SUPERI OR COURT OF THE STATE OF CALI FORNI A

COUNTY OF SAN DI EGO

PEOPLE OF THE STATE OF CALI FORNI A

ex rel. DANIEL E. LUNGREN, ATTORNEY
GENERAL OF THE STATE OF CALI FORNI A;
S. KI MBERLY BELSHE, DI RECTOR OF
HEALTH SERVI CES OF THE STATE OF
CALI FORNI A,

Case No. J.C.C. P. 4041

(Sacranment o Superi or
Court Case No.
97AS03031)

Plaintiffs,
CONSENT DECREE
and
FI NAL JUDGVENT

V.

PH LIP MORRIS, INC; R J. REYNOLDS
TOBACCO COVPANY; BROMWN & W LLI AMSON
TOBACCO CORPORATI ON; B. A. T | NDUSTRI ES,
P.L.C.; BRI TI SH AMERI CAN TOBACCO
COMPANY; LORI LLARD TOBACCO COVPANY,

I NC.; AMERI CAN TOBACCO COVPANY, | NC.;
UNI TED STATES TOBACCO COVPANY; HILL &
KNOALTON, I NC.; THE COUNCI L FOR TOBACCO
RESEARCH- U. S. A., I NC.; TOBACCO | NSTI TUTE,
I NC.; SMOKELESS TOBACCO COUNCI L, | NC.
and DCES 1-200, inclusive,

Def endant s.
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WHEREAS, Plaintiffs, the People of the State of California and
S. Kinberly Belshe, Director of Health Services of the State of
California comenced this action on June 12, 1997, by and through
their attorney, Attorney General Daniel E. Lungren, pursuant to his
common | aw powers and the provisions of state |aw,

VWHEREAS, Plaintiffs filed their First Anended Conpl aint on

August 29, 1997;



WHEREAS, the State of California asserted various clains for
nmonet ary, equitable and i njunctive relief on behalf of the State of
California agai nst certain tobacco product manufacturers and ot her
def endant s;

WHEREAS, Defendants have contested the clains in the State's
Complaint and First Anmended Conplaint and denied the State’'s
al | egati ons;

WHEREAS, the parties desire to resolve this action in a manner
whi ch appropriately addresses the State’s public health concerns,
while conserving the parties’ resources, as well as those of the
Court, which would otherw se be expended in litigating a matter of
t hi s magni t ude;

WHEREAS, the Court has nmade no determ nation of any violation
of law, this Consent Decree and Fi nal Judgnent being entered prior
to the taking of any testinony and wthout trial or final
adj udi cation of any issue of fact or |aw,

NOW THEREFCORE, | T | S HEREBY ORDERED, ADJUDGED AND DECREED, AS

FOLLOWS

| . JURI SDI CT1 ON AND VENUE

This Court has jurisdiction over the subject matter of
this action and over each of the Participating Mnufacturers.

Venue is proper in San D ego County.

1. DEFI N TI ONS



The definitions set forth in the Mister Settlenent
Agreenent (hereafter referred to as “Agreenent” 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

capitali zed.

[11. APPLI CABI LI TY

A Thi s Consent Decree and Fi nal Judgnment 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 renedies,
penalties and sanctions that may be inposed or assessed in
connection with a violation of this Consent Decree and Fina
Judgnent (or any order issued in connection herewith) shall only
apply to the Participating Manufacturers, and shall not be inposed
or assessed against any enployee, officer or director of any
Partici pati ng 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 Fi nal Judgnent to do so.

B. This Consent Decree and Final Judgnent is not
intended to and does not vest standing in any third party with
respect to the terns hereof. No portion of this Consent Decree and
Fi nal Judgnment shall provide any rights to, or be enforceabl e by,

any person or entity other than the State of California or a



Rel eased Party. The State of California my not assign or otherw se
convey any right to enforce any provision of this Consent Decree

and Final Judgnent.

I V. VOLUNTARY ACT OF THE PARTI ES
The parties hereto expressly acknow edge and agree that
t his Consent Decree and Final Judgnment 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 Fi nal Judgment.

V. I NJUNCTI VE AND OTHER EQUI TABLE RELI EF

Each Participating Manufacturer is permanently enjoi ned
from

A Taki ng any action, directly or indirectly, to target
Youth within the State of California in the advertising, pronotion
or marketing of Tobacco Products, or taking any action the primary
pur pose of which is to initiate, maintain or increase the
i nci dence of Youth snoking 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, pronoting, packaging or |abeling of Tobacco
Product s.

C. After 30 days after the MSA Execution Date, nmaking
or causing to be made any paynent or other consideration to any

ot her person or entity to use, display, make reference to or use as



a propwithinthe State of California any Tobacco Product, Tobacco
Product package, advertisenent for a Tobacco Product, or any other
itembearing a Brand Nane i n any Medi a; provi ded, however, that the
foregoing prohibition shall not apply to (1) Media where the
audi ence 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-conventiona
cigarettes viewed only by or provided only to snokers who are
Adul ts; and (4) actions taken by any Participati ng Manufacturer in
connection with a Brand Nanme Sponsorship permtted pursuant to
subsections 111 (c)(2)(A) and I'l11(c)(2)(B)(i) of the Agreenent, and
use of a Brand Nane to identify a Brand Nane Sponsorship permtted
by subsection I11(c)(2)(B)(ii).

D. Beginning July 1, 1999, marketing, distributing,
of fering, sel l'ing, licensing or causing to be nmarketed
distributed, offered, sold, or licensed (including, wthout
l[imtation, by catalogue or direct mail), wthin the State of
California, any apparel or other nerchandi se (other than Tobacco
Products, itenms the sole function of which is to advertise Tobacco
Products, or witten or electronic publications) which bears a
Brand Name. Provided, however, that nothing in this section shal
(1) require any Participating Manufacturer to breach or term nate
any |icensing agreenent 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



termthat may be exerci sed by such Participating Manufacturer); (2)
prohibit the distribution to any Participating Mnufacturer’s
enpl oyee who is not Underage of any item described above that is
i ntended for the personal use of such an enpl oyee; (3) require any
Participating Manufacturer to retrieve, collect or otherw se
recover any itemthat prior to the MSA Execution Date was market ed,
distributed, offered, sold, licensed or caused to be narketed

distributed, offered, sold or Ilicensed by such Participating
Manuf acturer; (4) apply to coupons or other itens used by Adults
solely in connection with the purchase of Tobacco Products; (5)
apply to apparel or other nerchandise used within an Adult-Only
Facility that is not distributed (by sale or otherwise) to any
menber of the general public; or (6) apply to apparel or other
mer chandi se (a) marketed, distributed, offered, sold, or |icensed
at the site of a Brand Nane Sponsorship permtted pursuant to
subsection I'11(c)(2)(A) or I11(c)(2)(B)(i) of the Agreenent by the
person to which the relevant Participating Manufacturer has
provi ded paynent in exchange for the use of the relevant Brand
Nanme in the Brand Name Sponsorship or a third-party that does not
recei ve paynent fromthe relevant Participating Manufacturer (or
any Affiliate of such Participating Manufacturer) in connection
with the marketing, distribution, offer, sale or |icense of such
apparel or other nerchandise, or (b) used at the site of a Brand
Name Sponsorship permtted pursuant to subsections I11(c)(2) (A or
I11(c)(2)(B)(i) of the Agreenent (during such event) that are not

distributed (by sale or otherwise) to any nenber of the general



public.
I

E. After the MSA Execution Date, distributing or
causing to be distributed within the State of California any free
sanpl es of Tobacco Products except in an Adult-Only Facility. For
pur poses of this Consent Decree and Fi nal Judgnent, a "free sanple”
does not include a Tobacco Product that is provided to an Adult in
connection with (1) the purchase, exchange or redenption for proof
of purchase of any Tobacco Products (including, but not limted to,
a free offer in connection with the purchase of Tobacco Products,
such as a "two-for-one" offer), or (2) the conducting of consuner
testing or eval uati on of Tobacco Products with persons who certify
that they are Adults.

F. Usi ng or causing to be used as a brand nanme of any
Tobacco Product pursuant to any agreenent requiring the paynent of
noney or ot her val uabl e consi deration, any nationally recogni zed or
national |y established brand nane or trade nane of any non-tobacco
item or service or any nationally recogni zed or nationally
established sports team entertainnent group or individual
celebrity. Provided, however, that the precedi ng sentence shall not
apply to any Tobacco Product brand nanme in existence as of July
1,1998. For the purposes of this provision, the term "other
val uabl e consi deration" shall not include an agreenent between two
entities who enter into such agreenent for the sole purpose of
avoi di ng i nfringenent cl ai ns.

G After 60 days after the MSA Execution Date and



t hrough and including Decenber 31, 2001, manufacturing or causing
to be manufactured for sale within the State of California any pack
or other container of GCigarettes 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
t hrough and includi ng Decenber 31, 2001, selling or distributing
within the State of California any pack or other container of
Cigarettes containing fewer than 20 C garettes (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, conbi nation or
conspiracy with any ot her Tobacco Product Manufacturer that has the
purpose or effect of: (1) limting conpetition in the production or
distribution of information about health hazards or other
consequences of the wuse of their products; (2) limting or
suppressing research into snoking and health; or (3) limting or
suppressing research into the marketing or developnent of new
product s. Provi ded, however, that nothing in the preceding
sentence shall be deenmed to (1) require any Participating
Manuf acturer to produce, distribute or otherw se disclose any
information that is subject to any privilege or protection; (2)
preclude any Participating Manufacturer from entering into any
joint defense or joint legal interest agreenent or arrangenment
(whether or not in witing), or from asserting any privilege

pursuant thereto; or (3) inpose any affirmative obligation on any



Partici pating Manufacturer to conduct any research.
I

l. Making any material msrepresentation of fact
regarding the health consequences of using any Tobacco Product,
including any tobacco additives, filters, paper or other
i ngredi ent s. Provi ded, however, that nothing in the preceding
sentence shall limt the exercise of any First Amendnent right or
the assertion of any defense or position in any judicial,

| egi sl ative or regulatory forum

VI . M SCELLANEQUS PROVI SI ONS

A Jurisdiction of this case is retained by the Court
for the purposes of inplenenting and enforcing the Agreenent and
this Consent Decree and Fi nal Judgnent and enabling the continuing
proceedi ngs contenpl ated herein. Wenever possible, the State of
California and the Participating Mnufacturers shall seek to
resol ve any i ssue that may exi st as to conpliance with this Consent
Decree and Final Judgnment by discussion anong the appropriate
desi gnees nanmed pursuant to subsection XVIII(m of the Agreenent.
The State of California and/or any Participating Manufacturer may
apply tothe Court at any tinme for further orders and directions as
may be necessary or appropriate for the inplenentation and
enforcenent of this Consent Decree and Final Judgnent. Provided,
however, that with regard to subsections V(A) and V(I) of this
Consent Decree and Fi nal Judgnent, 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 |east ten Business Days before the Attorney Cenera

applies to the Court for an order to enforce such subsections

unl ess the Attorney General reasonably determnes that either a
conpelling time-sensitive public health and safety concern requires
nmore imrediate action or the Court has previously issued an
Enforcenment Order to the Partici pating Manufacturer in question for
the same or a substantially simlar action or activity. For any
clainmed violation of this Consent Decree and Final Judgnent, in
determ ning whether to seek an order for nonetary, civil contenpt
or crimnal sanctions for any clainmed violation, the Attorney
CGeneral shall give good-faith consideration to whether: (1) the
Participating Manufacturer that is clainmed to have commtted the
vi ol ation has taken appropriate and reasonabl e steps to cause the
clainmed violation to be cured, unless that party has been guilty of
a pattern of violations of Iike nature; and (2) a legitinmte, good-
faith dispute exists as to the neaning of the terns in question of
this Consent Decree and Final Judgnent. The Court in any case in
its discretion may determ ne not to enter an order for nonetary,
civil contenpt or crimnal sanctions.

B. This Consent Decree and Final Judgnent is not
intended to be, and shall not in any event be construed as, or
deened to be, an adm ssion or concession or evidence of (1) any
l[iability or any wongdoi ng what soever on the part of any Rel eased
Party or that any Released Party has engaged in any of the

activities barred by this Consent Decree and Fi nal Judgnent; or (2)



personal jurisdiction over any person or entity other than the
Participating Mnufacturers. Each Participating Mnufacturer
specifically disclains and denies any liability or wongdoing
what soever with respect to the clains and allegations asserted
against it inthis action, and has stipulated to the entry of this
Consent Decree and Final Judgnent solely to avoid the further
expense, inconveni ence, burden and risk of litigation.

C. Except as expressly provided otherwise in the
Agreenent, this Consent Decree and Final Judgnent shall not be
nodi fied (by this Court, by any other court or by any ot her neans)
unl ess the party seeking nodification denonstrates, by clear and
convi ncing evidence, that it will suffer irreparable harmfromnew
and unforeseen conditions. Provided, however, that the provisions
of sections 111, V, VI and VII of this Consent Decree and Fina
Judgnent shall in no event be subject to nodification wthout the
consent of the State of California and all affected Participating
Manuf act urers. In the event that any of the sections of this
Consent Decree and Final Judgnent enunerated in the preceding
sentence are nodified by this Court, by any other court or by any
ot her neans wi thout the consent of the State of California and al
affected Participating Manufacturers, then this Consent Decree and
Fi nal Judgnent shall be void and of no further effect. Changes in
the economc conditions of the parties shall not be grounds for
nmodi fication. It is intended that the Participating Manufacturers
will conmply wth this Consent Decree and Final Judgnent as

originally entered, even if the Participating Manufacturers’



obl i gations hereunder are greater than those i nposed under current
or future I aw (unl ess conpliance with this Consent Decree and Fi nal
Judgnent woul d violate such law). A change in law that results,
directly or indirectly, in nore favorable or beneficial treatnent
of any one or nore of the Participating Manufacturers shall not
support nodification of this Consent Decree and Fi nal Judgnent.

D. I n any proceedi ng which results in a finding that a
Partici pati ng Manufacturer violated this Consent Decree and Fi nal
Judgnent , the Participating Manufacturer or Partici pating
Manuf acturers found to be in violation shall pay the State’s costs
and attorneys’ fees incurred by the State of California in such
pr oceedi ng.

E. The renedies in this Consent Decree and Final
Judgnent are cunul ative and in addition to any other renedies the
State of California may have at law or equity, including but not
limtedtoits rights under the Agreenent. Nothing herein shall be
construed to prevent the State frombringing an action with respect
t o conduct not rel eased pursuant to the Agreenent, even though t hat
conduct may also violate this Consent Decree and Final Judgnent.
Not hing in this Consent Decree and Final Judgnent is intended to
create any right for California to obtain any Cigarette product
formula that it would not otherw se have under applicable |aw

F. No party shall be considered the drafter of this
Consent Decree and Final Judgnent for the purpose of any statute,
case law or rule of interpretation or construction that would or

m ght cause any provision to be construed against the drafter.



Nothing in this Consent Decree and Final Judgnent shall be
construed as approval by the State of California of the
Partici pati ng Manufacturers’ business organizations, operations,
acts or practices, and the Participating Manufacturers shall nake
no representation to the contrary.

G The settlenent negotiations resulting in this
Consent Decree and Final Judgnent have been undertaken in good
faith and for settlenent purposes only, and no evidence of
negotiations or discussions underlying this Consent Decree and
Fi nal Judgnent shall be offered or received in evidence in any
action or proceeding for any purpose. Neither this Consent Decree
and Fi nal Judgnent nor any public di scussions, public statenents or
public comments with respect to this Consent Decree and Final
Judgnent by the State of California or any Participating
Manuf acturer or its agents shall be offered or received i n evidence
in any action or proceedi ng for any purpose other than in an action
or proceeding arising under or relating to this Consent Decree and
Fi nal Judgment.

H. Al'l obligations of the Participating Manufacturers
pursuant to this Consent Decree and Final Judgnent (i ncluding, but
not limted to, all paynent obligations) are, and shall remain,
several and not joint.

l. The provisions of this Consent Decree and Fina
Judgnent are applicable only to actions taken (or omtted 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 Judgnent whose
scope is otherwise limted by the terns thereof.

J. Not hi ng in subsection V(A) or V(1) of this Consent
Decree shall create a right to challenge the continuation, after
t he MSA Execution Date, of any advertising content, claimor slogan
(other than use of a Cartoon) that was not unlawful prior to the
MBA Executi on Date.

K. If the Agreenent termnates in this State for any
reason, then this Consent Decree and Final Judgnent shall be void

and of no further effect.

VII. FINAL D SPOSI TI ON

A The Agreenent, the settlenent set forth therein, and
the establishnent of the Escrow provided for therein are hereby
approved in all respects, and all clains are hereby dismssed with
prejudi ce as provided therein. The Menorandum of Under st andi ng
(“MOU; a copy of which is attached hereto as Exhibit B and
i ncorporated herein by this reference as though set forth in full)
whi ch 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 whi ch provides for the establishnent of an escrow account from
which California Cties and Counties may, pursuant to the MU
recei ve paynent, is approved in all respects.

B. The Court finds that the persons signing the
Agreenent have full and conplete authority to enter into the

bi nding and fully effective settlenent of this action as set forth



in the Agreenent. The Court also finds that the persons signing
the Stipulation for Entry of Consent Decree and Fi nal Judgnent have
full and conplete authority to enter into said Stipulation. The
Court further finds that entering into this settlenent is in the
best interests of the State of California.

C. The First Amended Conplaint on file herein against
Does 2-200, is ordered dism ssed.

D. The Court Clerk is ordered to enter this Consent

Decree and Final Judgnent forthwth

Dat ed: Decenber , 1998

RONALD S. PRAGER
JUDGE OF THE SUPERI OR COURT



