive jurisdiction for the purposes of implementing and enforcing this Agreement and the
Consent Decree as to such SettJing State; and (3) exc·ept as provided in subsections LX{d), Xl(c) and XVIl(d) and Exhibit 0,
shall be 1he only court to Y,ihich disputes under this A~ment or ·the Consent Decree
presented_ as to such Settling State.
Provided, however, that notwithstanding the foregoing, the Escrow Court {as defined in the Escrow Agreement) shall have
eXclusive jurisd.ictiori,-as provided in section 15 of the Escrow Agreement, over . any suit., action or proceeding seeking to
inlerpret or enforce any provision of, or based ori any right arising out of, the Escrow Agreement.
(b) Enforcement of Consent DecTee. Except as expressiy ·provided in .the Consent Decree,any Settling State or
Released Party may apply to lhe Court to enforce the terms of the Consent Decree {Or for a declaration construing any such
term) with respect to alleged violations within such Settling State. A Settling State may not seek to enforce the Consent
Decree of another Settling State; provided, however, that nothing contained herein shall affect the ability of any Settling State
to (1) coordinate state enforcement actions or proceedings, or (2) file or join any amicus brief. In the event that the Court
determines .that any Participating Manufacturer or Settling State has violated the -C onsent Decree within.such Settling Stale.
the party that initialed the proceedings may request any and all relief available within such Settling State pursuant to the
Corisent Decree.

are

VIII. CERTAIN ONGOING RESPONSIBILITIES OF THE SETTLING STATES

(5) lf"the Court finds that a good-faith_dispute exists as to the meaning of the terms of this Agreement or a
Dec1aratory Order, the Court may in its discretion determine to enter a Declaratory Order rather than an Enforcement Order.

{a) Upon approval of the NAAG executive committee. NAAG will provide coordination and facilitation for the
implementation and enforcement of this Agreement on behalf of the Attorneys General of the Settling States, including the
following;
(1) NAAG will assist in coordinating the inspection and discovery activities referred to in subsections
III(p)(3) and Vll(g) regarding compliance with this Agreement by the Participating Manufacturers and any new tobaccorelated trade associations~
(2) NAAG will convene at least two meetings per year and one major national conference every three
years for the-Attorneys General of the Settling Stares, the directors of the Foundation and three persons designated by each
Participating Manufacturer. The purpose of the meetings and conference is to evaluate the success of this Agreement and
coordinate effons by the Attorneys General and the Participating Manufacturers to continue to reduce Youth smoking.
(3) NA.AG will periodically inform NGA, NCSL, the National Association of Counties and the National
League of Cities of the results of the meetings and conterences referred to in subsection (aX2) above.
(4) NAAG will support and coordinate the efforts of the Attorneys General of the Settling States in
carrying out their responsibilities under this Agreement
(5) NAAG will perform the ·other functions specified for it in this Agref!ment, including the functions
specified in section JV.
(b) Upon approval by the NAAG executive corrimittee to assume the responsibilities out]ined in subsection VTil(a)
hereof, each Original Participating Manufacturer shall cause to be paid, beginning on December 31, 1998, and on December
31 of each year thereafter through and including December 31, 2007. its Relative Market Share of $150,000 per year to the
Escrow Agent (to be credited to the Subsection VID(b) Account), who shall disburse such monies to NAAG within 10
Business Days, to fund the activities described in subsection VIIl(a).
(c) The Attorneys General of the Settling States, acting through NAAG, shall establish a fund (''The States'
Antitrust/Consumer Protection Tobacco Enforcement Fund") in the form attached as Exhibit J, which will he maintained hy

14

15

(c) Enforcementofthis AgreemenL
(1) Except as provided in subsections IX(d), XI(c), XVIl(d) and Exhibit 0, any Settling State or
Participating Manufacturer may bring an action in·the Court to enforce the terms ofthis Agreement {or for a declaration
construing any such term ("Declarat0ry Order")) with respect to disputes, al1eged violations or alleged breaches within such
Settling State.

(2) Before initiating such proceedings, a party shall provide 30 days• written notice to the Attorney
General of each Settling State, to NAAG. -and to each Participating Milnufacturer of its intent to initiate proceedings pursuant
to this subsection. 1be 30-day notice period inay be shortened in the event" that the relevant Attorney General reasonably
determines that a compelling time-sensitive public health and safety concern requires more immediate action.
(3) In the event that the Court determines that any Participating Manufacturer or Settling State has violated
or breached this Agreement.. the party that initiated the proceedings may request an order restraining sud violation or breach,
and/or ordering compliance within such Settling State (an ..Enforcement Order").
(4) lfan issue arises as to whether a Participating Manufacturer has failed to comply with an Enforcement
Order, the Attorney General for the Settling State in question may seek an order for interpretation or for monewy, civil
c_o ntempt or criminal sanctions to enforce compliance with such Enforcement Order.
.
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Tobacco Legislation Offsd, the Litigating· Releasing Panies Offset, and the offsets for claims over described in
subsections XII(a)(4)(B) and Xll(a)(8).
(2) On Apri l 15, 2008 and on April 15 of each year thereafter through 2017 , each Original Participating
Manufacturer. shall seve[ally pay to the Escrow A.gent (to be credited to the Subsection IX(c)(2) Account) its Relative
Market Share of the base amount of$86l,000.0OO, as such paymenL-.· an: moclified in accordance with this -subsection (c)(2).
The payments made by tbe Original Participating Manufacturers pursuant to this subsection (c)(2J shall be subject to the
Inflation Adjustmevt, rhe Volume Adjustment, the NPM Adjustment, the offset for miscalculated ocdisputed payments
described in subsection Xl(iJ, the Federal Tnhacco Legislation Offset, the Litigating Releasing Parties Offset, and the offsets
for claims over described in subse.ctions XII(a)(4)(B) and XII(a)(8). Such payments shall also be subject to the Non-Settling
States Reduction ; provided, however, tbat for purposes of payments due pmsuanl to this subsectfon (c)(2) (and correspOflding
payments by Subsequem Parlidpaling Manufacturers under rnbsection IX(i)), the Non-Settling States Reduction shall be
derived as foUows: (A) the payments made b y the Original Participating Mamlfacturers pursuant to this sU:bsection (c)(2J
shall be allocated among the Settling States on a percentage basis to ht! derennined by the Settling States pursuant to the
procedures set forth in Exhibit U, and the resulting allocation percentages disclosed to the Escrow Agent, the Independent
Auditor and the Original Participating Manufacturers not later than June 30, 1999; and (B) the Non-Settling States Reduction
shaD be based on the sum .of the Allocable Shares so. established pursuant to subsection (c)(2)(A) for those States that were
Settling States as of the MSA Execution Date- and .is to which thi.s Agreement has terminated as of the date 13 days before
the payment in question is due.

such Attorneys Ge,neraI to suppl_ement the Settling States' (1) enforcement_ and implementation of the. terms of this
Consent Decrees, 1md (2) investigation and litigation of potential. violations of.laws with respecl to
Agreement and
Tobacco Products, as set fortb in Exhibit J'. Each Original Participating Manufacturer shall on March 31, .1999, severally
pay its RefativeMatket Share of $50,000,000 to the ~sciow Agent (to be cre.d.ited to the Subsection VTTT(c) Account), who
shall disburse such monies to NAAG upon the occurrence of Sta.te~Specific Finality in at least one Settling State. Such funds
will be used in accordarice With lhe provisions ofE.Ulibit I .

the

IX.
(a)

PAYMEJl!TS

Payznems Into· Escrow. All payments made pursuant to_this Agrccmerit (except those payments made
purs_uant to section XVIl) shall be_ made into. escrow pursuant to the Escrow Agreement, and shall be credited to the
appropriate Account established pursuant to the Escrow Agreement. Such payments shall be disbursed to the beneficiaries or
teturried to the Participating Manufacturers only as provided in section Xl and the Escrow_ Agreement. No payment
obligation.under this Agreement shall arise (I) unless am.I until lhe Escrow Court has approved aod retained jurisdiction over
the: Egci.:ow Agreement of (2) if sue~ approval is reversed (unless and until such reversal is itself reversed). The parties agree
to PfOCc¢_as exp~itiously as possible to resolve any issues th_al prevent approval of tile Escrow Agreeme;D_t. If any payment
first initial payment under subsection 1X(b)) is delayed bec~.use the.Escrow Agreement has not been approved,
(o~r ~
such payment shalJ be due and payable (together with interest at the. Prime Rate) within 10 _Business Days after approval of
the·Escrow A~meni:.by"the Escrow Court.
(b) · Initial Pavments. On the second Business Day after the Escrow Coun approves and retains jurisdiction over the
Escrow Agreement, -each:_Original Participating Manufacturer shall severally pay to the Escrow Agent (to be credited to the
Subsection 1X(b) Account (First)) its Market Capitalization Percentage (as ·set fonh in Exhibit_K) of .the base amount of
$2,400,000,(.)00. - On January· 10.=2000, each Original Partidpating Manufacturer shall severally pay 10 the Escrow A.gem its
Relative Mark.et- Sh~ . of the - base amount of $2,472,000,000. On January LO, 2001. each Original Participating
Manufacturer shall severally pay to the Escrow Agent its Re1ative Market Share of the base amount of $2,546,160,000. On
January 10;. 2002, each Original Part,icipating .Manufacturer shall -severally pay to the .Escrow Agent i ts Relative Market
Share of. the.base ~mount of$2;622;544,800. On January 10, 2003, each Original Participating Manufactw"er shall severa]Jy
pay t_o Uie Escrow Agent its Relative Market Share of the base amount of $2,701.221,144. The payments pursuant to this
subsecti~ri (b) due -on or after J/llluary 10, 2000 shall be credited to the Subsection IX(b) -Account (Subsequent). The
foregoing . payments sha]I be lllodified in accordanc.e with this subse_ctiort (b), ___ -_The payrnenl.5 - made_ by the Original
Participating Manufactur~s pursuant lo this subsecUon (b) (other than the first such payment) shall ~c subjec, to the Volume
Adjustment,- the Non-Settling States RedtJCtiOn and the offset for miscalculated or disputed payments described in -subsection
XI(lt Th~ first pa~nt_.due under this subsec~on (b) shall be subject to the Non-Settling States Reduction, ·but such
~ductiQn shaU he detennfued as of the date one day before such payment is due (rather than the date JS (lays before).

A.JI

the

(cJ

(d) Non-Participating Manufacturer Adjustment.
( 1) Ca\culation of NPM Adjystmegt for Original Panicipating Manufacturers. To protect the public health
gains acJlieved by this Agreement, certain paymenlS made pursuant to this Agreement shall be subject co an NPM
Adjustment. Payments by the Original Panicip_atin.g Matiufacturers to which the NPM Adjustment applies shall he adjusted
as provided below:
(A) Suhject to the provisions of subsections (d)(L)(C), (d)(l)(D) and (d)(2) below, each Allocated
Payment_shall be adjusted by subtracting from such A1_located Payment the product of such Allocated Payment amount
multiplied by the NPM Adjustm_enr Percentage. The "NPM _Adjustment Percentage" shaJI be calculated as follows:
(i) If the Market Share Loss for the year immediately preceding the year in which the
payment in question is due is less than or equal to O (z:ero), then the NPM Adjustment Percentage shall equal zero.

(ii) If the-Market Share Loss for the year immediately preceding the year in which the
payment in question is due is greater than O (zero) and less than or equal to 16 2/3 pcrcemage points, then the NPM
Adjustment Percentage shall be equal to the product of (x) such Market Share Loss and (y) 3 (three).
(iii) If the f\Wket Share Loss for the year immediately preceding the year in which the
payment in question is due: is greater than 16 2/3- percentage points, then the NPM Adjustment Percentage shall be equal to
the sum of (x) 50 percentage points and (y) the product of (1 ) the Variable Multiplier and (2) Lhe result of such Market Share
Loss minus 16 2/3 percentage points.

Annual Paymepts aqd Strategic Contribution Payments-

On April_ l~._2000 and on April 15 of eacb year thereafter in perpetuily, each Original Participating
(1) · :_
Manufacturer shall severally pay to the &crow Agent (to be credited-to the Subsection JX(cJ( I). Account) its Relative Market

s~e of the .bast; .arnotints specified ,t;elow, as such payment<,; are modified in .accordance with $s subsection (c)(l):
Ytar

Base Amount

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018 and each Y<>!I" thereafter

$4,500,000,000
$5,000:000,000
$6,500,000,000
$6,500,000,000
$8,000,000,000
$8,000,000,000
$8,000,000,000
$8,000,000,000
$8,139,000,000
$8;139,000,000
$8,139,000,000
$8,139,000,000
$8,139,000,000
$8,139,000,000
$8,139,000,000
$8,139,Q00,000
$8,139,000,000
$8,139,000,000 ·
$9,000.000,000

(BJ Definitions:
(i) "Base Aggregate Participating Manufaclurer Market Share" means the result of (x)

the sum of the applicable Market Shares (the appJicable Market Share to be that for 1997) of all present and fonncr Tobacco
Product Manllfacturers that. were Participating _Manufacturers duriog the entire calendar year immediately preceding the year
in which the payment in question is due minus (y)2 (two) percentage points.
(ii) " Actual Aggregate Participatirig Manufacturer Market Share'' means the sum. of the
applicable ,Market Shares of aH present and former Tobacco Product Manufacturers that were Participating Manufacturers
preceding the year in which the payment in question is due (the applicable
immediately
year
calendar
entire
during the
Market Share to be that for the calendar year immediately-preceding Lhe year in which the payment in 4uestion is due).
(iii) ..Market Share Loss" means the result of (x) the Base Aggregate Participating
Manufacturer Market Share minus (y) the Actual Aggregate Participating Manufacturer Market Share.
(iv). "Variable Multiplier" equals 50 percentage poinls divided by the re.,;ult nf (x) the
Base Aggregate Participating Manufacturer Market Share minus (y) 16 2/3 percentage points.

The payments (Xlade by the Original Participating Mao'ufacturers pursuant to this subsection (c)( l) shall be subject to
the Inflation· ·Adjusn'nen.t. tbe. -_Volume Adjustment, the- Previously Settled States Reduction, ·the Non-Settling ·States
Reduction. the NPM Adjusunent, the offset for miscakulated or disJ)uted payments described in subsection Xl(i), die Federal

(C) On_ or before February 2 of each year followiilg a ye:ir in which there_ was a Market Share
Loss greater than zero, a .nationally recognized firm of economic consultants_(the "Firm") shall determ..ine whether the
diSadvantages experienced as a result of the provisions of this A greement were a significant factor contributing to the Mar~t
Share Loss for the year in que.,;tion. lf the Firm delerrJ"lines tbat the disadvantages experienced as a tesu}t of the provisions of
th.is A~ent were a significant factor contributing to the Market Share Loss for the year in question, the NPM Adjustment
described in su~section IX~dXl) shaU apply. ff the Firm determines that the disadvantages ex.perienced as a result of the
provisions of this Agreement were 1101 a :significant faG~or contributing to the Market Share Loss for the year in question, the
NPM Adjustment described in subsection IX(d)(lj shall not apply. The Origi.naJ Participating Manufacturers, the Sett1ing
States, and the Attorneys General for the Settling States shall · cooperate to ensure (hat the dete.rmination described in t.hi.s
subsection (l)(C) is time]y made. The Firm shaU be acceptable to (and the prindpals responsible for this assignment shaJl be
acceptable to) both the Original Participating Manuf~cturers and a majority of those Attorneys C'-reneral who are both the
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Attorney General of a Settling State and a member of_the NAAG executive committee at the time in question (or in the
event no such fmn or no such ·principals shall be acceprahJe to such parties, National F.conomic Research Associates, lnc.,
or its successors by merger, acquisition or otherwise ("NERA''), acting through a principal or principals acceptable to such
parties, if such a person can be identified and, if not, acting through a principal or principals identified by NERA, or a
successor firm selected by the CPR Institute for Dispute Resolution). As soon as practicable after the MSA Execution Date,
the Finn· shall be jointly retained by the Settling States aod the Original Participating Manufacturers for the purpose of
making tl,e foregoing determination, and the Firm shall provide written notice to each Settling State, ro NAAG, 10 the
IndepeDdent Auditor and to each Panicipating Manufacturer of such determination. The determination of the Fmn with
respect to this issue sha11 be conclusive and binding upon all parties, and shall be final and non•appealable. The reasonable
fees and expenses of the Firm shall be paid by the Original Participating Manufacturers according Lo their Relative Market
Shares. Only the Participating Manufacturers and the Settling States, and their IeSpective counse], shall be entitled to
comruunicate with the Firm with respect to I.he Finn's activities pursuant to this subsection (JXC).
(D) No NPM Adjustment shall be made with respect to a payment if the aggregale □umber of
Cigarettes shipped in or to the fifty United States, the District of Columbia and Puerto Rico in the year immediately
preceding the . year in which the payment in quest.ion is due by those Participating Manufacturers thac had become
Participating Manufacturers prior to 14 days after the MSA Execution Date is greater than the aggregate number of Cigarettes
shipped in or to the filty United States, the District of Colwnbia, and Puerto Rico in 1997 by such Participating
Manufacturers (and any Of their Affiliates that made such shipments in 1997, as demonstrated by certified audited statements
of such Affiliates' shipments, and that do not continue ro make such shipments after the MSA Execution Date because:: lhe
responsibility for slich shipments has been transferred to · one ·of such Participating Manufacturers). Measllfements of
shipments for purposes Of this subsection (D) shall be made -in the manner prescribed in subsection Tl(rnm); in the event that
such shipment data is unavailable for any Participating Manufacturer for 1997, such Panicipating Manufacturer's shipment
volume for such year._Shall be measured i.n the manner prescribed iO"subsection Il(z).
(2) Allocation among Settling States of NPM Adjustment for Original Participating Manufacturers.
(A) The NPM Adjustment set forth in subsection (d)(l) shall apply to the Allocated Payments of
all Settling Stales,·except as·set forth belnw.

n

.....
N
I

Statute is introduced or proposed (i) without modificatiou or addition (except for particularized procedura1 or technical
requirements). and (ii) not in conjunction with any other legislative proposal.
(F) Ha Sett1ing State (i) enacts the Model Statute without any modification or -addition (c:xcepr
for particularized state procedural or technical requirements) and not in conjunction with any other legislative or regulatory
proposal. (ii) uses its best efforts to keep the Model Statute in full force ?11~ effect by, ~ong othe: thia~s, de_f~ndi_ng_the
Model Statute fully in any litigation brought in state or federal court within such Seuhng State (mcluding hngating all
available appeals that may affect the effectiveness of the Model Statute}, and (iii) otherwise comp1ies with ~ubscction (2)(8),
but a couri or competent jurisdiction nevertheless invalidates or renders unenforceable the Model Statute with respect to such
Settling State, and but for -such ruling the Settling State would have been exempt from an NPM Adjustment under subsection
(2)(8), then the NPM Adjustment (including reallocations pursuant to subsections (2)(C) and (2)(0)) sha11 still apply to such
Settling State's Allocated Payments but in any individual year shall not exceed 65% of the amount of such Allocated
Payment>.
(G) Jn the event a Settling State proposes and/or enacts a statute, regulation, law and/or rule
(applicable everywhere the Settling State has authority to legislate) that is not the Model Statute and asserts that such stat~te,
regulation, law and/or rule is a Qualifying Statute, the Firm shall be Jo_intly retained by the S~tt!ing States and Lhe Ori_gmal
Participating Manufacturers for the purpose of determining wheth~ or _not s~c~ statute,_regulauon,_ law a11d/or rule _consututes
a Qualifying Statute. Toe Fmn shal1 make the foregoing detemunat1on within 90 days of a wnttcn request to 1t from the
relevant Settling State (copies of which request the Settling State shall also provide ro a11 Participating Manufacturers and the
Jndcpendcnt Auditor), and the Firm shall proIIlptly thereafter provide written notice of such detenniuation to the relevant
Settling Stare. NAAG, a)I Panicipating Manufacturers and the Independent Auditor. The determination of the Frrm _with
respect to this issue shall be conclusive .and binding upon all parties, and shall be final and nnn•appealable; provided,
however, (i) that such determination shall be of no force and effect with respect to a proposed statute, regulation, !aw and/or
rule that is thereafter enacted with any modification or addition; and (ii) that the Settling State in which t:he Qualifymg Statute
was enacted -and any Participating Manufacrurer may at any time request that the Firm reconsider its determination as to this
issue in light of subsequent events (including, withnut linlltat..ion, subsequent judicial review, interpretation. modification
and/or disapproval of a Settling State's Qualifying St.atute, and lhe manner and/or the effect of enforcement of such
Qualifying Statute). The Original Participating Manufacturers shall severa1ly pay their Relative Market S~ares of ~e
reasonable fees and expenses of the firm. OnJy the Participating Manufacturers and SerrHng States, ond the1r respecave
counsel, shall be entitled to communicate with the Firm with respect to the Firm's activities pursuant to this subsection
(2)(G).
(H) Except as provjded in subsection (2}(F), in the event a Qualifyjng Statute is enacted within a
Settling Sta~ and is thereafter invalidated or declared unenforceable by a court of c~mpetent jurisdicti_on, otherwise re~ered
not in full force and effect, or, upon reconsideration by the Firm pursuant to subsect10n (2)(GJ ·determmed not to constJtute a
Qualifying Statute, then such Settling Slate's Allocated Payments shall be fully subject to an NPM Adjustment unless and
until the requirements of subsection (2)(8) have been 011~ again satisfied.-

(B) A Settling State's Allocated Payment shall not be subject to an NPM Adjustment: (i) if such
Settling State continuously had a Qualifying Statute (as defined in subsection (2)(E) below) in full force and effect during the
entire calendar year immediately preceding the year in which the payment in question is due, and diligently enforced the
pfOvisions of such stawte during such entire ca1endar year; or (ii) if such Settling State.enacted the Mode) Statute (as defined
in subsection (2)(E) beJow) for the first time during the calendar year immediately preceding the year in whiclI lhe paymenl
in q'-!eStion· is due, cominuously had the Model Statute in full force and effect during the .lasL six monLhs of such calendar
year, and diligently enforced the provisions of such statute during the period in which it was in full force and effect.
(C) Tbe aggregate runounr of the NPM Adjustments that would have applied to the Allocated
Payments of those Settling States that are .not subject to an NPM Adjustment pursuant to subsection (2)(B) shall be
reallocated among all other Settling States pro .rata in proportion. to their respective Allocable Shares (the applicable
Allocable Shares being those, listed in Exhibit A), and such other Settling States' Alhx...--ated Payments shall be further reduced
.accordirigly.

(3) Allocation of WM Adjustment among Qrigina] Participating Manufacturers. The portion: of the total
amount of the NPM Adjustment to which the Original Participating Manufacturers are entitled in any year that can be applied
in such vcar consistent with subsection IX(d}(2) (the "Available NPM Adjustment") shall be allocated among them as
provided. in this subsection 1X(d)(3).
(A)
The "Base NPM Adjustment" shall be determined for each Original Participating
Manufacturer in such year as follows :
(i) For those Original Participating Manufac:Lurers whose Relative Market Shares in the
year immediately preceding the year in which the NPM Adjustmeni in question is applied exceed or are equal to their
respective 1997 RelatiVe Market Shares, the Base NPM Adjustment shall equal O (zero).
(ii) For those Original Participating Manufacturers whose· Rdative Market Shares in the
year immediately preceding the year in which the NPM Adjustment in question is applied a.re less than their respec;tive_ 1?97
Relative Market Shares, the. Base NPM Adjustment shall equal 1he result of (x) the difference between such Ong.ma!
Participating Manufacturer' s Relative Market Share in such preceding year and its 1997 Relative Market Share multiplied by
both ·(y) the number of individual Cigarettes· (expressed in thousands of units) .shipped in ?r 10 the United States. the District
of Columbia and Pllerto Rico by all the Or4:ljnaJ .Panicipating Manufacturers in such preceding year (determined_in
accordance with subsection ll(tnm)) and (z) $20 per each thousand uni.ls of Cigarettes (as this number is adjusted pursuant to
subsection IX(d)(3XC) below).
(iii) For those Original Participating Manufacturers whose Base NPM- Adjustment, if
calculated pursuant to subsection (ii) ab()ve, would exceed $100 million (as this nwnber is adjusted pursuant to subsection
IX(d)(3)(C) below), the Base NPM Adjustment shall equal $300 million (or such adjusted number, as provided in subsection
IX(d)(3)(C) below).
(B) The share of the Available NPM Adjustment each Original Participating Manufacturer is
emil1ed to shall be calculated as foll{)ws :
(i) If the Available NPM Adjustment the Original Participating Manufacturers are
entitled to in· any year is less than or equal to the sum of the Base NPM Adjustments of all Original Participating
19

(D). This subsection (2)(0) shall apply if the amo~nt of t.he NPM Adjustment applied pursuant to
subSection (2)(A) to an): Settling State plus the amount of the NPM Adjust01ents reallocated to such Seuling State pursuant to
subsection (2)(C) in any individual year would either (i) exceed such Settling State's Allocated Payment in that year, or (ii) if
subsection (2)(F) applies .to the .Settling Slate in question, exceed 65% of such Settling State's Allocated Payment in that
year. For each Settling Stale that has an excess as described in the preceding sentence, the excess amount of NPM
Adjustmc ru s~ be _furtbcr reallocated among all ~lhcr Settling States whose Allocated Payments are subject to an NPM
,Adjustmepf and that do not have such an excess, pro rata in proportion to their respective Allocable Shares, and such other
Settling States' Allocated Payments shall be further reduced accordingly. The provisions of this subsection (2)(0) shall be
repeatedly appJied ill -aoy individual year untll e.i.tber (i) the aggrCgat~ amoum of NPM Adjustments bas been fuUy reallocated
or (ii) tbe ful] amount of the NPM Adjustments subject lo rea11ocation under subsecrion (2)(C) or (2)(0) cannot be fully
i'eallocaled in any indi viduaJ year as de::scribOO in those subsections be.cause (x) the Allocated Payment in that year _o f each
St!Uling State that is· subject to an NPM Adjustment and tO Which subsection (2}(F) does not apply has been reduced to zero,
and (y) the Allocated Payment in that year of each Settling State to which subsection (2){F) applies has been reduced to 35%
of such Allocated payment.

(E) A "Qualifying Statute" means a Settling State' s statute, regulation, law and/or rule (applicable
everywhere the Settling·state has authority to legislate) that effective1y and fully neutralizes the cost disadvantages that the
Participating Manufacturers experience vis-~cvis Non•Participating Manufacturers within such Settling State as a result of the
provisions of thls Agreement. Each Participating Manufacturer and each Seu.ling State agree that the model statute in the
form set fortli in fu:hibit T (the ·'Model Statute"). if enacted without modification or addition (except for particularized state
procedural or technical n:qlliremenlS) and-not in conjunction with any other legislative or regulatory proposa1, shall constitute
a Qualifying Slalute. Each Participating Manufacturer agrees to s'uppon the enactment of such Model Statute if such Mode]
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In the event that in any year a reallocation of the shares of the Available NPM Adjustment ·between Lori11ard
and Philip Morris pursuant to th.is subsection (d)(3)(D) results in Philip Morris's share of the Available NPM Adjusunent
in such year exceeding Ute g'reatcr of (x) Philip Morris's Re la(ivc: Market Share of such Available NPM Adjustment (the
applicable Relativ_e Market Share to be tha1 in the year immediately preceding such year), or (y) Philip Morris's share of

Manufacturers in such year. then such Available NPM Adjustme.nt shall be allocated among those Original Participating
ManufocLUrers whose Base NPM Adjustment is not equal to O (zero) ·pro rata •in proportion to their respei:tive BaSC·NPM
Adjustments.
(ii) Uthe A"ailable NPM Adjusi.~Dl the Original Participating Manufacturer$ are
entitled to in any year eX.ceeds the sum of the Base NPM Adjustmen'rs of al.I Original Particij,ating Mariufacturers in such
year. then· (x) the difference _b etween _such Available NPM Adjustment and sucl~ _sum of the Base NPM Adjusunents shall be
aJJocated -among the Origin.al Participa1ing Manufacturers pro rata in proportion to their Relative Market Shares (the
applicable Relmivc Market ·shares Lo be those in the year inirneqiatcly preceding such· yeai'), and (j) each Original
Participating· Maoufai::turer•s share of such Available NPM Adjustment shall equal the sum of (I) its Base NPM Adjustmem
for such ·year; and (2) the amount allocacci:f to such OriginaJ Participating Manufacturer pursuant to clause (x).

the Avliil_ablc NPM Adjustment in.such year calculated pursuant to subsections (d)(3)(A)-(C), Philip Morris's share of the
Available NPM.Adjustmenl in suCh year. shaU be reduced to equal the greater of (x) or (y) above. In such instance, the cloHar
amount by which Philip Monis's share of the Available NPM Adjustment is reduced pursuant to the preceding sentence shall
be reallocated to Lorillard and used lo increase Lorillard's Sh.are of the Available NPM Adjustment in such year.
(iv) In the event that either Philip Morris or Lorillard is treated as a Non-Panicipating
Manufacturer for pui-poses of this subsecf,i.on IX(d)(3) pursuant to _subsection XVID(w)(2)(A), this subsection (3)(0) shall _n ot
be applied, and the Original Participating Manufact_urerS' shares of lhe Available NPM Adjustment shall be delennine<f
solely as described in subsections (3)(A)-(C).

(iii) If an Original Participating Manufucrurer's share of~e Available NPM Adjustme.nt
calculated pursuant to subsection IX(d)(3)(B)(ij or lX(d)(3)(BXii) exce.eds _such Original Panicipatlng Manufacturer's
payment amount to which such NPM Adjustment applies (as such payrue_ot amounl bas been detennined pursuant_lo step B
of clause "Seventh" of subsection IXG)), then (I) sucb OriginaJ Panicipating Manufacturer's share of the Available NPM
Adjustment sha~I equal ·such paymelll amount, and (2) such excess shall be reallocated a111ong the other Original Pmticipating
·
Manufacturers pro rata in proportion 10 their Relative Market Shares;

(4) NPM Adiustment for Subseauem Participating Manufacturers. Subject to the provisions of subsection
JX(i)(3), a Subsequent Participating Manufacturer shall be entitled to an NPM Adjustment with respect to payments due from
such Subsequent Panicipating Manufacturer in any year during which an NPM Adjustment is applicable under subsection
(d)(l) above co_payments due_from the Ocigina1part.icipating Manufacturers. The amount of such NPM Adjustment shall
equal the product of (A) the NPM Adjustrn_ent Percentage for such year multiplied by (B) the sum of the payments due in the
year in questi on from such Subsequent Participating Manufacturer th.lit . correspond to payments due from Origin.al
Participating Manufacturers pursuant to subsection IX(c) (as such payment amounts due from such Subsequent Parucipating
Manufacturer have been adjusted and allocated pursuant to clauses "First"' through "Fifth" of subsection IXG)). The NPM
Adjustment 10 payments·by each Subsequent Participating ManU:facturer shall be allocated and reallocated among the Settling
Scates in a manner consistent with subsection (d)(2) above.

(C) Adjustments:
(i) For calculations made pursuant to this subsection IX(d)(3) (if any) with respect to
payments due .in the year 2000~ -the number used in subsection IX(d)(3)(A)(ii)(z) shall be $20 and the number used in
subsection IX(d)(3)(A)(iii) shall be $300 million, Each year thereafter, both these numbers shall be adjusted upward or
downward by multiplying each of them _by the quotient produced.by dividing (x) the average revenue per Cigarette of all the
Original Panicipating Manufactmers in the year immediately preceding such year, by (y) the average revenue per C-tgareu.e
of all the Original Participating Mantafactu.rers in lhe year im.media1ely preceding such immediately preceding year.

(e) Suppleme"ntalPayments. Beginning on April 15, 2~. and on April 15 of each year thereafter in perpecuity, in
the event that the sum o_f the Market Shares of _the Participating ManU.facturers that were Participating•Manufacnarers during
the entire calendar year immediately preceding the yeai' in which the payment in question would be due (the Spplicable
Market Share to be that for the calendar year immediately prec.-eding the year in which the payment in question would be due)
equals or exceeds 99.0500000%, each Original Participating Manufacturer shall severally pay to the Escrow Ag"ent (10 be
credited" to the Subsection IX(e) Account) for the benefit of.the Foundation its Relative Market Share of the base amount of
$300,000,000, as such payments are modified in accordance with this subsection (e). Such payments shall be utilized by 1he
Foundation to fund the national public education •functions o f the Foundation described in subsection Vl(O( l ). in the manner
described in and subject to the provisions of subsections VI(g) and Vl(h). The payments made by the OriginaJ Participating
Manufacturers pursuant to this subsection shall be subject .to the lnflat.ion Adjusouenc, the Volume Adjustment, the Non•
Settling States Reduction, and the offset for misca1culated or disputed payments described in subsection Xl(i) .

(ii) ·For purposes of dUs subsection, the average revenue per CigareLte .of all the Original
Participating Manufacturers in any year shall equal (x) tbe aggregate revenues of all thC Original Panicipating Manufacturers
from sales of Cigarettes in the fi.fty United Sta~. the District of Columbia and Pueno Rico after Federal excise taxes and
af'te;r payments pursuant to this Agreement _.and the tobacco litigatio~ Settlement Agreements with tbe States of Florida.
Mississippi, Minnesota and Texas_(as sue~ revenues_are reponed lo the United Stales Securities and Exchange Commission
( ..SEC") for such year (cith,er independently by the Original .Participating Manufacturer or as pan of, coosoHd.tted firumcial
SEC by an Affiliate of the Original Pmi.cipatin$ Manufacturers) Or, in the case of an Origlf1:al
statements reponed -tO
Pa.nic_iJXltin.$ Manufacturer that does not repon income to lhe SEC, as reponed in financial statemcms prepared in accordance
with United States_genera.Uy acce()Lei:I accounting principles and audited by a nationally recognized accounting (um),_<Uvided
by (y) rbe:·aggregate number of lhe individual Cigarettes shipped in or to the United States. the Dislrict of Columbia and
Pueno RicO by all the Original Panicipating ManufaCturers in such year (determined in accordance with subsection ll(mm)).

me

(f) Payment Resoonsibilitx- • · The payment obligations of each Particip-.ttiug Manufacturer pursuant to this
Agreement shall be the several responsibility only of that Parti.ciparing ·Manufacturer. The payment obliga1ions of a
Participating Manufacturer shall not be the obligation or responsibility of any Affiliate o f such Participating Manufacrurer.
The paymenl obligations of a: Participating Manufacturer shall · not be the· obligation or responsibiJily of any other
Participating Manufacturer. Provided. however, that no provision of this Agreement shall waive or excuse liability under any
state or federal fraudulent oonveyance Or fraudulent transfer law. Any Pan.icipating Manufacturer whose Market Share (oi'
Relative Market Share) in any given year equals zero shall have no payment obligations under this Agreeinent in the
succeeding year.

(D) In the event that in the year immediately preceding the year in .which the NPM Adjus~t in
question is applied both (x) the Rela1ive Mark~t Share of Lorillard Tobacco Company (or of i1s successor) ("Loiillard"') was
less than or equal to 20.0000000%, artd (y) the number of individual Cigarettes shipped in or to the United States, the District
of Columbia and Puerto Rico by LoriJlard (dCfennincd it1 accordance with subsection ll(mm)) (for purposes of ~s
subsection (D), " Volume") was less lhan or equal ·to 70 billion, Lorillard 's and 'Philip Morris lncorpOrated 's (or ils
suCCessor' s) ("Philip Monis1') shares of the Available NPM Adjustment calculated pursuant to subSCCtions (3){A)-(C) above
shall be further reaJlocoted between [,,ori._llard and Philip Morris as follows (tltis'subsection (3)(0) shall not apply in the year
in which either of the two conditions specified in this sentence is nol satisfied):·

(g) Corporats · Structure~. Due lo the particular corporate struc1ures of R.J. Reyno1ds Tobacco Company
("Reynolds'.') and Brown & Williamson TObacco Corporation ("B&W" ) with respect to their n:on-doiru.---stic tobacco
operations, Reyncilds and B&W shall be severally liable for their respective shares of each payment due pursu?J}t 10 this
Agreement up to ~and their liability_hereunder shall not exceed) the full ext.em of their assets used in _and earnings derived
from, the 'manufacture and/or sale in the Stales of Tobacco Products intended for domestic consumption, and no recourse
shal1 be had against any of their oilier assels or earnings to satisfy such obligatiOns.

(i) Notwith::1tanding subsections (A)-(C) of this subsection (d)(3), but subject to fu!ther
adjustnieot pursuant to subsections (D)(ii) and (D)(ili) below, Lorillard's share of the AVai]a_bJe NPM Adjµstment shaU_i!qual
its Relative .Market Share of such Available NPM Adjustment (the applicable R~l~ve "Market Share to be that in~ year
immcdiu(ely preceding the year in wbich ;such NPM Adjustment is applied). The dollar amount of the ·difference between the
share of the Available NPM "Adjusonem Lorillard is entitled ' to pursuant to the preceding _sentence and the share ·or the
Available NPM Adjustment it would be .entitled to in the same year pursuant to subsections (d)(3)(A)-(C) shall be reallocated
to Philip Morris and _Used 10 decrease or increase. as the case may be, Philip Morris' s share of the Available NPM
Adjustment in such year calclllated pursuarit to subsecti·ons (d)(3)(A)-(C).

(h) Accrual of Interest. Except as expressly provided otheNJise in this Agreement, any payment due hereunder and
not pa.id when due (or payments requiring the accrual of interest under subsection XJ(d)) sha.11 accrue interest from and
including the date such payment "is due until (but not including) the date paid at the Prime Rate plus three percentage points.
(i) Paymems by Subsequent Participating Manufacturers.

·(ii) . In the event that in the year .immediateJy preceding the year in which the· NPM
Adjustment in quescio'n is applied either"(x) Lorillard's ReJative _Market Share was greater than 15_._00QOOOO% (but did Jiot
exceed 20.0000000%). or (y) LoriUard' s Volume was· greater than 50 billion (but did not e,<.ceed 70 billion), or both~
LorilJard's share of the Availab.l e J\l'PM. Adjustment calculated pursuant to subsection (d)(3)(D)(i) shall be reduced by a
percentage equal co the greater of (1) 10.0000000% for each percentage point ( or fraction thereof) of excess of such Relative
Market Share over· _15.00X}{)()O% (if any), or_(2) 2.5000000% for e.ach billion (or fraction thereoO of excesS·of such Volume
over 50 bjllion (if any). The dollar amount. by which Lorillard's share of the Available NPM Adju~unent is reduced in any
year pursuant to this Subsection :(O)(ii) shall be reallocated lo Pltitip Mortis and used lO increase Philip Morris's share of the
Available NPM Adjustment in such year.

(1) A Subsequent Panicipating Manufacture~ shall have payment obJigations under this Agreemen1 only in
tbe ~verit that its Market Share in any calendar year exceeds the greater oft l) its 1998 Market Share or (2) 125 percent of lts1997 Market Share (subject . to the provisions of subsection (i)(4)). In the year following any such calendar year, such
Subsequent Participating Manufacturer shall make payments corresponding co those due in 1.ruu same following year from Lhe
Original Participating Manuf~turcrs pursuant to subsections Vl(c) (except.for the payment due OD March 31, 1999),
IX(c)(l ), IX(c)(2) and IX(e). The amounts of such corresp0ocling payments by a Subsequent Participating Manufaclurer are
in addit~on to the corresponding payments that are due Crom the Original Participating Manufacturers and sh.all be deterroin.ed
as described in subsections (2) and (3) below. Such payments by a Subsequent Participating Manufacturer shall (A) be due
on 1he same dates as the corresponding payments are due from Original Participating Manufacturers; (B) be for the same
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purpose as such corresponding payments; and (C) . be paid, allocated and distributed in the same manner as such
corresponding payments.

for such Original Pa.rticipating Manufacturer; and (E) the resulting payment amount due from each Original Participating
Manufac turer shall then be allocated among the SettliI1g Stales in proportion to the respective results of clause "Sixth" for
each .Settling State. The offsets described in clauses "Eighth" through ..Twelfth" shall then be applied separately against
each Original Participating Manufaclurer's resuJling payment shares (on a Settling State by Settling State basis) according
to each Original Participating Manufacturer's separate entitlement to such offsets, if any, in the calendar year in question. (1n
dte case of payments due from SuOsequent Participating Manufacturers, this clause "Seventh" is inapplicable;}

(2) The base amount due from a Subsequent Panidpating Manu facturer on any given date shall be
determlned by mu1tiplying (A) the corresponding base amount due on the same date from all of the Original Participating
Manufacturers (a's such base amount is specified in the corresponding subsection of this Agreement and is adjusted by the
Volume Adjustment (except for the provisions of subsection (B)(ii) of Exhibit E), but before such base amount is modified
by any other adjustments, reductions or offsets) by (B) the quotient produced by dividing (i) the result of (x) such Subsequent
Panicipating Manufacturer's applicable Market Share_ (the applicable Market Share being lhat for the calendar year
immediately preceding the year in which the payment in question is due) minus (y) the greater of (1) its 1998 Market Share
or (2) 125 percent of its 1997 Market Share, by (ii) the aggregate Market Shares of the Original Panicipating Manufactw"ers
(the uJ)plicable Market Shares being those (or the calendar year immediately preceding the year in which the payment in
que$tion is due).

.E.!gruh: the offset for miscalculated or dispuied payments described in subsection Xl(i) (and any carry.forwards
arising from such offset) shall be applied lo the results of clause "Seventh" (in the case of p<lyments due from the Original
Participating Manufacturers) or to the results of clause "'S ix th" (in the case of payments due from Subsequent Participating
Manufacturers);
lfuilb: the Federal T obacco Legislation Offset (including any carry-forwards ari~ing from such offset) shall be
applied to the results of clause "Eighth";
1'alh: the Litigating Releasing Parties Offset (including any carry-forwards arising from such offset) shall be
applied 10 the results of clause "Ninth";
Elevemh: the offset for claims over pursuant to subsection Xll(a)(4)(B) (including any carry.forwards arising from
such offset) shall be applied to the resulls of clause "T enth";
~ : the offset for claims over pursuant lo subsection XIl(a)(8) (including any carry.forwards arising from such
offset) shall be applied to the results of clause "Eleventh" ; and

(3) Any payment due from a Subsequent Panicipating Manufacturer under subsections ( 1) and (2) above
shall be subject (up to the full amount of such payment) to the Inflation Adjustment, the Non.Settling States Reducti0n, the
NPM Adjustment, the offset .for miscalcuJated or disputed payments described in subsection Xl(i). the Federal Tobacco
Legislation Offset, the Litigating Releasing Parties Offset and the offsets for claims over described in
subsections XIl(a)(4)(B) and Xll(a)(8). to the e~tent that such adjustments, rcduetions or offsets would apply to the
corresponding payment due from the OriginaJ Participating Manufacturers. Provided, however, tbar aU adjustments and
offsets to which a Subsequent Panicipating Manufacturer is entitled may _onJy be applied against payments by such
Subsequent Participating Manufacturer, if any, tha1 are due within 12 months after the date on which the Subsequent
Participating Manufacmrer becomes entitled to such adjustmcn1 or makes the payment that entitles it to such offSC(, and shall
not be carried forward beyonc,t that time even if not fully used.

~ : in the case of payments to which clause "Fifth" applies, the Settling Scates• allocated shares of the
payments due from each Participating Manufacturer (as such shares have been detennined in step (E) of clause "Seventh" in
the case of payments from the Original Participating Manufacturers or in clause "Sixth" in the case of payments from the
Subsequent Participating Manufacturers, and have been reduced by cJauses "Eighth'. through "'Twelfth") shall be added
together to state the ·aggregate payment obligation of each Panicipating Manufacltlrer with respect to the paymcn1s in
question. (In the case of a payment to which clause "Fifth'' docs not apply, lhe aggregate payment obligation of each
Participating Manufacturer with respect to the payment in question shalJ be stated by the results of clause "Eighth.")

(4) For purposes of this subsection (i), the l997 (or 1998. as applicable) Market Share (and 125 percent
thereof) of those Subsequent Partidpating Manufacturers that either (A) became a signatory to lhis Agreemem more than 60
days after the MSA Execution Date or (B) had no Market Share in 1997 (or 1998, as applicable),-shall equal zero.

(j) Order of Application of Allocations Offsets Reductions uml
Agreement shall be calculated as set forth below. The "base amount" referred

Adiustmsmts-

The payments due under this

X. EFFECT OF FEDERAL TOBACCO-RELATED LEGISLATION

to in clause "First" below shall mean (1) in the

case of payments due from Original Participating Manufacturers, the base amount referred to in the subsection establishing
the payment obligation in question; and (2) in the case of payments due from a Subscquenl Participating Manufacturer. the
b8SC amount refeaed to. in subsection (i)(2) .for such Subsequent Participating Manufacturer. In I.he event r.hat a particular

(a) lf federal tobacco.related legislation is enacted after the MSA Execution Date and on or before November 30,
2002, and if such legislation provides for paymem(s) by any Original Participating Manufacturer (whether by settlement
payment, rax or any other ·means), all or pan of which are actually made avaiJabJe to a Seuling S1a1e ("Federal Funds"), each
Original Panicipating Manufacturer sha11 receive a continuing do!Jar-for-dollar offset for any and all amounts that ar~ paid by
such Original Participating Manufaclurer pursuant to such legislation and actually .made available to such Settling State
(except as described in subsections (b) and (~) below). Such offset shall be applied against the appJicable Original
Participating Manufa(.'turer·s sha_re (detennined as described · in step E of clause "Seventh" of subsection IXU)) of such
Settling Stare's Allocated Payment, up to the fulJ amount of such Original Participating Mar:rnfacturer's ,share of such
Allocated Payment (as stich share had been reduced_by adjustment. if any. pursuant to the NPM Adjl!,Stment and _has been_
reduced by offset, if any, pursuant .to the otTsei for miscalcu1aLcd or disputed payments). Such offset s ~ be made against
such Original Participating Manufacnirer's share of the first Allocated Payment due after such Federal Funds are first
available for receipt by such Setlling State. In the event that such offset would in any given year exceed such Original
Participating Manufacturer's share of such Allocated Payment: (l) the offset to which such Original Participating
Manufacturer is entilled under this section in such year shall be the full amount of such Original Participating Manufacturer's_
share of such Allocated Payment, and (2) all amounts not offset by reason of subsection ( 1) shall carry forward and be offset
in the fo11owing year(s) until all such amounlS have been offset.

adjustment, reduction or offsel referred to in a clause below does not apply to the payment being calculated, 1he result of the
cJause in question shall be deemed to be equa1 to the result of the immediately preceding clause. (If clause "First" is
inapplicable, the result of clause '"First" will be the base amount of lhe payment in question prior to any offsets, reductions or
adjustments.)

.Ei,cs: the Inflation Adjustment shall be applied to the base amount of the payrnenl being calculated;
Second'. dte Volume Adjustment (other than the provisions of subsection (B)(iii) of Exhibit E) shalJ be applied lO
the result of clause "First";

Ibim: lhe result of clause "Second" shal1 be reduced by the Previously Settled States Reduction;

.Eruulll: the result cif clau se "'Third" shall be reduced by the Non-Settling States Reduction:
.Ei.ftb.: in the case of payments due under subsections IX(c)(l) and IX(c)(2), the results of clause ';Fourth" for each
such payment due in the caleodar year in question shall be apportioned among lhe Settling States pro rata in proportioa 10
their respective Allocable Sh.ares. and the resulting amounts for each panicular SeLtling State shall then be added together to
form such Settling 'State's Allocated Payment. In lhe case of payments due under subS<.,"Clion IX(i) that correspond to
payments due under subsections IX(c)(l) or IX(c)(2), the res-ults of clause "Fourth" for all such payments due from a
particu.lar Subsequent Participating Manufacturer in the calendar year in question sha11 be apportioned among the Settling
States pro rata in proportion·to their respective AJlocable Shares, and the resulting amounts for each panicular Settling Stace
shall lhen be added together. (In the case of all other paymems made pursuant Lo this Agreement, chis clause "Ftfth" is
inapplicable.);

(b) The offset described in· subsection (a) shall apply only to that portion of Federal Funds, if any. that are either
unrestricted as to their use, or restricted_to any form of health care or to any use related 10 tobacco (including, but not limited
to, tobacco education. cessation, control or enforcement) {other than lhat portion of Federal Funds. if any. that is specifically
applicable to tobacco growers or communities dependent on I.be production of tobacco or Tob_a<..-co Products). Provided,
however, that the offset described in subsection (a) shall not apply to that portion of Federal Funds, if any, whose receipt by
such Settling State is conditioned upoll or appropria1ely allocable to:
( 1) the relin_qUishment of rig hts or benefits under this Agreement (including the Consent Decree) ; or

Swb: the NPM Adjusunem shall be applied to the results of clause "Fifth" pursuant to subsections IX(d)(l) and
(d)(2) (or. in the case of paymenlS due from the Subsequent Participating Manufacturers, pursuant to subsection IX(d)(4));

(2) actions or ex.penditures by such Settling State, unless:

Seventh: in the case of paymenlS due from the Original Participating Manufacturers co which c]ause ..Fifth" (and
therefore c lause "Sixth") does not apply, the result of clause "Fou.rtb" shall be allocated among the Original Participating
Manufacturers according to their Relative Market Shares. In the case of payments due from the Original Participating
Manufacturers to which clause "Fifth" applies: (A) the Allocated Payments of all Settling States detennined pursuant to
clause "Fifth" (prior to reduction pursuant to clause "Sixth") shall be added together; (B) the resulting sum shall be allocated
among the Original Participating Manufacturers according to their Relalive Market Shares and subsection (B)(ili) of Exhibit
E hereto (if such subsection is applicable); (C) the Available NPM Adjustment. (as determined pursuant to clause "Sixth")
shall be allocated among the Original Participating Manufacturers pursullJ'Jt to subsection IX(d)(3); (D) the respective result
of s1ep (C) above for each Original Panicipating Manufacturer shall be subtracted from the respective result of step (B) above

(C) such actions or exp~nditures are both: (i) relar.ed to health care or tobacco _(includini. but ·oot
limited to, tobacco education, cessation, control or enforcement) and (ii) do not require such Settling State to ex.pend state
matching funds in an amount that is significant in relation to the amount of the Federal Funds made available to such Scnling
State.
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(c) Subject 10 the provisfons of subSCCtion IX(i)(3),SubseQuent Participitti_og Manuraccul'Crs shall be entitled 10
the o_ffset ~cri~c;l in this section X to ·tbe .extenl: that they .·are required to pay Federal Funds that would give rise to an
offset Uoder subsectio_ns (a) and (b) if paid by~~ Original_Participating Manufacturer.
(d) Nothing in _this section _X shall O) reduce the : payments to -he made to the Settling Stales under this
Agreement other than those described in .subsection IX(c) · (or· corresponding payments under subsection·IX(i)) of this
A~m:ent; or (2) alter the Allocable Share used to determine each Settling Sra1e 's share of the payments described.in

(3) Not less than 30 days prior to the Payment Due Date, any Participating Manufacturer or any" Settling
State that disputes any aspect of the Preliminary Calculations (inclliding, but not limited to, disputing the methodology that
the · Independent Auditor employed, or the information on which the Independent Auditor relied, in preparing such
calculations) shall notify each·- other Notice Party of such clispute, including the reasons and basis therefor.
(4) Not less than 15 days prior to the Payment Due Dace, the Independent Auditor shaU deliver to each
other Notice Party a detailed recalculation (a "Final Calculation") of the amount due from each Participating Manufacturer,
the amount 'allocable tO each entity for whose benefu such payment ls to be made, and the Account to wllicb such payment is
to be credited, explaining any changes from the Preliminary Calculation. The Final Calculation may include cstimate.s of
amounts in the circumstances described io subsection (d)(5).

subsecl\(_m lX(c) (or corresponding payments under subsection IX(i)) of thhv Agreement. Nothing in this section X is
intended to or shall reduce the total amounts payable by the Participatj.ng Manufacturers co the ~ling States under this
Agreement by an amount greater than the amount of federal Funds that the Settling States cou1d elect to receive.
XL CALCULATION AND DISBURSEMENT OF PAYMENTS -

-n
I

VI

(5) The follo~ing provisions shall govern in 1he event that the information required by the Independent
Auditor to complete its calculations is not in its po~session by the date as of which the· Independent Auclitor is required to
provide either a Preliminary Ca]culalion or a Final Calculation.
(A) lf the infonnation _in question is not reacliJy available to any Se1tling State, any Original
Participating ManiJfacturer or any Subsequeru Participating Manufacturer, the Independent Audi.I.or shall employ an
assu_mption as Lo the missing information producing_the minimum amount that is likely to be due with respect 10_ the payment
in question, and shal l -set forth its assumption as to the missing information in its PreJiminary Calcula_tion· or Final
Calculation, whichever is at issue. Any Original Panicipatiog Manufacturer, Subsequent Participating Manufacturer or
Settling Stare may dispute any such assumption employed by the In-dependent Auditoc- in its PreliminaJy Calculation in the
, manner prescribed in subsection (d)(3) or any such assumption employed by the Independent Auditor in its Final Calculation
in the manner prescribed in subsection (d)(6). If the missing information becomes available to the Independent Auditor prior
to the Payment Due Date, the Independent Auditor shall promptly revi~ its Preliminary Calculation or Final Calculation
(whiche"er is applicable) and shall promptly provide the revised calculation to each Nol.ice Pany, showing the newly
available information. If the ·missing_ information does not become available 10 the lndependem Auditor prior to the Payment
Due Date, lhe. minim,um amount calculated-_by the Independent Auditor pursuant to this subsection (A) shall be paid on the
Payment Due Date, subject to disputes ptlCSuant to subsections (d)(6) and (d)(8) and without prejudice to a later final
determination of the c:orrect amount. 1f the missing information becomes available to the independent Auditor after the
Payment Due Date, the lndepelldeot Auditor shall calcuJate the ·correct amount of the payment in question arid shaJI apply
any overpayment or underpayment as an offset or additional payi;nent in the manner described in subsection (i).
(B) If the infonnation in question is readily available to a Settling Slate, Original Paniciparing
Manufacturer or Subsequenc Participating Manufacturer, but such Settling State. Original Participating Manufacturer or
Subsequen[ Participating Manufacturer does not supply such information to the Independent Auditor, the Independent
Auditor shall base the calculation in question on its best estimate of such information, and shall show such estimate in i1s
Prc1iminary caicula_tion or Final Calculation, whichever is applicable. Any Original Participating Manufacturer, Subsequent
Participating Manufacturer or Settling Stat_e (except the_entity !hat withheld the infonnation) may dispute such estimate
employed by the Independent Auditor in its Preliminary Calculation in the manner prescribed in subsection (d)(3) or such
estimate employed by the lndepende·nt Auditor in its Fmal Calculation in the manner prescribe.ct in subsection (d)(6). If the
withheld information is not made available to I.he Independent Auditor more than 30 days prior to the Payment Due Date. the
estimate employed by the lndependem Auditor (as revjsed by the Independent Auditor in light of any dispute filed pursuant
to the preceding sentence) shall govern the amou·nts ·to be paid on the Payment Due Date, subject to disputes pursuant to
subsection (d)(6) and without prejuclice to a later final determiriation of the correct amount. In the event that the withheld
information subsequently becomes available, the Independent Auditor shall calculate the correct amount" and .shall apply any
overpayment or underpayment as an offset or additional payment in the manner described in subsection (i) .
(6) Not less than five days_prior to the Payment Due Date, each Participating Manufacturer and each
Settling Stace shall deliver to each Notice Parry a statement indicating whether it disputes the Independent Auditor's Final
Calculation and, if so, the disputed and Undisputed amounts and the basis for the dispute. Except to lhe exten1 a Participating
Manufacturer or a Settling State delivers a statement indicating the existence of a clispute by such date, the amounls set forth
in the Independent Auditor's Final Calculation-shaJI be paid on the Payment Due Date. Provided, however, that (A) in the
event that the lndepenclent Auditor revises lls Final Calculation within five days of 1hc Paymenl Due Date as provided in
~-ubsection (5)(A) due to receipt of previously missing information, a · Participating Manufacturer or Settling State _may
dispute such revision pursuant to the p'rocCdure set forth in this subsection (6) at an}' time prior to the Paymen1 Due Date; and
(B) prior to-the date four years afte"r the Payment Due Date, neither failure to dispute a calculation made by the Irx:lependent
Auditor nor actual agreement with any calculation or p_aymenl to the Escrow Agent or to another payee shall waive any
Participating Manufacturer's or Settling State's rights 10 ·wspute any payment (or the Independent Auclitor's calculations with
respect to any payment) after the Paymerit Due Date. No Participating Manufacturer and no Settling State shall have a right
to raise any dispute with ·respecl to any payment or calculation after the date four years after such payment's Payment Due

(a) lpdepeoderit Auditor to Make All Calculations;
(1) Beginning with payments .due in 'the year·2000, an Indep·endenl Auditor shall calculate _and detemti_ne
the amoum of all payments owed pursuant to this · Agreement, the adjustments. ·reductions and offsets thereto (and an
resulting carry-forwards; if any), the allocation of such payme_nts., adj_ustmems; reductions. offsets and carry--:forwaJds among
the Participating Manufacturers and among the _Settlillg Stales-; and shall pedonn al] othc_r calcuJations in connection wjth the
foregoirig (including. _but not limited to. determining -Market Share, ·Relative Market Share, Base Aggregate Panidpating
Maiiufacturer Market -Share and Actual Aggregate Panicipating Manufacturer Market Share).- -The Independent Auditor Shall
promptly collect all information necessary to make such _calculations and determinations. Each Participating Manufacturer
and each Settling State shall provide the I.Jldepeodent Auditoi, as promptly as practicable, with infonnation in its possession
or readi1y:available to it necessary for the Independent Auditor to perfonn-such calculations. The Independent Auditor shall
agree ro maintain the · confidentiality· of all such information, except thal the lndependem Auditor may provide such
information to. Panicipating ·Manufacturers and the Settling States as set fonh in this Agrecme'n t The P~cipating
Manufacturers and the Settling States agree co maimain the-confidemial..ity of-such information.
(2) Payments 4ue from the Original ,Panicipating Manufacturers pri_Or to January 1;''2ooci (o~ than the
first -_payn:iem due pursuant to subsection - IX(b)) shall be b~sed on lhe 1998 Relative ·Market Shares of thC ·Original
Participating Manufacturers or, if the Original Participating Manufacturers arc unable to agree on such -Relative Market
Shares, on their 1997 Relative Market Shares specified in- Exhibit Q.
(b) Ideritjty of lgde;pepdem Auditor. The lndepcndent'Audi_mr shall be ,a rnajOr. ·nal.ionally ;recognized. ·certified
public accounting firm jointly selected by agreement of the Original Participating M~ufacturer_s and those_Attorneys General
NAAG exec~tive·committee, who s~ilU jOintly retain
power to replace the
of the Settling States who are·members of
Independent A.udirnr and appoint its successor. Fifty percem of the costs and fee5: .of the Independent Auditor (but in no
event more th~ $500,000 per aitnum), shall be paid by the Fu·ncf described in Exhibit J heretQ, and the balance of such costs
and fees shall be paid t:,y the Original Participating Manufacturers, allocated among them according lo their Relative Market
Shares.- The agTee111em retaining the Independent Audi10r shall provide· that ·the Independent Audicor ·shall perform the
functions -specified for it -io this Agreement. and that ii shal1 do so in tbe mariner specified in this Agreement
(c) Resolution of Disputes. Any.dispute, cootroversy or claim arising out of or relating to calculations perfonned
by, or any detenninations made by, the Independent Audit.Qr . (in~li.Jcling, wi!h,out liJiljtalion, any -dispute concerning the
operation or application of any Of the adjustments, reductions, offsets, carry-forwards and allocations described in subsection
·IXG)·or sl,ibsection Xl(i)} shall be sllbrnittcd to binding' arbittation before a panel of three .nCutral arbitr!!,lors, each of whom
shall-be a fortnef Article m federal judge. Eac_h of_lbc two sides_-to the dis_pute shall select one at:bittator. The _two arbitrators
so select¢d shalJ select the .third arbitrator. The arbitration shaJl be ·govemed by thc.UtUted Slates Federal Arbitration Act
.(d) -General Provisions as to Calculation of P-4)'.ments.
(1) Not less thait 90.days prior to -the scheduled due date of any payment due pursuant to this Agreement
("Paymenr Due Date'-'). the IodepCndeni Auditor shall deliYer to each other Notice Pan,y a detailed itemization of all
information_required tiy the Independent-Auditor 10 complete its calculation of (A) 'the amoimt' .due from each Parti~ipating
Manufacturer with respect: 10 such paymeot,-. and (B) lhe portion of such amount allocable 10 each entity for whose benefit
Sl.lch payment_is to · be made. To the extenl practicable. the Independent Auditor shall s'pecify· in such itemization whi(:h
Notice Party-_ is I'equeste<l to produce which information. Each Panicipaling Manufacturer and ·each Settling Staie shall us~ its
besl effort s to promptly supply all of the required inf()rmntion that is within its _possession or i_s readiJy available 10 it to the
Independem Audilor, and in any evcot not less than SO days prior to _such Paymeot Due Date. Such best effons obligation
shall be continuing in the case of.information lhat con¥:s within the possession of, or becomes readily available to; any
Settling State Or Participating Manufacturer after the date 50 days prior to such Payment Due Date.
(2) Not less than 40 days priot to the Payment Due Date. the Independent Auditor shaJI deliver tO each
other N01ke Pany .(A) detailed· preliminary- calculations· ("Prelirilinary Calculations") of the amount due from each
PrutidpatiJtg Manuracµ.irc_r-and Qf Jbe amount aUocat,1c to each entity for whose benefit such payment is to be ma_de, showing
all applic3ble _offsets, adjus_tments, -reductions and carry-forwards and · setting forth all .the infonnation on which the
Independent Auditor relied in preparing_such Preliminary Calc:ulstions, and ·(B) a statement of any infonnation stiU required
by__the Jndependent Auditor to complete its calc_ulations.

1¥

the

Date.
(7) Each Participating Manufacturer shall be obligated to pay by the Payment Due Date lhe undisputed
portion of the total amount calculated as due from it by the Independent Auditor's Final Calculation. Failure to pay such
portion shall render the Panicipating Manufacturer liable for interest I.hereon as provided _in subsection lX(h) of this
·
Agreement, in addition to any other remedy llvailable ·under this Agreement.
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{8) · As (O any disputed portion of the total amount calculated to be due pursuant to the Final Calculation,
I\DY Participating· Man,ufacturer that by the Payment Due Date pays such disputed ponion into the Disputed Payments
Accounl-{as defined in the Escrow Agreement) s_hall not be liable for interest thereon even if the amount disputed wa..,;; in
fact property due and owing. _Any Participating Manufacturer that by the Payn:ient Due Date dQeS not pay such disputed
portion.into the Disputed Payments Account shall be liable for interest as provided in subsectio~ IX(h) if the amount disputed
was in fact properJy. due aod owing.

Independent Allditor ofthe notice described in. the·seCond sentence o_fthis subsection {4)(A). the Independent Auditor shall
promptly instruct the Escrow Agent to credit the amounts disputed to the Di spmed Payments Account and to disburse the
undispmed poniOn to the Foundation or to the Fund specified in subsection VJU(c). as appropriate.
(B) The' Ifidependent Auditor shall instruct the Escrow Agent to disburse funds on deposit in
the Subsection VIII(b) Accowu and Subsection IX{e) Account (as such Accounts are defined in the Escrow Agreement) to
NAAG or to the Foundation, as apprOpriate. within 10 Business Days after the date on which such amounts were credited to
such Accounts.
(C) Promptly following the occurrence c;>f State•Specific Finality in -Sen.ling States having
aggregate Allocable Shares equal to at least 80% of the total aggregaae Allocable Shares assigned to all States that were
SeuJing Stales as of the MSA Exccutiqn Date, 1hc Settling States and the Original Participating Manufacturers s_haJJ notify
the Independent Auditor of such occurrence. The Independent Auditor shall promptly lhereafter notify each Notice Pany of
the occurrence of such State· Specific Finality and Of the amounts held in the Subsection •V l(c) Account (Subsequent) (as such
Account is defined iu the Escrow Agreement), if any. If neither any of the Settling States nor any o_f the Panicipating
Manufacturers disputes such amounts or disputes the occurrence of such State•Specific Finalily, by notice delivered to each
Notice Party not later than 10 Busines_s Days after delivery .by the lndependeOt Auditor of the notice described in the
preceding sentence, the Independent Auditor shall promptly instru~t the Escrow Agent to disburse the funds held in such
Account to the Foundation. If any Settling_State or Participating Manufacturer disputes such amounts or the OCCU(f'Cnce .of
such State•Specific Finality by notice delivered to each other Notice Party not later than 10 Business Days after delivery_by
the Independent Auditor of the notice described in the second sentence of lhis subsection (4)(C), the lndcpcodem Auditor
shall promptly instruct lhe Bscrow Agent to credit the amounts disputed to the Dispmed Payments Account and to _d isburse
the undispUled portion to the Foundation.
(5) Treatment of Payments Pollowing Tennination.

{9). On the same date that .it makes any payment pursuant to this Agreement. each Participating
Manufacturer shall deliver -a notice to each other Notice Party showing the amount of such payment and the Account to
·Which such _p ayment is to be credited.
(lO) On the first Busi.Jless Day .after the Payment Due Date, the Escrow Agent shall deliver-to each other
Notice Party a statement showing the amounts received by il from each Panicipating Manufacrurer and the Accounts credi1cd
1wilh such amounts.
{e) GepcralTrealwrlll·of Payffients- The Escrow Agent may-disburse amounts from an Account only ifpennitted,
and only ·at soch time as permitted, by- thi s _A greement and the Escrow Agreement. No amounts may be disbursed to a
Settling State other than funds credilcd lo such Settling State•s State-Specific Account (as defined in the Escrow Agreement).
The lndependeot Auditor, in delivering payment insttuctions lO the Escrow Agent, shall specify: the amount to be paid; the
A1.,..-oum or Accounts from . which such-payment is co be disbw-sed; the payee of such paymem (which may be an Account};
and the Business Day On which such -·payment is to be made bY the Escrow Agent. Except as expressly provided in
subsection (f) below, in no event may any amoun1 be disbursed from any Account prior to Final Approval
(f) Pisbursemeots and Charges Not Contingent on Final Approval. Funds may be disbursed from Accounts without
n:gard -tO the ~urrence of Final Approval in the following circwnstances and in the folJowing manner:
(1) ·Payments of Federal and State Taxes. -Federal, state, _local or other taxes imposed with respect to the
amounts credited to _the Ac.c ounts shall be paid from such amounts:. The Independent Auditor shall prepare and file any tax
returns required to be filed with respect to the escrow. All taxes required to be paid shall be allocated to and charged againsl
the Accounts on a reasonable basis to be detcnnined by _the Independent Atiditor. Upon receipt of written instructions from
the Independent Auilitor, the Escrow Agent shalJ pay such taxes and charge Stich paymems against the Account or-Accounts
specified in those instructions.

(A) As co amounts held for Settling States. Promptly upon the 1ermination of this Agreement
with respect to any Settling State (whether or not as part of the termination of this Agrecmem as to all Settling States) such
State or any Participating Manufacturer shall _notify the lndependen1 Auditor of such occurrence. The Independent Auditor
shalJ promptly thereafter notify each Notice Party of such termination and of tbe _amounts held in the Subsection IX(b)
Account (First}, the Subsection IX(b) _Account {Subseque_nt), the Subsection IX(c}(l) Account, the Subsection IX(c)(2)
Account. and the Stare-Specific Account for lhe benefit of such Settling State. If neither the State in question nor any
Participating Manufacturer dispu1es such amounts or lhe occurrence of such_ terminatioa by notice delivered _to each other
Nmice Party not later than lO Business Days after delivery by the Independent Auditor of the notice described in the
preceding sentence, the Independent Auditor shall promptly instruct the Escrow Agent to transfer such amounts to .the
Participating Manufacturers (on the basis of their respective comrihutions of such fund<;). lf the Seate in question or any
Participating Manufacturer disputes the amou0\:5 held in the Accounts or the occurrence _of such termination by notice
delivered to each other Notk-e Party nol la1er than 10 Business Days after delivery by the Independent Auditor of the notice
described in the second sentence of this subsection (5){A), the Independent Auditor shall promptly instruct the Escrow Agent
to transfer the amOun1 disputed to the Disputed Payments Account and the uodisputcd portion to the Participating
Manufacturers (on the basis of their respective contributions of such fund.5).
(B) As co amounts held for others. If chis Agreement is terminated with respec1 to all of the
Sculing States, the Original Participating Manufacturers shall promptly notify the lndependem Auditor of such occurrence.
The Independent Audito r shall promptly lhereafter notify each Notice Party of such termination and of the amounts held in
the Subsection Vl(b) Account. the Subsection Vl(c) Account (First), the Subsection VID(b) Account, the Subsection VID(c)
Account. and the Subsection IX(e) Account. If neither any such State nor any Participating Manufacturer disputes such
amounts or the occurrence of such termination by notice delivered 10 each other Notice Party not later than 10 Business Days
after delivery by the lndepcmdent Auditor of the nmice described in the preceding sentence, the Independent Auditor: shall
promptly instruct the Escrow Agent to transfer such amounts to the Participating Manufacturers (on the basis of their
respective contributions of such funds). If any such State or any Panicipating Manufacturer disputes r.hc amoums held in the
Accounts or the occurrence of such 1errnina1ion by noticc ·delivc.red 10 each other Notice Party nol later lhan 10 Business
Days after delivery by the Independent Auditor of the notice described in the second sentence of this subsec1ion (5)(8), the
Independent Audhor shall promptly inslruct" the Escrow Agent to credit the amount dispuled to the Disputed Payments
Accoun1 and transfer the undisputed portion to the Panicipating Manufacturers (on the basis of their respective contribution
of such funds) .
·

(2) Pavmenl:i 10 and from Disouted Payments Account- The Independent Audi1or _shall instruct the Bscrow
Agent to credi1 funds from an Account to the Disputed Payments _Account when _~ dispute arises as·'to such funds. and shall
instruct the Escrow Agent to credit funds from the Disputed Payments Account to the appropriate payee when such dispute is
·resotved with finality. The-lodependem Auditor shall provide the Notice Panies ool _less than 10 Business Days prior nOtice
before instructing the Escrow Agent to disburse funds from the Disputed Payments AccO'µnt
(3) Payments to a State•Specific Account Promptly following the occurrence of State-Specific Fina1ity in
any Settling State. s'uch Settling State and the Original Participating Manufacturers shall notify the Independent Auditor of
such occurrence. The Independent Auditor shalJ promptly thereafter notify each Notice Party of such State•Specific Finality
and of. the ponions of lhc amolims in the Subsection ' IX{b) Account ·(F'U'St), Subsection· IX(b) Account (Subsequ_en(),
Subsection IX{c)(l) Account and Subsec.tion LX(c){2} Account. respectively (as such Account~ are defined in the Escrow
Agreement)~ that are at such time held ·in such Accounts for the benefit of such Settling State. and which are to be tiansforred
to the appropriate State•Specific Account for such Settling State: If neither the· Settling State in question nor any
Participating Manufacturer disputes such amouiltS: or ·the occurrence of such State,.Specific Finality by notice delivered to
each-other Notice Party not later lhan 10 Business Days after delivery by the Independent Audi1or of the notice described in
the preceding sentence, the Independenl Auditor shall promp1ly instruct the Escrow Agent to make such transfer. If the
Settling State in-question or any Participating·Manufacrurer -disputes Such amounts or the occurrence of such State•Specific
Fm(l]ily by not.ice deliverecl"to each _o ther Notice Party not Jater than IO Business Days after delivery by lhe Independent
Auditor ·or the noti<--e described in the second sentence of this subsection (f){3), the Independent Auditor sbal1 promptly
instruct the Escrow Agent to credit the amount disp\lted to the Disputed Payments Account and the undisputed ponion 10 the
appropriate State•Specific Account. No amounts may be uansferred or credited to a State•Specific Account for the benefit of
any State as to which State·Specific Finality has not occurred or as to which this Agreement has terminated.
(4) Payments to Parties other than Particu]ar Settling Sta1es.
(A) PrompeJy foJlowing -the -occurrence ◊f - State"'.Specific Finality in one SeUling .State, such
Settling State and the Original Participating Manufacturers shall notify the Jndependent Auditor of such occurrence. The
Independent Audi10r shall promptly thereafter notify each Notice Party of the occurrence of State•Specific FinaLity in at least
one- Settling State and of the amounts held in the -Subsection Vl{h) Account, Subsection Vl{c) Account (First), and
Subiection VIU(c} Ac.c ount (as such Accounts are defined in the ESCCOw Agreement), if any. If neit~r any of the Settling
States nor any of the Participating Manufacturers disputes such amounts or disputes the occwren<:e of Slate-Specific Finality
.in one Settling Seate, _by notice delivered to each Notice Pany not Jater than ten Business Days after delivery by the
Independent Auditor of the notice described in the preceding sentence, the lridependent Auditor shall promptly instruct the
EscrOw Agent to dµ;burse the funds held in such Accounts to the Foundation or to~ Fund specified in subsection VID(c}. as
appropriate. H ·a ny Settling State or Participating Manufacturer djsputes such amounLS or the occurrence of such State·
Specific Fmality by notice delivered to each other Notice Party not later than 10 Business Days after delivery by the

(C) As to amounts held in rhe Subsection VI(c) Account (Subsequent). If this Agreemeot is
terminated with respect to Settling States having aggregate Allocable Shares cquaJ to more lhan 20% of the total aggregate
A11ocable Shares assigned to those State~ that were Settling States as of the MSA Execution Dare. the Original Participating
Manufac1urers shall promptly notify the Independent _Auditor of such occurrence. The Independent Auditor shall promptly
thereafter notify each Notice Party of .such termination and of the amounts held in the Subsection Vl(c) Account
{Subsequent) (as defined in the Escrow Agreement). _If neither any such State with respect to which _this Agreement bas
terminated nor any Panicipating Manufacturer disputes such amounts or lhe occurrence of such termi.Jlation by notice
delivered to each other Notice Party not Inter than 10 Business Days after delivery by lhe Independent Auditor of the notice
described in the preceding sentence, the Independent Auditor shall promptly instruct the Escrow Agent to transfer such
amounts to the Participating Manufacturers (on the basis of their respective contributions of such funds). If any such State or
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any Panicipati.ng Manufacturer dispute_s the amoun_ts held in the Account or the occurrence of such termination by notice
delivered to-.e ach other Notice Pany not later than JO Business Days after delivery by the Independent Auditor of the

(B) To the extent a dispute as to a prior payment is resolved with finality against a Participating
Manufacturer: (i) in the case where the disputed amount bas beeri paid into the Disputed Payments Account pursuant. to
subsection (d)(8). the Independent Auditor-shall instruct the Escrow Agent to transfer such amount ln the applicable payee
Account(s); (ii) in the case where the disputed amount has not been paid into the Disputed Payments Account and the
dispute was identified prior -to the Payment Due Date in question by delivery of a statement pursuant to subsection (d)(6)
identifying such dispute. -the Independent Auditor shall calculate interest on the disputed amount from the Paymem Due Date
in question (th~ applicable interest rate 10 be that provided in subsection IX(h)) and the allocation of such amount and interest
ainong the applicab le payees, and shall provide notice of the amount owed (and the identity of the payor and payees) to all
Notice Parties; and (iii) in all othei cases, .the _procedure described in subsection (ii) shall apply, except that the applicable
interest rate shall be lhe Prime Rate. ·

notice described in the second sentence Of this subsection (5}(C), the Independent Auditor shall promptly instruct the
Escrow Agent to credit the amount disputed to the Disputed. Payments Account and transfer.the undisputed portion to the
Participating Manuf~cturers (on lhe basis Of Lheir respective contribution of such funds).
(6) Detennination of amounts paid or he1d for the benefit of each individual Seuljng State- For purposes
of subsections (f)(J). (O(S)(A) and (i),(2). the portjon of a payment that is made· or held for the benefit _of e_ach: individual
Settling S~te shall be determined: · (A) in the case of a payment credited to the Subsection IX(b) Account (fll'St) or the
Subsection l.X(b) Account (Subsequent). by allocating the results of clause ..Eighth" of subsection IXO) among those Settling
Slates who were Settling States at the time that the .a mount of sµc}l payment was calculated. pro rat.a in proportion to their
respective Allocable Shares; and (B) in the case of a payment .creq.ited to the Subsection IX(c)( I) Account Qr the Subsection
IX(cX2) Accotmt, by _the result'> of clause "'Twelfth" of subsection IX(j) · for each individual Settling State. Provided,
however, .that, solely for purposes of subsection (f)(3), the Settling Scates may by unanimous agreement agree nn a different
method of allocation of amounts held in the ACC-Ounts ide,ntificd in this subsection (t)(6).

n
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<2) Overnavmems.
(A) If a dispute as to a prior payment is resolved with finality in favor of a Participating
Manufacturer Where the _disputed amount has been paid-into the Disputed Payments Account pursuant to subsection (d)(S).
the Independent Auditor"shaU instruct the Escrow Agerit to transfer such amounl to such Participating Manufacturer.
(B) 'Jfinformation becomes available ·to the Independent Auditor not later than four years after a
Payment Due Dale showing that a Participating Manufacturer made an overpayment on such date, or if a dispute as to a prior
payrriem is resolved with finality in favoi of a Panicipating Manufacturer where the disputed amount has been paid but not
intO the Disputed· Payments Account. such Participating Manufacturer shall be entitled to a continuing doUar.for-dollar offset
as follows :

(g) payments tg be Made Only After final Approval. Promptly following the OCCWTence of Final Approval, the
Settling States and lhe Original Participating Manufacturers. sbaJl notify the lodependent Auditor of such pccurrence. T~
Independent Auditor shall promj>tly th_ere"after llotify each Notice Party of the occurrence of Fina.I Approval and of the
amounts held in the State-Specific Accouc:ics. 1f neither any of the .Se_ttling States nor any of the Participating Manufacturers
disputes such amounts, disputes the occurrence of Final Approval or claims that this Agreement ha_s terminated as to any
Settling State for whose benefit rhc funds arc held iii a State_-Specific Account, by notice delivered_to each Notice Party DOI
f such -notice of Final ApprovaJ, the lndepende_nt
later than 10 Business Days after delivery by the Independent Auditor o_
Auditor Shall promptly instn1ct the Escrow Agent to disbt.irsc thc _funds held_in the State-Specific Accounts to (or as directed
or the occurrence of Final. Approval, or claims
amounts
such
disputes
Party
Notice_
any
If
.
.
States
Settling
by) the respeCtive
that this Agree~nt has terminated as to any Settling State for whose benefit the funds are ~eld in a State-Specific A~ount,
by not.ice d_elivered to each other Notice Party not later than 10 Business Days after delivery by the Independent Auditor of
such notiCe of Fmal ·Approval, the Independent Auditor shall promptly instruct the Escrow_Agent to_credit the amounts
disputed :10 the· Disputed Payments Account and to disburse the undisputed -portion to (or as directed by) the respective
Settling States.
(h) Applicability to Section XVII Payments. This section XI .shaJl not be applicable -to payments made pursuant to
section XVII; provided, however, that the Independent Auditor shall be responsible for calculating Relative Market Shares in
connection with such payments, and the -lndependent Auditor .s hall promptly provide the results -of such c,a1cuJation to any
Odginal Participating Manufacturer or SettJing State that requests it do SO.

(i)

(i) offsets under this subsection (B) shall be applied onJy against eligible payments 10 be
made by such Participating Manufactu rer after the entitleme!ll to the offset arises. The eligible payments shall be: in the c_ase
of offsets arising frorri. payments unde[ subsection IX(b) or IX(c)(l ), subsequent payments u_n dcr any of such subsections~ in
the case of offsets arising from payments under ·subsection IX(c)(2), subsequent payments under such subsection or. if no
subsequent payments are to be made uoder such subsection, subsequent payments under subsection IX(c)(l )~ in the case of
offsets arising from payments under subsection IX(e)," subsequent payments under such subsection or subsection IX(e); in the
case of offsets arising from payments . under subsection -VI(c ), subsequent payments· under such subsection or, if no
subsequent payments arc to be made under such subsection, subsequent payments under any of subsection IX(c)(l), IX(c)(2)
or IX(e); in the case of offsets arising from payments under subsection VUJ(b). subsequent payments under such subsection
or, if no subsequent payments are to be made under such subsection, subsequent paylllenls under either subsection IX(c)(l) or
IX(cX2);.in the case of offsets arising from payments under subsection VTJJ(c), subsequent payments under .ejther subsection
lX(c)(l) or 1X(c)(2); and, in the case of offsets arising from payments under subsection IX(i), subsequent payments under
such subsection- (consistent with the provisions of this subsection (B)(i)).

Miscalculated or Disputed-Payments.

(ii) in. the case of offsets to be applied against payments under subsection IX(c), the
offset to be applied shall be apportioned among the Settling States pro rata in proponion to their respective shares of such
payments·, as such respectivC: shares are determined pursuant to step E of clause '.'Seventh" (iil the case of payments due from
the Original Participating ·Manufaau"rers) or clause ..Six~tf' (iri the case of payments due from the Subsequent Panicipating
Manufacturers) of subsection IX(j) (except where the offset arises from an overpayment applicable solely to a particular
Seulirig State).

( 1) Uodeffiaymems(A) If information becomes available-tolhe Iii.dependent Auditor not latei'lhan four years after a
Payment Due Date, a·oo sUCh information shows that any Participating Manufacturer was i11srructed to make an insuffi cient
payment on such date {"original paynient"), the lrxiependent Auditor shaJJ promptly determine the additional payment owed
by such Participating Manufacturer .and the allocation of such .additional payment aJllOng the applicable payees, The
Independent Auditor shal1_ then reduce such additional payment (up to the fall amount of such additional payment) by any
adj'ustments or offsets that were available to the Participating Manufacturer in question against the original payment at the
time it was made (and have ·not since been used) ·but which such Participating Manufacturer.was -unable to use against_-such
such .Original payment (provided.that .any adjus~~ts
..
original payme'1t because ,such adjustments or offsecs were in exces•.-of
or offsets ·Uscc1 against such additional paymennhall r ~ on a_dollar-for-dollar ba-.L<.,_ any remaining cariy-forward held by
such Participating ·Manufacturcr with respect to such adjustment or offset). The Independent Audicor sha11 then add interest
at the Prillle Rate (calculated from the payment Due Date in question) ro the additional payment (as reduced pursuant to the
preceding sentence), except that where ·the · additiooal payment Owed by · a Participating Manufacturer is the ~ult •of an
underpayment by such Participating-Manufacturer.caused by such ·Participating Manufacturer's withholding of infonnation
as described in subsection (d)(5)(B). the applicable interest rate shall be that described in subsection IX(h). The Independent
Auditor shalJ promptly give notice of the additional payment owed by the Participating Manufacturer in question (3s reduced
and/or increased as described above) to.all Noli~ Parties, showing the new information and all ca1culation:.s. Upon receipt of
such notice, any Participating MaI1,ufacturer or Settling State may dispute the Independent Auditor' s calculations in the
manner described in _s.ubsection (d)(3). and me Independent Auditor . shal1 promptly notify eacb Notice Party of any
subsequent revisions t()·_ jts calculations. Not more tJian .15 days •after. receipt of such notice (or, if the I_rxlependem Auditor
revises its calculations, not more than 15 days after receipt of the revisions), any Participating Manufacturer and any Settling
State may dispute the Independent Auditor's calculations in the manner prescribed in subsection (d)(6). _Failure to dispute the
Independent AUditor's calculations in this manner shall constitute .agreernent -, .with the Independent Auditor's .c alculations.
subject to the limitations set forth in subsection (d)(6). Payment of the undisputed portion of an additional payment shall be
made · to the Escrow Agent not more than 20 days after receipt of the notice described in this subsection (A) (or, if the
Independent Auditor revises its calculations, not_tpore than 20 days after receipt of the revisions). Failure to pay such portion
shall render the Partic'ipating Manufacturer liable_for interest thereon as .provided in subsection IX(h). Payment of the
disputed portion shall be governed by subsection "(d)(8).

(iiD the total amount of the offset to which a Participating _Manufactllrer shall be entit1ed
sha11 be the full amount of the overpayment it made; "together with interest calculated from the time of the overpayment to the
PayJI).ent Due Date of the fu-st eligible payment against which the Offset may be applied. ·The applicable interest rate shall be
the Prime Rate (except that, where the overpayment is the result of a Settling State's withholding of infonnation as described
in subsection (d)(5)(B ). the applicable interest rate shall be that described in subsection IX(h)).
(iv) an offset under this subsection (B) shall be app]ied up tO the full amount· of Ihe
Participating Manufacturer' s share (in the case of paymcots due from Original Panicipating Manufacturers, determined as
described in the first sentence of clause "Seventh" of subsection IX(j) (or, in the case of payments pursuant to subsection
IX(c), step D of such clause)) of the eligible payment in question, as such payment has been adjusted and reduced pursuant to
clauses "F'itst" through "Sixth" of subsection IX(i), 10 the extent each such clause is applicable to the payment in question. In
the event that 'the offset to whicl;l a Panicipating Manufacturer is ~ntitled under this subsection (B) wouJd exceed such
Participating Manufacllµ"cr's share of the eligible payment agairisi, Which it is being applied (or, in the case where such offset
arises from an overpayinem applicable solely to a particular Settling State, the portion of such payment that is made for the
benefit of such Settling State), the offset shall be the full amount of such Panicipating Manufacmrer's share of such payment
and all amounts not offset shall carry forward 11nd be offset against subsequent eJigible payments until all such amounts have
·
bec.0 offset.
(j) Payments After Applicable'. Condition. To tbe _extent that a payment is made after the occurrence of all
applicable conditions for the disbursemerit of such payment to the_payee(s) in question, the Independent Auditor shall instruct

the Escrow Agent to disburse such payment promptly following its deposit.
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(8) Notwithstanding the foregoing (and the definition of Released Parties), this release and covenant
shall not apply lo retailers. suppliers or distributors lo the extent of any liability arising from the sale or distribution of
Tobacco Products of, or the·supply of component parts of Tobacco ProduclS to, any non-Released Pany.
-(A).. E.acb Settling State (for itself and fo r the Releasing Panics) agrees that, if a claim by a
Releasing Pany against a retailer, supplier or distributor that would be a Released Oaim but fo r the operation of the
preceding sentence reslllts in or in any way gives rise to a clai m-over (on any theory whatever) hy such retailer, supplier or
distributor against any Released Pan y (and suCh Released Party gives notice to the applicable Settling St.ale within 30 days of
the service of such clai m-ov:er (or wichiri 30 days after the MSA Execution Date, whicheVer is later) and prior LO entry into
any settlement of such claim-over). the Releasing Party: (i) shall .reduce or credit against any judgment or settlement such
Releasillg Party may obtain a"gainst such retailer. supplier or disui~utor ·the full amount of any judgment or seulement such
retailer, suppliet or distributor may obtain against the Released Party on such claim-over; and (ii) shall, as part of any
· settlement with such retailer. supplier or distributor. obtain from such retailer, supplier or distributor for the benefit of such
Released Party a satisfaction in full of such retailer's, suppUcr's or distributor's judgmenr or settlement against the Released

XII. SETTLING STATES' RELEASE, DISCHARGE AND COVENANT
(a) Release.
(I) ypon the occurrence of State-Specific Finality in a Seu.Jing State, such Sel!Jing Slate shall absolutely
and uncooditioilal1y release and forever discharge all Released Panies from all Releasc!d Claims that the Releasing Parties
directly, indirectly, dCri\lativc ly ~r in any other capacity ever had, no~ have, or hereafter can, shall or may have.
(2) . Notwithst;LDding the foregoing, this release and discharge shall not apply to any defendant in a lawsuit
sen.led purs,uant to this Agreement (other than a Participating Maoufatturer) unless and until such defendant releases the
Releasing Parties (and delivers lO the Attorney General of the applicable Settling State a copy of such release) from any and
l:l.lJ Claims of such defendant relating to the prosecution of such lawsuiL
(3) Each Settling Slate (for itself and for the Rcleasing ·Parties) further covenants and agrees that it (and the
Releasing Parties) shall not aftec the occurrence of.Slate-Specific Finality sue or seek to establish civil liability against any
Released Party based. in whole or in part, upon any of the Released Claims, and further agrees that such covenant and
agreement shall be a complete defense to any such civil action or proceeding.
(4) (A) Each Settling State (for itself and for the Releasing Panies) funner agrees lhnt, if a Released Qaim
b)' a Releasing Party against any person or entity that'is 'n·ot a Released Party (a "non-Relcast.~ Party") results in or in any
way gives rise to a claim-over (on any theory whatever·otber than a claim b.ised on an express written indemnity agreement)
by such non-Released Party against any Released Party (and such Released Party gives notice to the applicable Settling State
within 30 days of Ule service of such claim-over (or within 30 days after the MSA Execution Date. Wh.icbever is later) and
prior to entry into any settlement of such claim-over), the Releasing Party: (i) sha.11 reduce or credit against any j~dgment or
settlement such Releasing Party may obtain against such non-Released Party the full amount of any judgment or settlement
such non-Released Party may obtain against the Released Pany on such claim-over~ and (ii) shall , as part of any settlement
with such non~Released Party, obtain from such non-Released Party for the benefit of such Released Party a satisfaction in
full of such oon-Released Party' s judgment or settlement against the Released Party.

Party.
(B) Each Settling State further agrees that in lhe event that the provisions of subsectioo (8)(A)
above do not fully eliminate any and all liability of any Original Participati ng Manufacturer (or any person or cmity that is a
its relation-ship tn an Original Participating Manufacturer) with respect to claims-oVer (on any
Of
virtue
by
Party
Released
iheory Whatever) by_any such rCtailer. su~J)lier or disuibutor co recover in whole or ill part any liability ..(whether direct or
indirect, or whether by way of settlement (to the extent lhat such Released Party has given notice to the applicable Settling
State within 30 days of the service of such claim-over (or within 30 days after the MSA Execution Date, wh.ichever is later)
and prior to ·enuy into any settlement of such claim-over), judgment or otherwise) of such retailer, supplier .or. distributor to
any Releasing Party arising out of any claim that would be a Released Claim but for the operation of the first sentence of thi s
subsection (8), such Original Participati ng Manufacturer shall receive a continuing dollar-for-doll ar offset fo r any amounts
paid by such Original Panicipating Manufacturer (or by any pe.m>n or entity that is a Released Party by virtue or its relation
10 such Original Panicipating Manufacturer) on any such liability against such Original Participating Manufacturer's share
(detemlined as described in step E of clause "Seventh" of subsection IX(j)} of the applicable Settling State's Allocated
Payment, up to the full amount of such Original Panicipating Manufacturer's share or such Allocated Payment each year,
until all such amounts paid on such liability have been offset. ln the event lhat the offset under this subsec1ion (8) with
respect to a particular Settling State would in any given year exceed such Original Participaling Manufacmrer·s share of such
Settling State's AJlocated Payment (as such share had been reduced by adjustment, if any. pursuant to the NPM Adjustment.
and has been reduced by offsets, if any, pursuant to the offscl for miscalculated o r dispuled payments. the Fedentl T obau;o
Legislati on Otrset. lhe Litigating Releasing Parties Offset and !he offset for claims-over under subsec1ion Xll(a)(4)(B}): (i)
the offset to which such Original Participating Manufacturer is entitled under this subsection in such year shall be the fu ll
amount of such Original Participating Manufacturer's share of such Allocated Payment; and (ii) all amounts not offset by
reason of clause (i) shall carry forward and be offset in the following year(s) unti l aJI such amouncs have been offset

agrees

('")
r

00

that fu the event that the provisions of subsection (4)(A) do
(D) Each Settling State further
oot fully eliminate any and all liability of any Original Participating Manufacturer (ur of any person or e ntity 1hat is a
Manufacturer) with respect to claims-over (on any theory
Participating
Original
Released Pany by virtue of its relation to any
whatever Olher ~an a claim based on an express written indemnity agreement) by any non-Released Pany to recover in
whole pr in part any liability (whether direct or indirect. or whether by way of settlement (lo the extent that such Released
Party bas given notice to the applicable SeUJing State within 30 days of the service of such claim-over (or with.in 30 days
after the MSA _Execution Date, whichever is later) and prior to em.ry imo any settlement of such claim-over), judgment or
othe;rwise) of such ·non•Released Party to any Releasing Party arising out of any Released Claim. such Original Panicipating
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 Release.cl Pany. by virtue of its relation to such Original Participating
Manu fact urer) on any such liability against Sllfh Original Participatirig Manufacturer's share (determined as described in step
E of clause ''Seventh" ofsut>secti0n IX(j)) of the applicable Settling State's Allocated Payment, up to the f'.ull amount of such
Origill~ Participating Manufactw-er's share of such AJlocated Payment each year, uritil all such amounts paid on such
liabi,ity haVe ~n _o ffset. In the event that the offset under this subsection (4) with respect to a panicu.lar Settling State
would in any given year exceed such Original Partic ipating Manufacturer's share of such Settling State's Allocared Payment
(as such share had been reduced by adjustment, if any, pursuant to the NPM Adjustment. and has been reduced by offsets, if
any, pursuant to the offset for miscalculated or disputed payments, the Federal T obacco Legi~lation Offset and the Litigating
Rel~a.-;ing Panies_Offset): (i) the offset to which such Original Panicipating Manufacturer is entitled under lb.is subsection in
such year shall be the full ain.ount of such Original Panicipating Manufacturer's share of such Allocated Payment; and (ii) all
amounts not offset by reason of subsection (i) shall carry forward and be offset in tbe following year(s) until all such amounts
· ·
have been offset.

(C) Each Settling State further agrees !hat, subject to the provisions of subsection 1X(i)(3), each
Subsequent Panicipating Manufacturer shall be entitled to the offset described in subsection (B) above to the extent tha1 it (or
any person or entity that is a Released Party by vinuc of its n:lationship with such S ubsequent Participating Ma11ufacturer)
has paid on liability that would give ri se to an offst!l under such subsection if paid by an Original Participating Manufacturer.
(9) Notwith standing any provision of law, statutory or otherwise, which provides lhal a ~eneral release
docs nor extend to claims ·which t.he c reditor does not know or suspect to exist in its favor al the time of executing the rt:lease,
which if known by it must have materially affected its settlement wit.h the debtor, the releases set forth in this section XU
release al l Released Claims against the Released Parties, whether known or unknown, foreseen or unforeseen, suspected or
wlsuspected. that the Releasing Parties may have agaihst the Released Parties. and the Releasing Parties understand and
acknowledge the signi ficance and consequences of waiver of any such provjsjon and hereby assume fuJJ responsjbiliry for
·
any inj uries, damages or losses that the Releasing Panics may incur.

(C) Each Settling State further agrees that. subject 10 the provision<, of section IX(i)(3), each
Subseque nt Participating Manufacturer shall be entitled to the offset described in subsection (B) above to the extent that it (or
any person o r entity tbal iS a Released Party by virrue of its relationship with such S ubsequent Participating Manufacturer)
has paid on liability that would give rise to an offset under such subsection if paid by an Original Participating Manufacturer.

(b) Released Claims Aeainst Releasr4 Parties- If a Releasing Party (cir any person or enlit.y enumerated in
subsoction II(pp), without regard 10 the power of the Attorney General to release claims of sucb person o r entit y) nonetheless
alle mpcs to mai niai.n a Released Claim against a Re leaSl:d Party, such Released Party shall give written notice of such
potential claim to I.he Attorney Geni::ral of the applkable Settling State within 30 days of receiving notice of such potential
claim (or within 30 days aft.er the MSA Execution Date, whichever is later) (unless such pote'ntial cl aim is being maintained
by such Settling State). The Released Pany may offer the release and covenant as a complete defense. If it is determined al
any point in such acµ on that the release of such claim is unenfo~le or invalid for any reason (including, but not limited-lo,
lack of aulho.rity to release such _claim), the following provisions shall apply:
(1) The Released Party shall take all ordinary a nd reasonable measures to defend the net ion fully. The
Released Pany ·may seuleor enter into a stipulated.judgment with rcspt..'Ct Lo the actioi:J. at any time in its sole discretion, but"in
such event the offset described in subsection (b)(2) or (b)(3) below shall apply only if the Released Party obtains tile relevant
Attorney General's consent to such settlement or stipulated judgment. whic h consent shall not be unreasonably withhe ld.
The Released Party shall not be entitled to the offset described in subsection (b)(2) or (b)(3) below if such Released Parry
fail ed lo take ordinary and reasonable measures to defend the ac1ion fully.

(5) This release aod covenant shall not operate to _interfere with a Settling State's ability 10 enforce as
against any Panicipating Manufacturer the provisions of this Agreement, or with the Coun 's ability to enter the Consent
Decree or to maintain continuing jurisdiction to enforce su~h Consent Decree pursuant to the terms thereof. Provided.
however, that neither subsection ill(a) or Jil(r) of this Agreement nor subsection V(A) or V(l) of the Consent Decree shall
create a right to challenge the continuation. after lhc-MSA Execution Date, of any advertising content, claim or slogan (other
than use of a C~oon) that was not unlawful prior to the MSA Execution Dale.
(6) The Settling S tates do not purport to waive or relea~ any claims on behalf of Indian tribes,
(7) The Settling St.ates do not waive or release any criminal liability based on federal, state or Jocal Jaw.
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XIV.

(2) The ·following provisions shall apply ·where the Released Party is an Original •Participating
Manufacturer (or :any person ot entity that is a Re]eased Party by virtue of its relationship with an Original Participating
Manufacturer):
(A) In _the e venl of a_Se"ttlemeol or stipu)aled-judgment, the settlement or-stipulated amo unt
shall give _·rise·to a cQminuing offset__ as ·such amount is actually paid against the fuJJ amount of such Original Participating
Manufacturer's share :(determined as described in step E of clause hSeventh" of subsection LX(i)) of the applicable Settling
State's Allocated Paymeilt urilll such time 8s .ttie·seitlemeot or stipulated amount is fuU)' credited on a dollar-for-dollar basis.
,
..
_
(B)_ Judgments (other 1~ a defaull judgment) against a Relea_scd Parry in such an ~ction shall,
upon payment of sue~ Judgme11l, gi:ve rise· -t o an •immediate and continuing offset against the full amount of such Original
Panicipafirlg Manufacture(s shaJ~ (~~rmioed_as described in su_bseclion-(A)) of the· app1icable 5enliog State's AJlocated
Payme_n_t. until such time as the_judgrrient is .fully credi~e(f on a dollar-for-dollar basis.
(C) Each _Settling State rese.rvcs the right to intervene in sucb an action (unless such action was
bi;ought ~Y the ·S etiling _State) to the extent authorized by applicable law in order to protecl the Settling State's interes.t under
this Agreement. Each Participating Manufacturer agrees not to oppose any such intervention:
(D)"_In the event that the offset under this Subsection (b)(2) ·with respect to a partic1.llar Settling·
Staie would in any given . year exceed such Origina1 Panicipating ManllfactureI's share of such Settling Stal.e's Allocated
Payment (as such share had:· been reduced by adjustment, if any, pursuant to the NPM Adjustment, and has been.- redu:ced by
offsets. if any. pursuant,to the Federal.Tobacco Legislarion Offse1 -and che offset for miscalculated or disputed payments):
(i). the.offset- to which such Origina1 Participating Manufacturer is entitled uoder this subsectio,n (2) in such year shall 00 lhe
fuU amountof siich OriginalPanicipating Manufacturer's share of such A l l ~ Payment; and (ii) all .amounts not offset by
reason of clause (i) shall carry-forwli.r~ and be offset in the following year(s) until all such amounts have been offset.
(3) Toe following ·provisions shall apply ·where the Released Party is a Subsequent Participating
Manufaclurer (or a,ilyperson .o r Ciltity that ·is a Released Pany by virtue of -its relationship with a Subsequent Participating
Manufacturer): Subject to the provisions of subsection,IX(i)(3); each Subsequent Panicipating Manufactu~r shall be .entitled
to the offset as described in subsections (2)(A)-(C) above against paymellts if otherwise wOuld owe under Section·IX(i) to Ute
ex.tent that it (.or any per~n or entity that is a Released-Party by vinue of its relatiollSbip with·such Subsequent Panicipating
Mam1facturer) _has paid on a settlement. ·stipular.ed judgment or judgment that would· give rise to an offset under such
subsections if paid by an Orism:aJ Partic;ipating Manufacturer.

xru.

PARTICIPATING MANUFACTURERS' DISMISSAL OF RELATED LAWSUITS

(a) Upon State-Specific F'tnality in a Settling State, each Panicipating Manufacturer will dismiss -without
prejudice (and without costs and fees) the lawsuit(s) listed in Exhibit M pending in such Settling State in which the
Participating Manufacturer is a plaintiff.- Within 10 days after the MSA Execution Dare, each Participating ManufacLW'er
and each Settling State that.is a party in any of the lawsuils listed in Exhibit M shaJI jointly move for a stay of all proct,edings
in ·such lawsuit Such slay of a lawsuit against a Settling State shall be dissolved upon the earlier of the occurrence of StateSpecific Finality in such Settling Stale or termination of this Agreement with respect to such Settling State pursuant to
subsection XVUJ(u)(l).
(b) - Upon Stare-Specific Finality in a Settling State, each Panicipating Manufacturer will release and discharge any
and all monetary Claims against such Settling State and any of such Seuling State's officers. employees. agents,
administrators, representatives. officials acting in their official capacily, agencies, departments, commissions, divisions and
counsel relating to or in connection With the ·lawsuit(s) commenced by ·the Attorney General of such Settling State identified
in Exhibil D.
(c) U_pori State-Specific Finality in a Settling State, each Panicipating Manufacturer will release and discharge any
and all . monetary Claims · against an silbdivisions (political or otherwise. including, but not limited to, municipalities,
counties, parishes. villages, unincorporated districts and hospital districts) of Such Settling State, and any of their officers,
employees. agents, administrators. representa1ives, officials· acting in their official capaci1y, agencies. departments.
commissions, divisions and eounser arising.'_out of Claims that have bl.-en waived and released with continuing full force and
effect pursuant to section XII of Otis Agreement

XV. VOLUNTARY ACTOFTHEPARTIES

and the Participating Manufacturers ac~wledgc and agl"ee thal this Agreement is voluntarily
entered into by each Settling St.ate and each Participating Manufacturer as the resu11 of arm's-length ricgotiations, and each
Settling State and each Participating Manufacturer was represe.n1ed by counsel in deciding to enter into this Agreement Each
Participating Manufacturer further acknowledges. that it understands that _c cnain provisions of this Agreement may require it
to ac1 or refrain from acting in a manner that oould Otherwise give rise 10· state or federal constitutional chal1enges aod that, by
voluntarily consenting to this Agreement; it (and the Tob_acco-Rclated Organi:iations (or any trade associations formed or
contrOJled by any Participating Ma:nufact_urer)) waives for purposes of perfonnance of this Agreement any-and all claims tbal
the· provisions of this Agreement violate· the state or federal constitutions. Provided, however, lhat nothing in the foregoing
shall constitute a wai-ver as to the entry of any court order (or any interpretation I.hereof) that would _operate 10_limit the
exercise of any constitutional right except to the extent. of ibe restrictions, limitations or obligations expressly agreed to in
this Agreeme~l or._Lhe Consent Deel&:!.
The Settling States

CONSENT DECREES AND DISMISSAL OF CLAIMS

''{.l}Y W_hhin_10 days aft~r'~-MSA_Execution-Date (or, as to any Settling State_identified in _the Additional States
prOvi'siori ofEX:tubit D; concurrefltJY with the filing of its lawsuit), each Settling St.ate an,d each Participating Manufacturer
that_is a·pany in an)' of.the-_ la\\'sui_ts identified in Exhibit D shall joinLly move for a s1ay of all proceedings in such Settling
Stai:e's lawsuit with re_spcct:to -the: ~articipating Manufacturers and all other Released Parties (except any proceeding seeking
public disclosure of documents put5ua.Rt to· st.lbsectioq: IV(b)). Such stay of a Settling Stale's lawsuit shall be dissoJved upon
tlie earlier of the occurrence -Of State-Specific Finality or rermination of this Agreement with respect to such Sellling State
pursuant to subsection XVIII(u)(l).
(b) Not later lhlln 0ecerilber ll , 1998 (or. as to any Settling S1ate identified.i.u the Additional States provision of
~l;,it D,.concurrently wilh ~ filillg'Qfits lawsuit):
(I) .;•each Settling suue _lhac is a party to a lawsuit identified in Exhibi1 D ·and each Participating
Manufacturer will: ·

XVI. CONSTRUCTION
(a) No Settling.State or Participating Manufacturer shall be considered the drafter of this Agreement or any Consent
Decree, or any provision of either, for the purpose of any statute, case law or rule of interpretation or construction thai would
or might cause any _provision to be construed.agai':}St the draf'ter.
· (b) Nothing in · this Agreement shal] be construed as approval by the Settling States of any Participating
Manufacturer's business organizations; operations. acts or practices, and no Participating Manufa<.1urer may make any
representation to the contrary.

xvn.

RECOVERY OF COSTS AND AITORNEYS' FEES

(a), The Original 'Parti~ipating ~anufaclurers agree that. with respect to any Settling Staie in which the Coun bas
approved this A~ment and I.be COnseil.t Decree, they shall severally reimburse the following "Governmental Entities": (1)
the offic.-e of the Attorney General o[ such Settling State;_(2) the office of_the_governmental prosecuting authoricy for any
political subdivision of such SettJ_iog State with a lawsuit pending against any Participating Manufacturer as of July I , 1998
(as identified in Exhibit N) that has released sucb Settling; State and such Panicipating Manufacturer(s) from any and all
Released Claims (a "Litigating Political Subdivision"); and (3) other appropriate agencies of such Settling Stale and such
Litigating Political, Subdivision, for reasonable costs and expenses incurred in connection with the litigation or resolution of
claims asserted by onlgainst the Panicipating Man~facturerS in the actions se1 forth in Exhibits D, M and N; provided that
such costs and expenses are of the same nature as COsts and expenses for which the Origina1 Participating Manµfacturcrs
would reimbq.rse their own counsel or agents (but not including•costs and expenses relating to lobbying activities).

(A) ·tendCr this Agreement to the Court in such Settling State for ilS approval; and
(B) t.encief·to the Coun in such Settling State for entry a consent decree conforming to {be model
consent decree-attilched hereto as Exhibit L (revisions or changes to such model consent decree shall be limited to th~ extent
required b)' s1.a1e procedllfal reqllirements .10 reflect accurately the factual seu.ing of the case in questioo, but shall ilOl include
an}' subsl8Jltive revision to the d_uties Or Obligations of any Seltling State or Participating Manufaccuter, ·excfpt by agICenient .
of all Original Participating Manufacturers)~ and
(2) eac.li ·settlihg· Stare shall seekemry of an order of dismissal of claims dismissing with · prejudice_all
claims against the ·Particijjating Mariu'racturers and any other R_eleased Party in silch Settling State's ·act.ion· identified _in
Exhibit D. Provided, _hOwever, that _the Setilin·g Sta_te is not required to seek: entry of such an .order _in such ~tiling State' s
action against such a Released Party (other than · a Participating Manllfactorer) unless and until such Released Pany has
released the Releasing Pnrt.ies··(artd·dclivered to the Attorney General of such Settling,State a copy of such release) (which
release shall be- effective ·upon the ·Occurrente of Stal.evSpecific Finality in ·such Settling St.ate, and shall recite. that in the
event this Agreement is tenn~nated -witb respect 10 Such SettJing State·pursutim to subsection XVIB(U:)(1) the Released Party
agrees-.that ·the order Of dismissal shall be null and void and of no •effect) from- any ai1.d all Claims of such Released Pany
relating to Ille prosecution of such actiOn as-provided in subsection XIJ(a)(2).

(b) The .Original Participating Manufacturers further· agree severally 10 pay the Governmental Emities ·in any
Settling State !n .whic_h State-Specific Finality has occurred an amount sufficient to compensate such Governmental Entities
for time reasonably expended by attorneys and para]ega1s employed .in such offices in connection wilh the litigation or
resolution of i;::laims assened against or by tbC _Participating Manufacturers in the actions identified in Exhibits D,_M and N
(but not including tililc relating to_lobbying activities}, such amount to be calculated based upon hourly ra_tes equal to 'the
mark.et rate in such Settling State for private attorneys and paralegals of equivalent experience and seniority.

(c) Such GoVcinmental Entities .5eeki.11g payment pursuarit to subsection (a) and/or (b) shaU prOvi:de the_ Original
Panicipating Manufacturers with an appropriately documented statement of all costs, expenses and attorney and paralegal
time for which payment is sought, and, solely with _respect to p~ymems sougbL pursuant Lo subsection (b), shall do so no
earlier than the date on which State-Specific Finality occuts in such Settling State. A\1 amounts to be paid pursuant to
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subsections (n) and (b) shall be subject to reasonable verification if requested by any Original Pankipating Manufacturer;
provided, however, that nothing contained in this subsection (c) sbaU constitute, cause, or require the perfonnance of any
act that would constitute · any waiver (in whole or in part) of any attorney-client privilege, work product protection or
common interest/joint prosecution privilege. All such amount<; to be paid pursuant to subsections (a) and (b) shall be
subject to an aggregate cap of $150 miUion for all Settling States, shall be paid promptly following submission of the
appropriate documentation (and the completion of any verification process)~shall be paid separately and apan from any other
amounts due pursuant to this Agreement, aod shall be paid severally by each Original Participating Manufacturer according
to its Relative Market Share.· All amounts to be paid pursuant to subsection (b) shall he paid to such Governmental Entities
in the order in which State-Specific Finality has occWTed in such Settling States (subject to the $150 million aggregate cap).
(d) The Original Participating Manufacturers agree that, upon the occurrence of State-Specific Finality in Settling
State, they will _severiilly pay reasonable attorneys•· fees to the private.· outside counsel. if any, retained by such ~nling State
(and each •Litigating Political Subdivision, if any, within such Settling State) in connection· with the respective actions
identified in Exhibits 0; M and N and who are designated in Exhibit S for each Settling State by the relevant Attorney
General (and for each 'Litigating Politic.il Subdivision, as later certified in writing to the Original Participating Manufacturers
by the relevant goveromenta1 prosecuting authority of each Litigating Political Subdivision) as ha•ving been retained by and
having represented such Settling State (or such Litigating Political Subdivision), in accordance wilh Lh~ terms described in
the Model Fee Payment Agreement attached as Exhibit 0.

(3) The parties agree that if any ierm of this Agreement is icviscd pursuant to subsection (b)(]) or (b)(2)
above and the sub Stance o_f such term before it w.is revise(I was ,also a term of the Consent Decree, each affected. S:~ttling
State and each affected Participating Manufacturer shall jointly _m ove the Coun to amend the Conse_nt Decree to conform
the terms Ofthe Consent Decree to the revised
·of the Agreement.
(4) · ff at any tinie ·ariy Settling State agrees to relieve, ·in any respect, any Participating Manufacturer·s
obligati~D LO make the payments as ·provided· in this Agreement, then, with respect to that Settling State, the terms of this
Agreement shal1 be revised so·that the other Participat_ing ~an~facrurers receive ·tenns as relativel,y favorable.
(c) Transfer gf Tohau:q Brands- N_o Original Partidp,iting Manufacturer-.may sen or otherwise transfer or permit
the sale or transfer. of any of its Cigarette. brands, Brand Names, Cigarette product formulas or_ Cigarette businesse:J .(other
than a sale or transfer of Cigarette brands Or Brand Names to be sold, produc1 formulas to be used, or Cigarette businesses to
be conducted. by the aCquiror or tranSferec exclusively outside of the States) to any person or entity unless siu:h _per~o~ or
entity is an Origillal ParticipatingMallufacturer _or prior to the sale or acquisition agrees to ~ssume the obligatio~__o,f ~
Original 'Participating Manufacturer with respect to such Ci_g_areue brands, Brand_ Names, Cigarette . product formulas ?r
busines•ses. No Participating ~fanufacturer may sell or otherwise trn.nsft:r any of its Cigarette brands, Brand Names, Cigarette
product fonn.u _las or Cigarette businesses (other than a ,salt: or transfer of Cigarette hr~- or Brand NamfS to be sold,
Cigarette produ~tformu~as to be used, or businesses to be conducted_, by the ac~uiror or tr811Sferee exc~u~i.vely outsi~. of !11e
Stares) to any person or entity unless such person or entity is or becomes pnor to the sa1e _or acqw~iuon a Part1c1paung
Manufacn~rer.. In (he event of any ·such sale or transfer of a Cigarette brand. Brand Name, Cigarette product fo~a or
Cigarette btisiness by a Participating Manufacturer to a person or entity that within 180 days prior to such sale ~r transf~r was
a Non-Participating Mantifacturer, the Participating ·Manufacturer shall certify to the Settling States that it has determined
that such person.or entity has· the capability to perforrrHhe obHgations under this Agreement. Such cenification shall not
survive .beyond one y.ear following the date of any such transfer. Each Original Participating Manufacturer certifies .and
represents that, e:;,,:.cept as provided in Exhibit R, it (or a wholly owned Affiliate) exclusively owns and controls in th~ .States
the Brand Names of those Cigarettes_that it currently manufactures for sale (or sells) in the States and that it has .the capa~
to enter into an effective agreement concerning the sale or transfer of such BnUid Names pursuant tu lhis subsection. XVID(e).
Nothing in· this Agreement is intended to create any right for a State to obtain any Cigarette product formula that itwuuld not
otherwise have under applicable Jaw.
(d) Payments in Settlement·. Al] payments to be made by the Participating ManllfactUfen; pursuant . to this
Agreement are in settlement of all of the Settling Scates' antitrust, consumer protect1on, common law negligence, statutory,
common law and equitable claims for monetary, restirutionary, equitable and injwlctive relief alleged b)'. _lli.e 5e!-tling-States
with respect to the year of payment or earlie"r years, except that no_ part Of any payment under this Agi'ee~eil.t}s ~de in
settlement of an actual or potenlial liability_ for a fine, penalty (civil or criminal) or enhanced damages or 1s the cost o~ a
tangible or intangible asset or other future benefit.
(e) No Determination qr Admission. This Agreemem is not intended to be and shall no_t in any e·v.ent be construed
or deemed to be, or represented ·or caused to be. represented as, an admissio,n or concession or evidence of ( l) any liability or
any wrongdoing whatsoever on the part of any Released Party or that any Released Party has engaged in any of the activities
barred by this Agreement;_or (2) personal jurisdiction over any person or entity other than. the Participatin~ Mamifact.urers,
Bo.ch Participating Manufactll{er specifically disclaims and denies any liability or wrongdoing whatsoever with respect to the
claims and allegations asserted against it by the Attorneys General of I.he Settling St1;1,ces ~d the Litigating Po litical
Subdivisions. Each Particip"ating Manufacturer has entered into this Agreement solely · to avoid the further expense,
irn.:umenience, burden and risk oflitigation:
(f) Non Admissibility. The settlement negotiations resulting in this_Agreement have ~een undertaken by ~
Settling States and the Participating Manufacturers in good faith and for ~cule.men.~ purpo.scs only,. and no evi~cc of
negotiations or discussions underlying lhis Agreement shall be offered or received m evidence many action or proceeding for
any purpose. Neither this Agreement nor any public discussions. public statements or public comm~nts ~jth r:espect -~o. this
Agreement·by any Settling State or Panicipating_Manufacturer or irs agents shall be offered or received m evidence In any
action or proceeding for any purpose other than in an action or proceeding arising under or relating to this Agreement
(g) Representatio~s of Parties. ~h Settling _Seate and each Participating Manufactu~er hereby represents that this
Agreemeht has beeri duly authorized and, upon execution, will crmsrirure a valid and binding. contractual obligation,
enforceabJc in accordance with its terms, of each of them. The signatories hereliJ on behalf of their respective Settling States
expressly represent and warrant that they. ha Ve the auLhority to settle and fCie·ase all Released ~laims_ of
i:especti~e
Settling States and any of their respective Settling States' past. present and future agents. officials acung m their official
capacities, legal representatives , agencies, depanments, conunissions and divisions. and that ·such signa_tories_are aware of_no
authority. to the contrary. It is recogni:t::ed that . the Original Participating Manufacturers' are relying -on the foregomg
representati0n and warranty in making the payments required by and in otherwise performing under this Agreement. The
Original Participating Manufacturers' shall have the right to terminate this Agreement pursuant to subsection XVIII(u) as to
any Settling State as to which the foregoing representation and, warranty is breached_or not effectively given.
(h) Obligations Severn! Nol Joint All obligations Of Lhe Particip8ting •M anufacturers pursuant to this Agreement
(_including. but not limited to, all payment obligations) are intended to be, and shall remain, several and not joint.

terms
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XVIII. MISCELLANEOUS
(a) Effect of Current or Euture Law. ff any current or future law includes obligations or prohibitions applying to
Tobacco Product Manufacturers related to any of the provisions of this Agreement, each Participating Manufacturer sha11
comply with this Agreement unless compliance with this Agreement would violate such law·.
(b) . limited Most-Favored Nation Provision.
(1) If any Participating _Manufacturer enters into any future settlement agreement of other litigation
comparable to any of the actions identified in Exhibit U brought by a non-foreign governmental plaintiff other than the
federal government ( ..Future Settlement Agreement"):

(A). before October 1, 2000, on overall terms more favorable to such governmental plaintiff than
the overall terms of this Agreement (after due consideration of relevant differences in population or other appropriate
factors), then, unless a majority of the Settling States determines that the overall terms of the _Future Settlement Agreement
are not more favorable than the overall terms of this Agreement, the overall terms of this Agreement will be revised so that
the Settling StatCs will obtain treatment with respect to such Participating Manufacturer at least as reh1tively favorable as the
overall terms provided to any such governmental plaintiff; provided, however, that as to economic terms this Agn:ement shall
not be revised based on any such Future Settlement Agreement if such Future Settlement Agreement is entered into after:
(i) the impaneling of the jury (or, in the event of a non-jury trial, the commencement of trial) in such litigation-or any severed
or bifurcated portion thereof; or _(ii) ru1y court order or judicial determination relating to such litigation that (x) grants
judgment (in whole or in part) against such Participating Manufacturer; or (y) grants injunctive or other relief that affects the
assets ur <m-going business activities of such Participating Manufactu(er in a rp.anner other than as expressly provided· for in
this Agreement; or
·
(B) on or after October l , 2000, on non•economic terms more favorable to such governmental
plaintiff than the non-economic terms of this Agreement, and such Future Settlement Agreement indudes terms that provide
for the. implementation of non-economic tobacco-related public ·health .measures different from those contained in this
Agreement, then this Agreement shall be revised with respect to such Participating Manufacturer to include terms comparable
to such non-economic terms, unless a majority of the .Settling States elects against such revision.
(2) If any Settling State resolves by settlement Claims against any Non•Participating Manufacturer after
the MSA Execution Date comparable to any Re1eased Claim, and such resolution includes overall terms that are more
favorable to such Non-Participating Manufacturer than the terms of this Agreement (including, without limitation,· any terms
that relate to the marketing or distribution of Tobacco Products and any term that provides for a lower settlement cosr on a
per pack sold basis). then the overall terms of this Agreement will be revised so that the Original Participating Manufactwers
will obtain, with respect lo that St:!tling State, overall terms at least as relatively favorable (taking into accoum, among other
things, all payments previously made by the Original Participating Manufacturers and the timing of any payments) as those
obtained by such Non-Participating Manufacturer pursuant to such resolution of Claims. The fore_going shall include but not
be limited: (a) to the treatment by any Settling State of a Future Affiliate, as that term is defined m agree~nts between any
of the Settling States and Brooke, Group Ltd., Liggett & MyefS Jnc. and/or Liggett Group, Inc. (..Liggett"), whether or not
such Future Affi1iate is merged with, or its operations combined with, Liggett or any Affiliate thereof~ and (b) to any
application of the tenns of any such agreement (including any terms subsequently negotiated pursuant· to any such
agreement) to a brand of Cigarettes (or tobacco-related assets) as a result of the purchase by or sale to Liggett of such brand
or assets o.r as a result of any combination of ownership amvng Liggett and any entity rhat manufactures Tobacco Products.
Provided. however, that revision of this Agreement pursuant to this suhsection (2) sholl not be required by virtue of the
subsequent entry into this Agreement by a Tobacco Product Manufacturer that has nut become a Participming Manufacturer
as of the MSA Execution Date. Notwithstanding the provisions of subsection XVIIIG), the provisions of this subsection
XVlll(b)(2) may be waived by(and only by) unanimous agreement of the Original Participating Manufacturers.
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_(i)

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

Headings. The beadings of lhe sections and subsections. "Of this Agreement are noL hinding aod are for

reference only and do .not limit, exwnd, .or otherwise affect the contents or me:ming of this Agreement.
(j)° Amendment ·and Waiver. This Agreement may be amended by a written instrument execuled by all

{4) · If a court materially modifies, renders uneufnrce.:1ble, or finds to be unlawful any portion of any
provision of this ~greement, the remaining portions of such provision shall be unenforceab1e with respect to the affected
Settling State unl~ss a Substitute Tem1 is arril/ecl at pursuant to subsection (oX2) or (o)(3) hereof, whichever is applicable.

PaniciJJ8ting Manufacturers affected by the amendmenL and by aJJ Settling States affected bJ the amendment The tenm

of any such amen.dment shall not be -enforceable in any Settling State that is not a-_ signatory.·to such amendment. The waiver
of any rights conferred hereunder shall be effective Only if made by written instrument executed by the waiving party or
parties-. -The waiver by any pany .of any breach of this Agreement shall not be deemed 10 be or construed ~s a waiver of any

(p) .. Int.eQded Beneficiaries- No portion of thi.s Agreement shall provide any rights to, or be enfon..-eable by, any
person or entity ,t~l is ndt a Settling State or a Released Party. No Settling Stare may assign or otherwise convey any right to

other breach, whether prior, subse({uent or contemporaneous, not shall such waiver 00 deemed to be or construed as a waiver
by any other party.
(k) NotiCes. • All n6tices or other communications to any part:y to this Agreement shulJ be in writing (including, but
not limited to, facsimile; telex, ·telecopy or similar writing) and shall be given at the addresses specified in _E xhibit P (as it
may be amended to reflect any· additional Participating Manufacturer that becomes a party lO Lhis. Agreement after the MSA
Executio~ Date) .. Any Settling State. or Participating Manufacturer may change or add the name and address of the persons
designated to receive notice Oil its behalf by notice given (effec1ive upon the giving of such notice) as provided in this
subsection.
_(l) . COqperatjQD'. · Ea~b "SettlingSt<tte and each Panicipating Manufaq11rer agrees to use its OOst efforts and to
cooperate with each other to cause this Agreement and tbe Consent Decrees to become effective, to obtain all necessary
approval,s , ·cm,scnts and aulhoriz.ations., if any, and to execute aU documents and to take -such other action as may be
appropriate iD connection herewith. Consistent with the foregoing, each Settling Stace and each Participating Manufacturer
agrees that it
not directly oi- indirectly assist or encouragC any challenge to this Agreement or any Consent Decree by any
other person, and. will suppon lhe _integrity and enforcement of the terms of th.i._s Agreement and the Consent Decrees. Each
Senling State shall use its bcst.effons rn cause State-Specific F°mality to occur as to such Settling Slale.
(m) Designees to Discuss Disputes. Within 14 days after the MSA Execution Date, each Settling State's Attorney
G~ntntl. _a nd each_ Participating Manufacturer shall provi® written notice of its designation of a senior representative to
discuss wit~ the other signatories to ,this Agreement any dispulcs and/or other i_ssues thal may arise with respect to this
Agreement. .Each Settling State's Attorney General shall provide such notice of the name. address and telephone number of
the person it has so designated ro eS.c:h. Participating Manufacturer and to NAAG. Each Participating Mariufacturer shall
prOvide ~uch notice of lhe name, address and teiephone number of the person it has so designated to each Settling State's
AttOrney General, to NAAG and to each othet Participating Manufacturer.
(D) Govemi@ La~. This Agreement (other-than the Escrow Agreement) shall_ be governed by the laws of the
relevant. Settli.ng ·state, without regard to the conflict of law rules of Such Settling State. The Escrow Agreeinent shall be
go_v erned by the laws of the State in which rhe Escrow Court is Jocated, without regard to lhe connict of law rules of such
State.

enforce any provision of this Agreement.
(q) Couqrerparts. This Agreement may be executed in counterparts. Facsimile or photocopied signatures shall be
conSide1·ed as valid signatures as of the date affixed, although lhe Original signature pages shall thereafter be appended

(r) ~ - The obligations and duties of each Participating Manufacrurer set fonb herein are applicable only
to actions taken (or omitted to be taken) within the States. This subsection (r) shall not be construed as extending the
territorial scope of any obligation or duty set forth herein whose ~ope is otherwise limited by the terms bereof.
(s) ptesc:p,ation of Privilege. Nothing contained in this Agreement or any Consent Decree, and no act required to
he performed pur~unnt to this Agreement or any Consent Decree, is intended to constitute, cause or effect any waiver (in
whole or in part) Of any atto.mey-client privilege, work product protection or common interest/joint defense privilege, and
each Settling Stat~ and each Participating Manufacturer agi:'ees that it shall not make or cause to be made in any forum .any

wm

assenion ro the COJ.'.ltrary.
(t) . ~ . Except as otherwise specifically provided in this Agreement, nothing in this Agreement shall
limit, prejudice or otherwise interfere with the rights of any Settling State or· any Panicipating Manufacturer to pursue any
and all rights and remedies it may have against any Non-Panicipating Manufacturer or other non-Released Party.
(u) Tenn~patiQn.

(:1) Unless otherwise a_greed to by each of the Original Participating Manufacturers and the Settling State in
question, in the event that (A) State-Specific Finality in a Settling State does not occur in such Settling State on or before
December 31, 200 I; or (B) ~ Agreement or the Consent_Decree has been disapproVed by the Court (or, in the event of an
appeal from or review of a' decision of the Court to approve this Agreement and the Consent Decree. by the court hearing
such appeal or conducting such review). and the time ro Appeal from such disapproval has expi(ed. or, in the event of an
Appeal from soch disapproval, the Appea] ha~ been dismissed-or the disapproval has been affirmed by the coun of last reson
to which such Appeal has been taken and such dismissal or disapproval has become no Jonger subject to further Appeal
(including, without:Jimitatioll, review by the United States Supreme Court); or (C) this Agreement is terminated in a Settling
State for whatever, reason (including, but nol limited to, pursuant to subsection XVIll(o) of this Agreement), then this
Agreement and alLof its terms (except for the non-admissibility provisions hereof, which shall continue in full force and
effect) shall be can~eled and terminated with respect to.such Settling Stace, and it and all orders issued by the cowts in such
Settling Statt; pursuant hereto sha11 become nuU and Void and of no effect.
(2) If this Agreement is terminated with respect to a Settling State for whatever reason. then (A) the
applicable statute o~ limitation or any similar time requirement shall be tolled from the date such Settling State signed this
Agreement until the later of the time permitted by applicable law or for one year from the date of such terminatio~ with the
effect that _t:he parties shall be in the same Position with respect -to the starute of limitation as they were at the time such
Settling State filed its action, and (B) the parties shal] jointly move the Coun for an order reinstating the actions and claims
dismissed pursuant to sections XIll and XIV hereof, with the effect that the partie!. shall be in the same position with respect
to those actions and_claims as they were at the ti.me the action Or claim was stayed or dismissed.
(v) FrecdQm of Information Requests .. Upon the occurrence of State-Specific Finality in a Settling State, each
Participating Manufacturer will withdraw in writing any and all requests for information, administrative applications, and
_proceedings brought Or caused to be brought by such Participating Manufacturer pursuant to such Settling State's freedom of
information law relating to the subject matter of the lawsuits identified in Exhibit D.
(w) ~ - The following -proviSions shaH apply if a -Participating Manufacturer bolh enters Bankruptcy and
at any time thereafter is not time1y performing its foiancial obligations as required under this Agreement:
(1) In the event that both a munber of Settling States ~qual to at leasr 75% of the total number of Settling
States and Settling States having aggregate Allocable Srull'es equal to at least. 75% of the total aggregate Allocable Shares
assigned to aUSettling States deem (by writt~n ,notice lo the Partidpating_Manufacturers other than t® bankrupr Participating
Manufacturer) that the financial ob1igatiOJlS of this ·Agreement have been terminated and rendered null and void as to such
bankrupt Participating Mariufacturer (except, as provided in subsection (A) below) due to a material breach by such
Participating _Manuf~cturer, whcreupQn, with respect to al] Settling States:
(A) all agreements, all concessions, all reductions of Releasing Patties' Claims, and all releases
and covenant:S not to:sue.- contained in this Agreement shaU he null 8nd void as to such Pruticipatillg Manufacturer. Provided,
however, that (i) aff:reductions of Releasing Parties' Claims, and all releases and covenants not to sue, contained in this
Agreement shall remain in fill] ·force and effect as to all persons or entities (orher than the bankrupt Participating
Manufacturer itself or ahy pcrs~n or entity_that, as a result of the Bankruptcy, obtains domestic tobacco assets of such

(!) Sections VI, VII, IX, X, XI, Xll, Xlll, XIV, XVI, XVlll(b), (c), (d) , (e), (f), (g), (h), (o), (p), (r), (s),
(u), (w), (z), (bb), (dd), and Exhibits A, B, and E hereof ("Nonseverable Provisions") are not severable, excepl to the extent
that. severance Of :section Vl. is permined by Settling States pursuant to subsection Vl(i) hereof. The remaining terms of this
Agreement are severable, as set forth herein.
(2) If a court materially modifies, renders unenforceable, or finds lo be unlawful any of the Nonscverablc
Provisions, the NMGexecutive commiltee shall select a tean:i of Attorneys General (the ''Negotiating Teani") to attempt to
negotiate an equivalent or comparable substitute term or other appropriate credit or adjustment (a "Substitute Term") with the
Orjginal Pankipating Manufacturers. In the event that the court referred Ln in lhe preceding sentence is located in a Settling
State, the Negotiating .Team ,shall include the Attorney General of such Settling State". The Original Participating
ManuJa,cturers shall h.ave no obligation to agree tu any Substitute Term; If any Original Participating Manufacturer does not
agree to a _Substiwte Term, this Agreement shall be tenninated ·m all .Settling States affected by the-court's ruling. The
Ncgoti~ling Tt:.am shall submit any proposed Substitute Term negotialed by 1he Negotiating Team and agreed to by all of the
OriginaJ Participating Manufacturers to the Attorneys General of all of the affected Seuling States for their approval. If any
affected settling State d-◊es -not approve the proposed Substitute Term, · this Agreement. in such Settling State shall be
terminated.
(3) If a cOun tll3.terially modifies, renders unenforceable, ot finds to be unlawful any term of this
Agreement other than a Non·s eve~ble Provision:
(A) The remaining tenns of this Agreement shall 1emain;in fu]l force and effect.
(8) . Each Settliiig State ~hose rights or obligations under this Agreement are affected by the
court's decision in question (the "Affected Settling State'') and the Participating Manufacturers agree to 11egotiate in good
taith a Substilute_- Term. Any agreement Otl a' Substitute Term reached between the Participating Manufacturers and the
Affected Settlirig -State shall 'not modify o_r amend the terms of this Agreemenr with rega:rd to any other Settling Slate.
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continue to be treated as a Subsequent Participating Manufaciurcr and Participating M~ufacturer for all other p ~ s
under such subsection).
(C) Revision of this Agreement pursuant to subsection XVIIl(b)(2). shall not be requirod ·by
virtue of any resolution on ·an involuntary basis in the Bankruptcy of Claims against the bankrupt Participating
Manufacturer.
(x) Notice of Ma1ecial Transfers. Each _Participating Manufacturer sbaJI provide notice .t o each Settling State at least
20 days before consummating a saJe, transfer of title or other disposition, in one transaction or series of related transactions,
·of assets having a fair market value equal to live perc_ent or more (de1ermioed in accordance with Ynited Slates generally
accepted accountiilg principles) of the consolidated assets of such Participating Manufacturer.
(y) Entire AwemeQL This Agreement (together _with any agreements e,:prcssly contemplated hereby and any other
contemporaneous written agreements) embodies the entire· agreemenl and understanding between and among the Settling
States and the Panicipating Manufacturers relating to the subject matter hereof and supersedes (I) all prior agreements and
understandings relating to -such subject matter, whether written or oral, and (2) all purponedlr contemporaneous oral
agreements and understandings relating to such subject matter.
(z) Business 'Qays. Any obligation hereunder that, under the terms of this Agreement, is 10 be performed on a day
thal is not a Business Day shall be perfonned on the first Business Day thereafter.
(aa) Subsequent Sig"natories. _With respect _tQ a Tobacco Product Manufacturer that signs this Agreement after the
MSA Executio n Date, the _timing of obligatiOns under this Agrecinent (other· tban payment obligations, which shall be
governed by subsection 'Il(iJ)) shall be negotialed to provide for the institution of such obligations OD a schedule not more
faVorable ro such subsequent signatory rban rllat applicabJe to the Original Participating Manufacturers.

Participating Manufacturer (unless such person or entity is itself a Participating Manufacturer)) who (but for the first
senccnce of this subsection (A)) would otherwise be Released Parties by virtue of their I'elationship with the bankrupt
Participating Manufacturer, and (ii) in · the event a Settling State asserts any Released Claim against a bankrupt
Participating Manufacturer after the termination · of this Agreement with respect to such Participating Manufacturer as
described in this subsection (1) and receives a judgment, senlemeru or distribution arising from such Released Claim, then
the amount of any payments such Settling State has previously received from such Participating Manufacturer under this
Agreement shall be applied against the amo·u nt ·of any such judgment, settJeCDent or distribution (provided that: in no event
shall such Settling State be required to refund any paynients previously received from such Participating Manufacuuer
pursuant to this Agreement);
·
·
(B) the Settling S_tatcs shall hav~ the right to assen any and all claims against such Participating
Manufacturer in the Baokruptcy or otherwise without regard to any limits otherwise provided in this Agreement (!iubject to
any and al) defenses against such claims);

(C) the Settling States may exercise all rights provided under the federal Bankruptcy Code (or
other applicable bllllkruptcy law) wi1h respect to their Claims against such Participating Manufacturer, inc1uding the right to
initiate and complete police and.regulatory actions against such Participating Manufacturer pursuant to the exceptions to the
automatic stay set fonh in-section 362(b) of-the -Bankruptcy Code (provided, however, that such Participating Manufacturer
may contest whether the Settling State's action constinues a police and regulatory action): and
(DJ to the extent that .any Settling State is pursuing a po1ice anci regulatory action against such
Pan.icipating Manufacturer as·described in-subsection (l)(C), such Participating Manufac_u.1.rer shall not request or support a
request that the Bankruptcy court utilize the· authority provided under section 105 of the .-~ankruptcy Code to impose a
discretionary stay on the Settling Statt.!'s ac·tion. The Participating Manufacturers further agree that they will not request,
seek or support relief from the terms of this Agreement in aity proceeding before any coun of law (including the federal
bankruptcy couns) or an administrative agency or through legislatiVe actiori, including (without limitation) by way of joinder
in or consent to or acquiescence in any such pleading or instrument filed by another.

(bb) Decimal Places. Any figure or percenlage referred ·10 in this Agreement shall be carried to seven decimal

places.
(cc) Regulatory Au.lhOritY- Nothing in se<..ti.on m of this Agreement is intended to affect the legislative or
regulatory authority of any local or State govemmern.
(dd) Successors. 1n the event that a Participating Manufacturer ceases selling a brand of Tobacco Products in the
States that such ParticiI)3ting Manufacturer o.wned in the States prior to July 1, 1998, and an Affiliale of such Participating
Manufacturer thereafter and aft.er the MSA Execution Date intentionally sells such brand in the States", such Affiliate shall be
considered to ·be the succ.essor of such Participating Manufat.1urer with respect to such brand Performance by any such
successor of the obligations under-this Agreement with respect 10 the sales or such brand shall be subject to court-ordered
. specific performance.
(ee) Export Packaging. Each Participating Manufacturer shall place a visible indication on each pack of (:igarettes
it manufactures for sale outside of the fifty United States and the District of Columbja that distinguishes such pack from
packs of Cigarettes it manufactures for sale in the fifty United States and the Di strict of Columbia·.

(2) Whether or not the Settling States exercise the option .set forth in subsection (I) (and whether or not
such option, if exercised, is valid and enfo~eable):

(A) In the event thal the bankrupt Panicipating Manufacturer is an Original Participating
Manufacturer. such Participating Manufacturer shall continue to be treated as an Original Participating Manufacturer for all
purposes under this Agreement except (i) such Panicipating Manufacturer shall · be treated as a Non-Participating
Manufacturer (and not as an Original Participating Manufacturer or Participating Manufacturer) for all pwposes with respect
to subsections JX(d)(l), lX(d)(2) and IX(d)(3) (including, but not limited to, that the Market Share of such Panicipating
Manuf:K."turer shall not be included in Base Aggregate Participating Manufacturer Market· Share or Actual Aggregate
Participating Manufacturer Market Share, and that such Participating Manufacturer"s volume shall no1 be included for any
purpose under subsection IX(d)(l)(D)); (ii) such Participating Manufacturer's Markel Share shall nol be included as that of a
Participating Manufacturer for the purpose of detenni.ning whether the trigger percentage specified in subsection IX(e) has
been achieved (provided that su~h Participating Manufacturer shall be treated as an Original Participating Manufacturer for
all other purposes with respect to such ·subsection); (iii) for purposes of subsection (B)(iii) of Exhibit E. such Participating
Manufacturer shall continue to be treated as an Original Participating Manufacturer, but' its operating income shall be
recalculated by the lndependent Auditor ·to reflect what such .income would have been ·had such Participating Manufacturer
made the Payments ll)at would have been due Under this Agreement but for the Bankruptcy; (iv) for purposes of subsection
XVIll(c). such Pan.icipating Manufacturer Sb.all not be trealed as an Original Panicipating Manufacturer or as a Panicipating
Manufacturer to the e,ttent that after entry into Bankruptcy it becomes the acquiror or_rransfeiee of Cigarette brands, Brand
Names, Cigarette product fonnulas .or Cigarette · businesses or any Pruticipating Mil.flufacturer (provided that such
Participating Manufacturer shall Continue to be ueated as ·an Original ParticiJ)8ting 'Manufacturer and Participating
Manufacturer for all other purposes under such subsection); and (v) as 10 any action that by the express terms of this
Agreement requires the unanimous agreement of all Original Panicipating Manufacturers.
(~)

(ff) Action~ Within Geographic 'Boundaries Of Seuling States. To· the extenr that any provisiun of this Agreemem
expressly proh.ibjrs, restricts. or requires any action to be taken ''within" any Settling Slate or the Settling States, the.relevant
prohibition, restriction.,· or requirement. applies within the geographic. boundaries of the applicable Settling State or Settling
States, including, bul not limited 10, Indian country or Indian trust land-within such geographic bouodaries.
(gg) Notice ·to Affiliates·. Each Participating Manufacturer shall give notice of this Agreement to each of its
Affiliates.
IN WITNESS WHEREOF, each Settling State and each -Participating Manufacturer, through 1heir fully
authorized representatives, bave agreed to this Agreement.

[Signatures Intentionally Omiue<I]

In the event thal the bankrupt Participating Manufacturer is a Subsequenl Pan.icipating

Manufacturer, such Participati.Jlg Manufacturer shall continue to be treated as a Subsequent Participating Manufacturer for all
purposes under this Agreement excepl (i) such Participating Manufacturer shall be treated as a Non-Panicipating
Manufacturer (and not as a Subsequent Pan.icipating Manufacturer or Panicipating Manufacturer) for all purposes with
respect to subsections IX(d)(l). (d)(2) and (d)(4) (including. but not limited lo. !hat lhe Markel Share of such Pan;cipating
Manufacturer shall Dot be included in Base Aggregate . Participating Manufacturer Market Share or Actual Aggregate
Pan.icipatiog Manufactw-er Market Share, and that such Participating Manufacturer's volume shall not be included for any
purpose under subsection lX(d)(l)(D)); (ii) such Participating Manufacmrer's Mw:ket Share sbal1 not be included as lh.at of a
Participating Manufacturer for the purpose of determining whether the trigger percen1age specified in subsection IX(e) has
been achieved (provided that such Participating Manufacturer shall he treated as a Subsequent Participating Manufacturer for
all other purposes with respect to such subsection); and (iii) for purposes of. subsection XVIll(c), such Panici()ating
Manufacturer shall not be treated as a Subsequent Panicipating ManufactUJ"er or as a Panicipating Manufacturer to the extent
that after entry into Bankruptcy it becomes the a:cquiror or transferee of Cigarette brands , Brand Names, Cigarette product
formulas or Ugarette businesses of any Participating Manufacturer (provided that s1,1ch Panicipating Manufacturer shall
39
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. EXHIBITB

EXHIBIT A

STA TE ALLOCATION PERCENTAGES
State

Percent.II°"'

Alabama
Alo,k,
Arii.ona

1.6161308%
0.3414187%
1.4738845%
0.8280661%
12.7639554%

Arlu,n""
- California

c-

l.3703614%

Connecticut

1~56Sl73%
0.3954695%
0.6071183%
0.0000000%

DeJaWare
D.C.
Aorida
Gcor@ia

2.4)44575%

Hawaii
Idaho
Dlinois

0.6018650%
0.3632632%

of their respective Settling States), the undersigned Participating Manufacturers and _ _ _ _ _ _ _ as escrow ageru
(the "Escrow Agent"').
WITNESSETH:
WHEREAS, the &mJ.mg States and lhc Panicipating Manufacturers ·have entered inlo a settlement agreement
entitled the •;Master Settlement Agreement.. (the "Agreement"); and
WHEREAS, the Agreemeru requires lhe Settling States and lhc Participating Manufacturers to enter into this
Escrow Agreement.
·
NOW, THEREFORE, lhe patties hereto agree as follows:
SECTION 1.

Appointment of Escrow Agem.

4.M42472%
2.0398033%
0.8696670%

The Settling Swes and the Participating Manufacturers hereby appoint _ _ _ _ _ _ _ _ to serve as
Escrow Agent under tltis Agreement on the terms.and conditions set forth herein, and lhe Escrow Agent., by its execution
hereof, hereby accepts such appoinunen1 _and agrees to perfonn the duties and obligations of the Escrow Agent se1 forth
herein. . The Settling States and .the Participating Manufacrurers agree that the Escrow Agent appointed under the renns of
this Escrow Agreement shall be the Escrow Agent as defined in, and for all purposes of, the Agreement.

0.8336712%
1.7611586%
2.2553531%
0.7693505%
2.2604570%
4.0389790%
4.3519476%

(a)
Capita1ized terms used in lhis Escrow Agreement and not otherwise defined herein shall have the meaning
given to such t ~ in the Agreement.
(b}
"Esc_row Court" means the coun of die State of New York to which the Agreement is presented for
approval, or such other C:oun as agreed to by the Original Participating Manufacturers and a .majority of those Attorneys
General who are both the Attorney General of a Settling State and a member of the NAAG executive committee at the time in

MiMesota
Mississippi

0.0100000%

question.

Missouri
Montana
Nebmka
Nevada
Ne\i.>HamDShire
New.Jersey

22746011 %
0.424759 1%

Indiana

Iowa
Kao...
Kentuek'I

·.

FORM OF ESCROW AGREEMENT
This EscroW Agreement is entered into as of - - - - -~ 1998 by the undersigned State officials (on behalr

Louisian.t
Maine
land
Massachusetts
Michi1tan

SECTION 2.

O.OCOOOOO%

SECTION 3.

0.5949833%
0.6099351%

(b)

3.8669963%
0.5963897%
12.76203 10%
2.3322850%
0.3660138%
S.037S09R%
1.0361370%
1.1476582%
5.7468588%
0.7189054%
1.1163519%

North Dakota
Ohio
OJdalKmw

Ore20fl
Penns lvania
Rhode Island
South Carolina
South Dakota

0.3489458%

Tennessee

2.4408945%

Texas
Utob
Vmoont
Virrinia
Wa.sbiu~IOO
West Virginia

0.0000000%

American _Samoa

Puerto Rico

0.0!52170%
0.0084376%
0.0219371%
0.0173593%
1. 1112774%

Tow

t00.0000000%

N. Mariana Jsld
Guam
U.S. Vircinisld.

The Escrow Agent shall.allocate the Escrow among the foUowing separate: accounts (each an '"Account"

and collectively the "Accounts"):
SUBSECTION VJ(B) ACCOUNT
SUBSECTION V)(C) ACCOUNT (FntsT)
SUBSECTION Vl(C) ACCOUNT(SUBSEQUENT)
SUBSECTION Vfil(B) ACCOUNT
SUBSECTION Vlll(C) ACCOUNT
SUBSECTION IX(B) ACCOUNT (PIRST)
SUBSECTION IX(B) ACCOUNT(SUBSEQUENT)
SUBSECTION IX(C)(I) ACCOUNT
SUBSECTIONIX(C)(2) ACCOUNT
SUBSECTION IX(E) ACCOUNT

0.4448869%
0.411185 1%
2.0447451%
2.0532582%
0.8864604%
2.0720390%
0.2483449%

Wisconsin
Wvnmino:

Escrow and Accounls.

(a)
All funds received by the Escrow Agen1 pursuant 10 the tenns of the Agreement sbaJI be held and disbursed
in accordance with the terms of this Bscrow Agreement Such funds and any earnings thereon shall constitute the "Escrow"
and shall be held by the Escrow Agent separate and apan from all other fund s and accounts of the Escrow Agent., the Senling
States and the Participating Manufacturers.

0.6659340%

NewMexko
NewYO<k
North Carolina

Definitions.

DlSPUIR> PAYMENTS ACCOUNT
STATE·SPECIFIC.ACCOUNTS WITH RESPECT TO EACH SETILJNG STATE 1N WHICH
STATE-SPECIFIC FlNALIJY OCCURS.

(c) All amounts credited to an Accoum shall be retained in such Account until disbursed therefrom in accordance
with· the ()(Ovisions ·or this_ Escrow Agreement pursuant to (i) written instnJctions from the .Independent Auditor; or
an, of the Ori_ginal Participating Manufacturers; all of the Subsequent
Pan,i~ipating MamUactwers "that contributed to such amounts in such Accoum: and all of the Settling St.ates (collectively, lhe
"Escrow Panies"). In the evenl of a conflict, insltllctions pursuant to clause (ii) shall govern over instructioos pursuant to
clause(i).
(ii) written instructions from all of the foUo"'."ing:

{d) On ~ flrst Business _Day after the date any payment is due under the Agreement, the Escrow Agent shall
deliver to each ·other Notice Pany a wri1ten 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
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be shared according to their_pro rata Market Shares), petition the Escrow Court for the appointment of a successor Escrow
Agent.

credited, and the payment instructions received by. the Escrow Agent from the Independent Auditor with respect to such

payment.

SECTION 10. Escrow Agent Fers cmd Expenses.

(e) The Escrow Agent shall comply ·with all payment instructions received from the Independent Auditor unless
before ll:00 3.m {New York City time) on the scheduled date of paymeQt it receiv~ wriUen inst.ructions lo the contrary
from all of the Escrow Panies. in which event it shall comply with such instructions.
(t) On the first Business Day after disbursing any funds from an Account, the EscrOw Agent shall deliver lo each
other Notice Party a written statement showing the amount .disbursed. the date of such disbursement and the payee of the
disbursed funds.
SECTlON 4.
Failure of Escrow Agent to Rece.ive./nstructions.

The Participating Manufacturers shall pay to the Escrow Agent its fees as set forth in Appendix A hereto as

amended from time to time by agreement of the Original Participating Manufacturers and the Escrow Agent. The
Participating .MfiJlUfacturen, shall. pay to the Escrow Agent its reasonable fees and expenses, including all reasonable
expenses, charges•. counsel fees, and other disbursements incurred by it or by its attorneys, agenlS and employees in the
performance of.i~. duties and obligations under Ibis Escrow Agreement. Such fees and expenses shall be shared by the
Participating Manufacb,uers according to their pro rata Market Shares.

SECTION 11 . Notices.

In tht.'! ev1;:nt that the Escrow Agent fails to receive any written instructions contemplated by this Escrow Agreement,
the Escrow Agent shall be fully- protected in refraining from taking any action required under any section of this Escrow
Agreement other than Section 5 until such written instructions arc received by the Escrow Agent.
SECTION 5.

("")
I

~

All notices, written instructions or other- communications to any part)' or other person hereunder shall be given in the

same manner as. shall be given to the same person as; anrJ shall be effective at the same time as provided in subsection
XVID(k) of the Agreement.
SECTION 12. Seto.ff; Reimbursement.
Tbe Escrow Agent acknowledges that it shall not be entitled to set off against any funds in, or payable from, any

lnvestme11t of Funds by EscfOw Agent.

The Escrow Agellt shall invest and rejnvest all amoull!s frum rime tu time credited to the Accounts in either (i)
direct obligations of, or obligations the pritlcipal and itlrerest on which are unconditionally guaranteed by, the United States
of America; (ii) repurchase agreements fully collateralized by securities described in clause (i) above; (iii) m0ney market
accounts maturing within 30 days of the acquisilion thereof and issued by a bank or trusr company organized under the lav;'S
of the United States of America or of any of the 50 States thereof (a "United States Bank") and having combined capital,
surplus and undistributed profits in excess of $500,000,000; or (iv) demand deposits with any United States Bank having
combined capital, surplus and undistributed profits in excess of $500,000,000. To the ex.tent practicable, monies credited to
any Account shaU he invested in such a manner so as to be avaiJable for use at the times when monies are expected to be
disbursed by the Escrow Agent and charged to such AccounL Obligations purchased as an investment of monie~ credileu to
any Acrount shall be deemed at all times to be a pan of such Account and the income or interest earned, profir.s realized or
losses suffered with respect to such investmems (including, without limitation, any penalty for any Jiquidation of an
investment required to fund a disbursement to be charged to such Account), shall be credited or charged, as the case may be,
to, s11ch Account and shall be for the benefit of, or be bome by, the person or entity entitled to payment from such Acoount.
Jn choosing among the investment options: desi;,Tibed in clauses (i) through (iv) above, the Escrow Agent shall comply with
any instructions received from time to time from an of the Escrow Parties. In the absence of such instructions, the Escrow
Agent shall invest such sums in accordance with clause (i) above. With respect to any amounts credited lo a State-Specific
Account, the Escrow Agent shall invest and reinvest all amounts credited to such Account in accordance with the law of the
applicabJe Settling State to the e.1:tent such law is ioconsistem with this Section,.

Account to satisfy any liability of any Participating Manufacturer. Each Participating Manufacturer that pays more than its
pro rara Market Share of any payment that is made by the Participating Manufacturers to the Escrow Agent pursuant to
Section 8, 9 or 10 hereof shall be entitled to reimbursement of such excess from the other Participating Manufacturers
according to their pro rata Market Shares of such excess.
SE.CflON 13. lnlerided Beneficiaries; Successors.
No persons or entities other than the Settling States. the Participating Manufacturers and the Escrow Agent are
intended beneficiaries of this Escrow Agreement, and only the ScttUng States, the Participating Manufacturers and lhe
Escrow Agent shal1 be entitled to enforce the terms of this Escrow Agreement. Pursuant to the Agreement, the Settling States
have designated NAAG and the Foundation as recipients of certain payments; for all purposes of tlus Escrow Agreement, the
Settling States shaJI be the beneficiaries of such payments eniitled to enforce payment thereof. The provisions of this Escrow
Agreement shall be binding upon and inure to the benefit of the parties hereto and, in the case of the Escrow Agent and
Participating Manufacturers, their respective successors.· Each reference herein to the Escrow Agent or to a Participating
Manufacturer shall be construed is a reference to its successor, where applicable.
SECTION 14. Governillg law.

This Escrow Agreement shall be construed in accordance with and governed by 1he Jaws of the State in which the
Escrow Court is located, without regard to the conflicts of law rules of such state.

SECTION 6.
Substitute Fonn W-9; Qualified Settlement Fund.
Each signatory to this Escrow Agreemenl shall provide the Escrow Agent with a correct taxpayer identification
number on a substitute Form W-9 or if it does not .have such a number, a statement evidencing its status as an entity exempt
from back-up witbhokling, within 30 days of the date hereof (and, if it supplies a Form W-9, indicate thereon that it is not
subject to hackup wilhholding) . . The escrow established pursuant to t.hls Escrow Agreement is intended to be treated as a
Qualified Settlement Fund for federal tax purposes pursuant to Treas. Reg. § l.468B -I. The Escrow Agent shall comply wilh
all applicable tax filing, payroent and reporting requirements, including, without limitation, those imposed under Treas. Reg.
§ l.468B, and if requested to do so shall join in 1he making of the relation-back election under such regulation.
SECTION 7.
Duties and Liabilities of Escrow Agent.

SECI1ON 15. Jurisdiction and Venue.
The parties hereto irrevocably and unconditionally submit to the continuing exclusivl! jurisdiction 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 AgreemeJit, and the parties hereto agi-ee not to commence any such suit, action or proceeding
except in the Escrow Court. The parties hereto hereby irrevocably and unconditionally waive any objection to the laying of
venue of any such suit, action or proceeding in the Escrow Court and hereby further irrevocably waive and agree not to pleat!
or claim in the Escrow Court that any such suit, action ot pmceetling has been brought in an inconvenient forum.
SECTION 16. Amendme.ms.
This Escrow .Agreement may be .amended only by writlen instrument executed by all of the parties hereto that would
be affected by the amendment. The waiver of any rights conferred hereunder shall be effective on1y if made in a written
instrument executed by the waiving party. The waiver by any party of any breach of this Agreement shall not be deemed to
be or consuucd as a waiver of any other breach, whether prior, subsequent or contemporaneous, of this Escrow Agreement,
nor shall such waiver be deemed to be or construed as a waiver by any other party.

The Escrow Agent shall have no duty or obliga:ti0n hereunder other than to take such specific actions as are required
of it from time to time under the · provisions of this Escrow Agreement. and it· shall incur no liability hereunder or in
connection herewith for anything wha(soever other than any liability resulting from its own gross negligence or willful
misconduct. The Escrow Agent shall not be bound in any way by any agreemerit or contnu.:I. betw~n rhe Participating
Manufacturers and the Settling States (whether or riot the Escrow Agent has knowledge thereof} other than this Escrow
Agreement, and the only duties and responsibilities of Lhe Escrow Agent shall be the duties and obligations specifically set
forth in this Escrow Agreement.

SEC.:.7TION 8.

SECTlON 1.7. Counterparts.
This Agreement may be signed in any number of counterparts, each of which shall be an original, with the same
effecc as if the signatures thereto and hereto were upon the same instrument Delivery by facsimile of a signed counterpart
shall be deemed deliv_ery for pwposes . of acknowledging acceptance hereof: however, an original executed Escrow
t\greement must promptly thereafter be delivered 10 each party.

Indemnification of Escrow Agent.

Toe Participating Manufacturers shall indemnify, hold harm1ess and defend the Escrow Agent from and against any
and all losses, claims, liabilities and reasonabJe expenses,-inc1uding the reasonable fees of its counseJ, which it may suffer or
incur in co~tion with the perfomrnoce of its duties and obligations under this Escrow Agreem.em, except for those losses,
claims, liabilities and expenses. resulting solely and directly from hs own gross negHgence or willful rnisconducr.

SECTTON 9.

SECTION 18. Captions.
The captions herein an: included for convenience of reference only and shall be ignored in the construction and
interpretation he~eof.
SECTION 19 . .ConditJons to Ejfee,tivfr1~ss.
This ·E scrow Agreement shall become effective when each party hereto shall have signed a counterpart hereof. The
parties hereto agree to u.,;;e their best efforts to_ seek. an order of the · Escrow Court approving, and re raining continuing
jurisdiction over, the Escrow Agreement as soon as possible, and .agree that such order shall rcJatc back to, and be deemed
effective as of, the date Ibis Escrow Agrccmcnt became effective.

Resig'1ation. of Escrow Agent.

'llie Escrow A_gent rna'y resign at any Lime by giving written notice thereof to the other parties ·hereto, but such
resignation shall ·not become effective until a successor Escrow Agent, selected by I.he Original Participating Manufacturers
and the Settling Stares, Shall have been appointed and shalJ have accepted such appointment JII _wtiring. If an instrument of
acceptance by a successor Escrow Agent shall not have bcert delivered to the resigning Escrow Agent within 90 days after the
giving of such np.tice of resignation, the resigning Escrow Agent may, at the expense of the Participating Manufacturers (to
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SECTION 20. Address-fo.r Payments.
Whenever funds ·are
th'e lenlls_of this Escrow _A gree~nt required to be di sbursed co a Senling State, a
Participating Manufacturer, NAAG or the Fouodation.-tbe Escrow Agent shaU disburse such funds by wire transfer to the
accouot specified by such payee by wriiten notice delivered to all Notice Parties in acc()rdance with Section 11 hereof at least
five BusinesS Days prior to the d8te of payment. Whenever funds are under the 1erms of this Esc'row Agreemenl required to
be disbursed ·ro any_ other person or enti1y, the 'Escrow Agen1 shall disburse sUCh funds to such acooun1 as shall have been
specified in 'V(iting by the Independent Auditor for Such pa~nt at least five Business Days prior to lhe date of payment.
SECTION 21. Reporting.
The Escrow Agent shall provide su'ch information and reporting With ' respect to · the -escrow as the Independenc
Auditor:may from time to ti.me request.
lN -WITNESS WHEREOF. the parties _have Cucutcd this Escrow Agreement as of µte day and year first
bereinabove written.
[Signature Blocks]

Appendix A

wider

Schedule or Fees And E,cnensm
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EXHIBITC

Ll5I OF LAWSUITS

FORMULA FOR CALCULATING

INFLATION ADJUSTMENTS

(1)

l.

Blaylock el al v. American Tobacco Co. et al.,

Any amounl thal, in any given year, is to be adjusted for inflation pursuant to mis Exhibit (the

Circuit Court, Montgomery County, No. CV-96-1508-PR

"Base Amount") sha11 be adjusted upward by adcting to such Base Amount the Inflation Adjustment
(2)

The Inflation Adjustment shall be calculated by multiplying the Base Amount by the ln:flation

2.

~
State of Alaska v. Philip Morris, Inc. , et al , Superior Court, First Judicial District of Juneau, No. IJU-97915 Cl
{Alaska)

3.

~
Siate of Ariwna v. Amer;can Tobacco Co., Inc.,

4.

~

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

s.

~
People of the State of California et al. v. Philip Morris, Inc. , et al_, Superior Coun, Sacramento County. No. 97-AS-30301

6.

Colorado
State of Colorado et al., v. R.J. Reynolds Tobacco Co., etal.• District Court, City and County of Denver, No.
97CV3432 (Colo.)

7.

~
State of Connecticut v. Philip Morris, et al., Superior Coun, Judicial District of Waterbury No. X02 CV960l48414S (Conn.)

8.

Georgia
State of Georgia et al. v. Philip Morris, Inc. , er al., Superior Court, Fulton County 1 No. CA E~1692 (Ga.)

«consumer Price Index" means the Consumer Price Index for All Urban Consumers as published

by the Bureau of Labor Statistics oflhe U.S. Depanmenr of Labor (or other similar measures agreed to by the Settling States

and the Participating Manufacturers).
(6)

The "'CPI%'' means the actual tota.1 percent change in the Consumer 'Price Index during the

calendar year immediately preceding the year in which the payment in question is due.
(7)
Additjona] Examples.
(A)
Calculating the Inflation Adjustment Percentages:
Percentage to be applied on
the lollation Adjustment
Percentage for the prior year
Hypothetical
(i.e., the greater of3% orlhe
CPI%
CPI%)
Payment Year

9.

Hawaii
State of Hawaii v. Brown & Williamson Tobacco Corp., et al.. Circuit Coun, First Circuit, No. 97-0441 -01 (Haw.)
Idaho
State of Idaho v. Philip Morris, Inc.. et al, Fourth Judicial District,·Ada County, No. CVOC 9703239D (Idaho)

Inflation Adjustment
Percentage

2000

2.4%

3.0%

3.0000000%

2001

2.1%

3.0%

6.0900000%

2002

3.5%

3.5%

9.8031500%

2003

3.5%

3.5%

13.6462603%

2004

4 .0%

4.0%

18. 1921107%

2005

2.2%

3.0%

21.7378740%

2006

1.6%

3.0%

25.3900102%

(B)

e, al., Superior Coun, Maricopa County, No. CV-96-14769 (Ariz.)

State of Arkansas v. Th e American Tobacco Co., Inc., et al, Chaoccry Court, 6'h Division, Pulaski County, No. U
97-2982 (Ark.)

(4)
The Inflation Adjustment Percentage applicable to payments.due in any year after 2000 shall be
calculated by applying each year the greater of 3% or the CPl% on the Inflation Adjustment Percentage applicable to
payments due in the prior year. Continuing the example in subsection (3) above, if the CPI% with respect to a payment dvc
in 2001 is 6 %, then the lnflation Adjustment Percentage applicable in 2001 would be 9.1800000% (an ad<lilional 6% applied
on the 3% Inflation Adjustment Percentage applicable in 2000), and if the CPI% with respect to a payment due in 2002 is
4%, then the lnflation Adjustment Percentage applicable in 2002 would be 13.5472000% (an additional 4% applied on the
9.180Cl000% Inflation Adjustment Percentage applicable in 2001).

(5)

t.lilwlli

ll.

Ulinois
People of the State of Illinois v. Philip Morris et at.", Circuit Court of Cook County, No. 96-Ll3146 (IU.)

12.

l.umina

13.

l2l'li

State of Indiana v. Philip Morris, Inc;, et al., Marion Coumy Superior Court, No. 49D 07-9702-CT-000236 (lnd.)

State of Iowa v. R.J. Reynolds Tobacco Company et al., Iowa District Court, Fifth Judicial District, Polk County, No.
CL71048 (Iowa)
14.

&nill

Staie of Kansas v. R.J. Reynolds Tobacco Company, et al., District COurt of Shawnee County, Division 2, No. 96CV-919 (Kan.)

15.

LoniSi Ema

16.

Mllill!l

Applying 1he Inflation Adjustment:

leyoub v. The American Tobacco Company, et al. , 14th Judicial District Court, Calcasieu Parish, No. 96-1209 (La.)

Using the hypothetical Inflation Adjustment Percemages set fonh in section (7)(A):
the subsection IX(c)(l) base payment amount for 2002 of $6,500,000,000 as

Stale of Maine v. Philip Morris, Inc., et al., Superior Coun, Kennebec County, No. CV 97-134 (Mc..)

adjusted for inflation would equal $7, 137,204,750 ;

17.

Maryland
Maryland v. Philip Mo"is Incorporated, et al., Baltimore Gty. Circuit Court.,' No. 96-1220l 7-CL211487 (Md.)

adjusted for inflation wOuJd equal $9,455,368,856;

18.

· the subsection IX(c)( J) base payment amount for 2006 of $8,000,000,000 .-is
adjusted for inflation would equal ,$10.031,200,816.

Massachusetts
Commonwealtho/Mnssnchuse.us v. Philip Morris Inc., et .al., Middlesex Superior Court, No. 95-7378 (Mass.)

19.

Midw!!

the subsection:IX(c)(l) base payment amount for 2004 of $8,000,000.000 as

Kelley v. Philip Morris Incorporated, et al., Ingham County Circuit Coun, 30th Judicial Circuit, No. 96-84281-CZ
(Mich.)

20.

~

State of Mfasouri v. America11 Tobacco Co., Inc. et al., Circuit Court. City of St 'Louis, No. 972-1465 (Mo.)
21.

~

Stale of Montana v. Philip Mo"is, Inc., et al., First Judicial Court, Lewis and Clark County, No. CDV 9700306-14
(Mont.)

22.

Nebraska
State of Nebraska v. R.J. Reynolds Toba cco Co., et al., District Court, Lancaster County. No. 573277 (Neb.)
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23.

EXHIBIT I!

Nevada
Nevadtl V. PhilipMorris, lncorporaled. ec al., Second Judicial Coun. Washoe County, No. CV97-03279 (Nev.)

24.

FORMUU FOR CALCUL!',TING
VOLUME ADJUSTMENTS
AJiy amount that by the terms of the Master Settlement Agreement is 10 be adjusted pursuant to this Exhibit E (the
"Applicable Base Paymenl") shall be adjlisled in the following manner:
(A)
In the event the aggregate number of Cigarettes shipped in or to the fifty United States, the District of
Columbia, .ind Puerto Rico by the Original Participating Manufacturers in the AppliC:able Year (as defined hereinbelow) (the
"Actual Volume") is greater than 475,656,000,000 Cigarettes (the '"Base Volume"), the Applicable Base Payment·shall be
multiplied by the ratio of the Actual Volume to the Base Volume.
In the evenrthe Actual'Volume is less than the Base Volume,
(B)

New Hampshire

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

25.

~

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

26.

27.

~
Stare of New Mexico, v. The American Tobacco Co., ettll., First Judicial District Court. County of Santa Fe, No. SF·
1235 c (N.M.)

i.
The Applicable Base Payment shall be .reduced by s.ubuacting from it the amount equal to such
Applicable Base Payment multiplie1Jboth by 0.98 and by the rcsull of (i) l(one) minus (ii) the ratio of the Actual Volume to
the Base Volume.

New York State
State of New York et.al v. Philip Morris, Inc .• et ol.. Supreme Cowt of the -State of New York, County of New York,
No. 400361/97. (N.Y.)

28.

Ql!ill

29.

~

ii.
Solely fOr pwposes of calcula1ing volume adjustments to the payments required under subsection
IX(c)(l ), if a reduction of the Base Payment due under such subsection results from the application of subparagraph (B)(i) of
this Exhibit E, but the Original Participating Manufacturers' aggregale operating income from sa)es of Cigareues for lhe
Applicable Year in the fifty Uni1ed States, the District of Columbia, and Puerto Rico (the ''Ac1uaJ Operating Income'") is
grea,cr than.$7,195.,340,000 (the "Base Operating Income") (such Base ~ -rating Income being adjusted upward .in
accordance with the fonuula for inflation adjusunents set forth in Exhibit C hereto beginning December 31 , 1996 to be
applied for each year after 1996) then the amount by which such Base Payment is ,educed by the application of subsection
(B)(i) shall be reduced (but not below zero) by the amounl calculated by multiplying (i) a percentage equa1 to the aggregate
Allocable-Shares of the Settling States in which S1a1e-Specific Finatity has occurred by (ii) 2.5% of such.increase in such
operoting income. For purposes of this Exhibil E. "operating income from sales of Cigarettes" sh.all mean operating income
from sales of Cigarettes in the fifty United States, the District of Columbi~ and Puerto Rico: (a) before goodwill
amortization, Lrn'deinai'k amortiz.ation, restructuring charges and restrucri.ui.ng related charges. miJlodty interes1, net interest
expense. non~operating income and expense, general corporate expenses and income taxes: and (b) cxc1ucling extraordinary
items, cumulative cffecl of changes in method of accounti~g and discontinued operations -- all as such income is reported to
the Uniled Slates Securities and Exchange Commission ("SEC'") for lhe Applicable Year (eilher independently by the
Participating Manufacturer or as part of consolidated financial statements reported to the SEC by an Affiliate of such
Participating Manufact~r) or, in the case of an Original Panicipating Manufacrufer that does not report income to the SEC,
as reponed in financial statements prepared in accordance with U.S. generally accepted accounting principles and audiled by
a nationally recognized accounting firm. For years subsequent to 1998, the detennination of the Original Panicipating
Manufacturers' aggregate Operating income from sales of Cigarettes shall nol exclude any charges or expenses incurred or
accrued in connection with this Agreement or any prior settlement of a tobacco and health case and shall otherwise be
derived using the ·same principles as were Cmpioyed in deriviog such Original Participating Manufacturers' aggrcga1e
operating income from sales of Cigarettes in 1996.
iii.
Any increase in a Base Payment pursuanl to subsection (B)(il) above shall be allocated among the
Original Panicipating Manufacturer·s in the following manner:
(1) only to those Original Participating Manufacturers whose operating income from
sales of Cigarettes 'in the fifty United States, the District of Coh1mhia and Puerto Rico for the year for _which the Base
Payment is .being adjusted is grealer than l~ir respective operating income from such sales of Cigareues (including operating
income from such sales of any of their Affiliates that do not continue,to have such sales after the MSA Execution Date) in
1996 (as increased for inflation as provided in Exhibit C hereto beginning December 31. 1996 to be applied foreacb year
after I 996): and
,
(2) among the Original Participating Manufacturers described in paragraph (1) above in
proponion to the ratio oF (x) I.be increase i:O the operating income from sales of Cigarettes (as described in paragraph (1)) of
the Ociginal Participating Manufacturer in question, to (y) the aggregate increa~ in the operating income from sales of
Cigarettes (as descri~ in paragraph ( 1)) oflhose Original Participating Man!,lfacturers described in paragraph (1) above.
(C)
."Applicable Year" means the calendar year immediately preceding the year in which the payment at issue
is due, rcgardJess of when such payment is made.
(D)
For pwposes of this Exhibit. shipments shall be measu,red as provided in subsection II(mm).

Srate of Ohio v. Philip Morris, Inc., eta/., Coun of Common Pleas, Frank.Jin Coumy, No. 97CVH055114 (Ohio)

Srate of Oklahoma, et al. V. R.l. Reynold£ Toba.cco Compariy, et al., District Cowt. Cleve1aod County, No. CJ-%~
1499-L (Okla.)

30.

~

State of Oreg0n v. The American Tobacco Co.• et al., Circuil Coun, Multnomah County, No. 9706-04457 (Or.)

31.

32.

(j
I

ts

~
Commo11We0Jth of P,m11sylvania v. Philip Morris, Inc., et al., Cowt of Common Pleas, Philadelphia County, April
Tenn 1997, No. 2443
Pueno Rico
Kosse/lo, et Q/. v. Brown & Willklmso11 Tobacco Corporation, er al. , U.S. District Court. Puerto Rico, No. 97-

1910JAF
33.

~

State of Rhode Island I' . American Tobacco Co., el al., Rhode lsJand Superior Court, Providence, No. 97-3058 (RJ.)
34.

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

35.

South Dakota
S1a1e of South Dclkora, et a_l. v. Philip Morris, Inc.• et al., Circuit Court. Hughes County, Six1h Judicial Circuit, No.

36.

!.lli!!l

98-65 (S.D.)

Slilte ·o f Utah v. R.J. Reynolds Tobacco Company, et al.• U.S. District Court, Central Division. No. 96 CV 0829W
(Utah)

37.

38.

39.
40.

~

.

$rate of Vemw'nt v. Philip Moi-ris; Inc., et al., Chittenden Superior Cowt, Chittenden County, No. _744-97 (Vt.) and
5816-98 (VL)
-~
Staie of-Washington v. American ·Tobal:co Co. Inc., et al.; Superior.Court of Wasbing1on. King County, No. 96-2.
150560SSEA (Wash.)
West Virginia
·McGraw. et-a/. v. The Ainen·can Tobacco Company, etal.• Kanawb_a County Circ_uit Court: No. 94-1707 (W. Va,)
Wisconsin
.
Siate of Wisconsin v. Philip MOm·s Inc., et al., Circuit Coun, Branch 1 r. DaneCoUnty. No. 97-CV-328 (Wis.)
Additional Sqites
For each Seeding State no1 listed above; the.la'wsuit or other )egaJ'action fik.d by the Attorney·Genera) or Govemot
Qf such Settling ·State against Participating Manufacturers in the Couri in such Settling State pri.Or 10 '30 days after
Jhe MSA Execution Dale asserting Rf:Jeased Claims.
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EXHIBITF

EXHIBITG

POTENTIAL LEGISLATION NOT TO BE OPPOSED
I.
2.

3.
4.

5.
6.
1.

8.

OBLIGATIONS OF mE TOBACCO INSTITUTE

UNDER THE MASTER SETTLEMENT AGREEMENT
(a) Upon court approval of a plan of Wssolution The Tobacco Instilute ("'Tl") will:

Limitations on Youth access to vending machines.
Inclusion of cigars within the definition of tobacco products.
Enhancement of enforcement effon s to identify and prosecute \liolations of laws prohibiting retail sales to Yot1th.
Encouraging or supporting use of technology to
effectiveness of age-of-purchase laws, such as. without
limitation, the use of_programmable scanners, scanners to read drivers• Licenses, or use of other Etge/lD data banks.
Limitations on promotional programs for non-tobacco goods using tobac.co products as prizes or give-aways.
· Enforcement of access restrictions through penalties·on Youth for possession or use.
Limitations on tobacco product advenising in or on school facilities. ru wearing of tobacco logo merchandjse in or
on school property'.
Limitations on non--tobacco products which arc designed to look like tobacco products, such as bubble gum cigars,

(I) ~ - Prompcly notify and arrange for the rcnnination of rhe employment of alJ employees;
provided, however, that TI may continue to engage any employee who is (A) essential to the wind-down function as set forth
in section (g) herein; (B) reasonably needed for lhe sole purpose of directing and supporting Tl 's defense of ongoing
litigation; or (C) reasonably needed for the sole purpose of performing lhe Tobacco lnstilute Testing Laboratory's (the
'1'ITL") industry-wide cigarette testing pursuant 10 the Federal Trade Commission (the "FrC'') method or any other tes1ing
prescribed by state or federal law as set forth in section (h) herein.

increase

(2) Emolovee Benefits. Fund all employee benefit and pension programs; provided. however, that unless
ERISA or other federal or state law prohibits it, such funding will be accomplished through periodic contributions by the
Original Participating Manufacturers. according to their Relative Market Shares, into a trust or a like mechanism. which trust
or like mechanism will be established within 90 days of court approval of the plan of dissolution. An opinion letter will be
appended to the dissolution plan to certify that the trust plan is not inconsis1ent with ERJSA or employee benefit pension
contracts.
(3) ~ - Terminate all leaseholds at the earliest possible date pursuant to the leases;provided, however,
that Tl may relain or lease anew such space (or lease other space) as needcxl for its wind-down activities, for TITL testing as
described herein, and for subsequent litigation .defense activities. Immediately upon execution of this Agreement, TI will
provide notice 10 each of its Jand lords of its <ksire to tenninale its lease wilh such landlord, and will request that the landlord
take all steps to re-lease the premises at the earliest possible date consistent with Tl's perfonnance of its obligations
hereunder. TI will vacate such leasehold premises as soon as they are re-lCased or on the last day of wind-down, whichever
OCCUIS first.
(b) ~ . Within 60 days after court approval of a plan of dissolution; TI will provide to the Attorney
General of New York and append to the dissolution plan a descriplion of all of ils assels, its debts, tax claim'i against it,
claims of state and federal govemmenls against it, creditor claims against it, pending litigation in which ii is a party and
notices of claims again.st it.

candy cigarettes, Ctc.

(c) ~ . Subject to the privacy pto1cctions provided by New York Public OfficeI's Law§§ 91.:.99, TI will
provide a copy of or otherwise make available to 1he State of New York all documems in its possession, excluding those that
continues to daim to be subjecr to any auomcy.-diem privilege, auomey work product protection, common ioterest,1oinc
defense privilege or any other applicable privilege _(collectively, "privilege") after the re-examinalion of privilege claims
pursuant to coun order in State of Oklahoma v. R.J. Revnolds Tobacco Comnanv el al. CJ~96-2499-L (Dist. Ct.• O cveland
County) (lhe ''Oklahoma action"):

(')
I
N

n

00

(l)_TI will deliver lo the Auomey General of the State of New York a copy of the privilege log served by it
in the Oklahoma action. Upon a written request by the Attorney General. TI will deliver an updated version of its privilege
log, if any such updated version exists.
•
(2) 'The disclosure of any document or documents claimed to be privileged will be governed by section IV
of thi s Agreement
(3) AI the conclusion of the document production and privilege logging process, Tl wiU provide a sworn
affidavit that all documents in its possession have been made available lo the Attorney Gem:raJ of New York except for
documents c1aimcd to be privileged, and that any privilege logs that already exist have been made available lo I.be Attorney

Geoeral.

(d) Remaining Assets. On mutual agreement bc1ween Tl and the Attorney General of New York. a 001-for*profit
hea1th or child welfare organization will be named as the beneficiary of any Tl assets that remain after lawful transfers of
assets and satisfaction of TI' s employee benefit obligatio ns and any other debts, liabili1ies or claims.
(e} Defense of Litigation- Pursuant to Section 1006 of lhe New Yon< Not-for-Profit Corporations Law, TI will .have
the right to continue fo defend its litigation intcresls with respect to any claims against it that are pending or threatened now
or that are brought or threatened in the future. TI will retain sole discretion over all litigation decisions, including, without
limitation, decisions with respect to asserting-any privileges or defenses, having privileged communications and creating
privileged documents, filing pleadings. responding to discovery requests, making motions, filing affidavits and briefs.
conducting party and non-party discovery, retaining expert witnesses and consultan1s. preparing for and defending i1sclf at
trial, settling any claims asserted against it, intervening or otherwise participating in litigation to protect · interests that it
deems significant to its defense, and otherwise directing or conducting its defense. Pursuant to existing joint defense
agreements_ TI may continue 10 assist its current or former incmbers in defense of any litigation brought or threatened against
them. TI also may enter inro any new joint defense agrccmem·or agreemcnrs that it deems significaa< to its defense of
pending or threatened claims, Tl may continue 10 engage such employees as reasonably needed for the sole purpose of
direc1ing and supporting its defense of ongoing litigation. As soon as TI has no litigatio n pending against it, il will dissolve
complelely and will cease all functions consistent with the requirements of law.
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(I) No public swement- Except as necessary in lbe course of litiga.Lion defense as set forth in section (e) above.
upon court approval of a plan of dissolution, neither TI nor any of its employees or agents actiag in their official capacity
on behalf of TJ wiU issue any statements, press releases, or other public statement concerning Lolmcco.
(g) ~ - After court approval of a plan of dissolution, Tl will effectuate wind-down of all activities (other
than its defense of litigation as described in section (e) above) expeditiously, and in no event later than 180 days after the date
of coun approval of the plan of dissolution. TI wil1 provide monlhly stalllS repons to the Attorney General of New York
regarding the progress of wind--down efforts and work remaining to be done with respect to such efforts.
(h) IITJ., Notwilhstanding any olher provision of Ibis Exhibi1 G or lhe dissolution plan, TI may pert'onn TITL
induscry-wide cigarette testing pursuant to the FTC roethod or any other testing prescribed by state or federal law until such
f-unction is uansferred to another cntit)', which transfer will be accomplished as soon as practicable but in no event more than
180 days after coun approval of the dissolution plan.
(i) ~
- After the fiJing of a Certificate of Dissolution. pursuant to Set.1:ion 1004 of the New York Not-forProfit Corporation Law, the Supreme Court for the State of New York will have coorinuing jurisdiction over the dissolution
of TI and the windiog--down of Tl's activities, including any litigation-related activities described in subsection (e) herein.
(j} No Determination or Admission. The dissolution of Tl and any proceedings taken hereunder are not intended to
be and sball not in any event be coosuued as, deemed to be. or represented or caused 10 be represented by any Settling State
as, an admission or concession or evidence of any liability or any wrongdoing whatsoever on the part of TI, any of its c-urrent
or fonner members or anyone acting on their behalf. Tl specificaUy disclaims and denies any .liabilily or wrongdoing
whatsoever with respect lo the claims and a11egations assened against it by the Attorneys General of the Settling States.
(k) Coun Approval ·The Artomey General of the State of New York and the Original Participating Manufaccurers
will prepare a joint plan of dissolution for submission to the Supreme Court of the State of New York. a:11 of the tenm_ of
which:-will be:agreed.on and consented to by the Attorney General and·the Original Participating Manufacturers consistent
with lhi,; sche.dule., The Original Participating Manufacturers and thCir empl0yees', as •officers and directors of TI, will lake
whatever steps arc necessary to execute all doc_umcnts needed to develop such a plan of dissolution and 10 submit it to the
court for approval. If any court makes any material change to any tenn or provision of the plan of dissolution agreed upon
and coosenLed .to by the Attorney General and the Original Participating Manufacturers, then:
(I) the Original Participating Manufacturers may. at •meir election. nevertheless proceed with : the
dissolulion plan as modifiect:by the court; or
·
(2) if the Original Participating Manufacturers elect not to proceed with the court-modified dissolution
plan, d1e Original Participating Manufacture.rs will be released from any obligations or undertakings undenhis Agreement or
this schedule with respect to TI; provided, however, that the Ori.ginaJ Participating Manufacturers will engage in good faith
oegotiations with the New York Attomey General to agree upon the term or tenns of lbe dissolution plan that the coun may
have modified in an effort to 8gree up6n ·a dissolution p1ao that may be resubmitted for the court's consideration.

UllllllIJ!

DOCUMENT PRODUCTION
Section 1.

(a) Philip Morris Comwmies Inc ei al, v.
760CL94X00816-00 (Cir. Cl., Ci1y of Richmond)

American Bmadcastin:a Companies Inc·_et al _,At Law ~o~
··

··

·

·

Lorillard Tobacco Co. -No. 93-947 (S.D.N.Y .)
(c) · LoriUardTobacco Co v. uariev-Davidson No. 93.(,()98 (ED. Wis.)
(b) Harley-David@n v.

(d) B¥?Wll &_\'{j1liamson ·\/. iacobsoO and CBS l,nc •No. ·s2~64g (N.D. Ill.)
(e) The FTC investigations of tobacco ~d~stry advcnising and pro~tion as embodied in the following cites:
46FrC7Q6.,
48 FTC82
46FfC735
47 Fl'C 1393
108 F. Supp. 573
55 FTC354
.56PfC96
79 FrC255
80 PfC455
Investigation #8023069
Investigation #8323222

Each Original Participating Manufactw-er and Tobacco-Related Organization will conduct its own reasonable
inquiry lo determine what docu~nts or deposltio~ testimony. if any, it produced or pro_vided in the above-listed matters.

Section 2.
King)

·

·

(a) State of Washington v. ~can TW?fco _
Co e~al ~ No. ~6-:2·1.~056,~ SEA 0"ash. Super. c1., Counry of

.re

(b) In M_ike Moore :¥wmcy_Genei:,I _ex rel State Of Missiuiool Tohacco J irigation No. 94-1429 (Chancery
Ct.. Jackson, Miss.)
:· ·
· · -·
,
'
(c) S~ oFfl0rida·v. AmeriC8Q _TobaCL;o Co et a] ..NQ. CL 95-1466 AH (fla. cir. Ct., 1slh Judicial Cir., Palm

BeachCo.)

(d)

·

·

·

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

(e) ~ v. Philip Morris c1 aL No. C•94-l!565 (Mimi. DisL CL, Counly of Ramsey)
(f) l!!2in v. R.J. Reynolds, No. 91-49738 CA (22i (fllh Judicial C1., Dade Coun1y, Florida)
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EXHIBIT I

WIWll
TQBACCOENFORCEMENTFUNQPROTQCQL

INDEX AND SEARCH FEATURES FOR DOCUMENT WEBSITE
{a) Each Origina] Participating Manufacturer and Tobacco•Related Organization will create and maintain on its
website, at its expense, ~ enhanced, searchable index.- as described below, using Alta-Vista or functionally comparable
software. for all of the documents currently on its website and all documents being placed on its webslte pursuant to section
IV of this Agreement.

'The States· Antitrust/Consumer Protection Tobacco Enforcement Fund ("Fund" ) is established by the
Attorneys General of the Settling St11tes, acting through NAAG, pursuant to section VIII(c) of the Agreement The following
shall be the primary and mandatory protocol for the administration of the Fund.

Section A

(b) The searchable indices of documents on _these websites wiJl include:

Fund Purpose

( 1) all of the information contained in the 4(b) indices produced co the State Attorneys General (excluding
fields specific only to the Minnesota action ocher than "request number");

~

The monies to be paid pursuant to section VIll(c) of the Agreement shall be placed by NAAG in a new and separate
iruerest bearing account, denominated the States' Antitrust/ Consumer Protection Tobacco F.nforcement Fund, which shall
not then or thereafter be commingled with any qther funds or accounts . . However, nothing herein shall prevent deposits into
the account so long as monies so deposited are then lawfully committed for the purpose of the Fund as set fo11h herein.

(2) the foJJowing additional fields of information (or their · substantial equivaleilt) .to the extent such
information already exists in an electronic format that can be incorporated into such an index:

Master ID
Document Date
Other Type
Person Noted

Documeilt ID
Other Number
Primary'fype
Person Attending

Person Author
Person Copied

Person Recipient

Organization Author

Organiz.atioo Recipient

Organization Copied

Organization Mentioned
Organization Noted

The purpose of the Fund is: (l) to enforce and implement the terms of the Agreement, in panicuJar, by partial
payment · of the monetary costs of the Independent Auditor as contemplated by the Agreement; and (2) to provide monetary
assistance tO the various states' attorneys general: (A) to investigate and/or litigate suspected violations of the Agreement
and/or Consent [)ecree; (B) to investigate and/or litigate suspected violations of state and/or federal antitrust or consumer
protection · laws with_.respect to the lll,anuf~twc. use. marketing and sa)es of_tobacco products~ arxl (C) to enforce the
Qualifying Statute (''Qualifying Actions"). The Special Committee shall entertain requests only from Settling States for
disbursement fro(!l the fund assO:Ciated with a Qualifying Acfron (..Grant Application").

File Name
Area
Old Brand

Site
Verl>atimTitlc
I

~

Physical Attaclunent 2

Characteristics

UJ

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

Person Mentioned

Organization Attending
Physical Attachment 1

n

~

Primary Brand
PageCowtt

Mentioned Brand

.
.
SediooB
Administration Standards Relative to Grant Applications

0

~
The Special Committee shall not entertain any Grant Application to pay salaries or ordinary. ~pen,ses of regular
·
employees of any Anomey General's oftice.

(c) ,Each Original Participating Manufacturer and Tobacco-Related Organization wi ll add. if not already available. a
u~·friendly -~ocument _retrieval feature on the We~site ·consisting of a "view aU pages" function with enhanced iinage
viewer 9apability that will enable users .to chOQse to Vlew and/or print either "all pages" for a specific d~ument or "page.by.
page".

~
The affirmative vote of two or more of the members of the Specia1 Committee shall be required to approve any
Grant Application:

(d) Each Original Participating Man;ufacCUJ'er and Tobacco--ReJated Organizations will pl"Ovide lit its own expense to
NAAG a copy set in electronic form of its Websire document images and its accompanying subsection JV(b) it1dex in ASCildelimited form for au of the documents currently oTI its website and all of the documents described in subsection IV(d) of this
Agreement. The Original Participating Manufacturers and Tobacco:-Relaled Organh·..ations ·wiJl not obj ect to _any subsequent

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

distribution and/or reproduction of these copy sets.

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

Section S
When a Grant Application to the Fund is made by an Auomey General who is then a member of the Special
Committee, such member will be temporarily replaced on the Committee, but -only for the detennination of such Grant
Application. The remaining ~mbers of the S~ial Committee shall designate an Attorney Genentl to replace the Attorney
General so disqualified, in ord-er to cooSider the application.

~
The Fund shall be maintained in a federally insured depository i~titution located in Washington, D.C. Funds may
be invested in federal government-backed vehicles. The Fund shall be regularly reported on NAAG financiaJ statements and
subject to annual audit.
~
Withdrawals from an4 checks drawn on the fuod· will r~u.ire at least tw9 o f ~ authorized signatures. The three
persons so ·authorized shall be the executive diq,ctor, lhedeputy director, and controller ofNAAG.
~
The Special Committee· shall meet in person or telephonically as necessary to determine whether a grant is sought
for assistance with a Qualifying Action and whether and to what -extent -the Gt'allt Application is accepted. The chair of the
1-1
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Special Committee shaH desjgnate the times for sucb meetings, so that a response is made to the Grant Application as
expeditiously as practicable.

(F) A statement that the applicant Att_omey(s) GenCral wiU, to the ex.tent permitted by law, pay back to
the Fund all, or as much as is possible, of the monies received, upon receipt of any monetary recovery obtained in the
contemplated/pending litigation 6r settlement of the action.
o pan of the grant monies will be used to pay the sal~es or ordinary expenses of
(G) · A ceri_itication that n_
311Y regular einployee of the office of the applicant(s) aud thal the grant wiU be used solely to pay for the stated purpose.
unting will be provided ro NAAG of all monies received by the applicant(s)
(1-1) A certifi~on that an acco_
.
by no later than the 30th of June next following any receipt of such monies.
Section 4
All Grant Applicll.tions shall be submitted to the NAAG office at lhe following address: National Association of
Attorneys General, 750 1st Street, NE, Suite 1100, Washington D.C. 20002.

~

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

~

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

ThC Spe.cial Committee will endeavor to act upon all complete and properly submitted Grant Applications within 30
days of receipt of said applications.
Section D

Other Dbbu.--nts from the Fund
section 1

~

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

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

Section E
Adntinistradn Costs

~
The Special Committee shall be the sole and final arbiter of all Grant Applicatiohs and of the amount awarded for

~

NAAG shall iyceive from the fund on July 1, 1999 and on July I of each year thereafter an administrative fee of
$100,000 for its _administrative costs in performing its duties under the Protocol and this Agreement. The NAAG executive
committee may ad.Just the amount of the adniin.istrative fee in' extraordinary circumstances.

each such application, if any.
~

The Special Committee shall eodeavor to maintain the Fund for as Jong a term as is consistent with the purpose of
the Fund. The Special Comminee will limit lhe total amount of grants made to a single state to no more than $500,000.00.
Toe Special Committee will not award a single grant in excess of $200,000.00, unless the grant involves Dl(}re than one state,
in which case. a single grant so made may_not total more than $300,000.00. The Special Committee may. in its discretion
and by unanimous vote, decide to waive these limitations if it determines that special circumstances exist. Such decision,
however, shall Dot be effective un1ess ratified by a two-thirds majority vote of the NAAG executive committee.
Section C
Grant Application Procedures
~

This Protocol shall be transmitted to the Attorneys Genera) within 90 days after the MSA Execution Date. It may
not be amended unless by recommendation of the NAAG executive committee and majority vote of the Sett1ing States.
NAAG will notify the Settling States of any amendments promptly and will transmit yearly to the attorneys genera] a
sUttement of the Fund ba1ance and a summary of deposits to and withdrawals from the,? fund in the previous calendar or fiscal
year.
~

Grant Applications must be in writing and must be signed by the Attorney Geoeral submitting the applicatiorL
~

Grant Applications must include the following:
(A) A 'description ofU1C contemplated/pending action. including the scope of the alleged violation and the
area (state/regionaJ/multi-state) likely to be affected by the suspecled offending conduct.
{B) A statemerit whCther· the action is activ_ely and currently pursued by any other- Attorney General or
"· ··
other prosecuting authority..
(C) A description Of the purposes for which the lllonies sought will be used.
The amount requested.
(E) A directive as to bow disb:ursements from the Fund should be made, e.g., either directly to a supplier of
sel'Vices (consultants, expens, .witne~_ses, and the like), to the Attorney General's office directJy, or in the case of multi-state
action, to one or more Attorneys ~n_eral:s offices ~9si~ated as _a ,recipi,c-?,t of the II_lO_oies.
(D)
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EXHIBITL

MODEi, CONSENTDECREE

MARKET CAPJ:J:ALIZATION PERCENTAGES
Philip M<mis Incorporated
Brown & .Williamson Tobacco Corporation
Lorillard Tobacco Company

68.0000000%
17.9000000%
7.3000000%

RJ. Reynolds Tobacco Company
To1a(

IN THE [XXXXXX] COURT OF THE STATE OF [XXXXXXJ
IN AND FOR THE COUNTY OF [XXXXXJ
CAUSE NO. XXXXXX

~%

STATE OF [XXXXXXXXXXXJ,
Plaintiff,

~

CONSENT DECREE AND ANAL JUDGMENT

[XXXXXX XXXXX XXXX] , et al. ,

Defendants.

WHEREAS. Plaintiff. the State of [name of Settling State). commenced this action on [date]~ [by and through its
Altomey General [name]], pursuant to {her/his/its] common law powers and the provisions of (state and/or federal law];
WHEREAS, the State of [name of Settling State] asserted various claims for monetary, equitable and injunctive

relief on behalf of the State _o f [name of Settling State] againsl cenain tobacco prOOuct manufacturers and other defendants;
WHEREAS , Defeadants have contested the claims in the Stme's complaint [and amended complaints, if any] and
denied the State's allegations [and asserted affirmative defenses];
WHEREAS. th.e parties desire to resolve this action in a manner which appropriarely addresses the State's public
hea1th concerns, while conserving the parties' resources, as well as_ those of the CoW1, which would otherwise be expended in
litigating a mauer of this tnagni1ude~and
WHEREAS, lhe Coun has made no determination of any violalion of law, th.is Coosent Decree arid 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, ADJUDGEl) AND DECREED, AS FOLWWS:
I. JURISDICTION AND VENUE
Th.is Coun has jurisdiction over the subject matter of this action and over each of the Participating Manufacru.rers.

Venue is propt!r in this [county/district].
IL DEFINITIONS
The definitiriils set fonh in the Agr~ment (a copy of which is attaehed hereto) are inco_rponucd herein by reference.

m.

APPLICABILITY

This Consent Decree and· .Final Judgment applies onJy to the Panicipating Manufacturers in their corpora1e
capacity acting through their.respective si.JCcessors and assigns, directorn, ·officers, empJoyees, agents, subsidiaries, clivisions,
or 01her internal organizational units of any ki nd or any Other eritities acting in concert or participation with them; The
fCmcd!1eS, penaJties and sai;ictions that may be imposed or asses~OO in connection with a viol~on of this Consent Decree and
Final Judgment (or any brdet issued in connection herewith) shall only apply to the Participating Manufacrurers, and shall not
be imposed or ussessed against uny ·e mplOyee, officer or direcior Of any Participating Manufacturer, or against any other
person. or entiLy as a consequence of such violation, ahd there shall be no jurisdiction under this Consent Decree and.Final
Judg~nt to do so.
k

B. This Con~ent Decree and Final Judg~nt is not intended to and does not vest standing in any third party with
respect to the terms hereof. No portion _o f this Consent Decree and Final Judgmem shaJI provide any rights to, or be
enforceable by, any person or entity .other than the St.ate of [name of Settling S~te] or a Rele~sed Pany. The State of [name
of Seuling State} may not assign or Olherwise convey any right to enforce any provision of this Consent Decree and Final
Judgment.

IV. VOLUNTARY ACT OF THE PARTIES
The parties hereto express_ly ac;knowledge and agree that this Consent Decree and Final Judgment is _volumarily
entered into as the result of ann's-length negotiation, and all pan.ies hereto were represented by counsel. in deciding to enter
into th.is Consent Decree and Final Jtidgment.
·

V. INJUNCTIVE AND OTHER EQUITABLE RELIEF
Each Panicipating Manufacturer is pennanently enjoined from:
K•l
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sentence shall be deemed to {l) require any Participating Manufacturer m produce, distrihute or otherwise disclose any
information thal is subject to any privilege or protectinn; (2) preclude any Participating Manufacturer from entering -into
any joint defense or joint legal interesl agreement or arrangement (whether or not in writing), or from asserting any
privilege pursuant thereto; or (3) impese any affirmative obligation on any Participating Manufacturer to concluct any
research.

A. Talcing any action, directly or indirectly, to targer Youth within the State of [name of Settling State) in the
advertising, promotion or marketing of Tobacco Products. or t.aJcing any action the primary purpose of which is to initiate,
maintain or increase the incidence of Youth smoking within the State uf [name of Settling StateJ.
B. After 180 days after the MSA Execution Date, using or causing to be used within the State of [name of Settling
State] any Cartoon in the advertising, promoting, packaging or labeling of Tobacco Products.
C. After 30 days after the MSA Execution Date, making or causing to he made any payment or other consideration
to any other person or entity to use, display, make reference to or use as a prop within the State of {name of Settling State}
any Tobacco Product, Tobacco Product package, adveniseroent for a Tobacco Product, or any other iteIJl bearing a Brand
Name io aoy Media; provided, however, that the foregoing prohibition shal] not apply to (l) Media where the audience or
viewers are within an Adult•Only Facility (provided such Media are not visibl~ to persons outside such Adult-Only Facility);
(2) Media not intended for distribution or display to the public; (3) instructiona] 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 ID(c)(2)(A) and
III(c)(2)(B)(i) of the Agreement, and use of a Brand Name to identify a Brand Name Spo_nsorship permitted by subsection

1 Making ·any material misrepresentation of fact regarding the health consequences of using any Tobacco Product,
including any tobacco ad<litives, filters, paper or other ingredients. Provided, however, that nothing in the preceding sentence
sha1l 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 PROVlSIONS
A. Jurisdiction of this case is retained by the Court for the purposes of implementirig and enforcing the Agret:menl
and this Consent Decree and Fina] Judgment and enabling the continuing prm::eedings contemplated herein. Whenever
possible, the State of (name of Settling State] and the Participating Manufacturers shall seek to resolve any issue that may
exist as to compliance with lhis Consent Decree and Final Judgment by discussion among the appropriate dcsignees named
pursuant lo subsection XVIIl(m) of the Agree ment. The State of [name of Settling State] and/or any Participating
Manufacturer may apply to the Coun 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(]) of this Consent Decree and finaJ Judgment, the Attorney General sha1l issue a cea.,;e and desist
demand to the Participating Manufacturer that tile Attorney Uenern.l believes is in violation of either of such sections at lcasl
ten Busii1ess Days before the Attorney General applies tn the Court for an order to enforce such subsections, unless the
Attorney General reasonably determines that either a compelling time•sensitive public health and safety concern requires
more immediate action or the Court has previously issued an Enforcement Order to the Participating Manufacturer in
question for Ule same or a substantially similar action or activity. For any claimed violation of this Con~nl Decree antl Final
Judgment; in determining whether to seek an order for monetary, civil contempt or criminal sanctions for any claimed
violation. the ·Attomey General shall give good~faith consideration to whether: (1) the Participating Manufacturer that is
claimed to have committed the violation has taken appropriate and reasonable steps to cause the claimed violation to be
cured, unless that party has been guilty of a pattern of violations of like nature; and (2) a legitimate, good~faith dispute exists
as to the meaning of the terms in question of this Consent Decree and Final Judgment. The Cowt in any case in ils discretio11
may determine not to enter an order for monetary, civil contempt or criminal sanction.-..

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 oi' direct mail), within the State of (name of
Sett.ling Statei, 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 tenninate any licensing ·agreement or
other comract h1 existence as of June 20, 1997 (this eiception ~hall nol apply beyood the current term of any existing
contract, without regard · to . any renewal or option teim that may be exercised by such Pankipa.ting Manufacturer); (2)
prohibit the distribution to any Partidpating Manufacturer's employee who is not Underage of any item dcscrib¢ above that
is intended for the personal use of such an employee; (3) require any Panicipating Manufacturer to retrieve, collect or
otherwise recover any item that prior Lo lhe 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 Adu1ts solely in coMCction with the purchase of Tobacco Products; (5) app]y to apparel or ulher merchandis:e ·used
within an AduJt-Only Facility that is not distributed (by sale or otherwise) co 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
pennitted pursuant to subsection ill(c)(2)(A) or ID(cX2)(B)(i) of the Agreement by the person to which the relevant
Participating Manufacturer has provided payment in. exchange for the use of the rele,,1ant Brand Name in the Brand Name
Sponsorship or a third•party that does not receive payment from the relevant Participating Manufacturer (or aJ.J)· 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 ill(c)(2XA) or
IIl(~)(2)(B)(i) of the· Agreement (dllfing such event) that are not distributed (by sale or .otherwise) to any member of the
general public.
E. _After the MSA _Execution Date, distributing or causing to OC distributed within the .Sr.ate of (name of Settling
State] any kee samples ofTobacco ·Products except in an Adult-Only Facility. For purposes of this Consent Decree and
Final Judgment, a ''free sample'' does not include a Tobacco Product _that is provided to an Adult in connection with (1) the
purchase, exchange or redemption. for proof of purchase of any Tobacco Products (including. but not limited to, a free offer in
connection with the purchase of Tobacco Products, such as a ..two-for-one" offer), or (2) the conducting of consumer testing
or evaluation of Tobacco Products with persons who certify that they are Adults,
F. Using or causing to be used as a brand name of any Tobacco Product pursuant to any agreelllent -reQuiring the
payment ·of money or other valuable consideration, any nati0nally recognized or nationa1ly 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 shal1 not apply to any Tobacco Product brand
name in existence as of Ju1y l, J998. For the purposes of this provision, the term ..other .valuable consideration" shall not
include an agreeme'nt between two entities who enter into such agreement for the sole purpose of avoiding infringement
claims.
G. After 60 days after the MSA Execution Date and through and including December 31, 2001, manufacturing or
causing to be ~ufactured for sale within the State_ of [name of Settling State] any pack or other container .of .Cigarettes
con.t aining fewer than 20 Qgarenes (or, in the case of roll-your•own tobacco. any package of roll-your•own tobacco
containing less than 0.60 ounces of tobacco); and, after· 150 days after the MSA Execution Dale and ·through .and including
December 31, 2001, selling .or distributing within the State of [name of Settling State] any·pack or other container-of
Cigarettes containing fewer than 20 Cigarettes (ot, in the case of rolJ·your~wn tobacco, any package of roll-your-Own
tobacco containing less than 0.60 ounces of tobacco).
. H. Entering i~to any cont]'.act, combination or conspiracy with any other Tobacco Product Manufucturer that ha.<; lhe
purpose or effect of: (1) Jimiting 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

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 (IJ any liability or any wrongdoing whatsoever on the part of any
Released Party or that any Released Party has engaged in any of the aclivities barred by this Consenl DeLTee 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 againsl it in thi s action, and has stipulated to the entry of this Consent Decree and Final
Judgment sole])' to avoid the funher expense, inconvenience. burden and risk of litigation.
C. Except as expressly provided otherwise in the AgreemenL, this Consent Decree and Final Judgment shall not be
modified (by this CourL. by any uther court or by any other means) unless the party seeking modification demonstrates, by
dear and cou.,,ineing evidence, that it will suffer irreparable harm from new and unforeseen conditions. Provided, however,
that the provisions of sections Ill, V, VJ and VII of this Consent Decree and Final Judgment shall in no event be subject to
modification. without the consent of the Stale of [name of Settling State] and all affecLed Participating Manufacturers. In the
event that any of the sections of this Consent Decree and Final Judgirent enumerated in the preceding sentence are modifie.d
by this Court, by any other coun ur by any other means without the consent of the State of [name of Settling State] and al]
affecLed Participating Manufacturers. then this Consent Decree and Final Judgment shall be void and of no further effect.
Changes in_the eco_nomic conditions of the parties shall not be grounds for modification. lt is jntendcd _that the Participating
Manufacturers . will c0mply with this Consent Decree and Final Judgiru:nt as uriginally entered. even if the Participating
Manufacturers' obligations hereunder are greater1han those imposed under cuaent or future law (unless compliance with this
Consent Decree -and Final Ju<lgmenl would violate such law). A change in Jaw that [eSU1ts, directly or indirectly, in more
favorable ur beneficial treatment_ of any One or more of the Panicipating Manufacturers shall not support modification of this
Consent.Decree and Final Judgmem
D. In any prQCeeding which results in a finding that a Panicipating Manufacturer violarcd this Consent Decree and
Ena! Judgment, th~ Pariicipat'mg Manufacturer or Participating Manufac1urers found to be in violation shall pay the State's
costs and attorneys_' _fees incurred by the State of (name of Settling State] in such proceeding.
E. The r~medies in this Consent Decree and Final Judgment arc cumulative and in addition to any other remedies
the State of [riarne of Settling Statej may have at law or equicy, induding 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 re1eased pursuant
to the Agreement, even tho_ugb that conduct m.ay also vi_o late this Consent Decree and Final Judgment. Nothing in this
Con.sent Decree and Final Judgment is intended to Create· any right for (name of Settling St.ate} to obtain any Cigarene
product fom1ula that it would not otherwise have under applicable law.

L-2

L-3

B-33

F. No party shall be considered the drafter of I.his Consent Decree and: Fina_l Judgment for the purpose of any
s~lute, ca~e law or rule of interpretation or construction that _wou_ld Or •might cause any provision to be construed -against
the drafter. Nothing in this _Consent Pecree and Final Judgment shall be construed as ;;ipproval"by the._State of [name of
Setliing StateJofthe Partidpating Manufacturers ' business organizations, opemtions, aces or practiCes, and lhe _Participating
Manufacturers shall make no represeotation to the contrary.

llXWl!II..M
LJSI QF PARTICIPATING MANUfACJVRERS' LAWSUITS
AGAffiSTTHESEJTLINGSTATES

G. The setllemeot ncgoti8.tions resulting in this Consent Decree and Final Judgment have been undertaken in good
fajth and for settle,m ent purposes only, aod no evidence of negotiations or discussions underlying lhis Consem Decree and
F,inaJ .Judgment shall be offered or received in.evidence in·any action or procecdi_ng for any purpose. Neither this Consent
Decree and FUUll Judgment nor any public discussions, public statements or public comments with respect to i:his Consent
Decree and Fmal Judgment by the State of (name of Settling S1ate] or any Participating Manufacturer or its agents shall be
offered or' received in evidence in any accion or proceeding for any ·purpose other than in an action or proceeq.ing arising
under or rcJatini to this Consent Decree and Final Judgment.

I.
Philjp Morris, Jnc, et al. v. Margery Bronster Attorney Genqal of_ the State of Hawaii In Her Official c:;aoacity.
Civ. No. 96-00722.HG, United States District Coun for the Disuict of Hawaii

2.

Philio Morris 1nc'. et al v. Bruce Botelho Attorney. General of the State of Alaslra

In

His Official Caoacfty. Civ.

No. A97-0003CV, Ullit.ed States District Court for the District of Alaska
3.
phifip Morris [nc. 'et al V Scou Harshbar2er Attorney General Of the ·Commonwealth of Massachusetts
Official fap&CitY. dV.No..95-12574-GAO, United Sta~s District Court for the District ofMassachuse!\S

H. All obligations_of the .Participa_
ling -Manufacturers pursuan1 to I.his Consent Decree and Final ·Judgment
(indu(iing, but not lim.iled to, nll payment obligations) are. and shall remain. several and not Joint.

4.

Philip Morris_'

Inc- - et al

v Richard

Blumenthal. Attorney General of the

State of

In

His

Connecticut In His Official

Capacity. Civ. NO. 396CV01221 (PCD). Unit.eel States District Court for the Discricr of Connecticut
5.
Philip' Morris et al v WiJlialil H Sorrell et pl., No. ~:98:-ev-132, United States District Court for the District c;,f

I. The provisions of this Consent Decree and Final Judgmem are applicable only rn actions taken (.or omined to be
taken) within the _States. Provided, hqwever, _that the preceding.sentence shall not be construed as extending the ·temtorial
scope of any provision of this Consent Decree and Final Judgmem wh_osc scope is otherwise limited by the terms thereof.

Vermont

·

-

J. Nochihg in subsection V(A) or V(l) of this Co□sc!}t Decree shaJl create a right to chaJlenge the cotitinuBtion, after
the MSA Execution Date, of any advenising content, claim or-slo&an (other than use of a Cartoon) that was not unlawful
prior to the MSA Execution Date.

K: If the Agreement terminates in thi s Stale for, any reason, then this Consent Decree and Final Judgment sha11 be
void and of no funhcr effect
VII. FINAL DISPOSITION
A. The Agreement, the selt)ement set forth therein, and the establishment of the escrow provided for therein are
hereby approved in .!J.ll respects, and all claims are hereby dismissed with prejudice as _provided therein.
B. The Court finds that the person( s] signing the Agreemenl have full and complete authority to enter into the
binding and fuJly effective senlc_ment of this actiOn as set forth in the Agreement TI1e Coun further finds rhat_entering into
this settlement is io $c best interests of the State of [nameQf Settling StateJ
LET JUDGMENT BE ENTERED ACCORDINGLY

DATED this _ _ day of _ _ __ _ , 1998.
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EXHIBITO

EXHIBITN

MODEL STATE FEE PAYMENT AGREEMENT

J,ITJGATING POLITICAL SUBDJYISJQNS

This STATE Fee Payment Agre(ment (I.he ..STATE fee Payment Agreement") is entered into as of _ _ _ ,
_. _
between and among the Original Participating Manufacturers and STATE Outside Counsel (as defined herein), to
provide for payment of attorneys' fees pursuant to Section XVU of the Master Settlement Agreemeot (the "Agreement").

I.
Cltv of New York et al v. The Tobacco Jnstitme Inc et al , Supreme Court of the St.ate of New York. Coonty of
New York, Index No. 406225/96
2.
Countv of Erie v. The Tobacco Institute Jnc. et al., Supreme Court of the State of New York, Counry of Erie, Jndcx

WITNESSETH'.
WHEREAS. the State of STATE and I.be Original Participating Manufaclurers have entered into the Ag,reem1mt lo
settle and resolve with finality all Released Claims against the Released Parties, including the Original Participating
Manufacturers. as set forth in the Agreement; and

No. I 1997/359

3.
4.

Cgunty of Los Angeles v. R.J Reynokfs TobaccO Co. et al,., San Diego Superior Coun, No. 707651
The People v Philip Morris Inc ct al. San Francisco Superior Court. No. 980864

5.

CciuntvofCook v Phrno Morris

[nc.

WHEREAS, Section XVII of the Agreement provides that the Original Participating Manufacturers sbaU pay
reasonable attorneys' fees to those private outside counsel identified in Exhibit S to the Agreement, pursuant to the terms
hereof,

et al, Circuit Court of Cook Counly, Ill, No. 97-L-4550

. NOW, THEREFORE, BE IT KNOWN THAT, in consideration of tile mutual agreement of tile State of STATE and
the Original Participating Manufacturers to the tenns of the Agreement and of I.he mutual agreement of STATE Outside
Counsel arid the Original Participating_Manufocturers co the terms of this STATE fee Payment Agreemem, and such other
consideration described herein, the Original Participating Manufacturers and STATE Outside Counsel. agree as follows:
SECllON l . Defmitio11s.

AJI definitions contained in the Agreement arc incorporated by reference herein. e'Jli.cepl as to terms specifically
defined herein.
(a) "Action" means !he lawsuit identified in Exhibit D, Mor N to the Agreement that has been brought by or against"
the State of STATE (or Litigating PoUtical Subdivision].
(b) "'Allocared Amount" means lhe amount of any Applicable Quarterly Payment allocated lo any Private Counsel
(including STATfl Outside Counsel) pursuant to section 17 hereof.

(c) "Allocable Liquidated Share" means, in lhe event that the sum of aH Payable Llqu.idated Fees of Private Counsel
as of any date specified in section 8 hereof e:,;:ceeds the Applicable Liqu.idation Amount for any payment described therein. a
percentage share of lhc Applicable Liquidation Amount equal to lhe proportion of (i) the amount of the Payable Li(j_uklated
Fee of STATE Outside Counsel to (ii) lhc sum of Payable Liqu.idated Fees.of aJI Private Couoscl.
(d) "Applicable Liquidation Amounl'' means, for purposes of lhe payments described in section 8 hereof (i) for the payment described in subsection (a) thereof, $125 million;

(ii) for the payment described in subsoction (b) thereof, the difference between (A) $250 million and (B)
the slim of all amounts paid in satisfaction of all Payable Liquidated Fees. of Oulside Counsel pursuant to subsection (a)
thereof;

(iii) for the payment described in subsection (c) thereof, the difference between (A) $250 million and (B)
the sum of all amoU:nts paid in satisfaction of all Payable Liquidated Fees of Outside Counsel pursuant to subsections (a) and
(b) thereof;

(iv) for the payment described io subsection (d) thereof, the difference between (A) $250 million and (B)
the sum of all amounts paid in satisfaction of aJI Payable LiqWdatcd Fees of Outside Counse] pursuant to subsections (a), (b)
and (c) thereof;
(v) for the payment described in subsection (e) thereof, the difference between (A) $250 million and (B)
the sum of all amounts paid in satisfaction of all P.dyable_Uquidated Fees of Outside Counsel pursuam to subsections (a), (b),
(c) and (d) thereof;
(vi) for each of the first._secondand third guanerly payments for any calendar year describedi.n subsection
(f) tllereof, $62.5 million; and
(vii) for each of the fouah caJendar guanerly. pay~ms for any calendar year descriood in subsection (t)
thereof, the difference between (A) $250 million and (B) the sum of all amounts pcaid in sa1.isfac1ion of all Payable Liquidated
Fees of Outside Counsel with respect to the preceding calendar quarters of the calendar year.
(e) "A1,plicalion" means a written appUcation fOr a Fee Award submitted 10 the Panel, as wclJ as all supporting
. materials (which may include video recordings of interviews).

(0 "Approved Cost Statemenr means both (i) a Cost Statement r.ha1 has been accepted by the Original Participating
Manufacturers; and (ii) in tile event that a Cost .S tatement subm.iued by STATE Outside Cooosei . is disputed. the
detemtill81ion by arbitration pursuant to Subsection (b) of section 19 hereof as to the amount of I.he reasonable costs and
expenses of STATE Outside Counsel.
(g) '·Cost Statement' means a signed and attested. sta_tetnent of reasonable costs and expenses of Outside Counsel
for any action identified on Exhibit O, M or N to· the Agreement thal has been broughl by or against a Settling Stat.e or
Litigating Political Subdivision.
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(y) "Tobacco Case" means any tobacco and heallh caSt: (other than a non-class action personal injury case
brought direct1y by or on behalf of a single natura1 person or the survi vor of such person or for wrongful death, or any nonclass action consolidation of-two or more such cases).
(z) ''IJ,rpaid Fee" means the unpaid _portion of a Fee Award.

(h) "Designated Representatii•e" means the person desigrutled in writing. by each person or entity identified in
Exhibit S to the Agreement [by lhe Anomey Geneml of the State· of STATE or as la1er cenified in writing by the
governmental prosecuting authority of lhe Litigating Political Subdivision]. to act as their ·agem in receiving payments
from the Original Parti.cipat..ing Manufacturers for lhe OOnefit of STATE Outside Counsel pursuant 10 sections 8. 16 and 19

hereof. as applicable.

SECTION 2. Agreement ro Pay Fees.
The Original Panidpating Manufac1urcrs wiJl pay reasonable aumneys' fees to ST/\TE Outside Coon.sel for their
reprcsenlation of the Stale of STAT E in connection with the Action. as provided herein and subject to the Code of
Professional Responsibility of·the American Bar Association. Nothing herein shall be constme<l to require ~ -Original
Participating Manuracturers to pay any attorneys· fees other than (i) a Liquidated Fee or a Fee Award and ( 11) a Cost
Statement. as provided herein~ nor shall anything herein req uire the Original Participating Manufacturers lo pay any
Liquidated Fee, Fee Award or Cost Statement in connection with any litigation other than the Action.

(i) "'Director'' means lhe Director of lhe Privaic Adjudication Center o r the Duke Uhlversity School of Law or such
other person or entity as may be chosen by agreement of the Originaf Participating Manufacturers and the Commiu.ee
described in the second sentence of paragraph (b)(ii) of section 11 hereof.
U) ··Eligible Cdunser· means Private Counsel eligible to be a1located a part or a Quancrly Fee Amount pursuant to
section 17 hereof.
(k) "Federal Legislmio,i'' means federal legislation that imposes an enforceable obligation on -Participating
Defe ndant s 10 pay auomeys' fees with respect to Private Counsel.
(1) "Fu Award'" means any award of anoroeys· fees by the Panel in connection with a Tobacco Case.

SECTION 3 . Exclusive Ob/igario11 of the Original Participaring Matrufacn,rers.
The provisions set forth herein constitute the entire obligation or the Original Participating Manufacturers with
respecl to payment of auomeys' fus of STATE Outside Counsel (jnc.luding costs and expenses) in connection with Lhe
Action and the exclusive means by which STATE Outside Counsel ur any othCr person. or entity may seek paymenl of fees
by the Original Participating Manufacturers or Related Persons in connection with the Action. The Original Participating
Manufacturers shall have no ob_liga:tion pursuant Lo Sec1ion XVI.I of the Agreement to pay auo_m eys' fees in connection with
the Action to any counsel other than STATE Outside Counsel, and they shall have no other obligation to pay attorneys' fees
10 or otherwi.~c to compensate ST ATe Outside Counsel. any other counsel or representative of the State of STATE -or the
State of STAT E itself with respecuo attorneys· fees in connection with the Action.

(m) "Li(juidated Fee.. means an attorneys· fee for Outside Counsel fo.r any act.ion identified on Exhibjt D. M Or N lo
the Agreement that has been brought by or against a Settling State or Litigating Pol itical Subdivision, in an amount agreed
upon by the Original-Participating Manufaccurers and such Outside Counsel.
(n) ··Outs;de Counsef' means all those Private Counsel identified in Exhibit S to the Agreement.
(o) ''Pa11ef' means the three-member arbiuacion panel described in seer.ion l I hereof.
(p) •·Party" means (i) STATE Outside Counsel and (ii) an Original Participating Manufacturer.
(q) "Payable Cosr S1a1eme11t" means the unpaid amount of a Cost Statement as to whic h an conditions precedent to
payment have been satisfied.
(r) " Payable Uquida,ed Fet!' means the unpaid amount of a Liquidated Fee os 10 which all cond itions precedent to
payment have been satisfied.

Release.
(a) Each person or entity identified in Exhibit S to the Agreement by the Att?mey General of the State of STATE.
[or as certified by the office of 1he governmental proscc.uting authority for the Litigating Political Subdivisionl hereby
irrevocably releases the Original Panicipati.ng Manufacturers and all Related Persons from any and all claims that s~ch
person or entity ever had. now has or hereafter can, shalt or may have in any way related to che Acr.ion (including bu t not
limited to any negotiations related 10 the settlement of the Aclion). Such release shall not be construed as a release of any
person or entity as 10 any of the obligations undertaken herein in connection with a breach thereuf.
(b) In che evem that STATE Out.side Counsel and the Original Panicipating Manufacturers agree upon a Liquidated
Fee pursuant to section 7 hereof. it shall be a precondition co any payment by t~ Original Panicipating Manufacturers to 1hc
Designated Rcprest!ntutive pursuant to section 8 hereof that each person or entity identified in Exhibit S to the Agreement by
the Attorney General of the St.ate of STATE [or as certified by the office of the governtnenlal prosecuting authority for the
Litigating Political Subdivision] shall have irrevocably released all entities represented-by STATE Outside Counsel in the
Action, as well as all persons acting by or on behalf of such emi1ies (including the Auomey General [or the office of the
governmental prosecuting authority] and each other person or entity identified on Exhibit S to the Agreement by the Altomcy
General [or 1hc office of rhe governmenral prosecuting ~uthorityJ) from any .and all cJaims that such pe1son or entiiy e ver had,
now has or hereafter ·can. shall or may have in any way related to the Action (i ncluding but not li mited to any negotiations
n-Jated to the st!IIJemenl of the AcLion). Suc:h relea~e $hall not be construed as a release of any persqn or entity as to any of
the obligations undertaken herein in connection with a breach thereof.
S[CJ"JON 5. No Effecr on STATE Omsidl' COJmse/'s Fee Conrrocl.
T~ rights and obligalions, if any, o r the respective p~r:ties lo any contract between the State of STATI.-i and STATE
Outside Counsel shaU be unaffected by th.is STATE Fee Payment Agreement except (a) insofar .as ST ATE Ourside Counsel
grant the release described in subsection (b) of section 4 he":Df; and (b) to the extent that STA1:E Oul-Side Coun~l receive
any payments in satisfaction of a Fee Award pursuant lo secu.on 16 hereof, any amounts so received sha ll be credit~, o~ a
dollar-for-dollar basis. against any amount payable to STAT E Outside Counsel by the State of STATE (or the Llt1gatU1g
Political Subdivisionl under any such contract.
SECTION 4 .

(s) '·Previo11sly Settled Stales" means the States of Mississippi, Florida and Texas.
(1) ""Private Counset' means all pri vate counsel for all plaintiffs in a Tobacco Case (including STATE O ut.side

Counsel).
(u) ••Quan erly Fee Amount.. means, for purposes of the quarterly payments described in sections 16, l7 and 18
hereof(i) for each of the fi rst, second and third calendar quarters of any calendar year beginning with the firsl
calendar quarter of 1999 and ending with the third calendar quarter of 2008. $125 million;
(ji) for each foun h c.alendar quarter of any calendar year beginning with the fourth calendar quarter of
1999 and ending with the founh calt!ndar quarter of 2003, the swn of (A) S125 million and (B) the d ifference. if any. betv.'een
(l ) $375 million and (2) the sum of all amounts paid in satisfaction of all Fee Awards nf Private Counsel duting such

calendar year, if any;

'

(iii) for each fowth calendar qua11er of any calendar-year bcginWng wi1h 1he founh calendar quarter ·o f
2004 and ending wich the founh calendar quaner of 2008. the sum of (A) $125 million: (B) the difference between (}) $375
million; and (2) the sum of all amounts paid in satisfaction of all Fee Awards of Private Counsel during such calendar year, if
any; and (C) lhe difference. if any, be1ween (/) $250 million and (2) the product of (a) .2 (two tenths) and (b) the sum of all
amounts paid in satisfaction of all Liquidated Fees of O utside Counsel pursuant to section 8 here or, i r any;

(iv) for each of the first. second and third calendar quaners of any calendar year beginning with. the fi rst
calendar quarter of 2009. $ 125 million: and
(v) for each foW1h calendar quarter of any calendar year beginning with the founh calendar quM.er of
2009, the sum of (A) $125 million and (B) the difference , if any, between(}) $375 miUion and (2) the sum of all amounts
paid in satisfaction of all Fee Awards of Private Counsel during such calendar year. if any.
(v) "Re/med Persons " means each Original Participating Manufacturer's pas.I. preseul .and fumre Affiliares,
divisionS. officers, directors, employees. representatives, insurers, lenders, underwriters. Tobacco-Related Organizations.
1rade associations, suppliers. agents. auditors, advenising agencies. public relations e ntities. attorneys, retailers and
distributors (arid the predecessors. heirS. executors, administrators. successors and assigns of each of 1.he foregoing).

·SECl10N 6. Liquidated Fees.
(a) ln rhe event that 1he OriginaJ Participating Manufoc!urers and STATE OUtside Counsel agree upon the amount
or a Liquidated Fee , the Original Participating Manufacturers $hall pay such Liquidated Fee, pursuant to the 1erms hereof.
(b) The Original Participating l\-1anufac1tlfl:!'rs · paymenl ofa,1y Llquidaced Fee pursuant to this STATE Fee Payment
Agreement shall be subject to (i) satisfaction of the conditions precedent staled in section 4 and paragraph (c)(ii) of section 7
hereof; and (ii) 1he paymeo1 sched ule and the annual and quarlerly aggregate nationa) caps speci fied in sections 8 and. 9
hc:reof, which shall apply to all payments made with respect 10 Liquidated Fees of all Outside Counsel.

(w) "Stare of STA TE" means the [applicable:: Settling State or the Litigating Political Subdivision], any of its past.
present and fulµre agents. officials acting in their official capaci1ies, legal representatiyes. agencies, departments,
commissions alld subdivisions.

SEc noN 7. Negotiation of liquidated Fees
(a) If STATE Outside Counsel seek to be paid a Liquidated Fee, lhe Designat~~ Representative shall so nOtify the
Original Participating Manufac turers. The Original Participating Ma_nufactucers may at any time make . an offer of a
Liquitlnted Fee tci the Designated Represent.alive in an amount set by the unanimous agreement, and at lhe sole discretion. of
the Origina> Panicipating Man_ufacturcrs and, in any event, shaJI colJcctively make such an offer lo lhe Desigrui1Cd
Representative no more than (,Cl Business Days after receipt of notice by the Designated Representative that STATE Outside

(X) · ''STATE Out~ide Coimser' Tllt!an:, all persons or e ntities identified in Exhib,it S to the Agrei:ment by the Attorney
General of Siatc of STATE [or as later certified by the office of the gove"mmental proseCuting authority for the Licigating
Political Subdivision] as having been retained hy a nd havi ng represented the .STATE in connection with the Action, acting
collective ly by unanimous decision of aU such persons or entities.
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(b) -The Original ParticipatinB: Manufacturers may submit to the Director any materials that they wish and,
notwithstanding any restrictions or representations made -in any other agreements, the Original Participating Manufacturers
shall be in no way constrained from contesting the amount of the Fee Award requested by STATE Outside Counsel. The
the Panel, the _State of STATE, the Original Participating Manufacturers alld STATE Outside Counsel shall
.
Dim.1or.
preserve tbe .confidentiality of any attorney work-product materials or other similar confidential "information that may .be
submitted.

(i) ·_ in the case of the first quarterly allocation for any calendar year, such monthly amOunt sbalJ be ·
alloca1ed ,amci_ll.g a11 _Eligible Coumel for such month in proportion to the amoun,ts of their respective Unpaid. Fees.
(ii) .in ,the case_of a quanerly allocation af~:r the first quarterly allocation, the Quarterly. Fee Amou·m
,
shall be allocate.d among only those Private Counsel. if any, that were Eligible Counsel with respect to any monthly amount
for any prior quarter of the calendar year but were not allocated a proportionate share of such monthly amount (either because
such Private Counsel's applications for Fee Awards were still under consideration as,of the last day of the calendar quarter
containing the month in question or for any ot:her reasop), until each such Eligible Counsel has been allocatcch proportionate
share of all such prior monthly payments for the ca]endar year (each such share of each such Eligible Counsel being a
"Payable Proportionate Share"). In the event that the sum of all Payable Proportionate Shares exceeds the Quarterly Fee
Amount. the Quarterly Fee Amount shall be allocated among such Eligible Counsel on a monthly basis i.n proportion to the
amounts of their respective Unpaid Fees (without regard to whether there may_be other Eligi_ble Counsel wiih respect tQ such
prior monthly amounts that have not yet been granted or denied a Fee Award as of the last day of the Applicable Quarter). In
the even! that the sum of all Payable Proportionate Shares is less than the Quarterly Fee Amount, the amount by which the
Quarterly Fee Amount exceeds the sum of all such Payable Proponionate Shares shall be allot:aled among each month of the
calendar quarter, each such monthly amount to be allocared among those EligibJe Counsel ha\'ing Unpaid .Fees inproportio:ii
to the amounts of their respective Unpaid Fees (without regard to whether there may be Eligible Counsel that have nol yet
been granted or dcni~ a.Fee Award as of the last day of the Applicable Quarter).
(c) Adjustments pursuant to subsection (b)(ii) of this section 17 shall be made separately for eac~ calendar year. No
amounts paid in any ca1endar year .shall be subject to refund, nor shall any payment in an): given calendar year affect th(:
allocation of payments to be made in any subsequent caJendar year.
SECTlON 18. Credits wand Limitations o,i Payment of Fee Awards.
Nolwithstanding any other-Provision hereof, aJl payments by the Original Participating Manufacturers with respect
to Fee Awards shall be subject to the foJlowing:
'(a) Under no circumstam:es shall the Original Participating Manufacturers be required to make payments that would
result in aggregate national payments and credits by Participating Defendants with respect to all Fee Awards of Privai;e
Counsel:
(i) · du,riug any year beginning with 1999. totaling more than the sum of the Quanerly Fee Amounts for
each ca,l endar quarter of the calendar year, excluding certain payments with respect to any Private Counse] for 1998 that are
paid in 1999; and
(ii) during any calendar quaner beginning with the first calendar quarter of 1999, totaling more than the
Quarterly Fee Amount for such quarter, excluding certain payments with respect to any Private Counsel for 1998 thar are
paid in 1999.
(b) ·The Original Participating ManufaCturers' obligiitions with respect to the Fee Award of STATE Outside
Coun,;el, if any, shalJ be exclusively as provided in this STATE Fee Payment Agreement, and notwithstanding any other
provision of law. sllch Fee Award shall not _be entered as or reduced to a judgment against the Original Panicipating
Manufacturers or considered as a baSis for requiring a bond or imposing a lien or 8ny other encumbrance.

(c) Toe Director shoJl forward the A}'plication of STATE Outside Counsel, as well as all-written materia1s relating
lQsuch Application that ·have been submitted by the Original Participating Manufacturers pwsuant to subsection (b) of this
section, to the Panel within five Business, Days after the later-of (i) the expiration of the period for the Original Participating
Manufacturers to submit such maleria]s or (ii) the ear~er of (A) the date on which the Panel issues a Fee Award with :respect
to any Application of other Private Counsel previously forwarded to the Panel by the Director or (B) 30 Business Days after
the _forwarding to the Panel of lhe Application of other Private Counsel most recently forwarded to the Panel by'the Director.
The Director _Shall notify the Parties upon forwarding the Application (and an written materials relating thereto) to the Panel.
(d) In the event that either Party seeks a hearing before the Panel, such Pany may submit a request to the Director in
writing Within five Business Days after the forwarding of the Application of STATE Outside Counsel to the Panel by the
Director, and_Lhe Director shall promptly forward the request to the Panel. If the Panel grants_the request.· it shaU promptly
set a date for hearing, such date to fall within 30 Business Days after the date of 1he Panel's receipt of the Application.
SECTIQN 13. Panel Pruceedi.ngs.
The proceedings of the Panel shall be conducted subject to the terms of this Agreement ·and of the Protocol of Panel
Procedures attached as an Appendix: hereto.
SECTION 14. Award of Fees to _s t.ATE Out.side Counsel.

n

~

00

Toe members of the P~l will consider all ielevanl info~on.submitted to them in reaching a decJsion as to a Fee
Award that fairly provides for full reasonable compensation of STATE Outside Counsel. In considering the amount of the
Fee Award, the Pane] shall not consider any Liquidated Fee agreed to _by any other Outside Counsel, any offer of or
negotiations relating to any proposed liquidated fee for STATE Outside Counsel or any Fee Award rhai: already has been or
yet may be awarde;d in connection with any other T obacco Case. The, Panel ~ l not be li,ritlted.to an hourly•rate or _lodestar
_artalysis in determining the amount of the Fee Award of STATE _Outside Counsel,.but shalJ take into account t,he to_tality of
the ciTcumstances. The Panel's decisi_o ns as~ the Pee Award of STATE Outside Counsel shall be in writing and sh.all report
the amount of the fee awarded (with or wilhout explanation or opiniOf!., at the Panel's discretion). The Panel shall determine
the amount of .the Fee Award tu be paid to.- STATE Outside Counsel \Yjthinthe later of 30 calendar days after receiving the
AppJication (and all relaled materials) from the Director or 15_Business-Days after the last date -of any hearing heJd ptirsliant
to subsection (d) of section 12 hereof. 1be Panel'.s decision as lo the Fee Award of STATE Outside Counsel shall be final,
,
binding and·non~appealable.

SECTION 15 •. Costs of Arbitration.

All cost,; 3nd expenses of the arb_itration pro~~gs held by the Panel, including costs, expenses and compensation
or the Director and of the Panel members (but noc including any costs, expenses or compensation of counsel making
applications tn the Panel), shall be home by the Original Participating Manufacturers in proportion to their Relative Market
Shares.

SECI10N 19. Rebnbursement of Outside Counsel's Costs.
(a) The Original Panicipating MapufaCturers shal1 reimburse STATE Outside Counselfor reasonable _costs and
expenses incurred in connection with t~e Action. provided that such costs _~nd expenses are of the same namre as costs and
expenses for which the Original Participating Manufacturers urd.inarily reimburse their own counsel or agents. Pay~nt of
any Approved Co~t Statement pursuant to LhiS STATE Fee Payment Agreement ·shall Qe· subj ect to (i) the condition precedc.nt
of approval of the Agreement by the Court fot the Slate of STA,~ and (ii) the payment schedule arid the aggregate national
caps specified in subst:elion (c).ofthis section, Which shall apply to all payments made with respect to Cost Statements of nJl
·
Outside Counsel.
{b) In the event that ST~TE Outside CounSel se~k to _be 'reimbursed for reasonable costs and expenses incuired_in
submit a Cost Statement to the •Original Panidpati~g
shall
.
Representative
dmnection with the · Action, the Designated
Manufacmrers. Within 30 Btisine.ss Days after receipl of any such Cost Statement. the Original Panicipating Manufacrurers
shall either accept the Cost Stateme~t or dispute the Cost S_tatement. in which event the Cost -Statement sh.all be subject to a
full audit by examiners to be appointed by the Original Participating Manufacrurers (in their sole discretion). Any such-audit
will be completed within 120 Business Days after the date the Cost Statement is received by the Original Participating
Manufacturefs; Cpon completion of such audit, if the Original Participating Manufacturers and STATE Out~ide Counsel
cannot agree as to the appropriate aJt1bimt of STATE Outside Counsel's reast,nable costs and expenses, the Cost Statemen.t
and the examiner's audit report shal1 be submitted to the Director for arbitration before the Panel or. in the event Lhat STATE
Outside Counsel and the .Original Panicipating Manufacturers have agreed upon a Liquidated Fee pursuant to section 7
hereof, before a separate three.member Panel of independent arbitrators, to be selected in a manner to be agreed lo by STATE
Outside Counsel and the Original Participating Manufacturers, which slIBll detennine the amount of STATE Outside
Counsel's reasonable costs and-expenses for the Action. In determining such reasonable costs and expenses, the members of
the arbitration panel sha11 be goVemed by the _Protocol of Panel Procedures attached as an Appendix hereto. The amotint Of

SECTION 16. Paymem of Fee Award ofSTATE Outsid, Counsel.
On cir before the tenth Bu&iness Day ;ifte'r tbe last .day of each calendar quarter beginning with the first calendar
quarter of 1999, each Original Participating Manufacturer shall severally pay to the Designated. Representative its Relative
Mark.el Share of the Allocated Amount for STATE Outside Counsel for the calendar quarter with respect to which such
quarterly payment is being made (the "Applicable Quarter'').
SECTION 17, Alloc,aJedAmountsoJFeeAwards.

The AJlocated Amount for each_Private Counsel with J:espect to' any payment to be made for any particular
Applicable Quarter shall be determined as follows:
(a) . The QuarterltFee Amount _shaII be' allocated equally among each of the three lUOriths of the Applicable Quarter.
The amount for each such· modth shall \,e aUocated among-those Private Counsel retained in conncctiofi Wi_l:h Tobac:co Cases
"Eligible Counsel" . with respect to such monthly
settled befOre or during such month .(eaCh such· PriV<\te Counsel being
amount). each of which shall be allocated a portion of each such monthly amount up to {or, in the event that the sum of all
Eligible Counsel's. respective Unpaid Fees exteeds such monthly amount. in Proportion Lo) the amount of such Eligible
Counsel's Unpaid Fees. •The moruhly ·amount for each month of the calendar qu~r shall be allocated among those Eligible
Co_unsel having Unpaid Fees, without regard to whether there may be Eligible Counsel that have not yet heen granted or
denied a Fee Award as of the la~t day of the Applicable Quartet. The allocation of subsequent Quarterly Fee Amounts for the
calendar year, if any, shall be adjusted, a~ necessary, to account for any Eligible Counsel that are granted .Fee Awards in a
subsequem quarter of.such calendar year, as provided in paragraph (b)(ii) of this section.

an

(b)

_In the event that lhe·amount for a given month is less lhan the sum of the Unpaid Fees of all Eligible Couilsel:
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SECITON 24. lrttended Beneficiaries.

STATE Outside Counsel's reasonable costs and expenses determined purstJaOt tQ arbitration as provided in the preceding
sentence shall be final , binding and non-appeal.able.
(c} Any l\pp[oved Cool Statement of STATE Outside Courisel shall llOI: become a Payable Cost Statement until
approval of the Agreement by the Coun for the Stare of STATE. Within five Business Days after receipt of notification
thereof by the Designated Representative, each Original Participating Manufacturer shall severally pay to lh.e Designated
Representative its Relative Market Share of the Payable Cost Statement of STATE Outside Counsel, subject to the following:

No provision hereof creates any rights on the pan of, or is enforceable by. any person or entiry lh.at is not a ·P any
~r a ~rson covered by either of the releases described in section 4 'hereof; except that sections S and 20 hereof create
nghts on the part of, and shall be enforceable by, the State of STATE. Nor shall any provision hereof bind any non-si.gnatory
or determine, limit o.r prejudice the rights of any such person or enti1y.
SECTION 25. Representations ·o t Parties.

(i) All Payable Cost Slatements of Outside Counsel sba11 be paid in the order in which such Payable Cost
Statement~ became Payable Cost Statements.
(ii) Under no circumstances shall the Original Participating Manufacturers be required to make payments
that would result in aggregate national payments by Participating DefendaJlts of all Payable Cost Statements· of Private
Counsel i.n connection with all of ·the actions identified in Exhibits D, M and N to the Agreement, totaling more than $75
million foe any given year.
(ili) Any Payable Cose Statement of Outside Counsel not paid during the year in which it became a Payable
Cost Statement as a: result of paragraph (ii) of this subsection shall become payable in subsequenc -years, subjccc to paragraphs
(i) and (ii), until paid in fuU.

The Parties hereto hereby represent that this STATE Fee Payment Agreement has been duly authorized and, upon
execution, will constitute a valid and binding contractual obligation, enforceable in accordance with its terms, of each of the
Parties hereto.
SECTION 26.

No Admission.

This STATE Fee Payment Agreement is not intended to be and shall not in any event be construed as. or deemed co
be. an admission or concession or evidence of any liability or wrongdoing whatsoever On the part of any signatory hereto or
any person covered by either of the releases provided under section 4 hereof. The Original Participating Manufacturers
specifically disclaim and deny any Ii.ability or wrongdoing whatsoever with respect to the claims released under section 4
hereof and enter imo this STATE Fee Payment Agreement for the sole pwposes of memorializing the Original Participating
Manufacturers' rights and obligalio ns with respect to payment of anomeys' fees pursuant to the Agreement and avoiding the
funher expense, inco nvenience, burden and uncertainty of potential litigation.

(d) The Original Participating Manuf~cturers' obligations with respect to reasonable costs and ·expenses incurred by
STATE Outside Counsel in connection with the Action shall be eJtclusively as provided in this STATE Fee Payment
Agreement._and notwithslanding any other proviS:ion of law, any Approved Cost Sta.temeot determined purSuant. to subsection
(b) of this section (including any Approved Cost Statement determiJ;>ed pursuant to arbitration before lhe Panel or the separate
three-member panel of independent arbitrators dc.'lCrihed therein} shall not be entered as or reduced lo a judgment against the
Original Participating Manufacturers or considered as a basis for requiring a bond or imposing a lien or any other
·
·
incumbrance.

SECTION 27. Non•admissibility.

This ST ATE Fee Paymem Agreeinem having been undertaken by the Parties hereto in good faith and for settlement
purposes only, neither this STATE Fee Payment Agreement nor any evidence of negotiations relating hereto shall be offered
or received in evidence in any action or proceeding other than an action or proceeding arising under Ibis STATE Fee
Payment Agreement.

SEC110N 20. Distributinri of P'aym1mts arrumg STATE Ouiside Counsel.
(a} Al] payments made to .the ~signated Representa1jve pursuant to this STATE Fee Payment Agreement shall be
fur the benefit· of each person ot enlity ·identified in Exhibit S to the Agreement by the Attorney General of the State of
STATE (or as certified by the govem.meotal prosecuting authority of the Litigating Political Subdivision], each of which shall
receive from t1,c ·Designated Representative a percentage of each such payment in accordance with the fee sharing agreement,
if any, among STATE Outside Counsel (or any written amendment thereto).

SECTION 28. Amendmenl and Waiver.
This STATE Fee Payment Agreement may be amended only by a written instrument executed by the Parties. The
waiver ~f any rights conteITedhereunder shall be effective only if made by written instrument executed by the waiving Party.
The waiver by any Party of any breach hereof sbal) not be deemed to be or construed as a waiver of any other breach,
whether prior, subsequent or contemporaneous, of this STATE Fee Payment Agreement.
SF..cTION 29. Notices.

(b) The Original Participating Manufacturers shall have no obligation, responsibility or liability with respect to the
allocatio.n· among those persons or entities identified in Exhibit S co the Agreement by the Auomey General of che State of
STATE for as_certified by the governmental prosecuting authority of the Litigating Political Subdivision], or with respect to
any claim of misallocation, of any amouncs pajd to the Designated Represeouuive pursuant to this STATE Fee Payment
Agreement.

AU notices or other communicacions to any party he_reto shall be in writing (including but nol limited 10 telex,
fucsimile or similar writing) and shall be given co the notice parties lfated on Schedule A herelo at the addresses therein
indicated. Any Party tiereto may change the name and address of the person designated to receive notice on be.half of such
Party by notice-given. a.,. provided in this section including an updated list conformed to Schedule A hereto.
SECTION 30. Governing Law.

SECTION 2l. Calculations of Amounrs.

To.is STATE Fee Payment Agreement shall be governed by the laws of the State of STATE wi[bout regard to the
conflict of hlw rules pf such Stale.

All calculations that may be required hereunder shall be perfonned by the Original Participating Manufacturers.
with notice 'of the results thereof to be given promptly to the Designated Representative. Any disputes as to the ·correctness
of calcul11tions made by the Original Panicipating Manufacrurcrs shall be resolved pursuant to the procedures described in
Section XI(c) of the Agreement for resolving disputes as to calculations by the Independent Auditor.

SECTION 3 l. Constrnction.
None of the Parties hereto shall be considered to be the drafter hereof or of any provision hereof for the purpose: of
: ;: : = ; a w or rule of int~pretalion or construction I.bat would or might cause any provision to be construed against

SECTION 22. Payment Responsibility.
(a) Each Original ·Participating Manufacturer shall be severally liable for its share of aU payments pursuant to this
STATE Fee Payment Agreement. U_nder no circwrucances shall any payment due hereunder or any portion thereof-become
the joint obligation of the Original Participating Manufacturers or tbc obligation of any person other than the Original
Participating Manufactµrer from Which such payment is originally due. nor shall any Original Participating Manufacturer be
required to pay a poni.on of any such payment greater than its Relative Market Share.

SECllON 32. Captions.
The captions of the sections hereof are. included- for convenience of reference only and shall be ignored in the
construction and interpretation hereof.
Sc.CTloN 33. Execution of STATE Fee Payment Agreement.

the

particular corporate &rllct~s of R. J. Reyoolds Tobacco Company ("Reynolds") and Brown &
(b) Due to
Williamson -Tobacco Corporation ("Brown & Williamson") w:ith respect t~ their no_o-<lomestic tobacco operations, Reynolds
and Brown & WiUiamson shall each be severaUy liable for its ~pectiv~ share of each payment due pursuant to this STATE
Fee Payment Agreement up to (arid its liability hereunder shall not exceed) the full extent of its assets used in, and earnings
aud revenues derived from. its manufacture and sale in the United States of Tobacco Products intended for domestic
consumption, and no recourse sh.all be had against any of its other assets or earnings to satisfy such obligations.

. This ST~~ Fee Payment Agreement may be executed in counterparts. Facsimile or photocopied signatures shall
be considered vabd SJgna1ures as of the date hereof, although the original signature pages shall thereafter be appended to this
STATE Fee Payment Agreement.
SECllON 34. Entire AgreemenJ of Parties.
This STATE Fee Payment Agreement contains an entire, complete and integrated statement of each and every term
and pro\lision agreed to by and among the Parties with respect to payment of auorneys' fees by the Original Participating
Manufacturers in connection with Che Action and is not subject 10 any condition or covenaru, ex.press or implied. not provided
for herein.

SEcnON 23. Termi.noJUm.

In the event that the Agreement is tenninated with respect to lhc State of STATE pursuant to Section XVIIl(u) of the
Agreement (or for any other reason) the Designated Represeotative and each person or entity identified in Exhibit S to the
Agreement by the Attorney General oft.he State of.STATE [or as certified by the governmental prosecuting .authority of the
Litigating Political Sulxlivision] shall immediately refund to_the Original Participating Manufacturers all amounts received
under this STATE Fee Payment Agreement.

IN WITNESS WHEREOF, the Panics hereto, through their · fully authorized representatives, have agreed to this
STATE Fee Payment Agreement as of this _ th day of _ _ _ , 1998.
[SIGNATURE BLOCK]
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APPENDIX

to MODEL FEE PAYMENT AGREEMENT
PROTOCOL OF PANEL PROCEEDINGS

(lntentiooally Omitted]

This Protoco1 of procedures bas been agreed to between the respective parties to the ST ATE Fee Payment
Agreement. and shall govern the arbitration proceedings provided for therein.
SECTION 1. Definitions.
Al) definitions contained in the STATE Fee Payment Agreement are incoiporatcd by reference herein.
SECTION 2.

Chairman.

The person selecte4 co serve as the pennanent, neutral member of I.he Panel as described in paragraph (b)(ii) of
sec1iori I 1of the STATE Fee Payment Agreerncn1 shall serve as the Chairman of the Panel.
SF.cTION 3. Arbitration Pursuant to Agreement.

The members of the Panel shall detemtine those matters committed to the decision of the Panel under the STATE
Fee Payment Agreement. which shall govern as 10 aH matters discussed therein.
SECTION 4. ABA Code of_Ethits.

Each of the members of the Panel shall be governed by the Code of Ethics for Arbitrators in Commercial Disputes
prepared by the American Arbi1.ration Association and the American Bar Association (the "Code of Ethics") in conducting
the arbitration proceedings pursuant to the STATE-Fee Payment Agi-eement, subject to the terms of the STATE Fee Payment
Agi:eement and this Protocol. Each of the pany~appointed members of the Panel shall be governed by Canon VIl of the Code
of Ethics. No person may engage in any ex pane communications with lhe permanent, neutral member of the Panel selected
pursuant to paragraph (bXii) of-section 11 , in keeping with Canons I. II and m of the Code of Ethics.
SECTION 5. Aildi1ionalRulesand Procedures.
The Panel may adopt such rules and procedures as il deems necessary and appropriate for the discharge of its duties
under the STATE Fee Payment Agreement and this Protocol. subject to the terms of the STATE Fee Payment Agreement ~nd
this Protocol.
SECTJON 6.

Majority Rule.

In the event that the members of the Panel are not unani.tnQus in their views as 10 any matter to be determined by
them purs\Ulllt to: ~e STATE Pee Payment Agreement or this Protocol, _the determination shall be decided by a vote of a
members of the Panel.
majority of the

t~ee

SECTION 7, Application for Fee A ward and Other MaterUlls.

(a)
The AppUCcltion of STATE OuiSide Cou,nscJ aod any matcriaJs submjttcd ro the Director relating "1efeto
(collec~_v_ely, "sl)bmiss_ions") ~H be forwarded by_the Director to each of the members of the Panel in the manner and on the
daics specified in the STAT_E ~ee Payment Agreement
(b)
All ma1eriaJ.S'sllb1nit.ted to the Director by either Party (or any mher person) shall be served upon anParties.
All submissions required to be served on any Party shall.be deemed to have been served as ·Of the date on which such
materials have beensem by either (i) hand delivery or (ii) facs,imiJe.and overnight courier for priority next-day delivery.
(c)
To me ·ex:tent that the Panel believes thal information not submiued to the Panel may be relevant for
purp~s of determining chose mauers committed to the decisio,n of ~e Pane:I under the tenns of the STATE Fee Payment
AgreeJJleo~ ~be Panel shaJI request suc_b inf01mation. from the Parties.
SEcnON 8. Hearing.
Any hearing held pursuant to SCCtion 12 of the STATE Fee Payinent Agreement shall not take place other lhan in the
presence of all three roe_mbers of the Panel upon notice and an opportunity for the respective representatives of the Parties to
attend.

·,

SEcnON 9. Miscellaneous.
(a)
Each member of lhe Panel shall be coaipensated for his services by the Original Panicipatiog
fyjanufac:uuei;-s on a basis to be.agn.-ed to between such member and~ Original Participating Manufacturers.
(b) .
The members of the Panel shall refer all media inquiries regarding the arbitration proceeding to the
respective PartiCcS to the STATE Fee Payment Agreement and shall refrain from any comment as to the arbitration
proceeding..<. to be conducted pursuanl 10 the STATE Fee Paymen1 Agreement during the pendency of such arbitration
prOceedings, iJ1 k.eepitig with Canon IV(B) of the Code Of Ethics.
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EXW!!II.Q

)996 AND 199'7 DATA
1996-0perating Income
Original Participating Manufacturer

EXCLUSION Of CERTAIN BRAND NAMES

(1)

Operating Income

Brown & WilJiamsoo Tobacco Comomtion

$801,640,000

$119, 100,000

GPC
State IJ;q,ress 555

Philip Morris Inc.

$4,206,600,000

Riviera

RJ. Reynolds Tobacco Co.
·Total (Base Operating Income)

$1,468,000,000

.Brown & Williamson Tobacco Corp.
Lorillurd Tobacco Co.

PhiUP Moms lncomorated

$1,195,340,000

Players
B&H

(2) 1997 volume (as measured bv shinme:ms ofQgarettesl
Number of Cigarettes
Original Panicipating Manufacrurer

Belmool
Mark Ten

Brown & WiUiamson Tobacco Corp.*

18,911,000,000

Lorillan:l Tobacco Co.

Tool (Base Volume)

42,288,0()(),000
236,203,000,000
118,254,000,000
415,656,000,000

(3) ~99'.Z'volume las measured by excise taxes)
Ofigin:V·P;irticipacing Manufacturer

NumberofOgarettes

Philip Morris Inc.

R.J. Reynolds Tobacco Co.

Viscount
Accord
L&M
Lark
Rothman's
Best Buy
Bronson
F&L

Genco
Brown &-Wi.lliamson Tobacco Corp.*
Loril1ard Tobacco Co.
~lip Morris Inc.
R.J. Reynolds Tobacco-Co.

18, 7:18,000,000

GPA

42,315,000,000

Gridlock

236,326,000,000
119,099,000,000

Money
NoFriUs

Generals
Prenrluµi Buy

.• · The volume includes 2,847.595 powxls of "roll your own" tobacco converted into the number of Cigarettes using 0.0325
O~s-per Cigarette conversion factor.

Shenandoah

Top Choice

_Lorillard Tobacco Company
None

R J Revno1d'- Tobacco Company
Best Choice
Cardinal

Director's Choice
Jacks
Rainbow

Scotch Buy
Slim Price

Sinoker Friendly
ValuTime
Wonh
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EXHWITS
OF.SIGN,\ TION OF OUTSIDE COUNSEL

EXHIBITT
MODEL STATUTE

Section _. Findings and Purpose. 1
(a) Cigarette smoking presents serious public health concerns to the Suue and to the cili:iens of the St.ate. The·
Surgeon General has detennioed that smoking causes Jung cancer, heart disease and other serious diseases, and that there are

[Intentionally Omitred]

hundreds of thousands of tobacco-related deaths in the lJnited States each year. These diseases most often do not appear

until many years after the person in question begins smoking.
(b) Cigarette smoking also presen,s serious financia1 concerns for the State. Under cenain heallh-cnre programs,
the State may have a legal obligation to provide medical assistance to eligible persons for health conditions associated with
cigarette smoking, and those persons may have a legal emiUemenl to receive such medicaJ assistance.
l(c) Under these programs, the State pays millions of dollars each year to provide medical assistance for these
persons for health conditions associa1ed with cigarette smoking.
(d) It is the policy of the State that financi al bUJdens imposed on the State by cigarette smoking be b0rne by tobacco
product manufacturers rather than by the State IO tbe extem that such manufactUJers either determine co enter into a
settlement with the Stale or are fouod culpable by the courts.
(e) On _ _ _ , 1998, leading United States tobacco product manufacturers entered into a se1t1emcm agreement;
emitJed the "Master Settlement Agreement," wilh the State. The Master Settlement Agreement obligates _these
manufacturers, in return for a release of past, present and certain future cJaims against them as described the.rein, lO pay
substantial sums to the State (tied in part to their volume of sales): to fund a national foundation devoted to t.lic interests of
pttblic health; and to make substantial changes in their _advertising and marketing practices and corporate culture, with the
intention of reducing underage smoking.
(0 It would be comrary to the policy of the State if tobacco product manufacturers who determine not to enter imo
such a seulement could use a resulting cost advantage to derive large, short-lerm 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 co require that such manufacturers establish a reServe flllld to guanmt.ee a source of
compensation and to prevent such manufacturers from deriving large, shon-tenn profits.and then becoming judgment-proof
before liability may arise.
Sectlon
Definitions.
(a) "Adjusted for inflation" means increased in accordance with the fonnula for inflation adjustment set forth in
Exhibit C to the Master Settlement Agreement.
(b) "Affiliate" means a person who directly or indirectly owns or controls, is owned or controlled by, or is under
common ownership or control with, another person. Solely for purposes of this definition, tl1e terms "owns," "is owned" and
"ownership" mean ownership of an equiry imerest, or the equivalent thereof, of ten percent or more, and the term '"person"
means an individuaJ, pannership, committee, association, corporation or any other organization or group of persons.
(c) ''Allocable share" means Allocable Share as that term is defined in the Master Senlem.eru Agreement.
(d) "Cigarette~• means any product that contains nicotine, is intended to be burmxl or heated under Ordinary
conditions of use, aod consists of or contains (I) any roll of tobacco wrapped in paper or in any_substance not containing
tobacco; or (2) tobacco, in any fonn, that is functionaJ in the product, which. because of its appearance, the type of tobacco
used in the filler, or its packaging and labeling, is likely to be ojfered to, or purchased by, consumers as a cigarette; or (3) any
roil of tobacco wrapped in any substance containing tobacco which, because of its appearance, the type of tobacco used ia the
filler, or its packaging and labeling, is likely to be offered to, or purchased by, consumers as a cigarette described in clause
(1) of this definition. The tenn "cigarette" includes "roll-your-own" (i.e., any tobacco which, because of its appearance, type,
packaging, or labeling is suitable for use and likely to be offered to. or purchased by, consumers as tobacco for making
cigarettes). For pui:poses of this .definition of '•cigarette," 0.09 ounces of "roll-your-own" tobacco shall coos1iture· orie
individual "cigarette."
(e) "Master Settlement Agreement" means the settlement agreement (and related documents) entered into: on
- , - ,-• 1998 by the State and leading United States tobacco product manufacturers.
(f) ''Qualified escrow fund" means an escrow arrangernen1 with a federally or Stare chanered·financial institution·
haVing n0 affiliation with any tobacco product manufacturer aod having assets of at least $1,000,000.000 where such
arrangement requires that such financial in sti tution hold the escrowed funds' principal for I.he benefit of releasing parties and
prohibits the tobacco product manufactuter placing Lhc funds intc,- escrow from using, accessing or directing the use of the
funds· principal except a~ consistent with section _(b )-(c) ·of this Act.
(g) -..Released claims" means Released Claims as that term is defined in the Master Settlement Agreement.
(h) "Releasihg _parties'! means Releasing Parties as that term is defincd"in the Master Settlement AgrccmenL

{A State may elect to delete the "fi nclings and p ~ses ·• scctfon in its entirety. Other changes or
substitutions with respect to the '•findings and purpqses" section (except for panicUJarized state pr~ural or
technicaJ requirements) will mean that the statUte will no longer conform to lhis model.]
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(i) "Tobacco Product Manufacturer" means an entity that after the date of eoactmeilt of this Act directly (and not
exclusively through any affi.liare):
(1) manufactures cigarettes anywhere that such manufacturer intends to be soW in the United States,
including cigarettes intended to be sold in the United States through an importer (except w_here such importer is an original
participating manufacturer (as that term is defined in the Master Settlement Agreement) that will be responsible for the
payments under the Master Settlement Agreement with respect to such cigmcues as a result of the provisions of subsections
Il(mm) of lhe Master Seulemem Agreement and that pays the taXes specified io subsection Il(z) of £.he Master Settlement
Agreement, and provided that the manufacturer of such cigarettes does oat market or advertise such cigarettes in the United
States);
(2) is the first pW'Chaser anywhere for resale in the Unit.ed·States of cigarettes manufactured anywhere that
the manufacturer docs not intend to be sold in the United States: ol'.
(3) becomes a successor of an entity described in paragrdph (I) or (2).
The term '1'obaoco Product Manufacturer" shall not include an affiliate of a tobacco product manufacturer unless
such affiliate itself falls within any of (I) - (3) above.
G) ••units sold" means the number of individual cigarettes sold in the Staie by the applicable tobacco product
manufaclurcr (wbc1hcr dinx:Uy or through a disrributor, retailer or similar inccrroediary or intermediaries) during the year in
question, as measured by ·excise taxes collected by the State on packs (or "roll-your-own" tobacco containers) bearing the
excise lax stamp of the State. The [fill i..n name of responsible state agency] shall promulgare such regulations as are
necessary 10 ascertain the amount of State excise taX paid on the cigarettes of such tobacco product manufacturer for each
year.
Section _ . Reqolrements.
Any tobacco product manufacturer selling cigarettes co consumers within 1he State (whe1her directly or through a
distriburnr, re1ailer or similar intermediary or intermediaries) after the date of enactment of this Act -shall do one of the

manufacturer £.hat fai1s 10 place into escrow the funds required tinder this sec1ion. Any tobacco product manufacrurer that
fails in any year to place into escrow the funds required under this section shall (A) be required within 15 days to place such funds into escrow as shall bring it into compliance
with this section. The COurt. upon a findirig of a violation of ttus subsection, may impose a civil penalty [lo be paid to the
general fuod of lhestatej in an amount not to exceed 5 percent of the amount improperly wilhhcld from escrow per day of the
vioJation and ll) a total amount not to exceed 100 percent of the original amount improperly withheld from escrow;
(B) in the case of a knowing violation. be requirod within 15 days to place such funds into escrow
as shall bring it into compliance with this section. The court, upon a finding of a knowing violation of this subsection, may
impose a civil penalty [to be paid to the ·general .fund of the stare] in an amount not to exceed 15 percent of the amou-nt
improperly withheld from escrow per day of the viol&tion and in a tota1 amount not 10 exceed 300 percent of the original
amount improperly withheld from escrow~ and
(C) in the case of a second knowing violation, be prohibital from selling cigarettes to consumers
within the State (whether directly or through a distributor, retailer or similar intermediary) foe a period not to exceed 2 years.
Each failure to make an annual deposit required under this section shall constitute a separa1e violation.4

following:

(a) become a panicipating manufacturer (as that renn is defined in section Il(i.j) of the Master Settlement
Agreement) and generaliy perfonn its finan~ial obligations wxler the Master Settlement Agreement; or
(b) . (I)- place into a qualified escrow fund by April 15 of the year fo11owing the year in question the fol1owiog
amounts (as such amounts are adjusted for inflation) -1999: $ .0094241 per unit sold after the date of enacLrnem of this Act;2
2000: $.0104712 per unit sold after the date of enactment oflhis Act;'
for each of 2001 and 2002: _$.0.1~6125 per unit sold after the date of enactment of tbis Act;
for each of 2003 through 2006: $ .0167539 per unit sold after the date of enactment of th.is Act;
for e3Ch of 2007 and each year thereafter: s:0188482 pei uni1 sold af~r the dai.e of enactment of this Act
(2) A tobacco product manufacturer that places funds into escrow pursuant to paragraph (1) shall receive
Lhe interest or o_tht:.r appreciation on such funds as earned. Such funds themselves shall be released from escrow only under
the fo!Jowing circumstances -(A)
to pay a judgment or settlement ·on any released claim brought against such tobac.co
product manufacturer bY the State or any releasing pany located or residing in-the Stiite. Funds shaJI be released from eSCrow
under this subparagraph (i) in the order in which they were ploced into escrow and (ii) onJy to the extent and at the time
necessary to make pa~erits required uoder such judg[llent or settlement;
(B)
to the extent that a tobacco product manufacturer establishes that die amount it was
required to pla~ into escrow in a particular year was greater than the State' s allocable share of the total payments that such
manufaciurer would have been requi_red_ 10 rnake in_that year under Lhe Mas1er Setdement Agreement (as determined pursuant
10· scctiori'IX(i)(2)'of thc _Mastcr Settlement Agreement. and bCfore any of the adjustments or offsets described in section
lX(i)(3) of that Agreement other than the Inflation Adjustment) had it been a participating manufacturer, the excess shall be
released frolli escrow and revert back to such tobacco product manufacrurer, -or
(C) · to the extent not released frOm escroW under subparagraphs (A) or (B), funds shall be
released from escrow and revert back to such tobacco product inanufacturer lweruy-five years after the 'date on which they
were placed into escrow.
(3)
BaCh tobacco Product manufacturer that · elects to place funds into escrow pursuant to chis
subsection shall annually cenify to the Anomey General.[or other State official] tbat it is in compliance with this subsection.
The Attorney Generdl [or other Slate official] may bring a civil action on behalf of lhe State·against any 1obacco product
fA State may elect to include a requirement that the violator also pay the State's cosL<; and attorney's fees incurred
during a successful prosecution under this paragraph (3).}
2

[All per unit numbers subject to ve"rificadon]
3 (The phrase ..after the date of enactment of this Act'' would nee.d 10 be included only in the calendar year in which the Act
is enacted. J
T-2

T-3

B-42

~

STRATEGIC CONTRIBUTION FIIND PROTOCOL
The p_ayments made by the Panicipatiog Manufacturers pursuant to section IX(c)(2) of the Agreement ("Strategic
Contribution FWld").shall be allocated among the·Settling States pursuant to the p_rocess_set forth in this Exhibit U.
~
A panel committee of three former Attorneys General or former Article Ill judges ("'Al1ocation Committee") shall be
established-to determine allocations of the Strategic Contribution Fund, using lhe proces::. described herein . Two or the lhree

members of lhe AJl ocation Committee shall be selected by the NMG executive committee. Thos,Hwo riiembers shall
choose the third A116cation Com.mince lDember. The Allocation Commince shall be.geograJJhically and J)Olitically diverse. ·
~

Within 60 days after lhe MSA Execution Date, each Settling State .will submit an itemized request for funds from
the Strategic Contribution Fund..based on the criteria set fonh in Section _4 Of this Exhibit U.
~
The Allocation Committee will determihe the appropriate allocation for each SenJing State based on the criteria ·set
foft];I in S:ection 4 below. · The Allocation Committee shall ,make its delcrminati.on based upon written documentation.
~
The criteria LO be cOasidered by lhe Allocation Committee in its allocation decis_ion illClude each Set(ling_SLate's
contribution to the litigation or resolution of state tobacco litigation, including, but not limited to, 1:itigation and/or seUlement
with tobacco product manufacturers. including Liggett and Myers and its affiliated entities.

~

Within 45 days after .receiving the itemized ~uests for funds from the -Settling States. the AJlocatiQn Committee
will preparC a preliminary decision aJlocating the _Strategic Contribution Fund payments ·among the Settling States who
subOlitted itemized. requests for funds. All Allocation Committee decisions must be by majority vote. Each .Settling State
will have 30 days to submit comments on or objections to the draft ctedsion. The Allocation Committee will issue a final

decision allocating lhe Stralegic Contribution Fund payments within-45 days.
[THIS PAGE INTENTIONALLY LEFf BLANK]

~

The dec;ision of the AIIQCation Committee shall be final and non~appealable.
~
The expenses of _the Allocation Coinmitt.ec, in an amolint not to exceed $ l 00,000, wil1 be paid from disbursements
from the Subscc1ion.Vffi(c) AGcount.
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APPENDIX C-1
NEW YORK CONSENT DECREE
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CONSENT DECREE
At IAS Part 56 of the Supreme Court
of the State of New York, held in and
for the County of New York. at the
Courthouse located at 60 Centre Street,
New York, New York, on the 23rd day
of December, 1998
PRESENT:
HON. STEPHEN G. CRANE, Justice
SUPREME COURT OF 11-IE STATE OF NEW YORK
COUNTY OF NEW YORK

---------------------x
llfE STATE OF NEW YORK and DENNIS C. VACCO,
Attorney General of the State of New York, for and on
behalf of the PEOPLE OF TI1E STATE OF NEW YORK,
Plaintiffs,
-againstPHILIP MORRlS INCORPORATED; PHILIP MORRIS
COMPANIES, INC.; RJR NABISCO. INC.; RJR
NABISCO HOLDINGS CORP.; R.J. REYNOLDS
TOBACCO CO.; THE AMERICAN TOBACCO CO.,
INC.; AMERICAN BRANDS, INC.; BROWN &
WILLIAMSON TOBACCO CORP.; LORILLARD
TOBACCO COMPANY; LORILLARD
INCORPORATEP; LOEWS CORPORATION; UNITED
STATES TOBACCO COMPANY; UST, INC.; B.A.T.
INDUSTRIES. P.L.C.; BRITISH AMERICAN
TOBACCO COMPANY, LID.; BATUS HOLDINGS.
INC.; TIIE COUNCIL FOR TOBACCO RESEARCH U.S.A.• INC.; and TOBACCO INSTITUTE, INC.,

CONSENT DECREE AND
FINAL JUDGMENT

Index No.: 400361/97
Hon. Stephen G. Crane, Justice.

Defendants.

------------------------x
WHEREAS, Plaintiffs, the State of New York and Attorney General Dennis C. Vacco, commenced
this action on January 27, 1997, pursuant to their common law powers and the provisions of N.Y.
Executive Law, Public Health Law, General Business Law, Business Corporations Law, Penal Law, Social
Services Law, Not-for-Profit Corporations Law, Unconsolidated Law, the Civil Practice Law and Rules,
and the State Constitution;
WHEREAS, Plaintiffs assened various claims for monetary, equitable and injunctive relief, on behalf
of the State of New York, including its Counties under GBL §342-b, against certain tobacco product
manufacturers and other defendanrs;
WHEREAS. Defendants have contested the claims in the State's complaint and amended complaint
and denied the State's allegations;
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WHEREAS, the parties desire to resolve this action in a manner which appropriately addresses the
State's public health concerns, while conserving the panics' resources, as well as those of the Court,
which would otherwise be expended in litigating a matter of this magnitude; and
WHEREAS, the Coun has made no detennination of any violation of law, this Consent Decree and
final Judgment being entered prior to the taking of any testimony and without trial or final adjudication
of any issue of fact or Jaw;

NOW, THEREFORE, IT JS HEREBY ORDERED, ADJUDGED AND DECREED, AS
FOLLOWS:

I. JURISDICTION AND VENUE
This Coun has jurisdiction over the subject matter of this action and over each of the Participating
Manufacturers. Venue is proper in this county.

IL DEFINITIONS
The definitions set fonh in the Master Settlement Agreement ("MSA" or "Agreement") (a copy of
which is attached hereto as Exhibit l) are incorporated herein by reference. "County" means a county of
the State of New York. including New York City, with New York City to be treated as a single county
and none of its constituent counties lO be treated separately; "Counties" means the counties of the State
of New York. including New York City, with New York City to be treated as a single county and none of
its constituent counties to be treated separately; provided, however. that any county that properly excludes
itself from the class provisionally cenified for settlement purposes only by this Coun's Order of
November 24, 1998 (the "Class") is not included in the definitions of "County" or .. Counties."

III. APPLICABILITY
A. This Consent Decree and Final Judgment applies only to the Participating Manufacturers in their
corporate capacity acting through their respective successors and assigns, directors, officers, employees.
agents, subsidiaries, divisions, or other internal organizational units of any kind or any other entities acting
in concert or panicipation with them. Toe 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 Panicipating Manufacturer, or against any other
person or entity as a consequence of such violation, and there shall be no jurisdfotion 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 pany with respect to the terms hereof. No portion of this Consent Decree and Final Judgment shall
provide any rights to, or be enforceable by. any person or entity other than the State of New York or a
Released Party. The State of New York may not assign or otherwise convey any right to enforce any
provision of this Consent Decree and Final Judgment. Provided, however, that a County or Counties may
enforce the payment rights provided in Article V of this Consent Decree and Final Judgment, but only
against other Counties or the State. Only the State may enforce the provisions of Anicle V against the
Panicipating Manufacturers.

IV. VOLUNTARY ACT OF THE PARTIES

The parties hereto expressly acknowledge and agree that this Consent Decree and Final Judgment is
voluntarily entered into as the result of arm's-length negotiation. and an panies hereto were represented by
counsel in deciding to enter into this Consent Decree and Final Judgment.
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V. MONETARY RELIEF
A. Under subsections ll(r), (s), IX, and XI of the MSA, payments from the Participating
Manufacturers will be made to the Escrow Agent for funher disbursement, pursuant to an Escrow
Agreement executed by the panies and approved by a Court of competent jurisdiction. The State shall
instruct the Independent Auditor and the Escrow Agent to disburse funds from the New York StateSpecific Account directly to che State of New York and directly to the Counties individually according to
the payment schedule annexed hereto as Exhibit 2.
B. The payment schedule set fonh in Exhibit 2 shall remam in effect for as long as payments are
made from the Participating Manufacturers under the MSA. The portion of those payments credited to the
New York State-Specific Account, if any, shall be allocable to the State of New York and the individual
Counties as set forth in Exhibit 2.
C. Effective upon the occurrence of State·Specific Finality in the State of New York, and to the
extent that such claims may not otherwise be released by operation of the MSA, the Counties (as defined
in this Consent Decree and Final Judgment) hereby absolutely and unconditionally release and forever
discharge all Released Parties from all Released Claims that the Counties directly, indirectly, derivatively
or in any other capacity ever had, now have, or hereafter can, shall, or may have, to the same extent that
the Settling States are releasing Released Claims against Released Parries under the MSA.
D. Each County (as defined in this Consent Decree and Final Judgment) further covenants and agrees
that it shall not after the occurrence of State-Specific Finality in the State of New York sue or seek to
establish civil liability against any Released Pany based, in whole or in part, upon any of the Released
Claims, and funher agrees that such covenant and agreement shall be a complete defense to any such civil
action or proceeding.
E. Upon the occurrence of State-Specific Finality in the State of New York, the City of New York
(unless it has properly excluded itself from the Class) will move fonhwith for a dismissal with prejudice
of the action entitled City of New York et al. v. The Tobacco Institute, Inc. er al., Supreme Coun of the
State of New York. County of New York, Index No. 406225/96. and the County of Erie (unless it has
properly excluded itself from the Class) will move forthwith for a dismissal with prejudice of its action
entitled County of Erie v. The Tobacco Institute, htc. et al., Supreme Court of the State of New York,
County of Erie. Index No. 1997/359.
F. If a County or Counties properly excludes itself from the Class, such County or Counties shall not
receive any funds under the MSA, and the State may, in its sole discretion, place the funds allocated to
such County or Counties under Exhibit 2 to this Consent Decree And Final Judgment in escrow.
G. If any funds are recouped from the State of New York by the Federal Government, pursuant to an
Act of Congress or otherwise. from monies received or to be received by the State (including its political
subdivisions) from the New York State-Specific Account, chen the State shall recoup from the Counties
the Counties' share of such funds, through offsets or any other mechanisms selected by the State,
according to the allocation percentages of the settlement funds in the year or years in question assigned to
the respective Counties pursuant to che a1location schedule set forth in Exhibit 2. Nothing herein
acknowledges a right of the Federal Government to recoup any such funds.

VI. INJUNCTIVE AI'iD OTHER EQUITABLE RELIEF
Each Participating Manufacturer is permanently enjoined from:

A. Taking any action, directly or indirectly, to target Youth within the State of New York in the
advertising, promotion or marketing of Tobacco Products, or taking any action the primary purpose of
which is to initiate, maintain or increase the incidence of Youth smoking within the State of New York.

B. After 180 days after the MSA Execution Date, using or causing to be used within the State of
New York any Cartoon in the advertising, promoting, packagJng or labeling of Tobacco Products.
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C. After 30 days after the MSA Execution Date, making or causing to be made any payment or
other consideration to any other person or entity to use, display, make reference to or use as a prop within
the State of New York any Tobacco Product. Tobacco Product package. advertisement for a Tobacco
Product, or any other item bearing a Brand Name in any Media; provided, however, that the foregoing
prohibition shall not apply to (1) Media where the audience or viewers are within an Adult-Only Facility
(provided such Media are not visible to persons outside such Adult-Only Facility); (2) Media not intended
for distribution or display to the public; (3) instructional Media concerning non-conventional cigarettes
viewed only by or provided only to smokers who are Adults; and (4) actions taken by any Participating
Manufacturer in connection with a Brand Name Sponsorship pennitted pursuant to subsections III(c)(2)(A)
and lll(c)(2)(B)(i) of the Agreement, and use of Brand Name to identify a Brand Name Sponsorship
permitted by subsection III(c)(2)(B)(ii),

a

D. Beginning July 1, 1999, marketing, distributing, offering, seJling, licensing or causing to be
marketed, distributed, offered, sold. or licensed (including, without limitation. by catalogue or direct mail),
within the State of New York, any apparel or other merchandise (other than Tobacco Products, items the
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 tenn that may be exercised by such Participating Manufacturer); (2) prohibit the
distribution to any Participating Manufacturer's employee who is not Underage of any item described
above that is intended for the personal use of such an employee: (3) require any Participating
Manufacturer to retrieve, collect or otherwise recover any item that prior to the MSA Execution Date was
marketed, distributed, offered, sold, licensed or caused to be marketed, distributed, offered, sold or
licensed by such Participating Manufacturer; (4) apply to coupons or other items used by Adults solely in
connection with the purchase of Tobacco Products; (5) apply to apparel or other merchandise used within
an Adult-Only Facility that is not distributed (by sale or otherwise) to any member of the general public;
or (6) apply to apparel or other merchandise (a) marketed, distributed, offered, sold, or licensed at the site
of a Brand Name Sponsorship permiued pursuant to subsection lll(c)(2)(A) or IIl(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
Panicipating 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 lll(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.
E. After the MSA Execution Date, distributing or causing to be distributed within the State of New
York any free samples of Tobacco Products except in an Adult-Only Facility. For purposes of this
Consent Decree and Final Judgment, a "free sample" does not include a Tobacco Product that is
provided to an Adult in connection with ( 1) the purchase, exchange or redemption for proof of purchase
of any Tobacco Products (including, but not limited to, a free offer in connection with the purchase of
Tobacco Products, such as a "two-for-one" offer), or (2) the conducting of consumer testing or evaluation
of Tobacco Products with persons who certify that they are Adults.
F. Using or causing to be used as a brand name of any Tobacco Product pursuant to any agreement
requiring the payment of money or other valuable consideration, any nationally recognized or nationally
established brand name or trade name of any non-tobacco item or service or any nationally recognized or
nationally established sports team, entertainment group or individual celebrity. Provided, however, that the
preceding sentence shall not apply to any Tobacco Product brand name in existence as of July 1, 1998.
For the purposes of this provision, the term "other valuable consideration" shall not include an agreement
between two entities who enter into such agreement for the sole purpose of avoiding infringement claims.
G. After 60 days after the MSA Execution Date and through and including December 31, 2001,
manufacturing or causing to be manufactured for sale within the State of New York any pack or other
container of Cigarettes containing fewer than 20 Cigarettes (or, in the case of roll-your-own tobacco, any
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package of roll-your-own tobacco containing less than 0.60 ounces of tobacco); and, after 150 days after
the MSA Execution Date and through and including December 31, 2001, selling or distributing within the
State of New York any pack or other container of Cigarettes containing fewer than 20 Cigarettes (or, in
the case of roll-your-own tobacco, any package of roll-your-own tobacco containing less than 0.60 ounces
of tobacco).
H. Entering into any contracl, combination or conspiracy with any other Tobacco Product
Manufacturer that has the purpose or effect of; (1) limiting competition in the production or distribution of
information about health hazards or other consequences of the use of their products; (2) limiting or
suppressing research into smoking and health; or (3) limiting or suppressing research into the marketing or
development of new products. Provided, however, that nothing in the preceding sentence shall be deemed
to (1) require any Participating Manufacturer to produce, distribute or otherwise disclose any information
that is subject to any privilege or prolection; (2) preclude any Participating Manufacturer from entering
into any joint defense or joint legal interest agreemem or arrangement (whether or not in writing), or from
asserting any privilege pursuant thereto; or (3) impose any affirmative obligation on any Participating
Manufacturer to conduct any research.

I. Making any material misrepresentation of fact regarding the health consequences of using any
Tobacco Product, inclLlding any tobacco additives, filters, paper or other ingredients. Provided, however,
thal nothing in the preceding sentence shall limit the exercise of any First Amendment right or the
assertion of any defense or position in any judicial, legislative or regulatory forum.
VII. MISCELLANEOUS PROVISIONS
A. Jurisdiction of this case is retained by the Court for the purposes of implementing and enforcing
the Agreement and this Consent Decree and Final Judgment and enabling the continuing proceedings
contemplated herein, Whenever possible, the State of New York and the Participating Manufacturers shall
seek to resolve any issue that may exist as to compliance with this Consent Decree and Final Judgment by
discussion among the appropriale designees named pursuant to subsection XVIIl(m} of the Agreement.
The State of New York 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. A County may apply for further orders and directions as may
be necessary or appropriate for the implementation or enforcement of the fourth sentence of Ankle III(B)
of this Consent Decree and Final Judgment. Provided, however, that with regard to subsections VI(A) and
Vl(I) of this Consent Decree and Final Judgment, the Attorney General shalJ 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 Auomey General applies to the Court for an order to
enforce such subsections, unless the Attorney General reasonably determines that either a compelling timesensitive public health and safety concern requires more immediate action or the Court has previously
issued an Enforcement Order to the Participating Manufacturer in question for the same or a substantially
similar action or activity. For any claimed violation of this Consent Decree and Final Judgment, in
determining whether to seek an order for monetary, civil contempt or criminal sanctions for any claimed
violation. the Attorney General shall give good-faith consideration to whether: (l) the Participating
Manufacturer that is claimed to have committed the violation has taken appropriale and reasonable steps
to cause the claimed violation to be cured, unless that party has been guilty of a panem of violations of
like nature: and (2) a legitimate. good-faith dispute exists as to the meaning of the terms in question of
this Consent Decree and Final Judgment. The Court in any case in its discretion may determine not to
enter an order for monetary, civil contempt or criminal sanctions.
B. This Consent Decree and Final Judgment is not intended to be, and shall not in any event be
construed as, or deemed to be, an admission or concession or evidence of ( 1) any liability or any
wrongdoing whatsoever on the part of any Released Party or that any Released Party has engaged in any
of the activities barred by this Consent Decree and Final Judgment: or (2) personal jurisdiction over any
person or entity other than the Participating Manufacturers. Each Participating Manufacturer specifically
disclaims and denies any liability or wrongdoing whatsoever with respect to the claims and allegations
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asserted against it in this action, and has stipulated to the entry of this Consent Decree and Final
Judgment solely to avoid the further expense, inconvenience, burden and risk of litigation.
C. Except as expressly provided otherwise in the Agreement, this Consent Decree and Final
Judgment shall not be modified (by this Court, by any other court or by any other means) unless the party
seeking modification demonstrates, by clear and convincing evidence. that it will suffer irreparable harm
from new and unforeseen conditions. Provided, however, that the provisions of sections Ill, V, VI, VII
and VIII of this Consent Decree and Final Judgment shall in no event be subject to modification without
the consent of the State of New York and all affected Participating Manufacturers. In the event that any of
the sections of this Consent Decree and Final Judgment enumerated in the preceding sentence are
modified by this Court, by any other court or by any other means without the consent of the State of New
York and all affected Participating Manufacturers, then this Consent Decree and Final Judgment shall be
void and of no further effect. Changes in the economic conditions of the parties shall not be grounds for
modification. It is intended that the Participating Manufacturers will comply with this Consent Decree and
Final Judgment as originally entered, even if the Participating Manufacturers' obligations hereunder are
greater than those imposed under current or future law (unless compliance with this Consent Decree and
Final Judgment would violate such law). A change in Jaw 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' tees incurred only by the State of New York in
such proceeding.
E. The remedies in this Consent Decree and Final Judgment are cumulative and in addition to any
other remedies the State of New York may have at law or equity, including but not limited to its rights
under the Agreement. Nothing herein shall be construed to prevent the State from bringing an action with
respect to conduct not released pursuant to the Agreement, even though that conduct may also violate this
Consent Decree and Final Judgment. Nothing in this Consent Decree and Final Judgment is intended to
create any right for New York to obtain any Cigarette product formula that it would not otherwise have
under applicable law.
F. No pany shall be considered the drafter of this Consent Decree and Final Judgment for the
purpose of any statute, case Jaw or rule of interpretation or construction that would or might cause any
provision to be construed against the drafter. Nothing in this Consent Decree and Final Judgment shall be
construed as approval by the State of New York of the Participating Manufacturers' business
organizations, operations, acts or practices, and the Participating Manufacturers shall make no
representation to the contrary.
G. The settlement negotiations resulting in this Consent Decree and Final Judgment have been
undertaken in good faith and for settlement purposes only, and no evidence of negotiations or discussions
underlying this Consent Decree and Final Judgment shall be offered or received in evidence in any action
or proceeding for any purpose. Neither this Consent Decree and Final Judgment nor any public
discussions, public statements or public comments with respect to this Consent Decree and Final Judgment
by the State of New York or any Participating Manufacturer or its agents shall be offered or received in
evidence in any action or proceeding for any purpose other than in an action or proceeding arising under
or relating to this Consent Decree and Final Judgment.
H. All obligations of the Participating Manufacturers pursuant to this Consent Decree and Final
Judgment (including, but not limited to, all payment obligations) are. and shall remain, several and noc
joint.
I. The provisions of this Consent Decree and Final Judgment are applicable only to actions taken (or
omitted to be taken) within the States. Provided, however. that the preceding sentence shall not be
construed as extending the territorial scope of any provision of this Consent Decree and Final Judgment
whose scope is otherwise limited by the terms thereof.
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J. Nothing in subsection VI(A) or Vl(I) of this Consent Decree shall create a right to challenge the
continuation, after the MSA Execution Date. of any advenising 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.
VIII. FINAL DISPOSITION
A. The Agreement, the settlement set forth therein, and the establishment of the escrow provided for
therein are hereby approved in all respects, and all claims are hereby dismissed with prejudice as provided
therein.
B. The Court finds that the persons signing the Agreement have full and complete authority to enter
into the binding and fully effective settlement of this action as set fonh in the Agreement. The Court
further finds that entering into this settlement is in the best interests of the State of New York and the
Counties.
LET JUDGMENT BE ENTERED ACCORDlNGLY

DATED chis 23rd day of December, 1998

Isl SGC
J.S.C.

FILED
DEC 23, 1998
COUNTY CLERK'S OFFICE
NEW YORK

STEPHEN G. CRANE
/s/ Norman Goodman
Clerk
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EXHIBIT 2
At all times and under all circumstances specified in Section XI of the Master Settlement Agreement
that require the Independent Auditor to instruct the Escrow Agent to disburse amounts to the State of New
York pursuant to the tenns of the Master Settlement Agreement ("New York Disbursal Share"), the
Independent Auditor shall allocate all such New York Disbursal Share among the State of New York, the
City of New York 1 , and the individual counties of New York according to the schedule set forth below
and instruct the Escrow Agent to disburse such allocated amounts directly to the State of New York. the
City of New York and the specified counties.
(1) With respect to the New York Disbursal Share of all amounts paid by the Participating
Manufacturers pursuant to Section IX(b) of the Master Settlement Agreement, the Independent Auditor
shall allocate and instruct the Escrow Agent to disburse such amounts as follows;
Percentage
of Pa~ment

Entitz

New York State ........................................ , ............. .

51.176%

New York City ..... , ..... , ....•......................................

26.670%

Albany .............................................................. .

0.593%

Allegheny ............................... , ........................... .
Broome ..............................................•...............

0.107%
0.446%

Cattaraugus ....... , ... , ......... , .. , , ... , .. , , ............•............

0.179%

Cayuga •....................................... , ..................... .

0.166%

Chautauqua ..........•...........•....................................

0.308%

Chemung ............................................................ .

0.212%

Chenango ............................... , ... , ............ , ........ • ..

0.104%

Clinton .......•...................•.............•.....................

0.170%

Columbia ........ , .•...............•... , .......................... , •. ,

0.126%

Cortland .......... , .................... , .................. , .......... .

0.100%

Delaware ............................................................ .

0.101%

Dutchess ............................................................ .

0.500%

Erie .................................... , ....................... , , ... .
Essex ..••.•............................ , ........................ , ... .

2.194%0.075%

Franklin ............................................................. .

0.098%

Fulton ............................................................... ,

0.121%

Genessee ...................... , ............. , ..•.....................

0.118%

Greene ...................................... , ................... , ... .

0.085'K

Hamilton .................................... , ....................... .

O.Ol3'ir

Herkimer ......•......................................................

0.142%

Jefferson ............................................................ .

0.190%

Lewis .... , .......................................................... .
Livingston ..........................................•.................
Madison ......................................... , ..... • - • - • •. • ... • .. .

0.054%

Monroe ........................... • .. , , • • • • • • • • • • • · · · · · · · · · · · · · · · · · · ·
Montgomery ....................................................... , ..
Nassau ..... , .. , , .................... , .......... , .................... .

1.536%
O.l14%

Niagara ............. _.......................•........................

0.467%

0.112%
0.131%

2.7399c

1The City of New York includes the five individual boroughs of Manhattan. Bron:it, Brooklyn. Queens and Staten Island. and
the New York City Health and Hospitals Corporation.
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Percent.age
of Payment

Entity

Oneida .......•..................•. , , , , , ..............•..... , ........ .
Onondaga ................................ , ...... , .......•............
Ontario ••................. , ............... , ..... , .................... .
Orange ......... , ... , ....•.... , ...................................... .
Orleans •...... , ............................................ , ........ .
Oswego . , ............ , ........ -............. , . , .. , .................. .
Otsego .......................................................... , . , , .
Putnam •...... , ............................................... , • • • • • , •
Rensselaer ............. , ................................. , ........... .
Rockland ............................................................ .
St. Lawrence . , .. , , ....................... , ..................... _.... .
Saratoga .•............................................................
Schenectady .......................... , ................ , ............. .
Schoharie ............ , . , ............................................ .
Schuyler ............................................................ .
Seneca .............................................................. .
Steuben ........... , ... , ......... , .............................. , . , .. .
Suffolk ..................... , ......................... , ...•... _...... .
Sullivan ... , , ...... , ................................................. .
Tioga ............................................................... .
Tompkins ......................................... , ................. .
Uls1er ... , ........... , ......... , ..................... , ....... , . _. , ... .
Warren ....................................... , ..... , ................ .
Washington .... , ..... , ... , ..................... - ..................... .
Wayne ........ , ................................. , ................... .
Westchester ...... , .................................................. .
Wyoming ............................ , .............................. .

Yates ............................................................... .

0.544%
0.972%
0.181%
0.564%
0.078%
0.239%
0.122%
0.152%
0.317%
0.560%
0.239%
0.304%
0.319%
0.063%
0.038%
0.069%
0.211%
2.673%
0.155%
0.100%
0.170%
0.334%
0.113%
0.113%
0.172%
1.926%
0.081%
0.044%

(2) With respect to amounts paid by the Participating Manufacturers pursuant to Section IX(c)(2) of
the Master Settlement Agreement, the Independent Auditor shall allocate and instruct the Escrow Agent to
disburse the entire proceeds to the State of New York.

C-1-9
C-9

662r
SUPREME COURT OF TiiE STATE OF NEW YORK PRESENT:

NEW YORK COUNTY

HON. STEPHEN G. CRANE

Part 56

Justice

----------------------x
TIIE STATE OF NEW YORK, et al.,

lNDEX NO.: 400361/97

Plaintiff,

MOTION DATE: 4/13/99

- V -

MOTION SEQ. NO.: 019

PI-IlLIP MORRJS, INC., et al.,

MOTION CAL. NO.: 139

Defendants.

----------------------:x
The following papers, numbered l to _ _ were read on this motion to/for
PAPERS NUMBERED
Notice of Motion/Order to Show Cause -

Cross-Motion:

Exhibits

----

-----------------------------------J

Answering Affidavits -

Rep1yin g Affidavits

Affidavits -

[

Exhibits

Yes

[X] No

The State of New York and defendants Brown & Williamson Tobacco Corporation, Philip Morris
Incorporated. R.J. Reynolds Tobacco Company, and Lorillard Tobacco Company, jointly move for an
order, pursuant to CPLR 5019(a), correcting Exhibit 2 to the "Consent Decree and Final Judgment"
relating to the Master Settlement Agreement, entered on December 23, 1998. so that the "Consent Decree
and Final Judgment" accurately reflects the original intention of the parties and the terms of the Master
Settlement Agreement with respect to the intra-State allocation of annual payments by the Panicipating
Manufacturers pursuant to Section IX(c)(l) of the Master Settlement Agreement. The motion is granted on
default.
Accordingly. it is
ORDERED that the motion is granted on default; and it is funher
ORDERED that Paragraph (1) of "Exhibit 2" to the "Consent Decree and Final Judgment" relating
to the Master Settlement Agreement, entered on December 23, 1998, shall be amended to read as follows;
(1} With respect to the New York Disbursal Share of all amounts paid by the Panicipating
Manufacturers pursuant to Sections IX(b) or lX(c)(l) of the Master Settlement Agreement, the
Independent Auditor shall allocate and instruct the Escrow Agent to disburse such amounts
as follows: ....

The foregoing constitutes the decision and order of the coun.

Isl SGC
STEPHEN G. CRANE J.S.C.

Dated: April 14, 1999

Check One:

[ ] FINAL DISPOSITION

[XJ NON-FINAL DISPOSffiON

Isl MDAR
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APPENDIX C-2
NEW YORK NPM SETTLEMENT

[THIS PAGE INTENTIONALLY LEFT BLANK]

FINAL
SETTLEMENT AGREEMENT

This Settlement Agreement ("Agreement") is made by and among the undersigned
Participating Manufacturers and the State of New York ("New York") to settle and resolve
current and potential future claims as provided below on the terms and conditions provided
below. In consideration for the payments and credits provided for in this Agreement, and such
other consideration as described in this Agreement, the PMs and New York, acting by and
through their authorized representatives, memorialize and agree as follows:

I.

Definitions

A.
in the MSA.

All capitalized terms not otherwise defined in this Agreement shall be defined as

B.
"[Year] NPM Adjustment," or "NPM Adjustment for [Year]" means the NonParticipating Manufacturer Adjustment ("NPM Adjustment") based on the Market Share Loss
for the specified year and applicable to the payments due pursuant to MSA Section IX(c) on
April 15 of the year following the specified year, calculated as provided in the MSA. For
example, the 2003 NPM Adjustment, or the NPM Adjustment for 2003, means the NPM
Adjustment based on the Market Share Loss for 2003 and applicable to the MSA payments due
on April 15, 2004.

C.
"Allocable Share" means the percentage for the Settling State in question as set
forth in Exhibit A to the MSA, except that, as applied to payments under Section IX( c)(2) of the
MSA or to the portion of the NPM Adjustment applicable to such payments, it means the
percentage for the Settling State in question as determined in 1999 pursuant to Exhibit U of the
MSA.
D.
"Claims" means any and all claims, demands, actions, suits, proceedings, causes
of action, losses, damages, fines, penalties, costs, expenses, fees and liabilities of any nature,
whether known or unknown, whether suspected or unsuspected, whether accrued or unaccrued,
and whether legal, equitable or statutory.
E.
"Complementary Legislation" means either (i) Tax Law§§ 480-b through 480-c
in their form as of the Effective Date or (ii) a New York statute substantially in the form of the
Model Complementary Legislation proposed by the National Association of Attorneys General
in December of 2002.
F.

"Effective Date" means the date of execution of this Agreement.

G.
"Escrow Statute" means Public Health Law§§ 1399-nn through 1399-pp in their
form as of the Effective Date (including the amendment to the Escrow Statute enacted at Laws
2003, ch. 666, approved October 15, 2003 (such amendment being "Allocable Share Repeal")).
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H.
"New York consumer" means a person as to whom the sale of the Cigarettes at
issue is within New York's cigarette excise taxing authority under federal law (whether or not
New York imposes or collects an excise tax on those Cigarettes).

I.
"New York Excise Tax" means the cigarette excise tax of the State ofNew York.
In the event that the excise tax is revised to set different levels of tax for different Cigarettes,
"New York Excise Tax" refers to the highest such level applicable to any PM Cigarettes. New
York Excise Tax is not considered "collected" if it is collected but then refunded, in whole or in
part.
J.

"NPM" means a Non-Participating Manufacturer.

K.
"NPM Cigarettes" means Cigarettes (i) of an NPM or (ii) that are treated as
Cigarettes of an NPM under Section XVIII(w)(2) of the MSA. Cigarettes are considered to be of
an NPM under clause (i) unless they are of a brand that a Participating Manufacturer both listed
as its brand for the entire relevant year pursuant to Complementary Legislation and does not
dispute is its brand for purposes of calculating its MSA payments for that year.
L.

"Parties" means each of the individual PMs and New York (each, a "Party").

M.
"PM" means a Participating Manufacturer that is a signatory to this Agreement.
"PM" includes the successor(s) of a PM. "OPM" means a PM that is an Original Participating
Manufacturer. "SPM" means a PM that is a Subsequent Participating Manufacturer. An SPM
that owns a brand formerly owned by an OPM shall be treated for purposes of this Agreement as
an OPM with respect to that brand for a year if it would be treated as an OPM with respect to
that brand for that year under the MSA for purposes of the NPM Adjustment.
N.
"Potential Maximum NPM Adjustment" for the OPMs for a year means the
OPMs' total aggregate amount of the NPM Adjustment for such year calculated pursuant to
MSA Section IX(d) (without regard to any subsequent revisions to such formula or reduction in
such amount pursuant to any agreement between the PMs and any States), assuming that all
Settling States' Allocated Payments are subject to the NPM Adjustment for that year and the
NPM Adjustment for that year would be applied pursuant to MSA Section IX(d)(l )(C)-(D). An
SPM's "Potential Maximum NPM Adjustment" for a year in question means the SPM's total
amount of the NPM Adjustment for such year calculated pursuant to MSA Section IX(d)
(without regard to any subsequent revisions to such formula or reduction in such amount
pursuant to any agreement between the PMs and any States), assuming that all Settling States'
Allocated Payments are subject to the NPM Adjustment for that year and the NPM Adjustment
for that year would be applied pursuant to MSA Section IX(d)(l )(C)-(D) and (4). In the case of
an SPM that owns a brand formerly owned by an OPM, the SPM's "Potential Maximum NPM
Adjustment" for purposes of calculations of credits it is to receive under this Agreement as an
SPM shall be calculated based solely on (i) the brand or brands it owns that were not formerly
owned by an OPM and (ii) any brands it owns that are listed in Exhibit R of the MSA (except for
any such brands with respect to which it has assumed the obligations of an OPM).
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0.
"Tribal NPM Cigarette" means an NPM Cigarette (i) that is sold, shipped or
distributed directly or indirectly on or through Native American reservations located in New
York, including where the Cigarette is sold, shipped, distributed or routed through such a
reservation for sale to consumers elsewhere, (ii) that is manufactured, sold, shipped or distributed
by a person or entity having or claiming status as, ownership by, membership in or other
affiliation with a New York Native American tribe or one or more members thereof, or (iii)
having any other association with a New York Native American tribe or New York Native
American reservation that forms any part of the reason why New York did not collect New York
Excise Tax on the Cigarette. A Native American reservation located in New York includes any
area within the geographic boundaries of the State of New York that is recognized as a tribal
reservation, tribal land, qualified reservation, Indian country or Indian trust land by federal law,
New York law or both. A New York Native American tribe includes Cayuga Nation, Oneida
Nation of New York, Onondaga Nation, Poospatuck or Unkechauge Nation, Saint Regis
Mohawk Tribe, Seneca Nation of Indians, Shinnecock Indian Nation, Tonowanda Band of
Seneca, Tuscarora Nation and any other tribe or Indian nation that has a Native American
reservation located in New York or that is recognized as a Native American tribe or Indian
nation located in New York by federal law, New York law or both.

II.

The Disputed Payments Account ("DPA")
A.

Release of Amounts Attributable to the 2004-2014 NPM Adjustments Held in the
DPA as of the Effective Date.

1.
The PMs and New York shall jointly instruct the Independent Auditor to
determine the amounts currently held in the DPA that were deposited by the PMs and are
attributable to any of the 2004-2014 NPM Adjustments.
2.
Following the Independent Auditor's confirmation that it will apply the
settlement credits as provided in Section III below, the PMs and New York shall jointly instruct
the Independent Auditor to release from the DPA to New York an amount equal to New York's
proportionate share of the total amount described in paragraph 1, plus the accumulated earnings
on the amount released as of the time of release. Nothing in this Agreement shall require or
prevent the release from the DPA of any other Settling States' proportionate shares of such
amount.
3.
With respect to amounts currently held in the DPA that were deposited by
the OPMs, the OPMs and New York estimate that the total amount to be released to New York
pursuant to paragraph 2 is $671,258,518.13, plus the accumulated earnings thereon. That
amount is subject to verification by the Independent Auditor. With respect to amounts currently
held in the DPA that were deposited by SPMs, the SPMs and New York estimate that the amount
to be released to New York pursuant to paragraph 2 by individual SPMs is the amount listed for
that SPM in Appendix A plus the accumulated earnings on each respective amount. The
amounts listed in Appendix A are subject to verification by the Independent Auditor. Appendix
B addresses the treatment of amounts withheld by Farmers Tobacco Company of Cynthiana, Inc.
("Farmers"), Liggett Group LLC ("Liggett") and Vector Tobacco Inc. ("Vector Tobacco").
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NPM Adjustment Amounts Not in the DP A as of the Effective Date.

1.
NPM Adjustment amounts that are not yet in the DPA, specifically, the
2013-2014 NPM Adjustments for the OPMs and SPMs Tabacalera del Este, S.A. ("TABESA")
and U.S. Flue Cured Tobacco Growers, Inc. ("U.S. Flue-Cured") and the NPM Adjustments for
subsequent years for all PMs, shall be addressed as provided in this subsection B.
2.
In connection with the MSA payment due on April 15 of each year
beginning with 2016, the OPMs shall deposit into the DPA New York's Allocable Share of the
OPMs' Potential Maximum NPM Adjustment for the year preceding the year of payment by
three years. For example, on April 15, 2016, the OPMs shall deposit New York's Allocable
Share of the OPMs' Potential Maximum NPM Adjustment for 2013. Each OPM shall be
responsible for depositing only its share of New York's Allocable Share of the OPMs' Potential
Maximum NPM Adjustment at issue, as that share is determined pursuant to Section IX(d)(3) of
the MSA. On the condition that the Independent Auditor's confirmation described in subsection
A.2 has been received and remains operative, each OPM and NewYork shall jointly instruct the
Independent Auditor to release each such deposit to New York promptly upon its being made.
3.
In connection with the MSA payments due on April 15 of each year
beginning with 2016, each SPM other than TABESA and U.S. Flue-Cured shall deposit into the
DPA New York's Allocable Share of that SPM's respective Potential Maximum NPM
Adjustment for the preceding year, and TABESA and U.S. Flue-Cured shall deposit into the
DPA New York's Allocable Share of that SPM's respective Potential Maximum NPM
Adjustment for the year preceding the year of payment by three years. On the condition that the
Independent Auditor's confirmation described in subsection A.2 has been received and remains
operative, each SPM and NewYork shall jointly instruct the Independent Auditor to release each
such deposit to New York promptly upon its being made.
4.
If, prior to an April 15 Payment Due Date, the Independent Auditor issues
Revised Final Calculations for prior year(s) that contain revised NPM Adjustment amounts for
prior year(s), the amounts the PMs deposit into the DPA on that Payment Due Date pursuant to
paragraphs 2 and 3 shall be based on a "net" adjustment amount, that is, the amount that reflects
both the NPM Adjustment amount for the year that is first subject to deposit into the DP A on that
Payment Due Date and revisions to prior years' adjustment amounts. For example, if the prior
year(s)' adjustment(s) are revised upwards, the PMs shall deposit the amount of the increase into
the DPA in addition to the amount to be deposited on that Payment Due Date under paragraphs
2-3; conversely, if the prior year(s)' adjustment(s) are revised downwards, the PMs shall deduct
the amount of the decrease from the amount to be deposited on that Payment Due Date under
paragraphs 2-3. The amount to be released from the DPA pursuant to paragraphs 2-3 following
each deposit will likewise be based on such "net" amounts.
5.
If, in addition to making a deposit under paragraphs 2-3, a PM also
deposits other Settling State(s)' Allocable Share(s) of an NPM Adjustment into the DPA, the
instruction to the Independent Auditor under paragraphs 2-3 (as applicable to that PM) shall
direct the release only of the funds specified in the applicable such paragraph. Nothing in this
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Agreement shall require or prevent the deposit into or release from the DP A of any other Settling
State's Allocable Share of any NPM Adjustment.

III.

Settlement Credits
A.

For years prior to 2011

The PMs will receive the following credits applied to their payments pursuant to
MSA Section IX(c) due on April 15, 2016, (except as otherwise set forth in Appendix B for
Farmers, Liggett and Vector Tobacco):
1.
The OPMs will receive a credit equal to 10% ofNew York's proportionate
share of the amount currently held in the DPA that was deposited by an OPM and was
attributable to any of the 2004-2010 NPM Adjustments (and 10% of the accumulated earnings
thereon). The OPMs and New York estimate that the amount of this credit is $52,606,368.61.
That amount is subject to verification by the Independent Auditor. This credit shall be allocated
among the OPMs as they direct the Independent Auditor.
2.
Each SPM will receive a credit equal to the product of (a) the dollar
amount of the credit due to the OPMs under paragraph I times (b) a fraction the numerator of
which is that SPM's total Potential Maximum NPM Adjustments for 2004-2010 and the
denominator of which is the OPMs' total Potential Maximum NPM Adjustments for 2004-2010.
B.

SET-Paid NPM Sales

1.
For 2015 and each year thereafter, unless New York qualifies for the safe
harbor for that year under paragraph 5 below, the OPMs shall receive a credit equal to the
adjustment amount for that year times the number of Non-Compliant NPM Cigarettes on which
New York Excise Tax is paid. The adjustment amount for a year equals three times the escrow
amount per Cigarette for that year under§ 1399-pp(2)(a) of the Escrow Statute (as such amount
is adjusted for inflation pursuant to the Escrow Statute). These credits shall each be allocated
among the OPMs as they direct the Independent Auditor.
2.
For each year in which the OPMs receive a credit under paragraph 1, each
SPM shall receive a credit equal to the product of (a) the dollar amount of the credit due to the
OPMs for that year under paragraph 1 times (b) a fraction the numerator of which is that SPM's
Potential Maximum NPM Adjustment for that year and the denominator of which is the OPMs'
Potential Maximum NPM Adjustment for that year.
3.
Except as provided in paragraph 4, as used in this subsection B, "NonCompliant NPM Cigarettes" means NPM Cigarettes on which New York Excise Tax is paid, but
on which escrow was either (a) not deposited at the rate equal to the escrow amount per Cigarette
for the sales year at issue under§ 1399-pp(2)(a) of the Escrow Statute (as such amount is
adjusted for inflation pursuant to the Escrow Statute), or (b) released or refunded other than
pursuant to the terms of the Escrow Statute. A deposit of the requisite amount will suffice for
purposes of subparagraph (a) if made by the NPM, by any other person or entity liable for the
5
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deposit on the Cigarettes at issue under the Escrow Statute, or by any person or entity in the
distribution chain of such Cigarettes on behalf of such NPM.
4.

Non-Compliant NPM Cigarettes shall not include:

(a)
Cigarettes on which New York recovered at the escrow rate set
forth in subparagraph 3(a) on an escrow bond posted pursuant to the laws of New York and did
not release or refund any part of the deposit so recovered with respect to the Cigarettes in
question other than pursuant to the terms of the Escrow Statute.
(b)
Cigarettes as to which New York is barred from enforcing escrow
deposits from all entities liable under the Escrow Statute for such deposits, and is also barred
from recovery on any remaining escrow bond applicable to such deposits, by an automatic stay
or subsequent order in a federal bankruptcy proceeding or by order of a court of competent
jurisdiction that enforcing escrow deposits on such Cigarettes is barred by federal or State
constitutional law (other than State constitutional provisions added or amended after December
14, 2012 or State constitutional law as it may impact or be applied in relation to sovereign
immunity or other Native American issues) or federal statutory or common law. Provided,
however, that this subparagraph (b) applies only if: (i) New York uses reasonable efforts to
oppose and appeal the stay or order, (ii) within 30 days prior to the time of sale, the NPM and
brand at issue were both properly authorized for stamping in New York, either in accordance
with Complementary Legislation or pursuant to the order of a court of competent jurisdiction
requiring that the NPM and brand be authorized for stamping in New York; and (iii) New York
has requirements in effect (x) that the NPM at issue post a bond at least 10 days in advance of
each calendar quarter as a condition to its Cigarettes being authorized for stamping in New York
in accordance with Complementary Legislation for that quarter in at least an amount equal to the
greater of $25,000 or the greatest required escrow amount due from the NPM or its predecessor
for any of the 12 preceding calendar quarters, and (y) that importers are jointly and severally
liable for escrow deposits due from an NPM with respect to NPM Cigarettes that they import.
5.
There will be no credits under this subsection B for a year for which New
York demonstrates either (a) that the total number of Non-Compliant NPM Cigarettes sold
during that year did not exceed 4% of all NPM Cigarettes on which New York Excise Tax was
paid during such year, or (ii) that the total number of Non-Compliant NPM Cigarettes sold
during that year did not exceed 2 million Cigarettes. For purposes of this paragraph, the total
number of Non-Compliant NPM Cigarettes shall be calculated as if paragraph 4(b) were
inapplicable.
6.
Credits under this subsection B shall be applied to the PMs' payments
pursuant to MSA Section IX(c) due on the April 15 Payment Due Date during the calendar year
two years following the year for which the credit is calculated, e.g., the credit for 2015 shall be
applied to the payments due on April 15, 2017.
7.
If New York does not have Complementary Legislation in full force and
effect during any part of any year, paragraph 4(b) shall be inapplicable with respect to NPM
Cigarettes sold in that year. If New York does not have Allocable Share Repeal in full force and
6
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effect during any part of any year, NPM Cigarettes on which New York releases escrow in or for
that year that would not be released under Allocable Share Repeal shall be treated as NonCompliant NPM Cigarettes.
8.
By July 15 of the year following the year for which the credit is
calculated, New York shall provide to the PMs information sufficient to establish (a) the amount
of escrow deposited by or on behalf of each NPM for the year at issue on NPM Cigarettes on
which New York Excise Tax was paid, as well as any releases or refunds of escrow; (b) the
number ofNPM Cigarettes on which New York Excise Tax was paid in the year at issue; and (c)
the basis for any exclusion under paragraph 4 ofNPM Cigarettes from being Non-Compliant
NPM Cigarettes. This information shall include copies of all NPM escrow certifications, of all
distributor reports showing the volume on which New York Excise Tax was paid, and of any
stay or court order upon which a claimed exclusion under paragraph 4(b) is based.
9.
If (a) Cigarettes were not counted as Non-Compliant NPM Cigarettes by
reason of a stay or order referenced in paragraph 4(b), but that stay or order is then reversed or
otherwise becomes no longer operative and the full escrow amount is not then deposited on the
Cigarettes at issue; (b) additional or amended information becomes available regarding the
number ofNPM Cigarettes on which New York Excise Tax was paid or the number ofNonCompliant NPM Cigarettes (including through further reports or audits); or (c) additional escrow
is deposited (or recovery on an escrow bond obtained) or is released or refunded other than
pursuant to the terms of the Escrow Statute, the credits under this subsection B shall be
recalculated and revised accordingly pursuant to the provisions set forth above. If such revision
occurs after the credit has been applied (or, in the case of a revision meaning that New York no
longer qualifies for the safe harbor under paragraph 5 for a year, if the revision occurs after the
credit would have been applied), the resulting underpayment or overpayment shall be applied to
the next MSA payment, with interest at Prime Rate. Notwithstanding the foregoing, no revisions
will be made after four years following the Payment Due Date of the MSA payment to which the
credit at issue is to be applied under paragraph 6, except that such revisions shall be made at any
time to the extent that the revision is attributable to releases or refunds of escrow other than
pursuant to the provisions of the Escrow Statute.
10.
This paragraph 10 shall apply only if, for 2015 or a subsequent year, both
of the following conditions are met: (a) the number ofNPM Cigarettes on which New York
Excise Tax was paid during that year equals or exceeds 40 million; and (b) at least 20% of such
NPM Cigarettes are Non-Compliant NPM Cigarettes. If those conditions are met for a year, the
PMs will have the option of either receiving credits under this subsection B for that year, or
seeking to apply the NPM Adjustment under Sections IX(d)(l)-(2) and (d)(4) of the MSA to
New York for that year. The former option will be deemed to have been selected unless PMs
with an aggregate Market Share of at least 87% in the year at issue select the latter option after
the time for provision of information under paragraph 8, but before the credit for that year is
applied under paragraph 6. As of the time of the selection, the meeting of the conditions and
whichever selection the PMs make will be final without regard to subsequent changes in the
number of Non-Complaint NPM Cigarettes as provided in paragraph 9. If the latter option is
selected, the PMs' claim to apply the NPM Adjustment to New York will be subject to all
procedures, standards and exemptions under the MSA, except that (i) the provisions of Sections
7
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V.A and V.D of this Agreement will continue to apply, and (ii) the PMs will not contend that
New York did not diligently enforce its Qualifying Statute for the year at issue based on New
York's non-collection of New York Excise Tax or escrow on Tribal NPM Cigarettes sold to New
Yark consumers. The PMs will receive credits under subsection C for that year regardless which
option they select under this paragraph. In determining whether the conditions set forth above
are met, paragraph 4(b) will apply if it would be applicable under the terms of that paragraph.
C.

Other payments

For each year beginning with 2011, the PMs will receive additional credits that will be
calculated and paid as provided below.
1.

2011-2014

(a)
For each year from 2011-2014, the OPMs shall receive a credit
equal to 60 cents for every 20 Tribal NPM Cigarettes (a "Tribal NPM Pack") on which New
York did not collect New York Excise Tax that were sold during that year to New York
consumers. These credits shall each be allocated among the OPMs as they direct the
Independent Auditor.
(b)
The Parties stipulate solely for purposes of this Agreement that, in
each of2011-2014, 150 million Tribal NPM Packs described in subparagraph (a) were sold.
This stipulation does not constitute an admission by any Party that 150 million was the actual
volume of such sales or that the actual volume was higher or lower than that number. Based on
that stipulation, the dollar amount of the credit to the OPMs under subparagraph (a) is $90
million for each of 2011-2014.
(c)
For each year from 2011-2014, each SPM shall receive a credit
equal to the product of (i) the dollar amount of the credit due to the OPMs for that year under
subparagraphs (a)-(b) times (ii) a fraction the numerator of which is that SPM's Potential
Maximum NPM Adjustment for that year and the denominator of which is the OPMs' Potential
Maximum NPM Adjustment for that year.
(d)
These credits shall be applied to the PMs' payments pursuant to
MSA Section IX(c) on the following schedule (except as otherwise set forth in Appendix B for
Farmers, Liggett and Vector Tobacco): the credit for 2011 shall be applied to the payments due
on April 15, 2016; the credit for 2012 shall be applied to the payments due on April 15, 2017; the
credit for 2013 shall be applied to the payments due on April 15, 2018; and the credit for 2014
shall be applied to the payments due on April 15, 2019. The credits applied in April 2017-2019
shall be applied together with interest at the Prime Rate from April 15, 2016.
2.

2015 and subsequent years

(a)
For 2015 and each year thereafter, the OPMs shall receive a credit
for each Tribal NPM Pack on which New York did not collect New York Excise Tax that was
sold during that year to New York consumers. The amount of the credit for each such Tribal
8
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NPM Pack shall be:
> If the volume of such Tribal NPM Packs in the year at issue is 125
million or more, 70 cents for each such Tribal NPM Pack (i.e., 70 cents for each Pack,
including each of the first 125 million Packs);
> If the volume of such Tribal NPM Packs in the year at issue is equal to
or greater than 100 million but less than 125 million, 67 cents for each such Tribal NPM
Pack (i.e., 67 cents for each Pack, including each of the first 100 million Packs);
> If the volume of such Tribal NPM Packs in the year at issue is equal to
or greater than 75 million but less than 100 million, 60.33 cents for each such Tribal
NPM Pack (i.e., 60.33 cents for each Pack, including each of the first 75 million Packs);
> If the volume of such Tribal NPM Packs in the year at issue is equal to
or greater than 50 million but less than 75 million, 53.67 cents for each such Tribal NPM
Pack (i.e., 53.67 cents for each Pack, including each of the first 50 million Packs);
> If the volume of such Tribal NPM Packs in the year at issue is less than
50 million, 4 7 cents for each such Tribal NPM Pack.
Beginning with the credit for 2016, all cents per Pack numbers in this subparagraph shall
be adjusted in accordance with the Inflation Adjustment in the MSA, provided that, in
determining the Inflation Adjustment Percentage applicable to such numbers, inflation
from 1999-2014 shall not be included. These credits shall each be allocated among the
OPMs as they direct the Independent Auditor.
(b)
The volume of Tribal NPM Packs described in subparagraph (a)
during years beginning with 2015 shall be determined as follows.
(i) For 2015 and every second year thereafter, the Parties shall jointly
select and retain an Investigator to determine the number of Tribal NPM Packs on which
New York did not collect New York Excise Tax that were sold to New York consumers
during the year at issue. The Investigator shall be a company with well-recognized
professional experience and skills in investigations and analysis of consumer product
markets and distribution and retail operations.
(ii) In the event the Parties do not agree on a joint selection by October
31 of the year for which the determination is being made, an independent Investigator
meeting the requirements of clause (i) shall be selected promptly by the International
Institute for Conflict Prevention & Resolution, 575 Lexington Avenue, 21st floor, New
York, New York 10022 ("CPR") or CPR's successor. The Parties shall jointly retain the
Investigator selected by CPR.
(iii) The initial term of the first Investigator will be four years (two
determination cycles), except if the Parties otherwise agree or if there is good cause
9

C-2-9

FINAL

shown to terminate the Investigator prior to the full term. Good cause consists of actions
that fall outside accepted professional practice, and does not include a Party's
dissatisfaction with the Investigator's findings.
(iv) By April 15 of the year following the year for which the
determination is being made, each side will provide to the other side all information in its
possession or control that it will submit to the Investigator in its initial written submission
described in clause (v). As used in this subparagraph (b), the respective "sides" are (A)
collectively, the OPMs and any SPM having a Market Share above 1% in the year
preceding the year for which the determination is being made, and (B) New York.
(v) No later than 45 days after the date in clause (iv), each side may
make a written submission to the Investigator. Each side may submit one response to the
other side's submission within 30 days. The submissions and responses may include
whatever the side believes will be helpful to the Investigator, provided that the
submissions and responses may not include or rely on information that the side was
required, but failed, to provide to the other side under clause (iv). In the event a side
includes or relies on information in violation of the preceding sentence or provides
additional information under clause (iv) later than 10 days prior to the due date for
responses, the other side may make a further submission to the Investigator addressing
such information within 30 days of its receipt.
(vi) The Investigator shall conduct an investigation in accordance with
accepted professional practice. In so doing, it will have full discretion to consider the
Parties' submissions and responses, to conduct independent research and investigative
activities, and to make requests to the Parties.
(vii) The Investigator will make its findings within 120 days of the
parties' initial written submissions, except as the Parties may agree to extend that period.
The findings shall consist of the Investigator's best professional estimate, based on its
investigation, of the number of Tribal NPM Packs on which New York did not collect
New York Excise Tax that were sold to New York consumers during the year at issue,
along with an accompanying explanation for the estimate. It is expressly agreed by all
Parties that the Investigator's findings shall be conclusive, final and binding on all
Parties, and that no appeal, request for vacatur or modification or other challenge to them
shall be permitted; provided, however, that in the event a side fails to provide material
information that the side was required to provide under clause (iv), the other side may
request that the Investigator re-open and revise its findings for the year at issue. The
Investigator's findings of the number of such NPM Packs shall govern for two years, e.g.,
the volume of Packs determined for 2015 shall be deemed the volume for 2016 as well.
The Investigator's findings shall be confidential and shall not be used for any purposes
other than implementation of this Agreement.
(c)
For 2015 and each year thereafter, each SPM shall receive a credit equal to
the product of (i) the dollar amount of the credit due to the OPMs for that year under
subparagraphs (a)-(b) times (ii) a fraction the numerator of which is that SPM' s Potential
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Maximum NPM Adjustment for that year and the denominator of which is the OPMs' Potential
Maximum NPM Adjustment for that year.
(d)
These credits shall be applied to the PMs' payments pursuant to MSA
Section IX(c) due on the April 15 Payment Due Date during the calendar year two years
following the year for which the credit is calculated, e.g., the credit for 2015 shall be applied to
the payments due on April 15, 2017.
If New York has a law, regulation, systematic policy or agreement of not
(e)
collecting New York Excise Tax on any NPM Cigarettes sold to New York consumers other than
Tribal NPM Cigarettes, those NPM Cigarettes will give rise to credits under this paragraph 2 and
will be included in the volume for purposes of subparagraph (a). If such a law, regulation,
systematic policy or agreement exists, the Investigator will determine the volume of such NPM
Cigarettes as part of its determination under subparagraph (b) through the process specified in
that subparagraph.

D.

Instructions

The Parties shall jointly instruct the Independent Auditor to apply all of the credits to be
received by the PMs under this Section III, and that these credits shall be allocated solely to New
York and shall not be allocated to any other Settling State. With respect to amounts credited
against amounts withheld by Farmers, Liggett or Vector Tobacco pursuant to Appendix B, those
Parties and New York shall jointly instruct the Independent Auditor that such credit and any
release regarding such withheld amount shall not affect the amount potentially owed to any other
Settling State from the amounts withheld.

IV.

Releases
A.

Release by the PMs

1.
Except as provided in Section III.B.10, all PMs absolutely and
unconditionally release and discharge New York from any Claims directly or indirectly based on,
arising out of or in any way related, in whole or in part, to the NPM Adjustment or any
contention that New York's policy of not collecting New York Excise Tax on Tribal NPM
Cigarettes sold to New York consumers violates or breaches requirements or standards under the
MSA.
2.
The foregoing releases (a) apply to the PMs, their respective past, present
and future Affiliates, the respective divisions, officers, directors, employees, agents and legal
representatives of each such PM and each such Affiliate, and the successors and assigns of each
of the foregoing, and (b) inure to the benefit ofNew York and its past, present and future agents,
officials acting in their official capacities, legal representatives, agencies, departments,
commissions and divisions, any other person or entity as to which New York has the authority to
discharge the Claims specified in subsection B.1, and the successors and assigns of each of the
foregoing.
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3.
The PMs reserve all rights with respect to all other Settling States,
including, without limitation, as to the NPM Adjustments for 2003 and subsequent years.
B.

Release by New York

1.
New York absolutely and unconditionally releases and discharges all PMs
from any Claims directly or indirectly based on, arising out of or in any way related, in whole or
in part, to the 1999-2014 NPM Adjustments, to any PM's withholding or depositing into the
DPA of any amounts attributable to any such NPM Adjustment, or to any contention by the PMs
that New York's policy of not collecting New York Excise Tax on Tribal NPM Cigarettes sold to
New York consumers violates or breaches requirements or standards under the MSA, including,
but not limited to, Claims directly or indirectly based on, arising out of or in any way related, in
whole or in part, to conduct prior to the Effective Date under Executive Law§ 63(12), General
Business Law§ 352, State Finance Law§§ 187 et seq., and N.Y.C.R.R. tit.13, § 400.2. New
York withdraws the subpoenas dated April 10, 2014 with prejudice, terminates the investigation
referenced therein, will return within 30 days of the Effective Date all documents produced
pursuant to those subpoenas (including all copies) and acknowledges that the foregoing release
bars it from reinstating those subpoenas or reopening that investigation (or serving other
subpoenas or commencing other investigations with respect to the same subject matter directly or
indirectly based on, arising out of or in any way related, in whole or in part, to conduct prior to
the Effective Date).
2.
The foregoing release (a) applies to New York and its past, present and
future agents, officials acting in their official capacities, legal representatives, agencies,
departments, commissions and divisions, any other person or entity as to which New York has
the authority to discharge the Claim(s) at issue, and the successors and assigns of each of the
foregoing, and (b) inures to the benefit of the PMs, their respective past, present and future
Affiliates, the respective divisions, officers, directors, employees, agents and legal
representatives of each such PM and each such Affiliate, and the successors and assigns of each
of the foregoing.
3.
New York reserves all rights with respect to all Participating
Manufacturers that are not PMs, including, without limitation, as to the NPM Adjustments for
2003 and subsequent years.
C.
Notwithstanding any provision of law, statutory or otherwise, that provides that a
general release does not extend to claims which the creditor does not know or suspect to exist in
its favor at the time of executing the release, which if known by it must have materially affected
its settlement with the debtor, the releases set forth in subsections A-B release all Claims within
the scope of the applicable release, whether known or unknown, foreseen or unforeseen,
suspected or unsuspected, and each party giving the applicable release understands and
acknowledges the significance and consequences of waiver of any such provision of law and
hereby assumes full responsibility for any injuries, damages or losses that such party may incur
as a result.
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D.
None of the foregoing releases applies to a Party's obligation to comply with the
provisions of this Agreement or is intended to interfere with a Party's ability to enforce such
prov1s10ns.

V.

Miscellaneous

A.
No Withholding or DPA. Except as provided in Section II.B, the PMs shall not
withhold or deposit into the DPA any amounts attributable to New York based on a dispute
within the release under Section IV.A. Nothing herein shall bar the PMs from withholding or
depositing into the DPA amounts based on a dispute arising out of this Agreement.
B.
Quarterly Certification. Twenty-five percent of a year's credit against the
payment of each PM due on the Payment Due Date in each year may be recognized at the end of
each quarter of the prior year - that is, on March 31, June 30, September 30, and December 31
(the "quarterly date") - subject to the following condition: Each PM will separately recognize
its credits only if the respective PM certifies to the Independent Auditor, on or before each
quarterly date, that New York's share of that PM's MSA payment that will be due on the
Payment Due Date immediately following that year based on that PM's shipments of Cigarettes
during that quarter as reported to Management Science Associates, Inc. (for purposes of this
paragraph, "New York's share") equals or exceeds the amount of the credit to be recognized by
that PM on that quarterly date. If a PM does not so certify, then in that quarter it will recognize
its credit only for the amount that such PM does certify that New York's share will be; if, due to
this paragraph, the twenty-five percent of a year's credit is not recognized in full by a PM on a
quarterly date, then the unrecognized amount of that credit will be recognized in a subsequent
quarter (or quarters) of that year for the amount that the PM certifies in that subsequent quarter
that New York's share is sufficient. A PM may elect to opt out of the certification process
described above for a stated period of time by notice to New York. If a PM does opt out of that
process, nothing in this subsection B shall require it to account or prohibit it from accounting for
the credits in a particular manner or to recognize or prohibit it from recognizing them at a
particular time.
C.
Disputes. Except as otherwise provided in this Agreement, disputes under this
Agreement shall be resolved through binding arbitration between the interested PMs (as a side)
and New York (as a side).
D.
Significant Factor. The significant factor condition under MSA Section
IX(d)(l)(C) shall no longer be operative as to New York and shall be deemed satisfied as to New
York for each year.
E.
RYO. For purposes of determining the number of Non-Compliant NPM
Cigarettes pursuant to Section III.B, references to a number of Cigarettes include roll-your-own
tobacco, with 0.09 ounces of "roll-your-own" tobacco constituting one individual Cigarette. For
all other purposes of this Settlement Agreement, references to a number of Cigarettes include
roll-your-own tobacco, with 0.0325 ounces of "roll-your-own" tobacco constituting one
individual Cigarette. This provision does not apply to determining Relative Market Shares for
purposes of allocating any aggregate OPM amounts among the OPMs.
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F.
Allocated Payment. Credits due to a PM under this Agreement shall be applied
against the MSA payment to New York due from that PM to which this Agreement specifies
those credits are to be applied. If a PM does not have an MSA payment to New York that is
sufficient to bear the full credit to which it is entitled under this Agreement in that year, that PM
may transfer the excess credit to another PM(s) and the transferred credit will be applied against
an MSA payment to New York due from the transferee PM(s). As used in this subsection, with
respect to credits due to an OPM, the MSA payment to New York means that OPM's share of
New York's Allocated Payment with respect to the payment at issue, without regard to whether
any part of that Allocated Payment is to be received by a political subdivision ofNew York,
bondholder or any other person or entity; and with respect to credits due to an SPM, the MSA
payment to New York means New York's Allocable Share of that SPM's payment with respect
to the payment at issue, without regard to whether any part of that payment is to be received by a
political subdivision of New York, bondholder or any other person or entity.
G.
Business Days. Any obligation under this Agreement that, under the terms of this
Agreement, is to be performed on a day that is not a Business Day shall be performed on the first
Business Day thereafter.
H.
Counterparts. This Agreement may be executed in counterparts. Electronically
transmitted, facsimile or photocopied signatures shall be considered valid as of the date affixed,
although the original signature pages shall thereafter be appended.

I.
Intended Beneficiaries. Except as provided in Sections IV.A-B, no portion of this
Agreement shall provide any rights to, or be enforceable by, any person or entity that is not a
Party. Further, except as provided in Sections IV.A-B, the Parties to this Agreement confirm
that this Agreement does not confer rights on third parties.
J.
Notices. All notices and other communications under this Agreement shall be in
writing and shall be deemed received (i) immediately if sent by electronic mail, or (ii) the next
Business Day if sent by nationally recognized overnight courier to the respective address as
provided by the recipient.
K.
Non-Admissibility. No evidence of the negotiations of this Agreement, or any
drafts of this Agreement, shall be admissible in any dispute between or among the Parties as to
the meaning of this Agreement.
L.
No Drafter. No Party shall be considered the drafter of this Agreement, or any
provision thereof, 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.

M.
Headings. The headings in this Agreement are not binding and are for reference
only and do not limit, expand or otherwise affect the contents or meaning of this Agreement.
N.
Cooperation. Each Party agrees to use its best efforts and to cooperate with the
other Parties to cause this Agreement to become effective, to obtain all necessary approvals,
14
C-2-14

FINAL

consents and authorizations, if any, and to execute all documents and to take such other action as
may be appropriate in connection herewith. Consistent with the foregoing, each Party agrees that
it will not directly or indirectly assist or encourage any challenge to this Agreement by any other
person or entity, will support the integrity and enforcement of the terms of this Agreement, and
will cooperate to issue the instructions to the Independent Auditor required by this Agreement.
0.
Non-Release. Nothing in this Agreement shall limit, prejudice or otherwise
interfere with the rights ( 1) of any PM to pursue any and all rights and remedies it may have
against any other Settling State or (2) of New York to pursue any and all rights and remedies it
may have against any Participating Manufacturer that is not a PM.
P.
Representation of Parties. Each Party hereby represents that this Agreement has
been duly authorized and, upon execution, will constitute a valid and binding contractual
obligation of each of them, enforceable in accordance with its terms. The signatories to this
Agreement expressly represent and warrant (1) that they have the authority to settle and resolve
all matters within the scope of this Agreement on behalf of their respective Parties; (2) that, in
the case of the signatory on behalf of a PM, the signatory has authority to settle and release all
claims within the scope of the release under Section IV .A. I on behalf of that PM and all persons
or entities listed in Section IV.A.2(a) with respect to that PM and that the signatory is aware of
no authority to the contrary; and (3) that, in the case of the signatory on behalf of New York, the
signatory has authority to settle and release all claims within the scope of the release under
Section IV.B.1 on behalf of New York and all persons or entities listed in Section IV.B.2(a) and
that the signatory is aware of no authority to the contrary.
Q.
Entire Agreement. This Agreement contains an entire, complete and integrated
statement of each and every term and provision agreed to by and among the Parties with respect
to the settlement and resolution of the specified claims and disputes as among them.
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R.
No A_dmissiou, This ./\.g:rcoment ls not intended to he and slrnll uot in any event
he r,onsiTued or doomed to be, m repmncnted or crmsecl to be represented o.s, nn ad.mission or
coucnssion or e:viclencc of fl.ny liability, breach of obligation or nny wrongdoing whatsoever 011

the tJm'i: of any Pmt,v.
IN WlTNESS THEREOF, the Parties, through their :fully imthorized reprnsentntlvos,
have agreed to this Agreement

nR

of the Effective Dnte.

ERCCT. SCHNEIDERMAFf
Attorney Gcucw} of the State o:fNcw York
I
/ , ' "!./

Dy:

,., ,(.-~ ',<:,:,

,'

(

,
(.'

·----- -·------· •---· ____".,
Dm1a Biberman
Burem1 Chief, Tobrwr.o Complinncc Durrmu

------

R. J. REYNOLDS TOBACCO COMPANY, in its
own cnpncity D.lld ns sucnessor in interest to
Brown & Wi linmson Tobacr,o Corporntion Pend ns
S\\CCCSS(P;11Y~n.tero71 _to i_·,c_y-Jll,ar;l_ rr91lj)R,cpo Comp_fIY
,. 'l · l / '!:, /1\ •\
f I· /,
't /
By: / ~ (&1t1/\L::~.\j..:_: _ ~'/!__1 ·Iv--.. .)/ '·
Mtwlrn L. Holton Ill
Executive Vice President & Gencrnl Counsel

1

L', /

Date:
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me

By:

Rob Wilkey
General Counsel and Secretary

Date:

COMPANIA INDUSTRlAL DE TABACOS MONTE PAZ, S.A.

By:
Dr. Manuel Moldes
General Manager
Date:

By:
Jorge Luis Mailhos
President
Date:

DAUGHTERS & RY AN, INC.

By:
Mark Ryan
President

Date:
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COMMONWEALTH BRANDS, INC.

By:
Rob Wilkey
General Counsel and Secretary
Date:

COMPANIA INDUST I L DE TABACOS MONTE PAZ, S.A.

.
By.

.J./flA '/

~:~~e~~t=====-----General Manager

Date:

DAUGHTERS & RYAN, INC.

By:
Mark Ryan
President
Date:

17
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COMMON\\.EALTH BRAJ\DS. INC.

Rob Wilkev
General Counsel and Secretary
Date.

COMP A..N1A NDl1STRIAL DE TA.BACOS MOJ\:TE PAZ. S ...\.

Dr. Manuel Moldes
General Manager
Date:

By:
Jorge Luis Mailhos
President
Date:

DAUGHTERS & RYAN. INC.

By:

t ~ L.-Vt-ck fl V/1.t!.. CQ

/((_VV)

E1i~th B. McCallum
Counsel
Date:

It -/ 3 - I5
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. (BELGIUM)

By:
Ro
Authorized Signatory
Date:

FARMER'S TOBACCO CO. OF CYNTHIANA, INC.

By:
Desha Henson
President
Date :

HOUSE OF PRINCE A/S

By:
Peter Helbo
Board Member
Date:

By:
James Y anamaka
Chief Executive Officer
Date:

~:~~ LIMITED (UK)
Rob Wilkey
Authorized Signatory
Date:
18
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ETS L LACROIX FILS S.A. (BELGIUM)
By:

Rob Wilkey
Authorized Signatory
Date:

_ _...
EAc:uR=MER'S TOBACCO CO. OF CYNTHIANA, INC.
--

By:

Llyb'\-._~

~SUh..__

Desha Henson
President

HOUSE OF PRINCE NS
By:

Peter Helbo
Board Member
Date:

By:

James Yanamaka
Chief Executive Officer

Date:

IMPERIAL TOBACCO LIMITED (UK)

By:
Rob Wilkey
Authorized Signatory
Date:
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ETS L LACROIX FILS S.A. (BELGIUM)
By:

Rob Wilkey
Authorized Signatory
Date:

FARMER'S TOBACCO CO. OF CYNTHIANA, INC.
By:

Desha Henson
President
Date:

~

HOUSE OF J~RINC

By:

Date: _

P-

D C.5

2, 0 \ '

By:
,ve Officer
Date:

IMPERIAL TOBACCO LIMITED (UK)

By:

-Rob------ -------Wilkey
Authorized Signatory

Date:
18
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l~AL
By:

OBACCO MULLINGAR (IRELAND)

l

Rob Wilkey
Authorized Signatory
Date:

IMf..ERIA-b--T BACCO POLSKA S.A. (POLAND)
By:~

Rob Wilkey
Authorized Signatory
Date:

IM\ ERIA
By:

~...:__1 - = ~ ~ ~ ~ - 1 -- - -- - - -

Ro Wilkey
Authorized Signatory
Date:

IMPERlAL TOBACCO SI GARA VE TUTUNCULUK SANA YI VE TI CARETS.A.

,,- 7~~~i~
By:

'

{~\JJMt

Rob Wilkey
Authorized Signatory
Date:
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LLC (FOI~MERL Y LIGNUM-2, LLC)

By:
Rob Wilkey
General Counsel and Secretary
Date:

JJ\PAN TOBACCO INTERNATIONAL U.S.A., INC.

By:
Jacques Coffing
President
Date:

By:
Michae l Mete
Chief Financial Officer
Date :

KING MAKER MARKETING, INC.
By:
Bhavani Parameswar
President and Chief fina ncial Officer
Date:
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ITG BRANDS LLC., (FORMERLY LIGNUM-2, LLC)
By:
Rob Wilkey
General Counsel and Secretary
Date:

JAPAN TOBAC

R

By:

.:PI NAL U.S.A., INC.
,

Jacq
Pre ·ide
Date:

By:

/ - ? ✓ ? -~
Michael Mete
Chief Financial Officer

Date:

OcJoke c

I!;I ;2 D tS

KING MAKER MARKETING, INC.
By:
Elizabeth B. Mccallum
Counsel
Date:
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ITG BRA.NDS LLC.. (FORMERLY LIGNUM-2. LLC)
By:
Rob Wilkey
General Counsel and Secretary
Date:

JAPAN TOBACCO fNTERNA TJONAL U.S.A., INC.
By:

Jacques Coffing
President
Date:

By:
Michael Mete
Chjef Financial Officer
Date:

KING MAKER MARKETING. INC.
By:

Ettj~~ .8. ?)nc_ (lq,tu____
Elizabeth B. McCallum
CoW1sel

Date:
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ATIONA~

By:

C.

C~,,

,,.,.

Date:

LIGGETT GROUP LLC

By:
Jolm Long
Vice President and General Co unsel
Date:

000 TABAKSF AB RIK REEMTSM/\ WOLG/\ (RUSSIA)

By:
Rob Wi lkey
Authorized Signatory
Date:

PETER STOKKEBYE TOBAKSFABRIK A/ S

By:
Mette Valentin
Senior Vice President, Legal and Public Affa irs
Date:
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KRETEK INTERNATIONAL, INC.
By:
Henry C. Roemer
Counsel
Date:

LIGGETT GROUP LLC
By:

Date:

October 12, 2015

000 TABAKSFABRIK REEMTSMA WOLGA (RUSSIA)
By:
Rob Wilkey
Authorized Signatory
Date:

PETER STOKKEBYE TO BAK.SFABRlK A/S
By:
Mette Valentin
Senior Vice President, Legal and Public Affairs
Date:
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KRETEK INTERNATIONAL, INC.

By:
Henry C. Roemer
Counsel
Date:

LIGGETT GROUP LLC

By:

John Long
Vice President and General CoW1sel
Date:

oo~AK

•ABRIK REEMTSMA WOLGA (RUSSIA)

By: "-_-1---=..::::-,,,~~.IU-\-\-------Rob Wilkey
Authorized Signatory
Date:

PETER STOKKEBYE TOBAKSFABR1K

NS

By:
Mette Valentin
Senior Vice President, Legal and Public Affairs
Date:
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KRETEK INTERNATIONAL, INC.
By:
Hemy C. Roemer
Counsel
Date :

LIGGETT GROUP LLC
By:
Jolm Long
Vice President and General Counsel
Date:

000 TABAKS FABRIK REEMTSMA WOLGJ\ (RUSS IA)
By:
Rob Wilkey
Authorized Signatory
Date:

By:

5; STc fj C: IS'c.rd. Q..q__r 11A.u r r V\Senior Vice President, Legal and Public Affairs

Date :
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PREMIER MANUFACTURING, INC.

By

dlt1/{;p

Stuart D. Thompso
Chief Executive Officer
Date:

P.T. DJARUM

By:
Henry C. Roemer
Counsel
Date:

REEMTSMA CIGARETTENFABRIK.EN GMBH (REEMTSMA)

By:
Rob Wilkey
Authorized Signatory
Date:

SANTA FE NATURAL TOBACCO COMPANY, INC.

By:
Michael Little
President
Date:
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PRJ\MJER MJ\NUFACTURING, lNC.

By:
Stuart D . Thompson
Chi e f Executive Officer
Date:

By:

11 2.-oi.r

Date:

I

REEMTSMA CIGARETTENFABRJKEN GMBH (REEMTSMA)
By:

Rob Wilkey
Authorized Signatory
Date:

SANTA FE NATURAL TOBACCO CO MPJ\NY, INC.

11y:

- - -- -- - - - - - - - -Michael Little
President

Date:
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PREMIER MANUFACTURING, INC.

By:
Stuart D. Thompson
Chief Executive Officer
Date:

P.T. DJARUM
By:
Henry C. Roemer
Counsel
Date:

RI(EivfTSMA}CIGARETTENFABRIKEN GMBH (REEMTSMA)

By:~

\Mjv~

Rob Wilkey
Authorized Signatory
Date:

SANTA FE NATURAL TOBACCO COMPANY, INC.

By:
Michael Little
President
Date:
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PREMIER MANUFACTURING, INC.

By:
Stuart D. Thompson
Chief Executive Officer
Date:

P.T.DJARUM

By:
Henry C. Roemer
Counsel
Date:

REEMTSMA CIGARETTENFABRIKEN GMBH (REEMTSMA)

By:
Rob Wilkey
Authorized Signatory
Date:

CCO COMPANY, INC.

By:

Date:
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SCANDINAVIAN TOBACCO GROUP LANE LTD (FORMERLY LANE LIMITED)

By

~ ~~ , ~,l )
£<mior Vice PtcsideHt, Legal and E.iihliG--A:fffflfs-

Date:

w \S~"~~ ~~~~s\
\)y>> t-,n~-~CJL*°I\

ITcjs" \~ . dD)5

SHERMAN 1400 BROADWAY N.Y.C., INC.

By:
Brendon Scott
Vice President and Chief Financial Officer
Date:

SOCIETE NATIONAL D'EXPLOITATION INDUSTRIELLE DES TABACS ET
ALLUMETTES (SEIT A)

By:
Rob Wilkey
Authorized Signatory

Date:

TABACALERA DEL ESTES/A (TABESA)

By:
Stephen Johnson
Director and Secretary
Date:
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SCANDINAVIAN TOBACCO GROUP LANE LTD (FORtvfERLY LANE LIMITED)
By:

Mette Valentin
Senior Vice President, Legal and Public Affairs
Date:

SHERMAN 1400
By:

BRZWA

~_,J,.:-.,l.,

Y N.Y.C., INC.

-

Brendon Scott
Vice President and Chief Financial Officer

SOCIETE NATIONAL D'EXPLOITATION INDUSTRIELLE DES TABACS ET
ALLUMETTES (SEITA)
By:

Rob Wilkey
Authorized Signatory
Date:

TABACALERA DEL ESTE SIA (TABESA)
By:
Stephen Johnson
Director and Secretary

Date:
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SCANDINAVIAN TOBACCO GROUP LANE LTD (FORMERLY LANE LIMITED)

By:
Mette Valentin
Senior Vice President, Legal and Public Affairs
Date:

SHERMAN 1400 BROADWAYN.Y.C., INC.

By:
Brendon Scott
Vice President and Chief Financial Officer
Date:

SOCIETE NATIONAL D'EXPLOITATION INDUSTRIELLE DES TABACS ET

~UMETTES (SEITA)

By:

~.L)UOOID
Rob Wilkey
Authorized Signatory

Date:

TABACALERA DEL ESTE SIA (TABESA)

By:
Stephen Johnson
Director and Secretary
Date:
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SCANDINAVIAN TOBACCO GROUP LANE LTD (FORMERLY LANE LIMITED)

By:
Mette Valentin
Senior Vice President, Legal and Public Affairs
Date:

SHERMAN 1400 BROADWAYN.Y.C., INC.

By:
Brendon Scott
Vice President and Chief Financial Officer
Date:

SOCIETE NATIONAL D'EXPLOITATION INDUSTRIELLE DES TABACS ET
ALLUMETTES (SEITA)

By:
Rob Wilkey
Authorized Signatory
Date:

TABACA~ J l .A(TABESA)
By:

{)
~
Stephen Johnson
~
Director an Secretary

'--

Date:
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1
TOP TOBACCO, L/ P
/

By:

/

,#/:4
-/4eth Gold
General Counsel

.

/

"'\
} ,
Date: __l••......r:_r _ _,___~
_---=-./-------'✓"-------

VAN NELLE TABAK NEDERLAND B.V. (NETHERLANDS)

By:
Rob Wilkey
Authorized Signatory
Date:

U. S. FLUE-CURED TOBACCO GROWERS, INC.

By:
Stuart D. Thompson
Senior Vice President
Date:

VECTOR TOBACCO INC.

By:
Nick Anson
Vice President-Finance & Chief Financial Officer
Date:
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TOP TOBACCO, L.P.

By:
Seth Gold
General Counsel
Date:

:~ ~lliK

NEDERLAND B.V. (NETHERLANDS)

RobWil~
Authorized Signatory
Date:

U.S. FLUE-CURED TOBACCO GROWERS, INC.

By:
Stuart D . Thompson
Senior Vice President
Date:

VECTOR TOBACCO INC.

By:
Nick Anson
Vice President-Finance & Chief Financial Officer
Date:
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TOP TOBACCO, L.P .
By:

Seth Gold
General Counsel
Date:

VAN NELLE TABAK NEDERLAND B.V. (NETHERLANDS)
By:

Rob Wilkey
Authorized Signatory
Date:

U.S. FLUA
By

D TOBACCO GROWERS, INC.

J.., k-

fg,/

Stuart D. Thompson
Senior Vice President
Date:

0 c.f..t-.

Ij
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VECTOR TOBACCO INC.
By:

Nick Anson
Vice President-Finance & Chief Financial Officer
Date:
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TOP TOBACCO, L.P.

By:
Seth Gold
General Counsel
Date:

VAN NELLE TABAK NEDERLAND B.V. (NETHERLANDS)

By:
Rob Wilkey
Authorized Signatory
Date:

U.S. FLUE-CURED TOBACCO GROWERS, INC.

By:
Stuart D. Thompson
Senior Vice President
Date:

By:
on
Vice President-Finance & Chief Financial Officer
Date:

October 12., 2015
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p

C.

By:

Date:

WIND RIVER TO0ACCO COMPANY rNC .
By:

Mark Mansfield
President
Date :
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VOi\ E[CKEN GROl ;p
B\':

Henry C. Roemer
Counsel
Date:

25
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APPENDIX A
SPM Estimated DPA Releases to New York (Without Earnings)
IX(c)(l)
29,326,724.33
1,783.60
0.00
174,196.57
250.01
1,079,876.88
814,189.10
101,850.50
106,545.26
6,256,722.96
1,021,017.98
72,338.32
491,981.90
380,892.35
0.00
4,010,677.07
137,627.98
29,518.95
0.00
67,553.82
579,785.95
10,346.53
1,454.90
44,665,334.95

Commonwealth Brands, Inc.
Compania Industrial de Tabacos Monte Paz
Daughters & Ryan, Inc.
Farmers Tobacco Co.
House of Prince A/S
Japan Tobacco International U.S.A., Inc.
King Maker Marketing, Inc.
Kretek International
Scandinavian Tobacco Group Lane Limited
Liggett Group LLC
ITG Brands
Peter Stokkebye Tobaksfabrik A/S
Premier Manufacturing, Inc.
P.T. Djarum
Reemtsma Cigarettenfacbriken Gmbh
Santa Fe Natural Tobacco Company, Inc.
Sherman 1400 Broadway N.Y.C., Inc.
TABESA
Top Tobacco, L.P.
U.S. Flue-Cured Tobacco Growers, Inc.
Vector Tobacco Inc.
Von Eicken Group
Wind River Tobacco Company, LLC
Total
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IX(c)(2)
1,022,078.39
81.13
0.00
7,923.44
2.04
45,330.89
27,461.32
2,752.69
10,528.92
287,099.81
44,961.44
2,460.56
22,378.11
10,618.74
0.00
182,428.17
5,088.63
1,342.69
0.00
3,072.73
26,371.93
385.10
66.18
1,702,432.90

FINAL
APPENDIXB
Treatment of SPM Withheld Amounts for 2004-2014 NPM Adjustments
(A)
With respect to the three SPMs, Farmers Tobacco Company of Cynthiana, Inc.
("Farmers"), Liggett Group LLC ("Liggett"), and Vector Tobacco Inc. ("Vector Tobacco"), that
withheld amounts with respect to various NPM Adjustments from 2004-2014, the parties agree
that Chart 1 below shows the total amount that each such SPM originally withheld with respect
to NPM Adjustments over those years and New York's Allocable Share of those amounts, with
New York's total share of the amounts withheld ("NY's Share of Withheld Amounts") shown in
Column 5 of Chart 1:

(1)
IX(c)(l)
Amounts
Withheld*

Chart 1
(2)
(3)
NY Share
IX(c)(2)
of IX(c)(l)
Amounts
Amounts
Withheld*
Withheld

(4)
NY Share
of IX(c)(2)
Amounts
Withheld

(5)
Total NY
Share of
Amounts
Withheld

Farmers

18,593,179.22

2,715,791.71

1,170,434.95

76,804.69

2,792,596.40

Li!!!!ett
VectorTobacco

40,899,003.07
2,418,455.64

5,219,543.45
308,644.06

3,199,627.59
206,174.12

175,574.45
11,313.48

5,395,117.90
319,957.53

* For ease of calculation of New York's Allocable Share of the withheld amounts, this chart
reflects total amounts withheld for 2004 through 2014 before the effect of the settlement with 24
Settling States.
(B)
Farmers, Liggett, and Vector Tobacco shall receive their settlement credits under
section III of this agreement and address payment ofNY's Share of Withheld Amounts as
follows:
(i)
First, on April 15, 2016 the credit due for NPM Adjustments from 20042010 under subsection III.A of this agreement shall be applied against NY' s Share of Withheld
Amounts.
(ii)
Second, on April 15, 2016 the credits due for NPM Adjustments for NPM
Adjustments from 2011-2014 under subsection III.C of this agreement, without any interest,
shall be applied against NY' s Share of Withheld Amounts, starting with the 2011 credit first and
continuing with the 2012, 2013, and 2014 credits until the credits are fully applied or NY's Share
of Withheld Amounts is exhausted.
(iii)
IfNY's Share of Withheld Amounts exceeds the total credits for 20042010 and 2011-14 for any of Farmers, Liggett, or Vector Tobacco, then that SPM shall pay the
excess ofNY's Share of Withheld Amounts over the credits for 2004-10 and 2011-14 into the
DPA for payment to New York on or before April 15, 2016. If the total credits for 2004-2010
and 2011-2014 for any of Farmers, Liggett, or Vector Tobacco exceed NY's Share of Withheld
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Amounts, any excess credit shall be applied against that SPM' s MSA Section IX(c) payment in
the year it is applied to payments for the other PMs, with interest if applicable on such excess
credit at the Prime Rate from April 15, 2016. The parties agree that the effect of this process for
each SPM based on estimated credits is shown in Chart 2 below:

(1)

NY Total Share
of Withheld
Amounts

Farmers
Li!n?:ett
Vector Tobacco

2,792,596.40
5,395,117.90
319,957.53

Chart 2
(2)
Total Settlement
Credits for 2010-14

1,053,743.90
7,198,331.55
596,254.61

(3)
Portion of
Withheld
Amount Paid to
NY, ifNY's
Share of
Withheld
Amounts is
Greater than
Credits for
2010-14

(4)
Portion of
Total
Settlement
Credit
Applied to
MSA
Payments, if
NY's Share of
Withheld
Amounts is
Less than
Credits for
2010-14

1,738,852.50
0
0

0.00
1,803,213.65
276,297.08

For Liggett, for instance, the process works as follows: New York's share of the total amount
withheld is $5,395,117.90. Liggett's 2004-2010 credit in the estimated amount of $424,526.01,
its 2011 credit in the estimated amount of $2,083,024.71, and its 2012 credit in the estimated
amount of $1,868,461.40 shall first be applied against the amount withheld, reducing the
outstanding portion of the New York's share of the amount withheld to $1,019,105.77. Liggett's
2013 credit is estimated at $1,527,668.70. A portion of that estimated credit, in the amount of
$1,019,105.77, shall then be applied to the remaining amount withheld for New York, reducing
the outstanding amount withheld to $0. The remaining portion of Liggett's 2013 credit,
$508,562.93, shall be applied against its MSA Section IX(c) payments due on April 15, 2018,
with interest on that amount at the Prime Rate from April 15, 2016, and Liggett further shall
receive its credit for 2014 in the amount of $1,294,650.73 plus interest at the Prime Rate from
April 15, 2016 on April 15, 2019.
(C) Upon application of credits on April 15, 2016 and/or payment into the DPA, as
applicable, of the amounts set forth in Chart 2 above, New York agrees that this settlement fully
resolves any further claim to its Allocable Share of all amounts previously withheld with respect
to the NPM Adjustment for 2004-14 for Farmers, Liggett, and Vector Tobacco, in the amounts
listed in Chart 1, Column 5, and releases any claim to those amounts, along with any claim to
interest or earnings thereon (including, for purposes of clarity in light of recent instructions from
the Independent Auditor, any claim to interest or earnings thereon dating back to the date such
amount was originally withheld). Upon such payment, New York and Farmers, Liggett, and
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Vector Tobacco shall jointly direct the Independent Auditor to reflect in all appropriate
calculation or summaries that the total amounts shown as withheld and/or unpaid, plus all
interest or earnings on such amounts from the date such amount was originally withheld, shall be
reduced by New York's Allocable Share, in the amounts set forth in Chart 1, Column 5, plus all
interest or earnings thereon from the date such amount was originally withheld. New York's
release of any further claim to withheld amounts shall continue and be effective even if the
Independent Auditor does not reflect the reductions in withheld amounts or interest or earnings
fully or correctly.
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APPENDIX D
FORM OF OPINION OF TRANSACTION COUNSEL
[Date of Delivery]
Board of Directors
Suffolk Tobacco Asset Securitization Corporation
100 Veterans Memorial Highway
Hauppauge, New York 11788
Ladies and Gentlemen:
We have examined a record of proceedings relating to the issuance of $_________ aggregate principal
amount of its Tobacco Settlement Asset-Backed Bonds, Series 2021 (the “Series 2021 Bonds”), consisting of
$________ aggregate principal amount of Tobacco Settlement Asset-Backed Senior Bonds, Series 2021A-1
(Federally Taxable) (the “Series 2021A-1 Bonds”), $________ aggregate principal amount of Tobacco Settlement
Asset-Backed Senior Bonds, Series 2021A-2 (the “Series 2021A-2 Bonds”), $________ aggregate principal amount
of Tobacco Settlement Asset-Backed Subordinate Bonds, Series 2021B-1 (the “Series 2021B-1 Bonds”), and
$________ aggregate principal amount of Tobacco Settlement Asset-Backed Subordinate Bonds, Series 2021B-2 (the
“Series 2021B-2 Bonds”), by the Suffolk Tobacco Asset Securitization Corporation (the “Corporation”), a corporation
created and organized under the Not-For-Profit Corporation Law of the State of New York (the “State”). We have
also examined such certificates, documents, records and matters of law as we have deemed necessary for the purpose
of rendering the opinions hereinafter set forth.
The Series 2021 Bonds are issued under and pursuant to an Amended and Restated Indenture, dated as of
August 1, 2008, as amended and restated as of September 1, 2021 (the "Indenture"), between the Corporation and The
Bank of New York Mellon, as Trustee (the “Trustee”). Unless otherwise defined herein, capitalized terms used herein
have the respective meanings given to them in the Indenture.
The Series 2021 Bonds are part of an issue of bonds of the Corporation (the “Bonds”), which the Corporation
has established and created under the terms of the Indenture and is authorized to issue from time to time for the
purposes authorized by the Indenture, as then in effect, and without limitation as to amount, except as provided in the
Indenture or as may be limited by law. The Series 2021 Bonds are being issued for the purposes set forth in the
Indenture.
The Corporation is authorized to issue Bonds, in addition to the Series 2021 Bonds, only upon the terms and
conditions set forth in the Indenture and such Bonds, when issued, will with all other Bonds which have been or may
be issued, be entitled to the equal benefit, protection and security of the provisions, covenants and agreements of the
Indenture.
The Series 2021 Bonds are dated the date hereof and bear interest, mature, are subject to redemption and are
secured as set forth in the Indenture.
The Series 2021A-1 Bonds, the Series 2021A-2 Bonds and the Series 2021B-1 Bonds are issuable in the form
of fully registered bonds in the denomination of $5,000 or integral multiples thereof. The Series 2021B-2 Bonds are
issuable in the form of fully registered bonds such that the Accreted Value thereof at the Maturity Date is in the
denomination of $5,000 or any integral multiple of $5,000 in excess thereof. Each Series of the Series 2021 Bonds
are numbered one upward in order of issuance.
The Series 2021 Bonds are being issued to (i) repurchase and cancel by means of a tender offer certain of the
Corporation’s outstanding Tobacco Settlement Asset-Backed Bonds, Series 2008 (the “Series 2008 Bonds”) and
certain of the Corporation’s outstanding Tobacco Settlement Asset-Backed Bonds, Series 2012 (the “Series 2012
Bonds”), (ii) refund the remaining Series 2008 Bonds and Series 2012 Bonds through defeasance and redemption,
(iii) fund deposits to the Senior Liquidity Reserve Account and the Subordinate Liquidity Reserve Account, each held
4827-0434-8659.6
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under the Indenture, (iv) fund capitalized interest on the Series 2021 Bonds, and (v) pay costs of issuance in
connection with the issuance of the Series 2021 Bonds. The Corporation and the County of Suffolk, New York (the
“County”) have entered into an Amended and Restated Purchase and Sale Agreement, dated as of August 1, 2008, as
amended and restated as of September 1, 2021 (the “Sale Agreement”), pursuant to which the County sold to the
Corporation all of its right, title and interest to future payments to be made to it under the Master Settlement Agreement
(as defined in the Sale Agreement). We assume the parties will perform their respective covenants in the Indenture
and the Sale Agreement in all material respects.
The Internal Revenue Code of 1986, as amended (the “Code”), sets forth certain requirements which must
be met subsequent to the issuance and delivery of the Series 2021A-2 Bonds, the Series 2021B-1 Bonds and the Series
2021B-2 Bonds (collectively, the “Tax-Exempt Bonds”) for interest thereon to be and remain excluded from gross
income for federal income tax purposes. Noncompliance with such requirements could cause the interest on the TaxExempt Bonds to be included in gross income for federal income tax purposes retroactive to the date of issue of the
Tax-Exempt Bonds. The Corporation has covenanted in the Indenture, the County has covenanted in the Sale
Agreement, and the Corporation and the County have each covenanted in the Tax Certificate and Agreement dated
the date hereof (the “Tax Certificate”) to comply with the applicable requirements of the Code in order to maintain
the exclusion of the interest on the Tax-Exempt Bonds from gross income for federal income tax purposes pursuant
to Section 103 of the Code. In addition, the Corporation and the County have made certain representations and
certifications in the Tax Certificate. We have not independently verified the accuracy of those certifications and
representations.
We have examined an executed Series 2021A-1 Bond, an executed Series 2021A-2 Bond, an executed Series
2021B-1 Bond, and an executed Series 2021B-2 Bond and, in our opinion, the forms of said bonds and their execution
are regular and proper.
Based upon the foregoing and under existing law, we are of the opinion:
1.
The Corporation is duly organized and existing under the laws of the State with the right and lawful
authority and power to enter into the Indenture and the Sale Agreement and to issue the Series 2021 Bonds.
2.
The Indenture has been duly and lawfully authorized, executed and delivered by the Corporation, is
in full force and effect and is the legal, valid and binding agreement of the Corporation enforceable against the
Corporation in accordance with its terms. The Indenture creates the valid pledge of and security interest in the
revenues and other collateral (collectively, the “Collateral”), and such perfected pledge and security interest constitutes
a first priority pledge and security interest. Pursuant to the Indenture, such pledge is valid and binding against all
parties at the time the pledge is made and no action is necessary to perfect such pledge and security interest in the
Collateral as it exists on the date hereof.
3.
The Series 2021 Bonds have been duly and validly authorized and issued. The Series 2021 Bonds
are valid and binding obligations of the Corporation payable as provided in the Indenture and are entitled, together
with all other Bonds which may be hereafter issued under the Indenture, to the benefits of the Indenture.
4.
The Corporation has the right and lawful authority and power to enter into the Sale Agreement and
the Sale Agreement has been duly authorized, executed and delivered by the Corporation and is a legal, valid and
binding obligation of the Corporation enforceable against the Corporation in accordance with its terms.
5.
Under existing law, and assuming compliance with the tax covenants described above and the
accuracy of the aforementioned representations and certifications of the Corporation and the County, interest on the
Tax-Exempt Bonds is excluded from gross income for federal income tax purposes under Section 103 of the Code.
We are also of the opinion that such interest is not treated as a preference item in calculating the alternative minimum
tax imposed under the Code with respect to individuals and corporations.
6.
In addition, in the opinion of Transaction Counsel, under existing law, interest on the Series 2021
Bonds is exempt from personal income taxes imposed by the State of New York or any political subdivision thereof
including The City of New York.
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7.
Transaction Counsel also is of the opinion that interest on the Series 2021A-1 Bonds is included in
gross income for Federal income tax purposes pursuant to the Code.
The opinions contained in paragraphs 2, 3 and 4 above are qualified to the extent that the enforceability of
the Indenture, the Series 2021 Bonds, and the Sale Agreement may be limited by bankruptcy, insolvency, moratorium,
reorganization, receivership, arrangements, fraudulent conveyances or other laws affecting creditors’ rights generally
or as to the availability of any particular remedy.
Except as stated in paragraphs 5, 6 and 7 above, we express no opinion as to any other federal, state, local or
foreign tax consequences related to the ownership or disposition of, or the accrual or receipt of interest on, the Series
2021 Bonds. Furthermore, we express no opinion as to any federal, state, local or foreign tax consequences with
respect to the Series 2021 Bonds, or the interest thereon, if any action is taken with respect to Series 2021 Bonds or
the proceeds thereof upon the advice or approval of other counsel.
In connection with the delivery of this opinion, we are not passing upon the authorization, execution and
delivery of any document or agreement by any party other than the Corporation. We have assumed the due
authorization, execution and delivery of the Indenture and the Sale Agreement by each of the other parties thereto.
Very truly yours,
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AMENDED AND RESTATED INDENTURE
This INDENTURE (the “Indenture”) is entered into as of August 1, 2008 and amended
and restated as of September 1, 2021, by the SUFFOLK TOBACCO ASSET
SECURITIZATION CORPORATION, a corporation organized and existing under the Not-ForProfit Corporation Law of the State of New York (the “Corporation”), and THE BANK OF NEW
YORK MELLON, as Trustee, a corporation incorporated and existing under the laws of the State
of New York (the “Trustee”). The Corporation recites and represents to the Trustee for the benefit
of the Beneficiaries that it has authorized this Indenture.
The Series 2008 Bonds (as hereinafter defined) were issued under and pursuant to that
certain original indenture, dated as of August 1, 2008, by and between the Corporation and the
Trustee (the “Original Indenture”), which Original Indenture also provided for Corporation’s
issuance of the Residual Certificate.
The Series 2012 Bonds (as hereinafter defined) were issued under and pursuant to that
certain indenture, dated as of March 1, 2012, by and between the Corporation and The Bank of
New York Mellon, as trustee thereunder (the “Series 2012 Indenture”).
This Indenture, as amended and restated, provides for the following transactions by the
Corporation:
(a) the issuance of the Bonds, including specifically the Series 2021 Bonds;
(b) the application of the net proceeds of the Series 2021 Bonds to the refunding of the
Refunded Bonds; and
(c) the Corporation’s assignment and pledge to the Trustee in trust for the benefit and
security of the Bondholders and, to the extent specified herein, of the holder of the
Residual Certificate, of the Revenues, Funds and Accounts and assets thereof to be
received and held hereunder, the rights to receive the same, and the other rights
assigned and pledged herein, to the extent specified in this Indenture.
WITNESETH
In consideration of the mutual agreements contained in this Indenture and other good and
valuable consideration, the receipt of which is hereby acknowledged, the Corporation and the
Trustee agree as set forth herein for their own benefit and for the benefit of the Bondholders and,
as applicable, other Beneficiaries, as aforesaid.
ARTICLE I.
DEFINITIONS AND INTERPRETATION
SECTION 1.01 Definitions. In addition to terms defined in the Agreement or elsewhere
herein, the following terms have the following meanings in this Indenture, unless the context
otherwise requires:
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“Accounts” means the accounts in the Bond Fund and accounts established by Series
Supplement, which if providing for Junior Payments shall be outside the Bond Fund.
“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 (to and excluding the Maturity Date or earlier redemption date of such Bond, or in the
case of a Convertible Capital Appreciation Bond, to and excluding the applicable Conversion Date
or 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 Corporation
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. In
performing such calculation, the Corporation shall be entitled to engage and rely upon a firm of
accountants, consultants or financial advisors with appropriate knowledge and experience. The
Trustee may conclusively rely upon such calculations. 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.
“Accretion Period” means, with respect to any particular Convertible Capital
Appreciation Bond, the period from the Delivery Date thereof through but excluding its
Conversion Date (which date must be prior to the maturity date thereof), after which interest
accruing on such Convertible Capital Appreciation Bond shall be payable semiannually, with the
first such payment date being, except as set forth in the applicable Series Supplement, the
applicable Distribution Date immediately succeeding such Conversion Date.
“Additional Bonds” means Bonds (including Refunding Bonds), other than the Series
2021 Bonds, issued pursuant to Section 3.01 hereof.
“Aggregate Principal Obligation” means the sum of the principal amount of Current
Interest Bonds and the Accreted Value of Capital Appreciation Bonds and Convertible Capital
Appreciation Bonds Outstanding hereunder as of any date of calculation.
“Agreement” means the Purchase and Sale Agreement, dated as of August 1, 2008 and
amended and restated as of September 1, 2021, by and between the Corporation and the County,
as amended, supplemented and in effect from time to time.
“Authorized Denominations” unless otherwise specified in an applicable Series
Supplement, means (a) with respect to a Current Interest Bond, $5,000 or any integral multiple
thereof; (b) with respect to a Convertible Capital Appreciation Bond on any date during the
Accretion Period, the amount which will accrete to $5,000 of Accreted Value or any integral
multiple thereof at the end of the Accretion Period; and (c) with respect to a Capital Appreciation
Bond (other than a Convertible Capital Appreciation Bond), the amount which will accrete to
$5,000 of Accreted Value or any integral multiple thereof at the Maturity Date thereof (such
accretion being calculated in the manner described in the definition of Accreted Value).
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“Authorized Officer” means: (a) in the case of the Corporation, the President, the Vice
President and the Treasurer of the Corporation and any other person authorized to act hereunder
by appropriate Written Notice to the Trustee, and (b) in the case of the Trustee, any officer assigned
to the Corporate Trust Office, including any managing director, vice president, assistant vice
president, assistant treasurer, assistant secretary or any other officer of the Trustee customarily
performing functions similar to those performed by any of the above designated officers and
having direct responsibility for the administration of this Indenture, and also, with respect to a
particular matter, any other officer, to whom such matter is referred because of such officer’s
knowledge of and familiarity with the particular subject.
“Beneficiaries” means Bondholders and, to the extent specified herein, the owner of the
Residual Certificate.
“Bond Fund” means the fund so designated and established pursuant to Section 5.01,
which includes the Senior Debt Service Account, the Subordinate Debt Service Account, the Turbo
Redemption Account, the Subordinate Extraordinary Payment Account, the Senior Liquidity
Reserve Account and the Subordinate Liquidity Reserve Account.
“Bond Year” means the twelve (12) month period commencing July 1 of each year and
ending on June 30 of the succeeding year.
“Bondholders”, “Holders” and similar terms mean the registered owners of the Bonds
registered as to principal and interest or as to principal only, as shown on the books of the
Corporation, and the owners of Coupon Bonds.
“Bonds” means all obligations issued pursuant to Section 3.01.
“Business Day” means any day other than (a) a Saturday or a Sunday or (b) a day on which
banking institutions in New York, New York, are required or authorized by law to be closed.
“Capital Appreciation Bond” means a Bond (including, as the context requires, a
Convertible Capital Appreciation Bond prior to its Conversion Date) the interest on which is
compounded on each Distribution Date, commencing on the first Distribution Date after its
issuance to and excluding the Maturity Date or earlier redemption date of such Bond in the case
of a Capital Appreciation Bond which is not a Convertible Capital Appreciation Bond, or to and
excluding the Conversion Date or earlier redemption date in the case of a Convertible Capital
Appreciation Bond.
“Code” or “Tax Code” means the Internal Revenue Code of 1986, as amended, and the
regulations promulgated thereunder.
“Collection Fund” means the fund so designated and established pursuant to Section 5.01,
which includes the Pledged Revenues Subaccount and the Unencumbered Revenues Subaccount.
“Collections” means Revenues deposited in the Collection Fund.
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“Consent Decree” means the “Consent Decree and Final Judgment”, Index No.
400361/97, entered by the Supreme Court of the State, held in and for New York County, on
December 23, 1998, as corrected and amended.
“Conversion Date” means, with respect to any particular Convertible Capital Appreciation
Bond, the day immediately following the expiration of its specified Accretion Period.
“Convertible Capital Appreciation 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 of the Trustee related hereto shall, at any particular time, be principally administered,
which office is, at the date of this Indenture, located at 240 Greenwich Street, Floor 7-East, New
York, New York 10286, Attention: Corporate Trust Services.
“Costs of Issuance” means those costs that are payable from Bond proceeds with respect
to operations of the Corporation, the authorization, sale and issuance of Bonds and the Residual
Certificate, deposits to Accounts, underwriting fees, auditors’ or accountants’ fees, printing costs,
costs of reproducing documents, filing and recording fees, fees and expenses of fiduciaries, legal
fees and charges, professional consultants’ fees, costs of credit ratings, fees and charges for
execution, transportation and safekeeping of Bonds and the Residual Certificate, governmental
charges, and other costs, charges and fees in connection with the foregoing, and also includes costs
incurred or to be reimbursed by the County to the extent the same are to be paid by the Corporation
in accordance with the Agreement.
“Costs of Issuance Fund” means the fund so designated and established pursuant to
Section 5.01.
“Counsel” means Nixon Peabody LLP or another nationally recognized bond counsel or
such other counsel as may be selected by the Corporation for a specific purpose hereunder.
“County” means the County of Suffolk, a political subdivision of the State of New York.
“Coupon Bonds” means Bonds registered to bearer, with interest coupons.
“Current Interest Bond” means a Bond the interest on which is payable periodically
(including a Convertible Capital Appreciation Bond on and after its Conversion Date) and that is
not a Capital Appreciation Bond.
“Debt Service” means (a) in the case of Senior Bonds, interest, redemption premium and
principal due on Outstanding Senior Bonds, and (b) in the case of Subordinate Bonds, interest,
redemption premium and principal due on Outstanding Subordinate Bonds.
“Default” means an Event of Default without regard to any declaration, notice or lapse of
time.
“Defeasance Collateral” means money and any of the following:

E-1-7

(a)
(i) direct obligations of the United States government, which are not
redeemable at the option of the issuer thereof and (ii) obligations, the timely payment of
the principal and interest on which are unconditionally guaranteed by the United States
government;
(b)
(i) certificates of deposit of banks or trust companies secured by obligations
of the United States of America of a market value equal at all times to the amount of the
deposit; (ii) notes, bonds, debentures, mortgages and other evidences of indebtednesses,
issued or guaranteed at the time of the investment by Fannie Mae, FHLMC or the Federal
Farm Credit System, or any other United States government sponsored agency; or
(iii) bonds or other obligations of any state of the United States of America or of any
agency instrumentality or local governmental unit of any such state (x) which are not
callable at the option of the obligor or otherwise prior to maturity or as to which irrevocable
notice has been given by the obligor to call such bonds or obligations on the date specified
in the notice, and (y) timely payment of which is fully secured by a fund consisting only
of cash or obligations of the character described in clause (i) or (ii) which fund may be
applied only to the payment when due of such bonds or other obligations; provided that the
above-listed investments are not redeemable at the option of the issuer thereof and which
shall be rated at the time of the investment in the highest long term category by each Rating
Agency; or;
(c)
any depository receipt issued by an Eligible Bank as custodian with respect
to any Defeasance Collateral which is specified in clause (a) above and held by such
Eligible Bank for the account of the holder of such depositary receipt, or with respect to
any specific payment of principal of 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 payable to the holder of such depositary
receipt from any amount received by the custodian in respect of the Defeasance Collateral
or the specific payment of principal or interest evidenced by such depositary receipt.
“Defeasance Turbo Schedule” means the schedule of outstanding balances of Turbo Term
Bonds set forth in Exhibit 4 hereto.
“Defeased Bonds” means Bonds that remain in the hands of their Holders, but are deemed
no longer Outstanding.
“Defeased Turbo Term Bonds” means Turbo Term Bonds for which a defeasance escrow
has been established pursuant to Section 2.02 of this Indenture.
“Delivery Date” means the date on which a Series of Bonds is delivered to the original
purchasers thereof.
“Deposit Date” means a date no later than five Business Days following each deposit of
Revenues in the Collection Fund.
“Distribution Date” means each June 1 and December 1, commencing on December 1,
2021, and with respect to the interest on Bonds being redeemed, each redemption date, each
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additional Distribution Date selected by the Corporation or the Trustee following an Event of
Default, and each Distribution Date, to the extent so characterized in a Supplemental Indenture.
“DTC” means The Depository Trust Company, a limited-purpose trust company organized
under the laws of the State, and includes any nominee of DTC in whose name any Bonds are then
registered.
“Eligible Bank” means any (i) bank or trust company organized under the laws of any
state of the United States of America (including the Trustee and any of its affiliates), (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 (iv) federal branch or agency
established pursuant to the International Banking Act of 1978 or any successor provisions of law,
or domestic 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 territory of the United States of America.
“Eligible Investments” means any of the following:
(a)

Defeasance Collateral;

(b)
demand, trust and time deposits, money market deposit accounts or nonnegotiable or negotiable certificates of deposit of, bankers’ acceptances or other deposit
products issued by, any bank (including the Trustee and any of its affiliates) or trust
company, savings and loan association, or savings bank, payable on demand or on a
specified date no more than 365 days after the date of issuance thereof, and units of taxable
or tax-exempt money market mutual funds which funds are regulated investment
companies and seek to maintain a constant net asset value per share, if such deposits or
instruments are rated at least “A-1” by S&P, or if none of the Outstanding Bonds are rated
by S&P, at least “A-1” by S&P, “P-1” by Moody’s or “F1” by Fitch;
(c)
certificates, notes, warrants, bonds, obligations, or other evidences of
indebtedness of a state or a political subdivision thereof rated by S&P no lower than “A+”,
or if none of the Outstanding Bonds are rated by S&P, in one of its three highest rating
categories by S&P, Moody’s or Fitch;
(d)
commercial or finance company paper (including both noninterest-bearing
discount obligations and interest bearing obligations payable on demand or on a specific
date not more than 270 days after the date of issuance thereof) that is rated at least “A-1”
by S&P, or if none of the Outstanding Bonds are rated by S&P, at least “A-1” by S&P, “P1” by Moody’s or “F1” by Fitch;
(e)
repurchase obligations with respect to any coupon bearing security
described in paragraphs (a)(i), (a)(ii), (b)(i), or (b)(ii) of the definition of Defeasance
Collateral above and maturing in one year or less and entered into with a financial
institution, corporation, registered broker/dealer, domestic commercial bank, primary
dealer, depository institution, or trust company (acting as principal) rated at least “A-1” by
S&P, or if none of the Outstanding Bonds are rated by S&P, at least “A-1” by S&P, “P-1”
by Moody’s or “F1” by Fitch (if payable on demand or on a specified date no more than
three months after the date of issuance thereof), or rated by S&P not less than A+, or if
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none of the Outstanding Bonds are rated by S&P, in one of its three highest long term rating
categories by S&P, Moody’s or Fitch, provided that (1) a specific written agreement
governs the transaction, (2) the securities are held, free and clear of any lien, by the Trustee
or an independent third party acting solely as agent for the Trustee, and such third party is
(a) a Federal Reserve Bank, or (b) a member of the Federal Deposit Insurance Corporation
that has combined surplus and undivided profits of not less than $25 million, and the
Trustee will have received written confirmation from such third party that it holds such
securities, free and clear of any lien, as agent for the Trustee, (3) the agreement has a term
of 30 days or less, or the Trustee or its agent will value the collateral securities no less
frequently than monthly and will liquidate the collateral securities if any deficiency in the
required collateral percentage is not restored within five Business Days of such valuation,
and (4) the fair market value of the collateral securities in relation to the amount of the
obligation, including principal and interest, is at least 104%;
(f)
certificates, notes, bonds, or other securities bearing interest or sold at a
discount (payable on demand or on a specified date no more than 365 days after the date
of purchase thereof) that are issued by any corporation incorporated under the laws of the
United States of America or any state thereof and rated at least “A” or “A-1” by S&P, or if
none of the Outstanding Bonds are rated by S&P, at least “A” or “A-1” by S&P, “A2” or
“P-1” by Moody’s or “A” or “F1” by Fitch at the time such investment or contractual
commitment providing for such investment; provided that securities issued by any such
corporation will not be Eligible Investments to the extent that investment therein would
cause the then-outstanding principal amount of securities issued by such corporation that
are then held hereunder to exceed 20% of the aggregate principal amount of all Eligible
Investments then held;
(g)
(i) for so long as any Outstanding Bonds are rated by S&P, investment
agreements, forward purchase agreements or guaranteed investment contracts rated, or
with any financial institution or corporation whose senior long-term debt obligations are
rated, or guaranteed by a financial institution whose senior long-term debt obligations are
rated, at all times by S&P at least A+ but only if, within five (5) Business Days, in the
event that such rating is downgraded below the highest S&P rating then assigned to any
Outstanding Bonds either: (x) the agreement automatically terminates at its face value plus
accrued and unpaid interest; (y) the agreement is either assigned to or unconditionally
guaranteed by a financial institution or corporation whose senior long-term debt obligations
are then rated at least A+ by S&P rating then assigned to any Outstanding Bonds; or (z)
the market value of the agreement is collateralized as described in (ii)(A) and (ii)(B) below
and the rating on any Outstanding Bonds then rated by S&P is not downgraded as
evidenced by a Rating Confirmation; and (ii) if the Outstanding Bonds are no longer rated
by S&P, investment agreements, forward purchase agreements or guaranteed investment
contracts rated, or with any financial institution or corporation whose senior long-term debt
obligations are rated, or guaranteed by a financial institution whose senior long-term debt
obligations are rated, at the time such agreement or contract is entered into, in one of its
three highest rating categories by S&P, Moody’s or Fitch, 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 (a)(i),
(a)(ii), (b)(i), of (b)(ii) of the definition of Defeasance Collateral above with any registered
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broker/dealer or with any domestic commercial bank whose long-term debt obligations are
rated in one of the three highest rating categories by each Rating Agency; provided that
(A) a specific written agreement governs the transaction, (B) 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 (1) a Federal Reserve Bank, or (2) a member of the
Federal Deposit Insurance Corporation that has combined surplus and undivided profits of
not less than $25 million, and the Trustee will have received written confirmation from
such third party that it holds such securities, free and clear of any lien, as agent for the
Trustee, (3) the agreement has a term of 30 days or less, or the Trustee or third party
custodian will value the collateral securities no less frequently than monthly and will
liquidate the collateral securities if any deficiency in the required collateral percentage is
not restored within five Business Days of such valuation, and (4) the fair market value of
the collateral securities in relation to the amount of the obligation, including principal and
interest, is at least 102%; and
(h)
(i) for so long as any Outstanding Bonds are rated by S&P, a surety,
guaranty, letter of credit, liquidity agreement, agreement to purchase securities of the
Authority or other similar agreement provided in lieu of or in substitution for amounts in
the Senior Liquidity Reserve Account or Subordinate Liquidity Reserve Account by an
entity with a rating of not less than A+ by S&P provided that, within five (5) Business
Days, in the event that such rating is downgraded below the highest S&P rating then
assigned to any Outstanding Bonds, funds equal to the principal amount of the agreement
are automatically withdrawn from the agreement and deposited in the Senior Liquidity
Reserve Account or Subordinate Liquidity Reserve Account; or (ii) if the Outstanding
Bonds are no longer rated by S&P, a surety, guaranty, letter of credit, liquidity agreement,
agreement to purchase securities of the Authority or other similar agreement provided in
lieu of or in substitution for amounts in the Senior Liquidity Reserve Account or
Subordinate Liquidity Reserve Account by an entity with a rating in one of the three highest
rating categories by S&P, Moody’s or Fitch; provided that any cost related to such an
investment shall be paid either from funds released from the Senior Liquidity Reserve
Account or Subordinate Liquidity Reserve Account or other available funds and 15 days
prior notice is given to each Rating Agency; provided further that reimbursement to a
provider for any funds drawn under any such agreement are Junior Payments;
provided that no Eligible Investments may (x) evidence the right to receive only interest with
respect to prepayable obligations underlying such instrument, or (y) be purchased at a price greater
than par if such instrument may be prepaid or called at a price less than its purchase price prior to
its stated maturity.
Any investment in Eligible Investments described above may be made in the form of an
entry made on the records of the issuer of such Eligible Investments.
Ratings of Eligible Investments referred to in paragraphs (a) through (h) herein shall be
determined at the time of purchase of such Eligible Investment.
“Event of Default” means an event specified in Section 10.01.
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“Extraordinary Payment” means payment of Subordinate Bonds pursuant to
Section 5.06(h).
“FHLMC” means the Federal Home Loan Mortgage Corporation.
“Fiduciary” means the Trustee, any representative of the Holders of Bonds appointed by
Series Supplement, and each Paying Agent.
“Fitch” means Fitch Inc.; references to Fitch are effective so long as Fitch is a Rating
Agency.
“Funds” means the Bond Fund, the Collection Fund and the Cost of Issuance Fund and
funds established by Series Supplement.
“Indenture” means this Indenture as amended, supplemented and in effect from time to
time.
“Junior Payments” means Junior Payments so identified in or by reference to this
Indenture.
“Local Law” means Local Law No. 29-2008 adopted by the County Legislature of the
County on July 31, 2008 and approved by the County Executive on August 11, 2008 and local law
No. 9-2012 adopted by the County Legislature of the County on December 6, 2011 and filed with
the Office of the Secretary of State of the State of New York on February 23, 2012.
“Lump Sum Payment” means a lump sum payment received by the Trustee as a payment
from a Participating Manufacturer (within the meaning of the MSA) that results in, or is due to, a
release of that Participating Manufacturer from all or a portion of its future obligations under the
MSA. The term “Lump Sum Payment” does not include any payments that are Total Lump Sum
Payments, any non-scheduled prepayments other than a Lump Sum Payment or any payments
made with respect to prior payment obligations.
“Lump Sum Redemption Account” means the Account held by the Trustee pursuant to
Section 5.01 of this Indenture.
“Majority in Interest” means as of any particulate date of calculation (a) in the case of
Senior Bonds, the Holders of a majority of the Aggregate Principal Obligation of Outstanding
Senior Bonds eligible to act on a matter and (b) in the case of Subordinate Bonds, the Holders of
a majority of the Aggregate Principal Obligation of Outstanding Subordinate Bonds eligible to act
on a matter.
“Master Settlement Agreement” or “MSA” means the MSA identified in the Consent
Decree, including the related Escrow Agreement.
“Maturity Date” means the stated maturity date of each Serial Bond, Term Bond and
Turbo Term Bond.
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“Maximum Annual Senior Bond Debt Service” means, as of any date, the greatest
aggregate amount payable in the then-current calendar year or any future calendar year in respect
of principal, Sinking Fund Installments and interest on Senior Bonds.
“Moody’s” means Moody’s Investors Service; references to Moody’s are effective so long
as Moody’s is a Rating Agency.
“Officer’s Certificate” means a certificate signed by an Authorized Officer of the
Corporation or, if so specified, of the Trustee.
“Operating Cap” means (a) $175,000 in the Bond Year ending June 30, 2023, inflated in
each following Bond Year by the greater of 3% or the percentage increase in the Consumer Price
Index for All Urban Consumers as published by the Bureau of Labor Statistics for December of
the prior year, plus (b) in each Bond Year, Tax Obligations, if any, specified in an Officer’s
Certificate.
“Operating Expenses” means all expenses incurred by the Corporation in the
administration of the Corporation including (but not limited to) arbitrage rebate and penalties,
salaries, administrative expenses, insurance premiums, auditing and legal expenses, fees and
expenses incurred for professional consultants and fiduciaries, and all Operating Expenses so
identified in this Indenture, all to the extent approved in writing as reasonable by an Authorized
Officer of the Corporation (except that such approval shall not be required to the extent that such
expenses are incurred under Section 8.02(i) or (j) of this Indenture).
“Original Indenture” means that certain indenture, dated as of August 1, 2008, by and
between the Corporation and the Trustee.
“Outstanding Bonds” means Bonds issued under this Indenture, excluding: (a) Bonds that
have been exchanged or replaced, or delivered to the Trustee for credit against a principal payment;
(b) Bonds that have been paid; (c) Bonds that have become due and for the payment of which
money has been duly provided; (d) Bonds for which (i) there has been irrevocably set aside
sufficient Defeasance Collateral timely maturing and bearing interest, to pay or redeem them and
(ii) any required notice of redemption shall have been duly given in accordance with this Indenture
or irrevocable instructions to give notice shall have been given to the Trustee; (e) Bonds the
payment of which shall have been provided for pursuant to Section 2.02; and (f) for purposes of
any consent or other action to be taken by the Holders of a Majority in Interest or specified
percentage of Bonds hereunder, Bonds held by or for the account of the Corporation, the County
or any person controlling, controlled by or under common control with either of them. For the
purposes of this definition, “control,” when used with respect to any specified person, means the
power to direct the management and policies of such person, directly or indirectly, whether through
the ownership of voting securities, by contract or otherwise, and the terms “controlling” and
“controlled” have meanings correlative to the foregoing.
“Paying Agent” means each Paying Agent designated from time to time pursuant to
Section 8.03.
“Permitted Indebtedness” means Bonds and the Residual Certificate.
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“Pledged Revenues” means all Revenues, Lump Sum Payments and Total Lump
Payments, other than Unencumbered Revenues.
“Pledged Revenues Subaccount” means the subaccount so designated and established
within the Collection Fund pursuant to Sections 5.01 and 5.03 hereof.
“Principal” or “principal” means, as of any particular date of calculation, (a) the amount
of the principal of any Bonds, and (b) the amount of any other required amortization payments
specified in a Series Supplement for any Term Bonds.
“Pro Rata” means, for an allocation of available amounts to any payment of interest or
principal to be made under this Indenture, the application of a fraction to such available amounts
(a) the numerator of which is equal to the amount due to the respective Holders to whom such
payment is owing, and (b) the denominator of which is equal to the total amount due to all Holders
to whom such payment is owing; provided, that only with respect to any payment of principal to
be made Pro Rata under this Indenture, such payment shall be made Pro Rata to the extent
possible, and then any remaining balance of such payment of principal shall be allocated by lot,
in each case in applicable authorized denominations.
“Proceeding” means any suit, action or proceeding at law or in equity for the enforcement
of the Undertaking or to remedy any breach thereof, except a remedial action pursuant to Article X.
“Purchase Price” means the price to be paid by the Corporation to the County for the
Tobacco Assets pursuant to the Agreement.
“Rating Agency” means each nationally recognized statistical rating organization that has
issued, at the request of the Corporation, a rating in effect for any unenhanced Outstanding Bonds.
“Rating Confirmation” means, with respect to a proposed action with respect to any
Bonds, a written confirmation from each Rating Agency to the effect that such action will not
cause such Rating Agency to lower, suspend or withdraw the rating then assigned by such Rating
Agency to such Bonds.
“Record Date” means the last Business Day of the calendar month preceding a
Distribution Date, or such other date as may be specified by this Indenture or an Officer’s
Certificate; and the Corporation or the Trustee may in its discretion establish special record dates
for the determination of the Holders of Bonds for various purposes hereof, including giving
consent or direction to the Trustee.
“Refunded Bonds” means, collectively, the Series 2008 Bonds and the Series 2012 Bonds.
“Refunding Bonds” means Additional Bonds issued pursuant to Section 3.01 for the
purposes of refunding any Outstanding Bonds.
“Required Defeasance Amortization” means the mandatory redemption of Defeased
Turbo Term Bonds required by the provisions of Section 2.02(b) of this Indenture
“Residual Certificate” means an instrument substantially in the form of Exhibit 5 hereto.
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“Revenues” means the Tobacco Settlement Revenues and all aid, rents, fees, charges,
payments, investment earnings and other income and receipts (including Bond proceeds but only
to the extent deposited in an Account) paid or payable to the Corporation or the Trustee for the
account of the Corporation or the Beneficiaries.
“S&P” means Standard & Poor’s Ratings Services; references to S&P are effective so long
as S&P is a Rating Agency.
“Securities Depository” means DTC or another securities depository specified by Series
Supplement, or if the incumbent Securities Depository resigns from its functions as depository of
the Bonds or the Corporation discontinues use of the incumbent Securities Depository, then any
other securities depository selected by Officer’s Certificate of the Corporation.
“Semiannual Period” means (a) with respect to collections received in January, February
and March, each six-month period beginning February 1 or August 1, and (b) with respect to all
other collections, each six-month period beginning May 1 or November 1.
“Senior Bonds” means the Series 2021A-1 Bonds, the Series 2021A-2 Bonds and any
Additional Bonds issued as Senior Bonds in compliance with Section 3.01(b).
“Senior Debt Service Account” means the Account within the Bond Fund so designated
and established pursuant to Section 5.01.
“Senior Liquidity Reserve Account” means the Account within the Bond Fund so
designated and established pursuant to Section 5.01.
“Senior Liquidity Reserve Requirement” means, for as long as any Series 2021A Bonds
are Outstanding, an amount equal to $[
] and otherwise $0; provided, however, that at
the option of the Corporation, with a Rating Confirmation for any Bonds which are then rated by
a Rating Agency, the Senior Liquidity Reserve Requirement applicable on and after June 1, 2031
may be changed to an amount equal to Maximum Annual Senior Bond Debt Service each year for
as long as any Senior Bonds are Outstanding, and otherwise $0.
“Senior Payment Default” means a failure to pay when due any principal or interest on
any Senior Bonds, including any failure to pay when due any Serial Maturity, Sinking Fund
Installment or Term Bond Maturity with respect to any Senior Bonds.
“Senior Residual Rights” means the rights of the holder of the Residual Certificate to all
Unencumbered Revenues pursuant to the terms of the Indenture.
“Serial Maturity” means the Series 2021A-1 and Series 2021A-2 Bonds maturing on and
after June 1, ____ through and including June 1, ____, and any other Bonds so specified in a Series
Supplement.
“Series” means all Bonds so identified in a Series Supplement, regardless of variations in
class, maturity, interest rate or other provisions, and any Bonds thereafter delivered in exchange
or replacement therefor.
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“Series Supplement” means a resolution or Supplemental Indenture described in
Section 3.01, or a supplement thereto.
“Series 2008 Bonds” means, collectively, the Corporation’s Tobacco Settlement AssetBacked Bonds, Series 2008A Bonds, Tobacco Settlement Asset-Backed Bonds, Series 2008B
Bonds, Tobacco Settlement Asset-Backed Bonds, Series 2008C Bonds and Tobacco Asset-Backed
Bonds, Series 2008D Bonds, in each case issued pursuant to the Original Indenture.
“Series 2012 Bonds” means the Corporation’s Tobacco Settlement Asset-Backed Bonds,
Series 2012A and the Corporation’s Tobacco Settlement Asset-Backed Bonds, Series 2012B, in
each case issued pursuant to the Series 2012 Indenture.
“Series 2012 Indenture” means that certain indenture, dated as of March 1, 2012, by and
between the Corporation and The Bank of New York Mellon, as trustee thereunder.
“Series 2021 Bonds” means, collectively, the Series 2021A-1 Bonds, the Series 2021A-2
Bonds, the Series 2021B-1 Bonds and the Series 2021B-2 Bonds.
“Series 2021 Delivery Date” means __________, 2021.
“Series 2021 Offering Circular” means the final offering circular, dated __________,
2021, relating to the Series 2021 Bonds.
“Series 2021 Preliminary Offering Circular” means the preliminary offering circular,
dated __________, 2021, relating to the Series 2021 Bonds.
“Series 2021 Underwriters” means the municipal securities dealers named in the Series
2021 Underwriting Agreement.
“Series 2021 Underwriting Agreement” means the Bond Purchase Contract dated
__________, 2021, between the Corporation and the Series 2021 Underwriters, relating to the
Series 2021 Bonds.
“Series 2021A-1 Bonds” means the Corporation’s $__________ Tobacco Settlement
Asset-Backed Senior Bonds, Series 2021A-1 (Federally Taxable), initially dated __________,
2021, including any Bonds issued in exchange or replacement therefor.
“Series 2021A-2 Bonds” means the Corporation’s $__________ Tobacco Settlement
Asset-Backed Senior Bonds, Series 2021A-2, initially dated __________, 2021, including any
Bonds issued in exchange or replacement therefor.
“Series 2021B-1 Bonds” means the Corporation’s $__________ Tobacco Settlement
Asset-Backed Subordinate Bonds, Series 2021B-1, initially dated __________, 2021, including
any Bonds issued in exchange or replacement therefor.
“Series 2021B-2 Bonds” means the Corporation’s $__________ Tobacco Settlement
Asset-Backed Subordinate Bonds, Series 2021B-2, initially dated __________, 2021, including
any Bonds issued in exchange or replacement therefor.
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“Sinking Fund Installment” means each respective payment of principal to be made on
Term Bonds that are Senior Bonds scheduled to be made as set forth in a Series Supplement.
“SPE” means Suffolk County Residual Trust, a Delaware business trust.
“State” means the State of New York.
“Subordinate Bonds” means the Series 2021B-1 Bonds and the Series 2021B-2 Bonds
and any Additional Bonds other than Senior Bonds.
“Subordinate Debt Service Account” means the Account within the Bond Fund so
designated and established pursuant to Section 5.01.
“Subordinate Extraordinary Payment Account” means that Account within the Bond
Fund so designated and established pursuant to Section 5.01.
“Subordinate Liquidity Reserve Account” means the Account within the Bond Fund so
designated and established pursuant to Section 5.01.
“Subordinate Liquidity Reserve Requirement” means an amount equal to $[
]
for so long as any Series 2021B-1 Bonds are Outstanding or otherwise $0, which amount may (but
is not required to) be amended upon the issuance of Additional Bonds or Refunding Bonds that
constitute Subordinate Bonds in accordance with the applicable Series Supplement.
“Subordinate Payment Default” means a failure to pay when due any principal or interest
on any Subordinate Bonds, including any failure to pay when due any Turbo Term Bond Maturity
with respect to any Subordinate Bonds that are Turbo Term Bonds. Failure to make Turbo
Redemptions with respect to any Turbo Term Bonds (including the Series 2021B-1 Bonds or
Series 2021B-2 Bonds that are Turbo Term Bonds) will not constitute a Subordinate Payment
Default or any other Event of Default to the extent that such failure results from the insufficiency
of Collections.
“Subordinate Residual Rights” means the rights of the holder of the Residual Certificate,
as stated therein, other than the right to receive Unencumbered Revenues.
“Supplemental Indenture” means a Series Supplement or supplement hereto adopted and
becoming effective in accordance with the terms hereof. Any provision that may be included in a
Series Supplement or Supplemental Indenture is also eligible for inclusion in the other subject to
the provisions hereof
“Surplus Account” means the Account held by the Trustee pursuant to Section 5.01 of
this Indenture.
“Taxable Bonds” means all Bonds so identified herein or in the Series Supplement relating
to such Bonds.
“Tax-Exempt Bonds” means all Bonds so identified herein or in the Series Supplement
relating to such Bonds.
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“Tax Obligations” means, with respect to the issuance of Tax-Exempt Bonds, if any, the
rebate requirement and any penalties, fines or other payments required to be made to the United
States of America under the arbitrage or rebate provisions of the Code.
“Term Bond Maturity” means the principal payment required to be made upon the final
maturity of any Term Bond, as set forth in a Series Supplement.
“Term Bonds” means the Bonds so specified in a Series Supplement.
“Tobacco Settlement Revenues” means the Annual Payments (as described in the MSA)
that are owned by and payable to the Corporation pursuant to the MSA, the Consent Decree and
the Agreement, and the right to receive the same.
“Total Lump Sum Payment” means a final payment under the MSA from all of the
Participating Manufacturers that results in, or is due to, a release of all of the Participating
Manufacturers from all of their future payment obligations under the MSA.
“Turbo Redemption Account” means the Account so designated and established pursuant
to Section 5.01 hereof
“Turbo Redemptions” means the redemptions of the Bonds, beginning on the date or
dates set forth therefor in the Indenture (including an applicable Series Supplement), from amounts
on deposit in the Turbo Redemption Account pursuant to Section 5.03(b)(8) or 5.06(h) of this
Indenture.
“Turbo Term Bonds” means (a) the Series 2021B-1 and the Series 2021B-2 Bonds and
(b) such maturities of Bonds as are designated as Turbo Term Bonds in the applicable Series
Supplement.
“Undertaking” means the Corporation’s covenant in Section 6.05.
“Unencumbered Revenues” means a portion of the Tobacco Settlement Revenues and
Lump Sum Payments received by or on behalf of the Corporation on and after January 1, 2022
through and including December 31, 2048 in the amount of $1,500,000 in each calendar year.
“Unencumbered Revenues Subaccount” means the subaccount so designated and
established within the Collection Fund pursuant to Sections 5.01 and 5.03 of this Indenture.
“Written Notice”, “written notice” or “lattice in writing” means notice in writing which
may be delivered by hand or first class mail and also means facsimile transmission.
SECTION 1.02 Interpretation. Articles and Sections referred to by number shall mean
the corresponding Articles and Sections of this Indenture.
(a)
Words of the masculine gender shall mean and include correlative words of the
feminine and neuter genders and words importing the singular number shall mean and include the
plural number and vice versa.
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(b)
Words importing persons shall include firms, associations, partnerships (including
limited partnerships), trusts, corporations and other legal entities, including public bodies, as well
as natural persons, and shall include successors and assigns.
(c)
The terms “hereby”, “hereof’, “herein”, “hereunder” and any similar terms, as used
in this Indenture, refer to this Indenture; and the term “date hereof’ means, the term “hereafter”
means after, and the term “heretofore” means before, the date of delivery of the Series 2021 Bonds.
(d)

The word “including” means “including without limitation”.

(e)

The word “or” is used in its inclusive sense.

(f)
Any headings preceding the texts of the several Articles and Sections of this
Indenture, and any table of contents or marginal notes appended to copies hereof, shall be solely
for convenience of reference, and shall not constitute a part of this Indenture, nor shall they affect
its meaning, construction or effect.
(g)
As used in this Indenture and in any certificate or other document made or delivered
pursuant hereto or thereto, accounting terms not defined in this Indenture or in any such certificate
or other document, and accounting terms partly defined in this Indenture or in any such certificate
or other document to the extent not defined, shall have the respective meanings given to them
under generally accepted accounting principles. To the extent that the definitions of accounting
terms in this Indenture or in any such certificate or other document are inconsistent with the
meanings of such terms under generally accepted accounting principles, the definitions contained
in this Indenture or in any such certificate or other document shall control.
(h)
In the event that any provision of this Indenture shall be held to be invalid in any
circumstance, such invalidity shall not affect any other provisions or circumstances.
ARTICLE II.
PLEDGE
SECTION 2.01 Security and Pledge.
The Corporation hereby assigns, pledges and grants to the Trustee, in trust upon the terms
hereof, all of its right, title and interest, whether now owned or hereafter acquired, in, to, and under,
and a security interest in, all of the following, subject to the following paragraph: (a) the Pledged
Revenues, (b) all rights to receive the Pledged Revenues and the proceeds of such rights, (c) all
Accounts and assets thereof, including money, general intangibles, investment property or other
personal property, held by the Trustee hereunder, (d) all rights and interest of the Corporation
under the Agreement, including the representations, warranties and covenants of the County in the
Agreement, (e) the Tobacco Assets and payments in respect of Tobacco Assets, (f) all proceeds of
the foregoing, and (g) any and all other property of every kind and nature from time to time
hereafter, by delivery or by writing of any kind, conveyed, pledged, assigned or transferred as and
for additional security hereunder (collectively, the “Trust Estate”).
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Except as specifically provided herein, the assignment, pledge and grant of this
Section 2.01 does not include (i) the rights of the Corporation in and to the Unencumbered
Revenues, (ii) the rights of the Corporation pursuant to provisions for consent or other action by
the Corporation, notice to the Corporation, indemnity or the filing of documents with the
Corporation, or otherwise for its benefit and not for that of the Beneficiaries, or (iii) Section 2.03
of the Agreement, nor does this Section 2.01 preclude the Corporation’s enforcement of its rights
under and pursuant to the Agreement for the benefit of the Trustee as provided herein.
The Corporation will implement, protect and defend the assignment, pledge and grant by
all appropriate legal action, the cost thereof to be an Operating Expense. The foregoing pledge,
assignment and grant shall secure the payment of Bonds and the Residual Certificate, with the
respective priorities specified herein. The lien of such pledge, assignment and security interest
and the obligation to perform the contractual provisions hereby made shall have priority over any
or all other obligations and liabilities of the Corporation secured by the Trust Estate.
SECTION 2.02 Defeasance. (a) When (i) there is held by or for the account of the
Trustee Defeasance Collateral in such principal amounts, bearing fixed interest at such rates and
with such maturities as will provide sufficient funds to pay or redeem all or any portion of
Outstanding Bonds in accordance with their terms and all or any portion of obligations to
Beneficiaries (the holders of said Bonds and such Beneficiaries herein called the “Defeased
Beneficiaries”) (to be verified by a nationally recognized firm of independent certified public
accountants), but excluding the Subordinate Residual Rights of the holder of the Residual
Certificate, (ii) any required notice of redemption shall have been duly given in accordance with
this Indenture or irrevocable written instructions to give notice shall have been given to the Trustee,
and (iii) all the rights hereunder of the Fiduciaries have been provided for, then upon written notice
from the Corporation to the Trustee, such Defeased Beneficiaries shall cease to be entitled to any
benefit or security under this Indenture except the right to receive payment of the funds so held
and other rights which by their nature cannot be satisfied prior to or simultaneously with
termination of the lien hereof; the security interests created by this Indenture with respect to such
Defeased Beneficiaries (except in such funds and investments) shall terminate, and the Corporation
and the Trustee shall execute and deliver such instruments as may be necessary to discharge the
Trustee’s lien and security interests created hereunder with respect to such Defeased Beneficiaries.
Upon such defeasance, the funds and investments required to pay or redeem such Bonds and other
obligations to such Defeased Beneficiaries shall be irrevocably set aside for that purpose, subject,
however, to Section 5.08, and money held for defeasance shall be invested only as provided in this
Section and applied by the Trustee and other Paying Agents, if any, to the retirement of such Bonds
and such other obligations. Upon defeasance of all Outstanding Bonds and Beneficiaries, any
funds or property held by the Trustee and not required for payment or redemption of such Bonds
and such other obligations to Defeased Beneficiaries and Fiduciaries in full shall be distributed to
the order of the Corporation.
(b)
Subject to the requirements of the Code, when the Corporation shall have
determined to retire and defease all or any portion of the Series 2021 Bonds, the Corporation shall
establish a defeasance escrow that: (i) redeems on the earliest possible date any Series 2021B-1
Bonds or the Series 2021B-2 Bonds, as applicable that were projected to be redeemed from Turbo
Redemptions as set forth in the applicable Defeasance Turbo Schedule but, as of the date of such
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redemption, have not been paid or redeemed and (ii) thereafter, redeems Series 2021B-1 Bonds or
the Series 2021B-2 Bonds, as applicable.
(c)
Turbo Redemption Schedule. The requirements for defeasance of Turbo Term
Bonds of any other Series shall be as set forth in the Series Supplement pursuant to which such
Turbo Term Bonds were issued.
ARTICLE III.
THE BONDS
SECTION 3.01 Bonds of the Corporation.
(a)
There are hereby authorized (i) a Series of Senior Bonds, constituting Taxable
Bonds, Current Interest Bonds and Serial Bonds, in the aggregate initial principal amount of
$________, distinguished from the Bonds of all other Series by the title “Tobacco Settlement
Asset-Backed Senior Bonds, Series 2021A-1”, (ii) a Series of Senior Bonds, constituting TaxExempt Bonds, Current Interest Bonds and Term Bonds, in the aggregate initial principal amount
of $___________, distinguished from the Bonds of all other Series by the title “Tobacco
Settlement Asset-Backed Senior Bonds, Series 2021A-2”, (iii) a Series of Subordinate Bonds,
constituting Tax-Exempt Bonds and Turbo Term Bonds, in the aggregate initial principal amount
of $_____________, distinguished from the Bonds of all other Series by the title “Tobacco
Settlement Asset-Backed Subordinate Bonds, Series 2021B-1”, and (iv) a Series of Subordinate
Bonds, constituting Tax-Exempt Bonds, Capital Appreciation Bonds and Turbo Term Bonds, in
the aggregate initial principal amount of $___________, distinguished from the Bonds of all other
Series by the title “Tobacco Settlement Asset-Backed Subordinate Bonds, Series 2021B-2”.
Upon receipt of the proceeds of the Series 2021 Bonds, the Corporation shall apply such
proceeds as follows: (i) the Costs of Issuance of the Series 2021 Bonds shall be disbursed pursuant
to Officers’ Certificates; and (ii) the balance of such proceeds shall be paid applied to the refunding
of the Refunded Bonds.
Details of the Series 2021A-1 Bonds. The Series 2021A-1 Bonds shall be issued as fully
registered bonds, dated the Series 2021 Delivery Date, in the denomination of $5,000 each or any
integral multiple thereof, shall have the respective Maturity Dates shown for such Bonds and shall
be redeemable prior to maturity as set forth on Exhibit 1 hereto. The Series 2021A-1 Bonds shall
be substantially in the form included in Exhibit 2A hereto (with such additions, deletions or other
variations as shall be authorized by an Authorized Officer, his authorization to be conclusively
evidenced by his execution of the Series 2021A-1 Bonds) and shall be numbered from RA-1-1
upwards.
Details of the Series 2021A-2 Bonds. The Series 2021A-2 Bonds shall be issued as fully
registered bonds, dated the Series 2021 Delivery Date, in the denomination of $5,000 each or any
integral multiple thereof, shall have the respective Maturity Dates shown for such Bonds and shall
be redeemable prior to maturity as set forth on Exhibit 1 hereto. The Series 2021A-2 Bonds shall
be substantially in the form included in Exhibit 2B hereto (with such additions, deletions or other
variations as shall be authorized by an Authorized Officer, his authorization to be conclusively
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evidenced by his execution of the Series 2021A-2 Bonds) and shall be numbered from RA-2-1
upwards.
Details of the Series 2021B-1 Bonds. The Series 2021B-1 Bonds shall be issued as fully
registered bonds, dated the Series 2021 Delivery Date, in the denomination of $5,000 each or any
integral multiple thereof, shall have the respective Maturity Dates shown for such Bonds and shall
be redeemable prior to maturity as set forth on Exhibit 1 hereto. The Series 2021B-1 Bonds shall
be substantially in the form included in Exhibit 2C hereto (with such additions, deletions or other
variations as shall be authorized by an Authorized Officer, his authorization to be conclusively
evidenced by his execution of the Series 2021B-1 Bonds) and shall be numbered from RB-1-1
upwards.
Details of the Series 2021B-2 Bonds. The Series 2021B-2 Bonds shall be issued as fully
registered bonds, dated the Series 2021 Delivery Date, in the denomination (at maturity) of $5,000
each or any integral multiple thereof, shall have the respective Maturity Dates shown for such
Bonds and shall be redeemable prior to maturity as set forth on Exhibit 1 hereto. The Series
2021B-2 Bonds shall be substantially in the form included in Exhibit 2D hereto (with such
additions, deletions or other variations as shall be authorized by an Authorized Officer, his
authorization to be conclusively evidenced by his execution of the Series 2021B-2 Bonds) and
shall be numbered from RB-1 upwards.
Prior to its Maturity Date, each Series 2021B-2 Bond shall bear interest from the Series
2021 Delivery Date, which interest shall accrue and shall not be payable, at the respective rate
shown on Exhibit 1 hereto, compounded semiannually, subject to rounding so that the Accreted
Values thereof will be the respective amounts set forth in the Table of Accreted Values set forth
in the aforementioned form of Series 2021B-2 Bond.
(b)
By Series Supplement complying procedurally and in substance with this
Indenture, the Corporation may authorize, issue, sell and deliver Additional Bonds from time to
time in such principal amounts as the Corporation shall determine; and may issue Refunding Bonds
to renew or refund Bonds by exchange, purchase, redemption or payment.
(i)
Refunding Bonds may be issued to refund all Bonds in whole (including the
funding of defeasance escrows and deposits to Accounts in connection with such issuance).
(ii)
Additional Bonds may be issued for any purpose at the discretion of the
Corporation, including Refunding Bonds issued to refund Bonds in part (including the
funding of defeasance escrows and deposits to Accounts in connection with such issuance),
but only if upon the issuance of such Additional Bonds: (A) no Event of Default shall have
occurred and is continuing with respect to (x) if such Additional Bonds proposed to be
issued are Senior Bonds, the Senior Bonds then Outstanding or (y) if such Additional
Bonds proposed to be issued are Subordinate Bonds, the Subordinate Bonds then
Outstanding; (B) 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 by the
Corporation on the basis of new projections on the date of issuance of the Additional Bonds
will not exceed (x) the remaining expected weighted average life of each such Turbo Term
Bond as computed by the Corporation on the basis of new projections assuming that no
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such Additional Bonds are issued plus (y) one year; and (C) a Rating Confirmation is
received for any Bonds which are then rated by a Rating Agency that will remain
Outstanding after the date of issuance of the Additional Bonds.
(c)
The Bonds of each Series other than the Series 2021 Bonds shall be issued
substantially in the form of Exhibit 2 hereto, with such additions, deletions or other variations as
shall be authorized in the Series Supplement related thereto. The Bonds shall bear such dates,
mature at such times, subject to such terms of payment, bear interest at such fixed rates, be in such
form and denomination, carry such registration privileges, be executed in such manner, and be
payable in such medium of payment, at such place and subject to such terms of redemption, as the
Corporation may provide. The Bonds may be sold by the Corporation at public or private sale.
The proceeds of each series of Bonds shall be applied as provided in the related Series Supplement.
(d)
The Bonds shall be executed in the name of the Corporation by the signature or
facsimile signature of an Authorized Officer. The authenticating certificate of the Trustee shall be
manually signed. Coupons attached to a Coupon Bond shall be authenticated by the facsimile or
manual signature of an Authorized Officer unless the Corporation shall, in the Series Supplement
relating to such Coupon Bond, or by resolution or otherwise, provide that such coupons shall be
authenticated by the facsimile or manual signature of the Trustee. Obligations executed as set
forth above shall be valid and binding obligations when duly delivered, notwithstanding the fact
that before the delivery thereof the persons executing the same shall have ceased in office or others
may have been designated to perform such functions.
(e)
Without limiting authority elsewhere conferred, the officers of the Corporation and
each of them are hereby (i) designated to execute and deliver such documents, agreements,
instruments and certifications as may be necessary to give effect to the Indenture, and (ii)
authorized to execute, and to authorize or ratify the distribution of, the Series 2021 Underwriting
Agreement, the Series 2021 Preliminary Offering Circular and the Series 2021 Offering Circular.
All preparatory actions previously taken by the Authorized Officers, or by the County on behalf
of the Corporation, are hereby ratified.
SECTION 3.02 Documents to be Delivered to Trustee. The Corporation may from
time to time request the authentication and delivery of a Series of Bonds by providing to the
Trustee (at or prior to such authentication and delivery) the following:
(a)
Copies of the Agreement and each applicable Series Supplement, certified by an
Authorized Officer of the Corporation;
(b)
In the case of Additional Bonds, an Officer’s Certificate of the Corporation showing
compliance with Section 3.01(b);
(c)
An opinion of Counsel as to the due authorization, execution and delivery by the
Corporation of this Indenture and each relevant Supplemental Indenture; to the effect that the
Series Supplement is in full force and effect and that the Bonds being issued are valid and binding
obligations of the Corporation secured by the perfected lien and security interest of this Indenture
in the collateral; and after delivery of the Series 2021 Bonds, to the effect that the issuance of such
Bonds will not adversely affect the exclusion from gross income for federal income tax purposes
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of interest on Tax-Exempt Bonds theretofore issued (as set forth in the opinions delivered with
such prior Bonds);
(d)

Such other documents as may be required by the applicable Series Supplements;

and
(e)
An Officer’s Certificate of the Corporation to the effect that the applicable
conditions to the issuance of Bonds set forth herein and in each applicable Series Supplement have
been met; and requesting the Trustee’s authentication of the Series of Bonds.
SECTION 3.03 Transfer, Conversion and Replacement of Bonds. (a) Transfer. A
registered Bond shall be transferable upon presentation to the Trustee with a written transfer of
title of the registered owner. Such transfer shall be dated, and signed by such registered owner, or
his legal representatives, and shall be duly acknowledged or proved, or the signature certified as
to its genuineness by an officer of a securities dealer, bank or trust company. The name of the
transferee shall be entered in the books kept by the Trustee and
(1)
the transferee shall be provided with a new Bond, of substantially the same
form and tenor as the Bond presented, except as provided below;
(2)
the new Bond shall be signed and attested, either (A) by manual or facsimile
signature by the appropriate persons in office at the time of delivery to the transferee, or
(B) by facsimile signature of the appropriate persons in office at the time of issuance;
(3)
the new Bond shall be executed as of the date of the Bond presented and
shall be authenticated as of the date of delivery of the new Bond;
(4)
the Bond presented shall be cancelled and destroyed and a certificate of
destruction shall be filed with the Corporation and the Trustee;
(5)
no interest shall be paid on a Bond issued in registered form until the name
of the payee has been inserted therein and such Bond has been registered as provided
herein; and
(6)
the principal of, redemption premium, if any, and interest on a Bond which
has been registered shall be payable only to the registered owner, his legal representatives,
successors or transferees.
(b)
Conversion. With the prior consent of the Trustee, the Corporation may provide
by Series Supplement for conversion of registered Bonds into Coupon Bonds, conversion of
Coupon Bonds into registered Bonds, and such other matters as it may deem necessary in
connection with the issuance of Coupon Bonds.
(c)
Replacement. The Corporation may issue, and the Trustee shall authenticate, a new
Bond or coupon to replace one lost, destroyed, partially destroyed or defaced, in accordance with
the following:
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(1)
furnish:

If the Bond or coupon is claimed to be lost or destroyed, the owner shall
(A)

Proof of ownership.

(B)

Proof of loss or destruction

(C)
In the case of a coupon, and in the case of a Bond if such Bond was
payable to bearer, security to be approved by the Corporation and the Trustee,
sufficient to indemnify the Corporation and the Trustee against any loss or damage
that may be incurred by it on account of the Bond or coupon so claimed to be lost
or destroyed. Such security, when the approval of the Corporation and the Trustee
has been indicated thereon, shall be filed in the office of the Corporation and the
Trustee.
(D)
Payment of the cost of preparing, issuing, mailing, shipping or
insuring the new Bond or coupon.
(2)
If the Bond or coupon is defaced or partially destroyed; the owner shall
surrender such Bond or coupon and pay the cost of preparing and issuing the new Bond or
coupon.
(3)
The new Bond or coupon shall be of substantially the same form and tenor
as the one originally issued, except that it shall be signed either by (A) the manual or
facsimile signature of the appropriate person or persons in the office at the time of the
reissuance, or (B) the facsimile signature of the appropriate person or persons in office at
the time of the original issuance or any time between original issuance and reissuance. The
new Bond shall be authenticated in the manner provided herein. If the Bond or coupon is
issued in the place of one claimed to be lost or destroyed, it shall in addition state upon the
back thereof that it is issued in the place of such Bond or coupon claimed to have been lost
or destroyed, and, where applicable, that adequate security or indemnity for its payment in
full at maturity is filed with the Corporation and the Trustee. The Trustee shall make an
appropriate entry in its records of any new Bond or coupon issued pursuant to this section.
The Trustee shall have no responsibility to monitor or restrict the transfer of beneficial
ownership in any Bond registered in the name of DTC or its nominee, an interest in which is
transferable through DTC.
SECTION 3.04 Securities Depositories. (a) Immobilized Bonds. Unless otherwise
provided by Series Supplement, the Bonds, upon original issuance, will be issued in the form of
typewritten Bonds, to be delivered to the order of DTC by or on behalf of the Corporation. Such
Bonds shall initially be registered in the name of. DTC and no beneficial owner will receive a
certificate representing an interest in any Bond, except as provided in Section 3.04(b). Unless and
until Bonds of a Series have been issued to Holders other than DTC:
(1)
the Corporation and each Fiduciary shall be entitled to deal with DTC for
all purposes of this Indenture (including the payment of principal of and interest on such
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Bonds and the giving of notices, instructions or directions hereunder) as the sole Holder of
such Bonds;
(2)

the rights of beneficial owners shall be expired only through DTC; and

(3)
to the extent that the provisions of this Section 3.04(a) conflict with any
other provisions of this Indenture except express terms of a Series Supplement or
Section 6.05, the provisions of this Section shall control; to the extent that the provisions
of this section conflict with the express terms of a Series Supplement or Section 6.05, such
Series Supplement or Section 6.05 shall control.
(b)
Withdrawal from DTC. If (1) the Corporation advises the Trustee in writing that
DTC is no longer willing or able to properly discharge its responsibilities with respect to the Bonds
or a Series or other portion thereof, and the Corporation is unable to locate a qualified successor
Securities Depository, (2) the Corporation at its option advises the Trustee in writing that it elects
to terminate the book-entry system through DTC or (3) after the occurrence of any Event of
Default, beneficial owners representing a Majority in Interest of the Bonds held by DTC advise
DTC in writing that the continuation of a book-entry system through DTC is no longer in the best
interests of the beneficial owners, then DTC shall notify its Participants and the Trustee of the
occurrence of any such event and of the availability of Bonds to registered owners requesting the
same. Upon surrender to the Trustee of the typewritten Bonds by DTC, accompanied by
registration instructions, the Corporation shall execute and provide to the Trustee, and the Trustee
shall authenticate, Bonds in accordance with the instructions of DTC. None of the Corporation,
the County or the Trustee shall be liable for any delay in delivery of such instructions and may
conclusively rely on, and shall be fully protected in relying on, such instructions. Unless otherwise
specified by Series Supplement or Officer’s Certificate, the regular record date shall in that event
be the close of business on the tenth Business Day preceding a Distribution Date.
ARTICLE IV.
THE RESIDUAL CERTIFICATE
SECTION 4.01 Sources of Payment. Subject to the provisions of this Indenture for the
benefit of the Holders and Fiduciaries, all Collections shall be paid to the registered owner of the
Residual Certificate.
SECTION 4.02 Delivery to SPE. At delivery of the Series 2008 Bonds, the Residual
Certificate was delivered to, and registered on the books of the Corporation kept by the Trustee in
the name of, the SPE in exchange for the beneficial interest in the SPE. Upon the Corporation’s
simultaneous transfer to the County of such beneficial interest in the SPE pursuant to the
Agreement, the Residual Certificate, among other things, implemented the payment to the County
of (i) the Unencumbered Revenues and (ii) to the extent applicable, the net proceeds of Bonds
issued subsequent to issuance of the Series 2008 Bonds.
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ARTICLE V.
FLOW OF FUNDS
SECTION 5.01 Funds and Accounts. The following funds and separate Accounts
within funds are hereby established and shall be held and maintained by the Trustee:
Bond Fund, and therein:
Senior Debt Service Account
Senior Liquidity Reserve Account
Subordinate Debt Service Account
Subordinate Liquidity Reserve Account
Turbo Redemption Account;
Subordinate Extraordinary Payment Account;
Surplus Account; and
Lump Sum Redemption Account
Costs of Issuance Fund; and
Collection Fund, and therein:
Pledged Revenues Subaccount
Unencumbered Revenues Subaccount
SECTION 5.02 Costs of Issuance. Upon issuance of a Series of Bonds, the amount of
proceeds thereof specified in the Series Supplement relating to such Bonds shall be deposited in
the Costs of Issuance Fund for payment of the Costs of Issuance. Payments of the Costs of
Issuance not paid at the time a Series of Bonds is issued shall be made by the Trustee upon receipt
of an Officer’s Certificate stating with respect to each payment the name of each payees, the
amount payable to each payee and that each payment constitutes Costs of Issuance. Any money
or investments held in the Costs of Issuance Fund in excess of the amount required to pay any
Costs of Issuance then unpaid, as determined in accordance with an Officer’s Certificate, shall be
transferred to the Collection Fund.
SECTION 5.03 Application of Revenues. (a) Any Tobacco Settlement Revenues,
Lump Sum Payments and Total Lump Sum Payments received by the Corporation or the Trustee
shall be promptly (and in no event later than two (2) Business Days after receipt) deposited in the
Collection Fund and the Trustee shall promptly notify the Corporation and the County of such
receipt; provided, however, that any such amounts constituting Unencumbered Revenues shall be
deposited in the Unencumbered Revenues Subaccount and all other such amounts shall be
deposited in the Pledged Revenues Subaccount. All Collections that have been identified by an
Officer’s Certificate as consisting of Lump Sum Payments or 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 following Distribution Date) transferred to the Lump Sum Redemption Account
and applied as described in Section 5.03(d) or (e), as applicable, in accordance with the instructions
received by the Trustee pursuant to an Officer’s Certificate. As soon as possible but in any event
not later than two (2) Business Days following each deposit of Tobacco Settlement Revenues,
Lump Sum Payments and Total Lump Sum Payments in the Collection Fund, there shall be paid
from the Unencumbered Revenues Subaccount to the holder of the Residual Certificate all
Unencumbered Revenues on deposit therein. Unencumbered Revenues shall not be invested by
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the Corporation or by the Trustee. At such time as all Bonds are Defeased Bonds, all amounts
held in Accounts hereunder, other than the Collection Fund, not needed to pay Defeased Bonds
shall be transferred to the Collection Fund.
As soon as possible but in any event not later than the Deposit Date following each deposit
of Revenues to the Collection Fund (and subject to the first paragraph of this Section 5.03(a) with
regard to the disposition of Unencumbered Revenues), the Trustee shall withdraw Collections on
deposit in the Pledged Revenues Subaccount and transfer such amounts to the parties and accounts
identified below (after credit for any such amounts previously transferred to an account for such
purpose) in the order of priority as follows, provided, however, that investment earnings on
amounts in the Funds and Accounts (other than the Senior Liquidity Reserve Account and the
Subordinate Liquidity Reserve Account during the period that no Event of Default has occurred
and is continuing, investment earnings on which shall be retained in the respective Account until
the amounts on deposit therein are at least equal to the Senior Liquidity Reserve Requirement or
the Subordinate Liquidity Reserve Requirement, as applicable) will be deposited directly to the
Senior Debt Service Account or, if no Senior Bonds are then Outstanding, to the Subordinate Debt
Service Account (but, in the case of such investment earnings, only to the extent necessary to cause
(i) the amounts on deposit in the Senior Debt Service Account to equal the sum of interest and
principal due on the next succeeding Distribution Date, (ii) the amounts on deposit in the
Subordinate Debt Service Account to equal the sum of interest and principal due on Subordinate
Bonds on the next succeeding Distribution Date, and (iii) otherwise directly to the Turbo
Redemption Account):
(1)
(A) to the Trustee the amount required to pay the Trustee fees and expenses
(including reasonable attorney’s fees, if applicable) due during the current Bond Year and,
if the Deposit Date is during the period from January 1 through June 30 of any year, during
the first full six months of the next Bond Year and (B) to the Corporation an amount
specified by Officer’s Certificate for Operating Expenses (provided that such amounts paid
pursuant to clauses (A) and (B) shall not exceed the Operating Cap), plus the amount
necessary to provide for any penalties, fines or other payments required to be made to the
United States of America under the arbitrage or rebate provisions of the Code, in each case
for the current Bond Year and, if the Deposit Date is between January 1 and June 30, for
the first full six months of the following Bond Year;
(2)
to the Senior Debt Service Account an amount sufficient to cause the
amount therein to equal interest (including interest at the stated rate on the principal of
Outstanding Senior Bonds and on overdue interest, if any) due on Senior Bonds on the next
succeeding Distribution Date, together with any unpaid interest on Senior Bonds due on
prior Distribution Dates, pro rata, based upon the respective amounts of interest due;
(3)
to the Senior Debt Service Account an amount sufficient to cause the
amount therein (exclusive of the amount on deposit therein under clause (2) above) to equal
the principal due on Senior Bonds during the current Bond Year;
(4)
unless a Senior Payment Default has occurred and is continuing, to
replenish the Senior Liquidity Reserve Account until the amount on deposit therein equals
the Senior Liquidity Reserve Requirement;
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(5)
if a Subordinate Payment Default has occurred, to the Subordinate
Extraordinary Payment Account all amounts remaining in the Collection Fund up to the
amount required to fully retire all of the Outstanding Subordinate Bonds, including all
interest and principal thereon;
(6)
to the Subordinate Debt Service Account an amount sufficient to cause the
amount therein to equal interest (including interest at the stated rate on the principal of
Outstanding Subordinate Bonds) due on Subordinate Bonds on the next succeeding
Distribution Date;
(7)
to the Subordinate Debt Service Account an amount sufficient to cause the
amount therein (exclusive of the amount on deposit therein under clause (6) above) to equal
the principal due on Subordinate Bonds during the current Bond Year;
(8)
to replenish the Subordinate Liquidity Reserve Account until the amount on
deposit therein equals the Subordinate Liquidity Reserve Requirement;
(9)
to the Senior Debt Service Account the amount which, together with
amounts deposited pursuant to clause (2) above but exclusive of the amounts deposited
therein pursuant to clause (3) above, will be sufficient to cause the amount on deposit
therein to equal interest on Senior Bonds (including interest at the stated rate on the
principal of Outstanding Senior Bonds and on overdue interest, if any) due (a) during the
current Bond Year and (b) if the Deposit Date is during the period from January 1 through
June 30 of any year, during the first full six months of the next Bond Year, assuming that
principal of the Senior Bonds will be paid in the amounts deposited pursuant to clause (3)
above and Turbo Redemptions of Senior Bonds, if any, will be made pursuant to clause
(14) below;
(10) to the Subordinate Debt Service Account the amount which, together with
amounts deposited pursuant to clause (6) above but exclusive of the amounts deposited
therein pursuant to clause (7) above, will be sufficient to cause the amount on deposit
therein to equal interest on Subordinate Bonds (including interest at the stated rate on the
principal of Outstanding Subordinate Bonds) due (a) during the current Bond Year and (b)
if the Deposit Date is during the period from January 1 through June 30 of any year, during
the first full six months of the next Bond Year, assuming that principal of the Subordinate
Bonds will be paid in the amounts deposited pursuant to clause (7) above and Turbo
Redemptions of Subordinate Bonds will be made pursuant to clause (13) below;
(11) to the Corporation to pay Operating Expenses specified by an Officer’s
Certificate in excess of the Operating Cap;
(12) to the Turbo Redemption Account, all amounts remaining in the Pledged
Revenues Subaccount up to the amount necessary to redeem all then Outstanding
Subordinate Bonds that are Turbo Term Bonds;
(13) in the amounts and to the Funds and Accounts established by Series
Supplement for Junior Payments; and
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(14) to the Surplus Account, all amounts remaining in the Pledged Revenues
Subaccount, which, pursuant to the written direction of the Corporation, may either (i) be
applied to redeem Senior Bonds or make open market purchases of Senior Bonds pursuant
to Section 5.06(g) to the extent that Senior Bonds are then Outstanding, or (ii) be paid to
the Residual Trust free and clear of the lien hereof.
After making the deposits set forth above, the Trustee shall compare (i) the amount on
deposit in the Senior Liquidity Reserve Account to (ii) the principal amount of Senior Bonds (other
than the Senior Bonds that, pursuant to the applicable Series Supplement, are not secured by the
Senior Liquidity Reserve Account) that will remain Outstanding after the application of amounts
described below on the related Distribution Date and, if the amount in clause (i) is equal to or
greater than the amount in clause (ii), the Trustee shall withdraw from the Senior Liquidity Reserve
Account an amount sufficient to, and shall, retire the Senior Bonds (other than the Senior Bonds
not secured thereby) in full on such Distribution Date.
Additionally, after making the deposits set forth above, the Trustee shall compare (i) the
amount on deposit in the Subordinate Liquidity Reserve Account to (ii) the principal amount of
Subordinate Bonds (other than the Series 2021B-2 Bonds and any other Subordinate Bonds that,
pursuant to the applicable Series Supplement, are not to be retired by operation of this paragraph)
that will remain Outstanding after the application of amounts described below on the related
Distribution Date and, if the amount in clause (i) is equal to or greater than the amount in clause
(ii), the Trustee shall withdraw from the Subordinate Liquidity Reserve Account an amount
sufficient to, and shall, retire the Subordinate Bonds (other than the Series 2021B-2 Bonds and
such other excluded Subordinate Bonds) in full on such Distribution Date.
(b)
On each Distribution Date (except with respect to clauses (3) and (6) below), the
Trustee will apply amounts in the various Funds and Accounts in the following order of priority
(subject to subsection (f) of this Section 503):
(1)
from the Senior Debt Service Account and the Senior Liquidity Reserve
Account, in that order, to pay interest on the Outstanding Senior Bonds (including interest
on overdue interest, if any) due on such Distribution Date, plus any unpaid interest on
Senior Bonds due on prior Distribution Dates;
(2)
from the Senior Debt Service Account and the Senior Liquidity Reserve
Account, in that order, to pay in order of Maturity Dates, the principal of Senior Bonds due
on such Distribution Date;
(3)
from the Senior Liquidity Reserve Account, any amount remaining in
excess of the Senior Liquidity Reserve Requirement, to the Pledged Revenues Subaccount;
(4)
if a Subordinate Payment Default has occurred, from the Subordinate
Extraordinary Payment Account, the Subordinate Debt Service Account, the Turbo
Redemption Account and the Subordinate Liquidity Reserve Account, if any, to pay
Extraordinary Payments pursuant to Section 5.06(h);
(5)
from the Subordinate Debt Service Account and the Subordinate Liquidity
Reserve Account, in that order, to pay interest on the Outstanding Subordinate Bonds;
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(6)
from the Subordinate Debt Service Account and the Subordinate Liquidity
Reserve Account, in that order, to pay in order of Maturity Dates, the principal of
Subordinate Bonds due on such Distribution Date;
(7)
from the Subordinate Liquidity Reserve Account, any amount remaining in
excess of the Subordinate Liquidity Reserve Requirement, to the Pledged Revenues
Subaccount;
(8)
subject to the requirements of the next paragraph hereof, from the Turbo
Redemption Account, any amounts remaining therein to make Turbo Redemptions; and
(9)

from the Funds and Accounts therefor, to make Junior Payments.

On any Distribution Date, amounts in the Turbo Redemption Account otherwise available
for Turbo Redemptions shall be transferred to the Senior Debt Service Account or, if no Senior
Bonds remain Outstanding, to the Subordinate Debt Service Account, to the extent that amounts
in the Senior Debt Service Account or Subordinate Debt Service Account, as applicable, after the
transfers required above, are insufficient to provide for the full payment of interest and principal
due on Outstanding Senior Bonds or Subordinate Bonds, as applicable, on such Distribution Date.
(c)
(i)
Upon the occurrence of any Senior Payment Default, all Pledged Revenues
(after payment of Trustee fees and other Operating Expenses up to the Operating Cap) will be
applied solely to funding the Senior Debt Service Account until all payments of interest on, Sinking
Fund Installments on, and maturing principal of the Senior Bonds are current and all such Accounts
fully funded as contemplated by Section 5.03(a) and (b) above, after which any remaining Pledged
Revenues may be applied to payment of amounts due on any Outstanding Subordinate Bonds.
(ii)
Upon the occurrence of any Subordinate Payment Default and continuing
on each succeeding Distribution Date commencing with the Distribution Date following such
Subordinate Payment Default, the Trustee shall apply all funds, if any, in the Subordinate
Extraordinary Payment Account, the Subordinate Debt Service Account, the Subordinate Liquidity
Reserve Account and the Turbo Redemption Account to make Extraordinary Payments.
(d)
Upon the receipt of a sum that has been identified by an Officer’s Certificate as a
Lump Sum Payment, on the next Distribution Date following such receipt, the Trustee shall
transfer all proceeds of such Lump Sum Payment to the Lump Sum Redemption Account to pay,
in the following order: (i) past due interest on the Senior Bonds, Pro Rata, (ii) accrued and unpaid
interest on the Senior Bonds, Pro Rata, (iii) principal of the Senior Bonds without premium, when
due, in chronological order of the date on which such principal is due and Pro Rata within such a
principal due date, (iv) past due interest on the Subordinate Bonds, Pro Rata, (v) accrued and
unpaid interest on the Subordinate Bonds, Pro Rata and (vi) principal of the Subordinate Bonds
without premium, when due, in chronological order of the date on which such principal is due and
Pro Rata within such a principal due 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 transfer all proceeds of such Total Lump Sum
Payment to the Lump Sum Redemption Account to pay, in the following order: (i) past due interest
on the Senior Bonds, Pro Rata, (ii) accrued and unpaid interest on the Senior Bonds, Pro Rata, (iii)
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principal of the Senior Bonds, when due, without premium, in chronological order of the date on
which such principal is due and Pro Rata within such a principal due date, (iv) past due interest on
the Subordinate Bonds, Pro Rata, (v) accrued and unpaid interest on the Subordinate Bonds, Pro
Rata and (vi) principal of the Subordinate Bonds, when due, without premium, Pro Rata,
irrespective of any principal due date.
(f)
After making all deposits and payments set forth above, and provided that there are
no Outstanding Bonds, the Trustee shall deliver any amounts remaining in a Fund or Account to
the Surplus Account as provided in Section 5.07.
(g)
Funds in the Operating Account shall be applied by the Trustee at any time, in
accordance with directions in an Officer’s Certificate, to pay Operating Expenses or to fund an
account of the Corporation which will also be free and clear of the lien of this Indenture for
purposes of paying such Operating Expenses.
(h)
The transfers and payments to be made under this Article shall be appropriately
adjusted by Series Supplement or Officer’s Certificate of the Corporation delivered to the Trustee
to reflect the date of issue of Bonds, any accrued or capitalized interest deposited in the Senior
Debt Service Account or the Subordinate Debt Service Account, actual rates of interest, any
amount needed or held in the Accounts for Debt Service, and any purchase or redemption of Bonds,
so that there will be available on each Distribution Date the amount necessary to pay Debt Service
and so that accrued or capitalized interest will be applied to the installments of interest to which it
is applicable.
(i)
Any provision of this Indenture to the contrary notwithstanding, (i) amounts in the
Subordinate Liquidity Reserve Account shall not be applied to any payment on the Series 2021B2 Bonds, and (ii) no payments shall be made on the Series 2021B-2 Bonds pursuant to paragraph
(4), (5) or (6) of Section 5.03(b) on any date after which any Series 2021A-1 Bonds, Series 2021A2 Bonds, or Series 2021B-1 Bonds will remain Outstanding.
SECTION 5.04 Bond Fund. Money shall be deposited in the Bond Fund as provided
in this Indenture. The money in the Bond Fund shall be held in trust and, except as otherwise
provided in this Indenture, shall be applied solely to the payment of Debt Service and Turbo
Redemptions. The Bond Fund includes the Senior Debt Service Account, the Senior Liquidity
Reserve Account, the Subordinate Debt Service Account, the Subordinate Liquidity Reserve
Account, the Turbo Redemption Account, the Subordinate Extraordinary Payment Account and
such other Accounts as may be established in the Bond Fund by Series Supplement or
Supplemental Indenture.
SECTION 5.05 [Reserved].
SECTION 5.06 Redemption of the Bonds.
(a)
The Corporation may redeem Bonds at its option in accordance with their terms
and the terms of the applicable Series Supplement and, subject to Section 5.03, shall redeem Bonds
in accordance with their terms pursuant to any mandatory redemption established by Series
Supplement. When Bonds are called for redemption, the accrued interest thereon shall become
due on the redemption date. To the extent not otherwise provided, the Corporation shall deposit
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with the Trustee on or prior to the redemption date a sufficient sum to pay principal, redemption
premium, if any, and accrued interest.
(b)
When a Bond is to be redeemed prior to its Maturity Date, the Trustee shall give
notice in the name of the Corporation, which notice shall identify the Bonds to be redeemed, state
the date fixed for redemption and state that such Bonds will be redeemed at the Corporate Trust
Office of the Trustee or a Paying Agent. The notice shall further state that on such date there shall
become due and payable upon each Bond to be redeemed the redemption price thereof, together
with interest accrued to the redemption date, and that money therefor having been deposited with
the Trustee or Paying Agent on or prior to the redemption date, from and after such date, interest
thereon shall cease to accrue. The Trustee shall give 20 days’ notice by mail, or otherwise transmit
the redemption notice in accordance with any appropriate provisions hereof, to the registered
owners of any Bonds which are to be redeemed, at their addresses shown on the registration books
of the Corporation. Such notice may be waived by any Holder of Bonds to be redeemed. Failure
by a particular Holder to receive notice, or any defect in the notice to such Holder, shall not affect
the redemption of any other Bond. Any notice of redemption given pursuant to this Indenture may
be rescinded by Written Notice by the Corporation to the Trustee no later than 5 days prior to the
date specified for redemption. The Trustee shall give notice of such rescission as soon thereafter
as practicable in the same manner and to the same persons, as notice of such redemption was given
as described in this subsection (b).
The Corporation may instruct the Trustee to provide conditional notice of any optional
redemption, which may be conditioned upon the receipt of moneys or any other event. In the event
that notice of optional redemption contains any condition or conditions and such condition or
conditions shall not have been satisfied on or prior to the date fixed for redemption, the redemption
shall not be made and the Trustee shall within a reasonable time thereafter give notice to the effect
that such condition or conditions were not met and such redemption was not made, such notice to
be given by the Trustee in the same manner and to the same persons, as notice of such redemption
was given. Such failure to redeem Bonds shall not constitute an Event of Default under this
Indenture.
(c)
Unless otherwise specified herein or by Series Supplement, if less than all the
Outstanding Bonds of like Series 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
and which may provide for the selection for redemption of portions (equal to any authorized
denominations) of the principal of Bonds (including the Accreted Value at maturity of a Bond) of
a denomination larger than the minimum authorized denomination, or in the case of Taxable
Bonds, on a pro-rata pass-through distribution of principal basis in accordance with DTC
procedures, provided that the selection for redemption of such Taxable Bonds of a Series will be
made in accordance with the operational arrangements of DTC then in effect, from the numbers
assigned to such Taxable Bonds as many numbers as, at such unit amount equal to the lowest
denomination in which the Taxable Bonds of a Series are authorized to be issued for each number,
shall equal the principal amount of such Taxable Bonds of a Series to be redeemed.
(d)
The Senior Bonds (other than any Senior Bonds that, pursuant to the applicable
Series Supplement, are not to be redeemed by operation of this paragraph) are subject to mandatory
redemption in full, at a redemption price equal to 100% of the principal amount thereof to be
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redeemed, plus interest accrued thereon to the date fixed for redemption, from moneys withdrawn
from the Senior Liquidity Reserve Account pursuant to the penultimate paragraph of
Section 5.03(a) on the Distribution Date specified therein.
(e)
The Subordinate Bonds (other than the Series 2021B-2 Bonds and any other
Subordinate Bonds that, pursuant to the applicable Series Supplement, are not to be redeemed by
operation of this paragraph) are subject to mandatory redemption in full, at a redemption price
equal to 100% of the principal amount thereof to be redeemed, plus interest accrued thereon to the
date fixed for redemption, from moneys withdrawn from the Subordinate Liquidity Reserve
Account pursuant to the final paragraph of Section 5.03(a) on the Distribution Date specified
therein.
(f)
Monies in the Turbo Redemption Account may not be applied to the open market
purchase of Turbo Term Bonds. Moneys in the Surplus Account may be used to make open market
purchases of Senior Bonds at a price no greater than 100% of the principal amount thereof plus
interest accrued to the date of settlement. Any Senior Bonds so purchased shall be delivered to
the Trustee for cancellation.
(g)
The Turbo Term Bonds shall be subject to mandatory redemption in Authorized
Denominations, at a redemption price equal to one hundred percent (100%) of the Outstanding
principal amount thereof, plus interest accrued thereon to the date fixed for redemption, in
accordance with the Required Defeasance Amortization provisions contained in Section 2.02(b)
hereof.
(h)
Upon the occurrence of any Subordinate Payment Default and continuing on each
succeeding Distribution Date commencing with the Distribution Date following the Subordinate
Payment Default, the Trustee shall apply all funds in the Subordinate Extraordinary Payment
Account, the Subordinate Debt Service Account, the Subordinate Liquidity Reserve Account and
the Turbo Redemption Account to pay (or prepay) with respect to the Subordinate Bonds, Pro
Rata, without regard to their order of maturity, in the following order: (i) past due interest on the
Subordinate Bonds, (ii) accrued and unpaid interest on the Subordinate Bonds, and (iii) principal
of the Subordinate Bonds without premium (“Extraordinary Payments”).
(i)
The Bonds shall be redeemed in whole or in part prior to their stated maturity,
following notice of such redemption in accordance with Section 5.06(b) hereof, at the principal
amount thereof being redeemed, without premium, (i) on any Distribution Date from Lump Sum
Payments on deposit in the Lump Sum Redemption Account and (ii) on the earliest practicable
Business Day from Total Lump Sum Payments on deposit in the Lump Sum Redemption Account.
SECTION 5.07 Investments.
(a)
Pending its use under this Indenture, money in the Funds and Accounts may be
invested by Trustee in Eligible Investments maturing or redeemable at the option of the holder at
or before the time when such money is expected to be needed and shall be so invested pursuant to
written direction of the Corporation if there is not then an Event of Default actually known to an
Authorized Officer of the Trustee. Specifically, each Eligible Investment shall mature or be
redeemable at the option of the Corporation on or before the Business Day preceding each next
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succeeding Distribution Date, except to the extent that other Eligible Investments timely mature
or are so redeemable in an amount sufficient to make payments under clauses (1) through (7) of
Section 5.03(b) on next succeeding Distribution Date. Investments shall be held by the Trustee in
the respective Funds and Accounts and shall be sold or redeemed to the extent necessary to make
payments or transfers from each Fund or Account. The Trustee shall not be liable for any losses
on investments made at the direction of the Corporation.
In computing the amount in any Fund or Account, the value of Eligible Investments shall
be determined by the Trustee at least as frequently as each Distribution Date and shall be calculated
as follows:
(i)
As to investments the bid and asked prices of which are published on a
regular basis in The Wall Street Journal (or, if not there, then in The New York Times):
the average of the bid and asked prices for such investments so published on or most
recently prior to such time of determination;
regular basis in The Wall Street Journal or The New York Times: the average bid
price at such time of determination for such investments by any two nationally recognized
government securities dealers (selected by the Trustee in its absolute discretion) at the time
making a market in such investments or the bid price published by a nationally recognized
pricing as to investments the bid and asked prices of which are not published on a service;
As to certificates of deposit and bankers acceptances: the face amount thereof, plus
accrued interest; and
As to any investment not specified above: the value thereof established by prior
agreement between the Corporation and the Trustee.
(b)
The Trustee may hold undivided interests in Eligible Investments for more than one
Fund or Account (for which they are eligible) and may make interfund transfers in kind.
(c)
In respect of Defeasance Collateral held for Defeased Bonds, this Section 5.07 shall
be effective only to the extent it is consistent with other applicable provisions of this Indenture or
any separate escrow agreement.
SECTION 5.08 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 of, or interest or premium, if any, on any Bond remain unclaimed for two years after such
principal, interest or premium has become due and payable, the Fiduciary may and upon receipt
of a written request of the Corporation will pay over to the Corporation the amount so deposited
and thereupon the Fiduciary and the Corporation shall be released from any further liability
hereunder with respect to the payment of principal, interest or premium and the owner of such
Bond shall be entitled (subject to any applicable statute of limitations) to look only to the
Corporation as an unsecured creditor for the payment thereof.
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ARTICLE VI.
THE CORPORATION
SECTION 6.01 Contract; Obligations to Beneficiaries. (a) 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 this Indenture shall be a part of the contract of the Corporation with the
Beneficiaries. The pledge made in this Indenture and the covenants herein set forth to be
performed by the Corporation shall be for the equal benefit, protection and security of the
Beneficiaries (other than the Subordinate Residual Rights of the holder of the Residual Certificate,
which are subordinate to other Beneficiaries) of the same priority. All of the Bonds and the Senior
Residual Rights of the holder of the Residual Certificate, regardless of the time or times of their
issuance or maturity, shall be of equal rank without preference, priority or distinction of any thereof
over any other except as expressly provided pursuant hereto. The Senior Residual Rights of the
holder of the Residual Certificate shall be distinct from all other interests in the Tobacco Settlement
Revenues and, as to the Tobacco Settlement Revenues constituting Unencumbered Revenues, shall
be prior to the rights of any other person whatsoever to or in such Unencumbered Revenues.
(b)
The Corporation covenants to pay when due all sums payable on the Bonds, from
the Revenues and money designated herein, subject only to (i) this Indenture, and (ii) to the extent
permitted hereby, agreements with Holders of Bonds pledging particular collateral for the payment
thereof. The obligation of the Corporation to pay principal, interest and redemption premium, if
any, to the Holders of Bonds shall be absolute and unconditional, shall be binding and enforceable
in all circumstances whatsoever, and shall not be subject to setoff, recoupment or counterclaim.
(c)

The Corporation shall pay its Operating Expenses to the parties entitled thereto.

(d)
The Corporation 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 this Indenture; (ii) all
action on its part required for or relating to the issuance of the Bonds and the execution and delivery
of this Indenture has been duly taken; (iii) the Bonds, upon the issuance and authentication thereof,
and this Indenture, upon the execution and delivery hereof, shall be 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 Trust Estate, except
with regard to the Refunded Bonds; and (v) the execution, delivery, and performance of this
Indenture and the issuance of the Bonds are not in contravention of law or any agreement,
instrument, indenture, or other undertaking to which it is a party or by which it is bound and no
other approval, consent, or notice from any governmental agency is required on the part of the
Corporation in connection with the issuance of the Bonds.
(e)
The Pledged Revenues are and will be free and clear of any pledge, lien, charge or
encumbrance thereon or with respect thereto prior to, or of equal rank with, the pledge created
hereby, and all corporate action on the part of the Corporation to that end has been duly and validly
taken. The Bonds and the provisions hereof are and will be the valid and binding obligations of
the Corporation in accordance with their terms, subject to bankruptcy, insolvency, reorganization,
arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting creditors’

E-1-36

rights, to the application of equitable principles and to the exercise of judicial discretion in
appropriate cases.
SECTION 6.02 Enforcement. The Corporation shall enforce or cause the Trustee to
enforce, by appropriate legal proceedings, each covenant, pledge or agreement made by the County
in the Agreement for the benefit of any of the Beneficiaries.
SECTION 6.03 Tax Covenants. The Corporation shall at all times do and perform all
acts and things permitted by law and necessary or desirable to assure that interest paid by the
Corporation on Tax-Exempt Bonds shall be excludable from gross income for federal income tax
purposes pursuant to § 103(a) of the Tax Code; and no funds of the Corporation shall at any time
be used directly or indirectly to acquire securities or obligations the acquisition or holding of which
would cause any Tax-Exempt Bond to be an arbitrage bond as defined in the Code and any
applicable Regulations issued thereunder. If and to the extent required by the Code, the
Corporation shall periodically, at such times as may be required to comply with the Code, pay as
an Operating Expense the amount, if any, required by the Code to be rebated or paid as a related
penalty.
SECTION 6.04 Accounts and Reports. The Corporation shall:
(1)
cause to be kept books of account in which complete and accurate entries
shall be made of its transactions relating to all Funds and Accounts hereunder, which books
shall, at all reasonable times and at the expense of the Corporation, be subject to the
inspection by the Trustee and the Holders of an aggregate of not less than 25% of the
Aggregate Principal Obligation or their representatives duly authorized in writing;
(2)
annually, within 180 days after the close of each Fiscal Year (beginning
with the Fiscal Year ending December 31, 2021), deliver to the Trustee and each Rating
Agency, a copy of its financial statements for such Fiscal Year, as audited by an
independent certified public accountant or accountants;
(3)
keep in effect at all times by Officer’s Certificate an accurate and current
schedule of all Debt Service to be payable over the term of then Outstanding Bonds,
certifying for the purpose such estimates as may be necessary; and
(4)
for each Distribution Date, cause the Trustee to provide to the Corporation
and each Rating Agency a written statement on or before such Distribution Date indicating:
(A)

the Outstanding Bonds of each Series;

(B)
the amount of principal to be paid to the Holders of the Bonds of
each Series on such Distribution Date;
(C)
the amount of interest to be paid to the Holders of the Bonds of each
Series on such Distribution Date;
(D)
the principal due and Turbo Redemptions to be made for each Series
as of that Distribution Date;
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(E)
the amount on deposit in each Fund and Account as of that
Distribution Date;
(F)
the Senior Liquidity Reserve Requirement and the Subordinate
Liquidity Reserve Requirement as of that Distribution Date; and
(G)
whether or not a Lump Sum Payment or Total Lump Sum Payment
has been received since the preceding Distribution Date.
SECTION 6.05 Reserved.
SECTION 6.06 Ratings. Unless otherwise specified by Series Supplement, the
Corporation shall pay such reasonable fees and provide such available information as may be
necessary to obtain and keep in effect ratings on all the Outstanding Bonds from at least one
nationally recognized statistical rating organization.
SECTION 6.07 Affirmative Covenants. The Corporation hereby covenants and agrees
as follows:
(a)
Punctual Payment. The Corporation shall duly and punctually pay the principal of
and premium, if any, and interest on the Bonds in accordance with the terms of the Bonds and this
Indenture.
(b)
Maintenance of Existence. The Corporation shall keep in full effect its existence,
rights and franchises as not-for-profit corporation under the laws of the State.
(c)
Protection of Collateral. The Corporation shall from time to time execute and
deliver all documents and instruments, and will take such other action, as is necessary or advisable
to: (i) maintain or preserve the lien and security interest (and the priority thereof) of the Indenture;
(ii) perfect, publish notice of or protect the validity of any grant made or to be made by this
Indenture; (iii) preserve and defend title to the Revenues and other collateral pledged under this
Indenture and the rights of the Trustee and the Bondholders in such collateral against the claims
of all persons and parties, including the challenge by any party to the validity or enforceability of
the Consent Decree, this Indenture or the Agreement or the performance by any party thereunder;
(iv) enforce the Agreement; (v) pay any and all taxes levied or assessed upon all or any part of the
collateral; or (vi) carry out more effectively the purposes of this Indenture.
(d)
Performance of Obligations. The Corporation (i) shall diligently pursue any and
all actions to enforce its rights under each instrument or agreement included in the collateral and
(ii) 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 agreement or that would result in the amendment, hypothecation, subordination,
termination or discharge of, or impair the validity or effectiveness of, any such instrument or
agreement, except, in each case, as expressly provided in this Indenture, the Agreement or the
Consent Decree. The Corporation agrees that it will not, without either (i) a Rating Confirmation
or (ii) the consent of the holders of a Majority in Interest of the Senior Bonds or if no Senior Bonds
are Outstanding, a Majority in Interest of the Subordinate Bonds, amend, modify, terminate, waive
or surrender, or agree to any amendment, modification, termination, waiver or surrender of, the
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terms of any collateral or this Indenture, the Agreement or the Consent Decree, or waive timely
performance or observance under this Indenture, the Agreement or the Consent Decree.
(e)
Notice of Events of Default. The Corporation shall give the Trustee and Rating
Agencies prompt written notice of each Event of Default under this Indenture.
(f)
Payments and Deposits. The Corporation will pay the Turbo Redemptions in
accordance with the requirements hereof, and will deposit any Tobacco Settlement Revenues
received by it in the Collection Fund.
For the benefit of the Bondholders, the Corporation hereby covenants to pay its Operating
Expenses to the parties entitled thereto.
SECTION 6.08 Negative Covenants. The Corporation hereby covenants and agrees as
follows:
(a)
Sale of Assets. Except as expressly permitted by the Indenture, none of the
properties or assets pledged under this Indenture shall be sold, transferred, exchanged or otherwise
disposed of.
(b)
No Setoff. The Corporation shall not claim any credit on, or make any deduction
from the principal or premium, if any, or interest due in respect of, the Bonds or assert any claim
against any present or former Bondholder by reason of the payment of taxes levied or assessed
upon any part of the collateral.
(c)
Liquidation. The Corporation shall not terminate its existence or dissolve or
liquidate in whole or in part.
(d)
Limitation of Liens. The Corporation shall not (i) permit the validity of
effectiveness of the Indenture to be impaired, or permit the lien of this Indenture to be amended,
hypothecated, subordinated, terminated or discharged, or permit any person to be released from
any covenants or obligations with respect to the Bonds under this Indenture except as may be
expressly permitted hereby, (ii) permit any lien, charge, excise, claim, security interest, mortgage
or other encumbrance (other than the lien of this 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 (iii) permit the lien of this Indenture not to constitute a valid first priority
security interest in the collateral.
(e)
Limitations on Consolidation, Merger, Sale of Assets, etc. Except as otherwise
provided in the Indenture, the Corporation shall not consolidate or merge with or into any other
person, or convey or transfer all or substantially all of its properties or assets, unless:
(i)
the person surviving such consolidation or merger (if other than the
Corporation or the transferee) is organized and existing under the laws of the United States
or any State and expressly assumes the due and punctual payment of the principal of and
premium, if any, and interest on all Bonds and the performance or observance of every
agreement and covenant of the Corporation in this Indenture;
E-1-39

(ii)
immediately after giving effect to such transaction, no Default has occurred
and is continuing under this Indenture;
(iii) the Corporation has received an opinion of Counsel to the effect that such
transaction will not have material adverse tax consequence to the Corporation and will not
adversely affect the exclusion of interest on any Tax Exempt Bond from gross income for
federal income tax purposes;
(iv)
any action as is necessary to maintain the lien and security interest created
by this Indenture has been taken; and
(v)
the Corporation has delivered to the Trustee an Officer’s Certificate and an
opinion of Counsel to the effect that such transaction complies with this Indenture and that
all conditions precedent to such transaction have been complied with.
(f)
No Other Business. The Corporation shall not engage in any business other than
financing, purchasing, owning and managing the collateral in the manner contemplated by this
Indenture and activities incidental thereto.
(g)
No Borrowing. The Corporation shall not issue, incur, assume, guarantee or
otherwise become liable, directly or indirectly, for any indebtedness except Permitted
Indebtedness.
(h)
Guarantees, Loan, Advances and Other Liabilities. Except as otherwise
contemplated by this Indenture and the Agreement, the Corporation shall not make any loan or
advance of credit to, or guarantee (directly or indirectly or by an instrument having the effect or
assuring another’s payment or performance on any obligation or capability of so doing or
otherwise), endorse or otherwise become contingently liable, directly or indirectly, in connection
with the obligations, stock or dividends of, or own, purchase, repurchase or acquire (or agree
contingently to do so) any stock, obligations, assets of securities of, or any other interest in, or
make any capital contribution to, any other person.
(i)
Restricted Payments. The Corporation shall not, directly or indirectly, make
payments to or distributions from the Collection Fund except in accordance with this Indenture
and the Residual Certificate.
(j)
Directors. The Corporation shall not amend its charter or by-laws to eliminate the
requirements for a director who is independent of the County.
SECTION 6.09 Prior Notice.
The Corporation shall give the Rating Agencies thirty (30) days’ prior written notice of
each issue of Bonds, with a copy of the proposed Series Supplement, and of each Supplemental
Indenture, amendment to the Agreement or the trust instrument creating the SPE, or defeasance or
optional redemption of Bonds.
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ARTICLE VII.
THE COUNTY
SECTION 7.01 Tobacco Settlement Revenues; County Covenant.
(a)
The County has provided through the Agreement for the (i) Corporation’s
ownership and receipt of the Tobacco Settlement Revenues, (ii) the County’s receipt of the net
proceeds of the Bonds (not including Refunding Bonds) and (iii) the resulting benefits to the people
of the County. The Corporation acknowledges that the MSA, the Consent Decree and the
Agreement constitute important security provisions of the Bonds and waives any right to assert
any claim to the contrary and agrees that it shall neither in any manner directly or indirectly assert,
nor in any manner directly or indirectly support the assertion by the County, the State or any other
person of, any such claim to the contrary.
(b)
By acknowledging that the MSA, the Consent Decree and the Agreement, to the
extent applicable, constitute important security provisions of the Bonds, the Corporation also
acknowledges that, in the event of any failure or refusal by the County or the State to comply with
their agreements included in the MSA, the Consent Decree and the Agreement, the Holders of the
Bonds may have suffered monetary damages, the extent of the remedy for which may be, to the
fullest extent permitted by applicable federal and State law, determined, in addition to any other
remedy available at law or in equity, in the course of any action taken pursuant hereto; and the
Corporation hereby waives any right to assert any claim to the contrary and agrees that it shall
neither in any manner directly or indirectly assert, nor in any manner directly or indirectly support
the assertion by the County, the State or any other person of, any claim to the effect that no such
monetary damages have been suffered.
(c)
In accordance with the Local Law, the Corporation, on behalf of the County, does
hereby pledge and agree with the Holders from time to time of the Bonds, that the County will not
alter, limit or impair the rights of the Corporation to fulfill the terms of its agreements with such
Holders, or in any way impair the rights and remedies of such Holders or the security for the Bonds,
until the Bonds, together with the interest thereon, and all costs and expenses in connection with
any action or proceeding by or on behalf of such Holders, are fully met and discharged and such
agreements are fully performed on the part of the Corporation.
SECTION 7.02 No Indebtedness or Funds of County. This Indenture does not
constitute indebtedness of the County for purposes of any constitutional or statutory limitation.
The Corporation’s revenues are not funds of the County.
ARTICLE VIII.
THE FIDUCIARIES
SECTION 8.01 Trustee’s
Responsibility.

Organization,

Authorization,

Capacity

and

(a)
The Trustee represents and warrants that it is duly organized and validly existing
under the laws of the State of New York, having the powers of a trust company within the State,
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including the capacity to exercise the powers and duties of the Trustee hereunder, and that by
proper corporate action it has duly authorized the execution and delivery of this Indenture.
(b)
The duties and responsibilities of the Trustee shall be as provided by law and as set
forth herein. Notwithstanding the foregoing, no provision of this Indenture shall require the
Trustee to expend or risk its own funds or otherwise incur any financial liability in the performance
of any of its duties hereunder, or in the exercise of any of its rights or powers, unless it receives
indemnity satisfactory to it against any loss, liability or expense. Whether or not therein expressly
so provided, every provision of this Indenture relating to the conduct or affecting the liability of
or affording protection to the Trustee shall be subject to the provisions of this Article.
(c)

As Trustee hereunder:

(i)
the Trustee may conclusively rely and shall be fully protected in acting or
refraining from acting upon any Officer’s Certificate, opinion of Counsel (or both),
resolution, certificate, statement, instrument, opinion, report, notice, request, direction,
consent, order, bond, debenture, note, other evidence of indebtedness or other paper or
document believed by it to be genuine and to have been signed or presented by the proper
person or persons. The Trustee need not investigate any fact or matter stated in the
document, but the Trustee, in its discretion, may make such further inquiry or investigation
into such facts or matters as it may see fit;
(ii)
before the Trustee acts or refrains from acting, it may require an Officers’
Certificate and/or an opinion of Counsel. The Trustee shall not be liable for any action it
takes or omits to take in good faith in reliance on such certificate or opinion. Whenever in
the administration of the trusts of this Indenture the Trustee shall deem it necessary or
desirable that a matter be proved or established prior to taking or suffering or omitting to
take any action hereunder, such matter (unless other evidence in respect thereof be herein
specifically prescribed) may, in the absence of negligence or bad faith on the part of the
Trustee, be deemed to be conclusively proved and established by an Officers’ Certificate
delivered to the Trustee, and such certificate, in the absence of negligence or bad faith on
the part of the Trustee, shall be full warrant to the Trustee for any action taken, suffered or
omitted to be taken by it under the provisions of this Indenture upon the faith thereof;
(iii) any request, direction, order or demand of the Corporation mentioned herein
shall be sufficiently evidenced by an Officers’ Certificate (unless other evidence in respect
thereof be herein specifically prescribed); and any Corporation resolution may be
evidenced to the Trustee by a copy thereof certified by the secretary or an assistant
secretary of the Corporation;
(iv)
prior to the occurrence of an Event of Default hereunder and after the curing
or waiving of all Events of Default, the Trustee shall not be bound to make any
investigation into the facts or matters stated in any resolution, certificate, Officers’
Certificate, opinion of Counsel, Corporation resolution, statement, instrument, opinion,
report, notice, request, consent, order, approval, appraisal, bond, debenture, note, coupon,
security, or other paper or document unless requested in writing so to do by a Majority in
Interest of the Senior Bonds affected and then Outstanding; and, that, if the payment within
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a reasonable time to the Trustee of the costs, expenses or liabilities likely to be incurred by
it in the making of such investigation is, in the opinion of the Trustee, not reasonably
assured to the Trustee by the security afforded to it by the terms of this Indenture, the
Trustee may require indemnity satisfactory to it against such expenses or liabilities as a
condition to proceeding.
SECTION 8.02 Rights and Duties of the Fiduciaries. (a) All money and investments
received by the Fiduciaries under this Indenture shall be held in trust, in a segregated trust account
in the trust department of such Fiduciary, not commingled with any other funds, and applied solely
pursuant to the provisions hereof
(b)
The Fiduciaries shall keep proper accounts of their transactions hereunder (separate
from its other accounts), which shall be open to inspection on reasonable notice by the Corporation
and its representatives duly authorized in writing.
(c)
The Fiduciaries shall not be required to monitor the financial condition of the
Corporation or the physical condition of any property and, unless otherwise expressly provided,
shall not have any responsibility with respect to reports, notices, certificates or other documents
filed with them hereunder, except to make them available for inspection by Beneficiaries.
(d)
Each Fiduciary shall be entitled to the advice of counsel (who may be counsel for
any party) and shall not be liable for any action taken in good faith in reliance on such advice.
Each Fiduciary may rely conclusively on any notice, certificate or other document furnished to it
under this Indenture and reasonably believed by it to be genuine. A Fiduciary shall not be liable
for any action taken or omitted to be taken by it in good faith and reasonably believed by it to be
within the discretion or power conferred upon it, or taken by. it pursuant to any direction or
instruction by which it is governed under this Indenture or omitted to be taken by it by reason of
the lack of direction or instruction required for such action, or be responsible for the consequences
of any error of judgment reasonably made by it. When any payment or consent or other action by
a Fiduciary is called for by this Indenture, the Fiduciary may defer such action pending receipt of
such evidence, if any, as it may reasonably require in support thereof A permissive right or power
to act shall not be construed as a requirement to act.
(e)
The Fiduciaries shall in no event be liable for the application or misapplication of
funds, or for other acts or failures to act, by any person, firm or corporation except by their
respective directors, officers, agents, and employees. No recourse shall be had for any claim based
on this Indenture, the Bonds, or the Residual Certificate against any director, officer, agent or
employee of any Fiduciary unless such claim is based upon the bad faith, fraud, negligence, willful
misconduct or deceit of such person.
(f)
Nothing in this Indenture shall obligate any Fiduciary to pay any debt or meet any
financial obligations to any person in relation to the Bonds, or the Residual Certificate except from
money received for such purposes under the provisions hereof or from the exercise of the Trustee’s
rights hereunder.
(g)
The Fiduciaries may be or become the owner of or trade in the Bonds with the same
rights as if they were not the Fiduciaries.
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(h)
Unless otherwise specified by Series Supplement, the Fiduciaries shall not be
required to furnish any bond or surety.
(i)
The Corporation shall, as and only as an Operating Expense, indemnify and save
each Fiduciary harmless against any expenses and liabilities (including reasonable legal fees and
expenses) that it may incur in the exercise of its duties hereunder and that are not due to its
negligence, willful misconduct or bad faith. This paragraph (i) shall survive the discharge of the
Indenture or the earlier resignation or removal of such Fiduciary.
(j)
Any fees, expenses, reimbursements or other charges which any Fiduciary may be
entitled to receive from the Corporation hereunder, if not otherwise paid, shall be a first lien upon
(but only upon) any funds held hereunder by the Trustee for payment of Operating Expenses.
SECTION 8.03 Paying Agents and Registrar. The Corporation designates the Trustee
a Paying Agent and as registrar for the Bonds. The Corporation may appoint additional Paying
Agents, generally or for specific purposes, may discharge a Paying Agent from time to time and
may appoint a successor. The Corporation shall designate a successor if the Trustee ceases to
serve as Paying Agent. Each Paying Agent shall be a bank or trust company eligible under the
laws of the State, and unless otherwise provided by Series Supplement shall have a capital and
surplus of not less than $50,000,000 and be registered as a transfer agent with the Securities and
Exchange Commission. The Corporation shall give notice of the appointment of a successor to
the Trustee as Paying Agent in writing to each Beneficiary shown on the books of the Trustee. A
Paying Agent may but need not be the same person as the Trustee. Unless otherwise provided by
the Corporation, the Trustee as Paying Agent shall act as registrar and transfer agent, in accordance
with Sections 3.03 and 3.04.
SECTION 8.04 Resignation or Removal of the Trustee. The Trustee may resign at
any time on not less than 30 days’ written notice to the Corporation, the Holders and S&P. The
Trustee will promptly certify to the Corporation that it has sent written notice to all Holders and
such certificate will be conclusive evidence that such notice was mailed as required hereby. Upon
receiving such notice of resignation, the Corporation shall promptly appoint a successor and, upon
the acceptance by the successor of such appointment, release the resigning Trustee from its
obligations hereunder by written instrument, a copy of which instrument shall be delivered to each
of the Holders, the resigning Trustee and the successor Trustee. The Trustee may be removed by
the Corporation or by a Majority in Interest of Outstanding Senior Bonds or if no Senior Bonds
are Outstanding, by a Majority in Interest of Outstanding Subordinate Bonds, upon written notice
to the Trustee, if rated below investment grade by S&P and each successor Trustee will have an
investment grade rating from S&P. The Trustee may also be removed by written notice from the
Corporation if no Default is then continuing or from a Majority in Interest of the Outstanding
Senior Bonds or if no Senior Bonds are Outstanding, by a Majority in Interest of Outstanding
Subordinate Bonds to the Trustee and the Corporation. No such resignation or removal shall take
effect until a successor has been appointed and has accepted the duties of Trustee.
SECTION 8.05 Successor Fiduciaries.
(a)
Any corporation or association which succeeds to the municipal corporate trust
business of a Fiduciary as a whole or substantially as a whole, whether by sale, merger,
E-1-44

consolidation or otherwise, shall thereby become vested with all the property, rights, powers and
duties thereof under this Indenture, without any further act or conveyance and without the
execution or filing of any paper with any party hereto except where an instrument of transfer or
assignment is required by law to effect such succession, anything herein to the contrary
notwithstanding.
(b)
In case a Fiduciary resigns or is removed or becomes incapable of acting, or
becomes bankrupt or insolvent, or if a receiver, liquidator or conservator of a Fiduciary or of its
property is appointed, or if a public officer takes charge or control of a Fiduciary, or of its property
or affairs, then such Fiduciary shall with due care terminate its activities hereunder and a successor
may, or in the case of the Trustee shall, be appointed by the Corporation. The Corporation shall
notify the Holders and S&P of the appointment of a successor Trustee in writing within 20 days
from the appointment. The Corporation will promptly certify to the successor Trustee that it has
given such notice to all Holders and such certificate will be conclusive evidence that such notice
was given as required hereby. If no appointment of a successor Trustee is made within 45 days
after the giving of written notice in accordance with Section 8.04 or after the occurrence of any
other event requiring or authorizing such appointment, the outgoing Trustee or any Holder may
apply to any court of competent jurisdiction for the appointment of such a successor, and such
court may thereupon, after such notice, if any, as such court may deem proper, appoint such
successor. Any successor Trustee appointed under this section shall be a trust company or a bank
having the powers of a trust company, located in the State, having a capital and surplus of not less
than $50,000,000. Any such successor Trustee shall notify the Corporation of its acceptance of
the appointment and, upon giving such notice, shall become Trustee, vested with all the property,
rights, powers and duties of the Trustee hereunder, without any further act or conveyance. Such
successor Trustee shall execute, deliver, record and file such instruments as are required to confirm
or perfect its succession hereunder and any predecessor Trustee shall from time to time execute,
deliver, record and file such instruments as the incumbent Trustee may reasonably require to
confirm or perfect any succession hereunder.
SECTION 8.06 Fiduciaries Tor Subordinate Bonds. Upon the occurrence and during
the continuance of a Subordinate Payment Default, the Corporation may by Series Supplement
provide for the appointment of a Fiduciary (which may be the Trustee) to represent the Holders of
Subordinate Bonds, having powers and duties not inconsistent herewith.
SECTION 8.07 Reports by Trustee to Holders. (a) The Trustee, on or prior to each
Distribution Date for a Series of Bonds, shall deliver to the Holders of such Bonds and to each
Rating Agency a statement prepared by the Trustee setting forth as of such Distribution Date or
for the period since the preceding Distribution Date, as applicable, the following information and
such other information as maybe specified in the Series Supplement relating to such Bonds:
(1)
the principal paid to Holders of Senior Bonds and of Subordinate Bonds
expressed in dollars per thousand;
(2)
the interest paid to Holders of Senior Bonds and of Subordinate Bonds
expressed in dollars per thousand;
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(3)
the principal scheduled to have been paid on Senior Bonds and on
Subordinate Bonds on and prior to such Distribution Date;
(4)

the amount on deposit in each Fund and Account; and

(5)
the Senior Liquidity Reserve Requirement and the Subordinate Liquidity
Reserve Requirement.
(b)
The Trustee’s responsibility for delivering the information described in paragraph
(a) above is limited to the availability, timeliness and accuracy of the information provided by the
Corporation pursuant to Section 6.04(3).
SECTION 8.08 Nonpetition Covenant.
(a)
Notwithstanding any prior termination of this Indenture, no Fiduciary shall, prior
to the date which is one year and one day after the termination of this Indenture, acquiesce, petition
or otherwise invoke or cause the Corporation or the SPE to invoke the process of any court or
government authority for the purpose of commencing or sustaining a case against the Corporation
or the SPE under any Federal or state bankruptcy, insolvency or similar law or appointing a
receiver, liquidator, assignee, trustee, custodian, sequestrator or other similar official of the
Corporation or the SPE or any substantial part of its property, or ordering the winding up or
liquidation of the affairs of the Corporation or the SPE.
ARTICLE IX.
THE HOLDERS
SECTION 9.01 Action by Holders. Any request, authorization, direction, notice,
consent, waiver or other action provided by this Indenture to be given or taken by Holders of Bonds
may be contained in and evidenced by one or more writings of substantially the same tenor signed
by the requisite number of Holders or their attorneys duly appointed in writing. Proof of the
execution of any such instrument, or of an instrument appointing any such attorney, shall be
sufficient for any purpose of this Indenture (except as otherwise herein expressly provided) if made
in the following manner, but the Corporation or the Trustee may nevertheless in its discretion
require further or other proof in cases where it deems the same desirable. The fact and date of the
execution by any Bondholder or his attorney of such instrument may be proved by the certificate
or signature guarantee, which need not be acknowledged or verified, of an officer of a bank, trust
company or securities dealer satisfactory to the Corporation or to the Trustee; or of any notary
public or other officer authorized to take acknowledgments of deeds to be recorded in the state in
which he purports to act, that the person signing such request or other instrument acknowledged
to him the execution thereof; or by an affidavit of a witness of such execution, duly sworn to before
such notary public or other officer. The authority of the person or persons executing any such
instrument on behalf of a corporate Holder may be established without further proof if such
instrument is signed by a person purporting to be the president or a vice president of such
corporation with a corporate seal affixed and attested by a person purporting to be its clerk or
secretary or an assistant clerk or secretary. Any action of the owner of any Bond shall be
irrevocable and bind all future record and beneficial owners thereof.
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SECTION 9.02 Registered Owners. The enumeration in Section 3.04(a) of certain
provisions applicable to DTC as Holder of immobilized Bonds shall not be construed in limitation
of the rights of the Corporation and each Fiduciary to rely upon the registration books in all
circumstances and to treat the registered owners of Bonds as the owners thereof for all purposes
not otherwise specifically provided for by law or in this Indenture. Notwithstanding any other
provisions hereof, any payment to the registered owner of a Bond shall satisfy the Corporation’s
obligations thereon to the extent of such payment.
ARTICLE X.
DEFAULT AND REMEDIES
SECTION 10.01 Events of Default.
“Event of Default” in this Indenture means any one of the following:
(a)

a Senior Payment Default;

(b)

a Subordinate Payment Default;

(c)
the Corporation fails to observe or perform any other provision of this Indenture
(other than Section 6.05), which failure is not remedied within 60 days after written notice thereof
is given to the Corporation by the Trustee or to the Corporation and the Trustee by the Holders of
at least 25% of the Aggregate Principal Obligation;
provided, however, that, failure to make any Turbo Redemption because of insufficiency of
available Pledged Revenues pursuant to Article V shall not constitute a Default or Event of
Default. In the case of a Default under this subsection (c), if the Default cannot be corrected within
the said 60-day period and is diligently pursued until the Default is corrected, it shall not constitute
an Event of Default if corrective action is instituted by the Corporation within said 60-day period
and diligently pursued until the Default is corrected;
(d)
bankruptcy, reorganization, arrangement or insolvency proceedings, or other
proceedings for relief under any bankruptcy or similar law or laws for the relief of debtors, are
instituted by or against the Corporation and, if instituted against the Corporation, are not dismissed
within 60 days after such institution;
(e)
the County fails to observe or perform its covenant included in Section 7.01 hereof
for the benefit of the Holders, which failure is not remedied within 30 days after written notice
thereof is given to the Corporation and the County by the Trustee, which the Trustee may give in
its discretion and shall be given at the direction of the Holders of at least 25% of the Aggregate
Principal Obligation;
(f)
the County fails to pay promptly to the Corporation or the Trustee any Tobacco
Settlement Revenues, Lump Sum Payments or Total Lump Sum Payments received by it; or
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(g)
the State consents to or acquiesces in an amendment or modification of the MSA
so as materially to reduce the amount of Tobacco Settlement Revenues payable to the State under
the MSA or to materially delay any date of payment of a material amount thereof.
Notwithstanding the foregoing, a Subordinate Payment Default shall not cause any Senior
Bond to be deemed to be in default if (i) the payment of all interest and principal then due on such
Senior Bonds has been timely paid, and (ii) until no Senior Bonds are Outstanding, shall not give
rise to any of the remedies described in Section 10.02 hereof being available to cure any such
payment default on Subordinate Bonds.
SECTION 10.02 Remedies.
(a)
If an Event of Default (other than a Subordinate Payment Default) occurs and is
continuing the Trustee may, and upon written request of the Holders of 25% of the Aggregate
Principal Obligation of the Senior Bonds shall, in its own name by action or proceeding in
accordance with the Civil Practice Law and Rules:
(i)
enforce all rights of the Holders and require the Corporation or, to the extent
permitted by law, the County to carry out its agreements with the Holders and to perform
its duties under the Agreement;
(ii)

sue upon such Bonds;

(iii) require the Corporation to account as if it were the trustee of an express trust
for the Holders of such Bonds; and
(iv)
enjoin any acts or things which may be unlawful or in violation of the rights
of the Holders of such Bonds.
(b)
If an Event of Default occurs and is continuing and no Senior Bonds remain
Outstanding the Trustee may, and upon written request of the Holders of 25% of the Aggregate
Principal Obligation of the Subordinate Bonds shall, in its own name by action or proceeding in
accordance with the Civil Practice Law and Rules:
(i)
enforce all rights of the Holders and require the Corporation or, to the extent
permitted by law, the County to carry out its agreements with the Holders and to perform
its duties under the Agreement;
(ii)

sue upon such Bonds;

(iii) require the Corporation to account as if it were the trustee of an express trust
for the Holders of such Bonds; and
(iv)
enjoin any acts or things which may be unlawful or in violation of the rights
of the Holders of such Bonds.
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(c)
The Trustee shall, in addition to the other provisions of this Section, have and
possess all of the powers necessary or appropriate for the exercise of any functions incident to the
general representation of Holders in the enforcement and protection of their rights.
(d)
Upon a Default of the Corporation under Section 10.01 or a failure actually known
to an Authorized Officer of the Trustee to make any other payment required hereby within seven
days after the same becomes due and payable, the Trustee shall give written notice thereof to the
Corporation. The Trustee shall give Default notices under paragraphs (c) and (e) of Section 10.01
when instructed to do so by the written direction of another Fiduciary or the owners of at least 25%
of the Aggregate Principal Obligation of the Senior Bonds or if no Senior Bonds remain
Outstanding of the Subordinate Bonds. The Trustee shall proceed under Section 10.02 for the
benefit of the Holders in accordance with the written direction of a Majority in Interest of the
Outstanding Senior Bonds or if no Senior Bonds remain Outstanding of the Subordinate Bonds.
The Trustee shall not be required to take any remedial action (other than the giving of notice)
unless indemnity satisfactory to the Trustee is furnished for any expense or liability to be incurred
therein. Upon receipt of written notice, direction and indemnity, and after making such
investigation, if any, as it deems appropriate to verify the occurrence of any event of which it is
notified as aforesaid, the Trustee shall promptly pursue the remedies provided by this Indenture or
any such remedies (not contrary to any such direction) as it deems appropriate for the protection
of the Holders, and shall act for the protection of the Holders with the same promptness and
prudence as would be expected of a prudent person in the conduct of such person’s own affairs.
SECTION 10.03 Reserved.
SECTION 10.04 Subordinate Bond Remedies. Subject to the prior application of the
Funds and Accounts to pay Debt Service and to each applicable Series Supplement, the Holders
of Subordinate Bonds or the Holder of the Residual Certificate, or a Fiduciary appointed pursuant
to Section 8.06, may enforce the provisions of this Indenture for their benefit by appropriate legal
proceedings. The principal, premium, if any, and interest on Subordinate Bonds will be
subordinated in right of payment to principal, premium, if any, and interest payments on the Senior
Bonds (except for any payment in respect of the Subordinate Bonds from the Accounts therefor).
In any Event of Default, holders of Senior Bonds will be entitled to receive payment thereof in full
in accordance with their respective terms before the holders of the Subordinate Bonds are entitled
to receive payment thereof (except for any payment in respect of the Subordinate Bonds from the
Accounts therefor); and any payment or distribution of assets otherwise payable to holders of the
Subordinate Bonds (except for any payment in respect of the Subordinate Bonds from the
Accounts therefor) will be paid to holders of Senior Bonds until all Senior Bonds have been paid
in full in accordance with their respective terms, and the holders of the Subordinate Bonds will
become subrogated to the rights of such holders of Senior Bonds to receive payments or
distribution of assets with respect thereto.
SECTION 10.05 Individual Remedies. No one or more Holders shall by his or their
action affect, disturb or prejudice the pledge created by this Indenture, or enforce any right under
this Indenture, except in the manner herein provided; and all proceedings at law or in equity to
enforce any provision of this Indenture shall be instituted, had and maintained in the manner
provided herein and for the equal benefit of all Holders of the same class; but nothing in this
Indenture shall affect or impair the right of any Holder of any Bond to enforce payment of the
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principal or Accreted Value of, premium, if any, or interest thereon at and after the same comes
due pursuant to this Indenture, or the obligation of the Corporation to pay such principal or
Accreted Value, premium, if any, and interest on each of the Bonds to the respective Holders
thereof at the time, place, from the source and in the manner expressed herein and in the Bonds.
SECTION 10.06 Venue. The parties hereto agree that any and all claims asserted by or
against the Corporation arising under this Indenture or related thereto (an “Action”) shall be heard
and determined either in the courts of the United States located in the Eastern District of New York
(“Federal Court”) or in the courts of the State of New York (“New York State Court”) located in
the County of Suffolk. To effect this agreement and intent:
(a)
If the Trustee or any of the Beneficiaries initiates any Action in Federal Court or in
New York State Court, service of process may be made on the Corporation either in person,
wherever the Corporation may be found, or by registered mail addressed to the Corporation at its
address as set forth in, or pursuant to the terms of, this Indenture;
(b)
With respect to any Action in New York State Court, the Trustee and the
Beneficiaries hereby expressly waive and relinquish any rights they might otherwise have (i) to
move to dismiss on grounds of forum non conveniens; (ii) to remove to Federal Court; and (iii) to
move for a change of venue to a New York State Court outside Suffolk County;
(c)
With respect to any Action in Federal Court located in Suffolk County, the Trustee
and the Beneficiaries hereby expressly waive and relinquish any rights they might otherwise have
to move to transfer the action to a United States Court outside Suffolk County; and
(d)
If the Trustee or any Beneficiary commences any Action in a court located other
than in Suffolk County, upon request of the Corporation, the Trustee or such Beneficiary shall
either consent to a transfer of the action to a court of competent jurisdiction located in Suffolk
County or, if the court where the action is initially brought will not or cannot transfer the action,
the Trustee or such Beneficiary shall consent to dismiss such action without prejudice and may
thereafter reinstitute the action in a court of competent jurisdiction in Suffolk County.
SECTION 10.07 Waiver. If the Trustee determines that a Default has been cured before
becoming an Event of Default and before the entry of any final judgment or decree with respect to
it, the Trustee may waive the Default and its consequences, by written notice to the Corporation,
and shall do so upon written instruction of the Holders of at least 25% of the Aggregate Principal
Obligation of the Senior Bonds or if no Senior Bonds remain Outstanding, of the Subordinate
Bonds.
SECTION 10.08 Remedies Cumulative. The rights and remedies under this Indenture
shall be 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 County or the Corporation or to exercise any remedy for any violation thereof
shall not be taken as a waiver for the future of the right to insist upon strict performance by the
County or the Corporation or of the right to exercise any remedy for the violation.
SECTION 10.09 Delay or Omission Not Waiver. No delay or omission of the Trustee
or of any Holder to exercise any right or remedy accruing upon any Event of Default shall impair
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any such right or remedy or constitute a waiver of any such Event of Default or an acquiescence
therein. Every right and remedy given hereby or by law to the Trustee or to the Holders may be
exercised from time to time, and as often as may be deemed expedient, by the Trustee or by the
Holders, as the case may be.
ARTICLE XI.
MISCELLANEOUS
SECTION 11.01 Directors, State and County Not Liable on Bonds.
(a)
Neither the members, directors or officers of the Corporation nor any person
executing Bonds or other obligations of the Corporation shall be liable personally thereon or be
subject to any personal liability or accountability solely by reason of the issuance thereof.
(b)
The Bonds and other obligations of the Corporation shall not be a debt of either the
State or the County, and neither the State nor the County shall be liable thereon, nor shall they be
payable out of any funds other than those of the Corporation; and the Bonds shall contain on the
face thereof a statement to such effect.
SECTION 11.02 Separate Accounts and Records. The parties represent and covenant,
each for itself, that:
(a)
The Corporation and the Trustee each will maintain its respective books, financial
records and accounts (including, without limitation, inter-entity transaction accounts) in a manner
so as to identify separately the assets and liabilities of each such entity; each has observed and will
observe all applicable corporate or trust procedures and formalities, including, where applicable,
the holding of regular periodic and special meetings of governing bodies, the recording and
maintenance of minutes of such meetings, and the recording and maintenance of resolutions, if
any, adopted at such meetings; and all transactions and agreements between the Corporation and
the Trustee have reflected and will reflect the separate legal existence of each entity and have been
and will be formally documented in writing; and
(b)
The Corporation and the Trustee, in its individual capacity, have paid and will pay
their respective liabilities and losses from their own respective separate assets. In furtherance of
the foregoing, the Corporation has compensated and will compensate all consultants, independent
contractors and agents from its own funds for services provided to it by such consultants,
independent contractors and agents.
SECTION 11.03 Supplements and Amendments to the Indenture.
(a)

This Indenture may be:

(i)
supplemented by delivery to the Trustee of an instrument certified by an
Authorized Officer of the Corporation to (A) provide for earlier or greater deposits into the
Bond Fund, (B) subject any property to the lien hereof, (C) add to the covenants and
agreements of the Corporation or surrender or limit any right or power of the Corporation,
(D) identify particular Bonds for purposes not inconsistent herewith, including serialization
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and defeasance, (E) cure any ambiguity or defect, (F) protect the exclusion of interest on
the Tax-Exempt Bonds from gross income for federal income tax purposes, or the
exemption from registration of the Bonds under the Securities Act of 1933, as amended, or
of this Indenture under the Trust Indenture Act of 1939, as amended, or (G) authorize
Bonds of a Series and in connection therewith determine the matters referred to herein,
including Sections 3.01 and 8.06, and any other things relative to such Bonds that are not
materially adverse to the Holders of Outstanding Bonds, or to modify or rescind any such
authorization or determination at any time prior to the first authentication and delivery of
such Series of Bonds; or
(ii)
amended in any other respect by the Corporation and the Trustee, with the
consent of the holder of the Residual Certificate, (A) with Rating Confirmation, to add
provisions that are not materially adverse to the Holders, or (B) to adopt amendments that
do not take effect unless and until (1) no Bonds Outstanding prior to the adoption of such
amendment remain Outstanding or (2) such amendment is consented to by the Holders of
such Bonds in accordance with the further provisions hereof; or
(iii) amended (i) only with written notice to the Rating Agencies and the written
consent of a Majority in Interest of the Outstanding Subordinate Bonds and Senior Bonds
(acting as separate classes) affected thereby; provided, however, this Indenture shall not be
amended so as to (A) extend the Maturity Date of any Bond, (B) reduce the principal or
Accreted Value, applicable premium or interest rate of any Bond, (C) make any Bond
redeemable other than in accordance with its terms, (D) create a preference or priority of
any Bond over any other Bond of the same class or (E) reduce the percentage of the Bonds
required to be represented by the Holders giving their consent to any amendment unless
the Holders of the Bonds affected thereby have consented thereto in writing.
(b)
Any amendment of this Indenture shall be accompanied by a Counsel’s opinion to
the effect that the amendment is permitted by law and does not adversely affect the exclusion of
interest on the Tax-Exempt Bonds from gross income for federal income tax purposes.
(c)
When the Corporation determines that the requisite number of consents have been
obtained for an amendment hereto or to the Agreement which requires consents, it shall file a
certificate to that effect in its records and give written notice to the Trustee and the Holders. The
Trustee will promptly certify to the Corporation that it has given such notice to all Holders and
such certificate will be conclusive evidence that such notice was given in the manner required
hereby.
SECTION 11.04 Supplements and Amendments to the Agreement. In the event that
the Trustee receives a request for a consent or other action under the Agreement the Trustee may,
and if consent or other action by Holders is required shall, transmit a notice of such request to each
Holder and request directions with respect thereto; and the Trustee (and the Corporation, if
applicable) shall proceed in accordance with such directions (if any), this Indenture and the
Agreement.
SECTION 11.05 Notices. Unless otherwise expressly provided, all notices to the
Corporation or the Trustee shall be in writing and shall be deemed sufficiently given if sent by
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registered or certified mail, postage prepaid, or delivered during business hours as follows: (a) to
the Corporation at 100 Veterans Memorial Highway, Hauppauge, New York 11788, Attention:
President, and (b) to the Trustee at the Corporate Trust Office, or, as to any of the foregoing, to
such other address as the addressee shall have indicated by prior written notice to the one giving
notice. All notices to a Holder shall be in writing and (without limitation) shall be deemed
sufficiently given if sent by mail, postage prepaid, to the Holder at the address shown on the
registration books. A Holder may direct the registrar to change such Holder’s address as shown
on the registration books by written notice to the registrar.
Notice hereunder may be waived prospectively or retrospectively by the person entitled to
the notice, but no waiver shall affect any notice requirement as to other persons.
SECTION 11.06 Governing Law. This Indenture shall be construed in accordance with
the domestic laws of the State of New York, without reference to its conflict of law provisions,
and the obligations, rights and remedies of the parties hereunder shall be determined in accordance
with such laws.
SECTION 11.07 Beneficiaries. This Indenture is not intended for the benefit of and shall
not be construed to create rights in parties other than the Corporation, the Fiduciaries, the owner
of the Residual Certificate, the Holders of Senior Bonds, and the other Beneficiaries to the extent
specified herein.
SECTION 11.08 Signatures and Counterparts. This Indenture and each Supplemental
Indenture may be executed and delivered in any number of counterparts, each of which shall be
deemed to be an original, but such counterparts together shall constitute one and the same
instrument.
[SIGNATURE PAGE FOLLOWS IMMEDIATELY]
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IN WITNESS WHEREOF, the parties have caused this Indenture to be duly executed all
as of the date first above written.
SUFFOLK TOBACCO ASSET
SECURITIZATION CORPORATION

By:
President

THE BANK OF NEW YORK MELLON,
as Trustee

By:
Vice President
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EXHIBIT 1

Series 20__
Bond
Maturities

Series

Coupon/
Accretion
Rate

Yield

Initial Par/
Principal
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Accreted Par

Price

Bond Type

EXHIBIT 2

[FORMS OF BONDS]
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EXHIBIT 3
APPLICATION OF SERIES 2021 BOND PROCEEDS

Pursuant to the Series 2021 Underwriting Agreement, the purchase price to be paid by the
Series 2021 Underwriters for the Series 2021 Bonds is $_________ (representing the $________
initial aggregate principal amount of the Series 2021 Bonds, less net original issue discount of
$__________, and less underwriters’ discount of $________), which proceeds shall be applied as
follows:
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EXHIBIT 4
DEFEASANCE TURBO SCHEDULE
for
Series 2021 Bonds

Year

Series 2021B-1
Current Interest
Turbo Term
Bonds Maturing
June 1, ____

Series 200B-1
Current Interest
Turbo Term
Bonds Maturing
June 1, ____

Series 2021B-2
Capital
Appreciation
Turbo Term
Bonds Maturing
June 1, ____

Settlement
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Total

EXHIBIT 5

REGISTERED
NUMBER: 1

SUFFOLK TOBACCO ASSET SECURITIZATION CORPORATION

RESIDUAL CERTIFICATE

REGISTERED OWNER: SUFFOLK COUNTY RESIDUAL TRUST

The SUFFOLK TOBACCO ASSET SECURITIZATION CORPORATION (the “Corporation”),
a corporation of the State of New York (the “State”), for value received, promises to pay to the
registered owner of this Residual Certificate, on each payment date determined pursuant to the
Indenture, dated as of August 1, 2008, as amended and restated as of September 1, 2021 (as it may
be amended and supplemented, as “Indenture”), between the Corporation and The Bank of New
York Mellon, as trustee (the “Trustee”), the Collections or Bond proceeds then payable to the
owner of the Residual Certificate pursuant to the Indenture, by wire transfer, at the discretion of
the Corporation, or by check mailed to the address of the registered owner hereof as shown on the
registration books of the Corporation as maintained by the Trustee, as of close of business on the
Business Day immediately preceding the applicable payment date.
This Residual Certificate shall not be a debt of either the State or the County of Suffolk,
New York State (the “County”), and neither the State nor the County shall be liable hereon, nor
shall it be payable out of any funds other than those of the Corporation. Neither the Directors of
the Corporation nor any person executing this Residual Certificate shall be liable personally
thereon or be subject to any personal liability or accountability solely by reasons of the issuance
hereof.
Reference is made to the Indenture for a description of the funds pledged and for the
provisions with respect to the incurring of indebtedness and to the rights, limitations of rights,
duties, obligations and immunities of the Corporation, the Trustee, the Bondholders, and the
owners of this Residual Certificate. Definitions given or referred to in the Indenture are
incorporated herein by this reference.
This Residual Certificate is issuable only in hilly registered form and may not be converted
into bearer form. The Corporation and the Trustee may treat the registered owner as the absolute
owner of this Residual Certificate for all purposes, notwithstanding any notice to the contrary.
This Residual Certificate shall not be valid or become obligatory for any purpose until the
certificate of authentication hereon has been dated and manually signed by the Trustee.

E-1-59

IN WITNESS WHEREOF, the SUFFOLK TOBACCO ASSET SECURITIZATION
CORPORATION has caused this Residual Certificate to be executed in its name by its President,
Vice President, Treasurer or Secretary as of the __ day of September, 2021.
SUFFOLK TOBACCO ASSET
SECURITIZATION CORPORATION

By:
President
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CERTIFICATE OF AUTHENTICATION
This Residual Certificate is the Residual Certificate described in and issued pursuant to the
within-mentioned the Indenture.
THE BANK OF NEW YORK MELLON,
as Trustee

By:
Authorized Officer
Date of Authentication:
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APPENDIX E-2
FORM OF AMENDED AND RESTATED PURCHASE AND SALE AGREEMENT

[THIS PAGE INTENTIONALLY LEFT BLANK]

FORM OF AMENDED AND RESTATED
PURCHASE AND SALE AGREEMENT
between

SUFFOLK TOBACCO ASSET SECURITIZATION CORPORATION,
as Purchaser,
and
THE COUNTY OF SUFFOLK,
as Seller

Dated as of August 1, 2008, as amended and restated as of September 1, 2021
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This PURCHASE AND SALE AGREEMENT, dated as of August 1, 2008, as amended and
restated, as of September 1, 2021 (this “Agreement”), between SUFFOLK TOBACCO ASSET
SECURITIZATION CORPORATION, a New York not-for-profit corporation, party of the first
part (the “Purchaser”), and THE COUNTY OF SUFFOLK, party of the second part (the
“County”), WITNESSETH:
WHEREAS, the Purchaser, a not-for-profit corporation separate and apart from the
County, purchased from the County certain Tobacco Assets (as defined herein) pursuant to that
certain Purchase and Sale Agreement, dated as of August 1, 2008, by and between the Purchaser
and the County (the “Original Purchase and Sale Agreement”) and that certain Purchase and Sale
Agreement, dated as of March 1, 2012, by and between the Purchaser and the County (the “2012
Purchase and Sale Agreement’);
WHEREAS, the Purchaser financed the purchase of such Tobacco Assets by selling the
Series 2008 Bonds and the Series 2012 Bonds (as defined herein);
WHEREAS, the Purchaser is selling the Series 2021 Bonds to refund the Series 2008
Bonds and the Series 2012 Bonds (as defined herein); and
WHEREAS, the Purchaser and the County have agreed to consolidate the Original
Purchase and Sale Agreement and the 2012 Purchase and Sale Agreement by executing and
delivering this Agreement in connection with the issuance and delivery of the Series 2021 Bonds.
NOW, THEREFORE, in consideration of the premises and the mutual covenants herein
contained, the parties hereto agree as follows:
ARTICLE I
Definitions
SECTION 1.01.
Definitions. Whenever used in this Agreement, the following words
and phrases, unless the context otherwise requires, shall have the following meanings:
“Agreement” means this agreement, as the same may be amended or supplemented and in
effect from time to time.
“Closing Date” means the date, as agreed to by the County Executive of the County and
the Purchaser, on which the Purchaser will issue the 2021 Tobacco Bonds.
“Consent Decree” means the Consent Decree and Final Judgment of the Supreme Court of
the State of New York, County of New York, dated September 23, 1998, as the same has been and
may be corrected, amended or modified, in the class action styled State of New York, et al. v.
Philip Morris Incorporated, et al. (Index No, 400361/97).
“Disputed Payments Account” means any account into which the disputed portion of
payments required to be made by the Participating Manufacturers under the MSA are withheld or
deposited pending resolution of the dispute.
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“Financing Costs” means (i) all costs, fees, credit and liquidity enhancements, legal fees,
financial advisory fees, underwriting fees, costs of issuance and other expenses of any kind
whatsoever of the Purchaser, or, to the extent agreed by the Purchaser herein, of the County, and
(ii) the funding of reserve funds and other funds pledged to the Indenture Trustee from the proceeds
of the Tobacco Bonds (other than capitalized interest) and (iii) the payment of any bonds of the
Purchaser to be refunded or defeased.
“Indenture” means the Indenture between the Purchaser and the Indenture Trustee, as
amended, supplemented and in effect from time to time.
“Indenture Trustee” means The Bank of New York Mellon, New York, New York, its
successors in interest and any successor trustee under the Indenture.
“Lien” means a security interest, lien, charge, pledge, equity or encumbrance of any kind,
attaching to the interests of the County in and to the Tobacco Assets.
“Master Settlement Agreement” or “MSA” means the Master Settlement Agreement
identified in the Consent Decree, including the related Escrow Agreement.
“Net Proceeds” means the proceeds of the Series 2021 Bonds received by the Purchaser
upon the issuance and sale of the Series 2021 Bonds after deduction of Financing Costs and
capitalized interest, if any.
“Opinion of Counsel” means one or more written opinions of counsel (who may be an
employee of or counsel to the County), which counsel shall be acceptable to the Indenture Trustee.
“Original Purchase and Sale Agreement” means that certain purchase and sale agreement,
dated as of August 1, 2008, by and between the Purchaser and the County.
“Ownership Interest” means the undivided beneficial interest in the Residual Trust.
“Purchase Consideration” means the consideration required to be given to the County as
set forth in Section 2.02.
“Rating Agency” means a nationally recognized rating agency that shall have assigned and
be maintaining a rating on any Tobacco Bonds pursuant to a request for such rating by the
Purchaser.
“Rating Confirmation” means, with respect to a proposed action, a written confirmation
from each Rating Agency to the effect that such action will not cause such Rating Agency to lower,
suspend or withdraw the rating then assigned by such Rating Agency to any Tobacco Bonds.
“Residual Certificate” means one or more bonds, notes or other instruments which together
evidence the right of the holder to be paid any amounts representing revenues or assets of the
Purchaser (including Tobacco Assets or the proceeds thereof, Tobacco Bond Proceeds (other than
the net proceeds of the Series 2021 Bonds), and investment earnings thereon) that have been
released from the lien of the Indenture or that are in excess of the amounts then required to pay
Purchaser’s expenses, debt service and contractual obligations to its Tobacco Bondholders.
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“Residual Trust” means the trust established by the Purchaser pursuant to the Residual
Trust Agreement and which will own the Residual Certificate.
“Residual Trust Agreement” means the Declaration and Agreement of Trust relating to the
Residual Trust by and between the Residual Trustee and the Purchaser, dated as of August 1, 2008,
as such agreement may be amended and restated pursuant to the provisions thereof.
“Residual Trustee” means Wilmington Trust Company, Wilmington, Delaware, its
successors in interest and any successor trustee under the Residual Trust Agreement.
“Responsible Officer” means, (i) with respect to the County, the County Executive, the
County Attorney, or any other official of the County customarily performing functions similar to
those performed by either of the above designated officials, and also with respect to a particular
matter, any other official to whom such matter is referred because of such official’s knowledge of
and familiarity with the particular subject, and (ii) with respect to the Purchaser, the President, any
Vice President, the Secretary or the Treasurer, and (iii) with respect to either the County or the
Purchaser, any official thereof so designated by the governing board.
“Securitization Proceeds Trust” means the trust, of which the County is the sole
beneficiary, established by the Purchaser pursuant to the Securitization Proceeds Trust Agreement.
“Securitization Proceeds Trust Agreement” means Declaration of Agreement of Trust, by
and between the Securitization Proceeds Trustee and the Purchaser, dated as of August 1, 2008, as
such agreement may be amended and restated pursuant to the provisions thereof.
“Securitization Proceeds Trustee” means The Bank of New York Mellon, New York, New
York, its successors in interest and any successor trustee under the Securitization Proceeds Trust
Agreement.
“Series 2008 Bonds” means, collectively, the Corporation’s Tobacco Settlement AssetBacked Bonds, Series 2008A Bonds, Tobacco Settlement Asset-Backed Bonds, Series 2008B
Bonds, Tobacco Settlement Asset-Backed Bonds, Series 2008C Bonds and the Tobacco AssetBacked Bonds, Series 2008D Bonds.
“Series 2012 Bonds” means the Corporation’s Tobacco Settlement Asset-Backed Bonds,
Series 2012A (Federally Taxable) and the Corporation’s Tobacco Settlement Asset-Backed
Bonds, Series 2012B in each case issued pursuant to the 2012 Indenture.
“Series 2012 Purchase and Sale Agreement” means that certain purchase and sale
agreement, dated as of March 1, 2012, by and between the Purchaser and the County.
“Series 2021 Bonds” means, collectively, the Series 2021A-1 Bonds, the Series 2021A-2
Bonds, the Series 2021B-1 Bonds and the Series 2021B-2 Bonds.
“Series 2021A-1 Bonds” means the Corporation’s $__________ Tobacco Settlement
Asset-Backed Senior Bonds, Series 2021A-1 (Federally Taxable), initially dated __________,
2021, including any Bonds issued in exchange or replacement therefor.
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“Series 2021A-2 Bonds” means the Corporation’s $__________ Tobacco Settlement
Asset-Backed Senior Bonds, Series 2021A-2, initially dated __________, 2021, including any
Bonds issued in exchange or replacement therefor.
“Series 2021B-1 Bonds” means the Corporation’s $__________ Tobacco Settlement
Asset-Backed Subordinate Bonds, Series 2021B-1, initially dated __________, 2021, including
any Bonds issued in exchange or replacement therefor.
“Series 2021B-2 Bonds” means the Corporation’s $__________ Tobacco Settlement
Asset-Backed Subordinate Bonds, Series 2021B-2, initially dated __________, 2021, including
any Bonds issued in exchange or replacement therefor.
“State” means the State of New York.
“Tax Code” means the Internal Revenue Code of 1986, as amended.
“Tax-Exempt Bonds” means the Series 2021A-2 Bonds, the Series 2021B-1 Bonds, the
Series 2021B-2 Bonds and any other Tobacco Bonds the interest on which is intended by the
Purchaser, at the time of issuance of such Tobacco Bonds, to be excluded from the gross income
of the holders thereof for federal income tax purposes.
“Tobacco Assets” means all right, title and interest of the County under (i) the MSA and
(ii) the Consent Decree, including, without limitation, the rights of the County to receive, and to
enforce the payment of, the money due to it under the Consent Decree.
“Tobacco Bonds” means bonds, notes and other obligations at any time issued by the
Purchaser under the Indenture or otherwise.
“Transaction Counsel” means Nixon Peabody LLP or another nationally recognized bond
counsel or such other counsel as may be selected by the Purchaser for a specific purpose hereunder.
“Transaction Documents” means this Agreement, the Indenture, the Residual Trust
Agreement, the Securitization Proceeds Trust Agreement and the Underwriting Agreement.
“Trust Officer” means, in the case of the Indenture Trustee, any “Authorized Officer”
thereof, as defined in the Indenture; with respect to the Residual Trustee, any officer in the
Corporate Trust Administration Department of the Residual Trustee with direct responsibility for
the administration of the Residual Trust Agreement and the Transaction Documents on behalf of
the Residual Trustee; and with respect to the Securitization Proceeds Trustee, any officer in the
Corporate Trust Administration Department of the Securitization Proceeds Trustee with direct
responsibility for the administration of the Securitization Proceeds Trust Agreement and the
Transaction Documents on behalf of the Securitization Proceeds Trustee.
“Underwriting Agreement” means the Underwriting Agreement by and between the
Purchaser and Jefferies LLC, as representative of the underwriters named therein, in such form as
the parties thereto shall agree.
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SECTION 1.02.
Other Definitional Provisions. (a) Capitalized terms used herein and
not otherwise defined herein have the meanings assigned to them in the Indenture.
(b)
All terms defined in this Agreement shall have the defined meanings when
used in any certificate or other document made or delivered pursuant hereto unless otherwise
defined therein.
(c)
As used in this Agreement and in any certificate or other document made or
delivered pursuant hereto or thereto, accounting terms not defined in this Agreement or in any such
certificate or other document, and accounting terms partly defined in this Agreement or in any
such certificate or other document to the extent not defined, shall have the respective meanings
given to them under generally accepted accounting principles. To the extent that the definitions
of accounting terms in this Agreement or in any such certificate or other document are inconsistent
with the meanings of such terms under generally accepted accounting principles, the definitions
contained in this Agreement or in any such certificate or other document shall control.
(d)
Unless otherwise specified in this Agreement, the words “hereof’, “herein”,
“hereunder” and words of similar import when used in this Agreement shall refer to this Agreement
as a whole and not to any particular provision of this Agreement; Article and Section references
contained in this Agreement are references to Articles and Sections in or to this Agreement unless
otherwise specified; and the term “including” shall mean “including without limitation.”
(e)
The definitions contained in this Agreement are applicable to the singular
as well as the plural forms of such terms and to the masculine as well as to the feminine and neuter
genders of such terms.
(f)
Any agreement, instrument or statute defined or referred to herein or in any
instrument or certificate delivered in connection herewith means such agreement, instrument or
statute as from time to time amended, modified or supplemented and includes (in the case of
agreements or instruments) references to all attachments thereto and instruments incorporated
therein; references to a person are also to its permitted successors and assigns.
(g)
The phrases “to the knowledge of the County,” “to the County’s
knowledge,” “to the best knowledge of the County” or other similar phrase used herein or in any
certificate delivered pursuant hereto, shall mean that a Responsible Officer had actual knowledge
with respect to the information referred to in connection with such phrase.
ARTICLE II
Conveyance of Tobacco Assets
SECTION 2.01.
Conveyance of Tobacco Assets. (a) On the respective date of
delivery of the Series 2008 Bonds and the 2012 Bonds and in each case, simultaneously with the
Purchaser’s delivery of the Purchase Consideration relating thereto in accordance with the Original
Purchase and Sale Agreement and the Series 2012 Purchase and Sale Agreement, respectively, the
County sold, transferred, assigned set over and otherwise conveyed the Tobacco Assets to the
Purchaser, without recourse (but subject to certain continuing obligations set forth in the Original
Purchase and Sale Agreement and the Series 2012 Purchase and Sale Agreement, respectively.).
The County acknowledges and consents to any pledge, assignment and grant of a security interest
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by the Purchaser to the Indenture Trustee pursuant to the Indenture for the benefit of the Tobacco
Bondholders of any or all right, title and interest of the Purchaser in, to and under the Tobacco
Assets or the assignment of any or all of the Purchaser’s rights and obligations hereunder to the
Indenture Trustee for the benefit of the Tobacco Bondholders.
(b)
From and after the Closing Date all payments required by the Consent
Decree to be made to the County shall be made to the Purchaser, or to the extent provided in the
Indenture, to the Indenture Trustee. In the event the County shall receive any payments or other
funds constituting Tobacco Assets after the Closing Date the County will promptly disburse the
same to the Purchaser or the Indenture Trustee, as appropriate. The County agrees to execute and
deliver to the Escrow Agent under the Master Settlement Agreement irrevocable instructions to
make the payments constituting Tobacco Assets directly to the Purchaser or the Indenture Trustee
as required by the Transaction Documents, and further authorizes the Purchaser to make or amend
such instructions on its behalf. Nothing herein is intended to limit the rights of the County to
enforce the provisions of this Agreement requiring the delivery of the Residual Certificate to the
Residual Trustee.
SECTION 2.02.
Purchase Consideration. On the date of issuance of the Series 2008
Bonds, the Purchaser transferred to the County the proceeds of the Series 2008 Bonds in exchange
for (i) the Ownership Interest, subject to the County retaining an interest in twenty-five (25%) of
the payments received in respect of the Tobacco Assets and (ii) the Residual Certificate and on the
date of issuance of the Series 2012 Bonds, in exchange for the remaining balance of the Ownership
Interest such that the Purchaser now owns one hundred percent (100%) of the Ownership Interest.
On the Closing Date, the Purchaser shall:
(a)
apply a portion of the proceeds of the Series 2021 Bonds to the refunding
of the Series 2008 Bonds and the Series 2012 Bonds such that the Series 2008 Bonds and Series
2012 will be fully paid and no longer outstanding under the Original Indenture or the 2012
Indenture, respectively.
SECTION 2.03.
Payment of Net Proceeds of Future Tobacco Bonds to Residual
Trust. The Purchaser hereby covenants promptly to pay to or upon the order of the Residual
Trustee all of the proceeds of sale of all Tobacco Bonds (other than the Series 2021 Bonds and the
proceeds of any refunding bonds issued under the Indenture) remaining after deducting therefrom
all Financing Costs paid or to be paid therefrom (including costs and expenses of the County or of
the Purchaser to be paid or reimbursed from the proceeds of such Tobacco Bonds) and capitalized
interest, if any.
SECTION 2.04.
Reimbursement or Payment of Closing Costs. On or prior to the
Closing Date the Purchaser shall reimburse the County for or pay directly any costs and expenses
incurred by the County on or prior to the Closing Date in connection with the Tobacco Assets, the
establishment and organization of the Purchaser and the Residual Trust, the Securitization
Proceeds Trust, the Indenture, this Agreement and the transactions contemplated hereby. The
County agrees to itemize such costs for which it seeks reimbursement on a certificate of a
Responsible Officer of the County delivered to the Purchaser on or prior to the Closing Date. The
Purchaser may reimburse the County for or pay such costs and expenses from the proceeds of the
Series 2021 Bonds and the same shall be deemed to be Financing Costs.
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ARTICLE III
The County
SECTION 3.01.
Representations of County. The County, as seller, makes the
following representations on which the Purchaser is deemed to have relied in acquiring the
Tobacco Assets and in issuing the Series 2021 Bonds. The representations speak as of the Closing
Date, and shall survive the sale of the Tobacco Assets to the Purchaser and the pledge thereof to
the Indenture Trustee pursuant to the Indenture.
(a)
Power and Authority. The County is validly existing as a municipal
corporation under the laws of the State, including the constitution of the State, with full power and
authority to execute and deliver this Agreement and to carry out its terms; the County has full
power, authority and legal right to sell and assign the Tobacco Assets to the Purchaser and the
County has duly authorized such sale and assignment to the Purchaser by all necessary action; and
the execution, delivery and performance of this Agreement has been duly authorized by the County
by all necessary action.
(b)
Binding Obligation. This Agreement has been duly executed and delivered
by the County and, assuming the due authorization, execution and delivery of this Agreement by
the Purchaser, constitutes a legal, valid and binding obligation of the County enforceable in
accordance with its terms.
(c)
No Consents. No consent, approval, authorization, order, registration or
qualification of or with any court or governmental agency or body is required for the
consummation of the transactions contemplated by this Agreement, except for those which have
been obtained and are in full force and effect.
(d)
No Violation. The consummation of the transactions contemplated by the
Transaction Documents and the fulfillment of the terms hereof and thereof do not, to the County’s
knowledge, in any material way conflict 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 default by the County under any indenture, agreement or other instrument to which the
County is a party or by which it shall be bound; nor violate any law or, to the County’s knowledge,
any order, rule or regulation applicable to the County of any court or of any federal or state
regulatory body, administrative agency or other governmental instrumentality having jurisdiction
over the County.
(e)
No Proceedings. To the County’s knowledge, except as disclosed in the
Offering Circular, dated September __, 2021, regarding the Series 2021 Bonds, there are no
material proceedings or investigations pending against the County, before any court, regulatory
body, administrative agency or other governmental instrumentality having jurisdiction over the
County: (i) asserting the invalidity of any of the Transaction Documents, the Series 2008 Bonds
or any other Tobacco Bonds, (ii) seeking to prevent the issuance of the Series 2008 Bonds or the
consummation of any of the transactions contemplated by any of the Transaction Documents, or
(iii) seeking any determination or ruling that would materially and adversely affect the validity or
enforceability of any of the Transaction Documents or the Series 2021 Bonds.
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(f)
Title to Tobacco Assets. From and after the conveyance of the Tobacco
Assets by the County to the Purchaser pursuant to Section 2.01 hereof on the Closing Date the
County shall have no interest in the Tobacco Assets. The County has such right, title and interest
to the Tobacco Assets as provided by the Consent Decree.
(g)
Absence of Liens on Tobacco Assets. Except as contemplated by the
Original Purchase and Sale Agreement and the 2012 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 Tobacco Assets, nor has the County created, or to its
knowledge permitted the creation of, any Lien therein.
The County acknowledges that the Purchaser will assign to the Indenture Trustee for the
benefit of the Tobacco Bondholders all of its rights and remedies with respect to the breach of any
representations and warranties of the County under this Agreement. Upon discovery by the County
or the Purchaser of a breach of any of the foregoing representations and warranties that materially
and adversely affects the value of the Tobacco Assets, the party discovering such breach shall give
prompt written notice to the other party and to the Indenture Trustee and each Rating Agency.
The County shall not be liable to the Indenture Trustee or the Tobacco Bondholders for
any loss, cost or expense resulting solely from the failure of the Indenture Trustee to promptly
notify the County upon the discovery by a Responsible Officer of the Indenture Trustee of a breach
of any representation or warranty contained herein.
SECTION 3.02.
Liability of County; Indemnities. The County shall be liable in
accordance herewith only to the extent of the obligations specifically undertaken by the County
under this Agreement:
(a)
To the extent permitted by law, the County shall indemnify, defend and hold
harmless the Purchaser, the Residual Trustee, the Securitization Proceeds Trustee and the
Indenture Trustee and their respective officers, directors, employees and 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
through, the gross negligence, willful misfeasance or bad faith of the County, in its capacity as
seller hereunder, in the performance of its duties under this Agreement or by reason of reckless
disregard of its obligations and duties under this Agreement.
(b)
To the extent permitted by law, the County shall indemnify, defend and hold
harmless the Residual Trustee, the Securitization Proceeds Trustee and the Indenture Trustee and
their respective officers, directors, employees and agents from and against all costs, expenses,
losses, claims, damages and liabilities arising out of or incurred in connection with the acceptance
or performance of the trusts and duties herein and in the Residual Trust Agreement contained, in
the case of the Residual Trustee, in the Securitization Proceeds Trust Agreement contained, in the
case of the Securitization Proceeds Trustee, and in the Indenture contained, in the case of the
Indenture Trustee, except to the extent that such cost, expense, loss, claim, damage or liability:
(i) in the case of the Indenture Trustee, shall be due to the willful misfeasance, bad faith or
negligence of the Indenture Trustee, or (ii) in the case of the Residual Trustee, shall be due to the
willful misfeasance, bad faith or negligence of the Residual Trustee or shall arise from the breach
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by the Residual Trustee of any of its representations or warranties set forth in Section 7.04 of the
Residual Trust Agreement, or (iii) in the case of the Securitization Proceeds Trustee, shall be due
to the willful misfeasance, bad faith or negligence of the Securitization Proceeds Trustee or shall
arise from the breach by the Securitization Proceeds Trustee of any of its representations or
warranties set forth in Section VI.A of the Securitization Proceeds Trust Agreement.
At the option of the County and absent any conflict of interest, any indemnified party shall
be represented by the County Attorney of the County or special counsel retained by the County
with respect to any litigation brought by or against such indemnified party or its officers, directors
or employees with respect to any claims, damages, judgments, liabilities or causes of action to
which such persons may be subject and to which they are entitled to be indemnified hereunder.
Indemnification under this Section shall survive the resignation or removal of the Residual
Trustee, the Securitization Proceeds Trustee or the Indenture Trustee and the termination of this
Agreement, the Residual Trust Agreement, the Securitization Proceeds Trust Agreement and the
Indenture, and the termination of the Residual Trust or the Securitization Proceeds Trust, and shall
include reasonable fees and expenses of counsel and expenses of litigation. If the County shall
have made any indemnity payments pursuant to this Section and the person to or on behalf of
whom such payments are made thereafter shall collect any of such amounts from others, such
person shall promptly repay such amounts to the County, without interest.
SECTION 3.03.
Limitation on Liability. (a) 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
hereunder. The County shall not be under any obligation to appear in, prosecute or defend any
legal action that shall not be related to its obligations under this Agreement, and that in its opinion
may involve it in any expense or liability. The County shall not be required to indemnify any
person for a claim settled without the prior consent of the County Legislature.
(b)
Neither the County nor any of the officers or employees or agents of the
County shall be under any liability to the Purchaser, except as provided under this Agreement, for
any action taken or for refraining from the taking of any action pursuant to this Agreement or for
errors in judgment; but this sentence shall not protect the County or any such person against any
liability that would otherwise be imposed by reason of willful misfeasance, bad faith or gross
negligence in the performance of duties or by reason of reckless disregard of obligations and duties
under this Agreement.
ARTICLE IV
Covenants of the County
SECTION 4.01.
Protection of Title; Non-Impairment Covenant. (a) The County
shall take all actions as may be required by law fully to preserve, maintain, defend, protect and
confirm the interests of the Purchaser and the interests of the Indenture Trustee on behalf of the
Tobacco Bondholders in the Tobacco Assets and in the proceeds thereof. The County will not
take any action that will adversely affect the Purchaser’s or the Indenture Trustee’s ability to
receive payments made under the MSA and the Consent Decree.
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(b)
The County hereby pledges and agrees with the Purchaser, and with the
holders from time to time of the Tobacco Bonds, that the County will not alter, limit or impair the
rights of the Purchaser to fulfill the terms of its agreements with such holders, or in any way impair
the rights and remedies of such holders or the security for the Tobacco Bonds, until the Tobacco
Bonds, together with the interest thereon, and all costs and expenses in connection with any action
or proceeding by or on behalf of such holders, are fully met and discharged and such agreements
are fully performed on the part of the Purchaser.
SECTION 4.02.
Protection of Consent Decree and MSA. (a) The County will not
take any action and will use its reasonable 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 the
Consent Decree or the MSA or that would result in the amendment, hypothecation, subordination,
termination or discharge of, or impair the validity or effectiveness of, the Consent Decree or the
MSA, nor, without the prior written consent of the Purchaser and the Indenture Trustee on behalf
of the Tobacco Bondholders, amend, modify, terminate, waive or surrender, or agree to any
amendment, modification, termination, waiver or surrender of, the terms of the Consent Decree or
this Agreement, or waive timely performance or observance under such documents, in each case
if the effect thereof would be materially adverse to the Tobacco Bondholders.
(b)
The County covenants that it will remain subject to personal jurisdiction in
the Consent Decree and accordingly is bound to the provisions thereof which purport to bind the
County; that it will not seek to avoid personal jurisdiction with respect to the Consent Decree or
exclude itself from the Class (as defined therein); that it will take all reasonably necessary action
permitted by law to enforce its payment rights thereunder for the benefit of the Purchaser at the
expense of the Purchaser; that to the extent it has not otherwise done so, it hereby absolutely and
unconditionally releases and forever discharges all Released Parties from all Released Claims (as
such terms are defined in the MSA) that the County directly, indirectly, derivatively or in any other
capacity ever had, now has or hereafter can, shall, or may have, to the same extent that the Settling
States (as defined in the MSA) are releasing Released Claims against Released Parties under the
MSA; and that it shall not sue or seek to establish civil liability against any Released Party based,
in whole or in part, upon any of the Released Claims.
SECTION 4.03.
Further Actions. Upon request of the Purchaser or the Indenture
Trustee, the County will execute and deliver such further instruments and do such further acts as
may be reasonably necessary or proper to carry out more effectively the purposes of this
Agreement.
SECTION 4.04.
Tax Covenant. The County shall at all times do and perform all acts
and things permitted by law and necessary or desirable to assure that interest paid by the Purchaser
on Tax-Exempt Bonds shall be excludable from gross income for federal income tax purposes
pursuant to Section 103(a) of the Tax Code; and no funds of the County shall at any time be used
directly or indirectly to acquire securities or obligations the acquisition or holding of which would
cause any Tax-Exempt Bond to be an arbitrage bond as defined in the Tax Code and the applicable
Treasury Regulations promulgated thereunder.
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ARTICLE V
Miscellaneous
SECTION 5.01.
Amendment. No agreement or other instrument purporting to
amend, modify, supersede or retract or otherwise alter this Agreement or any provision hereof
shall have any force or effect unless approved by the governing board of and executed and
delivered under seal by a Responsible Officer of the Party against whom asserted; nor, so long as
any Tobacco Bonds remain outstanding, except as provided hereinafter in this Section. This
Agreement may be amended from time to time by the County and the Purchaser to modify
Section 2.03. Further, with the written consent of the Indenture Trustee following delivery to the
Indenture Trustee of (i) an opinion of Transaction Counsel to the effect that the proposed
amendment will not adversely affect the exclusion of interest on any Tobacco Bonds from the
gross income of the holders thereof for federal income tax purposes and (ii) a Rating Confirmation,
this Agreement may be amended from time to time by the County and the Purchaser: (a) to cure
any ambiguity or patent defect; (b) to correct or amplify the description of the Tobacco Assets; or
(c) to add additional covenants for the benefit of the Purchaser or the holders from time to time of
the Tobacco Bonds.
Promptly after the execution of any such amendment, the Purchaser shall furnish an
executed counterpart of such amendment to the Indenture Trustee.
Prior to the execution of any amendment to this Agreement, the Indenture Trustee shall be
entitled to receive and rely upon an Opinion of Counsel stating that the execution of such
amendment is authorized or permitted by this Agreement. The Indenture Trustee may, but shall
not be obligated to, enter into any such amendment which affects the Indenture Trustee’s own
rights, duties or immunities under this Agreement or otherwise. Without the prior written consent
of the Residual Trustee, which consent may be granted or withheld in the sole discretion of the
Residual Trustee, no amendment, supplement or other modification of this Agreement shall be
entered into or be effective if such amendment, supplement or modification affects the rights,
duties or immunities of the Residual Trustee under this Agreement or otherwise. Without the prior
written consent of the Securitization Proceeds Trustee, which consent may be granted or withheld
in the sole discretion of the Securitization Proceeds Trustee, no amendment, supplement or other
modification of this Agreement shall be entered into or be effective if such amendment,
supplement or modification affects the rights, duties or immunities of the Securitization Proceeds
Trustee under this Agreement or otherwise.
SECTION 5.02.
Notices. All demands, notices and communications upon or to the
County, the Purchaser, the Residual Trustee or the Indenture Trustee under this Agreement shall
be in writing, personally delivered or mailed by certified mail, return receipt requested, and shall
be deemed to have been duly given upon receipt (a) in the case of the County, to (i) County of
Suffolk, H. Lee Dennison Building, 100 Veterans Memorial Highway, Hauppauge, New York
11788, Attention: County Attorney; (b) in the case of the Purchaser, to Suffolk Tobacco Asset
Securitization Corporation, 100 Veterans Memorial Highway, Hauppauge, New York 11788,
Attention: President; (c) in the case of the Residual Trustee, at the Corporate Trust Office (as
defined in the Residual Trust Agreement); (d) in the case of the Securitization Proceeds Trustee,
at the Corporate Trust Office (as defined in the Securitization Proceeds Trust Agreement); (e) in
the case of the Indenture Trustee, at the Corporate Trust Office (as defined in the Indenture); or,
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as to each of the foregoing, at such other address as shall be designated by written notice to the
other parties.
SECTION 5.03.
Assignment. Except pursuant to the Indenture, this Agreement may
not be assigned by the County and any such purported assignment shall be of no effect. This
Agreement may not be assigned by the Purchaser except as explicitly set forth herein.
SECTION 5.04.
Limitations on Rights of Others. The provisions of this Agreement
are solely for the benefit of the County, the Purchaser, the Residual Trustee, the Securitization
Proceeds Trustee, the Indenture Trustee, the Residual Trust, the owner of the Residual Certificate,
the Securitization Proceeds Trust and the Tobacco Bondholders, and nothing in this Agreement,
whether express or implied, shall be construed to give to any other person any legal or equitable
right, remedy or claim under or in respect of this Agreement or any covenants, conditions or
provisions contained herein.
SECTION 5.05.
Separate Counterparts. This Agreement may be executed by the
parties hereto in separate counterparts, each of which when so executed and delivered shall be an
original, but all such counterparts shall together constitute but one and the same instrument.
SECTION 5.06.
Headings. The headings of the various Articles and Sections herein
are for convenience of reference only and shall not define or limit any of the terms or provisions
hereof.
SECTION 5.07.
Governing Law. This Agreement shall be construed in accordance
with the laws of the State of New York, without reference to its conflict of law provisions, and the
obligations, rights and remedies of the parties hereunder shall be determined in accordance with
such laws.
The parties hereto agree that any and all claims asserted by or against the County arising
under this Agreement or related thereto shall be heard and determined either in the courts of the
United States located in the Eastern District of New York (“Federal Court”) or in the courts of the
State of New York (“New York State Court”) located in the County of Suffolk. To effect this
Agreement and intent, the Purchaser agrees:
(a)
If the County initiates any action against the Purchaser in Federal Court or
in New York State Court, service of process may be made on the Purchaser either in person,
wherever such Purchaser may be found, or by registered mail addressed to the Purchaser at its
address as set forth in this Agreement, or to such other address as the Purchaser may provide to
the County in writing;
(b)
With respect to any action between the County and the Purchaser in New
York State Court, the Purchaser hereby expressly waives and relinquishes any rights it might
otherwise have (i) to move to dismiss on grounds of forum non conveniens; (ii) to remove to
Federal Court; and (iii) to move for a change of venue to a New York State Court outside Suffolk
County;
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(c)
With respect to any action between the County and the Purchaser in Federal
Court located in Suffolk County, the Purchaser expressly waives and relinquishes any right it might
otherwise have to move to transfer the action to a United States Court outside Suffolk County; and
(d)
If the Purchaser commences any action against the County in a court located
other than in Suffolk County, upon request of the County, the Purchaser shall either consent to a
transfer of the action to a court of competent jurisdiction located in Suffolk County or, if the court
where the action is initially brought will not or cannot transfer the action, the Purchaser shall
consent to dismiss such action without prejudice and may thereafter reinstitute the action in a court
of competent jurisdiction in Suffolk County.
SECTION 5.08.
Nonpetition Covenants. The County shall not, prior to the date
which is one year and one day after the date on which the principal of and interest on all Bonds
issued under the Indenture have been paid in full, acquiesce, petition or otherwise invoke or cause
the Purchaser, the Securitization Proceeds Trust or the Residual Trust to invoke the process of any
court or government authority for the purpose of commencing or sustaining a case against the
Purchaser, the Securitization Proceeds Trust or the Residual Trust under any Federal or state
bankruptcy, insolvency or similar law or appointing a receiver, liquidator, assignee, trustee,
custodian, sequestrator or other similar official of the Purchaser, the Securitization Proceeds Trust
or the Residual Trust or any substantial part of its property, or ordering the winding up or
liquidation of the affairs of the Purchaser, the Securitization Proceeds Trust or the Residual Trust.
SECTION 5.09.
Limitation of Liability of County Officers, Employees or Agents.
Notwithstanding anything contained herein to the contrary, no officer, employee or agent of the
County shall have any liability for the representations, warranties, covenants, agreements or other
obligations of the County hereunder or in any of the certificates, notices or agreements delivered
pursuant hereto, as to all of which recourse shall be had solely to the County.
SECTION 5.10.
Termination of Certain Provisions. To the extent any covenant,
representation, obligation or consent requirement herein is said to be for the benefit of the Tobacco
Bondholders or of the Indenture Trustee, such provision shall, with respect to the Tobacco
Bondholders or the Indenture Trustee, be deemed to terminate upon the payment of all outstanding
Tobacco Bonds and the termination of the Indenture.
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be duly
executed by their respective officers as of the day and year first above written.
SUFFOLK TOBACCO ASSET
SECURITIZATION CORPORATION,
Purchaser

By:

SEAL
Attest:

By: ________________________

COUNTY OF SUFFOLK, Seller

By:
Steven Bellone,
County Executive
SEAL

Approved As To Form:
_______________
County Attorney
By:
Assistant County Attorney
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STATE OF NEW YORK
COUNTY OF SUFFOLK

)
: SS.:
)

On the __ day of September in the year 2021 before me personally came Steven Bellone,
to me known, who, being by me duly sworn, did depose and say that he resides in the County of
Suffolk, New York; that he is the County Executive of the County of Suffolk, New York, which
executed the above instrument; that he knows the seal of the County of Suffolk; that the seal affixed
to said instrument is such seal; that it was so affixed by order of the County Legislature of the
County of Suffolk, and that he signed his name thereto by like order.

Notary Public
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APPENDIX F
BOOK-ENTRY ONLY SYSTEM
The information in this Appendix concerning DTC and DTC’s book-entry system has been obtained from
DTC, and the Corporation and the Underwriters take no responsibility for the completeness or accuracy thereof. the
Corporation and the Underwriters cannot and do not give any assurances that DTC, Direct Participants or Indirect
Participants will distribute to the Beneficial Owners (a) payments of principal or Accreted Value of and interest on
the Series 2021 Bonds, (b) certificates representing ownership interest in or other confirmation of ownership interest
in the Series 2021 Bonds, or (c) redemption or other notices sent to DTC or Cede & Co., its nominee, as the registered
owner of the Series 2021 Bonds, or that they will do so on a timely basis, or that DTC, Direct Participants or Indirect
Participants will act in the manner described in this Appendix. The current “Rules” applicable to DTC are on file
with the Securities and Exchange Commission and the current “Procedures” of DTC to be followed in dealing with
DTC participants are on file with DTC.
The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the Series
2021 Bonds. The Series 2021 Bonds will be issued as fully-registered securities registered in the name of Cede & Co.
(DTC’s partnership nominee) or such other name as may be requested by an authorized representative of DTC. One
fully-registered Series 2021 Bond certificate will be issued for each maturity of the Series 2021 Bonds of each series,
each in the aggregate principal amount or final Accreted Value of such maturity of such series, and will be deposited
with or for the account of DTC.
DTC is a limited-purpose trust company organized under the New York Banking Law, a “banking
organization” within the meaning of the New York Banking Law, a member of the Federal Reserve System, a “clearing
corporation” within the meaning of the New York Uniform Commercial Code, and a “clearing agency” registered
pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds and provides asset
servicing for over 3.5 million issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues, and
money market instruments (from over 100 countries) that DTC’s participants (“Direct Participants”) deposit with
DTC. DTC also facilitates the post-trade settlement among Direct Participants of sales and other securities transactions
in deposited securities, through electronic computerized book-entry transfers and pledges between Direct Participants’
accounts. This eliminates the need for physical movement of securities certificates. Direct Participants include both
U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, and certain other
organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC
is the holding company for DTC, National Securities Clearing Corporation and Fixed Income Clearing Corporation,
all of which are registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the
DTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, and clearing corporations that clear through or maintain a custodial relationship with a Direct Participant,
either directly or indirectly (“Indirect Participants”). DTC is rated “AA+” by Standard & Poor’s. The DTC Rules
applicable to its Participants are on file with the Securities and Exchange Commission. More information about DTC
can be found at www.dtcc.com; nothing contained in such website is incorporated into this Offering Circular.
Purchases of Series 2021 Bonds under the DTC system must be made by or through Direct Participants,
which will receive a credit for the Series 2021 Bonds on DTC’s records. The ownership interest of each actual
purchaser of each Bond (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect Participants’ records.
Beneficial Owners will not receive written confirmation from DTC of their purchase. Beneficial Owners are, however,
expected to receive written confirmations providing details of the transaction, as well as periodic statements of their
holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into the transaction.
Transfers of ownership interests in the Series 2021 Bonds are to be accomplished by entries made on the books of
Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates
representing their ownership interests in the Series 2021 Bonds, except in the event that use of the book-entry system
for the Series 2021 Bonds is discontinued.
To facilitate subsequent transfers, all Series 2021 Bonds deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an
authorized representative of DTC. The deposit of Series 2021 Bonds with DTC and their registration in the name of
Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership. DTC has no knowledge of
the actual Beneficial Owners of the Series 2021 Bonds; DTC’s records reflect only the identity of the Direct
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Participants to whose accounts such Series 2021 Bonds are credited, which may or may not be the Beneficial Owners.
The Direct and Indirect Participants will remain responsible for keeping account of their holdings on behalf of their
customers.
Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to
Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to time.
Beneficial Owners of Series 2021 Bonds may wish to take certain steps to augment the transmission to them of notices
of significant events with respect to the Series 2021 Bonds, such as redemptions, tenders, defaults, and proposed
amendments to the Series 2021 Bond documents. For example, Beneficial Owners of Series 2021 Bonds may wish to
ascertain that the nominee holding the 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 shall be sent to DTC. If less than all of the Series 2021 Bonds of any maturity are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such maturity
to be redeemed.
Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to Series 2021
Bonds unless authorized by a Direct Participant in accordance with DTC’s MMI Procedures. Under its usual
procedures, DTC mails an Omnibus Proxy to the Corporation as soon as possible after the record date. The Omnibus
Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts Bonds are
credited on the record date (identified in a listing attached to the Omnibus Proxy).
Payments of principal or Accreted Value of, premium, if any, and interest on the Series 2021 Bonds will be
made to Cede & Co., or such other nominee as may be requested by an authorized representative of DTC. DTC’s
practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail information
from the Corporation or the Trustee, on payable date in accordance with their respective holdings shown on DTC’s
records. Payments by Participants to Beneficial Owners will be governed by standing instructions and customary
practices, as is the case with securities held for the accounts of customers in bearer form or registered in “street name,”
and will be the responsibility of such Participant and not of DTC, the Trustee or the Corporation, subject to any
statutory or regulatory requirements as may be in effect from time to time. Payment of principal or Accreted Value
of, premium, if any, and interest on the Series 2021 Bonds to Cede & Co. (or such other nominee as may be requested
by an authorized representative of DTC) is the responsibility of the Trustee, disbursement of such payments to Direct
Participants will be the responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be
the responsibility of Direct and Indirect Participants.
NONE OF THE CORPORATION, THE STATE, THE UNDERWRITERS OR THE TRUSTEE WILL
HAVE ANY RESPONSIBILITY OR OBLIGATION TO DTC PARTICIPANTS, INDIRECT PARTICIPANTS OR
BENEFICIAL OWNERS WITH RESPECT TO THE PAYMENTS OR THE PROVIDING OF NOTICE TO DTC
PARTICIPANTS, INDIRECT PARTICIPANTS OR BENEFICIAL OWNERS OR THE SELECTION OF SERIES
2021 BONDS FOR PREPAYMENT OR REDEMPTION.
DTC may discontinue providing its services as depository with respect to the Series 2021 Bonds at any time
by giving reasonable notice to the Corporation or the Trustee. Under such circumstances, in the event that a successor
depository is not obtained, Series 2021 Bond certificates are required to be printed and delivered. To the extent
permitted by law, the Corporation may decide to discontinue use of the system of book-entry-only transfers through
DTC (or a successor securities depository). In that event, bond certificates will be printed and delivered. In the event
that the book-entry system is discontinued as described above, the requirements of the Indenture relating, among other
things, to payments on the Series 2021 Bonds and their registration of transfer and exchange, will apply.
So long as Cede & Co. is the registered owner of the Series 2021 Bonds, as nominee for DTC, references in
the Offering Circular to Holders or registered owners of the Series 2021 Bonds (other than under the caption “TAX
MATTERS”) shall mean Cede & Co., as aforesaid, and shall not mean the Beneficial Owners of the Series 2021
Bonds.
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APPENDIX G
FORM OF CONTINUING DISCLOSURE UNDERTAKING
Upon the delivery of the Series 2021 Bonds, the Corporation expects to execute the Continuing Disclosure
Undertaking in substantially the form appearing on the following pages.

[THIS PAGE INTENTIONALLY LEFT BLANK]

FORM OF CONTINUING DISCLOSURE UNDERTAKING
This CONTINUING DISCLOSURE UNDERTAKING dated as of September __, 2021 (the
“Continuing Disclosure Agreement”) is executed and delivered by the SUFFOLK TOBACCO ASSET
SETTLEMENT CORPORATION (the “Corporation”) for the benefit of the Beneficial Owners (as defined herein)
from time to time of the Corporation’s $_________ aggregate principal amount of Tobacco Settlement Asset-Backed
Bonds, Series 2021, consisting of $_________ Tobacco Settlement Asset-Backed Senior Bonds, Series 2021A-1
(Federally Taxable) (the “Series 2021A-1 Bonds”), $________ Tobacco Settlement Asset-Backed Senior Bonds,
Series 2021A-2 (the “Series 2021A-2 Bonds”), $________ Tobacco Settlement Asset-Backed Subordinate Bonds,
Series 2021B-1 (the “Series 2021B-1 Bonds”), and $________ Tobacco Settlement Asset-Backed Subordinate Bonds,
Series 2021B-2 (the “Series 2021B-2 Bonds”, and collectively the "Series 2021 Bonds" or the "Bonds").
RECITAL
The Corporation has determined to issue the Series 2021 Bonds pursuant to an Amended and
Restated Indenture, dated as of August 1, 2008, as amended and restated as of September 1, 2021 (the "Indenture"),
between the Corporation and The Bank of New York Mellon, as Trustee (the “Trustee”).
NOW, THEREFORE, The Corporation covenants and agrees as set forth in this Continuing
Disclosure Agreement for the benefit of the Beneficial Owner of the Bonds and in order to assist the Participating
Underwriters in complying with the Rule 15c2-12 of the Securities and Exchange Commission (the “Rule”).
Section 1. Definitions. In addition to the definitions set forth in the Indenture, which apply to any
capitalized term used in this Continuing Disclosure Agreement unless otherwise defined in this Section, the following
capitalized terms shall have the following meanings:
“Annual Report” shall mean any Annual Report provided by the Corporation pursuant to and as
described in Sections 2 and 3 of this Continuing Disclosure Agreement.
“Beneficial Owner” means any registered owner of any Bonds and any person which (a) has the
power, directly or indirectly, to vote or consent with respect to, or to dispose of ownership of, any Bonds (including
persons holding Bonds through nominees, depositories or other intermediaries), or (b) is treated as the owner of any
Bonds for federal income tax purposes.
“Business Day” means any day other than (a) a Saturday or a Sunday or (b) a day on which banking
institutions in New York, New York, are required or authorized by law to be closed.
“EMMA” means the MSRB’s Electronic Municipal Market Access system, the current internet
address of which is http://emma.msrb.org.
“Listed Events” means any of the events listed in Section 4 of this Continuing Disclosure
Agreement.
“MSRB” means the Municipal Securities Rulemaking Board and any successor agency performing
similar functions as designated by the Securities and Exchange Commission in accordance with the Rule.
“Offering Circular” means the Offering Circular dated September __, 2021, with respect to the
Bonds.
“Participating Underwriters” means the original underwriters of the Bonds required to comply
with the Rule in connection with offering of the Bonds.
“Rule” means Rule 15c2-12(b)(5) adopted by the Securities and Exchange Commission under the
Securities Exchange Act of 1934, as the same may be amended from time to time.
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Section 2. Provision of Reports.
(a)
The Corporation shall provide to the MSRB through EMMA, (i) with respect to the
information set forth in Section 3(a) hereof, not later than 180 days after the end of the Corporation's Fiscal Year,
commencing with the Fiscal Year ending December 31, 2021, and with respect to the information set forth in Section 3(b)
hereof, not later than 180 days after the end of the Corporation's Fiscal Year, commencing with the Fiscal Year ending
December 31, 2022, an Annual Report which is consistent with the requirements of Section 3 of this Continuing
Disclosure Undertaking. The Annual Report may be submitted as a single document or as separate documents comprising
a package, and may include by reference other information as provided in Section 3 of this Disclosure Agreement;
provided that the audited financial statements of the Corporation may be submitted separately from the balance of the
Annual Report and later than the date required above for the filing of the Annual Report if they are not available by that
date. If the Corporation's Fiscal Year changes, it shall give notice of such change in the same manner as for a Listed Event
under Section 4.
(b)
If the Corporation is unable to provide the Annual Report to the MSRB by the filing date
specified in this Section, the Corporation shall, in a timely manner, send a notice of such failure to the MSRB.
Section 3. Financial Information. The Corporation's Annual Report shall be in a format suitable for
filing with the MSRB and shall contain or include by reference the following:
(a)
The audited financial statements of the Corporation for the prior Fiscal Year, prepared in
accordance with generally accepted accounting principles applicable to the Corporation from time to time.
(b)

An update of the information described below:

(i)

actual results for the operating data found in the column “Pledged Revenues” of the table
included in the Offering Circular section captioned “PLEDGED REVENUES PROJECTION
METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS - Projection of Pledged
Revenues to be Received by the Trustee – Base Case,” and

(ii)

the actual debt service coverage ratio for the Series 2021A-1 Bonds and the Series 2021A-2
Bonds for such calendar year determined in substantially the manner set forth in the section of
the Offering Circular captioned “TABLES OF PROJECTED BOND DEBT SERVICE AND
COVERAGE - Series 2021A Senior Bonds Debt Service and Projected Debt Service Coverage
– Base Case,” and

(iii)

total actual net debt service of the Series 2021 Bonds for such calendar year determined in
substantially the manner set forth in the section of the Offering Circular captioned “TABLES
OF PROJECTED BOND DEBT SERVICE AND COVERAGE - Projected Series 2021 Bonds
Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021B Subordinate
Bonds – Base Case”.

(c)
It shall be sufficient for purposes of Section 2 hereof if the Corporation provides annual
financial information by specific reference to documents (i) available to the public on the MSRB website (currently,
www.emma.msrb.org or (ii) filed with the Securities and Exchange Commission. The Corporation shall clearly identify
each such other document so included by reference. The provisions of this Section 3(c) shall not apply to notices of Listed
Events pursuant to Section 4 hereof.
Section 4. Reporting of Listed Events. In a timely manner not in excess of ten Business Days after
the occurrence of the event, the Corporation shall provide to the MSRB notice of the occurrence of any of the following
events with respect to the Bonds (“Listed Events”):
(1)

principal and interest payment delinquencies;

(2)

non-payment related defaults, if material;

(3)

unscheduled draws on debt service reserves reflecting financial difficulties;
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(4)

unscheduled draws on credit enhancements, if any, reflecting financial difficulties;

(5)

substitution of credit or liquidity providers, if any, or their failure to perform;

(6)
adverse tax opinions, the issuance by the Internal Revenue Service of proposed or final
determinations of taxability, Notices of Proposed Issue (IRS Form 5701-TEB) or other material notices or
determinations with respect to the tax status of the Bonds, or other material events affecting the tax status of the
Bonds;
(7)

modifications to rights of Bondholders, if material;

(8)

bond calls, if material, and tender offers;

(9)

defeasances;

(10)

release, substitution, or sale of property securing repayment of the Bonds, if material;

(11)

rating changes;

(12)
bankruptcy, insolvency, receivership or similar events of the Corporation; provided that for
the purposes of the events described in this clause, such an event is considered to occur upon: the appointment
of a receiver, fiscal agent or similar officer for the Corporation in a proceeding under the U.S. Bankruptcy Code
or in any other proceeding under state or federal law in which a court or governmental authority has assumed
jurisdiction over substantially all of the assets or business of the Corporation, or if such jurisdiction has been
assumed by leaving the existing governing body and officials or officers in possession but subject to the
supervision and orders of a court or governmental authority, or the entry of an order confirming a plan of
reorganization, arrangement or liquidation by a court or governmental authority having supervision or
jurisdiction over substantially all of the assets or business of the Corporation;
(13)
consummation of a merger, consolidation, or acquisition involving the Corporation or the sale
of all or substantially all of the assets of the Corporation, other than in the ordinary course of business, the entry
into a definitive agreement to undertake such an action or the termination of a definitive agreement relating to
any such actions, other than pursuant to its terms, if material;
(14)

appointment of a successor or additional trustee or the change of name of a trustee, if material;

(15)
incurrence of a financial obligation of the Corporation, if material, or agreement to covenants,
events of default, remedies, priority rights, or other similar terms of a financial obligation of the Corporation,
any of which affect Bond holders, if material; and
(16)
default, event of acceleration, termination event, modification of terms, or other similar events
under the terms of a financial obligation of the Corporation, any of which reflect financial difficulties.
As used herein, the term “financial obligation” means a (i) debt obligation; (ii) derivative instrument
entered into in connection with, or pledged as security or a source of payment for, an existing or planned debt obligation;
or (iii) guarantee of (i) or (ii). The term financial obligation shall not include municipal securities as to which a final
offering circular has been provided to the MSRB consistent with the Rule.
Section 5. Provision of Information. Unless otherwise required by the MSRB, all notices, documents
and information provided to the MSRB shall be provided to EMMA in an electronic format as prescribed by the MSRB,
accompanied by such identifying information as is prescribed by the MSRB.
Section 6. Termination of Reporting Obligation. The Corporation’s obligations under this Continuing
Disclosure Agreement shall terminate upon the legal defeasance, prior redemption or payment in full of all of the Bonds. If
the Corporation’s obligations under the Agreements are assumed in full by some other entity, such person shall be responsible
for compliance with this Continuing Disclosure Agreement in the same manner as if it were the Corporation, and the
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Corporation shall have no further responsibility hereunder. If such termination or substitution occurs prior to the final
maturity of the Bonds, the Corporation shall give notice of such termination or substitution in the same manner as for a
Listed Event under Section 4.
Section 7. Dissemination Agent. The Corporation may, from time to time, appoint or engage a
dissemination agent to assist it in carrying out its obligations under this Continuing Disclosure Agreement, and may
discharge any such agent, with or without appointing a successor dissemination agent.
Section 8. Amendment; Waiver. Notwithstanding any other provision of this Continuing Disclosure
Agreement, the Corporation may amend this Continuing Disclosure Agreement and any provision of this Continuing
Disclosure Agreement may be waived, provided that Transaction Counsel or other counsel experienced in federal
securities law matters provides the Corporation with its opinion that the undertaking of the Corporation contained herein,
as so amended or after giving effect to such waiver, is in compliance with the Rule and all current amendments thereto
and interpretations thereof that are applicable to this Continuing Disclosure Agreement.
In the event of any amendment or waiver of a provision of this Continuing Disclosure Agreement, the
Corporation shall submit a report to the MSRB within ten (10) Business Days from the date of such amendment or waiver,
which shall describe such amendment and shall include, as applicable, a narrative explanation of the reason for the
amendment or waiver and its impact on the type of financial information or operating data being presented by the
Corporation.
Section 9. Additional Information. Nothing in this Continuing Disclosure Agreement shall be deemed
to prevent the Corporation from disseminating any other information, using the means of dissemination set forth in this
Continuing Disclosure Agreement or any other means of communication, or including any other information in any report
or notice of occurrence of a Listed Event, in addition to that which is required by this Continuing Disclosure Agreement.
If the Corporation chooses to include any information in any report or notice of occurrence of a Listed Event, in addition
to that which is specifically required by this Continuing Disclosure Agreement, the Corporation shall have no obligation
under this Continuing Disclosure Agreement to update such information or include it in any future report or notice of
occurrence of a Listed Event.
Section 10. Default. In the event of a failure of the Corporation to comply with any provision of this
Continuing Disclosure Agreement, the Trustee may (and, at the request of any Participating Underwriter or the owners of at
least 25% aggregate principal amount of Outstanding Bonds, shall), or any Beneficial Owner of the Bonds may take such
actions as may be necessary and appropriate, including seeking mandamus or specific performance by court order, to cause
the Corporation to comply with its obligations under this Continuing Disclosure Agreement. A default under this Continuing
Disclosure Agreement shall not be deemed an event of default under the Indenture, and the sole remedy under this Continuing
Disclosure Agreement in the event of any failure of the Corporation to comply with this Continuing Disclosure Agreement
shall be an action to compel performance.
Section 11. Beneficiaries. This Continuing Disclosure Agreement shall inure solely to the benefit of
the Corporation, the Trustee, the Participating Underwriters, and Beneficial Owners from time to time of the Bonds, and
shall create no rights in any other person or entity.
Section 12. Severability. If any provision in this Continuing Disclosure Agreement, the Indenture, or
the Bonds shall be invalid, illegal or unenforceable, the validity, legality and enforceability of the remaining provisions
shall not in any way be affected or impaired thereby.
Section 13. Counterparts. This Continuing Disclosure Agreement may be executed in several
counterparts, each of which shall be an original and all of which shall constitute but one and the same instrument.
Section 14. Governing Law. This Continuing Disclosure Agreement shall be governed by and
construed in accordance with the laws of the State of New York.
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IN WITNESS WHEREOF, the Corporation has caused this Continuing Disclosure Undertaking to be executed
by its duly authorized officer and delivered to the Participating Underwriters.
SUFFOLK TOBACCO ASSET
SECURITIZATION CORPORATION

By: ______________________________
President

[Signature Page to Continuing Disclosure Undertaking]
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APPENDIX H
TABLE OF ACCRETED VALUES OF SERIES 2021B-2 BONDS *
(Accreted Values Shown Per $5,000 Maturity Amount)
Rate of Accretion: ___%
Date
September 29, 2021 †
December 1, 2021
June 1, 2022
December 1, 2022
June 1, 2023
December 1, 2023
June 1, 2024
December 1, 2024
June 1, 2025
December 1, 2025
June 1, 2026
December 1, 2026
June 1, 2027
December 1, 2027
June 1, 2028
December 1, 2028
June 1, 2029
December 1, 2029
June 1, 2030
December 1, 2030
June 1, 2031
December 1, 2031
June 1, 2032
December 1, 2032
June 1, 2033
December 1, 2033
June 1, 2034
December 1, 2034
June 1, 2035
December 1, 2035
June 1, 2036
December 1, 2036
June 1, 2037
December 1, 2037
June 1, 2038
December 1, 2038
June 1, 2039
December 1, 2039
June 1, 2040
December 1, 2040
June 1, 2041
December 1, 2041
*

Preliminary, subject to change.

†

Closing Date.

Accreted Value ($)
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Date
June 1, 2042
December 1, 2042
June 1, 2043
December 1, 2043
June 1, 2044
December 1, 2044
June 1, 2045
December 1, 2045
June 1, 2046
December 1, 2046
June 1, 2047
December 1, 2047
June 1, 2048
December 1, 2048
June 1, 2049
December 1, 2049
June 1, 2050
December 1, 2050
June 1, 2051
December 1, 2051
June 1, 2052
December 1, 2052
June 1, 2053
December 1, 2053
June 1, 2054
December 1, 2054
June 1, 2055
December 1, 2055
June 1, 2056
December 1, 2056
June 1, 2057
December 1, 2057
June 1, 2058
December 1, 2058
June 1, 2059
December 1, 2059
June 1, 2060
December 1, 2060
June 1, 2061
December 1, 2061
June 1, 2062
December 1, 2062
June 1, 2063
December 1, 2063
June 1, 2064
December 1, 2064
June 1, 2065
December 1, 2065
June 1, 2066

Accreted Value ($)

H-2

APPENDIX I
INDEX OF DEFINED TERMS
2008 Ownership Interest ......................... cover, S-2, 1
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