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The Bargain

Iuicipating Manufacturers (PMé) Agree:

limit-substantially the advertising, promaotion,
marketing or packaging of cigarettes, including a ban
nrtargeting youth,” limitations on tobacco brand
name sponsorships, ban on tobacco brand name
merchandise, etc.

— To make payments to the States in perpetuity with a
present value of $206 billion
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The Bargaln (cont @)

=40 release the PMs from specified claims that
he States (but not individuals) had and might
have In the future for costs arising out of
tobacco related illnesses
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SIS PAYMENTS

- “Initial Payment” due 1/10/99 through
1/10/03

= Payment to American Legacy Foundation

— Annual Payments due 4/15 — based on
cigarette sales in the preceding year
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entsite,Annual-Rayments ™

Payments are base amounts

HIbject tol the following adjustments:

— V/olume Adjustment
— Previously Settled States Adjustment
— NPM Adjustment
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ent Calculationss

~ each PM, and (b) amount allocable to each State

e Nevada’s allocable share is .6099351%

yalities of dispute, including the “reasons
~amnd basis” for the dispute




DISlsliseEments(cont'd)

AWEZST 15 days prior to April 15, after receiving
rdiEpULe” notices, IA issues Final Calculations

PVis to deliver to other parties a statement

~indicating whether it disputes IA’s Final
Calculations and, if so, disputed and undisputed
amounts and basis for dispute

yiment, Calculations and.
splisements (cont'd)

& But — any disputed payment portion can be
placed into Disputed Payments Account, so PM
not liable for interest if it loses dispute




: _ 0, fisks interest at Prime +3 if it loses

‘No time limit on resolving disputes over payment
calculations

e If dispute resolved in favor of PM, it gets credit
against next payment due to the States

viiacturer (NPM) Adjustment

IVisihave no ebligations under the MSA

= jreedom to expand their markets which
— Would undermine the MSA’s public health goals

— Would unfairly disadvantage PMs that had chosen to
settle their claims with the States
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Nr{ Adjustment prowdes lncentlve to
cl éllorate these adverse effects

i because of the disadvantages imposed
oni them by the MSA, PMs lose “Market
Share” to NPMs, PMs payments to the
States can be reduced

_——

Step Two:

= If answer to Step One is “yes” calculate the
NPM' Adjustment Percentage for the year at
ISsue




SPErcentage can be applied to any State’s
“payment, determine if “the disadvantages
experienced as result of the [MSA’s]
provisions [were] ... a significant factor
contributing to the Market Share Loss for the

year in guestion?

*Continuously had a Qualifying (or Model or NPM)

“Statute in full force and effect during the calendar
year preceding the payment year (NRS Chapter
370A); and

— Diligently enforced the Model Statute’s provisions
during such calendar year




NPM Adjustment cannot be applied to that
particular State

— |f 'answer to either of the Step Four questions
IS “No,” then the NPM Adjustment is applied
to the State’s annual payment

: s 2003 Settlement Agreement with PMs resolved
disputes over 1999-2002 potential NPM
Adjustments




Viarket Share Loss = Yes

“Significant Factor Adverse Determination by the
Brattle Group, and Independent Firm of Economic
Consultants — March, 2006

— Sole Issue- Diligent Enforcement

L
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Data from PwC Notice 202, Attachimient 6 K [ E—

Lorillard
Philip Morris.
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Af'[' General filed a complaint against
ER@PRIVIs and SPMs seeking:

Jihe Court’'s determination that Nevada

= diligently enforced Nevada’s Model Escrow
Statute during the entire calendar year of
2003, and therefore Nevada’s Allocated
Payments are not subject to a 2003 NPM
Adjustment

Bl Escrow Statute
SiChapter 370A

YA tebacco product manufacturer selling

=

arettes to consumers within the State shall
poprene of the following:
) BECome a participating manufacturer under the MSA

and generally perform its financial obligations under
the MSA, or

() Place into a gualified escrow fund by April 15 of
each year a specific sum ($4.16/carton for 2005) for
each of its tax-stamped cigarettes sold in Nevada
during the preceding calendar year
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NBIVIEZG years from the date deposited.
Wllkepayments made by the PMs to the

B .

e of the Model Escrow
igte (NRS Chapter 370A)

e time the MSA was négotiated,
Steiiesiere concerned that NPMs, which

strictions and have no MSA payment
ppligations, would utilize this competitive
advantage to increase cigarette sales,
accumulate short-term profits, and
disappear before the manifestation of the
latent effects of their products
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jilire damages that the PMs provide
iGUGh their per-cigarette payment under

- ® Realize a competitive advantage over PMs

as a result of the NPMs decision not to
join the MSA

e of the Model Escrow
wite (NRS Chiapter 370A)

eNCE; thie escrow reguirement is designed to
SEIVE WO PUrposEes:

@Yo create a resource against which a State can
S Tecever In the event it files a lawsuit and wins a
© JUdgment against an NPM arising from an action for
health related costs associated with the NPMs’
preduct; and

(2) To create a financial obligation on the part of NPMs
to make escrow deposits roughly equivalent, on a
per-cigarette basis, to the MSA payments of the
PMs to reduce the competitive advantage
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