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EXHIBIT E 

FORMULA FOR CALCULATING  
VOLUME ADJUSTMENTS 

Any amount that by the terms of the Master Settlement Agreement is to be 

adjusted pursuant to this Exhibit E (the “Applicable Base Payment”) shall be adjusted in 

the following manner: 
(A) In the event the aggregate number of Cigarettes shipped in or to the fifty United 

States, the District of Columbia, and Puerto Rico by the Original Participating 
Manufacturers in the Applicable Year (as defined hereinbelow) (the “Actual 
Volume”) is greater than 475,656,000,000 Cigarettes (the “Base Volume”), the 
Applicable Base Payment shall be multiplied by the ratio of the Actual Volume to 
the Base Volume. 

(B) In the event the Actual Volume is less than the Base Volume, 

i. The Applicable Base Payment shall be reduced by subtracting 
from it the amount equal to such Applicable Base Payment 
multiplied both by 0.98 and by the result of (i) 1(one) minus (ii) 
the ratio of the Actual Volume to the Base Volume. 

ii. Solely for purposes of calculating volume adjustments to the 
payments required under subsection IX(c)(1), if a reduction of the 
Base Payment due under such subsection results from the 
application of subparagraph (B)(i) of this Exhibit E, but the 
Original Participating Manufacturers’ aggregate operating income 
from sales of Cigarettes for the Applicable Year in the fifty United 
States, the District of Columbia, and Puerto Rico (the “Actual 
Operating Income”) is greater than $7,195,340,000 (the “Base 
Operating Income”) (such Base Operating Income being adjusted 
upward in accordance with the formula for inflation adjustments 
set forth in Exhibit C hereto beginning December 31, 1996 to be 
applied for each year after 1996) then the amount by which such 
Base Payment is reduced by the application of subsection (B)(i) 
shall be reduced (but not below zero) by the amount calculated by 
multiplying (i) a percentage equal to the aggregate Allocable 
Shares of the Settling States in which State-Specific Finality has 
occurred by (ii) 25% of such increase in such operating income.  
For purposes of this Exhibit E, “operating income from sales of 
Cigarettes” shall mean operating income from sales of Cigarettes 
in the fifty United States, the District of Columbia, and Puerto 
Rico:  (a) before goodwill amortization, trademark amortization, 
restructuring charges and restructuring related charges, minority 
interest, net interest expense, non-operating income and expense, 
general corporate expenses and income taxes; and (b) excluding 
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extraordinary items, cumulative effect of changes in method of 
accounting and discontinued operations -- all as such income is 
reported to the United States Securities and Exchange Commission 
(“SEC”) for the Applicable Year (either independently by the 
Participating Manufacturer or as part of consolidated financial 
statements reported to the SEC by an Affiliate of such Participating 
Manufacturer) or, in the case of an Original Participating 
Manufacturer that does not report income to the SEC, as reported 
in financial statements prepared in accordance with U.S. generally 
accepted accounting principles and audited by a nationally 
recognized accounting firm.  For years subsequent to 1998, the 
determination of the Original Participating Manufacturers’ 
aggregate operating income from sales of Cigarettes shall not 
exclude any charges or expenses incurred or accrued in connection 
with this Agreement or any prior settlement of a tobacco and 
health case and shall otherwise be derived using the same 
principles as were employed in deriving such Original 
Participating Manufacturers’ aggregate operating income from 
sales of Cigarettes in 1996.   

iii. Any increase in a Base Payment pursuant to subsection (B)(ii) 
above shall be allocated among the Original Participating 
Manufacturers in the following manner: 

(1)  only to those Original Participating Manufacturers 
whose operating income from sales of Cigarettes in the fifty United 
States, the District of Columbia and Puerto Rico for the year for 
which the Base Payment is being adjusted is greater than their 
respective operating income from such sales of Cigarettes 
(including operating income from such sales of any of their 
Affiliates that do not continue to have such sales after the MSA 
Execution Date) in 1996 (as increased for inflation as provided in 
Exhibit C hereto beginning December 31, 1996 to be applied for 
each year after 1996); and 

(2)  among the Original Participating Manufacturers 
described in paragraph (1) above in proportion to the ratio of (x) 
the increase in the operating income from sales of Cigarettes (as 
described in paragraph (1)) of the Original Participating 
Manufacturer in question, to (y) the aggregate increase in the 
operating income from sales of Cigarettes (as described in 
paragraph (1)) of those Original Participating Manufacturers 
described in paragraph (1) above. 

(C) “Applicable Year” means the calendar year immediately preceding the year in 
which the payment at issue is due, regardless of when such payment is made. 

(D) For purposes of this Exhibit, shipments shall be measured as provided in 
subsection II(mm). 
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