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THE UNDERWRITERS PARTICIPATING IN THIS OFFERING MAY ENGAGE IN 
TRANSACTIONS THAT STABILIZE OR MAINTAIN THE PRICE OF THE SECURITIES AT A LEVEL 
ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET, OR OTHERWISE 
AFFECT THE PRICE OF THE SECURITIES OFFERED HEREBY, INCLUDING OVER-ALLOTMENT 
AND STABILIZING TRANSACTIONS. SUCH STABILIZING, IF COMMENCED, MAY BE 
DISCONTINUED AT ANY TIME. 

NO DEALER, BROKER, SALESPERSON OR OTHER PERSON IS AUTHORIZED IN 
CONNECTION WITH ANY OFFERING MADE HEREBY TO GIVE ANY INFORMATION OR MAKE 
ANY REPRESENTATION OTHER THAN AS CONTAINED HEREIN, AND, IF GIVEN OR MADE, 
SUCH INFORMATION OR REPRESENTATION MUST NOT BE RELIED UPON AS HAVING BEEN 
AUTHORIZED BY THE CORPORATION, THE CITY 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 CAN BE NO ASSURANCE THAT A SECONDARY MARKET FOR THE SERIES 2006 
BONDS WILL DEVELOP, OR IF ONE DEVELOPS, THAT IT WILL CONTINUE FOR THE LIFE OF 
THE SERIES 2006 BONDS. 

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

The information and expressions of opinion contained herein are subject to change without notice and 
neither the delivery of this Offering Circular nor any sale made hereunder shall, under any circumstances, create any 
implication that there has been no change in the affairs of the Corporation or the City in the matters covered by the 
reports of Global Insight included as Appendix A to, or under the caption "CERTAIN INFORMATION 
RELATING TO THE TOBACCO INDUSTRY" in, this Offering Circular, or tobacco industry information, since 
the date hereof, or that the information contained in this Offering Circular is correct as of any date subsequent to the 
date hereof. Such information and expressions of opinion are made for the purpose of providing information to 
prospective investors and are not to be used for any other purpose or relied on by any other person. 

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

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



THE SERIES 2006 BONDS HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE U.S. 
SECURITIES AND EXCHANGE COMMISSION, ANY STATE SECURITIES COMMISSION OR ANY 
OTHER REGULATORY AUTHORITY, NOR HAS ANY OF THE FOREGOING PASSED UPON 
ACCURACY OR THE ADEQUACY OF THIS OFFERING CIRCULAR. ANY REPRESENTATION TO 
THE CONTRARY IS A CRIMINAL OFFENSE. 

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

This Summary Statement is subject in a11 respects fo 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 2006 Bonds to potential investors is made only by means of the entire Offering Circular. 
Capitalized terms used in this Summary Statement and not otherwise deJined shall have the meanings given such 
terms in the Indenture oi- Sale Agreement, as applicable. See Appendix E - "SUMMARY OF PRINCIPAL LEGAL 
DOCUMENTS - Definitions" attached hereto. 

Overview ............................................... The City of San Diego Tobacco Settlement Revenue Funding 
Corporation (the "Corporation"), a nonprofit public benefit corporation 
organized by The City of San Diego, California (the "City"), under the 
Nonprofit Public Benefit Corporation Law (Section 51 10 et seq. of the 
California Corporations Code) (the "Nonprofit Public Benefit 
Corporation Law") of the State of California (the "State"), is issuing 
its Tobacco Settlement Asset-Backed Bonds, Series 2006 (the "Series 
2006 Bonds") in the aggregate principal amount of $105,400,000 
pursuant to an Indenture, as supplemented by a Series 2006 Supplement, 
each dated as of June 1, 2006 (collectively, the "Indenture"), by and 
between the Corporation and Wells Fargo Bank, National Association, 
as indenture trustee (the "Indenture Trustee"). The proceeds of the 
Series 2006 Bonds will be used to (i) finance the Corporation's purchase 
of the Sold City Tobacco Assets (herein defined), (ii) h n d  the Debt 
Service Reserve Account, (iii) fund the Capitalized Interest Account, 
(iv) fund the Operating Account, and (v) pay the costs of issuance 
incurred in connection with the issuance of the Series 2006 Bonds. The 
"Sold City Tobacco Assets" consist of all the TSRs (herein defined) 
payable to the City under the MSA (herein defined) and all Lump Sum 
Payments, if any ("Lump Sum Payments"), received from Participating 
Manufacturers (herein defined) under the MSA. 

The Series 2006 Bonds are primarily secured by a portion of tobacco 
settlement revenues required to be paid to the State under the Master 
Settlement Agreement (the "MSA) entered into by participating 
cigarette manufacturers, 46 states and six other U.S. jurisdictions, in 
November 1998 in settlement of certain cigarette smoking-related 
litigation and made payable to the City pursuant to agreements with the 
State and other parties. See "SECURITY FOR THE SERIES 2006 
BONDS" herein. The City will sell to the Corporation its right, title and 
interest in, to and under the MSA and the Memorandum of 
Understanding (the "MOU"), as agreed to by the State and the 
Participating Jurisdictions (described below), as provided in the 
Agreement Regarding Interpretation of Memorandum of Understanding 
(the "ARIMOU") and the Decree (as defined herein), including the 
City's Annual Payments and Strategic Contribution Fund Payments (all 
such payments to the City are collectively referred to as the "TSRs"), 
pursuant to a Sale Agreement dated as of June 1, 2006 (the "Sale 
Agreement"), by and between the City and the Corporation. The 
Corporation will finance its purchase of the Sold Clty Tobacco Assets 
with a portion of the proceeds of the Series 2006 Bonds. 

The Corporation ..................................... The Corporation is a nonprofit public benefit corporation organized 
under the provisions of the Nonprofit Public Benefit Corporation Law. 
See "THE CORPORATION herein. 

S- 1 



The City ............................................... The City of San Diego is a charter city and a municipal corporation duly 
organized and existing under its charter and the Constitution of the 
State. 

SecuritiesOffered .................................. The Series 2006 Bonds consist of Term Bonds (as defined in the 
Indenture). The Series 2006 Bonds maturing on June 1, 2032 are 
referred to herein as the "Series 2006 Turbo Term Bonds". It is 
expected that the Series 2006 Bonds will be delivered in book-entry 
form through the facilities of The Depository Trust Company, New 
York, New York ("DTC"), on or about June 21, 2006 (the "Closing 
Date"). Beneficial owners of the Series 2006 Bonds will not receive 
physical delivery of bond certificates. See Appendix F - "BOOK- 
ENTRY ONLY SYSTEM" attached hereto. The Series 2006 Bonds 
will be dated their date of delivery and will bear interest at the rates and 
mature on the dates set forth on the inside cover of this Offering 
Circular. The Series 2006 Bonds will be available for purchase in 
denominations of $100,000 or any integral multiple thereof. 

Collateral ............................................... The Series 2006 Bonds will be secured by the Corporation's rights 
under the Sale Agreement, the Pledged Revenues (herein defined) and 
the other Collateral pledged under the Indenture, which primarily 
consists of all TSRs and Lump Sum Payments, less the portions thereof 
that constitute Unencumbered Revenues (herein defined), and such other 
assets and property as are described in the Indenture (as further 
described herein, the "CoUateral") and pledged to the Owners of the 
Series 2006 Bonds (the "Owners"). 

"Pledged Revenues" means all TSRs and all fees, charges, payments, 
proceeds, collections, investment earnings and other income and receipts 
paid or payable to the Corporation or the Indenture Trustee for the 
account of the Corporation or the Owners and Lump Sum Payments, 
other than Unencumbered Revenues. 

"Unencumbered Revenues" means (I)  until the Series 2006 Bonds are 
no longer Outstanding, (x) amounts in excess of the first $10.1 million 
of the money constituting TSRs actually received by the Indenture 
Trustee in each calendar year and (y) the Unencumbered Portion of each 
Lump Sum Payment, as the case may be, rounded down to the nearest 
cent, and (2) thereafter, one hundred percent (100%) of all TSRs and 
Lump Sum Payments. 

"Unencumbered Portion" means, with respect to each Lump Sum 
Payment, the amount of such Lump Sum Payment in excess of the 
fraction thereof equal to (x) the aggregate principal amount of Series 
2006 Bonds that are Outstanding on the date of receipt of such Lump 
Sum Payment by the Indenture Trustee, divided by (y) the initial 
aggregate principal amount of the Series 2006 Bonds. 

Owners will have no claim on the Unencumbered Revenues if amounts 
derived from the Collateral are insufficient to pay principal of and 
interest on the Series 2006 Bonds or under any other circumstances. See 
"SECURITY FOR THE SERTES 2006 BONDS' herein. 

Master Settlement Agreement ............... The MSA was entered into on November 23, 1998, among the attorneys 
general of 46 states (including the State), the District of Columbia, the 
Commonwealth of Puerto Rico, Guam, the U.S. Virgin Islands, 
American Samoa and the Commonwealth of the Northern Mariana 



Islands (collectively, the "Settling States") and the then four largest 
U.S. tobacco manufacturers: Philip Moms Incorporated ("Philip 
Morris"), R.J. Reynolds Tobacco Company ("Reynolds Tobacco"), 
Brown & Williamson Tobacco Corporation ("B&W") and Lorillard 
Tobacco Company ("Lorillard). Philip Moms, Reynolds Tobacco, 
B&W and Lorillard are collectively referred to as the "Original 
Participating Manufacturers" or the "OPMs"). On January 5, 2004, 
Reynolds American Inc. ("Reynolds American") was incorporated as a 
holding company to facilitate the combination of the U.S. assets, 
liabilities and operations of B&W with those of Reynolds Tobacco. 
References herein to the "Original Participating Manufacturers" or 
"OPMs" means, for the period prior to June 30, 2004, collectively, 
Philip Moms, Reynolds Tobacco, B&W and Lorillard and for the period 
on and after June 30, 2004, collectively Philip Moms, Reynolds 
American and Lorillard. As reported by the OPMs, the OPMs 
accounted for approximately 86.1%~ of the U.S. domestic cigarette 
market in 2005, based upon shipments. 

The MSA resolved cigarette smoking-related litigation between the 
Settling States and the OPMs and released the OPMs from past and 
present smoking-related claims and provides for a continuing release of 
future smoking-related claims, in exchange for certain payments to be 
made to the Settling States (including Initial Payments, Annual 
Payments and Strategic Contribution Fund Payments as defined herein), 
and imposed certain tobacco advertising and marketing restrictions on 
the OPMs, among other things. The MSA represents the resolution of a 
large potential financial liability of the OPMs for smoking-related 
injuries, the costs of which have been borne and will likely continue to 
be borne by cigarette consumers. The City and the Corporation are not 
parties to the MSA. 

The MSA provides for tobacco companies other than the OPMs to 
become parties to the MSA. Tobacco companies that become parties to 
the MSA after the OPMs are referred to herein as "Subsequent 
Participating Manufacturers" or "SPMs" and the SPMs, together with 
the OPMs, are referred to herein as the "Participating Manufacturers" 
or "PMs." Tobacco companies that do not become parties to the MSA 
are referred to herein as "Non-Participating Manufacturers" or 
"NPMs." Under the MSA, the State is entitled to 12.7639554% of the 
Initial Payments and Annual Payments and 5.1 730408% of the Strategic 

' Market share information for the OPMs based on domestic industry shipments may be materially different from 
Relative Market Share for purposes of the MSA and the respective obligations of OPMs to contribute to Annual 
Payments and Strategic Contribution Fund Payments. See "SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT - Annual Payments" herein. Additionally, aggregate market share information as reported by 
Loews Corporation is different from that utilized in the bond structuring assumptions and may differ from the 
market share information as reported by the OPMs for purposes of their filings with the Securities and 
Exchange Commission. See "METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS and 
"CERTAIN INFORMATION RELATING TO THE TOBACCO INDUSTRY" herein. The aggregate market 
share information used in the Cash Flow Assumptions may differ materially from the market share information 
used by MSA Auditor in calculating the adjustments to Annual Payments and Strategic Contribution Fund 
Payments. See "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - Adjustments to Payments" 
herein. 
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Contribution Fund Payments made by PMs under the MSA and 
distributed through the National Escrow Agreement, entered into on 
December 23, 1998 (the "National Escrow Agreement"), among the 
Settling States, the OPMs and Citibank, N.A., as escrow agent 
thereunder (the "MSA Escrow Agent"). 

California Consent Decree, the MOU, 
the ARIMOU and the California Escrow 
Agreement ............................................. On December 9, 1998, the Consent Decree and Final Judgment (the 

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

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

Under the MOU, 45% of the State's allocation of TSRs under the MSA 
is allocated to the Participating Jurisdictions that represent the 58 
counties and 5% to the four cities, including the City, that are 
Participating Jurisdictions (1.25% each), with the remaining 50% being 
retained by the State. Pursuant to the allocable share provided in the 
MOU and the ARIMOU, the City is entitled to receive 1.25% of the 
total statewide share of the TSRs, which allocation is not subject to 
adjustment for population changes. The TSRs are subject to several 
adjustments as described herein. See "THE CALIFORNIA CONSENT 
DECREE, THE MOU, THE ARIMOU AND THE CALIFORNIA 
ESCROW AGREEMENT" herein. 

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

Under the MSA, the State's portion of the TSRs is deposited into the 
California State-Specific Account held by Citibank, N.A., as MSA 
Escrow Agent. Pursuant to the tesms of the MOU, the ARIMOU and an 
Escrow Agreement dated April 12, 2000, as amended by the first 
amendment to escrow agreement, dated July 19, 2001 (the "California 



Escrow Agreement7'), between the State and Citibank, N.A., as 
California Escrow Agent (the "California Escrow Agent"), the State 
has instructed the MSA Escrow Agent to transfer (upon receipt thereof) 
all amounts in the California State-Specific Account to the California 
Escrow Agent. The California Escrow Agent is required to deposit the 
State's 50% share of the TSRs in an account for the benefit of the State, 
and the remaining 50% of the TSRs into separate sub-accounts of an 
account for the benefit of the Participating Jurisdictions or as otherwise 
directed by the local jurisdiction (this account referred to herein as the 
"California Local Government Escrow Account"). In connection 
with the issuance of the Series 2006 Bonds, the California Escrow 
Agent will be irrevocably instructed by the City to disburse the Sold 
City Tobacco Assets from the California Local Government Escrow 
Account directly to the Indenture Trustee. The MOU provides that the 
distribution of tobacco related recoveries is not subject to alteration by 
legislative, judicial or executive action at any level, and, if such 
alteration were to occur and survive legal challenge, any modification 
would be borne proportionally by the State and the Participating 
Jurisdictions. See "THE CALIFORNIA CONSENT DECREE, THE 
MOU, THE ARIMOU AND THE CALIFORNIA ESCROW 
AGREEMENT" herein. 

Litigation Regarding MSA and Related Numerous lawsuits have been filed challenging the MSA and related 
Statutes .................................................. statutes, including two cases (Grand River, in which the Attorney 

General of the State is a defendant, and Freedom Holdings, discussed in 
"RISK FACTORS" herein), that are pending in the U.S. District Court 
for the Southern District of New York. The plaintiffs in both cases seek, 
among other things, a determination that state statutes enacted pursuant 
to the MSA conflict with and are preempted by the federal antitrust laws 
and that state statutes enacted pursuant to the MSA violate the 
Commerce Clause of the U.S. Constitution. A determination that the 
MSA or state legislation enacted pursuant to the MSA is void or 
unenforceable would have a materially adverse effect on the payments 
by PMs under the MSA and the amount or the timing of receipt of 
Pledged Revenues available to the Corporation to pay principal of and 
interest on the Series 2006 Bonds, including making payments of Turbo 
Redemptions, and could result in the complete loss of an Owner's 
investment. See "RISK F A C T O R S ' a n d  "LEGAL 
CONSIDERATIONS" herein. 

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



Base  mount* 
$4,500,000,000 
5,000,000,000 
6,500,000,000 
6,500,000,000 
8,000,000,000 
8,000,000,000 
8,000,000,000 
8,000,000,000 
8,139,000,000 
8,139,000,000 

Year 
2010 
201 1 
2012 
2013 
2014 
2015 
2016 
2017 

Thereafter 

Base  mount* 
$8,139,000,000 
8,I 39,000,000 
8,139,000,000 
8,139,000,000 
8,139,000,000 
8,139,000,000 
8,139,000,000 
8,139,000,000 
9,000,000,000 

and (iii) ten annual payments in the amount of $861 million each, each 
of which is subject to adjustment (the "Strategic Contribution Fund 
Payments"), required to be made on each April 15 commencing 
April 15,2008 and ending April 15,2017. 

See "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT 
- Initial Payment," "- Annual Payments" and "- Strategic Contribution 
Fund Payments" herein. 

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

Under the MSA, the Annual Payments and Strategic Contribution Fund 
Payments due under the MSA are subject to numerous adjustments, 
some of which may be material. Such adjustments include, among 
others, reductions for decreased domestic cigarette shipments, 
reductions for decreases in market share of PMs under certain 
circumstances, reductions on account of those states that settle or have 
settled their claims against the PMs independently of the MSA and 
increases related to inflation in an amount of not less than 3% per year 
in the case of the Annual Payments. See "SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT - Adjustments to Payments7' 
and "RISK FACTORS - Other Potential Payment Decreases Under the 
Terms of the MSA - NPM Adjusiment" and "Dispufed ol- Recalculated 
Paynients and Disputes under the Terms o f  the MSA" herein. 

As described herein, the base amounts of Annual Payments are subject to various adjustments which have resulted in reduced Annual 
Payments in certain prior years. See "RISK FACTORS - Decline in Cigarette Consumption Materially Beyond Forecasted Levels May 
Adversely Affect Payments," "- Other Potential Payment Decreases Under the Terms of the MSA," and "SUMMARY OF MASTER 
SETTLEMENT AGREEMENT - Annual Payments" herein. 



Flow of TSRs ......................................... Upon the sale of the Sold City Tobacco Assets to the Corporation, the 
Sold City Tobacco Assets will constitute tobacco assets of the 
Corporation and the California Escrow Agent will be irrevocably 
instructed by the City to disburse the Sold City Tobacco Assets from the 
California Local Government Escrow Account directly to the Indenture 
Trustee for the Series 2006 Bonds. 

The following diagram depicts the flow of Sold City Tobacco Assets to 
the Indenture Trustee upon the issuance of the Series 2006 Bonds. See 
"THE CALIFORNIA CONSENT DECREE, THE MOU, THE 
ARIMOU AND THE CALIFORNIA ESCROW AGREEMENT - Flow 
of Funds and California Escrow Agreement" herein. 

OPMs and 
SPMs 

MSA 
Escrow Agent 

California 
Annual Payments 

California Strategic 
Contribution 
Payments 

California Escrow Agent I 
v v v 

Indenture 
Other 

State Participating Trustee Jurisdictions 

Bondholders 
(Pledged Revenues) 

Residual Certificate Holder 
(Unencumbered Revenues) 

(i) Until all amounts due under the Indenture (other than to the 
Residual Trust) shall have been paid or otherwise provided for in the 
Indenture, there shall be deposited in the Pledged Revenues Subaccount 
for the benefit of the Bondholders (x) the first $10.1 million of the 
money constituting TSRs actually received by the Indenture Trustee in 
each calendar year and (y) the Pledged Portion of each Lump Sum 
Payment, as the case may be, rounded up to the nearest cent. 

(ii) Until all amounts due under the Indenture (other than to the 
Residual Trust) shall have been paid or otherwise provided for in 
theIndenture, there shall be deposited in the Unencumbered Revenues 
Subaccount (x) amounts in excess of the first $10.1 million of the 
money constituting TSRs actually received by the Indenture Trustee in 
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each calendar year (as described in (i) above) and (y) the Unencumbered 
Portion of each Lump Sum Payment, as the case may be, rounded down 
to the nearest cent. 

See "SECURITY FOR THE SERIES 2006 BONDS - Flow of Funds" 
herein. 

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

Cigarette Consumption .......................... As described in the Global Insight Cigarette Consumption Report 
referred to below, domestic cigarette consumption grew dramatically in 
the 20th century, reaching a peak of 640 billion cigarettes in 1981. 
Consumption declined in the 1980's and 1990's, reaching a level of 465 
billion cigarettes in 1998, and decreased to an estimated 381 billion 
cigarettes in 2005. A number of factors affect consumption, including, 
but not limited to, pricing, indusby advertising, expenditures, health 
warnings, restrictions on smoking in public places, nicotine dependence, 
youth consumption, general population trends and disposable income. 
See "GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" 
herein and Appendix A - "GLOBAL INSIGHT CIGARETTE 
CONSUMPTION REPORT" attached hereto. 

Global Insight Cigarette 
Consumption Report .............................. Global Insight Inc. ("Global Insight"), an international econometric and 

consulting fm, was retained on behalf of the Corporation to forecast 
cigarette consumption in the United States from 2004 through 2031. 
Global Insight's report, entitled "A Forecast of U.S. Cigarette 
Co~zsumption (2004-2031) ,for City of Sun Diego Tobacco Settlement 
Revenue Funding Corporation" dated June 16, 2006 (the "Global 
Insight Cigarette Consumption Report") is attached hereto as 
Appendix A and should be read in its entirety for an understanding of 
the assumptions on which it is based and the conclusions contained 
therein. The Global Insight Cigarette Consumption Report is subject to 
certain disclaimers and qualifications as described therein. See 
Appendix A - "GLOBAL INSIGHT CIGARETTE CONSUMPTION 
REPORT" attached hereto. 

Global Insight considered the impact of demographics, cigarette prices, 
disposable income, employment and unemployment, industry 
advertising expenditures, the future effects of the incidence of smoking 
among underage youth and qualitative variables that captured the impact 
of anti-smoking regulations, legislation and health warnings. Global 
Insight found the following variables to be effective in building an 
empirical model of adult per capita cigarette consumption: real cigarette 
prices, real per capita disposable personal income, the impact of 
restrictions on smoking in public places and the trend over time in . . .  
i i idi~idii~l b & i ~ i ~ i  ~ i i d  pef~iences. TuTsiiig dak from I965 to 2003 and 
an analysis of the variables, Global Insight constructed an empirical 
model of adult per capita cigarette consumption ("CPC") for the U.S. 
Using standard multivariate regression analysis to determine the 
relationship between such variables and CPC along with Global 
Insight's standard adult population growth statistics and adjustments for 



non-adult smoking, Global Insight projected adult cigarette consumption 
through 203 1. 

While the Global Insight Cigarette Consumption Report is based on 
U.S. cigarette consumption, MSA Payments are computed based in part 
on shipments in or to the fifty states, the District of Columbia and 
Puerto Rico. The Global Insight Cigarette Consumption Report states 
that the quantities of cigarettes shipped and cigarettes consumed within 
the U.S. may not match at any given point in time as a result of various 
factors, such as inventory adjustments, but are substantially the same 
when compared over a period of time. See "GLOBAL INSIGHT 
CIGARETTE CONSUMPTION REPORT" herein and Appendix A - 
"GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" 
attached hereto. The projections and forecasts regarding future cigarette 
consumption included in the Global Insight Cigarette 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. 

Use of Proceeds ..................................... The proceeds of the Series 2006 Bonds will be used to (i) finance the 
Corporation's purchase of the Sold City Tobacco Assets (herein 
defined), (ii) fund the Debt Service Reserve Account, (iii) fund the 
Capitalized Interest Account, (iv) fund the Operating Account, and (v) 
pay the costs of issuance incurred in connection with the issuance of the 
Series 2006 Bonds. 

Interest ................................................. Interest on the Outstanding principal amount of the Series 2006 Bonds is 
payable on June 1 or December 1 of each year (each a "Distribution 
Date"), commencing on December 1, 2006. Interest will be computed 
on the basis of a 360-day year consisting of twelve 30-day months. 
Failure to pay the full amount of interest on the Series 2006 Bonds when 
due is an Event of Default. See "SECURITY FOR THE SERIES 2006 
BONDS" herein. 

Principal ................................................ The principal of a Series 2006 Bond must be paid on the stated maturity 
date thereof set forth on the inside cover page of this Offering Circular 
(the "Maturity Date"). The ratings of the Series 2006 Bonds only 
address each Rating Agency's assessment of the ability of the 
Corporation to pay interest when due and to pay principal of the Series 
2006 Bonds on the Maturity Date and do not address payment at any 
earlier time, whether from Turbo Redemptions (herein defined) or 
otherwise. See "RATINGS'herein. A failure by the Corporation to pay 
the principal of a Series 2006 Bond when due will constitute an Event of 
Default under the Indenture. See "SECURITY FOR THE SERIES 2006 
BONDS'herein. 

TurboRedemption ................................ The Series 2006 Turbo Term Bonds are subject to mandatory 
redemption in whole or in part prior to the stated maturity date from 
amounts on deposit in the Turbo Redemption Account on each June 1 
and December 1, commencing June 1, 2007, at the redemption price of 
100% of the principal thereof together with interest accrued to the date 
fixed for redemption, without premium ("Turbo Redemption"). The 
Series 2006 Turbo Term Bonds are subject to Turbo Redemption in 
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order of maturity. See "THE SERIES 2006 BONDS - Turbo 
Redemption" herein. 

Actual Payments of Principal ................ Due to a number of factors, including actual shipments of cigarettes in 
the U.S. and the actual level of payments received by the Settling States 
under the MSA, the amount available to pay principal on the Series 
2006 Bonds may fluctuate from year to year. As a result, Pledged 
Revenues derived from Sold City Tobacco Assets and received by the 
Corporation may be insufficient to pay principal or sufficient to pay 
principal but insufficient for Turbo Redemptions. In either event, the 
Corporation will have no obligation to make Turbo Redemptions. A 
failure by the Corporation to pay the principal of a Series 2006 Bond on 
the Maturity Date will constitute an Event of Default under the 
Indenture. 

Optional Redemption ............................. The Series 2006 Turbo Term Bonds are subject to optional redemption 
at par, in whole or in part, at any time, but only in an amount that may 
not exceed the amount of the Turbo Redemptions that were projected to 
be paid, but as of the day of such redemption have not been paid with 
respect to such Series 2006 Turbo Term Bonds. Defeasance to an 
optional redemption date or to maturity of any Series 2006 Turbo Term 
Bonds must also include par redemption of such Series 2006 Turbo 
Term Bonds on each Distribution Date prior to the related optional 
redemption or maturity date, as applicable, based on schedule of Turbo 
Redemptions that were projected to be paid assuming the Global Insight 
Base Case Forecast set forth under "METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS7' herein. 

The Series 2006 Bonds are also subject to optional redemption prior to 
their maturity, at the option of the Corporation, in whole or in part on 
any date, at a redemption price equal to the greater of: 

(1) 100 percent of the principal amount of the Series 2006 Bonds 
to be redeemed, or 

(2) the sum of the present values of the remaining projected turbo 
redemptions and interest on the Series 2006 Bonds to be redeemed 
(exclusive of interest accrued to the date fixed for redemption) 
discounted to the date of redemption on a semi-annual basis at the 
Treasury Rate plus 120 basis points, 

plus in each case, accrued and unpaid interest on the Series 2006 Bonds 
being redeemed to the date fixed for redemption. 

For the purpose of determining the Treasury Rate, the following 
definitions will apply: 

"Treasury Rate" means, with respect to any redemption date for a 
particular Series 2006 Bond, the rate per annum, expressed as a 
persent.ge ef t!x princip;>..! zme-mt, p_y22! te the S~~I?~;>..IIIIU;>..~ e y ~ i ~ ~ l e n f  
yield to maturity or interpolated maturity of the Comparable Treasury 
Issue, assuming that the Comparable Treasury Issue is purchased on the 
redemption date for a price equal to the Comparable Treasury Price, as 
calculated by the Designated Investment Banker. 



"Comparable Treasury Issue7' means, with respect to any redemption 
date for a particular Series 2006 Bond, the United States Treasury 
security or securities selected by the Designated Investment Banker 
which has an actual or interpolated maturity comparable to the 
remaining average life of the applicable Series 2006 Bonds to be 
redeemed, and that would be utilized in accordance with customary 
financial practice in pricing new issues of debt securities of comparable 
maturity to the remaining average life of the Series 2006 Bonds to be 
redeemed. 

"Comparable Treasury Price" means, with respect to any redemption 
date for a particular Series 2006 Bond, (1) if the Designated Investment 
Banker receives at least four Reference Treasury Dealer Quotations, the 
average of such quotations for such redemption date, after excluding the 
highest and lowest Reference Treasury Deal Quotations, or (2) if the 
Designated Investment Banker obtains fewer than four such Reference 
Treasury Dealer Quotations, the average of all such quotations. 

"Designated Investment Banker" means one of the Reference 
Treasury Dealers appointed by the Corporation. 

"Reference Treasury Dealer" means one or more firms, specified by 
the Corporation as required, that are primary U.S. Government securities 
dealers in the City of New York (each a "Primary Treasury Dealer"); 
provided, however, that if any of them ceases to be a Primary Treasury 
Dealer, the Corporation shall substitute another Primary Treasury 
Dealer. 

"Reference Treasury Deal Quotations" means, with respect to each 
Reference Treasury Dealer and any redemption date for a particular 
Series 2006 Bond, the average, as determined by the Designated 
Investment Banker, of the bid and asked prices for the Comparable 
Treasury Issue (expressed in each case as a percentage of its principal 
amount) quoted in writing to the Designated Investment Banker by such 
Reference Treasury Dealer at 3:30 p.m., New York City time, on the 
third business day preceding such redemption date. 

The remaining projected turbo redemptions and remaining average life 
are determined based on the schedule of turbo redemptions set forth 
under Appendix G - "DEFEASANCE TURBO SCHEDULE attached 
hereto. 

See "THE SERIES 2006 BONDS - Optional Redemption" herein. 

Extraordinary Prepayment ..................... If an Event of Default has occurred and is continuing, the principal of 
Outstanding Series 2006 Bonds will be immediately due and payable 
and amounts on deposit in the Extraordinary Prepayment Account, the 
Capitalized Interest Account, the Debt Service Account and the Debt 
Service Reserve Account will be applied on each Distribution Date to 
pay interest on overdue interest on the Outstanding Series 2006 Bonds 
(to the extent IegaIly permissible) pro rata without regard to their order 
of maturity; second, to pay overdue interest on the Outstanding Series 
2006 Bonds then due pro rata without regard to their order of maturity; 
third, to pay interest on the Outstanding Series 2006 Bonds then due pro 
rata without regard to their order of maturity; and fourth, to prepay the 
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Outstanding Series 2006 Bonds pro rata without regard to their order of 
maturity, at the principal amount, without premium. 

Any such payment of principal following an Event of Default is referred 
to herein as an "Extraordinary Prepayment". For a description of the 
Events of Default under the Indenture, see Appendix E - "SUMMARY 
OF PRINCIPAL LEGAL DOCUMENTS'attached hereto. 

Lump Sum Prepayment ......................... The Series 2006 Bonds are subject to mandatory prepayment, in whole 
or in part prior to the stated maturity date from amounts on deposit in 
the Lump Sum Prepayment Account on any date at the prepayment price 
of 100% of the principal amount thereof together with interest accrued 
thereon to the date fixed for prepayment without premium. Any 
prepayment of Series 2006 Bonds from amounts in the Lump Sum 
Prepayment Account pursuant to the Indenture will be used to prepay 
the Outstanding principal of the Series 2006 Bonds, in Authorized 
Denominations. 

Bond Structuring Assumptions 
and Methodology ................................. The Series 2006 Bonds were structured on the basis of forecasts, which 

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

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

Debt Service Reserve Account .............. A reserve account (the "Debt Sewice Reserve Account") will be 
established and held by the Indenture Trustee and funded from the 
proceeds of the Series 2006 Bonds in an amount equal to $9,222,687.50 
(the "Debt Sewice Resewe Requirement"), which level is required to 
be maintained so long as any Series 2006 Bonds or any other Bonds 
secured by the Debt Service Reserve Account remain Outstanding. 
Amounts on deposit in the Debt Service Reserve Account will be 
available to pay (i) principal of and interest on the Series 2006 Bonds to 
the extent that Pledged Revenues are insufficient for such purpose and 
(ii) after an Event of Default, Extraordinary Prepayments with respect to 
the Series 2006 Bonds. Amounts in the Debt Service Reserve Account 
shall not be available to make Turbo Redemption payments on the 
Series 2006 Turbo Term Bonds unless such amounts, together with all 
avaiiabie Piedged Revenues, are sufficient to retire aii Series 2006 
Turbo Term Bonds Outstanding under the Indenture, in which event all 
amounts on deposit in the Debt Service Reserve Account shall be 
transferred to the Turbo Redemption Account. 



Unless an Event of Default has occurred, amounts withdrawn from the 
Debt Service Reserve Account will be replenished fiom the Pledged 
Revenues as described herein. See "SECURITY FOR THE SERIES 
2006 BONDS - Flow of Funds" herein. See "SECURITY FOR THE 
SERIES 2006 BONDS - Debt Service Reserve Account" herein. 

Flow of Pledged Revenues and 
Unencumbered Revenues ...................... Any TSRs and Lump Sum Payments received by the Corporation shall 

be promptly (and in no event later than one Business Day after receipt 
by the Indenture Trustee) deposited by the Indenture Trustee in the 
Collection Account; provided, however, that (i) until all amounts due 
hereunder (other than to the Residual Trust) shall have been paid or 
otherwise provided for in the Indenture (A) there shall be deposited in 
the Pledged Revenues Subaccount (x) the first $10.1 million of the 
money constituting TSRs actually received by the Indenture Trustee in 
each calendar year and (y) the Pledged Portion of each Lump Sum 
Payment, as the case may be, rounded up to the nearest cent, and (B) 
there shall be deposited in the Unencumbered Revenues Subaccount (x) 
amounts in excess of the first $10.1 million of the money constituting 
TSRs actually received by the Indenture Trustee in each calendar year 
and (y) the Unencumbered Portion of each Lump Sum Payment, as the 
case may be, rounded down to the nearest cent, and (ii) thereafter, one 
hundred percent (100%) of all TSRs and Lump Sum Payments shall be 
deposited in the Unencumbered Revenues Subaccount. "Business Day" 
means any day other than (i) a Saturday or a Sunday or (ii) a day on 
which banking institutions in New York, New York, San Diego, 
California, or where the Corporate Trust Office is located are required or 
authorized by law to be closed. 

As soon as possible but in any event not later than one (1) Business Day 
following each deposit in the Unencumbered Revenues Subaccount, all 
amounts in the Unencumbered Revenues Subaccount shall be paid to the 
Residual Trust as "Unencumbered Revenues." Amounts deposited in or 
to be deposited in the Unencumbered Revenues Subaccount shall not be 
invested by the Corporation or by the Indenture Trustee. 

Unless otherwise specified in the Indenture, investment earnings on the 
Accounts shall be deposited in the Pledged Revenues Subaccount. 

As soon as possible but in any event not later than the Deposit Date 
following each deposit of Pledged Revenues to the Pledged Revenues 
Subaccount, the Indenture Trustee will withdraw all amounts on deposit 
in the Pledged Revenues Subaccount and transfer such amounts as 
provided for in the Indenture (provided, however, that all Pledged 
Revenues that have been identified by Officer's Certificate as consisting 
of the Pledged Portion of each Lump Sum Payment received by the 
Indenture Trustee shall be promptly (and in any event, no later than the 
Business Day immediately preceding the next Distribution Date) 
transferred to the Lump Sum Prepayment Account, in accordance with 
instructions received by the Indenture Trustee pursuant to an Officer's 
Certificate). 

See "SECURITY FOR THE SERIES 2006 BONDS - Flow of Funds" 
for a detailed description of the accounts created under the Indenture 
and the uses of moneys therein. 
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Events of Default ................................... The occurrence of any of the following events will constitute an "Event 
of Default" under the Indenture: 

(i) failure to pay when due interest on any payment date or 
principal or Accreted Value (collectively, "Principal"') on the applicable 
Maturity Date of any Bonds or failure to pay when due interest on and 
Principal of any Bonds in accordance with any notice of redemption or 
prepayment; 

(ii) failure of the Corporation to observe or perform any other 
provision of the Indenture which is not remedied within 60 days after 
written notice thereof is given to the Corporation by the Indenture 
Trustee or to the Corporation and the Indenture Trustee by the Owners 
of at least 25 percent in principal amount of the Bonds then 
Outstanding; or 

(iii) bankruptcy, reorganization, arrangement or insolvency 
proceedings, or other proceedings for relief under any bankruptcy or 
similar law or laws for the relief of debtors, are instituted by or against 
the Corporation and if instituted against the Corporation, are not 
dismissed within 60 days after such institution. See "SECURITY FOR 
THE SERIES 2006 BONDS - Events of Default; Remedies" herein for 
a discussion of the remedies available to the Indenture Trustee upon the 
occurrence of an Event of Default. 

Additional Bonds ................................... Subsequent to the issuance of the Series 2006 Bonds, additional series 
of bonds (the "Additional Bonds" and, together with the Series 2006 
Bonds, the "Bonds") may be issued on a parity or subordinate basis to 
one or more series of Series 2006 Bonds, upon receipt by the Indenture 
Trustee of (i) a Rating Confirmation fiom each Rating Agency then 
rating the Outstanding Bonds and (ii) a certificate of the Corporation 
that (x) no Event of Default has occurred under the Indenture, (y) the 
Debt Service Reserve Account is, after giving effect to the issuance of 
such Additional Bonds and the application of the proceeds thereof, 
funded at the Debt Service Reserve Requirement, and (z) as a result of 
the issuance of such Additional Bonds, the weighted average life of each 
Bond then Outstanding, projected in years from its date of issuance, will 
not exceed the sum of (i) the weighted average life of each such 
Outstanding Bond as projected at the time such Bond was issued and set 
forth in the Series Supplement relating thereto and (ii) one. In 
calculating the weighted average life of each of the Outstanding Bonds 
for the purpose of the certificate required by clause (z) of the preceding 
sentence, the Corporation shall take into consideration (1) the amount of 
Turbo Redemptions of such Bonds that have been paid prior to and 
including to the date of issuance of the Additional Bonds and (2) the 
amount of Turbo Redemptions projected by the Corporation to be paid 
on each Distribution Date subsequent to the issuance of such Additional 
Bonds based upon the amount of Pledged Revenues then expected to be 
received by the Corporation and available for payment of Turbo 
Redemptions of each Outstanding Bond. In determining compliance 
with ciause jiijjz) of this paragraph, the Corporation may reiy 
conclusively on a certification of a financial advisory or underwriting 
fm, who may rely on a report of a nationally recognized firm of 
econometric experts on matters related to projected or forecasted 
cigarette consumption. See "SECURITY FOR THE SERIES 2006 
BONDS - Additional Bonds" herein. 



Covenants .............................................. The City and the Corporation have made certain covenants for the 
benefit of the Owners. See Appendix E - "SUMMARY OF 
PRINCIPAL LEGAL DOCUMENTS - The Indenture" for a summary 
of the covenants made by the Corporation and Appendix E - 
"SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - The Sale 
Agreement" for a summary of the covenants made by the City. 

Continuing Disclosure ........................... Pursuant to the Continuing Disclosure Undertaking, dated as of June 1, 
2006 (the "Continuing Disclosure Undertaking7'), the Corporation has 
agreed to provide, or cause to be provided by the City, as dissemination 
agent thereunder, to each nationally recognized municipal securities 
information repository and any State information repository for 
purposes of Rule 15c2-12(b)(5) (the "Rule") adopted by the U.S. 
Securities and Exchange Commission (each, a "Repository") certain 
annual financial information and operating data and, in a timely manner, 
notice of certain material events. See "CONTINUING DISCLOSURE 
UNDERTAKING herein. 

Ratings .................................................. The ratings for the Series 2006 Bonds address only the ability of the 
Corporation to pay the principal and interest when due as set forth on 
the inside cover page of this Offering Circular. Neither projections of 
Turbo Redemption payments of the Series 2006 Turbo Term Bonds nor 
any principal payment amounts used for structuring purposes, other than 
amounts due on the Maturity Date for the Series 2006 Turbo Term 
Bonds, have been rated by the Rating Agencies. A rating is not a 
recommendation to buy, sell or hold securities, and such rating is subject 
to revision or withdrawal at any time. See "RATINGS'herein. 

Legal Considerations ............................. Reference is made to "LEGAL CONSIDERATIONS'herein for a 
description of certain legal issues relevant to an investment in the Series 
2006 Bonds. 

Tax Matters .......................................... In the opinion of Bond Counsel to the Corporation, interest on the Series 
2006 Bonds is included in gross income for Federal income tax purposes 
pursuant to the Internal Revenue Code of 1986, as amended and is not 
exempt from personal income taxes imposed by the State of California 
or any political subdivision thereof. See "TAX MATTERS7' herein. 

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

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 Sale 
Agreement may be obtained upon request from the Indenture Trustee at: 
Wells Fargo Bank, National Association, 707 Wilshire Boulevard, 171h 
Floor, Los Angeles, California 90017, Attention: Corporate Trust 
Services. 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 the Corporation or the City and the 
purchasers or Owners. 
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RISK FACTORS 

Prospective investors should carefully consider the factors set forth below regarding an investment in the 
Series 2006 Bonds as well as other information contained in this Offering Circular. The following discussion of 
risks is not meant to be a conzplete list ofthe risks associated with the purchase of the Series 2006 Bonds and does 
not necessarily reflect the relative importance of the various risks. Potential purchasers of the Series 2006 Bonds 
are advised to consider the following factors, among others, and to review the other information in this Offering 
Circular in evaluating the Series 2006 Bonds. Any one or more of the risks discussed, and others, could lead to a 
decrease in the market value and/or the liquidify of the Series 2006 Bonds or, in certain circumstances, could lead 
to a complete loss of an Owner's investment. There can be no assurance that other risk factors will not become 
material in the future. 

Litigation Challenging the MSA, the Qualifying Statutes and Related Legislation 

General Overview. Certain smokers, consumer groups, cigarette importers, cigarette wholesalers, cigarette 
distributors, cigarette manufacturers, Native American tribes, taxpayers, taxpayers' groups and other parties have 
instituted lawsuits against various PMs, certain of the Settling States and other public entities challenging the MSA 
and/or the Qualifying Statutes and related legislation. One or more of the lawsuits, several of which remain pending, 
allege, among other things, that the MSA and/or the Qualifying Statutes and related legislation are void or 
unenforceable under the Commerce Clause and certain other provisions of the U.S. Constitution and the federal 
antitrust laws, as described below under "- Grand River, Freedom Holdings and Related Cases" and "- Other 
Litigation Challenging the MSA, Qualzfiing Statutes and Related Legislation" in this subsection. In addition, some 
of the lawsuits allege that the MSA and/or related state legislation are void or unenforceable under the federal civil 
rights laws, state constitutions, consumer protection laws and unfair competition laws. Certain of these lawsuits 
seek, and, if ultimately successfi~l, could result in, a determination that the MSA and/or the Qualifying Statutes and 
related legislation are void or unenforceable. Certain of the lawsuits further seek, among other things, an injunction 
against one or more of the Settling States from collecting any moneys under the MSA and barring the PMs from 
collecting cigarette price increases related to the MSA. In addition, class action lawsuits have been filed in several 
federal and state courts alleging that under the federal Medicaid law, any amount of tobacco settlement funds that 
the Settling States receive in excess of what they paid through the Medicaid program to treat tobacco-related 
diseases should be paid directly to Medicaid recipients. To date, challenges to the MSA or related state legislation 
have not been ultimately successful, although three such challenges have survived initial appellate review of 
motions to dismiss. Two of these three challenges, both in a federal district court in New York (Second Circuit), 
have proceeded to a stage of litigation where the ultimate outcome may be determined by, among other things, 
findings of fact based on extrinsic evidence as to the operation and impact of the MSA and the related statutes. In 
these cases, certain decisions by the U.S. Court of Appeals for the Second Circuit have created heightened 
uncertainty as a result of that court's interpretation of federal antitrust immunity and Commerce Clause doctrines as 
applied to the MSA and related statutes, which interpretation appears to conflict with interpretations by other courts, 
which have rejected challenges to the MSA and related statutes. Prior decisions rejecting such challenges have 
concluded that the MSA and related statutes do not violate the Commerce Clause of the U.S. Constitution and are 
protected from antitrust challenges based on established antitrust immunity doctrines. In addition, proceedings are 
pending or on appeal in certain other cases, including a challenge by certain NF'Ms in a federal court in Louisiana 
(Fifth Circuit), alleging, inter alia. that the Louisiana Allocable Share Release Amendment violates the rights of free 
speech, due process of law and equal protection of the laws guaranteed under the U.S. Constitution and the 
Louisiana Constitution. On March 1, 2006, the U.S. Court of Appeals for the Fifth Circuit vacated the district 
court's dismissal of the plaintiffs' complaint and remanded the case for reconsideration. See "- Other Litigation 
Challenging the MSA, Q u a l ~ i n g  Statutes and Related Legislation" in this subsection. The MSA and related state 
legislation may also continue to be challenged in the future. A determination that the MSA or related state 
legislation is void or unenforceable would have a material adverse effect on the payments by the PMs under the 
MSA and the amount or the timing of receipt of Pledged Revenues available to the Corporation to make Turbo 
Redemptions and pay principal of and interest on the Series 2006 Bonds and could result in the complete loss of an 
Owner's investment. See "LEGAL CONSIDERATIONS" herein. 

Qualzjj6ng Statute and Related Legislation. Under the MSA's NPM Adjustment, downward adjustments 
may be made to the Annual Payments and Strategic Contribution Fund Payments payable by a PM if the PM 
experiences a loss of market share in the U.S. to NPMs as a result of the PM's participation in the MSA. See "- 



Other Potential Payment Decreases Under the Terms of the MSA-NPM Adjustment" herein and "SUMMARY OF 
THE MASTER SETTLEMENT AGREEMENT-MSA Provisions Relating to ModeIlQualifying Statutes" herein. A 
Settling State may avoid the effect of this adjustment by adopting and diligently enforcing a Qualifying Statute, as 
hereinafter described. The State has adopted the Model Statute, which by definition is a Qualifying Statute under 
the MSA. The Model Statute, in its original form, required an NPM to make escrow deposits approximately in the 
amount that the NPM would have had to pay 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. Legislation has been enacted in at 
least 44 of the Settling States, including the State, amending the Qualifying Statutes in those states by eliminating 
the reference to the allocable share and limiting the possible release an NPM may obtain under the statute to the 
excess above the total payment that the NPM would have paid had it been a PM (each an "Allocable Share Release 
Amendment"). A majority of the PMs, including all OPMs? have indicated in writing that the State's Model Statute, 
as amended by an Allocable Share Release Amendment, will continue to constitute a Qualifying Statute within the 
meaning of the MSA. In addition, at least 44 Settling States (including the State) have passed, and various states are 
considering, legislation (often termed "Complementary Legislation") to further ensure that NPMs are making 
required escrow payments under the states' respective Qualifying Statutes. Pursuant to the State's Complementary 
Legislation, every tobacco product manufacturer whose cigarettes are sold directly or indirectly in the State is 
required to certify annually that it is either (a) a PM and is in full compliance with the terms of the MSA or (b) an 
NPM and is in full compliance with the State's Qualifying Statute. The Qualifying Statutes and related legislation, 
like the MSA, have also been the subject of litigation in cases alleging that the Qualifying Statutes and related 
legislation violate certain provisions of the U.S. Constitution and/or state constitutions and are preempted by federal 
antitrust laws. The lawsuits seek, among other things, injunctions against the enforcement of the Qualifying Statutes 
and related legislation. To date such challenges have not been ultimately successful, although the enforcement of 
Allocable Share Release Amendments has been preliminarily enjoined in New York and certain other states. 
Appeals are also possible in certain cases. The Qualifying Statutes and related legislation may also continue to be 
challenged in the future. Pending challenges to the Qualifying Statutes and related legislation are described below 
under "- Grand River, Freedom Holdings and Related Cases" and "- Other Litigation Challenging the MSA, 
Q u a l ~ i n g  Statutes and Related Legislation" in this subsection. 

A determination that a Qualifying Statute is unconstitutional would have no effect on the enforceability of 
the MSA itselc such a determination could, however, have an adverse effect on payments to be made under the 
MSA if one or more NPMs were to gain market share. See "- Other Potential Payment Decreases Under the Terms 
of the MSA - NPM Adjustment," "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - MSA 
Provisions Relating to ModeYQualifying Statutes," and "LEGAL CONSIDERATIONS" herein. 

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

A determination that the State's Complementary Legislation is unenforceable would not constitute a breach 
of the MSA or affect the enforceability of the State's Qualifying Statute; such a determination could, however, make 
enforcement of the State's Qualifying Statute against NPMs more difficult for the State. See "SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT - MSA Provisions Relating to ModeVQualifying Statutes" herein. 

Grand River, Freedom Holdings and Related Cases. Among the pending challenges to the MSA andfor 
related state legislation are two lawsuits referred to herein as Grand River and Freedom Holdings, both of which are 
pending in the U.S. District Court for the Southern District of New York. The Gmnd River case is pending against 
tile attorneys general of 3 i  &kites, including the Siaie, and aiieges, among other things, that (a) the MSA creates an 
unlawful output cartel under federal antitrust law and state legislation enacted pursuant to the MSA mandates or 
authorizes such cartel and is thus preempted by federal law and that (b) the MSA and related statutes are invalid or 
unenforceable under the Commerce Clause and other provisions of the U.S. Constitution. The plaintiffs in Grand 
River seek to enjoin the enforcement of the Qualifying Statutes and Complementary Legislation by the Grand River 
Defendant States (defined below), including the State. The Freedom Holdings case is pending against the attorney 
general and the commissioner of taxation and finance of the State of New York and is based on the same purported 



claims as the Grand River case (including, as discussed below, a Commerce Clause claim asserted by the plaintiffs 
in their Second Supplemental and Amended Complaint following a Second Circuit ruling on the issue in the Grand 
River case). The plaintiffs in Freedom Holdings seek to enjoin the enforcement of New York's Qualifying Statute 
and Complementary Legislation. These suits have survived appellate review of motions to dismiss for failure to state 
a claim upon which relief can be granted and are in the discovery phase of litigation in preparation for the 
development of a factual record to support possible findings of fact that may be used by the court in its decision as 
to the pending claims. To date, Grand River and Freedom Holdings, along with Xcaliber v. Ieyoub (discussed 
below), are the only cases challenging the MSA or related legislation that have survived initial appellate review of 
motions to dismiss. Moreover, Grand River and Freedom Holdings are the only cases challenging the MSA or 
related legislation that have proceeded to a stage of litigation where the ultimate outcome may be determined by, 
among other things, findings of fact based on extrinsic evidence as to the operation and impact of the MSA and the 
related state legislation. 

On July 1, 2002, Grand River Enterprises Six Nations Ltd. v. Pryor was filed in the U.S. District Court of 
the Southern District of New York by certain NPMs against current and former attorneys general of 3 1 states (the 
"Grand River Defendant  state^")^. The plaintiffs seek to enjoin the enforcement of the Grand River Defendant 
States' Qualifying Statutes and Complementary Legislation, alleging that such Qualifying Statutes and 
Complementary Legislation violate the plaintiffs' constitutional rights under the Commerce Clause and other 
provisions of the U.S. Constitution and also that such Qualifying Statutes and Complementary Legislation conflict 
with and are therefore preempted by the federal antitrust laws. In September 2003, the District Court held that it 
lacked personal jurisdiction over the non-New York attorneys general and dismissed the plaintiffs' complaint 
against them. In addition, the District Court dismissed the plaintiffs' complaint against the New York Attorney 
General, finding that the plaintiffs had failed to state a claim. After the Second Circuit's decision in Freedom 
Holdings (discussed below), however, the District Court granted the plaintiffs' motion in Grand River to reinstate, 
against the New York Attorney General only, that portion of the complaint alleging that New York's Qualifying 
Statute and New York's Complementary Legislation conflict with antitrust laws and are preempted by federal law. 

The plaintiffs appealed the dismissal of their other claims to the Second Circuit. On September 28, 2005, 
the Second Circuit reinstated portions of the Commerce Clause challenge and reinstated the non-New York 
attorneys general, including the attorney general of the State, as defendants, finding that a federal court in New York 
could exercise personal jurisdiction over them, and affirmed the dismissal of certain remaining claims, including the 
claim that the Qualifying Statute and related legislation violated the Indian Commerce Clause of the U.S. 
Constitution. The case was remanded to the District Court and remains pending. On October 12, 2005, the 
defendants, including the California Attorney General, filed a petition with the Second Circuit for rehearing with 
regard to the Second Circuit's ruling on the issue of personal jurisdiction. The plaintiffs filed a petition with the 
Second Circuit for rehearing on the Indian Commerce Clause ruling. On January 3,2006, the Second Circuit denied 
all parties' petitions for rehearing. 

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

With regard to the Commerce Clause challenge, the Second Circuit in Grand River noted that because it 
was reviewing a motion to dismiss, it was required to accept as true the material facts alleged in the complaint and to 
draw all reasonable inferences in the plaintiffs' favor. The Second Circuit held that although each state's Qualifying 
Statute and Complementary Legislation apply to cigarette sales within such state, the plaintiffs sufficiently stated a 
possible claim that these statutes together create a national or "interstate" regulatory policy and thereby exert 

' 
The Grand River Defendant States are: Alabama, Alaska, Arizona, California, Colorado, Delaware, Georgia, Idaho, Illinois, Indiana, Iowa, 
Kansas, Kentucky, Louisiana, Maine, Maryland, Massachusetts, Michigan, Missouri, Montana, Nebraska, New York, North Carolina, Ohio, 
Oregon, South Carolina, South Dakota, Tennessee, Washington, Wisconsin and Wyoming. 



"extraterritorial control" over out-of-state transactions in contravention of the Commerce Clause. The Second 
Circuit acknowledged that in Freedom Holdings (discussed below) it had ruled that plaintiffs failed to state a claim 
that the State's Complementary Legislation had violated the Commerce Clause, but explained that it did so because 
plaintiffs there had not sufficiently alleged an extraterritorial effect of that legislation. To date, Grand River, and, as 
a technical matter, Fiaeedom Holdings (pursuant to the grant of a motion to amend the complaint in that matter to 
include a Commerce Clause claim), are the only cases in which a Commerce Clause challenge to the MSA and 
related statutes has not been the subject of a summary judgment dismissal. However, other such challenges are 
currently pending in various jurisdictions. An adverse ruling on Commerce Clause grounds could potentially lead to 
invalidation of the MSA and the Qualifying Statutes in their entirety and result in the complete loss of an Owner's 
outstanding investment. 

With regard to the reinstatement of the non-New York defendants, including the State, the Second Circuit 
explained that where an out of state defendant has "transacted business" in the State of New York and there is 
"substantial nexus7' between that transaction and the litigation in question, the federal courts in the state can obtain 
jurisdiction over the defendants. The Second Circuit concluded that by negotiating the MSA in New York, the 
attorneys general "transacted business" for the purpose of conferring jurisdiction in federal courts in New York. 
The Court also held that there was "substantial nexus" between the MSA negotiations and the lawsuit, because 
although the challenged statutes are discrete acts of each state, they were integral to the operation of the MSA and 
were negotiated as such. As a defendant in the action, the Attorney General of the State would, in the absence of 
other proceedings, be bound by a decision in this case, and could, for example, be enjoined from enforcing the 
State's Qualifying Statute and Complementary Legislation and possibly the MSA. 

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

G i m ~ d  Rzver remains pending in the Southern District and the parties have engaged in discovery with 
respect to the antitrust and Commerce Clause claims. A ruling in the Grand River case invalidating the Qualifying 
Statute and Complementary Legislation would conflict with rulings by district courts in the Ninth Circuit that have 
upheld California's Qualifying Statute and Complementary Legislation. Such a conflict may result in significant 
uncertainty regarding the validity and enforceability of the MSA andlor related legislation in California and 
elsewhere and could result in the complete loss of an Owner's investment. See "Possibility of Conflict Among 
Federal Courts" below. A final decision in Grand River by the District Court would be subject to appeal as of right 
to the Second Circuit. However, any decision by the Second Circuit in this case would not be subject to appeal as of 
right to the U.S. Supreme Court. No assurance can be given (1) that the Supreme Court would choose to determine 
the jurisdictional issue or hear and determine any appeal relating to the validity or enforceability of MSA or related 
legislation in this or any other case, or (2) as to the outcome of the certiorari or any appeal, even if heard by the 
Supreme Court. A Supreme Court decision to affirm or to decline to review a Second Circuit ruling that is adverse 
to the defendants in GI-and River or other similar case, challenging validity or enforceability of MSA or related 
legislation, could result in the complete cessation of the Pledged Revenues available to make payments on the Series 
2006 Bonds. Moreover, even if ultimately reversed by the Supreme Court, a Second Circuit decision adverse to the 
defendants in Grand River could, unless stayed pending appeal at the discretion of the court, result in the complete 
cessation of the Pledged Revenues available to make payments on the Series 2006 Bonds during the pendency of the 
appeal. 

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

In its decision, the Southern District applied two U.S. Supreme Court doctrines known as the "state action7' 
immunity doctrine (based on a U.S. Supreme Court case known as "Parker") and the First Amendment based 



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

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

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

On September 14, 2004, the Southern District denied the plaintiffs' motion for a preliminary injunction 
enjoining New York, during the pendency of the action, from enforcing the MSA, New York's Qualifying Statute 
and New York's Complementary Legislation. The Southern District held that, based on the evidence presented by 
the parties, the plaintiffs had failed to establish a likelihood of success on the merits of their claims (1) that New 
York's Qualifying Statute and New York's Complementary Legislation authorized or mandated a per se violation 
of the federal antitrust laws or (2) that the MSA, New York's Qualifying Statute and New York's Complementary 
Legislation would not be entitled to Pal-ker antitrust immunity under a MidCal analysis. The Southern District also 
determined that the plaintiffs had failed to make a showing of irreparable harm sufficient to justify preliminary 
injunctive relief. The Southern District, however, granted the plaintiffs' motion to enjoin New York from enforcing 
its Allocable Share Release Amendment, holding that the plaintiffs had established a likelihood of success on their 
claim that New York's Allocable Share Release Amendment conflicts with the federal antitrust laws and that its 
enforcement would cause plaintiffs and other NPMs irreparable harm. The plaintiffs appealed the Southern 
District's denial of their motion for a preliminary injunction as to New York's Qualifying Statute and New York's 
Complementary Legislation. The plaintiffs did not appeal the denial of their motion for a preliminary injunction to 
enjoin the enforcement of the MSA and supplemented their amended complaint to state that they do not seek a 
permanent injunction to enjoin the enforcement of the MSA. The New York State Defendants did not appeal the 
granting of the plaintiffs' motion to enjoin enforcement of New York's Allocable Share Release Amendment. On 
May 18, 2005, the Second Circuit affirmed the Southern District's denial of the plaintiffs' request for a preliminary 
injunction. The Second Circuit held that the plaintiffs failed to satisfy the irreparable harm requirement for a 



preliminary injunction. The Second Circuit made no determination as to the likelihood of the plaintiffs' ultimate 
success on the merits. On November 1, 2005, the Southern District denied, without prejudice and upon agreement 
of the parties, plaintiffs' motion for partial summary judgment which sought a determination that New York's 
Allocable Share Release Amendment violates federal antitrust law. On December 28, 2005, the Southern District 
denied the plaintiffs' motion to file an amended complaint to add a Commerce Clause claim similar to the plaintiffs' 
claims in Grand Rive)-, as described above. In its decision, however, the Southern District granted the plaintiffs 
leave to renew their motion to amend upon the condition that the plaintiffs show what additional discovery would be 
required to support such additional claims. 

On February 6, 2006, the Southern District granted plaintiffs' renewed motion for leave to assert a claim 
under the Commerce Clause. On February 10, 2006, plaintiffs filed a Second Supplemental and Amended 
Complaint. The plaintiffs now seek (1) a declaratory judgment that the operation of the MSA, New York's 
Qualifying Statute and New York's Complementary Legislation implements an illegal perse output cartel in 
violation of the federal antitrust laws and is preempted thereby (2) a declaratory judgment that the New York 
Qualifying Statute and Complementary Legislation, together with the Qualifying Statutes and Complementary 
Legislation of other states, regulates interstate commerce in violation of the Commerce Clause of the U.S. 
Constitution, and (3) an injunction permanently enjoining the enforcement of New York's Qualifying Statute and 
New York's Complementary Legislation. The amended complaint does not seek to enjoin the enforcement or 
administration of the MSA. Freedom Holdings remains pending in the Southern District. 

Possibility of Conflict Among Federal Courts. The decisions by the U.S. Court of Appeals for the Second 
Circuit in Freedom Holdings have created heightened uncertainty as a result of the court's interpretation of federal 
antitrust law immunity doctrines, as applied to the MSA and related statutes, which interpretation appears to conflict 
with interpretations by other courts that have rejected challenges to the MSA and related statutes. Prior decisions 
rejecting such challenges have concluded that the MSA and related statutes are protected from an antitrust challenge 
based on the Parker or NP doctrines. 

An adverse decision by the Second Circuit in Grand River regarding the enforceability of the MSA and/or 
related statutes under federal antitrust law or the Commerce Clause of the U.S. Constitution could be controlling law 
not only within the Second Circuit but also in each of the Grand River Defendant States, including the State, unless 
the Second Circuit ruling with regard to the Southern District's jurisdiction over the non-New York defendants is 
reviewed and reversed by the U.S. Supreme Court. Such review by the U.S. Supreme Court is not available as of 
right. No assurance can be given that the U.S. Supreme Court would choose to undertake such a review. 

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

Ninth Circuit Cases. On March 28, 2005, the U.S. District Court for the Northern District of California in 
the California case, Sanders v. Lockyer, dismissed an antitrust challenge to the MSA and California's Qualifying 
Statute and Complementary Legislation brought by a class of California consumers against the State of California 
and the OPMs. The District Court, expressly unpersuaded by Freedom Holdings, found the MSA to be the 
sovereign act of the State and hrther found California's Qualifying Statute and Complementary Legislation to be 



direct legislative activity entitled to Parkel- immunity without the need for any additional MidCa1 analysis. The 
District Court also found the MSA and California's Qualifying Statute and Complementary Legislation to be entitled 
to NP immunity. The plaintiffs have appealed the dismissal to the Ninth Circuit Court of Appeals. The parties have 
filed their appellate briefs. 

On August 13, 1999, in PTl, lnc v. Philip Morris Inc., certain cigarette importers and cigarette distributors 
filed an action in the U.S. District Court for the Central District of California against the PMs and all of the state 
officials involved in the negotiation of the MSA and those charged with the enforcement of the Qualifying Statute 
and Complementary Legislation as enacted by the respective states (collectively, the "State Defendants"). The 
plaintiffs therein sought to enjoin the passage or enforcement, as the case may be, of the Qualifying Statute and 
Complementary Legislation. The complaint alleged, among other things, that the passage, implementation and/or 
enforcement of the Qualifying Statute would be preempted by federal antitrust laws and violate certain provisions of 
the federal constitution, including the Interstate Compact Clause, the prohibition on Bills of Attainder, the 
Commerce Clause, the Import-Export Clause, the Supremacy Clause, the First Amendment, the Equal Protection 
Clause, and the Due Process Clause. On May 25, 2000, the District Court found that jurisdiction did not exist over 
the non-California State Defendants, and dismissed with prejudice all federal antitrust and constitutional claims 
against the PMs and the California State Defendants based on the merits. Like the Sanders Court, the PTI Court 
found antitrust immunity under both the NP and Pai~ker doctrines. With respect to the Commerce Clause challenge, 
the District Court found that neither the Qualifying Statute nor the Complementary Legislation was discriminatory 
on its face and applied equally to in-state, out-of-state and foreign manufacturers. In addition, the Court found that 
the alleged burden imposed on interstate commerce by the Qualifying Statute did not clearly exceed the putative 
local benefits of discouraging cigarette consumption. 

Other Litigation Cl?aIlenging the MSA, QualzjJing Statutes and Related Legislation. In addition to 
Fr.eedon~ Holdings and Grand Rive}-, other cases remain pending in federal courts that challenge the MSA, the 
Qualifying Statute, the Complementary Legislation and/or the Allocable Share Release Amendment in California 
(see the previous discussion of Sandem v. Lockyei-), Louisiana, Oklahoma, Kansas, Kentucky, Tennessee and 
Arkansas. The issues raised in Freedom Holdings or Grand River are also raised in many of these other cases, as 
briefly described below, by way of example only, and not as an exclusive or complete list. 

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

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

In the Kentucky case, Tritent bzternational C o p .  v. Commonwealth of Kentucky, the plaintiffs seek a 
declaratory judgment that Kentucky's Qualifying Statute and Complementary Legislation conflict with federal 
antitrust laws and certain provisions of the U.S. Constitution. On September 8, 2005, the district court granted 



Kentucky's motion to dismiss the complaint and on October 24, 2005, the District Court denied the plaintiffs' 
subsequent motion for reconsideration. The plaintiffs have appealed the dismissal to the Sixth Circuit Court of 
Appeals. Briefing is in progress. 

Similarly, in the Tennessee case, S&M Brands, Inc. v. Summers, the plaintiffs seek a declaratory judgment 
that Tennessee Qualifying Statute (including the Allocable Share Release Amendment) and Complementary 
Legislation also conflict with federal antitrust laws and certain provisions of the U.S. Constitution. On June I ,  2005, 
the Sixth Circuit affirmed the District Court's denial of plaintiffs' motion for a preliminary injunction with respect to 
the enforcement of Tennessee's Allocable Share Release Amendment. On October 6, 2005, the District Court 
granted Tennessee's motion to dismiss the complaint except that portion of the complaint that alleges that the state's 
retroactive enforcement of the state's Allocable Share Release Provision violates plaintiffs constitutional rights, 
which issue was not raised by the state in its motion and was therefor not addressed by the court. In its opinion, the 
District Court expressly rejected the Second Circuit's reasoning in sustaining antitrust challenges in the Freedom 
Holdings case and the Third Circuit's rationale for denying state action immunity in the Bedell and Mariana cases. 
Instead, S&M Brands followed the Sander-s and PTI line of cases and held that Qualifying Statute and 
Complementary Legislation are direct state action, entitled to Parker immunity without the need for MidCa1 
analysis. By decision filed November 28, 2005, the District Court held that the state's retroactive application of its 
Allocable Share Release Amendment, which was effective as of April 20, 2004, to 2003 cigarette sales was 
unconstitutional. On December 12,2005, the District Court entered a final judgment dismissing the claims seeking a 
declaration that the Tennessee Qualifying Statute violated Federal antitrust laws and certain provisions of the U.S. 
Constitution. On January 3,2006, plaintiffs filed a notice of appeal of that judgment. 

Similar cases are pending in Arkansas. In three cases pending in the U.S. District Court for the Western 
District of Arkansas (Grand River Entelprises Six Nations Ltd. v. Beebe, International Tobacco Partners Ltd. v. 
Beebe, and Dos Santos v. Beebe), the plaintiffs seek to enjoin preliminarily and permanently Arkansas' enforcement 
of its Allocable Share Release Amendment as preempted by the federal antitrust laws and certain provisions of the 
U.S. Constitution and the Arkansas Constitution. In International Tobacco Partners Ltd., the plaintiffs also seek a 
declaratory judgment that the MSA and Arkansas' Qualifying Statute and Complementary Legislation are 
preempted by federal antitrust laws and certain provisions of the U.S. Constitution. The District Court preliminarily 
enjoined, as against the plaintiffs only, the enforcement of Arkansas' Allocable Share Release Amendment. On 
August 8,2005, the court ordered Arkansas to reimburse certain amounts it withheld pursuant to the Allocable Share 
Release Amendment to International Tobacco Partners Ltd. On March 6, 2006, the District Court issued orders in 
all three cases (1) denying Arkansas' motion to dismiss the complaint with respect to the plaintiffs' claim that the 
retroactive application of the Allocable Share Release Amendment violates the plaintiffs' right to due process of law 
under the Fourteenth Amendment of the U.S. Constitution and (2) granting Arkansas' motion to dismiss the 
complaint in all other respects. On March 14, 2006, the District Court in Grand River v. Beebe denied the plaintiffs' 
motion to preliminarily enjoin the Allocable Share Release Amendment. 

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



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

If there is a final adverse ruling in one or more of the cases discussed above, it could have a material 
adverse effect on the amount of Pledged Revenues available to the Corporation to make Turbo Redemptions and pay 
principal of and interest on the Series 2006 Bonds and could result in the complete loss of an Owner's investment. 
For a description of the opinions of Bond Counsel to the Corporation addressing such matters, see "LEGAL 
CONSIDERATIONS - MSA Enforceability" and "LEGAL CONSIDERATIONS - Qualifying Statute 
Constitutionality" herein. 

Litigation Seeking Monetary Relief from Tobacco Industry Participants 

The tobacco industry has been the target of litigation for many years. Both individual and class action 
lawsuits have been brought by or on behalf of smokers alleging that smoking has been injurious to their health, and 
by non-smokers alleging harm from environmental tobacco smoke ("ETS"), also known as "secondhand smoke." 
Plaintiffs in these actions seek compensatory and punitive damages aggregating billions of dollars. Philip Morris, 
for example, has reported that, as of December 31, 2005, there were 12 cases on appeal in which verdicts were 
returned against Philip Morris, including (i) a $74 billion punitive damages judgment against Philip Morris in the 
Engle class action, which has been overturned by a Florida district court of appeal and is currently on appeal to the 
Florida Supreme Court; and (ii) a compensatory and punitive damages verdict totaling approximately $10.1 billion 
in the Price case in Illinois. On December 15, 2005, however, the Illinois Supreme Court reversed the judgment 
against Philip Morris in Price and remanded the case to the trial court with instructions to dismiss the case in its 
entirety. In its decision, the court held that the defendant's conduct alleged by the plaintiffs to be fraudulent under 
the Illinois Consumer Fraud Act was specifically authorized by the Federal Trade Commission and that the Illinois 
Consumer Fraud Act specifically exempts conduct so authorized by a regulatory body acting under the authority of 
the U.S. The court declined to review the case on the merits, concluding that the action was barred entirely by the 
Illinois Consumer Fraud Act. In January 2006, the plaintiffs filed a motion asking the court to reconsider its 
decision in Price. On May 5,2006 the Supreme Court of Illinois denied this motion. It is possible that the plaintiffs 
will seek further appeals. No assurance can be given that that such appeals will not be granted or that they will not 
be decided in the plaintiffs' favor. See "CERTAIN INFORMATION RELATING TO THE TOBACCO 
INDUSTRY - Civil Litigation" herein. 

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

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



relief. Defenses raised in these cases include lack of proximate cause, statutes of limitation and preemption by the 
Federal Cigarette Labeling and Advertising Act. 

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

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

Smoking Trends. As discussed in the Global Insight Cigarette Consumption Report, cigarette consumption 
in the U.S. has declined since its peak in 1981 of 640 billion cigarettes to an estimated 381 biIIion cigarettes in 2005. 
Adult per capita cigarette consumption (total consumption divided by the number of people 18 years and older) has 
been declining since 1964. The Global Insight Cigarette Consumption Report forecasts a continued decline in total 
cigarette consumption at an average annual rate of 1.83% to 238 billion cigarettes in 2031 under the Global Insight 
Base Case Forecast (as defined herein), which represents a decline in per capita consumption at an average rate of 
2.65% per year. These consumption declines are based on historical trends which may not be indicative of future 
trends, as well as other factors which may vary significantly from those assumed or forecasted by Global Insight. 

On March 8, 2006, the National Association of Attorneys General and the American Legacy Foundation 
jointly announced that cigarette consumption in 2005 had fallen to 378 billion cigarettes. The Global Insight 2005 
estimate of 381 billion cigarettes is slightly higher. For a more detailed discussion of the Global Insight 
methodology, see "- GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" herein and APPENDIX A "- 
GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" attached hereto. 

According to the Global Insight Cigarette Consumption Report, the pharmaceutical industry is seeking 
approval from the U.S. Food and Drug Administration (the "FDA") for two new smoking cessation products 
possibly more effective than those now in existence such as gum and patch nicotine replacement products, and other 
smoking cessation products such as NicoBloc or Zyban. The FDA approved Varenicline, a Pfizer product to be 
marketed as Chantix, for use as a prescription medicine. It is intended to satisfy nicotine cravings without being 
pleasurable or addictive. Three companies are also seeking FDA approval for vaccines to prevent and treat nicotine 
addiction. One of these companies, Cytos Biotechnology AG, announced on May 14, 2005 that it had successfully 
completed Phase I1 testing of a virus-based vaccine, which is genetically engineered to cause an immune system 
response from nicotine and its effects. The company now plans to begin Phase 111 trials. Nabi Biopharmaceuticals 
has been in Phase I1 clinical trials for NicVAX, a vaccine to prevent and treat nicotine addiction. It triggers 
antibodies that bind with Nicotine molecules. On March 9,2006, NicVAX received Fast Track Designation from the 
FDA, which is intended to expedite its review process. The company expects to move to Phase I11 trials in the 
second half of 2007. The Xenova Group is set to begin Phase I1 testing of its similar vaccine, Ta-Nic. Global Insight 
expects that products such as these wiii continue to be cieveioped and that their introduction anci use wiii contribute 
to the trend decline in smoking. One SPM has also introduced a cigarette with reportedly little or no nicotine. 
Future FDA regulation could also include regulation of nicotine content in cigarettes to non-addictive levels. Such 
new products or similar products, if successful, or such FDA regulation, if enacted, could have a material adverse 
effect on cigarette consumption. 



A decline in the overall consumption of cigarettes beyond the levels forecasted in the Global Insight 
Cigarette Consumption Report could have a material adverse effect on the payments by PMs under the MSA and the 
amounts of Pledged Revenues available to the Corporation to make Turbo Redemptions and pay principal of and 
interest on the Series 2006 Bonds. 

Regulatory Restrictions andlegislative 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 smolung in public and private areas, restrict the sale of 
tobacco products directly to consumers or other unlicensed recipients, including over the Internet, and charge state 
employees who smoke higher health insurance premiums than non-smoking state employees. For example, on 
January 26, 2006, the California Environmental Protection Agency Air Resources Board declared environmental 
tobacco smoke to be a toxic air contaminant. Five states, Alabama, Georgia, Idaho, Kentucky and West Virginia, 
charge higher health insurance premiums to smokers than non-smokers, and a number of states have implemented 
legislation that allows employers to provide incentives to state employees who do not smoke. Several large 
corporations, including Meijer Inc., Gannett Co., American Financial Group Inc., PepsiCo Inc. and Northwest 
Airlines, are now charging smokers higher premiums. In addition, the U.S. Congress may consider legislation 
further increasing the federal excise tax, regulation of cigarette manufacturing and sale by the FDA, amendments to 
the Federal Cigarette Labeling and Advertising Act to require additional warnings, reduction or elimination of the 
tax deductibility of advertising expenses, implementation of a national standard for "fire-safe" cigarettes, regulation 
of the retail sale of cigarettes over the Internet and in other non-face-to-face retail transactions, such as by mail order 
and telephone, and banning the delivery of cigarettes by the U.S. Postal Service. In March 2005, for example, 
bipartisan legislation was reintroduced in the U.S. Congress, which would provide the FDA with broad authority to 
broadly regulate tobacco products. Philip Morris has indicated its strong support for this legislation. FDA 
regulation could also include regulation of nicotine content in cigarettes to non-addictive levels. 

Cigarettes are also currently subject to substantial excise taxes in the U.S. The federal excise tax per pack 
of 20 cigarettes is $0.39 as of June 2006. All states, the District of Columbia and the Commonwealth of Puerto Rico 
currently impose taxes at levels ranging from $0.07 per pack in South Carolina to $2.46 per pack in Rhode Island. 
In addition, certain municipalities also impose an excise tax on cigarettes ranging up to $1.50 per pack in New York 
City and $2.00 per pack in Cook County, Illinois, which includes Chicago. According to the Global Insight 
Cigarette Consumption Report, excise tax increases were enacted in 20 states and in New York City in 2002, in 13 
states in 2003, in 11 states in 2004, and in 8 states in 2005 (Kentucky, Maine, Minnesota, New Hampshire, North 
Carolina, Ohio, Virginia and Washington) in 2005. The increase in Minnesota was not a tax increase, but rather the 
imposition of a "Health Impact Fee" which has the same effect on consumer prices. As a result, the current 
population weighted average state excise tax is $0.913 per pack. In 2006, Texas passed a budget that will raise the 
state excise tax by $1.00 in January 2007. Hawaii and Vermont have also enacted legislation that will raise excise 
taxes. At least five other states are considering proposed excise tax increases, including increases of $1 .OO in New 
York, and of up to $2.60 in California. To help enforce the collection of its cigarette taxes, the New York State 
Legislature approved in 2006 a state law that would stop Native American stores from selling tax-free cigarettes to 
non-Native American customers. The state tax department has asked for a review of amendments to the law, whose 
enforcement is pending the outcome of such review. 

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

According to the Global Insight Cigarette Consumption Report, all of the states and the District of 
Columbia now require smoke-free indoor air to some degree or in some public places. The most comprehensive 
bans have been enacted since 1998 in sixteen states and a few large cities. California imposed comprehensive 
statewide smoking bans in 1998 and banned smoking in its prisons effective July I ,  2005. On March 26,2003, New 



York State enacted legislation banning smoking in indoor workplaces, including restaurants and bars. Also in 2003, 
Connecticut, Maine, and Florida passed laws which ban smoking in restaurants and bars. Similarly comprehensive 
bans took effect in March 2003 in New York City and Dallas and in Boston in May 2003. Since then Massachusetts, 
Montana, Rhode Island, and Vermont have established similar bans. Voters in Washington State passed a ballot 
initiative in November 2005 which bans smoking in all public places effective January 2006. The restrictions are 
stronger than those in other states as they include a ban on outdoor smoking within 25 feet of the entrances of 
restaurants and other public places. In December 2005 Chicago passed a smoking ban that also applies within 
15 feet of entrances to restaurants and other public places. It went into effect in January 2006, with an exemption for 
bars until July 2008. In January 2006, New Jersey adopted a comprehensive ban which went into effect in April 
2006. At the same time New Jersey increased the minimum legal age to purchase cigarettes from 18 to 19 years. 
Three states, Alabama, Alaska, and Utah, also set the minimum age at 19. In January 2006, the District of Columbia 
enacted an extensive ban which will be fully in effect in January 2007. In 2006, Arkansas, Colorado, Hawaii, Utah, 
and Puerto Rico enacted similar legislation. It is expected that the restrictions will continue to proliferate. On June 
15,2006 the Philadelphia City Council passed legislation that would institute a smoking ban in most bars: effective 
January 2007. The Mayor of Philadelphia is expected to sign the bill. Currently, at least two additional states, 
Louisiana and Ohio, are considering comprehensive bans. On January 26, 2006, the California Environmental 
Protection Agency Air Resources Board declared environmental tobacco smoke to be a toxic air contaminant. In 
addition, the American Nonsmokers' Rights Foundation documents clean indoor air ordinances by local 
governments throughout the U.S. As of April 17, 2006, there were 2,216 municipalities in the U.S. with indoor 
smoking restrictions. The first extensive outdoor smoking restrictions were instituted on March 17: 2006 in 
Calabasas, California. In Santa Fe, New Mexico, it will be illegal to smoke in a bar or restaurant, including outdoor- 
dining areas, or within 25 feet from a doorway to a public place beginning July 1,2006. 

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

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

Other Potential Payment Decreases Under the Terms of the MSA 

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

The assumptions used to project Pledged Revenues (the source of the payments on the Series 2006 Bonds) 
are based on the premise that certain adjustments will occur as set forth under "METHODOLOGY AND BOND 
STRUCTURING ASSUMPTIONS' herein. Actual adjustments could be materially different from what has been 
assumed and described herein. 



Growth of NPM Market Share and Other Factors. The assumptions used to project Pledged Revenues and 
structure the Series 2006 Bonds contemplate declining consumption of cigarettes in the U.S. combined with a static 
relative market share of 5.6%" for the NPMs. See "METHODOLOGY AND BOND STRUCTURING 
ASSUMPTIONS" herein. Should the forecasted decline in consumption occur, but be accompanied by a material 
increase in the relative aggregate market share of the NPMs, shipments by PMs would decline at a rate greater than 
the decline in consumption. This would result in greater reductions of Annual Payments and Strategic Contribution 
Fund Payments by the PMs due to application of the Volume Adjustment, even for Settling States (including the 
State) that have adopted enforceable Qualifying Statutes and are diligently enforcing such statutes and are thus 
exempt from the NPM Adjustment. One SPM has introduced a cigarette with reportedly no nicotine. If consumers 
used the product to quit smoking, it could reduce the size of the cigarette market. The capital costs required to 
establish a profitable cigarette manufacturing facility are relatively low and new cigarette manufacturers, whether 
SPMs or NPMs, are less likely than OPMs to be subject to frequent litigation. 

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

A significant loss of market share by PMs to NPMs could have a material adverse effect on the payments 
by PMs under the MSA and the amount of Pledged Revenues available to the Corporation to make Turbo 
Redemptions and pay principal of and interest on the Series 2006 Bonds. See "SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT - Adjustments to Payments" and "GLOBAL INSIGHT CIGARETTE 
CONSUMPTION REPORT" herein. 

NPM Adjustment. Description of the NPM Adiustment. The NPM Adjustment, measured by domestic 
sales of cigarettes by NPMs, operates in certain circumstances to reduce the payments of the PMs under the MSA in 
the event of losses in market share to NPMs during a calendar year as a result of the MSA. Three conditions must 
be met in order to trigger an NPM Adjustment for one or more Settling States: (1) a Market Share Loss (as defined 
in the MSA) for the applicable year must exist, which means that the aggregate market share of the PMs in any year 
must fall more than 2% below the aggregate market share held by those same PMs in 1997 (a condition that has 
existed for every year since 2000), (2) a nationally recognized firm of economic consultants must determine that the 
disadvantages experienced as a result of the provisions of the MSA were a significant factor contributing to the 
market share loss for the year in question, and (3) the Settling States in question must be proven to not have 

* 
The aggregate market share of NPMs utilized in the Cash Flow Assumptions may differ materially from the market share information 
utilized by the MSA Auditor when calculating the NPM adjustments. 



diligently enforced their Qualifying statutes.* The Settling States and the PMs selected The Brattle Group in May 
2004 as the current economic consultants responsible for making the significant factor determinations. 

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

The MSA further provides that in no event shall the amount of an NPM Adjustment applied to any Settling 
State in any given year exceed the amount of Annual Payments and Strategic Contribution Fund Payments to be 
received by such Settling State in such year. 

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

Settlement of Calendar 1999 throu~h 2002 NPM Adiustment Claims. In June 2003, the OPMs and the 
Settling States settled all NPM Adjustment claims for the years 1999 through 2002, subject, however, under limited 
circumstances, to the reinstatement of an OPM's right to an NPM Adjustment for the years 2001 and 2002. In 
connection therewith, the OPMs and the Settling States agreed prospectively that OPMs claiming an NPM 
Adjustment for any year will not make such a deposit into the Disputed Payments Account or withhold payment 
with respect thereto unless and until the selected economic consultants determine that the disadvantages of the MSA 
were a significant factor contributing to the market share loss giving rise to the alleged NPM Adjustment. If the 
selected economic consultants make such a "significant factor" determination regarding a year for which one or 
more OPMs have claimed an NPM Adjustment, such OPMs may, in fact, either make a deposit into the Disputed 
Payments Account or withhold payment reflecting the claimed NPM Adjustment. See "SUMMARY OF THE 
MASTER SETTLEMENT AGREEMENT - Adjustments to Payments" herein. 

It has been reported that the 2005 Annual Payments by the OPMs were made without a diversion of any 
portion thereof into the Disputed Payments Account for the Settling States. However, it has been reported that 

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

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

NPM Adjustment = 50% + 
j50% i (Ease Aggregaie Pariicipaiing ivfanufactumr lviarkei Snare - i 6%'ibjj 

x [market share loss - 16%%] 

If a court of competent jurisdiction declares a Settling States' Qualifying Statute to be invalid or unenforceable, then the NPM Adjustment 
for such state is limited to no more, on a yearly basis, than 65% of the amount of such state's allocated payment. 



eleven SPMs paid approximately $84 million of their 2005 Annual Payments into the Disputed Payments Account 
for the Settling States as a result of alleged disputes, including disputes related to NPM Adjustments. Unlike the 
OPMs, the SPMs had not agreed to await the finding of a significant factor determination before taking such action. 
Of this $84 million, approximately $44 million represented payments by six SPMs relating to cigarettes sold in 
2003. Following litigation brought by the State of New York challenging such actions, the six SPMs released such 
$44 million to the Settling States. Such release of money, however, does not represent final settlement of any 
alleged disputes. In addition, more than $18 million due from various SPMs was withheld on April 15,2005. 

Significant Factor Determination for Calendar Year 2003. On or about March 2, 2006, The Brattle Group 
made a proposed determination that the disadvantages experienced as a result of the MSA were a significant factor 
contributing to the related market share loss for calendar 2003. It has been reported that the MSA Auditor 
determined that the Market Share Loss in 2003 was 5.95%, reflecting the difference between the PMs' 99.58% 1997 
market share and their 91.63% 2003 market share less 2%. Of the total 7.95% differential, it has also been reported 
that The Brattle Group determined that 3% to 3.5% was attributable to the MSA and then compared 3% to 3.5% to 
7.95% in making its proposed significant factor determination. 

By letter dated March 6, 2006, the State of New York issued to all the PMs a Notice of Intent to Initiate 
Enforcement Proceedings under the MSA. In that Notice of Intent the State of New York noted The Brattle Group's 
proposed determination and stated that the State of New York intended to initiate court proceedings against some or 
all PMs for a Declaratory Order construing certain terms, including "Market Share Loss," of the MSA and the 
question presented to The Brattle Group in the "significant factor" proceedings. On that same date, the State of New 
York filed a motion in the Supreme Court of the State of New York for the County of New York in The State of New 
York v. Philip Morris, lnc., requesting a declaratory order construing the terms of the MSA. New York State 
asserted that The Brattle Group's initial determination was incorrectly made because it applied its "significant 
factor" analysis to the OPMs total loss of market share from 1997 through 2003 of 7.95%, rather than to the "Market 
Share Loss" as defined in the MSA, which New York State asserted is the total market share loss of the OPMS from 
1997 through 2003 that is in excess of 2%, which would result in a Market Share Loss of 5.95%. On March 13, 
2006, the court held that it had continuing jurisdiction over the MSA and directed that The Brattle Group, in making 
its "significant factor" determination, consider the MSA's impact on the OPMs' market share loss after deducting 
2% from any MSA-related loss it found. The PMs' time to make a motion or rehear or reargue this order or to seek 
appellate relief has not expired. 

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

Effect of Calendar 2003 NPM Adjustment Claim on 2006 Annual Payments. It has been reported in the 
press that both Philip Morris and Reynolds American believe that the size of the NPM Adjustment attributable to 
2003, which all three OPMs will reported seek, is approximately $1.2 billion (representing a $1 .I4 billion NPM 
Adjustment of approximately 17.85% of the 2004 Annual Payment, with interest). It has been reported that on 
March 31 ; 2006, Philip Morris made its full $3.4 billion payment, even though it believes that sum should eventually 
be reduced to reflect its market share loss due to its participation in the MSA, and it intends to continue to negotiate 
with the Settling States' Attorneys General for a reduction of its payment. It has also been reported that Lorillard 
paid approximately $558 million of its 2006 Annual Payment on March 3 1,2006. Lorillard deposited the balance of 
the 2066 h ~ ~ u a !  ?ape&,  $!O8 mi!!ion, into the Disixted Payxxents Accmat pending Fia! con-appea!ab!e 
resolution of the diligent enforcement issue with respect to 2003. Additionally, it has been reported that Reynolds 
American paid approximately $2.016 billion of its Annual Payment obligation for 2006, of which $647 million was 
deposited in the Disputed Payment Account pending resolution of the diligent enforcement issue in 2003. 
According to the co-chairs of the NAAG Tobacco Committee, in a statement released on April 18,2006, the Annual 
Payments paid by Lorillard and Reynolds American to the Settling States constitute about 82% of the amount that 
was due. The three SPMs from whom the largest payments were due made substantial payments. However, one of 



the three paid a portion of its payment to the Disputed Payments Account, and the other two each withheld a portion 
of the payment due from them. 

It has been reported in the press that a majority of the Settling States have given notice to the PMs of each 
such Settling State's intent to commence enforcement proceedings under the MSA compelling the PMs to make the 
2006 Annual Payment without diminution for any NPM Adjustment so long as there has not yet been a final non- 
appealable resolution of the diligent enforcement issue for such Settling State for the year in question. 

It has also been reported that Vibo Corporation d/b/a General Tobacco, an SPM, paid $96 million of its 
2006 Annual Payment in April 2006 and paid the balance, $1 1.5 million, in June 2006. General Tobacco reportedly 
maintains that it is entitled to a reduction based on the market share loss it experienced after joining the MSA, but 
has elected to make the full payments pending final adjudication regarding the actual final payments due. 

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

Resolution of NPM Adiustment and Diligent Enforcement Disputes. On August 3, 2005, a Connecticut 
state court ruled that certain issues relating to the calculation of an NPM Adjustment are subject to arbitration 
pursuant to the terms of the MSA. See State of Connecticut v. Philip Morris, Inc. The case involved a claim by 
certain SPMs that the MSA Auditor, selected by the parties to the MSA to determine payments under the MSA, 
miscalculated their annual payments for shipment year 2003 by refusing to reduce the amounts by applying the 
NPM Adjustment. In the decision, the court held that a challenge to the MSA Auditor's determination that the MSA 
forbids the application of the NPM Adjustment to payments owed by PMs for any year in which all Settling States 
had Qualifying Statutes in full force and effect is subject to arbitration. The MSA provides that the arbitration will 
be governed by the United States Federal Arbitration Act. The 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 Connecticut court's decision has been appealed by the State of Connecticut. The 
determinations by the Connecticut court and the New Hampshire court referenced below (see State of New 
Hampshire v. Philip Morris USA) are contrary to the 2005 determination by a New York State trial court that 
concluded that such issues were not subject to arbitration under the MSA. See The State of New York v. Philip 
Morris Inco~porated. However, the New York Court's decision was reversed on April 6, 2006, by the Appellate 
Division, First Departmentj of the Supreme Court of New York (the "Appellate Divisinn"). The Appellate 
Division, citing the Connecticut court's decision with approval, ruled that the MSA Auditor's decision not to apply 
the NPM Adjustment, and the dispute over whether that adjustment should have been applied, is "a proper subject 
for arbitration pursuant to the plain terms of the MSA." The Appellate Division then ordered that the motion to 
compel arbitration be granted. It has been reported that the defendants in the New York case are considering an 
appeal of the Appellate Division's decision. 



As previously noted, any Settling State that adopts, maintains and diligently enforces its Qualifying Statute 
is exempt from the NPM Adjustment. The State has adopted the Model Statute (which is a Qualifying Statute under 
the MSA). No provision of the MSA, however, attempts to define what activities, if undertaken by a Settling State, 
would constitute diligent enforcement. Furthermore, the 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. On June 5, 2006, a Superior 
Court judge in New Hampshire granted a motion by the OPMs to compel arbitration and dismissed an action by the 
State of New Hampshire for a declaratory order regarding diligent enforcement of New Hampshire's Qualifying 
Statute. The Superior Court decision is appealable to the New Hampshire Supreme Court. See State of New 
Hampshire v. Philip Morris USA. The Attorneys General of the Settling States, including the State, believe that the 
court in each Settling State that retains continuing jurisdiction over the MSA should make the determination as to 
diligent enforcement of such state's Qualifying Statute. Regardless of the forum in which a diligent enforcement 
dispute is heard, no assurance can be given as to how long it will take to resolve any such dispute with finality. 

Effect of Comvlementary Legislation. At least 44 of the Settling States, including the State, have passed, 
and various states are considering, legislation (often termed "Complementary Legislation") to further ensure that 
NPMs are making required escrow payments under the Qualifying Statutes. Under the State's Complementary 
Legislation, every tobacco product manufacturer whose cigarettes are sold, directly or indirectly, in the State is 
required to certify annually that it is an NPM and that it is in full compliance with the State's Qualifying Statute. 
The Attorney General is required to maintain a directory listing of all tobacco product manufacturers that have filed 
current and accurate certifications. No person may sell, offer or possess for sale in the State 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 forfeiture. 

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 a legislation will not be used in determining whether 
a state has diligently enforced its Qualifying Statute pursuant to the terms of the MSA, and that the diligent 
enforcement obligations under the MSA shall not apply to the Complementary Legislation. In addition, the written 
assurances contain an agreement that the Complementary Legislation will not constitute an amendment to a Settling 
State's Qualifying Statute. However, a determination that a state's Complementary Legislation is invalid may make 
enforcement of its Qualifying Statute more difficult, which could lead to an increase in the market share of NPMs, 
resulting in a reduction of Annual Payments and Strategic Contribution Fund Payments under the MSA. The New 
York Qualifying Statute and Complementary Legislation, along with similar legislation in thirty other states, 
including the State, have been challenged in New York State by a group of NPMs on various constitutional grounds, 
including claims based on preemption by the federal antitrust laws. See "- Litigation Challenging the MSA, the 
Qualifying Statutes and Related Legislation" herein. See "SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT - MSA Provisions Related to Model/Qualifying Statutes" herein and Appendix F - "SUMMARY 
OF THE PRINCIPAL LEGAL DOCUMENTS - THE INDENTURE attached hereto. 

Conclusion. Future NPM Adjustment claims remain possible for calendar years 2004, 2005 and all future 
years. It has been reported that Philip Morris, Reynolds American and Lorillard will file a NPM Adjustment claim 
for the year 2004. The Brattle Group has not made any preliminary or final "significant factor" determinations for 
any year other than 2003. In addition, the "diligent enforcement" exemption afforded a Settling State is based on 
actual enforcement efforts for the calendar year preceding each Annual Payment, and could be disputed by a PM 
even after the final resolution of a diligent enforcement dispute related to a prior year. If the other preconditions to 
an NPM Adjustment exist for a given year, disputes regarding diligent enforcement for such year may be expected if 
the market share of the NPMs results in an NPM Adjustment that, absent the protection of the Qualifying Statutes, 
would apply. 

Future NPM Adjustments could be as large or larger than the reported potential $1.2 billion calendar 2003 
NPM Adjustment. Although a Settling State that diligently enforces its Qualifying Statute is exempt from the NPM 
Adjustment. many procedural uncertainties, as described above, still remain regarding the resolution of a dispute 
regarding diligent enforcement. In addition, the resolution of the substance of such a dispute could take years. A 
decision by the PMs to pay the amount of a claimed NPM Adjustment into the Disputed Payments Account or to 
withhold payment of such an amount pending the resolution of the dispute would have a material adverse effect on 
the amounts of Pledged Revenues available to the Corporation to make Turbo Redemptions and other payments on 



the Series 2006 Bonds during such period. Should a PM be determined with finality to be entitled to an NPM 
Adjustment in a future year due to non-diligent enforcement of the Qualifying Statute by the State, the application of 
the NPM Adjustment would also have a material adverse effect on the amounts of Pledged Revenues available to the 
Corporation to pay Turbo Redemptions, interest on or principal of the Series 2006 Bonds. See "Disputed or 
Recalculated Payments" below. The structuring assumptions for the Series 2006 Bonds do not include any NPM 
Adjustments. See "METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS'herein. 

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

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

On June 3, 2005, the State filed an application in San Diego County Superior Court for an enforcement 
order against Bekenton USA, Inc. ("Bekenton"), to compel Bekenton to comply with its full payment obligations 
under the MSA. On June 29,2005, Bekenton filed a motion to file a suit, alleging that the State breached the Most 
Favored Nation ("MFN) provisions of the MSA by allowing three other SPMs (Farmer's Tobacco Co., General 
Tobacco, and Premier Manufacturing Incorporated) to join the MSA under more favorable terms. In a tentative 
ruling dated November 1, 2005, the Superior Court granted Bekenton's motion to file suit based on this allegation. 
In its initial complaint, Bekenton had further alleged that (a) the State's agreements with Farmer's Tobacco, General 
Tobacco and Premier (the "Three Agreements"), which required them to make certain back payments (as required 
by the MSA) as a precondition to joining the MSA, permitted such back payments to be made on an extended time 
frame and (b) this time frame effectively "relieved" Farmer's Tobacco, General Tobacco and Premier of certain 
payment obligations as PMs. Bekenton claimed that it was entitled to a similar relief under another clause of the 
MFN (the "Relief Clause"), which requires that if any PM is relieved of a payment obligation, such relief becomes 
applicable to a11 of the PMs. In the November 1, 2005, tentative ruling, the Superior Court denied Bekenton's 
motion to file suit under the Relief Clause, ruling that (1) because the Three Agreements were preconditions to 
-1lnv~;n- Fam.er's Tebacce, Genera! Tebacce and Premier te becer,e ?&Is, these cempa--es were net "?!.Is" fcr UI." . IL. 6 
purposes of the Relief Clause and (2) even if Farmer's Tobacco, General Tobacco and Premier are PMs for purposes 
of the Relief Clause, the payment schedules in the Three Agreements did not relieve them of any obligations. On 
March 15,2006, the Superior Court adopted the November 1,2005 tentative ruling as its final order. 

Bekenton is involved in similar disputes in Kentucky and Iowa. In the Kentucky case, Bekenton failed to 
make its full MSA payment of approximately $7.7 million in April 2005, and, instead, paid only $198,000, less than 
3% of the total payment due. The State of Kentucky commenced an action against Bekenton in which Bekenton 



claimed that under the Relief Clause it was entitled to reduce its payment as a consequence of Kentucky's agreement 
with General Tobacco, which was similar to the agreement described above between the State of California and 
General Tobacco. On April 14,2006, the court dismissed Bekenton's claim for a reduction, holding that the Relief 
Clause was not applicable since the General Tobacco agreement did not relieve General Tobacco of any payment 
obligations. 

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

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

Other Risks Relating to the MSA and Related Statutes 

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

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

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

Limited Inforn~ation. Certain information relating to the payments owed pursuant to the MSA and 
adjustments thereto, while available to the PMs and the attorneys general of the Settling States, is not publicly 
available. It has been reported that the limited amount of publicly available information and the limited disclosures 



made by the attorneys general of the Settling States and the PMs regarding events affecting operation of the MSA 
may affect potential investors' ability to obtain information helpful to making an informed investment decision, 
including information regarding potential reductions in the payments by the PMs under the MSA and the amounts of 
Pledged Revenues available to the Corporation to make Turbo Redemptions and pay principal of and interest on the 
Series 2006 Bonds. 

Bankruptcy of a PM May Delay, Reduce, or Eliminate Payments of TSRs 

The only material source of payment for the Series 2006 Bonds (other than amounts in the Debt Service 
Reserve Account, with respect to the Series 2006 Bonds, and interest earnings) is the Pledged Revenues derived 
from TSRs that are paid by the PMs. Therefore, if one or more PMs were to become a debtor in a case under Title 
11 of the U.S. Code (the "Bankruptcy Code"), there could be delays in or reductions or elimination of payments on 
the Series 2006 Bonds, and Owners of the Series 2006 Bonds could incur losses on their investments. Philip Morris, 
by way of example, prior to the resolution of the dispute in the Price case in Illinois in the spring of 2003 over the 
size of the required appeal bond, had publicly stated that it would not have been possible for it to post the $12 billion 
bond initially ordered by the trial judge. Philip Morris also publicly stated at that time that there was a risk that 
immediate enforcement of the judgment would force a bankruptcy. In addition, on May 13,2003, Alliance Tobacco 
Corporation, one of the SPMs, filed for bankruptcy in the Western District of Kentucky and, in September 2004, its 
plan of reorganization was confirmed. As part of the confirmed plan, Alliance Tobacco Corporation effectively 
ceased its operations in September 2004. Bekenton has also filed for bankruptcy relief. 

In the event of the bankruptcy of a PM, unless approval of the bankruptcy court is obtained, the automatic 
stay provisions of the Bankruptcy Code could prevent any action by the State, the City, the Corporation, the 
Indenture Trustee, the Owners, or the beneficial owners of the Series 2006 Bonds to collect any TSRs or any other 
amounts owing by the bankrupt PM. In addition, even if the bankrupt PM wanted to continue paying TSRs, it could 
be prohibited as a matter of law from making such payments. In particular, if it were to be determined that the MSA 
was not an "executory contract" under the Bankruptcy Code, then the PM may be unable to make further payments 
of TSRs. If the MSA is determined in a bankruptcy case to be an "executory contract" under the Bankruptcy Code, 
the bankrupt PM may be able to repudiate the MSA and stop making payments under it. Furthermore, payments 
previously made to the Owners or the beneficial owners of the Series 2006 Bonds could be avoided as preferential 
payments, so that the Owners and the beneficial owners of the Series 2006 Bonds would be required to return such 
payments to the bankrupt PM. Also, the bankrupt PM may have the power to alter the terms of its payment 
obligations under the MSA without the consent, and even over the objection of the State, the City, the Corporation, 
the Indenture Trustee, the Owners, or the beneficial owners of the Series 2006 Bonds. Finally, while there are 
provisions of the MSA that purport to deal with the situation when a PM goes into bankruptcy, such provisions may 
be unenforceable. There may be other possible effects of a bankruptcy of a PM that could result in delays or 
reductions or elimination of payments to the Owners or the beneficial owners of the Series 2006 Bonds. For a 
further discussion of certain bankruptcy issues, see "LEGAL CONSIDERATIONS" herein. 

Recharacterization of Transfer of Sold City Tobacco Assets Could Void Transfer 

The City and the Corporation, at the time of the execution of the Sale Agreement, intended and structured 
the transfer of the Sold City Tobacco Assets to the Corporation as an absolute sale and not as the grant of a security 
interest in the Sold City Tobacco Assets to secure a borrowing of the City. However, if the transfer of the Sold City 
Tobacco Assets were to be recharacterized as part of a borrowing by the City secured by the Sold City Tobacco 
Assets instead of a sale of the Sold City Tobacco Assets, the transfer of the Sold City Tobacco Assets to the 
Corporation could be declared void. No assurance can be given that a court would not find that the transfer of the 
Sold City Tobacco Assets to the Corporation is part of a secured borrowing. Because the Corporation has no other 
funds with which to make payments on the Series 2006 Bonds, the Owners could suffer a loss of their entire 
investment if there were such a judicial finding. 

Bankruptcy of the City 

The City is a political subdivision of the State of California and, accordingly, cannot be the subject of any 
involuntary bankruptcy case under the Bankruptcy Code. The City can become a debtor under the Bankruptcy Code 
only in a voluntary case. If the City was to become a debtor in a bankruptcy case, and a party in interest (including 



the City itself) was to take the position that the transfer of the Sold City Tobacco Assets to the Corporation should 
be recharacterized as the grant of a security interest in the Sold City Tobacco Assets, then delays or reductions or 
elimination of payments on the Series 2006 Bonds could result. If a court were to adopt such position, then further 
delays or reductions or elimination of payments on the Series 2006 Bonds could result. Further, because the 
Corporation has no other funds with which to make payments on the Series 2006 Bonds, the Owners could suffer a 
loss of their entire investment if the transaction from the City to the Corporation is recharacterized as a borrowing 
and held to be void. The City and the Corporation, at the time of the execution of the Sale Agreement, intended and 
structured the transfer of the Sold City Tobacco Assets to the Corporation as an absolute sale and not as the grant of 
a security interest in the Sold City Tobacco Assets to secure a borrowing of the City. See "LEGAL 
CONSIDERATIONS - Recharacterization of Transfer of Sold City Tobacco Assets Could Void Transfer" herein. 

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

Certain City officials have stated that in connection with its ongoing financial crisis (see "- Certain 
Investigations Regarding the City" below), the City could decide to voluntarily become a debtor under the 
Bankruptcy Code. Actions could be taken in a bankruptcy of the City that could result in delays or reductions in or 
elimination of payments on the Series 2006 Bonds. In connection with the issuance of the Series 2006 Bonds, the 
City has represented in the Sale Agreement and will furnish a closing certificate to the effect that the City has no 
intention of becoming a debtor under the Bankruptcy Code at the present time. Regardless of any specific adverse 
determinations in a City bankruptcy proceeding, the fact of a City bankruptcy proceeding could have an adverse 
effect on the liquidity and value of the Series 2006 Bonds. For a further discussion of certain bankruptcy issues and 
a description of certain legal opinions to be delivered by Bond Counsel to the Corporation with respect to City 
bankruptcy matters, see "LEGAL CONSIDERATIONS - Bankruptcy of the City" herein. 

Uncertainty as to Timing of Turbo Redemption 

No assurance can be given as to the timing of redemption of the Series 2006 Bonds. No assurance can be 
given that actual cigarette consumption in the U.S. during the term of the Series 2006 Bonds will be as assumed, or 
that the other assumptions underlying the Series 2006 Term Bond Structuring Assumptions (as defined herein), 
including that certain adjustments and offsets will not apply to payments due under the MSA, will be consistent with 
future events. If actual events deviate from one or more of the assumptions underlying the Series 2006 Term Bond 
Structuring Assumptions, the amount of Pledged Revenues available to the Corporation make Turbo Redemption 
Payments will be affected and the resulting weighted average lives of the Series 2006 Turbo Term Bonds will vary. 
Any reinvestment risks from faster amortization or extension risks from slower amortization of the Series 2006 
Bonds than anticipated will be borne entirely by the Owners of the Series 2006 Bonds. See "SUMMARY OF BOND 
STRUCTUUNG ASSUMPTIONS" herein. In addition, the Indenture permits the pledge of additional property, not 
now owned by the Corporation, as security for the Owners, and the effect of such pledge may be to accelerate the 
amortization of the Series 2006 Bonds. No assurance can be given that these structuring assumptions described 
herein, upon which the projections of the Series 2006 Bonds Turbo Redemptions are based, will be realized. 

The ratings of the Series 2006 Bonds address the payment of interest on the Series 2006 Bonds when due 
and payment of principal of the Series 2006 Bonds by their respective maturity. Owners of the Series 2006 Bonds 
bear the reinvestment risk from faster than expected amortization, as well as the extension risk from slower than 
expected amortization of the Series 2006 Bonds. 



Limited Obligations of the Corporation 

The Series 2006 Bonds are limited obligations of the Corporation, payable from and secured solely by 
Pledged Revenues and the other Collateral pledged under the Indenture. The Owners have no recourse to other 
assets of the Corporation, including, but not limited to, any assets pledged to secure payment of any other debt 
obligation of the Corporation. The Series 2006 Bonds are not secured by the proceeds thereof, with the exception of 
the proceeds deposited in the Capitalized Interest Account and the Debt Service Reserve Account. The Series 2006 
Bonds do not constitute a charge against the general credit of the Corporation or the City, and under no 
circumstances shall the Corporation or the City be obligated to pay the principal of or premium, if any, or interest on 
the Series 2006 Bonds, except from the Collateral pledged therefor under the Indenture. The Corporation has no 
taxing power. Under no circumstances shall the Owners have any recourse at any time and for any reason to any 
assets, income or revenues of the City. Neither the credit of the State, nor of any public agency of the State, nor of 
the City is pledged to the payment of the principal of or premium, if any, or interest on the Series 2006 Bonds. The 
Series 2006 Bonds do not constitute a debt, liability, charge or obligation of the State, of any public agency of the 
State or of the City. The City is under no obligation to make payments of the principal of or premium, if any, or 
interest on the Series 2006 Bonds in the event that Pledged Revenues are insufficient for the payment thereof. 

Limited Remedies 

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

Limited Secondary Market of the Series 2006 Bonds; Price Volatility 

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

Limited Nature of Ratings; Reduction, Suspension or Withdrawal of a Rating 

Any rating assigned to the Series 2006 Bonds by a Rating Agency will reflect such Rating Agency's 
assessment of the that owners of such Series 2006 Bonds will receive payments of principal of and interest on such 
Series 2006 Bonds when due. Any such rating will not address the expected average life of such Series 2006 Bonds 
or the likelihood that the Turbo Redemptions will be made by any certain date. The ratings of the Series 2006 
Bonds will not be a recommendation to purchase, hold or sell such Series 2006 Bonds and such ratings will not 
address the marketability of such Series 2006 Bonds, any market price or suitability for a particular investor. There 
is no assurance that any rating will remain for any given period of time or that any rating will not be lowered, 
suspended or withdrawn entirely by a Rating Agency if, in such Rating Agency's judgment, circumstances so 
warrant based on factors prevailing at the time. Any such reduction, suspension or withdrawal of a rating, if it were 
to occur, could adversely affect the availability of a market for, or the market price of, the Series 2006 Bonds. There 
can be no assurance that any ratings assigned to the tobacco settlement securitizations or the tobacco product 



manufacturers will continue for any given period of time or that such ratings will not be further revised, suspended 
or withdrawn entirely by the Rating Agencies. 

Moody's currently indicates that its ratings on all tobacco settlement securitizations, including its ratings of 
the Series 2006 Bonds, are "on watch direction uncertain." Fitch, Inc.'s ("Fitch") view of the tobacco industry is a 
key factor in its ratings of tobacco settlement securitizations. Fitch recently revised its outlook on the unsecured 
credit profile of the tobacco industry from negative to stable. See "RATINGS" herein. 

Certain Investigations Regarding the City 

On January 27, 2004 and March 12, 2004, the City made several voluntary disclosure filings with the 
Repositories. These filings disclosed, among other things, errors in the footnotes to the City's audited financial 
statements for Fiscal Year ended June 30, 2002. Subsequent to these voluntary disclosure filings, the City retained 
the accounting firm of KPMG LLP to perform a full scope audit and render an opinion on the City's financial 
statements for Fiscal Year ended June 30, 2003. The City has retained the accounting firm of Macias, Gini & 
Company LLP to perform a full scope audit and render an opinion on the City's financial statements for Fiscal Years 
ended June 30, 2004 and 2005. In addition, the SEC, the Department of Justice and others are investigating the 
City's disclosure practices with respect to the City's financial statements and securities offering documents. The 
City has not released audited financial statements for Fiscal Years ended June 30,2003,2004 and 2005 because of 
the on-going audit and investigations. On September 20, 2004, Standard & Poor's Ratings Services ("S&P") 
suspended its ratings on the outstanding debt obligations of the City. Moody's Investors Service and Fitch Ratings 
have not suspended their ratings on the outstanding debt obligations of the City. 

The Series 2006 Bonds are not secured by the proceeds thereof, with the exception of the proceeds 
deposited in the Capitalized Interest Account and the Debt Service Reserve Account. The Series 2006 Bonds do not 
constitute a charge against the general credit of the Corporation or the City, and under no circumstances shall the 
Corporation or the City be obligated to pay the principal of or premium, if any, or interest on the Series 2006 Bonds, 
except from the Collateral pledged therefor under the Indenture. The Corporation has no taxing power. Under no 
circumstances shall the Owners have any recourse at any time and for any reason to any assets, income or revenues 
of the City. Neither the credit of the State, nor of any public agency of the State, nor of the City is pledged to the 
payment of the principal of or premium, if any, or interest on the Series 2006 Bonds. The Series 2006 Bonds do not 
constitute a debt, liability, charge or obligation of the State, of any public agency of the State or of the City. The 
City is under no obligation to make payments of the principal of or premium, if any, or interest on the Series 2006 
Bonds in the event that Pledged Revenues are insufficient for the payment thereof. To the knowledge of the 
Corporation and the City, the investigations relating to the City's frnancial statements and disclosure practices do not 
involve matters directly related to the security for, or the payment of, the Series 2006 Bonds. 

LEGAL CONSIDERATIONS 

The following discussion summarizes some, bur not all, of the possible legal issues that could affect the 
Series 2006 Bonds. The discussion does not address evei-y possible legal challenge that could result in a decision 
that would cause TSRs to be reduced or elin~inated. References in the discussion to variozls opinions of Bond 
Counsel are incomplete summaries of such opinions and are qualiJied in their entirety by i-efei-ence to the actzlal 
opinions. 

Bankruptcy of a PM 

Because the only significant source of payment for the Series 2006 Bonds is the TSRs paid by the PMs, if 
one or more B ~ f s  were to become a debtor in a case under the Bankruptcy Code, &ere couid be deiays or reductions 
in or elimination of payments on the Series 2006 Bonds. See "RISK FACTORS - Bankruptcy of a PM May Delay, 
Reduce, or Eliminate Payments of TSRs" herein. 

In the event of bankruptcy of a PM (unless approval of the bankruptcy court was obtained), the automatic 
stay provisions of the Bankruptcy Code could prevent any action by the State, the Corporation, the City, the 
Indenture Trustee, the Owners or the Beneficial Owners of the Series 2006 Bonds to collect any TSRs or any other 
amounts owing by the bankrupt PM. In addition, even if the bankrupt PM wanted to continue paying TSRs, it could 



be prohibited as a matter of law &om making such payments. In particular, if it were to be determined that the MSA 
was not an "executory contracty' under the Bankruptcy Code, then the PM may be unable to make further payments 
of TSRs. Bond Counsel to the Corporation will render an opinion to the Rating Agencies that, subject to all the 
assumptions, qualifications, and limitations set forth therein, if a PM became the debtor in a case under the 
Bankruptcy Code, and the matter were properly briefed and presented to a federal court exercising jurisdiction over 
such bankruptcy case, the court, with reasonable judgment after full consideration of all relevant factors, would hold 
that the MSA is an "executory contract" under Section 365 of the Bankruptcy Code. Certain of the assumptions 
contained in this opinion will be assumptions that certain facts or circumstances will exist or occur, but Bond 
Counsel to the Corporation can provide no assurance that such facts or circumstances will exist or occur as assumed 
in the opinion. This opinion will be based on an analysis of existing laws and court decisions, and will cover certain 
matters not directly addressed by such authorities. There are no court decisions directly on point, there are court 
decisions that could be viewed as contrary to the conclusions expressed in the opinion, and the matter is not free 
from doubt. Accordingly, no assurance can be given that a particular court would not hold that the MSA is not an 
executory contract, thus resulting in delays or reductions in, or elimination of, payments on the Series 2006 Bonds. 

If the MSA is an "executory contract" under the Bankruptcy Code, the bankrupt PM may be able to 
repudiate the MSA and stop making payments under it, thus resulting in delays or reductions in, or elimination of, 
payments on the Series 2006 Bonds. 

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

Recharacterization of Transfer of Sold City Tobacco Assets Could Void Transfer 

The City and the Corporation, at the time of the execution of the Sale Agreement, intended and structured 
the transfer of the Sold City Tobacco Assets to the Corporation as an absolute sale and not as the grant of a security 
interest in the Sold City Tobacco Assets to secure a borrowing of the City. However, if the transfer of the Sold City 
Tobacco Assets were to be recharacterized as part of a borrowing by the City secured by the Sold City Tobacco 
Assets instead of a sale of the Sold City Tobacco Assets, the transfer of the Sold City Tobacco Assets to the 
Corporation could be declared void. No assurance can be given that a court would not find that the transfer of the 
Sold City Tobacco Assets to the Corporation is part of a secured borrowing. Because the Corporation has no other 
funds with which to make payments on the Series 2006 Bonds, the Owners could suffer a loss of their entire 
investment if there were such a judicial finding. 

Bankruptcy of the City 

The City is a political subdivision of the State of California and, accordingly, cannot be the subject of any 
involuntary bankruptcy case under the Bankruptcy Code. The City can become a debtor under the Bankruptcy Code 
only in a voluntary case. If the City was to become a debtor in a bankruptcy case, and a party in interest (including 
the City itself) was to take the position that the transfer of the Sold City Tobacco Assets to the Corporation should 
be recharacterized as a grant of a security interest in the Sold City Tobacco Assets, then further delays or reductions 
or elimination of payments on the Series 2006 Bonds could result. If a court were to adopt such position, then 
further delays or reductions or elimination of payments on the Series 2006 Bonds could result. Further, because the 
Corporation has no other hnds with which to make payments on the Series 2006 Bonds, the Owners could suffer a 
loss of their entire investment if the transaction from the City to the Corporation is recharacterized as a borrowing 
and held to be void. The City and the Corporation, at the time of the execution of the Sale Agreement, intended and 
structured the transfer of the Sold City Tobacco Assets to the Corporation as an absolute sale and not as the grant of 
a security interest in the Sold City Tobacco Assets to secure a borrowing of the City. See "LEGAL 
CONSIDERATIONS - Recharacterization of Transfer of Sold City Tobacco Assets Could Void Transfer" herein. 



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

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

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

Certain City officials have stated that in connection with its ongoing financial crisis (see " Certain 
Investigations Regarding the City7' below), the City could decide to voluntarily become a debtor under the 
Bankruptcy Code. Actions could be taken in a bankruptcy of the City that could result in delays or reductions in or 
elimination of payments on the Series 2006 Bonds. In connection with the issuance of the Series 2006 Bonds, the 
City has represented in the Sale Agreement and will furnish a closing certificate to the effect that the City has no 
intention of becoming a debtor under the Bankruptcy Code at the present time. Regardless of any specific adverse 
determinations in a City bankruptcy proceeding, the fact of a City bankruptcy proceeding could have an adverse 
effect on the liquidity and value of the Series 2006 Bonds. 

MSA Enforceability 

Most of the major provisions of the MSA are not severable. If a court materially modifies, renders 
unenforceable or finds unlawful any nonseverable provisiont the attorneys general of the Settling States and the 



OPMs are required by the MSA to attempt to negotiate substitute terms. However, if any OPM does not agree to the 
substitute terms, the MSA would terminate in all Settling States affected by the court's ruling. Even if substitute 
terms are agreed upon, payments under such terms may be less than payments under the MSA and could reduce the 
amount of Pledged Revenues available to the Corporation to pay principal of and interest on the Series 2006 Bonds. 

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

In rendering the opinions described below, Bond Counsel to the Corporation considered the claims asserted 
in the above-referenced lawsuits (see "RISK FACTORS - Litigation Challenging the MSA, the Qualifying Statutes 
and Related Legislation" herein), which it believes are representative of the legal theories that an opponent of the 
MSA would advance in an attempt to invalidate the MSA. On the Closing Date, Bond Counsel to the Corporation 
will render an opinion, subject to all the facts, assumptions and qualifications set forth therein, that, although there 
can be no assurance that a court applying existing legal principles would not hold otherwise, a court applying 
existing legal principles to the facts would find the MSA to be a valid, binding and enforceable agreement among 
the signatories thereto. This opinion as to the enforceability of the MSA and the obligations of the aforementioned 
signatories is also subject to the effect of bankruptcy, insolvency, and other laws affecting creditors' rights or 
remedies and general principles of equity, regardless of whether such enforceability is considered in a proceeding in 
equity or at law. 

Qualifying Statute Constitutionality 

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

In rendering the opinions described below, Bond Counsel to the Corporation considered the claims asserted 
in the above-referenced iawsuits (see "EiSK FAZTGES - iiiigaiion Cnaiienging ihe MSk, the Quaiifying Staiuies 
and Related Legislation" herein) as well as other federal and state constitutional and statutory claims which it 
believes are representative of the legal theories that an opponent of the Qualifying Statute would advance in an 
attempt to invalidate the Qualifying Statute. On the Closing Date, Bond Counsel to the Corporation will render an 
opinion. subject to all the facts, assumptions and qualifications set forth therein, that, although there can be no 
assurance that a court applying existing legal principles would not hold otherwise, a court applying existing legal 
principles to the facts would find the State's Qualifying Statute to be constitutional and that, while the Freedom 



Holdings decision in the Second Circuit raise some uncertainty over the applicability of the Parker immunity and NP 
immunity defenses that other courts considering the issue have found applicable as a matter of law, would also find 
the State's Qualifying Statute to be enforceable in all material respects and not violative of antitrust laws. In 
rendering its enforceability opinion with respect to the State's Qualifying Statute, Bond Counsel to the Corporation 
will rely without investigation upon a letter from counsel to the OPMs confirming that the OPMs would not dispute 
that California's Qualifying Statute, if maintained in its current form without modification or addition, is a 
Qualifying Statute within the meaning of the MSA. 

Limitations on Opinions of Counsel; No Assurance as to Outcome of Litigation 

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

Enforcement of Rights to TSRs 

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

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

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

Constitutional Claims. The Owners are further entitled to the benefit of the prohibitions in the U.S. 
Constic~tion's Contract Ciause against any state's impairme~t of the eb!igztiex ef cenkzcts. The State has entered 
into the MOU and the ARIMOU allocating the State's share of the benefits of the MSA among itself, and 
Participating Agencies. including the City. Other than certain of the proceeds of the Series 2006 Bonds on deposit 
in the Accounts, the Pledged Revenues and money derived therefrom are the sole source of payment for the Series 
2006 Bonds. 

Based on the U.S. Supreme Court's standard of review for Contract Clause challenges in Enet.g); Reseives 
GI-oup, 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, the MOU or the financing 
arrangements in a manner that would substantially impair the rights of the Owners to be paid from the Sold City 
Tobacco Assets. 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 are 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 U.S. and 
State Constitutions. 

No Assurance as to the Outcome of Litigation 

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

THE CORPORATION 

The Corporation is a nonprofit public benefit corporation organized under the California Nonprofit Public 
Benefit Corporation Law. The Corporation is governed by a three-person board of directors consisting of two 
directors who are employees of the City and one independent director who is not, and has not been for a period of 
five years prior to his or her appointment as Independent Director, (i) a creditor (other than being a creditor of the 
City as a taxpayer or resident of the City), a customer (other than being a customer of the City as a member of the 
general public of the City), supplier, manager, contractor or paid advisor of the City; (ii) an official, member, 
stockholder, director, officer, employee, agent or affiliate of the City (other than the Corporation); (iii) an official, 
member, stockholder, director, other employee, agent or affiliate of the City or any Person described in clause (i), or 
a member of the City Council; (iv) a person related to any person referred to in clause (i) or (ii); or (iv) a trustee, 
conservator or receiver for the City. The Corporation has no assets other than the Pledged Revenues and the other 
Collateral, including amounts held in the funds and accounts established under the Indenture. So long as the 
Corporation's Bonds are outstanding, the Corporation cannot, among other things, engage in any business or activity 
other than that necessary or convenient for or incidental to the carrying out of its purposes, including the acquisition 
of the Sold City Tobacco Assets in connection with the issuance of the Series 2006 Bonds, or, commence a 
voluntary bankruptcy case without the unanimous affirmative vote of all of its directors. 



ESTIMATED SOURCES AND USES OF FUNDS 

Sources of Funds: 
Principal Amount of the Series 2006 Bonds $105,400,000.00 

Total Sources $105.400.000.00 

Uses of Funds: 
Net Proceeds to the Corporation 
Debt Service Reserve Account 
Capitalized Interest ~ccount( ')  
Operating Account 
Costs of Issuance ~ c c o u n t ( ~ )  

Total Uses 

' Includes capitalized interest on the Series 2006 Bonds from their date of delivery to December 1,2006. 
(2) Includes underwriters' discount, legal fees, rating agencies' fees, verification agent's fees, printing costs and certain 

other expenses reIated to the issuance of the Series 2006 Bonds. 

THE SERIES 2006 BONDS 

The following suinmary describes certain terms of the Series 2006 Bonds. This summary does not purport 
to be complete and is subject to, and qualzfied in its entirety by reference to, the provisions oftlie Indenture and the 
Series 2006 Bonds. Terms used herein and not previously defined have the meaiiings ascribed to then7 in Appendzx E 
- "SUMMARY OF PRINCIPAL LEGAL DOCUMENTS" attached hereto. Copies of the Inderitur-e and the Sale 
Agreenient ma}) be obtained upon written request to the Indenture Trustee. 

General 

The Series 2006 Bonds will be dated their date of delivery and will bear interest at the rates and mature on 
the dates set forth on the inside cover of this Offering Circular. 

The Series 2006 Bonds will initially be represented by one certificate for each maturity of the Series 2006 
Bonds registered in the name of DTC or its nominee. DTC will act as securities depository for the Series 2006 
Bonds. Beneficial Owners of the Series 2006 Bonds will not receive physical delivery of the Series 2006 Bonds. 
See Appendix F - "BOOK-ENTRY ONLY SYSTEM attached hereto. The Series 2006 Bonds will issued in 
denominations of $1 00,000 or any integral multiple thereof. 

Payments on the Series 2006 Bonds 

Payments of 1nte1-est. Interest on the Outstanding principal amount of the Series 2006 Bonds is payable on 
each Distribution Date, commencing on December 1,2006. Interest will be computed on the basis of a 360-day year 
consisting of twelve 30-day months. Failure to pay the full amount of interest on the Series 2006 Bonds when due is 
an Event of Default. See "SECURITY FOR THE SERIES 2006 BONDS" herein. 

For each Distribution Date, payments will be made to Owners of record (the "Owners") as of the Record 
Date. "Record Date" means, with respect to Series 2006 Bonds, the 15th day of the calendar month immediately 
preceding the calendar month in which a Distribution Date occurs. The Indenture Trustee and the Corporation may 
establish special record dates for the determination of the Owners for various purposes of the Indenture, including . . 
g:v:~g cmsezt :t=r direchar, to the lnde~tttre Trtstee. 

Payments of Principal. The principal of a Series 2006 Bond must be paid on the stated maturity date 
thereof set forth on the inside cover page of this Offering Circular. The ratings of the Series 2006 Bonds only 
address each Rating Agency's assessment of the ability of the Corporation to pay interest when due and to pay 
principal of the Series 2006 Bonds on the Maturity Date and do not address payment at any earlier time, whether 
from Turbo Redemptions (herein defined) or otherwise. See "RATINGS" herein. A failure by the Corporation to 



pay the principal of a Series 2006 Bond when due will constitute an Event of Default under the Indenture. See 
"SECURITY FOR THE SERIES 2006 BONDS herein. 

Turbo Redemption 

The Series 2006 Turbo Term Bonds are subject to mandatory redemption in whole or in part prior to the 
stated maturity date from amounts on deposit in the Turbo Redemption Account on each June 1 and December 1, 
commencing June 1, 2007, at the redemption price of 100% of the principal thereof together with interest accrued to 
the date fixed for redemption, without premium. The Series 2006 Turbo Term Bonds are subject to Turbo 
Redemption in order of maturity. Defeasance to an optional redemption date or to maturity of any Series 2006 
Turbo Term Bonds must also include par redemption of such Series 2006 Turbo Term Bonds on each Distribution 
Date prior to the related optional redemption or maturity date, as applicable, based on schedule of Turbo 
Redemptions that were projected to be paid assuming the Global Insight Base Case Cigarette Consumption set forth 
under "METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS'herein. 

Optional Redemption 

The Series 2006 Turbo Term Bonds are subject to optional redemption at par, in whole or in part, at any 
time, but only in an amount that may not exceed the amount of the Turbo Redemptions that were projected to be 
paid, but as of the day of such redemption have not been paid with respect to such Series 2006 Turbo Term Bonds. 
Defeasance to an optional redemption date or to maturity of any Series 2006 Turbo Term Bonds must also include 
par redemption of such Series 2006 Turbo Term Bonds on each Distribution Date prior to the related optional 
redemption or maturity date, as applicable, based on schedule of Turbo Redemptions that were projected to be paid 
assuming the Global Insight Base Case Forecast set forth under "METHODOLOGY AND BOND STRUCTURING 
ASSUMPTIONS" herein. 

The Series 2006 Bonds are also subject to optional redemption prior to their maturity, at the option of the 
Corporation, in whole or in part on any date, at a redemption price equal to the greater of: 

(1) 100 percent of the principal amount of the Series 2006 Bonds to be redeemed, or 

(2) the sum of the present values of the remaining projected turbo redemptions and interest on the 
Series 2006 Bonds to be redeemed (exclusive of interest accrued to the date fixed for redemption) 
discounted to the date of redemption on a semi-annual basis at the Treasury Rate plus 120 basis 
points, 

plus in each case, accrued and unpaid interest on the Series 2006 Bonds being redeemed to the date fixed for 
redemption. 

For the purpose of determining the Treasury Rate, the following definitions will apply: 

"Treasury Rate" means, with respect to any redemption date for a particular Series 2006 Bond, the rate per 
annum, expressed as a percentage of the principal amount, equal to the semiannual equivalent yield to maturity or 
interpolated maturity of the Comparable Treasury Issue, assuming that the Comparable Treasury Issue is purchased 
on the redemption date for a price equal to the Comparable Treasury Price, as calculated by the Designated 
Investment Banker. 

"Comparable Treasury Issue" means, with respect to any redemption date for a particular Series 2006 
Bond, the United States Treasury security or securities selected by the Designated Investment Banker which has an 
actual or interpolated maturity comparable to the remaining average life of the applicable Series 2006 Bonds to be 
redeemed, and that would be utilized in accordance with customary financial practice in pricing new issues of debt 
securities of comparable maturity to the remaining average life of the Series 2006 Bonds to be redeemed. 

"Comparable Treasury Price" means, with respect to any redemption date for a particular Series 2006 
Bond, (I) if the Designated Investment Banker receives at least four Reference Treasury Dealer Quotations, the 
average of such quotations for such redemption date, after excluding the highest and lowest Reference Treasury 



Deal Quotations, or (2) if the Designated Investment Banker obtains fewer than four such Reference Treasury 
Dealer Quotations, the average of all such quotations. 

"Designated Investment Banker" means one of the Reference Treasury Dealers appointed by the 
' 

Corporation. 

"Reference Treasury Dealer" means one or more firms, specified by the Corporation as required, that are 
primary U.S. Government securities dealers in the City of New York (each a "Primary Treasury Dealer"); provided, 
however, that if any of them ceases to be a Primary Treasury Dealer, the Corporation shall substitute another 
Primary Treasury Dealer. 

"Reference Treasury Deal Quotations" means, with respect to each Reference Treasury Dealer and any 
redemption date for a particular Series 2006 Bond, the average, as determined by the Designated Investment Banker, 
of the bid and asked prices for the Comparable Treasury Issue (expressed in each case as a percentage of its 
principal amount) quoted in writing to the Designated Investment Banker by such Reference Treasury Dealer at 
3:30 p.m., New York City time, on the third business day preceding such redemption date. 

The remaining projected turbo redemptions and remaining average life are determined based on the 
schedule of turbo redemptions set forth under Appendix G - "DEFEASANCE TURBO SCHEDULE" attached 
hereto. 

Extraordinary Prepayment 

If an Event of Default has occurred and is continuing, the principal of Outstanding Series 2006 Bonds will 
be immediately due and payable and amounts on deposit in the Extraordinary Prepayment Account, the Capitalized 
Interest Account, the Debt Service Account and the Debt Service Reserve Account will be applied on each 
Distribution Date to pay interest on overdue interest on the Outstanding Series 2006 Bonds (to the extent legally 
permissible) pro rata without regard to their order of maturity; second, to pay overdue interest on the Outstanding 
Series 2006 Bonds then due pro rata without regard to their order of maturity; third, to pay interest on the 
Outstanding Series 2006 Bonds then due pro rata without regard to their order of maturity; and fourth, to prepay the 
Outstanding Series 2006 Bonds pro rata without regard to their order of maturity, at the principal amount, without 
premium. For a description of the Events of Default under the Indenture, see Appendix E - "SUMMARY OF 
PRINCIPAL LEGAL DOCUMENTS' attached hereto. 

Lump Sum Prepayment 

The Series 2006 Bonds are subject to mandatory prepayment, in whole or in part prior to the stated maturity 
date from amounts on deposit in the Lump Sum Prepayment Account on any date at the prepayment price of 100% 
of the principal amount thereof together with interest accrued thereon to the date fixed for prepayment without 
premium. Any prepayment of Series 2006 Bonds from amounts in the Lump Sum Prepayment Account pursuant to 
the Indenture will be used to prepay the Outstanding principal of the Series 2006 Bonds, in Authorized 
Denominations. 

Notice of Redemption or Prepayment 

Pursuant to the Indenture, the Indenture Trustee will give 15 days' notice by mail, or otherwise transmit the 
redemption or prepayment notice in accordance with any appropriate provisions of the Indenture, to the Owners of 
any Series 2006 Bonds that are to be redeemed or prepaid, at their addresses shown on the registration books of the 
indenture Trustee. Such notice may be waived by any Owners holding Series 2006 Bonds to be redeemed or 
prepaid. Failure by a particular Owner to receive notice, or any defect in the notice to such Owner, will not affect the 
redemption or prepayment of any other Series 2006 Bond. Any notice of redemption or prepayment given pursuant 
to the Indenture may be rescinded by written notice to the Indenture Trustee by the Corporation no later than 5 days 
prior to the date specified for redemption or prepayment. The Indenture 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 or 
prepayment was given as described above. 



Partial Redemption; Partial Prepayment 
I 

If less than all the Outstanding Series 2006 Bonds of a maturity are to be redeemed or prepaid, the 
particular Series 2006 Bonds to be redeemed or prepaid will be selected by the Indenture Trustee by such method as 
it deems fair and appropriate, and the Indenture Trustee may provide for the selection for redemption or prepayment 
of portions (equal to any authorized denominations) of the principal of Series 2006 Bonds in a denomination larger 
than the minimum authorized denomination. 

SECURITY FOR THE SERIES 2006 BONDS 

General 

Sale Agreement. Pursuant to the Sale Agreement, the City will sell to the Corporation and the Corporation 
will purchase from the City, all right, title and interest of the City in, to and under the MOU, the ARLMOU and the 
MSA and the Consent Decree, including, without limitation, the rights of the City to any moneys due to it after the 
issuance of the Series 2006 Bonds under the MOU, the ARIMOU and the MSA. The California Escrow Agent will 
be irrevocably instructed, pursuant to the ARIMOU, to disburse all of the Sold City Tobacco Assets from the 
California Local Government Escrow Account to the Indenture Trustee. See Appendix E - "SUMMARY OF 
PRINCIPAL LEGAL DOCUMENTS - The Sale Agreement" attached hereto. 

Indenture. The Series 2006 Bonds are to be issued pursuant to the Indenture and, together with the 
Residual Trust, to the extent specified in the Indenture, are secured by all the Corporation's right, title and interest, 
whether now owned or hereafter acquired in the Collateral. Collateral is defined under the Indenture as (a) the 
Corporation's rights and obligations with respect to the Sale Agreement, including but not limited to the right to 
receive the Sold City Tobacco Assets, (b) the Sold City Tobacco Assets, (c) the Accounts, all money, instruments, 
investment property, or other property credited to or on deposit in the Accounts, and all investment earnings on 
amounts on deposit in or credited to the Accounts; (d) 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, aH 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 and other property which at any 
time constitute all or part of or are included in the proceeds of any of the foregoing and (e) all proceeds of the 
foregoing. The Collateral does not include (i) any rights in or to the Unencumbered Revenues, or (ii) the rights of 
the Corporation pursuant to provisions for consent or other action by the Corporation, notice to the Corporation, 
indemnity or the filing of documents with the Corporation, or otherwise for its benefit and not for that of the Owners 
of the Series 2006 Bonds. See Appendix E - "SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - The 
Indenture" attached hereto. 

Defeasance. When, among other conditions set forth in the Indenture (including required notices), there is 
held by or for the account of the Indenture Trustee Defeasance Collateral in such principal amounts, bearing fixed 
interest at such rates and with such maturities, including any applicable redemption or prepayment premiums, as will 
provide sufficient funds to pay or redeem or prepay, in accordance with the terms of the Indenture, all obligations to 
Owners in whole (to be verified by a nationally recognized firm of independent verification agents), then upon 
written consent of the holder of the Residual Certificate and written notice from the Corporation to the Indenture 
Trustee, such Owners will cease to be entitled to any benefit or security under the Indenture except the right to 
receive payment of the funds so held and other rights which by their nature cannot be satisfied prior to or 
simultaneously with the termination of the lien under the Indenture, whether in whole or in part, the security 
interests created by the Indenture (except interests in such funds and investments) will terminate. Upon such 
defeasance, the funds and investments required to pay or redeem the Series 2006 Bonds will be irrevocably set aside 
for that purpose, subject, however, to the terms of the Indenture regarding unclaimed money. Money held for 
defeasance will be invested only as provided in the Indenture and applied by the Indenture Trustee to the retirement 
of the Series 2006 Bonds. Any funds or property held by the Indenture Trustee and not required for the payment or 
redemption of the Series 2006 Bonds will be distributed to the order of the Corporation. 



Subject to the right of the Corporation to defease the Series 2006 Bonds in accordance with the optional 
redemption provisions of the Indenture, when all Bonds are to be defeased, the Corporation shall provide for Turbo 
Redemption payment of the principal of the Series 2006 Bonds, based on the assumption that the Outstanding 
principal balance on certain Distribution Dates (taking such Turbo Redemption payments into account) for the 
Series 2006 Bonds shall equal Turbo Bond Redemption payments for the Series 2006 Turbo Term Bonds as shown 
under the caption "METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS" herein. If on the date of 
defeasance the principal amount of Bonds outstanding is greater than the scheduled principal balance as set forth 
under the caption "METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS'(constituting an 
"Excess"), such excess balance must be redeemed within not more than 30 days of the date of defeasance. If on the 
date of defeasance the principal amount of Bonds outstanding is less than the scheduled principal balance as set 
forth under the caption "METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS'(constituting a 
"Deficiency"), no principal payment of the Series 2006 Bonds shall occur until the Distribution Date on which the 
scheduled principal outstanding is attained, and after such date the Turbo Redemptions shall occur in the amounts 
and on the dates shown under the caption "METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS" 
herein. See Appendix G - "DEFEASANCE TURBO SCHEDULE attached hereto. 

Limited Obligations 

The Series 2006 Bonds are limited obligations of the Corporation, payable from and secured solely by 
Pledged Revenues and the other Collateral pledged under the Indenture. The Owners have no recourse to other 
assets of the Corporation, including, but not limited to, any assets pledged to secure payment of any other debt 
obligation of the Corporation. The Series 2006 Bonds are not secured by the proceeds thereof, with the exception of 
the proceeds deposited in the Capitalized Interest Account and the Debt Service Reserve Account. The Series 2006 
Bonds do not constitute a charge against the general credit of the Corporation or the City, and under no 
circumstances shall the Corporation or the City be obligated to pay the principal of or premium, if any, or interest on 
the Series 2006 Bonds, except from the Collateral pledged therefor under the Indenture. The Corporation has no 
taxing power. Under no circumstances shall the Owners have any recourse at any time and for any reason to any 
assets, income or revenues of the City. Neither the credit of the State, nor of any public agency of the State, nor of 
the City is pledged to the payment of the principal of or premium, if any, or interest on the Series 2006 Bonds. The 
Series 2006 Bonds do not constitute a debt, liability, charge or obligation of the State, of any public agency of the 
State or of the City. The City is under no obligation to make payments of the principal of or premium, if any, or 
interest on the Series 2006 Bonds in the event that Pledged Revenues are insufficient for the payment thereof. 

Debt Service Reserve Account 

The Debt Service Reserve Account will be established and held by the Indenture Trustee and funded from 
the proceeds of the Series 2006 Bonds in an amount equal to $9,222,687.50, the Debt Service Reserve Requirement, 
which level is required to be maintained so long as any Series 2006 Bonds or any other Bonds secured by the Debt 
Service Reserve Account remain Outstanding. Amounts on deposit in the Debt Service Reserve Account will be 
available to pay (i) principal of and interest on the Series 2006 Bonds to the extent that Pledged Revenues are 
insufficient for such purpose and (ii) after an Event of Default, Extraordinary Prepayments with respect to the Series 
2006 Bonds. Amounts in the Debt Service Reserve Account shall not be available to make Turbo Redemption 
payments on the Series 2006 Turbo Term Bonds unless such amounts, together with all available Pledged Revenues, 
are sufficient to retire all Series 2006 Turbo Term Bonds Outstanding under the Indenture, in which event all 
amounts on deposit in the Debt Service Reserve Account shall be transferred to the Turbo Redemption Account. 

Unless an Event of Default has occurred, amounts withdrawn from the Debt Service Reserve Account will 
be replenished from the Pledged Revenues as described herein. See "SECURITY FOR THE SERIES 2006 BONDS 
- F!ow of Flmds" here&. See "SECLrPJTY FOR THE SERJFS 2006 BO?C?S - Debt Service Resene P,ccemt" 
herein. 

Flow of Funds 

The Indenture Trustee will establish and maintain the following segregated trust accounts in the Indenture 
Trustee's name: the Collection Account (and therein the Pledged Revenues Subaccount and the Unencumbered 
Revenues Subaccount), the Operating Account, the Debt Service Account, the Debt Service Reserve Account, the 



Extraordinary Prepayment Account, the Turbo Redemption Account, the Lump Sum Prepayment Account, the 
Capitalized Interest Account and the Costs of Issuance Account. 

Any TSRs and Lump Sum Payments received by the Corporation shall be promptly (and in no event later 
than one Business Day after receipt by the Indenture Trustee) deposited by the Indenture Trustee in the Collection 
Account; provided, however, that (i) until all amounts due hereunder (other than to the Residual Trust) shall have 
been paid or otherwise provided for in the Indenture (A) there shall be deposited in the Pledged Revenues 
Subaccount (x) the first $10.1 million of the money constituting TSRs actually received by the Indenture Trustee in 
each calendar year and (y) the Pledged Portion of each Lump Sum Payment, as the case may be, rounded up to the 
nearest cent, and (B) there shall be deposited in the Unencumbered Revenues Subaccount (x) amounts in excess of 
the first $10.1 million of the money constituting TSRs actually received by the Indenture Trustee in each calendar 
year and (y) the Unencumbered Portion of each Lump Sum Payment, as the case may be, rounded down to the 
nearest cent, and (ii) thereafter, one hundred percent (100%) of all TSRs and Lump Sum Payments shall be 
deposited in the Unencumbered Revenues Subaccount. 

As soon as possible but in any event not later than one (1) Business Day following each deposit in the 
Unencumbered Revenues Subaccount, all amounts in the Unencumbered Revenues Subaccount shall be paid to the 
Residual Trust as "Unencumbered Revenues." Amounts deposited in or to be deposited in the Unencumbered 
Revenues Subaccount shall not be invested by the Corporation or by the Indenture Trustee. 

Unless otherwise specified in the Indenture, investment earnings on the Accounts shall be deposited in the 
Pledged Revenues Subaccount. 

As soon as possible but in any event not later than the Deposit Date following each deposit of Pledged 
Revenues to the Pledged Revenues Subaccount, the Indenture Trustee will withdraw all amounts on deposit in the 
Pledged Revenues Subaccount and transfer such amounts as follows (provided, however, that all Pledged Revenues 
that have been identified by Officer's Certificate as consisting of the Pledged Portion of each Lump Sum Payment 
received by the Indenture Trustee shall be promptly (and in any event, no later than the Business Day immediately 
preceding the next Distribution Date) transferred to the Lump Sum Prepayment Account, in accordance with 
instructions received by the Indenture Trustee pursuant to an Officer's Certificate) in the following order: 

(i) to the Operating Account, an amount specified in an Officer's Certificate, but not exceeding, when 
taken together with other applicable transfers, the Operating Cap (calculated as of January 2 of the 
then-current year); 

(ii) to the Debt Service Account, an amount sufficient to cause the amount therein, together with any 
amounts held therefor in the Capitalized Interest Account and investment earnings transferred 
from the Debt Service Reserve Account, to equal interest on any Outstanding Bonds, including 
interest on Turbo Capital Appreciation Bonds at the applicable Default Rate after the Maturity 
Date thereof, together with interest on any such interest (to the extent legally permissible), due on 
the next succeeding Distribution Date; 

(iii) unless an Event of Default has occurred and is continuing, to the Debt Service Account, an amount 
suficient to cause the amount therein (without regard to amounts on deposit therein pursuant to 
(ii) above) to equal the principal of Outstanding Bonds due on the next succeeding Distribution 
Date; 

(iv) unless an Event of Default has occurred and is continuing, to the Debt Service Reserve Account, 
an amonnt suf5cient to came the ammG:s therein to eqnal t5e Debt Service Reserve Req~irement; 

(v) unless an Event of Default has occurred and is continuing, to the Debt Service Account, an amount 
sufficient to cause the amounts therein (without regard to amounts on deposit therein pursuant to 
(ii) and (iii) above), together with any amounts held therefor in the Capitalized Interest Account 
(and not allocated pursuant to (ii) above) and investment earnings transferred from the Debt 



Service Reserve Account, to equal interest on Outstanding Current Interest Bonds due on the 
second succeeding Distribution Date; 

(vi) if an Event of Default has occurred and is continuing, to the Extraordinary Prepayment Account 
all amounts remaining in the Pledged Revenues Subaccount; 

(vii) to the Operating Account, an amount specified by an Officer's Certificate to pay for any Operating 
Expenses in excess of the Operating Cap (calculated as of January 2 of the then-current year); 

(viii) if any Bonds are subject to redemption from amounts on deposit in the Turbo Redemption 
Account on the next succeeding Distribution Date, to the Turbo Redemption Account, the amount 
remaining in the Pledged Revenues Subaccount; and 

(ix) if no Bonds are subject to redemption from amounts on deposit in the Turbo Redemption Account 
on the next succeeding Distribution Date, to the Residual Trust (herein defined), the amount 
remaining in the Pledged Revenues Subaccount, which amount may be released to the City free 
and clear of the lien of the Indenture. 

The Series 2006 Bonds will not include Capital Appreciation Bonds. 

On each Distribution Date, the Indenture Trustee will apply amounts in the various Accounts in the 
following order of priority: 

(1) from the Capitalized Interest Account, the Debt Service Account and the Debt Service Reserve 
Account, in that order, to pay interest on any Outstanding Bonds, including interest on Turbo 
Capital Appreciation Bonds at the applicable Default Rate after the Maturity Date thereof, together 
with interest on any such interest (to the extent legally permissible), due on such Distribution 
Date; 

(2) unless an Event of Default has occurred and is continuing, from the Debt Service Account and the 
Debt Service Reserve Account, in that order, to pay the principal of Outstanding Bonds due on 
such Distribution Date; 

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

(4) if an Event of Default has occurred and is continuing, from the Extraordinary Prepayment 
Account, the Turbo Redemption Account, the Capitalized Interest Account, the Debt Service 
Account and the Debt Service Reserve Account to pay Extraordinary Prepayments on Bonds 
pursuant to the Indenture; and 

(5 )  from the Turbo Redemption Account, to redeem the Series 2006 Bonds pursuant to the Indenture. 

The Indenture Trustee shall apply on any day amounts from the Operating Account to the parties entitled 
thereto to pay Operating Expenses; provided, however, that the Indenture Trustee may always first reserve in the 
Operating Account amounts sufficient to pay the Indenture Trustee's fees and expenses pursuant to the Indenture for 
the next 12 months. 

Pursuant to a Declaration and Agreement of Trust, dated as of June 1, 2006 (the "Trust Agreement"), by 
and between the Corporation and a Delaware trustee to be named therein, a residual trust (the "Residual Trust") has 
been established by the Corporation. As a result of its ownership of a residual certificate issued under the Trust 
Agreement, the residual trust established by the Corporation is entitled to receive the Unencumbered Revenues and 
the Pledged Revenues that are in excess of the Corporation's expenses, debt service and contractual obligations 
pursuant to the Indenture. 



See Appendix E - "SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - The Indenture" attached 
hereto for a further description of the Accounts described above. 

Non-Impairment Covenants 

The Corporation will not: (i) permit the validity or effectiveness of the Indenture to be impaired, or permit 
the lien of the Indenture to be amended, hypothecated, subordinated, terminated or discharged, or permit any Person 
to be released from any covenants or obligations with respect to Series 2006 Bonds under the Indenture except as 
may be expressly permitted in the Indenture, (ii) permit any lien, charge, excise, claim, security interest, mortgage or 
other encumbrance (other than the lien of the Indenture) to be created on or extend to or otherwise arise upon or 
burden the Collateral or any part thereof or any interest therein or the proceeds thereof or (iii) permit the lien of the 
Indenture not to constitute a valid first priority security interest in the Collateral. 

Events of Default; Remedies 

Events of Default. The occurrence of any of the following events will constitute an "Event of Default" 
under the Indenture: 

(i) failure to pay when due interest on any payment date or Principal on the applicable 
Maturity Date of any Bonds or failure to pay when due interest on and Principal of any 
Bonds in accordance with any notice of redemption or prepayment; 

(ii) failure of the Corporation to observe or perform any other provision of the Indenture 
which is not remedied within 60 days after written notice thereof is given to the 
Corporation by the Indenture Trustee or to the Corporation and the Indenture Trustee by 
the Owners of at least 25 percent in principal amount of the Bonds then Outstanding; or 

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

Remedies Available to the Indenture Trustee. If an Event of Default occurs and is continuing: 

(i) The Indenture Trustee may, and upon written request of the Owners of at least 25% in 
principal amount of the Bonds Outstanding will, in its own name by action or proceeding in accordance 
with law: (a) enforce all rights of the Owners and require the Corporation to cany out its agreements with 
the Owners; (b) sue upon such Bonds; (c) require the Corporation 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 Indenture Trustee will, in addition to the other provisions of the Indenture, 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 a Default of the Corporation for failure to pay when due the interest on or principal 
of the Bonds or a failure actually known to an Authorized Officer of the Indenture Trustee to make any 
other payment required hereby within seven days after the same becomes due and payable, the Indenture 
Trustee will give written notice thereof to the Corporation. The Indenture Trustee will give Default notices 
under the Indenture when instructed to do so by the written direction of another Fiduciary or the Owners of 
at least 25% in principal amount of the Outstanding Bonds. The Indenture Trustee will proceed under the 
Indenture for the benefit of the Owners in accordance with the written direction of at least 25% in principal 
amount of the Outstanding Bonds. The Indenture Trustee will 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 which it is notified as 



aforesaid, the Indenture Trustee will 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 
will 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. 

(iv) Neither the Indenture Trustee nor the Owners shall have the right to sell or foreclose on 
the TSRs or the rights of the Corporation under the Sale Agreement. 

Under no circumstances shall the Owners have any recourse at any time and for any reason to any 
assets, income or revenues of the City. 

Extraordinary Prepayment. If an Event of Default has occurred and is continuing, amounts on deposit in 
the Extraordinary Prepayment Account, the Capitalized Interest Account, the Debt Service Account and the Debt 
Service Reserve Account will be applied on each Distribution Date as set forth under "THE SERIES 2006 BONDS 
- Extraordinary Prepayment" herein. 

Additional Bonds 

Subsequent to the issuance of the Series 2006 Bonds, additional series of bonds (the "Additional Bonds" 
and, together with the Series 2006 Bonds, the "Bonds7') may be issued on a parity or subordinate basis to one or 
more series of Series 2006 Bonds, upon receipt by the Indenture Trustee of (i) a Rating Confirmation from each 
Rating Agency then rating the Outstanding Bonds and (ii) a certificate of the Corporation that (x) no Event of 
Default has occurred under the Indenture, (y) the Debt Service Reserve Account is, after giving effect to the 
issuance of such Additional Bonds and the application of the proceeds thereof, funded at the Debt Service Reserve 
Requirement, and (z) as a result of the issuance of such Additional Bonds, the weighted average life of each Bond 
then Outstanding, projected in years from its date of issuance, will not exceed the sum of (i) the weighted average 
life of each such Outstanding Bond as projected at the time such Bond was issued and set forth in the Series 
Supplement relating thereto and (ii) one. In calculating the weighted average life of each of the Outstanding Bonds 
for the purpose of the certificate required by clause (z) of the preceding sentence, the Corporation will take into 
consideration ( I )  the amount of Turbo Redemptions of such Bonds that have been paid prior to and including to the 
date of issuance of the Additional Bonds and (2) the amount of Turbo Redemptions projected by the Corporation to 
be paid on each Distribution Date subsequent to the issuance of such Additional Bonds based upon the amount of 
Pledged Revenues then expected to be received by the Corporation and available for payment of Turbo Redemptions 
of each Outstanding Bond. In determining compliance with clause (ii)(z) of this paragraph, the Corporation may 
rely conclusively on a certification of a financial advisory or underwriting firm, who may rely on a report of a 
nationally recognized firm of econometric experts on matters related to projected or forecasted cigarette 
consumption. 

SUMMARY OF THE MASTER SETTLEMENT AGREEMENT 

The following is a brief szrmmaiy of cer-tain provisions of the MSA. This sumrnaiy is not complete and is 
subject to, and qualified in its entirety by reference to, the copy of the MSA, as amended, which is attached hereto as 
Appendix B. Sevei-a1 amendmerits have been made to the MSA which are nor inclzrded in Appendix B. Except for 
those anrendnzents pursuant to which certain tobacco companies became SPMs (as defined below), such 
amendments involve technical and administi-ative pi-ovisions not material to the summa]?: below. 

General 

The MSA is an industry wide settlement of litigation between the Settling States and the OPMs and was 
entered into between the attorneys general of the Settling States and the OPMs on November 23, 1998. The MSA 
provides for the SPMs to become parties to the MSA. The three OPMs together with the SPMs are referred to as the 
PMs. Pursuant to the MSA, the Settling States agreed to settle all their past. present and future smoking related 
claims against the PMs in exchange for agreements and undertakings by the PMs concerning a number of issues. 
These issues include, among others, making payments to the Settling States: abiding by more stringent advertising 



restrictions, and funding educational programs, all in accordance with the terms and conditions set forth in the MSA. 
Distributors of PMs' products are also covered by the settlement of such claims to the same extent as the PMs. 

Parties to the MSA 

The Settling States are all of the states, territories and the District of Columbia, except for the four states 
(Florida, Minnesota, Mississippi and Texas) that separately settled with the OPMs prior to the adoption of the MSA 
(the "Previously Settled States"). According to the NAAG, as of June 9,2006,47 PMs have signed the MSA. The 
chart below identifies each of the PMs which was a party to the MSA as of June 9,2006: 

OPMs 

Lorillard Tobacco Company 
Philip Moms, USA (formerly 
Philip Moms Incorporated) 

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

Anderson Tobacco Company, LLC 
Bekenton, S.A. 
Canary Islands Cigar Co. 
Caribbean-American Tobacco Corp. 
(CATCORP) 

The Chancellor Tobacco Company, UK, Ltd. 
Commonwealth Brands, Inc. 
Cutting Edge Enterprises, Inc. 
Daughters & Ryan, Inc. 
MIS. Dhanraj International 
Eastern Company S.A.E. 
Farmer's Tobacco Co. of Cynthiana, Inc. 
General Tobacco (Vibo Corporation 
d/b/a General Tobacco) 

House of Prince AIS 
Imperial Tobacco LirnitednTL (USA) 

Limited 
International Tobacco Group 
(Las Vegas), Inc. 

Japan Tobacco International USA, Inc. 
King Maker Marketing 
Konci G&D Management Group 
(USA) Inc. 

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

SPMs 
Lignum-2, Inc. 
Mac Baren Tobacco Company A'S 
Monte Paz (Compania Industrial de 
Tabacos Monte Paz S.A.) 

Nasco Products Inc. 
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 
Santa Fe Natural Tobacco Company, Inc. 
Sherman's 1400 Broadway N.Y.C. Inc. 
Societe Nationale d'Exploitation 
Industrielle des Tabacs et Allumettes 
(SEITA) 

Tabacalera del Este, S.A. (TABESA) 
Top Tobacco, LP 
U.S. Flue-Cured Tobacco Growers, Inc. 
Vector Tobacco Inc. 
Virginia Carolina Corporation, Inc. 
Von Eicken Group 
Wind River Tobacco Company, LLC 
VIP Tobacco USA, LTD. (formerly 
Winner Sales Company) 

ZNF International, LLC (no current brands) 

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

Scope of Release 

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

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

monetary claims based on future conduct, acts or omissions in any way relating to the use of or 
exposure to tobacco products manufactured in the ordinary course of business, including future 
claims for reimbursement of 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 SettIing 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 lam, 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 California Attorney General does not have the power or authority to bind any of the 
California Releasing Parties, the release of claims contemplated by the MSA may be ineffective as to the Releasing 
Parties and any amounts that become payable by the PMs on account of their claims, whether by way of settlement, 
stipulated judgment or litigated judgment, will trigger the Litigating Releasing Parties Offset. See "- Adjustments 
to Payments" below. 

The release inures to the benefit of all PMs and their past, present and fUture affiliates, and the respective 
divisions, officers, directors, employees, representatives, insurers, lenders, underwriters, tobacco-related 
organizations, trade associations, suppliers, agents, auditors, advertising agencies, public relations entities, 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. 

Overview of Payments by the Participating Manufacturers; MSA Escrow Agent 

The MSA requires that the PMs make several types of payments, including Initial Payments, Annual 
Payments and Strategic Contribution Fund Payments." See "Initial Payments." "Annual Payments" and "Strategic 
Contribution Fund Payments" below. These payments (with the exception of the up-front Initial Payment) are 
subject to various adjustments and offsets, some of which could be material. See "- Adjustments to Payments" and 
"- Subsequent Participating Manufacturers" below. SPMs were not required to make Initial Payments. Thus far, 
the OPMs have made all of the Initial Payments, and the PMs have made the Annual Payments for 2000, 2001, 
2002, 2003,2004, 2005 and 2006 (subject to certain withholdings described in "RISK FACTORS - Other Potential 
Payment Decreases Under the Terms of the MSA" herein). See "Payments Made to Date" below. Strategic 
Contribution Fund Payments are scheduled to begin April 15,2008 and continue through April 15,201 7. 

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

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 Owners, and 
consequently are not described herein. 



Beginning with the payments due in the year 2000, PricewaterhouseCoopers LLP (the "MSA Auditor") 
has, among other things, calculated and determined the amount of all payments owed pursuant to the MSA, the 
adjustments, reductions and offsets thereto (and all resulting carry-forwards, if any), the 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 conjider~tiality of all such 
information, except that the MSA Auditor may provide such ilfonnation to PMs and the Settling States as set forth 
in the MSA. 

Initial Payments 

Initial Payments were made only by the OPMs. In December 1998, the OPMs collectively made an up- 
front Initial Payment of $2.40 billion. The 2000 Initial Payment, which had a scheduled base amount of $2.47 
billion, was paid in December 1999 in the approximate amount of $2.13 billion due to various adjustments. The 
2001 Initial Payment, which had a scheduled base amount of $2.55 billion, was paid in December 2000 in the 
approximate amount of $2.04 billion after taking into account various adjustments and an earlier overpayment. The 
2002 Initial Payment, which had a scheduled base amount of $2.62 billion, was paid in December 2001, in the 
approximate amount of $1.89 billion after taking into account various adjustments and a deposit made to the 
Disputed Payments Account. Approximately $204 million, which was substantially all of the money previously 
deposited in the Disputed Payments Account for payment to the Settling States, was distributed to the Settling States 
with the Annual Payment due April 15, 2002. The 2003 Initial Payment, which had a scheduled base amount of 
$2.70 billion, was paid in December 2002 and January 2003, in the approximate aggregate amount of $2.14 billion 
after taking into account various adjustments. 

Annual Payments 

The OPMs and the other PMs are required to make Annual Payments on each April 15 in perpetuity. The 
PMs made the first seven Annual Payments due April 15 in each of the years 2000 through 2006, the scheduled base 
amounts of which (before adjustments discussed below) were $4.5 billion, $5.0 billion, $6.5 billion, $6.5 billion, 
$8.0 billion, $8.0 billion and $8.0 billion, respectively. After application of the adjustments, the Annual Payment 
made (i) in April 2000 was approximately $3.5 billion, (ii) in April 2001 was approximately $4.1 billion, (iii) in 
April 2002 was approximately $5.2 billion, (iv) in April 2003 was approximately $5.1 billion, (v) in April 2004 was 
approximately $6.2 billion, and (vi) in April 2005 was approximately $6.3 billion, and (vii) in April 2006 was 
approximately $6.5 billion, $700 million of which was deposited into Disputed Payments Account. The scheduled 
base amount (before adjustments discussed below) of each Annual Payment, subject to adjustment, is set forth 
below: 

Annual Payments 

Year - 
~ O O O *  
2001 * 
2002* 
2003* 
2004* 
2005* 
2006* 
2007 
2008 
2009 

Base   mount* 
$4,500,000,000 

5,000,000,000 
6,500,000,000 
6,500,000,000 
8,000,000,000 
8,000,000,000 
8,000,000,000 
8,000,000,000 
8,139,000,000 
8,139,000,000 

- Year 
2010 
201 1 
2012 
2013 
2014 
2015 
2016 
2017 

Thereafter 

Base   mount* 
$8,139,000,000 

* 
The 2000 through 2006 Annual Payments have been made. However, subsequent adjustments to these Annual Payments 
may impact subsequent Annual Payments and Strategic Contribution Fund Payments. See SUMMARY OF MASTER 
SETTLEMENT AGREEMENT - Annual Payments" herein. 

The respective portion of each base amount applicable to each OPM is calculated by multiplying the base 
amount by the OPM's Relative Market Share during the preceding calendar year. The base annual payments in the 



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

"Relative Market Share" is defined as an OPM's percentage share of the number of cigarettes shipped by 
all OPMs in or to the 50 states, the District of Columbia and Puerto Rico (defined hereafter as the "U.S."), as 
measured by the OPM's reports of shipments to Management Science Associates, Inc. (or any successor acceptable 
to all the OPMs and a majority of the attorneys general of the Settling States who are also members of the NAAG 
executive committee). The term "cigarette" is defined in the MSA to mean any product that contains nicotine, is 
intended to be burned, contains tobacco and is likely to be offered to, or purchased by, consumers as a cigarette and 
includes "roll-your-own" tobacco. 

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

the Inflation Adjustment, 

the Volume Adjustment, 

the Previously Settled States Reduction, 

the Non-Settling States Reduction, 

the NPM Adjustment, 

the Offset for Miscalculated or Disputed Payments, 

the Litigating Releasing Parties Offset, and 

the Offset for Claims-Over. 

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

Strategic Contribution Fund Payments 

The OPMs are also required to make Strategic Contribution Fund Payments on April 15, 2008 and on 
April 15 of each year thereafter through 2017. The base amount of each Strategic Contribution Fund Payment is 
$861 million. The respective portion of each base amount applicable to each OPM is calculated by multiplying the 
base amount by the OPM's Relative Market Share during the preceding calendar year. The SPMs will be required 
to make Strategic Contribution Fund Payments if their market share increases above the higher of their respective 
1998 market share or 125% of their 1997 market share. See "- Subsequent Participating Manufacturers" herein. 

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

the Inflation Adjustment: 

the Volume Adjustment, 

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. 

Adjustments to Payments 

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

I17jlation Adjustineiit. The base amount of the Annual Payments and Strategic Contribution Fund Payments 
are increased each year to account for inflation. The increase in each year will be 3% or a percentage equal to the 
percentage increase in the 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. 

Volunie Adjz4stment. Each of the Initial Payments was, and each of the Annual Payments and Strategic 
Contribution Fund Payments is, increased or decreased by an adjustment which accounts for fluctuations in the 
number of cigarettes shipped by the OPMs in or to the U.S. (the "Volume Adjustment"). 

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

If the Actual Volume in a given year is less than the Base Volume, the base amount due from the OPMs (in 
the case of Annual Payments and Strategic Contribution Fund Payments, after application of the Inflation 
Adjustment) is decreased by 98% of the percentage by which the Actual Volume is less than the Base Volume, 
multiplied by such base amount. If, however, the aggregate operating income of the OPMs from sales of cigarettes 
in the U.S. during the year (the "Actual Operating Income7') 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 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. 

Previozrslv 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 3 1;  2007, by 12.2373756% each applicable payment between January 1: 
2008 and December 3 1, 201 7, and by 1 1.0666667% each applicable payment on or after January 1, 201 8. The 
SPMs are not entitled to any reduction pursuant to the Previously Settled States Reduction. Initial Payments were 
not and Strategic Contribution Fund Payments are not subject to the Previously Settled States Reduction. 

Non-Settling States Reduction. In the event that the MSA terminates as to any Settling State, the remaining 
Annual Payments and Strategic Contribution Fund Payments due from the PMs will be reduced to account for the 



absence of such state. This adjustment has no effect on the amounts to be collected by states which remain a party 
to the MSA, and the reduction is therefore not detailed. 

Non-Participating Manufacturers Adjustment. The NPM Adjustment is based upon market share increases, 
measured by domestic sales of cigarettes by NPMs, and operates to reduce the payments of the PMs under the MSA 
in the event that the PMs incur losses in market share to NPMs during a calendar year as a result of the MSA. 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 Qualifying Statutes. The "NPM 
Adjustment" is applied to the subsequent year's Annual Payment and Strategic Contribution Fund Payment and the 
decrease in total funds available as a result of the NPM Adjustment is then allocated on a Pro Rata basis among 
those Settling States (i) that have been proven to not diligently enforce their Qualifying Statutes, or (ii) that have 
enacted a Model Statute or Qualifying Statute that is declared invalid or unenforceable by a court of competent 
jurisdiction. The 1997 market share percentage for the 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 1634% less than the Base Aggregate Participating Manufacturer Market Share, the amounts paid by the PMs will 
be decreased by three times the percentage decrease in the PMs' actual aggregate market share. If, however, the 
aggregate market share loss from the Base Aggregate Participating Manufacturer Market Share is greater than 
16%%, the NPM Adjustment will be calculated as follows: 

NPM Adjustment = 50% + 
[SO% I (Base Aggregate Participating Manufacturer Market Share - 16 %%)I 

 market share loss - 16 %%] 

The MSA further provides that in no event shall the amount of an NPM Adjustment applied to any Settling 
State in any given year exceed the amount of Annual and Strategic Contribution Fund Payments to be received by 
such Settling State in such year. The NPM Adjustment applies only to the Annual Payments and Strategic 
Contribution Fund Payments, and does not apply at all if the number of cigarettes shipped in or to the 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 (as defined herein). 
Any Settling State that adopts and diligently enforces a Model Statute or Qualifying Statute is exempt from the 
NPM Adjustment. The State has adopted the Model Statute. The decrease in total funds available due to the NPM 
Adjustment is allocated on a Pro Rata basis among those Settling States (i) that have been proven to not have 
diligently enforced the Model Statute or Qualifying Statute, or (ii) that have enacted a Model Statute or Qualifying 
Statute that is declared invalid or unenforceable by a court of competent jurisdiction. If a Settling State enacts and 
diligently enforces a Qualifying Statute that is the Model Statute but it is declared invalid or unenforceable by a 
court of competent jurisdiction, the NPM Adjustment will not exceed 65% of the amount of such state's allocated 
payment. If a Qualifying Statute that is not the Model Statute is held invalid or unenforceable, however, such state 
is not entitled to any protection from the NPM Adjustment. Moreover, if a state adopts a Model Statute or a 
Qualifying Statute but then repeals it or amends it in such fashion that it is no longer a Qualifying Statute, then such 
state will no longer be entitled to any protection from the NPM Adjustment. At all times, a state's protection from 
the NPM Adjustment is conditioned upon the diligent enforcement of its Model Statute or Qualifying Statute, as the 
case may be. See "RISK FACTORS - Other Potential Payment Decreases Under the Terms of the MSA" above and 
"- MSA Provisions Relating to ModeVQualiQing Statutes" below. 

The MSA provides that if any Settling State resolves claims against any NPM that are comparable to any of 
the claims released in the MSA on overall terms more favorable to such NPM, 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. 



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

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

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

Subsequent Participating Manufacturers 

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

For each Annual Payment and Strategic Contribution Fund Payment, each SPM is required to pay an 
amount equal to the base amount of the Annual Payment and the Strategic Contribution Fund Payment owed by the 



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

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

Payments Made to Date 

As required, the OPMs have made all of the Initial Payments, the PMs have made the first six Annual 
Payments and the California Escrow Agent has disbursed to the City the City's allocable portions thereof and certain 
other amounts under the MSA totaling $75,914,549.25 to date. These amounts are not pledged to payment of the 
Series 2006 Bonds. Under the MSA, the computation of Initial Payments, Annual Payments and Strategic 
Contribution Fund Payments by the MSA Auditor is confidential and may not be used for purposes other than those 
stated in the MSA. The sole sources of information regarding the computation and amount of such payments are the 
reports and accountings furnished to the City and the Corporation by the State. 

MSA Payments Made to Date 

Type of MSA Payment Actual Payment 

Upfront and Initial Payment (1 99912000) 
Initial Payment (2001) 
Initial Payment (2002) 
Initial Payment (2003) 

Annual Payment (2000) 
Annual Payment; Federal Tax Refund (2001) 

Annual Payment (2002) 
Annual Payment; Settlement Payment (2003) 

Annual Payment (2004) 
Annual Payment (2005) 

Annual Payment (2006)") 

Source: The City of San Diego. 
"' Reflects withholdings made by PMs in April 2006 with respect to their market share losses for calendar year 2003. See "RISK 
FACTORS - Other Potential Payment Decreases Under the Terms of the MSA - :VPMAdjustmenr" herein. 

Both the Settling States and one or more of the PMs are disputing or have disputed the calculations of some 
of the Initial Payments for the years 2000 through 2003, and some Annual Payments for the years 2000 through 
2006. In addition, subsequent revisions in the information delivered to the MSA Auditor (on which the MSA 
Auditor's calculations of the Initial and Annual Payments are based) have in the past and may in the future result 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 

If 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 any Settling State should reach a settlement of released claims with NPMs that provides more 
favorable terms to the NPM 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 - Disputed or- 
Recalculated Payments and Disputes under the Terms of the MSA" herein. 

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 will be processed in 
the normal course. Challenges will be submitted to binding arbitration. The information provided by the MSA 
Auditor to the State with respect to calculations of amounts to be paid by PMs is confidential under the terms of the 
MSA and may not be disclosed to the Corporation or the Owners. 

Disbursement of the funds by the MSA Escrow Agent ffom the escrow accounts shall occur within 10 
business days of receipt of the particular funds. The MSA Escrow Agent will disburse the funds due to, or as 
directed by, each Settling State in accordance with instructions received from that state. 

Advertising and Marketing Restrictions; Educational Programs 

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

In addition, the PMs have agreed under the MSA to provide funding for the organization and operation of a 
charitable foundation (the "Foundation") and educational programs to be operated within the Foundation. The 
main purpose of the Foundation will be to support programs to reduce the use of Tobacco Products by underage 
persons and to prevent diseases associated with the use of Tobacco Products. On March 3 1, 1999, and on March 3 1 
of each subsequent year for a period of nine years thereafter, each OPM is required to pay its Relative Market Share 



of $25,000,000 (which is not subject to any adjustments, offsets or reductions pursuant to the MSA) to fund the 
Foundation. In addition, each OPM is required to pay its Relative Market Share of $250,000,000 on March 31, 
1999, and $300,000,000 on March 31 of each of the subsequent four years to fund the Foundation. Furthermore, 
each PM may be required to pay its Relative Market Share of $300,000,000 on April 15, 2004, and on April 15 of 
each year thereafter in perpetuity if, during the year preceding the year when payment is due, the sum of the Market 
Shares of the PMs equals or exceeds 99.05%. The Foundation may also be funded by contributions made by other 
entities. 

Remedies upon the Failure of a PM to Make a Payment 

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

Termination of Agreement 

Any Settling State's participation in the MSA is automatically terminated if such Settling State does not 
reach State Specific Finality on or before December 31, 2001. The State achieved State-Specific Finality on 
October 28, 1999. The MSA is also terminated as to a Settling State (i) if the MSA or consent decree in that Settling 
State is disapproved by a court and the time for an appeal has expired, the appeal is dismissed or the disapproval is 
affirmed or (ii) if the representations and warranties of the attorney general of that state relating to the ability to 
release claims are breached or not 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. 

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

Severability 

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

Amendments and Waivers 

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

MSA Provisions Relating to ModeVQualifying Statutes 

General. The MSA sets forth the schedule and calculation of payments to be made by OPMs to the 
Settling States. As described above, the Annual Payments and Strategic Contribution Fund 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 U.S. as a result of participation in the MSA. 

Settling States may eliminate or mitigate the effect of the NPM Adjustment by taking certain actions, 
including the adoption of a statute, law, regulation or rule (a "Qualifying Statute") which eliminates the cost 
disadvantages that PMs experience in relation to NPMs as a result of the provisions of the MSA. "Qualifying 
Statute," as defined in Section IX(d)(2)(E) of the MSA, means a statute, regulation, law, andfor rule adopted by a 
Settling State that "effectively and fully neutralizes the cost disadvantages that PMs experience vis-8vis NPMs 
within such Settling State as a result of the provisions of the MSA." Exhibit T to the MSA sets forth the model form 
of Qualifying Statute (the "Model Statute") that will qualify as a Qualifying Statute so long as the statute is enacted 
without modification or addition (except for particularized state procedural or technical requirements) and is not 
enacted in conjunction with any other legislative or regulatory proposal. The MSA also provides a procedure by 
which a Settling State may enact a statute that is not the Model Statute and receive a determination from a nationally 
recognized firm of economic consultants that such statute is a Qualifying Statute. See "RISK FACTORS - Other 
Potential Payment Decreases under the Terms of the MSA - NPM Adjustn~e~zt" and "RISK FACTORS - Litigation 
Challenging the MSA, the Qualifying Statute and Related Legislation" herein. 

If a Settling State continuously has a Qualifying Statute in full force and effect and diligently enforces the 
provisions of such statute, the MSA states that the payments allocated to such Settling State will not be subject to a 
reduction due to the NPM Adjustment. Furthermore, the MSA dictates that the aggregate amount of the NPM 
Adjustment is to be allocated, in a pro-rata manner, among all Settling States that do not adopt and diligently enforce 
a Qualifying Statute. In addition, if the NPM Adjustment allocated to a particular Settling State exceeds its 
allocated payment, that excess is to be reallocated equally among the remaining Settling States that have not adopted 
and enforced a Qualifying Statute. Thus, Settling States that do not adopt and enforce a Qualifying Statute will 
receive reduced allocated payments if an NPM Adjustment is in effect. 

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

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 that does not join the 
MSA would be subject to the provisions of the Model Statute because 

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

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

The State's Qualifying Statute defines "units sold" as the number of individual cigarettes sold in the State 
by the applicable tobacco product manufacturer, whether directly or through a distributor, retailer, or similar 



intermediary or intermediaries, during the year in question, as measured by excise taxes collected by the State on 
packs bearing the excise tax stamp or imprint of the State, or on roll-your-own tobacco. 

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

In recent years legislation has been enacted in at least 44 of the Settling States, including the State, to 
amend the Qualifying or Model Statutes in those states by eliminating the reference to the allocable share and 
limiting the possible release an NPM may obtain under a 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"). 

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

Status of Califor-ilia Model Statute. The California Model Statute, in the form of the Model Statute attached 
to the MSA as Exhibit T, has been enacted as Part 3, Chapter 1, Sections 104555 et seq. of the California Health and 
Safety Code. Counsel for the OPMs has confirmed in writing that the California Model Statute, if maintained and 
preserved in its current form, would constitute a Model Statute within the meaning of the MSA. See "RISK 
FACTORS - Litigation Challenging the MSA, the Qualifying Statutes and Related Legislation" herein. 

THE CALIFORNIA CONSENT DECREE, THE MOU, THE ARIMOU AND 
THE CALIFORNIA ESCROW AGREEMENT 

There follolus a brief description of the California Consent Decree, the MOC: the ARIMOU and the 
California Escrow Agreement. This description is not complete and is subject to, and qzlalzfied in its entirety by 
reference to, the terms of the MOU, the ARIMOU, the Consent Decree and the California Escrolv Agreement, eacl? 
qfwhich is attached to tlzis Offering Cirrular as App~ndix C 

General Description 

On December 9, 1998, the Consent Decree and Final Judgment that governs the class action portion of the 
State's action against the tobacco companies, was entered in the Superior Court of the State of California for the 
County of San Diego. The Consent Decree, which is fmal and non appealable, settled the litigation brought by the 
State against the OPMs and resulted in the achievement of California State Specific Finality under the MSA. The 



Decree incorporated by reference the MOU. The Superior Court of the State of California for the County of San 
Diego entered an order approving the ARIMOU on January 18,2000. 

Prior to the entering of the Consent Decree, the plaintiffs of certain pending lawsuits agreed, among other 
things, to coordinate their pending cases and to allocate certain portions of the recovery among the State and the 
Participating Jurisdictions. This agreement was memorialized in the MOU. To set forth the understanding of the 
interpretation to be given to the terms of the MOU and to establish procedures for the resolution of any hture 
disputes that may arise regarding the interpretation of the MOU among the State and the Participating Jurisdictions, 
the parties entered into the ARIMOU. Upon satisfying certain conditions set forth in the MOU and the ARIMOU, 
the Participating Jurisdictions are deemed to be "eligible" to receive a share of the TSRs to which the State is 
entitled under the MSA. As of the date of this Offering Circular, all of the Participating Jurisdictions under the 
MOU and ARIMOU, including the City, have satisfied the conditions of the MOU and the ARIMOU and are 
eligible to receive funds under the MOU and the ARIMOU. See "SUMMARY OF THE MASTER SETTLEMENT 
AGREEMENT" herein. 

Under the MOU, 45% of the State's allocation of TSRs under the MSA is allocated to the Participating 
Jurisdictions that are counties, 5% is allocated to the four Participating Jurisdictions that are cities, and 50% is 
retained by the State. Pursuant to the allocable share provided in the MOU and the ARIMOU, the City is entitled to 
receive 1.25% of the total statewide share of the TSRs, which allocation is not subject to adjustment for population 
changes. See "- Flow of Funds and California Escrow Agreement" below. 

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

Flow of Funds and California Escrow Agreement 

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

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

On July 30, 2001, an order was issued by the Superior Court of the State of California for the County of 
San Diego amending the ARIMOU (the "ARIMOU Amendment"). The order provides that an Eligible City or 
Eligible County participating in a tobacco securitization may provide that, once the related bonds are issued and so 
long as the related bonds are outstanding, all amounts of its MOU Proportional Allocable Share may be transferred 
directly to the indenture trustee for the related bonds, and that so long as such bonds are outstanding, no further 
transfer instructions may be provided to the State for transmission to the California Escrow Agent unless 
countersigned by the indenture trustee and, after the related bonds are repaid, unless countersigned by the relevant 
buyer. The City will execute instructions to provide for transfer of its MOU Proportional Allocable Share directly to 
the Indenture Trustee pursuant to the ARIMOU Amendment. 



All fees and expenses due and owing the California Escrow Agent will be deducted equally from the State 
Escrow Account and the California Local Government Escrow Account prior to the disbursement of any funds 
pursuant to the California Escrow Agreement. Such fees are set forth in the California Escrow Agreement and may 
be adjusted to conform to its then current guidelines. If at any time the California Escrow Agent is served with any 
judicial or administrative order or consent decree that affects the amounts deposited with the California Escrow 
Agent, the California Escrow Agent is authorized to comply with such order or consent decree in any manner it or 
its legal counsel deems appropriate. If any fees, expenses or costs incurred by the California Escrow Agent or its 
legal counsel are not promptly paid, the Escrow Agent may reimburse itself from TSRs in escrow. The California 
Escrow Agreement provides that only the State and the California Escrow Agent, and their respective permitted 
successors, are entitled to its benefits. 

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

Enforcement Provisions of the Decree, the MOU and the ARIMOU 

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

Release and Dismissal of Claims 

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

Potential Payment Adjustments under the MOU and the ARIMOU 

The MOU provides that the amount of TSRs payable thereunder are subject to numerous adjustments. See 
"SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - Adjustments to Payments" and "RISK 
FACTORS - Potential Payment Adjustments under the MOU and the ARIMOU herein. 

CERTAIN INFORMATION RELATING TO THE TOBACCO INDUSTRY 

The following description of the domesrzc tobacco industiy has been compiled fiom certain publicly 
available documents of the tobacco companies and their parer7t companies and certain publrc11: available analyses 
of the tobacco industry and other public sources. Certain of the companiesjle annual, quarterly, and certain other 
reports with the Securities and Exchange Commission (the "SEC'Y). Such reports are a\.ailable on the SEC's 
website (~~w~~.sec .gov) .  The following informatior7 does not, nor is it intended to, pi-o~~ide a comprehensive 
description of the domestic tobacco industry, the bzrsiness, legal and regulatoiy envil-onment of the participants 
therein, or the jnancial performance or capabihtx of such participants. Although the Corporation has no 
independent knowledge of any facts indicating that the follo~vii~g information is inaccurate in a77y material respect, 
the Corporation has not independently verified this inforination and cannot and does not 13 ai-rant the accuracy or 
completeness of this information. To the extent that reports submitted to the MSA Auditor Ot. the PMs pursuant to 



the requirements of the MSA provide information that is pertinent to the following discussion, including market 
share information, the California Attorney General has not consented to the release of such information pursuant to 
the confidentiality provisions of the MSA. Prospective investors in the Sel-zes 2006 Bonds should conduct their own 
independent investigations of the domestic tobacco industry to dete~niine ( f a n  investment in the Series 2006 Bonds 
is consistent with their investment objectives. 

Retail market share information, based upon shipments or sales as reported by the OPMs for puToses of 
their filings with the SEC, may be different from Relative Market Share forpu~poses of the MSA and the respective 
obligations of the PMs to contribute to Annual Payments and Strategic Contribution Fund Paj)ments. The Relative 
Markef Share inforination reported is confidential under the MSA. See "SUMMARY OF THE MASTER 
SETTLEMENT AGREEMENT - Overview of Payments by the Participating Manufacturers; MSA Escrow Agent " - 
Annual PaymentsJ' and " - Strategic Contribution Fund Payments" he~wn.  Additionally, aggregate market share 
information, based upon shipments as reported by Loews Corporation and reflected in the chart herein entitled 
"Manufacturers' Domestic Market Share Based on Shipments" is different fron~ that utilized in the bond structuring 
assumptions. See "METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS" herein. 

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

Industry Overview 

According to publicly available documents of Loews Corporation, the parent company of Lorillard, Inc., 
the three leading manufacturers of tobacco products in the U.S. in the first quarter of 2006 collectively accounted for 
approximately 86.4% of the domestic cigarette retail industry when measured by shipment volume. The market for 
cigarettes in the U.S. divides generally into premium and discount sales, approximately 71.9% and 28.1%, 
respectively, measured by volume of all domestic cigarette sales for the three months ending March 31, 2006, as 
reported by Loews Corporation. 

Philip Morris USA Inc. ("Philip Morris"), a wholly-owned subsidiary of Altria Group, Inc. ("Altria"), is 
the largest tobacco company in the U.S. Prior to a name change on January 27, 2003, the Altria Group, Inc. was 
named Philip Morris Companies Inc. In its Quarterly Report on Form 10-Q filed with the SEC for the three months 
ended March 3 1, 2006, Altria reported that Philip Morris' domestic retail market share for the first quarter of 2006 
was 50.4% (based on sales), which represents an increase of 0.4 share points from its reported domestic retail market 
share (based on sales) of 50.0% for the comparable quarter of 2005. Philip Morris' major premium brands are 
Marlboro, Virginia Slims and Parliament. Its principal discount brand is Basic. Marlboro is the largest selling 
cigarette brand in the U.S., with approximately 40.4% of the U.S. domestic retail share for the first quarter of 2006, 
up from 39.8% for the first quarter of 2005, and has been the world's largest-selling cigarette brand since 1972. 
Philip Morris' market share information is based on data from the IRIICapstone Total Retail Panel 
("IRI/Capstone"), which was designed to measure market share in retail stores selling cigarettes, but was not 
designed to capture Internet or direct mail sales. 

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

In its Quarterly Report on Form 1&Q filed with the SEC for the three months ended March 31, 2006, 
Reynolds American reported that its domestic retail market share for the first quarter of 2006 was 29.95% (measured 
by sales volume), which represents a decrease of 0.67 share points from the 30.62% on the first quarter of 2005 



combined domestic retail market share of Reynolds Tobacco and B&W. Reynolds American's major premium 
brands are Camel, Kool, Winston and Salem. Its discount brands include Dora1 and Pall Mall. Reynolds 
American's market share information is based on IRI/Capstone data. 

Lorillard, Inc. ("Lorillard"), a wholly-owned subsidiary of Loews Corporation, is the third largest tobacco 
company in the U.S. On February 6, 2002, in an initial public offering, Loews Corporation issued shares of 
Carolina Group stock, which is intended to reflect the economic performance of Loews Corporation's stock in 
Lorillard. Carolina Group is not a separate legal entity. In its Quarterly Report on Form 10-Q filed with the SEC for 
the three months ended March 3 1, 2006, Loews Corporation reported that Lorillard's domestic retail market share 
for the first quarter of 2006 was 9.6% (measured by shipment volume), which represents an increase of 0.3 share 
points from its self-reported 2005 domestic retail market share of 9.3% (measured by shipment volume). Lorillard's 
principal brands are Newport, Kent, True, Maverick, and Old Gold. Its largest selling brand is Newport, which 
accounted for approximately 92.0% of Lorillard's unit sales for the first quarter of 2006. Market share data reported 
by Lorillard is based on data made available by Management Science Associates, Inc. ("MSAI"), an independent 
third-party database management organization that collects wholesale shipment data. 

Based on the domestic retail market shares discussed above, the remaining share of the U.S. retail cigarette 
market in for the three months ended March 3 1,2006 was held by a number of other domestic and foreign cigarette 
manufacturers, including Liggett Group, Inc. ("Liggett"), a wholly-owned subsidiary of Vector Group Ltd. 
("Vector"). Liggett, the operating successor to the Liggett & Myers Tobacco Company, is the fourth largest 
tobacco company in the U.S. In its Form 1 0 4  filed with the SEC for the three months ended March 31, 2006, 
Vector reported that Liggett's domestic retail market share in 2005 was 2.2% (measured by shipment volume and 
using MSAI data), which represents a decrease of 0.1 share points from its self-reported 2004 domestic retail market 
share of 2.3%. All of Liggett's unit volume for the first quarter of 2006 was in the discount segment. Its brands 
include Liggett Select, Grand Prix, Eve, Pyramid and USA. In November 2001, Vector Group launched OMNI, 
which Vector Group claims is the first reduced-carcinogen cigarette that tastes, smokes and burns like other 
premium cigarettes. Additionally, Vector Group announced that it has introduced three varieties of a low nicotine 
cigarette in eight states, one of which is reported to be virtually nicotine free, under the brand name QUEST. Vector 
has determined to postpone the national launch of QUEST indefinitely. Liggett and Vector Group Ltd. are SPMs 
under the MSA. 

Shipment Trends 

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

Effective in June of 2004, MSAI changed the way it reports market share information to include actual 
units shipped by Commonwealth Brands, Inc. ("CBI"), an SPM who markets deep discount brands, and 
implemented a new model for estimating unit sales of smaller, primarily deep discount marketers. MSAI has 
restated its reports to reflect these changes as of January 1,2001. As a result of these changes, market shares for the 
three OPMs are lower than had been reflected under MSAI's prior methodology and market shares for CBI and 
other low volume companies are higher. All industry volume and market share information herein reflects MSAI's 
revised reporting data. 

Despite the effects of MSAI's new estimation model for deep discount manufacturers, Lorillard 
management has indicated that it continues to believe that volume and market share information for the deep 
discount manufacturers are understated and, correspondingly, market share information for the larger manufacturers 
are overstated by MSAI. 



Manufacturers' Domestic Market Share Based on shipments* 

Manufacturer 2003 2004 2005 

Philip Morris 
Reynolds ~rnerican** 
Lorillard 
0the;** 

* 
Aggregate market share as reported by Loews Corporation is different from that utilized in the bond structuring assumptions and may differ 
from the market share information reported by the OPMs for purposes of their filings with the SEC. 

*.* 

* 
Prior to July 2004, represents the combined market share of Reynolds Tobacco and B&W. 
The market share based on shipments of the tobacco manufacturers, other than the OPMs, has been determined by subtracting the total retail 
market share percentages of the OPMs as reported in the publicly available documents of Loews Corporation from 100%. 

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

Years Ended Shipments 
December 31 (Billions of cigarettes)* 

2003 401.2 
2004 394.5 
2005 381.0 

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

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

Consumption Trends 

According to the April 2006 estimates of the U.S. Department of Agriculture (the "USDA") Economic 
Research Service ("USDA-ERS"), smokers in the U.S. consumed 376 billion cigarettes in 2005, which represents a 
decrease of approximately 3% from the previous year. USDA-ERS attributes declining cigarette use to a 
combination of higher consumer costs due to tax and price increases, restrictions on where people can smoke and 
greater awareness of the health risks associated with smoking. Annual per capita consumption (per adult over 18) 
has dropped from 2,505 cigarettes in 1995 to 1,716 in 2005, The following chart sets forth domestic cigarette 
consumption from 2001 through 2005: 

Years Ended U.S. Domestic Consumption 
December 31 (Billions of cigarettes)* 

* TT"T. uauk-EKS. Tne MSk Payments are caicuiated in part based on domestic industry shipments rather than 
consumption. The Global Insight Cigarette Consumption Report states that the quantities of cigarettes shipped 
and cigarettes consumed within the 50 states of the U.S., the District of Columbia and Puerto Rico may not 
match at any given time as a result of various factors, such as inventory adjustments, but are substantially the 

** 
same when compared over a period of time. 
Estimated. 



Distribution, Competition and Raw Materials 

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

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

The tobacco products of the cigarette manufacturers and their affiliates and licensees are advertised and 
promoted through various media, although television and radio advertising of cigarettes is prohibited in the U.S. 
The domestic tobacco manufacturers have agreed to additional marketing restrictions in the U.S. as part of the MSA 
and other 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. 

Grey Market 

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

Regulatory Issues 

Regulatoi? Resti-ictlons 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. , and charging 
state employees \+7ho smoke higher health insurance premiums than non-smoking state employees. Five states, 
Alabama, Georgia. Idaho, Kentucky and West Virginia, charge higher health insurance premiums to state employee 
smokers than non-smokers, and a number of states have implemented legislation that allows employers to provide 
incentives to employees who do not smoke. Several large corporations, including Meijer Inc., Gannett Co., 
American Financial Group Inc., PepsiCo Inc. and Northwest Airlines, are now charging smokers higher premiums. 
In addition, the U.S. Congress may consider legislation further increasing the federal excise tax, regulation of 
cigarette manufacturing and sale by the U.S. Food and Drug Administration (the "FDA"), amendments to the 
Federal Cigarette Labeling and Advertising Act to require additional warnings, reduction or elimination of the tax 
deductlblllty of advertlslng expenses, implementation of a national standard for "fire-safe" cigarettes, regulation of 
the retail sale of cigarettes over the Internet and in other non-face-to-face retail transactions, such as by mail order 
and telephone, and banning the delivery of cigarettes by the U.S. Postal Service. In March 2005, for example, 
bipartisan legislation was reintroduced in the U.S. Congress which would provide the FDA with authority to broadly 
regulate tobacco products. Philip Morris has indicated its strong support for this legislation. It has been recently 
reported that various states have requested the Alcohol and Tobacco Tax and Trade Bureau to categorize "little 
cigars" as another form of cigarettes that require federal regulation. No assurance can be given that future federal or 



state legislation or administrative regulations will not seek to further regulate, restrict or discourage the manufacture, 
sale and use of cigarettes. 

In 1964, the Report of the Advisory Committee to the Surgeon General of the U.S. Public Health Service 
concluded that cigarette smoking was a health hazard of sufficient importance to warrant appropriate remedial 
action. Since 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. 

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

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

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

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

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

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

State ai~d Local Regulation; Pi+ivate Resti-ictions. Legislation imposing various restrictions on public 
smoking also has been enacted in all of the states and many local jurisdictions. A number of states have enacted 
legislation designating a portion of increased cigarette excise taxes to fund either anti-smoking programs, healthcare 
programs or cancer research. In addition, educational and research programs addressing healthcare issues related to 
smoking are being funded from industry payments made or to be made under the MSA. 

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

On May 21, 1999, the OPMs filed lawsuits in the U.S. District Court for the District of Massachusetts to 
enjoin implementation of certain Massachusetts attorney general regulations concerning the advertisement and 
display of tobacco products. The regulations went beyond those required by the MSA, and banned outdoor 
advertising of tobacco products within 1,000 feet of any school or playground, as well as any indoor tobacco 



advertising placed lower than five feet in stores within the 1,000-foot zone. The district court ruled against the 
industry on January 25,2000, and the U.S. Court of Appeals for the First Circuit affirmed. The U.S. Supreme Court 
granted the industry's petition for writ of certiorari on January 8,2001, and ruled in favor of RJR Tobacco and the 
rest of the industry on June 28, 2001. The U.S. Supreme Court found that the regulations were preempted by the 
Federal Cigarette Labeling and Advertising Act, which precludes states from imposing any requirement or 
prohibition based on smoking and health with respect to the advertising or promotion of cigarettes labeled in 
conformity with federal law. 

In June 2000, the New York state legislature passed legislation charging New York's Office of Fire 
Prevention and Control ("OFPC") with developing standards for "fire-safe" or self-extinguishing cigarettes. On 
December 3 1,2003, OFPC issued a final standard with accompanying regulations that requires all cigarettes offered 
for sale in New York State after June 28, 2004 to achieve specified test results when placed on 10 layers of filter 
paper in controlled laboratory conditions. Reynolds American's operating companies that sell cigarettes in New 
York state have provided written certification to both the OFPC and the Office of the Attorney General for New 
York that each of their cigarette brand styles currently sold in New York has been tested and has met the 
performance standards set forth in the OFPC's regulations. Design and manufacturing changes were made for 
cigarettes manufactured for sale in New York to comply with the standard. In June 2005, Vermont enacted similar 
legislation which went into effect May 1, 2006. Similar laws were enacted in October 2005 in California to take 
effect January 1, 2007, and in May 2006 in Illinois to take effect in 2008, and in New Hampshire to take effect in 
2007. A number of other states are also considering similar legislation. Varying standards from state to state could 
have an adverse effect on the PMs. 

According to the Global Insight Cigarette Consumption Report, all of the states and the District of 
Columbia now require smoke-free indoor air to some degree or in some public places. The most comprehensive 
bans have been enacted since 1998 in sixteen states and a few large cities. California imposed comprehensive 
statewide smoking bans in 1998 and banned smoking in its prisons effective July 1, 2005. Delaware banned 
smoking in all indoor public areas in 2002. On March 26, 2003, New York State enacted legislation banning 
smoking in indoor workplaces, including restaurants and bars. Also in 2003, Connecticut, Maine, and Florida passed 
laws which ban smoking in restaurants and bars. Similarly comprehensive bans took effect in March 2003 in New 
York City and Dallas and in Boston in May 2003. Since then Massachusetts, Montana, Rhode Island, and Vermont 
have established similar bans. Voters in Washington State passed a ballot initiative on November 8, 2005 which 
bans smoking in all public places effective January 2006. The restrictions are stronger than those in other states as 
they include a ban on outdoor smoking within 25 feet of the entrances of restaurants and other public places. In 
January 2006, New Jersey adopted a comprehensive ban which went into effect in April 2006. At the same time 
New Jersey increased the minimum legal age to purchase cigarettes from 18 to 19 years. Three states, Alabama, 
Alaska, and Utah, also set the minimum age at 19. In December 2005 Chicago passed a smoking ban which also 
applies within 15 feet of entrances to restaurants and other public places. It went into effect in January 2006 with an 
exemption for bars until July 2008. And in January 2006, the District of Columbia enacted an extensive ban which 
will be fully in effect in January 2007. In 2006, Arkansas, Colorado, Hawaii, Utah, and Puerto Rico enacted similar 
legislation. It is expected that the restrictions will continue to proliferate. On June 15, 2006 the Philadelphia City 
Council passed legislation that would institute a smoking ban in most bars, effective January 2007. The Mayor of 
Philadelphia is expected to sign the bill. Currently, at least two additional states, Louisiana and Ohio, are 
considering a comprehensive ban. The American Nonsmokers' Rights Foundation documents clean indoor air 
ordinances by local governments throughout the U.S. As of April 17, 2006, there were 2,216 municipalities in the 
U.S. with indoor smoking restrictions. The first extensive outdoor smoking restrictions were instituted on March 17, 
2006 in Calabasas, California. In Santa Fe, New Mexico, it will be illegal to smoke in a bar or restaurant, including 
outdoor-dining areas, or within 25 feet from a doorway to a public place beginning July 1,2006. 

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

Smokeless Tobacco Products. Smokeless tobacco products have been available for centuries. As cigarette 
consumption expanded in the last century, the use of smokeless products declined. Chewing tobacco and snuff are 
the most significant components. Snuff is a ground or powdered form of tobacco that is placed under the lip to 
dissolve. It delivers nicotine effectively to the body. Moist snuff is both smoke-free and spit-free. According to the 



Global Insight Consumption Report, chewing tobacco and dry snuff consumption has been declining in the U.S. in 
this decade, but moist snuff consumption has increased at an annual rate of approximately 5% since 2002, with over 
5 million consumers. Snuff is now being marketed to adult cigarette smokers as an alternative to cigarettes. The 
industry is responding to both the proliferation of indoor smoking bans and to a perception that smokeless use is a 
less harmful mode of tobacco and nicotine usage than cigarettes. In 2006 the two largest U.S. cigarette 
manufacturers entered the market. Philip Morris is introducing a snuff product, Taboka, and Reynolds American has 
acquired Conway Company, the second largest domestic producer. 

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

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

Ii7te~nationaI Agreements. On March 1, 2003, the member nations of the World Health Organization 
concluded four years of negotiations on an international treaty, the Framework Convention on Tobacco Control (the 
"FCTC"), aimed at imposing greater legal liability on tobacco manufacturers, banning advertisements of tobacco 
products (especially to youths), raising taxes and requiring safety labeling and comprehensive listing of ingredients 
on packaging, among other things. The FCTC entered into force on February 27,2005 for the first forty countries, 
including the U.S., that had ratified the treaty prior to November 30, 2004. As of April 27, 2005, 168 countries 
signed and 64 countries ratified the FCTC. On June 29, 2004 the FCTC was closed for signature, but there is no 
deadline for ratification. It has been reported that as of November 3,2005, 100 countries had ratified the FCTC. 

Excise Taxes. Cigarettes are also currently subject to substantial excise taxes in the U.S. The federal 
excise tax per pack of 20 cigarettes is $0.39 as of June 2006. All states, the District of Columbia and the 
Commonwealth of Puerto Rico currently impose taxes at levels ranging from $0.07 per pack in South Carolina to 
$2.46 per pack in Rhode Island. In addition, certain municipalities also impose an excise tax on cigarettes ranging 
up to $1.50 per pack in New York City and $2.00 per pack in Cook County, Illinois, which includes Chicago. 
According to the Global Insight Cigarette Consumption Report, excise tax increases were enacted in 20 states and in 
New York City in 2002, in 13 states in 2003, in 11 states in 2004, and in 8 states (Kentucky, Maine, Minnesota, 
New Hampshire, North Carolina, Ohio, Virginia and Washington) in 2005. The increase in Minnesota was not a tax 
increase, but rather the imposition of a "Health Impact Fee" which has the same effect on consumer prices. As a 
result, the current population weighted average state excise tax is $0.91 3 per pack. In 2006, Texas passed a budget 
that will raise the state excise tax by $1 .OO in January 2007. Hawaii and Vermont have also enacted legislation that 
will raise excise taxes. At least five other states are considering proposed excise tax increases, including increases of 
$1 .OO in New York, and of up to $2.60 in California. To help enforce the collection of its cigarette taxes, the New 
York State Legislature approved in 2006 a state law that would stop Native American stores from selling tax-free 
cigarettes to non-Native American customers. The state tax department has asked for a review of amendments to the 
law, whose enforcement is pending the outcome of such review. 

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



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

Civil Litigation 

The tobacco industry has been the target of litigation for many years. Both individual and class action 
lawsuits have been brought by or on behalf of smokers alleging that smoking has been injurious to their health, and 
by non-smokers alleging harm from ETS, also known as "secondary smoke". Plaintiffs in these actions seek 
compensatory and punitive damages aggregating billions of dollars. Philip Morris, for example, has reported that, as 
of May 1, 2006, there were 11 cases on appeal in which verdicts were returned against Philip Morris, including (i) a 
$74 billion (out of total a verdict of $145 billion) punitive damages judgment against Philip Morris in the Engle 
class action, which has been overturned by a Florida district court of appeal and is currently on appeal to the Florida 
Supreme Court; and (ii) a compensatory and punitive damages verdict totaling approximately $10.1 billion in the 
Price case in Illinois. The Supreme Court of Illinois subsequently reversed the verdict in Price and instructed the 
trial court to dismiss the case in its entirety. In January 2006 the plaintiffs filed a motion asking the court to 
reconsider its decision. On May 5,  2006, the Supreme Court of Illinois denied this motion. See "- Class Action 
Lawsuits" below. The MSA does not release PMs from liability in either individual or class action cases. 
Healthcare cost recovery cases have also been brought by governmental and non-governmental healthcare providers 
seeking, among other things, reimbursement for healthcare expenditures incurred in connection with the treatment of 
medical conditions allegedly caused by smoking. The PMs are also exposed to liability in these cases, because the 
MSA only settled healthcare cost recovery claims of the Settling States. Litigation has also been brought against 
certain PMs and their affiliates in foreign countries. 

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

According to Altria, since January 1999 and through May 1, 2006, verdicts have been returned in 44 
smoking and health cases, Lights/Ultra Lights cases and healthcare cost recovery cases in which Philip Morris was a 
defendant. Verdicts in favor of Philip Morris and other tobacco industry defendants were returned in 28 of these 
cases. Verdicts in favor of plaintiffs were returned in 16 cases. Appeals or post-trial motions by defendants and by 
plaintiffs are pending in many of these cases. Of the 16 cases in which verdicts were returned in favor of plaintiffs, 
the Carter case (discussed below) was the first to reach final resolution in March 2001, when the plaintiff received 
payments from a trust in the full amount of the judgment and Brown & Williamson's petition for review of the 
judgment against it was denied by the U.S. Supreme Court. In addition, five of the 16 cases have reached final 
resolution with respect to Philip Morris. A $17.8 million verdict against defendants in a healthcare cost recovery 
case in New York was reversed, and all claims were dismissed with prejudice in February 2005 in the Blue 
Cross/Blue Shield case. In October 2004, after exhausting all appeals, Philip Morris paid $3.3 million in an 
individual smoking and health case in Florida (the Eastman case, discussed below). In March 2005, after exhausting 
all appeals, Philip Morris paid $17 million in an individual smoking and health case in California (the Henley case, 
discussed below). Altria has reported that in December 2005, after exhausting all appeals, Philip Morris paid 
$328,759 as its share of the judgment amount and interest in a flight attendant ETS case in Florida (the French case, 



discussed below) and will pay attorneys' fees yet to be determined. In addition, in February 2005, after exhausting 
all appeals, Reynolds Tobacco, due to its obligation to indemnify B&W, paid approximately $9.1 million in the 
Boerner case (see below) and on June 17, 2005, after exhausting all appeals, Reynolds Tobacco paid a $196,416 
plus interest and costs judgment in an individual case in Kansas (the Burton case, discussed below). In March 
2006, after exhausting all appeals, Philip Morris paid approximately $82.5 million (including interest of 
approximately $27 million) in an individual smoking and health case in the State (the Boeken case, described 
below). 

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

Altria has reported that as of May 1,2006, there were approximately 1,133 individual plaintiff smoking and 
health cases pending in the U.S. against it (many of which cases include other tobacco industry defendants), 
including 928 cases pending before a single West Virginia state court in a consolidated proceeding. In addition, 
approximately 2,626 additional individual cases (referred to herein as the Broin II cases) are pending in Florida by 
individual current and former flight attendants claiming personal injury allegedly related to ETS in airline cabins. 
The individuals in the BI-oin 11 cases are limited by the settlement of a previous class action lawsuit, Brain v. Philip 
Morris (known as Broin I), to the recovery of compensatory damages only, and are precluded from seeking or 
recovering punitive damages. As a result of the settlement, however, the burden of proof as to whether ETS causes 
certain illnesses such as lung cancer and emphysema was shifted to the tobacco industry defendants. To date, seven 
individual Broiri I1 flight attendant cases have gone to trial, one of which has resulted in a jury verdict against the 
tobacco industry defendants. The defendants' appeal in that case is pending. See also "Class Action Lawsuits" 
below. 

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

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

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

In March 1999, an Oregon jury in Williams-Bi,unch v. Philip Moi7-is awarded $521,500 in actual damages 
and $79.5 million in punitive damages. The trial judge subsequently reduced the punitive damages award 
to $32 million, but the reduction was overturned and the full amount of the punitive damages award was 
reinstated by the Oregon Court of Appeals. The Oregon Supreme Court declined to review the reinstated 



punitive damage award and Philip Morris petitioned the U.S. Supreme Court for further review. In October 
2003, the U.S. Supreme Court set aside the Oregon appellate court's ruling and directed the Oregon court 
to reconsider the case in light of State Farin v. Campbell. In June 2004, the Oregon Court of Appeals 
reinstated the punitive damages award. In December 2004, the Oregon Supreme Court granted Philip 
Morris' petition for review of the case. On February 2, 2006, the Oregon Supreme Court affirmed the 
Court of Appeals decision, holding that the punitive damage award does not violate the due process 
guarantees of the U.S. Constitution. On May 30, 2006, the U.S. Supreme Court granted certiorari to 
consider whether the ruling of the Oregon Supreme Court is a violation of the principles set forth in State 
Farm v. Campbell regarding the permissible size of punitive damage awards relative to compensatory 
damage awards. 

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

In March 2000, a California jury in Whiteley v. Raybestos-Manhattan, Inc. returned a verdict in favor of the 
plaintiffs and found the defendants, including Philip Morris and Reynolds Tobacco, liable for negligent 
product design and fraud, and awarded $1.72 million in compensatory damages and $20 million in punitive 
damages. Both damage awards were upheld by the tial judge, who denied the defendants' post-verdict 
challenge. The defendants appealed the verdict. In April 2004, the California Court of Appeal reversed the 
judgment and remanded the case for a new trial. The plaintiffs motion for rehearing was denied on April 
29,2004. 

m In October 2000, a Tampa, Florida jury in Jones v. R.J. Reynolds Tobacco Co. found Reynolds Tobacco 
liable for negligence and strict liability and returned a verdict in favor of the widower of a deceased 
smoker, awarding approximately $200,000 in compensatory damages; the jury rejected the plaintiffs 
conspiracy claim and did not award punitive damages. Reynolds Tobacco filed a motion for judgment 
notwithstanding the verdict, or, in the alternative, for a new trial. On December 28,2000, the court granted 
the motion for a new trial and on August 30,2002 the Second District Court of Appeal of Florida affirmed 
the decision to grant a new trial. The plaintiff has filed for permission to appeal to the Florida Supreme 
Court. On December 9,2002, the Supreme Court of Florida issued an order to show cause as to why Jones' 
notice of appeal should not be treated as a notice to invoke discretionary jurisdiction. On April 27, 2005 
the Florida Supreme Court denied the plaintiffs notice of appeal without prejudice. On May 25, 2005 the 
plaintiff served an amended notice of intent to invoke discretionary jurisdiction. On August 31, 2005, the 
Florida Supreme Court denied review for lack of jurisdiction. On April 20, 2006, a voluntary dismissal of 
all claims against Reynolds Tobacco was filed. 

In November 2000, the Supreme Court of Florida reinstated the verdict by a Florida jury in Carter v. 
Brown & Williamson Tobacco Coiporation to award $750,000 in damages to the plaintiff. In 1996, the 
jury had found that cigarettes were a defective product and that B&W was negligent for not warning people 
of the danger, but an appeals court reversed this decision. In March 2001, the plaintiff received slightly 
over $1 million from a trust account that contained the $750,000 jury award plus interest and became the 
first smoker to be paid by a tobacco company in an individual lawsuit. On June 29, 2001, the U.S. 
Supreme Court denied B&W7s petition for a writ of certiorari, thus leaving the jury verdict intact. 

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



In June 2001, in Boeken v. Philip Morris Incorporated, a California state court jury found against Philip 
Morris on all six claims of fraud, negligence and making a defective product alleged by the plaintiff. The 
jury awarded the plaintiff $5.5 million in compensatory damages and $3 billion in punitive damages. The 
$3 billion punitive damages award was reduced to $100 million post-trial. Philip Morris appealed. In 
September 2004, the California Second District Court of Appeal further reduced the punitive damage award 
to $50 million, but otherwise affirmed the judgment entered in the case. In October 2004 the Court of 
Appeal granted the parties' motions for rehearing and, in April 2005, reaffirmed the amount of the 
September 2004 ruling. On August 10,2005, the California Supreme Court denied Philip Morris's request 
for review. Philip Morris and the plaintiff have petitioned the U.S. Supreme Court for review. Plaintiff has 
agreed not to execute on the judgment pending the disposition of Philip Morris' petition. On March 20, 
2006, the U.S. Supreme Court denied all parties' petitions for review. After exhausting all appeals, Philip 
Morris paid approximately $82.5 million (including interest of approximately $27 million) to the plaintiffs. 

In December 2001, a Florida state court jury awarded the plaintiff $165,000 in compensatory damages but 
no punitive damages in Kenyon v. R.J. R e ~ o l d s  Tobacco Co. Reynolds Tobacco appealed to the Second 
District Court of Appeal of Florida, which, on May 30,2003, affirmed per curium (that is, without writing 
an opinion) the trial court's judgment in favor of the plaintiff. Reynolds Tobacco paid the amount of the 
judgment plus accrued interest ($196,000) in order to pursue further appeals. On September 5, 2003, 
Reynolds Tobacco petitioned the Florida Supreme Court to require the Second District Court of Appeal to 
write an opinion. On April 22,2004, the Florida Supreme Court denied the petition. On January 26,2004, 
the U.S. Supreme Court denied Reynolds Tobacco's petition for a writ of certiorari, thus leaving the jury 
verdict intact. The only issue remaining in this case is the amount of attorneys' fees to be awarded to 
plaintiff's counsel for appellate work. 

In February 2002, a federal jury in Kansas City awarded $198,000 in compensatory damages to a former 
smoker in Burton v. R.J. Reynolds Tobacco Co. The jury also determined that punitive damages were 
appropriate and, after a separate hearing was held to address that issue, the court awarded the plaintiff $1 5 
million in punitive damages. On February 9, 2005, the U.S. Court of Appeals for the Tenth Circuit upheld 
the compensatory damages award, but unanimously reversed the award of punitive damages in its entirety. 
On May 17, 2005, the District Court entered a second amended judgment for $196,416 plus interest and 
costs. On June 17,2005, Reynolds Tobacco paid the judgment. 

In March 2002, a Portland, Oregon jury awarded approximately $168,500 in compensatory damages and 
$150 million in punitive damages to the family of a light cigarette smoker in Schwarz v. Philip Monais 
lnco~~orated. The trial judge subsequently reduced the punitive damages awarded to $1 00 million. Philip 
Morris and the plaintiffs have each appealed. On May 17,2006, the appellate court affirmed the $168,500 
compensatory damage jury verdict, but overturned the $100 million award of punitive damages because the 
jury imposed punitive damages (and the court refused to give jury instructions to the contrary) for conduct 
and harm occurring outside the boundaries of the State of Oregon, a violation of the Due Process Clause. 
The case was remanded to reconsider the amount of punitive damages. 

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

In October 2002, in Bullock v. Philip Morris, Inc., a Los Angeles, California jury awarded a smoker 
$850,000 in cempexsato~ damages. !a October 2002, the szme j : :~  awarded the p!zir,tiff $29 bi'.!iox ix 
punitive damages. In December 2002, the trial judge reduced the punitive damage award to $28 million. 
Philip Morris and the plaintiff have each appealed and the appeal was argued on January 18, 2006. On 
April 21, 2006, the California Court of Appeal, Second Appellate District, Division Three, upheld the $28 
million punitive damages award. It has been reported that Philip Morris intends to seek review of this 
ruling by the California Supreme Court. 



In April 2003, in Eastman v. Philip Morris, a Florida jury awarded a smoker $3.26 million in damages, 
after reducing the award to reflect the plaintiffs partial responsibility. Defendants Philip Morris and B&W 
appealed to the Second District of Florida Court of Appeal. In May 2004, the Second District Court of 
Appeal rejected the appeal in a per curium decision (that is, without a written opinion). The defendants' 
petition for a written opinion and rehearing was denied on October 14, 2004, and that ruling is not subject 
to review by the Florida Supreme Court. On October 29, 2004, Philip Morris and Reynolds Tobacco, due 
to its obligation to indemnify B&W, satisfied their respective portions the judgment. 

In May 2003, in Boerner v. Brown & Williamson, an Arkansas jury awarded the plaintiff $15 million in 
punitive damages and $4 million in compensatory damages. Following a series of appeals, on January 7, 
2005, the U.S. Court of Appeals for the Eighth Circuit affirmed the trial court's May 2003 judgment, but 
reduced the punitive damages award to $5 million. Reynolds Tobacco, due to its obligation to indemnify 
B&W, satisfied the approximately $9.1 million judgment on February 16,2005. 

• In November 2003, in Thompson v. Philip Mori-is, Inc., a Missouri jury returned a split verdict, awarding 
approximately $1.6 million in compensatory damages to the plaintiff and an additional $500,000 in 
damages to his wife. The jury apportioned 40% of fault to Philip Morris, 10% of fault to B&W and the 
remaining 50% to the plaintiff. Accordingly, under Missouri law, the court must reduce the damages award 
by half. The defendants appealed to the Missouri Court of Appeals for the Western District on March 8, 
2004. The defendants' opening appellate brief was filed on May 23,2005. The appeal is pending. 

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

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

In October 2004, in Arnitz v. Philip Morris, Inc., a Florida jury returned a verdict in favor of the plaintiff, 
who claims that as a result of his smoking he developed lung cancer and emphysema. The jury awarded a 
total of $240,000 in compensatory damages. Philip Morris, the sole defendant in the case, has appealed to 
the Florida Second District Court of Appeals. 

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

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

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



Class Action Lawsuits. The MSA does not release the PMs from liability in class action lawsuits. 
Plaintiffs have brought claims as class actions on behalf of large numbers of individuals for damages allegedly 
caused by smoking, price fixing and consumer fraud. One OPM has reported that, as of May 1,2006, there were 35 
such class actions pending against it in the U.S., as well as one each in Poland, Brazil and Israel. Plaintiffs in class 
action smoking and health lawsuits allege essentially the same theories of liability against the tobacco industry as 
those in the individual lawsuits. Other class action plaintiffs allege consumer fraud or violations of consumer 
protection or unfair trade statutes. Plaintiffs historically have had limited success in obtaining class certification, a 
prerequisite to proceeding as a class action lawsuit, because of the individual circumstances related to each smoker's 
election to smoke and the individual nature of the alleged harm. One OPM reports that class certification has been 
denied or reversed in 56 smoking and health class actions involving that OPM. 

To date, plaintiffs have successfully maintained class certification in federal and state court class action 
cases in at least the following states: California, Florida, Illinois, Louisiana, Massachusetts, Minnesota, Missouri, 
New York, North Carolina, Ohio, Oregon, Washington and West Virginia. One OPM reports that 17 federal courts 
that have considered the issue, including two courts of appeals, have rejected class certification in smoking and 
health cases. Only one federal district court has certified a smoker class action (In re Sinion (11) Litigation, 
discussed below); but that class was subsequently dismissed by the plaintiffs after being decertified by the U.S. 
Court of Appeals for the Second Circuit. 

On September 6, 2000, in In re Simon (14 Litigation, lawyers for plaintiffs in ten tobacco-related cases 
pending in U.S. District Court for the Eastern District of New York filed suit in the same court (before Judge 
Weinstein) to consolidate the pending cases and seek certification of a class and subclasses to obtain compensatory 
and punitive damages from the tobacco industry defendants. The pending cases included individual and purported 
nationwide class action lawsuits alleging tobacco-related personal injuries, as well as healthcare cost recovery cases 
brought by union trust funds, an insurance plan and an asbestos fund. The suit sought to certify a nationwide class 
action to consolidate all punitive damage aspects of the pending cases for a single trial and to try the compensatory 
damage aspects of the pending claims separately. On September 19, 2002, Judge Weinstein certified a class to hear 
the punitive damages claims. The class consisted of all smokers diagnosed with a variety of illnesses, including 
lung cancer, emphysema and some forms of heart disease, after April 9, 1993. In May 2005, the U.S. Court of 
Appeals for the Second Circuit, in a unanimous opinion, decertified the class. Plaintiffs' motion for rehearing en 
banc was denied on August 8,2005, and the time for plaintiffs to petition the U.S. Supreme Court for further review 
has expired. On February 6, 2006, Judge Weinstein dismissed the case upon the plaintiffs' motion. He stayed the 
order for 30 days to allow potential plaintiffs who expressed interest in the case to receive notices and to protect 
their interest. On March 22, 2006, a final judgment was entered dismissing the case. Two of the 10 original cases, 
Falise v. American Tobacco Co., and H.K. Poi-ter Conipan~ Inc. v. The American Tobacco Con.lpany were 
dismissed in June 2001 and July 2001, respectively. Other plaintiffs who would have been part of the Sinion I1 class 
remain free to pursue their own individual lawsuits. 

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

In December 2000, in Geiger v. American Tobacco Co., the Appellate Division of the Supreme Court of 
New York affirmed the trial court's denial of class action status to a purported class defined as all New York 
residents, inciuding their heirs, representatives, and estates, who contracted iung or throat cancer as a resuit of 
smoking cigarettes. Plaintiffs filed a motion for leave to appeal the order denying certification to the New York 
Court of Appeals, the highest court in the state. The New York Court of Appeals dismissed the plaintiffs appeal in 
February 200 1. 

In Og le  v. R.J. Reynolds Tobacco Co., a Florida state court certified a class of Florida smokers alleging 
injury due to their tobacco use. The estimated size of the class ranges from 300,000 to 700,000 members. The court 
determined that the lawsuit could be tried as a class action because, even though certain factual issues are unique to 



individual plaintiffs and must be tried separately, certain other factual issues were common to all class members and 
could be tried in one proceeding for the whole class. In July 1999, in the first phase of a three-phase trial, the jury 
found against the defendants regarding the issues common to the class, such as whether smoking caused certain 
diseases, whether tobacco was addictive, and whether the tobacco companies withheld information from the public. 
In July 2000, in the second phase of the Engle trial, the jury returned a verdict assessing punitive damages totaling 
approximately $145 billion against the tobacco industry defendants. Following entry of judgment, the defendants 
appealed. The defendants posted bonds to stay collection of the final judgment with respect to the punitive damages 
against them and statutory interest thereon pending the exhaustion of all appeals. In May 2003, the Florida Third 
District Court of Appeal reversed the judgment entered by the trial court and instructed the trial court to order the 
decertification of the class. The plaintiffs petitioned the Florida Supreme Court for further review and, in May 2004, 
the Florida Supreme Court agreed to review the case. Oral arguments were heard in November 2004. 

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

One OPM has reported that the Engle plaintiffs believe the Florida appeal bond legislation is 
unconstitutional. In the event that a court of final jurisdiction were to declare the legislation unconstitutional, one 
OPM has stated that in a worst case scenario, it is possible that a judgment for punitive damages could be entered in 
an amount not capable of being bonded, resulting in an execution of the judgment before it could be set aside on 
appeal. On May 7, 2001, the trial court approved a stipulation (the "Stipulation") among Philip Morris, Lorillard 
and Liggett (the "Stipulating Defendants7'), the plaintiffs, and the plaintiff class that provides that execution or 
enforcement of the punitive damages component of the Engle judgment will remain stayed against the Stipulating 
Defendants through the completion of all judicial review, regardless of a challenge, if any, to the Florida bond 
statute. Under the Stipulation, Philip Morris has placed $1.2 billion into an interest-bearing escrow account. Should 
Philip Morris prevail in its appeal of the case, this escrow amount is to be returned to Philip Morris, together with its 
$100 million appeal bond previously posted. In addition, Philip Morris, Lorillard and Liggett have also placed $500 
million, $200 million (including Lorillard's appeal bond), and $9.72 million (including Liggett's appeal bond), 
respectively, into a separate interest-bearing escrow account for the benefit of the Engle class (the "Guaranteed 
Amount"). Even if the Stipulating Defendants prevail on appeal, the Guaranteed Amount will be paid to the court, 
and the court will determine how to allocate or distribute it consistent with the Florida Rules of Civil Procedure. 

One Engle class member has already gone to trial. In Lukacs v. Reynolds Tobacco, a Florida appellate 
court granted the plaintiff the right to proceed before he died, but stated that any award in favor of the plaintiff 
would not be enforced until after the Engle appeal is decided. On June 11, 2002, a Florida jury awarded $37.5 
million in compensatory damages to the plaintiff. On April 1, 2003, the Dade County Circuit Court granted in part 
the defendants' motion for remittitur, reducing the total award to $25.125 million. Because no final judgment will 
be entered until the Engle appeal is resolved, the defendants time to appeal the case has not yet begun to run. One 
OPM reports that it is a defendant in 11 separate cases pending in Florida courts in which the plaintiffs claim that 
they are members of the Engle class, that all liability issues associated with their claims were resolved in the earlier 
phases of the Engle proceedings, and that trials on their claims should proceed immediately. That OPM also reports 
that none of the cases in which plaintiffs contend they are members of the Engle class are expected to proceed until 
all appellate activity in Engle is concluded. 

In October 1997, the tobacco industry defendants settled another cIass action case, Broin 1. Broin 1 was 
brought in Florida state court by flight attendants alleging injuries related to ETS. See "lndividual Plaintiffs' 
La~auits" above. The Broin 1 settlement established a protocol for the resolution of individual claims by class 
members against the tobacco companies. In addition to shifting the burden of proof to defendants as to whether ETS 
causes certain illnesses such as lung cancer and emphysema, the Broin 1 settlement required defendants to pay $300 
million to be used to establish a foundation to sponsor research with respect to the early detection and cure of 



tobacco-related diseases. Individual members of the Broin I class retained the right to bring individual claims, 
although they are limited to non-fraud type claims and may not seek punitive damages. Altria has reported that as of 
May 1, 2006, approximately 2,626 of these individual cases (known as Broin II cases) are pending against it in 
Florida. In October 2000, Judge Robert P. Kaye, the presiding judge of the original Broin I class action, held that 
the flight attendants will not be required to prove the substantive liability elements of their claims for negligence, 
strict liability and breach of implied warranty in order to recover damages, if any. The court also ruled that the trials 
of these suits will address whether the plaintiffs' alleged injuries were caused by their exposure to ETS and, if so, 
the amount of damages. The defendants' appeal of these rulings was dismissed by the intermediate appellate court 
on the basis that the appeal was premature and that the court lacked jurisdiction. On January 23, 2002, the 
defendants asked the Florida Supreme Court to review the district court's order. That request was denied. 

Seven Broin II cases have gone to trial since Judge Kaye's ruling in October 2000. Six of these cases have 
resulted in verdicts for the defendants: Forifana in June 2001, Tucker in June 2002, Janoff in October 2002, Seal in 
February 2003, Routh in October 2003 and S~ca t~ .  in May 2005. Appeals are pending in some of these cases. On 
September 12, 2002, the plaintiff in the Jarioff case filed a motion for a new trial, which the judge granted on 
January 8, 2003. The defendants appealed to the Florida Third District Court of Appeal, which, on October 27, 
2004, affirmed the trial court's order granting a new trial. The defendants' motion for rehearing was denied. The 
defendants filed a notice of intent to invoke the discretionary jurisdiction of the Florida Supreme Court on June 17, 
2005. On November 1, 2005, the Florida Supreme Court refused to hear the case. In Swag, the plaintiff filed a 
motion for a new trial on May 12,2005, which was denied on June 23,2005. On May 17,2005, the court entered a 
final judgment in favor of the defendants. The plaintiffs motion for a new trial was denied on June 23,2005. The 
plaintiff filed a notice of appeal on July 21, 2005. The one plaintiffs verdict was returned in French v. Philip 
Morris. On June 18, 2002, the French jury awarded the plaintiff $5.5 million in damages, finding that the flight 
attendant's sinus disease was cause by ETS. On September 13,2002, the judge reduced the award to $500,000. The 
defendants appealed the trial court's final judgment to the Florida Third District Court of Appeal on various 
grounds, the primary one being that under Judge Kaye's October 2000 ruling, the burden of proof was erroneously 
shifted and the plaintiff was not required to show that the tobacco companies' cigarettes were defective, that the 
tobacco company defendants acted negligently or that a warranty was made and breached. In December 2004, the 
Florida Third District Court of Appeal affirmed the judgment awarding plaintiff $500,000 and directed the trial court 
to hold the defendants jointly and severally liable. In April 2005, the appellate court denied defendants' motion for 
a rehearing. On May 11, 2005, the defendants filed a notice of intent to invoke the discretionary jurisdiction of the 
Florida Supreme Court. On November 28, 2005, the Florida Supreme Court declined to hear the appeal. The 
defendants satisfied the judgment on December 6,2005. 

In Scott v. American Tobacco Company, Inc., a Louisiana medical monitoring and smoking cessation case, 
the court certified a class consisting of smokers desiring to participate in a program designed to assist them in the 
cessation of smoking and monitor the medical condition of class members to ascertain whether they might be 
suffering from diseases caused by cigarette smoking. The class members may also choose to bring individual 
smoking and health lawsuits. On July 28, 2003, following the first phase of a trial, the jury returned a verdict in 
favor of the tobacco industry defendants on the medical monitoring claim and found that cigarettes were not 
defective products. The jury found against the defendants, however, on claims relating to fraud, conspiracy, 
marketing to minors and smoking cessation. On March 3 1,2004, phase two of the trial began to address the scope 
and cost of smoking cessation programs. On May 21, 2004, the jury returned a verdict in the amount of $591 
million ($590 million plus prejudgment interest accruing from the date the suit commenced) on the class's claim for 
a smoking cessation program. On July 1, 2004, the judge upheld the jury's verdict and awarded the plaintiffs 
prejudgment interest, which, as of May 1, 2006, totals approximately $400 million. On August 31, 2004, the 
defendants' motion for judgment notwithstanding the verdict or, in the alternative, for a new trial was denied. On 
September 29, 2004, pursuant to a stipulation of the parties, the defendants posted a $50 million bond (pursuant to 
legislation that limits the amount of the bond to $50 million collectively for MSA signatories) and noticed their 
appeal. Briefing is complete. Oral argument occurred on April 27,2006. The defendants filed post-argument briefs 
on April 28,2006. Under the terms of the stipulation, the plaintiffs reserved the right to contest the constitutionality 
of the bond cap law. 

In August 2000, a West Virginia state court conditionally certified, only to the extent of medical 
monitoring, in In ire Tobacco Litigafion (formerly known as Blankenship), a class of West Virginia residents. The 
plaintiffs proposed that the class include all West Virginia residents who (I) on or after January 1, 1995, smoked 



cigarettes supplied by defendants; (2) smoked at least a pack a day for five years without having developed any of a 
specified list of tobacco-related illness; and (3) do not receive healthcare paid or reimbursed by the state of West 
Virginia. Trial began in January 2001. On January 25, 2001, the trial court granted a motion for a mistrial, ruling 
that the plaintiffs had improperly introduced testimony about addiction to smoking as a basis for claiming damages. 
In March 2001, the court denied the defendants' motion to decertify the class. The retrial began in September 2001, 
and on November 14, 2001 the jury returned a verdict that defendants were not liable for funding the medical 
monitoring program. On July 18, 2002, the plaintiffs petitioned the Supreme Court of West Virginia for leave to 
appeal, which was granted on February 25,2003. The Supreme Court of West Virginia affirmed the judgment for 
the defendants on May 6, 2004. On July 1, 2004, the class's petition for rehearing was denied. The plaintiffs did 
not seek review by the U.S. Supreme Court. 

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

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

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

Altria has reported that. as of May 1, 2006, there were 25 putative class actions pending against Philip 
Morris in the U.S. on behalf of individuals who purchased and consumed various brands of cigarettes, including 
Marlboro Lights, Marlboro Ultra Lights, Virginia Slims Lights, Merit Lights and Cambridge Lights. These actions 
allege, among other things, that the use of the terms "Lights" or "Ultra Lights" constitutes deceptive and unfair trade 
practices and seek injunctive and equitable relief, including restitution. Classes have been certified in cases pending 
in Illinois, Massachusetts, Minnesota and Missouri, and in two cases pending in Ohio. Philip Morris has appealed or 
otherwise challenged these class certification orders. Additionally, an appellate court in Florida has overturned a 
class certification by a trial court in that state, and the plaintiffs have petitioned the Florida Supreme Court for 
further review. The Florida Supreme Court has stayed further proceedings pending its decision in the Engle case. 



In one of these cases, Price v. Philip Morris Cos., Inc. (formerly known as Miles v. Philip Mowis, Inc.), a 
Madison County Illinois state court judge certified a class comprised of all residents of Illinois who purchased and 
consumed Cambridge Lights and Marlboro Lights within a specified time period but who did not have a claim for 
personal injury resulting from the purchase or consumption of cigarettes. The plaintiffs in the Price case alleged 
consumer fraud claims and sought economic damages in the form of a refund of purchase costs of the cigarettes. On 
March 2 1, 2003, after a non-jury trial, the trial court judge ruled in favor of the plaintiffs, ordering Philip Morris to 
pay $1 0.1 billion ($7.1 billion in compensatory damages, $3.0 billion in punitive damages) to the State of Illinois, 
and $1.78 billion in plaintiff lawyer fees to be paid from the $10.1 billion. The court also stayed execution of the 
judgment for 30 days. 

After entry of the judgment on March 21,2003, Philip Morris had 30 days within which to file a notice of 
appeal. Under Illinois state court rules applicable at the time, the enforcement of a trial court's money judgment 
may be stayed only if, among other things, an appeal bond in an amount sufficient to cover the amount of the 
judgment, interest and costs is posted by a defendant within the 30-day period during which an appeal may be taken. 
With the approval of the trial court, such 30-day period may be extended for up to an additional 15 days. The trial 
court judge initially set the bond in the amount of $12 billion. Because of the difficulty of posting a bond of that 
magnitude, Philip Morris pursued various avenues of relief from the $12 billion bond requirement. In April 2003, 
the judge reduced the amount of the appeal bond. He ordered the bond to be secured by $800 million, payable in 
four equal quarterly installments beginning in September 2003, and a pre-existing 7.0% $6 billion long-term note 
from Altria Group, Inc. to Philip Morris to be placed in an escrow account pending resolution of the case. The 
plaintiffs appealed the judge's order reducing the amount of the bond. On July 14, 2003, the Illinois Fifth District 
Court of Appeals ruled that the trial court had exceeded its authority in reducing the bond and ordered the trial judge 
to reinstate the original bond. On September 16, 2003, the Illinois Supreme Court upheld the reduced bond set by 
the trial court and agreed to hear Philip Morris' appeal without the need for intermediate appellate court review. On 
December 15,2005, the Illinois Supreme Court reversed the trial court's judgment and remanded the case to the trial 
court with instructions to dismiss the case in its entirety. In its decision, the court held that the defendant's conduct 
alleged by the plaintiffs to be fraudulent under the Illinois Consumer Fraud Act was specifically authorized by the 
Federal Trade Commission and that the Illinois Consumer Fraud Act specifically exempts conduct so authorized by 
a regulatory body acting under the authority of the U.S. The court declined to review the case on the merits, 
concluding that the action was barred entirely by the Illinois Consumer Fraud Act. The plaintiffs filed a motion 
asking the court to reconsider its decision, which was denied on May 5,2006 by the Supreme Court of Illinois. It is 
possible that the plaintiffs will seek further appeals. No assurance can be given that such appeals will not be granted 
or decided in the plaintiffs' favor. Madison County Illinois courts have certified similar classes in Turner v. R.J. 
Reynolds Tobacco Co. and Howal-d I?. Brown & Williamson. In Turner, for example, the state court judge certified a 
class defined as ''[all1 persons who purchased defendants' Doral Lights, Winston Lights, Salem Lights and Camel 
Lights, in Illinois, for personal consumption, between the first date that defendants sold Doral Lights, Winston 
Lights, Salem Lights and Camel Lights through the date the court certifies this suit as a class action.. .." On June 6, 
2003, Reynolds Tobacco filed a motion to stay the case pending Philip Morris' appeal of the Price case. On July 11, 
2003: the court denied the motion, and Reynolds Tobacco appealed to the Illinois Fifth District Court of Appeals. 
The Court of Appeals denied this motion on October 17,2003. On October 20,2003, the trial judge ordered that the 
case be stayed for 90 days, or pending the result of the Price appeal. The order stated that a hearing would be held 
at the end of the 90-day period to determine if the stay should be continued. However, on October 24, 2003, a 
justice on the Illinois Supreme Court ordered an emergency stay of all proceedings pending review by the entire 
Illinois Supreme Court of Reynolds Tobacco's emergency stay order request filed on October 15, 2003. On 
November 5, 2003, the Illinois Supreme Court granted Reynolds Tobacco's motion for a stay pending the court's 
final appeal decision in Price. The Howard case also remains stayed by order of the trial judge, although the 
plaintiffs appealed this stay order to the Illinois Fifth District Court of Appeals, which appeal was denied on August 
19,2005. Both cases remain stayed, notwithstanding the Pi-ice decision. 

On December 3 1, 2003, a Missouri state court judge certified a similar class in Collor-a v. R.J. Reynolds 
Tobacco Co. On January 14, 2004, Reynolds Tobacco removed the case to the U.S. District Court for the Eastern 
District of Missouri. On September 30, 2004, the case was remanded to the Circuit Court for the City of St. Louis. 
Reynolds Tobacco removed the case once again, and on April 18,2006, the case was remanded for the second time 
to the Circuit Court for the City of St. Louis. In August 2004, Massachusetts' highest court affirmed the class 
certification order in another "lights" case, Aspinall v. Philip Morris Cos. In March 2005, a Minnesota appeals court 
declined to review a state trial court's denial of class certification in a "lights" case, Curtis v. Philip Morris. In 



September 2005, the case was removed to federal court. In February 2006, the federal court denied plaintiffs' 
motion to remand the case to state court. In May 2005, also in Minnesota, a state court judge dismissed in its 
entirety a similar case, Dahl v. R.J. Reynolds Tobacco Company, ruling that the claims of the plaintiffs conflicted 
with the federal Cigarette Labeling and Advertising Act. On July 1 1,2005, the plaintiffs filed a notice of appeal with 
the Minnesota Court of Appeals. During the pendency of the appeal, Reynolds Tobacco removed the case to the 
U.S. District Court for the District of Minnesota. On October 17, 2005, the plaintiff filed a motion to remand. The 
motion was denied on February 14,2006. On March 9,2006, the case was transferred to the U.S. Court of Appeals 
for the Eighth Circuit. The plaintiffs have appealed the order that granted the transfer and the order that denied their 
motion to remand. On April 5,2006, the Eighth Circuit dismissed the plaintiffs' appeal of the order denying remand 
for lack of jurisdiction. 

In Marrone v. Philip Morris, USA, Inc., smokers of "Lights" cigarettes manufactured and sold by Philip 
Morris, Inc. filed class-action complaints in an Ohio state court against Philip Morris, alleging violations of Ohio's 
Consumer Sales Practices Act ("OCSPA") in that, among other allegations, Philip Morris falsely represented the 
cigarettes as "light" to mislead smokers into believing that the cigarettes delivered lower tar and nicotine and 
therefore were safer than their "regular" cigarette counterparts. The trial court certified a limited class of consumers 
from an area of Ohio on the OCSPA claims and Philip Morris appealed. The Ohio appellate court affirmed the trial 
court's judgment certifying the class. On June 14, 2006, the Supreme Court of Ohio reversed the judgment of the 
appellate court and ruled that the plaintiffs did not meet the standard to qualify for class-action certification under 
the OCSPA, concluding that the plaintiffs had not shown prior rules or court decisions determining that conduct 
sufficiently similar to the alleged acts of Philip Morris constituted a deceptive act or practice. 

According to Reynolds American, six other similar "lights" cases are pending against Reynolds Tobacco, 
although no classes have yet been certified in any of those cases. In August 2005, the Missouri Court of Appeals, 
Eastern District, affirmed the class certification order in Craft v. Philip Morris Cos. Philip Morris' motion for 
appellate review of the trial court's class certification decision is pending. On August 31, 2005, a Louisiana federal 
district court ruled in a proposed class action, Sullivan v. Philip Morris, that the Federal Cigarette Labeling and 
Advertising Act (FCLAA) does not preempt plaintiffs' claims of a breach of express warranty and certain state law 
remedies with respect to manufacturing defects. On September 14, 2005, the same district court ruled in a proposed 
class action, Brown v. Brown & Williamson, that the FCLAA does not preempt plaintiffs' fraudulent 
misrepresentation/concealment and defective product claims. B&W filed a petition to the U.S. Court of Appeals for 
the Fifth Circuit for permission to appeal on January 9,2006, which was granted on February 10,2006. Briefing is 
underway. Philip Morris also filed a petition to the U.S. Court of Appeals for the Fifth Circuit for permission to 
appeal the Sullivan ruling, which was granted on March 3 1, 2006. On June 9, 2005, a proposed "lights" class action 
was filed in a federal District Court in New Mexico. On June 27, 2005, a similar class action was filed in a Kansas 
state court against Philip Morris and its parent Altria. Philip Morris and Altria are reportedly seeking to have the 
Kansas case transferred to federal court in Kansas, and that on August 13, 2005, three individuals filed a similar 
class action in the U.S. District Court for the District of Maine against the same defendants. Similar litigation in 
Arkansas in the case of Watson v. Philip Morris, that was removed from state court to the U.S. Court of Appeals for 
the Eighth Circuit, was the subject of a writ of certiorari granted by the U.S. Supreme Court, and it has been reported 
that the U.S. Supreme Court has requested comment from the U.S. Solicitor General as to whether federal 
jurisdiction of the matter, based on the involvement of the Federal Trade Commission, was appropriate. 

In Schwab v. Philip Morris USA, Inc., smokers of "Lights" cigarettes filed a purported class action suit in 
the U.S. District Court for the Eastern District of New York against the OPMs and their parent companies, Liggett 
and certain other entities. Plaintiffs allege that the defendants formed an "association-in-fact" enterprise, in violation 
of the federal RICO statute, to defraud the public into believing that "light" cigarettes were healthier alternatives to 
regular cigarettes. Plaintiffs seek to certify a nationwide class of smokers comprising all purchasers of "light" 
cigarettes man"fackired by the defendants jince the i970's. Oral arglimeiit on the plaintiffs' motien for class 
certification occurred on September 12, 2005. The defendants filed a motion to deny class certification and to 
dismiss the complaint, asserting that the plaintiffs' request - that any determination as to damages payable to a 
certified class be allocated among class members on a "fluid recovery" basis - is illegal. On November 14, 2005, 
the court denied the defendants' motion, ruling that the plaintiffs' request for "fluid recovery" is not illegal and does 
not require denial of class certification or dismissal of the action. The trial judge has permitted several months of 
additional discovery before deciding the class certification issue. 



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

On April 3, 2002, in Deloach v. Philip Morris, a federal district court in North Carolina granted class 
certification to a group of tobacco growers and quota-holders from Alabama, Florida, Georgia, North Carolina, 
South Carolina and Tennessee. The class accused cigarette manufacturers of conspiring to set prices offered for 
tobacco in violation of antitrust laws. In June 2002, the defendants' petition to the Fourth Circuit Court of Appeals 
seeking permission to appeal the class certification was denied. In May 2003, the plaintiffs reached a settlement 
with all of the tobacco industry defendants other than Reynolds Tobacco. The settling defendants agreed to pay 
$210 million to the plaintiffs, to pay plaintiffs' attorney fees of $75.3 million as set by the court and to purchase a 
minimum amount of U.S. leaf for ten years. The case continued against Reynolds Tobacco. On April 22, 2004, 
after the trial began, the parties settled the case. Under the settlement, Reynolds Tobacco has paid $33 million into a 
settlement fund, which, after deductions for attorneys' fees and administrative costs, will be distributed to the class 
pending final settlement approval. Reynolds Tobacco has also agreed to purchase a minimum amount of U.S. leaf 
for the next ten years. On March 21,2005, the court approved the settlement and dismissed the suit. 

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

Healthcare Cost Recovery Lawsuits. In certain pending proceedings, domestic and foreign governmental 
entities and non-governmental plaintiffs, including Native American tribes, insurers and self-insurers such as Blue 
Cross and Blue Shield plans, hospitals and others, are seeking reimbursement of healthcare cost expenditures 
allegedly caused by tobacco products and, in some cases, of future expenditures and damages as well. Relief sought 
by some but not all plaintiffs includes punitive damages, multiple damages and other statutory damages and 
penalties, injunctions prohibiting alleged marketing and sales to minors, disclosure of research, disgorgement of 
profits, funding of anti-smoking programs, additional disclosure of nicotine yields, and payment of attorney and 
expert witness fees. The PMs are exposed to liability in these cases, because the MSA only settled healthcare cost 
recovery claims belonging to the Settling States. Altria has reported that as of May 1, 2006, there were four 
healthcare cost recovery actions pending against Philip Morris in the U.S. In addition, it has been reported that on 
August 4, 2005, a national senior citizens' organization filed a lawsuit in Boston against cigarette manufacturers 
under the federal "Medicare as Secondary Payer" statute, which permits Medicare beneficiaries or others to bring 
actions on behalf of Medicare to recover healthcare costs paid by Medicare for which another party may be liable. 
The plaintiffs are reportedly seeking to recover more than $60 billion in alleged Medicare spending on treatment of 
smoking related illnesses since 1999. The named defendants have reportedly asked the court to dismiss the lawsuit 
or, in the alternative, transfer the case to the U.S. District Court for the Middle District of Florida, where a similar 
lawsuit involving Medicare payments in Florida was dismissed on July 26, 2005. The Boston lawsuit reportedly 
does not seek to recover Medicare payments in Florida. The plaintiffs in the Florida case have appealed. 

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

Defenses raised include lack of proximate cause, remoteness of injury, failure to state a valid claim, lack of 
benefit, adequate remedy at law, "unclean hands" (namely, that plaintiffs cannot obtain equitable relief because they 
participated in, and benefited from, the sale of cigarettes), lack of antitrust standing and injury, federal preemption, 



lack of statutory authority to bring suit, and statutes of limitations. In addition, defendants argue that they should be 
entitled to "set off' any alleged damages to the extent the plaintiff benefits economically from the sale of cigarettes 
through the receipt of excise taxes or otherwise. Defendants also argue that these cases are improper because 
plaintiffs must proceed under principles of subrogation and assignment. Under traditional theories of recovery, a 
payor of medical costs (such as an insurer) can seek recovery of healthcare costs from a third party solely by 
"standing in the shoes" of the injured party. Defendants argue that plaintiffs should be required to bring any actions 
as subrogees of individual healthcare recipients and should be subject to all defenses available against the injured 
party- 

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

A number of foreign governmental entities have filed suit in state and federal courts in the U.S. against 
tobacco industry defendants to recover funds for healthcare and medical and other assistance paid by those foreign 
governments to their citizens. Such suits have been brought in the U.S. by 13 countries, a Canadian province, 11 
Brazilian states and 11 Brazilian cities. Thirty-four of these suits have been dismissed and two remain pending. In 
addition to these cases brought in the U.S., healthcare cost recovery actions have also been brought in Israel, the 
Marshall Islands (where the suit was dismissed), Canada, France and Spain. In September 2003, the case pending in 
France was dismissed and the plaintiff has appealed. In May 2004, the case pending in Spain was dismissed and the 
plaintiff has appealed. Other governmental entities have stated that they are considering filing such actions. On 
September 29, 2005, the Supreme Court of Canada upheld legislation passed in 1998 by the province of British 
Columbia allowing the provincial government to seek damages from tobacco companies for healthcare costs 
incurred during the past 50 years, as well as for future illness-related expenses in connection with tobacco use. The 
legislation also lightens the required burden of proof and curtails certain traditional defenses in civil suits. Other 
provinces are reported to have already adopted or are expected to adopt similar legislation. 

In September 1999, the U.S. government filed a lawsuit in the U.S. District Court for the District of 
Columbia against the OPMs, certain related parent companies and two tobacco industry research and lobbying 
organizations, seeking medical cost recovery for federal funds spent to treat alleged tobacco-related illnesses and 
asserting violation of RICO. In September 2000, the trial court dismissed the government's medical cost recovery 
claims, but permitted discovery to proceed on the government's claims for relief under RICO. The government 
alleged that disgorgement by defendants of approximately $280 billion is an appropriate remedy. In May 2004, the 
court issued an order denying defendants' motion for partial summary judgment limiting the disgorgement remedy. 
In June 2004, the trial court certified that order for immediate appeal, and in July 2004, the U.S. Court of Appeals 
for the District of Columbia agreed to hear the appeal on an expedited basis. On February 4, 2005, the appeals 
court, in a 2-1 decision, ruled that disgorgement is not an available remedy in this case. This ruling eliminated the 
government's claim for $280 billion and limits the government's potential remedies principally to forward-looking 
relief, including funding for anti-smoking programs. The government appealed this ruling to seek a rehearing en 
banc. On April 20, 2005, the appeals court denied the government's appeal. On July 18, 2005, the government 
appealed the ruling with regard to the $280 billion disgorgement decision to the U.S. Supreme Court. On October 
17,2005 the U.S. Supreme Court, without comment, denied the appeal. 

In addition to the claim for disgorgement, the government seeks relief consisting of, among other things, 
(i) prohibitory injunctions (including prohibitions on committing acts of racketeering, making false or misleading 
statements about cigarettes, and on youth marketing); (ii) disclosure of documents concerning the health risks and 
addictive nature of smoking, the ability to develop less hazardous cigarettes and youth marketing campaigns; 
(iii) mandatory corrective statements about the health risks of smoking and the addictive properties of nicotine in 
future marketing campaigns; and (iv) funding of remedial programs (including research, public education 
campaigns, medical monitoring programs, and smoking cessation programs). The trial phase of the case concluded 
on June 9, 2005. In its closing argument and submissions, the government requested that the tobacco industry be 
required to fund an up to ten-year, $14 billion smoking cessation program. The government has reportedly also 



asked the court to appoint a lawyer as monitor with power to order the defendants to sell off their research and 
development facilities related to developing so-called safer cigarettes. The monitor would also have power to 
review the business policies of the defendants. The government has also reportedly requested that restrictions be 
placed on the defendants' ability to sell their cigarette businesses and that the defendants be compelled to run public 
advertisements regarding the dangers of smoking. The defendants filed a motion to dismiss the government's 
request for the $14 billion award, arguing that the award was barred by the February 4,2005 appellate decision. On 
July 22, 2005, the District Court judge granted the motion made under Federal Rule of Civil Procedure 24 by six 
public interest groups to intervene in this action for the very limited purpose of being heard on the issue of 
permissible and appropriate remedies in this case, should the government prevail on its claims with respect to 
smoking cessation programs. On August 15, 2005, the parties filed their proposed findings of fact. Post-trial 
briefing was completed on October 9,2005. 

In January of 2001, the Canadian Province of British Columbia enacted the Damages and Healthcare Costs 
Recovery Act (the "HCCR Act"). The HCCR Act authorizes an action by the government of British Columbia 
against a manufacturer of tobacco products for the recovery by the government of the present value of past and 
reasonably expected fbture healthcare expenditures incurred by the government in treating British Columbians with 
diseases caused by exposure to tobacco products, where such exposure was caused by a manufacturer's tort in 
British Columbia or a breach of a duty owed to persons in British Columbia. The HCCR Act allows the government 
to bring such action for expenditures related to a particular individual or on an aggregate basis for a population of 
persons. In an action brought on an aggregate basis, the Act does not require the government identify a particuIar 
person or to prove particular injury, healthcare costs or causation of harm with respect to any particular person. 
Where the government proves in an aggregate claim with respect of a type of tobacco product that a manufacturer 
breached a legal duty owed to persons who have been or might become exposed to the tobacco product and that 
exposure to the tobacco product can cause or contribute to a disease, the court is required to presume that (1) the 
population of persons who were exposed to the tobacco product would not have been exposed to the product but for 
the breach of duty and (2) such exposure caused or contributed to disease or risk of disease in such population of 
persons. In such cases, the court is required to determine on an aggregate basis the cost of healthcare benefits 
provided after the date of the breach of duty and to assess liability among defendants based on the proportion of the 
aggregate cost equal to each defendant's market share in the type of tobacco product. Statistical information and 
information derived from epidemiological and other relevant studies is admissible as evidence under the HCCR Act 
to establish causation and for quantifying damages in an action brought by the government under the HCCR Act or 
in an action brought by a class of persons under Canada's class action statute. 

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

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

Asbestos Contribution Cases. These cases, which have been brought against cigarette 
manufacturers on behalf of former asbestos manufacturers, their personal injury settlement trusts 
and insurers, seek, among other things, contribution or reimbursement for amounts expended in 
connection with the defense and payment of asbestos claims that were allegedly caused in whole 
or in part by cigarette smoking. In January 2005, one case was dismissed; currently, one case 
(Fibreboard C01-p. v. R.J. Reynolds Tobacco Co.) remains pending. 



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

Cigai-ette Contraband Cases. In May 2001 and August 2001, various governmental entities of 
Colombia, the European Community and ten member states filed suits in the U.S. against certain 
PMs, alleging that defendants sold to distributors cigarettes that would be illegally imported into 
various jurisdictions. The claims asserted in these cases include negligence, negligent 
misrepresentation, fraud, unjust enrichment, violations of RICO and its state-law equivalents and 
conspiracy. Plaintiffs in these cases seek actual damages, treble damages and undisclosed 
injunctive relief. In February 2002, the trial court granted defendants' motions to dismiss all of 
the actions. Plaintiffs in each case have appealed. In Janwry 2004, the U.S. Court of Appeals for 
the Second Circuit affirmed the dismissals of the cases. In April 2004, plaintiffs petitioned the 
U.S. Supreme Court for further review. The European Community and the 10 member states 
moved to dismiss their petition in July 2004 following an agreement entered into among Philip 
Morris, the European Commission and 10 member states of the European Community. The terms 
of this cooperation agreement provide for broad cooperation with European law enforcement 
agencies on anti-contraband and anti-counterfeit efforts and resolve all disputes between the 
parties on these issues. In May 2005, the U.S. Supreme Court granted the petitions for review, 
vacated the judgment of the Second Circuit Court of Appeals and remanded the case to that court 
for further review in light of the Supreme Court's recent decision in U.S. v. Pasquantino. On 
September 13,2005, the Second Circuit Court of Appeals found that Pasquantino was inapplicable 
to the case and affirmed its earlier decision that the revenue rule bars foreign sovereigns' civil 
claims for recovery of lost tax revenue and law enforcement costs related to cigarette smuggling. 
In January 2006, the U.S. Supreme Court rejected the European Union's petition for review. 

Patent Litigation. In 2001 and 2002, Star Scientific, Inc. ("Star") filed two patent infringement 
actions against Reynolds Tobacco in the U.S. District Court for the District of Maryland. Such 
actions have been consolidated. Reynolds Tobacco filed various motions for summary judgment, 
which were all denied. Reynolds Tobacco has also filed counterclaims seeking a declaration that 
the claims of the two Star patents in dispute are invalid, unenforceable and not infringed by 
Reynolds Tobacco. Between January 31, 2005 and February 8, 2005, the District Court held a 
first bench trial on Reynolds Tobacco's affirmative defense and counterclaim based upon 
inequitable conduct. The District Court has not yet issued a ruling on this issue. Additionally, in 
response to the court's invitation, Reynolds Tobacco filed two summary judgment motions on 
January 20, 2005. The District Court has indicated that it will rule on Reynolds Tobacco's two 
pending summary judgment motions and the issue of inequitable conduct at the same time. The 
District Court has not yet set a trial date for the remaining issues in the case. 

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

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



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

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

GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT 

The following information has been extractedfi-om the Global Insight Cigarette Consuniption Report, a 
copy of~vhich is attached hereto as Appendix A. This summaly does not pulport to be comnplete and the Global 
Insight Cigarette Consuntption Report should be read in its entit-ety for an understanding of the assun~ptions on 
which it is based and the conclusions it reaches. The Global Insight Cigarette Consumption Report forernstsJirtinre 
U.S. domestic cigarette consumption. The MSA pay~nents are based in palat on cigarettes shipped in and to the U.S. 
Cigarette shipments and cigarette consumption may not match at any given point in time as a result of various 
factors such as inventory adjustments, but are substantially the same ~vhen compared over a per-iod of time. 

General 

Global Insight, Inc., formerly known as DRIoWEFA, Inc., has prepared a report dated June 16,2006 on the 
consumption of cigarettes in the U.S. from 2004 through 203 1 entitled, "A Forecast of U.S. Cigarette Consumption 
(2004-2031) for City of Sun Diego Tobacco Settlement Revenue Funding Corpol*ation." Global Insight is an 
internationally recognized econometric and consulting firm of over 200 economists in 16 offices worldwide. Global 
Insight is a privately held company which provides financial, economic and market research information. 

Global Insight has developed a cigarette consumption model based on historical U.S. data between 1965 
and 2003. Global Insight constructed this cigarette consumption model after considering the impact of 
demographics, cigarette prices, disposable income, employment and unemployment, industry advertising 
expenditures, the future effect of the incidence of smoking among underage youth and qualitative variables that 
captured the impact of anti-smoking regulations, legislation, and health warnings. After determining which variables 
were effective in building this cigarette consumption model (real cigarette prices, real per capita disposable personal 
income, the impact of restrictions on smoking in public places, and the trend over time in individual behavior and 
preferences), Global Insight employed standard multivariate regression analysis to determine the nature of the 
economic relationship between these variables and adult per capita cigarette consumption in the U.S. The 
multivariate regression analysis showed: (i) long run price elasticity of demand of -0.33; (ii) income elasticity of 
demand of 0.27; and (iii) a trend decline in adult per capita cigarette consumption of 2.40% per year holding other 
recognized significant factors constant. 

Global Insight's model, coupled with its long term forecast of the U.S. economy, was then used to project 
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Insight Base Case Forecast indicates that the total U.S. cigarette consumption in 2031 will be 238 billion cigarettes 
(approximately 12 billion packs), a 40% decline from the 2003 level. After 2003, the rate of decline in total 
cigarette consumption is projected to moderate and average less than 2% per year. From 2004 through 2031, the 
average annual rate of decline is projected to be 1.83%. On a per capita basis, consumption is forecast to fall during 
the same period at an average annual rate of 2.65%. Total consumption of cigarettes in the U.S. is forecast to fall 
from an estimated 381 billion in 2005 to under 300 billion by 2018, as set forth in the following table. The Global 



Insight Cigarette Consumption Report states that Global Insight believes that the assumptions on which the Global 
Insight Base Case Forecast is based are reasonable. 

Global Insight Base Case Forecast of Cigarette Consumption 

Cigarettes Cigarettes 
Year (billions) Year (billions) 

The following graph displays the projected time trend of cigarette consumption in the U.S.: 

Annual U.S. Cigarette Consumption: Base Case Forecast 
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The Global Insight Cigarette Consumption Report also presents alternative forecasts that project higher and 
lower paths of cigarette consumption, predicting that by 203 1 total U.S. consumption could be as low as 226 billion 
and as high as 248 billion cigarettes. In addition, the Global Insight Cigarette Consumption Report presents 
scenarios with more extreme variations in assumptions for the purposes of illustrating alternative paths of 
consumption. in one such scenario, Giobai Insight projects that assuming a 2.54% decllne per year total U.S. 
consumption could be as low as 195 billion cigarettes by 203 1. 

Comparison with Prior Forecasts 

The forecast set forth in the Global Insight Cigarette Consumption Report differs from those provided by 
Global Insight in similar studies in 2005 and 2006. In February 2006, fill year data on industry shipments for 2005 



were reported by the manufacturers and by the U.S. Bureau of Alcohol Tobacco and Firearms. From this data, 
Global Insight estimated that consumption in 2005 was 381 billion cigarettes, 4 billion fewer than Global Insight 
had projected previously. This new data has been incorporated into the Global Insight Cigarette Consumption 
Report. The data's long term implications are that consumption levels in 2031 are forecast to be 238 billion 
cigarettes, 4 billion fewer than the 242 billion in our forecasts of 2005. 

Historical Cigarette Consumption 

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

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

U.S. Cigarette Consumption 

Year Ended Consumption 
December 31 (Billions of Cigarettes) Percentage Change 

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 elasticity of demand and price increases, (iii) changes in disposable income, (iv) youth 
consumption, (v) trends over time, (vi) smoking bans in public places, (vii) nicotine dependence, (viii) health 
warnings, and (ix) smokeless tobacco products. While some of these factors were not found to have a measurable 
impact on changes in demand for cigarettes, all of these factors are thought to affect smoking in some manner and to 
be incorporated into current levels of consumption. Since 1964 there has been a significant decline in U.S. adult per 
capita cigarette consumption. The 1964 Surgeon General's health warning and numerous subsequent health 
warnings, together with the increased health awareness of the population over the past 30 years, may have 
contributed to decreases in cigarette consumption levels. If, as assumed by Global Insight, the awareness of the 
adult population continues to change in this way, overall consumption of cigarettes will decline gradually over time. . . 
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and the effects of other such variables which are difficult to quantify. 

Global Insight Projections and Forecasts 

The projections and forecasts included in the Global Insight Cigarette Consumption Report, including, but 
not limited to, those regarding the future taxable cigarette sales, are estimates, which have been prepared on the 



basis of certain assumptions and hypotheses. No representation or warranty of any kind is or can be made with 
respect to the accuracy or completeness of, and no representation or warranty should be inferred from, these 
projections and forecasts. The projections and forecasts contained in the Global Insight Cigarette Consumption 
Report are based upon assumptions as to future events and, accordingly, are subject to varying degrees of 
uncertainty. Some assumptions inevitably will not materialize and, additionally, unanticipated events and 
circumstances may occur. Therefore, for example, actual cigarette consumption inevitably will vary from the 
projections and forecasts included in the Global Insight Cigarette Consumption Report and the variations may be 
material and adverse. 

METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS 

Introduction 

The following discussion describes the methodology and assumptions used to calculate a forecast of Sold 
City Tobacco Assets to be received by the Indenture Trustee (the "Collection Methodology and Assumptions"), as 
well as the methodology and assumptions used to structure the schedules of principal and to calculate the projected 
Turbo Redemptions for the Series 2006 Bonds (the "Structuring Assumptions"). For sensitivity analyses which 
evaluate the impact of different consumption levels on Turbo Redemptions, see "- Effect of Changes in 
Consumption Level on Turbo Redemptions " below. The assumptions are only assumptions and no guarantee can be 
made as to the ultimate outcome of certain events assumed here. If actual results are different from those assumed, 
it could have a material effect on the forecast of Sold City Tobacco Assets as well as assumed Turbo Redemptions. 

Collection Methodology and Assumptions 

In calculating a forecast of Sold City Tobacco Assets to be received by the Indenture Trustee, the forecast 
of cigarette consumption in the U.S. developed by Global Insight and described as the Global Insight Base Case 
Forecast, was applied to calculate Annual Payments and Strategic Contribution Fund Payments to be made by the 
PMs pursuant to the MSA. The calculation of payments required to be made was performed in accordance with the 
terms of the MSA; however, as described below, certain assumptions were made with respect to consumption of 
cigarettes in the U.S. and the applicability of certain adjustments and offsets to such payments set forth in the MSA. 
In addition, it was assumed that the PMs make all payments required to be made by them pursuant to the MSA, and 
that the relative market share for each of the PMs remains constant throughout the forecast period at 85.27% for the 
OPMs, 9.13% for the SPMs and 5.6% for the NPMS.' It was further assumed that each company that is currently a 
PM remains such throughout the term of the Series 2006 Bonds. 

In applying the consumption forecast from the Global Insight Cigarette Consumption Report, it was 
assumed that U.S. consumption, which was forecasted by Global Insight, was equal to the number of cigarettes 
shipped in and to the U.S, the District of Columbia and Puerto ~ i c o ,  which is the number that is applied to 
deiennine the Volume Adjustment. The Global Insight Cigarette Consumption Report states that the 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. The Global 
Insight Base Case Forecast for U.S. cigarette consumption is set forth herein in Appendix A - "GLOBAL INSIGHT 
CIGARETTE CONSUMPTION REPORT" attached hereto. See Appendix A for a discussion of the assumptions 
underlying the projections of cigarette consumption contained in the Global Insight Cigarette Consumption ~ e i o r t .  

Annual Payments 

In accordance with the Collection Methodology and Assumptions, the amount of Annual Payments to be 
made by the PMs was calculated by applying the adjustments applicable to the Annual Payments in the order, and in 
the amounts, set out in the MSA, as follows: 

t 
The aggregate market share information utilized in the bond structuring assumptions may differ materially from the market share information 
used by the MSA Auditor in calculating adjustments to Annual Payments and Strategic Contribution Fund Payments. See "SUMMARY OF 
THE MASTER SETTLEMENT AGREEMENT -Adjustments to Payments" herein. 



Inflation Adjustment. First, the Inflation Adjustment was applied to the schedule of base amounts for the 
Annual Payments set forth in the MSA. Inflation was assumed to be at a rate of 3.4% for 2000, 3.0% for 2001 
through 2003, 3.256% for 2004, and 3.416% for 2005. Thereafter, the rate of inflation was assumed to be the 
minimum provided in the MSA, at a rate of 3% per year, compounded annually, for the rest of the forecast period. 

Volume Adjustment. Next, the annual amounts calculated for each year after application of the Inflation 
Adjustment were adjusted for the Volume Adjustment by applying the Global Insight Base Case Forecast for U.S. 
cigarette consumption to the market share of the OPMs for the prior year. No add back or benefit was assumed from 
any Income Adjustment. See "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT -Adjustments to 
Payments - Volume Adjustment" for a description of the formula used to calculate the Volume Adjustment. 

Pveviouslj~ Settled States Reduction. Next, the annual amounts calculated for each year after application of 
the Inflation Adjustment and the Volume Adjustment were reduced by the Previously Settled States Reduction 
which applies only to the payments owed by the OPMs. The Previously Settled States Reduction is as follows for 
each year of the following periods: 

2000 through 2007 12.4500000% 
2008 through 20 17 12.2373756% 
20 1 8 and after 1 1.0666667% 

Non-Settling States Reduction. The Non-Settling States Reduction was not applied to the Annual Payments 
because such reduction has no effect on the amount of payments to be received by states that remain parties to the 
MSA. Thus, the Collection Methodology and Assumptions include an assumption that the State will remain a party 
to the MSA. 

NPM Adjustment. The NPM Adjustment will not apply to the Annual Payments payable to any state that 
enacts and diligently enforces a Qualifying Statute so long as such statute is not held to be unenforceable. The 
Collection Methodology and Assumptions include an assumption that the State will diligently enforce a Qualifying 
Statute that is not held to be unenforceable. For a discussion of the State's Qualifying Statute, see "SUMMARY OF 
THE MASTER SETTLEMENT AGREEMENT" and "- MSA Provisions Relating to Model StatuteIQualifying 
Statutes - Status of California Model Statute" herein. Should a PM be determined with finality to be entitled to an 
NPM Adjustment in a future year due to non-diligent enforcement of the Qualifying Statute by the State, the NPM 
Adjustment could reduce the payments by the PMs under the MSA and the amounts of Pledged Revenues available 
to the Corporation to make Turbo Redemptions on the Series 2006 Bonds, and pay the principal and interest on the 
Series 2006 Bonds. In such a situation the estimated redemption schedule set forth under Appendix G - 
"DEFEASANCE TURBO SCHEDULE" attached hereto may not be realized. See "RISK FACTORS- Other 
Potential Payment Decreases Under the Terms of the MSA - NPM Adjustment" herein. 

Offset for Miscalculated or Disputed Payments. The Collection Methodology and Assumptions include an 
assumption that there will be no adjustments to the Annual Payments due to miscalculated or disputed payments. 
However, a deposit into the Disputed Payments Account or withholding of payment by a PM based upon a claim of 
entitlement to an adjustment to Annual Payment due in one or more future years could reduce the amount of 
Revenues available to the Corporation to make Turbo Redemptions and pay principal or interest on the Series 2006 
Bonds. In such a situation the estimated redemption schedule set forth under Appendix G - "DEFEASANCE 
TURBO SCHEDULE" attached hereto may not be realized. See "RISK FACTORS - Other Potential Payment 
Decreases Under the Terms of the MSA -Disputed or Recalculated Payments and Disputes under the Terms of the 
MSA" herein. 

for Ci'aims-Gvey. The Coll~ciioii TvPeihodology aiid Assiiiiiptio~is iiicliide aii as~iiitiptiu~i that the 
Offset for Claims-Over will not apply. 

Litigating Releasing Parties Offset. The Collection Methodology and Assumptions include an assumption 
that the Litigating Releasing Parties Offset will have no effect on payments. 



Subsequent Participating Manufacturers. The Collection Methodology and Assumptions assume that the 
relative market share of the SPMs remains constant at 9.13%. Because the 9.13% market share is greater than 
3.125% (125% of 2.5%, the SPMs' estimated 1997 market share), the Collection Methodology and Assumptions 
assume that the SPMs are required to make Annual Payments in each year. 

State Allocation Percentage. The amount of Annual Payments, after application of the Inflation 
Adjustment, the Volume Adjustment and the Previously-Settled States Reduction (where applicable) for each year 
was multiplied by the State Allocation Percentage (12.7639554%) in order to determine the amount of Annual 
Payments to be made by the PMs in each year to be allocated to the California State-Specific Account. 

The following table shows the projection of Annual Payments to be made by PMs from 2007 through 2032, 
calculated in accordance with the Collection Methodology and Assumptions. 





Strategic Contribution Fund Payments 

In accordance with the Collection Methodology and Assumptions, the amount of Strategic Contribution 
Fund Payments to be made by the PMs was calculated by applying the adjustments applicable to the Strategic 
Contribution Fund Payments in the amounts, set out in the MSA, as follows: 

Infration Adjustment. First, the Inflation Adjustment was applied to the schedule of base amounts for the 
Strategic Contribution Fund Payments set forth in the MSA. Inflation was assumed to be at a rate of 3.4% for 2000, 
3.0% for 2001 through 2003, and 3.256% for 2004, and 3.416% for 2005. Thereafter, the rate of inflation was 
assumed to be the minimum provided in the MSA, at a rate of 3% per year, compounded annually, for the rest of the 
forecast period. 

Volume Adjustnient. Next, the Strategic Contribution Fund Payments calculated for each year after 
application of the Inflation Adjustment was adjusted for the Volume Adjustment by applying the Global Insight 
Base Case Forecast for U.S. cigarette consumption to the market share of the OPMs for the prior year. No add back 
or benefit was assumed from any Income Adjustment as it does not apply to Strategic Contribution Fund Payments. 
See "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - Adjustments to Payments - Volume 
Adjustment" for a description of the formula used to calculate the Volume Adjustment. 

Noi7-Settling States Reduction. The Non-Settling States Reduction was not applied to the Strategic 
Contribution Fund 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 Collection Methodology and Assumptions include an assumption 
that the State will remain a party to the MSA. 

NPM Adjustment. The NPM Adjustment will not apply to the Strategic Contribution Fund Payments 
payable to any state that enacts and diligently enforces a Qualifying Statute so long as such statute is not held to be 
unenforceable. The Collection Methodology and Assumptions include an assumption that the State will diligently 
enforce a Qualifying Statute that it is not held to be unenforceable. For a discussion of California's Qualifying 
Statute, see "SUMMARY OF THE MASTER SETTLEMENT AGREEMENT - MSA Provisions Relating to 
ModelIQualifying Statutes - Status of California Model Statute" herein. Should a PM be determined with finality 
to be entitled to an NPM Adjustment in a future year due to non-diligent enforcement of the Qualifying Statute by 
the State, the NPM Adjustment could reduce the payments by the PMs under the MSA and the amounts of Pledged 
Revenues available to the Corporation to make Turbo Redemptions on the Series 2006 Bonds, and pay the principal 
and interest on the Series 2006 Bonds. In such a situation the estimated redemption schedule set forth under 
Appendix G - "DEFEASANCE TURBO SCHEDULE" attached hereto may not be realized. See "RISK FACTORS 
- Other Potential Payment Decreases Under the Terms of the MSA - NPMAdjustmei~t" herein. 

Ofbet for Miscalculated oi* Disputed Payinents. The Collection Methodology and Assumptions include an 
assumption that there will be no adjustments to the Strategic Contribution Fund Payments due to miscalculated or 
disputed payments. However, a deposit into the Disputed Payments Account or withholding of payment by a PM 
based upon a claim of entitlement to an adjustment to Strategic Contribution Fund Payments due in one or more 
future years could reduce the amount of Revenues available to the Corporation to make Turbo Redemptions and pay 
principal or interest on the Series 2006 Bonds. In such a situation the estimated redemption schedule set forth under 
Appendix G - "DEFEASANCE TURBO SCHEDULE" attached hereto may not be realized. See "RISK 
FACTORS- Other Potential Payment Decreases Under the Terms of the MSA - Disputed or Recalculated 
Payments and Disputes under the Terms of the MSA" herein. 

Litigating Releasing Parties Offset. The Collection Methodology and Assumptions include an assumption 
AT--* T :.:--A:--- n-i n--:-- nm--~  --.:ii i ----- .-- -cc--~ -.- A,. 
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9 f i e t  for Claims-Over. The Collection Methodology and Assumptions include an assumption that the 
Offset for Claims-Over will not apply. 

Sztbsequent Participating Manufacturers. The Collection Methodology and Assumptions assume that the 
relative market share of the SPMs remains constant at 9.13%. Because the 9.13% market share is greater than 



3.125% (125% of 2.5%, the SPMs' estimated 1997 market share), Collection Methodology and Assumptions 
assume that the SPMs are required to make Strategic Contribution Fund Payments in each year. 

State Allocation Percentage. The amount of Strategic Contribution Fund Payments, after application of the 
Inflation Adjustment and the Volume Adjustment for each year was multiplied by the State Allocation Percentage 
(5.1730408%) in order to determine the amount of Strategic Contribution Fund Payments to be made by the PMs in 
each year to be allocated to the California State-Specific Account. 

The following table shows the projection of Strategic Contribution Fund Payments and total Sold City 
Tobacco Assets (including Annual Payments) to be received by the Indenture Trustee from 2007 through 2032, 
calculated in accordance with the Collection Methodology and Assumptions. 
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Interest Earnings 

The Collection Methodology and Assumptions assume that the Indenture Trustee will receive the Sold City 
Tobacco Assets ten days after April 15, in each year commencing 2007. Interest is assumed to be earned on 
amounts on deposit in the Debt Service Account at the rate of 4.0% per annum. Moneys deposited in the Debt 
Service Reserve Account will be invested in a collateralized investment agreement and are assumed to earn interest 
at the rate of 5.3% per annum. Interest is assumed to be earned on amounts on deposit in the Capitalized Interest 
Account at the rate of 3.0% per annum. 

Structuring Assumptions 

General 

The Structuring Assumptions for the Series 2006 Bonds were applied to the forecast of the Sold City 
Tobacco Assets described above. Payment of principal of the Series 2006 Bonds was structured consistent with the 
credit ratings on the Series 2006 Bonds. The maturity of the Series 2006 Turbo Term Bonds is sized by developing 
a hypothetical schedule, "Sizing Amounts for Series 2006 Term Bond Maturity." The principal of the Series 
2006 Turbo Term Bonds due in 2032 is equal to the sum of all Sizing Amounts on or before 2032. The ratings on 
the Series 2006 Turbo Term Bonds are not based upon the Corporation's ability to make payments in accordance 
with the Sizing Amounts for Series 2006 Term Bond Maturity; rather, they are based on payment of the Series 2006 
Turbo Term Bonds by 2032. As used herein, "Sizing Amounts for Series 2006 Term Bond Maturity debt service 
coverage ratio" means, for any period, a fraction, expressed as a multiple, the numerator of which is the amount of 
Sold City Tobacco Assets plus Debt Service Reserve Account investment earnings received and earnings on Sold 
City Tobacco Assets until distributed less (-) Operating Expenses, and the denominator of which is the sum of 
interest, and the Sizing Amounts for Series 2006 Term Bond Maturity in such period. 

The Structuring Assumptions are described below: 

Sizing. The Corporation's objective in issuing the Series 2006 Bonds is to receive net proceeds sufficient 
to enable the Corporation to finance (i) the Corporation's purchase of the Sold City Tobacco Assets, (ii) fund the 
Debt Service Reserve Account, (iii) fund the Operating Account, and (iv) pay the costs of issuance incurred in 
connection with the issuance of the Series 2006 Bonds. 

Debt Service Reserve Account. The Debt Service Reserve Account was established for the Series 2006 
Bonds with an initial deposit of $9,222,687.50. So long as Series 2006 Bonds remain Outstanding, the Debt Service 
Reserve Account must be maintained to secure the Series 2006 Bonds, to the extent of available funds, at 
$9,222,687.50. All earnings on amounts in the Debt Service Reserve Account will be retained therein if the Debt 
Service Reserve Account balance is not equal to the Debt Service Reserve Requirement. 

Debt Service Coverage Ratios. The average and minimum debt service coverage ratios are described under 
"-Principal of the Series 2006 Bonds7' below. 

Operating Expense Assun.lptions. Operating expenses of the Corporation have been assumed at $200,000 
in 2006 and thereafter at the Operating Cap of $200,000 inflated at 3% per year. 

Issuance Date. The Series 2006 Bonds were assumed to be issued on June 21,2006. 

Interest Rate. The Series 2006 Bonds were assumed to bear interest at the rate set forth on the inside cover 
1- -- r Ileleol. 

Principal of the Series 2006 Bonds. The principal payments for the Series 2006 Bonds were structured to 
repay the Series 2006 Bonds in the aggregate within 25 years from the date of issuance of such Series 2006 Bonds . 
This sizing results in an average debt service coverage ratio of approximately 1.53x, with a minimum debt service 
coverage ratio in any annual period of approximately 1 .32~ .  



Failure to pay principal of the Series 2006 Bonds due by its Maturity Date will constitute an Event of 
Default. Sizing Amounts for Series 2006 Bond Maturity are used solely for sizing the Series 2006 Bonds maturity 
and are not terms of the Series 2006 Bonds and thus failure to make payments in such amounts and on such dates as 
set forth in the Schedule below will not constitute an Event of Default. The rating assigned to the Series 2006 
Bonds by a Rating Agency addresses only such Rating Agency's assessment of the ability of the Corporation to pay 
interest when due and to pay principal on the Series 2006 Bonds by the maturity date. Money on deposit in the Debt 
Service Reserve Account will be available to pay interest and principal on the Series 2006 Bonds if money in the 
Debt Service Account is insufficient for such purpose. The denominator of the coverage ratios does not include 
Turbo Redemptions from the Pledged Revenues and calculations of coverage ratios are based on the assumption that 
no such Turbo Redemptions will occur. 

Set forth below is a Schedule showing estimated Sizing Amounts for Series 2006 Term Bond Maturity and 
the resulting estimated Sizing Amounts for Series 2006 Term Bond Maturity debt service coverage ratios, assuming 
that Sold City Tobacco Assets are received in accordance with the Collection Methodology and Assumptions, and 
that no principal is paid in advance of the schedule of Sizing Amounts for Series 2006 Term Bond Maturity, as 
described above under "- Structuring Assumptions." 



Schedule of Sizing Amounts for Series 2006 Bond Maturity 

Sizing Amounts for 
Total Available Funds Series 2006 Bond 

Year (a) Maturity (b) 
Settlement 

2006 $3,337,667 $0 
2007 10,845,194 0 
2008 1 1,703,704 1,400,000 
2009 11,843,091 1,400,000 
2010 11,969,269 1,600,000 

Sizing Amounts for 
Series 2006 Bond 

Maturity Debt Service 
Interest Total Debt Service (c) Coverage Ratio 

$3,337,667 $3,337,667 
7,509,750 7,509,750 1.44 
7,459,875 8,859,875 1.32 
7,360,125 8,760,125 1.35 
7,253,250 8,853,250 1.35 

'"' Includes amounts constituting Sold City Tobacco Assets received by the Indenture Trustee plus (+) earnings thereon until disbursed plus (+) 
earnings on amounts in the Debt Service Reserve Account less (-) Operating Expenses inflated at 3.00% per annum. 

Ib' The ratings of the Series 2006 Bonds only address each Rating Agency's assessment of the ability of the Corporation to pay interest when 
due and to pay principal of the Series 2006 Bonds on the Maturity Date. The amounts in the column entitled "Sizing Amounts for Series 
2006 Bonds Maturity" were used to determine the size of the Series 2006 Bonds but are not actual terms of the Series 2006 Bonds. "' Includes interest and Sizing Amounts for the Series 2006 Bond Maturity. 



The estimated Sizing Amounts for Series 2006 Term Bond Maturity debt service coverage ratios shown in 
the schedule above assume that Sold City Tobacco Assets are received in accordance with the Collection 
Methodology Assumptions and applied, subject to the payment priorities set forth in the Indenture, to pay expenses 
and interest and principal in amounts equal to Sizing Amounts for Series 2006 Term Bond Maturity. The actual 
coverage ratios will be higher than those shown in the above table if Pledged Revenues are sufficient to pay Turbo 
Redemptions on each Turbo Redemption Date in excess of the Sizing Amounts for Series 2006 Bond Maturity. No 
assurance can be given, however, that sufficient Pledged Revenues will be received to make projected Turbo 
Redemptions on each Distribution Date. 

Effect of Changes in Consumption Level on Turbo Redemptions 

Weighted Average Lives and Final Principal Payinenls. The tables below have been prepared to show the 
effect of changes in cigarette consumption on the weighted average lives and final principal payments of the Series 
2006 Bonds. For the purpose of measuring the effect of changes in consumption level, the Series 2006 Bonds were 
assumed to have the yield shown in the inside cover. The tables are based on the Collection Methodology and 
Assumptions and the Structuring Assumptions, except that the annual cigarette consumption varies in each case. In 
addition to the Global Insight Base Case Forecast, several alternative cigarette consumption scenarios are presented 
below, including four alternative forecasts of Global Insight (the Global Insight High Forecast: the Global Insight 
Low Case 1, the Global Insight Low Case 2 and the Global Insight Low Case 3, each as hereinafter defined) and two 
other consumption scenarios prepared by Global Insight (assuming a 3.5% and a 4.0% annual consumption decline). 
In each case, if actual cigarette consumption in the U.S. is as forecast and assumed, and events occur as assumed by 
the Collection Methodology and Assumptions and the Structuring Assumptions, the final principal payments and 
weighted average lives (in years) of the Series 2006 Bonds will be as set forth in such tables. The tables presented 
below are for illustrative purposes only. Actual cigarette consumption in the U.S. cannot be definitively forecast. 
To the degree actual consumption and other structuring variables vary from the alternative scenarios presented 
below, the weighted average lives (and final projected principal payment dates) for the Series 2006 Bonds may be 
longer (later) than projected below. 

Effect of Changes in Consunlption Level. 

Turbo Term Bond with a Rated 

Maturity of June 1,2032 

Consumption 

Forecast 

Global Insight Base Case Forecast.. ........................... 
Global Insight High Forecast.. .................................. 
Global Insight Low Case 1 ....................................... 
Global Insight Low Case 2 ....................................... 
Global Insight Low Case 3 ....................................... 
3.5% Annual Consumption Decline.. ............... 
4.0% Annual Consumption Decline.. ............... 

Weighted 

Average 

Life 

(in years) 

11.1 

11.1 

11.1 

11.1 

11.8 

11.1 

11.3 

Final 

Principal 

Payment 

(in years) 

16.9 

16.9 

16.9 

16.9 

17.9 

16.9 

17.9 



Turbo Redemptions of the Series 2006 Turbo Term Bonds. The tables below have been prepared to show 
the effect of changes in cigarette consumption on the estimated Turbo Redemptions with respect to the Series 2006 
Turbo Term Bonds. The tables are based upon the same assumptions and utilize the same alternative Global Insight 
forecasts as shown in the preceding paragraph and tables. 

Projcctcd Outstanding Amounts for Turbo Term Bonds with a Maturity Date of June 1,2032* 

Global 

lnsight 

Base Case 

Date Forecast 

Setrlemenr Sl05,400,000 

6 1 2007 102.700.000 

6 ~ 1  2008 99.400.000 

6 1 2009 95,800,000 

Global Global Global 

Insight Insight Insight 

High Low Case 1 Low Case 2 

Forecast Forecast Forecast 

51 05.400,000 S105,400.000 S 105,400,000 

102,700.000 102,700,000 102.700,000 

99.400.000 99.400.000 99.400,OOO 

95,800,000 95,800.000 95.800.000 

Global 

Insight 

Low Case 3 

Forecast 

S105.400.000 

102.700.000 

99.600.000 

96.800.000 

Annual 

Consumption 

Decline 

S105.400.000 

102,700.000 

99.400.000 

95,800.000 

4.0% 

Annual 

Outstanding amounts represent principal balances after the application of amounts on deposit in the Turbo Redemption Account to Turbo 
Redemptions in the year of the referenced date. 

Explanation of Alternative Global Insight Forecasts 

The alternative Global Insight forecast of cigarette consumption decline are based upon the methodology 
described below. See also "GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" herein and Appendix 
A - "GLOBAL INSIGHT CIGARETTE CONSUMPTION REPORT" attached hereto. 

Global Insight's high forecast of consumption (the "Global Insight High Forecast") deviates from the 
Global Insight Base Case Forecast by assuming a lower price forecast, under which prices are increasing at an 
annual rate of 0.5% more slowly than the Global Insight Base Case Forecast. Under the Global Insight High 
Forecast, the average annual rate of decline in cigarette consumption is moderated slightly, from an average annual 
rate in the Global Insight Base Case Forecast of 1.83%, to 1.69%. 

Global Insight's low forecast of consumption (the "Global Insight Low Case 1") deviates from the Global 
Insight Base Case Forecast by assuming a sharper price elasticity of demand. The Global Insight Base Case 
Forecast applied a price elasticity of demand of -0.33. However, in order to develop the lowest consumption 
forecast that Global Insight believed may be reasonably anticipated, a price elasticity of -0.4 was applied. Under the 
Global Insight Low Case 1, the average rate of decline in cigarette consumption increased to 2.02%. Under the 
Global Insight Base Case Forecast, the rate of decline was 1.83%. 



Although beyond the range of Global Insight's reasonably anticipated decline in consumption, Global 
Insight also prepared an alternative low case (the "Global Insight Low Case 2") that deviated from the Global 
Insight Base Case Forecast by assuming a price elasticity of demand of -0.5. This produces a decline in 
consumption of an average annual rate of 2.23%. Global Insight prepared another alternative low case (the "Global 
Insight Low Case 3") that deviated from the Global Insight Base Case Forecast by assuming an adverse federal 
government settlement and tort claims of three times the size of the MSA, resulting in an immediate real price 
increase of 57% and a decline in consumption of 18% over two years. Despite the higher prices, this scenario would 
result in higher consumption than in the Global Insight Low Case 2, using the estimated price elasticity of -0.33. 
Under the Global Insight Low Case 3, the average annual rate of decline in cigarette consumption would be 2.54%, 
compared to the Global Insight Base Case Forecast of 1.83%. 

Finally, for comparative purposes Global Insight calculated the volume of total cigarette consumption 
under two alternative annual rates of decline, 3.5% and 4.0%. Global Insight states that at 3.5% per year 
consumption falls to approximately 15 1 billion by 203 1, and at 4.0% it falls to approximately 132 billion by 203 1. 

Average Annual Rate of Cigarette Consumption Decline (2004-2031) 

Global Insight Global Insight Global Insight Global Insight Global Insight 
Base Case Forecast High Forecast Low Case 1 Low Case 2 Low Case 3 

1.83% 1.69% 2.02% 2.23% 2.54% 

No assurance can be given that actual cigarette consumption in the U.S. during the term of the Series 2006 
Bonds will be as assumed, or that the other assumptions underlying the Collection Methodology and Assumptions 
and Structuring Assumptions, including that certain adjustments and offsets will not apply to payments due under 
the MSA, will be consistent with fbture events. If actual events deviate from one or more of the assumptions 
underlying the Collection Methodology and Assumptions or the Structuring Assumptions, the amount of Pledged 
Revenues available to pay the principal of and interest on the Series 2006 Bonds (and, accordingly, the amount of 
Pledged Revenues available to make Turbo Redemptions of the Series 2006 Turbo Term Bonds) could be adversely 
affected. See "RISK FACTORS' herein. 

CONTINUING DISCLOSURE UNDERTAKING 

Pursuant to the Continuing Disclosure Undertaking, the Corporation has agreed to provide or cause to be 
provided by the City, as dissemination agent thereunder, for the benefit of the Owners of the Outstanding Series 
2006 Bonds, (1) within 285 days after the end of each Fiscal Year (commencing with the report for the Fiscal Year 
ended June 30,2006), to each Repository (a) core financial information and operating data for the prior Fiscal Year, 
including its Audited Financial Statements, prepared in accordance with generally accepted accounting principles in 
effect from time to time, (b) an update of operating data for the preceding Fiscal Year set forth under the last three 
columns titled "Total Payments" in the table captioned "Projection of Strategic and Total Payments to be Received 
by the Indenture Trustee" in "METHODOLOGY AND BOND STRUCTURING ASSUMPTIONS" in this Offering 
Circular, and (c) the actual interest and Principal due debt service coverage ratio for such preceding fiscal year, 
determined in substantially the manner described in "METHODOLOGY AND BOND STRUCTURING 
ASSUMPTIONS - Structuring Assumptions" in this Offering Circular; and (2) in a timely manner, to each 
nationally recognized municipal securities information repository or to the Municipal Securities Rulemaking Board, 
and to any State information depository, notice of any of the following events with respect to the Series 2006 Bonds, 
if material: (i) principal, scheduled mandatory redemption and interest payment delinquencies; (ii) non-payment 
related defaults; (iii) unscheduled draws on the debt service reserves reflecting financial difficulties; (iv) 
unscheduled draws on the credit enhancements reflecting financing difficulties; (v) substitution of credit or liquidity 
prov~ders, or thelr fa~lure to perform; (VI) adverse tax op~nlons or events affect~ng the tax-exempt status of the 
securities; (vii) modifications to rights of Owners; (viii) bond calls; (ix) defeasances; (x) release, substitution, or sale 
of property securing repayment of the Series 2006 Bonds; (xi) rating changes; and (xii) failure to comply with clause 
(1) above. The Series 2006 Bonds are Taxable Bonds and there will be no credit enhancements delivered in 
connection therewith. These covenants have been made in order to assist the Underwriters in complying with the 
Rule. In the opinion of Bond Counsel to the Corporation, the Series 2006 Bonds are Taxable Bonds (herein 



defined). Prior to the issuance of the Series 2006 Bonds, the Corporation had not been subject to the requirements 
of the Rule. 

LITIGATION 

There is no litigation pending in any State or federal court to restrain or enjoin the issuance or delivery of 
the Series 2006 Bonds or questioning the creation, organization or existence of the Corporation, the validity or 
enforceability of the Indenture, the Sale Agreement or the sale of the Sold City Tobacco Assets by the City to the 
Corporation, the proceedings for the authorization, execution, authentication and delivery of the Series 2006 Bonds 
or the validity of the Series 2006 Bonds. For a discussion of other legal matters, including certain pending litigation 
involving the MSA and the PMs, see "RISK FACTORS," "CERTAIN INFORMATION RELATING TO THE 
TOBACCO INDUSTRY" and "LEGAL CONSIDERATIONS'herein. 

TAX MATTERS 

Taxable Bonds 

In the opinion of Bond Counsel to the Corporation, interest on the Series 2006 Bonds (the "Taxable 
Bonds") is included in gross income for Federal income tax purposes pursuant to the Internal Revenue Code of 
1986, as amended (the "Code") and is not exempt from personal income taxes imposed by the State of Caliofrnia or 
any political subdivision thereof. 

The following discussion is a brief summary of certain U.S. Federal income tax consequences of the 
acquisition, ownership and disposition of Taxable Bonds by original purchasers of the Taxable Bonds who are "U.S. 
Holders", as defined herein. This summary does not discuss all of the U.S. Federal income tax consequences that 
may be relevant to an Owner in light of its particular circumstances or to Owners subject to special rules. 

Owners of Taxable Bonds should consult with their own tax advisors concerning the U.S. Federal income 
tax and other consequences with respect to the acquisition, ownership and disposition of the Taxable Bonds as well 
as any tax consequences that may arise under the laws of any state, local or foreign tax jurisdiction. 

Original Issue Discount 

In general, if Original Issue Discount ("OID) is greater than a statutorily defined de minimis amount, an 
Owner of a Taxable Bond must include in Federal gross income (for each day of the taxable year, or portion of the 
taxable year, in which such Owner holds such Taxable Bond) the daily portion of OID, as it accrues (generally on a 
constant yield method) and regardless of the Owner's method of accounting. "OID is the excess of (i) the "stated 
redemption price at maturity" over (ii) the "issue price". "Issue price" means the first price at which a substantial 
amount of the Taxable Bond is sold to the public (excluding bond houses, brokers, or similar persons or 
organizations acting in the capacity of underwriters, placement agents or wholesalers). "Stated redemption price 
at maturity" means the sum of all payments, other than "qualified stated interest", provided by such Taxable Bond. 
"Qualified stated interest" is stated interest that is unconditionally payable in cash or property (other than debt 
instruments of the issuer) at least annually at a single fixed rate. A Owner may irrevocably elect to include in gross 
income all interest that accrues on a Taxable Bond using the constant-yield method, subject to certain modifications. 

Original Issue Premium 

in generai, if a Taxable Bond is originally issued for an issue price (excluding accraed interest) that reflects 
a premium over the sum of all amounts payable on the Bond other than "qualified stated interest" (a "Taxable 
Premium Bond"), that Taxable Premium Bond will be subject to Section 171 of the Code, relating to bond 
premium. In general, the Owner of a Taxable Premium Bond may either deduct the bond premium under Section 
17 1 (a)(l) or may elect under Section 17 1 (c) of the Code to amortize that premium as "amortizable bond premium" 
over the remaining term of the Taxable Premium Bond, determined based on constant yield principles (in certain 
cases Involving a Taxable Premium Bond callable prior to its stated maturity date, the amortization period and yield 



may be required to be determined on the basis of an earlier call date that results in the highest yield on such bond). 
Any such election is generally irrevocable and applies to all debt instruments of the Owner (other than tax-exempt 
bonds) held at the beginning of the first taxable year to which the election applies and to all such debt instruments 
thereafter acquired. Under certain circumstances, the Owner of a Taxable Premium Bond may realize a taxable gain 
upon disposition of the Taxable Premium Bond even though it is sold or redeemed for an amount less than or equal 
to the Owner's original acquisition cost. 

Disposition and Defeasance 

Generally, upon the sale, exchange, redemption, or other disposition (which would include a legal 
defeasance) of a Taxable Bond, an Owner generally will recognize taxable gain or loss in an amount equal to the 
difference between the amount realized (other than amounts attributable to accrued interest not previously 
includable in income) and such Owner's adjusted tax basis in the Taxable Bond. The Corporation may cause the 
deposit of moneys or securities in escrow in such amount and manner as to cause the Taxable Bonds to be deemed to 
be no longer outstanding under the Indenture (a "defeasance"). For Federal income tax purposes, such defeasance 
could result in a deemed exchange under Section 1001 of the Code and a recognition by such owner of taxable 
income or loss, without any corresponding receipt of moneys. In addition, the character and timing of receipt of 
payments on the Taxable Bonds subsequent to any such defeasance could also be affected. 

Backup Withholding and Information Reporting 

In general, information reporting requirements will apply to non-corporate Owners with respect to 
payments of principal, payments of interest and the proceeds of the sale of a Taxable Bond before maturity within 
the U.S. Backup withholding may apply to Owners of Taxable Bonds under Section 3406 of the Code. Any 
amounts withheld under the backup withholding rules from a payment to a beneficial owner, and which constitutes 
over-withholding, would be allowed as a refund or a credit against such beneficial owner's U.S. Federal income tax 
provided the required information is fiunished to the Internal Revenue Service (the "Service"). 

U.S. Holders 

The term "U.S. Holder" means a beneficial owner of a Taxable Bond that is: (i) a citizen or resident of the 
U.S., (ii) a corporation, partnership or other entity created or organized in or under the laws of the U.S. or of any 
political subdivision thereof, (iii) an estate the income of which is subject to U.S. Federal income taxation regardless 
of its source or (iv) a trust whose administration is subject to the primary jurisdiction of a U.S. court and which has 
one or more U.S. fiduciaries who have the authority to control all substantial decisions of the trust. 

IRS Circular 230 Disclosure 

The advice under the caption, "Taxable Bonds": concerning certain income tax consequences of the 
acquisition, ownership and disposition of the Taxable Bonds, was written to support the marketing of the Taxable 
Bonds. To ensure compliance with requirements imposed by the Internal Revenue Service, Bond Counsel to the 
Corporation informs you that (i) any federal tax advice contained in this Offering Circular (including any 
attachments) or in writings furnished by Bond Counsel to the Corporation is not intended to be used, and cannot be 
used by any beneficial owner of a Series 2006 Bond, for the purpose of avoiding penalties that may be imposed on 
the beneficial owner of a Series 2006 Bond under the Code, and (ii) the beneficial owner of a Series 2006 Bond 
should seek advice based on the beneficial owner's particular circumstances from an independent tax advisor. 



RATINGS 

It is a condition to the obligation of the Underwriters to purchase the Series 2006 Bonds that Fitch Ratings 
("Fitch") shall have assigned a rating of "BBB" and Moody's Investors Service, Inc. ("Moody's") shall have 
assigned a rating of "Baa3" thereto. The ratings by Fitch and Moody's of the Series 2006 Bonds reflect only the 
views of such organizations and any desired explanation of the significance of such ratings and any outlooks or 
other statements given by such Rating Agencies with respect thereto should be obtained from the Rating Agency 
furnishing the same. There is no assurance that the initial ratings assigned to the Series 2006 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 any of the Rating Agencies. 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 price of the Series 2006 Bonds. 

UNDERWRTTING 

The Underwriters listed on the cover page hereof have jointly and severally agreed, subject to certain 
conditions, to purchase all, but not less than all, of the Series 2006 Bonds from the Corporation at an underwriters' 
discount of $887,532.28. The Underwriters will be obligated to purchase all of the Series 2006 Bonds if any are 
purchased. The initial public offering prices of the Series 2006 Bonds may be changed from time to time by the 
Underwriters. The Series 2006 Bonds may be offered and sold to certain dealers (including the Underwriters and 
other dealers depositing Series 2006 Bonds into investment trusts) at prices lower than such public offering prices. 

Citigroup Global Markets Inc. is acting as representative on behalf of the Underwriters. 

LEGAL MATTERS 

The validity of the Series 2006 Bonds and certain other legal matters are subject to the approving opinion 
of Hawkins Delafield & Wood LLP, Los Angeles, California, as Bond Counsel to the Corporation. A complete 
copy of the proposed form of Bond Counsel to the Corporation opinion is contained in Appendix D hereto. Certain 
legal matters with respect to the Corporation and the City will be passed upon by the City Attorney and Bond 
Counsel to the Corporation. Certain legal matters will be passed upon for the Corporation by Hawkins Delafield & 
Wood LLP, Los Angeles, California, as Disclosure Counsel to the Corporation, and for the Underwriters by their 
counsel, Nixon Peabody LLP. 

OTHER PARTIES 

Global Insight 

Global Insight has been retained as an independent econometric consultant. The Global Insight Cigarette 
Consumption Report attached as Appendix A hereto is included herein in reliance on Global Insight as experts in 
such matters. Global Insight's fees for acting as independent economic consultant are not contingent upon the 
issuance of the Series 2006 Bonds. The Global Insight Cigarette Consumption Report should be read in its entirety. 



Public Resources Advisory Group 

Public Resources Advisory Group, Los Angeles, California, has served as Financial Advisor to the 
Corporation in connection with the issuance of the Series 2006 Bonds. The Financial Advisor has assisted the 
Corporation in matters relating to the planning, structuring, execution and delivery of the Series 2006 Bonds. The 
Financial Advisor has not audited, authenticated or otherwise independently verified the information set forth in the 
Offering Circular, or any other related information available to the Corporation, with respect to accuracy and 
completeness of disclosure of such information. The Financial Advisor makes no guaranty, warranty or other 
representation respecting accuracy and completeness of the Offering Circular. 

CITY OF SAN DIEGO TOBACCO SETTLEMENT 
REVENUE FUNDING CORPORATION 

By: IS/ Jay M. Goldstone 
President 
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Executive Summary 

Global insighti has developed a cigarette consumption model based on historical U.S. 
data between 1965 and 2003. This econometric model, coupled with our long term 
forecast of the U.S. economy, has been used to project total U.S. cigarette consumption 
from 2004 through 203 1. Our Base Case Forecast indicates that total consumption in 
2031 will be 238 billion cigarettes (approximately 12 billion packs), a 40% decline from 
the 2003 level. From 2004 through 203 1 the average annual rate of decline is projected 
to be 1.83%. On a per capita basis consumption is projected to fall at an average rate of 
2.65% per year. We also present alternative forecasts that project higher and lower paths 
of cigarette consumption. Under these, less likely, scenarios we forecast that by 2031 
U.S. cigarette consumption could be as low as 226 billion and as high as 248 billion 
cigarettes. In addition, we also present scenarios with more extreme variations in 
assumptions for the purposes of illustrating alternative paths of consumption. 

Our model was constructed from widely accepted economic principles and Global 
Insight's long experience in building econometric forecasting models. A review of the 
economic research literature indicates that our model is consistent with the prevalent 
consensus among economists concerning cigarette demand. We considered the impact of 
demographics, cigarette prices, disposable income, employment and unemployment, 
industry advertising expenditures, the future effect of the incidence of smoking amongst 
underage youth, and qualitative variables that captured the impact of anti-smoking 
regulations, legislation, and health warnings. After extensive analysis, we found the 
following variables to be effective in building an empirical model of adult per capita 
cigarette consumption: real cigarette prices, real per capita disposable personal income, 
the impact of restrictions on smoking in public places, and the trend over time in 
individual behavior and preferences. The projections and forecasts are based on 
reasonable assumptions regarding the future paths of these factors. 

On November 4,2002, DRIaWEFA was re-named Global Insight. 
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Disclaimer 

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



Historical Cigarette Consumption 

People have used tobacco products for centuries. Tobacco was first brought to Europe 
from America in the late 15~" century and became America's major cash crop in the 17 '~  
and 18~" centuries2. Prior to 1900, tobacco was most frequently used in pipes, cigars and 
snuff. With the widespread production of manufactured cigarettes (as opposed to hand- 
rolled cigarettes) in the United States in the early 2oth century, cigarette consumption 
expanded dramatically. Consumption is defined as taxable United States consumer sales, 
plus shipments to overseas armed forces, ship stores, Puerto Rico and other United States 
possessions, and small tax-exempt categories3 as reported by the Bureau of Alcohol 
Tobacco and Firearms. The USDA, which has compiled data on cigarette consumption 
since 1900, reports that consumption grew from 2.5 billion in 1900 to a peak of 640 
billion in 19814. Consumption declined in the 1980's and 19901s, reaching a level of 465 
billion cigarettes in 1998, and decreasing to less than 400 billion cigarettes in 2004'. 

Historical U.S. Cigarette Consumption: 1945-2005 
Number of Cigarettes (Billions) 

700 1 

1950 1960 1970 1980 1990 2000 
- Total Consumption 

While the historical trend in consumption prior to 1981 was increasing, there was a 
decline in cigarette consumption of 9.82% during the Great Depression between 1931 
and 1932. Notwithstanding this steep decline, consumption rapidly increased after 1932, 
and exceeded previous levels by 1934. Following the release of the Surgeon General's 

Source: "Tobacco Timeline," Gene Borio (1998). 
Bureau of Alcohol, Tobacco and Firearms reports as categories such as transfer to export warehouses. use 

of the U.S., and personal consumption/experimental. 
Source: "Tobacco Situation and Outlook". U.S. Department of Agriculture-Economic Research Service. 

September 1999 (USDA-ERS). 
"ouurce: USDA-ERS. April 2005. 



Report in 1964, cigarette consumption continued to increase at an average annual rate of 
1.20% between 1965 and 198 1. Between 1981 and 1990, however, cigarette consumption 
declined at an average annual rate of 2.18%. From 1990 to 1998, the average annual rate 
of decline in cigarette consumption was 1.51%; but for 1998 the decline increased to 
3.13% and increased further to 6.45% for 1999. These recent declines are correlated with 
large price increases in 1998 and 1999 following the Master Settlement Agreement 
("MSA"). In 2000 and 2001, the rate of decline moderated, to 1.15% and 1.16%' 
respectively. More recently, coincident with a large number of state excise tax increases, 
the rate of decline accelerated in 2002-2005 to an annual rate of 2.70%. 

Adult per capita cigarette consumption (total consumption divided by the number of 
people 18 years and older) began to decline following the Surgeon General's Report in 
1964. Population growth offset this decline until 1981. The adult population grew at an 
average annual rate of 1.86% for the deriod 1965 through 1981, 1.17% from 198 1 to 
1990 and 1.02% from 1990 to 1999. Adult per capita cigarette consumption declined at 
an average annual rate of 0.65% for the period 1965 to 198 1, 3.3 1% for the period 198 1 
to 1990 and 2.47% for the period 1990 to 1998. In 1998 the per capita decline in 
cigarette consumption was 4.21% and in 1999 the decline accelerated to 7.50%. These 
sharp declines are correlated with large price increases in 1998 and 1999 following the 
MSA. All percentages are based upon compound annual growth rates. 

The following table sets forth United States domestic cigarette consumption for the eight 
years ended December 31, 2005~. The data in this table vary from statistics on cigarette 
shipments in the United States. While our Report is based on consumption, payments 
made under the MSA dated November 23, 1998 between certain cigarette manufacturers 
and certain settling states are computed based in part on shipments in or to the fifty 
United States, the District of Columbia and Puerto Rico. The quantities of cigarettes 
shipped and cigarettes consumed may not match at any given point in time as a result of 
various factors such as inventory adjustments, but are substantially the same when 
compared over a period of time. 

Source: USDA-ERS; 2004,2005 estimates by Global Insight. 
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The U.S. Cigarette Industry 

The domestic cigarette market is an oligopoly in which, according to reports of the 
manufacturers, the three leading manufacturers accounted for 86.1% of U.S. shipments in 
2005. These top companies were Philip Morris, Reynolds American Inc. (following the 
merger of RJ Reynolds and Brown & Williamson in 2004), and Lorillard. These 
companies commanded 48.7%, 28.2%, and 9.2%, respectively of the domestic market in 
2005. The market share of the leading manufacturers has declined from over 96% in 1998 
due to inroads by smaller manufacturers and importers following the Master Settlement 
Agreement. 

The United States government has raised revenue through tobacco taxes since the Civil 
War. Although the federal excise taxes have risen through the years, excise taxes as a 
percentage of total federal revenue have fallen from 3.4% in 1950 to approximately 
0.42% today. In 2005, the federal government received $7.8 billion in excise tax revenue 
from tobacco sales. In addition, state and local governments also raise significant 
revenues, $13.5 billion in 2005, from excise and sales taxes. Cigarettes constitute the 
majority of these sales, which include cigars and other tobacco products. U.S. consumers 
spent $86.7 billion on tobacco products in 2003.~ 

Survey of the Economic Literature on Smoking 

Many organizations have conducted studies on United States cigarette consumption. 
These studies have utilized a variety of methods to estimate levels of smoking, including 
interviews and/or written questionnaires. Although these studies have tended to produce 
varying estimates of consumption levels due to a number of factors, including different 
survey methods and different definitions of smoking, taken together such studies provide 
a general approximation of consumption levels and trends. Set forth below is a brief 
summary of some of the more recent studies on cigarette consumption levels. 

Incidence of Smoking 

Approximately 44.5 million American adults were current smokers in 2004, representing 
approximately 20.9% of the population age 18 and older, according to a Centers for 
Disease Control and Prevention ("CDC") study8 released November 11, 2005. This 
survey defines "current smokers" as those persons who have smoked at least 100 
cigarettes in their lifetime and who smoked every day or some days at the time of the 
survey. Although the percentage of adults who smoke (incidence) declined from 42.4% in 
1965 to 25.5% in 1990,~ the incidence rate declined relatively slowly through the 
following decade. The decline has accelerated since 2002, when the incidence rate was 
22.5%. 

lbid. 
Source: CDC. Morbidih and Mortality Weekly Report. "Cigarette Smoking Among Adults -United 

States, 2004". November 11, 2005. 
Source: CDC. Office on Smoking and Health. 



Youth Smoking 

Certain studies have focused in whole or in part on youth cigarette consumption. Surveys 
of youth typically define a "current smoker" as a person who has smoked a cigarette on 
one or more of the 30 days preceding the survey. The CDC's Youth Risk Behavior 
Survey 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, the 
incidence had fallen to 21.9%, a decline of 37.1 % over four years.10 

In 2004, the CDC's National Youth Tobacco Survey, formerly done by the American 
Legacy Foundation, reported that the percentage of middle school students who were 
current users of cigarettes declined from 9.8% in 2002 to 8.1% in 2004. Among high 
school students there was no significant change, with 22.3% as current users." 

According to the Monitoring the Future Study, a school-based study of cigarette 
consumption and drug use conducted by the Institute for Social Research at the 
University of Michigan, smoking incidence over the prior 30 days among tenth and 
twelfth graders was lower in 2005 than in 2004, continuing trends that began in 1996. 
Among those students in eighth grade, incidence increased slightly in 2005 after 
declining for eight consecutive years. Smoking incidence in all grades is well below 
where it was in 1991, having fallen below that mark in 2001 for eighth graders and in 
2002 for tenth and twelfth graders. 

Prevalence of Cigarette Use Among gth. 1 oth. and 1 2 ' ~  Graders 

A report from the New York City Youth Risk Behavior Survey finds that smoking among 
New York City high school students decreased by 52% from 1997 to 2005. '~ Over this 
period New York City has raised excise taxes to the highest in the nation and instituted a 
comprehensive indoor smoking ban. 

Grade 

8th 
1 oth 
1 21h 

The 2004 National Survey on Drug Abuse 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 
estimated that approxin~ately 59.9 million Americans age 12 and older were current 

l o  Source: CDC. Morbidiw and Mortality Weekly Report. "Trends in Cigarette Smoking Among High 
School Students ---United States, 1991-2003". May 21, 2004. 
' I  CDC. Morbiditv and Mortaliw Weekly Report. "Tobacco Use. Access, and Exposure to Tobacco in 
Media Among Middle and High School Students in the United States. 2004". April 1, 2005. 
12 New York City Department of Health and Mental Hygiene. "Smoking among New York City Public 
High School Students". NYC Vital Signs. February 2006. 
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cigarette smokers (defined by this survey to mean they had smoked cigarettes at least 
once during the 30 days prior to the interview). This estimate represents an incidence rate 
of 24.9%, which is a decrease from 25.4% in 2003 and 26.0% in 2002. The same survey 
found that an estimated 11.9% of youths age 12 to 17 were current cigarette smokers in 
2004, down from 12.2% in 2003 and 13.0% in 2002. 

Price Elasticity of Cigarette Demand 

The price elasticity of demand reflects the impact of changes in price on the demand for a 
product. Cigarette price elasticities from recent conventional research studies have 
generally fallen between an interval of -0.3 to -0.5. '~ (In other words, as the price of 
cigarettes increases by 1 .O% the quantity demanded decreases by 0.3% to 0.5%) A few 
researchers have estimated price elasticity as high as -1.23. Research focused on youth 
smoking has found price elasticity levels of up to - 1.41. 

Two studies published by the National Bureau of Economic Research examine the price 
elasticity of youth smoking. In their study on youth smoking in the United States, Gruber 
and Zinman estimate an elasticity of smoking participation (defined as smoking any 
cigarettes in the past 30 days) of -0.67 for high school seniors in the period 1991 to 
1997. '~ That is, a 1% increase in cigarette prices would result in a decrease of 0.67% in 
the number of those seniors who smoked. The study's findings state that the drop in 
cigarette prices in the early 1990's can explain 26% of the upward trend in youth 
smoking during the same period. The study also found that price has little effect on the 
smoking habits of younger teens (8Ih grade through 11'" 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.'?he price elasticity of cessation for 
males averaged 1.12 and for females averaged 1.19 in this study. These estimates imply 
that a 1% increase in the real price of cigarettes will result in an increase in the 
probability of smoking cessation for high school senior males and females of 1.12% and 
1.19%, respectively. A study utilizing more recent data, from 1975 to 2003, by 
Grossman, estimated an elasticity of smoking participatior, of just -0.1 2.16  everth he less it 
concludes that price increases subsequent to the 1998 MSA explain almost all of the 12% 
drop in youth smoking over that time. 

In another study, Czart et al. (2001) looked at several factors which they felt could 
influence smoking among college students. These factors included price, school policies 
regarding tobacco use on campus, parental education levels, student income, student 
marital status, sororitylfraternity membership, and state policies regarding smoking. The 

1 .- ' Chalpoukz FJ,Warr,er KE:P.5. 
l4  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. 
1 5  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. 
I' Michael Grossman. "Individual Behaviors and Substance Use: The Role of Price". Working Paper No. 
W10948. National Bureau of Economic Research. December 2004. 



authors considered two ways in which smoking behavior could be affected: (1) smoking 
participation; and (2) the amount of cigarettes consumed per smoker. The results of the 
study suggest that, (1) the average estimated price elasticity of smoking participation is 
-0.26, and (2), the average conditional demand elasticity is -0.62. These results indicate 
that a 10% increase in cigarette prices, will reduce smoking participation among college 
students by 2.6% and will reduce the level of smoking among current college students by 
6.2%.17 

Tauras et al. (2001) conducted a study that looked at the effects of price on teenage 
smoking initiation.18 The authors used data from the Monitoring the Future study which 
examines smoking habits, among other things, of 8"', loth, and 12"' graders. They defined 
smoking initiation in three different ways: smoking any cigarettes in the last 30 days, 
smoking at least one to five cigarettes per day on average, or smoking at least one-half 
pack per day on average. The results suggest that the estimated price elasticities of 
initiation are -0.27 for any smoking, -0.81 for smoking at least one to five cigarettes, 
and -0.96 for smoking at least one-half pack of cigarettes. These results above indicate 
that a 10% increase in the price of cigarettes will decrease the probability of smoking 
initiation between approximately 3% and 10% depending on how initiation is defined. In 
a related study, Powell et al. (2003) estimated a price elasticity of youth smoking 
participation of -0.46, implying that a 10% increase in price leads to a 4.6% reduction in 
smoking 

In conclusion, economic research suggests the demand for cigarettes is price inelastic, 
with an elasticity generally found to be between -0.3 and -0.5. 

Nicotine Replacement Products 

Nicotine replacement products, such as Nicorette Gum and Nicoderm patches, are used to 
aid those who are attempting to quit smoking. Before 1996, these products were only 
available with a doctor's prescription. Currently, they are available as over-the-counter 
products. One study, by Hu et al., examines the effects of nicotine replacement products 
on cigarette consumption in the United One of the results of the study found 
that, "a 0.076% reduction in cigarette consumption is associated with the availability of 
nicotine patches after 1992." In October 2002, the FDA approved the Commit lozenge 
for over-the-counter sale. This product is similar to the gum and patch nicotine 
replacement products. It is unclear whether it offers a significant advantage over those 
other products.21 NicoBloc. a liquid applied to cigarettes which blocks tar and nicotine 
from being inhaled, is another new cessation product on the market since 2003. Zyban is 

" 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. 
18, 

I auras er ai. "Effects of Price and Access Laws on Teenage Smoking initiation: A iu'ationai iongiiudinai 
Analysis". University of Chicago Press. Copyright 2001. 
l9  Powell et al. "Peer Effects. Tobacco Control Policies, and Youth Smoking Behavior". Impacteen. 
February 2003. 
20 Hu et al. "Cigarette consumption and sales of nicotine replacement products". TC Online. Tobacco 
Control. http:\\tc.bmjjournals.co~n. 
21 Niaura, Raymond and Abrams. David B. "Smoking Cessation: Progress, Priorities, and Prospectus". 
Journal of Consulting and Clinical Psychology. June 2002. 



a non-nicotine drug that has been available since 2000. It has been shown to be effective 
when combined with intensive behavioral support.22 

Several new drugs may also appear on the market in the near future. The Food and Drug 
Administration (FDA) has approved varenicline, a Pfizer product to be marketed as 
Chantix, for use as a prescription medicine. It is intended to satisfy nicotine cravings 
without being pleasurable or addictive. The drug binds to the same brain receptor as 
nicotine. On May 14, 2005, Cytos Biotechnology AG announced the successful 
completion of Phase I1 testing of a virus-based vaccine, genetically engineered to attract 
an immune system response against nicotine and its effects. The company now plans to 
begin Phase 111 trials. Nabi Biopharmaceuticals is in Phase IIB clinical trials for 
NicVAX, a vaccine to prevent and treat nicotine addiction. It triggers antibodies that bind 
with Nicotine molecules. On March 9, 2006, NicVAX received Fast Track Designation 
from the FDA, which is intended to expedite its review process. The company expects to 
move to Phase 111 trials in the second half of 2007. And the Xenova Group is set to begin 
Phase I1 testing of its similar vaccine, Ta-Nic. It is expected that products such as these 
will continue to be developed and that their introduction and use will contribute to the 
trend decline in smoking. Our forecast includes a strong negative trend in smoking rates 
which incorporates the influence of these factors. 

Workplace Restrictions 

In their 1996 study on the effect of workplace smoking bans on cigarette consumption, 
Evans, Farrelly, and Montgomery found that between 1986 and 1993 smoking 
participation rates among workers fell 2.6% more than non-workers.23 Their results 
suggest that workplace smoking bans reduce smoking prevalence by 5 percentage points 
and reduce consumption by smokers nearly 10%. The authors also found a positive 
correlation between hours worked and the impact on smokers in workplaces that have 
smoking bans. The more hours per day that a smoker spends working in an environment 
where there are smoking restrictions, the greater is the decline in the quantity of 
cigarettes consumed by that smoker. 

22 Roddy, Elin. "Bupropion and Other Non-nicotine Pharmacotherapies". British Medical Journal. 28 
February 2004. 
23 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. 



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) smoking bans in 
public places, (vii) nicotine dependence and (viii) health warnings. While some of these 
factors were not found to have a measurable impact on changes in demand for cigarettes, 
all of these factors are thought to affect smoking in some manner and to affect current 
levels of consumption. 

General Population Growth. Global Insight forecasts that the United States population 
will increase from 283 million in 2000 to approximately 353 million in 2031. This 
forecast is consistent with the Bureau of the Census forecast based on the 2000 Census. 

Price Elasticity of Demand & Price Increases. Cigarette price elasticities from recent 
conventional research studies have generally fallen between an interval of -0.3 to -0.5. 
Based on Global Insight's multivariate regression analysis using data from 1965 to 2003, 
the long run price elasticity of consumption for the entire population is -0.33; a 1.0% 
increase in the price of cigarettes decreases consumption by 0.33%. 

In 1998, the average price of a pack of cigarettes in nominal terms was $2.20. This 
increased to $2.88 per pack in 1999, representing a nominal growth in the price of 
cigarettes of 30.9% from 1998. During 1999, consumption declined by 6.45%. This was 
primarily due to a $0.45 per pack increase in November 1998 which was intended to 
offset the costs of the MSA and agreements with previously settled states. The cigarette 
manufacturers then increased wholesale prices on seven occasions between August 1999 
and April 2002, with the total change aggregating to $0.82. In addition to the wholesale 
price increases, in 1999 New York and California each increased its state excise tax by 
$0.50 per pack. In 2001, five states followed suit, and in January 2002, a scheduled 
increase in the federal excise tax of $0.05 per pack went into effect. By June 2002 the 
average price per pack had reached $3.73. 

Severe budget shortfalls following the 2001 recession led at least 30 states to consider 
cigarette excise tax increases in 2002. Ultimately 20 states and New York City imposed 
excise tax increases that year. These increases range from $0.07 per pack in Tennessee to 
$1.42 per pack in New York City. They averaged $0.47 per pack, and, when weighted by 
the state population boosted the nationwide average retail price by $0.18. This increased 
the population-weighted average state excise tax to over $0.60 per pack. The trend 
continued in 2003, as state fiscal difficulties persisted. Excise tax increases were enacted 
in 13 states, pushing the average price per pack to over $3.80. This was followed by 

" eleven state tax increases in L U U ~  and eight (Kentucky, Maine, Iuiinnesota, New 
Hampshire, North Carolina, Ohio, Virginia, and Washington) in 2005. The increase in 
Minnesota was not a tax increase, but rather the imposition of a "Health Impact Fee" 
which has the same effect on consumer prices. This report will consider any such fees as 
equivalent to excise taxes. As a result the population-weighted average state excise tax is 
now $0.913 per pack. In 2006 Texas passed a budget that will raise the state excise tax by 



$1.00 in January 2007. Hawaii and Vermont have also enacted legislation which will 
raise excise taxes. At least five other states are considering proposed excise tax increases, 
including increases of $1 .OO in New York, and of up to $2.60 in California. 

During this period, the major manufacturers refrained from wholesale price increases, 
and also actively pursued extensive promotional and dealer and retailer discounting 
programs which served to hold down retail prices. They did this in part due to the state 
tax increases, but primarily to maintain their market share from 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 has 
been stable since 2003. As 2004 came to a close, the manufacturers raised list prices for 
the first time since 2002. Reynolds American announced selected increases and a 
reduction in discounts on most brands of $0.10 per pack. In June 2005 Philip Morris 
reduced its retail buydown by $0.05 per pack for its lead brands, and Reynolds American 
announced price increases, effective January 2006, of up to $0.10 per pack on many of its 
brands. The average price in April 2006 was $4.15 per pack. 

Over the longer term our forecast expects price increases to continue to exceed the 
general rate of inflation due to increases in the manufacturers' prices as well as further 
increases in excise taxes. 

Premium brands are typically $0.50 to $1.00 more expensive per pack than discount 
brands, allowing a margin for consumers to switch to less costly discount brands in the 
event of price increases. The increasing availability of cigarette outlets on Indian 
reservations, where sales are exempt from taxes, provides another opportunity for 
consumers to reduce the cost of smoking. Similarly, Internet sales of cigarettes are 
growing rapidly, though a recent decision by credit card companies that they would not 
handle cigarette sales has started to have an impact and will dampen this growth. While 
these sales are not technically exempt from taxation, states are currently having a difficult 
time enforcing existing statutes and collecting excise taxes on these sales.24 Under the 
MSA, volume adjustments to payments are based on the quantity (and not the price or 
type) of cigarettes shipped. The availability of lower price alternatives lessens the 
negative impact of price increases on cigarette volume. 

Changes in Disposable Income. Analyses from many conventional models also include 
the effect of real personal disposable income. Most studies have found cigarette 
consumption in the United States increases as disposable income increases.25 However, a 
few studies found cigarette consumption decreases as disposable income  increase^.'^ 
Based on our multivariate regression analysis the income elasticity of consumption is 
0.27; a 1.0% increase in real disposable income per capita increases per capita cigarette 
consumption by 0.27%. 

24 Source: United States General Accounting Office. "Internet Cigarette Sales". GAO-02-743. August 2002. 
25 Ippolito, et al.; Fuji. 
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Youth Consumption. The number of teenagers who smoke is another likely determinant 
of future adult consumption. While this variable has been largely ignored in empirical 
studies of cigarette consumption,27 almost all adult smokers first use cigarettes by high 
school, and very little first use occurs after age 2 0 . ~ ~  One study examines the effects of 
youth smoking on future adult smoking.29 The study found that between 25% and 50% of 
any increase or decrease in youth smoking would persist into adulthood. According to the 
study, several factors may alter future correlation between youth and adult smoking: there 
are better means for quitting smoking than in the past, and there are more workplace bans 
in effect that those who are currently in their teen years will face as they age. 

We have compiled data from the CDC which measures the incidence of smoking in the 
12-17 age group as the percentage of the population in this category that first become 
daily smokers. This percentage, after falling since the early 1970s, began to increase in 
1990 and increased through the decade. We assume that this recent trend peaked in the 
late 1990s and youth smoking has resumed its longer-term decline. 

Trend Over Time. Since 1964 there has been a significant decline in U.S. adult per capita 
cigarette consumption. The Surgeon General's health warning (1964) and numerous 
subsequent health warnings, together with the increased health awareness of the 
population over the past thirty years, may have contributed to decreases in cigarette 
consumption levels. If, as we assume, the awareness of the adult population continues to 
change in this way, overall consumption of cigarettes will decline gradually over time. In 
order to capture the impact of these changing health trends and the effects of other such 
variables which are difficult to quantify, our analysis includes a time trend variable. 

Health Warnings. Categorical variables also have been used to capture the effect of 
different time periods on cigarette consumption. For example, some researchers have 
identified the United States Surgeon General's Report in 1964 and subsequent mandatory 
health warnings on cigarette packages as turning points in public attitudes and knowledge 
of the health effects of smoking. The Cigarette Labeling and Advertising Act of 1965 
required a health warning to be placed on all cigarette packages sold in the United States 
beginning January 1, 1966. The Public Health Smoking Act of 1969 required all 
cigarette packages sold in the United States to carry an updated version of the warning, 
stating that it was a Surgeon General's warning, beginning November 1, 1970. The 
Comprehensive Smoking Education Act of 1984 led to even more specific health 
warnings on cigarette packages. The dangers of cigarette smoking have been generally 
known to the public for years. Part of the negative trend in smoking identified in our 
model may represent the cumulative effect of various health warnings since 1966. 

Five states, Alabama, Georgia, Idaho, Kentucky and West Virginia, charge higher health 
insurance premiums to state employee smokers than non-smokers, and a number of states 
have implemented legislation that allows employers to provide incentives to employees 
who do not smoke. Several large corporations, including Meijer Inc., Gannett Co., 

27 Except for those such as Wasserrnan: et al. that studied the price elasticity for different age groups. 
28 Source: Surgeon General's 1994 Report, "Preventing Tobacco Use Among Young People." 
29 Source: Gruber, Jonathon and Zinrnan, Jonathon. "Youth Smoking in the U.S.:Evidence and 
Implications". Working Paper No. W7780. National Bureau of Economic Research. 2000. 



American Financial Group Inc., PepsiCo Inc. and Northwest Airlines, are now charging 
smokers higher premiums. 

Sntoking Bans in Public Places. Beginning in the 1970s numerous states have passed 
laws banning smoking in public places as well as private workplaces. In September 2003 
Alabama joined the other 49 states and the District of Columbia in requiring smoke-free 
indoor air to some degree or in some public places.30 

The most comprehensive bans have been enacted since 1998 in 16 states and a few large 
cities. On March 26, 2003, New York State enacted legislation banning smoking in 
indoor workplaces, including restaurants and bars. Delaware had banned smoking in all 
indoor public areas in 2002. These states joined California in imposing comprehensive 
statewide smoking bans. The California ban has been in place since 1998. Also in 2003, 
Connecticut, Maine, and Florida passed laws which ban smoking in restaurants and bars. 
Similarly comprehensive bans took effect in March 2003 in New York City and Dallas 
and in Boston in May 2003. Since then Massachusetts, Montana, Rhode Island, and 
Vermont have established similar bans. Voters in Washington State passed a ballot 
initiative in November 2005 which bans smoking in all public places effective January 
2006. The restrictions are stronger than those in other states as they include a ban on 
outdoor smoking within 25 feet of the entrances of restaurants and other public places. In 
January 2006, New Jersey adopted a comprehensive ban which went into effect in April 
2006. At the same time New Jersey increased the minimum legal age to purchase 
cigarettes from 18 to 19 years. Three states, Alabama, Alaska, and Utah, also set the 
minimum age at 19. In December 2005 Chicago passed a smoking ban which also applies 
within 15 feet of entrances. It went into effect in January 2006, with an exemption for 
bars until July 2008. And in January the District of Columbia enacted an extensive ban 
which will be fully in effect in January 2007. In 2006 Arkansas, Colorado, Hawaii, Utah, 
and Puerto Rico enacted similar legislation. It is expected that these restrictions will 
continue to proliferate. On June 15,2006 the Philadelphia City Council passed legislation 
which would institute a ban, which includes most bars, effective January 2007. The 
Mayor is expected to sign the bill. In 2006 at least two additional states, Louisiana and 
Ohio, are considering a comprehensive ban. California, effective July 1, 2005, banned 
smoking in its prisons. On January 26, 2006 the California Environmental Protection 
Agency Air Resources Board declared environmental tobacco smoke to be a toxic air 
contaminant. 

The American Nonsmokers' Rights Foundation documents clean indoor air ordinances by 
local governments throughout the U.S. As of April 17, 2006, there were 2.216 
municipalities with indoor smoking restrictions. Of these, 46 1 local governments required 
workplaces to be 100% smoke-free, and 100% smoke-free conditions were required for 
restaurants by 292 governments, and for bars by 215. The number of such ordinances 
grew rapidiy beg~nning in the 1980s, from less than 200 in 1985 to over 1,000 by 1993, 
and 1,500 by 2001. The ordinances completely restricting smoking in restaurants and bars 
have generally appeared in the past decade. In 1993 only 13 municipalities prohibited all 
smoking in restaurants, and 6 in bars. These numbers grew to 49 for restaurants and 32 

30 Source: American Lung Association. "State LegisIated Actions on Tobacco Issues". 2002 



for bars in 1998, and doubled again by 2001, to 100 and 74, respectively.3' The first 
extensive outdoor smoking restrictions were instituted on March 17, 2006 in Calabasas, 
California. 

Based on the regression analysis using data from 1965 to 2003, the restrictions on public 
smoking appear to have an independent effect on per capita cigarette consumption. We 
estimate that the restrictions instituted beginning in the late 1970's have reduced smoking 
by about 2%. However, the timing of the restrictions within and across states makes such 
statistical identification difficult. Bauer, et al. estimate that U.S. workers in smoke-free 
workplaces from 1993 to 2001 decreased their average daily consumption by 2.6 

32 cigarettes. Research in Canada, by the Ontario Tobacco Research Unit, concludes that 
consumption drops in workplaces where smoking is banned, by almost five cigarettes per 
person per day. Tauras, in a study based on a large survey of smokers, found that the 
more restrictive smoke-free air laws decrease average smoking, but have little influence 
on prevalence.33 The study predicts that moving from no smoking restrictions at all to to 
the most restrictive bans reduces average smoking by from 5% to 8%. 

The trend variable included in our econometric analysis is likely to incorporate some part 
of the cumulative impact of the various smoking bans and restrictions. Our forecast 
assumes that the factors, which have contributed to the negative trend in smoking in the 
U.S. population, continue to contribute to further declines in smoking rates throughout 
the forecast horizon. 

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

Advocates of the use of snuff as part of a tobacco harm reduction strategy point to 
Sweden, where 'snus', a moist snuff manufactured by Swedish Match, use has increased 
sharply since 1970, and where cigarette smoking incidence among males has declined to 
levels well below that of other countries. A review of the literature on the Swedish 

31 Sour-ce: American Nonsmokers' Rights Foundation. htt~:/iwww.no-smoke.orq. April 2006. 
32 Bauer, Hyland, Li, Steger, and Curnmings. "A Longitudinal Assessment of the Impact of Smoke-Free 
Worksite Policies on Tobacco Use". American Journal of Public Health. June 2005 
33 Tauras, John A. "Smoke-Free Air Laws, Cigarette Prices, and Adult Cigarette Demand" Economic 
Inquiry, April 2006. 



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.34 The Sweden experience is unique, even with respect to 
its Northern European neighbors. It is not clear whether it could be replicated elsewhere. 
Public health advocates in the U.S. emphasize that smokeless use results in both nicotine 
dependence and to increased risks of oral cancer among other health concerns. Snuff use 
is also often criticized as a gateway to cigarette use. 

Similar to the case of smoking bans, this report assumes that the trend decline in smoking 
projected in this forecast is sufficient to incorporate the negative impact that increasing 
use of snuff may have on cigarette consumption. 

Nicotine Dependence. Nicotine is widely believed to be an addictive substance. The 
Surgeon ~ e n e r a l ~ '  and the American Medical ~ s s o c i a t i o n ~ ~  (AMA) both conclude that 
nicotine is an addictive drug which produces dependence. The American Psychiatric 
Association has determined that cigarette smoking causes nicotine dependence in 
smokers and nicotine withdrawal in those who stop smoking. The American Medical 
Association Council on Scientific Affairs found that one-third to one-half of all people 
who experiment with smoking become smokers. 

Other Considerations. In August 1999, the CDC published Best Practices for 
Comprehensive Tobacco Control Programs. Citing the success of programs in California 
and Massachusetts, the CDC recommends comprehensive tobacco control programs to 
the states. On August 9, 2000, the Surgeon General issued a report, Reducing Tobacco 
Use ("Surgeon General's Report"), that comprehensively assesses the value and efficacy 
of the major approaches that have been used to reduce tobacco use. The report concludes 
that a comprehensive program of educational strategies, treatment of nicotine addiction, 
regulation of advertising, clean air regulations, restriction of minors' access to tobacco, 
and increased excise taxation can significantly reduce the prevalence of smoking. The 
Surgeon General called for increased spending on anti-smoking initiatives by states, up to 
25% of their annual settlement proceeds, which is far higher than the approximately 9% 
allocated from the first year's settlement payments. 

The Surgeon General's Report documents evidence of the effectiveness of five major 
modalities for reducing tobacco use. Educational strategies are shown to be effective in 
postponing or preventing adolescent smoking. Pharmacologic treatment of nicotine 
addiction, combined with behavioral support, can enhance abstinence efforts. Regulation 
of advertising and promotional activities of manufacturers can reduce smoking, 
particularly among youth. Clean air regulations and restricted minor's access contribute 
to lessening smoking prevalence. And excise tax increases will reduce cigarette 
consumption. Further support for the efficacy of such programs is provided in an anaiysis 

34 Foulds, Ramstrom, Burke, and Fagerstrom. "Effect of Smokelss Tobacco (Snus) on Smoking and Public 
Health in Sweden". Tobacco Control. Vol. 12,2003. 
35 Source: Surgeon General's 1988 Report. "The Health Consequences of Smoking - Nicotine Addiction". 
36 Source: Council on Scientific Affairs. "Reducing the Addict11 eness of Cigarettes". Report to the AMA 
House of Delegates. June 1998. 



by Farrelly, Pechacek, and ~ h a l o u ~ k a . ~ ~  They estimate that tobacco control program 
expenditures between 1988 and 1998 resulted in a decline in cigarette sales of 3%. 
Tauras, et al. estimate that, had state tobacco control spending been maintained at the 
levels recommended by the CDC, youth smoking rates would have been from 3.3% to 
13.5% lower.38 Also, Farrelly et al. estimate that 22% of the decline in youth smoking 
from 1999 to 2002 was due to the national "truth" mass media campaign.39 In 2002, New 
York City implemented a strategy which sharply increased excise taxes, banned smoking 
in bars and restaurants, distributed free nicotine patches, and expanded educational 
efforts. Research by Frieden et al. estimates that smoking prevalence in the City declines 
by 11% as a result of these measures, an effect consistent with the conclusions of the 
Surgeon General's 

In May 2001 a Commission established by President Clinton in September 2000 released 
its final report on how to improve economic conditions in tobacco dependent economies 
while making sure that public health does not suffer in the process.41 The Commission 
recommended moving from the current quota system to what would be called a Tobacco 
Equity Reduction Program (TERP). TERP would allow compensation to be rendered to 
quota owners for the loss in value of their quota assets as a result of a restructuring to a 
production permit system where permits would be issued annually to tobacco growers. 
Also created would be a Center for Tobacco-Dependent Communities, which would 
address any challenges faced during this period. Three public health proposals that were 
suggested by the Commission were: that states increase funding on tobacco cessation and 
prevention programs; that the FDA be allowed to regulate tobacco products in a "fair and 
equitable" manner; and that funding be included in Medicaid and Medicare coverage for 
smoking cessation. To be able to fund these recommendations, the Commission called for 
a 17-cent increase in the excise tax on all packs of cigarettes sold in the United States. 
The increased revenues would then be deposited into a fund and earmarked for the 
recommended programs. On February 13, 2003, the Interagency Committee on Smoking 
and Health, which reports to the U.S. Department of Health and Human Services, issued 
recommendations, which included raising the federal excise tax on cigarettes from $0.39 
to $2.39 per pack. The purpose of the tax increase would be to discourage smoking and to 
fund anti-tobacco efforts. 

37 T h e  Impact of Tobacco Control Program Expenditures on Aggregate Cigarette Sales: 1981-1998." 
Working Paper No. 8691 ,. National Bureau of Economic Research, 2001. 
38 Tauras, Chaloupka, Farrelly, Giovino, Wakefield, Johnston, O'Malley, Kloska, and Pechacek. "State 
Tobacco Control Spending and Youth Smoking", American Journal ofpublic Health. February 2005. 
39 Farrelly, Davis, Haviland, Messeri, and Healton."Evidence of a Dose-Response Relationship Between 
''trutht' Antismoking Ads and '~'0~1th Smoking Prevaience". American Jour-nai of Pubiic fieaith. March 
2005. 
40 Frieden, Mostashari, Kerker, Miller, Hajat, and Frankel. "Adult Tobacco Use Levels After Intensive 
Tobacco Control Measures: New York City, 2002-2003 ". American Journal of Public Health. June 2005. 

41 "Tobacco at a Crossroad: A Call for Action". President's Commission on Improving Economic 
Opportunity in Communities Dependent on Tobacco Production While Protecting Public Health. May 14, 
2001. 



Neither the Surgeon General's nor the Presidential Commission's report have resulted in 
a concerted nationwide program to implement their recommendations, though legislation 
to establish FDA regulation was re-introduced in 2005. Research has indicated, and our 
model incorporates, a negative impact on cigarette consumption due to tobacco tax 
increases, and a negative trend decline in levels of smoking since the Surgeon General's 
1964 warning, subsequent anti-smoking initiatives, and regulations which restrict 
smoking. Our model and forecast acknowledges the efficacy of these activities in 
reducing smoking and assumes that the effectiveness of such anti-smoking efforts will 
continue. For instance, in 2001, Canada required cigarette labels to include large graphic 
depictions of adverse health consequences of smoking. Recent research suggests that 
these warnings have some effectiveness, as one-fifth of the participants in a survey 
reported smoking less as a result of the labels.42 Similarly, the Justice Department has 
indicated that, as part of a lawsuit against the tobacco companies, it may seek to require 
graphic health warnings covering 50% of cigarette packs. In addition, it would prohibit 
in-store promotions and require that all advertising and packaging be black-and-white. A 
similar proposal is part of the World Health Organization's Framework Convention on 
Tobacco Control, which the U.S. may sign. As the prevalence of smoking declines, it is 
likely that the achievement of further declines will require either greater levels of 
spending, or more effective programs. This is the common economic principle of 
diminishing returns. 

New York State, in 2000, mandated that manufacturers provide, beginning in 2003, only 
cigarettes that self-extinguish. These standards went into effect in 2004. In June 2005, 
Vermont enacted similar legislation which went into effect May 1, 2006. Similar laws 
were enacted in October 2005 in California to take effect January 1, 2007, and in May 
2006 in Illinois to take effect in 2008, and in New Hampshire to take effect in 2007. 
Similar bills have been introduced in a number of other states. We do not believe that 
these statutes or a nationwide agreement on such standards will affect consumption 
noticeably. It will probably raise the cost of manufacture slightly, but we view it as a 
continuation of a long series of government actions that contribute to the trend decline in 
consumption, which has been incorporated into our model. The expense and availability 
of tecl.mology required in the manufacture of self-extinguishing cigarettes may put the 
smaller manufacturers at a slight competitive disadvantage, as their cost per pack would 
increase more relative to the cost per pack increase for the larger manufacturers. 

Similarly, in January 2001, Vector Group Ltd. announced plans for a virtually nicotine- 
free cigarette. The product, Quest, was introduced on January 27, 2003. This non- 
addictive product might be used as a tool to quit or reduce smoking. We view this as a 
continuation of efforts to provide products, such as the nicotine patch, that are supposed 
to reduce smoking addiction. These products have likely contributed to the trend decline 
in consumption incorporated into our model. In our forecast, we expect such efforts to 
continue to reduce per capita cigarette consumption. 

42 Hamnond, Fong: McDonald, Brown, and Cameron. "Graphic Canadian Warning Labels and Adverse 
Outcomes: Evidence from Canadian Smokers. American Journal of Public Health. August 2004. 
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An Empirical Model of Cigarette Consumption 

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

1) the real price of cigarettes (cigprice) 
2) the level of real disposable income per capita (ydp96pc) 
3) the impact of restrictions on smoking in public places (smokeban) 
4) the trend over time in individual behavior and preferences (trend) 

We used the tools of standard multivariate regression analysis to determine the nature of 
the economic relationship between these variables and adult per capita cigarette 
consumption in the U.S. Then, using that relationship, along with Global Insight's 
standard adult population growth, and adjustment for non-adult smoking, we projected 
actual cigarette consumption (in billions of cigarettes) out to 203 1. It should also be noted 
that since our entire dataset incorporates the effect of the Surgeon General's health 
warning (1 964), the impact of that variable too is accounted for in the forecast. Similarly 
the effect of nicotine dependence is incorporated into our entire dataset and influences the 
trend decline. 

Using U.S. data from 1965 through 2003 on the variables described above, we developed 
the following regression equation. All of the data sources are detailed in Appendix 1 of 
this Report. 

1% (CPC) - - 57.7 - 0.024 * trend 

- 0.223 * log (cigprice) - 0.106 * log (cigprice)(-1) 

i- 0.270 * log (ydp96pc) - 0.020 * smokeban 

The model is estimated in logarithmic form, since that allows the easy computation of the 
responsiveness (or elasticity) of the dependent variable (adult per capita cigarette 
consumption) to changes in the various explanatory (or the right hand side) variables. 

This model has an R-square in excess of 0.99, meaning that it explains more than 99 
percent of the variation in U.S. adult per capita cigarcttc consui?ip:ion over the 1965 to 
2003 period. In terms of explanatory power this indicates a very strong model with a high 
level of statistical significance. 



Our model is completed with two other equations: 

(1) Total adult cigarette consumption = 

CPC ;k U.S. adult population. 

(2) Total cigarette consumption = 

total adult cigarette consumption + total youth cigarette consumption. 

We have measured the consumption level of cigarettes in the 12-17 age group by 
examining the difference between total consumption and total adult consumption. We 
then use the expected trend of youth smoking incidence to adjust for the volume of 
cigarette consumption in this age group. Youth incidence is expected to gradually 
decline, and our estimated consumption levels will fall to 3.6 billion in 203 1. 

Dependent Variable 

Adult Per Capita Cigarette Consumption (CPC) 

CPC measures the average annual cigarette consumption of the American adult. It is 
calculated by dividing total adult cigarette consumption by the size of the population 18 
and above. Of the different measures of cigarette consumption available, this is 
considered to be the most reliable. It also directly reflects the changing behavior of 
individual smokers over the historical period. Data were obtained from the U.S. 
Department of Agriculture's (USDA) Economic Research Service. 

Explanatory Variables 

The Real Price of Cigarettes (CIGPRICE) 

Reliable data on retail cigarette prices from the consumer price index (CPI) are only 
available since 1997, an inadequate time frame to build our model. However, tobacco 
CPI, which is available for the entire period of analysis, closely follows cigarette prices, 
since cigarettes constitute over 95 percent of tobacco products. We have, therefore, used 
the tobacco CPI in our model, as is standard. Further, we have deflated this price of 
cigarettes (tobacco) by the overall price level to ensure that any change in cigarette 
consumption is correctly attributed to a change in the price of cigarettes relative to other 
goods, rather than an overall change in the price level. The overall, as well as tobacco 
CPI, were obtained from the Bureau of Labor Statistics (BLS). 

The coefficient on CIGPRICE in the regression equation measures the elasticity of 
cigarette consumption with respect to price. In our model this effect consists of two parts. 
The coefficient of -0.223 measures the short-run elasticity of cigarette demand. That is, a 
1% increase in price reduces consumption by 0.223% in the current year. The second 
coefficient, -0.106 relates to prices in the previous year. It indicates that, following a 1% 
increase, an additional decrease in cigarette consumption of 0.106% will occur. Thus, 
according to the data, a one percent increase in price decreases cigarette consumption by 



0.329 percent in the long term. The low value of the elasticity indicates that cigarette 
consumption is price inelastic, or relatively unresponsive to changes in price. This 
coefficient is estimated such that a statistical confidence interval of 95% places its value 
between -0.25 and -0.41. This implies that there is a probability of 5% that the price 
elasticity is outside this range. 

Real Disposable Income Per Capita (YDP96PC) 

Real disposable income per capita measures the average income per person after tax in 
constant 1996 dollars. Data used were collected by the Bureau of Economic Analysis 
(BEA). For goods considered "normal", consumption increases as incomes rise. Hence 
the coefficient is positive. On the other hand if the coefficient is negative, it indicates that 
the good is "inferior" and less is purchased as incomes rise. 

Our analysis indicates that the income elasticity of cigarettes, given by the regression 
coefficient on YDP96PC, is 0.27. The positive sign on the coefficient indicates that 
cigarettes are a normal good. Specifically, every percent increase in real disposable 
income per capita has raised adult per capita cigarette consumption by 0.27%. However, 
the low value of the elasticity indicates that the demand for cigarettes is income inelastic, 
or relatively unresponsive to changes in income. This coefficient (0.27) is estimated such 
that a statistical confidence interval of 95% places its value between 0.03 and 0.52. This 
implies that there is a probability of 5% that the income elasticity is outside this range. 

Qualitative Variable 

The qualitative variable that we have explicitly included in our model relates to the 
restrictions on public smoking since the 1980s (SMOKEBAN). The negative coefficient 
on the variable implies that smoking decreases as a result of smoking bans. The 
coefficient on SMOKEBAN is estimated such that a statistical confidence interval of 
95% for its value is from 0 to -0.53. This implies that there is a probability of 5% that the 
coefficient is outside this range. 

Trend and Constant Term 

According to the regression equation specified above, adult cigarette consumption per 
capita (CPC) displays a trend decline of 2.40% per year. The trend reflects the impact of 
a systematic change in the underlying data that is not explained by the included 
explanatory variables. In the case of cigarette consumption, the systematic change is in 
public attitudes toward smoking. The trend may also reflect the cumulative impact of 
health warnings, advertising restrictions, and other variables which are statistically 
insignificant when viewed in isolation. This trend, primarily due to an increase in the 
hea]~h-zoi;scious proportiGl of the popujatiGE a\;erse to smohfig, --?-..lA L-. :+--I$ -----.-+ 
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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. 



The constant term (57.7) also reflects the impact of excluded variables, those that stay 
fixed over time (e.g., the health warnings on cigarette packs). It should be noted that the 
actual decline in CPC in any given year could be above or below the trend, depending on 
the values of the other explanatory variables. 

Forecast Assumptions 

Our forecast is based on assumptions regarding the future path of the explanatory 
variables in the regression equation. Projections of U.S. population and real per capita 
personal disposable income are standard Global Insight forecasts. Annual population 
growth is projected to average 0.8%, and real per capita personal disposable income is 
projected to increase over the long term at just over 2.1% per year. 

The projection of the real price of cigarettes is based upon its past behavior with an 
adjustment for the shock to prices due to the tobacco settlement. Cigarette prices 
increased dramatically in November 1998, as manufacturers raised prices by $0.45 per 
pack. Subsequent increases by the manufacturers and numerous federal and state hikes in 
excise taxes brought prices to an average of $3.84 per pack in 2004, and to $4.04 in 2005. 
After a long period of fighting to maintain market share, the large cigarette manufacturers 
are expected to reduce discounts and other promotions. In addition many states continue 
to discuss excise tax increases. We expect prices in 2006 to average $4.23 per pack. 

Our model, intended for long-term forecasting, uses annual data to describe changes in 
prices and other variables. When viewed over long intervals of time, the changes will 
appear to be gradual. The purpose of the model is to capture these broad changes and 
their influence on consumption. Because cigarette manufacturing is dominated by a few 
firms, price changes will typically be discrete events, with jumps such as occurred on 
August 1999 and December 2004, followed by plateaus, rather than small and continuous 
changes. The exact timing during the year of price changes influences only the short-term 
path of consumption. 

Our forecast assumptions have incorporated price increases in excess of general inflation 
in order to meet the requirements of the MSA and offset excise and other taxes. Based 
upon our general inflation and cost assumptions, we anticipate that the nominal price per 
pack of cigarettes will rise to $13.93 by 2031, which is $6.27 in 2000 dollars. Relative to 
other goods, cigarette prices will rise by an average of 2.1% per year over the long term. 
The average real increase over the 30 years ending 1998 was 1.48% per year. 

Prior to the MSA, only once, in 1983, have real cigarette prices appreciated at a double 
digit, or greater than 1096, rate. If a 10% rate of price increase were to continue, the 
annual rate of decline in cigarette consumption predicted by our model would increase to 
approximateiy 4%. 

Our Base Case Forecast assumes that the incidence of youth smoking will continue to 
decline. By 203 1 we assume that youth smoking will have declined at an average annual 
rate of 1.7% since 2001, or by 40% overall. 



We believe the assumptions on which the Base Case Forecast are based to be reasonable. 

Forecast of Cigarette Consumption 

After developing the regression equation specified above, we used it to project CPC for 
the period 2004 through 2031. Then using the standard adult population projections of 
Global Insight's macroeconomic model, we converted per capita consumption to 
aggregate adult consumption. We then added our estimate of teenage smoking volume 
going forward. 

In using regression equations developed on the basis of historical data to project future 
values of the dependent variable, we must also assume that the underlying economic 
structure captured in the equation will remain essentially the same. While past 
performance is no guarantee of future patterns, it is still the best tool we have to make 
such projections. 

The graphs below display the projected time trend of U.S. cigarette consumption. The 
first graph illustrates total actual and projected cigarette consumption in the United 
States. The second graph illustrates actual and projected CPC in the United States. For 
the period 1965 through 2003 the forecast line on the second graph indicates the value of 
CPC our model would have projected for those years. 
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In addition to the expected trend decline in cigarette consumption, the sharp upward 
shock to cigarette prices in late 1998 and 1999 contributed to a 6.45% reduction in 
consumption in 1999. The rate of decline has moderated considerably since that time, 
averaging -2.1% from 1999 to 2003. Total industry shipments for 2004 have been 
reported at 394.5 billion, a 1.7% decline from 2003. The deep discount share of the 
market has been reported by the manufacturers as having stabilized at about 12% since 
2003. These cigarettes are produced by a large number of manufacturers, including many 
who participate in the MSA. After significant gains earlier in the decade, imports to the 
U.S. have declined from a high of 23.1 billion sticks in 2003 to 18.1 billion in 2005. In 
2005 industry shipments of 381 billion cigarettes were 3.4% lower than in 2004. Part of 
this decline can be attributed to two extra shipping days in the leap year 2004. For the 
first quarter of 2006, industry shipments of 88.5 billion were 0.5% higher than the first 
quarter of 2005. This comparison is also influenced by an extra shipping day. 

On March 8 the National Association of Attorneys General and the American Legacy 
Foundation jointly announced that cigarette consumption in 2005 had fallen to 378 billion 
sticks. The estimate in this report, of 381 billion, is slightly higher. It is based on two 
sources. First, Reynolds American reported in February that the market research firm, 
MSAI, had estimated total industry shipments in 2005 of 38 1 billion. Second, the Alcohol 
and Tobacco Tax and Trade Bureau of the U.S. Department of Treasury reported on 
February 14, 2006, in their "Statistical Report - Tobacco", that U.S. manufacturers 
removed as taxable 362.96 billinn cigarettes fmrr! pmduction in 2005, and th2t itimpofied 
cigarettes for consumption in 2005 totaled 18.13 billion. The total shipped for U.S. 
consumption is then 38 1.09 billion 



After 2005, the rate of decline of consumption is projected to moderate and average less 
than 2% per year. From 2004 through 203 1 the average annual rate of decline is projected 
to be 1.83%. On a per capita basis consumption is projected to fall at an average rate of 
2.64% per year. Total consumption of cigarettes in the U.S. is projected to fall from an 
estimated 381 billion in 2005 to 373 billion in 2006, under 300 billion by 2018, and to 
under 238 billion by 203 1. 

Statistical Confidence and Forecast Error 

In addition to potential forecast errors due to incorrect forecast assumptions, there also 
exists possible error in the statistical estimation. The estimation and development of an 
econometric model is a statistical exercise. Thus, our parameters are estimated with some 
degree of error. We have provided confidence intervals for the coefficient (elasticity) 
estimates. For instance, there is a 2.5% probability (5%/2) that the price elasticity exceeds 
0.38. There is similarly a 2.5% chance that the income elasticity is less than 0.03. But if 
these events were independent, the probability of both would be .025 x .025 = .000625, 
or .0625%, less than one tenth of one percent. 

Comparison With Prior Forecasts 

This forecast differs from those we provided in similar studies in 2005 and 2006. In 
Februaly 2006 full year data on industry shipments for 2005 were reported by the 
manufacturers and by the Alcohol and Tobacco Tax and Trade Bureau. From this data we 
estimate that consumption in 2005 was 381 billion cigarettes, 4 billion fewer than we had 
projected. This new data has been incorporated into this revised forecast. Its long term 
implications are that consumption levels in 2031 are forecast to be 238 billion, 4 billion 
fewer than the 242 billion in our forecasts of 2005. 

Alternative Forecasts 

Two sources of variance may appear in the forecast derived by our model. First, as 
detailed in the Explanatory Variables section, there is some degree of forecast error in the 
parameters of the model. Second, the time paths of the explanatory variables may differ 
from our Base Case Forecast assumptions. Alternative forecasts are included in order to 
provide an interval forecast that, in our opinion, encompasses all of the likely potential 
realizations over time. 

The high and low alternative forecasts are derived as follows. For the high scenario, we 
use a lower price forecast, under which prices are increasing at an annual rate 0.5% more 
slowly than our current base case forecast. Under this scenario, the rate of decline is 
moderated slightly, from an average rate of 1.83% to 1.69%, resulting in consumption of 
248 billion in 203 1. 

In the low forecast, Low Case 1, we posit a sharper price elasticity of demand. Our 
estimate of the price elasticity, -0.33, is on the low end of the range when compared to 
that of certain other economic researchers. Recent economic research has forged a 
consensus that the elasticity lies between -0.3 and -0.5. We have, therefore, used a 



higher elasticity of -0.4, to generate the lowest consumption forecast which might be 
reasonably anticipated by our model. This increases the average rate of decline to 2.02% 
and results in cigarette consumption of 226 billion in 203 1. 
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Hypothetical Stress Scenarios 

The model was also tested under more extreme, and concurrently, less likely conditions. 
These exercises do not represent informed anticipation of possible future conditions. 
Rather, they are meant only to test the model under extreme conditions. First, we 
increased the negative response of consumer demand to recent price increases by 
assuming a much larger, -0.5, elasticity. This sharpens the fall in total consumption to an 
average annual rate of 2.23%, and results in demand of 213 billion cigarettes in 203 1 
(Low Case 2). This scenario would also be the result if, instead of a greater price 
sensitivity of smokers, we postulated an increased rate of cigarette price increase. Indeed, 
if cigarette prices, instead of averaging increases in real terms of 2.10% per year, 
accelerated to a pace of 3.67% annually, demand would also fall to 213 billion in 2031. 

A second large negative stress is placed by postulating, in 2007, either an adverse federal 
government settlement, or tort claims of three times the size of this MSA. This would 
result in a real price increase of 57%, and a large decline, 18% over two years, in 
consumption. By 203 1, consumption will have fallen to 195 billion cigarettes, an average 
annual rate of decline of 2.54% (Low Case 3). 



I Low Case 3 195 2.54 

Alternative Forecasts 

Annual U.S. Cigarette Consumption 
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Average Annual Decline (%) 
1.83 
2.02 
1.69 
2.23 

Base Case Forecast 
Low Case 1 
High Alternative 
Low Case 2 

Finally, for comparative purposes we have calculated the volume of total cigarette 
consumption under two alternative annual rates of decline, 2.5%, 3%, 3.5% and 4%. 
Under these scenarios consumption in 203 1 falls to 197 billion, 173 billion, 15 1 billion, 
and 132 billion respectively. These calculations are simple arithmetic examples, and are 
neither forecasts nor projections. 

203 1 Consumption Level (Bil.) 
23 8 
226 
248 
2 13 



Base Case Forecast: Assumptions for Explanatorv Variables 

Incidence of Average 
Real Per Capita Real Price of U.S. Adult Smoking in Youth Nominal 

Year Personal Income Cigarettes Population 12-17 Age Consumption Price Per 
Group Pack 

Growth Rate Growth Rate Growth Rate Fraction Billions $ (Currenij 
(99) (95) (99) 

1965 4.84 4.13 1.95 0.04 
1966 4.06 0.92 1.28 0.04 
1967 3.27 0.72 1.39 0.05 - 

1968 3.50 1.89 1.56 0.05 
1969 2.06 0.00 1.69 0.06 
1970 3.02 2.24 2.00 0.05 
1971 3.28 0.12 2.27 0.06 
1972 3.66 2.08 2.85 0.06 
1973 5.73 -3.29 2.03 0.07 
1974 -1.62 -5.49 2.05 0.07 
1975 1.30 -1.87 2.12 0.05 
1976 2.92 -1.40 2.07 0.05 



Base Case Forecast: Assumptions for Explanatory Variables Wont.) 

Average 
Nominal 
Price Per 

Pack 
S (Current) 

5.17 
5.42 
5.71 
6.01 
6.35 
6.66 
7.00 
7.36 
7.74 
8.13 
8.52 
8.94 
9.36 
9.83 
10.28 
10.75 
1 1.24 
1 1.76 
12.29 
12.85 
13.47 
14.07 

Year 

2010 
2011 
2012 
2013 
2014 
2015 
2016 
2017 
2018 
2019 
2020 
2021 
2022 
2023 
2024 
2025 
2026 
2027 
2028 
2029 
2030 
2031 

Real Price 
of 

Cigarettes 

Growth Rate (%) 

2.61 
2.57 
2.52 
2.48 
2.84 
2.02 
2.37 
2.34 
2.31 
2.27 
1.89 
2.22 
1.85 
2.17 
1.81 
1.79 
1.78 
1.76 
1.75 
1.73 
2.02 
1.70 

Per 
Capita 

Personal 
Income 

Growth Rate (%) 

2.17 
2.10 
2.02 
2.02 
2.02 
2.04 
2.04 
2.05 
2.05 
2.06 
2.08 
2.09 
2.10 
2.1 1 
2.11 
2.1 1 
2.11 
2.1 1 
2.1 1 
2.1 1 
2.1 1 
2.1 1 

U.S. Adult 
Population 

Grou+tk Rate (%) 

1 .OO 
0.93 
0.88 
0.81 
0.80 
0.84 
0.82 
0.77 
0.76 
0.74 
0.76 
0.77 
0.77 
0.78 
0.78 
0.79 
0.79 
0.79 
0.80 
0.80 
0.80 
0.79 

Incidence 
of Smoking 

in 12-17 
Age Group 

Fracr1071 

0.07 
0.07 
0.07 
0.07 
0.07 
0.07 
0.07 
0.07 
0.07 
0.06 
0.06 
0.06 
0.06 
0.06 
0.06 
0.05 
0.05 
0.05 
0.05 
0.05 
0.05 
0.04 

Youth 
Consumption 

Brllions 

5.62 
5.47 
5.32 
5.18 
5.18 
5.18 
5.18 
5.18 
5.18 
5.03 
4.88 
4.73 
4.59 
4.44 
4.44 
4.29 
4.14 
3.99 
3.85 
3.70 
3.70 
3.55 
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Historical / Base Case Forecast U.S. Adult Per Capita and Total Consumption of 
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Base Case Forecast and Low Case Extreme Proiections 
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Alternative Constant Rate Decline Projections 
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terlnin;~rc ;my l icc~~sing :rgreemenl or oIIrcr clmlr;lct in  exirlrncc as 111'Junc 20. 11)')7 (Ibis exccpliirn shill no1 ;~pply 11cy1~11d 
the currcnl term of any cxisling ctrnlri~cl. wilhoul rcg;~rcl lo :my renewal Ilr rrp1i1111 lerm III;II lsay he exercire(l Iry r~rclr 
I'arlicipaling M;tn~~B~clurer): (2) pmhihil Ih~c dislrihulion lo any I'unicipsling M;lnul';~c~urer's employcc wlwr is no1 
Underage r,l ;my i t c~n  descrihed ithuve IBI is intended fnr ~ h c  pcrscrn;~l use of such ;lo c~nployce; (3) require any l';~rlicip;~lin~ 
M;~nulialurer lo rclricve, collect or 111hcrwisc recnvcr :any item 1h;ll prior 141 the MSA tixcculic~n D;IIC was marketed. 
(lislrihu~ed, offered. sold, licellsed. or c:~uscd to he m;~rkcled, dislrihulc~l. ~~llhred, sold nr licensed hy ruch I';~rticip;~ling 
M;~nuf;~crurer: (4) apply 10 coupons ar c~lher items used hy Atlulls st~lely in  cvnneclitm wilh  he porch:~se of TO~IICEO 
I'rtducls; or ( 5 )  i~pply 111 apparel o r  olhcr ~ncrchandisc uscd within an Adult.Only F:~cili~y lhal i.; no1 dislrihulcd (hy s:llc crr 
otherwise) Irr any rnernher o f  Ihc general puhlic. 

(g) p 3 Y o u l h ~ ~ ~ e r . i 1 m ~ l e , s .  After the MSA Execu~icrn D;lte, no I'ar1icip;lling M:tnufi~clurer III;I~. 

wilhin any Sellling Sl;~tc, distribute or cause to be d~rtrihuted uny free a:~rnpler 11f Toh;~cct~ I'r<rducts exccpl in ;In Adult.Orrly 
Faciliry, Fnr purposes al'lhis Agrcelnent, a "free sample" does not include e TuhIrccc~ I'r<xlucl Ihl is provided 1c1 an Adull in 
connection wilh ( I )  the purchasc, exchange 11r redemplion (irr p ro~ l f< l f  p11rch;lse n1' any Tuh;lcc<l I ' r~~lucls (including. hut no1 
limited lo. a free 61l'lir in cirnneelion with (.he purchse II~ T~rhacclr Producls, nlch ;IS a "lwtr.f~rr.nne" nll'cr). or (2) lhe 
ct~nducting of consumer testing or evaluation oTTohacco Prt~ducls wilh pcrstrns who ccrtily Ih:~l lhcy tare Adr~lls. 

(h) -~s Based on I'rcwfs o f  Purchusc. Heginning onc yc;rr ;~fler the MSA Excculi~m 
D;~lc, no Parlicip~ling Manufacturer &nay pnwide crr cause la  he pn~vidctl 10 :my person witht~ul sul'licienl pnnlf 1l1:11 ruth 
persun is an Aclull ;my item in exchange lirr the potchase nf T(~haccci I'roducls. or Ihe lilrnishing of credils. proi,fs.~il'. 
purchase, or cclupons with respect 10 such a purchase. For purp~rscs of the preceding sentence only. ( I )  u ~lriver's license or 
other gc,vernmcnt.issucd idcnlilication (or lcgihle ph1)11~11py Ihere~~l), the villidity 111 which is cerlilied hy Ihe person 111 

whom the item is provided, shall hy itself h,: dce~rred lo  he a suflicienr lilrln of proof (11 ;~gc: untl (2) in Ihc c;lse of i lc~ns 
provided (or III he redeemed) at rcl;~il eslahli!;h~ncnts, a I'articiplling M;inaf;~clurcr sh;rll he enlilled lo rely (In verilie;llion 
pnnrf of age hy the retailer, where such re1;lilar is required It) clhrain vcrilieulion undcr ;~pplicalile t'eclcral, sl;lte or I<rc;~l hlw. 

(i) Li111il;tlion on Third-l'arlv Use of Ur;tnd Names. Aner the MSA Erecution Oalc, no I'articipeling Manul;tciurer 
III;I~ license or o~herwise cxprcssly authorize ;my lhird party er use nr advcrlise wi l l~ in  any Sellling Sl;~lc ;my I3r;lrd N:~lnc in 
;I ~l~;tnncr pruhilriled hy this Agreement il'qlunc Iry suclr I';lrticip;~ling M:~n~~lilclurer ilselt', li:trh I':~rlicip:~ling M:~~n~l: lul~~rer 
>lt;tIl. witlain I 0  d:bys :tt'1er 1I1c MSA l ixec~o~ic~~r i);~te, tIe.;ign:tlc :I liersaur (:t11<1 11r*witIe wrillen ~natlice I t )  NAAG 181'  S\ICII 
design;~tic~tr) 1,) WII~IIII lhe Alta~r~tey Gc~rera~l 01' ;IIIY Setlli~rg Slalc III~IY 11rovide wrillen 111!1ice ~ 1 '  i111y s11cI1 l l~ir~I.p~lr ly ;~clivily 
III:II woulcl he pr~~trihilccl hy this Agreelrrc~ll il'dwrc hy ruclr I';~rlicip~ling Manul'dcturcr itself. I'~~ilowing 5nch writlen m,lice. 
tlrc 1'articip;rIing Mr~ael';ctsrer will prc>~nplly 1;1kc ctmr~rrcrci;~lly reastrn;~hle rlcps :lg;tinsl ;my such non-de ~n~inilllis Il~iril.p;~rly 
;~ctivily. l'rtrvided. Ltrwcvcr. lhat n111hing i r ~  this suhscclilrn sh;lll require any I';~rlicip;~ling M;~nul'aclurcr 111 ( I )  lrrei~clr trr 
ter~ainatc any licensing agrcclnent or olhcr cunlracl in  cxislcnce as 4rf)uly I. 1998 ((his cacepli~rn sh;lll ntll apply heyond llre 
current tern1 of any cxisling conlrrlcl, will~trul regtlr~l I11 any renewal or option lerln t h l  may he exercised by such 
I'arlicipating MdnuCacturer): ur ( 2 )  retrieve. ccrllect or olhcrwisc rccavcr any ileln that prior lo  tlrc MSA I:.xtcutinn Uale was 
~narketed, distrihulcd, cllfered. sold, licensed or c~lused I11 he rn;~rkeled, dislrihurcd. ~~ fk re t l .  snld or licensed hy sl~ch 
I?~rlicip;~linl; M;~nuljclurcr. 

(j) pun on Nnn.Tuhacccr Ur;lnd Niurnes. No  l'ar~icipaling Munufaclurer tnuy, pursuant 10 ;any ilgrccmenl requiring 
the payment of mrrney or ~)rhcr v;~luahle conridera~i~m. use trr cause lo he used ;IS u hrend n;rtne of ;my Tt~huccu I'r~~duct any 
nalionslly recognized trr n:~Ii~rnaIly cst;~hlished hrand n;lme or lrucle name of any non-ltrhaccn ilclrr ur service or any 
n;~linnully recognized or n;~tion:~lly esl;ihlishcd rpnrls Icum, enlewain~nenl g r ~ ~ u p  trr i l~dividur~l celehrily. Prcrvicled, however, 
l ha~  the preceding senlenec sh81ll no1 upply III uny Tohacc~r Product hrund n:llnc in cxistcncc :Is nf  July I. 1998. Fnr Itre 
pur(wrses o f  this suhsectic~n, Ihc lerlri "~~lher  valu;~hle considerali~~n" shall 1101 inclutle an ilgrermenl hclween twu enlilies who 
enter illlo such ;rgreernent l i ~ r  Ihe s~llc purptrn: t~l'avoicling infringelncnl cluilns. 

(k) M in i l l ~un~  Pack Size (IF 'I'wenltr C i ~ : t r m .  Ntr I'arlicipaling Manulhcturcr III;I~, heginning 60 days ;tl'lcr #he 
MSA Excculion D;~le and lhrllugh ;find including Decc~nher 31. 2001. manuhcturc or cause 141 he m~nuhcl~t rcd Ibr s;~le in  
any Sellling Sl:lle any pack or olher ~(lnlainer 111 Cigarctles conluining fewer than 20 Cigarelles (or, in  the case o f  nrll.ytrur. 
nwn 1(1hScc0, any package ut' roll-your.own ~<~hacco containing less than 0.60 ounces <I( t(5acco). No I'ar1icip;rting 
Manufacturer  nay, heginning ISOd;~ysnlier ihe MSA Execution Dale and Ihrnugh and incbding Decc~nher 31. 2WI, sell or 
dislribute in any Scllling Scare any p;lck or other concuiner of Cigarellcs containing fewer I~IIII 20 Cigarellcs (or, in lhe case 
of roll-your.own lohaccc~. any pskuge nf rtrll-your.cmn labca>  cnncaining lcss than 0.60 Irunccs 131 lohacco). ILch 
Par1icip;lting Munufaclurer furlher agrees tha!t k~lhrwing Ihe MSA Excculion I k l e  il sh:~ll ntrl trpposc. or cause III he opp~scd 
(including through ;Iny third parly or Afliliulc). the passage hy any Settling Slate clluny legisi:,tivc pntpr1s;rl or adnrinistratib~c 
rule applicahlr lo  ~III T~rhacco l'rt~ducl Manul';rc~urers and all relailers of Ttnha'c~) Prt~O~cls prohihiling lhc manufacture ztnd 
sale of any pack or 111hcr conlaincr $11' Cig:rrclles conlt~ining fewer than 20 Cig;~reltcs (or, in the case of roll.y(,ur.trwn 
lohacco, any package II~ mil-your-own 111hncc11 ccrncaining lcss than 0.60 trunces of III~~~cII). 

(I) Conxrr:~le Cullurc CotnmiIlncnl.i Kel:~te<l 10 Ytbulh Access ;tncl Co~rsu~rrnlion. Ileginning IXO h y s  t~t'lcr the 
MSA l ixceul i~~n I>:IIC crch I'arlicip;~ling M:~nul';~c~t~rcr slr;~II: 

prnmulg:~lc or rc~Oir111 orrp~>r;~le principles Ihnl express ;~ncl cxplein ils cotrr~~ril~nunl lu cc~lnply wilh the 
provisions ol' this Agree~rienl and !he reduclit~lr I I~  use c~l'Ttrhaca~ Prcducts hy Youlh, and clearly ant1 regularly o r ~ n ~ n u ~ ~ i c ; ~ ~ ~  
lo  ils c~npl<byces and cusl~llrrers ils e ~ ~ ~ r l n i l ~ r r c n l  10 assist in the reduction o f  Youllr u ~ c  crl'T<~l~;lcco l'ru'lucls; 

<lcsignale an execulivc level rn;un:lgrr (;lncl pnrvide written n111ice to NAAG o f  such design:~tion) lo  
i<lentil'y rnctlr~~ds III recluce Yotrth ucccss 10, and the incidence o f  Yuulh cansumplion ot; TnIr;~ccer Prlucls: and 

cnarur;tge its employees lo  identify ~lddilionul ntcthocls lo  reduce Youth access to, nnd the incidence of 
Youth consu~nplinn 111: Ti~h;~cco I'nrducts. 

(In) Limilslivns on Luhhv'u. Hrllowing Scille-Specific Pinolily in u Sellling Sl:~ls: 

( I )  No I'urticip;rling M;lnul:,cturer mJy oppase, or cause lo he opposed (including Ihrirugh any third parly 
or Al'lilialc), Ihe passage by such Sellling Scale (nr ;my plrlilicul seh~livision ~hereol) r~ l '  lhnsc state or local legislalive 
prapns;~ls or t~d~rrinislr;~tive rules ~lesvrihed in  Exhihit F herelo inlendcd hy their lerlns 111 reduce Youth access lo. und Ihe 
incidence 111' Ycrutlr consumption of, Tnhacco Prnducls. Providetl, however, Ihnt the hregoing drxs net prohihit any 
l'arlicipatiag Manulhclurer fro~n (A) challenging enhrwemenl of, or suing for declarnl~~ry or injunclivc relief will1 respect lo, 
any such Icgislali~rn or rule on any grounds; (B)con~inuing, after State-Spccilic Finality in  such Seltling Stale, to opprrse I I I  
cause 111 he trppored, the pasrage during Ihc lcgislutive session in  which Slatc~Specilic Fin;rlily in such Scltling Scale occurs 
of any specitic sl;tte ur I r r r l  Icgislalivc proposals or ~~ilministrutivc rules inlroduced prior to Ihc time n f  Stale.Spccilic 
F in~ l i t y  i n  such Settling Slule: (C) opposing,or  using to he opposed, any excise r l x  or incorno r:rx provision or user fee nr 
nlher payments rclaling co Tirhscco Produets or Tnh;~cco Prnducl Manufaclurers: or (a) opposing, nr causing lo he oppnsed. 
any st;~le or Iwal Iegisl;llive prop~rs;ll crr udministrativc rule that irlso includes lneilsurcs c~lher Ihan lh~rse clescrihed in 
Exhihil F. 

(2) Each P;~r~iciputing Munufvclurer shall require ull of ils nflicers 11nd clnpltryces engaged in  Iohhying 
aclivitics in  such Sellling Stute aner Slsle-Specific Finalily. camtracl luhhyisls engaged in  Itrhhying ;~clivilics in such Sctlling 
Sli~tc ;lflcr S(;~lc-Specific Finolily, and uny olher lhird panics who engilge in lohhying ;~clivilies in  such Sculing Slalc :~fler 
Sl;~tc.Spccitic Finalily on hchalfnf such Perlicipaling Mum~fi~clurcr ("lohhyisr" snd "lohhying i~ctiviliee" hiwing Ihe meuning 
s~lclr terms 11;rvc under  he law o f  the Scltling Sli~le in queslitrn) lo  cerlify i n  wriling 111 Ihe I';~rticip:lting Mansl';~cIurer th:11 
they: 

(A) will not sllppcrrl or oppose any sl;~tc, loclll or fctlcrul legislali~rn. or seek ~ r r  oppusc ;any 
gtrverntnenl:~l ;~clion. on hch;~lf 111' the 1'snicip;~ling M;~nut'ucn~rcr withnut Ihc l';~rlicip:~ling M;~nafi~clursr's express 
:IIII~),I~~~,~II~I~II (except where sl~ch :ltlv;lncc express ; tu lh~~r izat i~~n is no1 re;rsc~nr~hly pritclic;~hle): 

(B )  ;Ire aw;rre III ;lnd will fully c ~ ~ ~ l r p l y  with this Agreemenl :~nrl ;rII laws ;rnd regel;~li<~ns 
:rpplic;~hlc ~ r r  their hhhying activities, including, with(rut l imih lk~n,  those related lo  disclonlre of linsncial contrihu1ion.i. 
I'rnvided. h~rwcver, thal i f  the Sellling Sli~le in questitrn h:ns in cxislcnce no I:~ws or regul;~linns rclr~ling 111 disclosure 111 
linanci;~l conlrihulions regr~nling hrhhying acliviries. then euch I'articipaling Manef;~clurcr sh:~ll. upon rcquest ef the Allorncy 
General of such Sellling Sbrtc, disclose lo  such Allorney Gcncrirl any payment 111 a lohhyisl Ihal Ihe Parlicip:~ling 
Manufi~clurer knows or has reason lo  know wil l  he used lo  inllucnce legisl;~live or udminislrativc actinns of rlte slale nr loc;ll 
governnlent rchting lo  Toh;reco PnKLucls or their use. Disclosures made pursuant to the preceding sentence shall he liled i n  
writing wilh lhc Oflice 111 the All~rrney Generill on the lirsl cluy of Fehruary and Ihc lirsl day of Augusl of eact~ year f ~ l r  ;my 
and all psylncnts milde during Ihe six month period ending on the lilsl day trf llre precccling Deccmher ancl June, rcspeclively. 
with the fnll~rwing informalinn: ( I )  the name, uddrcss, cclephune numhcr ;lnd e-mail ecldresc (ifany) o f  the rccipienl: ( 2 )  the 
amounl o f  cuch payment; untl (3) Ihc ;Iggrcgulc amount of ;~ l l  payments clescrihed in  lhis suhseclinn (2)(8) to the recipient in  
the culender yar ;  am1 

(C) hive revicwccl and wil l  fully uhirle hy Ihe Purticipaling M;~nr~fa~c~urcr's c<~rpornlc principles 
promulg;~tcd pursuant lo  lhis Agreemcnl when acting on heh;llf o f  the Pr~rl icip~ling Munuhclurcr. 

(3) No Pi~rlicipaling M;~nulaclurr.r may support or c;rusc lo  hc suppnrtcd (including Ihmugh any third purly 
or Al'lili;~lc) in  C<rngrers or uny trlher f~rrutn Iegislali$rn or rules lhul wnuld prcempl. ovenicle. ahrugale 11r di~ninish sucll 
Seltling Slote's rights or recavcrier undcr lhis Agreelnent. Exccpl us specilicully pnrvi~letl in lhis Agrer~nenl, n111hing herein 
shall Ire dccrsed 141 restrain any Sellling Slalc or Plmicipaliq Manulhcrurer licrni advncnling terms of ;my n;tli<rn;~l scllle~nenl 
or taking ;my olhcr p<rsilir~ns on issues relaling la  Iohacclr. 

(0) Rerlricli<~n cm Aclvcwscv Ccrncerninc Settlenlcnt Procecd~. Al'ler Ihe MSA Execulion Date. no I'arlicipaling 
Manufacturer may suppnrt or caure to he suppcrrtsd (including through any third puny or Allilialc) Qe diversion of any 
procccds of this sclllcmen[ 111 any prngrum or use thul is neither roh;~cco.relsled nor heullh-rclaled in  conncclion with !he 
apprtrval of llris Aprccmcnl or in  any suhscquenl legislutive uppnrpriution of sclllemcnl prncecds. 

(o)  Di,a-nf-I for T o h & e s c i ~ r c h . U , ~  lnc. nnd the C u  
hdwrr  Air Kese;crch. [nc, 

( I )  The Cnuncll for ToCaeeo Rescarch.U.S.A.. Inc. ("CTR) (J nol.for-prolil corpor;~tion fnrmecl under the 
laws ol' the Sl~lte ol' Ncw Yark) sht~ll, pursuanl lo  the p l m  of dissolulinn prcvic~usly ncg~~tialed 2nd agreed lo hclwccn Ihe 
At t~~rncy General ~r f thc State el l '  New York and CTH, ccase ;dl operations and he tlissolved in accord;~nce with Ihe hws I I ~  the 
Slirle III'NCW Y ~ a k  (;urd with the prescrvi~ti<~n o f  1111 ~~pplic;~hlc privileges held hy rtny Inemher aurrp;lrry II~CTK). 

(2) The T(rh;lccn Imtitulc, Inc. ('TI") (a net.hr-prrrfir cerponlinn for~ned under {he htws nf the Slate of 
New York) sh:rll, pursu;lnt III a plan trf dissoluli~rn t(r he negnli;~lcd hy Ihc Altirrncy Gcnerll I I~ 111c SI;IIC 111'New York 11nd the 
Original I':lrticipating Manuf;~cturcrs in acc~sr<Iance will1 Exhihil G hcrelcr, cease 1111 trperatiens and hc diss~~lvecl in  



;rccord;~nce with the Iuws trf the St;tle oI'Nc\v York ;~nd under !he auth<~rity o f  Ihc Altnrncy Gcner;tl t~ I ' l l l c  Stale 01' New 
Yark (ant1 wilh the preserv;~li~rn CII':III :~pplic;~hlc privileges held hy any nreinhcr co~ap:~ny III'  TI). 

(3) Williin 45 <l;~ys ;dlrr I:in:tl Approval. lhc Ccntrr (irr I n< l~a~ r  Air I<cse;~rch. Inc. ("CIAK") rh:tll ce:l$r 
;fill ~,pcr;rticlnr ;~nrl he d i s s ~ ~ l v c ~ l  in a srranncr consislenl wi lh t~pplicahle h w  rind wilh the prc:.crv;~tion ttf ill1 ;~pplic;lhlc 
privileges (including, w i t l ~ ~ ~ u t  l i~ni~;rt i l~n, privileges held by any ~ne~nher  company trl'ClAK). 

(4) The P;rrlicip:~ting Mt~nul';~cl~rrers shill1 direct Ihe Tnhacc~r-Hel;~led Orgi1ni7aticlns rc~ prehervc ;~ll rct:ortls 
~II:II reli~le in ;~ny way to issues r;~ise(l in s~rr~~king.reli~ted I~es l t l ~  Iitig;~tittn. 

( 5 )  The i'urlicipating ManuTacturers may not rcconstitule CTH <rr its function in any hrr~n. 

(6) The I';lrlicipaling hlanulhelurers represent th;~l they h;wc tlre a n l l ~ ~ ~ r i l y  10 ;~nd wi l l  cl'lhcn~;~le 
suhscctions ( I )  through (5) hercnf. 

(p) )tccul:~tian i~rrd Oversirht t11 Ncw T o h : ~ c a ~ . H e ~  Tr;lde Asn,ci:~li<tns. 

( I )  A P:~rticipaling M;~nufucturer ni:~y form or par1icip:lte in new tt~haccn.rclaled tr;~de ;ursoci;rli~rns 
(ruhject III ;III ;~pplicuhle laws). prrwidcd such asstr ial i~~ns agree in writing n111 1c1 ;I~I in any 111;1nner contrary to any provision 
I I~ this Agrcernenl. E;rh I?~rticipaling Munulbcturer agrees th:11 i f  m y  ncw luhacco-rel;~trcl treclc ass~~c ia t i ~~n  litils to su ;agree. 
such Particip:tlinp M:~nuT;~ctt~rcr w i l l  not pt~rlicipate i n  or support such uss~siation. 

( 2 )  Any lehacco.rela~ed trude associ;~ti~~n th;rl is furmed or c~intrullcd hy one or more of  he I':~rlicip;~ting 
M;tnufarlurers ;~fler !he MSA l ixccuti~ln D;lle shall adopt by-laws governing Ihc ;~ssoci;~li~~n's ~lr~rccclurcs and Ihe rctivilies 131' 

ils members, ht~;~rd, employees. ;agents and ather reprcscnt;ltives with respect III the t~~h:~cc~r.rcl;~ted lrucle ass[rci;~tion. S ~ ~ c l r  
hy-laws shtl l  inclttcle, among r~ther things, provisi<~ns that: 

(A) each ullicer t~l ' the asst~ci;~li<~n rhall he 11pp111ntr.d hy the hwtrd o f  the ;~sa~ci;~t i<~n, slr:tll he ;tn 
cmpllryee o f  such asntci;~licm. am1 during sucli ~~l ' f icer 's term shtll ntrl lie u directt~r o f  or c ~ ~ i p l ~ i y e d  hy ;rny cnc~rther o f  the 
ass~rif i t i~tn or by  an Aflili;~te o f  any ~ncmher (11 the associi~litm; 

( 0 )  Icg;rl c~ulnscl l i l r  the usarci;~lion sh;lll he independent. 81n1l neither c~bunscl nur any ~ r i c~ r~he r  or 
e~nd<rvee of coanscl's I:rw ( inn sh i~ l l  serve 41s l e r i ~ l  ccrunsei 10 ;mv inember !rf Ihe ;ussociatit~n or 11, ;I ~nanulhclurcr ($1 Trd>;~cc~ . . 
I'nnlucls 1h.1 ic ;In Afliliitlc r>f uny me~nher trt' the us.;ocialilm during lhe linle Ih8l it is serving as leg:~l counsel 111 Iliu 
asn~cialir~n: and 

(C) ~n in i~ t cs  dcscrihing the suhslance o f  the nicelings tif the h~r;~r(l ol'directt~rs 111 the ;~sa,ci;rlicrn 
shall he prepitred ;111cl s h ~ l l  he ~tr;~inlaincd hy Ihe asscriaticm hrr 0 period 111 ;I! Ic ;~ \ l  live yeitrs f l~l lowing thcir prcl,;~r;~tior. 

(3) \Vilhnul I i~a i l ;~ t i~m t>n wlrslcver other rights 141 access lhey may he per~ i~ i l led hy law, lirr :I period o f  
seven years frnm the dstc any new lohacco-related lracle ass~tciillion is litrmcd by any of Ihe I'articipi~ting Manulirclurers after 
the MSA Execution Dele the antilrusl uuth~rrilies o f  any Sellling Stale niuy, fur the purptre o f  cnfi~rcing this Agreement. 
upon rcilsonahle cuusc l o  k l i eve  Ihal ;I violution o f  this Agrce~ricnt has occurred, and upon ruastln;~hle priur wrillcn nntice 
(hut in noevenl less than 10 Business Days): 

(A)  have access during regular oflicc huurs to inspccl and copy 2111 mlcv;~nt non-privileged. non. 
wurk-pr~~duct hlrltks. records. ~neeting agenda t~nd ~ninutes. and ~rther docu~nents (whether in h:~rtl cupy t i i r ~n  or stored 
e l cc l r~~n i c~~ l l y )  01' such ;~ssnci;~lic~n inatfar ;is lhey pertain lo  sucli helicved vi~tlalion; ;lnJ 

(1%) interview the a s s ~ r i : ~ t i o n ~ ~  direcI<~rs. ~*fIicers ;and e~iipl~ryees (who sh:bll he entilled 11) 11.1vc 
counsel present) wi l l i  respect tn rclev;lnl, n~lii.privilegecl, nun.work.pr<~lucl Irti8llers pertilining 1,) such hclicved vitrl:~tinn. 

Uocu~ncnl\ ;~nd i n l i ~ r~ r~ ;~ l i t r n  pr t~v i~ lcd 10 Sellling Sl;lle unlitrurl :~ttth~rrilics sli;rll he kept cnnlidenli;~l hy and ;Ilrnrnp 
such aulhcrritier, i~ncl shill1 he utilized llnly by  the Selllinp States ;lntl w ~ l y  lor the parpose cd'enli~rcing this Agrce~ncnt or Ihe 
c r i ~n i~ i u l  law. 'The inspectia~n and discovery right.; provided 11, the Settling Sl;~tes pr8rsu;ml IO lhis suh<ecli<rn SII;III he 
clrurdin;tled an :I\ I c v  ovoid rcpctilive and cxeessive inspcctit~n and discnvery. 

(q) J'r<rhibiri~~n on Arrcerncnls l u  S~rnnress Resc;~rcb. No  I':lnicip;tling Menul':iclarer ! i~ ;~y rnter into ;lny c8urtr;lct. 
c ~ ~ ~ n h i n a t i ~ i n  or conrpir;~cy with inny t~t l ier Tt~haccu Prt~duct Mi~nufuelurcr lhirt li;~s the purpose trr e lkc t  01': ( I )  l i~nit ing 
ct~mpelilicr~t in lllc production or clislrihulinn 11l inlhrmalion ahnut health hazurds ur other con.;equcnces n f  the use o f  their 
prtnlucls; (2) liniiling or suppressing research inln smoking an11 health: or (3) l i~n i l ing or wppressing rese;rrch into the 
~narketing or develt~pnrcnl o f  new products. I'rovide~l, h~~wcver ,  lhul nothing i n  this sahsccli~~n shall he deemed 111 ( I )  require 
any l'isticipaling ManuVaclurcr to pr~duce, ~listrihute nr ~~thcrwisc discluse any inli~rmalirtn t h ~ t  is suhjecl to any privilege trr 
prtlteclion: (2) preclucle any Participating M:tnufaclurer from entering inlo any juinl delinse or joint legs1 intcresl agreement 
or anangernenl (whether or no! i n  writing), or f n r~n  :~sserling any privilege purso:lnt Ihrrcl~r: or (3) i~nptrse any al'lirarative 
t ~ h l i g a ~ h ~ n  on irny Participuling Munuf~rttarev to amclucl any research. 

(r) Prnhihition c~n  Maleri:~l Misrenresen~;~ti~tns. Nu Parlicipsling M;~nuf;~cturer rnuy rnuke ;my ~~i:rteri;~l 
misreprcscnr;~li~~n t t l  f;rt regarding the he:~lIIr cvnsequences c ~ l  using any Tuhitcca I'rc~duct, including any tr>h:rcct, addi~ives. 
fillers. p:lper or ~ ~ t h e r  ingredients. Nothing i n  this suhscction shsll limit lhe cxercisc o f  ;lny First A~~tend~nunt  righl or the 
asrerliwn ~ r f a n y  dcl'crtse or p~s i l i on  i n  any judicial, legisl;~!ivc or regulatory firruni. 

IV. PUIiI . IC ACCESS T O  DOCUMENTS 

(;I) ARer Ihe MSA Execuliun Dirle. lhe Original I'i~rlicipa~ling M;~nuf:.~clurers ;~nd  he T~rhocco.Hcl;~te~l 
Org;~aiz:sli~tns wil l  suppon ran applic;~li~rn for the ~lissolulion of uny pr~~lec l ivc  orders enlewd in each Settling S!;~te's 
lawsuit iclcntilicil in Bxhihit D wilh respect only st Ihnse documents, indices and privilege logs that hove heen pnrduccd as of 
t l ~ e  MSA lixeculinn Dale to such Settling Stale und ( I )  us to which defendunts huvc nr;~de no cluim, or have with~lrawn any 
cl:~irn. o f  ;~llorney-clicnl privilege, ullorncy work-product pr~rtection, cninmnn interestljninl defense privilege (collectively. 
"privilege"). Ir;~~le.secret proleelion, or cnnfi~lential or prttpriela~ry husiness informalinn; i~ncl (2) that are nut in;~ppr~~priate fur 
puhlic disclosure hect~ase II~ pers~rnsl privacy interests or contrsctuul righls o f  third parties that tnay not he uhrt~gaad hy the 
Original I'articipaling ManuVaclurers or the Tobacco-Keli~lcd Organizalions. 

(h) Notwilhslanding St;~le.Specific Finality, i f  any order, ruling or recommendstion was issued prior 111 Septenrher 
17. 1998 rejecting a cluim of privilege irr trade-secrel prntection with respccl k t  any document or dcruments i n  11 lawsuil 
identified i n  Exhihil D. the Settling Sl;~te i n  which such orclcr. ruling or rccnmmcntlutinn was mude may, no later t h ~ n  45 
(lays after the Ilccuncncc o f  Slate-Specilic Finality in such Sellling Slute, seek puhlic discli>sure o f  such dnculnent or 
documents hy application 10 Ihe courl Ihat issued such order, ruling or recom~nendulion and the coerl shall rctuin jurisdiction 
for such purposes. The Original Puniciputing Manufacturers und Tohacco.Kclnted 0rg;lnizulions do not consent s ~ ,  m d  ,nay 
ohjcct tcr. uppeal fro111 or ulherwise oppose any such uppliciilion for disclnsurc. The Originul Participating Manufirccurcrs and 
Tclhlccn-Relaled 0rg;lniwlions wi l l  not usscrt Ihat Ihc selllement o f  such lawsuit has clivestetl the coun ofjorisdiclinn or that 
such Settling Skrle I;aks ,l;~nding to seek puhlic disclosure on ;my upplic;rhle grnund. 

(c) The Originul l'h~rlicipating Manufacturers wi l l  milinlain at their expense their Internet da~cu~nent wehsiter 
acccssihlc Ihrough "T~rh~rccoHes~~lu~i~in~c~~ni" or a similar wehsitc unlil June 30, 2010. The Original Participdting 
M;~nuVactarers wi l l  tn;rinlain thc clmumenls that currently uppear on their respective wehsitcs nnd wi l l  add addili~rnsl 
documcnts tn theit wehsitcs ~s provided i n  this secti~in IV. 

(d) Wilhin 1RO duys after the MSA Executinn U;~le, c ieh Originill Parlicipdling ManuVdclurer and Tohacco.Kclated 
0rganiz;llion wil l  place nn its wchsite copies of the following documents, except us provided in suhscctions IV(c) und IV(t) 
helow: 

(1) all douumenls prnduced hy such Originul Participaling Manufacturer or Tohucco-Kclaled Organization 
as o f  lhc MSA Execution Dale in irny action idenlilied i n  Exhihit D o r  :my action identilied i n  section 2 o f  Exhihit H Ihal was 
lilcd hy ;In Allorncy General. Among lhesc d~~cumcnls, cuch Originlrl I'articipaling M;~nulltcturcr and Tohaec~~.llelated 
Orgsnizaliun wi l l  give the highest prinrity la  (A)  the dwu~nenls t h t  were listed hy the Sl:~le of \V;~shinglnn ;IS trial cxhihils 
in the &lte o f  Wushincton v. m i c : m  Tohucar w. No. 96-2-13056-8 SEA (Wash. Supcr. CI.. County 111 King): and 
(U) the dt~curnents as to which such Originul Purticipating Manulucturcr o r  Tobacco-Kelated Organizuiicrn withdrew any 
claim r~fpr iv i lcge as a resull I I~  the re.exumination o f  privilege claims pursuant l o  cnurt order i n  v. 
Kevnolds Toh;icco Compan~. e l  al,. CJ36.2499.L (Dist. Ct.. Cleveland County); 

(2) all documents that can be identified us hnving hecn produced by, and copies o f  tr;~nscripts of 
deposilions given hy, such Originul Panicipaling Munuhcturer ur Tobacco-Relaad Orgunizacicrn 21s o f  the MSA Execution 
I h l e  in the l i l igal i~rn matters specified i n  sectinn I o f  Exhihi l  H: and 

(3) all clmxumenls produced hy such Originul Punicip~i ing Manufacturer or Tu'~ccrr.Hel:~led Orgrniz;~lien 
as I I~ Ihe MSA Execulion Date and listed by the plaintiffs as lriul cxhihils in thc liligalinn matters specified i n  section 2 of 
Exliibit 11. 

(e) Unless copies of such dcrumenls are alreirdy on its wehsite, each Original Par~icip;rting Manul'acturer 
untl Tcrhucct~.Kcl~~ted Orgunizutitln w i l l  place on its wchsite copies of J<tcumcnls prnduccd i n  uny productirrn eT d[runrcnts 
lh~l hkes pli~ce on or alier the d;ltc 30 &aye hel i~re the M S A  l2xeculinn Dale in any federal Irr sble coun civi l  itelion 
cencerning sml~king rrnd hculth. Copies I I~ any dcrumenls required l o  he placed on u wehsite purswdnt to this suhsccti~m wi l l  
he placed on such websile within the later 11145 days u k r  the M S A  Execution Date or within 45 days .tier the production ot' 
such drrulnenls in ;my federal or slate caurl action concerning smoking and health. This ohligation wi l l  continue until June 
30. 2010. In  placing such newly produced d~rumenls  on its wchsite, csch Origindl Pitrticipa~ing Munuhclarer nr  T o h c c o  
Related Organizulinn wi l l  idenlily, us pan o f  its index l o  he created pursuant l o  suhscction IV(h). the ;~ctlon i n  which il 
produced such docunients and the date un which such dcrcumenls were added to its wchsile. 

(0 Nothing i n  lhis section I V  shall require uny Originul Pilrticipilling Manulaclurer crr Tnbacee-Hclslcd 
Orgunizati(>n 161 pl:lce tin its wehsite or rithcrwise disclose dwumenls Ihat: ( I )  il continues 111 claim to he privilcgecl. a trude 
secrcl, confidential or prciprieli~ry business informulion, or th11 contain other inlormalir~n not uppropriale fur puhlicdisclosurc 
hecause o f  perst~nal privacy interests or contraclu8l righls o f  third parties; or (2) continue to he suhjccl 111 any protective 
order, se:~ling order or other or(ler cw ruling thal pcvcnts or limits a litigsnl froni disclosing such cl~suments. 

(g) Oversized or mullimccli;l records wi l l  not hc required l o  he placed on !he Webrile, hut csch Original 
P~rl icip;~l ing Manulbclurers and Tnbacco-Related Orpanizalirtns wi l l  make any such records uvailahle lo  the puhlic hy  
placing c~ipics of them in Ihe clncument dcposi~nry estahlishctl in The Slate of Minnesolic. el ul. v. Philin Morris Incorarr:~tccl, 
u. CI-94.8565 (C t~ i~n l y  ~iI'H;t~nsey. District Cnurl. 2d Judicial Cir.). 
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Attorney Gencr;ll of ;I Sellling St;nIe ;rnd ;I 111enlhcr o f  !he NAACi execulive c t r~~~mi t l ce  st the liarc i n  quehli(rn (or i n  the 
evcnl no such l i r ~ n  ur mr soch princip;ds hh;tll he ;~cceptrhlc III such parties. N;~l i<~nal Economic Kese;1rc11 Associ:~lcr. Inc.. 
or ils successurs hy Inerger. acquisililbn or oll~erwise ("NEHA"). acting Ihrough a principal trr princip;~ls ;rccepl;~hle Itr such 
p:lrties, i f  such 81 person can hc identilied ;and. i f  nol, acting Ihruugh 8 principal or principitls idenlilied hy NEHA, or ;I 
rucceralr l i r ln scleclcd hy the CI'It Inslilulc for V i sp~~ le  Hcs~~luticvn), As sturn 11s pr;~clic:~Olc ;tflcr the MSA Execation I);alc. 
IIIC Fir111 rh:~l l  he juinlly ret:~ieccl hy  the !;ellling Sl;lles an11 Ihc 0rigin;ll I'arlicipaling M;~a~ll is lurers lor Ille purpose (11 
~n:iking the l i~rrgtt ing delrrn~inalion, ;lnd @he Firm sk i l l  provicle wrilten nc~licc 10 cuch Sellling St;~lc. Ilr NAAG. 111 Ihe 
Indcpendenl Auditor and l o  each 1'arlicip;lling ManuC;~cturer of such clelcrminelion. The <lelcr~ninalit~n u f  Ihe R r l n  will1 
respecl 10 this issue sh:~ll he conclusive and hinding 11p11n all parlics. ancl skill he lint11 ;~nd nt~n.;~ppe;~l;~hle. The re;~snn.~hle 
loes ;~nd expenses o f ~ h e  Fir111 ~h; l l l  I= p i ~ i ~ l  hy the 0rigin;ll I'erlicipling Manufacturers uccorrling l o  their Relt~live M;akcl 
Sh;lrcr. Only Ihe I';~rticip;~ling M;tnul:~c~vrers :~ncl Ihc Sellling Sl;~les. and llleir rehpcclive c~~unsel. hhilll he enlillcd III 
coln~nunie;tte wi lh Ihe Fir111 wilh respect III ihe Pirln's ;~clivilies purauanl 10 !his suhsecli~~n (I)(C). 

(I)) No NI'M Adjuslmenl shall he made with respecl III ;I p:lylncnl i f  Ihe aggreg;ble nulrther r,f 
Cig;lrelles shipped i n  or to the l i l l y  Unil,ctl Strles. Ihe Dirlrict crf Ctrla~nhiu and I'uerl~r Kico i n  Ihe ye;lr ilamedialely 
preceding lhc year in which lhe paylnetll in q~lerl ion is due hy lhnse I'i~rlicipaling M;~nuf;~clurers I11:ll II;I~ heco~ne 
I';~rlicip;~ting Manuf;~clurers prior 10 14 cl;ry>; ;lf~er the MSA I!xcculion iJate is grc;ller than Ihe ;Iggreg;tle nu~nher ~ r f  Cigarelles 
shipped in or l o  the t iny United S1;rlcs. the Dislricl of Ct~lulnhi;~. and I'ucrl~b R ia l  in 1997 hy such I';lrlicip;~ting 
M;~nuFaclurers (.nil m y  nf  llieir Afliliales that n~;~dc such ship~nenls i n  1997, us r le~n~~nslr:~lct l  hy  cerlilied ;~uditcil stitlcllrenls 

such Aflilbtcs' shipments. :lnd that rh, not cnnlinue I n  milkc soch shipmcnls :~fler Ihe MSA lixeculilln I);~le hec;~use Ihe 
rerpamsihilily lirr sllch rhipmcnls h;ls Ireell Ir;~nslirred 10 cine o f  such P~~rl icip;~l ing M:~nuf;rturers). Mr;~suren~enls 111 
shiplnenls for purposes t11'lllis suhreclion (I)) shull he lnu~le in Ihc tn;lnner prescrihed in suhscclic~n Il(mm); in the event t h ; ~  
such shiplnen! dala is unavl~ilahle lor any I';lrticipaling Mam~fi~cturer f<tr 19'Jl. such Pur1icip:lting Mamrf;~clurer's ship~nent 
v~~ lu l ne  l t ~ r  such yc;lr skill he n~easured in !is lnunncr prescrihed in suhseclia~n II(z). . . .  

(2) t\llc,c:ltilbn ;-er NI'M ~ Y l l n e n l  lllr O ~ i l l l l l i n c  

(A)  The NOM Acljusl~nenl sel l i ~ r l l ~  in suhscclit~n (<[)(I) sh;lll ~lpply lo  lhc A l l l~c l lcd  I';lylnanls 
all Sellling Slules. except as sel lor lh hclllw. 

( 8 )  A Settling Stale's Al l l raled Pay~nenl shall nnl hc suhject kt an NI'M Ai~justmenr: (i) i f  such 
Settling State conlinuously II;I~ u Qmlifying SI;IIUI~ (as dclined in suhsccli~~n (2)(E) hcl<~w) in full li,rcc and efkc l  during the 
mtirc c;rlcal:~r year ir11111ecli;11cly preceding Ihe year i n  which Ihe p;~ylnenl in ques l i~~n is clue. all11 diligenlly enftwced the 
prvvisittns ~r fsueh slalulc during ruch enlire c;$lenclar year; or (ii) i f  such Sellling Slule en:clecl the M tJe l  SI;IUIIC (;IS del inc~l 
i n  suhsecli~rn (2)(E) helow) l i ~ r  lhc l i n t  lime during 114 crlendar year immediulely preceding the year i n  which Ihe p;lymmt 
in questit~n is due. a~nlinunusly had Ille Mtldcl Slalutc i n  full lirrce and cl'fccl during the I;lsI r ix  ~aonlhs o f  such c;~lendnr 
yc;tr. and diligently enli~rced lhe provisit~ns of 'sucl~ slolule during Ihe period in which il w.6~ in li~ll l i~rce and el'l'ccl. 

(C) The uggregulc a~nnunl o f  lhe NI'M Adj~~s l~ncn ls  that woultl h;rve npplial to the Al l~~c;~tccl 
I';ty~nenlr o f  thnsc Sellling Slules 1h;rt are nr11 suhjecl l o  an NI'M Adjusl~nenl pursuant 11, suhsec1it)n (2)(13) >hall he 
rcdl<~cdtcd rnurny all s~lher Scltling SVates pro ram i n  proportinn to their respective Alloci~hle Shares (!he applic:~l~le 
Allocahlc Shares heing those listed i n  Exhihi! A). and such ~rlhcr Seltling Slules' A l l~ra te( l  I';~y~senls shall he further reduced 
acct~rdingly. 

(U) This suhsecri~~n (2)(1)) shall apply i f  the amount of Ihe NPM Adjusl~nenl applied pursu;inl lo  
st~hsccti~~n (2)(A) 10 any Scltling Sl i~tc plus the :tmnunl II~ the NI'M Acljurltnenls rc:~l l~~ca~tcd III s~lclt Settling SI;II~ pursuilnl 
suhseclion (2)(C) in any individual year would either (i) exceed such Sellling Scale's Al l~~c;~lecl O';~y~lrnl in I~:II ye;rr. or ( i i )  i f  
sshseclion (2)(F) upplies III Ihe Sellling St;lle i n  qucslil~n. exceed 65'lb 111 such Sellling Stale's A l l t~cu~ed P;~y~trenl in 111:lt 
year. R I ~  each Sellling Slale that has an excess as descrihed in the preceding senlence, the excess umounl 111' NI'M 
Adjuslmenl shall he further reallocated among all other Scltling Stales whose Allocaled R~y~ncn l s  are suhjcct lo  bn NPM 
Adjustment ilnd Ihal do no1 huve such an excess, pro rata i n  prupnninn l o  lhcir respeclive A l l~~cahle  Shares, and such ~rlher 
Sellling Strles' A l l~~ca led Pdy~nenls shill1 he furlher reduced accordingly. The provisions I I~  this suhsecli~~n (2)(D) shall he 
repealcdly applied in any individual year unlil cilher ( i)  Ihe uggregalc amount II~ NI'M Adjusl~aenls has heen fully rcallcrcalecl 
or (ii) Ihc lirll slnlrunt 111' Ihe NI'M Adjustlnenls suhjecl 10 r e u l l ~ ~ ; ~ ~ i l ~ n  under suhscctit~n (2)(C) or (2)(D) canno1 he flllly 
rcallr~.rIed i n  any individuill year as described in those suhseclions because (x) the Al lcwr~ed Pay~aent in [hat year ~ ~ l e : l c h  
Seltling Slate !ha! is suhject l o  an NI'M Adj~usl~ncnt and I11 which suhseclinn (2)(F) dncs no1 apply has h e n  reduced 10 zen,. 
and (y) Ihc AIItrared Puy~nenl in Ikll year o f  each Sellling Slule lo  which suhseclion (2)(F) applies has heen reducc~l 11, 35'70 
~ ~ f r u c h  Al l$raled I'ay~ncnl. 

(E l  A "Qu;~lifying Slutule" Incans a Sellling Stale's sl;~lulc. rectlla~inn. I;IW andhrr rule (opnlicshle 
everywhere the Serlling Slate has aulhoriry 10 Icgisl:rlc) tk11 el'fcclively and fully nculr;~lizes lhe cost Jivadvan1:tgcs thal the 
I't~rticivalinr: Monuhclurerscx~crience vis-h.vis N~~n.i'arliciwalinr Manulaclurers wilhin such Sel~lina SI:BI~ :I% ;I rerolt o f  the . -. . - 
provisil>ns of this Aprec~nenl. titah i';~nicapaling M;lnulbclurer and c:lch Sellling St;~le agree the ~rrnclel sc;acule i n  Ihe 
t i ~ r l n  set tirnh in Exhihir T (the "Model Star~~le"), i f  enacted wilhout modilici~lion or addi l i (~n (except lirr p;lrliculurized rl;t!e 
prtredurul or lechnicr~l require~nenls) snd no1 in conjunction wilh any Illher legisl;~live or regul;llt~ry prop~s i~ l .  skill consIiI~~Ie 
:I Qu;~lirying Sti~lule. Euch I';~rlicipaling Mi~nuf&~clnrcr ;,green tlr supporl Ihe enacllnenl ~ t l ' s ~ ~ e h  Model Sli~lllle i f  such Me<lel 

Swtute is intrnduced or prepirscd (i) without rnndi l ic~t ion or uddilion (except &rr parlicularized procedural or lechnical 
re~luiretncnls), i111d (ii) nul in conjuncl i~n with any other Icgislolivc proposnl. 

(F) I f  a Settling Slate (i) cnucls the Model Stulute without any ~nniliticalinn or addition (except 
for p:trlicularized rl;lte pr<rccduraI or technic;ll requiremenls) and null in conjunction wilh :my rrlhcr legislative nr  regulak~ry 
props~s:~l. (ii) tlscs its heal e l l i~ r ls  I11 keep the M ~ ~ d c l  Slutule i n  h~ll fuwe ilnd effccl hy, ulnong other things. defending !he 
Model Slalule fully in any lilig;~tion hroughl i n  slate or federal court wilhin such Setlling Stale (including liligaling all 
;~v:~il;~hle appeels ~II;II m;~y uffecl the cffcclivcness o f  the Model Statute). and (iii) olherwise cotnplies wilh suhseeli~~n (2)(B). 
hut a coun of competent jurisdiction neverlheless invalidates or renders unenforceable the Model Statute with respect lo  such 
Sellling S l~ le ,  ancl hul for such ruling !he Settling Svrte would hsve been exempt from an NI'M Adjustlnent under subsection 
(2)(B), then the NI'M Adjuslmcnt (including reallnci~lit~ns pursunnt l o  suhseclions (2)(C) und (Z)(D)) shall still apply lo  such 
Sellling Sl;~te's A l l ~ ~ . a t c ~ l  P;~ylncnls hut i n  any indiviclual ycar sh;~ll ~III exceed 65'16 111' lhe ~I~IIUIII o f  such AIL~calcd 
I'aylnenlr. 

(0)  In  the event a Seuling Sl;tte prnpoes undlnr enilcls a st;~lurc, regulation, law undh~r rule 
(applic;~hle everywhere the Scllling Slale h;ls uulhorily l o  legislulc) lhul is no1 the Model Slatutc and asserls lhol such SIIIUIC. 
rr.gul;~lil~n, law t~ndklr rule is a Qu:~lilying Sl~llule, the Firm shull he joinlly retained hy the Sellling Slates and the Original 
P;~rlicipuling M~~nuf;~clurers Ibr the purplrse nldetermining whether or nor such sl;ltule, regulalion. law andlor rule conslifutes 
;I Qu;llifying Sl;~lule. The Firm sh;lll makc the foregoing dcterminrlinn wilhin YO duys trf u wrilten request l o  i t  from lhc 
relev;~nl Sellling Sk~tc (copies of which requcsl the Sellling SVilte shall also provide l o  a l l  Purlicipating Munufucturers und the 
Independenl Auclitnr). and the Firm shall prnmplly lhereuner provide wrillen n ~ ~ t i c e  o f  such de~crminatinn to !he relevant 
Scltling Sl;lle. NAAG. ill1 i'rnicip;rling Manufuclurers and Ihc Independent Audilnr. The dclcrminalinn of the Firm with 
respect 141 this issue 5h;tLI hc concll~sive uncl h ia l ing up ln  all panics, und shull be final and nrrn-uppealahle; provided. 
however. (i) lhut such determin;~lion shell he o f  nn t i~ree uncl effect with respccl Iu  a proposed statute, regulation, law andlor 
rule 1k1l is lherealier cn;~elecl wi lh itny m~~di f icu l ion or addition; untl (ii) lhut thc Scllling S l l e  i n  which the Qualifying Slaturc 
w;~s em~eled and any Pilrlicipuling ManuVacturer may 111 any time request lhsl the Firm reconsider its determia~tion 11s III lhis 
is.;rtc in lighl o f  sulrscquenl cvcnls (including. withuul limilalion, suhrcquenl judiciirl review, inlerpret~~lit~n. mcJilic;~litrn 
i1nd111r dirrpproval oI' a Settling Slate's Qu;llifying Slalulc. and the munner andlor the effect o f  enf<~rcemenl of such 
Qualifying Slalule). The Original Parlicipaling Munufaelurcrs shall severully pay their Relative Market Shares o f  the 
reua~nuble fees and expenses of Ihe Firm. Only the Parlicipaling Manuhclurers and Scltling Stales. and their respective 
counsel, shull he enlillcd lo  cnm~nunicale wi lh the Firm with respecl l o  the Firm's uclivilies pursu;lnt to this suhscctit~n 
(Z)(G). 

(11) Excepl us prnvided i n  suhsec~ion (Z)(F), i n  L e  cvcnl u Qualifying S1;rlule is entloed within a 
Sellling Sl l tc :lnd is lhereaner invalidule~l nr declared unenh~recuhlc by  u court of eompclcnt jurisdicli~rn. olherwise mndered 
nnl in full ftrrce and effect. or, upon reconsiderutinn hy the Firm pursuunl lo  suhseclinn (2)(G) determined ntrt l u  constitule u 
Qualifying Sltule, lhen such Sellling Stale's Allrrirtcd Payments shall be fully suhject to :In NI'M Adjustmenl unless und 
unlil the requirements o f  suhwclinn (2)(11) huve heen nnce uguin solislied. 

(3)  tion on of  NPM Ad-, . ~ ' ' .' '11inc M a n u l i t c m .  The portion o f  the tnml 
alnnunl of the NPM Adjuslment 111 which the Original Pilrlicipaling Manufucturers arc entitled in any year that ciin he upplied 
in such ycar consislent with suhsccli~m IX(d)(2) (the "Available NPM Adjus~mcnl") s k ~ l l  he allocated among them as 
prnvidcd in this suhrecl i~~n IX(d)(3). 

(A)  The "llasc NI'M Adjuslmenl" sh i~ l l  he deler~nined l i ~ r  each 0rigin;ll 1';lnicip;lting 
M;~nul'aclllrer in such yc;u as f t~ l l~ lws:  

( i)  H l r  Ihc>sc Original Punicipating Manuf;lclurers whr~se Kelalive Market Shares in the 
year i~nmedialely preceding Ihe year in which the NPM Adjuslmcnt i n  qucsliun is applied exceed or itre equal to their 
respective 1997 Kelalive Markcl Shares. the Base NPM Adjustment shallequal 0 (7.ern). 

(ii) For t h ~ ~ s e  Original P~micipaling Mirnuf~~clurcrs whnsc Relalive M~ l r kc l  Shurcs in the 
year im~nediarely preceding Ihe yeur in which Ihe NI'M Adjuslmcnl in question is applied are less then lhcir respeclive I997 
Kclulivc Market Shares, the Dust NPM Adiusunenl shall equal !he result o f  (x) Ihe difkrcnce belwcen such Oricinul 
Parlicipdling Manul i~~turcr ' r  Kelal~ve ~ a r k c l i h i l r e  i n  ~ c h  preicding year and ils 1997 Relrlivc Markel Share mulliplie> hy 
h~lh.(v) the numher 111 ind iv idu~l  C~carclles iexnressed in Ihou\ands o f  unils) \lrinncd in or I n  lhc Unitcd Slates. the Di\lrir.l " . ,  . .. . - .~ 
of Columhiu and Pucno Ricn hy all the Original Parlicipaling Munufucturers i n  such preceding year (determined i n  
accordance with subsection Il(mm)) irnd (z) 520 per cuch thnusnnd unils III Ciguretlcs (as lhis nurnher is ;~~ljusled pursuant to 
suhseclinn IX(d)(3)(C) hel~>w). 

(iii) For those Original I'anicipalinc Munulhcturers whose Uase NPM Adiuslmmt. il . - 
c~Icu ld le~I  purruanl I#, i u h w r l i ~ ~ n  ( i i )  ahove, would exceed S3W million (au this numher is i ~ d j u ~ l c d  purrvan1 to suh\ection 
IXtd)(3)(C) hel(8u). Ihc 1Ia.c NI 'M Adju\llnrnl \hall cquul 5100 rnillit,o (or \uch d j u \ l cd  numher. J% prov~dcd in \uhrccl~c,n 
IX(II)(B)(C) he l~~w) .  

( B )  The share trf Ihe Av;lil:~hlc NPM Adjuslmcnr each Originill 1'arlicip:lling M;~nufaclurer is 
en~ i~ l e i l  11, rh:~ll he c;~lcul;~lcd 11s l i~l lnws: 

( i)  ll' the Avi~i l i~lr le NPM Adjuslrncnl the Origin111 P;lrlicip;lling M:tnl~li~c!urers ;,re 
enlillcd 111 in. any yew is less Ihiln or eqtitll 111 the sum of Ihe lluse NI'M Acljt~sl~ncnls rrf ;~ll 0rigin;ll I';~rlicip;~ling 
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(2) The lilllowing provi'cions shall apply where the Relei~setl I';~rly is ;In 0rigin;ll I':~rlicip;~ling 
~l;~nufi~cturer (or ;111y persI>n or cnlity 1I1;sl is a l~cle;~sccl I'11rly hy virlue 111' its r c l ~ ~ t i ~ ~ l l s ~ l i ~ ~  l\~iIll ;III 0rigill;lI l ' ; ~ r l i c i ~ i ~ ~ l i ~ ~ g  
M;:nul';sturer): 

(A) I n  the even1 of  a srtlle~nenl or slipulalccl jutlgmenl. Ill0 se l l l e~~~cn l  or stipul:~led :SIINIIIIII 

st11111 give risc 10 a continuing o1'14ct as such almlunt is uctually paid againsl Ihe full ;1ln11un1 of  sucll Original I';lrlicipoling 
hl;~nuf'acturer's share (dcler~nined as descrihi:d in step I! of  clause "Seventh IIS subsecli~~n IX(j)) of the i~pplieahlc Sellling 
Sule's Alll~caled I';~y~nent until such ti111e as the scllle~nent or slipul;~ted amount is Sally credited (188 ;I dull:~r.lirr-dt~ll;~r h;~sis. 

(U) Judg~aents (othcr than u debulr juclg~nenl) ;#painst ;I Kelcasc~l I1;lrty in such ;m :~clion sh;~ll. 
uplm payanent 111 such jurlg~nenl. give risc 10 an inla~cdiatc and conlinuing ~ll'l'sel ;~g:~insl the full ntllount 111 such 0rigin:ll 
I'~~rlicip:sling M:tnulbcturcr's sQ;~re (clcler~nined as dcscrihecl in suhsecli~ln (A)) (11 Ihe :~pl>lic;~hle Scllling Stale's Al lc~c~~lccl 
I';uy1ne111, until such litne 81s 111c jtsdglnenl is h ~ l l y  credited on a d~rl l :~r. l \~r- i l~~l lar hasis. 

(C) li:tch Sellling Slate reserves ~ h c  right 111 inlervcne i n  sllcli tin ;tclion (unless such :~crina w;~.i 
hroaght h y  Ihe Settling Slale) lo  the exlent aalhorired hy applicable law i n  r>rder 10 prolecl llle Sellling S1;ltc's interent ulldcr 
this Agreemenr. Each Partieiparing ManuR~clurer agrees ncll III ~ ~ p p ~ s c  any such inlervcnli~ln. 

(D) I n  the event that the i ~ l l r e t  undcr lhis suhsecli~~n (h)(2) with respect I~I ;I parliclll;~r Sellling 
Stale w ~ ~ u l d  in ;my given year exceed such Origintll I?~rl icipa~ing Manuli~clerer's sh;~re of s~rcb Sellling Sl;~te's Alloc;lled 
Pay~ncnl (as such sh;m l ~ i ~ c l  heen reduced hy ;~d jus l~~ant ,  if;lny. pursuunl It1 Ihc NI'M A r g a r t ~ ~ ~ e n ~ .  ;~nd hils hcen rcdltced Iry 
adfsels, i f  any, pursu:t~tt to the Federal Tohi~cco Lcgislalicm OI'fscl ;~nd Ihe \~ f f r c l  firr tnisca1cul;~led or dispuletl pay~nenls): 
(i) ~ h c  offscl l o  which zuch 0rigin;ll Punicip:~ling Manul'acturcr is enlillcd undcr lhis suhscctiun (2) in such year shtlll he lhc 
lu l l  atnnunt o f  such Origin4 Participating M;~nulacturer's share o f  s w h  Allcwated hysnenl; and (ii) :dl ameunts no1 ul'fact hy 
rc;lson ofcbuse (i) shall e;lny forward and hc ~~f fset  in the li>llowing yeur(s) until all such :lmosnts have heen offset. 

(3) The fnlluwing provisions shall apply where the Released k l r l y  is u Suhscquent I'ar!icip;~li~~g 
ManuRcturer (or any person or entity that i!; a Releuscd P m y  hy virtue o f  ils rclat i~~nship wilh a Suhscquent k~rl icipal ing 
M;~nufuclurer): Suhjecl l o  the provisions of $.uhsccli~~n IX(i)(3). e:lch Suhscquent I'arlicipating M;;nulircturer sht~ll he enlilled 
to the ~,fKset as descrihcd i n  suhseclinns (2)(/'~)-(C)  hove aguinsl puylnenls it ~~ lherwise wt,ulcl ,,we under seclian IX(i)  10 the 
exlcnl I~PI  i t  (ur any pe ra~n  111 entity that is ;I Kcleawd I't~rly h y  virtue t ~ f i t s  r e l a~ i~~n r l r i p  wilh sach Suhsrquenl I1;~rlicip.ling 
M;~nu(bc(urer) hss paid un u setllement, slipul;~lcd judgment clr judgmcnl lhill woultl give rise Itr ;In OIRCI under ruch 
suhreclirrns ifp;aid hy an Originel Purlicip:lling Manuhclurer. 

XI I I .  CONSENT DECREES AND DISMISSAL O F  C L A I M S  

(a) \Vithin 10 days at'ler the MSA l i x ccu l i ~~n  Dale (or .  ;is l o  any Sellling Slsle identilied in lhc Atldili;>~i:~l S1:11cs 
proviritsn 411 Exhihit D. concunenlly wi lh the l i l ing o f  ilr law\ail), each Scllling Sl;llc und c . ~ h  I'~rlic~p:oling M.an~~l.~ulurcr 
1h.11 IS a ndrtv i n  ;~nv 01 llle k~wru i l r  iclcnlilicd in Hah~hit U \h:~ll ia~inlly IIIIIVC l i ~ r  a rluy 111 .#I1 nrttccedine' in wch Selll~nc . .  , . . 
St;~te's lowsuil with respect III !Be Participalil~p Munufucturcrs and all other Kele;md I'artics (excepl any pr~xeeding seeking 
puhlic discl~~surs ~ ~ f d ~ x u ~ ~ ~ e n t s  pursuant to ruhsecti<~n IV(h)). Such stay II~ 8 Sellling Stale's lawsuit shilll he diss~~lvcd upon 
the earlier ~ r f  the occurrence CIS State-Specilic Fin;llily or lerrninal i~~n trf lhis Agree~ncnl with respect tn zuch Selllinl: SI:IIC 
pursuant to suhseclion XVIII(u)( I). 

(h) Not later !ha11 Oece~nhcr 11. 1!I1J8 (or. as to ;my Sellling Slale i i lenl i l ic~l in Ihc Addition;~l Sl;~lcs provision 01' 
Exhihil D. ctrncurrenlly with lho tiling 411' its lawsuit): 

( I )  c w h  Seuling Swte that is a p;lrly III a I;~wsuil idcnlilied it1 Ex l~ ih i l  I) ;lntl e:lch I'arlicip;tting 
M:~nut';~cturcr will: 

(A) ten<ler lhis Agrcelllcnl 11: lhc Court in such Seltling SI:lle lilr its ;xppr~tv;ol: :bnd 

(B)  lender l a  the Court in such Sellling Srate l i ~ r  entry u consen1 decree conforming ICI the 111t~lel 
cvnsenl decree attached hereto as Exhihit L (revisillns or chunges to such model amsent ilecree shall he limited to the e x l e ~ ~ l  
rcquircd by sc;~te prc~cdural rcquircmcnls to reflecl accurately the Factual selling (11' Illc case i n  question, l iul  r h i ~ l l  nnt include 
itny subslanlive revision to the duties or ohlil:;llions of any Settling Slate or I'urticipating Mt~nubtcturcr. except hy  agreement 
of all Original Purlicipoting Munufacturcrs): and 

(2) each Sellling Sl;~le sh:lll suck enlry IIS ;III order 111' t l i s~~ l i r s i ~ l  41s cl;~itns alir~l~issiag wilh prcjuclice ;#I1 
c l ;~ i~ l ls  ;lg:tinst lhe I ?~ r t i c i p i~ l i ~p  M;~~~uBtclurcrs 811rd ;any other I(cle;~scd I1;lrly ill stlclr Sellling SI:~lc's ;Iclion i<lenlilic<l i n  
lixhihit D. I'rt~vicled. hnwcver, th;~l Ihe Srlllling Slate is not required III seek enlry u fsuch ;In vrder in such Sellling Stale's 
uclion ugt~insl such a Relrascd Party (other I k n  a Parlicipaling Manufucturrr) unless and unlil such Helcuscd I'i~rly h;~s 
released the Releasing I'srties (and delivere~l l o  Ihe Atlorncy Generul o f  such Settling Slstc a c t~py o f  such release) (which 
release shall he elt icl ive upon Ihe occurrence of Stale-Specific Finulily i n  such Settling Stale, and shall recite Ihol i n  the 
event lhis Agrcen~cnt is  terminated with respect 10 such Sellling Slale pursuan! to ruhscclion XVIII(u)(I) lhe Released k ~ n y  
ugrecs that the order (IS dismissill shall he null untl void and ~IE no clfecl) from uny ilnd all Claitns of such Helcared )'arty 
relaling I;! the pn~sccu l i~ ln  o f  such ;1cti41n ;IS pri~vide<l in suhseclinn Xll(a)(2). 

XIV. I 'ARTICIPATINC MANUFACTURERS'  DISMISSAL O F  R E L A T E D  LAWSUITS  

(;I) Upvn SIIIC-Sprcilic Finality in :I Settling Sl;~le, each I'ar~icip;~ting Manuf;~cturer wi l l  dis~niss witht~ul 
prejudice (;find w i l l ~ ~ u t  costs and lies) !he I;~wsuil(s) lisled in Exhibit M pending i n  such Settling Slate i n  which the 
I';~rticipuling M~nuf;~clurer is a pl;~inlilC Wilhin 10 days ufler Ihc MSA Execution DJte. each Furticipaling MunuBelurer 
and each Sellling Slate that is u party i n  uny o f lhe lawsuils lislecl i n  Exhihi1 M shull jointly l n ~ v e  k r  a sVay of ul l  prcrecdings 
in such lawsuit. Sucb slay o f  u Iawsuil againsl a Sculing Stale shsll he dissolved upon Ihc earlier ill the occurrence o f  Stale- 
Specilic Finality in such Sellling Slate vr ~ertnination III this Agrcernent wi lh respect a) such Sellling Slate pursuonl l o  
suhsecri~,n XVll l (u)( I) .  

(h) U p l n  Stute.Specilic Fini~l i ty i n  a Sellling Slate, each I'arlicipating Munufilclurer w i l l  relrase and disch;~rge any 
;bnJ 1111 Inlnnelury CI:tims ugiainsl such Sellling Stlate ;~nd any o f  such Settling Sl;~te's t~l'licers, elnph~yees, ;lgenls. 
;~d~ninistral~,rs, rcpresenlatives. of l ic i i~ls acting i n  their ~ ~ f l i c i u l  cspacily, ugencies, dcparttnenls, a~mmissions, divisit~ns and 
onunscl rel:tling III or i n  connection with the lowsuit(s) commenced hy the Atlorncy General o f  such Sellling Stele identified 
i n  Bxhihit D. 

(c) Upon SI;II~-Specilic Fini~l i ty in a Settling Stale, each Pilrlicipating Munufaclrrcr wi l l  releuse and discharge any 
i ~ n d  all monclary Claims against 1111 suhclivisions (pnlilicul or otherwise. including, but nut limited 111, municipulilies. 
ctlunties, psrishes, villages, unincorpor;lad districts und hospital districts) of such Setlling State. and any o f  their oflicers. 
c~nployces. ngenls, aclininislr:~l~rrs, rcprcscnlatives, ofliciuls ucling i n  (heir ~ ~ f l i c i a l  c;~pacity, ugencies, dcp;~rtmcnls, 
ca~~nmirsia,ns, divisions i ~ n d  cttunsel arising oul of Clui~ns thul halve heen wuivcd and released with continuing full l i~ rce und 
el'fecl parsu:lnl to section XI1 o f  this Agreement. 

XV. VO1,UNTARY A C T  O F  T H E  PARTIES 
The Sellling Seles and the Participating Munufitclurers acknowledge and agree th ;~ l  this Agreen~ent is voluntarily 

entered in111 hy e;ch Scttling Slate und each Participuling MonuPaclunr us the resull of arm's-length negolblions, and each 
Settling Slsle and cilch P;tnicip;~ling Munufuclurer was represented hy counsel i n  deciding lo  enter inlo this Agrecmen~. Each 
k~rl icipi~l inl ;  Manul;slurer furlher acknc~wlcdgcr that il understi~nds that ccrtuin provisions o f   his Agreement muy require i t  
ttr ;,el or refrain from ;tcting i n  ;I 1n;lnner t h r ~  could otherwise give rise to stale (rr fcclerul conslin~lit~n;rl challenges m d  that. hy 
v~~bn tu r i l y  consenling 111 this Agreement, it (and the T~~h:~ccn.Rclatccl Orguniz;~lions (or ;my Iradc ;1ssoci:1li6ins l i~ rmet l  or 
cunlrollccl by any I'arlicip:~ling Manufilclurer)) waives for puqu~scs uf perlurmaoce of  this Agreement any und al l  claims that 
the provisions 01' [his Agreement violate Ihe sl;~tc rrr federal conslilulinns. Pruvidecl, however, lh111 nothing i n  the li~rcgning 
shall a~nstitutc a waiver 11s tn lhe enlry o f  any cotlrt order (or uny interpreluti~~n Ihereof) lhal would oper;lte III lilttit the 
exercise rrf :~ny c ~ ~ n s l i ~ l ~ l i o n ; ~ l  right except 11, the extent o f  Ihc reslricti~~ns. limilali<~ns or ohligations expressly agreed to in 
this Agrec~nen~ or the Consent Decree. 

XVI. CONSTRUCTION 
(;I) Nu  Sellling Sl;~le or 1'arlicip:iling Munulicn~rcr shall he c~~nrir lered Ihe dr i~ner  o f  this Agreement or uny Ca~nsenl 

Dccree. or any pn~vision ofeilher. for the purpwc of  any skllule, casc Iuw or ~ l e  111 inlerpretalion or construction that would 
nr might Enuse any prov is i~~n to he conslrt~ed ag;linst ~ h c  iIr;lfter. 

(h) Nothing i n  this Agreement shall he ct~nslr~~ecl us i~ppruval hy the Sellling Slales c ~ f  any I'articlpi~ting 
M:~rn~f;!c~urer's business <~rganizi~li<lns. c~peralit~ns, nets or pr:~elices, uncl no I'ilr1icip;ating M:~nuf~~cturer m;sy make nny 
reprcscnt;~lion lo  the contr;ory. 

XVII. R e c O v e R Y  OF COSTS AND AITORNEYS~ FEFS 
(;I) The Originill I'anicipaling Manuf;eturcrs agree 1h;ll. with respccl to any Sellling Slute in which lhc Court h;~s 

;tpprovcd this Agrcclnenl and the Consent Decree, they shill1 scvcrrlly reilnhurw the tbll!,wing "Governlmnval Bntities": ( I )  
the (lflicc o f  lhe Attt~rney General ttf such Settling Slale; (2) the t~ff ice o f  the govern~nmul  prosecuting authorily b r  uny 
political suhdivisit~n o f  such Sellling Sblc  with u Iswsuil pending against uny Parlicipaling M;rnufi~cturcr as of July 1. 1998 
(:IS idcntilied i n  Bxhihit N)  thut has released such Settling Slate and such Participating Munul;lclurer(r) frtrm any itnd all 
Rcleassd Cluints (a "Liligating I'olilical Suhdivision"); and (3) other appmpriutc agencics of such Settling State nnd such 
Liligating' I%~li l icul Suhdivision. for rcun~nnhle cosls and expenses incurred i n  conneclion with the litifislion or ren~lut ion of 
claims usscrted hy or ugainsl Ihc t'articipuling Munuldclurcrs i n  Ihe ucli~ms set forth i n  Exhihils D. M und N; prt)vicled III;II 
sltch cosls und expenses ure 111 Ihe rulnc nulure us c ~ ~ s t s  u n ~ l  expenses l i ~ r  which Ihe Originill I'sr1icip;lting M;~nul;elurers 
wln~ ld  r e i ~ i ~ h ~ ~ r s e  lhcir own ct~unselor ilgcnls (hul nu1 including alsts and expenses relating 10 Iuhhying activilics). 

(h) The Original Purlicipaling M;mufuclurers further agree severully l o  pay Ihc Gnvernment;~l Enlilies i n  uny 
Sellling Slald in which Slate.Spccilic Finality has wcurred an nmounl sufficienl l o  cornpensure such Oovern~nenvsl Entities 
fnr time reasonably expended hy ullorncys and pdraleguls cmployed i n  such nflices i n  connection with the liligalion or 
resolution uf cluims usserled ugainsl or h y  Ihc Participating Manuf~~clurcrs i n  Ihc uclions identified in Exhihils D. M m d  N 
(hut not including time reluling @I Iohhying uc~ivities). such umounl to be calculated hascd upon hourly rates eqw l  to the 
111arke1 rate i n  such Sellling Stale Ibr privolc auomeys and pur;~legals o f  equivslenl experience ;~nd scniorily. 

(c) Such Guvernmenli~l Entitics seeking pymen l  pursuant l o  suhscclion (3 sndlor (b) shall provide the Original 
P;~nicip;tting Msnufaclurcrs wi lh an uppruprialely documenled slalement o f  all costs, cxpcnses and atlsrncy and paralegal 
limo l i~r which payment is soughl, und, solely with respect to payments sought pursuanl to suhseclion (h), shall do so no 
earlier lhun Ihe dale on which Slalc-Specilis Finslity  curs in such Scttling Slrle. A l l  ulnuunls 10 he paid ptjrsupnl 10 
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creclilcd, and 111c pityllrent insIrucliol~\i received 11). the Escrow Agw l  l'r111n Ihc Inclependc~ll Aurlilt~r ~ v i l l ~  rezl>ccl Ilr ~11cl1 
paylllcnt. 

(e) Tile Escrow Agent s11;lll cu~njrly with ;ill piiy~ncn"Inslrucli~~ns received ~'~(IIII the Intll?penrlenl A~~J i l o r  ~l~rless 
hcforr. I l:(Xl ;I.III. (New York City lillle) v r ~  Ihe schc~l~~lcd ~lzllc 01 p:~yblrenl il reccivrs \vr i l l~~ l l  i~ ls l r~ lu l i i rn~ Ill Ilic cl,nlrilry 
fro111 ;!I1 ot' I ~ C  Evcrcnv I';trlie<, in which even,! i t  ~lr;bIl ci1111p1y wilh such inslrucl i~in~. 

(I) On the Rrsl Uusiness Day 61fler disbursing ;my fun~ls from an Accnunl, llre l i icnlw Agcnl shall ~lcliver 111 e~lclr 
ollrcr Nc~lice Parry ;I writlen sl;~re~ssrrl shti\~riril~g the ;II~IIUII~ di~l~orsed. the dale ~ ~ I ' s u c l ~  disllur~clr~enl ~ontl Ihe p;lycc 111 lhe 
<lirhur>ed I'unclr. 

SECTION 4. I:(rilrrrc, o f f i c r o r ~ ~  A ~ n l r  10 Rrc,rivr h~rrrrrrriot~s. 

In  the event ah;,! the Escr~rw Agent Pails III receive any wrillen inslruclions conlerrrpl;~lecl hy this Escrt~w Agree~rre~ll. 
the Escrow Agent shall hc fully proleeled in  reliailring from 1;rking any ; lc l i~~n required u~rder ;any seclion 111 Illis liscrow 
Agrec~rrenl ollrcr tbi~n Scelion 5 until sucll wrillen inslrucli~rns :Ire receivcd hy Ihe liacrrlw Agcnl. 

SECTION 5. k v r s t r t ~ ~ ~ t ~ r  o j F ~ ~ # ~ t l s  by Escro~v Axrtrr. 

The Escrnw Agenl slr;tll invcsl an~l  reinvesl all arntrunls from lime 111 l i~lrc crediled 10 Ihe Ace~unls in eilhcr (i) 
direel ohliga~ions of, or e~hligulicrns Ihe prinoip;rl ;tnd inlcresl trn which are una~ndilicrnally guaranteed by. the Unilcd Sl;llcs 
of Anrerica; (ii) rcpurchtse agreements fully collalcrulizecl hy securilicr tlcscrihed in clau.;e (i) shove: (iii) money 111;rrkeI 
accounts maturing within 30clays ofthe ilccluisition thereof and issued hy a hunk or Irusl cornpimy organized undcr the I;~ws 
of the Uniled Sl;lles of An~cric:~ or o f  any nf the 50 Stales thereof (a "Unircd Sloles Uank)  and having cunlhined c;lpilill. 
surplus and undistrilruled profits in  excess of S500.000.000; or (iv) demand dep~lsits will1 any United Slules llunk huvinp 
ct,tnhincd ci~pital. surplus and undislrihulcd prolils in  cxcess II~ S5I~O.MN.000. TCI Ihe exlcnl pr~~cticerhle, monies credile~l 11) 
;my Acawnl sh;~ll hr: invested i n  strcl~ a munner a us It1 he ;~veil:lhle ftlr llse a1 Ihe limes when monies are expccled 111 he 
tlishurse~l hy ~ h c  Il.;crr~w Agcnl ;tncl charged III such Accounl. Ohlig:rli~~ns purehi~sed as ;In invesltnenl (~I'cnimies crecliled It, 
;my Accciunl shall he dce~ned a! all limes a1 be ;I p:rn 18f such Acct~unl and the inconle er interest corned, pn>lils rmlizcd crr 
I~,sscs sulfercd with respect I$, such inveslmenlr (including, wilh~rut limil;llion, ;my penillly f i ~ r  any licluicl:~li~rn  if an 
invest~nent rec(~~ire<l lo  f~lncl a clishursc~ncnl 10 he chilrged 10 such Account). shilll he cretlilccl or clrarged. a.; llre c;lrc III;I~ he. 
10 .  such Arcat~inl ; I~I a11.1ll he l i ~ r  !he I~enr l i l  01. o r  Ire I,ornc hy, the psr\on or elllily c~~t i l led 111 Il;bytrreltl lj.0111 \IICII ACEI)IIIII 
III clv,t,sinu ;tlnc,ng lhe inue~ltaunl avplia,lrs dc>criltcd in cl;~osrs (i) thratugh (iv) :ah#lvc. lhe Iiscrc~w Apes1 slr;~ll cotnply will1 
any instrucliuns rcccivc<l I'rt~nr lime l i~nc I'rr~~n all of Ihc l i r c r ~ ~ w  I'anies. 111 l l ~ e  ;rh\ence III stlclt inslrucli~~ns. Ihc l iacr~~w 
Agent shall invest such sulns in ;rccor~lance wilh cl;suse (i) ahuvc. With respect lo  any :t~nt~u~lIs credited 10 a Sl;~le.Specitic 
Accou~~t. lhe liscrt~w Agent shrll invesl ilnd reinvcsl ;III a~nounls crcdiled 141 such Acarunl ill t~cc~rcl;tnce will1 the law 01' the 
;opplic:rhle Sellling St:tle III tlrc exanl such I:IW is incr~!rsisle~~l will, Ihis Secli<ln 5 .  

SECTION 6. S~rb~rirrrrr I.'r,ntt IV.9: L ) n r t l i l i t ~ r l P ~ n l ~ ~ ~ t ~ t ~ , ~ r  Fs.lrr~<l. 

Each signalory to this Escnlw Agreemcnl shell provide the Escrow Agenl wilh a correcl 1;lxpuyer i<lcnlilic:~li~tn 
nu~rrhcr on a suhsrilutc Form W.9 or i f  it d~n:s 11111 h;rve such s nu~nher. u slalelaenl evidencing ils slolus as sn enlily exellrl>l 
I~ISII huck.ap wilhholding, wi~hin 30 days of the &ate hcrenf (und, i f  it supplies n I:t,r~ra W.Y. irr'liuule Ilrcreon 1h;rl il ir ntrl 
suhjecl to h;ckup wilhholding). The escrow crl;~hlished pursuant 11, [his Esc r~~w Agree~r~cnl is inlendcd 11) he trraletl as a 
Qu:rliIied Sel l le~~~enl  Fund f i~r  federal Idx pu~lnrws pursuanl 111 Treus. Keg. $ 1.46UU.I. The Escrt~w Agenl shall c111nply wilh 
;ill applicrhlc 1;rx liling, paymen1 and reporting requircmenls, including, witht~ut limil;~lion. Ihose inrp~~scil  trndcr Treas. Keg. 
3 1.4688. and i f  rcqucacd lo  do a t  shull join i n  the m:rking 111 lhc rclalion-hack elecliun under such regal;~li~~n. 

SECTION 7. 01,rirs latcl Lirrbilirirs of &crow Asnrr. 

The Escrow Agent >hall kave no duly or t~hligalion hereunder o~hcr th:~n lo I;~ke such specilic uclions 8.; ;Ira! required 
611' il hnm time 111 lime under !he pn~visions o f  !his Escr~rw Agreement, and il shall incur nn li;~hilily hereencler or in 
connection herewiih f11r anything wl~atst~evcr nlhcr ~h;m any liahilily nsulling from ils own gnlss negligence or willful 
misa~nduct. The Escrow Agcnl shall nu1 Ix h~isnd in  any way hy any ugrcemcnl or c<~nlract hetween the P;~rlicip;lling 
Mem~Bclurcrs and Ihe Sellling Slules (whclhcr or ncil the Escrerw Agent has knnwledgc IhereoI> other than Ihis Escrow 
Agree~nenl, and Ihe cmly dulics and resp~nsihilities of the Esc r~w Apcnl shall he Ihc dulies ;rnd <hlig;~lit~ns specilic;~lly set 
forlh in this Escrt~w Agreernent. 

SI!CTION 8 .  I t r ~ l ~ t t ~ t t i f i c ~ ~ ~ l i r ~ t r  (~C,VI.~<II~, A#,.ttr. 

The I';~r~icipaling Manefaclurers shall indemnify. 1~1ld I~;~r~r~ lcss and defend the liscrow Agent l i tur~ a~ ld  agilinsl alty 
,and all Irisses, cl~itns, liahililics und rei~son;~hle expenses, including the reusuni~hle fees of ils cc~unsel. which it nr;ry sefhr or 
illcur in  cnnnecli(ln with the performance o f  ils duties and ohliplions undcr this Escrow Agrecmcnl, except for thosc losses. 
claims, liahililies and cxpcnses resulling solely and directly firm its own gross negligence or willful ~niscunducl. 

SECTION 9. R c ~ i g n ~ r r i ~ ~ ~ r  OJ Escm~v Axe111. 

The Escrow Agent lnay resign at any 1i111c hy giving wrillen n~rlice Ihcreol' III llre 111her ptrrlies herel41, ~III such 
rcs i fn ;~ l i~~n shill1 not hccume elliclivl: unlil ;I succcsnir Exrrrw Agent, sflsclcd hy Ihc Origiliill I':~rticip;~ling Mi~nulhclurcrs 
;tnd the Scltlir~g Slalcs. sh:~ll 11;rve ~L'CII npp~rinled ;rncl sh;~ll II;IVC ;~ccep~ctl such ;tpp~~inltne~rl in wriling. I f  ;In instruul~r~~l c v l '  

;~ccepl~nce hy a succcsslir Escrow Agcnl s11;lll all1 l r ~ v e  hcctr ~leliverctl lo  the resigning li.;crtrw Ape111 willrin 00 (l:~ys ;~licr lhc 
givilll: *I!' sttch ntrlicc caf resigndlien, llle resignillp Escrow Age111 III~IY, ill lire ~ X ~ C I I S C  01 llte I';~rlici~:tlit~g M:IIIII(:IC~L~~C~S (10 

he sh;~red ecctlrding 1t1 llreir pro r;ll;r M:rrkel Shares), pclition lhc Escn~w Courl for Ihc ;rppoinlmcnl of a succcsn>r Esc r~~w 
Agent. 

SECTION 10. ESC~OIVAKFII~ Frrs  ar~rl l?x/~rt~srs. 

Thc I';~rlicip;~ling M;~ni~li~clurers shill1 pay 1'1 the L~scrow Agent ils fees as set fnnh in Appendix A hcrctl~ us 
:~nrcnrle~l from lilnc 111 time hy agrccmenl of Ihc Original Participz~ling Manufaclerers and the Escnlw Agcnl. 'The 
P;~rricipeiing Manu~rc811rcrs shtl l  puy to the Escrow Agenl its reusunnhle fees und expenscs, including all reason;rhle 
expenses, ch:lrgcs, c$runsel fees, and other disbursements incurred by il or hy ils ;lllurncys, sgenls and c~llgloyees in  the 
perk~rmance nf  ils dulics und t~hligulions under this Escrnw Agrcement. Such fees and expenses shall he sh;lred hy Ihe 
t?~rlicip;~ring M;lnutacturers sccc~rding lo  their pro rulu M;~rkel Shares. 

SliCTlON I I. N(~tices. 

A l l  nolices, wrillen inslrucfi~~ns I I~  other cr~mmunicalinns lo  any party or olher persun hereunder shz~ll he given in the 
ralne manner as, sh;~ll he given 111 the snnle persun us, and shall he effective al the swne time us provided in  subsection 
XVIII(k) cal'thc Agrccmcnl. 

SECTION 12. Srrofl: Rcirt~btrrsrttrt~rtr. 

The Escn~w Agcnl ucknowlcdgcs lhul il shull nut he entilled lo  set nflugainst any funds in, or pnyahlc from, any 
Account to s;rlisfy :my liahilily o f  any Parlicipiting Manufacturer. Each Parlicipsling Manuhclurcr lhul pays mow than i1s 
pro riita Merkel Share o f  any payment I~III~ is mode hy Ihc Pur~icipaling Munufuclurers to the Escrow Agcnt pursuant lo  
Section 8. 9 or 10 hereof shi~ll he entitled to reimhurse~ncnt of such excess from the other Purliciputing ManuRclurcrs 
according !<I lhcir pro ralu Market Shares o f  such excess. 

SECTION 13. I t~r rnr le~l  D~n~rfirirrrirs; S~rccrssom. 

No persons or entities other than the Settling Shies. Ihc Parlicipating Munulaclarers and lhc'Escrc~w Agcnl ure 
intended heocficisrics of this Escrow Agreement. and ~ rn l y  the Sellling Slates. the Parlicipating Munuhclurerr and the 
Hscnrw Agcnl shl l l  he cntilled lo  enforce the terms oflhis Escmw Agreement. Pursuunt to the Agrccmenl. Ihe Sclllinp Stales 
h;lvc designated NAAG and the R~undalinn as recipients o f  certain paymcnls: for all parplrscs o f  this Escrow Agrcement. ~ h c  
Scltling Stales sh:~ll he lhc henelicilries of such puymcnts enlilled 111 enti>rcc payment !hereof. The provisions of this Escrow 
Agrcc~l~enl sh~lll he hinding upnn und inure 111 thc henclit c ~ f  Ihe parlies hereto und, in Ihe case of Ihe Escrow Agent und 
I'arlicipating M;~nulbclurers. lhcir rcspcclive succesvors. Euch rcfcrencc herein 111 Ihe Escnrw Agent or lo  a Participating 
Menufilcturer shall he c~instrucd as u reference lo its succcssllr, where applicahlc. 

SlfCTlON 14. Govrrrritl# &r~v. 
This liscrow Agree~lrenl sh;~ll he conslrucd in i~cc~~rcl~rnce with ;and gtrverned hy the krws ~ ~ f t h e  Sl;~lc in  which the 

Eacrcrw Courl is It~culccl, wilhc~ul regard 11) the cttnllicls of law rules o f  such stme. 

SIiCTION IS. J#,ris~licllo~~ st111 Vi,rrrta 

The p;rrlirs herelo irrev~rcahly and una~nditiont~lly suhmil 10 Ihc arnlinuing exclusive juristlicli~ln elf Ihe Hscr'~w 
Court l i ~ r  purposes of any suit, aclion or pn~ceding seeking 10 intcrprct or cnfi~rcc eny prc~visicm of, or based cm any righl 
urising aut 111: this Escruw Agree~nenl, and Ihc parlies here10 ugrcc nor l o  commence ;any such suit. aclinn cr  prcrceeding 
except in  the Esc r~~w Cuurt. The purlics henlo herchy irrcvcrahly und unconditi~~nally wi~ive any ~lhjcclion 1%) Ihc laying 111 
venue or uny such suit, action or proceeding i n  ttle Escmw Coun und herchy further lrrcviwahly waive und ugrec no1 s1 plead 
or clailn in  the Escrow Coun IBI uny such suit. action or pr(reeding has hcen lir~iughl in an ina~nvenienl fnrum. 

SECTION 16. At~rrs,bro#rs. 

This Escrnw Agrcc~nenl may he amended only hy wrilten instrument exccutecl hy all of the p;rrlies hereto that would 
he affected hy the a~nendmenl. The waiver of uny rights conferrcd hereunder shall he effcclivc only i f  Inirdr in  u written 
inslrumcnt excculed hy the waiving party. The waiver hy uny adrly of any hrcach o i lh is  Agreement shall no1 he dee~ned lo 
he or cons~ruecl US u waiver of uny olher hrcuch, whelhcr prior. subsequent or cnntempnrunenus. of this Escrow Agreement. 
nor shall such waiver he deemed III he or conslrucd us a waiver hy uny ellher party. 

SECTION 17. Coet~rrrlwtrrs. 

This Agrccrncnl may he signed in uny nulnhcr of cuunlcrperls, each of which sh;~ll he ;In c,rigin;ll, with the r;#tne 
et'recl as i f  the sign:~lsrcs therc l~~ and hcrcsi were upon the s;lane inslru~nenl. Delivery hy I';~csilnilc of a signed c~~unrerpitrl 
s h ~ l l  he deemed delivery fur parposer r ~ f  ucknowlcdging isceplance hcreul; however, an original excculed Escrow 
Agreement musl prnmplly Iherc;~fler he delivered lo  each parly. 

SECTION 18. Cc~pricrt~r. 

The capli~~ns herein arc included for convenience of reference only and sh;~ll hc ignrrrctl i n  Ihe c~~nstruclinn und 
in1crprct;llion herc~~l: 

SECTION 19. Cotrdirirv~~s ro Efirri~,v,~rsr. 

This Escrow Agrce~ncnl sh;~ll hcco~ne cffcclivc when each p;rrIy hereltr shall have signed ;I cuen1erp;lrl hercol: Tile 
p;~rlies heret~~ agrcc 111 use lheir hcsl cll'rrr~s 11, seek ;an drriler 111' Ihe Escniw C41urt ;rpproving. ;tad re1:lining cl~nlimling 
jurisdivlit~n over. Ihc Escrow Agree8llenl 11s stion as pttssihle, alltl agree Ihrl such ~ ~ r ~ l c r  sh;~ll rcli~le htck 111. and he dccnred 
elkclive ;IS of, the d:lre !his Escr~lw Agrce~nenl h e c ; ~ ~ ~ a  el'feclive. 
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Addi l i~~n;~ l  Slates 

R I ~  each Sellling S1;lte nnl lisced a~hove, Ihe hwsuil or other legal aclion tiled hy the All~rrncy Gcncr;al or Cavernnr 
rrf such Scltlinr Stale urainsl Pi~rricir~erin*. Manul;~clurers in the Court in such Selllinc Stale nricrr to 10 davs itfter 

Any ; ~ ~ n < i n t  I h ~ t  hy the lerlils nflhe Muster Selllemenl Agreetnent is to he adjusted pursu;#nl to this Exhihit E (the 
"Applicuhle Base I'a~yment") shall be adjusted in  the following miunner: 

(A) In the event Ihc uggregate number nlCigarelles shippcd in  or tu the fifty United Stiales. the Dislricl of 
Orlutnhi:~, and I'uerlo Uico hy Ihe Original Purlicipaling Manuf;~cturers in  the Applicahlc Yeur (as defined hereinhelow) (the 
"AcIwaI Volume") is gre;scr than 475.656.Oo.000 Cigsrellcs (the "Base V~llume"). Ihe Applicahlc U:lsc k~ymcnr shull he 
~sulliplied hy the rb11ic1 o f  lhc Aclsal Volu~nc lo Ihc Base Volume. 

(13) In  the event ~ h c  Acluul Vtrlume is less than the H;w Vohtme, 

i. Thc Applicahle Base Payment shall he retluwd hy suh1r;lcting I'rntn it the ilmounl equr~l III such 
hpplicahlc Il;~sc Paynrent multipliecl both hy 0.98 and hy the rcsull o f  (i) \(one) minus (ii) [he ralirr o f  the Actual Volume 111 
~ h c  I3ure Volutnc. 

ii. Stllely fnr purposes t~t'calcul:~ling volu~nc i~djusltnenls lo the p;~ynicnls required under suhscclion 
IX(c)(I), i f 4  rcducli~~n of thc Ha% I';~yrnenl due under such subsection resulls from lhc upplicoliorl o f  suhparapraph (B)(i) of . - .  
!hi\ Exhihir E, hul lhc Originul Purlicipuling Munufuulurcr\' uggregak tlperuting in~.umc from \ J ~ S  41f Cigarclles ftlr the 
Annlic;nhle Yc;~r in lhe f i l lv Unilcd Sldrcb. the Ui%lricl (sf Coluonh~t~. and Pucno Riel, (!he "A~IIIJI Oncratina 1oc~1me"l is 
grellter Ik tn 57.105,340.& (the "Huse ~pera l i n r  Income") (such Uuse Onerutinr lncnmc heinr udi;sled Gwurd in  . - 
~cctinl;rncc wilh llre fnrmula for i n l l u l i ~~n  idjuslmenls set ktnh in  Exhihit C hereto heginning ~ i c e m h e r  31: 1996 st he 
annlictl firretch veur after 1996) then #he umounl hv which such Buse Puvnicnl is reduced hv Ihc unnliculion of ruhseclion . .. 
(H)(i) shall he reduced (hut not helow zerti) hy the amount culculalcd hy mulliplying (i) u pcrccnlagc equal to Ihc rggregzale 
Allwahlc Shares o f  Ihe Settling Stules in which Slate-Specific Finulity has occurred hy (ii) 25% o f  such increusc in  such 
operating inar~iie. Hrr purposes o f  this lixhihit E. "opcruling income from sales of Cigarettes" shall Incan oper;~ting income 
frf1111 sulcs 111Cigareues in  the l i l iy  United Slates, the District o f  Culumhia. und Puertc~ Rico: (a) heftrre got~dwill 
:~incrrtiralit~n. Ir;~dc~n:~rk a~n#~rliz;lli~~n. reslrucluring charges and reslrucluring reluled charges, minority inlcresl. net interest 
expense, non.~~peraling ina>me und expense. gencrul corporate expenses and income luxes: und (h) excluding extraordinary 
items, cu~nul;~tive c lhc l  o f  changes in  mclh~xl nfnccountins und discontinued eperdtions -- ull 81s such income is rcn~rted lo 
the United Slulcx Securities undkxchungc Cr~mmission ("S~C") l i ~ r  the ~ ~ p l i c d h l e  Yeur (either independently hy ihc 
I';~rticin;~linc M;~nulhclureror us nurl t~fconnrlidutecl linancii~l slitlenlenls renorred l o  the SEC hv en Al'liliale ~~I'such . - 
I'orlicip;~lin&! Manufilcluwr) ur, ill Ihc cusc of an Original I'urlicipaling ManuR~cturcr thal dne* not reptrrt incwnc 111 the SEC. . . 
;I\ rep~~nccl in linnncial \Ialemenl* prepared in ucc~~rdunce with U.S. generully accepled accounting principles and uudiled hy 
u n.~lic~n:~llv rcu~cn~zed accounlinc lirln. Pvr years ruhseuuenl lo 1998. lhe deler11iin8lion of the Oricinul Paniciwalinc . - . - 
M;~nul;~cn~rers' :iggregale operuling income from sales o f  Cig;~rclles shall not exclude any cht~rges crr expenses incurred or 
t~ucrucd in conncclinn with lhis Agreement or any prior selllemenl o f  u lohaccn end heulth cnsc and *hall olhcrwise be 
clcrived using the s;mc principles us were employed in  deriving such Original Psrlicipating M;~nuF~clurers' aggregate 
opcr:~ling incotne from s;~les o f  Cigt~rclles in  1996. 

iii. Any increuse in u Busc I'aymcnt pursuunl lo  suhscclion (B)(ii) :rhove shall he allcr;~led ulnong the 
Original Partieip:t!ing Manufi~clurcr~ in clrc fr~llt,wing nranner: 

( I )  nnly e those Origioal Participating Manufaclurcrs whose operating income l iom 
salcs o f  Cig;lreltes in Ihe l i f ty Unilcd Stutcs, the District c~fColumhi:~ und I'uerto Hico (irr the yeur fc~r which the Base 
l'ay~ncnl is heing adjusted is greater than lhcir respective operaling income l i r ~ m  such salcs of Cigareues (including oper:~ling 
inc~~ine from such sales o f  uny t~f lhc i r  Aflilittles lhal de no1 contimle lo htve such rules afler Ihe MSA Execull~rn Dale) in 
1')96(;1s incre;~scd t i ~ r  inllulion ;br provided in  Bxhihil C hereto heginning Vecc~nher 31. IOOh 111 hr! applied for e:~ch year 
;~ f~e r  1906): ;und 

(2) umtrng the Originul Pdnicipating Manufucturers descrihcd in  par;~gruph ( I )  ahnvc in  
prt~prrtion III lhc rulio of (x) lhc incrc;lse in  the oprul ing income from sales o f  Cigurcltes (11s descrihed in  paragraph (I)) of 
the Original I'urlicipating Manufuclurcr in  queslion, to (y) the uggregale increase in  the ~~pcr:tting inelme Rom stales o f  
Cigureltes (us descrihed in  parugr;~ph (I)) of lht~se 0rigin;rl Purlicipaling Munufuclurcrs descrihed in  pi~ragruph ( I )  ahtive. 

(C) "Applicuhlc Year" tneitns Ihc calendar year Immediately preceding the yeur in  which the pay~ircnt rl issue 
is due, regardless nfwhen such puy~nent is made. 

(V) Hl r  p~irposes of lhis Cxhihil, ship~llcnls shall he measurcd us provided in suhsecticrn Il(mm). 

the MSA Exec~tion  ale asscrling ~eleas'id Clai~ns. 



Litnilatialns on Y nu111 ;sccess to vencling ~nachines. 

Inclusion o f  cigars wilhin the dcliniti<,n 111 ~ lhacco  pr~rlucts. 

linhancetttenl ofcnf~nrcc~t~ent ellilrl!; tu identify und prosecute violalions of I;tws prohihiling rct;lil s;tlcs III YIILIIII. 

Encou~tping or supp<~rtinp use o f  Icchnnlogy to increase clltctivcness 111 ;~pc-of-purclt;tse I;tws, such ;I.;, without 
l i~ni l ;~l ion, the use o1'pr~~gratn~n;thle scanners. scnnners III rc;td ~lrivers' lice~~svs. <nr use 111'4~lher ugelll) ~l;ltu h;laks. 

Limit;tti~~ns nn pn~lnoti<tnal prognnts h ~ r  n~tn.tohaccl~ g~w~ds  using ~ohitcco pn~lucts  as lirizes or give.itw:tys. 

Enti,rce~ncnl of;rcess reslrictions Ihrctuph penalties nn YIIIII~ R I ~  pnssessii~n ur  use. 

Lit~~it;tlions on tt~hrcco p r~duc t  udvertising i n  or on scht~t~ l  litcilitics. or wc;~ring (11' tohacct~ Iopc~ taercla~a~lirc ia ttr 
on sch(atl property. 

Litnitalions on n~~n.ttrhl~ccu pr~lducrs which :!re dcsigne~l 1<1 Itwk like loh;tcco prcilucls. such ;IS huhhle gtttn cig;lrs. 
cancly cig;trettes, etc. 
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UNPEH TI!& MASTER SI.:TTLEMEN'T AGKEEMI'NT 

(;I) Upon awl ;tpprtrv:tl o f  a plan crf diss~rlulion The Tobacco Institute ("TI") will: 

(1) limnlovces. I'romptly nnlify und urrangc h ~ r  the lerminution o f  the etnplr~ymenl o f  all ctnployees; 
provided, howewr. th:tl T I  tnuy ct~ntinuc lo  cngitgc uny employee who is (A) esscnliul to the wind.down function as set fc~r t l~  
in secti(~n (g) herein: (0)  rc;tsoni~hly needed l i ~ r  the sole purpose o f  directing and supporting 71's defense of  ongoing 
litig;~tinn; trr (C) re;rucmahly neecled for the sc~le purpnse of petforming the Tobcco  lnslitute Testing Lhoralory's (Ihe 
"TITL") induslry-widc cigi~rclle tcsling persu:tnl III the Federal Tri~cle Cnmmissi~m (the "bTC") tnelhnd or any other testing 
prcscril~etl hy sl;tte or federal I;IW us set R~ r l h  i n  section (h) herein. 

(2) ~ l o v e c  Uenelils. Fund u l l  cmplayee henelit end pension programs; providecl, h~~wever, thsl unless 
EI<ISA or vther fedcrill or stuto law pr~~hih i ts  it, such funding wi l l  he sccnmplished thrtrugh periodic cnntrihuli~ms hy the 
0rigin;ll I1;~rticip;tting ~itnuli~eturers.~tccordin~ trt their ~eluti;e Markel ~h;tres, inlo u tresl or 8; like mechunism, whichtrusl 
or like tnech;tninrt wi l l  he cstrthlishcd within 90 days o f c r~u r l  unnrovul of Ihc nlan o f  dissnluti~~n. An oniniirn Ieuer wi l l  hc 
uppencled to the dissrrluli<~n platn 111 cerlify lhut the t ~ s l  pl;tn is ncrt incnnsislcnt with ERISA rtr etaploycc henelit pension 
c~nlr;lcIs. 

(3) I.e;lres. Terminale ;tlI le;tsch(~lds it1 the eurlicsl passihle date pursu;tnl ttt the leuses: provi~led. ht~wever. 
th;tt T I  1tt:ty relain ur let~se anew sttch spuce (or leitsc other spisc) us neederl t i ~ r  its wind-down irtivities, f i ~ r  T ITL  tesling as 
dercrihed herein, 2nd f11r suhscqtanl li1ig;rtitrn defense activilies. Im~ncdi;~lely upon execulictn o f  this Agreement. T I  w i l l  
provide notice trl cucli o f  ils lundlords o f  its desire l o  lerminute its lctsc with such landlord. and wi l l  request thut the Iandhrrd 
lake ;rll steps to rc.le:tse the premises ;it the errlies1 possihlc dulc consistent with Tl 's pct i~~rm;~nce of  its ohliprtit,ns 
hereun(1er. T I  will v;tcitre such le;trehol(l prcn~i.;es us rnon s% they ;Ire re-lc;tsed or on Ihe l;~st d;ty o f  wind.down, whichever 
occurs frrsr. 

(h) Asscls/l)eh~s. Within 60 11;tys uftcr court ;lppru~v;tl n f  a pl;tn II~ clisstrlution. 7'1 wi l l  provide to the Atlorney 
Gcner;ll of New Yurk ;and itppcnrl 111 llte dissololir~n plttn 11 descripli(~n elf 1111 111' ils ussels, ils <lehls, lax cl;~ittts :tp;linsl it. 
claitlrs 111' stiale ;~nd fccler;~l govcrnlnenls ;tguinsl il, credittrr cl;ritns ugttinst it, pending liligulion i n  which il is a parly itnd 
nrrtices o f  cl;tims ;tg;rinst il. 

(c) w. Suhjecl 111 Ihc privacy proleclions provided hy New York Puhlic OfTicers Luw $5 91-77, T I  wi l l  
prc~virlc u copy of nr otherwise mukc i~vitilithle III the Sl;tte o f  Ncw York ;r11 dncu~nents i n  its possession, cxch~ding Ihnse that 
T I  continues l o  claim III he suhjecl 111 uny ultnrney.client pivilcgc. attorney work product proreelinn, common inlerestljttinl 
tlefcnse privilegc or any 111hcr applicuhlc privilege (o~llcctively. "privilege") itncr the re.exuminution c ~ f  privilege clitiuns 
pursuitnt to court (~rtler in m e  11f0- v. w n t ~ l d s  Tohucco C ~ m n : t d .  CJ.96.2499-L (Dirt. CI., Cleveland 
Cnunty) (the "0kl;thoma ucli<~n"): 

( I )  T I  wi l l  deliver to the Attorney Gcncrel 61f1he Slttte New Yurk u copy ofthe privilege log served hy it 
in ~ h c  Okl;~ltatn;~ ;tclion. Upon u wrilten request hy  the Al l t~rney General. TI wi l l  deliver ;In ttpl;~rccl vcrsion o f  its privilege 
log, i funy such ~tpd;tted version exists. 

(2) The disclos~rre o f  uny document or d~wemenls claitnetl 111 he privileged wil l  he g<~vcrned hy seelion I V  
11frhis Aprccnienl. 

(3) At the ct~nclusir~n o f  the disumenr productit~n and privilege logging pmcess. T I  wi l l  pr~tvide i t  rwurn 
afidsvit that 1111 dwumenls i n  ils possession havc heen m;rdc uv;til;thlc lo  lhc Alt<~rney (ienerul o f  New York except for 
docu~nrnls cl;titnecl 111 he privileged. ;~nd 1h:rl ;any privilege logs thrtl ;~lready exist havc heen m;rde avuil;thle l o  lhe Altnrney 
Gencr;tl. 

(4) Remnininr Asscls. On ~nulsit l  figrccmenl helwcen T I  unJ the Altcrrncy General of New Ynrk, it not-li~r-prolit 
hea#llh nr child welf;tre orgunizution wi l l  he nilmctl us Ihc heneliciury o f  uny T I  ilsscts 1h:tt rctn;tin itfler I:twful trunskrs of 
;ts\ets an11 sutisfitctir~n o f  Tl 's elnployce henclit ohl igst i~~ns uncl uny other clehls, liuhilities or cluims. 

(c) I)efense o f  I.ilic:t~inn. I'ursuant to Sccli~rn 1006 ofthe New York Nnt- l i rr-Pr~tl i l  Corporetions Lsw, T I  wi l l  have 
Ihc right lo  continue 111 defend ils litigatir~n inlcrcsts with respect Icr ;my claims againsl il that are pending or Ihreatened now 
or thut arc hr(rug11t ttr threatened in !he future. T I  w i l l  retain rc~le discretion nver all litigotit~n decisions, including, wilhout 
li~nil;tlinn, decisi~ms with respect st rsscrling uny privileges or tleknses. hitving privileged ca~nmunica~ions ;and cre;tling 
privileged d~~cu~nenls, l i l ing pleadings, responding 111 discovery requeyls, tnuking motions, l i l ing :~fIid;rvits and hriefs. 
cr~nducling pitoy und nrin.parly discovery, rcklining expert witncsscs und consullunls, prcpuring l i t r  und defending itself st 
~ri;tl, sellling uny clrirns usserled ;tg~~insc it, intervening or ~~thcrwisc  participuting i n  liligutitrn In  protect interests th;tt i t  
deems signi1ic;tnt 111 its defense, and otl~crwisc directing or conducling its defense. Ptrrsu;tnt l u  existing joint defense 
agrre~nenls, T I  111:ty c~~nt inue lo  wsisl ils cltncnt or fttr~ncr tnetnhers i n  defense o f  any litig;tlion h r~~ug l t l  or ~hrei~lcnetl :~g;tinsl 
I l~cln. T I  ; t l s~~  tttity enler inlo itny IICW jtrint ~ l cknsc  ;~grectt~enl or ;tgreements IItitt i t  cleons signilicant st its (leknsc 111' 
penclirtg or ~ltrc;t~enccl ~IU~IIIS. '1.1 lttity conlinue 141 engisge such e ~ t ~ p l ~ ~ y e e s  its rcas~tn;thly nrcdecl l i ~ r  the s~,le purlr~~se of 
direcling ilnd sc~ppltrting ils defensc t t f ~ ~ n g ~ ~ i n g  lilig;~lion. As s w n  as T I  b s  no litig:tti~tn pending ;tg;tinrl it. i t  wi l l  dissulve 
colnpklely itnd wil l  cease all t ln~.l i<ms c~~nsistent with the require~nents of luw. 
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Special Co~ntnittee shall design;~te tile litnes. lor such meetings, so that a response is niiide I~I the Grant Applic:~lic~n ;IS 

expeditiausly as pr~c1ic:thle. 

The Special Colt i~nit~ee lnoy issue 11 gmn! I r ~ m  Ihe I:und only when an A t l o r~~ey  General ccrtilies that the ~ ~ ~ ( l n i e s  
wil l  he used in connection with u Qualifying Action. to wit: (A)  to investigate endlt~r liligale suspected violeli~lns 111 the 
Agreement andktr Consent Decree; ( 0 )  l o  investigate andh~r litigua suspected violations o f  slate antllclr fcdCVol antitrust or 
consumer p r~~ tec t i l ~n  laws with respect 10 the rnanuRcture, use, marketing and sales II~ t ~ ~ b a c c ~ ~  products: and (C) 111 cnl i~rce 
the Qualifying Statute. The Attorney General submitting such application shall further certify tlhal the entire grant t ~ f  ~nt~n ies 
from the Fund wil l  he used to pay l i t r  such investigati(~n andlcvr litigation. The Grant Appliculion shall descrihe the n;lture 
and scope of the intended action and use i~Cthe funds which tnay he granted. 

T o  thc extent permitted hy ];ow, e;l.ch Alturney General whose Grant Application is favr~rahly ucleil U~CIII sl1;111 
prcrmise t c ~  pay hack a, ~ h c  Fund all cll'lhe aarluunts received k t m  the Fund i n  the even1 the stalc is successful i n  l i t i g i l i ~ ~ n  vr 
seltlemml o f a  Qujlifying Action. I n  the event thut the ~nonetary recovery, il':my, oht;~ined is not sul'licient 111 pay hack lhe 
enlire amc~unt o f the grant. the Attorney Ge~leral shall pay buck as much us is per~nittcd hy the recovery. I n  al l  inst;lsces 
where rnonics are grinnted, the Atlorney t~encr;~l(s) receiving monies sllall provide ;lo accounting III NAAG 01 :111 
dishursot~ents received from the Putltl no Ialer Iban the 30th r,f June nexl t i~l lowing such dirhurse~~ient. 

&ctit~n u 
111 adcl i l i~~n l o  the rep:~yn~cnts to the I.:und cunte~i~plated i n  the preceding sccti[~n. lhe Special Co~n~tl i t lee 111:ly dep~~s i l  

in the I'und any other natnies IuwtLlly c t > ~ ~ i ~ ~ ~ i l t u d  t i ~ r  the precise purprsc <~l ' the Fund as act fnrth in sec l i~~n A(?) shove. Pttr 
exa~nplc. the Spc ia l  Co~na~ittce may at its d iscre l i~~n uccepl l i ~ r  clep~sit i n  the Fund a l i~un~lat ion grunt or c~~urt.<~rdered 
;tward for r u te  untitrusl andh~r cr~nsunter protection enlbrce~nent :Is lung as !he tnonies so dep(~sited hccutne p;wl o f  and 
suhjccl to the s;me rules, purposes and l i n~ i t a l i ~~ns  I I ~  the Fund. 

&clion 12 

The Special Commitwe shall he Ihc $ole ;bntl l in :~ l  :~rhiler 01' ;III Grunt Applic;tti~~ns oad 111'lhe alnl~unt aw;~nled for 
each such application, i f  any. 

Sccli<,ll I1 
Thc Special Cotitmiltee shall ende;lr~t~r III aisint;~in the Fund III~ us long a term us is cr~nsislcnt with the purpose of  

the Fund. The Speci;~l Brm~nittec wi l l  lilnil the tolal ulnclunt 1>1'grants made 111 a single ,lore 111 no Inore lh811 SSOO.O(X).O0. 
The Spccial Co~n~nil tee wi l l  not award ;I single grant i n  cxccss 11fS2W,000.00, unless the gr;#nt involves IIIII~C 1hr111 lrne st;~re. 
in which case, ;I single gr;int SII ~n;~<lc ta:ty not Ir11;ll Irtlre th;m S3IX).W.W. The Spcciill C<IIIIIII~~~~~ ~nsy,  in its ~ l i \ c r c t i o ~ ~  
;~nd hy UII~I~~III~IUS voa, decide c, waive I h s c  l i ~n i t ; ~ t i o~~s  il' i t  dc l e r~~~ incs  lhal special circut~%st;~~~ces exist. Such tlcciri41n. 
however. shall not he el'tcctive enles.; r;~titied hy u two.thirds ar;~jl>rity vote c ~ l '  the NAAG cxcculive co~!~~t~it tce. 

Scclion C 
Grant  Aplrlicnllon I'rocrdurrs 

This I'n~tt,ctrl shall he lranslnilldd Bt (he A!tomeys Gcncrol within 90 dtrys :)her the MSA l?xecution I1;ulc. I t  r11:8y 
r ~ t  he i~~ttendcd unlcss hy rec~~~t i~nenc la t i~ in  o f  the N A A G  cxecutivc c t ~ ~ s ~ l ~ i l t c e  nntl nl :~j~lr i ty v~ l l c  01' lttc Sellling St:~tes. 
NAAG wi l l  notil'y Ihe Scntinp Stater ol' any smcndmentr pn~~n l * i y  and wi l l  Ifitnsmit yc;~rly ttr the alinrneys gener:~l ;i 
slatetnent 11fthc H ~ n d  h;~l;lnce and ;I su~n~n:~ry  ~~ l 'dep i~s i ts  l o  and withdrawals fr11r11 Ihe FUII~ in the previous calcn<l;~r or lisc:~t 
yew. 

Grant Appliculions IIIUS~ he i n  writing :~nd #must be signed hy the Attorney General r ~ ~ h ~ ~ ~ i l l i n g  the :spplic;~tion. 

Grant Applicati(~ns must inclutle Ihe l i~l lowinp: 

(A)  A description ol' the c~~n~e~npl;~kcl/(re~~ding ;~clios, including the sc~~pe  111 lhe i~llegccl v i <~ l : ~ t i <~n  ;ssd the 
arex (slatc/rc~io~~;~l l~i~ull i .st;~te)  l ikely 10 he al'Seclcd hy tlre suspcclcd t~ll'ea,ling c t ~ l ~ t l ~ ~ c t .  

(13) A st;ttelllelll wl~etllcr the actiun is actively and curreally pt~rsue(l l i y  :my 111her Attrvrncy ( i c~~c r ;~ l  or 
vrher prt~secuting luthority. 

(C) h description ~II the pullloses for which the 11111nics s<rirglii wi l l  he used. 

(D) The amount rcqueslcd. 

(E) A directive 3s to how clishurse~nents I'ra111 the Fund shoulcl he ~nadc. e.&. either directly to a hai,lilier o f  
services (cc~nsulvunls. cxpcrts, wit~iesscs. and thc like). to the Altomcy General's tdlicr. dircclly. t ~ r  i n  l l ~ e  c;~sc (11' ~ ~ n ~ l t i - r l : ~ l c  
actiun, a8 one or 111t1re Attorneys Gcncr;~l's ollices clcsign;lled as ;I recipient nl'lhe n11111ies. 

(P) A sfutenient thut the upplicanl Attorney(s) General will, l o  the exani  permitted hy law. pay hack s1 
 he Punrl ;III, or as much us is possihlc, o f  lhe monies received, upon receipt o f  any lntrnelary recovery ohtilined i n  the 
c~~nte~npl;~tcJ/pentling litipution or settlc~nent of the action. 

(G) A cert i t iual i~~n that no pun of  Ihe grant munies wi l l  be used to pay thc salaries or ordinary expenses of 
any reguli~r e~npl~rycc o f  the ol'licc o f  the upplicant(s) and thut the grant w i l l  hc used strlcly to pay For the stated purpose. 

(H) A certilicalion that I I ~  accounting wi l l  be provided l o  NAAG of all m ~ ~ n i e s  received hy the spplic~tnt(s) 
hy no I;lter Ihun thc 30th ~ I J u n e  next l i~ l lowing any receipt o f  such monies. 

A l l  Grant Appliculicvns shall he suh~nitted ro Ihc N A A G  ultice ut the k~ l lnwing uddress: National Asadu t i ~ tn  of 
Attorneys Goner;~l. 750 1st Street. NI!. Suite I I W .  Washington D.C. 20002. 

Thc Special Cr~tn~ni l tce wil l  encleavor to act upon all cu~nplele and properly suh~nitted Grant Applications within 30 
days o f  receipt ~rl's;~id ;~pplications. 

Secllon D 
Olher Disbursemenls from the Pund 

a 
TI, cnti~rce and i~nple~nenl the terms the Agrecmcnt. tho Special Cc~mmittec shrll direct dirhurse~nents from !he 

Fund lo  c~,ulply with the partiill pry1ile111 ~ lh l igot i~ lnr  set limb in  sectionXI o f  the Agreelnent relative 10 costs o f  the 
lndependel~t Auditc~r. A rcporl o f  such di~hurscn~enls shall hc included i n  the uccounting given pursuant 111 scc t i ~~n  C( I )  
ahovc. 

Secllon E 
Admlnlslrntfve Costs 

NAAG shall receive h ~ m  the Pund on July I. 1999 and (rn July I o f  each year thereafier ;In ud~ninistrative h e  I I~  

Sl00.000 for its :~iItninislrotive costs in p r l i ~ r rn i ng  its duties under the P r n t r ~ o l  and this Agreement. The N A A G  executive 
c~rmmittee may wljust the amoant o f  the administrative fee in cx~raordinory circumsvunces. 
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A. Taking ;my acli{~n, clireclly or ~~ndireclly, l o  t;lrgel Ynu~h  wilhin lhe Slate o f  [n:lrrre o f  Sellling SI;IICI i n  lhc 
;~tlvertising, pnrlnolicrn or ~n;~rkeling ofToh:~cc~r I'rtducls, or t;~king ;my 11cli11n Ihe prinl:lry pirrposc 4 1 l  which is I ~ I  iniIi:~le. 
111;1inlaitt or incre;~se the incidence (11' Ynuth :;~tw~king within the Slale ~ r f l na~ r l c  ~~I 'Se l l l ing  Slalel. 

8 .  Afier I80 days after the MSA E.xecutitrn Dille, using or causing 10 hc uscd willrin the Sl41le 111 In;llne 11fScllling 
SI;II~~ ;any C,I~IOOII i n  the advertising. pnr~no!:ing. p;tck:lging II~ hheling 41f T~rhscc~r I'r~ulucls. 

C. Al'ler 30 days after the MSA Execution Dale, making or causing 10 he m;lde any paylrrcnt or t~lher ct~nsider;~li<~n 
l o  ;my nther person or cnlity l o  use, display, nrokc rekrence 10 rrr use as a prup within rhc Sl:~le n f  \n;lmc 111 Scllling Sl;llel 
any Toh,lcc41 I1roduct, Tobacco Pnrluct p:~ck;+ge. ~dver l iw~r tent  l i ~ r  3 Toh;lcc~~ I'r<rducl. or any orher ifem hearing ;I I\ri~rrd 
N;IIII~ in any Media: pr~rvitlcd, h~rwcver. th;~t the lirregt~ing prt~hihilion shall n111 apply l o  ( I )  Meilia where the ;nldience or 
viewers arc within an Adull.Only 1:acility (provided such Media are 11111 visihle 141 persuns t,ulside such Adull.Only Facilily): 
(2) Media no1 intended for dislrihulion or displ;ly 10 Ihe puhlic: (3) i n ~ l r u c l i ~ ~ n ; ~ l  Media concerning nnn-c~rnvenl i~~n;~l 
cigarelles viewed only hy or provided only 10 saokcrs who arc Adulls; and (4) acliqrn.; 1:rken hy any I'articipi~ling 
Manufaclurer in cnnneclion with u Nrund Nume Sp~nsorship permilled pursuunl 10 ~uhsoclions Ill(c)(2)(A) ; ln~l 
lll(c)(2)(8)(i) of the Agrcernenl. and use lrf a Ilrnnd Name to identify a Brand Nunte Sp~rnsorship pcr~nilled hy st~hsccti{~n 
Ill(c)(Z)(H)(ii). 

D. Heginning July I. 1099. ~narkeling. distrihuling. ol'Tering, selling, licensing crr cuuring 111 he ~nr:~rkcled. 
distributed, ttl'kred, sold, or licensed (includi~tg. wi lht~ut li~nil;llirrn, hy  c;lralogoe clr direct lrlilil). willtin lhe S1:tle 01' [ n ~ r l l l ~  111' 

Sellling Slatel, m y  apl~arel or a~llrcr ~nerchan<lise (111her t hw  Tohacccr I'n?ducls, ilelns Ihe w l c  funclitm ~ r f  which is III 
udverlise Tr,hiecco t'rnducls, or wrillen or ~:lectn~nic puhlicalions) which hears u Ijrand Name. l'ruvicled. hrrwcver, t l r ; ~ l  

nothing i n  this section sh;tll ( I )  require any P;~rticipaling M;~m~faclurcr 10 hrcach or Icrlnin;~le any licensing ;tgrce~rient or 
olhcr conlracl in exislence as o f  June 20. 1997 (this exception shall no1 apply heyond Ihc current tern1 o f  any exirling 
contract. without regard la  any renewal or option lcrm lhat may he exercised hy such I';~rlicipaling Manufuclurer); (2) 
prohihi1 the distrihuticrn to any i'arlicipaling Manufuclurer's cmph~ycc who is not Underage o f  ;my i l c ~ n  described uhovc lIr.11 
is intended hlr the persnn;rl use 111 such ;III elnployec: (3) recluirc ;my Purticipaling M;~nul';~clarer 111 retrieve. c ~ ~ l l r c l  or 
t,lhrwise rectrver ;my ~I~III I h ~ t  pr i t~r  111 lhc IdSA Execuli~tn I):II~ w:ls ~a:rrkeIe~l. ~ l is l r ih~~led.  ol'li!red, rt~ld. licensctl or ci~~lsct l  
11, he ~r~:trkcad. dislrihuled. t~l'li.reJ, ruld or licensed hy such I?~rlicip;rling M81nuf;1clerer; (4) ;llrllly III OI~IIW~\ ur 111her ile~ns 
used hy Adults scslcly i n  ~c,nncclion will) thr: purclruse o l 'Tc~b~cco I'ntducla; ( 5 )  apply 141 appi~rel ur ollrcr mcrch;~n~lisc useil 
within an Adull-Only Rc i l i l y  lhal is not dislrihuled (hy sale or otherwise) l a  uny ~ n c ~ r ~ h e r  I I~  [he general puhlic: or (6) apply 
~ r r  apparel or olher merchandise (a) marketed, dislrihuled. t~ fkrcd,  nrld, clr licensed at the site o f  a llrand Nwne Spons~rrship 
perrnilled pursuant III suhseclion III(c)(Z)(A) nr  Ill(c)(2)(U)(i) of lhe Agreenrcnt hy the person 111 which the relev81nl 
Parlicipeling M;~nuf;~clurcr has provided pa]1111en1 in erchsnge h ~ r  Ilrc use o f  Ihc relevant Hrand N;II~C i n  Ihc I3r;lntl Name 
Sprrnstrrship or a third-parly thal doer no1 receive payment f rwn t k  rclcvsnl I'anicipaling Manr~faclurer (or ;my AI'lili;rlc $11 
such Parlicipalil~g ManuI..Ict~rer) in connec~itrn wi lh the nvarkeling, dislrihutiun. ol'ltr, s;lle or license 111 such app;lrel ttr ~rllrcr 
nrcrchandise. or (h) uscd at the site ~II' a Urand Name Spt~ns~rrship per~niltcd pursuant lo subsections III(c)(2)(A) or 
III(c)(2)(B)(i) o f   he Agreemcnl (during sa:h cvenl) tltal are n111 dislrihuled (hy sale or ~~l lrerwisc) to any ~rre~nhcr o f  the 
gcncrd puhhc. 

E. Afler Ihe MSA Execulir~n D;ltc. dislrihuting clr causing l o  he dirlrihuled wilhin Ihc St:~te 01' [n;llae I~I' Scllling 
Slalel any free sa~rrples crf Tobacco I'nrd~~clis excepl i n  an Adul~-Only Pacility. For purpores o f  lhis Cnnvcnl I>ccrcc and 
F ind  Judgnrent, a "free r ~ m p l c "  does nn! is:lude a T~~baccrt Pr~nlucl lhat is provided to an Adull i n  connec~icrn wilh ( I )  the 
purchuse, exchi~nge nr  redemplic~n b ~ r  prtlnf nf purch:~sc of uny Ttthocco Prod~tcls (including, hut no1 lintilcd lo. ;I Iree ol'rer in 
c~rnneclitrn wilh Ihe purcl!iase crfTuh;tcco I'rt,cl~~cls, such as ;I "two-lirr-nne" offer). or (2) IIr r~rnduclitrg r,l'cc~nrt;~trcr tc\ling 
orcwiluati t~n ~~I"Trrh;~cctr I'r~~ducls wi lh persons who cerlil'y thill lhcy ;Ire Adulls. , 

F. Using or cauring l u  he usctl ;IS :I hr;ln$ n;tnle c ~ f  any Tc~hi~eco Pro~IucI pllrsuilnl 111 ittry :Igreettrenl rct l~~ir irrg the 
pay#ac;rt 411' lno~rey or olher v i ~ l u i t l ~ l ~  c ~ ~ ~ ~ ~ i t l ~ r i ~ l i ~ ~ l r .  uny n i~ l i ~~ t r ; ~ l l y  recopnired nr nalit>n:htly c.;t;~hlirhe<l hr;tnd n;~a$ve ur 1r:tde 
nalne o f  any non.lnh;acctr ilern or service ur any n;~lion:llly recognized or nali~bnully erlahlislred sports te;rln, entcrluinn~enl 
gnrup or individual celehrity. Provided, hovtever. 1h;rl the preceding sentence shall not xpply IO ally Tohlccu I'rnducf hr;rrid 
nanre i n  exislcnce as o f  July 1. 1998. Far the purposes 411' this provisit~n, the lerln "other valu;~hlc cunsideralinn" shall 1101 
include an agreclnent helwccn two entities who enler into such agreeurenl b r  Ihc sole purpose 01' ;$voiding infringctncnf 
claims. 

G. A k r  60 days after lhe MSA E~tesul i t~n Dale and Ihr<a~gh and including Dece~nher 31. 2001, ~tr;~nuliattrri~rg t ~ r  
c;lusing lo  he ~nmuhctered for sale within lhe Slale rrf [name of  Sellling Stalel any p ick  trr l~ lher  contaliner al' Cigi~retles 
containing k w e r  than 20 Cigarcues (or, in the case 111 rvll-yc~ur-own lohacco. any ~ackagc o f  nrll.your.own Icrhavca 
cont:lining lcss thin 0.60 irunccs o f  Ilrhlcc~r); :lnd. tlller 150 days al'lcr the MSA Excculitrn Dale and thrt~uglr and including 
Decc~nher 31. 2001, selling or clislrihuting within Ihc Slate US [nilme of Sellling Stale] any pack or other ct~nl;lincr trf 
Cigurelles ccmt;~ining fewer thun 20 Cigarelles (or, in Ihe casc o f  r11ll-your.own loh;~cctr. ;tny ptlckage of  rt,ll.your.cvwn 
~nhnccu cnnluining lcss than 0.60 a>u~tccs n f  ~ohacctr). 

H. Entering into any contract, colnhin;~linn or conspir;~cy wilh any ~rther Tohacco I'n~duct Manulhcturer that liar  he 
purpvse or el%ct 1r6 ( I )  limiling c~~~npc t i l i on  in Ihc pr~rduclion or di.;lrihulirrn CIS ink~rtn;lli~rn a1111el Itc;~llh h;u;rnls or other 
consequences o f  Ihe use of their pra~rlucts: (2) lilniling or suppressing research into srn~~k ing i ~ n d  hc;lllh: 11r (3) l i~n i l ing or 
s~~l~prcssiiag rcse;rrcL inltr llre ln;~rlteting trr ~ l e v e l ~ r p ~ ~ ~ c n l  new p r t~ l~ l c l s .  I'nrvi~lecl. Irowevcr, l l r i b l  ~ratll~ing in IIIC llrcce<li~rg 

senlencc sh;lll he dee~ned l a  ( I )  require ;my I'uniciputing Manufuclurcr l o  produce, dislrihule o r  otherwise disclose any 
in f i~r~n;~ l inn Ih;~t is suhjecl lo m y  privilege or prt~tecli~rn: (2) preclude any t'articipaling Manufitclurer ~~{IIII enlering in111 
any jninl ~lel'cnsc or juint Icg;~l inlererl iigreemenl or unnngelnenl (whclher or not i n  wriling). {rr I'ra~a asserting any 
privilege puraa;lnr therelo; or (3) ilnpose ;my ;~l'lir~n;~tive uhligarion on any Participating M;~nulbclurer ICI a~nduc l  ;my 
rcrc;lreh. 

I. Making any ~nalerial ~nisrcprescnlati~rn c ~ f  f a0  regerding the k a l l h  consequences II~ using any Tohnca~  Pr<ducl. 
including any ~oh;~cco aclclilives, tillers, paper or other ingredients. Provided, however. that nothing i n  \he preceding sentence 
sh:~ll limit llre exercise t ~ f  ;~ny Yirsl Anrcnd~nenl right or the usserticrn o f  any defense or p~rsition in any juclici;ll. Icgisl;~tive clr 
regulaltrry ~II~IIIII. 

VI. hIISCE1,LANEOUS PKOVlSlONS 

A. Jurisdiclitrn o f  lhis case is rolained hy the Courl for the purposes o f  implemenling and enfirming lhe Agreelncnl 
and this Cr~ascnt I>ecree ;rnd Pin111 Judg~ncnt und cnahling Ihe canlinuing prmeedings conlemph~ted herein. Whenever 
pwsihlc. Ihe Stalc ( ~ f  Inanre o f  Sellling Sl;~rc[ and Ihe Puniciplling Manulaclurers shall seek 11, res~rlvc any issue thal may 
exisr 28s III co~npli;~ncc wilh this C~~nscn l  Dccrcc und Final ludgnrcnl hy  discussiun amtrng the upprnpri;~lc designees ne~rnd 
pursu;inl 161 n ~ h x c t i o n  XVl l l lm)  nf the Agreement. The Slarc of [name of  Settling Sl i~le) ilnUor any P;lniciputing 
MantrlLclurer may apply ICI llrc Grurl  ;II any lime hrr furllrer orders and directinns as rnny hc necessary or appropriate for the 
i~nplemenI;rli~~n i ~ ~ i t l  enfiirce~ner~l o f  lhir Consenl Occree und Final Judgmenl. l'ri~videcl, hl>wcver. lh;,~ wilh regard 1,) 
suh,ecti<vns V(A) ;~nd V(I) o f  Ihia Cs~nsent Decree and Final Judg~nenl, the Allnrrrcy Gencri~l shirll issue ;I cease und clc~ist 
dem;tnd lo  Ihe I';~rticipaling M:inuli~cturer that the Altorncy Gcncr;~l hclievcs Is in v i~r lu l i<~n of  either o f  such seclians 811 least 
ren Business 1)ays hefirre lhc A l l ~ ~ r n e y  Gcnersl upplies to the Cnurl for un trr(ler III enlirrce such sshsections, unlers Ihe 
Altnrncy Gencr:~l re;~sonahly delermines 1h:rl either u cnmpelling ti~nc.sensilivc public health and s;lfcly concern requires 
rrrore im~ncdi:~lc action or thc Coun hrs previously issuccl an Enfnrccmenl Order to llrc Participating M;lnulaclurer in 
quesli<~n krr the ramc ur s suhs1;~nIially sieiilar ;\cti<rn or activity. For uwy cluimcd violurion of thir  O~nscnt  Decree und Finill 
Judgment, i n  delcrmining whcther 111 seek an order for numelary. civi l  conlempt c r i ~n in i~ l  sanctions for any clai~ncd 
vinl;llion, rlre Atti~rney Gencri~l ah;tll give gtn~d-f i~i lh c~rnsideralinn 1t1 whether: ( I )  the i'arlicip;~ling Manuti8clurer 111111 is 
cl;ti~ncd l a  have collllnilled lhe v i l ~ l i l l i ~ l n  hits litken ;~ppnlpriulc ;lnd wanrnahlc hlcps 141 cause Ihe clsilrrrd viwlal i~n 10 be 
cured, unless lllal perly has hcen guilly trf u pallern o f  vi61lation~ n f  like nulure; und (2) a Icgilimatc, good-fail11 dispule exists 
;I.; lo  the incuning 111 the lertns i n  queslirrn of this Consent Dccrce und Final Judgment. The Ctrurt in itny casc in ils discretion 
lnay delcr~rrine no1 m enler an order for mtrnelary. civi l  contempt or criminul sanclions. 

1%. This Cunsenl Decree ;and Finul Jutlgmenl is not intended Ic8  be, and shilll not in any evenl be conslrued 81s. ca 
~lecmctl la  lie, an i~d~nission or cuncessinn or evidence o f  (1) any l i i~hi l i ty or any wrcmgdning whuls(tcver on the part of any 
Kcleased Party nr 1Ir;1t any Helcased I'arty b s  engaged i n  any of tho uclivilies huned hy lhis Ccrnsent Decree and Final 
Judgmenl; or (2) pers~rnal jurisdictit~n ever any pcrscln ~ r r  entity other lhan the I$rticipating Manufaclurers. Each 
I'articip;rli~~g Manufuclurer spccilicallly disclili~ns and denies any liabilily or wrongdoing whals~uver wi lh respect III  he 
claims and ulleguli~~ns asscr~ed i~gainsr il i n  lhis aclic~n. 11nd has s~ipulaled lo  the entry of lhis C~~nsent  Decree and Final 
Jud$~nenl w~le ly  111 ;uveid the furlher expense. inca~nvenicnce. burden and risk o f  litigulion. 

C. Except as expressly prnvided otherwise in the Agreement, this Cnnsenl Decree and Final Juclglncnt shill nut he 
~scdiliecl (hy Illis Court, hy  any lrlhcr arsr l  nr hy any allher means) unless Ihc party seeking ~nod i f i ca~ i~ rn  de~rrnnsln~les, hy  
clc:br and convincing evidence, lhel il wil l  nrffer irrepsruhle harm from new and unforeseen condilions. I'mvided. hnwevcr, 
~har the provisi~rns ~ r f  seclinns Ill. V. V I  and V l l  ~ r f  lhis Consent Dccrcc wd Final Judgment shall i n  n r ~  event he suhjecl l o  
~rr~idilicalitrn willroul the a ~ n x n t  o f  the Sl i~le oI' [narne nf Settling Slutel and all affected Parlicip;~ling M;~nufi~clurers. I n   he 
evenl t h ~ l  any ol'lhe seclitrns ol'lhis Ctrnsent Dccrcc and Final Judgrnenl cnumcrated i n  lire preceding scrr~ence are m<rclilied 
hy this C~nrrl. hy any olher court or hy ;my niher means wilht~ut the crrnsml lrf the Stare v f  [name t ~ f  Srtlling SI;II~~ and all 
;~llacle'l 1';trlioip;~ting M:~nulhcunrcrs, then this Consent Decree ancl Final Judg~nent sh;~ll he vlrid alrd ~ r f  11ct lilrllrer effect. 
Changes i n  the ccon~~rnic cnn<lilions 181 Ihe parties shall not he gr~runds lirr mcrdilicatinn. 11 is intended III;II the P;~rticiparing 
Manubcturers wi l l  co~nply with lhis Consent Decree and F i n d  Judgmenl as trriginully cnlercd, even i f   he Par~icipating 
Manubclerers' c~hligalirrns hereunder itre greater than tht~se imposed under current or Sulurc law (unless cl~~npliance will1 this 
Conscnl Decree and Finul Judgment would viobale such law). A chunge i n  law lhat rcsulls. dircclly or indireclly, i n  Inore 
f;~ver;~hle or benclici;~l Ireatnrenr of any nnc nr Inore crf the Rrticipaling Manubc~urers shall no1 suppurl ~nr,dil'ict~titm <IS this 
Consent I>ccrec und Finill J~alg~rrenl. 

I). I n  any prtrceeding which results i n  a finding lhat a Participating Manufaclurcr violated this Consenl Decree and 
Final Juclgment. the I'arlicipaling ManuBclurer or Participating Munufuctnrcrs lirund III he i n  violalinn shill1 pay !he State's 
cosls and alrlrrneys' k c s  incuneil hy the Slate o f  [nilme olbelt l ing Slalcl in such proceeding. 

I:. The rernedies in lhis Consent Decree and Final Judgmenl are cu~nulalive and i n  i~dditicrn 111 any other rcntcclics 
Ihe Sl;~le lri'lna~rne of Scllling St~rlel mily huvc a1 law or equily. including hul nut limiled I n  its rights under !he Agrcelncnl. 
Nothing herein rh;~l l  he c~rnstrued to prevcnl the State frtrrn bringing an ucticn wilh respect 111 conduct ntrl rele;ncd pursu;lnl 
10 Ihe Agree~nent, even Ihough th:~l ctrnducl may also viol;se this Cnnsenl Decree and Final Judgment. Nnthing in this 
Con*enl Decree and Final Jut lg~t te~~l  is intended l o  ereale any right tirr lnslne crl' Sctrling Stzrlcl III crhli~in :~ny Cigttrelte 
pra~duct l i ~ r o r t ~ l ~  1ba1 i t  would not otherwise lrave unclcr applic;~hle IIIW. 



I-'. NII y i l y  shall he considered lire drafter o f  lhis Consent Decree and Final Judg~nent lirr the purpose or any 
slalute, case law or rule o f  inlerprel;~liun or conslrucli~in that wt~u ld  trr 11right cause any provision 10 he conslrucd against 
Ihe drafter. Nothing i n  lhir  Cc~nsenl Decree and Final Judgnrcnl shall he construed us uppr~rval hy lhe Slate o f  Ini l~nc o f  
Sellling SlaleJ rrl'lhe Parlicipaling M;~nuf!~clurers' husiness org;~niztrlions, oper;~tions. 3cls or pr;tclices, and Ihe I';~rlicip;rling 
Manuli~cturcrs shall muke no reprerent;~tion 10 Ihe c4rnlrsry. 

G. The sellle~ncnt negt~ti i~l i t~ns rcsulling i n  this Ct~nsent Decree and Finill Judgmenl have heen undcrli~kcn i n  good 
lhilh i ~ n d  lirr seltlc~nenl purposes only, and no evidence 111 ncgothlions or discussions underlying this Cunsent Decree ant1 
Final Judg~nenl s b l l  he offered or received in evidence i n  any acti<rn or pmcectling for any purpose. Neither (his C<,asent 
Decree and Final Judgment nor any puhlic dircussions, puhlic stulelnenls trr puhlic comlnents with respect lo  this Consen! 
Decree and Finill Judg~nent hy  the St;~lc o f  Inaa~e < i f  Sellling Slalel or any 1'11rlicip;lting Munulhc.turer or its agents s b l l  he 
trl'lbred or received i n  evidence in any uctir~n or pnreeding lirr any purpose other th;m in an r~clicln or prc~cee<ling arising 
under or relating e) lhis C~~nsent  Decree and Final Judg~nenl. 

II. A l l  ohligations o f  the I';~rlicip;~ling M;~nuliclurcrs pi1rsu;lnl to Ihis Conse111 Decree and Fin11 Judgmcnl 
(including. but not limited 10. ;ill p:~yarent nIrliga!ians) ure, and shall remuin. sverul and not joint. 

I. The provisit~ns o f th is  Consent I)ecree and Finul Judg~nent are applicuhle cmly l o  aclit~ns taken (or n~ni l led 111 he 
vaken) within the Slafes. I'nrvided, howevar, thal Ihe preceding senlcncc shall a~r t  hr conslrucd as exlcnding the Ier r i l~~r i ;~ l  
surpetrfany provision o f  ahis Consent Decree end 1:in;tl Judgment whose scc~pe is c~lhcrwisc li~niced hy llrc terms lhereol: 

J. Nothing i n  huhscclion V(A) or \/(I) trf lhis Conscnt Decree shall crratc u right In  challenge lhe con~inu;lli<~n, after 
the MSA Execution Dale. o f  any ;~dvcr l is i~~g content, claim or slogan (other than use of a Csr to~~n)  lhal w:~s not unl;lwl'ul 
pritrr III the MSA Execuli~rn Dale. 

K. I f  the Agree~nenl ler~ninalcs i n  lhis Slale krr any re;~s<~n, then lhis Ctrnscnl Decree and Final Judg~nent shall he 
void and 11fn11 further el'lect. 

V11. I'INAI, I)ISI'OSI'I'ION 
A. The Agrcc~rrenl, lhe sel l lcn~ct~l ref li!rlIr thercia. a~rd the eslahlialrr~~enl 01' lhe esvnlw provicled litr lhcrcin arc 

herchy apprc~ved in all respects, and all claims are hcrehy dismissed wilh prejudice as prtrvided thereill. 

t). The Ccrurt finds that Ihe perm~n[sl signing lhc Agreemen1 have full and complele aulhurily l o  enter into the 
hinding und fully effcclive seulemcnl o f lh is  acl i t~n as scl forth i n  Ihe Agrcemcnl. The Court furlhcr linds I~I;II entering into 
lhis scirle~ncnl is i n  Ihc hest interesls 111 Ihc S~;IIC ~ r f I n ; ~ n ~ e  trt'Seclling Slulel. 

LET JUI)GMCNT UK CNI'CKCD ACC0RVINGI.Y 

L I S T  OF P A R T W T I N G  M A N P I S '  I A I V S U I T S  
/\GAINST T H E  SETTI,INC STATES 

1, h i l i r , e  sl v Marrcr 1 . ' 1  ~ ~ r c u t c  of l i~ ;~wai l .  In  l le r  0l'fici;ll C:~na&* 
Civ. No. '16-00722HG. Uniled Svales Oirlricl Court t'nr the Dislricl of Hawuii 

2 ,  . el 111, v. Uruce B o t e l h o . I \ t l o m c v h e  St;t le of Alaska. In  HIS . 0lllc1;ll . -  , w, Civ. 
NII. A97.0003CV. United Slates Dislricl Cirurl Ior Ihe District o f  Alaska 

3. J'hilir, Morris. Inc.. e l  sl. v. Scoll H : r r a h b ; ~ r c e r . I  of thc Co~nmcrnwcelth o f  M;~ss:~chusetts. In  Ih 
0flici;ll Cirp;~city. Civ. No. 95-12574.GAO. Unilcd SPaIes District C ~ u r l  for the Districl of Masrachusett~ 

4. J'l~ilir, Morris. Inc.. el al. v. Kichi~rd B l u l n e n t h o l .  o f  ofhe Slate of Conneclicul. . . In  lii. QUu;lll '.'.I -. Civ. No. 39bCV01221 (I'CD). Unilcd Slules Dislricl Court for Ihc District o f  Connccticul 

5. P h i l i r , I , ,  No. l:YII.cv-132, Unilcd Stares Dislricl Court h ~ r  the I)islrict of 
Ver~rrtrnl 

DATED lhis d i ~ y  111 I9Otl. 
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STATE Oulside Ccrunsel's re;~a~n;~hle c ~ ~ s l s  and expenses determined pursuant 11, arh i l ra l i~~n ;IS provided in tlre prcccclil~f 
sc~~tencc shall be final. hinding and nan-;~ppealahle. 

(c) Any Approved Cost Stalemcnt nl' STATE Oulsidc C~~unse l  shull not hec l~~ne ;I I';~yahle CIISI Sl;~le~llc~it unlil 
appn~val 111' the Agreement h y  thc Court l i ~ r  the Slate o f  STATE. Within live Uusiness lJ;~ys ul\er receipl of nt~lific;llion 
Ihercof by  the Designaled Kepresenlutive. o;lch Original Participating Manufaclurer shull severdlly p;ly to Ihc l)esign;~tecl 
Kcprescnvalive its Hel;~tive Market Sh;lre ~f the Payuhle Cllsl Slutemcnl o f  STATB Oulside Cw~nrcl,  suhjcel l o  the t i l l l~~wing:  

(i) A l l  I1uyahlc CosI Statemenls o f  Outride Counsel shall he paid in the ~trder in which such 1'ily;lhlc Cost 
Slatc~ncnts heca~no I';~yahle Ct~st Sl;~le~nenls. 

(ii) Under no circu~~~slances sh;lll Ihc Original I'urticipaling M;~nuf;lclurers he required 11, nl;~kc plylacnls 
th;~t wcruld rehult i n  aggregale n;*liondl p iy~nent r  hy Parlicipaling Defendants o f  all I'ayahle Corl Slute~ncnls 111' Privale 
Counrcl i n  con~icclion wilh a11 c ~ l '  the ucticn~s iclcntilied in 8xhihils D. M and N lo  the Agree~nel~l. t<ll;rling nwre thun $75 
~ i ~ i l l i t ~ n  fcir any given y e w  

(i i i )  Any Pdyahle Cost Sli~lcmcnt i~I'Oulside Counsel ntrt paid during the year in which il hcct~lne a I'ay;~hlc 
Cost Svulelnrnl as a resull o f  paragraph (ii) ol'lhis suhscction shall hecoalc payt~hlc i n  suhscquent years, suhjecl 111 ~ri~ragr;~phs 
(i) and (ii), unlil paid i n  full. 

(d) The 0rigin:ll I'arlicipaling Man'uhcturcrs' ~~hl igatians with respect It) rs~sonahle cl~sls and expense incurretl hy 
STATE Outside Counssl i n  connccliun with tlrc Acticin shall he exclusively as pmvided i n  this STATE FCC Payment 
Agreement, and nutwithrl;inding ;tny other p ~ . ~ i v i s i ~ ~ n  o f  law. any Apprrlved Cost Statnlrenl determined pursuilnl to suhsectit~n 
(h) t r l  this scctictn (including any Approved CIIS~ Slal*:~nc~~t dcler~nincd purruant to ;~rhitratiun hel'l~rc the I'i~nel or Ihc srp;lr;tlc 
Ihrce.~ne~nher panel o f  intlepcndenl ;~rhitralc~rs dcserikd therein) shall no1 he entered us or reduced It, a juilg~nenl ;~g:linst lllc 
Original I'articip:~ting M;~n~~lhclurera Ilr cc~nsidcrcd ;IS a hasir l i ~ r  requiring ;I h i~nd vr i l l ~ p ~ ~ s i ~ l g  ;I lien or :lny 1*1l1er 
incumllr;lllcc. 

SECTION 20. D i s r r i b~ t r i u~~  UJPII).III~IIIS ~ t ~ l l U l I ~  STATE Osrsi(lr Cuarlsrl. 

(a) A l l  payments nmde III the Desi]:naled Hcprescnlutive pursuant 111 this STATE Fee Pay~nent Agreement shall he 
(itr  he hcnrlit o f  each peraw or elllily idemlilied i n  Exhihi1 S 1,) lhe Agreemen1 hy the A~lorncy Gcner;ll 111 the Sl;~le <)I' 
STATB lor ;IS cenilicd hy the ~avernmwnt;~l prosrculing ru l l~or i ly  o l  the Litigating Political Suhdivi*i<,nl. each o l  which sllall 
receive l'n3111 the Designated llcprescnlalive 11 (xrcenlsge t~ leach such payment i n  accttrilance with the Ihe shering agreelncnl. 
i f  any. among STATE Outside Counsel (or any wriltcn a~~lendt~ l rn t  thcrel~~). 

(h) The Original Purticip;~ling Manufactorers shsll have no vhligation, resp~nsihility or li;~hilily wi lh respect to !he 
;~ll~,cution atnone tht~se ecrst~ns vr entilies ictentilicd i n  Exhihil S III the Arree~ncnt hy the A l t~~ rney  Gcncral (11' Ihe St;~lc 111' - .  
STATE [or ar ccrtilicd hy Ihe govcrn~ncnlal prt~hcculing sulhtlrily 111 the Liligaling P~~ l i l i sa l  Su l~d iv is i~~nl ,  tlr will1 respccl III 
any c ln i~n of ~nisallcxalir~n, 111' any atntnml,: paid to the Designuled Keprescnt;ltive pursuanl !(I Ihis STAT8 I;ec I ' a y~nc~~ l  
Agreement. 

SECTION 21. C~rlcrrl(rri(,rls ~rJArnoa~rrs. 

A l l  calcuPalions that may he required hcreunder sh;tll he pcrfi~rmed by the 0rigin;ll I'arlicipuling Manufacturcrs. 
wilh a ~ t i c e  t ~ f  the results Ihenol'to he given pn~lnptly 111 the Ocsignatcd Hepresenlutive. Any clispulcs as l u  the correctness 
~~fc :~ lcu lu t i&~ns ~nade hy the Originill I'arlicipalil~g M;~nuFdclurers shell he rcs~~lvcd pursuanl 11, the pnwedurcs clescrihed in 
Seclietn XI(c) ttflhe Agreemen1 l i l r  r e s ~ ~ l v i ~ ~ g  disputes us 10 e8ltculati~1ns hy thc lndepo~~dcnl Aodiltrr. 

SECTION 22. Prr),,rm#r Rc,s[xrrnWil).. 

(a) Each Origini l  P;$rticipaling Ms~~ufitcturcr sh;~ll he sevcr;~lly l i i~hle for its sh;~re ~ ~ l ' a l l  p88ynrenls purhuilnl l u  this 
STATE Fee I't~y~ncnl Agrcctncnl. Undcr nu circun~slat~ce$ sll;lll ally payaienl due I~creun~lcr vr ;try porIi81n I l le re~~f  hect~l l~e 
lhc juinl ~ t h l i g ; ~ l i ~ ~ n  111' the Origindl I';~rlicip.itint: M;~nul;~clurers or the t ~ h l i g t ~ l i ~ ~ n  111 any pcrwn ~tlhcr I l i ;~n lhe 0ripin:ll 
I ' ; ~ r~~c~p ;~ l i ng  M;~nulaclurcr ~'~IIIII which nlch p;lymcnt is originally due, nor sli.tll any 0rigin;ll I ' ;~r~icip;~~ing h.l;~m~l';~clurcr he 
reclt~ired 11) pay u l ~ ~ r t i n n  o f  any quch p8lylrrcnt gretbter than its Ilcl;~tive Murkel Share. 

(h) L)ue 11, the particulilr cclrptr;!l,: rlrucnlrcs 411 K. J. Keynolcls Tc~h;rct, Colap;~ay ("Keynt#lds") and Ur6,wn B 
Willia~nsun l'c~huccn Corp<~ri~t ion (" l lntwn &c Willi;~u~~san") with respect 141 lheir non-do~~~estic 1oh;rctb opcra1i1,ns. Rcynt~lcts 
and Brown & Williamson shill1 each he severt~lly liuhlc for ils respective shwc o f  each paytnent clue pursuanl l o  this STATE 
k c  Payment Agrec~ncnt up III (und its Iiahility hereunder shall not exceed) the full extent ( ~ f  its assels used in. and canriogs 
and revenues derived B~III. its ~ll:~nufiucture and sale i n  Ihe United Shrtes of Tobaccu I'rtxlt~cts intencled for d t r~~~c< l i c  
consu~nption, and no recourse shall he hi14 ag;~inst :my t ~ f  its 111her nssels or e;lrnings III satirfy st~clt ohlig;ltit~ns. 

SECTION 23. Trrrr~;r;nrior#. 

In  the event IIIUI the Agreement is lertninstcd with respect l o  the State of STATE pursuant to Sectitrn XVIII(u) of the 
Agreement (or l i ~ r  any other reason) the Ue:;ignatcd Rcprcsentativc and each person vr  enlily identilicd i n  Exhihil S a1 the 
Agreclnenl hy  the Attt~rney General of lhe Stule o f  STATE [ur as certified by the gnvern~nenlal prosecuting authority t~l ' thc 
Litig;~ting I'olilicdl Suhdivisiclnl shall immc~liately refund 111 the Originul Errticipaling M;~nul';~cturcrs 1111 ;~~nt~unts  rcccivccl 
under this STATE Fct: I'ay~nent Agrcernenl. 

S s c r r o ~  24. b ~ r n ~ ( l r ( l  Urrr~flciarirs. 

N n  prnvision hercuf cre;~tcs any rights on the pan of, or is cnfiirceahle hy, any p r w n  I I~ entity th;lt is not a Party 
vr a person covered hy either tif Ihc releases dewrihcd in section 4 hereof, except th;~t seclions 5 and 20 hereof creute 
righls on the p;lrt of, and shall he cnli~rceahlc hy, the Slute o f  STATE. Nor shall any provisicrn heret~f hind any nun-signalnry 
or determine, limit or prejudice the righls ofuny such persrrn or entily. 

SECTION 25. Rqrrsnlrariuns o/Pi~rrirr. 

The I't;rlies her el^^ hcrehy represent that lhis STATE Fee Payment Agreement Ir is hecn duly u~~thorizsd and, upon 
cxecutit~n, w i l l  conslilutc ;I villicl unrl hintling cr~ntractuul ohligation, enforccahlc i n  uccor&dnce wilh its terms, of citch of the 
I'i~rlics 11crelt1. 

SECTION 26. No Adrr~issi~~ir. 

This STATE FCC P;~y~ncnt Agree~nenl is not intended l o  he and shull not in uny evcnt he conslr~led as. or deemed ro 
he, un ud~nisric~n nr  c~~ncessi~)n or evidence of  any liahilily o r  wr~ingdoing whutsnevcr on the part of any signattrry hcrcto or 
any person covcred hy either t i f  Iho relci~ses prnvided under seclinn 4 hereof. The Origimll hr l ic ipating Manufucturers 
rpecilicully discl;~iln and deny any Iiahility or wrongdoing whalsncver with respect to the claims released under sec!ian 4 
hercr~l untl enter into lhis STATE Fee Yaymenl Agreement for the sole purposes o f  memorializing tile Original Participaling 
Manuh~clurers' rights und ~~hligations with rerpeel te payment o f  attorneys' fees pursutlnl to the Agreement and nvt~iding the 
furthcr expense, incenvcnicncc, hurden und uncerl;rinty of pinenl id \itigstinn. 

SECTION 27. NIIII-nrlrt~issibiliry. 

This STATE Fee I'uylnent Agrcemcnl huving heen undertaken hy the Purtics hereto i n  gwul Kuith ;~nd l i ~ r  seltlc~nent 
p~~rp~ises only, ncithcr [his STATE We P;ly~nent Agrce~ncnt n11r any cviclcncc o f  negoli;~tions relating heretcr sh;tll he offered 
or rccciverl in cvitlencc in ilny aclion I!r proceecling nlher tllan un uclion or pr~reeding arisiag uncler lhis STATE H e  
I'uy~nent Agreement. 

SECTION 28. Ar,~nrrlrr~c*rtr srl(l Wllivrr. 

This STATE Fee Paylscnt Agreelncnl lnuy he u~nended only hy  u written instrument executcd hy the I'srtics. The 
waiver ~ ~ f ; ~ n y  rights a ~ n l i r r c d  hereunder sh;tll hc effeclive nnly if made hy wrillen instru~nent executed hy the waiving I'urty. 
The waivcr hy  any I'arly 111' any hreach heret~f shsll not he deemed to he or construed :IS a waiver n l  any c~ther hreach. 
whether prior, suhscquent or contelnporalneous. o f  [his STATE R e  Rymenl  Agrccmcnl. 

SECTION 29. No l i r~s .  

A l l  n~~t ices or nIhcr ct~m~nunications III any purly hereto shall he in writing (including hut nnt limited tcs telex. 
hcsimile or similar writing) and shall he given lo  the notice parties listed on Schedule A hereto at ~ h c  ;~ddresses therein 
indicated. Any Parly hereto #nay change Ihe name and address of the person dcsignaled tn receive notice on hehv l fo l  ruch 
I';lrly hy  notice givcn as prnvided in this seclinn including an updalcd list confi~rmed l o  Schcdule A herell,. 

SECTION 30. Gtrvrnrb~h. Inlv. 

This STATE H e  Payment Agreement shall he governed hy the laws o f  the State u f  STATE without rcgnrd lo  the 
conllict I I ~  l;~w rules o f  such SIUIC. 

SECTION 31. Cor~srnt r~ l iu~~.  

None of  the lllrties hereto shall1 he ci~nsidered 111 he the drafter hereof or ol'uny provision hereof Rlr the purpose o f  
any rl;llule, c;~se law or rule o f  inlerprcl~~tion or c o n s ~ ~ c t i ~ ~ n  that would or might cause any prt~visiun tn he conslrued C~guinrt 
111e dnl'ler Ilcrcuf. 

SElTlON 32. C,f[~li~rls. 

The c;~plic~ns o f  the seelions hcrcnl' arc included l i ~ r  convenience of  reference only and zlwll he ignnred i n  the 
c<nstrtctic~n and intcrprer~tism hcrcol. 

SECTION 33. Errrsrior# (![STATE Frr P(t).~rlrnr Ajiri*nrrrnl. 

TIIIS STATE FCC I'ay~~lcnt Agreemcnl III~Y he executed i n  mlunterparts. Pnesi~nile or pht,lwupicd signatures sh;~ll 
he considered v;llid signatures as rrf the d;llc hereof, although the c~riginal signature p;lges shall thereafter he appencled to this 
STATI! Fee Pilylnent Agrecmcnl. 

SECTION 34. Ettlirr A , ~ r r n ~ l n l l o ~ P ~ r r r i r s .  

This STATE FCC Payment Agreement cnnluins :In entire, cclmplctc and i~ltegratccl statclnent c r f ~ c l ~  and every term 
;Ind prnvisit~n agrced to hy and amt~ng the I'arties wi lh respect l o  payment o f  ;~ttorncys' fees by the Original I'articipaling 
Mi~nuhciurcrs i n  cunnecti~~n wilh thc Aclicln ;tncl is n111 suhjcet 11) uny condiliun or covenunl, express or inlplicd, not prnvided 
l i ~ r  herein. 

I N  WITNESS WIIEKBOI;, the I';~rlics hereto. thnluph their fully authorized rcprescnt;~tivcs. 11;ive 81greed to this 
STATE FCC I';~y~nent Agree~ncnt as 411 this -Ih day II~ . 1998. 

ISIGNATUKB HLOCKI 
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(i) "Tok~cc r~  I'roducl M:~nuf;~cn~rer" me;lns an enlily 1h;11 nftcr the rl;~le of cn:tcllncnl 111'lhis Acl dircclly (:tnd nnl 
exclurivcly 1hr1,ugh any ;~l'liliale): 

( I )  rn,~nul:~clure~ cigi~rcllcs ;~nywhcre thal such ~n;mul'i~clurcr in1end.i 10 he anltl ill tllc Unilcrl Sl;~lcs. 
tnclucling cig;lrclles inlcndcd lo  he sold in IIIC Unilcd St;~lcs thn~ugh an imp~~r l c r  (excepl where n s h  ilnporter is an origin;hl 
parlicipsting m;~nuVactvrcr (as lhut IC~III is M i n e d  i n  thc Master Settle~nent Agreement) that w i l l  hc rcsp~~naihle l i ~ r  the 
pi~ymenls under lhe M;lrler Selllell~ent A~recmenl wilh respecl to such cigrrelles as a resull ( ~ f  the provisi~~ns ~~fsuhsecl i t~ns 
Il(mm) o f  the Master Sclllen~enl Agreement and lhal pays  he taxes specilied in suhsecli<~n l l (z) o f  Ihe Master Sel l le~nc~il  
Agreelnenl, and pr~~v ided lh;$l the ~nanuhc lu~~er  t~t'such cigaret~es docs nu1 on;~rkel or ~~dvcr l i rc  sucll cigareltm i n  the Uni1c.d 
s1:llcs): 

(2) is the tirst purchaser anywl~cre for resale in the United S~ales o f  cigarettes nvanufi~c~ureil ;~~~yu,hcre 1h:11 
the tnlnuli~cturer does no1 intend IO he scdd in Ihc Unilcd Slales; or 

(3) hcco~~les a successor 111 an enrily dcscrihed in parogr~ph ( I )  or (2). 

The lerln 'Toh.acco Product Manul';tclurer" shall no1 include an al'tiliale 111 u ~uh;cc t~ pnt~lucl manuf;~rlurer llnless 
such amliutc ilsclf Sdls within any 18f ( I )  - (3) aht~vc. 

6) "Units sold" Incans the numher o f  intlividual cigurelles srvld i n  the Slalc hy the ;tpplic:thlc It8hlcco prc~clucl 
~o;tnuVa;lclumr (whcthcr clircclly or through 8 ~:li.ilritrut~vr, retailer or silnih~r inler~ne<li;~ry er inler~~~edi;~ries) <lurill&! Ihe yeur in 
qucsrit,n. as ~ne;~rured hy excise 1;rxes collccled hy the Slnte on p:cks ( o r  "rc~ll.yc~ur.~~w~l" It8h:rcco eatnlilincrr) hearing lhc 
excise tax slalnp o f  the Svatc. The [ t i l l  in name of rcsp~~nsihlc srate r~gcncyl shull prt1111ulgale such regulations as ;#re 
necessrry l o  nscerl.in the a ~ ~ ~ o u n t  1,1 Slule excise lux paid cm Ihe cigarellcs trf such 111hi1cc~1 product n~:~nul;lclurer f t ~ r  c;lch 
ye;a. 

Sccllon -. RcqulrernenLs. 

Any tohacco prnduct m;~nuldclurer selling cig;~rettcs l o  ccrnsurncrs within the Slille (whelhcr clireclly or lltrougb ;I 
disirihut~,r, reti~ilcr ur si l l~i l ;~r in lc r~~~cdiary  or inlermedi;~rics) al'lcr Ihc date #if  enaclmcnl of this Act s h l l  411 one 01 Ihc 
k~l lowing: 

( ; I )  II~C<IIIIC i t  ~p:~rlicipi~tiltg III;IIIII(~ICIU~CI (;IS lllat lc.rttt is del iae~l in secliull Il0.i) 111' 111e M;~\ler Scrt le~~~eat 
Ag r te~~~en t )  and generally p e r f ~ ~ r ~ l t  i l r  l i~ ta~ lc ia l  ohligalit~lts undcr 11% Master Sel l le~~ienl Agrc.clllclll: or 

(h) ( I )  place inlo ;I qualilicd cscmw fund hy Apri l  IS  o f  the yelr fci l l~~wing the year in queslion ILc l i ~ l l n \ v i ~ ~ g  
;IIIIII~~~S (81s such itmnunts are adjusted l i ~ r  inl lat i t~n) .- 

199'9: 5.0094241 pcr unil sold nl'ler lhe dale e fcn~cuncnt  ofthis ~ e l ; '  

2000: 5.0104712 per unil sold ; ~ f l r r  Ihe dale 01 en;tcl~nenl n f  lhis ACI;' 

k ~ r  each 01 2001 and 2002: S.013(112S per unil n l ld  :rl'ler the date ~ ~ f e n a c t ~ ~ i e n l  ~~ I ' I l t i s  Acl: 

I'ormch c1121N3 lhrtrugh 2006: S.0167S30 per unit s t~ ld  slier the date ofenacln~ent l l f  Illis Act: 

for rach 1,12007 and e:~ch year 1hcre81Ster: S.OIRX482 per unil sold uflcr Ihe clatc ofcnacl~ncnl 111'this Acl. 

(2) A l o h ; r c ~ ~  pn~duct ~nur~ulhcturcr thal phces funds in111 escrow pursuant 181 plragraph ( I )  shall receive 
the inleresl or 111her spprecialinn un such lbnds as earned. Such funclr the~i~selvcs shilll be releasecl I'ro~lt crcnlw only 11n11er 
lhe liallowing circuinstances -. 

(A)  111 p:~y ;I judg~~len l  61r sellletl,cnt on any relez~sed c l ; t i ~ ~ ~  Irr1111gh1 i~g:binsl such I<~h:~cca, 
product tna~tul';~clurer h y  the SI;II~ or ;my relc;tsing 1I:lrly Ic~caled Itr resicling i n  llle Sli~le. FIIII~~C shi~l l  he rcle:lsecl lic~ltt escrow 
under this suhprragr;~ph (i) i n  the order in u41ich lhcy were placed in111 cscrcvw ant1 ( i i )  only III Ihc exlcnl ;tnd ;I[ Ihc lime 
necessary sr milkc pay~nents required undcr such jodgmen~ or setdc~nenl: 

(tl) III the exlenl 1h:ll il Ioh;~cco prtducl ~nantrlialurcr e~tahlisl~es Ihill the ~IIIII~~III~ il W~IS 

required 111 place inlo ex row  i n  ;I p;lrticular yew was grealcr than Ihe Stale's alhaahle sh:~re 111 Ihe Inl;~l p:bylncltts 1h;ul n:ch 
m:~nufacturer w ~ ~ u l d  have heen required 10 111;1l;e ill lI1a1 year under the Masler Se l l l e~~~cn l  Agreelnenl (;IS ~ Ie l c ra~ i~~ec l  plrsttazrt 
10 sccticrn IX(i)(2) ttf the Master Se l l lc t~~cn l  Agree~i~enl. and hefi~re any o f  the adjustmcnls or ~~ f l k c l s  descrihetl in seclir~n 
IX(i)(3) o f  that Agrcentcnl other Ih;~n Ihe Inll;~lion Adjurtlncnt) had il heen u p:~rticipitling ~ n : ~ n ~ ~ l : ~ c t ~ ~ r e r ,  lhc excess sh;~ll he 
relcarcd I ' ro~r cscrow and revert h ~ c k  lo  such rohacco prlxlucl ~~um lhc lu r c r ;  or 

(C)  rn the exlenl nl l l  relt;~sed frwn escrow under at~hpar;~gr;~phs (A) or (11). funds sh:tll hc 
rcleascd hutn escrow ancl reverl k ~ c k  It1 suclt Iohacct, prasducl nvanuSuc8urer lwenly.live years ;nl'lcr Ihe cl;lte 1111 which lhey 
were placed inlo escrow. 

(3) 8;eh I~h :~eco  pr111IucI ~~lilnuI$cIurer II1:1I elccls In  plilec I'llnclx in111 escrow parhll:unl 10 lllis 
subsecti<~n r11;lll onnu;~lly certify to the Atluracy Gcncrd 111r t~ther Sl;rle 111lici;lll that il is in co~i ip l i :~~ lcr  will1 thi, suhsccli,>,~. 
The Allurney Cener:rl [or other SI:lle t,l'lici:tlll III:I~ bring ;I civi l  ucl i t~n on hehall of Ihe Sl;\lc ;~g;~inrt :any Ioh:bcct, lrr,ulucl 

* l A l l  per unil nulrlhers subject III verit ic i~l iosl 
" ~ h c  phrase "afler the clalc ~ ~ l ' e n ; ~ c t ~ a e ~ ~ l  ~ t f l l l i s  Act" would need I n  he includctl ~ ~ n l y  in 111c c;~lcnd;~r ye;~r i n  which 111c Acl 
is en~~ctcd.l  
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manuli~clsrer tbat tails III place in111 cscrow the funds required under this section. Any tohacca prcxluct manul';~ourer that 
lhils in ;any yeur 11) pl;~ce inlo escrow the funds required under this section sh;~ll .. 

(A) he required within IS days tcr place such funds into e x n ~ w  as shall hring il inlo cnmplbnce 
wilh lhis rcclion. The court, upon s linding o f  u violation o f  lhis subsection, may itnpose a civi l  penalty [ lo  be paid 10 the 
general fund ol'the statel i n  un aa111un1 nnl to exceed 5 percent OF the amount improperly withheld fromescrow per d r y  o l t he  
v i o l ; ~ ~ i ~ ~ n  enrl in 11 tot i~l a~nnunt 11111 111 exceed 100 percent of the original amount improperly wilhheld Frn111 escrow; 

(13) i n  the cusc c ~ f a  knowing v io lu l i~~n,  he rcquircd within I 5  days s1 place sue11 I'untls into cscntw 
as shall hring i! in111 c~~ntpliance with this section. The cuun, upon u tinding of u knowing v i~~ la t i r ln  II~ lhis subsection, may 
impt~se a civi l  penally [ lo he paid lo  the general fund o f  the xtulcl i n  im umounl not l o  excced 15 percent of Ihc amount 
improperly wilhhcld h i ~ m  escrow per day n f  the viulatinn and in a lotal amount not l a  exceed 300 percenl II~ the original 
;ronoun( improperly wilhheld lrt1111 escrow: and 

(C) in ~ h c  case 019 second knowing violation. be prohihiled from sellinl: cig~rettes ti1 consumers 
within the Srrte (whether directly or through a distributor, retailer or similar intermcdisry) for a period not lo  exceed 2 ye;~rs. 

Etch fi~ilurc 11, make an ennuul deposit rec(aired undcr lhis sec~inn shall conslitule a separate viol:aticrn? 

. [A  SI;IIC III~IY elect 11, include 11 retjuirclnenl 1h:11 the viol;~lnr also pay the Slate's cosls and i\tk>rocy's Seer incurred 
during ;I *uc~.csrfel p r ~ ~ r e c u t i ~ ~ n  rln~ler Illis p:~ragri~ph (?).I 



WJ!&JJjCIC CONTI I I I~UTION FUND I'ROTOCOI, 

The payments made hy the t'arlicipi~ling Manul'uclurers pursuant at section IX(c)(2) o l  Ihc Agrecmenl ("Slri~legic 
Ct~nlrihutik~n Fund") sh:tll he ull~ralecl ;111111ng the Sellling Slilles pursuun! 111 the process SCI forlh in Ibis Iixhihil U. 

A panel comtnittec 01 lhrec t i~r~ner  Allorneys Generul or l i l r~ncr Arlicle Ill judges ( "A l l l r a l i ~~n  Cwn~nillee") shall he 
cs1;~hlished III elc~ermi~te all~~calicms 01 Ihe Strategic C~~ntrihul iun Fund, using Ihe prc~ccss descrihcd herein. Twu 41f Ihc lhree 
~n~emhers of the Allc,cation O ~ t n ~ n i l ~ c c  sh;~ll he sclecte<l hy Ihc NAAG execulive cc~mmillec. Those 1wc1 ~nea l~c rs  zh:lll 
choosr \Ire third Allt~catios Co~a~niltee rren>hcr. The Allocnlit~n Cemmillee shall1 he gcogr;~phicslly i ~nd  polilically cliverse. 

Within 60 duyr i~l'ler l l ~ c  MSA Execuli~~n Uulc, ewh Scllliny Slalc will suhmil ;In ilelnized retluesl (ilr l'unds lhllnn 
Ihe Slrilegic Conlribulion Fund. hi~sed on l l ~ e  criterii set lbrlh in Seelion 4 ol'lhis Exhihit U. 

The All<salion Com~nillee will delertninc the appropriale ~~ l l~ rce t i<~n  lor each Sellling Sute hused on the criteria re1 
h r l h  in  Section 4 helaw. The Allncalion C ~ ~ ~ n ~ a i l l e e  ski l l  inskc ils dclermin8li11n hissed upun wrillen cl~ru~lrcnl;~l i~m. 

The crilcria 181 he ccmsidcreel hy the Alloul ion Ct~nr~aillee in  ils ullocution deciricvn include each Seuling S1;ae's 
conlrihulilln lo ~ h c  liligalion or resl~lulir~n o f  slale luhacco l i l ipl ion, including, hul not limited 1t1, l i l igat i~~n andh~r sellle~nenl 
with tobacco producl ~nanulhclurcrs, including Liggell und Myers and ils ufliliatcd enlilics. 

Within 45 days aRer receiving the itemized requests fur funds h ~ ~ m  Ihc Sellling Slates. Ihc Allocati~~n Committee 
will prepare I preliminary decision all~~cating Ihe Strilegic Cc~ntrihulion Vund payments umong Ihc Sculing Stales who 
suh~nilted itctnizul rqucstr Rtr l'unds. A l l  Allcrution Ctnnmittee decisions lllurt he hy mijorlly vole. B c h  Sellling Slate 
will have 30 days lo suh~nil commcnls on tlr ohjecticlns 10 Ihc draft decision, The Allocalictn Co~nmillee wil l  issuc u tinill 
decision nllr~coling the Slrilegic Contrihul i~~n Fund paylnenls wilhin 45 days. 

The decision II~' lhe A l l ~ ~ c o l i c ~ ~ ~  C t ~ ~ i ~ ~ ~ l i l l e e  sh;~ll he tinill untl nw-appcaluhle. 

The expenses 11f Ihe A l l ~ ~ c a l i l ~ n  Co~n~ri l lee, in  an a~nount no1 lo  cxcccd SlW.000, will he p i t1  ~~IIIII dirhurse~nenls 
Ihrm the Suhseclicm VIII(c) Accounl. 
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SUPERIOR COURT OF THE STATE OF CALIFORNIA 

TOBACCO CASES. 

including Actions: 

Cordova vs. Liggett Group, Inc. ) San Diego Superior Court 
) No. 651820 
f 

Ellis vs. R.J. Reynolds Tobacco Co. ) San Diego Superior Court 
) No. 706458 
1 

County of Los Angeles vs. R.J. 1 San Diego Superior Court 
Reynolds Tobacco Co. No. 707651 

1 
The People vs. Philip Morris, Inc. 1 San Francisco Superior 

f Court No. 980864 
The People ex rel. Lungren vs. 1 
Philip Morris, Inc. ) Sacramento Superior Court 

I No. 97AS 03031 
1 

MEMORANDUM OF UNDERSTANDING 
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This Memorandum of Understanding ("MOU") - is entered into by 

and among counsel representing plaintiffs The People of the State 

of California, the City and County of San Francisco, the City of 

Los Angeles and the City of San Jose, and the Counties of Alameda, 

Contra Costa, Marin, Riverside, Sacramento,. San Bernardino, San 

Diego, San Mateo, Santa Barbara, Santa Clara, San Luis Obispo, 

Shasta, Monterey, Santa Cruz and Ventura; the American Cancer 

Society, California Division; the American Heart Association, 

California Affiliates; the California Medical Association; the 

California District of the American Academy of Pediatrics; Julia L. 

Cordova; the County of Los Angeles and Zev Yaroslavsky; and James 

Ellis and Gray Davis, in their coordinated action against the 

tobacco industry. 

WHEREAS the following actions were brought: 

1. Cordova v. Liaaett Group, Inc., San Diego Super. Ct. No. 

651824 (filed May 12, 1992). 

Plaintiff: Julia L. Corodva, a private individual suing 

on behalf of the general public. Cordova, Second Amended 

Complaint, 96. 

Plaintiff's Counsel: Milberg Weiss Bershad Hynes & 

Lerach LLP, in association with three other law firms. Id- at 1. 

Defendants: Philip Morris, Reynolds, Brown &Williamson, 

Lorillard, TI, CTR, United States Tobacco Company, Hill & Knowlton, 

Inc., Liggett Group, Inc. Id. 

Factual Alleaations : Defendants engaged in a decades- 

long conspiracy to deceive the public about the. health risks of 

smoking and the "addictive" nature of nicotine, and suppressed the 

development of "safer" cigarettes. . 1 8 2 0 - 7 4 .  



1 Causes of Action: The complaint consists of two causes 

1 of action for violations of California's Unfair Competition Act 

1 codified at Bus. r Prof. Code SS17200 et seq. ( " U C A " ) .  Id. 9 q 7 5 -  
I - 
I 

I 85. 

Relief Requested: Disgorgement of "hundreds of millions 

of dollars" in "ill-gotten gains"; prohibitory and mandatory 

injunctive relief. Id. lf879, 80(c)- (d), 83, 85(c)-(d); id. at 47. 

Judce: The Honorable Robert E. May. 

State of Pleadinus: Settled. 

Trial Date: February 5, 1999. Order Setting Trial; at 

2 (San Diego Super. Ct. Aug. 8, 1997). 

2. Ellis v. R.J. Reynolds Tobacco Co., San Diego Super. Ct. 

No. 706058 (filed July 24, 1996; refiled after voluntary dismissal, 

on Dec. 17, 1996). 

Plaintiffs: James Ellis and Gray Davis, suing as private 

individuals on behalf of the general public. Ellis, Third Amended 

Co~~plaint, 8 4 .  

Plaintiffs ' Cocnsel: Robinson, Calcagnie & Robinson in 

association with a number of other firms. u. at 1. 
Defendants: Philip Morris, Reynolds, Brown &Williamson, 

Lorillard, TI, CTR, B.A. T. Industries p. 1. c., British American 

Tobacco Company, Ltd., Batus Holdings, Inc., Batus, Inc., Liggett 

& Myers. x. 
Factual_-_Al.leuations : Defendants engaged in a decades- 

long conspiracy to deceive the public about the health risks of 

smoking and the "addictive" nature of nicotine (id. SBr, 23-60), 

suppressed the development of "safer" cigarettes . $715.2-73). 



2 .I, Countv of Los Anueles v. R. J. Revnolds Tobacco Co., Sar 

Diego Super. Ct. No. 707651 (filed Aug. 5, 1996). 

Plaintiffs: L3s Angeles County Supervisor Zev 

Yaroslavsky, on' behalf of the general public, and the County of Los 

AngeLes. Countv of Los Anqeles, Fifth Amended Complaint, fj3. 

Plaintiffs' Counsel: Robinson, Calcagnie & Robinson, in 

association with a number of other firms. Id. at 1. 

Defendants: Philip Morris, Reynolds, Brown &Williamson, 

1 r. Lorillard, TI, C T R ,  B.A.T. Industries p . . .  British Ar-- - '  [LCL l c a n  

Tobacco Company, Ltd., Liggett & Myers, Inc. Id. 

Factual Allegations : Defendants engaged in a decades- 

long conspiracy to deceive the public about the health risks of 

I 

wrongfully manipulated nicotine levels in cigarettes (id. 71). and 

intentionally marketed their products to minors fs. ! ? j 2 0 9 - ~ 4 ) .  

Causes of Action: The complaint consists of two causes 

of action for violations of the UCA. 1 ,  98253-64. - 

Relief Requested: Disgorgement of "hundreds of million: 

of dollars" in "ill-gotten gains" (id. vq256-57, 263-64) 

prohibitory injunctive relief (id. at 81-82) ; and mandatory 

injunctive relief requiring (1) disclosure of all research relating 

to smoking, health, and addiction, (2) funding of smoking-cessatior 

programs, and ( 3 )  disclosure of nicotine yields of all products 

!S. at 82). 

Judse: The Honorable Robert E. May. 

State of Pleadinss: Settled. 

Trial Date: February 5, 1999. Order Setting  rial, at 

1 (San Diego Super. Ct. Aug. 8, 1997). 

2 8 smoking and the "addictive" nature of nicotine fs. f j a f ,  23-59) . 

- 3 -  



suppressed the development of "safer" cigarett'es (id. B Q I s ~  - 7 ~ .  , 
I 

wrongfully manipulated nicotine levels in cigarettes (id. fi$19&- 

206) ,  and intentionally marketed their products to minor (id - 
y f j 2 0 i 3 - 4 3 ) .  

Causes of Action: The complaint consists of two causes 

of action for violations of the UCA l i d .  f j ' j253-631,  one cause of 

action for violations of the False Advertising Law codified at Bus 

& Prof, Code SS17500 et seq. ("FAL") (id. - la264-681, and claims for 
negligence, strict liability, fraud, and breach of warranty (id. 

Yfl259-302). 

Relief Requested: The UCA and FAL causes of actior! seek 

disgorgement of "hundreds of millions of dollars" in "ill-gotter 

gains" (id. 88255-56 ,  263, 268), prohibitory injunctive relief (id. 

at 941,  and mandatory injunctive relief requiring (1) disclosure of 

all research relating to smoking, health and addiction, (2) funding 

of smoking-cessation programs, (3) disclosure of nicotine yields of 

all products, and (4) cessation of advertising campaigns allegedly 

targeting minors (id. at 94-95). The causes of action for negli- 

gence, strict liability, breach of warranty, and fraud seek money 

damages in the amount of the County's health-care expenditures for 

alleged smoking-related illnesses. - Id, at 96. 

Judue: The Honorable Robert E. May. 

State of Pleadinss: Settled as to UCA and FAL. 

Trial Date: - F ~ h r 1 1 a r y  - - - - - - 5 i  1999 a to the GCA and FAL 

claims) The causes of action seeking to recoup health-care 

expenditures are scheduled to be tried at somedate after February 



4. People v. Philip Morris. Inc., San Francisco Super. Ct. 

No. 980864 (filed Sept. 5, 1996). 

Plaintiffs : The City and County of San Francisco, 

seventeen other cities and counties on behalf of the People of the 

State of California and four medical organizations. People. Second 

Amended Complaint, I T S - 1 0 .  

Plaintiffs' Counsel: Louise Renne, the City Attorney for 

the City and County of San Francisco, Lieff, Cabraser, Heinann : 

Bernstein, LLP and Milberg Weiss Bershad Hynes & Lerach LLP. 

Defendants: Philip Morris, Reynolds, Brown & Williamson, 

Lorillard, TI, CTR. People, Second Amended Complaint, at 1. 

Factual Alleqations: Defendants engaged in a decades- 

long conspiracy to deceive the public about the health risks of 

smoking and the "addictive" nature of nicotine (id. 781-3, 130-71), 

suppressed the development of "safer" cigarettes (id. f1q2, 72-93), 

wrongfully manipulated nicotine levels in cigarettes (a. 891, 98- 

101), and intentionally marketed their products to minors (id. 171, 

104-37). 

Causes of Action: The complaint consists of three causes 

of action for violations of the UCA and one cause of action for 

violation of the FAL. g. 91141-64. 

Relief Reouested: Disgorgement of "all profits" acquired 

by means of the alleged conduct (id. at 46); civil penalties (id.); 

prohibitory injunctive relief (id. at 45); and mandatery injunctive 

relief requiring (1) disclosure of all research relating to 

smoking, health, and addiction; ( 2 )  funding of smoking-cessation 

programs; (3) disclosure of nicotine yields of all products; 

(4) cessation of advertising campaigns allegedly targeting minors; 



and (5) the funding of a "corrective public education campaign1' 

!id. at 46). 

Judse: The Honorable Paul H. Alvarado. 

State of Pleadinqs: Settled 

Trial Date: March 1, 1999. Minute Order f i l  (San 

Francisco Super. Ct. Apr. 28, 1997). 

5. People ex re l .  Lunqren v. Philip Morris, I n c .  (the " ~ f  

case"), Sacramento Super. Ct. No. 97 AS 03031 (filed June 12, 

1937) 

Plaintiffs The People of the State of California ex 

rel. Daniel E. Lungren, Attorney General of the State of California 

and S. Kimberly Belshe, Director of Health Services of the State of 

California. AG, First Amended Complaint, 111-2, 
Plaintiffs' Counsel: The Attorney General of the Stat 

of California. Id. at 1. 

Defendants: Philip Morris, Reynolds, Brown & Williamson, 

Lorillard, CTR, TI, B.A. T. Industries p. 1. c., United States Tobacco 

Company, Smokeless Tobacco Council, Inc., British American Tobacco 

Company, 3ill & Knowlton, Inc. Id. 

Factual Alleuations: Defendants engaged in a decades- 

long conspiracy to deceive the public about the health risks of 

smoking and the "addictive" nature of nicotine (id. l l j25-481 ,  

suppressed the development of "safer" cigarettes (id. 3 7 3 6 - 4 3 1 ,  

wrongfully manipulated nicotine 1 e ~ r e l  in cigarettes tic?. ffI4?, 59, 

60, 69), intentionally marketed their products to minors (id. 11.18- 

5 4 ) ,  and knowingly making false claims or statements to avoid fines 

and penalties for violations of statutes. (a. qf26 -54 )  



Causes of Action: The complaint consists of one cause of 

action for violations of the UCA (id. f 1 f82 -82 ) ,  one cause of action 

for recovery of Medi-Cal costs [id. ( 1 5 6 - 6 2 ) .  and one cause of 

action for violation of the Cartwright Act fu. f Jq?g-74)  and one 

cause of action for violations of the False Claims Act. [a, fj975- 

Relief Requested: Prohibitory injunctive relief [g .  at 

23-24) ; civil fines and penalties under the UCA and the California 

False Claims Act (Cal. Gov't Code 1512650-12655)  (id. at 24) ; and 

damages equivalent to the State's Medi-Cal expenditures for alleged 

smoking-related illnesses for the last three years (u. at 23). 
Judae: The Honorable John R. Lewis (for law and motion 

matters) 

State of Pleadinqs: As to UCA and predicate antitrust 

claims settled. 

Trial Date: The court has not set a trial date. 

However, :he court has ordered that the case be disposed of by 

August 31, 2000. 

WHEREAS, provided trial of the cases is not materially 

delayed, the parties agree that the cases should be coordinated and 

consolidated for a single trial of all of the UCA and FAL claims 

because coordination and consolidation will promote the ends of 

justice. 

WHEREAS, the undersigned parties acknowledge the coordination 

of civil actions sharing a common question of fact or law is 

appropriate where "one judge hearing all of the actions for all 

purposes will prornote the ends of justice." Cal. Civ. Proc. 

Code 5454.1. The determination of whether coordination will 



"promote the ends of justice," involves the consideration of the 

following factors set forth in Code of Civil Procedure soo4 .1 ,  

these factors are: (1) "whether the common question of fact or law 

is predominating and significant to the litigation;" ( 2 )  "the 

convenience of parties, witnesses, and counsel"; (3) "the relative 

development of the actions and the work product of counsel"; 

4 )  " t h e  efficient utilization of judicial facilities and 

manpower"; (5) "the calendar of the courts"; (6) "the disadvantages 

of duplicative and inconsistent rulings, orders, or judgments"; and 

( 7 )  "the likelihood of settlement of the action without further 

litigation should coordination be denied." The parties agree that 

these five actions satisfy the above conditions. 

WHZREAS, these cases present significant and predominating 

comon questions of fact and law. All five of the cases seek to 

determine whether aspects of the tobacco industry defendants' 

research, manufacturing, and marketing practices over the last 

forty years constitute unfair competition, an illegal combination 

in violation of antitrust laws and whether the people of California 

are entitled to relief. In all of the cases, the courts will 

confront similar factual questions including: 

Whether the Tobacco Industry misrepresented or concealed 
facts known to them about the health risks of smoking 

Whether the Tobacco Industry misrepresented or concealed 
information about the "addictive" nature of nicotine 

Whether California consumers were deceived or likely to 
be deceived by misstatements or the concealment of facts 
about health and smoking by the Tobacco Industry 

Whether the Tobacco Industry "manipulated" nicotine 
content or delivery of nicotine in their products 



Whether the Tobacco Industry acted in concert to suppress 
development of a "safer" cigarette, and the effects of 
any such coordinated action 

Whether the Tobacco Industry violated state antitrust 
laws 

Whether the marketing practices of the cigarette 
companies deliberately or unfairly targeted or induced 
minors to smoke 

WHEREAS the initial trial of the UCA and FAL claims involve 

many significant identical legal questions including: 

Whether the Tobacco Industry's conduct amounts to an 
"unfair" business practice within the meaning of the UCA 

Whether the Tobacco Industry's conduct amounts to an 
"unlawful" business practice within the meaning of the 
UCA 

o Whether the Tobacco Industry's conduct amounts to a 
"fraudulent" business practice within the meaning of the 
UCA 

Whether the Tobacco Industry's conduct amounts to an 
illegal combination in violation of the Carwright Act and 
the UCA 

Whether the Tobacco Industry's conduct amounts to false 
or deceptive advertisi~g within the meaning of the FAL. 

Whether any applicable statute of limitations has barred 
any claims wherein an ongoing conspiracy has been charged 

WHEREAS, the conveniezce of parties, witnesses, and counsel 

will be served by coordination between the parties and discovery 

can be freely exchanged with the additional manpower focused on 

discrete areas to ensu.re proper preparation of the coordinated 

actions for trial. 
. . 

T J U F D F A C  h - r  7 " - 6  nrr 
v u l L L r \ L n d  Lcrl,cLalLLIlly the actions in a single court, a 

coordinated action will preserve judicial resources. 

WHEREAS, coordination by the parties helps in the overall- 

preparation for trial and may improve the chances for resolving 

these cases prior to trial, or otherwise obtaining significant 



monetary and public health relief. Further, the actions we--e 

ordered coordinated. See Order Re: Coordination No. JCCP4041. 

NOW, THEREFORE, it is agreed as follows: 

1. EXECUTIVE COMMITTEE: An Executive Committee will be formed to 

review, consider and make all significant and/or material decisions 

in the litigation. The Executive Committee will consist of a 

representative from the Attorney General's office, Milberg Weiss 

Bershad Hynes & Lerach LLP, Lieff, Cabraser, Heimann & Bernstein 

LLP, Robinson, Calcagnie & Robinson, the City Attorney's office for 

the City and County of San Francisco and Los Angeles County 

Counsel. Each member of the Executive Committee shall play a 

significant role in the trial of this matter. The Attorney General 

is hereby designated by the Executive Committee as liaison counsel 

pursuant to California Rules of Court, Rule 1541. 

2 .  FUNDING OF EXPENSES: The undersigned parties agree to share 

Funding of Expenses with each of the following entities responsible 

for one quarter of the expenses: The Attorney General's office, 

Milberg Weiss Bershad Hynes 6 Lerach LLP, Lieff, Cabraser, Heimann 

& Bernstein, LLP, and Robinson, Calcagnie & Robinson. To that end, 

an initial fund of $500,000 shall be established with each of the 

above entities placing $125,000 into the fund. The fund shall be 

established in the city in which the action is coordinated. 

3. SHARING OF INFORMATION: The undersigned parties shall provide 

full and complete access to each other of all material in the 

respective possession or control with respect to the coordinated 

claims. 

1, PROTECTION OF CONFIDENTIAL INFORMATION : The undersigned 

parties recognize that there is a mutuality of interest in the 

- 10 - 



common representation of their respective claims and that it is in 

I the parties interest to share information. The parties agree tc 
I 

continue to pursue their commoninterests and to avoid any 

I suggestion of waiver of privileged communications. Accordingly, it 
I 

is the parties' intention and understanding, and they hereby agree, 

that communications of information and joint interviews amongthe 

parties in connection with the UCA, antitrust and FAL claims are 

confidential and are protected from disclosure to any third party 

by the attorney-client privilege and the work-product doctrine. 

The parties agree that all information, documents or materials, 

including, but not limited to, all client and witness statements, 

interviews conducted separately or jointly by the parties, 

memoranda of law, debriefing memoranda, factual summaries, 

transcript digests, and other such materials and information which 

would otherwise be protected from disclosure to third parties 

(hereinafter referred to as "Confidential Material"), and which are 

exchanged among any of the parties pursuant to this agreement, 

shall remain confidential and protected from disclosure to any 

third party by the attorney-client privilege and the work-product 

doctrine. 

Further, because the exchange of Confidential Material is 

essential to the effective representation of the parties, the 

parties believe that the Confidential Material is protected by the 

ai-tnrno17-client n i  7 1 g e  2nd the attorney work-product doctr jne. 
L L L G . / & + L U  1 r-- "" 

The exchange of Confidential Material pursuant to this Agreement is 

not intended to waive any attorney-client privilege or work-product 

protection otherwise available. Moreover, any inadvertent or 

purposeful disclosure of Confidential Material exchanged pursuant 



to this. Agreement which is made by a party to this Agreement shall 

not constitute a waiver of any privilege or protection of any o t h e r :  

party to the Agreement. The Agreement applies equally tc> 

Confidential Material that has been exchanged or provided among the: 

1 parties to date under an oral understanding consistent with the 

1 terms of this Agreement. 
I 
I 

5. ALLOCATION BETWEEN LEGAL CLAIMS: In the event of recovery 

either by j~dgment after trial or by settlement, including a 

resolution of claims through federal legislation, it is the 

reasoned opinion of all parties to this agreement based on the 

current status and viability of all claims currently pending 

against the tobacco defendants when balanced against the claims 

that are currently on appeal, that 100% of the recovery shall be 

allocated to the UCA, antitrust and FAL claims. 

6. ALLOCATION OF ANY RECOVERY : 

a. The recovery, as allocated to the UCA, Antitrust and 

FAL claims, shall be exclusively divided between the state, cities 

and counties as follows: 

1. 50% of the total recovery to the State of 

California. 
. . 
11. 50% of the total recovery to the cities and 

counties of California. Direct recovery to cities shall be 

restricted to cities whose city attorneys could have maintained an 

independent action under Business and Professio~s Code section 

17204 to wit: Los Angeles, San Diego, San Francisco and San Jose 

(hereinafter the "eligible cities") , The recovery to the cities 

and counties shall be distributed as follows: ten percent (lo%), 

distributed equally to the eligible cities (2.5% each) on a yearly 



basis; the remaining ninety percent (90%) distributed yearly to the 

58 counties within the State of California, on a per capita basis, 

calculated using the most current official United States Census 

numbers. In the event of a settlement of the State of California's 

claims, the sharing of the recovery by eligible cities and the 

counties will be conditioned upon a release by each city and county 

of all tobacco related claims consistent with the extent of the 

state's release and a dismissal with prejudice of any city or 

county's pending action. The monies payable under this agreement 

to settle the claims of the state, cities and/or counties shall be 

payable directly or through a qualified settlement fund pursuant to 

Section 468B of the Internal Revenue Code of 1986, and Treas. Reg. 

Section 1.468B or any similar tax exempt equivalent set up 

specifically for the purpose of making payments to each of these 

entities based on the formula agreed upon herein. Further, any 

monies the state, cities or counties receive under the provisions 

of this MOU are independent of any federal, state or other monies 

the participating state, city or county would otherwise receive and 

shall not be considered a recovery or reimbursement of any federal 

monies. In the event a city or county chooses not to participate 

in a settlement, and opts instead to pursue its respective 

litigation, that entity agrees not to share in the recovery 

pursuant to the distribution set forth in this MOU. In such case, 

that portion of the total receverT7 I that would otherwise have been 

allocated to that entity shall be allocated 50% to the state, and 

50% to the remaining cities and counties, in accordance with the 

allocation formula set forth above. Should any city or county 

choose not to participate in a settlement and elect instead to 

- 13 - 



pursue its respective litigation against the settling defendant-, 

any final judgment, from which no appeal may be taken, obtained by 

the city or county in such litigation may be credited against the 

amounts to be paid by the settling defendants to the state and the 

participating cities and counties under the terms of such 

settlement and this MOU. 

iii. In the event the federal government asserts z 

claim over any monies obtained through a settlement, judgment or 

other recovery against the tobacco product manufacturers or 

otherwise acts to reduce the amount it provides the State of 

California under 42 U.S.C. §1396b(d) (2) (B) on account of any monies 

received pursuant to a recovery against the tobacco product 

manufacturers, such reduction shall be borne proportionally by the 

state and the cities and counties that will receive a distribution 

as proposed under this MOU. This event may be triggered at any 

time, and the parties agree that no restriction shall be imposed on 

the tirning, frequency or amount of such adjustments as between the 

state and the cities and counties, and that such adjustments shall 

apply retroactively or prospectively as the need arises by virtue 

of federal action, but that any such adjustment shall be confirmed 

by the court where the consent decree in entered. 

iv. The distribution of funds pursuant to this MOU 

is not subject to alteration by legislative, judicial or executive 

action at any level. T f  c r l r h  a r t i  nn n r r r l r c  3 n A  t tkr.  
V U ~ Z Z  ~ ~ L A V I L  V L ~ U L J  UIIU a ~ ~ c L 3  L l l c  

distribution of these funds pursuant to this MOU, and survives all 

legal challenges to it, the distribution of these funds shall be 

nodified to offset such action and shall be bourne proportionally 

by the state and the cities and counties. 

- 14 - 



7 ATTORNEYS FEES: 

a. Government Attorneys Fees and Costs -- It is 

contemplated that a settlement of the State of California's claims 

may provide for the reimbursement of the Office of the Attorney 

General and other appropriate agencies of the state, cities or 

counties, including city attorneys, county counsel offices and the 

Department of Health Services for the reasonable costs and expenses 

incurred in connection with the litigation or resolution of pending 

tobacco related claims, excluding: ii) costs and expenses relating 

to lobbying activities, and (ii) fees and costs of outside counsel. 

Such reimbursement shall be calculated based upon hourly rates 

equal to the local market rate for private attorneys, paralegals, 

clerks, executives, analysts or other staff of equivalent 

experience and seniority. The attorney general, its appropriate 

agencies and participating political subdivisions shall provide 

appropriate documentation of all costs, expenses and attorneys' 

fees for which payment is sought, and shall be subject to audit. 

This reimbursement shall be paid separately and apart from any 

other amounts due pursuant to any settlement by the state. 

Further, to the extent a settlement does not provide for 

reimbursement (or provides for less than full reimbursement) to the 

above agencies, such reimbursement shall come off the top before 

I 
any distribution of monies contemplated in SS6.a.i and ii. 

I c;n711,, 
L L L L ~ L I ~ ,  a one time papent of one million dollars ($1,OC)0,000j 

shall be distributed to the "The False Claims Act Fund" (Government 

Code Section 12652 (j)) before any distribution of monies 

contemplated in sS5.a.i. and ii. 



b. Private Outside Counsel -- 

i. The Attorney General of the State of California 

has not employed private outside counsel to assist in the 

Prosecution of The People ex rel. Lunsren vs. Philip Morris, Inc., 

Sacramento Superior Court No. 97AS03031. 

ii. The following public entity or benefit cases 

have arrangements with private outside counsel to assist them in 

prosecuting their respective claims : Cordova v. Liqqett Group, 

IQG SDSC No. 651824 ("Cordova") ; Ellis v. R. J. Remolds Tobacco .# 

co.. SDSC No. 706458 ("Ellis"); County of Los Anseles v. R.J. 

Revnolds Tobacco Co., SDSC No. 707651 ("Los Anqeles"); The People 

v. Philip   orris, Inc., SFSC No. 980564 ("San Francisco"). Private 

counsel representing these plaintiffs are sensitive to the issue of 

private counsel representing public parties in tobacco litigation 

and their appropriate compensation. While this agreement in no way 

abrogates, changes or attempts to modify any fee agreement private 

counsel nay have, all private counsel in the above listed actions 

agree to the following procedures in seeking to obtain fees or 

enforce any fee agreements with their respective clients: - in 

additicn to using best efforts to recover fees from defendants, in 

the event of a settlement of the State of California's claims, and 

to the extent a city or county agrees to release its claims in 

return for its share in the recovery pursuant to this MOU, private 

~ u t s i d e  counsel agree to seek fees: costs and expenses in 

~iccordance with any mechanism set up pursuant to such settlement. 

Private counsel seeking reimbursement shall provide appropriate 

documentation of their costs and expenses, and shall be subject to 

audit. Payments received pursuant to this mechanism shall be paid 



separately and apart from any other amounts due pursuant to any 

settlement by the state and shall in no way go to reduce the 

state's recovery. Private counsel agree that any fees, expenses or 

costs recovered by private counsel in consideration for services tc 

or representation of their public entity clients pursuant to such 

mechanism shall be deducted from any fees, costs or expense 

payable under fee agreements with their respective clients. All 

private counsel acknowledge that their fee service contracts arEs 

subject to Rule 4-200 of the Rules of Professional Conduct of the 

State Bar of Califclrnia which bars members of the Bar from charging 

or collecting an unconscionable fee. The Attorney General assercs 

that any fee dispute between private counsel and their respective 

clients should be submitted tb the trial judge in the manner of a 

Code of Civil Procedure 51021.5 proceeding. Private counsel agree 

that any fee dispute shall be submitted to the trial judge. 

Private counsel, however, do not agree that such submission be 

limited in the manner of a Code of Civil Procedure 51021.5 

proceeding. 

8 .  SETTLEMENT: Should any party enter into settlement 

discussions with defendants or their counsel, that party shall, to 

the extent possible and in a timely manner, inform the other 

parties of the scope and nature of the settlement discussions. In 

no event shall any party attemj.'t to settle claims which that party 

h 2 s  no legal auth~rit~r .r to settle. 
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AGREEMENT REGARDING INTERPRETATION 
OF 

MEMORANDUM OF UNDERSTANDING 

WHEREAS, the parties hereto, the State of Cdifomia and the Cities and Counties which 
become signatories to this Agreement Regarding Interpretation of the Memorandum of 
Understanding ("this Agreement"), agree that the terms as used herein shall have the meaning 
ascribed to them in Section 1 hereof; and 

WHEREAS, the State and a number of California Cities and Counties, on August 5, 
1998, entered into an agreement entitled "Memorandum of Understanding" (the "MOU") which 
is attached hereto as Appendix A; and 

WHEREAS, on December 9,1998, the Honorable Ronald Prager, Judge of the San 
Diego County Superior Court, as the Coordination Trial Judge in In re Tobacco Cases I, J.C.C.P. 
404 1, signed and entered a Consent Decree and Final Judgment as between the State of 
California and the Participating Manufacturers, which Final Judgment is attached hereto in its 
entirety as Appendix B and incorporates within it as Exhibit A thereto the settlement agreement 
entitled "Master Settlement Agreement" (the "MSA") which the Settling States, including the 
State of California, and the Participating Manufacturers entered into on November 23,1998,. and 
incorporates within it as Exhibit B the MOU; and 

WHEREAS, pursuant to the MSA, the State is entitled to funds distributed through the 
National Escrow Agreement which was entered into on December 23, 1998, between the Settling 
States, including the State of California, and the Participating Manufacturers and the Escrow 
Agent, which is attached hereto as Appendix C; and 

WHEREAS, pursuant to the National Escrow Agreement, Citibank, N.A., was appointed 
by the Settling States, including the State of California, and the Participating Manufactures to 
serve as the Escrow Agent under the terms and conditions set forth therein; and 

WHEREAS, pursuant to the National Escrow Agreement, the Escrow Agent shall 
allocate the national tobacco settlement monies among accounts including State-Specific 
Accounts with respect to each Settling State, including the State of California, in which State- 
Specific Finality occurs, in accordance with written instructions from the National Independent 
Auditor; and 

WHEREAS, pursuant to the MSA, upon the occurrence of State-Specific Finality in 
California, the California portion of the monies deposited by the Participating Manufacturers in 
the Subsection iXCij Account (Firsij, ihe Subsection Xcij ACCOUII~ (Subsequenij, the 
Subsection IX(c)(l) Account, and the Subsection IX(c)(2) Account (as such accounts are defined 
in the National Escrow Agreement) shall be transferred to a State-Specific Account designated 
by the MSA as the account for the State of Cdifornia ("Califomia Account"); and 



WHEREAS, pursuant to the MSA, after Final Approval, the Independent Auditor shall 
instruct the Escrow Agent to disburse the funds held in the California Account to (or as directed 
by) the State; and 

WHEREAS, pursuant to the MSA, to the extent that a payment is made to the California 
Account after the occurrence of all applicable conditions for the disbursement of such payment to 
the State, the Independent Auditor shall instruct the Escrow Agent to disburse such payment 
promptly following its deposit; and 

WHEREAS, pwsuant to the MOU, certain Cities and all Counties in California, upon 
meeting the conditions set forth in the MOU, are entitled to 50% of all h d s  transferred to the 
California Account, designated as the State-Specific account for the State of California 
distributed by virtue of the MSA; and 

WHEREAS, the parties hereto recognize that issues may arise as to the proper 
interpretation of the MOU and such parties desire to: (i) set forth their understanding of the 
interpretation to be given to the terms the MOU; and (ii) estabIish a procedure for the expeditious 
resolution of any future disputes that may arise as between any of them as to the proper 
interpretation of the MOU and/or this Agreement; and 

WHEREAS, the parties hereto have agreed that if judicial interpretation of the MOU or 
this Agreement becomes necessary, it is important that a single court within the State of 
California adjudicate all disputes between the parties as to the meaning and proper interpretation 
of the MOU and/or this Agreement: 

NOW, THEREFORE, in consideration of the premises and the mutual promises 
contained in the MOU and this Agreement, the parties hereto agree as follows: 

SECTION I. 
DEFINITIONS. 

A. All terms herein have the same meaning as, and are defined the same as they are 
defined in the MSA unless specifically modified in Section 1 .B hereof. All definitions 
contained in the MSA entered on November 23,1998, are incorporated by reference 
herein in this Agreement. 

B. As used in this Agreement, the following terms have the following meanings: 

(1) The term "Agreement" or "this Agreementn means this Agreement Regarding 
!iiteriji&itic~ 8f  F ~ f e m o ~ & i  Of 'u'~i:e~~hiii:iiig. 

(2) The term "book value" means the net amount at which a portfolio is shown in the 
accounting records. 



(3) The term "California Account" means the State-Specific Account with respect to 
California which is established after California State-Specific Finality has occurred as 
referenced by Section 3(b) of the National Escrow Agreement. 

(4) The term "CityKounty Steering Committee" means the City and County of San 
Francisco, the City of Los Angeles, the City of San Jose, the County of Santa Clara, the 
County of Santa Barbara and the County of Los Angeles. 

(5) The term "City Designee," "County Designee," "City and County Designees" 
andlor "City DesigneesKounty Designees" means, individually or colIectively, the 
person(s) designated by each individual Eligible City and Eligible County to receive any 
notifications or statements and/or to provide any transfer or disbursement instructions,' 

(6) The term "City" or "Cities" means, individually or collectively, the City of Los 
Angeles, the City of San Diego, the City of San Francisco and the City of San Jose. 

(7) The term "County" or "Counties" means, individually or collectively, the 58 
counties of California. 

(8) The term "City/County Dispute Resolution Court" means the J.C.C.P. 4041 Court. 

(9) The term "Eligible City," "Eligible County," "Eligible Cities andlor Eligible 
Counties" andfor "Eligible CitiesEligible Counties" means, individually or collectively, 
those Cities and Counties who because they have satisfied all requirements under the 
MOU and this Agreement are entitled to receive a portion of tobacco settlement monies 
which are transferred to the California Account as provided by the MSA, the MOU and 
this Agreement. To achieve the status of Eligible City or Eligible County, each City or 
County must: 

(a) Execute one original "Model Release," attached hereto as Appendix "D" 
(or such other form of release that the City/County Dispute Resolution Court 
determines satisfies the release requirements of Section daii of the MOU), and 
provide the executed original Release to the State; and 

(b) Execute one original of this Agreement and provide the executed original 
to the State; and 

(c) Execute one original "Authorization and Designation of CityfCounty 
Designees," attached hereto as Appendix "E," and provide the executed original to 
the S8f.e; md 

(d) Execute one originaI "Transfer Instructions " in the form attached hereto 
as Appendix "F," and provide the executed original to the State; and 



(e) Execute one original Form W-9, attached hereto as Appendix "G," and 
provide the executed original to the State. 

The address to which the above identified executed original documents are to be sent by 
each City andfor County seeking to become an EligibIe City andfor Eligible County is set 
forth in Appendix "H." 

(10) The term "J.C.C.P. 4041 Court" means the San Diego County Superior Court that 
presided over In Re Tobacco Cases I, Judicial Council Coordination Proceeding No. 
4041. 

(1 1) The term "Memorandum of Understandingn or "MOU means the agreement 
entered between the State and certain Represented Cities and Counties on August 5, 
1998, which is attached hereto as Appendix A. 

(12) The term "MOU Proportional AIlocable Share" means that portion of the Tobacco 
Settlement Proceeds to be transferred to the California Account as provided for by the 
MSA and then received by the State and Cities and Counties, in the percentages set forth 
in Section 6 of the MOU. 

(I 3) The term "mark-to-market" means the value of a portfolio at current market 
prices. 

(14) The term "Official United States Decennial Census" means the census taken every 
ten years by the.federa1 government, but such census does not become the "Official 
United States Decennial Census" for the purposes of the MOU and this Agreement until 
such time as it is presented to the Governor of the State of California If the United States 
Decennial Census is presented to the Governor of the State of California within the 30 
days immediately prior to the date the State is to give notice pursuant to Section 3.K of 
this Agreement, it shaI1 not be treated as the "Official United States Decennial Censustr 
until after the transfer which is the subject of such notification has been made. 

(1 5 )  The term "Represented City," "Represented County" andtor "Represented Cities 
and Counties" means individually or collectively, the City and County of San Francisco, 
the Cities of Los Angeles, San Diego and San Jose, and the Counties of AIameda, Contra 
Costa, Marin, Monterey, Orange, Riverside, Sacramento, San Bernardino, San Diego, San 
Joaquin, San Luis Obispo, San Mateo, Santa Barbara, Santa Clara, Santa CNZ, Shasta 
and Ventura that executed contingency fee contracts with private outside counsel to 
prosecute tobacco-related cIaims, and the County of Los Angeles who executed a separate 
contingency fee contract with private outside counsel to prosecute tobacco-related claims. 

(1 6)  The term "Responsible Entity" means the entity, whether the State or a City or 
County, that obtains a judgment or settIement which causes a claim-over as described in 
Section XII(a)(4) of the MSA. 



(1 7) The term "State" means the State of California. 

(1 8) The term "States" means those States and Commonwealths of the United States 
that signed the MSA. 

(1 9) The term "Sub-Account(s)" means a sub-account or sub-accounts created in the 
California Account. 

(20) The term "Tobacco Settlement Proceeds" or "Tobacco Settlement Monies" means 
the monies transferred to the California Account as provided by the MSA. 

(2 1) The term "transfer" means the transfer of money among and to different Sub- 
Accounts of the California Account. It does not mean payment or disbursement as used 
in the National Escrow Agreement. 

SECTION 2. 
AGREEMENT AS TO THE PROPER COURT 

FOR INTERPRETATION OF THE MOU AND THIS AGREEMENT. 

The parties hereto irrevocably and unconditionally submit to the continuing exclusive 
jurisdiction of the J.C.C.P. 4041 Court for purposes of any action or proceeding seeking to 
enforce any provision of, or based on any right arising out of, the MOU or this Agreement, and 
agree that they shall not commence any such action or proceeding except in the J.C.C.P. 4041 
Court. The parties hereto agree that any dispute between or among the State, any Eligible City 
andlor any Eligible County shall be submitted by motion (or, if appropriate, by Ex Parte 
Application) to the J.C.C.P. 4041 Court, including any dispute regarding (i) the accurateness of 
any calculation pertinent to the allocation formula as described in Section 3.J of this Agreement, 
andlor (ii) the calculation or assessment of a Claim Over Offset Amount as described in Section 
4.C of this Agreement. The parties hereto agree that any such decision by the J.C.C.P. 4041 
Court shall be appealable, but that absent an appropriate Order any such appeal shall not delay 
any disbursement of any disputed amounts in accordance with the J.C.C.P. 4041 Court's 
decision. The parties hereto hereby irrevocably and unconditionaily waive any objection to the 
laying of venue of any such application, motion action or proceeding in the J.C.C.P. 4041 Court, 
and fbrther irrevocably waive and agree not to plead or claim in the J.C.C.P. 4041 Court that any 
such suit, action or proceeding has been brought in an inconvenient forum. 



SECTION 3. 
UNDERSTANDINGS REGARDING THE MSA AM) THE MOU 

AS THEY RELATE TO TRE RELEASE OF FUNDS 
PURSUANT TO THE MSA AND THE MOU 

PRIOR TO SATISFACTION OF ALL TERMS AND CONDITIONS 
OF SECTION 3.42 OF THE NATIONAL ESCROW AGREEMENT. 

A. Before such time as all events and conditions set forth in Section 3.C of the National 
Escrow Agreement have been satisfied and the h d s  are released to the States, all funds 
received by the Escrow Agent pursuant to the terms of the National Escrow Agreement 
shall constitute the "Escrow" and shall be held and disbursed in accordance with the 
terms of the National Escrow Agreement and this Agreement. In the event of a conflict, 
until such time as aI1 events and conditions set forth in Section 3.C of the National 
Escrow Agreement have been satisfied and the Escrow Agent is notified to release the 
escrow hnds to the States, the terms of the National Escrow Agreement shall govern over 
terms in the MOU or this Agreement. The State shall instruct the national Escrow Agent 
that such h d s  and any dngs ' thereon shall be held by the Escrow Agent separate and 
apart fiom all other funds and accounts of the Escrow Agent, the State, the Cities and 
Counties and the Participating Manufacturers. 

B. The Escrow Agent shaIl allocate the Escrow among the accounts referenced in the 
National Escrow Agreement (each one an "Account" and collectiveIy the "Accounts") 
including the California Account in accordance with written instructions fiom the 
Independent Auditor. 

C. Pursuant to Section 20 of the National Escrow Agreement, and in accordance with the 
MOU and this Agreement, the State shall instruct the Escrow Agent to allocate the money 
flowing into the California Account as folfows: 

(1) It is understood by the parties to this agreement that prior to the entry of an Order 
by the J.C.C.P. 4041 Court approving this Agreement, there will be two disbursements of 
Tobacco Settlement Proceeds pursuant to the MSA; the December 14,1999, 
disbursement and the January 10,2000, disbursement. It is therefore understood by the 
parties to this Agreement that: 

(a) With respect to the December 14,1999 disbursement, in accordance with 
the terms of the MOU, $1,000,000.00 was credited and transferred to the False 
Clams Act Fund. The remaining funds (after transfer of $1,000,000.00 to the 
False Claims Act Account) were credited 50% to the State and 50% to the Cities 
and Counties. The 50% of the funds credited to the State were transferred to the 
State General Fund at or about the time of the December 14,1999 disbursement. 
At the time of disbursement, the 50% of the funds credited to the Cities and 
Counties were transferred to the "Tobacco Settlement Fund Account" maintained 
by the California Department of Justice, to be held on an interim basis for the 
exclusive benefit of the Cities and Counties until such time as the Court approves 



this Agreement, and the CityEounty Account described in section 4.B.(2)(ii) of 
this Agreement is created. 

(b) With respect to the January 10,2000, disbursement, in accordance with the 
terms of the MOU, 50% of the funds will be credited to the State and 50% to the 
Cities and Counties. The 50% of the funds credited to the State will be 
transferred to the State General Fund at the time of the disbursement. At the time 
of disbursement, the 50% of the funds credited to the Cities and Counties will be 
transferred to the "Tobacco Settlement Fund Accountn maintained by the 
California Department of Justice, to be held on an interim basis for the exclusive 
benefit of the Cities and Counties until such time as the Court approves this 
Agreement, and the CitylCounty Account described in section 4.B.(2)(ii) of this 
Agreement is created. Any future disbursements that become available before the 
execution of this Agreement and a conforming escrow agreement between the 
State and the Escrow Agent shall be treated in the same manner. 

(c) Upon approval of this Agreement by the J.C.C.P. 4041 Court and the 
execution of a conforming escrow agreement between the State and the Escrow 
Agent, all funds in the "Tobacco Settlement Fund Account" (including any 
interest generated thereon) shall be transferred to the CitylCounty Account to be 
disbursed to the Eligible Cities and Eligible Counties in accordance with section 
3.5 this Agreement. However, each Eligible City andlor Eligible County may 
elect to have the State transfer its MOU Proportional Allocable Share (including 
any interest generated thereon) directly to such Eligible City and/or Eligible 
County without requiring such funds to be first transferred to the Escrow Agent. 

(2) Upon approval by the J.C.C.P. 4041 Court of this Agreement and the execution of 
a conforming escrow agreement between the State and the Escrow Agent, all additionaI 
money that enters the California Account shall be allocated as follows: 

(a) 50% of each dollar, or portion thereof, shall be credited to the State; and 

@) 50% of each dollar, or portion thereof, shall be credited to the Cities and 
Counties to be distributed in the manner set forth in Section 3. J hereof, 
unless the Escrow Agent receives different instructions &om the State in 
the manner set forth by this Agreement. 

D. All amounts credited to an Account shall be retained in such Account until disbursed 
therefrom in accordance with the provisions of the National Escrow Agreement pursuant 
to (i) written instructions fiom the Inde-pendent Auditor, or (ii) written instructions fi-om 
all of the following: all of the Original Participating Manufacturers, all of the Subsequent 
Participating Manufacturers that contributed to such amounts in such Account, and all of 
the Settling States (collectively, the "Escrow Parties"). The Escrow Agent shall be 
entitled to rely upon the Independent Auditor's identification of the Settling States and 
the Subsequent Participating Manufacturers that contributed any amounts in an Account. 



In the event of a conflict, instructions pursuant to subclause (ii) shall govern over 
instructions pursuant to subclause (i). 

E. All amounts credited to a Sub-Account shall be retained in such Sub-Account until and 
unless transferred pursuant to written instructions received by the Escrow Agent from the 
State. However, the State shall not provide any instructions for a transfer which consists 
of a disbursement in violation of this Agreement or of the National Escrow Agreement. 

F. It is understood by the parties to this Agreement that the MSA requires that on the First 
Business Day after each date identified to the Escrow Agent by the Independent Auditor 
in writing as a date upon which any payment is due under the MSA, the Escrow Agent 
shall deIiver to each other Notice Party as defined in the MSA, and to those the State has 
designated in writing, a written statement showing the amount of such payment (or 
indicating that no payment was made, if such is the case), the source of such payment, the 
Account or Accounts to which such payment has been credited, and the payment 
instructions received by the Escrow Agent from the Independent Auditor with respect to 
such payment. As soon as practical after receipt of such information fiom the Escrow 
Agent, but in no event more than 24 hours after receipt or the next business day, which 
ever is later, of such information, the State shall give notice to each City Designee and 
County Designee of which the State is aware, by sending by facsimile or other electronic 
transmission to each such City Designee and County Designee, a copy of the information 
the State has received from the Escrow Agent. 

G.  It is understood by the parties to this Agreement that the MSA requires that on the first 
Business Day after each transfer, the Escrow Agent shall deliver to the State a written 
statement showing the amount of such transfer, the source of the transfer, and the Sub- 
Account or Sub-Accounts to which such transfer has been credited. As soon as practical 
after receipt of such information from the Escrow Agent, but in no event more than 24 
hours after receipt of such information or the next business day after receipt of such 
information, which ever is Iater, the State shall give notice to each City Designee and 
County Designee of whom the State is aware, by sending by facsimile or other electronic 
transmission to each such City Designee and County Designee, a copy of the information 
it has received fiom the Escrow Agent. 

H. It is understood by the parties to this Agreement that the MSA requires that the Escrow 
Agent shall comply with all payment instructions received from the Independent Auditor, 
unless before 11:OO a.m. (E.S.T.) on the scheduled date of payment the Escrow Agent 
receives written instruction to the contrary fiom the State in the manner set forth in this 
Agreement, in which event the Escrow Agent shalt comply with such instructions. It is 
understood by the parties to this Agreement that instructions received after 1 1 :00 am. 
(E.S.T.1 wiii be treated as  ifreceived on the following Business Day. 



I. It is understood by the parties to this Agreement that the MSA requires that the Escrow 
Agent shall comply with all transfer instructions received from the State unless before 
11 :00 a.m. (E.S.T.) on the day the transfer is to occur the Escrow Agent receives different 
written instruction from the State in which event it shall comply with such instructions. 
The State shall not provide any instructions to the Escrow Agent that contradict the terms 
of the MOU or the terms of this Agreement. It is understood by the parties to this 
Agreement that instructions received after I I :00 a.m. (E.S.T.) will be treated as if 
received on the following Business Day. 

J. The State shall instruct the Escrow Agent that dl firnds in the California Account shall be 
disbursed in the manner set forth in Section 3.C of this Agreement. Thus, as set forth in 
the MOU, 10% of the funds to be credited to the Cities and Counties (i.e., 10% of the 
50% of the Tobacco Settlement Proceeds) shall be allocated 2.5% each among the 
Eligible Cities, and 90% of the h d s  to be credited to the Cities and Counties (i.e., 90% 
of the 50% of the Tobacco Settlement Proceeds) shall be allocated among the Counties, 
on a per capita basis, calculated by using population data set forth for California Counties 
as reported in the most current Official United States Decennial Census. Assuming that 
each City and County which can become an Eligible City or Eligible County, in fact is an 
Eligible City or Eligible County, and unless otherwise modified by the State in 
accordance with Sections 4.B or 4.C of this Agreement, the transfer instructions given by 
the State to the Escrow Agent shall be in the form of the Model Escrow Instructions set 
forth as Appendix I which sets forth the model MOU Proportional AIIocable Shares 
based on the official 1990 United States Decennial Census. The State shall make any 
necessary adjustments to the distribution percentages as they relate to this clause and the 
MOU promptly upon the issuance of each future Oficial United States Decennial 
Census. A11 parties to this Agreement realize that with each new Official United States 
Ce~lsus the MOU Proportional Allocable Share to be received by each Eligible County 
wilI most likely change. 

K. The State shall provide to the Escrow Agent, as far in advance of the next actual 
disbursement date as  possible, the transfer instructions for the next transfer of h d s  from 
the California Account and shall provide at the same time to each Eligible City Designee 
and Eligible County Designee of whom the State is aware, by sending by facsimile or 
other electronic transmission to each such City Designee and County Designee, a copy of 
the transfer instructions the State is providing to the Escrow Agent along with proof of 
service to the Eligible Cities and Eligible Counties of such transfer i&tructions. 



SECTION 4. 
UNDERSTANDINGS REGARDING THE MSA AND THE MOU 

AS THEY EtELATE TO RELEASE OF FUNDS PURSUANT TO THE MSA 
AND THE MOU AFTER SATISFACTION OF ALL TERMS AND CONDITIONS OF 

SECTION 3.C OF THE NATIONAL ESCROW AGREEMENT. 

A. After such time as at1 events and conditions set forth in Section 3.C of the National 
Escrow Agreement have been satisfied and the escrow funds are released to the California 
Account, the State shall instruct the Escrow Agent that all h d s  received by the Escrow 
Agent pursuant to the terms of the National Escrow Agreement shall be held and 
disbursed in accordance with the terms of the MOU and this Agreement. The State shall 
further instruct the Escrow Agent that such b d s  and any earnings thereon shall be held 
by the Escrow Agent separate and apart from all other h d s  and accounts of the Escrow 
Agent, other States, the Cities and Counties and the Participating Manufacturers. 

B. Unless the Escrow Agent receives notification pursuant to Section 4.C of this Agreement: 

(1) The funds credited to the State pursuant to Section 3.C.(2)(a) above, shall be 
disbursed to the State in accordance with transfer instructions to be provided by the State. 

(2) The funds credited to the cities and Counties pursuant to Section 3.C.(2)(b) 
above, shall be disbursed to the Eligible Cities and Eligible Counties in accordance with 
transfer instructions to be provided by the State, which shall be subject to the MOU and 
this Agreement as follows: 

(i) If the Escrow Agent has received written notification fiom the State that a 
City or County has obtained the status of Eligible City and/or Eligible 
County, prior to the distribution from the California Account: 

(aa) The State shall instruct the Escrow Agent to disburse each Eligible 
City's and/or Eligible County's MQU Proportional Allocable Share 
pursuant to instructions received by the State fiom the City 
Designees/County Designees as to which account such funds shall be 
directed. The instructions the State provides wilI direct the Escrow Agent 
to disburse each Eligible City's and/or Eligible County's Share to a single 
account specified by that Eligible City andlor Eligible County. This 
account information will be given in the form of executed Transfer 
Instructions attached hereto as Appendix F jointly executed by two of 
three such Eligible City's and/or Eligible County's respective City 
Designees/County Designees. Upon receipt of the executed Transfer 
Instructions from the Eligible City andlor Eligible County the State shall 
forward such information to the Escrow Agent within twenty four (24) 
hours of receipt or the next business day, which ever is later. 



(bb) The instructions described in Section 4.B.(2)(i)(aa) above, may be 
modified fiom time to time by written amendment, which shall be given in 
a format specified by the State and shdl be executed by two of the three 
City DesigneestCounty Designees. Upon receipt of the change of the 
specified account information, and subject to verification by the State, the 
State shall forward such modified instructions to the Escrow Agent within 
seventy two (72) hours of receipt or within three business days, which ever 
is later. 

(cc) The City Designees/County Designees may be substituted in either 
of the following ways: (i) By written amendment, which shall be given in a 
format specified by the State, and shall provide for additions and deIetions 
of City DesignedCounty Designees. Substitution by this manner will only 
be given effect if it is signed by two of the three preexisting City 
Designees/County Designees; or (ii) By the City Council/County Board of 
Supervisors substituting the authorization provided for by Appendix E. 
Substitution by this manner must be done by a resolution of the City 
Council/County Board of Supervisors and must be done in the format as 
provided in Appendix E. In the event of a conflict between (i) and (ii) of 
this subparagraph, the State will follow the Designations as provided for 
by the City CounciVCounty Board of Supervisors. 

(ii) If the Escrow Agent has not received written notification from the State 
that a City or County has obtained the status of Eligible City andfor Eligible 
County prior to the first distribution from the California Account: 

(aa) The State shall instruct the Escrow Agent to establish a single, 
interest bearing account into which the Escrow Agent transfers the MOU 
Proportional Allocable Share of each City and/or County for whom the 
Escrow Agent has not received written notification fiom the State that 
such City and/or County has obtained the status of Eligible City andor 
Eligible County and shall instruct the Escrow Agent to provide to the State 
an accounting of the funds placed in such account, indicating the total 
amount placed therein and the amount placed therein which is being held 
for the benefit of each specific City and/or County. Within seventy-two 
(72) hours of receipt, or within three business days, which ever is later, of 
the accounting information, from the Escrow Agent, the State shall 
provide a copy of such information to the City/County Steering 
Committee. The Escrow Agent may charge each such City andlor County 
whose MOU Proportional AlIocable Share is placed in such account, such 
City's and/or County's proportional share of the Escrow Agent's normal 
charges for establishing and maintaining such account (based on the 
percentage that such City's and/or County's MOU Proportional Allocable 
Share represents of the total amount in such account) through the date the 
Escrow Agent is notified by the State that such City and/or County has 
obtained the status of Eligible City or Eligible County and the Escrow 



Agent may deduct such charges from the amount such City andlor County 
is due when the Escrow Agent is notified by the State that such City 
and/or County has obtained the status of Eligible City or Eligible County. 

(bb) Any dispute between the State, the CityKounty Steering 
Committee, andfor any City and/or County as to whether a City and/or a 
County has obtained the status as an Eligible City andlor Eligible County 
shall be submitted to, and shall continue to be under, the jurisdiction of the 
J.C.C.P. 4041. The State shall instruct the Escrow Agent to deposit the 
MOU Proportional AIIocabIe Share of any such City andlor County to 
which such dispute pertains into the CityICounty Account established 
pursuant to section 4.B.(2)(i)(aa) of this Agreement. Any City and/or 
County that is adjudged by the J.C.C.P. 4041 Court to be an Eligible City 
and/or Eligible County pursuant to this subparagraph shall immediately 
notifjr the State of such d i n g  by providing the State with a copy of the 
order or judgment of the J.C.C.P. 4041 Court. The State within twenty 
four (24) hours, or the next business day, which ever is later, of receipt of 
such order or judgment of eligibility shall forward such eligibility 
information to the Escrow Agent. Any City and/or County that is 
adjudged by the J.C.C.P. 4041 Court not to be an Eligible City and/or 
Eligible County pursuant to this subparagraph shall have a 90 day grace 
period to cure any deficiency that has prevented it from becoming an 
EIigible City and/or Eligible County. 

(cc) The State shall provide the Escrow Agent with additional 
instructions as follows: If prior to the later of June 30,2001, or the 
expiration of any grace period specified in paragraph 4.B.(2)(ii)(bb) above, 
the Escrow Agent receives written notification fiom the State that such 
City and/or County has attained the status of Eligible City and/or Eligible 
County, the Escrow Agent shaIl promptly disburse to such newly Eligible 
City andlor Eligible County all funds representing such newly Eligible 
City's and/or Eligible County's MOU Proportional Allocable Share which 
had previously been placed in the separate City/County account 
established in accordance with Section 4.B.(2)(ii)(aa) (including any 
interest generated therefrom), after deducting the appropriate Escrow 
Agent's charges as  allowed by such Section. 

(dd) The State shall further instruct the Escrow Agent that upon receipt 
of notification from the State that such City andlor County has attained the 
status of Eligible City andfor Eligible County, all MOU Proportional 
AlIocable Shares for such City andlor County which are to be disbursed 
after the date of notification that such City/County has obtained the status 
of Eligible City or Eligible County shall be disbursed to such Eligible City 
and/or Eligible County in accordance with Section 4.~.(2)(i). 



(iii) If the Escrow Agent has not received written notification fiom the State 
that a City or County has obtained the status of Eligible City and/or EligibIe 
County, by the later of June 30,2001, or the expiration of any grace period 
specified in subparagraph (dd) below: 

(aa) The State sbalI instruct the Escrow Agent that all h d s  previously 
placed in the City/County account pursuant to Section 4.B.(Z)(ii)(aa) 
(including any interest generated therefrom), shall be deducted from such 
account and shall be transferred to the CaIifornia Account, from which it is 
to be distributed to the State and the Eligible Cities and Eligible Counties 
in the manner set forth in Section 3.C.(2). 

(bb) It is understood by the parties to this Agreement that until such 
time as the Escrow Agent receives notice fiom the State that such City 
and/or County has attained the status of Eligible City andlor Eligible 
County, all MOU Proportional Allocable Shares of any such City and/or 
County that are to be disbursed prior to the date of notification that such 
City/County has obtaiped the status of Eligible City or Eligible County 
shall continue to be disbursed to the State and to the Eligible Cities and 
Eligible Counties in accordance with Section 3.C.(2). 

(cc) The State shall instruct the Escrow Agent that upon receipt of 
notification from the State that such City and/or County has attained the 
status of Eligible City andlor Eligible County, all MOU Proportional 
Allocable Shares for such City andfor County that are to be disbursed after 
the date of notification that such City/County has obtained the status of 
Eligible City and/or EIigibIe County, shall be disbursed to such Eligible 
City and/or Eligible County in accordance with Section 3.C.(2). Provided, 
however, that the parties to this Agreement, recognize that the State shall 
further instruct the Escrow Agent that if prior to attaining the status of 
Eligible City andtor Eligible County, a City andfor County obtains a 
settlement or judgment that causes a reduction of payments into the 
escrow account pursuant to Section XII(a)(4)@) of the MSA and the 
amount of that reduction in payments exceeds the amount of escrow 
payments that the City and/or County in question has foregone pursuant to 
subparagraphs (aa) and (bb) directly above, then an amount equal to the 
reduction in escrow payments pursuant to section 6.aii of the MOU minus 
the amounts foregone by the City and/or County pursuant to 
subparagraphs (aa) and (bb) directly above shall be deducted fiom the 
fbture escrow payments owing which would otherwise be paid to the City 
and/or County in question and such amount(s) shall be transferred to the 
State and to the other Eligible Cities and/or Eligible Counties, in the same 
manner as the Claim Over Offset described in section 4.C below. 



(dd) Any dispute between the State, the City/County Steering 
Committee, andlor any City andlor County as to whether a City andlor a 
County has obtained the status of an Eligible City andfor Eligible County 
shall be submitted to, and shall continue to be under, the jurisdiction of the 
J.C.C.P. 4041 Court. If any such dispute is submitted to the J.C.C.P. 4041 
Court, the State shall instruct the Escrow Agent to deposit the MOU 
Proportional Mlocable Share of any such City and/or County to which 
such dispute pertains into the CitylCounty Account established pursuant to 
section 4.B.(Z)(ii)(aa) of this Agreement. The State shall not submit any 
additional instructions regarding the disbursement of such funds whiIe a 
dispute as to eligibility is pending before the J.C.C.P. 4041 Court. Any 
City andlor County that is adjudged by the J.C.C.P. 4041 Court to be an 
Eligible City andfor Eligible County pursuant to this subparagraph (dd) 
shall immediately notify the State of such ruling by providing the State 
with a copy of the order or judgment of the J.C.C.P. 4041 Court. The 
State within twenty four (24) hours of receipt or the next business day, 
which ever is later, of such order or judgment of eligibility shall forward 
such eligibility information to the Escrow Agent and instruct the Escrow 
Agent to disburse dl funds allocated to such newly EIigible City or newly 
Eligible County. Any City andfor County that is adjudged by the J.C.C.P. 
4041 Court not to be an Eligible City and/or Eligible County pursuant to 
this subparagraph (dd) shall have a 90 day grace period to cure any 
deficiency that has prevented it from becoming an Eligible City and/or 
Eligible County. 

(iv) The State shall instruct the Escrow Agent that it is not to disburse funds to 
any City or County that has not attained the status of Eligible City or Eligible 
County. 

(v) Upon obtaining the status of Eligible City or Eligible County, each 
Eligible City and each Eligible County shall, if it has not already done so, notify 
the State of the names and addresses of their City Designees and County 
designees. 

(vi) The State shall provide to the Escrow Agent, as far in advance of the next 
actual disbursement date as possible, the transfer instructions for the next transfer 
of funds from the California Account and shaII provide at the same time to each 
Eligible City Designee and Eligible County Designee of whom the State is aware, 
by sending by facsimile or other electronic transmission to each such City 
Designee and County Designee, a copy of the transfer instructions the State is 
providing to the Escrow Agent. 



C. In the event that Section Xn(a)(4)(A) of the MSA does not relieve an Original 
Participating Manufacturer of d l  liability and Section XII(a)(4)(B) of the MSA is invoked . 
resulting in an Original Participating Manufkcturer receiving a continuing dolIar-for- 
dollar offset for any amounts paid by such Original Participating Manufacturer (or by any 
person or entity that is a Released Party by virtue of its relation to any Original 
Participating Manufacturer) on any liability against such Original Participating 
Manufacturer's share, determined as described in step E of Section IX(j)(7)(E) of the 
MSA, owing to the State (and because of the MOU, to the Cities and Counties), up to the 
fbll amount of such Original Participating Manufacturer's share of such Allocated 
Payment each year, until all such amounts paid on such liability have been offset ("Claim 
Over Offset Amount"), it is the intent of the State and the Cities and Counties that the 
California Account be operated so as to be reflective of the rights and duties of the State 
and the Eligible Cities and Eligible Counties under the MOU, and that, in accordance 
with the MOU, all benefits and burdens that affect the California Account, or affect how 
the money in the account may be spent, will be borne equally by the State on one hand, 
and the Eligible Cities and Eligible Counties on the other. (The State shall inform the 
Escrow Agent of such intent of the parties to this Agreement.) If the actions described 
above in this paragraph occur: 

(1) The State shall notify the Escrow Agent, the City/County Steering Committee, 
and the Responsible Entity that Section XII(a)(4)@) of the MSA has been invoked, and 
provide the Escrow Agent, the City/County Steering Committee, and the Responsible 
Entity with written instructions stating the Claim Over Offset Amount and the identity of: 
the Responsible Entity and instruct the Escrow Agent as foliows: 

(a) That the amounts otherwise aHocable to the Responsible Entity shall 
thereafter be reduced dollar-fordollar until the fulI Claim Over Offset Amount 
has been deducted from the MOU Proportional Allocable Share owed to the 
Responsible Entity. These adjustments to the allocation set forth under this 
Agreement are done with the understanding of the State and the Cities and 
Counties that the Responsible Entity will have its MOU Proportional Allocable 
Share likewise reduced dollar-for-dollar untiI the 1 1 1  Claim Over Offset Amount 
of the Original Participating Manufacturer's share owing to the State, and because 
of the MOU to the Cities and Counties (other than the Responsible Entity), which 
has been offset by the Original Participating Manufacturer, has been deducted 
fiom the MOU Proportional Allocable Share owing to the Responsible Entity and 
the amount deducted fiom the MOU Proportional Allocable Share owing to the 
Responsible Entity has been distributed, pursuant to the terms of the MOU, to the 
State and the other Eligible Cities and Eligible Counties which did not bring the 
original action against the non-Released Party or non-Released Retailer. 

(b) That the Responsible Entity shall be responsible for the interest on the 
Claim Over Offset Amount at the annual rate equal to the available daily rate of 
return earned by the California Pooled Money Investment Account fiom the 
actual date of disbursal of the reduced share to the State and to the EIigible Cities 
and Eligible Counties. The amount deducted fiom the Responsible Entity's MOU 



ProportionaI Allocable Share shall be distributed 50% to the State and 50% to the 
Eligible Cities and Eligible Counties (other than the Responsible Entity). Interest 
owed is determined fiom the date the funds are released to the date of actual 
disbursal to the StatefEIigible CitiesfEligible Counties. 

(2) If a member of the CityKounty Steering Committee or the entity the State has 
identified as the Responsible Entity does not take action as described in section 4.C.(3) 
below to contest the amount the State has identified as the appropriate Claim Over Offset 
Amount and/or to contest the State's identification of the correct Responsible Entity, the 
following shall occur: 

(a) If the CIaim Over Offset Amount is less than the MOU Proportional 
AIIocabIe Share of the Responsible Entity, the State shall instruct the Escrow 
Agent that the Claim Over Offset Amount shall be deducted and credited as 
follows: 

(i) If the ResponsibIe Entity is the State, in the manner set forth in the 
mathematical example attached hereto as Appendix J, to wit: 

(aa) An amount equal to one-half of the offset shall be deducted 
from the State's 50% share and shall be credited to the 
Cities'/Counties' 50% share. 

(bb) Any amounts credited to the Cities'/CountiesY share 
pursuant to this subparagraph shall be allocated among and 
disbursed to the Eligible Cities and Eligible Counties as provided 
in Section 3.5 of this Agreement and the State, in notifying the 
Escrow Agent of distribution amounts to be made to the State and 
to each EligibIe City and Eligible County, shall modi@ the 
instructions it gives to the Escrow Agent to accurately reflect such 
deductions and credits. 

(ii) If the Responsible Entity is a City or County, in the manner set 
forth in the mathematical example attached hereto as Appendix K, to wit: 

(aa) An amount equal to one-half of the offset shall be deducted 
from the Responsible Entity's MOU Proportional Allocable Share 
and shall be credited to the State share. 

(bb) After making the deduction described in paragraph (aa), the 
remaining one-half of the offset shall be deducted fiom the 
Responsible Entity's MOU Proportional Allocable Share, and shall 
be reallocated to each Eligible City and Eligible County (including 



the Responsible Entity) pursuant to its MOU Proportional 
AIIocable Share in the manner provided in Section 3.5 of this 
Agreement, The State, in notifj4ng the Escrow Agent of 
distribution amounts to be made to the State and to each EligibIe 
City and Eligible County, shall modify the instructions it gives to 
the Escrow Agent to accurately reflect such deductions and credits. 

(b) If the Claim Over Offset Amount is equal to or greater than the MOU 
Proportional Allocable Share of the Responsible Entity, the State shall instruct the 
Escrow Agent that such Claim Over Offset Amount shall be deducted and 
credited as fol1ows: 

(i) If the Responsible Entity is the State, in the manner set forth in the 
mathematical example attached hereto as Appendix L, to wit: 

(aa) The entire MOU Proportional Allocable Share of the State 
shall be credited to the Cities'/Counties7 share until the Claim Over 
Offset Amount has been repaid in fufl, including interest as 
described in Section 4.C.(1)@) of this Agreement. 

(bb) Once any remaining Claim Over Offset Amount, including 
any interest as described in Section 4.C.(l)(b), is less than the 
Responsible Entity's MOU Proportional Allocable Share during 
any payment period, Section 4.C.(2)(a) shall govern distribution 
and allocation. 

(cc) Any amounts credited to the Cities'/Counties' share 
pursuant to this Section 4.C.(2)@) shall be disbursed among the 
Cities and Counties as provided in Section 3.5 of this Agreement. 

(dd) The State in notifying the Escrow Agent of distribution 
amounts to be made to the State and to each Eligible City and 
Eligible County, other than the Responsible Entity, shall modify 
the instructions it gives the Escrow Agent to accurately reflect such 
deductions and credits as set forth in this Section 4-C.(2)(b). 

(ii) If the Responsible Entity is a City or County, in the manner set 
forth in the mathematical example attached hereto as Appendix M, to wit: 

(aa) The entire MOU Proportional Allocable Share of the 
Responsible Entity shall be &edited 50% to the State share and 
50% to the Cities'/Counties' share until the CIaim Over Offset 
Amount has been repaid in fufl, including interest as described in 
Section 4.C.(l)(b) of this Agreement. The Responsible Entity's 
MOU Proportional Allocable Share of any amounts redistributed to 
the Cities'lCounties' share under this paragraph (aa) shall be 



credited 50% to the State and 50% pro rata to the remaining Cities 
and Counties (excluding the Responsible Entity) based on their 
MOU Proportional AllocabIe Shares. 

(bb) At such time as any remaining Claim Over Offset Amount, 
including any interest as described in Section 4.C.(l)(b), is less 
than the Responsible Entity's MOU Proportional Allocable Share 
during any payment period then Section 4.C.(2)(a) shall govern 
distribution and allocation. 

(cc) The State in notifying the Escrow Agent of distribution 
amounts to be made to the State and to each Eligible City and 
Eligible County, other than the Responsible Entity, shall modify 
the instructions it gives to the Escrow Agent to accurately reflect 
such deductions and credits as set forth in this Section 4.C.(2)(b). 

(3) If any member of the CitylCounty Steering Committee or the entity the State has 
identified as the Responsible Entity do not agree that the State has identified the 
appropriate Claim Over Offset Amount or the correct Responsible Entity, the State, any 
member of the City/County Steering Committee, or the identified Responsible Entity may 
petition the J.C.C.P. 4041 Court for a ruling and if any such party does, the State shall 
instruct the Escrow Agent to establish a Disputed Claims Account to hold such disputed 
amounts pending subsequent notification by the State which directs the manner of 
disposition to be made of the disputed amount. If, in response to a petition in which the 
State is not a named party, the J.C.C.P. 4041 Court issues an order orjudgment that 
directs the manner of disposition to be made of the disputed amount, the Responsible 
Entity or the City/County Steering Committee member that has filed the petition shall, 
upon entry of such order or judgment by the J.C.C.P. 4041 Court, immediately notify the 
State of such ruling by providing the State with a copy of the order or judgment. The 
State, within twenty four (24) hours of receipt or the next business day, which ever is 
later, of such order or judgment, shall instruct the Escrow Agent as to the manner of 
disposition to be made of the disputed amount. Any such decision of the J.C.C.P. 4041 
Court is appealable; however, no such appeal shall delay distribution of the disputed 
amounts absent a court order to the contrary from the appropriate California court. 

(4) The parties to this Agreement agree that the Escrow Agent shall be entitled to rely 
upon the State's identification of the Responsible Entity and the Claim Over Offset 
Amount in allocating and distributing funds. 

D. In the event of a conflict between the mathematical examples contained in Appendices J 
through M and the words contained in Sections 4.C.(l) through 4.C.(3) of this 
Agreement, the procedures set forth in the mathematical examples contained.in 
Appendices J through M shall govern over words contained in Sections 4.C.(l) through 
4.C.(3) of this Agreement. 



E. In the event the Escrow Agent is required to establish a Disputed Claims Account 
pursuant to instructions given by the State pursuant to any provision of this Agreement, 
the State shaIl instruct the Escrow Agent that such account shall be established in the 
name of the Responsible Entity (i.e., "Disputed Claims Account of -------- ) and that the 
Escrow Agent may charge each such Responsible Entity its normal charges for 
establishing and maintaining each such Disputed Claims Account. Provided, however 
that the State shall further instruct the Escrow Agent that: (i) if the J.C.C.P. 4041 Court 
finds, in response to a petition filed by the Responsible Entity or a member of the 
City/County Steering Committee, that the State has identified an amount which exceeds 
the appropriate Claim Over Offset Amount andtor that the State has not identised the 
correct Responsible Entity, the State shall be responsible for payment of the Escrow 
Agent's charges for establishing and maintaining the specific Disputed Claims Account 
in question; or (ii) if the J.C.C.P. 4041 Court fmds, in response to a petition filed by the 
Responsible Entity or a member of the City/County Steering Committee, that the State 
has correctly identified the appropriate Claim Over Offset Amount and that the State has 
identified the correct Responsible Entity, those members of the City/County Steering 
Committee that filed the petition shall be responsibIe for payment ofthe Escrow Agent's 
charges for establishing and maintaining the specific Disputed Claims Account in 
question, and if the Responsible Entity filed the petition, the Responsible Entity shall be 
responsible for payment of the Escrow Agent's charges for establishing and maintaining 
the specific Disputed Claims Account in question. The Escrow Agent may, upon notice 
received from the State as to who is liable for the Escrow Agent's charges, deduct its 
charges from the mount due the State, the Responsible Entity, or those members of the 
City/County Steering Committee that filed the petition at the next distribution. 

F. In the event of a conflict between Section 3.3 and Section 4.C of this Agreement, the 
provisions of Section 4.C shall govern over the provisions of Section 3.J. 

On the first Business Day afier disbursing any funds from the California Account, the 
Escrow Agent shall deliver to the State a written statement showing the amount disbursed 
to the State and the amount disbursed to each Eligible City/Eligible County and the date 
of such transfer. As soon as practical after receipt of such information fiom the Escrow 
Agent, but in no event more than 24 hours after receipt of such information, or the next 
business day after receipt of such information, which ever is later, the State shall give 
notice to each City Designee and County Designee of which the State is aware, by 
sending by facsimile or other electronic transmission to each such City Designee and 
County Designee, a copy of the information the State has received fiom the Escrow 
Agent. 

H. Any dispute(s) between the State andfor any California City and/or California County 
regarding this Agreement or the MOU, including any dispute as to the appropriate Claim 
Over Offset Amount, or the identity of the correct Responsible Entity, shall be submitted 
to, and shall continue to be under, the jurisdiction of the J.C.C.P. 4041 Court, as set forth 
in Section 2 of this Agreement. 



SECTION 5. 
ATTORNEYS' FEES. 

As provided under the MOU, Private Outside Counsel for the Represented Cities and 
Counties will make their best efforts to obtain their fees and costs from the Original Participating 
Manufacturers as provided for in the MSA. Any attorneys' fees and costs obtained shall be 
credited against the amounts owed to Private Outside Counsel under their contingency fee 
agreements. To the extent, if any, that an arbitration award is insufficient to satisfy the 
outstanding contingency fee contracts, and to the extent, if any, private counsel seek to enforce 
such contracts, all Cities and Counties receiving "MOU Proportional Allocable Sharew will share 
the risk that attorneys' fees and costs may be due and owing to Private Outside Counsel who 
prosecuted the tobacco actions on behalf of the Represented Cities and Represented Counties. 
By executing this Agreement, each City and County covenants and agrees that: (1) to the extent 
that any of the Represented Cities and Counties pay attorneys' fees to their Private Outside 
Counsel, in any year, to compensate Private Outside Counsel for work done in the Represented 
Cities' and Counties' suits against the Participating Manufachxers, the "MOU Proportional 
Allocable Share" to be paid to the Eligible Cities and Eligible Counties in that year (or as soon 
thereafter as possible) will be decreased by an offset equal to the "Proportional Share Percentage" 
of the sum of fees and costs paid by any Represented City or Represented County; (2) The 
amount of the offset shall be added to the settlement proceeds to be paid to the Represented City 
or County that made the private counsel fee payment, provided however, that no Represented 
City or County shall be subject to an offset for attorneys' fees or costs paid by any other 
Represented City or County to Private Outside Counsel. For the purpose of this 
"Proportional Share Percentage" shall mean the allocation percentage of the total amount payable 
to California locaI governments (as determined by the allocation formula set forth in paragraph 
3 .J of Section 6 of the MOU calcutated as of the year of the fee payment in question), multiplied 
by the amount of the fee payment made by the Represented City or County in question; (3) A 
separate offset will be calculated for and paid to each Represented City and County that makes a 
fee payment to private counsel in any given year; and (4) In the event that any Represented City 
or Represented County makes any payment under such contingency fee contracts, such 
Represented City and/or Represented County shall notify the State of the amount of such 
attorney fee payment. The State shall thereafter instruct the Escrow Agent to make all 
appropriate offsets and credits pursuant to this section. 

SECTION 6. 
FAILURE OF ESCROW AGENT TO RECEIVE INSTRUCTIONS. 

The parties to this Agreement agree that in the event that the Escrow Agent fails to 
receive any written instructions contemplated by this Agreement, the Escrow Agent shall be l l l y  
protected in refraining fiom taking any action required under any Section of this Agreement. 



SECTION 7. 
INVESTMENT OF CALWORNIA ACCOUNT FUNDS BY 

TEE ESCROW AGENT. 

A. Notwithstanding the more permissive investments permitted in the National Escrow 
Agreement, the State shall instruct the Escrow Agent to invest and reinvest all amounts in 
the California Account in only the following: 

(1) Direct obligations of, or obligations the timely payment of principal and interest 
on which are fully and unconditionally gmrmteed by, the United States of America or 
any agency thereof, maturing no more than one year after the date of acquisition thereof; 

(2) Repurchase agreements hlly collaterdized by securities described in clause (1) 
above and with a counter party whose long-term debt securities are rated "AA'or higher 
by Standard & Poor's and "Aa" or higher by Moody's; 

(3) Interest-bearing time or demand deposits with, or certificates of deposit maturing 
.within 30 days of the acquisition thereof and issued by, any bank or trust company 
organized under the laws of the United States of America or of any of the 50 States 
thereof and having combined capital, surplus and undistributed profits in excess of 
S500,000,000 whose long-term unsecured debt is rated "AA" or higher by Standard & 
Poor's and "Aa" or higher by Moody's; 

(4) Commercial paper rated (on the date of acquisition thereof) at least A-I and P-1 or 
equivalent by Standard & Poor's and Moody's, respectively, maturing not more than 180 
days fiom the date of creation thereof; and 

( 5 )  Other investments specified by written instructions from all of the Original 
Participating Manufacturers, Settling States having Allocable Shares aggregating at least 
66 Y3%, and the State. 

B. Each reference herein to a rating from Standard & Poor's or Moody's shall be construed 
as an equivalent rating by another nationally recognized credit rating agency of similar 
standing if neither of such corporations is then in the business of rating debt, and if one 
(but not both) of Standard & Poor's and Moody's is not then in the business of rating 
debt, the rating from the corporation still in such business shall suffice for purposes of 
this Section 7. 

C. The State shall fiuther instruct the Escrow Agent that to the extent practicable, monies 
credited to the California Account shall be invested in such a manner so as to be available 
for use at the times specified in writing by the Independent Auditor as the times when 
monies are expected to be disbursed by the Escrow Agent and charged to such California 
Account. Obligations purchased as an investment of monies credited to the CaIifornia 
Account shall be deemed at all times to be a part of such California Account and the 
income or interest eamed, 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 equally between the State and 
the Eligible Cities and Eligible Counties), shall be credited or charged to the California 
Account and shall be for the benefit of, or be borne by, each governmental entity entiff ed 
to payment from such California Account. 

D. In choosing among the investment options for the California Account described in 
subclauses (1) through (5) of this Section 7.A, the Escrow Agent shall comply with any 
instructions received fiom time to time fiom (i) the State andlor (ii) the State Investment 
Manager designated by the State pursuant to Section 10 of the Investment Management 
Agreement attached to the National Escrow Agreement. In the event of a conflict, 
instructions given pursuant to clause (i) of the preceding sentence shall govern over 
instructions given pursuant to clause (ii) of the preceding sentence. In the event of 
conflict, the Escrow Agent may seek cofi~rmation from the designated State 
representative using established industry practices such as confiiation by phone or by 
facsimile or other electronic transmission. In the absence of such instructions or in the 
event of unresolved conflicting instructions, the Escrow Agent shall invest in accordance 
with subclause (1) of this Section 7.A. 

The parties to this Agreement agree that the Escrow Agent shall have the right to 
liquidate any investments held hereunder in order to provide the h d s  necessary to make 
required payments from the California Account under this Agreement. The State shall 
instruct the Escrow Agent that to the extent practicable the Escrow Agent shall equally 
distribute the liquidation between the State and the Eligible CitiedEIigible Counties. The 
Escrow Agent hereunder shall not have any liability for any loss sustained as  a result of 
any investment made pursuant to instructions received hereunder or as a result of any 
liquidation of any investment prior to its maturity in order to make a payment required 
under this Agreement 

F. The parties to this Agreement agree that the first Business Day after a liquidation has 
taken glace, the Escrow Agent shall provide notice to the State of the amounts of the 
liquidation, the source of the liquidated securities, the current mark-to-market worth of 
the California Account, and the book value of the California Account. As soon as 
practical after receipt of such information from the Escrow Agent, but in no event more 
than 24 hours after receipt of such information, or the next business day after receipt of 
such information, which ever is later, the State shall give notice to each City Designee 
and County Designee of whom the State is aware, by sending by facsimile or other 
electronic transmission to each such City Designee and County Designee, a copy of the 
information the State has received from the Escrow Agent. 



SECTION 8. 
SUBSTITUTE FORM W-9; QUALIFIED SETTLEMENT FUND. 

Pursuant to the National Escrow Agreement, the State and each Eligible City and each 
Eligible County shall provide, if it has not already done so, the Escrow Agent with a correct 
taxpayer identification number on a substitute Fonn 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 of this Agreement (and, if it supplies a Form W-9, indicate thereon that it is not subject 
to backup withholding). A copy of the Form-W-9 is attached hereto as Appendix G. The 
Escrow established pursuant to the National Escrow Agreement and pursuant to this Agreement, 
is intended to be treated as a Qualified Settlement Fund for federal tax purposes pursuant to 
Treas. Reg. 5 1 -468B-1. The Escrow Agent shall comply with all applicable tax filing, payment 
and reporting requirements, including, without limitation, those imposed under Treas. Reg. 5 
1.468B made known to it by any Escrow Party or the Independent Auditor, and if requested to do 
so shall join in the making of the relation-back election under such regulation. 

SECTION 9. 
DUTIES AND LIABILITIES OF ESCROW AGENT. 

A. The parties to this Agreement agree that the Escrow Agent shall have no duty or 
obligation hereunder other than to take such specific actions as are required of it from 
time to time under the provisions of the National Escrow Agreement, and it shall incur no 
liability hereunder or in connection herewith for anything whatsoever other than any 
liability resulting fiorn its own gross negligence or wilful misconduct. The Escrow 
Agent s w 1  not be bound in any way by any agreement or contract between the 
Participating Manufacturers and the State, or the State and any California local 
government units (whether or not the Escrow Agent has knowledge thereof) other than 
under the National Escrow Agreement, and the only duties and responsibilities of the 
Escrow Agent shall be the duties and obligations specifically set forth in the National 
Escrow Agreement. 

B. The parties to this Agreement agree that the Escrow Agent may rely and shall be 
protected in acting or refraining fiom acting upon any written notice or instruction 
furnished to it hereunder appearing on its face to have been sent by a person entitled 
hereunder to deliver such notice and reasonabfy believed by the Escrow Agent to be 
genuine and to have been signed or presented by the proper party or parties. The Escrow 
Agent shall be under no duty to inquire into or investigate the validity, accuracy or 
content of any such document. In the administration of the Escrow, the Escrow Agent 
may execute any of its powers and perform its duties hereunder direcay or through agents 
or attorneys and may consult with counsel, accountants and other professional persons to 
be selected and retained by it. 



C. The parties to this Agreement agree that in the event that the Escrow Agent shall be 
uncertain as to its duties or rights, or shall receive instructions, claims or demands which, 
in its reasonable opinion, conflict with any instructions it has received fkom the State, the 
Escrow Agent shall be entitled to refrain from taking any action other than investment 
and reinvestment in accordance with Section 7 and its sole obligation shall be to keep 
safe and invest in accordance with Section 7 all property held in escrow until it shall be 
directed otherwise in writing by the State. 

SECTION 10. 
NOTICES. 

All notices or other communications to the State or to any Citflounty or to the 
City/County Steering Committee shaIl be given in writing (including, but not limited to, 
facsimile or other electronic transmission, telex, telecopy or similar writing). Notices or other 
communication provided by the State to individual Cities and individual Counties, or by 
individual Cities or Counties or by the City/County Steering Committee to the State via facsimile 
or other electronic transmission shall also be given via mail to the individual City Designees and 
County Designees or to the State at the address(es) to be provided to the State by the City 
Designees and County Designees or by the State to the City Designees and County Designees. 

SECTION 11. 
INTENDED BENEFICIARIES; SUCCESSORS. 

No persons or entities other than the State and the Cities and Counties are intended 
beneficiaries of this Agreement, and only the State and the Cities and Counties shall be entitled 
to enforce the terms of this Agreement. The provisions of this Agreement shall be binding upon 
and inure to the benefit of the State and the Cities and Counties and their successors. 

SECTION S2. 
GOVERNING LAW. 

After such time as all events and conditions set forth in Section 3.C of the National 
Escrow Agreement have been satisfied and the funds are released to the State (and by virtue of 
the MOU to the Cities and Counties), this Agreement shall be construed in accordance with and 
governed by the laws of California, without regard to the conflicts of law rules of California. 



SECTION 13. 
AMENDMENTS. 

This Agreement may be amended only by written instrument executed by dl of the 
parties hereto that would be affected by the amendment, including any affected City or County 
and the State. The waiver of any rights conferred hereunder shall be effective onIy 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 to this Agreement, nor shall such waiver be deemed to be or 
construed as a waiver by any other party. 

SECTION 14. 
COUNTERPARTS. 

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

SECTION 15. 
CAPTIONS. 

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

SECTION 16. 
CONDITIONS TO EFFECTIVENESS. 

This Agreement shall become effective when the State and no fewer than four members 
of the City/County Steering Committee shall have signed a counterpart hereof and the J.C.C.P. 
404 1 Court has entered an order approving, and retaining continuing jurisdiction over this 
Agreement. 



SECTION 17. 
ADDRESS FOR PAYMENT. 

The State, in conformance with the requirements of this Agreement, shall provide the 
Escrow Agent with written disbursement instructions, which shall incIude the address to which 
payment shall be sent to each Eligible City and Eligible County, so that when funds in the 
California Account are required to be disbursed pursuant to this Agreement, the Escrow Agent 
will be able to disburse such funds. 

SECTION 18. 
REPORTING. 

The State shall instruct the Escrow Agent to submit a monthly report to the State 
detailing at minimum: all deposits, transfers, disbursements, and balances of the California 
Account, a mark-to-market valuation of the California Account, the book value of the California 
Account, the fees and expenses owed to the Escrow Agent, the transactions executed by the 
Escrow Agent, and copies of any directions received by the State Investment Manager. As soon 
as practical after receipt of such information from the Escrow Agent, but in no event more than 
48 hours after receipt of such information, or the next business day after receipt of such 
information, which ever is later, the State shall give notice to each City Designee and County 
Designee of whom the State is aware, by sending by facsimile or other electronic transmission to 
each such City Designee and County Designee, a copy of the information the State has received 
from the Escrow Agent. 

IN WITNESS WHEREOF, the parties have executed this Agreement as of 

[Signature Pages Foliow.] 



ESCROW AG1ZEJWEY 

This Escrow-Agrtcment is en tmd into as of Decembcr 23,1998 by the 
undersigned State officials (on bcW of their ~cspective Settling States), the undersigned 
Participating hhmbtmrs  m.d Citibdc, N.A as escrow agent (the ''Escrow Agent"), 

WHEREAS, the Settling States and the Participating M a n m r s  have entered 
into a settlement agreement entitled the "Master Settlement Agreement'' (the 
" ~ m e n t " ) ;  and 

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

NOW, THEREFORE, the parties hereto agree as fotlows: 

SECTION I. Appoinrment officrow Agent. 

Thc Settliag States and the Participatin~ Manuf8cwrs hereby appoint Citibank, 
NA. to scrve as Escrow Agent undm this Agreement on the terms and conditions set. 
forth herein, and the Escrow Agent, by its execution hereof, hereby accepts such 
appointment and a p e s  to paform the duties and obligations of the Escrow Agent set 
forth herein. The Settling States and the Participating Mctnufactrrrers agree that the 
&raw Agent appointed wnder the term of &is Escrow Agreement shall be thc h w  
Agent as defined in, and for alI purposes of, the Agreement 

SECTION 2. Definitions. 

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

(b) "Escrow Court" means the court of the State of New Yo* to which the 
Agnernent is presented for approval, or such other court as agreed to by the Original 
Participating MmufacU aad a majority of those Attorneys General who are both the 
Attorney Genual of a Settling State and a member of the NAAG executive c o ~ t t e c  at 
the time in qucstioa 

SECTION 3. Escrow and Accounts. 

(a) All b d s  w i v e d  by the Escrow Agent pursuant to the tams of the 
Agreement shall be held and disbursed in accordaace with the tams of this Escrow 
Agreement. Such fid~ and any canrirlgs thcrton shall constitute the "Escrod' and shall 
be field by the Escrow Agent v t e  and apart from all other firnds and accounts of the 
Escrow Agent, the.Settling States and the Participating Manufacturers. 



(b) The Escrow Agent shall aIlocate the Escrow among the following separate 
accounts (each an ' ' A ~ ~ u n t "  and collectively the "Accounts") in accordance with written 
instructions from the Independent Auditor, 

Subsection VI(b) Amuut yq* -+a 3 

Subsection W(C] Account (First) .. c 1 

Subsection W(c) Account (Subsequent) L. s 

Subsection VllI(b) Account .- 
Subsection VIIl(c) Account : 
Subsection IX&) Account (First) -- 3 
Subsection TX@) Account (Subsequent) : 4 

Subsection IX(c)(l) Account . 
Subsection IX(c)(2) Account . 
Subsection IX(e) Account 5 

Disputed Payments Account ' 5  

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 fiom the Independent Auditor; or (ii) written 
instructions from all of the following: all of the Original Participating Manufacturers; aI1 
of the Subseq~tent Participating Manufacturers that contributed to such amounts in such 
Account; and ail of the Settling States (collectively, the "Ekscrow Parties"). The Escrow. 
Agent shall be entitled to rely upon the Independent Auditor's identification of the 
Settling States and the Subsequent Participating Manufitcturers that contributed to any 
amounts in an Account, In the event of a conflict, instructions pursuant to cIause (ii) 
shall govern over instructioas pursuant to clause (i). 

(d) On the first Business Day after each date identified to the Escrow Agent 
by the Independent Auditor in writing as a date upon wbich any payment i s  due under the 
Agreement, the Escrow Agent deliver to each other Notice Party a written statement 
showing the q o m t  of such payment (or indicating thst no payment ms made, if such is 
the case), the source of such payment, the Account or Accounts to which such payment 
bas been d t e d ,  and the payment instructions received by the Escrow Agent from the 
Independent Auditor with respect to such payment 

(e) ?he Escrow Agent shall comply with all payment instructions received 
fiom the Independent Auditor unless before 1 1 :00 a.m. (New York City time) on the 
scheduled date of payment it receives written instructions to the contrary h r n  dl of the 
Estl-"w pitrtim, in -&.& ev-m it i*& ~strttedom* 

( f )  On the first Business Day &r disbursing any funds h m  an Account, the 
Escrow Agent shalt deliver to each other Notice Party a witten statement showing the 
amount disbursed, the date of such disbursement and the payee of the disbursed h d s .  



SECTION 4. F d w e  of firnow Agent to Receive Instructions. 

In the event that the Escmw Agent fails to receive any writtea insmetiom 
contemplated by this Escrow Agreement, the Escrow Agent shaU be M y  protected in 
refr.aioing fiom taking any action rquired under any section of this Escrow Agrcemertt 
other than Section 5 until such written instructioas art received by thc Escrow Agent, 

SECTION 5. Imestmens of Fu& by Berow Agent. 

(a) ?he Escrow Agent shall invest and reinvest all amounts fhm timc to time 
credited to thc Accounts in either (i) direct ob1fgatia.m of, or obtigations the timely 
payment of ptiacipd anh interest on which are fUy  and uncondi$oaally gwmtccd by, 
the United States of America or any agency thereof, maturing no more t .  one year after 
the date of acquisition thereof; (ii) rtpu~chasc agreements fully colIateralizcd by 
securities descriid in clause (i) above and with a counterparty whose long-term debt 
securities are rated "AA" or higher by Standard & Poor's and "Aan or blgha by 
Moody's; (.iii) interest-bearing time or d d  deposits uith, or certi£icates of deposit 
maturing w i b  30 days of the acquisition thereof and issued by, any bank or trust 
company organized under the laws of the United States of America or of any of the 50 
States thereof and hsviag combined capital, sufplus and undistn'buted profits in excess of 
$500,000,000 whose long-term unsecured debt is rated "AA" or h i g h  by Standard & 
Poor's and "Aa" or higher by Moody's; (iv) commercial paper rated (on the date of 
acquisition thereof) at leas A-I and P-1 or equivalent by Standard & Poor's and 
Moody's, respectively, maturing not more than 180 days &om the date of creation 
thereog (v) money market M s  that invest soIely in securities descrii in clause (i) 
above, so long ES (x) such funds are rated Aaa by Moody's and AAAm by Standard & 
Poor's, (y) investment therein is on a short-term basis pending disbursement or further 
investment and (z) absent extraordinary circumstances no more than 5% of  the Escrow is 
held in such funds; and (vi) other investments specified by written instructions from dl of 
the Original Participating Manufacturers and Settling States having Allocable Sham 
aggregating at Ieast 66243%. 

(b) Each reference hhein to a rating from Standard & Poor's or Moody's shall 
be construed as an quivalent rating by another nationally recognized credit rating agency 
of sknilar standing ifneither of such corpdons  is then in the business of rating debt 
and if one @ut not both) of Standard & Poor's and Moody's is not then in the business of 
rating debt the required rating from the corporation stiu in such business shall suFRce for 
putposes of this Section 5. 

(c) To thc extent p~;~:ticabIc, monies credited to any Account shafl be invested 
in such a manna so as to be avaiiabie for use at rire 6mes specified by ihc kdep&cni 
Auditor in writing as the times when 1~0nic.s are v ~ d  to be disbursed by thc Esmw 
Agent and charged to such Account. Obligations p u f c W  as an investment of monies 
credited to any Account shall be deemed at att times to bt a patt of such Account and &C 

bcome or interest earned, profits nalizcd ot losses Mired with respect to such 



invsmmts (inclubulg, without limitation, any penalty for any liquidation of an 
investment reQttirtd to fixd a dish-t to t>c charged to such Account), shall be 
qedited or charged, as the c a t  may be, to, such Account and shall be for the benefit oc 
or be borne by, the person or entity entitled to payment from such Account, 

(d) In choosing among the investment options described in subclauses (i) 
through (vi of clause (a) of this Section 5 with respect to amounts credited to all 
~ c c o u &  that are not St&-Specific Accomts, the b r o w  Agent h l  comply with any 
instructions received f h m  time to the from (x) all of the Original Pardcipating 
Manukcturers and Settling States having Mocable Sharts aggregating at least 66*% 
or Or) the Investment Manager specified in the Invcstumt Managemeat Agreement 
a t t a k l  h a t o  as Appendix B (tht %vestment Mmgement Agreement") or any other 
investment manager designated by all of the Original Participating Mandhcturcrs and 
ScttIing States having Allocablc Shdns at least 66-2/3% (the "Investment 
Manage?'). In the event of a conflict, instruction given putsuant to dame (x) of the 
preceding sentence WI govan over instructions given pursuant to clause Q of the 
preceding sentence. In the absence of such instructions, thc Esmw Agent shall invest in 
accordance with subclause (i) of clause (a) of this Section 5. 

(e) In choosing among the investment options described in subclauses (i) 
through (vi) of clause (a) of This Section 5 with respect to amounts credited to a State- 
Specific Account, the Escrow Agent shall comply with any instructions received fiom 
time to time from (x) the Settling State to which such State-Specific Account per& or 
(y) the hvestmcnt Mmgcr or any other investment manager designated by such Settling 
State pursuant to Section I0 of lhe Investment Management Agreement. In tht event of a 
conflict, instmction given pursuant to clause (x) of the preceding sentence shall govern 
over instructions given pursuant to clause (y) of the preceding sentence. In the absence of 
such instructions, the Escrow Agent shall invest in accordaace with subclause (i) of 
clause (a) of this Section 5. 

(f) The Escrow Agent shall have the right to liquidate any iuvcstmenfs held 
hereunder in otder to provide f@xh necessq to make required payments &om thc 
appropriate Accounts under this Escrow Agreement. The Escrow Agent hereunder shall 
not have any liability for any Ioss sustained as a result of any investment ma& pursuant 
to the imtwtions of the parties bereto or as a result of any liquidation of any investment 
prior to its maturity in order to make a payment required under this Escrow Agreement. 

SECTION 6. Substime Form W-9; &&led Settlement Fund 

Each signatory to this Escrow Agreement shaU provide the Escrow Agat with a 
correct. itxyayer idmi?ica?io~ 21lmber QG a ~&~??51t,' Fe- PI-9 0s Kit dws nnt ! m e  
such a number, a statement evidencing its statw as an entity excmpt from back-up 
withholding, witbin 30 days of the date hcmf (and, if it supplies a Form W-9, indicate 
thereon that it is not subject to backup withhoIdii. The &ow established pvrmant to 
this Escrow Agreement is intended to be treated as a Qualified Settlement Fund for 



fdcral tax prpscs pursuant to Treas. Reg, g 1.468B-3. The Escrow Agent shall comply 
witfr all applicabte tax filing, payment and reporting requirements, including, without 
limitation, these imposed under Tms. Reg. 8 1,468B made know to it by any Escrow 
Party or tht Independent Auditor, and if requested to do so shall join in the maki~g of the 
relation-back election wdcr such regulation. 

SECTION 7. Durfcs ad~iab i~f t i e s  of &crow Agent 

(a) The Escrow Agent shall have no duty or obligation hereunder othtr thsa to 
take sach specific actions as are requircd of it from dme to timt under the provisions of 
this Escraw Agreement, and it shall incur no Iiability hereunder or in connection herewith 
for mythkg whatsoever other than any liability resulting &om its own gross negligence 
or willful miscondrrct The Escrow Agent shaU not be bound in any way by any 
agreement or contract between the Participating Mmufircturers and the Settling States 
(whether or not the Escrow Agcnt bas knowledge thereoQ 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, 

(b) The Escrow Agent may rely and shall be protected in wtbg or refraining 
b m  acting upon any written notice or hsmction h i s h e d  to it hereunder eppearing on 
its face to have been sent by a person eatitled hereunder to deliver such notice and 
reasonably berieved by the Esmw Agent to be genuine and to have been signed or 
presented by the proper party or parti&. The Escrow Agent shall be under no duty to 
inquire into or investigate the validity, accuracy or content of any such document, In the 
administration of the &crow, the Escrow Agmt may &ecutc any of its powers and 
perform its duties hereunder directly or through agents or attorneys and may consult with 
counsel, accountants and other professional persons to be selected .and retained by it. In. 
the event that the ~scrow &en; shall be un&ain as to its duties or rights her&du or 
s h d  receive insbructions, claims or demands from any party hcreto which, in its 
reasonable opirrion, conflict with any of the provisions of this Escrow Agreement, it &dl 
be entitled to refkin from taking any action other than investment and r e i n w e n t  in 
accordance with Section 5 and its sole obligation shalf be to keep safely and invest in 
accordance with Section 5 all held in escrow until tilt shall be directed otherwise 
in writing by all of the Escrow Parties or by a final order or judgment of a court of 
competent jurisdiction. 

SECTION 8. Indemn#cation of Escrow Agent. 

The Participating Manufacturers shall i n d m ,  hold barmiess and defend the 
Escrow Agent fkom ruld against my and al l  tosses, claims, liabilities and reasonable 
zic-*me% hl--g & mo-i= fws ofiis C O ~ c i ,  *& it may or inCUT 
connection with the performance of its duties and obligations under this Escrow 
Agreement, except for those losses, claims, liabilities and expenses muldng solely atxi 
directly k m  its own gross negligence or willfill misconduct. Anything in this Escrow 
Agreement to the contrary notwithstanding, in no event shall thc Escmw Agent be liable 



fbr special, indirect or conseqwrrtiaf loss or damage of  any kind whatsoever (including 
but not limited to lost profits). 

The Escrow Agent may resign at any time by giving not less than tea Business 
Days' prior written notice thereof to the other Notice Parties and may be tenninatcd at 
any time by not less than ten Business Days' prior wiittcn notice to the Escrow Agcnt 
from all of the Original Participating Manufkduers and Settling States having Mocable 
$ha& aggrcgathg at Iea~t 66-2n%, but such resignation or tnminadon shall not become 
cffcctiyc until a successor Escrow Agtnt, selecttd by all of the Original Participating 
Manttfactwefs and Scttfing Statts having Allocable Shares aggxegdng at least 6 W % ,  
s M  have betn appointed and sM1 h v e  accepted such appointment in writing. If an 
instrument of acceptance by a successor Escrow Agent shd  not have been delivered to 
the resigning Escrow Agent within 90 days after the giving of such notice of nsignstion 
or tennixation, the resigning or terminat4 Escrow Agent may, at the expense of thc 
Participating Manufacturers (to be shared according to their pro rata Market Shares), 
petition the Escrow Court for the appointment of a successor Escrow Agent, 

SECTION 10. Escrow Agent Fees and I2penre.s; Investment Manager Fees. 

The Participating Manufircturers shall pay to the Escrow Agent its fees as set foah 
in Appendix A hereto as mcnded from time to time by agreement of  the Original 
Participating Maoufacnatrs and the Escrow Agent. The Participating Manufactwqs 
shall pay to the Escrow Agent its-reasonable fees and expenses, including all reasonable 
expenses, charges, counsel fees, and other disburscmcnts incuncd by it or by its 
attorneys, agents and employees in the pdormance of its duties and obligations under 
this Escrow Agreement Such fees and expenses shall be shared by the Participating 
Manufactunrs according to their pro rata Market Shares. The fees of the Investment 
Manager shall be paid in accordance with Section I0 of the Investment Management 
Agreement. 

SECTION 1 1, Notices. 

AII notices, Mitten instntctions or other communications to any party or other 
person hereunder shall be given in the same m e i  as, shaIl be given to or by the same 
person aq and shall be efftctive at the same time as provided in subsection XVnI(k) of 
the Agreement, 

SECTION 12. Set08 Reimbursement. 

The Escrow Agent acknowledges that it shall not be entitled to set offagdinst any 
funds in, or payable from, any Account to satisfy any liability of any Participating 
Manufktum. Each Pddpating Manufacna# that pays more than its pro rata Market 
Share of any payment tbat is made by the Participating Manufacturers to the Esmw 
Ageat pursuant to Section 8,9 or 10 hereof shall be entitled to reimbursement of such 



excess t3orn the other Participrrting Mmufamrcrs according to their p rata Markct 
Shares of such ex-. 

SECTION S 3, Intended Bene$cimPt7es: Successors. 

(a) NO pwsons or entities other than the Se'ttIing Statts, the Participating 
M a n u f a c m  and the Escrow Agent arc intended beneficiaries of this Escrow 
~greement, and only the Settffag States, the f articipating Mandbtturets and the Esmw 
Agcnt shall be cntitld to enforce the terms of this Escrow Agreement. P w m t  to the 
Agreement, the Settliag States have designated NAAG and the Foundation as recipients 
of certain payments; for all purposes of this Escrow Agnement, the Settlhg States &dl 
bc & bencficiaries of such payments entifled to enforce payment thercof. The provisions 
of this Escrow Agreement shaU be binding upon and inurc to the benefit of thc parties 
hveta and, in the case of thc Escrow Agent and Participating Manufactums, their 
respective successors. Each reference herein to the Escrow Agent or to a Participating 
Man~ctures shall be consh.ued as a reference to its successor, where applicable. 

@) Neither this Escrow Agreement nor any right or interest hereunder may be 
assigned in d o I e  or in part by the Escrow Agent without the prior consent of alf of the 
Escrow Parties. 

SECTION 14. Governing Law. 

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

SECTION 15. Jurisdc~ion and V e m .  

The parties hereto hwocably and unconditionally submit to the continuing 
exclusive jurisdiction of the Escrow Court for purposes of my suit, action or proceeding 
seeking to interpret or enfarce any provision of, or based on my right arising out of, this 
Escrow Agtecmcnt, 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 
uncaoditiody waive my objection to the laying of venue of any such suit, action or 
procceding in thc k o w  Court and hereby fkther imvocably waive and agru not to 
plead or claim in the Escrow Court that any such suit, action or proceeding has been 
brought in an inconvtnient f o m .  

SECTION 16. ,Amendments, 

This Escrow Agreement may be amended only by written instxummt executed by 
&I of the partics hereto that would be affecttd by the amendment. me waiver of any 
rights CO-d hereunder shall be effective anly if made in a written hmment  
executed by the waiving party. The waiver by any party of any breach of this Escrow 
Agreemat shall not be decmcd to be or construed as a waiver of any other b ~ h ,  



whether prior, subsetpat  or wntunpomus, of this Escrow Agreement, nor shall such 
waiver be deemed to be or construed as a waiver by any othh party, 

SECTION 2 7, Countetpmts. 

This Apemcnt 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 histrument, Delivery by facsimile of a signcd counterpart shall k deemed &livery 
for purposes of mknowiedgiag a c c c w t  hetcoc however, an original executed Escrow 
Apeemexit must promptly thcreaAcr be delivered to each party. 

SECTION 18. C9ph'orrs. 

7he captions herein are included for convenience of reference ody and shall be 
ignored in the construction and interpretation hereof. 

SECTION 19. Conditions to Eflectiveness. 

This Escrow Agreement shall become effective when each party hereto shall have 
signed a counterpart hereof and the Esaow Court has e n t a d  an order approving, and 
retaining continuing jurisdiction over, the Escrow Agreement. 

SECTION 20. Ada'ressfor Payments. 

Whenever funds art under the terms of this Escrow Agreement required to be 
disbursed to a Settling State, a Participating Manufackuer, NAAG or the Foundation, the 
Escrow Agent shall disburse such fuads by wire transfa to the account specified by such 
payee by written notice delivered to dl Notice Parties in accordance with Section 1 1 
hmof at least five Business Days prior to the datt of payment. Whenever ftnds are 
under the terms of this Escrow Agreement required to be disbursed to any other person or 
entity, the Escrow Agent shall disbvrse such fimds 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 
thc escrow as the Independent Auditor may fiom time to time request. 

SECTlON 22. Call-back Procedure. 

The Esmw Agent is a u t h o M  to seek cordhation of any ~ t t e a  instructions 
received by it by telephone call-back to the person or persons at the sender o f  such 
instructions who k designated pursuant to subsection XVIII(k) of the Apement to 
receive notice, and the Esmw Agcnt may rely upon the confirmation of anyone 
purposing to be the p n  or persons so designated. The persons and telephone numbers 
for call-backs may be changed ody in a writing actually received and acknowledged by 



the &crow Agwt The parties to this Esnow Agreement acknowledge that hch security 
procedun is ccmmcrCidIy reasonable. 

SECTION 23, Investment Management Agreement. 

The Investment Management Agreement attached h& as Appendix B is hmby 
inco~porattd by refmce and execution of this Escrow Agreement by any Escrow Party 
shall constitute its execution of such Investment Management Agreement. 

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



APPENDIX A 
(to Escmw Agrcemvltf 

FEE SCHEDULE FOR ESCROW SERVICES 

First 12 montbs ........................................................ ...... ........ .. ....... $250. 000 

Swnd 12 months .. ............................. ............................ ........ ...... 5350. 000 

............................................................... Eat31 12 months thereafter $100, 000 
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750 tat SCrseS N.E.. 8uib 1 f00 
Waahlrtgtm. D,C. 20662 

Re: ?'&am 'Seftktm~t - D M  Esuwr &memnt and IrwastmaM 
hkW40Srn~t &reemarCt 

D w r  Karen: 

Puwant to h r i e  Laveland% OPtembar 20 MW (m&d RccenWf 21) 
farwlrdhg tap'ks d fha Barow Agreamerrt and Inwstment Managm&nt 
AgmameW I )MW IFIfw t)tOlU! aammentc with our aaff aUamyc and endote 
hmcdh th* emcutad AutharizaW Farm fw efectcanic sien~ht8i 

Bfmilss Be lnveatment Managmat A Q ~ H  [A$pand'i B to the Escrow 
AflrttynenO'wprr nat pmvbdy 8n arhib# to tfro Mwtclr Ss#lemwrt &tesmsnL. I mOBt 
rwtt one pPtaW prahforn that arisae under Vlrghta lmu. To #e dml that any 
~ W m a  of the lnvertmdrn Msnwsrnant Agwtment flnclud@ but mZmkd to, 
prrragfaphs 12 and 16) em Wnd tb CMstitUtt hdm'Mwr er Md-he- 
eqmmqsth w 4 h  tha n m Q n  lmmmify d the C a t n n m e  MW~inia b y  
umki ba wid un-k ao II m~ttter rrl Vkginb taw, Only ths @emf 
Asesmblp olVaphii a n  walve t)M C-Ms a m l g n  knmunily. 



ce: fh5 Honeable Mark L. Eafley, A u ~ y  (hnual 
W, laurPa J. C~Wand, NAAG 
hts. J&#h WlllIms Jagdmann, ?I%$@ A t t w y  Qmrd 

Endoaures 



APPEMIIXB 
(to Escrow Agmmat) 

INVESTMENT MANAGEMENT AGREEMENT 

l[his is-an Invment Managaneat Agreement (imcIdng Annexes I and 11 hcnto, this 
"Agreement") made by and betwten Salomon Smith Barney hc. (hexein re- to as the 
"Manager") md the Escrow Pardcs (hwein collectively refured t6 as the"'~li&t") 
identified in an Escrow Agreement dated as of December 23,1998 (the " E s m  
Agreement") to which this Agremcnt is an appendix. Capitalized t m n s  used herein and 
not othexwist &fined shall have the meaaings d b c d  thereto in the Escmw Agreemeat. 

1. The Manager will supervise and manage the investment of the Escrow established 
pursuant to the Escrow Agrcuneat subject to thc terms of the Esmw Agreement and to 
such limitations as the Client may impress upon Manager pursuant to paragraph 5 below. 
The Escrow Agent s h d  be the custodian to maintain possession of the Esmw and the 
Escrow Agent will not charge any cwtody fees over and above the Esmw Agent's fccs 
for escrow semices. 

2. The Client hereby authorizes the Manager, at any time and h m  time-to-the, in 
connection with the perfomce of Manager's services hereunder, to issue bstmctions to 
my custodian of the Escrow or to any brokcr selected by the Manager fbr the salt, 
purchase or exchange of any securities or investments which the Manager may deem 
advisable in connection with the management of the Escrow. It is understood that 
brokers will be selected in accordance with the practices and procedures set forth in the 
Manager's reswnsc to item 12 of Part II of the Manager's Fonn ADV, as am& fiom 
time to time. 

3. It is explicitly understaod that any information or recommendations supplied by 
the Manager in conntction with the perfo~nance of the Manager's obligations hereunder 
are to be regarded as confidential and fbr use only by the Client or such persons as the 
Client may designate in connection with the Escrow, 

4. Nothing k i n  contained shail be cumtrued to pnveat thc Manager or any of the 
Manager's affilii andor employees in any way from purchasing or selling any 
sccuritits for the Manager's or its affitiatts' and/or cmployccs' own acwunt(s) or for the 
account(s) of any other client, provided, however, that no such transaction slrall violate 
any applicable law. 

5. The hereby authorizes the Manager to manage the Esmw in accordance 
with Section 5 of the Escrow Agreement and the invesrment obfecti~cs and restrictions 
attached as AMex I hereto. With respect to any m o ~ ~ ~ t s  & to a State-Specffic 
Account, the Investment Mamgcr shall invest and reinvest dl amounts credited to such 
Account in accotdsacc with the law of the applicabIe Settling State to the extent such law 



is in-istent with W o n  5 of the Escrow Agreemart and is made known to it in 
writing by such Se#ling State. The Client may change these investment objectives md 
reridctions at any time mil from time to time by & notice to\the Manager signed by either 
(x) dl of the Original Participating Mmufkcltms and S d n g  States having Aflocable 
Sharcs aggregating at least 66.213% with rtspect to Accounts othcr than State-Specific 
Accounts govetmi by a separate Invcstmwt Managemat Agreement entered into 
pu~suapt to W * m  7 of this Agreement, or 6) the Settling State to which such Account 
pertains, with respect to a ~&~pecific A C C O I ~ ~  tbat is govaned by a separate 
Inve-spncnt Management Agreement en- into ptmumt to SCction 7 of this'Agretmeot, 
Such e w e s  will be con&mcd to the Client by the Manager in writing. The Managn 
will not be nqufrcd to sea any securities b become impadssible investments as a 
result of such change udcss the Client specifidly dirccts thcMaaagcr ro do so ia a 
notice signed by the parties spec&& in chust (x) or Or) (as appIicable) of the preceding 
sentence. The Manager will, however, use its ~asawtbk efforts b now the Client 
promptly utticn the Manager becomes awarc of a downp.de which, had it bem in effect 
at the time of purchase ofthe imnment, would have meant that tho instrument would 
not have betn a pennissriIe investment under clause (a) of Section 5 of the Escrow 
Agreement'and the Manxga will promptly effect the disposition of the instrument 
following notice to the Client unless (a) othcwke instructed by a notice signed by the 
parties specified in clause (x) or (y) (as applicabIc) of the second preceding sentence, or 
(b) the Manager bclieves it is not in the btst interest of Client to dispose of the instrument 
at such time, 

6. The Manager will seek to achieve the investment objectives of the Escrow, but 
except for negligence or willfid misconduct, neither the Manager nor any of the 
Manager's partnk, officers, directors or cmployets shall be liable hereunder for any 
action performed or omitted to be performed, or for any emrs of judgment in managing 
the investment of the assets of the Escrow, Nothing in this Agreement M constitute a 
waiver or limitation of any right that the Client may have under the federal securities taws 
or any rules thereunder. The Manager will indemnifir and hold M e s s  the Client from 
and against dl loss, claims, liabilities and damges (includirrg without limitation 
reasonabIe attorney's fees, but excluding any indirss~ specid or consequential damages), 
arjsing out of or resulting fibm the negligence or WIN misconduct of thie Maaagcr and 
the Manager's partners, officers, directors and employees in connection with a y  action 
or failure to & relating to the Escrow. 

7. The obligations of the parties under this Agreement sbafl commcnce when (a) this 
Agreement is signed by the Manager and @) the Escrow Agreement is signed by all of 
the Settling States a d  Originat Participathg Manufactures, and shall continue until 
canceIed upon 10 days written notice as fbUows; Manager may taminate this Agreement 
upon not less than 10 days' written notice to client and each other Notice Party. Clieot 

c-~&~%+& Ageme3t bj wvev Of -y&m n0G2 @ & tach o&cr 
Notice Party at least 10 &ys prior to thc effective date of such ttrmfaation or at any !he 
prior to the Escrow Agreement becoming effective pursuant to Section 19 thereof (a) with 
respect to all Accounts that are not State-Specific Accounts, from all of th On'ghd 



Participating Man-= and SettIing States having Ailocable Shares aggregating at 
Ieast 66.U3Q/4 atrd (b) with -to a State Specific Account, b m  the Sding State to 
wbiob such State-Specific Accarmt pertab. Any notice of t e h t i o n  of m e r  
delivered pursuant to clause @) of tbc Feceding-sentmfe shall designate a rucc&sor 
Manager, which shall be either The Chase hbhattan Bank or Bank of America, and the 
copy of such notice delivered to Notice Parties other than SmIing States shall be 
accompaaieci by an exccukd investment management agreement between such S&g 
State, & Client, and such succc~~03 M a q e r  in substantidy fhe form of this Agreemeat, 
Manager shaU cooperate in cff&ing a transition to any successor Mmgcr. Thc Client 
may also ttrminatt this Agreement without aay penalty within fivc busfness days after 
ttrc initial agreement date indicated below, The h s  for the Maaager's services set forth 
below shafl a m  and be payable through the tffedive date of caaceWon 

8. The Manager represents to the Client that the Manager is registered as an 
investment adviser under the Investment Advisers Act of 1940. 

9. This Agreement &all not be assigaablc by the Manager without the consent of the 
CIimt. This Agreement represents the entire sgreemcnt between the parties with respect 
to thc services described herein. Except as otherwise provided herein with respect t6 
modifications that may be effected by notice from the Original Participating 
Manufacturers and Settling States having AIiacabIe Shares aggregating at teast 66-2/3%, 
this Agreement may be modified or amended only by written instrument executed by all 
of the parties hereto that would be affected by the modification or ameadmcnt. The 
waiver of any rights coderred hereunder s h d  be effective only ifmade in a written 
instnunent executed by the waiving party. Thc waiver by any party of my breach of this 
Agreement shall not be deemed to be or construtd as a waiver of m y  other breach, 
whether prior, subsequent or contemporaneous, of this Agreenient, nor shall such waiver 
be deemed to be or construed as a waiver by any other party. This Agreement supersedes 
all previous agreements and understandings between the parties hexto with respect to the 
subject matter hereof. 

10. The fixs for the Manager's services hereunder are to be in accordance with the fee 
schedule attached as Annex I1 &to, and the Mependent Auditor is hereby authorized 
by the Client to direct the Escrow Agent to charge the Accounts for which Manager acts 
as Manager quarterly in arrears on the first business day of the fo1lowh.g month-with the 
amount o f  said h. The fee schedule may be amended from time-to-time by mutual 
written agreement of the Manager and (x) all of the Original Participtiug Manufkchrer 
and Settling States having Allocable Shares aggregating at least 66-Z3%, in the case of 
Accounts other-than State-Specific Accounts g o v d  by a separate lnvestmmt 
Management Agreement entered into pursuaat to Section 7 o f  this Agreement, or Q the 
Settling State to which such Account pert&& with respect to a State-Specific Account 
that is governed by a separate hestmmt kagemtnt  Agreement entered into pummf 
to Section 7 of this Agreement, Fees are computed on the average daily assets in the 
Escrow. 



11. The Manager will now the Client of any changes in the identity of the 
Manager's kty investment ptzsoml with responsibility for the sewices to be perfamed 
hereunder within a reasonable time after such change, 

It. The authority of the Manager hereunder shaU continue notwtthmdqg the 
Client's iasolvency, bankruptcy or any legal disabiity and fht Client agrces hereby to 
hold the Managu ImmIess (as d to fh extent set forLh in paragraph 16 hsreof) &om dl 
W i t ) ,  loss and expense arisiqg as a consequence of any action &hn or omitted to be 
t&cn by the Mansger after any such ewat and $or to receipt of actual knuwicdgt of 
such &nt. The Clicnt k e b y  authorizes the Manager to accept and rely upon all 
hstmctions given on the Client's behalf by any person or entity the Manager resonably 
believes to bc the Client's authorized agent (agents) if such instructions an not 
inwnsistent with the Escrow Agreement. All i n s t m d o ~  will continue to be effixtivc 
until CaWeIcd. 

13. Any notices to be sent to the Client pursuant to this agreement shall be delivend 
tu the Client in accodanct with Section i 1 of the Escrow Agreement, and any notices to 
be delivered to the Manager Wl be addressed as follows: 

Salomon Smith Barney Inc. 
388 Greenwich Street 
NewYork,NewYork 10013 
Attn: John H&an, Managing Director 

Michacl Rosenbatm, General Counsel, Asset Management 
Phone: (2 12) 81 6-6000 
Fa: (212)816-5338 

14. The Client hewby agrees and acknowledges that the Manager may act on the 
Client's behalf e m  though the Manager or any of the Manager's affiliates may have a 
potential conflict of duty or interest in a trimsactian, provided that such con.fI.ict anand the 
nature thereof is disclosed to the Client in P a t  I1 of Manager's Form ADV or otherwise in 
writing. This includes tbe fact t$at the Manager or one of the Manager's affihtes may: 
(a) provide brok&age wnSces to other clients; (b) act as undenvriter, dealer or placement 
agent with respect to seculitics; (c) invest on the Client's behalf in mutual or unit trust 
funds established, sponsored, advised or managed by the Manam or one of the ' 
Manager's affiliates; (d) act as a counterparty in c u r a c y  exchange transactions; (c) act 
in the same transdon as agent for more than one cuent; or (f) bave a material W e s t  in 
an issue of securities. Manager earns fces and profits from the activities descn'btd in the 
previous sentence in addition to the fees charged to the Client for the Manager's services 
under this Agreement, 

i 5. This Agrecmeat and the iegai &&ions -&ween pariies shaii & go~emd by 
and constmd in accordance with the laws of tfie State of New York, without regard to 
c o a c t  of law doctrines, 



16. ~ C l i ~ s h a l l , b y ~ ~ ~ o f a c l a i m f o r s c t - o f f a g a i a s t ~ c f r m & u n d ~ ~  
management bmdes,  indrmnify, hold harmless and dtfbad the Manager (ratably to the 
fuaas under managanent hereunder payable to it) from and against any and all lasses, 
claims, tiabiilidts and reasonable cxpcnscq iacludiog the rtasonablc fees of its counsel, 
which it may suffer or incur in connection with thc pdo-e ofits duties and 
obligatioxis under this Agreemeat, except for those losses, claims, liabilities and txpcm 
~sultbg solely and dixw.ly tiom its own negligence or willftl dsconduct, Anything in 
this ~&ement to the coatnry mtwithstanditg, in no went rhall tha Manager be hb1o 
for special, hdinct or wllsbqumthl toss or W g c  of my kind wbtsoevt~ (id* 
but nit  Iimited to lost profits). The provisions of this Section 16 shall survive 
tendnation of this Agreement. 

17. The Manager shall have the right to cause the Liquidation of my hvestrncnts held 
under the Escrow Agreement in order to provide frrnds necessary to make payments ~~ under the Escrow Agteemcnt. The Manager shdJ not have any liability for any 
loss sustained as a result of any liquidation of any investrncnt prior to its maturity in order 
to make a parneat required unds  the Escrow Agreement. 

18. By acceptance of this Agreement, the Client acknowledges receipt of Part I1 of the 
Manager's Form AT>V. 

By: 4 k  

Title: .A if&;= 



ANNEX I TO APPENDUIS. B 

lnvcstment Objectives: To maximize cunent incarnc ~o the extent consistent with thc preservation of principal and the 
maintenance of Iiquidity. 

Risk Talerancc:: Low 

Time Horizon: The weighlcd averngc duration of the total portf'olio s ldl  be consistent with the anlicipa~ed disbmsmmt 
schedule under the ]Escrow Agreemt. 

Permitted Investmcnls: As pmvidcd in Section 5 of the Escmw Agrecmnnt. 

Perfamam Elenhark To be agrecd upon by Manager and Client, 



ANNEX rrTO APPErnEB 

FEE SCHWJLE FOR 

1.5 basis points per mnm, payable quarterly in arrears bas& on average deposit Wbnct 
for prtceding qusrkr, 
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SUPERIOR COURT OF THE STATE OF CALIFORNIA 

COUNTY OF SAN DIEGO 

Coordination Proceeding Special Title (Rule ) No. JCCP 4041 
1 
1 

TOBACCO CASES I 1 

Including Actions: 1 

Cordova vs. Liggett Group, Inc. ) San Diego Superior Court No. 65 3 824 
1 
) San Diego Superior Court No. 706458 

Davis vs. RJ. Reynolds Tobacco .a. 1 
1 
1 

County of Los Angeles vs. IW. Reynolds Tobacco ) San Diego Superior Court No. 70765 1 
) 
) San Francisco Superior Court No. 

People vs. Philip Moms, Inc. ) 980864 
1 
) Sacramento Superior Court No. 97AS 

ple vs. Phiiip Morris, Inc. ) 03031 
1 

RELEASE AND DISCHARGE OF CLAIMS 



(THIS PAGE INTENTIONALLY LEFT BLANK) 



WHEREAS the CityKounty of (hereinafter the "Undersigned 

City/Countyn) wishes to receive its allocated share of settlement proceeds as provided for and set 

forth in the Memorandum of Understauding ("MOU"), a copy of which is attached as Exhibit B to 

the Consent Decree and Final Judgment agreed to by the State of California and various Participating 

Mmdacturers of Tobacco Products in the matter of People of the State of Cdifornia et al. v. Phili~ 

Moms Inc.. et d., Case No. J.C.C.P. 4041 (originally filed as Sacramento Superior Court Case No. 

97 AS 0303 I), which Consent Decree and Final Judgment was entered by the Court on December 

9, 1998 (a copy of which is attached as Exhibit B to the Agreement Regarding Interpretation of 

Memorandum of Understanding), and incorporates within it as exhibit A thereto the Master 

Settlement Agreement ("MSA") entered on November 23,1998; 

WHEREAS, the Attorney General of the State of California and representatives of a number 

of California Counties and Cities entered into the MOU'dated. August 5, 1998, which allocates a 

portion of settlement proceeds to certain California Cities and all California Counties that comply 

with the terms of the MOU, by reIeasing all Released Claims such City or County may have 

consistent with the extent of the State's Release, and dismissing any Released Ciaims from any 

pending actions with prejudice; 

WHEREAS, the State of California and certain Participating Manufacturers of Tobacco 

Products entered into the MSA, the terms of which were approved by the Court by the entry of the 

Consent Decree and Final Judgment; 

WHEREAS, certain Cities and Counties within the State of California had, prior to 

DMZZI~F 9, 1 9 8 ,  colilmend Iiiigaiion asserting various daim for moneiary, equi'tie and 



injunctive relief against certain Participating Manufacturers and others as defmdants,' and other 

Cities or Counties that have not filed suit can potentially assert siiilar claims; 

WHEREAS, the ability of each eligible City and County to share in its portion of the 

settlement proceeds is conditioned upon a release executed by the eligible City and County of 

tobacco related claims which is consistent with the extent of the State's release, and dismissal of any 

Released Claims fiom any pending actions with prejudice; 

WHEREAS, the Undersigned CityICounty has obtained any necessary approval to participate 

in the settlement under the terms and conditions as memorialized in the MOU and the MSA executed 

between the Attorney General of the State of California and the Participating Manufixtwers; and 

WHEREAS, in consideration for receiving its portion of the settlement proceeds as allocated 

to Cities and Counties in the MOU, the Undersigned CityICounty executes this Release, consistent 

with the terms of the MOU and the MSA; 

NOW THEREFORE THE PARTIES HEREBY AGREE AS FOLLOWS: 

1. DEFIMTIONS 

As used herein, the following terms have the same meaning as and are defined the same as 

they are defined in the Master Settlement Agreement and the Agreement Regarding Interpretation 

of Memorandum of UnderstandingZ unless specifically modified in this paragraph 1 : 

1 Peo~le of the State of Calrfoma et al.. . . . . 
v. Ph11i~ Morris Inc.. et al., No. 980864 (San 

itv and Countv of San Francisco. et al Francisco County Superior Court); The C .. v. Phi l i~  Moms 
Inc.. et al, No. C-96-2090-DLJ (N.D. Cal.); and Countv of Los h - - 

lneles v. R.J. Revnolds 
Tobacco Co.. et al., No. 787651 (San Diego Superior Court). 

For the purposes of this Release, the meaning of terms appearing herein with initial 
capitalized letters that are not specifically separately defined in this paragraph 1, have the same 
definition as such term has in the Master Settlement Agreement or the Agreement Regarding 
Interpretation of Memorandum of Understanding. 



(a) The tenn "City/Countyn and variations thereon, as used herein means each individual 

City andlor County which signs this Release and includes all past, present and fUture agencies, 

districts, divisions and departments, as well as all past, present and future officers, directors, 

employees, agents and attorneys of such executing City andlor County. 

(b) The term "Master Settlement Agreement" or "MSA" means that document, including 

exhibits thereto, which is attached as Exhibit A to the Consent Decree and Final Judgment entered 

by the San Diego Superior Court on December 9,1998, in Peol>Ie of the State of California ex re1 

Daniel E. Luneren. et al. v. Phili~ Moms Inc., et d, J.C.C.P. 4041 (originalIy filed as Sacramento 

Superior Court No. 97 AS 30301), and includes any subsequent agreements with respect to 

modifications of the MSA. 

(c) The tenn "Original Participating Man-rs" means the foIlowing: Brown & 

Williamson Tobacco Corporation, Lorillard Tobacco Company, Philip Moms Incorporated and R J. 

Reynolds Tobacco Company, and the respective successors of each of the foregoing. Except as 

expressly provided in the Master Settlement Agreement, once an entity becomes an Original 

Participating Manufacturer, such entity shall permanently retain the status of Original Participating 

Manufacturer. 

(d) The term "Participating Manufacturer'' means a To'bacco Product Manufacturer that 

is or becomes a signatory to the MSA, provided that (I) in the case of a Tobacco Product 

Manufacturer that is not an Original Participating Mawfxtuxer, such Tobacco Product Manufacturer 

is bound by the MSA and the Consent Decree (or, in any Settling State that does not permit 

aiieii&iei ofthe Consent E e m ,  a consent decree containing k m ~  idenucai to those set forth in 

the Consent Decree) in d1 Settling States in which the MSA 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 the 

MSA afier the MSA Execution Date, such Tobacco Product Manufacturer, within a reasonable 

period of time after signing the MSA, makes any payments (including interest thereon at the Prime 

Rate) that it would have been obligated to make in the intervening period had it been a signatory as 

of November 23, 1998. "Participating Manufacturern shall also include the successor of a 

Participating Manufacturer. Except as expressly provided in the MSA, once an entity becomes a 

Participating Manufacturer such entity shall permanently retain the status of Participating 

Manufacturer. 

(e) The term "Released Claimsn means: (I) for conduct, acts or omissions occurring prior 

to November 23,1998 (including any damages incurred in the future arising fiom such past conduct, 

acts or omissions), those Claims directly or indirectly based on, arising out of or in any way related, 

in whole or in part, to (A) the use, sale, distribution, manufacture, development, advertising, 

marketing or health effects of, (B) the exposure to, or (C) research, statements or warnings regarding 

Tobacco Products (including, but not limited to, the Claims asserted in the actions identified in 

footnote I ofthis Release, or my comparable G l h  &at were9 mdd be or csdd have been asebbed 

now or in the hture in those actions or in any comparable action in federal, state or local court 

(whether or not the Undersigned CityICounty has brought such action)), except for claims for 

outstanding liability under existing licensing (or similar) fee laws or existing tax laws (but not 

excepting claims for any tax liability of the Tobacco-Related Organizations or of any Released Party 

mi;st te s;;ch TObii22G-ge!iikd Oigwh~ai'w^, wscfi ==-ep& ~5~ xiew a;;d 

covenants set forth in the MSA); (2) for conduct, acts or omissions occurring after November 23, 

1 998, 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 ofbusiness, including, without limitation, any firture Claims for reimbursement of health care 

costs allegedly associated with the use of or exposure to Tobacco Products. 

(g) The tern "Released Parties" means d l  Participating Manufacturers and their past, 

present and future Affiliates, divisions, officers, directors, employees, representatives, insurers, 

lenders, underwriters, Tobacco-Related Organizations, trade associations, suppliers, agents, auditors, 

advertising agencies, public relations entities, attorneys, retailers and distributors of any Participating 

Manufacturer (and the predecessors, heirs, executors, administrators, successors and assigns of each 

of the foregoing). Provided, however, that "Released Parties" does not include any person or entity 

(including, but not limited to, an Af£iliate) that is itself a Non-Participating Manufacturer at any time 

after November 23,1998, unless such person or entity becomes a Participating Manufacturer. 

( f )  The term "Represented City," "Rep~sented County" andlor "Represented Cities and 

Countiesn means individually or collectively, the City and County of San Francisco, the Cities of 

Los Angeles, San Diego and San Jose, and the Counties of Alameda, Contra Costa, Marin, 

Monterey, Orange, Riverside, Sacramento, San Bemardino, San Diego, San Soaquin, San Luis 

Obispo, San Mateo, Santa Barbara, Santa Clara, San& Cruz, Shasta and Ventura who executed 

contingency fee contracts with private outside counsel to prosecute tobacco- related claims, and the 

County of Los Angeles who executed a separate contingent fee contract with private outside counsel 

to prosecute tobacco-related claims. 

2. Upon the occurrence of State-Specific F i t y  in California, and the entry of a 

J:--:--..B --L.L ---:.-A:-- :- n- -le -"ae A-te -f n-*ifo-:a e. t. -3. ?klf1 UlJUllW WlUl  prcJuU1r;c m y a u  01 w Sra v M rm . aJ 

980864 (San Francisco County Superior Court), Citv and Countv of San Francisco. et al. v. Philip 

Moms Inc.. et al, No. C-96-2090-DLJ (N.D. Cal.) and Countv of Los An~eles, et al. v. R.J. 



Revnolds Tobacco Co.. et al, No. 707651 (San Diego County Superior Court), the Undersigned 

City/County shall absolutely and unconditiondly release and forever discharge a l l  Released Parties 

from all Released Claims that the Undersigned directly, indirectly, derivatively or in any other 

capacity ever had, now has, or h d e r  can, shall or may have. 

3. This Release and Discharge of Claims shall not apply to, and shall be of no force or 

effect as against, any Participating Manufhcturer which is a signatory to the MSA or as to or against 

the Undersigned City/County if, for any reason whatsoever, State Specific Finality does not occur 

in California or the provisions ofthe MSA or the Consent Decree and Final Judgment entered in the 

. . 
matter of People of the State of Callforma. et al. v. Phili~ Motris. Inc.. et d., CaseNo. J.C.C.P. 4041 

(originally filed as Sacramento Superior Court Case No. 97 AS 0303 1) are reversed. 

4. The Undersigned City/County covenants and agrees that it shail not &r the 

o c m c e  of State-Specific F i i t y  in California sue or seek to establish civil liability against any 

Released Party based, in whole or in part upon any of the Released Claims, and fiuther agrees that 

such covenant and agreement shall be a complete defense to any such civil action or proceeding. 

5. The Undersigned CityICounty covenants and agrees that, if a Released Claim brought 

by the Undersigned City/County against any person or entity that is not a R e l d  Par& (a "non- 

Released Party"), or against any retailer, supplier or distributor who is a Released Party, but who is 

not released from a Released Claim because of the operation of paragraph 9 below (hereinafter a 

"non-Released Retailern), results in or in any way gives rise to a claim-over &.g., a cross-complaint; 

on any theory whatever other than a claim based on an express written indemnity agreement) by such 

norr-Re!eliscd P ~ I  or 8 9 2 - R e ! d  Retder qpbs! any Re!& ?&.I] (%~d the Attcsey G e a !  

gives notice to the undersigned and to Milberg Weiss B d  Hynes & Lerach LLP ("Milberg 

Weiss"), the City and County of San Francisco, Leiff Cabraser Heirnan & Bernstein CLCHB") and 



~ ~ b - n ,  Ca1cagn.e & Robinson ("Robinson") within 30 days ofthe service of such claim-over and 

prior to entry into any settlement of such claimaver), the Undersigned City/County: 

(a) shall reduce or credit against any judgment or settlement it may obtain against 

such non-Released Party or non-Released Retailer the full amount of any judgment or settlement 

such non-Released Party or non-Released Retailer may obtain against the Released Party on such 

claim-over @.g., if the amount obtained on the claim-over against the Released Party by the non- 

Released Party or non-Released Retailer is equal to the amount of the settlement or judgment the 

Undersigned City/County obtains against the non-Released Party or non-Released Retailer, the 

CityICounty shall receive no payment on its settlement or judgment since the full amount of such 

settlement or judgment shall be reduced by the amount obtained on the claim-over against the 

Released Party by the non-Released Party or non-Released Retailer); and 

(b) shall, as part of any settlement with such non-Released Party or non-Released 

Retailer, obtain from such non-Released Party or non-Refeased Retailer for the benefit of such 

Released P a .  a satisfaction in full of such non-Released Party's or non-Released Retailer's 

judgment or settlement against the Released Party. 

6. The Undersigned City/County fhther agrees that in the event that the provisions of 

paragraph 5 do not fully eliminate any and all liability of any Original Participating Manufwturer 

(or of any person or entity that is a Released Party by virtue of its relation to any Original 

Participating Manufacturer) with respect to claims-over (on any theory whatever other than a claim 

based on an express written indemnity agreement) by any non-Released Party or non-Released 

Retailer to recover in whole or in part any liability (whether direct or indirect, or whether by way of 

settlement judgment or otherwise), of such non-Released Parly or non-Released Retails to the 

Undersigned City/County arising out of any Released Claim, (to the extent that the Attorney General 



has given notice to the undersigned and to Milberg Weiss, the City and County of San Francisco, 

LCHB and Robinson within 30 days of the senice of such claim-over and prior to entry into any 

settlement of such claim-over), such Original Participating Manufacturer shall receive a continuing 

dollar-fordollar offset for any amounts paid by such Original Participating Manufacturer (or by any 

person or entity that is a Released Party by virtue of its relation to such Original Participating 

Manufacturer) on any such claim-over liability as against the payment the Original Participating 

Manufkturer is to make pursuant to the MSA (d-ed as described in step "En of clause 

"Seventh" of GIXfi) ofthe MSA) up to the fill amount of such Original Participating Manufacturer's 

share of the MSA Allocated Payment each year, until all such amounts paid on such claim-over 

liabiity have been offset. The Undersigned City'dCounty's MOU Proportional Allocable Share shall 

likewise be reduced dollar-fordollar until the 111 claim-over amount of the Original Participating 

Manufactuds offset has been deducted fiom the MOU Proportional Allocable Share owing to the 

Undersigned CitylCounty. The amount deducted from the MOU share owing to the Undersigned 

City/County will be distributed, pursuant to the terms of the MOU, 50% to the State and 50% to the 

other cities and counties which did not bring the origirial action against rhe non-Released Party or 

non-Released Retailers which gave rise to the claim-over. 

7. The Undersigned CitylCouaty does not purport to waive or release any claims on 

behalf of Indian tribes. 

8. The Undersigned City/County does not waive or release any criminal liability based 

on federal, state or l d  law. 

9. Notwithstanding the foregoing (and the definition of Released Parties), this release 

and covenant shall not apply to retailers, suppliers or distributors to the extent of any liability arising 



fkom the sale or d i ~ b u t i o n  of Tobacco Products of, or the supply of component parts of Tobacco I 
Products to, any non-Released Party. 

10. As provided under the MOU, Private Outside Counsel for the Represented Cities and . 
Counties will make their best efforts to obtain their fees and costs from the Original Participating 

Manufacturers as provided for in the MSA. Any attorneys fees and costs obtained shall be credited 

against the amounts owed Private Outside Counsel under their contingency fee agreements. To the 

extent, if any, that the arbitration award is insufficient to satisfy the outstanding contingency fee I 
contracts, and to the extent, if any, private counsel seek to enforce such contracts, all cities and I 
counties receiving an allocated share of settlement proceeds pursuant to the MOU will share the risk 

that attorneys fees and costs may be due and owing to Private Outside Counsel who prosecuted the 

tobacco actions identified in footnote 1 herein. Accordingly, the Undersigned CitylCounty, as well 

as every other non-litigating C~unty covenants and agrees that, to the extent that any of the 

Represented Cities and Counties pay attorney's fees to their Private Outside Counsel, in any year, 

to compensate Private Outside Counsel for work done in the Cities' and Counties' suits against the 1 
Participating Manufacturers, the settlement proceeds to be paid to the Undersigned CitylCounty in 

that year (or as soon t h d e r  as possible) will be decreased by an offset equal to the Undersigned 

City'dCountfs "Proportional Share Percentage" of the sum of fees and costs paid by any 

Represented City or County. The amount of the offset shall be added to the settlement proceeds to I 
be paid to the Represented City or County that made the private counsel fee payment, provided I 
however, that no Represented City or County shall be subject to an offset for attorneys' fees or costs 

paid by any other Represented City or County to Private Outside Counsel. For the purpose of this 
I 

paragraph, "Proportional Share Percentage" shall mean the Undersigned City'dCounty's allocation I 
percentage of the total amount payable to California local governments (as determined by the 



allocation formula set forth in the MOU, calculated as of the year of the fee payment in question), 

multiplied by the amount of the fee payment made by the Represented City or County in question. 

A separate offset will be calculated for and paid to each Represented City and County that makes 

a fee payment to private counsel in any given year. 

11. Except as otherwise stated herein, notwithstanding any provision 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 materiaIIy affected its settlement with the debtor, the releases set forth herein release all 

Released Claims against the Released Parties, whether known or unknown, foreseen or unforeseen, 

suspected or unsuspected, that the Undersigned City/County may have against the Released Parties, 

and the Undersigned CityJCounty understands and acknowledges the significance and consequences 

of waiver of any such provision and hereby assumes full responsibility for any injuries, damages or 

losses that the Undersigned City/County may incur. 

DATED: 
CITY/COUNTY OF 

BY: 



Appendix E 

MODEL RESOLUTION BY CITY COUNCIL 

A RESOLUTION AUTHORIZING WITHDRAWAL AND ACCEPTANCE OF 
TOBACCO SETTLEMENT MONIES PURSUANT TO THE 

MEMORANDUM OF UNDERSTANDING 

WHEREAS the Attorney General of the State of California and representatives of a 

number of California Counties and Cities entered into a Memorandum of Understanding 

("MOU"), which allocates a portion of settlement proceeds stemming fiom litigation against 

various manufacturers of tobacco products; 

WHEREAS the City of (hereinafter "the City") wishes to receive its 

allocated share of settlement proceeds as provided for and set forth in the MOU; 

WHEREAS the City has obtained any necessary approval to participate in the settlement 

under the terms and conditions memorialized in the MOU; and 

WHEREAS the City has, in consideration for receiving its portion of the settlement 

proceeds as allocated to Cities and Counties in the MOU, executed the Agreement Regarding 

Interpretation of MOU and the Release, approved by the J.C.C.P. 4041Court; 

NOW, THEREFORE, BE IT RESOLVED that the City Council does hereby authorize 

the acceptance and deposit of the City's portion of the settlement proceeds as allocated to Cities 

and Counties in the MOU. 

BE IT FURTHER RESOLVED, that the City Council does hereby authorize the 

verification by the Ofice of the Attorney General of all banking information provided to 

effectuate the acceptance of the settlement proceeds. 

//I 

/I/ 



BE IT FURTHER RESOLVED, that the following officers or their successors in office 

shall be authorized to direct the transfer of the City's settlement knds on behalf the City: 

(TITLE) (TITLE) (TITLE) 

(SIGNATURE) (SIGNATURE) (SIGNATURE) 

BE IT FURTHER RESOLVED, that all notices from the Office of the Attorney General 

to the City regarding tobacco settlement hnds shall be sent to following personlagency: 

Name of PersodAgency: 

Title: 

Address: 

Telephone: 

Facsimile: 

PASSED AND ADOPTED, by the City Council of the City of 
7 

County of , State of California, this - day of , . 



Appendix E 

MODEL RESOLUTION BY COUNTY BOARD OF SUPERVISORS 
- - 

A RESOLUTION AUTHORIZING WITHDRAWAL AND ACCEPTANCE OF 
TOBACCO SETTLEMENT MONIES PURSUANT TO THE 

MEMORANDUM OF UNDER.STANDING 

WHEREAS the Attorney General of the State of California and representatives of a 

number of California Counties and Cities entered into a Memorandum of Understanding 

("MOU"), which allocates a portion of settlement proceeds stemming fiom the litigation against 

various manufacturers of tobacco products; 

WHEREAS the County of (hereinafter "the County") wishes to 

receive its allocated share of settlement proceeds as provided for and set forth in the MOU; 

WHEREAS the County has obtained any necessary approval to participate in the 

settlement under the terms and conditions memorialized in the MOU; and 

WHEREAS in consideration for receiving its portion of the settlement proceeds as 

allocated to Cities and Counties in the MOU, the County has executed the Agreement Regarding 

Interpretation of MOU and the Release, approved by the J.C.C.P. 404ICourt; 

NOW,.THEREFORE, BE IT RESOLVED that the Board of Supervisors does hereby 

authorize the acceptance and deposit of the County's portion of the settlement proceeds as 

allocated to Cities and Counties in the MOU. 

BE IT FURTHER RESOLVED, that the Board of Supervisors does hereby authorize 

the verification by the OBce of the Attorney General of a11 banking information provided to 

effectuate the acceptance of the settlement proceeds. 

/// 

/// 



BE IT FURTHER RESOLVED, that the following officers or their successors in office 

shall be authorized to direct the transfer of the County's settlement hnds on behdf the County: 

(TITLE) (TITLE) (TITLE) 

(SIGNATURE) (SIGNATURE) (SIGNATURIE) 

BE IT FURTHER RESOLVED, that all notices from the Office of the Attorney General 

to the County regarding tobacco settlement funds shall be sent to following personlagency: 

Name of PersodAgency: 

Title: 

Address: 

Telephone: 

Facsimile: 

E-Mail : 

PASSED AND ADOPTED, by the Board of Supervisors of the County of 

, State of California, this - day of , . 



Appendix F 
Transfer Instr~ct~ions 

CALIFORNIA ACCOUNT - TOBACCO SETTLEMENT FUND 
Wiring Instructions Information Form 

Please complete this form and mail to the Office of the Attorney General, Tobacco Litigation Section, P.O. BOX 
944255, Sacramento, CA 94244-2550 

CITYiCOUNTY NAME 

BANK ROUTING WORMATION 

Bank Name : 

Bank ABA Routing 8: 

Bank Account #: 

Bank Account Name: 

Bank Address. 

Bank Branch #: 

Bank Teleohone #: Bank Fax #: 

Bank Contact Person. Title. Telephone # and E-mail Address: 

AUTHORIZED SIGNATURES 
(Signatures of two of three designated cityjaunty officers are required) 

Typed or Printed Name Typed or Printed Name 

Signature Signature 

Date: Date: 

F- 1 



F~~ w-9 Request for Taxpayer 
(Rw. December 1996) 

De~smoent c# the Tnasuv 
Identification Number and Certification 

Give form to the 
requester. Do NOT 
send to the 1RS. 

I 
I Name (If a joint account or you changed your name, see Specific lmtructiom on page 23 

5 
ii: / '2% state. and ZIP code 1 

al 
0. 

8 ' Business name. if diiferent from above. (See Spcdfic lnstrufflons on page 2.) 

Employer identification number m 

Taxpayer Identification Number @IN) 
Enter your TIN in the appropriate box. For 

Under penalties of perjury, 1 certify that: 

Y 
c .- 
h 
6 
!4 

cist account nurnberfs) here (optional) 

1. The number shown on this form is my correct taxpayer identification number (or I am waiting for a number to be issued to me). and 

individuals. this is your sociaf security number sot-d security number 
(SSN). However, if you are a resident alien OR a 
sole proprietor, see the instructions on page 2. I I U u l l  
For other entities. it is your employer 

OR For Payees Exempt From Backup 
identification number (EfN). If you do not have a 
number, see How To Get a TIN on page 2. 

WlhMding (See the instructions 

Note: If the account is in more than one name. 
on page 2.) 

see the chart on page 2 for guidelines on whose 
number to enter. 

2. I am not subject to backup withholding because: (a) t am exempt from backup withholding, or (b) I have not been notifd by the Internal 
Revenue Se~ice  (IRS) that I am subject to backup withholding as a resuit of a failure to report all interest or dividends. or (c) the IRS has 
notified me that 1 am no longer subjecl to backup withholding. 

Certification Instructions.-You must cross out item 2 above if you have been notified by the IRS that you are currently subject to backup 
withholding because you have failed to report all interest and dividends on your tax return. For real estate transactions, item 2 does not apply. 
For mortgage interest paid. acquisition or abandonment of secured property. cancellation of debt, contributions to an individual retirement 
arrangement (IRA), and generally. payments other than interest and dividends, you are not required to sign the Certification, but you must 
provide your correct TIN. (See the instructions on page 2.) 

Check appropriate box: a IndiiduaVSole proprietor a Corporation 0 PWm'ship C j  Other ................. ... -.--..---... ....-. 
Address (number. street, and apt. or su'ke no.) 

Purpose of Form.-A person who is 
required to file an information return with 
the IRS must get your correct taxpayer 
identification number mN) to report, for 
example, income paid to you. real estate 

Requester's name and address (optiml) 

Sign 
Here 

transactions. mortgage inierest you paid. 
acquisition or abandonment of secured 

Signature b 

property, caneellation sf debt, w 
contributions you made to an IRA. 

Use Form W-9 to give your correct TIN 
to the person requesting it (the requester) 
and. when applicable, to: 

1. Certify the TIN you are giving is 
correct (or you are waiting for a number to 
be issued). 
Z Certify you are not subject to backup 

withholding. or 
3. Claim exemption from backup 

withholding if you are an exempt payee. 
Note: If a requester gives you a form other 
than a W-9 to request your TIN, you must 
use th? requester3 form ti it is substantiaKy 
similar to this Form W-9. 
What Is Backup Withholding?-Persons 
making certain payments to you must 
withhold and pay to the IRS 31% of such 
payments under certain conditions. This is 
called "backup withholding." Payments 
that may be subject to backup withholding 

Date F 

include interest, dividends. broker and 
barter exchange transactions, rents, 
royalties, nonemployee pay, and ceFtain 
payments from fishing boat operators. Real 
estate transactions are not subject to 
backup withholding. 

If you give the requester your correct 
TIN, make the proper certifications, and 
report all your taxable interest and 
dividends on your tax return, payments 
you receive &ll not be subject to backup 
withholding. Payments you receive will be 
subject to backup withholding if: 

1. You do not furnish your TIN to the 
requester. or 

2. The IRS tells the requester that you 
furnished an incorrect TIN, or 

3. The IRS tells you that you are subject 
to backup withholding because you did not 
report all your interest and dividends on 
your tax return (for reportable interest and 
bit+de~ds afiiy), oi 

4. You do not certify to the requester 
that you are not subject to backup 
withholding under 3 above (for reportable 
interest and dividend accounts opened 
after 1983 only). or 

5. You do not certify your TIN when 
required. See the Part 111 instructions on 
page 2 for details. 

Certain payees and payments are 
exempt from backup withholding, See the 
Part II instructions and the separate 
Instructions for the Requester of Form 
W-9. 

Penalties 
Failure To Furnish TIN.--If you fail to 
furnish your correct TIN to a requester. you 
are subject to a penalty of $50 for each 
such failure unless your failure is due to 
reasonable cause and not to willful neglect. 
ciii Penalty for False Information Wrtn 
R e s p e c t  to WRhholding.-if y w  make a 
false statement with no reasonable basis 
that results in no backup withholding, you 
are subject to a $500 penalty. 
Criminal Penalty ffor Falsifying 
fnf0nnatlon.- Willfuly falsifying 
certifications or affirmations may subject 
you to criminal penalties including fines 
and/or imprisonment. 
Misuse of TIN$.--If the requester 
discloses or uses TINS in violation of 
Federal law. the requester may be subject 
to civil and criminal penalties. 

cat. NO. 10231X Form W-9 (Rev. 12-96) 



Form LC9 (Rev. 12-96) 

Specific lnstructions 
Name.-If you are an individual. you must 
generally enter the name shown on ywr 
social security card. However, if you have 
changed your last name, for instance, due 
to marriage, without informing the Social 
Security Administration of the name 
change, enter your first name. the last 
name shown on your social security card, 
and your new last name. 

If the account is in joint names, list first 
and then circle the name of the person or 
entity whose number you enter in Part I of 
the form. 

Sole Proprieror,-You must enter your 
individual name as shown on your social 
security card. You may enter your 
business, trade, or "doing business as" 
name on the business name line. 

Other Entities.--Enter the business name 
as shown on required Federal tax 
documents. This name should match the 
name shown on the charter of other legal 
document creating the entity. You may 
enter any business, trade, or "doing 
business as" name on the business name 
line. 

Part l-Taxpayer Identification Number 
Cnw 
You must enter your TfN in the appropriate 
box. If you are a resident alien and you do 
not have and are not eligible to get an 
SSN, your TIN is your IRS individual 
taxpayer identification number (ITIN). Enter 
it in the social security number box. If you 
do not have an ITIN, see How To Get a 
TIN below. 

If you are a sole proprietor and you have 
an EIN. you may enter either your SSN or 
EIN. However, using your EIN may result in 
unnecessary notices to the requester. 
Note: See the chart on this page for further 
clarification of name and TIN combinations. 
How To Get a TIN.-If you do not have a 
TIN. apply for one immediately. To apply 
for an SSN. get Form SS-5 from your local 
Social Security Administration office. Get 
Form W-7 to apply for an ITIN or Form 
SS-4 to apply for an ELN. You can get 
Forms W-7 and SS-4 from the IRS by 
calling 1 -800-TAX-FORM 
(7-800-829-3676). 

If you do not have a TIN, write "Applied 
For" in the space for the TIN, sgn and 
date the form, and give it to the requester. 
For interest and dividend payments. and 
certain payments made with respect to 
readily tradable instruments. you will 
generally have 60 days to get a TIN and 
give it to the requester. Other payments 
are subject to backup withholding. 
Note: Writing "Applied For" means that 
you have already applied for a TIN OR that 
you intend to apply for one soon. 

Par! If-Fw Payees Exempt From 
Backup Withholding 
fndividuals (including sole proprietors) are 
not exemDt from backup withholdina. 
corporations are exempt from back@ 
withhotding for certain payments, such as 
interest and dividends. For more 
information on exempt payees, see the 
separate Instructions for the Requester of 
Form W-9. 

If you are exempt from backup 
withholding, you should still complete this 
form to avoid possible erroneous backup 
withholding. Enter your correct TIN in Part 
I, write "Exempt" in Part 11. and sign and 
date the form. 

If you are a nonresident alien or a foreign 
entity not subject to backup withholding, 
give the requester a completed Form W-8, 
Certificate of Foreign Status. 

Part 111-Certification 

For a joint account. only the person whose 
TIN is shown in Part I should sign (when 
required). 

1. Interest, Dividend, and Barter 
Exchange Accounts Opened Before 1984 
and Broker Accounts Considered Active 
During 1983. You must give your correct 
TIN. but you do not have to sign the 
certification. 

2. Interest, Dividend, Broker, and 
BaRer Exchange Accounts Opened After 
1983 and Broker Accounts Considered 
Inactive During 1983. You must sign the 
certification or backup withholding will 
apply. If you are subject to backup 
withholding and you are merely providing 
your correct TIN to the requester, you must 
cross out item 2 in the certification before 
signing the form. 

3. Real Estate Transactions. You must 
sign the certification. You may cross out 
item 2 of the certification. 

4. Other Payments. You must give your 
correct TIN, but you do not have to sign 
the certification unless you have been 
notified that you have previously given an 
incorrect TIN. "Other payments" include 
payments made in the course of the 
requester's trade or business for rents. 
royalties, goods (other than bills fw 
merchandise). medical and health care 
services (including payments to 
corporationsf. payments to a nonemployee 
for services Pncluding attorney and 
accounting fees). and payments to certain 
fishing boat crew members. 

5. Mortgage Interest Paid by You, 
Acquisition or Abandonment of Secured 
Property, Cancellation of Debt, or IRA 
Contributions. You must give your correct 
-r, I L-.., A _  
I rh. out yuo uo mi have to sign ifne 
certification. 

Privacy Act Notice 
Section 6109 of the Internal Revenue Code 
requires you to give your correct TIN to 
persons who must file information returns 
with the IRS to report interest, dividends. 

Page 2 

and certain other income paid to you. 
mortgage interest you paid. the acquisition 
or abandonment of secured property. 
cancellation of debt, or contributions you 
made to an IRA. The IRS uses the 
numbers for identification purposes and to 
help verify the accuracy of your tax return. 
The IRS may also provide this information 
to the DepaFtment of Justice for civil and 
criminal ligation and to cities, states. and 
the District of Columbia to carry out their 
tax laws. 

You must provide your TIN Wether or 
not you are required to file a tax return. 
Payers must generally withhold 37% of 
taxable interest, dividend, and certain other 
payments to a payee who does not give a 
TIN to a payer. Certain penalties may also 
apply. 

What Name and Number To 
Give the Requester 
For this tw of account: 1 Give name and SSN ot 

3. Individual 
2. Two w more 

intiwiduals (joint 
accwnt) 

3. Custodian accwnt of 
a minor (Uniform Gift 
to M i m  Act) 

4. a. The usual 
revocable savings 
trust (grantor is 
also trustee) 

b. So-called trust 
account that is not 
a leaal a vald trust 
under state raw 

5. Sole proprieronhip 

The individual 
The actual owner of the 
acwurn or, A combined 
funds. the first ~fartvidual 
on the account 
The minw * 

The grantor-tfflstee ' 

The actual owner ' 

The owner = 

For this W m  of account. 1 G i i  name and EIN of: 

6. Sole propaelmhip The owner ' 
7. A valcd lrust. estate. or Legal entity ' 

pension msr 
8. Corporate 1 The corpora tian 
9. Association, ebb. The organization 

religious, charitable, 
educational, or other 
tax-exempt 
organization 

10. Partnership The panmhip 
71. A broker a registered The broker or nominee 

nominee 
12. Accwnt wilh the The public entity 

Deparunent of 
Agriculture in the name 
d a public entity (such 
as a state or kxal 
government, school 
districL or prison) that 
receives agricultural 
program payments 

'  it f r ~  and circk the name of the p e r m  whose 
number you furnish. If Onfy one p a n  on ajoint 
account has an SSN, that person's number must be 
furnished. 

'Circle the minor's name and fwnish the rninw's SSN 

' Y w  must show your individual name. but you may also 
enter ywr m n e s s  or Yang busims as' name. You 
may use enher your SSN or EIN r i  you haw one). 

'List first and circle the Mme of Lhe koal trust. estate. 
or pension Wst. (Do wl furrush Me TIC of ttre~pfsonal 
representative a lrustee unless the legal entity itself is 
mu designated in Ik account title.) 

Note: K no name is circled when more than one 
name is /bed, the number will be considered to 
be that of the first name listed. 



Appendix E 

Address for Agreement Section 1 .B.(9) Documents 

One executed original Model Release, 

One executed original Agreement Regarding Interpretation of Memorandum 
of Understanding, 

One executed original Authorization and Designation of CityICounty 
Designees 

One executed original Transfer Instructions, and 

One executed original Form W-9 

Are to be sent to the State at the following address by each City and each County: 

Tobacco Litigation Section 
Local Escrow Implementation 
Offrce of the Attorney General 

PO Box 944255 
Sacramento CA 94244-2550 



APPENDIX "I" 

(MODEL ESCROW INSTRUCTIONS) 

At such time as all events and conditions set forth in Section 3.C of the National Escrow 

Agreement have been satisfied and the Escrow Agent is notified to release the escrow funds to 

the States, the Escrow Agent shall disburse di funds held in the "California Account"' as 

folIows: 

1. All funds allocated to the California Account shall be credited to the following 

governmental entities in the following percentages: 

(a) 50% of the funds allocated to the CaIifomia Account at the time of release 

shaI1 be credited to the State of California ("hereinafter the "State"). 

(b) The remaining funds allocated to the California Account at the time of 

release shall be credited to the Cities and Counties in the MOU Proportional Allocable Shares 

indicated in the following chart: 

Citv/Countv MOU Pro~ortional Allocable Share 

County of Aiameda 0.0386849 12 

County of Alpine 0.000033659 

County of Arnador 0.000908437 

County of Butte 0.005507657 

County of Calaveras 0.00096768 1 

County of Colusa 0.000492 187 

1 A E l  *A,, LA--:- t-..- IL- ---- - ----- :-- -- --- 3 --- 3-C- - J &I-- ---- -- -I^--- --- 
fii1 ~c1111> IICICIJI u a v c  ~ i t ;  S ~ I I C  ~nciil~irlg as, anc~ arc ueirrxeu ult: sane as ~ ~ I C Y  are 

defined in the California State Escrow Agreement. All definitions contained in the 
California State Escrow Agreement are incorporated by reference herein in these 
instructions 



County of Contra Costa 

County of Del Norte 

County of El Dorado 

County of Fresno 

County of Glenn 

County of Humboldt 

County of Imperial 

County of Inyo 

County of Kern 

County of Kings 

County of Lake 

County of Lassen 

County of Los Angeles 

City of Los Angeles 

County of Madera 

County of Marin 

County of Mariposa 

County of Mendocino 

County of Merced 

County of Modoc 

County of Mono 

County of Monterey 

County of Napa 

County of Nevada 

County of Orange 

County of Placer 

Comty of !'!urns 

County of Riverside 

County of Sacramento 



County of San Benito 

County of San Bernardino 

County of San Diego 

City of San Diego 

City and County of Sari Francisco 

County of San Joaquin 

County of San Luis Obispo 

County of County of San Mateo 

County of Santa Barbara 

County of Smta Clara 

City of San Jose 

County of Santa Cruz 

County of Shasta 

County of Sierra 

County of Siskiyou 

County of Solano 

County of Sonoma 

County of Stanislaus 

County of Sutter 

County of Tehama 

County of Trinity 

County of Tulare 

County of Tuolumne 

County of Ventura 

County of Yo10 

County of Yuba 



2. The amounts credited to the State and to the Cities and Counties pursuant to 

Section 1 above shaII be transferred by wire transfer as follows: 

(a) The amount credited to the State shall be wire transferred to the 

"California State General Fund." 

(b) If the State has notified the Escrow Agent that a City or County has 

attained the status of Eligible City and/or Eligible County, all amounts credited to such Eligible 

City and/or Eligible County shall be wire transferred to the accounts specified by such Eligible 

Cities and/or Eligible Counties in the "Transfer Instructions" submitted to the Escrow Agent 

pursuant to section - of thenCalifornia State Escrow Agreement" (modeled after section 

1 .B.(9)(d) of theWAgreement Regarding Interpretation of Memorandum of Understanding"). 

(c) If the State has not notified the Escrow Agent that a City or County has 

attained the status of Eligible City andlor Eligible County, all amounts credited to such City 

and/or County shall be transferred to the "City/County Account" established pursuant to section 

- of the0California State Escrow Agreement" (modeled after section 4.B.(2)(ii) of the 

"Agreement Regarding Interpretation of Memorandum of Understanding"), and held by the 

Escrow Agent (along with any earnings thereon), separate and apart from all other h d s  and 

accounts of the Escrow Agent, the State, the Eligible Cities, EligibIe Counties and the 

Participating Manufacturers until the Escrow Agent receives further instructions pursuant to 

section - of the California State Escrow Agreement (modeled after section 4.B.(2)(ii) of the 

"Agreement Regarding Interpretation of Memorandum of Understanding"). 



Appendix J 

Mathematical ExampIe: 
State as Responsible Entity 

Offset Recouped in One Year 

Assum~tions: An annual payment of $1,000 is due to be released to the California Account. 
However, an Original Participating Manufacturer claims an offset of $1 00 against this payment, 
because of a judgment obtained by the State on a released claim. The California Account 
therefore receives a payment of ody $900. MI Cities and Counties are Eligible CitiesKounties. 

Instructions: Absent other instructions, the Escrow Agent would normally divide this amount by 
giving $450 to the State and $450 to the Cities and Counties. However, pursuant to 
section 4.C.(2)(a)(i) of this Agreement, the State notifies the Escrow Agent and the City/County 
Steering Committee that the $1 00 offset has occurred and that the State is the Responsible Party. 
The State instructs the Escrow Agent to deduct one-half of the amount of the offset (or $50) fiom 
the State's share, and credit that amount to the City and County share. The Escrow Agent 
therefore transmits $400 to the State and transmits the remaining $500 to the Cities and Counties, 
pursuant to their MOU Proportional Allocable Shares. Thus all parties are returned to the same 
position that they would have been in if the offset had not occurred. 



Appendix K 

Mathematical Example: 
City / County as Responsible Entity 

Offset Recouped in One Year 

Assurn~tions: An annual payment of $1,000 is due to be released to the California Account. 
However, an Original Participating Manufacturer claims an offset of $10 against this payment, 
because of a judgment obtained by the City and County of San Francisco on a released claim. 
The Califomia Account therefore receives a payment of only $990. Based on the 1990 Official 
United States Decennial Census, San Francisco's MOU Proportional Allocable Share is equal to 
4.6893906% of the total money to be split among the Cities and Counties. A11 Cities and 
Counties are EIigible CitiesKounties. 

Instructions: Absent other instructions, the Escrow Agent would normally divide the $990 
payment by giving $495 to the State and $495 to the Cities and Counties. However, pursuant to 
section 4.C.(2)(a)(ii) of this Agreement, the State notifies the Escrow Agent and the CitytCounty 
Steering Committee that the $10 offset has occurred and that San Francisco is the Responsible 
Entity. The State instructs the Escrow Agent to deduct one-half of the amount of the offset (or 
$5) from the City/County share and credit that amount to the State share. The Escrow Agent 
therefore transmits $500 to the State and divides the remaining $490 among the Cities and 
Counties. The State further instructs the Escrow Agent to deduct the fuI1 amount of the offset 
($1 0) from the amount that would nomafly be paid to San Francisco pursuant to its MOU 
Proportional Allocable Share, and to redistribute this amount to a11 Cities and Counties 
(including San Francisco) pursuant to their MOU Proportional Allocable Shares. This is 
demonstrated graphically as follows: 

Step 1 : Divide California Payment 50150 between the State and the Cities and Counties. 

(a) $990 / 2 = $495 (State Share) 
$495 (City/County Share) 

Step 2: CaIculate the Base MOU Proportional Allocable Shares of the 
Cities and Counties ("City/County Base MPAS") by multiplying 
the CityjCounty Share by the MOU Proportional Allocable Share 
percentages ("MPAS%). 

(a) CityjCounty Share x MPAS% = City/County Base MPAS 

(b) Repeat for each City and County 

fc) San Francisco's Base MPAS is: $495 x .@I6893906 = S23.21248347 



Step 3: Deduct YZ of the offset amount from the Responsible Entity's Base 
MPAS and adjust the State Share by adding this amount to the 
State Share. 

(a) State Share + (Offset Amount / 2) = Adjusted State Share 

@) Under this example, the Adjusted State Share is: 
$495 + ($10 / 2) = $500 

(c) San Francisco's Adjusted Base W A S  is: 
$23.21248347 - $5 = $18.21248347 

Step 4: Deduct the remaining ?4 of the offset amount from the Responsible 
Entity's Base MPAS and adjust the Cities' and Counties' Base 
MPAS by adding their MPAS% of this amount to their respective 
Base MPAS. 

(a) [(Offset Amount 1 2) x MPAS%] + Base MPAS = City/County 
Adjusted Base MPAS 

(b) Repeat for each City and County 

(c) San Francisco's Adjusted Base Amount is: 
[(SlO I 2) x .046893906] + ($18.21248347 - 5) = $13.446953 



Appendix L 

Mathematical Example: 
State as Responsible Entity 

Offset Not Recouped in First Year 

Assum~tions: An annual payment of $1,000 is due to be released to the CaIifonzia Account. 
However, an Original Participating Manufacturer claims an offset of $750 against this payment, 
because of a judgment obtained by the State on a released claim. The California Account 
therefore receives a payment of only $250. The next year, the California account receives its 
regular annual payment of $1,000. The appIicable rate of interest pursuant to section 4.C.(l)(b) 
of this Agreement is assumed to be 5%. A1 Cities and Counties are Eligible Cities/Counties. 

Instructions: Absent other instructions, the Escrow Agent would normally divide this amount by 
giving $125 to the State and $125 to the Cities and Counties. However, pursuant to 
section 4.C.2(b)(i) of this Agreement, the State notifies the Escrow Agent and the CityKounty 
Steering Committee that the $750 offset has occurred and that the State is the Responsible Entity. 
The State instructs the Escrow Agent to deduct one-half of the amount of the offset for $375) 
from the State's share. Since this exceeds the amount of the State's share, the State instnrcts the 
Escrow Agent to credit the entire amount of its payment for the year to the City and County 
share, and to deduct the unreimbursed amount ($250, plus interests as described in section 
4.C.(I)@) ofthis Agreement) from its next payment(s). In the first year, the Escrow Agent 
therefore transmits nothing to the state and distributesthe entire $250 to the Cities and Counties, 
pursuant to their MOU Proportional Allocable Shares. In the next year, the Escrow Agent will 
deduct $250 (plus $12.5 in interest at the hypothetical rate of 5%) from the State's share, and 
credit this amount to the Cities'/Counties7 share. Thus the State will receive $237.5 and the 
Cities/Counties will receive $762.5. Including the money the State received directly from the 
Original Participating manufacturer, the two year cash flow would be as follows: 

Year State Cities and Counties 

I $750 $250 
2 $237.5 $762.5 
Total: $987.5 $1,012.5 

Thus in effect, the State receives an advance of settlement funds in the first year, and pays this 
advance back to the Cities and Counties, with interest, in the second year. 



Mathematical Example: 
City f County as Responsible Entity 
Offset Not Recouped in First Year 

Assumptions: An annual payment of $1,000 is due to be released to the CaIiifornia Account. However, an 
Origind Participating Manufacturer cIaims an offset of $40 against this payment, because of a judgment 
obtained by the City and County of San Francisco on a released claim. The California Account therefore 
receives a payment of only $960. The next year, the California account receives its regular annual payment of 
$1,000. The applicable rate of interest pursuant to section 4.C.(l)(b) of this Agreement is assumed to be 5%. 
Based on the 1990 Official United States Decennial Census, San Francisco's MOU Proportional Allocable 
Share is equal to 4.6893906% of the total money to be split among the Cities and Counties. The remaining 
Cities and Counties have a combined MOU Proportional Allocable Share of 95.3 106094. All Cities and 
Counties are Eligible CitiedCounties. 

Instructions: Absent other instructions, the Escrow Agent would normally divide the $960 payment by giving 
$480 to the State and $480 to the Cities and Counties. San Francisco's MOU Proportional Allocabie Share of 
$480 would be $22.50. However, pursuant to section 4.C.(2)(b)(ii) of this Agreement, the State notifies the 
Escrow Agent and the City/County Steering Committee that the $40 offset has occurred and that San Francisco 
is the Responsible Entity. Since the amount of the offset exceeds San Francisco's MOW Proportional Allocable 
Share, the State instructs the Escrow Agent to credit the State with one-half of San Francisco's MOU 
Proportional Allocable Share ($1 I .25), and to credit the Cities and Counties (excluding San Francisco) with the 
other half ($1 1.25). The State fbrther instructs the Escrow Agent to calculate San Francisco's MOU 
Proportional Alfocable Share of the amount credited to the Cities and Counties ($1 1.25 x .046893906 = $.52), 
and credit one-half of this amount ($.26) to the State and one-half to the Cities and Counties (excluding San 
Francisco). Thus in the first year, the Escrow Agent pays nothing to San Francisco, pays $491.5 1 to the State 
[$480.00 + $1 1.25 + $26 = 491.51), and divides 46C.49 [$480 - 11.25 - .26 + = 468.491 among the Cities and 
Counties (excluding San Francisco), based on their pro rata MOU Proportional Allocable Shares. The State 
hrther instructs the Escrow Agent to deduct the unreimbursed amount [$40 - 22.50 - .52 = 16.981 plus interest 
as described in section 4.C.(l)(b) of this Agreement) from the next payrnent(s) due to San Francisco. In the 
second year, the Escrow Agent will deduct $16.98 (plus $34 in interest at the hypothetical rate of 5%, for a 
total deduction of $17.82) from San Francisco's share, and credit one-half of this amount ($8.91) to the State 
and one-half to the to the Cities7/Counties' share, to be redistributed to all Cities and Counties (including San 
Francisco) based on their MOU Proportional Alfocable Share. San Francisco therefore receives a payment in 
the second year equal to: 

The State will receive $508.91. The Cities and Counties other than San Francisco receive: 500 -23.44 + 8.91 - 
.42 = 485.05. IncIuding the money that San Francisco received in the first year directly from the Original 
Participating Manufacturer (thereby triggering the offset), the two year cash flow would be as follows: 

Year State San Francisco Other Cities and Counties 

1 $491.51 $40. 
2 $508.91 $ 6.04 
Totd: % i ,000.42 S46.G.i 
2 yr. av. $1,000. $46.88 
Difference +.42 -.84 



Because San Francisco has to pay interest, it receives $.84 less thin its nomal two-year allocation (which is 
23.44 x 2 = 46.88) but it receives the bulk of its money sooner. Conversely, because the State and the other 
Cities and Counties are paid interest, they receive $.42 more than their normal two-year aHocation [$1,000 for 
the State, $953.12 for the other Cities and Counties], but they get less in the first year. 

This is demonstrated graphically as foIlows: 

Step I: Divide California Payment 50/50 between the State and the Cities and Counties. 

(a) $960 / 2 $480 (State Share) 
$480 (CityKounty Share) 

Step 2: Calculate the Base MOU Proportional Allocable Shares of the Cities and 
Counties ("CitylCounty Base WAS") by multiplying the City/County Share by 
the MOU Proportional Allocable Share percentages ("MPAS%"). 

(a) City/County Share x MPAS% = City/County Base W A S  

@) Repeat for each City and County 

(c) San Francisco's Base MPAS is: $480 x .046893906 = $22.50907488 

Step 3: Deduct % of the Responsible Entity's Base W A S  and adjust the State Share by 
adding this amount to the State Share. 

(a) State Share + (Responsible Entity Base MPAS / 2) = Adjusted State Share 

(b) Under this example, the Adjusted State Share is: 
$480 + ($22.50907488 / 2) = $491.25 

Step 4: Deduct the remaining Yi  of the Responsible Entity's Base MPAS and adjust the 
Cities' and Counties' Base MPAS by adding their MPAS% of this amount to 
their respective Base MPAS. 

(a) [(Responsible Entity's Base W A S  / 2) x MPAS%] + Base MPAS = 
Ciby/County Adjusted Base W A S  

(b) Repeat for each City and County 

(c) San Francisco's Adjusted Base Amount is: 
[($22.50907488 1 2) x .046893906 + 01 = $.5277692189091 

Step 5: Deduct !4 of the Responsible Entity's Adjusted Base MPAS and adjust the 
Adjusted State Share by adding this amount to the State Share. 

(a) Adjusted State Share + (Responsible Entity Adjusted Base MPAS / 2) = 
=iSt~"oiitiori 

(b) Under this example, the State Distribution is: 
$491.25 + ($.5277692189091 / 2) = $491.51 



Step 6:  Calculate the Enhanced MPSA% of each City and County (except the 
Responsible Entity) by their proportional share of the Responsible Entity's 
WAS% to their respective WAS%. 

(a) Individual W A S %  / Combined W A S %  (excluding Responsible Entity)' = 
Enhanced WAS% 

(b) Repeat for each City and County 

Step 7: Deduct the remaining '/2 of the Responsible Entity's Adjusted Base MPAS and 
adjust the Cities' and Counties' Adjusted Base MPAS by adding their Enhanced 
W A S %  of this amount to their respective Adjusted Base MPAS. 

(a) [(Responsible Entity's Adjusted Base MPAS / 2) x Enhanced MPAS%] + 
City/County Adjusted Base MPAS = CityfCounty Distribution 

(b) Repeat for each City and County 

(c)  San Francisco's Distribution is $0 

Step 8: Calculate Principal owed by the Responsible Entity and begin time for interest to 
run on amount owed. 

(a) Offset Amount - Responsible Entity's Base MPAS - Responsible Entity's Adjusted Base 
W A S  = Principal Amount Owed 

(b) San Francisco's Principal owed is: $40 - $22.50 - $.52 = $16.98 

Step 9: At time of next payment by the Tobacco Industry, calculate principal and interest 
owed by the Responsible Entity. 

(a) Principal Owed + Interest on Principal Since Last Distribution = Offset Amount 

(b) San Francisco's Offset owed at the time of the next payment is: 
$16.98 + $.84 = $17.82 

Step 10: (see following page) 

'under this example, the Combinzd MPAS% is: I - .046893906 = 353 I06094 

M-3 



Step 10: Deduct the Offset Owed from the Responsible Entity's MPAS of the second year 
payment and divide this amount 50/50 between State and Cities and Counties. If 
the amount owed is less than the Responsible Entity's MPAS, then utiEze 
redistribution methodology embodied in "Appendix K." If the amount owed is 
greater than the Responsible Entity's W A S ,  then utilize redistribution 
methodology embodied in this Appendix M. 

(a) Under this example, the year two Adjusted State Share would be: 
($I000 / 2) + ($17.82 1 2) = $508.91 

(b) Under this example, the year two Cities' and Counties' Adjusted MPAS would be: 
[($I000 / 2) x MPAS%] + [($17.82 / 2) x MPAS%] 
= CityJCounty Adjusted MPAS 

(c) In year two, San Francisco wodd receive: 
( [(SlOOO / 2) x .046893906] - $17.82) + [($17.82 / 2) x 046893906] = $6.04 
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' BILL LOCKYER 
Attorney General of the State of California 
RICHARD M. FRANK 
Chief Assistant Attorney General 
DENNIS ECKHART 
Senior Assistant Attorney General 
COIU-NNEMURPHY 
Deputy Attorney General 
State Bar No. 

1300 1 Street 
P.O. Box 944255 
Sacrarnento, CA 94244-2550 
Telephone: (9 16) 324-5346 
Fax: (916) 323-0813 

Attorneys for Plaintiffs 

SUPERIOR COURT OF CALIFORNIA 

COUNTY OF S A N  DIEGO 

CENTRAL 

PEOPLE OF THE STATE OF CALIFORNIA 
ex rel. DANIEL E. LUNGREN, ATTORNEY 
GENERAL OF THE STATE OF CALIFORNIA; 
S. KIMBERLY BELSHE, DIRECTOR OF 
HEALTH SERVICES OF THE STATE OF 
CALIFORNIA, 

PI aintiffs, 

PHILIP MORRIS, INC.; R.J. REYNOLDS 
TOBACCO COMPANY; B R O W  & 
WILLIAMSON TOBACCO CORPORATION; 
B.A.T. INDUSTRIES, P.L.C.; BRITISH 
AMERICAN TOBACCO COMPANY; 
LORILLARD TOBACCO COMPANY, MC.; 
AMERICAN TOBACCO COMPANY, IN!.; 
UNITED STATES TOBACCO COMPANY; HILL 
& KNOWLTON, INC.; THE COUNCIL FOR 
TOBACCO RESEARCH-U.S.A., JNC.; 
TOBACCO INSTITUTE, NC.; SMOKELESS 
TOR-ACCO COLNCIL, N C .  and DOES 1-200, 
inclusive, 

26 11 Defendants. I 

J.C.C.P. 404 1 

(Sacrarnento Superior Court 
Case No: 97AS0303 1) 

NOTICE OF MOTION AND 
MOTION FOR APPROVAL 
OF AMENDMENT TO THE 
AGREEMENT REGARDING 
INTERPRETATION OF 
MEMORANDUM OF 
UNDERSTANDING 
APPLICABLE ONLY TO THE 
STATE OF CALIFORNIA 
AND EACH ELIGIBLE CITY 
OR COUNTY THAT 
EXECUTES THE SAME; 
MEMORANDUM OF POINTS 
AND AUTHORITIES 

Date: June 3,2001 
Time: 3:00 p.m. 
Dept: 69 
Judge: Ronald S. Prager 
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PLEASE TAKE NOTICE that on June 3,2001, at 3:00 p.m., the Honorable Ronald S. 

Prager, will issue a telephonic ruling on the joint motion of the People of the State of CaIifornia and 

the Counties of Sacramento and San Diego for an order approving the "Amendment to Agreement 

Regarding Interpretation of Memorandum of Understanding Affecting Only the State of California 

and Each Eligibre City and Eligible County Which Is a Signatory Hereto," (Exhibit A), which is 

necessary to facilitate the Securitization Transactions contemplated by certain Eligible Cities and/or 

Counties. 

Plaintiffs motion wiII be based on this Notice of Motion, Memorandum of Points and 

Authorities, and all papers, pleadings and records on file in this action and on such other and further 

argument and evidence as may be presented. 

/ / I  

/ / / 

/ I /  
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Defendants may obtain a date for oral argument by calling the Tobacco Litigation Calendar 

Clerk at (6 19) 53 1-1 33 1 by 4:00 p.m. on Friday of the same week as the telephonic ruling. 

Dated: /% .2001 

Respectfully submitted, 

BILL LOCKYER 

Attorney General of the State of California 

RICHARD M. FRANK 
Chief Assistant Attorney General 

D E W S  ECKHART 
Senior Assistant Attomv General 

Deputy Attorney General w 
Attorneys for Plaintiffs 

and 
COUNTY OF SACRAMENTO 

ROBERT A. RYAN, JR. 
County Counsel 

M. HOLLY GILCHRIST 
Deputy County Counsel 

and 

COUNTY OF S A N  D E W  
JOHN J- SANSOME 
County Counsel 

WILLIAM SMITH 
Deputy County Counsel 

MEMORANDUM OF POINTS AND AUTHORITIES 

On December 9, 1998, this Court entered the Consent Decree and Final Judgment 

:'Consent Judgmenty7), approving the terms of the Master Settlement Agreement CMSA") reached 
J 
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I 1 Dcfendanrs may obtain a date for oral qwnentby mllingrhe Tobacco Litigation Calendar 

2 Clerk at (6 19) 53 1 - 131 1 by 4:00 pm. on Friday of the same wcck as rhe telephonic ruling. II 
II 4 Dated: ,200 1 

5 Retspectfulfysubmitted, - 

6 BILL MCKYER 
7 Attorney tienerql of the Statt of California 
B RlCHARD M. FRANK 

Chief Assistant Attorney eneral 
3 DENNIS ECKHART 

1 Senior Assisrhr Attornw Gmwd 

Attr~rnyr for Plaintiffs 

and 
COUNTY.OF SACR~MENTO 
ROBERT A. RYAN, JR. 
County Cuunsel 

and 
COUNTY OF $AN DEGO 
JOHN J. SANSOME: 
County Counsel 

WILLIAM SMITH 
Deputy Ctrunry Caunsel 

M-i5~omgDCjM "# po'-N'f;S AU'rHBRiTiB 

On D e e m b i g ,  I9g8,  his Co~n entcrcd thc Consent Dea*ee.and Find Judgment 



Defendants may obtain a date tbr oral uguinent by calling the: Tabam Lirigation Cdendar 

Clerk at (619) 53 1-133 1 by 4100 p.m. on Friday of the same week as the telephonic  ling. 

Rcspec~L'ully submitted, 

BlLL LO<lKYEft 

Attorney (ieneral of rhe Stale of California 

RICHARD M. FRANK 
Chief Assistant Armrney Cmeral 
DBNNlS EC'KHART 
Senior Assisrant Attorney Ckncral 

CORINNE MIIKYI IY 
Deputy Atmrney General 
Atromcys for Plaintit-fi 

and 
COUNTY OF SACRAMENTO 
ROBERT r l  RYAN, JR. 
County Counsel 

M. I-IOLLY GlLCHRlST 
Dguty County Coumcl 

COUNTY OF SAN DIEGO 
JOHN 3.  SANSOM 
Counry Counsel 

WlL!..lAM SMlTLI 
Deputy County Counsel 

ME-MOIRAND~JNI OP' POINTS AND A~~TCIORITIES 

On December 9, 1 Wg, this CAUR entered the Consent Decree and Final Judgment 

("Conseni Iudgment"'), appmving the terms ofthe Master SeltIaent Agreement ("MSA") reached 
3 

Notice of Morion and Motion for Appta~tnl of AnYadu~cal Ir, Agn!~~uei>l Regding Ittttsplutalion of MOU 



between the Attorneys General of 46 states, 5 territories, the District of Colombia, and the tobacco 

industry. Pursuant to the terms of the Memorandum of Understanding ("MOU"), which was afso 

approved as part of the Consent Decree, the Attorney General on behalf of the People agreed to share 

a portion of the tobacco settlement fimds coming to the State of California through the MSA with 

dI California ~6unt ies  and the Cities of Los Angeles, San Diego, San Francisco, and San Jose 

("Cities and Counties"). Pursuant to paragraph VI(A) of the Consent Decree and Final Judgment, 

this Court retained continuing jurisdiction to implement the settlement. 

In December 1999, the People and the California Cities and Counties prosecuting 

tobacco claims in J.C.C.P. 4041 asked this Court to enter an order approving a further document, the 

Agreement Regarding Interpretation of Memorandum of Understanding ("AlUMOU"), which 

was necessary to implement disbursal of tobacco settlement proceeds to the Eligible Cities and 

Counties. That order was entered on January 18,2000. The ARIMOU was executed by all the Cities 

and Counties. The State, through the Attorney General, entered into an agreement with Citibank, 

N.A., to act as escrow agent to disburse half of the tobacco settlement proceeds to the Cities and 

Counties. Several disbursements have already been made in accordance with these agreement.. 

The Counties of Sacramento and San Diego are contemplating "securitization" 

transactions by which they would sell their rights to receive some or all of their shares of the 

settlement proceeds. - To effect such a sale, the counties must place restrictions on their ability to 

change the transfer instructions they give the Attorney Geceral, which the Attorney General passes 

on to the escrow agent for the disbursal of funds. Although the ARIMOU provides for amending 

transfer instructions, it does not provide for the type of amendment necessary to effectuate the sale 

of this asset. 

By this motion, the State and the Counties of San Diego and Sacramento ask this 

Court to enter an order approving an amendment to the ARIMOU which will provide a modified 

procedure regarding transfer instructions, which will be applicable to the State of California on one 

hand and each City or County that elects to become a signatory thereto. 

f 11 

'11 
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1 

2 

3 

ARGUMENT 

On August 5,1998, the Cities and Counties which were litigating against the Tobacco 

Industry in the J.C.C.P. 4041 action reached agreement with the Attorney General, regarding joint 

4 

5 

prosecution of tobacco claims against the tobacco industry. This agreement was embodied in the 

MOU which, aIong with the MSA, was approved by this Court on December 9,1998, as Exhibit B 

6 

7 

to the Consent Judgment. The MOU provides that if the parties received a monetary award, whether 

by settlement or trial, the monetary recovery would be divided equally between the State and the 

8 

9 

Cities and Counties. By virtue of the MOU, the Cities and Counties receive 50% of all tobacco 

settlement proceeds received by California pursuant to the MSA. The Cities and Counties, which 

10 

1 1 

are parties to the J.C.C.P. 4041 Coordinated Proceedings negotiated the ARIMOU to implement the 

process by which the Cities and Counties receive their share of the tobacco settlement proceeds. On 

12 

13 

16 raise money to purchase the share(s) by borrowing it from a joint powers authority. The authority, II 

January 18,2000, the ARIMOU was approved by order of this Court. 

The Counties of San Diego and Sacramento now contemplate a "securitization" 

14 

15 

transaction, in which each of them would sell its right to receive its MOU Proportional Allocable 

Share of the settlement payments to a non-profit corporation or other transferee. The buyer wouId 

19 purchase price to the city or county that is selling its share of the settlement. As part of the II 

17 

18 

20 transaction, related bonds will be issued under an indenture between the relevant authority and a I1 

whose members would be two or more of the Eligible Cities and Counties, would issue bonds to 

generate money to loari to the buyer. The buyer would use the proceeds of the bond sale to pay the 

21 trustee (the "Indenture Trustee"). The share of the settlement payments of a participating city or II 
22 county would be pledged to secure repayment of the related bonds. II 
23 11 on& the related bonds are issued and so long as they are outstanding, the city or 

24 11 county wiIl need to provide that its share of the settlement payments are to be transferred directly to 
II 

25 the Indenture Trustee by the Escrow Agent. Thus, so long as such bonds are outstanding, the city II 
26 11 or county will need to agree that no further transfer instructions may be given to the State for 

5 
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28 

transmission to the escrow agent unless they are countersigned by a representative of the Indenture 

TNstee. The city or county will also need to agree that, after the related bonds are repaid, any further 



transfer instructions must be countersigned by the relevant buyer (or any successor transferee). It 

is anticipated that other Eligible Cities and Eligible Counties may also decide to engage in a 

securitization transaction. 

The ARIMOU currently provides that the State shall instruct the Escrow Agent to 

disburse each Eligible City's and/or Eligible County's MOU Proportional Allocable Share to a single 

account as specified pursuant to instructions received by the State from the Eligible City or Eligible 

County. This account information must be given in the form of Transfer Instructions jointly 

executed by two of the three designees for the Eligible City or Eligible County. (ARIMOU, 

$4.B.(2)(i)(aa) and Appendix F). This motion seeks court approval of an amendment to 

section 4.B.(2)(i)(bb) to add the following paragraph at the end of the present text: 

"Modifications to instructions described in Section 4.B.(2)(i)(aa) above may 
contain instructions that the same may not be further modified without the 
counter signature of a third party designated in the instructions including but 
not limited to, an indenture trustee for bonds secured by the MOU 
Proportional Allocable Share of an Eligible City or Eligible County or a 
transferee to which an MOU Proportional Allocable Share has been sold or 
otherwise assigned or disposed of." 

(See proposed "Agreement Regarding Interpretation of Memorandum of Understanding Affecting 

Only the State of California and Each Eligible City and Eligible County Which 

Is a Signatory Hereto," attached as ~xhibi t  A). 

/ 1  I 

/ I  I 

I / /  
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CONCLUSION 

For all of the above reasons, the State and the Counties of San Diego and Sacramento jointly 

request that the Court approve the Amendment to the ARlMOU and enter the order submitted with 

this motion. 

Dited: 

I Respectfully submitted, 

BILL LOCKYER 
Attorney General of the State of California 

RICHARD M. FRANK 
Chief Assistant Attorney General 

DENNIS ECKHART 

Deputy Attorney General 
v 

Attorneys for Plaintiffs 

and 

COUNTY OF SACR4MENTO 

ROBERT A: RYAN, JR. 
County CounseI 

M. HOLLY GILCHRIST 
Deputy County Counsel 

and 
COUNTY OF SAN DIEGO 

JOHN J. SANSOME 
County Counsel 

WILLIAM SMITH 
Deputy G0unt-y Ceunce! 



CONCLUSION 

It Fix all ofrhc above reasons, the Starc and the(I"unJ~s of San D i ~ o  and Sackamenus jointly 

= ll request rhar the Court approve thc Amaldment to the ARUlOU a d  cnw- the order submitted with 

RII,L LOCKYER 
Atloitley Gmcral of the State of California 

4 . 
5 
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RJOHARD M. FRANK 
Chief Ass ism1 Attorney Gwlcral 

this motion 

~ a r d :  - -.. _ .=OI 
Respeafully s h i n e d ,  

DEWIS WKHART 
Senior Assistant Attorney General 

COKINNE MURPHY 
Drpury A m m q  General 
Awrneys for PlaintifKs 

COUNIY OF SACRAMFATO 
ROBERT A' RYAN, JR. 
Caunry Counsel 

WlLLlAM SMITH 
Ckpury Ct3unty C o w e l  
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BI1.I. I .OCKYER 
Atrorney General of the State of California 
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4 

5 

RICIIAKD M. FRANK 
Chief Assistans Ar~ornev General 

T-I that the Court approve thc Arncr~drnent to the ARIMOU and enter rhc order subrnimd with 

this motion. 

ilarcd: -.-, - ,2001 

DENNIS ECIMART 
Senior Assistant Ahornay General 

CORINNE MURPHY 
Deputy Attorney General 
Atlomeys for Pla in~ i f i  

and 

COUNTY OF SACRAMENTO 
ROUIJR?' A. RYAN, JR, 
County Counsel 

M. HO1,L.L' G1L.CIf RiS'T 
Deputy County Counsel 

and COUNTY OF SAN D I E 0  

JOHN J. SANSOME 
f: i~nty  Counsei 

WILLIAM SMITH 
Deputy Chunc y Counsel 





AMENDMENT TO AGREEMENT REGARDING INTERPRETATION OF 
MEMORANDUM OF UNDERSTANDING AFFECTING ONLY THE 

STATE OF CALIFORNIA AND EACH ELIGIBLE CITY AND ELIGIBLE 
COUNTY WHICH IS A SIGNATORY HERETO 

Thts Amendment to Agreement Regarding Interpretation of Memorandum 

~f Understanding affecting only the State of California (the "State") and each Eligible City 

~ n d  Eligible County which is a signatory hereto. 

W I T N E S S E T H  

WHEREAS, the State, four cities, fifty-seven counties and one city and 

:ounty have heretofore become signatories to an Agreement Regarding Interpretation of 

he Memorandum of Understanding (the "ARIMOU") which was approved by the 

I.C.C.P. 4041 Court on January 18,2000; and 

WHEREAS, the AIUMOU provides interpretations of an agreement entitled 

Uemorandum of Understanding (the "MOU"), attached as Appendix A to the ARIMOU, 

o which the State as well as others, are parties; and 

WHEREAS, one of the purposes of the ARIMOU is to specify the 

~rocedures by which hnds allocated to Cities and Counties pursuant to the MOU are to be 

ransferred to Cities and Counties by the Escrow Agent; and 

WHEREAS, Section 4 of the ARIMOU contemplates that with respect to an 

3igible City or an Eligible County, the transfer instructions are limited to providing only 

bank routing information as to the Account into which a transfer is to occur; and 

WHEREAS, one or more of each Eligible City and Eligible County 

ontemplate series of transactions (each such series a "Securitization Transaction") in 

vhich each of them would sell its right to receive its MOU Proportional Allocable Shares 

o a non-profit corporation or other transferee (each a "Buyer") which in tum would 

lorrow the money to purchase the same fiom joint powers authorities (each an 

Authority"), the members of which will be two or more of the Eligible Cities and Eligible 

:ounties, and each Authority would issue bonds (colIectively, the "Bonds" and 

idividually the "Related Bonds") to generate the proceeds to loan to each Buyer which in 

1 
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turn would use the proceeds to pay the purchase price to the Eligible City or Eligible 

County selling the same; and 

WHEREAS, in a Securitization Transaction, Related Bonds will be issued 

under an indenture between the relevant Authority and a trustee (the "Indenture Trustee"); 

and 

WHEREAS, in a Securitization Transaction, the MOU Proportional 

Allocable Share of a participating Eligible City or Eligible County will be pledged to 

secure repayment of the Related Bonds; and 

WHEREAS, in a Securitization Transaction, each participating Eligible City 

or Eligible County will wish to provide that, once the Related Bonds are issued as herein- 

above described, and so long as the Related Bonds are outstanding, all amounts of its 

MOU Proportional Allocable Share are to be transferred directIy to the Indenture Trustee 

for the Related Bonds, and that, so long as such Bonds are outstanding, no hrther transfer 

instructions may be provided to the State for transmission to the Escrow Agent unless 

countersigned by a representative of the Indenture Trustee and, after the Related Bonds are 

repaid, unless countersigned by the relevant Buyer (or any successor transferee); and 

WHEREAS, the State wishes to amend the ARlMOU as it relates to the 

State on the one hand and each Eligible City and Eligible County contemplating a 

Securitization Transaction so as to permit instructions to the Escrow Agent under Section 

4 of the ARIMOU given by such Eligible City or Eligible County, as the case may be, to 

limit modifications to transfer instructions only to modifications counter-signed or 

otherwise approved by the relevant Indenture Trustee, the relevant Buyer, or any successor 

in interest to either; 

NOW, THEREFORE, THE PARTIES HERETO AGREE AS FOLLOWS: 

SECTION 1: DEFINITIONS 

All capitalized terms used herein which are not defined herein shall have the 

meanings attributed to them in the ARIMOU. 

' / /  
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I1 Effective upon execution and delivery hereof and following approval by the 

1 

5 Section 4.B.(2)(i)(aa) above may contain instructions that the same may not be hrther I1 

" 

3 

4 

6 modified without the counter signature of a third party designated in the instructions II 

SECTION2: SUBSTANTIVE AMENDMENTS 

J.C.C.P 404 1 Court, Section 4.A(2)(i)(bb), of the ARIMOU shall be amended by adding 
6 

the following at the end of the present text: "Modifications to instructions described in 

7 including but not limited to, an indenture trustee for bonds secured by the MOU I1 ' 

8 Proportional AIlocable Share of an Eligible City or Eligible County or a transferee to II 

I 1 SECTION 3: APPLICABILITY I1 
9 

10 

l2 11 Subject to approval by the J.C.C.P. 4041 Court, the provisions of this 

which an MOU Proportional AIlocable Share has been sold or otherwise assigned or 

disposed of." 

13 11 Amendment shall only apply to the State on the one hand and each Eligible City and 

14 Eligible County executing the same, and shall be effective as to each such Eligible City I1 
15 11 and Eligible County upon execution and delivery to the State of one or more counterparts 

16 by the State and such Eligible City and Eligible County. I1 
17 SECTION 4: COUNTERPARTS II 
l 8  W This Amendment may be executed in two or more counterparts each of 

19 which collectively shall comprise the original of this Amendment. U 
2o I1 IN WITNESS WHEREOF, each of the State and each signatory EligibIe 

21 City and Eligible County has executed this Agreement as of the date set forth opposite the I 
22 name of each such signatory on the signature pages. II 
23 

24 
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Dated: [ELIGIBLE CITYELIGIBLE COUNTY] 

25 

26 

27 

28 

I1 
By: 

Dated: STATE OF CALIFORNIA 

By: 



BILL LOCKYER 
Attomey General of the State of California 
RICHARD M. FRANK 
Chief Assistant Attorney General 
DENNIS ECKHART 
Senior Assistant Attomey General 
COMNNE MURPHY 
Deputy AttorneyCieneral 
State Bar No. 

1300 I Street 
P.O. Box 944255 
Sacramento, CA 94244-2550 
Telephone: (91 6) 324-5346 
Fax: (91 6) 323-08 13 

Attorneys for Plaintiffs 

SUPERIOR COURT OF CALIFORNIA 

COUNTY OF SAN DIEGO 

CENTRAL 

PEOPLE OF THE STATE OF CALIFORNIA 
ex rel. DANIEL E. LUNGREN, ATTORNEY 
GENERAL OF THE STATE OF CALIFORNIA; 
S. KIMBERLY BELSHE, DIRECTOR OF 
HEALTH SERVICES OF THE STATE OF 
CALIFORNIA, 

Plaintiffs, 

PHILIP MORNS, INC.; WJ. E m O L D S  
TOBACCO COMPANY; BROWN & 
WILLIAMSON TOBACCO CORPORATION; 
B.A.T. INDUSTRIES, P.L.C.; BRITISH 
AMERICAN TOBACCO COMPANY; 
LORILLARD TOBACCO COMPANY, INC.; 
AMERICAN TOBACCO COMPANY, INC.; 
UNITED STATES TOBACCO COMPANY; 
HILL & KNOWLTON, INC.; THE COUNCIL 
FOR TOBACCO RESEARCH-U.S.A., INC.; 
TOBACCO INSTITUTE, INC.; SMOKELESS 
TOBACCO COL%?C!L, NC. EX! DOES 1-200, 
inclusive, 

Defendants. 

J.C.C.P. 4041 

(Sacramento Superior Court 
Case No: 97AS0303 1) 

(PROPOSED) ORDER 
APPROVING AMENDMENT 
TO AGREEMENT 
REGARDING 
INTERPRETATION OF MOU 

Date: June 3,2002 
Time: 3:00 p.m. 
Dept: 69 
Judge: Ronald S. Prager 
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WHEREAS the Court has considered all the papers filed in regard to the Motion 

for Approval of Amendment to the Agreement Regarding Interpretation of Memorandum 

of Understanding Applicable only to the State of California and each EligibIe City or 

County that Executes Same; 

WHEREAS there will continue to be payments from the National Escrow Account 

for the benefit of the Eligible Cities and Eligible Counties which will be transfened to 

accounts in accordance with transfer instructions executed in accordance with the ARIMOU; 

WHEREAS one or more Eligible Cities or Eligible Counties contemplates 

completing a Securitization Transaction; 

WHEREAS in a Securitization Transaction, each participating Eligible City or 

EIigible County will wish to provide that, once the related bonds are issued, and so long as 

h e  related bonds are outstanding, all amounts of its MOU Proportional Allocable Share are 

to be transferred directly to the Indenture Trustee for the related bonds, and that, so long as 

such Bonds are outstanding, no further transfer instructions may be provided to the State for 

transmission to the Escrow Agent unless countersigned by a representative of the Indenture 

rrustee and, after the related bonds are repaid, unless countersigned by the relevant Buyer 

:or any successor transferee); and 

WHEREAS the proposed Amendment to the ARIMOU would provide the 

nechanism to make such provisions in the transfer instructions as to the State on the one 

land and each Eligible City or County that executes the Amendment;. 

NOW, THEREFORE, IT IS HEREBY ORDERED, ADJUDGED AND 

IECREED, AS FOLLOWS: 

A. The Court has continuing jurisdiction over the subject matter of this action 

mrsuant to the Consent Decree and Final Judgment. 

B. The Court finds that the Amendment to the Agreement Regarding Interpretation 

)f Memorandum of Understanding is reasonable and necessary to permit an Eligible City or 

:ounty, desiring to securitize its share of the tobacco settlement payments, to do so. 

C. The proposed amendment to the ARIMOU is approved in all respects. 
2 
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1 

2 

3 

4 

5 

6 

7 

8 

D. Upon execution ofthe proposed amendment by the Attorney General on behalf 

of the People of the State of California and the authorized representative of any Eligible 

County or Eligible City of the Amendment, that City or County may provide transfer 

instructions to the State of California consistent with the terms of the amendment. 

Dated: 

9 

10 

11 

12 

13 

14 

15 

16 

17 

I8 

19 

20 

2 1 

22 

23 

24 

25 

26 

27 

28 
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DECLARATION OF SERVICE BY U.S. MAIL 

Case Name: People of the State of California v. Philip Morris NO.: J.C.C.P. 4041 

I declare: 

I am employed in the Office of the Attorney General, which is the office of a member of the 
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1 (Sacramento Superior Court 
Case No: 97AS0303 1) 

AMENDED NOTICE OF 
MOTION AND MOTION FOR 
APPROVAL OF 
AMENDMENT TO THE 
AGREEMENT REGARDING 
INTERPmTATION OF 
MEMORANDUM OF 
UNDERSTANDING 
APPLICABLE ONLY TO THE 
STATE OF CALIFORNIA 
AND EACH ELIGIBLE CITY 
OR COUNTY THAT 
EXECUTES THE SAME; 
MEM0RAM)UM OF POINTS 
AND AUTHORITIES 

Date: June 4,2001 
Time: 3:00 p.m. 
Dept: 69 
Judge: Ronald S. Prager 

1 
Amcndcd Notice of Motion and motion fa Approval of Ameodmcat to Agreement Regarding Intqrciation of Manorandurn of Undmimihg 



PLEASE TAKE NOTICE that on June 4,2001, at 3:00 p.m., the Honorable Ronald S. 

Prager, will issue a telephonic ruling on the joint motion of the People of the State of California and 

the Counties of Sacramento and San Diego for an order approving the "Amendment to Agreement 

Regarding Interpretation of Memorandum of Understanding Affecting Only the State of California 

and Each Eligible City and EIigible County Which Is a Signatory Hereto," (Exhibit A), which is 

necessary to facilitate the Securitization Transactions contemplated by certain Eligible Cities andlor 

Counties. 

Plaintiffs motion will be based on this Amended Notice of Motion, Memorandum of 

Points and Authorities, and all papers, pleadings and records on file in this action and on such other 

and further argument and evidence as may be presented. 

/ / /  

I / /  

/ / / 

2 
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I Defendants may obtain a date for oral argument by calling the Tobacco Litigation Calendar 

Clerk at (619) 531-333 1 by 4:00 p.m. on Friday of the same week as the telephonic ruling. 

Dated: ,2001 

Respectfully submitted, 

BILL LOCKYER 

Attorney General of the State of California 

RICHARD M. FRANK 
Chief Assistant Attorney General 

DENNIS ECKHART 
Senior Assistant & @ m ~ e n e r a l  

&&LJ C O m  MURPHY 

Deputy Attorney General V 

Attorneys for Plaintiffs 

and 
COUNTY OF S A C R ~ I E N T O  

ROBERT A. RYAN, JR. 
County Counsel 

M. HOLLY GILCHRTST 
Deputy County Counsel 

and 

COUNTY OF SAN DIEGO 

JOHN J. SANSOME 
County Counsel 

WILLIAM SMlTH 
Deputy County Counsel 
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ZOO1 Dated:. -,. 

71 ~ttbnrey ~ t a m a l  of the State of C&imh 

l 3  I Attorneys for PIaintiffs 

and 
COUNTY OF SA- 
ROB= A. RYAN, STr, 
C Q ~ C o ~  

M. HOLLY GUICHRIST 
Deputy county Co-l 

COUNTY OF SAW D m  

WILLIAM SMITH 
Deputy-t)r- 



aad 
COUNTY OF SA- 
ROBERT A. RYAN, JR. 
C o n a t y C o e  



DECLARATION OF SERVICE BY US.  MAIL 

Case Name: People of the State of California v. Philip Moms No.: J.C.C.P. 4041 

I declare: 

I am employed in the Office of the Attorney General, which is the office of a member of the 
California State Bar at which member's direction this service is made. I am 18 years of age or older 
and not a party to this matter. I am familiar with the business practice at the Office of the Attorney 
General for collection and processing of correspondence for mailing with the United States Postal 
Service. In accordance with that practice, correspondence placed in the internal mail collection 
system at the Office of the Attorney General is deposited with the United States Postal Service that 
same day in the ordinary course of business. 

On Mav 2,2001, I served the attached AMENDED NOTICE OF MOTION AND MOTION FOR 
APPROVAL OF AMENDMENT TO THE AGREEMENT REGARDING 
INTERPRETATION OF MEMORANDUM OF UNDERSTANDING APPLICABLE ONLY 
TO THE STATE OF CALJXORNLA AND EACH ELIGIBLE CITY OR COUNTY THAT 
EXECUTES THE SAME; MEMORANDUM OF POINTS AND AUTHORITIES; AND 
(PROPOSED) ORDER APPROVING AMENDMENT TO AGREEMENT REGARDING 
INTERPRETATION OF MOU by placing a true copy thereof enclosed in a sealed envelope with 
postage thereon fully prepaid, in the intemal mail collection system at the Office of the Attorney 
General at 1300 I Street, P.O. Box 944255, Sacramento, Califomia 94244-2550, addressed as 
follows: 

See Attached Service List 

I declare under penalty of pe jury under the Iaws of the State of California the foregoing is true and 
correct and that this declaration was executed on May 2,2001, at Sacramento, Califomia. 

Christina Micherone 
Decl arant 
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SUPERIOR COURT OF THE STATE OF CALIFORNIA 

COUNTY OF SAN DIEGO 

PEOPLE OF THE STATE OF CALIFORNIA ) 

ex rel. DANIEL E. LUNGREN, ATTORNEY ) Case No. J.C.C.P. 4041 
GENERAL OF THE STATE OF CALIFORNIA; 1 
S. KIMBERLY BELSHE, DIRECTOR OF ) (Sacramento Superior 
HEALTFI SERVICES OF THE STATE OF ) Court Case No. 
CALIFORNIA, ) 97AS03031) 

) 
Plaintiffs, ) 

) CONSENT DECREE 
v. 1 and 

) FINAL JUDGMENT 
PYILIP MORRIS, INC.; R.J. REYNOLDS ) 
TOBACCO COMPANY; BROWN & WILLIAMSON ) 
TOBACCO CDRPO3ATION; B.A.T INDUSTRIES, ) 
P.L.C.; BRITISH AMERICAN TOBACCO 1 
COMPANY; LORILLARD TOBACCO COMPANY, ) 
INC.; AMERICAN TOBACCO COMPANY, INC.; ) 
UNITED STATES TOBACCO COKPANY; HILL & ) 
KNOWLTON, INC. ; THE COUNCIL FOR TOBACCO ) 

RESEARCX-U.S.A.,INC.; TOBACCO INSTITUTE,) 
IEC.; SMOXZLESS TOBACCO COUNCIL, INC. ) 
and DOES 1-200, inclusive, 1 

) 
Defendants. ) 

WHEREAS, Plaintiffs, the People of the State of California and 
S. Kimberly Belshe, Director of Health Services of the State of 
California commenced this action on June 12, 1997, by and through 
their attorney, Attorney General Daniel E. Lungren, pursuant to his 
common law powers and the provisions of state law; 

wHE-S, Piaintiffs fiied their First Amended Complaint on 

August 29, 1997; 



WHEREAS, the State of California asserted various claims for 

monetary, equitable and injunctive relief on behalf of the State of 

California against certain tobacco product manufacturers and other 

defendants; 

WHEREAS, Defendants have contested the claims in the State's 

Complaint and First Amended Complaint and denied the Staters 

allegations; 

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; 

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 San Diego County. 

11. DEFINITIONS 



The definitions set forth in the Master Settlement 

Agreement (hereafter referred to as "Agreement" or "MSA;" a copy of 

which is attached hereto as Exhibit A) are incorporated herein by 

reference and words defined therein are signified herein by being 

capitzlized. 

111. 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, enployees, 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 California or a 



Released Party. The State of California may not assign or otherwise 

convey any right to enforce any provision of this Consent Decree 

and Final Judgment. 

I V .  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 

Ezch Participating Manufacturer is permanently enjoined 

from: 

A. Taking any action, directly or indirectly, to target 

Youth within the State of California in the advertising, promotion 

or marketing of Tobacco Products, or taking any action the primary 

purpose of which is to initiate, maintain or increase the 

incidence of Youth smoking within the State of California. 

B. After 180 days after the MSA Execution Date, using 

or causing to be used within the State of California any Cartoon in 

the advertising, promoting, packaging or labeling of Tobacco 

Products. 

C. After 30 days after the MSA Execution Date, making 

or causing to be made any payme~t or other consideration to any 

other person or entity to use, display, make reference to or use as 



a prop within the State of California any Tobacco Product, Tobacco 

Product package, advertisement for a Tobacco Product, or any other 

item bearing a Brand Name in any Media; provided, however, that the 

foregoing prohibition shall not apply to (1) Media 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 I11 (c) (2) (A) and I11 (c) (2) (B) (i) of the Agreement, and 

use of a Brand Name to identify a Brand Name Sponsorship permitted 

by subsection I11 (c) (2) (B) (ii) . 

D. Beginning July 1, 1999, marketing, distributing, 

offering, selling, licensing or causing to be marketed, 

distributed, offered, sold, or licensed (including, without 

limitation, by catalogue or direct mail), within the State of 

California, any apparel or other merchandise (other than Tobacco 

Products, items the sole function of which is to advertise Tobacco 

Products, or written or electronic publications) which bears a 

Brand Name. Provided, however, that nothing in this section shall 

(1) require any Participating Manufacturer to breach or terminate 

any licensing agreement or other contract in existence as of June 

20, 1997 (this exception shall not apply beyond the current term of 

any existing contract, without regard to any renewal or option 



term that may be exercised by such Participating Manufacturer); (2) 

prohibit the distribution to any Participating Manufacturer's 

employee who is not Underage of any item described above that is 

intended for the personal use of such an employee; (3) require any 

Participating Manufacturer to retrieve, collect or otherwise 

recover any item that prior to the MSA Execution Date was marketed, 

distributed, offered, sold, licensed or caused to be marketed, 

distributed, offered, sold or licensed by such Participating 

Manufacturer; (4) apply to coupons or other items used by Adults 

solely in connection with the purchase of Tobacco Products; (5) 

apply to apparel or other merchandise used within an Adult-Only 

Facility that is not distributed (by sale or otherwise) to any 

member of the general public; or (6) apply to apparel or other 

merchandise (a) marketed, distributed, offered, sold, or licensed 

at the site of a Brand Name Sponsorship permitted pursuant to 

subsection 111 (c) (2) (A) or I11 (c) (2) (B) (i) of the Agreement by the 

person to which the relevant Participating Manufacturer has 

provided paymenc 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 (bj used at the site of a Brand 

Name Sponsorship permitted pursuant to subsections I11 (c) (2) (A) or 

III(c) (2) ( 3 )  (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 California any free 

samples of Tobacco Products except in an Adult-Only Facility. For 

purposes of this Consent Decree and Final Judgment, a "free sample" 

does not include a Tobacco Product that is provided to an Adult in 

connection with (1) the purchase, exchange or redemption for proof 

of purchase of any Tobacco Products (including, but not 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. 

- . 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 California any pack 

or other container of Cigarettes containing fewer than 20 

Cigarettes (or, in the case of roll-your-own tobacco, any package 

of roll-your-own tobacco containing less than 0.60 ounces of 

tobacco); and, after 150 days after the MSA Execution Date and 

through and including December 31, 2001, selling or distributing 

within the State of California any pack or other container of 

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

roll-your-own tobacco, any package of roll-your-own tobacco 

containing less than 0.60 ounces of tobacco). 

H. Entering into any contract, combination or 

conspiracy with any other Tobacco Product Manufacturer that has the 

purpose or effect of: (1) limiting competition in the production or 

distribution of information about health hazards or other 

consequences of the use of their products; (2) limiting or 

suppressing research into smoking and health; or (3) limiting or 

suppressing research into the marketing or development of new 

products. Provided, however, that nothing in the preceding 

sentence shall be deemed to (1) require any Participating 

Manufacturer to produce, distribute or otherwise disclose any 

infornacion that is subject to any privilege or protection; (2) 

- -. 
preclude any participating ~anufacturer 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 

California and the Participating Manufacturers shall seek to 

resolve any issue that nay 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 California and/or any Participating Manufacturer may 

apply to the Court at any time for further orders and directions as 

may be necessary or appropriate for the implementation and 

enforcement of this Consent Decree and Final Judgment. Provided, 

however, that with regard to subsections V(A) and V ( I )  of this 

Consent Decree and Final Judgment, the Attorney General shall issue 

a cease and desist demand to the Participating Manufacturer that 



the Attorney General believes is in violation of either of such 

sections at least ten Business Days before the Attorney General 

applies to the Court for an order to enforce such subsections, 

unless the Attorney General reasonably determines that either a 

compelling time-sensitive public health and safety concern requires 

more 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 crirninal 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 dispu~e exists as to the meaning of the terms in question of 

this Consent 9ecree 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 

deertied to be, an dd~r~issiwr-i o r  concession or evidence of (ij any 

liability or any wrongdoing whatsoever on the part of any Released 

Party or that any Released Party has engaged in any of the 

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 111, V, VI and VII of this Consent Decree and Final 

Judgment shall in no event be subject to modification without the 

cocsent of the State of California and all affected Participating 

Manufacturers. In the event that any of the sections of this 

Consent Decree and Final Judgment enumerated in the preceding 

sentence are modified by this Court, by any other court or by any 

other means without the consent of the State of California and all 

affected Participating Manufacturers, then this Consent Decree and 

Final Judgment shall be void and of no further effect. Changes in 

the economic conditions of the parties shaii 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 Manufacturersf 



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 Staters costs 

and attorneysr fees incurred by the State of California in such 

proceeding. 

E. The remedies in this Consent Decree and Final 

Judgment are cumulative and in addition to any other remedies the 

State of California may have at law or equity, including but not 

limited to its rights under the Agreement. Nothing herein shall be 

construed to prevent the State from bringing an action with respect 

to conduct not released pursuant to the Agreement, even though that 

conduct may also violate this Consent Decree and Final Judgment. 

Nothing in this Consent Decree and Final Judgment is intended to 

create any right for California to obtain any Cigarette product 

formula that it would not otherwise have under applicable law. 

F. Ido party be considered '" A---.CJ--- 
L I I ~  U L ~ L L C L  ~f this 

Consent Decree and Final Judgment for the purpose of any statute, 

case law or rule of interpretation or construction that would or 

might cause any provision to be construed against the drafter. 



Nothing in this Consent Decree and Final Judgment shall be 

construed as approval by the State of California of the 

Participating Manufacturersr 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 California or any Participating 

Manufacturer or its agents shall be offered or received in evidence 

in any ac~ion 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 subsecti0.n V (A) or V ( 1 )  of this Consent 

Decree shall create a right to challenge the continuation, after 

the MSA Execution Date, of any advertising content, claim or slogan 

(other than use of a Cartoon) that was not unlawful prior to the 

MSA Execution Date. 

K. If the Agreement terminates in this State for any 

reason, then this Consent Decree and Final Judgment shall be void 

and of no further effect. 

VII. FINAL DISPOSITION 

A. The Agreement, the settlement set forth therein, and 

the establishment of the Escrow provided for therein are hereby 

approved in all respects, and all claims are hereby dismissed with 

prejudice as provided therein. The Memorandum of Understanding 

("MOU"; a copy of which is attached hereto as Exhibit B and 

incorporated herein by this reference as though set forth in fxll) 

which was entered into on or about August 5, 1998, by counsel for 

the various plaintiffs in the cases coordinated in J.C.C.P. 4041, 

and which provides for the establishment of an escrow account from 

which California Cities and Counties may, pursuant to the MOU, 

receive payment, is approved in all respects. 

B, The Court finds that the persons signing the 

Agreement have full and complete authority to enter into the 

binding and fully effective settlement of this action as set forth 



in the Agreement. The Court also finds that the persons signing 

the Stipulation for Entry of Consent Decree and Final Judgment have 

full and complete authority to enter into said Stipulation. The 

Court further finds that entering into this settlement is in the 

best interests of the State of California. 

C. The First Amended Complaint on file herein against 

Does 2-200, is ordered dismissed. 

9. The Court Clerk is ordered to enter this Consent 

Decree and Final Judgment forthwith. 

Dated: December , 1998 

RONALD S. PRAGER 
JUDGE OF THE SUPERIOR COURT 



(THIS PAGE INTENTIONALLY LEFT BLANK) 



ESCROW AGREEMENT 

between 

Thc State o f  California, Dcpusiror 

and 

O ~ T U ~ A N Y  N.A.. Escrow Agent 

Dated as of April 12,tOtXl 



This Escrow Agrecmant (the ''Agrrcnlr~l" or tlrc "Escraw Agrremcni") i s  cnterrd irlta us of April 12 , 
2000 by the ~ttomcty Generul of'ht State of California, on hchrlf of the Stale of California (the 
" ~ c ~ o s i t o r "  or the "State") and Citihnk. N.A.. as eficrcrw agonc (lhr "Escrow Ageat"). 

WHEREAS, thr Suce er)d a rrumbcr o f  (:aliibrnia Cities and Coclnrirs, on Augun 5. 1998, entered 
into 'm agr:rczrnent ttrtitlcd "Memcnndoin otUndcrslandinp" (the "~Ot l*) ;  and 

W t+EKEAS, on Decernbr 9. 1998, the 11~1~omble Ronald Prbgtr. Judge or' the Sari Dlrgo Caunry 
Superior Coun. s?; the Coordinuion 'I'rial Judge in./h re Tobcrcctr Cusas I, S.C.C.P. 404 1, sfgned and 
cnrertzd a Consen: Decr~'~ '  bnd Final Jodgnrenr as bttwrco the Stare of Califorsia and rhe Panicipating 
Manufxturcrs. which Final Judgrnenr incorpora!(If within il as Exhibit A thereto die serrlenrent agreement 
entirlzd "M&s~-.r Sculcrnent ~greement* (the "MSA") which rhc Scttiilp Stares, inclrrding rhc Srate of 
Calitbmk, and the hicipatitlg Manufacrurers rnicrcd into, and incorporates within it ns Exhibit B thcrcto 
Lhc MOU; arld 

WHEREAS, pursuant lo flrc MSA. the Scat+ is rnri~lcrl La funds disrriburcd dvough thc Nariollal 
Escrow Agrccmenf wttich was erltcred into on h m m b c r  23. 1998, bcwcen ?he Settling States. including 
Ihe Scale of Cafiforn{a, atld rhr Pznirip~ting Manufacrunrs and the Fscra* Agent; and 

WHEREAS, punuaol to U-IC Narional Escrow Ayrrrm~nl, t'itibadk. N.A.. wes appointed by rhe 
SrrtJin~ Slates, includin~ the Sratc oFC&lifc>niu, and rhe Poflicipatbg Manafacturers 10 serve zs the 

Escrow Agent under the wrms and cac~difio~\s set forth ~hcrein; and 

W I  IEREAS. pursuant to thc National Escrow Apreernent, the Fscrc~w Agent .;hail allocarc: thc 
national tobacco se~llemcnt nianies ainon:: accuunls, including SM~C-Specific Accoutlts with respect ra each 
Scniing State, includitrg the State of California in which Stare-Specjtic I:inaliv occurs. in accordance with 
wri~icn ins~ructions from rhc Katio~lal fndepandenf Auditor, (thc "[ndependent Auditor"); and 

WI IEREAS, pursuhnt to tht MSA, upon d ~ c  occurrence o f  g ta tc -~~cc i f i c  f-?nalily in Califr,rnia. 
the Califr~rnir poaion of the n~o~rlcs dtpnsired by rhe Parcicipa~ing Miurufacturcrs it\ tl\c: Subscc~ion LX(b) 
Account (1:irst). the $uhsectian IX(b) Account (Subsequzr~l). ~ h t  Sdbscction IX(c)(l ) Account, and  he 
Subsection IX(c)( l )  Accounl (as srrch tccourlrs are &fined it1 the National Escrow .4grtenlc111) silall he 
trnnsrcrrttd to a Sra.rr-specific nctcrunt Jcsigarcd by tl\r MSA as the account for the Statc oTCaliCnmiu 
("C'ditbrnia Account"); and 

WI  IEIZEAS. yursozor to Lhc MSA. after Final Approval. the Independent Audi~ar shalt instrucl thc 
Escrow Agent to disburse the hnds held ir, rh= Csfifomia Accuunl to (at 6s directed by) chc Stare: and 

Wi-IEIZEAS. pursuznr ro thc MSA, tu thc cxtenl rllar a pyment  is made to the Cditibmin Account 
after the OCCUKLT~C orall applicable cor~ditiolts for thc dishurssrncnt uf'such ppbymcnl to the Srate, Ihc 
Independen1 Auditor shall inStr~tct the Escrow Agent Lb disburse S U C ~  payment promptly followitlg it5 
deposit; and 

WHEREAS, pursuant tu Ole MOL'. ccnain Cities and all Counties in Cnlili)mia, upon inczt'ui~ Itrr 
conditicms set lilrth in the MOU. are entiried to SOX uf 211 Suds ~ r a t ~ f c r c t d  to the California Account 
designakd as the Sracc-Spccific accounr for the Skatc ~I'Califarnia distributed by virtue of the MSA: and 

WI-ILKI'.AS. rhc Sra'sl af California cntcrcd into art Agi*e'e,n1enr Regarding Inte~pcctrrricrn of  hnOU 
(thr: 'ARIMDUc' ) with ccnaili Cities m d  all Couhtics in Cnlifonlia whicA requires rhe State o f  Califomi3. 
to entcr i~tto this Escrow Agrecmcnt; and 

( Escrow ~~rcccncnr) 



WHEWAS, the AKlMOU requires r h a  50% of the nloncy disbursed liom ~ I C  Califor~lia accotmt 
bc crcdifcd to the State of Califon~ia and that those certain Citics and ell Counties. upon attaining eligibility 
by meeting Ibr condirionr set fonh in the MOlJ and the ARIMOLJ, arc oollrclivcly en~irled 16 50% ofall 
funds distributed by virtue of the M S 4  ~4 disburscdfrom cht California Account (Star-Specitic ECcaunr 
for the State al'~!alifomia), unless'lhc. Escrow Ayrnr ftccivcs diffefermr insm~ctions tiom the State; and 

WI-fEREAS. the Superior Cloun ufhc County of Snn Diego approved the AKIMOU by Oratr 
rnrercd on January 18.3000: 

HOW, THEREFORE, the parlies astee as follows: 

T h e  Qate of California hereby appclints Citibwk, N.A. to serve as Escrow Agrnr under thls Escrow 
Agreement mnrdiny to the terra and condirions 5.3 fonh herein, the Escrow Agenr, by its execution 
h ~ ~ ~ o f ,  her=by hccepts such appoincmcnc and agrees to perform tile duties and nhligcians o f  the Escrow 
Agent set f o h  herein, f h e  %crow Agent appointud under the L e n J  of Lhir Escrow Agrccmcnt shall be 
the Escrow Agc~lr as defined in, a d  for all purposes uL: (he A~rccnrtnt. 

1. Capitalized tenns ilscd in this Escrow Agreenrenr and flnr nthcrwisc dctincd hcrcin shall hnvc the 
meaning given ro sr~ch [ems in the hlSA andlor thc MOIJ and h e  AKlhZOtJ- 

2. "ca\iforni.a Local (iovcmrnent Escrow Accounr" incans a sitrgle. segren,atcd account 10 be esublished 
by the ~ S C ~ O W  Agent into which sllall he transfzned. consistent wirh instructions from the Sure, the MOU 
Proponialla\ AIlocjblr Sllarc of each Ciry eodktr County from thc funds disbursed rrum thc Caliromia 
Account. 

3. "Ci~y" ur "Ci:ies" mcans, individually or collectively. rhc City of Los .4n&elzs, the City o f  San Diego, 
the City of Szn Fra~~cisca and the  City o f  Szn Jose. 

4. "CitylCoun~~ Account"rncans a single, segregated accounr ro h i  established by rhe Escrow Agctrl into 
which shall be rransfe13-zd the MOU Prnponional Alkc'tblr Sham of cach Cily and/or Counly which has  
no[ been idmrilird or w Eligiblc City or County by rhe Srate or cacll Ciry af~d/or County about which rtte 
sutus as ail\ Eligible City or Coutlry is in dispute as sa identifwd in insrructions t iom rhc State. 

5. t m  "tficy/County Steering Conlmittcc' mcans the C i v  and County o f  San Fnncisca, the C:icy of 
Los hngeles. the Cicy af San Josc. thr County ofsdnta Clar. the c:ounty ol'Sanla R~rhtlra and chc County 
of I .as Angclzs. 

6. "Cleim Ovcr' mcirns a citcunistan~c in whicll Scctian Xll(a)(4)(A) of thc MSA does rtot relieve an 
Original Padclpatinn, Manufacturer of all liabiliry and Section XII(a)(4XB) o f  the MSA is invoked 
rcsuIring it\ all Originzl Panicipating Mmufacrurrr rccciving a continuing dollar-for-dollar oKsfset for any 
amount< paid by such Origins1 Pwicipalio;: MimuTscturcr for by any pcrAon nr erncity t h ~ ~  is a Rclcucd 
Pan>. by virtue of  iw rtlatian ta a?y Urizinat Padcipating Manufaaurer) on any liability asafnsr such . 
Original Pmicipatirlg Matlufacturcr's sharc, dctcrtnhcd as described in stcp E o f  Secriorr lX(j)(7)(E) of rhe 
MSA. owing to fie Sratc {and by vime of tllc h4OU. ta the Cities and Countlcs). up to tile h\ll anlount af 
such Original tJeniclpating hlsnufactorcr's sharc of such Allocated Ptryrncnc cach yser, until nll such 
amounts paid on such liability have been offscr ("Clnini Over Offgcc Arnounr"). 

7. "County" or "Caurrtizs" mcn~is. individually 01- cnllcctivcly. the S R  counties of C:alifcamia. 



8. "Dispu:ed Claims Account" means a singfc. segregated accnunr in he established by ;he Fscmt+ A...$,!~ 
aftrr k i n g  insinrcisd in writing lo do SO by the Sate, to hold Llispu~cd ulnounts in tttc event& &err 1 8 + ~ :  

dispute as lo whbthcr the Srarc has identified the appropriarc Cl~itn Over Offset Amount or rho cornea 
Rcspor~siblt R ~ r y  i ~ r  rllc cvcnt ofa Clain~ Ovcr. Such disputcd amounts shall be held pending substqut 
wrinen norificarjon hy the State which directs ~ h r  manner 1>1-dispo~itiort to be n l ~ ~ I c  ofthc dirpulcd 
an~ounl. 

9. "ELigibta City." ''Eligible County." "Eligible Cities and/or Eligible C~untics" andior "Eligible 
CirirslEligible Cotrnties" mean, individually or collectively, those Cities xnd (>runtics who because lhry 
have sarisficd all requirerncnts under the MOU and rhe ARIMOU arc untitled to receive a ponion of 
tobacco senfemtnt monies which arc tmnsfencd to the California Account as providd by r l ~ c  MSA, !he 
MOU md the AKIMOU. Eligibie Cities and/or Eligible Counties will be identified by fhc Sfate to the 
Escrow Agenr for shc purpose of'this F s r o w  Ageenlent in Artachmenr R hecrto. 

10. "Escrow Coun* mcms the coun ofthe Sate o f  New York to which rhe Escrok ~ g r k m e n t  is 
prcsen~ed for approval, or such orller court as ngreed 10 by the Escrow Agenr and rile State of Califomla. 

t I .  "3.C.C.P- 404 1 Cnud" r n c m  Lhc S n  Diego County Superior Corrrt dm1 presided ovcr I n  Re 7t,hocccr 
C.'use.~ I. Judicial Cou~~ci l  Coocdiltatiorl Proceeding No. 404 1. 

17. "MOU Proportional ALLocablc Shara" means that pcwioo of rht Tobacco Szitlen~ent Procceds 
transfened to.rhe California Account as prcrvidcd for by thc MSA and ihen rtccivcd by the S k t c  and Cities 
rnd Cuuntic~, in thc pcrcerimger set f o ~ h  in Seaior; 6 o l  thc MOU, 

13. "R~spansiblc Enlily" means: the rli~iTy, whether thc Statc ar a City or Counry, .that obtairrs a jodgment 
or scnlemeut wl~ich causes a claim-ouor s described in Sccrion Xll(a)(4) nf the MSX. The Stak will 
advise thc Escrow A g c n ~  jn writing as to thc identity of 8 Kesponsjblr Parry. 

14. "State" means rhe State o f  Calit-ornia hut whenever this Escrow Agreement indicates that an action is 
tn h< taken hy the Strile, " S t i l ~ e ~  shall specific3IIy rnti?n thc: Atlorncy General of thc State oCCa!ili>mitt nr a 
designee specified by the .I\rtorney ticncrai in writing. 

15. "Srarr Eccmw Account" man3 a ringlc, scyrcgaled account be cskblishcd by the Escruw Agent 
ihto which shall be uonsfem&, consisrcnt wirh inslructions from t hc  Statc. the MOU Yropbrlionol 
Allocable Sharc of the Scate of Califomiz from [he funds disbursed frcm the California ACCOUnt. 

Depositor w d  Escrow Agent hzreby agree that, 113 consider&lian of (Ire mutual promiscs and covcnwu 
contained herein. Escrow Agent shall hold in escrow atid shall distribute Escrow Proptrry (as defined 
herein) in accordance with and subjecl LIJ Lhc fullowing InsUuctions nnd Trrms and Condjtic~ns: 

INSTRUCTIONS: 
1.  . Escrow Prootny 

Thc prupcriy knd/or Funds dcposiccd or lo be dcposired wirh Escrow Aytnt in thc Califcvnia Account as 
instrucred by tile jndcpendcnt Auditor in accordat~cc with tllc MSA. 

Ail Funds received by thc Escrow A ~ e r i t  pu~uanl  to Ihc fcrnts ofthis &row Agrccrncnt shall bc hrld xnd 
disbursed in accordance wirh the terms af this I3crow Agrccrncnti' Such funds and any earnings thereon 
sh3II consrirute the "Escrown ahd shall be held by the Escmw Agt.nt SL~YSMLI: wd a p a  from all other funds 
and uccounts of'thc Escrow Agent. 



'Rtc D n o w  Agcnt shall allocate tllc hnds rzcejvcd by i r  from Ure Califottiia Account wort# tlte accouns 
rcfcrmced ia this Escrow agwmcnt (cach one an "Account" and collectively the "Acco~rnts") inc(udinz 
the Srare Escraw Account, California lrlcal Gauemrnsnr Escrow Acutunr, Lhc C:ity!Counly Account and 
rhc Disputed Claims Account i s  acct~rdsnce with written ins~rucriond fmm the Stare. 

'The foregoing prapc~y and/or firnds, plus all trtmrt, dividends and o lbu  distributions and psytnenrs 
thcmn (collccrively h e  cDktributions~') received by the Ucrod  Agent, loss any propeny andlor funds 
disuib~lttd or paid in accordance with this Escrow AsreanaLr, arc calfectivcly referred lo htkjrl 
"Escrow Property." lhe Escrow Agenr slrall havc no duty to solicir the k c r o w  Property. 

2. Invcstrnenr of Escrow Property 

The Escrow Agcttc shall invest or rei~~vesr Escrow Prapeny, wkhaut disrincrion between principal and 
income, in accordance with writtcn instructions dclivcrcd tu the Escrow Agcnt by iba State ~ptciFying my 
one or morc o f  &c following invts lnken~ from the L>cpositor designated herein. 

A. Direct ohligations of, or obligations the timely paymcnr of principal imd interest on which arc fully 
and unconditionally gutranteed by, rhc IJnired Skrer orAmerica or 'my agency thereof, maturing no more 
than one yew anur [he dalc vf acquisilioa L ~ L T C O ~ ;  

8.  Interest-bewing tinre or demand dcpn~iu with, or ccnificn~cs ofdcposik maturing wirhin 30 days OF 
Lhr atlquisilion lhtreofarld issued by, ally bank or trust campany orgmlized urlder the laws of t l ~ e  United 
Sure  of America or of any of thc SO sratcs thereof and htving camhined capital, surplus and ulldinribured 
profits in rrccss afSSOO.ON,000 whosc lon~.term unsccurcd debt is rated "AA" or higher by Standard & 
Poor's and "Ah" or higher by M ~ o d y ' s ;  

C. Cornniercial paper ratcd (on thc dace oftlcquisili~n ~hermr) i l t . l ~a~? i [  A- I and P- I or equiv~ len~ by 
Standard C;: Pci(3r's and MooJy's. rcspccrivcly, marutink not more than 180 days fforh thc date af creation 
thcrcaf; and 

D. Orher inrcruncnts spaitTed by writrm insuuctions from all Jt' the Origjntll PKiicipating 
Manufhcturtrs. Set~ling Sratr  having Altocable Shares a~grcgatinl; at last 66 '%"A. and the Srarz. 

in   he absenct of written instructions the Escrow Agent will invest Escmw nopeny itr thc Citibalk Nassau 
Time-Dcpusi~ Account so long US said bCCUun1 met& the crictrib se( fodh in 2.R. aborc. 

Each rrfcrcncc herein to a ~ ~ i n g  fi-om Standard & Poor's or Moody3 shall bc constnrcd as rin rquivblcnt 
rating by anotilcr ~lationaliy recognized crcdit raring agency and if one (but not bod)) of Stal~dard & Poor's 
and Moody's is nor then in the business uf rdtin;: debt the required rating from the curporntion still in such 
business shall suffice Tor h e  purpascs of chis sccuon 3. 

The Escrow Agent $},all flare no  obligotian to invest or rcitlvesf the Escrow Ptopmy if deposited with the 
Escrow Afcnr t f ie r  j 1:00 a.m. (E.S.T.) on such day of  dcposit. lnswctions reccivcd after 1 I:00 
a.m.(E.S.T .) will be created as ifrcceivcd on the following business day. 

The Escrow Agen~ shall havc the power to sdll or Iiquidatt die f~rtgofng investrncns whencvcx the Escrow 
Agmc shall be equ;fed to rclcest tlre Escrow Propcny pursuarbr 10 dlc terms &ereof. K=qucsrs (or 
instruc~lonsJ received aficr r 1 :00 a.ln. (E.S.T.) by thc Escrow Agent Lo liqtiidare the Escrow ProqtKy will 
be lrtalcd  IS if rcccivcd on ~ h c  following business day. 'Jhe Escrow Agent shall havc no rcsponsibility for 

any invcsunenr losses resutcing from thc invcrtmmt, rc invc~~cnl-ur liquidauon nf the Escrc.,w Prtqw:ny. 
Any inrrrcst ctr othrr income received on such invesunent and rcinvcskncnt of the Escrow Property shall 
become pan of the Escrow Property. l fa  selection Is not made. the Escrow Properry shall remain 



unirrvestcd wirh no liability for interest therein. If k agreed and understood that the Escrow Agrqt may 
earn fees associated with the invcstnrcn!s outlincd ~ b b v t .  

.I-lrc Escrow Agcrrr sball have no Jiabiliry for any loss arising fron~ or I-elated to nny such inves~tne~lt ahcr 
&an in accordance wirh paragraph 5 t ~ f  the Tem~s and Candiricrns. 

A. The Escmw Agent is directed to hold and distribute Ule Escrow Property in Utc -amounts as arc? 
c~lculaled end ~pecificd in wriling by the Swrc and in rhe followinp mal,ucr: 

( I )  50% oFeach dollar, or porric)n rhcreol: dirtrihutc-d liorn rhc Calilirnia Account shall b 
creditcd tq the SraLc and p1aced.i~ the Stale Escrow Acmnt;  and 

(1) 50% OF each dollar. or portion rhtrcaC, shalt be crcdircd to the Citics and Cuuntiun md 
placed in the Callforuia Local Government Escmw Accounr. 

B. Immcdiateiy lipon receipt, cach &ollar, or ponioh t h e w l ,  ~rtdit td  ia the Sulc Escrow A m u n r  shall 
bc distributed in thc m m c r  set fortit in Anachr~teut A unless rlre Escrow Agmt recciva ditfercnt 
inskuc~ions in w-rirjrrg from the State three business dzys prior 10 deposit. 

C. Imrncdiaccly upon rcccipc each dollar. or poniorr thereof, crcdllcd lo tltr California Local 
Covernmcnt Ac;ounr shall be di.m-butcd in  the rnanncr s r r  funh bclur ns such amctunrs are ca~ctrlztcd and 
spcrcl[%d in writing by fhc Scate url[ess the Escrow .%~cnr receives different instn~ctions in writing from the 
Stara rhrec business days prior to deposit. 

Ten percenr ( 1  0%) ofthe tirnds is to be credited to the Cities. Each Eligible City sllalf be 
ailoc~ted two alld oha h l f  purccnt (2.5%). Thc rtrr~~ining nincly @rccnt ( ')Ox) ofthc [itnds to bc 
credired to the Cities and Counties sliall be allocated antong rhe Fligiblc Counrics, on a per capita basis. 
ca[culared by using population data set forrh for California C'ounties,as reponcd irr rhc most currtnr Qrricial 
United S~arcs Decennial Ccnsus. 

'Ihe State shall trlakc nrry necessary adjwtrncnts to rhe disfributio~l pcrctrrtages as rltcy rclatc to 

this clause and the MOU promptly upun drc issumcc of-tach fulurc Off?cial [Jnitcd Srates Bcccnnbl 
Census. Until furchcr norification the Eligible Cit lr  and Counrizs shall rtccive MOU Proportional 
~llocablc shares in the proponions set forth in Arrachmcnt R hrrrccs. 

U. On rhz third Busintss Day afier a transfer inro Account, the Escrow Agent shall dclirrct to rhc 
State a statement showirig the amount of such trtnsfer, t h c  source or thl: vansfcr, and the Account or 
Accounts to which such transfer hw bten crrcliteb All amounrs credited to an account shall bc rcraincd ih 

such Accoulkt unril disbursed tilcrtfrorn in accsrdarlce with the provisions of his  Escrow Agreetnttlr andor 
pursuant lo writ~en iostructicins by the Statt. In tht event of 8 conflict, inrtrucfibhs from the SWc shali 
govern over ins~cr ions  contained in this Escrow sgreement. Thc Escrow Agent shall be entitled to 
conclusively rely on the instructions provldcd by rhe State. 

E. Disuibutinn shall be by wire ulrnsfm and shall hc h ~ d c  LO the S~atc, Eligible Cities and Eligible 
Counties as provided in Arwchrzicnts A and C trerero no lattr than rhe ntxc Uusirtcss Day afltr Ihc funds 
have been credited to the Sntc Escrow Aecomt and lhc California Local Government Account unless 
coiwacy inscruaionc ill writing nctunily have been received by ti\? ESCCQW Agefcnt from the S~arc chrcc 
business days prior to disrriburion. I r  is undcnrood by h e  pafli&-to this Escrow agreement thal 
instructions received after I l:OO a.m. (F.S.T.) will be trzorcd as if received on ~ h c  folfowing Business Oay. 



F. On rhc third Business Day after disbursing any funds from an Acccwnt, the Escrow Agerlr shall- 
deliver ro the State a written staremcnt showing the amount disbursed to cech Eligihlc Cify/Eligiblc a a n i y  
or the Statc and the date of such mnsfet. 

C i .  No funds wc tit be disbursed to any City or Couory tl~at has r\o1 bccn idenrificd by Lhr: SlatG ti?; 
Elizible City or Counry. If any city or cou~lty has nor attaiucd Eligibilily. tllc MOU Proporrioclal ~ [ l ~ ~ ~ b l ~  
Shltre ~ u t  tirnh in Artachmcnr R plus intcrrst rhcrcon as specified by thc Sbte in writing Tor cnch such City 
anrf/or I:crcnty shall bt placed in a sinslc segregated account, thc "Cicy/Couitty Account," tsliiblishcd by 
the Escrow Agent, and ltcld (along with any camings fiereon), separate and iipan from all other funds and 
accounrs of the Escrow Agent, until rhc Escrow Age111 receives funhtr written insrwctions from the Smrt. 
The Escrow Aaent shll promptly providc to the Sste an aucounlirlg of the funds placed in ihe rrccounc 
indicating she (oral &noun[ placed therein .and the anlount plirccd therein which is  being held for the benefit 
of cnrh specific City or Cottnty. The Escrow Agant m y  charge :each such Cily or C:uunly whrtsr MOLJ 
Ropanional Atlocahle Share is pltscd in such account, such City's or Cou~Ity's proportional share ofthe 
Escrow  gent's norenal charges for eseblishing and maintaining such account (based rn the pcrcenragc 
tha such City's or Cottncy's MOU Proportional AJloeabie Shrre rcprcgents uf the total amount in ouch 
accctunt) through Lhc date: tht E%ctow Agent is norfficd by the Slate rhar such City and/or County has 
obtained rhc stntus of Eligible City or Eligible County and the Escrow AgenL miiy deduct such charges 
From (hc m o u n t  wch City an&&[ County is due whcr\ fhc Escrow Agent is ~torified by rht Sbtc t h s  such 
Ciry and/or County has obtained thc status of Eligible City or Eligible County. The Escrow Agent will 
c h q r  cech such City or County by notifying Lhe State in writing of its fees and txpcnscs in conncrtion 
with tsrabJisI~irlk alld mainrailring such acccunt. The State will then calculate how nruch of such fees and 
expenses are aIloablc lo each City and Couniy, and rhen nokify the Escrow Agt-r~( in wtifing of Lhc 
amounts allocared to exh  City and County. The Escrow Agtnr wit1 !hen deduct the specified charges from 
chr a?pcopriatr zccaunr as dircc~cd by !he Srate in writing. 

H. Whcn the Escrow Agent receives w r i ~ t n  no~ificatio~~ from the Sratr (including specific dollar 
amounts) rllar an\* City andlor Cc)unry ha< rrtraiocd &c stidus ol EJi~ibJe Cily and/or Eligible County, the 
Escrow Agent .jhal\ 110 later than one Business Day subszquerlr rhercco disbnrse to srrclr ~rewly Eligible City 
andlor Eligible County 811 runds rcprtscnting such rlcwly Eligible Ciry's andor Elisiblc Counly's MOU 
Yroponicnal Allocable Share which had previously habn placed in tht: 5uparalr CirylCounry Accounr 
pursuant to subparagraph ti above hcludlng zny inrerest tenerared tkerzfrom, aRcr deducring the 
appcopriare Escmw Agrnr's charges in the specil?c amounts ins!ructcd in wriling by the Stittc. 

1, In the event c ~ f  a dispurc as t.0 whcthcr a City and/or a Cuunly ka acliiined the status aFan ELigiblr 
City andlor EligibI~ County. the Escrow An,cnr, upoil raeiving written instructions frocn thc Stare. s11all 
dcposi~ ihc M(>tJ Proportional Allocablc Shsr: of atly such Ciry andor Ckurlty Lo which such dispute 
pertains into the CiryICounty Accotinc. nxe Escrow Agenr shall promprly provide to tl;c Slatc an 
accounting o f  the funds placed in such account, indiceling the lolal m o u n t  placcd ihorein w d  the amount 
plac~d  Chcrcin which is bring held for die benefit of each specific Ciry and/or County. Upon receipt from 
rhc Srarc of  an order or judgment of efigibitiry issued by the J.C.C,P. 404 f C O U ~ .  the Escrow Agcnt shall 
disburse a11 funds including intcrdsl hiloclilcd LO s a t \  newly Eligible City or newly Uigiblc County no later 
rllan one Uusinns Day after acrilal rcccipr of such notice fronl the Sak .  Escrow Agent charges may bt  
crrlcularcd r ~ l d  deducted in rhr m c  manner as Subparagraph I; &hvc. 

J In the ercnr that then: is s dispute rciulring from 8 "Claim O~LY," the Eserow ~im,.  as insmcred in 
writing by the Sme. sl~all establish a segregated account, the "Disputed Claims Account", inlo which will 
bc distriburcd funds in the amount that the S ~ t e  has idsnrified es the Claim Over Offset Anlount or such 
pan o f  <ha; amciunt that is the subject afdispure. Such accouni shnii hr'esi~bilshcd in the nrmc ofihe ' ' 

Pcsporxsiblc Enciry a s  idenrlfied by rhe Starc to [be f-lscrow Ageht in writing (i.e., "I>ispued Claims 
Accounr of  -------.-), The Escrow Ascnt may c h q e  tach such Respansiblc EnLity its nomtrl chagcs I'or 
estzblishirr~ and maintaining each such Disputed Claims Accounr. The Escrow Agent may, upon noticc 
rcceived frrtrn [he Slate a s  to who is'liablc fcrr thc Escrow Agcnl's ch.a.rgcs, deduct its chhrges from Lhc 



amount dut rh t  Kesponsihle hifi~y, the Sratc or those nicrnbers of dre CirylC'ounry Steering Commiclcc 
that arc idcntificd as liable, 

K. If the Escrow Agcnt has no1 receivcd wrioen.notificalion rrom the Staw ~har a City or f trunty ha% 
an~ incd  thu status of Eligiblc City xndlor Eligible Courrty, by the later of June 30. ZClO 1. or I ~ C !  expireliolt 
of arly S n c e  psn'od specified by rhc Sktc, the Escrow Agent. upon written instrunion by thc Sutc and 
ahcr deducting the appropriare F ~ c r o w  Agent's charscr. shall do the following: 

( I )  A1I funds prcvioitsly placid in thc CitylCounly aemunt (including any proccc?Js 
gcncraied therefrom) Ibr such Ciry or Counly shall bc dtduclcd from such acxounl rind 
50% thercof shall be disbursed to the Smlc Escrow Accoknt and the remaining 50% shall 
bc disbursed to d ~ c  California Local Government Escrow Account for distribution 
consisrenr whh subparagraphs B. C. D. E and F. above. unless conrmry inswuctions kdvc 
bccn provided by tbc State  

(1) The Escrow Agent. upon receipt of norificalinn h m  lhe Shitr that such City and/or 
Counry has subsequently trttgincd  he sMus or Eligible City and/or Eligible County, shall 
disburse all MOW Proponionsl Allocable Shares for such City andlor Cuunty which 
accrue after the date c~Fnotificatirrn thar such CitylC'bunly he,: obtdncd Lhc rl8luS of 
Eligibk City or ~ ~ i g i b i t  Caunty rtnltss rlic Srate pr~vides  wrinerl insrn~ctions to the 
Escrow Agelit that a specific \esser amount shall hc paid because of a cleim aver. 

L. In Lhc event of a "Claim Over", i t  is rhc iatent af fhc Statc and the Cities and Counrics rhac.*in 
accordance with the MOU. 011 bcnrfiu: and hurdcns that an'ccl Lhe funds lo be dirlributecl to and from the 
Cxlifamia Accounl will be borne tqi~ally by the Srata on one hand, and the Eligible Cirics and Eligible 
Cvunrjrs on rhr i~rhcr. 

( 1 )  'Ihc Starc shall norify the: &crow Asent, thU Section Xll(;\X4)(Bj of the MSA has k c t ~  
invoked, and provide h c  Escrow Agcnt with wriltcn i n s ~ r u ~ l i o ~ l s  specifying amounls (inchding 
Inrertsr) and account infonnation, staring the Claim Over ORsrt Amount and the idenricy of !he 
Responsihlc Entity end instruct the Escrow Agent t ~ s  I'ullow~: 

(a) Thar rhe  anlounts otherwise allocablr: to,thc Responsible Entiry shall chcrepfrer 
hc reduccd doll=-for-dollar until the full Chin1 Over Offset An)oon( has bccn dcductcd 
from tile MOU Yraporrional ~llocabk Sl~arc owed to the Fcsponsible Enriry. 

(b) -n\ar the Kesponsible Entity sllall bc responsible for the interest on the Claim 
Over Offset Amount BL rhe annual rjtr equal to Lhc auaikble daily rate oTrclum earned 
by thc Czdifornia Pooled Money I~~vestmznt Accollnr iron1 d ~ e  acrual date of disbursal of 
rlre reduced share !a the State and to the Eligihlr Citics :sad Eligible Counties. Intercsc 
o w d  is dctcrmincd from lhc dare clle funds arc released to the date of aaual disbursal to 

the SrardEligiblc Ciri~s~ligihle Counties. 

(2) I f  the Fscrow Agem is ncrt instructed in writing Ihak nction hair hccn taken to cuntest the 

State's idcrltlfication of d ~ e  conccr Kcsponsible Entity or  appropriate Clainl Over Offset Amounc, 
rhc following shall occur in ticcvrdancc with writtcn inrlructions fr6m the Stcrtr specifyins the 

amounts rrfertnccd in this scnion 3(L) (3) (6) as calculated by the SOW, and account informatjo~~: 

(a) ITUit C!z$m Ovcr O!Tsci Wmcm! Fs ! ~ S S  [hkn f h c  M(111 P r ~ p r t n i r l ~ l  A l t ~ l a  
Shve  of UIC Kcsponslhte Fatiry. the claim Over c>ffscc Arnouol shall hc Jcductcd a d  
credited as follows: 

(1) If  thc Responsible Entity is the Stare. in the manner set fonh in the 
marhrmhtical cxmplc uucftcd hcrcco as Artaci\rncnt O. to wit: 



(aa) An anlount equal to one-half of l hc  oflke~ shalI br drduc[~d 
fronr the State's Escrow Account share and shall be credited to the 
Califoniia I,ocal Government Acccrunt. 

(bb) Any eniounts credited lo ttie California Local (jovcmnlcn( 
Accourlt pursuattt 1.0 this subpatagr~ph shall be: ullocdred among and 
disbursed to the Eligible Cities a d  Eligible C:cwntiu as prcrvidcd in 
Suctbn 2 of this Escmw agrccmenr and zi insrrucced by tke State. 

(ii) If the Responsible Entiry is a Ciry or Cauncy, in thc manncr set fonh in 
rhc mathematical example atuchcd hereto as Altachnenl E, lo wir: 

(aa) An amount equal ro one-half of Ula ofl'set shall be duducwd 
from the Responsible Enticy's MOU Proponional Allocablc S h a ~  and 
st,all bc credited 10 thc Stale's Escrow Accaum. 

(bb) Aficr making rllc dcducrbn dtscribed it\ pangraph (aa). [he 
remaining one-haIf of the offset shill bc Uclluclcd front tht 
Rcsponsjblc Entity's MOU Proportional Allocable Share. and shalt be 
reallocated to each Eligible City and Eligible County (including the 
Rcs~qs ib lr  En~ity) purjumL ra its MOU Propodonti1 Alloable Share 
in the nlvlner providcd in Section 3 of this &crow agrecmenr. ?'he 
State will notify the Escrow Agent crf dismhution amaunrs tu be made 
LO the State rind ia tach Etigible City and Eligible County. 

(h) I f  the Claim Over Offser Amount i s  cqubl to or greater Lhm thc MOU 
Proportiond Allocablr: Share of !he Responsible Encity, the Scare shatl Lnsuvct the 
Escrow Agent rha~ such Claim Over OfYscl Amourit ~ l l d l l  bc deducted a d  credited as 
fo(10ws in tccordance with writrzn ins!~ctions lrnm rhc Siarc spccirying the amounts 
referenced in this section 3(L) (2) (2) as calc~rlared by rlle Statc. and account informatian: 

(i) I f  the Responsible Faticy is rhe State, in the manner set thnh in the 
mathemetical cxrmple auact~td hereto as Anachrlltnt I', to wit: 

(aa) The ctrrirc MOU Proportional AIIocab[r Stlare of the Sinre 
shall be credited to the California Local Goyemrnenr Accotlnt until the 
Claim Over Offstx AmounL has hzcn repaid in fufl, including inrerest ES 
described in Section L.(l)ib) of rltis Escrow ngrtcmeni. 

(hb) Once any remaining Claim Ovcr Of2kct Amount, including 
any intrrtst as described in Section L.(l)(c). is less Ur-r the 
Responsible En~iry's MOtJ Proportitrnzl Aflocable Share during any 
payment period. Section L.(3,)(a) shaU govern distribution and 
allocation. 

(cc) Ally amounts credited lo the C a l i h m h  I,ocal Government 
Account purruarlt to rhir Section L.(t](b)  sliall be disbursed nnion; ihr 
Citlrs and Courrries as provided in Section 3 o f  chis Escrow agremenf. 

(ii) If the Kaspnnsihle Enticy is a.Ciry or Cnunty, in the rnwlrer set forth in 
;he rnarllcnlnticnt t ~ a m p l c  a~wcl~ed IrePtto as An;rcl~mcnr G,  to wit: 

(M) The entire M o l l  Propnnictnai Allocable Share of !he 
Rcspoosiblc C ~ ~ t i r y  sllall be credited 50% to the S T ~ C ~  Escrow Acc~ll l l I  



and SO% to the Caiifomia Locat Govcflllnetlt Account until the Claim 
Over Offset Amount has been repaid in full. including interest as 
described in Section L.(I)(c) ofthis Escrow agrccmetlf. Thc 
Rcsponsible Ehriry's MOCI PropodhnnI Allocabfc S h ~ e  of any 
-mounts redislribu~cd lo the California Local Government Account 
undcr tkris pzxagraph (aa) sl~all be credited 50% to rht Sbte Escrow 
Accou~tr and 50% pro rata ro thc remaining Cilia and Cuunda 
(cxcludingrhe Ruspnnsihla Entky) based on their MOU hoponional 
Allocahlc Shares. 

(bb) Ar such time as any remainihp Cbim Over Offset Amount, 
inclodins any interest M described in Scc~ivn (,.(I Xc). is k ~ s  thlfn [hc 
Responsible Entity's M01J Prop~rtibn&l AIIocablc Shsrc during any 
p.ayment period then Scctlon L.(?Ha) shnll govern distribution and 
allocation. 

(cc)  'Thc State shall instrun rhc Escrow Agcnt as to the appropriate 
deductions and crcdits lir sci fbrrh in h i s  Stctior~ L.(2Xb). 

(3) I f  a petition is filed with rhe J.C.C.P- 404 1 Court for a ruling regarding a dispcte ovcr the 
identification ofthe correct Rcsponsible Etrtity or the zmount of claim over offsef, the SraLt: shall 
i n ~ r u c t  rhrr FJCI-OW Agehi LL, ~stablirh a Disputed Claims Accorlnr to bold such disptrted amounts 
pcnding subsequent notification by the State which directs th; manner ~~disprluitiun to bt mlulc 
of the disputed amount. The Srarr: wlll lnstiuc~ [ha Escrow Agent 10 disrribtirc rile disputed 
-amount in accordancc with any order or judgment tnrered by lhc Court. An appeal ol'sueh 
dccision shall nor dclry dis1ribu:ion of Lhc disputed arnounfs abscltt n court order to the convary 
from t he  approprivtr California Coun which has bee11 provided to the Escrow Agent by the S~are. 

(4) The Escrow kgcnl s11bil be er~litltd 10 cortclbsivefy rely upon he Srate's idet,tlficarion of 
shc Rcsporrsiblct Ectiry and the Claim Over Offset Amount in allocli~iny and distributing 

4 .  Addrcsses and Accounr fnfnrmario~ 

Noticcs, ins&uc\ions and olhcr cotnmunicatiovls shsll be senr to Escrow Agenl as  fbllows: Cilablrl Agcncy 
8: Trust Services Depanmcnr, CitibanL, K.A.. I I I WRII S~rrcl, 5th ).'loor, New York, Ncw Y a k  10013, 
(trlcphtrnc nurnbcr: (212) 657-5035, facsi~nile number: (211)  657-3866 and ~o thc Stare at the Office o f  the 
~ n c i ~ e y  General, i 300 1 Svrei, B.Q. BOX 944255. Sacrmcnto, CA 94244-2550, rtlephurle nutnber: (916) 
323-3770, fricsirnilt number: (9 16) 3 3 - 0 8  l j or >37-13 19. 

5. Uistribu~ion of Escrow Pro1,ertv Upan  Terminvion 

Upon ttrminacion of tllis Gcrcw Agreement, Escrow Proprry then heid hcceundcr shall bc disuibutod as 
set fonh in Section 3,  above, ~lnltss the State has provided instructio~vi in writing to the 
contrary. 

(a) All fee2 m d  cxpenses duc md owing the Escrow'Apilt st~nll  be dtductcd equally, i.c. 
50% from cacb. fro111 [kc Starc &%row Accou~~r  and the California Locd f;ovumn~rnr Escrow Account 
prior to the disbursement of any funds pursuant Co this escrow agrczInctit and/or rrarlsfcr of any funds to 



any other eccount. such as rhe City/County Account or lhh Disputed Claims Account 'Ikc following f c a  
and rxpcitses shall be paid: 

(i) At rhc tImc nf crccution ufthis Escrow Agreement. an tlcocphncc fec: of $2500; 

(ii) An annual tlat fke of%SO.OP(L i~cluding dishursernrn~ tbr the State Fscraw 
Account and California Ltral E4crow Account until April 15,20W, tben, $36,000 
annual fet including disbursctnenc for the Srarz Escrow Account and Cafifonlia Loco1 
Escrow Account beginning Apnl 15,2004 until lcrn~inalit~n afthr cscrcaw facilily ; and 

( i i i )  An annual flat fbe  of SKOQO and SlOO per dirbursmcnt per Disputed Chin~s 
Account; md 

(ir) An annual flat fee of S8OOO and S100 pcr ditbursemcnt upc~n ~ctivarion of the 
Cicy/Couriry Accoun~; and 

(v) All reasonable cxpcnsts, disbw~mrntr w d  advances incurred or made by Ihe 
Escrow Agenl in pttfomance of irs durics t~cfclrndcr (inclrtding rcasmahlt fccs,' 
expenses and disburscmci~ts of  its cottnsel). 

I t  i s  tindcr5tood ?hat the Escrow A g c ~ ~ t ' s  fees timy be adjusted from timc to time to confom~ ta its then 
current guidelines. 

(b) L)epsltor shall p3y an investment uansaction fce o~S100.00 for each purchase or SIC of 
a srcuriry madc by Escrow Agent hcrettndrr. 

(c) Otpositor shall ba responsible for and shall reimhursc ESCFOW Agent upon denland for at1 
fcrs.  expenses w d  dishurscmenrr; incurred or made by Escro* Agent in cotlnecrion with nlis Escrow 
Agreement. 

I. The Escrow Agent shaI1 have no duty or obtig4tion hrrruqdcr uhcr than to rdke such specific 
actions as arc required ol'il Imm time to timc under the pr~visions of this Escrow Agretrncnl, and Ir shall 
innic no liability hereundcr or in conncction herewith for any~hing wharsotvcro~her than any liahiliry 
resuking fiorn it; own gross ncgligen6r: o r  willful misconduct. l'hc k c r o w  Agrrrl shall noL bc b u n d  in 
any wey by any agrccrncnt or c<)o&acr othcr him this Escrow Agreemcnr, and the only duties and 
r~s~onsibilirics of tile Escrow Agent shall bc rhe d~tcies and ohligadans specifically set fonh in chis Escrow 
Agremeni. . 

2. Xje durlcs, rcspo~lsibilities and obli~ations of Escrow Aycnt shal l  bc iinlitcd t o  those expressly set 
forth herein and nc, dul i e~ ,  ~s~onsibii ir ies or obligations shaH be inferred or irnpliod. The Fscrow Agent 
shall nnt he subjcer to, nor ruquircd to comply wilh, any other agreernrrrr to wlridl Utposifor is a party. 
cvca tttou;;h rcfclrncc thereto nrsy be n ~ a d c  kcrcirt, arro comply with any dirccrion or instruction (other 
thm those conwined herein or delivered hr accordance with this Escrow Agretmcnr) froin Depositor or an 
entity acring on its behalf. Escrow Agent shdl nor b required to expend trr risk wy r?f i ts  own funds or 
achewist: incur any fint~ncial or athcr tiability in the performance of u t y  o f  its duries hercundcr. 

-, 3.  r l~is Escrow ~$rcernctl~ is for the exciusivr benefic o f  ine panics hcwto mcj their respectiwe 
permitted successors hereunder, and shell not be deemed to give.eithrr e%pess or implied. any iegal or 
bquimhte right, remkdy, or claim to m y  orhcr cnlity or person wkarsoever exctpr as provided in p a r a ~ a p h  
14 hereof with rcspcct to the resignation of the Fscrow Agcnt, 



4. If at any ~ime Escrow Agcnr is strvod wirh any judicial or adminisvarlvc brdzr, j u d ~ m c n ~ ,  decree, 
writ or other fom ofjudicial or administrative process which in  any way affects the Escrow Property 
(including bur not limited la crrciem 6 F  hlcachrnrnt or samkhrncnc or orlrer fans of Iavics Or ihjunckions or 
srays ,dating to r l~e  t m f c r  of the Ercrow Propeny). Escrow Agenr is authori7A to comply therewith in 
my manner it of legal COURS~I ~ f i ~ s  own choosing declns rlppntpria~c: w d  if kcrow, Agcnr csmplicc with 
ally sucl~ j~~dic ia l  or adminiscrati~e ordcr, judgtncnf. decree, writ or other farm ofjudicial ar adhrinisrrative 
process, &row Agent shall nor be liable to any or thu panics hereto or to my olhrr person or cntiry even 
though rush orkr,  judgment decrec. w i t  or process may bc sc~bsequcnrly modified or vacard or 
otherwise determined ro have bccn without legal force or etkct .  

5 .  (A )  Escnrw Agenl s M l  not be lhblc for ally acrion taken or omirtrd or for any toss or injury resulrinc 
from i rs  actions or its performance or lack of performance crCiu Jutks hereunder in the ahstncc of gross 
negligence or willful misconducr an irr p x x  In no ~ v ~ n t s h a l l  Escrow Agrnl bc Lisblc (i) for acting in 
accardanca with ar relying u p n  my ins~ruclion, norice, dcmand, ccflificatc or document from any. 
Depositor or ally entity acting on behalf of any Deposhor, (ii) for any indirecr consequential. punitive or 
special damagcs. regardle.9-5 of  the form of acriun and whdhcr or no! any such ddrnngus were forusecable: or 
contemplated, (iii) rt>r the acts or ombsions rlf its neminees, concspondents, designees. &$ants, subagents 
or subcusrodtans, (iv) for rlrr I~vcsrnrcnt or reisvessnenr of  any cash held by it hereunder, in each case in 
good faith, in accordance: with L?IC tcms hereof, including wilhout limitation any liabilily for any delays 
(not rtdul~ing from its gross ncgli~coct or willti\l misconduct) in thc invesrnlenr or reinvcsrment of dlc 
Escrow Propeny. or any loss of  inrerrxt incidmt la any such dc l~ye ,  or (v) f i~r  w amwnl in cxccsr orthc 
value of ~ h c  Escrow Propew, valued as of the d a ~ c  of deposit, but only ro the extcnr of direct nloncy 
danlages. 

(B) I f  any fccs, expenses or COSIS ittcuned by, or any ohlipations owed lo, Escrow Agent o r  its counscl 
hereullder ere not pr~njpt ly  paid when duc, Fscrow A g m ~  nlayr reimburse i ~ t f f  chtrcfer fmm ttrr Bcrow 
Propeay and rnay sell, convey rsr orketwisc dispose of any Escrow Properry for such purpose. The Escrow 
Agcnr may in iu soic diserction wirhhold from any distriburioo of Escrow Properly an amoufll of Escmw 
Propeny i t  believes would, upon sale or liquidation, produce prweccfs cqual to my unpaid amounts to 
whlch Escrow Agent is cnrirlcd to hereunder. 

(C) As security for the due and puncrud pcrfonnance of any snd all of Deposi~or's obligations to 
F-srrow A ~ c n t  htrcundcr, now or hertafietr &rising. Depositor hereby pledges, assigrrs arrd gnnrs to Escrow 
Agenr a continuing security interest in, and a li+n on , rhe F.scrow Prctperty and all Distributions thcreon or 
additions thcrclo (whether such ddirions arc the rtsul~ of deposits by Dcposirors or the itrvesunenr of 
Escrow Propwty). 'llle securky Inrcrcsc of Escrow Agent shal; ar all times he vblid, prrected and 
enforce&!c by Escrmw Agcnr against Dcposi~oc and aH third panies in accordance with the terms of this 
Escrow Agreement. 

(D') kcrod  Asent rnay consult with Legal counscl o f  its own chaasing at che cxpcnst of she Depositor 
as fo LIIY [Xamer relating to this k r o w  Agreemen?, and Escrclw Agent shrill nat incur my liability in acting 
in good Fdilki in accorduncc witb any advice fiom such counsci. 

(E) Escrow Agcnt shall not incur any liability for nor pcrfclnning any a d  or fulfilling arty duty. 
obligalion or rcspar&ibility hereunder by reason of any occurrcnce beyond tlrc cor~trol of &row A g a r  
(including but hot limited to ally acr or provision of m y  prosant or hrure law. or rcgulatiun or 
gov~rnmcntal  mthority, any acr of  cod or war, or tllc t.inavailebilify o f  the Federal Keserve Uank wire or 
facsimile or othct wire or com~nunication faciliry). 

(F) n c  Escrow Agerlr sllall be entitled to p l y  upan any order, judgment. crrTification. dembnd, 
noticc;. inst~mrnt ur obcr  writing dtlivcrtd to it hereunder with&! bci~\f rcquired to dctcrrninc the 

or the corr~ztnus~ of  any f a c ~  stated lhercin or t t~c  propriety or validity or chc scrvicc d~crtof. 
f fic Escrow Agent ,nay act ill rctimcc upon any instrume~lt or signature hclicved by ir 10 be @wine md 

( Escrow ~~rcc:ctr\unt] 



may assume that any person purponinp to give rcccipc or advice to mhkc any 6kLerncnl ur execute any 
document in connccrion with the provisions hereof has been duly authori+d to do so. 

6 .  Unless orhenvise specificnlly sc~ forlh hcrtin Escrow A ~ t n r  shall plqocced ns soon ns prnc~icable 
collect any checks or ~t thtr  c o l l t c ~ j o ~ ~  ltsnls at airy rinre deposlied hereunder. Should Escrow Agent in ~ L S  

solc dismtion or otllcmise credit Distributions before Lht: same rrc lintlily collcctcd, such credits shall be 
provisional and may bc reversed by Escrow Agar  wlthout nolice until s~rch tinle as the same shnll bc 
finally collected. A I L  such collecrions shall be subjecr ro Escrow Agent's usual collections practices or 
tcrmr regarding iterhs rcceivcd by Escrow Agent far dcposit or collcctic~n. F:scrcw Agcnt .uhnll not be 
required, or have any duly, to no~ify anyone of en). ptrymcnt or mriturity utrdcf the terms of any illstrunlent 
deposited hereunder, ntlr lo take any I q a l  atriod to enforce payment of my check, note or security 
depasirrd hereunder or to trtrcix any ri&r or privilege which may he afforded the htxlder oCmy such 
s~zurity.  

7. Escrow Agccc shall provide to Ocposlror monrhly srnrcmenrs identifying tmruactions. wsfcrs  or  
holdiags o f  Escrow Proptrry and each such mwmcnt shall be deemed ro be correct and final upan receipt 
tl>ereaf by the  kpruitur unless Escrow Agcnt is notified in writing, hy the Depositor, to f ie  canirq 
within thirty (30) business days of thc dale 01-such ruremtnt. 

8- &crow Agcnr shall nor be responsible in any rcspcl  for Lhc r6m, execulion, validity, villrrc or 
genuineness o f  documents or s c c u r i 1 i ~  ddrposi~ed htrcunder. or for nny descciprion therein, or for the 
idcnrity, aurhorlry or rights of persons execuring or delivering or purporting to erecure: or deliver any such 
document, security or endorsement. The Escrow Agcnl shall not be called upon lo advisc any party ad ta 
the widcr~ont in selling ur retaining or taking or rcfrainirlp from any zcrion with respccc to any securities or 
arlicr propeny deposited hcrcundcr. 

9. The Escrow Agenc shall not be under zny duty 10 give 1hc Escrbwed Propcny hcld by it htrcundrr 
any greater drgrre nf  care Lh.m it gives its own sircilar properry and shall nOT be required to invac  any 
funds hcId hereunder cxcept as directed in this Fscmw Agrccrncnt. Uninvesftd funds held hereunder shall 
not e a r n  or accrue i n l~ r t s t -  

10. Whcn the EK.~OW AgCnC is innrucrcd in writing ro delivcr securit i~s against payment, c,r to u n c r  
payment agaitlst delivery, d t l i ~ e r y  and rcccipc of paymtnt rnay ;not,bc conlpleted sicnctlkaneously, and thc 
Depositor agrees thax [lit Escrow Agcot shall incur no liability for m y  credit risk involved. asd thsi rhc: 
Escrow Agent may deliver and mccivc sccuriries, and anange for payments ro ba made and received. in 
accordnncc with cuzrorns prevailing from rin~c to time among brokers or dtalkrs in such securities. 

I I .  Nc~iccs, i r l s t~ct ionr  or otlier cotnniurilcarions shall be in writing in Ebglisli and shall bc given ro 
tlre address set forth i n  the "Addresses" provisjoh hcrcin (or to such o h c r  bddrcss es may bz substituted 
thcrrfitr by wri~lcn no~itic:a~ion \o Escrow Ascnt or Depsifor), Norices to Escrow A$erlf shall be deemed 
to be given when actually received by the Flscrnw Asen1 (Global Agency T rusr). Escrow A ~ c n t  is 
authar izd  ro comply with and rely upon any notices. ilrsrrucrions or tarher communications believed by it 

to have been sent or  pivecr by Depositor ur by a person or persons acrtl1oriu;d by Depositor, Whcllevcr 
undrr thc wnns htrcof the timc for glving a norice or ~rformin::  an acl falls upon a Saturday, Sunday, or a 
hankins holiday in New York. such cinlc shall bc cxttndcd lo thr ncxr day oil which the Escrow Agent is 
open for brtsincss. 

12. l7rc Dcposiror shall i~ldenrni@, hold harmlcss and defend the Escrow Agcnt and irs offtccrs. 
direaor. e t ~ ~ ~ i o y c c s  and agetits fmm and ngliinsr any an aii iuscs .  ciainla, iiabiiities and reaxrnabie 
cxpenses. including thc reasonable fees of iu cornsel, which it may suffer or  incur in connection with Lhc 
performance of irs dufies and obligatkls under this Escrow Agre'menr, cxccpt far those losses, claim%. 
liabilirics and t,xpcnscs rcsuIting solcly and dircctly liom iu own gmss r\egligertu: or willful misconduct. 
Any&ing in this Escrow Agrtenlenr ro rhe conrrary norwithsmnding. in no event shall tht: Escrow Agent be 
liablc for special, indirect or consequcn~ial loss or damage ol'ar~y kind wharsorvcr (including bur not 



limited to lost profits). In addition, when ~ h r  A ~ m t  acts on any inrormalion, instructicrns, 
c ~ ~ ~ u n i c a t i o n s ,  (including, but not limited to, cornrnun~cations with respect to the delivery of  securities or 
the wire m s f b r  o f  funds) sent by telephone, lefex or fsrcslmlle. the Escrow Agcnl, absent gross nt!~liyence, 
shall not be responsible or liable in the event such comniunicarion is nor on rturhorizcd or atnhentic 
cnmmunicatjon of the Dcpcrsitor or is nclt in Lhc corm Ihc Depssitar scnt or inlcndrrl to send (whether dtfr 
to tiaud, dii-rorlion ;,r ~>thrtwisc). '[he: Dcpcsitor sliall i~rdttr~niry rhc Eu.tow Agrrit a~r\irlst any loss. 
liability. claim or czprnsc ( including legal fees and expenses) it may incur with its acting in accordance 
with my buch communication. This parympb shall survive he termination of rhis Escrow Aweetnenf or 
rl~e removal of the Escrow Agent. 

13. (A) Dcposltor may remove Escrow Agehl at any lime by giving to Escrow Agenr thjny.(30) 
calcndar days' prior notice in witins: Escrow Agtnr m y  resign at any time by giving Lhc Ueposiwr thirty 
(30) calandu clays' prior written notice rhtrcaf. 

(B) Wilhin ten (10) calcn?;tr days afrcr gIv\r.Ukg h e  forkgoing norice of rrmovhi to Escrow 
Agcm or receiving the foregoing noticc of resignation frcnr Escrow Agent, the bpositor shall agree an 
and appoint a successor F s c r ~ w  Agcnl, and pmvidc wriutll ohrick df such LC) Lhc rcsiyning Fscn~w /\ganL 
If a successor Escrow A~erlt  has noi accepted such appoi1lImen1 by dlc cnd of  such 10-day period, Escrow 
Agent may, in its sole discretion. deliver tlle Escrow Propeny to the State for dcposir in the "Tobacco 
Senlemem Account Fund" a: rhe addrass provided hbrcin nr may apply to a coun of ~on~pe~cntjurisdictic~n 
Tur the uppoinmcnt of a succtssor Escrow Azent or for orher appropriate relief. The casts and expenses 
(including reaonahll: atrclmcys' fees a d  e~pcpenses) incuned by Escrow Agent In conncctiorl with such 
proceeding shall bc paid by, and bc dccmcd B joint and several obligation of, the Dewsiror. In fhe even( of 
any such rerignaticln or m c , v l r l ,  the Escww Agent shall haw tlo furthtr obligarion 4th respect ro rlie 
Escrow Propr~ry. 

(C) Upon receipt of the idzntily of the successor I3cr.o~ Agtilt, Escrow Agent shall cill~cr 
delivar clle Escrow Propeny rhrn held hureundcr to the succcsor Escrow Ascnt, ICSS ESCMW Agent's fees, 
coscs 2nd erpmsrs or othtr obligarlotu owed to Escrow Agent. or hold such Escrow Properry (or arry 
ponistl thcrcot), pending d i ~ ~ h u r j o n ,  until a11 such k t s ,  coslr tmd c~nclusively cxpcnsts or olhar 
obligations u c  paid. 

(D) Upon delivery of the C s c r o ~  Property to ;he ~uc~cs so r  Escrow Agctrt. Escrow Ageat 
shall have no funhcr duties. r~s~onsibi l i~ies  or obJi~~ticms hccur~dcr. 

14. ( A )  111 the event of all)' nrnbigui~y or uncertainly hereunder o r  irt any nntice. instructinrs or 
ocher communication rcceivtd by Escrow Agent hereunder, Escrow Agent may. in Its sole aiscterlolr, 
rcfrzin from taking any action other than retzin pussession of Lhc Escrow Property. unless Escrow Ayenr 
rcceivcs: wri~tcn in~tru~tions, which clirninnres such ambigkriry or uiic~nainty. 

(B) In the evenr of arry dispute ~ C W W J I  o~~conflicrit~g claims by or among thc Dcposjlor 
znd/cir any arhrr penon or entity with rtspcct la any Escmw Prapcay, Escrow Agent shall bc cntictcd. in 
Irs sole discrerion, to refuse to comply wirh w y  and all claims, demands or insuvcrions with rcspccc KO such 
Escrow Propeny sa long as such disputc ar  conflict shall contihue, and Escrow Agcrlr shall not be or 
bccunlu lieble in u y  wny L h t  Depositor for failure or refLsa1 to cornply with such conflicting claims, 
demands or instrrrcrions. Escrow Agent shall b entitled to refuse ~n act until. io its sole discretion. either (i) 
such ccknflicting or a d v ~ r i c  claims or demands silall have btcn dcramlncd by a final order, j u d p e m  or 
dccrcc of ii coun of competenr jurisdiction, which arder, judgmcnc or docree is I ~ M  subject to appeal. or 
serried by ;\gree;rlcni '=tween ihiz coilf3ii-iiiig pw3ies evid+fi~cd in i~ *ii~lfiy shii+tricjiy Eserijii- Ageat 
or (ii) Escrow Agent shall 11nve reczlvrd securlr)lor an illdcntnity sa~irfauory tct i t  sufficicnt to hold it 
harmless from and against any and all Lus-scz which it may incurtby roason of so acting. Any coun order, 
judgpment or decree shall be accompanied by a fcp l  opinion by counsel for rhe prcicnting party. 
su:irfnctory lo ht: Escrow AgcnZ, lo the ettfcct 1Ral said order, judgalent or decrcc rcpreserlts a final 
adj~~dication of d ~ e  righrs of the parties hy a coun o f  comprtunt jurisdiction. a d  chat the time tbr appeal 



from such ordcr. judpmrnl or decree has expired without an appeal hxving buen perlkcred. The Escrow 
Agent shnll ad on such court order and Icgal opiniolrs wihout further question. Escrow Agent may, ia 
~ddio'an. elect, in its sole discretion, ro commence an intcrpleadcr actkn or seek other judicial relief IX 

ordcrs hs il may deem, in ils sole discretion, neccssttry. 'The cars and expenses (including reasonable 
anorncys' fccs and expznscts) incurrcd in conntnion wirh such proceedins shall be paid by, and shall k 
dcc~ntd a joint and sevcral ohligation of. the Depositor. 

( T h e  Escrow Agent sl~all have no responsibility for arc cotltents of any writing of  rhc 
nrhirrnioo: or -my third parry contcrnplated herein as a means to r ~ t r l v ~  dispulcs w d  may cohclusivcly rely 
without any liability upon the conmu I h ~ o f .  

15. This Escrow Agncrncnt shall he interpreted, ciins~rued. cnlhwed and aciminislcrcd in uccordmce 
wirh the intenla1 subsranrive laws (and not the choice o f  law ~ I c s )  ot'rhc State of New Yak.  The 
Dcposimr hereby submics to rh; personal jurisdiction of, and each ilgccs h a t  all proceedings relating 
hereto shall be brought in, uaum located within thz City and State of Ncw Yo& Fscrow Coun.. Thc 
Depositor hmhy waives rhc rlglrt to trial by jury und to asscrl counlcrchirns in any suck proceedings. '1-0 
the cxtcnt that in any jurisdic~ion Depositor niay bc entitled io claim. for itself or its asscts, inlmnniry from 
suit, cwccution, ncfzhrnent (whcchcr before ar afterjud.gn~ent) or other legal prtrcess, each heroby 
ihcvocably y n x s  nor to claim, a d  hereby waiva,  such immunity. Depositor waives personal service of 
process and corrscnrs to servicc ofptoccss by ccfiificd or rcgls~crcd mail. return receipt rcquesrcd. directed 
ro i t  at the address last specified for notices hereunder, and such service shall bc deemed complclcd fen 
(1 0) calendar days dLr  rhc s a c  is so mailed. Any court ordcr shall be acconrponicd by a legal opinion by 
counsel for ~ h c  presenting pany sstisfhclury to the Escrow Agent to the tffrct chat said opinion is final and 
non-appcalablc. T h e  Escrow Agellr shall act on such coun order and legal opinions without funher 
question. 

L6. The Escrow Agenr docs not have any irifcrest in  file Escrow Propeny deposired hemundcr but is 
scr~ing ar escrow holder o;lIy and having only pcsrcsnion lhtrcof. 'I'hc U~porilor shall pay O r  r~ imborsc  
the Escrow Agent upon request for any transfer taxes or orher taxes relating ro the Fsrow Propeny 
incurrcd in connection hcrcwirh and shall indemnify and hnU harmless thc h c m w  AgcnL from any 
ernounts that ir is obligated to pay in the way of such taxes- Any payments of  income from rhe Exrow 
Propeny shall be subject to wi~hholding regularions the11 In force with respect to Uilired Sotcs taxes. The 
Depositor will provide rbc Escrow AgenC with appropriate W-9 f o p s  for tax I.D., number ccnificrrtions. ar 
W-8 forms for non-residcnt alien ccrtitications. This paragnplr shall survive nanvirlurtndin~ m ~ y  
rcrminario~l of tliis Escrow Agrccmcnr rrr rhe resignation or rrrnc~vaJ of Ihu Escrow Agcnr. 

18. Except as otheruise pem~irtrd herein, this Escrow Agrcemcnl may bc rncvfificd only by a wrirtcn 
xrnrndrnunt signud by all ~ h c  panics hercro. atld no waiver of any provision hcrcuf shall be effective ullless 
exprcsscd in a kriting signed by the pany to bc charyed. 

19. 'Ihc rights and reoredies canferrcd upon the panirs hereto rhall bc curnulhrive. tind the exercise or 
wnivzr of any such right or rem~dy shall nor preclude or Inhlbir the exercise of sr~y additional rights or 
remedies. 'l'hc waiver of any right or rcmcdy hereunder shall nut precludt rht subsequent e x r r c i x  of such 
right or rcnrcdy. 

10 .  Each k p o s i t o r  herchy ccpristnts a d  warranrs (a) lhat this Escrow Agreernenf has &en duly 
authorized, cxccutzd and delivered on irs bellall ar,d constirures its kgal. valid and hindin; obligation and 
(b) that the execution, delivery and performance ofihis Escrow Agrecmenl by the Dcpusitor Jors not and 
I.. i l l  ..-r ...A -*'. -.LC, -- I:^.^L.l- I".., a. -...... ....,,.. 
n t : ,  t c u i  r;vlar= w t j  a p i 3 ~ ~ 4 r . t -  1s- u a  .c5u!ariu,r. 

21. Thr in~alidity. illegaliru or uncrrforc~bility of any prn&ion of this Escrow Agrcetncot shnll in 
no  way affect fhc validity. lcgaliry orcnfotclabili~y ofany orher pruvisicln; and ifany provision is held to 
be unenforceable as a 111atter of law.  he oiha  proeisiotls shall 1\01 b e  effec14 rhertby and shall rcmain in 
full force and cffeci. 



22. T t r i ~  Escrow Agrcttnen~ sliall ronslirure she enlirc agreement o f  the parries will1 respzct ro the 
subject mamr and suprrsedcs nll prior nml nr wriarn asreerrtents in regard thereto. 

2;. The pmuisions of - r.hcsc Tcms and Cundilions and parngraph 6 of Part 1 shall suruivc Lcm;inuGon 
of this Escrow k ~ r e t n ~ c c l t  and/or thc resisndion or renroval of the Escrow Agerlt. 

1 4 .  No printed or other material in ally language, including prospctctusm, nclrices, rcpotu, and 
pramorional material which mcndons "Citibank. N.A." by name or chc: fig.ht~, powcrs, o r  h i e s  ofhc  
Escrow Agent under this Escrow Agretmtnt shalt be issued by any other pnies hereto. or on such parry's. 
behalf, withour thc p i ~ ~ r  written consenr of Ekctow Agent. 

25. The hed ins  contained in this Esrow Agh-cmcnt nrc for convtnicncc of rcfcrcncr: only and shall 
have ncr t.tFect oh the incarpreufion or operation hcrcof. 

26. This Exrow Agrccmcnr nruy be exccuted by each af the partics h~rctn in any number af 

c o u n e p t t s ,  cach of which ccunrerptm, when so cxccutcd and dclivcrcd, stlati be dccmcd to be an original 
w d  .dl such counterpan?r shaIl togcthcr co~istitutc onc and tllc same agrcclncilt. 

27. No Fany may assign any c ~ f i l s  righ~s clr obligarionr under chis Escrow Agrcsn~tnt without rhc 
written consent of thc urher ps~ ies .  

28 Any corporarion into which the Escrow Agcnc may bc merged or cunvcrtcd ur wilh which i t  may 
be conso)jrfalcd, or any corparatio~, rcsuititlg from orly merger. conversion or consolidarion to 
which thc Escrow Agent shalt bc a p m y ,  or arty corporation succeeding lo rhc busi~rcss of Ih: 
Escrow ~ g e ~ t t  shall bc zhc st~cce~sor of lhe Exrow Agerlc hereunder wirhollt t l~e  execution or 
filing c,f any paper with my pmy hrrtto or any Further act or1 the pan of any of tht parties hereto 
except wllerr an insrrurncnr of transfer or assignment i s  required by law to effect sucb succession, 
anything herein to the canuury notwi~hslanding. 



/Y  W[TN ESS WHEREOF. tach of rtte parries have caused this Escrow Agreement to be 
er<cured by a duly aorhatized nfXcer a5 of rhe day and year first writren ahove. 

Depositor, S u t e  oC Csliiornin 

By: 

Namc: Dennis Ecktwfi 
Titlc: Senior Assistant Attorney Genera[ 

CITIBANK. N.A., a3 Ercruw Agent 

By: 
Namc: 
rt~tc: 





WIWNG INSTRUCTIONS INFORMATION FORM 
Find Approval Disbunemen t 

Please compfctc this form and k g  it la Briaa WycliR at P r i e e w a t e r b o u s c C ~ o p ~  ( h ~  PO: 2 12-596-7969) and Mary 
Schlacfcr a t  NAAG (t';rx no: 102408-8064) by Monday, October 11,1999. 

Darc: October 12 1999 

Bank Name: Bank of America. $an Francisco, California 

Bank ABA Routing Kumber; !2 1000358 

Bank Account Sumber: 01482 - 80005 

Bank Account same: Deoamrnt  of Justice -Tobacco Litigation 

Primary Baak Contact Person, Title, Telephone #. E-mail address; Marilvn Goodridge / h ' o r h m  Califom. 
Govcmrncnt Banking. Unif 14361 /Bt 6 )  3211803 

Secondary Bank Contact Person, Title, Telephone #: Lena Sghciza,Norlhm California Govcmmcnt 
Rsnkinc. Unir 14361 ( 9  16) 3214808 

Bank address: 5 j j  Capitol Msll, Suite 1436, Sacramento. California 85814 

Bonk Telephone #: 19161 321-0803 Bank Fax #1/9 1 6) 32 1-4822 

Primary Cont-act Person, Title. Telephone #: Vicky Archer1 Treasurer's Oftlccrl (9 16) 653-3340 

Address: Statc Treasurer':. Office, 91 5 Capi-l Mall. Room 3 19. Sacramento. Californja 958 14 

Fax g: (9 16) 653-3 I35 

Secondary Contact Person, Tltie, Telephone #, E-mail address: Janie Aoodaca /Mwaacr, 
Cas&&iimqc~o:i;iiix F-ald / (9 16) 3273 \SB/ P,PQDP,CJ(~U~CEQ~I*(~.ST~A-TE~C~A~~ 

Address: Deponm~nr of Suscicc. 1300 I Street. Suifc 125. Sacrammto, California 95814: P.O. BOX 9 U 7 5 5 ,  
5 

Fax 6: 59 16) 323-0708 



Eii@bJc Cities and Counties 

County of Alameda 
County of Alpine 
Counry of Amador 
Corrnty of Burte 
Cuuncy or C U I U V ~  
Coiinty of Colusa 
County of Contra Corr.6 
County of Dcl NOKC 
C'obnry of El Dorado 
f ounry o f  Fresilo 
Ctruoty uf Glcnn 
Cokmty of Hunlboldt 
County of lrnpcrial 
Cot~ttty of lnyo 
County of Kern 
Coutlty or Kings 
County oTLake 
County o f  Lasstn 
Coul11)r of Los Angtles 
City of Los Angclcs 
Counry of Madera 
County of ~ a r h  
Cuur)ry of Mariposa 
C.uunty of Mcndocinc, 
County of Mecced 
Cctunty of Modac 
Counly of Mono 
Coulrty of Montercy 
County of Napa 
Counry of Nevada 
C C Y L I ~ L ~  of Oransc 
County of Placer 
Cbun~y of Plumas 
County of Riverside 
County of Sacramcram 
County of San Bcnita 
County of San Bcrnardino 
Cotrriry of San Dicgo 
CiLy of San Dicga 
City and County of San Francisco 
Cotrnry of San Joaquitt 
Coun~y orS&n Luis Obispo 

MOtf Proportional 
Allorable Shnrc 



County orcounty of San Marea 
County 6 f Santa Bbrbam 
Couoty of Santn Clara 
City o f  San Jnse . 
County oCSanta Cntr 
County oPS11asta 
Couniy of  SIcrra 
County of Siskiyou 
Caun~y 01'Solano 
Cottnty of Sononm 
County af  Stsnirlaus 
Couoty of Suncr 
County of Tehbmh 
C'oun1y of 'ltlnlty 
County of Tulare 
C'ounty or Tuolumnc 
Couoty of Venhlra 
County of Yulu 
Cout~ly of Yuba 



ATTACHMENT C 

Tre irtslruc\iolu for the fallbwing rllglblt cltks and counties have b&;i provided \U 

Citihank utidct separate cover. 

Alarncda Cwnty 
Alpine County 
Amador County 
Butte Caumcy 
Calsvcrns Couury 
Colrrsa Cou hty 
Contra CostA County 
Del Ncrte County 
El Darado County 
Prcsno County 
Glenn County 
Humboldt County 
itnperial County 
tnyct County 
Kern County 
Kings Cauhty 
t a k e  County 
Lassen Counly 
Los Angeles County 

City of Los Angclcr 
Madem County 
Mnrin Counry 
M~riposa Cou n ty 
Mendocina County 
Merccd County 
~ o d o c  County 
hlrwo County 
Markterey Cbunty 
Sapa County 
h'evida Cuunty 
Brangc Councy 
Placer Councy 
Plumas Counry 
Riverside County 
Sacrantenro Counry 
San Benit6 County 
San Bcrnntdino Counry 
San Dirgo County 
City of San Diego 

Sen Franckca County 
City of San Francisco 

Snn Joaqu_ia C O B ~ Q  
San Luis Obhpo County 
San Matco County 
Sa~ l ta  B~rbora  County 
Santr Clara County 

Cicy of San Josc 



Srnca Crdz Coutlty 
Shnsta County 
Sierra Caunty 
Siskiyuu County 
Solano County 
Sonama County 
Stanislaus Counry 
Suacr County 
Tehamd County 
Trinity County 
Tulare Coudty 
Tuolumae County 
Ventura County 
Yolo CaUhty 

Yuba Caunty 



(THIS PAGE INTENTIONALLY LEFT BLANK) 



APPENDIX D 

PROPOSED FORM OF OPINION OF BOND COUNSEL TO THE CORPORATION 

Upon the delivery of the Series 2006 Bonds, Hawkins Delafield & Wood LLP, Bond Counsel to the 
Corporation, proposes to issue its approving opinion in substantially the following form: 

City of San Diego Tobacco 
Settlement Revenue Funding Corporation 

San Diego, California 

Ladies and Gentlemen: 

We have acted as bond counsel to the City of San Diego Tobacco Settlement Revenue Funding 
Corporation (the "Corporation") in connection with the Corporation's issuance of $105,400,000 aggregate principal 
amount of its Tobacco Settlement Asset-Backed Bonds, Series 2006 (the "Series 2006 Bonds"). The Corporation 
was created and organized under the California Nonprofit Public Benefit Corporation Law (Section 5 110 et seq. of 
the California Corporations Code (the "NPBL")). The Series 2006 Bonds are being issued pursuant to an Indenture, 
as supplemented by a Series 2006 Supplement, each dated as of June 1, 2006 (as supplemented, the "Indenture"), by 
and between the Corporation and Wells Fargo Bank, National Association, as indenture trustee. Capitalized terms 
not otherwise defined herein shall have the meanings ascribed to such terms in the Indenture. 

Pursuant to a Sale Agreement, dated as of June 1, 2006 (the "Sale Agreement7'), by and between 
the Corporation and The City of San Diego, California (the "City"), the City will sell to the Corporation and the 
Corporation will purchase from the City all right, title and interest of the City in, to and under the MOU, the 
ARIMOU and the MSA and the Consent Decree, including, without limitation, the rights of the City to any moneys 
under the MOU, the ARIMOU and the MSA and all Lump Sum Payments, if any, received from Participating 
Manufacturers under the MSA, all subject to and as provided in the Indenture. 

The Series 2006 Bonds are dated, bear interest, mature, are subject to redemption and prepayment 
and are secured as set forth in the Indenture. We have examined certified copies of proceedings of the Corporation 
relating to the issuance of the Series 2006 Bonds and such documents, records and other instruments, including 
counterparts or certified copies of the Indenture and the Sale Agreement, as we deemed necessary to enable us to 
express the opinions set forth below. 

We are of the opinion that: 

1. The Series 2006 Bonds constitute the valid and binding limited obligations of the 
Corporation. 

2. The Indenture has been duly executed and delivered by, and constitutes the valid and 
binding obligation of, the Corporation. The Indenture creates, as security for the Series 
2006 Bonds, a valid pledge of the Collateral, which pledge shall constitute a first lien and 
security interest that attaches to the Collateral upon execution and delivery of the 
indenture, subject to the provisions of the indenture permitting the appiication thereof for 
the purposes and on the terms and conditions set forth in the Indenture. 

3. The Sale Agreement has been duly executed and delivered and constitutes a valid and 
binding agreement of the parties thereto. 



4. The Series 2006 Bonds are not a lien or charge upon the finds or property of the 
Corporation except to the extent of the aforementioned pledge. Neither the credit of the 
State, nor of any public agency of the State, nor of the City is pledged to the payment of 
the principal of, premium, if any, or interest on the Bonds. The Series 2006 Bonds do not 
constitute a debt, liability, charge or obligation of the State, of any public agency of the 
State or of the City. The City is under no obligation to make payments of the principal of 
or premium, if any, or interest on the Series 2006 Bonds in the event that Pledged 
Revenues are insufficient for the payment thereof. 

5 .  Under existing statutes, interest on the Series 2006 Bonds is included in gross income for 
Federal income tax purposes pursuant to the Internal Revenue Code of 1986, as amended 
and is not exempt from personal income taxes imposed by the State of California or any 
political subdivision thereof. 

This opinion is issued as of the date hereof, and we assume no obligation to update, revise or 
supplement this opinion to reflect any action hereafter taken or not taken, or any facts or circumstances, or any 
changes in law or in interpretations thereof, that may hereafter arise or occur, or for any other reason. 

In rendering this opinion, we are advising you that the enforceability of rights and remedies with 
respect to the Series 2006 Bonds, the Indenture and the Sale Agreement may be limited by bankruptcy, insolvency 
and other laws affecting creditors' rights or remedies heretofore or hereafter enacted, and is subject to general 
principles of equity (regardless of whether such enforceability is considered in a proceeding in equity or at law). 

Very truly yours, 



APPENDIX E 

SUMMARY OF PRINCIPAL LEGAL DOCUMENTS 

The following is a summary of certain provisions of the Indenture and the Sale Agreement which 
are not described elsewhere in this Offering Circular. These summaries do not purport to be to be complete or 
definitive and reference should be made to such documents for a full and complete statement of their 
provisions. See "THE SERIES 2006 BONDS" and "SECURITY FOR THE SERIES 2006 BONDS" for 
further descriptions of certain terms and provisions of the Series 2006 Bonds. 

All capitalized terms not defined in this Offering Circular have the meanings set forth in the 
Indenture. 

DEFINITIONS 

The following are definitions of certain terms used in this Offering Circular. 

''Accounts7' means the accounts established and maintained by the Indenture Trustee under the 
Indenture. 

"Accreted Value" means, with respect to any Capital Appreciation Bond, an amount equal to the 
initial principal amount of such Bond, plus interest accrued thereon from its date compounded on each 
Distribution Date, commencing on the first Distribution Date after its issuance (through the maturity date of 
such Bond or in the case of a Convertible Bond, through the applicable Conversion Date) at the Default Rate 
for such Bond, as set forth in the applicable Series Supplement; provided, however, that the Indenture 
Trustee shall calculate or cause to be calculated the Accreted Value on any date other than a Distribution 
Date set forth in the applicable Series Supplement by straight line interpolation of the Accreted Values as of 
the immediately preceding and succeeding Distribution Date. In performing such calculation, the Indenture 
Trustee shall be entitled to engage and rely upon a firm of accountants, consultants or financial advisors with 
appropriate knowledge and experience. 

"Additional Bonds" has the meaning given to such term in the Indenture. 

"ARIMOU" means the Agreement Regarding the Interpretation of the Memorandum of 
Understanding, among the State of California and certain other signatories thereto, as originally executed and 
as it may be amended or supplemented from time to time in accordance with the terms thereof. 

"Authorized Officer" means: (i) in the case of the Issuer, the President, any Vlce President. the 
Treasurer, and any other person authorized to act under the Indenture by appropriate Written Notice to the 
Indenture Trustee, and (ii) in the case of the Indenture Trustee, any officer asslgned to the Corporate Trust 
Office, including any managing director, vice president, assistant vice president, assistant treasurer, assistant 
secretary or any other officer of the Indenture Trustee customarily performing functions similar to those 
performed by any of the above designated officers and having direct responsibility for the administration of 
the Indenture, and also. with respect to a particular matter, any other officer. to whom such matter is referred 
because of such officer's knowledge of and familiarity with the particular subject. 

"Beneficial Owners" means the person in whose name such Bond is recorded as the beneficial 
owner of such Bond by a Participant on the records of such Participant or such person's subrogee. 

"Bond Counsel" means a nationally recognized bond counsel as may be selected by the Issuer for 
the purpose provided for under the Indenture. 

"Bonds" means the Series 2006 Bonds and any Additional Bonds, including any Bonds issued in 
exchange or replacement therefor. 



"Business Day" means any day other than (i) a Saturday or a Sunday or (ii) a day on which banking 
institutions in New York, New York, San Diego, California, or where the Corporate Trust Office is located 
are required or authorized by law to be closed. 

"California Escrow Agent" means Citibank, N.A., acting in its capacity as escrow agent under the 
California Escrow Agreement, or its successor in such capacity, as provided in the California Escrow 
Agreement. 

"California Escrow Agreement" means that certain escrow agreement, dated April 12: 2000, as 
amended by the first amendment to escrow agreement, dated July 19,2001, between the Attorney General of 
the State of California, on behalf of the State and the California Escrow Agent, as originally executed and as 
it may be amended or supplemented from time to time in accordance with the terms thereof. 

"Capital Appreciation B o n d  means a Bond (including. as the context requires, a Convertible Bond 
prior to the applicable Conversion Date), the interest on which is payable at maturity (or, in the case of a 
Convertible Bonds, the interest on which accrues until the Conversion Date) and compounded semiannually 
on each Distribution Date to the Maturity Date, Conversion Date or redemption date thereof, as the case may 
be. 

"Capitalized Interest Account" means the Account of that name established and maintained by the 
Indenture Trustee pursuant to the Indenture. 

"City Tobacco Assets" has the meaning ascribed thereto in the Sale Agreement. 

"Continuing Disclosure Undertaking" means the Continuing Disclosure Undertaking between the 
Issuer and the Indenture Trustee: as dissemination agent thereunder, dated as of June 1, 2006. as amended or 
supplemented in accordance with the terms thereof. 

"Collateral" shall have the meaning ascribed thereto in the Indenture. 

"Collection Account" means the Account of that name established and maintained by the Indenture 
Trustee pursuant to the Indenture. 

"Consent Decree" means that certain consent decree and final judgment entered by the Superior 
Court of the State of California, County of San Diego on December 9, 1998 in Case No. J.C.C.P. 4041. 

"Conversion Date" means the date set forth in a Series Supplement on and after which a Convertible 
Bond is deemed to be a Current Interest Bond. 

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

"Corporate Trust Office" means the office of the Indenture Trustee at which the corporate trust 
business of the Indenture Trustee related thereto shall. at any particular time, be principally administered, 
which office is, at the date of the Indenture, located at 707 Wilshire Blvd., 1 7 ' ~  Floor. Los Angeles, 
California 90017 except that with respect to presentation of Bonds for payment or for registration of transfer 
and exchange such term shall mean the office or agency of the Indenture Trustee at which, at any particular 
time. its corporate trust agency business shall be conducted. 

"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, legal fees and charges, professional consultants' fees. costs of credit ratings, 
governmental charges. including fees and charges of the Issuer in connection with the Bonds, and other costs, 
charges and fees in co~~nection with the foregoing. 



"Costs of Issuance Account" means the Account of that name established and maintained by the 
Indenture Trustee pursuant to the Indenture. 

"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 on each Distribution Date. 

"Debt Service Account" means the Account of that name established and maintained by the 
Indenture Trustee pursuant to the Indenture. 

"Debt Service Reserve Account" means the Account of that name established and maintained by the 
Indenture Trustee pursuant to the Indenture. 

"Debt Service Reserve Requirement" means an amount equal to $9,222,687.50, which requirement 
may be changed in connection with the issuance of Additional Bonds. 

"Default" means an Event of Default without regard to any declaration, notice or lapse of time. 

"Default Rate" has the meaning set forth in the applicable Series Supplement with respect to Capital 
Appreciation Bonds or Convertible Bonds. 

"Defeasance Collateral" means money and (i) non-callable direct obligations of the United States of 
America, non-callable and non-prepayable direct federal agency obligations the timely payment of principal 
of and interest on which are fully and unconditionally guaranteed by the United States of America, non- 
callable direct obligations of the United States of America which have been stripped by the United States 
Treasury itself or by any Federal Reserve Bank (not including "CATS," "TIGRS" and "TRS" unless the 
Issuer obtains Rating Confirmation with respect thereto) and the interest components of REFCORP bonds for 
which the underlying bond is non-callable (or non-callable before the due date of such interest component) 
for which separation of principal and interest is made by request to the Federal Reserve Bank of New York in 
book-entry form, and shall exclude investments in mutual funds and unit investment trusts; 

(i) non-callable and non-prepayable obligations timely maturing and bearing interest 
(but only to the extent that the full faith and credit of the United States of America are pledged to 
the timely payment thereof); 

(ii) non-callable and non-prepayable certificates evidencing ownership of the right to 
the payment of the principal of and interest on obligations described in clause (ii), provided, that 
such obligations are held in the custody of a bank or trust company satisfactory to the Indenture 
Trustee in a segregated tmst account in the trust department separate from the general assets of such 
custodian; 

(iii) bonds or other obligations of any state of the United States of America or any 
agency, instrumentality or local governmental unit of any such state (y) 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 (z) timely 
payment of which is fully secured by a fund consisting only of cash or obligations of the character 
described in clause (i), (ii) or (iii) which fund may be applied only to the payment when due of such 
bonds or other obligations: and 

(iv) non-callable and non-prepayable direct obligations of, or obligations guaranteed 
as to timely payment of principal and interest by, the Federal Home Loan Mortgage Corporation: the 
Federal National Mortgage Association or the Federal Farm Credit System. 

provided, that Defeasance Collateral shall not include obligations of the City. 



"Defeased Bonds" means Bonds the payment of which shall have been provided for pursuant to the 
Indenture. 

"Deposit Date" means a date no later than 2 Business Days following each deposit of Pledged 
Revenues in the Pledged Revenues Subaccount of the Collection Account. 

"Distribution Date" means each June 1 and December 1. commencing on December 1,2006. 

"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. 

"Eligible Investments7' means: 

(i) Defeasance Collateral; 

(ii) direct obligations of, or obligations guaranteed as to timely payment of principal 
and interest by, the Federal Home Loan Mortgage Corporation, the Federal National Mortgage 
Association or the Federal Farm Credit System; 

(iii) demand and time deposits in or certificates of deposit of. or bankers' acceptances 
issued by, any bank or trust company. savings and loan association or savings bank (which may 
include the Indenture Trustee and its affiliates). 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 at least 
A-l+ by S&P, P-1 by Moody's and F1 by Fitch (if then rated by Fitch); 

(iv) certificates, notes, warrants, bonds, obligations or other evidences of indebtedness 
of a state or a political subdivision thereof receiving one of the two highest long term unsecured 
debt ratings (without regard to rating subcategories) by Moody's and Fitch (if then rated by Fitch); 

(v) commercial or finance company paper (including both non-interest-bearing 
discount obligations and interest bearing obligations payable on demand or on a specified date not 
more than 270 days after the date of purchase thereof) that is rated at the time of purchase A-l+ by 
S&P, P-1 by Moody's and F1 by Fitch (if then rated by Fitch); 

(vi) repurchase agreement with respect to any security described in clause (i) or (ii) 
above entered into with a primary dealer, depository institution or trust company (acting as 
principal) rated at least A-l+ by S&P, P-1 by Moody's and F1 by Fitch (if then rated by Fitch) (if 
payable on demand or on a specified date no more than three months after the date of issuance 
thereof), or rated at the time such agreement is entered into by each Rating Agency maintaining a 
rating thereon in one of its three highest long-term rating categories, or collateralized by securities 
described in clause (i) or (ii) above with any registered brokerldealer or with any domestic 
commercial bank whose long-term debt obligations are rated "investment grade" by each Rating 
Agency maintaining a rating thereon; provided that (1) a written agreement governs the transaction, 
(2) the securities are held, free and clear of any lien, by the Indenture Trustee or an independent 
third party acting solely as agent for the Indenture Trustee, and such third party is (a) a Federal 
Reserve Bank, or (b) a member of the Federal Deposit Insurance Corporation that has combined 
surplus and undivided profits of not less than $25 million, and the Indenture Trustee shall have . . received ~ r i t i e i j  ~oi if i r~at ioi i  from wch third pafly that i: ha!& such scwitics, ficc and c!ear of 
any lien, as agent for the Indenture Trustee, (3) the agreement has a term of thirty days or less, or the 
Indenture 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 percent 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 at least P-1 by Moody's, A-l+ by S&P and F1 by Fitch (if then rated by Fitch) at the time of 
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 percent of the aggregate principal amount of all Eligible Investments then 
held; 

(viii) units of taxable money market funds which funds are regulated investment 
companies and seek to maintain a constant net asset value per share and have been rated at least Aal 
by Moody's and at least AAm or AAm-G by S&P and at least AA by Fitch (if then rated by Fitch). 
including if so rated any such fund which the Indenture Trustee or an affiliate of the Indenture 
Trustee serves as an investment advisor, administrator, shareholder, servicing agent andlor 
custodian or sub-custodian. notwithstanding that (x) the Indenture Trustee or an affiliate of the 
Indenture Trustee charges and collects fees and expenses (not exceeding current income) from such 
funds for services rendered, (y) the Indenture Trustee charges and collects fees and expenses for 
services rendered pursuant to the Indenture, and (z) services performed for such funds and pursuant 
to the Indenture may converge at any time (the Issuer specifically authorizes the Indenture Trustee 
or an affiliate of the Indenture Trustee to charge and collect all fees and expenses from such hnds  
for services rendered to such funds, in addition to any fees and expenses the Indenture Trustee may 
charge and collect for services rendered pursuant to the Indenture); 

(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 long-term rating categories, if the Issuer has an option to terminate such agreement 
in the event that such rating is downgraded below the then rating on the Bonds, or if not so rated, 
then collateralized by securities described in clause (i) or (ii) above with any registered 
brokerldealer 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 maintaining a rating thereon; 
provided that (1) a written ayreement governs the transaction, (2) the securities are held, free and 
clear of any lien, by the Indenture Trustee or an independent third party acting solely as agent for 
the Indenture Trustee: and such third party is (a) a Federal Reserve Bank: or (b) a member of the 
Federal Deposit Insurance Corporation that has combined surplus and undivided profits of not less 
than $25 million, and the Indenture Trustee shall have received written confirmation from such third 
party that it holds such securities, free and clear of any lien, as agent for the Indenture Trustee, 
(3) the agreement has a term of thirty days or less, or the Indenture Trustee or its custodian will 
value the collateral securities no less frequently than monthly and will liquidate the collateral 
securities if any deficiency in the required collateral percentage is not restored within five Business 
Days of such valuation, and (4) the fair market value of the collateral securities in relation to the 
amount of the obligation, including principal and interest, is equal to at least 102 percent or? if 
greater, the amount then required by S&P in order that the ratings then assigned by S&P to the 
Bonds wi!! ao: be !owered or suspefided; am! 

(x) other obligations or securities that are non-callable and that are acceptable to each 
Rating Agency; 

provided, that no Eligible Investment nlay (a) except for Defeasance Collateral, evidence the right to receive 
only interest with respect to the obligations underlying such instrument or (b) 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; and provided further. that Eligible Investments shall not include any obligations of the City. 

"Event of Default" means an event specified in the Indenture. 

"Extraordinary Prepayment'' means payment of Bonds pursuant to the provisions of the Indenture 
relating to extraordinary prepayment upon Event of Default. 

"Extraordinary Prepayment Account" means the Account of that name established and maintained 
by the Indenture Trustee pursuant to the provisions of the Indenture. 

"Fiduciary" means the Indenture Trustee and each Paying Agent, if any. 

"Fiscal Year" means each 12-month period ending each June 30. 

"Fitch" means Fitch Ratings or its successor; references to Fitch are effective so long as Fitch is a 
Rating Agency. 

"Indenture" means the Indenture. as originally executed and as it may be amended or supplemented 
from time to time in accordance with the terms of the Indenture. 

"Indenture Trustee" means Wells Fargo Bank: National Association, a national association 
organized and existing under the laws of the United States, acting in its capacity as trustee under the 
Indenture, or its successor. as provided in the Indenture. 

"Issuer" means the City of San Diego Tobacco Settlement Revenue Funding Corporation, a 
nonprofit public benefit corporation organized under the California Nonprofit Public Benefit Corporation 
Law. 

"Lump Sum Payment" means a payment received by the Indenture Trustee from one or more of the 
PMs that results in. or is due to. a release of such PMs from all or any portion of their future payment 
obligations under the MSA. 

"Lump Sum Prepayment Account" means the Account of that name established and maintained by 
the Indenture Trustee pursuant to the Indenture. 

"Master Settlement Agreement" or "MSA" means the Master Settlement Agreement entered into on 
November 23, 199S1 among the attorneys general of 46 states, 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 and the OPMs, as originally executed and as it may be amended or supplemented from time 
to time in accordance with the terms thereof. 

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

"Moody's" means Moody's Investors Service or its successor; references to Moody's are effective 
so long as Moody's is a Rating Agency. 

"MOU" means the Memorandum of Understanding, dated August 5 ,  1998, among the Attorney 
General's Office of the State of California and certain other signatories thereto, as originally executed and as 
it may be amended or supplemented from time to time in accordance with the terms thereof. 

"Officer's Certificate" means a certificate signed by an Authorized Officer of the Issuer. 



"Operating Account" means the Account of that name established and maintained by the Indenture 
Trustee pursuant to the Indenture. 

"Operating Cap" means $200,000 in the 2006 calendar year, of which $200,000 is inflated in each 
following calendar year by the Inflation Adjustment Percentage as defined in the MSA, plus arbitrage 
payments, rebate, and penalties specified in an Officer's Certificate. 

"Operating Expenses" means operating and administrative expenses of the Issuer (including the cost 
of preparation of accounting and other reports, costs of maintenance of the ratings on the Bonds, insurance 
premiums and costs of annual meetings or other required activities of the Issuer). fees and expenses incurred 
for the Indenture Trustee, any Paying Agents, professional consultants and fiduciaries. termination payments 
on investment contracts or investment agreements for Accounts or on forward purchase contracts for 
investments in Accounts, and the costs related to enforcement of the Seller's rights under the MOU or the 
ARIMOU, or the Issuer's or the Indenture Trustee's enforcement rights with respect to the Indenture, the 
Sale Agreement or the Bonds, and all other expenses so identified as Operating Expenses in the Indenture. 

" O P M  means an Original Participating Manufacturer, as defined in the MSA. 

"Outstanding," when used as to Bonds or a Series thereof, as the context requires, means Bonds 
issued under the Indenture, excluding: (i) Bonds that have been exchanged or replaced, or delivered to the 
lndenture Trustee for credit against a principal payment; (ii) Bonds that have been paid in full; (iii) Bonds 
that have become due and for the payment of which money has been duly provided to the Indenture Trustee 
for deposit in the Debt Service Account; (iv) Bonds the payment of which shall have been provided for 
pursuant to the provisions of the Indenture relating to defeasance; and (v) for purposes of any consent or 
other action to be taken by a specified percentage of Owners under the Indenture. 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. 

"Participant" means the participants of DTC which include securities brokers and dealers, banks, 
trust companies? clearing corporations and certain other organizations. 

"Paying Agent" means each Paying Agent designated from time to time pursuant to the Indenture. 

"Person" means any individual, corporation, estate. partnership, joint venture, association. joint 
stock company, limited liability company, trust, unincorporated organization. government or any agency or 
political subdivision thereof, or any other entity of any type. 

"Pledged Portion" means: with respect to each Lump Sum Payment, the fraction thereof equal to (x) 
the aggregate principal amount of Series 2006 Bonds that are Outstanding on the date of receipt of such 
Lump Sum Payment by the Indenture Trustee, divided by (y) the initial aggregate principal amount of the 
Series 2006 Bonds. 

"Pledged Revenues" means all Tobacco Settlement Revenues and all fees, charges, payments, 
proceeds, collections, investment earnings and other income and receipts paid or payable to the Issuer or the 
lndenture Trustee for the account of the Issuer or the Owners and Lump Sum Payments, other than 
Unencumbered Revenues. 

"Pledged Revenues Subaccount" means the subaccount so designated and established within the 
Collection Account pursuant to the Indenture. 

"PM" means a Participating Manufacturer, as defined in the MSA. 



"Pro Rata" means, for an allocation of available amounts to any payment of interest or principal to 
be made under the Indenture, the application of a fraction to such available amounts (a) the numerator of 
which is equal to the amount due to the respective Owners to whom such payment is owing, and (b) the 
denominator of which is equal to the total amount due to all Owners to whom such payment is owing. 

"Purchase Price" has the meaning ascribed thereto in the Sale Agreement. 

"Rating Agency" means, with respect to the Bonds, each nationally recognized securities rating 
service that has: at the request of the Issuer, assigned a rating then in effect for the Bonds. 

"Rating Confirmation" means, with respect to any Bonds that are assigned a rating from a Rating 
Agency at the request of the Issuer, written evidence from each such Rating Agency that no such Bond rating 
then in effect from such Rating Agency will be withdrawn, reduced or suspended solely as a result of an 
action to be taken under the Indenture. 

"Record Date" means the 15th day of the calendar month preceding a Distribution Date; provided 
that the Issuer or the Indenture 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 
Indenture Trustee. 

"Residual Certificate" shall have the meaning ascribed thereto in the Sale Agreement. 

"Residual Trust" shall have the meaning ascribed thereto in the Sale Agreement. 

" S & P  means Standard & Poor's Ratings Services, a division of The McGraw-Hill Companies, Inc., 
or its successor; references to S&P are effective so long as S&P is a Rating Agency. 

"Sale Agreement" means the Sale Agreement, dated as of June 1, 2006, between the Seller and the 
Issuer, as originally executed and as it may be amended or supplemented from time to time in accordance 
with the terms thereof. 

"Seller9' means the City. 

"Series 2006 Bonds" means the Issuer's $105,400,000 Tobacco Settlement Asset-Backed Bonds, 
Series 2006A, including any Bonds issued in exchange or replacement therefor. 

"Series 2006 Supplement" means the Series Supplement authorizing the Bonds. 

"Series Supplement" means the Series 2006 Supplement and any other Supplemental Indenture. 

"Sold City Tobacco Assets" has the meaning ascribed thereto in the Sale Agreement. 

"State" means the State of Califonlia. 

"Supplemental Indenture" means a Series Supplement or supplement hereto executed and delivered 
in accordance with the terms hereof. 

"Term Bonds" means the Bonds so identified in a Series Supplement. 

"Tobacco Settlement Revenues" means payments (not including Lump Sum Payments) due to the 
City pursuant to the MOU, the ARIMOU. the MSA and the Consent Decree. 

"Turbo Redemption Account" means the Account of that name established and maintained by the 
Indenture Trustee pursuant to the Indenture. 



"Turbo Redemption Payments" means the payments to redeem Term Bonds from amounts on 
deposit in the Turbo Redemption Account pursuant to the applicable Series Supplement. 

"Unencumbered Portion" means, with respect to each Lump Sum Payment, the amount of such 
Lump Sum Payment in excess of the Pledged Portion of such Lump Sum Payment. 

"Unencumbered Revenues" means the portion of the Tobacco Settlement Revenues and of each 
Lump Sum Payment deposited in the Collection Account and payable to the holder of the Residual 
Certificate pursuant to the Indenture. 

"Unencumbered Revenues Subaccount" means the subaccount so designated and established within 
the Collection Account pursuant to the Indenture. 

"Written Notice", "written notice" or "notice in writing" means notice in writing which may be 
delivered by hand or first class mail and also means facsimile transmission. 

THE INDENTURE 

The Indenture sets forth the terms of the Bonds: the nature and extent of the security, various rights 
of the Bondholders; rights, duties and immunities of the Indenture Trustee and the rights and obligations of 
the Issuer. Certain provisions of the Indenture are summarized below. This summary does not purport to be 
complete or definitive and is qualified in its entirety by reference to the full terms of the Indenture. 

Members and State Not Liable on Bonds; Limited Obligation of Issuer 

The Bonds are limited obligations of the Issuer, payable from and secured solely by Pledged 
Revenues and the other Collateral pledged under the Indenture. The Owners have no recourse to other assets 
of the Issuer, including, but not limited to. any assets pledged to secure payment of any other debt obligation 
of the Issuer. If: notwithstanding the limitation on recourse described in the preceding sentence, any Owners 
are deemed to have an interest in any asset of the Issuer pledged to the payment of other debt obligations of 
the Issuer, the Owners' interest in such asset shall be subordinate to the claims and rights of the holders of 
such other debt obligations and the Indenture will constitute a subordination agreement for purposes of 
Section 5 10(a) of the U.S. Bankruptcy Code. The Bonds do not constitute a charge against the general credit 
of the Issuer or the City, and under no circumstances shall the Issuer or the City be obligated to pay the 
principal of, premium, if any, or interest on the Bonds. except from the Collateral pledged therefor under the 
Indenture. 

Under no circumstances shall the Owners have any recourse at any time and for any reason to any 
assets, income or revenues of the City. Neither the credit of the State, nor of any public agency of the State 
nor of the City is pledged to the payment of the principal of, premium, if any, or interest on the Bonds. The 
Bonds do not constitute a debt, liability, charge or obligation of the State, of any public agency of the State or 
of the City. The City is under no obligation to make payments of the principal, interest, redemption 
premium, if any, with respect to the Bonds in the event that Pledged Revenues are insufficient for the 
payment thereof. 

Security Interest and Pledge 

In order to secure payment of the Bonds and, to the extent specified in the Indenture, the Residual 
Trust, all with the respective priorities specified in the Indenture, the Issuer pledges to the Indenture Trustee, 
and grants to the Indenture Trustee a first lien and security interest in, all of the Issuer's right, title and 
interest, whether now owned or hereafter acquired, in, to and under: (a) the Issuer's rights and obligations 
with respect to the Sale Agreement, including but not limited to the right to receive the Sold City Tobacco 
Assets; (b) the Sold City Tobacco Assets; (c) the Accounts. all money, instruments, investment property, or 
other property credited to or on deposit in the Accounts. and all investment earnings on amounts on deposit 
in or credited to the Accounts; (d) 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 and other 
property which at any time constitute all or part of or are included in the proceeds of any of the foregoing; 
and (e) all proceeds of the foregoing. The property described in the preceding sentence is referred to in the 
Indenture as the "Collateral." Except as specifically provided in the Indenture, the Collateral does not 
include (i) any rights in or to the Unencumbered Revenues, or (ii) 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 will implement, protect 
and defend this grant of a security interest and pledge by all appropriate legal action; the cost thereof to be an 
Operating Expense. 

The foregoing pledge, grant and security interest shall secure the payment of the Bonds and the 
Residual Certificate with the respective priorities specified in the Indenture. 

Redemption and Prepayment of the Bonds 

The Issuer may redeem or prepay Bonds at its option in accordance with their terms and the terms of 
the Indenture and the related Series Supplement and shall redeem or prepay Bonds as provided in the 
Indenture and the Bonds. When Current Interest Bonds are called for redemption or prepayment, the accrued 
interest thereon shall become due on the redemption or prepayment date. To the extent not otherwise 
provided, the Issuer shall deposit with the Indenture Trustee on or prior to the redemption or prepayment date 
a sufficient sum to pay principal of, redemption or prepayment premium, if any, and accrued interest on: the 
Bonds to be redeemed on such redemption or prepayment date. 

There shall be applied to or credited against the principal amount of Outstanding Bonds the 
principal amount of any such Bonds that have been defeased, purchased, prepaid or redeemed and not 
previously so applied or credited. 

When a Bond is to be redeemed or prepaid prior to its stated maturity date, the Indenture Trustee 
shall give notice in the name of the Issuer, which notice shall identify the Bonds to be redeemed or prepaid. 
state the date fixed for redemption or prepayment and state that such Bonds will be redeemed or prepaid at 
the Corporate Trust Office of the Indenture Trustee or a Paying Agent. The notice shall hrther state that on 
such date fixed for redemption or prepayment there shall become due and payable upon each Bond to be 
redeemed or prepaid the redemption or prepayment price thereof, together with interest accrued to the 
redemption or prepayment date, and h a t  money therefor having been deposited with the Indenture Trustee or 
Paying Agenti from and after such date, interest on such Bond shall cease to accrue. The Indenture Trustee 
shall give 15 days notice by mail, or otherwise transmit the redemption or prepayment notice in accordance 
with any appropriate provisions of the Indenture, to the Owners of any Bonds which are to be redeemed or 
prepaid, at their addresses shown on the registration books of the Indenture Trustee. Such notice may be 
waived by any Owners holding Bonds to be redeemed or prepaid. Failure by a particular Owner to receive 
notice, or any defect in the notice to such Owner, shall not affect the redemption or prepayment of any other 
Bond. The Indenture Trustee shall not send notice to Owners of any optional redemption of Bonds unless the 
Indenture Trustee has on deposit a sum sufficient to pay principal of, redemption premium, if any, and 
accrued interest on, the Bonds to be redeemed on the date fixed for redemption. Any notice of redemption or 
prepayment given pursuant to the Indenture may be rescinded by written notice to the Indenture Trustee by 
the Issuer no !ater than 5 days prior to the date specified for redemption or prepaym-snt. The Inctentl~re 
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 or prepayment was given as described in this paragraph. 

If less than all the Outstanding Bonds of a maturity are to be redeemed or prepaid, the particular 
Bonds to be redeemed or prepaid shall be selected by the Indenture Trustee by such method as it shall deem 
fair and appropriate, and the Indenture Trustee may provide for the selection for redemption or prepayment 



of portions (equal to any authorized denominations) of the principal of Bonds of a denomination larger than 
the minimum authorized denomination. 

Investments 

Pending its use under the Indenture, money in the Accounts may be invested by the Indenture 
Trustee in Eligible Investments and shall be so invested pursuant to written direction of the Issuer if there is 
not then an Event of Default actually known to an Authorized Officer of the Indenture Trustee. Eligible 
Investments shall mature or be redeemable at the option of the Issuer on or before the Business Day 
preceding each next succeeding Distribution Date: except to the extent that other Eligible Investments timely 
mature or are so redeemable in an amount sufficient to make payments pursuant to the Indenture on each 
such next succeeding Distribution Date. Investments shall be held by the Indenture Trustee in the respective 
Accounts and shall be sold or redeemed to the extent necessary to make payments or transfers from each 
Account. The Indenture Trustee shall not be liable for any losses on investments made at the direction of the 
Issuer. 

In computing the amount in any Account, the value of Eligible Investments shall be determined as 
of each Deposit Date and shall be calculated as follows: 

(1) as to investments the bid and asked prices of which are published on a regular 
basis in The Wall Street Journal (or, if not there, then in The New York Times): the average of the 
bid and asked prices for such investments so published on or most recently prior to such time of 
determination; 

(2) as to investments the bid and asked prices of which are not published on a regular 
basis in The Wall Street Journal or The New York Times: the average bid price at such time of 
determination for such investments by any two nationally recognized dealers making a market in 
such investments (selected by the Indenture Trustee in its absolute discretion) or the bid price 
published by a nationally recognized pricing service; 

(3) as to certificates of deposit and bankers acceptances: the face amount thereof, 
plus accrued interest; 

(4) as to any investment not specified above: the value thereof established by prior 
agreement between the Issuer and the Indenture Trustee (with written notice to each Rating Agency 
of such agreement); and 

(5) alternatively, the value of the Eligible Investments shall be determined as of the 
end of each month by the manner currently employed by the Indenture Trustee or any other manner 
consistent with industry standard. 

The Indenture Trustee may hold undivided interests in Eligible Investments for more than one 
Account (for which they are eligible) and may make interfund transfers in kind. 

The Indenture Trustee shall not in any way be held liable for any loss on any investment made in 
accordance with the Indenture. 

If the Issuer shall have failed to give investment directions to the Indenture Trustee: then the 
Indenture Trustee shall invest the funds in the Accounts in investments specified in subsection (viii) of the 
definition of Eligible Investments and that mature on or prior to the next Distribution Date. 

All income or other gain from investments in an Account held by the Indenture Trustee shall be 
deposited in such Account immediately on receipt: and any loss resulting from such investments shall be 
charged to the Issuer. 



Unclaimed Money 

Except as may otherwise be required by applicable law, in case any money deposited with the 
Indenture Trustee or a Paying Agent for the payment of the principal of, or interest or premium, if any, on 
any Bond remains unclaimed for two years after such principal, interest or premium has become due and 
payable, the Fiduciary shall pay over to the Issuer the amount so deposited and thereupon the Fiduciary shall 
be released from any further liability under the Indenture with respect to the payment of principal, interest or 
premium and the Owner of such Bond shall be entitled (subject to any applicable statute of limitations) to 
look only to the Issuer as an unsecured creditor for the payment thereof. 

Contract; Obligations to Beneficiaries 

In consideration of the purchase and acceptance by those who hold the same of any or all of the 
Bonds from time to time, the provisions of the Indenture shall be a part of the contract of the Issuer with the 
Owners. The pledge and grant of a security interest made in the Indenture and the covenants in the Indenture 
set forth to be performed by the Issuer shall be for the equal benefit, protection and security of the Owners of 
the same priority. 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 to the Indenture. 

The Issuer covenants to pay when due all sums payable on the Bonds, but only from the Pledged 
Revenues and other Collateral designated in the Indenture, subject only to the Indenture. The obligation of 
the Issuer to pay principal, interest and 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. 

The Issuer represents that it is duly authorized pursuant to law to create and issue the Bonds, to enter 
into the Indenture and to pledge and grant a security interest in the Pledged Revenues and other Collateral as 
provided in the Indenture. The Pledged Revenues and other Collateral are and will be free and clear of any 
pledge, lien, security interest, charge or encumbrance thereon or with respect thereto prior to, or of equal rank 
with, the pledge and security interest created by the Indenture. and all action on the part of the Issuer to that 
end has been duly and validly taken. The Bonds and the provisions of the Indenture are and will be the valid 
and binding obligations of the Issuer in accordance with their terms. subject to bankruptcy, insolvency, 
reorganization, arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting 
creditors' rights, to the application of equitable principles and to the exercise of judicial discretion in 
appropriate cases. 

Operating Expenses 

The Issuer shall pay its Operating Expenses to the parties entitled thereto, but only to the extent that 
funds are available for such purpose as provided in the Indenture. 

Accounts and Reports 

The Issuer shall: 

(a) cause to be kept books of account in which complete and accurate entries shall be 
made of its transactions relating to all Accounts under the Indenture, which books shall at all 
reasonabie times be subjecr ro the inspection of the indenture Trustee and the Owners of at ieabi 25 
percent of the aggregate principal amount of Bonds then Outstanding or their representatives duly 
authorized in writing: 

(b) annually, within 285 days after the close of each Fiscal Year, deliver to the 
Indenture 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; 



(c) cause the Indenture Trustee to keep in effect (which the Indenture Trustee agrees 
under the Indenture to keep in effect) at all times an accurate and current schedule of all debt service 
paid or to be payable during the life of then Outstanding Bonds; and 

(d) at least one Business Day prior to each Distribution Date, cause the Indenture 
Trustee to provide (which the Indenture Trustee agrees to provide under the Indenture) to each 
Rating Agency and the Issuer a statement indicating: 

(1) the Outstanding Bonds on such Distribution Date; 

(2) the amount of interest to be paid to Owners of the Bonds on such 
Distribution Date; 

(3) the Term Bonds to be redeemed from amounts on deposit in the Turbo 
Redemption Account on such Distribution Date; and 

(4) the amount on deposit in each Account as of such Distribution Date. 

Continuing Disclosure Undertaking 

The Issuer covenants and agrees that it will comply with and carry out all of the provisions of the 
Continuing Disclosure Undertaking applicable to each party. Notwithstanding any other provision of the 
Indenture, failure of the Issuer or the City, as dissemination agent under the Continuing Disclosure 
Undertaking, to comply with the Continuing Disclosure Undertaking shall not be considered an Event of 
Default, and the rights and remedies provided by the Indenture upon the occurrence of such a default or an 
Event of Default shall not apply to any such failure, but the Continuing Disclosure Undertaking may be 
enforced only as provided in the Continuing Disclosure Undertaking. 

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 Outstanding Bonds from at least one nationally 
recognized statisticaI rating organization. 

Affirmative Covenants 

Punctual Payment. The Issuer shall duly and punctually pay debt senice on the Bonds in 
accordance with the terms of the Bonds and the Indenture. 

Maintenance of Existence. The Issuer shall keep in full effect its existence: rights and franchises as 
a public entity under the laws of the State. 

Protection of Collateral. The Issuer shall from time to time execute and deliver all documents and 
instruments, and will take such other action, as is necessary or advisable to: ( I )  maintain or preserve the lien 
and security interest (and the priority thereof) of the Indenture; (2) perfect or protect the validity of any grant 
made or to be made by the Indenture; (3) preserve and defend title to the Pledged Revenues and the 
Collateral and the rights of the Indenture Trustee, on behalf of the Owners, in the Collateral against the 
claims of all Persons and parties, including the challenge by any party to the validity or enforceability of the 
MSA, the MOU and the ARIMOU, the Indenture, the Sale Agreement or the performance by any party 
thereunder; (4) enforce the 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. 

Performance of Obligations. The Issuer ( 1 )  shall diligently pursue any and all actions to enforce its 
rights under each instrument or agreement included in the Collateral 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 Indenture, the Sale 
Agreement, the MOU or the ARIMOU. 

Notice of Events of Default. The Issuer shall give the Indenture Trustee and the Rating Agencies 
prompt written notice of each Event of Default under the Indenture. 

Other. The Issuer shaII: 

(i) conduct its own business in its own name and not in the name of any other Person 
and correct any known misunderstandings 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) conduct all transactions with any other Person strictly on an arm's-length basis, 
allocate all overhead expenses (including 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; 

(iv) observe all formalities as a distinct entity, and ensure that all actions relating to 
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 Directors: 

(v) 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; 

(vi) cause any financial statements required of the Issuer to be prepared in accordance 
with generally accepted accounting principles and be audited annually; 

(vii) maintain separate financial statements; provided, however: that to the extent the 
Issuer's assets may be included in a consolidated financial statement of the City, appropriate 
notation shall be made on such statements to indicate that the property and other assets of the Issuer 
are held by an entity whose organizational purpose is to acquire such assets, and in such statements 
the property and assets of the Issuer shall be set forth in a manner such that they may be reasonably 
distinguished from those of the City; 

(viii) file its own tax or tax information returns, if any, as may be required under 
applicable law, or if the Issuer is part of a consolidated group for purpose of filing tax returns: the 
Issuer will cause itself to be shown on such returns as a separate member of such group whose 
assets are not available to satisfy any obligations of any other member of such group, and pay any 
taxes so required to be paid under appiicabie iaw. 

(ix) only maintain bank accounts or other depository accounts to which the Issuer 
alone is the account part). 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); 



(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 its 
organizational 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 under the Indenture and the Sale 
Agreement, (3) the incurrence of operating expenses in the ordinary course of business of the type 
otherwise contemplated by the Indenture and the Sale Agreement, and (4) the incurrence of 
obligations payable solely from specified assets of the Issuer not subject to the lien of the Indenture 
and the holders of which expressly have no recourse to any other assets of the Issuer in the event of 
non-payment; and 

(xii) object in any relevant bankruptcy case to the consolidation of the assets of the 
Issuer with those of the Seller. 

Negative Covenants 

Sale of Assets. Except as expressly permitted by the 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 the Indenture. 

No SetofJ: The Issuer shall not claim any credit on, or make any deduction from the principal of or 
premium, if any, or interest on, the Bonds or assert any claim against any present or former Owner by reason 
of payment of taxes levied or assessed upon any part of the Collateral. 

Liquidation. The Issuer shall not terminate its existence or dissolve or liquidate in whole or in part. 

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

Limitations on Consolidarion, Merger, Sale of Assets, Etc. The Issuer shall not consolidate or merge 
with or into any other Person, or convey or transfer all or substantially all of its properties or assets. other 
than the assignment and pledge of the Collateral as provided in the Indenture. 

Restricted Paynzents. The Issuer shall not, directly or indirectly, make distributions from the 
Collection Account except in accordance with the Indenture. 

Trustee's Organization, Authorization, Capacity and Responsibility 

The Indenture 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 engage in the trust business within the 
State, including the capacity to exercise the powers and duties of the Indenture Trustee under the Indenture, 
and that by proper corporate action it has duly authorized the execution and delivery of the Indenture. 

The duties and responsibilities of the Indenture Trustee shall be as provided by law and as set forth 
in the Indenture. Notwithstanding the foregoing, no provision of the Indenture shall require the Indenture 
Trustee to expend or risk its own funds or otherwise incur any financial liability in the performance of any of 
its duties under the Indenture, 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 Indenture Trustee shall make the 



payments and distributions required by the Indenture without requiring that any indemnity be provided to it. 
Whether or not therein expressly so provided, every provision of the Indenture relating to the conduct or 
affecting the liability of or affording protection to the Indenture Trustee shall be subject to the provisions of 
the Indenture. 

As Trustee under the Indenture: 

(1) the Indenture 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, facsimile 
transmission, electronic mail. 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 Indenture Trustee need not investigate any fact or matter stated in the document, 
but the Indenture Trustee, in its discretion, may make such hrther inquiry or investigation into such 
facts or matters as it may see fit; 

(2) before the Indenture Trustee acts or refrains from acting. it may require an 
Officers' Certificate and/or an opinion of counsel. The Indenture 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 the Indenture the Indenture 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 under the Indenture, such matter (unless other evidence in respect thereof be specifically 
prescribed in the Indenture) may, in the absence of negligence or bad faith on the part of the 
Indenture Trustee, be deemed to be conclusively proved and established by an Officers' Certificate 
delivered to the Indenture Trustee, and such certificate. in the absence of negligence or bad faith on 
the part of the Indenture Trustee: shall be full warrant to the Indenture Trustee for any action taken, 
suffered or omitted to be taken by it under the provisions of the Indenture upon the faith thereof; 

(3) any request, direction, order or demand of the Issuer mentioned in the Indenture 
shall be sufficiently evidenced by an Officers' Certificate (unless other evidence in respect thereof 
be specifically prescribed in the Indenture); and any Issuer resolution may be evidenced to the 
Indenture Trustee by a copy thereof certified by the secretary or an assistant secretary of the Issuer; 

(4) prior to the occurrence of an Event of Default under the Indenture and after the 
curing or waiving of all Events of Default, the Indenture Trustee shall not be bound to make any 
investigation into the facts or matters stated in any resolution, certificate, Officers' Certificate, 
opinion of counsel, Issuer resolution, statement, instrument: opinion, report: notice, request, consent, 
order, facsimile transmission, electronic mail, approval, appraisal, bond, debenture, note, coupon, 
security, or other paper or document unless requested in writing so to do by a majority of the 
principal amount of the Bonds affected and then Outstanding; and if the payment within a 
reasonable time to the Indenture 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 Indenture Trustee: not reasonably 
assured to the Indenture Trustee by the security afforded to it by the terms of the Indenture, the 
Indenture Trustee may require indemnity satisfactory to it against such expenses or liabilities as a 
condition to proceeding; 

(5) the Indenture Trustee shall be under no obligation to exercise any of the rights or 
powers vested in it by the Indenture at the request or direction of the Issuer or Owners, unless the 
Iswcr or Owners sha!! have offered to the Indenp~re Tr~s tee  reasonabje sec~ritjr or inder2it-j 
against the costs, expenses and liabilities which might be incurred by it in compliance with such 
request or direction; provided, that the Indenture Trustee shall make the payments and distributions 
required by the Indenture without requiring any indemnity be provided to it; 

(6) the Indenture Trustee may execute any of the trusts or powers under the Indenture 
or perform any duties under the Indenture either directly or by or through agents or attorneys; 



(7) the recitals contained in the Indenture, except any such recitals relating to the 
Indenture Trustee, shall be taken as the statements of the Issuer, and the Indenture Trustee assumes 
no responsibility for their correctness. The Indenture Trustee makes no representation as to the 
validity or sufficiency of the Indenture; 

(8) money held by the Indenture Trustee in trust under the Indenture shall be 
segregated from other trust funds to the extent required in the Indenture or if required by law; 

(9) the Indenture Trustee, in the absence of negligence, bad faith or willful 
misconduct on its part, may conclusively rely, as to the truth of the statements and the correctness of 
the opinions expressed therein, upon certificates or opinions furnished pursuant to and conforming 
to the requirements of the Indenture; but in the case of any such certificates or opinions which by 
any provision of the Indenture are specifically required to be furnished to the Indenture Trustee, 
shall be under a duty to examine the same to determine whether or not they conform to the 
requirements of the Indenture; and 

(10) the Indenture Trustee shall, prior to an Event of Default, and after the curing of all 
Events of Default which may have occurred, perform such duties and only such duties as are 
specifically set forth in the Indenture. The Indenture Trustee shall, during the existence of any 
Event of Default (which has not been cured), exercise such of the rights and powers vested in it by 
the Indenture, and use the same degree of care and skill in their exercise, as prudent persons would 
exercise or use under the circumstances in the conduct of their own affairs. 

Rights and Duties of the Fiduciaries 

All money and investments received by the Fiduciaries under the 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 of the Indenture. 

The Fiduciaries shall keep proper accounts of their transactions pursuant to the Indenture (separate 
from its other accounts), which shall be open to inspection on reasonable notice by the Issuer and its 
representatives duly authorized in writing. 

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 pursuant to the Indenture, except to make them available for inspection by 
Owners. 

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 the Indenture and reasonably 
believed by it to be genuine. A Fiduciary shall not be liable for any action taken or omitted to be taken by it 
in good faith and reasonably believed by it to be within the discretion or power conferred upon it. or taken by 
it pursuant to any direction or instruction by which it is governed under the Indenture or omitted to be taken 
by it by reason of the lack of direction or instruction required for such action, or be responsible for the 
consequences of any error of judgment reasonably made by it. When any payment or consent or other action 
by a Fiduciary is called for by the Indenture, the Fiduciary may defer such action pending receipt of such 
evidence, if any, as it may reasonably require in support thereof; except that the Indenture Trustee and any 
Paying Agent shall make the payments and distributions required by the Indenture without requiring that any 
hrther evidence be provided to it. A permissive right or power to act shall not be construed as a requirement 
to act. 

Nothing in the 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 of the Indenture or from the exercise of the Indenture Trustee's rights under the Indenture. 



The Fiduciaries may be or become the Owner of or trade in the Bonds with the same rights as if they 
were not the Fiduciaries. 

Unless otherwise specified by Series Supplement, the Fiduciaries shall not be required to furnish 
any bond or surety. 

The Issuer shall. as and only as an Operating Expense, indemnify and save each Fiduciary harmless 
against any expenses and liabilities (including reasonable legal fees and expenses) that it may incur in the 
exercise of its duties under the Indenture and that are not due to its negligence, willful misconduct or bad 
faith. These indemnifications shall survive the discharge of the Indenture or the earlier resignation or 
removal of such Fiduciary. 

Nothing in the Indenture shall relieve any Fiduciary of responsibility for its negligence, bad faith or 
willful misconduct. 

Paying Agents 

The Issuer designates the Indenture 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 each Rating Agency. The Issuer shall designate a 
successor if the Indenture Trustee ceases to serve as Paying Agent. Each Paying Agent shall be a bank, 
national banking association or trust company eligible under the laws of the State, and shall have (together 
with its corporate parent, if applicable) 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 Indenture Trustee as Paying Agent in writing to each Owner shown on the 
books of the Indenture Trustee. A Paying Agent may but need not be the same Person as the Indenture 
Trustee. Unless otherwise provided by the Issuer, the Indenture Trustee as Paying Agent shall act as registrar 
and transfer agent, in accordance with the Indenture. 

Resignation or  Removal of the Indenture Trustee 

The Indenture Trustee may resign on not less than 30 days written notice to the Issuer, the Owners 
and each Rating Agency. The Indenture 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 
by the Indenture. The Indenture Trustee shall be removed if rated below investment grade by each Rating 
Agency and each successor Trustee shall have an investment grade rating from each Rating Agency. The 
Indenture Trustee may be removed with cause or without cause so long as no Event of Default has occurred 
and is continuing by written notice from the Issuer (if not in Default) or a majority of the principal amount of 
the Outstanding Bonds to the Indenture Trustee and the Issuer. Such resignation or removal shall not take 
effect until a successor has been appo~nted and has accepted the duties of Indenture Trustee. 

Successor Fiduciaries 

Any corporation or association into which the Indenture Trustee may be merged or converted or 
with which it may be consolidated, or any corporation or association resulting from any merger, conversion 
or consolidation to which the Indenture Trustee shall be a party, or any corporation or association succeeding 
to all or substantially all of the corporate trust business of the Indenture Trustee, shall be the successor of the 
Indenture Trustee under the Indenture, without the execution or filing of any paper or any further act on the 
part "f of to tlie Iiideiiime. TI-- 1-1 -A7-- '---A- -'- 11 -:-.- .-.- ."-- 
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conversion or consolidation to which the Indenture Trustee shall be a party to the Issuer no later than the 
effectiveness of such merger, conversion or consolidation. 

In case a Fiduciary resigns or is removed or becomes incapable of acting, or becomes bankrupt or 
insolvent: or if a receiver, liquidator or conservator of a Fiduciary or of its property is appointed, or if a 
public officer takes charge or control of a Fiduciary, or of its property or affairs, then such Fiduciary shall 



with due care terminate its activities under the Indenture and a successor may, or in the case of the Indenture 
Trustee shall, be appointed by the Issuer. The Issuer shall notify the Owners and each Rating Agency 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 by the Indenture. If no appointment of a 
successor Trustee is made within 45 days after the giving of written notice in accordance w ~ t h  the provisions 
of the Indenture or after the occurrence of any other event requiring or authoriz~ng 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 as described under this heading shall be a trust company, 
national banking association or a bank having the powers of a trust company. having (together with its 
corporate parent. if applicable) 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 the Indenture Trustee, vested with all the property, rights, powers and duties of the Indenture Trustee 
under the Indenture, without any further act or conveyance. Such successor Indenture Trustee shall execute. 
deliver, record and file such instruments as are required to confirm or perfect its succession under the 
Indenture and any predecessor Indenture Trustee shall from time to time execute. deliver. record and file 
such instruments as the incumbent Indenture Trustee may reasonably require to confirm or perfect any 
succession under the Indenture. 

Reports by Trustee to Bondholders and Rating Agencies 

The Indenture Trustee shall deliver to each Owner and each Rating Agency on or prior to each 
Distribution Date therefor a statement prepared by the Indenture Trustee containing the information required 
pursuant to the Indenture. 

Nonpetition Covenant 

Notwithstanding any prior termination of the Indenture, no Fiduciary or Owner shall. prior to the 
date which is one year and one day after the termination of the Indenture, acquiesce. petition or otherwise 
invoke or cause the Issuer to invoke the process of any court or government authority for the purpose of 
commencing or sustaining a case against 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 any substantial part of its property, or ordering the winding up or liquidation of the 
affairs of the Issuer. 

Action by Bondholders 

Any request, authorization, direction, notice, consent. waiver or other action provided by the 
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 the Indenture (except as otherwise expressly provided in the Indenture) 
if made in the following manner, but the Issuer or the Indenture Trustee may nevertheless in its discretion 
require further or other proof in cases where it deems the same desirable. The fact and date of the execution 

by any 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 Indenture Trustee; or of any 
notary public or other officer authorized to take acknowledgements of deeds to be recorded in the jurisdiction 
in which such norary pubiic or other officer purports to act, that the person signing such request or orher 
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 ~ t s  clerk or secretary 
or an assistant clerk or secretary. Any action of an Owner shall be irrevocable and bind all future record and 
Beneficial Owners thereof. 



Registered Owners 

The enumeration in the Indenture of certain provisions applicable to DTC as Owner of immobilized 
Bonds shall not be construed in limitation of the rights of the Issuer and each Fiduciary to rely upon the 
registration books in all circumstances and to treat the registered owners of Bonds as the owners thereof for 
all purposes not otherwise specifically provided for by law or in the Indenture. Notwithstanding any other 
provisions of the Indenture, any payment to the Owner of a Bond shall satisfy the Issuer's obligations thereon 
to the extent of such payment. 

Remedies Cumulative 

The rights and remedies under the Indenture shall be cumulative and shall not exclude any other 
rights and remedies allowed by law, provided there is no duplication of recovery. The failure to insist upon a 
strict performance of any of the obligations of the 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. 

Delay or Omission Not Waiver 

No delay or omission of the Indenture 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 
Indenture Trustee or to the Owners may be exercised from time to time, and as often as may be deemed 
expedient, by the Indenture Trustee or by the Owners, as the case may be. 

Any request, demand, authorization, direction, notice, consent, waiver or other action by the Issuer 
shall bind any successors or assigns of the Issuer in respect of anything done, omitted or suffered to be done 
by the Indenture Trustee in reliance thereon. 

Where the Indenture provides for notice in any manner, such notice may be waived in writing by 
any Person entitled to receive such notice, either before or after the event, and such waiver shall be the 
equivalent of such notice. 

Supplements and Amendments to the Indenture 

The Indenture may be: 

( 1 )  supplemented in writing by the Issuer and the Indenture Trustee with the consent 
of the holder of the Residual Trust, to (i) provide for the issuance of Bonds in accordance with the 
Indenture; (ii) provide for earlier or greater deposits into the Debt Service Account, (iii) subject any 
additional property to the lien of the Indenture, (iv) add to the covenants and agreements of the 
Issuer or surrender or limit any right or power of the Issuer, (v) identify particular Bonds for 
purposes not inconsistent with the Indenture, including remarketing, serialization and defeasance, or 
(vi) cure any ambiguity or defect, (vii) protect the exclusion of interest on the 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 the Indenture under the Trust Indenture Act of 1939, as 
amended, and any other things relative to such Bonds that are not materially adverse to the Owners 
of Outstanding Bonds; or 

(2) amended in writing by the Issuer and the Indenture Trustee with the consent of the 
holder of the Residual Trust, (i) to add provisions that are not materially adverse to the Owners, 
(ii) to adopt amendments that do not take effect unless and until (y) no Bonds Outstanding prior to 
the adoption of such amendment remain Outstanding or (z) such amendment is consented to by such 
Owners in accordance with the further provisions of the Indenture, or (iii) pursuant to the following 
paragraph. 



Except as provided in the foregoing paragraph, the Indenture may be amended in writing by the 
Issuer and the Indenture Trustee: 

( I )  only with written notice to the Rating Agencies and the written consent of a 
majority of the principal amount of the Bonds to be Outstanding at the effective date thereof and 
affected thereby; but 

(2) only with the unanimous written consent of the affected Owners for any of the 
following purposes: (i) to extend the stated maturity date of any Bond, (ii) to reduce the principal 
amount, applicable premium or interest rate of any Bond, (iii) to make any Bond redeemable or 
prepayable other than in accordance with its terms, or (iv) to reduce the percentage of the Bonds 
required to be represented by the Owners giving their consent to any amendment. 

Any amendment of the Indenture shall be accompanied by an opinion of Bond Counsel to the effect 
that the amendment is permitted by law and does not, in and of itself, result in the inclusion of interest on the 
Bonds in gross income for federal income tax purposes. 

When the Issuer determines that the requisite number of consents have been obtained for an 
amendment to the Indenture or to the agreement which requires consents, it shall file a certificate to that 
effect in its records and give notice to the Indenture Trustee and the Owners. The Indenture 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 by the Indenture. It shall not be 
necessary for the consent of Owners pursuant to the Indenture to approve the particular form of any proposed 
amendment, but it shall be sufficient if such consent shall approve the substance thereof. 

The Indenture Trustee shall give each Rating Agency 7-days' prior notice of any amendment to the 
Indenture. 

Supplements and Amendments to the Sale Agreement 

The Sale Agreement provides that such document shall not be amended under certain circumstances 
without the written consent of the Indenture Trustee. The Indenture Trustee shall give such written consent 
only if (1) in the opinion of Bond Counsel, such amendment. modification or termination will not materially 
adversely affect the interests of the Owners or result in any material impairment of the security given under 
the Indenture for the payment of the Bonds; or (2) the Owners of a majority of the principal amount of the 
Bonds then Outstanding consent in writing to such amendment. modification or termination. It shall not be 
necessary for the consent of Owners pursuant to the provisions of the Indenture described under this heading 
to approve the particular form of any proposed amendment, but it shall be sufficient if such consent shall 
approve the substance thereof. The Indenture Trustee shall give each Rating Agency 7-days' prior notice of 
any amendment to the Sale Agreement. 

Rating Confirmation 

The Sale Agreement and the Indenture require delivery to the Indenture Trustee of a Rating 
Confirmation prior to certain actions being undertaken thereunder. 



THE SALE AGREEMENT 

The Sale Agreement provides the terms of the sale by the Seller and the purchase by the Purchaser 
of the Sold City Tobacco Assets. Certain of the provisions of the Sale Agreement are summarized below. 
This summary does not purport to be complete or definitive and is qualified in its entirety by reference to the 
full terms of the Sale Agreement. 

Conveyance of City Tobacco Assets and Payment of Purchase Price 

In consideration of the payment and delivery by the Purchaser to the Seller of the Purchase Price 
pursuant to the Sale Agreement, the Seller does (a) transfer, grant, bargain, sell: assign, convey, set over and 
deliver to the Purchaser, absolutely and not as collateral security, without recourse except as expressly 
provided in therein, and the Purchaser does purchase, accept and receive the City Tobacco Assets and all 
Lump Sum Payments, if any (collectively, the "Sold City Tobacco Assets"): and (b) assign to the Purchaser, 
to the extent permitted by law (as to which no representation is made), all present or &re rights, if any, of 
the Seller to enforce or cause the enforcement of payment of the Sold City Tobacco Assets pursuant to the 
MOU and the ARIMOU. 

The Seller and the Purchaser agree the Indenture shall provide that (i) until such time as no Bonds 
remain Outstanding, amounts of Tobacco Settlement Revenues in excess of $10.1 million actually received 
in any calendar year, and the Unencumbered Portion of each Lump Sum Payment, will be transferred to the 
Residual Trust by the Indenture Trustee, and (ii) at and after such time as no Bonds remain Outstanding, all 
Tobacco Settlement Revenues and all Lump Sum Payments will be transferred to the Residual Trust by the 
Indenture Trustee. 

Representations and Warranties of the Purchaser 

The Purchaser represents and warrants to the Seller that, effective as of the Closing Date, (a) it is 
duly organized, validly existing and in good standing in the jurisdiction of its organization, (b) it has full 
power and authority to enter into the Sale Agreement and to perform its obligations under the Sale 
Agreement, (c) neither the execution and delivery by it of the Sale Agreement, nor the performance by it of 
its obligations under the Sale Agreement, shall conflict with or result in a breach or default under any of its 
organizational documents, or any law, rule, regulation, judgment, order or decree to which it is subject or any 
agreement or instrument to which it is a party, and (d) the Sale Agreement, and its execution, delivery and 
performance of the Sale Agreement have been duly authorized by it, and the Sale Agreement has been duly 
executed and delivered by it and constitutes its legal, valid and binding obligation enforceable against it in 
accordance with the terms of the Sale Agreement, subject to the effect of bankruptcy, insolvency, 
reorganization, moratorium; fraudulent conveyance and other similar laws relating to or affecting creditors 
rights generally or the application of equitable principles in any proceeding, whether at law or in equity. 

Representations and Warranties of the Seller 

The Seller by the Sale Agreement represents and warrants to the Purchaser, as of the Closing Date, 
as follows: 

(a) The Seller is a charter city and a municipal corporation duly organized and 
existing under its charter and the Constitution of the State, with full power and authority to execute 
and deliver the Sale Agreement and to carry out its terms. 

(b) The Seller has full power, authority and legal right to sell and assign the Sold City 
Tobacco Assets to the Purchaser and has duly authorized such sale and assignment to the Purchaser 
by all necessary action; and the execution, delivery and performance by the Seller of the Sale 
Agreement has been duly authorized by the Seller by all necessary action. 



(c) The Sale Agreement has been duly executed and delivered by the Seller and, 
assuming the due authorization, execution and delivery of the Sale Agreement by the Purchaser, 
constitutes a legal. valid and binding obligation of the Seller enforceable against the Seller in 
accordance with its terms, subject to the effect of bankruptcy, insolvency, reorganization, 
moratorium, fraudulent conveyance and other similar laws relating to or affecting creditors rights 
generally or the application of equitable principles in any proceeding, whether at law or in equity. 

(d) No consent, approval, authorization, order, registration or qualification of or with 
any court or governmental agency or body is required for the consummation by the Seller of the 
transactions contemplated by the Sale Agreement; except for those which have been obtained and 
are in full force and effect. 

(e) The consummation by the Seller of the transactions contemplated by the Sale 
Agreement and the fulfillment of the terms thereof do not in any material way conflict with, result in 
any material breach by the Seller of any of the material terms and provisions of, nor constitute (with 
or without notice or lapse of time) a default by the Seller under any indenture, agreement or other 
instrument to which the Seller is a party or by which it is bound; nor violate any law, order, rule or 
regulation applicable to the Seller of any court or of any federal or state regulatory body, 
administrative agency or other governmental instrumentality having jurisdiction over the Seller. 

( f )  To the best of its knowledge, there are no material proceedings or investigations 
pending against the Seller before any court, regulatory body, administrative agency or other 
governmental instrumentality having jurisdiction over the Seller: (i) asserting the invalidity of the 
Sale Agreement. the Indenture or the Series 2006 Bonds, (ii) seeking to prevent the consummation 
of any of the transactions contemplated by the Sale Agreement, the Indenture or the Series 2006 
Bonds or (iii) seeking any determination or ruling that would materially and adversely affect the 
validity or enforceability of the Sale Agreement, the Indenture or the Series 2006 Bonds. There are 
no initiatives pending that would affect the Seller's sale of the Sold City Tobacco Assets or the use 
of the Purchase Price. 

(g) Immediately prior to the sale of the Sold City Tobacco Assets to the Purchaser, 
the Seller was the sole owner of the Sold City Tobacco Assets, and had such right, title and interest 
as provided in the MOU and the ARIMOU. From and after the conveyance of the Sold City 
Tobacco Assets by the Seller to Purchaser on the Closing Date, the Seller shall have no interest in 
the Sold City Tobacco Assets (other than as the holder of the Ownership Interest). 

(h) Except to the extent that the State has the right to reallocate moneys paid under 
the MOU and the ARIMOU. as provided in the MOU and the ARIMOU, immediately prior to the 
sale of the Sold City Tobacco Assets to the Purchaser, the Seller held title to the Sold City Tobacco 
Assets free and clear and without liens: pledges, charges, security interests or any other impediments 
of any nature concerning the Sold City Tobacco Assets. Except as set forth in the Sale Agreement, 
the Seller has not sold. transferred, assigned, set over or otherwise conveyed any right, title or 
interest of any kind whatsoever in all or any portion of the Sold City Tobacco Assets, nor has the 
Seller created, or to its knowledge permitted the creation of, any lien thereon. 

(i) The Seller acts solely through its authorized officers or agents. 

fi) The Seller maintains records and books of account separate from the Purchaser. 

(k) The financial statements and books and records of the Seller prepared after the 
Closing Date shall reflect the separate existence of the Purchaser. 

(I) The SelIer maintains its respective assets separately from the assets of the 
Purchaser (including through the maintenance of separate bank accounts); and the Seller's funds and 



assets, and records relating thereto, have not been and are not commingled with those of the 
Purchaser. 

(m) The Seller's principal place of business and chief executive office is located at 
City of San Diego, City Administrative Building, 202 C Street, 9th Floor, San Diego, California 
92101. 

(n) The Seller shall treat the sale of the Sold City Tobacco Assets as a sale for tax 
reporting and accounting purposes, and title to the Sold City Tobacco Assets shall not be a part of 
the debtor's estate in the event of the filing of a bankruptcy petition by or against the Seller under 
any bankruptcy law. 

(0) The Seller has received reasonably equivalent value for the Sold City Tobacco 
Assets. 

(p) The Seller does not act as an agent of the Purchaser in any capacity, but instead 
presents itself to the public as an entity separate from the Purchaser. 

(q) The Seller has not guaranteed and shall not guarantee the obligations of the 
Purchaser, nor shall it hold itself out or permit itself to be held out as having agreed to pay or as 
being liable for the debts of the Purchaser; and the Seller has not received nor shall the Seller accept, 
any credit or financing from any Person who is relying upon the availability of the assets of the 
Purchaser to satisfy the claims of such creditor. 

(r) All transactions between or among the Seller, on the one hand, and the Purchaser 
on the other hand (including transactions governed by contracts for services and facilities, such as 
payroll: purchasing, accounting, legal and personnel services and office space) shall be on terms and 
conditions (including terms relating to amounts to be paid thereunder) which are believed by each 
such party thereto to be both fair and reasonable and comparable to those available on an arms- 
length basis from Persons who are not affiliates. 

(s) The Seller has no present intention of becoming a debtor under the Bankruptcy 
Code as of the date of the Sale Agreement. 

Covenants of the Seller 

The Seller shall not take any action or omit to take any action that shall adversely affect the ability 
of the Purchaser. and any assignee of the Purchaser. to receive payments made under the MOU. the 
ARIMOU, the MSA and the Consent Decree: provided, however, that nothing in the Sale Agreement shall be 
deemed to prohibit the Seller from undertaking any activities (including educational programs. regulatory 
actions, or any other activities) intended to reduce or eliminate smoking or the consumption or use of tobacco 
or tobacco related products. 

The Seller shall not take any action or omit to take any action and shall use its reasonable efforts not 
to permit any action to be taken by others that would release any Person from any of such Person's covenants 
or obligations under the MSA, the MOU or the ARIMOU, or that would result in the amendment, 
hypothecation, subordination, termination or discharge oft or impair the validity or effectiveness of, the 
MSA, the MOU or the ARIMOU, nor, without the prior written consent of the Purchaser or its assignee, 
zmend, modify, :ermhate, waive or wnender, 3: zg:ee :G zcy amendme~t, mcdifica!i~n, t e ~ i n a t i o n ,  waiver 
or surrender of, the terms of the MSA, the MOU or the ARIMOU, or waive timely performance or 
observance under such documents, in each case if the effect thereof would be materially adverse to the 
Bondholders. 

Upon request of the Purchaser or its assignee, the Seller shall execute and deliver such further 
instruments and do such further acts as may be reasonably necessary or proper to carry out more effectively 



the purposes and intent of the Sale Agreement. The Seller shall take all actions necessary to preserve, 
maintain and protect the title of the Purchaser to the Sold City Tobacco Assets. 

The Purchaser requests, and the Seller agrees, that on or before the Closing Date, the Seller shall 
send (or cause to be sent) an irrevocable instruction to the Attorney General of the State pursuant to 
Sections 4.B.(2)(i)(aa) and 4.B.(2)(i)@b) of the ARIMOU, to cause the California Escrow Agent to disburse 
all of the payments receivable on account of the Sold City Tobacco Assets from the California Escrow to the 
Indenture Trustee, together with notice of the sale of the Sold City Tobacco Assets and the assignment and 
grant of a security interest in such assets to the Purchaser, and by the Purchaser to the Indenture Trustee, and 
an acknowledgement that such instructions shall only be further modified with the countersignature of a 
designated representative of the Indenture Trustee until the Indenture Trustee gives notice to the Attorney 
General of the State that there are no longer any Bonds Outstanding under the Indenture, after which any 
further modification must be countersigned by a representative of the Purchaser. The Seller by the Sale 
Agreement relinquishes and waives any control over the Sold City Tobacco Assets, any authority to collect 
the Sold City Tobacco Assets, and any power to revoke or amend the instructions to the Attorney General 
contemplated by this paragraph. The Seller shall not rescind, amend or modify the instruction described in 
the first sentence of this paragraph. In the event that the Seller receives any proceeds of any Sold City 
Tobacco Assets, the Seller shall hold the same in trust for the benefit of the Purchaser and the Indenture 
Trustee as their interests may appear and shall promptly remit the same to the Indenture Trustee as assignee 
of the Purchaser. 

The Seller covenants and agrees that it will not at any time institute against the Purchaser, or join in 
instituting against the Purchaser, any bankruptcy, reorganization, arrangement, insolvency, liquidation, or 
similar proceeding under any United States federal or state bankruptcy or similar law. 

The Seller shall object in any relevant bankruptcy case to the consolidation of the assets of the 
Purchaser with those of the Seller. 

The Seller shall assist the Purchaser in complying with the covenant provisions of the Indenture 
relating to continuing disclosure. 

Notices of Breach 

Upon discovery by the Seller or the Purchaser that the Seller has breached any of its covenants or 
that any of its representations or warranties are materially false or misleading, in a manner that materially and 
adversely affects the value of the Sold City Tobacco Assets, the discovering party shall give prompt written 
notice thereof to the other party, the Indenture Trustee, the Trustee and the Rating Agencies. 

The Seller shall not be liable to the Purchaser, the Indenture Trustee, the Trustee or the Bondholders 
for any loss, cost or expense resulting solely from the failure of the Indenture Trustee to promptly notify the 
Seller upon the discovery by a Responsible Officer of the Indenture Trustee of a breach of any covenant or 
any materially false or misleading representation or warranty contained in the Sale Agreement as required by 
the Sale Agreement. 

Indemnification 

The Seller shall, to the extent permitted by law, indemnify, defend and hold harmless the Purchaser, 
the Trustee and the Indenture Trustee and their respective officers, directors, employees and agents from and 
agair~bi any and aii costs, expenses, iosses, ciaims, damages and iiabiiities to tne extent tnat such cost, 
expense, loss, claim, damage or liability arose out of, or was imposed upon any such Person by the Seller's 
breach of any of its covenants contained in the Sale Agreement or any materially false or misleading 
representation or warranty of the Seller contained in the Sale Agreement. 



Limitation on Liability 

The Seller and any officer or employee or agent of the Seller may rely in good faith on the advice of 
counsel, or on any document of any kind prima facie properly executed and submitted by any Person 
respecting any matters arising under the Sale Agreement. 

No officer or employee of the Seller shall have any liability for the representations, warranties: 
covenants, agreements or other obligations of the Seller under the Sale Agreement or in any of the 
certificates, notices or agreements delivered pursuant to the Sale Agreement, as to all of which recourse shall 
be had solely to the assets of the Seller. 

Seller's Acknowledgment 

The Seller agrees and acknowledges that the Purchaser intends to assign and grant a security interest 
in its rights under the sale Agreement and its rights to the Sold City Tobacco Assets to the Indenture Trustee 
pursuant to the Indenture. The Seller further agrees and acknowledges that the Purchaser, the Trustee, the 
Indenture Trustee and the Bondholders have relied and shall continue to rely upon each of the foregoing 
representations and warranties, and further agrees that such Persons are entitled so to rely thereon. Each of 
the above representations and warranties shall survive any assignment and grant of a security interest in the 
Sale Agreement or the Sold City Tobacco Assets to the Purchaser and by the Purchaser to the Indenture 
Trustee, and shall continue in full force and effect, notwithstanding any subsequent termination of the Sale 
Agreement and the other Basic Documents. The above representations and warranties shall inure to the 
benefit of the Indenture Trustee. 

Purchaser's Acknowledgment 

The Purchaser agrees and acknowledges that the Seller is irrevocably transferring, granting, 
bargaining, selling, assigning, conveying, and delivering to the Purchaser the Sold City Tobacco Assets 
without recourse, and, except as expressly set forth above, without representation or warranty of any kind or 
description. 

Intent to Effect Irrevocable, Absolute Sale and Not a Transfer as Collateral or Security 

The Seller and the Purchaser confirm their intent and agree that the Seller is irrevocably transferring, 
granting, bargaining, selling, assigning, conveying: and delivering to the Purchaser the Sold City Tobacco 
Assets absolutely and not as collateral security. 

Amendments 

The Sale Agreement may be amended by the Seller and the Purchaser, with the consent of the 
Indenture Trustee and the Trustee: (a) to cure any ambiguity; (b) to correct or supplement any provisions in 
the Sale Agreement; (c) to correct or amplif?i the description of the Sold City Tobacco Assets; (d) to add 
additional covenants for the benefit of the Purchaser; or (e) for the purpose of adding any provisions to or 
changing in any manner or eliminating any of the provisions in the Sale Agreement that shall not, as 
evidenced by a Rating Confirmation delivered to the Indenture Trustee, adversely affect in any material 
respect payment of principal of or interest on the Bonds. 

Promptly after the execution of any such amendment, the Purchaser shall furnish written notification 
of the substance of such amendment to the Xaiing Agencies. 



APPENDIX F 

BOOK-ENTRY ONLY SYSTEM 

The information in this Appendix F concerning The Depository Trust Company (''DTCJY, New York, New 
York, and DTC's book-ent~y system has been obtained from DTC and the Corporation, the City and the 
Underwriters take no responsibiliq for the completeness or accuracy thereoj The Corporation, the City and the 
Underwriters cannot and do not give any assurances that DTC, DTC Participants or Indirect Participants ~ ~ i 1 1  
distribute to the Beneficial Owners (a) payments of principal of and interest on the Series 2006 Bonds, (6) 
certzjkates representing ownership interest in or other conjirnzation or ownership interest in the Series 2006 Bonds, 
or (c) redemption or other notices sent to DTC or Cede & Co., its nominee, as the registered owner of the Series 
2006 Bonds, or that they will do so on a timely basis, or that DTC, DTC Participants or DTC Indirect Participants 
will act in the manner described in this Appendix F. The current "Rules" applicable to DTC are on file with the 
Securities and Exchange Commission and the current "Procedui~es" of DTC to be followed in dealing with DTC 
Participants are onjile with DTC. 

DTC will act as securities depository for the Series 2006 Bonds. The Series 2006 Bonds will be issued as 
hlly 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 security certificate will be issued for 
each maturity of the Series 2006 Bonds, in the aggregate principal amount of such Series 2006 Bonds, and will be 
deposited with 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 2.2 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 Participants7') 
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, in turn, is owned by a number of Direct Participants of DTC and Members 
of the National Securities Clearing Corporation. Fixed Income Clearing Corporation and Emerging Markets 
Clearing Corporation, (respectively, "NSCC," "FICC," and "EMCC," also subsidiaries of DTCC), as well as by the 
New York Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities 
Dealers. Inc. Access to the DTC system is also available to others such as both U.S. and non-U.S. securities brokers 
and dealers, banks, trust companies, and clearing corporations that clear through or maintain a custodial relationship 
with a Direct Participant, either directly or indirectly ("Indirect Participants"). DTC has Standard & Poor's highest 
rating: AAA. The DTC Rules applicable to its Participants are on file with the Securities and Exchange 
Commission. More information about DTC can be found at www.dtcc.com. 

Purchases of the Series 2006 Bonds under the DTC system must be made by or through Direct Participants, 
which will receive a credit for the Series 2006 Bonds on DTC's records. The ownership interest of each actual 
purchaser of each Security ("Beneficial Owner") is in 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 hoidings, froiii ihe Direci or Iiidirect Paitiicipaiii i h ~ t i g h  which the BerieGciai Owner entered into 
the transaction. Transfers of ownership interests in the Series 2006 Bonds are to be accomplished by entries made on 
the books of Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial Owners will not 
receive certificates representing their ownership interests in the Series 2006 Bonds, except in the event that use of 
the book-entry system for the Series 2006 Bonds is discontinued. 

To facilitate subsequent transfers, all Series 2006 Bonds deposited by Direct Participants with 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 the Series 2006 Bonds with DTC and their registration in the name 
of Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership. DTC has no 
knowledge of the actual Beneficial Owners of the Series 2006 Bonds; DTC's records reflect only the identity of the 
Direct Participants to whose accounts such Series 2006 Bonds are credited, which may or may not be the Beneficial 
Owners. The Direct and Indirect Participants 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 the Series 2006 Bonds may wish to take certain steps to au-ment the transmission to them of 
notices of significant events with respect to the Series 2006 Bonds, such as redemptions. tenders. defaults; and 
proposed amendments to the Series 2006 Bond documents. For example, Beneficial Owners of the Series 2006 
Bonds may wish to ascertain that the nominee holding the Series 2006 Bonds for their benefit has agreed to obtain 
and transmit notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their names 
and addresses to the registrar and request that copies of notices be provided directly to them. 

Redemption notices will be sent to DTC. The conveyance of notices and other communications by DTC to 
DTC Participants, by DTC Participants to Indirect Participants and by DTC Participants and Indirect Participants to 
Beneficial Owners will be governed by arrangements among them, subject to any statutory or regulatory 
requirements as may be in effect from time to time. Any failure of DTC to advise any DTC Participant. or of any 
DTC Participant or Indirect Participant to notify a Beneficial Owner, of any such notice and its content or effect will 
not affect the validity of the redemption of the Series 2006 Bonds called for redemption or of any other action 
premised on such notice. Redemption of portions of the Series 2006 Bonds by the Corporation will reduce the 
outstanding principal amount of Series 2006 Bonds held by DTC. In such event, DTC will implement, through its 
book-entry system, redemption by lot of interests in the Series 2006 Bonds held for the account of DTC Participants 
in accordance with its own rules or other agreements with DTC Participants and then DTC Participants and Indirect 
Participants will implement redemption of the Series 2006 Bonds for the Beneficial Owners. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the Series 
2006 Bonds unless authorized by a Direct Participant in accordance with DTC's Procedures. Under its usual 
procedures. DTC mails an Omnibus Proxy to the Corporation as soon as possible after the record date. The Omnibus 
Proxy assigns Cede & Co.'s consenting or voting rights to those Direct Participants to whose accounts the Series 
2006 Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy). 

Redemption proceeds, prepayments and payments of principal of, premium, if any. and interest evidenced 
by the Series 2006 Bonds will be made to Cede & Co., or such other nominee as may be requested by an authorized 
representah e of DTC. DTC's practice is to credit Direct Participants' accounts upon DTC's receipt of funds and 
corresponding detail information from the Corporation or the Subordinate Indenture Trustee. on the payable date in 
accordance with their respective holdings shown on DTC's records. Payments by Participants to Beneficial Owners 
will be governed by standing instructions and customary practices, as is the case with securities held for the accounts 
of customers in bearer form or registered in "street name," and will be the responsibility of such Participant and not 
of DTC (nor its nominee), the Subordinate Indenture Trustee, or the Corporation, subject to any statutory or 
regulatory requirements as may be in effect from time to time. Payment of redemption proceeds, prepayments and 
payments of principal of and interest evidenced by the Series 2006 Bonds to Cede & Co. (or such other nominee as 
may be requested by an authorized representative of DTC) is the responsibility of the Corporation or the Indenture 
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. 

UNDER NO CIRCUMSTANCES SHALL THE OWNERS HAVE ANY RECOURSE AT ANY TIME 
AND FOR ANY REASON TO ANY ASSETS, INCOME OR REVENUES OF THE CITY. NEITHER THE 
CORPORATION, THE CITY, THE UNDERWRITERS NOR THE WDENTURE 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 
2006 BONDS FOR PREPAYMENT. 



DTC may discontinue providing its services as depository with respect to the Series 2006 Bonds at any 
time by giving reasonable notice to the Corporation or the Indenture Trustee. Under such circumstances, in the event 
that a successor depository is not obtained, Security certificates are required to be printed and delivered. The 
Corporation may decide to discontinue use of the system of book-entry transfers through DTC (or a successor 
securities depository). In that event, bond certificates will be printed and delivered. In the event that the book-entry 
system is discontinued as described above, the requirements of the Indenture will apply. 
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APPENDIX G 

DEFEASANCE TURBO SCHEDULE 

Date Series 2006 Bonds Maturing 2032 

(June 1) Projected Turbo Redemptions of principal* 
2007 $2,700,000 

* 
Projected Turbo Redemptions of Principal represents Turbo Redemptions 
made in the year ending on the referenced date; based on Global Insight 
Base Case Consumption Forecast and other structuring assumptions. 
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Public Resources Advisory Group 

Public Resources Advisory Group, Los Angeles, California, has served as Financial Advisor to the 
Corporation in connection with the issuance of the Series 2006 Bonds. The Financial Advisor has assisted the 
Corporation in matters relating to the planning, structuring, execution and delivery of the Series 2006 Bonds. The 
Financial Advisor has not audited, authenticated or otherwise independently verified the information set forth in the 
Offering Circular, or any other related information available to the Corporation, with respect to accuracy and 
completeness of disclosure of such information. The Financial Advisor makes no guaranty, warranty or other 
representation respecting accuracy and completeness of the Offering Circular. 

CITY OF SAN DIEGO TOBACCO SETTLEMENT 
REVENUE FUNDING CORPORATION 

By: 


