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The Northern Tobacco Securitization Corporation (“NTSC”) is a nonprofit corporation organized as a subsidiary of the Alaska Housing Finance Corporation (“AHFC”).  As a subsidiary of 
AHFC, NTSC is a government instrumentality of, but separate and apart from, the State of Alaska (the “State”).  NTSC was formed pursuant to the Alaska Nonprofit Corporation Act (AS 10.20) and 
provisions of the Alaska Housing Finance Corporation Act (AS 18.56) (collectively, the “Act”).  See “NTSC” herein.

NTSC is issuing its Tobacco Settlement Asset-Backed Bonds, Series 2021 Senior Bonds, consisting of $152,825,000 Series 2021A Class 1 Senior Current Interest Bonds (the “Series 2021A 
Bonds”) as Class 1 Senior Bonds, $35,000,000 Series 2021B-1 Class 2 Senior Current Interest Bonds (the “Series 2021B-1 Bonds”) as Class 2 Senior Bonds, and $94,655,482.50 Series 2021B-2 
Class 2 Senior Capital Appreciation Bonds (the “Series 2021B-2 Bonds” and, together with the Series 2021B-1 Bonds, the “Series 2021B Bonds;” the Series 2021B Bonds, collectively with the 
Series 2021A Bonds, the “Series 2021 Bonds”) as Class 2 Senior Bonds, pursuant to an Amended and Restated Trust Indenture and a Series 2021 Supplement (together, the “Indenture”), each 
dated as of July 1, 2021, between NTSC and U.S. Bank National Association, as indenture trustee (the “Trustee”).  NTSC will use the proceeds from the issuance of the Series 2021 Bonds, together 
with other available funds, to (i) refund on a current basis all of NTSC’s Tobacco Settlement Asset-Backed Bonds Series 2006 (the “Series 2006 Bonds”) through defeasance and redemption, (ii) 
fund a deposit to the Senior Liquidity Reserve Account held under the Indenture, (iii) fund one or more State capital projects and (iv) pay costs of issuance in connection with the issuance of the 
Series 2021 Bonds.  The Series 2021 Bonds, collectively with any Refunding Bonds, Additional Bonds and Subordinate Bonds (each as defined herein) that may be issued by NTSC pursuant to the 
Indenture, are referred to herein as the “Bonds.”  

In accordance with the Act and pursuant to a Purchase and Sale Agreement dated October 12, 2000 (the “2000 Purchase and Sale Agreement”) by and among the State, AHFC and NTSC, a 
Purchase and Sale Agreement dated August 1, 2001 (the “2001 Purchase and Sale Agreement”) by and between the State and NTSC, an Amended and Consolidated Purchase and Sale Agreement 
dated August 17, 2006 by and among the State, AHFC and NTSC, amending certain provisions of the 2000 Purchase and Sale Agreement and the 2001 Purchase and Sale Agreement (the “Amended 
and Consolidated Purchase and Sale Agreement”), and the 2021 Amendments to the Amended and Consolidated Purchase and Sale Agreement dated as of July 1, 2021 by and between the State 
and NTSC (the “2021 Purchase and Sale Amendments” and, collectively with the 2000 Purchase and Sale Agreement, the 2001 Purchase and Sale Agreement and the Amended and Consolidated 
Purchase and Sale Agreement, the “Purchase and Sale Agreement”), NTSC owns the State’s right, title and interest in 80% (in the aggregate) of the amounts payable to the State 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 smoking-related litigation (collectively, the “NTSC Tobacco Assets”). Under applicable State statutes, the claim of NTSC to the NTSC Tobacco Assets is on a parity 
with the claim of the State to ownership of the remaining 20% of the amounts payable to the State under the MSA.    

The Bonds are secured by and are payable solely from (i) the NTSC Tobacco Assets that were sold to NTSC pursuant to the Purchase and Sale Agreement and pledged to the Trustee under 
the Indenture (the “Pledged TSRs”) 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 TSRs 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 was one of several jurisdictions to enter into settlements with the OPMs and certain SPMs (each as defined herein) 
regarding claims related to the 2004 through 2022 NPM Adjustments and the determination of subsequent NPM Adjustments.  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 NTSC 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 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.  Interest on the Series 2021A 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 2021 Bonds are paid in accordance with the Senior Bonds Payment Priorities, whereby the Senior Bonds are paid in accordance with the following order of priority: (1) first, the 
Class 1 Senior Bonds are Fully Paid in chronological order of Serial Maturities, Fixed Sinking Fund Installments and Maturity Dates therefor and within a maturity, by lot in accordance with the 
Indenture, and (2) second, the Class 2 Senior Bonds are Fully Paid in chronological order by Maturity Date and within a maturity, by lot in accordance with the Indenture, as described further herein.  
The Series 2021A Bonds are on parity with any Refunding Bonds and Additional Bonds that are Class 1 Senior Bonds, and are senior in payment priority to the Series 2021B Bonds, any Refunding 
Bonds and Additional Bonds that are Class 2 Senior Bonds, and any Subordinate Bonds.  The Series 2021B Bonds are subordinated in payment priority to the Series 2021A Bonds and any Refunding 
Bonds and Additional Bonds that are Class 1 Senior Bonds, are on parity with any Refunding Bonds that are Class 2 Senior Bonds, and are senior in payment priority to any Subordinate Bonds.

The Series 2021A Bonds are subject to optional redemption, mandatory tender, and optional clean-up call, and the Series 2021B Bonds are subject to optional redemption, mandatory tender, 
and mandatory clean-up call, each as described herein.  The Series 2021A Bonds that are Term Bonds are subject to mandatory redemption by Fixed Sinking Fund Installments.  The Series 2021B 
Bonds are Turbo Term Bonds subject to Turbo Redemption in accordance with the Payment Priorities, as described herein.  It is expected that payment of principal or Accreted Value of the Series 
2021B Bonds will be substantially earlier than the Turbo Term Bond Maturities therefor.  Failure to pay any Turbo Redemptions on the Series 2021B Bonds will not constitute an Event of Default or 
a Class 2 Payment Default under the Indenture if such failure is due to the insufficiency of available Collections (as defined herein).  The ratings for the Series 2021A 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 Bonds that 
are Term Bonds, Fixed 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 limited obligations of NTSC, 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 Senior Liquidity Reserve Account, with the Class 1 Senior Liquidity Reserve Subaccount 
securing only the Series 2021A Bonds (and any other Class 1 Senior Bonds that may be issued) and the Class 2 Senior Liquidity Reserve Subaccount securing only the Series 
2021B-1 Bonds (and any other Class 2 Senior Bonds designated to be secured by such Subaccount that may be issued).  The Senior Liquidity Reserve Account does not secure 
the Series 2021B-2 Bonds or Subordinate Bonds. The Series 2021 Bonds do not constitute a charge against the general credit of NTSC and under no circumstances will NTSC 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 and other obligations of NTSC do not constitute a debt, liability or other obligation 
of AHFC or the State or any subdivision or instrumentality of the State or a pledge of the faith and credit or taxing power of AHFC or the State or of any political subdivision 
or instrumentality thereof. NTSC 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 NTSC and accepted by the Underwriters, subject to the approval of validity by Kutak Rock LLP, Omaha, Nebraska, as 
Bond Counsel to NTSC.  Certain legal matters with respect to the State will be passed upon by the Attorney General of the State of Alaska.  Certain legal matters will be passed upon for the 
Underwriters by their counsel, Hawkins Delafield & Wood 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 July 1, 2021.

Jefferies

Citigroup Ramirez & Co., Inc.
BofA Securities Wells Fargo Securities

Date:  June 24, 2021



 
 
 

MATURITY SCHEDULE 

$282,480,482.50 
NORTHERN TOBACCO SECURITIZATION CORPORATION 

Tobacco Settlement Asset-Backed Bonds, Series 2021 Senior Bonds 

 
$152,825,000 Series 2021A Class 1 Senior Current Interest Bonds 

Series 2021A Serial Bonds 

Maturity 
Date 

(June 1) 
Principal 
Amount 

Interest 
Rate Yield 

CUSIP† No. 
(Base CUSIP 

66585V) 

 

Maturity 
Date 

(June 1) 
Principal 
Amount 

Interest 
Rate 

 
Yield 

CUSIP† No. 
(Base CUSIP 

66585V) 
2022 $3,680,000 3.00% 0.18% BC8  2032 $5,365,000 5.00% 1.41%C BN4 
2023 3,970,000 4.00 0.25 BD6  2033 5,390,000 5.00 1.49 C BP9 
2024 4,680,000 5.00 0.36 BE4  2034 5,400,000 4.00 1.62 C BQ7 
2025 4,415,000 5.00 0.51 BF1  2035 5,360,000 4.00 1.68 C BR5 
2026 4,290,000 5.00 0.66 BG9  2036 5,600,000 4.00 1.73 C BS3 
2027 4,950,000 5.00 0.79 BH7  2037 5,850,000 4.00 1.76 C BT1 
2028 5,200,000 5.00 0.90 BJ3  2038 6,005,000 4.00 1.79 C BU8 
2029 5,405,000 5.00 1.04 BK0  2039 6,115,000 4.00 1.82 C BV6 
2030 5,375,000 5.00 1.17 BL8  2040 6,235,000 4.00 1.85 C BW4 
2031 5,345,000 5.00 1.27 BM6  2041 6,440,000 4.00 1.88 C BX2 

 
$47,755,000  4.00% Series 2021A Term Bonds due June 1, 2050, Yield 2.08% C, CUSIP† No. 66585VBY0 

 
$35,000,000 Series 2021B-1 Class 2 Senior Current Interest Bonds 

$7,500,000  0.50% Series 2021B-1 Turbo Term Bonds due June 1, 2031 (Base Case Average Life(1): 1.33 years) 
Price 100%, CUSIP† No. 66585VBZ7 

$27,500,000  4.00% Series 2021B-1 Turbo Term Bonds due June 1, 2050 (Base Case Average Life(1): 4.31 years) 
Yield 2.20% C, CUSIP† No. 66585VCA1 

 
$94,655,482.50 Series 2021B-2 Class 2 Senior Capital Appreciation Bonds(2) 

$94,655,482.50 Series 2021B-2 Capital Appreciation Turbo Term Bonds  

Maturity Date  
(June 1) 

Initial Principal  
Amount 

Rate of 
Accretion  

Accreted Value 
at Maturity(3) 

 
Initial Principal 

Amount per $5,000 
Accreted Value at 

Maturity 

Base Case 
Average 

Life(1) 

CUSIP† No. 
(Base CUSIP 

66585V) 
2066 $94,655,482.50 3.40% $430,350,000 $1,099.75 15.17 years CB9 

 
_____________________ 
 (1) Assumes Turbo Redemption payments are made in accordance with the Pledged TSRs Projection Methodology and Assumptions described herein 

under “PLEDGED TSRs PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS.”  See the table entitled “Projected 
Series 2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021B Bonds – Base Case” in “TABLES OF 
PROJECTED BOND DEBT SERVICE AND COVERAGE” herein.  The Pledged TSRs 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 2021B 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 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 Owners only at the time of issuance of the Series 2021 Bonds, and NTSC, 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. 

C  Priced to first optional call on June 1, 2031. 
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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 NTSC 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 NTSC, 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 NTSC 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.  NTSC 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 NTSC 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 NTSC 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 NTSC 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, NTSC 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 TSRs (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 NTSC, 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 Purchase and Sale Agreement and the Continuing 
Disclosure Undertaking do not purport to be complete.  Refer to the Act, the Indenture, the Purchase and Sale 
Agreement and the Continuing Disclosure Undertaking for full and complete details of their provisions.  Copies of 
the Act, the Indenture, the Purchase and Sale Agreement and the Continuing Disclosure Undertaking are on file with 
NTSC 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 NTSC.  These forward-looking statements speak only as of the date of this Offering Circular.  
NTSC disclaims any obligation or undertaking to release publicly any updates or revisions to any forward-looking 
statement contained herein to reflect any changes in NTSC’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 NTSC, the Underwriters and the Owners 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 Purchase and Sale Agreement, as applicable.  See APPENDIX E-1 – “FORM OF AMENDED AND RESTATED 
INDENTURE,” APPENDIX E-2 – “PURCHASE AND SALE AGREEMENT AND FORM OF 2021 PURCHASE AND 
SALE AMENDMENTS” and APPENDIX I – “INDEX OF DEFINED TERMS” attached hereto.   

Overview  The Northern Tobacco Securitization Corporation (“NTSC”) is issuing its Tobacco 
Settlement Asset-Backed Bonds, Series 2021 Senior Bonds, consisting of 
$152,825,000 Series 2021A Class 1 Senior Current Interest Bonds (the “Series 2021A 
Bonds”), $35,000,000 Series 2021B-1 Class 2 Senior Current Interest Bonds (the 
“Series 2021B-1 Bonds”), and $94,655,482.50 Series 2021B-2 Class 2 Senior Capital 
Appreciation Bonds (the “Series 2021B-2 Bonds” and, together with the Series 2021B-
1 Bonds, the “Series 2021B Bonds;” the Series 2021B Bonds, collectively with the 
Series 2021A Bonds, the “Series 2021 Bonds”), pursuant to an Amended and Restated 
Trust Indenture and a Series 2021 Supplement (together, the “Indenture”), each dated 
as of July 1, 2021, between NTSC and U.S. Bank National Association, as indenture 
trustee (the “Trustee”).  NTSC will use the proceeds from the issuance of the Series 
2021 Bonds, together with other available funds, to (i) refund on a current basis all of 
NTSC’s Tobacco Settlement Asset-Backed Bonds Series 2006 (the “Series 2006 
Bonds”) through defeasance and redemption, (ii) fund a deposit to the Senior Liquidity 
Reserve Account held under the Indenture, (iii) fund one or more State capital projects 
and (iv) pay costs of issuance in connection with the issuance of the Series 2021 Bonds.  
See “PLAN OF REFUNDING,” “ESTIMATED SOURCES AND USES OF FUNDS.”  

The Series 2021 Bonds, collectively with any Refunding Bonds, Additional Bonds and 
Subordinate Bonds (each as defined herein) that may be issued by NTSC pursuant to 
the Indenture, are referred to herein as the “Bonds.” 

 In accordance with the Act and pursuant to a Purchase and Sale Agreement dated 
October 12, 2000 (the “2000 Purchase and Sale Agreement,”) by and among the 
State, AHFC and NTSC, a Purchase and Sale Agreement dated August 1, 2001 (the 
“2001 Purchase and Sale Agreement”) by and between the State and NTSC, an 
Amended and Consolidated Purchase and Sale Agreement dated August 17, 2006 by 
and among the State, AHFC and NTSC, amending certain provisions of the 2000 
Purchase and Sale Agreement and the 2001 Purchase and Sale Agreement (the 
“Amended and Consolidated Purchase and Sale Agreement”), and the 2021 
Amendments to the Amended and Consolidated Purchase and Sale Agreement dated as 
of July 1, 2021 by and between the State and NTSC (the “2021 Purchase and Sale 
Amendments” and, collectively with the 2000 Purchase and Sale Agreement, the 2001 
Purchase and Sale Agreement and the Amended and Consolidated Purchase and Sale 
Agreement, the “Purchase and Sale Agreement”), NTSC owns the State’s right, title 
and interest in 80% (in the aggregate) of the amounts payable to the State 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 smoking-related litigation 
(collectively, the “NTSC Tobacco Assets”). Under applicable State statutes, the claim 



 

S-2 
 

of NTSC to the NTSC Tobacco Assets is on a parity with the claim of the State to 
ownership of the remaining 20% of the amounts payable to the State under the MSA.    

The Bonds are secured by and are payable solely from (i) the NTSC Tobacco Assets 
that were sold to NTSC pursuant to the Purchase and Sale Agreement and pledged to 
the Trustee under the Indenture (the “Pledged TSRs”) 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.”   

NTSC  NTSC is a nonprofit corporation organized as a subsidiary of the Alaska Housing 
Finance Corporation (“AHFC”).  As a subsidiary of AHFC, NTSC is a government 
instrumentality of, but separate and apart from, the State.  NTSC was formed pursuant 
to the Alaska Nonprofit Corporation Act (AS 10.20) and provisions of the Alaska 
Housing Finance Corporation Act (AS 18.56) (collectively, the “Act”).  See “NTSC” 
herein.   

Securities Offered  The Series 2021 Bonds are Refunding Bonds and Senior Bonds under the Indenture; 
the Series 2021A Bonds are Class 1 Senior Bonds, and the Series 2021B Bonds are 
Class 2 Senior Bonds, as described further herein.  The Series 2021A Bonds are on 
parity with any Refunding Bonds and Additional Bonds that are Class 1 Senior Bonds, 
and are senior in payment priority to the Series 2021B Bonds, any Refunding Bonds 
and Additional Bonds that are Class 2 Senior Bonds, and any Subordinate Bonds.  The 
Series 2021B Bonds are subordinated in payment priority to the Series 2021A Bonds 
and any Refunding Bonds and Additional Bonds that are Class 1 Senior Bonds, are on 
parity with any Refunding Bonds that are Class 2 Senior Bonds, and are senior in 
payment priority to any Subordinate Bonds. 

The Series 2021B Bonds are Turbo Term Bonds.  The Series 2021A Bonds and the 
Series 2021B-1 Bonds are Current Interest Bonds, and the Series 2021B-2 Bonds are 
Capital Appreciation Bonds.  See “THE SERIES 2021 BONDS” herein.  

The Series 2021A 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 July 1, 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 will be secured, subject to the Payment Priorities described 
below, by the “Collateral,” which is a first priority lien and security interest in, all of 
NTSC’s right, title, and interest, whether now owned or hereafter acquired, in, to, and 
under: (i) the Pledged TSRs; (ii) the Pledged Accounts, all money, instruments, 
investment property, and other property credited to or on deposit in the Pledged 
Accounts, and all investment earnings thereon; (iii) any payment received by NTSC 
pursuant to a Swap Contract (in accordance with the Indenture, NTSC will not enter 
into a Swap Contract as long as the Series 2021 Bonds are Outstanding); (iv) all present 
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and future claims, demands, causes and things in action in respect of any or all of the 
foregoing and all payments on or under and all proceeds of every kind and nature 
whatsoever in respect of any or all of the foregoing, including all proceeds of the 
conversion, voluntary or involuntary, into cash or other liquid property, all cash 
proceeds, accounts, general intangibles, notes, drafts, acceptances, chattel paper, 
checks, deposit accounts, insurance proceeds, condemnation awards, rights to payment 
of any and every kind, and other forms of obligations and receivables, instruments, 
payment intangibles and other property that at any time constitute all or part of or are 
included in the proceeds of any of the foregoing; and (v) all proceeds of the foregoing.  
The Collateral does not include the rights of NTSC pursuant to provisions for consent 
or other action by NTSC, notice to NTSC, indemnity or the filing of documents with 
NTSC, or otherwise for its benefit and not for that of the Owners.  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.  

Payment Priorities “Payment Priorities” means payment of Bonds in the following order of priority: 

(1) first, the Senior Bonds are Fully Paid pursuant to the “Senior Bonds Payment 
Priorities,” which means the payment of Senior Bonds in the following order of 
priority:  (I) first, the Class 1 Senior Bonds are Fully Paid in chronological order of 
Serial Maturities, Fixed Sinking Fund Installments and Maturity Dates therefor and 
within a maturity, by lot in accordance with the Indenture; and (II) second, the Class 2 
Senior Bonds are Fully Paid in chronological order by Maturity Date and within a 
maturity, by lot in accordance with the Indenture; and 

(2) second, any Subordinate Bonds are Fully Paid in accordance with the 
provisions of the applicable Series Supplement. 

Limited Obligations The Series 2021 Bonds are limited obligations of NTSC, 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 
Senior Liquidity Reserve Account, with the Class 1 Senior Liquidity Reserve 
Subaccount securing only the Series 2021A Bonds (and any other Class 1 Senior Bonds 
that may be issued) and the Class 2 Senior Liquidity Reserve Subaccount securing only 
the Series 2021B-1 Bonds (and any other Class 2 Senior Bonds designated to be secured 
by such Subaccount that may be issued).  The Senior Liquidity Reserve Account does 
not secure the Series 2021B-2 Bonds or Subordinate Bonds. The Series 2021 Bonds do 
not constitute a charge against the general credit of NTSC and under no circumstances 
will NTSC 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 and other obligations of NTSC do not constitute a 
debt, liability or other obligation of AHFC or the State or any subdivision or 
instrumentality of the State or a pledge of the faith and credit or taxing power of AHFC 
or the State or of any political subdivision or instrumentality thereof. NTSC 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 
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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”).    

 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.  NTSC 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”).  SPMs are also required to make Annual Payments (and were also 
required to make Strategic Contribution 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.”   
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 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 State was one of several jurisdictions to 
enter into settlements with the OPMs and certain SPMs regarding claims related to the 
2004 through 2022 NPM Adjustments and the determination of subsequent NPM 
Adjustments.  See “RISK FACTORS—Payment Decreases Under the Terms of the 
MSA,” “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT—
Adjustments to Payments” and “—NPM Adjustment Claims and NPM Adjustment 
Settlement,” APPENDIX C-1 — “NPM ADJUSTMENT SETTLEMENT 
AGREEMENT,” APPENDIX C-2 — “ALASKA JOINDER TO NPM ADJUSTMENT 
SETTLEMENT AGREEMENT” and APPENDIX C-3 — “2018 THROUGH 2022 
NPM ADJUSTMENTS SETTLEMENT AGREEMENT.”  

 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 
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 0.3414187% 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. 

Alaska Consent Decree On February 9, 1999, the Consent Decree and Final Judgment (the “Consent Decree”) 
that governs the class action portion of the State’s action against the tobacco companies 
was entered in the Superior Court for the State of Alaska, First Judicial District at 
Juneau.  The Consent Decree, which is final and non-appealable, settled the class action 
litigation brought by the State against the OPMs and resulted in the achievement of 
Alaska State-Specific Finality under the MSA.  See “ALASKA CONSENT DECREE” 
herein. 

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 
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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 
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 258.9 
billion cigarettes in 2016, 247.5 billion cigarettes in 2017, 235.9 billion cigarettes in 
2018 and 224.2 billion cigarettes in 2019.  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 TSRs PROJECTION METHODOLOGY AND 

                                                           
*  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 
Commission.  See “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO INDUSTRY.”  The aggregate market share 
information from NAAG used in the Pledged TSRs 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 TSRs PROJECTION 
METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” and “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT—
Adjustments to Payments.”  



 

S-7 
 

BOND STRUCTURING ASSUMPTIONS” and APPENDIX A – “TOBACCO 
CONSUMPTION REPORT.”   

Tobacco Consumption 
Report  

IHS Global Inc. (“IHS Global”) has prepared a report dated June 24, 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 Northern Tobacco 
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 
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 42.9 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 TSRs 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 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.  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 (and, with 
respect to the Series 2021A Bonds that are Term Bonds, on the Fixed Sinking Fund 
Installment dates, as described herein).  Principal or Accreted Value is also payable on 
the Series 2021B Bonds by Turbo Redemptions in accordance with the Payment 
Priorities, as described below. 
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Turbo Redemption of 
Series 2021B Bonds 

Under the Indenture, 100% of all Collections in excess of the requirements for, among 
other things, the periodic funding of Operating Expenses, interest payments, Fixed 
Sinking Fund Installments, Serial Bond Maturities, Term Bond Maturities and 
replenishment of the Senior Liquidity Reserve Account are applied to the mandatory 
redemption of Turbo Term Bonds (including the Series 2021B Bonds) at the principal 
amount or Accreted Value thereof on each Distribution Date (or special redemption 
date under the Indenture) in accordance with the Payment Priorities (“Turbo 
Redemptions”). Turbo Redemptions may also be made in accordance with the 
Payment Priorities from amounts on deposit in the Lump Sum Payment Account with 
Rating Confirmation. Amounts in the Senior Liquidity Reserve Account are not 
available to make Turbo Redemptions. The Trustee may specify a special redemption 
date for purposes of redeeming Turbo Term Bonds if amounts are available therefor 
pursuant to the Indenture and if the Trustee is instructed to do so by NTSC in an 
Officer’s Certificate.  Failure by NTSC to make any Turbo Redemptions will not 
constitute an Event of Default, a Class 2 Payment Default or 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 “THE SERIES 2021 BONDS – Turbo Redemption 
of Series 2021B Bonds.”  

For schedules of projected Turbo Redemptions, see the tables entitled “Projected Series 
2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 
2021B Bonds – Base Case,” “– Alternative Case (Menthol Ban) 1” and “– Alternative 
Case (Menthol Ban) 2” and the respective column headings “Series 2021B 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 any Pledged Account shall 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 Class 1 Senior Bonds.  Any Class 1 
Senior Bonds so purchased shall be delivered to the Trustee for cancellation. 

Mandatory Redemption of 
Series 2021A Term Bonds 
by Fixed Sinking Fund 
Installments 

The Series 2021A Bonds maturing on June 1, 2050 are Term Bonds that are subject to 
mandatory redemption in part by Fixed Sinking Fund Installments as described herein 
under “THE SERIES 2021 BONDS — Mandatory Redemption of Series 2021A Term 
Bonds by Fixed Sinking Fund Installments.”  Failure to pay Fixed Sinking Fund 
Installments on the Series 2021A Bonds is an Event of Default under the Indenture.  
See “SECURITY FOR THE BONDS — Events of Default; Remedies.” 

Optional Redemption and 
Mandatory Tender and 
Purchase 

Optional Redemption and Mandatory Tender and Purchase of Series 2021 Bonds.  The 
Series 2021 Bonds are subject to redemption or mandatory tender and purchase from 
any source other than amounts in the Pledged Accounts that are required to secure any 
Bonds that will remain Outstanding after such redemption or purchase, as applicable, 
at the option of NTSC (x) in the case of the Series 2021A Bonds and the Series 2021B-
1 Bonds, at a redemption price or purchase price, as applicable, equal to one hundred 
percent (100%) of the principal amount being redeemed or purchased, as applicable, 
plus interest accrued to the redemption date or purchase date, as applicable, and (y) in 
the case of the Series 2021B-2 Bonds, at a redemption price or purchase price, as 
applicable, equal to one hundred percent (100%) of the Accreted Value being redeemed 
or purchased, as applicable, on the redemption date or purchase date, as applicable, 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 NTSC in its discretion.  Notwithstanding the foregoing, 
if the Series 2021 Bonds to be tendered for purchase are Tax-Exempt Bonds (as defined 
in the Indenture) and are to be remarketed as Tax-Exempt Bonds, an Opinion of 
Counsel (as defined in the Indenture) that the mandatory tender and remarketing of 
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such Series 2021 Bonds will not, in and of themselves, adversely affect the exclusion 
of interest on such Series 2021 Bonds from gross income for federal income tax 
purposes, addressed to NTSC and the Trustee, will be required for the mandatory tender 
for purchase and remarketing of such Series 2021 Bonds.  Any such Series 2021 Bonds 
purchased by NTSC pursuant to a mandatory tender for purchase shall be cancelled by 
the Trustee, unless NTSC otherwise so directs in writing.  Additional provisions 
regarding mandatory tender for purchase and remarketing of the Series 2021 Bonds are 
set forth in the Indenture and Series 2021 Supplement.  See APPENDIX E-1 – “FORM 
OF AMENDED AND RESTATED INDENTURE” attached hereto. 

Catch-Up Optional Redemption and Mandatory Tender and Purchase of Series 2021B 
Bonds.  The Series 2021B-1 Bonds and the Series 2021B-2 Bonds are each subject to 
redemption or mandatory tender and purchase, from any source other than amounts in 
the Pledged Accounts that are required to secure any Bonds that will remain 
Outstanding after such redemption or purchase, as applicable, at the option of NTSC, 
(x) in the case of the Series 2021B-1 Bonds, at a redemption price or purchase price, as 
applicable, equal to one hundred percent (100%) of the principal amount being 
redeemed or purchased, as applicable, plus interest accrued to the redemption date or 
purchase date, as applicable, and (y) in the case of the Series 2021B-2 Bonds, at a 
redemption price or purchase price, as applicable, equal to one hundred percent (100%) 
of the Accreted Value being redeemed on the redemption date or purchase date, as 
applicable, 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 or purchase, as applicable, have not been paid with respect to 
such Series 2021B-1 Bonds or Series 2021B-2 Bonds, as applicable.  Notwithstanding 
the foregoing, if the Series 2021 Bonds to be tendered for purchase are Tax-Exempt 
Bonds (as defined in the Indenture) and are to be remarketed as Tax-Exempt Bonds, an 
Opinion of Counsel (as defined in the Indenture) that the mandatory tender and 
remarketing of such Series 2021 Bonds will not, in and of themselves, adversely affect 
the exclusion of interest on such Series 2021 Bonds from gross income for federal 
income tax purposes, addressed to NTSC and the Trustee, will be required for the 
mandatory tender for purchase and remarketing of such Series 2021 Bonds.  Any such 
Series 2021 Bonds purchased by NTSC pursuant to a mandatory tender for purchase 
shall be cancelled by the Trustee, unless NTSC otherwise so directs in writing.  
Additional provisions regarding mandatory tender for purchase and remarketing of the 
Series 2021 Bonds are set forth in the Indenture and Series 2021 Supplement.  See 
APPENDIX E-1 – “FORM OF AMENDED AND RESTATED INDENTURE” 
attached hereto. 

Clean-Up Call 
Redemptions 

Optional Clean-Up Call of Class 1 Senior Bonds.  The Class 1 Senior Bonds (including 
the Series 2021A Bonds) and any Bonds secured on parity with the Class 1 Senior 
Bonds are subject to optional redemption in whole at a redemption price equal to 100% 
of the Bond Obligation of the Class 1 Senior Bonds being redeemed plus interest 
accrued to the redemption date from the available amounts on deposit in the Pledged 
Accounts allocable to the Class 1 Senior Bonds at any time that such amounts exceed 
the aggregate principal amount of, and accrued interest on, all Outstanding Class 1 
Senior Bonds.  

Mandatory Clean-Up Call of Class 2 Senior Bonds Secured by the Class 2 Senior 
Liquidity Reserve Subaccount. The Class 2 Senior Bonds secured by the Class 2 Senior 
Liquidity Reserve Subaccount (including the Series 2021B-1 Bonds) and any Bonds 
secured on parity with the Class 2 Senior Bonds and which are secured by the Class 2 
Senior Liquidity Reserve Subaccount are subject to mandatory redemption in whole at 
a redemption price equal to 100% of the Bond Obligation of such Class 2 Senior Bonds 
being redeemed plus interest accrued to the redemption date from the available amounts 
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on deposit in the Pledged Accounts allocable to the Class 2 Senior Bonds  at any time 
that such amounts exceed the aggregate principal amount of, and accrued interest on, 
all such Outstanding Class 2 Senior Bonds.  

Mandatory Redemption of 
Defeased Series 2021B 
Bonds 

The Series 2021B Bonds that are defeased in accordance with the Indenture are subject 
to mandatory redemption, at a redemption price equal to 100% of the Bond Obligation 
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  

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 Operating Account in accordance with 
the Indenture, use all such amounts on deposit in the Lump Sum Payment Account to 
make payments on the Bonds as described herein under “SECURITY FOR THE 
BONDS — Flow of Funds — 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), 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 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 
TSRs PROJECTION METHODOLOGY AND BOND STRUCTURING 
ASSUMPTIONS” herein. 

Senior Liquidity Reserve 
Account 

The “Senior Liquidity Reserve Account” has been established and is maintained by 
the Trustee, and within such Account, the Class 1 Senior Liquidity Reserve Subaccount 
secures only the Series 2021A Bonds (and any other Class 1 Senior Bonds that may be 
issued) and the Class 2 Senior Liquidity Reserve Subaccount secures only the Series 
2021B-1 Bonds (and any other Class 2 Senior Bonds designated to be secured by such 
Subaccount that may be issued). The Class 2 Senior Liquidity Reserve Subaccount does 
not secure the Series 2021B-2 Bonds.  The Class 1 Senior Liquidity Reserve 
Subaccount will be funded on the Closing Date in the amount of the “Class 1 Senior 
Liquidity Reserve Requirement”, which is, for as long as any Series 2021A Bonds 
are Outstanding, an amount equal to $10,874,150, and otherwise $0; provided, 
however, that at the option of NTSC, with a Rating Confirmation for any Bonds which 
are then rated by a Rating Agency, the Class 1 Senior Liquidity Reserve Requirement 
applicable on and after June 1, 2031 may be changed to an amount equal to Maximum 
Annual Class 1 Senior Bond Debt Service each year for as long as any Class 1 Senior 
Bonds are Outstanding, and otherwise $0.  “Maximum Annual Class 1 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, Fixed Sinking 
Fund Installments and interest on Class 1 Senior Bonds.  The Class 2 Senior Liquidity 
Reserve Subaccount will be funded on the Closing Date in the amount of the “Class 2 
Senior Liquidity Reserve Requirement”, which is an amount equal to $1,137,500 for 
so long as any Series 2021B-1 Bonds are Outstanding and an amount equal to $0 when 
no Series 2021B-1 Bonds are Outstanding, which amount may (but is not required to) 
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be amended upon the issuance of Refunding Bonds that constitute Class 2 Senior Bonds 
in accordance with the applicable Series Supplement. 

 Amounts in the applicable subaccount of the Senior Liquidity Reserve Account will be 
available to pay principal (including Fixed Sinking Fund Installments) and interest on 
the Series 2021A Bonds and Series 2021B-1 Bonds, as applicable, but will not be 
available for Turbo Redemptions. The Senior Liquidity Reserve Account does not 
secure the Series 2021B-2 Bonds or Subordinate Bonds.  Unless an Event of Default 
has occurred, Collections (to the extent available) will be used to replenish the 
applicable subaccount in the Senior Liquidity Reserve Account to the Class 1 Senior 
Liquidity Reserve Requirement or Class 2 Senior Liquidity Reserve Requirement, as 
applicable.  See “SECURITY FOR THE BONDS.”   

Flow of Funds   “Collections” are all funds collected with respect to the Pledged TSRs.  All Collections 
received by the Trustee shall be promptly deposited by the Trustee into the Collections 
Account.  As soon as is practicable, but in any event no later than the earlier of (x) the 
fifth Business Day following each date of actual receipt by the Trustee of any 
Collections relating to the Pledged TSRs (“Deposit Date”), or (y) two Business Days 
prior to each Distribution Date, and in either case after the transfer of amounts from the 
Senior Liquidity Reserve Account to the Senior Debt Service Account pursuant to the 
Indenture, the Trustee shall withdraw the funds on deposit in the Collections Account 
and transfer such amounts as described herein under “SECURITY FOR THE BONDS 
– Flow of Funds.” 

Events of Default  An “Event of Default” under the Indenture means any one of the following: 

(a) failure to pay when due interest on any Class 1 Senior Bonds; 

(b) failure to pay when due any Serial Maturity, Fixed Sinking Fund Installment 
or Term Bond Maturity for Class 1 Senior Bonds; or 

(c) failure of NTSC to observe or perform any other covenant, condition, 
agreement, or provision contained in the Senior Bonds or in the Indenture relating to 
Senior Bonds, which breach is not remedied within 60 days after Written Notice, 
specifying such default and requiring the same to be remedied, shall have been given 
to NTSC by the Trustee or by the Owners of at least 25% in Bond Obligation of the 
Senior Bonds then Outstanding. In the case of a default specified in this clause, if the 
default be such that it cannot be corrected within the said 60-day period, it shall not 
constitute an Event of Default if corrective action is instituted by NTSC within said 60-
day period and diligently pursued until the default is corrected. 

Except as specified in clauses (a) and (b) above, failure to make any payment or to 
make provision therefor, including any Projected Turbo Redemption, does not 
constitute an Event of Default to the extent that such failure results from the 
insufficiency of available Collateral to make such payment or provision therefor. 

Notwithstanding anything in the Indenture to the contrary, neither a Class 2 Payment 
Default nor a Subordinate Payment Default is an Event of Default under the Indenture, 
provided that in the event of a Class 2 Payment Default or a Subordinate Payment 
Default, so long as no Series 2021B-1 Bonds or Class 1 Senior Bonds are Outstanding, 
Owners of Class 2 Senior Bonds (in the event of a Class 2 Payment Default) and 
Owners of Subordinate Bonds (in the event of a Subordinate Payment Default) shall 
have the respective specified remedies set forth in the Indenture.   
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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 shall be paid as described herein under “SECURITY FOR THE 
BONDS—Flow of Funds—Payment Upon an Event of Default.” 

See “SECURITY FOR THE BONDS – Events of Default; Remedies” herein for a 
discussion of Events of Default, Class 2 Payment Defaults, Subordinate Payment 
Defaults and the related remedies available to the Trustee. 

Refunding Bonds, 
Additional Bonds and 
Subordinate 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).   

Refunding Bonds may be issued to refund Bonds in part (including the funding of 
defeasance escrows and deposits to Accounts in connection with such issuance) and 
Additional Bonds may be issued at the discretion of NTSC, but only if upon the 
issuance of such Refunding Bonds and/or Additional Bonds: (A) the amount on deposit 
in the applicable subaccounts in the Senior Liquidity Reserve Account following the 
issuance of such Refunding Bonds and/or Additional Bonds will be at least equal to the 
Class 1 Senior Liquidity Reserve Requirement and Class 2 Senior Liquidity Reserve 
Requirement, as applicable; (B) no Event of Default shall have occurred and be 
continuing; (C) the weighted average life of each Turbo Term Bond that will remain 
Outstanding after the date of issuance of the Refunding Bonds and/or Additional Bonds 
as computed on the basis of new projections on the date of issuance of the Refunding 
Bonds and/or Additional Bonds will not exceed (x) the remaining weighted average life 
of each such Turbo Term Bond as computed by NTSC on the basis of new projections 
assuming that no such Refunding Bonds and/or Additional Bonds are issued plus (y) 
one year; and (D) a Rating Confirmation is received for any Bonds that will remain 
Outstanding after the date of issuance of the Refunding Bonds and/or Additional Bonds 
which are then rated by a Rating Agency. 

One or more Series of “Subordinate Bonds” may be issued for any lawful purpose if 
there is no payment permitted for such Bonds until all previously issued Bonds are 
Fully Paid.  Subordinate Bonds may be issued to refund all or a portion of the Bonds 
without satisfying the requirements described above. 

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

Covenants  NTSC and the State have made certain covenants for the benefit of the Owners. See 
APPENDIX E-1 – “FORM OF AMENDED AND RESTATED INDENTURE” 
attached hereto for the covenants made by NTSC, APPENDIX E-2 – “PURCHASE 
AND SALE AGREEMENT” attached hereto for the covenants made by the State in 
the Purchase and Sale Agreement and APPENDIX E-1 – “FORM OF AMENDED 
AND RESTATED INDENTURE” attached hereto for the State’s covenants that NTSC 
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”), NTSC 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.”   
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Ratings  The ratings for the Series 2021A 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 Bonds that are 
Term Bonds, Fixed 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 
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 Kutak Rock LLP, Bond Counsel to NTSC, interest on the Series 2021 
Bonds (A) under existing laws, regulations, rulings and judicial decisions, (i) is 
excluded from gross income for federal income tax purposes and (ii) is not a specific 
preference item for purposes of the alternative minimum tax imposed under the Internal 
Revenue Code of 1986, as amended, and (B) is free from taxation by the State of Alaska 
under existing law (except that no opinion is expressed as to such exemption from State 
estate and inheritance taxes and taxes of transfers by or in anticipation of death). Bond 
Counsel expresses no opinion regarding any other tax consequences related to the 
ownership or disposition of, or the amount, accrual or receipt of interest on, the Series 
2021 Bonds.  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 Purchase and Sale Agreement may be obtained upon request 
from the Trustee at: U.S. Bank National Association, 1420 Fifth Avenue, 7th Floor, 
Seattle, Washington 98101, Attention: Global Corporate Trust Services.   
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INTRODUCTORY STATEMENT 

The Northern Tobacco Securitization Corporation (“NTSC”) is issuing its Tobacco Settlement Asset-Backed 
Bonds, Series 2021 Senior Bonds, consisting of $152,825,000 Series 2021A Class 1 Senior Current Interest Bonds 
(the “Series 2021A Bonds”) as Class 1 Senior Bonds, $35,000,000 Series 2021B-1 Class 2 Senior Current Interest 
Bonds (the “Series 2021B-1 Bonds”) as Class 2 Senior Bonds, and $94,655,482.50 Series 2021B-2 Class 2 Senior 
Capital Appreciation Bonds (the “Series 2021B-2 Bonds” and, together with the Series 2021B-1 Bonds, the “Series 
2021B Bonds;” the Series 2021B Bonds, collectively with the Series 2021A Bonds, the “Series 2021 Bonds”) as 
Class 2 Senior Bonds, pursuant to an Amended and Restated Trust Indenture and a Series 2021 Supplement (together, 
the “Indenture”), each dated as of July 1, 2021, between NTSC and U.S. Bank National Association, as indenture 
trustee (the “Trustee”).  NTSC will use the proceeds from the issuance of the Series 2021 Bonds, together with other 
available funds, to (i) refund on a current basis all of NTSC’s Tobacco Settlement Asset-Backed Bonds Series 2006 
(the “Series 2006 Bonds”) through defeasance and redemption, (ii) fund a deposit to the Senior Liquidity Reserve 
Account held under the Indenture, (iii) fund one or more State capital projects and (iv) pay costs of issuance in 
connection with the issuance of the Series 2021 Bonds.  The Series 2021 Bonds, collectively with any Refunding 
Bonds, Additional Bonds and Subordinate Bonds (each as defined herein) that may be issued by NTSC pursuant to 
the Indenture, are referred to herein as the “Bonds.”  See “PLAN OF REFUNDING,” “ESTIMATED SOURCES 
AND USES OF FUNDS.”  

NTSC is a nonprofit corporation organized as a subsidiary of the Alaska Housing Finance Corporation 
(“AHFC”).  As a subsidiary of AHFC, NTSC is a government instrumentality of, but separate and apart from, the 
State of Alaska (the “State”).  NTSC was formed pursuant to the Alaska Nonprofit Corporation Act (AS 10.20) and 
provisions of the Alaska Housing Finance Corporation Act (AS 18.56) (collectively, the “Act”).   

In accordance with the Act and pursuant to a Purchase and Sale Agreement dated October 12, 2000 (the 
“2000 Purchase and Sale Agreement,”) by and among the State, AHFC and NTSC, a Purchase and Sale Agreement 
dated August 1, 2001 (the “2001 Purchase and Sale Agreement”) by and between the State and NTSC, an Amended 
and Consolidated Purchase and Sale Agreement dated August 17, 2006 by and among the State, AHFC and NTSC, 
amending certain provisions of the 2000 Purchase and Sale Agreement and the 2001 Purchase and Sale Agreement 
(the “Amended and Consolidated Purchase and Sale Agreement”) and the 2021 Amendments to the Amended and 
Consolidated Purchase and Sale Agreement dated as of July 1, 2021 by and between the State and NTSC (the “2021 
Purchase and Sale Amendments” and, collectively with the 2000 Purchase and Sale Agreement, the 2001 Purchase 
and Sale Agreement and the Amended and Consolidated Purchase and Sale Agreement, the “Purchase and Sale 
Agreement”), NTSC owns the State’s right, title and interest in 80% (in the aggregate) of the amounts payable to the 
State under the MSA (defined herein) (collectively, the “NTSC Tobacco Assets”). Under applicable State statutes, 
the claim of NTSC to the NTSC Tobacco Assets is on a parity with the claim of the State to ownership of the remaining 
20% of the amounts payable to the State under the MSA.  See “SECURITY FOR THE BONDS — Purchase and Sale 
Agreement.” 

The Bonds are secured by and are payable solely from (i) the NTSC Tobacco Assets that were sold to NTSC 
pursuant to the Purchase and Sale Agreement and pledged to the Trustee under the Indenture (the “Pledged TSRs”) 
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 Master Settlement Agreement (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 
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“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.  As 
discussed further herein, the State was one of several jurisdictions to enter into settlements with the OPMs and certain 
SPMs regarding claims related to the 2004 through 2022 NPM Adjustments and the determination of subsequent NPM 
Adjustments.  See “RISK FACTORS—Payment Decreases Under the Terms of the MSA,” “SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT—Adjustments to Payments” and “— NPM Adjustment Claims and NPM 
Adjustment Settlement,” APPENDIX C-1 — “NPM ADJUSTMENT SETTLEMENT AGREEMENT,” APPENDIX 
C-2 — “ALASKA JOINDER TO NPM ADJUSTMENT SETTLEMENT AGREEMENT” and APPENDIX C-3 — 
“2018 THROUGH 2022 NPM ADJUSTMENTS SETTLEMENT AGREEMENT.” 

The amount of Pledged TSRs 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.  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 TSRs 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 NTSC, 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 Senior Liquidity Reserve Account, with the Class 1 Senior Liquidity 
Reserve Subaccount securing only the Series 2021A Bonds (and any other Class 1 Senior Bonds that may be 
issued) and the Class 2 Senior Liquidity Reserve Subaccount securing only the Series 2021B-1 Bonds (and any 
other Class 2 Senior Bonds designated to be secured by such Subaccount that may be issued).  The Senior 
Liquidity Reserve Account does not secure the Series 2021B-2 Bonds or Subordinate Bonds. The Series 2021 
Bonds do not constitute a charge against the general credit of NTSC and under no circumstances will NTSC 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 and other obligations of NTSC do not constitute a debt, liability 
or other obligation of AHFC or the State or any subdivision or instrumentality of the State or a pledge of the 
faith and credit or taxing power of AHFC or the State or of any political subdivision or instrumentality thereof. 
NTSC has no taxing power. 



 

3 
 

The Series 2021 Bonds are paid in accordance with the Senior Bonds Payment Priorities, whereby the Senior 
Bonds are paid in accordance with the following order of priority: (1) first, the Class 1 Senior Bonds are Fully Paid in 
chronological order of Serial Maturities, Fixed Sinking Fund Installments and Maturity Dates therefor and within a 
maturity, by lot in accordance with the Indenture, and (2) second, the Class 2 Senior Bonds are Fully Paid in 
chronological order by Maturity Date and within a maturity, by lot in accordance with the Indenture, as described 
further herein.  The Series 2021A Bonds are on parity with any Refunding Bonds and Additional Bonds that are Class 
1 Senior Bonds, and are senior in payment priority to the Series 2021B Bonds, any Refunding Bonds and Additional 
Bonds that are Class 2 Senior Bonds, and any Subordinate Bonds.  The Series 2021B Bonds are subordinated in 
payment priority to the Series 2021A Bonds and any Refunding Bonds and Additional Bonds that are Class 1 Senior 
Bonds, are on parity with any Refunding Bonds that are Class 2 Senior Bonds, and are senior in payment priority to 
any Subordinate Bonds. 

Interest on the Series 2021A 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 (and, with respect to the Series 2021A 
Bonds that are Term Bonds, on the Fixed Sinking Fund Installment dates).  Principal or Accreted Value is also payable 
on the Series 2021B Bonds by Turbo Redemptions in accordance with the Payment Priorities, as described herein.  
Failure to pay any Turbo Redemptions on the Series 2021B Bonds will not constitute an Event of Default or a Class 
2 Payment Default under the Indenture if such failure is due to the insufficiency of available Collections (as defined 
herein).  The Series 2021A Bonds are subject to optional redemption and optional clean-up call, and the Series 2021B 
Bonds are subject to optional redemption and mandatory clean-up call, each 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 Bonds.  See “TABLES OF 
PROJECTED BOND DEBT SERVICE AND COVERAGE” and “PLEDGED TSRs PROJECTION 
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 

Purchase and Sale Agreement 

Pursuant to the Purchase and Sale Agreement, NTSC owns the NTSC Tobacco Assets, which are the State’s 
right, title and interest in 80% (in the aggregate) of the tobacco settlement revenues payable to the State under the 
MSA (which were then pledged to the Trustee under the Indenture and constitute the Pledged TSRs).  Such percentage 
of the tobacco settlement revenues payable to the State under the MSA was sold by the State in two increments:  first, 
pursuant to the 2000 Purchase and Sale Agreement, the State sold to AHFC 40% of the tobacco settlement revenues 
payable to the State under the MSA and then AHFC sold such revenues to NTSC (the “2000 Tobacco Asset”); and 
second, pursuant to the 2001 Purchase and Sale Agreement, the State sold to NTSC an additional 40% of the tobacco 
settlement revenues payable to the State under the MSA (the “2001 Tobacco Asset”). 

The remaining 20% of the tobacco settlement revenues payable to the State under the MSA are not subject 
to the lien of the Indenture.  Under applicable State statutes, the claim of NTSC to the NTSC Tobacco Assets is on a 
parity with the claim of the State to ownership of the remaining 20% of the tobacco settlement revenues payable to 
the State under the MSA. See APPENDIX E-2 – “PURCHASE AND SALE AGREEMENT” attached hereto. 
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  The purpose of the 2021 Purchase and Sale Amendments is for the State and NTSC to make 
certain clarifications and amendments to the Amended and Consolidated Purchase and Sale Agreement and to confirm 
NTSC’s pledge of the NTSC Tobacco Assets as security for the Series 2021 Bonds and any other Bonds. 

Collateral under the Indenture 

The Bonds (including the Series 2021 Bonds) are secured, subject to the Payment Priorities described herein, 
by a first priority lien and security interest in all of NTSC’s right, title, and interest, whether now owned or hereafter 
acquired, in, to, and under the Collateral.  “Collateral” is defined under the Indenture as: (i) the Pledged TSRs; (ii) 
the Pledged Accounts, all money, instruments, investment property, and other property credited to or on deposit in the 
Pledged Accounts, and all investment earnings thereon; (iii) any payment received by NTSC pursuant to a Swap 
Contract (in accordance with the Indenture, NTSC will not enter into a Swap Contract as long as the Series 2021 
Bonds are Outstanding); (iv) all present and future claims, demands, causes and things in action in respect of any or 
all of the foregoing and all payments on or under and all proceeds of every kind and nature whatsoever in respect of 
any or all of the foregoing, including all proceeds of the conversion, voluntary or involuntary, into cash or other liquid 
property, all cash proceeds, accounts, general intangibles, notes, drafts, acceptances, chattel paper, checks, deposit 
accounts, insurance proceeds, condemnation awards, rights to payment of any and every kind, and other forms of 
obligations and receivables, instruments, payment intangibles and other property that at any time constitute all or part 
of or are included in the proceeds of any of the foregoing; and (v) all proceeds of the foregoing.  The Collateral does 
not include the rights of NTSC pursuant to provisions for consent or other action by NTSC, notice to NTSC, indemnity 
or the filing of documents with NTSC, or otherwise for its benefit and not for that of the Owners.  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 Collections Account (except to the extent that money therein is allocable 
to the Operating Account, the Operating Contingency Account or the Rebate Account), the Senior Debt Service 
Account, the Lump Sum Payment Account, the Senior Liquidity Reserve Account, the Senior Turbo Redemption 
Account and the Subordinate Turbo Redemption Account, including all subaccounts contained in the named accounts, 
but does not include the Surplus Account.  

Payment Priorities 

Under the Indenture, “Payment Priorities” means payment of Bonds in the following order of priority: 

(1) first, the Senior Bonds are Fully Paid pursuant to the “Senior Bonds Payment Priorities,” which 
means the payment of Senior Bonds in the following order of priority:  (I) first, the Class 1 Senior Bonds are Fully 
Paid in chronological order of Serial Maturities, Fixed Sinking Fund Installments and Maturity Dates therefor and 
within a maturity, by lot in accordance with the Indenture; and (II) second, the Class 2 Senior Bonds are Fully Paid in 
chronological order by Maturity Date and within a maturity, by lot in accordance with the Indenture; and 

(2) second, any Subordinate Bonds are Fully Paid in accordance with the provisions of the applicable 
Series Supplement. 

“Class 1 Senior Bonds” means the Series 2021A Bonds and any Additional Bonds or Refunding Bonds 
identified as Class 1 Senior Bonds in a Series Supplement. 

“Class 2 Senior Bonds” means the Series 2021B-1 Bonds, the Series 2021B-2 Bonds and any Additional 
Bonds or Refunding Bonds identified as Class 2 Senior Bonds in a Series Supplement. 

“Fixed Sinking Fund Installment” means each respective payment of principal to be made on Term Bonds 
that are Class 1 Senior Bonds scheduled to be made as set forth in a Series Supplement.   

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

“Maturity Date” means, with respect to any Bond, the final date on which all remaining principal or 
Accreted Value of such Bond is due and payable. 

“Maturity Value” means, with respect to any Capital Appreciation Bond, its Accreted Value on its Maturity 
Date and with respect to any Convertible Bond, its Accreted Value on its Conversion Date.  

“Senior Bonds” means the Series 2021 Bonds and Additional Bonds and Refunding Bonds identified as 
Senior Bonds in a Series Supplement. 

“Serial Maturity” means the principal amount or Accreted Value of Serial Bonds due in any year as set forth 
in a Series Supplement. 

“Subordinate Bonds” means any Bonds and Additional Bonds, in each case identified as such in the 
applicable Series Supplement. 

Senior Liquidity Reserve Account 

The “Senior Liquidity Reserve Account” has been established and is maintained by the Trustee, and within 
such Account, the “Class 1 Senior Liquidity Reserve Subaccount” secures only the Series 2021A Bonds (and any 
other Class 1 Senior Bonds that may be issued) and the “Class 2 Senior Liquidity Reserve Subaccount” secures 
only the Series 2021B-1 Bonds (and any other Class 2 Senior Bonds designated to be secured by such Subaccount 
that may be issued). The Class 2 Senior Liquidity Reserve Subaccount does not secure the Series 2021B-2 Bonds.  
The Class 1 Senior Liquidity Reserve Subaccount will be funded on the Closing Date in the amount of the “Class 1 
Senior Liquidity Reserve Requirement”, which is, for as long as any Series 2021A Bonds are Outstanding, an 
amount equal to $10,874,150, and otherwise $0; provided, however, that at the option of NTSC, with a Rating 
Confirmation for any Bonds which are then rated by a Rating Agency, the Class 1 Senior Liquidity Reserve 
Requirement applicable on and after June 1, 2031 may be changed to an amount equal to Maximum Annual Class 1 
Senior Bond Debt Service each year for as long as any Class 1 Senior Bonds are Outstanding, and otherwise $0.  
“Maximum Annual Class 1 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, Fixed Sinking Fund 
Installments and interest on Class 1 Senior Bonds.  The Class 2 Senior Liquidity Reserve Subaccount will be funded 
on the Closing Date in the amount of the “Class 2 Senior Liquidity Reserve Requirement”, which is an amount 
equal to $1,137,500 for so long as any Series 2021B-1 Bonds are Outstanding and an amount equal to $0 when no 
Series 2021B-1 Bonds are Outstanding, which amount may (but is not required to) be amended upon the issuance of 
Refunding Bonds that constitute Class 2 Senior Bonds in accordance with the applicable Series Supplement.  “Senior 
Liquidity Reserve Requirement” means an amount equal to the sum of the Class 1 Senior Liquidity Reserve 
Requirement and the Class 2 Senior Liquidity Reserve Requirement, which amount may (but is not required to) be 
amended upon the issuance of Additional Bonds that constitute Senior Bonds in accordance with the applicable Series 
Supplement.   

Amounts in the applicable subaccount of the Senior Liquidity Reserve Account will be available to pay 
principal (including Fixed Sinking Fund Installments) and interest on the Series 2021A Bonds and the Series 2021B-
1 Bonds, as applicable, but will not be available for Turbo Redemptions. The Senior Liquidity Reserve Account does 
not secure the Series 2021B-2 Bonds or Subordinate Bonds.  Unless an Event of Default has occurred, Collections (to 
the extent available) will be used to replenish the applicable subaccount in the Senior Liquidity Reserve Account to 
the Class 1 Senior Liquidity Reserve Requirement or Class 2 Senior Liquidity Reserve Requirement, as applicable.  
On any Distribution Date on which the amount on deposit in the applicable subaccount of the Senior Liquidity Reserve 
Account equals or exceeds the principal or Accreted Value of and interest on all Outstanding Bonds secured by such 
subaccount, amounts on deposit in the applicable subaccount will be applied as described in “—Flow of Funds—
Transfers to Accounts” below.   
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Defeasance 

Total Defeasance.  When (i) there is held by or for the account of the Trustee Defeasance Collateral in such 
principal amounts, bearing interest at such fixed rates and with such maturities, including any applicable redemption 
premiums, as will provide sufficient funds to pay, or to redeem in accordance with the Indenture, all obligations to 
Owners in whole (to be verified by a nationally recognized firm of independent verification agents), (ii) any required 
notice of redemption shall have been duly given in accordance with the Indenture or irrevocable instructions to give 
notice shall have been given to the Trustee, (iii) all Operating Expenses have been satisfied in accordance with the 
Indenture, and (iv) the Trustee shall have received an opinion of counsel to the effect that such defeasance will not, in 
and of itself, cause interest on any Tax-Exempt Bond to be included in gross income for federal income tax purposes, 
then upon written notice from NTSC to the Trustee, such Owners 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, the 
Indenture and the lien, rights and security interests created by the Indenture (except in such funds and investments) 
shall terminate and become null and void, and NTSC and the Trustee shall execute and deliver such instruments as 
may be necessary to discharge the Trustee’s lien, rights and security interests (except in such funds and investments) 
created under the Indenture.  Upon such defeasance, the funds and investments required to pay or redeem the Bonds 
shall 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.  Any funds or other property held by the Trustee and not required for payment or 
redemption of the Bonds shall be distributed in accordance with the order of NTSC.  Upon the discharge of the 
Trustee’s lien and security interests created under the Indenture, the Trustee and NTSC shall cooperate in transferring 
the Pledged TSRs to or upon the order of the registered owner of the Residual Certificate (as defined in the Indenture).   

Partial Defeasance.  Subject to the requirements of the Indenture, NTSC may create a defeasance escrow for 
the retirement and defeasance of any Bonds subject to and in accordance with the Indenture.  Thereafter, the Owners 
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, NTSC 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 Bonds, in the table entitled “Projected 
Series 2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021B Bonds – Base Case” 
and the column heading “Series 2021B 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 
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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. 

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 NTSC, 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 Senior Liquidity Reserve Account, with the Class 1 Senior Liquidity Reserve 
Subaccount securing only the Series 2021A Bonds (and any other Class 1 Senior Bonds that may be issued) and the 
Class 2 Senior Liquidity Reserve Subaccount securing only the Series 2021B-1 Bonds (and any other Class 2 Senior 
Bonds designated to be secured by such Subaccount that may be issued).  The Senior Liquidity Reserve Account does 
not secure the Series 2021B-2 Bonds or Subordinate Bonds. The Series 2021 Bonds do not constitute a charge against 
the general credit of NTSC and under no circumstances will NTSC 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 and other 
obligations of NTSC do not constitute a debt, liability or other obligation of AHFC or the State or any subdivision or 
instrumentality of the State or a pledge of the faith and credit or taxing power of AHFC or the State or of any political 
subdivision or instrumentality thereof. NTSC has no taxing power. 

Flow of Funds 

“Collections” are all funds collected with respect to the Pledged TSRs. Pursuant to the Indenture, all 
Collections received by the Trustee shall be promptly deposited by the Trustee into the Collections Account. 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 transferred promptly (and in any event, no later than the Business Day 
immediately preceding the next Distribution Date) to the Lump Sum Payment Account and applied as described below, 
in accordance with the instructions received by the Trustee pursuant to an Officer’s Certificate.    

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 (and not for purposes 
of the Purchase and Sale Agreement), 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. 

Transfers to Accounts 

Not later than five Business Days prior to each Distribution Date, the Trustee shall value the money and 
investments in the Senior Liquidity Reserve Account, and the subaccounts therein, according to the methods set forth 
in the Indenture.  Except as provided in the Indenture, any amounts in the Class 1 Senior Liquidity Reserve Subaccount 
and the Class 2 Senior Liquidity Reserve Subaccount in excess of the Class 1 Senior Liquidity Reserve Requirement 
and the Class 2 Senior Liquidity Reserve Requirement, respectively, shall be transferred to the Senior Debt Service 
Account. 

As soon as is practicable, but in any event no later than the earlier of (x) the fifth Business Day following 
each Deposit Date, or (y) two Business Days prior to each Distribution Date, and in either case after the transfer of 
amounts from the Senior Liquidity Reserve Account to the Senior Debt Service Account pursuant to the Indenture as 
described above, the Trustee shall withdraw the funds on deposit in the Collections Account and transfer such amounts 
as follows: 

(i) to the Operating Account, an amount sufficient to cause the amount therein to equal the amount 
specified by the Officer’s Certificate most recently delivered or deemed delivered pursuant to the Indenture in order 
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to pay, for the twelve-month period applicable to such Officer’s Certificate, (x) the Operating Expenses (excluding 
any Termination Payments) to the extent that the amount thereof does not exceed clause (i) of the definition of 
Operating Cap, and (y) the Tax Obligations;  “Operating Cap” means (i) $202,694.03 for the Fiscal Year ending June 
30, 2023, inflated in each following Fiscal Year by the percentage representing the fraction “1+x” over “1+y,” where 
“x” equals the Inflation Adjustment Percentage (as defined in the MSA) applicable to MSA payments due in the 
calendar year ending in such Fiscal Year, and “y” equals the Inflation Adjustment Percentage applicable to MSA 
payments due in the preceding Fiscal Year, plus (ii) in each Fiscal Year, Tax Obligations specified in an Officer’s 
Certificate; 

(ii) to the Senior Debt Service Account, an amount sufficient to cause the amount therein (taking into 
account earnings on such amount scheduled to be received prior to the applicable Distribution Date if such amount is 
invested in fixed rate Eligible Investments as well as any amounts on deposit therefor in the Capitalized Interest 
Subaccount) to equal the sum of (x) interest on the Outstanding Class 1 Senior Bonds that will come due (i) in the 
next succeeding Bond Year, if the Deposit Date is on or after December 1 and on or before May 31 of any Bond Year, 
or (ii) in the then-current Bond Year, if the Deposit Date is on or after June 1 and on or before November 30 of any 
Bond Year, plus (y) any such unpaid interest on the Class 1 Senior Bonds from prior Distribution Dates (including 
interest at the stated rate on such unpaid interest, to the extent legally permissible); provided that the amount to be 
deposited pursuant to this clause shall be calculated assuming that principal on the Bonds will have been paid as 
described in clauses (ii) and (iii) of “—Distribution Date Transfers” below; 

(iii) to the Senior Debt Service Account, an amount sufficient to cause the amount therein (taking into 
account earnings on such amount scheduled to be received prior to the applicable Distribution Date if such amount is 
invested in fixed rate Eligible Investments) to equal the amount specified in clause (ii) above plus the sum of (a) if the 
Deposit Date is on or after December 1 and on or before May 31 of any Bond Year, the Serial Maturity, Fixed Sinking 
Fund Installment, or Term Bond Maturity due for Class 1 Senior Bonds in or scheduled for the next succeeding Bond 
Year, plus (b) any such Serial Maturities, Fixed Sinking Fund Installments or Term Bond Maturities unpaid from prior 
Distribution Dates, provided that the amount of each Term Bond Maturity shall first be adjusted as described in the 
Indenture; 

(iv) unless an Event of Default has occurred, to the Class 1 Senior Liquidity Reserve Subaccount, an 
amount sufficient to cause the amount on deposit therein to equal the Class 1 Senior Liquidity Reserve Requirement, 
provided that on any Distribution Date on which the amount on deposit in the Class 1 Senior Liquidity Reserve 
Subaccount (less any amount necessary to be paid in connection with the liquidation of the investment of amounts in 
the Class 1 Senior Liquidity Reserve Subaccount, including a Termination Payment) equals or exceeds the principal 
or Accreted Value of and interest on all Outstanding Class 1 Senior Bonds, the amount on deposit in the Class 1 Senior 
Liquidity Reserve Subaccount first may, at the direction of NTSC, be applied to the optional clean-up call for the 
Class 1 Senior Bonds, and second shall be transferred to the Collections Account; 

(v) to the Senior Debt Service Account, an amount sufficient to cause the amount therein (taking into 
account earnings on such amount scheduled to be received prior to the applicable Distribution Date if such amount is 
invested in fixed rate Eligible Investments as well as any amounts on deposit therefor in the Capitalized Interest 
Subaccount) to equal the sum of (x) interest on the Outstanding Class 2 Senior Bonds that will come due (i) in the 
next succeeding Bond Year, if the Deposit Date is on or after December 1 and on or before May 31 of any Bond Year, 
or (ii) in the then-current Bond Year, if the Deposit Date is on or after June 1 and on or before November 30 of any 
Bond Year, plus (y) any such unpaid interest on the Class 2 Senior Bonds from prior Distribution Dates (including 
interest at the stated rate on such unpaid interest, to the extent legally permissible); provided that the amount to be 
deposited pursuant to this clause shall be calculated assuming that principal on the Bonds will have been paid as 
described in clauses (ii) and (iii) of “—Distribution Date Transfers” below; 

(vi) to the Senior Debt Service Account, an amount sufficient to cause the amount therein (taking into 
account earnings on such amount scheduled to be received prior to the applicable Distribution Date if such amount is 
invested in fixed rate Eligible Investments) to equal the amount specified in clause (ii) above plus the sum of (a) if the 
Deposit Date is on or after December 1 and on or before May 31 of any Bond Year, the Serial Maturity or Term Bond 
Maturity (including Turbo Term Bond Maturities) due for Class 2 Senior Bonds in or scheduled for the next 
succeeding Bond Year, plus (b) any such Serial Maturities or Term Bond Maturities (including Turbo Term Bond 
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Maturities) unpaid from prior Distribution Dates, provided that the amount of Turbo Term Bond Maturity shall first 
be adjusted as described in the Indenture; 

(vii) unless a Class 2 Payment Default has occurred, to the Class 2 Senior Liquidity Reserve Subaccount, 
an amount sufficient to cause the amount on deposit therein to equal the Class 2 Senior Liquidity Reserve Requirement, 
provided that on any Distribution Date on which the amount on deposit in the Class 2 Senior Liquidity Reserve 
Subaccount (less any amount necessary to be paid in connection with the liquidation of the investment of amounts in 
the Class 2 Senior Liquidity Reserve Subaccount, including a Termination Payment) equals or exceeds the principal 
or Accreted Value of and interest on all Outstanding Class 2 Senior Bonds secured by the Class 2 Senior Liquidity 
Reserve Subaccount, the amount on deposit in the Class 2 Senior Liquidity Reserve Subaccount first shall be applied 
to the mandatory clean-up call for the Class 2 Senior Bonds secured by the Class 2 Senior Liquidity Reserve 
Subaccount, and second shall be transferred to the Collections Account; 

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

(ix) to the Senior Turbo Redemption Account, all amounts remaining in the Collections Account until 
no Class 2 Senior Bonds are Outstanding; and 

(x) provided that there are no Outstanding Class 2 Senior Bonds or Subordinate Bonds, to the Surplus 
Account, all amounts remaining in the Collections Account, which, pursuant to the written direction of NTSC, may 
either (i) be applied to redeem or purchase Class 1 Senior Bonds, which may include the open market purchases of 
Class 1 Senior Bonds pursuant to the Indenture to the extent that Class 1 Senior Bonds are then Outstanding or (ii) be 
transferred into other Accounts under the Indenture.  Any moneys deposited in the Surplus Account not so used within 
one year shall be paid to the holder of the Residual Certificate (as defined in the Indenture). 

Distribution Date Transfers 

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

(i) from the Senior Debt Service Account (including amounts in the Capitalized Interest Subaccount 
held therefor) and the Class 1 Senior Liquidity Reserve Subaccount, in that order, to pay interest on Outstanding Class 
1 Senior Bonds due on such Distribution Date or unpaid from prior Distribution Dates; 

(ii) from the Senior Debt Service Account and the Class 1 Senior Liquidity Reserve Subaccount, in that 
order, to pay principal of Outstanding Class 1 Senior Bonds due on such Distribution Date or unpaid from prior 
Distribution Dates in chronological order of the date on which such principal is due, including by reason of Fixed 
Sinking Fund Installment, and Pro Rata within such a principal due date; 

(iii) if a Class 2 Payment Default has occurred, first, from the Senior Debt Service Account and the Class 
2 Senior Liquidity Reserve Subaccount (only with respect to Class 2 Senior Bonds secured thereby), in that order, to 
pay interest, Pro Rata, on Outstanding Class 2 Senior Bonds due on such Distribution Date or unpaid from prior 
Distribution Dates, and, second, from the Senior Debt Service Account and the Senior Turbo Redemption Account, 
to pay the Bond Obligation on Outstanding Class 2 Senior Bonds, Pro Rata.  For purposes of the clause “first” in this 
paragraph, from and after its Maturity Date, a Capital Appreciation Bond will accrue interest payable at a rate per 
annum equal to the Default Rate therefor set forth in the applicable Series Supplement; 

(iv) from the Senior Debt Service Account (including amounts in the Capitalized Interest Subaccount 
held therefor) and the Class 2 Senior Liquidity Reserve Subaccount (only with respect to Class 2 Senior Bonds secured 
thereby), in that order, to pay interest on Outstanding Class 2 Senior Bonds due on such Distribution Date or unpaid 
from prior Distribution Dates; 
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(v) from the Senior Debt Service Account and the Class 2 Senior Liquidity Reserve Subaccount (only 
with respect to Class 2 Senior Bonds secured thereby), in that order, to pay principal of Outstanding Class 2 Senior 
Bonds due on such Distribution Date or unpaid from prior Distribution Dates in chronological order of the date on 
which such principal is due, including by reason of Fixed Sinking Fund Installment, and Pro Rata within such a 
principal due date; 

(vi) from the Senior Turbo Redemption Account, to redeem Senior Bonds which are Turbo Term Bonds 
on such Distribution Date (or a special redemption date pursuant to the Indenture) in accordance with clause (1) of the 
Payment Priorities; and 

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

Payment Upon an Event of Default  

Upon the occurrence of any Event of Default, as set forth in “—Events of Default; Remedies” below, and 
continuing on each succeeding Distribution Date commencing with the Distribution Date following the Event of 
Default: 

(i) (A) until the Class 1 Senior Bonds are no longer Outstanding, the Trustee shall apply all funds in the 
Senior Debt Service Account, the Class 1 Senior Liquidity Reserve Subaccount and the Lump Sum Payment Account 
to pay Pro Rata, first, the accrued and unpaid interest on the Class 1 Senior Bonds (including Senior Convertible 
Bonds after the Conversion Date) (including interest at the stated rate on any unpaid interest, to the extent legally 
permissible) and, second, the due and past due principal or Accreted Value on all Class 1 Senior Bonds;  

(B) until the Class 2 Senior Bonds are no longer Outstanding, the Trustee shall apply all funds in the Senior 
Debt Service Account, the Class 2 Senior Liquidity Reserve Subaccount (only with respect to Class 2 Senior Bonds 
secured thereby), the Lump Sum Payment Account and the Senior Turbo Redemption Account to pay Pro Rata, first, 
the accrued and unpaid interest on the Class 2 Senior Bonds (including Senior Convertible Bonds after the Conversion 
Date) (including, in each case, interest at the stated rate on any unpaid interest, to the extent legally permissible) and, 
second, the Bond Obligation on all Class 2 Senior Bonds without regard to their order of maturity.  For this purpose 
and for the avoidance of doubt, “total amount due” to all Owners of Class 2 Senior Bonds described in part (b) of the 
definition of Pro Rata (as set forth below) is equal to the Bond Obligation of such Class 2 Senior Bonds as of such 
Distribution Date; and 

(ii) the application of funds with respect to Subordinate Bonds shall be in accordance with the provisions 
of the applicable Series Supplement. 

For the avoidance of doubt, in the event a Current Interest Bond remains Outstanding after its Maturity Date, 
such Bond will continue to accrue and pay interest at its stated interest rate, and in the event a Capital Appreciation 
Bond remains Outstanding after its Maturity Date, such Bond will accrue and pay interest at its Default Rate from its 
Maturity Date.   

“Bond Obligation” means, as of any given date of calculation, (a) with respect to any Outstanding Current 
Interest Bond, the principal amount of such Current Interest Bond, (b) with respect to any Outstanding Capital 
Appreciation Bond prior to its Maturity Date, the Accreted Value thereof as of such date, and (c) with respect to any 
Outstanding Capital Appreciation Bond on and after its Maturity Date, its Accreted Value on its Maturity Date.  

“Default Rate” means (i) with respect to the Series 2021 Bonds, that rate of interest per annum that accrues 
and is payable on a Capital Appreciation Bond from and after its Maturity Date as set forth in the Series 2021 
Supplement and (ii) with respect to any Additional Bonds, Refunding Bonds or Subordinate Bonds that constitute 
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Capital Appreciation Bonds, the rate of interest per annum set forth in a Series Supplement authorizing the issuance 
of such Bonds.  The Default Rate with respect to the Series 2021B-2 Bonds is 3.40%.     

“Pro Rata” means, for an allocation of available amounts to any payment of interest, Accreted Value 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 Owners and (b) the denominator of which is equal to the total 
amount due to all Owners. 

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, the 
Trustee shall, after making provision for the amounts required to be deposited pursuant to clause (i) under “Transfers 
to Accounts” above, use all such amounts on deposit in the Lump Sum Payments Account to make the following 
payments on the next Distribution Date following such receipt, in the following order of priority: 

(i) to pay any past due interest on the Class 1 Senior Bonds (including interest at the stated rate on any 
unpaid interest, to the extent legally permissible), Pro Rata; 

(ii) to pay the accrued and unpaid interest on the Class 1 Senior Bonds, Pro Rata; 

(iii) to pay principal or Accreted Value on all Class 1 Senior Bonds then Outstanding in chronological 
order of the date on which such principal is due and Pro Rata within such a principal due date; 

(iv) to pay any past due interest on the Class 2 Senior Bonds (including interest at the stated rate on any 
unpaid interest, to the extent legally permissible), Pro Rata; 

(v) to pay the accrued and unpaid interest on the Class 2 Senior Bonds, Pro Rata; 

(vi) to pay principal or Accreted Value on all Class 2 Senior Bonds then Outstanding in chronological 
order of the date on which such principal is due and Pro Rata within such a principal due date; and 

(vii) to pay Subordinate Bonds in accordance with the provisions of the applicable Series Supplement. 

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, after making provision for the amounts required to be deposited pursuant to clause (i) under 
“Transfers to Accounts” above, use all such remaining amounts on deposit in the Lump Sum Payments Account to 
make the following payments in the following order of priority:  

(i) to pay any past due interest on the Class 1 Senior Bonds (including interest at the stated rate on any 
unpaid interest, to the extent legally permissible), Pro Rata; 

(ii) to pay the accrued and unpaid interest on the Class 1 Senior Bonds, Pro Rata; 

(iii) to pay principal or Accreted Value on all Class 1 Senior Bonds then Outstanding in chronological 
order of the date on which such principal is due and Pro Rata within such a principal due date, Pro Rata; 

(iv) to pay any past due interest on the Class 2 Senior Bonds (including interest at the stated rate on any 
unpaid interest, to the extent legally permissible), Pro Rata; 

(v) to pay the accrued and unpaid interest on the Class 2 Senior Bonds, Pro Rata; 

(vi) to pay principal or Accreted Value on all Class 2 Senior Bonds then Outstanding, Pro Rata, 
irrespective of any principal due date; and 
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(vii) to pay Subordinate Bonds in accordance with the provisions of the applicable Series Supplement. 

Other Applications 

Notwithstanding anything in the Indenture to the contrary, after making all deposits and payments set forth 
above, and provided that there are no Outstanding Class 2 Senior Bonds or Subordinate Bonds, the Trustee shall, upon 
receipt of an Officer’s Certificate, deliver any amounts remaining in a Fund or Account to the Surplus Account to be 
applied in accordance with the Indenture. 

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 in accordance with the order of NTSC and in 
accordance with the Residual Certificate (as defined 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 pursuant to the Indenture, to pay Operating Expenses (other than Termination Payments), or 
to fund an account of NTSC free and clear of the Indenture for purposes of paying such Operating Expenses. 

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

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) failure to pay when due interest on any Class 1 Senior Bonds; 

(b) failure to pay when due any Serial Maturity, Fixed Sinking Fund Installment or Term Bond 
Maturity for Class 1 Senior Bonds; or 

(c) failure of NTSC to observe or perform any other covenant, condition, agreement, or 
provision contained in the Senior Bonds or in the Indenture relating to Senior Bonds, which breach is not 
remedied within 60 days after Written Notice, specifying such default and requiring the same to be remedied, 
shall have been given to NTSC by the Trustee or by the Owners of at least 25% in Bond Obligation of the 
Senior Bonds then Outstanding. In the case of a default specified in this clause, if the default be such that it 
cannot be corrected within the said 60-day period, it shall not constitute an Event of Default if corrective 
action is instituted by NTSC within said 60-day period and diligently pursued until the default is corrected. 

Except as specified in clauses (a) and (b) above, failure to make any payment or to make provision therefor, 
including any Projected Turbo Redemption, does not constitute an Event of Default to the extent that such failure 
results from the insufficiency of available Collateral to make such payment or provision therefor. 

Notwithstanding anything in the Indenture to the contrary, neither a Class 2 Payment Default nor a 
Subordinate Payment Default is an Event of Default under the Indenture, provided that in the event of a Class 2 
Payment Default or a Subordinate Payment Default, so long as no Series 2021B-1 Bonds or Class 1 Senior Bonds are 
Outstanding, Owners of Class 2 Senior Bonds (in the event of a Class 2 Payment Default) and Owners of Subordinate 
Bonds (in the event of a Subordinate Payment Default) shall have the respective specified remedies described in 
“Remedies Available to the Trustee” below. 



 

13 
 

“Class 2 Payment Default” means a failure to pay when due interest or principal or Accreted Value at 
maturity on any Class 2 Senior Bonds. 

“Subordinate Payment Default” means a failure to pay when due interest or principal or Accreted Value at 
maturity on any Subordinate Bonds.  

Remedies Available to the Trustee 

If an Event of Default occurs, the Trustee may, and upon written request of the Owners of at least 25% in 
Bond Obligation of the Senior Bonds Outstanding shall, in its own name by action or proceeding in accordance with 
State law: 

(A) enforce all rights of the Owners and require NTSC to carry out its agreements under the Bonds or 
the Indenture; 

(B) sue upon such Bonds; 

(C) require NTSC to account as if it were the trustee of an express trust for such Owners; and 

(D) enjoin any acts or things which may be unlawful or in violation of the rights of such Owners. 

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 Owners in the enforcement and protection of their rights. 

Upon an Event of Default described in clause (a) or (b) of the definition of Event of Default, or a failure to 
make any other payment required under the Indenture within 7 days after the same becomes due and payable, the 
Trustee shall give Written Notice thereof to NTSC. The Trustee shall give notice under clause (c) of the definition of 
Event of Default when instructed to do so by the written direction of another fiduciary or the Owners of at least 25% 
in Bond Obligation of the Outstanding Senior Bonds. Upon the occurrence of an Event of Default, the Trustee shall 
proceed under the Indenture for the benefit of the Owners in accordance with the written direction of a Majority in 
Interest of the Outstanding Senior Bonds. The Trustee shall not be required to take any remedial action (other than the 
giving of notice) unless reasonable indemnity is furnished for any expense or liability to be incurred therein. Upon 
receipt of Written Notice, direction, and indemnity, and after making such investigation, if any, as it deems appropriate 
to verify the occurrence of any Event of Default 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 Owners, and shall act for the protection of the Owners 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 “—Flow of Funds—
Payment Upon an Event of Default” above. 

Remedies for Class 2 Senior Bonds and Subordinate Bonds.  Only if the Class 1 Senior Bonds are no longer 
Outstanding, the Owners of Class 2 Senior Bonds may enforce the provisions of the Indenture for their benefit by 
appropriate legal proceedings in accordance with clause (1) of the definition of Payment Priorities. Only if the Senior 
Bonds are no longer Outstanding, the Owners of Subordinate Bonds may enforce the provisions of the Indenture for 
their benefit by appropriate legal proceedings in accordance with clause (2) of the definition of Payment Priorities. 

The principal or Accreted Value, premium, if any, and interest on Subordinate Bonds will be subordinated 
in right of payment to principal or Accreted Value, premium, if any, and interest payments on the Senior Bonds.  In 
any Event of Default, Owners of Senior Bonds will be entitled to receive payment thereof in full before the Owners 
of the Subordinate Bonds are entitled to receive payment thereof; and any payment or distribution of assets otherwise 
payable to Owners of the Subordinate Bonds will be paid to Owners of Senior Bonds until all Senior Bonds have been 
paid in full, and the Owners of the Subordinate Bonds will be subrogated to the rights of such Owners of Senior Bonds 
to receive payments or distributions of assets with respect thereto.   
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No Sale of Rights or Foreclosure.  The Indenture does not provide the Trustee or the Owners any right to sell 
or foreclose on the Collateral. 

Individual Remedies.  No one or more Owners 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 Owners of the same class, but nothing in the Indenture 
shall affect or impair the right of any Owner to enforce payment of the principal or Accreted Value of, premium, if 
any, or interest thereon at and after the same comes due pursuant to the Indenture, or the obligation of NTSC to pay 
such principal or Accreted Value, premium, if any, and interest on each of the Series 2021 Bonds to the respective 
Owners 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 NTSC, and shall do so upon written instruction of the Owners of at least 25% in 
Bond Obligation of the Outstanding Senior Bonds. 

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 NTSC 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 NTSC 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 Owner to exercise any right 
or remedy accruing upon any Event of Default shall impair any such right or remedy or constitute a waiver of any 
such Event of Default or an acquiescence therein.  Every right and remedy given by the Indenture or by law to the 
Trustee or to the Owners may be exercised from time to time, and as often as may be deemed expedient, by the Trustee 
or by the Owners, as the case may be. 

Refunding Bonds and Subordinate Bonds 

“Refunding Bonds” are Bonds issued pursuant to the Indenture for the purposes of refunding any 
Outstanding 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).  Nothing in the Indenture is intended to limit the ability 
of NTSC to issue Refunding Bonds to refund all Bonds in whole pursuant to the Indenture or a new indenture.  
Refunding Bonds include Bonds purchased by NTSC pursuant to the Indenture which are not simultaneously 
presented to the Trustee for cancellation.  Such Refunding Bonds may be remarketed and bear or accrete at fixed rates 
of interest and have Maturity Dates, redemption dates and other repayment terms that differ from the Bonds so 
purchased pursuant to the terms of a supplemental indenture.   

Refunding Bonds may be issued to refund Bonds in part (including the funding of defeasance escrows and 
deposits to Accounts in connection with such issuance) and Additional Bonds may be issued at the discretion of NTSC, 
but only if upon the issuance of such Bonds and/or Additional Bonds: (A) the amount on deposit in the applicable 
subaccounts in the Senior Liquidity Reserve Account will be at least equal to (i) with respect to Bonds that are Class 
1 Senior Bonds, the Class 1 Senior Liquidity Reserve Requirement and (ii) with respect to Bonds that are Class 2 
Senior Bonds, the Class 2 Senior Liquidity Reserve Requirement, as applicable; (B) no Event of Default shall have 
occurred and be continuing; (C) the average life of each Turbo Term Bond that will remain Outstanding after the date 
of issuance of the Refunding Bonds and/or Additional Bonds as computed on the basis of new projections on the date 
of issuance of the Refunding Bonds and/or Additional Bonds will not exceed (x) the remaining weighted average life 
of each such Turbo Term Bond as computed by NTSC on the basis of new projections assuming that no such 
Refunding Bonds and/or Additional Bonds are issued plus (y) one year; and (D) a Rating Confirmation is received for 
any Bonds that will remain Outstanding after the date of issuance of the Additional Bonds or Refunding Bonds which 
are then rated by a Rating Agency. 
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One or more Series of Subordinate Bonds may be issued for any lawful purpose if there is no payment 
permitted for such Bonds until all previously issued Bonds are Fully Paid.  Subordinate Bonds may be issued to refund 
all or a portion of the Bonds without satisfying the requirements described above. 

Non-Impairment Covenants 

Pursuant to the Indenture, NTSC shall from time to time authorize, execute or authenticate, deliver and file 
all documents and instruments, and will take such other action, as is necessary or advisable to (1) maintain or preserve 
the lien, pledge and security interest of the Indenture; (2) perfect or protect the validity of any grant made or to be 
made by the Indenture; (3) preserve and defend title to the Collateral and the rights of the Trustee in the Collateral 
against the claims of all Persons and parties, including the challenge by any party to the validity or enforceability of 
the Basic Documents (as defined in the Indenture) or the performance by any party thereunder; (4) enforce the 
Purchase and Sale Agreement; (5) pay any and all taxes levied or assessed upon all or any part of the Collateral; or 
(6) carry out more effectively the purposes of the Indenture. 

Pursuant to the Indenture, NTSC (1) shall diligently pursue any and all actions to enforce its rights in the 
Collateral and under each instrument or agreement included therein, and (2) shall not take any action and will use its 
best efforts not to permit any action to be taken by others that would release any Person from any of such Person’s 
covenants or obligations under any such 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 Basic Documents. 

Pursuant to the Indenture, NTSC shall not (1) permit the validity or effectiveness of the Indenture to be 
impaired, or permit the security interest created by the Indenture to be amended, hypothecated, subordinated, 
terminated, or discharged, or permit any Person to be released from any covenants or obligations with respect to the 
Bonds under the Indenture except as may be expressly permitted hereby, (2) permit any lien, charge, excise, claim, 
security interest, mortgage, or other encumbrance (other than the security interest created by the Indenture) to be 
created on or extend to or otherwise arise upon or burden the Collateral or any part thereof or any interest therein or 
the proceeds thereof or (3) permit the security interest created by the Indenture not to constitute a valid first priority 
security interest in the Collateral. 

Pursuant to the Purchase and Sale Agreement and as described in the Indenture, the State has pledged to and 
agreed with NTSC that the State shall take all actions as may be required by law fully to preserve, maintain, defend, 
protect and confirm the interest of NTSC in the NTSC Tobacco Assets and in the proceeds thereof and that the State 
will not take any action that will adversely affect NTSC’s legal right to receive the NTSC Tobacco Assets. 

Pursuant to the Purchase and Sale Agreement and as described in the Indenture, the State has pledged to and 
agreed with NTSC that the State will not limit or alter the rights of NTSC 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. 

Pursuant to the Purchase and Sale Agreement and as described in the Indenture, the State has promised to 
honor the pledge of NTSC described in the Indenture. 

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 Purchase and Sale Agreement may be obtained upon written request to the Trustee. 
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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 2021 Bonds are Refunding Bonds and Senior Bonds under the Indenture; 
the Series 2021A Bonds are Class 1 Senior Bonds, and the Series 2021B Bonds are Class 2 Senior Bonds.  The Series 
2021B Bonds are Turbo Term Bonds.  The Series 2021A Bonds and the Series 2021B-1 Bonds are Current Interest 
Bonds, and the Series 2021B-2 Bonds are Capital Appreciation Bonds.  The Series 2021 Bonds are payable in 
accordance with the Payment Priorities described under “SECURITY FOR THE BONDS — Payment Priorities.” 

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 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 (including, as the context requires, a Convertible Bond on and after 
the applicable Conversion Date), the interest on which is payable currently on each Distribution Date (or, for a 
Convertible Bond, each Distribution Date after the applicable Conversion Date).  “Capital Appreciation Bond” 
means a Bond (including, as the context requires, a Convertible Bond prior to the applicable Conversion Date), the 
interest on which is compounded on each Distribution Date, commencing on the first Distribution Date after its 
issuance 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 Bond, or to and excluding the Conversion Date or earlier redemption 
date in the case of a Convertible 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 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 
“Owners”) as of the 15th day of the calendar month immediately preceding the calendar month in which a Distribution 
Date occurs whether or not such day is a Business Day (the “Record Date”).  NTSC or the Trustee may in its discretion 
establish special record dates for the determination of the Owners 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 
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excluding the Maturity Date or earlier redemption date of such Bond, or in the case of a Convertible 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 NTSC 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, NTSC 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 Owners 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. 

Mandatory Redemption of Series 2021A Term Bonds by Fixed Sinking Fund Installments 

The Series 2021A Bonds maturing on June 1, 2050 are Term Bonds that are subject to mandatory redemption 
in part by Fixed Sinking Fund Installments on June 1 of the years and in the principal amounts as set forth in the table 
below.   

$47,755,000 Series 2021A Bonds due June 1, 2050 

June 1 Fixed Sinking Fund Installment June 1 Fixed Sinking Fund Installment 
2042 $5,505,000 2047 $5,260,000 
2043 5,460,000 2048 5,205,000 
2044 5,415,000 2049 5,145,000 
2045 5,365,000 2050† 5,085,000 
2046 5,315,000   

________________ 
† Stated Maturity. 

Turbo Redemption of Series 2021B Bonds 

Under the Indenture, 100% of all Collections in excess of the requirements for, among other things, the 
periodic funding of Operating Expenses, interest payments due on Outstanding Bonds, Fixed Sinking Fund 
Installments, Serial Bond Maturities, Term Bond Maturities and replenishment of the Senior Liquidity Reserve 
Account are applied to the mandatory redemption of Turbo Term Bonds at the principal amount or Accreted Value 
thereof on each Distribution Date (or a special redemption date pursuant to the Indenture) in accordance with the 
Payment Priorities (“Turbo Redemptions”). Accordingly, the Series 2021B Bonds shall be redeemed in whole or in 
part prior to their Maturity Dates from amounts on deposit in the Senior Turbo Redemption Account on any 
Distribution Date (or on a special redemption date as set forth in the Indenture), following notice of such redemption 
in accordance with the Indenture, at the principal amount, together with accrued interest, or Accreted Value thereof, 
without premium, in accordance with the Senior Bonds Payment Priorities. See “SECURITY FOR THE BONDS — 
Flow of Funds.”  Within a Payment Priority, 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 set forth in the Series Supplement (for more information on the selection of Bonds within a maturity, see “—
Selection of Bonds for Redemption” below).  The Trustee may specify a special redemption date for purposes of 
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redeeming Turbo Term Bonds if amounts are available therefor pursuant to the Indenture and if the Trustee is 
instructed to do so by NTSC in an Officer’s Certificate.   

Turbo Redemptions may also be made in accordance with the Payment Priorities from amounts on deposit 
in the Lump Sum Payment Account with a Rating Confirmation with respect to any Senior Bonds which are then rated 
by a Rating Agency.  Amounts in the Senior Liquidity Reserve Account are not available to make Turbo Redemptions. 

In accordance with the Indenture, moneys in any Pledged Account shall 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 
Class 1 Senior Bonds.  Any Class 1 Senior Bonds so purchased shall be delivered to the Trustee for cancellation. 

Failure to make any Turbo Redemptions will not constitute an Event of Default or a Class 2 Payment Default 
under the Indenture if such failure is due to the insufficiency of available Collateral to make such payment therefor. 

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 2021B Bonds – 
Base Case,” “– Alternative Case (Menthol Ban) 1” and “– Alternative Case (Menthol Ban) 2” and the respective 
column headings “Series 2021B Bonds — Total Projected Principal Payments” in “TABLES OF PROJECTED BOND 
DEBT SERVICE AND COVERAGE” herein.   

When Series 2021B 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.  

Mandatory Redemption of Defeased Series 2021B Bonds 

The Series 2021B Bonds that are defeased in accordance with the Indenture are subject to mandatory 
redemption, at a redemption price equal to 100% of the Bond Obligation 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 and Mandatory Tender and Purchase 

The Series 2021 Bonds are subject to redemption or mandatory tender and purchase from any source other 
than amounts in the Pledged Accounts that are required to secure any Bonds that will remain Outstanding after such 
redemption or purchase, at the option of NTSC (x) in the case of the Series 2021A Bonds and the Series 2021B-1 
Bonds, at a redemption price or purchase price, as applicable, equal to one hundred percent (100%) of the principal 
amount being redeemed or purchased, plus interest accrued to the redemption date or purchase date, as applicable, and 
(y) in the case of the Series 2021B-2 Bonds, at a redemption price or purchase price, as applicable, equal to one 
hundred percent (100%) of the Accreted Value being redeemed or purchased on the redemption date or purchase date, 
as applicable, 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 NTSC in its discretion.        

In addition, the Series 2021B-1 Bonds and the Series 2021B-2 Bonds are each subject to redemption or 
mandatory tender and purchase, from any source other than amounts in the Pledged Accounts that are required to 
secure any Bonds that will remain Outstanding after such redemption or purchase, as applicable, at the option of 
NTSC, (x) in the case of the Series 2021B-1 Bonds, at a redemption price or purchase price, as applicable, equal to 
one hundred percent (100%) of the principal amount being redeemed or purchased, as applicable, as applicable, plus 
interest accrued to the redemption date or purchase date, as applicable, and (y) in the case of the Series 2021B-2 
Bonds, at a redemption price or purchase price, as applicable, equal to one hundred percent (100%) of the Accreted 
Value being redeemed on the redemption date or purchase date, as applicable, 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 
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or purchase, as applicable, have not been paid with respect to such Series 2021B-1 Bonds or Series 2021B-2 Bonds, 
as applicable. 

Notwithstanding the foregoing two paragraphs, if the Series 2021 Bonds to be tendered for purchase are 
Tax-Exempt Bonds (as defined in the Indenture) and are to be remarketed as Tax-Exempt Bonds, an Opinion of 
Counsel (as defined in the Indenture) that the mandatory tender and remarketing of such Series 2021 Bonds will not, 
in and of themselves, adversely affect the exclusion of interest on such Series 2021 Bonds from gross income for 
federal income tax purposes, addressed to NTSC and the Trustee, will be required for the mandatory tender for 
purchase and remarketing of such Series 2021 Bonds.  Any such Series 2021 Bonds purchased by NTSC pursuant to 
a mandatory tender for purchase shall be cancelled by the Trustee, unless NTSC otherwise so directs in writing.  
Additional provisions regarding mandatory tender for purchase and remarketing of the Series 2021 Bonds are set forth 
in the Indenture and Series 2021 Supplement.  See APPENDIX E-1 – “FORM OF AMENDED AND RESTATED 
INDENTURE” attached hereto.    

Notice of Redemption or Mandatory Tender 

When a Bond is to be redeemed prior to its Maturity Date, the Trustee will give notice to the Owner thereof 
in the name of NTSC, which notice will identify the Bond to be redeemed, state the date fixed for redemption, and 
state that such Bond will be redeemed at the Corporate Trust Office of the Trustee or a Paying Agent. The notice will 
further state that on such date there will become due and payable upon each Bond to be redeemed the redemption 
price thereof, together with interest accrued or accreted to the redemption date, and that money therefor having been 
deposited with the Trustee or Paying Agent, from and after such date, interest thereon will cease to accrue or accrete. 
The Trustee will give at least 20 days’ notice by mail, or otherwise transmit the redemption notice in accordance with 
any appropriate provisions under the Indenture, to the Owners of any Bonds which are to be redeemed, at their 
addresses shown on the registration books of NTSC. Such notice may be waived by any Owners holding Bonds to be 
redeemed. Failure by a particular Owner to receive notice, or any defect in the notice to such Owner, will not affect 
the redemption of any Bond. Any notice of redemption given pursuant to the Indenture may be rescinded by Written 
Notice to the Trustee by NTSC no later than five days prior to the date specified for redemption. The Trustee will give 
notice of such rescission as soon thereafter as practicable in the same manner and to the same persons, as notice of 
such redemption was given as described above. In making the determination as to how much money will be available 
in the Senior Turbo Redemption Account or Subordinate 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 Senior Liquidity Reserve Account (as and if applicable under the 
Indenture) to the Senior Debt Service Account, which it reasonably expects to be available for application pursuant to 
the Indenture.  

In connection with any mandatory tender of a Series of Series 2021 Bonds upon a mandatory tender date, the 
Trustee must deliver a notice of mandatory tender, which may be a conditional notice, to Owners at least 15 days prior 
to the mandatory tender date, subject to the provisions of the Indenture with respect to such Series 2021 Bonds, stating 
that all Owners subject to the mandatory tender will be deemed to have tendered their Series 2021 Bonds upon that 
date and stating: (i) the proposed mandatory tender date; (ii) that the applicable Series 2021 Bonds will be subject to 
mandatory tender (subject to the provisions of the Indenture) on the mandatory tender date; and (iii) that NTSC may 
elect to cancel the mandatory tender, notice of which must be given to Owners at least seven calendar days prior to 
the proposed mandatory tender date.  The Trustee shall also give notice of any mandatory tender date to each Rating 
Agency then rating the Series 2021 Bonds. 

Selection of Bonds for Redemption or Mandatory Tender 

Unless otherwise specified in the Indenture or by Series Supplement, if less than all the Outstanding Bonds 
of like Series, interest rate and Maturity Date are to be redeemed or tendered and purchased, the particular Bonds to 
be redeemed or purchased shall be selected by the Trustee by such method as it shall deem fair and appropriate, 
including by lot, and which may provide for the selection for redemption or purchase of portions (equal to any 
Authorized Denominations) of the principal or Maturity Value of Bonds of a denomination larger than the minimum 
Authorized Denomination. 
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Application of Redemptions on Fixed 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—Flow of Funds—Transfers to Accounts”, calculating the 
payments required as described in clause (ii) under “SECURITY FOR THE BONDS—Flow of Funds—Distribution 
Date Transfers”, and determining whether an Event of 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 Fixed 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 Fixed 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 or purchase of Term Bonds in part shall be credited against 
any Fixed Sinking Fund Installment, if any, as directed by NTSC. 

Clean-Up Call Redemptions 

Optional Clean-Up Call of Class 1 Senior Bonds.  The Class 1 Senior Bonds (including the Series 2021A 
Bonds) and any Bonds secured on parity with the Class 1 Senior Bonds are subject to optional redemption in whole 
at a redemption price equal to 100% of the Bond Obligation of the Class 1 Senior Bonds being redeemed plus interest 
accrued to the redemption date from the available amounts on deposit in the Pledged Accounts allocable to the Class 
1 Senior Bonds at any time that such amounts exceed the aggregate principal amount of, and accrued interest on, all 
Outstanding Class 1 Senior Bonds.  

Mandatory Clean-Up Call of Class 2 Senior Bonds Secured by the Class 2 Senior Liquidity Reserve 
Subaccount. The Class 2 Senior Bonds secured by the Class 2 Senior Liquidity Reserve Subaccount (including the 
Series 2021B-1 Bonds) and any Bonds secured on parity with the Class 2 Senior Bonds and which are secured by the 
Class 2 Senior Liquidity Reserve Subaccount are subject to mandatory redemption in whole at a redemption price 
equal to 100% of the Bond Obligation of such Class 2 Senior Bonds being redeemed plus interest accrued to the 
redemption date from the available amounts on deposit in the Pledged Accounts allocable to the Class 2 Senior Bonds 
at any time that such amounts exceed the aggregate principal amount of, and accrued interest on, all such Outstanding 
Class 2 Senior 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—Flow of Funds—Payment Upon an Event 
of 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 
Operating Account in accordance with the Indenture, use all such amounts on deposit in the Lump Sum Payments 
Account to make payments on the Bonds (including the Series 2021 Bonds) as described herein under “SECURITY 
FOR THE BONDS — Flow of Funds — Prepayment from Lump Sum Payments” and “— Prepayment from Total 
Lump Sum Payments”, as applicable. 
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NTSC 

NTSC is a nonprofit corporation organized as a subsidiary of AHFC, which is the sole member of NTSC.   
As a subsidiary of AHFC, NTSC is a government instrumentality of, but separate and apart from, the State.  NTSC 
was formed pursuant to the Act. 

NTSC’s articles of incorporation, filed for record with the State, provide for a five-person board of directors. 
The articles provide that, at all times, two of the director positions shall be allocated to individuals who meet special 
independence qualifications (each an “Independent Director”), including that each such person, during the period of 
five years prior to his or her appointment as an Independent Director, shall not have been (i) a customer, supplier or 
advisor of the State, except for a city or borough of the State, or AHFC, or any of their respective affiliates other than 
NTSC (the State, except for a city or borough of the State, AHFC and their respective affiliates, collectively the 
“Affiliated Group”), (ii) an elected official, member, shareholder, director, officer, employee, agent or affiliated 
member of the Affiliated Group, or an appointed official of a member of the Affiliated Group who has a pecuniary 
interest in a member of  the Affiliated Group materially different from the pecuniary interest of residents of the State 
generally, (iii) a person related to anyone described in (i) and (ii) herein and who has a pecuniary interest in a member 
of the Affiliated Group materially different from the pecuniary interest of residents of the State generally, or (iv) a 
trustee, conservator or receiver for any member of the Affiliated Group. 

At all times, a position on the board, other than an Independent Director position, must be allocated ex officio 
to each commissioner of a department of the State designated as a member of AHFC’s board of directors, or the 
commissioner’s designee, or as otherwise provided in NTSC’s articles (each an “Ex Officio Director”). As of the 
date of this Offering Circular, the Ex Officio Directors of NTSC are the commissioners of the Alaska Department of 
Commerce, Community and Economic Development, the Alaska Department of Health and Social Services, and the 
Alaska Department of Revenue. 

NTSC’s articles of incorporation also provide, among other things, that NTSC may issue bonds and shall 
have all powers as possessed by AHFC by statute, including the power to include pledges with respect to bonds and 
bondholders of NTSC as provided by State law. 

The articles of incorporation restrict the activities of NTSC. Without the affirmative vote of all members of 
the NTSC board (which must include the affirmative vote of the two Independent Directors and all Ex Officio 
Directors), NTSC may not (a) dissolve or liquidate, in whole or in part, (b) institute or consent to the institution of 
bankruptcy, insolvency or similar proceedings, (c) file or consent to the filing of a petition to reorganize, insolvency 
petitions or other similar relief, (d) consent to the appointment of a receiver, liquidator, assignee, trustee, sequestrator 
or other similar official of NTSC for a similar part of its property, (e) make a general assignment for the benefit of 
creditors, (f) admit in writing its inability to pay its debts generally as they become due, (g) take any corporate action 
in furtherance of (a) through (f) herein, or (h) amend or replace the articles or bylaws or merge or consolidate with 
any other corporation (except as expressly provided in the articles) sell all or substantially all of its assets, or acquire 
all or substantially all of the assets or capital stock of another corporation. Without the affirmative vote of at least a 
majority of the board (which must include the affirmative vote of at least a majority of the Ex Officio Directors), 
NTSC may not approve the issuance of obligations of NTSC. 

Pursuant to authority in the articles of incorporation, the NTSC board of directors has adopted a resolution 
to indemnify its officers and directors with respect to any action or proceeding, with limited exceptions, made or 
threatened to be made against any such person. 

The mailing address for NTSC is P.O. Box 102245, Anchorage, Alaska 99510.  Its offices represent a 
sublease of office space from AHFC with attendant office support services. 
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The current members of NTSC’s board are: 

Name    Principal Occupation  

Julie Anderson Commissioner, Department of Commerce, Community and Economic 
Development 

Adam Crum   Commissioner, Department of Health and Social Services 

Lucinda Mahoney  Commissioner, Department of Revenue 

In addition to the issuance of the Series 2021 Bonds and any additional Bonds issued as permitted under the 
Indenture, NTSC has other responsibilities and is involved in other functions and operations for which it manages 
various assets.  Such other responsibilities do not affect the security for the Series 2021 Bonds or any Bonds issued 
pursuant to the Indenture nor are the assets relating to any other responsibilities of NTSC pledged as security for the 
Series 2021 Bonds or any Bonds issued pursuant to the Indenture. 

PLAN OF REFUNDING 

A portion of the proceeds of the Series 2021 Bonds, together with other available funds, will be used to 
refund, through defeasance and redemption, on a current basis, all of the Series 2006 Bonds of NTSC, as described 
below.  See “VERIFICATION OF MATHEMATICAL COMPUTATIONS.”  

Maturity 
Date 

(June 1) 
Series 

Designation Bond Classification 

Principal 
Amount or 

Accreted Value 
at Maturity 
Outstanding 

Principal Amount 
or Accreted 

Value at Maturity 
to be Redeemed 

Interest Rate 
or Rate of 
Accretion 

Redemption 
Date 

Type of 
Redemption 

2023 2006A Senior Current 
Interest Turbo Term 

Bonds 

$   2,855,000 $   2,855,000 4.625% July 9, 2021 Optional 
Redemption 

2032 2006A Senior Current 
Interest Turbo Term 

Bonds 

70,105,000 70,105,000 5.000% July 9, 2021 Optional 
Redemption 

2046 2006A Senior Current 
Interest Turbo Term 

Bonds 

212,270,000 212,270,000 5.000% July 9, 2021 Optional 
Redemption 

2046 2006B First Subordinate 
Turbo Term Capital 
Appreciation Bonds 

95,600,000 95,600,000 6.125% July 9, 2021 Optional 
Redemption 

2046 2006C Second Subordinate 
Turbo Term Capital 
Appreciation Bonds 

41,720,000 41,720,000 6.375% July 9, 2021 Optional 
Redemption 

 

On the date of delivery of the Series 2021 Bonds, NTSC will enter into an Escrow Deposit Agreement, dated 
as of July 1, 2021 (the “Escrow Agreement”), between NTSC and the Trustee, as escrow agent, to provide for the 
refunding of the Series 2006 Bonds described above.  The Escrow Agreement will create an irrevocable trust fund, 
which is to be held by the Trustee, the moneys to the credit of which will be applied to the payment of, and pledged 
solely for the benefit of, the Series 2006 Bonds to be refunded.  NTSC will deposit a portion of the proceeds from the 
sale of the Series 2021 Bonds, together with other available funds, into the trust fund in amounts that will be retained 
as cash or invested, at the direction of NTSC, in Defeasance Collateral, in accordance with the Indenture as then in 
effect with respect to the Series 2006 Bonds, that matures 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 Series 2006 Bonds on their 
redemption date at their redemption price and (ii) to pay the interest on such Series 2006 Bonds to the redemption 
date.   
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Upon issuance of the Series 2021 Bonds, the Series 2006 Bonds to be refunded will be irrevocably designated 
for redemption as described above, provision will be made in the Escrow Agreement for the giving of notice of such 
redemption, and such Series 2006 Bonds shall not be redeemed other than as described above. 

By virtue of the provision for payment of the Series 2006 Bonds upon redemption, together with the 
irrevocable deposit and application of monies and securities in the trust fund and certain other provisions of the Escrow 
Agreement, the Series 2006 Bonds to be refunded will be deemed to be no longer outstanding under the Indenture 
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 Indenture. 

ESTIMATED SOURCES AND USES OF FUNDS 

The estimated sources and uses of funds are expected to be as follows: 

 
Sources of Funds:  

Initial Principal Amount of the Series 2021 Bonds $282,480,482.50 
Original Issue Premium 36,087,198.35 
Funds Held Under the Indenture for the Series 2006 Bonds   34,770,893.73 

Total Sources $353,338,574.58 

Uses of Funds:  
Defeasance of Series 2006 Bonds $316,773,707.09 
State Capital Project Funding 18,985,000.00 
Deposit to Class 1 Senior Liquidity Reserve Subaccount  10,874,150.00 
Deposit to Class 2 Senior Liquidity Reserve Subaccount 1,137,500.00 
Deposit to Senior Debt Service Account 3,215,770.83 
Costs of Issuance (1)     2,352,446.66             

Total Uses $353,338,574.58 
__________________ 
(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 2021A Bonds and projected 
debt service requirements for the Series 2021 Bonds based on the application of the Pledged TSRs Projection 
Methodology and Assumptions and the Bond Structuring Methodology and Assumptions described herein under 
“PLEDGED TSRs PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS”. 

No assurance can be given that actual cigarette consumption in the U.S. will be as assumed, that actual 
County population during the term of the Series 2021 Bonds will be as assumed, or that the other assumptions 
underlying the Pledged TSRs Projection Methodology and Assumptions, including the market shares of the OPMs and 
the SPMs and the assumption that there will not be an NPM Adjustment, will be consistent with future events.  If actual 
events deviate from one or more of the assumptions underlying the Pledged TSRs Projection Methodology and 
Assumptions and the Bond Structuring Methodology and Assumptions, the amount of funds available to NTSC to pay 
the principal or Accreted Value of and interest on the Series 2021 Bonds and to make Turbo Redemptions on the 
Series 2021B Bonds could be adversely affected.  See “RISK FACTORS” herein.  
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Series 2021A Bonds Debt Service and Projected Debt Service Coverage – Base Case 

 
__________ 
(1) Based on application of the Pledged TSRs Projection Methodology and Assumptions described in “PLEDGED TSRs PROJECTION METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS” herein.  
(2) Excludes application of the Clean-Up Call.  
(3) Series 2021A Bonds Debt Service Coverage equals Net Revenues Available for Debt Service divided by Series 2021A Bonds Net Debt Service. 

Series 2021A Bonds

Principal / 
Projected Net Revenues Fixed Pledged
Pledged Operating Available for Sinking Fund Account Net Debt Debt Service

Year TSRs(1) Expenses (1) Debt Service Installments(2) Interest Debt Service Earnings(1) Service Coverage(3)

2022 $15,923,208      ($202,694)          $15,720,514          $3,680,000              $6,525,150      $10,205,150        ($38,513)          $10,166,637      1.55x
2023 17,466,055        (208,775)            17,257,280            3,970,000                6,390,550        10,360,550          (27,185)            10,333,365        1.67x
2024 17,031,939        (215,038)            16,816,901            4,680,000                6,194,150        10,874,150          (27,185)            10,846,965        1.55x
2025 16,967,067        (221,489)            16,745,578            4,415,000                5,966,775        10,381,775          (27,185)            10,354,590        1.62x
2026 16,892,506        (228,134)            16,664,373            4,290,000                5,749,150        10,039,150          (27,185)            10,011,965        1.66x
2027 17,786,576        (234,978)            17,551,598            4,950,000                5,518,150        10,468,150          (27,185)            10,440,965        1.68x
2028 17,772,507        (242,027)            17,530,479            5,200,000                5,264,400        10,464,400          (27,185)            10,437,215        1.68x
2029 17,783,604        (249,288)            17,534,316            5,405,000                4,999,275        10,404,275          (27,185)            10,377,090        1.69x
2030 17,796,223        (256,767)            17,539,456            5,375,000                4,729,775        10,104,775          (27,185)            10,077,590        1.74x
2031 17,807,519        (264,470)            17,543,049            5,345,000                4,461,775        9,806,775            (27,185)            9,779,590          1.79x
2032 17,818,888        (272,404)            17,546,484            5,365,000                4,194,025        9,559,025            (27,185)            9,531,840          1.84x
2033 17,831,826        (280,576)            17,551,250            5,390,000                3,925,150        9,315,150            (27,185)            9,287,965          1.89x
2034 17,846,246        (288,993)            17,557,253            5,400,000                3,682,400        9,082,400            (27,185)            9,055,215          1.94x
2035 17,850,142        (297,663)            17,552,479            5,360,000                3,467,200        8,827,200            (27,185)            8,800,015          1.99x
2036 17,852,005        (306,593)            17,545,412            5,600,000                3,248,000        8,848,000            (27,185)            8,820,815          1.99x
2037 17,854,022        (315,791)            17,538,231            5,850,000                3,019,000        8,869,000            (27,185)            8,841,815          1.98x
2038 17,853,159        (325,264)            17,527,895            6,005,000                2,781,900        8,786,900            (27,185)            8,759,715          2.00x
2039 17,850,920        (335,022)            17,515,898            6,115,000                2,539,500        8,654,500            (27,185)            8,627,315          2.03x
2040 17,847,470        (345,073)            17,502,397            6,235,000                2,292,500        8,527,500            (27,185)            8,500,315          2.06x
2041 17,836,162        (355,425)            17,480,736            6,440,000                2,039,000        8,479,000            (27,185)            8,451,815          2.07x
2042 17,822,628        (366,088)            17,456,540            5,505,000                1,800,100        7,305,100            (27,185)            7,277,915          2.40x
2043 17,822,746        (377,071)            17,445,675            5,460,000                1,580,800        7,040,800            (27,185)            7,013,615          2.49x
2044 17,818,179        (388,383)            17,429,797            5,415,000                1,363,300        6,778,300            (27,185)            6,751,115          2.58x
2045 17,810,669        (400,034)            17,410,635            5,365,000                1,147,700        6,512,700            (27,185)            6,485,515          2.68x
2046 17,801,583        (412,035)            17,389,547            5,315,000                934,100           6,249,100            (27,185)            6,221,915          2.79x
2047 17,791,196        (424,396)            17,366,800            5,260,000                722,600           5,982,600            (27,185)            5,955,415          2.92x
2048 17,782,032        (437,128)            17,344,904            5,205,000                513,300           5,718,300            (27,185)            5,691,115          3.05x
2049 17,774,152        (450,242)            17,323,910            5,145,000                306,300           5,451,300            (27,185)            5,424,115          3.19x
2050 17,767,620        (463,749)            17,303,870            5,085,000                101,700           5,186,700            (13,593)            5,173,107          3.34x
Total $511,858,847    ($9,165,591)       $502,693,256        $152,825,000          $95,457,725    $248,282,725      ($786,110)        $247,496,615    
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Series 2021A Bonds Debt Service and Projected Debt Service Coverage – Alternative Case (Menthol Ban) 1 

 
__________ 
(1) Based on application of the Pledged TSRs Projection Methodology and Assumptions described in “PLEDGED TSRs PROJECTION METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS” herein.  
(2) Excludes application of the Clean-Up Call.  
(3) Series 2021A Bonds Debt Service Coverage equals Net Revenues Available for Debt Service divided by Series 2021A Bonds Net Debt Service.  

Series 2021A Bonds

Principal / 
Projected Net Revenues Fixed Pledged
Pledged Operating Available for Sinking Fund Account Net Debt Debt Service

Year TSRs(1) Expenses (1) Debt Service Installments(2) Interest Debt Service Earnings(1) Service Coverage(3)

2022 $15,923,208       ($202,694)         $15,720,514          $3,680,000              $6,525,150      $10,205,150        ($38,513)         $10,166,637      1.55x
2023 17,466,055         (208,775)           17,257,280            3,970,000                6,390,550        10,360,550          (27,185)           10,333,365        1.67x
2024 17,031,939         (215,038)           16,816,901            4,680,000                6,194,150        10,874,150          (27,185)           10,846,965        1.55x
2025 16,141,884         (221,489)           15,920,394            4,415,000                5,966,775        10,381,775          (27,185)           10,354,590        1.54x
2026 15,295,277         (228,134)           15,067,143            4,290,000                5,749,150        10,039,150          (27,185)           10,011,965        1.50x
2027 16,196,723         (234,978)           15,961,745            4,950,000                5,518,150        10,468,150          (27,185)           10,440,965        1.53x
2028 16,187,212         (242,027)           15,945,185            5,200,000                5,264,400        10,464,400          (27,185)           10,437,215        1.53x
2029 16,200,563         (249,288)           15,951,274            5,405,000                4,999,275        10,404,275          (27,185)           10,377,090        1.54x
2030 16,215,389         (256,767)           15,958,622            5,375,000                4,729,775        10,104,775          (27,185)           10,077,590        1.58x
2031 16,229,121         (264,470)           15,964,651            5,345,000                4,461,775        9,806,775            (27,185)           9,779,590          1.63x
2032 16,243,025         (272,404)           15,970,621            5,365,000                4,194,025        9,559,025            (27,185)           9,531,840          1.68x
2033 16,258,456         (280,576)           15,977,880            5,390,000                3,925,150        9,315,150            (27,185)           9,287,965          1.72x
2034 16,275,341         (288,993)           15,986,347            5,400,000                3,682,400        9,082,400            (27,185)           9,055,215          1.77x
2035 16,282,820         (297,663)           15,985,156            5,360,000                3,467,200        8,827,200            (27,185)           8,800,015          1.82x
2036 16,288,579         (306,593)           15,981,986            5,600,000                3,248,000        8,848,000            (27,185)           8,820,815          1.81x
2037 16,294,599         (315,791)           15,978,808            5,850,000                3,019,000        8,869,000            (27,185)           8,841,815          1.81x
2038 16,298,140         (325,264)           15,972,876            6,005,000                2,781,900        8,786,900            (27,185)           8,759,715          1.82x
2039 16,300,566         (335,022)           15,965,544            6,115,000                2,539,500        8,654,500            (27,185)           8,627,315          1.85x
2040 16,302,030         (345,073)           15,956,957            6,235,000                2,292,500        8,527,500            (27,185)           8,500,315          1.88x
2041 16,296,523         (355,425)           15,941,098            6,440,000                2,039,000        8,479,000            (27,185)           8,451,815          1.89x
2042 16,289,145         (366,088)           15,923,057            5,505,000                1,800,100        7,305,100            (27,185)           7,277,915          2.19x
2043 16,294,262         (377,071)           15,917,191            5,460,000                1,580,800        7,040,800            (27,185)           7,013,615          2.27x
2044 16,295,291         (388,383)           15,906,908            5,415,000                1,363,300        6,778,300            (27,185)           6,751,115          2.36x
2045 16,293,812         (400,034)           15,893,778            5,365,000                1,147,700        6,512,700            (27,185)           6,485,515          2.45x
2046 16,291,067         (412,035)           15,879,032            5,315,000                934,100           6,249,100            (27,185)           6,221,915          2.55x
2047 16,287,310         (424,396)           15,862,914            5,260,000                722,600           5,982,600            (27,185)           5,955,415          2.66x
2048 16,284,829         (437,128)           15,847,701            5,205,000                513,300           5,718,300            (27,185)           5,691,115          2.78x
2049 16,283,683         (450,242)           15,833,441            5,145,000                306,300           5,451,300            (27,185)           5,424,115          2.92x
2050 16,283,935         (463,749)           15,820,186            5,085,000                101,700           5,186,700            (13,593)           5,173,107          3.06x
Total $472,330,783     ($9,165,591)      $463,165,192        $152,825,000          $95,457,725    $248,282,725      ($786,110)       $247,496,615    
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Series 2021A Bonds Debt Service and Projected Debt Service Coverage – Alternative Case (Menthol Ban) 2 

 
__________ 
(1) Based on application of the Pledged TSRs Projection Methodology and Assumptions described in “PLEDGED TSRs PROJECTION METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS” herein.  
(2) Excludes application of the Clean-Up Call.  
(3) Series 2021A Bonds Debt Service Coverage equals Net Revenues Available for Debt Service divided by Series 2021A Bonds Net Debt Service.  

Series 2021A Bonds

Principal / 
Projected Net Revenues Fixed Pledged
Pledged Operating Available for Sinking Fund Account Net Debt Debt Service

Year TSRs(1) Expenses (1) Debt Service Installments(2) Interest Debt Service Earnings(1) Service Coverage(3)

2022 $15,923,208        ($202,694)         $15,720,514          $3,680,000              $6,525,150      $10,205,150        ($38,513)          $10,166,637      1.55x
2023 17,466,055          (208,775)           17,257,280            3,970,000                6,390,550        10,360,550          (27,185)            10,333,365        1.67x
2024 17,031,939          (215,038)           16,816,901            4,680,000                6,194,150        10,874,150          (27,185)            10,846,965        1.55x
2025 15,670,600          (221,489)           15,449,111            4,415,000                5,966,775        10,381,775          (27,185)            10,354,590        1.49x
2026 14,418,980          (228,134)           14,190,846            4,290,000                5,749,150        10,039,150          (27,185)            10,011,965        1.42x
2027 15,324,474          (234,978)           15,089,496            4,950,000                5,518,150        10,468,150          (27,185)            10,440,965        1.45x
2028 15,317,463          (242,027)           15,075,436            5,200,000                5,264,400        10,464,400          (27,185)            10,437,215        1.44x
2029 15,332,050          (249,288)           15,082,762            5,405,000                4,999,275        10,404,275          (27,185)            10,377,090        1.45x
2030 15,348,088          (256,767)           15,091,321            5,375,000                4,729,775        10,104,775          (27,185)            10,077,590        1.50x
2031 15,363,156          (264,470)           15,098,687            5,345,000                4,461,775        9,806,775            (27,185)            9,779,590          1.54x
2032 15,378,451          (272,404)           15,106,047            5,365,000                4,194,025        9,559,025            (27,185)            9,531,840          1.58x
2033 15,395,250          (280,576)           15,114,674            5,390,000                3,925,150        9,315,150            (27,185)            9,287,965          1.63x
2034 15,413,486          (288,993)           15,124,493            5,400,000                3,682,400        9,082,400            (27,185)            9,055,215          1.67x
2035 15,422,931          (297,663)           15,125,268            5,360,000                3,467,200        8,827,200            (27,185)            8,800,015          1.72x
2036 15,430,827          (306,593)           15,124,234            5,600,000                3,248,000        8,848,000            (27,185)            8,820,815          1.71x
2037 15,439,044          (315,791)           15,123,254            5,850,000                3,019,000        8,869,000            (27,185)            8,841,815          1.71x
2038 15,445,001          (325,264)           15,119,737            6,005,000                2,781,900        8,786,900            (27,185)            8,759,715          1.73x
2039 15,449,987          (335,022)           15,114,964            6,115,000                2,539,500        8,654,500            (27,185)            8,627,315          1.75x
2040 15,454,146          (345,073)           15,109,073            6,235,000                2,292,500        8,527,500            (27,185)            8,500,315          1.78x
2041 15,451,823          (355,425)           15,096,397            6,440,000                2,039,000        8,479,000            (27,185)            8,451,815          1.79x
2042 15,447,821          (366,088)           15,081,733            5,505,000                1,800,100        7,305,100            (27,185)            7,277,915          2.07x
2043 15,455,681          (377,071)           15,078,610            5,460,000                1,580,800        7,040,800            (27,185)            7,013,615          2.15x
2044 15,459,780          (388,383)           15,071,397            5,415,000                1,363,300        6,778,300            (27,185)            6,751,115          2.23x
2045 15,461,611          (400,034)           15,061,577            5,365,000                1,147,700        6,512,700            (27,185)            6,485,515          2.32x
2046 15,462,345          (412,035)           15,050,310            5,315,000                934,100           6,249,100            (27,185)            6,221,915          2.42x
2047 15,462,225          (424,396)           15,037,829            5,260,000                722,600           5,982,600            (27,185)            5,955,415          2.53x
2048 15,463,410          (437,128)           15,026,282            5,205,000                513,300           5,718,300            (27,185)            5,691,115          2.64x
2049 15,465,958          (450,242)           15,015,716            5,145,000                306,300           5,451,300            (27,185)            5,424,115          2.77x
2050 15,469,933          (463,749)           15,006,184            5,085,000                101,700           5,186,700            (13,593)            5,173,107          2.90x
Total $450,625,723      ($9,165,591)      $441,460,132        $152,825,000          $95,457,725    $248,282,725      ($786,110)        $247,496,615    
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Projected Series 2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021B Bonds – Base Case 

 
__________ 
(1) Based on application of the Pledged TSRs Projection Methodology and Assumptions described in “PLEDGED TSRs PROJECTION METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS” herein.  
(2) Includes application of the Clean-Up Call. 
(3) Reflects Accreted Value at maturity of Series 2021B-2 Bonds. 
(4) Reflects Turbo Redemption of Series 2021B-2 Bonds at their then Accreted Value. 
(5) Includes all Interest, Series 2021A Bonds principal and Fixed Sinking Fund Installments, Series 2021B Bonds Projected Turbo Redemptions, less assumed earnings and releases on 
the Senior Liquidity Reserve Account. 

Series 2021A Bonds Series 2021B Bonds

Year

Projected Net 
Revenues Available for 

Debt Service (1)

Principal / Fixed 
Sinking Fund 
Installments Interest

Pledged Account 
Earnings / Class 1 

Senior Debt 
Service Reserve 

Subaccount 
Release(2)

Series 2021A 
Senior Bonds 

Net Debt 
Service

Series 2021B-1 
Bonds 

2031 Term

Series 2021B-1 
Bonds 

2050 Term

Series 2021B-2 
Bonds 

2066 Term (3)

Total Projected 
Principal 

Payments (4) Interest

Pledged Account 
Earnings / Class 2 

Senior Debt Service 
Reserve Subaccount 

Release (2)

Series 2021B  
Bonds Net Debt 

Service
Total Net Debt 

Service (5)

Amounts to 
Surplus Fund / 

Residual to 
State

2022 $15,720,514                   $3,680,000           $6,525,150         ($38,513)                  $10,166,637    $4,430,000        -                    -                          $4,430,000        $1,126,425        ($4,029)                                $5,552,396      $15,719,034           -                  
2023 17,257,280                 3,970,000         6,390,550       (27,185)                10,333,365      3,070,000          $2,805,000        -                          5,875,000          1,051,575      (2,844)                              6,923,731        17,257,096             -                  
2024 16,816,901                 4,680,000         6,194,150       (27,185)                10,846,965      -                    5,085,000          -                          5,085,000          886,100         (2,844)                              5,968,256        16,815,221             -                  
2025 16,745,578                 4,415,000         5,966,775       (27,185)                10,354,590      -                    5,725,000          -                          5,725,000          669,900         (2,844)                              6,392,056        16,746,646             -                  
2026 16,664,373                 4,290,000         5,749,150       (27,185)                10,011,965      -                    6,225,000          -                          6,225,000          430,900         (2,844)                              6,653,056        16,665,021             -                  
2027 17,551,598                 4,950,000         5,518,150       (27,185)                10,440,965      -                    7,660,000          (2) $1,630,000             8,097,671          153,200         (1,138,922)                       7,111,949        17,552,914             -                  
2028 17,530,479                 5,200,000         5,264,400       (27,185)                10,437,215      -                    -                    25,540,000             7,092,969          -                 -                                   7,092,969        17,530,183             -                  
2029 17,534,316                 5,405,000         4,999,275       (27,185)                10,377,090      -                    -                    24,915,000             7,156,585          -                 -                                   7,156,585        17,533,674             -                  
2030 17,539,456                 5,375,000         4,729,775       (27,185)                10,077,590      -                    -                    25,120,000             7,462,901          -                 -                                   7,462,901        17,540,490             -                  
2031 17,543,049                 5,345,000         4,461,775       (27,185)                9,779,590        -                    -                    25,265,000             7,763,177          -                 -                                   7,763,177        17,542,766             -                  
2032 17,546,484                 5,365,000         4,194,025       (27,185)                9,531,840        -                    -                    25,215,000             8,013,579          -                 -                                   8,013,579        17,545,419             -                  
2033 17,551,250                 5,390,000         3,925,150       (27,185)                9,287,965        -                    -                    25,140,000             8,263,769          -                 -                                   8,263,769        17,551,734             -                  
2034 17,557,253                 5,400,000         3,682,400       (27,185)                9,055,215        -                    -                    25,010,000             8,502,900          -                 -                                   8,502,900        17,558,114             -                  
2035 17,552,479                 5,360,000         3,467,200       (27,185)                8,800,015        -                    -                    24,890,000             8,752,320          -                 -                                   8,752,320        17,552,334             -                  
2036 17,545,412                 5,600,000         3,248,000       (27,185)                8,820,815        -                    -                    23,990,000             8,724,923          -                 -                                   8,724,923        17,545,738             -                  
2037 17,538,231                 5,850,000         3,019,000       (27,185)                8,841,815        -                    -                    23,115,000             8,695,170          -                 -                                   8,695,170        17,536,984             -                  
2038 17,527,895                 6,005,000         2,781,900       (27,185)                8,759,715        -                    -                    22,540,000             8,769,412          -                 -                                   8,769,412        17,529,127             -                  
2039 17,515,898                 6,115,000         2,539,500       (27,185)                8,627,315        -                    -                    22,085,000             8,887,004          -                 -                                   8,887,004        17,514,319             -                  
2040 17,502,397                 6,235,000         2,292,500       (27,185)                8,500,315        -                    -                    21,630,000             9,002,406          -                 -                                   9,002,406        17,502,721             -                  
2041 17,480,736                 6,440,000         2,039,000       (27,185)                8,451,815        -                    -                    20,975,000             9,029,108          -                 -                                   9,029,108        17,480,923             -                  
2042 17,456,540                 5,505,000         1,800,100       (27,185)                7,277,915        -                    -                    22,860,000             10,178,186        -                 -                                   10,178,186      17,456,101             -                  
2043 17,445,675                 5,460,000         1,580,800       (27,185)                7,013,615        -                    -                    22,655,000             10,432,628        -                 -                                   10,432,628      17,446,242             -                  
2044 17,429,797                 5,415,000         1,363,300       (27,185)                6,751,115        -                    -                    22,420,000             10,678,422        -                 -                                   10,678,422      17,429,536             -                  
2045 17,410,635                 5,365,000         1,147,700       (27,185)                6,485,515        -                    -                    22,180,000             10,926,312        -                 -                                   10,926,312      17,411,826             -                  
2046 17,389,547                 26,010,000       (2) 520,200          (10,887,743)         15,642,457      -                    -                    3,175,000               1,617,726          -                 -                                   1,617,726        17,260,183             $129,425         
2047 17,791,196                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,791,196      
2048 17,782,032                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,782,032      
2049 17,774,152                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,774,152      
2050 17,767,620                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,767,620      
2051 17,762,500                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,762,500      
2052 17,758,859                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,758,859      
2053 17,756,767                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,756,767      
2054 17,756,293                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,756,293      
2055 17,757,510                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,757,510      
2056 17,760,491                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,760,491      
2057 17,765,892                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,765,892      
2058 17,773,875                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,773,875      
2059 17,782,605                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,782,605      
2060 17,793,418                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,793,418      
2061 17,806,397                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,806,397      
2062 17,822,027                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,822,027      
2063 17,840,391                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,840,391      
2064 17,861,577                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,861,577      
2065 17,885,675                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,885,675      
2066 17,912,778                 -                    -                  -                       -                  -                    -                    -                          -                     -                 -                                   -                  -                          17,912,778      
Total $789,265,824                 $152,825,000       $93,399,925       ($11,551,519)           $234,673,406      $7,500,000            $27,500,000          $430,350,000             $195,387,167        $4,318,100        ($1,154,326)                         $198,550,941      $433,224,347             $356,041,477      
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Projected Series 2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021B Bonds – Alternative Case (Menthol Ban) 1 

 
__________ 
(1) Based on application of the Pledged TSRs Projection Methodology and Assumptions described in “PLEDGED TSRs PROJECTION METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS” herein.  
(2) Includes application of the Clean-Up Call. 
(3) Reflects Accreted Value at maturity of Series 2021B-2 Bonds. 
(4) Reflects Turbo Redemption of Series 2021B-2 Bonds at their then Accreted Value. 
(5) Includes all Interest, Series 2021A Bonds principal and Fixed Sinking Fund Installments, Series 2021B Bonds Projected Turbo Redemptions, less assumed earnings and releases on 
the Senior Liquidity Reserve Account.  

Series 2021A Bonds Series 2021B Bonds

Year

Projected Net 
Revenues Available 
for Debt Service (1)

Principal / Fixed 
Sinking Fund 
Installments Interest

Pledged Account 
Earnings / Class 1 

Senior Debt Service 
Reserve Subaccount 

Release(2)

Series 2021A 
Senior Bonds 

Net Debt 
Service

Series 2021B-1 
Bonds 

2031 Term

Series 2021B-1 
Bonds 

2050 Term

Series 2021B-2 
Bonds 

2066 Term (3)

Total Projected 
Principal 

Payments (4) Interest

Pledged Account 
Earnings / Class 2 

Senior Debt Service 
Reserve Subaccount 

Release (2)

Series 2021B  
Bonds Net Debt 

Service
Total Net Debt 

Service (5)

Amounts to 
Surplus Fund / 

Residual to 
State

2022 $15,720,514                 $3,680,000             $6,525,150         ($38,513)                            $10,166,637    $4,430,000        -                    -                       $4,430,000         $1,126,425        ($4,029)                              $5,552,396      $15,719,034            -                  
2023 17,257,280               3,970,000           6,390,550       (27,185)                          10,333,365      3,070,000          $2,805,000        -                       5,875,000           1,051,575      (2,844)                            6,923,731        17,257,096              -                  
2024 16,816,901               4,680,000           6,194,150       (27,185)                          10,846,965      -                    5,085,000          -                       5,085,000           886,100         (2,844)                            5,968,256        16,815,221              -                  
2025 15,920,394               4,415,000           5,966,775       (27,185)                          10,354,590      -                    4,885,000          -                       4,885,000           686,700         (2,844)                            5,568,856        15,923,446              -                  
2026 15,067,143               4,290,000           5,749,150       (27,185)                          10,011,965      -                    4,560,000          -                       4,560,000           497,800         (2,844)                            5,054,956        15,066,921              -                  
2027 15,961,745               4,950,000           5,518,150       (27,185)                          10,440,965      -                    5,220,000          -                       5,220,000           302,200         (2,844)                            5,519,356        15,960,321              -                  
2028 15,945,185               5,200,000           5,264,400       (27,185)                          10,437,215      -                    4,945,000          (2) $5,775,000          6,548,833           98,900           (1,138,922)                     5,508,811        15,946,026              -                  
2029 15,951,274               5,405,000           4,999,275       (27,185)                          10,377,090      -                    -                    19,405,000          5,573,892           -                 -                                 5,573,892        15,950,982              -                  
2030 15,958,622               5,375,000           4,729,775       (27,185)                          10,077,590      -                    -                    19,800,000          5,882,382           -                 -                                 5,882,382        15,959,972              -                  
2031 15,964,651               5,345,000           4,461,775       (27,185)                          9,779,590        -                    -                    20,125,000          6,183,809           -                 -                                 6,183,809        15,963,398              -                  
2032 15,970,621               5,365,000           4,194,025       (27,185)                          9,531,840        -                    -                    20,260,000          6,438,831           -                 -                                 6,438,831        15,970,670              -                  
2033 15,977,880               5,390,000           3,925,150       (27,185)                          9,287,965        -                    -                    20,355,000          6,690,892           -                 -                                 6,690,892        15,978,857              -                  
2034 15,986,347               5,400,000           3,682,400       (27,185)                          9,055,215        -                    -                    20,385,000          6,930,492           -                 -                                 6,930,492        15,985,707              -                  
2035 15,985,156               5,360,000           3,467,200       (27,185)                          8,800,015        -                    -                    20,435,000          7,185,763           -                 -                                 7,185,763        15,985,778              -                  
2036 15,981,986               5,600,000           3,248,000       (27,185)                          8,820,815        -                    -                    19,690,000          7,161,056           -                 -                                 7,161,056        15,981,871              -                  
2037 15,978,808               5,850,000           3,019,000       (27,185)                          8,841,815        -                    -                    18,970,000          7,135,945           -                 -                                 7,135,945        15,977,760              -                  
2038 15,972,876               6,005,000           2,781,900       (27,185)                          8,759,715        -                    -                    18,540,000          7,213,172           -                 -                                 7,213,172        15,972,887              -                  
2039 15,965,544               6,115,000           2,539,500       (27,185)                          8,627,315        -                    -                    18,235,000          7,337,764           -                 -                                 7,337,764        15,965,079              -                  
2040 15,956,957               6,235,000           2,292,500       (27,185)                          8,500,315        -                    -                    17,920,000          7,458,304           -                 -                                 7,458,304        15,958,619              -                  
2041 15,941,098               6,440,000           2,039,000       (27,185)                          8,451,815        -                    -                    17,395,000          7,488,026           -                 -                                 7,488,026        15,939,840              -                  
2042 15,923,057               5,505,000           1,800,100       (27,185)                          7,277,915        -                    -                    19,420,000          8,646,561           -                 -                                 8,646,561        15,924,475              -                  
2043 15,917,191               5,460,000           1,580,800       (27,185)                          7,013,615        -                    -                    19,330,000          8,901,465           -                 -                                 8,901,465        15,915,080              -                  
2044 15,906,908               5,415,000           1,363,300       (27,185)                          6,751,115        -                    -                    19,225,000          9,156,675           -                 -                                 9,156,675        15,907,790              -                  
2045 15,893,778               5,365,000           1,147,700       (27,185)                          6,485,515        -                    -                    19,100,000          9,409,042           -                 -                                 9,409,042        15,894,557              -                  
2046 15,879,032               5,315,000           934,100          (27,185)                          6,221,915        -                    -                    18,950,000          9,655,404           -                 -                                 9,655,404        15,877,319              -                  
2047 15,862,914               5,260,000           722,600          (27,185)                          5,955,415        -                    -                    18,800,000          9,907,412           -                 -                                 9,907,412        15,862,827              -                  
2048 15,847,701               15,435,000         (2) 308,700          (10,887,743)                   4,855,957        -                    -                    20,170,000          10,993,860         -                 -                                 10,993,860      15,849,818              -                  
2049 15,833,441               -                      -                  -                                 -                  -                    -                    28,085,000          15,832,919         -                 -                                 15,832,919      15,832,919              -                  
2050 15,820,186               -                      -                  -                                 -                  -                    -                    9,980,000            5,819,138           -                 -                                 5,819,138        5,819,138                $10,001,788    
2051 16,285,650               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,285,650      
2052 16,288,894               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,288,894      
2053 16,293,734               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,293,734      
2054 16,300,241               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,300,241      
2055 16,308,485               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,308,485      
2056 16,318,538               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,318,538      
2057 16,331,003               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,331,003      
2058 16,346,029               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,346,029      
2059 16,361,966               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,361,966      
2060 16,380,028               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,380,028      
2061 16,400,298               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,400,298      
2062 16,423,222               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,423,222      
2063 16,448,882               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,448,882      
2064 16,477,367               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,477,367      
2065 16,508,765               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,508,765      
2066 16,543,170               -                      -                  -                                 -                  -                    -                    -                       -                     -                 -                                 -                  -                          16,543,170      
Total $725,181,464               $152,825,000         $94,845,125       ($11,605,890)                     $236,064,235      $7,500,000            $27,500,000          $430,350,000          $213,606,638         $4,649,700        ($1,157,169)                       $217,099,168      $453,163,404              $272,018,060      
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Projected Series 2021 Bonds Debt Service Schedule Incorporating Turbo Redemptions of the Series 2021B Bonds – Alternative Case (Menthol Ban) 2 

 
__________ 
(1) Based on application of the Pledged TSRs Projection Methodology and Assumptions described in “PLEDGED TSRs PROJECTION METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS” herein.  
(2) Includes application of the Clean-Up Call. 
(3) Reflects Accreted Value at maturity of Series 2021B-2 Bonds. 
(4) Reflects Turbo Redemption of Series 2021B-2 Bonds at their then Accreted Value. 
(5) Includes all Interest, Series 2021A Bonds principal and Fixed Sinking Fund Installments, Series 2021B Bonds Projected Turbo Redemptions, less assumed earnings and releases on 
the Senior Liquidity Reserve Account.  

Series 2021A Bonds Series 2021B Bonds

Year

Projected Net 
Revenues Available 
for Debt Service (1)

Principal / Fixed 
Sinking Fund 
Installments Interest

Pledged Account 
Earnings / Class 1 

Senior Debt Service 
Reserve Subaccount 

Release(2)

Series 2021A 
Senior Bonds 

Net Debt 
Service

Series 2021B-1 
Bonds 

2031 Term

Series 2021B-1 
Bonds 

2050 Term

Series 2021B-2 
Bonds 

2066 Term (3)

Total Projected 
Principal 

Payments (4) Interest

Pledged Account 
Earnings / Class 2 

Senior Debt Service 
Reserve Subaccount 

Release (2)

Series 2021B  
Bonds Net Debt 

Service
Total Net Debt 

Service (5)

Amounts to 
Surplus Fund / 

Residual to 
State

2022 $15,720,514                 $3,680,000             $6,525,150         ($38,513)                           $10,166,637    $4,430,000        -                    -                        $4,430,000        $1,126,425        ($4,029)                             $5,552,396      $15,719,034            -                  
2023 17,257,280               3,970,000           6,390,550       (27,185)                         10,333,365      3,070,000          $2,805,000        -                        5,875,000          1,051,575      (2,844)                           6,923,731        17,257,096              -                  
2024 16,816,901               4,680,000           6,194,150       (27,185)                         10,846,965      -                    5,085,000          -                        5,085,000          886,100         (2,844)                           5,968,256        16,815,221              -                  
2025 15,449,111               4,415,000           5,966,775       (27,185)                         10,354,590      -                    4,400,000          -                        4,400,000          696,400         (2,844)                           5,093,556        15,448,146              -                  
2026 14,190,846               4,290,000           5,749,150       (27,185)                         10,011,965      -                    3,650,000          -                        3,650,000          535,400         (2,844)                           4,182,556        14,194,521              -                  
2027 15,089,496               4,950,000           5,518,150       (27,185)                         10,440,965      -                    4,275,000          -                        4,275,000          376,900         (2,844)                           4,649,056        15,090,021              -                  
2028 15,075,436               5,200,000           5,264,400       (27,185)                         10,437,215      -                    4,435,000          -                        4,435,000          202,700         (2,844)                           4,634,856        15,072,071              -                  
2029 15,082,762               5,405,000           4,999,275       (27,185)                         10,377,090      -                    2,850,000          (2) $10,235,000         5,789,901          57,000           (1,138,922)                    4,707,980        15,085,069              -                  
2030 15,091,321               5,375,000           4,729,775       (27,185)                         10,077,590      -                    -                    16,880,000           5,014,879          -                 -                                5,014,879        15,092,469              -                  
2031 15,098,687               5,345,000           4,461,775       (27,185)                         9,779,590        -                    -                    17,310,000           5,318,844          -                 -                                5,318,844        15,098,433              -                  
2032 15,106,047               5,365,000           4,194,025       (27,185)                         9,531,840        -                    -                    17,540,000           5,574,387          -                 -                                5,574,387        15,106,227              -                  
2033 15,114,674               5,390,000           3,925,150       (27,185)                         9,287,965        -                    -                    17,725,000           5,826,385          -                 -                                5,826,385        15,114,349              -                  
2034 15,124,493               5,400,000           3,682,400       (27,185)                         9,055,215        -                    -                    17,850,000           6,068,643          -                 -                                6,068,643        15,123,858              -                  
2035 15,125,268               5,360,000           3,467,200       (27,185)                         8,800,015        -                    -                    17,990,000           6,326,004          -                 -                                6,326,004        15,126,018              -                  
2036 15,124,234               5,600,000           3,248,000       (27,185)                         8,820,815        -                    -                    17,330,000           6,302,748          -                 -                                6,302,748        15,123,562              -                  
2037 15,123,254               5,850,000           3,019,000       (27,185)                         8,841,815        -                    -                    16,700,000           6,282,039          -                 -                                6,282,039        15,123,854              -                  
2038 15,119,737               6,005,000           2,781,900       (27,185)                         8,759,715        -                    -                    16,345,000           6,359,186          -                 -                                6,359,186        15,118,900              -                  
2039 15,114,964               6,115,000           2,539,500       (27,185)                         8,627,315        -                    -                    16,125,000           6,488,700          -                 -                                6,488,700        15,116,015              -                  
2040 15,109,073               6,235,000           2,292,500       (27,185)                         8,500,315        -                    -                    15,875,000           6,607,175          -                 -                                6,607,175        15,107,490              -                  
2041 15,096,397               6,440,000           2,039,000       (27,185)                         8,451,815        -                    -                    15,435,000           6,644,304          -                 -                                6,644,304        15,096,119              -                  
2042 15,081,733               5,505,000           1,800,100       (27,185)                         7,277,915        -                    -                    17,530,000           7,805,057          -                 -                                7,805,057        15,082,972              -                  
2043 15,078,610               5,460,000           1,580,800       (27,185)                         7,013,615        -                    -                    17,515,000           8,065,658          -                 -                                8,065,658        15,079,272              -                  
2044 15,071,397               5,415,000           1,363,300       (27,185)                         6,751,115        -                    -                    17,465,000           8,318,405          -                 -                                8,318,405        15,069,519              -                  
2045 15,061,577               5,365,000           1,147,700       (27,185)                         6,485,515        -                    -                    17,410,000           8,576,514          -                 -                                8,576,514        15,062,029              -                  
2046 15,050,310               5,315,000           934,100          (27,185)                         6,221,915        -                    -                    17,325,000           8,827,434          -                 -                                8,827,434        15,049,349              -                  
2047 15,037,829               5,260,000           722,600          (27,185)                         5,955,415        -                    -                    17,235,000           9,082,673          -                 -                                9,082,673        15,038,087              -                  
2048 15,026,282               15,435,000         (2) 308,700          (10,887,743)                  4,855,957        -                    -                    18,660,000           10,170,820        -                 -                                10,170,820      15,026,777              -                  
2049 15,015,716               -                     -                  -                                -                  -                    -                    26,635,000           15,015,481        -                 -                                15,015,481      15,015,481              -                  
2050 15,006,184               -                     -                  -                                -                  -                    -                    25,735,000           15,005,564        -                 -                                15,005,564      15,005,564              -                  
2051 14,997,737               -                     -                  -                                -                  -                    -                    24,870,000           14,998,351        -                 -                                14,998,351      14,998,351              -                  
2052 14,990,428               -                     -                  -                                -                  -                    -                    16,630,000           10,372,963        -                 -                                10,372,963      10,372,963              $4,619,461      
2053 15,491,063               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,491,063      
2054 15,501,399               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,501,399      
2055 15,513,498               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,513,498      
2056 15,527,432               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,527,432      
2057 15,543,772               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,543,772      
2058 15,562,662               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,562,662      
2059 15,582,553               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,582,553      
2060 15,604,592               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,604,592      
2061 15,628,862               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,628,862      
2062 15,655,787               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,655,787      
2063 15,685,451               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,685,451      
2064 15,717,940               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,717,940      
2065 15,753,344               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,753,344      
2066 15,791,754               -                     -                  -                                -                  -                    -                    -                        -                     -                 -                                -                  -                           15,791,754      
Total $690,008,405               $152,825,000         $94,845,125       ($11,605,890)                    $236,064,235      $7,500,000            $27,500,000          $430,350,000           $226,992,113        $4,932,500        ($1,160,013)                      $230,764,600      $466,828,836              $223,179,569      
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SERIES 2021B BONDS PROJECTED TURBO REDEMPTION UNDER VARIOUS CONSUMPTION 
DECLINE SCENARIOS 

Series 2021B Bonds 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 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); 

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

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

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 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 Bonds bear or accrete interest at the 
rates described on the inside front cover page hereof and the Pledged TSRs are received in accordance with the Pledged 
TSRs Projection Methodology and Assumptions and the Bond Structuring Methodology and Assumptions described 
herein under “PLEDGED TSRs 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 U.S. will be as assumed, that actual 
County population during the term of the Series 2021 Bonds will be as assumed, or that the other assumptions 
underlying the Pledged TSRs Projection Methodology and Assumptions, including the market shares of the OPMs and 
the SPMs and the assumption that there will not be an NPM Adjustment, will be consistent with future events.  If actual 
events deviate from one or more of the assumptions underlying the Pledged TSRs Projection Methodology and 
Assumptions and the Bond Structuring Methodology and Assumptions, the amount of funds available to NTSC to pay 
the principal or Accreted Value of and interest on the Series 2021 Bonds and to make Turbo Redemptions on the 
Series 2021B Bonds could be adversely affected.  See “RISK FACTORS” herein.  

 

(Remainder of Page Intentionally Left Blank)
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Projected Principal Repayment Dates for Series 2021B Bonds  
Under Various Consumption Decline Scenarios 

 
______________ 
(1) Based on application of the Pledged TSRs Projection Methodology and Assumptions described under “PLEDGED TSRs PROJECTION 
METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” herein. 
(2) Based on application of the Pledged TSRs Projection Methodology and Assumptions described under “PLEDGED TSRs 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. 

 

Series 2021B-1 Bonds - 2031 Maturity
IHS Global Forecast - 

Base Case(1)

IHS Global Forecast - 

Alternative Case 1(1)

IHS Global Forecast - 

Alternative Case 2(1) 5.56% Annual Decline(2)

Maturity Principal
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life

6/1/2031 $7,500,000       6/1/2023 1.33 6/1/2023 1.33 6/1/2023 1.33 6/1/2023 1.35 6/1/2023 1.39 6/1/2025 1.76

Series 2021B-1 Bonds - 2050 Maturity

IHS Global Forecast - 

Base Case(1)

IHS Global Forecast - 

Alternative Case 1(1)

IHS Global Forecast - 

Alternative Case 2(1) 5.56% Annual Decline(2)

Maturity Principal
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life

6/1/2050 $27,500,000     6/1/2027 4.31 6/1/2028 4.61 6/1/2029 4.87 6/1/2029 4.91 6/1/2031 6.00 6/1/2049 9.05

Series 2021B-2 Bonds - 2066 Maturity
IHS Global Forecast - 

Base Case(1)

IHS Global Forecast - 

Alternative Case 1(1)

IHS Global Forecast - 

Alternative Case 2(1)

Maturity
Accreted Value at 

Maturity
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life
Final 

Redemption Avg. Life

6/1/2066 $430,350,000   6/1/2046 15.17 6/1/2050 18.14 6/1/2052 20.16 6/1/2066 25.63

7.00% Annual Decline (2)

12.12% Annual Decline 

(Breakeven)(2)

7.00% Annual Decline (2)

7.80% Annual Decline 

(Breakeven)(2)

5.56% Annual Decline 

(Breakeven)(2)
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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 TSRs are received based on the application of the Pledged TSRs 
Projection Methodology and Assumptions and the Bond Structuring Methodology and Assumptions described herein 
under “PLEDGED TSRs 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 U.S. will be as assumed, that actual 
County population during the term of the Series 2021 Bonds will be as assumed, or that the other assumptions 
underlying the Pledged TSRs Projection Methodology and Assumptions, including the market shares of the OPMs and 
the SPMs and the assumption that there will not be an NPM Adjustment, will be consistent with future events.  If actual 
events deviate from one or more of the assumptions underlying the Pledged TSRs Projection Methodology and 
Assumptions, the amount of Pledged TSRs available to NTSC 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) 

 
______________ 
(1) Assumes the applicable subaccounts of the Senior Liquidity Reserve Account 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. 
(2) Based on application of the Pledged TSRs Projection Methodology and Assumptions described in “PLEDGED TSRs 
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. 

Maturity Principal Type
Maximum Constant 

Consumption Declines

6/1/2022 $3,680,000     Serial -100.00%
6/1/2023 3,970,000       Serial -66.28%
6/1/2024 4,680,000       Serial -44.14%
6/1/2025 4,415,000       Serial -33.62%
6/1/2026 4,290,000       Serial -26.81%
6/1/2027 4,950,000       Serial -22.10%
6/1/2028 5,200,000       Serial -19.08%
6/1/2029 5,405,000       Serial -17.01%
6/1/2030 5,375,000       Serial -15.39%
6/1/2031 5,345,000       Serial -14.13%
6/1/2032 5,365,000       Serial -13.14%
6/1/2033 5,390,000       Serial -12.36%
6/1/2034 5,400,000       Serial -11.70%
6/1/2035 5,360,000       Serial -11.21%
6/1/2036 5,600,000       Serial -10.74%
6/1/2037 5,850,000       Serial -10.34%
6/1/2038 6,005,000       Serial -9.97%
6/1/2039 6,115,000       Serial -9.65%
6/1/2040 6,235,000       Serial -9.35%
6/1/2041 6,440,000       Serial -9.08%
6/1/2050 47,755,000     Term -8.43%
TOTAL $152,825,000     

Series 2021B 
Senior Bonds: 2021B-1: 6/1/2031 $7,500,000     Turbo Term -12.12%

2021B-1: 6/1/2050 27,500,000     Turbo Term -7.80%
2021B-2: 6/1/2066 430,350,000   Turbo Term -5.56%

TOTAL $465,350,000     

Series

Series 2021A 
Senior Bonds:
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Projected Series 2021 Bonds Debt Service Under a –5.56% Constant Annual Cigarette Shipment Decline 

Set forth below is a schedule showing the projected debt service on the Series 2021A Bonds and the Series 2021B Bonds calculated based on a –5.56% constant annual 
“breakeven” consumption decline rate for the Series 2021B-2 Bonds. 

 
______________ 
(1) Based on application of the Pledged TSRs Projection Methodology and Assumptions described in “PLEDGED TSRs PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” herein with the exception of the Volume 
Adjustment, which utilizes –5.56% annual declines in cigarette consumption in the U.S. beginning in 2021.  
(2) Includes application of the Clean-Up Call. 
(3) Reflects Accreted Value at maturity of Series 2021B-2 Bonds. 
(4) Reflects Turbo Redemption of Series 2021B-2 Bonds at their then Accreted Value. 
(5) Includes all Interest, Series 2021A Bonds principal and Fixed Sinking Fund Installments, Series 2021B Bonds Projected Turbo Redemptions, less assumed earnings and releases on the Senior Liquidity Reserve Account. 

Series 2021A Bonds Series 2021B Bonds

Year

Projected Net 
Revenues 

Available for 
Debt Service (1)

Principal / 
Fixed Sinking 

Fund 
Installments Interest

Pledged Account 
Earnings / Class 1 

Senior Debt 
Service Reserve 

Subaccount 
Release(2)

Series 2021A 
Senior Bonds Net 

Debt Service

Series 2021B-1 
Bonds 

2031 Term

Series 2021B-1 
Bonds 

2050 Term

Series 2021B-2 
Bonds 

2066 Term (3)

Total Projected 
Principal 

Payments (4) Interest

Pledged Account 
Earnings / Class 2 

Senior Debt Service 
Reserve Subaccount 

Release (2)

Series 2021B  
Bonds Net Debt 

Service
Total Net Debt 

Service (5)

Amounts to 
Surplus Fund / 

Residual to 
State

2022 $15,506,040          $3,680,000          $6,525,150         ($38,513)                  $10,166,637         $4,215,000        -                    -                    $4,215,000      $1,126,963        ($4,029)                      $5,337,934      $15,504,571      -                  
2023 16,740,012        3,970,000        6,390,550       (27,185)                10,333,365           3,285,000          $2,055,000        -                    5,340,000        1,067,113      (2,844)                    6,404,269        16,737,633        -                  
2024 16,140,507        4,680,000        6,194,150       (27,185)                10,846,965           -                    4,365,000          -                    4,365,000        930,500         (2,844)                    5,292,656        16,139,621        -                  
2025 15,790,470        4,415,000        5,966,775       (27,185)                10,354,590           -                    4,690,000          -                    4,690,000        749,400         (2,844)                    5,436,556        15,791,146        -                  
2026 15,405,011        4,290,000        5,749,150       (27,185)                10,011,965           -                    4,840,000          -                    4,840,000        558,800         (2,844)                    5,395,956        15,407,921        -                  
2027 15,921,615        4,950,000        5,518,150       (27,185)                10,440,965           -                    5,125,000          -                    5,125,000        359,500         (2,844)                    5,481,656        15,922,621        -                  
2028 15,538,346        5,200,000        5,264,400       (27,185)                10,437,215           -                    4,945,000          -                    4,945,000        158,100         (2,844)                    5,100,256        15,537,471        -                  
2029 15,167,054        5,405,000        4,999,275       (27,185)                10,377,090           -                    1,480,000          (2) $15,385,000      5,899,187        29,600           (1,138,922)             4,789,866        15,166,955        -                  
2030 14,807,459        5,375,000        4,729,775       (27,185)                10,077,590           -                    -                    15,920,000        4,729,673        -                 -                         4,729,673        14,807,262        -                  
2031 14,459,289        5,345,000        4,461,775       (27,185)                9,779,590             -                    -                    15,230,000        4,679,722        -                 -                         4,679,722        14,459,312        -                  
2032 14,122,280        5,365,000        4,194,025       (27,185)                9,531,840             -                    -                    14,445,000        4,590,765        -                 -                         4,590,765        14,122,605        -                  
2033 13,796,180        5,390,000        3,925,150       (27,185)                9,287,965             -                    -                    13,715,000        4,508,258        -                 -                         4,508,258        13,796,222        -                  
2034 13,480,741        5,400,000        3,682,400       (27,185)                9,055,215             -                    -                    13,015,000        4,424,840        -                 -                         4,424,840        13,480,054        -                  
2035 13,175,726        5,360,000        3,467,200       (27,185)                8,800,015             -                    -                    12,445,000        4,376,160        -                 -                         4,376,160        13,176,174        -                  
2036 12,880,906        5,600,000        3,248,000       (27,185)                8,820,815             -                    -                    11,165,000        4,060,599        -                 -                         4,060,599        12,881,413        -                  
2037 12,596,058        5,850,000        3,019,000       (27,185)                8,841,815             -                    -                    9,980,000          3,754,177        -                 -                         3,754,177        12,595,991        -                  
2038 12,320,970        6,005,000        2,781,900       (27,185)                8,759,715             -                    -                    9,155,000          3,561,844        -                 -                         3,561,844        12,321,559        -                  
2039 12,055,433        6,115,000        2,539,500       (27,185)                8,627,315             -                    -                    8,515,000          3,426,436        -                 -                         3,426,436        12,053,751        -                  
2040 11,799,251        6,235,000        2,292,500       (27,185)                8,500,315             -                    -                    7,930,000          3,300,466        -                 -                         3,300,466        11,800,781        -                  
2041 11,552,230        6,440,000        2,039,000       (27,185)                8,451,815             -                    -                    7,200,000          3,099,384        -                 -                         3,099,384        11,551,199        -                  
2042 11,314,187        5,505,000        1,800,100       (27,185)                7,277,915             -                    -                    9,065,000          4,036,101        -                 -                         4,036,101        11,314,015        -                  
2043 11,084,944        5,460,000        1,580,800       (27,185)                7,013,615             -                    -                    8,840,000          4,070,820        -                 -                         4,070,820        11,084,435        -                  
2044 10,864,330        5,415,000        1,363,300       (27,185)                6,751,115             -                    -                    8,640,000          4,115,146        -                 -                         4,115,146        10,866,260        -                  
2045 10,652,181        5,365,000        1,147,700       (27,185)                6,485,515             -                    -                    8,455,000          4,165,102        -                 -                         4,165,102        10,650,617        -                  
2046 10,448,340        5,315,000        934,100          (27,185)                6,221,915             -                    -                    8,295,000          4,226,468        -                 -                         4,226,468        10,448,383        -                  
2047 10,252,655        5,260,000        722,600          (27,185)                5,955,415             -                    -                    8,155,000          4,297,603        -                 -                         4,297,603        10,253,018        -                  
2048 10,064,984        15,435,000      (2) 308,700          (10,887,743)         4,855,957             -                    -                    9,555,000          5,208,048        -                 -                         5,208,048        10,064,006        -                  
2049 9,885,187          -                  -                  -                       -                        -                    -                    17,535,000        9,885,356        -                 -                         9,885,356        9,885,356          -                  
2050 9,713,132          -                  -                  -                       -                        -                    -                    16,660,000        9,714,113        -                 -                         9,714,113        9,714,113          -                  
2051 9,548,694          -                  -                  -                       -                        -                    -                    15,835,000        9,549,613        -                 -                         9,549,613        9,549,613          -                  
2052 9,391,752          -                  -                  -                       -                        -                    -                    15,055,000        9,390,556        -                 -                         9,390,556        9,390,556          -                  
2053 9,242,192          -                  -                  -                       -                        -                    -                    14,325,000        9,241,631        -                 -                         9,241,631        9,241,631          -                  
2054 9,099,907          -                  -                  -                       -                        -                    -                    13,640,000        9,101,426        -                 -                         9,101,426        9,101,426          -                  
2055 8,964,793          -                  -                  -                       -                        -                    -                    12,990,000        8,964,919        -                 -                         8,964,919        8,964,919          -                  
2056 8,836,755          -                  -                  -                       -                        -                    -                    12,380,000        8,836,844        -                 -                         8,836,844        8,836,844          -                  
2057 8,715,700          -                  -                  -                       -                        -                    -                    11,805,000        8,715,395        -                 -                         8,715,395        8,715,395          -                  
2058 8,601,543          -                  -                  -                       -                        -                    -                    11,265,000        8,601,841        -                 -                         8,601,841        8,601,841          -                  
2059 8,494,205          -                  -                  -                       -                        -                    -                    10,755,000        8,494,084        -                 -                         8,494,084        8,494,084          -                  
2060 8,393,609          -                  -                  -                       -                        -                    -                    10,275,000        8,393,237        -                 -                         8,393,237        8,393,237          -                  
2061 8,299,687          -                  -                  -                       -                        -                    -                    9,820,000          8,296,623        -                 -                         8,296,623        8,296,623          -                  
2062 8,212,375          -                  -                  -                       -                        -                    -                    9,400,000          8,214,096        -                 -                         8,214,096        8,214,096          -                  
2063 8,131,614          -                  -                  -                       -                        -                    -                    8,995,000          8,129,681        -                 -                         8,129,681        8,129,681          -                  
2064 8,057,350          -                  -                  -                       -                        -                    -                    8,620,000          8,057,890        -                 -                         8,057,890        8,057,890          -                  
2065 7,989,535          -                  -                  -                       -                        -                    -                    8,265,000          7,990,933        -                 -                         7,990,933        7,990,933          -                  
2066 7,928,127          -                  -                  -                       -                        -                    -                    7,625,000          7,625,000        -                 -                         7,625,000        7,625,000          $305,119         
Total $515,443,353        $152,825,000      $94,845,125       ($11,605,890)           $236,064,235           $7,500,000            $27,500,000          $430,350,000        $275,254,037      $4,979,975        ($1,160,013)               $279,073,999      $515,138,235        $305,119             
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PLEDGED TSRs PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS 

Introduction 

The following discussion describes the methodology and assumptions used to project the amount of Pledged 
TSRs to be received by NTSC (the “Pledged TSRs 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 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 TSRs.  See “RISK FACTORS” herein.  The discussions are 
followed by a table of projected Pledged TSRs to be received by the Trustee.  

In projecting the amount of Pledged TSRs 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).  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 TSRs 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.” 

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 
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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 TSRs 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 TSRs Projection Methodology and Assumptions include an assumption that the State will 
remain a party to the MSA. 

NPM Adjustment.  The Pledged TSRs Projection Methodology and Assumptions include an assumption that 
the State has diligently enforced and will diligently enforce a Qualifying Statute that is not held to be unenforceable, 
and, except as described in the immediately following sentences, the NPM Adjustment is assumed not to reduce 
Annual Payments.  In accordance with the NPM Adjustment Settlement Agreement and the State’s Joinder (as defined 
herein), the State agreed to a percentage reduction to the Initial OPMs’ payments due April 15, 2018-2022.  
Accordingly, the Initial OPMs’ payments due April 15, 2022 will be reduced by 12.5% of the State’s Allocable Share 
of the settlement amount due to the Initial OPMs for sales years 2004-2014, together with interest at the Prime Rate 
from April 15, 2018.  Additionally, in accordance with the 2018-2022 NPM Adjustments Settlement Agreement, the 
State has agreed to transition year payment adjustments relating to sales years 2018-2022 equal to 25% of the State’s 
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Allocable Share of the Potential Maximum NPM Adjustment (as defined in the NPM Adjustment Settlement 
Agreement) for such years, which will result in credits against each PM’s annual MSA payment due in 2022-2026, 
respectively.  It is assumed that the Potential Maximum NPM Adjustment for sales year 2018 is 14.45% of the Annual 
Payment due in such year, and for sales year 2019 is 18.31% percentage of the Annual Payment due in such year. It 
is further assumed that the Potential Maximum NPM Adjustment for sales year 2020-2022 is equal to 20.51% of the 
Annual Payment due in such year.  For a discussion of the NPM Adjustment Settlement Agreement, see “SUMMARY 
OF THE MASTER SETTLEMENT AGREEMENT—NPM Adjustment Claims and NPM Adjustment Settlement—
NPM Adjustment Settlement” (see also APPENDIX C-1 — “NPM ADJUSTMENT SETTLEMENT AGREEMENT,” 
APPENDIX C-2 — “ALASKA JOINDER TO NPM ADJUSTMENT SETTLEMENT AGREEMENT” and 
APPENDIX C-3 — “2018 THROUGH 2022 NPM ADJUSTMENTS SETTLEMENT AGREEMENT” for a copy of 
the NPM Adjustment Settlement Agreement and related extension settlements), and for a discussion of the State’s 
Qualifying Statute, see “STATE LAWS RELATED TO THE MSA—Alaska Qualifying Statute.”  

Offset for Miscalculated or Disputed Payments.  The Pledged TSRs 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 TSRs 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 TSRs Projection Methodology and Assumptions include an assumption 
that the Offset for Claims-Over will have no effect on payments.  

Subsequent Participating Manufacturers.  The Pledged TSRs 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%.  

Allocation Percentage for the State of Alaska 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 State under the MSA (0.3414187%) in 
order to determine the amount of Annual Payments in each year to be made by the PMs to be allocated to the State. 

Receipt and Application of Pledged TSRs.  It is assumed that the Trustee will receive Pledged TSRs 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—Flow of Funds.” 

Projection of Pledged TSRs to be Received by the Trustee 

The following tables show the projection of Pledged TSRs to be received by the Trustee in each year through 
2066, calculated in accordance with the Pledged TSRs 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.”  
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Projection of Pledged TSRs to be Received by the Trustee – Base Case 

 

Sales 
Year

Payment 
Year

IHS Global 
Consumption 

Decline Forecast

IHS Global 
Forecast of 
Cigarette 

Consumption
Estimated OPM 

Consumption
Base Annual 

Payment
Inflation 

Adjustment
Volume 

Adjustment

Previously 
Settled State's 

Reduction

Total Adjusted 
Annual Payments 

by OPMs
State 

Allocation
Percentage 

Pledged
OPM Annual 

Payments
SPM Annual 

Payments

NPM Adjustment 
Settlement 
Agreement 
Cashflows

Total Annual 
Payments to 

Trustee

2021 2022 -4.387% 219,652,908,402     175,053,792,114     $9,000,000,000 $9,133,736,400 ($11,230,848,292) ($763,919,620) $6,138,968,489 0.341419% 80.000000% $16,767,669 $1,677,607 ($2,522,068) $15,923,208
2022 2023 -3.845% 211,206,460,401     168,322,341,285     9,000,000,000      9,677,748,600       (11,826,813,490)      (758,170,154)     6,092,764,955        0.341419% 80.000000% 16,641,471     1,664,981       (840,397)                 17,466,055     
2023 2024 -4.588% 201,515,689,986     160,599,219,738     9,000,000,000      10,238,081,400     (12,487,735,306)      (747,038,303)     6,003,307,791        0.341419% 80.000000% 16,397,132     1,640,535       (1,005,728)              17,031,939     
2024 2025 -3.801% 193,855,857,314     154,494,667,033     9,000,000,000      10,815,223,500     (13,111,588,880)      (741,868,900)     5,961,765,720        0.341419% 80.000000% 16,283,666     1,629,183       (945,782)                 16,967,067     
2025 2026 -3.566% 186,942,682,202     148,985,167,852     9,000,000,000      11,409,679,800     (13,736,612,473)      (738,486,120)     5,934,581,207        0.341419% 80.000000% 16,209,416     1,621,754       (938,663)                 16,892,506     
2026 2027 -3.361% 180,659,496,189     143,977,742,518     9,000,000,000      12,021,970,500     (14,365,591,800)      (736,639,245)     5,919,739,455        0.341419% 80.000000% 16,168,878     1,617,698       17,786,576     
2027 2028 -3.191% 174,894,708,552     139,383,458,091     9,000,000,000      12,652,629,300     (15,001,515,801)      (736,056,563)     5,915,056,936        0.341419% 80.000000% 16,156,088     1,616,418       17,772,507     
2028 2029 -3.051% 169,559,325,546     135,131,390,434     9,000,000,000      13,302,207,900     (15,646,941,539)      (736,516,146)     5,918,750,214        0.341419% 80.000000% 16,166,176     1,617,428       17,783,604     
2029 2030 -3.048% 164,391,138,689     131,012,570,818     9,000,000,000      13,971,274,200     (16,311,285,338)      (737,038,770)     5,922,950,092        0.341419% 80.000000% 16,177,647     1,618,575       17,796,223     
2030 2031 -3.062% 159,357,089,875     127,000,653,376     9,000,000,000      14,660,412,300     (16,996,196,131)      (737,506,592)     5,926,709,578        0.341419% 80.000000% 16,187,916     1,619,603       17,807,519     
2031 2032 -3.069% 154,467,183,770     123,103,611,388     9,000,000,000      15,370,224,300     (17,701,753,310)      (737,977,458)     5,930,493,532        0.341419% 80.000000% 16,198,251     1,620,637       17,818,888     
2032 2033 -3.066% 149,730,842,207     119,328,953,646     9,000,000,000      16,101,331,200     (18,428,018,446)      (738,513,280)     5,934,799,474        0.341419% 80.000000% 16,210,012     1,621,813       17,831,826     
2033 2034 -3.065% 145,142,102,341     115,671,928,021     9,000,000,000      16,854,371,100     (19,175,661,720)      (739,110,507)     5,939,598,873        0.341419% 80.000000% 16,223,121     1,623,125       17,846,246     
2034 2035 -3.134% 140,593,236,674     112,046,680,394     9,000,000,000      17,630,001,900     (19,949,834,617)      (739,271,848)     5,940,895,435        0.341419% 80.000000% 16,226,662     1,623,479       17,850,142     
2035 2036 -3.154% 136,159,000,143     108,512,787,192     9,000,000,000      18,428,902,200     (20,748,037,599)      (739,349,018)     5,941,515,583        0.341419% 80.000000% 16,228,356     1,623,649       17,852,005     
2036 2037 -3.161% 131,854,706,715     105,082,452,978     9,000,000,000      19,251,769,500     (21,570,149,992)      (739,432,561)     5,942,186,947        0.341419% 80.000000% 16,230,190     1,623,832       17,854,022     
2037 2038 -3.187% 127,652,747,222     101,733,674,449     9,000,000,000      20,099,322,900     (22,418,026,391)      (739,396,816)     5,941,899,693        0.341419% 80.000000% 16,229,405     1,623,754       17,853,159     
2038 2039 -3.204% 123,562,911,248     98,474,253,476       9,000,000,000      20,972,302,200     (23,291,843,654)      (739,304,081)     5,941,154,464        0.341419% 80.000000% 16,227,370     1,623,550       17,850,920     
2039 2040 -3.220% 119,583,749,218     95,303,034,811       9,000,000,000      21,871,471,500     (24,192,304,124)      (739,161,192)     5,940,006,184        0.341419% 80.000000% 16,224,234     1,623,236       17,847,470     
2040 2041 -3.277% 115,664,904,186     92,179,886,165       9,000,000,000      22,797,615,600     (25,122,680,127)      (738,692,861)     5,936,242,612        0.341419% 80.000000% 16,213,954     1,622,208       17,836,162     
2041 2042 -3.301% 111,847,072,935     89,137,241,099       9,000,000,000      23,751,544,500     (26,081,673,742)      (738,132,366)     5,931,738,392        0.341419% 80.000000% 16,201,651     1,620,977       17,822,628     
2042 2043 -3.229% 108,235,418,299     86,258,909,805       9,000,000,000      24,734,090,700     (27,064,175,841)      (738,137,247)     5,931,777,612        0.341419% 80.000000% 16,201,758     1,620,988       17,822,746     
2043 2044 -3.268% 104,698,204,497     83,439,904,612       9,000,000,000      25,746,113,700     (28,077,907,867)      (737,948,114)     5,930,257,719        0.341419% 80.000000% 16,197,607     1,620,572       17,818,179     
2044 2045 -3.297% 101,246,144,906     80,688,763,612       9,000,000,000      26,788,497,300     (29,123,101,980)      (737,637,084)     5,927,758,235        0.341419% 80.000000% 16,190,780     1,619,889       17,810,669     
2045 2046 -3.319% 97,886,275,166       78,011,093,904       9,000,000,000      27,862,152,300     (30,200,157,568)      (737,260,753)     5,924,733,980        0.341419% 80.000000% 16,182,520     1,619,063       17,801,583     
2046 2047 -3.339% 94,618,099,863       75,406,500,666       9,000,000,000      28,968,016,500     (31,309,908,848)      (736,830,582)     5,921,277,070        0.341419% 80.000000% 16,173,078     1,618,118       17,791,196     
2047 2048 -3.344% 91,454,054,215       72,884,894,223       9,000,000,000      30,107,057,400     (32,452,379,235)      (736,451,052)     5,918,227,112        0.341419% 80.000000% 16,164,747     1,617,285       17,782,032     
2048 2049 -3.349% 88,390,986,634       70,443,762,897       9,000,000,000      31,280,269,500     (33,628,540,275)      (736,124,703)     5,915,604,522        0.341419% 80.000000% 16,157,584     1,616,568       17,774,152     
2049 2050 -3.355% 85,425,835,626       68,080,666,811       9,000,000,000      32,488,677,900     (34,839,393,352)      (735,854,159)     5,913,430,389        0.341419% 80.000000% 16,151,646     1,615,974       17,767,620     
2050 2051 -3.360% 82,555,627,377       65,793,235,965       9,000,000,000      33,733,338,300     (36,085,969,838)      (735,642,112)     5,911,726,350        0.341419% 80.000000% 16,146,991     1,615,508       17,762,500     
2051 2052 -3.365% 79,777,473,397       63,579,168,358       9,000,000,000      35,015,338,800     (37,369,332,730)      (735,491,341)     5,910,514,729        0.341419% 80.000000% 16,143,682     1,615,177       17,758,859     
2052 2053 -3.371% 77,088,568,224       61,436,228,158       9,000,000,000      36,335,799,000     (38,690,576,029)      (735,404,678)     5,909,818,293        0.341419% 80.000000% 16,141,780     1,614,987       17,756,767     
2053 2054 -3.376% 74,486,187,183       59,362,243,921       9,000,000,000      37,695,872,700     (40,050,827,142)      (735,385,044)     5,909,660,514        0.341419% 80.000000% 16,141,349     1,614,944       17,756,293     
2054 2055 -3.381% 71,967,684,209       57,355,106,846       9,000,000,000      39,096,748,800     (41,451,247,795)      (735,435,447)     5,910,065,558        0.341419% 80.000000% 16,142,455     1,615,054       17,757,510     
2055 2056 -3.387% 69,530,482,963       55,412,763,704       9,000,000,000      40,539,651,300     (42,893,034,713)      (735,558,904)     5,911,057,682        0.341419% 80.000000% 16,145,165     1,615,325       17,760,491     
2056 2057 -3.388% 67,174,682,100       53,535,293,119       9,000,000,000      42,025,841,100     (44,377,202,920)      (735,782,627)     5,912,855,553        0.341419% 80.000000% 16,150,076     1,615,817       17,765,892     
2057 2058 -3.389% 64,897,984,921       51,720,864,721       9,000,000,000      43,556,616,000     (45,904,990,564)      (736,113,217)     5,915,512,219        0.341419% 80.000000% 16,157,332     1,616,543       17,773,875     
2058 2059 -3.403% 62,689,740,217       49,960,989,961       9,000,000,000      45,133,314,300     (47,478,421,672)      (736,474,786)     5,918,417,841        0.341419% 80.000000% 16,165,268     1,617,337       17,782,605     
2059 2060 -3.408% 60,553,254,156       48,258,303,712       9,000,000,000      46,757,313,900     (49,098,374,796)      (736,922,596)     5,922,016,508        0.341419% 80.000000% 16,175,097     1,618,320       17,793,418     
2060 2061 -3.413% 58,486,309,701       46,611,039,091       9,000,000,000      48,430,033,200     (50,766,236,571)      (737,460,163)     5,926,336,467        0.341419% 80.000000% 16,186,897     1,619,501       17,806,397     
2061 2062 -3.416% 56,488,276,109       45,018,693,423       9,000,000,000      50,152,933,800     (52,483,288,103)      (738,107,459)     5,931,538,237        0.341419% 80.000000% 16,201,105     1,620,922       17,822,027     
2062 2063 -3.419% 54,556,913,402       43,479,481,544       9,000,000,000      51,927,521,400     (54,251,003,236)      (738,868,012)     5,937,650,152        0.341419% 80.000000% 16,217,798     1,622,592       17,840,391     
2063 2064 -3.422% 52,690,052,447       41,991,674,750       9,000,000,000      53,755,346,700     (56,070,899,938)      (739,745,444)     5,944,701,318        0.341419% 80.000000% 16,237,058     1,624,519       17,861,577     
2064 2065 -3.425% 50,885,592,778       40,553,599,061       9,000,000,000      55,638,007,200     (57,944,542,027)      (740,743,481)     5,952,721,692        0.341419% 80.000000% 16,258,964     1,626,711       17,885,675     
2065 2066 -3.427% 49,141,500,486       39,163,633,538       9,000,000,000      57,577,147,200     (59,873,539,287)      (741,865,945)     5,961,741,969        0.341419% 80.000000% 16,283,602     1,629,176       17,912,778     
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Projection of Pledged TSRs to be Received by the Trustee – Alternative Case (Menthol Ban) 1 
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Total Annual 
Payments to 
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2021 2022 -4.387% 219,652,908,402     175,053,792,114      $9,000,000,000 $9,133,736,400 ($11,230,848,292) ($763,919,620) $6,138,968,489 0.341419% 80.000000% $16,767,669 $1,677,607 ($2,522,068) $15,923,208
2022 2023 -3.845% 211,206,460,401     168,322,341,285      9,000,000,000      9,677,748,600       (11,826,813,490)     (758,170,154)     6,092,764,955     0.341419% 80.000000% 16,641,471     1,664,981       (840,397)                 17,466,055     
2023 2024 -4.588% 201,515,689,986     160,599,219,738      9,000,000,000      10,238,081,400     (12,487,735,306)     (747,038,303)     6,003,307,791     0.341419% 80.000000% 16,397,132     1,640,535       (1,005,728)              17,031,939     
2024 2025 -8.511% 184,364,468,316     146,930,443,784      9,000,000,000      10,815,223,500     (13,420,402,474)     (707,693,529)     5,687,127,497     0.341419% 80.000000% 15,533,533     1,554,132       (945,782)                 16,141,884     
2025 2026 -8.276% 169,106,203,154     134,770,271,641      9,000,000,000      11,409,679,800     (14,334,353,383)     (672,336,125)     5,402,990,291     0.341419% 80.000000% 14,757,455     1,476,485       (938,663)                 15,295,277     
2026 2027 -3.361% 163,422,505,253     130,240,612,198      9,000,000,000      12,021,970,500     (14,960,572,033)     (670,794,766)     5,390,603,702     0.341419% 80.000000% 14,723,623     1,473,100       16,196,723     
2027 2028 -3.191% 158,207,744,569     126,084,675,273      9,000,000,000      12,652,629,300     (15,594,790,231)     (670,400,859)     5,387,438,210     0.341419% 80.000000% 14,714,977     1,472,235       16,187,212     
2028 2029 -3.051% 153,381,418,383     122,238,303,709      9,000,000,000      13,302,207,900     (16,239,372,655)     (670,953,769)     5,391,881,476     0.341419% 80.000000% 14,727,113     1,473,449       16,200,563     
2029 2030 -3.048% 148,706,335,912     118,512,466,792      9,000,000,000      13,971,274,200     (16,902,890,302)     (671,567,820)     5,396,816,078     0.341419% 80.000000% 14,740,591     1,474,798       16,215,389     
2030 2031 -3.062% 144,152,593,174     114,883,332,353      9,000,000,000      14,660,412,300     (17,586,889,394)     (672,136,537)     5,401,386,369     0.341419% 80.000000% 14,753,074     1,476,047       16,229,121     
2031 2032 -3.069% 139,729,240,276     111,358,112,931      9,000,000,000      15,370,224,300     (18,291,498,048)     (672,712,374)     5,406,013,878     0.341419% 80.000000% 14,765,714     1,477,311       16,243,025     
2032 2033 -3.066% 135,444,800,098     107,943,600,892      9,000,000,000      16,101,331,200     (19,016,830,024)     (673,351,465)     5,411,149,710     0.341419% 80.000000% 14,779,742     1,478,715       16,258,456     
2033 2034 -3.065% 131,293,878,720     104,635,497,516      9,000,000,000      16,854,371,100     (19,763,551,226)     (674,050,735)     5,416,769,140     0.341419% 80.000000% 14,795,090     1,480,250       16,275,341     
2034 2035 -3.134% 127,179,027,084     101,356,140,151      9,000,000,000      17,630,001,900     (20,536,383,141)     (674,360,478)     5,419,258,281     0.341419% 80.000000% 14,801,889     1,480,931       16,282,820     
2035 2036 -3.154% 123,167,867,649     98,159,420,949        9,000,000,000      18,428,902,200     (21,333,128,170)     (674,598,995)     5,421,175,036     0.341419% 80.000000% 14,807,124     1,481,454       16,288,579     
2036 2037 -3.161% 119,274,253,252     95,056,380,019        9,000,000,000      19,251,769,500     (22,153,742,370)     (674,848,338)     5,423,178,792     0.341419% 80.000000% 14,812,597     1,482,002       16,294,599     
2037 2038 -3.187% 115,473,208,957     92,027,113,424        9,000,000,000      20,099,322,900     (22,999,970,624)     (674,994,987)     5,424,357,288     0.341419% 80.000000% 14,815,816     1,482,324       16,298,140     
2038 2039 -3.204% 111,773,590,310     89,078,678,649        9,000,000,000      20,972,302,200     (23,872,042,092)     (675,095,454)     5,425,164,654     0.341419% 80.000000% 14,818,021     1,482,545       16,300,566     
2039 2040 -3.220% 108,174,086,040     86,210,030,669        9,000,000,000      21,871,471,500     (24,770,663,547)     (675,156,082)     5,425,651,871     0.341419% 80.000000% 14,819,352     1,482,678       16,302,030     
2040 2041 -3.277% 104,629,143,835     83,384,866,275        9,000,000,000      22,797,615,600     (25,698,868,482)     (674,928,016)     5,423,819,101     0.341419% 80.000000% 14,814,346     1,482,177       16,296,523     
2041 2042 -3.301% 101,175,577,536     80,632,524,495        9,000,000,000      23,751,544,500     (26,655,558,550)     (674,622,447)     5,421,363,503     0.341419% 80.000000% 14,807,639     1,481,506       16,289,145     
2042 2043 -3.229% 97,908,516,234       78,028,819,066        9,000,000,000      24,734,090,700     (27,636,189,933)     (674,834,354)     5,423,066,414     0.341419% 80.000000% 14,812,290     1,481,971       16,294,262     
2043 2044 -3.268% 94,708,793,257       75,478,779,347        9,000,000,000      25,746,113,700     (28,647,827,726)     (674,876,983)     5,423,408,991     0.341419% 80.000000% 14,813,226     1,482,065       16,295,291     
2044 2045 -3.297% 91,586,099,799       72,990,128,797        9,000,000,000      26,788,497,300     (29,690,764,577)     (674,815,757)     5,422,916,967     0.341419% 80.000000% 14,811,882     1,481,930       16,293,812     
2045 2046 -3.319% 88,546,800,223       70,567,939,534        9,000,000,000      27,862,152,300     (30,765,446,928)     (674,702,063)     5,422,003,308     0.341419% 80.000000% 14,809,387     1,481,681       16,291,067     
2046 2047 -3.339% 85,590,446,382       68,211,854,407        9,000,000,000      28,968,016,500     (31,872,717,094)     (674,546,470)     5,420,752,937     0.341419% 80.000000% 14,805,971     1,481,339       16,287,310     
2047 2048 -3.344% 82,728,287,030       65,930,838,181        9,000,000,000      30,107,057,400     (33,012,686,717)     (674,443,691)     5,419,926,992     0.341419% 80.000000% 14,803,715     1,481,113       16,284,829     
2048 2049 -3.349% 79,957,471,278       63,722,618,821        9,000,000,000      31,280,269,500     (34,186,327,635)     (674,396,235)     5,419,545,630     0.341419% 80.000000% 14,802,674     1,481,009       16,283,683     
2049 2050 -3.355% 77,275,229,733       61,584,989,243        9,000,000,000      32,488,677,900     (35,394,641,542)     (674,406,692)     5,419,629,666     0.341419% 80.000000% 14,802,903     1,481,032       16,283,935     
2050 2051 -3.360% 74,678,872,317       59,515,805,573        9,000,000,000      33,733,338,300     (36,638,660,113)     (674,477,721)     5,420,200,466     0.341419% 80.000000% 14,804,462     1,481,188       16,285,650     
2051 2052 -3.365% 72,165,786,136       57,512,985,445        9,000,000,000      35,015,338,800     (37,919,446,666)     (674,612,065)     5,421,280,069     0.341419% 80.000000% 14,807,411     1,481,483       16,288,894     
2052 2053 -3.371% 69,733,433,399       55,574,506,354        9,000,000,000      36,335,799,000     (39,238,095,507)     (674,812,522)     5,422,890,971     0.341419% 80.000000% 14,811,811     1,481,923       16,293,734     
2053 2054 -3.376% 67,379,349,400       53,698,404,034        9,000,000,000      37,695,872,700     (40,595,734,359)     (675,081,978)     5,425,056,363     0.341419% 80.000000% 14,817,726     1,482,515       16,300,241     
2054 2055 -3.381% 65,101,140,536       51,882,770,890        9,000,000,000      39,096,748,800     (41,993,525,274)     (675,423,406)     5,427,800,120     0.341419% 80.000000% 14,825,220     1,483,265       16,308,484     
2055 2056 -3.387% 62,896,476,282       50,125,749,593        9,000,000,000      40,539,651,300     (43,432,665,242)     (675,839,792)     5,431,146,266     0.341419% 80.000000% 14,834,359     1,484,179       16,318,538     
2056 2057 -3.388% 60,765,445,880       48,427,411,265        9,000,000,000      42,025,841,100     (44,914,190,340)     (676,356,019)     5,435,294,740     0.341419% 80.000000% 14,845,690     1,485,313       16,331,003     
2057 2058 -3.389% 58,705,971,761       46,786,100,177        9,000,000,000      43,556,616,000     (46,439,341,932)     (676,978,332)     5,440,295,735     0.341419% 80.000000% 14,859,350     1,486,680       16,346,029     
2058 2059 -3.403% 56,708,418,965       45,194,137,682        9,000,000,000      45,133,314,300     (48,010,076,066)     (677,638,367)     5,445,599,867     0.341419% 80.000000% 14,873,837     1,488,129       16,361,966     
2059 2060 -3.408% 54,775,778,213       43,653,907,258        9,000,000,000      46,757,313,900     (49,627,316,306)     (678,386,402)     5,451,611,192     0.341419% 80.000000% 14,890,256     1,489,772       16,380,028     
2060 2061 -3.413% 52,906,044,000       42,163,810,602        9,000,000,000      48,430,033,200     (51,292,449,612)     (679,225,919)     5,458,357,669     0.341419% 80.000000% 14,908,683     1,491,615       16,400,298     
2061 2062 -3.416% 51,098,645,761       40,723,393,000        9,000,000,000      50,152,933,800     (53,006,771,522)     (680,175,294)     5,465,986,984     0.341419% 80.000000% 14,929,521     1,493,700       16,423,222     
2062 2063 -3.419% 49,351,557,239       39,331,039,613        9,000,000,000      51,927,521,400     (54,771,756,047)     (681,238,034)     5,474,527,319     0.341419% 80.000000% 14,952,848     1,496,034       16,448,882     
2063 2064 -3.422% 47,662,816,262       37,985,186,676        9,000,000,000      53,755,346,700     (56,588,921,317)     (682,417,744)     5,484,007,638     0.341419% 80.000000% 14,978,742     1,498,625       16,477,367     
2064 2065 -3.425% 46,030,522,771       36,684,319,924        9,000,000,000      55,638,007,200     (58,459,831,317)     (683,718,133)     5,494,457,750     0.341419% 80.000000% 15,007,285     1,501,480       16,508,765     
2065 2066 -3.427% 44,452,836,916       35,426,973,077        9,000,000,000      57,577,147,200     (60,386,095,987)     (685,143,003)     5,505,908,210     0.341419% 80.000000% 15,038,560     1,504,610       16,543,170     
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Projection of Pledged TSRs to be Received by the Trustee – Alternative Case (Menthol Ban) 2 

 

 
 

Sales 
Year

Payment 
Year

IHS Global 
Consumption 

Decline Forecast

IHS Global 
Forecast of 
Cigarette 

Consumption
Estimated OPM 
Consumption

Base Annual 
Payment

Inflation 
Adjustment

Volume 
Adjustment

Previously 
Settled State's 

Reduction

Total Adjusted 
Annual Payments 

by OPMs
State 

Allocation
Percentage 

Pledged
OPM Annual 

Payments
SPM Annual 

Payments

NPM Adjustment 
Settlement 
Agreement 
Cashflows

Total Annual 
Payments to 

Trustee

2021 2022 -4.387% 219,652,908,402     175,053,792,114     $9,000,000,000 $9,133,736,400 ($11,230,848,292) ($763,919,620) $6,138,968,489 0.341419% 80.000000% $16,767,669 $1,677,607 ($2,522,068) $15,923,208
2022 2023 -3.845% 211,206,460,401     168,322,341,285     9,000,000,000      9,677,748,600        (11,826,813,490)     (758,170,154)    6,092,764,955        0.341419% 80.000000% 16,641,471     1,664,981       (840,397)                 17,466,055     
2023 2024 -4.588% 201,515,689,986     160,599,219,738     9,000,000,000      10,238,081,400      (12,487,735,306)     (747,038,303)    6,003,307,791        0.341419% 80.000000% 16,397,132     1,640,535       (1,005,728)              17,031,939     
2024 2025 -11.201% 178,943,696,255     142,610,324,773     9,000,000,000      10,815,223,500      (13,596,773,720)     (688,175,111)    5,530,274,669        0.341419% 80.000000% 15,105,114     1,511,268       (945,782)                 15,670,600     
2025 2026 -10.966% 159,320,476,456     126,971,474,077     9,000,000,000      11,409,679,800      (14,662,295,303)     (636,043,886)    5,111,340,610        0.341419% 80.000000% 13,960,858     1,396,785       (938,663)                 14,418,980     
2026 2027 -3.361% 153,965,679,052     122,703,933,992     9,000,000,000      12,021,970,500      (15,286,999,346)     (634,670,143)    5,100,301,011        0.341419% 80.000000% 13,930,705     1,393,769       15,324,474     
2027 2028 -3.191% 149,052,682,715     118,788,490,095     9,000,000,000      12,652,629,300      (15,920,281,681)     (634,379,805)    5,097,967,814        0.341419% 80.000000% 13,924,332     1,393,131       15,317,463     
2028 2029 -3.051% 144,505,643,202     115,164,697,834     9,000,000,000      13,302,207,900      (16,564,401,432)     (634,983,918)    5,102,822,550        0.341419% 80.000000% 13,937,592     1,394,458       15,332,050     
2029 2030 -3.048% 140,101,095,333     111,654,465,201     9,000,000,000      13,971,274,200      (17,227,465,824)     (635,648,129)    5,108,160,248        0.341419% 80.000000% 13,952,171     1,395,916       15,348,088     
2030 2031 -3.062% 135,810,865,590     108,235,339,130     9,000,000,000      14,660,412,300      (17,910,964,725)     (636,272,200)    5,113,175,375        0.341419% 80.000000% 13,965,870     1,397,287       15,363,156     
2031 2032 -3.069% 131,643,480,371     104,914,114,791     9,000,000,000      15,370,224,300      (18,615,052,984)     (636,905,628)    5,118,265,689        0.341419% 80.000000% 13,979,773     1,398,678       15,378,451     
2032 2033 -3.066% 127,606,969,364     101,697,191,492     9,000,000,000      16,101,331,200      (19,339,872,995)     (637,601,377)    5,123,856,828        0.341419% 80.000000% 13,995,044     1,400,206       15,395,250     
2033 2034 -3.065% 123,696,250,778     98,580,519,269       9,000,000,000      16,854,371,100      (20,086,088,314)     (638,356,630)    5,129,926,155        0.341419% 80.000000% 14,011,622     1,401,864       15,413,486     
2034 2035 -3.134% 119,819,514,674     95,490,929,602       9,000,000,000      17,630,001,900      (20,858,184,520)     (638,747,792)    5,133,069,588        0.341419% 80.000000% 14,020,208     1,402,723       15,422,931     
2035 2036 -3.154% 116,040,470,379     92,479,196,047       9,000,000,000      18,428,902,200      (21,654,129,664)     (639,074,829)    5,135,697,707        0.341419% 80.000000% 14,027,386     1,403,441       15,430,827     
2036 2037 -3.161% 112,372,169,102     89,555,719,852       9,000,000,000      19,251,769,500      (22,473,921,902)     (639,415,136)    5,138,432,462        0.341419% 80.000000% 14,034,855     1,404,189       15,439,044     
2037 2038 -3.187% 108,791,081,142     86,701,748,867       9,000,000,000      20,099,322,900      (23,319,245,926)     (639,661,854)    5,140,415,120        0.341419% 80.000000% 14,040,271     1,404,731       15,445,001     
2038 2039 -3.204% 105,305,549,597     83,923,932,179       9,000,000,000      20,972,302,200      (24,190,359,587)     (639,868,318)    5,142,074,295        0.341419% 80.000000% 14,044,803     1,405,184       15,449,987     
2039 2040 -3.220% 101,914,339,077     81,221,285,236       9,000,000,000      21,871,471,500      (25,087,972,094)     (640,040,603)    5,143,458,803        0.341419% 80.000000% 14,048,584     1,405,562       15,454,146     
2040 2041 -3.277% 98,574,533,259       78,559,605,600       9,000,000,000      22,797,615,600      (26,014,985,904)     (639,944,355)    5,142,685,341        0.341419% 80.000000% 14,046,472     1,405,351       15,451,823     
2041 2042 -3.301% 95,320,815,666       75,966,534,526       9,000,000,000      23,751,544,500      (26,970,412,164)     (639,778,647)    5,141,353,689        0.341419% 80.000000% 14,042,834     1,404,987       15,447,821     
2042 2043 -3.229% 92,242,810,522       73,513,498,613       9,000,000,000      24,734,090,700      (27,950,017,205)     (640,104,135)    5,143,969,359        0.341419% 80.000000% 14,049,979     1,405,702       15,455,681     
2043 2044 -3.268% 89,228,247,012       71,111,022,917       9,000,000,000      25,746,113,700      (28,960,506,028)     (640,273,918)    5,145,333,755        0.341419% 80.000000% 14,053,705     1,406,075       15,459,780     
2044 2045 -3.297% 86,286,255,529       68,766,383,962       9,000,000,000      26,788,497,300      (30,002,204,464)     (640,349,742)    5,145,943,094        0.341419% 80.000000% 14,055,370     1,406,241       15,461,611     
2045 2046 -3.319% 83,422,832,144       66,484,360,357       9,000,000,000      27,862,152,300      (31,075,584,774)     (640,380,141)    5,146,187,384        0.341419% 80.000000% 14,056,037     1,406,308       15,462,345     
2046 2047 -3.339% 80,637,554,645       64,264,615,616       9,000,000,000      28,968,016,500      (32,181,493,711)     (640,375,191)    5,146,147,598        0.341419% 80.000000% 14,055,928     1,406,297       15,462,225     
2047 2048 -3.344% 77,941,020,851       62,115,595,739       9,000,000,000      30,107,057,400      (33,320,091,327)     (640,424,247)    5,146,541,826        0.341419% 80.000000% 14,057,005     1,406,405       15,463,410     
2048 2049 -3.349% 75,330,544,845       60,035,160,167       9,000,000,000      31,280,269,500      (34,492,349,617)     (640,529,802)    5,147,390,081        0.341419% 80.000000% 14,059,322     1,406,637       15,465,958     
2049 2050 -3.355% 72,803,517,492       58,021,229,534       9,000,000,000      32,488,677,900      (35,699,270,444)     (640,694,427)    5,148,713,029        0.341419% 80.000000% 14,062,935     1,406,998       15,469,933     
2050 2051 -3.360% 70,357,404,382       56,071,784,025       9,000,000,000      33,733,338,300      (36,941,885,652)     (640,920,762)    5,150,531,886        0.341419% 80.000000% 14,067,903     1,407,495       15,475,398     
2051 2052 -3.365% 67,989,743,821       54,184,861,777       9,000,000,000      35,015,338,800      (38,221,258,734)     (641,211,529)    5,152,868,537        0.341419% 80.000000% 14,074,285     1,408,134       15,482,419     
2052 2053 -3.371% 65,698,144,875       52,358,557,321       9,000,000,000      36,335,799,000      (39,538,484,163)     (641,569,511)    5,155,745,327        0.341419% 80.000000% 14,082,143     1,408,920       15,491,063     
2053 2054 -3.376% 63,480,285,463       50,591,020,058       9,000,000,000      37,695,872,700      (40,894,689,836)     (641,997,572)    5,159,185,292        0.341419% 80.000000% 14,091,539     1,409,860       15,501,399     
2054 2055 -3.381% 61,333,910,493       48,880,452,780       9,000,000,000      39,096,748,800      (42,291,037,983)     (642,498,666)    5,163,212,151        0.341419% 80.000000% 14,102,537     1,410,960       15,513,498     
2055 2056 -3.387% 59,256,824,302       47,225,105,637       9,000,000,000      40,539,651,300      (43,728,725,740)     (643,075,764)    5,167,849,796        0.341419% 80.000000% 14,115,204     1,412,228       15,527,432     
2056 2057 -3.388% 57,249,110,968       45,625,045,637       9,000,000,000      42,025,841,100      (45,208,800,735)     (643,752,469)    5,173,287,896        0.341419% 80.000000% 14,130,058     1,413,714       15,543,772     
2057 2058 -3.389% 55,308,813,145       44,078,712,860       9,000,000,000      43,556,616,000      (46,732,506,096)     (644,534,831)    5,179,575,073        0.341419% 80.000000% 14,147,230     1,415,432       15,562,662     
2058 2059 -3.403% 53,426,853,422       42,578,873,006       9,000,000,000      45,133,314,300      (48,301,760,573)     (645,358,614)    5,186,195,113        0.341419% 80.000000% 14,165,312     1,417,241       15,582,553     
2059 2060 -3.408% 51,606,049,455       41,127,771,624       9,000,000,000      46,757,313,900      (49,917,512,428)     (646,271,365)    5,193,530,107        0.341419% 80.000000% 14,185,346     1,419,245       15,604,592     
2060 2061 -3.413% 49,844,511,794       39,723,902,902       9,000,000,000      48,430,033,200      (51,581,148,799)     (647,276,542)    5,201,607,859        0.341419% 80.000000% 14,207,410     1,421,453       15,628,862     
2061 2062 -3.416% 48,141,702,889       38,366,838,440       9,000,000,000      50,152,933,800      (53,293,973,142)     (648,391,648)    5,210,569,010        0.341419% 80.000000% 14,231,886     1,423,902       15,655,787     
2062 2063 -3.419% 46,495,713,738       37,055,056,845       9,000,000,000      51,927,521,400      (55,057,459,557)     (649,620,179)    5,220,441,664        0.341419% 80.000000% 14,258,851     1,426,600       15,685,451     
2063 2064 -3.422% 44,904,695,715       35,787,084,841       9,000,000,000      53,755,346,700      (56,873,126,267)     (650,965,730)    5,231,254,703        0.341419% 80.000000% 14,288,385     1,429,554       15,717,940     
2064 2065 -3.425% 43,366,858,711       34,561,495,792       9,000,000,000      55,638,007,200      (58,742,537,346)     (652,431,999)    5,243,037,854        0.341419% 80.000000% 14,320,569     1,432,774       15,753,344     
2065 2066 -3.427% 41,880,469,345       33,376,908,267       9,000,000,000      57,577,147,200      (60,667,302,819)     (654,022,780)    5,255,821,600        0.341419% 80.000000% 14,355,486     1,436,268       15,791,754     
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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 TSRs described above.  See 
“SUMMARY OF THE TOBACCO CONSUMPTION REPORT” and APPENDIX A—“TOBACCO 
CONSUMPTION REPORT.”   

The Bond Structuring Methodology and Assumptions are as follows: 

Delivery Date 

The Series 2021 Bonds are assumed to be delivered on July 1, 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) refund all of the Series 2006 Bonds by establishing an irrevocable escrow for the 
defeasance and redemption of such Series 2006 Bonds, (2) fund the Class 1 Senior Liquidity Reserve Subaccount for 
the Series 2021A Bonds and the Class 2 Senior Liquidity Reserve Subaccount for the Series 2021B-1 Bonds, (3) fund 
one or more State capital projects, 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 
Bonds and the mandatory clean-up call redemption of the Series 2021B 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.  

Senior Liquidity Reserve Account 

The Class 1 Senior Liquidity Reserve Subaccount will be fully funded on the Closing Date at the Class 1 
Senior Liquidity Reserve Requirement of $10,874,150.  The Class 2 Senior Liquidity Reserve Subaccount will be 
fully funded on the Closing Date at the Class 2 Senior Liquidity Reserve Requirement of $1,137,500. 

Operating Expense Assumptions 

Annual Operating Expenses of NTSC have been assumed at $202,694.03 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 NTSC will have 
sufficient funds on deposit in the Operating Account as of the Closing Date to fund its Operating Expenses through 
Fiscal Year 2022.  
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Senior Debt Service Account 

As of the Closing Date, the Senior Debt Service Account will be funded from amounts currently on deposit 
in the debt service account held for the Series 2006 Bonds in amounts sufficient to pay interest on the Series 2021 
Bonds on December 1, 2021.  

Interest Earnings 

Amounts on deposit in the Senior 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 TSRs 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, that actual County population during the term of the Series 2021 Bonds will 
be as assumed, or that the other assumptions underlying the Pledged TSRs Projection Methodology and 
Assumptions and Bond Structuring Methodology and Assumptions, including that certain adjustments (including 
the NPM Adjustment) and offsets will not apply to payments due under the MSA, will be consistent with future 
events.  If actual events deviate from one or more of the assumptions underlying the Pledged TSRs Projection 
Methodology and Assumptions and Bond Structuring Methodology and Assumptions, the amount of funds 
available to NTSC to pay the principal or Accreted Value of and interest on the Series 2021 Bonds and to make 
Turbo Redemptions on the Series 2021B 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 NTSC 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 

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, NTSC does not warrant the 
accuracy or completeness of such information. 

The risks set forth herein do not comprise all of the risks associated with the Pledged TSRs, nor does the 
order of presentation necessarily reflect the relative importance of the various and separate risks.  Certain general 
categories of risks discussed below include, among others, payment decreases under the terms of the MSA and the 
NPM Adjustment 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 
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RELATING TO THE DOMESTIC TOBACCO INDUSTRY,” APPENDIX A – “TOBACCO CONSUMPTION 
REPORT,” APPENDIX C-1 — “NPM ADJUSTMENT SETTLEMENT AGREEMENT,” APPENDIX C-2 — “ALASKA 
JOINDER TO NPM ADJUSTMENT SETTLEMENT AGREEMENT” and APPENDIX C-3 — “2018 THROUGH 2022 
NPM ADJUSTMENTS SETTLEMENT AGREEMENT.” 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.  See “— Disputed MSA Payments 
and Potential for Significant Future Year Offsets to MSA Payments” and “— NPM Adjustment” below for a 
description of disputes concerning MSA payments and the calculation thereof, including a settlement that the State 
and certain other Settling States entered into regarding the NPM Adjustment.  Any such adjustments, offsets and 
recalculations could materially adversely affect the amount and/or timing of the Pledged TSRs and the ability of NTSC 
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 TSRs available to NTSC 
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 (as well as Strategic Contribution Payments) and their calculations 
may be raised up to four years after the respective Payment Due Date (as defined in the MSA).  The resolution of 
disputed payments 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 TSRs and the ability of NTSC to pay debt service on all or a portion of the Series 2021 Bonds on a timely 
basis or in full.  

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 TSRs and the ability of NTSC 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—Offset for Miscalculated or Disputed Payments.”   

The cash flow assumptions used to prepare the debt service coverage table herein do not factor in an offset 
for miscalculated or disputed payments or any release of funds currently held in the DPA and include and include an 
assumption that there will not be an NPM Adjustment except in the payment years 2022-2026.  See “PLEDGED TSRs 
PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” and “APPENDIX C-1—NPM 
ADJUSTMENT SETTLEMENT AGREEMENT.”  Adjustments in future Pledged TSRs, including adjustments 
pursuant to the NPM Adjustment Settlement described below, could be different from those projected.  See 
“PLEDGED TSRs PROJECTION METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS,” 
“APPENDIX C-1 — NPM ADJUSTMENT SETTLEMENT AGREEMENT,” “APPENDIX C-2 — “ALASKA 
JOINDER TO NPM ADJUSTMENT SETTLEMENT AGREEMENT” and “APPENDIX C-3 — 2018 THROUGH 
2022 NPM ADJUSTMENTS SETTLEMENT AGREEMENT.” 

NPM Adjustment 

One of the adjustments under the MSA is the “NPM Adjustment,” which operates in certain circumstances 
to reduce the payments of the PMs under the MSA in the event of losses in market share by PMs (who are subject to 
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the payment obligations and marketing restrictions of the MSA) to non-participating manufacturers (“NPMs”) (who 
are not subject to such obligations and restrictions), during a calendar year as a result of such PMs’ participation in 
the MSA.  Under the MSA, three conditions must be met in order to trigger an NPM Adjustment for one or more 
Settling States:  (1) a Market Share Loss for the applicable year must exist; (2) a nationally recognized firm of 
economic consultants must determine that the disadvantages experienced as a result of the provisions of the MSA 
were a “significant factor” contributing to the Market Share Loss for the year in question; and (3) the Settling States 
in question must be found to not have diligently enforced their Qualifying Statutes.  If the PMs make a claim for an 
NPM Adjustment for any particular year and a Settling State is determined to be one of a few states (or the only state) 
not to have diligently enforced its Qualifying Statute in such year, the amount of the NPM Adjustment applied to such 
Settling 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 Settling State in such year.   

The State was one of several jurisdictions to enter into settlements with the OPMs and certain SPMs regarding 
claims related to the 2004 through 2022 NPM Adjustments and the determination of subsequent NPM Adjustments 
(as described further herein, the “NPM Adjustment Settlement”).  While sales years through and including 2022 were 
settled, as described herein, the State will be subject to arbitration for subsequent sales years and there is no assurance 
that the State would be found to have diligently enforced its Qualifying Statute for any such sales years.  If the State 
were found to be non-diligent for any sales year, the State would be subject to the application of the NPM Adjustment 
as set forth in the NPM Adjustment Settlement.  For a discussion of the terms of the NPM Adjustment Settlement and 
related matters, see “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT—NPM Adjustment Claims 
and NPM Adjustment Settlement—NPM Adjustment Settlement and Award.”  See “APPENDIX C-1—NPM 
ADJUSTMENT SETTLEMENT AGREEMENT,” APPENDIX C-2 — “ALASKA JOINDER TO NPM 
ADJUSTMENT SETTLEMENT AGREEMENT” and APPENDIX C-3 —“2018 THROUGH 2022 NPM 
ADJUSTMENTS SETTLEMENT AGREEMENT” for a copy of the NPM Adjustment Settlement Agreement and 
related extension settlements.  See also “STATE LAWS RELATED TO THE MSA—State Statutory Enforcement 
Framework.”   

No assurance can be given as to the implementation in future years of the NPM Adjustment Settlement by 
the MSA Auditor with regard to the State, or as to whether or not the NPM Adjustment Settlement will be revised and 
any consequences thereto.  Any such development could have an adverse effect on the amount and/or timing of 
Pledged TSRs available to NTSC to pay debt service on the Series 2021 Bonds on a timely basis or in full. 

Furthermore, no assurance can be given that a court would not hold that the NPM Adjustment Settlement 
constitutes an amendment to the MSA that would require the consent of any non-signatory jurisdiction.  See “—Other 
Risks Relating to the MSA and Related Statutes—Amendments, Waivers and Termination” and “—Reliance on State 
Enforcement of the MSA; State Impairment.”  In addition, no assurance can be given that challenges to the NPM 
Adjustment Settlement will not be commenced in MSA courts or that the NPM Adjustment Settlement Non-
Signatories’ (as defined herein) pending arbitrations relating to the 2004 NPM Adjustment and future arbitrations 
relating to subsequent sales years’ NPM Adjustments will not have an adverse effect on NPM Adjustment Settlement 
Signatories (as defined herein) such as the State.  If any such challenge is successful, there could be an adverse effect 
on the amount and/or timing of Pledged TSRs available to NTSC to pay debt service on the Series 2021 Bonds on a 
timely basis or in full.   

The Pledged TSRs Projection Methodology and Assumptions include an assumption that the State has 
diligently enforced and will diligently enforce a Qualifying Statute that is not held to be unenforceable, and that there 
will not be an NPM Adjustment, except with respect to sales years 2018-2022 in payment years 2022-2026.  
Adjustments pursuant to the NPM Adjustment Settlement could be different from those projected and could have an 
adverse effect on the amount and/or timing of Pledged TSRs available to NTSC to pay debt service on the Series 2021 
Bonds on a timely basis or in full.  See “PLEDGED TSRs PROJECTION METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS.” 

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 
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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 three-month period ended March 31, 2021, 
Altria stated that adult smokers continue to convert from cigarettes to exclusive use of non-combustible tobacco 
product alternatives, and that 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 three-month period ended March 31, 2021.  In the first quarter of 2021, it is estimated that adjusted 
domestic cigarette industry volume declined by 2%, and Altria expects 2021 cigarette industry volume trends to be 
most influenced by (i) adult smoker stay-at-home practices, (ii) unemployment rates, (iii) fiscal stimulus, (iv) cross-
category movement, (v) the timing and breadth of COVID-19 vaccine administration and (vi) adult smoker purchasing 
behavior of those who receive the vaccine, according to Altria in its Form 10-Q filed with the SEC for the three-month 
period ended March 31, 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 
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 TSRs and the ability of NTSC 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 
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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 
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 photo-
realistic color images depicting some of the lesser-known but serious health risks of cigarette smoking.  Beginning 
April 14, 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 three-month period ended March 31, 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 
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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 TSRs and the ability of NTSC 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 
“PLEDGED TSRs 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 non-
governmental organizations, have claimed or expressed concerns that mentholated cigarettes may pose greater health 
risks than non-mentholated cigarettes, including concerns that mentholated cigarettes may make it easier to start 
smoking and harder to quit, and increase 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 
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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 
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 TSRs and the ability of NTSC 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 tax rate on cigarettes, pegging the resulting tax rate to inflation and (ii) set the federal 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 Centers for Disease Control and Prevention, 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 
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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 three-month period ended 
March 31, 2021, between the end of 1998 (the year that the MSA was executed) and April 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 April 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 TSRs and the ability of NTSC 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 
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 TSRs and the ability of NTSC 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 
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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 TSRs and 
the ability of NTSC 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.  E-
cigarettes 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.   

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 three-
fourths 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.   

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 
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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 three-month period ended March 31, 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 growth in the e-vapor category (i) has been 
negatively impacted by legislative and regulatory activities, (ii) is increasingly competitive and (iii) is now 
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 three-month period ended March 31, 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 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 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 e-
cigarettes 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 
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 TSRs and the ability of NTSC to pay debt service on all or a portion of the Series 2021A 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 
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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 TSRs and the ability of NTSC 
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 TSRs and the ability of NTSC 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 
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 April 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.   

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 TSRs and the ability of NTSC 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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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 TSRs and 
the ability of NTSC 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 
TSRs available to NTSC 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 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 TSRs and the ability of NTSC 
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 
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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 TSRs and the ability of NTSC 
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 three-month period ended March 31, 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 may impact adult tobacco consumers in the future, and Altria continues to monitor 
the macro-economic risks of COVID-19 (including the availability of vaccines) and their effect on adult tobacco 
consumers, including unemployment rates and disposable income (which may be impacted by potential future changes 
in government stimulus and federal unemployment benefit payments), as well as adult tobacco consumers’ purchasing 
behaviors, including overall tobacco product expenditures, mix between premium and discount brand purchases and 
interest in non-combustible products.  According to Altria in its Form 10-Q filed with the SEC for the three-month 
period ended March 31, 2021, prior economic downturns have resulted in adult tobacco consumers choosing discount 
products and other lower-priced tobacco products. Although the current economic downturn 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 as economic 
conditions remain unfavorable. 

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, 
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 three-month period ended March 31, 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 three-month period ended March 31, 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, operations of Altria’s subsidiaries, suppliers, distributors and distribution 
chain service providers and those of its investees could be suspended temporarily once or multiple times, or closed 
permanently, depending on various factors, including how long the COVID-19 pandemic persists and the extent to 
which state, local and federal governments, as well as foreign countries, impose restrictions on the operation of 
facilities or otherwise place limits on the supply and distribution chains. According to Altria in its Form 10-Q filed 
with the SEC for the three-month period ended March 31, 2021, the majority of retail stores in which Altria’s tobacco 
products are sold, including convenience stores, have been deemed to be essential businesses by authorities and have 
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 three-month period ended March 31, 2021 that although much uncertainty still surrounds the 
pandemic, including its duration and ultimate overall impact on U.S and global economies and on Altria’s subsidiaries’ 
operations and those of Altria’s investees, Altria continues to monitor the macroeconomic risks of COVID-19 and to 
carefully evaluate potential outcomes and work to mitigate risks, and remains focused on any potential impact to its 
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liquidity, operations, supply and distribution chains and on economic conditions.  According to Altria in its Form 10-
Q filed with the SEC for the three-month period ended March 31, 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 three-month period ended March 31, 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 TSRs available 
to NTSC 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 
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 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 
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affect the amount and/or timing of the Pledged TSRs and the ability of NTSC 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, 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 TSRs available to NTSC 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 
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 TSRs and the ability of NTSC 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 
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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 three-
month period ended March 31, 2021, as of April 26, 2021, approximately 1,214 state court Engle Progeny Cases were 
pending against Philip Morris or Altria asserting individual claims by or on behalf of approximately 1,500 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 TSRs available to NTSC 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 
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 three-month period ended March 31, 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 July 2021.  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 three-month period ended March 31, 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’ 
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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 TSRs and the ability of NTSC 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 TSRs and 
the ability of NTSC 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 TSRs Projection Methodology and Assumptions and described 
in “PLEDGED TSRs 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 
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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 TSRs and the ability of NTSC 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.  NTSC is not a party to the MSA; accordingly, NTSC 
has no right to challenge any such amendment, waiver or termination.  While the economic interests of the State and 
the Owners 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 NTSC’s 
ability to make payments to the Owners of the Series 2021 Bonds.  See “SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT—Amendments and Waivers.”   

Reliance on State Enforcement of the MSA; State Impairment 

The State may not convey and has not conveyed to NTSC, AHFC or the Owners 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. No 
assurance can be given that the State will enforce any particular provision of the MSA. Failure by the State to do so 
may have a material adverse effect on the ability of NTSC to make payments to the Owners. It is possible that the 
State could attempt to claim some or all of the Pledged TSRs for itself or otherwise interfere with the security for the 
Series 2021 Bonds. In that event, the Owners, the Trustee or NTSC may assert claims based on contractual, fiduciary 
or constitutional rights, but no prediction can be made as to the disposition of such claims. See “LEGAL 
CONSIDERATIONS.”  

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.  No assurance can be provided that a PM would not assert that, or a court or 
arbitrator would not determine that, the State’s Qualifying Statute as may be so amended would not continue to 
constitute a Qualifying Statute.  Should it be determined that any prior or future amendments to the State’s Qualifying 
Statute cause it to no longer be a Qualifying Statute, then the State would no longer be entitled to any protection from 
the NPM Adjustment, and there could be substantial reductions in the amount of Pledged TSRs available to NTSC to 
make payments on the Series 2021 Bonds.  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 NTSC, the Trustee and the Owners 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 TSRs received by NTSC 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, NTSC, the Trustee or the Owners 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 
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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 Owners 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 Owners 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, NTSC, the Trustee or the Owners 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 TSRs and the ability of NTSC to pay debt service on all or a portion of the Series 2021 Bonds on a 
timely basis or in full.   

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 TSRs and the ability of NTSC to pay debt service on all or a portion 
of the Series 2021 Bonds on a timely basis or in full. 

Series 2021 Bonds Secured Solely by the Collateral  

The Series 2021 Bonds are limited obligations of NTSC, 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 Senior Liquidity Reserve Account, with the Class 1 Senior Liquidity Reserve 
Subaccount securing only the Series 2021A Bonds (and any other Class 1 Senior Bonds that may be issued) and the 
Class 2 Senior Liquidity Reserve Subaccount securing only the Series 2021B-1 Bonds (and any other Class 2 Senior 
Bonds designated to be secured by such Subaccount that may be issued).  The Senior Liquidity Reserve Account does 
not secure the Series 2021B-2 Bonds or Subordinate Bonds. The Series 2021 Bonds do not constitute a charge against 
the general credit of NTSC and under no circumstances will NTSC 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 and other 
obligations of NTSC do not constitute a debt, liability or other obligation of AHFC or the State or any subdivision or 
instrumentality of the State or a pledge of the faith and credit or taxing power of AHFC or the State or of any political 
subdivision or instrumentality thereof. NTSC has no taxing power. 

Uncertainty as to Timing of Turbo Redemptions of the Series 2021B Bonds  

No assurance can be given as to the timing of Turbo Redemptions of the Series 2021B Bonds.  A certain 
level of payments due under the MSA has been forecast based on various assumptions, including, among others, levels 
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of domestic cigarette consumption as set forth in the Tobacco Consumption Report and an assumption that there will 
not be an NPM Adjustment.  These assumptions, which were used to provide expectations of Turbo Redemptions of 
the Series 2021B Bonds from available Collections, are discussed in “PLEDGED TSRs 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 TSRs or earnings on the Pledged Accounts would impair the 
Collections available to make Turbo Redemptions of the Series 2021B Bonds and extend the average lives of the 
Series 2021B Bonds.  Owners of the Series 2021B 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.  

Limited Remedies 

The Trustee is limited under the terms of the Purchase and Sale Agreement to enforcing the terms of such 
agreements and to receiving the Pledged TSRs and applying them in accordance with the Indenture.  The Trustee 
cannot sell or foreclose on the Pledged TSRs or its rights under the Purchase and Sale Agreement. NTSC has not made 
any representation or warranty that the MSA is enforceable.  Remedies under the Purchase and Sale Agreement do 
not include the repurchase by the State of the Pledged TSRs 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 
Owners 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 asset-
backed 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 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 Bonds that are Term Bonds, Fixed Sinking Fund 
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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 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.   

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 Owners of such Bonds to sell such Bonds 
or the price at which such Bonds can be sold. 

 

(Remainder of Page Intentionally Left Blank) 
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LEGAL CONSIDERATIONS 

The following discussion summarizes some, but not all, of the possible legal issues that could adversely affect 
the ability of NTSC 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 TSRs 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 NTSC, the Trustee and the Owners 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.   

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 NPM Adjustment Settlement does not constitute an amendment of the MSA or 
that the NPM Adjustment Settlement does not have an effect on parties that are not signatories to the NPM Adjustment 
Settlement.  If it were to be determined that the NPM Adjustment Settlement does have an effect on parties that are 
not signatories, then all or part of the NPM Adjustment Settlement may be unenforceable, which could have a material 
adverse effect on NTSC and its ability to pay debt service on the Series 2021 Bonds.     

See “RISK FACTORS—Payment Decreases Under the Terms of the MSA—NPM Adjustment” 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. 
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Enforcement of Rights to Pledged TSRs 

It is possible that the State could in the future attempt to claim some or all of the Pledged TSRs for itself, or 
otherwise interfere with the security for the Series 2021 Bonds.  In that event, the Owners, the Trustee or NTSC 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 TSRs and money derived therefrom are the principal source of payment for the Series 
2021 Bonds. 

Contractual Remedies and Constitutional Claims 

In the Purchase and Sale Agreement, the State 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 NTSC in the NTSC Tobacco 
Assets and in the proceeds thereof; to not take any action that will adversely affect NTSC’s legal right to receive the 
NTSC Tobacco Assets; and to not limit or alter the rights of NTSC 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 State violates such covenants so as 
to impair NTSC’s right to the NTSC Tobacco Assets, the Trustee, as assignee of NTSC’s rights under the Purchase 
and Sale Agreement, could seek to compel the State to honor such covenants.  Such enforcement costs will be paid 
from the Operating Account.  As interested parties, NTSC on its own behalf and the Trustee on behalf of the Owners 
could also seek to enforce the State’s rights under the MSA, although, since they are not parties to the MSA, they may 
not have enforceable rights to do so. 

The Owners are entitled to the benefit of the prohibitions in the United States Constitution’s Contract Clause 
against any state’s impairment of the obligation of contracts.   

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 Owners to be paid from the Pledged TSRs.  However, to justify the 
enactment by the State of legislation that substantially impairs the contractual rights of the Owners 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 Owners’ rights is based upon 
reasonable conditions and are of a character appropriate to the public purpose justifying the legislation’s adoption. 

Finally, the Owners 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 or arbitration proceedings mentioned herein that have been brought 
and may in the future be brought against the PMs, or involving the enforceability or constitutionality of the MSA, the 
NPM Adjustment Settlement and NPM Adjustment Settlement Stipulated Partial Settlement and Award, and/or the 
State’s related legislation, Qualifying Statute or the enforcement of the right to the Pledged TSRs or otherwise filed 
in connection with the domestic tobacco industry, 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, courts and panels may, in their exercise of equitable jurisdiction, reach 
judgments based not upon the legal merits but upon a balancing of the equities among the parties.  Accordingly, no 
assurance can be given as to the outcome of any such litigation or arbitration and any such adverse outcome could 
materially adversely affect the amount and/or timing of the Pledged TSRs and the ability of NTSC 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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Recharacterization of Transfer of 2000 Tobacco Asset Could Void Transfer  

At the time of the execution of the 2000 Purchase and Sale Agreement, AHFC and NTSC intended and 
structured the transfer of the 2000 Tobacco Asset by AHFC to NTSC as an absolute sale and not as the grant of a 
security interest in the 2000 Tobacco Asset to secure a borrowing of AHFC. However, if the transfer of the 2000 
Tobacco Asset were to be recharacterized as part of a borrowing by AHFC secured by the 2000 Tobacco Asset instead 
of a sale of the 2000 Tobacco Asset, the transfer of the 2000 Tobacco Asset by AHFC to NTSC could be declared 
void. No assurance can be given that a court would not find that the transfer of the 2000 Tobacco Asset to NTSC is 
part of a secured borrowing. The Owners could suffer a loss of their entire investment if there were such a judicial 
finding. 

Bankruptcy of AHFC  

AHFC is the sole member of NTSC.  AHFC is a governmental instrumentality of the State and, accordingly, 
cannot be the subject of an involuntary bankruptcy case under the Bankruptcy Code.  AHFC can become a debtor 
under the Bankruptcy Code only in a voluntary case.  AHFC and NTSC have taken steps to minimize the risk that in 
the event AHFC were to become the debtor in a bankruptcy case, a court would order that the assets and liabilities of 
NTSC be substantively consolidated with those of AHFC.  NTSC is a separate, special purpose non-profit corporation, 
the organizational documents of which include provisions to the effect that NTSC shall not commence a voluntary 
bankruptcy case without the unanimous affirmative vote of all of its directors, although this restriction may not be 
enforceable.  See “NTSC” herein and “— Recharacterization of Transfer of 2000 Tobacco Asset Could Void Transfer” 
above. 

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.  In 
addition, the following includes a brief summary of certain provisions of the NPM Adjustment Settlement.  See “RISK 
FACTORS” and “LEGAL CONSIDERATIONS” herein for a discussion of certain risks related to the MSA and the 
NPM Adjustment Settlement.  See also APPENDIX C-1 — “NPM ADJUSTMENT SETTLEMENT AGREEMENT,” 
APPENDIX C-2 — “ALASKA JOINDER TO NPM ADJUSTMENT SETTLEMENT AGREEMENT” and APPENDIX 
C-3 — “2018 THROUGH 2022 NPM ADJUSTMENTS SETTLEMENT AGREEMENT” for a copy of the NPM 
Adjustment Settlement Agreement and related extension settlements. 

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. 
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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 SPMs    

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)) 

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 NTSC 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. 
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Overview of Payments by the Participating Manufacturers; MSA Escrow Agent 

The MSA requires that the PMs make several types of payments, including Initial Payments, Annual 
Payments and Strategic Contribution Payments, 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 “—NPM Adjustment Claims and NPM Adjustment 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 Base Amount  Payment Year Base Amount 
2000 $4,500,000,000  2010 $8,139,000,000 
2001 5,000,000,000  2011 8,139,000,000 
2002 6,500,000,000  2012 8,139,000,000 
2003 6,500,000,000  2013 8,139,000,000 
2004 8,000,000,000  2014 8,139,000,000 
2005 8,000,000,000  2015 8,139,000,000 
2006 8,000,000,000  2016 8,139,000,000 
2007 8,000,000,000  2017 8,139,000,000 
2008 8,139,000,000  Thereafter 9,000,000,000 
2009 8,139,000,000    

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

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

Application of these adjustments resulted in a material reduction of the Pledged TSRs under the MSA from 
the scheduled base amounts for the years 2000 through 2021, as discussed below under the caption “—Payments Made 
to Date.” 

Strategic Contribution Payments 

The OPMs were required to make Strategic Contribution Payments on April 15 of each year from 2008 
through 2017.  All of the OPMs and most of the SPMs have made their required Strategic Contribution Payments due 
April 15 in each of the years 2008 through 2017.  The base amount of each Strategic Contribution Payment was $861 
million.  The respective portion of the base amount applicable to each OPM was calculated by multiplying the base 
amount by the OPM’s Relative Market Share during the preceding calendar year.  The SPMs were required to make 
Strategic Contribution Payments on the same basis as their Annual Payment obligations.  See “—Subsequent 
Participating Manufacturers” below.   

The base amounts of the Strategic Contribution Payments were subject to the adjustments as described in “—
Annual Payments” above, except for the Previously Settled States Reduction, which was not applicable to Strategic 
Contribution Payments.  Application of the adjustments resulted in a material reduction of the Strategic Contribution 
Payments due to the State under the MSA from the scheduled base amount for the years 2000 through 2017, as 
discussed below under the caption “—Payments Made to Date.”  No Strategic Contribution Payments are due after 
the 2017 Strategic Contribution Payment.   

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. 
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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 
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 TSRs available to NTSC 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 “SUMMARY OF 
THE MASTER SETTLEMENT AGREEMENT—NPM Adjustment Claims and NPM Adjustment Settlement—NPM 
Adjustment Settlement.” 
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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.   

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%] 
 

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 
(such as in the NPM Adjustment Settlement discussed below).  If the PMs make a claim for an NPM Adjustment for 
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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.”  

For a discussion of the terms of the NPM Adjustment Settlement, which settled claims related to the 2003 
through 2022 NPM Adjustments and set forth a methodology for determining subsequent NPM Adjustments, and 
matters related thereto, see “—NPM Adjustment Claims and NPM Adjustment Settlement” below.  The State was a 
non-contested state with respect to the 2003 NPM Adjustment disputes, and the State joined the NPM Adjustment 
Settlement in 2018, thereby settling claims related to the 2004 through 2022 NPM Adjustments.  In the view of the 
Attorney General and the Department of Law of the State (“DOL”), the State has been and is diligently enforcing its 
Qualifying Statute.  See “STATE LAWS RELATED TO THE MSA—State Statutory Enforcement Framework” 
herein.  The Pledged TSRs Projection Methodology and Assumptions include an assumption that the State has 
diligently enforced and will diligently enforce a Qualifying Statute that is not held to be unenforceable, and that there 
will not be an NPM Adjustment, except in payment years 2022-2026.  See “PLEDGED TSRs PROJECTION 
METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS” herein. 

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.” 

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 
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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, the OPMs made all of the Initial Payments due in the years 1998 to 2003 (the last year such 
payments were due), and most PMs made the Strategic Contribution Payments due in the years 2008 to 2017 (the last 
year such payments were due).  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 State (and following the execution of the 
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.  NTSC’s sole sources of information regarding the computation and 
amount of such payments are the reports and accountings furnished to it by the State. 
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The following table sets forth for each of the preceding 10 years the base amount of Annual Payments and 
Strategic Contribution Payments, as applicable, allocable to the State pursuant to the MSA that were sold pursuant to 
the Purchase and Sale Agreement, and the amounts of Pledged TSRs actually received by the Trustee in such year, as 
described below.  The amounts actually received may reflect adjustments attributable to prior years’ payments.   

 
Year(1) 

 
Sold Portion of Base 
Payment Allocable  

to the State(2) 
Actual Receipts of 

Pledged TSRs(3) 
2012 Annual Payment and Strategic Contribution Payment $34,022,000 $23,993,000 
2013 Annual Payment and Strategic Contribution Payment 34,022,000 23,990,000 
2014 Annual Payment and Strategic Contribution Payment 34,022,000 25,808,000 
2015 Annual Payment and Strategic Contribution Payment 34,022,000 23,340,000 
2016 Annual Payment and Strategic Contribution Payment 34,022,000 24,315,000 
2017 Annual Payment and Strategic Contribution Payment 34,022,000 24,072,000 
2018 Annual Payment 24,582,000 40,840,000 
2019 Annual Payment 24,582,000 15,816,000 
2020 Annual Payment 24,582,000 16,053,000 
2021 Annual Payment 24,582,000 17,103,000 

______________ 
(1)  Annual Payments are, and Strategic Contribution Payments were, due from the PMs on April 15 of the applicable calendar 
year (payment year) pursuant to the MSA.  Actual receipts are listed as of June 30 (the end of NTSC’s fiscal year) of each 
year.  
(2)  Rounded.  The sold portion of base payments allocable to the State as represented in this table consists of the State’s 
0.3414187% share of Annual Payments under the MSA, and the State’s 1.7118798% share of Strategic Contribution 
Payments under the MSA, in each case multiplied by 80%, which is the aggregate percentage sold under the Purchase and 
Sale Agreement and pledged under the Indenture.   
(3)  Rounded.  Reflects adjustments.  Amounts are set forth to the best of NTSC’s knowledge.  For fiscal years ending June 
30, 2018 onward, reflects the NPM Adjustment Settlement (including a release from the DPA in 2018), as discussed herein.  
Any adjustment is reflected in the period in which it was actually made.   
 

The terms of the MSA relating to such payments and various adjustments thereto are described above under 
the captions “—Annual Payments,” “—Strategic Contribution Payments” and “—Adjustments to Payments.”  One or 
more of the PMs are disputing or have disputed the calculations of some of the Annual Payments for the years 2000 
through 2021 and Strategic Contribution Payments for the years 2008 through 2017, as described further herein.  In 
addition, subsequent revisions in the information delivered to the MSA Auditor (on which the MSA Auditor’s 
calculations of Annual Payments are based) have in the past and may in the future result in a recalculation of the 
payments shown above.  Such revisions may also result in routine recalculation of future payments.  No assurance can 
be given as to the magnitude of any such recalculation and such recalculation could trigger the Offset for Miscalculated 
or Disputed Payments. 

Most Favored Nation Provisions 

In the event that any non-foreign governmental entity other than the federal government should reach a 
settlement of released claims with PMs that provides more favorable terms to the governmental entity than does the 
MSA to the Settling States, the terms of the MSA will be modified to match those of the more favorable settlement.  
Only the non-economic terms may be considered for comparison. 

In the event that any Settling State should reach a settlement of released claims with NPMs that provides 
more favorable terms to the NPMs than the MSA does to the PMs, or relieves in any respect the obligation of any PM 
to make payments under the MSA, the terms of the MSA will be deemed modified to match the NPM settlement or 
such payment terms, but only with respect to the particular Settling State.  In no event will the adjustments discussed 
in this paragraph modify the MSA with regard to other Settling States.  See “RISK FACTORS—Payment Decreases 
Under the Terms of the MSA.” 
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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 NTSC or the Owners. 

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 the NPM Adjustment Settlement, which the State joined, see “—NPM Adjustment Claims 
and NPM Adjustment Settlement” below, and for a discussion of the State’s Qualifying Statute, Complementary 
Legislation and enforcement framework, see “STATE LAWS RELATED TO THE MSA.” 

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.  
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The amounts deposited into the escrow accounts by the NPMs may only be used in limited circumstances.  
Although the NPM receives the interest or other appreciation on such funds, the principal may only be released (i) to 
pay a judgment or settlement on any claim of the type that would have been released by the MSA brought against such 
NPM by the applicable Settling State or any Releasing Party located within such state; (ii) with respect to Settling 
States that have enacted and have in effect Allocable Share Release Amendments (described 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 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.  NPMs 
also include Native American tobacco manufacturers 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 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.  
Enforcement of the Model Statute against any of such manufacturers may be difficult.  See “STATE LAWS 
RELATED TO THE MSA.”   

Complementary Legislation 

Most of the Settling States (including the State) have passed legislation (often termed “Complementary 
Legislation”) to further ensure that NPMs are making escrow payments required by the states’ respective Qualifying 

                                                           
*  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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Statutes, as well as other legislation to assist in the regulation of tobacco sales.  See “STATE LAWS RELATED TO 
THE MSA—Alaska Complementary Legislation.”   

All of the OPMs and other PMs have provided written assurances that the Settling States have no duty to 
enact Complementary Legislation, that the failure to enact such legislation will not be used in determining whether a 
Settling State has diligently enforced its Qualifying Statute pursuant to the terms of the MSA, and that diligent 
enforcement obligations under the MSA shall not apply to the Complementary Legislation.  In addition, the written 
assurances contain an agreement that the Complementary Legislation will not constitute an amendment to a Settling 
State’s Qualifying Statute.  However, a determination that a Settling State’s Complementary Legislation is invalid 
may make enforcement of its Qualifying Statute more difficult.   

NPM Adjustment Claims and NPM Adjustment Settlement  

Settlement of 1999 through 2002 NPM Adjustment Claims 

In June 2003, the OPMs, certain SPMs and the Settling States settled all NPM Adjustment claims for the 
payment years 1999 through 2002, subject, however, under limited circumstances, to the reinstatement of a PM’s right 
to an NPM Adjustment for the payment years 2001 and 2002.  In connection therewith, such PMs and the Settling 
States agreed prospectively that PMs claiming an NPM Adjustment for any year will not make a deposit into the DPA 
or withhold payment with respect thereto unless and until the selected economic consultants determine that the 
disadvantages of the MSA were a significant factor contributing to the Market Share Loss giving rise to the alleged 
NPM Adjustment.  If the selected economic consultants make such a “significant factor” determination regarding a 
year for which one or more PMs have claimed an NPM Adjustment, such PMs may, in fact, either make a deposit into 
the DPA or withhold payment reflecting the claimed NPM Adjustment.   

NPM Adjustment Claims for 2003 Onward, Generally 

According to NAAG, one or more of the PMs are disputing or have disputed the calculations of some Annual 
Payments and Strategic Contribution Payments, totaling over $16.7 billion, for the sales years 2003 through 2020 
(payment years 2004 through 2021) as part of the NPM Adjustment. No provision of the MSA attempts to define what 
activities, if undertaken by a Settling State, would constitute diligent enforcement.  Furthermore, the MSA does not 
explicitly state which party bears the burden of proving or disproving whether a Settling State has diligently enforced 
its Qualifying Statute, or whether any diligent enforcement dispute would be resolved in state courts or through 
arbitration.  However, regarding the 2003 NPM Adjustment dispute, the State’s MSA court determined that the 2003 
NPM Adjustment dispute was to be determined by a panel of arbitrators, and such panel of arbitrators determined that, 
when contested, a state bears the burden of proving its diligence.  As discussed further below, the State was a non-
contested state in the 2003 NPM Adjustment dispute.  In 2018, the State joined the NPM Adjustment Settlement, 
thereby settling its 2004 to 2022 NPM Adjustment disputes.  The NPM Adjustment Settlement also sets forth a 
methodology for determining subsequent years’ NPM Adjustments, as discussed below.   

2003 NPM Adjustment Claims 

An independent economic consulting firm, jointly selected by the MSA parties, determined that the 
disadvantages of the MSA were a significant factor contributing to the PMs’ collective loss of market share for 2003.  
Following the “significant factor” determination with respect to 2003, each of 38 Settling States filed a declaratory 
judgment action in state court seeking a declaration that such Settling State diligently enforced its Qualifying Statute 
during 2003.  The OPMs and SPMs responded to these actions by filing motions to compel arbitration in accordance 
with the terms of the MSA, including motions to compel arbitration in 11 states and territories that did not file 
declaratory judgment actions.  With one exception (Montana), the courts have ruled that the states’ claims of diligent 
enforcement are to be submitted to arbitration.  The Montana Supreme Court ruled that Montana did not agree to 
arbitrate the question of whether it diligently enforced a Qualifying Statute and that diligent enforcement claims of 
that state must be litigated in state court, rather than in arbitration. Subsequently, in June 2012, Montana and the PMs 
reached an agreement whereby the PMs agreed not to contest Montana’s claim that it diligently enforced the 
Qualifying Statute during 2003 and therefore Montana would not be subject to the 2003 NPM Adjustment.  
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The MSA provides that arbitration, if required by the MSA, will be governed by the United States Federal 
Arbitration Act.  The decision of an arbitration panel under the Federal Arbitration Act may only be overturned under 
limited circumstances, including a showing of a manifest disregard of the law by the panel.   

The OPMs and approximately 25 other PMs entered into an agreement regarding arbitration with 45 states 
and territories concerning the 2003 NPM Adjustment.  The agreement effectively provided for a partial liability 
reduction for the 2003 NPM Adjustment for states that entered into the agreement by January 30, 2009 and were 
determined in the arbitration not to have diligently enforced a Qualifying Statute during 2003.  Based on the number 
of states that entered into the agreement by January 30, 2009 (45), the partial liability reduction for those states was 
20%.  This partial liability reduction was effectuated by the PMs jointly reimbursing such states 20% of their respective 
amounts of the NPM Adjustment.  The selection of a three-judge panel arbitrating the 2003 NPM Adjustment claims 
(the “Arbitration Panel”) was completed in July 2010.   

Following the completion of discovery, the PMs determined to continue to contest the 2003 diligent 
enforcement claims of 33 states, the District of Columbia and Puerto Rico and to no longer contest such claims by 12 
other states (including the State) and four U.S. territories (the “non-contested states”).  Eighteen of these contested 
states, the District of Columbia and Puerto Rico, as well as two non-contested states, subsequently entered into the 
NPM Adjustment Settlement in December 2012 through May 2013 with the OPMs and certain of the SPMs as 
discussed below under “—NPM Adjustment Settlement,” leaving 15 states contested in the 2003 NPM Adjustment 
arbitration proceedings.  A common issues hearing was held in April 2012, and state-specific evidentiary hearings 
began in May 2012 and were completed in May 2013.  The decisions of the Arbitration Panel, released in September 
2013, with regard to those 15 states and their enforcement in 2003 of their Qualifying Statutes are discussed below 
under “—2003 NPM Adjustment Arbitration Results and Disputes Concerning the NPM Adjustment Settlement Term 
Sheet and Stipulated Partial Settlement and Award.”  Several others of the contested states and the non-contested 
states (including the State) subsequently joined the NPM Adjustment Settlement, as discussed below.     

NPM Adjustment Settlement  

On December 17, 2012, terms of a settlement were agreed to in the form of a term sheet (the “NPM 
Adjustment Settlement Term Sheet”) by 19 jurisdictions, the OPMs and certain SPMs regarding claims related to 
the 2003 through 2012 NPM Adjustments and the determination of subsequent NPM Adjustments.  The 19 
jurisdictions that signed the NPM Adjustment Settlement Term Sheet on December 17, 2012 were Alabama, Arizona, 
Arkansas, California, the District of Columbia, Georgia, Kansas, Louisiana, Michigan, Nebraska, Nevada, New 
Hampshire, New Jersey, North Carolina, Puerto Rico, Tennessee, Virginia, West Virginia and Wyoming.  In April 
2013, Oklahoma joined the NPM Adjustment Settlement Term Sheet; in May 2013, Connecticut and South Carolina 
joined the NPM Adjustment Settlement Term Sheet; in June 2014, Kentucky and Indiana joined the NPM Adjustment 
Settlement Term Sheet (on modified terms); and in April 2017, Rhode Island and Oregon joined the NPM Adjustment 
Settlement Term Sheet.  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 three-month period ended March 31, 2021, 10 additional jurisdictions 
(Alaska, Colorado, Delaware, Hawaii, Maine, North Dakota, Pennsylvania, South Dakota, Utah and Vermont) joined 
the NPM Adjustment Settlement Agreement in 2018, settling disputes related to the 2004-2017 NPM Adjustments.  
Regarding the State’s settlement of the 2004 NPM Adjustment dispute, the State had been an uncontested state with 
respect to the 2004 NPM Adjustment dispute, and so the State was not subject to an NPM Adjustment for sales year 
2004.  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 three-month period ended March 31, 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 three-month period 
ended March 31, 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 
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(the “2018-2022 NPM Adjustments Settlement Agreement”), providing for settlement of disputes related to the 
2018-2022 NPM Adjustments, as further described below.  The signatory jurisdictions to the NPM Adjustment 
Settlement Term Sheet, the NPM Adjustment Settlement Agreement and related joinder agreements, the 2016 and 
2017 NPM Adjustments Settlement Agreement and the 2018-2022 NPM Adjustments Settlement Agreement, as 
applicable, are referred to herein as the “NPM Adjustment Settlement Signatories” (which term, where appropriate, 
includes any additional jurisdictions that may in the future sign the settlement), and the settlement effected by the 
NPM Adjustment Settlement Term Sheet, the NPM Adjustment Settlement Agreement and related joinder agreements, 
the 2016 and 2017 NPM Adjustments Settlement Agreement and the 2018-2022 NPM Adjustments Settlement 
Agreement, as applicable, is referred to herein as the “NPM Adjustment Settlement.”  Additional jurisdictions were 
permitted to join the settlement up to the end date of the last individual state-specific diligent enforcement hearings 
for the 2003 NPM Adjustment claims, although with potentially different and potentially less favorable payment 
obligations than those detailed in the NPM Adjustment Settlement.  After such time, additional jurisdictions may join 
the settlement only if the signatory PMs, in their sole discretion, agree.    

The NPM Adjustment Settlement Term Sheet was subject to approval by the Arbitration Panel.  On March 
12, 2013, the Arbitration Panel issued its Stipulated Partial Settlement and Award (the “NPM Adjustment Stipulated 
Partial Settlement and Award”).  In the NPM Adjustment Stipulated Partial Settlement and Award, the Arbitration 
Panel, as a threshold matter, ruled that it had jurisdiction (i) to enter the NPM Adjustment Stipulated Partial Settlement 
and Award, (ii) to rule on the objections of those jurisdictions that did not join the settlement (the “NPM Adjustment 
Settlement Non-Signatories,” which term as used herein excludes the states of New York and Montana, each of 
which entered into a separate settlement with the PMs relating to the NPM Adjustment), (iii) to determine how the 
2003 NPM Adjustment settlement would be allocated among the NPM Adjustment Settlement Non-Signatories in 
light of the settlement and (iv) to incorporate and direct the MSA Auditor to implement the provisions of the NPM 
Adjustment Settlement Term Sheet, including as they pertain to years beyond 2003.  The Arbitration Panel noted that 
it was neither “approving” the NPM Adjustment Settlement Term Sheet nor assessing the merits of any NPM 
Adjustment dispute, but giving effect to the NPM Adjustment Settlement Signatories’ and signatory PMs’ agreed 
settlement payments as among themselves, by directing the MSA Auditor to implement the settlement provisions at 
issue.   

In the NPM Adjustment Stipulated Partial Settlement and Award, the Arbitration Panel specifically directed 
the MSA Auditor (i) to release approximately $1.76 billion (plus accumulated earnings thereon) from the DPA to the 
NPM Adjustment Settlement Signatories, allocating such released amount among the NPM Adjustment Settlement 
Signatories as they directed in connection with the April 2013 MSA payment and (ii) to apply a credit in the aggregate 
amount of approximately $1.65 billion to the OPMs’ MSA payments, allocating such credit among the OPMs as they 
directed with 50% of the credit applied against the April 2013 MSA payment and 12.5% to be applied against each of 
the April 2014 through 2017 MSA payments.  Such release to NPM Adjustment Settlement Signatories from the DPA 
and such application of credits to PMs’ MSA payments effected the settlement of the 2003 through 2012 NPM 
Adjustment claims. Under the NPM Adjustment Settlement, parallel provisions exist for SPMs, which stipulated a 
credit of approximately $31 million to the SPMs’ April 2013 MSA payments.  The NPM Adjustment Settlement 
provided for the NPM Adjustment Settlement Signatories to allocate the settlement amount for the 2003 NPM 
Adjustment among themselves (through the application of the credits to PMs or the receipt by the NPM Adjustment 
Settlement Signatories of amounts released from the DPA, or both) so as to fully compensate those NPM Adjustment 
Settlement Signatories whose diligent enforcement for 2003 was non-contested.   

While not ruling on years subsequent to the 2003 NPM Adjustment, the Arbitration Panel ruled that the 
reduction of the 2003 NPM Adjustment, in light of the NPM Adjustment Stipulated Partial Settlement and Award (for 
purposes of allocating the 2003 NPM Adjustment to the NPM Adjustment Settlement Non-Signatories), would be on 
a pro rata basis:  the dollar amount of the 2003 NPM Adjustment would be reduced by a percentage equal to the 
aggregate allocable share of the NPM Adjustment Settlement Signatories.  In addition, the Arbitration Panel directed 
the MSA Auditor to treat the NPM Adjustment Settlement Signatories as not being subject to the 2003 NPM 
Adjustment, resulting in a reallocation of the NPM Adjustment Settlement Signatories’ share of the 2003 NPM 
Adjustment among those NPM Adjustment Settlement Non-Signatories that are found not to have diligently enforced 
their Qualifying Statutes during 2003.  This framework would create an incentive for NPM Adjustment Settlement 
Non-Signatories to contest the diligent enforcement of NPM Adjustment Settlement Signatories for years 2004 
onward.  The Arbitration Panel concluded that the NPM Adjustment Settlement Term Sheet and the NPM Adjustment 
Stipulated Partial Settlement and Award do not legally prejudice or adversely affect the NPM Adjustment Settlement 
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Non-Signatories, but that, should an NPM Adjustment Settlement Non-Signatory found by the Arbitration Panel to be 
non-diligent have a good faith belief that the pro rata reduction method did not adequately compensate it for an NPM 
Adjustment Settlement Signatory’s removal from the reallocation pool, its relief, if any, is by appeal to its individual 
MSA state court.  The NPM Adjustment Settlement Non-Signatories that were found to be non-diligent with respect 
to the 2003 NPM Adjustment claims filed motions in their MSA state courts objecting to the pro rata reduction 
method; see “—2003 NPM Adjustment Arbitration Results and Disputes Concerning the NPM Adjustment Settlement 
Term Sheet and Stipulated Partial Settlement and Award” below for a discussion of such motions.  The Arbitration 
Panel further concluded that neither the NPM Adjustment Stipulated Partial Settlement and Award nor the NPM 
Adjustment Settlement Term Sheet constitutes an amendment to the MSA that would require the consent of any NPM 
Adjustment Settlement Non-Signatory.  No assurance can be given, however, that a court would not hold that the 
NPM Adjustment Stipulated Partial Settlement and Award and the NPM Adjustment Settlement constitute 
amendments to the MSA.  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.” 

In addition to settling the 2003 through 2012 NPM Adjustment claims as described above, the NPM 
Adjustment Settlement sets forth the terms by which NPM Adjustments for sales years 2013 onward are to be 
determined.  Under the NPM Adjustment Settlement, sales years 2013-2014 were transition years for which an 
adjustment was applied in payment years 2014-2015 for SET-Paid NPM Sales, as described below, and for which an 
adjustment for Non-SET-Paid NPM Sales, as described below, did not apply.  In October 2017, pursuant to the NPM 
Adjustment Settlement Agreement, the NPM Adjustment Settlement Signatories and signatory PMs agreed similarly 
to settle sales year 2015 as a transition year, and the signatory PMs received an adjustment to the MSA payments in 
April 2018 for SET-Paid NPM Sales as a result of the settlement of 2015 as a transition year (such adjustment being 
25% of the maximum 2015 NPM Adjustment of the NPM Adjustment Settlement Signatories).  In 2018, pursuant to 
the 2016 and 2017 NPM Adjustments Settlement Agreement, claims related to the 2016-2017 NPM Adjustments were 
settled, and the signatory PMs received an adjustment to the MSA payments in April 2019 and April 2020.  In July 
and August 2020, pursuant to the 2018-2022 NPM Adjustments Settlement Agreement, claims related to the 2018-
2022 NPM Adjustments were settled, and the signatory PMs will receive adjustments to the MSA payments in April 
2021 through April 2025 (with respect to the MSA payments payable to the initial 26 jurisdictions that executed the 
NPM Adjustment Settlement Agreement; and April 2022 through April 2026 with respect to the MSA payments 
payable to any additional signatories to the 2018-2022 NPM Adjustments Settlement Agreement, including the State), 
as described below under “—2018 Through 2022 NPM Adjustments Settlement Agreement.”  Furthermore, pursuant 
to the NPM Adjustment Settlement, beginning with the 2022 NPM Adjustment, the OPMs shall not receive any part 
of the NPM Adjustment allocated to any NPM Adjustment Settlement Signatory for any year for which the aggregate 
Market Share of all the PMs, as determined by the MSA Auditor using the 0.0325 roll-your-own conversion factor, is 
equal to or exceeds 97%.   

Beginning in 2013, there is a state-specific adjustment that applies to sales of SET-paid NPM cigarettes 
(“SET-Paid NPM Sales”).  “SET” consists of state cigarette excise tax or other state tax on the distribution or sale 
of cigarettes (other than a state or local sales tax that is applicable to consumer products generally and is not in lieu of 
an excise tax) and, after 2014, any excise or other tax imposed by a state or federally recognized tribe on the 
distribution or sale of cigarettes (other than a tribal sales tax that is applicable to consumer products generally and is 
not in lieu of an excise tax).  For SET-Paid NPM Sales of “Non-Compliant NPM Cigarettes” (defined in the NPM 
Adjustment Settlement, with certain exceptions, as any NPM cigarette on which SET was paid but for which escrow 
is not deposited as required by the Model Statute, either by payment by the NPM or by collection upon a bond, or for 
which escrow was impermissibly released or refunded), the adjustment of PM payments due from signatory PMs is 
three times the per-cigarette escrow deposit rate contained in the Model Statute for the year of the sale, including the 
inflation adjustment in the statute.  There is a proportional adjustment for each signatory SPM in proportion to the 
size of its MSA payment for that year.  An NPM Adjustment Settlement Signatory will not be subject to this revised 
adjustment (thus, creating a safe harbor) if (i) the total number of Non-Compliant NPM Cigarettes sold in such state 
during the sales year in question did not exceed 4% of all NPM cigarettes on which such state’s SET was paid during 
such year, or (ii) the total number of Non-Compliant NPM Cigarettes sold in such state during such sales year did not 
exceed 2 million cigarettes. 

Non-SET-Paid NPM Sales (“Non-SET-Paid NPM Sales”) will be handled as to the NPM Adjustment 
Settlement Signatories per the terms of the MSA, with the following adjustments.  A data clearinghouse (the “Data 
Clearinghouse”) will calculate the total FET-paid NPM volume in the Settling States and nationwide.  “FET” means 
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the federal excise tax.  Beginning in 2016, for Non-SET-Paid NPM Sales, the total NPM Adjustment liability, if any, 
of each NPM Adjustment Settlement Signatory under the original formula for a year would be reduced by a percentage 
(the “SET-Paid NPM Percentage”) equal to the sum of (i) the percentage represented by the fraction of the total 
number of NPM cigarettes on which SET was paid in such year in the Settling States, divided by the total nationwide 
number of NPM cigarettes on which FET was paid in such year, plus (ii) in the case of an NPM Adjustment Settlement 
Signatory that has, as of January 1 of the year at issue, approved the PSS Credit Amendment (even if the PSS Credit 
Amendment has not yet taken effect), the percentage represented by the fraction of (x) the total number of NPM 
cigarettes on which an equity fee was paid in such year in those Previously Settled States that had in effect an equity 
fee law for the entirety of such year (which, by its terms, imposed a per-cigarette payment equal to or greater than 
90% of the escrow amount for sales made that year under the Model Statute on all NPM cigarette sales in such state 
that it has the authority under federal law to tax), divided by (y) the total nationwide number of NPM cigarettes on 
which FET was paid in such year.  Such liability reduction will be effectuated by each NPM Adjustment Settlement 
Signatory that is found non-diligent and allocated a share of the NPM Adjustment amount receiving a reimbursement 
by the signatory PMs.  See “SUMMARY OF THE MASTER SETTLEMENT AGREEMENT — Adjustments to 
Payments — Previously Settled States Reduction — PSS Credit Amendment.”   

The NPM Adjustment Settlement provides that the arbitration regarding NPM Adjustment Settlement 
Signatories’ diligent enforcement for a specified year will not commence until the diligent enforcement arbitration for 
such year begins as to NPM Adjustment Settlement Non-Signatories (with an exception for an accelerated schedule 
as described therein).  In the interim, pending the ultimate outcome of the applicable proceedings with respect to NPM 
Adjustments, the signatory PMs will deposit into the DPA on the next April’s MSA payment date the NPM Adjustment 
Settlement Signatories’ aggregate Allocable Share of the potential maximum NPM Adjustment for such sales year, 
and the PMs and the NPM Adjustment Settlement Signatories will jointly instruct the MSA Auditor to release 
promptly the entire amount deposited to the DPA and distribute it among the PMs and the NPM Adjustment Settlement 
Signatories according to a formula.  Pursuant to such formula, (x) the amount released to the NPM Adjustment 
Settlement Signatories would be (1) the SET-Paid NPM Percentage with respect only to NPM Adjustment Settlement 
Signatories (plus other factors as specified in Section VI.I.1 of the NPM Adjustment Settlement Agreement), plus (2) 
50% of the portion that remains, and (y) the amount released to the PMs would be the other 50% of the portion that 
remains.  The amount released pursuant to clause (x)(1) of the prior sentence is based on an estimate of the 
reimbursement percentage determined by the Data Clearinghouse.  The NPM Adjustment Settlement also provides 
that, except for the DPA deposit (and subsequent release) described above, and except in certain other cases (primarily, 
if the dispute was noticed for arbitration by the PM and the party-selected arbitrator has not been appointed for over 
one year from the date notice was first given despite good faith efforts by the PM), the PMs will not withhold payments 
or pay into the DPA based on a dispute arising out of the NPM Adjustment as set forth in the NPM Adjustment 
Settlement.   

In the NPM Adjustment Settlement, the NPM Adjustment Settlement Signatories agree that diligent 
enforcement will be determined as to them in a single arbitration each year.  The NPM Adjustment Settlement further 
states that the NPM Adjustment Settlement Signatories and the PMs shall cooperate in merging the NPM Adjustment 
arbitration as to the NPM Adjustment Settlement Signatories with the NPM Adjustment arbitration for the year in 
question as to the NPM Adjustment Settlement Non-Signatories.   

The NPM Adjustment Settlement sets forth a framework for determining whether an NPM Adjustment 
Settlement Signatory diligently enforced its Qualifying Statute.  Pursuant to the NPM Adjustment Settlement, the 
diligent enforcement standard applies to all NPM cigarettes on which federal excise tax was paid that the NPM 
Adjustment Settlement Signatory reasonably could have known about and that such state has the authority under 
federal law to tax or to subject to the escrow requirement, including (i) all such sales made via the internet, (ii) all 
such tribal sales or sales on tribal lands, and (iii) all such sales that may otherwise constitute contraband (regardless 
of whether the state’s Qualifying Statute imposes a broader or narrower escrow requirement).  The NPM Adjustment 
Settlement provides that no determination that an NPM Adjustment Settlement Signatory failed to diligently enforce 
a Qualifying Statute may be based on the state’s failure to collect escrow on NPM cigarettes that federal law prohibits 
the state from subjecting to the escrow requirement, regardless of whether the state has authority under federal law to 
tax such cigarettes, provided the state used reasonable efforts (i) to oppose any claims of such prohibition and (ii) to 
appeal any ruling finding that such prohibition exists.  Pursuant to the NPM Adjustment Settlement, the following are 
exempt from the diligent enforcement standard: (i) NPM cigarettes sold on a federal installation in a transaction that 
is exempt from state taxation under federal law, and (ii) NPM cigarettes sold on a Native American tribe’s reservation 
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(which includes Indian Country as defined by federal law) by an entity more than 50% of which is owned, and which 
is operated, by that tribe or member of that tribe to a consumer who is an adult member of that tribe in a transaction 
that is exempt from state taxation under federal law.   

Pursuant to the NPM Adjustment Settlement, factors relevant to the diligent enforcement determination for 
an NPM Adjustment Settlement Signatory include, but are not limited to: (i) whether the number of NPM cigarettes 
on which SET was paid in such state in the year in question was reduced by virtue of a state policy or agreement not 
to require or collect SET of the state where due or not to enforce an SET stamping requirement of the state, or an 
indifference of the state to such SET collection or to enforcement of such SET stamping requirement, unless escrow 
was deposited on such SET-unpaid cigarettes; and (ii) whether the actual number of NPM cigarettes on which SET 
was paid in such state during that year significantly exceeded the number of such cigarettes used in Non-Compliant 
NPM Cigarette calculations pursuant to the NPM Adjustment Settlement.   

No assurance can be given as to the implementation in future years of the NPM Adjustment Settlement by 
the MSA Auditor with regard to the State, as to whether or not the NPM Adjustment Settlement will be revised and 
any consequences thereto, or the effect of such factors on the amount and/or timing of Pledged TSRs available to 
NTSC to pay debt service on the Series 2021 Bonds.  See also “—2003 NPM Adjustment Arbitration Results and 
Disputes Concerning the NPM Adjustment Settlement Term Sheet and Stipulated Partial Settlement and Award” 
below.   

See APPENDIX C-1 — “NPM ADJUSTMENT SETTLEMENT AGREEMENT,” APPENDIX C-2 — 
“ALASKA JOINDER TO NPM ADJUSTMENT SETTLEMENT AGREEMENT” and APPENDIX C-3 — “2018 
THROUGH 2022 NPM ADJUSTMENTS SETTLEMENT AGREEMENT” for a copy of the NPM Adjustment 
Settlement Agreement and related extension settlements.  The Pledged TSRs Projection Methodology and 
Assumptions include an assumption that there will not be an NPM Adjustment.  See “PLEDGED TSRs PROJECTION 
METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS.”  

Alaska Joinder 

In 2018, Alaska joined the NPM Adjustment Settlement Agreement.  Regarding the State’s settlement of the 
2004 NPM Adjustment dispute, the State had been an uncontested state with respect to the 2004 NPM Adjustment 
dispute, and so the State was not subject to an NPM Adjustment for sales year 2004.  Pursuant to the State’s joinder 
to the NPM Adjustment Settlement Agreement (the “State’s Joinder”), the State received in connection with its 2018 
MSA payment a release from the DPA of amounts allocable to the State, and the PMs received or will receive, as 
applicable, credits in connection with their 2019, 2020, 2021 and 2022 MSA payments, all under the terms set forth 
in the NPM Adjustment Settlement.  The State’s Joinder therefore settled the sales years covered by the NPM 
Adjustment Settlement Agreement (through sales year 2015), and, also, contained a settlement of sales years 2016-
2017.  Regarding the settlement of sales years 2015-2017 as transition years, the State’s Joinder specifies that the PMs 
will receive 25% of the joining jurisdictions’ respective allocable shares of the corresponding NPM Adjustments, with 
the joining jurisdictions receiving the balance (75%), and for such sales years, the adjustment under Sections V.B and 
V.C of the NPM Adjustment Settlement Agreement would not be applicable.  The State’s Joinder also contains certain 
terms relating to subsequent sales years.  According to the DOL, in order to clarify and extend, but not modify or 
replace, the terms of the State’s Joinder for the years 2020, 2021, and 2022, the State entered into the 2018-2022 NPM 
Adjustments Settlement Agreement, as described below.  See “APPENDIX C-2 — ALASKA JOINDER TO NPM 
ADJUSTMENT SETTLEMENT AGREEMENT” for a copy of the State’s Joinder. 

2018 Through 2022 NPM Adjustments Settlement Agreement 

Pursuant to the 2018-2022 NPM Adjustments Settlement Agreement (which the State signed), the disputes 
relating to the 2018-2022 NPM Adjustments were settled, and sales years 2018-2022 were added as transition years 
as described in section V of the NPM Adjustment Settlement Agreement.  The states that execute the 2018-2022 NPM 
Adjustments Settlement Agreement (the “2018-2022 Settlement Signatory States”) will not be subject to the NPM 
Adjustment for sales years 2018-2022 (resulting in certain amounts released to the 2018-2022 Settlement Signatory 
States on or before the April 2021 MSA payment date relating to the 2018 NPM Adjustment claims and on or before 
the April 2022 MSA payment date relating to the 2019 NPM Adjustment claims, and resulting in no withholdings by 
the PMs in payment years 2020-2022 with respect to 2018-2022 Settlement Signatory States), and the PMs will receive 
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credits relating to sales years 2018-2022 as described as follows.  In lieu of the 2018 through 2022 NPM Adjustments 
with respect to sales years 2018-2022 applicable to the 2018-2022 Settlement Signatory States, each PM will receive 
a transition year adjustment to its Annual Payment in payment years 2021-2025, respectively, with respect to the initial 
26 jurisdictions that executed the NPM Adjustment Settlement Agreement, and in payment years 2022-2026, 
respectively, with respect to any additional signatories to the 2018-2022 NPM Adjustments Settlement Agreement, 
including the State, allocated solely to and among the respective 2018-2022 Settlement Signatory States as they direct.  
As to each PM, the amount of its transition year adjustment credit for a sales year applied in a given payment year 
shall equal the product of (a) the Potential Maximum NPM Adjustment allocated to that PM (as calculated by the 
MSA Auditor in the Final Notice for such sales year as revised in the year immediately preceding application of the 
credit, but which shall not change regardless of any subsequent revision of the Final Notice by the MSA Auditor), (b) 
the aggregate Allocable Share of the applicable group of 2018-2022 Settlement Signatory States (for example, the 
initial 26 jurisdictions that executed the NPM Adjustment Settlement Agreement), and (c) 25%.  For each of the 2018-
2022 transition years, the adjustment for SET-Paid NPM Sales will continue to apply and the adjustment for Non-
SET-Paid NPM Sales will not apply.  Capitalized terms used in this paragraph and not defined have the meanings 
given in the 2018-2022 NPM Adjustments Settlement Agreement.  See APPENDIX C-3 — “2018 THROUGH 2022 
NPM ADJUSTMENTS SETTLEMENT AGREEMENT” for a copy of the 2018-2022 NPM Adjustments Settlement 
Agreement.  In connection with its execution of the 2018-2022 NPM Adjustments Settlement Agreement, the State 
signed the optional Interdicted Contraband Agreement, Document Production Agreement, Bootleg Agreement, 
Reporting Agreement and Tribal Compacting Agreement contained as exhibits to the 2018-2022 NPM Adjustments 
Settlement Agreement. 

2003 NPM Adjustment Arbitration Results and Disputes Concerning the NPM Adjustment Settlement Term 
Sheet and Stipulated Partial Settlement and Award   

On September 11, 2013, the Arbitration Panel released its decisions in connection with the 2003 NPM 
Adjustment disputes with respect to each of the fifteen contested states that were NPM Adjustment Settlement Non-
Signatories.  The Arbitration Panel determined that nine states diligently enforced their respective Qualifying Statutes 
during 2003, and six states (Indiana, Kentucky, Maryland, Missouri, New Mexico and Pennsylvania, which have an 
aggregate allocable share of approximately 14.68%) did not diligently enforce their respective Qualifying Statutes 
during 2003.  As a result, the nine states that were determined to have diligently enforced their respective Qualifying 
Statutes, as well as the jurisdictions that were either not contested (including the State) or were not subject to the 
arbitration proceedings, were not to be subject to the 2003 NPM Adjustment, and their share of the 2003 NPM 
Adjustment was to be reallocated in accordance with the MSA to the six states found by the Arbitration Panel to have 
not diligently enforced their respective Qualifying Statutes during 2003.   

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

Several states, including all six states that were found to be non-diligent in the 2003 NPM Adjustment claims 
arbitration, disputed the NPM Adjustment Settlement Term Sheet and NPM Adjustment Stipulated Partial Settlement 
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and Award.  As an initial step, on March 13, 2013, the Office of the Attorney General of the State of Illinois sent a 
letter, on behalf of itself and 23 other NPM Adjustment Settlement Non-Signatories (to which letter several additional 
NPM Adjustment Settlement Non-Signatories later joined), to the MSA Auditor, affirming their position that the 
Arbitration Panel lacked jurisdiction and that the NPM Adjustment Stipulated Partial Settlement and Award was 
inconsistent with the terms of the MSA, and informing the MSA Auditor that they objected to and would contest any 
action by the MSA Auditor to release funds from the DPA or to reallocate the 2003 NPM Adjustment under the terms 
of the NPM Adjustment Stipulated Partial Settlement and Award.  Subsequently, motions were filed by various NPM 
Adjustment Settlement Non-Signatories in their respective MSA courts to vacate and/or modify the NPM Adjustment 
Stipulated Partial Settlement and Award.  Two of the states (Colorado and Ohio) had also unsuccessfully sought to 
preliminarily enjoin the implementation of the NPM Adjustment Stipulated Partial Settlement and Award (but the 
MSA Auditor carried out the implementation of the NPM Adjustment Stipulated Partial Settlement and Award over 
the objections of the NPM Adjustment Settlement Non-Signatories, as discussed above).   

The status of the motions filed by the six states that were determined by the Arbitration Panel in the 2003 
NPM Adjustment dispute not to have diligently enforced their Qualifying Statutes in sales year 2003, is as follows.  
Indiana and Kentucky joined the NPM Adjustment Settlement in 2014 and those states stayed any further proceedings 
on their motions.  In Pennsylvania, the state court entered an order that modified the judgment reduction method that 
had been adopted by the Arbitration Panel: the Pennsylvania court ruled that the states that signed the NPM 
Adjustment Settlement and had been contested in the 2003 NPM Adjustment arbitration would be deemed non-diligent 
for purposes of calculating Pennsylvania’s share of the 2003 NPM Adjustment, resulting in a partial reduction of 
Pennsylvania’s share of the 2003 NPM Adjustment allocation. Upon appeal, in April 2015, the intermediate appellate 
court in Pennsylvania upheld the trial court ruling.  The Pennsylvania Supreme Court declined to take the PMs’ appeal 
of that ruling. The defendant PMs filed a petition for writ of certiorari with the U.S. Supreme Court in April 2016, 
which was denied in October 2016.  Similar to Pennsylvania, the state court in Missouri entered an order that modified 
the judgment reduction method that had been adopted by the Arbitration Panel, which order reduced Missouri’s share 
of the NPM Adjustment allocation. Upon appeal, in September 2015, the intermediate appellate court in Missouri 
reversed the trial court ruling. Missouri appealed that ruling to the Missouri Supreme Court, and on February 14, 2017, 
the Supreme Court of Missouri issued a ruling affirming the trial court decision and overturning the intermediate 
appellate court decision. The Missouri Supreme Court’s decision found in part that the Arbitration Panel exceeded its 
authority by deeming the NPM Adjustment Settlement Signatories diligent for purposes of reallocation and applying 
the pro rata judgment reduction.  The Supreme Court of Missouri, in its February 14, 2017 decision, also denied 
Missouri’s motion to order the PMs to arbitrate the question of Missouri’s diligent enforcement in a single-state 
arbitration for 2004.  In addition, Missouri had negotiated a settlement with PMs regarding the NPM Adjustment but 
failed to consummate that settlement because the Missouri legislature did not adopt an Allocable Share Release 
Amendment by the April 15, 2016 deadline that had been a condition to the settlement.  In Maryland, that state’s 
motion challenging the judgment reduction method adopted by the Arbitration Panel was denied by its state court. 
Upon appeal, in October 2015, the intermediate appellate court in Maryland reversed the trial court, the effect of which 
was to reduce Maryland’s share of the NPM Adjustment allocation. The Maryland Supreme Court declined to take 
the PMs’ appeal of that ruling. The PMs filed a petition for writ of certiorari with the U.S. Supreme Court in June 
2016, which was denied in October 2016.  Lastly, the New Mexico court granted that state’s motion challenging the 
judgment reduction method that had been adopted by the Arbitration Panel, thereby reducing that state’s share of the 
NPM Adjustment allocation.  

No assurance can be given that other challenges to the NPM Adjustment Stipulated Partial Settlement and 
Award or NPM Adjustment Settlement will not be commenced in other MSA courts, nor can any prediction be made 
as to the effect on NPM Adjustment Settlement Signatories such as the State. 

NPM Adjustment Settlement Non-Signatories’ Ongoing NPM Adjustment Claims  

All of the NPM Adjustment Settlement Non-Signatories other than Montana and New Mexico (as described 
below) participated in a multi-state arbitration with respect to the 2004 NPM Adjustment.  That arbitration initially 
concluded in July 2019, and, according to Altria in its Form 10-Q filed with the SEC for the three-month period ended 
March 31, 2021, as of April 29, 2021, no decisions have resulted from the arbitration.  The 2004 NPM Adjustment 
arbitration is pending before two separate arbitration panels.  
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New Mexico had appealed a trial court ruling that the state must participate in the multi-state arbitration for 
2004, and on October 9, 2019, the appellate court upheld the trial court’s ruling that New Mexico must participate in 
the multi-state arbitration for 2004, and in November 2019, the New Mexico Supreme Court declined to review that 
decision.  According to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021, 
the arbitration hearing for New Mexico has been scheduled for October 2021.  Montana had obtained a ruling from 
the Montana Supreme Court that the issue of diligent enforcement under the MSA must be heard before that state’s 
MSA court.  According to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 
2021, the PMs agreed not to contest the applicability of the 2004 NPM Adjustment to Montana.  In April 2020, 
according to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021, the State 
of Montana filed a motion in Montana state court against the PMs (including Philip Morris), claiming that Montana’s 
share of the NPM Adjustment amounts should be paid to Montana in advance of the resolution of disputes over the 
applicability of those adjustments (Philip Morris had been placing the disputed NPM Adjustment amounts in the 
DPA), and Montana sought a total of approximately $43 million in disputed payments from all defendants combined, 
as well as treble and punitive damages.  On November 16, 2020, the Attorney General of Montana announced that 
Montana reached a settlement with the PMs pursuant to which Montana will recover $49 million in MSA payments 
that had been withheld by the PMs from 2006 to 2020, plus interest, and pursuant to which the PMs will fully pay 
through 2030 Montana’s Allocable Share of Annual Payments with no withholdings for NPM Adjustment disputes, 
resulting in a total settlement value to Montana of over $100 million.  The PMs also agreed in perpetuity not to 
withhold any portion of the Annual Payments payable to Montana based on allegations that Montana is not enforcing 
its Qualifying Statute.   

According to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021, 
the PMs have reached an agreement with the NPM Adjustment Settlement Non-Signatories (with the exception of 
Missouri) that the next round of NPM Adjustment arbitrations will encompass three years, 2005-2007, and the parties 
have selected an arbitration panel for the 2005-2007 arbitration, although the hearings in this arbitration have not yet 
been scheduled.  According to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 
2021, Missouri is participating in the selection, but has agreed to arbitrate only one year, 2005, before the panel.  No 
assurance can be given as to when proceedings for 2008 and subsequent years will be scheduled or the precise form 
those proceedings will take, according to Altria in its Form 10-Q filed with the SEC for the three-month period ended 
March 31, 2021. Altria stated in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021 
that it has continued to pursue the NPM Adjustments against jurisdictions that have not signed onto settlements.   

Other Settlements 

In October 2015, New York State entered into a settlement agreement with the OPMs and certain SPMs 
pursuant to which the 2004-2014 NPM Adjustment disputes were settled with respect to New York and pursuant to 
which a methodology for the NPM Adjustments for sales years 2015 onward is determined for such state, involving 
an adjustment for NPM cigarettes on which New York SET is paid, and credits to PMs for tribal NPM sales.  The 
PMs have received amounts for sales years 2004-2019, and the PMs expect to receive cash amounts annually, pursuant 
to the settlement agreement, according to Altria in its Form 10-Q filed with the SEC for the three-month period ended 
March 31, 2021.   

The PMs and Montana entered into a settlement in November 2020 with respect to their NPM Adjustment 
disputes, as described above under “--NPM Adjustment Settlement Non-Signatories’ Ongoing NPM Adjustment 
Claims.” 

No prediction can be given as to whether or when any NPM Adjustment Settlement Non-Signatories will 
enter into settlements with respect to their NPM Adjustment disputes, what form those settlements may take, or what 
effect, if any, such settlements will have on NPM Adjustment Settlement Signatories such as the State.   
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STATE LAWS RELATED TO THE MSA 

Alaska Qualifying Statute 

The Alaska Qualifying Statute, Title 45, Chapter 53 of the Alaska Statutes, as amended, became effective on 
June 4, 1999.  The State has adopted the Model Statute, which is by definition a Qualifying Statute under the MSA.  
The State further enacted an Allocable Share Release Amendment to amend its Qualifying Statute by eliminating the 
provision authorizing an NPM to obtain the release of the amount by which its annual escrow deposit exceeds 
0.3414187% of the total payments that the NPM would have made as a PM for that year.  Under the Allocable Share 
Release Amendment, an NPM would have been entitled to the release of its escrow deposit only to the extent that it 
exceeded the total amount that the NPM would have paid as a PM.  A majority of the PMs, including all three OPMs, 
had indicated in writing that in the event a Settling State enacted legislation substantially in the form of the Allocable 
Share Release Amendment, the Settling State’s previously enacted Qualifying Statute would continue to constitute a 
Model Statute and a Qualifying Statute within the meaning of the MSA.  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.”   

Alaska Complementary Legislation 

Pursuant to the State’s Complementary Legislation, every tobacco product manufacturer whose cigarettes 
are sold, whether directly or through a distributor, retailer, or similar intermediary or intermediaries, in the State is 
required to certify annually that it is either (a) a PM and is in full compliance with the terms of the MSA or (b) an 
NPM and is in full compliance with the State's Qualifying Statute. Such certification shall be in a form and in the 
manner prescribed by the “Commissioner” of the Alaska Department of Revenue (“ADR”), no later than April 30 of 
each year.  Such certification shall also include a list of the manufacturer’s brand families.  The manufacturer shall 
update the list thirty calendar days prior to any addition to or modification of the manufacturer’s brand families by 
executing and delivering a supplemental certification to the Commissioner. In addition to any other penalties that may 
be imposed by law, a civil penalty may be imposed on any tobacco product manufacturer in violation of the 
Complementary Legislation.  

Pursuant to the State’s Complementary Legislation, the Commissioner is required to maintain a directory 
listing of all tobacco product manufacturers that have filed current and accurate certifications. No person may sell, 
offer or possess for sale cigarettes of a tobacco product manufacturer not included in the then current directory. Any 
cigarettes that have been sold, offered for sale or possessed in the State in violation of the State's Complementary 
Legislation will be deemed contraband and are subject to seizure and forfeiture.  Seized and forfeited cigarettes shall 
be destroyed and may not be resold. The Commissioner does not include or retain in the directory the name or brand 
families of any NPM that has failed to provide the required certification or whose certification the Commissioner 
determines is not in compliance with the Complementary Legislation, unless the Commissioner determined that the 
violation was satisfactorily cured.  The Commissioner updates the directory as necessary in order to correct mistakes 
and to add or remove a tobacco product manufacturer or brand family to keep the directory in conformity with the 
requirements of the Complementary Legislation.  The State’s current (a) directory of “MSA Compliant Tobacco 
Manufacturers,” (b) “Directory of Cigarettes Approved for Sale and Importation by Brand” and (c) “Directory of 
Cigarettes Approved for Sale and Importation by Manufacturer,” are available at 

rams/reports/index.aspx?60170.   

State Statutory Enforcement Framework 

DOL, ADR and the State’s Department of Health and Social Services, Division of Public Health (“DPH”) 
are jointly responsible for the enforcement of the State’s tobacco laws. State investigators work closely with businesses 
and community organizations to ensure compliance with local, State and federal tobacco control laws. The primary 
goal of DPH’s Tobacco Enforcement program is to decrease youth access to tobacco. Tobacco Enforcement 
investigators ensure compliance and enforce the laws prohibiting the sale and distribution of tobacco products to 
minors.  

DPH also administers its Tobacco Prevention and Control Program.  The program’s mission is to coordinate 
and promote activities that help all Alaskans to live healthy and tobacco-free lives.  The program (a) helps people quit 
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tobacco by supporting free cessation services for all Alaskans, (b) improves tobacco cessation services by working 
with the State’s Tribal Health Organizations and health care providers, (c) educates the public on health harms of 
tobacco use and secondhand smoke, (d) supports community policies that create tobacco-free environments, (e) helps 
youth stay healthy by empowering them to avoid tobacco products and (f) collects and shares information about 
tobacco use in the State and health consequences for Alaskans. 

Alaska Statutory Enforcement Provisions   

The State’s statutory framework for enforcing laws relating to the manufacture, distribution, sale, possession 
and taxation of cigarettes within the State is set forth in related statutes and regulations spanning several State agencies 
and divisions, including AS 18.74 et seq., AS 43.50 et seq., AS 43.70.075, AS 45.50 et seq., and AS 45.53 et seq. and 
implementing regulations.  

Federal Laws  

In addition to State laws, rules and regulations, state enforcement agencies have certain shared enforcement 
powers under various federal laws relating to tobacco control, including the Jenkins Act (regulating and restricting the 
mail order and internet sales of tobacco and other controlled products), the Family Smoking Prevention and Tobacco 
Control Act of 2009 (“FSPTCA”) (amending the FDA’s Food, Drug and Cosmetics Act), the Prevention of All 
Cigarette Trafficking (“PACT”) Act of 2010, the Contraband Cigarette Trafficking Act (“CCTA”) (which renders 
unlawful the shipment, transport, reception, possession, selling, distribution or purchase of 10,000 or more unstamped 
cigarettes) and the Further Consolidated Appropriations Act, 2020 (which prohibits retailers from selling tobacco 
products to persons under twenty-one years of age).  

This federal statutory enforcement framework is administered and enforced by the Tobacco Enforcement 
Unit and by the Department of Taxation, among other agencies and departments.  The Tobacco Enforcement Unit 
notifies the U.S. Department of Justice’s Bureau of Alcohol, Tobacco, Firearms and Explosives (“ATF”) and the U.S. 
Department of the Treasury’s Alcohol and Tobacco Tax and Trade Bureau (“TTB”) when it becomes of aware of 
violations of federal law. 

Tribal Reservation Cigarette Sales 

The sales of cigarettes on tribal reservations are subject to AS 43.50.090, AS 43.50.150, and 15 AAC 
50.100(d). 

ALASKA CONSENT DECREE 

On February 9, 1999, the Consent Decree and Final Judgment (the “Consent Decree”) that governs the class 
action portion of the State’s action against the tobacco companies was entered in the Superior Court for the State of 
Alaska, First Judicial District at Juneau.  The Consent Decree, which is final and non-appealable, settled the class 
action litigation brought by the State against the OPMs and resulted in the achievement of Alaska State-Specific 
Finality under the MSA. 

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 we
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).  The following information does not, nor is it intended to, 
provide a comprehensive description of the domestic tobacco industry, the business, legal and regulatory environment 
of the participants therein, or the financial performance or capability of such participants.  Although NTSC has no 
independent knowledge of any facts indicating that the following information is inaccurate in any material respect, 
NTSC has not independently verified this information and cannot and does not warrant the accuracy or completeness 
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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 TSRs Projection Methodology and Assumptions.  See “PLEDGED TSRs 
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 a press release dated January 28, 2021, Altria reported that its domestic cigarette market share for the full calendar 
year 2020 was 49.2%.  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 three-month period ended March 31, 2021, Altria reported that 
Philip Morris’s domestic cigarette market share for the first 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 88.2% 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 three-month period ended March 31, 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) 43.1% 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 three-month period 
ended March 31, 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 three-month period ended March 31, 2021, Altria disclosed a vision to responsibly lead the transition of adult 
smokers to a non-combustible 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 
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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 March 31, 2021, according 
to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021).  Altria reported in 
its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021 that during the three-month period 
ended March 31, 2021, Altria recorded a non-cash pre-tax unrealized loss of $200 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 three-month period ended March 31, 2021, the 
administrative trial will take place before an FTC administrative law judge, 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; such administrative trial is currently scheduled to begin in 
June 2021.  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 20-
F 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 full-
year 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 third-
largest 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 
names, cigarette product formulas and businesses acquired by Imperial Tobacco from Reynolds Tobacco and Lorillard 



 

94 
 

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 
2019, Vector Group Ltd. reported that the domestic market share of its Liggett subsidiary was 4.0% in 2019, 4.0% in 
2018 and 3.7% in 2017.  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, 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.  

 

(Remainder of Page Intentionally Left Blank) 
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Manufacturers’ Domestic Market Share of Cigarettes1 

 
Calendar Year 

        
Manufacturer 2013 2014 2015 2016 2017 2018 2019 2020 

Philip Morris 50.7% 50.9% 51.3% 51.4% 50.7% 50.1% 49.7% 49.2% 
Reynolds Tobacco2 26.0 26.5 32.0 32.3 34.7 34.5 34.8 34.9 
Imperial Tobacco3 ---- ----  9.5  9.2 8.7 8.7 8.8 8.9 
Lorillard4 14.9 15.1 ---- ---- ---- ---- ---- ---- 
Other5   8.4   7.5  7.2  7.1   5.9 6.7 6.7 7.0 
__________________ 
1 Aggregate market share as reported above is different from that used in the Pledged TSRs 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. 

2 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.   

3 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.”  

4 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.   

5 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.  

 

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 

Sales Year 

Overall No. of 
Cigarettes  

(in billions) (with 
0.0325 oz. RYO 

conversion) 

% 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 

2020 229.730 2.02% 183.085 (0.05)% 
2019 225.186 (4.81) 183.169 (7.08) 
2018 236.555 (4.96) 197.132 (5.94) 
2017 248.904 (4.30) 209.584 (5.09) 
2016 260.078 (4.19) 220.818 (2.39) 
2015 271.452 2.00 226.214 (0.15) 
2014 266.122 (3.73) 226.553 (3.53) 
2013 276.423 (4.85) 234.841 (4.34) 
2012 290.520 (1.90) 245.486 (1.99) 
2011 296.159 (2.75) 250.461 (3.09) 

_______________ 
1 Percentage change calculated after rounding of shipment volume. 



 

96 
 

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) 

Percent Change 
From Prior Year1 

2020 228.565 2.30% 
2019 223.433 (5.05) 
2018 235.321 (4.79) 
2017 247.163 (4.00) 
2016 257.454 (4.03) 
2015 268.261 2.10 
2014 262.737 (4.04) 
2013 273.787 (4.77) 
2012 287.487 (1.80) 
2011 292.769 (2.57) 

_______________ 
1 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.  On January 28, 2021, Altria reported in its full-year earnings press release for calendar year 2020 that, when 
adjusted for trade inventory movements, calendar differences and other factors, estimated total domestic cigarette 
industry volumes for calendar year 2020 were unchanged versus the prior year.   

According to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021, 
total domestic cigarette industry volume declined by 12.0%, driven primarily by trade inventory movements, the 
industry’s rate of decline, one fewer shipping day and other factors, compared to the first quarter of 2020.  According 
to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021, when adjusted for 
trade inventory movements, one fewer shipping day and other factors, it is estimated that total domestic cigarette 
industry volume declined by 2% in the first quarter of 2021, compared to the first quarter of 2020.  According to Altria 
in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021, Altria expects 2021 cigarette 
industry volume trends to be most influenced by (i) adult smoker stay-at-home practices, (ii) unemployment rates, (iii) 
fiscal stimulus, (iv) cross-category movement, (v) the timing and breadth of COVID-19 vaccine administration and 
(vi) adult smoker purchasing behavior of those who receive the vaccine. 

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 three-month period ended March 31, 2021, all of its 
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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 April 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. 

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.  
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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 e-
cigarettes.  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 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 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 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 March 31, 2021, according to Altria in its Form 10-Q filed with the SEC for the three-month period ended 
March 31, 2021).  Altria reported in its Form 10-Q filed with the SEC for the three-month period ended March 31, 
2021 that during the three-month period ended March 31, 2021, Altria recorded a non-cash pre-tax unrealized loss of 
$200 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.  On April 1, 2020, the 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 three-month period 
ended March 31, 2021, the administrative trial will take place before an FTC administrative law judge, 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; such administrative trial is 
currently scheduled to begin in June 2021.  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 
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cigarettes in the U.S. were estimated at over $7 billion.  Altria reported in its Form 10-Q filed with the SEC for the 
three-month period ended March 31, 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 a growing number of adult 
smokers are converting from cigarettes to exclusive use of non-combustible tobacco product alternatives, that up until 
the second half of 2019 the e-vapor category had experienced significant growth in recent years, 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 three-month period ended March 31, 2021 that growth in the e-vapor category (i) has 
been negatively impacted by legislative and regulatory activities, (ii) is increasingly competitive and (iii) is now 
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 as adult tobacco consumers explore a variety of 
tobacco product options and as the regulatory environment for these innovative tobacco products evolves, according 
to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 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 e-
cigarettes 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 
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%).  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 e-
cigarettes.  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 
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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 e-
cigarettes 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.  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 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 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 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 three-month period ended March 31, 2021, 
Massachusetts passed legislation capping the amount of nicotine in vapor products, and similar legislation is pending 
in three other states. 

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 April 1, 2021, 23 U.S. states and territories and 981 
municipalities restrict the use of e-cigarettes in smoke-free venues, and 13 states and territories 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 three-month period ended March 31, 2021, as of April 26, 2021, 17 states and the 
District of Columbia have proposed legislation to ban flavors in one or more tobacco products, including vapor 
products, oral nicotine pouches and cigarettes, and five states, California, Massachusetts, New Jersey, Utah and New 
York, 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, 
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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 non-
combustible products. 

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-not-
burn 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 three-month period ended March 31, 2021, in 
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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 has disclosed that it plans to seek modified risk tobacco product authorization for the IQOS 3 electronic 
device in the future, according to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 
31, 2021.  

On April 9, 2020, BAT sued Philip Morris International 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 three-month period ended March 31, 
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, 
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 patents owned by BAT.  The 
case will subsequently be heard by the full ITC tribunal. 

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 
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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.  Form 10-Q filed with the SEC for the three-month period ended March 31, 2021, oral tobacco products 
(comprising the formerly named smokeless products plus oral nicotine pouches) accounted for approximately 10.7% 
of Altria’s net revenues for the smokeable and oral tobacco products segments for the first quarter of 2021, compared 
to 9.7% for the first quarter of 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 
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 
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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.  

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.   
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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 
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; 
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• 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;  

• 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 photo-
realistic color images depicting some of the lesser-known but serious health risks of cigarette smoking.  Beginning 
April 14, 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 
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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 three-month period ended March 31, 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 
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 
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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, 
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 
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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 
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 three-month period ended March 31, 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.   
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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 
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 three-month period ended March 
31, 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.  
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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 
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 over-
the-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 e-
vapor 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 in-
person 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. 

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 
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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, 
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.  
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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 
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 
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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.   

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 e-
cigarettes 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 2014-
2016.  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 
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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 
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 tax rate on cigarettes, pegging the resulting tax rate to inflation and (ii) set the federal 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 Centers for Disease Control and Prevention, increasing the price 
of tobacco products is one of the most effective methods to prevent or reduce tobacco use.   
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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 three-month period ended March 31, 2021, between the end of 1998 (the year that the MSA was executed) 
and April 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 
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.   

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 three-month period ended March 31, 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 April 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 three-month period ended March 
31, 2021.   

According to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021, 
as of April 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 three-month period ended March 31, 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 
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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 
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 
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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 three-month period ended March 31, 2021, 
Massachusetts passed legislation capping the amount of nicotine in vapor products, and similar legislation is pending 
in three other states. 

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 three-month period ended March 31, 2021, as of April 26, 2021, 17 states and the 
District of Columbia have proposed legislation to ban flavors in one or more tobacco products, including vapor 
products, oral nicotine pouches and cigarettes, and five states, California, Massachusetts, New Jersey, Utah and New 
York, 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 April 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% smoke-
free non-hospitality workplaces or restaurants or bars (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 April 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.  Restrictions in 
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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 April 1, 2021, according to ANRF, there were 1,631 local jurisdictions with local laws that require 
100% smoke-free non-hospitality workplaces or restaurants or bars, of which 1,142 local jurisdictions (including the 
District of Columbia) have local laws that require 100% smoke-free non-hospitality workplaces and restaurants and 
bars.  In addition, according to ANRF, as of June 1, 2021, there were at least 1,076 gambling facilities that are required 
to be 100% smoke-free indoors, and as of April 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 smoke-
free.  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 April 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 554 municipalities have enacted laws for 100% smoke-free 
outdoor dining, while 371 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 April 1, 2021, there are at least 2,537 100% smoke-free university and college campuses, and of these, 2,076 
have a 100% tobacco-free policy and 2,128 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 April 1, 2021, that four national hospitals, clinics, insurers and health service companies, and at least 
4,146 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 April 1, 
2021, six states and 266 municipalities have laws requiring that all hotel and motel rooms be 100% smoke-free.  
Furthermore, ANRF reports as of April 1, 2021 that 65 municipalities prohibit, and an additional 19 municipalities 
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partially restrict, smoking in private units of market-rate multi-unit housing (whether privately-owned or publicly-
owned 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 
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, including Related 
Companies, which manages 40,000 rental units across the country and announced in 2013 a ban on smoking for all 
new tenants. 

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 three-month period ended March 31, 2021, as of April 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 
three-month period ended March 31, 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 three-month period ended March 31, 2021, the following tobacco-related 
cases were pending in the U.S. against Philip Morris and, in some instances, Altria, as of April 26, 2021:  162 
individual smoking and health cases (see “—Individual Smoking and Health Cases” below); 1,471 flight attendant 
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cases (see “—Flight Attendant Cases” below); approximately 1,214 Engle Progeny Cases in state court (involving 
approximately 1,500 state court plaintiffs) and 3 Engle Progeny Cases in federal court (see “—Engle Progeny Cases” 
below); 1 smoking and health class action cases and aggregated claims 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 2,150 e-vapor cases (see “—E-Vapor Cases” 
below).  Altria reported in its Form 10-Q filed with the SEC for the three-month period ended March 31, 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 related costs and fees) totaling approximately 
$841 million and interest totaling approximately $218 million as of March 31, 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. 
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“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. 
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 three-month period ended March 31, 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 three-
month period ended March 31, 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 three-month period ended 
March 31, 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 three-month period ended March 31, 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 April 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 three-month period 
ended March 31, 2021, as of April 26, 2021, 135 state and federal Engle Progeny Cases involving Philip Morris have 
resulted in verdicts since the Florida Supreme Court’s Engle decision: 76 verdicts were returned in favor of plaintiffs 
(five of which were reversed post-trial or on appeal and remain pending; 50 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 three-month period ended March 31, 2021, as of April 26, 2021 
approximately 1,214 state court cases were pending against Philip Morris or Altria asserting individual claims by or 
on behalf of approximately 1,500 state court plaintiffs, and 3 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 three-month 
period ended March 31, 2021.  Various Engle Progeny Cases in addition to the cases described herein are discussed 
in detail in the SEC filings of Altria.  As of April 26, 2021, one Engle Progeny Cases is set for trial through June 30, 
2021, according to Altria’s Form 10-Q filed with the SEC for the three-month period ended March 31, 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 10-
Q filed with the SEC for the three-month period ended March 31, 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 three-month period 
ended March 31, 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 three-month period ended March 31, 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 three-month period ended March 31, 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 April 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 three-month period ended March 31, 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 anti-
racketeering statutes. 

According to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 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 non-
jury, 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 low-
nicotine cigarettes may result in a reduced risk of disease; and from participating in the management or control of 
certain entities or their successors.  The final judgment and remedial order also 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 10-
Q filed with the SEC for the three-month period ended March 31, 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 three-month period ended March 31, 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 three-month period ended March 31, 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 July 2021.   

E-Vapor Cases 

According to Altria in its Form 10-Q filed with the SEC for the three-month period ended March 31, 2021, 
as of April 26, 2021, Altria and/or its subsidiaries, including Philip Morris, were named as defendants in 47 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 three-
month period ended March 31, 2021, the FTC administrative trial is currently scheduled to begin 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 1,980 individual lawsuits, 123 “third party” lawsuits filed by school districts, state and 
local governments, including the states of Alaska, Hawaii and Minnesota, according to Altria in its Form 10-Q filed 
with the SEC for the three-month period ended March 31, 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 three-month period ended March 31, 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 
three-month period ended March 31, 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 three-month period ended March 31, 2021.  No case in which Altria 
or any of its subsidiaries is named has been set for trial, according to Altria in its Form 10-Q filed with the SEC for 
the three-month period ended March 31, 2021.  Juul Labs, Inc. also is named in a significant number of additional 
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individual 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 three-month period ended March 31, 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 e-
cigarettes 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 three-month period ended March 31, 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 



 

130 
 

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 NTSC 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 NTSC.  IHS Global provided the following 
description to NTSC 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 
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consumption model (including real cigarette prices, real per capita disposable personable income, the impact of 
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 42.9 billion cigarettes including a roll-
your-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 2017-
2019.  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 
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these factors are thought to affect smoking in some manner and to be incorporated into current levels of consumption.  
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 11, 2006, IHS Global presented a study to NTSC, in which its base case forecast projected that 
total consumption in 2046 would be 182 billion cigarettes, a 54% decline from the 2003 level.  From 2004 through 
2046 the average annual rate of decline was projected to be 1.81%. The Tobacco Consumption Base Case Forecast 
projects an average decline rate, from 2005, of 3.3% through 2046, with a projected annual consumption level of 94.2 
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.   

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, NTSC will execute a Continuing Disclosure Agreement (the 
“Continuing Disclosure Undertaking”) for the benefit of the Owners and beneficial owners of the Series 2021 
Bonds.  Pursuant to the Continuing Disclosure Undertaking, NTSC 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.”   

In August 2020, Moody’s Investors Service upgraded its ratings on certain of the Series 2006 Bonds; NTSC 
did not file a notice of such rating upgrade on EMMA. 

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 NTSC, the validity or enforceability 
of the Indenture or the Purchase and Sale Agreement, the sale of the NTSC Tobacco Assets to NTSC, the proceedings 
for the authorization, execution, authentication and delivery of the Series 2021 Bonds or the validity of the Series 
2021 Bonds.  For a discussion of other legal matters, including certain pending litigation involving the MSA and the 
PMs, see “RISK FACTORS,” “CERTAIN INFORMATION RELATING TO THE DOMESTIC TOBACCO 
INDUSTRY” and “LEGAL CONSIDERATIONS” herein. 
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On or about October 11, 2000, a complaint was filed in the Superior Court for the State of Alaska, Third 
Judicial District (Myers v. State of Alaska, Alaska Housing Finance Corporation and Northern Tobacco Settlement 
Corporation), seeking a declaratory judgment determining that the sale of the 2000 Tobacco Asset by the State to 
AHFC or to NTSC is a dedication of State funds for a special purpose, in violation of Section 7, Article IX, of the 
Alaska Constitution. On October 24, 2000, Superior Court Judge Hensley ruled that such sale of the 2000 Tobacco 
Asset did not violate the Alaska Constitution. Plaintiff thereafter appealed to the Alaska Supreme Court, and on April 
18, 2003, the Alaska Supreme Court affirmed the decision of the Superior Court. No similar litigation was ever 
commenced to challenge the sale of the 2001 Tobacco Asset. 

TAX MATTERS 

Opinion of Bond Counsel 

In the opinion of Kutak Rock LLP, Bond Counsel to NTSC (“Bond Counsel”), to be delivered on the date 
of issuance of the Series 2021 Bonds, (A) assuming compliance with certain covenants which are designed to meet 
the requirements of the Internal Revenue Code of 1986, as amended (the “Code”), under existing laws, regulations, 
rulings and judicial decisions, (i) interest on the Series 2021 Bonds (including any original issue discount properly 
allocable to the owner of a Series 2021 Bond) is excluded from gross income for federal income tax purposes and 
(ii) interest on the Series 2021 Bonds is not a specific preference item for purposes of the alternative minimum tax 
imposed under the Code; and (B) interest on the Series 2021 Bonds is free from taxation by the State under existing 
law (except that no opinion is expressed as to such exemption from State estate and inheritance taxes and taxes of 
transfers by or in anticipation of death).  A complete copy of the proposed form of opinion of Bond Counsel is set 
forth in Appendix D hereto. 

Compliance 

The Code imposes various restrictions, conditions and requirements relating to the exclusion from gross 
income for federal income tax purposes of interest on obligations such as the Series 2021 Bonds, including compliance 
with restrictions on the yield of investments and periodic rebate payments to the Federal government.  The Tax 
Certificate of NTSC, which will be delivered concurrently with the delivery of the Series 2021 Bonds, will contain 
provisions and procedures relating to compliance with such requirements of the Code.  NTSC also has covenanted in 
the Indenture to do and perform all acts and things permitted by law and necessary or desirable to assure that interest 
paid on the Series 2021 Bonds shall not be included in gross income for federal income tax purposes.  Failure to 
comply with these covenants may result in interest on the Series 2021 Bonds being included in gross income for 
federal income tax purposes from the date of issuance of the Series 2021 Bonds.  The opinion of Bond Counsel 
assumes NTSC is in compliance with these covenants.  Bond Counsel is not aware of any reason why NTSC cannot 
or will not be in compliance with such covenants.  However, Bond Counsel has not undertaken to determine (or to 
inform any person) whether any actions taken (or not taken) or events occurring (or not occurring) after the date of 
issuance of the Series 2021 Bonds may affect the tax status of interest on the Series 2021 Bonds. 

Original Issue Discount 

The Series 2021 Bonds that have an original yield above their respective interest rates, as shown on the inside 
cover of this Offering Circular (collectively, the “Discount Bonds”), are being sold at an original issue discount.  The 
difference between the initial public offering prices of such Discount Bonds and their stated amounts to be paid at 
maturity constitutes original issue discount treated in the same manner for federal income tax purposes as interest, as 
described above. 

The amount of original issue discount that is treated as having accrued with respect to a Discount Bond or is 
otherwise required to be recognized in gross income is added to the cost basis of the owner of the bond in determining, 
for federal income tax purposes, gain or loss upon disposition of such Discount Bond (including its sale or payment 
at maturity).  Amounts received on disposition of such Discount Bond that are attributable to accrued or otherwise 
recognized original issue discount will be treated as tax-exempt interest, rather than as taxable gain, for federal income 
tax purposes. 
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Original issue discount is treated as compounding semiannually, at a rate determined by reference to the yield 
to maturity of each individual Discount Bond, on days that are determined by reference to the maturity date of such 
Discount Bond.  The amount treated as original issue discount on such Discount Bond for a particular semiannual 
accrual period is equal to (a) the product of (i) the yield to maturity for such Discount Bond (determined by 
compounding at the close of each accrual period) and (ii) the amount that would have been the tax basis of such 
Discount Bond at the beginning of the particular accrual period if held by the original purchaser, (b) less the amount 
of any interest payable for such Discount Bond during the accrual period.  The tax basis for purposes of the preceding 
sentence is determined by adding to the initial public offering price on such Discount Bond the sum of the amounts 
that have been treated as original issue discount for such purposes during all prior periods.  If such Discount Bond is 
sold between semiannual compounding dates, original issue discount that would have been accrued for that semiannual 
compounding period for federal income tax purposes is to be apportioned in equal amounts among the days in such 
compounding period.   

Owners of Discount Bonds should consult their tax advisors with respect to the determination and treatment 
of original issue discount accrued as of any date, with respect to when such original issue discount must be recognized 
as an item of gross income and with respect to the state and local tax consequences of owning a Discount Bond.  
Subsequent purchasers of Discount Bonds that purchase such bonds for a price that is higher or lower than the 
“adjusted issue price” of the bonds at the time of purchase should consult their tax advisors as to the effect on the 
accrual of original issue discount. 

Original Issue Premium 

Series 2021 Bonds sold at an initial public offering price that is greater than the stated amount to be paid at 
maturity constitute “Premium Bonds.”  An amount equal to the excess of the issue price of a Premium Bond over its 
stated redemption price at maturity constitutes premium on such Premium Bond.  An initial purchaser of a Premium 
Bond must amortize any premium over such Premium Bond’s term using constant yield principles, based on the 
purchaser’s yield to maturity (or, in the case of Premium Bonds callable prior to their maturity, by amortizing the 
premium to the call date, based on the purchaser’s yield to the call date and giving effect to any call premium).  As 
premium is amortized, the purchaser’s basis in such Premium Bond is reduced by a corresponding amount resulting 
in an increase in the gain (or decrease in the loss) to be recognized for federal income tax purposes upon a sale or 
disposition of such Premium Bond prior to its maturity.  Even though the purchaser’s basis may be reduced, no federal 
income tax deduction is allowed.  Purchasers of Premium Bonds should consult with their tax advisors with respect 
to the determination and treatment of amortizable premium for federal income tax purposes and with respect to the 
state and local tax consequences of owning a Premium Bond.   

Recognition of Income Generally 

Section 451 of the Code was amended by Pub. L. No. 115-97, enacted December 22, 2017 (sometimes 
referred to as the Tax Cuts and Jobs Act), to provide that taxpayers using an accrual method of accounting for federal 
income tax purposes generally will be required to include certain amounts in income, including original issue discount 
and market discount, no later than the time such amounts are reflected on certain financial statements of such taxpayer.  
The application of this rule may require the accrual of income earlier than would have been the case prior to the 
amendment of Section 451 of the Code.  However, proposed regulations generally would exclude, among other items, 
original issue discount (whether or not de minimis) from applicability of the book/tax conformity rule.  Investors 
should consult their own tax advisors regarding the application of this rule and its impact on the timing of the 
recognition of income related to the Series 2021 Bonds under the Code. 

Backup Withholding 

As a result of the enactment of the Tax Increase Prevention and Reconciliation Act of 2005, interest on tax-
exempt obligations such as the Series 2021 Bonds is subject to information reporting in a manner similar to that with 
respect to interest paid on taxable obligations.  Backup withholding may be imposed on payments to any bondholder 
who fails to provide certain required information including an accurate taxpayer identification number to any person 
required to collect such information pursuant to Section 6049 of the Code.  This reporting requirement does not in and 
of itself affect or alter the excludability of interest on the Series 2021 Bonds from gross income for federal income tax 
purposes or any other Federal tax consequence of purchasing, holding or selling tax-exempt obligations. 
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Certain Additional Federal Tax Consequences 

The foregoing is a brief discussion of certain Federal and State income tax matters with respect to the Series 
2021 Bonds under existing statutes.  It does not purport to deal with all aspects of Federal or State taxation that may 
be relevant to a particular owner of Series 2021 Bonds.  Prospective investors, particularly those who may be subject 
to special rules, are advised to consult their own tax advisors regarding the Federal, state and local tax consequences 
of owning and disposing of the Series 2021 Bonds. 

Although Bond Counsel will render an opinion that interest on the Series 2021 Bonds will be excluded from 
gross income for federal income tax purposes, the accrual or receipt of interest on the Series 2021 Bonds may otherwise 
affect the federal income tax liability of the recipient.  The extent of these other tax consequences will depend upon 
the recipient’s particular tax status or other items of income or deduction.  Bond Counsel expresses no opinion 
regarding any such consequences.  Purchasers of the Series 2021 Bonds, particularly purchasers that are corporations 
(including S corporations and foreign corporations operating branches in the United States), property or casualty 
insurance companies, banks, thrifts or other financial institutions or recipients of Social Security or Railroad 
Retirement benefits, taxpayers otherwise entitled to claim the earned income credit, taxpayers entitled to claim the 
refundable credit in Section 36B of the Code for coverage under a qualified health plan and taxpayers who may be 
deemed to have incurred (or continued) indebtedness to purchase or carry tax-exempt obligations, are advised to 
consult their tax advisors as to the tax consequences of purchasing, holding or selling the Series 2021 Bonds. 

Changes in Federal and State Tax Law 

From time to time, there are legislative proposals in the Congress and in the states that, if enacted, could alter 
or amend the federal and state tax matters referred to under this heading “Tax Matters” or adversely affect the market 
value of the Series 2021 Bonds.  It cannot be predicted whether or in what form any such proposal might be enacted 
or whether if enacted it would apply to bonds issued prior to enactment.  In addition, regulatory actions are from time 
to time announced or proposed and litigation is threatened or commenced which, if implemented or concluded in a 
particular manner, could adversely affect the market value of the Series 2021 Bonds.  It cannot be predicted whether 
any such regulatory action will be implemented, how any particular litigation or judicial action will be resolved, or 
whether the Series 2021 Bonds or the market value thereof would be impacted thereby.  Purchasers of the Series 2021 
Bonds should consult their tax advisors regarding any pending or proposed legislation, regulatory initiatives or 
litigation.  The opinion expressed by Bond Counsel are based on existing legislation and regulations as interpreted by 
relevant judicial and regulatory authorities as of the date of issuance and delivery of the Series 2021 Bonds, and Bond 
Counsel has expressed no opinion as of any date subsequent thereto or with respect to any pending legislation, 
regulatory initiatives or litigation. 

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 Bonds maturing June 1, 2022 through June 1, 2031; a rating of “A- (sf)” to the Series 2021A Bonds maturing 
June 1, 2032 through June 1, 2041; a rating of “BBB+ (sf)” to the Series 2021A Bonds maturing June 1, 2050; a rating 
of “BBB+ (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.   
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The ratings address S&P’s assessment of the ability of NTSC to pay (i) interest on the Series 2021A Bonds 
and Series 2021B-1 Bonds, when due, and (ii) principal of the Series 2021A Bonds and Series 2021B-1 Bonds by 
their Maturity Dates and, with respect to the Series 2021A Bonds that are Term Bonds, Fixed 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 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 refunding and defeasance of the Series 2006 
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. 

UNDERWRITING 

Jefferies LLC, as representative of the Underwriters set forth on the cover page hereof, has agreed, subject 
to certain conditions, to purchase all, but not less than all, of the Series 2021 Bonds from NTSC at an underwriters’ 
discount of $1,848,685.14.  The Underwriters will be obligated to purchase all of the Series 2021 Bonds if any are 
purchased.  The initial public offering prices of the Series 2021 Bonds may be changed from time to time by the 
Underwriters.  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 NTSC 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 NTSC.  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 NTSC.   

Citigroup Global Markets Inc. is an affiliate of Citibank, N.A., which is acting as MSA Escrow Agent under 
the MSA. 
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The following two paragraphs have been provided by Wells Fargo Bank, National Association: 

Wells Fargo Securities is the trade name for certain securities-related capital markets and investment banking 
services of Wells Fargo & Company and its subsidiaries, including Wells Fargo Securities, LLC, member NYSE, 
FINRA, NFA, and SIPC. 

Wells Fargo Securities, LLC (“WFSLLC”), one of the underwriters of the Series 2021 Bonds, has entered 
into an agreement (the “WFA Distribution Agreement”) with its affiliate, Wells Fargo Clearing Services, LLC (which 
uses the trade name “Wells Fargo Advisors”) (“WFA”) for the distribution of certain municipal securities offerings, 
including the Series 2021 Bonds. Pursuant to the WFA Distribution Agreement, WFSLLC will share a portion of its 
underwriting or remarketing agent compensation, as applicable, with respect to the Series 2021 Bonds with WFA. 
WFS has also entered into an agreement (the “WFBNA Distribution Agreement”) with its affiliate, Wells Fargo Bank, 
N.A., acting through its Municipal Finance Group (“WFBNA”), for the distribution of municipal securities offerings, 
including the Series 2021 Bonds. Pursuant to the WFBNA Distribution Agreement, WFBNA pays a portion of 
WFSLLC’s expenses based on its municipal securities transactions. WFBNA, WFSLLC, and WFA are each wholly-
owned subsidiaries of Wells Fargo & Company. 

LEGAL MATTERS 

The validity of the Series 2021 Bonds and certain other legal matters are subject to the approving opinion of 
Kutak Rock LLP, as Bond Counsel to NTSC.  A complete copy of the proposed form of opinion of Bond Counsel is 
contained in APPENDIX D hereto.  Certain legal matters will be passed upon for the State by the Attorney General 
of the State of Alaska.  Certain legal matters will be passed upon for the Underwriters by their counsel, Hawkins 
Delafield & Wood LLP.   

OTHER PARTIES 

IHS Global 

IHS Global has been retained on behalf of NTSC 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 

Masterson Advisors LLC is employed as “Municipal Advisor” to NTSC 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.  Masterson Advisors LLC, 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. 

The Municipal Advisor to NTSC has provided the following sentence for inclusion in this Offering Circular. 

The Municipal Advisor has reviewed the information in this Offering Circular in accordance with, and as 
part of, its responsibilities to NTSC 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. 

NORTHERN TOBACCO SECURITIZATION 
CORPORATION 

 By:      /s/  Bryan D. Butcher   
  Bryan D. Butcher, 
  Vice President 
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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 which include a ban on 
menthol cigarettes. Alternative 1 indicates that total consumption in 2066 will be 42.6 
billion cigarettes (or 42.9 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. 
 

   
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. 
                                                           
1 Source: “Tobacco Timeline,” Gene Borio (1998). 
2 Bureau of Alcohol, Tobacco, Firearms, and Explosives reports as categories such as transfer to export warehouses, 
use of the U.S., and personal consumption/experimental. 
3 Source: “Tobacco Situation and Outlook”, U.S. Department of Agriculture-Economic Research Service, September 
1999 (USDA-ERS). 
4 Source: USDA-ERS. April 2005.   
5 Source: U.S. Tobacco and Tax Bureau, MSAI. 
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Notwithstanding this steep decline, consumption rapidly increased after 1932, exceeding previous 
levels by 1934. Following the release of the Surgeon General's Report in 1964, cigarette 
consumption continued to increase at an average annual rate of 1.2% between 1965 and 1981. 
Between 1981 and 1990, however, U.S. cigarette consumption declined at an average annual rate 
of 2.2%. From 1990 to 1998, the average annual rate of decline in cigarette consumption was 1.5%; 
but 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 
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of 5.0%, to 225.1 billion. This followed declines of 4.5% in 2017 and 4.8% in 2018.  This 
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 roll-
your-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 

Consumption 
(Billions of 

Cigarettes with 
roll-your-own 
equivalents) 

Percentage 
Change 

2020 228.8 2.0% 229.7 2.0% 
2019 224.2 -5.0% 225.2 -5.0% 
2018 235.5 -4.9% 236.6 -5.0% 
2017 247.6 -4.2% 248.9 -4.3% 
2016 258.5 -4.1% 260.0 -4.2% 
2015 269.6 1.9% 271.5 2.0% 
2014 264.5 -3.7% 266.1 -3.7% 
2013 274.6 -4.8% 276.4 -4.9% 
2012 288.3 -1.8% 290.5 -1.9% 
2011 293.5 -2.6% 296.2 -2.8% 
2010 301.3 -5.5% 304.5 -6.4% 
2009 318.9 -8.0% 325.2 -9.1% 
2008 346.7 -4.3% 357.7 -3.8% 
2007 362.5 -5.2% 371.8 -5.0% 
2006 382.6 0.2% 391.3 0.3% 
2005 381.7 -4.1% 390.3 -3.5% 
2004 397.8 0.1% 404.4 0.1% 
2003 397.6 -3.5% 404.1 -3.3% 
2002 412.1 -2.9% 417.9 -2.7% 
2001 424.6 -1.5% 429.4 -1.5% 
2000 431.2 -1.5% 435.9 -1.3% 
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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%, from 81.3% in 2019 and from 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 its manufacturing and sale. 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 Physicians advocated a menthol ban in an open 
                                                           
7 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 
10Benjamin J. Apelberg et al. N Engl J Med 2018; 373:1340-1349March 15: 0.1056/NEJMsa1714617. 
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letter to the FDA, and in November 2013, twenty-five 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. 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. 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 
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 
                                                           
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).  All et al. 
Evaluating the Impact of Menthol Cigarette Bans on Cessation and Smoking Behavior in Canada. Tobacco 
Control.2020.  
12 Federal Trade Commission, “Cigarette Report for 2019”, 2021.  
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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. 
 
 
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.  
 

                                                           
13 David T. Levy, et al. “Modeling the Future Effects of a Menthol Ban on Smoking Prevalence and Smoking-
Attributable Deaths in the United States”, American Journal of Public Health 101, no. 7 (July 1, 2011): pp. 1236-
1240. 
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., 

. 
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 StudyNicotine & Tobacco Research, 

17 Cadham, C.J., Sanchez-Romero, L.M., Fleischer, N.L. et al. Ibid. 
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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 
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%. 
                                                           
18Dietheim 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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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 1991 
(%) 

2017 
(%) 

2018 
(%) 

2019 
(%) 

‘91-’19 Change 
(%) 

8th 14.3 1.9 2.2 2.3 -83.9% 
10th 20.8 5.0 4.2 3.4 -83.7% 
12th 28.3 9.7 7.6 5.7 -79.9% 

 
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.  
 

                                                           
19 Source: CDC. Morbidity and Mortality Weekly Report.  “Quitting Smoking Among Adults – United States, 2000-
2015”. 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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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 
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. 
                                                           
21 fault/files/files/ntz123.pdf 
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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 
 
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. 

                                                           
22 Source: Gruber, Jonathon and Zinman, Jonathon.  “Youth Smoking in the U.S.:Evidence and Implications”.  
Working Paper No. W7780. National Bureau of Economic Research. 2000. 
23 Source: Tauras, John A. and Chaloupka, Frank, J.  “Determinants of Smoking Cessation: An Analysis of Young 
Adult Men and Women”. Working Paper No. W7262. National Bureau of Economic Research. 1999.  
24 Michael Grossman. "Individual Behaviors and Substance Use: The Role of Price". Working Paper No. W10948. 
National Bureau of Economic Research. December 2004. 
25 Czart et al. “The impact of prices and control policies on cigarette smoking among college students”. Contemporary 
Economic Policy. Western Economic Association. Copyright April 2001. 
26 Tauras et al. “Effects of Price and Access Laws on Teenage Smoking Initiation: A National Longitudinal Analysis”. 
University of Chicago Press. Copyright 2001. 
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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   
 
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 
                                                           
27 Powell et al. “Peer Effects, Tobacco Control Policies, and Youth Smoking Behavior”. Impacteen. February 2003. 
28 Source: CDC. Morbidity and Mortality Weekly Report.  “Quitting Smoking Among Adults – United States, 2000-
2015”. January 2017. 
29 Hu et al. “Cigarette consumption and sales of nicotine replacement products”. TC Online. Tobacco Control. Summer 
2000. http:\\tc.bmjjournals.com. 
30 Roddy, Elin. “Bupropion and Other Non-nicotine Pharmacotherapies”. British Medical Journal. 28 February 2004. 
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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 
other smoking cessation aids. In October 2018, Scripps announced that they have created NicA2-
J1, 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 

A-16



 

17 

 

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 
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 self-
reported 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 

                                                           
31 MacLean, Pesko, Hill, National Bureau of Economic Research. Working Paper No. 3450. May 2017. 
32 Jonathan W. Koma, et al. Medicaid Coverage Expansions and Cigarette Smoking Cessation Among Low-income 
Adults Medical Care. Oct 2017. 
33 Wang TW, Neff LJ, Park-Lee E, Ren C, Cullen KA, King BA. E-cigarette Use Among Middle and High School 
Students—United States, 2020. MMWR Morb Mortal Wkly Rep 2020;69:1310–1312. 

34 Karen A. Cullen, PhD, Center for Tobacco Products, US Food and Drug Administration, November 5, 2019, 
doi:10.1001/jama.2019.18387 
35 ibid 
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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, e-
cigarettes 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 
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 

                                                           
36 Peter Hajek , “A randomized trial of E-Cigarettes versus Nicotine-Replacement Therapy” N Engl J Med 2019; 
380:629-637 
37 Christopher Russell et al. Factors associated with past 30-day abstinence from cigarette smoking in a non-
probabilistic sample of 15,456 adult established current smokers in the United States who used JUUL vapor products 
for three months. Harm Reduction Journal 2019 16:22 
38 Maciej Goniewicz, Comparison of Nicotine and Toxicant Exposure in Users of Electronic Cigarettes and 
Combustible Cigarettes. . JAMA Netw Open. 2018;1(8):e185937 
39 McKeganey, Miller, and Haseen, The Value of Providing Smokers with Free E-Cigarettes: Smoking Reduction and 
Cessation Associated with the Three-Month Provision to Smokers of a Refillable Tank-Style E-Cigarette. Int. J. 
Environ. Res. Public Health 2018 
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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 e-
cigarette 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 
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) 

                                                           
40 Zhu SH,et al, “E-cigarette use and associated changes in population smoking cessation: evidence from U.S. current 
population surveys”, BMJ 2017;358:j3262,  
41 Kozlowski, L. T., & Warner, K. E. (2017). “Adolescents and e-cigarettes: Objects of concern may appear larger 
than they are”. Drug and Alcohol Dependence, 174, 209-214. 
42 Zhu, hu-Hong et al. “E-cigarette use and associated changes in population smoking cessation: evidence from US 
current population surveys.” BMJ 2017;358:j3262 
43 Berry et al. “Deciphering the Correlation Between Youth e-Cigarette and Tobacco Use”. JAMA Netw 
Open. 2019;2(2):e187794. doi:10.1001/jamanetworkopen.2018.779 
44 Berry et al. “Association of electronic cigarette use with subsequent initiation of tobacco cigarettes in U.S. youths.” 
JAMA Netw Open. 2019;2(2): e187794. doi:10.1001/jamanetworkopen.2018.7794. 
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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 e-
cigarettes 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 e-
cigarette 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 cartridge-
based e-cigarettes (other than tobacco or menthol) within 30 days risk FDA enforcement actions. 
 
 
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.  
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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, IQOS s 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. 
 
 
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 
                                                           
45 Source: Evans, William N.; Farrelly, Matthew C.; and Montgomery, Edward.  “Do Workplace Smoking Bans 
Reduce Smoking?”.  Working Paper No. W5567, National Bureau of Economic Research, 1996. 
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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, 
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.   
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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 tax rate on cigarettes, peg the rate to inflation, and impose equivalent 
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.  
 
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 
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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 
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. 
 
                                                           
46 Ippolito, et al.; Fuji. 
47 Wasserman, et al.; Townsend et al. 
48 Except for those such as Wasserman, et al. that studied the price elasticity for different age groups. 
49 Source: Surgeon General’s 1994 Report, “Preventing Tobacco Use Among Young People.” 
50 Source: Gruber, Jonathon and Zinman, Jonathon.  “Youth Smoking in the U.S.:Evidence and Implications”. 
Working Paper No. W7780, National Bureau of Economic Research, 2000.. 
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We have compiled U.S. data from the CDC that measures the incidence of smoking in the 12-17 
age group as the percentage of the population in this category that first become daily smokers. This 
percentage, after falling since the early 1970s, began to increase in 1990 and increased through the 
decade. We assume that this recent trend peaked in the late 1990s, and youth smoking has resumed 
its 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 
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 
                                                           
51 Hammond, Fong, McDonald, Brown, and Cameron. “Graphic Canadian Warning Labels and Adverse Outcomes: 
Evidence from Canadian Smokers”. American Journal of Public Health. August 2004. 
52 Huang J, Chaloupka FJ, Fong GT. Cigarette graphic warning labels and smoking prevalence in Canada: a critical 
examination and reformulation of the FDA regulatory impact analysis. Tobacco Control 2013.  
53 Song, Dutra, Nielands, Glantz. Association of Smoke-Free Laws with Lower Percentages of New and Current 
Smokers Among Adolescents and Young Adults. Journal of American Medical Association, 2015:169. 
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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 
warning labels. In October 2018, the FDA said in court documents that the earliest it can produce 
the new labels is 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 April 14, 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 
                                                           
54 On March 2, the US District Court for the Eastern District of Texas granted a 90 day extension from January.  
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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  
 
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   
                                                           
55 Source: American Nonsmokers’ Rights Foundation. . July 2018. 
56 Bauer, Hyland, Li, Steger, and Cummings. “A Longitudinal Assessment of the Impact of Smoke-Free Worksite 
Policies on Tobacco Use”. American Journal of Public Health. June 2005 
57 Tauras, John A. “Smoke-Free Air Laws, Cigarette Prices, and Adult Cigarette Demand”. Economic Inquiry, April 
2006.  
58 Song, Dutra, Neilands, and Glantz. “Association of Smoke-Free Laws with Lower Percentages of New and Current 
Smokers Among Adolescents and Young Adults”. JAMA Pediatrics. September 2015. 
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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. 
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.   
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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 no-
smoking 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 smoke-
free environments are the most economical and efficient approaches to providing protection to 
non-smokers. We expect that the report will strengthen arguments in favor of further smoking 
restrictions across the country. Further ammunition for activists for smoke-free environments was 
provided by the California Environmental Protection Agency Air Resources Board, which in 2006 
declared environmental tobacco smoke to be a toxic air contaminant.  
 
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 
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 
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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 
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 non-
smokers, 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 
                                                           
59 Cristine D Delnevo, PhD, MPH, Mary Hrywna, PhD, MPH, Erin J Miller Lo, MPH, Olivia A Wackowski, PhD, 
MPH, Examining market trends in smokeless tobacco sales in the United States: 2011-2019, Nicotine & Tobacco 

60 Foulds, Ramstrom, Burke, and Fagerstrom. “Effect of Smokeless Tobacco (Snus) on Smoking and Public Health in 
Sweden”. Tobacco Control. Vol. 12, 2003. 
61 Rodu and Phillips, “Switching to Smokeless Tobacco as a Smoking Cessation Method: Evidence form the 2000 
National Health Interview Survey”. Harm Reduction Journal. 23 May 2008. 
62 Tomar, Alpert, and Connolly, “Patterns of Dual Use of Cigarettes and Smokeless Tobacco among US Males: 
Findings from National Surveys”. Tobacco Control. 11 December 2009.   
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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) the real price of cigarettes  
2) the level of real disposable income per capita 
3) the impact of restrictions on smoking in public places 
4) the trend over time in individual behavior and preferences 

 
We used the tools of standard multivariate regression analysis to determine the nature of the 
economic relationship between these variables and adult per capita cigarette consumption in the 
U.S. Then, using that relationship, along with IHS Global’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. 
 
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. 

A-31



 

32 

 

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 
state hikes in excise taxes brought prices to a weighted average63 across US states of $7.22 per 
pack in March 2021.  In April 2021, the BLS reported that cigarettes prices had increased by 7.6% 
over the past year. 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. 
 
  

                                                           
63 Tobacco Free Kids, “STATE CIGARETTE EXCISE TAX RATES & RANKINGS”, March 15, 2021. 
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Forecast of Cigarette Consumption – Base Case 
 
The graph below illustrates total actual and projected cigarette consumption in the U.S.  
 

 
 
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 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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In the first quarter of 2021, Altria reported that, after adjusting for inventory movements, and one 
fewer shipping day, industry volumes decreased by approximately 2%. 
 
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 ban. However, as described 
further below, we have developed an alternative forecast which simulates the imposition of a 
national menthol ban effective in middle of 2024. Under that alternative cigarette consumption 
falls by an additional 9.7% in 2025, the first full year under the ban.  
 
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%. This decline falls within the band of estimates cited for the US in 
the review by Cadham et al67. In our simulation we project that this occurs sometime during 2024 

                                                           
64 Op cit. 
65 Cadham, C.J., Sanchez-Romero, L.M., Fleischer, N.L. et al. The actual and anticipated effects of a menthol cigarette 

66 Ibid. 
67 Ibid 
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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 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. 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%.  
 
 

 
 
 
 
  

                                                           
68 Ibid. 
69 Ibid. 
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Base Case Forecast: U.S. Consumption of Cigarettes 
 
 
 

 Total Consumption Decline Rate Consumption 
including Roll-Your-

Own 

Decline Rate 
 

 (billions) (%) (billions) (%) 

2011 293.5 -2.6% 296.2 -2.8% 
2012 288.3 -1.8% 290.5 -1.9% 
2013 274.6 -4.8% 276.4 -4.9% 
2014 264.5 -3.7% 266.1 -3.7% 
2015 269.6 1.9% 271.5 2.0% 
2016 258.9 -4.0% 260.4 -4.1% 
2017 247.5 -4.4% 248.8 -4.5% 
2018 235.9 -4.7% 236.9 -4.8% 
2019 224.2 -5.0% 225.1 -5.0% 
2020 228.8  2.0% 229.7  2.0% 

            FORECAST 
2021 218.7 -4.4% 219.7 -4.4% 
2022 210.3 -3.8% 211.2 -3.8% 
2023 200.7 -4.6% 201.5 -4.6% 
2024 193.1 -3.8% 193.9 -3.8% 
2025 186.2 -3.6% 186.9 -3.6% 
2026 179.9 -3.4% 180.7 -3.4% 
2027 174.2 -3.2% 174.9 -3.2% 
2028 168.9 -3.1% 169.6 -3.1% 
2029 163.7 -3.0% 164.4 -3.0% 
2030 158.7 -3.0% 159.4 -3.0% 
2031 153.8 -3.1% 154.5 -3.1% 
2032 149.1 -3.1% 149.7 -3.1% 
2033 144.5 -3.1% 145.1 -3.1% 
2034 140.0 -3.1% 140.6 -3.1% 
2035 135.6 -3.1% 136.2 -3.2% 
2036 131.3 -3.2% 131.9 -3.2% 
2037 127.1 -3.2% 127.7 -3.2% 
2038 123.1 -3.2% 123.6 -3.2% 
2039 119.1 -3.2% 119.6 -3.2% 
2040 115.2 -3.2% 115.7 -3.2% 
2041 111.4 -3.2% 111.8 -3.2% 
2042 107.8 -3.3% 108.2 -3.3% 
2043 104.3 -3.3% 104.7 -3.3% 
2044 100.8 -3.3% 101.2 -3.3% 
2045 97.5 -3.3% 97.9 -3.3% 
2046 94.2 -3.3% 94.6 -3.3% 
2047 91.1 -3.3% 91.5 -3.3% 
2048 88.0 -3.3% 88.4 -3.3% 
2049 85.1 -3.4% 85.4 -3.4% 
2050 82.2 -3.4% 82.6 -3.4% 
2051 79.4 -3.4% 79.8 -3.4% 
2052 76.8 -3.4% 77.1 -3.4% 
2053 74.2 -3.4% 74.5 -3.4% 
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2054 71.7 -3.4% 72.0 -3.4% 
2055 69.2 -3.4% 69.5 -3.4% 
2056 66.9 -3.4% 67.2 -3.4% 
2057 64.6 -3.4% 64.9 -3.4% 
2058 62.4 -3.4% 62.7 -3.4% 
2059 60.3 -3.4% 60.6 -3.4% 
2060 58.2 -3.4% 58.5 -3.4% 
2061 56.3 -3.4% 56.5 -3.4% 
2062 54.3 -3.4% 54.6 -3.4% 
2063 52.5 -3.4% 52.7 -3.4% 
2064 50.7 -3.4% 50.9 -3.4% 
2065 48.9 -3.4% 49.1 -3.4% 
2066 47.3 -3.4% 47.5 -3.4% 
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Menthol Ban Alternative 1 : U.S. Consumption of Cigarettes 

 
 
 

 Total Consumption Decline Rate Consumption 
including Roll-Your-

Own 

Decline Rate 
 

 (billions) (%) (billions) (%) 

2011 293.5 -2.6% 296.2 -2.8% 
2012 288.3 -1.8% 290.5 -1.9% 
2013 274.6 -4.8% 276.4 -4.9% 
2014 264.5 -3.7% 266.1 -3.7% 
2015 269.6 1.9% 271.5 2.0% 
2016 258.9 -4.0% 260.4 -4.1% 
2017 247.5 -4.4% 248.8 -4.5% 
2018 235.9 -4.7% 236.9 -4.8% 
2019 224.2 -5.0% 225.1 -5.0% 
2020 228.8  2.0% 229.7  2.0% 

  FORECAST   
2021 218.7 -4.4% 219.7 -4.4% 
2022 210.3 -3.8% 211.2 -3.8% 
2023 200.7 -4.6% 201.5 -4.6% 
2024 183.3 -8.7% 184.4 -8.7% 
2025 167.9 -8.4% 169.1 -8.4% 
2026 162.3 -3.4% 163.4 -3.4% 
2027 157.1 -3.2% 158.2 -3.2% 
2028 152.3 -3.1% 153.4 -3.1% 
2029 147.6 -3.0% 148.7 -3.0% 
2030 143.1 -3.0% 144.2 -3.0% 
2031 138.7 -3.1% 139.7 -3.1% 
2032 134.5 -3.1% 135.4 -3.1% 
2033 130.4 -3.1% 131.3 -3.1% 
2034 126.3 -3.1% 127.2 -3.1% 
2035 122.3 -3.1% 123.2 -3.2% 
2036 118.4 -3.2% 119.3 -3.2% 
2037 114.6 -3.2% 115.5 -3.2% 
2038 111.0 -3.2% 111.8 -3.2% 
2039 107.4 -3.2% 108.2 -3.2% 
2040 103.9 -3.2% 104.6 -3.2% 
2041 100.5 -3.2% 101.2 -3.2% 
2042 97.2 -3.3% 97.9 -3.3% 
2043 94.0 -3.3% 94.7 -3.3% 
2044 90.9 -3.3% 91.6 -3.3% 
2045 87.9 -3.3% 88.5 -3.3% 
2046 85.0 -3.3% 85.6 -3.3% 
2047 82.1 -3.3% 82.7 -3.3% 
2048 79.4 -3.3% 80.0 -3.3% 
2049 76.7 -3.4% 77.3 -3.4% 
2050 74.1 -3.4% 74.7 -3.4% 
2051 71.6 -3.4% 72.2 -3.4% 
2052 69.2 -3.4% 69.7 -3.4% 
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Menthol Ban Alternative 2 : U.S. Consumption of Cigarettes 
 
 
 

2053 66.9 -3.4% 67.4 -3.4% 
2054 64.6 -3.4% 65.1 -3.4% 
2055 62.4 -3.4% 62.9 -3.4% 
2056 60.3 -3.4% 60.8 -3.4% 
2057 58.3 -3.4% 58.7 -3.4% 
2058 56.3 -3.4% 56.7 -3.4% 
2059 54.4 -3.4% 54.8 -3.4% 
2060 52.5 -3.4% 52.9 -3.4% 
2061 50.7 -3.4% 51.1 -3.4% 
2062 49.0 -3.4% 49.4 -3.4% 
2063 47.3 -3.4% 47.7 -3.4% 
2064 45.7 -3.4% 46.0 -3.4% 
2065 44.1 -3.4% 44.5 -3.4% 
2066 42.6 -3.4% 42.9 -3.4% 

 Total Consumption Decline Rate Consumption 
including Roll-Your-

Own 

Decline Rate 
 

 (billions) (%) (billions) (%) 

2011 293.5 -2.6% 296.2 -2.8% 
2012 288.3 -1.8% 290.5 -1.9% 
2013 274.6 -4.8% 276.4 -4.9% 
2014 264.5 -3.7% 266.1 -3.7% 
2015 269.6 1.9% 271.5 2.0% 
2016 258.9 -4.0% 260.4 -4.1% 
2017 247.5 -4.4% 248.8 -4.5% 
2018 235.9 -4.7% 236.9 -4.8% 
2019 224.2 -5.0% 225.1 -5.0% 
2020 228.8  2.0% 229.7  2.0% 

  FORECAST   
2021 218.7 -4.4% 219.7 -4.4% 
2022 210.3 -3.8% 211.2 -3.8% 
2023 200.7 -4.6% 201.5 -4.6% 
2024 178.2 -11.2% 178.9 -11.2% 
2025 158.7 -11.0% 159.3 -11.0% 
2026 153.3 -3.4% 154.0 -3.4% 
2027 148.4 -3.2% 149.1 -3.2% 
2028 143.9 -3.1% 144.5 -3.1% 
2029 139.5 -3.0% 140.1 -3.0% 
2030 135.3 -3.0% 135.8 -3.0% 
2031 131.1 -3.1% 131.6 -3.1% 
2032 127.1 -3.1% 127.6 -3.1% 
2033 123.2 -3.1% 123.7 -3.1% 
2034 119.3 -3.1% 119.8 -3.1% 
2035 115.6 -3.1% 116.0 -3.2% 
2036 111.9 -3.2% 112.4 -3.2% 
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2037 108.3 -3.2% 108.8 -3.2% 
2038 104.9 -3.2% 105.3 -3.2% 
2039 101.5 -3.2% 101.9 -3.2% 
2040 98.2 -3.2% 98.6 -3.2% 
2041 94.9 -3.2% 95.3 -3.2% 
2042 91.9 -3.3% 92.2 -3.3% 
2043 88.9 -3.3% 89.2 -3.3% 
2044 85.9 -3.3% 86.3 -3.3% 
2045 83.1 -3.3% 83.4 -3.3% 
2046 80.3 -3.3% 80.6 -3.3% 
2047 77.6 -3.3% 77.9 -3.3% 
2048 75.0 -3.3% 75.3 -3.3% 
2049 72.5 -3.4% 72.8 -3.4% 
2050 70.1 -3.4% 70.4 -3.4% 
2051 67.7 -3.4% 68.0 -3.4% 
2052 65.4 -3.4% 65.7 -3.4% 
2053 63.2 -3.4% 63.5 -3.4% 
2054 61.1 -3.4% 61.3 -3.4% 
2055 59.0 -3.4% 59.3 -3.4% 
2056 57.0 -3.4% 57.2 -3.4% 
2057 55.1 -3.4% 55.3 -3.4% 
2058 53.2 -3.4% 53.4 -3.4% 
2059 51.4 -3.4% 51.6 -3.4% 
2060 49.6 -3.4% 49.8 -3.4% 
2061 47.9 -3.4% 48.1 -3.4% 
2062 46.3 -3.4% 46.5 -3.4% 
2063 44.7 -3.4% 44.9 -3.4% 
2064 43.2 -3.4% 43.4 -3.4% 
2065 41.7 -3.4% 41.9 -3.4% 
2066 40.3 -3.4% 40.4 -3.4% 
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Comparison with Prior Forecast 
 
On August 11, 2006, IHS Global presented a similar study for the Northern Tobacco Securitization 
Corporation in which we projected that total consumption in 2046 would be 182 billion cigarettes, 
a 54% decline from the 2003 level.  From 2004 through 2046 the average annual rate of decline 
was projected to be 1.81%. The current base case forecast projects an average decline rate of 3.3% 
from 2005 through 2046, to an annual consumption level of 94.2 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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MASTER SETTLEMENT AGREEMENT

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

I.  RECITALS
WHEREAS, more than 40 States have commenced litigation asserting various claims for monetary, equitable and

injunctive relief against certain tobacco product manufacturers and others as defendants, and the States that have not filed suit
can potentially assert similar claims;

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

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

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

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

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

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

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

II.  DEFINITIONS
(a)  “Account” has the meaning given in the Escrow Agreement.

(b)  “Adult” means any person or persons who are not Underage.

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

(d)  “Affiliate” means a person who directly or indirectly owns or controls, is owned or controlled by, or is under
common ownership or control with, another person.  Solely for purposes of this definition, the terms “owns,” “is owned” and
“ownership” mean ownership of an equity interest, or the equivalent thereof, of 10 percent or more, and the term “person”
means an individual, partnership, committee, association, corporation or any other organization or group of persons.

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

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

(g)  “Allocated Payment” means a particular Settling State’s Allocable Share of the sum of all of the payments to
be made by the Original Participating Manufacturers in the year in question pursuant to subsections IX(c)(1) and IX(c)(2), as
such payments have been adjusted, reduced and allocated pursuant to clause “First” through the first sentence of clause
“Fifth” of subsection IX(j), but before application of the other offsets and adjustments described in clauses “Sixth” through
“Thirteenth” of subsection IX(j).

(h)  “Bankruptcy” means, with respect to any entity, the commencement of a case or other proceeding (whether
voluntary or involuntary) seeking any of (1) liquidation, reorganization, rehabilitation, receivership, conservatorship, or other
relief with respect to such entity or its debts under any bankruptcy, insolvency or similar law now or hereafter in effect;
(2) the appointment of a trustee, receiver, liquidator, custodian or similar official of such entity or any substantial part of its
business or property; (3) the consent of such entity to any of the relief described in (1) above or to the 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 federal bankruptcy laws as now or hereafter in effect.  Provided,
however, that an involuntary case or proceeding otherwise within the foregoing definition shall not be a “Bankruptcy” if it is
or was dismissed within 60 days of its commencement.

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

(j)  “Brand Name Sponsorship” means an athletic, musical, artistic, or other social or cultural event as to which
payment is made (or other consideration is provided) in exchange for use of a Brand Name or Names (1) as part of the name
of the event or (2) to identify, advertise, or promote such event or an entrant, participant or team in such event in any other
way.  Sponsorship of a single national or multi-state series or tour (for example, NASCAR (including any number of
NASCAR races)), or of one or more events within a single national or multi-state series or tour, or of an entrant, participant,
or team taking part in events sanctioned by a single approving organization (e.g., NASCAR or CART), constitutes one Brand
Name Sponsorship.  Sponsorship of an entrant, participant, or team by a Participating Manufacturer using a Brand Name or
Names in an event that is part of a series or tour that is sponsored by such Participating Manufacturer or that is part of a series
or tour in which any one or more events are sponsored by such Participating Manufacturer does not constitute a separate
Brand Name Sponsorship.  Sponsorship of an entrant, participant, or team by a Participating Manufacturer using a Brand
Name or Names in any event (or series of events) not sponsored by such Participating Manufacturer constitutes a Brand
Name Sponsorship.  The term “Brand Name Sponsorship” shall not include an event in an Adult-Only Facility.

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

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

(1)  the use of comically exaggerated features;

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

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

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

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

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

3

(o)  “Consent Decree” means a state-specific consent decree as described in subsection XIII(b)(1)(B) of this
Agreement.

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

(q)  “Escrow” has the meaning given in the Escrow Agreement.

(r)  “Escrow Agent” means the escrow agent under the Escrow Agreement.

(s)  “Escrow Agreement” means an escrow agreement substantially in the form of Exhibit B.

(t)  “Federal Tobacco Legislation Offset” means the offset described in section X.

(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 Finality in a sufficient number of Settling States”
means that State-Specific Finality has occurred in both:

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

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

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

(v)  “Foundation” means the foundation described in section VI.

(w)  “Independent Auditor” means the firm described in subsection XI(b).

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

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

(z)  “Market Share” means a Tobacco Product Manufacturer’s respective share (expressed as a percentage) of the
total number of individual Cigarettes sold in the fifty United States, the District of Columbia and Puerto Rico during the
applicable calendar year, as measured by excise taxes collected by the federal government and, in the case of sales in Puerto
Rico, arbitrios de cigarillos collected by the Puerto Rico taxing authority.  For purposes of the definition and determination of
“Market Share” with respect to calculations under subsection IX(i), 0.09 ounces of “roll your own” tobacco shall constitute
one individual Cigarette; for purposes of the definition and determination of “Market Share” with respect to all other
calculations, 0.0325 ounces of “roll your own” tobacco shall constitute one individual Cigarette.

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

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

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

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

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

(ff)  “NPM Adjustment” means the adjustment specified in subsection IX(d).

(gg)  “NPM Adjustment Percentage” means the percentage determined pursuant to subsection IX(d).

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

(ii)  “Outdoor Advertising” means (1) billboards, (2) signs and placards in arenas, stadiums, shopping malls and
Video Game Arcades (whether any of the foregoing are open air or enclosed) (but not including any such sign or placard
located in an Adult-Only Facility), and (3) any other advertisements placed (A) outdoors, or (B) on the inside surface of a
window facing outward.  Provided, however, that the term “Outdoor Advertising” does not mean (1) an advertisement on the
outside of a Tobacco Product manufacturing facility; (2) an individual advertisement that does not occupy an area larger than
14 square feet (and that neither is placed in such proximity to any other such advertisement so as to create a single “mosaic”-
type advertisement larger than 14 square feet, nor functions solely as a segment of a larger advertising unit or series), and that
is placed (A) on the outside of any retail establishment that sells Tobacco Products (other than solely through a vending
machine), (B) outside (but on the property of) any such establishment, or (C) on the inside surface of a window facing
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outward in any such establishment; (3) an advertisement inside a retail establishment that sells Tobacco Products (other
than solely through a vending machine) that is not placed on the inside surface of a window facing outward; or (4) an
outdoor advertisement at the site of an event to be held at an Adult-Only Facility that is placed at such site during the
period the facility or enclosed area constitutes an Adult-Only Facility, but in no event more than 14 days before the event,
and that does not advertise any Tobacco Product (other than by using a Brand Name to identify the event).

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

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

(ll)  “Prime Rate” shall mean the prime rate as 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 Independent Auditor.

(mm)  “Relative Market Share” means an Original Participating Manufacturer’s respective share (expressed as a
percentage) of the total number of individual Cigarettes shipped in or to the fifty United States, the District of Columbia and
Puerto Rico by all the Original Participating Manufacturers during the calendar year immediately preceding the year in which
the 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 Associates, Inc. (or a successor entity acceptable
to both the Original Participating Manufacturers and a majority of those Attorneys General who are both the Attorney
General of a Settling State and a member of the NAAG executive committee at the time in question).  A Cigarette shipped by
more than one Participating Manufacturer shall be deemed to have been shipped solely by the first Participating Manufacturer
to do so.  For purposes of the definition and determination of “Relative Market Share,” 0.09 ounces of “roll your own”
tobacco shall constitute one individual Cigarette.

(nn)  “Released Claims” means:

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

(2)  for future conduct, acts or omissions, only those monetary Claims directly or indirectly based on,
arising out of or in any way related to, in whole or in part, the use of or exposure to Tobacco Products manufactured in the
ordinary course of business, including without limitation any future Claims for reimbursement of health care costs allegedly
associated with the use of or exposure to Tobacco Products.

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

(qq)  “Settling State” means any State that signs this Agreement on or before the MSA Execution Date.  Provided,
however, that the term “Settling State” shall not include (1) the States of Mississippi, Florida, Texas and Minnesota; and
(2) any State as to which this Agreement has been terminated.

(rr)  “State” means any state of the United States, the District of Columbia, the Commonwealth of Puerto Rico,
Guam, the Virgin Islands, American Samoa, and the Northern Marianas.

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

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

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

(3)  the time for appeal or to seek review of or permission to appeal (“Appeal”) from the approval and entry
as described in subsection (1) 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 Appeal has been dismissed, or the approval and entry described in (1) hereof
and the order described in subsection (2) hereof have been affirmed in all material respects by the court of last resort to which
such Appeal has been taken and such dismissal or affirmance has become no longer subject to further Appeal (including,
without limitation, review by the United States Supreme Court).

(tt)  “Subsequent Participating Manufacturer” means a Tobacco Product Manufacturer (other than an Original
Participating Manufacturer) that:  (1) is a Participating Manufacturer, and (2) is a signatory to this Agreement, regardless of
when such Tobacco Product Manufacturer became a signatory to this Agreement.  “Subsequent Participating Manufacturer”
shall also include the successors of a Subsequent Participating Manufacturer.  Except as expressly provided in this
Agreement, once an entity becomes a Subsequent Participating Manufacturer such entity shall permanently retain the status
of Subsequent Participating Manufacturer, unless it agrees to assume the obligations of an Original Participating
Manufacturer as provided in subsection XVIII(c).

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

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

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

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

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

(vv)  “Tobacco Products” means Cigarettes and smokeless tobacco products.

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

(xx)  “Transit Advertisements” means advertising on or within private or public vehicles and all advertisements
placed at, on or within any bus stop, taxi stand, transportation waiting area, train station, airport or any similar location.
Notwithstanding the foregoing, the term “Transit Advertisements” does not include (1) any advertisement placed in, on or
outside the premises of any retail establishment that sells Tobacco Products (other than solely through a vending machine)
(except if such individual advertisement (A) occupies an area larger than 14 square feet; (B) is placed in such proximity to
any other such advertisement so as to create a single “mosaic”-type advertisement larger than 14 square feet; or (C) functions
solely as a segment of a larger advertising unit or series); or (2) advertising at the site of an event to be held at an Adult-Only
Facility that is placed at such site during the period the facility or enclosed area constitutes an Adult-Only Facility, but in no
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event more than 14 days before the event, and that does not advertise any Tobacco Product (other than by using a Brand
Name to identify the event).

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

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

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

(bbb)  “Youth” means any person or persons under 18 years of age.

III. PERMANENT RELIEF
(a)  Prohibition on Youth Targeting.  No Participating Manufacturer may take any action, directly or indirectly, to

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

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

(c)  Limitation of Tobacco Brand Name Sponsorships.

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

(A)  concerts; or

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

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

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

(2)  Limited Sponsorships.

(A)  No Participating Manufacturer may engage in more than one Brand Name Sponsorship in the
States in any twelve-month period (such period measured from the date of the initial sponsored event).

(B)  Provided, however, that

(i)  nothing contained in subsection (2)(A) above shall require a Participating
Manufacturer to breach or terminate any sponsorship contract in existence as of August 1, 1998 (until the earlier of (x) the
current term of any existing contract, without regard to any renewal or option that may be exercised by such Participating
Manufacturer or (y) three years after the MSA Execution Date); and

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

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

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

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

(C)  nothing contained in the provisions of subsection III(e) of this Agreement shall apply to
actions taken by any Participating Manufacturer in connection with a Brand Name Sponsorship permitted pursuant to the
provisions of subsections (2)(A) and (2)(B)(i); the Brand Name Sponsorship permitted by subsection (2)(B)(ii) shall be
subject to the restrictions of subsection III(e) except that such restrictions shall not prohibit use of the Brand Name to identify
the Brand Name Sponsorship;

(D)  nothing contained in the provisions of subsections III(f) and III(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 (2)(B)(i) by the person to which the relevant Participating Manufacturer has provided
payment in exchange for the use of the relevant Brand Name in the Brand Name Sponsorship or a third-party that does not
receive payment from the relevant Participating Manufacturer (or any Affiliate of such Participating Manufacturer) in
connection with the marketing, distribution, offer, sale or license of such apparel or other merchandise; or (ii) used at the site
of a Brand Name Sponsorship permitted pursuant to subsection (2)(A) or (2)(B)(i) (during such event) that are not distributed
(by sale or otherwise) to any member of the general public; and

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

(4)  Corporate Name Sponsorships.  Nothing in this subsection (c) shall prevent a Participating
Manufacturer from sponsoring or causing to be sponsored any athletic, musical, artistic, or other social or cultural event, or
any entrant, participant or team in such event (or series of events) in the name of the corporation which manufactures
Tobacco Products, provided that the corporate name does not include any Brand Name of domestic Tobacco Products.

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

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

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

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

(2)  Prohibition on New Outdoor Advertising and Transit Advertisements.  No Participating Manufacturer
may, after the MSA Execution Date, place or cause to be placed any new Outdoor Advertising advertising Tobacco Products
or new Transit Advertisements advertising Tobacco Products within any Settling State.

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

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

(5)  Designation of Contact Person.  Each Participating Manufacturer that has Outdoor Advertising or
Transit Advertisements advertising Tobacco Products within a Settling State shall, within 10 days after the MSA Execution
Date, provide the Attorney General of such Settling State with the name of a contact person to whom the Settling State may
direct inquiries during the time such Outdoor Advertising and Transit Advertisements are being eliminated, and from whom
the Settling State may obtain periodic reports as to the progress of their elimination.

(6)  Adult-Only Facilities.  To the extent that any advertisement advertising Tobacco Products located
within an Adult-Only Facility constitutes Outdoor Advertising or a Transit Advertisement, this subsection (d) shall not apply
to such advertisement, provided such advertisement is not visible to persons outside such Adult-Only Facility.

(e)  Prohibition on Payments Related to Tobacco Products and Media.  No Participating Manufacturer may,
beginning 30 days after the MSA Execution Date, make, or cause to be made, any payment or other consideration to any
other person or entity to use, display, make reference to or use as a prop any Tobacco Product, Tobacco Product package,
advertisement for a Tobacco Product, or any other item bearing a Brand Name in any motion picture, television show,
theatrical production or other live performance, live or recorded performance of music, commercial film or video, or video
game (“Media”); provided, however, that the foregoing prohibition shall not apply to (1) Media where the audience or
viewers are within an Adult-Only Facility (provided such Media are not visible to persons outside such Adult-Only Facility);
(2) Media not intended for distribution or display to the public; or (3) instructional Media concerning non-conventional
cigarettes viewed only by or provided only to smokers who are Adults.

(f)  Ban on Tobacco Brand Name Merchandise.   Beginning July 1, 1999, no Participating Manufacturer may, within
any Settling State, market, distribute, offer, sell, license or cause to be marketed, distributed, offered, sold or licensed
(including, without limitation, by catalogue or direct mail), any apparel or other merchandise (other than Tobacco Products,
items the sole function of which is to advertise Tobacco Products, or written or electronic publications) which bears a Brand
Name.  Provided, however, that nothing in this subsection shall (1) require any Participating Manufacturer to breach or
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terminate any licensing agreement or other contract in existence as of June 20, 1997 (this exception shall not apply beyond
the current term of any existing contract, without regard to any renewal or option term that may be exercised by such
Participating Manufacturer); (2) prohibit the distribution to any Participating Manufacturer’s employee who is not
Underage of any item described above that is intended for the personal use of such an employee; (3) require any Participating
Manufacturer to retrieve, collect or otherwise recover any item that prior to the MSA Execution Date was marketed,
distributed, offered, sold, licensed, or caused to be marketed, distributed, offered, sold or licensed by such Participating
Manufacturer; (4) apply to coupons or other items used by Adults solely in connection with the purchase of Tobacco
Products; or (5) apply to apparel or other merchandise used within an Adult-Only Facility that is not distributed (by sale or
otherwise) to any member of the general public.

(g)  Ban on Youth Access to Free Samples.  After the MSA Execution Date, no Participating Manufacturer may,
within any Settling State, distribute or cause to be distributed any free samples of Tobacco Products except in an Adult-Only
Facility.  For purposes of this Agreement, a “free sample” does not include a Tobacco Product that is provided to an Adult in
connection with (1) the purchase, exchange or redemption for proof of purchase of any Tobacco Products (including, but not
limited to, a free offer in connection with the purchase of Tobacco Products, such as a “two-for-one” offer), or (2) the
conducting of consumer testing or evaluation of Tobacco Products with persons who certify that they are Adults.

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

(i)  Limitation on Third-Party Use of Brand Names.  After the MSA Execution Date, no Participating Manufacturer
may license or otherwise expressly authorize any third party to use or advertise within any Settling State any Brand Name in
a manner prohibited by this Agreement if done by such Participating Manufacturer itself.  Each Participating Manufacturer
shall, within 10 days after the MSA Execution Date, designate a person (and provide written notice to NAAG of such
designation) to whom the Attorney General of any Settling State may provide written notice of any such third-party activity
that would be prohibited by this Agreement if done by such Participating Manufacturer itself.  Following such written notice,
the Participating Manufacturer will promptly take commercially reasonable steps against any such non-de minimis third-party
activity.  Provided, however, that nothing in this subsection shall require any Participating Manufacturer to (1) breach or
terminate any licensing agreement or other contract in existence as of July 1, 1998 (this exception shall not apply beyond the
current term of any existing contract, without regard to any renewal or option term that may be exercised by such
Participating Manufacturer); or (2) retrieve, collect or otherwise recover any item that prior to the MSA Execution Date was
marketed, distributed, offered, sold, licensed or caused to be marketed, distributed, offered, sold or licensed by such
Participating Manufacturer.

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

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

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

  promulgate or reaffirm corporate principles that express and explain its commitment to comply with the
provisions of this Agreement and the reduction of use of Tobacco Products by Youth, and clearly and regularly communicate
to its employees and customers its commitment to assist in the reduction of Youth use of Tobacco Products;
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  designate an executive level manager (and provide written notice to NAAG of such designation) to
identify methods to reduce Youth access to, and the incidence of Youth consumption of, Tobacco Products; and

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

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

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

(2)  Each Participating Manufacturer shall require all of its officers and employees engaged in lobbying
activities in such Settling State after State-Specific Finality, contract lobbyists engaged in lobbying activities in such Settling
State after State-Specific Finality, and any other third parties who engage in lobbying activities in such Settling State after
State-Specific Finality on behalf of such Participating Manufacturer (“lobbyist” and “lobbying activities” having the meaning
such terms have under the law of the Settling State in question) to certify in writing to the Participating Manufacturer that
they:

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

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

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

(3)  No Participating Manufacturer may support or cause to be supported (including through any third party
or Affiliate) in Congress or any other forum legislation or rules that would preempt, override, abrogate or diminish such
Settling State’s rights or recoveries under this Agreement.  Except as specifically provided in this Agreement, nothing herein
shall be deemed to restrain any Settling State or Participating Manufacturer from advocating terms of any national settlement
or taking any other positions on issues relating to tobacco.

(n)  Restriction on Advocacy Concerning Settlement Proceeds.  After the MSA Execution Date, no Participating
Manufacturer may support or cause to be supported (including through any third party or Affiliate) the diversion of any
proceeds of this settlement to any program or use that is neither tobacco-related nor health-related in connection with the
approval of this Agreement or in any subsequent legislative appropriation of settlement proceeds.

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

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

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

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

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

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

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

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

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

(2)  Any tobacco-related trade association that is formed or controlled by one or more of the Participating
Manufacturers after the MSA Execution Date shall adopt by-laws governing the association’s procedures and the activities of
its members, board, employees, agents and other representatives with respect to the tobacco-related trade association.  Such
by-laws shall include, among other things, provisions that:

(A)  each officer of the association shall be appointed by the board of the association, shall be an
employee of such association, and during such officer’s term shall not be a director of or employed by any member of the
association or by an Affiliate of any member of the association;

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

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

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

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

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

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

(q)  Prohibition on Agreements to Suppress Research.  No Participating Manufacturer may enter into any contract,
combination or conspiracy with any other Tobacco Product Manufacturer that has the purpose or effect of:  (1) limiting
competition in the production or distribution of information about health hazards or other consequences of the use of their
products; (2) limiting or suppressing research into smoking and health; or (3) limiting or suppressing research into the
marketing or development of new products.  Provided, however, that nothing in this subsection shall be deemed to (1) require
any Participating Manufacturer to produce, distribute or otherwise disclose any information that is subject to any privilege or
protection; (2) preclude any Participating Manufacturer from entering into any joint defense or joint legal interest agreement
or arrangement (whether or not in writing), or from asserting any privilege pursuant thereto; or (3) impose any affirmative
obligation on any Participating Manufacturer to conduct any research.

(r)  Prohibition on Material Misrepresentations.  No Participating Manufacturer may make any material
misrepresentation of fact regarding the health consequences of using any Tobacco Product, including any tobacco additives,
filters, paper or other ingredients.  Nothing in this subsection shall limit the exercise of any First Amendment right or the
assertion of any defense or position in any judicial, legislative or regulatory forum.
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IV.  PUBLIC ACCESS TO DOCUMENTS
(a)  After the MSA Execution Date, the Original Participating Manufacturers and the Tobacco-Related

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

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

(c)  The Original Participating Manufacturers will maintain at their expense their Internet document websites

Manufacturers will maintain the documents that currently appear on their respective websites and will add additional
documents to their websites as provided in this section IV.

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

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

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

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

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

(f)  Nothing in this section IV shall require any Original Participating Manufacturer or Tobacco-Related
Organization to place on its website or otherwise disclose documents that:  (1) it continues to claim to be privileged, a trade
secret, confidential or proprietary business information, or that contain other information not appropriate for public disclosure
because of personal privacy interests or contractual rights of third parties; or (2) continue to be subject to any protective
order, sealing order or other order or ruling that prevents or limits a litigant from disclosing such documents.

(g)  Oversized or multimedia records will not be required to be placed on the Website, but each Original
Participating Manufacturers and Tobacco-Related Organizations will make any such records available to the public by
placing copies of them in the document depository established in The State of Minnesota, et al. v. Philip Morris Incorporated,
et al., C1-94-8565 (County of Ramsey, District Court, 2d Judicial Cir.).
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(h)  Each Original Participating Manufacturer will establish an index and other features to improve
searchable access to the document images on its website, as set forth in Exhibit I.

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

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

V. TOBACCO CONTROL AND UNDERAGE USE LAWS
Each Participating Manufacturer agrees that following State-Specific Finality in a Settling State it will not initiate, or

cause to be initiated, a facial challenge against the enforceability or constitutionality of such Settling State’s (or such Settling
State’s political subdivisions’) statutes, ordinances and administrative rules relating to tobacco control enacted prior to
June 1, 1998 (other than a statute, ordinance or rule challenged in any lawsuit listed in Exhibit M).

VI. ESTABLISHMENT OF A NATIONAL FOUNDATION
(a)  Foundation Purposes.  The Settling States believe that a comprehensive, coordinated program of public

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

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

(c)  National Public Education Fund Payments.

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

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

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

(4)  In addition to the payments made pursuant to this subsection (c), the National Public Education Fund
will be funded (A) in accordance with subsection IX(e), and (B) through monies contributed by other entities directly to the
Foundation and designated for the National Public Education Fund (“National Public Education Fund Contributions”).

(5)  The payments made by the Original Participating Manufacturers pursuant to this subsection (c) and/or
subsection IX(e) and monies received from all National Public Education Fund Contributions will be deposited and invested
in accordance with the laws of the state of incorporation of the Foundation.
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(d)  Creation and Organization of the Foundation.  NAAG, through its executive committee, will provide for the
creation of the Foundation.  The Foundation shall be organized exclusively for charitable, scientific, and educational
purposes within the meaning of Internal Revenue Code section 501(c)(3).  The organizational documents of the
Foundation shall specifically incorporate the provisions of this Agreement relating to the Foundation, and will provide for
payment of the Foundation’s administrative expenses from the funds paid pursuant to subsection VI(b) or VI(c).  The
Foundation shall be governed by a board of directors.  The board of directors shall be comprised of eleven directors.  NAAG,
the National Governors’ Association (“NGA”), and the National Conference of State Legislatures (“NCSL”) shall each select
from its membership two directors.  These six directors shall select the five additional directors.  One of these five additional
directors shall have expertise in public health issues.  Four of these five additional directors shall have expertise in medical,
child psychology, or public health disciplines.  The board of directors shall be nationally geographically diverse.

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

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

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

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

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

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

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

(6)  developing other innovative Youth smoking and substance abuse prevention programs;

(7)  providing targeted training and information for parents;

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

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

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

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

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

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

(2)  either seeks the grant to implement a model program developed by the Foundation or provides the
Foundation with a specific plan for such applicant’s intended use of the grant monies, including demonstrating such
applicant’s ability to develop an effective advertising/education campaign and to assess the effectiveness of such
advertising/education campaign;

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

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

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

VII. ENFORCEMENT
(a)  Jurisdiction.  Each Participating Manufacturer and each Settling State acknowledge that the Court:  (1) has

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

(b)  Enforcement of Consent Decree.  Except as expressly provided in the Consent Decree, any Settling State or
Released Party may apply to the Court to enforce the terms of the Consent Decree (or for a declaration construing any such
term) with respect to alleged violations within such Settling State.  A Settling State may not seek to enforce the Consent
Decree of another Settling State; provided, however, that nothing contained herein shall affect the ability of any Settling State
to (1) coordinate state enforcement actions or proceedings, or (2) file or join any amicus brief.  In the event that the Court
determines that any Participating Manufacturer or Settling State has violated the Consent Decree within such Settling State,
the party that initiated the proceedings may request any and all relief available within such Settling State pursuant to the
Consent Decree.

(c)  Enforcement of this Agreement.

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

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

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

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

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

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

(e)  Applicability.  This Agreement and the Consent Decree apply only to the Participating Manufacturers in their
corporate capacity acting through their respective successors and assigns, directors, officers, employees, agents, subsidiaries,
divisions, or other internal organizational units of any kind or any other entities acting in concert or participation with them.
The remedies, penalties and sanctions that may be imposed or assessed in connection with a breach or violation of this
Agreement or the Consent Decree (or any Declaratory Order or Enforcement Order issued in connection with this Agreement
or the Consent Decree ) shall only apply to the Participating Manufacturers, and shall not be imposed or assessed against any
employee, officer or director of any Participating Manufacturer, or against any other person or entity as a consequence of
such breach or violation, and the Court shall have no jurisdiction to do so.

(f)  Coordination of Enforcement.  The Attorneys General of the Settling States (through NAAG) shall monitor
potential conflicting interpretations by courts of different States of this Agreement and the Consent Decrees.  The Settling
States shall use their best efforts, in cooperation with the Participating Manufacturers, to coordinate and resolve the effects of
such conflicting interpretations as to matters that are not exclusively local in nature.

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

VIII.  CERTAIN ONGOING RESPONSIBILITIES OF THE SETTLING STATES
(a)  Upon approval of the NAAG executive committee, NAAG will provide coordination and facilitation for the

implementation and enforcement of this Agreement on behalf of the Attorneys General of the Settling States, including the
following:

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

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

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

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

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

(b)  Upon approval by the NAAG executive committee to assume the responsibilities outlined in subsection VIII(a)
hereof, each Original Participating Manufacturer shall cause to be paid, beginning on December 31, 1998, and on December
31 of each year thereafter through and including December 31, 2007, its Relative Market Share of $150,000 per year to the
Escrow Agent (to be credited to the Subsection VIII(b) Account), who shall disburse such monies to NAAG within 10
Business Days, to fund the activities described in subsection VIII(a).

(c)  The Attorneys General of the Settling States, acting through NAAG, shall establish a fund (“The States’
Antitrust/Consumer Protection Tobacco Enforcement Fund”) in the form attached as Exhibit J, which will be maintained by
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such Attorneys General to supplement the Settling States’ (1) enforcement and implementation of the terms of this
Agreement and the Consent Decrees, and (2) investigation and litigation of potential violations of laws with respect to
Tobacco Products, as set forth in Exhibit J.  Each Original Participating Manufacturer shall on March 31, 1999, severally
pay its Relative Market Share of $50,000,000 to the Escrow Agent (to be credited to the Subsection VIII(c) Account), who
shall disburse such monies to NAAG upon the occurrence of State-Specific Finality in at least one Settling State.  Such funds
will be used in accordance with the provisions of Exhibit J.

IX. PAYMENTS
(a)  All Payments Into Escrow.  All payments made pursuant to this Agreement (except those payments made

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

(b)  Initial Payments.  On the second Business Day after the Escrow Court approves and retains jurisdiction over the
Escrow Agreement, each Original Participating Manufacturer shall severally pay to the Escrow Agent (to be credited to the
Subsection IX(b) Account (First)) its Market Capitalization Percentage (as set forth in Exhibit K) of the base amount of
$2,400,000,000.  On January 10, 2000, each Original Participating Manufacturer shall severally pay to the Escrow Agent its
Relative Market Share of the base amount of $2,472,000,000.  On January 10, 2001, each Original Participating
Manufacturer shall severally pay to the Escrow Agent its Relative Market Share of the base amount of $2,546,160,000.  On
January 10, 2002, each Original Participating Manufacturer shall severally pay to the Escrow Agent its Relative Market
Share of the base amount of $2,622,544,800.  On January 10, 2003, each Original Participating Manufacturer shall severally
pay to the Escrow Agent its Relative Market Share of the base amount of $2,701,221,144.  The payments pursuant to this
subsection (b) due on or after January 10, 2000 shall be credited to the Subsection IX(b) Account (Subsequent).  The
foregoing payments shall be modified in accordance with this subsection (b).  The payments made by the Original
Participating Manufacturers pursuant to this subsection (b) (other than the first such payment) shall be subject to the Volume
Adjustment, the Non-Settling States Reduction and the offset for miscalculated or disputed payments described in subsection
XI(i).  The first payment due under this subsection (b) shall be subject to the Non-Settling States Reduction, but such
reduction shall be determined as of the date one day before such payment is due (rather than the date 15 days before).

(c)  Annual Payments and Strategic Contribution Payments.

(1)  On April 15, 2000 and on April 15 of each year thereafter in perpetuity, each Original Participating
Manufacturer shall severally pay to the Escrow Agent (to be credited to the Subsection IX(c)(1) Account) its Relative Market
Share of the base amounts specified below, as such payments are modified in accordance with this subsection (c)(1):

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

The payments made by the Original Participating Manufacturers pursuant to this subsection (c)(1) shall be subject to
the Inflation Adjustment, the Volume Adjustment, the Previously Settled States Reduction, the Non-Settling States
Reduction, the NPM Adjustment, the offset for miscalculated or disputed payments described in subsection XI(i), the Federal

17

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

(2)  On April 15, 2008 and on April 15 of each year thereafter through 2017, each Original Participating
Manufacturer shall severally pay to the Escrow Agent (to be credited to the Subsection IX(c)(2) Account) its Relative
Market Share of the base amount of $861,000,000, as such payments are modified in accordance with this subsection (c)(2).
The payments made by the Original Participating Manufacturers pursuant to this subsection (c)(2) shall be subject to the
Inflation Adjustment, the Volume Adjustment, the NPM Adjustment, the offset for miscalculated or disputed payments
described in subsection XI(i), the Federal Tobacco Legislation Offset, the Litigating Releasing Parties Offset, and the offsets
for claims over described in subsections XII(a)(4)(B) and XII(a)(8).  Such payments shall also be subject to the Non-Settling
States Reduction; provided, however, that for purposes of payments due pursuant to this subsection (c)(2) (and corresponding
payments by Subsequent Participating Manufacturers under subsection IX(i)), the Non-Settling States Reduction shall be
derived as follows:  (A) the payments made by the Original Participating Manufacturers pursuant to this subsection (c)(2)
shall be allocated among the Settling States on a percentage basis to be determined by the Settling States pursuant to the
procedures set forth in Exhibit U, and the resulting allocation percentages disclosed to the Escrow Agent, the Independent
Auditor and the Original Participating Manufacturers not later than June 30, 1999; and (B) the Non-Settling States Reduction
shall be based on the sum of the Allocable Shares so established pursuant to subsection (c)(2)(A) for those States that were
Settling States as of the MSA Execution Date and as to which this Agreement has terminated as of the date 15 days before
the payment in question is due.

(d)  Non-Participating Manufacturer Adjustment.

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

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

(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 0 (zero), 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 0 (zero) and less than or equal to 16 2/3 percentage points, then the NPM
Adjustment Percentage shall be equal to the product of (x) such Market Share Loss and (y) 3 (three).

(iii)  If the Market Share Loss for the year immediately preceding the year in which the
payment in question 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) the result of such Market Share
Loss minus 16 2/3 percentage points.

(B)  Definitions:

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

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

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

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

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

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

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

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

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

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

(D)  This subsection (2)(D) shall apply if the amount of the NPM Adjustment applied pursuant to
subsection (2)(A) to any Settling State plus the amount of the NPM Adjustments reallocated to such Settling State pursuant to
subsection (2)(C) in any individual year would either (i) exceed such Settling State’s Allocated Payment in that year, or (ii) if
subsection (2)(F) applies to the Settling State in question, exceed 65% of such Settling State’s Allocated Payment in that
year.  For each Settling State that has an excess as described in the preceding sentence, the excess amount of NPM
Adjustment shall be further reallocated among all other Settling States whose Allocated Payments are subject to an NPM
Adjustment and that do not have such an excess, pro rata in proportion to their respective Allocable Shares, and such other
Settling States’ Allocated Payments shall be further reduced accordingly.  The provisions of this subsection (2)(D) shall be
repeatedly applied in any individual year until either (i) the aggregate amount of NPM Adjustments has been fully reallocated
or (ii) the full amount of the NPM Adjustments subject to reallocation under subsection (2)(C) or (2)(D) cannot be fully
reallocated in any individual year as described in those subsections because (x) the Allocated Payment in that year of each
Settling State that is subject to an NPM Adjustment and to which subsection (2)(F) does not apply has been reduced to zero,
and (y) the Allocated Payment in that year of each Settling State to which subsection (2)(F) applies has been reduced to 35%
of such Allocated Payment.

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

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

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

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

(3)  Allocation of NPM Adjustment among Original Participating Manufacturers.  The portion of the total
amount of the NPM Adjustment to which the Original Participating Manufacturers are entitled in any year that can be applied
in such year consistent with subsection IX(d)(2) (the “Available NPM Adjustment”) shall be allocated among them as
provided in this subsection IX(d)(3).

(A)  The “Base NPM Adjustment” shall be determined for each Original Participating
Manufacturer in such year as follows:

(i)  For those Original Participating Manufacturers whose Relative Market Shares in the
year immediately preceding the year in which the NPM Adjustment in question is applied exceed or are equal to their
respective 1997 Relative Market Shares, the Base NPM Adjustment shall equal 0 (zero).

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

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

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

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

(ii)  If the Available NPM Adjustment the Original Participating Manufacturers are
entitled to in any year exceeds the sum of the Base NPM Adjustments of all Original Participating Manufacturers in such
year, then (x) the difference between such Available NPM Adjustment and such sum of the Base NPM Adjustments shall be
allocated among the Original Participating Manufacturers pro rata in proportion to their Relative Market Shares (the
applicable Relative Market Shares to be those in the year immediately preceding such year), and (y) each Original
Participating Manufacturer’s share of such Available NPM Adjustment shall equal the sum of (1) its Base NPM Adjustment
for such year, and (2) the amount allocated to such Original Participating Manufacturer pursuant to clause (x).

(iii)  If an Original Participating Manufacturer’s share of the Available NPM Adjustment
calculated pursuant to subsection IX(d)(3)(B)(i) or IX(d)(3)(B)(ii) exceeds such Original Participating Manufacturer’s
payment amount to which such NPM Adjustment applies (as such payment amount has been determined pursuant to step B
of clause “Seventh” of subsection IX(j)), then (1) such Original Participating Manufacturer’s share of the Available NPM
Adjustment shall equal such payment amount, and (2) such excess shall be reallocated among the other Original Participating
Manufacturers pro rata in proportion to their Relative Market Shares.

(C)  Adjustments:

(i)  For calculations made pursuant to this subsection IX(d)(3) (if any) with respect to
payments due in the year 2000, the number used in subsection IX(d)(3)(A)(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 Participating Manufacturers in the year immediately preceding such year, by (y) the average revenue per Cigarette
of all the Original Participating Manufacturers in the year immediately preceding such immediately preceding year.

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

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

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

(ii)  In the event that in the year immediately preceding the year in which the NPM
Adjustment in question is applied either (x) Lorillard’s Relative Market Share was greater than 15.0000000% (but did not
exceed 20.0000000%), or (y) Lorillard’s Volume was greater than 50 billion (but did not exceed 70 billion), or both,
Lorillard’s share of the Available NPM Adjustment calculated pursuant to subsection (d)(3)(D)(i) shall be reduced by a
percentage equal to the greater of (1) 10.0000000% for each percentage point (or fraction thereof) of excess of such Relative
Market Share over 15.0000000% (if any), or (2) 2.5000000% for each billion (or fraction thereof) of excess of such Volume
over 50 billion (if any).  The dollar amount by which Lorillard’s share of the Available NPM Adjustment is reduced in any
year pursuant to this subsection (D)(ii) shall be reallocated to Philip Morris and used to increase Philip Morris’s share of the
Available NPM Adjustment in such year.
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  In the event that in any year a reallocation of the shares of the Available NPM Adjustment between Lorillard
and Philip Morris pursuant to this subsection (d)(3)(D) results in Philip Morris’s share of the Available NPM Adjustment
in such year exceeding the greater of (x) Philip Morris’s Relative Market Share of such Available NPM Adjustment (the
applicable Relative Market Share to be that in the year immediately preceding such year), or (y) Philip Morris’s share of
the Available NPM Adjustment in such year calculated pursuant to subsections (d)(3)(A)-(C), Philip Morris’s share of the
Available NPM Adjustment in such year shall be reduced to equal the greater of (x) or (y) above.  In such instance, the dollar
amount by which Philip Morris’s share of the Available NPM Adjustment is reduced pursuant to the preceding sentence shall
be reallocated to Lorillard and used to increase Lorillard’s share of the Available NPM Adjustment in such year.

(iv)  In the event that either Philip Morris or Lorillard is treated as a Non-Participating
Manufacturer for purposes of this subsection IX(d)(3) pursuant to subsection XVIII(w)(2)(A), this subsection (3)(D) shall not
be applied, and the Original Participating Manufacturers’ shares of the Available NPM Adjustment shall be determined
solely as described in subsections (3)(A)-(C).

(4)  NPM Adjustment for Subsequent Participating Manufacturers.  Subject to the provisions of subsection
IX(i)(3), a Subsequent Participating Manufacturer shall be entitled to an NPM Adjustment with respect to payments due from
such Subsequent Participating Manufacturer in any year during which an NPM Adjustment is applicable under subsection
(d)(1) above to payments due from the Original Participating Manufacturers.  The amount of such NPM Adjustment shall
equal the product of (A) the NPM Adjustment Percentage for such year multiplied by (B) the sum of the payments due in the
year in question from such Subsequent Participating Manufacturer that correspond to payments due from Original
Participating Manufacturers pursuant to subsection IX(c) (as such payment amounts due from such Subsequent Participating
Manufacturer have been adjusted and allocated pursuant to clauses “First” through “Fifth” of subsection IX(j)).  The NPM
Adjustment to payments by each Subsequent Participating Manufacturer shall be allocated and reallocated among the Settling
States in a manner consistent with subsection (d)(2) above.

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

(f)  Payment Responsibility.  The payment obligations of each Participating Manufacturer pursuant to this
Agreement shall be the several responsibility only of that Participating Manufacturer.  The payment obligations of a
Participating Manufacturer shall not be the obligation or responsibility of any Affiliate of such Participating Manufacturer.
The payment obligations of a Participating Manufacturer shall not be the obligation or responsibility of any other
Participating Manufacturer.  Provided, however, that no provision of this Agreement shall waive or excuse liability under any
state or federal fraudulent conveyance or fraudulent transfer law.  Any Participating Manufacturer whose Market Share (or
Relative Market Share) in any given year equals zero shall have no payment obligations under this Agreement in the
succeeding year.

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

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

(i)  Payments by Subsequent Participating Manufacturers.

(1)  A Subsequent Participating Manufacturer shall have payment obligations under this Agreement only in
the event that its Market Share in any calendar year exceeds the greater of (1) its 1998 Market Share or (2) 125 percent of its
1997 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 to those due in that same following year from the
Original Participating Manufacturers pursuant to subsections VI(c) (except for the payment due on March 31, 1999),
IX(c)(1), IX(c)(2) and IX(e).  The amounts of such corresponding payments by a Subsequent Participating Manufacturer are
in addition to the corresponding payments that are due from the Original Participating Manufacturers and shall be determined
as described in subsections (2) and (3) below.  Such payments by a Subsequent Participating Manufacturer shall (A) be due
on the same dates as the corresponding payments are due from Original Participating Manufacturers; (B) be for the same
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purpose as such corresponding payments; and (C) be paid, allocated and distributed in the same manner as such
corresponding payments.

(2)  The base amount due from a Subsequent Participating Manufacturer on any given date shall be
determined by multiplying (A) the corresponding base amount due on the same date from all of the Original Participating
Manufacturers (as such base amount is specified in the corresponding subsection of this Agreement and is adjusted by the
Volume Adjustment (except for the provisions of subsection (B)(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
Participating Manufacturer’s applicable Market Share (the applicable Market Share being that for the calendar year
immediately preceding the year in which the payment in question is due) minus (y) 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 Participating Manufacturers
(the applicable Market Shares being those for the calendar year immediately preceding the year in which the payment in
question is due).

(3)  Any payment due from a Subsequent Participating Manufacturer under subsections (1) and (2) above
shall be subject (up to the full amount of such payment) to the Inflation Adjustment, the Non-Settling States Reduction, the
NPM Adjustment, the offset for miscalculated or disputed payments described in subsection XI(i), the Federal Tobacco
Legislation Offset, the Litigating Releasing Parties Offset and the offsets for claims over described in
subsections XII(a)(4)(B) and XII(a)(8), to the extent that such adjustments, reductions or offsets would apply to the
corresponding payment due from the Original Participating Manufacturers.  Provided, however, that all adjustments and
offsets to which a Subsequent Participating Manufacturer is entitled may only be applied against payments by such
Subsequent Participating Manufacturer, if any, that are due within 12 months after the date on which the Subsequent
Participating Manufacturer becomes entitled to such adjustment or makes the payment that entitles it to such offset, and shall
not be carried forward beyond that time even if not fully used.

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

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

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

Second:  the Volume Adjustment (other than the provisions of subsection (B)(iii) of Exhibit E) shall be applied to
the result of clause “First”;

Third:  the result of clause “Second” shall be reduced by the Previously Settled States Reduction;

Fourth:  the result of clause “Third” shall be reduced by the Non-Settling States Reduction;

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

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

Seventh:  in the case of payments due from the Original Participating Manufacturers to which clause “Fifth” (and
therefore clause “Sixth”) does not apply, the result of clause “Fourth” shall be allocated among the Original Participating
Manufacturers according to their Relative Market Shares.  In the case of payments due from the Original Participating
Manufacturers to which clause “Fifth” applies:  (A) the Allocated Payments of all Settling States determined pursuant to
clause “Fifth” (prior to reduction pursuant to clause “Sixth”) shall be added together; (B) the resulting sum shall be allocated
among the Original Participating Manufacturers according to their Relative Market Shares and subsection (B)(iii) of Exhibit
E hereto (if such subsection is applicable); (C) the Available NPM Adjustment (as determined pursuant to clause “Sixth”)
shall be allocated among the Original Participating Manufacturers pursuant to subsection IX(d)(3); (D) the respective result
of step (C) above for each Original Participating Manufacturer shall be subtracted from the respective result of step (B) above
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for such Original Participating Manufacturer; and (E) the resulting payment amount due from each Original Participating
Manufacturer shall then be allocated among the Settling States in proportion to the respective results of clause “Sixth” for
each Settling State.  The offsets described in clauses “Eighth” through “Twelfth” shall then be applied separately against
each Original Participating Manufacturer’s resulting payment shares (on a Settling State by Settling State basis) according
to each Original Participating Manufacturer’s separate entitlement to such offsets, if any, in the calendar year in question.  (In
the case of payments due from Subsequent Participating Manufacturers, this clause “Seventh” is inapplicable.)

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

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

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

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

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

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

X.  EFFECT OF FEDERAL TOBACCO-RELATED LEGISLATION
(a)  If federal tobacco-related legislation is enacted after the MSA Execution Date and on or before November 30,

2002, and if such legislation provides for payment(s) by any Original Participating Manufacturer (whether by settlement
payment, tax or any other means), all or part of which are actually made available to a Settling State (“Federal Funds”), each
Original Participating Manufacturer shall receive a continuing dollar-for-dollar offset for any and all amounts that are paid by
such Original Participating Manufacturer pursuant to such legislation and actually made available to such Settling State
(except as described in subsections (b) and (c) below).  Such offset shall be applied against the applicable Original
Participating Manufacturer’s share (determined as described in step E of clause “Seventh” of subsection IX(j)) of such
Settling State’s Allocated Payment, up to the full amount of such Original Participating Manufacturer’s share of such
Allocated Payment (as such share had been reduced by adjustment, if any, pursuant to the NPM Adjustment and has been
reduced by offset, if any, pursuant to the offset for miscalculated or disputed payments).  Such offset shall be made against
such Original Participating Manufacturer’s share of the first Allocated Payment due after such Federal Funds are first
available for receipt by such Settling State.  In the event that such offset would in any given year exceed such Original
Participating Manufacturer’s share of such Allocated Payment:  (1) the offset to which such Original Participating
Manufacturer is entitled under this section in such year shall be the full amount of such Original Participating Manufacturer’s
share of such Allocated Payment, and (2) all amounts not offset by reason of subsection (1) shall carry forward and be offset
in the following year(s) until all such amounts have been offset.

(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 to tobacco (including, but not limited
to, tobacco education, cessation, control or enforcement) (other than that portion of Federal Funds, if any, that is specifically
applicable to tobacco growers or communities dependent on the production of tobacco or Tobacco Products).  Provided,
however, that the offset described in subsection (a) shall not apply to that portion of Federal Funds, if any, whose receipt by
such Settling State is conditioned upon or appropriately allocable to:

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

(2)  actions or expenditures by such Settling State, unless:

(A)  such Settling State chooses to undertake such action or expenditure;

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

(C)  such actions or expenditures are both:  (i) related to health care or tobacco (including, but not
limited to, tobacco education, cessation, control or enforcement) and (ii) do not require such Settling State to expend state
matching funds in an amount that is significant in relation to the amount of the Federal Funds made available to such Settling
State.
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(c)  Subject to the provisions of subsection IX(i)(3), Subsequent Participating Manufacturers shall be entitled to
the offset described in this section X to the extent that they are required to pay Federal Funds that would give rise to an
offset under subsections (a) and (b) if paid by an Original Participating Manufacturer.

(d)  Nothing in this section X shall (1) reduce the payments to be made to the Settling States under this
Agreement other than those described in subsection IX(c) (or corresponding payments under subsection IX(i)) of this
Agreement; or (2) alter the Allocable Share used to determine each Settling State’s share of the payments described in
subsection IX(c) (or corresponding payments under subsection IX(i)) of this Agreement.  Nothing in this section X is
intended to or shall reduce the total amounts payable by the Participating Manufacturers to the Settling States under this
Agreement by an amount greater than the amount of Federal Funds that the Settling States could elect to receive.

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

(1)  Beginning with payments due in the year 2000, an Independent Auditor shall calculate and determine
the amount of all payments owed pursuant to this Agreement, the adjustments, reductions and offsets thereto (and all
resulting carry-forwards, if any), the allocation of such payments, adjustments, reductions, offsets and carry-forwards among
the Participating Manufacturers and among the Settling States, and shall perform all other calculations in connection with the
foregoing (including, but not limited to, determining Market Share, Relative Market Share, Base Aggregate Participating
Manufacturer Market Share and Actual Aggregate Participating Manufacturer Market Share).  The Independent Auditor shall
promptly collect all information necessary to make such calculations and determinations.  Each Participating Manufacturer
and each Settling State shall provide the Independent Auditor, as promptly as practicable, with information in its possession
or readily available to it necessary for the Independent Auditor to perform such calculations.  The Independent Auditor shall
agree to maintain the confidentiality of all such information, except that the Independent Auditor may provide such
information to Participating Manufacturers and the Settling States as set forth in this Agreement.  The Participating
Manufacturers and the Settling States agree to maintain the confidentiality of such information.

(2)  Payments due from the Original Participating Manufacturers prior to January 1, 2000 (other than the
first payment due pursuant to subsection IX(b)) shall be based on the 1998 Relative Market Shares of the Original
Participating Manufacturers or, if the Original Participating Manufacturers are unable to agree on such Relative Market
Shares, on their 1997 Relative Market Shares specified in Exhibit Q.

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

(c)  Resolution of Disputes.  Any dispute, controversy or claim arising out of or relating to calculations performed
by, or any determinations made by, the Independent Auditor (including, without limitation, any dispute concerning the
operation or application of any of the adjustments, reductions, offsets, carry-forwards and allocations described in subsection
IX(j) or subsection XI(i)) shall be submitted to binding arbitration before a panel of three neutral arbitrators, each of whom
shall be a former Article III federal judge.  Each of the two sides to the dispute shall select one arbitrator.  The two arbitrators
so selected shall select the third arbitrator.  The arbitration shall be governed by the United States Federal Arbitration Act.

(d)  General Provisions as to Calculation of Payments.

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

(2)  Not less than 40 days prior to the Payment Due Date, the Independent Auditor shall deliver to each
other Notice Party (A) detailed preliminary calculations (“Preliminary Calculations”) of the amount due from each
Participating Manufacturer and of the amount allocable to each entity for whose benefit such payment is to be made, showing
all applicable offsets, adjustments, reductions and carry-forwards and setting forth all the information on which the
Independent Auditor relied in preparing such Preliminary Calculations, and (B) a statement of any information still required
by the Independent Auditor to complete its calculations.
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(3)  Not less than 30 days prior to the Payment Due Date, any Participating Manufacturer or any Settling
State that disputes any aspect of the Preliminary Calculations (including, but not limited to, disputing the methodology that
the Independent Auditor employed, or the information on which the Independent Auditor relied, in preparing such
calculations) shall notify each other Notice Party of such dispute, including the reasons and basis therefor.

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

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

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

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

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

(7)  Each Participating Manufacturer shall be obligated to pay by the Payment Due Date the undisputed
portion of the total amount calculated as due from it by the Independent Auditor’s Final Calculation.  Failure to pay such
portion shall render the Participating Manufacturer liable for interest thereon as provided in subsection IX(h) of this
Agreement, in addition to any other remedy available under this Agreement.
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(8)  As to any disputed portion of the total amount calculated to be due pursuant to the Final Calculation,
any Participating Manufacturer that by the Payment Due Date pays such disputed portion into the Disputed Payments
Account (as defined in the Escrow Agreement) shall not be liable for interest thereon even if the amount disputed was in
fact properly due and owing.  Any Participating Manufacturer that by the Payment Due Date does not pay such disputed
portion into the Disputed Payments Account shall be liable for interest as provided in subsection IX(h) if the amount disputed
was in fact properly due and owing.

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

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

(e)  General Treatment of Payments.  The Escrow Agent may disburse amounts from an Account only if permitted,
and only at such time as permitted, by this Agreement and the Escrow Agreement.  No amounts may be disbursed to a
Settling State other than funds credited to such Settling State’s State-Specific Account (as defined in the Escrow Agreement).
The Independent Auditor, in delivering payment instructions to the Escrow Agent, shall specify:  the amount to be paid; the
Account or Accounts from which such payment is to be disbursed; the payee of such payment (which may be an Account);
and the Business Day on which such payment is to be made by the Escrow Agent.  Except as expressly provided in
subsection (f) below, in no event may any amount be disbursed from any Account prior to Final Approval.

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

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

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

(3)  Payments to a State-Specific Account.  Promptly following the occurrence of State-Specific Finality in
any Settling State, such Settling State and the Original Participating Manufacturers shall notify the Independent Auditor of
such occurrence.  The Independent Auditor shall promptly thereafter notify each Notice Party of such State-Specific Finality
and of the portions of the amounts in the Subsection IX(b) Account (First), Subsection IX(b) Account (Subsequent),
Subsection IX(c)(1) Account and Subsection IX(c)(2) Account, respectively (as such Accounts are defined in the Escrow
Agreement), that are at such time held in such Accounts for the benefit of such Settling State, and which are to be transferred
to the appropriate State-Specific Account for such Settling State.  If neither the Settling State in question nor any
Participating Manufacturer disputes such amounts or the occurrence of such State-Specific Finality by notice delivered to
each other Notice Party not later than 10 Business Days after delivery by the Independent Auditor of the notice described in
the preceding sentence, the Independent Auditor shall promptly instruct the Escrow Agent to make such transfer.  If the
Settling State in question or any Participating Manufacturer disputes such amounts or the occurrence of such State-Specific
Finality by notice delivered to each other Notice Party not later than 10 Business Days after delivery by the Independent
Auditor of the notice described in the second sentence of this subsection (f)(3), the Independent Auditor shall promptly
instruct the Escrow Agent to credit the amount disputed to the Disputed Payments Account and the undisputed portion to the
appropriate State-Specific Account.  No amounts may be transferred or credited to a State-Specific Account for the benefit of
any State as to which State-Specific Finality has not occurred or as to which this Agreement has terminated.

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

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

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

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

(5)  Treatment of Payments Following Termination.

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

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

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

(6)  Determination of amounts paid or held for the benefit of each individual Settling State.  For purposes
of subsections (f)(3), (f)(5)(A) and (i)(2), the portion of a payment that is made or held for the benefit of each individual
Settling State shall be determined:  (A) in the case of a payment credited to the Subsection IX(b) Account (First) or the
Subsection IX(b) Account (Subsequent), by allocating the results of clause “Eighth” of subsection IX(j) among those Settling
States who were Settling States at the time that the amount of such payment was calculated, pro rata in proportion to their
respective Allocable Shares; and (B) in the case of a payment credited to the Subsection IX(c)(1) Account or the Subsection
IX(c)(2) Account, by the results of clause “Twelfth” of subsection IX(j) for each individual Settling State.  Provided,
however, that, solely for purposes of subsection (f)(3), the Settling States may by unanimous agreement agree on a different
method of allocation of amounts held in the Accounts identified in this subsection (f)(6).

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

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

(i)  Miscalculated or Disputed Payments.

(1)  Underpayments.

(A)  If information becomes available to the Independent Auditor not later than four years after a
Payment Due Date, and such information shows that any Participating Manufacturer was instructed to make an insufficient
payment on such date (“original payment”), the Independent Auditor shall promptly determine the additional payment owed
by such Participating Manufacturer and the allocation of such additional payment among the applicable payees.  The
Independent Auditor shall then reduce such additional payment (up to the full amount of such additional payment) by any
adjustments or offsets that were available to the Participating Manufacturer in question against the original payment at the
time it was made (and have not since been used) but which such Participating Manufacturer was unable to use against such
original payment because such adjustments or offsets were in excess of such original payment (provided that any adjustments
or offsets used against such additional payment shall reduce on a dollar-for-dollar basis any remaining carry-forward held by
such Participating Manufacturer with respect to such adjustment or offset).  The Independent Auditor shall then add interest
at the Prime Rate (calculated from the Payment Due Date in question) to the additional payment (as reduced pursuant to the
preceding sentence), except that where the additional payment owed by a Participating Manufacturer is the result of an
underpayment by such Participating Manufacturer caused by such Participating Manufacturer’s withholding of information
as described in subsection (d)(5)(B), the applicable interest rate shall be that described in subsection IX(h).  The Independent
Auditor shall promptly give notice of the additional payment owed by the Participating Manufacturer in question (as reduced
and/or increased as described above) to all Notice Parties, showing the new information and all calculations.  Upon receipt of
such notice, any Participating Manufacturer or Settling State may dispute the Independent Auditor’s calculations in the
manner described in subsection (d)(3), and the Independent Auditor shall promptly notify each Notice Party of any
subsequent revisions to its calculations.  Not more than 15 days after receipt of such notice (or, if the Independent Auditor
revises its calculations, not more than 15 days after receipt of the revisions), any Participating Manufacturer and any Settling
State may dispute the Independent Auditor’s calculations in the manner prescribed in subsection (d)(6).  Failure to dispute the
Independent Auditor’s calculations in this manner shall constitute agreement with the Independent Auditor’s calculations,
subject to the limitations set forth in subsection (d)(6).  Payment of the undisputed portion of an additional payment shall be
made to the Escrow Agent not more than 20 days after receipt of the notice described in this subsection (A) (or, if the
Independent Auditor revises its calculations, not more than 20 days after receipt of the revisions).  Failure to pay such portion
shall render the Participating Manufacturer liable for interest thereon as provided in subsection IX(h).  Payment of the
disputed portion shall be governed by subsection (d)(8).
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(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 has been paid into the Disputed Payments Account pursuant to
subsection (d)(8), the Independent Auditor shall instruct the Escrow Agent to transfer such amount to the applicable payee
Account(s); (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 Payment Due Date
in question (the applicable interest rate to be that provided in subsection IX(h)) and the allocation of such amount and interest
among the applicable payees, and shall provide notice of the amount owed (and the identity of the payor and payees) to all
Notice Parties; and (iii) in all other cases, the procedure described in subsection (ii) shall apply, except that the applicable
interest rate shall be the Prime Rate.

(2)  Overpayments.

(A)  If a dispute as to a prior payment is resolved with finality in favor of a Participating
Manufacturer where the disputed amount has been paid into the Disputed Payments Account pursuant to subsection (d)(8),
the Independent Auditor shall instruct the Escrow Agent to transfer such amount to such Participating Manufacturer.

(B)  If information becomes available to the Independent Auditor not later than four years after a
Payment Due Date showing that a Participating Manufacturer made an overpayment on such date, or if a dispute as to a prior
payment is resolved with finality in favor of a Participating Manufacturer where the disputed amount has been paid but not
into the Disputed Payments Account, such Participating Manufacturer shall be entitled to a continuing dollar-for-dollar offset
as follows:

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

(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 proportion to their respective shares of such
payments, as such respective shares are determined pursuant to step E of clause “Seventh” (in the case of payments due from
the Original Participating Manufacturers) or clause “Sixth” (in the case of payments due from the Subsequent Participating
Manufacturers) of subsection IX(j) (except where the offset arises from an overpayment applicable solely to a particular
Settling State).

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

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

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

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

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

(3)  Each Settling State (for itself and for the Releasing Parties) further covenants and agrees that it (and the
Releasing Parties) shall not after the occurrence of State-Specific Finality sue or seek to establish civil liability against any
Released Party based, in whole or in part, upon any of the Released Claims, and further agrees that such covenant and
agreement shall be a complete defense to any such civil action or proceeding.

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

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

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

(5)  This release and covenant shall not operate to interfere with a Settling State’s ability to enforce as
against any Participating Manufacturer the provisions of this Agreement, or with the Court’s ability to enter the Consent
Decree or to maintain continuing jurisdiction to enforce such Consent Decree pursuant to the terms thereof.  Provided,
however, that neither subsection III(a) or III(r) of this Agreement nor subsection V(A) or V(I) of the Consent Decree shall
create a right to challenge the continuation, after the MSA Execution Date, of any advertising content, claim or slogan (other
than use of a Cartoon) that was not unlawful prior to the MSA Execution Date.

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

(7)  The Settling States do not waive or release any criminal liability based on federal, state or local law.
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(8)  Notwithstanding the foregoing (and the definition of Released Parties), this release and covenant
shall not apply to retailers, suppliers or distributors to the extent of any liability arising from the sale or distribution of
Tobacco Products of, or the supply of component parts of Tobacco Products to, any non-Released Party.

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

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

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

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

(b)  Released Claims Against Released Parties.  If a Releasing Party (or any person or entity enumerated in
subsection II(pp), without regard to the power of the Attorney General to release claims of such person or entity) nonetheless
attempts to maintain a Released Claim against a Released Party, such Released Party shall give written notice of such
potential claim to the Attorney General of the applicable Settling State within 30 days of receiving notice of such potential
claim (or within 30 days after the MSA Execution Date, whichever is later) (unless such potential claim is being maintained
by such Settling State).  The Released Party may offer the release and covenant as a complete defense.  If it is determined at
any point in such action that the release of such claim is unenforceable or invalid for any reason (including, but not limited to,
lack of authority to release such claim), the following provisions shall apply:

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

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

(B)  Judgments (other than a default judgment) against a Released Party in such an action shall,
upon payment of such judgment, give rise to an immediate and continuing offset against the full amount of such Original
Participating Manufacturer’s share (determined as described in subsection (A)) of the applicable Settling State’s Allocated
Payment, until such time as the judgment is fully credited on a dollar-for-dollar basis.

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

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

(3)  The following provisions shall apply where the Released Party is a Subsequent Participating
Manufacturer (or any person or entity that is a Released Party by virtue of its relationship with a Subsequent Participating
Manufacturer):  Subject to the provisions of subsection IX(i)(3), each Subsequent Participating Manufacturer shall be entitled
to the offset as described in subsections (2)(A)-(C) above against payments it otherwise would owe under section IX(i) to the
extent that it (or any person or entity that is a Released Party by virtue of its relationship with such Subsequent Participating
Manufacturer) has paid on a settlement, stipulated judgment or judgment that would give rise to an offset under such
subsections if paid by an Original Participating Manufacturer.

XIII.  CONSENT DECREES AND DISMISSAL OF CLAIMS
(a)  Within 10 days after the MSA Execution Date (or, as to any Settling State identified in the Additional States

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

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

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

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

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

(2)  each Settling State shall seek entry of an order of dismissal of claims dismissing with prejudice all
claims against the Participating Manufacturers and any other Released Party in such Settling State’s action identified in
Exhibit D.  Provided, however, that the Settling State is not required to seek entry of such an order in such Settling State’s
action against such a Released Party (other than a Participating Manufacturer) unless and until such Released Party has
released the Releasing Parties (and delivered to the Attorney General of such Settling State a copy of such release) (which
release shall be effective upon the occurrence of State-Specific Finality in such Settling State, and shall recite that in the
event this Agreement is terminated with respect to such Settling State pursuant to subsection XVIII(u)(1) the Released Party
agrees that the order of dismissal shall be null and void and of no effect) from any and all Claims of such Released Party
relating to the prosecution of such action as provided in subsection XII(a)(2).
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XIV. PARTICIPATING MANUFACTURERS’ DISMISSAL OF RELATED LAWSUITS
(a)  Upon State-Specific Finality in a Settling State, each Participating Manufacturer will dismiss without

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

(b)  Upon State-Specific Finality in a Settling State, each Participating Manufacturer will release and discharge any
and all monetary Claims against such Settling State and any of such Settling State’s officers, employees, agents,
administrators, representatives, officials acting in their official capacity, agencies, departments, commissions, divisions and
counsel relating to or in connection with the lawsuit(s) commenced by the Attorney General of such Settling State identified
in Exhibit D.

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

XV.  VOLUNTARY ACT OF THE PARTIES
The Settling States and the Participating Manufacturers acknowledge and agree that this Agreement is voluntarily

entered into by each Settling State and each Participating Manufacturer as the result of arm’s-length negotiations, and each
Settling State and each Participating Manufacturer was represented by counsel in deciding to enter into this Agreement.  Each
Participating Manufacturer further acknowledges that it understands that certain provisions of this Agreement may require it
to act or refrain from acting in a manner that could otherwise give rise to state or federal constitutional challenges and that, by
voluntarily consenting to this Agreement, it (and the Tobacco-Related Organizations (or any trade associations formed or
controlled by any Participating Manufacturer)) waives for purposes of performance of this Agreement any and all claims that
the provisions of this Agreement violate the state or federal constitutions.  Provided, however, that nothing in the foregoing
shall constitute a waiver as to the entry of any court order (or any interpretation thereof) that would operate to limit the
exercise of any constitutional right except to the extent of the restrictions, limitations or obligations expressly agreed to in
this Agreement or the Consent Decree.

XVI.  CONSTRUCTION
(a)  No Settling State or Participating Manufacturer shall be considered the 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 that would
or might cause any provision to be construed against the drafter.

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

XVII.  RECOVERY OF COSTS AND ATTORNEYS’ FEES
(a)  The Original Participating Manufacturers agree that, with respect to any Settling State in which the Court has

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

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

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

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

XVIII.  MISCELLANEOUS
(a)  Effect of Current or Future Law.  If any current or future law includes obligations or prohibitions applying to

Tobacco Product Manufacturers related to any of the provisions of this Agreement, each Participating Manufacturer shall
comply with this Agreement unless compliance with this Agreement would violate such law.

(b)  Limited Most-Favored Nation Provision.

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

(A)  before October 1, 2000, on overall terms more favorable to such governmental plaintiff than
the overall terms of this Agreement (after due consideration of relevant differences in population or other appropriate
factors), then, unless a majority of the Settling States determines that the overall terms of the Future Settlement Agreement
are not more favorable than the overall terms of this Agreement, the overall terms of this Agreement will be revised so that
the Settling States will obtain treatment with respect to such Participating Manufacturer at least as relatively favorable as the
overall terms provided to any such governmental plaintiff; provided, however, that as to economic terms this Agreement shall
not be revised based on any such Future Settlement Agreement if such Future Settlement Agreement is entered into after:
(i) the impaneling of the jury (or, in the event of a non-jury trial, the commencement of trial) in such litigation or any severed
or bifurcated portion thereof; or (ii) any court order or judicial determination relating to such litigation that (x) grants
judgment (in whole or in part) against such Participating Manufacturer; or (y) grants injunctive or other relief that affects the
assets or on-going business activities of such Participating Manufacturer in a manner other than as expressly provided for in
this Agreement; or

(B)  on or after October 1, 2000, on non-economic terms more favorable to such governmental
plaintiff than the non-economic terms of this Agreement, and such Future Settlement Agreement includes terms that provide
for the implementation of non-economic tobacco-related public health measures different from those contained in this
Agreement, then this Agreement shall be revised 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 Released Claim, and such resolution includes overall terms that are more
favorable to such Non-Participating Manufacturer than the terms of this Agreement (including, without limitation, any terms
that relate to the marketing or distribution of Tobacco Products and any term that provides for a lower settlement cost on a
per pack sold basis), then the overall terms of this Agreement will be revised so that the Original Participating Manufacturers
will obtain, with respect to that Settling State, overall terms at least as relatively favorable (taking into account, among other
things, all payments previously made by the Original Participating Manufacturers and the timing of any payments) as those
obtained by such Non-Participating Manufacturer pursuant to such resolution of Claims.  The foregoing shall include but not
be limited:  (a) to the treatment by any Settling State of a Future Affiliate, as that term is defined in agreements between any
of the Settling States and Brooke Group Ltd., Liggett & Myers Inc. and/or Liggett Group, Inc. (“Liggett”), whether or not
such Future Affiliate is merged with, or its operations combined with, Liggett or any Affiliate thereof; and (b) to any
application of the terms of any such agreement (including any terms subsequently negotiated pursuant to any such
agreement) to a brand of Cigarettes (or tobacco-related assets) as a result of the purchase by or sale to Liggett of such brand
or assets or as a result of any combination of ownership among Liggett and any entity that manufactures Tobacco Products.
Provided, however, that revision of this Agreement pursuant to this subsection (2) shall not be required by virtue of the
subsequent entry into this Agreement by a Tobacco Product Manufacturer that has not become a Participating Manufacturer
as of the MSA Execution Date.  Notwithstanding the provisions of subsection XVIII(j), the provisions of this subsection
XVIII(b)(2) may be waived by (and only by) unanimous agreement of the Original Participating Manufacturers.
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(3)  The parties agree that if any term of this Agreement is revised pursuant to subsection (b)(l) or (b)(2)
above and the substance of such term before it was revised was also a term of the Consent Decree, each affected Settling
State and each affected Participating Manufacturer shall jointly move the Court to amend the Consent Decree to conform
the terms of the Consent Decree to the revised terms of the Agreement.

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

(c)  Transfer of Tobacco Brands.  No Original Participating Manufacturer may sell or otherwise transfer or permit
the sale or transfer of any of its Cigarette brands, Brand Names, Cigarette product formulas or Cigarette businesses (other
than a sale or transfer of Cigarette brands or Brand Names to be sold, product formulas to be used, or Cigarette businesses to
be conducted, by the acquiror or transferee exclusively outside of the States) to any person or entity unless such person or
entity is an Original 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.  No Participating Manufacturer may sell or otherwise transfer any of its Cigarette brands, Brand Names, Cigarette
product formulas or Cigarette businesses (other than a sale or transfer of Cigarette brands or Brand Names to be sold,
Cigarette product formulas to be used, or businesses to be conducted, by the acquiror or transferee exclusively outside of the
States) to any person or entity unless such person or entity is or becomes prior to the sale or acquisition a Participating
Manufacturer.  In the event of any such sale or transfer of a Cigarette brand, Brand Name, Cigarette product formula or
Cigarette business by a Participating Manufacturer to a person or entity that within 180 days prior to such sale or transfer was
a Non-Participating Manufacturer, the Participating Manufacturer shall certify to the Settling States that it has determined
that such person or entity has the capability to perform the obligations under this Agreement.  Such certification shall not
survive beyond one year following the date of any such transfer.  Each Original Participating Manufacturer certifies and
represents that, except as provided in Exhibit R, it (or a wholly owned Affiliate) exclusively owns and controls in the States
the Brand Names of those Cigarettes that it currently manufactures for sale (or sells) in the States and that it has the capacity
to enter into an effective agreement concerning the sale or transfer of such Brand Names pursuant to this subsection XVIII(c).
Nothing in this Agreement is intended to create any right for a State to obtain any Cigarette product formula that it would not
otherwise have under applicable law.

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

(e)  No Determination or Admission.  This Agreement is not intended to be and shall not in any event be construed
or deemed to be, or represented or caused to be represented as, an admission or concession or evidence of (1) any liability or
any wrongdoing whatsoever on the part of any Released Party or that any Released Party has engaged in any of the activities
barred by this Agreement; or (2) personal jurisdiction over any person or entity other than the Participating Manufacturers.
Each Participating Manufacturer specifically disclaims and denies any liability or wrongdoing whatsoever with respect to the
claims and allegations asserted against it by the Attorneys General of the Settling States and the Litigating Political
Subdivisions.  Each Participating Manufacturer has entered into this Agreement solely to avoid the further expense,
inconvenience, burden and risk of litigation.

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

(g)  Representations of Parties.  Each Settling State and each Participating Manufacturer hereby represents that this
Agreement has been duly authorized and, upon execution, will constitute a valid and binding contractual obligation,
enforceable in accordance with its terms, of each of them.  The signatories hereto on behalf of their respective Settling States
expressly represent and warrant that they have the authority to settle and release all Released Claims of their respective
Settling States and any of their respective Settling States’ past, present and future agents, officials acting in their official
capacities, legal representatives, agencies, departments, commissions and divisions, and that such signatories are aware of no
authority to the contrary.  It is recognized that the Original Participating Manufacturers are relying on the foregoing
representation and warranty in making the payments required by and in otherwise performing under this Agreement.  The
Original Participating Manufacturers shall have the right to terminate this Agreement pursuant to subsection XVIII(u) as to
any Settling State as to which the foregoing representation and warranty is breached or not effectively given.

(h)  Obligations Several, Not Joint.  All obligations of the Participating Manufacturers pursuant to this Agreement
(including, but not limited to, all payment obligations) are intended to be, and shall remain, several and not joint.
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(i)  Headings.  The headings of the sections and subsections of this Agreement are not binding and are for
reference only and do not limit, expand or otherwise affect the contents or meaning of this Agreement.

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

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

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

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

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

(o)  Severability.

(1)  Sections VI, VII, IX, X, XI, XII, XIII, XIV, XVI, XVIII(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, except to the extent
that severance of section VI is permitted by Settling States pursuant to subsection VI(i) hereof.  The remaining terms of this
Agreement are severable, as set forth herein.

(2)  If a court materially modifies, renders unenforceable, or finds to be unlawful any of the Nonseverable
Provisions, the NAAG executive committee shall select a team of Attorneys General (the “Negotiating Team”) to attempt to
negotiate an equivalent or comparable substitute term or other appropriate credit or adjustment (a “Substitute Term”) with the
Original Participating Manufacturers.  In the event that the court referred to in the preceding sentence is located in a Settling
State, the Negotiating Team shall include the Attorney General of such Settling State.  The Original Participating
Manufacturers shall have no obligation to agree to any Substitute Term.  If any Original Participating Manufacturer does not
agree to a Substitute Term, this Agreement shall be terminated in all Settling States affected by the court’s ruling.  The
Negotiating Team shall submit any proposed Substitute Term negotiated by the Negotiating Team and agreed to by all of the
Original Participating Manufacturers to the Attorneys General of all of the affected Settling States for their approval.  If any
affected Settling State does not approve the proposed Substitute Term, this Agreement in such Settling State shall be
terminated.

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

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

(B)  Each Settling State whose rights or obligations under this Agreement are affected by the
court’s decision in question (the “Affected Settling State”) and the Participating Manufacturers agree to negotiate in good
faith a Substitute Term.  Any agreement on a Substitute Term reached between the Participating Manufacturers and the
Affected Settling State shall not modify or amend the terms of this Agreement with regard to any other Settling State.
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(C)  If the Affected Settling State and the Participating Manufacturers are unable to agree on a
Substitute Term, then they will submit the issue to non-binding mediation.  If mediation fails to produce agreement to a
Substitute Term, then that term shall be severed and the remainder of this Agreement shall remain in full force and effect.

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

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

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

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

(s)  Preservation of Privilege.  Nothing contained in this Agreement or any Consent Decree, and no act required to
be performed pursuant to this Agreement or any Consent Decree, is intended to constitute, cause or effect any waiver (in
whole or in part) of any attorney-client privilege, work product protection or common interest/joint defense privilege, and
each Settling State and each Participating Manufacturer agrees that it shall not make or cause to be made in any forum any
assertion to the contrary.

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

(u)  Termination.

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

(2)  If this Agreement is terminated with respect to a Settling State for whatever reason, then (A) the
applicable statute of limitation or any similar time requirement shall be tolled from the date such Settling State signed this
Agreement until the later of the time permitted by applicable law or for one year from the date of such termination, with the
effect that the parties shall be in the same position with respect to the statute of limitation as they were at the time such
Settling State filed its action, and (B) the parties shall jointly move the Court for an order reinstating the actions and claims
dismissed pursuant to sections XIII and XIV hereof, with the effect that the parties shall be in the same position with respect
to those actions and claims as they were at the time the action or claim was stayed or dismissed.

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

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

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

(A)  all agreements, all concessions, all reductions of Releasing Parties’ Claims, and all releases
and covenants not to sue, contained in this Agreement shall be null and void as to such Participating Manufacturer.  Provided,
however, that (i) all reductions of Releasing Parties’ Claims, and all releases and covenants not to sue, contained in this
Agreement shall remain in full force and effect as to all persons or entities (other than the bankrupt Participating
Manufacturer itself or any person or entity that, as a result of the Bankruptcy, obtains domestic tobacco assets of such
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Participating Manufacturer (unless such person or entity is itself a Participating Manufacturer)) who (but for the first
sentence of this subsection (A)) would otherwise be Released Parties by virtue of their relationship with the bankrupt
Participating Manufacturer; and (ii) in the event a Settling State asserts any Released Claim against a bankrupt
Participating Manufacturer after the termination of this Agreement with respect to such Participating Manufacturer as
described in this subsection (1) and receives a judgment, settlement or distribution arising from such Released Claim, then
the amount of any payments such Settling State has previously received from such Participating Manufacturer under this
Agreement shall be applied against the amount of any such judgment, settlement or distribution (provided that in no event
shall such Settling State be required to refund any payments previously received from such Participating Manufacturer
pursuant to this Agreement);

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

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

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

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

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

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

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

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

(y)  Entire Agreement.  This Agreement (together with any agreements expressly contemplated hereby and any other
contemporaneous written agreements) embodies the entire agreement and understanding between and among the Settling
States and the Participating Manufacturers relating to the subject matter hereof and supersedes (l) all prior agreements and
understandings relating to such subject matter, whether written or oral, and (2) all purportedly contemporaneous oral
agreements and understandings relating to such subject matter.

(z)  Business Days.  Any obligation hereunder 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.

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

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

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

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

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

(ff)  Actions Within Geographic Boundaries of Settling States.  To the extent that any provision of this Agreement
expressly prohibits, restricts, or requires any action to be taken “within” any Settling State or the Settling States, the relevant
prohibition, restriction, or requirement applies within the geographic boundaries of the applicable Settling State or Settling
States, including, but not limited to, Indian country or Indian trust land within such geographic boundaries.

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

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

[Signatures Intentionally Omitted]
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EXHIBIT A
STATE ALLOCATION PERCENTAGES

State Percentage
Alabama 1.6161308%
Alaska 0.3414187%
Arizona 1.4738845%
Arkansas 0.8280661%
California 12.7639554%
Colorado 1.3708614%
Connecticut 1.8565373%
Delaware 0.3954695%
D.C. 0.6071183%
Florida 0.0000000%
Georgia 2.4544575%
Hawaii 0.6018650%
Idaho 0.3632632%
Illinois 4.6542472%
Indiana 2.0398033%
Iowa 0.8696670%
Kansas 0.8336712%
Kentucky 1.7611586%
Louisiana 2.2553531%
Maine 0.7693505%
Maryland 2.2604570%
Massachusetts 4.0389790%
Michigan 4.3519476%
Minnesota 0.0000000%
Mississippi 0.0000000%
Missouri 2.2746011%
Montana 0.4247591%
Nebraska 0.5949833%
Nevada 0.6099351%
New Hampshire 0.6659340%
New Jersey 3.8669963%
New Mexico 0.5963897%
New York 12.7620310%
North Carolina 2.3322850%
North Dakota 0.3660138%
Ohio 5.0375098%
Oklahoma 1.0361370%
Oregon 1.1476582%
Pennsylvania 5.7468588%
Rhode Island 0.7189054%
South Carolina 1.1763519%
South Dakota 0.3489458%
Tennessee 2.4408945%
Texas 0.0000000%
Utah 0.4448869%
Vermont 0.4111851%
Virginia 2.0447451%
Washington 2.0532582%
West Virginia 0.8864604%
Wisconsin 2.0720390%
Wyoming 0.2483449%

American Samoa 0.0152170%
N. Mariana Isld. 0.0084376%
Guam 0.0219371%
U.S. Virgin Isld. 0.0173593%
Puerto Rico 1.1212774%

Total 100.0000000%
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EXHIBIT B
FORM OF ESCROW AGREEMENT

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

WITNESSETH:

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

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

NOW, THEREFORE, the parties hereto agree as follows:

SECTION 1. Appointment of Escrow Agent.

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

SECTION 2. Definitions.

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

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

SECTION 3. Escrow and Accounts.

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

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

SUBSECTION VI(B) ACCOUNT

SUBSECTION VI(C) ACCOUNT (FIRST)

SUBSECTION VI(C) ACCOUNT (SUBSEQUENT)

SUBSECTION VIII(B) ACCOUNT

SUBSECTION VIII(C) ACCOUNT

SUBSECTION IX(B) ACCOUNT (FIRST)

SUBSECTION IX(B) ACCOUNT (SUBSEQUENT)

SUBSECTION IX(C)(1) ACCOUNT

SUBSECTION IX(C)(2) ACCOUNT

SUBSECTION IX(E) ACCOUNT

DISPUTED PAYMENTS ACCOUNT

STATE-SPECIFIC ACCOUNTS WITH RESPECT TO EACH SETTLING STATE IN WHICH

STATE-SPECIFIC FINALITY OCCURS.

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

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

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

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

SECTION 4. Failure of Escrow Agent to Receive Instructions.

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

SECTION 5. Investment of Funds by Escrow Agent.

The Escrow Agent shall invest and reinvest all amounts from time to time credited to the Accounts in either (i)
direct obligations of, or obligations the principal and interest on which are unconditionally guaranteed by, the United States
of America; (ii) repurchase agreements fully collateralized by securities described in clause (i) above; (iii) money market
accounts maturing within 30 days of the acquisition thereof and issued by a bank or trust company organized under the laws
of the United States of America or of any of the 50 States thereof (a “United States Bank”) and having combined capital,
surplus and undistributed profits in excess of $500,000,000; or (iv) demand deposits with any United States Bank having
combined capital, surplus and undistributed profits in excess of $500,000,000.  To the extent practicable, monies credited to
any Account shall be invested in such a manner so as to be available for use at the times when monies are expected to be
disbursed by the Escrow Agent and charged to such Account.  Obligations purchased as an investment of monies credited to
any Account shall be deemed at all times to be a part of such Account and the income or interest earned, profits realized or
losses suffered with respect to such investments (including, without limitation, any penalty for any liquidation of an
investment required to fund a disbursement to be charged to such Account), shall be credited or charged, as the case may be,
to, such Account and shall be for the benefit of, or be borne by, the person or entity entitled to payment from such Account.
In choosing among the investment options described in clauses (i) through (iv) above, the Escrow Agent shall comply with
any instructions received from time to time from all of the Escrow Parties.  In the absence of such instructions, the Escrow
Agent shall invest such sums in accordance with clause (i) above.  With respect to any amounts credited to a State-Specific
Account, the Escrow Agent shall invest and reinvest all amounts credited to such Account in accordance with the law of the
applicable Settling State to the extent such law is inconsistent with this Section 5.

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

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

SECTION 7. Duties and Liabilities of Escrow Agent.

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

SECTION 8. Indemnification of Escrow Agent.

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

SECTION 9. Resignation of Escrow Agent.

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

SECTION 10.  Escrow Agent Fees and Expenses.

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

SECTION 11.  Notices.

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

SECTION 12.  Setoff; Reimbursement.

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

SECTION 13.  Intended Beneficiaries; Successors.

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

SECTION 14.  Governing Law.

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

SECTION 15.  Jurisdiction and Venue.

The parties hereto irrevocably and unconditionally submit to the continuing exclusive jurisdiction of the Escrow
Court for purposes of any suit, action or proceeding seeking to interpret or enforce any provision of, or based on any right
arising out of, this Escrow Agreement, and the parties hereto agree not to commence any such suit, action or proceeding
except in the Escrow Court.  The parties hereto hereby irrevocably and unconditionally waive any objection to the laying of
venue of any such suit, action or proceeding in the Escrow Court and hereby further irrevocably waive and agree not to plead
or claim in the Escrow Court that any such suit, action or proceeding has been brought in an inconvenient forum.

SECTION 16.  Amendments.

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

SECTION 17.  Counterparts.

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

SECTION 18.  Captions.

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

SECTION 19.  Conditions to Effectiveness.

This Escrow Agreement shall become effective when each party hereto shall have signed a counterpart hereof.  The
parties hereto agree to use their best efforts to seek an order of the Escrow Court approving, and retaining continuing
jurisdiction over, the Escrow Agreement as soon as possible, and agree that such order shall relate back to, and be deemed
effective as of, the date this Escrow Agreement became effective.
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SECTION 20.  Address for Payments.

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

SECTION 21.  Reporting.

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

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

[Signature Blocks]
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Schedule Of Fees And Expenses
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EXHIBIT C
FORMULA FOR CALCULATING

INFLATION ADJUSTMENTS
(1) Any amount that, in any given year, is to be adjusted for inflation pursuant to this Exhibit (the

“Base Amount”) shall be adjusted upward by adding to such Base Amount the Inflation Adjustment.

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

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

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

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

(6) The “CPI%” means the actual total percent change in the Consumer Price Index during the
calendar year immediately preceding the year in which the payment in question is due.

(7) Additional Examples.

(A) Calculating the Inflation Adjustment Percentages:

Payment Year
Hypothetical
CPI%

Percentage to be applied on
the Inflation Adjustment
Percentage for the prior year
(i.e., the greater of 3% or the
CPI%)

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) Applying the Inflation Adjustment:

Using the hypothetical Inflation Adjustment Percentages set forth in section (7)(A):

-- the subsection IX(c)(1) base payment amount for 2002 of $6,500,000,000 as
adjusted for inflation would equal $7,137,204,750;

-- the subsection IX(c)(1) base payment amount for 2004 of $8,000,000,000 as
adjusted for inflation would equal $9,455,368,856;

-- the subsection IX(c)(1) base payment amount for 2006 of $8,000,000,000 as
adjusted for inflation would equal $10,031,200,816.

D-1

EXHIBIT D
LIST OF LAWSUITS

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

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

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

4. Arkansas
State of Arkansas v. The American Tobacco Co., Inc., et al., Chancery Court, 6th Division, Pulaski County, No. IJ
97-2982 (Ark.)

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

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

7. Connecticut
State of Connecticut v. Philip Morris, et al., Superior Court, Judicial District of Waterbury No. X02 CV96-
0148414S (Conn.)

8. Georgia
State of Georgia et al. v. Philip Morris, Inc., et al., Superior Court, Fulton County, No. CA E-61692 (Ga.)

9. Hawaii
State of Hawaii v. Brown & Williamson Tobacco Corp., et al., Circuit Court, First Circuit, No. 97-0441-01 (Haw.)

10. Idaho
State of Idaho v. Philip Morris, Inc., et al., Fourth Judicial District, Ada County, No. CVOC 9703239D (Idaho)

11. Illinois
People of the State of Illinois v. Philip Morris et al., Circuit Court of Cook County, No. 96-L13146 (Ill.)

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

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

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

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

16. Maine
State of Maine v. Philip Morris, Inc., et al., Superior Court, Kennebec County, No. CV 97-134 (Me.)

17. Maryland
Maryland v. Philip Morris Incorporated, et al., Baltimore City Circuit Court, No. 96-122017-CL211487 (Md.)

18. Massachusetts
Commonwealth of Massachusetts v. Philip Morris Inc., et al., Middlesex Superior Court, No. 95-7378 (Mass.)

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

20. Missouri
State of Missouri v. American Tobacco Co., Inc.  et al., Circuit Court, City of St. Louis, No. 972-1465 (Mo.)

21. Montana
State of Montana v. Philip Morris, Inc., et al., First Judicial Court, Lewis and Clark County, No. CDV 9700306-14
(Mont.)

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

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

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

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

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

28. Ohio
State of Ohio v. Philip Morris, Inc., et al., Court of Common Pleas, Franklin County, No. 97CVH055114 (Ohio)

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

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

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

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

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

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

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

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

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

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

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

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

Additional States

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

VOLUME ADJUSTMENTS
Any amount that by the terms of the Master Settlement Agreement is to be adjusted pursuant to this Exhibit E (the

“Applicable Base Payment”) shall be adjusted in the following manner:

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

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

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

ii. Solely for purposes of calculating volume adjustments to the payments required under subsection
IX(c)(1), if a reduction of the Base Payment due under such subsection results from the application of subparagraph (B)(i) of
this Exhibit E, but the Original Participating Manufacturers’ aggregate operating income from sales of Cigarettes for the
Applicable Year in the fifty United States, the District of Columbia, and Puerto Rico (the “Actual Operating Income”) is
greater than $7,195,340,000 (the “Base Operating Income”) (such Base Operating Income being adjusted upward in
accordance with the formula for inflation adjustments 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 reduced by the application of subsection
(B)(i) shall be reduced (but not below zero) by the amount calculated by multiplying (i) a percentage equal to the aggregate
Allocable Shares of the Settling States in which State-Specific Finality has occurred by (ii) 25% of such increase in such
operating income.  For purposes of this Exhibit E, “operating income from sales of Cigarettes” shall mean operating income
from sales of Cigarettes in the fifty United States, the District of Columbia, and Puerto Rico:  (a) before goodwill
amortization, trademark amortization, restructuring charges and restructuring related charges, minority interest, net interest
expense, non-operating income and expense, general corporate expenses and income taxes; and (b) excluding extraordinary
items, cumulative effect of changes in method of accounting and discontinued operations -- all as such income is reported to
the United States Securities and Exchange Commission (“SEC”) for the Applicable Year (either independently by the
Participating Manufacturer or as part of consolidated financial statements reported to the SEC by an Affiliate of such
Participating Manufacturer) or, in the case of an Original Participating Manufacturer that does not report income to the SEC,
as reported in financial statements prepared in accordance with U.S. generally accepted accounting principles and audited by
a nationally recognized accounting firm.  For years subsequent to 1998, the determination of the Original Participating
Manufacturers’ aggregate operating income from sales of Cigarettes shall not exclude any charges or expenses incurred or
accrued in connection with this Agreement or any prior settlement of a tobacco and health case and shall otherwise be
derived using the same principles as were employed in deriving such Original Participating Manufacturers’ aggregate
operating income from sales of Cigarettes in 1996.

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

(1)  only to those Original Participating Manufacturers whose operating income from
sales of Cigarettes in the fifty United States, the District of Columbia and Puerto Rico for the year for which the Base
Payment is being adjusted is greater than their respective operating income from such sales of Cigarettes (including operating
income from such sales of any of their Affiliates that do not continue to have such sales after the MSA Execution Date) in
1996 (as increased for inflation as provided in Exhibit C hereto beginning December 31, 1996 to be applied for each year
after 1996); and

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

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

(D) For purposes of this Exhibit, shipments shall be measured as provided in subsection II(mm).
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EXHIBIT F
POTENTIAL LEGISLATION NOT TO BE OPPOSED

1. Limitations on Youth access to vending machines.

2. Inclusion of cigars within the definition of tobacco products.

3. Enhancement of enforcement efforts to identify and prosecute violations of laws prohibiting retail sales to Youth.

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

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

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

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

8. Limitations on non-tobacco products which are designed to look like tobacco products, such as bubble gum cigars,
candy cigarettes, etc.
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EXHIBIT G
OBLIGATIONS OF THE TOBACCO INSTITUTE

UNDER THE MASTER SETTLEMENT AGREEMENT
(a)  Upon court approval of a plan of dissolution The Tobacco Institute (“TI”) will:

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

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

(3)  Leases.  Terminate all leaseholds at the earliest possible date pursuant to the leases; provided, however,
that TI may retain or lease anew such space (or lease other space) as needed for its wind-down activities, for TITL testing as
described herein, and for subsequent litigation defense activities.  Immediately upon execution of this Agreement, TI will
provide notice to each of its landlords of its desire to terminate its lease with such landlord, and will request that the landlord
take all steps to re-lease the premises at the earliest possible date consistent with TI’s performance of its obligations
hereunder.  TI will vacate such leasehold premises as soon as they are re-leased or on the last day of wind-down, whichever
occurs first.

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

(c)  Documents.  Subject to the privacy protections provided by New York Public Officers Law §§ 91-99, TI will
provide a copy of or otherwise make available to the State of New York all documents in its possession, excluding those that
TI continues to claim to be subject to any attorney-client privilege, attorney work product protection, common interest/joint
defense privilege or any other applicable privilege (collectively, “privilege”) after the re-examination of privilege claims
pursuant to court order in State of Oklahoma v. R.J. Reynolds Tobacco Company, et al., CJ-96-2499-L (Dist. Ct., Cleveland
County) (the “Oklahoma action”):

(1)  TI will deliver to the Attorney General of the State of New York a copy of the privilege log served by it
in the Oklahoma action.  Upon a written request by the Attorney General, TI will deliver an updated version of its privilege
log, if any such updated version exists.

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

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

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

(e)  Defense of Litigation.  Pursuant to Section 1006 of the New York Not-for-Profit Corporations Law, TI will have
the right to continue to defend its litigation interests with respect to any claims against it that are pending or threatened now
or that are brought or threatened in the future.  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 consultants, preparing for and defending itself at
trial, settling any claims asserted against it, intervening or otherwise participating in litigation to protect interests that it
deems significant to its defense, and otherwise directing or conducting its defense.  Pursuant to existing joint defense
agreements, TI may continue to assist its current or former members in defense of any litigation brought or threatened against
them.  TI also may enter into any new joint defense agreement or agreements that it deems significant to its defense of
pending or threatened claims.  TI may continue to engage such employees as reasonably needed for the sole purpose of
directing and supporting its defense of ongoing litigation.  As soon as TI has no litigation pending against it, it will dissolve
completely and will cease all functions consistent with the requirements of law.
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(f)  No public statement.  Except as necessary in the course of litigation defense as set forth in section (e) above,
upon court approval of a plan of dissolution, neither TI nor any of its employees or agents acting in their official capacity
on behalf of TI will issue any statements, press releases, or other public statement concerning tobacco.

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

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

(i)  Jurisdiction.  After the filing of a Certificate of Dissolution, pursuant to Section 1004 of the New York Not-for-
Profit Corporation Law, the Supreme Court for the State of New York will have continuing jurisdiction over the dissolution
of TI and the winding-down of TI’s activities, including any litigation-related activities described in subsection (e) herein.

(j)  No Determination or Admission.  The dissolution of TI and any proceedings taken hereunder are not intended to
be and shall not in any event be construed as, deemed to be, or represented or caused to 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 current
or former members or anyone acting on their behalf.  TI specifically disclaims and denies any liability or wrongdoing
whatsoever with respect to the claims and allegations asserted against it by the Attorneys General of the Settling States.

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

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

(2)  if the Original Participating Manufacturers elect not to proceed with the court-modified dissolution
plan, the Original Participating Manufacturers will be released from any obligations or undertakings under this Agreement or
this schedule with respect to TI; provided, however, that the Original Participating Manufacturers will engage in good faith
negotiations with the New York Attorney General to agree upon the term or terms of the dissolution plan that the court may
have modified in an effort to agree upon a dissolution plan that may be resubmitted for the court’s consideration.
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EXHIBIT H
DOCUMENT PRODUCTION

Section 1.

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

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

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

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

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

46 FTC 706

48 FTC 82

46 FTC 735

47 FTC 1393

108 F. Supp. 573

55 FTC 354

56 FTC 96

79 FTC 255

80 FTC 455

Investigation #8023069

Investigation #8323222

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

Section 2.

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

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

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

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

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

(f)  Broin v. R.J. Reynolds, No. 91-49738 CA (22) (11th Judicial Ct., Dade County, Florida)
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EXHIBIT I
INDEX AND SEARCH FEATURES FOR DOCUMENT WEBSITE

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

(b)  The searchable indices of documents on these websites will include:

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

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

Document ID Master ID

Other Number Document Date

Primary Type Other Type

Person Attending Person Noted

Person Author Person Recipient

Person Copied Person Mentioned

Organization Author Organization Recipient

Organization Copied Organization Mentioned

Organization Attending Organization Noted

Physical Attachment 1 Physical Attachment 2

Characteristics File Name

Site Area

Verbatim Title Old Brand

Primary Brand Mentioned Brand

Page Count

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

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

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

Section A
Fund Purpose

Section 1

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

Section 2

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

Section 3

The purpose of the Fund is:  (1) to enforce and implement the terms of the Agreement, in particular, by partial
payment of the monetary costs of the Independent Auditor as contemplated by the Agreement; and (2) to provide monetary
assistance to the various states’ attorneys general:  (A) to investigate and/or litigate suspected violations of the Agreement
and/or Consent Decree; (B) to investigate and/or litigate suspected violations of state and/or federal antitrust or consumer
protection laws with respect to the manufacture, use, marketing and sales of tobacco products; and (C) to enforce the
Qualifying Statute (“Qualifying Actions”).  The Special Committee shall entertain requests only from Settling States for
disbursement from the fund associated with a Qualifying Action (“Grant Application”).

Section B
Administration Standards Relative to Grant Applications

Section 1

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

Section 2

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

Section 3

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

Section 4

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

Section 5

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

Section 6

The Fund shall be maintained in a federally insured depository institution located in Washington, D.C.  Funds may
be invested in federal government-backed vehicles.  The Fund shall be regularly reported on NAAG financial statements and
subject to annual audit.

Section 7

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

Section 8

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

Section 9

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

Section 10

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

Section 11

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

Section 12

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

Section 13

The Special Committee shall endeavor to maintain the Fund for as long a term as is consistent with the purpose of
the Fund.  The Special Committee will limit the total amount of grants made to a single state to no more than $500,000.00.
The Special Committee will not award a single grant in excess of $200,000.00, unless the grant involves more than one state,
in which case, a single grant so made may not total more than $300,000.00.  The Special Committee may, in its discretion
and by unanimous vote, decide to waive these limitations if it determines that special circumstances exist.  Such decision,
however, shall not be effective unless ratified by a two-thirds majority vote of the NAAG executive committee.

Section C
Grant Application Procedures

Section 1

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

Section 2

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

Section 3

Grant Applications must include the following:

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

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

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

(D)  The amount requested.

(E)  A directive as to how disbursements from the Fund should be made, e.g., either directly to a supplier of
services (consultants, experts, witnesses, and the like), to the Attorney General’s office directly, or in the case of multi-state
action, to one or more Attorneys General’s offices designated as a recipient of the monies.
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(F)  A statement that the applicant Attorney(s) General will, to the extent permitted by law, pay back to
the Fund all, or as much as is possible, of the monies received, upon receipt of any monetary recovery obtained in the
contemplated/pending litigation or settlement of the action.

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

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

Section 4

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

Section 5

The Special Committee will endeavor to act upon all complete and properly submitted Grant Applications within 30
days of receipt of said applications.

Section D

Other Disbursements from the Fund
Section 1

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

Section E

Administrative Costs
Section 1

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

Philip Morris Incorporated 68.0000000%

Brown & Williamson Tobacco Corporation 17.9000000%

Lorillard Tobacco Company 7.3000000%

R.J. Reynolds Tobacco Company    6.8000000%

Total 100.0000000%
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EXHIBIT L
MODEL CONSENT DECREE

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

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - x

STATE OF [XXXXXXXXXXX],

Plaintiff,
   v.

[XXXXXX XXXXX XXXX], et al.,
Defendants.

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - x

CAUSE NO.  XXXXXX

CONSENT DECREE AND FINAL JUDGMENT

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

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

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

WHEREAS, the parties desire to resolve this action in a manner which appropriately addresses the State’s public
health concerns, while conserving the parties’ resources, as well as those of the Court, which would otherwise be expended in
litigating a matter of this magnitude; and

WHEREAS, the Court has made no determination of any violation of law, this Consent Decree and Final Judgment
being entered prior to the taking of any testimony and without trial or final adjudication of any issue of fact or law;

NOW, THEREFORE, IT IS HEREBY ORDERED, ADJUDGED AND DECREED, AS FOLLOWS:

I.  JURISDICTION AND VENUE
This Court has jurisdiction over the subject matter of this action and over each of the Participating Manufacturers.

Venue is proper in this [county/district].

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

III.  APPLICABILITY
A.  This Consent Decree and Final Judgment applies only to the Participating Manufacturers in their corporate

capacity acting through their respective successors and assigns, directors, officers, employees, agents, subsidiaries, divisions,
or other internal organizational units of any kind or any other entities acting in concert or participation with them.  The
remedies, penalties and sanctions that may be imposed or assessed in connection with a violation of this Consent Decree and
Final Judgment (or any order issued in connection herewith) shall only apply to the Participating Manufacturers, and shall not
be imposed or assessed against any employee, officer or director of any Participating Manufacturer, or against any other
person or entity as a consequence of such violation, and there shall be no jurisdiction under this Consent Decree and Final
Judgment to do so.

B.  This Consent Decree and Final Judgment is not intended to and does not vest standing in any third party with
respect to the terms hereof.  No portion of this Consent Decree and Final Judgment shall provide any rights to, or be
enforceable by, any person or entity other than the State of [name of Settling State] or a Released Party.  The State of [name
of Settling State] may not assign or otherwise convey any right to enforce any provision of this Consent Decree and Final
Judgment.

IV.  VOLUNTARY ACT OF THE PARTIES
The parties hereto expressly acknowledge and agree that this Consent Decree and Final Judgment is voluntarily

entered into as the result of arm’s-length negotiation, and all parties hereto were represented by counsel in deciding to enter
into this Consent Decree and Final Judgment.

V.  INJUNCTIVE AND OTHER EQUITABLE RELIEF
Each Participating Manufacturer is permanently enjoined from:
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A.  Taking any action, directly or indirectly, to target Youth within the State of [name of Settling State] in the
advertising, promotion or marketing of Tobacco Products, or taking any action the primary purpose of which is to initiate,
maintain or increase the incidence of Youth smoking within the State of [name of Settling State].

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

C.  After 30 days after the MSA Execution Date, making or causing to be made any payment or other consideration
to any other person or entity to use, display, make reference to or use as a prop within the State of [name of Settling State]
any Tobacco Product, Tobacco Product package, advertisement for a Tobacco Product, or any other item bearing a Brand
Name in any Media; provided, however, that the foregoing prohibition shall not apply to (1) Media where the audience or
viewers are within an Adult-Only Facility (provided such Media are not visible to persons outside such Adult-Only Facility);
(2) Media not intended for distribution or display to the public; (3) instructional Media concerning non-conventional
cigarettes viewed only by or provided only to smokers who are Adults; and (4) actions taken by any Participating
Manufacturer in connection with a Brand Name Sponsorship permitted pursuant to subsections III(c)(2)(A) and
III(c)(2)(B)(i) of the Agreement, and use of a Brand Name to identify a Brand Name Sponsorship permitted by subsection
III(c)(2)(B)(ii).

D.  Beginning July 1, 1999, marketing, distributing, offering, selling, licensing or causing to be marketed,
distributed, offered, sold, or licensed (including, without limitation, by catalogue or direct mail), within the State of [name of
Settling State], any apparel or other merchandise (other than Tobacco Products, items the sole function of which is to
advertise Tobacco Products, or written or electronic publications) which bears a Brand Name.  Provided, however, that
nothing in this section shall (1) require any Participating Manufacturer to breach or terminate any licensing agreement or
other contract in existence as of June 20, 1997 (this exception shall not apply beyond the current term of any existing
contract, without regard to any renewal or option term that may be exercised by such Participating Manufacturer); (2)
prohibit the distribution to any Participating Manufacturer’s employee who is not Underage of any item described above that
is intended for the personal use of such an employee; (3) require any Participating Manufacturer to retrieve, collect or
otherwise recover any item that prior to the MSA Execution Date was marketed, distributed, offered, sold, licensed or caused
to be marketed, distributed, offered, sold or licensed by such Participating Manufacturer; (4) apply to coupons or other items
used by Adults solely in connection with the purchase of Tobacco Products; (5) apply to apparel or other merchandise used
within an Adult-Only Facility that is not distributed (by sale or otherwise) to any member of the general public; or (6) apply
to apparel or other merchandise (a) marketed, distributed, offered, sold, or licensed at the site of a Brand Name Sponsorship
permitted pursuant to subsection III(c)(2)(A) or III(c)(2)(B)(i) of the Agreement by the person to which the relevant
Participating Manufacturer has provided payment in exchange for the use of the relevant Brand Name in the Brand Name
Sponsorship or a third-party that does not receive payment from the relevant Participating Manufacturer (or any Affiliate of
such Participating Manufacturer) in connection with the marketing, distribution, offer, sale or license of such apparel or other
merchandise, or (b) used at the site of a Brand Name Sponsorship permitted pursuant to subsections III(c)(2)(A) or
III(c)(2)(B)(i) of the Agreement (during such event) that are not distributed (by sale or otherwise) to any member of the
general public.

E.  After the MSA Execution Date, distributing or causing to be distributed within the State of [name of Settling
State] any free samples of Tobacco Products except in an Adult-Only Facility.  For purposes of this Consent Decree and
Final Judgment, a “free sample” does not include a Tobacco Product that is provided to an Adult in connection with (1) the
purchase, exchange or redemption for proof of purchase of any Tobacco Products (including, but not limited to, a free offer in
connection with the purchase of Tobacco Products, such as a “two-for-one” offer), or (2) the conducting of consumer testing
or evaluation of Tobacco Products with persons who certify that they are Adults.

F.  Using or causing to be used as a brand name of any Tobacco Product pursuant to any agreement requiring the
payment of money or other valuable consideration, any nationally recognized or nationally established brand name or trade
name of any non-tobacco item or service or any 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 [name of Settling State] any pack or other container of Cigarettes
containing fewer than 20 Cigarettes (or, in the case of roll-your-own tobacco, any package of roll-your-own tobacco
containing less than 0.60 ounces of tobacco); and, after 150 days after the MSA Execution Date and through and including
December 31, 2001, selling or distributing within the State of [name of Settling State] any pack or other container of
Cigarettes containing fewer than 20 Cigarettes (or, in the case of roll-your-own tobacco, any package of roll-your-own
tobacco containing less than 0.60 ounces of tobacco).

H.  Entering into any contract, combination or conspiracy with any other Tobacco Product Manufacturer that has the
purpose or effect of:  (1) limiting competition in the production or distribution of information about health hazards or other
consequences of the use of their products; (2) limiting or suppressing research into smoking and health; or (3) limiting or
suppressing research into the marketing or development of new products.  Provided, however, that nothing in the preceding
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sentence shall be deemed to (1) require any Participating Manufacturer to produce, distribute or otherwise disclose any
information that is subject to any privilege or protection; (2) preclude any Participating Manufacturer from entering into
any joint defense or joint legal interest agreement or arrangement (whether or not in writing), or from asserting any
privilege pursuant thereto; or (3) impose any affirmative obligation on any Participating Manufacturer to conduct any
research.

I.  Making any material misrepresentation of fact regarding the health consequences of using any Tobacco Product,
including any tobacco additives, filters, paper or other ingredients.  Provided, however, that nothing in the preceding sentence
shall limit the exercise of any First Amendment right or the assertion of any defense or position in any judicial, legislative or
regulatory forum.

VI.  MISCELLANEOUS PROVISIONS
A.  Jurisdiction of this case is retained by the Court for the purposes of implementing and enforcing the Agreement

and this Consent Decree and Final Judgment and enabling the continuing proceedings contemplated herein.  Whenever
possible, the State of [name of Settling State] and the Participating Manufacturers shall seek to resolve any issue that may
exist as to compliance with this Consent Decree and Final Judgment by discussion among the appropriate designees named
pursuant to subsection XVIII(m) of the Agreement.  The State of [name of Settling State] and/or any Participating
Manufacturer may apply to the Court at any time for further orders and directions as may be necessary or appropriate for the
implementation and enforcement of this Consent Decree and Final Judgment.  Provided, however, that with regard to
subsections V(A) and V(I) of this Consent Decree and Final Judgment, the Attorney General shall issue a cease and desist
demand to the Participating Manufacturer that the Attorney General believes is in violation of either of such sections at least
ten Business Days before the Attorney General applies to the Court for an order to enforce such subsections, unless the
Attorney General reasonably determines that either a compelling time-sensitive public health and safety concern requires
more immediate action or the Court has previously issued an Enforcement Order to the Participating Manufacturer in
question for the same or a substantially similar action or activity.  For any claimed violation of this Consent Decree and Final
Judgment, in determining whether to seek an order for monetary, civil contempt or criminal sanctions for any claimed
violation, the Attorney General shall give good-faith consideration to whether:  (1) the Participating Manufacturer that is
claimed to have committed the violation has taken appropriate and reasonable steps to cause the claimed violation to be
cured, unless that party has been guilty of a pattern of violations of like nature; and (2) a legitimate, good-faith dispute exists
as to the meaning of the terms in question of this Consent Decree and Final Judgment.  The Court in any case in its discretion
may determine not to enter an order for monetary, civil contempt or criminal sanctions.

B.  This Consent Decree and Final Judgment is not intended to be, and shall not in any event be construed as, or
deemed to be, an admission or concession or evidence of (1) any liability or any wrongdoing whatsoever on the part of any
Released Party or that any Released Party has engaged in any of the activities barred by this Consent Decree and Final
Judgment; or (2) personal jurisdiction over any person or entity other than the Participating Manufacturers.  Each
Participating Manufacturer specifically disclaims and denies any liability or wrongdoing whatsoever with respect to the
claims and allegations asserted against it in this action, and has stipulated to the entry of this Consent Decree and Final
Judgment solely to avoid the further expense, inconvenience, burden and risk of litigation.

C.  Except as expressly provided otherwise in the Agreement, this Consent Decree and Final Judgment shall not be
modified (by this Court, by any other court or by any other means) unless the party seeking modification demonstrates, by
clear and convincing evidence, that it will suffer irreparable harm from new and unforeseen conditions.  Provided, however,
that the provisions of sections III, V, VI and VII of this Consent Decree and Final Judgment shall in no event be subject to
modification without the consent of the State of [name of Settling State] and all affected Participating Manufacturers.  In the
event that any of the sections of this Consent Decree and Final Judgment enumerated in the preceding sentence are modified
by this Court, by any other court or by any other means without the consent of the State of [name of Settling State] and all
affected Participating Manufacturers, then this Consent Decree and Final Judgment shall be void and of no further effect.
Changes in the economic conditions of the parties shall not be grounds for modification.  It is intended that the Participating
Manufacturers will comply with this Consent Decree and Final Judgment as originally entered, even if the Participating
Manufacturers’ obligations hereunder are greater than those imposed under current or future law (unless compliance with this
Consent Decree and Final Judgment would violate such law).  A change in law that results, directly or indirectly, in more
favorable or beneficial treatment of any one or more of the Participating Manufacturers shall not support modification of this
Consent Decree and Final Judgment.

D.  In any proceeding which results in a finding that a Participating Manufacturer violated this Consent Decree and
Final Judgment, the Participating Manufacturer or Participating Manufacturers found to be in violation shall pay the State’s
costs and attorneys’ fees incurred by the State of [name of Settling State] in such proceeding.

E.  The remedies in this Consent Decree and Final Judgment are cumulative and in addition to any other remedies
the State of [name of Settling State] may have at law or equity, including but not limited to its rights under the Agreement.
Nothing herein shall be construed to prevent the State from bringing an action with respect to conduct not released pursuant
to the Agreement, even though that conduct may also violate this Consent Decree and Final Judgment.  Nothing in this
Consent Decree and Final Judgment is intended to create any right for [name of Settling State] to obtain any Cigarette
product formula that it would not otherwise have under applicable law.
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F.  No party shall be considered the drafter of this Consent Decree and Final Judgment for the purpose of any
statute, case law or rule of interpretation or construction that would or might cause any provision to be construed against
the drafter.  Nothing in this Consent Decree and Final Judgment shall be construed as approval by the State of [name of
Settling State] of the Participating Manufacturers’ business organizations, operations, acts or practices, and the Participating
Manufacturers shall make no representation to the contrary.

G.  The settlement negotiations resulting in this Consent Decree and Final Judgment have been undertaken in good
faith and for settlement purposes only, and no evidence of negotiations or discussions underlying this Consent Decree and
Final Judgment shall be offered or received in evidence in any action or proceeding for any purpose.  Neither this Consent
Decree and Final Judgment nor any public discussions, public statements or public comments with respect to this Consent
Decree and Final Judgment by the State of [name of Settling State] or any Participating Manufacturer or its agents shall be
offered or received in evidence in any action or proceeding for any purpose other than in an action or proceeding arising
under or relating to this Consent Decree and Final Judgment.

H.  All obligations of the Participating Manufacturers pursuant to this Consent Decree and Final Judgment
(including, but not limited to, all payment obligations) are, and shall remain, several and not joint.

I.  The provisions of this Consent Decree and Final Judgment are applicable only to actions taken (or omitted to be
taken) within the States.  Provided, however, that the preceding sentence shall not be construed as extending the territorial
scope of any provision of this Consent Decree and Final Judgment whose scope is otherwise limited by the terms thereof.

J.  Nothing in subsection V(A) or V(I) of this Consent Decree shall create a right to challenge the continuation, after
the MSA Execution Date, of any advertising content, claim or slogan (other than use of a Cartoon) that was not unlawful
prior to the MSA Execution Date.

K.  If the Agreement terminates in this State for any reason, then this Consent Decree and Final Judgment shall be
void and of no further effect.

VII.  FINAL DISPOSITION
A.  The Agreement, the settlement set forth therein, and the establishment of the escrow provided for therein are

hereby approved in all respects, and all claims are hereby dismissed with prejudice as provided therein.

B.  The Court finds that the person[s] signing the Agreement have full and complete authority to enter into the
binding and fully effective settlement of this action as set forth in the Agreement.  The Court further finds that entering into
this settlement is in the best interests of the State of [name of Settling State].

LET JUDGMENT BE ENTERED ACCORDINGLY

DATED this _____ day of ______________, 1998.

M-1

EXHIBIT M
LIST OF PARTICIPATING MANUFACTURERS’ LAWSUITS

AGAINST THE SETTLING STATES

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

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

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

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

5. Philip Morris, et al. v. William H. Sorrell, et al., No. 1:98-ev-132, United States District Court for the District of
Vermont
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EXHIBIT N
LITIGATING POLITICAL SUBDIVISIONS

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

2. County of Erie v. The Tobacco Institute, Inc. et al., Supreme Court of the State of New York, County of Erie, Index
No. I 1997/359

3. County of Los Angeles v. R.J. Reynolds Tobacco Co. et al., San Diego Superior Court, No. 707651

4. The People v. Philip Morris, Inc. et al., San Francisco Superior Court, No. 980864

5. County of Cook v. Philip Morris, Inc. et al., Circuit Court of Cook County, Ill., No. 97-L-4550
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EXHIBIT O
MODEL STATE FEE PAYMENT AGREEMENT

This STATE Fee Payment Agreement (the “STATE Fee Payment Agreement”) is entered into as of _________,
_____ between and among the Original Participating Manufacturers and STATE Outside Counsel (as defined herein), to
provide for payment of attorneys’ fees pursuant to Section XVII of the Master Settlement Agreement (the “Agreement”).

WITNESSETH:

WHEREAS, the State of STATE and the Original Participating Manufacturers have entered into the Agreement to
settle and resolve with finality all Released Claims against the Released Parties, including the Original Participating
Manufacturers, as set forth in the Agreement; and

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

NOW, THEREFORE, BE IT KNOWN THAT, in consideration of the mutual agreement of the State of STATE and
the Original Participating Manufacturers to the terms of the Agreement and of the mutual agreement of STATE Outside
Counsel and the Original Participating Manufacturers to the terms of this STATE Fee Payment Agreement, and such other
consideration described herein, the Original Participating Manufacturers and STATE Outside Counsel agree as follows:

SECTION 1.  Definitions.

All definitions contained in the Agreement are incorporated by reference herein, except as to terms specifically
defined herein.

(a)  “Action” means the lawsuit identified in Exhibit D, M or N to the Agreement that has been brought by or against
the State of STATE [or Litigating Political Subdivision].

(b)  “Allocated Amount” means the amount of any Applicable Quarterly Payment allocated to any Private Counsel
(including STATE Outside Counsel) pursuant to section 17 hereof.

(c)  “Allocable Liquidated Share” means, in the event that the sum of all Payable Liquidated Fees of Private Counsel
as of any date specified in section 8 hereof exceeds the Applicable Liquidation Amount for any payment described therein, a
percentage share of the Applicable Liquidation Amount equal to the proportion of (i) the amount of the Payable Liquidated
Fee of STATE Outside Counsel to (ii) the sum of Payable Liquidated Fees of all Private Counsel.

(d)  “Applicable Liquidation Amount” means, for purposes of the payments described in section 8 hereof —

(i)  for the payment described in subsection (a) thereof, $125 million;

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

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

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

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

(vi)  for each of the first, second and third quarterly payments for any calendar year described in subsection
(f) thereof, $62.5 million; and

(vii)  for each of the fourth calendar quarterly payments for any calendar year described in subsection (f)
thereof, the difference between (A) $250 million and (B) the sum of all amounts paid in satisfaction of all Payable Liquidated
Fees of Outside Counsel with respect to the preceding calendar quarters of the calendar year.

(e)  “Application” means a written application for a Fee Award submitted to the Panel, as well as all supporting
materials (which may include video recordings of interviews).

(f)  “Approved Cost Statement” means both (i) a Cost Statement that has been accepted by the Original Participating
Manufacturers; and (ii) in the event that a Cost Statement submitted by STATE Outside Counsel is disputed, the
determination by arbitration pursuant to subsection (b) of section 19 hereof as to the amount of the reasonable costs and
expenses of STATE Outside Counsel.

(g)  “Cost Statement” means a signed and attested statement of reasonable costs and expenses of Outside Counsel
for any action identified on Exhibit D, M or N to the Agreement that has been brought by or against a Settling State or
Litigating Political Subdivision.
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(h)  “Designated Representative” means the person designated in writing, by each person or entity identified in
Exhibit S to the Agreement [by the Attorney General of the State of STATE or as later certified in writing by the
governmental prosecuting authority of the Litigating Political Subdivision], to act as their agent in receiving payments
from the Original Participating Manufacturers for the benefit of STATE Outside Counsel pursuant to sections 8, 16 and 19
hereof, as applicable.

(i)  “Director” means the Director of the Private Adjudication Center of the Duke University School of Law or such
other person or entity as may be chosen by agreement of the Original Participating Manufacturers and the Committee
described in the second sentence of paragraph (b)(ii) of section 11 hereof.

(j)  “Eligible Counsel” means Private Counsel eligible to be allocated a part of a Quarterly Fee Amount pursuant to
section 17 hereof.

(k)  “Federal Legislation” means federal legislation that imposes an enforceable obligation on Participating
Defendants to pay attorneys’ fees with respect to Private Counsel.

(l)  “Fee Award” means any award of attorneys’ fees by the Panel in connection with a Tobacco Case.

(m)  “Liquidated Fee” means an attorneys’ fee for Outside Counsel for any action identified on Exhibit D, M or N to
the Agreement that has been brought by or against a Settling State or Litigating Political Subdivision, in an amount agreed
upon by the Original Participating Manufacturers and such Outside Counsel.

(n)  “Outside Counsel” means all those Private Counsel identified in Exhibit S to the Agreement.

(o)  “Panel” means the three-member arbitration panel described in section 11 hereof.

(p)  “Party” means (i) STATE Outside Counsel and (ii) an Original Participating Manufacturer.

(q)  “Payable Cost Statement” means the unpaid amount of a Cost Statement as to which all conditions precedent to
payment have been satisfied.

(r)  “Payable Liquidated Fee” means the unpaid amount of a Liquidated Fee as to which all conditions precedent to
payment have been satisfied.

(s)  “Previously Settled States” means the States of Mississippi, Florida and Texas.

(t)  “Private Counsel” means all private counsel for all plaintiffs in a Tobacco Case (including STATE Outside
Counsel).

(u)  “Quarterly Fee Amount” means, for purposes of the quarterly payments described in sections 16, 17 and 18
hereof —

(i)  for each of the first, second and third calendar quarters of any calendar year beginning with the first
calendar quarter of 1999 and ending with the third calendar quarter of 2008, $125 million;

(ii)  for each fourth calendar quarter of any calendar year beginning with the fourth calendar quarter of
1999 and ending with the fourth calendar quarter of 2003, the sum of (A) $125 million and (B) the difference, if any, between
(1) $375 million and (2) the sum of all amounts paid in satisfaction of all Fee Awards of Private Counsel during such
calendar year, if any;

(iii)  for each fourth calendar quarter of any calendar year beginning with the fourth calendar quarter of
2004 and ending with the fourth calendar quarter of 2008, the sum of (A) $125 million; (B) the difference between (1) $375
million; and (2) the sum of all amounts paid in satisfaction of all Fee Awards of Private Counsel during such calendar year, if
any; and (C) the difference, if any, between (1) $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 Outside Counsel pursuant to section 8 hereof, if any;

(iv)  for each of the first, second and third calendar quarters of any calendar year beginning with the first
calendar quarter of 2009, $125 million; and

(v)  for each fourth calendar quarter of any calendar year beginning with the fourth calendar quarter of
2009, the sum of (A) $125 million and (B) the difference, if any, between (1) $375 million and (2) the sum of all amounts
paid in satisfaction of all Fee Awards of Private Counsel during such calendar year, if any.

(v)  “Related Persons” means each Original Participating Manufacturer’s past, present and future Affiliates,
divisions, officers, directors, employees, representatives, insurers, lenders, underwriters, Tobacco-Related Organizations,
trade associations, suppliers, agents, auditors, advertising agencies, public relations entities, attorneys, retailers and
distributors (and the predecessors, heirs, executors, administrators, successors and assigns of each of the foregoing).

(w)  “State of STATE” means the [applicable Settling State or the Litigating Political Subdivision], any of its past,
present and future agents, officials acting in their official capacities, legal representatives, agencies, departments,
commissions and subdivisions.

(x)  “STATE Outside Counsel” means all persons or entities identified in Exhibit S to the Agreement by the Attorney
General of State of STATE [or as later certified by the office of the governmental prosecuting authority for the Litigating
Political Subdivision] as having been retained by and having represented the STATE in connection with the Action, acting
collectively by unanimous decision of all such persons or entities.

O-3

(y)  “Tobacco Case” means any tobacco and health case (other than a non-class action personal injury case
brought directly by or on behalf of a single natural person or the survivor of such person or for wrongful death, or any non-
class action consolidation of two or more such cases).

(z)  “Unpaid Fee” means the unpaid portion of a Fee Award.

SECTION 2.  Agreement to Pay Fees.

The Original Participating Manufacturers will pay reasonable attorneys’ fees to STATE Outside Counsel for their
representation of the State of STATE in connection with the Action, as provided herein and subject to the Code of
Professional Responsibility of the American Bar Association.  Nothing herein shall be construed to require the Original
Participating Manufacturers to pay any attorneys’ fees other than (i) a Liquidated Fee or a Fee Award and (ii) a Cost
Statement, as provided herein, nor shall anything herein require the Original Participating Manufacturers to pay any
Liquidated Fee, Fee Award or Cost Statement in connection with any litigation other than the Action.

SECTION 3.  Exclusive Obligation of the Original Participating Manufacturers.

The provisions set forth herein constitute the entire obligation of the Original Participating Manufacturers with
respect to payment of attorneys’ fees of STATE Outside Counsel (including costs and expenses) in connection with the
Action and the exclusive means by which STATE Outside Counsel or any other person or entity may seek payment of fees
by the Original Participating Manufacturers or Related Persons in connection with the Action.  The Original Participating
Manufacturers shall have no obligation pursuant to Section XVII of the Agreement to pay attorneys’ fees in connection with
the Action to any counsel other than STATE Outside Counsel, and they shall have no other obligation to pay attorneys’ fees
to or otherwise to compensate STATE Outside Counsel, any other counsel or representative of the State of STATE or the
State of STATE itself with respect to attorneys’ fees in connection with the Action.

SECTION 4.  Release.

(a)  Each person or entity identified in Exhibit S to the Agreement by the Attorney General of the State of STATE
[or as certified by the office of the governmental prosecuting authority for the Litigating Political Subdivision] hereby
irrevocably releases the Original Participating Manufacturers and all Related Persons from any and all claims that such
person or entity ever had, now has or hereafter can, shall or may have in any way related to the Action (including but not
limited to any negotiations related to the settlement of the Action).  Such release shall not be construed as a release of any
person or entity as to any of the obligations undertaken herein in connection with a breach thereof.

(b)  In the event that STATE Outside Counsel and the Original Participating Manufacturers agree upon a Liquidated
Fee pursuant to section 7 hereof, it shall be a precondition to any payment by the Original Participating Manufacturers to the
Designated Representative pursuant to section 8 hereof that each person or entity identified in Exhibit S to the Agreement by
the Attorney General of the State of STATE [or as certified by the office of the governmental prosecuting authority for the
Litigating Political Subdivision] shall have irrevocably released all entities represented by STATE Outside Counsel in the
Action, as well as all persons acting by or on behalf of such entities (including the Attorney General [or the office of the
governmental prosecuting authority] and each other person or entity identified on Exhibit S to the Agreement by the Attorney
General [or the office of the governmental prosecuting authority]) from any and all claims that such person or entity ever had,
now has or hereafter can, shall or may have in any way related to the Action (including but not limited to any negotiations
related to the settlement of the Action).  Such release shall not be construed as a release of any person or entity as to any of
the obligations undertaken herein in connection with a breach thereof.

SECTION 5.  No Effect on STATE Outside Counsel’s Fee Contract.

The rights and obligations, if any, of the respective parties to any contract between the State of STATE and STATE
Outside Counsel shall be unaffected by this STATE Fee Payment Agreement except (a) insofar as STATE Outside Counsel
grant the release described in subsection (b) of section 4 hereof; and (b) to the extent that STATE Outside Counsel receive
any payments in satisfaction of a Fee Award pursuant to section 16 hereof, any amounts so received shall be credited, on a
dollar-for-dollar basis, against any amount payable to STATE Outside Counsel by the State of STATE [or the Litigating
Political Subdivision] under any such contract.

SECTION 6.  Liquidated Fees.

(a)  In the event that the Original Participating Manufacturers and STATE Outside Counsel agree upon the amount
of a Liquidated Fee, the Original Participating Manufacturers shall pay such Liquidated Fee, pursuant to the terms hereof.

(b)  The Original Participating Manufacturers’ payment of any Liquidated Fee pursuant to this STATE Fee Payment
Agreement shall be subject to (i) satisfaction of the conditions precedent stated in section 4 and paragraph (c)(ii) of section 7
hereof; and (ii) the payment schedule and the annual and quarterly aggregate national caps specified in sections 8 and 9
hereof, which shall apply to all payments made with respect to Liquidated Fees of all Outside Counsel.

SECTION 7.  Negotiation of Liquidated Fees.

(a)  If STATE Outside Counsel seek to be paid a Liquidated Fee, the Designated Representative shall so notify the
Original Participating Manufacturers.  The Original Participating Manufacturers may at any time make an offer of a
Liquidated Fee to the Designated Representative in an amount set by the unanimous agreement, and at the sole discretion, of
the Original Participating Manufacturers and, in any event, shall collectively make such an offer to the Designated
Representative no more than 60 Business Days after receipt of notice by the Designated Representative that STATE Outside
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Counsel seek to be paid a Liquidated Fee.  The Original Participating Manufacturers shall not be obligated to make an
offer of a Liquidated Fee in any particular amount.  Within ten Business Days after receiving such an offer, STATE
Outside Counsel shall either accept the offer, reject the offer or make a counteroffer.

(b)  The national aggregate of all Liquidated Fees to be agreed to by the Original Participating Manufacturers in
connection with the settlement of those actions indicated on Exhibits D, M and N to the Agreement shall not exceed one
billion two hundred fifty million dollars ($1,250,000,000).

(c)  If the Original Participating Manufacturers and STATE Outside Counsel agree in writing upon a Liquidated Fee:

(i)  STATE Outside Counsel shall not be eligible for a Fee Award;

(ii)  such Liquidated Fee shall not become a Payable Liquidated Fee until such time as (A) State-Specific
Finality has occurred in the State of STATE; (B) each person or entity identified in Exhibit S to the Agreement by the
Attorney General of the State of STATE [or as certified by the office of the governmental prosecuting authority of the
Litigating Political Subdivision] has granted the release described in subsection (b) of section 4 hereof; and (C) notice of the
events described in subparagraphs (A) and (B) of this paragraph has been provided to the Original Participating
Manufacturers.

(iii)  payment of such Liquidated Fee pursuant to sections 8 and 9 hereof (together with payment of costs
and expenses pursuant to section 19 hereof), shall be STATE Outside Counsel’s total and sole compensation by the Original
Participating Manufacturers in connection with the Action.

(d)  If the Original Participating Manufacturers and STATE Outside Counsel do not agree in writing upon a
Liquidated Fee, STATE Outside Counsel may submit an Application to the Panel for a Fee Award to be paid as provided in
sections 16, 17 and 18 hereof.

SECTION 8.  Payment of Liquidated Fee.

In the event that the Original Participating Manufacturers and STATE Outside Counsel agree in writing upon a
Liquidated Fee, and until such time as the Designated Representative has received payments in full satisfaction of such
Liquidated Fee —

(a)  On February 1, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payable Liquidated Fee before
January 15, 1999, each Original Participating Manufacturer shall severally pay to the Designated Representative its Relative
Market Share of the lesser of (i) the Payable Liquidated Fee of STATE Outside Counsel, (ii) $5 million or (iii) in the event
that the sum of all Payable Liquidated Fees of all Outside Counsel as of January 15, 1999 exceeds the Applicable Liquidation
Amount, the Allocable Liquidated Share of STATE Outside Counsel.

(b)  On August 1, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payable Liquidated Fee on or
after January 15, 1999 and before July 15, 1999, each Original Participating Manufacturer shall severally pay to the
Designated Representative its Relative Market Share of the lesser of (i) the Payable Liquidated Fee of STATE Outside
Counsel, (ii) $5 million or (iii) in the event that the sum of all Payable Liquidated Fees of all Outside Counsel that became
Payable Liquidated Fees on or after January 15, 1999 and before July 15, 1999 exceeds the Applicable Liquidation Amount,
the Allocable Liquidated Share of STATE Outside Counsel.

(c)  On December 15, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payable Liquidated Fee on
or after July 15, 1999 and before December 1, 1999, each Original Participating Manufacturer shall severally pay to the
Designated Representative its Relative Market Share of the lesser of (i) the Payable Liquidated Fee of STATE Outside
Counsel, (ii) $5 million or (iii) in the event that the sum of all Payable Liquidated Fees of all Outside Counsel that became
Payable Liquidated Fees on or after July 15, 1999 and before December 1, 1999 exceeds the Applicable Liquidation Amount,
the Allocable Liquidated Share of STATE Outside Counsel.

(d)  On December 15, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payable Liquidated Fee
before December 1, 1999, each Original Participating Manufacturer shall severally pay to the Designated Representative its
Relative Market Share of the lesser of (i) the Payable Liquidated Fee of STATE Outside Counsel, or (ii) $5 million or (iii) in
the event that the sum of all Payable Liquidated Fees of all Outside Counsel that become Payable Liquidated Fees before
December 1, 1999 exceeds the Applicable Liquidation Amount, the Allocable Liquidated Share of STATE Outside Counsel.

(e)  On December 15, 1999, if the Liquidated Fee of STATE Outside Counsel became a Payable Liquidated Fee
before December 1, 1999, each Original Participating Manufacturer shall severally pay to the Designated Representative its
Relative Market Share of the lesser of (i) the Payable Liquidated Fee of STATE Outside Counsel or (ii) in the event that the
sum of all Payable Liquidated Fees of all Outside Counsel that became Payable Liquidated Fees before December 1, 1999
exceeds the Applicable Liquidation Amount, the Allocable Liquidated Share of STATE Outside Counsel.

(f)  On the last day of each calendar quarter, beginning with the first calendar quarter of 2000 and ending with the
fourth calendar quarter of 2003, if the Liquidated Fee of STATE Outside Counsel became a Payable Liquidated Fee at least
15 Business Days prior to the last day of each such calendar quarter, each Original Participating Manufacturer shall severally
pay to the Designated Representative its Relative Market Share of the lesser of (i) the Payable Liquidated Fee of STATE
Outside Counsel or (ii) in the event that the sum of all Payable Liquidated Fees of all Outside Counsel as of the date 15
Business Days prior to the date of the payment in question exceeds the Applicable Liquidation Amount, the Allocable
Liquidated Share of STATE Outside Counsel.
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SECTION 9.  Limitations on Payments of Liquidated Fees.

Notwithstanding any other provision hereof, all payments by the Original Participating Manufacturers with
respect to Liquidated Fees shall be subject to the following:

(a)  Under no circumstances shall the Original Participating Manufacturers be required to make any payment that
would result in aggregate national payments of Liquidated Fees:

(i)  during 1999, totaling more than $250 million;

(ii)  with respect to any calendar quarter beginning with the first calendar quarter of 2000 and ending with
the fourth calendar quarter of 2003, totaling more than $62.5 million, except to the extent that a payment with respect to any
prior calendar quarter of any calendar year did not total $62.5 million; or

(iii)  with respect to any calendar quarter after the fourth calendar quarter of 2003, totaling more than zero.

(b)  The Original Participating Manufacturers’ obligations with respect to the Liquidated Fee of STATE Outside
Counsel, if any, shall be exclusively as provided in this STATE Fee Payment Agreement, and notwithstanding any other
provision of law, such Liquidated Fee shall not be entered as or reduced to a judgment against the Original Participating
Manufacturers or considered as a basis for requiring a bond or imposing a lien or any other encumbrance.

SECTION 10.  Fee Awards.

(a)  In the event that the Original Participating Manufacturers and STATE Outside Counsel do not agree in writing
upon a Liquidated Fee as described in section 7 hereof, the Original Participating Manufacturers shall pay, pursuant to the
terms hereof, the Fee Award awarded by the Panel to STATE Outside Counsel.

(b)  The Original Participating Manufacturers’ payment of any Fee Award pursuant to this STATE Fee Payment
Agreement shall be subject to the payment schedule and the annual and quarterly aggregate national caps specified in
sections 17 and 18 hereof, which shall apply to:

(i)  all payments of Fee Awards in connection with an agreement to pay fees as part of the settlement of any
Tobacco Case on terms that provide for payment by the Original Participating Manufacturers or other defendants acting in
agreement with the Original Participating Manufacturers (collectively, “Participating Defendants”) of fees with respect to any
Private Counsel, subject to an annual cap on payment of all such fees; and

(ii)  all payments of attorneys’ fees (other than fees for attorneys of Participating Defendants) pursuant to
Fee Awards for activities in connection with any Tobacco Case resolved by operation of Federal Legislation.

SECTION 11.  Composition of the Panel.

(a)  The first and the second members of the Panel shall both be permanent members of the Panel and, as such, will
participate in the determination of all Fee Awards.  The third Panel member shall not be a permanent Panel member, but
instead shall be a state-specific member selected to determine Fee Awards on behalf of Private Counsel retained in
connection with litigation within a single state.  Accordingly, the third, state-specific member of the Panel for purposes of
determining Fee Awards with respect to litigation in the State of STATE shall not participate in any determination as to any
Fee Award with respect to litigation in any other state (unless selected to participate in such determinations by such persons
as may be authorized to make such selections under other agreements).

(b)  The members of the Panel shall be selected as follows:

(i)  The first member shall be the natural person selected by Participating Defendants.

(ii)  The second member shall be the person jointly selected by the agreement of Participating Defendants
and a majority of the committee described in the fee payment agreements entered in connection with the settlements of the
Tobacco Cases brought by the Previously Settled States.  In the event that the person so selected is unable or unwilling to
continue to serve, a replacement for such member shall be selected by agreement of the Original Participating Manufacturers
and a majority of the members of a committee composed of the following members:  Joseph F. Rice, Richard F. Scruggs,
Steven W. Berman, Walter Umphrey, one additional representative, to be selected in the sole discretion of NAAG, and two
representatives of Private Counsel in Tobacco Cases, to be selected at the sole discretion of the Original Participating
Manufacturers.

(iii)  The third, state-specific member for purposes of determining Fee Awards with respect to litigation in
the State of STATE shall be a natural person selected by STATE Outside Counsel, who shall notify the Director and the
Original Participating Manufacturers of the name of the person selected.

SECTION 12.  Application of STATE Outside Counsel.

(a)  STATE Outside Counsel shall make a collective Application for a single Fee Award, which shall be submitted
to the Director.  Within five Business Days after receipt of the Application by STATE Outside Counsel, the Director shall
serve the Application upon the Original Participating Manufacturers and the STATE.  The Original Participating
Manufacturers shall submit all materials in response to the Application to the Director by the later of (i) 60 Business Days
after service of the Application upon the Original Participating Manufacturers by the Director, (ii) five Business Days after
the date of State-Specific Finality in the State of STATE or (iii) five Business Days after the date on which notice of the
name of the third, state-specific panel member described in paragraph (b)(iii) of section 11 hereof has been provided to the
Director and the Original Participating Manufacturers.
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(b)  The Original Participating 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
Director, the Panel, the State of STATE, the Original Participating Manufacturers and STATE Outside Counsel shall
preserve the confidentiality of any attorney work-product materials or other similar confidential information that may be
submitted.

(c)  The Director shall forward the Application of STATE Outside Counsel, as well as all written materials relating
to such Application that have been submitted by the Original Participating Manufacturers pursuant to subsection (b) of this
section, to the Panel within five Business Days after the later of (i) the expiration of the period for the Original Participating
Manufacturers to submit such materials or (ii) the earlier of (A) the date on which the Panel issues a Fee Award with respect
to any Application of other Private Counsel previously forwarded to the Panel by the Director or (B) 30 Business Days after
the forwarding to the Panel of the Application of other Private Counsel most recently forwarded to the Panel by the Director.
The Director shall notify the Parties upon forwarding the Application (and all written materials relating thereto) to the Panel.

(d)  In the event that either Party seeks a hearing before the Panel, such Party may submit a request to the Director in
writing within five Business Days after the forwarding of the Application of STATE Outside Counsel to the Panel by the
Director, and the Director shall promptly forward the request to the Panel.  If the Panel grants the request, it shall promptly
set a date for hearing, such date to fall within 30 Business Days after the date of the Panel’s receipt of the Application.

SECTION 13.  Panel Proceedings.

The proceedings of the Panel shall be conducted subject to the terms of this Agreement and of the Protocol of Panel
Procedures attached as an Appendix hereto.

SECTION 14.  Award of Fees to STATE Outside Counsel.

The members of the Panel will consider all relevant information submitted to them in reaching a decision as to a Fee
Award that fairly provides for full reasonable compensation of STATE Outside Counsel.  In considering the amount of the
Fee Award, the Panel 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 that already has been or
yet may be awarded in connection with any other Tobacco Case.  The Panel shall not be limited to an hourly-rate or lodestar
analysis in determining the amount of the Fee Award of STATE Outside Counsel, but shall take into account the totality of
the circumstances.  The Panel’s decisions as to the Fee Award of STATE Outside Counsel shall be in writing and shall report
the amount of the fee awarded (with or without explanation or opinion, at the Panel’s discretion).  The Panel shall determine
the amount of the Fee Award to be paid to STATE Outside Counsel within the later of 30 calendar days after receiving the
Application (and all related materials) from the Director or 15 Business Days after the last date of any hearing held pursuant
to subsection (d) of section 12 hereof.  The Panel’s decision as to the Fee Award of STATE Outside Counsel shall be final,
binding and non-appealable.

SECTION 15.  Costs of Arbitration.

All costs and expenses of the arbitration proceedings held by the Panel, including costs, expenses and compensation
of the Director and of the Panel members (but not including any costs, expenses or compensation of counsel making
applications to the Panel), shall be borne by the Original Participating Manufacturers in proportion to their Relative Market
Shares.

SECTION 16.  Payment of Fee Award of STATE Outside Counsel.

On or before the tenth Business Day after the last day of each calendar quarter beginning with the first calendar
quarter of 1999, each Original Participating Manufacturer shall severally pay to the Designated Representative its Relative
Market Share of the Allocated Amount for STATE Outside Counsel for the calendar quarter with respect to which such
quarterly payment is being made (the “Applicable Quarter”).

SECTION 17.  Allocated Amounts of Fee Awards.

The Allocated Amount for each Private Counsel with respect to any payment to be made for any particular
Applicable Quarter shall be determined as follows:

(a)  The Quarterly Fee Amount shall be allocated equally among each of the three months of the Applicable Quarter.
The amount for each such month shall be allocated among those Private Counsel retained in connection with Tobacco Cases
settled before or during such month (each such Private Counsel being an “Eligible Counsel” with respect to such monthly
amount), each of which shall be allocated a portion of each such monthly amount up to (or, in the event that the sum of all
Eligible Counsel’s respective Unpaid Fees exceeds such monthly amount, in proportion to) the amount of such Eligible
Counsel’s Unpaid Fees.  The monthly amount for each month of the calendar quarter shall be allocated among those Eligible
Counsel having Unpaid Fees, without regard to whether there may be Eligible Counsel that have not yet been granted or
denied a Fee Award as of the last day of the Applicable Quarter.  The allocation of subsequent Quarterly Fee Amounts for the
calendar year, if any, shall be adjusted, as necessary, to account for any Eligible Counsel that are granted Fee Awards in a
subsequent quarter of such calendar year, as provided in paragraph (b)(ii) of this section.

(b)  In the event that the amount for a given month is less than the sum of the Unpaid Fees of all Eligible Counsel:
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(i)  in the case of the first quarterly allocation for any calendar year, such monthly amount shall be
allocated among all Eligible Counsel for such month in proportion to the amounts of their respective Unpaid Fees.

(ii)  in the case of a quarterly allocation after the first quarterly allocation, the Quarterly Fee Amount
shall be allocated among only those Private Counsel, if any, that were Eligible Counsel with respect to any monthly amount
for any prior quarter of the calendar year but were not allocated a proportionate share of such monthly amount (either because
such Private Counsel’s applications for Fee Awards were still under consideration as of the last day of the calendar quarter
containing the month in question or for any other reason), until each such Eligible Counsel has been allocated a proportionate
share of all such prior monthly payments for the calendar year (each such share of each such Eligible Counsel being a
“Payable Proportionate Share”).  In the event that the sum of all Payable Proportionate Shares exceeds the Quarterly Fee
Amount, the Quarterly Fee Amount shall be allocated among such Eligible Counsel on a monthly basis in proportion to the
amounts of their respective Unpaid Fees (without regard to whether there may be other Eligible Counsel with respect to such
prior monthly amounts that have not yet been granted or denied a Fee Award as of the last day of the Applicable Quarter).  In
the event that the sum of all Payable Proportionate Shares is less than the Quarterly Fee Amount, the amount by which the
Quarterly Fee Amount exceeds the sum of all such Payable Proportionate Shares shall be allocated among each month of the
calendar quarter, each such monthly amount to be allocated among those Eligible Counsel having Unpaid Fees in proportion
to the amounts of their respective Unpaid Fees (without regard to whether there may be Eligible Counsel that have not yet
been granted or denied a Fee Award as of the last day of the Applicable Quarter).

(c)  Adjustments pursuant to subsection (b)(ii) of this section 17 shall be made separately for each calendar year.  No
amounts paid in any calendar year shall be subject to refund, nor shall any payment in any given calendar year affect the
allocation of payments to be made in any subsequent calendar year.

SECTION 18.  Credits to and Limitations on Payment of Fee Awards.

Notwithstanding any other provision hereof, all payments by the Original Participating Manufacturers with respect
to Fee Awards shall be subject to the following:

(a)  Under no circumstances shall the Original Participating Manufacturers be required to make payments that would
result in aggregate national payments and credits by Participating Defendants with respect to all Fee Awards of Private
Counsel:

(i)  during any year beginning with 1999, totaling more than the sum of the Quarterly Fee Amounts for
each calendar quarter of the calendar year, excluding certain payments with respect to any Private Counsel for 1998 that are
paid in 1999; and

(ii)  during any calendar quarter beginning with the first calendar quarter of 1999, totaling more than the
Quarterly Fee Amount for such quarter, excluding certain payments with respect to any Private Counsel for 1998 that are
paid in 1999.

(b)  The Original Participating Manufacturers’ obligations with respect to the Fee Award of STATE Outside
Counsel, if any, shall be exclusively as provided in this STATE Fee Payment Agreement, and notwithstanding any other
provision of law, such Fee Award shall not be entered as or reduced to a judgment against the Original Participating
Manufacturers or considered as a basis for requiring a bond or imposing a lien or any other encumbrance.

SECTION 19.  Reimbursement of Outside Counsel’s Costs.

(a)  The Original Participating Manufacturers shall reimburse STATE Outside Counsel for reasonable costs and
expenses incurred in connection with the Action, provided that such costs and expenses are of the same nature as costs and
expenses for which the Original Participating Manufacturers ordinarily reimburse their own counsel or agents.  Payment of
any Approved Cost Statement pursuant to this STATE Fee Payment Agreement shall be subject to (i) the condition precedent
of approval of the Agreement by the Court for the State of STATE and (ii) the payment schedule and the aggregate national
caps specified in subsection (c) of this section, which shall apply to all payments made with respect to Cost Statements of all
Outside Counsel.

(b)  In the event that STATE Outside Counsel seek to be reimbursed for reasonable costs and expenses incurred in
connection with the Action, the Designated Representative shall submit a Cost Statement to the Original Participating
Manufacturers.  Within 30 Business Days after receipt of any such Cost Statement, the Original Participating Manufacturers
shall either accept the Cost Statement or dispute the Cost Statement, in which event the Cost Statement shall be subject to a
full audit by examiners to be appointed by the Original Participating Manufacturers (in their sole discretion).  Any such audit
will be completed within 120 Business Days after the date the Cost Statement is received by the Original Participating
Manufacturers.  Upon completion of such audit, if the Original Participating Manufacturers and STATE Outside Counsel
cannot agree as to the appropriate amount of STATE Outside Counsel’s reasonable costs and expenses, the Cost Statement
and the examiner’s audit report shall be submitted to the Director for arbitration before the Panel or, in the event that STATE
Outside Counsel and the Original Participating Manufacturers have agreed upon a Liquidated Fee pursuant to section 7
hereof, before a separate three-member panel of independent arbitrators, to be selected in a manner to be agreed to by STATE
Outside Counsel and the Original Participating Manufacturers, which shall determine the amount of STATE Outside
Counsel’s reasonable costs and expenses for the Action.  In determining such reasonable costs and expenses, the members of
the arbitration panel shall be governed by the Protocol of Panel Procedures attached as an Appendix hereto.  The amount of
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STATE Outside Counsel’s reasonable costs and expenses determined pursuant to arbitration as provided in the preceding
sentence shall be final, binding and non-appealable.

(c)  Any Approved Cost Statement of STATE Outside Counsel shall not become a Payable Cost Statement until
approval of the Agreement by the Court for the State of STATE.  Within five Business Days after receipt of notification
thereof by the Designated Representative, each Original Participating Manufacturer shall severally pay to the Designated
Representative its Relative Market Share of the Payable Cost Statement of STATE Outside Counsel, subject to the following:

(i)  All Payable Cost Statements of Outside Counsel shall be paid in the order in which such Payable Cost
Statements 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 Defendants of all Payable Cost Statements of Private
Counsel in connection with all of the actions identified in Exhibits D, M and N to the Agreement, totaling more than $75
million for any given year.

(iii)  Any Payable Cost Statement of Outside Counsel not paid during the year in which it became a Payable
Cost Statement as a result of paragraph (ii) of this subsection shall become payable in subsequent years, subject to paragraphs
(i) and (ii), until paid in full.

(d)  The Original Participating Manufacturers’ obligations with respect to reasonable costs and expenses incurred by
STATE Outside Counsel in connection with the Action shall be exclusively as provided in this STATE Fee Payment
Agreement, and notwithstanding any other provision of law, any Approved Cost Statement determined pursuant to subsection
(b) of this section (including any Approved Cost Statement determined pursuant to arbitration before the Panel or the separate
three-member panel of independent arbitrators described therein) shall not be entered as or reduced to a judgment against the
Original Participating Manufacturers or considered as a basis for requiring a bond or imposing a lien or any other
incumbrance.

SECTION 20.  Distribution of Payments among STATE Outside Counsel.

(a)  All payments made to the Designated Representative pursuant to this STATE Fee Payment Agreement shall be
for the benefit of each person or entity identified in Exhibit S to the Agreement by the Attorney General of the State of
STATE [or as certified by the governmental prosecuting authority of the Litigating Political Subdivision], each of which shall
receive from the Designated Representative a percentage of each such payment in accordance with the fee sharing agreement,
if any, among STATE Outside Counsel (or any written amendment thereto).

(b)  The Original Participating Manufacturers shall have no obligation, responsibility or liability with respect to the
allocation among those persons or entities identified in Exhibit S to the Agreement by the Attorney General of the State of
STATE [or as certified by the governmental prosecuting authority of the Litigating Political Subdivision], or with respect to
any claim of misallocation, of any amounts paid to the Designated Representative pursuant to this STATE Fee Payment
Agreement.

SECTION 21.  Calculations of Amounts.

All calculations that may be required hereunder shall be performed by the Original Participating Manufacturers,
with notice of the results thereof to be given promptly to the Designated Representative.  Any disputes as to the correctness
of calculations made by the Original Participating Manufacturers shall be resolved pursuant to the procedures described in
Section XI(c) of the Agreement for resolving disputes as to calculations by the Independent Auditor.

SECTION 22.  Payment Responsibility.

(a)  Each Original Participating Manufacturer shall be severally liable for its share of all payments pursuant to this
STATE Fee Payment Agreement.  Under no circumstances shall any payment due hereunder or any portion thereof become
the joint obligation of the Original Participating Manufacturers or the obligation of any person other than the Original
Participating Manufacturer from which such payment is originally due, nor shall any Original Participating Manufacturer be
required to pay a portion of any such payment greater than its Relative Market Share.

(b)  Due to the particular corporate structures of R. J. Reynolds Tobacco Company (“Reynolds”) and Brown &
Williamson Tobacco Corporation (“Brown & Williamson”) with respect to their non-domestic tobacco operations, Reynolds
and Brown & Williamson shall each be severally liable for its respective share of each payment due pursuant to this STATE
Fee Payment Agreement up to (and its liability hereunder shall not exceed) the full extent of its assets used in, and earnings
and revenues derived from, its manufacture and sale in the United States of Tobacco Products intended for domestic
consumption, and no recourse shall be had against any of its other assets or earnings to satisfy such obligations.

SECTION 23.  Termination.

In the event that the Agreement is terminated with respect to the State of STATE pursuant to Section XVIII(u) of the
Agreement (or for any other reason) the Designated Representative and each person or entity identified in Exhibit S to the
Agreement by the Attorney General of the State of STATE [or as certified by the governmental prosecuting authority of the
Litigating Political Subdivision] shall immediately refund to the Original Participating Manufacturers all amounts received
under this STATE Fee Payment Agreement.
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SECTION 24.  Intended Beneficiaries.

No provision hereof creates any rights on the part of, or is enforceable by, any person or entity that is not a Party
or a person covered by either of the releases described in section 4 hereof, except that sections 5 and 20 hereof create
rights on the part of, and shall be enforceable by, the State of STATE.  Nor shall any provision hereof bind any non-signatory
or determine, limit or prejudice the rights of any such person or entity.

SECTION 25.  Representations of Parties.

The Parties hereto hereby represent that this STATE Fee Payment Agreement has been duly authorized and, upon
execution, will constitute a valid and binding contractual obligation, enforceable in accordance with its terms, of each of the
Parties hereto.

SECTION 26.  No Admission.

This STATE Fee Payment Agreement is not intended to be and shall not in any event be construed as, or deemed to
be, an admission or concession or evidence of any 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 liability or wrongdoing whatsoever with respect to the claims released under section 4
hereof and enter into this STATE Fee Payment Agreement for the sole purposes of memorializing the Original Participating
Manufacturers’ rights and obligations with respect to payment of attorneys’ fees pursuant to the Agreement and avoiding the
further expense, inconvenience, burden and uncertainty of potential litigation.

SECTION 27.  Non-admissibility.

This STATE Fee Payment Agreement 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 this STATE Fee
Payment Agreement.

SECTION 28.  Amendment and Waiver.

This STATE Fee Payment Agreement may be amended only by a written instrument executed by the Parties.  The
waiver of any rights conferred hereunder shall be effective only if made by written instrument executed by the waiving Party.
The waiver by any Party of any breach hereof shall not be deemed to be or construed as a waiver of any other breach,
whether prior, subsequent or contemporaneous, of this STATE Fee Payment Agreement.

SECTION 29.  Notices.

All notices or other communications to any party hereto shall be in writing (including but not limited to telex,
facsimile or similar writing) and shall be given to the notice parties listed on Schedule A hereto at the addresses therein
indicated.  Any Party hereto may change the name and address of the person designated to receive notice on behalf of such
Party by notice given as provided in this section including an updated list conformed to Schedule A hereto.

SECTION 30.  Governing Law.

This STATE Fee Payment Agreement shall be governed by the laws of the State of STATE without regard to the
conflict of law rules of such State.

SECTION 31.  Construction.

None of the Parties hereto shall be considered to be the drafter hereof or of any provision hereof for the purpose of
any statute, case law or rule of interpretation or construction that would or might cause any provision to be construed against
the drafter hereof.

SECTION 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.

SECTION 33.  Execution of STATE Fee Payment Agreement.

This STATE Fee Payment Agreement may be executed in counterparts.  Facsimile or photocopied signatures shall
be considered valid signatures as of the date hereof, although the original signature pages shall thereafter be appended to this
STATE Fee Payment Agreement.

SECTION 34.  Entire Agreement of Parties.

This STATE Fee Payment Agreement contains an entire, complete and integrated statement of each and every term
and provision agreed to by and among the Parties with respect to payment of attorneys’ fees by the Original Participating
Manufacturers in connection with the Action and is not subject to any condition or covenant, express or implied, not provided
for herein.

IN WITNESS WHEREOF, the Parties hereto, through their fully authorized representatives, have agreed to this
STATE Fee Payment Agreement as of this __th day of ________, 1998.

[SIGNATURE BLOCK]
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APPENDIX
to MODEL FEE PAYMENT AGREEMENT

PROTOCOL OF PANEL PROCEEDINGS
This Protocol of procedures has been agreed to between the respective parties to the STATE Fee Payment

Agreement, and shall govern the arbitration proceedings provided for therein.

SECTION 1.  Definitions.

All definitions contained in the STATE Fee Payment Agreement are incorporated by reference herein.

SECTION 2.  Chairman.

The person selected to serve as the permanent, neutral member of the Panel as described in paragraph (b)(ii) of
section 11 of the STATE Fee Payment Agreement shall serve as the Chairman of the Panel.

SECTION 3.  Arbitration Pursuant to Agreement.

The members of the Panel shall determine those matters committed to the decision of the Panel under the STATE
Fee Payment Agreement, which shall govern as to all matters discussed therein.

SECTION 4.  ABA Code of Ethics.

Each of the members of the Panel shall be governed by the Code of Ethics for Arbitrators in Commercial Disputes
prepared by the American Arbitration Association and the American Bar Association (the “Code of Ethics”) in conducting
the arbitration proceedings pursuant to the STATE Fee Payment Agreement, subject to the terms of the STATE Fee Payment
Agreement and this Protocol.  Each of the party-appointed members of the Panel shall be governed by Canon VII of the Code
of Ethics.  No person may engage in any ex parte communications with the permanent, neutral member of the Panel selected
pursuant to paragraph (b)(ii) of section 11, in keeping with Canons I, II and III of the Code of Ethics.

SECTION 5.  Additional Rules and Procedures.

The Panel may adopt such rules and procedures as it deems necessary and appropriate for the discharge of its duties
under the STATE Fee Payment Agreement and this Protocol, subject to the terms of the STATE Fee Payment Agreement and
this Protocol.

SECTION 6.  Majority Rule.

In the event that the members of the Panel are not unanimous in their views as to any matter to be determined by
them pursuant to the STATE Fee Payment Agreement or this Protocol, the determination shall be decided by a vote of a
majority of the three members of the Panel.

SECTION 7.  Application for Fee Award and Other Materials.

(a) The Application of STATE Outside Counsel and any materials submitted to the Director relating thereto
(collectively, “submissions”) shall be forwarded by the Director to each of the members of the Panel in the manner and on the
dates specified in the STATE Fee Payment Agreement.

(b) All materials submitted to the Director by either Party (or any other person) shall be served upon all Parties.
All submissions required to be served on any Party shall be deemed to have been served as of the date on which such
materials have been sent by either (i) hand delivery or (ii) facsimile and overnight courier for priority next-day delivery.

(c) To the extent that the Panel believes that information not submitted to the Panel may be relevant for
purposes of determining those matters committed to the decision of the Panel under the terms of the STATE Fee Payment
Agreement, the Panel shall request such information from the Parties.

SECTION 8.  Hearing.

Any hearing held pursuant to section 12 of the STATE Fee Payment Agreement shall not take place other than in the
presence of all three members of the Panel upon notice and an opportunity for the respective representatives of the Parties to
attend.

SECTION 9.  Miscellaneous.

(a) Each member of the Panel shall be compensated for his services by the Original Participating
Manufacturers on a basis to be agreed to between such member and the Original Participating Manufacturers.

(b) The members of the Panel shall refer all media inquiries regarding the arbitration proceeding to the
respective Parties to the STATE Fee Payment Agreement and shall refrain from any comment as to the arbitration
proceedings to be conducted pursuant to the STATE Fee Payment Agreement during the pendency of such arbitration
proceedings, in keeping with Canon IV(B) of the Code of Ethics.
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EXHIBIT P
NOTICES

[Intentionally Omitted]
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EXHIBIT Q
1996 AND 1997 DATA

(1)  1996 Operating Income

Original Participating Manufacturer Operating Income

Brown & Williamson Tobacco Corp. $801,640,000

Lorillard Tobacco Co. $719,100,000

Philip Morris Inc. $4,206,600,000

R.J. Reynolds Tobacco Co. $1,468,000,000

Total (Base Operating Income) $7,195,340,000

(2)  1997 volume (as measured by shipments of Cigarettes)

Original Participating Manufacturer Number of Cigarettes

Brown & Williamson Tobacco Corp.* 78,911,000,000

Lorillard Tobacco Co. 42,288,000,000

Philip Morris Inc. 236,203,000,000

R.J. Reynolds Tobacco Co. 118,254,000,000

Total (Base Volume) 475,656,000,000

(3)  1997 volume (as measured by excise taxes)

Original Participating Manufacturer Number of Cigarettes

Brown & Williamson Tobacco Corp.* 78,758,000,000

Lorillard Tobacco Co. 42,315,000,000

Philip Morris Inc. 236,326,000,000

R.J. Reynolds Tobacco Co. 119,099,000,000

*  The volume includes 2,847,595 pounds of “roll your own” tobacco converted into the number of Cigarettes using 0.0325
ounces per Cigarette conversion factor.

R-1

EXHIBIT R
EXCLUSION OF CERTAIN BRAND NAMES

Brown & Williamson Tobacco Corporation

GPC

State Express 555

Riviera

Philip Morris Incorporated

Players

B&H

Belmont

Mark Ten

Viscount

Accord

L&M

Lark

Rothman’s

Best Buy

Bronson

F&L

Genco

GPA

Gridlock

Money

No Frills

Generals

Premium Buy

Shenandoah

Top Choice

Lorillard Tobacco Company

None

R.J. Reynolds Tobacco Company

Best Choice

Cardinal

Director’s Choice

Jacks

Rainbow

Scotch Buy

Slim Price

Smoker Friendly

Valu Time

Worth
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EXHIBIT S
DESIGNATION OF OUTSIDE COUNSEL

[Intentionally Omitted]
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EXHIBIT T
MODEL STATUTE

Section __.  Findings and Purpose. 1

(a)  Cigarette smoking presents serious public health concerns to the State and to the citizens of the State.  The
Surgeon General has determined that smoking causes lung cancer, heart disease and other serious diseases, and that there are
hundreds of thousands of tobacco-related deaths in the United States each year.  These diseases most often do not appear
until many years after the person in question begins smoking.

(b)  Cigarette smoking also presents serious financial concerns for the State.  Under certain health-care programs,
the State may have a legal obligation to provide medical assistance to eligible persons for health conditions associated with
cigarette smoking, and those persons may have a legal entitlement to receive such medical assistance.

(c)  Under these programs, the State pays millions of dollars each year to provide medical assistance for these
persons for health conditions associated with cigarette smoking.

(d)  It is the policy of the State that financial burdens imposed on the State by cigarette smoking be borne by tobacco
product manufacturers rather than by the State to the extent that such manufacturers either determine to enter into a
settlement with the State or are found culpable by the courts.

(e)  On _______, 1998, leading United States tobacco product manufacturers  entered into a settlement agreement,
entitled the “Master Settlement Agreement,” with the State.  The Master Settlement Agreement obligates these
manufacturers, in return for a release of past, present and certain future claims against them as described therein, to pay
substantial sums to the State (tied in part to their volume of sales); to fund a national foundation devoted to the interests of
public health; and to make substantial changes in their advertising and marketing practices and corporate culture, with the
intention of reducing underage smoking.

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

Section __.  Definitions.

(a)  “Adjusted for inflation” means increased in accordance with the formula for inflation adjustment set forth in
Exhibit C to the Master Settlement Agreement.

(b)  “Affiliate” means a person who directly or indirectly owns or controls, is owned or controlled by, or is under
common ownership or control with, another person.  Solely for purposes of this definition, the terms “owns,” “is owned” and
“ownership” mean ownership of an equity interest, or the equivalent thereof, of ten percent or more, and the term “person”
means an individual, partnership, committee, association, corporation or any other organization or group of persons.

(c)  “Allocable share” means Allocable Share as that term is defined in the Master Settlement Agreement.

(d)  “Cigarette” means any product that contains nicotine, is intended to be burned or heated under ordinary
conditions of use, and consists of or contains (1) any roll of tobacco wrapped in paper or in any substance not containing
tobacco; or (2) tobacco, in any form, that is functional in the product, which, because of its appearance, the type of tobacco
used in the filler, or its packaging and labeling, is likely to be offered to, or purchased by, consumers as a cigarette; or (3) any
roll of tobacco wrapped in any substance containing tobacco which, because of its appearance, the type of tobacco used in the
filler, or its packaging and labeling, is likely to be offered to, or purchased by, consumers as a cigarette described in clause
(1) of this definition.  The term “cigarette” includes “roll-your-own” (i.e., any tobacco which, because of its appearance, type,
packaging, or labeling is suitable for use and likely to be offered to, or purchased by, consumers as tobacco for making
cigarettes).  For purposes of this definition of “cigarette,” 0.09 ounces of  “roll-your-own” tobacco shall constitute one
individual “cigarette.”

(e)  “Master Settlement Agreement” means the settlement agreement (and related documents) entered into on
_______, 1998 by the State and leading United States tobacco product manufacturers.

(f)  “Qualified escrow fund” means an escrow arrangement with a federally or State chartered financial institution
having no affiliation with any tobacco product manufacturer and having assets of at least $1,000,000,000 where such
arrangement requires that such financial institution hold the escrowed funds’ principal for the benefit of releasing parties and
prohibits the tobacco product manufacturer placing the funds into escrow from using, accessing or directing the use of the
funds’ principal except as consistent with section ___(b)-(c) of this Act.

(g)  “Released claims” means Released Claims as that term is defined in the Master Settlement Agreement.

(h)  “Releasing parties” means Releasing Parties as that term is defined in the Master Settlement Agreement.

                                                          
1 [A State may elect to delete the “findings and purposes” section in its entirety.  Other changes or
substitutions with respect to the “findings and purposes” section (except for particularized state procedural or
technical requirements) will mean that the statute will no longer conform to this model.]
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(i)  “Tobacco Product Manufacturer” means an entity that after the date of enactment of this Act directly (and not
exclusively through any affiliate):

(1)  manufactures cigarettes anywhere that such manufacturer intends to be sold in the United States,
including cigarettes intended to be sold in the United States through an importer (except where such importer is an original
participating manufacturer (as that term is defined in the Master Settlement Agreement) that will be responsible for the
payments under the Master Settlement Agreement with respect to such cigarettes as a result of the provisions of subsections
II(mm) of the Master Settlement Agreement and that pays the taxes specified in subsection II(z) of the Master Settlement
Agreement, and provided that the manufacturer of such cigarettes does not market or advertise such cigarettes in the United
States);

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

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

The term “Tobacco Product Manufacturer” shall not include an affiliate of a tobacco product manufacturer unless
such affiliate itself falls within any of (1) - (3) above.

(j)  “Units sold” means the number of individual cigarettes sold in the State by the applicable tobacco product
manufacturer (whether directly or through a distributor, retailer or similar intermediary or intermediaries) during the year in
question, as measured by excise taxes collected by the State on packs (or “roll-your-own” tobacco containers) bearing the
excise tax stamp of the State.  The [fill in name of responsible state agency] shall promulgate such regulations as are
necessary to ascertain the amount of State excise tax paid on the cigarettes of such tobacco product manufacturer for each
year.

Section __.  Requirements.
Any tobacco product manufacturer selling cigarettes to consumers within the State (whether directly or through a

distributor, retailer or similar intermediary or intermediaries) after the date of enactment of this Act shall do one of the
following:

(a)  become a participating manufacturer (as that term is defined in section II(jj) of the Master Settlement
Agreement) and generally perform its financial obligations under the Master Settlement Agreement; or

(b)  (1)  place into a qualified escrow fund by April 15 of the year following the year in question the following
amounts (as such amounts are adjusted for inflation) --

1999:  $.0094241 per unit sold after the date of enactment of this Act;2

2000: $.0104712 per unit sold after the date of enactment of this Act;3

for each of 2001 and 2002:  $.0136125 per unit sold after the date of enactment of this Act;

for each of 2003 through 2006:  $.0167539 per unit sold after the date of enactment of this Act;

for each of 2007 and each year thereafter:  $.0188482 per unit sold after the date of enactment of this Act.

(2)  A tobacco product manufacturer that places funds into escrow pursuant to paragraph (1) shall receive
the interest or other appreciation on such funds as earned.  Such funds themselves shall be released from escrow only under
the following circumstances --

(A) to pay a judgment or settlement on any released claim brought against such tobacco
product manufacturer by the State or any releasing party located or residing in the State.  Funds shall be released from escrow
under this subparagraph (i) in the order in which they were placed into escrow and (ii) only to the extent and at the time
necessary to make payments required under such judgment or settlement;

(B) to the extent that a tobacco product manufacturer establishes that the amount it was
required to place into escrow in a particular year was greater than the State’s allocable share of the total payments that such
manufacturer would have been required to make in that year under the Master Settlement Agreement (as determined pursuant
to section IX(i)(2) of the Master Settlement Agreement, and before any of the adjustments or offsets described in section
IX(i)(3) of that Agreement other than the Inflation Adjustment) had it been a participating manufacturer, the excess shall be
released from escrow and revert back to such tobacco product manufacturer; or

(C) to the extent not released from escrow under subparagraphs (A) or (B), funds shall be
released from escrow and revert back to such tobacco product manufacturer twenty-five years after the date on which they
were placed into escrow.

(3) Each tobacco product manufacturer that elects to place funds into escrow pursuant to this
subsection shall annually certify to the Attorney General [or other State official] that it is in compliance with this subsection.
The Attorney General [or other State official] may bring a civil action on behalf of the State against any tobacco product

                                                          
2   [All per unit numbers subject to verification]
3   [The phrase “after the date of enactment of this Act” would need to be included only in the calendar year in which the Act
is enacted.]
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manufacturer that fails to place into escrow the funds required under this section.  Any tobacco product manufacturer that
fails in any year to place into escrow the funds required under this section shall --

(A)  be required within 15 days to place such funds into escrow as shall bring it into compliance
with this section.  The court, upon a finding of a violation of this subsection, may impose a civil penalty [to be paid to the
general fund of the state] in an amount not to exceed 5 percent of the amount improperly withheld from escrow per day of the
violation and in a total amount not to exceed 100 percent of the original amount improperly withheld from escrow;

(B)  in the case of a knowing violation, be required within 15 days to place such funds into escrow
as shall bring it into compliance with this section.  The court, upon a finding of a knowing violation of this subsection, may
impose a civil penalty [to be paid to the general fund of the state] in an amount not to exceed 15 percent of the amount
improperly withheld from escrow per day of the violation and in a total amount not to exceed 300 percent of the original
amount improperly withheld from escrow; and

(C)  in the case of a second knowing violation, be prohibited from selling cigarettes to consumers
within the State (whether directly or through a distributor, retailer or similar intermediary) for a period not to exceed 2 years.

Each failure to make an annual deposit required under this section shall constitute a separate violation.4

                                                          
4 [A State may elect to include a requirement that the violator also pay the State’s costs and attorney’s fees incurred
during a successful prosecution under this paragraph (3).]
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EXHIBIT U
STRATEGIC CONTRIBUTION FUND PROTOCOL

The payments made by the Participating Manufacturers pursuant to section IX(c)(2) of the Agreement (“Strategic
Contribution Fund”) shall be allocated among the Settling States pursuant to the process set forth in this Exhibit U.

Section 1

A panel committee of three former Attorneys General or former Article III judges (“Allocation Committee”) shall be
established to determine allocations of the Strategic Contribution Fund, using the process described herein.  Two of the three
members of the Allocation Committee shall be selected by the NAAG executive committee.  Those two members shall
choose the third Allocation Committee member.  The Allocation Committee shall be geographically and politically diverse.

Section 2

Within 60 days after the MSA Execution Date, each Settling State will submit an itemized request for funds from
the Strategic Contribution Fund, based on the criteria set forth in Section 4 of this Exhibit U.

Section 3

The Allocation Committee will determine the appropriate allocation for each Settling State based on the criteria set
forth in Section 4 below.  The Allocation Committee shall make its determination based upon written documentation.

Section 4

The criteria to be considered by the Allocation Committee in its allocation decision include each Settling State’s
contribution to the litigation or resolution of state tobacco litigation, including, but not limited to, litigation and/or settlement
with tobacco product manufacturers, including Liggett and Myers and its affiliated entities.

Section 5

Within 45 days after receiving the itemized requests for funds from the Settling States, the Allocation Committee
will prepare a preliminary decision allocating the Strategic Contribution Fund payments among the Settling States who
submitted itemized requests for funds.  All Allocation Committee decisions must be by majority vote.  Each Settling State
will have 30 days to submit comments on or objections to the draft decision.  The Allocation Committee will issue a final
decision allocating the Strategic Contribution Fund payments within 45 days.

Section 6

The decision of the Allocation Committee shall be final and non-appealable.

Section 7

The expenses of the Allocation Committee, in an amount not to exceed $100,000, will be paid from disbursements
from the Subsection VIII(c) Account.
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I. RECITALS

WHEREAS, the Settling States and the Participating Manufacturers are parties to the 

Master Settlement Agreement (“MSA”);

WHEREAS, pursuant to the MSA, the Participating Manufacturers make certain 

payments for the benefit of the Settling States each year;

WHEREAS, the MSA provides that certain of the Participating Manufacturers’ 

payments for the benefit of the Settling States are subject to the Non-Participating 

Manufacturer Adjustment (“NPM Adjustment”);

WHEREAS, the Settling States and the Participating Manufacturers have disputes 

concerning the NPM Adjustments for 2003-2012;

WHEREAS, the Settling States (other than Montana) and the Participating 

Manufacturers were parties to an arbitration regarding the 2003 NPM Adjustment (the “2003 

arbitration”);

WHEREAS, 26 Settling States and 34 Participating Manufacturers have entered into a 

Term Sheet for settlement in order to avoid the further expense, delay, inconvenience, burden 

and uncertainty of continued disputes with respect to the applicability of such NPM 

Adjustments;

WHEREAS, the Term Sheet provides for the settlement of specified NPM Adjustment 

disputes as among the Signatory Parties, including the final resolution as among them of the 

2003-2012 NPM Adjustments and certain provisions as among them regarding the NPM 

Adjustments for subsequent years;

WHEREAS, the PMs reserve all rights regarding the NPM Adjustment with respect to 

all Non-Signatory States;
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WHEREAS, the arbitration panel in the 2003 arbitration has entered a Stipulated Partial 

Settlement and Award (“Award”) incorporating specified terms of the Term Sheet and 

permitting the Signatory Parties to proceed with the settlement pursuant to the Term Sheet;

WHEREAS, the Award satisfies the second condition of Section IV.E of the Term 

Sheet, and the Term Sheet is binding on the Signatory Parties;

WHEREAS, the Independent Auditor has implemented the provisions of the Term 

Sheet with respect to the April 15, 2013, April 15, 2014, April 15, 2015, April 15, 2016, and 

April 17, 2017 MSA payments;

WHEREAS, the Term Sheet provides that the Signatory Parties will cooperate in the 

drafting and execution of a comprehensive final settlement agreement incorporating the terms 

of that Term Sheet, as well as all other customary terms and conditions acceptable to the 

Signatory Parties;

WHEREAS, this Settlement Agreement constitutes such comprehensive final settlement 

agreement and, upon execution by all Signatory Parties, will supersede the Term Sheet and be 

binding upon all Signatory Parties;

NOW, THEREFORE, BE IT KNOWN THAT, in consideration for the payments and 

credits provided for in this Settlement Agreement, and such other consideration as described 

in this Settlement Agreement, the sufficiency of which is hereby acknowledged, the 

Signatory Parties, acting by and through their authorized representatives, memorialize and 

agree as follows:

II
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II. DEFINITIONS

A. All capitalized terms not otherwise defined in this Settlement Agreement shall 

be defined as in the MSA.

B. “[Year] NPM Adjustment,” or “NPM Adjustment for [Year]” means the 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 State in question as set forth in 

Exhibit A to the MSA.

D. “IX(c)(2) Allocable Share” means the percentage for the State in question as 

determined in 1999 pursuant to Exhibit U to the MSA.

E. “IX(c)(1) Allocated Settlement Percentage” of a Signatory State means the 

percentage set forth for that State in the second column of Exhibit A to this Settlement 

Agreement.

F. “IX(c)(2) Allocated Settlement Percentage” of a Signatory State means the 

percentage set forth for that State in the third column of Exhibit A to this Settlement 

Agreement.

G. “Allocable Share Repeal” means an amendment to a Signatory State’s Escrow 

Statute substantially in the form of the attachment to Amendment 21 to the MSA, dated 

January 9, 2003.
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H. “Complementary Legislation” means a State statute substantially in the form of 

the Model Complementary Legislation proposed by the National Association of Attorneys 

General in December of 2002.  Solely for purposes of this Settlement Agreement, a statute 

listed in Exhibit B, as such statute is in effect in the respective Signatory State as of the 

Effective Date, shall be considered to be substantially in the form of such Model 

Complementary Legislation so long as the respective State continuously has such statute in full 

force and effect.  The PMs reserve all rights to contend otherwise for purposes other than this 

Settlement Agreement.

I. “Effective Date” means the date by which PMs with an aggregate Market Share 

in 2016 equal to at least 90%, and Signatory States with an aggregate Allocable Share equal to 

at least 90% of the aggregate Allocable Share of (i) the 2016 Signatory States, (ii) Oregon, and 

(iii) Rhode Island, have executed this Settlement Agreement.

J. “Equity Fee” means a payment imposed by an Equity Fee Law.

K. “Equity Fee Law” means a statute, regulation or other State directive in effect in 

a Previously Settled State that, by its terms:  (i) imposes a per-Cigarette payment (including 

payments per carton, per pack, or per other package of Cigarettes), whether denominated as a 

“fee,” “tax,” “assessment,” or by any other name, on the distribution or sale in such Previously 

Settled State of all Cigarettes manufactured or imported by NPMs (including without limitation 

legislation or regulation or other State directive requiring distributors, retailers, or consumers to 

make such payments) that are within such State’s authority under federal law with respect to a 

tax described in subsection II.V(i); (ii) sets the per-Cigarette payment at an amount equal to or 

greater than 90% of the escrow amount per Cigarette sold in the same year under subsection 

(b)(1) of the Requirements section of the Model Statute (attached as Exhibit T to the MSA) (as 

II
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such amount is adjusted for inflation pursuant to the Model Statute); (iii) exempts from any part 

of such payment Cigarettes on which payments are made under that Previously Settled State’s 

Tobacco Settlement Agreement; and (iv) if the PSS Amendment has not become effective, 

exempts from at least 73% of such payment Cigarettes manufactured or imported by an SPM

(other than Cigarettes of a brand previously owned by an OPM).  The NPM fee laws in effect 

as of the Effective Date in Mississippi, Minnesota and Texas shall be deemed to be Equity Fee 

Laws solely for purposes of this Agreement whether or not they otherwise would meet the 

foregoing definition, so long as (w) such laws continue to apply to all NPM Cigarettes to which 

they apply as of the Effective Date, (x) the per-Cigarette amount in effect under such laws 

(including any inflation requirement in such laws) remains at least as large as it was on the 

Effective Date, (y) the fee under such laws is not subsequently imposed on the sale or 

distribution of any Cigarettes on which payments are made under that Previously Settled 

State’s Tobacco Settlement Agreement, and (z) with respect to the NPM fee law in Texas, until 

after the PSS Amendment becomes effective, the fee under such law is not subsequently 

imposed on the sale or distribution of any Cigarettes manufactured or imported by any SPM 

(other than Cigarettes of a brand previously owned by an OPM) in excess of the amount 

imposed on that SPM on the Effective Date.  The PMs will cooperate in good faith with respect 

to the enactment of an Equity Fee Law in Florida and any proposed amendments to the Equity 

Fee Laws in Mississippi, Minnesota or Texas, in each case as consistent with the foregoing 

(including not supporting any reduction of the per-Cigarette amount in effect under such laws) 

and provided that any such legislation is not in conjunction with any other legislative proposal, 

except that each PM reserves its rights to support or oppose the enactment, amendment or 

interpretation of any legislation in any Previously Settled State with respect to (1) Cigarettes 
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manufactured or imported by an SPM that has a Tobacco Settlement Agreement with that

Previously Settled State and (2) Cigarettes manufactured or imported by an SPM of a brand 

previously owned by an OPM.  If PMs with an aggregate Market Share in the immediately 

preceding calendar year equal to at least 93% support the enactment in Florida (or in Texas, 

Mississippi or Minnesota if an Equity Fee Law is no longer effective in those States) of an 

NPM fee law that does not meet the definition of Equity Fee Law and such law is enacted, the 

law shall be deemed to meet the definition of Equity Fee Law solely for purposes of this 

Agreement as to all PMs.

L. “Escrow Statute” of a State means a State statute in the form set forth in Exhibit 

T to the MSA, if enacted without modification or addition (except for particularized state 

procedural or technical requirements) and not in conjunction with any other legislative or 

regulatory proposal.  A statute listed in Exhibit C, as such statute is in effect in the respective 

Signatory State as of the Effective Date, shall be considered to be such Escrow Statute so long 

as the respective State continuously has such statute in full force and effect.  The PMs reserve 

all rights with respect to what constitutes an Escrow Statute in a Non-Signatory State.

M. “Initial OPM” means Philip Morris USA Inc. (as successor-in-interest to Philip 

Morris Incorporated) and R.J. Reynolds Tobacco Company (for itself and as successor-in-

interest to Brown & Williamson Tobacco Corporation and Lorillard Tobacco Company).

N. “Non-Compliant NPM Cigarettes” means Cigarettes described in subsection 

V.B.3.

O. “Non-Signatory State” means a Settling State that is not a signatory to this 

Settlement Agreement.
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P. “NPM” means a Non-Participating Manufacturer.  For purposes of this 

Settlement Agreement, a Tobacco Product Manufacturer shall be treated as a Participating 

Manufacturer or an NPM as it would be treated under the MSA.

Q. “OPM” means an Initial OPM; in addition, any SPM that assumes the 

obligations of an Original Participating Manufacturer within the meaning of MSA Section 

XVIII(c) with respect to a brand formerly owned by an Original Participating Manufacturer 

shall be treated for purposes of this Settlement Agreement the same way as the Independent 

Auditor determines it should be treated under the MSA (subject to the MSA parties’ right to 

dispute any such determination pursuant to MSA Section XI(c) and to the outcome of any such 

dispute), and shall be considered an OPM or SPM with respect to such brand, as applicable.  

Each such SPM shall continue to be treated as, and considered, an SPM as to a particular brand 

or brands it manufactures that were not formerly owned by an Original Participating 

Manufacturer.

R. “Potential Maximum NPM Adjustment” for the OPMs for a year in question 

means the OPMs’ total aggregate amount of the NPM Adjustment for such year in question 

calculated pursuant to MSA Section IX(d) (without regard to any subsequent revisions to such 

formula 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)(1)(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 pursuant to any agreement 

between the PMs and any States), assuming that all Settling States’ Allocated Payments are 
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subject to the NPM Adjustment for that year and the NPM Adjustment for that year would be 

applied pursuant to MSA Section IX(d)(1)(C)-(D) and (4).  For avoidance of doubt, if an SPM 

owns a brand previously owned by an OPM and is entitled to a share of the OPMs’ Potential 

Maximum NPM Adjustment for a year based on Cigarettes of that brand, the calculation of 

such SPM’s Potential Maximum NPM Adjustment for that year shall not include Cigarettes of

that brand.

S. “PM” means a Participating Manufacturer that is a signatory to this Settlement 

Agreement.

T. “PSS Amendment” means an amendment to the MSA substantially in the form 

of the draft Amendment 27 to the MSA dated October 2008.

U. “Previously Settled States” means Florida, Minnesota, Mississippi and Texas.

V. “SET” of a State means, for purposes of this Settlement Agreement:  (i) State 

excise tax or other State tax on the distribution or sale of any Cigarettes (other than a State or 

local sales tax that is applicable to consumer products generally and is not in lieu of an excise 

tax); and (ii) an excise or other tax on the distribution or sale of any Cigarettes imposed by a 

State-recognized or federally-recognized Native American tribe located in whole or in part 

within the geographic boundaries of the State (other than a tribal sales tax that is applicable to 

consumer products generally and is not in lieu of an excise tax), if such distribution or sale was 

within the State’s taxing authority under federal law with respect to a tax described in clause 

(i), provided, however, that this clause (ii) does not include a tribal tax as to which the State 

establishes that it did not formally or informally acquiesce in the tax’s imposition or collection 

in lieu of a tax described in clause (i) (including, without limitation, acquiescing by making the 

rate of a tax described in clause (i) zero).  A tax falling within the foregoing definition of SET 
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qualifies as an SET whether or not the State or a tribe required that packages or containers of 

the Cigarettes be stamped with an SET or other tax stamp.

W. “Signatory Parties” means, collectively, all Signatory States and all PMs.

X. “Signatory State” means any Settling State that is or becomes a signatory to this 

Settlement Agreement, including Subsequent-Joining Signatory States.

Y. “SPM” means a PM that is a Subsequent Participating Manufacturer, subject to 

subsection II.Q.

Z. “Subsequent-Joining Signatory State” means a Settling State that becomes a 

Signatory State after the end of individual state hearings in the 2003 arbitration.

AA. “Tobacco Settlement Agreement” of a Previously Settled State means, 

respectively (and, in each case, as such agreement is amended, supplemented or replaced): 

(i) the August 25, 1997 Settlement Agreement among the State of Florida, Philip Morris 

Incorporated, R.J. Reynolds Tobacco Company, Brown & Williamson Tobacco Corporation, 

Lorillard Tobacco Company and United States Tobacco Company; (ii) the May 8, 1998 

Settlement Agreement and Stipulation for Entry of Consent Judgment among the State of 

Minnesota, Philip Morris Incorporated, R.J. Reynolds Tobacco Company, Brown & 

Williamson Tobacco Corporation and Lorillard Tobacco Company; (iii) the October 17, 1997 

Comprehensive Settlement Agreement and Release among the State of Mississippi, Philip 

Morris Incorporated, R.J. Reynolds Tobacco Company, Brown & Williamson Tobacco 

Corporation and Lorillard Tobacco Company; (iv) the January 16, 1998 Comprehensive 

Settlement Agreement and Release among the State of Texas, Philip Morris Incorporated, R.J. 

Reynolds Tobacco Company, Brown & Williamson Tobacco Corporation, Lorillard Tobacco 

Company and United States Tobacco Company; and (v) for purposes of the penultimate 
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sentence of Section II.K, the March 15, 1996 and March 20, 1997 Settlement Agreements 

among certain States, Liggett Group, Inc., Liggett & Myers Inc. and Brooke Group Ltd.

BB. “2003 Contested Signatory State Whose Diligent Enforcement Was Not 

Determined” means a Signatory State whose diligent enforcement of its Escrow Statute during 

2003 was contested by the PMs in the 2003 arbitration but was not determined by the 

arbitration panel in the 2003 arbitration.  Such States are listed in Exhibit D.

CC. “2003 Uncontested Signatory State” means a Signatory State whose diligent 

enforcement of its Escrow Statute during 2003 was not contested by the PMs in the 2003 

arbitration.  Both Signatory States and Non-Signatory States that were so not contested 

(including Montana) are listed in Exhibit E.

DD. “2016 Signatory State” means the following Signatory States:  Alabama, 

Arizona, Arkansas, California, Connecticut, District of Columbia, Georgia, Indiana, Kansas, 

Kentucky, Louisiana, Michigan, Nebraska, Nevada, New Hampshire, New Jersey, North 

Carolina, Oklahoma, Puerto Rico, South Carolina, Tennessee, Virginia, West Virginia and 

Wyoming.  The term does not include any Subsequent-Joining Signatory States other than 

Kentucky and Indiana.

III. 2003-2012 NPM ADJUSTMENTS

A. Settlement by the Initial OPMs.

1. The Signatory Parties agree that the aggregate amount of the disputed 

NPM Adjustments for 2003-2012 (including interest and earnings on such Adjustments) is 

(i) $8,190,565,465.07 in respect of the Initial OPMs’ payments under MSA Section IX(c)(1) 

and (ii) $488,353,515.88 in respect of the Initial OPMs’ payments under MSA Section 

IX(c)(2).  The Signatory Parties further agree that such amounts shall not change 
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notwithstanding any subsequent revision to or recalculation of any such Adjustments by the 

Independent Auditor.

2. In consideration of the final resolution of the disputes among the 

Signatory Parties regarding the 2003-2012 NPM Adjustments, the Initial OPMs shall receive a 

projected amount equal to the total of (i) the amount in subsection III.A.1(i) multiplied by the 

aggregate IX(c)(1) Allocated Settlement Percentage of the Signatory States and (ii) the amount 

in subsection III.A.1(ii) multiplied by the aggregate IX(c)(2) Allocated Settlement Percentage 

of the Signatory States.  Such total amount is referred to as the “Projected OPM Settlement 

Amount.”

3. Based on the States that became Signatory States prior to April 15, 2013 

(as such States and their respective Allocated Settlement Percentages are listed in Exhibit A), 

the portion of the Projected OPM Settlement Amount attributable to MSA Section IX(c)(1)

payments, as calculated pursuant to subsection III.A.2(i), equals $1,621,321,258.46, and the 

portion of the Projected OPM Settlement Amount attributable to MSA Section IX(c)(2) 

payments, as calculated pursuant to subsection III.A.2(ii), equals $79,239,110.99, for a total 

Projected OPM Settlement Amount of $1,700,560,369.45.  (The Projected OPM Settlement 

Amounts resulting from additional Settling States’ becoming Signatory States after April 15, 

2013 are addressed in subsections III.D-E below.)

4. The Initial OPMs shall receive the Projected OPM Settlement Amount 

set forth in subsection III.A.3 in a form of (i) a credit against their MSA payments due on April 

15, 2013 (the “2013 Credit”) and (ii) a percentage reduction to each of the Initial OPMs’ four 

subsequent MSA payments due April 15, 2014-2017 (each a “[Year] Percentage Reduction,” 

and collectively the “2014-2017 Percentage Reductions”).
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5. The total dollar amount of the Initial OPMs’ 2013 Credit shall equal 50% 

of the total Projected OPM Settlement Amount set forth in subsection III.A.3, or 

$850,280,184.72.  That total dollar amount shall consist of (i) 50% of the portion of the 

Projected OPM Settlement Amount attributable to MSA Section IX(c)(1) payments, or 

$810,660,629.23, and (ii) 50% of the portion of the Projected OPM Settlement Amount 

attributable to MSA Section IX(c)(2) payments, or $39,619,555.49.

6. The principal dollar amount due to the Initial OPMs as a result of the 

application of each of the 2014-2017 Percentage Reductions shall be determined by multiplying 

the aggregate payment amount due from all of the Initial OPMs pursuant to MSA Section 

IX(c)(1) on April 15 of the respective year by the applicable Percentage Reduction (determined 

as provided below).  For purposes of this subsection III.A.6, this aggregate Initial OPM 

payment amount shall be after the application of the Inflation Adjustment, Volume Adjustment 

and Previously Settled States Reduction, but before the application of any remaining 

adjustments, reductions and offsets under the MSA or this Settlement Agreement, all as 

determined by the Independent Auditor in the latest Final Calculation prior to the respective 

Payment Due Date.  (The dollar amount due to the Initial OPMs as a result of the application of 

a Percentage Reduction shall not change notwithstanding any subsequent revision to or 

recalculation of such aggregate Initial OPM payment amount by the Independent Auditor.)  

Such principal dollar amount shall be increased by interest as provided in subsection III.A.9.

7. Each of the 2014-2017 Percentage Reductions shall be determined on 

November 15 of the year prior to the year the respective Percentage Reduction shall be 

applied. (For example, the 2014 Percentage Reduction shall be determined on November 15, 

2013.)  Absent other agreement by the Signatory States and each Initial OPM scheduled to 
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receive a Percentage Reduction credit, each such Percentage Reduction shall be determined so 

that multiplying the applicable Estimated MSA Payment (as defined below) by such Percentage 

Reduction will produce a dollar amount equal to 12.5% of the total Projected OPM Settlement 

Amount set forth in subsection III.A.3, or $212,570,046.18.

8. The “Estimated MSA Payment” shall mean an estimate of the aggregate 

amount due from all of the Initial OPMs pursuant to MSA Section IX(c)(1) on April 15 of the 

year following the year in which such estimate is being made, after the application of the 

Inflation Adjustment, Volume Adjustment and Previously Settled States Reduction, but before 

the application of any remaining adjustments, reductions and offsets under the MSA or this 

Settlement Agreement.  Estimated MSA Payments due in each of 2014-2017 shall be estimated 

on November 15 of the year prior to the year in which the payment is due, as follows.

a. The Inflation Adjustment shall be calculated pursuant to Exhibit 

C to the MSA, except that such adjustment shall be based on the Consumer Price Index for 

September (as released in October) of the year prior to the year in which the payment is due.

b. The Volume Adjustment shall be calculated pursuant to Exhibit E

to the MSA, except that shipment volume for the Applicable Year (which is also the year in 

which the estimate is being made) shall be the sum of the actual total OPM shipment volume in 

the first three quarters of the Applicable Year and an estimate of total OPM shipment volume in 

the fourth quarter of such year.  For determining the 2014 and 2015 Percentage Reductions, 

fourth-quarter volume shall be estimated by calculating the percentage that the total OPM 

shipment volume in the fourth quarter of the year prior to the Applicable Year represented of 

the total OPM shipment volume in the first three quarters of that prior year, and then applying 

that percentage to the total OPM shipment volume in the first three quarters of the Applicable 
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Year.  (For example, if, in 2012, 100 OPM Cigarettes were shipped in the first three quarters 

and 30 in the fourth quarter, then the percentage referenced in the preceding sentence would be 

30%.  If, in 2013, 90 OPM Cigarettes were shipped in the first three quarters, then the 

estimated volume for the fourth quarter of 2013 would be 27 (90 times 30%), and the total 

volume in 2013, for estimating the Estimated MSA Payment due in 2014, would be 117 (90 

plus 27).)  For determining the 2016 Percentage Reduction, shipment volume for the fourth 

quarter of 2015 shall be estimated in the same way, unless the net principal dollar amount that 

the Initial OPMs received from application of the 2014 and 2015 Percentage Reductions 

exceeded, by more than $2 million, 25% of the Projected OPM Settlement Amount, in which 

case the Signatory States may elect to have such estimated shipment volume equal the actual 

shipment volume for the fourth quarter of 2014.  For determining the 2017 Percentage 

Reduction, if the net principal dollar amount that the Initial OPMs received from application of 

the 2014, 2015 and 2016 Percentage Reductions equaled or was less than 37.5% of the 

Projected OPM Settlement Amount, then the shipment volume for the fourth quarter of 2016 

shall be estimated in the same way as for the 2014 and 2015 Percentage Reductions; if and only 

if such net principal dollar amount exceeded such 37.5%, then the Signatory States may elect to 

have such estimated shipment volume equal the actual shipment volume for the fourth quarter 

of 2015.

c. For purposes of determining whether the Signatory States may 

elect the alternative estimation of shipment volumes for the fourth quarters of 2015 and 2016 

pursuant to subsection III.A.8.b (to determine the 2016 and 2017 Percentage Reductions, 

respectively), the Projected OPM Settlement Amount shall not include settlement amounts due 

from Indiana and Kentucky.  For all other purposes of determining the 2015, 2016 and 2017 
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Percentage Reductions, the Projected OPM Settlement Amount shall include settlement 

amounts due from Indiana and Kentucky.  For determining the 2018 Percentage Reduction 

applicable to Indiana and Kentucky, the method of estimating the shipment volume for the 

fourth quarter of 2017 shall be selected and operate in the same way as the method for 

estimating the shipment volume for the fourth quarter of 2016 (for determining the 2017 

Percentage Reduction), except that, in determining whether the 37.5% threshold was exceeded, 

only the settlement amounts received and projected to be received from Indiana and Kentucky 

through the 2015, 2016 and 2017 Percentage Reductions shall be considered, and, if those 

Signatory States are authorized to and do elect the second method stated in the last sentence of 

subsection III.A.8.b, then the estimated shipment volume for the fourth quarter of 2017 shall 

equal the actual shipment volume for the fourth quarter of 2016.

d. The volume of any brand formerly owned by an Initial OPM that 

is now manufactured by an SPM shall continue to be included in the calculations of the Volume 

Adjustment pursuant to subsection III.A.8.b.  Provided, however, that, because the Percentage 

Reductions under subsections III.A.6-8 apply only to the Initial OPMs, the Estimated MSA 

Payment and the aggregate payment amount due from all of the Initial OPMs as referenced in 

subsection III.A.8 shall not include the MSA payments due from such SPM with respect to 

such brand.

9. The principal dollar amount of each Percentage Reduction determined 

pursuant to subsection III.A.6 shall be increased by interest accruing at the Prime Rate from 

April 15, 2013, to April 15 of the year in which the relevant Percentage Reduction is applied.  

Provided, however, that for purposes of calculating such interest only, each such principal 

dollar amount shall be reduced by the aggregate Allocable Share of the States that became 
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Signatory States before April 15, 2013 of $83,748,186.69, or $36,039,003.34.  (The calculation 

of the principal for purposes of calculating the interest, and the reduction in principal for 

purposes of calculating such interest, resulting from additional Settling States becoming 

Signatory States after April 15, 2013 are addressed in subsections III.D and III.E below.)

10. The total dollar amount of the 2013 Credit and of each of the 2014-2017 

Percentage Reductions shall be allocated among the Initial OPMs as they direct.

B. Settlement by the SPMs.

1. In consideration of the final resolution of the disputes among the 

Signatory Parties regarding the 2003-2012 NPM Adjustment, and as further addressed in 

Exhibit F, the Signatory Parties agree that the aggregate settlement amounts related to the 

disputed MSA Section IX(c)(1) and MSA Section IX(c)(2) NPM Adjustments for 2003-2012 

(including interest and earnings on such Adjustments) for each SPM are the amounts for that 

SPM set forth in Exhibit F, Chart F.1.  The Signatory Parties further agree that such amounts 

shall not change notwithstanding any subsequent revision to or recalculation of any such 

Adjustments by the Independent Auditor.

2. Based on the States that became Signatory States prior to April 15, 2013 

(as listed in Exhibit A), each SPM’s settlement amount attributable to MSA Section IX(c)(1) 

payments is calculated pursuant to subsection III.B.2(i) and Exhibit F, and each SPM’s 

settlement amount attributable to MSA Section IX(c)(2) payments is calculated pursuant to 

subsection III.B.2(ii) and Exhibit F.  (The settlement amounts resulting from additional Settling 

States’ becoming Signatory States after April 15, 2013 are addressed in subsections III.D-E 

below and Exhibit F.)
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3. Each SPM shall receive its total settlement amount in the manner 

provided in Exhibit F.

4. Exhibit F further provides for (i) the treatment of SPMs that withheld 

amounts attributable to NPM Adjustments for 2003-2012, and (ii) the calculation of credits, 

including the application of interest, as to those SPMs that elected to receive their credits over 

time.

C. Allocation Among the Signatory States.

1. All credits and reductions described in subsections III.A-B shall be 

allocated solely to and among the Signatory States as follows.  No part of such credits or 

reductions shall be allocated to any Settling State that is a Non-Signatory State.

2. For the States that became Signatory States prior to April 15, 2013:

a. All credits described in subsections III.A-B that are attributable 

to MSA Section IX(c)(1) payments for the benefit of such Signatory States shall be allocated 

among those Signatory States in proportion to their respective IX(c)(1) Allocated Settlement 

Percentages.  All credits described in subsections III.A-B that are attributable to MSA Section 

IX(c)(2) payments for the benefit of such Signatory States shall be allocated among those 

Signatory States in proportion to their respective IX(c)(2) Allocated Settlement Percentages.

b. For purposes of allocating the dollar amount due to the Initial 

OPMs as a result of the application of each of the 2014-2017 Percentage Reductions, each such 

dollar amount shall be divided into two parts, one part attributable to MSA Section IX(c)(1)

payments and another part attributable to MSA Section IX(c)(2) payments, in proportion to the 

corresponding portions of the total Projected OPM Settlement Amount set forth in subsection 

III.A.3.  The part attributable to MSA Section IX(c)(1) payments for the benefit of such 

C-1-11



III.C

-18-

Signatory States shall be allocated among those Signatory States in proportion to their 

respective IX(c)(1) Allocated Settlement Percentages.  The part attributable to MSA Section 

IX(c)(2) payments for the benefit of such Signatory States shall be allocated among those 

Signatory States in proportion to their respective IX(c)(2) Allocated Settlement Percentages.  

Allocation of the dollar amount due to the SPMs that receive Percentage Reductions pursuant 

to Exhibit F shall be determined in the same manner, except that, for each such SPM, the 

payments shall be divided into two parts, one part attributable to MSA Section IX(c)(1) 

payments and another part attributable to MSA Section IX(c)(2) payments, in proportion to the 

corresponding portions of the Projected SPM Settlement Amount for that SPM set forth in 

Exhibit F, Chart F.1.

c. Any such credits and reductions may be reallocated among such 

Signatory States as they direct.

3. All credits and reductions due to a PM pursuant to section III that are

allocated to a Signatory State shall be applied up to the full amount of that PM’s payment for 

the benefit of such Signatory State in the year in question pursuant to MSA Sections IX(c)(1) 

and IX(c)(2).  If a PM’s credit or reduction amount allocated to a particular Signatory State 

cannot be applied in full in any year because that Signatory State does not have sufficient total 

payments due from that PM under MSA Sections IX(c)(1) and IX(c)(2) for the benefit of that 

Signatory State against which it could be used as a result of the application of the NPM 

Adjustment or as pursuant to this Settlement Agreement, all unused amounts shall carry 

forward (with interest at the Prime Rate) and apply against subsequent eligible payments due 

from that PM for the benefit of that Signatory State until all such amounts have been applied.  

This provision does not apply to an SPM that falls within the circumstances described in 
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subsection IX.K, except that, if such SPM would be entitled to interest under this paragraph if it 

did not fall within the circumstances described in subsection IX.K, it will be entitled to such 

interest.

D. States That Joined Between April 15, 2013 and the End of Individual State 
Hearings in the 2003 Arbitration.

1. Two States joined the settlement and became Signatory States between 

April 15, 2013 and the end date of the last individual State hearing in the 2003 arbitration.  The 

respective IX(c)(1) and IX(c)(2) Allocated Settlement Percentages of these States are set forth 

in Exhibit A.

2. Such joinder by each of these Signatory States gives rise to a Projected 

OPM Settlement Amount in addition to that set forth in subsection III.A.3.  For each such 

additional Signatory State, such additional Projected OPM Settlement Amount shall be 

calculated as follows:  (i) the portion of the additional Projected OPM Settlement Amount 

attributable to MSA Section IX(c)(1) payments shall equal the amount in subsection III.A.1(i) 

multiplied by the IX(c)(1) Allocated Settlement Percentage of such State, and (ii) the portion of 

the additional Projected OPM Settlement Amount attributable to MSA Section IX(c)(2) 

payments shall equal the amount in subsection III.A.1(ii) multiplied by the IX(c)(2) Allocated 

Settlement Percentage of such State. The total additional Projected OPM Settlement Amount 

attributable to each such Signatory State shall equal the sum of the amounts in clauses (i) and 

(ii).

3. The Initial OPMs shall receive the total additional Projected OPM 

Settlement Amount attributable to each such Signatory State, as referenced in subsection 

III.D.2, in the form of (i) a credit against their MSA payments due on April 15, 2014 (the “2014 

Credit”) and (ii) an increase in the 2014-2017 Percentage Reductions.  Such amounts shall be 
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determined and provided to the Initial OPMs consistent with the provisions of subsections 

III.A.4-10, except as follows.

a. The principal amount of the 2014 Credit attributable to each such 

Signatory State shall equal 50% of the respective additional Projected OPM Settlement Amount 

determined pursuant to subsection III.D.2.

b. The 2014-2017 Percentage Reductions shall be increased by 

(i) adding, for purposes of determining the Percentage Reduction pursuant to subsection 

III.A.7, the total additional Projected OPM Settlement Amount determined pursuant to 

subsection III.D.2 for each such additional Signatory State to the total Projected OPM 

Settlement Amount set forth in subsection III.A.3, and (ii) adding, for purposes of determining 

the applicable amount of interest pursuant to subsection III.A.9, each such additional Signatory 

State’s Allocable Share to the aggregate Allocable Share of the States that became Signatory 

States before April 15, 2013.

4. Such joinder by these additional Signatory States also gives rise to 

settlement amounts for each SPM in addition to those described in subsection III.B.3.  For each 

such additional Signatory State, such additional settlement amounts due to an SPM shall be 

calculated as set out in Exhibit F.  The SPMs shall receive such additional settlement amounts 

consistent with the provisions of Exhibit F.

5. The additional settlement amounts described in subsections III.D.2-4 

shall be allocated among the Signatory States and applied consistent with the provisions of 

subsection III.C, except as follows.

a. The 2014 Credit attributable to each such additional Signatory 

State shall be allocated solely to such State.
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b. For purposes of allocating the total dollar amount of each 

Percentage Reduction, as determined pursuant to subsections III.A.6-9 and increased pursuant 

to subsection III.D.3 (or, for SPMs as determined and increased pursuant to Exhibit F), each 

such additional Signatory State’s respective IX(c)(1) Allocated Settlement Percentages and 

IX(c)(2) Allocated Settlement Percentages shall be included for purposes of subsection III.C.2.

c. Notwithstanding the foregoing, the dollar amount of each of the 

2014-2017 Percentage Reductions allocated to the State of Connecticut shall be carried forward 

one year and applied to the Initial OPMs’ (and, for SPMs that receive a Percentage Reduction, 

each SPM’s) next respective year’s MSA payments for the benefit of Connecticut, with interest 

at the Prime Rate accruing during such year.  (For example, the dollar amount of the 2014 

Percentage Reduction allocated to Connecticut shall apply to the Initial OPMs’ or an SPM’s 

MSA payments for the benefit of Connecticut due on April 15, 2015, with interest at the Prime 

Rate accruing from April 15, 2014 to April 15, 2015.)

d. Such credits and reductions may be reallocated among the 

Signatory States as they direct.

E. Subsequent-Joining Signatory States.

1. Additional Settling States may join this Settlement Agreement before or 

after the Effective Date and become Subsequent-Joining Signatory States if the PMs, in their 

sole discretion, agree.  A Subsequent-Joining Signatory State’s IX(c)(1) Allocated Settlement 

Percentage shall equal 59% of its Allocable Share and its IX(c)(2) Allocated Settlement 

Percentage shall equal 59% of its IX(c)(2) Allocable Share.  Provided, however, that the PMs, 

in their sole discretion, may agree to change the applicable percentage specified in the 
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preceding sentence.  The PMs, in their sole discretion, may further agree to add statutes then in 

effect in such Subsequent-Joining Signatory State to Exhibits B and C.

2. For purposes of any agreement by the PMs referenced in subsection 

III.E.1, agreement by the PMs with an aggregate Market Share in the immediately preceding 

calendar year equal to at least 93% of the aggregate Market Share of all the PMs shall be 

sufficient and shall bind any remaining PMs.  The Signatory States agree that such agreement 

by the PMs (including such agreements already made with certain Signatory States after 

December 17, 2012 to reduce the applicable percentage for those States to 46%, and the 

agreements described in subsection III.E.6) shall not give rise to any claims pursuant to 

subsection IX.A and shall not obligate the PMs to agree to any similar agreement for any other 

Settling State.

3. Such joinder by Subsequent-Joining Signatory States shall give rise to 

Projected OPM Settlement Amounts in addition to those set forth in subsections III.A.3 and 

III.D.2, and to interest in addition to interest set forth in subsections III.A.9 and III.D.3.b.  

Unless the Initial OPMs and the respective Subsequent-Joining Signatory State agree 

otherwise, the Initial OPMs shall receive the additional Projected OPM Settlement Amounts 

and interest consistent with the provisions of subsection III.D, except that the 50% credit shall 

be applied against the first MSA payment following such State’s execution of this Settlement 

Agreement, and the remaining settlement amount shall be divided into four equal percentage 

reductions applied against the four subsequent MSA payments.  All such credits and reductions 

shall be allocated among the Initial OPMs as they direct.

4. Such joinder by Subsequent-Joining Signatory States shall also give rise 

to settlement amounts for each SPM in addition to those described in subsections III.B.3 and 
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III.D.4.  The SPMs shall receive such additional settlement amounts consistent with the 

provisions of Exhibit F, unless the respective SPM and Subsequent-Joining Signatory State 

agree otherwise.

5. The additional settlement amounts described in subsections III.E.3-4 

attributable to each Subsequent-Joining Signatory State shall be allocated solely to such State, 

and otherwise applied consistent with the provisions of subsection III.C, except as directed by 

the Signatory States.

6. Four States, Indiana, Kentucky, Oregon and Rhode Island have become 

Subsequent-Joining Signatory States prior to the Effective Date, on the terms set forth in 

Exhibits G, H, I and J, respectively.  All provisions of this Settlement Agreement apply to 

Indiana and Kentucky except as specifically provided in Exhibits G and H, in subsection 

III.A.8.c, and in Exhibit F.  All provisions of this Settlement Agreement apply to Oregon 

except subsection V.A.10 and as specifically provided in Exhibit I.  All provisions of this 

Settlement Agreement apply to Rhode Island except as specifically provided in Exhibit J, 

provided, however, that the applicability to Rhode Island of subsection V.A.10 and the 

provisions of subsections VIII.A.2 and VIII.B.2 related to the 2015 NPM Adjustment are 

subject to a condition subsequent that Rhode Island obtain bondholder approval of subsection 

V.A.10 as applied to Rhode Island prior to March 31, 2018 (which Rhode Island agrees it will 

use reasonable best efforts to obtain).

F. No Effect on MSA Payment Calculations.  Other than applying as provided in 

this Settlement Agreement, the credits and reductions described in this section III shall not be 

included in, and shall not affect, any other calculations of payments due under the MSA, 
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including calculations of the amount of the NPM Adjustments pursuant to the MSA and this 

Settlement Agreement.

G. The Profit Adjustment.

1. It is the intent of the Signatory Parties that any credits and reductions 

(including carry-forwards) described above in this section III with respect to 2016 Signatory 

States, and any adjustments pursuant to subsection V.A.2 with respect to 2016 Signatory States, 

shall not subject the OPMs in any year to a profit adjustment pursuant to Section B(ii) of MSA 

Exhibit E. Absent an OPM’s election consistent with the requirements of subsection III.G.8, if 

the application of the full amount of such credit, reduction and/or adjustment would result in 

such profit adjustment in any year, such credit, reduction and/or adjustment amount applicable 

in such year to the OPMs shall be reduced so that no profit adjustment is due in such year due 

to such credit, reduction and/or adjustment; provided, however, that no OPM shall be required 

to return or repay to any State any amounts previously received by such OPM pursuant to the 

terms of this Settlement Agreement, whether by credit, reduction or adjustment, for the purpose 

of avoiding the application of the profit adjustment.

2. If any credit or reduction amounts described in section III cannot be used 

in a given year due to the application of this subsection III.G, the 12.5% number used to 

determine the Percentage Reduction applicable in the subsequent year pursuant to subsection 

III.A.7 (together with the corresponding numbers pursuant to subsections III.D-E, as applicable) 

shall be increased by adding to it the percentage number reflecting the share of the Projected 

OPM Settlement Amount represented by such unused credit or reduction amount. (For example, 

if the unused amount represents 2% of the Projected OPM Settlement Amount, 12.5% in 

subsection III.A.7 shall be increased to 14.5%.) If no percentage reduction is otherwise 
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applicable in the subsequent year, then a percentage reduction shall apply by operation of this 

subsection, determined pursuant to subsections III.A.6-9, except that the 12.5% number 

referenced in subsection III.A.7 shall be substituted with the percentage number reflecting the 

share of the Projected OPM Settlement Amount represented by such unused credit or reduction 

amount.

3. If any adjustments pursuant to subsection V.A.2 cannot be used in a 

given year due to the application of this subsection III.G, the unused amount shall be converted 

into a percentage reduction applicable to the next MSA payment due from the OPMs. The 

percentage applicable to such percentage reduction shall be determined by dividing such 

unused amount of the adjustment by the next Estimated MSA Payment, and the percentage 

reduction shall be calculated and applied consistent with the procedures set forth in subsections 

III.A.6-9.

4. If any credit or reduction described in section III and an adjustment 

pursuant to subsection V.A.2 cannot both be used in the same year due to the application of this 

subsection III.G, then the provisions of subsection III.G.3 shall be applied first, and the 

provisions of subsection III.G.2 shall be applied second.

5. The Signatory Parties shall instruct the Independent Auditor sufficiently 

in advance of the issuance of Final Calculations for the MSA payments to which such credits, 

reductions and/or adjustments described in subsection III.G.1, if any, are due to be applied 

regarding any reduction to those credits, reductions and/or adjustments that is required pursuant 

to this subsection III.G.

6. If, (i) notwithstanding the provisions of this subsection III.G, the 

application of any such credits, reductions and/or adjustments described in subsection III.G.1, 
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or (ii) the application of a percentage reduction by operation of the last sentence of subsection 

III.G.2, subjects the OPMs in any year to a profit adjustment pursuant to Section B(ii) of MSA 

Exhibit E, each of the Signatory States hereby agrees that the payments due to it from any OPM 

pursuant to MSA Sections IX(c)(1) and IX(c)(2) shall be offset by an amount equal to its 

Allocable Share or IX(c)(2) Allocable Share, as applicable, of such profit adjustment attributable 

to application of any such credits, reductions and/or adjustments described in subsection III.G.1. 

The amount of the payments due from any OPM receiving such an offset shall thus be decreased 

by subtracting the value of such offset from the full amount otherwise due pursuant to MSA 

subsection IX(j), step Thirteenth.

7. If a credit, reduction or adjustment amount described in subsection 

III.G.1 and applicable to the payments due from an OPM is reduced in any year by the 

operation of subsections III.G.1-4, the reduced credit, reduction or adjustment amount shall be 

allocated among the OPMs as they direct. Any increase in subsequent percentage reduction 

resulting from the operation of subsections III.G.1-4 shall be allocated among the OPMs in 

proportion to their respective shares of the corresponding amount by which a credit or 

reduction was reduced by the operation of subsections III.G.1-6. Nothing in this Settlement 

Agreement shall affect the allocation of the profit adjustment as provided in Section B(iii) of 

MSA Exhibit E.

8. If an amount due to an OPM in a given year would be reduced by the 

operation of the provisions of subsections III.G.1-6, such OPM may at its option elect to receive 

such amount in full in such year notwithstanding such provisions by agreeing as described 

below that it will bear the entire cost of the additional profit adjustment pursuant to Section B(ii) 

of MSA Exhibit E and pursuant to the settlement agreements with the Previously Settled States 
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that would result from its receipt of the amount that would otherwise be reduced by operation of 

the provisions of subsection III.G.1-6. Such an agreement shall be made prior to any such 

election through a binding agreement that provides that such OPM will instruct the Independent 

Auditor to allocate the entirety of such additional profit adjustment to such OPM and that, if the 

Independent Auditor does not do so or if for any other reason any other OPM bears a share of 

such additional profit adjustment, such OPM will indemnify each other such OPM and 

promptly re-pay it for any share of such additional profit adjustment that it bears. If, prior to 

the Effective Date, an OPM receives an amount that would have been reduced by the operation 

of the provisions of subsections III.G.1-6, that OPM shall be deemed to have made such an 

election and timely provided the binding agreement described in this subsection III.G.8.

9. If an OPM makes the election and timely provides the binding agreement 

described in subsection III.G.8, then the provisions of subsections III.G.1-6 shall not apply to 

such OPM’s payments in the given year. Instead, in the year following the given year 

(“Deferred Year”), each of the 2016 Signatory States agrees that the payments due from any 

OPM pursuant to MSA Sections IX(c)(1) and IX(c)(2) shall be offset by an amount equal to the 

lesser of the following: (x) the offset amount that would have applied to its payment under

subsection III.G.6 had that subsection applied to all credits, reductions or adjustment amounts 

described in subsection III.G.1 for the given year; or (y) its Allocable Share or IX(c)(2) 

Allocable Share, as applicable, of the Deferred Year profit adjustment attributable to an amount 

equal to the credits, reductions or adjustment amounts described in subsection III.G.1 in the 

given year. For purposes of subsection III.G.9(y) only, the profit adjustment for the Deferred 

Year shall be calculated pursuant to Section B(ii) of MSA Exhibit E, except that the “operating 

income for sales of Cigarettes” of the OPMs shall not include any NPM Adjustment-related 
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settlement credits or reductions to any charges or expenses other than those accrued under the 

Term Sheet or this Settlement Agreement.

10. This subsection III.G shall not be applicable to any credits, reductions or 

adjustments with respect to any Signatory State that is not a 2016 Signatory State.

H. The Independent Auditor.  The Signatory States and the PMs shall jointly 

instruct the Independent Auditor and the Escrow Agent to apply all the credits and reductions 

as set forth in section III and Exhibit F, and allocate them among the PMs and the Signatory 

States, as provided in this Settlement Agreement, provided that instructions by those Signatory 

Parties whose MSA payments and receipt of MSA payments are affected by a particular 

application or allocation shall be sufficient for the Independent Auditor and the Escrow Agent 

to implement them.

IV. THE DISPUTED PAYMENTS ACCOUNT

A. Release of Amounts Attributable to 2003-2012 NPM Adjustments Held in the 
Disputed Payments Account as of April 15, 2013.

1. Except as provided in Exhibit F, any PMs that withheld from payment 

any amounts attributable to the 2003-2012 NPM Adjustments shall deposit such withheld 

amounts into the Disputed Payments Account by April 15, 2013.

2. The PMs and the Signatory States shall jointly instruct the Independent 

Auditor to determine the amounts held in the Disputed Payments Account (including the 

accumulated earnings thereon) as of April 15, 2013 that are attributable to the PMs’ dispute 

over the applicability of the 2003-2012 NPM Adjustments to (i) MSA Section IX(c)(1) 

payments for any year, and (ii) MSA Section IX(c)(2) payments for any year.  The Signatory 

Parties agree that such amounts shall change only due to additional earnings accumulating on 

such amounts from April 15, 2013 to the time of the release, and shall not change 
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notwithstanding any subsequent revision to or recalculation of any of the 2003-2012 NPM 

Adjustments by the Independent Auditor.

3. Following the Independent Auditor’s confirmation that it will apply the 

settlement credits and reductions set forth in section III attributable to a Signatory State, the 

PMs and such Signatory State shall jointly instruct the Independent Auditor to release from the 

Disputed Payments Account such Signatory State’s Allocable Share of the amount described in 

subsection IV.A.2(i) and such Signatory State’s IX(c)(2) Allocable Share of the amount 

described in subsection IV.A.2(ii).  Nothing in this Settlement Agreement shall require the 

release from the Disputed Payments Account of the Non-Signatory States’ Allocable Shares or 

IX(c)(2) Allocable Shares, as applicable, of such amounts.

4. The PMs and the Signatory States shall jointly instruct the Independent 

Auditor to initially retain in the Disputed Payments Account $10,000,000 of the amounts 

released pursuant to subsection IV.A.3 to be used to fund certain expenses related to the Data 

Clearinghouse described in section VI that are payable by the Signatory States.  The Signatory 

States shall provide any necessary instructions regarding the subsequent placement of these 

funds and any contribution by Signatory States that join this Settlement Agreement after the 

Effective Date.

5. The PMs and the Signatory States shall jointly instruct the Independent 

Auditor to allocate the remainder of the amounts released from the Disputed Payments 

Accounts pursuant to subsection IV.A.3 solely to and among the Signatory States, as directed 

by them.  Such Signatory States may instruct the Independent Auditor to reallocate any such 

released amounts among them as necessary (i) to allocate a portion of the Data Clearinghouse 

fund described in subsection IV.A.4 to the Signatory States that joined the settlement between 
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April 15, 2013 and the Effective Date, and (ii) to reallocate with respect to the 2003 

Uncontested Signatory States among the 2016 Signatory States pursuant to subsection IX.J.

6. An individual Signatory State may elect to have its share of the amounts 

to be released from the Disputed Payments Account pursuant to subsection IV.A.3 released in 

installments over the period of up to five years following the time the funds would first be 

released to such State pursuant to subsection IV.A.3.  Such State shall inform the Signatory 

Parties of its selection in a reasonable time in advance of the time the funds would first be 

released and shall instruct the Independent Auditor accordingly.  Such election shall not affect 

any credits, reductions or other calculations pursuant to this Settlement Agreement.

7. The Signatory Parties agree that the withheld amounts described in 

subsection IV.A.1 were properly deposited into the Disputed Payments Account.

B. NPM Adjustment Amounts Not in the Disputed Payments Account as of April 
15, 2013.

1. NPM Adjustments for 2011-2014.

a. In connection with the MSA payments due on April 15 of each of 

2014-2017, on or before the respective Payment Due Date each OPM shall deposit into the 

Disputed Payments Account the Signatory States’ aggregate Allocable Share and the aggregate 

IX(c)(2) Allocable Share, as applicable, of that OPM’s share (as such shares are determined 

pursuant to MSA Section IX(d)(3)) of the OPMs’ Potential Maximum NPM Adjustment for the 

year preceding the payment year by three years.  (For example, on April 15, 2014, the OPMs 

shall deposit such shares of the 2011 NPM Adjustment.)

b. In connection with the MSA payments due on April 15 of each of 

2014-2015, on or before the respective Payment Due Date each SPM shall deposit into the 

Disputed Payments Account the Signatory States’ aggregate Allocable Share and the aggregate 
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IX(c)(2) Allocable Share, as applicable, of that SPM’s respective Potential Maximum NPM 

Adjustment for the preceding year.  (For example, on April 15, 2014, the SPMs shall deposit 

such shares of the NPM Adjustment for 2013.)

c. Following the Independent Auditor’s confirmation that it will 

apply the settlement credits and reductions set forth in section III, the PMs and the Signatory 

States shall jointly instruct the Independent Auditor to release such amounts, and to allocate 

those released amounts solely to and among the Signatory States as they direct.

d. Deposits and releases described in this subsection IV.B.1 shall be 

based on the Allocable Shares and IX(c)(2) Allocable Shares of the States that are Signatory 

States at the time of the deposit in question.

2. NPM Adjustments for 2015 and thereafter.

a. In connection with the MSA payments due on April 15, 2016 and 

thereafter, on or before the respective Payment Due Date each OPM shall deposit into the 

Disputed Payments Account the Signatory States’ aggregate Allocable Share and aggregate 

IX(c)(2) Allocable Share, as applicable, of its share of the OPMs’ Potential Maximum NPM 

Adjustment for the preceding year.  (For example, on or before April 15, 2016, the OPMs shall 

deposit such shares of the OPMs’ Potential Maximum NPM Adjustment for 2015.)

b. Notwithstanding MSA Section IX(d)(3), the OPMs shall jointly 

determine and instruct the Independent Auditor as to their respective shares of such OPMs’ 

Potential Maximum NPM Adjustments for purposes of the deposits required under subsection 

IV.B.2(a), and, provided that all OPMs agree to the allocation set forth in such joint instruction 

and that such OPMs’ respective shares of their Potential Maximum NPM Adjustments total 

100%, the Signatory States agree that each OPM shall be responsible for depositing only its 
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share of such Adjustments as so determined and instructed by the OPMs.  Such share 

percentages shall be the same as the OPMs’ allocation of the adjustment for the year in 

question under subsections V.A-C.

c. In connection with the MSA payments due on April 15, 2016 and 

thereafter, on or before the respective Payment Due Date each SPM shall deposit into the 

Disputed Payments Account the Signatory States’ aggregate Allocable Share and aggregate 

IX(c)(2) Allocable Share, as applicable, of that SPM’s Potential Maximum NPM Adjustment 

for the preceding year.  (For example, on April 15, 2016, the SPMs shall deposit such shares of 

their respective Potential Maximum NPM Adjustments for 2015.)

d. Each PM and the Signatory States shall jointly instruct the 

Independent Auditor to release the entire amount deposited by that PM pursuant to subsections 

IV.B.2.a-c promptly upon deposit, and distribute it as provided in subsection IV.B.2.e.

e. The amount to be released pursuant to subsection IV.B.2.d shall 

be allocated among the Signatory States pro rata in proportion to their respective Allocable 

Shares and IX(c)(2) Allocable Shares, as applicable.  The amount so allocated to a Signatory 

State shall be released as follows:  (i) the percentage of such allocated amount described in 

subsection V.C.9 – to such State; (ii) 50% of the portion of such allocated amount that remains 

after the release pursuant to clause (i) – to such State; and (iii) 50% of the portion of such 

allocated amount that remains after the release pursuant to clause (i) – to the PM that made the 

deposit.  The amount released pursuant to subsection IV.B.2.e(i) shall be based on an estimate 

of the reimbursement percentage determined pursuant to subsection VI.I.1.  (For example, if a 

PM makes a deposit of $200 million pursuant to subsection IV.B.2.a for a year in question, the 

entire $200 million will be released.  If $10 million of such released amount is allocated to a 
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Signatory State, and such State’s reimbursement percentage determined pursuant to subsection 

VI.I.1 for such year equals 40%, that $10 million will be released as follows:  (i) $4 million 

will be released to such State pursuant to clause (i) (40% of $10 million); (ii) another $3 

million will be released to such State pursuant to clause (ii) (50% of the $6 million that remains 

after the release pursuant to clause (i)); and (iii) $3 million will be released to the PM that made 

the deposit pursuant to clause (iii) (50% of the $6 million that remains after the release pursuant 

to clause (i)).)

f. Releases to the PMs pursuant to subsection IV.B.2.e(iii) shall be 

made only with respect to the amounts deposited into the Disputed Payments Account before 

both party-selected arbitrators are appointed for the first NPM Adjustment arbitration involving 

the Signatory States and commenced pursuant to subsection VII.C.5.a or subsection VII.C.5.b.  

The amounts deposited into the Disputed Payments Account pursuant to subsections IV.B.2.a-c 

after both such arbitrators have been appointed for the first such arbitration shall be released to 

the Signatory States in their entirety.

g. Deposits and releases described in this subsection IV.B.2 shall be 

based on the Allocable Shares and IX(c)(2) Allocable Shares of the States that are Signatory 

States at the time of the deposit in question.  The released amounts shall be subject to 

repayment as provided in subsections V.C.6-7.

h. Notwithstanding subsection VI.H.7 (but subject to disputes 

pursuant to subsections VI.H.2-7 and VII.B), once the amounts have been released and 

distributed pursuant to subsection IV.B.2.e(i)-(iii), the allocation of the released amounts shall 

not be revised or recalculated based on any new, additional or revised documents or data 

(including any revised calculations issued by the Independent Auditor), and the amounts so 
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released and distributed shall remain in the respective Signatory Parties’ possession, until such 

time as reimbursement pursuant to subsection V.C.9 becomes due upon conclusion of the NPM 

Adjustment arbitration for the relevant year.  At such time, the reimbursement percentages shall 

be determined as provided in subsection VI.I.2.

3. Revisions to Prior Adjustment Amounts.  If, prior to an MSA Payment 

Due Date, the Independent Auditor issues Revised Final Calculations for prior years that 

contain revised NPM Adjustment amounts for such prior years, the amounts the OPMs deposit 

into the Disputed Payments Account on such Payment Due Date pursuant to subsections 

IV.B.1.a and IV.B.2.a-b 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 

Disputed Payments Account and revisions to prior years’ adjustment amounts (for example, if 

the prior years’ adjustments are revised upwards, the OPMs shall deposit the amount of the 

increase into the Disputed Payments Account in the current year; if the prior years’ adjustments 

are revised downwards, the OPMs shall deduct the amount of the decrease from the amount 

they deposit into the Disputed Payments Account in the current year).  The amount to be 

released from the Disputed Payments Account each year pursuant to subsections IV.B.1.c and 

IV.B.2.d will likewise be based on such “net” amounts.  If a portion of such released amount is 

to be provided to a Signatory State in the year in question pursuant to subsection IV.B.2.e(i), 

the amount so provided shall be determined based entirely on the estimated reimbursement 

percentage for that year without regard to the reimbursement percentages used in connection 

with prior years’ releases.  Each SPM also may elect to make such deposits and direct releases 

based on such “net” adjustment amounts on the same terms.
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4. No Effect on Deposits for Non-Signatory States.  If, in addition to the 

Signatory States’ shares of the Potential Maximum NPM Adjustments addressed in subsections 

IV.B.1-2, a PM also deposits into the Disputed Payments Account the Non-Signatory States’ 

Allocable Shares or IX(c)(2) Allocable Shares, as applicable, of that PM’s share of an NPM 

Adjustment, such PM and the Signatory States shall jointly instruct the Independent Auditor to 

release, as provided in subsections IV.B.1-2, only the Signatory States’ Allocable Shares or 

IX(c)(2) Allocable Shares, as applicable, of the amounts described in subsections IV.B.1-2.  

Nothing in this section IV shall require the release from the Disputed Payments Account of the 

Non-Signatory States’ Allocable Shares or IX(c)(2) Allocable Shares, as applicable, of such 

PM’s share of any NPM Adjustment.

5. No Other Withholdings or Deposits into the Disputed Payments 

Account.  Except as provided in subsections IV.B.1-2, the PMs shall not withhold or deposit 

into the Disputed Payments Account any amounts attributable to the Signatory States based on 

a dispute arising out of the adjustments set forth in subsections V.A-C.  Provided, however, 

that, notwithstanding subsections IV.B.1-2:

a. If a PM notices for arbitration a dispute with a Signatory State 

with respect to an adjustment pursuant to subsections V.A-B, and the party-selected arbitrator 

for such State (or, if such dispute is noticed with more than one Signatory State, such States as 

a side) has not been appointed for such arbitration for over one year from the date such notice 

was first given despite good faith efforts by the PM, the PM may withhold, or deposit into the 

Disputed Payments Account and instruct the Independent Auditor not to release until such 

dispute is resolved with finality, the amount at issue in such dispute.
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b. If a PM notices for arbitration a dispute with the Signatory States 

with respect to an adjustment pursuant to subsection V.C at or after the time such arbitration 

may commence pursuant to subsection VII.C, and the party-selected arbitrator for such States 

as a side (or, in the case of a merged arbitration pursuant to subsection VII.C.2, for all the 

participating States as a side) has not been appointed for such arbitration for over one year from 

the date such notice was first given despite good faith efforts by the PM (and other than as a 

result of delays due to Non-Signatory States), the PM may withhold, or deposit into the 

Disputed Payments Account and instruct the Independent Auditor not to release until such 

dispute is resolved with finality, such Signatory States’ Allocable Shares or IX(c)(2) Allocable 

Shares, as applicable, of the NPM Adjustment for the year in question.

C. Subsequent-Joining Signatory States.

1. Upon joinder by a Subsequent-Joining Signatory State, following the 

Independent Auditor’s confirmation that it will apply the credits and reductions resulting from 

the additional settlement amounts attributable to such Subsequent-Joining Signatory State as set 

forth in subsection III.E and Exhibit F, the PMs and such Subsequent-Joining Signatory State 

shall jointly instruct the Independent Auditor to release from the Disputed Payments Account 

such Subsequent-Joining Signatory State’s Allocable Share of the amount described in 

subsection IV.A.2(i) and such Subsequent-Joining Signatory State’s IX(c)(2) Allocable Share 

of the amount described in subsection IV.A.2(ii), to the extent such State’s shares of such 

amounts are in the Disputed Payments Account.  If any such shares of such amounts are not in 

the Disputed Payments Account, such Subsequent-Joining Signatory State and the PMs shall 

agree on how such amounts shall be addressed, subject to the provisions of subsection IV.C.2.  

For any SPM that has withheld amounts attributable to the NPM Adjustment for 2003 through 
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2012, unless the SPM and the Subsequent-Joining Signatory State agree otherwise, payment of 

such amounts for the benefit of the Subsequent-Joining Signatory State shall be determined in 

the manner described in Exhibit F.

2. The Signatory States shall instruct the Independent Auditor to reallocate 

the amounts released or otherwise provided to a Subsequent-Joining Signatory State pursuant to 

subsection IV.C.1 among them as necessary to allocate a portion of the Data Clearinghouse 

fund described in subsection IV.A.4 to the Subsequent-Joining Signatory State, subject to 

subsection IV.A.5.  The Signatory States shall instruct the Independent Auditor to allocate the 

remainder of such amounts to such Subsequent-Joining Signatory State.  For a Subsequent-

Joining Signatory State that becomes a Signatory State in 2017 or later, the Signatory States 

may instruct the Independent Auditor to allocate to the Data Clearinghouse fund from the 

amounts to be released or otherwise provided to the Subsequent-Joining Signatory State 

pursuant to subsection IV.C.1 an amount equal to what that Subsequent-Joining Signatory 

State’s share of the $10 million Data Clearinghouse fund would have been if such State had 

been a 2016 Signatory State and allocated a portion of the Data Clearinghouse fund among the 

pool of 2016 Signatory States, thereby making this an additional deposit into the fund rather 

than reallocating the contribution among the Signatory States.

3. Unless the PMs and the Subsequent-Joining Signatory State agree 

otherwise, the PMs shall deposit into the Disputed Payments Account the Subsequent-Joining 

Signatory State’s Allocable Share and IX(c)(2) Allocable Share, as applicable, of the amounts 

referenced in subsection IV.B, and the PMs and such State shall jointly instruct the Independent 

Auditor to release such amounts, consistent with the provisions of subsection IV.B (and taking 

into account the timing of the joinder by such Subsequent-Joining Signatory State).
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V. ADJUSTMENTS FOR SUBSEQUENT YEARS.

A. Adjustments During the Transition Period.

1. There will be a three-year transition period during which the PMs will 

receive adjustments to their MSA payments for the benefit of the Signatory States as provided 

in this subsection V.A.

2. In lieu of the 2013 NPM Adjustment and the 2014 NPM Adjustment as 

applicable to the Signatory States, the PMs will receive the downward adjustment for the sales 

year in question calculated pursuant to subsections V.A.3-8 applied to their payments pursuant 

to MSA Sections IX(c)(1) and IX(c)(2) due on April 15, 2014 and April 15, 2015. Such 

adjustment shall be applied to such payments on the Payment Due Date of the respective 

payment and shall not be subject to any conditions or exclusions that may apply to adjustments 

pursuant to MSA Section IX(d).

3. To calculate the Initial OPMs’ aggregate amount of the adjustment under 

subsection V.A.2 for 2013 and 2014, the Independent Auditor shall first compare the Market 

Share Loss for 2013 or 2014, as applicable, with the Market Share Loss for 2011.  If the Market 

Share Loss for such year in question is less than or equal to the 2011 Market Share Loss, the 

Independent Auditor shall calculate the total IX(c)(1) and IX(c)(2) adjustment amounts each 

equal to 25% of the Initial OPMs’ Potential Maximum NPM Adjustment applicable to MSA 

Section IX(c)(1) and IX(c)(2) payments, respectively.  (For example, if the 2013 Market Share 

Loss is less than the 2011 Market Share Loss, the total IX(c)(1) adjustment amount applicable 

to the OPMs’ payments pursuant to MSA Section IX(c)(1) due on April 15, 2014 shall equal 

25% of the OPMs’ Potential Maximum 2013 NPM Adjustment applicable to the OPMs’ MSA 
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Section IX(c)(1) payments.  Adjustments to Section IX(c)(2) payments shall be treated in the 

same way.)

4. If the Market Share Loss for 2013 or 2014, as applicable, is more than 

the 2011 Market Share Loss, the Independent Auditor shall calculate the total IX(c)(1) and 

IX(c)(2) adjustment amounts by adding together the following amounts.

a. 25% of the amount of the Potential Maximum NPM Adjustment 

for the year in question the Initial OPMs would be entitled to pursuant to the provisions of the 

MSA, if the Market Share Loss for such year were equal to the 2011 Market Share Loss.

b. 30% of any part of the Potential Maximum NPM Adjustment for 

the year in question the Initial OPMs would be entitled to pursuant to the provisions of the 

MSA, arising from NPM sales volumes in such year of 1 to 100 million Cigarettes above the 

2011 Market Share Loss.

c. 40% of any part of the Potential Maximum NPM Adjustment for 

the year in question the Initial OPMs would be entitled to pursuant to the provisions of the 

MSA, arising from NPM sales volumes in such year of 100 million to 200 million Cigarettes 

above the 2011 Market Share Loss.

d. 50% of any part of the Potential Maximum NPM Adjustment for 

the year in question the Initial OPMs would be entitled to pursuant to the provisions of the 

MSA, arising from NPM sales volumes in such year of more than 200 million Cigarettes above 

the 2011 Market Share Loss.

5. The aggregate Initial OPM amounts of the adjustment for a year in 

question under subsection V.A.2 applicable to MSA Sections IX(c)(1) and IX(c)(2) payments 

shall be equal to, respectively, (i) the total IX(c)(1) adjustment amount determined pursuant to 
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subsection V.A.3 or V.A.4, as applicable, multiplied by the aggregate Allocable Share of all 

Signatory States, and (ii) the total IX(c)(2) adjustment amount determined pursuant to 

subsection V.A.3 or V.A.4, as applicable, multiplied by the aggregate IX(c)(2) Allocable Share 

of all Signatory States.  Such aggregate Initial OPM amounts shall be allocated among the 

Initial OPMs as they direct.

6. Such aggregate Initial OPM amounts under subsection V.A.2 shall be 

allocated solely to and among the Signatory States, in proportion to their Allocable Shares or 

IX(c)(2) Allocable Shares, as applicable.

7. For each SPM, the amount of the adjustment under subsection V.A.2 for 

2013 and 2014 applicable to MSA Section IX(c)(1) and IX(c)(2) payments shall be determined 

in the same manner as the aggregate amount of the respective OPMs’ adjustment, applying the 

percentages determined pursuant to subsection V.A.3 or V.A.4, as applicable, to such SPM’s 

Potential Maximum NPM Adjustment, and multiplying the resulting amounts by the aggregate 

Allocable Share of all Signatory States, in case of the adjustment applicable to MSA Section 

IX(c)(1) payments, and by the aggregate IX(c)(2) Allocable Share of all Signatory States, in 

case of the adjustment applicable to MSA Section IX(c)(2) payments.  Each SPM’s adjustment 

shall be allocated solely to and among the Signatory States, in proportion to their Allocable 

Shares or IX(c)(2) Allocable Shares, as applicable.

8. The amount of the adjustment pursuant to subsection V.A.2 for 2013 and 

2014 shall be determined based on the Market Share Loss for 2013 or 2014, as applicable, the 

Potential Maximum NPM Adjustment for 2013 or 2014, as applicable, and the Market Share 

Loss for 2011, all as determined by the Independent Auditor in the latest Final Calculation or 

Revised Final Calculation preceding the Payment Due Date of the MSA payment to which the 
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adjustment in question applies.  The Signatory Parties agree that such adjustments for 2013 and 

2014 shall not change after the Payment Due Date of the payment to which the adjustment in 

question is applied notwithstanding any subsequent revision or recalculation by the 

Independent Auditor of the amounts described in the preceding sentence.

9. In lieu of the calculation set out in subsections V.A.3 through V.A.8, the 

Signatory States and the PMs may provide the Independent Auditor with joint instructions 

specifying the dollar amounts to be used for the adjustment under subsection V.A.2.

10. In lieu of the 2015 NPM Adjustment as applicable to the Signatory 

States, the PMs will receive the following adjustments applied to their payments pursuant to 

MSA Section IX(c)(1) due on April 16, 2018:

a. The OPMs will receive an aggregate adjustment applicable to 

MSA Section IX(c)(1) payments, subject to subsection IX.L, equal to the sum of (i) 25% of the 

OPMs’ Potential Maximum 2015 NPM Adjustment applicable to MSA Section IX(c)(1) 

multiplied by the aggregate Allocable Share of all Signatory States, and (ii) 25% of the OPMs’ 

Potential Maximum 2015 NPM Adjustment applicable to MSA Section IX(c)(2) multiplied by 

the aggregate IX(c)(2) Allocable Share of all Signatory States.  Such aggregate OPM amount 

shall be allocated among the OPMs as they direct, and shall be allocated solely to and among 

the Signatory States, in proportion to their Allocable Shares and IX(c)(2) Allocable Shares, as 

applicable.

b. Each SPM will receive an adjustment applicable to MSA Section 

IX(c)(1) payments, subject to subsection IX.L, equal to the sum of (i) 25% of that SPM’s 

Potential Maximum 2015 NPM Adjustment applicable to MSA Section IX(c)(1) multiplied by 

the aggregate Allocable Share of all Signatory States, and (ii) 25% of that SPM’s Potential 
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Maximum 2015 NPM Adjustment applicable to MSA Section IX(c)(2) multiplied by the 

aggregate IX(c)(2) Allocable Share of all Signatory States.  Each SPM’s adjustment shall be 

allocated solely to and among the Signatory States, in proportion to their Allocable Shares and

IX(c)(2) Allocable Shares, as applicable.

c. The amounts of the adjustments pursuant to this subsection 

V.A.10 shall be determined based on the Market Share Loss for 2015 and the Potential 

Maximum NPM Adjustment for 2015 as determined by the Independent Auditor in the latest 

Final Calculation or Revised Final Calculation preceding the April 17, 2017 Payment Due 

Date.  The Signatory Parties agree that the amounts of such adjustments shall not change after 

such Payment Due Date notwithstanding any subsequent revision or recalculation by the 

Independent Auditor of the amounts described in the preceding sentence.

d. The Signatory States and the PMs may provide the Independent 

Auditor with joint instructions specifying the dollar amounts to be used for the adjustments 

under this subsection V.A.10.

e. Each PM shall receive its amount under this subsection V.A.10 

by repaying (without interest) all amounts previously released to that PM attributable to the 

2015 NPM Adjustment as referenced in subsection IV.B.2 and then receiving its amount under 

this subsection V.A.10 in full (without interest); provided, however, that each PM’s receipt of 

its amount under this subsection V.A.10 is conditioned on its prior release from the DPA to the 

Signatory States of all amounts, if any, that PM both deposited into the DPA and has retained 

in the DPA attributable to the Signatory States’ Allocable Share or IX(c)(2) Allocable Share of 

the 2015 NPM Adjustment (and the earnings on those amounts).
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f. The PMs shall also receive the adjustment pursuant to subsection 

V.B, determined and applied as provided in that subsection.

B. SET-Paid NPM Sales.

1. Adjustment for the OPMs.  Starting with the payments for sales year 

2015, due on April 15, 2016, and each year thereafter, the OPMs’ payments pursuant to MSA 

Section IX(c)(1) made for the benefit of each Signatory State shall be subject to a downward 

dollar adjustment as provided in this subsection V.B.  (The timing of the application of the 

adjustment is addressed in subsection V.B.9.)  The aggregate OPM amount of such adjustment 

for a given sales year shall equal the sum of the adjustments applicable to each Signatory State 

for such year, as such amounts are determined pursuant to this subsection V.B.  Such aggregate 

OPM amount shall be allocated among the OPMs as they direct.

2. Amount of the OPMs’ Adjustment Applicable to a Signatory State.  The 

amount of such adjustment applicable to the OPMs’ aggregate MSA payment for a given sales 

year allocated to a Signatory State shall equal the product of (i) three times the escrow amount 

per Cigarette, as such escrow amount is set forth in subsection (b)(1) of the Requirements 

Section of the Model Statute (attached as Exhibit T to the MSA) for that sales year (as such 

amount is adjusted for inflation pursuant to the Model Statute), and (ii) the total number of 

Non-Compliant NPM Cigarettes sold in the Signatory State in question during such year.  (For 

example, to calculate the adjustment applicable to the OPMs’ payment for 2015 sales year, due 

on April 15, 2016, allocated to a Signatory State, the total number of Non-Compliant NPM 

Cigarettes sold in that Signatory State during 2015 shall be multiplied by the dollar amount 

equal to three times the escrow amount due per Cigarette sold in 2015.)
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3. Non-Compliant NPM Cigarettes.  Except as provided in subsection 

V.B.5, Non-Compliant NPM Cigarettes sold in a Signatory State during a year in question shall 

mean NPM Cigarettes on which such State’s SET was paid during such calendar year, but on 

which escrow was either (i) not deposited at the rate equal to or greater than the escrow amount 

per Cigarette, as set forth in subsection (b)(1) of the Requirements Section of the Model Statute 

(MSA Exhibit T) for the sales year in question (as such amount is adjusted for inflation 

pursuant to the Model Statute), or (ii) released or refunded other than (x) pursuant to the terms 

of the State’s Escrow Statute (as amended by Allocable Share Repeal) or (y) a release to the 

State pursuant to an irrevocable assignment of the escrow funds (including any interest thereon) 

to the State.  (The phrase “Non-Compliant NPM Cigarettes sold in a Signatory State” as used in 

this Settlement Agreement governs the application of the adjustment provided for in this 

subsection V.B, and is not intended to indicate whether or not the Cigarettes in question or the 

manufacturer of such Cigarettes were in compliance with such State’s escrow requirements at 

the time of sale.)

4. Determining the Number of Non-Compliant NPM Cigarettes Sold in a 

State.  A determination of the total number of Non-Compliant NPM Cigarettes sold in a 

Signatory State during a particular year shall be made as provided in subsection VI.I.4.

5. Exclusion of Certain Cigarettes from the Number of Non-Compliant 

NPM Cigarettes.  Notwithstanding the foregoing, Non-Compliant NPM Cigarettes sold in a 

Signatory State shall not include Cigarettes described in this subsection V.B.5 (the “excluded 

Cigarettes”).  If any such excluded Cigarettes have been included in the total number of Non-

Compliant NPM Cigarettes sold in a State in question during a sales year determined pursuant 
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to the preceding subsection V.B.4, the number of such excluded Cigarettes shall be subtracted 

from such total number of Non-Compliant NPM Cigarettes.

a. Cigarettes on which the escrow was deposited at the rate set forth 

in subsection V.B.3(i) by either (i) any entity (other than the NPM) liable for such deposits 

under the laws of the Signatory State in question or (ii) a person or entity in the distribution 

chain on behalf of such NPM or other entity liable for such deposits under such laws, and in 

either case such State did not release or refund any part of the deposit with respect to the 

Cigarettes in question other than (x) pursuant to the terms of the State’s Escrow Statute (as 

amended by Allocable Share Repeal) or (y) a release to the State pursuant to an irrevocable 

assignment of the escrow funds (including any interest thereon) to the State.

b. Cigarettes on which the Signatory State in question recovered at 

the escrow rate set forth in subsection V.B.3(i) on an escrow bond posted pursuant to the laws 

of that State, and such State did not release or refund any part of the deposit so recovered with 

respect to the Cigarettes in question other than (i) pursuant to the terms of the State’s Escrow 

Statute (as amended by Allocable Share Repeal) or (ii) a release to the State pursuant to an 

irrevocable assignment of the escrow funds (including any interest thereon) to the State.

c. Cigarettes as to which the Signatory State in question is barred 

from requiring escrow deposits from all entities liable under its individual State law for such 

payments, and also is barred from recovery on any remaining escrow bond, by an automatic 

stay or subsequent order in a federal bankruptcy proceeding or by order of a court of competent 

jurisdiction that requiring escrow deposits is barred by federal or State constitutional law (other 

than State constitutional provisions added or amended after December 14, 2012 or state 

constitutional law as it may impact or be applied in relation to sovereign immunity or other 
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Native American issues) or federal statutory or common law.  Provided, however, that the 

preceding sentence applies only if (i) the State in question uses reasonable efforts to oppose and 

appeal such stay or order, and (ii) within 30 days prior to the time of sale the NPM and brand at 

issue were both properly on the State’s directory of approved manufacturers and Cigarette 

brands, either in accordance with the terms of the State’s Complementary Legislation or 

pursuant to the order of a court of competent jurisdiction barring removal of the NPM or brand 

from that directory.  This subsection V.B.5.c only applies to a Signatory State that has 

requirements in effect (1) that the NPM at issue post a bond (or adjust the amount of a 

previously posted bond) at least 10 days in advance of each calendar quarter as a condition to 

being listed in the state directory of manufacturers and brands permitted to be sold in the States 

for that quarter in at least the amount equal to the greater of (x) the greatest required escrow 

amount due from the NPM or its predecessor for any of the 12 preceding calendar quarters and 

(y) $25,000, and (2) that importers are jointly and severally liable for escrow deposits due from 

an NPM with respect to NPM Cigarettes that they import.  Notwithstanding the preceding 

sentence, this subsection V.B.5.c shall apply to a Signatory State whose bonding requirement 

described in the preceding sentence has been stayed or held invalid by a court of competent 

jurisdiction on the basis that such requirement 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 the State used 

reasonable efforts to oppose and appeal such stay or order.  If the bonding requirement of such 

State is stayed or invalidated as provided in the preceding sentence only with respect to some 
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Cigarettes, this subsection V.B.5.c shall apply only to those Cigarettes as to which the State is 

thereby barred from requiring, or recovering on, an escrow bond.

d. NPM Cigarettes on which such State’s SET was paid and on 

which escrow was timely deposited at the rate equal to or greater than the rate set forth in 

subsection V.B.3(i), but as to which the State releases a portion of such escrow amount not to 

exceed 50% of the escrow deposited on the particular NPM Cigarettes pursuant to a tribal 

compact to a federally recognized tribe (or tribe that was recognized by that State as of January 

1, 2012) with a reservation within the geographic boundaries of that State, provided each of the 

following conditions are satisfied: (i) the release occurs no earlier than one year after the 

deposit is made; (ii) the Cigarettes on which the escrow is released were sold in retail 

transactions to consumers on that tribe’s reservation; (iii) the money released is provided to the 

tribe itself and used solely for public safety on such tribe’s reservation and/or social services 

for tribal members (e.g., health care, education) and not for any function that could directly or 

indirectly promote or reduce the costs of Cigarette production, marketing or sales; (iv) the 

money released is not used in any way for the benefit of an NPM or to facilitate NPM sales; 

(v) the compact makes the requirements of subsection IX.D applicable to the tribe, and the tribe 

is in conformity with such requirements; and (vi) the State has amended its Escrow Statute to 

remove the NPM’s right to reversion and interest as to (but only as to) the escrow to be released 

in conformity with the above requirements.  Provided, however, that (x) a Signatory State may 

not release more than $1 million in escrow as described in this subsection V.B.5.d in any year 

to all tribes collectively, and (y) in the event a court strikes down a Signatory State’s removal 

of the NPM’s right to reversion and interest described in subsection V.B.5.d(vi), such State 

may pay to tribes the amounts authorized under the remainder of this subsection out of its 
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general fund (subject to all other conditions and limits set forth above).  A State that releases 

escrow as described in this subsection V.B.5.d has the responsibility of ensuring that conditions 

set forth in clauses d(i)-(vi) of this subsection and the terms of the preceding sentence are met.  

This subsection V.B.5.d applies only with respect to Cigarettes of those NPMs that existed in 

the U.S. market as of June 1, 2012 and does not apply with respect to Cigarettes of those NPMs 

that entered the U.S. market after that date.  In addition, this subsection V.B.5.d does not apply 

where any NPM involved in the production, distribution or sale of the Cigarettes at issue is one 

(or an affiliate or successor of one) affiliated with the tribe (or any members of the tribe) to 

which the escrow would be released.  For purposes of this subsection V.B.5.d, a tribe with 

reservation land located in more than one State is considered to have a reservation in, and to be 

eligible for release of escrow from, only the State in which the largest portion of its reservation 

land is located.

6. Adjustments for the SPMs.  Each SPM shall receive a downward dollar 

adjustment to its MSA Section IX(c)(1) payment due for the benefit of a Signatory State if and 

when the OPMs’ aggregate payment for the benefit of such State is adjusted pursuant to this 

subsection V.B.  The amount of such SPM adjustment shall constitute the same share of the

SPM’s MSA Section IX(c)(1) payment due for the sales year in question for the benefit of such 

State (prior to any credits, reductions and adjustments pursuant to this Settlement Agreement) 

as the OPMs’ aggregate adjustment applicable to such State pursuant to this subsection V.B 

constitutes of the OPMs’ aggregate MSA Section IX(c)(1) payment due for the same sales year 

in question for the benefit of that State (prior to any credits, reductions and adjustments 

pursuant to this Settlement Agreement).

V.B

-49-

7. Subsequent Escrow Deposits and Releases.

a. If a stay or order, as referenced in subsection V.B.5.c, is reversed 

or otherwise becomes no longer operative and the full escrow amount is not then deposited on 

the Cigarettes at issue, any adjustment on those Cigarettes, determined in conformity with this 

subsection V.B, shall be applied to the PMs’ next MSA Section IX(c)(1) payment made for the 

benefit of the Signatory State in question, unless a further stay or order is entered.

b. In the event that after the documents for the sales year in question 

are provided to the Data Clearinghouse as set forth in section VI, (i) additional or amended 

reports of SET-paid NPM Cigarette sales are provided to a Signatory State pursuant to the laws 

and/or regulations of the State in question or the State determines that there were different 

volumes of such sales based on evidence that the State is not prohibited from using for Escrow 

Statute enforcement purposes, (ii) additional escrow is deposited, or is released other than 

(x) pursuant to the provisions of the State’s Escrow Statute (as amended by Allocable Share 

Repeal), (y) a release to the State pursuant to an irrevocable assignment of the escrow funds 

(including any interest thereon) to the State, or (z) in conformity with subsection V.B.5.d, or 

(iii) there has been an initial or additional recovery by the State on a bond posted pursuant to 

the laws of that State (unless the Cigarettes in question were excluded pursuant to subsection 

V.B.5.c), the adjustment for such sales year shall be revised accordingly and the revised 

instructions provided to the Independent Auditor.

c. In the event that the revision to prior calculations described in the 

preceding subsection takes place after the adjustment specified in this subsection V.B for a 

sales year in question is applied to a payment for the benefit of a Signatory State, the resulting 

underpayment or overpayment to such Signatory State by each PM shall be used (with interest 
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at Prime Rate) to increase or decrease, as the case may be, the next MSA payment for the 

benefit of such Signatory State from each such PM by the amount of such PM’s underpayment 

or overpayment.

d. Notwithstanding the foregoing, no revisions to the adjustment 

pursuant to subsection V.B shall be made more than five years after the Payment Due Date of 

the MSA payment to which the adjustment in question applies (that is, the payment following 

the sales year in which the NPM sales at issue were made, as stated in subsection V.B.1, not the 

Payment Due Date for the next available MSA payment to which an adjustment can be applied, 

as stated in subsection V.B.9), except that such revisions shall be made at any time to the extent 

that (i) the revision is attributable to releases of escrow other than (x) pursuant to the provisions 

of the State’s Escrow Statute (as amended by Allocable Share Repeal), (y) a release to the State 

pursuant to an irrevocable assignment of the escrow funds (including any interest thereon) to 

the State, or (z) in conformity with subsection V.B.5.d, (ii) the revision is attributable to an 

escrow deposit made in the sixth year after the Payment Due Date of the MSA payment to 

which the adjustment in question applies and such deposit is with respect to NPM sales first 

identified during the fifth year after such Payment Due Date (provided the State in question 

provides to the Data Clearinghouse documents evidencing such deposit no later than 30 days 

following the end of such sixth year), (iii) the revision is attributable to an escrow deposit that 

results from litigation, bankruptcy, or contested proceeding in which the State in question was a 

fully participating party if such proceeding was commenced within three years after the 

Payment Due Date of the MSA payment to which the adjustment in question applies or two 

years after the determination of revised volumes of sales for which the deposit was made, 

whichever is later, or (iv) the revision is against a Signatory Party’s interest and is based on 
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information the Signatory Party possessed and was required to provide to the Data 

Clearinghouse pursuant to section VI but failed to do so.  Provided, however, that no revisions 

to the number of NPM Cigarettes on which a Signatory State’s SET was paid in a given year, 

as such number is used in calculating the adjustment pursuant to subsection V.B and the 

reimbursement pursuant to subsection V.C.9 applicable to such State for such year, shall be 

made after the commencement of discovery in an NPM Adjustment arbitration for such State 

for such year pursuant to subsection VII.C.

8. Safe Harbor.

a. The PMs’ MSA Section IX(c)(1) payment for a given sales year 

for the benefit of a Signatory State shall not be subject to the adjustment under this subsection 

V.B if the State demonstrates (i) that the total number of Non-Compliant NPM Cigarettes sold 

in that State during such sales year did not exceed 4% of all NPM Cigarettes on which such 

State’s SET was paid during such year, or (ii) that the total number of Non-Compliant NPM 

Cigarettes sold in such State during such sales year did not exceed 2 million Cigarettes.  For 

purposes of this subsection V.B.8, the total number of Non-Compliant NPM Cigarettes sold in 

a State shall be determined pursuant to the provisions of subsections V.B.3-7 other than the 

exclusion set forth in subsection V.B.5.c.  Such determination shall take into account any 

revisions to the calculation of Non-Compliant NPM Cigarettes made pursuant to subsection 

V.B.7, including the time frame limitations in subsection V.B.7.d.

b. If a Signatory State does not qualify for an exemption from the 

application of the adjustment pursuant to the preceding subsection V.B.8.a, the amount of the 

adjustment applicable to such State shall be determined based on the total number of Non-
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Compliant NPM Cigarettes sold in that State (determined pursuant to this subsection V.B), that 

is, without subtracting either 4% or 2 million Cigarettes from such total number.

9. Timing of the Adjustment.  Because some or all of the escrow deposits 

are due at the same time as the MSA payments for the same sales year, the number of Non-

Compliant NPM Cigarettes sold in a State during a sales year cannot be determined by the 

Payment Due Date of the MSA payment for that sales year.  Accordingly, each adjustment 

pursuant to this subsection V.B shall be applied to reduce the next available MSA payment due 

from the PMs for the benefit of the Signatory States.  (For example, the adjustment with respect 

to the Non-Compliant NPM Cigarettes sold in 2019 and applicable to the MSA payment for 

sales year 2019, due on April 15, 2020, shall be applied to reduce the MSA payment due on 

April 15, 2021.)  Provided, however, that the adjustments with respect to the Non-Compliant 

NPM Cigarettes sold in 2015 and 2016 shall be applied to the MSA payment due on April 15, 

2019, and the adjustments with respect to the Non-Compliant NPM Cigarettes sold in 2017 and 

2018 shall be applied to the MSA payments due on April 15, 2020.

C. NPM Adjustment Following the Transition Period.

1. In addition to any adjustments applicable under subsection V.B, the 

Signatory States shall be subject to a potential NPM Adjustment for 2016 and all subsequent 

sales years under MSA Section IX(d) as provided in this Settlement Agreement.

2. The calculation and applicability of the NPM Adjustment for each year 

shall be as under MSA Sections IX(d)(1) and (4), except that the significant factor condition to 

the applicability of the NPM Adjustment under MSA Section IX(d)(1)(C) shall be deemed 

satisfied as to the Signatory States for each year.
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3. The NPM Adjustment for each year shall be allocated, and reallocated, 

as under MSA Section IX(d)(2).

4. Notwithstanding MSA Section IX(d)(3), NPM Adjustment amounts for 

the OPMs that are allocated to any Signatory States shall be allocated among the OPMs as they 

direct.  NPM Adjustment amounts for the SPMs shall continue to be calculated and allocated 

among the SPMs on an SPM-specific basis as under MSA Section IX(d)(4).

5. The following provisions shall apply to any determination of whether a 

Signatory State diligently enforced the provisions of its Qualifying Statute to qualify for an 

exemption from the application of the NPM Adjustment.

a. The diligent enforcement standard applies to all NPM Cigarettes 

on which federal excise tax was paid that the Signatory State reasonably could have known 

about and that such State has the authority under federal law to tax or to subject to the escrow 

requirement, including (i) all such sales made via the Internet, (ii) all such tribal sales or sales 

on tribal lands, and (iii) all such sales that may otherwise constitute contraband.  The foregoing 

states the scope of the diligent enforcement standard applicable to a Signatory State regardless 

of whether the State’s Escrow Statute imposes a broader or narrower escrow requirement.

b. Notwithstanding subsection V.C.5.a, no determination that a 

Signatory State failed to diligently enforce an Escrow Statute may be based on the State’s 

failure to collect escrow on NPM Cigarettes that federal law prohibits the State from subjecting 

to the escrow requirement, regardless of whether the State has authority under federal law to 

tax such Cigarettes, provided the State used reasonable efforts (i) to oppose any claims of such 

prohibition and (ii) to appeal any ruling finding that such prohibition exists.
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c. The following are exempt from the diligent enforcement 

standard:  (i) NPM Cigarettes sold on a federal installation in a transaction that is exempt from 

state taxation under federal law, and (ii) NPM Cigarettes sold on a Native American tribe’s 

reservation (which shall include Indian Country as defined by federal law) by an entity more 

than 50% of which is owned, and which is operated, by that tribe or member of that tribe to a 

consumer who is an adult member of that tribe in a transaction that is exempt from state 

taxation under federal law.

d. Factors relevant to the diligent enforcement determination for a 

Signatory State shall include, but shall not be limited to:  (i) whether the number of NPM 

Cigarettes on which SET was paid in such State in the year in question was reduced by virtue 

of a State policy or agreement not to require or collect SET of the State where due or not to 

enforce an SET stamping requirement of the State, or an indifference of the State to such SET 

collection or to enforcement of such SET stamping requirement, unless escrow was deposited 

on such SET-unpaid Cigarettes; and (ii) whether the actual number of NPM Cigarettes on 

which SET was paid in such State during that year significantly exceeded the number of such 

Cigarettes used in calculations pursuant to subsection V.B.4. A determination by an arbitration 

panel making the finding referenced in subsection V.C.5.d(ii) shall be relevant to the diligent 

enforcement determination only, and shall not affect the amount of the adjustment applicable to 

the State under subsection V.B or the reimbursement set forth in subsection V.C.9.  Each 

Signatory State shall also have an option, but is not required, to enter into an additional 

agreement with the PMs, as set forth in Exhibit K to this Settlement Agreement.  The PMs and 

Oklahoma also agree to the additional terms set forth in the second paragraph of Exhibit L.
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e. The Signatory States and the PMs shall continue to discuss in 

good faith on an ongoing basis whether there are other actions that they can reasonably take to 

prevent sales of NPM Cigarettes on which SET is not paid.

6. The OPMs shall receive NPM Adjustment amounts allocated to any 

Signatory States as follows.

a. If the total amount of the NPM Adjustment for a year allocated to 

the Signatory States is less than or equal to the total amount previously released to the OPMs 

from the Disputed Payments Account pursuant to subsections IV.B.2.d-e with respect to the 

NPM Adjustment for that year, the OPMs shall retain a part of such total released amount equal 

to the total amount of such NPM Adjustment allocated to the Signatory States, with each OPM 

retaining the proportionate share of the released amount it received.  (This subsection V.C.6.a 

does not apply if no such amount was released to the OPMs by virtue of subsection IV.B.2.f.)

b. If the total amount of the NPM Adjustment for a year allocated to 

the Signatory States is greater than the total amount previously released to the OPMs from the 

Disputed Payments Account pursuant to subsections IV.B.2.d-e with respect to the NPM 

Adjustment for that year, each OPM shall retain the entire released amount it received (if no 

such amount was released to the OPMs by virtue of subsection IV.B.2.f, the amount retained by 

each OPM shall be zero).  Each OPM shall further receive the excess of that OPM’s share of

the total amount of the NPM Adjustment allocated to the Signatory States over the amount that 

OPM retains under the preceding sentence as follows:  (i) first, through an offset against the 

OPM’s subsequent MSA payment up to the amount that such OPM previously deposited into 

the Disputed Payments Account with respect to that NPM Adjustment and that was released to 

any Signatory State pursuant to subsections IV.B.2.d-e (whether or not the Signatory State that 
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received such release is allocated any part of that NPM Adjustment); (ii) if there is remaining 

excess and that OPM withheld funds with respect to that NPM Adjustment (i.e., did not either 

pay those funds for the benefit of the States or deposit them into the Disputed Payments 

Account), by that OPM retaining such withheld funds, unless the OPM is entitled to retain such 

funds as the means of receiving the NPM Adjustment for that year allocated to any Non-

Signatory States and provided the OPM is entitled to retain such funds as the means of 

receiving the NPM Adjustment for that year allocated to any Signatory States; (iii) if there is 

remaining excess, through release of funds remaining in the Disputed Payments Account, if 

any, deposited by that OPM into the Disputed Payments Account with respect to that NPM 

Adjustment (with only the principal amount so deposited and released counting towards such 

remaining excess), unless such funds are subject to potential release to the OPM as the means 

of receiving the NPM Adjustment for that year allocated to any Non-Signatory States and 

provided the OPM is entitled to a release of such funds as the means of receiving the NPM 

Adjustment for that year allocated to any Signatory States; and (iv) if there is remaining excess 

above the amounts the OPM receives pursuant to clauses (i)-(iii), through an additional offset 

against the OPM’s MSA payment.

c. Amounts due pursuant to subsection V.C.6.b(i) and (iv) shall be 

treated as overpayments by the OPM in question under MSA Section XI(i)(2)(B).  Provided, 

however, that with respect to NPM Adjustments for those years for which amounts are released 

from the Disputed Payments Account to the OPMs pursuant to subsection IV.B.2.e(iii):  

(i) interest shall not be applied to amounts due pursuant to subsection V.C.6.b(i); and 

(ii) interest shall be applied to amounts due to an OPM pursuant to subsection V.C.6.b(iv) only 

if (x) the OPM used reasonable efforts to obtain release of funds from the Disputed Payments 
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Account as described in subsection V.C.6.b(iii), and (y) the OPM did not receive the full 

amount of excess from the Disputed Payments Account as described in subsection V.C.6.b(iii) 

for reasons other than because the OPM did not deposit the Non-Signatory States’ share of the 

NPM Adjustment in question into the Disputed Payments Account or released such share from 

the Disputed Payments Account to the Non-Signatory States other than pursuant to the 

“commitment” referenced in paragraph V.4 of the Award.  (The preceding sentence does not 

apply to NPM Adjustments for years for which no amounts are released from the Disputed 

Payments Account to the OPMs by virtue of subsection IV.B.2.f.)  Amounts due pursuant to 

subsection V.C.6.b(i) and (iv) shall be allocated solely among those Signatory States that were 

allocated part of the NPM Adjustment for the year at issue, pro rata in proportion to the amount 

of that NPM Adjustment allocated to them.

d. The timing of the OPMs’ receipt of the NPM Adjustment 

allocated to any Signatory States shall be as under the MSA, except that Signatory States shall 

not be required to offset amounts under subsection V.C.6.b in any one calendar year that are 

attributable to more than one year’s NPM Adjustment (this limitation does not apply to any 

credits or offsets due to the OPMs under other provisions of this Settlement Agreement).  Any 

amounts due pursuant to subsection V.C.6.b that cannot be offset in a calendar year due to the 

preceding sentence shall carry forward (without interest) and be provided pursuant to MSA 

Section XI(i)(2)(B) as soon as is consistent with this subsection V.C.6.d.  Any subsequent 

revisions to the NPM Adjustment amount allocated to a Signatory State shall be treated 

consistently with the provisions of subsection V.C.6.

e. Beginning with the 2022 NPM Adjustment, the OPMs shall not 

receive any part of the NPM Adjustment allocated to any Signatory State for any year for 
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which the aggregate Market Share of all the Participating Manufacturers, as determined by the 

Independent Auditor using the 0.0325 RYO conversion factor, is equal to, or exceeds, 97%.  

The amount of the NPM Adjustment applicable to the Signatory States shall not be affected by 

the preceding sentence for any year for which the aggregate Market Share of all the 

Participating Manufacturers is less than 97%.

f. This subsection V.C.6 provides for the manner in which the 

OPMs shall receive NPM Adjustment amounts allocated to a Signatory State for a particular 

year, and it is not intended to, and shall not, result in the OPMs’ receiving a total principal 

amount that is different from the principal amount of the NPM Adjustment for that year 

allocated to that State.  Such principal amounts shall be increased by interest and/or DPA 

earnings as provided in this subsection V.C.6 and the MSA.

7. If one or more of the Signatory States is exempt from the NPM 

Adjustment for a year in question, those States shall receive their respective amounts 

previously released to the OPMs from the Disputed Payments Account pursuant to subsection 

IV.B.2.e(iii) with respect to the NPM Adjustment for that year in the following manner.

a. If all the Signatory States are exempt from the NPM Adjustment 

for that year, each OPM shall return the full released amount it received.  If, pursuant to 

subsection V.C.6.a, the OPMs are to retain some, but not all, of such previously released 

amounts, each OPM shall return the excess of the released amount it received over the amount 

it is to retain.

b. If, pursuant to subsection V.C.6.b, the OPMs are to retain all such 

previously released amounts, the OPMs shall not be required to return any part of such 

amounts.
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c. Amounts due under subsections V.C.7.a shall be treated as 

underpayments by the OPM in question under MSA Section XI(i)(1)(B), except that no interest 

shall be applied with respect to such amounts.  Such amounts shall be allocated among the 

Signatory States that are exempt from the NPM Adjustment for the year in question, pro rata in 

proportion to their Allocable Shares and IX(c)(2) Allocable Shares, as applicable.

d. Notwithstanding subsection V.C.7.a, the OPMs shall not be 

required to return previously released amounts if doing that would reduce their recovery of the 

NPM Adjustment allocated to any Non-Signatory States.

e. If a Signatory State that is exempt from the NPM Adjustment for 

a year in question does not receive from the OPMs the full portion of the amount allocated to it 

pursuant to subsection IV.B.2.e with respect to the NPM Adjustment for that year that was 

previously released to the OPMs from the Disputed Payments Account pursuant to subsection 

IV.B.2.e(iii), including as a result of subsection V.C.7.d, such State shall receive such amount 

through reallocation of MSA payments among the Settling States as under the MSA.

f. The timing of the Signatory States’ receipt of amounts to be 

returned pursuant to subsection V.C.7.a or reallocated pursuant to subsection V.C.7.e shall be 

the time under the MSA at which a Settling State that is exempt from the NPM Adjustment is 

entitled to receive the amounts attributable to that NPM Adjustment that it has not previously 

received.  Provided, however, that the OPMs shall not be required to return amounts under 

subsection V.C.7.a in any one calendar year that are attributable to more than one year’s NPM 

Adjustment.  Any amounts due pursuant to subsection V.C.7.a that cannot be returned in a 

calendar year due to the preceding sentence shall carry forward (without interest) and be 

provided pursuant to MSA Section XI(i)(1)(B) as soon as is consistent with this subsection 
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V.C.7.f. Any subsequent revisions to the NPM Adjustment amount allocated to a Signatory 

State shall be treated consistently with the provisions of subsection V.C.7.

g. This subsection V.C.7 provides for the manner in which the 

Signatory States exempt from the NPM Adjustment for a year in question shall receive their 

respective amounts previously released to the OPMs from the Disputed Payments Account with 

respect to the NPM Adjustment for that year, and it is not intended to, and shall not, result in 

any Signatory State receiving an amount that is different from its respective amount previously 

released to the OPMs with respect to the NPM Adjustment for that year.

8. The SPMs shall receive NPM Adjustment amounts allocated to any 

Signatory States consistent with the provisions of subsection V.C.6.  The Signatory States 

exempt from the NPM Adjustment for a year in question shall receive their Allocable Share 

and IX(c)(2) Allocable Share, as applicable, of the amounts previously released to an SPM 

from the Disputed Payments Account pursuant to subsection IV.B.2.e(iii) with respect to the 

NPM Adjustment for that year consistent with the provisions of subsection V.C.7.

9. If an NPM Adjustment for 2016 or any subsequent year is allocated to a 

Signatory State, each PM, promptly upon receiving its share of the NPM Adjustment allocated 

to such Signatory State as provided in subsection V.C.10, and subject to the provisions of 

subsection IX.E, shall severally reimburse such Signatory State (in a manner as reasonably 

directed by that Signatory State) in an amount equal to the percentage set forth below of the 

amount so received by that PM.  The reimbursement percentage shall equal the sum of the 

following two percentages (which shall be determined pursuant to subsection VI.I.2).
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a. The percentage equal to (i) the total number of NPM Cigarettes 

on which SET was paid in such year in the Settling States, divided by (ii) the total nationwide 

number of NPM Cigarettes on which federal excise tax was paid in such year.

b. In the case of a Signatory State that has, as of January 1 of such 

year, approved the PSS Amendment, the percentage equal to (i) the total number of NPM 

Cigarettes on which an Equity Fee was paid in such year in those Previously Settled States that 

had in effect an Equity Fee Law for the entirety of such year, divided by (ii) the total

nationwide number of NPM Cigarettes on which federal excise tax was paid in such year.  The 

Signatory States that have approved the PSS Amendment as of the Effective Date, and the dates 

of their respective approvals, are listed in Exhibit M.

10. A PM’s obligation to reimburse a Signatory State pursuant to subsection 

V.C.9 shall not apply until the PM actually receives all of its share of the NPM Adjustment 

allocated to that Signatory State.  For purposes of this subsection:

a. A release from the Disputed Payments Account is actually 

received when the full amount of such release, including any applicable earnings, is transferred 

to and received by such PM.

b. An overpayment offset pursuant to subsection V.C.6.c is actually 

received when the full amount of the offset, including any applicable interest, is applied to 

reduce an MSA payment due from such PM for the benefit of such Signatory State and the 

Payment Due Date for such payment has passed.

c. Any amounts retained pursuant to subsections V.C.6.a-b are 

actually received when the PM’s right to retain them is no longer subject to dispute by a 

Signatory State.
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VI. DATA CLEARINGHOUSE

A. Determinations and Calculations by Data Clearinghouse.  Each year a Data 

Clearinghouse shall (i) determine the application of and calculate the adjustments pursuant to 

subsection V.B (including as applied in the transition period pursuant to subsection V.A.10.f), 

(ii) calculate the estimated NPM Adjustment reimbursement percentages pursuant to subsection 

IV.B.2.e, (iii) if requested by a Signatory Party, determine whether the conditions for early 

commencement of arbitration pursuant to subsections VII.C.5.a-b have been satisfied, and 

(iv) when applicable, calculate the NPM Adjustment reimbursement percentages pursuant to 

subsection V.C.9.  The Data Clearinghouse shall perform all calculations and make all 

determinations that are necessary in connection with the foregoing.  The Data Clearinghouse 

also shall promptly collect all information necessary to make such calculations and 

determinations, as provided in this section VI.

B. Identity of the Data Clearinghouse.  The Data Clearinghouse shall be a 

nationally recognized professional services firm with substantial expertise in data collection 

and analysis.  It shall also have or have means to obtain appropriate legal expertise to make 

determinations, including regarding Non-Compliant NPM Cigarettes described in subsection 

V.B.5.  The Data Clearinghouse shall not be the entity, or an affiliate of the entity, that is 

serving or has served as the Independent Auditor or the Firm.  The Data Clearinghouse shall 

also not be an entity, or an affiliate of an entity, that tracks, gathers, assembles or handles 

Cigarette sales data for any Signatory Party if such data are to be submitted to the Data 

Clearinghouse by such Signatory Party.
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C. Selection of the Data Clearinghouse.

1. The Data Clearinghouse shall be jointly selected and retained by the 

Signatory States (and/or the National Association of Attorneys General) and the PMs.

2. Within 90 days of the Effective Date, the PMs and the Signatory States 

shall jointly send an agreed upon request for proposal to potential candidate firms meeting the 

above qualifications, and shall jointly interview those candidate firms that submit acceptable 

responses to such requests.  Within 135 days of the Effective Date, the Signatory States and the 

PMs shall jointly compile a list of between three and five candidate firms.  Within 10 days of 

compiling such a list, the Signatory States as one side, and the PMs as another side, shall each 

submit to a neutral party selected by them (the “Neutral”) its rankings of its top three candidate 

firms from that list in order of preference, with one being the most preferred and three being the 

least preferred.  The Neutral shall not reveal the rankings submitted by one side to the other 

side.  The Neutral shall add the rankings for each candidate firm submitted by each side, with 

the candidates not ranked by either side excluded from consideration.  The candidate firm that 

receives the lowest combined ranking shall be selected as the Data Clearinghouse.  If two or 

more candidates receive the same combined ranking, the candidate that was not the least 

preferred by either side shall be selected (that is, the candidate ranked two by each side wins 

over the candidate ranked one by one side and three by another side).  If two candidates receive 

identical rankings, the Neutral shall select one of them at random.

3. The firm selected to serve as the original or successor Data 

Clearinghouse may be terminated at any time by joint agreement of the two sides but cannot be 

terminated unilaterally by the PMs or the Signatory States for three years following its 

selection.  Following such three-year period, either the PMs or the Signatory States, as a side, 
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may unilaterally terminate the Data Clearinghouse upon reasonable cause.  Reasonable cause 

shall include, but is not limited to, three separate reversals of the Data Clearinghouse’s 

determinations or calculations by an arbitration panel pursuant to subsection VII.B.  Provided, 

however, that an arbitration panel’s decision shall not qualify as such a reversal if it only 

adjusts the amount of a subsection V.B adjustment applicable to a Signatory State by less than 

$100,000 for reasons other than a reversal of a legal determination made by the Data 

Clearinghouse with respect to which Cigarettes should be counted as Non-Compliant NPM 

Cigarettes.  The PMs and the Signatory States further agree to require that if the firm serving as 

the Data Clearinghouse resigns or is terminated for any reason, such firm will continue serving 

as the Data Clearinghouse until a successor firm is selected or appointed pursuant to this 

Settlement Agreement.

4. If the firm serving as the Data Clearinghouse resigns or is terminated by 

the PMs and/or the Signatory States, a successor firm shall be selected as provided in 

subsection VI.C.2, with the date such resignation or termination is noticed to the Signatory 

Parties being the Effective Date for purposes of such selection.

5. If for any reason the Signatory Parties are unable to select the original, or 

a successor, Data Clearinghouse within 165 days of the Effective Date, then, unless the PMs 

and the Signatory States agree otherwise, a firm satisfying the requirements set forth in 

subsection VI.B shall be appointed by a former Article III federal judge (who has not served as 

an arbitrator, and has not been included on a list of third arbitrator candidates prepared by the 

party-appointed arbitrators, in any MSA-related arbitration) selected by JAMS.

6. The principals of the firm selected or appointed as the Data 

Clearinghouse who are responsible for performing the calculations and making the 
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determinations required by this Settlement Agreement shall be acceptable to both the Signatory 

States and the PMs, provided that such acceptance shall not be unreasonably withheld.  The 

Data Clearinghouse shall be required to provide an advance notice to the Signatory Parties of 

any anticipated change in such principals.

7. For purposes of this subsection VI.C, for any decision or action that is to 

be made or taken by the PMs or the Signatory States as a side, (i) a decision or action by the 

PMs with an aggregate Market Share in the immediately preceding calendar year equal to at 

least 93% of the aggregate Market Share of all the PMs shall be sufficient and shall bind any 

remaining PMs, and (ii) a decision or action by the Signatory States with an aggregate 

Allocable Share equal to at least 87% of the aggregate Allocable Share of all Signatory States 

shall be sufficient and shall bind any remaining Signatory States.

D. Funding for the Data Clearinghouse.  The funding for the Data Clearinghouse 

shall be paid 50% by the PMs as a side and 50% by the Signatory States as a side.  Such 

amounts shall be provided by, and allocated within, each side as determined and directed by 

that side.  The Signatory States shall replenish the fund described in subsection IV.A.4 by 

future assessments in a manner consistent with Exhibit N.

E. Documents to Be Provided by the Signatory States.

1. Each year each of the Signatory States shall provide to the Data 

Clearinghouse:  (i) a document sufficient to identify all distributors, wholesalers or other 

entities licensed or otherwise certified by the State to apply tax stamps to packages of 

Cigarettes and/or pay the SET on Cigarettes during the preceding calendar year (the 

“distributors”); (ii) a document sufficient to show the volume of NPM Cigarettes on which the 

State’s SET was paid during the preceding calendar year sold by each such distributor, broken 
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down to show sales by NPM, brand family and month (or by quarter for States that do not 

require monthly reporting); (iii) a document sufficient to show the total annual volume of such 

Cigarettes sold by each NPM, broken down by distributor, brand family and month (or by 

quarter for States that do not require monthly reporting), and the aggregate total of all such 

NPM Cigarette sales for the preceding calendar year; (iv) all escrow certifications submitted 

by, or on behalf of, NPMs reflecting the escrow deposits made for their Cigarettes sold in the 

State during such preceding calendar year (and any other documents reflecting such escrow 

deposits); (v) documentation reflecting all releases of funds from the escrow accounts held for 

the benefit of such State during such preceding calendar year; and (vi) any documents that 

directly relate to the Signatory State’s claim that certain Cigarettes should be excluded from the 

number of Non-Compliant NPM Cigarettes sold in that State pursuant to subsection V.B.5.

2. Each Signatory State shall provide to the outside counsel designated by 

each PM:  (i) copies of all documents provided by that Signatory State to the Data 

Clearinghouse pursuant to subsection VI.E.1; (ii) copies of all distributor-submitted reports or 

sections thereof (or relevant print-outs from the State’s database if distributors submit only 

electronic reports to the State) that reflect the volumes, manufacturers and brands of all 

Cigarettes on which the State’s SET was paid for the preceding calendar year, but only for

those distributors that reported a positive (i.e., non-zero) volume of NPM Cigarettes on which 

the State’s SET was paid during any part of such year; and (iii) copies of any other source 

materials used by the State to prepare the documents referenced in subsection VI.E.1(ii)-(iii).

3. Each Signatory State may provide to the outside counsel designated by 

each PM a list of those entities identified pursuant to subsection VI.E.1(i) that did not report to 

the State the sale of any Cigarettes on which the State’s SET was paid during each of the 
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preceding calendar year and the two years immediately before that, but did report the sale of 

any other tobacco product on which such SET was paid during the preceding calendar year.

4. Each Signatory State shall also provide to the outside counsel designated 

by each PM additional documents as follows.

a. For each year for each Signatory State, the PMs may designate up 

to ten percent of the number of distributors that were required to be identified by the State 

pursuant to subsection VI.E.1(i), excluding the distributors identified by the State pursuant to 

subsection VI.E.3, but whose reports were not required to be provided to such counsel pursuant 

to subsection VI.E.2(ii).  For such designated distributors, each Signatory State shall provide 

the same types of documents as those described in subsection VI.E.2(ii).

b. If the outside counsel for the PMs identifies (i) a discrepancy 

between the documents provided by a Signatory State to such counsel pursuant to subsection 

VI.E.4.a and the documents provided by such State to the Data Clearinghouse pursuant to 

subsection VI.E.1(ii)-(iii) that exceeds 12,000 NPM Cigarettes for a particular year, or (ii) a 

discrepancy between the documents provided to such counsel pursuant to subsection VI.E.4.a 

and the data provided to the Data Clearinghouse pursuant to subsection VI.F.1 that exceeds 

100,000 Cigarettes for a particular NPM for the year in question, and if either of such 

discrepancies is confirmed by the Data Clearinghouse, then for each of the next three years the 

PMs may designate up to fifty percent of the number of the distributors that were required to be 

identified by the State pursuant to subsection VI.E.1(i), excluding the distributors identified by 

the State pursuant to subsection VI.E.3, but whose reports were not required to be provided to 

such counsel pursuant to subsection VI.E.2(ii).  For each of those three years, each Signatory 
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State shall provide to the outside counsel designated by each PM the documents specified in 

subsection VI.E.2(ii) for such designated distributors for the preceding calendar year.

c. If for any of the three years described in subsection VI.E.4.b the 

outside counsel for the PMs identifies (i) a discrepancy between the documents provided by a 

Signatory State to such counsel pursuant to subsection VI.E.4.b and the documents provided by 

such State to the Data Clearinghouse pursuant to subsection VI.E.1(ii)-(iii) that exceeds 12,000 

NPM Cigarettes for a particular year, or (ii) a discrepancy between the documents provided to 

such counsel pursuant to subsection VI.E.4.b and the data provided to the Data Clearinghouse 

pursuant to subsection VI.F.1 that exceeds 100,000 Cigarettes for a particular NPM for the year 

in question, and if either of such discrepancies is confirmed by the Data Clearinghouse, then for 

each of the next three years such Signatory State shall provide to the outside counsel designated 

by each PM the documents specified in subsection VI.E.2(ii) for all distributors that were 

required to be identified by the State pursuant to subsection VI.E.1(i) except those distributors 

identified by the State pursuant to subsection VI.E.3 for such year.

d. As used in subsections VI.E.4.b-c, a discrepancy “is confirmed 

by the Data Clearinghouse” if the Data Clearinghouse determines that the applicable 

document(s) provided by the State pursuant to subsection VI.E.1(ii)-(iii) is (are) inaccurate.

5. Each State that identified distributors pursuant to subsection VI.E.3 shall 

also provide to the outside counsel designated by each PM additional documents as follows:

a. For each year for each Signatory State, the PMs may designate up 

to ten percent of the number of distributors that were identified by the State pursuant to 

subsection VI.E.3.  For such designated distributors, each Signatory State shall provide the 

same types of documents as those described in subsection VI.E.2(ii).
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b. If the outside counsel for the PMs identifies (i) a discrepancy 

between the documents provided by a Signatory State to such counsel pursuant to subsection 

VI.E.5.a and the documents provided by such State to the Data Clearinghouse pursuant to 

subsection VI.E.1(ii)-(iii) that exceeds 12,000 NPM Cigarettes for a particular year, or (ii) a 

discrepancy between the documents provided to such counsel pursuant to subsection VI.E.5.a 

and the data provided to the Data Clearinghouse pursuant to subsection VI.F.1 that exceeds 

100,000 Cigarettes for a particular NPM for the year in question, and if either of such 

discrepancies is confirmed by the Data Clearinghouse, then for the next three years the PMs 

may designate up to fifty percent of the number of the distributors that were identified by the 

State pursuant to subsection VI.E.3.  For each of those three years, each Signatory State shall 

provide to the outside counsel designated by each PM the documents specified in subsection 

VI.E.2(ii) for such designated distributors for the preceding calendar year.

c. If for any of the three years described in subsection VI.E.5.b the 

outside counsel for the PMs identifies (i) a discrepancy between the documents provided by a 

Signatory State to such counsel pursuant to subsection VI.E.5.b and the documents provided by 

such State to the Data Clearinghouse pursuant to subsection VI.E.1(ii)-(iii) that exceeds 12,000 

NPM Cigarettes for a particular year, or (ii) a discrepancy between the documents provided to 

such counsel pursuant to subsection VI.E.5.b and the data provided to the Data Clearinghouse 

pursuant to subsection VI.F.1 that exceeds 100,000 Cigarettes for a particular NPM for the year 

in question, and if either of such discrepancies is confirmed by the Data Clearinghouse, then for 

each of the next three years such Signatory State shall provide to the outside counsel designated 

by each PM the documents specified in subsection VI.E.2(ii) for all distributors that were 

identified by the State pursuant to subsection VI.E.3 for such year.
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d. As used in subsections VI.E.5.b-c, a discrepancy “is confirmed 

by the Data Clearinghouse” if the Data Clearinghouse determines that the applicable 

document(s) provided by the State pursuant to subsection VI.E.1(ii)-(iii) is (are) inaccurate.

6. Each Signatory State shall have a continuing obligation to provide to the 

Data Clearinghouse and/or the PMs’ designated counsel any additional or revised documents it 

becomes aware of (i) with respect to the documents described in subsections VI.E.1(i)-(iv), 

VI.E.1(vi) and VI.E.2-5, and documents containing information described in subsections 

V.B.7.a-b, during the respective time periods for revisions of prior calculations, as set forth in 

subsection V.B.7; and (ii) with respect to the documents described in subsection VI.E.1(v), for 

25 years after the escrow amounts in question are deposited.

F. Data to Be Provided by the PMs.

1. The PMs as a side shall select data collected by one or more PMs in the 

ordinary course of business, if any, that, in their view, are the most accurate and reliable such 

data regarding sales of NPM Cigarettes by distributors to retailers located in the Signatory 

States and any Non-Signatory State described in subsection VI.I.1.e (the “database”).  Each 

year the PMs, as a side, shall provide to the Data Clearinghouse such database reflecting sales 

during the preceding calendar year, broken down by distributor, brand family and month.

2. The PMs shall provide to the counsel in the office of the Attorney 

General and/or outside counsel, as designated by each Signatory State, (i) a portion of the 

database provided to the Data Clearinghouse that reflects NPM Cigarette sales to retailers in 

such Signatory State, and (ii) a portion of the database provided to the Data Clearinghouse that 

reflects NPM Cigarette sales to retailers located in any Non-Signatory State described in 

subsection VI.I.1.e.  Upon the request by a Signatory State, the PMs also shall provide to that 
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State’s designated counsel any other portion of the database provided to the Data 

Clearinghouse.

3. The PMs shall have a continuing obligation to provide a revised 

database, if any, to the Data Clearinghouse, and the portions of such revised database described 

in subsection VI.F.2 to the Signatory States, as follows:  (i) on November 1 of the year 

following the sales year at issue; (ii) on July 1 and on December 1 of the following year; and 

(iii) thereafter, during the relevant time period for revisions of prior calculations as set forth in 

subsection V.B.7, only if the Data Clearinghouse relied on particular NPM sales volume data 

obtained from such database in making its calculations and the PM(s) become aware of 

revisions to such particular data in the database that could substantially affect the Data 

Clearinghouse’s calculations.

4. In any arbitration under section VII the PMs may not use data that show 

NPM Cigarette sales by distributors to retailers located in the Signatory States if such data were 

not included in the PMs’ database disclosure to the Data Clearinghouse pursuant to subsections 

VI.F.1 and/or VI.F.3 or otherwise disclosed to the Signatory States in connection with the Data 

Clearinghouse determinations and calculations, unless the PMs establish in such arbitration that 

such data (i) were not collected by any PM in the ordinary course of business, or (ii) were not 

known and available to any PM at the time of the PMs’ database disclosure under subsections 

VI.F.1 and/or VI.F.3.

5. Any PM that paid an Equity Fee, or on whose Cigarettes an Equity Fee 

was otherwise paid, in a Previously Settled State, shall use reasonable efforts to obtain data 

regarding the number of its Cigarettes on which an Equity Fee was paid and the total amount of 

such Equity Fee paid on its Cigarettes in each of the Previously Settled States (the “PM Equity 
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Fee Data”).  Each year each such PM shall provide to the Data Clearinghouse its PM Equity 

Fee Data with respect to such Cigarettes sold in the preceding calendar year.  Each such PM 

shall provide a copy of the PM Equity Fee Data it provided to the Data Clearinghouse to 

counsel designated by each Signatory State, along with any source materials used by such PM 

to prepare the PM Equity Fee Data submission to the Data Clearinghouse.

G. Requests for Additional Information.

1. The Data Clearinghouse shall have the right to request from the 

Signatory Parties additional documents and/or data that are reasonably necessary for the Data 

Clearinghouse to perform the calculations and determinations required by this Settlement 

Agreement.  Provided however that, except to the extent reasonably necessary to resolve a 

specific discrepancy or issue, the Data Clearinghouse may not require the Signatory Parties to 

provide documents or data that do not fall within the categories described in subsections VI.E 

and VI.F.  Copies of documents or data provided to the Data Clearinghouse pursuant to this 

subsection VI.G shall be provided to the designated counsel for each of the PMs or each of the 

Signatory States, as applicable.

2. If the Data Clearinghouse discovers, or is notified of and confirms, a 

discrepancy between the NPM Cigarette sales volumes reflected in the documents provided to 

the Data Clearinghouse by a Signatory State and (i) the NPM Cigarette sales volumes reflected 

in the database provided by the PMs or (ii) the NPM Cigarette sales volumes reflected in the 

documents provided by the Signatory State to the PMs, the Data Clearinghouse shall provide 

notice of such discrepancy to the Signatory State and the PMs.  Instances in which an NPM’s 

sales volume provided by a Signatory State is higher than that reflected in the database 

provided by the PMs as a result of a greater number of distributors providing sales reports to 
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the State than to the PMs shall not be considered a discrepancy.  Any notice of discrepancy 

provided to the Data Clearinghouse, including any such notice of discrepancy described in

subsections VI.E.4 and VI.E.5, shall be served on the Signatory State that provided the 

documents or data at issue and the PMs.  In response to a notice of discrepancy, the Signatory 

State and/or the PMs may provide revised or additional documents or data, and/or written 

comments, within 20 days of the notice.

H. Data Clearinghouse Schedule.  The Data Clearinghouse shall perform all the 

calculations and make all the determinations it is required to make pursuant to this Settlement 

Agreement in a given calendar year on the following schedule.

1. All documents and data described in subsections VI.E and VI.F with 

respect to sales on which SET was paid in the calendar year 2015 shall be provided by the 

respective Signatory Parties on the schedule set forth in subsection VI.H.6.  All documents and 

data described in subsections VI.E and VI.F with respect to sales on which SET was paid in the 

calendar year 2016 shall be provided by the Signatory Parties no later than August 1, 2018.  All 

documents and data described in subsections VI.E and VI.F with respect to sales on which SET 

is paid in calendar years 2017 and 2018 shall be provided by the Signatory Parties no later than 

August 1, 2019.  All documents and data described in subsections VI.E and VI.F with respect 

to sales on which SET is paid in calendar year 2019 and each year thereafter shall be provided 

by the respective Signatory Parties no later than August 1 of the year following the year in 

which the SET was paid.

2. No later than December 1 of each calendar year the Data Clearinghouse 

shall deliver to the counsel designated by the Signatory States and the PMs the preliminary 

results of all the calculations and determinations it is required to make in such year pursuant to 
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section VI.  Provided, however, that (i) by December 1, 2018, the Data Clearinghouse shall 

deliver the preliminary results of such calculations and determinations for 2016, and (ii) by 

December 1, 2019, the Data Clearinghouse shall deliver the preliminary results of such 

calculations and determinations for the respective two calendar years for which it is provided 

documents and data pursuant to subsection VI.H.1.  The results of all required calculations and 

determinations shall include detailed explanations and Excel spreadsheets therefor.

3. Any Signatory State or PM may dispute any aspect of such preliminary 

calculations or determinations, including the accuracy and completeness of the documents or 

data provided to the Data Clearinghouse by any Signatory Party, by submitting a written notice 

to the Data Clearinghouse, with copy to the designated counsel for each Signatory State and 

each PM.  Such notice shall be submitted by January 15 of the following year.

4. The Data Clearinghouse shall issue the final results of its calculations 

and determinations, including detailed explanations and Excel spreadsheets therefor, no later 

than February 15 of such following year, and shall deliver such results to the Independent 

Auditor and to the counsel designated by each Signatory State and each PM.

5. Any Signatory State or PM may dispute any aspect of such final 

calculations or determinations, including the accuracy and completeness of the documents and 

data provided to the Data Clearinghouse by any Signatory Party, by submitting a written notice 

to the Data Clearinghouse, with copy to the Independent Auditor and to the designated counsel 

for each Signatory State and each PM.  Such notice shall be submitted by March 1 of such 

following year.

6. The schedule described in subsections VI.H.1-5 with respect to sales on 

which SET was paid in the calendar year 2015 shall be modified as follows:  (i) all documents 
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and data described in subsection VI.E and VI.F with respect to such sales shall be provided by 

the respective Signatory Parties no later than 60 days after the Data Clearinghouse contract and 

confidentiality agreement are executed, (ii) the Data Clearinghouse shall deliver to the counsel 

designated by the Signatory States and the PMs the preliminary results of all calculations and 

determinations it is required to make pursuant to subsection VI.H.2 no later than 180 days after 

the Data Clearinghouse contract and confidentiality agreement are executed, (iii) the Signatory 

Parties may submit the written dispute notices described in subsection VI.H.3 no later than 240

days after the Data Clearinghouse contract and confidentiality agreement are executed, (iv) the 

Data Clearinghouse shall issue and deliver the final results and explanations described in 

subsection VI.H.4 no later than 270 days after the Data Clearinghouse contract and 

confidentiality agreement are executed, and (v) any Signatory State or PM may submit a 

written  notice of dispute described in subsection VI.H.5 no later than 320 days after the Data 

Clearinghouse contract and confidentiality agreement are executed.  

7. During the time periods specifically allowed by subsections V.B.7, 

VI.E.6 and VI.F.3 for revisions to prior calculations and determinations based on new, 

additional or revised documents or data, a Signatory Party may request that the Data 

Clearinghouse issue such revised calculations and determinations.  For any such request made

prior to August 1 of a calendar year in question, the Data Clearinghouse shall issue the 

preliminary and final results of such calculations and determinations on the schedule for such 

year described in subsections VI.H.2 and VI.H.4.  For any such request made after August 1 of 

a calendar year in question, the Data Clearinghouse shall issue the preliminary and final results 

of such calculations and determinations on the schedule described in subsections VI.H.2 and 

VI.H.4 for the following calendar year.  The calculations described in the preceding two 
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sentences shall be subject to disputes on the schedule described in subsections VI.H.3 and 

VI.H.5.

8. A failure to raise a dispute within the time periods specified in 

subsections VI.H.3, VI.H.5, VI.H.6 and VI.H.7 shall not constitute a waiver of such dispute.  A 

Signatory Party may raise disputes specified in subsections VI.H.3, VI.H.5 and VI.H.6 at any 

time up to five years after the Payment Due Date of the next MSA payment following the 

issuance of the final calculations and determinations described in subsections VI.H.4 or VI.H.6.  

A Signatory Party may raise disputes referenced in subsection VI.H.7 at any time up to three 

years after the Payment Due Date of the next MSA payment following the issuance of the 

revised final calculations and determinations described in subsection VI.H.7.  Provided, 

however, that a dispute with respect to the number of NPM Cigarettes on which a Signatory 

State’s SET was paid in a given year, as that number is used in calculations pursuant to 

subsections V.B and V.C.9, must be raised before the commencement of discovery in an NPM 

Adjustment arbitration for such Signatory State for such year pursuant to subsection VII.C.  A 

dispute not raised within the time periods set forth in this subsection VI.H.8 shall be deemed 

waived.

I. Data Clearinghouse Process.

1. The Data Clearinghouse shall calculate the estimated reimbursement 

percentages for purposes of determining the amounts to be released pursuant to subsection 

IV.B.2.e(i) as follows.

a. Because, at the time the releases pursuant to subsection IV.B.2 

are due, documents and data for the immediately preceding calendar year will not yet be 

available, the Data Clearinghouse shall calculate the estimated reimbursement percentages 
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based on documents and data for the previous calendar year.  (For example, the estimated 

reimbursement percentages applicable to the amounts to be deposited and released in April 

2020 shall be calculated using documents and data for sales year 2018.)  Such estimate shall 

not be revised other than as provided in subsection IV.B.2.h.

b. The total nationwide number of NPM Cigarettes on which federal 

excise tax was paid in a year in question shall include Cigarettes on which arbitrios de 

cigarillos were collected by the Puerto Rico taxing authority.  The number shall equal (i) the 

nationwide aggregate NPM market share in that year (calculated as 100% minus the aggregate 

market share of all Participating Manufacturers in that year) multiplied by (ii) the total market 

volume in that year, both as determined by the Independent Auditor in the latest available 

calculations for that year using the 0.0325 RYO conversion factor.

c. The number of NPM Cigarettes on which a Signatory State’s 

SET was paid in a year in question shall be determined based on the documents and data 

provided by the Signatory Parties pursuant to subsections VI.E-G.  Such number shall equal the 

corresponding number for such State and such year used in calculations pursuant to subsection 

V.B, as such number is determined by the Data Clearinghouse pursuant to subsection VI.I.4.

d. Except as provided in subsection VI.I.1.e, for all the Non-

Signatory States that had the Allocable Share Repeal in full force and effect during the entire 

calendar year in question, the aggregate number of NPM Cigarettes on which such Non-

Signatory States’ SET was paid during that year shall equal the product of:  (i) the aggregate of 

all such Non-Signatory States’ “State Tax-Paid Cigarette Sales,” as such sales are reported for 

each such Non-Signatory State for such year in Orzechowski & Walker, The Tax Burden on 
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Tobacco; (ii) 0.12; and (iii) the nationwide aggregate NPM market share in that year, as 

determined pursuant to subsection VI.I.1.b(i).

e. For each Non-Signatory State that did not have the Allocable 

Share Repeal in full force and effect during the entire calendar year in question or during any of 

the preceding three calendar years, the number of NPM Cigarettes on which such Non-

Signatory State’s SET was paid during that year shall equal the product of:  (i) such Non-

Signatory State’s “State Tax-Paid Cigarette Sales,” as such sales are reported for such Non-

Signatory State for such year in Orzechowski & Walker, The Tax Burden on Tobacco; and 

(ii) the market share of NPM Cigarettes in such Non-Signatory State determined from the 

database provided pursuant to subsection VI.F.

f. The number of NPM Cigarettes on which an Equity Fee was paid 

in a year in question in a Previously Settled State shall equal:  (i) the quotient of (x) the total 

dollar amount of Equity Fees collected in such year in such Previously Settled State, as publicly 

reported or provided to the Data Clearinghouse by that State, divided by (y) the per-Cigarette 

Equity Fee in effect for that year in such Previously Settled State; minus (ii) the aggregate 

number of PM Cigarettes on which an Equity Fee was paid in that year in that State, as those 

numbers are provided pursuant to subsection VI.F.5.

g. Prior to the issuance of the final calculations for a year in 

question pursuant to subsection VI.H.4, a Signatory Party may present evidence to the Data 

Clearinghouse demonstrating that any of the methods for estimating the number of NPM 

Cigarettes pursuant to subsections VI.I.1.d-f produces an estimated reimbursement percentage 

for such year that is incorrect by more than one percentage point.  (For example, if estimating 

the number of NPM Cigarettes pursuant to subsections VI.I.1.d-f produces an estimated 
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reimbursement percentage of 35%, a Signatory Party may present evidence that the correct 

reimbursement percentage for such year is more than 36% or less than 34%.)  The Data 

Clearinghouse shall determine whether to rely on such evidence in estimating the 

reimbursement percentages for such year.

h. If The Tax Burden on Tobacco no longer is published or no 

longer reports the number of Cigarettes on which SET was collected in each State, if the 

database is no longer maintained or provided by the PMs, if the SPMs do not provide the 

Equity Fee Data, or if a Previously Settled State neither publicly reports nor provides to the 

Data Clearinghouse its Equity Fee collection data, unless the Signatory Parties affected by the 

respective calculations agree otherwise, the Data Clearinghouse shall use its best estimate of 

such numbers based on publicly available information and the documents and data provided by 

the Signatory Parties.

2. The Data Clearinghouse shall determine the reimbursement percentages 

for purposes of calculating the reimbursement amounts pursuant to subsection V.C.9 as 

follows.

a. The Data Clearinghouse shall determine such reimbursement 

percentages applicable to an NPM Adjustment for a year in question after the conclusion of an 

NPM Adjustment arbitration for such year pursuant to subsection VII.C.  Such determination 

shall be made on the schedule set forth in subsection VI.H.

b. The Data Clearinghouse shall determine the total nationwide 

number of NPM Cigarettes on which federal excise tax was paid in a year in question and the 

number of NPM Cigarettes on which an Equity Fee was paid in a year in question in the 

Previously Settled States as provided in subsection VI.I.1.
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c. The number of NPM Cigarettes on which a Signatory State’s 

SET was paid in a year in question shall equal the corresponding number for such State and 

such year used in calculations pursuant to subsection V.B, as such number is finally determined 

by the Data Clearinghouse pursuant to subsection VI.I.4 or by an arbitration panel pursuant to 

subsection VII.B.

d. The Data Clearinghouse shall determine the number of NPM 

Cigarettes on which a Non-Signatory State’s SET was paid in a year in question based on 

information obtained in discovery in such NPM Adjustment arbitration, as such information is 

provided to the Data Clearinghouse by the Signatory Parties.  Provided, however, that if the 

Signatory Parties do not obtain such information in such discovery because such Non-Signatory 

State does not participate in such arbitration, or if the Signatory Parties are not able to provide 

such information to the Data Clearinghouse due to confidentiality or other legal restrictions, 

then the Data Clearinghouse shall decide on the best method for determining such number for 

such Non-Signatory State following a consultation with the Signatory Parties.

3. The Data Clearinghouse shall determine the number of NPM Cigarettes 

sold nationwide in a year in question on which SET was not paid, as referenced in subsection 

VII.C.5, as follows.

a. Such number shall equal the difference between (i) the total 

nationwide number of NPM Cigarettes on which federal excise tax was paid in such year (as 

determined pursuant to subsection VI.I.1.b), and (ii) the sum of (x) the total number of NPM 

Cigarettes on which SET was paid in such year in the Settling States (as determined pursuant to 

subsections VI.I.1.c-e and VI.I.1.g) and (y) the total number of NPM Cigarettes on which SET 
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was paid in such year in the Previously Settled States (as determined pursuant to subsection 

VI.I.3.b).

b. The number of NPM Cigarettes on which SET was paid in a 

Previously Settled State in a year in question shall be as publicly reported by such State.  If a 

Previously Settled State does not publicly report such numbers, the number of NPM Cigarettes 

on which SET was paid in such State in a year in question shall equal the number of NPM 

Cigarettes on which an Equity Fee was paid in such State in such year, as determined pursuant 

to subsection VI.I.1.f.  If neither of these two methods is available for a Previously Settled 

State, such number shall be determined as provided in subsection VI.I.1.h.

4. The Data Clearinghouse shall determine the total number of Non-

Compliant NPM Cigarettes sold in a Signatory State in a given year, as referenced in 

subsection V.B.3, as follows.

a. The number of NPM Cigarettes on which a Signatory State’s 

SET was paid in a year in question shall be determined based on documents and data provided 

by the Signatory Parties pursuant to subsections VI.E-G.  In making this determination, the 

Data Clearinghouse may rely only on documents and data that reflect actual sales of NPM 

Cigarettes and shall not extrapolate from documents or data to conclude that there were any 

additional sales of NPM Cigarettes on which a Signatory State’s SET was paid in a year in 

question.

b. For each NPM with sales in a State during the year in question, 

(i) the gross amount of escrow deposited by that NPM (or other entities or persons specified in 

subsection V.B.5.a) for that year’s sales in that State, as such gross amount is reduced by any 

release or refund of escrow as to such sales other than (x) pursuant to the terms of the State’s 
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Escrow Statute (as amended by Allocable Share Repeal) or (y) a release to the State pursuant to 

an irrevocable assignment of the escrow funds (including any interest thereon) to the State (as 

all such amounts are determined based on the documents provided by the Signatory Parties 

pursuant to subsections VI.E-G) shall be divided by (ii) the applicable escrow rate per Cigarette 

(as set forth in subsection V.B.3(i)).

c. If the resulting number of Cigarettes is equal to or exceeds the 

number of such NPM’s Cigarettes on which such State’s SET was paid during the applicable 

year (as such number is determined pursuant to subsection VI.I.4.a), none of such NPM’s 

Cigarettes should be considered Non-Compliant NPM Cigarettes.

d. If the resulting number of Cigarettes is less than the number of 

such NPM’s Cigarettes on which such State’s SET was paid during the applicable year, the 

excess of the latter over the former shall be considered Non-Compliant NPM Cigarettes sold by 

such NPM in such State during the year in question.

e. The total number of Non-Compliant NPM Cigarettes sold in a 

State in question during a calendar year shall equal the sum of the Non-Compliant NPM 

Cigarettes sold in such State by each of the NPMs selling in the State.

f. If an NPM owes escrow for sales in a State in more than one 

year, and escrow for such sales is deposited or otherwise recovered by the State pursuant to a 

settlement agreement or another arrangement between the State and the NPM, for purposes of 

this Settlement Agreement such deposit or recovery shall be applied to each of such years for 

which escrow is due, in proportion to the amount due for each such year.  Provided, however, 

that this subsection does not apply to a settlement or other arrangement that does not involve 

sales in a State in the year 2015 or thereafter.
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g. For purposes of this Settlement Agreement, SET shall be deemed 

to have been paid in a State on a package of Cigarettes at one of the following two times:  

(i) when a stamping agent applies an SET stamp to the package (or, if no stamp is required, 

pays the SET), or (ii) when a stamping agent sells the package of SET-paid Cigarettes.  The 

time applicable to a State depends upon the rule governing when a stamping agent must report 

such package to the State that existed in the State at the time the stamping agent sold the 

package of SET-paid Cigarettes.  The current applicable rule for each Signatory State is listed 

in Exhibit O.  A Signatory State may change from the rule listed for it in Exhibit O to the other 

rule, but only prospectively and only if it notifies the PMs within 60 days after the change.  The 

term “stamping agent” includes any entity that is licensed or otherwise certified to affix SET 

stamps or collect SET under the applicable State’s law.

J. Failure to Provide Information.  The following provisions shall apply if a 

Signatory State, or the PMs as a side, fails to provide to the Data Clearinghouse information as 

required by subsections VI.E, VI.F or VI.G (including because of claims of confidentiality or 

other legal restrictions) and such information was in such State’s, or a PM’s, possession at the 

time of the failure to provide such information.

1. The Data Clearinghouse shall determine the range of reasonably possible 

outcomes of calculations that would rely, in whole or in part, on such missing information and 

include such outcomes in its preliminary and final calculations and determinations.  The Data 

Clearinghouse shall perform the preliminary and final calculations and determinations by 

assuming the outcome within such range that is the least favorable to the Signatory Party, or the 

side of the Signatory Party, that failed to provide such information.
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2. The Signatory Party, or the side of the Signatory Party, that failed to 

provide information may dispute the Data Clearinghouse’s determination and calculations 

described in subsection VI.J.1 as part of such Party’s, or side’s, dispute of preliminary or 

final calculations and determinations described in subsections VI.H.3 and VI.H.5.  In so 

doing, the Signatory Party, or the side of the Signatory Party, that failed to provide the 

information may provide such missing information and request that the Data Clearinghouse’s 

determinations reflect such information.  The Data Clearinghouse shall consider such missing 

information only if the Data Clearinghouse determines that the failure to provide such 

missing information was inadvertent or otherwise excusable.

3. The Signatory Party, or the side of the Signatory Party, that failed to 

provide information may challenge the Data Clearinghouse’s determinations and calculations

described in subsections VI.J.1-2 in an arbitration pursuant to subsection VII.B.  In such 

arbitration, such Signatory Party (or side) may then provide the missing information and 

request that the determinations and calculations reflect such new information, but such 

information that is provided for the first time in the arbitration shall be considered as evidence 

in the arbitration only if the arbitration panel determines that the reason for the Signatory 

Party’s failure to provide information during the Data Clearinghouse process is no longer 

operative at the time such missing information is provided in the arbitration.  The missing 

information that was provided to the Data Clearinghouse pursuant to subsection VI.J.2 but not 

considered by it pursuant to the last sentence of subsection VI.J.2 shall be considered as 

evidence in the arbitration only if the arbitration panel determines that the failure to provide 

such missing information was inadvertent or otherwise excusable.
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4. Regardless of the cause of the failure to provide information, the 

Signatory Party (or side) opposite to the Signatory Party, or to the side of the Signatory Party, 

that failed to provide information may (i) dispute the determinations and calculations described 

in subsections VI.J.1-2 as part of its dispute of preliminary or final calculations and 

determinations described in subsections VI.H.3 and VI.H.5, and (ii) challenge the Data 

Clearinghouse’s determinations and calculations described in subsections VI.J.1-2 in an 

arbitration pursuant to subsection VII.B.

5. Nothing in this subsection VI.J precludes the Data Clearinghouse, before 

issuing its preliminary determinations and calculations, from (i) communicating with the 

Signatory Parties regarding a failure to provide to the Data Clearinghouse information required 

by subsections VI.E, VI.F or VI.G, or (ii) accepting and considering such information if the 

Signatory Party, or the side of a Signatory Party, that had failed to provide such information 

submits such information to the Data Clearinghouse before the Data Clearinghouse issues its 

preliminary determinations and calculations.

K. Confidentiality Protections.

1. The PMs and the Signatory States shall enter into the confidentiality 

agreement attached as Exhibit P to this Settlement Agreement.  To protect from further 

disclosure any confidential information provided to the Data Clearinghouse, as a precondition 

to the obligation to provide documents and data pursuant to subsections VI.E-G, the Signatory 

Parties shall enter into a confidentiality agreement with the Data Clearinghouse that is fully 

consistent with the provisions of section VI and Exhibit P.

2. Each Signatory State shall seek authority to provide documents to the 

Data Clearinghouse and to the PMs’ designated counsel as specified in subsections VI.E and 
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VI.G (if such authority does not already exist), either by obtaining a court order or by enacting 

legislation recognizing or providing such authority.  The PMs shall cooperate in the Signatory 

States’ efforts to do so, and, if requested to do so by a Signatory State, shall join with the State 

in seeking to obtain such court orders.  If a Signatory State’s attempt to obtain such authority 

is unsuccessful, then the State shall undertake a renewed attempt when the Attorney General of 

such State determines in good faith that such a renewed attempt could be successful.  In any 

event, such State shall also cooperate with, and support reasonable efforts by, the PMs to obtain 

the appropriate confidentiality protections that would permit disclosure of such documents to 

the PMs’ outside counsel.

3. A Signatory State’s obligation to provide documents to the outside 

counsel for the PMs pursuant to subsections VI.E and VI.G shall be further subject to the 

following:

a. If a Signatory State believes that, despite the confidentiality 

agreement entered into pursuant to subsection VI.K.1 and other confidentiality protections that 

are then in effect with respect thereto, and despite its efforts pursuant to subsection VI.K.2, the 

State cannot provide such documents to the PMs’ outside counsel because doing so would 

violate the laws of such State, the State shall so notify the PMs and the Data Clearinghouse in 

writing in advance of the due date for providing such documents.  Upon providing such written 

notice, the State shall not be obligated to provide such documents to the PMs’ outside counsel, 

unless and until the requisite authority for it do so is obtained pursuant to subsection VI.K.2.  In 

that event, such State shall provide all such documents to the Data Clearinghouse.

b. If a Signatory State cannot provide such documents to the PMs’ 

outside counsel without violating the laws of such State, it shall inform the Data Clearinghouse 
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whether the laws of such State permit the Data Clearinghouse to provide such documents to the 

outside counsel for the PMs.  If the State in question informs the Data Clearinghouse that the 

laws of such State permit the Data Clearinghouse to do so, then upon receipt of such documents 

from the State the Data Clearinghouse shall provide a copy of such documents to the PMs’ 

outside counsel.  If the laws of such State do not permit the Data Clearinghouse to provide such 

documents to the outside counsel for the PMs, the Data Clearinghouse shall review such 

documents itself, if requested to do so by the PMs.  In that event, the Signatory State in 

question and the PMs shall equally bear the additional cost that results from the Data 

Clearinghouse’s need to review such documents itself.

c. The outside counsel designated by the PMs to receive such 

documents shall not publicly disclose such documents or the information they contain, shall not 

share them with the PMs, and shall only use them for the purposes contemplated by this 

Settlement Agreement and in the manner that preserves the confidential nature of such 

documents and the information they contain.

4. The PMs’ obligation to provide data to the counsel designated by a 

Signatory State pursuant to subsections VI.F and VI.G shall be further subject to the following:

a. The PMs shall be obligated to provide such data to such 

designated counsel only if such State notifies the PMs in writing prior to the due date for 

providing such data that (i) such data will be treated by such counsel as confidential, and 

(ii) the State has legislation in effect, or a court has issued a protective order, pursuant to which 

such data will be protected from public records disclosure.  Absent such notice, the PMs shall 

not be obligated to provide such data to such State.
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b. The PMs shall cooperate in the Signatory States’ reasonable 

efforts to obtain such court orders or enact statutory amendments to such effect, and, if 

requested to do so by a Signatory State, shall join with the State in seeking to obtain such court 

orders.

c. The counsel designated by a Signatory State to receive such data 

shall not publicly disclose such data or the information they contain, and shall use them only 

for the purposes contemplated by this Settlement Agreement and in the manner that preserves 

the confidential nature of such data and the information they contain.  Such designated counsel 

may share such data with the State’s outside counsel and with other persons in the Attorney 

General’s office and/or the State’s revenue department (or other state agency that enforces the 

State’s tobacco laws) only to the extent such outside counsel and other persons are involved in 

proceedings before the Data Clearinghouse or an arbitration pursuant to subsection VII.B, and 

provided such other persons maintain the confidentiality of such data and the information they 

contain.

d. Notwithstanding the foregoing subsection VI.K.4.c, such 

designated counsel may inform the appropriate persons in the State’s Attorney General’s office 

and/or revenue department (or other state agency that enforces the State’s tobacco laws) of 

particular discrepancies in the NPM Cigarette sales data between those provided by the PMs 

and those reported to the State by distributors.  Such data provided by the PMs shall not 

otherwise be disclosed or used by the State in any audit, investigation or enforcement 

proceeding, or otherwise used in a way that would make it subject to disclosure.

e. The PMs shall not maintain in an arbitration under subsection 

VII.C that a State’s failure to obtain such data from the PMs or use such data in the 
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enforcement of Escrow Statute or Complementary Legislation is evidence of a failure by such 

State to diligently enforce its Escrow Statute.

5. The provisions in subsections VI.K.3-4 shall not prevent persons who 

receive such documents or data from sharing them with third-party consultants or experts, but 

only to the extent such consultants or experts are assisting the State or the PMs by accessing or 

converting the documents or data into a more useable form or are involved in proceedings 

before the Data Clearinghouse or an arbitration pursuant to subsection VII.B, and provided 

such consultants or experts maintain the confidentiality of such documents and data and the 

information they contain.

6. If, despite its good faith efforts to obtain authority to preserve the 

confidentiality of data described in subsections VI.F.2-3, a State is unable to provide to the 

PMs the written notice described in subsection VI.K.4.a, and, as a result of that inability, the 

PMs do not provide such data to such State, then, in addition to providing the documents 

described in subsections VI.E.2(ii)-(iii), VI.E.3, VI.E.4, VI.E.5 and VI.E.6 to the PMs (subject 

to the conditions and limitations described in subsections VI.K.1 and VI.K.3), the Signatory 

State in question may provide such documents to the Data Clearinghouse and request that the 

Data Clearinghouse review such documents and the PMs’ data and identify any discrepancies 

among such documents, such data and the documents provided by the State to the Data 

Clearinghouse pursuant to subsection VI.E.1.  In that event, the PMs and the Signatory State in 

question shall equally share the additional cost that results from such review.

VII. ARBITRATION

A. Independent Auditor.  Any dispute, controversy or claim arising out of or 

relating to any calculations performed by, or any determinations made by, the Independent 

C-1-47



VII.B

-90-

Auditor pursuant to this Settlement Agreement shall be submitted to binding arbitration in 

accordance with MSA Section XI(c).

B. Data Clearinghouse.

1. Any dispute, controversy or claim arising out of or relating to (i) the 

accuracy of the information provided to and relied on by the Data Clearinghouse, or (ii) any 

aspect of the calculations or determinations made by the Data Clearinghouse, shall be 

submitted to binding arbitration as provided in this subsection VII.B.  A Signatory State or a 

PM may initiate such arbitration by sending a written notice thereof to all the Signatory States 

and all the PMs.  The Signatory Parties shall cooperate in prompt commencement and conduct 

of such arbitrations, and may agree to pursue mediation in lieu of arbitration.  Provided, 

however, that, subject to subsection VII.B.3, a Signatory State need not participate in such 

arbitration if none of the disputes, controversies or claims apply to such State.

2. The arbitration panel shall be selected as follows.  The PMs participating 

in the arbitration (collectively as one side, provided that, for purposes of this subsection 

VII.B.2, agreement by the PMs with an aggregate Market Share in the immediately preceding 

calendar year equal to at least 93% of the aggregate Market Share of all the PMs shall be 

sufficient and shall bind any remaining PMs) and the Signatory States with an aggregate 

Allocable Share equal to at least 87% of the aggregate Allocable Share of all Signatory States

participating in the arbitration (collectively as another side) shall each select one neutral 

arbitrator chosen from JAMS (unless the parties to the arbitration agree to a substitute) within 

90 days of the sending of the initial arbitration notice by a Signatory Party under this subsection 

VII.B.  If the 90-day period expires without a side having selected its arbitrator, JAMS (unless 

the parties to the arbitration agree to a substitute) shall choose the arbitrator for that side.  
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Within 60 days of the selection of the two arbitrators, those two arbitrators shall choose the 

third neutral arbitrator, who shall be a retired Article III federal judge.  Once selected, the panel 

will establish a scheduling order either as agreed to by the parties to the arbitration or, if not 

agreed to, as determined by the panel.

3. If a Signatory Party commences an arbitration about (i) the estimated 

NPM Adjustment reimbursement percentages pursuant to subsection IV.B.2.e, (ii) the NPM 

Adjustment reimbursement percentages and reimbursement amounts pursuant to subsection 

V.C.9, or (iii) the conditions for early commencement of arbitration pursuant to subsections 

VII.C.5.a-b, the arbitration shall include all disputes that could be raised at the time by any 

Signatory Party about such matters for the year in question.  Any such dispute that is not raised 

in that arbitration shall be deemed waived.  Provided, however, that a Signatory Party’s failure 

to raise a dispute with respect to the estimated NPM Adjustment reimbursement percentages 

pursuant to subsection IV.B.2.e shall not affect the Signatory Party’s right to commence an 

arbitration about the NPM Adjustment reimbursement percentages and reimbursement amounts 

pursuant to subsection V.C.9, or affect the position that a Signatory Party may take in such 

arbitration.

4. If a Signatory Party commences an arbitration about the application of 

the adjustment pursuant to subsection V.B (including as applied in the transition period 

pursuant to subsection V.A.10.f) and such arbitration is not limited to issues applicable solely 

to one Signatory State or one PM, the arbitration shall include all disputes that could be raised 

at the time by any Signatory Party about the application of the adjustment pursuant to 

subsection V.B for the year in question, except for any disputes about issues applicable solely 
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to one Signatory State or one PM.  Any such dispute that is not raised in that arbitration (other 

than disputes falling within the exception described above) shall be deemed waived.

5. For purposes of subsections VII.B.3-4, a dispute could be raised at the 

time unless it is based on evidence that, with reasonable diligence, could not have been 

discovered and timely submitted prior to the conclusion of the arbitration at issue for decision 

by the arbitration panel.

C. Diligent Enforcement.

1. The Signatory States agree that diligent enforcement as to each of them 

shall be determined for any particular year in a single NPM Adjustment arbitration before a 

single arbitration panel in accordance with MSA Section XI(c).  Such arbitrations are governed 

by MSA Section XI(c).

2. The Signatory States and the PMs shall cooperate in merging such NPM 

Adjustment arbitration as to the Signatory States with the NPM Adjustment arbitration under 

MSA Section XI(c) for the year in question as to the Non-Signatory States.

3. Subsections VII.C.1-2 do not apply to any Settling State as to which the 

PMs have released their claim to an NPM Adjustment for the year in question (provided that 

the reference in this sentence to the PMs releasing their claim as to a Settling State does not 

include determination by the PMs not to contest a State’s diligent enforcement claim unless the 

PMs received consideration from that State in return for such determination).  Subject to 

subsection VII.C.4, the Signatory States agree not to oppose, in such case, any argument that 

the proper treatment of the NPM Adjustment claim against the remaining Settling States (and 

thus the NPM Adjustment amount allocable to a non-diligent Settling State) is to reduce the 

amount of such claim pro rata in proportion to the Allocable Share or IX(c)(2) Allocable Share, 
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as applicable, of such released Settling State without the need for a determination of whether 

such released State diligently enforced its Escrow Statute.

4. The obligation of the PMs and the Signatory States whom the PMs have 

not released from an NPM Adjustment claim for the year in question to cooperate in merging 

the NPM Adjustment arbitration as to such Signatory States with the NPM Adjustment 

arbitration as to the Non-Signatory States whom the PMs have not released from an NPM 

Adjustment claim for the year in question is further subject to the following.

a. The arbitration with respect to such Signatory States’ diligent 

enforcement during calendar year 2016 (and any subsequent year) shall not commence until the 

commencement of the arbitration with respect to diligent enforcement during calendar year 

2016 (or such respective subsequent year) by such Non-Signatory States.

b. If any such Non-Signatory State refuses to participate in such 

merged arbitration for a year in question, the PMs shall use reasonable efforts to compel that 

Non-Signatory State to participate in such merged arbitration.  If any such Non-Signatory State 

succeeds in refusing to participate in such merged arbitration for a particular year, the merged 

arbitration for that year shall proceed with all such Non-Signatory States that do not succeed in 

refusing to participate in such merged arbitration.  If all such Non-Signatory States succeed in 

refusing to participate in such merged arbitration for a year in question, the PMs shall have the 

option to proceed separately with an NPM Adjustment arbitration for that year as to such 

Signatory States, with such separate arbitration commencing at the time the merged arbitration 

for that year would have commenced pursuant to subsection VII.C.4.a, but for the refusal of 

such Non-Signatory States to participate in such merged arbitration.
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c. Except by agreement of all parties to an arbitration, the 

arbitration with respect to a Signatory State’s diligent enforcement during a particular year 

shall not commence until the NPM Adjustment arbitrations for every prior year have either 

concluded or been commenced before an arbitration panel for all the Settling States whom the 

PMs have not released from an NPM Adjustment claim for the year(s) in question and, as to a 

Non-Signatory State, that did not succeed in refusing to participate in merged arbitrations for 

the years for which the PMs have not released it from an NPM Adjustment claim.

d. If an arbitration with respect to a Settling State’s diligent 

enforcement during a particular year is commenced, and in the course of such arbitration the 

PMs decide not to continue to challenge such State’s diligent enforcement for such year, the 

arbitration for such State for such year shall be considered to have concluded for purposes of 

subsection VII.C.4.c.

5. Notwithstanding the provisions of subsections VII.C.1-4:

a. The PMs, in their sole discretion, shall have the right to 

commence the 2016 (and subsequent) NPM Adjustment arbitrations as to the Signatory States 

prior to the time set forth in subsection VII.C.4 if the number of NPM Cigarettes sold 

nationwide on which SET was not paid exceeded 9 billion Cigarettes in each of any two years 

(whether or not consecutive).  (After the first such year, the PMs and the Signatory States shall 

discuss measures that could be taken to avoid such sales.)  Any early commencement of 

arbitration under this subsection VII.C.5.a requires the approval by the PMs with an aggregate 

Market Share in the immediately preceding calendar year equal to at least 93% of the aggregate 

Market Share of all the PMs.
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b. The Signatory States, in their sole discretion, shall have the right 

to commence the 2016 (and subsequent) NPM Adjustment arbitrations as to the PMs prior to 

the time set forth in subsection VII.C.4 if the number of NPM Cigarettes sold nationwide on 

which SET was not paid was less than 2 billion Cigarettes in each of any two years (whether or 

not consecutive).  Any early commencement of arbitration under this subsection VII.C.5.b 

requires the unanimous approval of all the Signatory States.

D. This Settlement Agreement.  Any dispute arising out of or relating to this 

Settlement Agreement that is not otherwise specifically addressed in this section VII shall be 

submitted to binding arbitration as set forth in, and governed by the provisions of, subsection 

VII.B.  Provided, however, that disputes regarding whether legislation, or a protective order 

issued by a court, authorizes the disclosure of confidential documents or information shall be 

resolved by a court of competent jurisdiction.

E. MSA Section XI(c).  Except as specifically provided in this section VII with 

respect to arbitration between a PM or PMs and one or more Signatory States, the arbitration 

provision set forth in MSA Section XI(c) applies according to its terms.

F. FAA.  All arbitrations described in this section VII shall be governed by the 

United States Federal Arbitration Act.

VIII. RELEASES

A. Release by PMs.  Except as provided in this Settlement Agreement:

1. Effective upon payment of all sums due from a Signatory State under 

section III, all PMs absolutely and unconditionally release and discharge that Signatory State 

from any further Claims directly or indirectly based on, arising out of or in any way related, in 

whole or in part, to the 2003-2012 NPM Adjustments.
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2. Effective upon payment of all sums due from a Signatory State under 

subsection V.A with respect to the 2013 NPM Adjustment, all PMs absolutely and 

unconditionally release and discharge that Signatory State from any further Claims directly or 

indirectly based on, arising out of or in any way related, in whole or in part, to the 2013 NPM 

Adjustment.  Effective upon payment of all sums due from a Signatory State under subsection 

V.A with respect to the 2014 NPM Adjustment, all PMs absolutely and unconditionally release 

and discharge that Signatory State from any further Claims directly or indirectly based on, 

arising out of or in any way related, in whole or in part, to the 2014 NPM Adjustment.  

Effective upon payment of all sums due from a Signatory State under subsection V.A with 

respect to the 2015 NPM Adjustment, all PMs absolutely and unconditionally release and 

discharge that Signatory State from any further Claims directly or indirectly based on, arising 

out of or in any way related, in whole or in part, to the 2015 NPM Adjustment.

3. The foregoing releases (i) 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 (ii) inure to the benefit of the applicable Signatory State and its past, 

present and future agents, officials acting in their official capacities, legal representatives, 

agencies, departments, commissions and divisions, any political subdivision of such Signatory 

State, and the successors and assigns of each of the foregoing.

4. The PMs reserve all rights with respect to all Non-Signatory States, 

including, without limitation, as to the 2003-2015 NPM Adjustments.
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B. Release by Signatory States.  Except as provided in this Settlement Agreement:

1. Effective upon the deposit by a PM and release of the 2003-2012 NPM 

Adjustment amounts as required in subsections IV.A.1-5, each Signatory State absolutely and 

unconditionally releases and discharges such PM from any further Claims directly or indirectly 

based on, arising out of or in any way related, in whole or in part, to the 2003-2012 NPM 

Adjustments.

2. Effective upon deposit by a PM and release of the 2013 NPM 

Adjustment amount provided in subsection IV.B.1, each Signatory State absolutely and 

unconditionally releases and discharges such PM from any further Claims directly or indirectly 

based on, arising out of or in any way related, in whole or in part, to the 2013 NPM 

Adjustment.  Effective upon deposit by a PM and release of the 2014 NPM Adjustment amount 

provided in subsection IV.B.1, all Signatory States absolutely and unconditionally release and 

discharge such PM from any further Claims directly or indirectly based on, arising out of or in 

any way related, in whole or in part, to the 2014 NPM Adjustment.  Effective upon repayment 

and release by a PM of the 2015 NPM Adjustment amounts described in subsection V.A.10.e, 

all Signatory States absolutely and unconditionally release and discharge such PM from any 

further Claims directly or indirectly based on, arising out of or in any way related, in whole or 

in part, to the 2015 NPM Adjustment.

3. The foregoing releases (i) apply to such Signatory States and their 

respective past, present and future agents, officials acting in their official capacities, legal 

representatives, agencies, departments, commissions and divisions, any political subdivision of 

a Signatory State, and the successors and assigns of each of the foregoing, and (ii) inure to the 

benefit of such PMs, their respective past, present and future Affiliates (except to the extent 
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that such Affiliate is a Participating Manufacturer), 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.

4. The Signatory States reserve all rights with respect to all Participating 

Manufacturers that are not Signatory Parties, including, without limitation, as to the 2003-2015

NPM Adjustments.

C. Unknown Claims.  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 VIII.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.

D. Instructions to Independent Auditor.  The PMs and Signatory States shall 

cooperate with each other in providing instructions to the Independent Auditor to the extent 

reasonably necessary to satisfy the conditions for the releases set forth in subsections VIII.A 

and VIII.B.

E. No Effect on This Settlement Agreement.  None of the foregoing releases 

applies to a Signatory Party’s obligation to comply with the provisions of this Settlement 

Agreement or is intended to interfere with a Signatory Party’s ability to enforce such 

provisions.
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F. 2004-2015 Arbitrations with Non-Signatory States.

1. The Signatory States agree (i) to forgo any right to participate in the 

selection of the arbitration panels for the 2004-2015 NPM Adjustment disputes between the 

PMs and the Non-Signatory States, and (ii) not to argue that such panels do not have 

jurisdiction to determine the Signatory States’ diligent enforcement on the specific ground that 

they did not participate in the selection of such panels.  The Signatory States reserve any other 

objections they may have to (x) such panels’ jurisdictions related to them, and (y) any claim by 

a Non-Signatory State contesting a Signatory State’s diligent enforcement for 2004-2015.

2. If a Non-Signatory State advances a claim in any forum that the amount 

of the NPM Adjustment for any of the years 2004-2015 allocated to it or recoverable from it by 

the PMs should be lower because a Signatory State was non-diligent for the year at issue, then:

a. The Signatory State shall have the option, but shall not be 

required, to appear in such forum to substantiate its diligent enforcement for the year at issue.

b. Whether or not the Signatory State elects to exercise the option in 

subsection VIII.F.2.a, the PMs shall have the option, but shall not be required, to appear in such 

forum to substantiate that State’s diligent enforcement for the year at issue.

c. If the PMs elect to exercise the option in subsection VIII.F.2.b, 

upon request from the PMs, the Signatory State shall provide documents and witnesses to the 

PMs or their outside counsel in an amount and in a time and manner reasonably necessary 

under the circumstances to substantiate the Signatory State’s diligent enforcement for the year 

at issue.  Without limiting further requests that may be reasonably necessary under the 

circumstances, the Signatory Parties agree that the following requests for witnesses are 

presumptively reasonable for purposes of this subsection VIII.F.2.c:  (i) that the Signatory State 
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provide for interview and to testify at the hearing, if any, on the State’s diligent enforcement 

the percipient witness with the greatest personal knowledge regarding the State’s diligent 

enforcement for the year at issue from each government agency or department with 

responsibility for administering, implementing, or enforcing the State’s Escrow Statute (for 

example, the Attorney General’s office and the department of revenue or its equivalent); and 

(ii) that the Signatory State make reasonable efforts to provide witnesses described in clause (i) 

above who are no longer in the State’s employ, and, if such witnesses nonetheless cannot be 

provided, to provide the best available substitute.  This subsection VIII.F.2.c does not require a 

Signatory State to provide to the PMs or their outside counsel any taxpayer confidential 

information, or other documents that are confidential under such State’s law, absent a 

protective order entered in accordance with such State’s law.  The PMs and the Signatory State 

in question shall cooperate to obtain such a protective order to the extent such an order may be 

entered pursuant to applicable state law.

d. The PMs shall reimburse the Signatory State for the reasonable 

expenses incurred by the Signatory State to provide the documents and witnesses requested by 

the PMs under subsection VIII.F.2.c.

e. Documents provided by a Signatory State pursuant to this 

subsection VIII.F.2 shall be used only for the purpose of substantiating such State’s diligent 

enforcement.  At the request of the Signatory State that provided such documents, the PMs 

and/or their outside counsel shall promptly destroy or return all such documents to the 

Signatory State, provided that all Non-Signatory-State contests of such State’s diligent 

enforcement for that year have been fully and finally resolved.
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f. If a Non-Signatory State prevails on a claim described in this 

subsection VIII.F.2, and a Signatory State is found or deemed non-diligent for any of the years 

2004-2015, the PMs shall ensure that the effect of such finding of non-diligence will not reduce 

any payment that otherwise would have been made by the PMs to such Signatory State but-for 

that decision.

3. Nothing in this Settlement Agreement is intended to provide any Non-

Signatory State with a judgment reduction greater than that provided by the applicable 

arbitration panel.  However, the following provisions will govern in the event that this 

Settlement Agreement gives rise to a Contribution Claim by a Non-Signatory State against a 

Signatory State with respect to any of the 2004-2015 NPM Adjustments and the Non-Signatory 

State is permitted to maintain such Claim:

a. Subject to the conditions in subsection VIII.F.3.b, the PMs shall 

ensure that a Signatory State itself does not have to pay any judgment obtained by a Non-

Signatory State against such Signatory State on such Contribution Claim, including, without 

limitation, reducing any amount the PMs recover from the Non-Signatory State on the NPM 

Adjustment at issue in such Contribution Claim by the full amount of any judgment obtained 

by the Non-Signatory State against the Signatory State on such NPM Adjustment on such 

Contribution Claim.  As used in this subsection VIII.F.3.a, a judgment means a contested 

judgment on the merits, and does not include, for example, a court-entered settlement or other 

type of stipulated relief.  The amount of the PMs’ recovery from the Non-Signatory States on 

the NPM Adjustment at issue, after reduction pursuant to this subsection VIII.F.3.a, shall be 

allocated among the PMs in proportion to their respective shares of the NPM Adjustment 
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amount that would have been applicable to such Non-Signatory State absent such reduction, 

unless the PMs otherwise direct.

b. The PMs’ obligations under subsection VIII.F.3.a shall apply 

only if the Signatory State gives notice to the PMs of the filing of the Contribution Claim 

within 30 days of its service and takes reasonable steps to defend against such Contribution 

Claim fully, including contending that the settlement bars such Contribution Claim (subject to 

any limitation arising from Rule 11 of the Federal Rules of Civil Procedure or similar state 

procedural or ethical rules).  The Signatory Parties agree that this subsection VIII.F.3.b does 

not obligate a Signatory State to employ outside counsel or use an expert witness to defend 

against such Contribution Claim.

c. The Signatory State shall not oppose a request by a PM to 

intervene in the action in which such Contribution Claim is brought.

d. As used in this subsection VIII.F.3, a “Contribution Claim” 

means any contribution claim or similar claim-over on any theory (other than a claim based on 

an agreement entered after the MSA between or among any Settling States with respect to any 

NPM Adjustment) by which a Non-Signatory State seeks to recover from a Signatory State any 

part of the NPM Adjustment allocated to the Non-Signatory State or any portion of an amount 

by which a Non-Signatory State’s MSA payment was reduced by virtue of an NPM 

Adjustment.  “Contribution Claim” does not include a claim by a Non-Signatory State that does 

not seek recovery from a Signatory State.  (For example, “Contribution Claim” does not 

include a claim by a Non-Signatory State that the amount of the NPM Adjustment allocated to 

it or recoverable from it by the PMs should be lower because a Signatory State(s) was or should 
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be treated as non-diligent for the year at issue, but by which the Non-Signatory State does not 

seek monetary recovery from the Signatory State of part of the NPM Adjustment.)

4. As part of any settlement with a Non-Signatory State of the NPM 

Adjustment for any of 2004-2015, the PMs entering such settlement shall obtain from such 

Non-Signatory State for the benefit of each Signatory State a release of all Contribution Claims 

such Non-Signatory State may have with respect to the portion of the NPM Adjustment for 

each year(s) from 2004-2015 that is resolved as among such PMs and such Non-Signatory State 

in the settlement.

G. Claims Against Signatory States for 2016 and Subsequent NPM Adjustments.  

No determination that a Signatory State failed to diligently enforce a Qualifying Statute during 

2016 or any subsequent year shall be based at all on (i) NPM Cigarettes sold before calendar 

year 2013, or (ii) NPM Cigarettes sold during calendar year 2013, 2014 or 2015 that such State 

had not treated as subject to the escrow requirement under its Escrow Statute prior to a change 

in policy or law, if any, that became effective in or after calendar year 2011.

IX. MISCELLANEOUS

A. Most Favored Nation.

1. If one or more PMs entered into a separate settlement agreement with a 

Settling State that resolves the 2003 NPM Adjustment as to that State prior to a panel 

determination in the 2003 arbitration as to whether that State diligently enforced a Qualifying 

Statute during 2003, and such settlement includes overall terms more favorable to such Settling 

State than the terms of this Settlement Agreement applicable to the Signatory States that signed 

the Term Sheet and determined to proceed with the settlement by December 17, 2012, then the 

overall terms of this Settlement Agreement shall be revised as to all Signatory States so that 
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they will obtain from the PM(s) party to such separate settlement agreement overall terms as 

favorable as those obtained by such Settling State.  Provided, however, that references to 

settling or resolving the 2003 NPM Adjustment as to a Settling State do not include 

determinations by a PM not to contest that State’s diligent enforcement claim for 2003 unless 

the PM received consideration from that State in return for such determination.

2. If one or more Signatory States entered into a separate settlement 

agreement with a Participating Manufacturer that resolves the 2003 NPM Adjustment as to that 

State prior to a determination in the 2003 arbitration as to whether that State diligently enforced 

a Qualifying Statute during 2003, and such settlement includes overall terms more favorable to 

such Participating Manufacturer than the terms of this settlement, then the overall terms of this 

settlement shall be revised as to all PMs so that they will obtain from the Signatory State(s) 

party to such separate settlement agreement overall terms as relatively favorable as those 

obtained by such Participating Manufacturer.

3. The provisions of this subsection IX.A shall not apply to the following 

agreements:  (i) Settlement Agreement Regarding 2003 NPM Adjustment Dispute between 

Canary Islands Cigar Company and certain Settling States dated May 25, 2006; (ii) Settlement 

Agreement Regarding 2003 NPM Adjustment Dispute between Wind River Tobacco 

Company, LLC and certain Settling States dated June 6, 2006; (iii) Settlement Agreement 

Regarding 2003 NPM Adjustment Dispute between Societe Nationale d’Exploitation 

Industrielle des Tabacs et Allumettes and certain Settling States dated June 18, 2006; and 

(iv) any similar settlement agreement entered into in 2006 by and between any Participating 

Manufacturer and any Settling State.
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B. RYO.

1. For purposes of determining the number of Non-Compliant NPM 

Cigarettes pursuant to subsection V.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 the 

Relative Market Shares for purposes of allocating any aggregate OPM amounts among the 

OPMs.

2. The Signatory States and the PMs shall continue to discuss in good faith 

and on an ongoing basis the issues of pipe tobacco being sold for use as RYO and of cigarette 

rolling machines being located at retail establishments and clubs.

C. Necessary Legislation.

1. All Signatory States must continuously have the Escrow Statute, 

Complementary Legislation and Allocable Share Repeal in full force and effect.

2. If a Signatory State does not have the Escrow Statute or Complementary 

Legislation in full force and effect during any part of a calendar year, such State shall not 

receive the benefit, if any, of the exclusion provisions of subsection V.B.5 and the 

reimbursement provisions of subsection V.C.9 with respect to such year.  The adjustments 

pursuant to subsections V.B and V.C for such year shall fully apply to such State other than the 

provisions set forth in the preceding sentence.  In addition, nothing in this Settlement 

Agreement amends or supersedes the provisions of MSA Section IX(d)(2)(B) that the NPM 

Adjustment for a year is applied, regardless of diligent enforcement, to the Allocated Payment 
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of a State that does not have a Qualifying Statute in full force and effect during the entire such 

calendar year.

3. If a Signatory State that does not have the Allocable Share Repeal in full 

force and effect during any part of a calendar year, any NPM Cigarettes on which that State 

releases escrow in or for such year that would not be released under the Allocable Share Repeal 

shall be treated as Non-Compliant NPM Cigarettes under subsection V.B.

4. A Signatory State that does not have the Allocable Share Repeal in full 

force and effect as of the date it signs this Settlement Agreement shall have until the end of that 

calendar year to put it into full force and effect.  If it does not do so, subsection IX.C.3 shall 

apply starting with NPM Cigarettes sold in the following year.

D. Taxes.

1. If a Signatory State has a law, regulation, systematic policy, compact or 

agreement with respect to taxes (applicability, amount, collection or refund) or stamping that is 

different for any NPM Cigarettes than any PM Cigarettes, or a law, regulation, systematic 

policy, compact or agreement with respect to stamping that does not set forth specific 

requirements regarding when and what stamps are required, the law, regulation, systematic 

policy, compact or agreement shall be relevant as evidence of lack of diligent enforcement by 

that State.

2. If the difference with respect to taxes or stamping between NPM and PM 

Cigarettes referenced in subsection IX.D.1 is material in a Signatory State, the reimbursement 

set forth in subsection V.C.9 (including the estimated amount of such reimbursement that 

would be applied under subsection IV.B.2) shall not apply to the NPM Adjustment allocated to 

that State (if any) for a year in which the difference is in effect.
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3. The provisions of subsections IX.D.1-2 shall not apply to (i) taxes or 

stamping requirements that differ for Native American reservation sales and non-Native 

American reservation sales, provided that the taxes and stamping requirements applicable to 

reservation and non-reservation sales respectively are the same for both PM and NPM 

Cigarettes, or (ii) requirements that NPM Cigarettes bear a stamp of a different color or type 

solely for purposes of identification.

E. Cap of MSA Payment.

1. If the adjustment amount determined pursuant to subsections V.A.2, 

V.A.10 or V.C (prior to the reimbursement under subsection V.C.9) applicable to a PM’s 

payment for the benefit of a Signatory State exceeds the total MSA payment amount for the 

benefit of such State from that PM for that year to which such adjustment applies pursuant to 

subsection IX.F.2 (i.e., before the application of the credits, reductions and adjustments 

described in subsections IX.F.3-4), such adjustment amount applicable to such PM’s payment 

for the benefit of such State shall be reduced to equal such total MSA payment amount 

(determined as described in this sentence).  The reimbursement under subsection V.C.9 shall 

then be determined based on such reduced adjustment amount.  Pursuant to the MSA, any 

excess described in the first sentence of this subsection IX.E.1 shall be reallocated pursuant to 

MSA Section IX(d)(2).

2. If the adjustment amount determined pursuant to subsection V.B 

(including as applied in the transition period pursuant to subsection V.A.10.f) applicable to a 

PM’s payment for the benefit of a Signatory State exceeds the total MSA payment amount due 

for the benefit of such State from that PM for that year to which such adjustment applies 

pursuant to subsection IX.F.3 (i.e., before the application of the credits, reductions and 
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adjustments described in subsection IX.F.4, but after the application of the reduction described 

in subsection IX.E.1 and after the application of the reimbursement under subsection V.C.9, if 

any), such adjustment amount applicable to such PM’s payment for the benefit of such State 

shall be reduced to equal such total MSA payment amount (determined as described in this 

sentence).

3. For purposes of this subsection IX.E only, until the applicability of an 

adjustment pursuant to subsection V.C for a particular year has been determined, the amount of 

such adjustment applicable to a PM’s payment for the benefit of a Signatory State for such year 

shall be deemed to equal the amount allocated to such State and released to such PM for such 

year pursuant to subsection IV.B.2.e (if no such amount is so released to such PM for such 

year, the amount shall be zero).  Once the applicability of the adjustment pursuant to subsection 

V.C for a particular year has been determined, this subsection IX.E shall apply using the actual 

amount of such adjustment allocated to each Signatory State, if any.

4. Nothing in subsections IX.E and IX.F shall require a PM to return or 

repay to any Signatory State any amounts previously received by such PM pursuant to the 

terms of this Settlement Agreement, whether by credit, reduction or adjustment.  Any amount 

of an adjustment pursuant to section V that could be applied to a PM’s MSA payment for the 

benefit of a Signatory State for a given year under the provisions of subsections IX.E.1-3, but 

cannot be so applied because of the preceding sentence, shall carry forward (with interest at the 

Prime Rate) and apply against subsequent eligible MSA payments due from that PM for the 

benefit of that Signatory State until all such amount has been applied.
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F. Order of Application of Credits, Reductions and Adjustments to MSA 

Payments.  The Signatory Parties shall instruct the Independent Auditor to apply the credits, 

reductions and adjustments described in this Settlement Agreement as follows: 

1. Except as provided below, the Independent Auditor shall calculate the 

payments due under the MSA by applying all clauses of MSA Section IX(j) as set forth in that 

Section.

2. The Independent Auditor shall apply the transition period adjustments 

under subsections V.A.2 and V.A.10, and the adjustments under subsection V.C, in applying 

clauses “Sixth” and “Seventh” of MSA Section IX(j).

3. The Independent Auditor shall apply the adjustments under subsection 

V.B (including as applied in the transition period pursuant to subsection V.A.10.f) to the results 

of clause “Seventh” of MSA Section IX(j).

4. The Independent Auditor shall apply the credits and the dollar amounts 

of the reductions under section III to the results of the preceding subsection IX.F.3, and then 

shall apply clause “Eighth” of MSA Section IX(j) to the resulting amounts due.

G. Additional Legislation.

1. If and to the extent requested by a Signatory State, the PMs will 

cooperate with the State Attorney General’s office in drafting potential legislation that:  

(i) permits the release of information to the Data Clearinghouse as provided in subsection 

VI.K.2; (ii) imposes the bonding requirement described in subsection V.B.5.c; (iii) imposes the 

joint-and-several liability requirement described in subsection V.B.5.c; (iv) modifies the 

Escrow Statute in a manner consistent with subsection V.C.5 with respect to the subjects 

described therein; and/or (v) permits a compact meeting the conditions described in subsection 
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V.B.5.d and modifies the Escrow Statute in the manner described therein.  The PMs will 

support the enactment in such State of legislation that contains no deviation of substance from 

such draft legislation, provided that such legislation is not in conjunction with any other 

legislative proposal.

2. The Signatory States and the PMs shall continue to discuss in good faith 

and on an ongoing basis support for other appropriate legislative enactments that would 

enhance enforcement of and/or improve compliance with the escrow requirement and for 

legislation prohibiting or limiting the sale of Cigarettes to any consumer who is not in the 

physical presence of the seller at the time of sale.

H. Potential New Participating Manufacturers.

1. Subject to the condition specified in subsection IX.H.2, the PMs agree to 

waive rights under MSA Section XVIII(b) as to any NPM signing the MSA and becoming a 

Participating Manufacturer without making back payments for sales in prior years that would 

otherwise be required under MSA Section II(jj) and/or without making full escrow deposits on 

such prior sales, provided that the following conditions are met:  (i) the NPM signs the MSA 

within 120 days of the Effective Date; (ii) the NPM irrevocably assigns the full amount on 

deposit in all its existing escrow accounts to the Settling States; (iii) all other MSA terms are 

applicable to the NPM and the NPM waives any claim of immunity from enforcement of its 

MSA obligations; (iv) the NPM agrees to the other customary terms and conditions, apart from 

back payments and escrow deposits, that the Settling States have required for new Participating 

Manufacturers (including quarterly MSA payments and removal of brands and manufacturers 

from State directories if the MSA or Adherence Agreement provisions are breached); and 

(v) the NPM agrees that substantial non-compliance with its MSA obligations during the first 
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five years after joining the MSA in the absence of a good-faith dispute would trigger the back-

payment obligations that would otherwise have been required of it.  The PMs do not waive 

rights under MSA Section XVIII(b) as to a new Participating Manufacturer’s performance of 

its MSA obligations going forward.

2. The applicability of subsection IX.H.1 is conditioned upon the delivery 

to the PMs within 60 days of the Effective Date of a binding agreement executed by all Settling 

States and the Foundation that NPMs that sign the MSA pursuant to this provision without 

making full back payments will not be considered Participating Manufacturers for purposes of 

MSA Section IX(e).

3. Subsection IX.H.1 does not apply to any entity that agreed prior to the 

Effective Date to sign the MSA and to make any back payments.  The PMs retain their rights 

under MSA Section XVIII(b) as to any such entity.

I. Release of Escrow.  Except pursuant to the consent of the PMs with an 

aggregate Market Share in the immediately preceding calendar year equal to at least 93% of the 

aggregate Market Share of all the PMs, the Signatory States shall not release or refund escrow 

deposited for Cigarettes sold during the resolved years 1999-2012 or transition years 2013-

2015 except as provided in the Escrow Statute (as amended by Allocable Share Repeal), or to 

the Signatory State pursuant to an irrevocable assignment of the escrow funds (including any 

interest thereon) to the State, or in conformance with subsection V.B.5.d.  Any release or 

refund of escrow deposited for subsequent years shall be addressed as provided in subsections 

V.B, V.C and VI.I.

J. 2003 Uncontested Signatory States.  The 2003 Contested Signatory States 

Whose Diligent Enforcement Was Not Determined shall fully compensate each 2003 
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Uncontested Signatory State for such State’s share of the settlement payments due under 

section III with respect to the 2003 NPM Adjustment, provided that such 2003 Uncontested

Signatory State signed the Term Sheet prior to a panel determination in the 2003 arbitration as 

to whether any State diligently enforced a Qualifying Statute during 2003.  Such compensation 

shall be provided as directed by the 2003 Contested Signatory States Whose Diligence Was Not 

Determined, and may be provided through a reallocation among those Signatory States of their 

respective shares of (i) the settlement credits and reductions described in section III, (ii) the 

releases from the Disputed Payments Account described in section IV, or (iii) MSA payments 

for the benefit of those Signatory States.  Such compensation amounts shall be allocated to all

the 2003 Contested Signatory States Whose Diligent Enforcement Was Not Determined, 

allocated among them pro rata in proportion to their respective Allocable Shares.

K. SPMs with Insufficient MSA Payment Obligations.  If a credit, adjustment or 

overpayment offset due to a particular SPM pursuant to this Settlement Agreement, including 

Exhibit F to this Settlement Agreement, cannot be applied in full in a given year because such 

SPM (unlike other PMs) has insufficient or no MSA payments in such year because it had 

insufficient or no domestic sales in the preceding year, the SPM may carry forward such 

unused amount or transfer some or all of it to another PM, to be applied against that transferee 

PM’s MSA payments.  If such transfer occurs, the transferor PM and transferee PM shall 

jointly notify the Independent Auditor of the transfer and its amount, and the transferor PM, 

transferee PM and the Signatory States shall jointly instruct the Independent Auditor to apply 

the transferred amount as a dollar-for-dollar offset against the MSA payment(s) due from the 

transferee PM on the next MSA Payment Due Date following the date of the notice and 

instructions.  If the transferee PM’s combined MSA Sections IX(c)(1) and IX(c)(2) payment in 
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the applicable year is not sufficient to offset the transferred amount, the carry-forward and 

transfer provisions of this Settlement Agreement shall apply.  No interest shall accrue on such 

unused amount so carried forward or transferred by the SPM except insofar as interest is 

otherwise due under another provision of this Settlement Agreement as of the date on which the 

credit would have been applied had the SPM had sufficient MSA payment obligations.

L. Quarterly Certification.  Beginning with the 2018 Payment Due Date, 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 the Signatory States’ 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, “Signatory States’ 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 Signatory States’ 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 Signatory States’ 

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 the Signatory States.  If a PM does opt out of that process, 

nothing in this subsection IX.L shall require it to account or prohibit it from accounting for the 
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credits in a particular manner or to recognize or prohibit it from recognizing them at a 

particular time.

M. Reasonable Efforts.  Where this Settlement Agreement refers to a Signatory 

Party using reasonable efforts, and such reasonable efforts may include court or arbitral 

proceedings, the required efforts do not include actions that would violate Rule 11 of the 

Federal Rule of Civil Procedure or similar state procedural or ethical rules.

N. Additional Participating Manufacturers.  Any Participating Manufacturer that 

becomes a signatory to this Settlement Agreement after the conclusion of the 2003 arbitration 

hearings may join this Settlement Agreement on terms acceptable to the Signatory States, 

subject to subsection IX.A.

O. Office.  Each Signatory State shall identify or establish an office, department or 

other point of contact to which information regarding potential violations of the provisions of 

the Model Escrow Statute, Complementary Legislation and Allocable Share Repeal, as enacted 

in each such Signatory State, can be reported by consumers, retailers, wholesalers, jobbers, 

manufacturers or others involved with the manufacture, distribution or sale of cigarettes.

P. Business Days.  Any obligation under this Settlement Agreement that, under the 

terms of this Settlement Agreement, is to be performed on a day that is not a Business Day 

shall be performed on the first Business Day thereafter.

Q. Counterparts.  This Settlement Agreement may be executed in counterparts.  

Electronically transmitted, facsimile or photocopied signatures shall be considered valid as of 

the date delivered, although the original signature pages shall thereafter be provided to:
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NAAG Center for Tobacco and Public Health
Michael G. Hering, Director and Chief Counsel
c/o Erjona Fatusha, efatusha@NAAG.ORG
1850 M Street, NW, 12th Floor
Washington, DC 20036
eFax# 202.521.4052

R. No Third Party Beneficiaries.  Except as provided in subsections VIII.A-B, no 

portion of this Settlement Agreement shall provide any rights to, or be enforceable by, any 

person or entity that is not a Signatory Party, including any Non-Signatory State.

S. Notices.  All notices and other communications required by this Settlement 

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.

T. Non-Admissibility.  No evidence of the negotiations of this Settlement 

Agreement, or any drafts of this Settlement Agreement, shall be admissible in any dispute 

between the Signatory Parties as to the meaning of this Settlement Agreement.

U. Construction.  No Signatory State or PM shall be considered the drafter of this 

Settlement 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.

V. Headings.  The headings of the sections and subsections of this Settlement 

Agreement are not binding and are for reference only and do not limit, expand or otherwise 

affect the contents or meaning of this Settlement Agreement.

W. Cooperation.

1. Each Signatory State and each PM agrees to use its best efforts and to 

cooperate with each other to cause this Settlement Agreement to become effective, to obtain all 
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necessary approvals, 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 Signatory State and each PM agrees that it will not directly or indirectly assist 

or encourage any challenge to this Settlement Agreement by any other person, and will support 

the integrity and enforcement of the terms of this Settlement Agreement.

2. Each Signatory State further agrees to cooperate with the PMs in 

opposing any motions to vacate or modify the Stipulated Partial Award issued by the 2003 

NPM Adjustment Dispute Arbitration Panel.  Provided, however, that the foregoing sentence 

shall not require a Signatory State to submit to jurisdiction of any court if such State is not 

otherwise subject to such court’s jurisdiction.

X. No Prejudice. 

1. Nothing in this Settlement Agreement shall limit, prejudice or otherwise 

interfere with the rights of any PM or Signatory State to pursue any and all rights and remedies 

it may have against any Settling State that is a Non-Signatory State or any Participating 

Manufacturer that is not a PM. 

2. This Settlement Agreement (including, but not limited to, subsections 

II.K, II.Q, II.R, II.AA, VI.F.5 and VI.I.1.f) is entered without prejudice to any Signatory 

Party’s position regarding the effect of, or requirements with respect to, an Original 

Participating Manufacturer’s sale of brands or an entity’s acquisition of brands formerly owned 

by an Original Participating Manufacturer in connection with any dispute that does not directly 

arise under this Settlement Agreement.  This Settlement Agreement (including, but not limited 

to, subsections II.K, II.Q, II.R, II.AA, VI.F.5 and VI.I.1.f) will not constitute evidence with 

respect to any such position and will not be admissible or used in connection with any dispute 
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that does not directly arise under this Settlement Agreement.  For avoidance of doubt, disputes 

about allocation among the OPMs of adjustments under subsections IV.B.2.b and V.A-C or the 

profit adjustment under the MSA or any Previously Settled State’s Tobacco Settlement 

Agreement do not directly arise under this Settlement Agreement.  

3. Any joint determination and instruction to the Independent Auditor 

pursuant to subsection IV.B.2.b as to the OPMs’ respective shares of the OPMs’ Potential 

Maximum NPM Adjustments, or any direction to the Independent Auditor as to the allocation 

of adjustments under subsections V.A-C, shall be without prejudice to any disputes between or 

among the OPMs regarding such shares or regarding the OPMs’ allocation of the adjustment 

for the year in question under subsections V.A-C.  If such dispute is resolved so that the OPMs’ 

new shares or allocation are different from those initially determined by the OPMs pursuant to 

subsection IV.B.2.b or initially directed by the OPMs pursuant to subsections V.A-C, then each 

OPM shall make any payments necessary to assure that each Signatory Party has received or 

paid the correct amounts based on such new shares or allocation.

Y. Representations of Signatory Parties.  Each Signatory State and each PM hereby 

represents that this Settlement Agreement has been duly authorized and, upon execution, will 

constitute a valid and binding contractual obligation, enforceable in accordance with its terms, 

of each of them.  The signatories to this Settlement Agreement expressly represent and warrant 

that they have the authority to settle and resolve all matters within the scope of this Settlement 

Agreement on behalf of their respective Signatory States and PMs and their respective past, 

present and future agents, officials acting in their official capacities, legal representatives, 

agencies, departments, commissions and divisions, affiliates, successors and assigns, and that 

such signatories are aware of no authority to the contrary.  Each Signatory Party shall have the
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right to terminate this Settlement Agreement as to any other Signatory Party as to which the 

foregoing representation and warranty is breached or not effectively given.

Z. Integration.  This Settlement Agreement contains an entire, complete and 

integrated statement of each and every term and provision agreed to by and among the PMs and 

Signatory States with respect to the settlement and resolution of specified NPM Adjustment 

disputes as among them, including the final resolution as among them of the 2003-2012 NPM 

Adjustments and provisions regarding the NPM Adjustments for subsequent years.  This 

Settlement Agreement is not subject to any condition or covenant, express or implied, not 

provided for in this Settlement Agreement.

AA. No Admission of Liability.  This Settlement Agreement is not intended to be and 

shall not in any event be construed or deemed to be, or represented or caused to be represented 

as, an admission or concession or evidence of any liability or any wrongdoing whatsoever on 

the part of any PM or any Signatory State.

BB. Amendment and Waiver.  This Settlement Agreement may be amended only by 

a written instrument executed by all PMs affected by the amendment and by all Signatory 

States affected by the amendment.  The waiver of any rights conferred by this Settlement 

Agreement shall be effective only if made by written instrument executed by the waiving 

Signatory Party.  The waiver by any Signatory Party of any breach of this Settlement 

Agreement shall not be deemed to be or construed as a waiver of any other breach, whether 

prior, subsequent or contemporaneous, nor shall such waiver be deemed to be or construed as a 

waiver by any other Signatory Party.

IN WITNESS THEREOF, each Signatory Party, through its authorized representative, 

has agreed to this Settlement Agreement on the respective date indicated below.

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

PHILIP MORRIS USA INC. 

By lq~ 
President and Chief Executive Officer 

Date'-----'-<f=I~-J-jJl~nL---
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NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

R. J. REYNOLDS TOBACCO COMPANY, in its own capacity and as successor in interest to 
Brown & Williamson Tobacco Corporation and as Successor in interest to Lori llard Tobacco 

::mid~1if 
I Martin L. Holton III 

Executive Vice President and General Counse l 

Date: S eiFel 2M ~S:.:10 {T-

September 20, 2017

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

COMP ANIA INDUSTRIAL DE T ABACOS MONTE PAZ S.A. 

By £(,.~a1cUz 6- c:JhL.Ca.M-
Eliza eth B. McCallum, OutSIde Counsel 

Date: I t.:) - 6 - 1]--

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

DAUGHTERS & RYAN, INC. 

BY~~ 
Mark Rya~ 
President 

Date: q h Lb7 
~/ 

September 20, 2017

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

FARMER'S TOBACCO CO. OF CYNTHIANA, INC. 

B:DeiliD ~S~ 
Desha Henson 
President 

Date, eo, {2 c." /1 'l 

NPM ADmSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

HOUSE OF PRINCE A/S 

By: !If;;) 
Peter Helbo 
Board Member 

Date: 2g/q -~6\1] 

B :- -Q',j-V{ 
J~YanJmaka 
Cfiief Executive Officer 

Date: U I q /z.(}{ 7 
I ) 

September 20, 2017
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September 20, 2017 September 20, 2017

September 20, 2017
September 20, 2017

September 20, 2017

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

JAPAN TOBACCO INTERNATIONAL U.S.A., INC. 

~
./ffi/ 

BY'~~ 
. .. otbn 

President 

Date 11y~16:--

By. 
Mi chael Mete 
Chief Financial Officer 

Date: _ _ _______ _ 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

JAPAN TOBACCO INTERNATIONAL U.S.A., INC. 

By: 
Jerry Loftin 
President 

Date:, _ ________ _ 

Michael Mete 
Chief Financial Officer 

Date: 10 ILf// 7 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

KING MAKER MARKETING, INC. 

By: ~N:t(~ 
EdwarD W. Kacsuta 
President 

Date: 0'1, z ;5". f 7 
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NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

KR ETEK INTERNATIONAL, INC. 

B, ik c .12..-. ifI--
H Il ry C. oemer 
Counsel 

Date: ~~kr 11, ~r7 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

LIGGETT GROUP LLC 

By: 

Date: September 20, 2017 

September 20, 2017

NPM ADJUSTMENT SEHLEMENT AGREEMENT 
SIGNATURE PAGE 

PETER STOKKEBYE TOBAKSFABRII(' A/S 

By: 

SenIor Vice President, Legal and Public Affairs 

Date: Z. ocf<,!>v- '2..o lr 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

PREMIER MANUFACTURING, INC. 

By: uJ4<~~ 
Edward W. Kacsuta 
Chief Executive Officer 

Date: tn. 2. 0" 17 

P.T. D.lARUM 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

By "o~,(2---
Counsel 

Date: t)d-~ it k/7 

September 20, 2017

NPM ADJUSTMENT SETILEMENT AGREEMENT 
SIGNATURE PAGE 

::N7L7i;jl COMPANY. INC. 

Michael R. Ball 
president

r 
/ / 

Date: 0 'tpo / J 7 
I I 
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NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

SCANDINAVIAN TOBACCO GROUP LANE LTD (FORMERLY LANE LI M ITED) 

By: 

ior Vice President, Legal and Pub lic Affairs 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

SHERMAN'S 1400BROADWAYN.Y.C.,LLC 

By: 
Brendan Scott 
Vice President and Chief Financial Officer 

Date:_....:."Ij.-( 2::.:0+/---,2=-:o::.:I~7 __ _ 

September 20, 2017

SPM ADJUSTME~'T SETTLHtEST AGRr.EMEST 
SIGSATlJR[ PAGE 

T ABACALERA DEL I'STE So'A (T ABESA 1 

"~~£7 
~'d~Jc'1 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

TOP TOBACCO, L.P. 

B~~ 
Seth G Id 
General Counsel 

September 20, 2017

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

U.S. FLUE-CURED TOBACCO GROWERS, INC. 

By: c~AJ~ 
Edward W. Kacsuta 
Senior Vice President 

Date: Or· 2»"· '7 

By: 
n 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

Vice President-Finance and Chief Financial Officer 

Date: September 20, 2017 
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NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAG E 

VON EICKEN GROUP 

By: If... C,~-
Henry C. Roemer 
COllnse l 

Date: t'ub k-.- I', 'k>/ 7 

NPM ADJUSTMENT SETILEMENT AGREEMENT 
SIGNATURE PAGE 

WIND RIVER TOBACCO COMPANY INC. 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF ALABAMA 

By: 
Steve Marshall 
Attorney General 

Date:---,-1LJ~1I '--'-"-'--__ 

{ 

, , 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
S[GNATURE PAGE 

STATE OF ARlZONA 

By: 
Mark Brnovich 
Attorney General~ 

Date: ~ 0 ,,\-- \) 

NI'M A DJ lJSTMI ·: NT SIT rI ,EMENT AG REEMENT 
SIGNATURE PAGE 

STATE OF ARKANSAS 

Ily~#:g 
Leslie Rutledge 
Attorney Genera l 

Dalc; ___ r:-'-'~=--"'-f-!;-I-f7 __ _ 
, f 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

T avicr ecerra 
Attome General 

Date: 0 c.+u~ r; ,;?cIt-, 

, 0 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF CONNECTICUT 

\ ' , , 

By: Geo~5i'3a:>7/,,:: 
Attorney General 

J j 
Date: <) I :if; I f 7 r ! 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

DISTRlCT OF COLUMBIA 

By: 
ar~~~~

Attorney General 

Date: \ (:) \ I c, ! I-::t-: 
I. " 

OB03/0766419.0042/10317943 .1 0001 
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NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNA TURE PAGE 

STA TE OF GEORGIA 

By: 

Date: I~hllll? 
~7 

· , ',,-

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF INDIANA 

I , 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF I(ANSAS 

BY' .~ S!~;t-
Derek Schmidt -

Datc:---;-IL+-'-""-+*"'-hl-----

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

COMMONWEALTH OF KENTUCKY 

BY~ 
Attorney General 

Date: 7/zr Ir:r 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF LOUISIANA 

By: 

Date: /.::J~~U-:1-

OB03/07664 19.0042/1 0317943 .1 0001 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF MICHIGAN ~ 
"-

By: 

(A 

Attorney General 

Date: 6 e..+o beA to I 2-D if 

NPM ADmSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF NEBRASKA 

Date: /O/5!M17 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF NEVADA 

By: Ad~~ 
Attorney General 

Date:~_1 _1,--___ _ 
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NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF NEW HAMPSHIRE 

. 
-f'o-p .., 8 { ~( --.--- - _ .-

' Gord6n J, ·MacDonald 
,/ 

ttorney Gen ral 

Date: ' 0 ( \3 I 3 -
I 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF NEW JERSEY 

By: ~.......---
ChfiStOJ)er S. Porrino 
Attorney General 

Date: ¥ ?-~I ~ 11 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF NORTH CAROLINA 

By: Jo~0 
Attorney General 

Date: 1/21/1; 
I I 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNA TURE PAGE 

STA TE OF OKLAHOMA 

BY:~t~o/ 
Attorney General 

Date: \ () \ ~ \ \-:r 
\ \ 

NPM ADJUSTM ENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STA TE OF OREGON 

By: 

~ ( (-."~~'~) 

-teL ~ , f.-k..z.._LI-LfL' ...... ___ _ 
---.--.--~ 

llenF. Rosenblum 
ttorney General 

Date:~.~ 2l2..D /7 

i ' 
! 
! i . , 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE

COMMONWEALTH OF PUERTO RICO

By: _________________________
Wanda Vàzquez Garced 
Attorney General

Date:_________________________

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF RHODE ISLAND 

By 11z&£, 
PeLer F. K ilmarlin 

Attorney G~ener I 

Date: d 1 _ /4'1 • 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF SOUTH CA ROLINA 

By: QO~ LA..J Q~ 
Alan Wi lson 
Attorney General 
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NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF TENNESSEE 

By s1MvJ-~. ~7 i!! 
Herbert H. Slatery III 
Attorney General and Reporter 

Date: If) /02 /20/7 
I I 

NPM ADJUSTMENT SElTLEMENT AGREEMENT 
SIGNATURE PAGE 

COMMONWEALTH OF VIRGINIA 

By ~~·t{~ 
Mark Herring 
Attorney General 

Date 10 Ito} 'fe(/ 

NPM ADJUSTMENT SETTLEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF WEST VIRGINIA 

By: (J~fittmh 
Patrick Morrisey 
Attorney General 

Date:-,-I O_~-=-3_---,--ll---,--_ _ 

NPM ADJUSTMENT SETILEMENT AGREEMENT 
SIGNATURE PAGE 

STATE OF WYOMING 

By: /i;;2jJ£~ 
Peter K. Michael 
Attorney General 

Date: tJch~ 1 .).>1 1 
I 
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EXHIBIT A

ALLOCATED SETTLEMENT PERCENTAGES OF SIGNATORY STATES

STATES THAT BECAME SIGNATORY STATES PRIOR TO APRIL 15, 2013

Signatory State IX(c)(1) Allocated
Settlement Percentage

IX(c)(2) Allocated
Settlement Percentage

Alabama 0.7434202% 0.3472706%

Arizona 0.6779869% 1.4054391%

Arkansas 0.3809104% 0.3472706%

California 5.8714195% 2.3795988%

D.C. 0.2792744% 0.3472706%

Georgia 1.1290505% 0.4307199%

Kansas 0.3834888% 0.8511075%

Louisiana 1.0374624% 1.2088435%

Michigan 2.0018959% 1.1855016%

Nebraska 0.2736923% 0.3472706%

Nevada 0.2805701% 0.4739521%

New Hampshire 0.3063296% 0.4135229%

New Jersey 1.7788183% 1.3095982%

North Carolina 1.0728511% 0.8934603%

Oklahoma 0.4766230% 1.4350480%

Tennessee 1.1228115% 0.3472706%

Virginia 0.9405827% 0.3472706%

West Virginia 0.4077718% 1.0476228%

Wyoming 0.1142387% 0.3472706%

Puerto Rico 0.5157876% 0.7604597%

A-2

STATES THAT BECAME SIGNATORY STATES BETWEEN APRIL 15, 2013 AND THE
END OF INDIVIDUAL STATE HEARINGS IN THE 2003 ARBITRATION

Signatory State IX(c)(1) Allocated
Settlement Percentage

IX(c)(2) Allocated
Settlement Percentage

Connecticut 0.8540072% 1.5240431%

South Carolina 0.5411219% 0.6128180%

STATES THAT BECAME SIGNATORY STATES AFTER THE END OF INDIVIDUAL
STATE HEARINGS IN THE 2003 ARBITRATION AND BEFORE THE EFFECTIVE DATE

Signatory State IX(c)(1) Allocated
Settlement Percentage

IX(c)(2) Allocated
Settlement Percentage

Indiana

(a)
Kentucky

Oregon

Rhode Island

(a) Special Allocated Settlement Percentages for each of the States that became Signatory
States after the end of the individual state hearings in the 2003 Arbitration and before the
Effective Date are reflected in their respective joinder letters. See Exhibits G-J.
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EXHIBIT B

COMPLEMENTARY LEGISLATION IN EFFECT IN THE RESPECTIVE
SIGNATORY STATES AS OF THE EFFECTIVE DATE

Signatory State Complementary Legislation

Alabama ALA. CODE §§ 6-12A-1–7 (2017).

Arizona ARIZ. REV STAT. ANN. § 44-7111 (2017).

Arkansas ARK. CODE. ANN. §§ 26-57-1301–1308 (2017).

California CAL. REV. & TAX CODE § 30165.1 (2017).

Connecticut
CONN. GEN. STAT. ANN. §§ 4-28K–R (2016), amended by
Conn. Pub. Act 17-105 (sub. H.B. 7263) (effective
October 1, 2017).

D.C. D.C. CODE ANN. §§ 7-1803.01–07 (2017).

Georgia GA. CODE ANN. §§ 10-13A-1–10 (2017).

Indiana IN. CODE §§ 24-3-5.4-1–30 (2017).

Kansas KAN. STAT. ANN. §§ 50-6a04–6a021 (2017).

Kentucky KY. REV. STAT. §§ 131.606–131.630 (2017).

Louisiana LA. REV. STAT. ANN. §§ 13:5071–5078 (2017).

Michigan MICH. COMP. LAWS §§ 205.426 C-E (2017).

Nebraska NEB. REV. STAT. §§ 69-2704–2711 (2017).

Nevada NEV. REV. STAT. §§ 370.600–705 (2017).

New Hampshire N.H. REV. STAT. ANN. §§ 541-D:1–9 (2017).

New Jersey N.J. STAT. ANN. §§ 52:4D-4–13 (2017).

North Carolina N.C. GEN. STAT.§§ 66-292–294.2 (2017).

Oklahoma OKLA. STAT. tit. 68, §§ 360.1–10 (2017).
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Signatory State Complementary Legislation

Oregon
OR. REV. STAT. §§ 180.400 TO 180.455 (2016), amended
by 2017 Or. Laws 687 (H.B. 3461) (effective August 8,
2017).

Rhode Island R.I. GEN LAWS § 44-20-28.1 (2017).

South Carolina S.C. CODE ANN. §§ 11-48-10–110 (2017).

Tennessee TENN. CODE ANN. §§ 67-4-2601–2610 (2017).

Virginia VA. CODE ANN. §§ 3.2-4204–4219 (2017).

West Virginia W. VA. CODE §§ 16-9D-1–10 (2017).

Wyoming
WYO. STAT. ANN. §§ 9-4-1205–1210 (2016), amended by
2017 Wyo. Laws ch. 123 (S.F. 97) (effective July 1,
2017).

Puerto Rico P.R. LAWS ANN. tit. 24, §§ 15005–15010 (2010).
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EXHIBIT C

ESCROW STATUTES IN EFFECT IN THE RESPECTIVE SIGNATORY
STATES AS OF THE EFFECTIVE DATE

Signatory State Escrow Statute

Alabama ALA. CODE §§ 6-12-1–4 (2017).

Arizona ARIZ. REV STAT. ANN. § 44-7101 (2017).

Arkansas ARK. CODE. ANN. §§ 26-57-260–261 (2017).

California CAL. HEALTH & SAFETY CODE §§ 104555–104558
(2017).

Connecticut CONN. GEN. STAT. ANN. §§ 4-28H–J (2017).

D.C. D.C. CODE ANN. §§ 7-1801.01–02 (2017).

Georgia GA. CODE ANN. §§ 10-13-1–4 (2017).

Indiana IN. CODE §§ 24-3-3-1–14 (2017).

Kansas KAN. STAT. ANN. §§ 50-6a01–6a03 (2017).

Kentucky KY. REV. STAT. §§ 131.600–602 (2017).

Louisiana LA. REV. STAT. ANN. §§ 13:5061–5063 (2017).

Michigan MICH. COMP. LAWS §§ 445.2051–2052 (2017).

Nebraska NEB. REV. STAT. §§ 69-2701–2703 (2017).

Nevada NEV. REV. STAT. §§ 370A.010–170 (2017).

New Hampshire N.H. REV. STAT. ANN. §§ 541-C:1–3 (2017).

New Jersey N.J. STAT. ANN. §§ 52:4D-1–3.2 (2017).

North Carolina N.C. GEN. STAT. §§ 66-290–291 (2017).

Oklahoma OKLA. STAT. tit. 37, §§ 600.21–23 (2017).
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Signatory State Escrow Statute

Oregon

OR. REV. STAT. §§ 323.800–323.806 (2016), amended by
2017 Or. Laws 687 (H.B. 3461) (effective August 8,
2017) and 2017 Or. Laws 315 (S.B. 148) (effective
January 1, 2018).

Rhode Island R.I. GEN. LAWS §§ 23-71-1–3 (2017).

South Carolina S.C. CODE ANN. §§ 11-47-10–40 (2017).

Tennessee TENN. CODE ANN. §§ 47-31-101–103 (2017).

Virginia VA. CODE ANN. §§ 3.2-4200–4201 (2017).

West Virginia W. VA. CODE §§ 16-9B-1–4 (2017).

Wyoming WYO. STAT. ANN. §§ 9-4-1201–1202 (2017).

Puerto Rico P.R. LAWS ANN. tit. 24, §§ 15001–15004 (2010).
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EXHIBIT D

2003 CONTESTED SIGNATORY STATES WHOSE
DILIGENT ENFORCEMENT WAS NOT DETERMINED

Alabama

Arizona

Arkansas

California

Connecticut

D.C.

Georgia

Kansas

Louisiana

Michigan

Nebraska

Nevada

New Hampshire

North Carolina

Oklahoma

South Carolina

Tennessee

Virginia

West Virginia

Puerto Rico
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EXHIBIT E

2003 UNCONTESTED STATES

Alaska

Delaware

Hawaii

Idaho

Massachusetts

Montana

New Jersey

Rhode Island

South Dakota

Utah

Vermont

Wisconsin

Wyoming

American Samoa

Guam

Northern Mariana Islands

Virgin Islands
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EXHIBIT F

SUBSEQUENT PARTICIPATING MANUFACTURER
PAYMENTS FOR THE 2003-2012 NPM ADJUSTMENTS

I. The provisions of this Exhibit F shall govern SPM payments for the 2003-2012 NPM
Adjustments, notwithstanding any contrary or contradictory provisions in the Settlement Agreement to
which this Exhibit is attached, and shall also govern if the Settlement Agreement is silent on a matter
addressed in this Exhibit F.1

II. SPM Projected Settlement Amounts

The Signatory Parties have determined by agreement the value of the settlement amounts to be
received by the Signatory SPMs under the Settlement Agreement. Generally, the projected settlement
amounts are equal to (i) the total Potential Maximum NPM Adjustment for each of the years 2003-2009,
as determined by the Independent Auditor prior to the execution of the Term Sheet settlement agreement,
multiplied by (ii) an agreed cumulative Interest factor, applied to all years 2003-2009, equal to
1.128090288, except that no cumulative Interest factor is applied to the Potential Maximum NPM
Adjustment amounts for SPM Farmers Tobacco Co. of Cynthiana, plus (iii) the total Potential Maximum
NPM Adjustment for each of the years 2010-2012, as determined by the Independent Auditor in the last
revised calculations for the year prior to the date on which the applicable settlement amounts were agreed
upon by the parties.

The resulting total IX(c)(1) and IX(c)(2) NPM Adjustment amounts are then multiplied by (iv)
the IX(c)(1) Allocated Settlement Percentage and IX(c)(2) Allocated Settlement Percentage for each
Signatory State, respectively, as set forth in Exhibit A of the Settlement Agreement for the States that
became Signatory States prior to April 15, 2013 and States that became Signatory States between April
15, 2013 and the end of individual State hearings in the 2003 arbitration and as set forth in Exhibits G-J to
the Settlement Agreement for the States that became Signatory States after the end of the individual state
hearings in the 2003 arbitration and before the Effective Date.

Chart F.1, below, shows the projected settlement amounts for each SPM with respect to the
Signatory States:

Chart F.1: Projected Settlement Amounts

SPM
Signatory States Prior

to April 15, 2013
Connecticut and South

Carolina Indiana and Kentucky
Oregon and Rhode

Island

Commonwealth Brands,
Inc. $58,290,220.62 $4,271,659.01 $9,890,401.22 $2,406,384.77

Compania Industrial de
Tabacos Monte Paz, S.A. $151,491.36 $11,329.21 $17,576.75 $7,135.69

Daughters and Ryan, Inc. $59,430.37 $4,367.69 $8,682.52 $2,554.34

Ets L Lacrois Fils NV
S.A. $0.00 $0.00 $0.00 $0.00

1 All payments for 2013, 2014, and later sales years are addressed elsewhere in the Agreement and its exhibits,
except as specifically noted herein.
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SPM
Signatory States Prior

to April 15, 2013
Connecticut and South

Carolina Indiana and Kentucky
Oregon and Rhode

Island

Farmers Tobacco Co. of
Cynthiana $5,259,398.38 $384,579.41 $1,028,740.38 $206,735.19

House of Prince A/S $1,003,937.35 $70,756.83 $656,172.50 $79.37

Imperial Tobacco
Limited/ITL (UK) $0.00 $0.00 $0.00 $0.00

Imperial Tobacco
Mullingar (Ireland) $0.00 $0.00 $0.00 $0.00

Imperial Tobacco Polska
S.A. (Poland) $0.00 $0.00 $0.00 $0.00

Imperial Tobacco
Production Ukraine $0.00 $0.00 $0.00 $0.00

Imperial Tobacco Sigara
ve Tutunculuk Sanayi Ve

Ticaret S.A. (Turkey) $0.00 $0.00 $0.00 $0.00

ITG Brands, LLC $1,280,873.36 $96,217.40 $138,626.76 $62,276.16

Japan Tobacco
International U.S.A., Inc. $1,653,815.46 $122,699.22 $285,636.22 $69,760.17

King Maker Marketing,
Inc. $1,760,385.11 $128,897.83 $344,927.52 $68,508.73

Kretek International $263,267.13 $19,101.43 $41,562.23 $10,172.84

Liggett Group LLC $17,455,722.56 $1,293,380.75 $3,017,103.62 $726,888.22

OOO Tabaksfacrik
Reemtsma Wolga

(Russia) $0.00 $0.00 $0.00 $0.00

P.T. Djarum $917,415.52 $66,849.56 $150,536.81 $37,593.00

Peter Stokkebye
Tobaksfabrik A/S $315,255.57 $22,641.19 $74,933.27 $10,839.38

Premier Manufacturing,
Inc. $1,357,160.93 $101,958.39 $145,050.73 $64,984.04

Reemtsma
Cigarettenfacbriken
GmbH (Germany) $61.48 $4.33 $6.49 $2.67

Santa Fe Natural
Tobacco Company, Inc. $8,855,027.99 $659,047.60 $1,172,570.27 $404,567.91

Scandinavian Tobacco
Group Lane Ltd. $299,388.39 $22,317.34 $32,222.36 $14,355.04

SEITA $0.00 $0.00 $0.00 $0.00

Sherman's 1400
Broadway N.Y.C.,LLC $259,406.59 $19,066.07 $44,773.60 $10,696.13

TABESA $555,742.67 $41,882.77 $60,016.14 $27,024.40
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SPM
Signatory States Prior

to April 15, 2013
Connecticut and South

Carolina Indiana and Kentucky
Oregon and Rhode

Island

Top Tobacco, L.P. $2,909,913.53 $212,211.30 $469,684.56 $120,086.30

U.S. Flue-Cured Tobacco
Growers, Inc. $726,116.79 $54,511.61 $78,110.04 $35,015.54

Vector Tobacco Inc. $691,770.69 $51,539.71 $74,033.76 $32,802.43

Von Eicken Group $28,710.69 $2,097.43 $5,083.08 $1,154.48

Wind River Tobacco
Company, LLC $38,101.77 $2,845.28 $4,081.95 $1,816.60

Total $104,132,614.31 $7,659,961.36 $17,740,532.78 $4,321,433.36

III. SPM Receipt of Projected Settlement Amounts

A. No Projected Settlement Amounts. A number of SPMs joining the Settlement
Agreement had no projected settlement amounts for the years 2003-2012. These SPMs neither
received settlement credits from the Signatory States nor made additional payments or releases to
the Signatory States. These Signatory SPMs are: Ets L Lacrois Fils NV S.A., Imperial Tobacco
Limited/ITL (UK), Imperial Tobacco Mullingar (Ireland), Imperial Tobacco Polska S.A.
(Poland), Imperial Tobacco Production Ukraine, Imperial Tobacco Sigara ve Tutunculuk Sanavi
Ve Ticaret S.A. (Turkey), OOO Tobaksfacrik Reemtsma Wolga (Russia), and SEITA.

B. Transferrable Settlement Credits.

1. A number of SPMs joining the Settlement Agreement elected to receive
their projected settlement amounts for the years 2003-2012 in the form of transferrable
settlement credits applicable in the first instance to the first Annual Payment following
the Signatory States’ respective joinders to the Term Sheet. SPMs that elected to receive
such settlement credits could apply those credits against their Annual Payment obligation
or, pursuant to Settlement Agreement subsection IX.K, transfer such credits to another
PM, or carry forward those settlement credits and apply them against future payment
obligations. These Signatory SPMs are: Commonwealth Brands, Inc. (with respect to the
projected settlement amounts from Indiana, Kentucky, Oregon and Rhode Island only),
Compania Industrial de Tabacos Monte Paz, S.A., Daughters & Ryan, Inc., House of
Prince A/S, ITG Brands, LLC (with respect to the projected settlement amounts from
Indiana, Kentucky, Oregon and Rhode Island only), Japan Tobacco International U.S.A.,
Inc., King Maker Marketing, Inc., Kretek International, Scandinavian Tobacco Group
Lane Limited, P.T. Djarum, Peter Stokkebye Tobaksfabrik, Premier Manufacturing, Inc.,
Reemtsma Cigarettenfabriken GmbH (Germany), , Sherman 1400 Broadway N.Y.C.,
LLC, Tabacalera del Este, S.A. (TABESA), Top Tobacco, L.P., U.S. Flue-Cured
Tobacco Growers, Inc., Von Eicken Group, and Wind River Tobacco Company, LLC.

2. Each of these SPMs has received transferrable settlement credits as set
forth in the Settlement Agreement in the amounts determined by the Independent
Auditor. The settlement credits related to the projected settlement amounts for the
Signatory States that became Signatory States prior to April 15, 2013 were determined by
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the Independent Auditor in connection with the April 15, 2013 Annual Payment. The
settlement credits related to the projected settlement amounts for the Signatory States that
became Signatory States between April 15, 2013 and the end of individual State hearings
in the 2003 arbitration (i.e. Connecticut and South Carolina) were determined by the
Independent Auditor in connection with the April 15, 2014 Annual Payment. Certain
NPM Adjustment-related credits had already been determined by the Independent
Auditor with respect to the 2003 NPM Adjustment for Indiana and Kentucky and applied
against the April 15, 2014 Annual Payment prior to Indiana and Kentucky becoming
Signatory States. Additional settlement credits, representing the difference between the
projected settlement amounts for Indiana and Kentucky and the 2003 NPM Adjustment
credit amounts already applied, were determined by the Independent Auditor in
connection with the April 15, 2015 Annual Payment.2 The settlement credits related to
the projected settlement amounts for the other two Signatory States that became
Signatory States after the end of the individual State hearings in the 2003 arbitration and
before the Effective Date (i.e. Oregon and Rhode Island) were determined by the
Independent Auditor in connection with the April 17, 2017 Annual Payment. As of the
Effective Date, all such settlement credits so far determined have been applied or
transferred pursuant to Settlement Agreement subsection IX.K.3

C. Percentage Reduction Credits. Certain SPMs elected to receive certain of their
SPM projected settlement amounts over several years under an agreed percentage reduction credit
protocol, see Settlement Agreement subsections III.A.4-9, III.C.2(b), III.D.3, as credits of 30% of
the applicable settlement amount in the first available payment year and the remainder as
percentage reductions over the three following years.4 These Signatory SPMs are:

2 The Independent Auditor’s calculations for the April 15, 2014 Annual Payment included a credit of $807,360.17
for House of Prince with respect to the 2003 NPM Adjustment allocable to Indiana and Kentucky. House of Prince,
Indiana, and Kentucky subsequently agreed to reduce this amount as part of the calculation of a projected settlement
amount for these Signatory States. House of Prince transferred the value of the resulting transferrable settlement
credit to Commonwealth Brands, Inc. (along with House of Prince’s other transferrable settlement credits), and
Commonwealth Brands, Inc. applied the net credit amount against its April 15, 2015 Annual Payment obligation.

3 Two SPMs, King Maker Marketing and Monte Paz, have disputed the Independent Auditor’s determination not to
permit these SPMs to apply a portion of the settlement credits they were not able to apply against payments in April
2013 against payments in April 2014 on the grounds that those SPMs could not use the full amount of their
carryforward credits until the SPMs released amounts deposited in the Disputed Payments Account in connection
with NPM adjustment disputes with the Non-Signatory States. King Maker Marketing withheld $58,125.73 with
respect to this dispute from its payments for April 2016, as noted in its payment letter of March 31, 2016. The
parties agree that the SPMs should be able to use the full amount of their settlement credits and will jointly instruct
the Independent Auditor to permit use of such credits, including with respect to King Maker Marketing’s withheld
amount, in the April 2018 payment cycle.

4 Absent other agreement by the parties, the SPM Percentage Reduction for each such SPM for the applicable year
has been determined as follows: (i) by December 1 of the year before the year in which the applicable SPM
Percentage Reduction is to be applied, a percentage shall be derived so that such percentage, when multiplied by the
Estimated MSA Payment for OPMs for the year in question as defined in Settlement Agreement subsection
III(A)(8), produces a dollar amount which is equal to 23.333333% of the SPM’s projected settlement amount as set
forth in Chart F.1 above; (ii) the percentage determined in step (i) for each SPM shall be applied to the payment due
from the OPMs pursuant to MSA Section IX(c)(1) on the payment due date of the applicable year; (iii) the amount
derived in step (ii) shall be increased by interest accruing at the Prime Rate from April 15, 2013 (or the relevant date
under the particular Signatory State joinder to the Term Sheet at issue) to the payment due date of the year in which
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Commonwealth Brands, Inc. (with respect to the projected settlement amounts from the Signatory
States that became Signatory States before the end of individual State hearings in the 2003
arbitration); ITG Brands, LLC (with respect to the projected settlement amounts from the
Signatory States that became Signatory States before the end of individual State hearings in the
2003 arbitration); and Santa Fe Natural Tobacco Co., Inc. (with respect to all projected settlement
amounts). The initial credits and percentage reduction credits for each of the SPMs have been
determined by agreement between the SPMs that are Signatory Parties and Signatory States and
have been applied as of the Effective Date, except: (i) the 2017 percentage reduction credits for
each of these SPMs from Connecticut have been determined, but remain to be applied along with
applicable interest at the Prime Rate from April 17, 2017 to April 16, 2018; (ii) the 2018
percentage reduction credits to Santa Fe Natural Tobacco Company from Indiana and Kentucky
have not been determined and remain to be applied along with applicable interest at the Prime
Rate from April 15, 2014 to April 16, 2018; and (iii) the 2018-2020 percentage reduction credits
to Santa Fe Natural Tobacco Company from Oregon and Rhode Island have not been determined
and remain to be applied along with applicable interest at the Prime Rate from April 17, 2017 to
the date of payment.

D. Settlement Payments. (1) Certain SPMs—Liggett Group LLC (“Liggett”), Vector
Tobacco Inc. (“Vector Tobacco”), and Farmers Tobacco of Cynthiana, Inc. (“Farmers”)
(collectively, the “withholding SPMs”)—withheld funds for NPM Adjustments for various years
from 2003 to 2012.5 These previously withheld amounts are set forth in Chart F.2, below:

Chart F.2: Previously Withheld Amounts

Liggett Group LLC

Year IX(c)(1) IX(c)(2) Total

2003 0.00 0.00 0.00

2004 5,317,552.55 0.00 5,317,552.55

2005 1,599,181.96 0.00 1,599,181.96

2006 3,736,311.54 0.00 3,736,311.54

2007 3,603,198.82 381,171.42 3,984,370.24

2008 5,139,819.75 543,725.86 5,683,545.61

2009 6,207,692.13 656,692.83 6,864,384.96

2010 15,295,246.32 1,618,037.48 16,913,283.80

2011 0.00 0.00 0

the relevant percentage reduction is applied, without any deduction otherwise reflected in Settlement Agreement
subsection III(A)(9); and (iv) the amount derived in step (iii) shall be subtracted from the SPM’s Section IX(c)(1)
payment for the applicable year. (The dollar amount due to each SPM as a result of the application of the SPM
Percentage Reduction shall not change notwithstanding any subsequent revision to or recalculation of the aggregate
OPM payment amount by the Independent Auditor.)

5 Liggett and Vector Tobacco also placed funds in the Disputed Payments Account for certain years between 2003
and 2012 and released the Signatory States’ allocable shares of such funds to the Signatory States in accordance
with the Settlement Agreement.
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Liggett Group LLC

Year IX(c)(1) IX(c)(2) Total

2012 0.00 0.00 0.00

Total 40,899,003.07 3,199,627.59 44,098,630.66

Vector Tobacco Inc.

Year IX(c)(1) IX(c)(2) Total

2003 0.00 0.00 0.00

2004 0.00 0.00 0.00

2005 0.00 0.00 0.00

2006 469,499.67 0.00 469,499.67

2007 0.00 0.00 0.00

2008 397,747.88 42,076.54 439,824.42

2009 836,797.50 88,522.26 925,319.76

2010 714,410.59 75,575.32 789,985.91

2011 0.00 0.00 0.00

2012 0.00 0.00 0.00

Total 2,418,455.64 206,174.12 2,624,629.76

Farmers Tobacco Company6

Year IX(c)(1) IX(c)(2) Total

2003 $4,185,243.25 $0.00 $4,185,243.25

2004 $3,588,743.91 $0.00 $3,588,743.91

2005 $2,224,528.65 $0.00 $2,224,528.65

2006 $2,192,500.22 $0.00 $2,192,500.22

2007 $1,641,647.99 $173,664.94 $1,815,312.93

2008 $2,576,071.35 $272,514.74 $2,848,586.09

2009 $2,869,998.55 $303,608.40 $3,173,606.95

2010 $1,517,017.03 $182,338.64 $1,699,355.67

6 In April 2011, Farmers withheld from its IX(c)(1) and IX(c)(2) Annual Payments Potential Maximum NPM
Adjustment amounts for 2003-2009, as attributable to all Settling States. In April 2013, Farmers withheld
$3,499,688.55 from its IX(c)(1) Annual Payment and $420,646.87 from its IX(c)(2) Annual Payment, which
represent the Potential Maximum NPM Adjustment amounts attributable to then-Non-Signatory States, including
subsequent Signatory States Connecticut, South Carolina, Kentucky, Indiana, Rhode Island, and Oregon.
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Farmers Tobacco Company6

Year IX(c)(1) IX(c)(2) Total

2011 $1,052,027.18 $126,448.95 $1,178,476.13

2012 $930,644.34 $111859.28 $1,042,503.62

Total $22,778,422.47 $1,170,434.95 $23,948,857.42

The withholding SPMs received no credits or percentage reductions for their projected
settlement amounts for 2003-2012 other than the 2003 NPM Adjustment-related offsets/credits
already received from Indiana and Kentucky in connection with the April 15, 2014 payment.
Instead, the withholding SPMs received the value of such projected settlement amounts by
retaining such amounts from the Signatory States’ IX(c)(1) Allocable Share and IX(c)(2)
Allocable Share of previously withheld amounts. To effectuate the settlement, the withholding
SPMs netted such projected settlement amounts (plus any applicable credits for 2013-2015)
against the Signatory States’ IX(c)(1) Allocable Share and IX(c)(2) Allocable Share of previously
withheld amounts, and deposited the excess of such previously withheld amounts, plus agreed-
upon interest,7 into the Disputed Payments Account for release to the applicable Signatory State.

(2) (i) The withholding SPMs have made settlement payments into the Disputed
Payments Account for the benefit of the Signatory States that became Signatory States prior to
April 15, 2013 as set forth in Chart F.3:
Chart F.3: Amounts Placed in DPA for States That Became Signatory States Prior to April

15, 2013

IX(c)(1) Amount Deposited
Into DPA for Release

IX(c)(2) Amount Deposited
Into DPA for Release

Total Amount Deposited
Into DPA for Release

Liggett 2,586,565.66 168,977.05 2,755,542.71

Vector Tobacco 488,366.36 33,139.98 521,506.34

Farmers 3,263,845.06 37,368.49 3,301,213.56

(ii) The withholding SPMs have made settlement payments into the Disputed
Payments Account for the benefit of Connecticut and South Carolina as set forth in Chart
F.4:

Chart F.4: Amounts Placed in DPA for CT and SC

IX(c)(1) Amount Deposited
Into DPA for Release

IX(c)(2) Amount Deposited
Into DPA for Release

Total Amount Deposited
Into DPA for Release

Liggett 182,298.12 22,253.48 204,551.60

Vector Tobacco 34,419.51 4,364.38 38,783.89

7 For Liggett and Vector Tobacco, the parties agreed that cumulative interest would be calculated by multiplying the
Signatory States’ Allocable Share of the amounts withheld by 1.128090288, i.e., the same interest factor applied to
the 2003-2009 NPM Adjustment amounts. For Farmer’s, the parties agreed no interest factor would be applied
either to the NPM Adjustment claims or to the Signatory States’ Allocable Share of the amounts withheld.
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IX(c)(1) Amount Deposited
Into DPA for Release

IX(c)(2) Amount Deposited
Into DPA for Release

Total Amount Deposited
Into DPA for Release

Farmers 230,032.25 4,921.26 234,953.51

(iii) The withholding SPMs have made settlement payments into the Disputed
Payments Account for the benefit of Indiana and Kentucky as set forth in Chart F.5:

Chart F.5: Amounts Placed in DPA for IN and KY

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

SPM
IX(c)(1) Amount Deposited

Into DPA for Release
IX(c)(2) Amount Deposited

Into DPA for Release
Total Deposited into DPA for

Release

Liggett 319,595.06 0.00 319,595.06

Vector Tobacco 21,963.74 1,391.91 23,355.65

Farmers 649,673.22 20,267.98 669,941.19

(iv) Farmers made settlement payments into the Disputed Payments Account for
the benefit of Oregon and Rhode Island as set forth in Chart F.6. The projected settlement
amounts from Liggett and Vector Tobacco plus applicable credits for 2013-2015 received
from Oregon and Rhode Island did not result in an additional net payment from Liggett
and Vector Tobacco for the benefit of those states, so no deposit into the Disputed
Payments Account was required.

Chart F.6: Amounts Placed in DPA for OR and RI

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

SPM IX(c)(1) Amount Deposited
Into DPA for Release

IX(c)(2) Amount Deposited
Into DPA for Release

Total Deposited into
DPA for Release

Farmers $206,225.97 $206,225.97

(3) The Signatory States agree that their respective IX(c)(1) and IX(c)(2) Allocation
Percentages of the Potential Maximum NPM Adjustment amounts previously withheld by a
withholding SPM pursuant to Master Settlement Agreement subsection XI(d)(6) are discharged
(along with any interest accrued) by a satisfactory settlement payment from such withholding
SPM under the Settlement Agreement and this Exhibit F. All amounts previously withheld with
respect to the 2003-2012 NPM Adjustments are not and should not be considered an
“underpayment” by the Independent Auditor and should not accrue interest pursuant to Master
Settlement Agreement Section IX(h) (or any other rate). The Signatory States and Liggett,
Vector Tobacco, and Farmers shall jointly direct the Independent Auditor if necessary to reflect
in all appropriate calculation or summaries that the total amounts shown in the Independent
Auditor's calculations and summaries as withheld or unpaid (along with any interest accrued on
such amounts) should have been reduced by the Signatory States’ Allocable Share and IX(c)(2)
Allocable Share of such amounts.

C-1-78



F-9

E. Prior election to receive transferrable settlement credits does not alter an SPM’s
right to elect to receive its projected settlement amounts in another form consistent with the
Settlement Agreement in connection with the projected settlement amounts from any Subsequent-
Joining Signatory State.
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INDIANA JOINDER LETTER

Signatory State Date of Sign-On

Indiana June 26, 2014
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-----
1."" 26, 2014 

Via Eloctrook ..... U.s. Mail 

Jeffrey M. Wi...." 
Wacblel~ I..iptoa. RoEn" Katz 
.1. West.s~Strd 
Neoo- York, NY 10019 
JMWintDer" .... R .cam 
Counsel for Philip Moni. USA iIIc. 

Ell; Leibcn.tein _0., 
TlWe.tWader 
CIIJca&o, n.. 6060 \-1 V/l 
eleibensEinlflonosday·rom 
Counsel lOr RJ. ~ynoId.Too.croCD. 

100n B~!Ih 
Dlniham Oreenebaum Doll UP 
)j()() N.tioftaI CltyT~r 
101 South AfIIl S_ 
LouiS\'ille. KY Ml202 
jbusb ti' bsd!epl.rom 
Co!msel for Farmer! Too.a:o at CynIII'- Inc. 
IIIdWine! Riw:r Tobac:coCo. u.c 

CIwk.1l. Coble 
Brid:s, Pic:n:e, Mc~ H~y &. 
"'-dUJ> 
1600 WeDs FarJo Capitol Cemer 
ISO n)e1leVi1Je SUed 
!Weith. NC 21601 
CcvbE!lhmoksrir!a: C!m 
CIlUD5eI r... Lorillud ToiJKaICo.. 

ROOert J. Broothi""I 
Bakr .I: Host:tI ... UP 
S.iII: 1100 
Im6Conoedicut Ave" N.W. 

D.C. 2OOJ6 

Re: 5cttlcIIleJII of NPM Adjustmelll di5pll1C$ 

nr.rColl"""t 

This .... iII ctlnfiTm wr agltCmmllhIiI the: Stale of Indian. and the U2d Puticipstinj 
Manuf~ (1hI: "PMs"') hi"" 'Wl"'d to ~ NPM AdjuSlmCm disputes 011 the terms set fonb in 
lhe NDYembc. 14. 2012 Tenn Sheet for 5elliemeni ofNPM Adjustment di!pu1cs("Term Sbo:d') ud 

n. PM .... I10ooo lied ill foo!noIo 4"' .... stipII ..... Awn. T_ ... ' fat, M (TAW'.SA), us. __ 
car..! Tobocco CJroooefs In<.. Old Willi! Ri_T""'" C j u.c , 

G-2 

n=f\eru.d in !be MlfCiI 12, 1013 Stipllbtcd Pilrti.t Settlement mxI A ... ard ("Stipulated A.......r). a~pI 
lIS folIo ..... 

I. no. proYi5i005o(Soction LA.2 of!be TennSlled.llld~ 1~2of Append ... A 10 
the Term Sherel a~ modifoed .. foltowJ. Tb! OPM ... iII....::rw.. front Indiua a toWlnJIlUnI CljIJalI() 
(I) 6S<J, of 1!Idi ... 's allDc-.l and ",Ill""*<!. ohan:: 0(.,., 2003 NPM Adjoo"""",,, phs in"",st and 
eanlingl, as ",f\emd in IIr In<rpenden! Auditor', Revi"'" Final C.okulllliDu for &be MSA pa)'J1"'m 
dIIe DIl April IS, 2014 (Notice ID: (414): lJId (h) !IS'll> 0( lndillUl', Allocabr SIwr; of!he OPM.' full 
2()[)4..2012 NPM AcI,io&Imellll. pln ;ntea ... nrninp. Tb! amount in ch_ (I) equill. 
$67,101,226.20. The amoum in d_ (b)~uals $86,231,08'.24. The total ohudl amounts i. 
SI'3.939.311.44. 

2 II il =anilrd iha1S83,333.201.J8 oflhe amount ~nderP.npph I (llCtof 
m.nbanement paid Il1IIier iheAJRemenl Reaudina AlbiIraliOll) was COIIfemd 0II1IIe ~M. by 
IIE_ of U offgel mO'or IdeIIseI; from lhe Dispuled PaymenlS ACOOIlDI (MDPA") In COIIIIectlOll with 
lhe April U, 2014 M~ payntl'lllillld wbsequenl rerue. from !he CPA. Aa:cnIinaly.1he !IIIlOUnl 
Dlldc:r Paraa .. I will he COIIre~ on the OPM. ill the m.nner pltNided ill .... araph 3 of Appelldbt 
A 10 Ihe Term Sheet with !be foll"""j", moclilicatiolls:: (i) within 14 days oflhis ~n~ RJ. 
~ynolds TdlKco Co.. will poly S24,802, 124..30 to Indiana: (ii)!be OPM. will ",,1Iin !be remainder 0( 

the $83,333,201.41; (iii) lhe OPMs will ~ve aCllldil apiMt the MSA anJlUal ~yment dIle 10 
lAdiana 00 April U. 201 S in &be amounl of $18,.oy.118.!14 (pi ... iDle",st aI!be Prime Kale calCllllted 
from April I', 2014), .. i!It !he =dilto be atlDCall:d bet>l--.:en Philip Morris USA and LonIIaRl in !he 
m""""r!hey d£ct IIJd (iv) the OPMs will JC<leive IIlI: JII'=IlhIF mll>Ctiom IS to Indi_ und.r 
Pano~ 3(A)(ii) and 3(B) of App.ndU A Ie> !be Term Skeet i. oouecti<!tt ",ilb !he II'IlIIlIl ~nts 
und.d •• m"" lX(c)(ll of Itr MSA due in each of April 201~2018 (willi the g",S[ !lIt-=ll 
rrrlIoctimI:< specified in J>ananp113(A)(ii) of Appmdil. A 10 !be Tern! Sb<ct caIcubkd from April I'. 
2014). 

3. Iadi~ .. illft'ClCive ",)coastS of its Alloable Sb..: of the 0PMs' NPM Adjll>lmem 
iIItlWab; cWll.'JKly i.the CPA in !be IlIaIlQlll" pIO'Iided ill ~ , of Append~ A to the Telm Sheet 
with the folll1O<;na modllicmons: (i) lmll,",tunribul3ble III !he 2003 NPM Adju~1lI ",ill DOl be 
indud.d (asllry .... "" atll!ldy be.", ~Ieaotd 10 0PMs); (ii) IltD<lUlI!J Ilnrib!Qble '" the 201{).1O11 
NPM A~"'" will be iBeludm; and (iii) Indiana nmy cb<>o;>oe lD ha", !be"'!! DPA ",Ie....:s """,lid 
over20I4-2018. The totll IIflndi_',Allocable Sham of!be OPMs' NPM Adjustment IIt1IIItnl5 in !he 
DPA attribIttabIe 1(1 the 2004-2011 NPM AdjusunenlS if approximllely $99.6 milli<lll phil eamllIJI. 
11Iis IIIkIIIItl shall be n:raoed 10 Indiana from Ihe DPA 011 !be followinj: schedule (assIIIlIint!be 
bJcopendmt Audilor h. PM'idcd tbe confmna!;oll spo;:iflcd in Pa....gnoph S of Appeadix A 10 the 
Trmo Sbort befmc !be ipOOCifled dlles): 138 mill"'" ill 2015; 110; milliDn ill. ZOI6; 110; milliDn ill 2D17; 
..d !be ",maindcr in 20111. lodWla's Allocable Shan: rX IlIlOImIs to be I*d inlo !be DPA anribiltable 
Ie> NPM AdjUSlJDCDts fOI" 2012 mel lh=afWwill be p-emcd by the provisions ofSeaioo m.~ of.,., 
SlipuI~Award. 

4. no. proce!'< f ... payments 10 !be SPM'.!eI: IOnh inAppenlh A .... lhe SPM Addendum 
(akin, with FxhilMl A ~) til the Tenn strd and the SPM AppendiI to !he StipnIPr:d A",.rd 
2""~ms, exctpl. !hal the ",fetrna: to the ...."., (i.o:. "" gtnIr:T) ",Wive paymenll!OOUlIIS ",fen In !be 
payn.:nt lIJ!WaIs sd. forth in ~ I ...... ani the mfcn:nce Ie> tb:: same fl'DCIlIIlimeiabie mC!3 
III the timetable "" forth in I'ilqr3ph 2 abo¥e. The atlIOIIIltS foI"the SPMs paralJeliltj the IItlOUItU for 
OPM. iA th~ lUI geBtence of Para~ 1 aboYe IR included in tho: SPM AdtIeDdum be",IO, atOll!!. "'ilh 
~ pu3Ilello Paragraph 2 ... itb ~ 10 cmditinB ,.".,..,Is lI",ady conferrr:d net of 
rt:i~nl p!Iid II'Id Pln8t"iph 3 .. ith ~ 10 ",Jeue of Indianl', sham IIr CPA 11IIOII1lIS. 

, 
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:5, lIK!.i..,,,',, paymeoI for the 2013 traru.itiwt yur under Sectioa II.C of Ihe TCIDI S....,\ is 
$4,2811,300.31 10 t"" OPM. aDd $216,802.5 .. \ot"" Ii"ted. SPMs. Beau<: Ibe 2014 MSA payJD:of dote 
10 whldIlhcie paymenlS ......Jd ........, kelt WH:d as o~ underthe Tena Shtet has passed, llley 
will irIsnd. be awliold H off!ll:lS in ooo~ .. ith the MSA pa)'ftlrlll: dIE April U. 20IS (i.llIIditioo 
10 offsets mna from plymenls, if 811)', "due from IndiIllUl '-r SectioQ 11.11 of thr Term S""'t IS to 
2013 aad IUlder Scctioo UC oftbe Term SIIed HIO 2(14). 

6. s"ctioo LB of tile Term Sheet .. m not IppIy to IndiapD-

7. lndilll" ill<! !be PM. believe IhllllDdllll.l·, Ettlement i.I to Jive rille to the _ medKJd 
of ",ductioo i1I the 2004-12 NPM AdjllSlmcnls til. may be appIiod te Noo-S1anatory Staleus does the 
""nlemelll of the Settlinil Star" !hat becalJl: Siano\OJ)' Stale. prior 10 the iUlllllCe of the 2003 
ArbitrItioo PmeI'5 ScpIcmbcr 11, 20] 3 Final A .... ards (the "initial SipWory StaIe5"~ The roUnwipg 
... ilI apply ... illl "'~ct to <Illy lIIiUffie1l.1 or ntlillS to the COIIt1'Ily. 

(a) The PMs ... i]] 'WI" _Y aI}tIJIIeIIt 10 ~ CUJIrary. Indian. will coopeme to 
..., e1lr1ll ",aooaIlIy Jr:Que""" by the PM! in COJIIIedion. wiIb their ~an; JII"O"icIed, 
ioowever, tIII1I mdI ctqJenIioo willmt incl.tJde iJIdiaoo's disciOlio,lo!he PM. confidentill or 
privileflOd infoonati ... thM iRdi .... m:eivcd from aKJtber s"ttl1na Slate befeft the dill' of Ihis 
~nt 1ftIr:r. joiDHlcfmse "",«meal c:onceminl U NPM AdJu!IImeIIl dispute. 

(b) If the 2004 AIbimdIoD. Paod (1lI".III)' other lribuul or court) DOfII:thele", ntles 
thJit !ndianI.'s ..ttte"",.t si"'" riE 10 • dili:II:DI nrthod of rMuctioII. in thr 2004 NPM 
Adj...unom 1M: lIIIIy be """,om. k> Noo-SiJ1lMm)' State. the does lite ..,ttlemelll of the initial 
Si,...rory Slat:!;. \be fol""'"'IIS"';l1 apply. 

(,) Itldi .... ",ill ply to the 0PM.0 an amount equal 10 doc IcsIer of (A) 5Il9I> 
oflbe additioool ",ductlon in the 2IXI4 NPM Adj~OI (pillS »l> of the ..ui.tionaI 
mducti<m of in""".1 """ earainp) prodaced by lPIiicatla. of SlId! different melhod ~ 
mductkm ... ilb n:sp<:<:l to .Indi.,..· • ..,ttlemrnt; or (B) $3' milliDII. ThII atlIOIInt .... ould 
be paid. H u off .. 1 "gainst ttr 01''-1,' lIIXltIaI IdSA fJIYJIl"fIIlDIder Sectioo lX(e) of the 
MSA ill 10 equoI ""nu imW'-nts bep.ming with the finr....:b. ~ foilowilll 
appIicmon ofllle diff=m raethDd of mcIoctiOII, ",ith \be 9 iJldalITlW'DIS to include: 
inle=t.,. the mnaioJog ..,.,.". at the Prime RE calculll.led. from the date of ~1ICh fim 
paymmt IIIld to COBIiIlUe mlil fully paid. PanlIeI JlfU"'ilIions forthe Ii*<! SPMs.., 
iDCtudcd i1I the SPM AddeJdun """to. ID thee_I that .. offsd dIIe IIDIlor this 
~ could DOl be CR:diiM willnllexcr:eding Indiana'. i!hare of the ~evant 
COI1lpIIDes' paymeM WIder Scctloft lX(c) oCtile MSA (or the year In qllCSlJoo, the otrsel 
will QII)' (""",aJd "'i1ll iNen51 ill tbe Prime Rill:. T1r fiaal ",,"!enrOl .g=mell! 
!d==l in I'ar.iJ:gph J: will include proI'isioo' .p<cifyiaJ: the ~ And order of 
the offlld. 

(ii) If titer i •• JUli02 as \0 the 2004 NPM Adjusun.nl de.cribed i1I the 
iptroductrny .. meacc of this subp;npaph (b), both fllat imroductooy ..,nlena: .nd the 
enti~1y of r.ubparaanoph (b)(i) "'ould lIppIy 10 the 200:5 NPM AdjllSlmelll • ",ell, "'Ith 
any amOUIII5 awed beinl hi dlition to tho!ie atl'ro wi1ll "'spcct to the 2OO.f NPId 
Adjlllllmeltl. ~,if the 2004 Aibitration Panel ndes that IndilD.l'llettlemelll 
jive. rise k> the same me1llod of lMuctiOll iJt the 2004 NPM Mju~D\ t!W may be 
applied to NOII·SigJUtloty Stales as dee. the ..uIe1Olllll 0( the ll\ilioJ SiJ:AatoIJ SI*5 
:md lhall1llina is IlOl vlIClled or modified in liucb a ..., as IHt1II5 ill I rulln, described 
in \be introductory ..,ole""" of this subpmy:qm (b), thm the pmvisioDs 0( 

, 

~tnPfI ih)(ii) shall not apply i • .IIIY .. "'""qI"'1It NPM Adjusonem obitration. In 
IKI eYelJl OR Ihe puvi!Oools ofPmoJJ3Ph 1 """,icable 10 all)' ........ NPM Adjustmelll 
amilnlion oilier lllan !he 2001 NPM Adjll6UDelllllld lhe 2cn'I NPM Adjustment 

8. TIx: filial settJem.nI ~ .. ~r.IeDCed in Seciian IV.F of lhe Tern Sheel wiii 
I'Ifi:ct !he provisiOlll§ ""t forth iIIIxJoc as 10 Iadi ...... The PMs will allow Indi.uIIIO participMe i. the 
COI1I(lIetian of the dmting of the flnal sdIlmlonl qta:menl a1an, ",ith tbe I:Ither Signator}' Swes. 

9. If a PM elllr:n; inlll a sellk"'''.1 ",ith a Stale thai "'as found aon-dillaeDl for 20031ha1 
..,ttIer; Ibe 2003 NPM Adjllsulrenl IS III that StU: (inctudin& bul not Umilc!d 10, if the Id1Iemenlalso 
..,1Ik=; "'" or all of Ibe 2(1).1..2012 NPM Adjustme .... ) and !be J<ttIerr..nI COII.t.iI. """rail ~rms Il1011: 
n:taIl~ly fav"",,*, 10 t1r1lt SraIe Ibm Ibe Imm ""I forth. above .. 10 IndiIOJ.,. lben the .......u imIIs of 
litis .".-.enrol will he "",;,m as 10 that PM so th1It Indiana will obtain with II:'I"'d to lhat PM overall 
_ luMiantiallyeqoal. (on .. Allocable Slwo: basis) 10 !hose obtained by that Sbte in oil ..,..,..,ts, 
indudiwg but 1KJl1imit<:d 10 !he flnanciallerJn5 of the IIJII"'UEDI. FIl ... :.ampIe, ifa PM enrn; illlo a 
selllcmenl wilb,. Stale ...... as fouOO ~Iip:nt for 2003 that ..ttft the 2!11J..2012 NPM 
AdjIIstmelllS and provicn for !be PM 10 II!Ccive any 1= /Of those: Adj_ u.a !he Iotal 01 (a) 
6!!i$ ol~ .oo-diIiJfllI State's allocated and lHl]o.cal<!d sIwe ollhe 2003 NPM AdjllS!melll, '"" 
Intem<1 II .. harningJ. as ",flected ;. the lndrpendelll Altditor'. Revj""d Final ClIk:ubtioos fur !be 
MSA pa)'lllelll due 011 April ." 2014 (NO!ke ID: 0414~ Mel (h) 5~ 01 the roor>-<Iillll"lIt Smk:'s 
AllO<4bJe Sbr of the OPM..' full 2004-2012 NPM AI\iIlSUlleIlll, pili. intem;t and eammg:s, Ibi. 
~nI "'all be "",isod .. to that PM so thai hldilnl ",ill obtain the W\1e percenlaje'. 
Fm1bennore, if a PM ..,ttIes willi a SIJ.~ thDi w .. found to he -..diligent for 2003 011 \eIm$ with 
m;ped 10 lIE sabjed mater ol~ 7 01 this -areemenl tlull ~ more f.vorab!e to !hit State (on 
.. Allocable Share bail) !han Ihc !enm of Panarapb 7, this aa!Ml1ellt 5hall be protupdy RWj~ • to 
ilia! PM 10 Ibat III<liana ... iII al.so obtain the same Iemt. ,a. .. Alloable Sillre basJs). 

10. All apiIalillCCItennJlIIlIllIbeswise definrot heIria have tIr meaning ..... th.,.., !elmS 
ia doe MSA. the TemtSbr.d or ..... Stipul*dA",anI.. 

, 
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SP!'.! A DD ENDUM TO INlJI ANA LE'ITEK 

1. Purllwu to l'anIarapIll d Ibc iet1erlO ",hich thi. SPM A~lldum ;1 anacbed. e:ICb 
SPM Ihall ~ceive the followina amounts under clllU!!e (a) and clltl5e (b) d J>aragnpIII and in roraI 
frem llldillla PUBIIIIII to !he senlemenr: 

2. taj II is .,copitc:d Ihd rlIe folll'Will,.wourns undllr Parqraplll \11:1 or n:imbunement 
paid uDier the AJR'O"III:Dt ~prdillg Arbilnlion) ~ ronfelml on the S~b by rn.illls d offxrs 
lIIId'or.,la!;es from dr DisplJII:d PaymmrsAcrounl ("1)I>A'i;n connection "'ilb I~ April 1'- 201" 
MSA .. ymenl and subsequent .,lea.cs fun the DPA: 

, 

G-6 

(b) AmoIdiq:ly, the II'rnalniol """"""" ander i'an.i'"JPh I wiU be coakll"ll QIl the SPMs ill 
the manrrrprtWidtd in Appe~ A _1IIe SPM AoJoi,ndum (aklnllwitb Exhibit A Ihnto) IoIIIe 
TmII Sln:11Dd die SPM Append" to !beStipula~ AWIId wilb the flll ..... i .. modifK:<llinrul: 

(i) EKh SPM will .nain the IItKIOIIII ab".sy ~ved in I'iIIrIIJI3PI2(a), euq:t IbM. tile ar:diI of 
$433,273.41lha! rema:;.,. fur """"" ofPri~ kI any fcrwan:I III" tramEr _illl ~ to 
Indiaoa. .. all be m:Iuced by SIll ,1 35.35 10 ",fled """"" of Pri""",' . UltII oet\lemcnt .......... of 
$352,138.11 ; 

(ii) n.. followi"lSPMswiU ....,.,i..., acmlitqaiRll tile MSA anDllai paJIDmfumlndiana 011 
April I ~ 201~ ill tile amou:nt sd 0IIt below (pills ;-="'51 at !be Prime bee ak:v.latcd Iiam 
April IS, 2014), .;ththepwvisionsiD AppendiJ.A IJId tho SPM Addendum (alooJl'llrilll 
Exhibit A tbeRto) IOtheTenn Sheet MIll the SPM Appendix IOthe Slipulaled Award '""SanlillJl 
carty forward -'lnruuder of SPM tll)(.\ils I"vemlnll lS """liable: 

, .-gj 1'ri"",' , 200l NI'M AdJ_lllnodit wu IIOC _ ........ ...,._ .. ~ 10 .. _ ao_1or 
<:my """'",d _1nIId .... 

• 
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(iii) S;mtt,., NalumI Tobacco C!lIIIpany, Inc. will ",trive the pe«:enI.~ ",dud.i.- :os 10 IDdlma 
IIIIIkr Paragro.ph 4{iii) of lhe SPM Ad.t.ndum 10 tIE: Term str:tt in CIIIID<rlioo willi !he annual 
pa)'lllents IIlKIer Section IX{c)(l) of"", MSA due in earn Df A¢l2015-2017 (with !he i~ 
011 SIIch rMoction. specir...J in Pangraph 3(A)(iij of AppelHliJ. A 10 !be Term Shoet alcllb!m 
lmmAprill~, 2(14); 

(IV) Indiiillll·. Alkabie Sbueaf!be.mount that Liaeu Group u.c 1"LiJ8dl")WId Vector 
Tobacw Inc. eveClOrTobacoo") withbeld willi ~opect hi !he NPM Ad~nt.. in variOlll 
)0''' from 2004-2010is IUJICrlilan!he raaainiD .......... IIE ... ctWUp'P;"''' Ior=o'e .nder 
IIH: ..,nlr:mePllOr!lle NPM AdjlOOnrnt claim!< fur 2000·2012 WId the Tr.msilioll Year credil for 
lOlJ after !he affliCt they remval .. described in J>manpIt 2(a) above. Accoo:Iin&lY Uaaelt 
IBId Vcdur ... 11 ",<:rive 110 cm1iI .,.mst lllcir MSA JlIYIIIeIlb from the ,.,ttlenrnt as il !elates 
10 !he NPM Adjultmelll claims for 2003-2012 ud !he Transitioa Yearcn:dit for 2013 iUld 
iwZad wiU ~e Iha.: mnainiog IlI:ncr.b of .... ..,ttlement iUld addJo: .. p",viowily withheld 
""""nl:< for ~ 2004-2010 !ldjuiUlJenlli "" follo;w.; No!aler than April I', 201', eicll of !ho:se 
.............. will p"Y 10 Indiana the "'co","" of (a) $44,098,631 (for Ligrtl) or $~,624,630 (fur 
Va:toJ TOOacro) multiplied by Indlilllll" Allocable Sh= over (b) !lie ",mainiog IIDDUII! to 
whldJ !hal oompllly i. entitled .nder Ibis .. ttlemcnl for the NPM A£ljwtme1Jlli for 2003--12 
(l749,671.50 for Ligett and $41,010.01 for Voctor Tobacco) and !be ~ 10 which that 
oompwty Is entilled UIIdi:T this settlement for the Transition Year CRdiI fm 2013 ($74,14235 
!Of Uggett and $5,810,43 for Vector Tobacco); plus (e) 12.80902S8'h of $21 ,18S.2SS (lOr 
UgF\l) or SI,!U4,6J9 (for V..ctor ToIw= ) multiplied by Irxli.,.'. Alloo:;abie Sltan:. Thll 
pa)'rnmt amount oIWl be $167,493M for liaSI'll IJld 512,1570.23 fw VedorTobIcco. 
Fo]]ooo.m,; theoe fliIymeoIs, !be amouot liggdl aDd V_Tobacco ..... e wilhheld with "'sped 
10 NPM Adjllitmeflls Wi] Ill: mdua:d by $44.098,1i3] (f'oo-LiJidl) mel S2,624,.6JO(forVedor 
Troacw) ... ltipliold by Indiua'. Allocable ~ plus !be ImOIInI of PlI attI1Ied 1~"'51 011 
flu... amoanti, ",flectlnaw seulemml bet~ LiJlflI and Vector Tobacco mel tndlana willi 
"'sped. 10 Li3lldl and V~ctorTob.coo·5 clai"", for the NPM AdjllSbJx!nl 
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(v) Fwroer.< TobIcco COIftPADY of Cyntbiaa., lI>c, eI'armeB~) wilhheid """"")' with Espect 10 the 
NPM AdjoolmeDl5l'rom 2003 through 2009 fmm il5 April 15, lOll MSA p;oy>neDt IJId II." 
""th~ 10 the NPM AdjustmeO!!< from 2010102012 ftrm itsAprillS, lOll MSA 
pa)'BlO'DI bul mly ""the allocable shaR:s M the initial NlID-SiparDr)' S-. lDdiana' J 

Allo:3ble SIaE cl the IITIOIIDIIhat I'anne". withheld with II:sped 10 Ihe NPM Adjusunen., iii 
~ Ibuthe IJDOUIII I'anu:". is 10 Ra:lye IIDdcJ the seltkmeol fOJ Ihe NPM Adju.rment 
cbiJru; fDJ 2OO~2012 .. described iD ..... grapt. 2(1).oo,.e &rid the TlUIsitioo Yel\f credit for 
2013. Accordingly FiUllrn; will Ra:i .... ltD "",dit apinst its MSA poylDC:DI from !be 
rttkmelll ... if ",b.", 10 the NPM Adj...tmenl dililDS for 2003-2012 or the Transition Year 
CEdi! for 21)13 md in.W:ad will m:eiye Ihcsc bellCfits or the settlement and itddJe"'lKvio!Wy 
ooridmcld """",III ... follOWS:' 

(A)200l NPM Adj...,,,..,,,, Non-SipoldJ StIEs' Atkabte Share 012003 
NPM Adj-rn-of$2,2S7,29UI p .... inte~fronAprit 15,2004.IoApril 
IS, 2011 of$I,D40,385,21 ($3,297,676.68) multiplied t.,-1Ddiau·s altoabie 
~ plllWallllo !he FiM! A .... ards ciI3.I9SBI 00% ($4.58.238.90) mulllplied 
111M'), ($291 ,&H.23); Iesi IndialU:s allocabte sit,,,, (13.I19.5BI0341, or i~n::Sl 

of SI,o.lO,.3IlS.21 ($I44,S69.96j: Icm 1Ddiua·1i post·judifilelll ponion oflhe 
2003 NPM Adjw;tmeru arDIHIIIt wilhlletd ~ Farmers M S4, t~,243.25 
($313,668.93), ... btoW of -160,3113.61.; 

(B) 2004-2011 NPM AtijlUflflrllt /IX(cJ(J )1: 1ndi...,.·1i AIlDClllllc Shan:: of 2OIJ.I.. 
2012 NPM AdjuSlmeDt of $21,39],108.30 (lX(c)( 1)]lIlIIkipiiod by 1ndimJ.', 
allocable rlJan:: of20398033% (S436,l4&.n) IDlIlliptied by 55" ($239,991.83); 
leu bxliarJlL" At~ SIwc (2.039llO33'l» of 2O:W-2012 Nl'M Adju'llDx'nI 
0II10IIIII withheld by F~rs of$21,3<;I1 ,108.30 flX(c)(l)J (~36,m.77). 
"""-at.aI of -.$196,3S&, 94-; 

(C) 2fJ().I.20J2 NPM AtijJLSt/ff>nff { IX(cK2)1: Indiana', Alt~ SIoaE .,(2004-
2012 Nl'M Jldjl/Sllnelll of $1,416,057.32 (D(c)(2)] IIlIIt6ptied by b\iana', 
aIloabIe ~ of2.6499166'1> ($37,524.34) muttiplkd by ,~~ ($2{l.638.19~ 
Ir:u 1ndiuta',AIIoca.lr: Shu: (2.64991(,6'1,) .,(2004-2012 NPM Adjusurent 
mDOIKI: ...-ithhdd bf F:armclll of $1.4I6,0S7 32]IX{c)(2)] ($37,,24.34), .... btotoI 
of-$16,8&5_9S; 

(D) pillS the amoonIlDwhicb tmI oompany U enlitl.d under this r!I~mcnl fur 
Ilr TmlsiliDa Y~ar=dit f...-2013 ($9,202.31), tor3 nd: ilJlx.lII dIIC from 
Farmm of $364,424.13. 

No Iller thlll Apri] 13, lOIS, Fatmelll wilt pey this amoont. $364,424.13, to ilIdiaJlll. 
Follmwilll this PftYlIlCn~ the amoo.Jfl\ FIlmlCn; h .... j~ wilb ~ \0 NPM 
Adju'llnJmts !!Wt be n::dllCftl by $313.668.93 ($1.,251,291.41, the N __ SigtWO<y 
Stak!' AlJoable Shne of 2003 NPM AdjllStmeDl, RIIIIIipiEd t.,- 1ndiaJIa·. alkx2bIe 
ohair ~aoI k> the FiDal Awuti« of 13.8958103") 1«2003, $436,34lI.n fDJ 2004-
2012 [lX{c)(1 n ad $31,S24.34 fDJ 2004-20l2llX(cj(2)],pIm the amount "hll 
...:cru.d i'*'le>l u. thotc amowtts. rellectin,!he setlleml:DI belW<'!Ca Fmnm and 
Indi ...... 1I'iIh R:!iped 10 FlIJJIIOrs' dalms utile NPM Alljosm..Ol 

..... .....,. ................... ~aIIIOpiaollD_._ ................ ~tRos...u .... r'olIrMloIiooollsf"otd 
""" th! poyIIII'tIt oloa.-!ibod heft!in. • 
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(i) It the IIIdI:pendeI'It AlJdilur mUi:s dclemliDatiolt!llha! IUIeri.aIIy incn:..., or decl'CHe !he YIII ... 
of. cndil, of&et, cw ~ ~l'CIl'd in Para$RPh 2(1) above, d1<! lffected SPM and Ino:Iimo 
Ii""" 10 di5r:Ias ill aood fiUlh medIanisms to ~ !hal bod! parties..,.,.,jve !he up:drd 
bendi", llIIIIe~lttis srltIemmL 

). lndiiUll will Jr:a:lve ..,rlSa DC its Allocable Sb..., of!be SPW NPM Adjustmenl 
l11111111115aorrenlly in u.. DPA in !heroaDDerJl<O"kbI in ~ J of!he SPM Ad!Ir!mum 10 u.. 
Tmn Shr:et .il/! tbe foll!>Willi modificallons: (i) IJ!1OIIl>tlllltriblbble to !be 2003 NPM M,illWJJrnl 
will not be i""hlded / .. ttry b .... ·" am:-'Y ~n ..,"'...,d toSPMo); (ii) lIDOtInt!;in u.. ~A iIttri~ 
lo!be 2012_201 J NPM Adju:<tmenls will be included; .1Id (Ui) /I)d;ona lIlay chOO$C to !lave tbo.oe DPA 
..,lco __ spreadC\'~20IJ-2018. This IIn~.Jnt Jhall be ~Ie.ued to Indiana from !lie DPAon tbe 
fo11owitli ~ur (_urnilli me Jnorpendeni Auditor hi:! provided the confillllll.lon specified ill 
Pinlgrnph!'i of Appcrwfu./t. to !he TmII Shell( befOlll !he specified da:\es): !he full aIIlOUlII la 20." 
JJldjana'. AlocJtblc S~ of ;tI!IOUnlS 10 Ir pUll iIIIo the DPA &llributable 10 NPM Adjustmenll for 
2014 and thmd\er .ill Ir ao--I by the pRJi"isims 01 Section nL~ of the StlpllIIIed Award. 

4. The Transition Year adju!ltment for 20[3 for-each SPM shall be u foll!>Ws: 

't.apo"0100 _"' SlJU'_6:! .. T<an/Ii!ioII Yo. C"n!dilasiod-'od II tho 0f'M 1'nIIoiIioI y .. r.-li11Obl .. 
P...,-.ph 4<:1_ ...... '" .....,.lhisSPM AdUndam is. __ 

• 
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~. If It .. conditioo ,",pnIin,,, dlffeRDt mdhod of n:duction ...-ith IUpeC1IO indiana'. 
EtlIemmi .. t fooh ill1'aJagnpll7 of!be IeIIef to "'hi<'h tIU SPM Add.!ndum is aullC!..d IIJIIIlles ",jilt 
I6J"'CI tD die OPM", Indiana will also pey 10 each SPM an iIlIx..nt eqlllilo the lo .. er of (A) .'i()'l, of 
!be additional !eduction ill. the 2004 NPM Acljll5lmen\ (plu. ~ of the llIiditioml JMuction of i~=t 
-' eamings) produced by application of such different method of n:duction ",ith '"'!>pel:! tD 1Ildi1ll3' • 
.. ttlnnelll; oc (B) the lIIJIoun\ .. I forth l:e10'4l<: 

Th;ot amount ..-IiI be pUd _.111 offset qaimt cadi SPM'. _ill MSA ~ ulllkf Section lX(c) 
of the MSA in 10 equal_ill i...ullmellts bealnnin, ",ith the firJII such p.I)1IRIIt follooom, 
appllCIIion of !be difien:1I1 _!hod of reduction, ",jill !be 9 illStlllments 10 illC'ildo iJllen:sl on the 
remainlna IlI1<IImt • !be Primoe Rale cak:lllllll.'d from !be dale of IItICh filJl .-yment and to conlinlle 
until fully paid, exa!pI that ....,. SPM that is mlllk:d to $300,000 oc len slWt be entitled to tbe (,,11 
>mOOnt .. D lifsn agaillSl eacII SPMs' annual NPM Jl3Y1IrnI ia !he ""11 year, 1lIe pmvisioDs foc 
any forwar:k ond Ir.UlSkr of SPM cmdits iDA~ A and w SPM Adlrndum (aloo& ",lib 
EIhihil A themo) 10 Ihe Term Sbeet and !he SPM Appendix 10 the Stipul"",d Awsd wllllA'ly. 
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EXHIBIT H

KENTUCKY JOINDER LETTER

Signatory State Date of Sign-On

Kentucky June 10, 2014 JACK CONWAY 

ATTORt<EY GENERAL 

COMMONWEALTH OF KENTUCKY 

OFFICE OF THE ATTORNEY GENERAL 

June 10, 2014 CAPITOL BU ILDING, SUITE I 18 

700 CAP ITAL AV ENUE 

FRAN KFO RT, KENTUCKY 4060 I 

(502 ) 696-5300 

Via Electronic and U.S. Mail 

Jeffrey M. Wintner 
Wachtell, Lifton, Rosen & Katz 
51 West 52D Street 
New York, NY 10019 
JMWintner@wlrk.com 
Counsel for Philip Morris USA Inc. 

Elli Leibenstein 
Jones Day 
77 West Wacker 
Chicago, JL 60601-1692 
eleibenstein@jonesday.com 
Counsel for R.J. Reynolds Tobacco Co. 

John Bush 
Bingham Greenebaum Doll LLP 
3500 National City Tower 
101 South Fifth Street 
Louisville, KY 40202 
jbush@bgdlegal.com 
Counsel for Farmers Tobacco of Cynthiana Inc. 

and Wind River Tobacco Co. LLC 

FAX: (502) 564-2894 

Charles E. Coble 
Brooks, Pierce, McLendon, Humphrey & 

Leonard LLP 
1600 Wells Fargo Capitol Center 
150 Fayetteville Street 
Raleigh, NC 27601 
Ccoble@brookspierce.com 
Counsel for Lorillard Tobacco Co_ 

Robert J. Brookhiser 
Baker & Hostetler LLP 
Suite 1100 
1050 Connecticut Ave., N.W. 
Washington D.C. 20036 
Rbrookhiser@bakerlaw.com 
Counsel for certain SPMs 

Re: Settlement ofNPM Adjustment disputes 

Dear Counsel: 

This will confirm our agreement that the Commonwealth of Kentucky and the listed 
Participating Manufacturers (the "PMS,,1) have agreed to settle NPM Adjustment disputes on the 
terms set forth in the November 14,2012 Term Sheet for settlement ofNPM Adjustment 

The PMs are those listed in footnote 4 of the Stipulated Award, Tabacalera del Este, S.A. (TABESA), U.S. 
Flue-Cured Tobacco Growers Inc., and Wind River Tobacco Company LLC. 

1 
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disputes ("Term Sheet") and reflected in the March 12,2013 Stipulated Partial Settlement and 
Award ("Stipulated Award"), except as follows. 

1. The provisions of Section l.A.2 of the Term Sheet and Paragraphs 1-2 of 
Appendix A to the Term Sheet are modified as follows. The OPMs will receive from Kentucky 
a total amount equal to (a) 65% of Kentucky's allocated and reallocated share of the 2003 NPM 
Adjustment, plus interest and earnings, as reflected in the Independent Auditor's Revised Final 
Calculations for the MSA payment due on April 15, 2014 (Notice ID: 0414); and (b) 55% of 
Kentucky's Allocable Share of the OPMs' full 2004-2012 NPM Adjustments, plus interest and 
earnings. The amount in clause (a) equals $58,459,031.25. The amount in clause (b) equals 
$70,254,976.94. 

2. It is recognized that $71,949,576.93 of the amount under Paragraph 1 (net of 
reimbursement paid under the Agreement Regarding Arbitration) was conferred on the OPMs by 
means of an offset and/or releases from the Disputed Payments Account ("DPA") in connection 
with the Apri115, 2014 MSA payment and subsequent releases from the DP A. Accordingly, the 
amount under Paragraph 1 will be conferred on the OPMs in the manner provided in Paragraph 3 
of Appendix A to the Term Sheet with the following modifications. In 2014, (i) within 14 days 
of this agreement, R.J. Reynolds Tobacco Co. will pay $21,914,242.24 to Kentucky; (ii) the 
OPMs will retain the remainder of the $71,949,576.93; and thus (iii) the amount conferred on the 
OPMs in 2014 will be $50,035,334.69. In subsequent years, (i) the OPMs will receive a credit 
against the MSA annual payment due to Kentucky on April 15, 2015 in the amount of 
$14,321,669.40 (plus interest at the Prime Rate calculated from April 15, 2014), with the credit 
to be allocated between Philip Morris USA and LoriHard in the manner they direct; and (li) the 
OPMs will receive the percentage reductions as to Kentucky under Paragraphs 3(A)(li) and 3(B) 
of Appendix A tothe Term Sheet in connection with the annual payments under Section IX(c)(I) 
of the MSA due in each of April 2015-2018 (with the interest on such reductions specified in 
Paragraph 3(A)(ii) of Appendix A to the Term Sheet calculated from April 15, 2014). 

3. Kentucky will receive releases of its Allocable Share of the OPMs' NPM 
Adjustment amounts currently in the DPA in the manner provided in Paragraph 5 of Appendix A 
to the Term Sheet with the following modifications: (i) amounts attributable to the 2003 NPM 
Adjustment will not be included (as they have already been released to OPMs); and (ii) amounts 
attributable to the 2010-2011 NPM Adjustments will be included. The total of Kentucky's 
Allocable Share of the OPMs' NPM Adjustment amounts in the DPA attributable to the 2004-
2011 NPM Adjustments is approximately $83 million, which shall be released to Kentucky from 
the DPA in 2014 (assuming the Independent Auditor provides the confirmation specified in 
Paragraph 5 of Appendix A to the Term Sheet during 2014). In 2014, therefore, Kentucky will 
receive approximately $83 million and confer, pursuant to Paragraph 2 above, approximately $50 
million. Kentucky'S Allocable Share of amounts to be paid into the DPA attributable to NPM 
Adjustments for 2012 and thereafter will be governed by the provisions of Section lll.5 of the 
Stipulated Award. 

4. The process for payments to the SPMs set forth in Appendix A and the SPM 
Addendum (along with Exhibit A thereto) to the Term Sheet and the SPM Appendix to the 
Stipulated Award governs, except that the reference to the same (i.e., no greater) relative 
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payment amounts refers to the payment amounts set forth in Paragraph 1 above and the reference 
to the same general timetable refers to the timetable set forth in Paragraph 2 above. The amounts 
for the SPMs paralleling the amounts for OPMs in the last sentence of Paragraph 1 above are 
included in the SPM Addendum hereto, along with provisions parallel to Paragraph 2 with 
respect to crediting amounts already conferred net of reimbursement paid and Paragraph 3 with 
respect to releases of Kentucky's share ofDPA amounts. . 

5. Kentucky's payment for the 2013 transition year under Section II.C of the Term 
Sheet is $3,367,413.71 to the OPMs and $219,631.53 to the listed SPMs. Because the 2014 
MSA payment date to which these payments would have been applied as offsets under the Term 
Sheet has passed, they will instead be applied as offsets in connection with the MSA payment 
due April 15, 2015 (in addition to offsets arising from payments, if any, due from Kentucky 
under Section II.B of the Term Sheet as to 2013 and under Section II.C of the Term Sheet as to 
2014). 

6. Section LB of the Term Sheet will not apply to Kentucky. 

7. 2003 Non-Diligent States Differential Judgment Reduction. Kentucky and the 
PMs believe that Kentucky's settlement is to give rise to the same method of reduction in the 
2004-12 NPM Adjustments that may be applied to Non-Signatory States as does the settlement 
of the Settling States that became Signatory States prior to the issuance of the 2003 Arbitration 
Panel's September 11, 2013 Final Awards (the "Initial Signatory States"). The following will 
apply with respect to any argument or ruling to the contrary. 

(a) The PMs will oppose any argument to the contrary. Kentucky will 
cooperate to the extent reasonably requested by the PMs in connection with their 
opposition. 

(b) If the 2004 Arbitration Panel (or any other tribunal or court) nonetheless 
rules that Kentucky's settlement gives rise to a different method of reduction in the 2004 
NPM Adjustment that may be applied to Non-Signatory States than does the settlement 
of the Initial Signatory States, the following will apply. 

(i) Kentucky will pay to the OPMs an amount equal to the lesser of 
(A) 50% of the additional reduction in the 2004 NPM Adjustment (plus 50% of 
the additional reduction of interest and earnings) produced by application of such 
different method of reduction with respect to Kentucky's settlement; or (B) $31 
million. That amount would be paid as an offset against the OPMs' annual MSA 
payment under Section !X( c) of the MSA in 10 equal annual installments 
beginning with the first such payment following application of the different 
method of reduction, with the 9 installments to include interest on the remaining 
amount at the Prime Rate calculated from the date of such first payment and to 
continue until fully paid. Parallel provisions for the listed SPMs are included in 
the SPM Addendum hereto. In the event that an offset due under this 
subparagraph could not be credited without exceeding Kentucky's share of the 
relevant companies' payment under Section IX( c) of the MSA for the year in 
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question, the offset will carry forward with interest at the Prime Rate. The final 
settlement agreement referenced in Paragraph 8 will include provisions specifYing 
the operation and order ofthe offset. 

(ii) !fthere is a ruling as to the 2004 NPM Adjustment described in the 
introductory sentence of this subparagraph (b), both that introductory sentence 
and the entirety of subparagraph (b )(i) would apply to the 2005 NPM Adjustment 
as well, with any amounts owed being in addition to those owed with respect to 
the 2004 NPM Adjustment. However, if the 2004 Arbitration Panel rules that 
Kentucky's settlement gives rise to the same method of reduction in the 2004 
NPM Adjustment that may be applied to Non-Signatory States as does the 
settlement of the Initial Signatory States and that ruling is not vacated or modified 
in such a way as results in a ruling described in the introductory sentence of this 
subparagraph (b), then the provisions of subparagraph (b )(ii) shall not apply in 
any subsequent NPM Adjustment arbitration. In no event are the provisions of 
Paragraph 7 applicable to any other NPM Adjustment arbitration other than the 
2004 NPM Adjustment and the 2005 NPM Adjustment. 

8. The final settlement agreement as referenced in Section IV.F of the Term Sheet 
will reflect the provisions set forth above as to Kentucky. The PMs will allow Kentucky to 
participate in the completion of the drafting of the [mal settlement agreement along with the 
other Signatory States. 

9. If a PM enters into a settlement with a State that was found non-diligent for 2003 
that settles the 2003 NPM Adjustment as to that State (including, but not limited to, if the 
settlement also settles any or all of the 2004-2012 NPM Adjustments) and the settlement 
contains overall terms more relatively favorable to that State than the terms set forth above as to 
Kentucky, then the overall terms of this agreement will be revised as to that PM so that Kentucky 
will obtain with respect to that PM overall terms substantially equal (on an Allocable Share 
basis) to those obtained by that State in all respects, including but not limited to the financial 
terms of the agreement. For example, if a PM enters into a settlement with a State that was 
found non-diligent for 2003 that settles the 2003-2012 NPM Adjustments and provides for the 
PM to receive any less for those Adjustments than the total of (a) 65% of the non-diligent State's 
allocated and reallocated share of the 2003 NPM Adjustment, plus interest and earnings, as 
reflected in the Independent Auditor's Revised Final Calculations for the MSA payment due on 
April 15, 2014 (Notice ID; 0414); and (b) 55% of the non-diligent State's Allocable Share of the 
OPMs' full 2004-2012 NPM Adjustments, plus interest and earnings, this agreement shall be 
revised as to that PM so that Kentucky will obtain the same percentages. Furthermore, if a PM 
settles with a State that was found to be non-diligent for 2003 on terms with respect to the 
subject matter of Paragraph 7 of this agreement that are more favorable to that State (on an 
Allocable Share basis) than the terms of Paragraph 7, this agreement shall be promptly revised as 
to that PM so that Kentucky will also obtain the same terms (on an Allocable Share basis). 
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1 o. All capitalized terms not otherwise defined herein have the meaning given those 
terms in the MSA, the Term Sheet or the Stipulated Award. 
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SPM Aom:NI)UM TO KKNTUCKY JOINDER AGREEMENT 

1. Pursuant to ~'III'""grnph 1 of the letter to which this SPM Addendum is attached, 
and subject to oonfilmation by the Independent Auditor under the procedu= se:! out in MSA § 
XI(d) that each of the below listed amounts are IICCUIlItc !IIld com:ct, eacll SPM shall receive the 
following amounts under doosc (a) and dause (1)) of Paragraph I and in total from Kc:ntucky 
pursuant to the settlement; 

2. (a) It is recognized that the fuUowiug amounts under Paragraph 1 (netof 
reimbursement paid urulertbe Agreement Regarding Arbitralion) ~ ooufern:d un the SPMs by 
mcan~ of offiets andfOJ releases from the Disputed Payments Aooount{" DPA,,) in connection 
with the April 15, 2014 MSA p!l.)'Illent and subsequent relel!.SeS from the DPA; 

'PM 
Commonwealth B 
Monte paz 

In,_ 
Amount Alread Received SPM 

2,497,222.17 
899.20 

• 
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, Daughters & Ryan, Inc. 1,616.60 

Farmers Tobacco Co. $124,821.192 

House of Prince AlS 374,086.703 

Japan Tobacco International U.S.A., Inc. 73,574.59 

King Maker Marketing, Inc. . 107,330.83 

Kretek International 10,120.34 

Lane Limited 0.00 

Liggett Group LLC 775,928.09 

Lignum-2, Inc. 0.00 

Peter Stokkebye Tobaksfabrik AlS 28,199.21 

Premier Manufacturing, Inc. 0.00 
P.T. Djarum 36,241.69 

Reemtsma Cigarettenfacbriken Gmbh 0.00 

Santa Fe Natural Tobacco Coml~any, Inc. 150,149.99 

Shennan 1400 Broadway N.Y.C., Inc. 11,629.26 
TABESA 0.00 
Top Tobacco, L.P. 109,543.51 
U.S. Flue-Cured Tobacco Growers, Inc. 0.00 
Vector Tobacco Inc. 0.00 
Von Eicken Group 1,394.29 
Wind River Tobacco Company, LLC 0.00 

Tntal 4,3U2,757.67 

(b) Accordingly, subject to confirmation by the Independent Auditor under the 
procedures set out in MSA § XI( d) that each of the below listed amounts are accurate and 
correct, the remaining amounts under Paragraph 1 will be conferred on the SPMs in the manner 
provided in Appendix A and the SPM Addendum (along with Exhibit A thereto) to the Term 
Sheet and the SPM Appendix to the Stipulated Award with the following modifications: 

(i) Each SPM will retain the amount already received in Paragraph 2(a), except that the 
credit of $374,086.70 that remains for House of Prince to carry forward or transfer with 
respect to Kentucky shall be reduced by $70,052.32 to reflect House of Prince's total 
settlement amount of $304,034.3 8; 

(ii) The following SPMs will receive a credit against the MSA annual payment due to 
Kentucky on April 15, 2015 in the amount set out below (plus interest at the Prime Rate 
calculated from April 15, 2014), with the provisions in Appendix A and the SPM 

2 Represents interest amounts taken as an offset against April 2014 payment. See also Paragraph 2(b)(v). 

3 House of Prince's 2003 NPM Adjustment credit was not used against a payment or transferred, so remams 
available for carry forward and/or transfer. 
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Addendum (along with Exhibit A thereto) to the Term Sheet and the SPM Appendix to 
the Stipulated Award regarding carry forward and/or transfer of SPM credits governing 
as applicable: 

SPM Credit Amount 
Commonwealth Brands, Inc. 2,010,256.14 

Monte Paz 6,944.62 

Daughters & Ryan, Inc. 2,324.82 

Farmers Tobacco Co. 0.00 

House of Prince A/S 0.00 

Japan Tobacco International U.S.A., Inc. 55,939.12 

King Maker Marketing, Inc. 50,282.25 

Kretek International 8,801.92 

Lane Limited 14,366.16 
Liggett Group LLC 0.00 
Lignum-2, Inc. 61,474.64 
Peter Stokkebye Tobaksfabrik A/S 6,326.29 
Premier Manufacturing, Inc. 64,320.57 
P.T. Djarum 32,510.74 
Reemtsma Cigarettenfacbriken Gmbh 3.01 
Santa Fe Natural Tobacco Company, Inc. 7,995.67 
Sherman 1400 Broadway N.Y.C., Inc. 8,756.39 
TABESA 26,552.99 
Top Tobacco, L.P. 104,834.84 
U.S. Flue-Cured Tobacco Growers, Inc. 34,653.76 
Vector Tobacco Inc. 0.00 
Von Eicken Group 935.34 
Wind River Tobacco Company, LLC 1,817.83 

Total 2,499,097.10 

(iii) Santa Fe Natural Tobacco Company, Inc. will receive the percentage reductions as to 
Kentucky under Paragraph 4(iii) of the SPM Addendum to the Term Sheet in connection 
with the annual payments under Section IX(c)(l) of the MSA due in each of April 2015-
2017 (with the interest on such reductions specified in Paragraph 3(A)(ii) of Appendix A 
to the Term Sheet calculated from April 15, 2014); 

(iv) Kentucky's Allocable Share of the amount that Liggett Group LLC ("Liggett") and 
Vector Tobacco Inc. (Vector Tobacco") withheld with respect to the NPM Adjustments 
in various years from 2004-2010 is larger than the remaining amount these companies are 
to receive under the settlement for the NPM Adjustment claims for 2003-2012 and the 
Transition Year credit for 2013 after the offset they received as described in Paragraph 
2(a) above. Accordingly Liggett and Vector will receive no credit against their MSA 
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Addendum (along with Exhibit A thereto) to the Term Sheet ani! the SPM Appendix to 
the Stipulated Award regarding carry forward and/or tran:sfer ofSPM eredits governing 
as applicable: 

(iii) SlIIltft Fe Natw'al Tobacco Comp8lly, Inc. will ro:ceive the percentage reductions &'l to 
Kentudy uruier P!ltagraph 4(iii) of the Sl'M Aililendum to the Term Sheet in c=1ion 
with the annual payments lIIliIer Section IX(c)(l) of the MSA due in each of Apri1201S-
2017 (with the interest on such rcdlx.1ions specified in Paragraph 3(A)(ii) of Appendix A 
to the Term Sheetcalrulated from April 15, 2014); 

(iv) Kentucky's AlIOCIIhlc Shan: of the IIllOWlt that liggett Group LLC (,'Liggett") IIIliI 
Vector Tobacco Inc. (VectorTobal='? withheld with!CSpe(:t to the NPM Adjustments 
in VariOIlS yem from 2004-201 0 is larger than the remaining amount these oompllllies are 
to receive WIder the setUement for the NPM Adjll!ltment claims for 2003-20J2 and the 
Tran:sition Year credit for 2013 afu:r!be otli;et they received as described in Paragraph 
2(11) above. Accordingly Liggcttand Vector will rcc'cive no credit against their MSA 
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payments from the settlement as it relates to the NPM Adjustment claims for 2003-2012 
and the Transition Year credit for 2013 and instead will receive those remaining benefits 
of the settlement and address previously withheld amounts for the 2004-2010 adjustments 
as follows: No later than April 15, 2015, each of those companies will pay to Kentucky 
the excess of (a) $44,098,631 (for Liggett) or $2,624,630 (for Vector Tobacco) multiplied 
by Kentucky's Allocable Share over (b) the remaining amount to which that company is 
entitled under this settlement for the NPM Adjustments for 2003-12 ($592, 811.17 for 
Liggett and $33,023.69 for Vector Tobacco) and the amount to which that company is 
entitled under this settlement for the Transition Year credit for 2013 ($58,831.89 for 
Liggett and $4,610.61 for Vector Tobacco); plus (c) 12.8090288% of $27,185,288 (for 
Liggett) or $1,834,639 (for Vector Tobacco) multiplied by Kentucky's Allocable Share. 
That payment amount shall be $152,096.62 for Liggett and $10,485.42 for Vector 
Tobacco. Following these payments, the amount Liggett and Vector Tobacco have 
withheld with respect to NPM Adjustments shall be reduced by $44,098,631 (for Liggett) 
and $2,624,630 (for Vector Tobacco) multiplied by Kentucky's Allocable Share, plus the 
amount of all accrued interest on those amounts, reflecting the settlement between 
Liggett and Vector Tobacco and Kentucky with respect to Liggett and Vector Tobacco's 
claims for the NPM Adjustment. 

(v) Farmers Tobacco Company of Cynthiana, Inc. ("Farmers") withheld money with 
respect to the NPM Adjustments from 2003 through 2009 from its April 15, 2011 MSA 
payment and also with respect to the NPM Adjustments from 2010 to 2012 from its April 
15, 2013 MSA payment but only on the allocable shares of the Initial Non-Signatory 
States. Kentucky's Allocable Share of the amount that Farmers withheld with respect to 
the NPM Adjustments is larger than the amount Farmers is to receive under the 
settlement for the NPM Adjustment claims for 2003-2012 as described in Paragraph 2(a) 
above and the Transition Year credit for 2013. Accordingly Farmers will receive no 
credit against its MSA payment from the settlement as it relates to the NPM Adjustment 
claims for 2003-2012 or the Transition Year credit for 2013 and instead will receive these 
benefits of the settlement and address previously withheld amounts as follows: 4 

(A) 2003 NPM Adjustment: Non-Signatory States' Allocable Share of 
2003 NPM Adjustment of$2,257,291.41 plus interest from April 15, 2004 
to April 15, 2011 of $1,040,385.27 ($3,297,676. 68) multiplied by 
Kentucky's allocable share pursuant to the Final Awards of 11.9975934% 
($395,641.76) multiplied by 65% ($257,167.15); less Kentucky's 
allocable share (11.9975934%) of interest of $1,040,3 85.27 
($124,821.17); less Kentucky's post-judgment portion of the 2003 NPM 
Adjustment amount withheld by Farmers of$4,185,243.25 ($270,820.59), 
subtotal of -$138,474.62; 

(B) 2004-2012 NPM Adjustment [IX(c)(J)]: Kentucky's Allocable Share 
of2004-2012 NPM Adjustment of $21,391,708.30 [IX(c)(l)] multiplied 
by Kentucky's allocable share of 1.7611586% ($376,741.91) multiplied 

4 
The parties agree that Farmers Tobacco's payment obligatfon to Kentucky under the Agreement Regarding 

Arbitration is satisfied with the payment described herein. 
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payments from the settlement as it relates to the NPM Adjustment claims for 2003-2012 
and the Transition Year credit for 2013 and instead will receive those remaining benefits 
of the settlement and address previously withheld amounts for the 2004-2010 adjustments 
as follows: No later than April 15, 2015, each of those companies will pay to Kentucky 
the excess of (a) $44,098,631 (for Liggett) or $2,624,630 (for Vector Tobacco) multiplied 
by Kentucky's Allocable Share over (b) the remaining amount to which that company is 
entitled under this settlement for the NPM Adjustments for 2003-12 ($592,811.17 for 
Liggett and $33,023.69 for Vector Tobacco) and the amountto which that company is 
entitled under this settlement for the Transition Year credit for 2013 ($58,831.89 for 
Liggett and $4,610.61 for Vector Tobacco); plus (c) 12.8090288% of$27,185,288 (for 
Liggett) or $1,834,639 (for Vector Tobacco) multiplied by Kentucky'S Allocable Share. 
That payment amount shall be $152,096.62 for Liggett and $10,485.42 for Vector 
Tobacco. Following these payments, the amount Liggett and Vector Tobacco have 
withheld with respect to NPM Adjustments shall be reduced by $44,098,631 (for Liggett) 
and $2,624,630 (for Vector Tobacco) multiplied by Kentucky's Allocable Share, plus the 
amount of all accrued interest on those amounts, reflecting the settlement between 
Liggett and Vector Tobacco and Kentucky with respect to Liggett and Vector Tobacco's 
claims for the NPM Adjustment. 

(v) Farmers Tobacco Company of Cynthiana, Inc. ("Farmers") withheld money with 
respect to the NPM Adjustments from 2003 through 2009 from its April 15, 2011 MSA 
payment and also with respect to the NPM Adjustments from 2010 to 2012 from its April 
15,2013 MSA payment but only on the allocable shares of the Initial Non-Signatory 
States. Kentucky'S Allocable Share of the amount that Farmers withheld with respect to 
the NPM Adjustments is larger than the amount Farmers is to receive under the 
settlement for the NPM Adjustment claims for 2003-2012 as described in Paragraph 2(a) 
above and the Transition Year credit for 2013. Accordingly Farmers will receive no 
credit against its MSA payment from the settlement as it relates to the NPM Adjustment 
claims for 2003-2012 or the Transition Year credit for 2013 and instead will receive these 
benefits of the settlement and address previously withheld amounts as follows: 4 

(A) 2003 NPM Adjustment: Non-Signatory States' Allocable Share of 
2003 NPM Adjustment of $2,257,291.41 plus interest from April15, 2004 
to Apri115, 2011 of $1,040,385.27 ($3,297,676.68) multiplied by 
Kentucky's allocable share pursuant to the Final Awards of 11.9975934% 
($395,641.76) mUltiplied by 65% ($257,167.15); less Kentucky's 
allocable share (11.9975934%) of interest of$1,040,385.27 
($124,821.17); less Kentucky's post-judgment portion of the 2003 NPM 
Adjustment amount withheld by Farmers of$4,185,243.25 ($270,820.59), 
subtotal of -$138,474.62; 

(B) 2004-2012 NPM Adjustment [IX(c)(1)]: Kentucky's Allocable Share 
of2004-2012 NPM Adjustment of$21,391,708.30 [JX(c)(1)] multiplied 
by Kentucky's allocable share of 1.7611586% ($376,741.91) multiplied 

4 The parties agree that Farmers Tobacco's payment obligaHon to Kentucky under the Agreement Regarding 
Arbitration is satisfied with the payment described herein. 
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House of Prince A/S 0.00 

Japan Tobacco International U.S.A., Inc. 5,231.51 

King Maker Marketing, Inc. 1,310.83 

Kretek International 59.12 

Lane Limited 1,028.26 5 

Liggett Group LLC 58,831.89 

Lignum-2, Inc. 6,261.64 
Peter Stokkebye Tobaksfabrik A/S 152.94 
Premier Manufacturing, Inc. 795.20 
P.T. Djarum 0.00 
Reemtsma Cigarettenfacbriken Gmbh 0.00 
Santa Fe Natural Tobacco Company, Inc. 51,546.60 

Sherman 1400 BroadwayN.Y.C., Inc. 522.50 
.TABESA 876.81 
Top Tobacco, L.P. 0.00 
U.S. Flue-Cured Tobacco Growers, Inc. 2,412.67 
Vector Tobacco Inc. 4,610.61 
Von Eicken Group 9.53 
Wind River Tobacco Company, LLC 68.65 

Total 219,631.53 

5. If the condition regarding a different method of reduction with respect to 
Kentucky's settlement set forth in Paragraph 7 of the letter to which this SPM Addendum is 
attached applies with respect to the OPMs, Kentucky will also pay to each SPM an amount equal 
to the lesser of (A) 50% of the additional reduction in the 2004 NPM Adjustment (plus 50% of 
the additional reduction of interest and earnings) produced by application of such different 
method ofreduction with respect to Kentucky's settlement; or (B) the amount set forth below: 

SPM Potential Amount Owed to SPM 
Commonwealth Brands, Inc. 1,135,973.46 
Monte Paz 409.04 
Daughters & Ryan, Inc. 735.38 
Farmers Tobacco Co. 143,980.31 
House of Prince A/S 170,170.11 
Japan Tobacco International U.S.A., Inc. 33,468.70 
King Maker Marketing, Inc. 48,824.24 
Kretek International 4,451.24 
Lane Limited 0.00 

5 
Lane is also entitled to $1,613.81 in Transition Year Credit as included in the OPM Transition Year credit total in 

Paragraph 4 of the letter to which this SPM Addendum is attached. 
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5. If the coodition regarding II. dilThrent method of n:ductioll with respect 10 
Kentucky's settlement set fiIth in Psrngmph 7 of the letter to which this SPM Addendum is 
attHcbcd applies with respect to the OPMs, Kentucky will aloo pay to eoch SPM IIJl amount equal 
to the lesser of (A) 50'10 of the additional ~ction iII the 2004 NPM Adjustment (plWl 51)0/0 of 
the additional reduction of interest and earnings) produced by application of such different 
method of redoction with respect to Kentucky's settlement; Or (8) the amount set forth below: 

• Lane i. &Iso ... tilled to S 1,613.11 ill Tr..mtion Y _ Ct6dil .. iDcludM in lIIe OPt.{ Tranritioo Yell" aediltQU.I ill 
P~. oftht ktlerto which t/ti! SPM ... ddmdum i. IIt:!<:bod. 
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EXHIBITI

OREGON JOINDER LETTER

Signatory State Date of Sign-On

Oregon April 5, 2017
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ELLEN F. ROSENBLUM 
ATTORNEY GENERAL 

DEPARTMENT OF JUSTICE 

Via Email and U.S. Mail 

Jeffrey M. Wintner 
Wachtell, Lipton, Rosen & Katz 
51 West 52nd Street 
New York, NY 10019 

Elizabeth B. McCallum 
BakerHostetler 
1050 Connecticut Ave., NW 
Suite 1100 
Washington, DC 20036-5403 

Elli Leibenstein 
Greenberg Traurig, LLP 
77 West Wacker Drive, Suite 3100 
Chicago, IL 60601 

Justice Building 

1162 Court Street NE 

Salem, Oregon 97301-4096 

Telephone: (503) 378-6002 

April OS, 2017 

Re: In The 2004 NPM Adjustment Proceedings 
State of Oregon v. Philip Morris Inc., et al. 
Multnomah County Circuit Court Case No. 9706-04457 

Dear Jeff, Beth and Elli: 

FREDERICK M. BOSS 
DEPUTY ATTORNEY GENERAL 

This will confirm that the State of Oregon and the listed Participating Manufacturers (the 
"PMs") have agreed to settle the NPM Adjustment disputes for MSA years 2004 through 2015 
inclusive. The terms of the settlement are those set forth in the November 14,2012 Term Sheet 
for settlement ofNPM Adjustment disputes ("Term Sheet"), with the modifications as stated in 
Jeff Wintner's letter to Lisa Udland of March 20,2017 (attached as Exhibit 1 to this letter). 
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Jeffrey M. Wintner 
Elizabeth B. McCallum 
Elli Leibenstein 
April 5,2017 
Page 2 

As used in this letter, the listed PMs include the PMs listed in footnote 4 of the March 12, 
2013 Stipulated Partial Settlement and Award, except for Farmer's Tobacco Co. of Cynthiana, 
Inc., and Wind River Tobacco Company, which the parties anticipate may join the settlement 
later, and also include Tabacalera Del Esta S/A (TABESA), and U.S. Flue Cured Tobacco 
Growers, Inc. 

Except as set forth in Exhibit 1, the provisions of the Term Sheet will apply to Oregon. 
As a result of Oregon joining the Term Sheet, the listed PMs and Oregon will jointly instruct the 
Independent Auditor to release the amounts currently held in the Disputed Payments Account to 
Oregon on Apri119, 2017, pursuant to the Term Sheet and Exhibit 1. 

All capitalized terms not otherwise defined herein have the meaning given to those terms 
in the MSA, the Term Sheet or the Stipulated Award. 

attachment 
8162723 

Sincerely, 

t~ 1M fl:,.,---
FREDERICK M. BOSS 
Deputy Attorney General 
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WACHTELL, LIPTON, ROSEN & KATZ 

MARTIN LIPTON 
HERBERT M. WACHTELL 
PAUL VIZCARRONDO, .JR. 
PET£:R C, HEIN 
HAI'{OLD S. NOVIKOFF 
THEODORE N. MIRVls 
EDWARD D. HERLIHY 
DANIELA. NEFF 
ANDREW R. BROWNSTEIN 
MAftC WoLINSKY' 
STEVEN A. ROSENBLUM 
.JOHN F. SAVARESE" 
SCOTT K. CHARLES 
.JODI .J. SCHWARTZ 
ADAM o. EMMERICH 
GEORGE T. CONWAY III 
RALPH M. LEVENE 
RICHARD G. MASON 
MICHAEL.J. SEGAL 
DAVJD M. SILK 
ROBIN PANOVKA 

DAVID A. KATZ 
ILtNE KNABLE GOTTS 
JEFFREY M. WINTNER 
TREVOR S. NORWITZ 
BEN M. Gl:RMANA 
ANDREW.J. NUSSBAUM 
RACH ELLE SILVERBERG 
STEVEN A. COHEN 
DEBORAH L. PAUL 
DAVID C. KARP 
RICHARD K. KIM 
.JOSHUA R. CAM MAKER 
MARK GORDON 
.JoSEpH D. LARSON 
LAWRENCE S. MAKOW 
.JEANNEMARIE O'BRIEN 
WAYNE M. CARLIN 
STEPHEN R. DIPRIMA 
NICHOLAS G. DEMMO 
IGOR KtRMAN 
.JONATHAN M. MOSES 

Via Electronic Mail 

Lisa M. Udland 
Chief Counsel 
Civil Enforcement Division 
Oregon Department of Justice 
1162 Court st. NE 
Salem, OR 97301-4096 
Lisa.udland@doj.state.or.us 

51 WEST 52ND STREET 

NEW YORK, N.Y. 10019-6150 

TELEPHONE: (212) 403-1000 

FACSIMILE: (212) 403-2000 

GEORGE A. KATZ (less-lsBS) 

.JAMES H. FOGELSON 0967-1991) 

LEONARD M. }lOSEN (1965·2.014) 

OF COUNSEL 

WILLIAM T. ALLtN 
MARTIN .J.E, ARMS 
MICHAEL H. BYOWITZ 
PETER O. CANELLOS 
DAVID M. EINHORN 
KENNETH B. FORREST 
THEODORE GEWERTZ 
OAVID GRUENSTEIN 
RlcHAI'{O D. KATCHER 
MEYER G. KoPLOW 
DOUGLAS K. MAYER 

DAVlD S. NEILL 
BERNARD W. NUSSBAUM 
LAWRENCE B. PEDoWITZ 
ERIC S. ROBINSON 
PATRICIA A. ROBINSON· 
ERtc M. ROTH 
PAUL K. ROWE 
DAVID A. SCHWARTZ 
MICHAEL w. SCHWARIZ 
STEPHANIE.J. SELIGMAN 
ELUOTT V. STEIN 

ROBERT B. MAZUR WARREN R. STERN 
MARSHALL L. MILLER PATRICIA A. VLAHAKIS 
PHILIp MINDUN ANTE VUCIC 
ROBERT M. MORGENTHAU AMY R. WOLF 
DAVID t-i. MURPHY 

+ ADMITTED IN THE OISTRICT OF COLUMBIA 

COUNSEL 

DAVID M. ADLERSTEIN 
AMANDA K. ALLEXoN 
LoUIS.J. BARASH 
FRANCO CASTELLI 
DIANNA CHEN 
ANDREW .J.H. CHEUNG 
PAMELA £HRENKRANz 
UMUT ERGUN 
KATHRYN GETTLES-ATWA 
ADAM M. GOGoLAK 

PAULA N. GORDON 
NANCY B. GREENBAUM 
MARK A. KOENIG 
LAUREN M. KOPKE 
.J. AUSTIN LYONS 
Al.lciA c. McCARTHY 
S. CHRISTOPHER 5ZCZERBAN 
.JEFF"REY A. WA"rIKER 
AUSTIN I. WITT 

March 20,2017 

Re: Oregon potential joinder 

Dear Lisa: 

T. l:IKO STANGE 
.JOHN F. LYNCH 
WJLlIAM SAVITT 
ERIC M. ROSOF 
GREGORY E. OSTLING 
DAVID a. ANDERS 
ANDRE:A K. WAHLOUIST 
ADAM .J. SHAPIRO 
NELSON o. F'lITS 
.JOSH UA M. HOLM ES 
DAVID E. SHAPIRO 
DAMIAN G. DIDOi=;N 
IAN BOCZKO 
MATTHEW M. GUEST 
DAVID E. KAHAN 
DAVID K. LAM 
BEN.JAMI N M. ROTH 
.JoSHUA A. FELTMAN 
ELAINE P. GOLIN 
EMIL A. KLEINHAUS 
KARESSA L. CAIN 

RONALD C. CHEN 
GOI'{DoN S. MOODIE 
DONaJU SONa 
SMoLEY R. WILSON 
GRAHAt-i W. MELI 
GREGORY E. PESSIN 
CAI'{RrE !-t. REILLY 
MARK F. VEBL.EN 
VICTOR GOl,DFEl.O 
EDWARD .J. LEE 
BRANDON c. PRICE 
KEVIN S. SCHWARTZ 
MICHAEL S. BENN 
9ABASTiAN V. NILES 
ALISON ZI ESKE PREISS 
TIJANA.J. DVORNlC 
.JENNA E. LEVINE 
RYAN A. M toLEOD 

Per your request, this will summarize the terms that Oregon and the PMs have discussed 
on which Oregon would join the November 14, 2012 Tenn Sheet for settlement ofNPM 
Adjustment disputes ("Term Sheet") before the April 17, 2017 MSA Payment Due Date. Oregon 
would join the TelID Sheet on the conditions set forth below. Except as set forth below, the 
provisions of the Tenn Sheet would apply to Oregon. 

(1) Oregon would be given the applicable settlement value percentage under 
Paragraph 2(A) of Appendix A to the Term Sheet (46%) and not the increased settlement value 
percentage that would otherwise apply under Paragraph 2(B) of that Appendix for Settling States 
that sign the Term Sheet after the initial sign-on date. 
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WACHTELL, LIPTON, ROSEN & KATZ 

Lisa M. Udland 
March 20, 2017 
Page 2 

(2) Oregon would not pay any amount for 2003. 

(3) For the 20I3~2014 transition years, in lieu of the amounts set forth in Section II.C 
of the Term Sheet, the PMs would receive 46% of Oregon's Allocable Share (as defined in the 
MSA) of the 2013-2014 NPM Adjustments. The amount due to the OPMs under this paragraph 
would be paid as follows: 50% as a credit against the OPMs' MSA annual payment due on April 
17,2017; and the remainder through reductions in the OPMs' annual MSA payments due in 
April 2018-2021, plus interest on the amount of each reduction at the Prime Rate calculated from 
April 17, 2017, in the maimer described in Paragraph 3 of Appendix A to the Term Sheet. 

(4) For 2015, in lieu of the 2015 NPM Adjustment (and application of and potential 
amounts under Section lIte of the Term Sheet), the PMs would receive 25% of Oregon's 
Allocable Share (as defined in the MSA) of the 2015 NPM Adjustment (and application of and 
potential amounts under Section n.B of the Term Sheet), The amount due to a PM under this 
paragraph would be paid, at that PM's election, as a credit against that PM's MSA almual 
payment due on April 17,2017 or MSA annual payment due on April 16,2018. 

(5) The OPMs confirm that, based on the Independent Auditor's February 3,2017 
summary of amounts in the Disputed Payments Account as of April 19, 2016, they understand 
that Oregon's share of principal amounts in the DPA on account ofthe OPMs' 2004~2013 NPM 
Adjustments is $78,714,010.15, and that this principal amount (plus associated earnings), would 
be released to Oregon as provided in the Term Sheet, subject to the Independent Auditor (i) 
confirming the above amount and (ii) acting in conformity with the Term Sheet.. 

As used herein, "PMs" includes the Paliicipating Manufacturers listed in footnote 4 of the 
March 12,2013 Stipulated Partial Settlement and Award! (except for Farmer's Tobacco Co. of 
Cynthiana, Inc., which the palties anticipate may join the settlement later), as well as Tabacalera 
Del Esta S/A (TABESA), U.S. Flue Cured Tobacco Growers, Inc., and possibly Wind River 
Tobacco Company LLC, which also may join the settlement later. This summary itself is not a 
binding document; Oregon'sjoindel' in the Term Sheet would be effected through a joinder letter 
reflecting the terms and conditions set forth above. 

cc: Elli Leibenstein 
Elizabeth McCallum 

Sincerely. vV'~ 

11:1intner 

I Two PMs listed in footnote 4 have changed their names. Lignum-2, Inc. is now ITO Brands, LLC, Sherman 
1400 Broadway N.Y.C., Inc. is now Sherman ]400 Broadway N.Y.C., LLC. Ex. 1 - Boss Letter 

Page 2 of2 
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EXHIBIT J

RHODE ISLAND JOINDER LETTER

Signatory State Date of Sign-On

Rhode Island March 24, 2017

;ttau of R~obe j!jlanb anb llrobibmct ~14ntalions: 

DEPARTMENT OF AlTQRNEY GENERAL 
15{l Sooth Main Street· Providence. RI 02903 

(401) 274-4400 -lDD (401) 4~3-0410 

March 24, 2017 
Peter F. Kjlmartfn. Attorney General 

Via Eltetronie a nd U.S. Mail 

Jeffrey M. Winlner 
Wachtell, Lipton, Rosen & KlItz 
~I West52nd Stroct 
New York, NY 10019 
jmwintner@wltk.com 

AlexllOder Shaknes 
Arnold &:. Porter Kaye Scholer Lll' 
250 West 55th Street 
New York, NY 10019 
alex.shaknes@apbcom 

Elli I.eibenstein 
Greenberg Traurig LLP 
77 west Wacker Drive, Suite 3100 
Chicago,IL 60601 
leibensteine@gtla.w.com 

Elizabeth B, McCallum 
Baker Hostetler LIl' 
1050 CollIlCCticut Avenue, N.W. 
Washington, DC 20036 
emccallum@bakerlll.w.oom 

Re: Term Sheet for Settlement ofNPM AdjlllltmentDisputes 

Oem: Counsel: 

I am authorized by the State of Rhode I~19lld to ~e to Rhode lsland'sjoinder in the 
November 14, 2012 Term Sheet for settlement ofNPM Adjustment dispUies ('"Term Sheet,,) on 
the terms and conditions set forth in the letter from Jeffrey M. Wintner dated September 14, 2016 
(the "Letter'? attached hereto. Rhode lsland' s joindcrwill be effective upon written approval of 
the foregoing on bchalflhe PMs listed in the Letter (other than FlU1Iler's Tobacco Co. ofCynIhi
ana, Inc., which may indicate its participation later). 

Peter F. Kilmartin 
Attorney General 
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CONllIDF.NTIAl, 
SElTJ..EI\OI:NT DISCUSSIONS 

WACHTIi:LL, LIPTON, RO,""N .... KATZ 

Mmia ConrcIo-I.en::t 
Oftioo "fthe AUomey GmcraJ 
State nfRhoo.ie IsIaId 
150 SNhMoin Street 
P.tovidft=, RI CI2903 
Mad. I 9g@rj1Krjgoy 

., WUT .~~D .T~UT 

,,"'" y,, ~ ~, N.". ,~~ I.·.'." 
n:LE~"'ON~' ,.,~) ""~_I""" 

~AeSIl"L.' '.]0) """ .• """ 

September 1", 2016 

Per ""'" rcquestfur use In obtaining Int=lal approvab, this wlll.tll<tmlrize the tuw.s 
Ihtt Rhode Island and the l'MI have diswJJsod WI which Rhode IoIODd -wouldjola the November 
1".2012 Term Sllt:el fO( • ..uJ...,0IlI: ofNPM A<ljustInenI diJpu!c.o C'Tmn Sheet'"}. Rhode Island 
wouldjoin tk Term S.lloet 00. tho oonditions ...t furtb. bel"". Ibceept &:I :set fodh below, the 
pmvisiOlll ufthe Tnm Sh<rl would 8pp1y to RhOOe ItIomd. ~ 

(1) Rb.odo r.ll1)i<\ would bo gi""" the.opplicable ..,wemcnt...toe pettelllage lII!der 
P ... -.pph 2(A) ofAppmdix A to the Term Sheet (46%) mIIOt tbe In=:est.d oottl.=a: vQllI' 
~e"!hat would odwwiso apply I.I!II.l« PIII:Ilgnph 2(B) ofthn APPI'D'lix for SettIiDg State. 
that sign 1m. T""" Sheet lifter thJl initi..r dgn-on date. 
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CONFIDENTIAL 
S£TIl,EMENT DISCUSSIONS 

Maria eon.:...: 
Sept=b<:r 1-4,2016 
Pili" 2 • 

(2) BeC&U!le Rh.cde bland's diligent ~ fur 200) "... UDCOIItuted, unda 
S«:tion LB Qfthf> Term SMet, Rhode IsJ..ind WQIlId notpay ."", omoun!:!Dr lOO3. 

(3) FOT the 2013-201" transition yean, in lieu of the lOlDOurna set furth in SllOtion ILC 
<1fu", Tam Sheet, !he I~ PMlI would r-'Ye "6% of Rhoda foland'. Allocable Shale (u 
defuxd in the MSA) of tbe 2013-2014 NPM Adjustmenu. The 1ImOIlIl! due: to tile OPM. undftt 
thi~ porqnph would bf, poW! II fullaw. : 51N .. a =dit api,,'''' the OPM.' MSA orm...t 
paymOlJI due Ill!. Aprill7, 2017; IIIld 1be rcmlindecthrough m;\uctiOJ>l iD.1he OPMI' 0lIIllJIl MBA 
pa)'IPC'ltll dut: in April2018-'l1Yll, p1lll inn=st on me ara.ount of eat.h wlucti<m -t the Prime 
Rate ceIeulated from Aprill7. 2017, in the = de..crlbcd ln1'aragraph 3 of Appendix A to 
tho T«Dl Sheet 

(4) ThoPMs"M:lUld.tp>Othatthe May24. 2013 ktIcr~ benriD 
would apply to Rhodo bland u well. . 

Millo:! h=On, "PMI" incllldm !he Porticiplltina: Mmuactur.n lilted in (00_" of tile 
March. 12, 2013 SIipula!edPattial Sellk""",lmdAwmi' (=:cptforFmner'1 Too.coo Co. of 
Cynthima, Ino., which !lie pIIrti ... lIllIicipatc may join !be :settl"",,,,,-t JIIter), U wcl1 u Tohacftl_ 
Del &as/A (TABESA) mil. U.S. Flue Cunod Tob..,,,, Oro_n,.Inc. This I!IDlnlOly itse.1fi.not 
a bi!Jlling doolUll.ellt; ~ Islltld'. joinder in the Te:rm Sbeet would be e1ft>ctod through a 
joinder letter ,eflcctingthe term.o mel cond.iti""" do.ocribed forth obove. 

ec: BIli l.e.Jb.=tein 
EliZllbcth M<lCoJIUIll 
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State could reasonably have known, was de minimis. Ihat fact will be relevant to the diligent 
enforcement determination as to _ with respect to the year in which the escrow on 
those cigarettes was due. The PMs agree that the foregoing clarification will bc reflected in the 
final settlement agreement. 

cc: EHi Leibenstein 
Charles Coble 
Roberl.J. Brookhiser 
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EXHIBIT K

OPTIONAL “DE MINIMIS” AGREEMENT

The PMs and the Signatory State agree that, if the number of FET-paid NPM Cigarettes

sold in the State on which escrow was not deposited, but about which the arbitrators determine

the State could reasonably have known, was de minimis, that fact will be relevant to the diligent

enforcement determination as to the State with respect to the year in which the escrow on those

Cigarettes was due.

L-1

EXHIBIT L

OKLAHOMA SIDE LETTER

Signatory State Date of Sign-On

Oklahoma April 12, 2013
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JONES DAY 

17 WEST WACKER' CHICAGO. ILUNOIS 60601,1692 

TELEPHONE: +1,312,782,3939 • FACSIMILE: +1 ,312.782,8See 

JPOl5026 
629000-605003 

Tom Bates 
First Assistant Attorney General 
State of Oklahoma 
3 13 NE 21 st Street 
Oklahoma City, OK 73105 

,April 12, 2013 

Direct Number: (312) 269-4368 
eleibenstein@jonesday,com 

Re: Side Letter Agreement between the Participating Manufacturers and the State of Oklahoma 

Dear Mr. Bates: 

As we disclissed, the OPMs and Commonwealth Brands, Inc, (collectively, the "PMs") 
agree that, for purposes of clause (ii) of footnote 6 of the Term Sheet, (1) the word "reservation" 
shall also include Indian Country as defined by federal law, and (2) the word "owned" shall 
mean owned by more than 50 percent. All other words and phrases in footnote 6 of the Term 
Sheet rcmain the same. 

In addition, the PMs understand that Oklahoma currently collects tax and escrow on 
NPM sales on or through the tribal reservations by means of compacts. PMs also understand that 
Oklahoma has raised a con'cern about what happens ifone or more ofthcsecompacts are 
rescinded by tribes in the future through no fault of Oklahoma. To address that concern, PMs 
agree that if (i) u compact under which tax and escrow are currently collected on NPM sales is 
rescinded through no fault of Oklahoma and despite Oklahoma's best efforts to avoid that result 
and (ii) tax is no longer eollectcd on those NPM sales, then the fact that the compact was 
rescinded will be relevant to the diligent enforcement detc'rmination for a period of twelve (12) 
months rollowing the rescission. 

{jr;;~~ 
Elli Lelbcnstein 

('I tl-1886426vl 

AI_KHOBAR • ATl.ANTA • Ba:IJING • BOSTON • BRUSSELS • CHICAGO • CLa:VELANO • COLUMBUS • DALl.AS • DUBAI 

OOSSELDORF • FRANKFURT • HONG KONG • HOUSTON • IRVINa: • JEDOAH • LONDON • LOS ANGI'LES • MADRIO 

MEXiCO CITY ~ MiLAN • MOSCOW • MUNICH of NEW YO.~K • PARlS • PITTSBURGH • R1YADH • SAN DIEGO 

SAN ~RANCISCO • sAo PAULO • SHANGHAI • SILICON VALLEY • SINGAPORE • SYDNEY • TAIPEI • TOKYO • WASHINGTON 
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EXHIBIT M

APPROVAL OF THE PSS CREDIT AMENDMENT

Signatory State Date of Approval

Alabama October 30, 2008

Arizona November 17, 2008

Arkansas December 9, 2008

Connecticut October 31, 2008

D.C. November 20, 2008

Georgia November 13, 2008

Indiana November 24, 2008

Kansas November 12, 2008

Kentucky November 13, 2008

Michigan November 13, 2008

Nebraska November 13, 2008

Nevada October 30, 2008

New Hampshire October 30, 2008

North Carolina October 31, 2008

Oklahoma November 6, 2008

Oregon November 12, 2008

Rhode Island February 11, 2009

South Carolina June 20, 2013

Tennessee October 30, 2008

West Virginia January 29, 2009

Wyoming November 20, 2008

Puerto Rico December 22, 2008
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EXHIBIT N

DATA CLEARINGHOUSE FUND PROTOCOL

The Data Clearinghouse Fund (“Fund”) is established by the Attorneys General of the
2016 Signatory States and those Settling States that are Subsequent-Joining Signatory States as
of the Effective Date, in cooperation with NAAG, pursuant to subsections IV.A.4 and IV.C.2 of
the Settlement Agreement. The following shall be the primary and mandatory protocol for the
administration of the Fund.

1. Upon the establishment of the Fund, the Signatory States shall jointly
instruct the Independent Auditor to disburse any monies previously paid into the
Disputed Payments Account pursuant to sections IV.A.4 and IV.C.2 of the Settlement
Agreement, plus any applicable earnings, to the Fund.

2. The NAAG Executive Committee shall direct the investment of the Fund
consistent with Investment Policy guidelines established for that purpose in consultation
with the Finance and Investment Committee and the NAAG Director of Finance.

3. The NAAG Executive Committee shall authorize disbursements from the
account consistent with the Data Clearinghouse Agreement between Certain Settling
States and NAAG (the “NAAG Data Clearinghouse Agreement”), as that Agreement may
be executed and amended.

4. The NAAG Executive Committee shall annually report to the Attorneys
General of the Signatory States on disbursements made from the Fund.

5. No later than February 1st of each year, the NAAG Executive Committee
or its assigns may assess an additional amount that the Committee determines will assure
the stability and liquidity of the Fund until the following year’s Payment Due Date. This
assessment shall be allocated among the Signatory States pro rata in proportion to their
respective Allocable Shares. Absent other arrangement by a Signatory State, each year,
prior to the Payment Due Date, the Signatory States will jointly instruct the Independent
Auditor to withhold each Signatory States’ allocated portion of that year’s assessment,
plus any associated transfer fees, from their respective apportioned Annual Payment
amounts and to transfer the remainder of the assessment to the Fund.

6. If a Signatory State incurs state-specific expenses not otherwise authorized
by the Settlement Agreement, the NAAG Data Clearinghouse Agreement, or this
Protocol, such Signatory State will be responsible for making appropriate arrangements
for any additional payment obligations incurred (see subsections VI.J.3-4).

7. The Signatory States shall be responsible for all expenses associated with
the establishment and operation of the Fund. The NAAG Executive Committee is
authorized by this Protocol to deduct such expenses from the Fund, including for those
expenses incurred by the NAAG Executive Committee or its assigns.

O-1

EXHIBIT O

SIGNATORY STATE REPORTING RULES IN EFFECT AS OF THE EFFECTIVE
DATE

Signatory State SET Deemed Paid

Alabama STAMP APPLIED

Arizona STAMP APPLIED

Arkansas PACKAGE SOLD

California PACKAGE SOLD

Connecticut PACKAGE SOLD

D.C. STAMP APPLIED

Georgia STAMP APPLIED

Indiana STAMP APPLIED

Kansas STAMP APPLIED

Kentucky STAMP APPLIED

Louisiana PACKAGE SOLD

Michigan PACKAGE SOLD

Nebraska PACKAGE SOLD

Nevada STAMP APPLIED

New Hampshire STAMP APPLIED

New Jersey PACKAGE SOLD

North Carolina NO STAMP; PACKAGE
RECEIVED OR PACKAGE SOLD

Oklahoma PACKAGE SOLD

Oregon PACKAGE SOLD

Rhode Island PACKAGE SOLD

South Carolina NO STAMP; PACKAGE
RECEIVED OR PACKAGE SOLD

Tennessee STAMP APPLIED
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Signatory State SET Deemed Paid

Virginia STAMP APPLIED

West Virginia PACKAGE SOLD

Wyoming STAMP APPLIED

Puerto Rico PACKAGE SOLD

P-1

EXHIBIT P

CONFIDENTIALITY AGREEMENT BETWEEN THE PMS
AND THE SIGNATORY STATES
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CONFIDENTIALITY AGREEMENT
AMONG THE SIGNATORY PARTIES TO

THE NPM ADJUSTMENT SETTLEMENT AGREEMENT

This Confidentiality Agreement is entered into by the undersigned PMs and Signatory
States that are signatories to the NPM Adjustment Settlement Agreement (the “Settlement
Agreement”). The PMs and the Signatory States (each, a “Party,” and collectively, the “Parties”)
enter into this agreement to protect from further disclosure any confidential information provided
to the Parties or by the Parties to the Data Clearinghouse pursuant to the Settlement Agreement.

WHEREAS, the Signatory States and the PMs are parties to the Master Settlement
Agreement (or the “MSA”);

WHEREAS, the Signatory States and the PMs have entered into the Settlement
Agreement to resolve certain disputes under the MSA;

WHEREAS, pursuant to the Settlement Agreement, the Parties will provide certain
documents and data to each other and to a Data Clearinghouse selected by the Parties, as
provided in Section VI of the Settlement Agreement;

WHEREAS, Section VI of the Settlement Agreement specifies the information that will
be provided by the Parties to the Data Clearinghouse and to each other, the conditions under
which such information will be provided, the representatives of the Parties that may receive the
information, and the permissible uses (and limitations on use) of the information by the Parties;

WHEREAS, the Parties recognize the highly confidential nature of the information they
are to disclose pursuant to Section VI of the Settlement Agreement and seek to protect it from
further disclosure by entering into this Confidentiality Agreement;

NOW, THEREFORE, THE PARTIES AGREE AS FOLLOWS:

1. The terms and conditions of this Confidentiality Agreement shall be binding upon
the Parties, and it shall govern the use and dissemination of all information, documents, or
materials that are subject to this Agreement.

2. The provisions of Section VI of the Settlement Agreement governing the
disclosure and use of information are incorporated by reference and form an integral part of this
Confidentiality Agreement.

3. The term “Confidential Information” means information, documents, data or other
materials disclosed by a PM or a Signatory State pursuant to subsections VI.E-G of the
Settlement Agreement that the disclosing party reasonably and in good faith believes contain
information that, if disclosed, would cause substantial harm to the competitive position of any
person or business entity; contain trade secrets or other confidential and non-public research,
product development, commercial or financial information; contain non-public personal
information; contain other information for which a good faith claim of the need for protection

P-3

from disclosure can be made under applicable law; and/or contain information the disclosure of
which is restricted by constitution, statute, rule, policy, or common law.

4. The terms information, documents, data or other materials shall include writings,
drawings, graphs, charts, photographs, electronically created data, and other compilations of data
from which information can be obtained or translated.

5. A Party disclosing Confidential Information to the Data Clearinghouse or to
another Party or Parties shall designate such information “Confidential.”

6. Confidential Information may be disclosed only to the Data Clearinghouse and to
those representatives of the Parties specifically identified in, and in compliance with, Section VI
of the Settlement Agreement.

7. The designated counsel for the PMs and the Signatory States shall require each
individual to whom Confidential Information is provided to acknowledge that she/he has read
this Confidentiality Agreement and subsection VI.K of the Settlement Agreement, and agreed to
be bound by their terms. Acknowledgments shall be in writing in the form attached hereto (the
“Confidentiality Acknowledgment”) and shall remain in the custody of the respective Party.

8. If any Party wishes to disclose any Confidential Information to a person not
specifically designated in subsection VI.K of the Settlement Agreement, such Party must request
in writing from the designating Party permission to so disclose. Such permission may be given
or withheld in the sole discretion of the designating Party. If such designating Party does not
permit the proposed disclosure, no such disclosure shall be made. If such designating Party
permits the proposed disclosure, the person to whom Confidential Information is shown must
agree to be bound by the terms of this Confidentiality Agreement by executing the
Confidentiality Acknowledgment.

9. Any person to whom Confidential Information is provided shall use the
Confidential Information only for those purposes specifically provided under section VI of the
Settlement Agreement.

10. Nothing in this Confidentiality Agreement shall preclude a designating Party from
using or disclosing in any way and in its sole discretion its own Confidential Information so
designated by such Party. If a designating Party publicly discloses any Confidential Information
it so designated, that same information will no longer be subject to this Confidentiality
Agreement.

11. The Parties shall maintain Confidential Information such that physical and
electronic access to it is restricted to those individuals identified in paragraph 6 above.
Whenever electronic Confidential Information is copied, all copies shall be marked
“Confidential.”

12. Any summary, compilation, notes, copy, electronic image, or database, or any
other document containing Confidential Information, shall be marked by the person preparing
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the document with the Confidential designation, and the document shall be subject to the terms
of this Agreement to the same extent as the information on which such document is based, from
which it is derived or which it contains.

13. In the event of a public records request, the Signatory State shall notify the
designating Party within five (5) business days and shall cooperate with the designating Party in
taking reasonable steps to protect Confidential Information from public disclosure consistent
with applicable law.

14. If Confidential Information is subject to a subpoena in an arbitration, judicial,
legislative, or administrative proceeding, the subpoenaed Party shall serve and/or file a timely
response objecting to production of Confidential Information consistent with this Agreement and
applicable law. Within five (5) business days of receiving the subpoena, the subpoenaed Party
shall notify the designating Party in writing of the pendency of the subpoena, unless the
subpoena may not be disclosed under applicable law. If the subpoena may not be disclosed
under applicable law, the subpoenaed Party shall file a timely motion in the proceeding to allow
the subpoenaed Party to give notice of the subpoena to the designating Party. The subpoenaed
Party shall cooperate with the designating Party in reasonable steps that the designating Party
may take to protect Confidential Information from production pursuant to the subpoena
consistent with applicable law. If the designating Party seeks an order blocking production of
Confidential Information, the subpoenaed Party shall not voluntarily produce such information
pending final resolution of the designating Party's request.

15. If there is a claimed violation of this Confidentiality Agreement, the Party that
claims the violation may apply to the relevant MSA Court to enforce the terms of this
Confidentiality Agreement.

16. This Confidentiality Agreement shall not preclude the Parties from applying to
the appropriate court or courts for further protective orders.

17. This Confidentiality Agreement shall not be construed as an agreement by any
Party to disclose or provide any document or information other than as required by Section VI of
the Settlement Agreement, or as a waiver by any Party of its right to object to the disclosure of
any document or information other than as required by Section VI of the Settlement Agreement,
or as a waiver of any claim of privilege with regard to the disclosure of any such document or
information.

18. The Parties will jointly ensure that the Data Clearinghouse also enters into a
confidentiality agreement with the Parties that is fully consistent with the provisions of Section
VI of the Settlement Agreement and this Confidentiality Agreement.

19. The obligations imposed by this Confidentiality Agreement shall survive any
determination by the Data Clearinghouse pursuant to Section VI of the Settlement Agreement
and shall remain in effect unless otherwise expressly agreed to in writing by the Parties.

P-5

20. Any dispute with respect to a Signatory State regarding the terms of this
Agreement shall be construed in accordance with the laws of such Signatory State, including but
not limited to those governing the disclosure of public records in response to duly submitted
requests and the laws of such Signatory State regarding the retention of records.

21. All capitalized terms not defined herein shall have the meanings ascribed to them
in the Settlement Agreement.
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NPM ADJUSTMENT SETTLEMENT AGREEMENT

CONFIDENTIALITY ACKNOWLEDGMENT

STATE OF )
)

COUNTY OF )

I, __________________________, being duly sworn on oath, state the following:

1. I have read the Confidentiality Agreement to which this Confidentiality
Acknowledgment is attached and attest to my understanding that my access to information,
documents or other materials designed as “Confidential Information” as a representative or
employee of _____________________________ is subject to the terms and conditions in the
Confidentiality Agreement. I hereby agree to be bound by the terms of the Confidentiality
Agreement and to refrain from using or disclosing to others Confidential Information except in
accordance with the Confidentiality Agreement.

2. I understand that I and the entity I represent or am employed by are subject to all
available judicial remedies for any noncompliance with the Confidentiality Agreement and
hereby submit to the jurisdiction of _______________________________ for the purpose of
enforcement of the Confidentiality Agreement and this Confidentiality Acknowledgment.

Date: ___________, 20__ Signature:

Printed Name:

Subscribed and sworn to before me on _________________, 20__,

Witness my hand and official seal.

Notary Public:

My commission expires: _____________________, 20__.

[THIS PAGE INTENTIONALLY LEFT BLANK] 
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THE STATE 

01ALASKA 
GOVERNOR BILL WALKER 

Department of Law 

CIVIL DIVISION 

March 12, 2018 

1031 West 41h Avenue, Suite 200 

Anchorage, Alaska 99501 

Main: 907-269-5100 

Fax: 907-27 6-3697 

Via Electronic and U.S. Mail 

Jeffrey M. Wintner 
Wachtell, Lipton, Rosen & Katz 
51 West 52nd Street 
New York, NY 10019 

Alexander Shaknes 
Arnold & Porter Kaye Scholer LLP 
250 West 55th Street 
New York, NY 10019 

Elli Leibenstein 
Greenberg Traurig LLP 
77 West Wacker Drive, Suite 3100 
Chicago, IL 60601 

Elizabeth B. McCallum 
Baker Hostetler LLP 
1050 Connecticut Avenue, N.W. 
Washington, DC 20036 

Re: Settlement of NPM Adjustment Disputes 

Dear Counsel: 

I am authorized by the State of Alaska to agree to Alaska becoming a signatory to the 
October 2017 NPM Adjustment Settlement Agreement ("Settlement Agreement") for settlement 
of the NPM Adjustment disputes on the terms and conditions set forth in that Agreement and the 
proposal for joinder attached as Exhibit A (the "Joinder"). All provisions of the Settlement 
Agreement will apply to Alaska except as set forth in the Joinder (including the inapplicability to 
Alaska of the provisions of the Settlement Agreement applicable to years after 2017 unless the 
Deductibility Condition described in the Joinder is satisfied) and in this letter. 

The Joinder's apportionment of the 2004 NPM Adjustment is inapplicable to Alaska due 
to the no contest of Alaska's diligent enforcement for 2004. Alaska will receive 100% of its 2004 
adjustment. Alaska's final joinder is subject to an affirmation by July 31, 2018 of current ratings 
on the outstanding Tobacco Settlement Asset-Backed Bonds, 2006 Series A, Band C, of the 
Northern Tobacco Securitization Corporation, which were issued to securitize a portion of 
Alaska's MSA payments. Alaska's joinder will not be effective, no credits to the PMs pursuant 
to the Settlement Agreement will be conferred, and no funds in the Disputed Payments Account 
will be released to Alaska pursuant to the Settlement Agreement until that affirmation is 
received. 

If the Deductibility Condition is satisfied, and the provisions of the Settlement 
Agreement applicable to years 2018 and beyond apply to Alaska, the PMs and Alaska agree that 
Exhibit K of the Settlement Agreement shall apply to Alaska. Specifically, if the number ofFET
paid NPM cigarettes sold in Alaska on which escrow was not deposited, but about which the 
arbitrators determine Alaska could reasonably have known, was de minimis, that fact will be 
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Mr. Wintner, Mr. Leibenstein, Mr. Shaknes and Ms. McCallum 
Settlement ofNPM Adjustment Disputes 

March 12, 2018 
Page2 

relevant to the diligent enforcement determination as to Alaska with respect to the year in which 
the escrow on those cigarettes was due. 

Alaska will become a signatory to the Settlement Agreement effective upon the approval 
of the foregoing on behalf of PMs with aggregate Market Share in 2017 equal to at least 93% of 
the aggregate Market Share of all the PMs. 

Sincerely, 

JAHNA LINDEMUTH 
A TIORNEY GENERAL 

By: ~ 
J !fuia Lindemuth 
Attorney General 
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February 16, 2018 

Settlement Proposal 

EXHIBIT A 
Privileged and Confidential 

Protected by Rule of Evidence 408 

The Participating Manufacturers ("PMs") propose that the following terms and conditions 

would apply to any arbitrating State that was not found non-diligent for 2003 and that becomes a 

signatory to the NPM Adjustment Settlement Agreement ("Settlement Agreement") by March 

16, 2018 (the "New-Joining States"): 

• The New-Joining States would not pay any amount for 2003. 

• The PMs would receive 46% of the New-Joining States' respective allocable shares of 

the 2004 through 2012 NPM Adjustments, with the New-Joining States receiving the 

balance (54%). 

• The percentage of the New-Joining States' respective allocable shares of the 2013 and 

2014 NPM Adjustments the PMs would receive would be based on the number of States 

that join the Settlement Agreement by March 16, 2018. If only one New-Joining State 

joins the Settlement Agreement, the percentage would be 46%; if two to three New

Joining States join the Settlement Agreement, the percentage would be 42%; if four to 

five New-Joining States join the Settlement Agreement, the percentage would be 38%; 

and if six or more New-Joining States join the Settlement Agreement, the percentage 

would be 34%. The percentage would not be reduced below 34% regardless of the 

number of New-Joining States that join the Settlement Agreement. The New-Joining 

States would receive the balance of their respective allocable shares of the 2013 and 2014 

NPM Adjustments (100% less the percentage described above). 

• The years 2015-2017 would be treated as "transition years," such that the PMs would 

receive 25% of the New-Joining States' respective allocable shares of the 2015-2017 

NPM Adjustments, with the New-Joining States receiving the balance (75%). For these 
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February 16, 2018 Privileged and Confidential 
Protected by Rule of Evidence 408 

transition years, the adjustment under Sections V.B and V.C of the Settlement Agreement 

would not be applicable. 

• The provisions of the Settlement Agreement applicable to years after 2017 (as modified 

as described below) would be applicable to the New-Joining States if by December 31, 

2020 the PMs receive a ruling from the Internal Revenue Service, satisfactory to the PMs 

in their sole discretion, or the PMs otherwise in their discretion determine, that the 

agreement to such provisions between a PM and a New-Joining State would not affect the 

deductibility ofMSA payments for federal income tax purposes (the "Deductibility 

Condition"). Unless the Deductibility Condition is satisfied by December 31, 2020, the 

provisions of the Settlement Agreement applicable to years after 2017 will not apply to 

the New-Joining States. Agreement as to satisfaction of the Deductibility Condition by 

PMs with an aggregate Market Share (as defined in the MSA) in 2017 equal to at least 

93% of the aggregate Market Share of all the PMs shall be sufficient and shall bind any 

remaining PMs. 

• If the Deductibility Condition is satisfied, the years 2018-2019 would be treated as 

"transition years," including if the Deductibility Condition is satisfied after any of those 

years. For these transition years: the PMs would receive 25% of the New-Joining States' 

respective allocable shares of the 2018-2019 NPM Adjustments, with the New-Joining 

States receiving the balance (75%); the adjustment under Section V.B of the Settlement 

Agreement would be applicable; but the adjustment under Section V.C of the Settlement 

Agreement would not be applicable. 

• If the Deductibility Condition is satisfied, any New-Joining State shall be entitled to 

have, at its option, up to three additional years (2020, 2021, and 2022) treated as 

2 
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February 16, 2018 Privileged and Confidential 
Protected by Rule of Evidence 408 

transition years. To have one or more of these years treated as transition years, a New

Joining State shall, within three months of receiving notification that the Deductibility 

Condition has been satisfied, notify the PMs as to which year or years will be treated as 

transition years for such New-Joining State. For any such transition year or years: the 

PMs would receive 25% of the New-Joining State's allocable share of the NPM 

Adjustments for the transition year or years, with the New-Joining State receiving the 

balance (75%); the adjustment under Section V.B of the Settlement Agreement would be 

applicable; but the adjustment under Section V.C of the Settlement Agreement would not 

be applicable. 

• The PMs would provide the New-Joining States with written assurances that: 

o In the event that a New-Joining State is required to provide to the PMs documents 

"reasonably necessary ... to substantiate" that New-Joining State's diligent 

enforcement (as set forth in Section VIII.F. of the Settlement Agreement), the 

PMs shall not require the New-Joining State to provide documents 1) covered by 

the attorney-client privilege and/or the work product doctrine; and 2) 

communications between and among other states and/or NAAG, including any 

documents that are privileged by virtue of a common interest between one or 

more states. Additionally, the New-Joining States shall have no obligation to 

review documents maintained by NAAG but instead shall only be required to 

produce documents from the States' own files. New-Joining States shall have no 

obligation to produce deponents or witnesses from NAAG, 

o If the Deductibility Condition is satisfied, the diligent enforcement standard set 

forth in Paragraph V.C.5. shall not apply to NPM cigarettes sold in a New-Joining 

3 
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February 16, 2018 Privileged and Confidential 
Protected by Rule of Evidence 408 

State bearing the excise tax stamp of another state that has signed the Settlement 

Agreement. 

o If the Deductibility Condition is satisfied, the following will apply. Each PM will 

make good-faith efforts to report to the New-Joining State within a reasonable 

period of time any information identifying the location or venue of the sale of 

substantial volumes of non-SET-paid contraband or Internet NPM cigarettes in 

the New-Joining State that the PM obtained in the ordinary course of its business. 

If a PM fails to make such good-faith efforts to report any such information to the 

New-Joining State, that fact will be relevant to whether the New-Joining State's 

failure to collect escrow on non-SET-paid contraband or Internet NPM Cigarettes 

sold through the location or venue involved constitutes a lack of diligent 

enforcement. "Internet" cigarettes sold in the State means cigarettes sold via the 

Internet into the State; and "non-SET-paid" means cigarettes that do not bear the 

excise tax stamp of any state ( or, with respect to sales in a state that does not have 

an excise tax stamp, cigarettes as to which there is no reason to believe that state 

excise tax was paid). Information obtained "in the ordinary course of business" 

means information the PM obtained through any program that the PM may from 

time to time in its discretion have in effect intended, in whole or part, to gather 

information on or monitor cigarette sales by other companies, but does not 

include (1) information obtained from the State, agents of the State, federal law 

enforcement authorities in the context of supporting an investigation or 

enforcement action, or from public records or reports or (2) information 

developed by experts or consultants as work product in anticipation of litigation 

or arbitration. 
4 
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• If a New-Joining State so requests, the PMs will meet at least annually with the New

Joining State to discuss, in good faith, measures the New-Joining State could take to 

identify any contraband and/or Internet NPM sales which may be occurring in the New

Joining State. 

• If the Deductibility Condition is satisfied and the New-Joining State thereafter so 

requests, and once all other settlement terms have been agreed upon, the PMs shall 

promptly provide to the State STARS data reflecting shipments ofNPM cigarettes by 

distributors to retailers located in that New-Joining State for the two years commencing 

four years prior to the year in which the Deductibility Condition is satisfied. For 

example, if the Deductibility Condition is satisfied in 2019, the PMs shall provide 

STARS data for the years 2015 and 2016. The PMs shall provide the STARS data in a 

form and manner to be discussed and consistent with the relevant provisions of Section 

VI of the Settlement Agreement. 

• The PMs shall provide to all Notice Parties (as defined in the MSA): (1) notice of the 

satisfaction of the Deductibility Condition within 30 days of the ruling or determination 

referenced above, or (2) if the Deductibility Condition has not been satisfied by 

December 31, 2020, notice to that effect on December 31, 2020. 

• The PMs and the New-Joining States acknowledge and agree that the Settlement 

Agreement (and the New-Joining States' joinder in it on the terms and conditions set 

forth above) constitutes a negotiated resolution of disputes related to the 2004-2017 NPM 

Adjustments. The PMs and the New-Joining States further acknowledge and agree that, 

with respect to 2018 and future years, the MSA remains fully binding on the parties and 

5 
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the Settlement Agreement does not clarify or affect the application of any of its terms 

unless the Deductibility Condition is satisfied. 

6 
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2018 THROUGH 2022 NPM ADJUSTMENTS 
SETTLEMENT AGREEMENT 

 
I. RECITALS  

WHEREAS, the undersigned Signatory Parties are parties to the tobacco Master Settlement 

Agreement (“MSA”) and among the signatories to the NPM Adjustment Settlement Agreement, the 2016 

and 2017 NPM Adjustments Settlement Agreement, and Joinder Agreements accepting the February 16, 

2018 Settlement Proposal. 

 WHEREAS, on March 12, 2020, the Deductibility Condition set forth in the Joinder Agreements 

was satisfied, triggering provisions related to the resolution of disputes as among the Signatory Parties to 

the Joinder Agreements;  

 WHEREAS, the undersigned Signatory Parties have disputes concerning the 2018 and 2019 NPM 

Adjustments and anticipate similar disputes with respect to the 2020 through 2022 NPM Adjustments; 

 NOW, THEREFORE, in consideration for the payments and credits provided for in this 

Settlement Agreement and such other consideration as described in this Settlement Agreement, the 

sufficiency of which is hereby acknowledged, the undersigned Signatory Parties, acting by and through 

their authorized representatives, memorialize and agree as follows: 

II. DEFINITIONS 

A. “Term Sheet Settlements” refers collectively to the NPM Adjustment Settlement 

Agreement, the 2016 and 2017 NPM Adjustments Settlement Agreement, and the Joinder Agreements 

accepting the February 16, 2018 Settlement Proposal executed between the PMs and certain Signatory 

States. 

B. “Undersigned Signatory States” means all Settling States that are signatories to (a) any of 

the Term Sheet Settlements and (b) this Settlement Agreement. 

C. “Undersigned Signatory States in Group I” means any of the following States that 

become Undersigned Signatory States: Alabama, Arizona, Arkansas, California, Connecticut, the District 

of Columbia, Georgia, Indiana, Kansas, Kentucky, Louisiana, Michigan, Nebraska, Nevada, New 
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Hampshire, New Jersey, North Carolina, Oklahoma, Oregon, Rhode Island, South Carolina, Tennessee, 

Virginia, West Virginia, Wyoming, and Puerto Rico. 

D. “Undersigned Signatory States in Group II” means any of the following States that 

become Undersigned Signatory States: Alaska, Colorado, Delaware, Hawaii, Maine, North Dakota, South 

Dakota, Utah, and Vermont.1 

E. All capitalized terms not otherwise defined in this Settlement Agreement shall be defined 

as in the MSA and/or the Term Sheet Settlements. 

III. ADJUSTMENTS FOR 2018 THROUGH 2022 

A. No Modification without Joinder. In accordance with certain provisions of the Term 

Sheet Settlements, the undersigned Signatory Parties agree to extend the terms of the Term Sheet 

Settlements as among them for the 2018 and subsequent NPM Adjustments as provided in this Settlement 

Agreement. Except as provided in this Settlement Agreement or other existing agreements among the 

Signatory Parties, the provisions of the Term Sheet Settlements continue to apply to those Signatory 

Parties that are signatories to the Term Sheet Settlement(s) at issue. 

B. Transition Years. The transition period described in section V of the NPM Adjustment 

Settlement Agreement shall be extended as among the PMs and the Undersigned Signatory States for all 

sales years through 2022 as set forth herein. During this transition period, subsection V.C.1 of the NPM 

Adjustment Settlement Agreement shall not apply; the Undersigned Signatory States shall not be subject 

to any NPM Adjustment with respect to the sales years addressed by this Settlement Agreement (i.e., 

2018 through 2022). 

1. No Withholding of Potential Maximum NPM Adjustment Amounts with Respect 

to the Undersigned Signatory States. With respect to the NPM Adjustments for 2020-2022, if a PM 

disputes the Independent Auditor’s failure to apply the NPM Adjustment for a year in question, that PM 

                                                           
1  The Undersigned Signatory States in Group II have previously settled the 2018-2019 NPM Adjustments 
pursuant to the terms of their respective Joinder Agreements.  The terms of this Settlement Agreement 
clarify and extend, but do not modify or replace, the terms of those Joinder Agreements. 
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shall deposit into the Disputed Payments Account the Undersigned Signatory States’ aggregate Allocable 

Share of that PM’s Potential Maximum NPM Adjustment for that year. Then, following the Independent 

Auditor’s confirmation that it will apply the settlement credits and reductions set forth in this section III, 

the Undersigned Signatory States and that PM shall jointly instruct the Independent Auditor to release 

such deposited amounts and to allocate those released amounts solely to and among the Undersigned 

Signatory States as they direct. 

2. Return of Released IV.B.2 Amounts. On or before the 2021 Payment Due Date, 

each PM shall repay into the Disputed Payments Account all amounts previously released to or retained 

by the PM under subsection IV.B of the NPM Adjustment Settlement Agreement attributable to its 2018 

NPM Adjustment dispute with any of the Undersigned Signatory States. On or before the 2022 Payment 

Due Date, each PM shall repay into the Disputed Payments Account all amounts previously released to or 

retained by the PM under subsection IV.B of the NPM Adjustment Settlement Agreement attributable to 

its 2019 NPM Adjustment dispute with any of the Undersigned Signatory States. The PMs and the 

Undersigned Signatory States shall jointly instruct the Independent Auditor to release such repaid 

amounts from the Disputed Payments Account and to allocate those released amounts solely to and 

among the Undersigned Signatory States as they direct. 

3. Transition Year Adjustment Credits. In lieu of the 2018 through 2022 NPM 

Adjustments applicable to the Undersigned Signatory States, each PM will receive a “Transition Year” 

adjustment to its Annual Payment, allocated solely to and among the Undersigned Signatory States as 

they direct. Subject to the final sentence of Section III(B)(5) below, each PM’s annual Transition Year 

adjustment with respect to each Undersigned Signatory State will be calculated once and applied as a 

credit against a single Annual Payment, beginning with the application of the 2018 adjustment as a credit 

against the PMs’ 2021 Annual Payment for the Undersigned Signatory States in Group I, and against the 

PMs’ 2022 Annual Payment for the Undersigned Signatory States in Group II. The application of such 

adjustments will continue annually, through the application of the 2022 adjustment as a credit against the 

PMs’ 2025 Annual Payment for such Group I or 2026 Annual Payment for such Group II. As to each PM, 
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the amount of its Transition Year adjustment credit for a sales year applied in a given year as per above 

shall equal the product of (a) the Potential Maximum NPM Adjustment allocated to that PM (as 

calculated by the Independent Auditor in the Final Notice for such sales year as revised in the year 

immediately preceding application of the credit), (b) the aggregate Allocable Share of the Undersigned 

Signatory States in the respective Group I or Group II, and (c) 25%. The undersigned Signatory Parties 

agree that the amounts of such credits shall not change regardless of any subsequent revision of the Final 

Notice by the Independent Auditor. 

4. SET-Paid Adjustment Credits. For each of these 2018 through 2022 Transition 

Years, the SET-Paid Adjustment set out in subsection V.B of the NPM Adjustment Settlement Agreement 

will continue to apply and the adjustment described in subsection V.C of the NPM Adjustment Settlement 

Agreement will not apply. The Undersigned Signatory States and the PMs shall continue to discuss in 

good faith on an ongoing basis whether there are improvements or modifications to the SET-Paid 

Adjustment and Data Clearinghouse process set out in subsections V.B and VI of the NPM Adjustment 

Settlement Agreement that should be made. 

5. Release of Repaid Amounts; Transfer of Transition Year and SET-Paid 

Adjustment Credits. The Undersigned Signatory States and the PMs shall provide the Independent 

Auditor with joint instructions specifying the dollar amounts to be repaid and released to the Undersigned 

Signatory States as set forth in subsection III.B.2 and to be used for each credit set forth in subsections 

III.B.3 and III.B.4. The Undersigned Signatory States agree that the aggregate amount of any Transition 

Year adjustment for R.J. Reynolds Tobacco Company, Philip Morris USA Inc., ITG Brands, LLC, and 

Scandinavian Tobacco Group Lane Ltd, as such adjustments are determined for each of them pursuant to 

section III.B.3 above, may be allocated among them as they direct. The Undersigned Signatory States and 

the PMs further agree that the credit amount allocated to any SPM may be transferred or carried forward 

pursuant to the terms of subsection IX.K of the NPM Adjustment Settlement Agreement. 

C. Releases. Effective upon implementation of all credits due from an Undersigned 

Signatory State under subsection III.B of this Agreement, all PMs also absolutely and unconditionally 
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release and discharge that State from any further Claims directly or indirectly based on, arising out of or 

in any way related, in whole or in part, to the 2018 through 2022 NPM Adjustments. Subject to the 

preceding sentence, the releases and all other provisions in section IV of the 2016 and 2017 NPM 

Adjustments Settlement Agreement are incorporated by reference and shall apply as part of this 

Agreement to the 2018 through 2022 NPM Adjustments and disputes regarding the application thereof. 

IV. OTHER TERMS 

A. Subsequent NPM Adjustments. No determination that an Undersigned Signatory State 

failed to diligently enforce a Qualifying Statute in 2023 or any subsequent year shall be based at all on 

NPM Cigarettes sold in or before sales year 2017. 

B. Miscellaneous Terms. Arbitration Provisions VII.D through VII.F and Miscellaneous 

Provisions IX.E through IX.F and IX.M through IX.BB of the NPM Adjustment Settlement Agreement 

are hereby incorporated as substantive terms of this Settlement Agreement, substituting original 

references to the Signatory States for the Undersigned Signatory States, original references to the NPM 

Adjustment Settlement Agreement for this Settlement Agreement, and extending the applicable years 

through 2022. 

C. Optional Terms. Each Undersigned Signatory State shall have the option, but is not 

required, to enter into additional agreements with the PMs, set forth in Exhibits K to L of the NPM 

Adjustment Settlement Agreement and Exhibits A to E of this Settlement Agreement. This subsection 

IV.C provides for a continuing option; execution of these additional agreements may be exercised at any 

time. 

 

IN WITNESS THEREOF, each undersigned Signatory Party, through its authorized 

representative, has agreed to this Settlement Agreement on the respective date indicated below. 

//  
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EXHIBIT A 

OPTIONAL INTERDICTED CONTRABAND AGREEMENT 

 The PMs and the Undersigned Signatory State agree that the diligent enforcement standard set 

forth in subsection V.C.5 of the NPM Adjustment Settlement Agreement shall not apply to contraband 

NPM Cigarettes and/or contraband NPM RYO that, as part of that Signatory State’s interdiction efforts, 

including interdictions in cooperation with other State, City, County, or Federal Law Enforcement 

Agencies, are seized prior to being sold to an individual consumer in a face-to-face transaction, where 

such contraband is not returned by the State to the party from which the contraband was seized or to any 

person or entity associated with that party. Similarly, the same diligent enforcement standard shall not 

apply if the specified contraband is returned to an individual consumer in any bona fide consumer 

quantities pursuant to the authority granted to Federal agencies. 
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EXHIBIT B 

OPTIONAL DOCUMENT PRODUCTION AGREEMENT 

The PMs and the Undersigned Signatory State agree that the production of documents 

“reasonably necessary … to substantiate” diligent enforcement (as set forth in subsection VIII.F of the 

NPM Adjustment Settlement Agreement) does not require the State to provide documents (a) covered by 

the attorney-client privilege and/or the work product doctrine; or (b) communications between and among 

other States and/or NAAG, including any documents that are privileged by virtue of a common interest 

between one or more States. Additionally, the State shall have no obligation to review documents 

maintained by NAAG but instead shall only be required to produce documents from its own files. The 

State shall have no obligation to produce deponents or witnesses from NAAG. 
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EXHIBIT C 

OPTIONAL BOOTLEG AGREEMENT 

The PMs and the Undersigned Signatory State agree that the diligent enforcement standard set 

forth in subsection V.C.5 of the NPM Adjustment Settlement Agreement shall not apply to NPM 

Cigarettes sold in the State bearing the excise tax stamp of another State that has signed a Term Sheet 

Settlement. Such Cigarettes shall not be counted as non-SET-Paid NPM Cigarettes for the purposes of 

subsection V.C.5. 
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EXHIBIT D 

OPTIONAL REPORTING AGREEMENT 

 The PMs and the Undersigned Signatory State agree that each PM will report to the State within a 

reasonable period of time (presumptively 90 days) any information it receives regarding substantial 

volumes of sales of non-SET-paid NPM Cigarettes within that State, including (to the extent known) 

identifying the parties to such sales, location or venue of the sales, and estimated volume of such sales, 

that the PM obtained in the ordinary course of its business. The PM reporting such information shall 

reasonably cooperate with the State to answer questions related to interpreting or evaluating the 

information. If a PM fails to report any such information to the State or to reasonably cooperate in 

answering questions from the State regarding such information, that fact will be relevant to an arbitration 

panel’s assessment of the State’s escrow enforcement with respect to the non-SET-paid NPM Cigarettes 

at issue. 

For the purposes of this Reporting Agreement, information obtained “in the ordinary course of 

business” means information the PM obtained through any program that the PM may in its discretion 

have in effect intended, in whole or part, to gather information on or monitor cigarette sales by other 

companies, but does not include (i) information obtained from the State, agents of the State, federal law 

enforcement authorities in the context of supporting an investigation or enforcement action, or from 

public records or reports or (ii) information developed by experts or consultants as work product in 

anticipation of litigation or arbitration. Information that meets the foregoing definition and is then 

provided to, as opposed to developed by, experts or consultants in anticipation of litigation or arbitration, 

will still be considered information obtained in the ordinary course of business. 
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EXHIBIT E 

OPTIONAL TRIBAL COMPACTING AGREEMENT 

 The PMs and the Undersigned Signatory State agree that if the State, despite using best efforts to 

the contrary, is unable to reach a compact or similar cooperative agreement with a tribe in the State with 

which it does not have such an agreement, that fact will be relevant to the diligent enforcement 

determination as to the State in a favorable manner with respect to NPM sales made on that tribe’s 

reservation. If a current compact or similar cooperative agreement under which the State currently 

collects tax and escrow on NPM sales is rescinded despite the State’s best efforts to avoid that result, then 

the fact that the compact or cooperative agreement was rescinded will be relevant to the diligent 

enforcement determination as to the State for a period of twelve months following the rescission with 

respect to NPM sales made on that tribe’s reservation. For avoidance of doubt, the preceding sentences do 

not mean that the diligent enforcement standard does not apply to such sales or that the State does not 

have to pursue enforcement with respect to them as part of diligent enforcement. 
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Upon delivery of the Series 2021 Bonds, Kutak Rock LLP proposes to deliver its 
approving opinion in substantially the following form: 

____________, 2021 

Northern Tobacco Securitization Corporation 
4300 Boniface Parkway 
Anchorage, Alaska  99504 

$282,480,482.50 
Northern Tobacco Securitization Corporation 

Tobacco Settlement Asset-Backed Bonds, Series 2021 

Ladies and Gentlemen: 

We have acted as Bond Counsel in connection with the issuance and sale of $282,480,482.50 
aggregate principal amount of Northern Tobacco Securitization Corporation, Tobacco Settlement 
Asset - Backed Bonds, Series 2021 (the “Bonds”), which include the Series 2021A Class 1 Senior Current 
Interest Bonds, the Series 2021B-1 Class 2 Senior Current Interest Bonds and the Series 2021B-2 Class 2 
Senior Capital Appreciation Bonds.  The Bonds will be issued pursuant to a resolution of NTSC dated June 
15, 2021, and the Amended and Restated Trust Indenture (the “Trust Indenture”), dated as of July 1, 2021, 
and the Series Supplement, dated as of July 1, 2021 (the “Supplement” and, together with the Trust 
Indenture, the “Indenture”), each by and between the Northern Tobacco Securitization Corporation 
(“NTSC”), a nonprofit corporation organized as a subsidiary of the Alaska Housing Finance Corporation 
(“AHFC”), and U.S. Bank Trust National Association, as trustee, authorizing the issuance of the Bonds.  
Capitalized terms not otherwise defined herein are used as defined in the Indenture. 

In connection with the issuance of the Bonds, we have examined the Indenture, the Tax Certificate 
as to Arbitrage and the Provisions of Section 103 and 141-150 of the Internal Revenue Code of 1986 (the 
“Tax Certificate”) of NTSC and such other opinions, documents, certificates and letters as we deem relevant 
and necessary in rendering this opinion. 

We have also examined the Constitution and laws of the State of Alaska (the “State”) and a record 
of proceedings relating to the issuance of the Bonds by NTSC. 

In such examinations, we have assumed the genuineness of all signatures, the authenticity of all 
documents submitted to us as originals and the conformity with originals of all documents submitted to us 
as copies thereof.  We have relied, to the extent we deemed such reliance proper, on certificates and opinions 
provided to us. 

Subject to the foregoing, we are of the opinion that: 

1. NTSC is duly organized and existing under the laws of the State as a nonprofit 
corporation and a subsidiary of the AHFC, constituting a government instrumentality of the State, 
with the right and lawful authority and power to enter into the Indenture and to perform the duties 
and obligations of NTSC under the Indenture, and to issue the Bonds. 
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2. The Indenture has been duly and lawfully authorized, executed and delivered by 
NTSC, is in full force and effect and is the legal, valid and binding agreement of NTSC, enforceable 
in accordance with its terms. 

3. The Indenture creates the valid pledge of, and first priority lien on, the revenues, 
monies, accounts, contract rights, general intangibles and other personal property (including, 
without limitation, the Corporation Tobacco Assets) that it purports to create. 

4. The Bonds have been duly and validly authorized and issued by NTSC in 
accordance with provisions of the Indenture and are valid and binding special obligations of NTSC. 

5. The Indenture is enforceable against NTSC in accordance with its terms, except as 
may be limited by federal bankruptcy law or by other law affecting the enforceability of creditors’ 
rights. 

6. NTSC has validly included the pledges and agreements of the State to honor the 
pledge expressed in the Indenture and not to alter, limit or impair the rights of NTSC to fulfill the 
terms of its agreements with or for the benefit of the holders of the Bonds, as more particularly set 
forth in the Indenture. 

7. Assuming compliance with certain covenants which are designed to meet the 
requirements of the Internal Revenue Code of 1986, as amended (the “Code”), under existing laws, 
regulations, rulings and judicial decisions, (i) interest on the Bonds (including any original issue 
discount properly allocable to the owner of a Bond) is excluded from gross income for federal 
income tax purposes and (ii) interest on the Bonds is not a specific preference item for purposes of 
the alternative minimum tax imposed under the Code; and interest on the Bonds is free from 
taxation by the State under existing law (except that no opinion is expressed as to such exemption 
from State estate and inheritance taxes and taxes of transfers by or in anticipation of death). 

We express no opinion regarding any other tax consequences relating to the ownership or 
disposition of, or the accrual or receipt of interest on, the Bonds. 

Certain requirements and procedures contained or referred to in the Indenture and other relevant 
documents may be changed and certain actions may be taken, upon the advice or with the opinion of 
counsel.  Except to the extent of our concurrence therewith, we express no opinion as to any Bond, or the 
interest thereon, if any change occurs or action is taken upon the advice or approval of other counsel. 

Very truly yours, 
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FORM OF AMENDED AND RESTATED INDENTURE 

 

  
  

AMENDED AND RESTATED TRUST INDENTURE 
between the  

NORTHERN TOBACCO SECURITIZATION CORPORATION, 
as Issuer 

and 

U.S. BANK NATIONAL ASSOCIATION, 
as Trustee 

Dated as of July 1, 2021 

Amending and restating that Trust Indenture, dated as of August 1, 2006, between the Northern 
Tobacco Securitization Corporation and U.S. Bank National Association. 
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AMENDED AND RESTATED TRUST INDENTURE 

THIS AMENDED AND RESTATED TRUST INDENTURE, made and dated as of the 
1st day of July 2021 (this “Amended and Restated Indenture”) by and between NORTHERN 
TOBACCO SECURITIZATION CORPORATION (the “Issuer”), a nonprofit public 
corporation and government instrumentality of the State of Alaska, created and existing under 
AS 18.56 (the “Act”) and AS 10.20, and U.S. BANK NATIONAL ASSOCIATION, a national 
banking association organized and existing and authorized to accept and execute trusts of the 
character herein set forth under and by virtue of the laws of the United States of America, as 
Trustee (the “Trustee”). 

RECITALS: 

WHEREAS, the Trust Indenture, dated as of August 1, 2006 (the “Original Indenture”), 
as supplemented by that Series 2006 Supplement, dated as of August 1, 2006 (the “Series 2006 
Supplement”), each between the Issuer and the Trustee, were executed and delivered in 
connection with the issuance of the Series 2006 Bonds (as defined herein); 

WHEREAS, the Issuer decided to provide for the issuance of its bonds under the Original 
Indenture for the purpose of financing capital projects of the State of Alaska and for the purpose 
of defeasing and redeeming all of the currently outstanding bonds of the Issuer; and 

WHEREAS, to provide revenues to pay debt service on the Bonds, the Issuer entered into 
amendments to its existing agreements with the State of Alaska relating to the Corporation 
Tobacco Assets (as defined in this Amended and Restated Indenture); and 

WHEREAS, in order to achieve interest rate savings, the Issuer desires to refund through 
redemption and defeasance (i) all of the Outstanding Series 2006 Senior Bonds (as defined herein), 
(ii) all of the Outstanding Series 2006 First Subordinate Bonds (as defined herein), and (iii) all of 
the Outstanding Series 2006 Second Subordinate Bonds (as defined herein) (such refunded bonds, 
collectively, the “Series 2006 Refunded Bonds”), and the Issuer also desires to provide moneys 
to fund a State capital project in Fairbanks, Alaska, and/or such other public use project(s) as may 
be duly appropriated by the Alaska State Legislature, and for those purposes the Issuer has 
determined to issue its Tobacco Settlement Asset-Backed Bonds, Series 2021 Senior Bonds, 
consisting of Series 2021A Class 1 Senior Bonds, Series 2021B-1 Class 2 Senior Bonds, and 
Series 2021B-2 Class 2 Senior Bonds (collectively, the “Series 2021 Senior Bonds”) pursuant to 
a Series 2021 Supplement to this Amended and Restated Trust Indenture, dated as of July 1, 2021 
(the “Series 2021 Supplement”), between the Issuer and the Trustee, which amends and restates 
the Original Indenture (the Original Indenture, as amended and restated by the Amended and 
Restated Indenture, collectively with the Series 2006 Supplement and the Series 2021 Supplement, 
are hereafter referred to herein as the “Indenture”); and 

WHEREAS, this Amended and Restated Indenture and Series 2021 Supplement are 
intended to provide for the issuance of a portion of the Series 2021 Senior Bonds as Refunding 
Bonds, and a portion of the Series 2021 Senior Bonds to provide new moneys for various State 
capital projects and Additional Bonds under the Original Indenture; and 
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WHEREAS, the Series 2021 Senior Bonds will be payable from and secured solely by the 
Collateral pledged under the Original Indenture (with the Series 2021A Class 1 Senior Bonds to 
be further secured by amounts on deposit in the Class 1 Senior Liquidity Reserve Subaccount, and 
the Series 2021B-1 Class 2 Senior Bonds to be further secured by amounts on deposit in the 
Class 2 Senior Liquidity Reserve Subaccount); and 

WHEREAS, Section 3.01(b)(1) of the Original Indenture provides that Refunding Bonds 
may be issued to refund all Outstanding Series 2006 Bonds in whole (including the funding of 
defeasance escrows and deposits to Accounts in connection with such issuance) and Additional 
Bonds may be issued to fund State capital projects; and 

WHEREAS, Section 10.01(a)(i) of the Original Indenture provides that the Original 
Indenture may be supplemented or amended in writing by the Issuer and the Trustee under certain 
conditions; and 

WHEREAS, the Issuer has determined that all acts, conditions and things required by law 
to exist, to have happened and to have been performed precedent to and in connection with the 
execution and the entering into of this Amended and Restated Indenture do exist, have happened 
and have been performed in regular and due time, form and manner as required by law, and the 
parties hereto are now duly authorized to execute and enter into this Amended and Restated 
Indenture; 

NOW, THEREFORE, the parties hereto agree, as follows: 

ARTICLE I 
 

INTRODUCTION AND DEFINITIONS 

Section 1.01  This Indenture and the Parties.  This Amended and Restated Indenture is 
between the Issuer and the Trustee and their respective successors or assigns. 

Section 1.02  Definitions and Interpretation.  In addition to terms defined elsewhere in 
this Indenture, the following words and terms as used in this Indenture shall have the following 
meanings unless the context or use clearly indicates another or different meaning or intent: 

“1934 Act” has the meaning given to such term in Section 6.10 of this Indenture.  

“Accounts” means the accounts established under the provisions of this Indenture. 

“Accreted Value” means, with respect to any Capital Appreciation Bond, an amount equal 
to the initial principal amount of such Bond, plus interest accrued thereon from its date, 
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 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 Issuer 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 
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of the immediately preceding and succeeding Distribution Dates.  In performing such calculation, 
the Issuer 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. 

“Additional Bonds” means Bonds issued pursuant to Section 3.01 hereof other than the 
Series 2021 Bonds. 

“Authorized Denomination” means the authorized denomination of any Series of Bonds as 
set forth in the applicable Series Supplement. 

“Authorized Officer” means, (i) in the case of the Issuer, the Chair, the President, the 
Secretary, the Treasurer and any Vice President, and any other person authorized to act hereunder 
by appropriate Written Notice from an Authorized Officer of the Issuer to the Trustee or by 
resolution of the Issuer, and (ii) in the case of the Trustee, any officer assigned to the Corporate 
Trust Office including any managing director, vice president, assistant vice president, assistant 
treasurer, assistant secretary or any other 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. 

“Basic Documents” means this Indenture, the Purchase and Sale Agreement, the Issuer Tax 
Certificate, or any similar documents relating to Additional Bonds, Refunding Bonds, Subordinate 
Bonds or bonds issued by the Issuer to refund the Bonds. 

“Board of Directors” means the governing board of the Issuer. 

“Bond Obligation” means, as of any given date of calculation, (a) with respect to any 
Outstanding Current Interest Bond, the principal amount of such Current Interest Bond, (b) with 
respect to any Outstanding Capital Appreciation Bond prior to its Maturity Date, the Accreted 
Value thereof as of such date, and (c) with respect to any Outstanding Capital Appreciation Bond 
on and after its Maturity Date, its Accreted Value on its Maturity Date. 

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

“Bonds” means the outstanding Series 2021 Senior Bonds, any Additional Bonds, any 
Refunding Bonds and any Subordinate Bonds. 

“Book-Entry System” means a book-entry system established and operated for the 
recording of the Owners of the Bonds pursuant to Section 3.05(a) of this Indenture. 

“Business Day” means any day other than a Saturday, a Sunday, or a day on which banking 
institutions in New York, New York, Anchorage, Alaska, or the city in which the Corporate Trust 
Office is located are required or authorized by law to be closed. 
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“Capital Appreciation Bond” means a Bond (including, as the context requires, a 
Convertible Bond prior to the applicable Conversion Date), the interest on which is compounded 
on each Distribution Date, commencing on the first Distribution Date after its issuance 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 Bond, or to and excluding the Conversion Date or 
earlier redemption date in the case of a Convertible Bond. 

“Capitalized Interest Subaccount” means the subaccount of the Senior Debt Service 
Account held by the Trustee pursuant to Section 5.01(b) of this Indenture. 

“Class 1 Senior Bonds” means the Series 2021A Bonds and any Additional Bonds or 
Refunding Bonds identified as Class 1 Senior Bonds in a Series Supplement. 

“Class 1 Senior Liquidity Reserve Requirement” means, for as long as any Series 2021A 
Bonds are Outstanding, an amount equal to $10,874,150, and otherwise $0; provided, however, 
that at the option of the Issuer, with a Rating Confirmation for any Bonds which are then rated by 
a Rating Agency, the Class 1 Senior Liquidity Reserve Requirement applicable on and after June 1, 
2031 may be changed to an amount equal to Maximum Annual Class 1 Senior Bond Debt Service 
each year for as long as any Class 1 Senior Bonds are Outstanding, and otherwise $0. 

“Class 1 Senior Liquidity Reserve Subaccount” means the respective subaccount so named 
within the Senior Liquidity Reserve Account established by the Trustee pursuant to Section 5.01(e) 
of this Indenture. 

“Class 2 Payment Default” means a failure to pay when due interest or principal or 
Accreted Value at maturity on any Class 2 Senior Bonds. 

“Class 2 Senior Bonds” means the Series 2021B-1 Bonds, Series 2021B-2 Bonds and any 
Additional Bonds or Refunding Bonds identified as Class 2 Senior Bonds in a Series Supplement. 

“Class 2 Senior Liquidity Reserve Requirement” means an amount equal to $1,137,500 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 Class 2 Senior Bonds in accordance with the applicable Series Supplement. 

“Class 2 Senior Liquidity Reserve Subaccount” means the respective subaccount so named 
within the Senior Liquidity Reserve Account established by the Trustee pursuant to Section 5.01(e) 
of this Indenture.  The Series 2021B-1 Bonds are secured by the Class 2 Senior Liquidity Reserve 
Subaccount, and the Series 2021B-2 Bonds are not secured by the Class 2 Senior Liquidity 
Reserve Subaccount. 

“Closing Date” means July 1, 2021. 

“Code” means the Internal Revenue Code of 1986, as amended. 

“Collateral” has the meaning ascribed thereto in Section 2.01 of this Indenture. 
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“Collections” means all funds collected with respect to TSRs, plus amounts paid to the 
Issuer under any Swap Contract. 

“Collections Account” means the Account held by the Trustee pursuant to Section 5.01(a) 
of this Indenture. 

“Consent Decree” means the “Consent Decree and Final Judgment,” resulting from the 
settlement of State of Alaska v. Phillip Morris, Incorporated, et al., Case No. 1JU-97-915 CI, 
entered by the Superior Court of the State, First Judicial District, in and for Alaska, on December 9, 
1998 in Case No. J.C.C.P. 4041. 

“Continuing Disclosure Undertaking” means, as applicable, (i) that undertaking specified 
in Section 6.10 hereof, with the Trustee as dissemination agent, (ii) that Continuing Disclosure 
Certificate, dated the Closing Date, for the Series 2021 Senior Bonds, as originally executed and 
as it may be amended or supplemented from time to time in accordance with the terms thereof, 
and (iii) any undertaking with respect to a Series of Bonds subject to the Rule as required by 
Section 6.10 hereof or as set forth in the applicable Series Supplement. 

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

“Convertible Bond” means a Capital Appreciation Bond which is deemed to be a Current 
Interest Bond 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 1420 Fifth Avenue, Seventh Floor, Seattle, 
Washington 98101, except that with respect to presentation of Bonds for payment or for 
registration of transfer and exchange such term shall mean the office or agency of the Trustee at 
which, at any particular time, its corporate trust agency business shall be conducted. 

“Corporation Tobacco Assets” has the meaning ascribed thereto in the Purchase and Sale 
Agreement. 

“Costs of Issuance” means any item of expense directly or indirectly payable or 
reimbursable by the Issuer and related to the authorization, sale and issuance of Bonds, including, 
but not limited to, underwriting fees, auditors’ or accountants’ fees, printing costs, costs of 
reproducing documents, filing and recording fees, fees and expenses of fiduciaries, including the 
Trustee, legal fees and charges, professional consultants’ fees, costs of credit ratings, fees and 
charges for execution, transportation and safekeeping of Bonds, governmental charges, initial 
charges to acquire liability insurance and other costs, charges, and fees in connection with the 
foregoing. 

“Costs of Issuance Account” means the account held by the Trustee pursuant to 
Sections 5.01(i) and 7.07 of this Indenture, or a similar account held by the Trustee pursuant to a 
Series Supplement in connection with Additional Bonds, Refunding Bonds or Subordinate Bonds. 
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“Counsel” means nationally recognized bond counsel or such other counsel as may be 
selected by the Issuer for a specific purpose hereunder. 

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

“Dealer” has the meaning given to such term in Section 6.10 of this Indenture.  

“Default Rate” means (i) with respect to the Series 2021 Senior Bonds, that rate of interest 
per annum that accrues and is payable on a Capital Appreciation Bond from and after its Maturity 
Date as set forth in the Series 2021 Supplement; and (ii) with respect to any Additional Bonds, 
Refunding Bonds or Subordinate Bonds that constitute Capital Appreciation Bonds, the rate of 
interest per annum set forth in a Series Supplement authorizing the issuance of such Bonds. 

“Defeasance Collateral” means money and any of the following, provided such 
investments are legal under the laws of the State: 

(a) direct obligations of the United States government, which are not 
redeemable at the option of the issuer thereof; and (b) 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. 
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“Defeased Bonds” means Bonds that remain in the hands of their Owners but are no longer 
deemed Outstanding because they have been defeased in accordance with the provisions of 
Section 2.02 of this Indenture. 

“Defeased Turbo Term Bonds” means Turbo Term Bonds for which a defeasance escrow 
has been established pursuant to Section 2.02(c) of this Indenture. 

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

“Depository” means DTC and any substitute for or successor to such depository that shall, 
at the request of the Issuer, maintain a Book-Entry System with respect to the Bonds. 

“Depository Nominee” means the Depository or the nominee of the Depository in whose 
name the Bonds are registered during the continuation with such Depository of participation in its 
Book Entry System. 

“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 and with 
respect to the interest on Bonds being tendered for purchase, each mandatory tender date. 

“DTC” means The Depository Trust Company, a limited-purpose trust company organized 
under the laws of the State of New York, and includes any nominee of DTC in whose name any 
Bonds are then registered.  

“DTC Letter” means the Issuer’s Blanket Letter of Representations to DTC. 

“Eligible Bank” means any (i) bank or trust company organized under the laws of any state 
of the United States of America, (ii) national banking association, (iii) savings bank or savings and 
loan association chartered or organized under the laws of any state of the United States of America 
or under the laws of the United States, or (iv) federal branch or agency as defined in 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. 

“Electronic Instructions Officer” has the meaning given to such term in Section 7.02(j) of 
this Indenture. 

“Electronic Means” means the following communications methods:  e-mail, facsimile 
transmission, secure electronic transmission containing applicable authorization codes, passwords 
and/or authentication keys issued by the Trustee, or another method or system specified by the 
Trustee as available for use in connection with its services hereunder. 
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“Eligible Investments” means, with respect to the Accounts and to the extent permitted by 
law: 

(a) (i) Bonds, notes and other evidences of indebtedness of the State, and 
securities unconditionally guaranteed as to the payment of principal and interest by the 
State; 

(ii) Revenue bonds, revenue notes or other evidences of revenue 
indebtedness issued by agencies or authorities of the State; and 

(iii) Bonds, notes and other evidences of indebtedness of any county, 
city, district, authority or other public body in the State, provided that such bonds, 
notes and other evidences of indebtedness are (x) direct legal obligations of the 
public body, for the payment of which the public body has pledged its full faith and 
credit and unlimited taxing power, or (y) unconditionally guaranteed as to the 
payments of principal and interest by the public body. 

In every case referred to in paragraphs (a)(i), (ii), or (iii) above, such bonds, notes 
or other evidences of indebtedness shall be rated in one of the three highest rating 
categories of at least one Rating Agency and not rated in a category lower than the three 
highest rating categories of any Rating Agency.  Determination of an obligation’s rating in 
one of the three highest rating categories shall be made without regard to any refinement 
or gradation of such rating category by numerical or other modifier.  In addition, the 
remaining maturity of such bonds, notes or other evidences of indebtedness shall not be 
greater than five years. 

(iv) Bonds, notes and other obligations of the United States, and 
securities unconditionally guaranteed as to the payment of principal and interest by 
the United States with a remaining maturity not greater than five years, except in 
the case of savings bonds, which may have a longer maturity.  The obligations 
enumerated in this paragraph (iv) may be held directly or in the form of repurchase 
agreements collateralized by such obligations or in the form of securities of any 
open-end or closed-end management type investment company or investment trust 
registered under the Investment Company Act of 1940, provided that the portfolio 
of such investment company or investment trust is limited to such obligations or 
repurchase agreements collateralized by such obligations, or securities of other 
such investment companies or investment trusts whose portfolios are so restricted; 

(v) Savings accounts, time deposits or certificates of deposit in any 
bank, savings bank, trust company, savings and loan association or credit union 
authorized to do business as such in the State, but only to the extent that such 
accounts, deposits or certificates are fully insured by the Federal Deposit Insurance 
Corporation or any successor to it or by the National Credit Union Share Insurance 
Fund or any successor to it; and 
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(b) (i) Defeasance Collateral; 

(ii) direct obligations of, or obligations guaranteed as to timely payment 
of principal and interest by, FHLMC, Fannie Mae, FHLB, the Federal Farm Credit 
System or the Tennessee Valley Authority, provided, however, that such direct 
obligations or guaranteed obligations shall be rated in one of the two highest rating 
categories of at least one Rating Agency and not rated in a category lower than the 
two highest rating categories of any Rating Agency. Determination of an 
obligation’s rating in one of the two highest rating categories shall be made without 
regard to any refinement or gradation of such rating category by numerical or other 
modifier; 

(iii) demand and time deposits in or certificates of deposit of, or bankers’ 
acceptances issued by, any bank (including the institution acting as Trustee and any 
of its affiliates) or trust company, savings and loan association, or savings bank, 
payable on demand or on a specified date no more than three months after the date 
of issuance thereof, if such deposits or instruments are rated “A-1+” by S&P, “P-1” 
by Moody’s or “F 1” by Fitch; 

(iv) certificates, notes, warrants, bonds, obligations, or other evidences 
of indebtedness of a state or a political subdivision thereof rated by each Rating 
Agency maintaining a rating thereon in one of its three highest ratings categories; 

(v) commercial or finance company paper (including both 
noninterest-bearing discount obligations and interest bearing obligations payable 
on demand or on a specified date not more than 270 days after the date of issuance 
thereof) that is rated “A-1” by S&P, “P-1” by Moody’s or “F1” by Fitch; 

(vi) repurchase obligations with respect to any security described in 
paragraphs (b)(i), (ii) or (iii) above entered into with a primary dealer, depository 
institution, or trust company (acting as principal) rated “A-1+” by S&P, “P-1” by 
Moody’s 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 each Rating 
Agency maintaining a rating thereon in one of its two highest long term rating 
categories, or collateralized by securities described in paragraphs (b)(i), (ii) or (iii) 
above with any registered broker-dealer or with any domestic commercial bank 
whose long-term debt obligations are rated “investment grade” by each Rating 
Agency, provided that (1) a written agreement governs the transaction, (2) the 
securities are held, free and clear of any lien, by the Trustee or an independent third 
party acting solely as agent for the Trustee, and such third party is (a) a Federal 
Reserve Bank, or (b) a member of the Federal Deposit Insurance Corporation that 
has combined surplus and undivided profits of not less than $25 million, and the 
Trustee has received written confirmation from such third party that it holds such 
securities, free and clear of any lien, as agent for the Trustee, (3) the agreement has 
a term of 30 days or less, or the Trustee will value the 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 
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such valuation, and (4) the fair market value of the collateral securities in relation 
to the amount of the obligation, including principal and interest, is equal to at least 
102% or, if greater, the amount then required by S&P in order that the ratings then 
assigned by S&P to the Bonds will not be lowered or suspended; 

(vii) securities bearing interest or sold at a discount (payable on demand 
or on a specified date no more than three months after the date of issuance thereof) 
that are issued by any corporation incorporated under the laws of the United States 
of America or any state thereof and rated “A-1+” by S&P, “P-1” by Moody’s or 
“F 1” 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 to exceed 20% of the aggregate principal amount of all Eligible 
Investments then held; 

(viii) units of taxable or tax-exempt money market funds which funds are 
regulated investment companies and seek to maintain a constant net asset value per 
share and have been rated by each Rating Agency maintaining a rating thereon in 
one of its three highest rating categories, including, if so rated, any such fund which 
the institution acting as Trustee or an affiliate thereof receives and retains a fee for 
services provided to the fund, whether as a custodian, transfer agent, investment 
advisor or otherwise; 

(ix) investment agreements or guaranteed investment contracts rated, or 
with any financial institution or corporation whose senior long-term debt 
obligations are rated, or guaranteed by a financial institution whose senior 
long-term debt obligations are rated, at the time such agreement or contract is 
entered into, by each Rating Agency maintaining a rating thereon in one of its three 
highest rating categories, if the Issuer has an option to terminate such agreement in 
the event that such rating is downgraded below the rating on the Bonds, or if not so 
rated, then collateralized by securities described in paragraphs (b)(i), (ii) or (iii) 
above with any registered broker-dealer or with any domestic commercial bank 
whose long-term debt obligations are rated in one of the three highest rating 
categories by each Rating Agency; provided that (1) a written agreement governs 
the transaction, (2) the securities are held, free and clear of any lien, by the Trustee 
or an independent third party acting solely as agent for the Trustee, and such third 
party is (a) a Federal Reserve Bank, or (b) a member of the Federal Deposit 
Insurance Corporation that has combined surplus and undivided profits of not less 
than $25 million, and the Trustee has received written confirmation from such third 
party that it holds such securities, free and clear of any lien, as agent for the Trustee, 
(3) the agreement has a term of 30 days or less, or the Trustee will value the 
collateral securities no less frequently than monthly and will liquidate the collateral 
securities if any deficiency in the required collateral percentage is not restored 
within five Business Days of such valuation, and (4) the fair market value of the 
collateral securities in relation to the amount of the obligation, including principal 
and interest, is equal to at least 102% or, if greater, the amount then required by 
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S&P in order that the ratings then assigned by S&P to the Bonds will not be lowered 
or suspended;  

(x) [Reserved]; and 

(xi) other obligations or securities that are non-callable and that are 
acceptable to each Rating Agency; provided, that no Eligible Investment may 
(i) except for Defeasance Collateral, evidence the right to receive only interest with 
respect to the obligations underlying such instrument, (ii) be purchased at a price 
greater than par if such instrument may be prepaid or called at a price less than its 
purchase price prior to its stated maturity, or (iii) be issued by or an obligation of 
the Issuer. Any references to a Rating Agency in this definition will apply only if 
and to the extent that the obligations described are then rated by such Rating 
Agency.  Ratings of Eligible Investments referred to herein shall be determined at 
the time of purchase of such Eligible Investment.  

“EMMA” means the MSRB’s Electronic Municipal Markets Access system, the current 
Internet Web address of which is www.emma.msrb.org. 

“Event of Default” means an event specified in Section 9.01 of this Indenture.  

“Fannie Mae” means the Federal National Mortgage Association.  

“FHLB” means a Federal Home Loan Bank. 

“FHLMC” means the Federal Home Loan Mortgage Corporation.  

“Fiduciary” means the Trustee, each Paying Agent and the Registrar. 

“Fiscal Year” means the 12-month period ending each June 30, or such other 12-month 
period as the Board of Directors may determine from time to time to be the Issuer’s fiscal year.  In 
the event that the Board of Directors changes the Issuer’s Fiscal Year, the Issuer shall deliver an 
Officer’s Certificate to the Trustee stating such change. 

“Fitch” means Fitch Inc., its successors and assigns and, if such corporation shall no longer 
perform the functions of a securities rating agency, the term “Fitch” shall be deemed to refer to 
any other nationally recognized securities rating agency designated by the Issuer by notice to the 
Trustee.  References to Fitch are effective for so long as Fitch is a Rating Agency rating all or a 
portion of the Outstanding Bonds. 

“Fixed Sinking Fund Installment” means each respective payment of principal to be made 
on Term Bonds that are Class 1 Senior Bonds scheduled to be made as set forth in a Series 
Supplement. 

“Fully Paid” has the meaning given to such term in Section 2.03 of this Indenture. 
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“Indenture” means this Amended and Restated Indenture and the Series 2021 Supplement, 
as originally executed and as it may be amended or supplemented from time to time in accordance 
with the terms hereof. 

“Indemnified Person” has the meaning given to such term in Section 7.09 of this Indenture.  

“Indirect Participant” means a broker-dealer, bank or other financial institution who holds 
Bonds through a Participant. 

“Instructions” has the meaning given to such term in Section 7.02(j) of this Indenture. 

“Issuer” means the Northern Tobacco Securitization Corporation, a nonprofit public 
corporation and government instrumentality of the State, and its successors or assigns. 

“Issuer Tax Certificate” means the Tax Certificate executed by the Issuer at the time of 
issuance of the Series 2021 Senior Bonds, and each subsequent Series of Tax-Exempt Bonds, each 
as originally executed and as it may be amended or supplemented from time to time in accordance 
with the provisions thereof. 

“Kroll” means Kroll Bond Rating Agency, its successors and assigns and, if such 
corporation shall no longer perform the functions of a securities rating agency, the term “Kroll” 
shall be deemed to refer to any other nationally recognized securities rating agency designated by 
the Issuer by notice to the Trustee.  References to Kroll are effective for so long as Kroll is a Rating 
Agency rating all or a portion of the Outstanding Bonds.  

“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 payment 
obligations under the MSA.  For the purposes of the Indenture (and not for purposes of the 
Purchase and Sale Agreement), 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.  (For the avoidance of 
doubt, the Corporation Tobacco Assets include, without limitation, all Lump Sum Payments and 
all Total Lump Sum Payments.) 

“Lump Sum Payment Account” means the Account held by the Trustee pursuant to 
Section 5.01(c) of this Indenture.  

“Majority in Interest” means the Owners of a majority of the Bond Obligation of 
Outstanding Bonds eligible to act on a matter. 

“Maturity Date” means, with respect to any Bond, the final date on which all remaining 
principal or Accreted Value of such Bond is due and payable. 

“Maturity Value” means, with respect to any Capital Appreciation Bond, its Accreted 
Value on its Maturity Date and with respect to any Convertible Bond, its Accreted Value on its 
Conversion Date. 
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“Maximum Annual Class 1 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, Fixed Sinking Fund Installments and interest on Class 1 Senior Bonds. 

“Moody’s” means Moody’s Investors Service, its successors and assigns and, if such 
corporation shall no longer perform the functions of a securities rating agency, the term “Moody’s” 
shall be deemed to refer to any other nationally recognized securities rating agency designated by 
the Issuer by notice to the Trustee.  References to Moody’s are effective for so long as Moody’s is 
a Rating Agency rating all or a portion of the Outstanding Bonds. 

“MSA” means the Master Settlement Agreement entered into on November 23, 1998, 
among the attorneys general of 46 states, the District of Columbia, the Commonwealth of 
Puerto Rico, Guam, the U.S. Virgin Islands, America Soma and the Commonwealth of the 
Northern Mariana Islands and the OPMs, as originally executed and as it may be amended or 
supplemented from time to time. 

“MSRB” means the Municipal Securities Rulemaking Board established pursuant to 
Section 15B(b)(1) of the Securities Exchange Act of 1934, as amended. 

“Officer’s Certificate” means a certificate signed by an Authorized Officer of the Issuer or, 
if so specified, of the Trustee. 

“Operating Account” means the Account held by the Trustee pursuant to Section 5.01(d) 
of this Indenture. 

“Operating Cap” means (i) $202,694.03 for the Fiscal Year ending June 30, 2023, inflated 
in each following Fiscal Year by the percentage representing the fraction “1+x” over “1+y,” where 
“x” equals the Inflation Adjustment Percentage (as defined in the MSA) applicable to MSA 
payments due in the calendar year ending in such Fiscal Year, and “y” equals the Inflation 
Adjustment Percentage applicable to MSA payments due in the preceding Fiscal Year, plus (ii) in 
each Fiscal Year, Tax Obligations specified in an Officer’s Certificate. 

“Operating Contingency Account” means the Account held by the Trustee pursuant to 
Section 5.01(f) of this Indenture. 

“Operating Expenses” means the reasonable operating and administrative expenses of the 
Issuer (including, without limitation, the cost of preparation of accounting and other reports, costs 
of maintenance of the ratings on the Bonds, insurance premiums, deductibles and retention 
payments, and costs of meetings or other required activities of the Issuer or the Issuer), legal fees 
and expenses of the Issuer, its respective directors, officers and employees, fees and expenses 
incurred for professional consultants and fiduciaries (including, but not limited to, computation of 
the amount of Tax Obligations and related computations), the fees, expenses, and disbursements 
of the Trustee, including the fees and expenses of counsel to the Trustee, Termination Payments, 
the costs incurred, as determined by the Issuer, in order to preserve the tax-exempt status of any 
Tax-Exempt Bonds, the costs related to enforcement of the Issuer’s rights under the MSA, the 
costs related to the Issuer’s or the Issuer’s or the Trustee’s enforcement rights with respect to the 
Basic Documents, and all Operating Expenses so identified in this Indenture. The term “Operating 
Expenses” does not include the Costs of Issuance. 
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“Opinion of Counsel” means a written opinion of Counsel. 

“OPM” means an Original Participating Manufacturer, as defined in the MSA. 

“Original Indenture” means the Indenture, dated as of August 1, 2006, between the Issuer 
and the Trustee, executed and delivered in connection with the issuance of the Series 2006 Bonds. 

“Outstanding,” when used as of any particular time with respect to any Bonds, means all 
Bonds issued under this Indenture, excluding: (i) Bonds that have been exchanged or replaced, or 
delivered to the Trustee for credit against the principal or Accreted Value; (ii) Bonds that have 
been paid; (iii) Bonds that have become due and for the payment of which money has been duly 
provided; (iv) Bonds the payment of which shall have been provided for pursuant to Section 2.02 
of this Indenture or which are Fully Paid pursuant to Section 2.03 of this Indenture; and (v) for 
purposes of any consent or other action to be taken by the Owners of a Majority in Interest or 
specified percentage of Bonds hereunder, Bonds held by or for the account of the Issuer, or any 
Person controlling, controlled by, or under common control with the Issuer. 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. 

“Owners” and similar terms mean the registered owners of the Bonds from time to time as 
shown on the books of the Trustee.  Unless and until Bonds have been issued to Owners other than 
the Depository, all references to “Owners” of the Bonds are qualified by reference to Section 3.05 
of this Indenture. 

“Participant” means a broker-dealer, bank or other financial institution for which the 
Depository holds Bonds. 

“Participating Manufacturer” has the meaning given to such term in the Master Settlement 
Agreement. 

“Paying Agent” means each Paying Agent designated from time to time pursuant to 
Section 7.03 of this Indenture. 

“Payment Priorities” means payment of Bonds in the following order of priority: 

(1) first, the Senior Bonds are Fully Paid pursuant to the Senior Bonds Payment 
Priorities; and 

(2) second, any Subordinate Bonds are Fully Paid in accordance with the provisions of 
the applicable Series Supplement. 

Each clause above is referred to in this Indenture as a “Payment Priority.” 

“Person” means any individual, corporation, estate, partnership, joint venture, association, 
joint stock company, limited liability company, trust, unincorporated organization, government or 
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any agency or political subdivision thereof, or any other entity of any type, whether or not a legal 
entity. 

“Pledged Accounts” means the Collections Account (except to the extent that money 
therein is allocable to the Operating Account, the Operating Contingency Account or the Rebate 
Account), the Senior Debt Service Account, the Lump Sum Payment Account, the Senior Liquidity 
Reserve Account, the Senior Turbo Redemption Account and the Subordinate Turbo Redemption 
Account.  The term “Pledged Accounts” shall also include all subaccounts contained in the named 
accounts, but does not include the Surplus Account. 

“Pro Rata” means, for an allocation of available amounts to any payment of interest, 
Accreted Value, principal or Swap Payments 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 Owners and any party who has entered into a Swap Contract with the Issuer to whom 
such payment is owing, and (b) the denominator of which is equal to the total amount due to all 
Owners and Swap Contract counterparties to whom such payment is owing. 

“Pro Rata Defeasance Redemptions” means payments pursuant to the Pro Rata Defeasance 
Redemption Schedule. 

“Pro Rata Defeasance Redemption Schedule” shall have the meaning set forth therefor in 
Section 2.02(c) of this Indenture. 

“Projected Turbo Redemption” means, for a Series of Bonds, each respective Turbo 
Redemption projected to be made pursuant to Section 5.04(d) of this Indenture, as such projections 
are set forth on the Projected Turbo Schedule. 

“Projected Turbo Schedule” means, for a Series of Bonds that includes Turbo Term Bonds, 
the schedule of projected Outstanding balances of such Turbo Term Bonds set forth in the related 
Series Supplement or in an exhibit thereto. 

“Purchase and Sale Agreement” means the Amended and Consolidated Purchase and Sale 
Agreement dated as of August 17, 2006 between the State and the Issuer, as it may be amended or 
supplemented from time to time in accordance with the terms thereof. 

“Rating Agency” means, with respect to any Series of Bonds, Moody’s, Standard & Poor’s, 
Kroll or Fitch, or any national securities rating service which, upon the request of the Issuer, 
provides a rating for such Series of Bonds; provided, however, that the Issuer may request any 
such Rating Agency to withdraw its ratings on any Series of Bonds and, upon delivery of such 
request to such Rating Agency, such Rating Agency shall no longer be considered to be a “Rating 
Agency” with respect to such Series of Bonds, so long as there is at all times at least one “Rating 
Agency” remaining with respect to such Series of Bonds. 

“Rating Confirmation” means evidence that no rating that has been requested by the Issuer 
and is then in effect from a Rating Agency with respect to a Bond will be withdrawn, reduced, or 
suspended solely as a result of an action to be taken hereunder, provided that this determination 
must be made without giving effect to the rating conferred by or attributable to any credit 
enhancement then in effect with respect to such Bond. 
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“Rebate Account” means the Account, if any, established and maintained by the Trustee 
pursuant to Sections 5.01(h) and 5.03 of this Indenture. 

“Rebate Requirement” shall have the meaning ascribed thereto in the Issuer Tax 
Certificate. 

“Record Date” means the 15th day of the calendar month immediately preceding the 
calendar month in which a Distribution Date occurs whether or not such day is a Business Day.  
The Issuer or the Trustee may in its discretion establish special record dates for the determination 
of the Owners for various purposes hereof, including giving consent or direction to the Trustee. 

“Refunding Bonds” means Bonds issued pursuant to Section 3.01 of this Indenture for the 
purposes of refunding any Outstanding Bonds.   

“Registrar” means an agent designated by the Issuer to maintain the registration books for 
the Bonds. 

“Required Defeasance Amortization” means the mandatory redemption of Defeased Turbo 
Term Bonds required by the provisions of Section 2.02(c) of this Indenture. 

“Residual Certificate” means an instrument or instruments in the form attached to the 
Purchase and Sale Agreement. 

“Rule” has the meaning given to such term in Section 6.10 of this Indenture.  

“S&P” means S&P Global Ratings, a business unit of Standard & Poor’s Financial Services 
LLC, a division of The McGraw-Hill Companies, Inc., its successors and assigns and, if such entity 
shall no longer perform the functions of a securities rating agency, the term “S&P” shall be deemed 
to refer to any other nationally recognized securities rating agency designated by the Issuer by 
notice to the Trustee. References to S&P are effective for so long as S&P is a Rating Agency rating 
all or a portion of the Outstanding Bonds. 

“SEC” has the meaning given to such term in Section 6.10 of this Indenture.  

“Senior Bonds Payment Priorities” means payment of Senior Bonds in the following order 
of priority: 

(1) first, the Class 1 Senior Bonds are Fully Paid in chronological order of 
Serial Maturities, Fixed Sinking Fund Installments and Maturity Dates therefor and within 
a maturity, by lot in accordance with Section 5.04(g) of this Indenture; and 

(2) second, the Class 2 Senior Bonds are Fully Paid in chronological order by 
Maturity Date and within a maturity, by lot in accordance with Section 5.04(g) of this 
Indenture. 

“Senior Bonds” means the Series 2021 Senior Bonds and Additional Bonds and Refunding 
Bonds identified as Senior Bonds in a Series Supplement. 
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“Senior Capital Appreciation Bond” means a Capital Appreciation Bond that is identified 
as a Senior Bond in a Series Supplement. 

“Senior Convertible Bond” means a Convertible Bond that is identified as a Senior Bond 
in a Series Supplement. 

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

“Senior Debt Service Account” means the Account held by the Trustee pursuant to 
Section 5.01(b) of this Indenture. 

“Senior Liquidity Reserve Account” means the Account held by the Trustee pursuant to 
Section 5.01(e) of this Indenture. 

“Senior Liquidity Reserve Requirement” means an amount equal to the sum of the Class 1 
Senior Liquidity Reserve Requirement and the Class 2 Senior Liquidity Reserve Requirement, 
which amount may (but is not required to) be amended upon the issuance of Additional Bonds that 
constitute Senior Bonds in accordance with the applicable Series Supplement. 

“Senior Turbo Redemption Account” means the Account held by the Trustee pursuant to 
Section 5.01(g) of this Indenture. 

“Serial Bonds” means those Bonds identified as Serial Bonds in a Series Supplement. 

“Serial Maturity” means the principal amount or Accreted Value of Serial Bonds due in 
any year as set forth in a Series Supplement. 

“Series” means all Bonds so identified in a Series Supplement, regardless of variations in 
class, Maturity Date, interest rate or other provisions, and any Bonds thereafter delivered in 
exchange or replacement therefor. 

“Series 2006 Bonds” means the Series 2006 Senior Bonds, the Series 2006 First 
Subordinate Bonds and the Series 2006 Second Subordinate Bonds issued pursuant to the Original 
Indenture and the Series 2006 Supplement. 

“Series 2006 First Subordinate Bonds” means the Issuer’s Tobacco Settlement 
Asset-Backed Bonds, Series 2006B First Subordinate Capital Appreciation Bonds.] 

“Series 2006 Refunded Bonds” means, (i) all of the Series 2006 Senior Bonds, (ii) all of 
the Series 2006 First Subordinate Bonds, and (iii) all of the Series 2006 Second Subordinate 
Bonds. 

“Series 2006 Second Subordinate Bonds” means the Issuer’s Tobacco Settlement 
Asset-Backed Bonds, Series 2006C Second Subordinate Capital Appreciation Bonds. 

“Series 2006 Senior Bonds” means the Series 2006A Senior Current Interest Bonds. 
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“Series 2006 Supplement” means the Series Supplement authorizing the Series 2006 
Bonds.  References to the Indenture in the Series 2006 Supplement shall mean this Indenture. 

“Series 2006A Senior Bonds” means the Issuer’s Tobacco Settlement Asset-Backed 
Bonds, Series 2006A Senior Current Interest Bonds. 

“Series 2021 Bonds” means the Series 2021A Bonds and Series 2021B Bonds. 

“Series 2021 Senior Bonds” means the Series 2021A Bonds and Series 2021B Bonds. 

“Series 2021 Supplement” means the Series 2021 Supplement, dated as of July 1, 2021, 
between the Issuer and the Trustee, relating to the Series 2021 Senior Bonds. 

“Series 2021A Bonds” means $152,825,000 aggregate principal amount of the Issuer’s 
Tobacco Settlement Asset-Backed Bonds, Series 2021A Class 1 Senior Current Interest Bonds. 

“Series 2021B Bonds” means the Series 2021B-1 Bonds and Series 2021B-2 Bonds. 

“Series 2021B-1 Bonds” means $35,000,000 aggregate principal amount of the Issuer’s 
Tobacco Settlement Asset-Backed Bonds, Series 2021B-1 Class 2 Senior Current Interest Bonds. 

“Series 2021B-2 Bonds” means $94,655,482.50 aggregate initial principal amount of the 
Issuer’s Tobacco Settlement Asset-Backed Bonds, Series 2021B-2 Class 2 Senior Capital 
Appreciation Bonds. 

“Series Supplement” means the Series 2021 Supplement, and any other Supplemental 
Indenture providing for the issuance of a Series of Additional Bonds, Refunding Bonds or 
Subordinate Bonds in accordance with Section 3.01 of this Indenture. 

“State” means the State of Alaska. 

“Subordinate Bonds” means any Bonds and Additional Bonds, in each case identified as 
such in the applicable Series Supplement. 

“Subordinate Bonds” has the meaning given to such term in Section 3.01(c) of this 
Indenture. 

“Subordinate Capital Appreciation Bond” means a Capital Appreciation Bond that is 
identified as a Subordinate Bond in a Series Supplement. 

“Subordinate Payment Default” means a failure to pay when due interest or principal or 
Accreted Value at maturity on any Subordinate Bonds. 

“Subordinate Turbo Redemption Account” means the Account held by the Trustee 
pursuant to Section 5.01(h) of this Indenture. 

“Supplemental Indenture” means a Series Supplement or other supplement hereto or 
amendment hereof executed and delivered in accordance with the terms hereof.  Any provision 
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that may be included in a Series Supplement or a Supplemental Indenture is also eligible for 
inclusion in the other subject to the provisions hereof. 

“Surplus Account” means the Account, if any, established and maintained by the Trustee 
pursuant to Sections 5.01(j) and 5.07 of this Indenture. 

“Swap Contract” means an interest rate exchange, cap, collar, hedge or similar agreement 
entered into by the Issuer in connection with Senior Bonds. 

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

“Taxable Bonds” means all Bonds other than Tax-Exempt Bonds.  

“Tax-Exempt Bonds” means all Bonds identified as Tax-Exempt Bonds in any Series 
Supplement. 

“Tax Obligations” means the Rebate Requirement and any penalties, fines, or other 
payments required to be made to the United States of America under the arbitrage or rebate 
provisions of the Code. 

“Term Bond Maturity” means the payment of principal or Accreted Value required to be 
made upon the Maturity Date of any Term Bond, as such schedule is set forth in a Series 
Supplement. 

“Term Bonds” means those Bonds identified as Term Bonds in a Series Supplement. 

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

“Tobacco Settlement Revenues” or “TSRs” means, without duplication, the portion of the 
Collateral that consists of payments received pursuant to the Purchase and Sale Agreement, the 
MSA and the Consent Decree. 

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

“Trustee” means U.S. Bank National Association, acting in its capacity as trustee under 
this Indenture, or its successor, as provided in this Indenture. 

“Turbo Redemptions” means (a) with respect to Turbo Term Bonds that are Senior Bonds, 
the redemption of such Turbo Term Bonds from amounts on deposit in the Senior Turbo 
Redemption Account pursuant to Section 5.04(d) of this Indenture and (b) with respect to Turbo 
Term Bonds that are Subordinate Bonds, the redemption of such Turbo Term Bonds from amounts 
on deposit in the Subordinate Turbo Redemption Account pursuant to Section 5.04(d) of this 
Indenture. 
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“Turbo Term Bond Maturity” means the payment of principal or Accreted Value required 
to be made upon the Maturity Date of any Turbo Term Bond, as such schedule is set forth in a 
Series Supplement. 

“Turbo Term Bonds” means the Term Bonds identified as Turbo Term Bonds in a Series 
Supplement. 

“2021 Amendments to Purchase and Sale Agreement” means the 2021 Amendments to the 
Amended and Consolidated Purchase and Sale Agreement, dated as of July 1, 2021, between the 
Issuer and the State, pursuant to which the Issuer agrees to provide funds to the State to finance 
more State capital projects. 

“Written Notice,” “written notice” or “notice in writing” means notice in writing which 
may be delivered by hand or first class mail, overnight delivery, or by Electronic Means. 

(a) Articles and Sections referred to by number shall mean the corresponding 
Articles and Sections of this Indenture. 

(b) 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. 

(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 on, the 
term “hereafter” means after, and the term “heretofore” means before, the date of execution 
and delivery of this Indenture. 

(d) The word “including” means “including without limitation.” 

(e) The word “or” is used in its inclusive sense. 

(f) The captions of the Articles and Sections of this Indenture and any table of 
contents shall be solely for convenience of reference, and shall not affect the meaning, 
construction or effect of this Indenture. 

(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. 
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Section 1.03  No Liability on Bonds. 

(a) Neither the directors or officers of the Issuer nor any person executing 
Bonds or other obligations of the Issuer shall be liable personally thereon or be subject to 
any personal liability or accountability solely by reason of the issuance thereof. 

(b) The Bonds are limited obligations of the Issuer, payable solely from certain 
funds held under this Indenture, including the Collections.  The Bonds do not constitute a 
charge (except with respect to Collections) against the general credit of the Issuer and under 
no circumstances will the Issuer be obligated to pay the interest on or principal or Accreted 
Value of or redemption premiums, if any, on the Bonds except from Collections and 
balances held in the Senior Liquidity Reserve Account (where applicable, and, to the extent 
available).  The Bonds and other obligations of the Issuer are not a debt, liability or other 
obligation of the State or of any of its political subdivisions or instrumentalities, other than 
the Issuer, and neither the State nor any such instrumentalities or other subdivisions, other 
than the Issuer, shall be liable for the payment of the principal or Accreted Value of or 
interest on the Bonds or such other obligations.  The Issuer has no taxing power. 

ARTICLE II 
 

GRANT OF SECURITY INTEREST 

Section 2.01  Security Interest and Pledge.  In order to secure payment of the Bonds and 
the Swap Payments, all with the respective priorities specified herein, the Issuer hereby pledges to 
the Trustee, and grants to the Trustee a first priority lien and security interest in, all of the Issuer’s 
right, title, and interest, whether now owned or hereafter acquired, in, to, and under: (i) the 
Corporation Tobacco Assets; (ii) the Pledged Accounts, all money, instruments, investment 
property, and other property credited to or on deposit in the Pledged Accounts, and all investment 
earnings thereon; (iii) any payment received by the Issuer pursuant to a Swap Contract; (iv) all 
present and future claims, demands, causes and things in action in respect of any or all of the 
foregoing and all payments on or under and all proceeds of every kind and nature whatsoever in 
respect of any or all of the foregoing, including all proceeds of the conversion, voluntary or 
involuntary, into cash or other liquid property, all cash proceeds, accounts, general intangibles, 
notes, drafts, acceptances, chattel paper, checks, deposit accounts, insurance proceeds, 
condemnation awards, rights to payment of any and every kind, and other forms of obligations and 
receivables, instruments, payment intangibles and other property that at any time constitute all or 
part of or are included in the proceeds of any of the foregoing; and (v) all proceeds of the foregoing.  
The property described in the preceding sentence is referred to herein as the “Collateral.” The 
Collateral does not include the rights of the Issuer pursuant to provisions for consent or other action 
by the Issuer, notice to the Issuer, indemnity or the filing of documents with the Issuer, or otherwise 
for its benefit and not for that of the Owners.  The Issuer covenants and agrees that it will 
implement, protect, and defend the security interest and pledge made in this Section 2.01 by all 
appropriate action for the benefit of the Owners and any party that has entered into a Swap 
Contract, the cost thereof to be an Operating Expense. 

The pledge of Collateral shall be valid and binding from the date of execution of this 
Indenture, and amounts so pledged and thereafter received shall immediately be subject to the lien 
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of the pledge without any physical delivery thereof or further act, and the lien of such pledge shall 
be valid and binding as against all parties having claims of any kind in tort, contract or otherwise 
against the Issuer, irrespective of whether such parties have notice thereof and this Indenture need 
not be recorded or filed to perfect such pledge. 

None of the proceeds of the Bonds or any earnings therefrom, unless deposited into one of 
the Pledged Accounts, shall in any way be pledged to the payment of the Bonds.  Such amounts 
shall not be part of the Collateral. 

Section 2.02  Defeasance.   

(a) Total Defeasance.  When (i) there is held by or for the account of the 
Trustee Defeasance Collateral in such principal amounts, bearing interest at such fixed 
rates and with such maturities, including any applicable redemption premiums, as will 
provide sufficient funds to pay, or to redeem in accordance with Section 5.04 of this 
Indenture, all obligations to Owners in whole (to be verified by a nationally recognized 
firm of independent verification agents), (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, (iii) all the rights hereunder of the Fiduciaries and 
counterparties to Swap Contracts have been provided for and all Operating Expenses have 
been satisfied in accordance with Section 2.03(c) of this Indenture, and (iv) the Trustee 
shall have received an Opinion of Counsel to the effect that such defeasance will not, in 
and of itself, cause interest on any Tax-Exempt Bond to be included in gross income for 
federal income tax purposes, then upon Written Notice from the Issuer to the Trustee, such 
Owners and counterparties to Swap Contracts shall cease to be entitled to any benefit or 
security under this 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 hereof, this Indenture and the lien, rights and 
security interests created by this Indenture (except in such funds and investments) shall 
terminate and become null and void, and the Issuer and the Trustee shall execute and 
deliver such instruments as may be necessary to discharge the Trustee’s lien, rights and 
security interests (except in such funds and investments) created hereunder.  Upon such 
defeasance, the funds and investments required to pay or redeem the Bonds shall be 
irrevocably set aside for that purpose, subject, however, to Section 5.06 of this Indenture, 
and money held for defeasance shall be invested only as provided above in this section and 
applied by the Trustee and other Paying Agents, if any, to the retirement of the Bonds.  Any 
funds or other property held by the Trustee and not required for payment or redemption of 
the Bonds shall be distributed in accordance with the order of the Issuer.  Upon the 
discharge of the Trustee’s lien and security interests created hereunder, the Trustee and the 
Issuer shall cooperate in transferring the TSRs to or upon the order of the registered owner 
of the Residual Certificate.   

(b) Partial Defeasance.  Subject to the requirements of Section 6.03 of this 
Indenture, the Issuer may create a defeasance escrow for the retirement and defeasance of 
any Bonds subject to and in accordance with Section 2.02(a) of this Indenture.  Thereafter, 
the Owners of such Defeased Bonds and counterparties to such related Swap Contracts 
shall cease to be entitled to any benefit or security under this Indenture except the right to 
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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 
hereof of this Indenture. 

(c) Defeasance of Turbo Term Bonds.  For each Defeased Turbo Term Bond of 
the same Maturity Date and Series, the Issuer must determine a “Pro Rata Defeasance 
Redemption Schedule” as described in Sections 2.02(c)(i) and 2.02(c)(ii) below.  In 
establishing the defeasance escrow, the Defeased Turbo Term Bonds may not be redeemed 
more slowly than the Pro Rata Defeasance Redemption Schedule. 

(i) For a given Turbo Term Bond Maturity of a given Series, the Trustee 
shall determine the Pro Rata portion of each Projected Turbo Redemption (shown, 
with respect to each Series of Bonds, in an exhibit to the related Series Supplement) 
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.” 

(ii) 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 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. 

(iii) 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. 

(iv) The provisions of this Section 2.02(c) shall not be construed to limit 
the optional redemption of Bonds of a Series pursuant to the applicable Series 
Supplement. 

Section 2.03  Payment of Bonds; Satisfaction and Discharge of Indenture.   

(a) Whenever all Bonds have been Fully Paid, all Swap Payments have been 
paid and the requirements of Section 2.03(c) have been met, then, upon Written Notice 
from the Issuer to the Trustee (and subject to Section 2.02 of this Indenture for Bonds that 
are deemed Fully Paid in accordance with Section 2.03(b)(iv) of this Indenture), this 
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Indenture and the lien, rights and security interests created by this Indenture shall terminate 
and become null and void, and the Issuer and the Trustee shall execute and deliver such 
instruments as may be necessary to discharge the Trustee’s lien and security interests 
created hereunder.  Any funds or other property held by the Trustee and not required for 
payment or redemption of the Bonds shall be distributed in accordance with the order of 
the Issuer. 

(b) A Bond shall be deemed “Fully Paid” only if — 

(i) such Bond has been canceled by the Trustee or delivered to the 
Trustee for cancellation, including but not limited to under the circumstances 
described in Section 3.04 of this Indenture; or 

(ii) such Bond shall have matured or been called for redemption and, on 
such Maturity Date or redemption date, money for the payment of the principal or 
Accreted Value of, redemption premium, if any, and interest on such Bond is held 
by the Trustee in trust for the benefit of the person entitled thereto; or 

(iii) such Bond is alleged to have been lost, stolen, destroyed, partially 
destroyed, or defaced and has been replaced as provided in Section 3.04(b) of this 
Indenture; or 

(iv) such Bond has been defeased as provided in subsection (a), (b) or 
(c) of Section 2.02 of this Indenture (whether as part of a defeasance of all or less 
than all of the Bonds). 

(c) Prior to any satisfaction and discharge of this Indenture, the Issuer shall 
satisfy all Operating Expenses. 

ARTICLE III 
 

THE BONDS 

Section 3.01  Bonds of the Issuer.   

(a) By Series Supplements complying procedurally and in substance with this 
Indenture, the Issuer may authorize, issue, sell and deliver Bonds, including the Series 2021 
Senior Bonds and one or more Series of Additional Bonds, Refunding Bonds or 
Subordinate Bonds from time to time with such principal amounts and Accreted Values at 
maturity as the Issuer shall determine.  The Bonds of each Series shall bear such dates, 
mature at such times, be subject to such terms of payment, bear interest or accrete at such 
rates, be in such form and Authorized Denomination, carry such registration privileges and 
transfer restrictions, if any, 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 Issuer may provide 
herein and in the related Series Supplement. The proceeds of the Series 2021 Bonds shall 
be applied as provided in Section 4.01 of this Indenture and the proceeds of each other 
Series of Bonds shall be applied as provided in Sections 4.02 and 4.03 of this Indenture 
and the related Series Supplement.  The Series Supplement shall identify whether the 
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Bonds of any Series are Senior Bonds (including whether such Bonds are Class 1 Senior 
Bonds or Class 2 Senior Bonds) or Subordinate Bonds and whether such Bonds are Current 
Interest Bonds or Capital Appreciation Bonds or Convertible Bonds, and if such Bonds are 
Class 2 Senior Bonds, whether such Class 2 Senior Bonds are secured by the Class 2 Senior 
Liquidity Reserve Subaccount.   

(b) (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).  Nothing in this Indenture is intended to limit the ability of the Issuer to 
issue Refunding Bonds to refund all Bonds in whole pursuant to this Amended and 
Restated Indenture or a new indenture.  Refunding Bonds include Bonds purchased by the 
Issuer pursuant to Section 5.04(f) which are not simultaneously presented to the Trustee 
for cancellation.  Such Refunding Bonds may be remarketed and bear or accrete at fixed 
rates of interest and have Maturity Dates, redemption dates and other repayment terms that 
differ from the Bonds so purchased pursuant to the terms of a Supplemental Indenture. 

(ii) Refunding Bonds may be issued to refund Bonds in part (including 
the funding of defeasance escrows and deposits to Accounts in connection with 
such issuance) and Additional Bonds may be issued at the discretion of the Issuer, 
but only if upon the issuance of such Bonds and/or Additional Bonds: (A) the 
amount on deposit in the applicable subaccounts in the Senior Liquidity Reserve 
Account following the issuance of such Refunding Bonds and/or Additional Bonds 
will be at least equal to (i) with respect to Bonds that are Class 1 Senior Bonds, the 
Class 1 Senior Liquidity Reserve Requirement and (ii) with respect to Bonds that 
are Class 2 Senior Bonds, the Class 2 Senior Liquidity Reserve Requirement, as 
applicable; (B) no Event of Default shall have occurred and be continuing; (C) the 
average life of each Turbo Term Bond that will remain Outstanding after the date 
of issuance of the Refunding Bonds and/or Additional Bonds as computed on the 
basis of new projections on the date of issuance of the Refunding Bonds and/or 
Additional Bonds will not exceed (x) the remaining average life of each such Turbo 
Term Bond as computed by the Issuer on the basis of new projections assuming 
that no such Refunding Bonds and/or Additional Bonds are issued plus (y) one year; 
and (D) a Rating Confirmation is received for any Bonds that will remain 
Outstanding after the date of issuance of the Additional Bonds or the Refunding 
Bonds which are then rated by a Rating Agency. 

(c) One or more Series of Bonds (the “Subordinate Bonds”) may be issued for 
any lawful purpose if there is no payment permitted for such Bonds until all previously 
issued Bonds are Fully Paid.  Subordinate Bonds may be issued to refund all or a portion 
of the Bonds without satisfying the requirements of Section 3.01(b)(ii) of this Indenture. 

(d) The Bonds shall be executed in the name of the Issuer by the manual or 
facsimile signature of an Authorized Officer of the Issuer, and attested by the manual or 
facsimile signature of an Authorized Officer of the Issuer, or as otherwise provided in the 
resolution of the Issuer which authorizes the issuance of such Bonds.  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 
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shall have ceased holding such office or others may have been designated to perform such 
functions. 

(e) The Issuer 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: (i) copies of the applicable Series Supplement; (ii) in the case of 
Additional Bonds or Refunding Bonds, an Officer’s Certificate showing compliance with 
Section 3.01(b); (iii) an opinion of Counsel (A) as to the due execution and delivery by the 
Issuer of this Indenture and each relevant Supplemental Indenture, (B) to the effect that the 
Bonds being issued are valid and binding obligations of the Issuer payable from the sources 
specified in the Indenture, (C) to the effect that the Indenture creates the valid pledge of 
the Collateral (including, without limitation, the TSRs), and (D) in the case of Refunding 
Bonds, to the effect that the issuance of such Refunding Bonds will not, in and of itself, 
adversely affect the exclusion of interest on the Tax-Exempt Bonds from gross income for 
federal income tax purposes; (iv) such other documents as may be required by the 
applicable Series Supplement; and (v) an Officer’s Certificate 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. 

(f) The principal and Accreted Value of, redemption premium, if any, and the 
interest on the Bonds shall be payable in lawful currency of the United States. 

While the Book-Entry System is in effect with respect to any Bonds, notwithstanding any 
other provisions set forth herein, payments of principal and Accreted Value of, redemption 
premium, if any, and interest on the Bonds shall be made to the Depository Nominee, by wire 
transfer in immediately available funds to the account specified by the Depository without the 
necessity of the presentation and surrender of the Bonds. Without notice to or the consent of the 
Owners, the Paying Agent, with the consent of the Issuer and the Depository, may agree in writing 
to make payments of principal and Accreted Value of, redemption premium, if any, and interest in 
a manner different from that set out herein.  In such event, the Paying Agent shall make payments 
with respect to the Bonds in the manner determined in the preceding sentence. 

Upon the discontinuance of the maintenance of the Bonds under a Book-Entry System, the 
principal and Accreted Value of, redemption premium, if any, and the interest on the Bonds shall 
be payable at the principal office of the Paying Agent upon presentation and surrender of the 
Bonds.  Payments of interest on the Current Interest Bonds will be mailed on each Distribution 
Date to the persons in whose names the Current Interest Bonds are registered at the close of 
business on the Record Date next preceding such Distribution Date; provided, any Owner of a 
Current Interest Bond or Bonds in an aggregate principal amount of not less than $1,000,000 may, 
by prior written instructions filed with the Paying Agent (which instructions shall remain in effect 
until revoked by subsequent written instructions), instruct that interest payments for any period be 
made by wire transfer to an account in the continental United States or other means acceptable to 
the Paying Agent. 

Each Current Interest Bond shall accrue interest from its dated date, which interest is 
payable currently on each Distribution Date until the Maturity Date or earlier redemption date of 
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such Bond as provided herein.  Interest on each Current Interest Bond shall be computed as 
provided in the Series Supplement to which such Current Interest Bond relates.  For the avoidance 
of doubt, in the event a Current Interest Bond remains Outstanding after its Maturity Date, such 
Bond will continue to accrue and pay interest at its stated interest rate. 

Each Capital Appreciation Bond shall accrete interest from its dated date, which interest 
shall be compounded on each Distribution Date, commencing with the first Distribution Date after 
its issuance through and including the Maturity Date or earlier redemption date of such Bond.  For 
the avoidance of doubt, in the event that a Capital Appreciation Bond remains Outstanding after 
its Maturity Date, such Bond will accrue and pay interest at its Default Rate from its Maturity 
Date. 

Each Convertible Bond shall accrete interest from its dated date, which interest shall be 
compounded on each Distribution Date, commencing with the first Distribution Date after its 
issuance through and excluding the Conversion Date or earlier redemption date of such Bond.  On 
and after the applicable Conversion Date, such Convertible Bond shall become a Current Interest 
Bond with a principal amount equal to the Accreted Value at such Conversion Date as set forth in 
a Series Supplement, the interest on which shall be payable currently on each Distribution Date 
after the Conversion Date until the Maturity Date or earlier redemption date of such Bond as 
provided herein.  For the avoidance of doubt, in the event a Convertible Bond remains Outstanding 
after its Maturity Date, such Bond will continue to accrue and pay interest at its stated interest rate. 

Section 3.02  Serial Maturities.  The Serial Bonds shall mature in the years and in the 
principal amounts or Accreted Values at maturity, and shall bear interest as specified in the 
applicable Series Supplement. 

Section 3.03  Term Bond and Turbo Term Bond Maturities.  The Term Bonds 
(excluding all Turbo Term Bonds) shall mature in the years and in the principal amounts at 
maturity, shall bear interest and shall have Fixed Sinking Fund Installments, if any, as specified in 
the applicable Series Supplement.  The Turbo Term Bonds shall mature in the years and in the 
principal amounts or Accreted Values at maturity and shall bear interest as specified in the 
applicable Series Supplement. 

Section 3.04  Transfer and Replacement of Bonds.   

(a) Transfer.  A registered Bond shall be transferable upon presentation to the 
Registrar with a written transfer of title of the Owner.  Such transfer shall be dated, and 
signed by such Owner, or such Owner’s legal representative, and shall be signature 
guaranteed by a guarantor institution participating in a guarantee program acceptable to the 
Registrar.  The name of the transferee shall be entered in the books kept by the Registrar 
and: 

(i) the transferee shall be provided with a new Bond of substantially the 
same form and tenor as the Bond presented; 

(ii) the new Bond shall be signed and attested by the manual or facsimile 
signatures of Authorized Officers of the Issuer; 
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(iii) 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; 

(iv) the Bond presented shall be cancelled and destroyed and a certificate 
of destruction shall be filed with the Issuer; 

(v) 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; 

(vi) the principal or Accreted Value of, redemption premium, if any, and 
interest on a Bond which has been registered shall be payable only to the Owner, 
or its legal representatives, successors, or transferees; 

(vii) the transferee shall pay a charge sufficient to reimburse the Registrar 
for any tax, fee, or other governmental charge required to be paid with respect to 
such registration; 

(viii) the Registrar shall not be obliged to make any transfer of the Bonds 
(i) during the 15 calendar days preceding the date of sending notice, or the first 
publication of notice, of any proposed redemption of the Bonds, or (ii) with respect 
to any particular Bond, after such Bond has been called for redemption; and 

(ix) Prior to any transfer of the Bonds outside the book-entry system 
(including, but not limited to, the initial transfer outside the book-entry system) the 
transferor shall provide or cause to be provided to the Trustee all information 
necessary to allow the Trustee to comply with any applicable tax reporting 
obligations, including without limitation any cost basis reporting obligations under 
Internal Revenue Code Section 6045, as amended.  The Trustee shall conclusively 
rely on the information provided to it and shall have no responsibility to verify or 
ensure the accuracy of such information. 

(b) Replacement.  The Issuer and the Registrar may issue a new Bond to replace 
one lost, stolen, destroyed, partially destroyed, or defaced, in accordance with the 
following: 

(i) If the Bond is claimed to be lost, stolen or destroyed, the owner shall 
furnish: 

(A) proof of ownership; 

(B) proof of loss, theft or destruction; 

(C) payment of the cost of preparing, issuing, mailing, shipping, 
and insuring the new Bond; and 

(D) security or indemnity in a form acceptable to the Issuer and 
Registrar. 
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(ii) If the Bond is defaced or partially destroyed, the owner shall 
surrender such Bond and pay the cost of preparing and issuing the new Bond. 

(iii) The new Bond shall be of substantially the same form and tenor as 
the one originally issued, and shall be signed and attested by the manual or facsimile 
signatures of Authorized Officers of the Issuer.  The new Bond shall be 
authenticated in the manner provided herein.  If the Bond is issued in the place of 
one claimed to be lost, stolen or destroyed, it shall in addition state upon the back 
thereof that it is issued in the place of such Bond claimed to have been lost, stolen 
or destroyed, and, where applicable, that adequate security or indemnity for its 
payment in full at its Maturity Date is filed with the Registrar. The Registrar shall 
make an appropriate entry in its records of any new Bond issued pursuant to this 
section. 

Section 3.05  Securities Depositories.   

(a) Immobilized Bonds.  The Bonds shall initially be issued pursuant to a 
Book-Entry System administered by the Depository with no physical distribution of bond 
certificates to be made except as provided in Section 3.05(b) of this Indenture. 

So long as a Book-Entry System is being used, one or more word-processed bonds 
for each Maturity Date of Bonds of a Series as required by the Depository, in the aggregate 
principal amount or Accreted Value at maturity or the Conversion Date, as the case may 
be, of such Maturity Date and Series and registered in the name of the Depository Nominee, 
will be issued and required to be deposited with the Depository (or a custodian for the 
Depository) and held in its custody. The Book-Entry System will be maintained by the 
Depository, the Participants and the Indirect Participants and will evidence beneficial 
ownership of the Bonds of a Series in Authorized Denominations, with transfers of 
ownership effected on the records of the Depository, the Participants, and the Indirect 
Participants pursuant to rules and procedures established by the Depository, the 
Participants and the Indirect Participants. 

Transfer of principal, Accreted Value and interest payments or notices to 
Participants and Indirect Participants will be the responsibility of the Depository, and 
transfer of principal, Accreted Value and interest payments or notices to Owners will be 
the responsibility of the Participants and the Indirect Participants.  No other party will be 
responsible or liable for such transfers of payments or notices or for maintaining, 
supervising or reviewing such records maintained by the Depository, the Participants, or 
the Indirect Participants. 

DTC is hereby appointed as the Depository.  To the extent permitted by law, the 
Issuer may at any time provide for the replacement of the Depository with another qualified 
depository.  If any depository is replaced as the depository for the Bonds with another 
qualified Depository, the Registrar will issue to the successor Depository replacement 
Bonds, registered in the name of the successor Depository Nominee. 
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Each Depository and the Participants, and the Indirect Participants, and the Owners 
of the Bonds, by their acceptance of the Bonds, agree that neither the Issuer nor any 
Fiduciary shall have any liability for the failure of any Depository to perform its obligation 
to any Participant, any Indirect Participant, or any Owner of any Bonds, nor shall the Issuer 
or any Fiduciary be liable for the failure of any Participant, Indirect Participant, or other 
nominee of any Owner of any Bonds to perform any obligation that such Participant, 
Indirect Participant, or other nominee may incur to any Owner of the Bonds. 

A Fiduciary may rely upon the information provided by the Depository with respect 
to the identity of, and any other information relating to, any Participants, and may accept 
communications made by a Participant on behalf of an Owner. 

(b) Discontinuance of Book-Entry System.  Upon the discontinuance of the 
maintenance of the Bonds of any Series under a Book-Entry System, the Registrar will 
issue Bonds of such Series in Authorized Denominations directly to the Owners of Bonds 
as further described below.  In such event, the Registrar shall make provisions to notify the 
Participants, the Indirect Participants and the Owners of the Bonds, by mailing an 
appropriate notice to the Depository, or by other means deemed appropriate by the 
Registrar in its discretion, that Bonds will be directly issued to the Owners of the Bonds as 
of a date set forth in such notice, which shall be a date at least ten calendar days after the 
date of mailing of such notice (or such fewer number of days as shall be acceptable to the 
Depository). 

In the event that Bonds are to be issued to Owners of the Bonds, the Registrar, at 
the expense of the Issuer, shall promptly have prepared Bonds in certificated form in 
Authorized Denominations registered in the names of the Owners of Bonds provided to the 
Registrar, as of the date set forth in the notice described above.  Neither the Issuer nor 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. 

(c) DTC Letter.  The Trustee shall comply with the requirements of the DTC 
Letter applicable to it. 

ARTICLE IV 
 

APPLICATION OF BOND PROCEEDS 

Section 4.01  Use of Series 2021 Senior Bond Proceeds and Certain Other Moneys.  
Upon the delivery of the Series 2021 Bonds and receipt of the amount of the purchase price thereof 
($316,718,995.71, comprised of the initial principal amount of the Series 2021 Bonds, plus net 
premium of $36,087,198.35 and less underwriters’ discount of $1,848,685.14) and other moneys 
(including moneys in all funds and accounts in the original Trust Indenture dated as of August 1, 
2006, immediately prior to this Indenture becoming effective in the amount of $34,770,893.73, 
including $7,150,581.78 from the Senior Debt Service Account, $27,619,810.33 from the Senior 
Liquidity Reserve Account, $449.27 from the Collections Account and $52.35 from the Senior 
Turbo Redemption Account), such amount shall be disposed of as follows: 
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(a) the sum of $3,215,770.83 shall remain deposited into the Senior Debt 
Service Account; 

(b) the sum of $503,761.52, corresponding to the Costs of Issuance (exclusive 
of underwriter’s discount) shall be deposited into the Costs of Issuance Account and used 
for the purpose of paying the Costs of Issuance until as contemplated by Section 7.07 of 
this Indenture an Authorized Officer of the Issuer shall certify to the Trustee that all Costs 
of Issuance have been paid in full at which time the Trustee shall transfer any balance 
remaining in such Account to the Collections Account; 

(c) the sum of $12,011,650, representing the Senior Liquidity Reserve 
Requirement, shall be deposited into the Senior Liquidity Reserve Account with 
$10,874,150 deposited in the Class 1 Senior Liquidity Reserve Subaccount and $1,137,500 
deposited in the Class 2 Senior Liquidity Reserve Subaccount; 

(d) the sum of $316,773,707.09 shall be transferred to U.S. Bank National 
Association, as trustee and escrow agent for the Series 2006 Bonds for deposit in the 
escrow fund related to the defeasance of the Series 2006 Bonds; 

(e) the sum of $18,985,000 shall be paid to or on the order of the Issuer to be 
deposited with the escrow agent under the 2021 Custodial Agreement between the Issuer 
and the Trustee as escrow agent thereunder; and 

(f) any remaining sum shall be deposited into the Costs of Issuance Account. 

Upon the delivery of the Series 2021 Senior Bonds and receipt of the purchase price 
thereof, such amount shall be deposited and transferred as provided in Section 2.02 of the 
Series 2021 Supplement.   

Section 4.02  Use of Additional Bond and Refunding Bond Proceeds.  Upon the delivery 
of any Additional Bond and Refunding Bonds and receipt of the net proceeds thereof, such 
proceeds shall be disposed of in accordance with the applicable Series Supplement and consistent 
with Sections 2.02 and 3.01 hereof, as applicable and any excess proceeds shall be paid to the 
holder of the Residual Certificate. 

Section 4.03  Use of Subordinate Bond Proceeds.  Upon the delivery of any Subordinate 
Bonds and receipt of the net proceeds thereof, such proceeds shall be disposed of in accordance 
with the applicable Series Supplement and consistent with Sections 2.02 and 3.01 hereof, as 
applicable. 

ARTICLE V 
 

ACCOUNTS; FLOW OF FUNDS 

Section 5.01  Establishment of Accounts.  The Trustee shall establish, hold and maintain 
the following segregated trust accounts in the Trustee’s name: 

(a) the Collections Account; 
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(b) the Senior Debt Service Account, and within the Senior Debt Service 
Account a Capitalized Interest Subaccount; 

(c) the Lump Sum Payment Account; 

(d) the Operating Account; 

(e) the Senior Liquidity Reserve Account, and within the Senior Liquidity 
Reserve Account, the Class 1 Senior Liquidity Reserve Subaccount and the Class 2 Senior 
Liquidity Reserve Subaccount; 

(f) the Operating Contingency Account; 

(g) the Senior Turbo Redemption Account; 

(h) the Rebate Account; 

(i) the Costs of Issuance Account; and 

(j) the Surplus Account. 

Section 5.02  Application of Collections.   

(a) All Collections received by the Trustee shall be promptly deposited by the 
Trustee into the Collections Account.  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 transferred promptly (and in any event, no later than the 
Business Day immediately preceding the next Distribution Date) to the Lump Sum 
Payment Account and applied as described in subsections (e) and (f) of this Section 5.02, 
in accordance with the instructions received by the Trustee pursuant to an Officer’s 
Certificate.  

(b) As soon as is practicable, but in any event no later than the earlier of (x) the 
fifth Business Day following each Deposit Date, or (y) two Business Days prior to each 
Distribution Date, and in either case after the transfer of amounts from the Senior Liquidity 
Reserve Account to the Senior Debt Service Account pursuant to Section 5.05(b) of this 
Indenture, the Trustee shall withdraw the funds on deposit in the Collections Account and 
transfer such amounts as follows: 

(i) to the Operating Account, an amount sufficient to cause the amount 
therein to equal the amount specified by the Officer’s Certificate most recently 
delivered or deemed delivered pursuant to Section 6.02(b) of this Indenture in order 
to pay, for the twelve-month period applicable to such Officer’s Certificate, (x) the 
Operating Expenses (excluding any Termination Payments) to the extent that the 
amount thereof does not exceed clause (i) of the definition of Operating Cap, and 
(y) the Tax Obligations; 
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(ii) to the Senior Debt Service Account, an amount sufficient to cause 
the amount therein (taking into account earnings on such amount scheduled to be 
received prior to the applicable Distribution Date if such amount is invested in fixed 
rate Eligible Investments as well as any amounts on deposit therefor in the 
Capitalized Interest Subaccount) to equal the sum of (x) interest on the Outstanding 
Class 1 Senior Bonds and all Swap Payments that will come due (i) in the next 
succeeding Bond Year, if the Deposit Date is on or after December 1 and on or 
before May 31 of any Bond Year, or (ii) in the then-current Bond Year, if the 
Deposit Date is on or after June 1 and on or before November 30 of any Bond Year, 
plus (y) any such unpaid interest on the Class 1 Senior Bonds and Swap Payments 
from prior Distribution Dates (including interest at the stated rate on such unpaid 
interest, to the extent legally permissible); provided that the amount to be deposited 
pursuant to this Section 5.02(b)(ii) shall be calculated assuming that principal on 
the Bonds will have been paid as described in clauses (ii), (iii) and (iv) of 
Section 5.02(c) of this Indenture; 

(iii) to the Senior Debt Service Account, an amount sufficient to cause 
the amount therein (taking into account earnings on such amount scheduled to be 
received prior to the applicable Distribution Date if such amount is invested in fixed 
rate Eligible Investments) to equal the amount specified in clause (ii) above plus 
the sum of (a) if the Deposit Date is on or after December 1 and on or before 
May 31 of any Bond Year, the Serial Maturity, Fixed Sinking Fund Installment, or 
Term Bond Maturity due for Class 1 Senior Bonds in or scheduled for the next 
succeeding Bond Year, plus (b) any such Serial Maturities, Fixed Sinking Fund 
Installments, or Term Bond Maturities unpaid from prior Distribution Dates, 
provided that the amount of each Term Bond Maturity shall first be adjusted as 
described in Section 5.04(e) of this Indenture; 

(iv) unless an Event of Default has occurred (in which case the 
provisions of Section 5.02(d) shall apply), to the Class 1 Senior Liquidity Reserve 
Subaccount, an amount sufficient to cause the amount on deposit therein to equal 
the Class 1 Senior Liquidity Reserve Requirement, provided that on any 
Distribution Date on which the amount on deposit in the Class 1 Senior Liquidity 
Reserve Subaccount (less any amount necessary to be paid in connection with the 
liquidation of the investment of amounts in the Class 1 Senior Liquidity Reserve 
Subaccount, including a Termination Payment) equals or exceeds the principal or 
Accreted Value of and interest on all Outstanding Class 1 Senior Bonds, the amount 
on deposit in the Class 1 Senior Liquidity Reserve Subaccount first may, at the 
direction of the Issuer, be applied to the optional clean-up call for the Class 1 Senior 
Bonds, and second shall be transferred to the Collections Account;  

(v) to the Senior Debt Service Account, an amount sufficient to cause 
the amount therein (taking into account earnings on such amount scheduled to be 
received prior to the applicable Distribution Date if such amount is invested in fixed 
rate Eligible Investments as well as any amounts on deposit therefor in the 
Capitalized Interest Subaccount) to equal the sum of (x) interest on the Outstanding 
Class 2 Senior Bonds that will come due (i) in the next succeeding Bond Year, if 
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the Deposit Date is on or after December 1 and on or before May 31 of any Bond 
Year, or (ii) in the then-current Bond Year, if the Deposit Date is on or after June 1 
and on or before November 30 of any Bond Year, plus (y) any such unpaid interest 
on the Class 2 Senior Bonds from prior Distribution Dates (including interest at the 
stated rate on such unpaid interest, to the extent legally permissible); provided that 
the amount to be deposited pursuant to this Section 5.02(b)(v) shall be calculated 
assuming that principal on the Bonds will have been paid as described in 
clauses (ii), (iii), and (iv) of Section 5.02(c) of this Indenture; 

(vi) to the Senior Debt Service Account, an amount sufficient to cause 
the amount therein (taking into account earnings on such amount scheduled to be 
received prior to the applicable Distribution Date if such amount is invested in fixed 
rate Eligible Investments) to equal the amount specified in clause (ii) above plus 
the sum of (a) if the Deposit Date is on or after December 1 and on or before 
May 31 of any Bond Year, the Serial Maturity or Term Bond Maturity (including 
Turbo Term Bond Maturities) due for Class 2 Senior Bonds in or scheduled for the 
next succeeding Bond Year, plus (b) any such Serial Maturities or Term Bond 
Maturities (including Turbo Term Bond Maturities) unpaid from prior Distribution 
Dates, provided that the amount of Turbo Term Bond Maturity shall first be 
adjusted as described in Section 5.04(e) of this Indenture; 

(vii) unless a Class 2 Payment Default has occurred, to the Class 2 Senior 
Liquidity Reserve Subaccount, an amount sufficient to cause the amount on deposit 
therein to equal the Class 2 Senior Liquidity Reserve Requirement, provided that 
on any Distribution Date on which the amount on deposit in the Class 2 Senior 
Liquidity Reserve Subaccount (less any amount necessary to be paid in connection 
with the liquidation of the investment of amounts in the Class 2 Senior Liquidity 
Reserve Subaccount, including a Termination Payment) equals or exceeds the 
principal or Accreted Value of and interest on all Outstanding Class 2 Senior Bonds 
secured by the Class 2 Senior Liquidity Reserve Subaccount, the amount on deposit 
in the Class 2 Senior Liquidity Reserve Subaccount first shall be applied to the 
mandatory clean-up call for the Class 2 Senior Bonds secured by the Class 2 Senior 
Liquidity Reserve Subaccount, and second shall be transferred to the Collections 
Account; 

(viii) to the Operating Contingency Account, the amount, if any, 
necessary to make the amount therein equal to the amount specified by the Officer’s 
Certificate most recently delivered or deemed delivered pursuant to Section 6.02(b) 
of this Indenture in order to pay, for the twelve-month period applicable to such 
Officer’s Certificate, the Operating Expenses in excess of the Operating Cap; 

(ix) to the Senior Turbo Redemption Account, all amounts remaining in 
the Collections Account until no Class 2 Senior Bonds are Outstanding; and 

(x) provided that there are no Outstanding Class 2 Senior Bonds or 
Subordinate Bonds and no obligations to make Swap Payments under a Swap 
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Contract, to the Surplus Account, all amounts remaining in the Collections 
Account. 

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

(i) from the Senior Debt Service Account (including amounts in the 
Capitalized Interest Subaccount held therefor) and the Class 1 Senior Liquidity 
Reserve Subaccount, in that order, to pay interest on Outstanding Class 1 Senior 
Bonds due on such Distribution Date or unpaid from prior Distribution Dates; 

(ii) from the Senior Debt Service Account and the Class 1 Senior 
Liquidity Reserve Subaccount, in that order, to pay principal of Outstanding Class 1 
Senior Bonds due on such Distribution Date or unpaid from prior Distribution Dates 
in chronological order of the date on which such principal is due, including by 
reason of Fixed Sinking Fund Installment, and Pro Rata within such a principal due 
date; 

(iii) from the Senior Debt Service Account to pay Swap Payments due 
on such Distribution Date or unpaid from prior Distribution Dates; 

(iv) if a Class 2 Payment Default has occurred, first, from the Senior 
Debt Service Account and the Class 2 Senior Liquidity Reserve Subaccount (only 
with respect to Class 2 Senior Bonds secured thereby), in that order, to pay interest, 
Pro Rata, on Outstanding Class 2 Senior Bonds due on such Distribution Date or 
unpaid from prior Distribution Dates, and, second, from the Senior Debt Service 
Account and the Senior Turbo Redemption Account, to pay the Bond Obligation 
on Outstanding Class 2 Senior Bonds, Pro Rata.  For purposes of the clause “first” 
in this paragraph, from and after its Maturity Date, a Capital Appreciation Bond 
will accrue interest payable at a rate per annum equal to the Default Rate therefor 
set forth in the applicable Series Supplement; 

(v) from the Senior Debt Service Account (including amounts in the 
Capitalized Interest Subaccount held therefor) and the Class 2 Senior Liquidity 
Reserve Subaccount (only with respect to Class 2 Senior Bonds secured thereby), 
in that order, to pay interest on Outstanding Class 2 Senior Bonds due on such 
Distribution Date or unpaid from prior Distribution Dates; 

(vi) from the Senior Debt Service Account and the Class 2 Senior 
Liquidity Reserve Subaccount (only with respect to Class 2 Senior Bonds secured 
thereby), in that order, to pay principal of Outstanding Class 2 Senior Bonds due 
on such Distribution Date or unpaid from prior Distribution Dates in chronological 
order of the date on which such principal is due, including by reason of Fixed 
Sinking Fund Installment, and Pro Rata within such a principal due date; 

(vii) from the Senior Turbo Redemption Account, to redeem Senior 
Bonds which are Turbo Term Bonds on such Distribution Date (or a special 
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redemption date pursuant to Section 5.04(c) of this Indenture) in accordance with 
clause (1) of the Payment Priorities; and 

(viii) from the Lump Sum Payment Account, but only as directed in an 
Officer’s Certificate delivered by the Issuer and accompanied by Rating 
Confirmation with respect to any Senior Bonds which are then rated by a Rating 
Agency, to redeem Turbo Term Bonds on such Distribution Date (or a special 
redemption date pursuant to Section 5.04(c) of this Indenture) in accordance with 
Section 5.04(d) of this Indenture, provided that any redemptions shall redeem 
Bonds in accordance with the Payment Priorities. 

(d) Upon the occurrence of any Event of Default and continuing on each 
succeeding Distribution Date commencing with the Distribution Date following the Event 
of Default: 

(i) (A) until the Class 1 Senior Bonds are no longer Outstanding, the 
Trustee shall apply all funds in the Senior Debt Service Account, the Class 1 Senior 
Liquidity Reserve Subaccount and the Lump Sum Payment Account to pay Pro 
Rata, first, the accrued and unpaid interest on the Class 1 Senior Bonds (including 
Senior Convertible Bonds after the Conversion Date) and Swap Payments 
(including, in each case, interest at the stated rate on any unpaid interest, to the 
extent legally permissible) and, second, the due and past due principal or Accreted 
Value on all Class 1 Senior Bonds; 

(B) until the Class 2 Senior Bonds are no longer Outstanding, the 
Trustee shall apply all funds in the Senior Debt Service Account, the Class 2 
Senior Liquidity Reserve Subaccount (only with respect to Class 2 Senior 
Bonds secured thereby), the Lump Sum Payment Account and the Senior 
Turbo Redemption Account to pay Pro Rata, first, the accrued and unpaid 
interest on the Class 2 Senior Bonds (including Senior Convertible Bonds 
after the Conversion Date) (including, in each case, interest at the stated rate 
on any unpaid interest, to the extent legally permissible) and, second, Bond 
Obligation on all Class 2 Senior Bonds without regard to their order of 
maturity.  For this purpose and for the avoidance of doubt, “total amount 
due” to all Owners of Class 2 Senior Bonds described in part (b) of the 
definition of Pro Rata is equal to the Bond Obligation of such Class 2 Senior 
Bonds as of such Distribution Date; and 

(ii) the application of funds with respect to Subordinate Bonds shall be 
in accordance with the provisions of the applicable Series Supplement. 

(e) Upon the receipt of a sum that has been identified by an Officer’s Certificate 
as a Lump Sum Payment, the Trustee shall, after making provision for the amounts required 
to be deposited pursuant to subsection (b)(i) of this Section 5.02, use all such amounts on 
deposit in the Lump Sum Payments Account to make the following payments on the next 
Distribution Date following such receipt, in the following order of priority: 
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(i) to pay any past due interest on the Class 1 Senior Bonds (including 
interest at the stated rate on any unpaid interest, to the extent legally permissible), 
Pro Rata; 

(ii) to pay the accrued and unpaid interest on the Class 1 Senior Bonds 
and Swap Payments, Pro Rata; 

(iii) to pay principal or Accreted Value on all Class 1 Senior Bonds then 
Outstanding in chronological order of the date on which such principal is due and 
Pro Rata within such a principal due date; 

(iv) to pay any past due interest on the Class 2 Senior Bonds (including 
interest at the stated rate on any unpaid interest, to the extent legally permissible), 
Pro Rata; 

(v) to pay the accrued and unpaid interest on the Class 2 Senior Bonds, 
Pro Rata; 

(vi) to pay principal or Accreted Value on all Class 2 Senior Bonds then 
Outstanding in chronological order of the date on which such principal is due and 
Pro Rata within such a principal due date; and 

(vii) to pay Subordinate Bonds in accordance with the provisions of the 
applicable Series Supplement. 

(f) Upon the receipt of a sum that has been identified by an Officer’s Certificate 
as a Total Lump Sum Payment, the Trustee shall, after making provision for the amounts 
required to be deposited pursuant to subsection (b)(i) of this Section 5.02, use all such 
remaining amounts on deposit in the Lump Sum Payments Account to make the following 
payments in the following order of priority: 

(i) to pay any past due interest on the Class 1 Senior Bonds (including 
interest at the stated rate on any unpaid interest, to the extent legally permissible), 
Pro Rata; 

(ii) to pay the accrued and unpaid interest on the Class 1 Senior Bonds 
and Swap Payments, Pro Rata; 

(iii) to pay principal or Accreted Value on all Class 1 Senior Bonds then 
Outstanding in chronological order of the date on which such principal is due and 
Pro Rata within such a principal due date, Pro Rata; 

(iv) to pay any past due interest on the Class 2 Senior Bonds (including 
interest at the stated rate on any unpaid interest, to the extent legally permissible), 
Pro Rata; 

(v) to pay the accrued and unpaid interest on the Class 2 Senior Bonds, 
Pro Rata; 
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(vi) to pay principal or Accreted Value on all Class 2 Senior Bonds then 
Outstanding, Pro Rata, irrespective of any principal due date; and 

(vii) to pay Subordinate Bonds in accordance with the provisions of the 
applicable Series Supplement. 

(g) After making all deposits and payments set forth above, and provided that 
there are no Outstanding Bonds and no obligations to make Swap Payments under a Swap 
Contract, the Trustee shall deliver any amounts remaining in a Fund or Account in 
accordance with the order of the Issuer and in accordance with the Residual Certificate. 

(h) Funds in the Operating Account shall be applied by the Trustee at any time, 
in accordance with directions in an Officer’s Certificate pursuant to Section 6.02(b), to pay 
Operating Expenses (other than Termination Payments), or to fund an account of the Issuer 
free and clear of this Indenture for purposes of paying such Operating Expenses. 

(i) Funds in the Operating Contingency Account shall be applied by the Trustee 
at any time, in accordance with directions in an Officer’s Certificate pursuant to 
Section 6.02(b), to pay Operating Expenses not otherwise paid from the Operating 
Account, or to fund an account of the Issuer free and clear of this Indenture for purposes 
of paying such Operating Expenses. 

Section 5.03  Rebate.  The Trustee shall establish and maintain when required an account 
separate from any other account established and maintained hereunder designated as the Rebate 
Account.  Subject to the transfer provisions provided in paragraph (d) below, all money at any 
time deposited in the Rebate Account shall be held by the Trustee in trust, to the extent required 
to satisfy the Rebate Requirement (as defined, computed, and provided to the Trustee in 
accordance with the Issuer Tax Certificate), for payment to the federal government of the 
United States of America. Neither the Issuer nor any Owners shall have any rights in or claim to 
such money.  Unless the Issuer delivers an opinion of Counsel to the effect that another use is not 
inconsistent with the Issuer’s covenants contained in Section 6.03 of this Indenture, all amounts 
deposited into or on deposit in the Rebate Account shall be governed by this Section, by 
Section 6.03 of this Indenture, and by the Issuer Tax Certificate.  The Trustee shall be deemed 
conclusively to have complied with such provisions if it follows such written directions of the 
Issuer, including supplying all necessary information specified in the Issuer Tax Certificate but 
solely to the extent the Trustee possesses such information in the manner provided in the Issuer 
Tax Certificate, and shall have no liability or responsibility to enforce compliance by the Issuer 
with the terms of the Issuer Tax Certificate. 

(a) The Trustee shall withdraw from the Operating Account and transfer to the 
Rebate Account at the times and in the amounts specified in an Officer’s Certificate an 
amount sufficient to cause the balance in the Rebate Account to equal the Rebate 
Requirement.  Computations of the Rebate Requirement shall be furnished by or on behalf 
of the Issuer in accordance with the Issuer Tax Certificate.  The Trustee shall supply upon 
request to the Issuer all necessary information in the manner provided in the Issuer Tax 
Certificate to the extent such information is reasonably available to the Trustee. 
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(b) The Trustee shall have no obligation to rebate any amounts required to be 
rebated pursuant to this Section other than from moneys held in the Rebate Account created 
under this Indenture. 

(c) The Trustee shall invest all amounts held in the Rebate Account in Eligible 
Investments as directed by an Officer’s Certificate, subject to the restrictions set forth in 
the Issuer Tax Certificate.  Moneys shall not be transferred from the Rebate Account except 
as provided in paragraph (d) below.  The Trustee shall not be liable for any consequences 
arising from such investment. 

(d) When so directed by an Officer’s Certificate, the Trustee shall remit part or 
all of the balances in the Rebate Account to the United States, as so directed.  In addition, 
the Trustee shall deposit money into or transfer money out of the Rebate Account from or 
into such Accounts as directed by an Officer’s Certificate; provided, that only moneys in 
excess of the Rebate Requirement may be transferred out of the Rebate Account to such 
other accounts or funds or to anyone other than the United States in satisfaction of the 
arbitrage rebate obligation. Any funds remaining in the Rebate Account not expected to be 
needed to pay any future Rebate Requirement (as represented in an Officer’s Certificate) 
after each five-year remittance to the United States, redemption and payment of all of the 
Bonds, and payment and satisfaction of any Rebate Requirement, or provision made 
therefor satisfactory to the Trustee, shall be withdrawn and transferred to such Accounts as 
directed by such Officer’s Certificate. 

(e) Notwithstanding any other provision of this Indenture, the obligation to 
remit the Rebate Requirement to the United States and to comply with all other 
requirements of this Section, Section 6.03 hereof, and the Issuer Tax Certificate shall 
survive the defeasance or payment in full of the Bonds. 

Section 5.04  Redemption and Mandatory Tender of the Bonds.   

(a) Generally.  When Current Interest Bonds are called for redemption, the 
accrued interest thereon shall be due on the redemption date.  When Capital Appreciation 
Bonds or Convertible Bonds prior to the Conversion Date are called for redemption, the 
Accreted Value thereof shall be due on the redemption date.  With respect to any optional 
redemptions pursuant to subsection (f) of this Section 5.04, the Issuer shall deposit with 
the Trustee on or prior to the redemption date a sufficient sum to pay principal or Accreted 
Value of, redemption premium, if any, and accrued interest on, the Bonds to be redeemed 
on such redemption date.  If notice of redemption has been duly given as herein provided 
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 Owners 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 this Indenture. 

(b) Notice of Redemption.  Except as otherwise provided in a Series 
Supplement, when a Bond is to be redeemed prior to its Maturity Date, the Trustee shall 
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give notice to the Owner thereof and as required by Section 6.09 of this Indenture in the 
name of the Issuer, which notice shall identify the Bond to be redeemed, state the date fixed 
for redemption, and state that such Bond will be redeemed at the Corporate Trust Office of 
the Trustee or a Paying Agent. The notice 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 or accreted to the redemption date, and that money therefor 
having been deposited with the Trustee or Paying Agent, from and after such date, interest 
thereon shall cease to accrue or accrete. The Trustee shall give at least 20 days’ notice by 
mail, or otherwise transmit the redemption notice in accordance with any appropriate 
provisions hereof, to the Owners of any Bonds which are to be redeemed, at their addresses 
shown on the registration books of the Issuer.  Such notice may be waived by any Owners 
holding Bonds to be redeemed.  Failure by a particular Owner to receive notice, or any 
defect in the notice to such Owner, shall not affect the redemption of any other Bond.  Any 
notice of redemption given pursuant to this Indenture may be rescinded by Written Notice 
to the Trustee by the Issuer 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).  In making the determination as to how much money will be available 
in the Senior Turbo Redemption Account, the Subordinate Turbo Redemption Account on 
any Distribution Date for the purpose of giving notice of redemption under this 
subsection (b), the Trustee shall take into account investment earnings and amounts to be 
transferred from the respective subaccount of the Senior Liquidity Reserve Account to the 
Senior Debt Service Account, which it reasonably expects to be available for application 
pursuant to Section 5.02 and Section 5.05(b) hereof. 

(c) Turbo Term Bond Maturities.  The Turbo Term Bonds shall be redeemed in 
whole or in part prior to their Maturity Date on any Distribution Date (or on a special 
redemption date as set forth below), following notice of such redemption in accordance 
with Section 5.04(b) hereof, in accordance with the Payment Priorities.  If less than all of 
the Turbo Term Bonds are to be redeemed pursuant to this subsection, the Owners of the 
Turbo Term Bonds shall be paid in accordance with subsection (g) of this Section 5.04.  
The Trustee may specify a special redemption date for purposes of redeeming Turbo Term 
Bonds if amounts are available therefor pursuant to Section 5.04(d) of this Indenture and 
if the Trustee is instructed to do so by the Issuer in an Officer’s Certificate. 

(d) Turbo Redemptions.  The Turbo Term Bonds which are Senior Bonds shall 
be redeemed in whole or in part prior to their Maturity Dates from amounts on deposit in 
the Senior Turbo Redemption Account on any Distribution Date (or on a special 
redemption date pursuant to Section 5.04(c) of this Indenture), following notice of such 
redemption in accordance with Section 5.04(b) hereof, at the principal amount, together 
with accrued interest, or Accreted Value thereof, without premium; applied first, to the 
Turbo Redemption of all Outstanding Class 2 Senior Bonds that are Turbo Term Bonds, 
and second shall be transferred to the Subordinate Turbo Redemption Account and applied 
to the Turbo Redemption of Outstanding Subordinate Bonds.  Thereafter, the Turbo Term 
Bonds which are Subordinate Bonds shall be redeemed in whole or in part prior to their 
Maturity Date from amounts on deposit in the Subordinate Turbo Redemption Account on 
any Distribution Date (or on a special redemption date pursuant to Section 5.04(c) of this 
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Indenture), following notice of such redemption in accordance with Section 5.04(b) hereof, 
at the principal amount, together with accrued interest, or Accreted Value thereof, without 
premium.  Turbo Redemptions shall be credited as described in subsection (e) of this 
Section 5.04. If less than all of the Turbo Term Bonds are to be redeemed pursuant to this 
subsection, the Owners of such Turbo Term Bonds shall be paid in accordance with 
subsection (g) of this Section 5.04. Moneys in any Pledged Account shall not be used to 
make open market purchases of Turbo Term Bonds. 

(e) Application of Redemptions on Fixed Sinking Fund Installments and Turbo 
Term Bond Maturities.  For all purposes of this Indenture, including without limitation 
calculating the deposits required by Section 5.02(b)(iii) hereof, calculating the payments 
required by Section 5.02(c)(ii) hereof, and determining whether an Event of Default has 
occurred pursuant to Section 9.01(b) hereof, all redemptions made hereunder 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 set forth in the applicable Series 
Supplement;  

(ii) the amount of any Fixed Sinking Fund Installments made hereunder 
shall be credited as follows 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 Fixed 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 or purchase of Term Bonds 
in part shall be credited against any Fixed Sinking Fund Installment, if any, as 
directed by the Issuer. 

(f) Optional Redemption and Mandatory Tender.  The Bonds shall be subject 
to redemption, or mandatory tender and purchase, in whole or in part, at the option of the 
Issuer as set forth in the applicable Series Supplement.  The Trustee shall be provided with 
30 days prior notice of any optional redemption or tender and purchase (or such lesser 
amount of time acceptable to the Trustee).  All Bonds redeemed or purchased and cancelled 
pursuant to this subsection (f) shall be credited as described in subsection (e) of this 
Section 5.04. If less than all of the Bonds of any Maturity Date of a Series are to be 
redeemed or tendered and purchased pursuant to this subsection, the Owners of the Bonds 
of such Maturity Date and Series shall be paid in accordance with subsection (g) of this 
Section 5.04.  Notwithstanding the foregoing, if the Bonds to be tendered for purchase are 
Tax-Exempt Bonds and are to be remarketed as Tax-Exempt Bonds, an Opinion of Counsel 
that the mandatory tender and remarketing of such Bonds will not, in and of themselves, 
adversely affect the exclusion of interest on such Bonds from gross income for federal 
income tax purposes, addressed to the Issuer and the Trustee, will be required for the 
mandatory tender for purchase and remarketing of the Bonds.  Any Bonds purchased by 
the Issuer pursuant to a mandatory tender for purchase shall be cancelled by the Trustee 
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unless the Issuer otherwise so directs in writing.  Additional provisions regarding 
mandatory tender for purchase and remarketing shall be set forth in a Series Supplement 
with respect to the applicable Series of Bonds. 

(g) Selection of Bonds for Redemption or Purchase.  Unless otherwise specified 
herein or by Series Supplement, if less than all the Outstanding Bonds of like Series, 
interest rate and Maturity Date are to be redeemed or tendered and purchased, the particular 
Bonds to be redeemed or purchased shall be selected by the Trustee by such method as it 
shall deem fair and appropriate, including by lot, and which may provide for the selection 
for redemption or purchase of portions (equal to any Authorized Denominations) of the 
principal or Maturity Value of Bonds of a denomination larger than the minimum 
Authorized Denomination.   

(h) Optional Clean-Up Call of Class 1 Senior Bonds.  The Class 1 Senior 
Bonds and any Bonds secured on parity with the Class 1 Senior Bonds are subject to 
optional redemption in whole at a redemption price equal to 100% of the Bond Obligation 
of the Class 1 Senior Bonds being redeemed plus interest accrued to the redemption date 
from the available amounts on deposit in the Pledged Accounts allocable to the Class 1 
Senior Bonds at any time that such amounts exceed the aggregate principal amount of, and 
accrued interest on, all Outstanding Class 1 Senior Bonds.  

(i) Mandatory Clean-Up Call of Class 2 Senior Bonds Secured by the Class 2 
Senior Liquidity Reserve Subaccount.  The Class 2 Senior Bonds and any Bonds secured 
on parity with the Class 2 Senior Bonds and which are secured by the Class 2 Senior 
Liquidity Reserve Subaccount are subject to mandatory redemption in whole at a 
redemption price equal to 100% of the Bond Obligation of such Class 2 Senior Bonds being 
redeemed plus interest accrued to the redemption date from the available amounts on 
deposit in the Pledged Accounts allocable to the Class 2 Senior Bonds at any time that such 
amounts exceed the aggregate principal amount of, and accrued interest on, all such 
Outstanding Class 2 Senior Bonds. 

(j) Mandatory Clean-Up Call of Subordinate Bonds.  The Subordinate Bonds 
are subject to mandatory redemption in whole at a redemption price equal to 100% of the 
principal amount being redeemed plus interest accrued to the redemption date at any time 
that the available amounts on deposit in the Pledged Accounts allocable to the Subordinate 
Bonds exceed the aggregate principal amount of, and accrued interest on, all Outstanding 
Subordinate Bonds. 

(k) Mandatory Redemption of Defeased Turbo Term Bonds.  The Defeased 
Turbo Term Bonds shall be subject to mandatory redemption, at a redemption price equal 
to 100% of the Bond Obligation being redeemed, on such date or dates, in accordance with 
the Pro Rata Defeasance Redemption Schedule provisions contained in Section 2.02(c) of 
this Indenture. 
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Section 5.05  Investments.   

(a) Generally.  Pending its use under this Indenture, money in the Accounts 
held by the Trustee may be invested by the Trustee in Eligible Investments maturing or 
redeemable at the option of the Issuer on or before each next succeeding Distribution Date, 
except in the case of the Capitalized Interest Subaccount or to the extent that other Eligible 
Investments timely mature or are so redeemable in an amount sufficient to make payments 
in respect of interest, Serial Maturities, Fixed Sinking Fund Installments and Turbo Term 
Bond Maturities under clauses (i) through (vii) of Section 5.02(c) of this Indenture on such 
next succeeding Distribution Dates.  Except with respect to the Senior Liquidity Reserve 
Account as described in subsection (b) of this Section 5.05, investments and any income 
realized therefrom shall be held by the Trustee in the respective Accounts and shall be sold 
or redeemed to the extent necessary to make payments or transfers from each Account.  In 
the absence of negligence or bad faith on its part, the Trustee shall not be liable for any 
losses on investments made at the direction of the Issuer.  The Trustee may conclusively 
rely upon the Issuer’s written instructions as to both the suitability and legality of the 
directed investments and such written direction shall be deemed to be a certification that 
such directed investments constitute Eligible Investments.  If the Issuer shall have failed to 
give written investment directions to the Trustee, then the Trustee shall notify the Issuer 
and shall hold such moneys uninvested until receipt of such written directions. 

(b) Senior Liquidity Reserve Account.  Not later than five Business Days prior 
to each Distribution Date, the Trustee shall value the money and investments in the Senior 
Liquidity Reserve Account, and the subaccounts therein, according to the methods set forth 
in this Section 5.05.  Except as provided in Sections 5.02(b)(iv) and 5.02(b)(vii) of this 
Indenture, any amounts in the Class 1 Senior Liquidity Reserve Subaccount and the Class 2 
Senior Liquidity Reserve Subaccount in excess of the Class 1 Senior Liquidity Reserve 
Requirement and the Class 2 Senior Liquidity Reserve Requirement, respectively, shall be 
transferred to the Senior Debt Service Account.  If after receipt of any TSRs, the Trustee 
determines that a withdrawal from the Senior Liquidity Reserve Account will be required 
on December 1 of any year, the Trustee shall notify the provider under any forward 
purchase agreement at least ten (10) Business Days prior to the Business Day next 
preceding June 1 of such year, of the amount of money in the Senior Liquidity Reserve 
Account that must be invested in securities maturing prior to such December 1. 

(c) Valuation.  In computing the amount in any Account, the value of Eligible 
Investments shall be calculated as follows: 

(i) as to investments the bid and asked prices of which are published on 
a regular basis in a recognized pricing service subscribed to by the Trustee, or The 
Wall Street Journal (or, if not there, then in 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; 

(ii) as to investments the bid and asked prices of which are not published 
on a regular basis in a recognized pricing service subscribed to by the Trustee, or 
in The Wall Street Journal or The New York Times, the average bid price at such 
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time of determination for such investments by any two nationally recognized 
government securities dealers (selected by the Trustee in its absolute discretion) at 
the time making a market in such investments or the bid price published by a 
nationally recognized pricing service; 

(iii) as to certificates of deposit and bankers acceptances, the face 
amount thereof, plus accrued interest;  

(iv) as to any investment not specified above, the value thereof 
established by prior agreement between the Issuer and the Trustee (with Written 
Notice to each Rating Agency); and  

(v) alternatively, the value of the above investments shall be determined 
as of the end of each month by the manner currently employed by the Trustee or 
any other manner consistent with industry standard. 

(d) Notice of Uninvested Funds.  The Trustee shall promptly notify the Issuer 
of any funds that become uninvested under this Indenture and shall request the Issuer to 
provide applicable instructions as to how to invest such funds. 

(e) Unless otherwise specified herein income from any funds shall be 
transferred to the Collections Account. 

(f) The Issuer acknowledges that to the extent regulations of the Comptroller 
of the Currency or other applicable regulatory entity grant the Issuer the right to receive 
brokerage confirmations of security transactions as they occur, the Issuer specifically 
waives receipt of such confirmations to the extent permitted by law.  The Trustee will 
furnish the Issuer periodic cash transaction statements which include detail for all 
investment transactions made by the Trustee hereunder. 

Section 5.06  Unclaimed Money.  Except as may otherwise be required by applicable law, 
in case any money deposited with the Trustee or a Paying Agent for the payment of the principal 
or Accreted Value of, or interest or premium, if any, on any Bond remains unclaimed for two years 
after such principal or Accreted Value, interest, or premium has become due and payable, the 
Fiduciary shall pay over to or on the order of the Issuer the amount so deposited and thereupon the 
Fiduciary shall be released from all liability hereunder with respect to the payment of principal or 
Accreted Value, interest, or premium and the Owner of such Bond shall be entitled (subject to any 
applicable statute of limitations) to look only to the Issuer as an unsecured creditor for the payment 
thereof. 

Section 5.07  Surplus Account.   

(a) The Trustee shall establish and maintain when required an account separate 
from any other account established and maintained hereunder designated as the Surplus 
Account.  Subject to the transfer provisions provided herein, all money at any time 
deposited in the Surplus Account shall be held by the Trustee in trust, provided that funds 
held in the Surplus Account are not pledged as security for the Owners and the Owners 
shall have no rights in or claim to such money.  All amounts deposited into or on deposit 
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in the Surplus Account shall be governed by this Section.  The Trustee shall be deemed 
conclusively to have complied with such provisions if it follows such written directions of 
the Issuer. 

(b) The Trustee shall invest all amounts held in the Surplus Account in Eligible 
Investments as directed by an Officer’s Certificate, subject any the restrictions set forth in 
the Issuer Tax Certificate.  The Trustee shall not be liable for any consequences arising 
from such investment.  Moneys shall not be transferred from the Surplus Account except 
as provided in paragraph (c) below. 

(c) When so directed by an Officer’s Certificate, the Trustee shall (i) use part 
or all of the moneys in the Surplus Account for the redemption or purchase of Bonds, which 
may include the open market purchase of Class 1 Senior Bonds whereupon any Class 1 
Senior Bonds so purchased shall be delivered to the Trustee for cancellation, or (ii) transfer 
part or all of such moneys into other Accounts created hereunder.  Any moneys deposited 
into the Surplus Account not so used within one year shall be paid to the holder of the 
Residual Certificate. 

ARTICLE VI 
 

COVENANTS AND REPRESENTATIONS OF THE ISSUER 

Section 6.01  Contract; Obligations to Owners; Representations of the Issuer.   

(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 Issuer with the Owners.  The pledge and grant of a security 
interest made in this Indenture and the covenants herein set forth to be performed by the 
Issuer shall be for the equal benefit, protection, and security of the Owners.  All of the 
Bonds of the same priority, regardless of the time or times of their maturity, shall be of 
equal rank without preference, priority, or distinction of any thereof over any other except 
as expressly provided pursuant hereto. 

(b) The Issuer covenants to pay when due all sums payable on the Bonds, but 
only from the Collateral and subject to the limitations set forth in Section 1.03 of this 
Indenture.  The obligation of the Issuer to pay principal or Accreted Value, interest, and 
redemption premium, if any, to the Owners 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 Issuer 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 Issuer in accordance with their 
terms; (iv) it has not heretofore conveyed, assigned, pledged, granted a security interest in, 
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or otherwise disposed of the Collateral except for the benefit of the Series 2006 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 Issuer in 
connection with the issuance of the Bonds. 

(d) This Indenture creates a valid and binding security interest in the Collateral 
in favor of the Trustee as security for the payment of the Bonds, enforceable by the Trustee 
in accordance with the terms hereof. 

(e) The Issuer has not heretofore made a pledge of, granted a lien on or security 
interest in, or made an assignment or sale of the Collateral that ranks on a parity with or 
prior to the security interest granted hereby except for the benefit of the Series 2006 
Refunded Bonds.  The Issuer shall not hereafter make or suffer to exist any pledge or 
assignment of, lien on, or security interest in the Collateral that ranks prior to or on a parity 
with the pledge and security interest granted hereby except in accordance with Section 3.01 
hereof. 

Section 6.02  Operating Expenses.   

(a) Covenant to Pay.  The Issuer shall pay its Operating Expenses to the parties 
entitled thereto, to the extent that funds are available therefor, but solely to the extent 
provided herein.  Termination Payments shall be made only from the Operating 
Contingency Account. 

(b) Officer’s Certificate with respect to Operating Expenses.  On or before 
April 1 of each year during which Bonds are Outstanding (beginning April 1, 2022 for the 
Fiscal Year ending June 30, 2023), the Issuer shall deliver an Officer’s Certificate to the 
Trustee estimating the Operating Expenses and the Tax Obligations that will be incurred 
or paid by the Issuer during the next succeeding twelve-month period commencing on the 
first day of the next succeeding Fiscal Year. The Officer’s Certificate may also set forth 
Operating Expenses that have already been incurred by the Issuer but that have not yet been 
repaid, provided that the Operating Cap shall nonetheless continue to apply to all such 
amounts.  The Issuer may at any time submit a supplemental Officer’s Certificate setting 
forth Operating Expenses in excess of the Operating Cap.  Such excess shall be deposited 
in the Operating Contingency Account pursuant to Section 5.02(b)(v) of this Indenture if, 
but only if, all of the deposits required by Section 5.02(b)(i) through (iv) have been fully 
funded.  In the event that the Issuer fails to deliver an Officer’s Certificate on or prior to 
any April 1, the Issuer shall be deemed to have delivered an Officer’s Certificate certifying 
that the amount of the Operating Expenses and the Tax Obligations for the next succeeding 
Fiscal Year be the same as in the then-current Fiscal Year. 

Section 6.03  Tax Covenants.  The Issuer shall at all times do and perform all acts and 
things permitted by law and this Indenture which are necessary or desirable in order to assure that 
interest paid on the Tax-Exempt Bonds will be excluded from gross income for federal income tax 
purposes and shall take no action that would result in such interest not being excluded from gross 
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income for federal income tax purposes. Without limiting the generality of the foregoing, the Issuer 
agrees that it will comply with the provisions of the Issuer Tax Certificate.  This covenant shall 
survive defeasance or redemption of the Tax-Exempt Bonds. 

Section 6.04  Accounts and Reports and Swap Contract Information.   

(a) The Issuer shall (1) as specified herein, instruct the Trustee to keep books 
of account in which complete and accurate entries shall be made of its transactions relating 
to all funds and accounts hereunder, which books shall at all reasonable times be subject 
to the inspection of the Owners of an aggregate of not less than 25% in Bond Obligation 
of Bonds then Outstanding or their representatives duly authorized in writing; and 
(2) annually, within 270 days after the close of each Fiscal Year, deliver to the Trustee and 
each Rating Agency, a copy of its financial statements for such Fiscal Year, as audited by 
an independent certified public accountant or accountants. The Trustee shall have no duty 
to review, verify or analyze such report and shall hold such report solely as a repository for 
the benefit of the Owners of the Bonds.  The Trustee shall not be deemed to have notice of 
any information contained therein, or default or Event of Default which may be disclosed 
therein in any manner.  The Issuer shall further report to the Rating Agencies on an annual 
basis, but only to the extent that such information is not included in the Issuer’s financial 
statements, (a) the amounts and, to the extent available, the types of payments constituting 
TSRs that were received during the preceding 12-month period, and (b) whether, to the 
knowledge of the Issuer, any litigation is then pending against the State or the Issuer 
seeking to invalidate or overturn the MSA, the Consent Decree, the Purchase and Sale 
Agreement or the proceedings pursuant to which the Bonds are issued. 

(b) The Issuer shall provide to the Trustee copies of all Swap Contracts and 
related information and schedules of payments thereunder as the Trustee may reasonably 
request for it to perform its duties hereunder. 

(c) The Issuer shall not enter into a Swap Contract as long as the Series 2021 
Bonds are outstanding. 

Notwithstanding the foregoing, any provision of such reports and information as may be 
required hereunder shall be deemed satisfied if posted to EMMA in conjunction with the Issuer’s 
SEC 15c2-12 continuing disclosure requirements per Section 6.10 hereunder. 

Section 6.05  Ratings.  The Issuer shall pay such reasonable fees and provide such 
available information as may be necessary to obtain and keep in effect ratings on all the Bonds 
from the number of nationally recognized securities rating services which rated the Bonds of a 
given Maturity Date of given Series on the date of issuance thereof. 

Section 6.06  Affirmative Covenants.   

(a) Maintenance of Existence.  The Issuer shall keep in full effect its corporate 
existence and all of its rights and powers. 

(b) Protection of Collateral.  The Issuer shall from time to time authorize, 
execute or authenticate, deliver and file all documents and instruments, and will take such 
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other action, as is necessary or advisable to: (1) maintain or preserve the lien, pledge and 
security interest of this Indenture; (2) perfect or protect the validity of any grant made or 
to be made by this Indenture; (3) preserve and defend title to the Collateral and the rights 
of the Trustee in the Collateral against the claims of all Persons and parties, including the 
challenge by any party to the validity or enforceability of the Basic Documents or the 
performance by any party thereunder; (4) enforce the Purchase and Sale Agreement; 
(5) pay any and all taxes levied or assessed upon all or any part of the Collateral; or 
(6) carry out more effectively the purposes of this Indenture. 

(c) Performance of Obligations.  The Issuer (1) shall diligently pursue any and 
all actions to enforce its rights in the Collateral and under each instrument or agreement 
included therein, and (2) shall not take any action and will use its best efforts not to permit 
any action to be taken by others that would release any Person from any of such Person’s 
covenants or obligations under any such 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 Basic Documents. 

(d) Notice of Events of Default.  The Issuer shall give the Trustee and Rating 
Agencies prompt Written Notice of each Event of Default that is known to the Issuer. 

(e) Other.  The Issuer shall: 

(i) conduct its own business in its own name and not in the name of any 
other Person and correct any known misunderstanding regarding its separate 
identity; 

(ii) maintain or contract for a sufficient number of employees and 
compensate all employees, consultants and agents directly, from the Issuer’s bank 
accounts, for services provided to the Issuer by such employees, consultants and 
agents and, to the extent any employee, consultant or agent of the Issuer is also an 
employee, consultant or agent of another Person, allocate the compensation of such 
employee, consultant or agent between the Issuer and such Person on a basis that 
reflects the services rendered to the Issuer and such Person; 

(iii) have a separate telephone number, which will be answered only in 
its name and separate stationery, invoices and checks in its own name; 

(iv) conduct all transactions with any other Person strictly on an 
arm’s-length basis, allocate all overhead expenses (including, without limitation, 
telephone and other utility charges) for items shared between the Issuer and such 
Person on the basis of actual use to the extent practicable and, to the extent such 
allocation is not practicable, on a basis reasonably related to actual use; 

(v) at all times have a Board of Directors consisting of at least three 
members; 
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(vi) observe all formalities as a distinct entity, and ensure that all actions 
relating to (1) the dissolution or liquidation of the Issuer or (2) the initiation of, 
participation in, acquiescence in or consent to any bankruptcy, insolvency, 
reorganization or similar proceeding involving the Issuer, are duly authorized by 
unanimous vote of its Board of Directors; 

(vii) maintain its books and records separate from those of any other 
Person and maintain its assets readily identifiable as its own assets rather than assets 
of any other Person and not commingle its assets with those of any other Person; 

(viii) maintain its own separate records and accounts, and prepare 
financial statements in accordance with generally accepted accounting principles, 
consistently applied, and susceptible to audit; to the extent it is included in 
consolidated financial statements or consolidated tax returns, such financial 
statements and tax returns will make clear the separateness of the respective entities 
and make clear that the assets of the Issuer are not assets of any other Person and 
are not available to satisfy the debts of any other Person; 

(ix) only maintain bank accounts or other depository accounts to which 
the Issuer alone is the account party, and from which only the Issuer has the power 
to make withdrawals; 

(x) pay all of the Issuer’s operating expenses from the Issuer’s own 
assets (except for expenses incurred prior to the date of issuance of the Bonds); and 

(xi) operate its business and activities such that it does not engage in any 
business or activity of any kind, or enter into any transaction or indenture, 
mortgage, instrument, agreement, contract, lease or other undertaking, other than 
the transactions contemplated and authorized by the Basic Documents; and does 
not create, incur, guarantee, assume or suffer to exist any indebtedness or other 
liabilities, whether direct or contingent, other than (1) as a result of the endorsement 
of negotiable instruments for deposit or collection or similar transactions in the 
ordinary course of business, (2) the incurrence of obligations contemplated and 
authorized by the Basic Documents, and (3) the incurrence of operating expenses 
in the ordinary course of business of the type otherwise contemplated by the Basic 
Documents. 

Section 6.07  Negative Covenants.   

(a) Sale of Assets.  Except as expressly permitted by this Indenture, the Issuer 
shall not sell, transfer, exchange, or otherwise dispose of any of its properties or assets that 
are subject to the lien of this Indenture. 

(b) Termination.  The Issuer shall not terminate its existence or engage in any 
action that would result in the termination of the Issuer. 

(c) Limitation of Liens.  The Issuer shall not (1) permit the validity or 
effectiveness of this Indenture to be impaired, or permit the security interest created by this 
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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, (2) permit any lien, 
charge, excise, claim, security interest, mortgage, or other encumbrance (other than the 
security interest created by 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 (3) permit the security interest created by this Indenture not to constitute a valid 
first priority security interest in the Collateral. 

(d) Payments Restricted.  The Issuer shall not, directly or indirectly, make 
distributions from the Collections Account except in accordance with this Indenture. 

(e) No Setoff.  The Issuer will not claim any credit on, or make any deductions 
from the principal or Accreted Value of or premium, if any, or interest due in respect of, 
the Bonds or assert any claim against any present or former Owner by reason of the 
payment of taxes levied or assessed upon any part of the Collateral. 

(f) Limitations on Consolidation, Merger, Sales of Assets, etc.  Except as 
otherwise provided in this Indenture, the Issuer will not consolidate or merge with or into 
any other Person, or convey or transfer all or substantially all of its properties or assets, or 
be succeeded by any other person, unless: 

(i) the person surviving such consolidation or merger (if other than the 
Issuer), or such transferee, or such successor, as applicable, is organized and 
existing by virtue of or under the laws of the United States or any state and 
expressly assumes the due and punctual payment of the principal or Accreted Value 
of and premium, if any, and interest on all Bonds and the performance or 
observance of every agreement and covenant of the Issuer in this Indenture; 

(ii) immediately after giving effect to such transaction, no Event of 
Default has occurred and is continuing under this Indenture; 

(iii) the Issuer has received a Rating Confirmation with respect to any 
Outstanding Bonds which are then rated by a Rating Agency; 

(iv) the Issuer has received an opinion of Counsel to the effect that such 
transaction will not have material adverse tax consequences to the Issuer and will 
not, in and of itself, cause interest on any Tax-Exempt Bonds to be included in gross 
income for federal income tax purposes; 

(v) any action as is necessary to maintain the security interest created 
by this Indenture has been taken; and 

(vi) the Issuer 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. 
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(g) Swap Contracts.  The Issuer shall not enter into any Swap Contract until it 
has first obtained a Rating Confirmation with respect to all Outstanding Bonds which are 
then rated by a Rating Agency with respect to such Swap Contract, nor shall it enter into 
any Swap Contract unless such Swap Contract provides that any payments to be made to 
or for the benefit of the Issuer shall be made to the Trustee for deposit into the Collections 
Account. 

Section 6.08  Covenants of the State.  Pursuant to the Purchase and Sale Agreement, the 
State authorized the following pledges made by the State to be included herein by the Issuer: 

(a) The State pledges and agrees with the Issuer that the State shall take all 
actions as may be required by law fully to preserve, maintain, defend, protect and confirm 
the interest of the Issuer in the Corporation Tobacco Assets and in the revenues thereof and 
that the State will not take any action that will adversely affect the Issuer’s legal right to 
receive the Corporation Tobacco Assets. 

(b) The State pledges to and agrees with the Issuer, that the State will not limit 
or alter the rights of the Issuer to fulfill the terms of its agreements with the Owners, or in 
any way impair the rights and remedies of the Owners or the security for the Series 2021 
Bonds until the Series 2021 Bonds, together with the interest thereon and all costs and 
expenses in connection with any action or proceeding by or on behalf of the Owners, are 
fully paid and discharged. 

(c) The State promises to honor the pledge of the Issuer as described in this 
Indenture. 

Section 6.09  Prior Notice.  The Trustee shall give each Rating Agency 15 days prior 
Written Notice of any amendment to this Indenture or the defeasance, redemption or mandatory 
tender of Bonds or the issuance of Additional Bonds, Refunding Bonds or Subordinate Bonds. 

Section 6.10  Continuing Disclosure Undertaking for Series 2021 Senior Bonds, 
Additional Bonds, Refunding Bonds and Subordinate Bonds.  If (and to the extent that) a Series 
of Bonds is subject to the Rule, the Issuer covenants to comply with and carry out all of the 
provisions of the applicable Continuing Disclosure Undertaking for the sole benefit of the Owners 
(and, to the extent specified in this Section 6.10 and therein, the beneficial owners) of the 
Outstanding Bonds of each such Series and subject (except to the extent otherwise expressly 
provided in Section 6.10) to the remedial provisions of this Indenture. 

ARTICLE VII 
 

THE FIDUCIARIES 

Section 7.01  Trustee’s Organization, Authorization, Capacity, and Responsibility.   

(a) The Trustee represents and warrants that it is duly organized and validly 
existing under the laws of the jurisdiction of its organization, having the authority to 
execute the trusts and perform its obligations hereunder, including the capacity to exercise 
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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; 
provided, that the Trustee shall perform its duties under Article V of this Indenture and, 
subject to Section 7.09 of this Indenture, make the payments and distributions required by 
this Indenture without requiring that any indemnity be provided to it. 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 
Officer’s 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 Officer’s 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 Issuer mentioned 
herein shall be sufficiently evidenced by an Officer’s Certificate (unless other 
evidence in respect thereof be herein specifically prescribed); and any Issuer 
resolution may be evidenced to the Trustee by a copy thereof certified by the 
secretary or an assistant secretary of the Issuer; 
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(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, 
Officer’s Certificate, opinion of Counsel, resolution, statement, instrument, 
opinion, report, notice, request, consent, order, approval, appraisal, bond, 
debenture, note, coupon, security, or other paper or document unless requested in 
writing so to do by a Majority in Interest of the Bonds affected and then 
Outstanding, and if the payment within 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; and 

(v) prior to an Event of Default or after a cure or waiver of an Event of 
Default, the Trustee undertakes to perform only such duties as are specifically set 
forth in this Indenture, and no implied covenants or obligations may be read into 
this Indenture against the Trustee and during all other times the Trustee shall use 
the same degree of care and skill in the exercise of the rights and powers vested in 
it by this Indenture as a prudent person would exercise or use under the 
circumstances in the conduct of such person’s own affairs. 

Section 7.02  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 Issuer and its representatives duly authorized in writing. 

(c) The Fiduciaries shall not be required to monitor the financial condition of 
the Issuer 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 the Owners. 

(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 error in judgment, 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. When any payment or consent or other action by a 
Fiduciary is called for by this Indenture, the Fiduciary may defer such action pending 

E-1-57



 

54 
 

receipt of such evidence, if any, as it may reasonably require in support thereof; except that 
the Trustee shall make the payments and distributions required by this Indenture without 
requiring that any further evidence be provided to it. A permissive right or power to act 
shall not be construed as a requirement to act. 

(e) No recourse shall be had for any claim based on this Indenture or the Bonds 
against any director, officer, agent, or employee of any Fiduciary unless such claim is based 
upon the bad faith, negligence, willful misconduct, fraud or deceit of such person. 

(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 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 and 
transact business generally with the Issuer and related entities with the same rights as if 
they were not the Fiduciaries. 

(h) The Fiduciaries shall not be required to furnish any bond or surety. 

(i) Nothing herein shall relieve any Fiduciary of responsibility for its 
negligence, bad faith or willful misconduct. 

(j) The Trustee shall have the right to accept and act upon instructions, 
including funds transfer instructions (“Instructions”) given pursuant to this Indenture and 
delivered using Electronic Means; provided, however, that the Issuer shall provide to the 
Trustee an incumbency certificate listing Authorized Officers with the authority to provide 
such Instructions (“Electronic Instructions Officers”) and containing specimen signatures 
of such Electronic Instructions Officers, which incumbency certificate shall be amended 
by the Issuer whenever a person is to be added or deleted from the listing.  If the Issuer 
elects to give the Trustee Instructions using Electronic Means and the Trustee in its 
discretion elects to act upon such Instructions, the Trustee’s understanding of such 
Instructions shall be deemed controlling.  The Issuer understands and agrees that the 
Trustee cannot determine the identity of the actual sender of such Instructions and that the 
Trustee shall conclusively presume that directions that purport to have been sent by an 
Electronic Instructions Officer listed on the incumbency certificate provided to the Trustee 
have been sent by such Electronic Instructions Officer.  The Issuer shall be responsible for 
ensuring that only Electronic Instructions Officers transmit such Instructions to the Trustee 
and that the Issuer and all Electronic Instructions Officers are solely responsible to 
safeguard the use and confidentiality of applicable user and authorization codes, passwords 
and/or authentication keys upon receipt by the Issuer.  The Trustee shall not be liable for 
any losses, costs or expenses arising directly or indirectly from the Trustee’s reliance upon 
and compliance with such Instructions notwithstanding such directions conflict or are 
inconsistent with a subsequent written instruction.  The Issuer agrees:  (i) to assume all 
risks arising out of the use of Electronic Means to submit Instructions to the Trustee, 
including without limitation the risk of the Trustee acting on unauthorized Instructions, and 
the risk of interception and misuse by third parties; (ii) that it is fully informed of the 
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protections and risks associated with the various methods of transmitting Instructions to 
the Trustee and that there may be more secure methods of transmitting Instructions than 
the method(s) selected by the Issuer; (iii) that the security procedures (if any) to be 
followed in connection with its transmission of Instructions provide to it a commercially 
reasonable degree of protection in light of its particular needs and circumstances; and 
(iv) to notify the Trustee immediately upon learning of any compromise or unauthorized 
use of the security procedures. 

(k) The Trustee shall have no responsibility or liability with respect to any 
information, statements or recital in any offering circular, memorandum or other disclosure 
material prepared or distributed with respect to the issuance of the Bonds. 

(l) The Trustee shall not be deemed to have knowledge of any Event of Default 
hereunder unless and until it shall have actual knowledge thereof, or shall have received 
written notice thereof at its Corporate Trust Office.  Except as otherwise expressly provided 
herein, the Trustee shall not be bound to ascertain or inquire as to the performance or 
observance of any of the terms, conditions, covenants or agreements herein or of any of 
the documents executed in connection with the Bonds, or as to the existence of an Event 
of Default hereunder. 

(m) The Trustee’s rights to immunities and protection from liability hereunder 
and its rights to payment of its fees and expenses shall survive its resignation or removal 
and final payment or defeasance of the Bonds.  All indemnifications and releases from 
liability granted herein to the Trustee shall extend to the directors, officers, employees and 
agents of the Trustee. 

(n) The Trustee shall not be responsible for or accountable to anyone for the 
subsequent use or application of any moneys which shall be released or withdrawn in 
accordance with the provisions hereof. 

(o) The Trustee may execute any of the trusts or powers hereof and perform the 
duties required of it hereunder by or through attorneys, agents, affiliates, or receivers, and 
shall be entitled to advice of counsel concerning all matters of trust and its duty hereunder, 
and the Trustee shall not be answerable for any willful misconduct or negligence on the 
part of any such attorney, agent, or receiver selected by it with reasonable care. 

Section 7.03  Paying Agents.  The Issuer designates the Trustee as Paying Agent.  The 
Issuer may appoint additional Paying Agents, generally or for specific purposes, may discharge a 
Paying Agent from time to time and may appoint a successor, in each case with Written Notice to 
the Rating Agencies.  The Issuer shall designate a successor if the Trustee ceases to serve as Paying 
Agent.  Each successor Paying Agent shall be a state or national bank or trust company eligible 
under the laws of the State, and 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 Issuer shall 
give notice of the appointment of a successor to the Trustee as Paying Agent in writing to each 
Owner shown on the books of the Trustee.  A Paying Agent may but need not be the same Person 
as the Trustee. 
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Section 7.04  Registrar.  The Issuer designates the Trustee as Registrar.  The Issuer shall 
designate a successor if the Trustee ceases to serve as Registrar and provide Written Notice to the 
Rating Agencies.  Any successor Registrar shall be a state or national bank or trust company 
eligible under the laws of the State, and shall have a capital and surplus of not less than 
$50,000,000 and be a registered as a transfer agent with the Securities and Exchange Commission.  
The Issuer shall give notice of the appointment of a successor to the Trustee as Registrar in writing 
to each Owner shown on the registration books.  The Registrar may but need not be the same 
Person as the Trustee.  The Registrar shall act as transfer agent in accordance with Section 3.04. 

Section 7.05  Resignation or Removal of the Trustee.  The Trustee may resign on not 
less than 30 days Written Notice to the Issuer, the Owners, and the Rating Agencies.  The Trustee 
will promptly certify to the Issuer that it has given Written Notice to all Owners and such certificate 
will be conclusive evidence that such notice was given as required hereby.  The Trustee shall 
provide notice to the Issuer within two (2) Business Days of any changes in its ratings by the 
Rating Agencies and shall be removed if rated below investment grade by the Rating Agencies 
and each successor Trustee shall have an investment grade rating from the Rating Agencies.  The 
Trustee may be removed by 30 days prior Written Notice from the Issuer (if not in default) or a 
Majority in Interest of the Outstanding Bonds to the Trustee and the Issuer.  Such resignation or 
removal shall not take effect until a successor has been appointed and has accepted the duties of 
Trustee. 

Section 7.06  Successor Fiduciaries.   

(a) Any corporation or association which succeeds to the related corporate trust 
business of a Fiduciary as a whole or substantially as a whole, whether by sale, merger, 
consolidation, or otherwise, shall thereby become vested with all the property, rights, 
powers, and duties thereof under this Indenture, without any further act or conveyance. 

(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 (or receiver, liquidator, conservator or 
officer) shall with due care terminate its activities hereunder and a successor may, or in the 
case of the Trustee shall, be appointed by the Issuer. The Issuer shall notify the Owners 
and the Rating Agencies of the appointment of a successor Trustee in writing within 
20 days from the appointment.  The Issuer will promptly certify to the successor Trustee 
that it has given such notice to all Owners 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 7.05 or 
after the occurrence of any other event requiring or authorizing such appointment, the 
outgoing Trustee or any Owner 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 bank or trust company eligible under the laws of the State and 
shall have a capital and surplus of not less than $50,000,000.  Any such successor Trustee 
shall notify the Issuer 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 
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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 7.07  Costs of Issuance Account.  The Trustee shall establish and maintain a Costs 
of Issuance Account, which shall be funded in accordance with Section 4.01(b) and Section 2.02 
of the Series 2021 Supplement and the relevant section of any Series Supplement authorizing the 
issuance of Additional Bonds, Refunding Bonds or Subordinate Bonds.  The Trustee shall disburse 
funds from the Costs of Issuance Account as directed in writing by the Issuer.  At such time as the 
Issuer notifies the Trustee that the Costs of Issuance have been fully paid, or at such time as no 
funds remain in the Costs of Issuance Account, the Trustee may close and terminate the Costs of 
Issuance Account.  The funds remaining therein, if any, shall then be transferred to the Collections 
Account and applied as described in Section 5.02(a) of this Indenture.  The Trustee is conclusively 
entitled to rely on all directions given by the Issuer with respect to the Costs of Issuance Account. 

Section 7.08  Reports by Trustee to Owners and Rating Agency.  The Trustee shall 
deliver to each Rating Agency, the Issuer and any Owner upon request, with respect to the Bonds, 
at least one Business Day prior to each Distribution Date therefor, a statement prepared by the 
Trustee with the assistance of the Issuer setting forth: 

(a) the Outstanding Bonds of each Series on such Distribution Date; 

(b) the amount of interest to be paid to Owners on such Distribution Date; 

(c) any Serial Maturity, Turbo Term Bond Maturity or Fixed Sinking Fund 
Installment due on or scheduled for such Distribution Date and the Turbo Redemptions to 
be made as of that Distribution Date; 

(d) the amount on deposit in the Pledged Accounts as of that Distribution Date, 
including the amount on deposit in the Lump Sum Payment Account; 

(e) whether the amount on deposit in the Class 1 Liquidity Reserve Subaccount 
is sufficient to satisfy the Class 1 Liquidity Reserve Requirement as of such Distribution 
Date and, if not, the amount of the shortfall; and  

(f) whether the amount on deposit in the Class 2 Liquidity Reserve Subaccount 
is sufficient to satisfy the Class 2 Liquidity Reserve Requirement as of such Distribution 
Date and, if not, the amount of the shortfall. 

Section 7.09  Compensation and Expenses of the Fiduciaries.   

(a) The Fiduciaries shall be entitled to payment and/or reimbursement for 
reasonable fees and costs for their services rendered hereunder and all advances, legal fees, 
and other expenses reasonably and necessarily made or incurred by them in connection 
with such services.  Upon an Event of Default hereunder, but only upon such an Event of 
Default, the Fiduciaries shall have a right of payment prior to payment on account of 
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principal or Accreted Value of, premium, if any, or interest on any Bond for the foregoing 
fees, costs, expenses and advances; provided, however, that in no event shall the 
Fiduciaries have any such prior right of payment or claim against any moneys or 
obligations deposited with or paid to the Fiduciaries for the redemption or payment of 
Bonds which are deemed to have been paid in accordance with Section 2.02 hereof. 

(b) The Issuer hereby agrees, to the extent permitted by law, to assume liability 
for, and hereby indemnifies, protects, saves and holds harmless the Trustee (including in 
its individual capacity), and its officers, directors, successors, assigns, legal 
representatives, agents and servants (each an “Indemnified Person”), from and against any 
and all liabilities, obligations, losses, damages, penalties, taxes (excluding any taxes 
payable by the Trustee on or measured by any compensation received for its services as 
Trustee), claims, actions, investigations, proceedings, costs, expenses or disbursements 
(including, without limitation, reasonable fees and expenses including those of counsel and 
other professionals and consultants) of any kind and nature whatsoever which may be 
imposed on, incurred by or asserted at any time against an Indemnified Person (whether or 
not also indemnified against by any other person) in any way relating to or arising out of 
this Indenture or the enforcement of any of the terms thereof or the action or inaction of 
the Trustee under this Indenture, except where any such claim for indemnification has 
arisen as a result of the bad faith, willful misconduct or negligence on the part of Trustee 
in the performance or nonperformance of its duties under this Indenture. 

Section 7.10  Nonpetition Covenant.  Notwithstanding any prior termination of this 
Indenture, no Fiduciary (including in its individual capacity), beneficial owner or Owner shall, 
prior to the date which is one year and one day after the termination of this Indenture, acquiesce, 
petition, or otherwise invoke or cause the Issuer or the Issuer to invoke the process of any court or 
government authority for the purpose of commencing or sustaining a case against the Issuer or the 
Issuer 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 Issuer or the 
Issuer or any substantial part of its property, or ordering the winding up or liquidation of the affairs 
of the Issuer or the Issuer. 

ARTICLE VIII 
 

THE OWNERS 

Section 8.01  Action by Owners.  Any request, authorization, direction, notice, consent, 
waiver, or other action provided by this Indenture to be given or taken by Owners may be contained 
in and evidenced by one or more writings of substantially the same tenor signed by the requisite 
number of Owners 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 Issuer 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 Owner or its 
attorney of such instrument may be proved by the certificate or signature guarantee by a guarantor 
institution participating in a guarantee program acceptable to the Trustee, or of any notary public 
or other officer authorized to take acknowledgements of deeds to be recorded in the jurisdiction in 

E-1-62



 

59 
 

which such notary public or other officer purports to act, that the person signing such request or 
other instrument acknowledged to such notary public or other officer the execution thereof, or by 
an affidavit of a witness of such execution, duly sworn to before such notary public or other officer. 
The authority of the person or persons executing any such instrument on behalf of a corporate 
Owner 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 shall be irrevocable and bind all future record and beneficial owners thereof. 

Section 8.02  Registered Owners.  The enumeration in Section 3.05(a) of this Indenture 
of certain provisions applicable to DTC as Owner of immobilized Bonds shall not be construed in 
limitation of the rights of the Issuer and each Fiduciary to rely upon the registration books in all 
circumstances and to treat the Owners of Bonds as the owners thereof for all purposes not 
otherwise specifically provided for by law or in this Indenture. Notwithstanding any other 
provisions hereof, any payment to the Owner of a Bond shall satisfy the Issuer’s obligations 
thereon to the extent of such payment. 

ARTICLE IX 
 

DEFAULT AND REMEDIES 

Section 9.01  Events of Default.  “Event of Default” in this Indenture means any one of 
the events set forth below: 

(a) failure to pay when due any Swap Payment or interest on any Class 1 Senior 
Bonds; 

(b) failure to pay when due any Serial Maturity, Fixed Sinking Fund Installment 
or Term Bond Maturity for Class 1 Senior Bonds; or 

(c) failure of the Issuer to observe or perform any other covenant, condition, 
agreement, or provision contained in the Senior Bonds or in this Indenture relating to 
Senior Bonds, which breach is not remedied within 60 days after Written Notice, 
specifying such default and requiring the same to be remedied, shall have been given to the 
Issuer by the Trustee or by the Owners of at least 25% in Bond Obligation of the Senior 
Bonds then Outstanding. In the case of a default specified in this subsection, if the default 
be such that it cannot be corrected within the said 60-day period, it shall not constitute an 
Event of Default if corrective action is instituted by the Issuer within said 60-day period 
and diligently pursued until the default is corrected. 

Except as specified in subsections (a) and (b) of this Section 9.01, failure to make any 
payment or to make provision therefor, including any Projected Turbo Redemption, does not 
constitute an Event of Default to the extent that such failure results from the insufficiency of 
available Collateral to make such payment or provision therefor. 

Notwithstanding anything herein to the contrary, neither a Class 2 Payment Default nor a 
Subordinate Payment Default is an Event of Default hereunder, provided that in the event of a 
Class 2 Payment Default or a Subordinate Payment Default, so long as no Series 2021B-1 Bonds 
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or Class 1 Senior Bonds are Outstanding, Owners of Class 2 Senior Bonds (in the event of a Class 2 
Payment Default) and Owners of Subordinate Bonds (in the event of a Subordinate Payment 
Default) shall have the respective specified remedies in Section 9.02(a)(v) of this Indenture. 

Section 9.02  Remedies.   

(a) Remedies of the Trustee.  If an Event of Default occurs: 

(i) The Trustee may, and upon written request of the Owners of at least 
25% in Bond Obligation of the Senior Bonds Outstanding shall, in its own name by 
action or proceeding in accordance with law: 

(A) enforce all rights of the Owners and require the Issuer to 
carry out its agreements under the Bonds and this Indenture; 

(B) sue upon such Bonds; 

(C) require the Issuer to account as if it were the trustee of an 
express trust for such Owners; and 

(D) enjoin any acts or things which may be unlawful or in 
violation of the rights of such Owners. 

(ii) The Trustee shall, in addition to the other provisions of this 
Section 9.02, have and possess all of the powers necessary or appropriate for the 
exercise of any functions incident to the general representation of Owners in the 
enforcement and protection of their rights. 

(iii) Upon an Event of Default under Section 9.01(a) or 9.01(b), or a 
failure to make any other payment required under this Indenture within 7 days after 
the same becomes due and payable, the Trustee shall give Written Notice thereof 
to the Issuer.  The Trustee shall give notice under paragraph (c) of Section 9.01 
when instructed to do so by the written direction of another Fiduciary or the Owners 
of at least 25% in Bond Obligation of the Outstanding Senior Bonds.  Upon the 
occurrence of an Event of Default, the Trustee shall proceed under Section 9.02 for 
the benefit of the Owners in accordance with the written direction of a Majority in 
Interest of the Outstanding Senior Bonds.  The Trustee shall not be required to take 
any remedial action (other than the giving of notice) unless reasonable indemnity 
is furnished for any expense or liability to be incurred therein.  Upon receipt of 
Written Notice, direction, and indemnity, and after making such investigation, if 
any, as it deems appropriate to verify the occurrence of any Event of Default 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 Owners, and shall act for the 
protection of the Owners with the same promptness and prudence as would be 
expected of a prudent person in the conduct of such person’s own affairs. 
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(iv) Upon the occurrence of an Event of Default, the Bonds and Swap 
Payments shall be paid as described in Section 5.02(d) of this Indenture. 

(v) Remedies for Class 2 Senior Bonds and Subordinate Bonds.  Only 
if the Class 1 Senior Bonds are no longer Outstanding, the Owners of Class 2 Senior 
Bonds may enforce the provisions of this Indenture for their benefit by appropriate 
legal proceedings in accordance with clause (1) of the definition of Payment 
Priorities.  Only if the Senior Bonds are no longer Outstanding, the Owners of 
Subordinate Bonds may enforce the provisions of this Indenture for their benefit by 
appropriate legal proceedings in accordance with clauses (2) - (4) of the definition 
of Payment Priorities.   

(A) The principal or Accreted Value, premium, if any, and 
interest on Subordinate Bonds will be subordinated in right of payment to 
principal or Accreted Value, premium, if any, and interest payments on the 
Senior Bonds.  In any Event of Default, Owners of Senior Bonds will be 
entitled to receive payment thereof in full before the Owners of the 
Subordinate Bonds are entitled to receive payment thereof; and any 
payment or distribution of assets otherwise payable to Owners of the 
Subordinate Bonds will be paid to Owners of Senior Bonds until all Senior 
Bonds have been paid in full, and the Owners of the Subordinate Bonds will 
be subrogated to the rights of such Owners of Senior Bonds to receive 
payments or distributions of assets with respect thereto.   

(b) Individual Remedies.  No one or more Owners shall by its 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 Owners of the same class, but 
nothing in this Indenture shall affect or impair the right of any Owner to enforce payment 
of the principal or Accreted Value of, premium, if any, or interest thereon at and after the 
same comes due pursuant to this Indenture, or the obligation of the Issuer to pay such 
principal or Accreted Value, premium, if any, and interest on each of the Bonds to the 
respective Owners thereof at the time, place, from the source, and in the manner expressed 
herein and in the Bonds. 

(c) Venue.  The venue of every action, suit, or special proceeding against the 
Issuer shall be laid in federal or state courts located in the State of Alaska, unless waived 
by the Issuer. 

(d) 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 Issuer, and shall do so upon written instruction of the Owners of at least 25% in Bond 
Obligation of the Outstanding Senior Bonds. 
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(e) Owner.  For purposes of this Section, “Owners” shall not include the Issuer 
if it is an Owner of Bonds. 

Section 9.03  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 Issuer 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 Issuer or of the right to 
exercise any remedy for the violation. 

Section 9.04  Delay or Omission Not Waiver.  No delay or omission of the Trustee or of 
any Owner to exercise any right or remedy accruing upon any Event of Default shall impair any 
such right or remedy or constitute a waiver of any such Event of Default or an acquiescence therein.  
Every right and remedy given hereby or by law to the Trustee or to the Owners may be exercised 
from time to time, and as often as may be deemed expedient, by the Trustee or by the Owners, as 
the case may be. 

ARTICLE X 
 

MISCELLANEOUS 

Section 10.01  Supplements and Amendments to this Indenture.   

(a) This Indenture may be: 

(i) supplemented or amended in writing by the Issuer and the Trustee 
to (a) provide for earlier or greater deposits into the Senior Debt Service Account, 
(b) subject any property to the security interest created hereby, (c) add to the 
covenants and agreements of the Issuer or surrender or limit any right or power of 
the Issuer, (d) identify particular Bonds for purposes not inconsistent herewith, 
including credit or liquidity support, remarketing, qualification for sale under the 
securities laws of any state or other jurisdiction of the United States 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, 
(g) make any other changes to this Indenture that, as evidenced by a Rating 
Confirmation with respect to any Outstanding Bonds which are then rated by a 
Rating Agency, are not materially adverse to the Owners of Outstanding Bonds, or 
(h) provide for the issuance of the Series 2021 Bonds, Additional Bonds, Refunding 
Bonds and Subordinate Bonds in compliance with Section 3.01(b) hereof; or 

(ii) amended in writing by the Issuer and the Trustee, (a) to add 
provisions that are not adverse to the Owners, (b) to adopt amendments that do not 
take effect unless and until such amendment is consented to by such Owners in 
accordance with the further provisions hereof, or (c) pursuant to the following 
paragraph (b). 
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(b) Except as provided in the foregoing paragraph (a), this Indenture may be 
amended: 

(i) only with Written Notice to the Rating Agencies and the written 
consent of a Majority in Interest of each Series of Bonds to be Outstanding at the 
effective date thereof and affected thereby; but 

(ii) only with the unanimous written consent of the affected Owners (not 
including the Issuer if the Issuer is an Owner) for any of the following purposes: 
(a) to extend the Maturity Date of any Bond, (b) to reduce the principal amount, 
Accreted Value, applicable premium, or interest rate of any Bond, (c) to make any 
Bond redeemable other than in accordance with its terms, (d) to create a preference 
or priority of any Bond over any other Bond of the same class or (e) to reduce the 
Bond Obligation of the Bonds required to be represented by the Owners giving their 
consent to any amendment. 

(c) Any amendment of this Indenture shall be accompanied by an opinion of 
Counsel to the effect that the amendment is permitted by this Indenture and will not, in and 
of itself, cause interest on the Tax-Exempt Bonds to be included in gross income for federal 
income tax purposes. 

(d) When the Issuer determines that the requisite number of consents have been 
obtained for an amendment hereto, it shall file a certificate to that effect in its records and 
give notice to the Trustee and the Owners.  The Trustee will promptly certify to the Issuer 
that it has given such notice to all Owners and such certificate will be conclusive evidence 
that such notice was given in the manner required hereby.  It shall not be necessary for the 
consent of Owners pursuant to this Section to approve the particular form of any proposed 
amendment, but it shall be sufficient if such consent shall approve the substance thereof. 

Section 10.02  Notices.  Unless otherwise expressly provided, all notices to the Issuer or 
the Trustee shall be in writing and shall be deemed sufficiently given if sent by registered or 
certified mail, postage prepaid and return receipt requested, or delivered during business hours as 
follows: 

(a) to the Issuer at: 

Northern Tobacco Securitization Corporation 
4300 Boniface Parkway 
Anchorage, Alaska  99504 
Attention:  Chair 

(b) to the Trustee at: 

U.S. Bank National Association 
1420 Fifth Avenue, Seventh Floor 
Seattle, Washington  98101 
Attention:  Corporate Trust Department 
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or, as to all 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 an Owner shall be in writing and (without 
limitation) shall be deemed sufficiently given if sent by mail, postage prepaid, to the Owner at the 
address shown on the registration books.  An Owner may direct the Registrar to change such 
Owner’s address as shown on the registration books by Written Notice to the Registrar. 

Any such communication also may be transmitted to the appropriate party by telephone 
and shall be deemed given or made at the time of such transmission if, and only if, such 
transmission of notice shall be confirmed by Written Notice as specified above. 

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 10.03  Beneficiaries.  This Indenture is not intended for the benefit of and shall 
not be construed to create rights in parties other than the Issuer and the Trustee, the Owners and 
the counterparty to any Swap Contract to the extent specified herein. 

Section 10.04  Successors and Assigns.  All covenants and agreements in this Indenture 
and the Bonds by the Issuer shall bind its successors and assigns, whether so expressed or not.  All 
agreements of the Trustee in this Indenture shall bind its successors. 

Section 10.05  Severability.  In case any provision in this Indenture or in 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 10.06  Legal Holidays.  In any case where the date on which any payment is due 
shall not be a Business Day, then (notwithstanding any other provision of the Bonds or this 
Indenture) payment need not be made on such date, but may be made on the next succeeding 
Business Day with the same force and effect as if made on the date on which nominally due, and 
no interest shall accrue or accrete for the period from and after any such nominal date. 

Section 10.07  Governing Law.  This Indenture shall be construed in accordance with the 
laws of the State, 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 10.08  Limitation of Liability.  No member, director, officer, or employee of the 
Issuer shall be individually or personally liable for the payment of the interest on or principal or 
Accreted Value of or the redemption price, if any, on the Bonds, but nothing contained herein shall 
relieve any director, officer, or employee of the Issuer from the performance of any official duty 
provided by any applicable provisions of law or hereby. 

Section 10.09  No Recourse to Issuer.  Notwithstanding any provision of this Indenture 
or any Series Supplement or Bond to the contrary, (i) Owners shall have no recourse against the 
Issuer, but shall look only to the Collateral, with respect to any amounts due to the Owners 
hereunder and the holders of the Bonds shall have no recourse to the other assets of the Issuer, 
including but not limited to any assets pledged to secure payment of any other debt obligation of 
the Issuer; (ii) if, notwithstanding the limitation on recourse described in clause (i) above, any 
Bondholders are deemed to have an interest in any asset of the Issuer (other than the Collateral) 
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pledged to the payment of another debt obligation of the Issuer, the Bondholders agree that their 
interest in such asset will be subordinate to the claims and rights of the holders of such other debt 
obligation and such agreement constitutes a subordination agreement for purposes of 
Section 510(a) of the U.S. Bankruptcy Code. In the event the Collateral has been exhausted and 
the Bonds have not been paid in full, then any and all amounts remaining due on the Bonds shall 
be extinguished and the Bonds cancelled. 

Section 10.10  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.  Delivery of an executed signature page of this Indenture or any such Supplemental 
Indenture by facsimile or email transmission shall be effective as delivery of a manually signed 
counterpart hereof or thereof. 

Section 10.11  Effective Date.  This Amended and Restated Indenture shall become 
effective upon its execution and delivery on the Closing Date. 

Section 10.12  Electronic Signature.  Each of the parties hereto agrees that the transaction 
consisting of this Amended and Restated Indenture may be conducted by electronic means.  Each 
party agrees, and acknowledges that it is such party’s intent, that if such party signs this Amended 
and Restated Indenture using an electronic signature, it is signing, adopting, and accepting this 
Amended and Restated Indenture and that signing this Amended and Restated Indenture using an 
electronic signature is the legal equivalent of having placed its handwritten signature on this 
Amended and Restated Indenture on paper. Each party acknowledges that it is being provided with 
an electronic or paper copy of this Amended and Restated Indenture in a usable format. 

[Remainder of page intentionally left blank.] 
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IN WITNESS WHEREOF, the parties have caused this Amended and Restated Indenture 
to be duly executed all as of the date first above written. 

NORTHERN TOBACCO SECURITIZATION 
CORPORATION, as Issuer 

By:  
Name:   
Title:   

U.S. BANK NATIONAL ASSOCIATION, as 
Trustee 

By:  
Name:  Tom Zrust 
Title:  Vice President 

 

[Signature Page to Amended and Restated Indenture] 
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EXHIBIT A 
 

FORM OF SERIES SUPPLEMENT 

[attached] 
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SERIES 2021 SUPPLEMENT 

by and between the 

NORTHERN TOBACCO SECURITIZATION CORPORATION, 
as Issuer 

and 

U.S. BANK NATIONAL ASSOCIATION, 
as Trustee 

AUTHORIZING THE ISSUANCE OF 
$282,480,482.50 

NORTHERN TOBACCO SECURITIZATION CORPORATION 
TOBACCO SETTLEMENT ASSET-BACKED BONDS 

 

$152,825,000 Series 2021A Class 1 Senior Current Interest Bonds 
$535,000,000 Series 2021B-1 Class 2 Senior Current Interest Bonds 

$94,655,482.50 Series 2021B-2 Class 2 Senior Capital Appreciation Bonds 

Dated as of July 1, 2021 
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ARTICLE I 
 

DEFINITIONS AND AUTHORITY 

Section 1.01. Definitions.  Terms used herein and not otherwise defined shall have the 
respective meanings given or referred to in the Indenture, dated as of July 1, 2021 (the “Indenture”) 
by and between the Northern Tobacco Securitization Corporation (the “Issuer”) and U.S. Bank 
National Association, as trustee (the “Trustee”).  In addition, the following terms shall have the 
following meanings for purposes of this Series 2021 Supplement: 

“Alaska Model Statute” means the Qualifying Statute (as such term is defined in the MSA) 
adopted by the State as Chapter 46, SLA 1999, codified as Chapter 53 of Title 45, Alaska Statutes. 

“Authorizing Statutes” means Chapter 130, SLA 2000, Chapter 96, SLA 2001, 
Chapter 35, SLA 2006, AS 18.56.086 and AS 10.20. 

“Capital Projects” means projects permitted to be funded pursuant to the Authorizing 
Statutes, including a state capital project in Fairbanks, Alaska, and/or such other public use 
project(s) as may be duly appropriated by the Alaska State Legislature. 

“Custodial Agreement” means that custodial agreement dated as of July 1, 2021 among the 
State, the Issuer, and U.S. Bank National Association, as custodial agent, for the purpose of 
handling, investing and distributing funds for Capital Projects. 

“Projected Turbo Redemption” means the projected turbo redemptions set forth in 
Exhibit 2 to this Series 2021 Supplement. 

Section 1.02. Authority for this Series 2021 Supplement.  This Series 2021 Supplement 
is executed and delivered pursuant to Sections 3.01(a) and 10.01(a) of the Indenture. 

ARTICLE II 
 

THE SERIES 2021 BONDS 

Section 2.01. Principal Amount and Terms.  Pursuant to the Indenture, three Series of 
Bonds are hereby authorized in the combined aggregate principal amount of $282,480,482.50.  
Such three Series of Bonds (collectively, the “Series 2021 Bonds”) shall be distinguished by the 
following respective titles and shall have the following respective aggregate principal amounts: 

“$282,480,482.50 Northern Tobacco Securitization Corporation Senior Lien Tobacco 
Settlement Asset-Backed Bonds, Series 2021” 

“$152,825,000 Northern Tobacco Securitization Corporation Tobacco Settlement 
Asset-Backed Bonds, Series 2021A Senior Current Interest Bonds” (the “Series 2021A 
Bonds”). 

E-1-73



 

A-4 
 

“$35,000,000 Northern Tobacco Securitization Corporation Tobacco Settlement 
Asset-Backed Bonds, Series 2021B-1 Class 2 Senior Current Interest Bonds” (the 
“Series 2021B-1 Bonds”). 

“$94,655,482.50 Northern Tobacco Securitization Corporation Tobacco Settlement 
Asset-Backed Bonds, Series 2021B-2 Class 2 Senior Capital Appreciation Bonds” (the 
“Series 2021B-2 Bonds”). 

(a) Details of the Series 2021 Bonds.  The Series 2021 Bonds shall all be issued as 
Senior Bonds.  The Series 2021A Bonds and Series 2021B-1 Bonds shall be issued as Senior 
Current Interest Bonds in the principal amounts and with the Fixed Sinking Fund Installments and 
the Maturity Dates set forth on Exhibit 1 hereto.  The Series 2021B-2 Bonds shall be issued as 
Senior Capital Appreciation Bonds with the respective Maturity Dates, in the initial principal 
amounts and with the Accreted Values at the respective Maturity Dates as set forth on Exhibit 1 
hereto.  The Series 2021 Bonds shall be issued in fully registered form and shall be numbered from 
R-A/B-1/B-2-1 upwards.  The Series 2021B-1 Bonds and Series 2021B-2 Bonds are Turbo Term 
Bonds.  The Projected Turbo Schedule for the Series 2021B-1 Bonds and Series 2021B-2 Bonds 
is shown on Exhibit 2 hereto.  The Series 2021A Bonds and Series 2021B-1 Bonds which are 
Current Interest Bonds shall be issued substantially in the form of Exhibit 3 hereto.  The 
Series 2021B-2 Bonds which are Capital Appreciation Bonds shall be issued substantially in the 
form of Exhibit 4 hereto.  The Series 2021 Bonds are Tax-Exempt Bonds. 

(b) Authorized Denominations means (1) with respect to the Series 2021A and 
2021B-1 Bonds, $5,000 or any integral multiple thereof; and (2) with respect to the Series 2021B-2 
Bonds, denominations such that the Accreted Value thereof at the Conversion Date are in the 
denomination of $5,000 or any integral multiple thereof. 

(c) Optional Redemption and Mandatory Tender. 

(1) The Series 2021B-1 Bonds and the Series 2021B-2 Bonds are each subject 
to redemption or mandatory tender and purchase, from any source other than amounts in 
the Pledged Accounts that are required to secure any Bonds that will remain Outstanding 
after such redemption or purchase, at the option of the Issuer, (x) in the case of the 
Series 2021B-1 Bonds, at a redemption price or purchase price, as applicable, equal to one 
hundred percent (100%) of the principal amount being redeemed or purchased, as 
applicable, plus interest accrued to the redemption date or purchase date, as applicable, and 
(y) in the case of the Series 2021B-2 Bonds, at a redemption price or purchase price, as 
applicable, equal to one hundred percent (100%) of the Accreted Value being redeemed or 
purchased, as applicable, on the redemption date or purchase date, as applicable, 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 
Projected Turbo Redemption schedule but, as of the date of such redemption or purchase, 
as applicable, have not been paid with respect to such Series 2021B-1 Bonds or 
Series 2021B-2 Bonds, as applicable. 

(2) In addition, the Series 2021 Bonds are each subject to redemption or 
mandatory tender and purchase, from any source other than amounts in the Pledged 
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Accounts that are required to secure any Bonds that will remain Outstanding after such 
redemption or purchase, at the option of the Issuer (x) in the case of the Series 2021A 
Bonds and the Series 2021B-1 Bonds, at a redemption price or purchase price, as 
applicable, equal to one hundred percent (100%) of the principal amount being redeemed 
or purchased, as applicable, plus interest accrued to the redemption date or purchase date, 
as applicable, and (y) in the case of the Series 2021B-2 Bonds, at a redemption price or 
purchase price, as applicable, equal to one hundred percent (100%) of the Accreted Value 
being redeemed or purchased, as applicable, on the redemption date or purchase date, as 
applicable, 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 Issuer in its discretion. 

(3) (A) Any Series 2021 Bonds purchased by the Issuer pursuant to a 
mandatory tender for purchase shall be cancelled by the Trustee unless the Issuer otherwise 
so directs in writing.  Notwithstanding the foregoing, if the Series 2021 Bonds to be 
tendered for purchase are Tax-Exempt Bonds and are to be remarketed as Tax-Exempt 
Bonds, an Opinion of Counsel that the mandatory tender and remarketing of such 
Series 2021 Bonds will not, in and of themselves, adversely affect the exclusion of interest 
on such Series 2021 Bonds from gross income for federal income tax purposes, addressed 
to the Issuer and the Trustee, will be required for the mandatory tender for purchase and 
remarketing of such Series 2021 Bonds.  If the remarketing is at a premium, the proceeds 
of the premium shall be used for any of the purposes specified in Section 4.01 (a), (b), (c) 
or (e) of the Amended and Restated Indenture dated as of July 1, 2021, as directed by an 
Authorized Officer of the Issuer. 

(B) In the event of a mandatory tender and remarketing of Series 2021 Bonds, 
the Series 2021 Bonds so remarketed shall comply with the applicable requirements of 
Section 3.01 (except for Section 3.01(e)) as if such Series 2021 Bonds were Refunding 
Bonds or Additional Bonds. 

(d) Mandatory Redemption by Sinking Fund Installments. 

The Series 2021A Bonds maturing on June 1, 2050 are Term Bonds that are subject to 
mandatory redemption in part by Fixed Sinking Fund Installments on June 1 of the years and in 
the principal amounts as set forth in the table below. 

$47,755,000 Series 2021A Bonds due June 1, 2050 

Date 
Fixed Sinking Fund 

Installment Date 
Fixed Sinking Fund 

Installment 
June 1, 2042 $5,505,000 June 1, 2047 $5,260,000 
June 1, 2043 5,460,000 June 1, 2048 5,205,000 
June 1, 2044 5,415,000 June 1, 2049 5,145,000 
June 1, 2045 5,365,000 June 1, 2050† 5,085,000 
June 1, 2046 5,315,000   

________________ 
† Stated Maturity. 
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(e) Other Redemption.  Other than as provided in subsections (c) and (d) above, the 
Series 2021 Bonds shall be redeemable prior to maturity in accordance with their terms and the 
terms of the Indenture. 

(f) Default Rate.  With respect to the Series 2021B-2 Bonds, “Default Rate” means the 
rate shown on the Table of Accreted Values shown on Exhibit 5 hereto. 

(g) Table of Accreted Values.  The Table of Accreted Values for the Series 2021B-2 
Bonds is set forth in Exhibit 5 hereto. 

Section 2.02. Application of Proceeds.  Upon receipt of the amount of the purchase price 
of the Series 2021 Bonds of the Issuer, the Trustee shall apply such proceeds as specified in 
Section 4.01 of the Indenture. 

Section 2.03. Mandatory Tender. 

(a) Subject to 5.04(f) of the Indenture hereof and 2.01(c) of this Series 2021 
Supplement, all or a portion of any Series of the Series 2021 Bonds are subject to 
mandatory tender for purchase (with no right to retain) on each mandatory tender date, at 
the option of the Issuer, at the purchase price, equal to 100% of the principal amount or 
Accreted Value, as applicable, plus accrued interest, if any, subject to the conditions 
described herein. 

(b) In connection with any mandatory tender of a Series of Series 2021 Bonds 
upon a mandatory tender date, the Trustee must deliver a notice of mandatory tender, which 
may be a conditional notice, to Owners at least 15 days prior to the mandatory tender date, 
subject to the provisions of Section 5.04(f) of the Indenture with respect to such 
Series 2021 Bonds, stating that all Owners subject to the mandatory tender will be deemed 
to have tendered their Series 2021 Bonds upon that date and stating as follows: 

(i) the proposed mandatory tender date; 

(ii) that the applicable Series 2021 Bonds will be subject to mandatory 
tender (subject to the provisions hereof) on the mandatory tender date; and 

(iii) that the Issuer may elect to cancel the mandatory tender, notice of 
which must be given to Owners at least seven calendar days prior to the proposed 
mandatory tender date. 

The Trustee shall also give notice of any mandatory tender date to each Rating Agency 
then rating the Series 2021 Bonds. 

(c) The Issuer may establish one or more mandatory tender dates on which all 
or a portion of a Series of the Series 2021 Bonds, unless earlier redeemed, are subject to 
mandatory tender for purchase (with no right to retain) at a price equal to 100% of the 
principal amount or Accreted Value, as applicable, thereof, plus interest accrued to the 
applicable mandatory tender date, without premium. 
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(d) If only a portion of a Series of Series 2021 Bonds will be subject to 
mandatory tender on such mandatory tender date, the Series 2021 Bonds of such Series 
that will and will not be subject to mandatory tender on such date will be selected by such 
method as it shall deem fair and appropriate, including by lot, by the Trustee.  Holders of 
the Series 2021 Bonds that will be subject to mandatory tender for purchase on the 
mandatory tender date will receive notice of the mandatory tender as described in 
subsection (b) above. 

(e) Notwithstanding the foregoing, so long as the book-entry-only system 
remains in effect for the Series 2021 Bonds, the particular Bonds of such Series 2021 
Bonds (or subseries, if applicable, to be purchased will be selected by DTC by lot or in 
such other manner as DTC shall determine. 

(f) Subseries of Series 2021 Bonds may be created on a mandatory tender date.  
Any Series 2021 Bond that is subject to mandatory tender on a mandatory tender date may 
be redeemed without notice on such date. 

(g) Any Series 2021 Bonds subject to tender and, if the Book-Entry System is 
not in effect, not delivered, with all necessary endorsements for transfer and signature 
guarantees, to the Trustee at or prior to 2:30 p.m., New York City time, on its mandatory 
tender date for which there have been irrevocably deposited in trust with the Trustee the 
purchase price are “deemed tendered” and purchased for purposes of this Series 2021 
Supplement and will cease to accrue interest on that mandatory tender date; that untendered 
bond (“Untendered Bonds”) will cease to be Outstanding under the Indenture; and the 
Owner of that Untendered Bond will no longer be entitled to any payment or other benefits 
under the Indenture and this Series 2021 Supplement, except payment of the purchase price 
therefor from money and only from that money, held by the Trustee for that purpose upon 
presentation to the Trustee (with appropriate instrument of transfer) at its principal office 
at or prior to 3:00 p.m., New York City time, on any Business Day after the mandatory 
tender date.  If the Book-Entry System is not then in effect, Bond certificates will be issued 
in place of Untendered Bonds and, after the issuance of the replacement Bond certificates, 
those Untendered Bonds will be deemed purchased, canceled, and no longer Outstanding 
unless the Issuer has otherwise provided direction that they shall not be canceled pursuant 
to Section 5.04(f) of the Indenture. 

(h) So long as all of the Series 2021 Bonds are registered in the name of 
Cede & Co., as nominee for DTC, such notice will be delivered to DTC or its nominee as 
Registered Owner of such Series 2021 Bonds.  DTC is responsible for notifying DTC 
Participants, and DTC Participants and Indirect Participants are responsible for notifying 
beneficial owners of the Series 2021 Bonds.  Neither the Trustee nor the Issuer is 
responsible for sending notices to beneficial owners. 

(i) If the Issuer elects not to proceed with the mandatory tender on the 
mandatory tender date, the Issuer will give notice of the cancellation of the mandatory 
tender to the Trustee at least nine calendar days prior to the proposed mandatory tender 
date and, thereafter, the Trustee will give notice to each holder of the Series 2021 Bonds 
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of that cancellation of the proposed interest rate change at least seven calendar days prior 
to the proposed mandatory tender date for which the foregoing notice was given. 

Section 2.04. Remarketing and Purchase of Series 2021 Bonds. 

(a) On each date on which the Series 2021 Bonds are subject to mandatory 
tender for purchase, the remarketing agent shall use its best efforts to sell all Series 2021 
Bonds, or portions thereof, for which notice of an mandatory tender date has been given 
pursuant to subsection 2.03(a) hereof, at a purchase price equal to 100% of the principal 
amount, plus accrued interest if any or Accreted Value, as applicable, unless otherwise 
directed by the Issuer. 

(b) On each mandatory tender date, the remarketing agent shall notify the 
Trustee and the Issuer by electronic means no later than 10:00 a.m. New York City time, 
of the principal amount of Series 2021 Bonds which were successfully remarketed and the 
principal amount of Series 2021 Bonds which were not remarketed.  The Trustee hereby 
agrees that it shall, authenticate new Series 2021 Bonds, as applicable, for the respective 
purchasers thereof which shall be available for delivery to the new Bondholders thereof 
not later than 3:30 p.m., New York City time. 

(c) On or before 3:00 p.m., New York City time, on each mandatory tender 
date, if moneys sufficient to pay the purchase price of all Series 2021 Bonds subject to 
mandatory tender on that date will be held by the Trustee, the Trustee will purchase all 
those Series 2021 Bonds from the Holders at the purchase price.  Funds for the payment of 
that purchase price will be derived solely from immediately available funds transferred by 
the remarketing agent to the Trustee, which funds shall be derived from the remarketing of 
the Series 2021 Bonds, or from funds of the Issuer as described below.   

Notwithstanding the foregoing, the Issuer may, but will not be obligated to, transfer 
immediately available funds of the Issuer to the Trustee for the payment of the purchase 
price of any Series 2021 Bonds subject to mandatory tender for purchase on a mandatory 
tender date.  None of the Issuer, the Trustee or the remarketing agent will have any liability 
or obligation to pay or, except from the sources identified in the preceding paragraph, make 
available the purchase price.  In the case of a failure to pay the purchase price, none of the 
Series 2021 Bonds will be purchased, and the Series 2021 Bonds will remain and bear 
interest at the same rate until their purchase, redemption or maturity.  Neither the Issuer 
nor any third party is obligated to make funds available for the purchase of Series 2021 
Bonds.  The failure to pay the purchase price is not an event of default under the Indenture.  
In the event that remarketing proceeds and any funds made available by the Issuer for those 
purposes, in its sole discretion, are insufficient to pay the purchase price of all Series 2021 
Bonds subject to mandatory tender on that mandatory tender date, no Series 2021 Bonds 
will be purchased on that mandatory tender date, the Holders do not have the right to have 
those Series 2021 Bonds purchased upon tender, any tendered Series 2021 Bonds will be 
returned to the Holders thereof by the Trustee, the Trustee will return remarketing proceeds 
to the remarketing agent for return to the persons providing those moneys, and those 
Series 2021 Bonds will remain in the applicable term and will bear interest at the same rate 
or until such Series 2021 Bonds are redeemed or paid at maturity. 
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Section 2.05. Remarketing Agent. 

(a) The Issuer will appoint a remarketing agent with respect to the Series 2021 
Bonds prior to each mandatory tender date, if necessary.  The remarketing agent will 
signify its acceptance of the duties and obligations imposed on it hereunder by duly 
executing and delivering a remarketing agreement. 

(b) On any mandatory tender date, the remarketing agent will use its best efforts 
to sell all those Series 2021 Bonds to be tendered as set forth in this Series 2021 
Supplement. 

ARTICLE III 
 

RESIDUAL CERTIFICATE 

Section 3.01. Sources of Payment.  Payments under or in respect of the Residual 
Certificate shall be payable only from the sources provided therefor under the Indenture and this 
Series 2021 Supplement and only upon the terms of this Series 2021 Supplement.  
Notwithstanding anything to the contrary in this Series 2021 Supplement or in the Residual 
Certificate, no amounts shall be due and payable through or in respect of the Residual Certificate, 
and the registered owner of the Residual Certificate shall have no right to, or interest of any kind 
in, the payment of any such amount, unless and until the Trustee shall determine that funds are 
available therefor in accordance with Section 2.02, Section 2.03, Section 4.02, Section 5.02 or 
5.07 of the Indenture and the Trustee shall in fact withdraw funds from the Series 2021 Accounts 
and the Surplus Account for such payment and transfer the same to the registered owner of the 
Residual Certificate. 

Section 3.02. Delivery to Trustee.  The Residual Certificate has been delivered to the State 
and registered on the books of the Issuer kept by the Trustee. 
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IN WITNESS WHEREOF, the parties have caused this Series 2021 Supplement to be duly 
executed all as of the date first above written. 

NORTHERN TOBACCO SECURITIZATION 
CORPORATION 

By:  
Name:   
Title:   

U.S. BANK NATIONAL ASSOCIATION, as 
Trustee 

By:  
Name:   
Title:   
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EXHIBIT 1 
to Series 2021 Supplement 

$152,825,000 Series 2021A Class 1 Senior Current Interest Bonds 
Series 2021A Serial Bonds 

Maturity Date 
(June 1) 

Principal 
Amount 

Interest 
Rate 

 Maturity 
Date 

(June 1) 
Principal 
Amount 

Interest 
Rate 

2022 $3,680,000 3.00%  2032 $5,365,000 5.00% 
2023 3,970,000 4.00  2033 5,390,000 5.00 
2024 4,680,000 5.00  2034 5,400,000 4.00 
2025 4,415,000 5.00  2035 5,360,000 4.00 
2026 4,290,000 5.00  2036 5,600,000 4.00 
2027 4,950,000 5.00  2037 5,850,000 4.00 
2028 5,200,000 5.00  2038 6,005,000 4.00 
2029 5,405,000 5.00  2039 6,115,000 4.00 
2030 5,375,000 5.00  2040 6,235,000 4.00 
2031 5,345,000 5.00  2041 6,440,000 4.00 

 
$47,755,000 4.00% Series 2021A Term Bonds due June 1, 2050 

 
 

Fixed Sinking Fund Installments for 
Series 2021A Term Bonds due June 1, 2050: 

Date 
(June 1) 

Fixed Sinking 
Fund Installment 

Date 
(June 1) 

Fixed Sinking 
Fund Installment 

2042 $5,505,000 2047 $5,260,000 
2043 5,460,000 2048 5,205,000 
2044 5,415,000 2049 5,145,000 
2045 5,365,000 2050 5,085,000 
2046 5,315,000   

 

$35,000,000 Series 2021B-1 Class 2 Senior Current Interest Bonds 

$7,500,000 0.50% Series 2021B-1 Turbo Term Bonds due June 1, 2031 

$27,500,000 4.00% Series 2021B-1 Turbo Term Bonds due June 1, 2050 
 

$94,655,482.50 Series 2021B-2 Class 2 Senior Capital Appreciation Bonds 
$94,655,482.50 Series 2021B-2 Capital Appreciation Turbo Term Bonds 

 

Maturity Date 
(June 1) 

Initial 
Principal 
Amount 

Rate of 
Accretion 

 
Initial Principal 

Amount per $5,000 
Accreted Value 

at Maturity 
Accreted Value 

at Maturity 
2066 $94,655,482.50 3.40% $1,099.75 $430,350,000 
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EXHIBIT 2 
to Series 2021 Supplement 

PROJECTED TURBO REDEMPTIONS 

Series 2021B-1 Bonds due June 1, 2031 

Turbo Redemption Date 
(June 1) 

Amount 
Redeemed(1) 

Cumulative 
Total(2) 

2022 $4,435,000.00 $4,435,000.00 
2023 3,065,000.00 7,500,000.00 

 
Series 2021B-1 Bonds due June 1, 2050 

Turbo Redemption Date 
(June 1) 

Amount 
Redeemed(1) 

Cumulative 
Total(2) 

2023 $2,810,000.00 $2,810,000.00 
2024 5,085,000.00 7,895,000.00 
2025 5,725,000.00 13,620,000.00 
2026 6,225,000.00 19,845,000.00 
2027 7,655,000.00 27,500,000.00 

 
  
(1) Assumes Turbo Redemptions are made based upon the receipt of Collections as set forth in and in accordance with 
the IHS Global Consumption Report’s Base Case and other structuring assumptions. 
(2) Represents the full amount of principal projected to be paid on the Series 2021B-1 Bonds from their date of issuance 
through and including the referenced date. 
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Series 2021B-2 Bonds due June 1, 2066 

Turbo Redemption Date 
(June 1) 

Amount 
Redeemed(1) 

Cumulative 
Total(2) 

2027 $     361,817.75 $     361,817.75 
2028 5,617,523.00 5,979,340.75 
2029 5,481,154.00 11,460,494.75 
2030 5,524,044.25 16,984,539.00 
2031 5,557,036.75 22,541,575.75 
2032 5,547,139.00 28,088,714.75 
2033 5,529,543.00 33,618,257.75 
2034 5,499,849.75 39,118,107.50 
2035 5,474,555.50 44,592,663.00 
2036 5,276,600.50 49,869,263.50 
2037 5,085,244.00 54,954,507.50 
2038 4,956,573.25 59,911,080.75 
2039 4,858,695.50 64,769,776.25 
2040 4,757,518.50 69,527,294.75 
2041 4,613,451.25 74,140,746.00 
2042 5,028,057.00 79,168,803.00 
2043 4,981,867.50 84,150,670.50 
2044 4,932,378.75 89,083,049.25 
2045 4,877,391.25 93,960,440.50 
2046 695,042.00 94,655,482.50 

 
  
(1) Represents the initial principal amount of the Series 2021B-2 Bonds and assumes Turbo Redemptions are made 
based upon the receipt of Collections set forth in and in accordance with the IHS Global Consumption Report’s Base 
Case and other structuring assumptions. 
(2) Represents the total based on the initial principal amount of the Series 2021B-2 Bonds. 
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EXHIBIT 3 
to Series 2021 Supplement 

FORM OF CURRENT INTEREST BOND 

REGISTERED 
NUMBER R-[A/B-1] 

REGISTERED 
$[                    ] 

 
NORTHERN TOBACCO SECURITIZATION CORPORATION 

TOBACCO SETTLEMENT ASSET-BACKED BOND 
SERIES [2021A/2021B-1] [CLASS 1/CLASS 2] 

SENIOR CURRENT INTEREST BOND 

INTEREST RATE DATED MATURITY DATE CUSIP 
    

[         ]% Date of Delivery [              ] 1, 20__ [                 ] 
 
REGISTERED OWNER: CEDE & CO. 

PRINCIPAL AMOUNT: [                                  ] DOLLARS ($[                     ]) 

The Northern Tobacco Securitization Corporation (the “Issuer”), a nonprofit public 
corporation and government instrumentality of the State of Alaska, created and existing under and 
by virtue of the laws of the State, acknowledges itself indebted and for value received hereby 
promises to pay, solely as hereinafter provided, to the Registered Owner named above, or 
registered assigns (the “Owner”), on the payment date determined pursuant to the Indenture (as 
hereinafter defined) (subject to any right of prior redemption hereinafter provided), the principal 
amount set forth above, together with interest at the rate of interest set forth above from the date 
of authentication and delivery of this Bond, or from the most recent payment date to which interest 
has been paid, but if the date of authentication of this Bond is after the Record Date immediately 
preceding an interest payment date, interest will be paid from such interest payment date and if no 
interest has been paid on this Bond, interest will be paid from the Dated Date set forth above.  
Interest at such rate will be paid on June 1 and December 1 of each year, beginning December 1, 
2021 (each, a “Distribution Date”), and at the date of payment of principal, as set forth herein, by 
wire transfer or by check mailed on the applicable Distribution Date to the address of the registered 
owner hereof as shown on the registration books of the Issuer as maintained by U.S. Bank National 
Association, as registrar (the “Registrar”), as of the close of business on the Record Date 
immediately preceding the applicable Distribution Date.  Interest shall be calculated on the basis 
of a year of 360 days and twelve 30-day months. 

THE BONDS ARE LIMITED OBLIGATIONS OF THE ISSUER, PAYABLE 
SOLELY FROM CERTAIN FUNDS HELD UNDER THE INDENTURE, INCLUDING 
THE COLLECTIONS.  THE BONDS ARE NOT SECURED BY THE PROCEEDS 
THEREOF, WITH THE EXCEPTION OF THE PROCEEDS DEPOSITED IN SENIOR 
LIQUIDITY RESERVE ACCOUNT, WHICH ONLY SECURE SERIES 2021 SENIOR 
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BONDS.  THE BONDS DO NOT CONSTITUTE A CHARGE AGAINST THE GENERAL 
CREDIT OF THE ISSUER AND UNDER NO CIRCUMSTANCES WILL THE ISSUER 
BE OBLIGATED TO PAY THE INTEREST ON OR PRINCIPAL OR ACCRETED 
VALUE OF OR REDEMPTION PREMIUMS, IF ANY, ON THE BONDS EXCEPT FROM 
COLLECTIONS AND BALANCES HELD IN THE SENIOR LIQUIDITY RESERVE 
ACCOUNT (WHERE APPLICABLE, AND, TO THE EXTENT AVAILABLE).  THE 
BONDS AND OTHER OBLIGATIONS OF THE ISSUER ARE NOT A DEBT LIABILITY 
OR OTHER OBLIGATION OF THE ALASKA HOUSING FINANCE CORPORATION 
OR THE STATE OR ANY OF ITS MUNICIPALITIES OR OTHER POLITICAL 
SUBDIVISIONS, OTHER THAN THE ISSUER, AND NEITHER THE STATE NOR ANY 
SUCH MUNICIPALITIES OR OTHER SUBDIVISIONS, OTHER THAN THE ISSUER, 
SHALL BE LIABLE FOR THE PAYMENT OF THE PRINCIPAL OR ACCRETED 
VALUE OF OR INTEREST ON THE BONDS OR SUCH OTHER OBLIGATIONS.  THE 
ISSUER HAS NO TAXING POWER. 

This Bond is one of a series of Bonds issued in the aggregate principal amount of 
$[                      ].  The Bonds are issued pursuant to an Amended and Restated Indenture, dated as 
of July 1, 2021 and a Series 2021 Supplement, dated as of July 1, 2021, and both between the 
Issuer and U.S. Bank National Association, as trustee (together with any successor trustee, the 
“Trustee”) (collectively and as amended and supplemented, the “Indenture”).  Reference is made 
to the Indenture for a description of the funds pledged and to the rights, limitations of rights, duties, 
obligations, and immunities of the Issuer, the Trustee, and the Owners, including restrictions on 
the rights of the Owners to bring suit.  Definitions given or referred to in the Indenture are 
incorporated herein by this reference.  The Indenture may be amended to the extent and in the 
manner provided therein. 

This Bond is a [Class 1/Class 2] Senior Current Interest Bond. 

Principal of this Bond and applicable redemption premium, if any, and purchase price, as 
applicable, and the interest thereon are payable in lawful currency of the United States, upon 
presentation and surrender of this Bond when due and payable at the corporate trust agency office 
of the Trustee or of such other paying agent as may hereafter be designated by the Issuer (in either 
case, the “Paying Agent”). 

The Bonds are subject to redemption and mandatory tender prior to maturity on the terms, 
at the redemption prices or purchase prices, as applicable, in the manner, with the notice, and as 
otherwise set forth in the Indenture.  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, and the Owners of such Bonds shall have no rights in 
respect thereof except to receive payment of the redemption price thereof. 

The Bonds are issuable only in fully registered form in Authorized Denominations.  The 
Issuer, the Trustee, and the Paying Agent may treat the registered owner as the absolute owner of 
this Bond for all purposes, notwithstanding any notice to the contrary.  This Bond is transferable 
by the registered owner hereof in accordance with the Indenture. 
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The respective covenants of the Issuer with respect hereto shall be fully discharged and of 
no further force and effect at such time as this Bond, together with interest thereon, shall have been 
paid in full at maturity, or shall have otherwise been refunded, redeemed, defeased, or discharged. 

Upon the occurrence of an Event of Default, the Trustee shall have the remedies to enforce 
payment of this Bond set forth in the Indenture.   

This Bond 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. 

It is hereby certified and recited that all conditions, acts, and things required to exist, to 
have happened, and to have been performed precedent to and in the issuance of this Bond, exist, 
have happened and have been performed. 

Neither the directors or officers of the Issuer nor any person executing Bonds or other 
obligations of the Issuer shall be liable personally thereon or be subject to any personal liability or 
accountability solely by reason of the issuance thereof. 

[SIGNATURE PAGE FOLLOWS] 

E-1-86



 

A-17 
 

IN WITNESS WHEREOF, the Issuer has caused this Bond to be executed in its name by 
an Authorized Officer and attested by an Authorized Officer by their manual or facsimile 
signatures as of the dated date set forth above. 

NORTHERN TOBACCO SECURITIZATION 
CORPORATION 

 By:  
Authorized Officer 

Attest: 

By:  
Authorized Officer 
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CERTIFICATE OF AUTHENTICATION 

This Bond is one of the Bonds described in and issued in accordance with the Indenture. 

U.S. BANK NATIONAL ASSOCIATION, as 
Trustee 

By:  
Name:   
Title:   

Date of Authentication:  _______________ __, 20__ 
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ASSIGNMENT 

For value received the undersigned hereby sells, assigns and transfers unto __________ 
(Taxpayer Identification Number: _____________) the within Bond and all rights thereunder, and 
hereby irrevocably constitutes and appoints ______________ attorney to transfer the within bond 
on the books kept for registration thereof, with full power of substitution in the premises. 

By:  

Dated:  __________________ 

Note: The signature to this Assignment must correspond with the name as written on the 
face of the Bond in every particular, without alteration or enlargement or any change whatever. 

Signature Guaranteed:  ________________________ 

Notice: Signature must be guaranteed by an eligible guarantor institution.  
Signature guarantee shall be made by a guarantor institution 
participating in the Securities Transfer Agents Medallion Program or in 
such other guarantee program acceptable to the Trustee. 
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EXHIBIT 4 
to Series 2021 Supplement 

FORM OF CAPITAL APPRECIATION BOND 

REGISTERED 
NUMBER R-B-2 

ACCRETED VALUE AT MATURITY DATE 
$430,350,000 

 
NORTHERN TOBACCO SECURITIZATION CORPORATION 

TOBACCO SETTLEMENT ASSET-BACKED BOND 
SERIES 2021B-2 CLASS 2 SUBORDINATE CAPITAL APPRECIATION BOND 

YIELD TO 
MATURITY DATE 

 
DATED 

MATURITY 
 DATE 

 
CUSIP 

    
3.400% Date of Delivery June 1, 2066 66585VCB9 

 
REGISTERED OWNER:  CEDE & CO. 

INITIAL PRINCIPAL AMOUNT: NINETY FOUR MILLION SIX HUNDRED FIFTY FIVE 
THOUSAND FOUR HUNDRED EIGHTY TWO DOLLARS AND FIFTY CENTS 
($94,655,482.50) 

ACCRETED VALUE AT MATURITY DATE: FOUR HUNDRED THIRTY MILLION 
THREE HUNDRED FIFTY THOUSAND DOLLARS AND ZERO CENTS ($430,350,000.00) 

The Northern Tobacco Securitization Corporation (the “Issuer”), a nonprofit public 
corporation and government instrumentality of the State of Alaska, created and existing under and 
by virtue of the laws of the State, acknowledges itself indebted and for value received hereby 
promises to pay, solely as hereinafter provided, to the Registered Owner named above, or 
registered assigns (the “Owner”), on the payment date determined pursuant to the Indenture (as 
hereinafter defined) (subject to any right of prior redemption hereinafter provided), the initial 
principal amount set forth above, together with interest accrued thereon to the Maturity Date 
identified above or such earlier redemption date at the yield to Maturity Date set forth above from 
the date of authentication and delivery of this Bond, compounded semiannually on June 1 and 
December 1 of each year, beginning December 1, 2021 (the “Accreted Value”).  Interest shall be 
calculated on the basis of a year of 360 days and twelve 30-day months. 

THE BONDS ARE LIMITED OBLIGATIONS OF THE ISSUER, PAYABLE 
SOLELY FROM CERTAIN FUNDS HELD UNDER THE INDENTURE, INCLUDING 
THE COLLECTIONS.  THE BONDS ARE NOT SECURED BY THE PROCEEDS 
THEREOF, WITH THE EXCEPTION OF THE PROCEEDS DEPOSITED IN SENIOR 
LIQUIDITY RESERVE ACCOUNT, WHICH ONLY SECURE SERIES 2021 SENIOR 
BONDS.  THE BONDS DO NOT CONSTITUTE A CHARGE AGAINST THE GENERAL 
CREDIT OF THE ISSUER AND UNDER NO CIRCUMSTANCES WILL THE ISSUER 
BE OBLIGATED TO PAY THE INTEREST ON OR PRINCIPAL OR ACCRETED 
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VALUE OF OR REDEMPTION PREMIUMS, IF ANY, ON THE BONDS EXCEPT FROM 
COLLECTIONS AND BALANCES HELD IN THE SENIOR LIQUIDITY RESERVE 
ACCOUNT (WHERE APPLICABLE, AND, TO THE EXTENT AVAILABLE).  THE 
BONDS AND OTHER OBLIGATIONS OF THE ISSUER ARE NOT A DEBT OR 
OBLIGATION OF THE STATE OR ANY OF ITS MUNICIPALITIES OR OTHER 
POLITICAL SUBDIVISIONS, OTHER THAN THE ISSUER, AND NEITHER THE 
STATE NOR ANY SUCH MUNICIPALITIES OR OTHER SUBDIVISIONS, OTHER 
THAN THE ISSUER, SHALL BE LIABLE FOR THE PAYMENT OF THE PRINCIPAL 
OR ACCRETED VALUE OF OR INTEREST ON THE BONDS OR SUCH OTHER 
OBLIGATIONS.  THE ISSUER HAS NO TAXING POWER. 

This Bond is one of a series of Bonds issued in the aggregate principal amount of 
$94,665,482.50.  The Bonds are issued pursuant to an Amended and Restated Trust Indenture, 
dated as of July 1, 2021, and a Series 2021 Supplement, dated as of July 1, 2021, and both between 
the Issuer and U.S. Bank National Association, as trustee (together with any successor trustee, the 
“Trustee”) (collectively and as amended and supplemented, the “Indenture”).  Reference is made 
to the Indenture for a description of the funds pledged and to the rights, limitations of rights, duties, 
obligations, and immunities of the Issuer, the Trustee, and the Owners, including restrictions on 
the rights of the Owners to bring suit.  Definitions given or referred to in the Indenture are 
incorporated herein by this reference.  The Indenture may be amended to the extent and in the 
manner provided therein. 

This Bond is a Class 2 Senior Subordinate Capital Appreciation Bond. 

The Accreted Value of this Bond and applicable redemption premium, if any, and purchase 
price, as applicable, and the interest thereon are payable in any lawful currency of the 
United States, upon presentation and surrender of this Bond when due and payable at the office of 
the Trustee or of such other paying agent as may hereafter be designated by the Issuer (in either 
case, the “Paying Agent”). 

The Bonds are subject to redemption and mandatory tender prior to maturity on the terms, 
at the redemption prices or purchase prices, as applicable, in the manner, with the notice, and as 
otherwise set forth in the Indenture.  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, and the Owners of such Bonds shall have no rights in 
respect thereof except to receive payment of the redemption price thereof. 

The Bonds are issuable only in fully registered form in Authorized Denominations.  The 
Issuer, the Trustee, and the Paying Agent may treat the registered owner as the absolute owner of 
this Bond for all purposes, notwithstanding any notice to the contrary.  This Bond is transferable 
by the registered owner hereof in accordance with the Indenture. 

The respective covenants of the Issuer with respect hereto shall be fully discharged and of 
no further force and effect at such time as this Bond, together with interest thereon, shall have been 
paid in full at maturity, or shall have otherwise been refunded, redeemed, defeased, or discharged. 
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Upon the occurrence of an Event of Default, the Trustee shall have the remedies to enforce 
payment of this Bond set forth in the Indenture.   

This Bond 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. 

It is hereby certified and recited that all conditions, acts, and things required to exist, to 
have happened, and to have been performed precedent to and in the issuance of this Bond, exist, 
have happened and have been performed. 

Neither the directors or officers of the Issuer nor any person executing Bonds or other 
obligations of the Issuer shall be liable personally thereon or be subject to any personal liability or 
accountability solely by reason of the issuance thereof. 

IN WITNESS WHEREOF, the Issuer has caused this Bond to be executed in its name by 
an Authorized Officer and attested by an Authorized Officer by their manual or facsimile 
signatures as of the dated date set forth above. 

NORTHERN TOBACCO SECURITIZATION 
CORPORATION 

 By:  
Authorized Officer 

Attest: 

By:  
Authorized Officer 
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CERTIFICATE OF AUTHENTICATION 

This Bond is one of the Bonds described in and issued in accordance with the Indenture. 

U.S. BANK NATIONAL ASSOCIATION, as 
Trustee 

By:  
Name:   
Title:   

Date of Authentication:  ____________ __, 20__ 

ASSIGNMENT 

For value received the undersigned hereby sells, assigns and transfers unto __________ 
(Taxpayer Identification Number: _____________) the within Bond and all rights thereunder, and 
hereby irrevocably constitutes and appoints ______________ attorney to transfer the within bond 
on the books kept for registration thereof, with full power of substitution in the premises. 

By:  

Dated:  __________________ 

Note: The signature to this Assignment must correspond with the name as written on the 
face of the Bond in every particular, without alteration or enlargement or any change whatever. 

Signature Guaranteed:  ________________________ 

Notice: Signature must be guaranteed by an eligible guarantor institution.  
Signature guarantee shall be made by a guarantor institution 
participating in the Securities Transfer Agents Medallion Program or in 
such other guarantee program acceptable to the Trustee. 
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EXHIBIT 5 
to Series 2021 Supplement 

TABLE OF ACCRETED VALUES 

(Accreted Values Shown Per $5,000 Maturity Amount) 

 
 

Date 

Series 2021B-2 (Class 2) 
Turbo CABs- 

Default Rate 3.4% 

07/01/2021 1,099.75 
12/01/2021 1,115.30 
06/01/2022 1,134.25 
12/01/2022 1,153.55 
06/01/2023 1,173.15 
12/01/2023 1,193.10 
06/01/2024 1,213.40 
12/01/2024 1,234.00 
06/01/2025 1,255.00 
12/01/2025 1,276.35 
06/01/2026 1,298.05 
12/01/2026 1,320.10 
06/01/2027 1,342.55 
12/01/2027 1,365.35 
06/01/2028 1,388.60 
12/01/2028 1,412.20 
06/01/2029 1,436.20 
12/01/2029 1,460.60 
06/01/2030 1,485.45 
12/01/2030 1,510.70 
06/01/2031 1,536.35 
12/01/2031 1,562.50 
06/01/2032 1,589.05 
12/01/2032 1,616.05 
06/01/2033 1,643.55 
12/01/2033 1,671.50 
06/01/2034 1,699.90 
12/01/2034 1,728.80 
06/01/2035 1,758.20 
12/01/2035 1,788.10 
06/01/2036 1,818.45 
12/01/2036 1,849.40 
06/01/2037 1,880.85 
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12/01/2037 1,912.80 
06/01/2038 1,945.30 
12/01/2038 1,978.40 
06/01/2039 2,012.00 
12/01/2039 2,046.25 
06/01/2040 2,081.00 
12/01/2040 2,116.40 
06/01/2041 2,152.35 
12/01/2041 2,188.95 
06/01/2042 2,226.20 
12/01/2042 2,264.00 
06/01/2043 2,302.50 
12/01/2043 2,341.65 
06/01/2044 2,381.45 
12/01/2044 2,421.95 
06/01/2045 2,463.10 
12/01/2045 2,505.00 
06/01/2046 2,547.60 
12/01/2046 2,590.90 
06/01/2047 2,634.95 
12/01/2047 2,679.75 
06/01/2048 2,725.30 
12/01/2048 2,771.60 
06/01/2049 2,818.75 
12/01/2049 2,866.65 
06/01/2050 2,915.40 
12/01/2050 2,964.95 
06/01/2051 3,015.35 
12/01/2051 3,066.60 
06/01/2052 3,118.75 
12/01/2052 3,171.75 
06/01/2053 3,225.70 
12/01/2053 3,280.50 
06/01/2054 3,336.30 
12/01/2054 3,393.00 
06/01/2055 3,450.70 
12/01/2055 3,509.35 
06/01/2056 3,569.00 
12/01/2056 3,629.70 
06/01/2057 3,691.40 
12/01/2057 3,754.15 
06/01/2058 3,817.95 
12/01/2058 3,882.85 
06/01/2059 3,948.90 
12/01/2059 4,016.00 
06/01/2060 4,084.30 
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12/01/2060 4,153.70 
06/01/2061 4,224.35 
12/01/2061 4,296.15 
06/01/2062 4,369.20 
12/01/2062 4,443.45 
06/01/2063 4,519.00 
12/01/2063 4,595.80 
06/01/2064 4,673.95 
12/01/2064 4,753.40 
06/01/2065 4,834.20 
12/01/2065 4,916.40 
06/01/2066 5,000.00 
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AMENDED AND CONSOLIDATED 
PURCHASE AND SALE AGREEMENT 

between 

THE STATE OF ALASKA, 

and 

THE NORTHERN TOBACCO SECURITIZATION CORPORATION 

Dated August 17, 2006 
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AMENDED AND CONSOLIDATED PURCHASE AND SALE 
AGREEMENT dated [ISSUANCE DATE], 2006, among the 
STATE OF ALASKA (the "State"), the NORTHERN TOBACCO 
SECURITIZATION CORPORATION (the "Corporation"), a 
nonprofit, public corporation and governmental instrumentality 
of the State of Alaska, and the ALASKA HOUSING FINANCE 
CORPORATION ("AHFC"), a public corporation and 
governmental instrumentality of the State of Alaska. 

WHEREAS, the State, the Corporation, and AHFC entered into a Purchase and 
Sale Agreement dated October 12, 2000 (the "2000 Agreement") a copy of which is 
attached hereto as Appendix A; and 

WHEREAS, the State and the Corporation entered into a Purchase and Sale 
Agreement dated August 1, 2001 (the "2001 Agreement" and, together with the 2000 
Agreement, the "Prior Agreements") a copy of which is attached hereto as Appendix B; and 

WHEREAS, the State, the Corporation, and AHFC now desire to amend certain 
provisions of the Prior Agreements; and 

WHEREAS, it is the purpose and intent of this Amended and Consolidated 
Purchase and Sale Agreement (the "Consolidated Agreement") to effect the amendments 
to the 2000 Agreement desired by the State, the Corporation, and AHFC and to effect the 
amendments to the 2001 Agreement desired by the State and the Corporation; and 

WHEREAS, the amendments to the Prior Agreements set forth herein are intended 
to enable the Corporation to issue its $411,987,859.60 Tobacco Settlement Asset-Backed 
Bonds, Series 2006 (the "2006 Bonds") and any Additional Bonds (as defined in the 2006 
Indenture described in the amendments to the Prior Agreements contained in this 
Consolidated Agreement) secured by the Corporation Tobacco Assets (as defined in the 
2001 Agreement as amended by this Consolidated Agreement). 

NOW, THEREFORE, in consideration of the premises and the mutual covenants 
herein contained, the parties hereto agree as follows: 

PART ONE 
General Provisions 

Section One. Intent. It is the intention of the parties to this Consolidated Agreement 
to effect certain amendments to the Prior Agreements for the purpose of enabling the 
Corporation to issue its 2006 Bonds and to pledge as security for the 2006 Bonds ( and any 
Additional Bonds that may be issued under the 2006 Indenture, as defined in the 
amendments to the Prior Agreements contained in this Consolidated Agreement) the 
Corporation Tobacco Assets (as defined in the 2001 Agreement as amended by this 
Consolidated Agreement). 

F :\506403\2\LCL 1368. WPD - 1 -

E-2-2



Section Two. Consolidation of Agreements. The parties hereto desire to 
consolidate the Prior Agreements into a single agreement. In furtherance of that desire, 
this Consolidated Agreement consists of (a) the amendments to the Prior Agreements set 
forth below in Part Two through Part Five of this Consolidated Agreement, (b) Appendix 
A consisting of the original 2000 Agreement, and ( c) Appendix B consisting of the original 
2001 Agreement. 

Section Three. Parties. The parties to this Consolidated Agreement are the State, 
the Corporation, and AHFC. However, the State, the Corporation, and AHFC understand 
and agree that AHFC shall be a party to this agreement only to the extent necessary to, 
and only for the purpose of, effecting the amendment to the 2000 Agreement set forth in 
Part Two of this Consolidated Agreement. For all other purposes, the State and the 
Corporation are and shall be considered to be the only parties to this Consolidated 
Agreement (this sentence shall not be construed to limit or affect in any way any third party 
beneficiary rights that may have been created in the Prior Agreements or that may be 
created in this Consolidated Agreement). 

PART TWO 

Release of AHFC from 2000 Agreement 

The State, the Corporation, and AHFC agree that AHFC shall be released from all 
rights, duties, and liabilities with respect to the 2000 Agreement and that, from and after 
the date hereof, AHFC shall not be considered to be a party to the 2000 Agreement for any 
purpose. AHFC represents and agrees that it has no interest in and will make no claim to 
any of the Corporation Tobacco Assets (as defined in the amendments to the 2001 
Agreement set forth below in Part Five of this Consolidated Agreement) and has provided 
to the State and the Corporation an opinion of its counsel to the effect that AHFC has no 
interest in such Corporation Tobacco Assets. 

PART THREE 

Other Amendments to 2000 Agreement 

The State, the Corporation, and AHFC agree that, in addition to the release of 
AHFC as set forth in Part Two of this Consolidated Agreement, the 2000 Agreement shall 
be amended as set forth in the following sections under this Part Two of this Consolidated 
Agreement. 

Section One. Amendment to Section 1.01 of the 2000 Agreement. (a) Section 1.01 
of the 2000 Agreement is amended by amending the definitions of the following terms as 
follows: 

"Bondholders" means the Series 2006 Bondholders and the registered 
owners of any Additional Bonds. 
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"Bond Purchase Agreement" means any agreement between the Corporation 
and the purchaser of any Bonds directly from the Corporation setting forth the terms of 
such purchase and sale of such Bonds, including, but not limited to, the 2006 Bond 
Purchase Agreement. 

"Tobacco Assets" means the right, title and interest to forty percent of the 
revenue (including but not limited to Lump Sum Payments, Partial Lump Sum Payments, 
Total Lump Sum Payments (as each such term is defined in the 2006 Indenture), and all 
other payments required to be made under the MSA) that the State has a right to receive 
from time to time under the MSA after June 30, 2001. 

"Transaction Documents" means this Agreement, the Indenture, the 2006 
Indenture, and any Bond Purchase Agreement. 

(b) Section 1.01 of the 2000 Agreement is amended by adding the following new 
definitions: 

Bonds. 

"Additional Bonds" has the meaning provided in the 2006 Indenture. 

"Bonds" means the Series 2006 Bonds and any Additional Bonds. 

"Series 2006 Bondholders" means the registered owners of the Series 2006 

"Series 2006 Bonds" means the Corporation's Tobacco Settlement Asset
Backed Bonds, Series 2006, being issued on the date of this Consolidated Agreement. 

"2001 Agreement" means the Purchase and Sale Agreement between the 
State and the Corporation dated as of August 1, 2001, as amended. 

"2006 Bond Purchase Agreement" means the Bond Purchase Agreement by 
and between the Corporation and Bear, Stearns & Co., Inc., as representative of the 
underwriters, relating to the sale of the Series 2006 Bonds, in such form as the parties 
thereto shall agree. 

"2006 Custodial Agreement" means the Custodial Agreement dated as of 
August 1, 2006, and entered into by the State, AHFC, and U.S. Bank National Association, 
as Custodian. 

"2006 Indenture" means the Trust Indenture relating to the 2006 Bonds dated 
as of August 1, 2006, and entered into by the Corporation and the 2006 Trustee. 

"2006 Trustee" means U.S. Bank National Association, as Trustee under the 
2006 Indenture, its successors in interest and any successor trustee under the 2006 
Indenture. 
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Section Two. Amendment to Section 2.01 of the 2000 Agreement. (a) Subsection 
( c) of Section 2.01 of the 2000 Agreement is amended by deleting the phrase "Series 2000 
Bonds" and replacing it with the word "Bonds." 

(b) Section 2.01 of the 2000 Agreement is amended by adding a new subsection 
(e) to read as follows: 

(e) The State does hereby agree to the amendment to the Residual 
Certificate as set forth in Part Three of the Consolidated Agreement of which this 
Agreement is a part. As consideration for such agreement by the State, together 
with the corresponding agreement set forth in Section 2.01 of the 2001 Agreement, 
the Corporation does hereby promise to sell, transfer, assign, set over and 
otherwise convey to the State a portion of the proceeds of the Series 2006 Bonds 
on the date hereof in the amount set forth in the 2006 Indenture, and the State 
agrees that such amount constitutes sufficient consideration for such agreements 
by the State. 

·section Three. Amendment to Section 2.02 of the 2000 Agreement. Section 2.02 
of the 2000 Agreement is amended to read: "The State shall cause the Escrow Agent ( as 
defined in the MSA) to deliver the Tobacco Assets directly to the 2006 Trustee for the 
benefit of the Corporation." 

Section Four. Amendment to Section 3.01 of the 2000 Agreement. (a) Section 
3.01 (a) of the 2000 Agreement is amended to read as follows: 

(a) Power and Authority. The Commissioner of Revenue is duly authorized 
by the State through Ch. 130 SLA 2000 to sell the Tobacco Assets on behalf of the 
State and has full power and authority to execute and deliver this Agreement and 
to carry out its terms. The Commissioner of Revenue is duly authorized by the 
State through Ch. 35 SLA 2006 to agree to the amendment of the Residual 
Certificate as provided in Section 2.01 ( e) of this Agreement and has full power and 
authority to execute and deliver the Consolidated Agreement of which this 
Agreement is a part. 

(b) Section 3.01 (e) of the 2000 Agreement is amended by deleting the words 
"Series 2000 Bonds" wherever they appear and inserting in their place the words "Series 
2006 Bonds." 

(c) Section 3.01(h) of the 2000 Agreement is amended to read as follows: 

(h) Assignment to Bondholders. The State acknowledges that the 
Corporation will assign to the 2006 Trustee for the benefit of the Bondholders all of 
its rights and remedies with respect to the breach of any obligations, 
representations and warranties of the State under this Agreement. 
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(d) Section 3.01 of the 2000 Agreement is amended by adding a new subsection 
to read as follows: 

(i) Confirmation of Representations with Respect to Series 2006 Bonds. The 
State confirms that each of the representations set forth in (a) through (e) and (g) 
of this Section is true and correct as of the date of issuance of the Series 2006 
Bonds. 

Section Five. Amendment to Section 4.01 of the 2000 Agreement. (a) Section 
4.01 (b) of the 2000 Agreement is amended to read as follows: 

(b) The State hereby pledges to and agrees with the Corporation that the 
State will not limit or alter the rights of the Corporation to fulfill the terms of its 
agreements with the Bondholders, or in any way impair the rights and remedies of 
the Bondholders or the security for the Bonds until all Bonds, together with the 
interest thereon and all costs and expenses in connection with any action or 
proceeding by or on behalf of the Bondholders, are fully paid and discharged. 

(b) Section 4.01(c) of the 2000 Agreement is amended to read as follows: 

(c) The State hereby promises to honor the pledge of the Corporation as 
described in the 2006 Indenture. 

(c) Section 4.01(d) of the 2000 Agreement is amended to read as follows: 

(d) The State hereby authorizes the Corporation to include in the 2006 
Indenture all of the pledges made by the State in this Agreement. 

Section Six. Amendment to Section 4.02 of the 2000 Agreement. Section 4.02 of 
the 2000 Agreement is amended to read as follows: 

SECTION 4.02 Protection of MSA. Without prior written consent of the 
Corporation and the 2006 Trustee, the State will not take any action and will use its 
best reasonable efforts not to permit any action to be taken by others that (a) would 
release any person from any of such person's covenants or obligations under the 
MSA or the Consent Decree or (b) would result in the amendment, hypothecation, 
subordination, termination or discharge of, or impair the validity or effectiveness of, 
the MSA, or the Consent Decree or waive timely performance or observance under 
such documents, in each case if the effect thereof would be materially adverse to 
the Bondholders; provided, however that if a Rating Confirmation is received 
relating to such proposed action, then such proposed action will be deemed not to 
be materially adverse to the Bondholders. The State shall deliver to the Corporation 
and to the 2006 Trustee written notice of any action described in (a) or (b) of the 
preceding sentence which it intends to take. The State shall deliver such written 
notice a reasonable period of time before taking any such action. 
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Section Seven. Amendment to Section 4.04 of the 2000 Agreement. Section 4.04 
of the 2000 Agreement is amended by inserting the words "or any other Bonds (or any 
bonds issued by the Corporation to refund any Bonds)" immediately after the words "Series 
2001 Bonds" in each place such words appear in such Section. 

Section Eight. Amendment to Section 8.02 of the 2000 Agreement. Section 8.02 
of the 2000 Agreement is amended to read as follows: 

SECTION 8.02 Use of the Purchase Price. The portion of the proceeds of 
the Series 2006 Bonds paid to the State as consideration for its agreement to 
amend the Residual Certificate shall be held in funds or accounts in accordance 
with the 2006 Custodial Agreement and may be expended only in accordance with 
the 2006 Custodial Agreement. 

Section Nine. Amendment to Section 8.09 of the 2000 Agreement. Section 8.09 
of the 2000 Agreement is amended to read as follows: 

SECTION 8.09 Assignment by the Corporation. The State hereby 
acknowledges and consents to any pledge, assignment and grant of a security 
interest by the Corporation to the 2006 Trustee pursuant to the 2006 Indenture for 
the benefit of the Bondholders of any or all right, title and interest of the Corporation 
in, to and under the Tobacco Assets or the assignment of any or all of the 
Corporation's rights and obligations hereunder to the 2006 Trustee. 

PART FOUR 
Amendments to 2000 and 2001 Residual Certificates 

Section One. Amendment of 2000 and 2001 Residual Certificates. The first 
sentence of the 2000 Residual Certificate and the first sentence of the 2001 Residual 
Certificate are each amended to read as follows: 

The NORTHERN TOBACCO SECURITIZATION CORPORATION (the 
"Corporation"), a nonprofit, public corporation and governmental instrumentality of 
the State of Alaska (the "State"), for value received, promises to pay to the 
registered owner of this Residual Certificate, on each payment date determined 
pursuant to the Trust Indenture dated [ISSUANCE DATE OF 2006 BONDS], 2006, 
(as it may be amended and supplemented, the "Indenture") between the 
Corporation and U.S. Bank National Association, as trustee (the "Trustee") relating 
to the Corporation's Tobacco Settlement Asset-Backed Bonds (the "Bonds") and 
setting forth the rights of the holders of such Bonds (the "Bondholders"), all amounts 
then payable to the registered owner of this 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 the close of business one 
business day prior to the applicable payment date. 
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Section Two. Exchange of Original Certificates for Amended Certificates. The State 
agrees that it will deliver, at the earliest time reasonably possible, the originals of the 2000 
Residual Certificate and the 2001 Residual Certificate to the Corporation in exchange for 
an amended 2000 Residual Certificate and amended 2001 Residual Certificate, 
respectively, containing the amendment set forth in Section One of this Part Four of this 
Consolidated Agreement. The State further agrees that until such exchange occurs, the 
original 2000 Residual Certificate and the original 2001 Residual Certificate shall be 
deemed to contain the amendment set forth in Section One of this Part Four of this 
Consolidated Agreement. 

PART FIVE 
Amendments to 2001 Agreement 

Section One. Amendment to Section 1.01 of the 2001 Agreement. (a) Section 1.01 
of the 2001 Agreement is amended by amending the definitions of the following terms as 
follows: 

"Bondholders" means the Series 2006 Bondholders and the registered 
owners of any Additional Bonds. 

"Bond Purchase Agreement" means any agreement between the Corporation 
and the purchaser of any Bonds directly from the Corporation setting forth the terms of 
such purchase and sale of such Bonds, including, but not limited to, the 2006 Bond 
Purchase Agreement. 

"2000 Tobacco Assets" means the right, title and interest to forty percent of 
the revenue (including but not limited to Lump Sum Payments, Partial Lump Sum 
Payments, Total Lump Sum Payments -- as each such term is defined in the 2006 
Indenture -- and all other payments required to be made under the MSA) that the State has 
a right to receive from time to time under the MSA after June 30, 2001 as provided in a 
purchase and sale agreement originally entered into by and among the State, AHFC and 
the Corporation dated October 12, 2000. 

"2001 Tobacco Assets" means the right, title and interest to forty percent of 
the revenue (including but not limited to Lump Sum Payments, Partial Lump Sum 
Payments, Total Lump Sum Payments -- as each such term is defined in the 2006 
Indenture -- and all other payments required to be made under the MSA) that the State has 
a right to receive from time to time under the MSA after June 30, 2001. While the 2000 
Tobacco Assets and the 2001 Tobacco Assets represent parity claims to revenue that the 
State has a right to receive, they are separate and distinct items of property. 

"Transaction Documents" means this Agreement, the Indenture, the 2006 
Indenture, and any Bond Purchase Agreement. 
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(b) Section 1.01 of the 2001 Agreement is amended by adding the following new 
definitions: 

"Additional Bonds" has the meaning provided in the 2006 Indenture. 

"Bonds" means the Series 2006 Bonds and any Additional Bonds. 

"Corporation Tobacco Assets" means the 2000 Tobacco Assets and the 2001 
Tobacco Assets. 

"Series 2006 Bondholders" means the registered owners of the Series 2006 
Bonds. 

"Series 2006 Bonds" means the Corporation's Tobacco Settlement Asset
Backed Bonds, Series 2006, being issued on the date of this Consolidated Agreement. 

"2006 Bond Purchase Agreement" means the Bond Purchase Agreement by 
and between the Corporation and Bear, Stearns & Co., Inc., as representative of the 
underwriters, relating to the sale of the Series 2006 Bonds, in such form as the parties 
thereto shall agree. 

"2006 Custodial Agreement" means the Custodial Agreement dated as of 
August 1, 2006, and entered into by the State, AHFC, and U.S. Bank National Association, 
as Custodian. 

, "2006 Indenture" means the Trust Indenture relating to the 2006 Bonds dated 
as of August 1, 2006, and entered into by the Corporation and the 2006 Trustee, 

"2006 Trustee" means U,S. Bank National Association, as Trustee under the 
2006 Indenture, its successors in interest and any successor trustee under the 2006 
Indenture. 

Section Two, Amendment to Section 2.01 of the 2001 Agreement. (a) Subsection 
(c) of Section 2.01 of the 2000 Agreement is amended by deleting the phrase "Series 2000 
Bonds" and replacing it with the word "Bonds." 

(b) Section 2,01 of the 2001 Agreement is amended by adding a new subsection 
( d) to read as follows: 

(d) The State does hereby agree to the amendment to the Residual 
Certificate as set forth in Part Four of the Consolidated Agreement of which this 
Agreement is a part. As consideration for such agreement by the State, together 
with the corresponding agreement set forth in Section 2,01 of the 2000 Agreement, 
the Corporation does hereby promise to sell, transfer, assign, set over and 
otherwise convey to the State a portion of the proceeds of the Series 2006 Bonds 
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on the date hereof in the amount set forth in the 2006 Indenture, and the State 
agrees that such amount constitutes sufficient consideration for such agreements 
by the State. 

Section Three. Amendment to Section 2.02 of the 2001 Agreement. Section 2.02 
of the 2001 Agreement is amended to read: "The State shall cause the Escrow Agent (as 
defined in the MSA) to deliver the 2001 Tobacco Assets directly to the 2006 Trustee for the 
benefit of the Corporation." 

Section Four. Amendment to Section 3.01 of the 2001 Agreement. (a) Section 
3.01 (a) of the 2001 Agreement is amended to read as follows: 

(a) Power and Authority. The Commissioner of Revenue is duly authorized 
by the State through Ch. 96 SLA 2001 to sell the 2001 Tobacco Assets on behalf 
of the State and has full power and authority to execute and deliver this Agreement 
and to carry out its terms. The Commissioner of Revenue is duly authorized by the 
State through Ch. 35 SLA 2006 to agree to the amendment of the Residual 
Certificate as provided in Section 2.01 ( d) of this Agreement and has full power and 
authority to execute and deliver the Consolidated Agreement of which this 
Agreement is a part. 

(b) Section 3.01 (e) of the 2001 Agreement is amended by deleting the words 
"Series 2000 Bonds" wherever they appear and inserting in their place the words "Series 
2006 Bonds." 

(c) Section 3.01(h) of the 2001 Agreement is amended to read as follows: 

(h) Assignment to Bondholders. The State acknowledges that the 
Corporation will assign to the 2006 Trustee for the benefit of the Bondholders all of 
its rights and remedies with respect to the breach of any obligations, 
representations and warranties of the State under this Agreement. 

(d) Section 3.01 of the 2001 Agreement is amended by adding a new subsection 
to read as follows: 

(i) Confirmation of Representations with Respect to Series 2006 Bonds. The 
State confirms that each of the representations set forth in (a) through (e) and (g) 
of this Section is true and correct as of the date of issuance of the Series 2006 
Bonds. 

Section Five. Amendment to Section 4.01 of the 2001 Agreement. (a) Section 
4.01 (b) of the 2001 Agreement is amended to read as follows: 

(b) The State hereby pledges to and agrees with the Corporation that the 
State will not limit or alter the rights of the Corporation to fulfill the terms of its 
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agreements with the Bondholders, or in any way impair the rights and remedies of 
the Bondholders or the security for the Bonds until all Bonds, together with the 
interest thereon and all costs and expenses in connection with any action or 
proceeding by or on behalf of the Bondholders, are fully paid and discharged. 

(b) Section 4.01 (c) of the 2001 Agreement is amended to read as follows: 

(c) The State hereby promises to honor the pledge of the Corporation as 
described in the 2006 Indenture. 

(c) Section 4.01(d) of the 2001 Agreement is amended to read as follows: 

(d) The State hereby authorizes the Corporation to include in the 2006 
Indenture all of the pledges made by the State in this Agreement. 

Section Six. Amendment to Section 4.02 of the 2001 Agreement. Section 4.02 of 
the 2001 Agreement is amended to read as follows: 

SECTION 4.02 Protection of MSA. Without prior written consent of the 
Corporation and the 2006 Trustee, the State will not take any action and will use its 
best reasonable efforts not to permit any action to be taken by others that (a) would 
release any person from any of such person's covenants or obligations under the 
MSA or the Consent Decree or (b) would result in the amendment, hypothecation, 
subordination, termination or discharge of, or impair the validity or effectiveness of, 
the MSA, or the Consent Decree or waive timely performance or observance under 
such documents, in each case if the effect thereof would be materially adverse to 
the Bondholders; provided, however that if a Rating Confirmation is received 
relating to such proposed action, then such proposed action will be deemed not to 
be materially adverse to the Bondholders. The State shall deliver to the Corporation 
and to the Trustee written notice of any action described in (a) or (b) of the 
preceding sentence which it intends to take. The State shall deliver such written 
notice a reasonable period of time before taking any such action. 

Section Seven. Amendment to Section 4.04 of the 2001 Agreement. Section 4.04 
of the 2001 Agreement is amended by inserting the words "or any other Bonds (or any 
bonds issued by the Corporation to refund any Bonds)" immediately after the words "Series 
2001 Bonds" in each place such words appear in such Section. 

Section Eight. Amendment to Section 6.02 of the 2001 Agreement. Section 6.02 
of the 2001 Agreement is amended to read as follows: 

SECTION 6.02 Use of the Purchase Price. The portion of the proceeds of 
the Series 2006 Bonds paid to the State as consideration for its agreement to 
amend the Residual Certificate shall be held in funds or accounts in accordance 
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with the 2006 Custodial Agreement and may be expended only in accordance with 
the 2006 Custodial Agreement. 

Section Nine. Amendment to Section 6.09 of the 2001 Agreement. Section 6.09 
of the 2001 Agreement is amended to read as follows: 

SECTION 6.09 Assignment by the Corporation. The State hereby 
acknowledges and consents to any pledge, assignment and grant of a security 
interest by the Corporation to the 2006 Trustee pursuant to the 2006 Indenture for 
the benefit of the Bondholders of any or all right, title and interest of the Corporation 
in, to and under the Corporation Tobacco Assets or the assignment of any or all of 
the Corporation's rights and obligations hereunder to the 2006 Trustee. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK] 
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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. 

Approved as to form: 

STATE OF ALASKA 

:--., ~ a. ~ By _ _,We:.:c...=___.::;..:_::___:::..:..____::_;:___:.::. ______ _ 

William A. Corbus 
Commissioner of Revenue 

NORTHERN TOBACCO SECURITIZATION 
CORPORATION 

By: ________________ _ 
Daniel R. Fauske 
Vice President 

ALASKA HOUSING FINANCE CORPORATION 

By:. _______________ _ 

Michael Buller 
Deputy Executive Director 

DAVID W. MARQUEZ 
ATTORNEY GENERAL . 

By: f1;u/4JA,1;J·t/ 
Assistant Attorney General 
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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. 

Approved as to form: 

DAVID W. MARQUEZ 
ATTORNEY GENERAL 

By: __________ _ 

Assistant Attorney General 
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STATE OF ALASKA 

By ________________ _ 
William A. Corbus 
Commissioner of Revenue 

NORTHERN TOBACCO SECURITIZATION 
CORPORATION 

By:CJ Cw-•,,.~ Q.9..o u 1 t 
Daniel R. Fauske 
Vice President 

ALASKA HOUSING FINANCE CORPORATION 

/1, / d ✓-? // 
By:_::..(/...<..... f'¼,/4J/...:.....c'--------'==-------" '~....c,;==---'---=---------

Michael Buller 
Deputy Executive Director 
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PURCHASE AND SALE AGREEMENT dated as of 
October 12, 2000, among the STATE OF ALASKA (the 
"State"), the ALASKA HOUSING FINANCE 
CORPORATION ("AHFC'), a public corporation and 
government instrumentality of the State of Alaska and 
the NORTHERN TOBACCO SECURITIZATION 
CORPORATION (the "Corporation"), a nonprofit, public 
corporation and governmental instrumentality of the 
State of Alaska. 

WHEREAS, pursuant to Ch. 130 SLA 2000, AHFC desires to purchase from 
the State certain Tobacco Assets (as defined herein); 

WHEREAS, the State is willing to sell such Tobacco Assets to AHFC; 

WHEREAS, AHFC will sell to its subsidiary corporation, the Corporation, 
such Tobacco Assets purchased from the State; and 

WHEREAS, the Corporation will purchase from AHFC such Tobacco Assets 
and will finance the purchase of such Tobacco.Assets by selling the Series 2000 
Bonds (as defined herein) pursuant to the Bond Purchase Agreement (as defined 
herein). 

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 Purchase and Sale Agreement as from time to time 
amended in accordance with the terms hereof. 

"AHFC" means the Alaska Housing Finance Corporation. 

"AHFC Lien" means a security interest, lien, charge, pledge, equity or 
encumbrance of any kind, attaching to the interests of AHFC in and to the Tobacco 
Assets, whether or not as a result of any act or omission by AHFC. 

"Bondholders" means the registered owners of outstanding Series 2000 
Bonds. 

Tobacco Bonds, 2000 
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"Bond Purchase Agreement" means the Bond Purchase Agreement by and 
between the Corporation and Bear, Stearns & Co., Inc., as representative of the 
underwriters, relating to the sale of the Series 2000 Bonds, in such form as the 
parties thereto shall agree. 

"Closing Date" means the date of initial delivery of the Series 2000 Bonds by 
the Corporation pursuant to the Bond Purchase Agreement. 

"Consent Decree" means the Consent Decree and Final Judgment of the 
Superior Court dated February 9, 1999 relating to the MSA, as the same has been 
and may be corrected, amended or modified, in the action entitled The State of 
Alaska v. Phillip Morris, Inc .• et al., Case No. 1JU-97-915 Cl (Alaska Super. 1997). 

"Corporation" means the Northern Tobacco Securitization Corporation. 

"Financing Costs" means (i) all costs, fees, expenses incurred by the 
Corporation in connection with the issuance of the Series 2000 Bonds; (ii) all 
proceeds of the Series 2000 Bonds deposited in any debt service reserve fund to 
secure the Series 2000 Bonds; and (iii) the cost of any credit or liquidity 
enhancement for the Series 2000 Bonds. 

"Indenture" means the Indenture between the Corporation and the Trustee, 
as amended, supplemented and in effect from time to time. 

"Master Settlement Agreement" or "MSA" means the Master Settlement 
Agreement identified in the Agreed Dismissal Order dated February 9, 1999 in the 
action entitled The State of Alaska v. Phillip Morris. Inc .. et al .. Case No. 1JU-97-
915 Cl (Alaska Super. 1997), including the related Escrow Agreement. 

"Opinion of Counsel" means one or more written opinions of counsel who 
may be an employee of or counsel to the State, which counsel shall be acceptable 
to the Trustee. 

"Rating Confirmation" means written confirmation from each national rating 
agency which, at the request of the Corporation, assigned a rating and continues 
to have a rating assigned to the Series 2000 Bonds, to the effect that the then
current rating assigned by such rating agency to the Series 2000 Bonds, without 
regard to any bond insurance or any other form of credit enhancement, will not be 
adversely affected by the proposed action for which a Rating Confirmation is 
sought. 

"Residual Certificate" means that residual certificate issued, authenticated 
and delivered pursuant to the Indenture and substantially in the form attached as 
Appendix A hereto. 
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"Responsible Officer" means, with respect to the State, the Commissioner of 
Revenue, the Deputy Commissioner of Revenue for Treasury, or any other official 
of the State customarily performing functions similar to those performed by any 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. 

"Series 2000 Bonds" means the bonds, notes and other obligations issued 
by the Corporation under the Indenture, exclusive of bonds that the Corporation 
may issue to refund bonds of the Corporation, the net proceeds (after Financing 
Costs, capitalized interest and capitalized operating expenses of the Corporation) 
of which shall be used (directly or indirectly) by the Corporation to pay a portion of 
the purchase price to the State for the Tobacco Assets. 

"State" means the State of Alaska. 

"State Lien" means a security interest, lien, charge, pledge, equity or 
encumbrance of any kind, attaching to the interests of the State in and to the 
Tobacco Assets, whether or not as a result of any act or omission by the State. 

"Tobacco Assets" means the right, title and interest to forty percent of the 
revenue (including but not limited to all payments required to be made. under the 
MSA) that the State has a right to receive from time to time under the MSA after 
June 30, 2001. 

"Transaction Documents" means this Agreement, the Indenture, and the 
Bond Purchase Agreement. 

"Trustee" means U.S. Bank Trust National Association, its successors in 
interest and any successor trustee under the Indenture. 

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 

Tobacco Bonds, 2000 
Purchase and Sale Agreement 
J:\OOCS\35983218\P&S Agreement.wpd 3 

E-2-21



AHFC Fax:1-907-338-9634 Dec 14 2006 10:13am P008/024 

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) 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, Section, Schedule and Exhibit 
references contained in this Agreement are references to Articles, Sections, 
Schedules and Exhibits in orto 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 State," "to the State's 
knowledge," "to the best knowledge of the State" 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). The State does hereby sell, transfer, assign, set over and otherwise 
convey to AHFC, without recourse (subjectto certain continuing obligations herein), 
all right, title and interest of the State on the Closing Date in and to the Tobacco 
Assets. As consideration for such sale by the State to AHFC of the Tobacco 
Assets, AHFC does hereby promise to sell, transfer, assign, set over and otherwise 
convey to the State, without recourse, on the Closing Date, the net proceeds (after 
Financing Costs, capitalized interest and capitalized operating expenses of the 
Corporation) of the Series 2000 Bonds and the Residual Certificate. 
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(b) AHFC does hereby sell, transfer, assign, set over and otherwise 
convey to the Corporation, without recourse (subject to certain continuing 
obligations herein), all right, title and interest of AHFC on the Closing Date in and 
to the Tobacco Assets. As consideration for such sale by AHFC to the Corporation 
of the Tobacco Assets, the Corporation does hereby promise to sell, transfer, 
assign, set over and otherwise convey to AHFC, without recourse, on the Closing 
Date, the net proceeds (after Financing Costs, capitalized interest and capitalized 
operating expenses of the Corporation) of the Series 2000 Bonds and the Residual 
Certificate, in accordance with and subject to the terms and conditions of the 
Indenture. 

(c) The right of the Corporation to receive payments as Tobacco Assets 
as described in (a) and (b) of this Section 2.01 is on a parity with and is not inferior 
or superior to the right of the State to receive other payments under the MSA not 
conveyed by the State under this Agreement. The intent of this Agreement is that 
each payment under the MSA shall be paid forty percent (40%) to the Corporation 
as Tobacco Assets and sixty percent (60%) to the State or its assigns. If payments 
under the MSA at any time are less than required to be paid under the terms of the 
MSA, neither the Corporation, nor AHFC, nor the Trustee on behalf of holders of the 
Series 2000 Bonds shall have any right to make a claim against State assets to 
make up the difference (including, without limitation, any claim that more than forty 
percent (40%) of any such MSA payment be designated as Tobacco Assets 
hereunder). 

(d) The Series 2000 Bonds shall (1) be in an aggregate principal amount 
not exceeding $125,000,000; (2) bear a true interest cost not greater than eight 
percent; and (3) be for a term of not to exceed forty-five years. In addition, the 
amount of net proceeds of the Series 2000 Bonds referred to in (a) and (b) of this 
Section 2.01 shall be not less than $93,000,000. 

SECTION 2.02 Payments to Trustee. The State shall cause the Escrow 
Agent (as defined in the MSA) to deliver the Tobacco Assets directly to the Trustee 
for the benefit of the Corporation. 

SECTION 2.03 Benefits Provided. The State shall cooperate with the 
Corporation as necessary to assure receipt by the Corporation of all of the Tobacco 
Assets when and as due in accordance with the true intent and meaning of this 
Agreement and in furtherance thereof and without restriction the State agrees to 
provide to the Corporation a copy of all reports and materials received under the 
MSA, including but not limited to the reports of the Independent Auditor (as defined 
in the MSA) delivered pursuant to the MSA from time to time. 

SECTION 2.04 Notice as to Representations and Warranties. Upon 
discovery by the State, AHFC, or the Corporation of a breach of any of the 
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representations and warranties of any party hereto that materially and adversely 
affects the value of the Tobacco Assets, the party discovering such breach shall 
give prompt written notice thereof to the other parties. 

ARTICLE Ill 
THE STATE 

SECTION 3.01 Representations of State. The State, as seller, makes the 
following representations on which AHFC and the Corporation are deemed to have 
relied in acquiring the Tobacco Assets. The representations are made as of the 
date of this Agreement and as of the Closing Date, and shall survive the sale of the 
Tobacco Assets to AHFC and the sale of the Tobacco Assets to the Corporation 
and the pledge of the Tobacco Assets to the Trustee pursuant to the Indenture. 

(a) Power and Authority. The Commissioner of Revenue is duly 
authorized by the State through Ch. 130 SLA 2000 to sell the Tobacco Assets on 
behalf of the State and has full power and authority to execute and deliver this 
Agreement and to carry out its terms. 

(b) Binding Obligation. This Agreement has been duly executed and 
delivered by the State and, assuming the due authorization, execution and delivery 
of this Agreement by AHFC and the Corporation, constitutes a legal, valid and 
binding obligation of the State 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 by the State of the transactions 
contemplated by the Transaction Documents and the fulfillment of the terms hereof 
and thereof do not, to the State's knowledge, in any material way conflict with, result 
in any material breach of any of the material terms and provisions of, or constitute 
(with or without notice or lapse of time) a material default under any indenture, 
agreement or other instrument to which the State is a party or by which it shall be 
bound; nor violate any law or, to the State's knowledge, any order, rule or regulation 
applicable to the State of any court or of any federal or state regulatory body, 
administrative agency or other governmental instrumentality having jurisdiction over 
the State or its property. 

( e) No Proceedings. To the State's knowledge, except as disclosed in the 
Official Statement for the Series 2000 Bonds or in a schedule delivered to AHFC 
and the Corporation, there are no material proceedings or investigations pending 
against the State, before any court, regulatory body, administrative agency or other 
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governmental instrumentality having jurisdiction over the State: (i) asserting the 
invalidity of any of the Transaction Documents or the Series 2000 Bonds, (ii) 
seeking to prevent the issuance of the Series 2000 Bonds or the consummation of 
any of the transactions contemplated by any of the Transaction Documents, or (iii) 
seeking any determination or ruling that would materially and adversely affect the 
validity or enforceability of any of the Transaction Documents, the Series 2000 
Bonds, the MSA or the Consent Decree. 

(f) Title to Tobacco Assets. The State is the sole owner of the Tobacco 
Assets sold to AHFC. 

(g) Absence of Liens on Tobacco Assets. The State is selling the 
Tobacco Assets free and clear of any and all State Liens, pledges, charges, security 
interests or any other statutory impediments to transfer of any nature encumbering 
the Tobacco Assets. 

(h) Assignment to Bondholders. The State acknowledges that the 
Corporation will assign to the Trustee for the benefit of the Bondholders all of its 
rights and remedies with respect to the breach of any obligations, representations 
and warranties of the State under this Agreement. 

SECTION 3.02 Limitation on Liability. 

(a) The State and any officer or employee or agent of the State may rely 
in good faith on the advice of counsel or on any document of any kind, prima facie 
properly executed and submitted by any person respecting any matters arising 
hereunder. The State 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. 

(b) Neither the State nor any of the officers or employees or agents of the 
State shall be under any liability to AHFC or the Corporation, 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 State or any such person against any liability that would otherwise 
be imposed by reason of willful misfeasance, bad faith or negligence in the 
performance of duties or by reason of reckless disregard of obligations and duties 
under this Agreement. Notwithstanding the foregoing, no claim may be made 
against the State except as permitted by AS 09.50.250. 

ARTICLE IV 
COVENANTS OF THE STATE 

SECTION 4.01 Pledges; Protection of Title: Non-Impairment Covenant. 
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(a) The State hereby pledges to and agrees with AHFC and the 
Corporation that the State shall take all actions as may be required by law fully to 
preserve, maintain, defend, protect and confirm the interest of AHFC and the 
Corporation in the Tobacco Assets and in the proceeds thereof and that the State 
will not take any action that will adversely affect the Corporation's legal right to 
receive the Tobacco Assets. 

(b) The State hereby pledges to and agrees with AHFC and the 
Corporation, that the State will not limit or alter the rights of the Corporation to fulfill 
the terms of its agreements with the Bondholders, or in any way impair the rights 
and remedies of the Bondholders or the security for the Series 2000 Bonds until the 
Series 2000 Bonds, together with the interest thereon and all costs and expenses 
in connection with any action or proceeding by or on behalf of the Bondholders, are 
fully paid and discharged. 

( c) The State hereby promises to honor the pledge of the Corporation as 
described in the Indenture. 

(d) The State hereby authorizes the Corporation to include in the 
Indenture all of the pledges made by the State in this Agreement. 

SECTION 4.02 Protection of MSA. Without prior written consent of AHFC, 
the Corporation and the Trustee, the State will not take any action and will use its 
best reasonable efforts not to permit any action to be taken by others that (a) would 
release any person from any of such person's covenants or obligations under the 
MSA or the Consent Decree or (b) would result in the amendment, hypothecation, 
subordination, termination or discharge of, or impair the validity or effectiveness of, 
the MSA, or the Consent Decree or waive timely performance or observance under 
such documents, in each case if the effect thereof would be materially adverse to 
the Bondholders; provided, however that if a Rating Confirmation is received 
relating to such proposed action, then such proposed action will be deemed not to 
be materially adverse to the Bondholders. The State shall deliver to the Corporation 
and to the Trustee written notice of any action described in (a) or (b) of the 
preceding sentence which it intends to take. The State shall deliver such written 
notice a reasonable period of time before taking any such action. 

SECTION 4.03 Further Actions. 

(a) Instruments and Acts. Upon request of AHFC, the Corporation or the 
Trustee, the State will execute and deliver such further instruments and do such 
further acts as the parties reasonably agree are reasonably necessary or proper to 
carry out more effectively the purposes of this Agreement. The State will 
immediately pay over to the Trustee the proceeds of any Tobacco Assets received 
by the State in error. 
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(b) Rights and Remedies. The State shall exercise each and every right 
and remedy under the MSA. All documents produced or received by the State 
under this subsection shall be provided to AHFC, the Corporation and the Trustee. 

SECTION 4.04 Tax Covenant. 

(a) The State shall at all times do and perform all acts and things 
permitted by law and necessary or desirable to assure that interest paid by the 
Corporation on the Series 2000 Bonds shall be excludable from gross income for 
federal income tax purposes pursuant to Section 103(a) of the Internal Revenue 
Code of 1986 as amended (the "Tax Code"); 

(b) The State will not directly or indirectly use or permit the use of any of 
the proceeds of the Series 2000 Bonds that would cause the Series 2000 Bonds to 
be "private activity bonds" within the meaning of Section 141(a) of the Tax Code or 
would cause interest on the Series 2000 Bonds to not be excludable from gross 
income for federal income tax purposes pursuant to Section 103(a) of the Tax 
Code;and 

(c) The State agrees that no gross proceeds (as such term is defined in 
Section 1. 148-1 of the Treasury Regulations promulgated under Section 148 of the 
Tax Code, as such Treasury Regulations and the Tax Code may be amended from 
time to time) of the Series 2000 Bonds shall at anytime be used directly or indirectly 
to acquire securities or obligations the acquisition or holding of which would cause 
any Series 2000 Bond to be an "arbitrage bond" as defined in the Tax Code and any 
applicable Treasury Regulations promulgated thereunder. 

ARTICLEV 
AHFC 

SECTION 5.01 Representations of AHFC. AHFC, as seller, makes the 
following representations on which the Corporation is deemed to have relied in 
acquiring the Tobacco Assets and on which the State is deemed to have relied in 
selling the Tobacco Assets. The representations are made as of the date of this 
Agreement and the Closing Date, and shall survive the sale of the. Tobacco Assets 
to the Corporation and the pledge thereof to the Trustee pursuant to the Indenture. 

(a) Power and Authority. AHFC is duly authorized by the State through 
Ch. 130 SLA 2000 to purchase the Tobacco Assets from the State and to sell the 
Tobacco Assets to the Corporation and has full power and authority to execute and 
deliver this Agreement and to carry out its terms. 

(b) Binding Obligation. This Agreement has been duly executed and 
delivered by AHFC and, assuming the due authorization, execution and delivery of 
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this Agreement by the State and the Corporation, constitutes a legal, valid and 
binding obligation of AHFC 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 by AHFC of the transactions 
contemplated by the Transaction Documents and the fulfillment of the terms hereof 
and thereof do not, to AHFC's knowledge, in any material way conflict with, result 
in any material breach of any of the material terms and provisions of, or constitute 
(with or without notice or lapse of time) a material default under any indenture, 
agreement or other instrument to which AHFC is a party or by which it shall be 
bound; nor violate any law or, to AHFC's knowledge, any order, rule or regulation 
applicable to AHFC of any court or of any federal or state regulatory body, 
administrative agency or other governmental instrumentality having jurisdiction over 
AHFC or its property. 

(e) No Proceedings. To AHFC's knowledge, except as disclosed in the 
Official Statement for the Series 2000 Bonds or in a schedule delivered to the State 
and the Corporation, there are no material proceedings or investigations pending 
against AHFC, before any court, regulatory body, administrative agency or other 
governmental instrumentality having jurisdiction over AHFC: (i) asserting the 
invalidity of any of the Transaction Documents or the Series 2000 Bonds, (ii) 
seeking to prevent the issuance of the Series 2000 Bonds or the consummation of 
any of the transactions contemplated by any of the Transaction Documents, or (iii) 
seeking any determination or ruling that would materially and adversely affect the 
validity or enforceability of any of the Transaction Documents, the Series 2000 
Bonds, the MSA or the Consent Decree. 

(f) Title to Tobacco Assets. At the time of the sale by AHFC, AHFC is the 
sole owner of the Tobacco Assets. 

(g) Absence of Liens on Tobacco Assets. AHFC is selling the Tobacco 
Assets which AHFC purchased from the State free and clear of any and all AHFC 
Liens, pledges, charges, security interests or any other statutory impediments to 
transfer of any nature encumbering the Tobacco Assets. 

(h) Assignment to Bondholders. AHFC acknowledges that the 
Corporation will assign to the Trustee for the benefit of the Bondholders all of its 
rights and remedies with respect to the breach of any obligations, representations 
and warranties of AHFC under this Agreement. 
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SECTION 5.02 Limitation on Liability. 

(a) AHFC and any officer or employee or agent of AHFC 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. 
AHFC 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. 

(b) Neither AHFC nor any of the officers or employees or agents of AHFC 
shall be under any liability to the State or the Corporation, 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 AHFC or any such person against any liability that would otherwise be 
imposed by reason of willful misfeasance, bad faith or negligence in the 
performance of duties or by reason of reckless disregard of obligations and duties 
under this Agreement. 

ARTICLE VI 
COVENANTS OF AHFC 

SECTION 6.01 Pledges: Protection of Title: Non-Impairment Covenant. 

(a) AHFC hereby pledges to and agrees with the Corporation that AHFC 
shall take all actions as may be required by law fully to preserve, maintain, defend, 
protect and confirm the interest of the Corporation and the interests of the Trustee 
in the Tobacco Assets and in the proceeds thereof and that AHFC will not take any 
action that will adversely affect the Corporation's or the Trustee's ability to receive 
the Tobacco Assets. 

(b) AHFC hereby pledges and agrees with the Corporation, and the 
Bondholders, that AHFC will not limit or alter the rights of the Corporation to fulfill 
the terms of its agreements with the Bondholders, or in any way impair the rights 
and remedies of the Bondholders or the security for the Series 2000 Bonds until the 
Series 2000 Bonds, together with the interest thereon and all costs and expenses 
in connection with any action or proceeding by or on behalf of the Bondholders, are 
fully paid and discharged. 

(c) AHFC hereby authorizes the Corporation to include in the Indenture 
all of the pledges made by AHFC in this Agreement. 

SECTION 6.02 Agreement To Not Amend. AHFC hereby pledges and 
agrees with the State, the Corporation and the Bondholders that AHFC will not 
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agree to any amendment of the articles of incorporation or the bylaws of the 
Corporation that will materially adversely affect the Bondholders. 

SECTION 6.03 Absence of Liens on Tobacco Assets. AHFC is selling the 
Tobacco Assets which AHFC purchased from the State free and clear of any and 
all AHFC Liens, pledges, charges, security interests or any other statutory 
impediments to transfer of any nature encumbering the Tobacco Assets. 

SECTION 6.04 Further Actions. Upon request of the State, the Corporation 
or the Trustee, AHFC 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. AHFC shall immediately pay to the Corporation 
any amounts in respect to the Tobacco Assets received by AHFC in error. 

SECTION 6.05 Tax Covenant. 

(a) AHFC shall at all times do and perform all acts and things permitted 
by law and necessary or desirable to assure that interest paid by the Corporation 
on the Series 2000 Bonds shall be excludable from gross income for federal income 
tax purposes pursuant to Section 103(a) of the Tax Code; and 

(b) No funds of AHFC shall at any time be used directly or indirectly to 
- acquire securities or obligations the acquisition or holding of which would cause any 

Series 2000 Bond to be an "arbitrage bond" as defined in the Tax Code and any 
applicable Treasury Regulations promulgated thereunder. 

ARTICLE VII 
COVENANTS OF THE CORPORATION 

SECTION 7.01 Further Actions. Upon request of the State, AHFC or the 
Trustee, the Corporation 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. The Corporation shall, as soon as 
practicable, pay to the State any amounts received by the Corporation in error. 

ARTICLE VIII 
MISCELLANEOUS 

SECTION 8.01 Amendment. Prior to the issuance of the Series 2000 Bonds 
this Agreement may be amended by agreement of the State, AHFC and the 
Corporation. After issuance of the Series 2000 Bonds, this Agreement may be 
amended by agreement of the State, AHFC and the Corporation with the consent 
of the Trustee but without the consent of any of the Bondholders: (a) to amend 
Section 8.02 of this Agreement; (b) to cure any ambiguity; (c) to correct or 
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-- supplement any provIsIons in this Agreement; (d) to correct or amplify the 
description of the Tobacco Assets; (e) to add additional covenants for the benefit 
of the Corporation; or (f) for the purpose of adding any provisions to or changing in 
any manner or eliminating any of the provisions in this Agreement that shall not, as 
evidenced by a Rating Confirmation delivered to the Trustee, adversely affect in any 
material respect the Series 2000 Bonds. 

Except as otherwise provided in the preceding paragraph, this Agreement 
may also be amended from time to time by the State, AHFC and the Corporation 
with (a) the consent of the Trustee and (b) a Rating Confirmation for the purpose 
of adding any provisions to or changing in any manner or eliminating any of the 
provisions of this Agreement or of modifying in any manner the rights of the 
Bondholders; but no such amendment shall reduce the aforesaid portion of the 
outstanding amount of the Series 2000 Bonds, the holders of which are required to 
consent to any such amendment, without the consent of all of the Bondholders. 

It shall not be necessary for the consent of Bondholders pursuant to this 
Section to approve the particular form of any proposed amendment or consent, but 
it shall be sufficient if such consent shall approve the substance thereof. 

Prior to the execution of any amendment to this Agreement, the Trustee shall 
be entitled to receive and rely upon an Opinion of Counsel stating that the. execution 
of such amendment is authorized or permitted by this Agreement. Without the prior 
written consent of the 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 Trustee's, as applicable, own rights, duties or immunities 
under this Agreement or otherwise. 

SECTION 8.02 Use of the Purchase Price. The portion of the purchase 
price of the Tobacco Assets payable to the State pursuant to this Agreement 
corresponding directly or indirectly to the net proceeds (after Financing Costs, 
capitalized interest and capitalized operating expenses of the Corporation) of the 
Series 2000 Bonds shall be used by the State to finance a portion of the State's 
capital projects as provided for in Ch. 130 SLA 2000. 

SECTION 8.03 Notices. All demands, notices and communications upon 
or to the State, AHFC, the Corporation, or the 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 at: 
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(a) in the case of the State: 

And: 

State of Alaska 
Department of Revenue 
333 Willoughby Avenue 
Juneau, Alaska 99811 
Attention: Debt Manager 
(907) 465-3750 

State of Alaska 
Department of Law 
P.O. Box 110300 
Juneau, Alaska 99811 
Attention: Attorney General 
(907) 465-2133 

(b) in the case of AHFC: 

4300 Boniface Parkway 
P.O. Box 101020 
Anchorage, Alaska 99510-1020 
Attention: Chief Administrative Officer 
(907) 330-8453 

(c) in the case of the Corporation: 

4300 Boniface Parkway 
P.O. Box 101020 
Anchorage, Alaska 99510-1020 
Attention: President 
(907) 330-8453 

(d) in the case of the Trustee, 

U.S. Bank Trust National Association 
1420 Fifth Avenue, 7th Floor 
Seattle, Washington 98101 
(206) 344-4687 

Dec 14 2006 10:13am P018/024 

As to each of the foregoing, at such other address as shall be designated by 
written notice to the other parties. 
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SECTION 8.04 Limitations on Rights of Others. The provisions of this 
Agreement are solely for the benefit of the State, AHFC, the Corporation, the 
Trustee, the owner of the Residual Certificate, and the 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 8.05 Severability. Any provision of this Agreement that is 
prohibited or unenforceable shall be ineffective to the extent of such prohibition or 
unenforceability without invalidating the remaining provisions hereof. 

SECTION 8.06 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 8.07 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 8.08 Governing Law. This Agreement shall be construed in 
accordance with the laws of the State of Alaska, 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 any 
party under this Agreement or related thereto shall be heard and determined in the 
courts of the State of Alaska located in the City and Borough of Juneau. 

SECTION 8.09 Assignment by the Corporation. The State hereby 
acknowledges and consents to any pledge, assignment and grant of a security 
interest by AHFC or the Corporation to the Trustee pursuant to the Indenture for the 
benefit of the Bondholders of any or all right, title and interest of AHFC or the 
Corporation in, to and under the Tobacco Assets or the assignment of any or all of 
AHFC's or the Corporation's rights and obligations hereunder to the Trustee. 

SECTION 8.10 Limitation of Liability of the State. Notwithstanding anything 
contained herein to the contrary, no officer or employee of the State shall have any 
liability for the representations, warranties, covenants, agreements or other 
obligations of the State hereunder or in any of the certificates, notices or 
agreements delivered pursuant hereto. 
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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. 

Approved as to form: 
BRUCE BOTELHO 
ATTORNEY GENERAL 

STATE OF ALASKA 

1lson L. Condon 
Commissioner of Revenue 

ALASKA HOUSING FINANCE CORPORATION 

By:C)C),.,; •• Q Q Q.o .. ~ 
Daniel R. Fauske 
Chief Executive Officer/Executive Director 

NORTHERN TOBACCO SECURITIZATION 
CORPORATION 

.,Ct,,:.~ uClc .. S/.. 
Daniel R. auske 

i/i CJ.?... President 

By: ~~/2UL 
Assistant Attorney General 
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APPENDIX A 

NORTHERN TOBACCO SECURITIZATION CORPORATION 

RESIDUAL CERTIFICATE 

REGISTERED OWNER: ALASKA HOUSING FINANCE CORPORATION 

The NORTHERN TOBACCO SECURITIZATION CORPORATION (the "Corporation"), a 
nonprofit, public corporation and governmental instrumentality of the State of Alaska (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 October 1, 2000 ( as it may be 
amended and supplemented, the "Indenture"), between the Corporation and U.S. Bank Trust 
National Association, as trustee (the "Trustee"), all amounts then payable to the registered owner 
of this 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 one 
business day prior to the applicable payment date. The registered owner of this Residual Certificate 
shall have no right or interest of any kind or nature in and to any part of the Trust Estate under the 
Indenture (including Collections and Bond proceeds) unless and until any such amounts are actually 
paid hereunder in accordance with the terms and provisions of the Indenture and then such registered 
owner shall only have the right to receive such amounts paid through this Residual Certificate. 
Capitalized terms used but not defined in this Residual Certificate shall have the meaning given to 
them in the Indenture. 

This Residual Certificate shall not be a debt of either the State or the Alaska Housing Finance 
Corporation ("AHFC "), and neither the State nor AHFC 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 ofindebtedness and to the rights, limitations of rights, duties, 
obligations and immunities of the Corporation, the Trustee, the Bondholders, and the registered 
owner of this Residual Certificate. 

This Residual Certificate is issuable only in fully 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. 
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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. 

IN WITNESS WHEREOF, the NORTHERN TOBACCO SECURITIZATION 
CORPORATION has caused this Residual Certificate to be executed in its name by its President, 
Vice President, Treasurer or Secretary as of the 26th day of October 2000. 
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NORTHERN TOBACCO SECURITIZATION 
CORPORATION 

BY: ______________ _ 
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CERTIFICATE OF AUTHENTICATION 

This Residual Certificate is the Residual Certificate described in and issued in accordance 

with the within mentioned Indenture. 

U.S. BANK TRUST NATIONAL ASSOCIATION, 
as Trustee 

By: _________________ _ 

Authorized Officer 

Date of Authentication: October 26, 2000 
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ASSIGNMENT 

For value received the Alaska Housing Finance Corporation hereby sells, transfers, 

assigns, sets over and otherwise conveys to the State of Alaska, the within Residual Certificate. 

Dated this 26th day of October, 2000. 

ALASKA HOUSING FINANCE CORPORATION 

By: ____________________ _ 

Daniel R. Fauske 
Chief Executive Officer/Executive Director 

ACKNOWLEDGMENT 

U.S. BANK TRUST NATIONAL ASSOCIATION, as Trustee hereby acknowledges the 

assignment set forth above. 

Dated this 26th day of October, 2000. 

U.S. BANK TRUST NATIONAL ASSOCIATION, as Trustee 

By: ___________________ _ 

Authorized Officer 
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PURCHASE AND SALE AGREEMENT dated as of 
August 1, 2001, between the STATE OF ALASKA (the 
"State") and the NORTHERN TOBACCO 
SECURITIZA TION CORPORATION (the "Corporation"), 
a nonprofit, public corporation and governmental 
instrumentality of the State of Alaska. 

WHEREAS, pursuant to Ch. 96 SLA 2001, the Corporation desires to 
purchase from the State certain 2001 Tobacco Assets (as defined herein); 

WHEREAS, the State is willing to sell such 2001 Tobacco Assets to the 
Corporation; 

WHEREAS, the Corporation is willing to purchase from the State such 2001 
Tobacco Assets and will finance the purchase of such 2001 Tobacco Assets by 
selling the Series 2001 Bonds (as defined herein) pursuant to the Bond Purchase 
Agreement (as defined herein). 

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 Purchase and Sale Agreement as from time to time 
amended in accordance with the terms hereof. 

"AHFC" means the Alaska Housing Finance Corporation. 

"Bondholders" means the registered owners of outstanding Series 2001 
Bonds. 

"Bond Purchase Agreement" means the Bond Purchase Agreement by and 
between the Corporation and Bear, Stearns & Co., Inc., as representative of the 
underwriters, relating to the sale of the Series 2001 Bonds, in such form as the 
parties thereto shall agree. 

"Closing Date" means the date of initial delivery of the Series 2001 Bonds by 
the Corporation pursuant to the Bond Purchase Agreement. 

NTSCflobacco Settlement Asset-Backed Bonds, Series 2001 
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"Consent Decree" means the Consent Decree and Final Judgment of the 
Superior Court dated February 9, 1999 relating to the MSA, as the same has been 
and may be corrected, amended or modified, in the action entitled The State of 
Alaska v. Phillip Morris, Inc., et al., Case No. 1JU-97-915 Cl (Alaska Super. 1997). 

"Corporation" means the Northern Tobacco Securitization Corporation. 

"Financing Costs" means (i) all costs, fees, expenses incurred by the 
Corporation in connection with the issuance of the Series 2001 Bonds; (ii) all 
proceeds of the Series 2001 Bonds deposited in any debt service reserve fund to 
secure the Series 2001 Bonds; and (iii) the cost of any credit or liquidity 
enhancement for the Series 2001 Bonds. 

"Indenture" means the Indenture between the Corporation and the Trustee, 
as amended, supplemented and in effect from time to time. 

"Master Settlement Agreement" or "MSA" means the Master Settlement 
Agreement identified in the Agreed Dismissal Order dated February 9, 1999 in the 
action entitled The State of Alaska v. Phillip Morris, Inc., et al., Case No. 1 JU-97-
915 Cl (Alaska Super. 1997), including the related Escrow Agreement. 

"Opinion of Counsel" means one or more written opinions of counsel who 
may be an employee of or counsel to the State, which counsel shall be acceptable 
to the Trustee. 

"Rating Confirmation" means written confirmation from each national rating 
agency which, at the request of the Corporation, assigned a rating and continues 
to have a rating assigned to the Series 2001 Bonds, to the effect that the then
current rating assigned by such rating agency to the Series 2001 Bonds, without 
regard to any bond insurance or any other form of credit enhancement, will not be 
adversely affected by the proposed action for which a Rating Confirmation is 
sought. 

"Residual Certificate" means that residual certificate issued, authenticated 
and delivered pursuant to the Indenture and substantially in the form attached as 
Appendix A hereto. 

"Responsible Officer" means, with respect to the State, the Commissioner of 
Revenue, the Deputy Commissioner of Revenue for Treasury, or any other official 
of the State customarily performing functions similar to those performed by any 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. 
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"Series 2001 Bonds" means the bonds, notes and other obligations issued 
by the Corporation under the Indenture, exclusive of bonds that the Corporation 
may issue to refund bonds of the Corporation, the net proceeds (after Financing 
Costs, capitalized interest and capitalized operating expenses of the Corporation) 
of which shall be used (directly or indirectly) by the Corporation to pay a portion of 
the purchase price to the State for the 2001 Tobacco Assets. 

"State" means the State of Alaska. 

"State Lien" means a security interest, lien, charge, pledge, equity or 
encumbrance of any kind, attaching to the interests of the State in and to the 2001 
Tobacco Assets, whether or not as a result of any act or omission by the State. 

"2000 Tobacco Assets" means the right, title and interest to forty percent of 
the revenue (including but not limited to all payments required to be made under the 
MSA) that the State has a right to receive from time to time under the MSA after 
June 30, 2001 as provided in an purchase and sale agreement by and among the 
State, AHFC and the Corporation dated October 12, 2000. 

"2001 Tobacco Assets" means the right, title and interest to forty percent of 
the revenue (including but not limited to all payments required to be made under the 
MSA) that the State has a right to receive from time to time under the MSA after 
June 30, 2001. While the 2000 Tobacco Assets and the 2001 Tobacco Assets 
represent parity claims to revenue that the State has a right to receive, they are 
separate and distinct items of property. 

"Transaction Documents" means this Agreement, the Indenture, and the 
Bond Purchase Agreement. 

"Trustee" means U.S. Bank Trust National Association, its successors in 
interest and any successor trustee under the Indenture. 

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 
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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) 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, Section, Schedule and Exhibit 
references contained in this Agreement are references to Articles, Sections, 
Schedules and Exhibits in orto 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 State," "to the State's 
knowledge," "to the best knowledge of the State" 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 2001 TOBACCO ASSETS 

SECTION 2.01 Conveyance of 2001 Tobacco Assets. 

(a) The State does hereby sell, transfer, assign, set over and otherwise 
convey to the Corporation, without recourse (subject to certain continuing 
obligations herein), all right, title and interest of the State on the Closing Date in and 
to the 2001 Tobacco Assets. As consideration for such sale by the State to the 
Corporation of the 2001 Tobacco Assets, the Corporation does hereby promise to 
sell, transfer, assign, set over and otherwise convey to the State, without recourse, 
on the Closing Date, the net proceeds (after Financing Costs, capitalized interest 
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and capitalized operating expenses of the Corporation) of the Series 2001 Bonds 
and the Residual Certificate in accordance with and subject to the terms and 
conditions of the Indenture. 

(b) The right of the Corporation to receive payments as 2001 Tobacco 
Assets as described in (a) and (b) of this Section 2.01 is on a parity with and is not 
inferior or superior to the right of the Corporation to receive payments as 2000 
Tobacco Assets, and the right of the State to receive other payments under the 
MSA not conveyed by the State under this Agreement or any previous agreement. 
The intent of this Agreement is that each payment under the MSA shall be paid forty 
percent (40%) to the Corporation as 2001 Tobacco Assets, forty percent (40%) to 
the Corporation as 2000 Tobacco Assets and twenty percent (20%) to the State or 
its assigns. If payments under the MSA at any time are less than required to be 
paid under the terms of the MSA, neither the Corporation, nor the Trustee on behalf 
of holders of the Series 2001 Bonds shall have any right to make a claim against 
the 2000 Tobacco Assets or State assets to make up the difference (including, 
without limitation, any claim that more than forty percent (40%) of any such MSA 
payment be designated as 2001 Tobacco Assets hereunder). 

(c) The Series 2001 Bonds shall (1) be in an aggregate principal amount 
not exceeding $135,000,000; (2) bear a true interest cost not greater than eight 
percent; and (3) be for a term of not to exceed forty-five years. In addition, the 
amount of net proceeds of the Series 2001 Bonds referred to in (a) and (b) of this 
Section 2.01 shall be not less than $109,942,839. 

SECTION 2.02 Payments to Trustee. The State shall cause the Escrow 
Agent (as defined in the MSA) to deliver the 2001 Tobacco Assets directly to the 
Trustee for the benefit of the Corporation. 

SECTION 2.03 Benefits Provided. The State shall cooperate with the 
Corporation as necessary to assure receipt by the Corporation of all of the 2001 
Tobacco Assets when and as due in accordance with the true intent and meaning 
of this Agreement and in furtherance thereof and without restriction the State agrees 
to provide to the Corporation a copy of all reports and materials received under the 
MSA, including but not limited to the reports of the Independent Auditor (as defined 
in the MSA) delivered pursuant to the MSA from time to time. 

SECTION 2.04 Notice as to Representations and Warranties. Upon 
discovery by the State, or the Corporation of a breach of any of the representations 
and warranties of any party hereto that materially and adversely affects the value 
of the 2001 Tobacco Assets, the party discovering such breach shall give prompt 
written notice thereof to the other parties. 
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ARTICLE Ill 
THE STATE 

SECTION 3.01 Representations of State. The State, as seller, makes the 
following representations on which the Corporation is deemed to have relied in 
acquiring the 2001 Tobacco Assets. The representations are made as of the date 
of this Agreement and as of the Closing Date, and shall survive the sale of the 2001 
Tobacco Assets to the Corporation and the pledge of the 2001 Tobacco Assets to 
the Trustee pursuant to the Indenture. 

(a) Power and Authority. The Commissioner of Revenue is duly 
authorized by the State through Ch. 96 SLA 2001 to sell the 2001 Tobacco Assets 
on behalf of the State and has full power and authority to execute and deliver this 
Agreement and to carry out its terms. 

(b) Binding Obligation. This Agreement has been duly executed and 
delivered by the State and, assuming the due authorization, execution and delivery 
of this Agreement by the Corporation, constitutes a legal, valid and binding 
obligation of the State 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 by the State of the transactions 
contemplated by the Transaction Documents and the fulfillment of the terms hereof 
and thereof do not, to the State's knowledge, in any material way conflict with, result 
in any material breach of any of the material terms and provisions of, or constitute 
(with or without notice or lapse of time) a material default under any indenture, 
agreement or other instrument to which the State is a party or by which it shall be 
bound; nor violate any law or, to the State's knowledge, any order, rule or regulation 
applicable to the State of any court or of any federal or state regulatory body, 
administrative agency or other governmental instrumentality having jurisdiction over 
the State or its property. 

(e) No Proceedings. To the State's knowledge, except as disclosed in the 
Official Statement for the Series 2001 Bonds or in a schedule delivered to the 
Corporation, there are no material proceedings or investigations pending againstthe 
State, before any court, regulatory body, administrative agency or other 
governmental instrumentality having jurisdiction over the State: (i) asserting the 
invalidity of any of the Transaction Documents or the Series 2001 Bonds, (ii) 
seeking to prevent the issuance of the Series 2001 Bonds or the consummation of 
any of the transactions contemplated by any of the Transaction Documents, or (iii) 
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seeking any determination or ruling that would materially and adversely affect the 
validity or enforceability of any of the Transaction Documents, the Series 2001 
Bonds, the MSA or the Consent Decree. 

(f) Title to 2001 Tobacco Assets. The State is the sole owner of the 2001 
Tobacco Assets sold to the Corporation. 

(g) Absence of Liens on 2001 Tobacco Assets. The State is selling the 
2001 Tobacco Assets free and clear of any and all State Liens, pledges, charges, 
security interests or any other statutory impediments to transfer of any nature 
encumbering the 2001 Tobacco Assets. 

(h) Assignment to Bondholders. The State acknowledges that the 
Corporation will assign to the Trustee for the benefit of the Bondholders all of its 
rights and remedies with respect to the breach of any obligations, representations 
and warranties of the State under this Agreement. 

SECTION 3.02 Limitation on Liability. 

(a) The State and any officer or employee or agent of the State may rely 
in good faith on the advice of counsel or on any document of any kind, prima facie 
properly executed and submitted by any person respecting any matters arising 
hereunder. The State 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. 

(b) Neither the State nor any of the officers or employees or agents of the 
State shall be under any liability to the Corporation, except as provided under 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 State or any such person against any liability that would otherwise be 
imposed by reason of willful misfeasance, bad faith or negligence in the 
performance of duties or by reason of reckless disregard of obligations and duties 
under this Agreement. Notwithstanding the foregoing, no claim may be made 
against the State except as permitted by AS 09.50.250. 

ARTICLE IV 
COVENANTS OF THE STATE 

SECTION 4.01 Pledges: Protection of Title: Non-Impairment Covenant. 

(a) The State hereby pledges to and agrees with the Corporation that the 
State shall take all actions as may be required by law fully to preserve, maintain, 
defend, protect and confirm the interest of the Corporation in the 2001 Tobacco 
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Assets and in the proceeds thereof and that the State will not take any action that 
will adversely affect the Corporation's legal right to receive the 2001 Tobacco 
Assets. 

(b) The State hereby pledges to and agrees with the Corporation, that the 
State will not limit or alter the rights of the Corporation to fulfill the terms of its 
agreements with the Bondholders, or in any way impair the rights and remedies of 
the Bondholders or the security for the Series 2001 Bonds until the Series 2001 
Bonds, together with the interest thereon and all costs and expenses in connection 
with any action or proceeding by or on behalf of the Bondholders, are fully paid and 
discharged. 

(c) The State hereby promises to honor the pledge of the Corporation as 
described in the Indenture. 

(d) The State hereby authorizes the Corporation to include in the 
Indenture all of the pledges made by the State in this Agreement. 

SECTION 4.02 Protection of MSA. Without prior written consent of the 
Corporation and the Trustee, the State will not take any action and will use its best 
reasonable efforts not to permit any action to be taken by others that (a) would 
release any person from any of such person's covenants or obligations under the 
MSA or the Consent Decree or (b) would result in the amendment, hypothecation, 
subordination, termination or discharge of, or impair the validity or effectiveness of, 
the MSA, or the Consent Decree or waive timely performance or observance under 
such documents, in each case if the effect thereof would be materially adverse to 
the Bondholders; provided, however that if a Rating Confirmation is received 
relating to such proposed action, then such proposed action will be deemed not to 
be materially adverse to the Bondholders. The State shall deliver to the Corporation 
and to the Trustee written notice of any action described in (a) or (b) of the 
preceding sentence which it intends to take. The State shall deliver such written 
notice a reasonable period of time before taking any such action. 

SECTION 4.03 Further Actions. 

(a) Instruments and Acts. Upon request of the Corporation or the 
Trustee, the State will execute and deliver such further instruments and do such 
further acts as the parties reasonably agree are reasonably necessary or proper to 
carry out more effectively the purposes of this Agreement. The State will 
immediately pay over to the Trustee the proceeds of any 2001 Tobacco Assets 
received by the State in error. 
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(b) Rights and Remedies. The State shall exercise each and every right 
and remedy under the MSA. All documents produced or received by the State 
under this subsection shall be provided to the Corporation and the Trustee. 

SECTION 4.04 Tax Covenant. 

(a) The State shall at all times do and perform all acts and things 
permitted by law and necessary or desirable to assure that interest paid by the 
Corporation on the Series 2001 Bonds shall be excludable from gross income for 
federal income tax purposes pursuant to Section 103(a) of the Internal Revenue 
Code of 1986 as amended (the "Tax Code"); 

(b) The State will not directly or indirectly use or permit the use of any of 
the proceeds of the Series 2001 Bonds that would cause the Series 2001 Bonds to 
be "private activity bonds" within the meaning of Section 141 (a) of the Tax Code or 
would cause interest on the Series 2001 Bonds to not be excludable from gross 
income for federal income tax purposes pursuant to Section 103(a) of the Tax 
Code;and 

(c) The State agrees that no gross proceeds (as such term is defined in 
Section 1.148-1 of the Treasury Regulations promulgated under Section 148 of the 
Tax Code, as such Treasury Regulations and the Tax Code may be amended from 
time to time) of the Series 2001 Bonds shall at any time be used directly or indirectly 
to acquire securities or obligations the acquisition or holding of which would cause 
any Series 2001 Bond to be an "arbitrage bond" as defined in the Tax Code and any 
applicable Treasury Regulations promulgated thereunder. 

ARTICLE V 
COVENANTS OF THE CORPORATION 

SECTION 5.01 Further Actions. Upon request of the State or the Trustee, 
the Corporation 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. The Corporation shall, as soon as practicable, pay 
to the State any amounts received by the Corporation in error. 

ARTICLE VI 
MISCELLANEOUS 

SECTION 6.01 Amendment. Prior to the issuance of the Series 2001 Bonds 
this Agreement may be amended by agreement of the State and the Corporation. 
After issuance of the Series 2001 Bonds, this Agreement may be amended by 
agreement of the State, and the Corporation with the consent of the Trustee but 
without the consent of any of the Bondholders: (a) to amend Section 6.02 of this 
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Agreement; (b) to cure any ambiguity; (c) to correct or supplement any provisions 
in this Agreement; (d) to correct or amplify the description of the 2001 Tobacco 
Assets; ( e) to add additional covenants for the benefit of the Corporation; or (f) for 
the purpose of adding any provisions to or changing in any manner or eliminating 
any of the provisions in this Agreement that shall not, as evidenced by a Rating 
Confirmation delivered to the Trustee, adversely affect in any material respect the 
Series 2001 Bonds. 

Except as otherwise provided in the preceding paragraph, this Agreement 
may also be amended from time to time by the State and the Corporation with (a) 
the consent of the Trustee and (b) a Rating Confirmation for the purpose of adding 
any provisions to or changing in any manner or eliminating any of the provisions of 
this Agreement or of modifying in any manner the rights of the Bondholders; but no 
such amendment shall reduce the aforesaid portion of the outstanding amount of 
the Series 2001 Bonds, the holders of which are required to consent to any such 
amendment, without the consent of all of the Bondholders. 

It shall not be necessary for the consent of Bondholders pursuant to this 
Section to approve the particular form of any proposed amendment or consent, but 
it shall be sufficient if such consent shall approve the substance thereof. 

Prior to the execution of any amendment to this Agreement, the Trustee shall 
be entitled to receive and rely upon an Opinion of Counsel stating that the execution 
of such amendment is authorized or permitted by this Agreement. Without the prior 
written consent of the 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 Trustee's, as applicable, own rights, duties or immunities 
under this Agreement or otherwise. 

SECTION 6.02 Use of the Purchase Price. The portion of the purchase 
price of the 2001 Tobacco Assets payable to the State pursuant to this Agreement 
corresponding directly or indirectly to the net proceeds (after Financing Costs, 
capitalized interest and capitalized operating expenses of the Corporation) of the 
Series 2001 Bonds shall be used by the State to finance a portion of the State's 
capital projects as provided for in Ch. 96 SLA 2001. 

SECTION 6.03 Notices. All demands, notices and communications upon 
or to the State, the Corporation, or the 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 at: 
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(a) in the case of the State: 

And: 

State of Alaska 
Department of Revenue 
333 Willoughby Avenue 
Juneau, Alaska 99811 
Attention: Debt Manager 
(907) 465-3750 

State of Alaska 
Department of Law 
P.O. Box 110300 
Juneau, Alaska 99811 
Attention: Attorney General 
(907) 465-2133 

(b) in the case of the Corporation: 

4300 Boniface Parkway 
P.O. Box 101020 
Anchorage, Alaska 99510-1020 
Attention: President 
(907) 330-8453 

(c) in the case of the Trustee, 

U.S. Bank Trust National Association 
1420 Fifth Avenue, 7th Floor 
Seattle, Washington 98101 
(206) 344-4687 

As to each of the foregoing, at such other address as shall be designated by 
written notice to the other parties. 

SECTION 6.04 Limitations on Rights of Others. The provisions of this 
Agreement are solely for the benefit of the State, the Corporation, the Trustee, the 
owner of the Residual Certificate, and the 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. 
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SECTION 6.05 Severability. Any provision of this Agreement that is 
prohibited or unenforceable shall be ineffective to the extent of such prohibition or 
unenforceability without invalidating the remaining provisions hereof. 

SECTION 6.06 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 6.07 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 6.08 Governing Law. This Agreement shall be construed in 
accordance with the laws of the State of Alaska, 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 any 
party under this Agreement or related thereto shall be heard and determined in the 
courts of the State of Alaska located in the City and Borough of Juneau. 

SECTION 6.09 Assignment by the Corporation. The State hereby 
acknowledges and consents to any pledge, assignment and grant of a security 
interest by the Corporation to the Trustee pursuant to the Indenture for the benefit 
of the Bondholders of any or all right, title and interest of the Corporation in, to and 
under the 2001 Tobacco Assets or the assignment of any or all of the Corporation's 
rights and obligations hereunder to the Trustee. 

SECTION 6.10 Limitation of Liability of the State. Notwithstanding anything 
contained herein to the contrary, no officer or employee of the State shall have any 
liability for the representations, warranties, covenants, agreements or other 
obligations of the State hereunder or in any of the certificates, notices or 
agreements delivered pursuant hereto. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK] 
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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. 

Approved as to form: 

BRUCE BOTELHO 
ATTORNEY GENERAL 

By: __________ _ 

James Baldwin 
Assistant Attorney General 

STATE OF ALASKA ~ 

B~C~~~ 
Commissioner of Revenue 

NORTHERN TOBACCO SECURITIZA TION 
CORPORATION 

By: _/~ R_ ~ 
Steven R. T arola 
President 

By:______,__~"'---"-'"·-;:~~-,t<--~---
Kevin Taylor--
Secretary 
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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. 

Approved as to form: 

BRUCE BOTELHO 
ATTORNEY GENERAL 

4,7~ 
JamesBaldwin 
Assistant Attorney General 

STATE OF ALASKA 

By: _______________ _ 

Wilson L. Condon 
Commissioner of Revenue 

NORTHERN TOBACCO SECURITIZA TION 
CORPORATION 

By: ________ ~-------
Steven R. T arola 
President 

By: _______________ _ 

Kevin Taylor 
Secretary 
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REGISTERED 
NUMBER: 2 

APPENDIX A 

NORTHERN TOBACCO SECURITIZATION CORPORATION 

RESIDUAL CERTIFICATE 

REGISTERED OWNER: STATE OF ALASKA 

The NORTHERN TOBACCO SECURITIZATION CORPORATION (the 
"Corporation"), a nonprofit, public corporation and governmental instrumentality of the State 
of Alaska (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 October 1, 2000 ( as it may be amended and supplemented, the "Indenture"), between the 
Corporation and U.S. Bank Trust National Association, as trustee (the "Trustee"), all 
amounts then payable to the registered owner of this 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 one business day prior to the applicable 
payment date. The registered owner of this Residual Certificate shall have no right or 
interest of any kind or nature in and to any part of the Trust Estate under the Indenture 
(including Collections and Bond proceeds) unless and until any such amounts are actually 
paid hereunder in accordance with the terms and provisions of the Indenture and then such 
registered owner shall only have the right to receive such amounts paid through this Residual 
Certificate. Capitalized terms used but not defined in this Residual Certificate shall have the 
meaning given to them in the Indenture. 

This Residual Certificate shall not be a debt of either the State or the Alaska Housing 
Finance Corporation ("AHFC"), and neither the State nor AHFC 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 registered owner of this Residual Certificate. 
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This Residual Certificate is issuable only in fully 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. 

IN WITNESS WHEREOF, the NORTHERN TOBACCO SECURITIZATION 
CORPORATION has caused this Residual Certificate to be executed in its name by its 
President, Vice President, Treasurer or Secretary as of the 15th day of August 2001. 

NORTHERN TOBACCO 
SECURITIZATION CORPORATION 

By: ______________ _ 

NTSC!Tobacco Settlement Asset-Backed Bonds, Series 2001 
Purchase and Sale Agreement 
J:\Docs\35983223\P&S Agreement.wpd Page A-2 

E-2-57



CERTIFICATE OF AUTHENTICATION 

This Residual Certificate is the Residual Certificate described in and issued in 

accordance with the within mentioned Indenture. 

U.S. BANK TRUST NATIONAL ASSOCIATION, 
as Trustee 

By: ______________ _ 

Authorized Officer 

Date of Authentication: August 15, 2001 
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CERTIFICATE 

I, Daniel R. Fauske, Vice President of the Northern Tobacco Securitization 

Corporation (the "Corporation"), HEREBY CERTIFY that the attached Indenture was 

duly authorized by the Board of Directors of the Corporation at a meeting duly called 

and held on October 12, 2000, at which a quorum was present and acting throughout, 

and that said Indenture is in full force and effect. 

IN WITNESS WHEREOF, I have hereunto set my hand this 15th day of August 

2001. 

J:IDOCS\35983223\Certrelndenture.wpd 

r:)Jet~.l}Q 
DANIEL R. FAUSKE 
Vice President 
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FORM OF 2021 PURCHASE AND SALE AMENDMENTS 

2021 AMENDMENTS TO THE 

AMENDED AND CONSOLIDATED  
PURCHASE AND SALE AGREEMENT 

dated August 17, 2006 

between 

THE STATE OF ALASKA, 

and 

THE NORTHERN TOBACCO SECURITIZATION CORPORATION 

Dated July 1, 2021 
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2021 AMENDMENTS TO THE AMENDED AND 
CONSOLIDATED PURCHASE AND SALE AGREEMENT dated 
August 17, 2006, between the STATE OF ALASKA (the “State”), 
and the NORTHERN TOBACCO SECURITIZATION 
CORPORATION (the “Corporation”), a nonprofit, public 
corporation and governmental instrumentality of the State of 
Alaska. 

WHEREAS, the State, the Corporation, and the Alaska Housing Finance 
Corporation(“AHFC”) entered into a Purchase and Sale Agreement dated October 12, 2000 (the 
“2000 Agreement”) a copy of which is attached as Appendix A to the Consolidated Agreement 
(as hereinafter defined); and 

WHEREAS, the State and the Corporation entered into a Purchase and Sale Agreement 
dated August 1, 2001 (the “2001 Agreement”) a copy of which is attached as Appendix B to the 
Consolidated Agreement; and 

WHEREAS, the State and the Corporation entered into amendments to the 2000 
Agreement and the 2001 Agreement pursuant to an Amended and Consolidated Purchase and Sale 
Agreement dated August 17, 2006 (the “Consolidated Agreement”) to effect the amendments to 
the 2000 Agreement desired by the State, the Corporation and AHFC, and to effect the 
amendments to the 2001 Agreement desired by the State and the Corporation, all to enable the 
Corporation to issue its Tobacco Settlement Asset-Backed Bonds, Series 2006 (the “2006 Bonds”); 
and 

WHEREAS, the State and the Corporation now desire to clarify and amend certain 
provisions of the Consolidated Agreement and enter into certain additional agreements which are 
intended to enable the Corporation to issue its $282,480,482.50 Tobacco Settlement Asset-Backed 
Bonds, Series 2021 (the “2021 Bonds”) and any Additional Bonds (as defined in the 2006 
Indenture described in the amendments to the Prior Agreements contained in the Consolidated 
Agreement, including any amendments to and restatements of such 2006 Indenture) secured by 
the Corporation Tobacco Assets (as defined in the 2001 Agreement as amended by the 
Consolidated Agreement), to, in part, refund and redeem the 2006 Bonds, and to fund capital 
projects on behalf of the State. 

NOW, THEREFORE, in consideration of the premises and the mutual covenants herein 
contained, the parties hereto agree as follows: 

PART ONE 

Intent 

  It is the intention of the parties to this Agreement to effect certain clarifications and 
amendments to the Consolidated Agreement, and add certain agreements, for the purpose of 
confirming the Corporation’s pledge as security for the 2021 Bonds (and any Additional Bonds 
that may be issued under the 2006 Indenture, as defined in the amendments contained in the 
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Consolidated Agreement) the Corporation Tobacco Assets (as defined in the 2001 Agreement as 
amended by the Consolidated Agreement). 

PART TWO 

In addition to the terms defined in the Whereas clauses hereto and in the Consolidated 
Agreements, the following definitions are added: 

“2021 Custodial Agreement” means the Custodial Agreement dated as of July 1, 
2021, and entered into by the State, the Corporation and U.S. Bank National Association, 
as Custodian. 

“2021 Indenture” means the Amended and Restated Trust Indenture relating to the 
2021 Bonds and any Additional Bonds, dated as of July 1, 2021, and entered into by the 
Corporation and the 2006 Trustee, as it may be further supplemented, amended or restated 
from time to time pursuant to the provisions thereof. 

PART THREE 

Amendments to Consolidated Agreement 

The State and the Corporation agree that the Consolidated Agreement shall be amended as 
set forth in the following sections. 

Section One.  Part Five, Section Two (a) is amended and corrected by substituting “2001” 
for “2000” wherever they appear. 

Section Two.  Part Five, Section Four (b) is amended and corrected by substituting “2001” 
for “2000” wherever they appear. 

PART FOUR 

Confirmations 

Section One.  The State and the Corporation hereby agree and confirm, with respect to the 
Consolidated Agreement, that: 

1. “Additional Bonds” includes the 2021 Bonds. 

2. “Bond Purchase Agreement” includes the Bond Purchase Agreement with 
respect to the 2021 Bonds. 

3. For avoidance of doubt, the 2021 Indenture is the 2006 Indenture as the 
same is amended and restated, pursuant to the provisions of the 2006 
Indenture, and the 2006 Trustee is the Trustee under the 2021 Indenture. 

Section Two.  The State hereby agrees that: 
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1. The amended provisions set forth in Part Three, Sections Two (b), Four (a), 
(c) and (d), Five (a) and (b), Six and Nine of the Consolidated Agreement 
are also true as of the date hereof with respect to the 2021 Bonds. 

2. The amended provisions set forth in Part Five, Sections Two (b), Four (a), 
(c) and (d), Five (a) and (b), Six and Nine of the Consolidated Agreement 
are also true as of the date hereof with respect to the 2021 Bonds.  

PART FIVE 

Further Agreements 

As consideration for the agreements by the State contained herein, the Corporation does 
hereby promise to sell, transfer, assign,  set over and otherwise convey to the State a portion of 
the proceeds of the 2021 Bonds on the date hereof in the amount set forth in the 2021 Indenture, 
to be deposited with U.S. Bank National Association, as Custodian, pursuant to the 2021 
Custodial Agreement, and to be disbursed only in accordance with the provisions thereof, and the 
State agrees that such amount constitutes sufficient consideration for such agreements by the 
State. 
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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. 

STATE OF ALASKA 

By  
LUCINDA MAHONEY 
Commissioner of Revenue 

NORTHERN TOBACCO SECURITIZATION 
    CORPORATION 

By  
Bryan D. Butcher 
Vice President 

Approved as to form: 

TREG TAYLOR 
ATTORNEY GENERAL 

By  
Assistant Attorney General 
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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 NTSC and the Underwriters take no responsibility for the completeness or accuracy thereof. NTSC 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 

 

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 



 

F-2 
 
 

the actual Beneficial Owners of the Series 2021 Bonds; DTC’s records reflect only the identity of the Direct 
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 NTSC 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 NTSC 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 NTSC, 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 NTSC, 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 NTSC 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, 
NTSC 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 Owners 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. 



 

 
 
 

APPENDIX G 

FORM OF CONTINUING DISCLOSURE UNDERTAKING 

 Upon the delivery of the Series 2021 Bonds, NTSC expects to execute the Continuing Disclosure Undertaking 
in substantially the form appearing on the following pages. 
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FORM OF CONTINUING DISCLOSURE UNDERTAKING 

 This CONTINUING DISCLOSURE AGREEMENT dated as of July 1, 2021 (the “Continuing 
Disclosure Agreement”) is executed and delivered by the NORTHERN TOBACCO SECURITIZATION 
CORPORATION (the “Corporation”) for the benefit of the Beneficial Owners (as defined herein) from time to time 
of the Corporation’s $282,480,482.50 aggregate principal amount of Tobacco Settlement Asset-Backed Bonds, Series 
2021 Senior Bonds, consisting of $152,825,000 Series 2021A Class 1 Senior Current Interest Bonds, $35,000,000 
Series 2021B-1 Class 2 Senior Current Interest Bonds, and $94,655,482.50 Series 2021B-2 Class 2 Senior Capital 
Appreciation Bonds (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 Trust Indenture and a Series 2021 Supplement (altogether, the “Indenture”), by and between the Corporation 
and the U.S. Bank National Association, 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 except Saturday, Sunday or any day on which banks located in the 
city in which the principal corporate trust office of the Trustee is located, in Anchorage, Alaska, or in New York, New 
York, are required or authorized to remain closed. 

 “EMMA” means the MSRB’s Electronic Municipal Market Access system, the current internet 

 “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 June 24, 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, not later than nine months 
after the end of the Corporation's fiscal year (presently June 30), commencing with the fiscal year ending June 30, 
2021, an Annual Report which is consistent with the requirements of Section 3 of this Continuing Disclosure 
Agreement.  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 “Total Annual Payments to 
Trustee” of the table included in the Offering Circular section captioned “PLEDGED TSRs PROJECTION 
METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS - Projection of Pledged TSRs to be Received by 
the Trustee” (as shown in either the Base Case or the Alternative Cases (Menthol Ban)), and 

(ii) the actual debt service coverage ratio for the 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 Bonds Debt Service and Projected Debt Service Coverage” (as 
shown in either the Base Case or the Alternative Cases (Menthol Ban)), 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 Bonds” (as shown in either the Base Case or the Alternative Cases (Menthol Ban)). 

(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, 

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; 

(4) unscheduled draws on credit enhancements, if any, reflecting financial difficulties; 

G-2



 
 

(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 
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were the Corporation, and the 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 Bond 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 Alaska. 
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 IN WITNESS WHEREOF, the Corporation has caused this Continuing Disclosure Agreement to be 
executed by its duly authorized officer and delivered to the Participating Underwriters. 

 
 NORTHERN TOBACCO SECURITIZATION 

CORPORATION 
 

By:________________________________ 
Name: Bryan D. Butcher 
Title: Vice President 
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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: 3.40% 

Date Accreted Value ($) 
July 1, 2021* 1,099.75 
December 1, 2021 1,115.30 
June 1, 2022 1,134.25 
December 1, 2022 1,153.55 
June 1, 2023 1,173.15 
December 1, 2023 1,193.10 
June 1, 2024 1,213.40 
December 1, 2024 1,234.00 
June 1, 2025 1,255.00 
December 1, 2025 1,276.35 
June 1, 2026 1,298.05 
December 1, 2026 1,320.10 
June 1, 2027 1,342.55 
December 1, 2027 1,365.35 
June 1, 2028 1,388.60 
December 1, 2028 1,412.20 
June 1, 2029 1,436.20 
December 1, 2029 1,460.60 
June 1, 2030 1,485.45 
December 1, 2030 1,510.70 
June 1, 2031 1,536.35 
December 1, 2031 1,562.50 
June 1, 2032 1,589.05 
December 1, 2032 1,616.05 
June 1, 2033 1,643.55 
December 1, 2033 1,671.50 
June 1, 2034 1,699.90 
December 1, 2034 1,728.80 
June 1, 2035 1,758.20 
December 1, 2035 1,788.10 
June 1, 2036 1,818.45 
December 1, 2036 1,849.40 
June 1, 2037 1,880.85 
December 1, 2037 1,912.80 
June 1, 2038 1,945.30 
December 1, 2038 1,978.40 
June 1, 2039 2,012.00 
December 1, 2039 2,046.25 
June 1, 2040 2,081.00 
December 1, 2040 2,116.40 
June 1, 2041 2,152.35 
December 1, 2041 2,188.95 
June 1, 2042 2,226.20 
December 1, 2042 2,264.00 

                                                           
* Closing Date. 
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Date Accreted Value ($) 
June 1, 2043 2,302.50 
December 1, 2043 2,341.65 
June 1, 2044 2,381.45 
December 1, 2044 2,421.95 
June 1, 2045 2,463.10 
December 1, 2045 2,505.00 
June 1, 2046 2,547.60 
December 1, 2046 2,590.90 
June 1, 2047 2,634.95 
December 1, 2047 2,679.75 
June 1, 2048 2,725.30 
December 1, 2048 2,771.60 
June 1, 2049 2,818.75 
December 1, 2049 2,866.65 
June 1, 2050 2,915.40 
December 1, 2050 2,964.95 
June 1, 2051 3,015.35 
December 1, 2051 3,066.60 
June 1, 2052 3,118.75 
December 1, 2052 3,171.75 
June 1, 2053 3,225.70 
December 1, 2053 3,280.50 
June 1, 2054 3,336.30 
December 1, 2054 3,393.00 
June 1, 2055 3,450.70 
December 1, 2055 3,509.35 
June 1, 2056 3,569.00 
December 1, 2056 3,629.70 
June 1, 2057 3,691.40 
December 1, 2057 3,754.15 
June 1, 2058 3,817.95 
December 1, 2058 3,882.85 
June 1, 2059 3,948.90 
December 1, 2059 4,016.00 
June 1, 2060 4,084.30 
December 1, 2060 4,153.70 
June 1, 2061 4,224.35 
December 1, 2061 4,296.15 
June 1, 2062 4,369.20 
December 1, 2062 4,443.45 
June 1, 2063 4,519.00 
December 1, 2063 4,595.80 
June 1, 2064 4,673.95 
December 1, 2064 4,753.40 
June 1, 2065 4,834.20 
December 1, 2065 4,916.40 
June 1, 2066 5,000.00 
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APPENDIX I 
 

INDEX OF DEFINED TERMS 
 

2000 Purchase and Sale Agreement ................... S-1, 1 
2000 Tobacco Asset ................................................... 3 
2001 Purchase and Sale Agreement ................... S-1, 1 
2001 Tobacco Asset ................................................... 3 
2016 and 2017 NPM Adjustments Settlement 

Agreement ........................................................... 82 
2018-2022 NPM Adjustments Settlement 

Agreement ........................................................... 83 
2018-2022 Settlement Signatory States ................... 86 
2021 Purchase and Sale Amendments ............... S-1, 1 
Accreted Value ........................................................ 16 
Act ..................................................................... S-2, 1 
Actual Operating Income ......................................... 72 
Actual Volume ......................................................... 71 
Adjusted SPM Market Share ................................... 37 
ADR ......................................................................... 90 
Affiliated Group ...................................................... 21 
AHFC ................................................................ S-2, 1 
Allocable Share Release Amendment ...................... 80 
Amended and Consolidated Purchase and Sale 

Agreement ..................................................... S-1, 1 
Annual Payments ................................................... S-4 
ANPRM ........................................................... 46, 107 
ANRF ...................................................................... 52 
APA ................................................................. 46, 113 
Arbitration Panel ..................................................... 82 
ATF ......................................................................... 91 
August 2017 Guidance .......................................... 108 
Authorized Denomination ....................................... 16 
B&W ........................................................... S-3, 1, 93 
Bankruptcy Code ..................................................... 59 
Base Aggregate Participating Manufacturer 

Market Share ....................................................... 73 
Base Operating Income ........................................... 72 
Base Share ............................................................... 70 
Base Volume ........................................................... 71 
BAT ................................................................. S-4, 93 
Bond Counsel ........................................................ 133 
Bond Obligation ...................................................... 10 
Bond Structuring Methodology and 

Assumptions ........................................................ 35 
Bonds ................................................................. S-1, 1 
Cambridge Filter Method ...................................... 115 
Capital Appreciation Bond ...................................... 16 
CBI .......................................................................... 94 
CCTA ...................................................................... 91 
CDC ......................................................................... 44 
Cigarette .................................................................. 70 
Class 1 Senior Bonds ................................................. 4 
Class 1 Senior Liquidity Reserve Requirement S-10, 5 
Class 1 Senior Liquidity Reserve Subaccount ........... 5 

Class 2 Payment Default .......................................... 13 
Class 2 Senior Bonds ................................................. 4 
Class 2 Senior Liquidity Reserve Requirement S-10, 5 
Class 2 Senior Liquidity Reserve Subaccount ........... 5 
Class Action Cases ................................................ 121 
Closing Date .......................................................... S-2 
Code ....................................................................... 133 
Collateral ........................................................... S-2, 4 
Collections ....................................................... S-11, 7 
Commissioner .......................................................... 90 
Complementary Legislation ..................................... 80 
Consent Decree ................................................ S-5, 91 
Continuing Disclosure Undertaking ............ S-12, 132 
CPI ........................................................................... 71 
CPI-U ....................................................................... 36 
Current Interest Bond .............................................. 16 
Data Clearinghouse .................................................. 84 
Default Rate ............................................................. 10 
Defeasance Redemption ............................................ 6 
Deposit Date ........................................................ S-11 
Discount Bonds ..................................................... 133 
Distribution Date ............................................... S-7, 3 
DOJ Case ......................................................... 57, 122 
DOL ......................................................................... 74 
DPA ......................................................................... 43 
DPH ......................................................................... 90 
DTC ....................................................................... S-2 
e-cigarette ................................................................ 50 
electronic cigarette ................................................... 50 
EMMA ......................................................... S-12, 132 
Engle Progeny Cases ....................................... 57, 121 
Escrow Agreement .................................................. 22 
Escrow Statute ......................................................... 78 
ETS .......................................................................... 56 
E-Vapor Cases ....................................................... 122 
Event of Default ............................................ S-11, 12 
Ex Officio Director .................................................. 21 
FCTC ..................................................................... 120 
FD&C Act ............................................................. 105 
FDA ................................................................... 45, 98 
FET .......................................................................... 84 
Fixed Sinking Fund Installment ................................. 4 
Flight Attendant Cases ........................................... 121 
Foundation ............................................................... 77 
FSPTCA .................................................... 45, 91, 105 
FTC .................................................................... 58, 93 
Fully Paid................................................................... 4 
General Tobacco ...................................................... 60 
Health Care Cost Recovery Cases ......................... 122 
IHS Global ............................................................. S-7 
Imperial Tobacco ............................................. S-4, 93 
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Income Adjustment .................................................. 72 
Indenture ............................................................ S-1, 1 
Independent Director ............................................... 21 
Individual Smoking and Health Cases ................... 121 
Inflation Adjustment ........................................ S-5, 71 
Initial Payments ..................................................... S-4 
ITC ......................................................................... 102 
JPMDL .................................................................. 125 
Liggett ..................................................................... 94 
Litigating Releasing Parties Offset .......................... 74 
Lorillard ....................................................... S-3, 1, 93 
Lump Sum Payment .................................................. 7 
March 2019 Draft Guidance .................................. 111 
Market Share ................................................... S-5, 70 
Market Share Loss ................................................. S-5 
Maturity Date ............................................................. 5 
Maturity Value ........................................................... 5 
Maximum Annual Class 1 Senior Bond Debt 

Service ......................................................... S-10, 5 
Middleton .............................................................. 110 
Model Statute ........................................................... 78 
MRTP .................................................................... 103 
MSA .................................................................. S-1, 1 
MSA Auditor ........................................................... 69 
MSA Escrow Agent ......................................... S-5, 69 
MSA Escrow Agreement ......................................... 69 
MSAI ............................................................... S-6, 70 
Municipal Advisor ................................................. 138 
NAAG ................................................................... S-6 
NAFTA .................................................................... 55 
National Escrow Agreement .................................. S-5 
New Product Application Process ......................... 105 
NIH ........................................................................ 114 
Non-Compliant NPM Cigarettes ............................. 84 
non-contested states ................................................. 82 
Non-Participating Manufacturers ...................... S-5, 2 
Non-Released Parties ............................................... 75 
Non-SET-Paid NPM Sales ...................................... 84 
NPM Adjustment ................................... S-5, 2, 43, 73 
NPM Adjustment Settlement ................................... 83 
NPM Adjustment Settlement Agreement ................ 82 
NPM Adjustment Settlement Non-Signatories ........ 83 
NPM Adjustment Settlement Signatories ................ 83 
NPM Adjustment Settlement Term Sheet ............... 82 
NPM Adjustment Stipulated Partial Settlement 

and Award ........................................................... 83 
NPMs ........................................................... S-5, 2, 44 
NTSC ................................................................. S-1, 1 
NTSC Tobacco Assets ....................................... S-1, 1 
Offset for Claims-Over ............................................ 75 
Offset for Miscalculated or Disputed Payments ...... 74 
Operating Cap ............................................................ 8 
OPMs ................................................................. S-4, 1 
Original Participating Manufacturers ................ S-4, 1 
Owners ..................................................................... 16 
PACT ....................................................................... 91 

Participating Manufacturers ............................... S-4, 2 
Payment Priorities.............................................. S-3, 4 
Philip Morris ................................................ S-3, 1, 92 
Pledged Accounts ...................................................... 4 
Pledged TSRs .................................................... S-2, 1 
Pledged TSRs Projection Methodology and 

Assumptions ........................................................ 35 
PMs ....................................................... S-1, S-4, 2, 65 
PMTA .................................................................... 108 
Preliminary Evaluation .......................................... 107 
Premium Bonds ..................................................... 134 
Previously Settled State Settlements........................ 58 
Previously Settled States ......................................... 66 
Previously Settled States Reduction ................ S-5, 72 
Pro Rata ................................................................... 11 
Pro Rata Defeasance Redemption Schedule .............. 6 
Projected Turbo Redemption ................................. S-8 
Projected Turbo Redemptions ................................. 18 
Projected Turbo Redemptions Adjusted for 

Prior Payments ....................................................... 6 
PSS Credit Amendment ........................................... 72 
Purchase and Sale Agreement ........................... S-1, 1 
Qualifying Statute .................................................... 78 
Record Date ............................................................. 16 
Refunding Bonds ..................................................... 14 
Relative Market Share ..................................... S-5, 70 
Released Parties ....................................................... 68 
Released Party ......................................................... 68 
Releasing Parties ..................................................... 68 
Reynolds American ......................................... S-3, 93 
Reynolds Tobacco ....................................... S-3, 1, 93 
RICO ....................................................................... 56 
Rule ............................................................. S-12, 132 
S&P ....................................................... S-13, 61, 135 
Santa Fe Natural Tobacco Company ....................... 93 
SEC .......................................................................... 42 
Senior Bonds ............................................................. 5 
Senior Bonds Payment Priorities ....................... S-3, 4 
Senior Liquidity Reserve Account ................... S-10, 5 
Senior Liquidity Reserve Requirement ...................... 5 
Serial Maturity ........................................................... 5 
Series 2006 Bonds ............................................. S-1, 1 
Series 2021 Bonds ............................................. S-1, 1 
Series 2021A Bonds .......................................... S-1, 1 
Series 2021B Bonds ........................................... S-1, 1 
Series 2021B-1 Bonds ....................................... S-1, 1 
Series 2021B-2 Bonds ....................................... S-1, 1 
SET .......................................................................... 84 
SET-Paid NPM Percentage...................................... 85 
SET-Paid NPM Sales ............................................... 84 
Settling States .................................................... S-3, 1 
SLATI .................................................................... 116 
SPMs ........................................................... S-4, 2, 65 
State ........................................................................... 1 
State Settlement Agreements ................................... 58 
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I-3 
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Subordinate Bonds ........................................... S-12, 5 
Subordinate Payment Default .................................. 13 
Subsequent Participating Manufacturers ........... S-4, 2 
Tobacco Consumption Alternative Case 
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Tobacco Consumption Alternative Case 
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Tobacco Consumption Base Case Forecast ........... 131 
Tobacco Consumption Forecasts ........................... 131 
Tobacco Consumption Report ............................... S-7 
Tobacco Products .................................................... 77 

Total Lump Sum Payment ......................................... 7 
TPSAC ............................................................. 47, 105 
Trustee ............................................................... S-1, 1 
TTB ......................................................................... 91 
Turbo Redemptions ......................................... S-8, 17 
UMSRC ................................................................... 99 
United States ............................................................ 70 
UST ......................................................................... 92 
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