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Sections And Content Summary

Preface: The sole and exclusive source of revenue to service Washington tobacco settlement asset-backed bonds
is receipt of its proportionate share of 1998 tobacco Master Settlement Agreement (MSA) payments by the State of
Washington. The source of MSA payments is defined by language in the MSA to be exclusively tobacco company
domestic sales because international tobacco affiliates, non-tobacco affiliates, and holding companies that are not
signatorys to the MSA are not responsible for MSA payments. An important MSA term that defines responsibility
for MSA payments is described in the Washington tobacco bond prospectus, page 16:

“The MSA expressly provides that the obligations of each PM are not the obligation or responsibility of any
affiliate of such PM and, further, that the remedies, penalties or sanctions that may be imposed or assessed in connec-
tion with a breach or violation of the MSA will apply only to the PMs and not to any other person or entity.”

Terms in the MSA that support the prospectus’ statement can be found in Section VII. (d), “Applicability.” A
copy of the MSA is included with the prospectus. MSA terms were crafted so the economic burden of the tobacco
settlement falls exclusively on tobacco consumers, presumably to maximize the impact of cigarette price increases
on smokers and impose a financial incentive to quit smoking.

For example, in the case of Philip Morris only Philip Morris USA as a signatory to the MSA is responsible for
MSA payments. Its parent holding company Altria Group is not responsible for MSA payments, nor are Philip
Morris’ food affiliates Kraft Foods and Nabisco Brands, nor is Philip Morris International responsible for MSA
payments. April 9, 2003 The Seattle Times reported in “Judge Might Give Philip Morris Break On Bond,” that
Illinois Judge Nicholas Byron (who ordered Philip Morris post a $12 billion appeal bond) said “Altria isn’t obli-
gated by any decision in this court.” Philip Morris USA exclusively bears the economic burden of MSA payments.

We therefore arrive at the statement on page 15 of the prospectus which says:

“The settlement represents the resolution of a large potential financial liability of the PMs [Participating
Manufacturers] for smoking-related injuries, the costs of which have been borne and will likely continue to be borne
by cigarette consumers.” (Underline, bracket added.)

We also arrive at a source of revenue to support MSA payments that is uniquely and exclusively focused on
tobacco consumers to provide funds that service obligations to Washington tobacco bondholders. Those revenues
are only provided by persons who purchase cigarettes and other tobacco products. In light of that unique focus, what
has influenced, may influence, or is intended to influence tobacco consumer behavior of purchasing cigarettes is
directly material to bondholder risk disclosures that must be included in the public offering prospectus.

1. Recent Events Background: Recent events concerning tobacco companies ability to make tobacco Master
Settlement Agreement payments raise questions that effect tobacco settlement asset-backed bondholders. Those events
give rise to a need for careful examination of results produced by tobacco control intervention.  Page 1

2. Youth Smoking: Under Project ASSIST interventions youth daily smokers increased 43 percent 1992 to
1997, and smoking persistence increased as well. As of 2002 there are more youth daily smokers than before tobacco
control began its interventions. Youth are not “beneficiaries” of tobacco control since 1991, they have been and are
being systematically abused and exploited by it.  Page 2

3. Adult Tobacco Use: Today, adult prevalence statistics show a stabilization of adult Current Smoker popu-
lations and a decrease in Former Smokers since 1990. There is a new smoking persistence that did not exist before Dr.
Koop’s 1988 report that declared nicotine to be addictive was published. Tobacco control advocates have aggres-
sively promoted the concept that nicotine is as addictive as heroin or cocaine, or more so. States exploit new smoking
persistence through MSA payments and new taxes.   Page 3

4. Youth And Adult Tobacco Use Overview: Net results under tobacco control initiatives are increased youth
and adult smoker populations compared to 1990 before tobacco control began.   Page 4

5. A Brief History Of Tobacco Control: In Washington, recommendations for use of MSA funds are made by
the Attorney General’s Tobacco Control and Prevention Task Force. Senior members of the task force are by and
large the same people who supervised tobacco control interventions during the 1990s.   Page 5
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6. Dependence On Tobacco Consumers: As stated in the Washington tobacco bond prospectus, the costs of
the MSA have been borne and likely will continue to be borne by tobacco consumers. Tobacco bond service is
dependent on MSA payments. What has influenced, is intended to influence, or reasonably may influence tobacco
consumer behavior is therefore relevant to bond investors’ ability to assess the risks of their investment and is
material information that must be included a public offering prospectus.   Page 5

7. Undisclosed Effects Of Tobacco Control Intervention: After a decade of Project ASSIST and MSA to-
bacco control influence Current Smoker populations have not materially changed but that population is consuming
fewer tobacco products. Tobacco control advocates have a current published goal to reduce the prevalence of ciga-
rette smoking among adults to 12 percent or less (a 50 percent decline) by 2010. What occurs with tobacco company
revenues, and therefore funds to make MSA payments and to service tobacco bonds, if that goal is achieved and
remaining smokers purchase fewer tobacco products? For declines in tobacco consumption to exceed the most ex-
treme worst case stress scenario set forth in Appendix A  all that would need to occur is for tobacco control advocates
to achieve one-half of their stated goal for decline in adult smoking prevalence. Current tobacco control published
goals and their potential consequences on tobacco consumption are not addressed in the prospectus.    Page 6

8. Undisclosed Tobacco Control Agendas: What purpose would be served by a several-hundred-million-
dollar nationwide tobacco control intervention that stabilized the number of Current Smokers but resulted in those
consumers purchasing fewer cigarettes? Such an intervention would preserve the number of prospective customers
for smoking cessation products, while reflecting the extent to which “Tobacco Free” nicotine products are success-
fully substituted for tobacco nicotine products. The Washington tobacco bond prospectus does not discuss the vested
interests and motivations for tobacco control advocates to aggressively promote the substitution of “Tobacco Free”
pharmaceutical nicotine products for tobacco nicotine products. By failing to discuss that subject the prospectus’
Appendix A omits mention of a material competitive force to tobacco company revenues.   Page 9

9. Bondholders In The Breach: Through bond rating downgrades the interests of tobacco bondholders have
been damaged because the price of their bonds declines to produce higher yields that reflect increased risk. Current
reports say that tobacco bondholders face grim prospects: the principal value of their bonds has declined to produce
higher yields, costs to hedge existing tobacco bond positions have increased, and they face increased risk for timely
payment of interest and principal due to cash flow drains that new tobacco verdicts impose.   Page 12

10. Washington Tobacco Bond Prospectus Requirements:Initial Public Offering of securities are subject to
the  Securities Act of 1933. Exemption from registration does not equal exemption from compliance with the act’s
requirements or SEC rules. The act requires full and fair disclosure of material information to prospective investors.
That requirement includes omissions of material information, as well as misstatements. SEC rule 10 (b)(5) prohibits
misstatements or omissions of material information in connection with the purchase or sale of a security.

The scope of 1933 act and SEC rule requirements is that not only must statements that are made in a prospec-
tus be truthful and accurate for purposes of reliance by investors, but also that material information cannot be
withheld. When evaluating a prospectus and offering materials is not sufficient to merely analyze what was said or
forecast, one must also examine whether material information was withheld, as well.

Material information regarding tobacco control advocacy is not fully or fairly discussed in Appendix A, nor
does the forecast properly consider material effects of tobacco control advocacy on tobacco consumption. Moreover,
statements by public officials regarding the efficacy of tobacco control programs often misrepresent the effects of
tobacco control advocacy, which further misleads investors because they believe facts about consequences of anti-
tobacco programs that are frequently slanted for political reasons.   Page 13

11. A Materially Different Cigarette Market: At least three primary issues indicate that the tobacco market at
the time the Washington tobacco bond prospectus was issued was materially different than historical markets on
which cigarette consumption forecasts were based.   Page 15

12. Appendix A Tobacco Consumption Forecasts: Per capita cigarette consumption fails three regression
tests based on historical trends: in all three cases per capita consumption is negative (below zero) before 2032. Total
cigarette consumption fails two of three regression tests based on historical trends because those trends produce
negative or sharply lower cigarette consumption by 2032.   Page 16
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13. Prospectus Facts Relied On: Eight statements from Appendix A that are relied on in conclusions about
Appendix A and its tobacco consumption forecasts.   Page 18

14. Conclusions Regarding Washington Tobacco Bond Prospectus: Conclusions in this report focus on four
subject areas:  Page 19

1.0 Tobacco Control Goals: The Washington tobacco bond prospectus and its Appendix A omit
material information about current tobacco control goals. The information omitted would reasonably influence a
purchaser’s risk analysis.

2.0 Effectiveness Of Tobacco Control: Tobacco control programs have not been effective. State-
ments to that effect are both false and materially misleading. The effect of such false and misleading statements is to
lull prospective bond purchasers as to the true risks of their investment.

3.0 Competitive Nicotine Products And Conflicts Of Interest:

3.1 Competitive Nicotine Products: Non-tobacco products aggressively compete for tobacco
consumer’s—nicotine consumer’s—dollar. None of those products existed in tobacco nicotine markets 1965 to 1980.
Not only is today’s nicotine market materially different as to underlying economic structure, but there are now new
competitive nicotine products that divert nicotine consumer’s dollars away form those that support MSA payments.
The prospectus and Appendix A are wholly insufficient in disclosure of and discussion about the fact and conse-
quences of those products.

3.2 Conflicts Of Interest: It is apparent that serving the vested interests of tobacco control
advocates’ financial sponsors conflicts with the interests of tobacco bondholders and that such activity has had a
demonstrable effect on smoking prevalence and total tobacco consumption. Tobacco control advocate conflicts of
interest are not disclosed or discussed in the Washington tobacco bond prospectus.

4.0 Forecast Projections: The forecasts contained in Appendix A do not represent the current to-
bacco market and the forecasts materially understate likely future rates of decline in tobacco consumption.



1. “The States have a strong interest in preserving the value
of the settlements they fought for and won, and the results in this
lawsuit should not prejudice those settlements.” Page 3

2. “NCSL’s [National Conference of State Legislatures] in-
terest in this case is in protecting state finances during the most
difficult state budget period in fifty years.” Page 2

3. The States’ objective is to ensure that Philip Morris meets
all its legal obligations to consumers and to public entities. . . .
The States seek to permit the appellate process to go forward
without endangering the payments that are due the States.” Page 4

4. “Where MSA payments have been pledged to service
bonds, a delay in payment could adversely affect the interests of
bondholders.” Page 4

5. “For example, this court might consider whether cash flows
that will become available to Philip Morris during the pendency
of the appeal might be accessed gradually during the course of
the appeal to provide security for the plaintiffs rather than to re-
quire the immediate posting of the entire bond.”  Page 5

6. “Since the MSA was executed, tobacco usage in the United
States has declined substantially, and underage tobacco usage has

declined by an even greater percentage, reversing a decade of
increases.” Page 6

7. “At a time when severe financial crisis has already caused
may states to cut budgets for important programs, failure of states
to receive such payments promptly would severely threaten pub-
lic health and safety programs in numerous States and undermine
the progress in reducing youth smoking that has been made since
the MSA was executed.” Page 7

8. “. . . the States are not seeking to protect the interests of a
wrongdoer; rather, they seek to protect the interests of innocent
third parties—the States themselves and their citizens, including
their young people, who are beneficiaries of the State programs
supported by the payments that are threatened.” Page 10

9. In the state of Washington, which has an active Tobacco
Control and Prevention program funded primarily by MSA
pauments, a survey of 137,000 students conducted in 2002 showed
sharp delcines in youth smoking, far in execess of the national
average.” Page 13

10. “Not only is it vital for States to receive Philip Morris’
payment, but any substantial delay in the receipt of that payment
would be severely prejudicial to the States.” Page 16

“Brief Of Amici Curiae”  In The Circuit Court Third Judicial Circuit Madison County, Illinois Claim No. 00-l-112

In March 2003 Madison County, Illinois Circuit Court Judge
Nicholas Byron ordered that Philip Morris post a $12 billion bond
to appeal a verdict against the company. Judge Byron previously
awarded $10.1 billion in damages, including $3 billion in puni-
tive damages. On March 27, 2003 Philip Morris notified states by
letter that “ . . . it is presently uncertain whether Philip Morris
USA will be able to make the Section IX(c) payment on April 15.”
Philip Morris cited the $12 billion appeal bond as the reason it
was uncertain whether the company could make its $2.5 billion
April 15 Master Settlement Agreement (MSA) payment.

April 7, 2003 Washington Attorney General Christine
Gregoire issued a news release stating that she and 36 other state
attorneys general had filed a brief with the trial court. The brief
asked Judge Byron to consider public health consequences around

appeal bond by an amount sufficient to accommodate
Philip Morris’ payment to Settling States, and the court
adopted receiving a portion of the bond in future cash
flows as recommended by attorneys general (see 5. be-
low.)  It is also noted that Settling States and Philip Mor-
ris are tobacco sales revenue sharing partners under the
MSA. A partner would intervene on behalf of another’s
financial interests under such circumstances.

Settling States made themselves financially depen-
dent on the MSA revenue partnership by executing the
agreement. That an intervening partner has the clout of
37 state attorneys general merely demonstrates Philip
Morris’ political prowess and the extent to which tobacco
consumers are not represented by their attorneys general.
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Project
ASSIST

the nation when he set the appeal bond.
Excerpts from the attorneys general
brief appear in the box below.

Attorney General Gregoire’s press
release said “The Attorneys General
emphasized in the brief they are not
seeking to protect the interests of Philip
Morris, but ‘the interests of innocent
third parties—the states themselves
and their citizens, including their
young people, who are the beneficia-
ries of the state programs supported by
the payments that are threatened.’”

As noted in 4. below, the attorneys general brief also addressed
tobacco settlement asset-backed bondholders. Interest and princi-
pal payments on those bonds are to be made from MSA revenues.

Philip Morris resolved the appeal bond issue by depositing in
escrow a preexisting $6 billion term note from its parent Altria
Group and agreeing to deposit an additional $800 million with
the court in four equal quarterly installments.

Attorneys general intervened to protect the financial inter-
ests of Philip Morris, and that intervention resulted in court ac-
tion beneficial to the company. Moreover, the court reduced the

The attorneys general
brief focuses on the need for
funds to continue tobacco con-
trol programs, cites the suc-
cess of such interventions, and
pleads the interests of youth in
receiving funds to continue
them. Considering that em-
phasis in the brief, the extent
to which tobacco control has
produced beneficial results to
date merits careful examina-
tion. $18 billion in bondhold-

ers financial interests also rest on MSA payments, which
provides additional reason to thoroughly review the in-
fluence of tobacco control.

In this commentary we first examine the influence
of tobacco control on youth smoking and adult tobacco
use, and then discuss that information in context of the
Washington tobacco bond prospectus and its forecasts.

To what extent has tobacco control truly produced
beneficial results? In what manner have tobacco control
interventions influenced tobacco consumption?

“Bondholders Beware,” Page 1



Youth Smoking

Attorneys general stated in their brief to the Madison
County, Illinois Circuit Court (see excerpt 6.): “Since the MSA
was executed, tobacco usage in the United States has declined
substantially, and underage tobacco usage has declined by an
even greater percentage, reversing a decade of increases.”

The above statement is technically correct as to its pre-
cise content, but it is also materially misleading by what it
fails to mention. Principal among its omissions is that com-
pared to a previous period that was not influenced by tobacco
control intervention (1977 to 1982) the present decreasing
trend in youth smoking (1997 to 2002)—with a 67 percent
increase in cigarette cost—is less than that two decades ago,
when tobacco companies reduced cigarette costs 5.5 percent.

Tobacco control intervention 1997 to 2002 produced the
same percentage point decline in High School Senior Daily

Smokers with a 67 percent increase in the price per pack of
cigarettes as occurred 1977 to 1982 with a 5.5 percent de-
crease in cost. Tobacco control interventions under the MSA
exploit a new youth cigarette price tolerance that did not ex-
ist before anti-tobacco began.

Historic data present a troubling perspective: from 1975
to 1992 the trend for youth daily smokers was -0.66 percent
per year, but under Project ASSIST (American Stop Smok-
ing Intervention Study) that trend sharply reversed and youth
smoking prevalence increased 43 percent 1992 to 1997.

As of 2002 16.9 percent of high school seniors were daily
smokers, compared to what should be 9.38 percent under the
1975 to 1992 trend. Since Project ASSIST began in 1991
youth daily smoker populations increased 9.0 percent to 2002.

Based on the data I conclude as a father that youth are
not “beneficiaries” of tobacco control intervention, they have
been and are being systematically abused and exploited by it.

“Bondholders Beware,” Page 2



Adult Tobacco Use

Adult smoking data in the Centers for Disease Control
and Prevention’s “National Health Interview Surveys” dates
back to 1965, immediately after the first U.S. Surgeon
General’s report that linked smoking to cancer was published.

1965 to 1992 adult Current Smokers declined -0.65 per-
cent per year and Former Smokers increased +0.40 annually.
42.4 percent of adults were Current Smokers in 1965. The
year before Project ASSIST began its intervention strategies
in 1993 26.5 percent of adults were Current Smokers. 1992
was the year that the two trends would cross over, where there
would be more Former Smokers than Current Smokers. Had
those twenty-seven-year trends merely continued, today about
30 percent of the adult population would be Former Smokers
and only 18 percent would be Current Smokers.

That trend crossover did not occur. Under Project AS-
SIST and the MSA 1992 to 2001 the rate of decline in adult

Current Smokers reduced to less than half of its preceding
trend (-0.31 percent per year versus 1965 to 1992 trend of -
0.65) and the Former Smoker trend reversed to negative (-
0.22 percent per year.) Not only did the rate of decline in
Current Smokers reduce by half, but fewer smokers are quit-
ting under the MSA than before tobacco control began.

Comparing nine year periods before and after Project
ASSIST yields startling information. 1982 to 1991 adult Cur-
rent Smokers declined by -0.85 percent per year and Former
Smokers increased +0.32 percent per year. During ASSIST
and MSA years 1992 to 2001 Current Smoker trend decline
is only -0.31 and the Former Smoker trend reversed to -0.22.

Today adult prevalence statistics show a stabilization of
adult smoker populations, restoring a previously-declining to-
bacco market. That stabilization has occurred with a 49 per-
cent increase in cigarette cost, which implies significant adult
smoking persistence. States exploit that smoking persistence
through MSA payments and new cigarette taxes.

“Bondholders Beware,” Page 3



“Bondholders Beware,” Page 4

Youth And Adult Tobacco Use Analysis Overview

Tobacco settlement payments are based on market share
portion of fixed payment amounts specified in the MSA. While
the fixed payments are subject to several adjustments, the ba-
sis for the initial allocation is market share. The scheduled
payments are derived from nationwide tobacco product sales
and the allocation between tobacco companies is based on
national market share. The appropriate statistical measures
are therefore nationwide youth and adult prevalence figures
and total national tobacco consumption.

The primary nationwide tobacco control intervention pro-
gram was federal Project ASSIST, announced October 1991.
That intervention was followed by an economic tobacco-rev-
enue distribution agreement as set forth in the MSA. Both
Project ASSIST and the MSA are nationwide tobacco control
initiatives, so nationwide smoking prevalence data are again
indicated to be the appropriate measure. The Washington to-
bacco bond prospectus also uses nationwide data.

The nature of Project ASSIST and the MSA, as well as
the basis for tobacco company MSA payments, incorporate
diversity of states because they are inherently nationwide.

The first two years of Project ASSIST were planning years.
The program’s first “Action Plans” were published October
1993. The tobacco settlement (MSA) is dated November 1998.

Critical analysis dates are therefore 1991, 1993 and 1998 when
measuring benefits and/or consequences of tobacco control
intervention and revenue distribution. Preceding base lines
for those critical analysis years are 1990, 1992 and 1997.

Presently available data for youth and adult smoking
prevalence are the University of Michigan’s “Monitoring The
Future Study” (MTF) 2002 data for youth, and 2001 adult
smoking prevalence data from the Centers for Disease Con-
trol and Prevention’s (CDC) “National Health Interview Sur-
veys” (NHIS). MTF High School Senior Daily Smokers is
used for youth smoking data. Two measures from CDC NHIS
data are applied: Current Smokers and Former Smokers.

Two additional variables are applied to youth and adult
data for purposes of this analysis: U.S. Census Bureau (USCB)
population estimates to estimate youth and adult smoker popu-
lations, and per capita tobacco consumption; U.S. Department
of Agriculture (USDA) Total Tobacco Consumption is also
used for various analysis measures.

A table of pertinent tobacco use statistics derived from
the above-described data appears at bottom left on this page.

Youth Smoking: As of 2002, despite more than a decade
of Project ASSIST and MSA interventions, we had more
(+6.6%) youth smokers than base line year 1990, before AS-
SIST was announced. Since the MSA youth smoker popula-
tions have declined 28.9 percent, compared to base line year

1997. Under Project ASSIST
youth smoker populations in-
creased 49.8 as of 1997, com-
pared to base line 1990. The net
result of Project ASSIST and
MSA interventions is increased
youth smoker populations.

Adult Smoking: As of 2001
CDC data adult Current Smoker
populations increased 2.6 percent
compared to 1990. 1990 to 1997
adult Current Smoker popula-
tions increased 4.0 percent. Un-
der the MSA adult Current
Smoker populations declined 1.4
percent. Applying 2001 CDC
adult prevalence to 2003 USCB
population estimates indicates
adult Current Smoker popula-
tions have increased 0.8 percent
since the MSA. The net result of
Prjoect ASSIST and MSA inter-
ventions is increased adult Cur-
rent Smoker populations.

Such results do not indicate
“success” of either Project AS-
SIST or the MSA. Those results
are charitably characterized as a
public health disaster.

But where does the above
data leave Washington tobacco
bondholders? As will be shown,
in a precarious position, despite
increases in smoker populations.



The Washington Tobacco Settlement Revenue
Bond Offering Prospectus

$517,905,000
Tobacco Settlement Authority

Tobacco Settlement Asset-
Backed Bonds, Series 2002

Under “Summary of the MSA, Page 15:”

“The settlement represents the resolution of a large
potential financial liability of the PMs [Participating Manu-
facturers] for smoking-related injuries, the costs of which
have been borne and will likely continue to be borne by
cigarette consumers. 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 num-
ber of issues.” (Underline, brackets added.)

Prospectus statements confirm that tobacco companies do not
bear the economic burden of the 1998 tobacco Master Settle-
ment Agreement (MSA), tobacco consumers do. Attorneys gen-
eral and tobacco company executives sat down at the bargaining
table and decided how much consumers’ money they would spend
to satisfy their mutual interests. According to the Washington
Tobacco Settlement Asset-Backed Bonds prospectus, page 58:

“In 1998 the average price of a pack of cigarettes in nomi-
nal 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 6.45
percent. This was primarily due to a $0.45 per pack increase
in November 1998 to offset the costs of the MSA and the agree-
ments with the previously Settled States.”

A Brief History Of Tobacco Control

The George H.W. Bush administration’s seven-year $135
million Project ASSIST (in which Washington was a Partici-
pating State) as announced October 1991 was the principal
nationwide tobacco control intervention. The program was
managed nationwide by the American Cancer Society (ACS)
and received extensive support from the American Lung As-
sociation (ALA). Washington’s tobacco control activities were
carried out by the state health department through the To-
bacco-Free Washington Coa-
lition, of which ACS and
ALA were members. Many of
the program’s activities were
undertaken by ASSIST con-
tractors such as Washington
DOC, a Washington tobacco
control advocacy group.

Senior members of to-
bacco control organizations
also served as officers and
managers of the Washington
Tobacco-Free Coalition. For
example, Dr. Robert Jaffe was
the Executive Director of
Washington DOC and the
President of the Washington
Tobacco-Free Coalition dur-
ing the 1990s. Officers or
managers of local ACS and
ALA chapters were also
members of the coalition.

 In 1996 Attorney Gen-
eral Gregoire joined the
growing list of state attorneys
general who were suing to-
bacco companies to recover
alleged Medicaid costs. Ms.
Gregoire later became a lead-
ing national figure by nego-
tiating the MSA with four
major tobacco companies.

When the MSA was executed in November 1998 tobacco
control began to operate through state health department pro-
grams funded by the MSA. In Washington, recommendations
for use of MSA funding are made by the attorney general’s
Tobacco Prevention and Control Task Force. Senior manag-
ers of the tobacco control task force at the time the MSA was
executed were by and large the same people who supervised
Project ASSIST interventions through the Tobacco-Free Wash-
ington Coalition. For example, Dr. Jaffe of Washington DOC
became a Co-Chair of the task force, and representatives from
the American Cancer Society and the American Lung Asso-
ciation were appointed as task force members. The task force
has operated since 1998 under the supervision of Attorney
General Gregoire’s office, continuing her direct and personal
involvement with tobacco control initiatives. Members of the
public who were not part of tobacco control organizations were
excluded from task force membership.

The preceding history of tobacco control is important be-
cause the same people and the same special-interest advocacy
groups that now claim “success” for their intervention pro-
grams are, by and large, those who presided over historic in-
creases in youth smoking populations 1992 to 1997 and who
participated in the stabilization of previously-declining adult
smoker populations. Having managed programs that produced
a 43 percent increase in youth smoking prevalence 1992 to
1997 those managers now bark self-accolades in press releases
over a 31 percent decline in youth smoking rates 1997 to 2002.

Truthful and fair disclo-
sure involves telling the
whole story, not just the por-
tion of the facts that make one
look good. Perhaps ignoring
nearly a decade of failure as
one touts today’s “success” is
an acceptable standard for to-
bacco control press releases,
but the quality of truth rises
to a higher standard when
making representations to the
courts. Certainly the stan-
dards for full and fair disclo-
sure in a prospectus include
not omitting material facts
that could influence an
investor’s decision.

Dependence On
Tobacco Consumers

As set forth in the pro-
spectus for the offering of
$517 million in Washington
Tobacco Settlement Asset-
Backed Bonds (see excerpts
at center of this page), the
costs of the MSA have been
borne and likely will continue
to be borne by tobacco con-
sumers. What has influenced,

is intended to influence, or reasonably may influence tobacco
consumer behavior is therefore relevant to bond investors’
ability to assess the risks of their investment and is material
information that must be included a public offering prospec-
tus. Unfortunately, the Washington tobacco bond prospectus
is little more forthcoming on material facts as to tobacco con-
trol influence on tobacco consumer behavior than was the brief
filed by attorneys general with the Illinois trial court.

To receive interest and principal payments tobacco settle-
ment bondholders are dependent on receipt of MSA payments
by states that have issued such bonds. To meet MSA obliga-
tions tobacco companies are dependent on tobacco consumers
continuing to purchase cigarettes. Given the mounting multi-
billion-dollar judgements against tobacco companies their cash
flow requirements will increase in the future. But what hap-
pens if a stable number of smokers buy fewer cigarettes per
capita, while tobacco company cash flow demands increase?

“Bondholders Beware,” Page 5
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Undisclosed Effects Of Tobacco Control Intervention

According to Appendix A in the prospectus, 1998 to 2001
total tobacco consumption decreased from 465 billion ciga-
rettes to 419 billion (-9.9%). During that same period CDC
data say adult Current Smokers modestly decreased from 24.1
to 23.4 percent (-2.9%) and Former Smokers declined from
22.9 to 22.2 percent (-3.1%). Appendix A and CDC data for
1998 to 2001 present an interesting equation: during a period
of aggressive cigarette price and tax increases a -2.9 percent
decrease in the number of tobacco consumers equaled a -9.9
percent decrease in total tobacco consumption, despite Former
Smokers decreasing 3.1 percent. Each percentage point de-
crease in Current Smokers equaled a 3.41 percentage point
decline in total tobacco consumption during that period.

Mortality Weekly Review” (MMWR) dated April 11, 2003
[52(14);303-307]  tobacco control advocates have published
a clear and specific goal for adult smoking prevalence:

“One of the national health objectives for 2010 is to
reduce the prevalence of cigarette smoking among adults
to less than or equal to 12% (objective 27.1)”

The goal as stated above has been part of tobacco control’s
published literature prior to April 2003. For example, the same
goal is stated in CDC’s MMWR dated July 26, 2002
[51(29);642-645], three months before the prospectus date of
October 2002. To accomplish that goal adult smoking preva-
lence must decline 11.4 percentage points from 2001 to 2010,
or 1.26 percentage points per year over that nine-year period.

The above data suggests
that a relatively stable Cur-
rent Smoker population is
purchasing fewer cigarettes.
At a 3.4:1 ratio of percent de-
cline in total tobacco con-
sumption to percent decrease
in Current Smokers the data
are highly leveraged to the
disadvantage Settling States
and bondholders, both of
whom are dependent on con-
tinuing cigarette sales to re-
alize their economic goals.

Today’s tobacco con-
sumer market is materially
different than before tobacco
control interventions began
in 1991. As noted below, the
ratio of decline in tobacco
consumption to decline in
Current Smoker populations
was only 0.87 (1/4th of the
current ratio of 3.41) for the
1982 to 1991 decade that pre-
ceded the announcement of Project ASSIST. After a decade
of Project ASSIST and MSA tobacco control influence Cur-
rent Smoker populations have not materially changed but that
population is consuming fewer tobacco products.

That phenomenon is due in large part to tobacco control’s
aggressive emphasis on promoting pharmaceutical Nicotine
Replacement Therapy products such as gums and patches,
mandating smoking bans, and increasing the price of ciga-
rettes. Those policy initiatives by tobacco control advocates
have clearly had a material influence on the tobacco market
and must be considered in any prospectus data that purport to
project declines in tobacco consumption.

At the present ratio of 3.4:1, to stay within the 1.72 per-
cent “Base Case Forecast” for decline in tobacco consump-
tion stated on page A-25 of Appendix A in the Washington
tobacco bond prospectus adult smoking prevalence cannot de-
cline more than 0.5 percent per year.

The problem with that, however, is that according to a
Centers for Disease Control and Prevention  “Morbidity and

2001 adult prevelance
was 23.4 percent, so the CDC
goal requires a 48.7 percent
decline in nine years, an av-
erage of 5.4 percent per year.
Assuming linear decreases in
consumption and prevalence,
that decline is 140 percent
greater than the “Low Case
3” stated on page A-25 of Ap-
pendix A.

At a 1998 to 2001 post-
MSA ratio of 3.4:1 reduction
in consumption for each per-
cent decline in adult smoking
prevalence the CDC goal im-
plies total tobacco consump-
tion declining at a rate of 4.3
percent per year, 91 percent
greater than the “Low Case
3” on page A-25.

Comparative percent de-
clines in adult Current
Smoker populations based on
the current ratio of 3.4:1 are

presented in the graphic at center. Those to the left are for the
five projections under “Hypothetical Stress Scenario” on page
A-25 of the Washington tobacco bond prospectus’ Appendix
A. The four to the right are for historical periods, post-MSA
period, and future CDC tobacco control goals as described
above. The calculations measure consumption volatility.

At the current 3.4:1 ratio of decline in consumption to
decline in Current Smokers there are no projections that sat-
isfy the decreases in tobacco consumption in the prospectus.
The lowest actual historic decline in prevalence during Post
MSA years of 0.73 percent per year is still 12.3 percent higher
than that implied by the prospectus’ worst “Low Case 3.”

Were declines in adult smoking prevalence to return to
their previous historic 1982 to 1991 trend of -2.50 percent
before Project ASSIST, coupled with the current influence of
tobacco control on reduction of cigarettes consumed by adult
smokers, the percent decline in annual tobacco consumption
would be 8.5 percent per year or 495 percent of the 1.72 per-
cent per year “Base Case Forecast” in the prospectus.
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Prevelance Computed From Washington Tobacco Bond Pro-
spectus  Appendix A Page A-25 Based on 3.4:1 C/P Ratio:

1. High Alternative: -1.56% Consumption = -0.46%/Year Prev.
2. BaseCase -1.72% Consumption = -0.50%/Year Prev.
3. Low Case 1: -1.93% Consumption = -0.56%/Year Prev.
4. Low Case 2: -2.17% Consumption = -0.64%/Year Prev.
5. Low Case 3: -2.25% Consumption = -0.65%/Year Prev.

Prevelance - Actual Market History/CDC Projections

6. 1982 To 1991 Previous Base Line: -2.50%/Year
7. 1991 To 1998 Project ASSIST: -0.78%/Year
8. 1998 To 2001 Post MSA Years: -0.73%/Year
9. CDC 2010 Adult Prevalence Goal: -1.26%/Year

Prospectus Appendix A Historic/CDC Goal
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Adult Smoking Prevalence Declines
(Prospectus vs. Actual Historic And CDC Goals)
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 1991 510.0 -15.0  -2.94%   25.7 +0.2 +0.78%     3.76
 1992 500.0 -10.0  -2.00%   26.5 +0.8 +3.02%     0.66
 1993 485.0 -15.0  -3.09%   25.0  -1.5  -6.00%     0.52
 1994 486.0  +1.0 +0.21%   25.5 +0.5 +1.96%     0.11
 1995 487.0  +1.0 +0.21%   24.7  -0.8 -3.24%     0.06
 1996* 487.0  +0.0 +0.00%   24.7 +0.0 +0.00%     0.00
 1997 480.0   -3.0  -0.63%   24.8 +0.1 +0.40%     1.58
 1998 465.0 -15.0  -3.22%   24.1  -0.7  -2.90%     1.11
 1999 435.0 -30.0  -6.45%   23.5  -0.6  -2.55%     2.53
 2000 430.0   -5.0  -1.16%   23.3  -0.2  -0.86%     1.34
 2001 419.0E -11.0  -2.63%   23.4  +0.1 +0.43%     6.11

     Tobacco Consumption
   Total    Chg.   % Chg.

  Current Smokers
Pct.     Chg.     % Chg.

C/P
Ratio

MSA

y = 0.22+0.31

Tobacco Consumption/Smoker  Ratio

  3.76  0.66   0.52  0.11   0.06  0.00   1.58  1.11   2.53  1.34   6.11
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Were adult smoking prevalence to drop to 17.87 percent
of total adult population indicated by the 1965 to 1992 trend
(see page 3.), at today’s current ratio of 3.4:1 that implies a
decline in tobacco consumption of -18.9 percent. A -18.9 per-
cent decline in tobacco consumption presents a serious and
sustaining risk to bondholders, even if it were to occur over a
five year period. A five year decline of -18.9 percent is 3.78
percent per year, 219.8 percent of the projected 1.72 percent
“Base Case Forecast” decline in total tobacco consumption
as stated in Appendix A to the prospectus.

In the 1994-1995 Project ASSIST “Action Plan” a “Goal
To Success” was stated on page 2:

“To reduce tobacco use to 17 percent of the adult popu-
lation by 1998.”

As is evident from the preceding adult Current Smoker
data Project ASSIST never came within shouting distance of
that goal. So which will it be? Will tobacco control advocates
and programs again fail to achieve their published goals, or
will tobacco bondholders watch tobacco sales revenues evapo-
rate from their interest and principal payments at a rate of
250 percent greater than projected as a “Base Case Forecast”
in the prospectus that they relied on?

My personal view is that tobacco bond holders should
fervently pray anti-tobacco programs are equally inept at ac-
complishing their future goals as they have been in the past.

What would it take for tobacco consumption declines to
exceed even the most extreme stress scenario stated in Ap-
pendix A to the Washington tobacco bond prospectus on page
A-25? Tobacco control advocates would merely need to ac-
complish one-half of their stated and published goal to re-
duce adult smoking prevalence to 12 percent by 2010.

Unfortunately, the Washington tobacco bond prospectus
does not thoroughly discuss tobacco control advocacy, let alone
disclosing that tobacco control’s stated goals could devastate
bond service reveneue. The subject is discussed on pages A-
11 to A-16 of the prospectus’ Appendix A, however compara-
tive time periods are not provided to assess program impact.

Prospective bondholders are entitled to material informa-
tion that if tobacco control advocates were to accomplish their
goals by 2010, based on current market influences of tobacco
control programs tobacco consumption could decline by per-
centages in excess of those set forth in the prospectus.

We can express the relationship between tobacco consump-
tion and adult smoking prevalence as the ratio of percent
change in total consumption to percent change in adult Cur-
rent Smoker prevalence in absolute values (C/P Ratio.) An-
nual C/P Ratio computations for the period from the year
Project ASSIST was announced in 1991 to most recent CDC
Current Smokers 2001 data are presented in the table at bot-
tom of this page. Current Smoker data for 1996 (*) are not
available from CDC and that year shows no change in USDA
Total Tobacco Consumption on page A-30 in Appendix A.
Consequently, that year shows zero change for each data item.

During Project ASSIST years 1991 to 1998 the C/P Ratio
shows a decline, particularly 1992 to 1995. 1993 to 1995 show
a small increase in tobacco consumption, despite the number
of Current Smokers modestly decreasing from 25.0 to 24.7
percent. In contrast, 1998 to 2001 show higher C/P Ratios,
indicating a greater consumption volatility. Clearly there was
a change in tobacco consumer behavior after the MSA as com-
pared to Project ASSIST years preceding the MSA. The data
indicate that during Project ASSIST intervention years to-
bacco consumption modestly increased despite a small de-
crease in current smokers and that since the MSA there are
significant and sustaining decreases in tobacco consumption
by a stable Current Smoker population.

There are three periods that can be analyzed  for com-
parative C/P Ratio results:

1. 1982 to 1991: A base line prior to Project ASSIST.
2. 1991 to 1998: Project ASSIST years.
3. 1998 to 2001: Post-MSA years:
1982 to 1991: Tobacco Consumption decreased from 634.0

billion cigarettes to 510.0 billion (-19.5%), while Current
Smokers declined from 33.2 to 25.7 percent (-22.5%). The C/
P Ratio for that period is 0.87.

1991 to 1998: During Project ASSIST years tobacco con-
sumption decreased from 510.0 billion cigarettes to 465.0 bil-
lion (-8.82%), while Current Smokers declined from 25.7 to
24.1 percent (-6.2%). The C/P Ratio for that period is 1.41, a
62 percent increase in tobacco consumption volatility com-
pared to the preceding base line years.

1998 to 2001: For post-MSA years to date as noted above
the C/P Ratio is 3.41, which is a 142 percent increase com-
pared to Project ASSIST years and a 292 percent increase
over base line years 1982 to 1991. C/P Ratios show a marked
increase 1997 to 2001.
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There are two discernible effects of tobacco control inter-
vention: first, the adult Current Smoker tobacco consumer
population has been stabilized; second, that consumer popu-
lation is purchasing fewer cigarettes.

Those phenomenon create a negative leverage that works
to the economic disadvantage of Settling States and tobacco
bondholders: smaller percentages of decrease in Current Smok-
ers equals greater declines in tobacco consumption. With fixed
annual payment obligations tobacco companies will become
less able to meet their payment schedules, which ultimately
puts MSA payments as scheduled in extreme jeopardy. The
present trend is for the C/P Ratio to increase, which says to-
bacco consumption will become increasingly volatile, even
with a stable Current Smoker population.

Per capita tobacco con-
sumption listed in the “His-
torical/Base Case Forecast”
table on pages A-30 to A-31
of Appendix A to the Wash-
ington tobacco bond prospec-
tus does not address, in fact
masks, the above phenom-
enon because the base for the
per capita calculation is to-
tal adult population, not the
Current Smoker population.
Consequently, as the Current
Smoker population declines
the prospectus per capita con-
sumption figure becomes
more nonrepresentative be-
cause it does not consider the
relationship between the Cur-
rent Smoker population and
current tobacco consumption.
As stated in the prospectus,
tobacco consumers bear the
burden of MSA payments,
not the total adult population.
Per capita consumption
should consider that fact to
not be misleading.

We examine per capita
tobacco consumption based
on estimated adult Current
Smoker populations in the
table on page 4 and in the graphic at center bottom of this
page. Data are for the year before announcement of Project
ASSIST in 1991 to the most recent CDC data available for
adult smoker populations, 2001. Comparative per capita data
in the Washington tobacco bond prospectus is a table on pages
A-30 to A-31 of Appendix A addressed in the preceding para-
graph, for which a graphic appears at center top this page.

The U.S. Census data for adults 18 and older as listed on
page 4 is also applied in the Appendix A table because divid-
ing total consumption by those figures produces the per capita
consumption listed on pages A-30 to A-31. The principal dif-
ference between the per capita consumption figures in Ap-
pendix A and on page 4 is that the page 4 figures are based on

adult Current Smoker population estimates and those in Ap-
pendix A are based on total adult population estimates. Page
4 data also include an allocation of 3 percent youth consump-
tion not disclosed in Appendix A per capita consumption.

To begin this brief analysis it is noted that people smoke
cigarettes, cigarettes do not smoke themselves. Any analysis
that seeks to project tobacco consumption for purposes of re-
liance by prospective investors must consider that data in light
of the behavior of adult Current Smokers, as a subset of over-
all adult population. This is important for several reasons:
first, the Washington tobacco bond prospectus states that to-
bacco consumers—not all adults—bear the costs of the MSA;
second, adult Current Smoker behavior most influences rev-
enues to tobacco companies, and therefore revenues available

for MSA payments; and third,
tobacco consumers have been
the explicit target for consumer
behavior change imposed by
tobacco control advocates for
the past decade. Those facts
mandate that tobacco con-
sumption projections consider
adult Current Smoker data.

When we examine tobacco
consumption based on adult
Current Smoker population we
arrive at a set of facts that is
materially different than those
based on total adult popula-
tion. Moreover, the facts based
on Current Smoker population
imply considerably greater
risks to MSA and bond service
revenues than disclosed in the
Washington tobacco bond pro-
spectus. Finally, data based on
adult Current Smoker popula-
tions confirm the importance
of test hypothesis calculations
such as the C/P Ratio previ-
ously discussed.

From 1991 to 2001 per
capita tobacco consumption in
Appendix A decreased from
2,727 cigarettes to 2,017 (-
710, or -26.0.) During that

same period per capita tobacco consumption based on adult
Current Smoker populations decreased from 10,291 cigarettes
to 8,383 (-1,908, or -18.5%) While the percentage decline for
adult Current Smokers appears to be smaller (18.5 percent
vs. 26.0 percent for all adults), the actual number of fewer
cigarettes consumed by the specific consumer group at issue
is more than double (-1,908 for adult Current Smokers versus
only 710 for all adults.) We therefore observe consumption
declines by the consumer group that are 268.7 percent greater
than for all adults as stated in the prospectus’ Appendix A.

The pattern for decline of per capita consumption based
on Current Smokers is different than that for all adults (see
graphics at center.) The slope of the linear regression for Cur-

Overall 1990-2001 Trend: y = -172.95x + 10,674.45
Base 1990-1993 Trend: y = -333.80x + 10,990.50
ASSIST 1991-1998 Trend: y =   -93.18x + 10,152.68
Post-MSA 1998-2001 Trend: y = -303.60x +   9,584.60
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rent Smokers is steeper, showing a greater rate of decline,
and the sharp drops in cigarette consumption per smoker that
begin 1996 are more pronounced than data in the prospectus.
Finally, overall, pre-MSA, and post-MSA trends are materi-
ally different. The overall trend for computations based on all
adults is only -68.52 cigarettes per year, whereas the overall
trend for Current Smokers is more than double at -172.95;
the ASSIST trend for all adults is -49.12 cigarettes per year
versus -93.18 for Current Smokers; and the post-MSA trend
for decline in per capita consumption by all adults is -97.10,
only 32 percent of the -303.60 cigarettes per year for Current
Smokers. Current Smoker data show more precipitous and
accelerating declines in per capita consumption.

Before ASSIST trends for both per capita cigarette con-
sumption based on all adults and adult Current Smoker popu-
lations are substantially similar to Post-MSA trends. That pat-
tern presents extreme risks to tobacco revenue bondholders:
declines in per capita cigarette consumption are returning to
their pre-intervention levels but with no material change in

COMMIT SETTLEMENTWash. Smoking Ban

adult Current Smoker popula-
tions. What happens to tobacco
company revenues when adult
Current Smoker prevalence and
populations begin to materially
decrease, in conjunction with
higher declines in per capita
cigarette consumption?

The data examined to this
point establish that the result of
tobacco control interventions to
date has been to stabilize adult
Current Smoker populations,
yet cause declines in the num-
ber of cigarettes consumed by
those smokers.

The differences in the two
data sets—per capita tobacco
consumption based on all adults
18 and older or based on adult
Current Smokers only—are
important and material.

Which set of per capita data would most appeal to pro-
spective MSA bond investors who rely on tobacco consumers
continuing to purchase cigarettes: a decade long trend where
consumers purchased only 68 fewer cigarettes per year or
where consumers purchased 173 fewer cigarettes per year?
Which trend since the MSA would be most attractive to an
investor who was purchasing bonds due in 2026 and 2032:
one that showed sharp and accelerating declines in Current
Smoker cigarette consumption or one that showed modest and
relatively consistent declines over the entire adult population?

Undisclosed Tobacco Control Agendas

What purpose would be served by a several-hundred-mil-
lion-dollar nationwide tobacco control intervention that sta-
bilized the number of Current Smokers but resulted in those
consumers purchasing fewer cigarettes? That is a $200 mil-
lion-plus question for which there is a simple answer: such

an intervention would preserve the number of prospective cus-
tomers for smoking cessation products, while reflecting the
extent to which “Tobacco Free” nicotine products are success-
fully substituted for tobacco nicotine products.

As illustrated in the CDC graphic below, introduction of
pharmaceutical nicotine products coincides with tobacco con-
trol programs. There is a marked increase in sales of those
products after 1994 when the first nationwide initiative to
mandate smoking bans was undertaken under Project ASSIST.
As Dr. C. Everett Koop remarked February 1998 (see insert
page 10), “Within the next five or 10 years we will still have a
tremendous number of nicotine addicts, but we will have smok-
ing nicotine addicts and nonsmoking nicotine addicts.”

Needless to say, 43 percent more children who began to smoke
1992 to 1997 are now a part of Dr. Koop’s “addict” population.

How would such an intervention be successfully under-
taken? By doing precisely what tobacco control advocates did:
first, emphasize that nicotine is as addictive as heroin or co-
caine, as began with Dr. Koop’s 1988 report; second, nega-

tively label smokers as “addicts” and unfavorably stereotype
them as killing their co-workers with secondhand smoke; third,
aggressively promote work place smoking bans to coerce nico-
tine consumers to use “Tobacco Free” pharmaceutical nico-
tine products in “Smoke Free” work environments.

That nicotine is as addictive as heroin or cocaine or more
so has been aggressively promoted since Dr. Koop’s report.
The MSA includes language (see insert page 10) that autho-
rizes use of MSA funds to advertise the addictiveness of to-
bacco. With smoking increasingly banned, nicotine “addicts”
get their “fix” from patches and gums, in place of cigarettes.

In December 1989 National Cancer Institute standards
for tobacco control programs smokers are defined as a “Tar-
get Group.” Project ASSIST Booklets published under fed-
eral contract, such as  “Planning For A Tobacco Free Wash-
ington,” state policy and/or goals to reduce public acceptance
of and tolerance for tobacco use. Many tobacco control docu-
ments disparagingly refer to tobacco consumers as “addicts.”

ASSIST
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To support regulatory smoking bans was an action item
included in the first Project ASSIST “Action Plans” dated Oc-
tober 1, 1993. Project ASSIST was a nationwide tobacco con-
trol initiative that successfully lobbied for promulgation of
smoking bans. Washington’s prohibition on smoking in of-
fice work environments was promulgated March 15, 1994 with
Department of Labor and Industries Administrative Order of
Adoption 93-18, to be effective September 15, 1994.

New initiatives for expanded smoking bans have been
undertaken, primarily under the stated objective to “reduce
exposure to secondhand smoke.” Those efforts have been gen-
erously supported through
grants from the Robert Wood
Johnson Foundation, but have
met with mixed success:
Washington’s proposed legis-
lation to expand the ban on
smoking in office work envi-
ronments to restaurants, tav-
erns, etc. has died in commit-
tee, while New York City re-
cently passed a comprehen-
sive smoking ban including
restaurants and taverns.

There were a large num-
ber of smoking bans passed
1994 to 1995, with renewed
initiatives to reduce exposure
to secondhand smoke under-
taken in 2001.

The effects of such agen-
das must be considered. The
Washington tobacco settle-
ment asset-backed bond pro-
spectus states on page A-10 of
Appendix A that “ . . . work-
place smoking bans reduce
smoking prevalence by 5 per-
centage points and reduce
consumption by nearly 10 per-
cent.” On page A-14 Appen-
dix A says:

“Based on the regression analysis using data from
1965 to 1999, the restriction on public smoking appear to
have an independent effect on per capita cigarette con-
sumption. We estimate that the restriction instituted be-
ginning in the late 1970’s has reduced smoking by about
2%. However, the timing and the restrictions within and
across states makes such statistical identification difficult.
The trend variable included in our econometric analysis
is likely to incorporate some part of the cumulative im-
pact of various smoking bans and restrictions.”

Increasing cigarette cost and imposing restrictions on
where one can smoke influences the number of cigarettes
smoked by tobacco consumers. Increasing the cost for ciga-
rettes and imposing restrictions on where persons can smoke
are primary intervention strategies undertaken by tobacco

control advocates. Yet, despite such tobacco control initia-
tives, we still have a remarkably stable adult tobacco con-
sumer population, which is to say a remarkably stable source
consumer base for Tobacco-Free nicotine has been preserved.

An additional influence on total tobacco consumption is
the aggressive promotion of smoking cessation products, pri-
marily Nicotine Replacement Therapy (NRT) gums and
patches, by tobacco control advocates. While such products
may reduce the number of cigarettes smoked during cessation
attempts, the long term effect of smoking cessation products
on reducing smoking prevalence is, at best, questionable.

From Master Settlement Agreement, Section VI. (h):

“The national Public Education Fund shall be used only for
public education and advertising regarding the addictiveness, health
effects, and social costs related to the use of tobacco products . . .”
(Underline, italic added.)

“ Koop Predicts Nicotine Inhalers, Sprays”
United Press International, Feb. 15, 1998 Michael Smith

“Within the next five years, America’s nicotine addicts increas-
ingly will get their fix without the dangers of smoking cigarettes,
former surgeon-general C. Everett Koop said.”

“Koop said he foresees nicotine nasal sprays and inhalers joining
the currently available chewing gum and nicotine patch products.
Said Koop: ‘Nicotine is not the dangerous part of a cigarette.’”

“Within the next five or 10 years, Koop said, ‘we will still have
a tremendous number of nicotine addicts, but we will have smoking
nicotine addicts and nonsmoking nicotine addicts.’”

“ Drug Makers Find A Risky New Role For Nicotine”
The Wall Street Journal, February 27, 1998 Suein Hwang

“Cigarette makers may be facing an unusual rival as long
term suppliers of nicotine fixes: the pharmaceutical industry”

“I’d rather see people dependent on nicotine than tobacco.”
Dr. Neal Benowitz, technical editor of Dr. Koop 1988 report
that declared nicotine to be addictive.

“If it’s the nicotine that people want, why not give it to them?”
Dr. Karl Fagerstrom, former director of scientific information
for Pharmacia & Upjohn.

“To be crass about it, virtually every pharmaceutical company
sees a tremendous market here.” Dr. David Sachs.

A September 11, 2002 a
Journal of the American Medi-
cal Association (JAMA) article
(Vol. 288 No. 10)  reported on
three California studies about
smoking cessation products
that  included more than
21,000 smokers. The article,
“ Impact Of Over-The Counter
Sales On Effectiveness of Phar-
maceutical Aids For Smoking
Cessation,” stated:

“Nicotine Replacement
Therapy is heavily promoted
to the general public by both
the pharmaceutical industry
and tobacco control advo-
cates.” and;

“Since becoming available
over-the-counter, NRT ap-
pears no longer effective in
increasing long-term suc-
cessful-cessation in Califor-
nia smokers.”

June 30, 2001 the Associ-
ated Press published  “Ques-
tions Raised About Nicotine
Patches.” The study concluded
that nonsmoked nicotine (in
gums and patches) stimulates

the growth of blood vessels, which in turn can increase the
growth of tumors. AP quoted Dr. John Cooke, director of vas-
cular medicine at Stanford University School of Medicine:

“This [increased blood flow to tumors] was totally a
shock to us. We expected just the opposite.”

So what we have from tobacco control to date is an undis-
closed agenda and intervention strategies that have not re-
duced adult current smoker populations, but have success-
fully preserved a source consumer base for Nicotine Replace-
ment Therapy products that do not work, and which may add
to smokers’ health risks. That performance is “beneficial”?

Tobacco control advocates’ motivations for doing so are
set forth in part on page 11. $200 million in special-interest
grants appears to buy considerable public policy intervention.
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30070
29389
30072

Smoking Cessation
Substance Abuse Law
SmokeLess States
SmokeLess States
Local Preemption Law
SmokeLess States
SmokeLess States
Media Briefing on Tobacco
11th World Conf. on Tobacco
Primary Care Dist. AHCPR
Alt.Nicotine Delivery Syst.
Minors’ Access to Tobacco
Tobacco Control Website
Communications, Conf. on AHCPR
Managed Care Tobacco Prev.
Smoking Cessation Videos
Distribute AHCPR Org. Labor
Survey of Medicaid
Eval. Tucson Youth Tob. Proj.
Girl Scouts Against Smoking
Worker Protection
National Inhalant Prevention
Conf. Women and Smoking
SmokeLess States
PBS Series on Tobacco Lobby
Tech. Assist. SmokeLess States
NFL Youth Anti-Tobacco
Comm. Alcohol/Tobacco Policy
SmokeLess States
Econometric Model Review
SmokeLess States
Nurse Smoking Cessation Implem
National Youth Campaign
Race/Gender Smoking Resrch.
NBA Health Risks of Tobacco
Anti-Tobacco Radio Spots
Major League Baseball Init.
Implementing AHCPR Guidelines
Tobacco Dependence Work Group
AHCPR Conf. Proceedings
Conf. Preventing Tobacco Use
RWJF Tobacco Control Policy
Teacher Panels - Tobacco Educ.
Exhibits About Tobacco Prod.
Alternative Nicotine Delivery
RWJF Science Conf. Facilitator
Tobacco Policy Assessment
Smoke Free Families
Reduce Youth Tobacco Use
Reduce Youth tobacco Use
Study Tobacco Marketing
Adolescent Tobacco Use
Research Etiology of Tobacco
SmokeLess States
Distribute AHCPR Guidelines
SmokeLess States

ID No.     Recipient                Grant Amount Grant Purpose      Location

Notable Grants: $500,000 to Project ASSIST’s nationwide manager, the American Cancer Society; $900,00 to American Lung
Association and $19,510,110 to National Campaign for Tobacco-Free Kids, who sponsored Washington’s 2001 I-773, adding 60 cents per
pack new cigarette taxes to finance anti-tobacco programs and expanding medical insurance; $649,967 to Washington DOC that partici-
pated in ASSIST’s Washington youth interventions; $826,021 to Governors Partnership; and $451,185 to CDC. The Campaign for To-
bacco-Free Kids was awarded and additional $50 million RWJ foundation grant 1999. Additional foundation grants (beyond those to
expand health insurancer coverage) include those for reducing exposure to seconhand smoke, whch is to say to promote smoking bans.

According to Value Line The Robert Wood Johnson Foundation is the largest single shareholder of Johnson & Johnson. During
ASSIST years Johnson & Johnson distributed Nicotrol smoking cessation products through its McNeil Consumer Products subsidiary.
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The Washington Tobacco Settlement Revenue
Bond Offering Prospectus

$517,905,000
Tobacco Settlement Authority

Tobacco Settlement Asset-
Backed Bonds, Series 2002

“The Series 2002 bonds shall not be obligations of
the state and shall be obligations only of the [Tobacco Settle-
ment] Authority. Neither the faith and credit nor the taxing
power of the state . . . is pledged to the payment of the
principal of, interest on, and premium, if any, on the series
2002 bonds.” (Cover)

“While the economic interests of the State and the
Bondholders are expected to be the same in many circum-
stances, no assurance can be given that the amendment,
waiver or termination of the MSA would not have a mate-
rial adverse effect on the [Tobacco Settlement] Authority’s
ability to make payments to bondholders.” (Page 7)

“It is possible that the State could attempt to claim
some or all of the Pledged TSRs [Tobacco Settlement Rev-
enues] for itself or otherwise interfere with the security for
the series 2002 bonds.” (Page 8)

Bondholders In The Breach

Bondholders did not come out of the recent Philip Morris
appeal bond fracas unscathed. April 4, 2003 The New York
Times reported that Moody’s Investors Service reduced the
credit rating for Altria Group bonds to Baa1, and also cut
credit ratings on $18 billion of tobacco bonds. The Time’s
article, “Moody’s And Fitch May Cut Reynolds Tobacco Credit
Rating,” reported  “Moody’s said that R.J. Reynolds faced the
same problems that prompted it to downgrade Altria.” The
attorneys general brief filed in Judge Byron’s court included
notices of credit rating actions
on tobacco bonds by Moody’s.
Tobacco bond troubles are rip-
pling beyond Philip Morris.

Through bond down-
grades the interests of tobacco
bondholders have  been dam-
aged because the price of their
bonds declines to produce
higher yields that reflect in-
creased risk. Bernstein Invest-
ment Research reported that
Wisconsin tobacco bond
“yields have risen from 6.30%
to 7.10%, and their prices
have fallen by 9%.”

April 17, 2003 Washing-
ton 6.625% tobacco settlement
revenue bonds due 2032
priced at 89.624, current yield
7.4% and rating A3/A. On the
same day Washington 6.50%
tobacco settlement bonds due
2026 A3/A rating were traded
at 92.641, current yield 7.0%. Washington tobacco bonds have
declined in value, consistent with the market.

In contrast, King County (WA) Housing Authority 5.1%
revenue bonds due 2029 traded at 101, current yield 5.0%,
and Washington State Health Care Facilities 5.125% revenue
bonds due 2031 traded at 102.382, current yield 5.00%

Reuters reported April 4, 2003 in “Altria Default Protec-
tion Costs Soar, Fate Unclear,” that costs for hedging tobacco
bond positions have increased, saying “Altria’s default swap
spreads traded as high as 675 basis points during the session,
far above the 170 basis points where it traded just last week.”

Current reports say that tobacco bondholders face grim
prospects: the principal value of their bonds has declined to
produce higher yields, costs to hedge existing tobacco bond
positions have increased, and they face increased risk for timely
payment of interest and principal due to cash flow drains that
new tobacco verdicts impose. In addition, the source of MSA
payment revenues—tobacco consumer dollars—could dimin-
ish in the foreseeable future if adult Current Smoker popula-
tions finally begin to decline. Should that occur with a 3.4:1
C/P Ratio tobacco consumption declines could be precipitous,
well beyond declines that were forecast in the prospectus. All
of those conditions materially increase bondholders’ risk.

Public statements regarding the efficacy of tobacco con-
trol interventions, such as those by Washington Attorney Gen-

eral Gregoire in her April 7, 2003 press release and those
included in the attorneys general brief filed in Judge Byron’s
court, create public impressions and understandings about to-
bacco use and the tobacco products market. The public under-
standing of tobacco control from such statements is that its
programs have been effective, and therefore sustaining reduc-
tions in smoking prevalence have been achieved to date. Simi-
lar statements and impressions are included in the Washing-
ton tobacco bond prospectus, notably on pages A-11 to A-16
which discusses “Factors Influencing Cigarette Consumption.”

But what if the impressions and understandings created
by public official and offering
prospectus statements are mis-
leading, due to significant
omissions of important mate-
rial information? Where does
that leave bondholders who
relied on prospectus state-
ments because they appeared
to be consistent with what pub-
lic officials said in the press?

One answer to those ques-
tions is that it leaves tobacco
bondholders far up the creek,
in the backwaters of diminish-
ing tobacco revenue streams,
without a viable fact paddle to
protect their interests.

What do investors who
relied on declines in tobacco
consumption set forth in Ap-
pendix A to the Washington
tobacco bond prospectus do
when they realize that mate-
rial and sustaining reductions

in Current Smoker populations have yet to come as a result of
tobacco control intervention? And how should Washington
tobacco bond purchasers react, should it become evident in
the future that along with decreases in adult Current Smoker
populations also comes a current ratio of -3.4:1 reduction in
cigarette sales revenues that support bond service?

Perhaps Washington tobacco bond investors should con-
sult the prospectus they relied on (see excerpts at center page.)
What investors will find on the prospectus cover is that the
bonds they purchased are not an obligation of the State of
Washington; page 7 will inform them that the state could
amend the MSA to again accommodate tobacco company fi-
nancial interests, this time by reducing MSA payments as pres-
ently scheduled; and page 8 makes it abundantly clear that
the state could put its economic interests ahead of bondhold-
ers, just like it has the interests of tobacco consumers for years.

Have Settling States sold $18 billion in tobacco settle-
ment asset-backed bonds to transfer the risk of potentially
sharp future declines in tobacco consumption that they saw
coming from the states to bond investors?

The answer to that question is in the eye of the bond-
holder, but consulting with a competent securities attorney
about possible violations of the 1933 Securities Act appears
to be a good decision at this point. Propsectus information
would be material to that consultation.



Washington Tobacco Bond Prospectus Requirements

The Washington tobacco bond prospectus includes Ap-
pendix A, “Forecast of U.S. Cigarette Consumption (2001 -
2032) for the Tobacco Settlement Authority.” The appendix
is prepared by DRI-WEFA, Inc., and is dated October 10, 2002.
Excerpts from that Appendix A report appear at center.

Washington Tobacco Bond Prospectus
Appendix A Executive Summary Excerpts

“DRI-WEFA has developed a cigarette consumption model
based on historical U.S. data between 1965 and 2000. This
econometric model, coupled with our long term forecast of the
U.S. economy, has been used to project total U.S. cigarette con-
sumption from 2001 to 2032.” (Underline added.)

“Our base case forecast indicates that total consumption in
2032 will be 247 billion cigarettes (approximately 12.6 billion
packs), a 43% decline from the 2000 level.”

“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, legislations
and health warnings.”

“This forecast differs slightly from the one presented by DRI-
WEFA in 2001 (“DRI-WEFA’s 2001 Forecast”). In the year 2000,
lower than expected prices, resulted in higher than expected
consumption. The United States Department of Agriculture
(USDA), now estimates a consumption level for 2000 of 430
billion, 7 billion more than DRI-WEFA’s forecast in 2001. DRI-
WEFA also revised its year 2001 consumption upwards, to 419
billion from 408 billion. This forecast also differs from one pre-
sented to other issuers earlier in 2002. While that forecast had
anticipated some state excise tax increases in response to state
budget difficulties, a slightly greater number of states than an-
ticipated have raised taxes on cigarette purchases, and as a re-
sult, consumption is projected to be lower in the near term. Ciga-
rette consumption is now expected to fall to 403 billion in 2002,
2 billion fewer than the forecast of early 2002, and 394 billion
in 2003, 4 billion fewer than earlier forecast.”

“No representation or warranty of any kind is or can be made
with respect to the accuracy or completeness of, and no repre-
sentation or warranty should be inferred from, these projections
and forecasts.”

Initial Public Offering of
securities are subject to the
Securities Act of 1933. The
act requires full and fair dis-
closure of material informa-
tion to prospective investors.
That requirement includes
omissions of material infor-
mation, as well as misstate-
ments. SEC rule 10 (b)(5)
prohibits misstatements or
omissions of material infor-
mation in connection with the
purchase or sale of a security.

The scope of 1933 act and
SEC rule requirements is that
not only must statements that
are made in a prospectus be
truthful and accurate for pur-
poses of reliance by investors,
but also that material infor-
mation cannot be withheld.
When evaluating a prospec-
tus and offering materials is
not sufficient to merely ana-
lyze what was said or forecast,
one must also examine
whether material information
was withheld, as well.

As will be set forth in the
final sections of this work, the
Washington tobacco bond
prospectus, including its Ap-
pendix A, may be long on
what is represented to inves-
tors, but it falls far short in
disclosure of additional ma-
terial information. In the case
of this prospectus and its Appendix A what was not said
eclipses what was represented to investors.

Tobacco bond investors should note that DRI-WEFA dis-
closes in its executive summary that its forecast in this pro-
spectus differs from one prepared for other issuers earlier in
2002, and that tobacco consumption as reported by USDA for
2000 has varied from that projected in earlier reports. While
such disclosures appear to be made in compliance with 1933
act requirements, those statements raise a troubling question:
what forecast of cigarette consumption by DRI-WEFA, if any,
should tobacco settlement bond investors rely on?

Issues related to that question extend beyond the presumed
competence of DRI-WEFA to develop econometric models and
make forecasts based on them. Those issues also relate spe-

cifically to subjects that the DRI-WEFA model purports to
consider: “ . . . the future effect of the incidence of smoking
amongst underage youth, and qualitative variables that cap-
tured the impact of anti-smoking regulations, legislation, and
health warnings.” (underline added.) In short, the DRI-WEFA
forecast of tobacco consumption to appears to a prospectus
reader to consider the effects of tobacco control advocacy on

tobacco consumption.
Considering the effects of

tobacco control advocacy on
tobacco consumption is, how-
ever, a complex and often vo-
ciferously debated issue. From
the Executive Summary to its
forecast and the text of its
Appendix A prospectus read-
ers are lead to believe that
material issues and informa-
tion regarding tobacco control
advocacy are fully addressed
in the text and/or considered
in forecast tables. In reality,
material information regard-
ing tobacco control advocacy
is not fully or fairly discussed
in Appendix A, nor does the
forecast properly consider
material effects of tobacco
control advocacy on tobacco
consumption. Moreover,
statements by public officials
regarding the efficacy of to-
bacco control programs (see
page 1) often misrepresent the
effects of tobacco control ad-
vocacy, which further mis-
leads investors because they
believe facts about conse-
quences of anti-tobacco pro-
grams that are frequently
slanted for political reasons.

Three subjects illustrate
the preceding points about
contents of Appendix A:

1. Tobacco Use: It is clear
from historical Monitoring The Future Study and Centers for
Disease Control and Prevention data that the net effect of 1991-
1998 Project ASSIST was to dramatically increase youth
smoking prevalence and to stabilize adult smoking prates (see
pages 2 and 3.) Prior to ASSIST interventions both youth and
adult smoking prevalence were declining.

Whether by crafted special-interest design or through
advocacy default the fact remains that previously declining
youth smoking rates increased 43 percent, preceding declines
in adult smoking prevalence leveled off, and previously in-
creasing adult quit smoking rates reversed under the auspices
of Project ASSIST. That data observation is confirmed by the
fact that both Per Capita Tobacco Consumption and Total To-
bacco Consumption as set forth on page A-30 of Appendix A
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Washington Tobacco Bond Prospectus
Appendix A, “DRI-WEFA Report:”

Page A-18, Paragraph 2: “The low value of
the elasticity indicates that cigarette consumption
is price inelastic, or relatively unresponsive to
changes in price.”

According to DRI-WEFA, increasing cost does not ma-
terially reduce cigarette consumption. That would be of in-
terest to bondholders who rely on tobacco consumers con-
tinuing to buy cigarettes, to receive interest and principal
payments. The statement is, however, opposite to tobacco
control’s representations that new tobacco taxes reduce ciga-
rette consumption. Paragraph 3 in the Executive Summary
for the DRI-WEFA Appendix A says that “In the year 2000,
lower than expected prices, resulted in higher than expected
consumption.” and “While that [2001] forecast  had antici-
pated some state excise tax increases in response to state
budget difficulties, a slightly greater number of states than
expected have raised taxes on cigarette purchases, and as a
result, consumption is projected to be lower in the near
term.” If cigarette consumption is relatively unresponsive
to changes in price, why would 2001 and 2002 DRI-WEFA
reports be different or require adjustment? Which forecast
statement should prospective bond purchasers rely on?

Page A-19, Paragraph 1: “However, the low
value of elasticity indicates that the demand for
cigarettes is income inelastic, or relatively unre-
sponsive to changes in income.”

Anti-tobacco demographics say the majority of smok-
ers are lower income, less educated, blue collar. What in-
duces smokers to continue buying cigarettes, regardless of
cost or income? Are bondholders “banking on addiction?”

Page A-19, Paragraph 2: “The negative co-
efficient on the variable implies that smoking
decreases as a result of smoking bans.”

But smoking does decrease in “Smoke-Free” environ-
ments promoted by tobacco control advocates who receive
grants from pharmaceutical “Tobacco-Free” nicotine dis-
tributors. How many people chew nicotine gum or wear the
patch at work, but smoke elsewhere? The number of smok-
ers is not materially decreasing but the number of ciga-
rettes they smoke is.
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also leveled off from preceding declines during Project AS-
SIST years (see graphics pages 15 and 16.) In combined data
from MTF, CDC and Appendix A we observe both the stabi-
lization of smoking rates compared to previous trends and
the predictable result of that phenomenon on consumption.

That the net consequences of seven years of tobacco con-
trol programs under the auspices of Project ASSIST was the
opposite of what advocates pub-
licly claimed their goals to be—
to stabilize, which is to say to
artificially inflate smoking
prevalence and tobacco con-
sumption—is material informa-
tion to prospective bondholders
who are dependent on tobacco
product sales to achieve their
financial goals of interest in-
come and return of principal
when due.

There is a direct correspon-
dence between tobacco con-
sumption and tobacco company
income. That correspondence
provides revenues necessary for
MSA payments, which in turn
service Washington tobacco
bonds. Failing to discuss Project
ASSIST at all, to not disclose
the now-historically-docu-
mented results on youth and
adult smoking prevalence that
occurred under the program’s
auspices, and failing to provide
material information that ex-
plained the stabilization of to-
bacco consumption in the Ap-
pendix A table on page A-30
during that program’s term, are
clear omissions of material in-
formation for prospective to-
bacco bondholders.

The omission of that infor-
mation is the functional equiva-
lent of failing to disclose that
an issuer’s historic income has
been artificially inflated, when
projecting future revenues.

2. Conflicts of Interest: As
previously discussed under
“Undisclosed Tobacco Control
Agendas” (see pages 9 to 11)
the stabilization of adult smoking prevalence was beneficial
to Nicotine Replacement Therapy distributors who sponsored
tobacco control activists with hundreds-of-millions in special-
interest grants during the 1990s. Pharmaceutical nicotine dis-
tributors directly benefit from a stabilization of smoking preva-
lence because to do so also stabilizes—in the case of tobacco
consumers, artificially inflates—the exclusive source con-
sumer base for smoking cessation products.

In the case of tobacco consumption the effects of that phe-
nomenon are two-fold: first, artificially inflated figures ulti-
mately return to their natural level, in this case smoking preva-
lence would return to previously declining trends that were
the uninfluenced response of tobacco consumers; second, as
stated in the February 1998 Wall Street Journal article (see
page 10) pharmaceutical nicotine distributors and their paid

tobacco control advocates have
stated a goal to substitute phar-
maceutical nicotine for tobacco
nicotine. That mercantile goal
establishes a conflict of interest
on the part of anti-tobacco ac-
tivists: on the one hand their
alleged purpose is to reduce
smoking prevalence, but on the
other the interests of their finan-
cial sponsors are only served by
stabilizing smoking rates. Fail-
ing to disclose that conflict of
interest misleads investors:
first, it masks the fact that to-
bacco consumer populations
were stabilized in a manner that
suited and supported undis-
closed mercantile purposes; sec-
ond, it lulled bond investors by
not disclosing that tobacco con-
sumer populations could decline
precipitously, should the effects
of artificial stabilization be no
longer felt; and third, it failed
to disclose significant competi-
tive interests that aggressively
compete for tobacco consumers’
nicotine dollar. Each dollar that
is spent on pharmaceutical nico-
tine products is a dollar that is
not spent on tobacco nicotine
products. Competition with to-
bacco companies for nicotine
consumer dollars is not ad-
dressed at all in the Washing-
ton tobacco bond prospectus.

3. Conflicting Goals: As
previously discussed (see page
6) tobacco control has a pub-
lished goal to sharply reduce
smoking prevalence to 12 per-
cent of the adult population.
That goal (to reduce smoking

prevalence by 50 percent) is opposed to the interests of bond-
holders because if it were achieved it would reduce tobacco
company revenues to where MSA payments that service bonds
would be at serious and material risk. Neither the published
goal nor its potential impact are discussed in Appendix A.

In light of the above we should carefully examine what
the Appendix A tobacco consumptions are, as well as what
influencing factors may have been omitted in the prospectus.
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A Materially Different Cigarette Market

In its Executive Summary on page A-2 of Appendix A
DRI-WEFA says:

“DRI-WEFA has developed a cigarette consumption
model based on historical U.S. data between 1965 and
2000. 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 2001 to 2032.”

On page A-21 of Appendix A DRI-WEFA says:

“After developing the regression equation specified
above, we used it to project CPC for the period 2001
through 2032. In using the regression equations developed
on the basis of historical data to project future values of
the dependent variable, we must also assume that the un-
derlying economic structure captured in the equation will
remain essentially the same.”

On page A-15 of Appendix A DRI-WEFA says:

“Our research has indicated, and our model incorpo-
rates, a negative impact on cigarette consumption of tax in-
creases, 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 those
activities in reducing smoking and assumes that the effec-
tiveness of such anti-smoking efforts will continue.”

The above statements must be presumed to be true, fac-
tual, and accurate for purposes of reliance by Washington to-
bacco bond purchasers. That the above statements regarding
the efficacy of anti-smoking initiatives are similar to those by
attorneys general to an Illinois court in their brief adds sub-
stance to the above statements that prospective investors would
rely on in making their investment decisions.

Historical facts about tobacco control presents a materi-
ally different view, however, and were available before the
date of the Washington tobacco bond prospectus. States are
repositories of information regarding their anti-smoking cam-
paigns and states also had access to nationwide anti-smoking
information through the MSA and Project ASSIST.

Material differences in today’s cigarette market can be
discussed in context of at least of three primary issues:

1. Efficacy of tobacco control programs: As is evident
from historical youth and adult smoking prevalence data, re-
sults under Project ASSIST were to dramatically increase
youth daily smokers, stabilize adult smoking prevalence, and
reduce adult quit smoking rates. There are substantially more
youth and adults who smoke today than there should be, had
previously-declining trends continued. Tobacco control also
failed to approach, let alone achieve, its stated 1993 goal of
reducing adult smoking prevalence to 17 percent. Reductions
in youth and adult smoking under the MSA, with sharp price
increases, are less today than during the 1970s and 1980s
when cigarette prices declined. Based on census and smoking
prevalence data, youth and adult smoker populations are larger
today than before tobacco control began.

Based on those facts neither Project ASSIST nor MSA
programs can be characterized as “effective” by any reason-
able measure. Failing to disclose, indeed misstating, the ef-
fects of tobacco control programs to date affirmatively mis-
leads prospective Washington tobacco bond investors because
it leads them to believe that material and sustaining reduc-
tions in tobacco use have already been achieved, when in fact
the opposite results are the case. Omission of those material
facts lulls investors because it fails to disclose that the current
tobacco consumption market is artificially inflated.

2. Dif ferences in tobacco consumer behavior: The DRI-
WEFA model incorporates statistical data for 1965 to 1981
when the overall trend was a sustaining increase in Total To-
bacco Consumption. Total Tobacco Consumption increased
for 15 years after the Surgeon General’s 1964 warning, which
is not a negative impact, as stated. DRI-WEFA’s data also
include reductions in Per Capita Consumption during that
period. The focus on Per Capita Consumption in the DRI-
WEFA report that uses total adult population, rather than adult
Current Smoker populations, as the denominator of the per
capita consumption figure masks—hides—significant differ-
ences in both the magnitude and trends of  smokers’ behav-
ior. For example, when viewing per capita consumption with
adult Current Smokers as the denominator (see graphics page
8) it is evident that per capita cigarette consumption was de-
clining before Project ASSIST “Action Plan” interventions
began in 1993, stabilized during ASSIST years, and began to
decline in again 1997 one year before the MSA was executed.

Including historical data of tobacco consumption increases
1965 to 1980 in the basis for projections 2001 onward in-
flates forecast tobacco consumption. This is important to pro-
spective Washington tobacco bond purchasers because it hides
the fact that previous adult smoking trends that no longer
apply to current markets are included in forecast calculations.

3. Competitive considerations: Those who manage MSA
tobacco control programs today are by and large the same
people and advocacy groups that managed nationwide anti-
smoking initiatives under Project ASSIST 1991-1998. Indi-
viduals and organizations that managed Project ASSIST re-
ceived substantive and sustaining grants from pharmaceuti-
cal nicotine distributors. Many of those individuals and advo-
cacy groups continue to receive pharmaceutical smoking ces-
sation distributor grants. That creates a conflict of interest on
the part of those individuals and advocacy groups: the vested
interests of their financial sponsors can only be served by sta-
bilizing adult smoking prevalence—thereby stabilizing the
exclusive source consumer base for smoking cessation prod-
ucts—and by aggressively substituting “Tobacco Free” phar-
maceutical nicotine products for tobacco nicotine products.

Today’s market also includes nicotine delivery products
such as patches and gums, etc. that did not exist during the
1965 to 1980 period of increasing tobacco consumption.

This is important to prospective Washington bond inves-
tors because it fails to disclose that while adult prevalence
may be stable the vested interests of tobacco control advo-
cates and their sponsors is to aggressively decrease adult per
capita tobacco products consumption. In addition, it is clear
that the same underlying economic structure does not apply
to today’s tobacco consumer market as did 1965 to 1991.
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1. Per Capita Adult Cigarette Consumption 1965 - 2000 2. Per Capita Adult Cigarette Consumption 2001 - 2032

y = -66.30 + 4,641.56
Avg. Decline = -1.42%  Per Year

y = -33.66 + 1,921.51
Avg. Decline = -1.75%  Per Year

A

BCD

Historical 1965 - 2000: -66.30 Cigarettes Per Year
A - Prospectus Regression: -33.66 Cigarettes Per Year
B - At 1965-2000 Historical Rate: -66.30 Cigarettes Per Year
C - At 1980-2000 Historical Rate: -88.05 Cigarettes Per Year
D - At 1998-2001 Post-MSA: -97.10 Cigarettes Per Year

3. Per Capita Cigarette Consumption: Prospectus Forecast vs. Comparative Historical Trends

Historic Decline 1965-2000: -66.81 Cigarettes Per Year Forecast Decline 2001-2032: -33.66 Cigarettes Per Year

Prospectus Historical Per Capita           Forecast Per Capita

Source: Washington Tobacco Bond Prospectus Appendix A Pages A-30 To A-31

ASSIST

6.50% Turbo Term Bonds
Projected Redemption 2016

6.625% Turbo Term Bonds
Projected Redemption 2019
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Appendix A Tobacco Consumption Forecasts

Two sets of data that appear on pages A-30 to A-31 of
Appendix A are analyzed in this work: Per Capita Consump-
tion and Total Consumption in billions of cigarettes.

1. Per Capita Consumption: As previously mentioned,  per
capita figures in Appendix A are computed as Total Consump-
tion divided by adults 18 and over. The formula dispropor-
tionately reduces consumption because it includes an increas-
ing all adults population in the denominator for declining
cigarette consumption. Consequently, it appears that per capita
consumption is decreasing faster than it is. While tobacco
control advocates may appreciate that method of calculation

to prove the value of their programs, it misleads investors
because it appears that bond service can be maintained with
inflated values for per capita cigarette consumption.

Distortion of Per Capita Consumption due to the compu-
tation method applied is illustrated in the graphics below:

1.1 The historical linear decline in per capita consump-
tion 1965 to 2000 is -1.42%, or 66.30 cigarettes per year

1.2  The forecast linear decline in per capita consump-
tion 2001 to 2032 is -1.75%, or -33.66 cigarettes per year.
The greater percent on a smaller number of cigarettes is cre-
ated by the fact that the forecast percent begins with 2017
cigarettes per year vs. 4259 for 1965. One-half the number of
cigarettes decline per year produces a higher annual percent.
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1. Total Cigarette Consumption 1965 - 2000 (Billions) 2. Total Cigarette Consumption 2001 - 2032 (Billions)

y = -3.11 + 609.21
Avg. Decline = -0.51% Per Year

y = -5.27 + 407.77
Avg. Decline = -1.29%  Per Year

Historical 1965 - 2000:   -3.11 Billion Cigarettes Per Year
A - Prospectus Regression:   -5.27 Billion Cigarettes Per Year
B - At 1965-2000 Historical Rate:   -3.11 Billion Cigarettes Per Year
C - At 1980-2000 Historical Rate: -10.50 Billion Cigarettes Per Year
D - At 1998-2001 Post-MSA: -14.30 Billion Cigarettes Per Year

A

B

C

DProspectus Historical Total Consumption           Forecast Total Consumption

Source: Washington Tobacco Bond Prospectus Appendix A Pages A-30 To A-31

Historic Decline 1965-2000: -3.11 Billion Cig. Per Year Forecast Decline 2001-2032: -5.27 Billion Cig. Per Year

ASSIST

6.50% Turbo Term Bonds
Projected Redemption 2016

6.625% Turbo Term Bonds
Projected Redemption 2019

“Bondholders Beware,” Page 17

1.3 But the formula for Per Capita Consumption does not
work under actual market conditions other than as forecast.

A. Based on forecast (-33.66 cigarettes per year) we ar-
rive at 2032 with per capita consumption of +917 cigarettes
per year. Cigarettes are still being smoked.

B. Based on historical declines 1965 to 2000 (-66.30 ciga-
rettes per year) per capita consumption is negative in 2030.

C. Based on historical declines two decades prior to fore-
cast, 1980 to 2000, (-88.05 cigarettes per year) per capita con-
sumption is negative in 2023, nine years before forecast end.

D. Based on the Post-MSA historical trend 1998 to 2001
(-97.10 cigarettes per year) per capita consumption goes nega-
tive in 2019, 13 years before forecast end.

Applying actual historical decreases in per capita ciga-
rette consumption, somewhere between 2019 and 2030 bond-
holders will run out of smokes and be in tobacco company
MSA payment bond service cash flow withdrawal.

2. Total Cigarette Consumption: Similar, though some-
what less striking, results are obtained through analysis of
Total Consumption.

2.1 The historical linear decline in total consumption 1965
to 2000 is -0.51%, or -3.11 billion cigarettes per year

2.2  The forecast total consumption linear decline 2001 to
2032 is -1.29%, or -5.27 cigarettes per year. In this case we
have a higher decline in cigarettes consumed per year during
the forecast period, vs. the lower number in per capita.

3. Total Cigarette Consumption: Prospectus Forecast vs. Comparative Historical Trends
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2.3 The formula for Total Consumption does not work
under two out of three actual market conditions tested:

A. Based on forecast (-5.27 billion cigarettes per year)
2032 total consumption is 247.16 billion cigarettes per year.

B. Based on historical declines 1965 to 2000 (-3.11 ciga-
rettes per year) 2032 total consumption is 316.67 billion.

C. Based on historical declines two decades prior to fore-
cast, 1980 to 2000, (-10.50 billion cigarettes per year) 2032
total consumption is 83 billion, 80.7 percent less than the
430 billion base line in 2000. That figure assumes MSA pay-
ments and bond service can be maintained by tobacco compa-
nies with a -2.52 percent per year decline in cigarette con-
sumption, 46.5 percent greater than forecast. The decline is
greater than “Low Case 3” forecast of -2.25 percent per year.

D. Based on the Post-MSA historical trend 1998 to 2001
(-14.3 billion cigarettes per year) total consumption is nega-
tive in 2030, 2 years before forecast end. Bondholders again
find themselves in bond service cash flow withdrawal.

Prospectus Facts Relied On

Fact No. 1.  Cigarette consumption model, DRI-WEFA
Executive Summary, A-2:

“DRI-WEFA has developed a cigarette
consumption model based on historical
U.S. data between 1965 and 2000. 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 2001 to 2032.”

Fact No. 2: Historical regressions,
A-21:

“After developing the regression equation
specified above, we used it to project CPC
for the period 2001 through 2032. Then
using the standard adult population pro-
jections of DRI-WEFA’s macroeconomic
model, we converted per capita consump-
tion to aggregate aggregate adult consump-
tion  We then added our extimate of teen-
age smoking volume going foreward.

In using the regression equations de-
veloped 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 essen-
tially the same.”

Fact No. 3: Per Capita Cigarette Consumption, A-17:

“CPC measures the average annual cigarette consumption of
the American adult. It is calculated by dividing the total adult
cigarette consumption by the size of the population 18 and
above. Of the different measures of cigarette consumption
available this [Per Capita] is considered to be the most reli-
able. It also directly reflects the changing behavior of indi-
vidual smokers over the historical period.” (Bracket added.)
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Fact No. 4: Historical Cigarette Consumption, A-4:

“The United States Department of Agriculture (“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 19813. Consumption declined in the
1980’s and 1990’s, reaching a level of 465 billion cigarettes
in 1998 and 430 billion cigarettes in 20004.”

Fact No. 5: Tobacco control interventions, A-15:

“Our research has indicated, and our model incorporates, a
negative impact on cigarette consumption of 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 those activities in
reducing smoking and assumes that the effectiveness of such
anti-smoking efforts will continue.”

Fact No. 6: General Population Growth, A-11:

“On December 28, 2000 the Bureau re-
ported results from the 2000 census that
estimate the US population on April 1,
2000 to be 281 million. We have not yet
incorporated this data into our analysis
because it has yet to be reconciled, by the
Bureau, to its 1990 estimate. That 1990
Census likely suffered from a significant
undercount of population.”

NOTE: U.S. Census Bureau estimated
population data release date January 2,
2001 were used in this work, which
state a U.S. population of 276,059,000
November 1, 2000. Census Bureau data
release date January 13, 2000 give a
projected U.S. population of
277,803,000 July 1, 2001. Those popu-
lation figures appear to be reconciled

Fact No. 7: Price elasticity (price sen-
sitivity) of cigarette consumption, A-18:

“The low value of elasticity indicates that cigarette con-
sumption is price inelastic, or relatively unresponsive to
changes in price.”

Fact No. 8: Comparison With Prior Forecasts, A-23:

“Increased consumption due to lower than anticipated prices
explains most of the revision to our 2000 and 2001 forecasts.
. . .  This forecast also differs somewhat from one presented
to other issuers earlier in 2002. While that forecast had an-
ticipated some state excise tax increases in response to state
budget difficulties, a slightly greater number of states than
expected have raised taxes on cigarette purchases, and as a
result, consumption is expected to be lower in the near term.”

Total Consumption Forecast (Billions)

Per Capita Consumption Forecast
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Conclusions Regarding Washington
Tobacco Bond Prospectus

It is recommended that readers review “Risk Factors” on
pages 2 and 3 of the Washington tobacco bond prospectus,
beginning with “Decline In Cigarette Consumption Materially
Beyond Forecasted Levels May Adversely Effect Payments”

A statement under Smoking Trends says: “A decline in
overall consumption of cigarettes beyond the levels forecasted
in the DRI-WEFA Report could materially effect the payments
by PMs under the MSA and the amounts available to the Au-
thority to pay principal and/or interest on the Series 2002
bonds and/or turbo redemptions of the Turbo Term Bonds.”

A statement under Regulatory Restrictions and Legisla-
tive Initiatives says in part on page 3: “No assurance can be
given that future federal or state legislation or administrative
regulations will not seek to further regulate, restrict or dis-
courage the manufacture, sale and use of cigarettes.”

On the surface it appears  that bondholders were informed
of material risks that could influence MSA payments, receipt
of interest and principal, and redemption of bonds.

As discussed in some detail in the preceding pages there
are material problems, however, with what the prospectus fails
to disclose as risk factors, tobacco control goals, the nature of
calculations used in preparing forecasts, competitive business
interests, the alleged efficacy of tobacco control programs to
date, and tobacco control nationwide goals as published by
the Centers for Disease Control and Prevention. Each of those
issues have direct bearing on material risks to bondholders.

It is recommended that readers review the Preface to “Sec-
tions And Content Summary” on page (i). That the source of
revenue to support MSA payments is exclusively focused on
tobacco consumers is fundamentally important to both the
contents of this report and the conclusions that follow. MSA—
and therefore Washington tobacco bond service—revenues
are exclusively provided by persons who purchase cigarettes
and other tobacco products. In the Appendix A forecasts ciga-
rette consumption is the only tobacco product addressed.

Given the unique focus on tobacco consumers, what  has
influenced or may influence tobacco consumer behavior of
purchasing cigarettes is material to bond purchaser risk dis-
closures and must be included in the offering prospectus.

The following conclusions begin with tobacco control
goals and influence on tobacco consumer behavior, as well as
the effectiveness of tobacco control programs. Conclusions
then focus on competitive and conflict of interest issues, and
proceed to forecast projections as set forth in Appendix A.

1.0 Tobacco Control Goals: Tobacco control goals are to
reduce tobacco consumption. If one accepts what tobacco con-
trol says about the consequences of smoking, including that
tobacco use kills 420,000 people per year,  public policy should
be zero consumption, or prohibition of sale or use of tobacco.

1.1 Tobacco control advocacy is now funded in large part
through MSA grants and revenue sharing, which aggregates
to hundreds of millions of dollars each year across all Set-
tling States. Tobacco control goals and those of bondholders
conflict: tobacco control advocates declining or zero tobacco
use, but stable or increasing tobacco use serves bondholders’
interests by ensuring revenues to service bonds.

1.2 As stated on page 6, the Centers for Disease Control
and Prevention has a goal regarding tobacco use published in
its April 11, 2003 and July 26, 2002 “Morbidity and Mortal-
ity Weekly Review:” “One of the national health objectives
for 2010 is to reduce the prevalence of cigarette smoking
among adults to less than or equal to 12% (objective 27.1)”

a.) Adult smoking prevalence as of most recent 2001 CDC
data is 23.4 percent of adult populations. Achieving that goal
requires a 11.4 percentage point decline (-48.7 percent) over
a nine year period, or -5.4 percent per year.

b.) The most negative “Low Case 3” alternative forecast
in Appendix A on page A-25 for total tobacco consumption is
-2.25 percent per year, only 41.7 percent of the annual de-
cline required to reach the CDC 2010 goal. If tobacco control
achieves less than one-half of its prevalence goal total con-
sumption declines break the lower forecast boundary.

d.) The prospectus does not disclose specific tobacco con-
trol goals and omits reference to such goals when discussing
anti-smoking inititiatives. The prospectus also does not dis-
close that for the tobacco consumption forecast be fall below
the lower boundary stated tobacco control advocates would
merely need to achieve less than one-half of their stated goal.

Conclusion: The Washington tobacco bond prospectus and
its Appendix A omit material information about current to-
bacco control goals. The information omitted would reason-
ably influence a purchaser’s risk analysis.

2.0 Effectiveness Of Tobacco Control: Public statements
regarding the effectiveness of tobacco control programs in-
fluence public opinion regarding tobacco consumption. As is
clear from statements in Appendix A (see Fact No. 5, page
18) and attorneys general representations to Illinois courts
(see page 1, items 6 to 9) the beliefs communicated by the
prospectus and Washington Attorney General Gregoire are
that tobacco programs have been effective and beneficial.

Such statements are important to prospective bond pur-
chasers because they lead one to believe that material and
sustaining reductions in tobacco use have been achieved, which
lends credibility to the level of decline in tobacco consump-
tion forecast in Appendix A. If such reductions have not been
achieved, however, a different set of revenue risk parameters
applies: tobacco consumption may have been artificially sus-
tained by tobacco control programs, in which case the prob-
ability of sharp declines in tobacco consumption is increased
when tobacco use returns to previous trends.

2.1 As presented on page 7, tobacco control had a previ-
ous goal: to reduce adult smoking prevalence to 17 percent of
adult populations. That goal was not approached or achieved.

2.2 Since the primary tobacco control public interven-
tion, Project ASSIST, was announced in 1991 there are dis-
cernible effects of tobacco control interventions:

a.) Youth: Under Project ASSIST previously-declining
youth smoking prevalence trends sharply reversed and  preva-
lence increased 43 percent 1992 to 1997. Present declines un-
der the MSA with sharp cigarette cost increases are less than
during the 1970s and 1980s when tobacco companies reduced
cigarette costs.

b.) Adults: Under the auspices of Project ASSIST adult
Current Smokers stabilized and Former Smokers declined,
reversing previously favorable trends for both measures.
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c.) Based on most recent smoking prevalence data and
census bureau estimates both youth and adult smoker popula-
tions are larger today than before ASSIST was announced.

Conclusion: Based on the above observations tobacco con-
trol programs have not been effective. Statements to that ef-
fect are both false and materially misleading. The effect of
such false and misleading statements is to lull prospective
bond purchasers as to the true risks of their investment.

3.0 Competitive Products And Conflicts Of Interest: As
stated in a Journal of the American Medical Association ar-
ticle (see page 10) nicotine replacement products such as
patches and gums are heavily promoted by both pharmaceuti-
cal companies and tobacco control advocates. The JAMA ar-
ticle concludes that such products are no longer effective for
smoking cessation. As also discussed on page 10 and listed
on page 11, tobacco control advocates have received substan-
tive grants from pharmaceutical nicotine distributors.

3.1 Competitive Nicotine Products: Include three subjects:
a.) Nicotine Replacement Therapy Products (gums,

patches, etc.): The negative effect on tobacco use is threefold:
first, every dollar spent on pharmaceutical nicotine products
is a dollar not spent on tobacco products, and therefore does
not support MSA payments or bond service; second, such prod-
ucts are often used in work environments where smoking is
banned; and third, to the extent that such products aid indi-
viduals in quitting smoking (subject to substantive questions)
they permanently remove tobacco consumers from MSA sup-
port revenues. The extent to which such products reduce to-
bacco consumption by a stable tobacco consumer group is
evident in Current Smoker per capita consumption and total
consumption declines. These products are given one-paragraph
mention in Appendix A (see for example page A-10.)

b.) Vaccines: Two anti-nicotine vaccines have been re-
ported. U.S. News & World Report’s April 28, 2003 article
“No In A Needle” reported a Cabi Biopharmaceuticals anti-
nicotine vaccine that blocks pleasure receptors in the brain
has completed safety trials. That vaccine was first reported by
USN&WR June 24, 2002 under the headline “Immune To
Vice,” when it began safety tests, more than four months be-
fore the prospectus’ date.

c.) Alternative Nicotine Products: May 2001 Duke Uni-
versity announced a nicotine additive for soft drinks. Several
other products, such as nicotine lozenges, lollypops, and
bottled water, have also been announced recently.

Conclusion: Each of the above non-tobacco nicotine prod-
ucts aggressively compete for tobacco consumer’s—nicotine
consumer’s—dollar. None of those products existed in tobacco
nicotine markets 1965 to 1980. Not only is today’s nicotine
market materially different as to underlying economic struc-
ture, but there are now new competitive nicotine products that
divert nicotine consumer’s dollars away from those that sup-
port MSA payments. The prospectus and Appendix A are
wholly insufficient in disclosure of and discussion about the
fact and consequences of those products.

3.2 Conflicts Of Interest: Tobacco control advocates are
recipients of substantive grants from pharmaceutical nicotine
distributors. That is not addressed in the prospectus.

a.) The interests of tobacco control advocates’ financial
sponsors are served by sustaining adult smoker populations

as source consumers and aggressively substituting pharma-
ceutical nicotine for tobacco nicotine products.

b.) The likely result of serving those vested interests is
that adult smoking prevalence would stabilize but Current
Smoker per capita tobacco consumption would decline. Adult
Current Smoker populations have been stabilized under Project
ASSIST (see graphic page 3 and table page 4) and Current
Smoker per capita consumption has sharply declined since
1996 under ASSIST and the MSA (see graphic page 8.)

c.) Such results are contrary to both public health policy
and the financial interests of tobacco settlement asset-backed
bondholders. Tobacco control and public health officials have
concluded that reducing the number of cigarettes smoked does
not materially reduce the risks of smoking, and reductions in
total consumption of cigarettes reduces the revenue base to
support bons service through MSA payments. As noted in the
graphic on page 17, Post-MSA trends for total tobacco con-
sumption place consumption at negative values in 2030, and
the Post-MSA trend is nearly three times the projected rate of
decline regression of the Appendix A forecast (-14.3 billion
cigarettes per year vs. forecast regression of -5.27 billion.)

Conclusion: Based on the above observations it is appar-
ent that serving the vested interests of tobacco control advo-
cates’ financial sponsors conflicts with the interests of tobacco
bondholders and that such activity has had a demonstrable
effect to stabilize smoking prevalence and to reduce total to-
bacco consumption. Tobacco control advocate conflicts of in-
terest are not disclosed or discussed in the prospectus.

4.0 Forecast Projections: Are addressed at length in pages
15 to 18 of this report.

4.1 Principal among the observed deficiencies in the fore-
casts are the following:

a.) They are based on 1965 to 2000 data that includes
fifteen years (1965 to 1980) of increasing adult tobacco con-
sumption in a materially different tobacco market.

b.) If relevant periods from 1980 onwards are used for
trend projections the decline in tobacco consumption is greater
than that which includes 1965 to 1980 data. The net effect of
that data is to increase the regression line used as basis for
calculations and thereby reduce the extent to which tobacco
consumption is declines in the forecast tobacco market.

c.) Per capita consumption in the forecast is based on all
adults over age 18 rather than Current Smokers, which incor-
porates an expanding population base in the equation and tends
to mask or hide current sharp declines in per capita

4.2 Comparative Computations: That apply trends for rel-
evant time periods demonstrate:

a.) Per Capita Consumption (page 16) fails three of three
tests using relevant time period trends, in that under all cases
cigarette consumption is negative before 2032.

b.) Total Tobacco Consumption (page 17) fails two of three
tests using relevant time period trends: (Post-MSA trend) con-
sumption is negative by 2032, (1980 to 2000 trend) consump-
tion is 66.4 percent lower than forecast as of 2032.

Conclusions: Based on the above it is concluded that the
forecasts contained in Appendix A do not represent the cur-
rent tobacco market and that the forecasts materially under-
state likely future rates of decline in tobacco consumption.

Redmond WA May 19, 2003


